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IGS STATEMENT NO. 1

Please state your name for the record?

Vincent Parist

By whom are you employed and in what capacity?

Interstate Gas Supply as General Counsel and Regulatory Affairs Officer. I am
responsible for all general legal work for Interstate Gas Supply, Inc., as well as all
of its affibates. 1 am also responsible for all regulatory work, including existing

markets as well as new market development.

Are you testifying on behalf of IGS here today?

Yes.

What is the purpose of your testimony?

The purpose of my testimoﬁy is two-fold. First, I will identify what 1 consider to
be a major failure of the Philadelphia Gas Works’ (“PGW?") filing, as presented to
this Commission-—it does not consider the lack of residential competition on its
system nor does it propose concrete steps to promote competition. Because of
PGW'’s financial position, as described in its filing, it does not appear that PGW

intends to make the necessary changes anytime soon, particularly 1o its billing
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- 1GS STATEMENT NO. 1

system, that are needed to allow for competition. Second, 1 propose some
programs by which PGW might be able to bring about the benefits of competition

10 customers on its system.

What is your understanding of the current level of shopping on the PGW

system?

My current understanding is that while there is currently some shopping among
larger commercial industrial customers and even less among smaller commercial
customers, there are no residential customers shopping for natural gas on the

PGW system at the moment.

Based upon what you know about the PGW system, what you have seen in
PGW?s filing in this case and what would you suspect to be the major causes

»

of lack of participation in choice on the PGW system?

I suspect that one reason may be PGW’s unique position of having no on-system
storage and having a large percentage of its deliverability based on LNG storage.
It is my understanding that the LNG storage is not made available to customers
that migrate, at least not on an equal basis as it is made available to sales
customers. It is also my understanding that a significant amount of the winter
deliverability comes from the LNG storage, and that beyond some balancing

services, the assets are not made available to choice customers. These
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circumstances can make it difficult for suppliers to manage capacity and storage
in a way that allows them to bring value to residential customers. However, when
I look at the limrtations of PGW’s billing system, it appears to me that most
natural gas suppliers, including IGS, that serve mass market customers would be
unwilling to enter the market. The system cannot handle multiple rates and really
is not designed to allow for billing for competition. One other factor that may be
keeping competition at minimal levels, are the requirements for suppliers
transporting on the PGW system contained in its supplier tanff. That tariff
contains a number of examples of open-ended or one-sided and/or potentially
costly provisions such as Section 7.5 that allows PGW to revise the terms and
conditions of the firm pooling agreement at its own discretion at any time.
Another example would be Section 4.1 by wl;ich PGW purports to be the sole
judge (without regard to the Commission’s licensing requirements) as to whether
a supplier may “safely and reliably serve the Company’s customers.” There are
others as well, however, the point is that since PGW has not had suppliers serving
small customers on its system, it has not had been required to revisit the Supplier

Tariff in an effort to make it more NGS-friendly.

Why is the ability to bill customers on behalf of suppliers important for

opening a market competition?

In a market such as PGW, there is a bit of a “chicken and egg” problem when it

comes to opening the market to competition. That is, there 1s no choice, but there




10

11

12

13

14

15

16

17

18

19

20

21

22

23

IGS STATEMENT NO. 1

is no critical infrastructure and assets are not properly aligned so as to follow
customers, which is necessary to let choice happen. However, without that
critical infrastructure and asset issue being addressed, choice can’t happen,
because suppliers will be unwilling to invest the amount of money it takes to bill
on their own in an uncertain market place. Further, with many other markets
opening in other states and even in Pennsylvania where billing options exist that
are more conducive to market entry, it is difficult to dedicate resources to a
market where the infrastructure does not easily enable new market participation to
occur, as compared to other utilities. The quandary to be solved is how to create
an incentive for the company to develop the appropriate billing system and
address other market defects while at the same time allowing the market to open
for choice and providing the company with some expectation of a return of the

investment in the infrastructure.

Is the only thing that would be required to allow for competition
implementing a billing system that would be capable of doing rate ready

billing for customers?

No. In the case of PGW, it appears that something additional may be required in
order to even familiarize customers with the concept of choice and to review the
entire program to see what, if any other inequities exist so that they can be
addressed and corrected so as to allow a competitive market to develop at the

small commercial and residential customer level. The competitive market offers
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many attractive alternatives to utility based pricing, including the opportunity to
2 lock in a fixed rate (peace of mind on pricing), summer winter pricing, guaranteed
3 _ savings products and other market based opportunities and value added services,
4 while at the same time by migrating customers off of PGW commodity supply
5 service tends to reduce the company’s exposure through the reduction of up front
6 costs associated with being in the gas sales business.
, -
8 Q. | So simply asking the éommission to order PGW to upgrade its billing system
9 would not solve the dilemma here.
10
11 A. No, and there is no guarantee that such an Order would result in the most efficient
12 and appropriate upgrades to the system to perrt the greatest amount of
13 competition to occur, at least not without the input and assistance of competitive
14 retail natural gas supply companies, like IGS, that have been in the business of
15 providing commodity service to residential customers for years and have
16 experience on multiple utilities that can bring that expenience to the table.
17 Moreover, it appears from PGW’s filing that PGW, at least, believes that it has
18 insufficient capital to invest in modifications to its billing system when 1t sees no

direct return from that investment.
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IGS STATEMENT NO. 1

Has PGW done anything to assist in opening the market to competition or

allowing the market to become more favorable to competition?

In this case, PGW has proposed that it take the revenue from off-system sales and
capacity release, and rather than sharing those revenues with customer as it does
today, that it would use those revenues to fund delivery system improvements.
Up to this point, such a use of customer paid-for assets to subsidize GCR
customers, through a reduction in GCR rates by crediting some or all of those
revenues to the GCR price has not been problematic for residential customers,
because all residential customers to this point, have been GCR customers.
However, as part of a transition to a competitive market, one vital element is to
ensure that choice customers are in the same position relative to the use of those
assets as non-choice customers. Accordingly, 1GS supports PGW’s proposal in
this case, on that basis, because it is fundamental to the development of a
competi‘tive market that customers are not asked to pay for assets for which they
do not derive the full benefits, or to have assets denied to those customers simply
for selecting an alternative supplier. It is equally as important that if assets are
paid for by all customers, any revenues derived from the use of those assets are
used in a competitively neutral manner. To do otherwise creates an inequity that
unfairly burdens one class of customers over another, and in the case of the off-
system sales revenue sharing mechanism, unless all choice eligible customers are
able to derive benefit from those revenues, choice customers would be unfairly

burdened. PGW'’s suggested approach provides value to all customers without
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creating an inequity between groups, which exists when the revenues are provided

1o reduce the GCR.

What do you propose as possible solutions for the lack of competition on

PGW’s system?

There are a number of solutions that could be applied to PGW’s situation to solve
some or most of the problems related to competition, and at the same time, not
produce_ additional costs to the company that would be unrecoverable or
nonproductive. 1 have been involved in the Dominion East Ohio (“DEO”) phase ]
and phase 1I processes, and in other states as well. Based upon those experiences,
I propose that PGW first be required to start to develop actual retail competition,
and after that, when there is meaningful competition, to consider moving to a
DEO model, where the obligation to provide default service gas supply is
auctioned off to suppliers. Without some retail competition to serve as a catalyst,
programs such as DEQ’s simply replace the default service provider and retail
competition is less likely to flourish. As a first step, 1 think a program similar to
what I understand was employed in the PECO electric service territory, namely a
market share threshold type of process, would be appropriate. But before we can
even get to that sort of program, PGW must be required to spend the money to
make its billing system workable for choice and it must be allowed to recover that
money. | believe this is a requirement of the Natural Gas Choice and Competition

Act for all NGDCs. Simply put, the current state of PGW’s billing system is not
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acceptable. The Commission should require at least one threshold level, I propose
30%, so if that level of shopping is not met, enough customers to achieve 30%
shopping would be randomly assigned to willing suppliers to serve those
customers at some discount below the GCR rate for defined period, 1 propose 3
years. The 30% shopping level is a good benchmark that a market is beginning to
be competitive and provides a sufficient critical mass of migration to ensure any
systems built are scalable and can meet the needs of the market and customers.
Such a program will allow customers 1o become aware of the benefits of choice,
i.e., the ability to save or other benefits that marketers can bring, such as
levelized rates. Afier shopping hits the 30% level, the Commission should then

consider implementing a DEO type wholesale auction.
Do you have anything else you wish to add?

It appears that the problem with PGW relative to choice is that it sees no incentive
to provide for choice on its system because the investment and the assets required
to allow for choice do not provide a return to the company, a company that
believes itself to be financially slraﬁped. Nonetheless, I believe that in the long
run, choice will benefit the company by reducing its risk exposure and in reducing
its capital needs for gas supply. | believe that even in the short term, either of the
two programs that | have outlined broadly, could serve as a basis for migrating
customers away from traditional GCR service. Moreover, the customers that

would be engaged in such programs would immediately benefit by receiving a
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market price gas that would produce savings. Long run benefits of a competitive
market can only be demonstrated through an open market, but 1 believe that over
the long run, competitive markets offer more benefits to consumers than utility
pricing can. In short, customers in PGW’s service territory should not be
deprived of the benefits of choice simply because their company claims 1t cannot

afford to make the changes to its system to allow for choice to happen.

Does that conclude your direct testimony?

Yes.
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DIRECT TESTIMONY OF ROBERT D, KNECHT

INTRODUCTION AND SUMMARY OF RECOMMENDATIONS

Mr. Knecht, please state your name and briefly describe your qualifications.

My name is Robert D. Knecht. 1 am a Principal and the Treasurer of Industrial
Economics, Incorporated (“IEc”), a consulting firm located at 2067 Massachusctts
Avenue, Cambridge, MA 02140. As part of my consulting practice, | have prepared
analyses and cxpert testimony in the field of regulatory economics on a variety of topics.
| obtained a B.S. degree in Economics from the Massachusetts [nstitute of Technology in
1978, and an M.S. degree in Management from the Sloan School of Management at
M.LT. in 1982, with concentrations in applicd economics and finance. [ am appearing in
these proceedings on behalf of the Pennsylvania Office of Small Business Advocate
(“OSBA™). My résumé and a listing of cxpert testimony that [ have filed in utility

regulatory proceedings arc attached in Exhibit RDK-1.

What issues do you address in this testimony?
This testimony addresses the proposals made by the Philadelphia Gas Works (“PGW™)

with respect to the following subjects:

e The allocation of costs among the various rate classes, as proposed by PGW 'witness
Howard S. Gorman in his testimony and in the class cost of service-study (“*CCOSS”)

detailed in Exhibits HSG-1 through HSG-6 and Exhibit HSG-8;

» PGW’s proposal for assigning the base rates increase among the vartous rate classes
{the “revenuc allocation™), as proposed by PGW witnesses Craig White and Howard

S. Gorman in their testimonies, and as detailed in Exhibit HSG-7;

Please summarize your conclusions and recommendations on these subjects.

[ conclude the following;

e PGW improperly “bundles” its cost allocation study, by including all gas supply,
transportation, load balancing, distribution and customer assistance program costs

into a single study. Because PGW sets different rates for its upstrcam gas services
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(the *GCR™), for its distribution secrvices (“basc rates™), and for its customer
assistance programs (the “USEC™), it should cvaluate the costs of thesc services
independently.  In Mr. Gorman’s CCOSS, the costs associated with cach rate
component cannot be distinguished.  The Commission should rely on separate

CCOSS’s for the GCR and for base rates,

PGW’s proposals for allocation of upstrcam transportation and load balancing costs,
which arc recovered in its GCR, are not consistent with cost causation. PGW'’s
CCOSS for its GCR-related costs therefore provides no useful information for GCR
ratc design.  Moreover, becausc PGW is not proposing to change its current
methodology for rccovering its upstream gas costs in the GCR, there is little value in
developing and litigating a complicated GCR CCOSS in this procecding. Because
PGW has not developed an accurate CCOSS -for GCR-related costs, 1 agree with
PGW that the Commission should continue to usc the current rate design approach for

the GCR.

PGW’s CCOSS methodology for allocating basc rates costs to the various classes
contains a number of biases that generally result in the over-allocation of costs to
commercial customers.  While 1 identify these biases in this testimony, and |
encourage PGW to address them for its next base rates case, 1 have accepted PGW's
basc ratcs CCOSS methodology for the purposc of revenue allocation in this

proceeding.

PGW’s basc rates revenue allocation proposal is hopelessly inconsistent with its basc
rates CCOSS, to the detriment of commercial customers. Al current rates, PGW’s
CCOSS indicates that commercial customers provide a rate of return of 13.5 percent,
compared to the system average retun for firm sales customers of 6.0 percent.
Nevertheless, PGW proposcs to assign a basc rates increasc to the commercial classcs
of 49.5 pereent, compared to a system average base rates increase of 33.9 pereent,
thereby moving base rates revenucs firther away from allocated costs. PGW's
proposal docs not reflect the regulatory principle of rate gradualism, because 1t makes

no progress at all toward cost-based rates, gradual or otherwise. [n this testimony, |
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develop two alternative proposals for revenue allocation, onc based on gradual
progress toward cost-based rates at PGW’s full revenue requirement, and one based

on the concept of “first dollar relief” for the non-residential rate classes.

» PGW’s proposal to continue to recover the costs for its customer assistance (or
“universal service”) program from all rate classes is not consistent witl cost causation
or with rccent Commission precedent. | recommend that the universal service charges
that apply to non-residential customers be phased out over the next three years, in the
context of PGW’s annual reconciliation process for those costs, beginning with

PGW’s 2008 GCR procecding.

How is the balance of your testimony organized?

This testimony is organized as follows:

e Secction 2: Unbundling PGW’s cost allocation and rate design into GCR, basc rates,
and universal service components;

e Scction 3: Analysis of GCR cost allocation and rate design;

e Scction 4; Base rates cost allocation issucs;

e Section 5: Basc raics revenue allocation issucs; and,

e Scction 6: Universal service cost allocation and rate design.

UNBUNDLING

Please summarize the services that PGW provides to its customers.

PGW provides three basic types of service: firm sales service, interruptible sales service
and transportation service. At current rates, the tariff charges produce revenues of
$1,044.1 million, of which approximately $995.8 million (95.4 percent) is related to firm
sales service, $41.2 million is related to interruptible sales service (3.9 percent) and $7.3
million is related to GTS/T transportation service. A summary of PGW’s curreat tariff

charges and associated revenuces is shown at Exhibit HSG-6S.

Please describe PGW?s firm sales rates in more detail.
PGW’s firm sales rates must recover costs associated with (a) supplying gas to the city
gate when it is demanded, (b) dclivering the gas from the city gate to the burner tip, and

(¢) funding PGW’s extensive customer assistance programs.
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The major categories of costs and revenues for PGW's sales customers are as follows:

GCR: PGW recovers the costs associated with its commodity gas purchases, interstate
pipeline transportation and its non-PGW storage contracts through its gas cost rate
{"GCR™). The GCR is a reconcilable charge that is updated quarterly, and is examined
in more detail in annual 1307(f) proceedings before the Commission. The GCR also does
double duty as the shopping credit, for those retail customers who choosc to shop.'
Therefore, transportation customers do not pay the GCR. Under current practice, the
GCR is a constant per-Mcl charge for all firm sales customers, and PGW is not proposing
any change to that basic approach. Of the $995.8 million in firm sales revenues, some
$568.9 million (57.1 percent) is related to the GCR. In this proceeding, PGW proposcs to
modify its GCR accounting such that it will retain 100 percent of all capacity release
revenues and off-system sales margin, in contrast to the current practice of fully refunding
those amounts to firm sales customers.> PGW cstimates the impact of this change at

$10.0 million per year.

Base Rates: PGW’s basc rates arc designed to recover the costs associated with PGW’s
liquefied natural gas (“LNG”) facilitics, its gas distribution scrvices, its customer service
and billing costs, and its general administrative costs. At current rates, basc rates provide
$295.3 million in revenue, or 29.7 percent of firm sales customer revenue.) In this
proceeding, PGW proposcs to increase delivery charges to firm sales customers by $99.9

million, an increasc of 33.9 percent.

Universal Service and Energy Conservation (“USEC"): PGW opcrates several programs
designed to benefit certain low-income and senior residential customers. The USEC

recovers costs associated with the Customer Responsibility Program (“CRP”), the Senior

] . . . ~ . .
Al present, no residential or smaller commercial customers take supply from alternative natural gas suppliers
{"NGSs").

* Note that Ixhibits 11SG-6 and HS$G-7 do not show the impact of this proposed rate increase,

* Note that I have included revenues of $3.4 million associated with PGW's Restructuring and Consumer Education
Charge ("RCEC™) in current base rates revenues. PGW proposes (o eliminate the RCEC in this proceeding, except

for any lagging over- or under-collections.




Citizen Discount (“SCD”) and the Conservation Works Program (“CWP"). The USEC is
a volumctric charge that applies cqually to all firm sales customers and is annually
reconciled as part of PGW’'s 1307(f) process. At current taniff rates, the USEC produces

annual revenues of $131.6 million, or 13.2 percent of firm sales revenue.

Please describe PGW’s Interruptible Sales service in more detail.

PGW offers interruptible sales service under tariff Schedules BPS, LBS, and Cogen.
Interruptible customers must demonstrate that they have alternative fuel capability to be
cligible for these rates. In gencral, PGW provides supply to these customers on a bundled
basis, with the bundled rate set at the cost of alternative fuel. PGW sets a minimum rate
for this service at 110 percent of its short-run marginal cost of gas supply. In that way,
intcrruptible customers provide some contribution to the fixed upstream gas supply costs

and possibly some contribution to fixed distribution costs.

It is important to recognize that PGW has essentially set rates for these customers at the
maximum, It rates were set any higher than the cost of alternative fucl, these customers
will simply switch fuels. Thus, from a practical perspective, the costs allocated to this

class arc not relevant for rate design.

Please describe PGW’s transportation service in more detail.

PGW provides transportation service to larger industrial customers under rates GTS Firm,
GTS Interruptible, and IT (collectively, “GTS/IT™). Under these taritfs, PGW delivers
gas supplied by the customer from its city gate to the customer’s location. Under certain
extreme circumstances, PGW may interrupt that service and usc gas supplicd by the
customer for its own needs. The rates paid by these customers are generally negotiated

rates, reflecting the cost of alternative fuels.

Plcase explain why you recommend that PGW unbundle its CCOSS,
I make the recommendation to unbundle the CCOSS for the simple veason that PGW has

unbundled its rates.  Without an unbundled cost allocation study, it is impossible to




determine whether each component of PGW’s unbundled rates is or is not consistent with

4
allocated costs.

PGW unbundled its rates pursuant to its gas industry restructuring procceding.5 As
described above, PGW's taritf has separate charges for gas supply (the GCR), distribution
and customer scrvices (base rates), and USEC. It makes little sensc to continue to
allocate thosc costs on a fully bundied basis, as PGW proposcs in this proceeding.
Morcover, it makes even less sense to allocate costs using one methodology and to design
rates on a completely different basis. And yet PGW proposes to do cxactly that. For its
GCR costs, it allocates all of its gas supply costs by using a varicty of diftferent design day
demand and commodity allocators, but it sets the GCR charge on a commodity-only
basis. It is much more logical to unbundle both revenues and costs, thereby allowing the
Commission to morce readily evaluate which componcnts of PGW’s taritt charges should

be modified in order to better reflect cost of service.

3 GCR COST ALLOCATION AND RATE DESIGN
What types of costs are included in PGW’s GCR?

o

A, The major cost components of the GCR are the commodity cost of gas, the fees paid to
interstate pipelines to deliver gas from producing regions to PGW’s market area, and the
fees paid to the interstate pipelines for storage and load balancing scrvices. PGW also
includes some, but by no means all, of the operating expenscs associated with its LNG
facilities in the GCR. The rate base and most operating costs for the LNG facilities are

included in PGW's basc rates costs.

* Note that it is not always necessary 1o actually develop separate CCOSS studics, as long as costs within each study
are sepregated into categories (or “lunctions”) that are consistent with the unbundled rates. Thus, for example, the
allocalion of USEC costs in PGW’s CCOSS is generally not problematic, because the costs that are associated with
USFEC revenues can be readily segregated. However, PGW’s CCOSS does not clearly segregate GCR-related costs
and revenues, which are intermingled with non-GCR production and storage costs. Therefore, separate studics are
required for PGW's GCR and base rates costs.

5 Pemnnsylvania Public Utility Commission v. Philadelphia Gas Works, Docket No. M-00021612, Order entered
March 31, 2003.
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Q. Has PGW prepared a GCR-only CCOSS?
Yes. In response to OSBA-I-3 (Rcvised),6 PGW has submitted a CCOSS for GCR-only

>

costs, using the same allocation mcthodology for thosce costs that it used in its fully
bundled study. While 1 have minor quibbles with why certain costs were included in that
CCQOSS, that analysis provides an accurate report of the implications of unbundling GCR
costs based on PGW’s allocation n*xc:thodology.7 However, as | cxplain below, | do not

agrece that this is a reasonable approach for allocating gas supply costs.

Q. Is it your view that GCR costs should be allocated on the basis of cost causation?

A. Yes. Costs should be allocated to those customers who cause the utility to incur the costs.

Q. Is PGW?’s proposal for allocating the commodity portion of gas supply costs
consistent with cost causation?

A. Yes it is. PGW allocates commodity gas costs on a volumetric (or commodity) basis,
such that cach class is allocated the same dollar-per-Mcf cost.  Because gas costs are
generally incurred in proportion to volume, this approach is reasonably consistent with
cost causation. Morcover, this approach is consistent with standard industry practice, and
it is consistent with PGW’s rate design methodology. Therefore, 1 agree with PGW’s

approach,

® The final version of PGW's responsc to OSBA-1-3 was submitted on March 30, 2007. For convenience, | refer (o
this as OSBA-1-3 (Revised). All interrogatory respenses that arc cited in this testimony are listed in Exhibit 1Ec-2,
attached 1o this testimony. Because of the extremely voluminous nature of these responses, copies of the responses
are not altached 1o this testimony, The OSBA will enter these interrogatory responses inte the record of this
proceeding at an appropriale time.

"1 disagree with PGW's decision to include some working capital rate base in the GCR CCOSS. Since PGW does
not include any return on rate base costs in its GCR, it makes [ittle sense o include the rate base itsellT (In his
response o OSBA-[-3. Mr. Gorman indicates that he agrees that no rate basc should be assigned to the GCR, but he
includes some rate base anyway.) Also, as discussed in more detail below, PGW's decision to exclude the gas
supply revenues and costs associated with inlerruptible sales customers from the GCR-only CCOSS is questionable,
since the margins cared from these sales are credited to the GCR and not base rates. However, neither of these
issues has a malerial cffect on the implications of the cost allocation analysis in this proceeding.
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Let’s turn to the more complicated issue. What are the causation factors for
pipeline and storage cost incurrence?

To understand cost causation for thesc services, it is necessary to recognize that, in
general, upstrcam pipeline capacity serves a very different function than does upstream

storage capacity.

The primary rcason that a natural gas distribution company (“NGDC™) will procure
pipeline capacity is to transport gas from producing regions to cither the NGDC’s city
gate or local storage. Because long-haul pipeline capacity is relatively expensive per unit
of demand, it is typically operated at a high load factor. The pipeline capacity must
therefore be sufficient 1o move the total annual gas supply requircment from the
producing region 1o the consuming region (lo cither the city gate or storage). Thus,

pipeline capacity is primarily caused by annual consumption.

Storage capacity, on the other hand, provides a load balancing function. If cvery
customer consumed the same amount of gas on cvery day, no storage capacity would be
required. Therefore, customers who use about the same amount of gas on cvery day of
the year do not cause the utility to incur any significant storage-related costs.” For those
customers who have temperaturc-sensitive loads, storage capacity must be sized to meet
two load balancing requirements.  First, there must be sufficient daily deliverabifity
capacity to mect the design day demand of firm customers that is not alrcady met by
pipeline capacity.  Second, there must be suflicient space capacity 1o meet the overall
higher scasonal demands in the winter.  Storage costs, therefore, are most logically

classified and allocated on an excess demand basis.

An excess demand allocator is one that is based on the difference between peak demand
and average demand. By definition, a 100 percent load factor customer has zero excess'

demand, and it is therefore logically allocated zero storage costs with an excess demand

¥ These customers are ofien referred 1o as “high load faclor” customers, and they are typically industrial process
operations,
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allocator. Conversely, an excess demand allocator will allocate a larger portion of costs

to weather-sensitive customers than will a peak demand allocator,

Docs PGW size its pipeline and storage capacity resources in that general manner?

Yes it does. A significant share of the GCR costs that Mr. Gorman classitics as demand-
rclated are in fact related to long-haul pipeline capacity that is operated at a very high load
factor.” As cxplained above, like most NGDCs, PGW sizes its long-haul pipeline
capacily to meet its annual requircments, not s peak requirements. Thus, these costs
should be classified and allocated on a commodity basis. Similarly, the storage-related

demand costs should be classified on an excess demand basis.

Docs Mr, Gorman’s cost allocation study properly reflect cost causation for pipeline
and storage demand charges?

No it does not. Mr. Gorman generally allocates both types of costs on a design day basis
rather than on an cxcess demand basis.  For that rcason, | do not recommend that Mr.

Gorman’s GCR-only CCOSS be used to set GCR rates in this procecding

What then do you recommend with respect to sctting GCR rates?

As noted above, the current GCR rate design methodology is consistent with allocating
all costs on a volumetric basis. Whilc | do not agree that this approach is consistent with
cost causation for the reasons explained above, my assignment in this proceeding docs
not extend to correcting the GCR cost allocation crrors,  Moreover, this is a base rates
procceding, and it seems to me that changing the established GCR cost allocation and rate
design would be more appropriate as part of the annual [307(f) proceedings. Finally, the
current volumetric method used by PGW for recovering GCR costs is consistent with
most of the purchased gas cost rate methods used at other Pennsylvania NGDCs. Thus,

for the purpose of this proceeding, | recommend that the volumetric approach be retained.

? See Exhibit HSG-6A and OSIBA-1-13(a). At lcast $45 million of PGW’s pipeline demand costs are related 1o long-

haul pipeline capacity that PGW intends to operate at 100 percent load factor in the test year.

9
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However, because Mr, Gorman’s cost allocation mcthodology for upstream gas supply
costs 1s not consistent with cost causation, it is even more important to exclude those

costs from the base rates CCOSS.

BASE RATES COST ALLOCATION ISSUES

Please summarize the key aspects of PGW’s base rates CCOSS.

At OSBA’s request, PGW prepared a version of its filed CCOSS that relies only on the
revenues and costs associated with basc rates, and submitted it as a corrected response to
OSBA-I-2. In this CCOSS, costs arc first functionalized into five functions: supply,
storage, distribution, on-site, and USEC. Following the normal cost allocation procedure,
the CCOSS then classifies these costs into demand, commodity and  customer

components, and a/focates the costs to the various rate classes.

The non-GCR supply costs in the PGW unbundled CCOSS consist primarily of

commodity costs related to interruptible sales customers. '*  These costs are allocated

only to the interruptible service classes on a commoadity basis. '
The non-GCR storage costs consist primarily of plant and O&M costs rclated to PGW’s
LNG facility, which provides peak day deliverability capacity. PGW classifies these

costs as demand-related, and allocates them on a design day demand basis.

Distribution costs are those that are related to the plant and O&M costs necded to deliver
gas from the city gate to cach customer’s meter. For thc most part, these costs are
classified as cither peak demand-related and customer-related, or some combination of

the two. Demand-related costs are generally allocated on the basis of design day demand,

10

The decision to include the costs and revenues associated with interruptible sales service in the unbundled basc
rates CCOSS was made by PGW. In retrospect, it would be more appropriate to include the volumetric revenues and
costs in the unbundled GCR CCOSS, because the entire margin supplied by interruptible sales customers is credited
to the GCR, pursuant to the Commission’s decision in the restructuring proceeding at Docket No. M-00021612.
However, because the total margin from these customers ts small ($2.7 million in PGW’s GCR CCOSS compared Lo
base rates costs of about $340 million) and because ) am not proposing any change to PGW’s proposal lor
interruptible sales rates, 1 did not request that PGW re-run its unbundled CCOSS on that basis,

" PGW also allocales a relatively small amount of net “production-related” costs in the base rates CCOSS, but the

net effect of this allocation is minor. Sce OSBA-1]1-79.
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while customer-related costs are allocated on either a customer or weighted customer
basis.'> Of note, in its filing, PGW classifies its distribution mains plant (and associated
O&M expensces) into 75 percent demand and 25 percent customer components, based on
cxpert judgment and experience. This experience is supplemented by zero-intercept and

minimum system analyses submitted in response to OSBA-11-20.

On-site costs arc thosc related to metering, billing and other customer service functions.
These costs are all classified as customer-related, and they arc allocated using weighted

and unweighted customer allocators.

USEC costs arc the costs related to rate discounts and uncollectibles costs associated with
PGW’s CRP, the SCD rate discounts, and costs associated with thc CWP. PGW
classifies these costs as customer-related, and allocates them in proportion to tirm sales
volumes."” Because these costs are quite easily identifiable (and separable) within this

CCOSS, there is no need to scgregate them into scparate CCOSS models.

Q. Please summarize the errors and biases that you have identified in PGW?’s CCOSS.
A. [ take issue with PGW’s CCOSS methodology in the following arcas:

e PGW’s zero-intercept analysis indicates that its judgmental classification of mains

costs understaies the customer component of costs and overstates the demand

component of costs.'? Had PGW relied on the zero-intercept analysis, costs allocated

to commercial customers would be lower.

pLE— . ' . - . . -
"2 For cxample, services costs are allocaled on a weighted customer basis, wherein the weighting lactors reflect the
higher cost of services {or business customers than for residential customers. See Exhibit HSG-61..

"in passing, | note that there is no logic to classifying USEC costs as customer-related. Since they arc both
allocated and recovered on a volumetric basis, it is most logical that they be classified as commedity-related. This
error does not affect allocation of the costs (which is discussed in more detail below), but it docs affect the customer-
related costs that are often used by utilities to develop monthly customer charges. For that reason, any analysis of
customer-related costs from PGW’s CCOSS should exclude all USEC costs. 1 suggest that PGW correct this error in
its next base rales case.

" Sce OSBA-HI-80. Becausc the objective of the zero-intercept analysis is to allocate both gross book value and
depreciation reserve, the results of the zero-intercept analysis for the various types of mains should be weighted by
net book value. On that basis, the customer component ol costs should be the 27.1 pereent shown in OSBA-I11-80,
rather than the 25.0 percent used in the PGW CCOSS,

11




o PGW’s class design day demand allocators overstate the contribution of commercial
customers to firm design day demand, and understate the contribution of other

customer classes. My analysis of design demand allocators is shown in Exhibit 1E¢-3.

e PGW’s allocation ol working capital costs fails to recognize that the payment lag lor
business customers is usually considerably less than the payment lag for residential
customers.””  Thus, PGW’s CCOSS likely overstates the costs to serve busincss

customers.

e PGW incorrcetly allocates its LNG costs, which are related to load balancing, on a
design day demand basis. As [ explained above, load balancing costs should be
allocated on an excess demand basis to be consistent with cost causation. PGW's
treatment results in over-allocating costs to higher than average load factor classcs,

including commercial customers.

e PGW does not scgregate the significant administrative costs incurred at its service
centers and clsewhere in support of its customer assistance programs, nor does it
recover those costs in the USEC. Thosc costs arc inappropriately allocated to all firm
rate classes as part of the base rates allocation, thercby overstating the cost to scrve

. . 16
non-residential customers.

e PGW assigns all revenues associated with its appliance service business, the Parts and
Labor Plan (“*PLP”), to the residential rate classes, but fails to fully assign the costs of
thesc programs to the residential class.'” In cffect, PGW’s CCOSS inaccurately
credits the residential class with a significant profit from this business, while
burdening all classes with the overhcad costs associated with the cifort,

Conscquently, the PGW CCOSS overstates the cost caused by non-residential

'3 PGW has not evaluated the relative payment lag by rate class. Its justification for nol performing lead-lag studies
is that they are not necessary for a cash flow regulated wtility. (Sce OSBA-111-78) However, class-specific payment
lags arc necessary for accuraie allocation of working capital costis {even for cash How regulated utilitics),

' See OSBA-U-81, and PGW's CCOSS at Exhibit HSG-5D, which indicate that Account 920 costs are allocated 1o
all rate classes using functionalization and allocation factors that reflect general labor costs.

7 See OSBA-I1-10 and OSBA-111-82.




customers by charging them for costs associated with a program in which they do not

participate,

PGW’s response to OSBA-1-2 allocates USEC costs on a commodity basis to all rate
classes. In cvaluating base rates costs, have you made any modifications to that
allocation?

For the purposes of this section of my analysis, | have not. In PGW'’s base rates CCOSS
filed in response 1o OSBA-I-2A (Revised),'® the revenue and costs for USEC are all
allocated on a volumetric basis, and therefore USEC revenucs and costs are in balance.
As dctailed further below, | recommend that the issuc of bringing the recovery of
untversal scrvice costs into compliance with Commission policy be treated scparately
from basc rates issues. Thus, for the purposc of base rates cost allocation and revenue
allocation issucs, [ simply exclude both USEC costs and revenucs. Because PGW's
CCOSS balances costs and revenues for cach class, excluding consideration of these costs

has no impact on class rates of return or on dollar cross-subsidics among rate classcs.

Have you developed a corrected version of PGW’s CCOSS to account for the errors
and biases that you identified?

No | have not. PGW has refused to make an clectronic version of its CCOSS available to
intervenors, and replicating PGW’s study would be costly, time-consuming, and beyond
the scope of my assignment. Morcover, Table [Ec-1 below shows that PGW’s CCOSS
alrcady indicates that commercial and industrial firm sales customers provide revenues

that arc well in excess of allocated costs.

" This document refers to the full updated response 10 OSBA-1-2A circulated by PGW on March 30, 2007.
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Table 1Ec-1
PGW Basc Rates CCOSS
Summary of Results for Firm Sales Customers at Present Rates
5000
Revenue-
Revenues Total Costs Difference Cost Ralio
Residential 264,747 281,203 (16,456) 94.1%
Commercial 52,317 39,766 12,551 131.6%
Indusltrial 5,432 3,996 1,436 135.9%
Municipal 4,417 3,275 1,142 134.9%
[Housing Auth. 4,751 3,423 1,328 138.8%
Total 331,664 331,604 - 100.0%
Source: Exhibit 13¢-4

Based on my experience, 1 think it unlikely that the Commission would be willing to fully
climinate the cross-subsidies that are on the order of 35 percent of allocated costs in a
single proceeding, in light of the principle of gradualism. Thus, there is no dire necd to
corrcct PGW’s cost allocation study at this stage. The primary question for this
procecding is simply how much of the cross-subsidy from the business classes to the
residential class can reasonably be eliminated at this time, without violating the principle

of gradualism.

BASE RATES REVENUE ALLOCATION

What criteria are most commonly used by regulators and utilities for allocating the
revenuc among rate classes?

The process for determining class revenue requirements gencrally begins with a review off
the revenues produced under cxisting rates from each class. These revenues are included
in a “present-rates”™ cost of service study analysis. This “present rates™ study shows cach
class’s over- or under-recovery of allocated costs at the existing rates. Most utilitics and
regulators adopt a policy in a base rates proceeding of attempting to move revenues more

into line with allocated costs (the “cost of service” criterion). Generally, utilities address

14




this crilerion by assigning above-average rate increascs to those classes that under-recover
allocated costs, and assigning bclow-average rate increascs to thosc classes that over-

ICcover costs.

| note also that the Commonwealth Court of Pennsylvania has recently re-affirmed the
importance of cost of service for assigning rate increases among the various rate classes,

. P . . . [#
identifying it as the “polestar” eriterion.'”

In addition to the cost of service criterion, utilitics and rcgulators often subject the
revenue allocation process to other non-cost criteria of ratemaking. Of the traditional rate
design criteria, the most common non-cost considerations in the revenue assignment
process arc (a) the principle of gradualism (or avoidance of “rate shock™), in which large
ratc increases for individual customers or classes of customer arc avoided, and (b) the
valuc of service principle, which is often used to mitigate rate increascs for customers or

customer classes with relatively clastic demand.

Using these criteria, the utility will develop a proposal for assigning the increasc in the
revenue requirement among  the classes that reflects both cost and non-cost
considerations. From this proposal, the cost of service studies are then re-simulated to
show the impact on cost recovery at “proposed rates.”” With the two sets of cost of
service studies, at cxisting and proposed rates, the utility can demonstrate whether any

“progress” has been made toward the policy of achiceving cost-based rates.

Docs PGW indicate that it agrees with these criteria?
Yes it does.  First, with respect to the value of service criterion, PGW retains its
philosophy of sctting rates for interruptible service customers at the price of altermative

fucl. For those classes, PGW cffectively sets rates a¢ the value of service.

Further, PGW indicates that anc of its key criteria for revenue allocation is “[t]o

implement a gradual process of moving the Rate Classes closer to their full cost of

" Lloyd v. Pennsylvania Public Utility Commission, Nos. 137 CD 2008, 144 CI> 2005, 275 CD 2005, and 884 CD

2005 (Opinion and Order filed August 4, 2006), page 16,

15
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scrvice | Thus, PGW indicates that it relies on both the cost of scrvice and

gradualism criteria.

PGW’s proposed average rate increase for cach class is shown in Table 1Ec-2 below,

compared to cach class’s revenues, allocated costs and rate of return at current rates.

Table 1Ec-2

PGW Revenue Allocation Proposal for Firm Sales Customers

$000

Current Allocated Current Rate Proposed

Revenues Total Casts af Returm Increase
Residential 264,747 281,203 4.4% 30.0%
Commercial 52,317 39,766 13.5% 49 5%,
Industrial 5,432 3,096 16.0% 35.3%
Municipal 4,417 3,275 13.0% 51.5%
Housing Auth. 4751 3,423 15.9% 42.4%
Total 331,664 331,664 6.0% 33.9%

Interruptible sales and transportation customers arc cxcluded from this comparison for
reasons discussed below.

Total costs include all costs, including return on rate base and ratepayer cquity contribution,

Source: Exhibit {3c-4

Is PGW’s proposal consistent with its goal of moving rates more into line with
allocated costs?

No it is not. PGW’s proposal actually moves rates further away from allocated costs. In
the parlance of utility revenue allocation, PGW’s proposal increases the cross-subsidics

among rate classes rather than decreases them.

What do you mean by cross-subsidies?

[n wtility regulatory procecdings, a cross-subsidy represents the relationship between the
revenues provided by a rate class and the costs allocated to the class. 1t is typically
referred 1o as a “cross-subsidy,” because a subsidy that is reccived by one class must be

provided by the other classes. Each class’s cross-subsidy can be measured cither as a

* PG Stalement No. 5, page 10.




dollar figure, using the difference between revenucs and allocated costs, or it can be

Y 2 measured as a percentage, using the ratio of revenues to allocated costs,
3 If the dollar value approach is used, a cross-subsidy with a positive value indicates that
4 revenues are greater than costs, and therefore the class is providing a cross-subsidy.
) 5 Conversely, a negative value indicates that the class is receiving the cross-subsidy.
6 If the ratio (or revenue-cost ratio) measure is used, a ratio over 100 percent indicates that
7 the class is providing a cross-subsidy; a value below 100 percent indicates that the class is
¢ 8 receiving a cross-subsidy.

9 Q. What is the implication of PGW’s revenuc allocation proposal on class cross-

10 subsidies?

11 A. Tablc 1Ec-3 below shows the impact of PGW’s proposals on both mcasurcs of cross-
12 subsidy, for the firm sales ratc classes. [ have cxcluded the interruptible scrvice
13 customers from this comparison, because those rates arc based on value of service
14 criteria.

Table 1Ec-3
Impact of PGW Revenue Allocation Proposal for Firm Sales Customers

on Interclass Cross-Subsidies

Dollar Values Revenue-Cost Ratios

Present PGW Present PGW
Proposed Proposed

Residential (16,456) (29,887) 94.1% 91.8%
Commercial 12,551 23,737 131.6% 144 5%
Industrial 1,436 2,127 135.9% 141.3%
Municipal 1,142 2,023 134.9% 144.1%
Housing Auth. 1,328 2,001 138.8% 144.4%
Total - - 100.0% 100.0%

Interruptibie sales and ransportation customers are excluded from this comparison [or
reasons discussed below.

Source: Exhibid 1Ec-4




As shown in Table 1Ec-3, the dollar valuc of the cross-subsidics all increase from present
and proposed rates, indicating that every class’s rales are moving away from allocated
costs. Similarly, the revenue-cost ratios shown in Table [Ec¢-3 indicate that all of the
indexes move further away from 100 percent, again indicating that rates are moving away

from allocated costs.

It is thercfore painfully obvious that PGW does not “practice what it preaches.” Its
proposed revenue allocation makes no progress, gradual or otherwise, toward aligning

rates with allocated costs.
But PGW must have some justification for this proposal. What is PGW’s rationale?

As far as [ can tell, PGW’s only justification for this proposal is that it resul(s in an
indexed rate of return (sometimes called the relative rate of return) at proposcd rates that
is closer to unity (1.0 or 100 percent) than it is at current rates. PGW believes that if the
class indexed rates of return move closer to unity, then the proposed rates are closer to

y
allocated costs than arc current rates.”'

Is the indexed rate of return a reasonable indicator of whether proposed rates are
more in line with allocated costs than current rates?

No it is not. As PGW’s example illustrates, the indexed rate of return metric can imply
that progress is being made toward cost-based rates, when common sense (and all other

metrics) says otherwisc.

As shown in Table [Ec-2 above, the commercial class exhibits a class rate of return at
current rates of 13.5 percent, well above the system average return of 6.0 percent. That
means that the commercial class is providing a subsidy to those rate classes whose class
rate of return is below system average. [n fact, as shown in Table [Ec-3, the commercial
class is providing a subsidy of some $12.6 million at present rates, and that the class’s

rates arc more than 31 percent above its allocated costs.

2 See OSBA-I-12.




Common sense would suggest that to move rates more into line with costs would imply
that the commercial class must be assigned a below-average rate increase. And yet, PGW
proposes to assign the commercial class a rate increase of 49.5 pereent, that is far above
the average increase of 33.9 percent. And, as PGW correctly calculates, this proposal has
the counter-intuitive effect of moving the commercial class indexed rate of return closer
to unity. Of coursc, as shown in Table IEc-2 above, this proposal increases the
commercial class cross-subsidy from $12.6 million to $23.7 million, and it increases the
revenue-cost ratio from 131.6 percent to 144.5 percent. Clearly, the indexed ratc of return

is not sending the correct signal.

If this proposal were accepted by the Commission, it would put the OSBA in the an
uncomfortable position. When a Philadelphia small business customer calls OSBA and
asks why he faces a rate increase that is substantially higher than residential customers,
OSBA will need to reply: “Becausc you were already providing a significant subsidy to
residential customers, PGW is going to help you out and give you a much larger rate
increase than the residential customers face. That will, of course, make the subsidy

smaller. You just have to understand the indexed rate of retum.”

Why does the indexed rate of return produce results that defy common sense,
implying that there is progress toward cost-based rates when there is none?

The fundamental arithmetic problem with the indexed rate of return metric is that it relics
on a ratio of ratios. Rate of return, in and of itsclf, is already a ratio, namcly the ratio of
income to rate base. The indexcd rate of return is the ratio of class rate of return to
system average rate of return, By taking a ratio of ratios, the underlying revenuc and cost
components can be badly distorted. The largest distortion arises when the indexed rate of
return is used to compare current rates with proposed rates, because the indexed rate of

return measurc can have a very different system average rate of return as a denominator.
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Let’s take the very simple example of PGW’s commercial class. At current rates, the
. 1%
class rate of return is 13.5 percent, compared to a system average 6.0 percent return.”™

This yiclds a current-rates indexed rate of return as follows.

13.5%

Yo

=223%

Current Commercial IROR =

[f we assign an across-the-board increase, each class would face the system average
increase of 30.1 percent. A 30.1 percent increase to the commercial class results in an
increasc in that class’s rate of return of 9.3 percent, from 13.5 percent to 22.8 pereent. [t
also resulls in an increase in the system average rate of return of 8.1 percent, from 6.0
percent to 14,1 pcrccnt.23 Thercfore, even with an across-the-board rate increase (which
ought to, by common sense, show no progress toward cost-based rates), the commercial

indexed rate of return at proposed rates goes to:

13.5%+9.3% _ 22.8%

= =162%
6.0%+8.1% 14.1%

Proposed Commercial IRoR =

Thus, by adding a similar number to both the numerator and the denominator of the
indexed rate of return cquation, the index automatically moves substantially closer to
unity, from 223 percent to 162 percent, even though the rate increase for the commercial

class is no different {from that for any other class.

A similar pattern can be obscrved for the residential class. At current rates, the residential
class rate of return is 4.4 percent, implying an indexed rate of return of 74 percent. [f that
class is assigned a system-average 30.1 percent increase, the class rate of return increases

by 7.8 percent, thereby having the following effect on its indexed rate of retum:

44%+78% 12.2%
= =87%
6.0%+8.1% 14.1%

Proposed Residential [RoR =

the system as a whole.

* The details of this analysis are shown in Exhibit [Ec-3, Table 5-A.

2 . . . . - .
3 An across-the-board increase has a slightly larger impact on the Commercial Heat class rate of return than it does
on the system average because the ratio of current revenues o rate base is higher for Commercial Heat than it is for




Again, by adding similar numbers to both the numerator and the denominator of the [RoR
cquation, the index moves closer to unity, from 74 percent to 87 percent, even though the

residential class faces the same increase as every other class.

[n Exhibit IEc-5, I have detailed the arithmetic for the indexed rate of return calculation.
That analysis demonstrates that, to hold the indexed rate of return constant for a class that
is currently over-recovering allocated costs, it is nccessary to assign that class an above
system average increase. It also demonstrales that, the more a particular class is over-
recovering at current rates, the larger is the increase necessary to maintain a constant

indexed rate of return.

In response to OSBA-1-12, PGW’s Mr. White indicates that PGW is committed to
making continued progress toward class indexed returns of unity. If PGW makes
progress in this proceeding, why can’t it just keep moving indexed rates of return
closer to unity with each proceeding?

At first blush, Mr. White’s argument almost seems logical. The commercial rate class
cxhibits an indexed rate of return at current rates going into this proceeding of 223
percent, and with PGW’s proposed rate increase, the indexed rate of return falls to 205
percent. Mr. White then implicitly assumes that the commercial indexed rate of return
will be 205 percent going into the next base rates case, and PGW can then further lower

the rate of return in that proceeding,.

Unfortunately, the implicit assumption that a class’s indexed rate of return going into the

next case is the same as the one coming out of this case is completely wrong,

I the cost to serve cach rate class increascs at exactly the same rate between now and the
next base rates case, the indexed rate of return for the commercial class going into the
next basc rates case will be much higher than it is going into this base rates case. The
arithmeltic Qupporting this proposition is shown in Exhibit IEc-6 for the PGW commercial

rate class.
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That cxhibit shows class revenuces, costs, ratc basce and rates of return under threc
scenarios, all of which exclude GCR costs and revenues, The first scenario is based on
PGW'’s current rates, in which the system average rate of return is 6.0 percent, and the

commercial class indexed rate of return is 223 percent.

The second scenario is based on PGW's proposed rates, scaled back to a $60 million
overall increase, in which the system average rate of return is 10.9 percent and the

commer¢ial class indexed rate of return is 205 percent.

The third scenario then assumes that both costs and rate base increase proportionally for
cach rate class, while revenue and volume remain constant. By increasing costs and rate
basc by 18.2 percent across-the-board, the system average rate of return falls back to 6.0
percent.  However, even though ncither revenues nor costs have shifted among rate
classes, the indexed rate of return for commercial class rises 10 269 percent, well above

the 223 pereent value going fato this casc.

This analysis simply confirms common sensc.  Assigning a rate increase to the
commercial class that far exceeds the system average increase cannot result in any
progress at all. The indexed rate of return metric is simply not a useful way of measuring

progress toward cost-based rates within the context of a single rate proceeding.

If the indexed rate of return does not provide useful insight into moving rates into
line with costs, what approach should the Commission use?

Personally, [ favor the revenuc-cost ratio approach.  That approach measures cross-
subsidics on a pereentage basis, and it can thercfore be used to sec how far out of linc
cach class’s revenues are on a consistent basis.  For example, if a class cxhibits a

revenue-cost ratio of 120 pereent, its revenues exceed allocated cost by 20 percent.

Thus, in the revenue allocation proposals 1 make below, I use the revenue-cost ratio to
measure progress. My proposals arc based on a desire to move the revenue-cost ratios for
cach class as close to 100 pereent as possible, taking into account my judgment regarding

the principle of gradualism.

3]
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Is there a particular reason why the Commission should move as aggressively as
possible in this proceeding to move rates into line with allocated costs?

Yes. PGW has proposed an extraordinarily aggressive rate increase in this procecding,
one that is designed to provide a rate of return on all rate base in excess of 14 percent, and
to result in an increase of over $480 million in ratepayer-supplied cquity over the next
five years.™ If the Commission approves a rate increase that is anywhere near that
requested by PGW, it is unlikely that PGW will nced to file another rate case for the

foresceable future,

However, the principle of gradualism is based on the idea that a regulatory authority can
usc reasonably frequent rate proccedings to gradually move class rates into line with
allocated costs. Without regular rate proceedings, the practice of gradualism cannot be

followed.

Thus, if the Commission approves a rate increase that is designed to result in significant
ratepayer contributions to PGW ecquity, it should also attempt to align basc rates closely
with allocated costs. All cross-subsidies approved in this procceding will persist for a

very long time.

How did you devclop your revenue allocation proposals?

| developed two proposals.  Under the first proposal, | assume that PGW would be
granted its full base rate increase of $100 million per year, Under the second proposal, |
usc the PGW proposed rate increases as a starting point, but then assign “first dollar

relie” (“FDR”) to the non-residential classes.

In both proposals, | accept PGW’s proposed allocation of the revenuc increase to
interruptible and GTS/IT customers. The rates for interruptible sales customers arc
gencrally already sct as high as possible, being based on the cost of alternative fucl. (Any
further increase would result in those customers switching to the alternative fuel, along

with the subscquent loss of margin by PGW.) As PGW’s witness White indicates, the

' See OSBA-11-34, “City” Cq;.lily increases [rom $347.8 million at year-end 2007 10 $834.5 million at year-end
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GTS/IT rates are sct by contract and cannot be readily increased. In addition, PGW’s
CCOSS indicates that the GTS/IT rates arc sufficient to more than fully recover allocated

basc rates costs.
Thus, my revenue atlocation proposals apply to the firm sales customer classcs.

Of the two approaches you use for allocating the revenue requirement, which is the
superior approach for addressing the problems with PGW’s proposed revenue
allocation and for moving rates more into line with allocated costs?

Each approach has its advantages and disadvantages. The primary advantage of the “full
revenue requirement” approach is that it starts with a clean slate.  The analyst or the
regulator can evaluate all of the usual regulatory criteria in allocating the revenue
unencumbered by any proposal made by the utility. Thus, this approach provides the

maximum flexibility.

However, a significant disadvantage to this approach is that, if the Commission awards a
much smaller rate increase than the full proposed revenue requirement, a scaleback of the
overall allowed revenue increase will have the cffect of substantially reducing the
progress toward cost-based rates that was inherent in the full requirements revenue

allocation.

For cxample, under PGW’s full $100 million base rate increase, my revenuce allocation
proposal (explained below) will result in a reduction in the revenuce-cost ratio for the
commercial class from 127.7 percent to 105.2 percent. However, if it is determined that
PGW’s actual financial nceds require a $60 million increase, the progress under a scaled
back increase would be from 127.7 pereent to 113.9 percent. Thus, the full requirements
approach can be mislcading as a mcasure of progress, unless a scaleback is explicitly

factored into the calculations.

A sceond disadvantage to this approach is that it can potentially result in rate increases for
particular classcs that arc higher than thosc proposed and publicized by the utility. From

a practical perspective, changes of this naturc can encounter significant customer

resistance,
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The advantages and disadvantages of the FDR approach arc the converse of those for the
tull requirements approach. The idea of FDR is that the starting point for revenue
allocation is the utility proposal. However, because some classes over-recover atlocated
costs at the full revenue requirement, any reduction to the overall rate increase granted by
the Commission is first assigned to these rate classes. Thus, under FDR, no class can
face an increase that is larger than that announced by the utility. This feature often makes
FDR more attractive to customers and regulators. Moreover, the FDR approach results in
a revenue allocation that implicitly recognizes that fairly significant reductions in the
utility’s proposed revenuc requirement arc often made by regulators, and therctore the

lost progress toward cost-based rates in a scaleback is less of an issuc.

The disadvantages of FDR are that the original utility proposal acts as a starting point
constraint to revenuc allocation, and, if the regulator docs not approve a lower revenue
requirement, the original inequitable utility proposal will be accepted.  As such, the
mechanism is less flexible than the full requirements approach, and it can provide
insufficient relict to some rate classes if the revenue requirement is not significantly

reduced by the regulator.

How do these considerations affect your revenue allocation proposals?
Because the full requirements approach loses much of its potency in a scaleback, I
evaluate my proposal both at PGW’s $100 million proposed increase and at a $60 million

base rates increase,

This $60 million figure is bascd generally on my experience with regulatory proceedings
in Pennsylvania, in which the utility-proposed revenue requirement is typically scaled
back significantly. However, based on my review of PGW’s response to OSBA-11-34, it
is apparent that a $50 million base rates increasce (and without the proposed $10 million
increase in the GCR) would allow PGW 1o substantially increase its book equity, meet the
$18 million city payment beginning in 2010-2011, pay back the $45 million City Loan in
2007-2008, and reduce its long-term debt by over $240 million over a five-year period.
Also, rather than reduce long-term debt by the full amount shown in the interrogatory

response, | assume that PGW could alternatively reduce or eliminate its reliance on
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commercial paper for long-term financing, which is one of its reasons for the proposed
increase. (It is not clear at this writing why PGW did not make that assumption in
responding to that interrogatory, although [ am awaiting interrogatory responses.) Thus,
cven without considering other factors, it appears that a $60 million increase would meet
or exceed many or all of PGW’s stated longer-term financial requircments, using PGW's

. 2%
own forecasts.

In addition, in developing my proposals, 1 generally followed the strategy of reducing the
subsidics provided by the non-residential classes by about one-half, at a $60 million
incrcase. This approach will allow PGW to move its rates into line with allocated costs
over two or three basce rates proceedings (including this onc), recognizing that PGW'’s

CCOSS currently over-allocates costs to the non-residential customer classes.

Please deseribe your full revenue requirements proposal in more detail.

My proposcd revenue allocation proposal is based on the principle of moving rates into
linc with allocated costs, consistent with the principle of gradualism. For the rcasons
detailed above, my proposal relics on PGW’s unbundled base rates CCOSS as a measurc
ol costs, although [ recognize that this CCOSS over-allocates costs to non-residential
customer classes. For cvalualing progress toward cost-based rates, [ rely primarily on the
revenue-cost ratio metric, but [ also consider the dollar subsidy and differential rate of
return metrics.  Finally, the goal of my revenue allocation is to move cach class’s rates
about halfway toward cost-based rates, once the proposed increase is scaled back to a $60

million overall increase.

The detailed implications of this proposal arc shown in Table 4-B of Exhibit 1Ec-4. As
that cxhibit shows, the revenuc-cost ratio for cach rate class moves almost exactly
halfway from its curreat-rates level toward unity with a $60 million overall rate increase.
For cxample, the commercial class revenue-cost ratio 1s 127.7 percent at current rates and
it moves to 113.8 percent at the scaled-back proposed rates. The other metrics also

indicate that substantial progress toward cost-based rates is being achicved for all rate

¥ See also OSBA-11-85.
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classes, Moreover, all rate classes arc assigned base rate increascs, and therefore all
classes contribute to PGW s neced for additional funds. Of course, the non-residential rate

classcs will continue to pay rates that arc substantially in excess of allocated costs.

Is your proposal consistent with the principle of gradualism?

i believe that it is. While there are no hard-and-fast rules for defining gradualisin, some
regulators and cxperts use a rule-of-thumb that any particular class’s rate increase should
not be more than 1.5 times or 2.0 times the system average increase. By that standard, my
proposal is well within the allowable norms, since it requires that the residential class rate
increase be 1.22 times the system average. Moreover, cstablishing a goal of moving rates
into linc with allocated costs over two or three rate proceedings, which could casily be a

ten year period, is certainly not unreasonable.

By way of contrast, | note that even the 1.5 times system average rule-of-thumb limit for
gradualism would allow rates to be moved completely into line with allocated costs in
this proceeding. Getting all rate classes at a 100 percent revenue-cost ratio at a $60
million overall increase would require setting the residential class increase at about 1.41
times the system average increasc.  If that approach were adopted, howcever, some rate
classes would be assigned rate deercases.  While some regulatory bodies will approve
basc rate decreases, my cxperience in Pennsylvania suggests that such a result would be

unlikely in this jurisdiction. For that reason, 1 have not reccommended it.

Pleasc describe your FDR proposal in more detail.
My FDR proposal is bascd on the same principles as my full requirements proposal,
namcly reliance on the unbundled PGW basc rates CCOSS and a desirc to move rates

about halfway into lince with allocated costs at a $60 million overall increase.

My proposal is shown on Tablc 4-C of Exhibit 1Ec-4. As shown in that cxhibit, I assign
the first $27.0 million in any reduction from PGW’s overall $100.0 million proposal to
the non-residential classes. Becausc this is an FDR proposal, [ assign cach dollar of relief
among the non-residential classes in proportion to PGW’s proposed increasc for that rate

class. Any reduction beyond the first $27.0 million is assigned to all firm raie classes in
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proportion to cach class’s rate increase (after FDR). For the reasons detailed above,

Table 4-C 1s based on a $60.0 million increasc.

Table 4-C demonstrates that, based on the revenue-cost ratio metric, the residential and
non-residential rate classes generally move about halfway toward allocated costs under
this proposal. Therc is some variation between rate classes relative to my full
requirements proposal, because the FDR is based on PGW’s proposed increases and not
strictly on allocated costs. However, all of the progress metrics indicate that this proposal

will result in substantial progress toward allocated costs.

Morcover, because this proposal results in a revenuc allocation that 1s similar to my full
revenuc requircments proposal, it mects the rule-of-thumb test for consistency with the

principle of gradualism.

Overall, do you have a specific recommendation regarding which appreach should
be adopted?

If the Commission permits PGW to increase its rates by $73 mullion or less, my
alternative proposals will produce very similar results.  Under those conditions, 1 do not
have a strong preference between the two proposals, although [ observe that my full

revenue requirements proposal is more consistent with PGW’s allocated cost study.

If, however, the Commission awards a ratc increase to PGW that is higher than $73
million, the FDR proposal will not be as effective in making progress toward cost-based
rates.  Under those conditions, | recommend adoption of my full revenue requirements

proposal.

CUSTOMER ASSISTANCE PROGRAM COST RECOVERY

Please describe PGW’s methodology for allocating costs and setting rates for PGW’s
customer assistance program (“CAP”) costs. ‘

The vast majority of the program costs associated with PGW’s CAP costs are allocated to
all firm service sales customers on a volumetric basis, and are recovered from thosc
classes using a constant dollar per Mcl Universal Scrvice and Energy Conservation

Surcharge (“USEC Surcharge™).  The costs consist of the Customer Responsibility
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Program (“*CRP™) of $90.1 million, the Senior Citizen Discount (“SCD™) of $16.4
million, the Customer Weatherization Program (“CWP™) of $2.0 million, and prior period

undercollections of $23.1 million.

Becausce both the CRP and SCD costs are relatively large, and because they vary with the
market price of natural gas, PGW is permitted to reconcile the costs and revenues
associated with these programs on an annual basis. This reconciliation takes place as part

of PGW’s annual 1307(t) GCR process.

Is it appropriate to recover CAP-related costs from all of PGW’s firm service
customers?

No it is not.*® The CAP costs are associated with programs that arc available to
residential customers who apply and demonstrate an annual household gross income at or
below certain Federal poverty guidelines, or to residential customers who qualify for the
SCD based on age.’” These programs are available only to residential customers, and
theretore all bencfits associated with these programs accrue to residential customers.
Likewise, all of the costs associated with these programs are incurred on behalf of the

residential class.

But is it consistent with cost causation to allocate the costs of the CAP programs to
those residential customers who do not benefit from these programs, since the costs
arc obviously caused by the customers who are eligible?

Yes it is. One way to look at the CAPs is as a form of insurance. The residential
customers who arc currently not low-income customers may not presently qualify for
CAP bencfits but, if their circumstances change, they may become cligible for those
benefits.  However, unlike residential customers, commercial and industrial customers

can never qualify for such programs. Since only the residential class is covered by the

** In preparing this portion ol my testimony, | relicd on advice of OSBA counsel and the comments OSBA
submitted in the Customer Assistance Programs: Funding Levels and Cost Recovery Mechanisms Final Investigatory
Order, Dockel No. M-00051923,

T I'he SCID is gradually being phased out. Existing customers® cligibility has been grandfathered (with apologics for
the pun), and no new customers may enler the progran.




“insurance” offered by the CAPs, it is appropriate that only the residential class pay the

associated insurance premiums, i.c., universal service costs.

Has the Commission affirmed that universal service cost recovery should be
restricted to the residential class?

Yes. Counscl informs me that the Commission has specifically declined to allocate such
costs to non-residential customers in the following gas proceedings: (a) Equitable Gas
Company at Docket No. R-00994784; (b) Valley Energy, Inc. at Docket No. R-00049345;
{¢) Equitable Gas Company at Docket No. P-00052192; and (d) PPL Gas Ultilities
Corporation at Docket No. R-00061398.

Has the Commission reached the same conclusion regarding universal service cost

recovery in any recent electric proceeding?

Yes, in the PPL Electric Utilitics Corporation procceding at Docket No. R-00049255.
Counsel informs me that the OCA argued that universal service costs should be allocated

(o all customer classes. However, the Commission rejected the OCA’s proposal, stating:

Universal service programs, by their nature, are narrowly tailored 1o the
residential customers and therefore, should be funded only by the residential
class. We note that neither the OCA nor Mr. LEpstein have presented any
concrete evidence in the form of costs studies to support their respective
proposals that the universal service program cost should be more broadly
allocated.  Accordingly, we will adopt the ALJ's recommendation on this
issue. (Order at pp. 97-98.)

Has the Commission recently decided to continue its current policy that CAP costs

should be allocated to residential customers only?

Yes it has, in the Customer Assistance Programs: Funding Levels and Cost Recovery

Mechanisms Final Investigatory Order, Docket No. M-00051923 (Ordered entered

December 18, 2006). Counsel informs me that the Commission decided it will continue

its current policy of allocating CAP costs only to residential customers, in that only

residential customers arc eligible for universal service programs. Specifically, the

Commission stated:
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After carcful consideration of the comments and the arguments
presented, the Commission will continue its current policy of
allocating CAP costs to the only customer class whose members are
cligible for the program - residential customers. The Commission
believes that we should not initiate a policy change that could have a
detrimental impact on cconomic development and the climate for
business and jobs within the Commonwecalth.

Since the Commission first encouraged utilitics to imtiate CAP
programs on a voluntary basis, it has allocated CAP costs to the
residential class, with a few exceptions. It is true that, in the carly
stages of these programs, the Commission indicated the possibility
that this policy could change in the futurc. However, the
Commission has continued to follow this policy even after universal
scrvice programs became mandatory with the passage of the
Compctition Acts. In fact, less than two ycars ago, the Commission
held that ‘[u]niversal service programs, by their nature, are narrowly
tailored to the residential customers and therefore, should be funded

only by the residential class.”
Q. Are you proposing to begin recovery of all CAP costs from residential customers
immediately?
A, No | am not. PGW’s annual reconciliation of the USEC affords the Commission with an

opportunity to phase out the USEC charges to non-residential customers on a regular and
gradual basis over a number of years, In light of the revenue allocation that | propose in
the previous section for base rates, I recommend that the adjustment to the USEC not
begin until PGW’s 2008 GCR proceeding. At that time, I recommend that the
responsibility of the non-residential customers for the USEC be reduced by one-third. A
scecond one-third reduction would then take place in PGW’s 2009 GCR proceeding, and

the phase-out would be complete in PGW’s 2010 GCR proceeding,

B Customer Assistunce Programs: Funding Levels and Cost Recovery Mechanisms Final Investigatory Order,
Docket No. M-00051923 (Ordered entered December 18, 2006) at 31-32.
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What kind of a rate impact would your proposal have on PGW?’s residential and
commercial customers in the 2008 GCR proceeding?

Table |Ec-4 below shows the impact of my proposed change for 2008, assuming that
2008 GCR and USEC Surcharge costs are equal to those in PGW’s 2007 GCR filing. For
the purpose of this exhibit, | assume that PGW’s proposal for base rates revenue

allocation is adopted.

Table 1Ec-4
Impact of Onec-Third Phase-Out of Non-Residential USEC

Residential Commercial

Current | Proposed | Curremt | Proposed
GCR $10.1812 | $10.1812 | $10.1812 | $10.1812
USIZC Surcharge 2.2985 2.5650 2.2985 1.5323
Sub-Total GCR 12.4797 12.7462 12,4797 11.7135
Percent Change 2.1% -6.1%
Basc Rates 7.8230 7.8230 7.3244 7.3244
Total Bill 20.3027 20.5693 19.8041 19.0379
Percent Change 1.3% -3.9%
Notes:

As proposed by PGW, base rates include the Restructuring and Consumer
Iiducation Surcharge, Also included are average customer charge revenues per
Mef.

Details of the calculations are shown in Exhibit 1:¢-7.

Table 1Ec-4 demolishes a popular misconception. 1 have observed in previous PGW
proceedings that many partics belicve that PGW's USEC Surcharge costs arc se
cnormous that it would be impossible to climinate or cven contemplate phasing out the
business class’s responsibility for these costs without putting an ¢normous burden on
residential customers. Table [Ec-4 demonstrates that “it just ain’t so.” While PGW'’s
CAP costs are indeed very high, the amount of those costs that are currently recovered
from non-residential customers is relatively low. That occurs because (a) residential firm
sales volumes are ncarly three times as large as the total non-residential firm sales
volumes, and (b) nonc of PGW’s interruptible or GTS transportation customers currently
contribute to the recovery of these costs.  Thus, a one-third phase-out of the USEC

Surcharge for non-residential customers would result in only a 2.1 percent impact on the
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residential rates at issuc in next year’s GCR, and only a 1.3 percent impact on a total bill

2 basis. Continuing the phase-out in 2009 and 2010 would have impacts of similar
@ g p p

3 magnitude in cach ol those years.

4 For those rcasons, | conclude that bringing PGW’s CAP funding into compliance with the
® 5 rest of the NGDCs in Pennsylvania does not constilute an insurmountable problem, and it

6 can reasonably be achieved in a three-year period without violating the principle of
7 gradualism.

@
8 Q. Does this conclude your dircet testimony?

Yes it does.
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DOCKET #

REGULATOR

UTILITY

DATE

CLIENT

TOPICS

P-00072245

Pennsylvania Public
Utility Commission

Pike County Light & Power
Company

March 2007

Pennsylvania Office of
Small Business Advocate

Default service procurement, rate
design

R-00072043

Pennsylvania Public
Utility Commission

National Fuel Gas
Distribution Company

March 2007

Pennsylvania Office of
Small Business Advocate

Design day requirements

C-20065942

Pennsylvania Public
Utility Commission

Pike County Light & Power
Company

November 2006

Pennsylvania Office of
Smatl Business Advocate

Wholesale power procurement by
provider of last resort

R-3610-2006

Régie de lEnergie,
Quebec

Hydro Québec Distribution

November 2006

AQCIE/CIFQ

Post-patrimanial generation cost
allocation; cross-subsidization; rate
design

P-00052188

Pennsylvania Public
Utility Commission

Pennsylvania Power
Company

September 2006

Pennsylvania Office of
Small Business Advocate

Affidavit: POLR rates, wholesale to
retail.

R-00061493

R-00061398
R-00061365
R-00061519

R-00061518
A-125146

R-00061353
R-00061296

R-00061246

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission
Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Cornmission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

National Fuel Gas
Distribution Corporation

PPL Gas Utilities Corporation

PG Energy/Southern Union
Company

PPL Gas Utilities Corporation

PG EﬁergylSouthern Union
Company

UGI Utilities, Inc., Southern
Union Company

Columbia Gas of
Pennsylvania

Philadelphia Gas Works

National Fuel Gas
Distribution

September 2006

August 2006
July 2006
Juty 2006

July 2006

June 2006

May 2006
April 2006

March 2006

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Rate of return, load forecasting, cost
allocation, revenue allocation, rate
design, revenue decoupling.

Cost allecation, revenue allocation,
rate design

Merger savings, cost allocation,
revenue allocation, rate design.

Design day weather and throughput
farecasts; gas supply hedging.

Design day weather and throughput
forecasts; gas supply hedging.

Public benefits of proposed sale of PG
Energy to UG!; asset management
agreement.

Gas supply and hedging plan;
procedural issues

Gas procurement and procedural
issues.

Gas procurement; unaccounted for gas
retention rates
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DOCKET #

REGULATOR

UTILITY

DATE

CLIENT

TOPICS

2005-002
Refiling

P-00052188

R-3579-2005

2005-002

R-00050538

R-00050540

R-00050340

R-3563-2005

R-00050264

R-00050216

EB-2004-0542

R-00049384

R-00049656

R-3541-2004

New Brunswick Board
of Commissioners of
Public Utilities

Pennsylvania Public
Utility Commission
Régie de l'Energie,
Québec

New Brunswick Board

of Commissioners of
Public Utilities

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Régie de lEnergie,
Québec

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Ontario Energy Board

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Régie de Energie,
Québec

New Brunswick Power
Distribution and Customer
Service Company

Pennsylvania Power
Company

Hydro Québec Distribution
New Brunswick Power
Distribution and Customer

Service Company

PG Energy

PPL Gas Utilities Corporation

Columbia Gas of
Pennsylvania

Hydro Québec Distribution

Philadelphia Gas Works

National Fuel Gas
Distribution

Union Gas Limited

Pike County Light and Power
(Gas Service)}

National Fuel Gas
Distribution

Hydro Québec Distribution

February 2006

December 2005

November 2005
August 2005

July 2005

July 2005

May 2005

April 2005

April 2005
March 2005
March 2005

January 2005
December 2004

November 2004

New Brunswick Public
Intervenor

Pennsylvania Office of
Small Business Advocate

AQCIE/CIFQ

New Brunswick Public
Intervenor

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

AQCIE/CIFQ

Pennsylvania Office of
Smalt Business Advocate

Pennsylvania Office of
Small Business Advocate

Tribute Resources inc,

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

AQCIE, CIFQ

Cost allocation, rate design

Cost allocation and rate design for
POLR supplies.

Generation cost allocation; cross-
subsidization; revenue allocation

Cost allocation, rate design

Gas procurement diversification

Gas procurement, hedging, retention
rates, sharing mechanism

Gas procurement, hedging and
diversification.

Generation cost allocation; industrial
demand response

Gas procurement, risk hedging,
financing costs in the gas cost rate.

Gas supply procurement and forward
pricing policies.

Cost allocation and rate design for
service to embedded storage pools.

Fair rate of return, cost allocation,
class revenue assignment.

Fair rate of return, uncollectibles
costs, automatic rate adjustments,
cost allocation, rate design.

Allocation of post-patrimonial
generation costs.
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DOCKET #

REGULATOR

UTILITY

DATE
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TOPICS

C-20031302

R-049255

P-042090 et
al.

RP-2003-0203

R-049157
P-042090

R-049108

Application
1306819

R-3492-2002
Phase 2
R-038168

R-3492-2002
Phase 1

M-021612
R-027385
1250932

R-027204

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utitity Commission

Ontario Energy Board

Pennsylvania Public
Utility Commission

Pernsylvania Public
Utility Commission

Alberta Energy and
Utilities Board
Régie de lEnergie,
Québec

Pennsylvania Public
Utility Commission

Régie de l'Energie,
Quebec

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Alberta Energy and
Utilities Board

Pennsylvania Public
Utility Commission

Columbia Gas of
Pennsylvania

PPL Electric Utilities
Corporation

Philadelphia Gas Works

Enbridge Gas Distribution

Philadelphia Gas Works

National Fue! Gas
Distribution

ENMAX Power Corporation
Hydro Québec Distribution

National Fuel Gas
Distribution

Hydro Québec Distribution
Philadelphia Gas Works

PG Energy {Southern Union)
Aquila Networks Canada
(Alberta) Ltd.

Columbia Gas of
Pennsylvania

July 2004

June 2004

June 2004

May 2004

April 2004

March 2004

January 2004

November 2003

July 2003

January 2003

September 2002

July 2002

July 2002

May 2002

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Vulnerable Energy
Consumers Coalition et
al.

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Calgary Industrial Group
Calgary Building Owners

AQCIE, CIFQ

Pennsylvania Office of
Smalt Business Advocate

AQCIE, AIFQ
Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Senior Petroleum
Producers Association

Pennsylvania Office of
Small Business Advocate

Customer assistance program funding
and cost allocation.

Transmission and distribution cost
allocation, rate design, automatic
distribution increases.

Collections and universal service cost
issues,

Cost allocation, rate design for
pipeline and storage costs

Cash receipts reconciliation clause
Uncollectible cost responsibility for
standby charges

T&D cost allocation, rate design,
ratepayer equity funding

Rate policy, cross-subsidization

Cost allocation, deficiency assignment,
rate design, pension cost
reconciliation, rate of return

Cost allocation; maintenance of
historical cross-subsidization

Natural gas restructuring, cost
allocation, rate unbundling

Purchased gas cost incentive
mechanisms.

Distribution plant and cost allocation,
rate design.

Purchased gas cost incentive
mechanisms, rate design
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INDUSTRIAL ECONOMICS. {NCORPORATED

ROBERT D. KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS

DOCKET #

REGULATOR

UTILITY

DATE

CLIENT

TOPICS

R-3477-2001

1248859

R-016378

R-016179

R-005277

R-3443-2000

990005

R-005119

R-994788

R-994785

R-994783

99005

RE95080

RE95081

Régie de UEnergie,
Québec

Alberta Energy and
Utilities Board

Pennsylvania Public
Utitity Commission

Pennsytvania Public
Utility Commission

Pennsylvania Public
Utility Commission
Régie de LEnergie,
Québec

Alberta Energy and
Utilities Board

Pennsylvania Public
Utility Commission

Pennsytvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Alberta Energy and
Utilities Board

Alberta Energy and
Utilities Board

Alberta Energy and
Utilities Board

Hydro Québec Distribution

ESBI Alberta Limited

Philadelphia Gas Works
Columbia Gas of
Pennsylvania

PFG Gas Inc. and North Penn
Gas Company

Societeé en commandite Gaz
Métropolitain

ESBI| Alberta Limited

PG Energy {Seuthern Union)

PFG Gas, Inc. and North
Penn Gas Company

National Fuel Gas
Distribution Corp.

PG Energy, Inc.

ESBi Alberta Limited
{Transmission Administrator)

Alberta Power Limited

TransaAlta Utilities
Corporation

May 2002

March 2002
August 2001
May 2001
November 2000
November 2000
November 2000
July 2000
February 2000
December 1999
November 1999

September 1999

December 1998

November 1998

AQCIE, AIFQ

IPPSA

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Industrial Gas Users
Association {ACIG)
IPPSA

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

IPPSA

Independent Power
Producers Society of
Alberta and SPPA

IPPSA and Senior
Petroleum Producers
Assn.

Classification/allocation of generation
costs, subject to constant unit cost
constraint.

Transmission congestion management
principles

Cost of gas; commodity price
forecasting

Recovery of CAP costs; PGC treatment
of pipeline credits

Cost allocation, rate design.

Tariff unbundling

Location-based credits for transmission
rates

Cost allocation, rate design, weather
normatization

Natural gas restructuring, retail access,
tariff design

Natural gas restructuring, retail access,
tariff design

Natural gas restructuring, retail access,
tariff design

Transmission tariff cost allocation, rate
design, industry restructuring

Electric industry restructuring, rate
unbundling, cost allocation and rate
design.

Industry restructuring, cost allocation,
rate design.
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ROBERT D. KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS

DOCKET #

REGULATOR

UTILITY

DATE

CLIENT

TOPICS

Expansion
Feasibility
Test

R-984280
£EQ97070455

R-973981

R-973954

1996 Electric
Utility Tariff
Applications

R-963612
R-953444
R-953406
R-953297
R-943271

EBRO 488

RESZ071

R-942986

Public Utilities Board of
Manitoba

Pennsylvania Public
Utility Commission

New Jersey Board of
Public Utilities

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Alberta Energy &
Utilities Board

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utitity Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Ontario Energy Board

Alberta Public Utilities
Board

Pennsylvania Public
Utility Commission

Centra Gas Manitoba

PG Energy, Inc.
Atlantic City Electric
Company

Allegheny Power {West Penn
Power)

Pennsylvania Power & Light

TransAlta Utilities, Alberta
Power Edmonton Power,
Grid Company of Alberta

PG Energy, inc.

Trigen-Philadelphia Energy
Corp.

T.W. Phillips Gas & Oil
Company

UGI Utilities, inc.
(Gas Division)

Pennsylvania Power & Light

Natural Resource Gas
Limited

Alberta Power Limited

West Penn Power Company

August 1998

August 1998
February 1998

January 1998

August 1997

October 1996

October 1996
November 1995
Octaober 1995
May 1995
April/May 1995

November 1994

November 1994

August 1994

Simplot Canada Limited

Pennsylvania Office of
Small Business Advocate

New Jersey Board of
Public Utilities

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Independent Power
Producers Society of
Alberta (IPPSA)

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Natural Resource Gas
Limited

Independent Power
Producers Society of
Alberta

Pennsylvania Office of
Small Business Advocate

Expansion feasibility and customer
contribution methodology

Cost allocation, revenue deficiency
assignment, rate design

industry restructuring, audit of
unbundled rates

Industry restructuring, cost unbunding,
cost allocation, and rate design.

Restructuring, stranded costs, market
price forecasting, cost allocation, and
rate design.

Industry restructuring; transmission
cost allocation and rate design.

Cost allocation and rate design -- direct
and rebuttal.

Steam energy cost rate -- direct and
rebuttal.

Weather normalization, cost allocation
and rate design.

Cost allocation and rate design -- direct
and surrebuttal.

Cost allocation and rate design -- direct
and rebuttal

Customer classification, cost allocation
and rate design.

Cost allecation and rate design for
export transmission service.

Cost allocation and rate design.
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EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS

DOCKET # REGULATOR

UTILITY

DATE

CLIENT

TOPICS

Pennsylvania Public

R-931862 Utitity Commission

EBRO 485, and
Generic Direct
Purchase
Hearings

Ontario Energy Board

Hearings for

Cost of Service | Nova Scotia Utility and

and Rate Review Board
Design
. Board of Commissioners
Sggi:c #4 of Public Utilities, New
g Brunswick
EBRO-473 Ontario Energy Board
EBRO-470 Ontario Energy Board
Rate Area Prince Edward Isiand
Boundaries Public Litilities
Hearings Commission
EBRO-467 Ontario Energy Board
Arb't.r ation Arbitrator
Hearings
EBRO-462 Ontario Energy Board
Nova Scotia Board of
NSPC-857 Commissioners of

Public Utilities

UGI Utitities, Inc.
{Electric Division)

Consumers’ Gas Company,
Ltd.

Nova Scotia Power, Inc.

New Brunswick Power
Corporation

Consumers’ Gas Campany,
Ltd.

Union Gas, Ltd.

Maritime Electric Co., Ltd.

Centra Gas, Ltd.

ARINC, Inc.

Union Gas, Ltd.

Nova Scotia Power Corp.

March 1994

August
1993,September
1993.

May 1993

November 1991

October 1991

February 1991

February 1991

January 1991

July 1990

January 1990

February 1939

Pennsylvania Office of
Small Business Advocate

Canadian independent
(Gas Marketing
Association

Bowater Mersey Paper
Company, Ltd.

Large Power Users Group

Ontario Energy Board
Staff

Ontario Energy Board
Staff

PEl tsland Department of
Energy and Forestry

Ontario Energy Board
Staff

ARINC inc.

Ontario Energy Board
Staff

Interruptible industrial
customers

Cost allocation and rate design --
direct, rebuttal and surrebuttal.

Classification and allocation of
marketing and administrative costs.

Classification of bulk power costs, rate
design for interruptible service and
other rate design issues.

Review of cost allocation and rate
design.

Cost allocation and rate design

Cost allocation and rate design;
evaluation of load shifting study.

Customer classification by geographical
area.

Cost allocation and rate design for
technology, cogen and bypass.

Cost allocation and rate design for
aircraft to ground data communications
service.

Seasonal cost allocation study, and
allocation of costs to export markets,

Cost allocation and rate design of
interruptible electric service.

Industrial Economics, Incorporated
2067 massachusetts Avenue
Cambridge. Ma 02140 USA
617.354.0074 | 617.354.0453 fax

www.indecon.com

March 2007



EXHIBIT RDK-2

REFERENCED INTERROGATORY RESPONSES

(in numerical order)

OSBA-I-2, 2A (Revised March 30, 2007)
OSBA-I-3 (Revised March 30, 2007)

OSBA-1-7

OSBA-I-10

OSBA-1-12

OSBA-1-13
OSBA-I1-20
OSBA-11-34
OSBA-I11-78
OSBA-I11-79
OSBA-111-80
OSBA-HI-81
OSBA-I11-82
OSBA-111-85
OSBA-111-88



EXHIBIT 1Ec-3

DESIGN DAY DEMAND ANALYSIS



1Ec Design Day Demand Analysis

A gas distribution utility generally must sizc certain aspects of its distribution system to
mect the peak demands of its customers. The utility will usually construct the system to meet a
measure of extreme demand that it is relatively unlikely to experience in any single year. This
demand measure is usually referred to as “design day demand.”

To allocate the costs associated with those components of the system that are sized to
mect design day demand, the principle of cost causation dictates that these costs be assigned to
cach rate class in proportion to that class’s contribution to the design day demand. Because
demand-related costs arc a significant sharc of a NGDC’s overall distribution revenue
requirement, it is important that the design day demand allocators be accurate.

In OSBA-I-7, the OSBA requested that PGW provide the workpapers that show the
derivation of PGW’s design day demand allocators. PGW'’s response referred to Exhibits HSG-
6C, MSG-6D and HSG-6E, none of which provide any information about how the actual design
day demands were calculated. For firm service customers, PGW referred the OSBA to Exhibit
HSG-6C, which indicates that the design day demands were “provided by [the] PGW Gas
Modcl.”  Undeterred, the OSBA again requested the details underpinning the design day
allocators from the PGW Gas Modcl, in OSBA-I11-88. In responding to that interrogatory, PGW
indicated that the allocators were nor derived in the PGW Gas Model.  Also in that responsc,
PGW provided a regression analysis of daily total throughput for firm service classes, which it
uses to develop its roral system design day. However, that analysis provides no information
regarding how the class-specific design day demand allocators were developed.”

As such, PGW has not provided any analysis showing how this critical allocator was
developed. To test the rcasonableness of the PGW figures, [Ec conducted its own design day
demand analysis.

In response to OSBA-LI-7(b), PGW provided the monthly sales and monthly customer
count for cach rate class for the past five years, as well as the heating degree days for cach month.
From this data, the sales per customer for cach month in the past five years were calculated.
Using that information, various regression analyses were performed in the form:

Si.t =q; -+ bi *HDD + Cin

* Tt is unlikely that PGW could prepare regression analyses based on daily throughput for cach rate class, as class-
specilic information is generally not metered on a daily basis. Thus, if PGW has prepared any class-specific
analysis. it would presumably use a methodology similar to the one developed by 1lic, as explained below.




where:

S = gas sales per customer in Mcf

HDD = heating degree days™

1= rate class

t = month

a = the ¢stimated non-heating component of per-customer gas sales
b = the impact of one HDD on per-customer gas sales

¢ = statistical crror term

For cach firm sales rate class, l[Ec performed four regression analyscs:

¢ All months for the past five years;

e All months for the past three years;

e  Winter months (November to March) for the past five years;
s  Winter months for the past three ycars.

Of these approaches, the winter-only analysis for the past three years is likcly to be the
most credible, because it focuses on the key scason, and it is less affected by conscrvation trends
that may be occurring throughout the estimation period.

With the cstimated coefficients “a” and “b” from cach regression, the design day demand
can be estimated. For each customer, the design day demand is the sum of the daily non-hcat
demand and the heating demand under design conditions. The non-heat demand is simply the
“a” coelficient divided by the average number of days in the month (approximately 30). The
heating component of the design day demand is the “b™ coefficient multiplicd by the design day
HDD. PGW uses 0 degrees Fahrenheit as its design temperature, and thercfore the design HDD
condition is 65. To translate per customer design day demands into class demands, the per-
customer demand is multiplicd by the test year customer count.

A summary of the results of these analyses is shown on the tabie included in this exhibit,
That table also compares my design day calculations with the values used by PGW. As shown in
that table, PGW’s (unspecified) methodology produces a design day demand for residential

customers that is lower (on a relative basis) than any of my analyscs. Similarly, the analyscs

* 1n any month, the reported gas sales tend to reflect consumption for some of the reported month and some of the
prior moenth, due 10 staggered billing eycles. Therefore, to better mateh the sales data and the heating degree days,
an average ol the heating degree days for the sales month and the prior month was used. This approach produced a
much better regression " and therefore a more accurate estimate of design day demands.




indicated that the relative contribution of the non-residential classes is consistently lower than
that used by PGW.

In short, based on the only class-specific analysis available, it is apparent that PGW’s
design day demand allocators under-assigh costs to the residential class, and over-assign costs to

the non-residential classes.



Industrial Economics, Incorporated Docket No. R-00061931

Exhibit |Ec-3
Summary of |Ec Design Day Demand Analysis
Values in Mcf per Design Day

Residential Residential Commercial Commercial Industrial  Industrial  Municipal  Municipal Housing
Sub-Total Non-Heat Heat Non-Heat Heat Non-Heat Heat Non-Heat Heat Authority
PGW Allocator
PGW Design Demand (HSG-6C) 723,500 14,076 543,043 11,730 110,174 3,150 9,827 3,215 16,535 11,750
Allocator 100.000% 1.946% 75.058% 1.621% 15.228% G.435% 1.356% 0.444% 2.285% 1.624%
|Ec Analyses

Annual Regression Analyses

5-Year Design Demand 663,208 15,354 504,093 11,534 97,067 2,667 8,999 3,100 13,941 6,453
Allocator 100.000% 2.315% 76.008% 1.739% 14.636% 0.402% 1.357% 0.467% 2.102% 0.973%
3-Year Design Demand 647,725 15,531 491,641 11,308 95,957 2,658 8,359 3,126 13,153 5,890
Allocator 100.000% 2.398% 75.903% 1.746% 14.814% 0.410% 1.291% 0.483% 2.031% 0.925%

Winter Regression Analyses

5-Year Design Demand 717,206 15,941 550,448 11,598 103,272 2,744 9,920 3119 14,989 5,176
Allocator 100.000% 2.223% 76.748% 1.617% 14.399% 0.383% 1.383% 0.435% 2.090% 0.722%
3-Year Design Demand 696,405 15,973 534,772 11,260 100,676 2,624 9,227 3,138 13.603 5,132
Allocator 100.000% 2.294% 76.790% 1.617% 14.457% 0.377% 1.325% 0.451% 1.953% 0.737%
Most Credible |Ec Allocatar 100.000% 2.294% 76.790% 1.617% 14.457% 0.377% 1.325% 0.451% 1.953% 0.737%
Percent Difference from PGW 0.000% 17.894% 2.308% -0.275% -5.066%  -13.459% -2.450% 1.394%  -14.530%  -54.622%
Average of |Ec Allocators 100.000% 2.307% 76.363% 1.680% 14.577% 0.393% 1.339% 0.459% 2.044% 0.839%
Percent Difference from PGW 0.000% 18.594% 1.738% 3.605% -4.278% -9.746% -1.425% 3.261%  -10.563%  -48.332%
PGW BRO7 |Ec Exhibits {final to is); 3-A Page 1 of 1 4162007

.



EXHIBIT 1Ec-4

REVENUE ALLOCATION ANALYSES



Industrial Economics, Incorporated

PGW Proposed Base Rate Revenue Allocation at Full Rate Increase

EXHIBIT IEc-4;: Table 4-A

Dockel No. R-00061931

$000
Housing

Residential Commercial Industrial Municipal Authority Total
Current Rates
Tariff Revenues 231,546 49,991 5,232 4,289 4,147 295,185
Other Revenues 33.201 2,326 200 148 604 36,479
Current Revenues 264,747 52,317 5,432 4477 4,751 331,664
Allocated Cosl Excl Return 219,004 29,585 3,130 2,287 2,609 256,615
Allocated Return Before Increase 62,199 10,181 866 988 814 75,049
Cost of Service Before Increase 281,203 39,766 3,996 3,275 3,423 331,664
Rale Base 1,030,696 168,707 14,356 16,377 13,497 1,243,633
Current Rates Income 45,743 22,732 2,302 2,130 2,142 75,049
Current Rale of Return 4.4% 13.5% 16.0% 13.0% 15.9% 6.0%
PGW Proposed Rates i ] . ]
PGW Rale Increase 189,397 24,743 1,845 2197 1,758 99,940
Percent Increase (Tariff Revenues) 30.0% 49.5% 35.3% 51.5% 42.4% 33.9%
Proposed Revenues 334,144 77,060 7,277 6,674 6,509 431,604
Allocated Return After Increase 145,027 23,738 2,020 2,304 1,889 174,989
Cost of Service after increase 364,031 53,323 5,150 4,591 4,508 431,604
Froposed Income 115,140 47,475 4,147 4,327 3,900 174,989
Proposed Rale of Return 11.2% 28.1% 28.9% 26.4% 28.9% 14,1%
Revenue Cost Ratio
Curren! - Simple 94,1% 131.6% 135.9% 134.9% 138.8% 100.0%
Curreni - Normalized 94.6% 127.7% 137.3% 125.2% 137.1% 100.0%
Proposed 91.8% 144.5% 141.3% 144.1% 144.4% 100.0%
Progress -53% -61% 1% ~75% -19% NM
Subsidy
Curreni {16,456) 12,551 1,436 1.142 1,328 -
Proposed {29,887) 23,737 2,127 2,023 2,001 -
Progress -82% -89% -48% -TT% -51% NM
Rate of Return Difference
Current -1.6% 7.4% 10.0% 7.0% 9.8% 0.C%
Proposed -2.9% 14.1% 14.8% 12.4% 14.8% 0.0%
Progress -82% -89% -48% ~T7% -51% NM
Proposed Ralos Scaled Back e - .

. Scaled Back PGW, R‘_a{g increase - 41,822 14,840 1,107 . 318 . 1,054 ' 158,840
Percent Increase (Taritf Revs.) 18.0% 29.7% 21.1% 30.8% 25.4% 20.3%
Proposed Revenues 306,369 67,157 6,539 5,735 5,805 391,604
Altocaled Return Aller Increase 111,876 18,312 1,558 1,778 1,465 134,989
Cost of Service after ncrease 330,880 47,897 4,688 4,065 4,074 391,604
Proposed (ncome 87,365 37,572 3,409 3.448 3,196 134,989
Proposed Rale of Relurn 8.5% 22.3% 23.7% 21.1% 23.7% 10.9%
Revenue Cost Ratio
Current - Normalized 94.6% 127.7% 137.3% 125.2% 137.1% 100.0%
Praposed 92.6% 140.2% 139.5% 141.1% 142.5% 100.0%
fProgress -38% -45% -6% -63% -14% NM
Subsidy
Current {16,456} 12,551 1,426 1,142 1,328 -
Proposed (24,511} 19,260 1,850 1,670 1,731 -
Progress -49% -53% -20% -46% -30% NM
Rate of Return Difference
Current -1.6% 7.4% 10.0% 7.0% 9.8% 0.0%
Praposed -2.4% 11.4% 12.9% 10.2% 12.8% 0.0%
Progress -49% -53% -29% -46% -30% NM

PGW BRO7 |Ec Exhibits (finat lo tis); 4-A Page 1 0f 1 4/6/2007
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EXHIBIT IEc-4: Table 4-B
IEc Preposed Base Rate Revenue Allocation: Full Revenue Requirement Method

3000
Housing

Residential Commercial Industrlal Municipal Authority Total
Current Rates
Tariff Revenues 231,546 49,9091 5,232 4,269 4,147 295,185
Dther Ravenues 33,201 2,326 200 148 604 36,479
Current Revenues 264,747 52,317 5432 4,417 4,751 331,664
Allocated Cost Excl Return 219,004 29,585 3,130 2287 2,609 256,615
Allocated Relurn Before Increase 62,199 10,181 866 988 814 75,049
Cost of Service Before Increase 281,203 39,766 3,996 3,275 3,423 331,664
Rate Base 1,030,696 168,707 14,356 16,377 13,497 1,243,633
Currenl Rates Income 45,743 22,732 2,302 2,130 2,142 75,049
Current Rate of Return 4.4% 13.5% 16.0% 13.0% 15.9% 6.0%
lEc Proposed Rates
|Ec Rate Increase 95.640.6 . 3,681.9 217.2 . 266.7 133.7 - 99,940.0
Percent Increase (Tariff Revs.) 41.3% 7.4% 4.2% 6.2% 3.2% 33.9%
Proposed Revenues 360,338 55,999 5,649 4,684 4,885 431,604
Allocated Return After Increase 145,027 23,738 2,020 2,304 1,899 174,989
Cost of Service after Increase 364,031 53,323 5,150 4,591 4,508 431,604
Proposed Income 141,384 26,414 2,519 2,397 2,276 174,989
Proposed Rate of Return 13.7% 15.7% 17.5% 14.6% 16.9% 14.1%
Revenue Cost Ratio
Current - Simple 84.1% 121.6% 135.8% 134.9% 138.8% 100.0%
Current - Normalized 94.6% 127.7% 137.3% 125.2% 137.1% 100.0%
Proposed 99.0% 105.0% 109.7% 102.0% 108.4% 100.0%
Progress 81% 82% 74% 92% 78% NM
Subsidy
Current {16,456} 12,551 1.438 1,142 1,328 -
Proposed (3,644} 2,675 499 a2 77 -
Progress 78% 79% 65% 92% 72% NM
Rate of Return Difference
Current -1.6% 7.4% 10.0% 7.0% 9.8% 0.0%
Proposed -0.4% 1.6% 3.5% 0.6% 2.8% 0.0%
Progress 78% 79% 65% 92% 72% NM
Proposed Rates Scaled Back o o . L . _
Scaled Back |Ec Rale Increase 57,361 2,208 - 130 | 160 8¢ 59,940
Percenl Increase (Tariff Revs.) 24.8% 4.4% 2.5% 3.7% 1.9% 20.3%
Proposed Revenues 322,108 54,525 5,562 4.577 4,831 391,604
Allocated Return Afler Increase 111,876 18,312 1,558 1778 1,465 134,989
Caost of Service after Increase 330,880 47,897 4,688 4,065 4,074 391,604
Proposed Income 103,104 24,840 2,432 2,290 2,222 134,989
Proposed Rate of Return 10.0% 14.8% 16.9% 14.0% 16.5% 10.9%
Revenue Cost Ratio
Currenl - Normalized 94.6% 127.7% 137.3% 125.2% 137.1% 100.0%
Proposed 97.3% 113.8% 118.6% 112.6% 118.6% 100.0%
Progress 51% 50% 50% 50% 50% NM
Subsidy
Current {18,456) 12,551 1,436 1,142 1,328 -
Proposed (B772) 6,628 874 512 757 -
Progress 47% 47% 39% 55% 43% NM
Rate of Return Difference
Current ~1.6% 7.4% 10.0% 7.0% 9.8% 0.0%
Proposed ~0.9% 3.9% 6.1% 3.1% 5.6% 0.0%
Progress 47% 7% 39% 55% 43% NM

PGW BRO7Y IEc Exhibits (linal 1o tis); 4-B Page 1 of 1 41612007
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Industrial Economics, Incorporated
EXHIBIT |IEc4; Table 4-C
|Ec Proposed Base Rate Revenue Allocation with First Dollar Relief Methodology
$000
Housing
Residential Commercial Industrial Municipal Authority Total
Current Rates
Tariff Revenues 231,546 49,991 5,232 4,269 4,147 295,185
Other Revenues 33,201 2,326 200 148 604 36,479
Current Revenues 264,747 52,317 5,432 4,417 4,751 331,664
Allocated Cost Excl Return 219,004 29,585 3,130 2,287 2,609 256,615
Allocated Return Before Increase 62,199 10,181 866 988 814 75,049
Cost of Service Before Increase 281,203 39,766 3,996 3,275 3,423 331,664
Rate Base 1.030.696 168,767 14,356 16,377 13.497 1,243,633
Current Rates income 45,743 22,732 2,302 2,130 2,142 75,049
Current Rate of Return 4.4% 13.5% 16.0% 13.0% 15.9% 6.0%
Proposed Rates with FOR
PGW Proposed increase 69,397 24,743 1.845 2,197 1,758 99,840
Scaled Back Increase 59,940
FDR: PGW Proposed Subsidies (21.873) (1.631) {1,942) (1.554) {27.000)
Increase After FDR ) 69,397 2,870 214 255 204 72.940
_Scaled Back [E¢ Rate Ingrease’: | 57.028 2359 176. 209 168 59,940
Percent Increase (Tariff Revs.} 24.6% 4.7% 3.4% 4.9% 4.0% 20.3%
Proposed Revenues 321,775 54,676 5,608 4,626 4,919 391,604
Allocated Return After Increase 111,876 18.312 1,558 1,778 1,465 134,989
Cost of Service affer Increase 330,880 47,897 4,688 4,065 4,074 391,604
Proposed Income 102,771 25,081 2,478 2,339 2,310 134,989
Proposed Rate of Return 10.0% 14.9% 17.3% 14.3% i7.1% 10.9%
Revenue Cost Ratio
Current - Simple 94.1% 131.6% 135.9% 134.9% 13B.8% 100.0%
Current - Normalized 94.5% 129.0% 136.8% 128.3% 137.7% 100.0%
Proposed 97.2% 114.2% 119.6% 113.8% 120.7% 100.0%
Progress 50% 51% 47% 51% 45% NM
Subsidy
Current {16.456) 12,551 1,436 1,142 1,328 -
Proposed (9.104) 6,779 920 562 845 -
Progress 45% 46% 36% 51% 36% NM
Rate of Return Difference
Current -1.6% 7.4% 10.0% 7.0% 9.8% 0.0%
Proposed -0.9% 4.0% 6.4% 3.4% 6.3% 0.0%
Progress 45% 46% 36% 51% 36% NM
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Industrial Economics, Ingorporated Docket No. R-00061933
EXHIBIT [Ec-4; Table 4-D
PGW Revenue Allocation: Supporting Data for Revenue Allocation Proposals
s000
Present Rates
Interest and Allocated
Other Alloc. Costs Income Alipcateg Interest and
Re::r:ses USEC Cosls ReL\j.'ifuces ;::;T:sr Revenues Excl B;::;T:s Excl. Interest  Before Interest Ret;:;::sls Base Rates  Return Cosis Bargo::les Rate Base
USEC Adj, and Retorn  and Retum Costs Present  Atter Increase
Increase Proposed
1} 12} 3 {4) {3) (B3 ) {5 2 (10 (1) (12) (13)
Residential Mon-Heat 17.3413 3.061 3mn2 2,157 2,808 16,437 18,983 (2,546} 4,835 23,818 11,274 30,257 80.125
Residential Heat 311.866 77.470 93,949 13,914 30,3¢3 248,310 200,021 48,289 57,364 257,385 133,753 333.774 990,571
Commercial Noa-Heat 12,988 3,569 4,329 (325) 435 9,085 5419 3.676 1,693 7112 3.947 9,366 28,050
Commercial Heat 62,906 17,791 21575 (1,893) 1,891 43,222 24,166 19,056 8488 32.554 16,792 43,958 140,657
Industrial Non-Heat 2,337 723 877 (97) 57 1,17 853 854 242 1695 563 1,416 4,002
Industrial Heat 5.438 1,538 1,866 {185) 143 3,756 2,277 1,438 625 2.902 1.457 3.734 10,354
Municipal Non-Heat 1,583 550 667 (86) 31 947 472 475 194 566 453 925 3,221
Muricipal Heat 5908 2,107 2,655 {331) 177 3470 1.815 1.655 734 2,609 1.851 3,686 13,156
Housing Authonty GS 6,254 1.737 2,107 234 804 4,751 2,609 2142 814 3,423 1,899 4,508 13,497
Firm Sales Excl. NGV 426,822 108,546 131,637 13,388 36,479 331,664 256,615 75,049 75,049 331,664 174,989 431,604 1,243,633
NGV 1 - - - - 1 1 - - 1 - 1 4
Interrupuble Sales 41,187 - - 162 62 41,349 39,729 1,620 1.620 41,349 1,680 41,409 13.880
SIS 7.256 - - 110 1i0 7.366 2,338 4,978 4,978 7,368 4978 7.366 17,384
Total 475,266 108,546 131,637 13,660 36,751 330,380 298,733 81.647 81,647 380,380 181,647 480,380 1,274,901
Sub-Total Residential 329,267 80,51 97 661 16,071 33.201 264,747 219,004 45,743 €2,199 281,203 145,027 364,031 1,030,698
Sub-Total Commercial 15.855 21,360 25,904 (2,218) 2,326 2.7 29,585 22732 048 39.766 23,738 53,323 168,707
Sub-Total Industnal 7.975 2,261 2,743 (282) 200 5432 3130 2302 866 3,99 2.020 5,150 14,358
Sub-Total Municipal 7,491 2,657 3,222 (417} 148 4.417 2,287 2130 988 3.275 2,304 4,591 16377
Revenue-Cost Performance Metrics: Present Rates Ravenue-Cost Performance Metrics: Proposed Rates
. Normalized PGW PGW .
Retumor  Indexed Rate  Differential  Revenue-Cost Revenue-Cost Doltar Cross- | Proposed Proposed Retumon  Indexed Rale  Differentisl  Revenue-Cost Dollar Cross-
Rate Base of Retum  Rate of Retumn Ratio Rati Subsidy Base Rate R Rate Base of Reiurn  Rate of Retum Ratio Subsidy
o Increase evenues
(14) {15} {16) (17 {18) (19) (20) (21) (22) {23) (24) {25) (26)

Residentual Non-Heat -3.2% -52.1% 9.2% 69.0% 70.7% {7.381) 2,639 18,076 0.1% 0.8% -14.0% 63% {11,181)
Residential Heat 5.4% B4.2% -1.0% 96.5% 96.8% {9.0759) 66,758 315,068 12.1% 86.0% -2.0% 94% {18,706)
Commergial Non-Heat 13.1% 217 2% T.1% 127.9% 1264% 1.983 4,135 13,220 278% 197.9% 13.8% 141% 3.864
Commercial Heat 13.5% 224.5% 7.5% 132.4% 128.0% 10,568 20,608 63,830 28.2% 2004% 14.1% 145% 19,872
Industrial Non-Heat 21.6% I57.8% 15.6% 156.9% 157.8% 622 590 2,307 36.3% 258.2% 223% 1683% BOY
Industrial Heat 13.8% 230.1% 7.9% 128.0% 129.5% B13 1,255 4,970 26.0% 184.8% 11.9% 133% 1,236
Municipal Non-Heat 147% 244 4% 8.7% 142.1% 133.2% 281 455 1,402 28.9% 205 2% 14.8% 152% 477
Municipal Heat 12.6% 208.5% 6.5% 133.0% 123.2% 861 1,742 5,212 258% 183.5% 11.8% 142% 1,546
Heusing Authority GS 159% 283.0% 98% 138 8% 137.1% 1328 1,758 6,509 28.9% 205.4% 14.8% 144% 2,001
Firm Sales Excl. NGV 6.0% 100.0% 0.0% 100.0% 100.0% - 99,940 431,604 14.1% 100.0% 0.0% 100% -
NGY 0.0% 00% -6.0% - °
Interruptible Sales 11.7% 193.4% 56% 60
GTSIm 28.6% 474.5% 22 6% -
Total 6.4% 106.1% 0.4% 100,000
Sub-Total Residential 4.4% 73.5% -1.6% 84.1% 94 6% {16,456) 69,397 334,144 11.2% 79.4% -2.9% 92% {29,887)
Sub-Tetal Commercial 13.5% 223.3% 7.4% 131.6% 27.% 12,551 24,743 77,060 28.1% 200.0% 14.1% 145% 23,737
Sub-Total Industnal 16.0% 265.7% 10.0% 135.9% 137.3% 1,436 1.845 7.277 28 5% 205.3% 14.8% 141% 2127
Sub-Total Municipal 13.0% 2155% 7.0% 134.9% 125.2% 1,142 2197 6,614 26.4% 187.8% 12.4% 144% 2,023

(1) Exhibit HSG-1; OSBA 2A (Revised): Line 8: Includes USEC at §131.6 miliion.

(2) Exhibit HSG-1; QSBA 2A (Revised); Line 17

{3) Exhibi HSG-65; Original Filing, updated March 30,

{4) Exhibit HSG-1; OSBA 2A {Revised); Line 11

{5) = {4) * {3) - (2} Revenue adjusiments excluding USEC revenue adjustmen!

(6= {1}-(3) + {5) = (1} - (2) + (4) Cust charge, REC charge, Delivery Charge. other revs, excl. USEC adjusiment.
(7) Exhibit HSG-1; OSBA 2A (Revised); Lines 15+ 16.

(8)=(6}-(7)

{9) All non-firm set equal to (8). Net firm cost of capial allocated in propostion 1o rate base, column (13)
(10} = {7) + {3} Cost al present raies assuming retum represents full cost
(11) Total and non-firn return sel equal to present retum plus increase (9) « {20); fim allocated
per rate base (13)
(12} =19« (7)
{13) Extvbit HSG-1; OSBA 2A (Revised), Line 29
(20) Exhibit HSG-7C kne 11 {Filed CCOSS)

PG BRO7 IEc Exhibis {final 1o tis); 4-D Page i of 1 4AIGI2007




EXHIBIT IEc-5

ARITHMETIC IMPLICATIONS OF

THE INDEXED RATE OF RETURN METRIC



Indexed Rate of Return
The indexed rate of return is purported to be a measure of progress toward cost-based
rates in utility regulation. For each rate class, an indexed rate of return is calculated both at
current rates and at proposed rates. If the index for a particular class moves closer to unity at
proposcd rates than at current rates, it is assumed that the class’s revenuces are more in line with
costs at proposed rates. This section of testimony examines the arithmetic implications of this
metric.
The indexed rate of return is defined as the ratio of the class rate of return to the system
average rate ol return. Algebraically, it 1s therefore:
(1) IRR; = [(R-CYRB/[(R-C)/RB]
where:
IRR = Indexed Rate of Return
R = Revenucs
C = Allocated Costs (excluding capital costs)’
RB = Ratc Base
i = Rate Class indicator

t = System Total indicator
Decfine the IRR at current (CIRR) and proposed (PIRR) as follows:

(2} CIRR; = [(R;-C)Y/RB{)/[(R-C)/RB ]

(3)  PIRR; = [((1+B)R-CYRB/((1+B)R-CYRB]
where:

R = Current Rates Revenues

B = Proposed Revenuc Increase Pereent

From a common sense perspective, if a rate class gets the same percentage increase as the
system average (i.c., By = By, the indexed rate of return at current and proposed rates should be
the same. That is, an across-the-board increase in rates should not imply that any progress is
being made toward cost-based rates, nor should it imply that rates arc moving further away from

COsts.

31 Note that income taxes are not explicitly modeled in this analysis, because PGW is a municipal ulility exempt from
income laxes. However, il the income tax rate is the same for cach rate class and system average, it simply drops out
of the indexed rates of returm calculation shown m equation (1}




This issue can be analyzed two ways. First, consider the implications of no change
occurring between CIRR; and PIRR;, regarding the relative magnitudes of B; and B,. That is, if
the indexed ratc of return at proposed rates is exactly the samc as the indexed rate of return at
current rates, what does that imply for the relationship between B; and By

Algebratcally, this gocs as:

(4) CIRR; = PIRR;
substituting
(5)  [Ri-C)/RB{V[(R-C)/RB] = [((1+B)R-C/RBV((1+BYR-C)/RBy]
reducing
6)  (Ri-CH(R-C) = ((1+B)R;-CH((1+B)R,-Cy)
multiplying out

(7)  ((I+BRi-CHR-Cy) = (1+BIR-CHR-Cy)
(8) RiR, ++ BiRiR, - RiC, -BiRiC, -C;R{ +CiC, = R|R; + BRR; - R,C; -BIRC; - CR; + C,C;

simplifying
(N Bi(RiR\-RiC,) = By(RiR; - R ()
(10 BiRi{(R-C) = BR(R-Cy)
(11) Bi = Bi[(Ri-C)Y/R)/[(R-C)/R/]

To interpret this cquation, it is useful to think of the (R-C)/R cxpression as current rates
income as a percent of current rates revenues or a margin percentage; call it M%. That is, itis a
measure of the relative profitability of cach rate class at current rates. In gencral, rate classcs that
exhibit higher margin percentages at current rates are those that provide subsidies to other
classes, and those that cxhibit lower margin percentages are the recipients of the subsidies. The

cquation can then be simplified to:
(12) Bi = Bd{M%:;)/(M%,)

With that simplification, this equation tell us that for the class indexed rate of return to
stay the same, the rate increase for the class must be the system average rate increase multiplied
by the ratio of the M% for the class to the M% for the system.

Thercfore, if a class is already over-recovering its allocated costs, its M% is almost

certainly higher than system average. Under those conditions, for the indexed rate of return to



remain exactly the same, 1t will necd to be assigned a rate increasc above system average.
Morcover, the larger the current rates over-recovery, the larger will be the rate increase for the
class. Similarly, for those classes that are under-recovering allocated costs (with M%; being
below M%,), the rate increase that is necessary to keep the indexed rate of return constant is
below the system average increase. And, of course, the lower the current return for the class, the
greater the discount necessary to simply break even.

Table 5-A attached to this exhibit shows the implications of this analysis for PGW’s
Commercial class. At current rates, the margin percentage for the Commercial class is 43.5
percent, compared Lo a system average of 22.6, a ratio of about 1.92. At current rates, the
Commercial IRR is 223 percent. System-wide, PGW’s $100 million proposed increase translates
into an average percentage revenue increase of 30.1 percent.’? The breakeven analysis indicates
that assigning a 57.9 percent increase (the 1,92 times the 30.1 percent) to the Commercial class
will kecp its indexed rate of return at 223 percent. Any increase below 57.9 percent for the
Commocrcial class will result in a lower indexed rate of retum, and will thercfore imply progress
toward cost-based rates. Thus, PGW’s proposed increase tor the Commercial class of 47.3
percent causes the [RR metric to drop from 223 percent to 200 percent. Thus, the IRR metric
implies that progress is being made toward cost-based rates for the Commercial Class, despite
the fact that it is assigned a rate increase much higher than the system average of 30.1 percent.
The other approach to analyzing the IRR metric is 1o show the implications of an across-

the-board rate increase. That is, set Bi= B, = B. Algcbraically:

(13) CIRR; = [(Ri-C)/RBi)/[(R-C)/RB,]
(14) PIRR; = [({1+B)R;-Ci)/RBJ/[((1+B)R-C)/RB,

by inspection
(15) PIRR; = CIRR;[((1+B)Ri-Ci}/( Ri-C¥/[ ((1+BIR -G (Ri-Cy)]
simplifying and substituting

(16) PIRR; = CIRR;(1+B/M%;)/(1+B/M%,)

¥ I'his value is slightly different from that reporied in Exhibit HSG-7C page | because the current revenues include
“other revenues and adjustments”™ and RCEC revenues, whereas Mr. Gorman excludes those revenues in his
calculation of the percentage increase. These revenues are included in this example w be consistent with PGW's
method for determining class IRR,




This equation then shows that an across-the-board rate increase will cause the IRR to
change between current and proposed rates. For those rate classes whosc margin percentage is
above system average (M%; > M%,), the proposced indexed rate of return will be lower than the
current IRR, despite the fact that an across-the-board increase has been assigned. Converscly, for
rate classes whose margin percentages are below system average, an across-the-board increase
will causc the IRR to risc between current and proposed rates. Thus, the IRR metric will tend to
move closer (o unity for all rate classes using an across-the-board rate increase, despite the fact
that common sense suggests that an across-the-board increasc should be neutral in terms of cost
recovery.

As shown in Table 5-A, this effect can be substantial, For PGW’s Commercial Heat
class, an across-the-board rate increase of 30.1 percent would cause the class [RR to fall from
223 percent 1o 162 percent. Not surprisingly, the IRR metric implies that an across-the-board
increase would result in “ceven more” progress toward cost-based rates for the Commercial Heat

class than the increase proposcd by PGW.

Other Metrics
The tables attached to this exhibit evaluate the following aiternative metrics for
cvaluating progress toward cost-based rates:
» Dollar cross-subsidy;
s Differential rate of return;
* Recvenue-cost ratio;
¢ Normalized revenue-cost ratio.

All four of these metrics are cvaluated using the “breakeven analysis.” That is, the
arithmetic shows what rate increase for cach class will result in no change in the particular
metric. For cxample, for the dollar cross-subsidy metric, a class increasc that is equal to the
system average increase multiplied by the system revenue to rate base ratio divided by the class
revenue to rate base ratio will produce no change in the dollar cross-subsidy between current and
proposed rates. Algebraically, for that metric, the breakeven class increase 1s:

(17) B; = B(R/RB,)/(R/RB;)

The breakeven algebra for the other metrics is reported on the attached tables. Based on

that analysis, it is clear that all of the other metrics are far superior to the indexed rate of return

for cvaluating progress toward cost-bascd rates.




First, the constant dollar cross-subsidy and the differential rate of return methodology
exhibit the identical results from the breakeven analysis. For these metrics, the rate increase
necessary to result in no change in the subsidy metric will generally require the rate increasc for
an over-recovering class to be slightly less than system average. Thus, in the example shown, to
maintain a constant dollar cross-subsidy from the commercial class, it is necessary to assign a
25.9 percent increase which is slightly below the system average increasc.

Sccond, for the non-normalized revenue-cost ratio®® metric, the breakeven analysis
indicates that the ralc increase necessary (0 maintain a constant revenue-cost ratio between
current and proposed rates will be slightly different from the system average increase, depending
on the relationship between costs allocated to the class and rate basc allocated to the class. In the
special case where a class’s allocated costs arc the same as the class’s share of allocated rate
base, a class increase equal to the system average increase will result in no change in the
revenue-cost ratio between current and proposed rates.

Finally, the normalized revenue-cost ratio metric is the most credible of all approaches. If
an across-the-board rate increase is assigned, the normalized revenue-cost ratio remains exactly
the same at current and proposed rates. That is, this approach is most consistent with common
sensc, because an across-the-board rate increase will result in no progress toward cost-based
rates, nor will it suggest that rates are moving farther away from cost-bascd rates. For that
reason, this metric is assigned the greatest credibility for revenue allocation in Section 5 of this

testimony.

* Ihe non-normalized or “simple” revenue-cost ratio at current rates is calculated as the ratio of current rate
reventies to allocated current costs, where the return to capital in current costs incledes only the actual return
provided. In cffcet, that metric tends o understate the actual capital-related costs ol the utility. The normalized
revenue-cost ratio metric {or current rates is based on the ratio of current revenues Lo proposed costs, including the
utility’s proposed return on capital. Because that metric will necessarily be less than unity, the results for all classes
are normalized to equal an average of 100 percent. As shown in the avached arithmetic, this approach produces
common-sense results. Note also that, at proposced rates, the non-normalized and normalized approaches produce the
same values.
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Supporting Calculations for Exhibit iEc-5: Table 5-A
Indexed Rate of Return

$ millions
Current Rates Breakeven Increase Across-the-Board Increase PGW Proposal

Class (i} System (1) Class (i) System (4 Class (i)  System () Class (i)  System (1)
Revenue 52.3 331.7 82.6 431.6 68.1 4316 771 4316
Cost 2986 256.6 296 256.6 298 256.8 296 256.6
Return 227 75.0 53.0 175.0 385 175.0 47.5 175.0
Rate Base 168.7 1,243.6 168.7 1,243.6 168.7 1,243.6 168.7 1,243.6
RoR 13.5% 6.0% 31.4% 14.1% 22.8% 14.1% 281% 14.1%
Indexed RoR 223% 223% 162% 200%
Capital Cost Current 10.2 75.0
Capital Cost Proposed 237 175.0 237 175.0 23.7 175.0 237 175.0
Subsidy $ 12.6 - 29.3 - 14.8 - 23.7 -
Differential RoR 7.4% 17.3% 8.7% 14.1%
Revenue-Cost Ratio 132% 155% 128% 145%
Normalized R/C Ratio 128% 155% 128% 145%
income % of Revenue 43.5% 22.6% 64.2% 40.5% 56.5% 40.5% 61.6% 40.5%
RoR Increase 17.9% 8.0% 9.3% 8.0% 14.7% 8.0%
Revenue Increase 57.9% 30.1% 30.1% 30.1% 47.3% 30.1%

Breakeven Class Increase = System Average Increase ™
Class Income % of Revenue / System Income % of Revenue

Breakeven Algebra:

CIRRi = [(Ri-Ci)/RBi}/f(Rt-Ct)/RBt]

PIRRi = {({1+Bi)Ri-Ci)YRBi)/[{(1+Bt)Rt-Ct)/RBt]
Breakeven at CIRRi = PIRRIi

With a littie algebra, solve for Bi:

Bi = Bt * [(Ri-Ci)/Ri)/[(Rt-Ct)/R1]

This example is based PGW Total and Commercial Heat class,

using values from Exhibit |Ec-5. Note that both revenues and operating

costs exclude USEC and interruptible volumetric charges/costs.

Percentage changes are based on total revenues and not only tariff revenues.

PGW BRO7 IEc Exhibits (final to tIs); 5-A Page 1 of 1 41612007




Industrial Economics, Incorporated Docket No. R-00061931

Supporting Calculations for Exhibit IEc-5: Table 5-B
Doliar Subsidy/Differential RoR

$ millions
Current Rates Breakeven Increase

Class (i)  System (1} Class (i)  System (i)
Revenue 92.3 331.7 65.9 431.6
Cost 29.6 256.6 29.6 256.6
Return 2.7 75.0 36.3 175.0
Rate Base 168.7 1,243.6 168.7 1.243.6
RoR 13.5% 6.0% 21.5% 14.1%
Indexed RoR 223.3% 152.9%
Capital Cost Current 10.2 75.0
Capital Cost Proposed 237 175.0 23.7 175.0
Subsidy $ 12.6 - 12.6 -
Differential RoR 7.4% 7.4%
Revenue-Cost Ratio 132% 124%
Normalized R/C Ratio 128% 124%
Income % of Revenue 43.5% 22.6%
RoR Increase 8.0% 8.0%
Revenue Increase 25.9% 30.1%

Breakeven Class Increase = System Present Revenue to Rate Base/
Class Revenue to Rate Base

Breakeven Algebra:

CSUBi = Ri - Ci - rRBi

PSUBI = (1+Bi)Ri - Ci - (r+d)RBi

Note d = BI"RUVRBt

PSUBI = (1+Bi)Ri - Ci - (r+BtRVRBL)RBi
Breakeven at PSUBi = CSUBI

PSUBI - CSUBI = BiRi - BIRVRBIRBI = ©
Bi = B{RVRBt)/(RI/RBi)

Similarly, for Differential RoR

CDRRi = (Ri - Ci)YRBi - (Rt - CtyRBt

PDRRI = ({1+Bi)Ri - Ci)/RBi - ((1+Bt)Rt - Ct)/RBt
PDRRI - CDRRI = BiRiI/RBi - BIRt/RBt = 0

Bi = B{RURBt)/(Ri/RBI)

PGW BRO7 IEc Exhibits (final to tls); 5-B Page 1 of 1 41612007
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Supporting Calculations for Exhibit I[Ec-5: Table 5-C
Non-Normalized R/C Ratio Example

$ millions
Current Rates Breakeven Increase

Class (i)  System (t) Class (i}  System (i)
Revenue 523 331.7 702 4316
Cost 29.6 256.6 29.6 2566
Return 227 75.0 40.6 175.0
Rate Base 168.7 12438 188.7 1,243.6
RoR 13.5% 6.0% 24.0% 14.1%
Indexed RoR 223.3% 170.9%
Capital Cost Current 10.2 75.0
Capital Cost Proposed 23.7 175.0 237 175.0
Subsidy $ 12.6 - 16.8 -
Differential RoR 7.4% 10.0%
Revenue-Cost Ratio 132% 132%
Normalized R/C Ratio 128% 132%
Income % of Revenue 43.5% 22.6%
RoR Increase 10.6% 8.0%
Revenue Increase 34.1% 30.1%
Breakeven Algebra:
CRCi = Ri/{(Ci+rRBi)
PRCi = (1+Bi)Ri/(Ci + {r+d)RBi)
Note d = Bt*"Rt/RBt
Set CRCi = PRCi
With a little algebra, solve for Bi:
Bi = Bt*(RBI/RB)/((Ci+rRBi)y/Rt)
Note if RBifRBt = Ci/Ct
Bi=B

PGW BRO7 IEc Exhibits (final to tis); 5-C Page 1 of 1 4/6/2007
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Supporting Calculations for Exhibit IEc-5: Table 5-D
Normalized R/C Ratio Example

$ millions
Current Rates Breakeven Increase

Class (i)  System (1) Class (i) System (f)
Revenue 52.3 3317 68.1 4316
Cost 29.6 256.6 29.6 256.6
Return 227 750 38.5 175.0
Rate Base 168.7 1,243.6 168.7 1,243.6
RoR 13.5% 6.0% 22.8% 14.1%
Indexed RoR 223.3% 162.2%
Capital Cost Current 10.2 75.0
Capital Cost Proposed 237 175.0 237 175.0
Subsidy $ 12.6 - 14.8 -
Differential RoR 7.4% 8.7%
Revenue-Cost Ratio 132% 128%
Normalized R/C Ratio 128% 128%
Income % of Revenue 43.5% 22.6%
RoR Increase 9.3% 8.0%
Revenue increase 30.1% 30.1%

Breakeven Class Increase = System Increase

Breakeven Algebra:

CNRCi = {Rif{{Ci + (r+d)RBi)¥(Rt/{Ct+(r+d)RBt))

PNRCi = ({(1+Bi)Ri/(Ci + (r+d}RBD}{(1+Bt)RV({Ct+({r+d)RBt))
PNRCi = (1+Bi)/(1+BHCNRCi

Set PNRCi = CNRCi

Bi =Bt

PGW BRO7 IEc Exhibits {final to tls); 5-D Page 1 of 1 41612007




EXHIBIT IEc-6

IMPLICATIONS OF THE INDEXED RATE OF RETURN METRIC

ACROSS RATE PROCEEDINGS




Impact of Indexed Rate of Return Metric Across Rate Proceedings

Table 6-A attached to this cxhibit demonstrates the fallacy of PGW Witness White’s
argument about making steady progress toward cost based rates by gradually lowering the
indexed rate of return in cach proceeding. It consists of three calculations of the indexed rate of
return for the commercial class:

® At current rates; i.c., going into the current rate proceeding;

* At PGW proposed rates, scaled back to a $60 million overall rate increase; i.e, coming out
of the current rate proceeding;

» At current rates gorng info the next base rates proceeding, assuming that PGW’s costs and
rate base increase such that the PGW rate of return returns to the level it exhibits going
inte the current procecding.

As shown in the left-most two data columns of the table, the class rate of return for the
commercial class at current rates is 13.5 percent, compared to the system average return of 6.0
pereent, implying an indexed rate of retum going into this proceeding of 223.3 pereent.

The middle two data columns show the rate increase proposed by PGW, scaled back to
$60 million. That proposed increase is much larger for the commercial class at 28.4 percent than
it is for the system average of 18.1 percent. As shown, and as PGW has testified, this proposal
has the counter-intuitive cffect of decreasing the commercial class indexed rate of return coming
out of this proceeding to 205.2 percent.  As such, this metric appears to indicate that progress is
being made toward cost-based rates.

However, the last two data columns show the fallacy of PGW’s thinking. In those
columns, | assume that the operating costs and the rate basc for the commercial class and all of
PGW firm sales incrcasc by 18.2 percent.  As shown, this increasc results in a system average
rate of return going into the next procceding of 6.0 percent, cxactly the same as it is going into
the current proceeding. However, the exhibit also shows that the commercial class rate of return
going into the next proceeding will be 16.1 percent, implying an indexcd rate of return of 268.7
percent.

Therefore, on an apples-to-apples comparison basis, PGW'’s proposal for the commercial
class results in an indexed rate of return going into this proceeding of 223.3 percent moving to an
indexed rate of return going into the next procceding at 268.7 percent.

This example also demonstrates why PGW cannot, as PGW’s Mr. White suggests, simply

keep lowering the indexed rate of return in cach proceeding. Although the indexed rate of return



may move closer 1o unity wirhin this proceeding, it will awtomatically move further away from

unity benween proceedings. As such, Mr. White’s argument 1s hopclessly {tawed.
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Indusirial Economics, Incorporated Docket No. R-00061931

EXHIBIT {Ec-6: Table 6-A
Impact of Indexed Rate of Return Across Rate Proceedings

$ millions
PGW Proposed Rates --
Current Rates Scaled Back to $60 mm Next Proceeding

Commercial Firm Sales Commercial Firm Sales Commercial Firm Sales
(1) Revenue 52.3 331.7 67.2 3916 67.2 3916
{2} Cost 296 256.6 296 256.6 35.0 303.3
(3) Return 227 75.0 376 135.0 32.2 88.3
{4) Rate Base 168.7 1,243.6 168.7 1,243.6 199.4 1,470.0
{5) RoR 13.5% 6.0% 22 3% 10.9% 16.1% 6.0%
(8) Indexed RoR 223.3% 205.2% 268.7%

(7) Cost and rate base percent increase for next case. 18.2%

{8) Rate increase in current proceeding 28.4% 18.1%

PGW BRO7 |IEc Exhibits (final to tls); 6-A Page 1 of 1 41612007




EXHIBIT IEc-7

RATE IMPLICATIONS OF PHASING OUT

NON-RESIDENTIAL USEC RESPONSIBILITY
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Industrial Economics, incorporated Cocket No. R-00061931
Exhibit IEc-7
PGW GCR Impact Analysis
Delivery Sub-Total Delivery Average
Volumes Revenue GCR (8 USEC (S GCR Rate Average Total Bill
{mmcf) {5000) per mef) per mcf) {S per mcf) (% per mcf) {$ per mcf)
Residential 38,468.8 300,843 10.1812 2.2985 12.4797 7.8230 20.3027
Commercial 10,203.5 74,734 10.1812 2.2985 12.4797 7.3244 19.8041
Industrial 1,080.2 7,077 10.1812 2.2985 12.4797 6.5518 19.0315
PHA 8§29.7 5,905 10.1812 2.2985 12.4797 7.1173 19.5970
Municipal 1,269.3 6,464 10.1812 2.2985 12.4797 5.0926 17.5723
Total 51,851.4 395,123 10.1812 2.2985 12.4797 7.6203 20.1000
Non-Residential 13,382.6 94,180 10.1812 2.2985 12.4797 7.0375 19.5172
Proposed Sub-Total Average Total Bill
USEC (% GCR Rate GCR Percent Total Bill (S Percent
per mcf) ($ per mcf) Increase per mcf) Increase
Residential 2.5650 12,7462 2.1% 20.5693 1.3%
Commercial 1.5323 11.7135 -6.1% 19.0379 -3.9%
Industrial 1.5323 11.7135 -6.1% 18.2653 -4.0%
PHA 1.5323 11,7135 -6.1% 18.8308 -3.8%
Municipal 1.5323 11.7135 -6.1% 16.8062 -4.4%
Total 2.2985 12.4797 0.0% 20.1000 0.0%
Non-Residential 1.5323 11.7135 -6.1% 18.7510 -3.9%

Sources:

Volumes/Delivery Revenue: HSG-6T (PGW Proposed Rates, including customer charge revenue)
GCR/USEC: 53.64(a) Sch. 9, Docket No. R-00072110
Note: Sub-total GCR Rate is the rate that is adjusted in a GCR proceeding, including the GCR and USEC.

PGW BRO7 IEc Exhibits (final to tls); 7-A Page 1 of 1 4/6/2007
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REBUTTAL TESTIMONY OF ROBERT D. KNECHT

Overview
Mr. Knecht, plcase state your name and briefly describe your qualifications.
My namec is Robert D. Knecht. 1 submitted dircct testimony earlier in this proceeding,

and my qualifications were presented in Exhibit [Ec-1 attached to that testimony.

What issues do you address in this rcbuttal testimony?

This testimony provides my analysis of the cost allocation and revenue allocation
recommendations offered by Mr. Joseph Kubas on behalf of the Office of Trial Staff
(*OTS”) and Mr. Richard Galligan on bchalf of the Office of Consumer Advocatc
(**OCA™). In addition, I respond to various proposals offcred by Mr. Parisi on behalf of
Interstate Gas Supply, Inc. (“1GS”) with respect to promoting competition in gas supply

in PGW’s scrvice territory.

Pleasc summarize the conclusions from your analysis.

In summary, my conclusions are as follows:

e The Commission should not adopt the cost allocation methodology used by Mr.
Kubas in this procceding, because it (a) improperly includes non-base ratcs costs, (b)
inaccurately assumes that Commission precedent precludes classifying mains costs
into both demand and customer components, (¢) miscalculates the average-and-cxcess
(“*A&E"™) demand allocator, and (d) fails to adjust all of thc allocation factors to be

consistent with his adjusted volume assumptions.

e The Commission should not adopt the cost allocation methodology used by Mr.
Galligan in this procceding, because it {a) improperly includes non-basc rates costs,
{(b) incorrcetly assumes that there are no scale cconomics in mains costs associated
with larger customers, and (c¢) incorrectly assumcs that mains are sized primarily on

the basis of annual throughput rather than on the basis of peak demand.

o Mr. Kubas corrcctly recognizes that his cost allocation methodology, like the one filed

by PGW, implies that PGW’s revenue allocation is hopelessly flawed.  Mr, Kubas
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offers a first dollar relict (“FDR”) proposal that is reasonably similar to the one |
presented in my direct testimony. As such, 1 conclude that Mr. Kubas’s FDR
proposal is reasonable if the Commission sets PGW’s overall base rate increase at or

below $70.3 million.

Mr. Galligan’s proposal for the average rate increase for the residential class is not
consistent with cven his own cost allocation study, much less with the studies
submitted by PGW. Moreover, Mr. Galligan does not offer an alternative revenue
allocation proposal for all rate classes to reflect his revised cost allocation
methodology; he concludes only that PGW’s proposed residential class increase is
rcasonable. However, his recommendation implicitly requires that the non-residential
firm sales customers provide cnormous and increasing cross-subsidics to interruptible
sales, transportation and residential customers. As such, his recommendation 1s not
consistent with any cost of scrvice analysis presented in this procecding, and it is

particularly inequitable to the non-residential sales customer classes.

Mr. Parisi’s recommendation that PGW credit nonc of its capacity release revenues
and ofl-system sales margin to GCR customers is not consistent with sound
ratemaking, nor is it consistent with the “level playing ficld” for gas supply

competition that Mr. Parist advocates.

Mr. Parisi’s rccommendation that PGW invest in a new billing system to promotc
competition should not be adopted until IGS or other competitive natural gas
supplicrs (“NGSs™) credibly demonstrate that they can overcome the substantial other

impediments to retail competition that currently exist at PGW.

Mr. Parisi’s rccommendation that an arbitrary percentage of PGW’s customers be
transferred to alternative NGS scrvice should be rejected unless (a) the NGSs
demonstraie that remaining PGW GCR customers would not be saddled with stranded
costs, and (b) the NGSs to whom such customers would be assigned can credibly

demonstrate that they provide gas supply at rates that are at or below PGW’s GCR,

(]
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How is your rcbhuttal testimony organized?

Section 2 addresses the issue of revenue allocation, Section 3 addresses cost allocation

issucs. Scction 4 takes on the IGS proposals regarding competition.

Revenue Ajlocation

Mr. Knccht, before we get into the cost allocation details, let’s take on the revenue
allocation issue. In your direct testimony, you indicated that the revenue allocation
problem was more related to the constraints of gradualism than to the differences
ameong cost allocation methodologies. Do the analyses presented by Moessrs.
Galligan and Kubas bear out that conclusion?

Yes they do. There is remarkably little difference in allocated costs for the major firm
sales customer classes among the various cost allocation methodologies submitted 1n this
proceeding. 1 have summarized the class rates of return (at present rates) for cach of the
methods relied upon in this proceeding in Table IEc-R1 below. As shown, cvery study
shows that all non-residential firm sales customer classes produce rates of return well
above system-average, and that the residential class is the benceficiary of a substantial
subsidy. The only material difference is that the cost allocation studics relied upon by
Mr. Galligan and Mr. Kubas imply that the rates of return for the interruptible sales and
GTS/IT rate classes are substantially Jower than those implicd by PGW’s mcthodology.
However, as 1 cxplained in my direct testimony, PGW has very little latitude for
increasing the rates that it currently charges to cither interruptible sales or GTS/IT
customers, becausc those rates must reflect market conditions. Therefore, shifting costs
to the interruptible sales or GTS/IT rate classes in the cost allocation study would not
reduce the burden on firm sales customers -- it would simply mean that PGW would nced

to increase the subsidics provided from the firm sales rate classcs.'

Thus, for practical revenue allocation purposes, all of the cost allocation studies provide
the same directional price signal; rates for the residential class should increase by more
than system average, and rates for the non-residential classes should increase by less than

system average, or nol at all,

Some utilities, such as T.W. Phillips, formally reallocate the cross-subsidy from customer ¢lasses whose rates arc
set by market conditions.



Table 1Ec-R1
® Comparison of Cost Allocation Study Results
Class Rate of Return at Present Rates
POGW PGW Base Galligan Kubas
Bundled Ratcs (OCA) (OTS)
(OSBA)
° Residential 4.1% 4.4% 4.9% 4.6%
Commerciai 12.6% 13.5% 11.8% 12.0%
Industrial 14.5% 16.0% 13.1% 12.4%
Municipal 9.5% 13.0% 9.3% 8.7%
Housing Authority 13.7% 15.9% 13.9% 13.3%
o Firm Sales 5.6% 6.0% 6.3% 6.0%
Interruptible Sales 4.2% 11.7% 1.9% 3.3%
GTSIT 19.9% 28.6% -0.8% 7.9%
Total 5.8% 6.4% 5.8% 5.8%
® Sources: Exhibit HSG-1 (revised), 1Exhibit [Ec-4 Table 4A, OCA Statement No. 3, Exhibit
RAG-1, OTS Exhibit 3 Schedule 4.
Note: PGW's unbundled study has a slightly higher system average rate of relurn because
PGW incorrectly functionalizes some rate base to the GCR, as discussed in my direct
estimony,
L
| Q. Does Mr. Kubas’s revenue allocation proposal recognize these cost signals?
2 A. Yes it docs. Mr. Kubas proposcs to move rates closer to allocated costs with an FDR
3 mechanism. As | explained in my dircct testimony, the FDR mechanism begins with
4 PGW’s proposcd rate increase for each class at the full proposed $100 million base ratc
5 increase, and then assigns the first “X” dollars in any reductions from that increase to a
6 specific ratc class or set of classes. Mr. Kubas’s FDR proposal assigns the first $28.345

7 million in any reduction as an offset to the rate increases for the Commercial, Industrial,

8 and Housing Authority ratc classes.” If the Commission reduces PGW’s base rates

9 revenue increasce below $71.655 million, Mr. Kubas’s proposal will assign a zcro rate

> ) increcasc to those three rate classes. Mr. Kubas then proposes that the next $1.317 million
11 in any reduction to PGW'’s proposed increasc be assigned to the Municipal rate class,

2 The $28.345 million consists of the $3.426 million associated with incremental margins from additional residential
heating custoners and the $24.919 million in the FDR scaleback. Sce OTS Statement No. 3, pages 21 and 24.
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which represents about 60 percent of that class’s proposed increase.’ Any further
reductions from PGW’s proposed increase would be shared proportionally among the
Residential and Municipal rate classes. Mr. Kubas does not propose that any adjustments
be made to PGW’s very modest proposcd customer charge increascs for Interruptible
Sales customer classes.  Note that Mr. Kubas’s proposal will not result in base rate

reductions for any ratc class.

How does Mr. Kubas’s FDR proposal compare with the FDR proposal presented in
your direct testimony?

Despite the fact that he relies on a very different cost allocation methodology, Mr,
Kubas’s FDR proposal is rcasonably similar to mine. In gencral, Mr. Kubas’s proposal is
a littlc more aggressive than minc in providing relief to some ratc classes, in that he
proposes that the magnitude of FDR be $29.7 million, compared to the $27.0 million
presented in my dircct testimony. In addition, Mr. Kubas’s proposal is different from
mine in that he does not assign the Municipal class a proportionate share of the FDR,
whercas | did. (This difference is primarily due to cost allocation diffcrences, since Mr.
Kubas’s mcthodology assigns proportionately higher costs to the Municipal class -- scc
Table IEc-R1.) And finally, Mr. Kubas’s proposal will result in zcro rate increascs for
the other non-residential firm sales rate classes at an overall incrcase below $71.6

million, whereas my approach retains modest rate increases for those classes.

A comparison of Mr. Kubas’s proposal with my FDR proposal, at an overall basc rates

increase of $60 million, is shown in Table IEc-R2 below.

* Note that this proposal is directionally consistent with Mr. Kubas's cost allocation study, which indicates that the
Municipal class’s rate of relurn is somewhat lower than that of the other non-residential firm sales rate classes.



Table IEc-R2
Comparison of FDR Revenue Allocation Proposals
$60 Million Basc Rates Increase
Rate Increase $000 Percent Tariff Increase

Kuecht Kubas Knecht Kubas
Residential 57,028 59,189 24.6% 25.6%
Commuercial 2,359 0 4. 7% 0.0%
Industrial 176 0 3.4% 0.0%
Municipal 209 751 4.9% [7.6%
Housing Authority 168 0 4.0% 0.0%
Firm Sales 59,940 59,940 20.3% 20.3%
Interruptible Sales 60 60 NM NM
GTs/IT 0 0 NM NM
Total £60,000 $60,000 NM NM
Sources: Exhibit IEc-4, Table 4-C; FDR reductions from OTS Exhibit No. 3, Schedule 8
plus proportional scaleback 1o $59,940,000 for firm sales rate classcs.

What do you conclude from your review of Mr. Kubas’s proposal?

Mr, Kubas’s revenue allocation proposal is reasonably consistent with moving toward
cost-based rates under any cost allocation study filed in this proceeding, if the overall
approved ratc incrcase is at or below $70.3 million. For the reasons dcetailed in my dircet
testimony, if the rate incrcase is substantially higher than $70.3 million, the FDR

approach is inferior to my “full revenue requirement’” recommendation,

Let’s turn to Mr. Galligan’s testimony. What is his proposal for revenue allocation?
Mr. Galtigan does not offer a revenuc allocation proposal. He opines only that PGW’s
proposed rate increase for the Residential class is rcasonable, based on the results of his

class cost of service study (“CCOSS").

Is Mr. Galligan’s conclusion reasonable?

Na it is not. Based on his own CCOSS, the average Residential class rate of return at

present rates is 4.9 percent, compared to a system average rate of return of 5.8 percent.
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PGW’s proposcd base rate tariff increasc for the Residential class (at the $100 million
overall increase) is 30.0 pereent, compared to a system average of 33.9 percent. That 1s,
Mr. Galligan argues in favor of assigning a class (i.e., Residential) with a bclow-average
ratc of rcturn a rate increase that is below system average. As | explained in my direct
testimony, in PGW’s proposal (endorsed by Mr. Galligan), the cross-subsidy to the

Residential class gets larger, and rates have moved farther away from allocated costs.

In addition to this obvious point, Mr. Galligan’s approach to this issuc includes a more
insidious problem. In PGW’s cost allocation mcthodology, the interruptible saies and
GTS/IT customer classes exhibit revenues that exceed allocated costs at present rates, by
aboul $4.6 million, and at proposcd rates, by about 52.2 million. However, in Mr.
Galligan’s cost allocation methodology, the revenucs from these classes vastly under-
recover allocated costs, by $6.0 million at present rates and $13.9 million at proposed
rates. In effect, Mr. Galligan’s cost allocation mcthodology results in a vast shift of costs

to the interruptible sales and GTS/IT rate classes.

Unfortunately, as | explained in my direct testimony, PGW has no reasonable way to
raise the rates for these classes. Morcover, Mr. Galligan docs not make any specific
proposal in that respect, nor docs he offer any cvidence that PGW would be able to
impose such an increasc. Thus, when Mr. Galligan concludes that the rate increasc for
the residential class is reasonable, he implicitly requires that the non-residential firm saics
customers absorb the large and growing subsidies to the interruptible sales and GTS/IT

customers as well as the large and growing subsidies to the residential class.

Table 1Ec-R3 below shows the cross-subsidy implications of PGW’s rate increase
proposal at present and proposed rates, if Mr. Galligan’s CCOSS methodology is
adopled. Note that a negative number in the subsidy column of this table implics that the

ratc class is receiving a subsidy, and a positive number indicates that the rate class is

providing a subsidy.
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Table IEc-R3

Implications of OCA CCOSS Methodology and PGW Revenue Allocation
On Rate Class Dollar-Value Cross-Subsidies

Tariff Rate Increase | Subsidy at Present | Subsidy at Proposed
% Rates $000 Rates $000
Residential 30.0% (9,693) (14,267)
| Commercial 49.5% 12,325 22,541
Industrial 35.3% 1,348 1,876
Municipal 50.5% 753 1,437
Housing Authority 42.4% 1,264 1,913
Firm Sales 33.9% 5,997 13,500
Interruptible Sales NM (1,483) (4,114)
GTS/IT 0.0% (4,512) (9,384)
Total NM 0 0

Source: OCA Siatement No, 3, Exhibit RAG-1; [Ec caleulations,

Note: In preparing a cost allocation study for OCA, PGW inexplicably modified its revenue
allocation proposal 1o reduce the rate increase for residential customers and to increase it for other
customer classes. As that did not appear 1o be Mr. Galligan’s intent, I re-estimated the subsidies
at proposced rates based on PGW's original deficiency allocation. Thercfore, both the tariff rate
increases and subsidy at proposed rates are based on PGW s original revenue allocation proposal,
and they arc therefore different from those reported in the PGW IR response. IfPGW's revised
proposal were adopted along with the cost allocation change, the cross-subsidies from the non-

residential {irm sales customers would all be worsc,

As Table [Ec-3R shows, cven if Mr, Galligan’s CCOSS mecthodology is adopted by the
Commission, his proposed ratc increasc for the Residential classes results in an incrcasc
in the cross-subsidy to those classes of some $4.6 million, from $9.7 million to $14.3
million. This, of course, implics that rates arc moving further away from costs. Of cqual
importance, however, Mr. Galligan’s cost allocation mcthodology also implies that the
Interruptible Sales and GTS/IT transportation customers are subsidized by somc $6.0
million at present rates, Unless Mr. Galligan can offer a proposal for increasing the rates
for those classes, it must be assumed that the subsidics to those classes will rise to $13.5
million at PGW’s proposed revenue requirement, and that the non-residential firm sales

classes will be required to provide the entire $13.5 million.

Therefore, even relying on the OCA CCOSS methodology, Mr. Galligan implicitly

proposcs that the subsidy from the non-residential firm sales rate classes, to the
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residential and GTS/IT classes, rises from a current-rates level of $15.7 million to $27.8
million. 1t must therefore be concluded that Mr. Galligan docs not agree that cost of

service is the polestar criterion for revenue allocation.

Cost Allocation

Let’s turn to the issue of cost allocation. In your direct testimony, you explained
why PGW’s “bundled” approach to preparing a CCOSS was not appropriate for
deriving distribution base rates in this proceeding. Do Messrs. Galligan and Kubas
rély on unbundled CCOSSs?

No they do not. Both of thesc witnesses include GCR-related costs in their cost
allocation analyses, and both witnesses use a cost allocation methodology for GCR costs
that 1s not consistent with the volumetric methodology used to derive rates in PGW's gas
cost proceedings. As | explained in my direct testimony, the allocation of GCR-related
costs should not influence the development of basc rates.* For that reason, the CCOSSs
relied upon by Messrs. Kubas and Galligan are not appropriate for revenue allocation in

this proceeding.

Both Messrs. Galligan and Kubas argue that PGW incorrectly classifies a portion of
its mains costs as customer-related. Before you address the details of their
arguments, please explain why PGW’s proposal to include a customer component in
its mains classification is reasonable.

I believe that PGW's proposal is reasonable for a number of reasons.  First, it is
consistent with cost causation. Sccond, the methodology results in a common-sense
recognition of the cconomies of scale of scrving larger customers.  Third, the
methodology used by PGW for classifying mains costs i1s consistent with industry
practice.  Fourth, it represents a “middle ground” approach among the competing

mecthodological alternatives.

* Counsel advises that this principle is consistent with the recent Commonwealth Court decision in Lfoyd, which
states, “Section 2804(3) of the Competition Act mandates rates for services as unbundled charges for transmission,
distribution and generation and requires that rates and rate structurcs be sct for each service primarily on a cost-ol-
service studv.” See Liovd v. Pennsylvania Public Utility Commission, 904 A.2d 1010, 1020 (Pa. Cmwith. 2006),
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Please explain what you mean by PGW’s mecthod being consistent with cost
causation.

Cost allocation analysts gencerally agree that the most important principle for allocating
costs is lo assign them to the customer classes which cause those costs to be incurred.
For cxample, the costs associated with cach meter can be assigned directly to the

customer at which the meter is installed, based on utility plant records.

However, for cost categories and facilitics that apply to morc than onc rate class, the
allocation of costs is less obvious. The object of a cost allocation analysis 1s to identify
the factor or factors that cause the costs to be incurred, and then to distribute the costs
among ratc classes based on cach class’s contribution to each of thosc factors. These
steps arc generally referred to as the classification and aflocation of costs. For example,
purchased gas costs arc generally deemed to be incurred in proportion to the volumes of
gas purchascd, and therefore these costs are typically classified as commodity-related,
and then allocated among rate classes in proportion to cach class’s gas commodity

purchases.

In the casc of gas distribution mains, scveral factors contribute to cost causation. When it
constructs a gas distribution system, the NGDC must accomplish two goals.  First, it
neceds 1o interconneet every customer in the network with an upstream gas transmission
pipeline (or other gas supply source). Sceond, it needs to design the system such that the
capacity of the mains is sufficient to meet the peak demands of customers under extreme
weather and other maximum demand conditions.  [n essence, the cost of mains is
significantly affected by two factors: the overall length of the mains needed 1o
interconnect all of the customers and the size of the mains needed to mect peak demands

downstream of each main.

Becausce it is difficult to cxactly link the length of mains cost driver to specific rate
classcs, many rate analysts use number of customers as a proxy for the length of mains.
As a general rule, over the historical period when the gas distribution network was

constructed, the overall length of the distribution system necded to grow to interconnect

10
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new customers. Thus, it is rcasonably common for cost allocation analysts to classify

mains costs into both peak demand and customer components.

Can you explain what you mean by PGW’s method being consistent with a
common-sense understanding of ecconomies of scale?

The cconomist’s concept of “cconomics of scale” is that it is often less cxpensive, per
unit of demand, to serve a large customer than to serve a small customer. For that rcason,
many prices in both regulated and unregulated markets include volume discounts. A
similar situation applies to distribution mains. It is very likely that an NGDC will nced to
install many more feet of distribution main to scrve 50 residential customers, cach with a
design day demand of 1.5 Mcf per day, than it would to serve one commercial customer
with peak demand of 75 Mcf per day. Therefore, it will cost the NGDC more, per unit of
peak demand, to serve the 50 residential customers than to serve the onc commercial

customer.

The methodology adopted by PGW, in which mains costs arc classified into demand and
encrgy components, recognizes these cconomies of scale. Table 1Ec-R4 below shows an
illustrative example of how the scale cconomics are recognized, based on PGW’s
classification of mains costs into 75 percent demand and 25 percent customer
components. (The other figures in the example are loosely based on PGW’s firm sales

customer classes, split between residential and non-residential customers.)

In the example, the average demand for the larger customers is about 4.5 times the
demand for the smaller customers. Thercfore, while the small customer class represents
about 90 percent of the total customer count (450,000 of 500,000), it is responsible for 67
percent of the peak demand (540,000 of 810,000).

By splitting the $540 million in mains costs into a 25 percent customer component and a
75 percent demand component, the average cost per unit of demand (shown in line 8) is a
little above system average for the small customer class and somewhat below system
average for the larger customer class. This lower cost per unit of demand reflects the

economies of scale of serving the larger customers. Of course, on a per-customer basis,
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the costs for the larger customers are much higher than the cost for smaller customers,

reflecting the fact that most of the mains costs arc causally related to peak demand.

Table IEc-R4
Mains Cost Classification Example
Small Larger Total
Customers Customers
(1) Number of Customers 450,000 50,000 500,000
(2) Pcak Demand/Customer (Mcf/day/Cust) 12 5.4
(3) Peak Demand (Mcf/day) 540,000 270,000 810,000
(4) Mains Costs (Smim) $540.0
(3) Customer Component @ 25% 31215 $135 £135.0
(6) Demand Component @ 75% $270.0 $135.0 $405.0
(7) Allocated Cost ($mm) $391.5 $148.5 $540.0
{8) Unit Cost ($ per Mcf/day) $725 $550 $667
(9) Cost per Customer ($/customer) $870 $2,970 $1,080
Notes:
(1), (2). (3) Example assumptions
(3) =()*(2)
{5) = 25% * (4), allocated per (2)
(6) = 75% * (4), allocated per (3)
(7)={5)+ (6)
(8)y=(N)1(3)
=0
Q. Is it common practice for NGDCs to classify mains costs into both demand and
custonier components?
A. There is, of course, no standard practice for classifying mains costs, and there is some

diversity among NGDCs and regulators regarding the methodologics chosen. With that
caveat, however, the approach put forth by PGW is well within industry norms. [n its

text, Gas Ratec Fundamentals, the American Gas Association (“AGA”) indicates

distribution mains have both a pcak demand and customer component.” That text details

the cost causation rationale as follows:

The closer a plant item (c.g., a meter and scrvice line) is located to a
customer, the more that particular item is related to the specific

* Gas Rate Fundamentals, Fourth Edition. American Gas Association, 1987, Sce Table 7-4 at page 142 and the

example cost allocation study at page A-17. The implied demand/customer classification split for joint-use
distribution mains in the AGA sample study is 68 percent demand, 32 percent customer.,

12
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requirements of that customer. Thus, the customer component of
distribution costs reflects the theoretical distribution system that would be
needed 1o serve customers at nominal or minimal load conditions.®

In addition to AGA, NARUC’s “Gas Distribution Rate Design Manual” recognizes that
segregating mains costs into demand and customer components is onc of the standard
classification methodologies used in the industry. Morcover, in its cost allocation
example, the NARUC manual splits distribution mains costs into 80 percent demand, 20

pereent customer components.7

In addition, some Pennsylvania NGDCs usc a demand-customer classification split for
mains costs. PGW has used it in past filings, and therefore its proposal in this procceding
does not represent a departure from past practice. Of the other NGDCs in my experience
in Pennsylvania, 1 observe that PG Energy (now UGI Pcnn) and NFGD present cost
allocation analyses in their base rates filings that include a customer component for mains

classification, while PPL Gas does not.*

Morcover, the issue of cost classification applics also to the clectric distribution plant,
where similar arguments are madc both in support of and opposed to demand-customer
classification splits.  For cxample, in the last PPL Electric base rates case, the
Commission generally relied on a cost allocation study that vsed a “minimum system”

. . Lo . . [
approach for classifying distribution costs into customer and demand components.

Q. What are the various mecthods usced for classifying mains costs inte demand and

customer components?

“Id., page 136.

7 National Association of Regulatory Utility Commissioners, “Gas Distribution Rate Design Manual,” 1989, page
46.

¥ Note that NFGD includes Tour different cost allocation analyses in its filing, two of which include a demand-
customer classification split and two of which do nol.

’ Opinion and Order, Pennsylvania Public Utility Commission, Docket No. R-00049255, entered December 22,
2004, pages 81 10 82. Note also that the Commission more explicitly approved the use of cost allocation studies that
included demand-customer classification splits for cleciric distribution, at Docket No. R-00922378 (pages 198-202)
for West Penn Power and Docket No. R-00943271 (pages 193-198) for Pennsylvania Power & Light Co.
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In my cxperience, there are three general approaches, which range from the lowest to the

highest customer components:
100 Percent Demand --> Zero-Intercept Method --> Minimum System Method

The 100 percent demand method, of course, assumes that there is no customer component

to mains costs. By definition, this method produces the lowest customer component.

At the other extreme, in the minimum system method, the customer component of mains
costs is determined by calculating the cost of constructing the entire distribution network
using the smallest diameter main that is currently being installed in the system. Thus, for
example, the customer component of costs would be calculated based on the cost of
installing a 2-inch main throughout the entire distribution system. Of the methods in usc,
this approach produces the highest customer component of costs. [t 1s, however, often
criticized because the minimum system has some foad-carrying capability, and thercfore

implicitly has a demand component to it.

The zero-intercept method produces a customer component of costs that lies between the
two extremes. 1t is similar in concept to the minimum system method, except that it is
based on a “zero-diameter” pipe being uscd as the minimum system. The calculated cost
ol a zcro-diameter pipe is based on a statistical relationship between mains diameter and
cost. By using a zero-diameter pipe as the minimum system, the complaint that the

minimum system retains load carrying capability is climinated.

What approach does PGW propose in its filing?

In its filing, PGW proposed to usc a judgmental cost classification split at 25 percent
customer, 75 percent demand bascd on the cxpericnee of its experts. PGW provided
additional support for that proposal in its responses to OSBA-I1-20 and OSBA-111-80, in
the form of both zero-intercept and minimum system analyses. In those responses, PGW
calculated a zero-intercept customer component of costs between 21 and 27 pereent, and

a minimum systcm customer component of costs between 47 and 55 percent of costs.
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Thus, I conclude PGW’s proposal in its filed CCOSS for a 25 percent customer
component represents a reasonable miuddle ground among the various methods of

classifying mains costs.

Mr. Kubas asserts that including a customer component in mains cost classification
is inconsistent with the Commission’s decision involving a water utility at Docket
No. R-00932670. 1s hc correct?

No he is not, The decision referenced by Mr, Kubas relates to rate design, not cost
allocation. In particular, the issue in that matter rclated to whether a utility should be
permitied to include certain costs that arc classified as customer-related in the cost
allocation study as part of the cost basis for the monthly customer charge in the tariff.
That is, the issuc in that case focused on the rate design implications for certain indirect
costs that were properly classified as customer-related in the cost allocation study. It
addressed only whether it was or was not reasonable to consider those cosis for setting

the customer charge, and did not address cost allocation issucs.

[n addition, it is uscful to note that the Commission’s decision in that case cited the use of
the “basic customer method” for setting the customer charge for clectric utilitics. As |
mentioned carlier, the Commission has cxplicitly relicd on cost allocation studies for

clectric distribution costs that use a minimum system classification approach.

Therefore, the case cited by Mr. Kubas might be rclevant for deciding whether the
customer component of mains costs should be included in PGW’s monthly customer
charge. However, it is not relevant for determining whether or not there is a customer

component to mains costs.

Mr. Kubas also indicates that “the quantity of and investment in mains docs not
change significantly if onc customer joins or leaves the system.” Does that
conclusion support his cost classification methodology?

No, it does not. First, Mr. Kubas appears to be applying a marginal or incremental cost
allocation mecthodology, by focusing on the incremental cost of adding or dropping a
customer from the existing system.  In my experience, the Pennsylvania Public Utility

Commisston docs not use marginal cost analysis for cost allocation. Cost allocation



analyses in Pennsylvania are generally embedded cost allocation analyses, in which all
historical book costs are allocated among the rate classes. Therefore, the question 1s not
whether current changes in the customer count will causc costs to change now; the
question is whether changes in the customer count over the long term have affected the
overall size and cost of PGW’s network., And, as | cxplained carlier, the answer to that

question is “'yes.”

Sccond, Mr. Kubas ignores the fact that most mains costs arc fixed in the short run, and
arc therefore not related to any causation factor. For cxample, it can be said with equal or
perhaps ¢ven greater accuracy that “the quantity of and investment in mains docs not
change significantly if demand on the system increases.” Under Mr. Kubas’s logic,
mains costs could therefore not be classified as demand-related, as commodity-related or
as customer-rclated. Unfortunately, the embedded cost allocation methodology requires
that thesc costs be classified and allocated. As such, Mr. Kubas’s logic is not appropriatc

in an embedded cost jurisdiction such as Pennsylvania.

Mr. Kubas also argues that “the cost of mains cannot be assigned to one specific
customer.” [s that reason to reject PGW’s method?

No it is not. The issuc is not whether a specific length of pipe is assigned to a specific
individual customer; the issue is whether system-wide mains costs are, in part, causally
related to the number of customers served. This principle is, in fact, supported by the
very casc that Mr. Kubas uses as precedent. In that case, certain indirect costs that were
not dircctly associated with individual customers were classified as customer-related in
the cost allocation study. These costs did not represent specific picces of cquipment
related to individual customers -- they related to general plant costs that were decmed to
be causally rclated to the number of customers on the system. Thus, even using Mr.
Kubas’s citation, the Commission has recognized that costs can be classified as customer-

related without necessarily being assigned to individual customers.

At page 10 of his testimony, Mr. Galligan presents a citation from Principles of

Public_Utility Rates in support of his contention that mains costs do not include a

customer componcnt. Can you respond to Mr. Galligan’s assertion?

16
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First, 1 notc that the quotation presented by Mr. Galligan relates to electric distribution
systems.  As | noted carlier, the Commission apparently does not agree cither with
Professor Bonbright or Mr. Galligan’s interpretation thereof, in that it has rclied on cost
allocation analyses that incorporate customer-demand classification splits for electric

distribution costs. Second, Principles of Public Utility Rates provides scant cvidence in

support of the allegation that clectric distribution costs are not causally related to the
number of customers, relying only on a 1980 article in Public Utilitics Fortnightly.'®
That analysis has little relevance to PGW in 2007. Third, being a good cconomist,
Professor Bonbright concludes that while a customer component may not be consistent
with cost causation, he provides no recommendation for how thesc costs should be
classified. Hc most certainly does not adopt Mr. Galligan’s recommendation, which is to
arbitrarily classify these costs as commodity rclated. In fact, being a proponent of
marginal cost methods, he concludes that these costs should not be classified into any
causation category. As such, his recommendation is not consistent with the cmbedded

cost allocation method used in Pennsylvania.

Finally, 1 note that Mr. Galligan excluded one observation from that section of the

Bonbright text, in which the authors admit:

In actual practice, the vast majority of utilitics utilize some form of
minimum system lo classify costs, which is in linc with the FERC
accounts.'’

Thus, it can be inferred that most utilities belicve that distribution costs are, in fact,

causally related to both peak demands and numbers of customers on their systems.

Mr. Galligan argues that mains costs cannot have a customer component because
PGW is not required to connect a customer who uses littlc or no gas. Does this

argument justify excluding a customer component?

'* Principles of Public Utility Rates, Second Edition, Bonbright, Daniclsen, Kamerschen, Public Utility Reports,

pages 490-492, 1988, Note that | rely on the second edition, and Mr. Galligan’s quotation apparently comes from
the lirst edition. The sccond cdition contains a very similar quotation,

"1d.. page 492,

17
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Of course not. PGW would not install either a service line or a meter to a customer who
used no gas, yet Mr. Galligan’s CCOSS rccognizes that both services and meters costs

are related to the number of customers.

Consider a different example, by applying Mr. Galligan’s logic to the purchase of an
automobile.  Obviously, no one would purchase an automobile if he did not intend to
drive it anywhere. Following Mr. Galhigan’s logic, the price of that car should therefore
be based on the number of miles that the car will be driven, rather than on the cost of the

car.

At a conceptual level, the issue is whether the number of customers has a causal ctfect on
cost incurrence. One way to evaluate this issue is to ask two questions. First, all other
things being equal, will increases in the demand for gas with no increases in the number
of customers cause the NGDC to incur higher costs? The answer to that question is
clearly aftirmative, because the NGDC would need to install larger diameter mains to
serve the higher peak loads. The second guestion is, will increases in the number of
customers with no increase in overall demand cause the NGDC to incur higher costs?
Again, the logical answer is yes, since the NGDC would need to extend the distribution

system to scrve the new customers,

Thus, it is not unrcasonablc to recognize that mains costs arc causally related o both

demand and to the number of customers.

Let’s turn to the issuc of allocating mains costs. What are the various positions of
the experts in this proceeding?

As [ discussed above, in the classification stage of the CCOSS, the cost allocation analyst
determines what portion of the mains costs should be classified as “demand-related” and
what, if any, portion is “customer-related.” Thesc clussified costs must then be allocated
to cach ratc class. While it is relatively simple to allocate the customer-related costs,
there arc various methods that may be used to allocate the demand-related costs. Three

different methods arc on exhibit in this procecding.
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in 1ts CCOSS, PGW proposes to allocate the demand-related costs in proportion to class
design day demand. The logic of this approach is relatively simple -- PGW must sizc its
distribution mains in order to accommodate design day demands, and therefore design

day demand is the cost causation factor.

Mr. Kubas proposes to use a variant of the “average & cxcess” (“A&LE") allocation

methodology described in AGA’s Gas Rate Fundamentals text for the demand

component of mains costs. The A&E method is a hybrid allocation mecthodology,
consisting of an “average demand” component and an “cxcess demand” component. Mr.

Kubas proposcs a 50/50 weighting of these components.

Mr. Galligan proposes to use a “‘peak & average” (“P&A™) allocation methodology. The
P&A method is also a hybrid allocation methodology, consisting of an “average demand”
component and a “peak demand” component., Mr. Galligan proposes an 80 percent

average, 20 perecent peak weighting scheme,

Are the A&E and P& A methods similar?

Despite the similarity in names, it is very important to recognize that they arc not. In
practice, particularly for natural gas utilities, the A&E method will usually produce
results that are much closer to the results of a peak demand method (such as that used by

PGW) than to the P&A method (such as that used by Mr. Galligan).

Why does the A&E method producc a result that is similar to a peak demand
method?

Remember that the A&E allocator represents a weighting of an average demand
component and an excess demand component, wherc excess demand represents peak
demand minus average demand. Thus, conceptually, the A&E consists of an average
compenent, and a peak minus average component. Because the average component is
deducted from cxcess demand, the overall allocator is conceptually similar to a peak

mcthodology.

In fact, in its pure form, and in the absence of any demand diversity, the A&E allocator 1s

identical to a peak demand allocator. The specific formula for the A&E allocator is:

19
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A&E; = w * A/A (1-w) * (P; - A)/(P-AY)

where: “w” is the average demand weighting factor, “A” is average demand, “P” is non-

coincident peak demand, and “i” and *t” represent a class and the system total.

In the pure form of the A&E method, the weighting factor is sct equal to the system load
factor. Bececause, in the absence of any load diversity between rate classes (which s
rclatively common for NGDCs), rate classes all tend to peak during extreme weather

conditions, we can substitute:
w = A/P,

into the preceding cquation. It is relatively casy with a little algebra to simplify the

expression 1o;
A&E; = A/P * AJAF (1- A/P) * (Pi - AY/(P-Ay)
A&E; = A/P A4 (P - AYP)* (P - AY(P-A)
A&E;= Py/P

That is, the A&E allocator for cach class is exactly cqual to cach class’s share of peak

demand.

Thus, the approach advocated by Mr. Kubas is conceptually much closer to that advanced

by PGW than the method presented by Mr. Galligan."

Q. Do you agree with Mr. Kubas regarding the usc of the A&E allocator?

A. | agree with Mr, Kubas that the A&E allocator is a reasonable and accepted approach for
allocating demand-rclated mains costs.  Conceptually, it is appealing because it
recognizes that costs are generally incurred in proportion to a measurc of system pecak

demand. Morcover, in contrast to Mr. Galligan’s P&A mcthod, the excess demand

"> In fact, as shown in his workpapers, when Mr. Kubas calculates the excess demand factor, he assumes that there is
not demand diversity (i.¢, that there is no difTerence between class non-coincident peak demand and class coincident
peak demand). Thus, had Mr. Kubas used the standard weighting methodology, his A&E demand allocator would
be exactly the same as PGW’s peak demand allocator.
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component of the allocator subtracts out average demand, and it thercforec does not

unrcasonably double-count average demand in the calculation.

Unfortunately, Mr. Kubas has applicd the methodology incorrectly. In fact, he misquotcs
his source text, with respect to the proper weighting factor in the A&E method. At page

13 of his testimony, Mr. Kubas indicates that the AGA’s Gas Rate Fundamentals text

describes the A&E allocator as being based on “50% of the cost is allocated to the
various rate classcs based on the average volume of gas delivered to that class and 50%
of the cost is allocated to the various classes bascd on the peak demand above the system
average demand (cxcess over average).” In fact, what the AGA text says regarding the

A&E weighting is as follows:

Under the A&E method, also called ‘used and unused capacity,” capacily
costs are allocated by a two-part formula. It recognizes both the average
use of capacity and responsibility for the capacity required to mecet the
maximum system load. Uscd capacity costs are calculated by multiplying
rotal capacity costs by the system load factor. These costs arc allocated to
the various classcs in proportion to their respective use (Mcf sold).
System load factor is the ratio, expressed as a percentage, of used
capacity (Mcf sold) to total capacity. The remainder of the capacity costs
represent the costs associated with the unused portion of capacity (i.c., that
portion above average requirements). These costs are allocated to the
various classcs in the ratio that the individual group demands, in excess of
used demands, bear to thc summation of such cxcess demands."
(emphasis added)

That is, the text upon which Mr. Kubas relics does not support his proposal for a 50/30
weighting of the average and cxcess demand components -- it supports a system load
factor weighting method. Because PGW’s system load factor is some 24 pereent, Mr.
Kubas’s calculations overstate the average demand portion of costs. Had Mr. Kubas uscd
the correct weighting factor, his allocator would produce results identical to those from

PGW's design day demand allocator.

 Gas Rate Fundamentals, Fourth Edition. American Gas Association, 1987, pages 144-145,
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In contrast to Mr. Kubas, Mr, Galligan argues that mains demand costs arc related
to both peak demand and average demand on the system, with the primary
cmphasis (80 percent) being based on average demand. Do you agree?

No. No NGDC sizes its mains to meet some arbitrary combination of peak demand and
average demand. [f PGW were to do so, it would not have sufficient distribution capacity
to mect its design day requirements, and its temperature-sensitive customers would be

without sufficient gas when it is most needed.

The simple fact is that the cost to PGW of installing a main that is capable of scrving
downstrcam load of 500 Mcf per day under peak conditions is the same regardless of its
average operating level. That is, the issue of whether that main opcrates at 500 Mcf
every day, or that main must meet 500 Mef per day under design conditions but operates
at an average demand of 100 Mcf per day over the course of the year, simply has no
impact on the cost of installing the main.  There is simply no reason to charge a higher
price to a customer who uses the main morce ctficiently over the coursc of the year than to

a customer who uscs 1t less efficiently.

Can you provide an example of the implications of Mr. Galligan’s logic?

I will reprise one from an earlier piece of testimony. Take the case of a sports utility
vehicle (“SUV™), designed to carry at lcast six people. It is a large car, and the
manufacturer incurs greater costs to be able to seat that many passengers comfortably and
to transport the significant weight. Customer A wants to buy the SUV becausce he drives
a car pool of six adults into the office every day, or some 230 days per year. Customer B
plans to use the SUV to take his six-person family on (amily vacations for 15 days out of
the year, and commute by himself to work on workdays. If SUV sales were regulated, |
think it would be difficult to find a reasonable person who would argue that Customer A
should pay more for the SUV than Customer B. Most people would be opposed to the
idea of subsidizing the less efficient behavior of Customer B, However, that is cxactly
the implication of’ Mr. Galligan’s proposal. Mr, Galligan’s logic would dictate that a
larger car such as an SUV is not built only to serve maximum demand, but also to serve
average demand. His logic would therefore lead to the conclusion that the pricing for a

large vehicle should be higher for the customer who, on average, uscs the full capacity at

22



a higher rate. That logic would also imply a lower price for the customer who uscs the

full capacity for only relatively short periods of time.

Returning to the world of utility regulation, the demand-related cost of the mains, like the
cost of the SUV, is a function of the size of the mains. The size of the mains, in turn, is
determined by the maximum demand of the customers, regardicss of whether that peak
occurs one day per year or hundreds of days per year. And like the SUV example, the

average demand simply has no impact on the cost of the mains.

Q. Mr. Galligan argues that mains costs should be allocated partly on the basis of
average demands, because PGW carns revenucs through volumetric charges. Docs
that logic justify the P& A approach?

A. No it docs not. Mr. Galligan’s logic is backwards, in that he uscs rate design to justify
cost allocation. Rate design should tlow from cost allocation; not the reverse. Because it
is impractical for most NGDCs to rccover their demand-related costs from demand
charges to small customers, they recover those costs using volumetric charges. However,

this limitation on rate design in no way implies that costs arc causally rclated to average

demands. ™

17 Q. Mr. Galligan also argues that much of the cost of installing mains is not
® 18 proportional to peak demand, but is, in fact, fixed. Docs this justify his proposed
19 method?
200 Al No it does not. Like Mr. Kubas, Mr. Galligan attempts to apply a marginal cost argument
21 in an cmbedded cost jurisdiction. If, in fact, the costs that Mr. Galligan cites are fixed
¢ 22 and thercfore not proportional to pcak demand, they are not proportional to average
23 demand either, and arc therefore not allocable. (As | discussed carlier, some of these
24 costs may be related to the length of installed mains, and therefore proportional to the
® 25 number of customers.) Unfortunately, an cmbedded cost allocation study requires that
26 these costs be classified and allocated. Mr. Galligan has simply chosen to assume that
27 these unallocable fixed costs should be assigned among the various rate classes on the
"I fact, some NGDCs do use demand charges to recover distribution costs from larger customers, typically based

on contract peak demands. Mr, Galligan’s logic faiis completely in these circumstances, since the revenucs arc in
fact tolally determined by the contract demand requirement.




basis of annual volumes. There is no cost causation basis for such classification,

. 2 although it is an allocation approach that favors the rate class that he represents.
3 Q. There is one more cost allocation issue. Can you comment on Mr. Kubas’s
4 modifications to the cost allocation study associated with additional residential heat
® s customers?
6 A In his testimony, Mr. Kubas concludes that PGW has understated both the number and
7 the load associated with Residential Heat customers in its test year forecasts. To reflect
8 this additional volume, Mr. Kubas adds some $7.1 million in revenucs to the Residential
* 9 Heat class, and he deducts $3.4 million in variable gas costs associated with that supply.
10 He makes no other adjustments to the cost allocation study.
11 Mr. Kubas’s adjustment is not consistent with normal cost allocation practice. To make
¢ 12 the adjustment correctly, Mr. Kubas should have recognized that the customer allocators
13 within PGW’s CCOSS must be adjusted upward to reflect the additional Residential Heat
14 customers that he assumces.  Sccond, Mr. Kubas should have adjusted the demand
) 15 allocators (including his A&E allocator) to reflect the higher expected demands of the
16 Residential Heat class that he assumes.
17 Had Mr. Kubas correctly made thesc adjustments, the base rates costs allocated to the
L L8 Residential Heat class would be materially higher than those reported in his cost
19 allocation analysis. Thus, in considering Mr. Kubas’s cost allocation study results, it
20 must be recognized that they understate the cost of providing scrvice to the Residential
21 Heat class.
22 Q. Please summarize your conclusions regarding the cost allocation analyses presented
23 in this procceding.
24 A. First, T conclude that the only rclevant cost allocation study for setting base rates is an
25 unbundled study that excludes GCR costs. The only such study presented in this
26 procecding is the one [ used in my direct testimony. Second, for the reasons detailed in
27 my direct testimony, PGW’s methodelogy contains a number of biases that cause the
28 costs assigned to non-residential firm sales customers to be overstated,  Third, PGW’s

methodology Tor classilying and allocating mains costs is consistent with cost causation
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principles and it represents a middle-of-the-road approach among the various cost
allocation methods cmployed in the industry. The proposals of Messrs. Galligan and
Kubas to eliminate the customer component of costs are not consistent with cost
causation principles, nor is Mr. Galligan’s proposal to allocate the lion’s share of mains
costs on the basis of average demand. Finally, Mr. Kubas’s adjustments to the cost
allocation study to reflect higher Residential Heat customers and demands are
incomplete, and therefore the results of his analysis understate the costs of providing

service 1o those customers.

Promoting Retail Gas Supply Competition

At pages 6 to 7 of IGS Statement No. 1, Mr. Parisi recommends that PGW retain all
of its capacity release revenues and off-system sales margins, because those
revenues/margins are earned from facilitics that are paid for by all ratepayers. Do
you agree with this proposal?

No 1 do not. Mr. Parisi’s proposal is not consisient with the principle of matching costs

and revenues, and it 1s not consistent with Commission precedent.

Regarding the matching of costs and revenues, it must be recognized that PGW 1s
obligated to procure upstrcam pipeline and storage capacity to meet the needs of its GCR
customers. To do so, it must siz¢ that capacity to meet the demands of those customers
under design day and design winter weather conditions. Because the design parameters
represent extreme weather conditions that PGW is unlikely to experience, PGW almost
always has more pipeline and load balancing capacity than it nceds to meet the GCR
customer requirements. However, PGW can carn additional revenues to offsct the cost of
that capacity by cither relcasing some of that capacity to other market participants or by
using that capacity to transport gas for non-GCR customers. In cither event, PGW 1s only
able to cam those additional margins because GCR customers have already paid for the
capacity. Thercfore, any offsetting credits associated with this capacity should also be
provided to GCR customers. This full-credit approach is the method that is currently

applied to PGW,




Regarding Commission precedent, | recognize, of course, that the Commission departs

® 2 from the purc form of linking revenues and costs at other Pennsylvania NGDCs. In the
3 casc ol most Pennsylvania NGDCs, these revenues/margins arc shared between the
4 NGDC sharchelder and the PGC ratepayer, with typical sharing being 2 75 percent credit
5 to the PGC ratepayers and a 25 percent retention by the NGDC sharcholders.
i 6 Nevertheless, [ am informed by OSBA counsel that the Commission deems that crediting
PGC ratepayers for these revenues/margins is an integral component of an NGDC’s least-
3 cost procurement policy. The Commission permits the NGDC owners to share in the
® 9 benefits of this activity to create an cconomic incentive for them to maximize the total
10 credit to PGC customers. For example, the Commission recently ruled:
11 We will deny Equitable’s Exception regarding our authority to direct a
12 specific sharing mechanism for PBR revenues. While Equitable is correct that
o 13 Scction 1307(f) does not provide a specific statutory directive, Equitable
14 ignores two basic points. First, Section 1307(f) must be read in conjunction
15 with Section 1318’s direction that an NGDC pursue a least cost procurement
16 policy. We agree with the OCA’s analysis on this point. Thus, a directed
17 sharing mechanism is well within Scction 1318’s dircctive regarding lcast cost
L] 18 procurement principles.
19 In addition, Equitable conveniently forgets the gencsis of this entire issuc. As
20 the OTS (and the OSBA in its Reply Exceptions) correctly reminds us, the
21 typc of incentive mechanism at issuc was initiated precisely to encourage
22 NGDCs to maximize their use of excess or idic capacity and oft-system
23 opportunitics in order to ‘rccover a portion of fixed costs and reduce the
29 overall PGC rate.” (OTS M.B. at 19). The sharing mechanism is not designed
25 to reduce revenues to which Equitable is entitled; it is designed to encourage
26 Equitable to ‘maximize cfforts in the management of capacity release and off-
27 system sales by permitting utilitics to make a profit.” (Id.). Again, consistent
28 with Scction 1318, that profit is to be shared with PGC customers in order to
29 reduce the overall PGC rate. We agree with both the OCA and OTS positions
30 on this issuc. This Commission has full authority to direct the appropriate
31 sharing mechanism in a Scction 1307(f) proceeding,
32 Thus, the objective of the Commission’s incentive mechanism is to result in larger
33 credits to PGC/GCR customers than they would obtain without a sharing mechanism.
34 Mr, Parisi’s proposal that GCR customers be provided with zero credit is therefore
35 inconsistent with established Commission policy.

'3 Pennsylvania Public Utility Commission, Opinion and Order, Docket No. R-00050272, pages 33-34.
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Pleasc respond to Mr. Parisi’s argument that crediting the GCR with these revenues
and margins tilts the playing field, such that shopping and non-shopping customers
are not treated consistently.

As 1 explain below, | recognize that there are a number of factors that create an uncven
playing ficld in retail gas supply between PGW and NGSs. However, for this particular
cost credit, Mr. Parisi has the argument exactly backward. His proposal will tilt the

playing field, whereas the existing approach is competitively neutral.

Suppose, for cxample, IGS were supplying a large number of PGW residential and small
commercial customers. It would need to procurc gas supply, pipeline transportation and
load balancing capacity to meet the nceds of those customers, cven under extreme
conditions. Like PGW, IGS would therefore have excess capacity in most periods, Since
it has that capacity, it would presumably also release or use that capacity whenever it
could to offset its costs. Morcover, il the market for gas supply were competitive, 1GS
would nced to reflect those cost offsets in its pricing, or some other NGS would be able

to take its customers away.

In effect, when PGW provides a credit to its GCR for those revenues/margins, it is doing
exactly the same thing that an NGS would do. Because an NGS would not provide the
revenues from capacity release or off-system sales to PGW as a credit to base rates, there
is no reason to require PGW to do so. Thus, the existing policy is consistent with a level

playing ficld and Mr. Parisi’s recommendation is not.

Let’s turn to Mr. Parisi’s recommendation that PGW upgrade its billing §ystcm. Do
you agree with his proposal?

I will happily defer to Mr. Parisi regarding whether PGW’s current billing system design
is one of the impediments to significant retail competition in PGW's scrvice territory.
However, 1 very much doubt that it is the only or even the primary impediment to retail

competition.

The issues related to leveling the playing ficld for retail competition were debated at

some length in PGW’s restructuring proceeding, docketed at M-00021612. Based on my
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participation in that proceeding, [ conclude that the following significant impediments to

retail competition continue to exist in PGW’s service territory:

Uncollectibles costs (which are unusualiy high for PGW compared to other NGDCs)
associated with the gas supply function arc excluded from PGW’s GCR, and they are
recovered in basc rates. A competitive NGS would presumably be responsible for its

own uncollectibles costs.’®

Working capital costs associatcd with the gas supply function are excluded from
PGW’s GCR, and they are collected in base.rates. A competitive NGS would be

responsible for its own working capital costs.

PGW’s interruptible salcs customers are afforded what is esscntially zero-cost
delivery service, since virtually all revenues from these customers arc credited to the
GCR through PGW’s “interruptible revenue credit” (“IRC”) mechanism. However, if
these customers wanted to switch to an NGS, they would no longer be cligible for the
zero-cost delivery service. To be competitive, the NGS price would actually need to
be substantially below PGW’s price. Moreover, a competitive NGS is unlikely to be

able to obtain credits similar to PGW’s IRC to hold down firm gas sales ratcs.

o A significant portion of PGW’s load balancing costs that arc associated with its LNG

facilitics are recovered in basc rates and are not recovered in the GCR. Unless PGW
can somchow provide the same level of balancing services from the LNG facilitics to
NGSs, the NGS is at a substantial competitive disadvantage. | note that Mr, Parisi
testifics that NGSs are not afforded cqual balancing services from the LNG

facilitics."”

Unless and until these issues are resolved, or Mr. Parisi can present evidence that NGSs

can be competitive in PGW’s service territory cven with these problems, I sce no reason

' Mr. Parisi suggests that this problem could be avoided by making PGW retain responsibility for the NGS’s
uncollectibles, at least during the “pilot” stage of his proposal. He offers few details on how such a plan would

work.

" IGS Statement No. 1, page 2.
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to require PGW ratepayers to bear the cost of an upgrade to PGW’s billing system to

facilitate retail competition that is unlikely to materialize.

Pleasc respond to Mr. Parisi’s proposal that customers “be randomly assigned to
willing supplicrs to serve thosc customers at some discount below the GCR rate for.
.. 3 years.”

I am somcwhat skeptical that any NGSs would be willing suppliers under thosc
conditions, in light of the i;npcdimcnts to competition that 1 listed above. Again, |
recommend against PGW making any substantial cxpenditure of capital or management
time for this proposal until an NGS can demonstrate that it can be price competitive

under these conditions.

However, onc may reasonably ask what harm there is in adopting Mr. Parisi’s proposal if
NGSs are required to sct prices below the GCR and if there are no material administrative
costs. There is, however, potential harm in the form of stranded costs. I customers are
transferred (o alternative supplicrs, PGW will have (even more) cxcess upstrcam pipeline
and storage capacity. Uniess PGW can readily divest itself of that upstrcam capacity, or
proportionately transfer it to the NGSs who arc assigned new customers, it is possible
that the remaining GCR customers will “be left holding the bag” in the form of a higher
GCR. Thus, before Mr. Parisi’s proposal can be approved, proccdures must be adopted

for equitable sharing of stranded costs between shopping and non-shopping customers.

Does this conclude your rebuttal testimony?

Yes it does,
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SURREBUTTAL TESTIMONY OF ROBERT D, KNECHT

Introduction

Mr. Knecht, please state your name and briefly describe your qualifications.

My name is Robert D. Knecht. | submitted direct testimony and rebuttal testimony carlier
in this proceeding, and my qualifications were presented in Exhibit 1Ec-1 attached to my

direct testimony.

What is the purpose of this surrcbuttal testimony?

This testimony addresses issues of revenue allocation and the cost responsibility for
PGW’s universal service programs. Regarding the former issue, this testimony responds
to the revenue allocation rebuttal testimony of Mr, Craig White of PGW and Mr. Richard
Galligan on behalf of the OCA. Regarding the latter issue, this testimony responds 1o the
rebutlal testimony of Mr. Steve Hershey of PGW, Mr. Roger Colton on behalf of the
OCA, and Mr. Harry Geller on behalf of Action Alliance et al.

Revenue Allocation

At page 16 of his rebuttal testimony, PGW Witness Mr. White states, “OSBA
Witness Knecht also takes issue with PGW?’s allocation of increase, claiming that for
the commercial classes not enough progress is being made toward cost-based rates.”
Can you comment on Mr. White’s statement?

Mr. White badly misstates my testimony. My testimony does not indicate that PGW’s
revenue allocation proposal would result in any progress at all toward cost-based rates.
To the contrary, it is my testimony that PGW’s proposal moves the rates for commercial

customers farther away from allocated costs.

Every cost allocation study submitted in this proceeding indicates that the commercial
class produces a rate of return far in excess of system average at present rates. Table IEc-
R1 in my rebuttal testimony indicates that the commercial class rate of return at present
rates ranges from 11.8 percent to 13.5 percent, compared to a system average of 5.8
pereent.  (And Mr. Galligan’s rebuttal testimony contains yet another cost allocation

study, which also indicates that the commercial class rate of return at present rates is 11.8
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percent, which is far above thc system average of 5.8 percent.) Ncevertheless, PGW
proposes to increase the distribution rates for commercial customers by some 49.5
pereent, compared to a system average increase of 33.8 percent. PGW's proposal does

not and cannot move rates for commercial customers any closer to allocated costs,

In his rebuttal testimony, Mr, Galligan states, “Mr. Knecht’s ratio and difference
mecthod nowhere relates class return to the allocated investment that is deemed
necessary to provide service to each class.” Please comment.

Mr. Galligan is simply wrong. Both the revenue-cost ratio metric and the revenue-cost
difference metric rely on total cost, at both present and proposed rates. The total cost
measure that | use explicitly includes the costs related to the return on capital. My
calculation of total cost is fully consistent with the total cost analysis prepared by PGW’s
Mr. Gorman, as shown at Exhibit HSG-1 line 21 (regarding current return costs) and line
24 (regarding the incremental return cost proposed by PGW). Both Mr. Gorman and |
explicitly allocate the return costs in proportion to allocated rate base, rendering Mr.
Galligan’s complaint false. We both explicitly consider the cost of capital in these

calculations.

Mr. Galligan indicates that it is “inconsistent to consider rcturn costs in the
determination of one’s revenue adequacy measures . . . but then to advise the
Commission to omit from consideration the adequacy of class returns from a
determination of how to spread any Commission-authorized increase.” Can you
respond?

For the rcasons detailed in my direct testimony, [ believe that a revenue-cost ratio
approach is the least biased metric for cvaluating progress toward cost-based rates.
However, if the Commission accepts Mr. Galligan's arguments regarding the nced to
explicitly consider rate of return, | recommend that the Commission rcly on the
“differential rate of return™ metric, rather than the “indexed rate of return metric.” The
differential metric is much less likely than the indexed rate of return metric to result in

bizarre and counter-intuitive results.

1~
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In the differential rate of return approach, each class’s rate of return is compared to the
system average returp by taking the difference, rather than by computing a ratio. Thus,
for example, under current rates the Commercial class differential rate of retum is the
class ratc of return (13.5 percent in my unbundled COSS) minus the system average firm
scrvice rate of retumn (6.0 percent), or 7.4 percent (adjusted for rounding). Following Mr.
Galligan’s logic, we can then compare that differential rate of return at current rates to the
valuc at proposed rates, to sce if PGW’s proposal makes any progress toward cost-based

rates. To show progress, the differential rate of return must be moving closer to zero.

When applied in this procecding, the diftferential rate of return metric shows that PGW’s
revenue allocation proposal moves rates in the wrong direction for all firm sales rate
classes. For example, under PGW's proposed rates, the Commercial class exhibits a
return of 28,1 percent, compared to system average of 14.1 percent, for a differential rate
of return of 14.1 percent. Thus, the differential rate of return approach indicates that the
Commercial class was producing excess return ol 7.4 percent at current rates, and PGW's

revenue allocation proposal will increase that excess return to 14,1 percent.

While I did not highlight this method in the text of my direct testimony, | provided the
calculations supporting this metric in Exhibit 1Ec-4 attached to my direct testimony, for

PGW’s revenue allocation proposal as well as for my two revenue allocation proposals.

Table IEc-SI below shows the differential rates of return for the firm sales rate classes
under PGW’s revenue allocation proposal, which Mr. Galligan supports. A negative
number means that a class’s rate of return is below system average; a positive number
indicates the class return is above system average. Table 1Ec-S1 shows that PGW's
revenue allocation proposal will result in all ditferential rates of return moving farther

away [rom zero,
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Table 1Ec-S1
PGW Revenue Allocation Proposal
Differential Rate of Return Analysis
Class Rate of Return - Differential Rate of Return
Current Proposed Current Proposed
Rates Rates Rates Rates
Residential 4.4% 11.2% -1.6% -2.9%
Commercial 13.5% 28.1% 7.4% | 14.1%
Industrial 16.0% 28.9% 10.0% 14.8%
Municipal 13.0% 26.4% 7.0% 12.4%
Housing Auth. 15.9% 28.9% 9.8% 14.8%
Total 6.0% 14.1% 0.0% ¢.0%
Source: Exhibit [Ec-4, Table 4-A

Mr. Knecht, surcly you recognize that the Commission and other Pennsylvania
utilitics have relied upon the indexed rate of return metric for many years. How can
the Commission have relied upon a metric that produces results that are at odds
with common sense, and with the results of the other metrics that you present?

I can speak only to the Pennsylvania base rate proceedings in which | have been nvolved.
Bascd on that cxperience, however, | observe that utilitics and the Commission have
historically relied upon both the indexed rate of return metric and common sense, That
is, when they prepared their rate filings, utilities would apply judgment and common
sense.  Conscquently, they would propose to assign above-average rate increases to
classes that were providing subsidies, and to assign below-average increascs to classes
that were reeciving subsidies. The utilitics would then calculate the indexed rate of return
metric, which would indicate that progress was being made toward cost-based rates.
While the indexed rate of return metric may have overstated how much progress was
being made, it was not producing counter-intuitive results.  That is, the indexed rate of
return has not a/ways been producing illogical results; however it can produce illogical
results if a utility makes an illogical proposal, i.¢., assigning an above-system average rate

increase to a class that is already providing a subsidy.
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Recent experience with the PPL utilities demonstrates this point.  Going back into
history, in the 1994 base rates casc (Docket No. R-00943271) for PP&L Electric Utilitics
("PPL™), the indexed rate of return for the GS-1 rate class (one of PPL’s commercial rate
classes) was 197 percent at then-current rates. In its filing, PPL proposed to assign a rate
increase o the GS-1 class of 3.9 percent, comparced to a system average increase of 11.7
pereent.  That is, because the GS-1 class was over-recovering allocated costs, PPL
logically proposed to assign it a below-average rate increase. PPL’s COSS analysis
indicated that this proposal would reduce the indexed rate of return for the GS-1 class
from 197 pereent to 154 percent. The indexed rate of return metric did not produce a

counter-intuitive result, because PPL did not make a counter-intuitive proposal.'

Unfortunately, | have observed recently that some utilitics are abandoning common sensc
and relying solcly on the indexed rate of return metric.  For cxample, PPL’s gas
distribution affiliate (“PPL Gas™) recently offered an illogical proposal, in which its GS-
Small rate class was assigned a proposed rate increase that was modcstly in excess of
system average, despite the fact that it exhibited the highest class rate of return.” PPL Gas
attempted to justify that proposal on the basis of the indexed rate of return metric. In that
matter, the Commission rejected PPL’s approach in favor of “first dollar rehief” for the
GS-Small class, which the Commission found to be consistent with Lloyd v

Pennsvivania Public Utility Commission, 904 A.2d 1010 (Pa. Cmwlth. 2006).”

In the current case, PGW offers an cven more extreme version of the PPL Gas approach.

PGW’s only defense for its proposal, and the only defense offered by Mr, Galligan, is that

" These values are derived from OSBA Statement No. 1 at Docket R-00943271, page 5 and Exhibit 4. The “current
rates” values are also shown in Exhibit JMK-Remand 3, Attachment 3. In my testimony at the time, [ opined: “Nore
that movement of the indexed rate of retirn toward unity does nor necessarily imply true pragress toward cost-based
rates. Using more newiral methods, the GS classes also exhibit progress toward cost-based rates. My citing of the
hidexed rate of return measure hevein should not be consirued as aceeprance of this mewric -- [ cite it hecause of its
widespread wse in this furisdiction.”

2 See OSBA Siatement No. |, Docket No. R-00061398, page 25,

4 Pennsylvania Public Utility Commission, Opinion and Order, Docket No. R-00061398, pages 134-135.
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the approach results in indexed rates of return that are closcr to unity at proposed rates

than they are al current rates.

Therefore, in my view, the problem that we observe in this proceeding is not that the
Commission has, in the past, relied partly on a poor metric; it is that some utilities have
abandonced common sense cntirely and are imprudently basing revenue allocation
proposals onfy on this one metric. This change by the utilities has caused the indexed rate
of return to go from a metric that merely overstated progress toward cost-based rates to

onc that implies that there is progress toward cost-based rates when the reverse is true.

In light of your analysis of the rebuttal testimony of Mr. White and Mr. Galligan,
what metrics do you recommend that the Commission consider in base rates
proceedings for evaluating whether a revenue allocation proposal moves rates more
into line with allocated costs?

In light of the trend toward unrcasonable revenue allocation proposals from utilities, [
recommend that the Commission consider all of the metrics that [ present in my dircct
testimony. But more importantly, 1 think, the Commission should apply a healthy helping

of common scnsc and judgment when evaluating competing revenue atlocation proposals.

To move rates into line with allocated costs, rate classes that under-recover allocated
costs should face above-average rate increases; rate classes that over-recover costs should
face below-average or zero increases (or, in extreme cases, rate decrcases). How much
progress toward cost-based rates can be cffected in any particular proceeding is a matter
of judgment, based on ratc shock, value of scrvice, and other relevant practical

considerations.
It should be as simple as that.

Universal Service Cost Responsibility

Mr. Hershey, Mr, Colton and Mr. Geller all argue that your proposal to recover
universal service costs only from residential customers is not consistent with
Commission precedent. For example, Mr. Hershey cites the Commission’s decision

in PGW’s restructuring proceeding in support of his argument. Can you comment?



In general, [ leave the issue of the implications of prior Commission decisions to OSBA
counsel. Whether the Commission has affirmatively approved PGW’s proposal, or it has
simply allowed PGW'’s historical practice to continue without directly addressing the

issuc, 1s a matter for the attorneys to argue.

The only clear fact is that PGW’s proposal is not consistent with Commission policy for

universal service cost recovery at all other Pennsylvania NGDCs.

Mr. Hershey, Mr. Colton and Mr. Geller arguc that the universal service programs
benefit the entire community, and therefore firm business gas customers should pay
for them. Can you respond?

[ have two major disagreements with the logic of this argument:

e Assigning costs on the basis of vaguc and unquantified indirect social benefits is not

consistent with sound regulatory policy.

e PGW’s proposal represents a pretty poor ctfort at matching the direct costs of these

programs with the alleged indirect beneficiaries.

If there is a social benefit associated with these programs that benefits all members
of socicty, why is it inappropriate for the Commission to require businesses to pay
for them? -

Using indirect social benefits as a cost allocation criterion is an invitation to open
Pandora’s box to other similarly vague cost allocation proposals in rcgulatory
proceedings. While it can perhaps be argued that the universal service programs result in
indircct social benefits, it can also be argued that having a healthy and cost competitive
sntall business community will result in indirect social benefits to individuals. As Mr,
Colton recognizes, healthy small businesses provide cmployment for low-income
individuals. Therefore, under the “who benefits™ standard for cost allocation, it can

readily be argued that residential customers should provide a subsidy to small businesses.
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In practice, it makes more sense for utility regulators to rely on hard cost causation
principles for cost and revenue allocation, rather than indirect social benefits. The issuc
of balancing social benefits with the cost responsibility for those benefits is better left to
government spending and tax policymakers, who have more options and greater

flexibility.

Mr. Hershey argues that you surely “would not object to residential customers
picking up the burden when PGW provides a discounted rate to a small business.”
Can you address his point?

[n fact, I would object to such a proposal, and I have objected to such proposals in the
past, cxcept when it can be quantitatively demonstrated that such discounted rates provide

hard financial benefits to the classes who must make up the shortfall.

Mr. Hershey refers to ecconomic development rates or bypass rates. In my c¢xperience,
these rates are offered, not to small business customers, but to larger business customers.
As such, it would be rclatively unusual for small business customers to be offered these
rates in the first place. Small businesses are most often targeted as the source for the

subsidies, rather than the beneficiaries of the discounts,

Nevertheless, it is my view that cconomic development and bypass rates should only be
justified on the basis that, if the discount were not offered, the utility would lose the
volume.,  And if the utility loses volume, it loses the financial margin that would
otherwise be provided by those customers. The shortfall resulting from the lost margin
would then be shifted to other ratepayers. Thus, by providing the discount, the utility
retains at least some of the distribution margin that it would otherwisc lose, thereby

providing a specific and quantifiable cost savings to the other ratepayers.

PGW’s universal service costs do not meet this standard. CRP revenucs are insufficient
o recover the incremental cost of purchasing gas, much less make any contribution to
fixed costs.  In addition, PGW offers no evidence that its CRP, its SCD or its CWP

customers would discontinue gas service if the programs were eliminated.

Mr. Hershey's assertion thercfore provides yet another reason to reject PGW’s proposal.
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Do Mr. Colton, Mr. Geller or Mr. Hershey offer any quantitative analysis to
demonstrate the specific magnitude of the social benefits that they believe businesses
receive from PGW’s universal service programs?

No. None of these witnesses provides any quantification of the benefits that they allege

accruc to the non-residential customers who have been paying the bills for the programs.

Let’s turn to your sccond concern about the social benefits argument, namely the
matching of benefits and costs. Why do you conclude that PGW’s proposal
represents a poor match?

To respond to this question, ! will assume that the universal service program will provide
the social benefits alluded to by Messrs. Hershey, Geller and Colton. Mr. Geller argues
that the costs of these benefits should be distributed as widely as possible, because the
benefits are widely distributed. Unfortunately, PGW’s proposal represents a pretty poor

ctort at matching the broad benetits with broad cost recovery.

First, as Messrs, Geller, Hershey and Colton recognize, PGW's service territory 1S a
relatively low-income service territory, and PGW’s universal service program is
considerably larger and more expensive than those of other NGDCs. These witnesses
also generally agree that municipal ownership of PGW must be recognized in evaluating
how the costs of the program should be recovered.  In etfect, they argue that the social
welfare and tax policy of the City must be considered by the Commission in this decision.
Unfortunately, recovering the costs of this social welfare program through a volumetric
tax on gas consumption represents dubious tax policy at best. With respect to taxes on
individuals, even if we assume that all of the citizens of Philadelphia would be subject to
this tax, the burden of an encrgy tax tends to fall disproportionately on lower income
individuals.  As a percentage of houschold income, cnergy costs arc higher for low-
income familics than for higher income familics. Thus, at the start, PGW is proposing to

recover these costs with what economists call a regressive tax.

Sceond, the indireet social benefits of these programs presumably acerue to all businesses
and citizens of Philadelphia, and not only those that consume natural gas. However, the

USEC can only apply 1o gas consumers. In etfect, PGW’s proposal allows individuals

9
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and businesses that are not gas consumers to be “free-riders” for the social welfare

benetits associated with PGW?’s programs.

Third, PGW proposcs to continue to exempt over half of the throughput to business
customers from the “responsibility” to contribute to these costs. Of PGW’s 30.5 Bef of
annual non-residential throughput, some 3.3 Bef (11 percent) goes to interruptible sales
rate classes and 13.3 Bet (44 percent) goes to GTS/IT transportation customers. Neither
the interruptible sales rate classes nor the GTS/IT customers are subject to PGW’s USEC
charge. While I recognize that it is unlikely that PGW could recover universal service
costs from these classes, it must be recognized that PGW’s proposal allows the majority
of its business load to be a frec-nder for the social benefits. Also, because PGW’s
proposal is not consistent across the business rate classes, it is anti-competitive. PGW’s
proposal will have the effect of providing cost advantages to certain businesscs,
particularly thosc that are large cnough to use transportation service, at the expense of

smaller business customers.

Fourth, cven within the subsct of business customers that it proposes to tax, PGW ofters
no evidence that the social benefits of the universal service program arc proportional to
gas consumption. [t would be more logical to assume that any such benefits would be
more related to a company’s revenues, profits or employment levels than they arc to gas
consumption. Again, PGW’s proposed matching of direct costs and indirect benefits is

poor.

Thus, rather than proposing a broad-based recovery mechanism, the City of Philadelphia,
through its municipally-owned gas utility, proposcs a narrow, regressive and anti-

competitive tax burden on a subset of its gas consumers.

Mr. Knecht, are you proposing that the Commission set tax policy for the City of
Philadelphia?

No [ am not. In fact, I propose just the reverse. 1 propose that the Commission treat
PGW in the samec manner that it treats every other NGDC in the Commonwealth.
Morcover, [ propose that the Commission apply the regulatory standard of cost causation

to the allocation of these costs, rather than adopting a tax policy to recover social benefits.

10
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If the Commission takes my proposed approach, the City of Philadelphia will retain the
responsibility for the policy decision regarding how large a benefit it should provide
through PGW, and how much of a benefit it should provide through other means. In
cffect, the City will retain the responsibility to determine how large a universal service
cost burden should be imposcd on residential gas ratepayers, and how much of the cost of
low-income assistance programs should be funded through alternative means.” 1f the City
chooses to recover the costs of those programs through narrow, regressive and anti-

competitive taxes, it should take that responsibility upon itself.

My proposal leaves tax policy in the hands of the City of Philadelphia. Messrs. Hershey,
Geller and Colton want the Commisston to either be an active participant in the process,
or to simply issuc a rubber stamp approval of the City's policy despite its inconsistency

with Comumission policy.

Mr. Colton argues that the restructuring act for the natural gas industry (“the Act”)
requires that universal service charges be non-bypassable, which he interprets to
require that all customers pay for those costs. Can you comment?

In my experience, the reference to “non-bypassable™ in unlity industry restructuring
usually means that customers cannot avoid the charge by leaving utility supply service
and switching to an alternative supplicr. 1t docs not refer to the issue of which rate
classes are responsible for any particular cost item. However, | am informed by OSBA
counsel that this issuc is now before the Commonwealth Court. Because my proposal on
this subject docs not go into effect until late in 2008, | assume that the Commonwealth
Court will have resolved this issue by that time. There is therefore no reason to reject my
proposal in the current proceeding. if my proposal were adopted and the Commonwealth
Court subsequently ruled that all classes must pay for universal service programs, my

proposal would simply not go into cftect.

There is, however, an intriguing aspect to Mr. Colton’s argument.  As Mr, Colton

indicates, the Act requires that the universal serviee costs be “appropriatec nonbypassablc

* Assistance to low-income customers is, of course, also the purview of the state and federal governments. 1 expecl
that the City of Philadelphia would also avail itself of funding from these sources o the exlent possible.

1]
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competitively neutral™ charges. As I explained earlier, PGW’s current USEC charges
simply fail the test of being competitively neutral, in that some business customers are
subjeet to the charges and some are not. PGW?’s approach therefore provides competitive
advantages to somc business customers over others. Thus, based on Mr. Colton’s reading
of the Act, PGW would neced to modify its policy such that all customers are subject to
the USEC. Based on PGW’s testimony in this proceeding, I expect that such a change

would cause PGW to lose all of its GTS/IT load.

Mr. Colton argues that universal service costs should be borne by business
customers becausec PGW?’s residential customers did not benefit from industry
restructuring, whercas business customers did. Is his argument persuasive?

No. First, [ have some difficulty understanding how the benefits of industry restructuring,
as measured by shopping statistics, arc relevant to cost causation for universal scrvice
costs. However, il I accept Mr. Colton’s line of reasoning for the sake of argument, then
PGW's cost recovery mechanism is exactly backwards. PGW imposes USEC costs only
on businesses that do not shop, and it does not impose the USEC on transportation

customers who do shop. Under Mr. Colton’s logic, the reverse should be true.

- Mr. Colton x#lso argues that the City of Philadelphia provides large cost savings to

PGW through the use of eminent domain, and that these cost savings arc passed on

to ratepayers of all classes. Does this argument justify assigning universal service

costs to all rate classes?

No it does not. PGW’s proposed distribution rates, even without universal service costs,
arc far in cxcess of those at any other Pennsylvania NGDC. Thus, it is hard to see how
the City's power of eminent domain has resulted in any material rate bencfits to
ratepayers. It is likely that PGW's historical inefficiencics, that may or may not be related
to municipal ownership, have drowned out whatever benefits that accrue from the power
of eminent domain. Moreover, | note that Mr. Colton provides zero quantitative analysis
in support of the spccific magnitude of the eminent domain benefits. As such, Mr. Colton
has no basis to conclude that these benefits oftset the costs of contributing to universal

service costs, in whole or in part.
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Mr. Geller and Mr, Hershey complain that your proposal to phase-out USEC
charges over three years masks a large deleterious impact on residential ratepayers.
Are they correct?

No they are not. While | retain my proposal for a three-year phase-out, I show the
implications of a one-year phase-out in Exhibit 1Ec-S1. Even under that proposal, the
impact on the residential class is $0.80 per Mcf, which represents about 6.4 percent of the
costs involved in a PGW GCR proceeding and about a 3.9 percent increase on a total bill

basis. Such an increasc, spread over three years, is simply not rate shock.

Moreover, if Mr. Hershey does consider an increase of $0.80 per Mcf spread over three
years to be rate shock for residential customers, the impact of PGW’s proposed rate
increase on commercial customers of $2.42 per Mcf in a single year would have to be

considered tantamount to getting the ¢lectric chair.

Docs this conclude your surrebuttal testimony?

Yes it does.
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Testimony of Harry S. Geller
QUALIFICATIONS
Please state your name, occupation and business address.

My Name is Harry S. Geller. [ am Executive Direclor of the Pennsylvania Utility Law

Project ("PULP"), My business address is 118 Locust St., Harrisburg, PA.
Bricfly outline your education and professional background.

[ received a B.A. degree in 1966 from Harpur College, State University of New York at
Binghamton, a J.D. in 1969 from the Washington College of Law, American University,
Washington, D.C., and [ attended New York University Law School, through the Urban
Affairs and Poverty Law Volunteers In Service to America ("VISTA") Program from

1969-1971.

After working for almost two decades as a legal services attorney in New York City and
in Pennsylvania, in 1988 | became Director of the Pennsylvania lUtility LawlProject
(PULP), a branch of Pennsylvania Legal Services. PULP is specifically dedicated to
providing technical support and information sharing concerning utility and energy
matters as they affect lower income and low-income individuals. PULP also on occasion
represents lower income and low-income individuals in utility and energy matters.
Responsibilities include statewide representation, community education and training in

utility and energy matters affecting the lower income and low-income.

Over the years, | have reviewed and discussed issues regarding programs and protections
developed for lower income and low-income utility consumers with hundreds of lower
income and low-income people and their advocates seeking advice on how to prevent
termination or obtain reconnection of utility service and obtain affordable payment

arrangements. [n most of these cases, the critical factors determining whether service may
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be maintained, or access obtained, is the imple:neﬁtatiou and structure of the Company’s
Untversal Service Programs (Customer Assistance Programs, CARES, Hardship Funds,
and LIURP), and the affordability of payment agreement and reconnection agreement

terms, including upfront payment, security deposit and monthly payment going forward.

| presently serve on the following Pennsylvania state-wide advisory boards, work groups
and/or task forces. Almost all address issues of access to and affordability of utility
service:
e Chairman, Low-Income Home Energy Assistance Program (LIHEAP) Advisory
Commitlee to the Secrctary, Pennsylvania Department of Public Wellare;
.+ Pennsylvania Public Utility Commission, Consumer Advisory Council;
e President, Pennsylvania Energy and Weatherization Consortium,;
e Coordinator, Pennsylvania Legal Services Utility/Energy Work Group;
»  Member, Weatherization Advisory Committee to the Department of Community
and Economic Development;
o  Member, PECO Universal Service Advisory Committee;
o Member and past consumer chairman of the Natural Gas Universal Services Task

Force.

I have previously testitied as an expert on lower income and low-income consumer utility
payment concerns in the United States District Court for the Eastern District of
Pennsylvania (Maldonado v. Houstoun, 177 F.R.D. 311 (E.D. Pa. 1997), aff’d, 157 F.3d
179 (3rd Cir. 1998)) and before the Pennsylvania Public Utility Commission
Investigation into Financial and Collection Issues Regarding the Philadelphia Gas Works,
Docket Nos. P-00042090, R-00049157, M-00021612, P-00032061, Order entered
Qctober 27, 2004}, the Joint Application of PECO Energy Company and Public Service
Electric and Gas Company for Approval of the Merger of Public Service Enterprise
Group Incorporated with and into Exelon Corporation, Docket No. A-110550F0160, and
the Joint Application of Equitable Natural Gas Company and The Peoples Natural Gas
Company d/b/a Dominion Peoples for approval of the transfer of all stock and rights of

The Peoples Natural Gas Company d/b/a Dominion Peoples to Equitable Resources, [nc.
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and for the approval of the transfer ol all stock of Hope Gas, Inc. d/b/a Dominion Hope

to Equitable Resources, Inc., Docket No. A-122250F5000.

[ am a member of the Pennsylvania and Dauphin County Bar Associations and of the

Pennsylvania Bar Association Utility Law Section.

INTRODUCTION AND SUMMARY
What is the purpose of your testimony?

The purpose of my testimony is to provide the Pennsylvania Public Utility Commission
(“PUC” or “Commission™), based upon my long experience with lower income and low-
income consumer utility programs, with an assessment of the adequacy and
reasonableness of service to the lower income and low-income customers of Philadelphia
Gas Works ("PGW?” or “Company™). [ will recommend steps which PGW should take to
assure that — should the base rate increase be approved in whole or in part — lower income
and low-income customers receive adequate and reasonable service. Specifically, PGW
must improve its policies for lower income and low-income customers so that they may
obtain and maintain utility service, and gain reconnection of utility service on reasonable

and affordable terms.

There are approximately 157,000 low-income households in PGW’s service territory who
would be negatively impacted by a permanent base rate increase of 44%." Without the
adoption of prospective safeguards, the requested base rate increase should be denied.

Please summarize the major conclusions contained in your testimony.

[n my testimony [ reach the following conclusions:

12005 Report on Universal Service Programs and Collections Performance, Pa. PUC, at 7-8.
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Of the natural gas heating customers in Pennsylvania terminated for non-payment
in 2006, who had not succeeded in obtaining reconnection by December 1, 2006,
more than half, over 9,000, were P‘GW customers. More than half of these
customers were low-income. PUC universal service standards and the Public
Utility Code require that service be reasonably continuous. [n light of the results

as sct forth in Cold Weather Survey statistics, PGW's service is not reasonable.

In light of the number of low-income customers, CRP and non-CRP, without
service as shown by Cold Weather Survey statistics, PGW's low-income programs
are inadequate.

a. Inadeciuatc in enrollment in CRP to reduce likelihood of service
terminations due to non-payment of unaffordable bills.

b. [nadequate in terms of informing customers of the existence of CRP.

c. Inadequate in terms of explaining the importance of maintaining
payments, reducing arrearages, and avoiding service termination.

d. [nadequate in terms of managing the special needs of lower income and
low-income customers, such as the vulnerable elderly and disabled, in a
properly functioning CARES program.

e. Inadequate in terms of promoting hardship fund contributions to increase
funding and availability to customers in need.

f. Inadequate in failure to address the number of customers who have been
terminated before winter by refusal to restore service promptly to all
customers terminated for non-payment upon the customer’s successtul
application for a LIHEAP Crisis grant, and by refusal to make payment
agreements ever in these dire circumstances.

g. [nadequate in the flawed method it uses to apply LIHEAP Cash grants

assigned to it by CRP customers.

In light of the number of low and lower income customers unable to restore
service before the start of winter, PGW has misused the discretion provided by

Chapter 14, resulting in unreasonable service.
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a, Unreasonable in reconnection terms, too often demanding upfront _
payment of the total outstanding balance from terminated customers.

b. Unreasonable upfront payments and payment agreement terms for
customers whose service 1s on.

C. Unreasonable reconnection fee and charges.

d. Unreasonable deposit requirenﬂents from Level | low-income applicants
and customers.

€. Inadequate procedures aimed at assisting customers to retain service,
including customers with medical certifications.

f. - . Unreasonable if_npcdimcnlsio expansion of budget billing.

4. PGW?’s proposed changes to its Tanff:
a. Are contrary to due process principles;
" b, Unreasonably deprive customers of a written statement of the Company’s
interpretation of the law; or
c. Unreasonably deprive customers of certain consumer protections in the

current Tariff.
III. TERMINATION OF SERVICE STATISTICS SHOW THAT PGW FAILS TO
PROVIDE REASONABLY CONTINUOUS SERVICE
Q. Please summarize the PGW results of the Cold Weather Survey for 2006 and 2005.
A. In 20052 and 2006, PGW reported over 9,000 total households, for each year, who used

gas to fuel a central heating source, who had been terminated during the calendar year,

and who had not succeeded in obtaining restoration of service by December 1, the

? Cold Weather Survey, Form A, December 1, 2003, attached as Exhibit HSG-1.

* Cold Weather Survey, Form A, December 1, 2006, attached as Exhibit HSG-2.
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beginning of the Cold Weather period. These numbers do not include two categories of
account premises: those in which service was terminated during the course of the year
and subsequently vacated by the time ol the survey and those households who had service
terminated during a prior calendar year and were never reconnected. Even with the
exclusion of these two categories, these numbers of households without heat are very
high by any standard. In 2005, the 9,015 PGW houscholds without service represented
51% of all the natural gas heating customers state-wide who were without service.” In
2006, the 9,298 PGW households without scrvice represented 55% of all natural gas
heating customers state-wide who were without service. % In contrast, PGW heating

customers represent a little less than 20% of all natural gas customers state-wide.”

Even more troubling, in both these years, almost half these houscholds without service
were low income households, with incomes below 150% of the Federal Poverty Level
(FPL), and thercfore eligible for LIHEAP Crisis grants (ol up to $600 in 2005-2006 and
up to $400 in 2006-2007) payable to PGW to be used to assist them to make a payment
agreement and obtain restoration of service. In 2005, PGW reported that at least 5,391
low income heating customers did not have service as of December 1, 2005, 3,485 of
whom where customers who had been participating in PGW’s CAP program, known as
CRP3® In 2006, PGW reported that at feast 4,747 of those heating customers without
service as of December | were low income heating customers, of which 3,023 were CRP

1:uarticipants.9

' In 2006, PGW terminated 36,951 residential customers (Exhibit HSG-1). In 2005, PGW terminated 40,663
residential customers. Pennsylvania Public Utility Commission, First Biennial Report to the General Assembly and
the Governor Pursuant to Section 14135, Table 17. In 2005, PGW had the highest termination rate of any natural gas
utility in the state.

5 Cold Weather Survey, Form A, December 1, 2003, atached as Exhibit HSG-1.

 Cold Weather Survey, Form A, December 1, 2006, attached as Exhibit HSG-2.

" These termination figures represent a substantial increase above 2004 (6,241) and the four year average for

Pennsylvania 2000-2003 (4,722). Public Utility Commission First Biennial Report to the General Assembly and the
Governor Pursuant to Section 1415, Table 25.

¥ Cold Weather Survey, Form A, December [, 2006, attached as Exhibit HSG-2.

Y Ibid.



1 As a point of comparison, PECO Energy, which provides electric service to

2 approximately 1.4 million customers, including all the residential customers in PGW’s
3 service territory, reported only 53 customers without electric and/or natural gas heat-
4 related service as of December 1, 2003, and only 207 customers without heat-related
5 service as of December 1, 2006.
6
7 Q. In light of thesc statistics concerning the numbers of PGW heating customers who
8 had service terminated and who, after termination, were not able to obtain
9 restoration of service, what is your conclusion concerning the reasonableness of
10 PGW service?
Il
12 A This is a serious deficiency. Under the Public Utility Code, a public utility has a
13 fundamental duty to provide service that is “reasonably continuous and without
14 unreasonable interruptions or delay.” This requirement extends nol just to maintaining
15 the opcrating capacity to provide sufficient natural gas, electricity or water, but also to
o 16 assuring through its rules and prOCCdLllI‘GS that utility service is reasonably available to all
17 customers. The Natural Gas Choice and Competition Act makes clear that natural gas
18 utilities have a duty to fulfill universal service requirements. Universal service is defined
19 in Section 2202 of the Act to include “policies, practices and services” that help
® 20 residential low-income customers to maintain gas service, and also that help non-low
21 income customers experiencing temporary emergencies maintain such service. These
22 universal service requirements are not merely theoretical. They are intended to obtain
° 23 objective results. A utility must adopt policies which give customers and applicants a
24 reasonable opportunity to maintain continuous service without unreasonable interruptions
25 or delays.
26
27 Chapter 14 did not provide a license for utilities to set aside the universal service
28 requirements contained in the Gas Choice Act or to escape the Public Utility Code
29 Section 1501 requirement that the utility provide “reasonably continuous service.” As
30 the Commission recently stated in its order concerning review of Equitable Gas
31 Company’s Universal Service and Energy Conservation Plan, utilities must implement
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Chapter 14 in a manner which is consistent with the continuing requirements of Chapter

22 and Section 1501."°

[ submit that the numbers of PGW customers terminated for non-payment who once
terminated, have been unable to obtain restoration of critical heat-related service at the

approach of winter demonstrate that PGW’s service is unreasonable.

IV.  WEAKNESSES IN CRP, CARES AND PGW HARDSHIP FUND EXPOSE LOW
INCOME CUSTOMERS TO UNREASONABLE LOSS OF SERVICE

Q. What relevance do Universal Service issues have in this procceding?
A. PGW must show that it is providing adequate and reasonable service to its customers.

PGW?’s customers include an estimated 157,000 low-income households!! in PGW’s

service territory. At least 32% of PGW’s customers are low-income.'?
Q. What does PGW state regarding its fulfillment of its Universal Service obligations?

A, Randall Gyory, Vice President — Customer Affairs, and Cristina Coltro, Director of
Regulatory Compliance, testify that customer rights will not change in these proceedings

and that the low-income programs have been successtul.

L. “Through {Universal Service] programs, PGW has been successtul in keeping
thousands of low-income residents and seniors on the system, with safe and

affordable gas bills, while seeking to maximize individual contributions from

“ Equitable Gas Company’s Universal Service and Energy Conservation Plan Submission Pursuant to 52 Pa. Code
§ 62.4, Docket No. M - 00061959 (Order entered December 21, 2006), at 9 (“In the Commission’s judgment, the
comments and reply comments raise a number of disputed factual issues regarding the design an operation of the
company’s universal service plan consistent with Section 1501 and Chapters 14 and 22 of the Public Utility Code”).

2005 Report on Universal Service Programs and Collections Performance, Pa. PUC, at 7-8,

2 Ibid.
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those customers, considering the economic realities in which they find

2. “PGW began offering the Customer Assistance Referral and Evaluation Programs
(“CARES™) in September 2003. CARES is designed to help customers with
special needs, such as those who have recently experienced a family emergency,

; ] 214
divorce, unemployment, or a medical emergency.”

“PGW is updating its tarilt in this proceeding to make it consistent with the

(8]

current regulatory requirements. ... These changes will not change any of our

present practices which, in my view, are consistent with the requirements of the

law 3213

Do you agree with PGW’s conclusions concerning the adequacy of its Universal

Service programs?

No. Since adequacy and reasonableness of service to the vulnerable low-income
population in PGW’s service territory represent signiticant factors in determining
whether a base rate increase should be approved, PGW was correct to altempt to address
this issue. However, the statements PGW makes to support its conclusion are not

supported by its past actions nor the present petition for a base rate increase.

Please provide necessary background concerning PGW’s CAP Program, its CARES
Program and its Hardship Fund.

Customer Assistance Programs (CAPs): CAPs are payment plans designed for low-
income customers. CAPs are intended to serve as an affordable alternative to the

traditional customer billing and collection process. The goal is to encourage regular

B Testimony of Cristina Coltro, PGW St. 7, at 2-3.

14

[bid at 8.

¥ Testimony of Randall Gyory, PGW St 6, at 13.
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pavment practices by customers by billing a monthly amount that is less than the standard
tariff. In Pennsylvania, the Commission has set Guidelines for the operation of CAPs and
the payment structure to be imposed. PGW’s program is called the Customer

Responsibility Program (“CRP”).

[n addition, CAPs contain an arrcarage tbrgivéness component, in which obligations that
occurred prior to the date the customer entered the program and began to receive
aflordable monthly bills, are forgiven over time as the customer demonstrates good
payment behavior by making full, timely payments in accord with the CAP Guidelines.
In the case of PGW’s CRP, 1736 of the customer’s pre-CAD arrearage is forgiven at the
time of cach timely monthly CAP payment. This arrearage forgivencss component is a
significant beneflt of the program and, when understood by the customer, acts as an

incentive for the development of good payment practices.

Customer Assistance Referral and Evaluation Program (CARLES): The Commission
requires utilitics to have a CARES program to provide a cascwork approach to sclected
customers who are experiencing difficulty in paying their bills. CARES is intended to
assist specific customers through direct customer interaction in a supportive manner. The
essential element of CARES is case management and referral when necessary after an

evaluation of the conditions which are causing the household payment difficulty.

Hardship Funds: Hardship Funds, often referred to as “fuel funds”, are programs
designed to assist customers who may be receiving other assistance, such as LIHEAP
grants, but continue to have difficulty paying their bills and are either without or about to
lose scrvice. Hardship Funds are generally obtained through a combination of customer
and business charitable contributions obtained through solicitation, and donated to a non-
profit organization designated to administer and distribute the tunds to the payment
troubled applicants. The utility companies match these donations and pay the
administrative costs of the non-profit organization. PGW provides hardship funds

through the non-profit Utility Emergency Scrvice Fund. ("UESF”). (PGW St. 7, at 8).




2

L

[nadequate CRP Enrollment. Education and Termination Avoidance

You have emphasized the unacceptably high levels of customers terminated for non-
payment who have been unable to obtain restoration of service by the béginning of
December. What are the implicatidns of these statistics for your assessment of the

adequacy of PGW’s CRP, CARES and Hm"dship Funds?

PGW does ﬁo@ know the income levels of all of those customers, but the Company does
know that over one-half are low-income and that many are CRP customers. On the most
general level, PGW must increase its CRP enrollment. Ata CRP particif:alion level of
7.-6,000, PGW currently enrolls only about half of its 153,000 confirmed low income
customers.'® One way to assure that fewer households terminated for non-payment are
without service at the approach of winter is to enlarge the numbers receiving more

affordable bills and thercby avoiding termination in the first place.
Does PGW adequately inform low-income customers of the availability of CRP?

No. Based on the enrollment level and the numbers of terminated customers without
service at the onset of the cold weather season, PGW does not take full advantage of the
many opportunitics that it has through customer contacts, bills and written notices to
inform and educate applicants and customers about the availability and the significant
benefits of the CRP Program. New applicants for service should be surveyed for CRP
eligibility or at least provided with CRP information, so that the first time they hear about
PGW’s discount bill program is in a proactive manner and not through the termination

process.

The CAP Policy Statement states that the utility “should make automatic referrals to CAP
when a low-income customer calls to make payment arrangements” (52 Pa. Code

69.265(6)(1)). However, PGW procedures fall far short of implementing this policy. -

' pPGW Responses to Interrogatories AA-TI-16 and AA-1[-3 (, attached as Exhibit HSG-3 and HSG-4,
respectively.
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1 When a customer calls PGW for assistance or to negotiate terms to prevent service
° 2 termination or reconnect service, PGW’s customer service representatives (CSRs) should
3 be trained to ensure customers are enrolled in the CRP program if eligible. Instcad, the
4 “PGW Payment Arrangement Guidelines,” the basic reference for PGW, instructs CSRs
5 that they must ask first for the full amount due."’
o 6 '
7 PGW’s pre-termination shut-off hotices should make clear and specific reference 1o a
8 *discount bill program” instead of a vague “special assistance program.” PGW'’s pre-
® 9 and post-termination notices were provided in response to Interrogatory AA-I-14, and are
10 attached as Exhibit HSG-6.
11
12 PGW’s post-termination notices which are used year around only make vague reference
® 13 to the “special assistance program” under the “winter shut-oft provisions.” In non-winter
14 seasons, a customer terminated for non-payment is not likely to read this section.
15
16 A low-income customer can obtain reconnection of service in some circumstances by just
17 enrolling in CRP and paying the reconnection fee,'® but PGW’s post-termination notice
18 . suggests that the overdue bill and security deposit must also be paid in all circumstances.
19 PGW should include a prominent message in all its pre-termination notices that the CRP
20 discount bill program is available for low-income customers and enrollment can prevent
21 termination. Post-termination notices should include the availability of the CRP discount
22 bill program and state that CRP-eligible customers can.reconnect service without
23 payment of the overdue balance or a security deposit. Otherwise, these vulnerable
24 customers can be left without proper information about how to prevent termination or
25 obtain reconnection.
26

27 Q. Does PGW provide CRP participants with information which would help to

28 incentivize timely payments, maximize arrearage forgiveness, and minimize service

"7 The chart entitled “PGW Payment Arrangement Guidelines,” provided in PGW's Response to Interrogatory AA-
[-19, is attached as Exhibit HSG-35 (After obtaining income level, “Ask for FULL AMOUNT first, and then
ncgotiate your way down™).

" Exhibit HSG-3.




®
1 terminations?
5
° 2
30 A No. The CAP Policy Statement provides that a “complete and thorough explanation of
4 the CAP components should be provided to participants” (52 Pa. Code § 69.265 (6)X(iv)).
5 In order to build a strong CAP program, utilities must undertake a thorough, continuing
o 6 and repetitive educational process to ensure that CAP customers understand all the
7 benefits of timely CAP payments. PGW?’s educational effort is inadequate. An
8 independent evaluation of the PGW CRP program found that customer service
® 9 representatives often omitled information about key CRP components such as arrearage
10 forgiveness.” In terms of CRP program administration and procedures, the APPRISE
1 Report in¢luded recommendations that PGW provide additional training for
12 representatives, emphasizing that they educate CRP enrollees on arrearage forgiveness,
® 13 termination for lack of payment, LIHEAP, energy conservation, and make-up payment
14 required if they re-enroll in the CRP. APPRISE also recommended that PGW make
15 arrearage forgiveness received more prominent in the customer’s biil.*
16
17 PGW’s CSRs should not miss any opportunity to educate new and existing CRP
18 customers about the benefits of arrearage forgiveness. For instance, the customer should
19 repeatedly be reminded that each time s/he pays the CRP in full and on time, s/he will
20 also receive X dollars in arrearage forgiveness. For large pre-program arrearages, the
21 monthly forgiveness could be greater than the CRP bill payment itself. PGW’s CRP bills
22 . should clearly retlect how much arrearage forgiveness a customer is receiving each
23 month, which should act as a continuing incentive to keep up with timely payment of
24 CRP bills. When the customer receives no arrearage forgiveness in a particular month,
25 the next bill should plainly indicate that no forgiveness was provided because the
26 customer was in arrears.
27
28 Further, since recent changes in the law have limited the options of CRP participants,
29 PGW should provide effective education to its current CRP enrollees of their obligations.

Y PGW St. 7, Exh. CC-2, “APPRISE Report.”

* Ibid., pp. xv and 132-135.
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For instance, PGW should be systematically informing all CRP customers that timely
payments are essential because pavment agreements for CRP customers are not available.
This message should be repeated as part of 10-day shut-off notices provided to CRP
customers. CRP customers who fall behind on bills are at greater risk of beifig shut off
and taken off the CRP program. Once off the CRP program, the pre-program arrcarages
come forward and become payable. A slight increase in income could make a customer
ineligible for CRP. Under the Commissions’ current informal interpretations of Chapter
14, such a former-CRP customer may not be eligible for a payment agreement for these
CRP arrcarages. A fully-informed CRP customer could prepare for such circumstances
and be incentivized to do his/her best to reduce pre-program arrearages through timely

CRP payments.

Under Chapter 14, the Commission is precluded from making Commission
cstablished payment agreements for participants in PGW?’s CAP, the Customer
Responsibility Program (CRP). Do you believe that PGW has used its discretion

wiscly with regard to CRP customers whose scrvice has been terminated?

No. As [ indicated, PGW’s policies have had the result that in each of the past two years,
over 3,000 CRP households terminated for non-payment were unable to obtain
restoration of service by the beginning of the cold weather season. PGW’s policy has
been to require CRP households terminated for non-payment for the first time, to pay the
reconnection fee plus 1/ 24th of the total outstanding balance (which includes any
unforgiven pre-CRP arrcarages). For at least one quarter of CRP participants, this
amounlt is clearly unaffordable, because their pre-CRP arrearages are above $2000.*' For
the past two winters, PGW has followed a policy of refusing to restore service until the
customer has assembled the required amount, including a LIHEAP Crisis grant of $300-
600 and any ancillary grants made available by the City of Philadelphia and by the state
government. PGW persisted in this policy despite its knowledge that there was

inadequate coordination between the various granting agencies, which delayed service

21 The APPRISE Report states for a treatment group of low income customers enrolling in CRP in 2003, 25% had
pre-CRP arrearages between $1000 and $2000, and 25% had pre-CRP arrearages over $2000. PGW St. 7, Exh. CC-
2, APPRISE Report, at 30.
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reconnection, 1f any, well into the winter. A more reasonable policy would have been for

PGW to reconnect service to these customers upon the Department of Public Wellare™s
approval of the LIHEAP Crisis application, with the added requirement that the customer

apply for and assign to PGW other specified grants as they may become available.

As an-alternative, CRP customers without ser;fice at the onset of winter should be given
one payment agreement to catch-up on CRP arrearages. Such payment arrangement
should allow the CRP customer to pay their CAP arrearages over twelve to twenty-four
months. The APPRISE Report showed that current CRP customers a.lrc not aware of the
requirements of thc CRP program. The requirements should not be strict] y enforced until
PGW has met its obligation to provide a “c'ompletc and thorough explanation™ of the
CRP reqL-lirements. One payment agreement to current CRP customers to catch up on
CRP arrearages will provide the needed transition bulTer to prevent many unfortunate

terminations due to lack of adequate information.

Do you have any other recommendations to address the high number of CRP
customers terminated for non-payment and still without service at the onset of

winter?

Yes. I think that PGW could do more to avoid the necessity of terminating CRP
customers in the first place. One approach, alréady discussed, is to incrcase the numbers
of CRP customers who are incentivized through arrearage forgiveness to pay their bills in
full and on time. Another supplementary approach, beneficial to both PGW and to its
CRP customers, is to increase the number and the total amount of LIHEAP cash
assignments that PGW receives from CRP customers over existing levels while at the
same time providing those CRP customers who assign their LIHEAP cash grant with
protection from termination. One way to do this would be to adopt a policy of providing
greater flexibility concerning termination of service to CRP customers who have applied

fora LIHEAP cash grant and assigned it to PGW.

A flaw in PGW’s CRP program is that a LIHEAP cash grant is not applied to the
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individual customer’s bill, but rather is treated as a credit to the general CRP fund. which
reduces the overall amount to be recovered through PGW’s Universal Service Charge.
As aresult, CRP customers often feel cheated, because they see no personal tangible

citect of their LIMEAP application. "

Although CRP customers are required to apply lor a LIHEAP cash grant and assign it to
PGW, they are excused from this requirement when they assign the grant to a secondary
heating source like PECO. Since PECO applies the LIHEAP cash grant directly to the
individual account and credits that account, the PECO customer sees a personal tangible
benefit not provided to a CRP participant. As a result, thére is a disinclination to apply for
a LIHEAP cash grant and assign it to PGW. Therefore, the policy of providing no direct
personal positive result to a CRP participant for applying for a LIHEAP Cash grant and
assigning it to PGW reduces the totality of LIHEAP Cash Grants which PGW receives
and undermines the positive public relations and customer relationship the company is

attempting to develop within CRP.

PGW could turn this negative situation around and create a “win/win” situation which
would increase LIHEAP Cash assignments from CRP participants, eliminate CRP
customer perception of being deprived of the benefit of LIHEAP cash grants, and address
the problem it has with its high numbers of terminated customers. | recommend that
PGW create and publicize a CRP “LIHEAP Awards” component which provides
reasonable extensions of time and/or payment agreements for those CRP customers who
have assigned their LIHEAP cash grant to PGW. The CRP participant will receive a
tangible benefit, PGW will improve its LIHEAP cash grant receipts and public relations

image and CRP service termination levels will be reduced.

Inadequate CARES Program

Does PGW have an adequate CARES Program?

No. Compared to other CARES programs at other utilities in Pennsylvania, the PGW
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CARES program is severely limited in scope. PGW’s CARES program does not provide
the necessary support Lo low and lower income consumers. This is a serious deficiency
given the problems that many low and lower income households terminated for non-
payment cxperience when trying to obtain reconnection. The CARES program
component is intended to serve those CRP and nomCRP customers who require
additional assistance to maintain their utility service and to help address health and safety
concerns related Lo utility service. Anyone familiar with utility customer service
recognizes that there are certain customers, who due to mental or emotional problems,
household dynamics, physical health issucs, low héusing qualily, and poverly are likely
to lose service unless a utility representative can actively assist them 1o deal with both
utility requirements and other social service agencies. This assistance may be in the form
of case evaluation and on-going management, social service referral, community agency
networking and training, and/or other services specifically designed to achieve the
customer’s goal of affordably maintaining utility service.  Although PGW’s CARES
program purports 1o serve these functions in its written materials, it is strictly a referral

program.

PGW has no designated CARES staff. Supposedly all customer service representatives
do CARES work.? [n contrast, PECO Energy, Philadelphia’s primary electricity
provider, has a CARES program stafted by three (3) full-time CARES workers, in

addition to other full-time Universal Services staft.

The Company’s procedures provide for the tracking of CARES *Quick-Fix” case
referrals and “Case Management” case referrals.? However, the Company admits that it
does not track CARES referrals.* PGW’s CARES brochure lists budget counseling as a

CARES service.” However, PGW does not provide formal budget counseling, The

2 pGW Responses to AA-I-9 and AA-I-10, attached as Exhibits HSG-7 and HSG-8, respectively.
* Universal Services Manual, pp. 60-61, from PGW Response to AA-I-1, excerpts attached as Exhibit HSG-9.
PGW Response to AA-I-10, attached as Exhibit HSG-8.

PGW Response to AA-1-9, attached as Exhibit HSG-7.

17



A,

Company also claims in its literature that the CARES program provides protection from
service termination and short-term affordable payments based on “ability-to-pay,™* but it
admits that it does not actually provide such arrangements in practice.”” The program
purports to give special consideration to those with special needs, but in discovery
responscs, it 1s evident that the Company applies the same strict service termination

policies and payment agreement terms to all customers regardless of special needs.”

Home visits by utility personnel are one component of a CARES program. They allow a
utility employee to meet with a customer in situations where the customer is unable to
come to a PGW office. PGW’s Universal Services Manual acknowledges that home
visits arc a necessary aspect of a CARES prqgmm.zg The-Company’s CARES brochure
also makes refereﬁce to home visits.™® The APPRISE Report states that PGW personnel
were completing about twenty (20) CRP applications per week by means of home visits
at some time in 2003.>' Howcver, the emphasis in the Manual is on defining when a
home visit will not be provided rather than communicating a recognition that such visits
are necessary to fulfilling the CARES function. Moreover, in its proposed Tariff, PGW
has deleted a provision that explicitly allowed for home visits, in appropriate

. 32
circumstances.

What is your recommendation concerning CARES at PGW?

I believe that utilities with high numbers of low and lower income customers cannot

* PGW Response to AA-I-1 and AA-1-9, attached as Exhibits HSG-9 and HSG-7, respectively.

*" PGW Response to Interrogatory AA-11[-4, attached as Exhibit HSG-10.

¥ PGW Responses to Interrogatories AA-111-4 and AA-I-19, attached as Exhibits HSG-10 and HSG-5,
respectively.

? Universal Services Manual, pp. 59-61, from PGW Response to AA-I-1, excerpts attached as Exhibit HSG-9.

*pGwW Response to AA-I-9, attached as Exhibit HSG-7.

' PGW St. 7, Exh. CC-2, “APPRISE Report.,” at 7.

2 Propused Tariff Section 2, First Revised Page No. 18, Supplement 16.




provide adequate service without a strong CARES program. PGW does not have even a
foundation for such a program. The current system of “assigning” CARES work to all
custorner service representatives is inadequate. [ recommend that PGW start the process
of laying this foundation by creating at least 2 or 3 CARES representative positions by
January 1, 2008. PGW needs to create job descriptions, program philosophy and hiring
qualifications to insure that supervision and staff have a social services, helping
orientation. The focus of a CARES worker is different from that of most CSRs whose
primary function is credit and collections. Therefore, the unit supervisor should have a

social services degree or experience.

Inadequate Hardship Funds

Has PGW taken adequate steps to assure that low-income customers have access to

adequate levels of hardship funds?

No. PGW'’s promotional efforts tor UESI have been truly inadequate. During the 2002-

2006 period, the average annual total raised by PGW in contributions to the hardship

18 fund was only $1632.>> This amount represents the lowest total amount to hardship funds

19 compared to all the other regulated gas and electric utilities in the state, according to the
b 20 2005 PUC Report on Universal Service Programs and Collections Performance.” While

21 we commend PGW employees for contributing to UESF last year through a bowling

22 tournament and a book sale,”” PGW could do much'more among its customers to promote

23 UESF, Due to the size of its customer base, PGW has many customers capable of

24 making monthly contributions by means of a bill check-off. PGW currently includes

.25 information about UESF in a bill insert only about 2 times a year.36
26

* Contributions to UESF from PGW Employees and Customers, 2000-2006 (PG W Response to [nterrogatory AA-

[-12), attached as Exhibit HSG-11.
™ Universal Service Reporting Requirements, 2005 Report,
http://www.puc.state.pa.us/seneral/publications _reports/pdf/EDC_NGDC_ UniServ Rpt2003.pdf

¥ PGW Promotion of UESF (PGW Response to Interrogatory AA-1-13), attached as Exhibit HSG-12.
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Q.

A.

What are your recommendations in regard to UESF?

l. Contributions check-oiT on bills: PGW should implement a contributions check-
off on each PGW bill for customers to sign up for UESIE on all its bills. In
addition, a system needs to be in place for electronic direct-payment customers to
be able to have notice and access to the check-off.

2. Adjusting matching grants and maximum grants: Given the changing and
growing needs of PGW low income customers, grants must be higher than $500
and the agreed PGW credit match must also be above $500. Grants need to be
readjusted to a maximum of $1,000, which requires a PGW credit match of up to
$500 to match the up to $500 grant. PGW should work with UESF to raise the

limits for PGW customers.

PGW’S MISUSE OF DISCRETION PROVIDED BY CHAPTER 14 CAUSES
UNREASONABLE LLOSS OF SERVICE BY LOW AND LOWER INCOME
CUSTOMERS

PGW claims that PGW follows Chapter 14 guidelines for payment agrcements,
reconnection agreements, termination procedures, and deposits. It therefore implies
that its collections practices sﬁtisfy any requirement that service be reasonably
continuous. Do you agree that collection practices which comply with Chapter 14

are necessarily reasonable?

No. First, I do not think that PGW’s policies are fully compliant with Chapter 14, but [
recognize that many Chapter 14 interpretive issues have not yet been fully resolved.
However, even if PGW’s actions are facially consistent with Chapter 14, [ submit that, as
it concerns low and lower income customers, it is unreasonably and unacceptably

utilizing the discretion entrusted to it by the legislature.
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Please explain.

It is important 1o remember the stated intent of Chapter 14 was to “achieve grealer equity
by eliminating opportunities for customers capable of paying to avoid the timely payment
of public utility bills.” (Section 1403). The General Assembly explicitly affirmed its
intent to “ensure that service remains available o all customers on reasonable terms and
conditions.” Greater opportunity for, attention to, and ease of collection from those
customers with the ability to pay never meant that low-income consumers without the
ability to pay would suffer increased levels of service termination. Specifically in regard
to PGW, the lcgislature sought to a.s.sure that PGW would provide natural gas “for the
benefit of the residents of the cily,” not just those residents who arc capable of always
paying their bills in full and on time. As the Commission recognized in its recent
decision concerning Equitable Gas Company’s universal service plan, a utility must
implement Chapter 14 in a manner which does not nullify the obligations to provide
reasonably continuous service to all, as required by Section 1501 and Chapter 22 of the

Public Utility Code.”’

Getting down to specifics, has PGW’s approach to Chapter 14 implementation been

reasonable?

No. With regard to low and lower income customers, PGW’s service has not been
reasonable, as demonstrated in the numbers of service terminations and especially, the

numbers of terminated customers who have been unable to restore heat related service at

‘the approach of winter. There are many areas in which Chapter 14 provides PGW with

increased collection tools in order to receive greater collections from those with the
ability to pay. In the areas of payment agreements for customers receiving service but
threatened with termination, Chapter 14 allows utilities to limit the number of payment
agreements to be granted, without fear of being overruled by BCS. For customers whose

service has been terminated, Chapter 14 allows utilities in many cases to demand the total

" Equitable Gas Company's Universal Service and Energy Conservation Plan Submission Pursuant to 52 Pa. Code
§ 62.4, Docket No. M - 00061959 (Order entered December 21, 2006), at 9.
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outstanding balance as a condition ot reconnection, and in other cases, o impose-
conditions on service reconnection agreements which would be unaffordable for many.
However, importandy, while allowing utilities a much broader range of discretion, and
cutting back on the authority of BCS to intervene, Chapter 14 does not releade a utility
from doing all it can to reduce termination of service among those without the ability to
pay and from the obligation to act in a manner which assurcs reasonable continuity of
service 1o all customers. In many areas, it is clear that PGW is systematically misusing

the discretion which the Act provides.

Barriers To Reconnection

Total Outstanding Balance From Customers as a Condition of Reconnection.

Have you reviewed PGW’s policies regarding customers whose service has been

terminated for non-payment?

Yes. [ believe that PGW is misusing the discretion granted by Chapter 14 by imposing
patently unaffordable reconnection terms on many low and lower customers terminated
for non-payment. When PGW reconnection terms are unaffordable, as they often are,
these demands are bound to have an effect on the number of heating customers
terminated for non-payment who have been unable to obtain reconnection. Evidence of
this effect is particularly strong at the approach of cold weather. Few customers want,
after all, to be without a central heating source in their homes in cold weather. When
service is not restored, it is not a question of refusal or unwillingness to pay, but of

inability to pay.
Pleasc explain.
Although many contested areas of Chapter 14 interpretation have not yet been resolved

by the Commission or the courts, there can be no doubt that Chapter 14 broadened the

scope of utility discretion concerning termination of service and the terms for
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reconnection of service for customers and applicanis whose service had been
disconnected for non-payment.®* Chapter 14 authorizes a utility to require a customer or
applicant terminated for non-pavment who has “detaulted” on more than one payment
agrecment to pay upfront the total outstanding balance as a pre-condition of feconnection.
For participants in low income programs, Chapter 14 bars the Commission trom
establishing a payment agreement necessary o calch up on payments, avoid service
termination and achieve reconnection. Low and lower income Level | and Level 2
customers in this situation may thus be denied service until they make full payment of the
total outstanding balance, pay PGW?’s high reconnection fee, and pay a deposit
installment equal to onc month’.s estimated budget bill. In comparison with the pre-
Chapter 14 period, most customers whose service has been terminated for non-payment
have been less able, due to Chapter 14 fimitations, to obtain relict from these conditions
by means of an appeal to the Commission’s Bureau of Consumer Services. PGW’s
interpretation of Chapter 14 and its use of discretion is now critical to the maintenance

and reconnection of service to the low-income.

PGW justifies its collection policies by stating that it is only following Chapter 14

“guidelines.” Is this a valid justification?

No. First, even if PGW’s policies regarding reconnection terms are not specifically
prohibited by Chapter 14, they are not reasonable if they result in:
a. the existing high levels of terminations of low and lower income households,
b. the inability of low-income households to afford to reconnect to service; and
c. the high numbers of low income houscholds without heat related service at the

approach of cold weather during the past two years.

*# Important examples of the expanded discretion granted by Chapter 14 (o utilities with regard to customers

terminated for non-payment concern the permission provided to utilitics to impose short repayment periods for
reconnection agreements. For instance, with regard to Level 2 non-CAP customers (lower income customers with
houschold income in the 150-250% FPL range), a utility may require that the total outstanding balance be paid in
not more than 12 monthly installmeats. For Level 1 customers, low-income customers who would not benefit from
PGW’s CRP program, PGW may require full payment of the cutstunding balance within 24 months. These
standards arc harsh, by comparison with the Chapter 14 standards tor Commission ordercd payment agreements for
customers whose service has not been terminated.



| Second, PGW has taken advantage ol the unresolved status of Chapter 14 interpretation

® 2 in many areas 0 Impose overrgaching Chapter 14 interpretations which aggravate further
3 its ongoing misuse of the expanded discretion actually provided by Chapter 14.
4 ‘
i Q. Please give examples.
» 6
7 Al First and foremost, the provisions of Chapter 14 are intended to increase collection from
8 those able to pay for utility service but who do not. Chapter 14 is not intended to increase
® 9 collection activity which results in service termination of the low and lower income.
10 PGW'’s policies need to reflect this.
1l
12 .One important example is the way PGW interprets the phrase “defaulted on two or more
® 13 payment agreements” in Chapter 14 Section 1407. PGW has adopted a position which
14 . unrcasonably increascs the number of low and lower income terminated customers who
13 arc deemed to have “defaulted” on more than one payment agreement. According to
® 16 PGW, a customer who is on a payment agreement, and falls two payments past due is
i7 deemed to have “delaulted” on a payment agreement, even if the customer subsequently
13 cured the default prior to service termination.” In my view, in light of the Commission’s
19 recognition that a customer who has defaulted on a payment agreement may prevent
® 20 termination by curing that default prior to termination, a more reasonable interpretation
21 of applying Chapter 14 to low and lower income ho.useholds would acknowledge that a
22 payment agreement default that has been cured prior to termination is not to be
® 23 considered a “default” for the purposes of determining whether a customer who has been
24 terminated may be required to pay the total outstanding balance as a condition of
25 reconnection. Consider PGW’s present policy for a customer who is on a twenty-four
26 month payment agreement. That customer might become two payments past due, in
® 27 months 5 and 6, but then might cure his/her default without termination — and then
28 several months later, after making timely payments, might default again and be
29 terminated. Under PGW’s present policy, that customer would be required to pay the
®

¥ PGW Response to Interrogatory AA-I-18, attached as Exhibit HSG-13.
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total outstanding balance as a pre-condition of reconnection, because the cured default in

months 5 and 6 would still be counted against the customer.

A second important example 1s the way that PGW has interpreted the term “payment
agreement” in the same phrase in Chapter 14 Section 1407. PGW has adopted a position
which unreasonably increases the number of fow and lower income customers terminated
for non-payment who are deemed to have defaulted on “two or more payment
agreements.” According to PGW, a person who has been on CRP and has been
terminated for non-payment is deemed to have defaulted on a payment agreement for
reconnection purposes.’” Under Chapter 14, in which both “Customer Assistance
Program” and “payment agreement™ are defined terms, it seems clear that a CAP isnot a

“payment agreement” for any purpose, including determining reconnection terms.

Under PGW’s interpretation, former CRP Level 1 customers and former CRP Level 2
customers, both with a previous service termination or terminations while participating in
CRP, are likely to be required to pay the total outstanding balance as a condition of
reconnection. CRP customers often have pre-CRP outstanding balances and a history of
defaults on payment agreements before they entered CRP. They also often have pre-CRP

' When CRP customers’ income rises

arrearages that can be in the thousands ot dollars.
nearer to the upper limit 150% FPL., they are likely to go oft CRP, because they no longer
benefit from it, or if their income rises above 150% FPL, they are no longer income
eligible for CRP. Such low income customers then must confront a monthly bill which
includes the unforgiven part of their pre-CRP arrcarage, as well as any other arrearages.
Given their prior history, any instance in which they suffered a service termination when
under CRP counts, in addition to pre-CRP payment agreement defaults, as a default

precluding the customer from obtaining reconnection for less than upfront payment of the

“total outstanding balance.

** PGW Response to Interrogatory AA-I-17, attached as Exhibit HSG-14.
' Although one aspect of CRP provides for forgiveness of the customer’s pre-CRP arrearage over a three year
period, CRP customers often do not obtain even that forgiveness because they are unable to pay their CRP bill in full
and on time month alter month. Whenever they are carrying any arrearage on their CRP current charges, they do

not receive the monthly forgiveness they would otherwise receive if they were current.
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Aside from these examples, have you identified any other PGW policies which are
likely to increase the number of payment agreement defaults of the low and lower
income — with the ultimate result that a customer terminated for non-payment will

be required to pay the total outstanding balance as a condition of reconnection?

Yes. QOverall, in its payment agreement policics, PGW has placed much more emphasts
upon obtaining agreements for the maximum amounts of payment on arrearages in the
shortest time periods, rather than upon making a concerted cflort to assure that a payment
agrecment is affordable for and sustainable by the low and lower income customer. The
most dramatic example of this attitude is the situation where a customer whose service is
on agrees to make an up-front payment as part of a payment agreement, and then fails to

make that payment. PGW counts that failure as a defaulted payment agreement.

Do you think that the standards and procedures that PGW uses in order to make
payment agreements with customers whose service is on is likely to maximize the

number of successful agreements?

No. This deficiency is important because prior payment agreement defaults directly
impuct whether a low or lower income customer whose service has been terminated for
non-payment will be required to pay the total outstanding balance as a.pre-condition of
reconnection. PGW claims that 90% of its payment agreements are broken within 12
months of the time they are made. Although this precise claim has not to my knowledge
been adequately substantiated, I believe that PGW’s standards and procedures need
improvement with the goal of more frequently achieving agreements that a customer has
a reasonable chance of keeping. [ highlight here only some features of PGW’s current
standards and procedures which unduly hinder customers in their efforts to maintain their

payment agreements.

Please identify some of these current standards and proccdures.

26



9
10

A.

[ ofter the tollowing for consideration:

1. PGW states that when there is a first contact between PGW and a low or lower
income customer without an active payment agreement about an arrearage or a pending
service termination, PGW first asks for the total outstanding balance. If the customer
says that he/she can not pay that amount, a ncgotiution follows. The problem is that a
customer who is anxious about a pending termination is usually more interested in
avoiding the most immediate threat — termination of service, with the increased costs that
go with reconnection — than in making a realistic asscssment of what can be afforded on a
monthly basts going forward. In addition, the customer is without any knowledge of

PGW’s standards and may oﬂ'c:r more than PGW would actually have required.

2. PGW customer service representatives utilize a detailed chart entitled “PGW
Payment Arrangement Guidelines™ which sets forth minimum payment agreement
requirements for customers according to the various household income levels.*?
Although the Commission has made clear that utilitics must consider the Chapter 56.97
individualized factors including the “ability of the ratepayer to pay” which go beyond
simply “household income level,” in making a payment agreement, the PGW Guidelines
are exclusively quantitative, and do not communicate an intention by PGW to attempt to
assure to the extent possible that the payment agreement is one that the low or lower -

income customer can afford to make.*

3. The PGW Payment Arrangement Guidelines require minimum upfront payments
of the following percentage of the outstanding bill from non-CRP customers: Level 1

(20%), Level 2A (40%), Level 2B (50%).* Thus, customers between 150%-250% FPL

2 PGW Response to [nterrogatory AA-I-19, attached as Exhibit HSG-5.

13

Chapter 56 Section $6.97 states that in making a payment arrangement: “The utility, through its employes, shall

exercise good faith and fair judgment in attempting to enter a reasonable settlement or payment agreement or
otherwise equitably to resolve the matter. Factors to be taken into account when attempting to enter into a
reasonable settlement or payment agreement include the size of the unpaid balance, the ability of the ratepayer to

pay, the payment history of the ratepayer and the length of time over which the bill accumulated.....

1"
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are required to pay 40% to 50% ol their arrearage up-front to avoid lermination of
service. I'or low income and lower income customers, who do not have flexibility in their
houschold budgets, such potentially large upfront payments may achieve the immediate
goal of preventing termination, but at the cost ot a default in the next few months, as
customers strive to pay other household expenses that they let slide in order to make the

upfront payments necessary Lo avoid termination.

[t is to be noted that there is nothing in Chapter 14 that specifically authorizes utilities to
require that customers whose service is on and who are seeking a payment agrecment pay
a substantial percentagc of the outstanding balance upfront. In adopting its upfront
payment requirements, PGW may not draw. on any standards ol reasonableness set forth
in Chapter 14. Moreover, the Commission’s interpretation of Chapter 14 Section 1407 is
precedent for the position that the failure of the General Assembly to mention upfront
payments for the payment agreements and/or reconnection agreements means that

utilities have not been granted the discretion to require such upfront payments.

4. The PGW Payment Arrangement Guidelines require minimum monthly payments
on arrears of $40 monthly for Level 2A (150-200% FPL) and $60 monthly for Level 2B
(201-250% FPL). Even though the Chapter 14 Section 1405 standards for BCS
established agreements provide a standard allowing twenty-four months over which a
customer may pay arrearages, PGW has determined to set monthly minimums, which,
especially when combined with éubstanti_al upfront payments, would result in a
requirement that the arrearage be pai‘d off in less time than the General Assembly
determined to be reasonable. Here, as so often through its collection standards and
procedures, PGW appears to impose requirements without regard for their likely effect on

the ability of customers to comply with the payment agreement.

Reconnection Fee

* The PGW Payment Arrangement Guidelines divide customers by income levels in the same way as the current

BCS Guidelines. However, BCS Level 2A (151-200% FPL) is called Level 2. BCS Level 2B (201-250% FPL) is
called Level 3.
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Discuss the impact of PGW?’s reconnection fee on the ability of customers to obtain

service reconnection.

PGW’s reconnection fee of $123.23 is by far the largest for any gas utility in'the state.
The average for the nine natural gas utilities is $58.58, and the median is $50.00.*
Chapter 14 allows and PGW requires that the.rcconnection fee be paid upfront with other
charges as a condition of service reconnection. As Governor Rendell recognized in his
press conferences introducing the Pennsylvania Stay Warm Campaign in the fall of 2003,
utility reconnection lees represent an obstacle to reconnection of service. He urged
utilities to reduce or waive such {ees, where heat-related service is involved and at the
approach of cold weather. Al a time when a customer without service must pay an
upfront payment on arrears, as well as at least a portion of a deposit equal to twice the
estimated monthly bill, PGW’s very large reconnection fee is an unwarranted impediment

lo service reconnection.

Has PGW taken any steps to lessen the impact of the reconnection fee on customers’

access to service?

No. It has taken no steps to reduce the charge and has maintained this charge in the
proposed Tariff for this proceeding. However, for Level [ and Level 2 customers, a
charge in this amount is not reasonable. It is important to recall that CRP and CRP
eligible customers seeking service reconnection will be required to make monthly
payments which are at the upper limits of affordability under PUC affordability
standards. Leve! [ customers who do not quality for CRP, even though their household
income is below 150% of tederal poverty, are still very low income, usually larger
households to clothe and feed. Even when PGW may not require payment of the total
outstanding balance upfront, PGW insists on recovering the total outstanding balance
from such households over the minimum period allowed by Chapter 14 — 24 months.
Under such circumstances, PGW’s large reconnection fee is an added burden which can

hinder the household from tendering the upfront payment necessary for service

** Reconnection Fees of Pennsylvania Natural Gas Companies, attached as Exhibit HSG-15.
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reconnection and/or from getting off on the right foot with full and timely paymeats on
any reconnection payment agreement. As for Level 2 households, between 150-250%
FPL, when requiring the full outstanding balance upfront is not permitted, PGW insists
on recovering the total outstanding balance over the minimum period allowed by Chapter
14 - only 12 months. These households, which include the working poor, are hard
pressed under Chapter 14 standards to pay thé outstanding balance and/or to maintain
timely payments on reconnection agreements which would require arrearages to be paid’
oft within twelve months. Unduly large reconnection charges hinder the ability of low
and lower income customers to obtain service reconnection, and once service is
reconnecied, to haintain their reconnection agreements. For that reason, | recommend

that PGW’s reconnection {ee be reduced to $350.
Please comment on PGW’s “dig-up charge.”

PGW charges a “dig-up charge” of $372 in addition to the $123.23 reconnection fee
when reconnecting previously terminated service, when the termination was
accomplished by a digging up the street, rather than shutting off service at the meter or at
a curb valve that is accessed outside the account premises. Between April 1 and
December 31, 2006, PGW performed about 1600 non-payment shut-offs by means of
digging up the street. PGW utilizes this method when no one is home at the time of
termination and the account premises are not equipped with a curb valve. PGW has not
provided a curb valve for over one half of its residential ¢ustomers. PGW requires that
customers whose service has been terminated by a “dig-up” pay the $372.00 up front as a

condition of reconnection. This is a charge which is unaffordable for low-income and

. lower income customers, and a barrier to service reconnections. [ recommend that PGW

waive the dig-up charge for Level 1 low-income customers and allow Level 2 customers
to pay the dig-up charge as part of the remaining balance to be paid in monthly

installments pursuant to the reconnection agreement.

Do you have other concerns related to reconnection of service to households which

are below 150% FPL?
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2 Al Yes. PGW generally tollows the schedule of deposits in installments which was
3 suggested in the Commission’s Advanced Notice of Proposed Rulemaking concerning
4 thec amendment of Chapter 56 to comply with the provisions of Chapter 14. However, in
5 light of the high number of verificd low income customer-s whose service has been
6 terminated and who have been unable to obtain reconnection with the approach of winter,
7 [ belicve that PGW should adjust its deposit requirements with regard to terminated Level
8 1 customers. Consistent with Chapter 14, PGW does not require deposils from CRP
9 customers whose service has been terminated for non-payment or from terminated low
10 . incorme customers who are income eligible for CRP, who will benefit from CRP and who
1 are enrolling in CRP at the time of reconnection. However, because PGW’s CRP
12 program is a percentage of income program, there are customers who due to large
13 household size and relatively low usage level (or a combination of the two) have
14 household income under 150% FPL, but who nonetheless would not benefit {from CRpP.*
[
> i6 Given the fact that these houscholds are as indisputably low income as other households
17 who benefit from CRP, and that undue numbers of PGW houscholds have a demonstrated
18 financial inability to obtain service reconnection even with the approach ol winter, it is
19 unreasonable to require a deposit from Level 1 customers as a condition of service
b 20 reconnection.
21
2 Barriers To Termination Avoidance
D 23
24 No Second Payment Agreements
25
26 Q. Your testimony has focused on issues related to reconnection of service for
27 customers terminated for non-payment. Do you think that PGW has placed enough
28 emphasis on adopting policies which enable customers to avoid service termination
29 in the first place?

% An example would be a household of four persons with income of $2500 per month. Ten percent (10%) of this

household income, the CRP bill, would resuli in a monthly bill of $230 or an annual bill of $3,000 for gas service,
well above the average amount that would be paid by a household not on CRP.
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No. Due to its function as a basic necessity of life, utility service absolutely must be
continuous and not unreasonably interrupted. Needless to say, utility service
terminations can be the cause of death and injury to customers, and damage fo property,
stemming from fires caused by the use of alternative unsafe heating sources like electric
space heaters and kerosene heaters. Absence .ofheal can pose a serious health risk to
frail, sick and disabled customers, especially the very young and the elderly. For that
rcason, utilities should adopt all reasonable means to avoid service lerminations. PGW's
actions do not appear to give sufficient weight to the policy considerations of avoiding
termination of low and lower inéome customers and the aangcrs inher‘,c'nt.in service

lcrminations.
Please explain.

PGW’s Payment Arrangement Guidelines allow customers only one payment
agreement.*’” A customer who is under a payment agreement and has defaulted on that
agreement who calls PGW will be required to cure the default on the payment agreement
prior 1o service termination. PGW does not grant short extensions of time to cuslomers
who may not be able to pay the required amount by the termination date, but could make
the payment even a few days later. Although the Payment Arrangement Guidelines
provide for the granting of a second or subsequent payment agreement when statutory
“Change of Income” requirements have bee‘n met, PGW does not track the numbers of
such second payment agreements that have been granted.*® The same is true for
extensions based on a statutory “Significant Change in Circumstances” and a “Life

Event.”¥

PGW maintains that in following this policy, it is in compliance with Chapter 14

Guidelines. However, Chapter 14 does not prohibit utilitics from granting second or

T CRP customers are not allowed any payment agreements.

* PGW Response to Interrogatory AA-[11-5, attached Exhibit HSG-16.

49

PGW Responses to Interrogatories AA-111-6 and 7, attached as Exhibits HSG-17 and HSG-13, respectively.
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subsequent payment agreements, rather than pushing forward with a service termination
expensive both for the Company and for the customer. In fact, Chapter 14 Section
1405(d) specifically states that a “utility may, at its discretion, enter into a second or
subsequent payment agreement with a customer.” In the General Assembly’s view, there
were circumstances in which a second utility established payment agreement was
reasonable, and the utility was to be trusted Lo identify those circumstances. There is no
room in PGW’s Payment Arrangement Guidelines for such an exercise of reasonable

discretion.

Medical Emergency Policy

Is PGW administering its medical certification program in a way that minimizes the

likelihood that households with medical emergencies will be able to avoid

termination?

No. The Commission has traditionally recognized that utilities bear a special
responsibility to assist a customer household with a person who is seriously ill or has a
medical condition which will be aggravated by service termination. Under Chapter 56
Section 56.116, a customer who has obtained a suspension of service termination or a
service reconnection by means of a medical certification has an “obligation to equitably
arrange to make payment on all bills.” The purpose of an “cquitable arrangement” is to
assure that sick, disabled and medically vulnerable customers are not endangered by a
service termination, regardless of what their arrearages might be and regardless of

whether they have defaulted on more than one payment agreement.

PGW, however, does not consider that the “equitable arrangement” requirement entails
anything more than a suspension of termination for the period of time not to exceed three
months, depending on the number of 30 day medical certifications that the customer has

already had.*® PGW should, at a minimum, allow customers with medical certifications

% PGW Responses to Interrogatories AA-I-4 and §, attached as Exhibits HSG-19 and HSG-20, respectively.



to maintain service or obtain reconnection regardless ol whether they have exhausted
three monthly medical certifications, so long as they make monthly equitably arranged
pavments on current bills. Such customers should automatically be referred to CARES,
which should provide ongoing case management, not merely referrals. As discussed in
the part of this testimony which deals with CARES, PGW has not given the attention to
sick, disabled and medically vulnerable that the “equitable arrangement™ provision

requires.
Budget Billing

The Commission hz}svstrungly endorsed budget billing as a critical tool in assuring
the on-going affordability of utility service, especially heat-related or cooling-related
service, in which there are marked seasonal swings in consumption. Budget billing
helps customers to avoid the overwhelmingly unaffordable bills that can lead to
service termination. HMas PGW taken the necessary steps to make budget billing
attractive to customers who are not required to participate in budget billing as part

of a payment agreement?

No. Despite its name as the “Easy Way Budget Plan,” PGW’s budget billing program
does not appear to attract the number of customers that one would expect in a service
territory with so many low and lower income customers. PGW reports relatively few
participants in budget billing. PGW states that 215,000 or approximately one half of its
residential heating customers have trouble paying their monthly bill in full and on time.
[f one subtracts from this figure the 75,000 low income customers who receive the
monthly levelized CRP bills, that leaves 140,000 customers who could benefit from
budget billing. However, as of July, 2006, PGW had approximately 34,000 customers on
budget billing.>" Of those 34,000 customers, 29,600 were participating in Commission

established or utility established payment agreements, where budget billing is

31 PGW Response to Interrogatory AA-I-43, attached as Exhibit HSG-21.



compulsory.® [n my view, PGW’s budget billing policies are flawed, and these flaws

contribute 1o the low participation levels.
Please explain.

PGW advertises the Easy Way Budgel Plan as a plan that “can help average out your bills
over a 12-month period so you pay the same amount each month.” It would appear that
the general view among PGW customers is that the promise of equal monthly bills is not

kept.

Advocates who talk with customers about PGW’s budget billing program relate that it is
not uncommon for such customers to report having participated in budget billing in the
past, but to have discontinued budget billing at some point, with a negative impression.
Invariably, the reason given is that the budget billing program did not meet the
expectation of relatively uniform monthly bills. Rather, customers reported unexpectedly
receiving a bill or bills which were substantially greater than the bills received in

previous months,

This common complaint raises the question whether PGW has given sufficient

consideration to how to make budget billing more closely fulfill its promises.

Can you identify flaws in PGW’s budget billing which could be corrected to make

the program more attractive?

Yes. In its proposed Tariff, PGW has added the provision that “[t]he Company shall
review accounts at least once yearly to bill for actual usage, pursuant to a true-up bill.”*
This provision would authorize PGW in every twelve month period to issue a bill which

includes not only the normal budget amount, but a request for payment for any shortfall

~ that may have occurred when monthly billings over the previous twelve month period,

2 PGW Response to [nterrogatory AA-I1-33, attached as Exhibit HSG-22.
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even as adjusted, were less than the actual cost of gas service that was provided. While
PGOW has deemed it necessary to assert its right to collect for previous unbilled gas
provided budget billing customers via a true-up, it makes no provision to accommodate

. . . . !
those customers who would receive a significant true-up bill.

rd

Is this a significant problem?

Yes. According to PGW, out of 34,000 budget billing customers in July, 2006, about one
half were underbilled in the prior twelve month period and therefore owed a true-up
amount.” The average true-up amount was $165. Roughly speaking, that amount was
the equivalent of an average monthly bill for a typical heating customer. About 4300
customers had true-up amounts greater than $200. For significant numbers of budget
billing customers, perhaps as many as one half, budget billing resulted in a large surprise
bill, exactly the thing that budget billing is supposed to avoid. This type of result has a
negative effect on the credibility of PGW’s budget billing program, and will cause
customers who due to their limited and/or fixed incomes should be on budget billing to

shy away from the program, even at the risk of service termination.
Does PGW appear to be addressing this problem?

No. Inits June 1, 2006 Final Interpretative Order concerning budget billing, the PUC
opined that when the “annual true-up is 100% or more of the monthly billing amount, the
customer should be allowed io roll that amount into the next budget billing period tor
payment over 12 months. We expect utilities to exercise good judgment in dealing with
these situations.”™ The Commission has stated that when the true-up is less than one
budget bill, “ordinarily, the customer should be given 3-6 months to pay.offa true-up
amount.” When the true-up amount is large, “100% or more of the monthly billing

amount, the customer should be allowed to roll that amount into the next budget billing

* PGW Response to Interrogatory AA-I-43, attached as Exhibit HSG-21.

* In re: Insuring Consistent Application of 52 Pa. Code § 56.12(7) Equal Monthly Billing, PUC Docket No. M -
00051925 (Final [nterpretive Order, dated June 2, 2006).
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period for payment over 12 months.”® In my view, PGW’s failure to take necessary
steps to avoid this unpleasant surprise billing is likely to deter customers from enrolling
in the program, and thereby protecting themscelves from the development of arrearages
which all too often lead to service terminations. In addition, this policy can also be
expected to have a very negative effect on the vast majority of budget billing customers
who are under a payment agreerrient. For these customers, the monthly bill already
includes a payment on arrears, in addition to the current monthly payment. The demand

for a true-up amount in onc fump sum in the amount ol an additional budget bill or more

can be expected to force some customers into default on their payment zlgreemcnts.57

PGW justifies its failurc to provide in its Tariff for payment of the truc-up amount in
installments by stating that there is no “legal” requirement that it provide for such
installment payments. Although there may not be a legal requirement for such
installment payments, PGW’s policy is not reasonable.”® I believe that PGW’s actions
deter customers {rom enrolling in PGW’s budget billing program, a program which helps
customers do avoid defaults, terminations and the difficulties and added costs associated

with obtaining service reconnection.

Have you identified any more barriers to enrollment in PGW’s Easy Way Budget

Plan?

Yes. PGW imposes unnecessary barriers to enrollment into the Easy Way Budget Plan
on customers who have relatively small arrearages and are not on a payment agrecement.
PGW’s policy is to require that a person seeking to enroll in budget billing be virtually

current on his or her bill. According to PGW parlance, if a custorner has any unpaid

balance that is in the “30 day + bucket” (a balance outstanding more than thirty days atter

% Ibid, at 18-19.

7 Tam aware that PGW may have allowed customers who protested the true-up bill to pay it off in a few
installments. However, it is not good policy for PGW to persist in unrcasonable conduct, and only back off when
the customer complains. When budget billing results so often in a demand on 20 days notice for a supplemental
payment equal to one month’s budget bill, the credibility of PGW's “Easy Way Budget Plan” is bound to suffer.

* PGW Response to Interrogatory AA-1-43, attached as Exhibit HSG-21.
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the billing date, or, in other words, more than ten days past due), that bill must be.paid
before the customer may enroll, or the customer must make a pavment agreement for that
amounl, before the customer may enroll. This requirement represents a recent tightening
of PGW policies, which previously allowed entry into budget billing without'the
requirement of a payment agreement so fong as they did not have any outstanding
balance in the “60 day + bucket,” or up to 40 aays past due. PGW should do everything
that it reasonably can to enhance the attractiveness of budget billing. Rather than ask
customers to make a payment as a pre-condition of entry into budget billing, PGW should

be rolling bills up to 70 days past due into the monthly budget amount.
OBJECTIONS TO PROPOSED TARIFF REVISIONS

PGW has submitted testimony in this filing that the Company has revised its
existing Tariff “to climinate the recitation of rules and requirements which are
already set out in the law,” and to reflect the on-going process of Act 201
interpretation by the Commission and the Courts. PGW St. 6, at 13. As a result,
PGW proposes to eliminate many existing provisions in its Tariff which govern
extensions of credit, payment agreements and service terminations. In PGW’s view,
“[i]t is more h.elpful for the customer to know that a PGW billing and collection
policy is dictated by Act 201, the current version of Chapter 56, PUC/BCS formal
and informal decisions interpreting these legal rules, and any other legally binding
norm or requirement.” Do you agree that all of the proposed changes are

appropriate?

No. In general, the changes would: (1) increase the instances in which PGW may claim
that a particular Company action is consistent with “applicable law” when it may not be;
(2) deprive the customer of the ability to see existing law governing customer service

regulations translated into discrete Tariff provisions by his/her utifity company; or (3)

deprive customers of certain existing protections explicitly set forth in PGW’s current

Tariff.




2
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A.

What proposed changes would have the effect of allowing PGW to ¢laim thata

particular action is consistent with “applicable law” when it may not he?

The Definitions section of proposed Tariff contains a definition of “Applicable Law”
which is extremely broad.” The definition includes, as one might expect, the present and
future Public Utility Code, PUC regulations, legally binding decisions interpreting this
body of law and regulations.® However, the definition of Applicable Law also includes
“Company Policy” as amended from time to time. This is inappropriate for many

réasons.

First, under state law, an approved Tariff has the force of law. It has the force of law
because it is deemed to have been approved by the Commission. While PGW has
submitted a revised Tarift in this proceeding, it has not submitted even one, let alone all

its company policies for approval.

Second, even if PGW had submitied its present company policies for approval, and they
had been reviewed and approved by the Commission, that approval would not extend to

those policies as amended in the future.

Third, in discovery, PGW has clarified that Company Policy includes not only present
and future written policies, but even unwrilten policies. When customers arc denied
service, denied payment agrecments, subjected to service terminations and denied
reconnections based on Company Policy never reviewed by the Commission and
sometimes never even reduced to writing, PGW has strayed very far not only from due

process, but from the rule of law itself.

The Dcfinitions section of the Tariff specifies that “Company Policy” shall be

“designed” in accordance with existing and future law and regulations and legally

*® Proposed Tariff, Definitions, First Revised Page No. 10, Supplement No. 16.

8 In addition, the definition in¢ludes existing and future “executive orders” and City ordinances. From our review,
references to Applicable Law in the Tariff do not address any subjects over which the Mayer and/or City Council
would have jurisdiction.
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binding decisions of the PUC interpreting such law and regulations.®’ Is this-a

meaningful qualification?

- Absolutely not. As written, the Tarift would confer presumptive legality on PGW

interpretations of existing law and regulations, without any prior PUC review. PGW
interpretations of the law are just that — interpretations— and should therefore not be

considered to have the force of law without prior PUC review and approval.

Do you aceept the Company’s claim that the proposed substitution of a reference to

“Applicable Law” for specific, more detailed provisions in the proposed Tariff

rrevisions are intended to adjust for the ongoing process of Chapter 14

interpretation?

Not entirely. In at least one instance, PGW proposes to incorporate in its Tarifl its own
interpretation of Chapter 14, which has been contested in the Chapter 14 Rulemaking. |
am referring to the definition of “Customer™ and the related definition of “Tenant™
contained in the Definitions section of the Proposed Tariff. Chapter 14 defines a
“customer” to include in addition to the person primarily responsible for payment the
name of any adult occupant “Whose name appears on the mortgage, deed or lease of the
prOpcrty for which the residential utility service is requestc:t:i.”ﬁ2 [n contrast, PGW
proposes to include in the definition of “customer” not only an adult occupant whose
name appears on a.mortgage, deed or lease, but also “any adult occupant who is a tenant
in a Residential building (for which the residential utility service is provided) pursuant to
an oral agreement” (emphasis added). In Chapter 14, the term “customer” is critical,
because it impacts what classes of occupants can be held liable for a bill. It is not
reasonable for PGW to insert its self-serving interpretation of the term in its Tariff, which
will be a potential source of confusion if the Commission does not ultimately accept this

interpretation.

&1

Proposed Taritf, Definitions, First Revised Page No. 11, Supplement No. 16.

2 66 Pa.C.S. § 1403 (“Customer”).
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Section 8.3.B of the proposed Tariff, which addresses the terms of reconnection for
applicants or customers whose service has been terminated for unauthorized use,
has been amended to state that it shall be in the “sole discretion” of PGW to
determine whether “satisfactory assurance” has been given that “no damage or
unauthorized interference or diversion or ﬁsc will be caused in the future.” Is this

an appropriate amendment?

No. As PGW admits in discovery, the Commission ultimately has jurisdiction over
whether an applicant or customer sceking reconnection has provided the necessary
“satisfactory assurance.”® This provision'is not an accurate interpretation of existing
law. A customer confronted with this amended Tarift provision might well conclude that
the words “sole discretion” mean that even the Commission has not been granted the
authority to review an adverse determination by PGW concerning what is necessary to

provide “satisfactory assurance.”

The proposed Tariff contains several provisions making reference to “unauthorized
usage,” (Section 2.1.B), “unauthorized use” (Sections 6.1, 6.1.B), “unauthorized
~.use” (Sections 8.3.A, 8.3.B) and “used Gas Service without PGW authoerization”
(Section 2.4.B). For instance, Section 2.4.B of the proposed Tariff states that “PGW
may reject requests for Gas Service in accordance with any right set forth in
Applicable Law including but not limited-to the failure to comply with the
application of this Tariff or if PGW can demonstrate that the Applicant has
tampered with the meter or other utility equipment or used Gas Service without
PGW authorization.”® Are these references to unauthorized use of gas sufficient to
provide an adequate description of PGW?’s rights especially with regard to

residential customers?

6 Proposed Tariff Section 8.3.B, First Revised Page No, 44, Supplement 16.
&1

PGW Response to [nterrogatory AA-[-41, attached as Exhibit HSG-23.

6 Proposed Tariff Section 2.4.B, First Revised Page No. 18, Supplement 16.
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No. When viewed in the context of the Commission’s residential customer service
Chapter 36 regulations and Commaission interpretation of Chapter 14, PGW’s claim that it
has the right to reject an application for residential service on the grounds that the
upplicant has “used Gas Service without PGW authorization™ and to treat unfiuthorized

users as persons guilty of thelt and/or fraud is misleading. The Commission has

. consistently maintained, most recently in the Advanced Notice of Propdsed Rulemaking

for the revision of Chapter 56 that public utilities must distinguish applicants/customers
who have engaged in unauthorized physical alterations of meters and supply equipment
(sclf-turn-on, meter tampering or meter bypass, all forins of unauthorized use} from
residential applica{nts who arc “users without contract.” Such users without contract are
not subjeet to “immediate” termination without prior written notice and may not be
required to pay upfront the total amount that they owe and give assurances of no further

unauthorized use as a condition of receiving service.

If PGW’s Tariff interprets existing provisions in Chapler 56 and Chapter 14 concerning
the Company’s rights in the context of reconnection of applicants who are deemed
responsible for self turn-ons, meter tampering or meter bypass, it must also for the sake
of clarity specifically carve out an exception for users without contract. It would suffice
for PGW to incorporate in its Tariff the Chapter 56 provision that a residential occupant
who has “taken or accepted utility service without the knowledge or approval of the
utility” without self turh-on, meter tampering or meter bypass is not to be considered a
person who has “used Gas Service without PGW authorization” for the purposes of this

Tarift.

PGW’s current Tariff Section 2.4.E provides very specific requirements concerning
the written “notification of rejection,” setting forth what actions the applicant must
take and an itemization of payments which the customer must make in order to
obtain service. Propqsed Section 2.4.C retains a written notice requirement, but
provides that the content of the notice shall be whatever is required by “Applicable

”66

Law Is this a reasenable amendment?

% Proposed Tariff Section 2.4.C, First Revised Page No.19, Supplement 16,
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No. PGW’s existing notice requirement is more useful to applicants seeking service or
customers/applicants seeking service reconnection because it addresses the full range of
actions and payments which PGW is requiring in order for the applicant/customer to
obtain service. The existing PGW notice (s important for customers, becatse it requires
PGW to set forth exactly what is required for.scrvicc reconnection. Ofien, substantial
time will clapse between the initial application for service and the time when the
customer is able to meet all the requirements. Without the written notice, customers may
misunderstand or forget certain specific requirements. Or, also, when the customer
without a written notice reaches the point where he/she believes he can satisty PGW's
requircments, he encounters what are or appear to be a different sum to be paid or actions
to be taken from what had originally been stated or understood. [n my years of
experience talking with advocates for utility customers, there i1s universal agreement

concerning the importance for all concerned of a detailed written notice of rejection.

In addition, because PGW is a municipally owned utility, it has a constitutional

obligation to provide full written notice prior to terminating or denying service.

In its response to an Interrogatory on this issue, PGW contended that “Applicable
Law” as represented by Chapter 56 Section 56.36 basically serves the same interest,

by requiring a written notification of denial of credit.®” Ts this correct?

No. The Section 56.36 notice focuses only on the issue of whether a deposit will be
required, the reasons for the deposit requirement, the amount of the deposit and the
schedule according to which the deposit must be paid. It does not address such issues as
the itemization of any outstanding balance. A copy of PGW’s existing Residential Credit
Statement, which is required by the existing Tariff, is attached as Exhibit HSG-25. This
written notice is an important customer protection. Especially for a utility which

terminates service to such a large number of customers, and where so many

7 pGwW Response to [nterrogatory AA-I1-43 attached as Exhibit HSG-24.



customers/applicants are unable to casily obtain service reconnection, it is important to
maintain a notice requirement which makes it easier for applicants/customers to obtain

and/or reconnect service,

Section 8 of PGW?’s current Tariff addresses issues which arise where there has
been unauthorized use (self turn-on, meter .tampcring and meter by-pass), including
PGW?s rights to refuse to pr;widc service to a dwelling on the grounds there has
been a self-turn on, meter tampering or meter by-pass. Section 8.3.D, however,
provides the customer protection that “[tJhe Company shall not refuse to provide
Gas Service to an Applicant who is not responsible for the damage or for the
unauthorized use of Gas.” In the prupua:ed Tariff, PGW proposes to delete Section

8.3.D.” Do you belicve that this proposal is reasonable?

No. This is another historical customer protection which assumes particular importance
for a utility in which so many customers whose service has been terminated expc;icncc
ditticully obtaining reconnection. PGW claims that this provision is not necessary
because “current law and regulations do not seek to hold innocent pex:sons responsible for
tampering or theft. Thus, there is no change in the rights of customers as a result of this
revision.”® While [ agree that the right of “innocent” persons to receive service at an
address where unauthorized use has occurred is implicitly protected under the common

law obligation to serve, neither the Public Utility Code, Chapter 56 nor any Commission

.or court decisions explicitly recognize this right. The existence of the right is therefore

made clearer, for PGW customers, by continuing to recognize it explicitly in the Tariff.

Proposed Scctions 5.2.B, 5.5.A, 5.6.A state that PGW will comply with the state
USTRA (Utility Service Tenants’ Rights Act) statute.”’ Please comment.

% Proposed Tariff Section 8, First Revised Page No.44, Supplement 16.
“ PGW Response to Interrogatory AA-1-47, attached as Exhibit HSG-26.

™ Proposed Tariff Section 5, First Revised Page No.33, 35, Supplerent 16.

44



3%

[P}

28

29

A.

PGW has conceded that as a public utility regulated by the PUC, the Company is-no
longer subject to the Utility Services Tenants’ Rights Act, 68 P.S. §§ 399.1 et seq., and is
now subject to the USTRA-type statute, Discontinuance of Service to Leased Premises,
66 Pu.C.S. §§ 1521 et seq.”" The proposed Tariff should be amended to refléct this

correction.

PGW’s current Tariff Section 2.1.D addresses applicants with disabilities, providing
that “[a]ny Applicant for Gas Service who cannot complete his’her application by
telephone or mail, and for whom a personal visit to one of PGW’s Customer Service
Centers is a severc hardship due to disability, may request that a PGW Customer
representative complete the application at the Applicant’s residence.”™ In the

proposed Tariff, PGW deletes this provision. Please comment.

Elimination of the provision is not reasonable and not in the public interest. The
provision implicitly requircs that a PGW customer representative make a home visit to
assist an applicant to complete an application for service in cases where there is severe
hardship, and the application can not be completed by telephone or by mail. This is the
type of individualized service that the Commission has recognized that utilities must
provide to the sick, infirm and vulnerable. Earlier in this testimony, [ have addressed the
sertous deficiencies of the CARES part of the Company’s universal scrvice obligations.
Such elimination is inconsistent with the Gas Choice Act which requires that the level of

universal service programs be maintained.

PGW’s reasons for eliminating this provision are not convincing. [t claims that since
PGW has an “established policy” concerning these home visits, nothing is lost by
eliminating it from the Taritf. However, at the same time, it states that other than the
Tariff, there is no legal obligation to maintain this policy. By eliminating it from the
Tariff, it would be free to “change™ or “modify” the policy without having to obtain

Commission approval.

" PGW Response to Interropatory AA-[-48, attached as Exhibit HSG-27.

™ Proposed TarifT Section 2, First Revised Page No. 8, Supplement 16.
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In fact, PGW does have a legal obligation to maintain the poiicy under the Gas Choice
Act and the universal service programs required under the Act. For the Commission to
authorize PGW to remove this provision from its Taritl is to move in the wréng direction,
at a time when PGW should be taking steps to strengthen its woefully weak CARES

program.,

CONCLUSION
What arc your recommendations?

The high annual numbers of low and lower income service-terminated PGW customers as

well as the high number of those without heat related service at the approach of winter

‘demonstrates the inadequacies of the Company’s universal service programs.

Moreover, PGW has failed to use the inherent discretion provided within Chapter 14 to
create meaningful policy distinctions between those customers with the ability to pay' and

low-income customers without the ability to pay. Specifically:

a) PGW’s policies impose unrealistic payment terms for low and lower income
customers cui‘rently receiving service. Because they are unrealistic, the payment
terms are likely to be broken, and lead to high levels of service termination;

b) PGW’s policies impose and maintain barriers to reconnection which, for many
low and lower income households, have placed service reconnection beyond their
financial reach; and

c) PGW’s policies maximize upfront payment for payment agreements and
reconnection agreements and minimize the length of these agreements without

serious regard for a household’s actual ability to pay.
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[n this testimony, | have identiflied multiple inter-related areas where a comprchensive

reassessment of PGW collection policies and practices 1s needed. In addition, in the
course of preparing this testimony, [ have identified a limited number of specific
measures which | recommend that PGW take immediately. Relief granted in' this
proceeding should be specifically conditioned upon adoption of the following

recommendations:

l. Reduce reconnection fee to $50 for all customers/applicants with adult houschold
income at or below 250% I'PL.; climinate required payment of the $372 “dig-up”

charge for customers/applicants with adult household income at or below 150%

'FPL; allow customers/applicants with adult household income between 150%-

250% FPL to pay the “dig-up” charge as part of remaining outstanding balance to

be paid under the reconnection agreement.

2. Reconneclt service to CRP customers terminated for non-payment upon DPW

acceptance of the LIHEAP Crisis grant.

3. Create a “LIHEAP Awards” component within CRP to maximize the receipt of

LIHEAP Cash gralnts, minimize customer ill-will and reduce the level of CRP

terminations.

4. Eliminate the deposit requirement for Level 1 non-CRP customers terminated for

non-payment who seek reconnection of service.

5. Do not count a prior “default” on CRP as a default for the purposes of

determining payment agreement terms for a former CRP customer whose service

is on, or reconnection terms for a former CRP customer terminated for non-

payment.

6. Allow customers who obtain a medical certification to maintain service regardless

of whether they have exhausted 3 monthly medical certifications so long as they
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make equitable monthly payments on current bills. Automatically assign such

customers to CARES for on-going case management.

Accept new applicants for Budget Billing who have arrearages in the 0-30 day
bucket, the 30-60 day bucket or the 60-90 day bucket without requiring an upfront
payment or a payment agreement. The pre-Budget Billing arrearage should be
rolled into the Budget Bﬂl and not counted as a payment agreement for Chapter

14 purposes.

. Automatically allow Budget Billing customers who owe a “true-up” amount to

pay this amount in 6 equal monthly installments. Automatically allow Budget
Billing customers who owe a “true-up”™ amount equal or greater than the budget
bill to have that amount automatically rolled over for payment in 12 equal

installments over the next budget billing year.

Accept the recommendations contained in Section VI of this Testimony

concerning PGW’s proposed Tariff revisions.

Does this conclude your testimony?

Yes.
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HSG-1
HSG-2

HSG-3

HSG-4

HSG-5

HSG-6

HSG-7
HSG-8

HSG-9

HSG-10

HSG-11

HSG-12

HSG-13

HSG-14

HSG-15

EXHIBITS HSG-1 through HSG-27

Cold Weather Survey, Form A, December 1, 2005

Cold Weather Survey, Form A, December 1, 2006 (PGW Response
to Interrogatory AA-II-1)

Number of Confirmed Low-income PGW Customers (PGW
Response to Interrogatory AA-I1-16)

Number of CRP Participants (PGW Response to Interrogatory AA-
I1-31)

PGW Payment Arrangement Guidelines (PGW Response to

Interrogdtory AA-1-19) (3 pages total, poster reduced on Ist page then

enlarged on following 2 pages)

PGW Pre- and Post-Termination Notices (PGW Response to
Interrogatory AA-1-14)

PGW CARES Brochure (PGW Response to Interrogatory AA-1-9)

No Dedicated CARES Staff ((PGW Response to Interrogatory AA-I- -

10)

Universal Services Manual, pp. 59-61, (from PGW Response to AA-
I-1) .

No CARES “Short Term Affordable Payments Based on Ability to
Pay” (PGW Response to Interrogatory AA-HI-4)

Contributions to UESF from PGW Employees and Customers,
2000-2006 (PGW Response to Interrogatory AA-1-12)

PGW Promotion of UESF (PGW Response to [nterrogatory AA-I-
13)

Broken Payment Agreements Counting Against Future Eligibility
for a Payment Agrecement to Restore Service (PGW Response to
Interrogatory AA-I-18)

A Broken CRP Agreement, Broken Payment Arrangement (PGW
Response to Interrogatory AA-I-17)

Reconnection Fees of Pennsylvania Natural Gas Companies

P.1

P.6

P.7

P.8

P.11
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P.22.
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P.26
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HSG-16
HSG-17
HSG-18
HSG-19
HSC—ZU
HSG-21
HSG-22
HSG-23
HSG-24

HSG-25

HSG-26 -

HSG-27

EXI-I!BITS HSG-1 through HSG-27

“Change in Income,” No Information Available (PGW Response
to Interrogatory AA-[11-5) ' ;
“Significant Change in Circumstances,” No Information Available
(PGW Response to Inlerrogatory AA-I11-6)

“Life Events,” No Information Available (PGW Response to
Interrogatory AA-111-7) |

No Equitable Arrangement, CRP Medical Certifications (PGW
Response to Interrogatory AA-1-4)

No Equitable Arrangement , Non-CRP Medical Certifications
(PGW Response to Interrogatory AA-I-5)

Budget Billing, True-Up Billing (PGW Response to Interrogatory
AA-1-43)

Universal Service Reporting Requirements, 2006 (PGW Response
to Interrogatory AA-11-33

“PGW?’s Sole Discretion” and “Satisfactory Assurance” (PGW
Response to Interrogatory AA-1-41)

PGW Tariff Section 2.4.C, Discussion {(PGW Response to
Interrogatory AA-[-45)

Residential Credit Statement

PGW Tariff Section 8.3.D, Discussion (PGW Response to
Interrogatory AA-1-47) .
USTRA-Type Statute (PGW Response to Interrogatory AA-1-48)
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1. 40,663

2, 15,798

FORM A

2005 Cold Weather Survey
The Pennsylvania Public Utility Commission
Bureau of Consumer Services

Number of heat-related residential properties terminated between
1/1/05 and 11/30/05.

Number of heat-related residential properties to be surveyed. (Those that

your records show as not reconnected).

Survey Results

Piace each of the properties from Item #2 above into one of the following categories:

Number of vacant premises (reasonably sure).

Number of accounts where contact was made and service was reconnected

with a payment/settlement agreement, or where service was connected in a
New name.

Number of accounts where unauthorized use was discovered. No payment

agreement established, service will remain on (with or without contact).

Number of accounts where no contact was made and premises appear to

be occupied.

2716 (i) Number of accounts identified as non low income

customers or
income is unknown.

1,296 (ii) Number of these accounts identified as low income
customers.

2244 _ (iii) Number of these accounts identified as CAP customers

defaulted on their agreement,

Number of heat-related premises that are occupied and the regulated utility

A, 1,438
B. 5,309
C 36
D. 6256
who
E. 2,759

~ who

service has not been reconnected.

908 (i) Number of accounts identified as non low income

customers or
income is unknown.

610 (ii) Number of these accounts identified as low income
customers.

1,241 (iii) Number of these accounts identified as CAP customers

defaulted on their agreement.

P.
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E. (continued)

PGW

FORM A, Page 2

(iv) Number of these accounts who are using an
alternative heating source. I[dentify the heating source
below.

1,438

Heating with:
i. 182 "kerosene heater

2. 1,217 electric space heater

3. 0 wood/coal stove or furnace
4. 0 ‘ fireplace

5. 3 ‘ kitchen stove/oven

6. 6 oil-filled space heater

7. 30 - - other (specify)

Cristina Coltro, Director Regulatory Compliance

Company Name

Phone: (215) 684-6778

Company Contact Person and Telephone Number

P.
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Form A
52 Pa. Code § 56.100 Requirements
Company Name: Philadelphia Gas Works _

Year: 2006

Total # of
Survey Results Properties
81. Total # of properties terminated 36,851
82. Total # of properties to be surveyed. 20,076
83. Total # of properties reconnected with a payment agreement 7,933
84. Total # of properties with unauthorized usage 31
85ekafal #ofiproperiesiisinglotheEpritnanineaiNg SouTcers M Nt A AR AR AR

# of coal or wood-burning stoves or furnaces

# of propane furnaces

# of natural gas wells

# of electricity or natural gas central heating sources

86 Total # of vacant properttes

1

=l

# of ¢ propertles where income is unknown

coqgaqgwgg.madg 3m¢gre sesppeariobe
.,%g{s,m B
et i gé%@% :

[

5 ;:??&

# of properties where income is verified non low-incame

# of properties where income is verified non CAP, low-income

# of properies where income is verified CAP Iow~|ncome -

BONATOtAE Ol properiesUs g pOtEntially nsaTEInE AN S OUrCe S Ll JEaurh

45-\

# of electric, oil-filled or kerosene space heaters

# of fireplaces

# of kilchen stoves or ovens

# other

e okheatrelatedipreniisessthatiarsioceuplediandigas st
Reeniyaconnedied:; b%&%‘nﬁe%%eﬁq- w@%@% e

# of properties where income is unknown

# of properties where income is verified non low-income

# of properties where income is verified non CAP, low-income 559
# of properties where income is verified CAP low-income 889
90-_ Tatal # of praperties with red-tagged fumaces and service line
Number of red-tagged furnaces and service lines - 2006 6,249
Subset of 89: Occupant Informed PGW of Using other Heating Source 1,142
Electric Fumace 251
Oil/Propane Fumace 19
Coal/Wood Furnace 2
Kerosena /Qil Space Heater 100
Electric Space Healer 745
Kitchen stove/oven 9
Fireplace -
Natural Gas Well| NA
Other| - 16

Company contacl person and telephone number:
Cristina Coltro '
Director, Requlatory Compliance

800 Montgomery Avenue

Philadelphia, PA 19122

{215) 684-6785

AA-Set-li-1

P.
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AA-Set 11-1

Definitions
Cold Weather Survey

81.  Number of properties terminated. Number of heat-related residential .
properties terminated between January 1 and November 30 of the current
calendar year. Heat-related is defined as any electric account since heating
equipment needs electricity to function, any natural gas heating account, or any
water account that requires water for the heating system to function.

82.  Number of heat-related residential propertics without utility service at
the time of the survey. Ifa premise has been turned off in 2005, your utility
should include that premise in the survey regardless of the reason for the shut
off or the length of time the premise has been off. In other terms, the
designation of applicant or ratepayer does not determine whether your company
must survey the premise, Likewise, the reason for the termination is not
relevant in determining whether your company must survey the premise.

83. Number of reconnected accounts. Number of accounts where contact
was made and service was reconnected with a payment agreement or where
service was connected in a new name,

84, Unauthorized usage. Number of accounts where unauthorized usage
was discovered, and service will remain on (with or without personal contact

with the occupant.)

85.  Using other central heating source by category. Number of properties
that have switched to another central heating source. Defined central heating
source categories for other heating sources are coal or wood-burning stove or
furnace, propane furnace, natural gas well, electricity or natural gas central-
heating.

g6. Vacant properties. ‘Numbers of properties that your company is
reasonably sure are vacant.

87. No contact with occupied properties without a central heating source by
income category. Number of properties that appear to be occupied by income
category and no personal contact has been made. Defined income-categories are
income unknown, non low-income, non CAP low-income and CAP low-income.

P.
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AA-Set I

88. Use of potentially unsafe heating source by category. Defined categories
for potentially unsafe heating source are electric, oil-filled or kerosene space
heaters, fireplace, kitchen stove or oven, or other.

M

89.  Occupied properties without a central heating source by income

category. Number of properties where contact was made and the company and
occupant failed to reach a payment agreement by category. Include properties
that are using potentially unsafe heating sources in this response. Exclude
properties that are using another central heating source as defined in No. 85.
Defined income categories are income unknown, non low-income, non CAP low-
income and CAP low-income.

90.  Red-tagged equipment. Number of properties where a customer’s
service line or furnace equipment has been red-tagged. This number should be a
subset of the data response to Number 81 - Number of properties terminated.
Include any property that remains off, as of December 1, due to red-tagged
issues regardless of the reason for termination.

P.
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RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-Set 1I-16:

Response Provided By:

Response:

DOCKET NO. R-00061931

The Bureau of Consumer Services® Report on 2005
Universal Service Programs & Collections Performance
states that PGW has 155,308 confirmed low income
customers as of the end of calendar year 2005. Please
update this number as of the end of calendar year 2006, and

provide a break down between heating customers and non-

heating customers.

Cnistina Coltro, Directory, Regulatory Affairs

PGW estimates this information based on US Census
Bureau data. Generally, PGW récéives from and/or
confirms the information for Philadelphia with the PUC’s
BCS for use in the Universal Services Reporting
Requirement. Most recently, we confirmed with, the BCS
the figures for Philadelphia (see chart below). We than
caleulate the estimated number of households below iSO%
of the FPL based on the same pcrcenfage for Philadelphia.
This will be the informnation that PGW will report in the
2006 Universal Services Report. '

US Census Bureau

Estimated # of imputed Households
Hauseholds <150% FPL

%

Philadelphia

580,784 185,091

31.87%

PGW Avg Residential Customers 2006 478,646 152,540

P.
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RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING "

Question AA-Set I1-313

Response Provided By:

Response:

DOCKET NO. R-003061931

Please provide the following information as of January 1,

2007:

The number of CRP participants;

The number of CRP participants who have who have been

enrolled in CRP for 36 months or more, and provide a

breakdown as follows:

i) The number of CRP participants who have received
full pre-program arrearage forgiveness;

ii) The number of CRP participants who have received
between 24 and 36 months of arrearage forgiveness;

ifiy  The number of CRP participants who have received
between 12 and 24 months of arrearage forgiveness;

iv)  The number of CRP participants who have received
between 6 and 12 months of arrcarage forgiveness;
and

v) The number of CRP participants who have received

between 0 and 6 months of arrearage forgiveness.

Cristina Coltro, Directory, Regulatory Affairs

a. As of January 2006 there were 76,363 CRP participants.
b. PGW does not track CRP data as requested. The table
below shows the monthly participation level, the number
customer receiving forgiveness and the total forgiveness
amount.

P.
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PHILADELPHIA GAS WORKS
800 W. MONTGOMERY AVENUE
PHILADELPHIA, PA 19122-0050

AA-SetI-14

MM/DD/YY -date of notice
Account Number:
Customer Name:

Premise Address:

Past Due Amount: §

10-DAY SHUT-OFF NOTICE
Your Gas Service May Be Shut Off !

Because your bill is past due, we will shut off the gas to

on or after 8: 00 AM on

. This notice will remain effective for 60 days, Te talk about vour bill or this notice, please call our. office at

215-235-1777.

We will not shut off the gas if vou do ONE of the following:

Arrange to pay your past due amount of §

Pay the amount you owe on your payment plan.

Show us a paid receipt for the past due amount,

‘Ma_kc a payment arrangement or you may be eligible for a special
assistance program.

Coentact us to dispute the bill.

If we shut off your gas service, you may have to pay all of the following
before we turn_your service on;

Past Due Amount 5
Security Deposit 5
Tum On Charge $123.23
Total $

(Plus $372.00 if we must dig up the street to shut off the pas).

MEDICAL EMERGENCY NOTICE

Let us know if someone living in your home Is seriously (Il or has a
medical condition. WE WILL NOT SHUT OFF YOUR SERVICE
provided you:

‘l. Hn.v_e your licensed physician or nurse practitioner certify in phoae or
in w_ntmg that such an illness exists and that it may be aggravated if your
service is shut off. Written certification is needed within 7 days: and

2.

Make arrangements to pay this bill. You must provide us with

hopsehold income and occupant information to determine your payment
terms while protected under the medical certification.

IMPORTANT TO KNOW — BEFORE WE SH
MPORT, . UT OFF YOUR GAS

If you have questions or need more information, please call us today at

215-235-1777. After you talk with us, if you are not satisfied, you may file

a complaint with the Public Utility Commission (PUC). The PUC may

defay the shutoff if you file the complaint before the shut-off date. To

conl’.act' them call (800) 652-7380 or write to: Pernsylvania Public Utility

Commission, Box 3265, Harrisburg, PA 17105-3265.

lfyt‘:ll._l have a valid Protection From Abuse order from a court, there are

additional protections available to you. Cal) us immediately at 215-235-

1777. You will be required to provide us with a copy of the order.

You may be eligible for a payment agreement or special assistance

programs. Call 215-235-1777 right away to provide us with household

inceme and occupant information,  Documentation of your income may

be required, such as pay stubs or tax documents.

s Cail us.if your landlord pays your utility bill you have certain legal
protections.

* If you have trouble understanding or speaking English call us for free
INterpretation.

If your service is shut off you may be required to pay any additional bills

that have become past due to restore your service,

All zdult oecupants of the premise whose names are on the mortgage deed
or lease are considered the ‘customer” and are responsible for payment of
the bill.
I service is shut off ANY adult occupant who has been living at the
premise may have to pay all or portions of this bill to have service restored.
If your service is shut off, you must contact us after your payment has been
made 1o be sure you have met all conditions to have the service turned back
on and to arrange access to your premises. [t may take up to seven days to
have your service restored.

WINTER SHUT OFF PROVISIONS De¢, 1-March 31
Contact us before the shut of{ date to give us houschold and occupant
information to sce if you qualify for any assistance programs.
If you are Iow Income there are special rules about whether we may
shut off your gas in the winter. Add together the monthly income in your
household. Look at the chart below to determine your group. You may
need to provide us with proof of income.
If your income Is 150% of the federal poverty guidelines or below, we
must first ask the PUC for permission to shut off your service. We will
notify you prior to shutting off service if we ask the PUC for permission to
terminate your gas service, )
If your income is above 150% but does not exceed 250% of the federal
paverty guidetines, we will not shut off your service if one of these
conditions apply to you: .
I. Someone in your household is 12 or younger or 65 or older; or
2. You have paid af least one-haif of your last two monthiy gas bills; or
3. If over the last two months you have paid at feast 15% of your
household income toward the gas bills.

Federal Poverty Guidelines (FPG) 2007

Household Size | Your income is Your income is
including 150% of the FPG | between 151-250% of
Chiidren: or below if it is: the FPG If it is:
1 §1276  orless | $1,277 - $2427
2 $1711 orless | $1,712 - $2,852
3 52,146 orless | §2,147 - $3,577
4 $2581 orless | $2,582 - $4,302
Each additional 3435 %436 - $725
Person

« Tf we shut off your service during the winter months (between

December 1 and March 31) we will restore your service within 24 hours
of your meeting all requirements 1o have service reconnected. Where street

digging is required, it may take up to 7 days.

P. 11




PRILADELPHIA GAS WORKS
" 800 W. MONTGOMERY AVENUE
PHILADELPHIA, PA 19122-0050

AA-Set-14

MM/DD/YY-date of notice
Account Number:
Customer Name:

Premise Address:

Past Due Amount: 3

3-DAY SHUT-OFF NOTICE
Your Gas Service May Be Shut Off !

on or after 8: 00 AM on

Because your bill is past due, we will shut off the gas to

- To talk about vour bill or this notice, please call our office at 215-235-1777.

We will not shut off the gas if you do ONFE. of the following:

* Arrange to pay your past duc amount of §

* Pay the amount you owe on your payment plan.

* Provide a paid receipt for the past due amount.

. Ma_kc a payment arrangement or you may be eligible for a special
assistance program.

« Contact us to dispute the bill.

If we shut off ypur pas service, you _mavy have to pay all of the fallowing

before we turn your service on:

Past Duc Amount 5
Security Deposit s
Turn On Charge $123.23
Tatal 3

(Plus 5372..00 if we must dig up the street ta shut off the gas).

MEDICAL EMERGENCY NOTICE
Let us know if someone living in your home is seriously ill or has a
medical condition. WE WILL NOT SHUT OFF YOUR SERVICE
provided you: .
I. Have your licensed physician or nurse practitioner certify in phone
or In writing that such an iltness exists snd that it may be aggravated if
:z:r service Is shut off. Written certification is needed within 7 days;
2. Make arrangements to pay this bill. You must provide us with
household income and occupant information te determine your payment
terms while protected under the medical certification,

IMPORTANT TO KNOW ~ BEF

SERVICK ORE WE SHUT OFF YOUR GAS

s Ifyou have questions or need more information, please call us today at
215-235-1777. AfRer you talk with us, if you are not satisfied, you may
file a complaint with the Public Utility Commission (PUC). The PUC
may delay the shutofF if you file the complaint before the shut-off date.
Tu. contact them call (300) 692-7380 or write to: Pennsylvania Public
Utility Commission, Box 3265, Harrisburg, PA 17105-3265.

o If you have a valid Protection From Abuse arder from a court, there are
additional protections available to you. Call us Immediately at 215-235-
1777. You will be required to provide us with a copy of the order.

¢ You may be cligible for a payment agreement or special assistance
programs, Call 215-235-1777 right away to provide us with household -
incorne _a.nd occupant information.  Decumentation of your income may
be required, such as pay stubs or tax documents.

e Call us'it'your landlard pays your utility bill. You have certain fegal
protections,

* If you have rouble understanding or speaking English call us for free
Interpretation.

* Il your service is shut off you may be required to pay any additional bills
that have become past due to restore your service.

= Al adult occupants of the premisc whose pames are on the mortgage deed

or lease are considered the *customer” and are responsible for payment of
the bill, ’

« [fservice is shut off ANY adult accupant who has been living at the

premise may have to pay all or portions of this bill to have service

restored.

» [f your service is shut off, you must contact us after your payment has

been made to be sure you have met all conditions to have the service
turned back on and to arrange access to your premises. [t may take up to

seven days to have your service restored.
WINTER SHUT OFF PROVISIONS Dec. 1-March 31

« Contact us before the shut off date to give us household and occupant

information to see if you qualify for any assistance programs.

» [If you are low income there are special rules about whether we may

shut off your gas In the winter. Add together the monthly income in
your househald. Look at the chart below to determine your group. You
may need to provide us with proof of income,

« 1f your Income is 150% of the federal paverty guidelines or below, we

must first ask the PUC for permission to shut off your service. We
will notify you prior to shutting off service if we ask the PUC for
permission to terminate your gas service.

+ Ifyour income is above 150% but does not excecd 250% af the

federal poverty guidelines, we will not shut off your service if one of

these conditions apply to you:

1. Someone in your household is [2 or younger or 65 or older; or

2. You have paid at least one-half of your last two monthly gas bills; or
3. If over the last two months you have paid at least 15% of your

household income toward the gas bills.

Faderal Povarty Guidelines.(FPG) 2007

Household Size | Your income is Your income is
including 150% of the FPG | between 151-250% of
Children: or below if it is: the FPG if it is:
1 $1,276 orless | $1,277 - $2,127
2 $1,711  orless | $1,712 - $2,852
3 $2,146  orless $2.147 - %3577
4 §2,581 orless | 32,582 - $4,302
Each additional $435 $436 - $725
Person

« If we shut off your service during the winter manths (between
December 1 and March 31) we will restore yaur service within 24 hours
of your meeting all requirements to have service reconnected. Where

strect digging is required, it may take up to 7 days.

P.12 -



AA-Set-l-14

THREE (3) DAY SHUT OFF NOTICE -~ Gas User Without Contract

Address:
3-Day Date: Emp. Name & #:
2-Day Date: Emp. Name & #:

Post Termination Date; Emp. Name & #:

because we have received

PGW is going to shut off gas service to this premise on or after - "
information that the customer of record listed for this premise no longer resides at this location. A responsible

person who resides at this premise must contact PGW immediately to apply for service.

To apply for gas service, the respousible person must call PGW at (215) 235-1000 or visit one of PGW's six (6) Customer
Service Centers listed below, The respoasible persan will niced the following documentation in order to apply for serviee:
*  Two forms of personal identification including at least with a one picture ID. Your ID can be a driver's license, a social
security card, medical assistance card, Public Welfare card, paséport, birth certificate or similar items as allowed by
PGW. ’
*  Proofof legal residency for the last two years.  This proof can be a copy of a deed, settlement papers, initial [ease, receipt
for rent payment or security deposit, a letter from a rental agent or landlord or similar document indicating prior residency

elsewhere as allowed by PGW.

To get gas service, you may alse need to pay or make arrangements to pay:
¢ All ora portion of any overdue balance you owe PGW;
¢ A Security Deposit which is approximately two times the average bill.

If service is shut off you will also need to pay:
* A tumn on charge of $123.23;
*  And, if PGW had to dig up the street to shut off the service, there will also be a charge of $372.00.

1f you have questions or need more information, please cajl us today at 215-235-1000,

After you talk with us, if you are not satisfied, you may file a complaint with the Public Utility Commission (PUC). The P[{C may
delay the shutoff if you file the complaint before the shut-off date. To contact them call (800) 692-7380 or write to: Pennsylvania
Public Utility Commission, Box 3265, Harrisburg, PA 17105-3265

Call us if your landlord pays your utility bill you have certain fegal protections

~

MEDICAL EMERGENCY NOTICE
Let us know if someone living in your home is seriously ill or has 2 medical condition. WE MAY NOT SHUT OFF YOUR

SERVICE provided you: . ‘ ' .
I. Have your ficensed physician or nurse practitioner certify by phone or in writing that such an illness exists and that it may be
aggravated if your service is shut off. Written certification is needed within 7 days: and ) i )

2. Make amrangements to pay this bill. You must provide us with household income and occupant information to determine your

payrment terms while protected under the medical certification.

PGW’s Customer Service Centers are open Monday through Friday, between 9 AM and 5 PM. The Customer Service
Centers are located at:
North Philadelphia - 1337 W. Erie Avenue -

s Center City - 1137 Chestnut Street - Mon., .
Tues., Thur,, Fri. Mon., Wed., Thur.

»  Frankford - 4410 Frankford Avenue - Tues., »  South Philadelphia - 1601 S, Broad Street -
Thur., Fri Mon., Wed., Thur,

*  Germantown - 210 W, Chelten Avenue - Tucs,, s  West Philadeiphia - 5230 Chestnut Street -
Wed., Fn. Moa., Tue., Wed,, Fri.

If you are low-income, you may qualify for PGW’s Customer Assistance Program (CRP). To apply for CRP, you must
bring proof of income and social security cards for everyone living in the property.
P. 13 ~
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PHILADELPHIA GAS WORKS
800 W. MONTGOMERY AVENUE
PHILADELPHIA, PA 19122-0050

AA—SCt [-14

MM/DD/YY-date of notice
Account Number:
Customer Name:;

Premise Address:

Past Due Amount: §

2 DAY SHUT-OFF NOTICE
Your Gas Service May Be Shut Off !

Because your bill is past due, we will shut off the gas to

on or after 8: 00 AM on

We will uot shut off the gas if you do ONE of the following;

Arrange (o pay your past due amount of' § -

Pay the amount you owe on your payment plan.

Show us a paid receipt for the past due amount,

Ma-ke 4 payment arrangement or you may be eligible for a special
assistance program,

Contact us to dispute the bill,

If we shut off your gas service, vou may have to pay all of the following
before we turn your service on;

Past Due Amount b3
Security Deposit 5
Turn On Charge $123.23

Total s
(Plus $372.00 if we must dig up the street to shut off the gas).

MEDICAL EMERGENCY NOTICE

Let us know if someone living In your home fs seériously ill or haga
medical condition. WE WILL NOT SHUT OFF YOUR SERVICE
provided you:

I.
la writing that such an ilness exists and that it tnay

Have your licensed physician or nurse practitioner certify in phone or
be aggravated if your

service is shut off. Written certification is needed within 7 days:.and

2

Make arrangements to pay this bill. You must provide us with

householc_l income and occupant Information to determine your payment
terms while protected uader the medical certification.

IMPORTANT TO KNOW - BEFORE WE SHUT OFF
SERVICE FF YOUR GAS

If you have questions or need more in formation, please call us todey at

215-235-1777. After you talk with us, if you are net satisfied, you may file

a complaint with the Public Utility Commission (PUC). The PUC may

delay the shutoff if you file the complaint before the shut-off dace. To

contact th.:m call (800) 692-7380 or write to: Pennsylvania Public Utility

Commission, Box 3265, Harrisburg, PA 17105-3265.

Ify?u have a valid Protectian From Abuse order from a court, there are

additional protections available to you. Call us immediately at 215-235-

1777. You will be required to provide us with a copy of the order.

You may be eligible for a payment agreement or special assistance

programs. Cgll 215-235-1 777 right away to provide us with household

incame and gccupant information.  Documentation of your income may

be required, such as pay stubs or tax documents.

* Cullus if your fandford pays your utility bill you have certain legal
protections. :

- !fyou have trouble understanding or speaking English call us for free
interpretation,

If your scrvice is shut off you may be required to pay any additional bills

that have become past due to restore your service.

wihout further natice. To talk about your bill or this notice, please eall our office at 215-235-1777.

_ All adult occupants of the premise whose names are on the mortgage deed

or lcase are considered the ‘customer’ and are responsible for payment of
the bill.
If service is shut off ANY adult occupamt who has been living at the
premise may have to pay all or portions of this bill to have service restored,
If your service is shut off, you must contact us afler your payment has been
made to be sure you have met all canditions to have the service turned back
ort and to artange access to your premises. It may take up to seven days to
have your service restored.

WINTER SHUT OFF PROVISIONS Dec. 1-March 31
Contact us before the shut off date to give us household and oceupant
information to see il you qualify for any assistance programs.
I you are low income there are special rufes about whether we may
shut off your gas [n the winter. Add together the monthly incame in your
household. Look at the chart below ta determine your group. Youmay
need to provide us with proof of intome.
If your income is 150% of the federal poverty guidelines or below, we
must first ask the PUC for permission to shut off your service. We will
notify you prior lo shutting off service if we ask the PUC for permission to
terminate your gas service.
If your Income is above 150% but daes not exceed 250% of the federal
poverty guidelines, we will not shut off your service if one of these
conditions apply to you: :
I. Someone in your househald is 12 or younger or 65 or older; or
2. You have paid at least one-half of your last two monthly gas bills; or
1. If over the last two months you have paid at least 15% of your
househaold income toward the gas bills.

Federal Poverty Guidelines (FPG) 2007

Household Size | Your income is Your income is
including 150% of the FPG | between 151-250% of
Children: or below if it is: the FPG ifitis:
1 $1276 orless | $1,277. - %2127
2 1,711  orless | $1,712 - $2,852
3 $2,146 ortess | §2,147 - $3,577
4 $2.581 orless | $2,582 - $4,302
Each additional $435 $436 - §725
Pgrson

= If we shut off your service during the winter months (between

December | aud March 31) we will restore your service within 24 hours
of your meeting all requirements to have service recannected. Where street

digging is required, it may take up to 7 days.

P.14 -~




PHILADEL PHIA GAS WORKS
800 W. MONTGOMERY AVENUE
PHILADELPHIA, PA 19122-0050

AA-SetI-14
MM/DD/YY-date of notice ’
Account Number:
Customer Name:

Premise Address:

YOUR GAS HAS BEEN SHUT-OFF

WE SHUT OFF YOUR GAS BECAUSE:
You did not pay your past due bill,
You did not pay your security depasit.
You did not give us access to your meter.
You did not meef the requirements and/or
complete the application for service process,
 Theft of service or tampering with utility

equipment.

Rejected payment,.

Fraud/Material misrepresentation.

—

" receive notification that we oblained permission fram
the PUC, call us immediately.
If your income is above 150% but does not exceed
250% of the federal paverty guidetines, we will not
shut off your service if:
1. Someone in your household is 12 or younger or 65

or older; or

2. You have paid at least one-half of your last two

monthly gas bills; or

3..If over the last two months you have paid at least
- 15% of your income toward the gas bills.

TO HAVE YOUR SERVICE TURNED BACK ON YbU Federal Poverty Guldelines (FPG) 2007

MUST DO ALL OF THE FOLLOWING: - - ;
Household Size Your incoma is Your income is betweep

Arrange to pay your overdue bill of § - including Children: | 150% of I:.hg _FPG j§1-250°k of the FPGif

Pay a Turn On Charge of $123.23 (Plus $372.00 if we must orbelowifitis. [ itis: 5

dig up the street to shut off the gas). i $1,276 orless | 1,277 - 521

g?g a Depasit {if required) of L 2 51,711 orless | 1,712 - §2852

er: .

*  Youmust contact us after your payment has been a $2,146 orless | 2147 - $3,577
made to be sure you have met all conditions to a $5561 orless | 2562 - 4,308
have the service turned back on and to arrange
access lo your premises. Each additional $435 $436 - $725

Person

] MEDICAL EMERGENCY NOTICE

Let us know if someone living in your home is
seriously ill or has a medical condition. WE MAY
RESTORE YOUR SERVICE provided you: )
1. Have your licensed physician or nurse practitioner
certify in phone and in writing that such an iness
exists and that it may be aggravated if your service is
niot restored. '
2. Make arrangements to pay this bill, You must
provide us with household income and occupant
information to determine your payment terms while
protected under the medical certification. Call us at
215-2351777.

IMPORTANT TO KNOW
if you have questions or need more infarmation, please cafl
us at 215-235-1777. After you talk with us, if you are nat
satisfied, you may file a complaint with tha Public Utility
Commission {PUC). The PUC will attempt to help you with
your problem. To contact them call (800) 692-7380 or write
lo: Pennsylvania Public Utility Commission, Box 3265,
Harrisburg, PA 17105-3265.

WINTER SHUT-OFF PROVISIONS (Dec. 1-Mar. 31)

*  We will restora your service within 24 hours of your
meeting all requirements to have service reconnected.
‘Where street digging is required, it may take up ta 7
days. '

» If you are low-Income, there are special rules about
whether we may shut off your gas in the wintar,
Add tagether the monthly income for the household

. and lack at the chart below to determine your group.

+ If yourincoma Is 150% of tha federal poverty
guidelines or balow, we must first ask the PUC for
permission to shut off your service. 1f you did not

If you have a valid Protection From Abuse order from a
court, there are some additional protections available
1o you. Call us immediately at 215-235-1777. (You
will be required to provide us with a copy of the order.}
You may he eligible for a payment agreementor
special assistance programs. Call 215-235-1777 right
away to provide us with household income and
occupant information.  Documentation of your income
. may be required, such as pay slubs or tax documents.

« If your landlord pays your utility bill you have other

legal protactions. Please call us at 215-235-1777.

» If you have trouble understanding or speaking English

please call us at 215-235-1777 for free interpretation.

» Al adult occupants of the premise, whose names are

on the mortgage, deed, or lease are considered the
customer and are responsible for payment to restore
service.

e ANY adult occupant who has been living at the

premise may have to pay all or portions of this bill 1o
have service restored.

« To get service on as soon as possible, you must

contact us after your payment has been made o be
sune you'vae met all conditions to have the service
turned back an and to arrange access to your
premises.

« For heating purposes use only equipment that is made

» Please be aware that using candles, partable heaters,

IMPORTANT SAFETY INFORMATION

for home heating. Usa ali types of heaters carefully
and {oflow all directions for safe use. NEVER use
your oven, grill or clothes dryer ta heat your home.
This could cause a fire or dangerous carbon monoxide

gas.

or gengrators may aiso be dangerous. P. 1




AA-Set1-14

PGW POST TERMINATION NOTICE — Gas User Without Contract

Address:
g-llgay Date: Emp. Name & #:
-Day Dare: Emp. Name & #: .
Post Termination Date: FEmp. Name & #:
WE SHUT OFF THE GAS BECAUSE: *  If you are low-Income, there are special rules about

X The responsible person failed to apply for service.
TO HAVE SERVICE TURNED BAGK ON YOU MUST DO ‘ .
ALt OF THE FOLLOWING:

A'p.p.ly for gas service by calling PGW at (215) 235-1000 or by -

visiting one of the Customer Service Centers. You must

provide:

1 . Two forms of personal identification including at least one .
picture ID.' Your 1D can be a driver’s license, a social security

card, medical assistance card, Public Welfare card, passport,

birth cemﬁcgte. or similar items as allowed by PGW.,

2. The applicant must provide proof of legal residency for the

past two years. This proof can be a copy of a deed,

settlernent papers, initial lease, receipt for rent payment or .

s_ecynty deposit, a letter from a rental agent or landlord or

similar document indicating prior residency elsewhere as

allowed by PGW, .

3. Arange to pay all or a portion of any overdue balance you

owe PGW,

4. A Security Deposit which is approximately two times the

average hill.

5. Atumon charge of $123.23 (Plus $372.00 if we dig up

the street to shut off the gas),

To get service on as soon as possible, contact PGW at 215-
235-1777 for the amount you need to pay and/or make
payment and to amange access to your prémise after all
cenditions have been met, ‘

r MEDICAL EMERGENCY NOTICE

Let us know if semeone living in your home Is seriously il
or has a medical condition, WE MAY RESTORE YOUR
SERVICE provided you: i
1. Have your licensed physician or.nurse practitioner
certify by phone and in writing that such an illness exists
and that it may be aggravated if your service is not
restared.
2. Make arrangements to pay the amounts owed, You
mrust provide us with household income and occupant
Information to determine your payment terms while
L protected under the medical certification. Call us at 215-
135-1777.

IMPORTANT TO KNOW
If you have questions or need more information, please call us
at 215.235-1777. After you talk with us, if you are not satisfied,
You may file a complaint with the Public Utility Commission
(PUC). The PUC will attempt to help you with your praoblem.
To contact them call (300) 692-7380 or write to: Pennsylyania

whether wa may shut off your gas in the winter. Add
together the monthly income for the household and look
at the chart below.to determine your group.

If your incomse 1s 150% of the federal poverty
guldellnes or below, we must first ask the PUC for
permission to shut off your service. If you did not
receive notification that we obtained permission from the
PUC, call us immediately.

If your Incoma Is above 150% but does not exceed
250% of the federal poverty guldelines, we will not
shut off your servica if:

1. Someone in your househeld is 12 or younger or 65 or
older; or

2. You have paid at least one-half of your last two
monthly-gas bills; or

3. If over the last two maonths you have gaid at least
15% of yaur income toward the gas bills.

Federal Paverty Guidelines : 2007
Household Yourincame is | Yourincome is
Size, 150% of the between 151-
Inciuding FPG orbelow if | 250% of FPGifit
Children it is: is5;
1 $1,276 orless $1.277 -$2,127
2 $1,711 or less $1,712 - $2,852
3 $2,146 or less $2,147 - 33,577
4 $2.581 or less 52,582 - 34,302
Each Additional Add $435 Add $436 - §725
Person

If you hava a valid Protection From Abuse order from a
court, there are some additional protections available to
you. Call us immediately at 245-235-1777. {You will be
required to provide us with a copy of the order.)

You may be eligible for a payment agreement or special
assistance programs. Call 215-235-1777 right away to
provide us with household income and pegupant
informatien. Documentation of your income may be
required, such as pay stubs or tax documents.

If your landlord pays your utility bill. You have other
legal protections. Pleasg call us at 215-235-1777.

if you have trouble understanding or speaking English
plaase call us at 215-235-1777 for free interpretation.

All adult occupants of the premise, whose names are on
the mortgage, deed, or lease are considered the
customer and ara responsitle for payment to restore
service.

ANY aduit eccupant who has been living at the premise
may have to pay all or portions of this bill to have service
restored.

Publie Utility Comrmission, Box 3265, Harrisburg, PA- 17105-
3268,

WINTER NON-PAYMENT SHUT-OFF PROVISIONS
(Dec. 1-Mar. 31}
*  Wae will restora your servica within 24 hours of your
reeting all raquirements to have service connected.
Where street digging is required, it may take up to 7 .

IMPORTANT SAFETY INFORMATION
For heating purposes use only equipment that is made
for home heating. Use all types of heaters carefully and
follow all directions for safe use. NEVER usa your
oven, grill or clothes dryer to heat your home. This could
cause a fire or dangerous carbon monoxide gas.
Please be aware that using candles, portabie heaters, or

days,

generators may also be dangerous. P. 18
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PGW POST TERMINATION NOTICE — Unauthorized Users

Address;

3-Day Date:

Post Termination Date:

Emp. Name & #:

Emp. Name & #:

WE SHUT OFF THE GAS BECAUSE:

X~ Theft of service or tampering with utility equipment
and safety issues.

TO HAVE YOUR SERVICE TURNED BACK ON YOU
MUST DO ALL GF THE FOLLOWING:

Arrange to pay the bill for any unauthorized usage and alf or
paortions of any overdue balance you owe PGW (Dollar

amount to be determined)

Pay a Deposit if required (Doliar amount to be determined}

Pay a Turn On Charge of $123.23 {Plus $372.00 if we dig up
the street 1o shut off the gas).

Ta get your service on as soon as possible, contact PGW at
215-235-1777 for the amount you need to pay and/or make
payment and to arange access to your premise after all
conditions have been met.

If your Income s 150% of the federal poverty
guldelines or below, we must first ask the PUC for
permission to shut off your service. [f you did not
receive notification that we obtained permission from the
PUC, call us immedialely.

If your Incoma Is above 150% but does not exceed
250% of tha federal poverty guidelines, we will not
shut your service off if.

1. Someone In your household is 12 or younger or 65 or
older; or

2. You have pald at least one-half of your last two
monthily gas bills; or

3. If over the [ast two months you have paid at least
15% of your income toward the gas bills.

MEDICAL EMERGENCY NOTICE
Let us know if someone living in your home is seriously ill
or has a medical condition. WE MAY RESTORE YOUR
SERVICE provided you:
1. Have your [icensed physician or nurse practitioner
certify by phone and In writing that such an illness exists
and that it may be aggravated if your service is not
restored.
2. Make arrangements to pay the amounts owed. You
must provide us with household income and occupant -
information to determine your payment terms while
pratected under the medical certification. Call us at 215-
235-1777.

Federal Poverty Guidelines : 2007
Household Your incoma is Your income is
Size, 150% of the between 151-
Including FPG or below if | 250% of FPG if it
Children it is: s |
1 $1.276 or less 51,277 -32,127
2 $1,711 or less $1,712 - §2,852
3 $2,146 or less §2,147 - $3.577
4 $2.581 or less $2,582 - $4,302 |
Each Additional Add 3435 Add $436 - §725
Person

IMPORTANT TO KNOW
If you have questions or need more information, please call us

at 215-235-1777. After you talk with us, if you are not satisfied,

you may file a complaint with the Public Utility Commissien

{PUC). The PUC will atterpt to help you with your problem,

To contact them cail (800) 692-7380 ar write to: Pennsyivania

:l;;:lic Utility Cammission, Box 3265, Harrisburg, PA 17105
5.

WINTER NON-PAYMENT SHUT-OFF PROVISIONS
(Dee. 1-Mar. 31)

*  Wo will restore your service within 24 hours of your
meeling all requirements to have service connected.
:Vhere street digging Is required, it may take up to 7

3ys.

* If you are low-income, thara are special rules about
whather we may shut off your gas In the winter. Add
together the monthly income for the household and look
at the chart below to determine your group.

If you have a valid Protection From Abuse order from a
court, there are some additional protections available to
you. Call us immediately at 215-235-1777, (You will be
required to provide us with a copy of the order.)

You may be eligibla for a payment agreement or special
assistance programs. Call 215-235-1777 right away o
nrovide us with household income and occupant
information. Documentation of your income may be
required, such as pay stubs or tax documents.

If your landlord pays your utility bill you have other
legal protections. Please call us at 215-235-1777.

" Ifyou have trauble understanding or speaking English

please call us at 245-235-1777 for free interpretation,

All adult cecupants of the premise, whose names are on
the mortgage, deed, or lease are considered the
customer and are responsible for payment to restore
service.

ANY adult occupant who has been living at the premise
may have to pay all or portions of this bill to have service

restored.

IMPORTANT SAFETY INFORMATION
For heating purposes use anly equipment that Is made
for home heating. Use all types of heaters carefully and
follow all directions for safe use. NEVER use your
oven, grill or clothes dryer to heat your home. This could
cause a fire or dangerous carbon monoxide gas.
Please be aware that using candles, portable heaters, or
generatars may also be dangerous. P. 17




Philadelphia Gas Works Cares

Whﬁlt is Cares

Customer Assistance Referral Evaluation
Setvices (CARES) is a referral and Information
service for payment {roubled low-income
customers,

-

.
About CARES

CARES provides effeclive assistance to customers
who have special needs and have temporary
pessonal or financial hardship that aflects payment
of their utility. These hardships include serious
medical or mental condition, recent unemployment,
single parent issues, aging factors, etc.

Program Components

+«  Budget counseling.

»  Energy education and referral to
weatherization.

. Referral to community, stale, and federal
resources for direct and indirect
monetary assistance.

*  Referral to appropriate social service
agencies.

+  Follow-up education and print material
that clearly explain CRP objectives,
expectations and lists contact phone
numbers,

+  Perodic phone contact and monitoring
of payment history and referral follow
through, with additional home visits as
needed.

»  The continued involvement of other
agencies that provide supportive
services and home cars.

*  Protection from service termination
during program.

. Short-term, affordable payments based
on “ability-to-pay”.

Eligibility Criter{a

+  Evidence of payment-trouble by mlssed
payments or anticipated payment
stoppage due to personal crisis resulting
in financial hardship.

*  Income at or below 150% of the federal
poverty level,

*  Exceptions will be made o borderfine
customers. (Income below 200% FPL)

For information on PGW's Special
Assistance Program call our hotline at
{215) 684-6100 or visit our website at

'w www.pgworks.com.

ﬂé-%f-ﬂ
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Agencies and Programs
Conseryation and Repalr Serviges:

BSAP - (215) 448-2160
{Basic Systems Repair Program lor low-income
hemeowners)

Heater Hotline {215) 568-7190
{Heater repairs for low-income home owners}

WAP ~ (215) 448-2160
{Weatherization Assistance Program for low-income
renters and homeowners}

Fuel Grants:
CRISIS - (215) 686-2590
(Federal grant that helps pay healing costs in a heating
emargency)

LIHEAP ~ (215) 560-1583
(Fedearal grant that helps pay heating costs)

UESF - (215) 977-5170
(Wility Emergency Service Funds — privale grant 1o help
pay ulility bills)
Senior Citizens:

Action Aliance of Senior Citizens ol Greater
Philadelphia {215) 557-0756

PCA Senior Helpling - {215) 765-9040
Other Resources:
Blind Relief Fund — (215) 487-1444
Children's Services, Inc. — (215) 546-3503
Domestic Violence Hotline -1-800-779-SAFE

DPW -~ (215) 560-2300
{Department of Public Wellare)

First Call for Melp - United Way — (215} 588-3750
{Free alf purpose infarmation and7eferral services}

National Resource Center in Domestic Viotence
1-800-537-2238

*No Heat® Complaints for Tenants (215) 686-2590
(Dept. of Licenses & Inspections Program)

AEACH - (215) 336-3511
(Homelessness Prevention Program for
owners or renters)

Slate Bldg - Homeless Prevention (215} 560-1876

h

PGW’

FHAADELITRA AT WO T
b ALY WGRIUOdAy seL
PLAOTAP Fanarie

AA- Set -9
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RESPONSE TO ACTION ALLIANCE DATA REQUEST
® o ‘REGARDING PGW’S BASE RATE FILING
DOCKET NO. R-00061931

Question AA-Set I-10: Please provide the following information as of January 1,
2007.
a.  The number of staff dedicated and/or assigned, in

whole or in part (please indicate percentage of
time), to the CARES program;

b. The resumes of the staff persons ina.;

C. The active number of CARES cases handled by
each staff person; |

d. If the Company has a detailed budget for the
CARES Program, please provide that detailed
budget as of Jaauary 1, 2007;

e A description of the activities performed by CARES
staff; and

f. A description of the process of how applicaﬁts
and/or customers are identified for CARES

enrollment, and subsequently screened and enrolled.

Response Provided By: Cristina Coltro, Directory, Regulatory Affairs

.Response: a.. PGW does not have staff dedicated and/or assigned
specifically to CARES. The CARES program entails
providing referrals to customers. Referrals are made by all
customer service representatives (CSR) in Customer
Service, CRS may refer customers to any program
available, including LIHEAP and Crisis, or to an agency
outside of PGW. PGW does not track the percentage of

time its representatives spent on referrals. Occasionally

P. 20




CSRs in the call center of customer service center will -

escalate the call to a universal service represenfative for
additional discussion. In these infrequent cases, the
universal service representative will call the customer back
and also call a particular agency to link the parties. That is
the full extent of the program.

Resumes of PGW’s staff are not available.

PGW does not track the number of CARES referrals by
each employee.

PGW does not have a budget for the CARES program.
PGW does not have dedicated CARES staff with specific
CARES job descriptions. All PGW’s CSRs may provide
referrals to customers during phone or person-to-person

interactions. See response to item a.

There is no enrollment process for CARES. CSRs either
identify the need to refer customers to available programs

or the customer asks the CSRs for referrals.

P.
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UNIVEESAL SERVICES PROGRAMS

Process for CRP and Liheap home visit Request

Home visits are scheduled for those customers who are
homebound or frail senior citizen when a customer calls to .
apply for CRP and/or Liheap.

Y Determine if a home visit is necessary by asking customner questions.

V' Check if customer have a family member or friend who could bring information
to Custorner Service Center for him/her.

Y Verify that the reason for not visiting a Customer Service Center 1s valid.

Reasons a customer does NOT qualify for a home visit:

1.

2.

Pregnancy.

Has a cold.

Broken leg.

Doesn’t want to wait in the Customer Service Center.
Doesn’t have the time

COR is homebound but there is another member in household who is able
to bring information to office

Bad weather, unless customer is a frail senior citizen

After determining that a home visit is needed:

Inform customer that someone will contact them before they visit.
Enter Customer Contact stating the reason the customner requested the visit

Send Tickler to the Collection Supervisor group dated for today -

59 T
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UNIVERSAL SERVICES PROGRAMS

CARES
L 'Background

The Customer Assistance and Referral Evaluation Services (CARES) is a
referral and information service. It provides effective assistance to customers
who have special needs and have temporary personal or financial hardship that
affects payment of their utility bills. These hardships include serious medical-
or mental condition, recent unemployment, single parent issues, aging factors,
etc.

PGW’s CARES program will have two components: the “Quick-Fix"” and the
“Case-Management” approaches.

1) “Quick-Fix” Approach

A “quick-fix” is accomplished by the customer service representative
while on the phone or talking with the customer in person at the district
offices. PGW customer services and district office representatives
currently provide referrals to various agencies, in a level of effort to be
termed as “Quick Fix”. This level of effort is given all customers who
indicate the need for help during their interactions with PGW.

In order to track the number of “Quick-Fix" case referrals, it will be
necessary that representatives select the “Quick-fix” option from the
CARES drop down menu located in the “MISC” tab of the Account
page in BCCS. The date of referral will be displayed next to the drop
down menu. '

2) “Case-Management” Approach

The “Case-Management” approach requires initial and follow-up
supportive phone calls by a designated CARES representative or case-
manager. Customers who are identified as experiencing special
hardships are referred to the CARES representative by PGW's customer
service representatives, outside agencies, PUC cases, other utilities, City

agencies, etc.

The PGW CARES representative will follow-up with phone calls and
will make special referrals and arrangements for assistance beyond
those provided under the CRP, CWP, and grants programs. Periodic
phone contact will be maintained to ensure that the hardships are being
addressed and issues are being resolved. Other agencies and supportive
services can be called in to access the home as ngeded. The CARES

60
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UNIVERSAL SERVICES PROGRAMS

I1.

I1I.

representative will actively communicate and coordinate services with
outstde agencies, such as the Philadelphia Housing Development
Corporation (PHDC), Community Legal Service (CLS), Homelessness
Prevention Programs, Heater Hotline, Senior Programs, Programs for
the Blind and Disabled, etc., to offer the customer comprehensive
referrals and assistance. In some cases, home visits will be offered to
homebound, critically ill customers, frail seniors or those with limited
mental ability, in order to facilitate entrance to the CRP or grant
programs.

In order to track the number of “Case Management” case referrals, it
will be necessary that representatives select the “Case Managment”
option from the CARES drop down menu located in the “MISC” tab of
the Account page in BCCS. The date of referral will be displayed next

‘to the drop down menu.

CARES Key Objectives:

e Increase in payment rate

» Reduced credit/collection costs
* Reduced commission complaints
e Customer satisfaction

» Community development

Program Components:

Budget counseling
s Energy education and referral to weathenization
Referrals to community, state, and federal resources for direct
.. and indirect monetary assistance
» Referrals to appropriate social service agencies
e Follow-up education and print materials that clearly explain
CRP objectives, expectations and lists contact phone numbers.
¢ Pericdic phone contact and monitoring of payment history and
referral follow-through, with additipnal home visits as needed.
e The continued involvement of other agencies that provide
supportive services and home care
» Protection from termination during program
s Short-term, affordable payments based on “ability-to-pay”

61
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RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-Set JI1-4:

a,

Response Provided By:

Response:

DOCKET NO. R-00061931

With reference to the CARES brochure provided in
response to AA-[-8:
Please state how many times in FY2006 PGW provided
“[sThort-term affordable payments based on “ability- to-

M

pay.
Please state how the listed hotline number (215) 684-
6100 serves to provide access to PGW’s CARES
program.

Please state how many times in FY2006 PGW provided
CARES eligibility exceptions to *“borderline customers.
(Income below 200% FPL).”

Cristina Coltro, Directory, Regulatory Affairs

a) PGW has not provided short term affordable payments
based on ability to pay. Rather, PGW provides the CRP
option for as long as the customer is eligible for the
program. Aside from CRP, PGW offers Chapter 14
payment arrangements and budget billing programs.

b) CARES is a referral and informational service. PGW’s
hotline provides referrals to LIHEAP, Crisis, and CRP. It
also provides information regarding these programs as well
as Conservation Works. Therefore, the hotline provides
CARE services.

c) PGW does not have this information available.

P.
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RESPONSE TO ACTION ALLIANCE DATA REQUEST.
REGARDING PGW’S BASE RATE FILING
DOCKET NO. R-00061931

Question AA-Set [-12: Please provide the dollar amounts that PGW has recelved

in contributions to UESF from employees and customers in

each fiscal year since FY2000.

Response Provided By: Cristina Coltro, Directory, Regulatory Affairs

Response:

Please see response in table below.

|Customer Contributions

2000] $ . 2,785
20011 § 1,710
2002| $ 1,890
2003] § 1,214
2004] $ 1,560
20051 § 1,567
2006] 3 1,922
Average | § 1,807

P. 26




RESPONSE TO ACTION ALLIANCE DATA REQUEST
REGARDING PGW’S BASE RATE FILING
DOCKET NO. R-00061931

Question AA-Set [-13: Please describe how the Company currently promotes
UESF, internally and externally, including but not limited
to the number and frequenéy of bill stuffers, description of
fundraiser events, description of initiatives to solicit PGW

employees, etc.
Response Provided By: Cristina Coltro, Directory, Regulatory Affairs

Response: PGW refers eligible customers to the UESF program year
round. This is done primarily in the Call Center and
Customer Service Centers. Additionally, PGW promotes

UESF information in its web site at www.pgworks.com; in

brochures and flyers distributed during outreach campaigns
via special mailings, customer service centers, and in
community based organizations. PGW also promotes
information approximately two times per year in its bill
insert, the Good Gas News. PGW is a member of UESF
Board and participate-in most of its fund raising events.
Last year, PGW promoted two PGW-UESF fund raising
events: the Bowling Tournament and the Book Sale event

at PGW,

P. 21




RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-Set I-18:

Response Provided By:

Response:

DOCKET NO. R-00061931

Please indicate which of the following scenarios constitute
broken payment agreements that would count against future

eligibility for a payment agreement to restore service:

a. The Company extends the due date for a bill and the

customer does not make the payment in time.

b. A customer falls behind on a payment agreement or
a payment arrangement, but makes it up later before
termination.

c. A customer falls behind on budget billing bills.

Cristina Coltro, Directory, Regulatory Affairs

a, PGW does not extend the due date of a bill. The due
date of a bill is 20 days after the issuance of that bill.

b. If the original agreement is broken, it is counted

towards the number of broken agreements. A
payment arrangement is broken if the customer
misses two payments while enrolled on a payment
arrangement.

c. A budget-billing program that does not involve
arrears 1S not considered a payment arrangement.

Therefore, it is not counted as such,

P.
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RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-Set I-17:

Response Provided By:

Response:

DOCKET NOQ. R-00061931

Does the Company consider an uncured default on CRP

payments to be a payment agreement default for purposes
of determining reconnection terms after  service

termination?
Cristina Coltro, Directory, Regulatory Affairs

Yes. A broken CRP agreement is considered a broken
payment arrangement. This means that the CRP customer
defaulted on payments and had service disconnected as a
result. However, PGW allows CRP customers to pay the
full CRP cure amount upfront plus reconnections fees as a

precondition to service restoration.

P. 29
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RECONNECTION FEES OF PENNSYLVANIA NATRUAL GAS COMPANIES

Columbia | UGI | UGI- TW." | Equitable [ NFG | PECO- | PGW
Penn Phillips Gas
Reconnection | $24 $37 | %44 $50 $50 $69 | $80 $123.23

Fee

SOURCES WHERE RECONNECTION FEE AMOUNTS WERE FOUND

1. Columbia: Columbia Gas of Pennsylvania, Inc., Rates and Rules for Furnishing

Gas Service, Supplement No. 101 to Tariff Gas—Pa. P.U.C. No.9 (Jan. 1, 2007)
at 60, available at '

http://www.columbiagaspamd.com/documents/CPA%20January%202007%20Ta

riff.pdf -

. UGI: Telephone conversation with UGI customer service representative on
March 23, 2007. '
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. UGI-Penn: Telephone conversation with UGI-Penn customer service
representative on March 23, 2007

4. People's: The Peoples Natural Gas Company, Rates and Rules Governing the
Furnishing of Natural Gas Service to Retail Gas Customers, Supplement No. 82
to Gas—Pa. P.U.C. No. 43 (January 1, 2007) at 20, available at .
http://Awww.dom.com/customer/pdf/pa/tariff.pdf.

5. T.W. Phillips: T.W. Phillips Gas & Oil Company, Rates, Rules and Regulations
for Natural Gas Service, Supplement No. 4 to Tariff Gas—Pa. P.U.C. No. 6 (Jan.
20, 2007) at 17, available at
http:/fwww.twphillips.com/tariff/Curr Tariff/CurrTariff. pdf.

6. Equitable: Equitable Gas Company, Schedule of Rates, Rules and Regulations,
Supplement No. 53 to Gas—Pa. P.U.C. No 22 (Jan. 1, 2007) at 17, available at
http://www.eqt.com/equitable_gas/company_information/tarifffPaPg6_39.pdf.

7. NFG: National Fuel Gas Distribution Corporation, Rates, Rules and Regulations
Governing the Furnishing of Natural Gas Service, Supplement No. 69 to Gas—
Pa. P.U.C. No. 9 (Feb. 1, 2007) at 21, available at
http://iwww.nationalfuelgas.com/marketers/PAtariffs/Current.pdf.

8. PECO-Gas: Telephone conversation with PECO customer service
representative on March 30, 2007.

Compiled by: Maripat Pileggi
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RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW'’S BASE RATE FILING

Question AA-Set I11-5:

Response Provided By

Response:

DOCKET NO. R-00061931

With reference to PGW’s practices concemning second or
subsequent payment agreements as provided for in Chapter
14 Section 1405(d), please state how many times PGW
granted a second or subsequent payment agreement in

FY2006 based on a “change in income.”

Cristina Coltro, Directory, Regulatory Affairs

PGW does not have this information available.
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RESPONSE TO ACTION ALLIANCE DATA REQUEST ‘
REGARDING PGW’S BASE RATE FILING
DOCKET NO. R-00061931

Question AA-Set I11-6: With reference to PGW’s practices concerning extensions
of payment agreements based on a “significant change in
circumstance” as defined in Chapter 14 Scction 1403:
a. Pleasc state how many initial extensions PGW granted in
FY2006 bascd on a “significant change in circumstance.”
b. Please state how many times PGW extended the initial
extension period based on a “significant change in
circumstance’ for an additional period of time up to six
months, '

-~

Response Provided By: Cristina Coltro, Dircctory, Regulatory Affairs

Response: a. and b.) PGW does not have this information available.
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RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-Set I11-7:

Response Provided By:

Response:

DOCKET NO. R-00061931

With reference to PGW’s practices concemning
reconnection terms for customers or applicants
experiencing “life events” within the meaning of Chapter
14 Section 1407(c)(2), please state how many times in
FY2006, PGW allowed a customer or applicant with
household income exceeding 300% FPL who was seeking
reconnection of service to-pay the outstanding balance over
a peried of not more than three months, instead of by

means of an upfront payment.
Cristina Coltro, Directory, Regulatory Affairs

PGW does not have this information available.

P.
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RESPONSE, TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-Set 1-4:

Response Provided By:

Response:

DOCKET NO. R-00061931

For a CRP customer who falls behind on bills and submits
a medical certification to suspend termination, is a payment
agreement or payment arrangement available as an
equitable arrangement. If yes, what would be the terms or
conditions of such an equitable arangement? [f no, explain

why not.
Cristina Coltro, Directory, Regulatory Affairs

PGW does not offer a payment arrangement within the
CRP agreement. CRP customers applying for medical
certification must cure their CRP agreement in order to

remain in the program.

P.
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RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-Set [-5:

Response Provided By:

Response:

DOCKET NO. R-00061931

%

For a non-CRP customer who defaults on a payment
agreement or paymént arrangement and submits a medical
certification to suspend termination, 1s a payment
agreement or payment arrangement available as an
cquitable'arrangement. If yes, what would be the terms or
conditions of such'an equitable arrangement? If no, explain

why not.
Cristina Coltro, Directory, Regulatory Affairs

Payment arrangements are available to non-CRP customers
regardless if they are applying for medical certification.
The payment arrangement terms are based on income and
occupancy. Terms are also based on the number of previous

broken arrangements.



RESPONSE TO ACTION ALLIANCE DATA REQUEST
REGARDING PGW’S BASE RATE FILING
DOCKET NO. R-00061931

Question AA-Set I-43: With reference to proposed Tariff Section 4.5 contained at
First Revised Page No. 27, Supplement No. 16, concerning
budget billing:

a. Please explain why has PGW not provided for
payment of the true-up amounts in installments?

b. Please provide a schedule showing the number of
customers in calendar 2006 who were billed true up
amounts under 350, between $50 and $100,
between$100 and $150, between $150 and $200,
between $200 and $250, and over $250.

Response Provided By: Randy Gyory, VP Customer Affairs

Response;
a. PGW is not legally required to provide for the payment

of true-up amounts in installments. See Order In re:
Insuring Consistent Application of 52 Pa.Code §
56.12(7) entered November 14, 2006 at page 10 (Docket
No. M-00051925). Because PGW is in a precarious
financial situation and has substantial cash flow needs,
PGW’s tariff must allow the company the opportumty to
legally enhance cash flow. ,

b. Attached is a spreadsheet which shows the number of
customers who were billed a true up in calendar year
~ 2006. The break down provided were based on
reporting requirements developed for the program and
do not exactly match what is requested.

P.
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RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-Set [1-33;

Response Provided By:

Response:

DOCKET NO. R-00061931

Please provide the information required to be filed with the
Commission by April 1, 2007 pursuant to 52 Pa. Code §
62.5 concerning calendar year 2006 restdential collections

and universal service and energy conservation programs.
Cristina Coltro, Directory, Regulatory Affairs

This information will be available after Apxil 1, after it is
filed with the PUC pursuant to pursuant to 52 Pa. Code §
62.5.

P. 39
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Phil Bertocci

From: Clearfield, Daniel [DClearfield @WOLFBLOCK com)]

Sent:  Monday, April 02, 2007 5:28 PM

To: Phil Bertocci '
Ce: Coltro, Cristina; Stunder, Gregary

Subject: FW: USRR 2006

Here is the data from the universai services report as you requested during our informal discovery session. This
is, in effect, unaudited data, and we are only providing it to you at this point just to minimize the hassle of
distributing more widely and then having to adjust. Of course we will let you know if such adjustment is
necessary..

Caniel Clearfield

WolfBlock

213 Market St.

PO Box 865

" Harrisburg, PA 17108-0865

(717) 237-7173

{fax) (717) 237-2753

————— Original Message-----

From: Coltro, Cristina [mailto:Cristina.Coltro@pgworks.com]
Sent: Monday, April 02, 2007 5:18 PM

To: Gyory, Randall J; Clearfield, Daniel; Stunder, Gregory
Subject: USRR 2006

We have completed entering the data for the Universal Services Reporting Requirements into the PUC website.
Attached is a copy of the report | pasted into Excel. My understanding is that you need to send this report to some
of the parties. There are 5 tabs on the spreadsheet. Note that the BCS will review these figures, ask questions,
and sometimes we need to modify the data accordingly. Let me know if you have questions. Thanks.

- Cristina Coltro
Director, Regulatory Compliance
Philadelphia Gas Works
Phone: (215) 684-6785
Fax: (215) 684-6258
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RESPONSE TQ ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-[-41:

Response Provided By:

Response:

DOCKET NO. R-00061931

With reference to proposed Tariff Section 8.3.B. contained
at First Revised Page No. 44, Supplement No. 16:

a. Docs the addition of the words “in PGW’s sole
discretion” mean that the Commission has no authority to
review the Company’s determination concerning what
constitutes “satisfactory assurance ...that no damage or
unauthorized interference or diversion or use will be caused
in the future”? '

b. If the answer to the previous question is affirmative,
please provide the statutory authority and/or Commission
precedent justifying this response.

Randy Gyory, Vice President of Customer Affairs
a. No. A reference to "PGW's sole discretion" means that
no other person or entity, other than the Commission in

response to a complaint or its own investigation, shall have
input into the decision. :

b. N/A

P.
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RESPONSE TO ACTION ALLTANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-1-45:

Response Provided By:

Response:

DOCKET NO. R-00061931

PGW'’s current Tanff Section 2.4.C. provides:
“Notification of Rejection. Where PGW rejects an
application for Gas Service, PGW shall inform the
Applicant in writing of: (1) the specific reason(s) why
service is not being provided, (2) any conditions that must
be met in order to obtain service; (3) an itemization of the
amount for any charges that must be paid in order to obtain
service; (4) a description of the process by which the
Applicant can Dispute PGW’s decision.” The proposed
Tariff eliminates this provision. Other than the policy
determination that PGW does not want to be bound by any
customer service rules and regulations other than those set
forth in the PUC rules and regulations, the Public Utility
Code, and legally binding Court and PUC decisions
interpreting those rules, regulations and law, why does
PGW believe that it is unreasonable to be required to
provide such a written notice?

Randy Gyory, Vice President of Customer Affairs

PGW is not seeking a wholesale removal of the
“Notification of Rejection” provision. The proposed new
“Notification of Rejection” language reads: “2.4.C.
Notification of Rejection. Where PGW rejects and
application for Gas Service, PGW shall inform the
Applicant as required by Applicable Law.” The revised
provision seeks to conform the Tanff to applicable law (as
defined in the proposed Tariff), 52 Pa.Code § 56.36
currently requires that PGW provide written notification to
applicants whenever an applicant's credit application is
denied, providing the reasons for such denial. PGW has
determined that the principal bases for denying an
applicant's request for service generally implicate a denial
of credit and therefore PGW's procedure is to provide a
written notification of denial. PGW's current denial of
application letter is attached. The letter sets for the
circumstances in which this written denial is provided.

P. 54




Philadelphia Gas Works

Residential Credit Statement

.Date: 03/16/2007 Account Number:

Name: Service Address:

After reviewing your application for service, PGW is unable to provide you with gas service because
you have failed to satisfy one or more of the following conditions:

] To pay or enter into an appropriate agreement; to pay an outstanding debt of § to PGW and/or pay
a deposit of $ and/or a reconnection charge of $

] To provide satisfactory personal identification by showing at least two of the following: a government
issued picture 1D, Social Security card, driver’s license, medical assistance card, Public Welfare card, or
similar items.

["] To provide documentation showing ownership, tenancy or residency at the service address,

[] Satisfy PGW’s credit standards.

In order to establish your account you must do the following:

(] Pay total outsianding theft charges of $ -+ outstanding balance of § + deposit of $ +
reconnection fees of $

[[] Pay the outstanding balance ora portion thereof in the amount of $ 4 deposit of § +
reconnection fees of § and, if applicable, make arrangements to pay the outstanding balance.

[C] Pay a cash deposit of $ which you can pay in the following installments, 50% or $

immediately to establish service then 25% or $ at the end of 30 days and 25% or § at the end of

60 days.

[ ] Provide positive identification with at least two of the following: a government issued picture ID,
driver’s license, welfare card, medical assistance card or social security card.

[[] Provide proof of residency for this premise.

(] Satisfy the credit standards by providing:
(1) Information showing you have been a customer for a similar utility service within the last 24 months.
(2) Information showing you are a good credit risk, a letter from another creditor or a bank reference.

{"] Provide a third party sponsor who is a current PGW customer in good standings and who is willing to
guarantee a payment of §

Remarks:

Representative

" Payroll Number
Customer Service Center :

Applicant has the right to dispute PGW’s denial of appﬁcétion by contacting the Public
Utility Commission’s Bureau of Consumer Services at 1.800.782.1110. P. 55




RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-1-47:

Response Provided By:

Response:

DOCKET NO. R-00061931

PGW’s current Tariff Section 8.3.D states: “Service. The
Company shall not refuse to provide Gas Service to an
Applicant who is not responsible for the damage or for the
unauthorized use of Gas.” Other than the policy
determination that PGW does not want to be bound by any
customer service rules and regulations other than those set
forth in the PUC rules and rcgulations, the Public Utility
Code, and legally binding Court and PUC decisions
interpreting those rules, regulations and law, why does
PGW believe that it is unreasonable to retain a provision
which protects persons who are innocent of any tampering
or theft of service from being charged for gas provided as a
result of self turn-on, mcter tampering or meter by-pass
committed by another person?

Randy Gyory, Vice President of Customer Affairs

PGW's position -- and the goal of its proposed tanff
changes -- is that its Tariff should reflect all legally
required customer service procedures imposed by current
law and regulations (as well as any future '
modifications/amendments). Any procedures which are not
required by current law, etc. may appropriately be reflected
in PGW's policies, which can be more easily modified if
circumstances or needs change Current law and regulations
do not seek to hold innocent persons responsible for
tampering or theft. Thus, there is no change in the rights of
customers as a result of this revision.

P. 56




"RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-1-48:

L Response Provided By:

Response:

DOCKET NO. R-00061931

With reference to Tanff Section 5.2.B (“Prior to
termination of any Tenant-occupied property with
Residential Gas Service, PGW will comply with the
provisions of the PA. Utility Services Tenants Rights Act,
68 P.S. § 399.1 et seq.”):

a.  Plecase explain why PGW does not reference the
“USTRA-typc” statute contained at 66 Pa.C.S. § 1521 et
seq. which is applicable to utilities regulated by the PUC;

b. Please provide a copy of the termination notice to
landlords which PGW utilizes in situations where the
landlord is responsible for utility service provided to
tenants; :

c. Please provide a copy of the first termination notice
to tenants which PGW utilizes in situations where a
landlord is delinquent on bills for utility service provided to
tenants.

Randy Gyery, Vice President of Customer Affairs

a. Pursuant to section 1.3 of the proposed Tariff, the
“USTRA-type” statute, 66 Pa.C.S. § 1521, et seq., is made
part of this Tariff.

b. PGW is in the process of revising and updating this
notice and USTRA non-payment terminations are currently
suspended.

c. PGW is in the process of revising and updating this
notice and USTRA non-payment terminations are currently
suspended.

P. 57
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Rebuttal Testimony of Harry S. Geller
Please state your name, occupation and business address.

My name is Harry S. Geller. I am Executive Director of the Pennsylvania Utility Law
Project (“PULP”). My business address is 118 Locust St., Harrisburg, PA.

Have you previously submitted testimony in this docket?

Yes. On April 6, 2007, I submitted Direct Testimony on behalf of Action Alliance of
Senior Citizens of Greater Philadelphia and the Tenant Union Representative Network,
two Philadelphia based organizations dedicated to advocacy on behalf of low and lower

income consumers.
What is the subject of your Rebuttal Testimony?

[ would like to address the Direct Testimony of Mr. Knecht on behalf of the Office of
Small Business Advocate (OSBA) recommending that PGW’s universal service costs be
allocated only to the residential customer class, and not, as is presently the case, to all

firm customer classes as proposed by this municipally owned utility.

~ Do you agree with Mr. Knecht’s view that the costs of PGW’s CAP programs

should be allocated only to the residential class because the costs are “obviously

caused by the residential class” (OSBA St. 1, at 31)?

No. Fundamental principles of utility regulation require allocation of universal service
costs to all rate classes. In their capacity as public utilities, regulated utilities have been
granted certain rights regarding property which belongs to the general public like the
right to exercise eminent domain and the right to use public ways for their pipes and/or
wires. The condition for the granting of these rights was the dedication of the utility

facilities to use for public purposes. Universal services programs are intended to assure
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that all members of the public, particularly those who would not otherwise be able to
afford utility service, may share in the benefits derived from the rights granted under law

to utility companies.

Universal service programs are public purpose programs, which are made necessary by
the fact that our economic and social structure does not, in itself, assure that all citizens
will always have the economic resources to pay for the basic necessities of life. It is not
appropriate to think about allocating the costs of universal services programs as if the
causes of these costs could be allocated to a particular class. Poverly (often aggravated
by ill-health and disabilities) is a result of general economic and social forces in which all
customer classes participate, and the cause of the inability of the participants in PGW’s
CAP programs to pay standard residential rates should not be attributed only to the
residential class as opposed to the non-residential classes. For this reason, universal
service costs should always be allocated to all firm service classes. This is especially true
for a municipally owned utility like PGW. In a 2002 independent evaluation of the PGW
universal service programs, the evaluators noted that the Philadelphia Gas Works’
universal service programs are “a key component of the economic security of the City of
Philadelphia.” In proposing to continue to allocate universal service costs to all customer
classes, the City of Philadelphia, as PGW’s owner, fully recognizes the public purpose

nature of these costs.

~ Moreover, universal service costs benefit not just the customers who participate in
universal service programs, but all customer classes. For the low-income workforce,
unaffordable utility bills and service terminations produce frequent mobility of
households and more frequent illnesses for family members. These results, in turn,

impact negatively on an employee’s productivity due 1o missed work days and household

' Philadelphia Gas Works Universal Service Programs: A Long-Term Perspective for
Universal Services at PGW, June 17,2002, p. 1. This testimony is part of the record in Re:
Philadelphia Gas Works Restructuring Proceeding, Docket No. M— 00021612, PGW ST. No.8

(Cristina Coltro), Exhibit CC-2, Report 3, contained in Supporting Documentation, Prepared
Direct Testimony, Volume I(B).
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related stress. Increased workforce productivity benefits all customer classes,

commercial, industrial and residential.

Do you agree with Mr. Knecht’s testimony that the Commission’s Final

Investigatory Order in Customer Assistance Programs: Funding Levels and Cost

Recovery Mechanisms, Docket No. M — 00051923 (Order entered December 18,

2006) requires that the Commission allocate univérsal service costs only to the

residential class (OSBA St. 1, at 30)?

No. The issue of allocation of universal service costs for PGW, the only municipally
owned utility regulated by the PUC, remains-an open question. In PGW’s restructuring
case, the Commission specifically deferred consideration of this issue obnl the grounds that
allocation proposals which could result in inter or intra class cost shifting were barred
from consideration in a restructuring case.? In the recent investigation concerning CAP
funding levels and cost recovery mechanisms, the Commission declined to adopt a policy
of requiring investor owned electric and gas utilities to allocate universal service costs to
all customer classes; to initiate such a policy change, the Commission stated, could have
a detrimental impact on state economic conditions.® In contrast, the longstanding
historical policy at PGW, has been to allocate universal service costs to all firm customer
classes. For the Commission to restrict allocation of universal service costs to the

residential class would, in PGW’s case, involve not an affirmation of the current policy,

but rather the unwarranted extensmnofapollcy brcferenéé_\;i{fn-dai ‘;ééard to the unique
circumstances of PGW as a municipally owned utility with an extraordinary number of

low-income customers in need of the benefits provided by its substantial CRP programs.

What weight should the Commission give to PGW?’s municipally owned status in

addressing this issue?

2 PA PUC v. Philadelphia Gas Works, Docket No. M — 00021612 (Order entered March

31, 2003), at 19-21, 62-64.

3 Customer Assistance Programs: Funding Levels and Cost Recovery Mechanisms,

Docket No. M — 00051923 (Order entered December 18, 2006), at 31.



A. PGW'’s status as a municipally owned utility is important and must be considered,
especially where as here, PGW itself proposes to continue to allocate universal service
costs over all firm customer classes. Importantly, although the Natural Gas Choice and
Competition Act transferred jurisdiction over PGW to the Commission, the Act
nevertheless specified the intent not to limit the City of Philadelphia as owner of PGW to
determine the “powers, functions, budgets, activities and mission” of PGW including its

4
“governance, management or control.”

As I have stressed in my Direct Testimony, the vitality of PGW’s universal service
programs is especially important in Philadelphia, where about a third of the company’s
customers are estimated to have incomes which would qualify them for participation in

PGW’s CAP program. In specifically preserving the City’s authority to determine

PGW’s “mission,” the General Assembly recognized that the City, as the owner and the

15 government responsible for the social and economic welfare of the City’s inhabitants,

16 should be allowed, subject to constitutional limitations, to tailor PGW’s rate structure in

17 order to maximize Sl..lpport for universal service programs essential to the public welfare,

18 helping the poorest and most vulnerable Philadelphians to afford needed gas service.

19

20 In the case of PGW, the utility’s owner, the City of Philadelphia, is also charged, along

2] with the commission, with serving an important public interest concerning a community
"22 77 of well over one million people, not merely a private interest. In proposing that universal

23 service costs should continue to be allocated to all firm customer classes, PGW asserts

24 not a private profit-making interest, but a governmental determination focused on the

25 public welfare. In light of the extreme poverty of one third of PGW’s customer base, the

26 City has determined that the substantial burdens associated with PGW’s universal service

27 programs must be spread as widely as possible. The City is no doubt fully aware of

28 generalized economic development concerns and capable of determining that

29 contribution by all classes addresses these concerns. For this reason, PGW’s proposals

* 66 Pa.C.S. § 2212(s).




concerning universal service cost allocations are entitled to substantial deference from the

PUC.

[n your view, do the sheer numbers of low-income PGW customers (as a percentage
of all PGW customers) weigh in favor of accepting PGW’s proposal that universal

service costs be recovered from all firm customer classes, not just the residential

class?

Yes. Asthe Commission’s 2005 Report on Universal Service Programs & Performance

_ indicates, the demographicsiof PGW?’s residential customer base are truly extraordinary,

when compared to other Pennsylvania natural gas utilities. For instance, in 2005, PGW
had 157,000 low-mncome residential customers (customers with household incomes at or
below 150% FPL), constituting 33% of its customer base.’ By contrast, the natural gas
utility with the second highest percentage of low-income customers is Dominion, with
24%, which in absolute numbers represents only half as many low income customers as
PGW.% Overall, PGW excluded, low-income natural gas customers represent 18% of the
customer base for Pennsylvania natural gas utilities.” On the electric side, Penelec has
the highest percentage of low-income customers, who constitute 24% of the company’s
customer base; statewide, low-income customers constitute 19% of the total number of

electric customers.® These demographics would justify as in the public interest, a

continuation of the present policy to promote universal services through contribution by

" all classes.

National experience shows that under circumstances where customer demands on
universal service programs are exceptionally large, regulators have recognized the

advisability of spreading the costs of those programs as widely as possible. For example,

52005 Report on Universal Service Programs & Collection Performance, Pa. PUC, at 8.
®1d., at8.

" 1d,at7,8.

®1d., at8.
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as the Office of Consumer Advocate reported in the Commission’s investigation -
Customer Assistance Programs: Funding Levels and Cost Recovery Mechanisms, the
states with the largest low-income assistance programs invariably recognized the need to
allocate the substantial costs of those programs to all firm customer classes, hot just the
residential class.” Similarly, given the substantial size of PGW’s CAP program, and the
obvious need to increase enrollment further, the Commission should support the utility’s

proposal to allocate universal service costs to all customer classes.

Mr. Knecht suggests that reallocation of universal service costs from all firm
customer classes to the residential class over three years would not impose an

“insurmountable” problem for residential customers. Do you agree?

No. Mr. Knecht’s Table IEc-4 provides the incremental percentage increase for
residential customers for the first year of a three year phase in, not the total incremental
perceniage increase on monthly bills above current levels that would occur in the second
and third year due o his proposed reallocation of universal service costs.'® PGW
residential customers already pay the highest rates in the state.'! PGW is requesting a
substantial base rate increase which would increase residential monthly bills by almost
10%. Residential customers should not be made to assume in addition the exclusive

burden of paying the public purpose costs of universal service.

Please summarize your testimony.

The Commission should reject the OSBA’s recommendation that universal service costs
for PGW customers be allocated only to the residential class. Neither the Public Utility
Code, the Gas Choice Act, nor Commission precedent mandates that the Commission

reject PGW’s proposal to continue its longstanding, historical method of allocating such

?  Customer Assistance Programs: Funding Levels and Cost Recovery Mechanisms,

Docket No. M — 00051923 (Order entered December 18, 2006), at 28-29.

10 OSBA St. 1, at 32.

' OCA St. 1, Schedule 4.
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costs on a volumetric basis to all firm customer classes. The Gas Choice Act recognizes
PGW’s uniqueness as the sole municipally owned utility under PUC jurisdiction, and
acknowledges that as owner of PGW, the City of Philadelphia retains the prerogative to
utilize PGW in a way that coordinates best with the City’s efforts to further universal
service and the public welfare. The sheer numbers of PGW low-income customers, as a
percentage of PGW’s customer base, in comparison to all other utilities in Pennsylvania,
justifies adoption of a rate design for universal services funding which spreads universal
service costs as broadly as possible. In my Direct Testimony, I stressed that the annual
level of service terminations and the inability of thousands of low-income customers to
obtain service reconnection even as the cold weather approaches compels the
Commission to take a fresh approach to evaluating the reasonableness of PGW'’s service
and the adequacy of methods heretofore utilized to achieve universal service goals.
Consistent with this testimony, the Commission should recognize PGW’s unique
circumstances and the City’s interest in continuing its present policy and method of
funding universal service. As PGW emphasizes, the public welfare in Philadelphia
requires that the utility’s universal services program be funded by all rate classes, not just

the residential class.
Does this conclude your testimony?

Yes.
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Surrebuttal Testimony of Harry S. Geller
Please state your name, occupation and business address.

My name is Harry S. Geller. | am Executive Director of the Pennsylvania Utility Law

Project (“PULP”). My business address is 118 Locust St., Harrisburg, PA.

Have you previously submitted testimony on behalf of Action Alliance et al. in this

procceding?
Yes.

Have you had an opportunity to review the Rebuttal Testimony of Randall Gyory
(PGW St. 6R) and the Rebuttal Testimony of Cristina Coltro (PGW St. 7R) filed on
behalf of the Philadelphia Gas Works in this proceeding?

Yes.
Please explain the purpose of your Surrchuttal Testimony.

The purpose of my testimony is to respond to portions of the Rebuttal Testimony oftfered
by PGW witnesses Randall Gyory and Cristina Coltro. 1 will first address the Rebuttal
Testimony of Randall Gyory concerning his criticisms of some of my conclusions
underlying my assessment that PGW is violating the Public Utility Code’s Section 1501
requirement that it provide service which is “reasonably continuous and without
unreasonable interruptions and delay.” [ will then address the Rebuttal Testimony of
Cristina Coltro concerning the adequacy of PGW's customer assistance programs,
including the Customer Responsibility Program (CRP), CARES and Hardship Fund

contributions.
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SURREBUTTAL TESTIMONY ADDRESSED TO REBUTTAL TESTIMONY OF
RANDALL GYORY

Do you agree with PGW’s overall characterization of your testimony? (Gyory, at 2,

lines 6-22).
No. PGW mischaracterizes the main emphases of my testimony in several respects.

First, PGW suggests that my basic point is that PGW terminates service 1o too many
customers. However, my basic point is that PGW policies have resulted, for each of the
past two years, in over 9,000 customers, about half of whom are low income, being
without heat related service at the beginning of the Cold Weather months. While it 1s true
that many customers have suffered service terminations, | have focused on the fact that
significant numbers of customers are terminated, who, having been unable to avoid
termination, have also been precluded from obtaining service reconnection, even at the
time of year when service reconnection is most necessary. Mr. Gyory’s rebuttal does not
even address the fact that 9,000 customers were without service at the time of the Cold

Weather Survey.

Second, PGW suggests that 1 have accused PGW of systemaltic violation of Chapter 14
provisions, and reproaches me with presenting no evidence of any violations. However,
while 1 express doubts about PGW’s interpretation of certain Chapter 14 standards, my
primary focus is that 9,000 PGW customers were unable (o obtain service reconnection at
the onset of Cold Weather and that the company has failed to adjust its policies to
respond to this fact. This level of households without service entering the winter is
unreasonable and unacceptable and should be addressed by policy moditications. This
situation constitutes a violation of Public Utility Code Section 1501 — which mandates
that public utilities provide “reasonably continuous service without unreasonable

interruptions or delays.” This result, repeated two vears in a row, also calls into question

O]



whether PGW is meeting its universal service obligations as set forth in the Gas Choice

Act § 2203(7).

Third, PGW claims that | have misrepresented its operating procedures and inaccurately
depicted the opportunities provided 1o PGW’s Jow income custorners. However, the
issue is not merely what PGW has done up to now 1o assist low and lower income
customers, but rather whether those actions adequately address the admitiedly substantial
needs of PGW’s customer base. The fact that so many low and lower income customers
were unable 10 avoid {ermination, and once terminated, were unable 1o obtain service
reconnection before the onset of winter speaks for itself. Policy changes are clearly

needed.

Do you accept PGW’s claim that you have provided no evidentiary support for your
claim that the Company has given insufficient weight to the important policy

rcasons for minimizing residential terminations? (Gyory, at 5:18-24; 6:1-2).

No. PGW’s responsc focuses on the size and affordability of its CAP program, the
Customer Responsibility Program (CRP). In my testimony, [ have identified PGW
policies and practices which are likely to result in unaffordable payment agrecment terins,

unnecessary lerminations, and even more unaffordable reconnection terms,

Do you agree with PGW?’s criticisms of your discussion of the Company’s policics
regarding reconncection terms for CRI® customers and Level 2 customers who have

previously been on CRP and have CRP arrcarages? (Gyory, at 6: 21-24).

No. My criticism is not with the CRP program itself, as PGW suggests, but with how
PGW has handled the needs of terminated CRP customers who even by the beginning of
winter, have not been able to meet PGW’s terms for reconnection. According to the Cold

Weather Survey, there were 3,023 CRP customers whose service had been terminated in

Lt



3]

(933

2006 and who were still without service as of December 1, 2006. By any standard, this
high number of low-income households without service has 1o be a cause for concern and
calls into question the reasonableness of PGW’s policies. Although the CRP program is
of enormous assistance to many low income PGW customers, it is based on affordability
standards which are a significant challenge to many CRP participants. PGW appears not

to have even collected data necessary to understand how this situation has deve]oped.'

It is not reasonable for PGW 1o deny responsibility for this situation, which it has allowed
to develop, on the superficial grounds that no specific provision of Chapter 14 or Chapter

56 requires that these customers be offered payment terms that they are able to satisfy.

Do you agree with PGW’s claim that its reconnection fee is reasonable because it
reflects the actual cost incurred to reconnect a customer who has been terminated

for non-payment? (Gyory, at 7:19-23; 8:1-4).

No. PGW impermissibly ignores the context within which it levies its reconnection fec.
The 1ssue is whether the amount of the reconnection fee unduly impairs access 1o service
reconnection. Once service has been terminated, low and lower income customers have
difficulty obtaining reconnection. PGW?s high number of customers without service at
the onset of winter attests to that fact. PGW’s reconnection fee, when compared to that of
other utilitics, is very high. This is a barrier to reconncection that could be lowered,

without significant adverse effect on PGW’s financial stability.
Do you agree with PGW’s criticisms of your recommendation that PGW waive its
$372 dig-up charge for low-income customers, and allow Level 2 customers to pay it

in installments? (Gvory, at 8:7-22; 9:1-6).

No. The amount of the excavation charge 1s three times greater than the reconnection

!'Sce the Response to AA-Set 11-13, anached as Exhibit HSG-28.
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charge, and is an even greater barrier to service reconnection for low and lower income
customers. Moreover, it impacts customers who, through no fault of their own, happen to
inhabit a residential dwelling which does not have a curb valve. Only about one half of
the residential properties served by PGW are cquipped with curb valves. PGW even
rejects the suggestion that the excavation charge should be made payable in installments
for Level 2 customers, asserting that such a requirement would make their reconnection
agreements unaffordable. In light of the numbers of terminated customers without service
at the onset of winter, 1 question whether PGW has given appropriate weight and taken
appropriate action to ameliorate the significant risks which result when customers are

forced to delay or forego heat-related service in the winter months.

Arc you satisfied with PGW’s claim that the evidence shows that PGW always
enrolls Level 1 customers in CRP when “appropriate,” i.e., when they can benefit

from such participation? (Gyory, at 10: 5-13).

No. The évidentiary basis for my judgment that PGW’s CRP enrollment practices and
procedures arc inadequate is three-fold. First, there arc the Cold Weather Survey results.
In 2006, there were 1700 verified low income houscholds who werce not CRP
participants, whose service had been terminated and who st‘ill had no service as of
December 1. PGW provides no explanation why such a large number of low-income
customers without service were somehow “inappropriate” for CRP enrollment and
participation. Second, the “PGW Payment Arrangement Guidelines™ (HSG-5), which is
used by PGW Customer Service Representatives, clearly does not indicate that a
customer who has provided monthly income and household income information showing
low income status should be immediately considered for enrollment in CRP. Third, 1
have identified in my testimony instances where PGW could better publicize the benetits
of CRP, both in terms of stressing the discounts offered and the availability of arrearage

forgiveness.
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Regarding PGW’s procedures for making payment agreements for customers whose
service is on, do you agree that you are “implying that CSRs should ask each
customer what he/she wants to pay under a payment agreement, and, without any
negotiation, accept those terms as indicative of what the customer has the ability to

pay”? (Gyory, at 11:23-24; 12:1-2).

No. As the Commission stated in its first Implementation Order, under Chapter 14, PGW
cominues to have the Chapter 56.97 obligation to consider not only income level and
household composition, but also the size of the unpaid balance, the payment history, and
the period of time over which the balance accumulated: The “PGW Payment
Arrangement Guidelines™ make no mention of these considerations as relevant factors in
a “negotiation.” The use of the terms “request™ and “suggested” in the Guidelines
actually express PGW’s minimum requirements. In the case of the minimum upiront
payments and minimum monthly payments on arrears, these terms do not represent

standards sct forth in Chapter 14 or Chapter 56.

What is your response to PGW?’s assertion that its Payment Arrangement

Guidelines are not an abuse of discretion? (Gyory, at 12:16-22).

PGW is incorrect. In light of the PGW's Cold Winter Survey results, it is clear that
substantial numbers of PGW customers have not been able to satisfy the financial terms
dictated by PGW’s Guidelines, and as a rcsult, have been deprived of necessary heat-
related service at the approach of winter, Chapter 14 provides PGW with the ability to
use its discretion to ameliorate the dangers inherent in the absence of heat in the winter.
The issue is not whether the PGW standards comply with the letter of the law. Even if
they do so comply, even if PGW is not forbidden by Chapter 14 to make the demands set
forth in its Guidelines, they are nevertheless a misuse of discretion because they result in

violation of the Public Utility Code requirement that service be reasonably continuous.
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Do you agree that PGW’s current polic_\; of requiring that customers who are more

than ten days past due make a payment agreement as a pre-condition of enrolling in
budget billing is “the same or better than™ your proposal that PGW allow customers
to enroll in budget billing without a payment agreement so long as their outstanding

arrears arc less than 70 days past due? (Gyory, at 14:12-13).

No. PGW omits from its statement that in order for a Level 2 customer to obtain a
payment agreement, the customer must make an upfront payment under PGW’s Payment
Arrangement Guidelines of 40% or 50% of the arrearage. This requirement 1s an
impediment to instant enrollment in budget billing. If the goal is to increase budget
billing enroliment, then PGW should seek 10 minimize any pre-conditions. In addition,
most residential customers with arrears less than 70 days past due are not likely to obtain
a payment agreement for more than twelve months, assuming that PGW requires
(consistent with its Payment Agreement Guidelines) minimum payments on arrears of
between $40 and $60 per month. Customers with arrearages not more than 70 days past
duc will usually not owe more than $500. A customer who makes a payment agreement
would not, therclore, be likely to have monthly bills that would be less than if PGW

simply rolled the past due amount into the budget bill.

Arc you persuaded by the justifications that PGW has offered for incorporating

Company Policy, present and future, in its proposed Tarift? (Gyory, at 16:9-17).

No. Because an approved Tarift has the force of law, to incorporaie such policies by
reference into a Tariff would give such policies the color of legality, which they should
not have, as they have not been individually reviewed and approved by the Commission.*
Customers should not be given the impression by PGW Customer Service

Representatives that PGW policies have the force of law when, in fact, they are only

2 Stiteler v, Bell Commw.. 32 Pa. Cmwlth 319, 379 A.2d 339 (1977): Brockway Glass Co. v. ['a, Public

Utility Commission, 63 Pa. Cmwith 238, 437 A2d 1067 (1981).

7
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policies and not approved Tariff provisions. And informal and formal complainants
before the PUC should not have to overcome PGW arguments that challenged Company

actions are consistent with corporate policy and therefore, by definition, PUC endorsed.

PGW claims that I recommend that the PUC approve “each and every one™ of PGW’s
policies. That is not correct. Rather, | maintain that policies not reduced to Tariff
language and future, as yet unadopted, policies should not be incorporated in PGW’s
Tariff at all. In response to our discovery request for a copy of all its current policies,
PGW has declined even 10 place these policies on the record so that they might be
reviewed for conformity with existing law and regulation.” For the Commission to

approve this provision would be tantamount to delivering a blank check.

Regarding Section 8.3.B of PGW’s proposed Tariff, in which PGW claims that it has
“sole” discretion to determine whether a customer who has b;een terminated for
unauthorized use has provided “satisfactory assurance” that the unauthorized use
will not reoccur, has PGW provided an adequate justification for the use of the

word “sole”? (Gyory, at 16:21-24; 17:1-6).

No. PGW claims that any impression that might be conveyed that even the PUC can not
overrule such a determination will be dispelled by providing notice to the customer that
an adverse determination may bec appealed to the Commission. Even if such notice is
provided, this type of notice in oral or wrilten form does not correct the misinformation
and potential confusion caused by the use of the word “sole.” A customer who takes the
word “sole” hiterally may justifiably decide that there is no reasonable grounds 1o appeal a

decision which the Tariff states is exclusively within PGW?*s authority.

Is PGW correct that existing law does not require it to distinguish between *users

without contract” and “unauthorized use”? (Gyory, at 17:11-20).

3 See Response 1o AA-Sct 1-33, attached at Exhibit HGS-29.
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A. No. The Commission has repeatedly held that Chapter 14 did not abrogate the historical
Chapter 56 distinction between “user without contract™ and a person who commitied
“unauthorized use” (theft of service through tampering, self-turn-on or meter bypass).
The opinions expressed in this part of PGW’s rebuttal testimony have been expressly
rejected by the Commission.! PGW claims that it is not its “intent” to incorporate its
“own” interpretations of Chapter 14 into its Tariff, but this claim is contradicted in this
instance. PGW’s refusal to accept this important distinction 1s an example of how it
seeks 10 use its Tariff not merely 1o reflect existing law, but 10 give the appearance of

Commission approval of its own incorrect interpretations of existing law.

Q. Does the elimination of current Tariff Section 2.4.E, which requires detailed
description concerning the “notification of rejection” actually bring PGW’s Tariff
into conformity with the requirements of existing law, as PGW claims? (Gyory, at

18:5-11)

A. No. PGW’s premise is incorrect. The proposed amendment does nol in fact conform
PGW?’s Tarilf 1o existing law. As a municipally owned utility, PGW must comply with
federal, constitutional due process standards when it denies service to applicants. When
PGW denies service, whether for reasons of credit, or for other reasons not related to
credit, it must provide a writien statement of reasons and a description of the steps
necessary (o oblain service. This is a historical protection enjoyed by PGW customers,
and [ can cnvisage no benefit o customers which could possibly flow from climinating
such a reasonable provision. Moreover, provision of such a notification assists applicants
seeking 1o obtain service and customers/applicants seeking service reconnection. It is
particularly important that a utility with so many customers who have difficulty in

maintaining service and obtaining service reconnection have procedures in place to

4 Sec Re: Chapter 14 Implementation, PUC Docket No. M - 00041802 FQ002 (Order entered March 4,
2005), at 8-10; Re: Chapter 14 Implementation. PUC Docket No. M — 00041802 FO002 (Order entered June 2,
2005), at 10-13.
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facilitate communication concerning how service may be obtained or restored.

Is PGW on point in its rebuttal to your recommendation that the Company be
required to retain current Tariff Section 8.3.D which prohibits the Company from
requiring persons not “responsible” for meter tampering or theft at their dwelling

to pay for the gas consumed by means of such illegal actions? (Gyory, at 18:5-11).

No. PGW claims that current law and Commission regujations do not allow PGW 1o
refuse 1o provide service to consumers “innocent” of theft or tampering. However, my
point is that specificity and clarity to customers are needed. There 1s no express
prohibition in the Public Utility Code or in PUC regulations. PGW does not cite any such
provisions. PGW has retained in Sections 6 and 8 of its Tariff many provisions
concerning its rights against those who have committed theft or tampering. It is only fair
1o Icave intact the historical protection in the Tariff which specifies and clarifies those not

“responsible” for theft or tampering may not be required 1o pay for the stolen service.

Do you agree that current Tariff Section 2.1.D regarding home visits for persons

with disabilities is not “legally required”? (Gyory, at 19:4-9),

The issue 1s not whether PGW should be required “to place™ in its Tariff this provision
providing for home visits to assist a disabled and homebound person who can not
complete his/her application for service by mail. Rather, it is whether PGW has
demonstrated that this provision no longer serves a useful purpose, given the strength of
its universal service programs, particularly its CARES function as embedded within an
approved universal service plan. Due to the inadequacies of PGW’s CARES function,
this point has not been reached. To remove this provision would be to decrease the level
of universal service protections which Gas Choice Act Scetion 2203(7) requires 1o be
maintained. This provision is the type of individualized service which appropriately falls

within the CARES function.



SURREBUTTAL TESTIMONY ADDRESSED TO REBUTTAL TESTIMONY OF
CRISTINA COLTRO

Do you agree with PGW that it is unfair to compare PGW to PECO? (Coltro, at
3:1-19; 4:1-11).

No. PECO and PGW serve the same Philadelphia customers so are appropriate subjects
of comparison. CARES programs are meant to address the problems and special necds of
a utility’s vulnerable, low and lower income customers. The Commission policy
guidelines do not distinguish CARES services as between electric or natural gas

providers.

Did PGW properly characterize the Action Alliance et al. interrogatory response to
PGW’s Set 11, Question 9 when it states that “Mr. Geller admits that there is no
legal duty for PGW to provide the type of services within its CARES program that

Mr. Geller recommends”?

No. PGW itself should recognize its legal duties to provide universal scrvice programs,
including CARES, as provided by the Gas Choice Act, 66 Pa.C.S. § 2201 et seq., and the
accompanying regulations at 52 Pa. Code § 62.1 ct seq. In its interrogatory, PGW only
asked about its CARES obligations under Chapter 14, Chapter 56 or any PUC orders with
regard to CARES. In regard (o universal services, including the CARES component, the
scope of its duties extends beyond collection laws and regulations. “CARLES” is defined

as a program that “provides a casework approach.” 52 Pa, Code § 62.2.

Bevond the Gas Choice legislation and the example of PECO’s CARES program,
what other support is there for your recommendations with regard to PGW’s

CARES program?
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A 2002 independent evaluation of PGW*s Universal Service programs provided PGW
with information about the history of CARES programs and included recommendations
for CARES that were similar to the recommendations in my direct testimony. See
Philadelphia Gas Works Universal Service Programs: Pathways to Compliance, June

17,2002, pp. 55-61 (attached as Exhibit HSG-30).

The Evaluation Team informed PGW that the “PA PUC ‘strongly endorsed’ the
guidelines that these [CARES] services “should not be done by company employees who
perform responsibilitics related to billing, credit, or collections.”™ The evaluation cited to
PUC Secretarial Letier M-84-403, Jerry Rich, May 31, 1985, which is attached as Exhibit
HSG-31.

The evaluators noted that such CARES job descriptions should include “a social service
background or a combination of experiences and education that include listening and
communication skills and a compassionate and caring attitude towards the needs of the
low-income utility customers.” The cvaluation cited to PA PUC Sccretarial Letter, John

G. Alford, Secretary, November 30, 1992, which is attached as Exhibit F1SG-32.

Further, the Evaluation Team noted that, at the time, PGW customer scrvice provided
referrals to various agencies, in a level of effort termed “Quick Fix.” The Evaluation
Team recommended that “PGW move immediately toward incorporating the
‘Intermediate Case Management Approach’ into the CRP. This includes designating a

CARES representative assigned to provide personal care management.”

Does PGW takes a “casework approach” in its CARES program as stated in its
rebuttal? (Coltro, at 2: 16-19).

No. Just because PGW states it provides a casework approach docs not make it true.

PGW itself has stated that referral to other agencies is the “full extent of the [CARIES]

12
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program.” PGW Response to AA-Set [-10a (attached as Exhibit HSG-33). This present
CARES approach, no matter how it is characterized, is clearly not sufficient in light of the
numbers of low income households who are having difficulty maintaining service even

afier the onset of winter.

How do you respond to PGW?’s citing of the PUC 2005 Universal Service Programs
& Collections Performance Report to support an argument that the CARES
casework approach is not necessary when the utility’s CAP program has expanded?

(Coltro, at 14: 8-15).

PGW now claims that the expansion of CARES services 1s unnecessary because of the
size of its CRP program. If increased CRP enroliment was accompanied by  low level of
service terminations, the need for more intensive CARES service may not be necessary.
But with over 4700 low income customers entering the winter without gaé service, POW
cannot claim that there is no need for a casework approach or case management services.

A CARES program should be structured to meet the needs of its customers.

Do you agree with PGW’s rebuttal statement that 85% of its estimated low income

customer base is enrolled in assistance programs? (Coltro, at 4-5).

No. PGW assumes that all of the 46,000 customers receiving a senior citizen discount are
low income, which is defined as below 150% of the poverty level. Ehligibility for the
senior citizen discount (which is no longer open to new participants) was based solcly on
age and no income criteria apply. PGW inappropriately uses the senior citizen discount

cnrollment number to buttress its CRP enrollment level.

Why is it not adequate for PGW to have about half of its low income customers

enrolled in CRP?
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PGW should not be content with a 50% enrollment level, especially when it has se many
low income non-CRP customers entering the winter without gas service. Low income
customers who contact PGW about preventing termination or restoring service should
automatically be assessed for CRP eligibility and enrolled if eligible. PGW’s current
guidelines instruct customer service representatives to demand the full amount and then

negotiate down, even after obtaining the household and income information.

Do you agree with PGW?’s rebuttal that your recommendations to reform the way

PGW handles LIHEAP grants are improper? (Coltro, at 9-10).

No. PGW has misinterpreted my recommendations. My recommendations with regard to
LIHEAP were in the context of providing clear incentives to CRP customers 1o apply for
LIHEAP and maximizing the number of LIHEAP grants that are assigned to PGW. As of
April 2007, PGW received only about 50,000 LIHEAP cash grants. All of PGW’s 76,000
CRP customers would be income cligible for LIHEAP, since both CRP and LIHEAP
have eligibility set at 150% of poverty. PGW received at feast $13 million in LIHEAP
cash grants this past winter. IFor every additional 4,000 CRP customers who apply for

and assign a LIHEAP cash grant to PGW, PGW would reccive an additional $1 million.

PGW alse misinterprets the PUC regulations (citing 52 Pa. Code § 69.265(9)(11)-(111)) in
asserting that PGW is required under regulation to use LIHEAP cash grants to reduce the
amount of CAP credits. Nothing in this set of regulations prohibits a utility from using
LIHIEAP cash grants to reduce CAP arrcars or pre-CAP arrears. Reducing either CAP
arrears or pre-CAP arrcars would provide a significant incentive to CRP customers to
apply for LIHEAP and assign a cash grant to PGW, since the customer would actually

experience a personal tangible benefit.

PGW states that it approved 93% of LIHEAP Crisis reguests. Does this change

your testimony regarding PGW?’s refusal to restore service with a Crisis grant?

14
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(Coltro, at 11: 1-6).

No. This 95% figure is mislcading because it represents the percentage of Crisis grants
approved as of the end of the winter season, after many customers already experienced
days, weeks or months without heat-related gas service in the cold weather months. At
the beginning of the winter season, PGW persisted in its policy to require more than a

Crisis grant when the $300 grant did not meet PGW's demands.

Is PGW’s characterization of your reccommendation as to UESF correct? (Coltro, at

16, line 7).

No. It may not have been clear but 1 did not intend 10 recommend that PGW increase its
credit match above $500. I recommended that the UESF grant maximum be adjusted
from $500 to $1000, which would require PGW to adjust its 50% credit match from a

maximum of $250 up ro a maximum of $500.

Do you agree with PGW?s characterization of your recommendation concerning the
obligation for “cquitable arrangements” for medical certification recipients as
“misguided and inconsistent with current Commission regulation”? (Coltro, at

16:18-23; 17:1-17)

No. This proposal addresses serious public health concerns. It is also not inconsistent

with current Commission regulation. Chapter 56 Section 56.116 makes explicit reference

1o the fact that a customer receiving service under a medical certification has a duty to

“equitably arrange 1o make payment on all bills.” This provision requires that in light of
the fact that there is a person in the customer’s household with an ongoing medical
emergency, certilied to on a monthly basis by a medical professional, the utility and the
customer must mutually work something out. The paramount value to be protected by

maintenance of utility service is the health of the sick or disabled houschold member.

15



1 There must be an equitable arrangement — and that requirement 1s independent of -

2 whatever payment agreements or reconnection terms might be available 1o the customer
3 under Chapter 14.°
4
5 In addition, no Commission regulation forbids a utility from agreeing with a customer
6 that termination will be stayed so long as the customer pays current bills going forward,
7 and provides the appropriate certifications from a medical professional. Situations where
8 the medical emergency continues for more than three months are precisely the “hard
9 cases” which require individualized attention by the utility, through CARES casework
10 approach. There 1s nothing “misguided” about this proposal.
11
12 Q. How do you respond to PGW’s comments concerning your recommendation that
13 . some customers with medical certifications should be handled by PGW CARES
14 personnel? (Coltro, 14:16-22; 15:1-3)
15
16 A. Ms. Coltro understood my testimony to mean | was recommending that all medical
17 certification recipicents should be referred to PGW CARES personnel for a casework
18 approach. That was not my intent. I was referring to that unfortunate subset of sick
19 and/or disabled low income persons who have utilized three medical certifications, but
20 have been unable to make a payment agreement or a reconnection agreement. Under
21 PGW?’s current policies, service to households with sick and disabled persons would
22 apparently be terminated when their medical certifications expire, regardless of whether
23 or not the medical condition which gave rise to the medical certificate continuing. |
24 recommend that one form of “equitable arrangement™ that PGW should propose to such
25 customers is to allow them to retain service, so long as they pay for current service going
26 forward. This is the type of household which requires the kind of individualized in-house
27 utility attention which CARES should provide.

k] . . . . .
1 also take issue with Ms. Coltro’s stalement that the Chapter 56 medical emergency provisions are meant
1o address only situations where the customer’s income has been diminished by the medical emergency. Coltro, at
17:3-6. Lack of service to a household with a certified medical condition is not in the public interest. This is true

16
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Q. Does this conclude your testimony?

A. Yes.

regardless of houschold income. Medical emergency provisions exist to protect individuals within all income levels.

17
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RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-Set 11-13:

Response Provided By:

Response:

DOCKET NO. R-00061931

With regard to PGW’s Cold Weather Survey Form A filed
December 1, 2006, line 89, concemning the “# of properties
where income is verified CAP low-income” (which had not
been terminated for unauthorized use), what was the
average amount, including reconnection charge and
deposit, that PGW was requiring-as a condition of service

reconnection.

Cristina Coltro, Directory, Regulatory Affairs

PGW does not track that information,

EXHIBIT
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RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-1-35;

Response Provided By:

Response:

DOCKET NO. R-00061931

With reference to the definition of “*Company Policy”
contained at First Revised Page No. 11, Supplement No. 16
of the proposed Tariff, please provide copies of all written
PGW policies included within this definition.

Randy Gyory, Vice President of Customer Affairs

PGW has a substantial amount of policies, including
guidelines and standards, in multiple formats, which it
utilizes in implementing its regulated and unregulated
practices. These policies are voluminous in nature, involve
every aspect of company operations, and are evolving

based on current needs and changes i the law and industry.

Due to the extensive scope of these policies and their
transformative status, and the sheer volume of policy
documentation, it is not possible to provide all of the
written company policies.

EXHIBIT
HSG-29



VL. CARES
The Evaluation Team recommends that PGW strengthen-its Customer Assistance

' Refeiral and Evaluation Services (CARES) component of Universal Service to provide
clear designation and accountability for these services.

A. History of CARES

Historically, special payment programs for “payment-troubled” customers sprung

from a changing economy in Pennsylvania in the mid to late 1980"s. The demise of the
manufacturing and steel industry gave rise to the “new poor”, a term used to characterize
former middle class workmg men and women who were thrown into a regional economy
which offered little but minimum wage jobs and welfare assistance. In Southwest
Pennsylvania, a region that was hit especially hard by mill closures, it has been estimated
- that for every manufacturing/steel job that was lost in the mid-1980’s, there were seven
other jobs lost as a spin-off effect in the local economy. This meant the lay-oﬁ" and
permanent plant/mill closures for tens of thousands of workers in the region. Utility
CARES programs are an indication of increased awareness and sensitivity to the needs of
the new poor, the under-employed, the low-skilled minimum wage worker, and seniors
and disabled persons on fixed incomes. The utility CARES programs have traditionally
responded to the needs of a changing community wrt.h customners experiencing hardship
“in difficult economic times.

In the Pmsburgh region coalitions were built between utilities and soclal service
advocates to address the needs of those affected by the depressed economy. It became
increasingly clear that the new poor would not quickly find a remcdy for the new
~economic situations in which they found themselves. These were unique situations
. where persons could no longer be rationalized or profiled as the “dead-beat” customer.
‘Among the symptoms weré mounting utility arrearages and terminations, severe income
deficits when compared to basic monthly living expenses, mortgage foreclosures,
automobile repossession, famlly dlsruptlon and increased emotlonal stressand
depression,

It was out of this great regional, economic need that CARES programs emcrged
Utilities understood their commitment to a fair and compassionate approach to address
“special needs” customers. This was a umquc opportunity to offer services that were
traditionally not in the realm of utility services. The Pennsylvania Public Utility
Commission took a proactive position in “strong advisement” directives to regulated -
utilities, particular to CARES and its implementation. '

Early CARES programs varied in the way in which utilities designed and
implemented this service. Some utilities were in the unique position to hire and use the
services of professional social workers, and entire utility “in-house” CARES depariments
were created. Other utilities contracted with traditional Community Based Organizations
(CBO's) that offered the services of case-managers who made referrals to customers in a

nqnn$p¢nugﬁno§g&mu
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“total case management” approach. But a strong thread that wove itself throughout the
_program design was that the PA PUC “strongly endorsed” the guidelines that these
“services “should not be done by company employees who perform responsibilities related
to billing, credit or collections.” > 1n other words, the CARES programs are to stand
apart from traditional credit and collections and instead be administered by social service
‘personnel within the utility or contracted (out-sourced) to the community advocacy’
sector.

As communities in Pennsylvania “stabilized” economically, there still existed a
large segment of the population that subsisted in an entrenched, low-wage, service sector
economy that replaced the higher-paying manufacturing jobs. This situation led to a
chronic regional demographic of reduced job structures and lower and pay scales. The
CARES programs evolved over time and the service is typically offered to customers
who are experiencing the Joss of income due to an injury, illness, death of a primary wage
earner, those waiting for SSI or disability, customers experiencing marital or family
problems, those with high medical bills, and loss of a job or unemploymént benefits.

In the early 1990’5, utilities recogmzed the need to provide long-term remediation
and relief for payment-u-oubled chronically low-income, delinquent customers with
mounting arrearages. Hence, the PUC provided regulatory guidelines forthe
implementation of Customer. Assistance Programs. However, in many life situations,
CARES is still the program that provides appropriate short-term assistance to customers

" with temporary, special needs. Utilities can custom-design the CARES program based on

the individual needs of the customer and the company, as well as on the demographic
profile of the community. in special cases, for example, utilities may offer temporary

. CARES services to customers who have a negative ability to pay with incomes over the -

200% FPL “special needs” threshold.

"The backbone of CARES services are the referrals to community services and
assistance that can leverage low monthly income and provide more available income for
necessities, even utility bill payment. For example, if a customer can receive a food
voucher at  local food panty worth $50 per month, that may make an additional $50
available for utility payment each month. The goal is to find resources that assist
customers in order to maximize their ability to pay their utility bill. Encrgy Assistance,
Utility Hardsh:p Grants and Fuel Funds also serve as vital supplements to customer
payments. Energy Conservation in the form of energy education and weatherization is a
key component in the CARES referral. Weatherization and energy education can give
customers increased comfort in thc!r homes while using less energy, thus lowering the
utility bills.

Utilities have had the autonomy to structure a CARES program that may or may
not decrease monthly payments for customers who cannot pay the full amount of their
utility bill. CARES services may include a home visit, although not necessary or

5! PA PUC Secretarial Letter M-840403, John G. Alford, May 31, 1985.
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effective in all cases,™ a “customer-friendly walk-thru” energy audit, energy education,

- budget counseling, ‘energy assistance and fuel hardship fund grants, and referrals to social

- service agencies that are specific to the custorners’ needs or that provide “leverage™ -
sources for bill payment.

B. Pemsylvaﬁa’s Policy Advisement on CARES Programs

CARES programs have historically been categorized under the “policy umbrelia”
of “strong advisement” with much flexibility in design, rather than the stricter
interpretation of the Pennsylvania Code, Title 52, which mandates Universal Service
Programs. However, the Universal Services Policy Statements since utility restructuring
include the implementation of CARES programs. Provisions under Title 52, §62.1(A),
Statement of purpose and policy, “mandate that the Commission ensure Universal
Service and energy conservation policies, activities and services...” of which CARES is
included. In the same Subchapter A, the definition of CARES is as follows: i

CARES—Customer Assistance and Referral
Evaluation Services—A Program that provides a cost-
effective service that helps selected, payment-troubled
customers maximize their ability to pay utility bills. A
CARES program provides a casework approach to help
customners secure energy assistance funds and other
needed services

; Specific Unjversal Service plans, including CARES, are to be submitted to the
Commission for approval by each NGDC every 3 years beginning in February 28, )
2002.% As noted in the prior section of this report, PGW will file a restructuring plan in
mid-2002. ’ ' ' :

-52‘Janice Humn@el, PA PUC, BCS, paraphrase from quote of August 22, 2001

3 PA PUC § 52 Code, Chapter 62. Natural Gas Supply Customer Choice, Subchapter A.
" Universal Service and Energy Conservation Reporting Requirements, §52.62.1,
Statement of purpose policy. : ' '

* Ibid., §52.62.2. Definitions.

53 Ibid., §52.62.4, (b), (1)-(11) Universal service and energy conservation plans, and
§52.62.5, Annual residential collection and Universal Service and energy conservation

program reporting requirements.
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The Commission released four recommendations in a Secretarial Letter dated
November 30, 1992 that provide guidelines for a CARES program.

The Commissien recommends the following guidelines for a CARES pmgram:

Utilities should continue to operate and devclop their CARES programs as
necommended

Utllmcs should communicate annualiy with the BCS on the status of their
CARES program

Utilities which currently require senior citizen status to be eligible for CARES
should expand eligibility criteria so as to include special needs low-income payment
troubled customers who have extenuating circmnstz_mces.

Utilitiés should include, inter alia, the following seven elements in a CARES
program: '

. Staff training in communication skills.
e Staff ﬁaining fcgé‘dihg the program design of CARES.

e Home visitation, one at a minimum, and preparation of an energy audit in-
most cases for CARES recipients. :

.. Intensive tracking and referral services for CARES participants.
« Maintenance of confidential files for CARES participants.
¢ Expansion and maintena_nbe of the customer service network.

» Inclusion as one of the job description criteria for 2 CARES 7
representative, a social services background or a combination of -
experiences and education that includes listening and communication
skills and a compassionate and caring attitude towards the needs of the

» low-income utility customers.”

% Authority for CARES resides at the level of a Secretarial Letter, rather that (as for
other compliance requirements) in the Pennsylvania Code. PA PUC Secrctana] Letter,
John G. Alford, Secretary, November 30, 1992. ' :
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C. Toward an Effective CARES Program for PGW

The following descriptions of CARES programs present three levels of effort.
PGW customer services and district office representatives currently provide referrals to .
various agencies, in a level of effort termed below.as “Quick Fix”. This level of effort is
given all customers who indicate the need for help during their interactions with PGW..
The Evaluation Team recommends that PGW move immediately toward incorporating
the “Intermediate Case Management Approach” into the CRP. This includes designating
a CARES representative assigned to provide personal case management. The Evaluation
Team further recommends designing a CARES program that includes all three levels of
effort described below and including it in the CAP Design Plan that will be filed during
the restructuring proceedings in mid-2002. All three levels of effort include the “Quick-
Fix Approach,” the “Intermediate Case Managcment Approach,” and the “In-depth Case
Management Approach.” A comprehensive CARES program depends on establishing
the capability to provide all three levels.

1 The “Quick-Fix” Approach

A “quick-fix™ is accomplished by the customer service representative
while on the phone or talking with the customer in person at the district offices. The
success of this approach depends on adequate training and comprehensive understanding
of the available energy assistance programs and social service referrals that exist. Itis -
vital that the PGW represenitatives have the skills to match the customer’s need with the
correct referral. Generally, the “Quick-Fix” requires minimal on-going support of
CARES rcprescntatwcs

2. The Intermediate Case-Manager Approach

The intem{ediale approach requires initial and follow-up supportive phone calls

by a designated CARES representative or case- -manager. The customer demonstrates that

he/she can clearly and eas:!y follow-through with energy assistance and other’
técommended social service referrals without the need of a caseworker physically prescnt
in the home. Periodic phone contact is maintained to give encouragcmenl and address
issues as they are presented. Other agencies and supportive services can be calfed in to
access the home as needed. The CARES representative should actively communicate
with and coordinate services with outside agencies, such as Area Office on Aging
Services, Home-Health Care, Meals on Wheels, etc., to offcr the customer comprehensive
referrals and assistance.

3. - The In-Depth Case-Manager Approach

The in-depth approach gives homebound, critically il customers, frail seniors or
those with limited mental ability, the support and needed observation required by a home
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visit. A CRP CARES representative or case-manager conducts the ﬁomc visit*” The
home visit should include (but not be limited to) providing the following:

* Budget counseling

o Case—manageménf assessment

. Encrgg; education and rleferrai 10 wtatheriz;tion

+ Referrals tol Energy Assistance and Hardship Funds
* Referrals to appropriate social service agencies .

« Follow-up education and print materials that cl:arly explam CRP
_ objectives, expectations and lists contact phone numbers.

e Periodic phone contact and monitoring of payment history and referral
follow-through, with additional home visits as needed.

 The continued involvement of other agencies that provide supportive
services and home care, such as Office on Aging, Meals on Wheels,
Visiting Nurses Assoc., mental health counseling, etc. ’

'D. Coordination and Training -

For a CARES program to be effective and successful, it is essential to utilize the
coordination efforts of a designated CARES manager or representative. One such person
should be identified within PGW’s Universal Service structure (currently CRP and
CWP). This person may or may not also be the designated CARES case-manager.

It.is crucial that thorough training and education regarding the CARES program
be provided to all customer service represcntativcs district office representatives, meter
readers, field personnel including repairmen and CWP contractors who access customer’s
homes, and other out-sourced contractors wn.hm CWP and CRP. This training should
include communication and sensitivity skills, observational skllls and CARES program
dc51gn, 1mplementat10n and objectives.

~ An eﬂ'ectwc progmm depends on the sensitivity of trained PGW rcprescntatwes
who can discern the difference between a phorie call that involves supportive empathy
and a quick referral, and one that requires more comprehensive involvement from a

CARES caseworker with on-gomg personai contact.
PGW should be proactive in forming new partnerships and strengthening existing

partnerships with commuinity agencies. This includes on-going communication,

" PGW currently provides some support for homebound visits.
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providing basic information about CARES, and promoting CARES (along with CRP) to
community-based organizations, social service providers, aging services, government
groups and faith-based organizations. In addition to contact with social service agencies,
the CARES program can be promoted to customers through outreach in bill inserts, by
utility phone “on-hold” messages and w1thm the CRP scnpt that PGW district office and
" phone representanvcs use.

The Evaluation Team recommends that PGW strengthen its Customer Assistance
Referral and Evaluation Services (CARES) component of Universal Service to provide a
staffing assignment with clear designation and accountability for these services.
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COMMONWEALTH OF PENNSYLVANIA
PENNSYLVANIA PUBLIC UTILITY COMMISSION
P.0. BOX 3265, HARRISBURG, PA 17105-3265

IN REPLY PLEASE
REFER TC QUR FILE

May 31, 1885
M-80403

TO ALL CLASS A ELECTRIC & GAS COMPANIES

Dear Sir;

in Public Session on May 24, 1985 the Commission reviewed and approved the
recommendations of the Bureau of Consumer Services related to waiving late payment
charges, budget counseling, and customer “Cares” positions. These are
recommendations based on the report “Recommendations for Dealing with Payment
Troubled Customers.”

[ am adyvising you, via this letter, that the Commission urges you to consider
waiving residential late payment charges for customers with a limited ability to pay for
utility services. These charges can present an insurmountable barrier to good payment
for customers with limited abilities to pay.

| am also advising you that the Commission (strongly) endorses the use of.
budget counseling for those customers with some ability to pay and a willingness to
have their financial affairs managed by a credit counseling agency. The Commission
has established the following guidelines for companies in establishing or arranging for
budget counseling.

1. These services should not be provided by company employees who perform
responsibilities related to billing, credit or collections. Budget counseling
involves close and detailed work with customers, and the existence of
responsibilities in those areas could conflict with the goals of budget
counseling.

2. Companies should view the fee charged by the agencies in question in light
of the risk of default. Thus, a customer with a history of nonpayment
reprasents a significant risk of loss. Thus, a fee which resuits in a great
likelihood of good payment is a more cost effective use of resources than
avoiding the fee (and the service) and causing a high probability of default.

EXHIBIT
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3. Careful attention must be paid to quality in order for budget counseling to be
productive and legitimate. Thus, companies must insure that budget
counseling agencies are producing results and must be able to demonstrate
this to the Commission.

| am also advising yéu that the Commission, suggests that you consider the
establishment of a customer “Cares” program to assist selected, deserving, payment
troubled customers maximize their ability to meet their obligations for the payment of
utility bills.

Thank you for your attention to these matters.

Very truly yours,

Jerry Rich
Secretary




COMMONWEALTH OF PENNSYLVANIA
PENNSYLVANIA PUBLIC UTILITY COMMISSION
- P.O. BOX 3265, HARRISBURG, PA 17105-3265

IN REPLY PLEASE
REFER TQ OUR FILE

November 30, 1992

SEE ATTACHED LIST:

Dear Sir or Madam:

At Public Meeting on November 24, 1992, the Commission reviewed and
adopted four recommendations of the Bureau of Consumers Services relating to
Customer Assistance and Referral Evaluation Services (CARES) programs. These
recommendations were initially addressed in the Final Report on the Investigation of
Uncollectible Balances, Docket No. 1-800002 which was released by the Commission
on April 23, 1992. The report proposed a total of 83 recommendations to address the
problems of payment troubled customers and uncoilectible balances. The four
recommendations which the Commission adopted on November 13, 1992 are designed

to improve the impact that CARES programs have on uncollectibie balances.

The Commission recommends the following guidelines for a CARES program:

1. Utilities should continue to operate and develop their CARES programs as
recommended.

2. Utilities should communicate annually with the BCS on the status of their
CARES program.

3. Utilities which currently require senior citizen status to be eligible for CARES
should expand eligibility criteria so as to include special needs low income
payment troubled customers who have extenuating circumstances.

4. Utilities should include, inter alia, the following seven elements in a CARES
program:

1. Staff training in communication skills.

2. Staff training regarding the program design of CARES.

3. Home visitation, one at minimum, and preparation of an energy audit
in most cases for CARES recipients.

Intensive tracking and referral services for CARES participants.
Maintenance of confidential case files for CARES participants.
Expansion and maintenance of the customer services network.

SR EIN
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7. Inclusion as one of the job description criteria for a CARES
representative, a social services background or a combination of
experiences and education that includes listening and communication
skills and a compassionate and caring attitude towards the needs of
the low income utility customers.

For further clarification regarding this letter or for answers to any questions you
may have regarding the Commission's position on CARES programs, please contact
Janice Hummel with the Bureau of Consumer Services. Her telephone number is (717)

783-0088.

Yours truly,

John G. Alford
Secretary




RESPONSE TO ACTION ALLIANCE DATA REQUEST

REGARDING PGW’S BASE RATE FILING

Question AA-Set [-10:

Response Provided By:

Response:

DOCKET NO. R-00061931

Please provide the following information as of January 1,

2007:

a. The number of staff dedicated and/or assigned, in
whole or in part (please indicate percentage of
time), to the CARES program;

b. The resumes of the staff persons in a.;

c. The active number of CARES cases handled by
each staff person; .

d. If the Company has a detailed budget for the
CARES Program, please provide that detailed
budget as of January 1, 2007,

€. A description of the activities performed by CARES
staff; and

f. A description of the process of how applicants
and/or customers are identified for CARES

enrollment, and subscquently screened and enrolled.
Cristina Coltro, Directory, Regulatory Affairs

a. PGW does not have staff dedicated and/or assigned
specifically to CARES. The CARES program entails
providing referrals to customers. Referrals are made by all
customer service represeniatives (CSR) in  Customer
Service.  CRS may refer customers (o any program
available, including LIHEAP and Crisis, or 1o an agency
ouiside of PGW. PGW does not track the percentage of

time 1ts representatives spent on referrals.  Occastonally
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CSRs in the call center of customer service center will
escalate the call to a universal service representative for
additional discussion. In these infrequent cases, the
universal service representative will call the customer back
and also call a particular agency to link the parties. That 1s
the full extent of the program.

Resumes of PGW’s staff are not available.

PGW does not track the number of CARES referrals by
cach employee.

PGW does not have a budget for the CARES program.
PGW does not have dedicated CARES staff with specific
CARES job descriptions. All PGW’s CSRs may provide
referrals to customers during phone or person-1o-person
interactions. See response to item a.

There is no enrollment process for CARES. CSRs either
identify the need to refer customers to available programs

or the customer asks the CSRs for referrals.
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PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commisston
v. . Docket No. R-00061931
Philadelphia Gas Works

STIPULATION

Philadelphia Gas Works ("PGW™") and Action Alliance of Senior Citizens of Greater
Philadelphia and Tenant Union Representative Network("AKt!jgn Alliance") agree to submit the W3
testimony of Cristina Coltro (PGW St. 7 & 7R) and HarryAAA S“;t. No.,.:lm-aSR) into the evidentiary
record of this proceeding without cross-examination. PGW and AA also stipulate as follows:

The Commission's regulations and policies impose an obligation on both the utility and the
customer to deal in good faith.! A utility is obligated to provide safe, adequate, and reasonable

service in accordance with the law, Commission regulations and its legally approved tariff. The

customer's concomitant obligation is to satisfy any applicable payment obligations including any

payment arrangements entered into with the utility. DOC U Ni ENT
AGREED TO BY: FOLDER

|- MC@D )q pate:_ 122 )07

/ Daniel Clearfield
For Philadelphia Gas orks

LUJL] C- ’i&-‘.—vc - , Date: 5/2L /0 !

Fh f? A. B Bertocci
For Action Alliance, et. al.

JUN 2 2 2007
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See,52 Pa. Code § 56.1, 56.97. @
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PGW Hearing Exhibit ;l
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BEFORE THE Phak, kq }

PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commission

v. : Docket No. R-0006193

Philadelphia Gas Works :. D OC U M E NT
FOLDER

STIPULATION

Philadelphia Gas Works ("PGW") and Interstate Gas Supply, Inc. ("IGS") agree to submit
the testimony of William Muntzer (PGW St. 11) and Vincent Parisi (IGS Statement No. 1) into the
evidentiary record of this proceeding without cross-examination. PGW also stipulates as follows:

PGW acknowledges that a competitive market for commodity services in its service territory
could provide benefits for consumers at all customer levels, including but not limited to residential
and small commercial consumers of natural gas. Increased use of transportation by PGW customers

may also reduce PGW costs. PGW welcomes natural gas suppliers on its system.
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QUALIFICATIONS AND PURPOSE OF TESTIMONY

PLEASE STATE YOUR NAME AND POSITION WITH THE COMPANY.

I am Steven P. Hershey. My title is Vice President Regulatory and External Affairs.

HOW LONG HAVE YOU HELD THIS POSITION?

I was promoted to this position in January, 2006.

PLEASE SUMMARIZE YOUR WORK EXPERIENCE.

1 have been employed with PGW since January, 2004. Prior to that, I was an attorney at
Community Legal Services from 1976 to 1998, During that time I served as the Public
Advocate, representing PGW’s residential customers, from 1986 to 1998. [ practiced

law, specializing in energy and utility matters, at the firm of Eckert Seamans Cherin &

Mellott from 1998 through December, 2003.

PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND.

I earned my B.A. from Hamilton College in 1966 and a law degree from Georgetown
University Law Center in 1969.

HAVE YOU EVER TESTIFIED BEFORE ANY REGULATORY AGENCIES?

No.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THESE PROCEEDINGS?

The purpose of my testimony is to provide an overview and roadmap of PGW's filing,
including a summary of the reasons for the increase, and a summary of the testimony to
be presented by other witnesses. I will also provide support for PGW's proposal to help
fund needed capital improvements by utilizing revenue from natural gas off system sales
and capacily release transactions.

OVERVIEW OF REASONS FOR RATE INCREASE REQUEST

WHY IS PGW REQUESTING THIS RATE INCREASE?
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PGW is seeking this rate increase for three reasons. First, as described in detail by Mr.
Bogdonavage, PGW has experienced a significant increase in non-gas operating expenses
and interest expense since its last fully litigated case. PGW seeks rates that appropriately
reflect those increased expenses.

Second, as described in detail by Mr. Bogdonavage, without a substantial rate
increase, PGW will have inadequate eamings in FY 2009 to meet its debt service
obligations and will fall below "investment grade" coverage levels in FY 2008. Ms.
Bisgaier explains the dire implications if such a failure were to occur. Since 1992, PGW
has been completely dependent on borrowed funds both for long term investment in plant
as well as for short term liquidity. It is essential that the Company maintain access to the
long-term debt markets and to its Tax Exempt Commercial Paper Program to ensure
adequate cash for operating purposes and for capital spending.

The third reason for seeking a rate increase is to ensure that, in the long term,
PGW has adequate liquidity W]:IBII needed without having to resort continually to
borrowing. PGW must break the ever-more expensive cycle of cash deficits which
require one-time fixes and even more borrowing. PGW is billing just under $1 billion in
revenues and yet, for fourteen years, has had no internally generated funds. The
company has limped from one crisis to the next, never having the resources to address its
structural financial problems. In the last few years, PGW has found itself with only the
s_limmest of cash balances — in one instance just $4 million — and all of it from borrowed
funds. PGW cannot survive unless it is able to borrow, but, borrowing has only pushed
PGW and its customers deeper into the hole.

PGW has come to resemble the customer of a pay day lender who is unable to
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sustain a cash flow sufficient to pay expenses and meet financial needs and is compe]led
to borrow to make it to his next paycheck, piling on the cost of borrowing, and making
the situation worse. PGW is requesting sufficient funds so th.at, for the first time in a
generation, it can be a self-sustaining, viable gas distribution enterprise. Indeed, as Ms.
Bisgaier and Mr. Krellenstein testify, unless this downward spiral is meaningfully
addressed, PGW is in real danger of collapsing from the weight of its debt burden and the
enormous risk this situation imposes upon the Company and its customers.
HOW WILL THE PROPOSED INCREASE MITIGATE THESE RISKS? -
As Mr. Bogdonavage shows, over the next 5-6 years, the overwhelming bulk (96%) of
the rate increase plus the proceeds from off-system sales that PGW is proposing it be
permitted to retain will be used to fund necessary construction needed to maintain safety
and reliability or to maintain adequate customer service, and to pay off existing -
outstanding debt and other loans. A summary of the information detailing the projected
"sources and uses” of the requested rate increase is set out in Exhibit SPH-1, attached
hereto.

There has been a lot of public conversation about PGW for more than ten years.
The question is always the same: “When is PGW going to be fixed?” This rate case is
intended to answer the question: now!

WHEN DID PGW LAST RECEIVE A BASE RATE INCREASE?

PGW received its last rate increase in 2002.

WHY DID PGW NOT FILE EARLIER FOR A RATE INCREASE IF THE
SITUATION IS AS YOU AND OTHER WITNESSES DESCRIBE?

Management has a special responsibility guiding the largest gas distribution company in

the state which is also a municipal, public enterprise. The first and most important
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requirement is that management must ensure that the distribution system is safe and
reliable and that there are sufficient resources to maintain the system in that condition.
No customer is well-served if the system cannot be maintained. Second, management
must ensure that the price of providing service is fair and reasonable, that all poséible
efficiencies have been realized, and that bills are paid by customers.

Until recently, management could not say that the collection effort was effective,
or that there were not material efficiencies that could still be realized. While there is
always room for improvement, management believes that, while the collection ra.te is
much improved, that rate is reaching its limit, related in part to the constraints of our
service territory. In addition. it is clear that greater efficiencies from operations cannot be
the remedy to PGW’s problems.

PGW has delayed this filing until it was clear, not only that the need for re-ltes
could be well-established, but also that reducing costs alone could no longer sustain the
Company. The City administration has done more for PGW ‘than any in my memory, but
that effort, while substantial, has only served to stay the inevitable in the face of the
dramatic increase in commodity costs.

In summary, PGW is facing a looming crisis that, if not addressed now, will
threaten its ability to continue to operate as a going concern. While painful to all, the
only viable approach is to act now. Awarding PGW rates sufficient merely to avpid the
financial defaults that it will experience in FY's 2008 and 2009 will not serve PGW or its
customers well. Rates must be sufficient to address the systemic deficiencies that now
require borrowing for cash flow and the capital program. Failure to do so imposes higher

costs on customers through the debt service and multiplier effect of the debt coverage
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requirement, does nothing to reduce risk and maintains PGW on a downward spiral of

failure that will inure to the detriment of its customers, its employees and the City and

- Region.

OFF SYSTEM SALES/CAPACITY RELEASE PROPOSAL

WHAT IS PGW'S PROPOSAL FOR TREATING THE PROCEEDS
ASSOCIATED WITH OFF-SYSTEM SALES AND CAPACITY RELEASE
TRANSACTIONS?

PGW proposes to change the regulatory treatment of revenue derived from these -
activities. Instead of mandating that the proceeds flow through as a credit to the GCR,
PGW proposes that the proceeds flow through to customers by making them available to
fund necessary construction projects, rather than having to fund them through the
issuance of additional long term debt.

WHY IS PGW MAKING THIS PROPOSAL?

PGW s situation is unique. Lowering gas costs by applying revenue from these sales

certainly helps customers in the short term, but it does nothing to change the underlying

“financial structure of the Company, which would provide more fundamental benefit to

customers over the long term. Living off one's credit card increases risk. In this case,
PGW’s “credit card” is pushing the Company and its customers deeper into a hole. PGW
must change that pattern in order to improve. Funding its construction program and
reducing its outstanding debt from these proceeds is cheaper to customers than th'e
present value of the stream of payments associated with issuing additional long term debt.
One need only look at the multiplier effect of the debt service coverage requirements, the
increasing costs of debt transactions, and the debt service required to carry the debt to
recognize the problem. Those issues are addressed by Mr. Bogdonavage, Ms. Bisgaier,

and Mr. Krellenstein.
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In addition, as stated by Mr, Krellenstein and Ms. Bisgaier, using these proceeds
in this manner will help PGW's debt/equity ratio thereby reducing PGW's financial risk
and providing a better profile to the bond rating agencies.

SUMMARY OF FILING

PLEASE INDICATE WHO THE WITNESSES WILL BE FOR PGW IN THIS
PROCEEDING AND THEIR RESPONSIBILITIES FOR THE FILING?

PGW has two financial policy witnesses. The first is Ms. Barbara Bisgaier (PGW
Statement 3), a Managing Director of Public Financial Management, Inc. She has been
PGW’s financial advisor for 14 years. She also a Financial Advisor to the
Commonwealth of Pennsylvania. She is familiar both with PGW’s history and the
initiatives undertaken by this management to rebuild the utility. She is an expert on
financial markets and financial instruments, Ms Bisgaier testifies to the continuin'g risks
PGW is running without sufficient liquidity to operate safely and to the consequences of
there not being a plan for PGW to start to produce internally generated funds in order to
emerge from under the burden of its present debt. She describes the financial profile
PGW needs to attain in order to extricate itself from its liquidity crisis and why the entire
amount of the requested rate increase is needed if it is to achieve these goals.

The second financial policy witness is Mr. Gary Krellenstein (PGW Statement 4).
Mr. Krellenstein is a Managing Director of J. P Morgan who has participated in
structuring both our short term loans and long term bond sales over the last six ye;ars.
Mr. Krellenstein testifies as a representative of those who buy our bonds, rate our bonds
and insure our bonds. His testimony goes to the heart of PGW’s need for rate relief to
assure continued access to the financial markets and to the need to reduce the costs that

the customer is bearing for the breadth and level of debt that the company has had to
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undertake to survive. Mr. Krellenstein testiﬁe’s- that, today, PGW is viewed by the
financial community as the lowest rated large municipal utility in the Nation and a failure
to address PGW's structural deficiencies creates a very serious risk that the Company will
find itself barred from reasonable access to capital which will precipitate a major-crisis.

The third witness is Mr. Joseph Bogdonavage, Senior Vice President for Finance
(PGW Statement 2). Mr. Bogdonavage provides the financial details that support the
need for the rate increase, shows the consequences of a failure to provide rate relief and
displays PGW's financial results both in the test year and for the next five years if.' it is
granted the rate relief requesicd.

The fourth witness is Mr. Craig White, Acting Chief Operating Officer of PGW
(PGW Statement 5). Mr. White’s testimony explains PGW's proposal for allocating the
rate increase among customer classes. His testimony also supports the sales foret.;ast and
the basis for PGW's interruptible sales and transportation rates. Finally, he describes the
impact of current resource constraints on PGW'’s capital budget.

The fifth witness is Mr. Randy Gyory, Vice President for Customer Affairs (PGW
Statement 6). My Gyory proposes various changes to the PGW tariff to conform tariff
language to Act 201 as well as to simplify and make less complex PGW's customer rules.
He also provides a progress report on PGW'’s collection practices and responds to a
Commission directive to describe PGW’s use of credit scoring and several other _
customer-service related items. Finally, Mr. Gyory provides testimony on the
appropriateness of a proposal to require mandatory Electronic Funds Transfers for certain

delinquent customers.
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The sixth witness is Ms. Cristina Coltro, Manager, Customer Affairs PGW
Statement. 7). Ms. Coltro describes PGW's existing universal service programs and
projects the number of customers who will be enrolled in PGW's CRP program at the end
of the future test year. Her testimony also discusses data prepared for PGW which
analyzes whether PGW experiences increased expenses or expense offsets as the number
of customers enrolled in PGW's CRP program changes.

The last witness is Mr. Howard S. Gorman (PGW Statement. 8), a Principal
Consultant with R.J. Rudden Associates, a unit of Enterprise Management Solutions
Black & Veatch Corporation. Mr. Gorman testifies to the unbundled, fully allocated

class cost of service study that he performed as well as the assignment of the total costs

and other elements of the revenue requirements of the Company to each Rate Class. The

Cost of Service Study is Volume 111 of the Filing. In addition to these statements, PGW
is submitting data required by the PUC's filing requirements (Volume IV) and its Tariff
Supplement No. 16, (Volume I) which sets forth all of the changes and rate increases
proposed by PGW as part of this case.

DOES THIS COMPLETE YOUR TESTIMONY?

Yes.



Rate Increase Spending
FY 2007 to 2012

Rate Increase

Capacity Release/Off-system Sales

Less: Net income

Increase in Expenses

Distribution of Earnings w/o Grant Income
Debt Reduction Funding

Temporary Financing Repayment

City Loan Repayment

Internally Generated Funds

Funded Debt Reduction - Revenue Bonds
- Amount Greater Than Test Year

TOTAL

Exhibit SPH-1
Annual % of

BUDGET FORECAST FORECAST FORECAST FORECAST FORECAST Div.by  Rate Incr

200607 2007-08 2008-09 2009-10 2010-11 201112 Total Eyears +C/ROSS
100,000 100,000 100,000 100,000 100,000 100,000 600,000 100,000
10,000 1Q,000 10,000 10,000 10,000 10,000 60,000 10,000
110,000 110,000 110,000 110,000 110,000 110,000 660,000 110,000
114,963 103,194 102,963 104,894 106,423 105,229 637.666 106,278

{4,963) 6,806 7,037 5,106 3,577 4,7;/1 22,334 3,722 3.4%

18,000 18,000 36,000 6,000 5.5%

40,000 15,000 55,000 35,000 20,000 40,000 205,000 34,167 31.1%

40,000 20,000 10,000 70,000 11,667 10.6%

2,000 43,000 45,000 7,500 6.8%

- - 47,912 70,818 61,587 59,920 240,237 40,040 36.4%

- 10,335 9,855 11,245 2.804 {(655) 33,584 5,597 5.1%

37,037 115,141 139,804 132,169 105,968 122,036 652,155 108,693 98.8%

Difference between rate increase and total 7,845 1,307 1.2%

Total rate increase 660,000 110,000 110.0%

Source: $100.0M Rate Increase + 10.0M Off-Systern Sales - 95% - New Pension/New Capital - Cashflow Statement
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PLEASE STATE YOUR NAME AND POSITION WITH THE COMPANY.
['am Steven P Hershey, My title is Vice President Regulatory and External
AfTairs.

HAVE YOU PREVIOUSLY FILED TESTIMONY IN THIS
PROCEEDING?

Yes.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

I will respond to testimony by Mr. LelLash, Mr. Yocca, and Mr. Knecht.

THE OTS AND THE OCA HAVE EACH RECOMMENDED THAT PGW
SHOULD RECEIVE ONLY 25% OF THE REQUESTED RATE
INCREASE. WHY DO YOU BELIEVE THAT THE PARTIES HAVE
FAILED TO UNDERSTAND THE FRAGILITY OF PGW'S SITUATION?
I'm not sure. There is broad public understanding of the “perennially financially-
troubled” PGW, broad understanding within the General Assembly, the
Governor’s office, the PUC, City Hall and the Philadelphia newspapers that the
core issue has been the lack of cash flow/internal generation for years. There is
no lack of information about PGW. Sincc the last rate increase in 2002, the
threc fold increase in the commodity cost of gas, increases in interest costs,
increases in benelit costs and the price elasticity of gas which has our customers
conserving and which thereby has reduced our margins have all severely
diminished the cash available to PGW 1o pay its bills on time.

Two crises, precipitated by inadequale cash, nearly spelled disaster for the
Company: the first was in April, 2004 when within hours PGW would have been
downgraded to junk status without the City agrecing to grant back its lcgally
permitted $18 miilion payment and, the second, in January, 2006, when, but for a

last minute loan from the bank consortium, PGW would have not had funds to

.2
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pay for its December gas purchases. Al that moment the City could not have
hailed PGW out as it did in 2001, One would think that all partics, at all levels,
would be working to {ind the solution for wiat will be a long termy problem for
PGW as long as commodily cosls stay at record levels.

There is nothing in Pennsylvania regulatory law to allow this level of risk
for a regulated utihty. The most alarming problem presented by these testimonies
is what appears to be the perception that PGW s not in crisis so long as the
Company 1s able to borrow funds sufficient 10 meet operating expenses in a
timely manner. This Commission cannot make that same mistake. There are four
important rcasons that demonstrate the crroneous nature of the OTS/OCA
approach. All of these reasons have been ignored - without comment - by the
parties.

First, there 1s a fintte limit to the amount of debt that PGW can assume.
The presumption in the OTS and OCA testimony that, regardless of the timing of
or the amount of cash needs, particularly in the dead ol winter, there will be a
place from which to borrow is misplaced, at best. As made clear by Mr.
Bogdonavage, a $25 mullion rate increase results in less financial flexibility than
PGW received five years ago and, as the forecasts show, can result in a crisis as
carly as next ycar. Ms. Bisgaier and Mr. Krellenstein make clear the risk that the
banks could pull back in this situation as they did in 2002, reducing our allowable
borrowings (rom $100 million to $80 million.

Second, as explained by Mr. Bogdonavage, borrowing, particularly when onc

factors in the multiplier cifect of the coverage requirement, i1s more expensive.
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The greater expense inflates debt service payments, erodes liquidity and ability to
pay bills, thus increasing the need to borrow. PGW has no stockholders, so when
one says that borrowing 1s more expensive, that means that it is the customers
who must pay.

Third, as explained by Mr. Bogdonavage, (he lack of internally generated
funds does not leave sufficient flexibility, even with currcnt short term borrowing
limits, to ensure the ability to meet operating requirements during periods of
dramatic volatility in prices of natural gas ctc. No ratemaking methodology, and
certaindy not Pennsylvania law applicable to PGW, could leave a utility in such
straights given the enormous risks that such a situation creates that the Company
will not be able 10 provide sale and adequate service.

Lasl, as explamed by Ms. Bisgaier, the investment community has alrcady
informed her and PGW that continued reliance on borrowing is scen as risky for
PGW and is likely to result in dramatically increased cost of borrowing both long
and short term1. As Mr. Krelienstein testified, the situation could be even worsc if
the market becomes so saturated that there is no ability of PGW 1o sell its bonds.
In that situation, with no intemally generated funds and no ability to borrow,
PGW would cease to funclion.

All of these risks are increased, of course, with the inability of the City to
step forward as it did with the City loan and the grant back of the $18 million

annual payment, as described by Ms. Wilkerson and Mr. Dubow.
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One additional statement must be made on this issue. As Mr.
Bogdonavage states in us rebuttal testimony as part of his response to the QTS
and OCA proposals:

... common sense and general ratcmaking theory would mandate the

conclusion that permitting a company o carn less than 40% of the amount

that was authorized five years previously, particularly when the

Company's expenses have increased and its nel revenues have gone down

in the interim, cannot possibly be reasonablc.
Bogdonavage Rebuttal at 19.

Indeed, this case is starting to follow the pattern that occurred in 2001-02.
In 2001, accepting the recommendations of OCA and OTS, the Conunission
granted PGW less than half of a request that was designed to improve its cash and
liquidity deficiency. As a resull, six months later, PGW had to apply for and
recover a $30 million emergency rate increase in order o stave off a tolal
financial collapse. | suspect that this is nol a scenario that anyone wishes to have
to go through again,

MR. LELASH TESTIFIES THA'T CUSTOMERS WILL NOT BE ABLE TO
AFFORD THE RATE INCREASE AND THEREFORE ALL OR MOST OF

THE REQUESTED INCREASE SHOULD BE DENIED. DO YOU
AGREE?

No. There are several problems with his position. First, he assumes that
affordability is the only factor or the most important factor in determining
whether or not to grant a rate increasc. The standard is whether the rates are fair
and reasonable and sufficient to allow the utility to provide safe and reliable
service. Netther the customers nor the public interest is served 1 PGW docs not

have funds sufficient to provide safe and reliable service.
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Sccond, PGW has donc as much, il not more, than any other utility in
Pennsylvania to protect its vulnerable customers and we continue 1o improve on
those mitiatives. PGW maintains open enrollment in its Customer Responsibility
Program and aggressively promotes it, encouraging every eligible customer to
participate. Customers in CRP will reiain unaffected by the rate increase.

In addition, approximately 45,500 customers receive a senior citizen discount

which is 20% off the normal gencrai service rate.

PGW is the most successlul utility in Pennsylvania in its efforts to obtain
LIHEAP Cash and Crisis grants for its customers. In addition to these LIHEAP
grants, PGW persuaded the City to create a special (und for low income
customers (those below 125% of the federal poverty standard) to provide grants to
help customers avoid shut-off or to restore service, PGW also partnered with
ACORN to persuade Commonwealth leaders to create a special grant program (o
help PGW customers with incomes up o 250% of poverty restore service during
the winter.,

PGW has leveraged external {unds to provide an ecmergency chimney
repair program for low income customers (o mitigatc carbon monoxidce problems
associated with poor ventilation of the housc heater and water heater. The
program is expected to begin by mid-summer. Once in place, a PGW serviceman
who has identificd the problem will be able to simply give the customer a card
with an emergency hotline number (o obtain frec, prompt repair in order to ensure

heat during the winter.
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PGW has an extensive Jow income weatherization program and, in
addition, annually sponsors free neighborhood weatherization workshops to tcach
people the benellits of weatherization, how 1o usc caulk. window covering and
other malerials, and to distribute those materials without charge.

PGW is prepared to dramatically enlarge its weatherization program if the
Commission provides adequalce resources in this proceeding and if the
Commission were to remove the existing disincentives (o expanding PGW-{unded

programs for conservation.

Third, Mr. Lelash's testimony on this issue is inconsistent with that of
Mr. Bletweis who testifies that PGW will likely continue to colicet from
customers at the rate achieved last year when commodity costs were higher than
they have been for the lest year, Mr. Bleiweis apparently believes that PGW will
continuc Lo collect at the current rate of 96+% and thercfore uscs that position o
try to show that we will have adequate funds without the rate increase.

PGW has projecled a lower collection rate, believing that the natural
response to such an increase is a fall-off in collections, but thal fall-off has
multiple causes. While some customers will certainly struggle at the higher rates,
there 1s no corroboration for Mr. LeLash’s position.

SEVERAL WITNESSES RECOMMEND REJECTION OF THE
PROPOSED RATE INCREASE BECAUSE, IN ADDITION TO TEST
YEAR DATA, PGW USED A FIVE YEAR FORECAST TO
DEMONSTRATE THE NEED DURING THAT PERIOD FOR APPROVAL
NOW OF ITS REQUESTED RATE INCREASE. HOW DO YOU
RESPOND?

The testimony provided by these witnesses is wrong, internally inconsistent, and

not good regulatory policy. Repayment of the $45 miltion City loan also falls
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outstde the test year, but these witnesses recognize the need for those funds as a
known and measurable cvent and recommend providing rates sufficient to repay
the loan. They treat the equally known and measurable cvents — inadequate
liquidity, violation of the bond covenant and increasingly higher debt percentages
—wentified by Mr. Bogdonavage, differently, but without explaining the rational
basis for the distinction. The only real distinction is that loan repayment is a
requirement whosc date 1s written on a piecc of paper, while the inadequate
liquidity, violation of the bond covenant, and predictable impact of the continucd
increase in long term debt in the capital structure are known and measurable as a
derivative ol a written, Icgal mandate and a simple calculation.

Though the writings related 1o these latler problems are equally real and
equally known and mcasurable, the parties ignore them. The further irony is that
the problems being ignored are more serious, but if resolved, would help “fix™
PGW. At the same time that the parties ask the City to pay more, those same
partics look to repayment of the City loan as the only known and mecasurable
cvent oulside the lest year that justifies modest rate relief.

WHY IS IT BAD REGULATORY POLICY TO USE THE TEST YEAR AS

A BASIS FOR REJECTION OF RELIEF FOR PGW'S MULTIPLE
FINANCIAL PROBLEMS?

Those witnesses who would ignore the debt fevels, bond covenant and the
Hquidity problems because they are beyond the strict ftmits of the test year,
inappropriately deprive the Commission of an essential regulatory tool needed to

solve a problem. By doing so, they make it impossible to solve the problem.
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tf, as argucd by these witnesscs, rate relief could be granted only for a
problem that occurred during the test year,' most problems could not be resolved
when the utifity uses the cash flow method of rate making that is mandated lor
PGW. The Public Utility Code prescribes a nine-month ralemaking process.
Using that process and assuming that PGW were to file on the first day of its Lest
year — Seplember 1™ is the beginning of PGW’s fiscal year — PGW could not
expect a decision from the Commission until May of the foitowing calendar year.
PGW would then have to collect any allowed increased revenue sufficient to solve
the problem i the remaining months of the fiscal year/test year, but those would
be the months with the lowest level of sales. There would be no substantial
contribution to eamings or cash until well into the late fall or carly winter ol the
following year. By then the fate of the utility would have been sealed.

This Commission must, now, apply appropriate regulatory tools to avoid
failure and protect the public interest. Traditionally, courts and regulatory
agencies will interpret existing precedent in a manner that permits resolution of a
problem that might otherwise escape review and resolution. However, if certain
regulalory practices and principles that were designed for investor owned utilities
don’t fit the case for cash flow companics, that fact must be acknowledged and an

appropriatc solution found to solve the problem.

While therc is an apparent recognition of the principle of allowing for known and
measurable expenses incurred beyond the test year, these wilnesses apply the
principle in a narrow manner that crodes its signtficance.
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