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 In accordance with the Secretarial Letter of the Pennsylvania Public Utility Commission 

(“Commission”), issued February 12, 2018, UGI Utilities, Inc. (“UGI Utilities”), UGI Penn 

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

collectively, the “UGI Distribution Companies”) hereby respectfully submit their comments and 

recommendations relative to the impact of the federal Tax Cuts and Jobs Act (“TCJA”), enacted 

December 22, 2017, on public utilities in the Commonwealth of Pennsylvania.   

 
I. INTRODUCTION 

The TCJA impacts utilities in many ways and adds complexity to the task of an ultimate 

determination related to approaches best pursued to reflect these impacts.   The UGI Distribution 

Companies believe, consistent with wisdom behind Pennsylvania’s long-standing policy of 

avoiding single issue rate adjustments between base rate cases, that the Commission should favor 

consideration of the impact of the TCJA in the context of a base rate proceeding where all costs 

and expenses can be considered in a holistic fashion.  However, given the practical 

considerations related to timing and resources which would support comprehensive and detailed 

review of all utility operations in simultaneous fashion, to the extent the Commission concludes 
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that it should take some sort of action as a result of the adoption of the TCJA, the UGI 

Distribution Companies would recommend that the Commission offer affected utilities the 

option, in lieu of immediately implementing some interim rate reduction, the option of 

committing to filing a base rate proceeding within some defined period of time, such as within 

one year of the Commission’s final order in this proceeding.  This would provide a more 

workable framework and timeline for a number of impacted utilities in the Commonwealth to 

address TCJA impacts.   Importantly as well, it would also signal to capital markets that all of the 

benefits (and costs) of the TCJA will not be flowed back to consumers without first considering 

the effects of other provisions of the statute on the utilities and the full impact on the capital and 

cost of capital of each utility, as well as other valuable uses to which that the tax benefits can be 

applied other than for a rate reduction.  

In this respect, the UGI Distribution Companies believe the Commission should embrace 

a reasonable approach that looks into the unique circumstances of each utility, and alternative 

proposals that benefit customers, before it rules that any current change to existing rates or other 

outcome is appropriate.  Thus, to the extent the Commission does not adopt the recommendation 

to offer utilities the option to avoid immediate rate changes by voluntarily agreeing to file future 

base rate cases within a defined period of time, the UGI Distribution Companies recommend 

further that (a) for utilities with pending base rate cases, the Commission allow the impact of the 

TCJA to be considered in the context of that proceeding  -  UGI Electric has such a pending base 

rate case, and (b) for other utilities, the Commission consider specific alternative proposals that 

deliver benefits to consumers consistent with current Commission priorities in areas such as 

infrastructure improvement, gas safety and low-income service security and assistance in lieu of 

immediate rate reductions of the entire TCJA tax benefit.  
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II.  SUMMARY OF PROPOSAL 

In these comments, UGI Distribution Companies submit a two-fold proposal for its 

electric distribution company (“UGI Electric”) and its natural gas distribution companies 

(“NGDCs”), which we believe provides a reasonable approach for returning tax benefits 

resulting from the TCJA to customers.  

First, UGI Electric has a pending general rate proceeding before the Commission that will 

incorporate the impact of the TCJA tax changes into its base rates when rates established in that 

proceeding become effective later this year and therefore, additional Commission action in the 

context of this proceeding is not necessary or appropriate. 

Second, to the extent the Commission believes that action must be taken before the 

effects of the TCJA are reflected in the rates established in future base rate cases, each of the 

UGI NGDCs propose the following package of customer benefits, for the period April 1, 2018 

through the effective dates of new base rates:  

1) Enhanced Low Income Assistance, in the form of  increased contributions to its 
Operation Share program to assist income eligible, payment challenged customers 
pay for and retain their gas service; 

 
2) Enhanced Gas Safety Programs, in the form of increased expenditures for programs 

designed to enhance gas safety public awareness communications, stakeholder 
outreach, and emergency responder training; and  

 
3) Voluntary Rate Reduction, in the form of a reduction to currently effective variable 

distribution charges for jurisdictional firm, non-negotiated distribution customers. 
 

Combined, this consumer benefit package will amount to an annualized amount equal to 50 

percent of the revenue requirement associated with the federal tax expense change shown in.  See 

Attachment 5 hereto.  The three elements of the proposal will provide substantial benefits to 

customers and the public as a whole through lower rates, increased public safety or increased 

low-income customer service protections.  The remainder of the TCJA benefits shall be utilized 
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by the UGI NGDCs in support of managing ongoing business activities affected by the loss of 

bonus depreciation, other TCJA related cash and financial risk implications, and the Companies’ 

plant construction activity. 

The UGI Distribution Companies believe the above approach strikes a reasonable balance 

related to TCJA impacts on customers and ongoing operations, and produces a package which 

can readily implement benefits consistent with this Commission’s priorities of gas safety and 

Universal Services, and avoid the potential resource-consuming legal process that would ensue if 

the Commission were to lawfully exercise its authority to investigate the justness and 

reasonableness UGI Distribution Companies current base rates. 

 

III. UGI DISTRIBUTION COMPANIES 

The UGI NGDCs provide natural gas distribution and related services to more than 

650,000 residential, commercial, and industrial customers in forty-five (45) counties in the 

Commonwealth, subject to the regulatory authority of the Commission.  UGI Utilities’ Electric 

Division provides electric distribution and related services to more than 62,000 customers in two 

Pennsylvania counties. On March 8, 2018, at Docket No. A-___________ et al.1, the UGI 

Distribution Companies filed with the Commission a petition to merge UGI CPG and UGI PNG 

with and into UGI Utilities, to create a consolidated UGI Gas with three rate districts 

representing the former service territories of UGI Gas (“UGI South”), UGI CPG (“UGI Central”) 

and UGI PNG (“UGI North”), while at the same time maintaining the UGI Electric as a division 

within UGI Utilities.    

 

                                                 
1 As of this writing, the docket number to this proceeding had not been assigned. 
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IV. IMPACT OF TCJA ON UTILITIES GENERALLY 

The TCJA impacts both tax expense and cash flow of public utilities.    

Tax Expense Impact 

First, the TCJA reduced the corporate tax rate from 35 percent to 21 percent for tax 

periods beginning after January 1, 2018.  For fiscal year filers (those using other than a calendar 

year) which use a fiscal year ending September 30, federal tax law requires the use of a blended 

tax rate in the first year which, in the UGI Distribution Companies’ case, is 24.53 percent and 

then the 21 percent rate for later tax years.  Without taking into account the loss of bonus 

depreciation and other tax law changes, utility companies would incur lower federal income 

taxes beginning with the effective date of the legislation and attain higher levels of after-tax 

income than before the legislation.  

Second, the TCJA eliminated the application of bonus depreciation to all plant 

investment made after September 27, 2017.   This represented a change in prior legislation that 

provided for bonus depreciation percentages of 40 and 30 percent for calendar tax years 2018 

and 2019, respectively. Depending on the magnitude of their capital program, utilities making 

capital investments during that period may pay more taxes than previously.   

Third, the reduced federal tax rate also requires recalculation of the federal accumulated 

deferred income tax balance (“ADIT”) to reflect that utilities will be paying taxes at the lower 

federal tax rate when those taxes become due.   To ensure appropriate accounting, IRS tax 

normalization rules require that the difference between pre-TCJA federal ADIT and post-TCJA 

federal ADIT, known as excess deferred federal income tax (“EDFIT”), must be treated as a 

regulatory liability to be credited against tax expense over the same period as the ADIT balance 

is amortized using the Average Rate Assumption Method (“ARAM”), i.e., the accounting life of 

the underlying plant.  Otherwise, a utility could incur a normalization violation and lose the 
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benefits of accelerated tax depreciation on a going-forward basis, and, as a result, customers 

could lose the benefit of an associated rate base deduction. 

Potential Negative Cash Flow Consequences 

The negative cash flow consequences described above can be a matter of serious concern 

for certain public utilities with large ongoing construction programs.  In recent reports, 

FitchRatings (“Fitch”), Moody’s Investor Services (“Moody’s”) and Standard & Poors (“S&P”) 

have expressed concern about the impact of the TCJA on the credit metrics of public utilities, 

including natural gas utilities. According to Fitch, to the extent that utilities are required to 

reduce rates to flow through the tax rate reduction in rates, “[a]bsent mitigating strategies on the 

regulatory front, this is expected to lead to weaker credit metrics and negative rating actions for 

those issuers that have limited headroom to absorb the leverage creep.”  FitchRatings, “Tax 

Reform Impact on the U.S. Utilities, Power & Gas Sector (Tax Reform Creates Near-Term 

Credit Pressure for Regulated Utilities and Holding Companies)”, issued January 24, 2018, page 

1.  This impact is attributed to reduced funds from operations affecting cash flow used to support 

construction and other activity in the event a utility commission required a utility to pass back 

the revenue requirement associated with the tax reduction to its customers, and to the loss of 

bonus depreciation.  Id. at pages 2-4.  Moody’s and S&P expressed similar views. Moody’s 

Investors Services, Regulated Utilities – US, Tax reform is credit negative for sector but impact 

varies by company”, issued January 24, 2018, pages, 1-4; S&P Global, “Ratings agencies warn 

tax reform could drag US utility sector credit quality”, issued January 25, 2018.    

The three ratings services also agree that the regulatory outcome in various TCJA-based 

investigations such as the one initiated by the Commission in this proceeding is key to whether a 

public utility’s credit metrics will be negatively affected by the TCJA.   In evaluating potential 



7 

regulatory outcomes, Fitch offered various tools for regulatory commissions to consider, among 

others, an increase in authorized equity ratio and/or return on equity, return of the EDFIT over a 

long-term horizon, and accelerated depreciation on certain assets.   

 

V. IMPACT OF TCJA ON UGI DISTRIBUTION COMPANIES. 

UGI Distribution Companies’ responses to the specific data requests set forth in 

Attachments B and C to the Secretarial Letter are found in Attachments 1-4, respectively.    

In reviewing those responses, we ask that the Commission consider the following:  

 UGI Electric filed a base rate case proceeding on January 26, 2018, which is currently 
pending before the Commission at Docket No. R-2017-2640058.  The outcome of that 
proceeding will reflect the impact of the TCJA on the Company’s federal income tax 
expense and deferred tax balances related to the loss of bonus depreciation and lower 
federal income tax rate.   If the Commission seeks to reduce UGI Electric’s base rates 
now in an effort to reflect the reduced tax expense resulting from the TCJA, the 
Commission must first investigate and determine whether UGI Electric’s current rates are 
unjust and unreasonable, or otherwise produce an excessive rate of return, during the 
limited, interim period before its new rates become effective in October 2018.  UGI 
Electric believes such an investigation would be an unreasonable and unnecessary 
expenditure of limited Commission resources.    

 UGI NGDCs’ response to the data requests attached to the Secretarial Letter show the 
impact of the TCJA for each of the UGI NGDCs. See Attachments 1-4.  In the event the 
proposed merger referenced above occurs before the next base rate case of any one or 
more of the UGI NGDCs, UGI is prepared to incorporate the results from this proceeding 
into the business plan for the merged business.  

 UGI NGDCs’ capital replacement and betterment (“R&B”) program, growth initiatives 
(including GET Gas) and information system modernization have been materially 
dependent on cash made availably due to bonus depreciation over the past decade and a 
half and on a low interest rate environment.   Reduced cash flow due to the loss of bonus 
depreciation and potential base rate reductions stemming from the TCJA tax changes 
could create the need for UGI NGDCs to access capital markets for additional capital in a 
market with rising interest rates.   
 

 If the Commission in this proceeding orders an immediate rate decrease to reflect the 
impact of the TCJA and thereby impair utility cash flow, without viewing utility earnings 
in the context of a fully projected future test year (“FPFTY”), utilities may need to reduce 
levels of future capital spending, to the detriment of efforts to build enhanced safety, 
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service resiliency and reliability for utility customers in the Commonwealth, and 
innovative natural gas growth initiatives such as UGI’s GET Gas program.  

 
  The Commission should carefully consider the potential negative impacts of the TCJA 

on utility credit metrics and increased financial risk and reflect these negative impacts in 
setting the Commission’s benchmark rate of return applicable to DSIC recovery and in 
setting the allowed rate of return in base rate proceedings.   Importantly, amortization of 
the regulatory liability recognizing the return of excess deferred federal income taxes will 
result in a credit to federal income taxes that will reduce utility recovery of income taxes 
throughout the amortization period, an additional source of reduced cash flow that will 
need to be financed with a step-up in rate base equal to the unamortized regulatory 
liability.   

 
 Utilities investing substantial and expanded capital expenditures to improve service to 

customers should not be subject to single issue base rate reductions where they agree to 
commit a substantial portion of the future cash savings generated by the TCJA to their 
capital plans or other programs that benefit customers or the public generally.  

 
 As shown in Attachments 2-4 hereto, the UGI NGDCs combined TCJA-related annual 

federal tax expense savings is $19.8 million.  Applying a revenue conversion factor, that 
amount of tax savings would equate to $27.8 million of revenue requirement.   
 

VI. UGI’S PLANT CAPITAL INVESTMENT PROGRAM 

Partly as a result of 2012 statutory revisions enacted to reduce regulatory lag associated 

with safety, reliability, and other infrastructure investment, see 66 Pa. C.S. §§ 1315 and 1350 et 

seq. (fully projected future test year and DSIC legislation), and partly due to the availability of 

bonus tax depreciation over the last several years, UGI embarked on a long-term program to 

improve the safety and reliability of its gas and electric distribution systems as well as to provide 

other service improvements for its customers through modernization of its information 

technology.   As shown in the chart below, this has led to a remarkable, nearly 400 percent 

increase in annual capital spending for the UGI Distribution Companies since 2010. With 

2018 and 2019 planned capital expenditures continuing at a comparable pace at greater than 

$630 million, the entire utility investment over that time-frame will exceed $2 billion.     
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The DSIC and FPFTY legislation has achieved its intent as it relates to the UGI 

Distribution Companies.  All UGI Distribution Companies have approved LTIIPS and all three 

gas businesses have DSIC mechanisms.  As recognized by the Commission, two of our gas 

businesses who have accelerated their replacement and betterment programs have supported an 

increase in the DSIC revenue cap applicable to 7.5 percent through 2018.   As will be laid out in 

April 2018 in proposed LTIIPs to be effective January 2019, the UGI NGDCs plan to propose 

further acceleration of the replacement period for certain asset classes based on their risk 

evaluation.  These additional investments are not incorporated into the above chart.  

Relatedly, UGI Distribution Companies invested nearly $717 million in replacement and 

betterment, and service reliability projects over the period 2012-2017, nearly tripling the amount 

of annual spend in those categories over that time period.  As a result, the UGI NGDCs have 

reduced the number of hazardous and non-hazardous leaks on its system by 13.3 percent and 
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28.3 percent, respectively.  Our Electric Division demonstrated consistently strong reliability 

throughout this period.    

This remarkable increase in capital investment has placed increased earnings pressure on 

the UGI Distribution Companies.  Investor expectations concerning reasonable rates of return 

have been met temporarily by modest base rate revenue increases resulting from UGI Gas’s base 

rate case in 2016 (the first since 1996) and UGI PNG’s base rate case in 2017 (the first since 

2009), and use of the aforementioned DSIC mechanism.  At the same time, our customers 

experienced overall rate reductions due to the substantial reduction in their purchased gas cost 

rates since 2008.   However, as our investment in replacement and betterment projects increase, 

our investors will continue to expect a reasonable return on their investment, and UGI 

Distribution Companies must provide that return if they are to continue to attract capital on 

reasonable terms in a rising interest rate market.    

 

VII. COMPARISON OF NON-GROWTH CAPITAL EXPENDITURES TO TCJA TAX 
BENEFITS DEMONSTRATES THAT THE IMPACT OF THE TCJA DOES NOT 
WARRANT IMMEDIATE INVOLUNTARY RATE REDUCTIONS. 

A comparison of the added revenue requirements associated with the UGI gas 

distribution utilities’ non-growth related capital program to their TCJA tax benefits demonstrates 

that the revenue requirements of the tax benefits will be more than offset by the capital 

expenditures in less than two years.  Specifically, as shown in the chart below, in fiscal year 

2019, the revenue requirements for projected non-growth capital for the UGI NGDCs is $9.6 

million greater than that of the tax benefits, thereby outstripping the annual tax benefits in less 

than 2 years.   
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Comparison of Revenue Requirement for Capital 
Additions During the Period 9/30/2017‐9/30/2019 to 

Revenue Requirement of Annual Tax benefits 

$ Thousands  UGI  PNG  CPG  Total 

Pre‐Tax Benefit from Tax Reform 
(HTY)  $15,656  $6,157  $5,967  $27,780  

evenue Requirement of Additional 
Rate Base Before Taxes  $19,293  $10,595  $7,486  $37,373  

Tax Benefit Over/(Under) Revenue 
Requirement  ($3,637) ($4,438) ($1,518) ($9,593) 

Note: Additional PNG rate base excludes FPFTY ending 
9/30/18 capital projections addressed in PNG Base Rate 
Case at Docket No. R‐2016‐2580030 

This comparison does not take into account any additional earnings pressure that the UGI gas 

businesses will face over the next few years that will tend to increase our costs (increased 

salaries and wages, pension costs, cost increases from vendors used for administrative, 

operations, and maintenance functions) or the additional financial risk due to reduced cash flow. 

These factors suggest that the impact of the tax reduction is neither extraordinary nor 

nonrecurring but simply one factor that should be weighed with other necessary budgetary 

requirements when looking at UGI NGDCs’ earnings.   

Accordingly, while two of UGI’s gas distribution utilities (UGI Gas and UGI PNG) have 

sought and obtained base rate relief recently, the pressure to seek further relief in the future is 

ever-present.  All else being equal, UGI’s gas businesses likely will file to seek such rate relief in 

the not too distant future.    

VIII. UGI’S PROPOSAL

UGI proposes its two-fold plan in lieu of a review by the Commission into whether the

UGI Distribution Companies overall earnings are excessive.  As a matter of law, without express 
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statutory authority, the Commission may not order an involuntary single issue rate change 

without considering whether the utility’s current earnings and return on investment are 

reasonable.  See, generally, Popowsky v. Pa. PUC, 683 A.2d 958 (Pa. Cmwlth. 1996) 

(“Equitable”) and Pa. Ind. Energy Coalition v. Pa. PUC, 653 A.2d 1336 (Pa. Cmwlth. 

1995)(“PIEC”). 2  Rather than become embroiled in such a dispute, UGI NGDCs believes that 

the best outcome from this proceeding would be to move forward with their proposal to provide 

its customers with modest rate reductions, incremental safety benefits, and additional low income 

service benefits throughout the term ending with the effective date of rates resulting from a 

future base rate case.  In this manner, plans to implement those benefits can proceed in a careful 

and considered manner. 

UGI’s proposal is carefully crafted to apply 50 percent, or $14 million of the measured 

revenue requirement related to the annual federal tax savings, as calculated in Attachments 2-4.  

See Attachment 5.  The magnitude of the proposal recognizes the negative cash flow 

consequences to UGI caused by the loss of bonus depreciation in 2018 and 2019 and, consistent 

with the warnings of the credit agencies, mitigates additional cash flow consequences that could 

ensue with immediate reductions to rates in an amount equal to the entire benefit.   

The benefits built into this proposal have three elements.   

1. Low-Income Funds.  UGI NGDCs propose to contribute, in the aggregate, $6 million 

to their Operation Share funds annually until each of their respective next base rate cases.   These 

                                                 
2 An exception to base rate recovery of federal income taxes is the DSIC cost recovery mechanism.  In 

accordance with the underlying legislation, 66 Pa. C.S. Section 1357(c), a utility is entitled to recovery of “the 
depreciation and pretax return fixed costs of eligible property as approved by the commission that are placed in 
service between base rate proceedings”.   Thus, in its next quarterly DSIC filings, the UGI Distribution Companies 
will adjust its recovery of federal income taxes recovered through its DSIC mechanism both back to the effective 
date of the TCJA and prospectively to ensure that it has not over-recovered the federal tax component of the charge. 
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donations will provide direct assistance to payment challenged customers who otherwise might 

face collection and shut-off efforts and would be targeted to the different service territories based 

on each NGDC’s portion of the overall tax benefit.  Such funding would terminate with the 

effective date of new rates established in each NGDC’s next base rate case.   

2. Gas Safety.   UGI NGDCs propose to increase their annual spending for gas safety 

public awareness communications, stakeholder outreach, and emergency responder training by 

$1 million above budgeted levels.   Spending would be targeted towards programs such as 

excavator training, public awareness and education, and emergency responder preparedness for 

utility emergencies.   While the UGI NGDCs would not be required to continue the increased 

spend after the effective date of new rates, they would be free to propose continuation of the 

increased level of spending for purposes of their next rate cases in accordance with reasonable 

ratemaking principles.   

3. Rate Reduction. The UGI NGDCs propose to reduce base rates by an approximate $7 

million annually.  This reduction will  be spread across the three UGI NGDCs in proportion to 

their respective portion of the overall UGI NGDC annual tax benefit, effective April 1, 2018.   

The ratable portions for each NGDC would be used to reduce the volumetric rates of all firm 

service, non-negotiable rate customers based on the billing determinants used in the proof of 

revenue resulting in each utility’s most recent base rate case.  The rate reduction would terminate 

with the effective date of new rates established in each NGDC’s next base rate case. 

UGI Distribution Companies believe that its proposal provides a reasonable sharing of 

the TCJA benefits between the Company and its customers, recognizing the increased pressure 

on earnings that valuation of the TCJA tax rate reductions do not do in isolation.  Changing a 

utility’s base rates based solely on the TCJA tax reduction would constitute prohibited single 
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issue ratemaking see generally, Equitable and  PIEC, or, if applied retroactively, impermissible 

retroactive ratemaking, see, Cheltenham & Abington Sewerage Co. v. Pa. PUC, 344 Pa. 366, 25 

A.2d 334(Pa. 1942).  Rather, if the Commission were to initiate an involuntary base rate change 

here, it would need to be based on a sustainable conclusion that the Company’s overall earnings 

are excessive based on properly applied test year ratemaking principles, including the use of a 

fully projected future test year and an allowable return on equity that properly reflects, among 

other factors, the impact that the TCJA tax changes would have on a utility’s financial risk.  
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1. How does the reduction in the corporate Federal Income Tax rate from 35% to 21% 

affect your federal tax obligations for calendar year 2018 and subsequent tax years?  
Please quantify your response as to the effect on both current and deferred tax 
obligations. 
 
UGI Distribution Companies’ tax year is a fiscal year ending September 30.  For 
fiscal 2018 and 2019, the TCJA enacted reduction in the federal income tax rate 
affects each of the four UGI Distribution Companies similarly in three different ways:  
1) reduced annual total income tax expense; 2) reduced annual deferred income tax 
expense; and 3) increased payment of income taxes associated with loss of bonus 
depreciation on plant in service expenditures for 2018 and 2019.  Aggregate Cash 
outlays for payment of federal income taxes for UGI Distribution Companies’ gas 
utility businesses are anticipated to increase over pre-TCJA forecasted payments by 
$11.3 million in fiscal 2018 and $2.2 million in 2019.  Not until fiscal 2020 will the 
impact of the tax rate reduction result in lower annual tax cash payments. 
 
Notwithstanding the adverse cash consequences, applying the TCJA tax rate changes 
to the UGI Distribution Companies fiscal 2017 results shows an aggregate tax 
expense reduction of roughly $19.8 million for the three gas utilities.   The 
Companies will experience comparable benefits in 2018 2019.   The split between 
current and deferred tax obligations for each of the UGI Distribution Companies gas 
businesses are shown on Attachments 2 (UGI Gas), 3 (UGI CPG), and 4 (UGI PNG).  
 

 
2. If a reduced tax obligation is passed through to ratepayers, explain the methodology 

to be used to compute the reduction, the rate mechanism to accomplish the reduction, 
and the allocation among customer classes.  
 
UGI Distribution Companies believe that an involuntary pass through of the TCJA 
tax reductions in the form of lower base rates would be an inappropriate and unlawful 
exercise of single issue ratemaking unless the Commission demonstrates that the 
utility’s earnings exceed a reasonable range, as determined by application of 
reasonable ratemaking principles.   As shown in Section VII of the UGI Distribution 
Companies’ comments, the return and depreciation requirements of UGI Distribution 
Companies’ plant additions during fiscal 2018 and 2019 will outstrip the tax benefits 
from the TCJA over the next two years.   This fact suggests that the impact of the tax 
reduction is not extraordinary or nonrecurring but simply a factor that should be 
weighed with other budget requirements affecting the Companies.   
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UGI Distribution Companies’ ratemaking methodology would flow through the 
reduction of income tax rate as a reduction to current and deferred income tax 
expense, while the reduction in accumulated deferred income tax based on the lower 
rate and the loss of bonus depreciation has the impact of increasing rate base and 
associated pre-tax and after-tax return requirements.   
 
If a full analysis of a utility’s revenue requirement results in a finding that the utility’s 
earnings are excessive, allocation of a related revenue reduction may be based on 
each customer class’s portion of overall volumetric billing determinants, as reflected 
in the utility’s proof of revenue adopted by the Commission in their most recent base 
rate case.   
 
For DSIC cost recovery purposes, revenue recovered through the DISC would be 
reduced by the use of the lower income tax rate.  
 

 
3. If any of the potential tax savings from the reduced federal corporate tax rate can be 

used for purposes other than to reduce customer rates, provide details on how and 
where those tax savings can be used. 
 
The tax savings resulting from the TCJA can be flowed through to the benefit of 
customers through programs that benefit, for example, safety and reliability of 
service, or low income customer assistance initiatives.    
 
As an example, in addition to an aggregate voluntary rate reduction of $7 million, 
UGI Distribution Companies are willing to make annual contributions of an aggregate 
$6 million of additional funds to the Operation Share program to provide additional 
relief to low income customers who are payment troubled and facing collection and 
shut-off measures.   
 
Similarly, the Distribution Companies propose to expend an incremental $1 million 
per year on gas safety public awareness communications, stakeholder outreach, and 
emergency responder training.  Spending would be targeted towards excavation 
damage prevention programs such as excavator training, public awareness and 
education, and emergency responder preparedness for utility emergencies. 
 
Each of the proposals above suggested benefit our utility customers and the public as 
a whole by enhancing the economics, quality, reliability and safety of our service.    
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4. Does the company have any Net Operating Losses (NOL) as of 12/31/17? Please 
quantify the impact of the Tax Cuts and Jobs Act (TCJA). 
 
UGI Distribution Companies’ tax year is a fiscal year ending September 30, so it has 
used the 9/30/17 fiscal year end to respond to this request.   UGI Distribution 
Companies did not have any net operating losses on that date.      

 
 
5. Does the company have any Deferred Tax Liabilities as of 12/31/17? Please quantify 

the impact of the Tax Cuts and Jobs Act (TCJA). 
 
As of 12/31/17, the combined balance of gas plant related federal deferred tax 
liabilities for UGI Distribution Companies has declined from its pre-TCJA balance of 
$478.9 million to $283.6 million, as shown below by utility and combined: 
 

GUD PNG CPG Total 
12/31/17 Pre-TCJA balance 313,280,251 104,229,180 61,417,900 478,927,331
12/31/17 Post TCJA balance 185,311,738 61,763,558 36,478,228 283,553,524
Decrease  127,968,513 42,465,622 24,939,671 195,373,806

 
The impact of the reduced accumulated deferred income tax balance increases rate 
base by an equal amount.   
 
Relatedly, UGI Distribution companies have calculated a regulatory liability of 
$204.3 million associated with excess deferred federal income taxes, which, in 
keeping with accounting and tax normalization, the Companywill amortize for 
ratemaking purposes as a credit to deferred federal income taxes over the life of the 
applicable plant in service.   In that way, utility customers will benefit from additional 
lower tax expense for ratemaking purposes as that balance is amortized. 
 
 

6. Are there any impacts on riders/surcharges resultant from the TCJA? If so, please 
explain.  
 
UGI Distribution Companies’ three gas utilities all have currently effective DSICs 
that base the amount of recovery on the allowable return and taxes on the DSIC-
eligible plant costs and plus related depreciation expense.   Through our next DSIC 
filing, we will reflect the impact of the TCJA tax reduction in the quantification of 
allowable DSIC revenue.   
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7. Are there any other changes made in the TCJA that will impact the company? If so, 

please explain.  
 
Yes.  As noted above, in addition to the changes in the federal income tax rate and the 
reduction in accumulated deferred income taxes, the loss of bonus depreciation for 
fiscal years 2018 and 2019 will result in lesser accumulated deferred income taxes, 
higher rate base, and an increase in cash tax payments above the estimated level of 
cash tax payments under the prior federal tax rules for those years.   

 
 

8. What test year should be used to quantify the new 21% federal corporate tax rate to 
be effective 1/1/18? 
 
UGI Distribution Companies believe that, for fiscal year ending 9/30 tax filers such as 
Distribution Companies, the Commission should utilize a test year ending 9/30/2017.   
Attachments 2-4  to the UGI Distribution Companies’ comments are predicated on 
that test year model.   

 
 

 
9. Please provide the following information regarding your last Commission approved 

rate case: 
 

a. Docket Number 
b. Date filed 
c. Approved Rate of Return 
d. Approved Increase in Annual Revenues 
e. Allocation of Approved Increase Among Major Customer Classes 
f. Effective Date of new rates 
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UGI Gas PNG CPG UGI Electric

a. Docket Number R‐2015‐2518438 R‐2016‐2580030 R‐2010‐2214415 R‐00954534

b. Date filed 1/19/2016 1/19/2017 1/14/2011 1/26/1996

c. Approved Rate of Return Settlement Settlement Settlement Settlement

d. Approved Increase in  $27.0M $11.25M $8.9M $3.1M

     Annual Revenues  

e. Allocation of Approved Increase R/RT = 70.4% R/RT = 69.7% R = 70.6% R = 31.7%

     Among Major Customer Classes N/NT = 21.0% N/NT = 20.4% N/NT = 24.9% RWT = 30.0%

DS = 3.4% DS = 7.5% DS = 6.7% CWH  = 0.1%

LFD = 6.5% LFD = 3.7% LFD = 1.7% RTU = 0.1%

XD Firm = 0.0% XD Firm = (1.2%) XD  = (3.9%) GS1 = 1.3%

Interr = (1.3%) Interr = (0.2%) GL = 0.1% GS4 = 7.5%

GS5 = 0.1%

GLP = 2.2%

LP = 16.8%

TE = 5.9%

IH = 3.2%

FCP = 0.0%

BLR = 0.0%

HTP = 0.0%

SL = 0.6%

SSL = 0.5%

OL = 0.0%

SOL = 0.0%

f. Effective Date of new rates 10/19/2016 10/20/2017 8/30/2011 7/19/1996



UGI Utilities, Inc. - Gas Division
Calculation of State and Federal Income Taxes

Attachment 2

Page 1

Line No.
Last Commission Approved 

Rate Case
Unadjusted Results 9/30/17 Ratemaking Adjustments Proposed Adjusted 9/30/17

Proposed Adjusted 

9/30/17 - Excludes 

Bonus Depreciation

1 Settled 425,576$                                    -$                                         425,576$                                    425,576$                          

2 Settled 267,142                                       -                                            267,142$                                    267,142$                          

3 Settled 38,990                                         38,990$                                       38,990$                             

4 Settled 19,362                                         19,362$                                       19,362$                             

100,082$                                    -$                                         100,082$                                    100,082$                          

6

7 38,990$                                       38,990$                                       38,990$                             

8 292$                                            292$                                            292$                                  

9 -$                                             39,282$                                       -$                                         39,282$                                       39,282$                             

10 145,511$                                    145,511$                                    63,973$                             

PA (3/7) Bonus Depr Modification (78,786) (78,786) 7,246

11

12 7,404                                           7,404                                           7,404                                 

13 -$                                             74,129$                                       -$                                         74,129$                                       78,623$                             

14 -$                                             65,235$                                       -$                                         65,235$                                       60,741$                             

15

16 -$                                             6,517$                                         -$                                         6,517$                                         6,068$                               

17 -                                               58,718                                         -                                            58,718                                         54,673                               

18

19 -                                               -                                               -                                            -                                               

20

(78,786) 0 (78,786) 7,246

21

22 -$                                             (20,068)$                                     -$                                         (20,068)$                                     61,919$                             

23 -$                                             (7,024)$                                        -$                                         (7,024)$                                        

24 13,003$                             

DESCRIPTION

Operating Revenues

Operating Income before Taxes Total 

Less: O&M Expenses

Book Depreciation

Interest Expense

Add: Premature Property Losses/ Amortizations

Depr- Straight Line- Remaining Life (Incl COR)

Taxable Meals & Entertainment

Total

Deduct

Tax Depreciation - Federal

MACRS On Post 1986 Assets

Cost of Removal

Total

State Taxable Income

State Income At: 

Historic, Future and Fully Projected At 9.99%

Taxable Income after State Income Tax

Add: Cost Of Removal Non Adr Property

ACRS On Post 1980 Assets

MACRS On Post 1980 Assets- State

Deduct: SLRL On Post 1980 Assets & Amortization

Income Subject To Federal Income Tax

Remove - PA Bonus Modification

Current Federal Income Tax at 35% - Includes Bonus

Current Federal Income Tax at 21% - Excludes Bonus



UGI Utilities, Inc. - Gas Division

Effect of Tax Cuts and Jobs Act (TCJA) on Rates

Attachment 2

Page 2 

Net Tax Effect

(507)$                                  

41,176$                              

19,071$                              

7,914$                                

13,684$                              

33,262$                              

7.67%

2,551$                                

11,133$                              

0.7111$                              

15,656$                              

Less: Post TCJA Taxes

Federal & ST- Current (Page 1, Column 5, Line 24 + Line 16)

Federal & ST - Deferred

Implied Commission Approved Rate of Return

Effect of TCJA On Income (A)

Change in ADIT

Pre TCJA Taxes

Federal + ST -  Current (Page 1, Column 4, Line 23 + Line 16)

Federal & ST-  Deferred

Effect of ADIT Change on Income (B)

Revenue Conversion Increase/(Decrease)

Earnings Change (Line A - Line B)

Complement of Tax Rate



UGI Central Penn Gas, Inc.

Calculation of State and Federal Income Taxes

Attachment 3

Page 1 

Line No.
Last Commission Approved 

Rate Case
Unadjusted Results 9/30/17 Ratemaking Adjustments Proposed Adjusted 9/30/17

Proposed Adjusted 

9/30/17 - Excludes 

Bonus Depreciation

1 Settled 123,903$                                   -$                                            123,903$                                   123,903$                          

2 Settled 69,982                                        -                                              69,982$                                     69,982$                            

3 Settled 10,956                                        10,956$                                     10,956$                            

4 Settled 5,827                                          5,827$                                        5,827$                              

37,138$                                     -$                                            37,138$                                     37,138$                            

6

7 10,956$                                     10,956$                                     10,956$                            

8 43$                                             43$                                             43$                                   

9 -$                                            10,999$                                     -$                                            10,999$                                     10,999$                            

10 34,203 34,203 21,565$                            

PA (3/7) Bonus Depr Modification (11,358) (11,358) 1,547

11

12 1,712                                          1,712                                          1,712                                

13 -$                                            24,557$                                     -$                                            24,557$                                     24,824$                            

14 -$                                            23,580$                                     -$                                            23,580$                                     23,313$                            

15

16 -$                                            2,356$                                        -$                                            2,356$                                        2,329$                              

17 -                                              21,224                                        -                                              21,224                                        20,984                              

18

19 -                                              -                                              -                                              -                                              

20

(11,358) 0 (11,358) 1,547

21

22 -$                                            9,866$                                        -$                                            9,866$                                        22,531$                            

23 -$                                            3,453$                                        -$                                            3,453$                                        

24 -$                                            4,732$                              

DESCRIPTION

Operating Revenues

Less: O&M Expenses

Book Depreciation

Interest Expense

Operating Income before Taxes Total 

Add: Premature Property Losses/ Amortizations

Depr- Straight Line- Remaining Life (Incl COR)

Taxable Meals & Entertainment

Total

Deduct

Tax Depreciation - Federal

MACRS On Post 1986 Assets

Cost of Removal

MACRS On Post 1980 Assets- State

Total

State Taxable Income

State Income At: 

Historic, Future and Fully Projected At 9.99%

Taxable Income after State Income Tax

Add: Cost Of Removal Non Adr Property

ACRS On Post 1980 Assets

Federal Income Tax at 21%

Remove - PA Bonus Modification

Deduct: SLRL On Post 1980 Assets & Amortization

Income Subject To Federal Income Tax

Federal Income Tax at 35%



UGI Central Penn Gas, Inc.

Effect of Tax Cuts and Jobs Act (TCJA) on Rates

Attachment 3

 Page 2 

Net Tax Effect

5,809$                                

8,811$                                

7,061$                                

2,860$                                

4,700$                                

5,951$                                

7.67%

456$                                    

4,243$                                

0.7111$                              

5,967$                                

Effect of TCJA On Income (A)

Change in ADIT

Implied Commission Approved Rate of Return

Effect of ADIT Change on Income (B)

Earnings Change (Line A - Line B)

Complement of Tax Rate

Revenue Conversion Increase/(Decrease)

Pre TCJA Taxes

Federal + ST -  Current (Page 1, Column 4, Line 23 + Line 16)

Federal & ST-  Deferred

Less: Post TCJA Taxes

Federal & ST- Current (Page 1, Column 5, Line 24 + Line 16)

Federal & ST - Deferred



UGI Penn Natural Gas, Inc.
Calculation of State and Federal Income Taxes

Attachment 4

Page 1 

Line No.
Last Commission Approved 

Rate Case
Unadjusted Results 9/30/17 Ratemaking Adjustments Proposed Adjusted 9/30/17

Proposed Adjusted 

9/30/17 - Excludes 

Bonus Depreciation

1 Settled 196,490$                                   -$                                            196,490$                                   196,490$                          

2 Settled 130,266                                     -                                              130,266$                                   130,266$                          

3 Settled 17,358                                        17,358$                                     17,358$                            

4 Settled 9,429                                          9,429$                                        9,429$                              

39,437$                                     -$                                            39,437$                                     39,437$                            

6

7 17,358$                                     17,358$                                     17,358$                            

8 81$                                             81$                                             81$                                   

9 -$                                            17,439$                                     -$                                            17,439$                                     17,439$                            

10 60,257 60,257 45,610$                            

PA (3/7) Bonus Depr Modification (12,017) (12,017) 2,914

11 -                                              

12 3,053                                          3,053                                          3,053                                

13 -$                                            51,293$                                     -$                                            51,293$                                     51,578$                            

14 -$                                            5,583$                                        -$                                            5,583$                                        5,298$                              

15

16 -$                                            558$                                           -$                                            558$                                           529$                                 

17 -                                              5,025                                          -                                              5,025                                          4,769                                

18

19 -                                              -                                              -                                              -                                              

20

(12,017) 0 (12,017) 2,914

21

22 -$                                            (6,992)$                                      -$                                            (6,992)$                                      7,683$                              

23 -$                                            (2,447)$                                      -$                                            (2,447)$                                      

24 1,613$                              

DESCRIPTION

Operating Revenues

Less: O&M Expenses

Book Depreciation

Interest Expense

Operating Income before Taxes Total 

Add: Premature Property Losses/ Amortizations

Depr- Straight Line- Remaining Life (Incl COR)

Taxable Meals & Entertainment

Total

Deduct

Tax Depreciation - Federal

MACRS On Post 1986 Assets

Cost of Removal

MACRS On Post 1980 Assets- State

Total

State Taxable Income

State Income At: 

Historic, Future and Fully Projected At 9.99%

Taxable Income after State Income Tax

Add: Cost Of Removal Non Adr Property

ACRS On Post 1980 Assets

Remove - PA Bonus Modification

Current Federal Income Tax at 21% - Excludes Bonus

Deduct: SLRL On Post 1980 Assets & Amortization

Income Subject To Federal Income Tax

Current Federal Income Tax at 35% - Includes Bonus



UGI Penn Natural Gas, Inc.

Effect of Tax Cuts and Jobs Act (TCJA) on Rates

Attachment 4

 Page 2 

Net Tax Effect

(1,890)$                               

16,950$                              

2,143$                                

7,842$                                

5,077$                                

9,109$                                

7.67%

699$                                    

4,378$                                

0.7111$                              

6,157$                                

Pre TCJA Taxes

Federal + ST -  Current (Page 1, Column 4, Line 23 + Line 16)

Federal & ST-  Deferred

Less: Post TCJA Taxes

Federal & ST- Current (Page 1, Column 5, Line 24 + Line 16)

Federal & ST - Deferred

Effect of TCJA On Income (A)

Change in ADIT

Implied Commission Approved Rate of Return

Effect of ADIT Change on Income (B)

Earnings Change (Line A - Line B)

Complement of Tax Rate

Revenue Conversion Increase/(Decrease)



UGI NGDCs Proposal Attachment 5

Page 1 of 1

NGDC
Schedule C 

(Earnings Change)

Schedule C 

(Calculated 

Revenue 

Requirement

Rate Reduction

Gas Safety 

Communications 

& Training

Operation Share 

Commitment

 UGI-Gas  $                 11,133  $                 15,656  $             3,914.07  $                 563.58  $             3,350.49 

 PNG  $                   4,378  $                   6,157  $             1,539.16  $                 221.62  $             1,317.54 

 CPG  $                   4,243  $                   5,967  $             1,491.81  $                 214.80  $             1,277.01 

 Total NGDC  $                 19,754  $                 27,780  $             6,945.05  $             1,000.00  $             5,945.05 


