
BEFORE THE 

PENNSYLVANIA PUBLIC UTILITY COMMISSION 

 

 

 

Pennsylvania Public Utility Commission :  R-2026-3060855 

Office of Consumer Advocate   :  C-2026-3061455 

Office of Small Business Advocate  :  C-2026-3061593 

Coalition for Affordable Utility Services and :  C-2026-3061685 

   Energy Efficiency in Pennsylvania  :   

Jonathan Visser     :  C-2026-3063372 

Christopher Kelley     :  C-2026-3063787 

Ben B. Troyer Jr.     :  C-2025-3059337 

       :   

 v.      : 

       : 

Peoples Natural Gas Company LLC  : 

 

 

 

RECOMMENDED DECISION 

 

 

Before 

Charece Z. Collins 

Administrative Law Judge



i 

 

TABLE OF CONTENTS 

 

I. INTRODUCTION .................................................................................................... 1 

II.  HISTORY OF THE PROCEEDING ....................................................................... 1 

III. FINDINGS OF FACT ............................................................................................ 23 

IV. DISCUSSION ......................................................................................................... 42 

 A. Summary of Issues and Arguments ............................................................... 42 

 B. Legal Standard ............................................................................................... 43 

 C. Analysis .......................................................................................................... 45 

 1. Rate Base ............................................................................................. 45 

 2. Revenues ............................................................................................. 48 

 3. Expenses .............................................................................................. 53 

  4. Projected Cost Increase Adjustments .................................................. 55 

  5. Labor/Vacancy Expense ..................................................................... 61 

  6.  Incentive Compensation ...................................................................... 66 

  7.  Employee Benefits Expense ............................................................... 73 

  8.  Corporate Insurance ............................................................................ 74 

  9.  Employee Expense .............................................................................. 76 

  10. Travel and Entertainment Expense ..................................................... 79 

  11. Company Memberships ...................................................................... 82 

  12. License and Permit Expenses .............................................................. 86 

  13. Utilities and Fuel Expense .................................................................. 87 

  14. Advertising Expenses .......................................................................... 88 

  15. Fleet Expense ...................................................................................... 93 

  16. Materials and Supplies Expense ......................................................... 94 

  17. Rate Case Expense .............................................................................. 95 

  18. Pension Expense ............................................................................... 101 

  19. Outside Services ................................................................................ 104 

  20. Natural Gas Hot Water Tank Rebate Pilot ........................................ 107 



ii 

 

  21. Payment Processing Expense ............................................................ 108 

  22. Building Leases ................................................................................. 112 

  23. Public Utility Commission Assessment ............................................ 116 

  24. Residential Collection Expense ........................................................ 117 

  25. Interest Synchronization ................................................................... 120 

  26. Cost of Other Parties’ Proposals ....................................................... 122 

  27. Uncollectible Account Expenses ...................................................... 124 

  28.  Deprecation ....................................................................................... 128 

  29. Taxes ................................................................................................. 146 

  30. Rate of Return ................................................................................... 148 

  31. Revenue Allocation and Rate Design ............................................... 197 

  32. Weather Normalization Adjustment (“WNA”) ................................ 267 

  33. Effective Date of Rates ..................................................................... 290 

  34. Universal Service Program Rider ..................................................... 292 

  35. Bad Debt Offset Calculation ............................................................. 296 

  36. Low-Income Customer Issues ........................................................... 298 

  37. Low-Income Usage Reduction Plan ................................................. 309 

  38. Addition of a LIURP Compliance Specialist .................................... 311 

  39. Hardship Fund ................................................................................... 312 

  40. Customer Service Issues ................................................................... 313 

  41. Rebilling/Back-Billing Date Tracker ................................................ 324 

  42. Formal and Informal Complaints ...................................................... 329 

  43. Payment Arrangements ..................................................................... 329 

  44. Proposed Tariff Changes ................................................................... 337 

  45. Fraud ................................................................................................. 345 

  46. Rider Universal Services ................................................................... 348 

  47. Nonliability of Company/Limitation of Liability ............................. 350 

  48 Dishonored Payments ....................................................................... 351 

  49. Other Tariff Revisions ...................................................................... 353 



iii 

 

  50 Safety ................................................................................................ 353 

  51. Methane Detection ............................................................................ 356 

  52. Purchase of Receivables Program ..................................................... 358 

  53. Local Production – Gathering In and Out Cost Recovery Issues ..... 365 

  54. Operational Concerns ........................................................................ 368 

  55. Competitive Rate Discounts ............................................................. 370 

  56. Miscellaneous/Other Issues .............................................................. 373 

  57. FPFTY Reporting .............................................................................. 375 

V. CONCLUSION OF LAW .................................................................................... 375 

VI. ORDER ................................................................................................................. 385 

Appendix – Rate Tables ................................................................................................. i-vii 

 

 



1 

 

I. INTRODUCTION 

 

On March 27, 2026, Peoples Natural Gas Company LLC (Peoples or 

Company) filed Original Tariff Gas – Pa. P.U.C. No. 49 and Original Tariff Gas – Pa. 

P.U.C. No. S-5 with the Pennsylvania Public Utility Commission to be effective for 

service rendered on or after May 26, 2026.  The Company proposed increasing rates to 

produce additional overall revenue of approximately $163.2 million annually, which is a 

13.8% increase to the overall distribution revenue requirement.  If approved, residential 

customer bills using 86 Mcf/year would increase from $122.20 to $138.23 per month 

(13.1%).  

 

Based upon the record evidence, I recommend an annual revenue increase 

in the amount of $105,396,889, or 8.90%.  It is recommended that Peoples’ new rates 

become effective December 26, 2026.  The additional requests of the Company, and my 

recommendations for each, are discussed in the recommended decision below.   

 

The suspension date is December 26, 2026.  The last reasonable public 

meeting date prior to the suspension date is December 3, 2026. 

 

II. HISTORY OF THE PROCEEDING 

 

On March 27, 2026, Peoples Natural Gas Company LLC (Peoples or 

Company) filed Original Tariff Gas – Pa. P.U.C. No. 49 and Original Tariff Gas – Pa. 

P.U.C. No. S-5 with the Pennsylvania Public Utility Commission (Commission) to be 

effective for service rendered on or after May 26, 2026.  It proposed changes to Peoples’ 

base retail distribution rates designed to produce an increase in revenues of 

approximately $163.2 million annually, or by 13.8%.  If approved, residential customer 

bills using 86 Mcf/year would increase from $122.20 to $138.23 per month (13.1%). 
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On March 31, 2026, the Office of Consumer Advocate (OCA) filed a 

Complaint and Public Statement in the above-captioned rate case at Docket No. 

C-2026-3061455.  

 

On March 31, 2026, the Office of Small Business Advocate (OSBA) filed a 

Notice of Appearance.  On April 7, 2026, the OSBA filed a Public Statement, a Formal 

Complaint, and a Verification, which was docketed at Docket No. C-2026-3061593.   

 

On April 2, 2026, the Commission’s Bureau of Investigation and 

Enforcement (I&E) filed its Notice of Appearance. 

 

On April 7, 2026, the Pennsylvania Weatherization Providers Task Force 

(Task Force) filed a Petition to Intervene.  As the Petition was unopposed, it was granted 

at the April 28, 2026 Prehearing Conference. 

 

On April 9, 2026, the Coalition for Affordable Utility Services and Energy 

Efficiency in Pennsylvania (CAUSE-PA) filed a Formal Complaint at Docket No. 

C-2026-3061685.  On April 13, 2026, CAUSE-PA filed a Notice of Appearance.  

 

On April 16, 2026, the Commission issued an Order instituting an 

investigation into the lawfulness, justness and reasonableness of Peoples’ proposed and 

existing rates, and suspending Supplement Nos. 49 and S-5 until December 26, 2026, 

unless permitted by Commission Order to become effective at an earlier date pursuant to 

66 Pa.C.S. §1308(d).  The matter was referred to the Office of the Administrative Law 

Judge for the prompt scheduling of hearings as may be necessary and the issuance of a 

Recommended Decision.  This matter was assigned to Administrative Law Judge 

Charece Z. Collins (the ALJ). 
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On April 16, 2026, the Commission issued a Call-In Telephone Prehearing 

Conference Notice scheduling a prehearing conference for April 28, 2026.  Also, on 

April 16, 2026, my Prehearing Conference Order was served.  

 

On April 24, 2026, the Pennsylvania Independent Oil & Gas Association 

(PIOGA) filed a Notice of Appearance and a Petition to Intervene.  As the Petition was 

unopposed, it was granted at the April 28, 2026 Prehearing Conference.   

 

The Prehearing Conference convened as scheduled on April 28, 2026. 

Counsel for Peoples, I&E, OCA, OSBA, CAUSE-PA, the Task Force, and PIOGA 

appeared and various procedural matters were discussed.   

 

On May 1, 2026, the Retail Energy Supply Association (RESA) filed a 

Petition to Intervene.     

 

On May 6, 2026, the Commission issued an In-Person Evidentiary Hearing 

Notice, scheduling hearings for August 5, 2026 through August 7, 2026 in Harrisburg, 

PA. 

 

On May 11, 2026, Peoples filed a Motion for Protective Order. The Motion 

for Protective Order was unopposed by the parties, I&E, OCA, OSBA, CAUSE-PA, the 

Task Force, PIOGA, and RESA.  The Motion was granted via Order dated June 11, 2026. 

 

On May 20, 2026, a Hearing Notice was issued scheduling eight public 

input hearings specifying the dates, times, locations and procedures to be followed for 

participating in six in-person public input hearings and two telephonic public input 

hearings.  The dates were June 2, 2026 at 1:00 p.m. and 6:00 p.m. (in Johnstown, PA); 

June 3, 2026 at 1:00 p.m. and 6:00 p.m. (in Pittsburgh, PA); June 10, 2026 at 1:00 p.m. 
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and 6:00 p.m. (in Greensburg, PA) and June 11, 2026 at 1:00 p.m. and 6:00 p.m. 

(telephonically).  All of these public input hearings were held as scheduled.  

 

On June 10, 2026, a formal Complaint was filed by Jonathan Visser 

and docketed at C-2026-3063372.   

 

On June 19, 2026, consumer Complainant Ben B. Troyer, Jr. and Peoples 

filed a Joint Motion to consolidate the December 10, 2025 formal complaint (regarding 

Peoples’ Weather Normalization Adjustment) with this proceeding.1   

 

On June 25, 2026, a formal Complaint was filed by Christopher Kelley 

and docketed at C-2026-3063787.   

 

The Motion to Consolidate filed by Peoples and Mr. Troyer, being 

unopposed, was granted and Mr. Troyer’s formal Complaint was consolidated with this 

proceeding in my Prehearing Order served on July 30, 2026.  The formal Complaints in 

this matter also were consolidated with this proceeding in my Prehearing Order served on 

July 30, 2026.  The Petition to Intervene filed by RESA, which was unopposed, was also 

granted in my July 30, 2026 Prehearing Order.     

 

The first of the three scheduled evidentiary hearings was held on 

August 5, 2026.  All parties waived the cross-examination of their witnesses, and I had no 

questions for the witnesses, so they were excused from the hearing.  The parties 

submitted their evidence and exhibits into evidence at the hearing.  The hearings on 

August 6 and 7, 2026 were cancelled as they were no longer necessary.  The exhibits 

 
1  Mr. Troyer’s Complaint was filed on December 10, 2025, at docket number 

C-2025-3059337.  While it was filed prior to the rate case filing, the Company and 

Mr. Troyer filed a Motion to consolidate the Complaint with the rate case as the issues in 

the Complaint will be addressed in this rate case.   
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admitted into the record are as follows (and are kept in the same format as submitted by 

the Parties in their respective exhibit lists)2: 

 

Peoples 

 

1) Rate Case Filing (filed March 27, 2026) (Peoples Hearing Exhibit 1) Consists of 

Volumes 1 through 11  

 

Volume 1 – Exhibits 1 – 4  

 

Volume 2 – Exhibit 5  

 

Volume 3 – Exhibits 6-10  

 

Volume 4 – Exhibits 11-13  

 

Volume 5 – Exhibit 14  

 

Volume 6 – Exhibit 15-16  

 

Volume 7 – Exhibits 17-19  

 

Volume 8 - contains the Company’s Direct Testimony Statements 1-14  

 

(1) Peoples Statement No. 1 –Michael Huwar  

 

(2) Peoples Statement No. 2 –Andrew P. Wachter (a) Appendix A – Filing Requirements 

and Standard Data Requests  

 

(3) Peoples Statement No. 3 – Carol A. Scanlon (a) Appendix A – Standard Data 

Requests and Filing Requirements  

 

(b) Exhibit Nos. CAS-1 through CAS-2  

 

(4) Peoples Statement No. 4 – Dawn Folks (a) Appendix A – Filing Requirements and 

Standard Data Requests  

 

 
2  Any changes were only made to add clarity.  
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(5) Peoples Statement No. 5 – Edward Palombo (a) Appendix A – Filing Requirements 

and Standard Data Requests  

 

(b) Exhibit No. EAP-1  

 

(6) Peoples Statement No. 6 – Paul Becker  

 

(7) Peoples Statement No. 7 – Angela Jiang (a) Appendix A – Filing Requirements and 

Standard Data Requests  

 

(8) Peoples Statement No. 8 – Luke Ravenstahl  

 

(9) Peoples Statement No. 9 – Joyce Mitole (a) Appendix A – Filing Requirements and 

Standard Data Requests  

 

(10) Peoples Statement No. 10 – Rita Black (a) Exhibit Nos. RFP-1 through RFB-2  

 

(11) Peoples Statement No. 11 – Rudolph Hanechak (a) Appendix A – Filing 

Requirements and Standard Data Requests  

 

(12) Peoples Statement No. 12 – Nick Tufarolo (a) Appendix A – Filing Requirements 

and Standard Data Requests  

(b) Exhibit No. NT-1  

 

(13) Peoples Statement No. 13 – Krista Snyder (a) Appendix A - Filing Requirements 

and Standard Data Requests  

(b) Exhibit Nos. KMS-1 through KMS-2  

 

(14) Peoples Statement No. 14 – Anton Ribich (a) Appendix A – Filing Requirements 

and Standard Data Requests  

 

(b) Exhibit No. AR-1  

 

ix) Volume 9 - contains the Company’s Direct Testimony Statements 15-17 (1) Peoples 

Statement No. 15 – Jennifer Nelson (a) Appendix A – Filing Requirements and Standard 

Data Requests  

 

(b) Exhibit Nos. JEN-1 through JEN-13  

 

(2) Peoples Statement No. 16 – John J. Spanos (a) Appendix A  

 

(3) Peoples Statement No.17 – John D. Taylor (a) Exhibit Nos. JDT-1 through JDT-6  
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x) Volume 10 contains CONFIDENTIAL information  

 

xi) Volume 11 contains HIGHLY CONFIDENTIAL information  

 

2) Revised Exhibits (served June 5, 2026) Revised Exhibit 4, Schedule 22  

 

Revised Peoples Statement No. 5 – Edward Palombo Revised Exhibit No. EAP-1  

 

3) Rebuttal Testimony (served on July 16, 2026)  

 

a) Peoples Statement No. 1-R – Mike Huwar Exhibit No. MAH-1R  

 

b) Peoples Statement No. 2-R – Andrew P. Wachter  

 

c) Peoples Statement No. 3-R – Carol A. Scanlon Exhibit Nos. CAS-1R through CAS-5R  

 

Peoples Statement No. 4-R – Dawn Folks Exhibit No. DMF-1R  

 

Peoples Statement No. 5-R – Edward Palombo Exhibit No. EAP-1R  

 

Peoples Statement No. 6-R – Paul Becker Exhibit Nos. PB-1R through PB-3R  

 

Exhibit No. PB-4R (CONFIDENTIAL)  

 

Exhibits Nos. PB-5R through PB-6R  

 

Exhibit No. PB-7R (CONFIDENTIAL)  

 

Peoples Statement No. 8-R – Luke Ravenstahl  

 

Peoples Statement No. 10-R – Rita Black Exhibit No. RFB-1R  

 

Peoples Statement No. 11-R – Rudolph Hanechak  

 

Peoples Statement No. 12-R – Nick Tufarolo  

 

Peoples Statement No. 13-R – Krista Snyder  

 

Peoples Statement No. 14-R – Anton Ribich Exhibit No. AR-1R  

 

Peoples Statement No. 15-R – Jennifer Nelson Exhibit Nos. JEN-1R through JEN-12R  

 



8 

 

Peoples Statement No. 16-R – John J. Spanos Exhibit Nos. JJS-1R through JJS-2R  

 

Peoples Statement No. 17-R – John D. Taylor  

 

Peoples Statement No. 18-R – Michelle Parks  

  

Peoples Statement No. 19-R – Daniel J. Schuller Exhibit No. DJS-1R  

 

Peoples Statement No. 20-R – Cynthia S. Fang Exhibit No. CSF-1R  

 

Peoples Statement No. 21-R – Steven Kolich  

 

4) Revisions (served July 20, 2026) Exhibit 2, Schedule 4 (pgs. 2-5) Revised  

Errata to Peoples Statement No. 2R – Andrew Wachter  

 

5) Revision (served July 21, 2026) Errata to Peoples Statement No. 1R – Michael Huwar 

Exhibit MAH-1R Revised  

 

6) Surrebuttal Testimony (served on July 31, 2026) Peoples Statement No. 3-SR – 

Carol Scanlon  

 

Peoples Statement No. 10-SR – Rita Black  

 

Peoples Statement No. 15-SR – Jennifer Nelson  

 

Peoples Statement No. 17-SR – John D. Taylor  

 

Peoples Statement No. 21-SR – Steven Kolich  

 

7) Rejoinder Testimony (served on August 3, 2026) Peoples Statement No. 2-RJ – 

Andrew Wachter  

 

Peoples Statement No. 3-RJ – Carol Scanlon  

Peoples Statement No. 6-RJ – Paul Becker  

Peoples Statement No. 8-RJ - Luke Ravenstahl  

Peoples Statement No. 10-RJ – Rita Black  

Peoples Statement No.17-RJ – John D. Taylor  

Peoples Statement No.18-RJ – Michelle Parks  

 

8) Rejoinder Testimony (served on August 4, 2026) Peoples Statement No. 15-RJ – 

Jennifer Nelson (Public and Confidential Versions) Exhibit JEN-1RJ through JEN-2RJ  

 

Peoples Statement No. 16-RJ – John J. Spanos  
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Peoples Statement No. 20-RJ – Cynthia S. Fang  

 

Exhibits Served August 2, 2026  

 

Peoples Hearing Exhibit 2 (Response to Peoples-CAUSE PA-III-10)1  

 

Peoples Hearing Exhibit 3 (Evidence List)  

 

I&E 

 

• I&E Statement No. 1 – Direct Testimony of Vanessa Okum in both Proprietary 

and Non-Proprietary format  

•  

• I&E Exhibit No. 1 in both Proprietary and Non-Proprietary format  

•  

• I&E Statement No. 1-R – Rebuttal Testimony of Vanessa Okum  

•  

• I&E Exhibit No. 1-R  

•  

• I&E Statement No. 1-SR – Surrebuttal Testimony of Vanessa Okum in both 

Proprietary and Non-Proprietary format  

•  

• I&E Exhibit No. 1-SR  

•  

• Verification of Vanessa Okum  

•  

• I&E Statement No. 2 – Direct Testimony of D. C. Patel  

•  

• I&E Exhibit No. 2  

•  

• I&E Statement No. 2-SR – Surrebuttal Testimony of D. C. Patel in both 

Proprietary and Non-Proprietary format  

•  

• I&E Exhibit No. 2-SR in both Proprietary and Non-Proprietary format  

•  

• Verification of D. C. Patel  

•  

• I&E Statement No. 3 – Direct Testimony of Ethan H. Cline in both Proprietary 

and Non-Proprietary format  

•  
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• I&E Exhibit No. 3 in both Proprietary and Non-Proprietary format  

•  

• I&E Statement No. 3-SR – Surrebuttal Testimony of Ethan H. Cline  

•  

• Verification of Ethan H. Cline  

•  

• I&E Statement No. 4 – Direct Testimony of Robert N. Gobrecht IV in both 

Proprietary and Non-Proprietary format  

•  

• I&E Exhibit No. 4 in both Proprietary and Non-Proprietary format  

•  

• I&E Statement No. 4-SR – Surrebuttal Testimony of Robert N. Gobrecht IV  

•  

• Verification of Robert N. Gobrecht IV  

 

OCA 

 

DIRECT TESTIMONY  

OCA Statement No. 1: Direct Testimony of Michael Deupree consisting of written 

testimony with signed verification of Michael Deupree, and the following:  

 

• Exhibit MWD-1 through Exhibit MWD-8  

 

OCA Statement No. 2: Direct Testimony of Jared Geiger consisting of written testimony 

with signed verification of Jared Geiger, and the following:  

 

• Appendix A – Resume of Jared Geiger  

• Schedule JNG-1 through Schedule JNG-23  

 

CONFIDENTIAL OCA Statement No. 2: Confidential Direct Testimony of Jared Geiger 

consisting of written testimony with signed verification of Jared Geiger, and the 

following:  

 

• Appendix A – Resume of Jared Geiger  

• Schedule JNG-1 through Schedule JNG-23  

 

OCA Statement No. 3: Direct Testimony of David Garrett consisting of written testimony 

with signed verification of David Garrett, and the following:  
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• Exhibit DJG-1 through Exhibit DJG-27  

• Appendix A through Appendix E  

 

OCA Statement No. 4: Direct Testimony of Roger Colton consisting of written testimony 

with signed verification of Roger Colton, and the following:  

 

• Exhibit RDC-1: Summary Vitae  

 

OCA Statement No. 5: Direct Testimony of Brendan Larkin-Connolly consisting of 

written testimony with signed verification of Brendan Larkin-Connolly, and the 

following:  

 

• Exhibit BLC-1 – Curriculum vitae (CV) of Brendan Larkin-Connolly  

• Exhibit BLC-2  

 

CONFIDENTIAL  

 

OCA Statement No. 5:  

 

Direct Testimony of Brendan Larkin-Connolly consisting of written testimony with 

signed verification of Brendan Larkin-Connolly, and the following:  

 

• Exhibit BLC-1 – Curriculum vitae (CV) of Brendan Larkin-Connolly  

• Exhibit BLC-2  

 

REBUTTAL TESTIMONY  

 

OCA Statement No. 1R: Rebuttal Testimony of Michael Deupree consisting of written 

testimony with signed verification of Michael Deupree.  

 

OCA Statement No. 3R: Rebuttal Testimony of David Garrett consisting of written 

testimony with signed verification of David Garrett.  

SURREBUTTAL TESTIMONY  

OCA Statement No. 1SR: Surrebuttal Testimony of Michael Deupree consisting of 

written testimony with signed verification of Michael Deupree.  

 

OCA Statement No. 2SR: Corrected Surrebuttal Testimony of Jared Geiger consisting of 

written testimony with signed verification of Jared Geiger.  

• Exhibit JG-2SR-1 through Exhibit JG-2SR-9  

• Schedule JNG-1-SR through Schedule JNG-23-SR  
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CONFIDENTIAL  

OCA Statement No. 2SR: OCA Statement No. 2SR: Confidential Surrebuttal Testimony 

of Jared Geiger consisting of written testimony with signed verification of Jared Geiger  

• Exhibit JG-2SR- 1 through Exhibit JG-2SR-9  

• Schedule JNG-1-SR through Schedule JNG-23-SR  

 

OCA Statement No. 3SR: Surrebuttal Testimony of David Garrett consisting of written 

testimony with signed verification of David Garrett, and the following:  

 

• Exhibit DG-3SR  

 

OCA Statement No. 4SR: Surrebuttal Testimony of Roger Colton consisting of written 

testimony with signed verification of Roger Colton.  

 

OCA Statement No. 5SR: Surrebuttal Testimony of Brendan Larkin-Connoly consisting 

of written testimony with signed verification of Brendan Larkin-Connoly.  

 

ADDITIONAL EXHIBITS  

 

OCA Hearing Exhibit 1: List of Evidence to be Moved into the Evidentiary Record 

by the Office of Consumer Advocate (OCA) 

 

OSBA 

 

• Direct Testimony of Joseph Kubas, labeled OSBA 

Statement No. 1, on behalf of the Office of Small Business 

Advocate (“OSBA”), with signed Verification of Joseph 

Kubas.  

 

• Direct Testimony and Exhibit of Mark D. Ewen, labeled 

OSBA Statement No. 2, with associated Exhibit IEc-1, on 

behalf of the Office of Small Business Advocate 

(“OSBA”), with signed Verification of Mark D. Ewen.  

 

• Rebuttal Testimony of Mark D. Ewen, labeled OSBA 

Statement No. 2-R, on behalf of the Office of Small 

Business Advocate (“OSBA”), with signed Verification of 

Mark D. Ewen.  
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• Surrebuttal Testimony of Joseph Kubas, labelled OSBA 

Statement No. 1-SR, on behalf of the Office of Small 

Business Advocate (“OSBA”), with signed Verification of 

Joseph Kubas.  

 

CAUSE-PA 

 

-Direct Testimony of Patrick M. Cicero on Behalf of The Coalition for Affordable Utility 

Services and Energy Efficiency in Pennsylvania (CAUSE-PA), CAUSE-PA Statement 1 

(As Corrected by Errata July 15, 2026 and July 31, 2026). 89 pages of written testimony  

 

• Appendix A: Resume, Patrick Cicero  

 

• Appendix B: Cited Discovery Responses  

 

• Appendix C: Exhibits Cicero C-1 through C-4  

 

-Surrebuttal Testimony of Patrick M. Cicero on Behalf of The Coalition for Affordable 

Utility Services and Energy Efficiency in Pennsylvania (CAUSE-PA), CAUSE-PA 

Statement 1-SR 63 pages of written testimony  

 

• Appendix A: Cited Discovery Response  

 

-Verification of Patrick M. Cicero to CAUSE-PA Statement 1 and CAUSE-PA Statement 

1-SR  

 

-CAUSE-PA Stipulated Exhibit 1 – Pittsburgh Post Gazette, April 28, 2024 

 

PIOGA 

 

• Direct Testimony of Daniel J. Weaver  

• Sur-Rebuttal Testimony of Daniel J. Weaver  

• Direct Testimony of D. Marc Jacobs, Jr.  

• Sur-Rebuttal Testimony of D. Marc Jacobs, Jr.  

• Direct Testimony of Shane Kriebel  

• Sur-Rebuttal Testimony of Shane Kriebel.  
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WEATHERIZATION TASK FORCE 

 

PWPTF Statement No. 1 - Direct Testimony of Jennifer Warabak 

 

RESA 

• Direct Testimony of Francis Caliva (RESA/Caliva Statement No. 1), with 

Exhibits CR-1, CR-2, CR.3, CR-4, CR-5 and CR-6  

 

• Surrebuttal Testimony of Francis Caliva (RESA/Caliva Statement No. 1-

SR) 

 

On August 26, 2026, Main Briefs were filed by Peoples, I&E, OCA, 

OSBA, CAUSE-PA, PIOGA, and RESA. 

 

Reply Briefs were filed on September 4, 2026, by Peoples, I&E, OCA, 

OSBA, CAUSE -PA, PIOGA, RESA and the Weatherization Task Force.  

 

The record closed on September 4, 2026, the deadline for the filing of 

Reply Briefs. 

 

The hearing record consists of the transcripts, the evidence and exhibits 

admitted at the August 5 evidentiary hearing, and all briefs.  This matter is now ready for 

a Recommended Decision. 

 

Public Input Hearings 

 

On June 2, 2026, the first two in-person public input hearings were held at 

1:00 p.m. and 6:00 p.m. in Johnstown, Pennsylvania.  No witnesses testified at either the 

1:00 p.m. or the 6:00 p.m. hearings. 
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On June 3, the next two in-person public input hearings were held at 

1:00 p.m. and 6:00 p.m. in Pittsburgh, Pennsylvania.  At 1:00 p.m., six witnesses 

testified.  Jessica Semler testified on behalf of Pennsylvania State Senator Lindsey 

Williams and read Senator Williams’ statement into the record.  Tr. 62.  Ms. Semler 

conveyed that Senator Williams and her colleagues are “working to improve affordability 

for the people of Pennsylvania, and that includes addressing the unacceptable rise in 

utility costs that we are all facing.”  Tr. 63.  Ms. Semler further conveyed that Peoples is 

seeking to give its investors an 11.25 percent rate of return, similar to the 12 percent 

return on equity (ROE) granted in 2024.  The statement noted that customers cannot 

offset this increase by conserving energy, as “most of the requested increase would come 

from the fixed monthly customer charge.”  Tr. 64.  The Statement emphasized that 

Senator Williams has heard from many constituents about how increased costs are 

impacting their lives.  Funding for programs like SNAP, LIHEAP and 

Medicare/Medicaid is uncertain.  The Statement further emphasized that the hard 

working families of Pennsylvania “cannot and should not be expected to pay more for 

their utilities,” and asked for the rate case to be withdrawn.  Tr. 64-65. 

 

Bridget Barrett, District Office Director for Pennsylvania State 

Representative Emily Kinkead, testified next on behalf of Senator Kinkead.  Tr. 67.  

Similar to Senator Williams’ statement, Representative Kinkead’s statement focused on 

the rising costs of vital utility services and the financial relief sorely needed by the 

constituents of Pennsylvania.  Representative Kinkead’s statement stressed that seniors 

on fixed incomes and working families call her office daily to find relief for the financial 

strains they are enduring.  Tr. 67.  Representative Kinkead acknowledged that utilities 

must occasionally adjust rates to maintain safe and effective services, but “the 

consistently high requests from many utilities across the Commonwealth these last 

several years have been unreasonable.”  Tr. 68.  Representative Kinkead called on stricter 

limitations for a utility’s ability to raise rates.  Tr. 68. 
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Richard Culbertson testified on behalf of himself.3  Mr. Culbertson 

provided documentation purported to be his written testimony.  Tr. 70.  Mr. Culbertson 

testified that he is a resident of Mount Lebanon and a Peoples customer.  Tr. 72. 

Mr. Culbertson testified that Pennsylvania consumers should not be asked to pay a single 

dollar more than is needed to support safe and reliable utilities.  Tr. 81.  Mr. Culbertson 

recommended that the PUC:   

 

pause this rate case until they [PUC] establish efficient, proper 

and due process in accordance with Pennsylvania Public 

Utility Code. This includes independent and reliable audits 

conducted by competent third party auditors and assurance that 

Peoples has effective internal controls over its operations, 

including effective and efficient auditor operations, reliable 

reporting, financial and non-financial, and compliance with 

appropriate laws, regulations, standards and orders. In 

addition, the assurance is that the rate base is free from waste, 

fraud, abuse and mismanagement and unsafe conditions.  

 

Tr. 105.  

 

Catherine Qureshi, CEO of the Pittsburgh Parks Conservancy, testified on 

behalf of the Parks Conservancy.  Tr. 110.  Ms. Qureshi spoke in support of Peoples 

Natural Gas, and noted that for nearly 30 years, the Parks Conservancy has worked to 

strengthen its communities, and Peoples has been a long-standing and valued partner in 

that mission.  Ms. Qureshi recognized the importance of “maintaining and strengthening 

the infrastructure and services that communities rely on every day,” and averred that 

Peoples pairs that “responsibility with meaningful reinvestment into the neighborhoods it 

serves.”  Tr. 111. 

 
3  The Company filed objections to Mr. Culbertson’s testimony on June 15, 

2026.  While it is agreed that much of Mr. Culbertson’s testimony was not relevant to the 

instant proceeding, which involves Peoples’ base rate increase, the rates charged, and 

service provided by Peoples, in light of the fact that Mr. Culbertson was not represented 

by counsel and is not an attorney, the Company’s objections will be denied, but 

Mr. Culbertson’s testimony will be given the proper weight in this Decision. 
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Christopher Harrison, a professor and Peoples customer, testified on behalf 

of himself.  Tr. 113-114.  Mr. Harrison testified that “this rate increase is principally 

about return to shareholder value.”  Tr. 114.  Mr. Harrison further testified that gas prices 

have actually fallen in the last two decades because of the abundance of natural gas in 

Western Pennsylvania.  Tr. 114-115.  Mr. Harrison averred that Peoples’ current rate of 

return of 7.1% is already good, and the proposed increase to 11.3% is excessive.  Tr. 115. 

 

Ross Miller testified on behalf of Pittsburgh Vintage Grand Prix, a 

501(c)(3) nonprofit.  Tr. 118-119.  Mr. Miller explained how Peoples supports their 

nonprofit by explaining: 

 

We operate a large scale motorsport event every July with a 

series of ancillary events around the periphery of it. Our event 

in Schenley Park every July is one of the largest of its kind in 

the country. And our mission benefits individuals with autism 

and intellectual and developmental disabilities. We are one of 

the largest fundraisers for autism in the state of Pennsylvania. 

And we would not be able to host our event without the support 

of Peoples and other community minded organizations like 

them.   

 

Tr. 119. 

 

At 6:00 p.m., eight witnesses testified.  Carrie Nolan-Robinson, Executive 

Director of the Northside Chamber of Commerce, and a Peoples customer, testified on 

behalf of the Chamber and on her own behalf as a resident. Tr. 145-146. Ms. Nolan-

Robinson testified that she recognized the “importance of maintaining safe, reliable 

infrastructure” and the costs required to maintain it.  Tr. 146 - 147.  However, 

Ms. Nolan-Robinson requested that the Commission consider whether now is the time to 

impose a new increase, or if no increase or a reduced increase would be more appropriate 

“given the economic realities facing Pennsylvania households and businesses.”  Tr. 147.  
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Ms. Nolan-Robinson discussed in detail the many economic struggles being faced by 

residents and businesses alike.  Tr. 147.   

 

Ms. Nolan-Robinson also urged the Commission to expand eligibility for 

customer assistance programs by increasing household income limits, and the expansion 

may enable more seniors and economically challenged households to qualify for 

programs that can help.  Tr. 148. Ms. Nolan-Robinson also asked the Commission to 

consider the uncertainty surrounding pending merger and acquisition involving Peoples, 

and that Customers are being asked to incur higher costs prior to clarity surrounding the 

long-term impacts of these corporate changes.  Tr. 148. 

 

Thomas West, small business owner and residential customer of Peoples, 

testified. Tr. 150-151.  Mr. West testified that he is running for the Pennsylvania State 

Senate.  Tr. 151.  Mr. West testified regarding the aging infrastructure needs of Peoples, 

weighed against the financial struggles and limits of the customers, and urged the 

Commission to ensure transparency, fairness, and that every dollar approved by the 

Commission is necessary and reasonable. Tr. 151-154. 

 

Garrett Ebeck, drafter and Peoples customer, testified on behalf of himself.  

Tr. 155-156.  Mr. Ebeck testified about his concerns regarding the price of his gas (and 

other utility) bills, as well as the increase of the DSIC charge.  Tr. 156-157.  Mr. Ebeck 

also noted the income that the Company earned last year and questioned how necessary 

the rate increase was.  Tr. 158.  Mr. Ebeck also testified regarding his concerns about the 

Company’s Weather Normalization Adjustment and the confusion it elicits among 

customers.  Tr. 158-159. 

 

Hersh Merenstein, Senior Director of External Affairs with the Boys and 

Girls Clubs of Western Pennsylvania, and Peoples customer, testified on behalf of the 

Boys and Girls Club. Tr. 161-162.  Mr. Merenstein testified that “Peoples has been a 
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valued partner to our organization, providing meaningful support that directly benefits the 

youth we serve,” and discussed the many ways Peoples has helped the organization. 

Tr. 163-164. 

 

Matthew Kaminski, mechanical engineer and a Peoples customer, testified 

on behalf of himself.  Tr. 165-166.  Mr. Kaminski testified that he has worked in the 

nuclear power industry and oil and gas industries for the past 15 years, “both designing 

and constructing large energy infrastructure projects, including natural gas pipelines, 

compressor stations, metering and regulating stations.”  Mr. Kaminski currently works at 

the U.S. Department of Energy.  Tr. 166-167.  Mr. Kaminski asked a number of questions 

regarding the requested rate increase and Peoples’ operations, including, but not limited 

to, whether the utility upgrades are already completed or are they for 5 future upgrades; 

whether Peoples performs the upgrades themselves or if the work contracted out; and if 

contracted out, whether the projects are competitively bid to qualify contractors to ensure 

the best value is obtained for the money. Tr 167-168.  On behalf of Peoples, Attorney 

Moore explained that many of Mr. Kaminski’s questions are answered by technical 

experts throughout the course of the litigation, and the information is available for public 

review.  Tr. 170. 

 

Ms. Jaclyn Clifford, attorney and a Peoples customer, testified on behalf of 

herself.4 Tr. 171-172.  Ms. Clifford testified that she opposes the requested rate increase 

and asked the Commission to reject it completely.  Tr. 173.  Ms. Clifford discussed the 

timing of the request as the economy is currently struggling, the impact that inflation is 

already having on customers, and the income that the Company has earned.”  

Tr. 173-175. 

 

 
4  While every other witness made themselves available for 

cross-examination, Ms. Clifford unfortunately left the room following her testimony 

before all attorneys had the opportunity for cross-examination.  Tr. 181. 
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Matthew Popovic, a teacher and a Peoples customer, testified on behalf of 

himself.  Tr. 177.  He urged the Commission to track where the profits are going, and the 

salaries of the corporate executives, as it considers the requested rate increase, especially 

in light of the financial constraints of its customers.  Tr. 178-179. 

 

Jack Stewart, locksmith and a Peoples customer, testified on behalf of 

himself. Mr. Stwart noted the high gas prices, the identity of many of Peoples’ 

shareholders, and questioned whether the purpose of the rate increase was to pay the 

shareholders.  Tr. 182-183. 

 

On June 10, the next two in-person public input hearings were held at 

1:00 p.m. and 6:00 p.m. in Greensburg, Pennsylvania.  At 1:00 p.m., one witness testified.  

Michael Daniher, chief operating officer for the Laurel Highlands Council, Scouting 

America, and Peoples customer, testified on behalf of the organization and himself.  

Tr. 199-200.  Mr. Daniher testified about how Peoples partners with the organization to 

help youth to determine the professional path they will choose for their lives, and his 

appreciation for their financial support of the organization.  Tr. 200-201.  As a resident, 

Mr. Daniher testified that he owns properties that utilize propane, and propane prices are 

very volatile, and he cannot plan his budgets as he can for natural gas.  Tr. 201.  

Mr. Daniher, the fire chief in his community, also testified about the assumed gas 

emergencies that Peoples will dispatch for only to find that they are not emergencies at 

all, and the expense that costs the Company.  Tr. 202.  Mr. Daniher also discussed the 

expense of Peoples addressing true gas emergencies, and that the volunteer firefighters in 

the community appreciate the support.  Tr. 202-204.  

 

At 6:00 p.m., one witness testified.  Nick Hoffman, a Peoples customer, 

testified on behalf of himself.  Tr. 220-222.  Mr. Hoffman testified that the proposed 

increase is too high, and his MCF charges on his last three bills were excessive. Tr. 222.  

Mr. Hoffman testified that utilities should plan for future infrastructure changes by saving 
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money over time, rather than obtaining increases from customers.  Mr. Hoffman also 

testified against the continuation of Peoples’ Weather Normalization Adjustment (WNA) 

and Peoples’ proposed change to its heating degree days charge.  Tr. 222-224. 

 

On June 11, the final two public input hearings were held telephonically at 

1:00 p.m. and 6:00 p.m.  At 1:00 p.m., one witness testified.  Mark Szybist, Special 

Counsel for Energy Affordability for Governor Shapiro, testified.  Tr. 247-248.  

Mr. Szybist read a statement from Governor Shapiro into the record.  Mr. Szybist also 

sought, and I granted, the admission of the Governor’s written statement, and a letter the 

Governor issued dated April 29, 2026, into the record.  Tr. 249, 259.  Mr. Szybist 

testified that the April 29, 2026 letter was an open letter to utility leaders “that calls 

attention to the rising utility cost across the Commonwealth and calls on utility leaders to 

implement a new approach to raising capital and investing in their systems. Specifically, 

the letter calls on utilities to implement three new practices, none of which requires new 

law or new action by the Public Utility Commission.”  Tr. 250.  The letter urged utilities 

to seek to raise capital in the most effective way possible, and “absent extraordinary 

justification, the equity share of a distribution utility should not exceed the equity share 

of the holding company.”  Tr. 250-251.  The letter also urged utilities to clearly and 

plainly explain why any new proposed investments are necessary, “using transparent data 

and justify the cost-effectiveness of those investments,” and evaluating alternatives to 

make sure that the investments truly are the most cost-effective options. Tr. 251.  The 

Governor’s letter also articulated that utility companies must propose justifiable returns 

on equity when they propose an increase of their rates.  The letter also proposed a new 

process for determining new returns on equity through competitive bids. Tr. 252.  And, 

the letter stated that absent extraordinary circumstances, the capital structure of 

distribution of a utility should have a share of equity that is no greater than the share of its 

parent company.  Tr. 253-254.  The Governor acknowledged that Peoples’ rate case was 

filed prior to the April 2026 letter.  Tr. 252-253. 
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Mr. Szybist then testified regarding the Governor’s comments on the 

Peoples rate case.  First, the Governor notes that the capital structure that Peoples has 

proposed has equity-heavy structure that is very different from the equity in the capital 

structure of Peoples' ultimate parent company, Essential Utilities, Inc. Tr. 253.  The 

comments note that Peoples has proposed in this proceeding, a capital structure of 

54.5 percent common equity, 45.5 percent long-term debt.  However, the capital structure 

of Peoples’ parent company, Essential Utilities, is 54.9 percent debt, 45.1 percent equity, 

which means that the parent company is able to access capital at relatively low rates, but 

customers of Peoples pay relatively high costs for capital, which is objectionable under 

the Governor’s letter. Tr. 254. 

 

The comments also note that much of Peoples proposed increase is 

traceable to its Long-Term Infrastructure Improvement Plan, and it does not provide 

detailed justifications or a cost-effectiveness analysis the Governor has recommended for 

customers.  Tr. 254.  The comments also state that while Peoples discusses the rising cost 

of various inputs, including labor supplies, it is also proposing very large capital 

investment, and these factors combined with the higher ROE appear to be what is leading 

to the increase in rates.  Tr. 255.  The comments further note the 13.1% that will occur for 

the average residential bill, if the rate increase is approved, and that it may not accurately 

reflect the increase in distribution rates that may occur.  Tr. 255-256. 

 

Lastly, the comments conveyed the Governor’s request that Peoples work 

with the parties to develop a proposal that addresses the Governor’s concerns, and the 

Governor objects to Peoples’ current proposed rate application.  Tr. 257-258. 

 

No witnesses testified at the 6:00 p.m. telephonic public input hearing. 
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III. FINDINGS OF FACT 

 

1. On March 27, 2026, Peoples filed Original Tariff Gas – Pa. P.U.C. 

No. 49 and Original Tariff Gas – Pa. P.U.C. No. S-5 seeking a general rate increase of 

approximately $163.2 million per year.5 

 

2. Peoples’ revenue requirement is based upon data for a fully 

projected future test year (“FPFTY”) ending December 26, 2026.  

 

3. This is the Company’s first rate increase request since December 29, 

2023.6  

 

4. The revenue requirement formula used in base rate cases is RR = E 

+ D + T + (RB x ROR).7 

 

5. I&E witness Cline recommended that Peoples use a 10-year period 

to establish normal Heating Degree Days to determine present rate revenue in future 

proceedings.8   

 

6. Mr. Cline’s recommendation was based on the Commission’s 

determination in the 2025 Columbia Gas of Pennsylvania, Inc. (“Columbia Gas”) base 

rate case.9 

 

 
5  Peoples St. 3 at 2-4; Peoples Exh. 2, Sch. 4. 
6  Pa. PUC et al. v. Peoples Natural Gas Company LLC, Docket No. R-2023-

3044549, Recommended Decision (entered July 15, 2024) (adopted Sept. 12, 2024). 
7  I&E MB at 6. 
8  Id. at p. 11-14. 
9  See Pa. P.U.C. v. Columbia Gas of Pa., Inc., Docket No. R-2025-3053499, 

(Opinion and Order entered Dec. 9, 2025). 
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7. Mr. Cline testified that “[u]sing a twenty-year cycle rather than a 

ten-year cycle appears to result in an ‘historical bias’ that diminishes the effect of the 

claimed recent trends and results in providing revenue to the Company when instead, 

customer should be realizing savings.”10  

 

8. Extending the 20-year average analysis to a 65-year regression is not 

consistent with Commission precedent. 

 

9. I&E witness Okum testified against the Company’s use of average 

annual increases to adjust certain historical test year (HTY) expenses as these increases 

are speculative and do not meet the standard of known and measurable and should 

therefore be rejected.11 

 

10. Peoples claimed limited general inflation adjustments with respect to 

the categories of expenses: Payment Processing ($77,284 adjustment) and Advertising 

($75,656 adjustment).  

 

11. Peoples utilized the CPI – Consumer Price Index - for both of these 

categories of 2.70%.12 

 

12. The Commission has allowed general inflation adjustments when 

they are applied to limited categories of expenses.  For example, in PECO Gas, the 

Commission approved the application of the Consumer Price Index to Outside Services 

Costs.13 

 
10 I&E St. 3 at 12, 14 (citing Pa. P.U.C. v. Columbia Gas of Pennsylvania, 

Inc., Docket No. R-2025-3053499 at 301-02 (Order Entered Dec. 9, 2025)). 
11  Id. at pp. 4-5. 
12  Peoples Volume 1, Exhibit No. 4, Schedule 1 at 32. 
13  PA PUC v. PECO Energy Company – Gas Division, Docket No. R-2020-

3018929 (Order entered June 22, 2021) at 10 (“PECO Gas”). 
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13. I&E’s recommendation for labor/vacancy expense was based on 

(1) applying a vacancy rate based on historic vacancies; and (2) adding the salary for the 

Low-Income Usage Reduction Program compliance specialist that the Company 

proposed to include in the Universal Service Program (“USP”) Rider.14 

 

14. Peoples’ 0.54% vacancy rate adjustment did not match its historical 

vacancy levels provided in response to I&E discovery, and as such, I&E maintains that it 

is reasonable to apply the three-year historical average vacancy rate of 4.98% to the 

Company’s claim.15 

 

15. Peoples’ incentive compensation program will enable it to attract and 

retain talent, promoting cost containment and efficiencies, promoting a financially healthy 

Company, which in turn benefits ratepayers in the form of safe and reliable service, and 

being reasonable and prudently incurred. 16 

 

16. The inclusion of financial performance metrics in the Company’s 

incentive compensation program will incentivize employees and management to reduce 

and control costs, seek out and develop productivity improvements, and use Company 

resources in the most efficient manner possible.  For example, the impact that most 

employees have on financial targets is to achieve their O&M budgets, which drives 

employees to be efficient with the costs that they incur and to improve operational 

effectiveness.  These cost savings are ultimately reflected in rates.17 

 

 
14  I&E St. 1-SR at pp. 6-10. 
15  Id. at pp. 18-19. 
16  Peoples St. 2-R at 16-22. 
17  Peoples St. 2-R at 18-19. 
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17. Because financing costs are ultimately reflected in rates, maintaining 

financial health can contribute to lower costs for customers over time. Peoples maintains 

that these outcomes provide both direct and indirect benefits to customers.18 

 

18. I&E recommends an allowance of $18,661,800 for employee 

benefits expense, and a rate base allowance of $23,613,594, based on I&E’s 

recommended adjustments to labor expense.19 

 

19. I&E recommends an allowance of $6,265,643 for corporate 

insurance, based on the Company’s claim being speculative and not known and 

measurable.20 

 

20. Peoples hosts small employee gatherings, such as the Special 

Olympics Polar Plunge event, and team lunches, which are an integral part of the 

Company’s employee recognition and engagement program and are necessary to 

encourage an engaged workforce.21  

 

21. Peoples also holds Service and Safety Awards, which recognize 

employees who have committed their careers to the Company and are an important part 

of employee satisfaction.22 

 

22. Peoples witness Wacher testified regarding why Peoples’ travel and 

entertainment expenses are appropriate. 23 

 

 
18  Peoples St. 2-R at 19-20. 
19  I&E St. 1-SR at 23. 
20  I&E St. 1 at 31-34; I&E St. 1-SR at 27-28. 
21  Peoples St. 2-R at 25-26. 
22  Peoples St. 2-R at 25-26. 
23  Peoples St. 2-R at 27-28. 
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23. The travel and entertainment expenses claimed by Peoples are 

regular business expenses for travel, employee recognition and employee meals, which 

are consistent with the Commission’s precedent allowing costs related to employee 

activities.24 

 

24. I&E recommends an allowance of $1,062,518 for Company 

memberships based on removing the 7.17% annual increase from the Future Test Year 

(FTY) and FPFTY claims as the Company’s claim is speculative and not known and 

measurable.25 

 

25. The Company’s claim for license and permit expense is $738,885.26 

 

26. Peoples’ claim for utilities and fuel expense is $3,084,199.27 

 

27. I&E recommended an allowance of $259,746 for advertising 

expense.28   

 

28. I&E’s reduction was based on the removal of advertising related to 

sponsorships and sports partnerships, as well as the removal of the inflation adjustment 

included in Peoples’ claim.29 

 
24  See UGI Electric at 70-71 (allowing employee recognition costs); see also 

PA PUC v. PECO Energy Company – Gas Division, Docket No. R-2020-3018929, Order 

entered June 22, 2021 at 101 (allowing Travel, Meals and Entertainment Costs); Pa. PUC 

v. Pennsylvania-American Water Company, Docket No. R-00943231, 1995 Pa. PUC 

LEXIS 170 at *37-39 (Order entered July 24, 1995) (allowing expenditures on employee 

activities that have a positive impact on employee morale and productivity).  
25  I&E St. 1 at 36-37; I&E St. 1-SR at 29-30. 
26 I&E St. 1 at 38 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 19). 
27 I&E St. 1 at 40 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 20). 
28  I&E St. 1-SR at 34. 
29  I&E St. 1 at 43-45. 
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29. The advertisement programs of Peoples do not appear to meet the 

criteria of 66 Pa.C.S. § 1316(a). 30 

 

30. I&E recommends an allowance of $746,507 for Peoples’ fleet 

expense claim, based on Company’s claim being speculative and not known and 

measurable.31 

 

31. I&E recommends an allowance of $10,183,664 for materials and 

supplies expense, based on Peoples’ claim being speculative and not known and 

measurable.32 

 

32. Peoples’ historic average base rate case filing frequency is 

56 months. 33 

 

33. I&E recommends the three-year-average of net cash contributions 

for 2023, 2024 and 2025 for pension expense. 34 

 

34. I&E recommends an allowance of $19,947,180 for outside services – 

contracted, based on the Company’s claim being speculative and not known and 

measurable.35 

 

 
30  See 66 Pa. C.S. § 1316(a). 
31  I&E St. 1 at 45-47; I&E St. 1-SR at 34-35. 
32  I&E St. 1 at 47-49; I&E St. 1-SR at 35-36. 
33  Id. at pp. 54-55. 
34  I&E St. 1-SR at 21-22 (citing Peoples Exh. No. 4, Sch. 1 at 8). 
35  I&E St. 1 at 23-25; I&E St. 1-SR at 24-25. 
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35. I&E recommends an allowance of $5,406,725 for outside services – 

administrative and general, based on the Company’s claim being speculative and not 

known and measurable.36 

 

36. Peoples proposed a Hot Water Tank Pilot for consumers to lower 

their annual energy bills by switching from electric water heaters to natural gas water 

heaters, to be implemented over a three-year period beginning in January 2027.37  

 

37. The Hot Water Tank Pilot is designed to provide a $1,000 rebate to 

eligible residential customers to encourage installation of high-efficiency natural gas hot 

water tank appliances and to offset the up-front cost of installation.38  

 

38. The Hot Water Tank Pilot is expected to help save consumers 

approximately $195 - $375 per year by using a natural gas tank to heat water rather than 

an electric tank.39 

 

39. The HTY expense amount reflects a significant escalation in 

Peoples’ historical experienced cost for payment processing; i.e., its adoption of a no-fee 

credit card payment system resulted in a significant increase to the expense which is 

already reflected in the HTY amount.40 

 

40. I&E has accepted Peoples’ reduction to its building leases expense 

claim in the amount of $785,433.41 

 

 
36  I&E St. 1 at 28-30; I&E St. 1-SR at 26-27. 
37  Peoples St. 8 at 9. 
38  Peoples St. 8 at 9. 
39  Peoples St. 8 at 12. 
40  OCA St. 2 at 25.  
41  I&E St. 1-SR at 3. 
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41. No party challenged the Company’s claim for building leases.42   

 

42. Including costs in base rates, as opposed to a rider, enables parties to 

review the costs in the context of the rate case. 43 

 

43. Recovering costs through the Universal Service Rider could isolate 

individual cost increases from the other changes in Peoples’ cost of service that will 

result from improved program performance.44 

 

44. The OCA recommends utilizing the average experienced expense 

amount for the past three years, for an adjustment to Peoples’ FPFTY expense claim of 

$823,737.45 

 

45. OCA witness Colton recommended that the Commission reduce 

Peoples’ residential collection expense claim by $3.834 million.46 

 

46. The reduction recommended by OCA for the residential collection 

expense claim would not require customers to fund more than 50% of Peoples’ claimed 

collection expense.47 

 

47. While the ELG procedure calculates depreciation for each equal life 

group, the ASL (or ALG) procedure depreciates every asset within an account over the 

average life of the entire account. 48 

 
42  Peoples St. 2-R at 24; I&E St. 1 at 30-31. 
43  I&E St. 1 at 58-59; I&E St. 1-SR at 39-41. 
44  Id. 
45  OCA St. 2SR at 16.  
46  OCA St. 4SR at 30. 
47  OCA St. 4 at 50.  
48  Peoples St. 16-R at 3-4.  
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48. Using equal life groups, rather than an average life, as the basis for 

depreciation provides a more precise calculation that better matches recovery with 

consumption of assets by depreciating assets that have shorter lives than the average over 

their shorter lives. 49 

 

49. Only a small percentage, approximately 1.55%, of the assets will 

have an 80 year service life. The majority of these assets will have a service life different 

than 80 years.50 

 

50. The ELG procedure allocates depreciation expense in a manner that 

approximates the actual life of each equal life group.51 

 

51. ELG leads to higher depreciation expenses in the short term, it 

results in lower revenue requirements over the long term.52 

 

52. The Company’s most recent annual depreciation report was filed on 

June 30, 2026, and was approved for accounting purposes using the ELG procedure.53 

 

53. The Company’s common equity ratio is within the range of actual 

common equity ratios of the proxy group of gas companies used in this proceeding.54 

 

54. When comparing the Company’s equity ratio to the five-year 

average equity ratio that ranges from 48.15% to 60.07%, the Company’s equity ratio is 

 
49  Peoples St. 16-R at 3-4.  
50  Id.  
51  Id.  
52  Peoples St. 16-R at 17.  
53  Peoples St. 16-R at 22-23.  
54  Peoples St. 15 at 59-60.  
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within the range of the proxy group, and in fact, is slightly below the proxy group mean 

and median of 54.63% and 55.04%, respectively.55 

 

55. In Columbia 2025, the Commission allowed Columbia an equity 

ratio of 54.40%, where the equity ratio range was 35.96% to 60.16%.56 

 

56. Imputing a hypothetical capital structure that is materially more 

leveraged as some of the parties have suggested in this case could result in Peoples facing 

a credit downgrade as was the case for some utilities in other states.57 

 

57. The Company’s proposed debt cost rate to be used in determining 

the rate of return is 4.61%.58 

 

58. There is no dispute concerning the debt cost rate.59   

 

59. CAPM inputs are subjective, and other than beta, not company or 

industry specific.60   

 

60. The DCF is the most reliable of the cost of equity models, though a 

CAPM analysis does provide value and the Commission has recently relied on a 

combination of both the DCF and CAPM models.61 

 

 
55  Peoples St. 15-R at 19; Peoples Exh. JEN-6R.  
56  Columbia 2025 at 209-10. 
57  Peoples St. 15-R at 31-32. 
58  Peoples St. 15 at 61.  
59  Peoples MB at 69. 
60  Id. at 37. 
61  Id. 
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61. I&E’s recommended ROE of 10.20% for the Company in this case is 

comparable, yet higher than the national average authorized ROE of 9.69% for gas 

distribution utilities.62 

 

62. Peoples’ proposed a 65-year regression analysis in determining the 

WNA’s normalization period.63   

 

63. If Peoples’ WNA continues, I&E witness Cline recommended that 

Peoples use a 10-year period to establish normal HDDs to determine present rate revenue 

in future proceedings.64 

 

64. Using a twenty-year cycle rather than a ten-year cycle appears to 

result in an historical bias that diminishes the effect of the claimed recent trends and 

results in providing revenue to the Company when instead, customer should be realizing 

savings.”65 

 

65. If Peoples’ present WNA continues, the deadband of 3% should be 

increased to 5%, because this percentage more adequately captures what could be 

considered normal weather fluctuations in Pennsylvania and places more of the burden 

for weather variation back on the Company as a normal part of doing business.66 

 

66. Peoples’ proposed effective date of rates coincides with the end of 

the suspension period which is December 26, 2026. 

 

 
62  I&E St. 2 at 38. 
63  I&E St. 3 at 14. 
64  Id. at p. 11-14. 
65 Id. at p. 14 (citing Pa. P.U.C. v. Columbia Gas of Pennsylvania, Inc., 

Docket No. R-2025-3053499 at 301-02 (Order Entered December 9, 2025)). 
66  I&E St. 3 at 7. 
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67. Peoples proposed to apply a defined credit adjustment to offset the 

USP Rider charges that are paid for by non-CAP residential customers through the periods 

of January 1, 2027 through March 31, 2027 (Year 1) and January 1, 2028 through 

March 31, 2028 (Year 2).67  

 

68. The one-time credit adjustment will be comprised of the sales and use 

tax refund of $3.9 million plus the tax repairs deduction collar which is estimated to be 

$1.2 million for 2025 and more than $15 million in 2026.68  

 

69. The one-time credit adjustment will help income-eligible customers 

who are not participating in CAP as well as those customers whose incomes exceed CAP 

eligibility but may still be constrained by their monthly bill obligations by reducing 

monthly bills for non-CAP residential customers.69  

 

70.  The Company proposes to revise the bad debt offset calculation, 

specifically the CAP participation level that prompts when the bad debt offset is 

applicable and the uncollectible amount used in the calculation.70 

 

71. The purpose of these proposed changes are to align both the CAP 

participation level and the uncollectible percentage used in the bad debt offset 

calculation with more recently experienced trends.71  

 

 
67  Peoples St. 3 at 6-9. 
68  Peoples St. 2 at 22-23; Peoples St. 3 at 6-9. 
69  Peoples St. 10 at 20-21. 
70  Peoples MB 117-118. 
71  Peoples MB 117-118. 
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72. The Company would accept OCA witness Mr. Colton’s 

recommendation for establishing the uncollectible percentage using a multi-year 

average for 2023/2024, which results in an offset of 7.4%.72 

 

73. In 2024, Peoples had an estimated low-income population of 

approximately 144,472 customers and had identified 112,624 customers as Confirmed 

Low-Income (CLI), yet only 25,738 customers participated in CAP, a participation 

rate of just 22.9 percent of Confirmed Low-Income customers.73 

 

74. Both Task Force witness Ms. Warabak’s and I&E witness 

Ms.  Okum’s calculations for additional LIURP jobs were less than the Company’s 

minimum annual LIURP budget of $3,500,000 agreed to in the Low-Income Stipulation 

at Docket No. R-2023-3044549.74   

 

75. Peoples states that its Hardship Fund provides grants of up to 

$500 to customers with incomes up to 200% of the FPL. Customers with incomes 

between 151-200% of the FPL are referred to the Hardship Fund before CAP 

enrollment, in order to reduce their total balance.75 

 

76. A utility’s termination procedures are a critical component of the 

utility’s service and adequate termination practices are important to ensuring that 

termination remains an action of last resort.76 

 
72  Id. at p. 16; Peoples Exh. No. CAS-5R.  
73  Id. at 49-50. 
74  I&E MB at 57. 
75  Peoples St. 10 at 4. 
76  See 52 Pa. Code §§ 56.81-56.118 (Commission’s regulations regarding 

termination procedures); see also Universal Service Programs & Collections 

Performance 2024 Report, Pa. PUC, 11 (Jan. 2026) (“Termination of public utility 

service is the most serious consequence of customer nonpayment and is viewed as a last 

resort when customers fail to meet their payment obligations.”).  
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77. Measures requiring the utility to analyze adverse trends and 

develop processes for addressing identified service problems may be needed.77 

 

78. Peoples may need to conduct an independent root cause analysis 

to determine what is driving the disproportionate level of utility disconnections within 

the Company’s service territory.78 

 

79. Peoples proposed to revise its tariff to provide that customers 

enrolled in CAP may not use natural gas for recreational purposes, such as pool 

heaters and/or hot tubs, recreational appliances, outdoor appliances, and heated 

outdoor buildings.79 

 

80. Peoples emphasizes that the prohibition of recreational natural 

gas use is an existing provision within the Company’s Commission-approved USECP.  

The Company can be and has been penalized where it fails to identify recreational 

natural gas use.80 

 

81. Peoples agrees to periodically meet with I&E to review its root 

cause analyses and metrics related to specific causes of damages.81 

 

82. I&E witness Mr. Gobrecht highlighted the usefulness and safety 

benefits of methane detectors within structures and the ability of real-time smart 

 
77  Pa. PUC v. Phila. Gas Works, Docket Nos. R-2023-3037933 et al., Opinion 

and Order (Nov. 9, 2024). 
78  OCA St. 4 at 4-5, 51-57. 
79  Peoples St. 13 at 5; Peoples St. 10 at 8. 
80  Peoples St. 10-R at 3-4. 
81  Peoples St. 8-RJ at 5. 
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reporting technology to simultaneously notify the customer and the emergency gas 

response officials to potentially hazardous situations.82   

 

83. Mr. Gobrecht also opined that implementation of a methane 

detector pilot program would provide Peoples’ customers with a safety tool that 

provides early warning alarms signaling a gas leak and a potentially hazardous 

situation.83 

 

84. Implementing an early warning audible alarm will afford 

additional time to safely evacuate and notify the emergency response officials.84 

 

85. I&E recommended that the Company implement a pilot program 

utilizing 500 to 1,000 Smart Remote Methane Detectors (“SRMDs”) to allow for a 

study of the devices’ effectiveness as well as the use of Advanced Metering 

Infrastructure (“AMI”) and LoRaWAN or other communication technologies for 

notification methodology utilized by these devices as part of its pilot program.85   

 

86. Peoples maintains a Purchase Of Receivables program in which 

Natural Gas Suppliers (“suppliers” or “NGS”) can sell eligible customer commodity 

receivables to Peoples at a tariff-approved discount.86 

 

87. Peoples submits that gathering systems move conventionally 

produced gas from the producer to the distributor. They benefit both producers and 

customers by functioning as what is often the sole means of delivery of gas for a 

 
82  I&E St. 4 at 16-19.   
83  Id.   
84  Id. 
85  Id. at pp. 20-21. 
86  Peoples St. 21-R at 2.  
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producer and result in cost savings to customers. The proposed rate increase for Rate 

AGS represents a reasonable shared contribution to cover increased operating and 

maintenance costs, as well as increased capital to upgrade gathering lines.87 

 

88. Peoples is limiting any new contracts to term of ten years and 

verifying competitive alternatives prior to entering into a new contract. As a result, 

Peoples has reduced its number of negotiated contracts from 17 to 11.88 

 

89. No party challenged the inclusion of the items related to the merger 

of PNG Gathering into Peoples.89   

 

90. Once a class revenue allocation is determined, development of a 

rate design will address how the tariffed rates and rate elements will generate the 

allocated revenues.90 

 

91. OCA’s alternative class classification of distribution mains 

incorporates a peak and average cost allocation method, which uses weights based on 

the company’s test year system load factor.91 

92. OCA’s proposal uses data that is specific to Peoples for an 

allocation of mains costs.  Its weighting is based on the Peoples’ test year system load 

factor and, specifically, would base weights on a ratio of peak day system 

requirements to average daily system requirements.92 

 
87  Id. 
88  Peoples St. 8-R at 4.  
89  Peoples MB 149. 
90  I&E MB at 48.   
91  Id. (citing OCA St. 1 at 58-59). 
92  OCA St. 1 at 53-59.   
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93. OCA submits that its ACOSS should be used to apportion the 

revenue requirement across Peoples’ customer classes because it adheres to 

ratemaking principles.93 

94. OSBA ultimately found OCA’s proposed revenue allocation, 

which is a more gradual progress to cost-based rates in comparison to Peoples’ 

proposal, to be reasonable given the size of the proposed rate increases in this 

proceeding.”94 

95. Peoples proposes to increase the Residential customer charge 

from $16.80 to $26.00 as supported by the Company’s customer cost analysis.95 

96. OCA submits that it has demonstrated that Peoples’ proposal to 

increase the monthly basic service charge for residential customers by 54.8 percent 

should be rejected.96 

97. OCA witness Mr. Deupree found that customer-related costs to 

provide service to residential customers on the Company’s system are approximately 

$21.98 per customer per month.97  Importantly, this means that the Company’s current 

monthly customer charge of $16.80 per month recovers nearly 76 percent of monthly 

customer-related costs.98 

 
93  OCA St. 1 at 59-64. 
94  OSBA St. 2SR at 3. 
95  Peoples MB at 98-99 (citing Pa. Pub. Util. Comm’n v. PPL Elec. Utils. 

Corp., Docket No. R-2012-2290597 (Opinion and Order entered Dec. 28, 2012) (PPL 

Electric 2012)).  
96   OCA MB at 82-83, 91; OCA St. 1 at 64-74. 
97  OCA MB at 91-95.   
98  OCA St. 1 at 68, 74. 
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98. Mr. Deupree conducted an examination on a comparative basis to 

other regional natural gas distribution companies and what their residential and small 

commercial customer charges.99   

99. Witness Deupree found that $26.00 would be far above the 

average of $17.22 per month charged by other investor-owned natural gas utilities in 

the northeast and the highest in Pennsylvania with Columbia at the next highest at 

$20.15.100 

100. Higher fixed customer charges reduces economic incentives for 

ratepayers to control monthly utility bills through energy efficiency and conservation 

efforts, because only the variable component of bills is avoidable.101 

101. Peoples can utilize Fully Projected Future Test Years within rate 

cases and the Distribution System Improvement Charge (DSIC) between rate cases, 

which mitigate a significant portion of Company risks posed by regulatory lag.102   

102. OCA submits that the Commission should require that universal 

service costs be allocated among all customer classes rather than borne exclusively by 

residential customers.  OCA points to an April 29, 2026 letter from Governor Josh 

Shapiro to Pennsylvania utilities explaining that utilities must “change the behaviors 

causing rate increases” and that “Pennsylvania consumers should not be asked to pay 

a single dollar more than is needed to support a safe and reliable utility system.”103 

103. The cost of providing service through the Peoples’ CAP program 

does not have a cost-causation basis that can be confined to the residential class.  As 

OCA witness Roger Colton explained, the Commission has previously recognized that 

 
99  OCA St. 1 at 69. 
100  Id. 
101  See OCA St. 1 at 70-74.   
102  OCA St. 1R at 7.  
103  Governor Josh Shapiro Hearing Exh. 1 at 6. 
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universal service costs are caused by factors endemic to society as a whole, rather 

than factors specific to residential customers.104 

104. OCA witness Mr. Colton testified that the extraordinary increase 

in the cost of basic necessities has disproportionately harmed low- and moderate-

income households.105 

105. I&E recommends that Peoples be required to provide a 

competitive alternative analysis for any discount rate customers that have not had 

their competitive alternatives verified for longer than ten years at the time of the 

Company’s next base rate case and justify the customers’ discount rates as part of its 

filing in the next base rate case.106   

106. I&E also recommends that the Commission order the Company to 

provide a competitive alternative analysis for each discount rate customer that has not 

been verified within ten years of each of Peoples’ prospective base rate cases in 

perpetuity.107 

 

IV. DISCUSSION 

 

A. Summary of Issues and Arguments 

 

This base rate proceeding primarily involves various issues which were 

addressed by the Parties in their Main Briefs as set forth below.   

 

 
104  OCA St. 4 at 74; OCA MB at 97. 
105  OCA St. 4 at 77. 
106  I&E St. 3 at 6. 
107 Id. 
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The Discussion Section that follows is divided into various major sections 

addressing specific issues and various sub issues.  A common base rate briefing outline 

was not provided by all Parties as ordered and argued issues addressed by the Parties.  

The undersigned presiding officer has used her best efforts to organize and address the 

positions of the Parties.  The ALJ’s recommended disposition is included at the end of 

each major category.  If a Party did not address a certain category, that Party is not 

mentioned under that category. 

 

B. Legal Standards 

 

  In a rate case, it is axiomatic that the burden of proof to demonstrate the 

rates sought are just and reasonable lies squarely on the utility proposing the rates rather 

than a party challenging the implementation of those rates.108  Public utilities have the 

burden to establish the justness and reasonableness of every element of their rate increase 

proposals in all proceedings conducted under Section 1308(d) of the Public Utility Code.  

66 Pa.C.S. § 1308(d).  Moreover, “[p]ursuant to Section 102 of the [Public Utility] Code, 

66 Pa.C.S. § 102, a public utility’s rates include, inter alia, every individual charge that 

utility demands for any service offered, rendered, or furnished by the utility, whether 

received directly or indirectly.” 109  

 

  The standard of proof, which a public utility must meet, is set forth in 

Section 315(a) of the Public Utility Code (Code), 66 Pa.C.S.A. § 315(a), which specifies 

that, “[i]n any proceeding upon the motion of the Commission, involving any proposed or 

existing rate of any public utility, or in any proceeding upon complaint involving any 

 
108  See 66 Pa.C.S.A. § 315(a); see also, Lower Frederick Twp. v. Pa. Pub. Util. 

Comm’n, 409 A.2d 505, 507 (Pa. Cmwlth. 1980); Brockway Glass v. Pa. Pub. Util. 

Comm’n, 437 A.2d 1067 (Pa. Cmwlth. 1981).   
109  Metro. Edison Co. v. Pa. Pub. Util. Comm’n, 22 A.3d 353, 359 (Pa.Cmwlth. 

2011) (underline added for emphasis) (citing 66 Pa.C.S.A. § 102). 
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proposed increase in rates, the burden of proof to show that the rate involved is just and 

reasonable shall be upon the public utility.”  Pennsylvania’s Commonwealth Court has 

upheld this standard of proof and has applied it in base rate proceedings,110 even when the 

question concerning an element of the base rate increase request was raised by a party 

instead of the public utility.111   

 

In this proceeding, the burden of proof lies squarely with Peoples because it 

is the public utility seeking permission from the Commission to increase its base rate and 

change some elements of rate base.  The burden of proof did not shift to any statutory 

party or individual challenging the requested rate increase.  Instead, the utility’s burden, 

to establish the justness and reasonableness of every component of its rate request, is an 

affirmative one and remains with the public utility throughout the course of the rate 

proceeding.112 

 

Under the Public Utility Code, rates charged by public utilities must be just 

and reasonable and cannot result in unreasonable rate discrimination.113    As indicated 

above, the public utility seeking a general rate increase has the burden of proof to 

establish the justness and reasonableness of every element of the rate increase request.114 

 

 
110  Lower Frederick Twp. v. Pa. Pub. Util. Comm’n., supra.  See also 

Brockway Glass v. Pa. Pub. Util. Comm’n, supra. 
111  See Pa. Pub. Util. Comm’n. v. National Fuel Gas Distribution Corp., 1994 

Pa. PUC LEXIS 134 *5 (1994); Pa. Pub. Util. Comm’n  v. Breezewood Telephone 

Company, 74 Pa. PUC 431 (1991); and Pa. Pub. Util. Comm’n  v. Equitable Gas Co., 57 

Pa. PUC 423, 471 (1983).   
112  See also 66 Pa.C.S.A. §1501, requiring a utility to have reasonable rules 

governing service.  There is no similar burden placed on parties which challenge a 

proposed rate component.  See Berner v. Pa. Pub. Util. Comm’n, 116 A.2d 738, 744 (Pa. 

1955). 
113  66 Pa.C.S.A. §§ 1301, 1304. 
114  66 Pa.C.S.A. § 315(a); Pa. Pub. Util. Comm’n v. Aqua Pa., Inc., Docket 

No. R-00038805, 236 PUR 4th 218, 2004 Pa. PUC LEXIS 39 (August 5, 2004). 
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C. Analysis 

 

1. RATE BASE  

 

Peoples 

 

The Company updated its Cash Working Capital (“CWC”) claim to reflect 

the updates to O&M Expense identified by Peoples witness Mr. Wachter. The 

Company’s revised CWC claim is $46,932,677.115  

 

The revised CWC claim includes I&E witness Okum’s recommendation to 

remove uncollectible accounts expense from the CWC calculation.116  

 

None of the active parties in this case challenged Peoples’ plant 

additions.117   

 

I&E 

 

I&E finds that $686,510,364 ($5,728,767,833 - $5,042,257,469) of rate 

base additions are associated with the FPFTY.  I&E recommends a total rate base 

adjustment of $8,478,607 based on adjustments to the Company’s labor ($4,250,657), 

incentive compensation ($1,318,847), payroll taxes ($446,296), other employee benefits 

($1,100,335), and cash working capital ($1,362,472) claims.118  

 

 
115  Peoples Exh. No. AR-1.  
116  Peoples St. 14-R at 5.  
117  Peoples MB at 12. 
118  I&E MB at 5. 
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I&E witness Cline recommended that the Company be required to provide 

I&E, OCA, and OSBA no later than June 1, 2027, under this docket number, an update to 

Peoples Exhibits No. 5B at I-3-I-6 and 5C at I-3-I-6 that includes actual utility plant 

balances, actual plant additions, and actual retirements for the twelve months ending 

November 30, 2026, and not later than June 1, 2028 for the twelve months ending 

December 31, 2027.119  

 

The Company agreed to accept I&E’s recommendation to provide I&E, 

OCA, and OSBA with an update to its plant additions and retirements for the FTY and 

FPFTY.120  

 

OCA 

 

The OCA recommends that the Commission adjust Peoples’ CWC rate base 

component based on the adjustments to Peoples’ claimed rate base, expenses, long-term 

debt ratio, and cost of long-term debt, that the Commission approves in this 

proceeding.121 OCA witness Geiger describes Peoples’ CWC claim as follows: 

 

The Company reflects cash working capital in its filing 

based on whether the timing of cash flows results in a 

funding requirement or a source of funds. Positive cash 

working capital represents funds provided by investors to 

finance the Company’s operations during the period 

between the payment of expenses and the receipt of 

customer revenues. As such, positive cash working capital 

is included in rate base, allowing the Company the 

opportunity to earn a return on that investment. Conversely, 

negative cash working capital represents funds effectively 

supplied by customers through advance collections or 

favorable cash flow timing and is reflected as a rate base 

 
119 I&E St. 3 at 2-4; I&E MB at 17. 
120  I&E St. 3 at 5. 
121  OCA St. 2 at 6-7.  
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offset because those funds reduce the amount of investor-

supplied capital required to support operations.122 

 

OCA witness Geiger did not recommend “any substantive modifications to the lead-lag 

methodology or the calculation of revenue and expense lag days…”123  

 

Based on his recommended adjustments to Peoples’ claimed expenses and 

the recommendations of OCA witness Garrett regarding Peoples’ long-term debt ratio 

and cost of long-term debt, OCA witness Geiger calculated an adjustment to Peoples’ 

CWC rate base component of $909,793.124 Peoples did not dispute the manner in which 

OCA witness Geiger’s CWC adjustment recommendation was calculated. As a result, the 

OCA recommends that, if the Commission adopts its adjustments to Peoples’ claimed 

expenses and long-term debt ratio, then it should adopt the OCA’s recommended CWC 

adjustment of $909,793.125   

 

OSBA 

 

OSBA is not briefing this issue.126 

 

CAUSE-PA 

 

CAUSE-PA did not take a position on this issue in its main brief.127   

 

 
122  OCA St. 2 at 6.  
123  OCA St. 2 at 7.  
124  OCA St. 2SR at 3; OCA Sch. JNG-4-SR.  
125  OCA MB at 23. 
126  OSBA MB at 4. 
127  CAUSE-PA MB at 25. 
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PIOGA 

 

PIOGA did not take a position on this issue.128   

 

RECOMMENDATION 

 

Based on my other recommendations that bear on CWC and capitalized 

expenses, I recommend a total rate base adjustment of ($6,769,370). 

 

I recommend that Peoples be required to provide I&E, OCA, and OSBA, 

no later than June 1, 2027, under this docket number, an update to Peoples Exhibits No. 

5B at I-3-I-6 and 5C at I-3-I-6 that includes actual utility plant balances, actual plant 

additions, and actual retirements for the twelve months ending November 30, 2026, and 

not later than June 1, 2028 for the twelve months ending December 31, 2027.  This 

reporting proposed by I&E is reasonable and appropriate, and also agreed to by 

Peoples.129   

 

2. REVENUES  

 

Heating Degree Day Methodology  

 

Peoples 

 

To calculate the billing determinants, the Company proposes to use a 

regression methodology based on 65 years of annual Heating Degree Day (HDD) for the 

 
128  PIOGA MB at 9. 
129  I&E M.B. at 17. 
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Pittsburgh area.130 The regression trend results in an annual HDD estimate of 5,086 for 

the FPFTY.131 

 

Peoples acknowledges that a 10-year or 20-year average may reflect 

relatively recent conditions, but it does not account for the directional trend observed 

across the broader historical record.  As a result, it embeds legacy weather patterns that 

are not representative of forward-looking expectations.132  The regression methodology, 

by contrast, reflects both the long-term record and the directional evolution of HDD. 

Reliance solely on the regression methodology provides a more transparent and 

analytically sound estimate of normal HDD and should be approved in this case. 

 

Peoples proposes to use the same regression methodology for purposes of 

the WNA. 

 

I&E 

 

I&E notes that the revenue requirement formula used in base rate cases is 

RR = E + D + T + (RB x ROR).133   

 

I&E opposes the Company’s proposed 65-year regression analysis 

methodology and recommends that Peoples use a 10-year period to establish normal 

Heating Degree Days to determine present rate revenue in future proceedings.134  

 

 
130  Peoples St. 17 at 3-4.  
131  Id. at p. 5.  
132  Id. at pp. 6-7.  
133  I&E MB at 6. 
134  I&E MB at  6. 
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In the above formula, the rate of return is expressed as a percentage.135  The 

calculation of that percentage is independent of the determination of the appropriate rate 

base value for ratemaking purposes.136  As such, the appropriate total dollar return is 

dependent upon the proper computation of the rate of return and the proper valuation of 

the Company’s rate base.137  

 

I&E witness Cline opposed the Company’s proposal to use a 65-year 

regression analysis138 in determining the WNA’s normalization period and recommended 

that Peoples use a 10-year period to establish normal HDDs to determine present rate 

revenue in future proceedings.139  Mr. Cline’s recommendation was based on the 

Commission’s determination in the 2025 Columbia Gas of Pennsylvania, Inc. (“Columbia 

Gas”) base rate case.140   

 

Mr. Cline explained that “[u]sing a twenty-year cycle rather than a ten-year 

cycle appears to result in an ‘historical bias’ that diminishes the effect of the claimed 

recent trends and results in providing revenue to the Company when instead, customer 

should be realizing savings.”141  Extending the 20-year average analysis to a 65-year 

regression is not consistent with Commission precedent.   

 

 
135  I&E St. 2 at 3.  
136  I&E St. 2 at 3.   
137  I&E St. 2 at 3; I&E MB at 18. 
138  I&E St. 3 at 12 (citing Peoples St. 17 at 6-8). 
139  Id. at p. 11-14. 
140  See Pa. P.U.C. v. Columbia Gas of Pa., Inc., Docket No. R-2025-3053499, 

(Opinion and Order entered Dec. 9, 2025). 
141 I&E St. 3 at 12 at p. 14 (citing Pa. P.U.C. v. Columbia Gas of Pennsylvania, 

Inc., Docket No. R-2025-3053499 at 301-02 (Order Entered December 9, 2025)). 



50 

 

Therefore, I&E continues to oppose the Company’s 65-year regression 

proposal and recommends that Peoples use a 10-year period to establish normal HDDs to 

determine present rate revenue in future proceedings.142  

 

OCA 

 

The OCA did not present testimony regarding this issue.143  

 

OSBA 

 

OSBA notes that Peoples’ current WNA methodology, used to calculate the 

Normal Heating Degree Day, averages a 65-year regression calculation with a 20-year 

HDD normalization.144 OSBA further notes that Peoples proposes to eliminate the 

20-year HDD normalization from its methodology.145 The OSBA opposes this change. 

 

The OSBA instead recommends that the dead-band be increased from 3% 

to 5%. This will help to reduce the volatility of rates paid by Peoples’ small business 

customers. 

 

The OSBA objects to Peoples’ proposal to eliminate the 20-year HDD 

normalization calculation as there is insufficient data for concluding that such a change is 

just and reasonable. OSBA maintains that Peoples admits that it has not performed any 

analysis as to the impact of its proposed change.146 

 

 
142  I&E St. 3 at 11-20; I&E St. 3-SR at 5-12; I&E MB at 18-19. 
143  OCA MB at 24. 
144  OSBA Statement No 2 at 12. 
145  Id. 
146  OSBA St. 2 at 16. 
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OSBA submits that if Peoples wishes to propose such a change to the 

Company’s NHDD calculation, it should include a detailed study setting forth the impact 

such a change would have on its small business customers.147  

 

CAUSE-PA 

 

CAUSE-PA does not take a position in this Main Brief on heating degree 

day methodology, other than its position that the WNA should be rejected.148   

 

RECOMMENDATION 

 

This ALJ acknowledges Commission precedent regarding the 10-year 

period to establish normal Heating Degree Days.  It is well noted that I&E expert witness 

Cline opposed the Company’s proposal to use a 65-year regression analysis149, 

emphasizing the Commission’s determination in Columbia Gas that use of a 20-year 

cycle could result in a historical bias that negatively impacts customer savings.”150  This 

ALJ agrees with the argument that extending the 20-year average analysis to a 65-year 

regression is not consistent with Commission precedent, and could lead to a greater bias.  

Moreover, as OSBA maintained, there is insufficient data for concluding that the 

elimination of the 20-year average, as proposed by Peoples, is just and reasonable. 

Peoples has also maintained that it has not performed any analysis as to the impact of its 

proposed change.151    

 

 
147  OSBA MB at 5. 
148  CAUSE-PA MB at 25. 
149  I&E St. 3 at 12 (citing Peoples St. 17 at 6-8). 
150 Id. at p. 14 (citing Pa. P.U.C. v. Columbia Gas of Pennsylvania, Inc., 

Docket No. R-2025-3053499 at 301-02 (Order Entered Dec. 9, 2025)). 
151  OSBA St. 2 at 16. 
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Therefore, this ALJ recommends that Peoples’ proposal for a 65-year 

average be rejected, and I&E’s proposal for a 10-year average be adopted in this 

proceeding. 

 

3. EXPENSE 

 

Updates To Original Filing 

 

Peoples 

 

The Company identified three adjustments to its claim in the course of 

responding to discovery and preparing rebuttal testimony.  The Company provided these 

adjustments to parties in discovery and reflected the updates in its rebuttal testimony.  

These adjustments included: 1) an increase in existing revenue of $206,179, which 

reduces the claim; 2) a reduction in O&M of $785,433 related to building leases, which 

reduces the claim; and 3) an increase in O&M of $1,738,446 related to insurance 

expense, which increases the claim.  The net impact of these adjustments increases the 

Company’s claim by approximately $746,834 excluding CWC.152 

 

Peoples maintains that it is normal practice in a base rate proceeding for a 

utility to include updates to its claim, including both increases or decreases, to correct 

mistakes or to reflect new information.  No party presented testimony disputing the 

Company’s updates to its claim153 and some parties reflected the updates in their 

testimonies.154  

 

 
152  Peoples St. 2-R at 3-4. 
153  Peoples St. 2-RJ at 6-7.  
154  Peoples MB at 13-14. 
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OCA 

 

 The OCA did not present separate testimony regarding Peoples’ updates to 

its original filing. Such updates are reflected in the OCA’s revenue requirement 

recommendation.155  

 

OSBA 

 

 The OSBA did not brief this issue.156  

 

 CAUSE-PA 

 

CAUSE-PA does not take a position in this Main Brief on Peoples’ claimed 

expenses.157 

 

RECOMMENDATION 

 

 As the parties have not opposed the updates proposed by Peoples, and they 

are reasonable and just, this ALJ recommends that the filing is permitted to be updated in 

this manner.   

 

 
155  OCA MB at 24. 
156  OSBA MB at 5. 
157  CAUSE-PA MB at 25. 
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4. PROJECTED COST INCREASE ADJUSTMENTS 

 

a. Average Annual Increases 

 

Peoples 

 

The Company’s claim includes adjustments to reflect known and recently 

incurred activity for several expense accounts.  These expenses include Outside Services 

– Contracted, Outside Services – IT, Outside Services – A&G, Corporate Insurance, 

Travel, Memberships, Licenses & Permits, Utilities & Fuel, Advertising, Fleet, Materials 

& Supplies, and PUC Assessment.  For these accounts, the Company used a multi-year 

historical percentage experience change for each individual expense type and applied it to 

the Historic Test Year (“HTY”) balances to determine the amount of change expected in 

the Future Test Year (“FTY”) and Fully Projected Future Test Year (“FPFTY”).158  The 

Company utilized a five-year average increase for all categories except Outside Services 

– IT, Outside Services – A&G, and Licenses and Permits where a four-year average was 

used and Company Memberships where a two-year average was used.  The Company 

used a shorter period for these expense categories due to the existence of abnormal items 

in the longer historical period, which enabled the Company to provide a more normalized 

percentage increase for these categories.159  

 

Peoples notes the arguments posed by I&E and OCA to support their 

recommended adjustments, and argues that their positions are flawed, and their 

adjustments should not be accepted.  Peoples submits that as Mr. Wachter explained in 

rebuttal testimony, the increased expenses are not speculative but based on known and 

 
158  Peoples St. 2-R at 4. 
159  Id. at p. 7. 
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measurable changes that were experienced by the Company in each of the expense 

categories using the most recent historic data available.160  

 

Peoples further argues that I&E and OCA confuse the average annual 

increases proposed by the Company with a blanket inflation adjustment that is unrelated 

to the specific expense.  Mr. Wachter explained that utilizing average annual increases is 

different than utilizing a generic inflation adjustment because the average annual increase 

methodology uses known and measurable historic increases for each specific expense 

account.161  The adjustments to each category of expenses are based on actual historic 

increases for that specific category, so they are a better predictor of future expense levels.  

Peoples further avers that OCA’s and I&E’s arguments against the average annual 

increases are premised on the notion that the Company’s costs will not continue to rise.162  

 

Peoples maintains that I&E’s and OCA’s positions are also flawed because 

they effectively limit non-contractual expense increases to the HTY expense level.  

Peoples submits that this is contrary to established ratemaking principles in Pennsylvania 

which allow utilities to project expenses for both the FTY and FPFTY. Section 315(e) of 

the Public Utility Code, 66 Pa.C.S. § 315(e), expressly allows the use of a FPFTY and 

allows utilities to estimate expenses for the FPFTY when the utility provides “appropriate 

data evidencing the accuracy of the estimates contained in the FTY or FPFTY.”163 The 

Company’s provision of actual historical increases experienced on an annual basis meets 

this statutory standard. Further, Peoples notes that its witness Wachter presented data 

demonstrating that inflation has occurred in most months for the last six decades, and it is 

therefore reasonable to expect that the Company’s costs will continue to increase.164 

 
160  Peoples St. 2-R at 6. 
161  Id. at pp. 4-5. 
162  Peoples St. 2-R at 9; Peoples St. 2-RJ at 7-8. 
163  66 Pa.C.S. § 315(e).  
164  Peoples St. 2-R at 10. 
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Peoples noted that the Commission has previously accepted similar 

adjustments in other cases to reflect average annual increases.  For example, in Aqua 

2022, the Commission approved the use of a three-year, year-over-year, average increase 

to adjust general liability insurance.165  

 

I&E 

 

As discussed in I&E witness Okum’s surrebuttal testimony, I&E disagrees 

with the Company’s use of average annual increases to adjust certain HTY expenses as 

these increases are speculative and do not meet the standard of known and measurable 

and should therefore be rejected.166  

 

OCA 

 

OCA witness Geiger found that Peoples’ “expenses do not follow a 

consistent inflationary trend.”167 Rather, in recent years, Peoples’ expenses “are subject to 

significant year-to-year variability.”168 Accepting the Company’s escalation factor 

approach would permit the Company to recover costs which are not known and 

measurable because they are forecasted without using specific, expense-based evidence 

of future cost escalations, such as contractual or other future cost commitments. As a 

result, the OCA respectfully request that the Commission reject the Company’s proposed 

historical escalation factors.169  

 
165  See Pa. PUC v. Aqua Pennsylvania, Inc. and Aqua Pennsylvania 

Wastewater, Inc., Docket Nos. R-2021-3027385, et al. (Order entered May 16, 2022) 

(“Aqua 2022”); Peoples’ MB at 14-17. 
166  I&E St. No. 1-SR. at pp. 4-5; I&E MB at 20. 
167  OCA St. 2SR at 6.  
168  Id.  
169  OCA MB at 27. 
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RECOMMENDATION 

 

I find persuasive the testimony of I&E witness Okum and OCA witness 

Geiger, who recommended disallowing or modifying certain of the Company’s average 

annual increases.  Ms. Okum’s proposed adjustment related to her rejection of the 

average annual increases in expense categories is $6,514,263. Mr. Geiger’s proposed 

adjustment related to his rejection of the average annual increases in expense categories 

is $7,695,809.  Ms. Okum claims that the average annual increases proposed by Peoples 

should be rejected based on her belief that the increased expenses are not known and 

measurable, because they are not based on contractual terms or other known variables.  

Throughout her testimony, Ms. Okum characterizes these increases in expenses as 

“speculative.”170 Mr. Geiger also cites a lack of contractual terms with escalation 

provisions to support his argument.171   

 

Given the lack of clearly identifiable evidence to support the increases as 

proposed by Peoples, this ALJ recommends that they be rejected by the Commission.  

This ALJ is in favor of the proposed adjustment in the amount of $6,514,263, as testified 

to by I&E witness Okum. 

 

Inflation Adjustments 

 

Peoples 

 

The Company claimed limited general inflation adjustments with respect to 

the categories of expenses: Payment Processing ($77,284 adjustment) and Advertising 

($75,656 adjustment). The Company utilized the CPI – Consumer Price Index - for both 

 
170  I&E St. 1. 
171  OCA St. 2 at 22. 



58 

 

of these categories of 2.70%.172 Due to the fluctuating nature of these expenses, Peoples 

averred that it was more reasonable to use an index-based approach rather than an 

average annual increase methodology to establish the FPFTY costs for these expense 

categories.173  

 

Peoples submits that its witness Wachter presented data demonstrating that 

inflation has occurred in most months for the last six decades, and it is therefore 

reasonable to expect that inflation will continue.174 Peoples further argues that the other 

parties’ testimony in this proceeding supports the fact that inflation will continue, which 

further validates the appropriateness of the Company’s inflation adjustments.175  

 

Peoples notes that the Commission has allowed general inflation 

adjustments when they are applied to limited categories of expenses. For example, in 

PECO Gas, the Commission approved the application of the Consumer Price Index to 

Outside Services Costs.176   

 

I&E 

 

As discussed in I&E witness Okum’s surrebuttal testimony, I&E disagrees 

with the Company’s use of inflation adjustments to adjust certain HTY expenses as these 

increases are speculative and do not meet the standard of known and measurable and 

should therefore be rejected.177  

 
172  Peoples Volume 1, Exhibit No. 4, Schedule 1 at 32. 
173  Peoples St. 2-R at 9. 
174  Peoples St. 2-R at 10. 
175  OCA St. 1 at 19. 
176  PA PUC v. PECO Energy Company – Gas Division, Docket No. 

R-2020-3018929 (Order entered June 22, 2021) at 10 (“PECO Gas”); Peoples MB at 17-

18. 
177  I&E St. No. 1-SR, pp. 2-3 (citing Peoples Exh. No. 2, Sch. 4, p. 2 Revised 

(Rebuttal) and Peoples Exh. No. 2, Sch. 4, p. 2); I&E MB at 21. 
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OCA 

 

The OCA recommends that the Commission utilize the HTY expense for 

the payment processing expense accounts instead of relying on the Company’s CPI-based 

inflation factor,178 which is insufficient to satisfy Peoples’ burden of proof under the 

Public Utility Code.179  

 

RECOMMENDATION 

 

This ALJ acknowledges the likelihood that inflation will continue into the 

future, and the Commission’s precedent of approval of an application of the Consumer 

Price Index to Outside Services Costs.180  This ALJ further acknowledges that I&E 

witness Okum opposes the Company’s proposal to apply the general inflation adjustment 

for the categories of Payment Processing and Advertising, as she maintains that using a 

general inflation percentage is speculative and not known or measurable.181   

 

However, in light of Commission precedent and the likelihood of ongoing 

inflation, this ALJ recommends the adoption of the two inflation adjustments as proposed 

by Peoples: a $77,284 adjustment for Payment Processing and a $75,656 adjustment for 

Advertising, utilizing a CPI of 2.70% for both of these categories.  

 

 
178  OCA St. 2 at 20-21, 25-26. 
179  66 Pa. C.S. § 315(e); OCA MB at 29. 
180  PA PUC v. PECO Energy Company – Gas Division, Docket No. 

R-2020-3018929 (Order entered June 22, 2021) at 10 (“PECO Gas”). 
181  I&E St. 1 at 44-50. 
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5.  LABOR/VACANCY EXPENSE 

 

 Peoples 

 

The Company proposed a vacancy adjustment of 30 open positions for the 

FTY and eight open positions for the FPFTY.182  Peoples maintains that its expectation 

that employee vacancies will decline during the forecast period is supported by its recent 

experience.  Peoples further avers that it has already demonstrated progress in filling 

open positions, as the vacancy rate for the months of December 2025 through March 

2026 was 4.38%, down 14% from the average during the twelve months ended 

November 30, 2025.  The Company’s substantial improvement in recruiting effectiveness 

and workforce replenishment efforts is demonstrated by the reduction in vacancy rate.183  

 

Peoples further avers that broader labor market trends support its proposed 

vacancy adjustments, and the unprecedented recruiting and retention challenges that were 

present following the COVID-19 pandemic have moderated significantly.  According to 

Peoples, the U.S. Bureau of Labor Statistics reported that (1) the national quits rate 

remained approximately 1.9% during 2026, which is significantly below post-pandemic 

turnover levels, and (2) job openings have stabilized following several years of 

exceptionally high vacancy levels.  As Peoples witness Wachter explained, these trends 

indicate that employees are changing jobs less frequently, and employers are facing a 

more balanced labor market than existed several years ago.184  

 

Peoples further submits, as discussed by Peoples witness Wachter, that 

external labor market research similarly demonstrates that hiring conditions have become 

more favorable for employers.  Indeed Hiring Lab reported that hiring demand has 

 
182  Peoples St. 2 at 10. 
183  Peoples St. 2-R at 11-12. 
184  Peoples St. 2-R at 12. 
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largely returned to pre-pandemic levels, and the ratio of vacancies to employed workers 

has declined substantially from the pandemic, including improved availability of 

candidates.185  

 

Peoples argues that its forecasted vacancy rate is not based only on general 

economic conditions but rather is supported by its specific recruiting and retention 

initiatives, including enhanced workforce planning, targeted recruiting efforts, 

competitive compensation programs, employee development initiatives, and succession 

planning activities.  Peoples maintains that these efforts are designed to improve 

employee retention while accelerating the filling of vacant positions.186 

 

Peoples also maintains that it is not reasonable to rely exclusively on 

historical vacancy rates when forecasting future vacancies as both I&E and OCA have 

done in this case.  Although historic vacancy rates are an important consideration, 

Peoples argues that the forecast should consider known and measurable changes in the 

Company’s recruiting performance and labor market conditions.187  

 

I&E 

 

I&E notes that the Company’s labor/vacancy expense claim is 

$164,275,474, which is projected to be capitalized at a rate of 58.52% resulting in an 

O&M labor expense claim of $68,149,464 and a rate base claim of $96,126,010.188   

 

I&E recommends an allowance of $65,135,919, or a reduction of 

$3,013,545 ($68,149,464 - $65,135,919) to the Company’s claim, and a rate base 

 
185  Id. at p. 12. 
186  Id. at p. 13. 
187  Id. at  pp. 13-14. 
188  I&E St. 1 at 6 (citing Peoples Exh. No. 4, Sch. 1 at 2-3). 
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allowance of $91,875,353 or a reduction of $4,250,657 ($96,126,010 - $91,875,353) to 

the Company’s claim.189  I&E’s recommendation was based on two main aspects: (1) 

applying a vacancy rate based on historic vacancies; and (2) adding the salary for the 

Low-Income Usage Reduction Program (“LIURP”) compliance specialist that the 

Company proposed to include in the Universal Service Program (“USP”) Rider.190  I&E 

witness Okum maintained her vacancy rate recommendation but accepted Company 

witness Andrew P. Wachter’s assertion that I&E should have used a pre-capitalization 

number when removing the Company’s vacancy assumptions.191 

 

I&E argues that it is unreasonable to assume that the Company will 

maintain 100% full staffing based on its own historic vacancy records.  I&E submits that 

since there will always be search and placement time involved in filling vacancies, there 

will always be a certain level of vacancies on a day-to-day operating basis that should be 

reflected in Peoples’ labor expense allowance.  I&E notes that the Company’s 0.54% 

vacancy rate adjustment did not match the Company’s historical vacancy levels provided 

in response to I&E discovery, and as such, I&E maintains that it is reasonable to apply 

the three-year historical average vacancy rate of 4.98% to the Company’s claim.192   

 

Therefore, in consideration of the record evidence presented, I&E 

recommends an allowance of $65,135,919, or a reduction of $3,013,545 ($68,149,464 - 

$65,135,919) to the Company’s labor expense claim, and a rate base allowance of 

$91,875,353, or a reduction of $4,250,657 ($96,126,010 - $91,875,353) to the Company’s 

claim.193  

 

 
189  I&E St. 1-SR at 11. 
190  I&E St. 1-SR at pp. 6-10. 
191  Id. at pp. 10-11. 
192  Id. at pp. 18-19. 
193  Id. at pp. 8-12; I&E MB at 21-22. 
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OCA 

 

The OCA’s recommendation to use a three-year average historical period to 

calculate Peoples’ vacancy levels is consistent with record evidence and recent 

Commission precedent.  Based on this recommendation, OCA witness Geiger calculated 

a downwards adjustment of $2,985,171 to Peoples’ claimed labor expense.  This results 

in a corresponding adjustment to Peoples’ payroll tax expense of ($239,176),194 and an 

additional corresponding adjustment to Peoples’ employee benefits expense of 

($887,355).195  Peoples witness Hanechak testified that the OCA’s calculations of these 

corresponding adjustments was accurate and, therefore, if the OCA’s recommended 

vacancy rate ratio is accepted, these adjustments should also be accepted.196   

 

OSBA 

 

The OSBA did not brief this issue.197  

 

RECOMMENDATION 

 

This ALJ notes that I&E and OCA both proposed adjustments to the 

Company’s proposed vacancies. I&E witness Okum proposed a vacancy rate of 4.98%, 

resulting in a reduction to the Company’s labor expense of $3,013.545.198 This includes 

$2,921,936 related to Ms. Okum’s vacancy credit and $91,609 related to her LIURP 

 
194  OCA Sch. JNG-16-SR.  
195  OCA Sch. JNG-17-SR. 
196  Peoples St. 11-R at 4; OCA MB at 30.  
197  OSBA MB at 5. 
198  I&E’s proposed adjustment reflects corrections to its original adjustment 

that were accepted by Ms. Okum in surrebuttal testimony. See I&E St. 1-SR at 8-11. 
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position adjustment. OCA witness Geiger proposed a vacancy rate of 5.25%, resulting in 

a reduction to the Company’s labor expense of $2,985,171.199 

 

While this ALJ notes the Company’s position regarding its own experience 

between September 2025 and March 2026, this ALJ also agrees that vacancies will 

always be a part of the process and it is unlikely that Peoples will remain 100% fully 

staffed 100% of the time.  This ALJ also appreciates I&E’s consideration of adding a 

salary for a LIURP compliance specialist that Peoples proposed to include in its USP 

Rider.200 

 

This Judge agrees with I&E’s recommendation for an allowance of 

$65,135,919 (in other words, a reduction of $3,013,545) to the Company’s claim, and a 

rate base allowance of $91,875,353 (in other words, a reduction of $4,250,657) to the 

Company’s claim201 and recommends that these allowances be adopted by the 

Commission.  

 

6. INCENTIVE COMPENSATION 

 

 Peoples 

 

Peoples submits that it has demonstrated that its incentive compensation 

program, including the financial metrics contained therein, provide material benefits to 

ratepayers.202  

 

 
199  OCA’s proposed adjustment reflects corrections to its original adjustment 

that were accepted by Mr. Geiger in surrebuttal testimony. See OCA St. 2SR at 14-15.  
200  Id. at pp. 6-10. 
201  I&E St. 1-SR at 11. 
202  Peoples St. 2-R at 16-22. 
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Peoples maintains that its incentive compensation program includes various 

metrics that are designed to benefit customers by providing market-based compensation 

which supports retention of talented employees.  These metrics include safety, customer 

satisfaction, environmental stewardship, and financial goals.  Peoples maintains that it 

has shown that its incentive compensation program, inclusive of the financial 

performance metric, benefits ratepayers because (1) it is necessary for the Company to 

attract and retain talent, (2) it promotes cost containment and efficiencies, (3) it promotes 

a financially healthy Company, which in turn benefits ratepayers in the form of safe and 

reliable service, and (4) it is reasonable and prudently incurred.  

 

Peoples avers that it has demonstrated that its incentive compensation plans 

include both financial and operating goals that benefit customers.  The inclusion of 

financial performance metrics in the Company’s incentive compensation program 

benefits customers by incentivizing employees and management to reduce and control 

costs, seek out and develop productivity improvements, and use Company resources in 

the most efficient manner possible.  For example, the impact that most employees have 

on financial targets is to achieve their O&M budgets, which drives employees to be 

efficient with the costs that they incur and to improve operational effectiveness.  These 

cost savings are ultimately reflected in rates.203  

 

Peoples further avers that the inclusion of financial metrics in its incentive 

compensation program also benefits customers by supporting the delivery of safe, 

reliable, and affordable utility service.  Maintaining financial strength provides the 

Company with the ability to attract capital and financing on more favorable terms, invest 

in infrastructure, maintain credit quality, and provide quality service at the lowest 

reasonable long-term cost.  Peoples notes that because financing costs are ultimately 

reflected in rates, maintaining financial health can contribute to lower costs for customers 

 
203  Peoples St. 2-R at 18-19. 
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over time.  Peoples maintains that these outcomes provide both direct and indirect 

benefits to customers.204  

 

Peoples notes that as its witness Wachter explained, strong financial health 

is necessary for the Company to continually provide safe and reliable service to its 

customers as financially healthy companies are in a better position to invest in 

infrastructure improvements and maintain the resources dedicated to improving reliability 

and quality of service, including responding to emergencies.205  

 

Peoples maintains that it further demonstrated that its incentive 

compensation is reasonable, prudently incurred, and not excessive in amount.  No party 

challenged the amount of the Company’s claim for incentive compensation, only the fact 

that financial metrics are part of incentive compensation.  The Company states that its 

incentive compensation is market-based and is necessary for it to attract and retain 

employees, which directly benefits customers.  Eliminating or reducing the Company’s 

incentive compensation program would have a significant impact on the Company’s 

ability to attract and retain competent employees.  Peoples avers that its compensation 

programs are regularly reviewed to ensure market competitiveness.  The Company uses 

several third-party compensation surveys to compare itself against market data and 

trends.206  

 

Peoples concludes its argument by stating that its incentive compensation 

program, inclusive of its financial metric, advances several important objectives that 

provide meaningful benefits to customers, including customer service, affordability, 

reliability, safety, and operational efficiency.207  

 
204  Peoples St. 2-R at 19-20. 
205  Id. at pp. 17-21. 
206  Id. at p. 21. 
207  Id. at p. 20; Peoples MB at 20-23. 
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I&E 

 

I&E notes that the Company’s claim for incentive compensation is 

$11,170,683, which is projected to be capitalized at a rate of 45.16% resulting in an 

incentive compensation expense claim of $6,125,473 and a rate base incentive 

compensation claim of $5,045,210.208   

 

I&E argues that these expenses are not capitalized, and therefore, the total 

allocated expense of $4,298,457 provided in response to I&E discovery increases the 

expense portion of the claim from $6,125,473 to $10,423,930 ($6,125,473 + $4,298,457), 

and I&E’s recommendation was to allow 30% of the claim, or $1,289,537 ($4,298,457 x 

0.30).209  I&E maintains that its recommendation is based on the removal of the 

Company’s claims in part, or as a whole, that were inappropriate or unsupported for 

ratemaking purposes.210  I&E’s allowance of 30% of the claim was based on the 

Commission’s decision in the 2025 Columbia Gas base rate case to remove 70% of 

Columbia Gas’ incentive compensation claim for ratemaking purposes.211   

 

I&E is not suggesting that the Company should discontinue offering 

incentive compensation plans, but rather recommending that the portions of the 

individual plans I&E identified be disallowed for ratemaking purposes, meaning that 

ratepayers should not fund programs or parts of programs designed to reward employees 

based on financial measures alone.   

 

 
208  I&E St. 1 at 10-11 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 5). 
209  I&E St. 1-SR at 36 (citing I&E Exh. No. 1-SR, Sch. 1). 
210  Id. at 35-39. 
211  I&E St. 1 at 13-14 (citing Pa. P.U.C. v. Columbia Gas of Pennsylvania, 

Inc., Docket No. R-2025-3053499 at 123 (Order Entered Dec. 9, 2025)). 
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I&E submits that, as seen in the most recent Pennsylvania-American Water 

Company (“PAWC”) base rate case, the Commission found that PAWC failed to 

demonstrate the benefit to ratepayers of financial metrics in incentive compensation, and 

it denied the portion of PAWC’s claim related to financial metrics.212  I&E argues that 

shareholders should be required to fund the portions of the incentive compensation 

programs that require financial performance criteria to earn additional compensation. 

Therefore, in consideration of the record evidence presented, I&E recommends an 

allowance of $5,813,777, or a reduction of $4,610,153 ($10,884,000 - $5,813,777) to the 

Company’s incentive compensation claim, and an allowance of $3,726,363, or a 

reduction of $1,318,847 ($5,045,210 - $3,726,363) to the Company’s rate base claim.213  

 

OCA 

 

OCA witness Deupree testified that the price floor of established cost-of-

service rates “allows shareholders to retain benefits created by regulatory lag (i.e., 

earning an actual rate of return that is higher than the authorized rate of return or over-

earning)[.]”214 OCA argues that whether ratepayers may experience benefits from the 

incentive compensation plan is not the determining factor, but rather, the Commission 

looks to whether the desired outcomes of the plan align employees’ interests primarily 

with those of the utility’s shareholders.215  

 

OCA argues that Peoples has not demonstrated that it would be put at a 

disadvantage compared to other businesses if its proposals on this issue are not 

 
212  I&E MB at 22-24 (citing I&E St. 1-SR at 14 (citing Pa. P.U.C. v. 

Pennsylvania American Water Company, Docket Nos. R-2025-3057983 and 

R-2025-3058051 at 114 (Order Entered July 27, 2026)). 
213  I&E St. 1-SR at 12-18. 
214  OCA St. 1 at 23.  
215  Columbia 2025 at *86-87; PAWC 2026 at 114. 
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accepted.216 OCA argues that Peoples’ proposes that ratepayers should bear 100% of the 

costs of its incentive compensation plan, including the components designed to align 

employees’ interests with those of its shareholders.  The OCA instead recommends that 

the Commission provide a downwards adjustment of $2,520,984 to Peoples’ FPFTY 

incentive compensation claim.217  

 

RECOMMENDATION 

 

This ALJ agrees that the incentive compensation program proposed by 

Peoples is supported by evidence that it provides benefits to customers.  I&E proposes to 

reduce the Company’s claim for incentive compensation by $4,610,153 and rate base by 

$1,318,847.218  OCA proposes to reduce the Company’s claim for incentive compensation 

by $2,520,984.219  

 

I&E and OCA argue that because the Company’s incentive compensation 

includes financial goals, that portion of the Company’s incentive compensation expense 

should not be recoverable.220  This ALJ accepts Peoples’ position that this argument has 

been rejected by the Commission in prior rate cases where the Commission has reviewed 

and approved the recovery of expenses for incentive compensation programs.221  In these 

 
216  OCA St. 2SR at 7.  
217  OCA St. 2SR at 9; OCA Sch. JNG-8-SR; OCA MB at 32.  
218  I&E St. 1-SR at 15. 
219  OCA St. 2-SR at 9. 
220  I&E St. 1 at 12-14; OCA St. 1 at 11-12. 
221  See e.g., Pa. PUC v. PPL Electric Utilities Corp., Docket No. R-2012-

2290597, 2012 Pa. PUC LEXIS 1757 (Recommended Decision Oct. 19, 2012) (“PPL 

Electric 2012 RD”); Pa. PUC v. PPL Electric Utilities Corp., Docket No. R-2012-

2290597, at p. 26 (Order entered Dec. 28, 2012) (“PPL Electric 2012”); Pa. PUC v. Aqua 

Pennsylvania, Inc., Docket No. R-00072711, 2008 Pa. PUC LEXIS 50 at *20-26 (Order 

July 31, 2008) (“Aqua 2008”); Pa. PUC v. Duquesne Light Co., 1987 Pa. PUC LEXIS 

342 (Order Mar. 10, 1987); Pa. PUC v. PPL Gas Utilities Corporation, Docket No. R-
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cases, the Commission has established a bright line test for incentive compensation 

expense.  If the incentive compensation programs of the utility are reasonable and 

provide a benefit to ratepayers, they may be recovered in their entirety.222  The 

Commission has reaffirmed this standard in recent cases.223  For example, in UGI 

Electric, the Commission rejected a proposal to disallow incentive compensation that 

included, in part, a financial metric, stating:  

 

We find that [UGI] has provided substantial evidence of 

record to demonstrate that the incentive compensation 

program as a whole includes both financial and operating 

metrics and goals which benefit customers. 

 

Where, as here, the incentive program as a whole 

establishes that the employees’ eligibility to receive the 

benefit is based on performance duties and metrics directly 

related to the provision of service, the fact that the program 

includes a financial metric does not disqualify it from 

allowance as an expense for inclusion in the rate base. We 

find that because UGI’s incentive compensation plan is 

reasonable, prudently incurred, and is not excessive in 

amount, UGI is permitted full recovery of this expense.224 

 

Therefore, in light of the above, and for similar reasoning above as to the 

importance of incentivized programs for employees, I recommend that the Incentive 

Compensation Program as proposed by Peoples be accepted by the Commission. 

 

 
00061398 (Order Feb. 8, 2007); Pa. PUC v. Philadelphia Gas Works, Docket No. R-

2008-2073938, 2008 Pa. PUC LEXIS 32 (Order Dec. 19, 2008). 
222  PPL Electric 2012 at 26. 
223  See Pa. PUC v. UGI Utilities, Inc. – Electric Division, Docket No. R-2017-

2640058 (Order entered Oct. 25, 2018) (“UGI Electric”) at 73-74; Aqua 2022 at 100. 
224  See Pa. PUC v. UGI Utilities, Inc. – Electric Division, Docket No. R-2017-

2640058 (Order entered Oct. 25, 2018) (“UGI Electric”) at 73-74; Aqua 2022 at 100. 
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7. EMPLOYEE BENEFITS EXPENSE 

  

 Peoples 

 

 Peoples’ claim for employee benefits expense is $44,245,324, which is 

projected to be capitalized at a rate of 55.86% resulting in an employee benefits expense 

claim of $19,531,394 and a rate base claim for employee benefits of $24,713,929.225 

According to Peoples, I&E witness Okum recommended two adjustments related to 

employee benefits expense.  The first adjustment corresponds to Ms. Okum’s 

recommended vacancy adjustment to labor expense.  The second adjustment is to add 

back the costs associated with the Company’s proposed LIURP Compliance Specialist 

position that the Company has proposed to recover through the USP Rider.226  

 

I&E 

 

 I&E notes that Peoples’ claim for employee benefits expense is 

$44,245,324, which is projected to be capitalized at a rate of 55.86% resulting in an 

employee benefits expense claim of $19,531,394 and a rate base claim for employee 

benefits of $24,713,929.227  I&E recommends an allowance of $18,661,800, or a 

reduction of $869,594 ($19,531,394 - $18,661,800) to the Company’s claim, and a rate 

base allowance of $23,613,594, or a reduction of $1,100,335 ($24,713,929 - 

$23,613,594) to the Company’s claim, based on I&E’s recommended adjustments to 

labor expense.228  

 

 
225 I&E St. 1 at 19 (citing Peoples Exh. No. 4, Sch. 1 at 10). 
226  Peoples MB at 23-24. 
227 I&E St. 1 at 19 (citing Peoples Exh. No. 4, Sch. 1 at 10). 
228  I&E St. 1-SR at 23; I&E MB at 24. 



72 

 

OCA 

 

The OCA recommends that Peoples’ claimed employee benefits expense be 

decreased by $887,355, consistent with the OCA’s recommended vacancy rate 

adjustment.229   

 

RECOMMENDATION 

 

Similar to the vacancy rate adjustment, this ALJ agrees with I&E’s 

recommendation of an allowance of $18,661,800 (in other words, a reduction of 

$869,594 to the Company’s claim, and a rate base allowance of $23,613,594 (in other 

words, a reduction of $1,100,335) to the Company’s claim, based on I&E’s 

recommended adjustments to labor expense.230 

 

8. CORPORATE INSURANCE 

   

Peoples 

 

The Company’s corrected claim for corporate insurance is $7,668,379.231 

Peoples notes that I&E accepted the Company’s adjusted claim amount except for the 

proposed increase resulting from the historic average annual increases.  Likewise, OCA 

accepted the Company’s corrected claim for corporate insurance but made an adjustment 

of $150,963 based on what Peoples characterized as an incorrect statement of its original 

claim as discussed by Company witness Wachter.232  

 

 
229  OCA MB at 33. 
230  I&E St. 1-SR at 23. 
231  Peoples St. 2-R at 23; Peoples Exhibit No. APW-1R. 
232  Id. at p. 24; Peoples MB at 24. 
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 I&E 

 

I&E notes that the Company’s claim for corporate insurance is 

$5,929,933.233  I&E recommends an allowance of $6,265,643 for corporate insurance, or 

a reduction of $1,402,736 ($7,668,379 - $6,265,643) to the Company’s claim, based on 

the Company’s claim being speculative and not known and measurable.234  

 

  OCA 

 

The OCA withdrew its adjustment to Peoples’ corporate insurance expense 

claim.235 OCA MB at 33. 

 

RECOMMENDATION 

 

This ALJ is in agreement with I&E’s recommendation of a reduction of this 

expense in the amount of $1,402,736, based on the claim not being measurable.  While 

this is an important claim to support the needs of the company to provide safe and 

reasonable service, record evidence does not support the amount fully proposed by 

Peoples. 

 

 
233 I&E St. 1 at 31 (citing Peoples Exh. No. 4, Sch. 1 at 2). 
234  I&E St. 1 at 31-34; I&E St. 1-SR at 27-28; I&E main MB at 25. 
235  OCA St. 2SR at 12.  
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9. EMPLOYEE EXPENSE 

 

Peoples 

 

Peoples’ claim in this proceeding includes $756,875 in employee expenses 

broken down as follows:236  

 

 

 

Peoples avers that it has demonstrated that these are prudently incurred 

costs that are necessary, normal course employee expenses and further can help to attract 

and retain employees.237  The Company submits that it hosts small employee gatherings, 

such as the Special Olympics Polar Plunge event, and team lunches.  Peoples maintains 

that these events are an integral part of the Company’s employee recognition and 

engagement program and are necessary to encourage an engaged workforce.  Service and 

Safety Awards are another important part of the Company’s employee recognition 

programs.  Service Awards recognize employees who have committed their careers to the 

Company.  Peoples argues that these awards are an important part of employee 

satisfaction as evidenced by the feedback received when the Company surveyed its 

employees.238  Peoples notes that these awards also encourage employees to work safely, 

which saves the Company and customers money.  

 
236  Peoples St. 2-R at 25. 
237  Peoples St. 2-R at 25-26. 
238  Peoples St. 2-R at 25-26. 
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Peoples further argues that in UGI Electric’s 2017 base rate case, the 

Commission allowed employee expenses that involved an element of employee 

recognition.239   

 

Peoples maintains that the Employee Service and Safety Awards and 

Employee Event costs are an integral part of the Company’s employee recognition and 

engagement program.  An engaged and tenured workforce is necessary for the Company 

to continue to provide safe and reliable service to customers.240  

 

I&E 

 

I&E’s recommendations regarding employee expense were discussed in the 

Labor/Vacancy Expense section.241   

 

 
239  Pa PUC v. UGI Electric, Docket No. R-2017-2640058 (Order entered 

Oct. 25, 2018) at 70-71. 
240  Peoples MB at 24-26. 
241  I&E MB at 25. 
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OCA 

 

OCA notes that Peoples proposed including costs totaling $756,875 in the 

cost of service related to employee activities, such as employee events and safety awards, 

at the close of the FPFTY.242  The OCA recommended a downwards adjustment of 

$426,970 to the claimed expense to reflect the removal of costs that do not aid in the 

provision of safe and reliable public utility service.243  The OCA does not contest the 

recovery of expenses related to Peoples’ reimbursement of employee costs for parking 

leases and cell phones.244 

 

OCA argues that Peoples claims that it is reasonable and prudent to recover 

from ratepayers the costs of: employee gatherings, such as the Special Olympics Polar 

Plunge event; team lunches; Service Awards that reward employees’ anniversaries with 

the Company; and other, similar, expenses.245 However, Peoples’ explanation of these 

expenses does not demonstrate that they are reasonable or necessary to the provision of 

safe and reliable service for Peoples’ customers.246 Unlike the parking lease and cell 

phone expenses which the OCA does not contest, the remaining employee expense items 

should not be recovered through Peoples’ rates as they are only tangentially related to 

Peoples’ natural gas distribution service. For these reasons, the OCA recommends that 

Peoples’ employee expenses be adjusted downwards by $426,970 for an expense 

allowance of $329,905.247  

 

 
242  OCA St. 2 at 18.  
243  OCA St. 2 at 18; OCA St. 2SR at 10-11.  
244  OCA St. 2SR at 11.  
245  Peoples St. 2-R at 25-26. 
246  OCA St. 2SR at 11.  
247  OCA Sch. JNG-10-SR; OCA MB at 33-34.  
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RECOMMENDATION 

 

I am persuaded by Peoples’ contention that a strong and motivated 

workforce is crucial to maintaining employees, and a fully staffed and motivated 

workforce means that employees are on hand to address all customer needs in the utility’s 

various departments.  While I acknowledge the OCA’s position that Peoples’ discussion 

of its small employee gatherings does not prove that they are necessary for Peoples to 

provide safe and reliable service to its customers, I disagree.  Rather, I find that 

incentivized employee programs only strengthen a utility’s ability to provide quality 

service.   

 

Therefore, this ALJ recommends the adoption of Peoples’ proposal of  

$756,875 for employee expenses. 

 

10. TRAVEL AND ENTERTAINMENT EXPENSE 

 

Peoples 

 

The Company proposed to recover $799,375 of travel and entertainment 

expenses in this proceeding.  

 

Peoples maintains that its witness Wachter provided a detailed explanation 

of the expenses and why they are appropriate as summarized below.248  

 

Description  Amount  Reason for Inclusion  

Employee events  $269,797  These costs mainly relate to the costs associated 

with an employee picnic at Kennywood, an 

annual employee event at Lerner Speedway and 

other such events. These are important employee 

 
248  Peoples St. 2-R at 27-28. 
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events that act as a way to build camaraderie and 

reward employees for hard work. The best places 

to work have these types of activities.  

Sports Sponsorship 

Related expense  

$207,066  Costs represent costs related to corporate 

functions at sporting venues and other company 

events. These costs include the value of the 

tickets received in conjunction with the 

advertising partnerships the Company has with 

the various sports teams among other costs. These 

tickets are used for employee recognition and 

other such business purposes.   

Service Awards & 

Related  

$112,213  These costs relate to the service awards provided 

to employees to recognize their service 

anniversary and to reward them for their 

commitment to serving our customers. This also 

includes costs related to employee items such as 

Company shirts for the annual picnic.  

Misc. Employee 

Spending  

$210,299  Represents other employee related costs such as 

other reimbursable meals incurred during 

approved overtime, business related meals and 

working meals This equates to about $110 per 

employee.  

Total  $799,375    

 

As demonstrated on the table, Peoples maintains that these are regular 

business expenses for travel, employee recognition and employee meals. These are 
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normal, reasonable costs of doing business and are consistent with the Commission’s 

precedent allowing costs related to employee activities.249   

 

I&E 

 

I&E notes that the Company’s claim for travel and entertainment expense is 

$1,139,305.250  I&E recommends an allowance of $1,030,648, or a reduction of $108,657 

($1,139,305 - $1,030,648) to the Company’s claim, based on the Company’s claim being 

speculative and not known and measurable.251  

 

OCA 

 

Peoples proposed to include $1.139 million of travel, meal, and 

entertainment expenses in the FPFTY.252 OCA witness Geiger recommended a 

downwards adjustment of $908,032 to this expense claim, reflecting a disallowance of 

the escalation factor of $108,658 and a disallowance of $799,375 in additional employee 

entertainment and promotional activity expenses.253 Of the additional employee 

entertainment and promotional activity expenses the OCA recommends disallowing, 

these expense items include an annual Company picnic, events at sporting venues, service 

anniversary rewards, matching Company shirts for events, and reimbursable meal 

 
249  See UGI Electric at 70-71 (allowing employee recognition costs); see also 

PA PUC v. PECO Energy Company – Gas Division, Docket No. R-2020-3018929, Order 

entered June 22, 2021 at 101 (allowing Travel, Meals and Entertainment Costs); Pa. PUC 

v. Pennsylvania-American Water Company, Docket No. R-00943231, 1995 Pa. PUC 

LEXIS 170 at *37-39 (Order entered July 24, 1995) (allowing expenditures on employee 

activities that have a positive impact on employee morale and productivity); Peoples MB 

at 26-27.  
250 I&E St. 1 at 34 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 17). 
251  I&E St. 1 at 34-36; I&E St. 1-SR at 28-29; I&E MB at 25. 
252  OCA St. 2 at 11.  
253  OCA Sch. JNG-11-SR.  
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expenses.254 Peoples has failed to meet its burden of proof that it is reasonable to recover 

such costs through rates; while these expenses may fund discretionary activity and team 

bonding events for Peoples’ employees, the Company has not demonstrated that such 

costs are reasonable or that they are related to providing safe and reliable service.255 As a 

result, the OCA recommends a downwards adjustment of $908,033 to this expense 

account. 256   

 

RECOMMENDATION 

 

This ALJ is in agreement with the Company’s proposal for travel and 

entertainment expense for similar reasons as employee expenses.  This ALJ notes that 

I&E witness Okum proposed to eliminate the Company’s multi-year average annual 

increase for travel and entertainment expense.  OCA witness Geiger proposed to remove 

$799,375 of travel and entertainment expenses that he claims are “discretionary 

entertainment and promotional expenses.”257  However, as stated above, a strong and 

motivated workforce paves the way for a Company that is successful in its efforts to 

provide safe and reliable service.  This ALJ recommends that the Commission approve 

the Company’s proposal of $799,375. 

 

 
254  Peoples St. 2-R at 27.  
255  OCA St. 2SR at 11.  
256  OCA Sch. JNG-11-SR; OCA MB at 34.  
257  OCA St. 2 at 18-19. 
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11. COMPANY MEMBERSHIPS 

 

Peoples 

 

Peoples notes that it is a member of certain organizations which assist it in 

operating efficiently and maintaining awareness of regulatory trends and issues.258  

 

Peoples witness Wachter presented the following summary of the 

Company’s memberships and the reasons for their inclusion in the Company’s claim:259   

 

Organization  Amount  Basis for Inclusion in the Claim  

AI Horizons  $28,716  This is a business development group 

comparable to a chamber with a focus on 

attracting business & industry related to 

artificial intelligence and data centers to 

Western Pennsylvania. The Company 

joined the group to support their economic 

development in the region.  

  

African American Chamber 

of Commerce, Beaver 

County Chamber of 

Commerce, Greater 

Pittsburgh Chamber of 

Commerce, North Side 

Chamber of commerce,  

Pittsburgh Airport Area 

Chamber of commerce,  

Pennsylvania Chamber of 

Business & Industry,  

Downtown Neighbors 

Alliance, Pittsburgh 

Metropolitan Area Hispanic 

Chamber of Commerce, and 

$68,619  These organizations are created to serve 

both the companies and the individuals in 

these specific regions to improve the 

economy and quality of life through 

legislative and regulatory improvements. 

These are a “unified voice” to convey the 

needs and priorities of the region to local, 

state, and federal decision makers. Without 

being part of these organizations that are 

created for the greater good of our region, 

the organizations lose power in their voice 

to do right by our region and its inhabitants.  

 
258  Peoples St. 2-R at 28-29. 
259  Peoples St. 2-R at 28-29. 
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Organization  Amount  Basis for Inclusion in the Claim  

Downtown Neighbors 

Alliance  

Curate Solutions Inc.  $13,701  This is a technology that allows our 

business to track city and county 

ordinances, policies and regulations that 

could impact our business. This technology 

keeps us abreast of any policy changes that 

could affect Peoples Gas and its customers.  

Leadership Pittsburgh Inc.  $13,324  The Company supports participation in 

Leadership Pittsburgh Inc. because it 

provides valuable leadership development, 

community engagement, and regional 

collaboration opportunities that ultimately 

benefit both the Company and its 

customers. Leadership Pittsburgh's mission 

is to strengthen regional leadership through 

programs, partnerships, and connections 

that bring together leaders from business, 

government, nonprofit, and civic 

organizations to address issues affecting 

Southwestern Pennsylvania.  

Participation in Leadership 

Pittsburgh enhances an employee's 

understanding of the economic, social, and 

infrastructure challenges facing the 

communities the Company serves. Through 

interaction with leaders from diverse 

sectors, participants gain broader 

perspectives, learn best practices, and 

develop relationships that can facilitate 

collaboration on issues affecting customers 

and the region.  

From a customer perspective, these 

experiences help Company leaders become 

more informed and effective decision-

makers. Improved leadership capabilities 

support better strategic planning, stronger 

stakeholder engagement, and more 

responsive customer-focused policies. In 

addition, the program's emphasis on 

regional problem-solving and community 

impact aligns with the Company's 
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Organization  Amount  Basis for Inclusion in the Claim  

obligation to provide safe, reliable, and 

affordable utility service while contributing 

positively to the economic vitality of the 

communities it serves. The Company has 

numerous leaders participate in this 

development program.  

Total  $115,828    

  

Peoples argues that it has demonstrated that its membership in these 

organizations benefits customers, and the Company’s membership costs should be 

approved.260   

 

I&E 

 

 I&E notes that the Company’s claim for memberships expense is 

$1,220,436.261  I&E recommends an allowance of $1,062,518, or a reduction of $157,918 

($1,220,436 - $1,062,518) to the Company’s claim, based on removing the 7.17% annual 

increase from the FTY and FPFTY claims as the Company’s claim is speculative and not 

known and measurable.262   

 

OCA 

 

OCA argues that its witness Geiger reviewed the Company’s memberships 

and found that “several of the organizations the Company has included do not aid in the 

provision of safe and reliable service to ratepayers.”263  In his surrebuttal testimony, 

Mr. Geiger revised his recommendation and determined that ratepayers and Peoples’ 

 
260  Peoples MB at 27-29. 
261 I&E St. 1 at 36 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 18). 
262  I&E St. 1 at 36-37; I&E St. 1-SR at 29-30; I&E MB at 25-26. 
263  OCA St. 2 at 16.  
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shareholders should evenly bear the burden of 11 of these memberships.264  Namely, the 

organizations for which cost should be shared between shareholders and ratepayers 

reflect business and economic development, public affairs, and community relations 

organizations.265  

 

OCA submits that these organizations provide shareholder benefits by 

promoting Company goodwill in the communities in which it operates, a benefit which 

inures exclusively to Peoples and does not directly result in the provision of safe and 

reliable service.  OCA notes that as the Commission stated in Columbia 2025, “absent 

evidence that there is any direct benefit to ratepayers, Columbia should not be permitted 

to recover costs for membership in” local chambers of commerce.”266  Therefore, 

Mr. Geiger’s recommendation reflects a reasonable share of the costs between Peoples 

and its ratepayers, in light of the Commission’s clear precedent that membership costs 

which promote the Company’s image as a good corporate citizen are not properly 

included in rates.  The OCA recommends a downwards adjustment of $57,914 for 

company membership expenses.267   

 

RECOMMENDATION 

 

This ALJ notes that I&E witness Okum proposed to eliminate the 

Company’s multi-year average annual increase adjustments to Company Memberships.  

OCA witness Geiger proposed to disallow $115,828 in expenses related to the 

Company’s memberships.268  This ALJ is in agreement with I&E’s recommendation to 

 
264  OCA Sch. JNG-9-SR.  
265  OCA St. 2SR at 9-10.  
266  Columbia 2025 at *101.  
267  OCA MB at 35. 
268  OCA St. 2 at 16-17 
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reduce the Company’s claim by this amount, for a total allowance of $1,062,518 (as 

opposed to the Company’s proposed allowance of $1,220,436).269   

 

12. LICENSE AND PERMIT EXPENSE 

 

Peoples 

 

The Company’s claim for license and permit expense is $738,885. Peoples 

notes that the only adjustment to license and permit expense was presented by I&E 

witness Okum.  Ms. Okum proposed to eliminate the Company’s multi-year average 

annual increase adjustments.  The Company rejects this adjustment.270  

I&E 

 I&E notes that the Company’s claim for license and permit expense is 

$738,885.271  I&E recommends an allowance of $704,167, or a reduction of $34,718 

($738,885 - $704,167) to the Company’s claim, based on the Company’s claim being 

speculative and not known and measurable.272  

 

OCA 

 

The OCA did not present testimony regarding this issue.273  

 

 
269 I&E St. 1 at 36 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 18). 
270  Peoples MB at 29. 
271 I&E St. 1 at 38 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 19). 
272  I&E St. 1 at 38-39; I&E St. 1-SR at 30-31; I&E MB at 26. 
273  OCA MB at 36. 
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RECOMMENDATION 

 

 This ALJ acknowledges is in agreement with the allowance as proposed by 

the Company.  This ALJ therefore recommends that the Company’s proposed claim for 

license and permit expense in the amount of $738,885 be approved by the Commission. 

 

13. UTILITIES AND FUEL EXPENSE  

 

Peoples 

 

The only adjustment to utilities and fuel expense was presented by I&E 

witness Okum.  Ms. Okum proposed to eliminate the Company’s multi-year average 

annual increase adjustments.  The Company rejected this adjustment.274  

 

I&E 

 

 I&E notes that the Company’s claim for utilities and fuel expense is 

$3,084,199.275  I&E recommends an allowance of $2,849,895, or a reduction of $234,304 

($3,084,199 - $2,849,895) to the Company’s claim, based on the Company’s claim being 

speculative and not known and measurable.276  

 

OCA 

 

The OCA did not present testimony regarding this issue.277  

 

 
274  Peoples MB at 29. 
275 I&E St. 1 at 40 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 20). 
276  I&E St. 1 at 40-41; I&E St. 1-SR at 31-32; I&E MB at 26. 
277  OCA MB at 36. 
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RECOMMENDATION 

 

 Similar to the license and permit allowance, this ALJ is in agreement with 

the Company’s proposal of $3,084,199 for utilities and fuel expense. 

 

14. ADVERTISING EXPENSE 

 

Peoples 

 

The Company’s claim for advertising expense in this proceeding is 

$1,458,032.278   

 

People’s notes that the Public Utility Code expressly authorizes the 

recovery of advertising expenses which meet any of the following criteria:279  

 

(1) Is required by law or regulation. 

 

(2)  Is in support of the issuance, marketing or acquisition 

of securities or other forms of financing. 

 

(2) Encourages energy independence by promoting the 

wise development and use of domestic sources of coal, oil 

or natural gas and does not promote one method of 

generating electricity as preferable to other methods of 

generating electricity. 

 

(4)  Provides important information to the public regarding 

safety, rate changes, means of reducing usage or bills, load 

management or energy conservation. 

 

(5)  Provides a direct benefit to ratepayers. 

 

 
278   Peoples Volume 1, Exhibit No. 4, Schedule 1 at 2, line 16.  
279  66 Pa. C.S. § 1316(a). 
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(6)  Is for the promotion of community service or economic 

development. 

 

Peoples argues that its sports-related messaging meets several of the 

statutory criteria for recovery.  As explained by Peoples witness Wachter, the Company 

uses partnerships with local professional sports teams to increase customer and public 

awareness of critical safety information in the seasons which most closely correspond to 

potential dangers.  For example, Peoples leverages its partnerships with the Altoona 

Curve to promote “Call 811” safe digging practices in print and video advertisements at 

the ballpark.  The advertisements refer customers to the Company’s website where they 

can find information regarding safe digging and other important gas safety information, 

which has been viewed more than 47,000 times from 2024-July 2026 as a result of the 

Company’s advertising efforts.280  Peoples notes that it also partners with the Pittsburgh 

Steelers and Pittsburgh Penguins to educate the public about how to use your senses to 

recognize and respond to natural gas leaks and how to detect and prevent carbon 

monoxide poisoning.  Peoples uses all three of its sports partnerships to communicate 

about bill assistance programs such as LIHEAP and Dollar Energy Fund during the 

winter heating seasons. 

 

Peoples maintains that customers benefit from the Company’s sports 

partnership advertising campaigns regarding safety and bill assistance, and that these 

partnerships provide economic development benefits to the community.  The Company’s 

professional sports partners are catalysts for economic development in the City of 

Pittsburgh and the western Pennsylvania region.  For example, a 2024 

PricewaterhouseCoopers LLC study estimated the Pittsburgh Steelers generated 

approximately $3.4 billion in direct or indirect contributions to Allegheny County and 

helped create more than 3,000 jobs in a four-year period, in addition to providing $140 

 
280  Peoples St. 2-R at 33-34. 
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million in tax revenue to local and state governments.281 The Company’s professional 

sports partners are also engaged in many community service projects throughout the 

region.  For example, the Pittsburgh Penguins Foundation’s most recent Community 

Impact Report cites charitable investments exceeding $6 million benefiting more than 

200 local organizations in 2024-2025.282  

 

Peoples maintains that sports partnerships advertising provides direct 

benefits to the Company’s customers and the local community and these advertising 

expenses are properly recoverable.283   

 

I&E 

 

I&E notes that the Company’s claim for advertising expense is $1,458,032 

and largely relates to sponsorships of professional sports teams including Pittsburgh 

Steelers LLC of $918,791, Pittsburgh Penguins LP of $262,182, and Lozinak 

Professional Baseball LLC of $203,462, as well as sponsorship of a holiday market of 

$125,000.284   

 

I&E recommended an allowance of $259,746 for advertising expense, or a 

reduction of $1,198,286 ($1,458,032 - $259,746) to the Company’s claim.285  I&E’s 

reduction was based on the removal of advertising related to sponsorships and sports 

partnerships, as well as the removal of the inflation adjustment included in the 

Company’s claim.286 

 
281  Peoples St. 2-R at 35-36. 
282  Id. at p. 36. 
283  66 Pa. C.S. § 1316(a); Peoples MB at 29-31. 
284  I&E St. 1 at 42-43 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 21; I&E Exh. 

No. 1, Sch. 19 at 2). 
285  I&E St. 1-SR at 34. 
286  I&E St. 1 at 43-45. 
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The Company’s claims relating to sponsorships and sports partnerships are 

inappropriate and should be disallowed for ratemaking purposes as the advertisements 

represent goodwill or promotional advertising and do not directly benefit ratepayers.  It is 

not apparent that these advertisement programs meet any of the six criteria enumerated in 

66 Pa. C.S. § 1316(a) as they: (1) are not required by law or regulation; (2) are not in 

support of the issuance, marketing, or acquisition of securities or other forms of 

financing; (3) do not encourage energy independence by promoting the wise development 

and use of domestic sources of coal, oil, or natural gas and does not promote one method 

of generating electricity as preferable to other methods of generating electricity; (4) do 

not provide important information to the public regarding safety, rate changes, means of 

reducing usage or bills, load management or energy conservation; (5) do not provide a 

direct benefit to ratepayers; or (6) promote community service or economic 

development.287 

 

Additionally, I&E maintains that it is inappropriate to increase expenses 

using a general inflation percentage as an inflation factor is speculative and does not meet 

the standard of known and measurable and should therefore be rejected. 

 

Therefore, in consideration of the record evidence presented, I&E 

recommends an allowance of $259,746 for advertising expense, or a reduction of 

$1,198,286 ($1,458,032 - $259,746) to the Company’s claim.288  

 

 
287  See 66 Pa. C.S. § 1316(a). 
288  I&E St. 1 at 42-45; I&E St. 1-SR at 32-34; I&E MB at 26-28. 
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OCA 

 

The OCA recommended that Peoples’ historical escalation factor 

adjustment to HTY expense amounts, including advertising expense, be disallowed.  The 

OCA recommends that the Commission disallow $75,656 of Peoples’ claimed 

advertising expense, based on the Company’s actual HTY expense for this account.289  

 

RECOMMENDATION 

 

This ALJ acknowledges that I&E witness Okum proposed to eliminate 

$997,630 related to the Company’s advertising associated with sports partnerships.290 

This ALJ agrees.  It is not clear from the record evidence that sports partnerships are 

necessary and essential for the provision of safe and reliable service for Peoples 

customers, and it is therefore not clear that Peoples customers should bear the burden of 

cost for this type of advertising.  While Peoples efforts to inform the community on 

various issues are commendable, it does not appear that these efforts should be 

financially supported by customers who are already struggling to pay their bills.  

Therefore, this ALJ is in agreement with I&E’s recommendation for an allowance of 

$259,746 for advertising expense.   

 

 
289  OCA MB at 36. 
290  I&E witness Okum also proposed to eliminate the Company’s multi-year 

average annual increase for an adjustment of $75,656, which the Company addressed in 

Section VI.B, above. 
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15. FLEET EXPENSE  

 

Peoples 

 

Peoples notes that the only adjustment to fleet expense was presented by 

I&E witness Okum.  Ms. Okum proposed to eliminate the Company’s multi-year average 

annual increase adjustments.  Peoples rejects this adjustment for the same reasons 

discussed in the Average Annual Increases section.291   

 

I&E 

 

 I&E notes that the Company’s claim for fleet expense is $836,976.292  I&E 

recommends an allowance of $746,507 or a reduction of $90,469 ($836,976 - $746,507) 

to the Company’s claim, based on Company’s claim being speculative and not known 

and measurable.293   

 

 OCA 

 

The OCA did not present testimony regarding this issue.294 

 

 
291  Peoples MB at 32. 
292 I&E St. 1 at 45 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 22). 
293  I&E St. 1 at 45-47; I&E St. 1-SR at 34-35; I&E MB at 28. 
294  OCA MB at 36. 
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RECOMMENDATION 

 

 Similar to the discussion under the Average Annual Increases section, 

given the lack of clearly identifiable evidence to support that increases as proposed by 

Peoples, this ALJ recommends that they be rejected by the Commission.  This ALJ is in 

favor of the proposed adjustment in the amount of $746,507, as testified to by I&E 

witness Okum. 

 

16. MATERIALS AND SUPPLIES EXPENSE  

 

Peoples 

 

Peoples notes that I&E witness Okum proposed to eliminate the Company’s 

multi-year average annual increase adjustments for Materials and Supplies Expense, and 

OCA witness Geiger proposed to use a three-year average of expenses.  Peoples rejects 

these proposals for the same reasons discussed in the Average Annual Increases 

section.295  

 

I&E 

 

 The Company’s claim for materials and supplies expense is $11,324,992.296  

I&E recommends an allowance of $10,183,664, or a reduction of $1,141,328 

($11,324,992 - $10,183,664) to the Company’s claim, based on Company’s claim being 

speculative and not known and measurable.297   

 

 
295  Peoples MB at 32. 
296 I&E St. 1 at 47 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 23). 
297  I&E St. 1 at 47-49; I&E St. 1-SR at 35-36; I&E MB at 28. 
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OCA 

 

 The OCA recommends that the Commission deny Peoples’ claimed 

historical-based escalation factors and, instead, use the average expense for the three 12-

month periods ended November 30, 2023, through November 30, 2025, which better 

reflects the costs Peoples has actually incurred.298  Specifically, OCA witness Geiger 

testified that “costs decreased by 13.9% from 2023 to 2024 and then increased by only 

0.46% from 2024 to 2025,” indicating significant volatility that is out-of-line with a 

consistent year-over-year escalation factor.299  Based on Mr. Geiger’s findings, the OCA 

recommends that the Commission apply downwards adjustments of $555,513 in the FTY 

and $585,816 in the FPFTY to remove Peoples’ escalation factors.300   

 

RECOMMENDATION 

 

 Similar to the discussion under the Average Annual Increases section, 

given the lack of clearly identifiable evidence to support that increases as proposed by 

Peoples, this ALJ recommends that they be rejected by the Commission.  This ALJ is in 

favor of the proposed adjustment in the amount of $10,183,664, as testified to by I&E 

witness Okum. 

 

17.  RATE CASE EXPENSE  

 

Peoples 

 

Peoples proposed to normalize rate case expense over a two-year period 

based on the estimated filing time between this case and the Company’s next rate case. 

 
298  OCA St. 2 at 8-9; OCA Sch. JNG-7-SR.  
299  OCA St. 2 at 8-9.  
300  OCA MB at 36-37. 
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The Company anticipates spending over $1.23 billion in 2028 and 2029 under its Long-

Term Infrastructure Improvement Plan (“LTIIP”).301  As explained by Peoples witness 

Wachter, the Distribution System Improvement Charge (“DSIC”) would provide 

insufficient revenue to cover LTIIP expenditures during 2028 and 2029.  The revenue 

requirement on $1.23 billion in investment would be over $100 million; whereas the 

DSIC capped at 5% of distribution revenue is less than $45 million.  Thus, Peoples 

submits that the DSIC would recover less than half of the revenue requirement on the 

Company’s LTIIP spend.  Peoples further submits that this illustrates that DSIC revenue 

is insufficient to provide an adequate return on two years of LTIIP capital expenditures 

for infrastructure replacement beyond the FPFTY.302  

 

Peoples witness Wachter explained that the historical time period between 

cases was affected by stay-out periods due to the unique circumstances of an acquisition 

and the Internal Revenue Service tax repair election.303  Moreover, Peoples maintains that 

the most important factor to consider is when the next case will be filed.  Mr. Wachter 

explained that in order to meet its LTIIP requirements, the Company must file within a 

two-year period, or it will experience insufficient revenues to provide an adequate 

revenue requirement.304   

 

In recent cases, the Commission has held that rate case expenses, like other 

expenses, can be based on future projections.  In UGI Electric, the Commission adopted 

UGI’s rate case normalization period based on future projections stating as follows:305 

 

We agree with UGI that the ALJs did not properly consider 

the Company’s planned acceleration of its capital 

 
301  Peoples St. 2-R at 37-41. 
302  Peoples St. 2-R at 39-40. 
303  Peoples St. 2-R at 38-39.  
304  Peoples St. 2-R at 39-40. 
305  UGI Electric at 59-60. 
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expenditures in determining the appropriate normalization 

period. 

 

The Company has shown that its Long-Term Infrastructure 

Improvement Plan (LTIIP) plan has significantly increased 

capital spending in order to repair, replace or improve 

qualifying distribution asset categories such as poles, 

underground and overhead conductor and transformers. 

Pursuant to its LTIIP, the Company will be spending over 

$8 million per year on these capital projects in each of the 

years following the FPFTY, which over a three-year period 

would amount to $24 million in capital expenditures. UGI 

has established that this $24 million expenditure would 

approximate a $3 million revenue requirement shortfall and 

would require the Company to seek relief pursuant to a base 

rate case. [citation omitted] 

 

The record evidence supports a finding that a long period 

between rate base proceedings is highly unlikely and that 

the Company’s proposed use of a three-year normalization 

period for rate case expense is appropriate. Accordingly, 

we shall adopt the proposed rate case expenses in the 

amount of $676,000 and permit amortization of this 

expense over a three-year period, resulting in a normalized 

claim of $225,000 per year. 

 

The Commission held the same in Citizens’ Electric, stating as follows:306 

We note further that this proceeding is premised on the use 

of a FPFTY and the recognition that certain expenses may 

be based on future expectations. Consistent with our 

determination in the UGI Order, the normalization period 

for rate case expense is one of those expenses. Thus, we 

may depart from the common practice of setting a 

normalization period based on historic filing frequency 

where substantial evidence exists to support a different 

normalization period. Such is the case here, where Citizens’ 

has enumerated convincingly the reasons that support a 

shortened filing frequency cycle. 

 
306  PA PUC v. Citizens’ Electric Company of Lewisburg, PA, Docket No. R-

2019-3008212 (Order entered April 27, 2020) (“Citizens’ Electric”) at 80. 
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Peoples notes that OCA witness Geiger updated his position to a 3.5-year amortization 

period in response to Mr. Wachter’s testimony and based upon Mr. Geiger recognizing 

that the stay out period between 2012 to 2019 is less representative of future base rate 

case filing frequency.307 Peoples argues that the same logic should be applied to the 

period of 2019 to 2023. 

 

Peoples maintains that using a two-year normalization period of rate case 

expenses is justified based on its LTIIP expenditures alone.308  

 

I&E 

 

I&E notes that the Company’s claim for rate case expense is $960,000 and 

the Company requested a normalization period of two years (24 months).309    

 

I&E recommended that the Company’s rate case expense be normalized 

over a period of 56 months resulting in an annual expense of $411,429 (($1,920,000 ÷ 56 

months) x 12 months), or a reduction of $548,571 ($960,000 - $411,429) to the 

Company’s claim.310   

 

I&E’s recommendation is based on adjusting the normalization period to 

match Peoples’ historic average base rate case filing frequency of 56 months ((27 months 

+ 59 months + 83 months) ÷ 3).311  As seen in the 2025 Columbia Gas base rate case, 

I&E notes that the Commission has consistently used the utility’s historic average filing 

frequency rather than the utility’s requested period when determining the appropriate rate 

 
307  Peoples St. 2-RJ at 17.  
308  Peoples MB at 32-34. 
309  I&E St. 1 at 53 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 27). 
310  Id. at pp. 54-58. 
311  Id. at pp. 54-55. 
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case normalization period.312  I&E submits that the Company’s proposed rate case 

expense normalization period of 24 months is speculative and is not supported by the 

historic filing frequency. 

 

Therefore, in consideration of the record evidence presented, I&E 

recommends an allowance of $411,429, or a reduction of $548,571 ($960,000 - 

$411,429) to the Company’s rate case expense claim, to be normalized over 56 months 

for ratemaking purposes.313  

 

OCA 

 

OCA notes that Peoples claimed a rate case expense of $1.920 million 

normalized over a two-year period, for an annual expense claim of $0.960 million 

included in the FPFTY.314  While the OCA did not dispute the amount of Peoples’ rate 

case expense claim, the OCA recommends that the Commission adjust the normalization 

period for Peoples’ rate case expense claim to three and a half years, resulting in a 

downward adjustment of FPFTY rate case expense of $411,429.315 OCA argues that 

Peoples’ proposed normalization period does not accurately reflect its historic filing 

frequency and should not be accepted.  

 

OCA further notes that the Commission has consistently held that rate case 

expenses are normal operating expenses that are incurred on an irregular basis, meaning 

that the expenses should be normalized over a period based on the historical frequency of 

 
312  Id. at p. 58 (citing Pa. P.U.C. v. Columbia Gas of Pennsylvania, Inc., 

Docket No. R-2025-3053499 at 138 (Order Entered December 9, 2025)). 
313  I&E St. 1 at 52-58; I&E St. 1-SR at 37-39; I&E MB at 29.   
314  OCA St. 2 at 7.  
315  OCA St. 2SR at 5. 
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the utility’s rate filings.316  OCA witness Geiger utilized the Company’s three most recent 

rate filings in 2019, 2023, and 2026, to compute an average interval of approximately 

three and a half years.317  The OCA has therefore normalized the rate expense claim over 

three and a half years, and results in a downwards adjustment to rate case expense of 

$411,429.318   

 

RECOMMENDATION 

 

Peoples notes that OCA and I&E both proposed to increase the 

normalization period of rate case expense based on the Company’s rate case filing 

history.  OCA witness Geiger proposed a five-year normalization period.319 This reduces 

the Company’s annual claim of $960,000 by $411,429 to $548,571.  I&E witness Okum 

proposed a 56-month normalization period.320  I&E’s proposed adjustment reduces the 

Company’s claim of $960,000 by $548,571 to $411,429.  As I&E’s recommendation is 

based on adjusting the normalization period to match Peoples’ historic average base rate 

case filing frequency of 56 months,321 which is supported by Commission precedent,322  I 

recommend that I&E’s recommended allowance of $411,429 be accepted by the 

Commission. 

 

 
316  Popowsky v. Pa. PUC, 674 A.2d 1149, 1154 (Pa. Cmwlth. 1996) (“the 

period of normalization is determined by examining the utility’s actual historical rate 

filings, not upon the utility’s intentions.”) (emphasis in original) (citing Pa. Pub. Util. 

Comm’n v. Borough of Media Water Works, 72 Pa. PUC 144 (1990)); see also, e.g., 

Columbia 2025 at *94; Pa. PUC v. Columbia Water Co., 2024 PA. PUC LEXIS 23, *20-

21 (Jan. 18, 2024) (Columbia Water 2024). 
317  OCA St. 2SR at 5.  
318  OCA St. 2SR at 5; OCA Sch. JNG-6-SR; OCA MB at 37-38.  
319  OCA St. 2 at 7-8. 
320  I&E St. 1 at 54. 
321  Id. at pp. 54-55. 
322  Id. at p. 58 (citing Pa. P.U.C. v. Columbia Gas of Pennsylvania, Inc., 

Docket No. R-2025-3053499 at 138 (Order Entered Dec. 9, 2025)). 
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18.   PENSION EXPENSE  

 

Peoples 

 

The Company’s claim for pension expense is $3,164,136.323 The Company 

used a four-year average of pension expense to determine its claim in this proceeding.  

The Company notes that it also seeks to maintain an appropriate funding cushion to 

mitigate the effects of potential market volatility and changing actuarial assumptions. 

Peoples submits that maintaining a strong funded status reduces the risk that significant 

future contribution requirements could arise during periods of economic stress. Peoples 

argues that this approach benefits both employees and customers by promoting long-term 

financial stability and reducing the likelihood of substantial swings in future pension 

expense.  

 

Furthermore, Peoples maintains that pension contributions reflect cash 

funding requirements and funding policies that are distinct from pension accounting 

measurements.  Peoples argues that the accounting funded status reported on the balance 

sheet does not, by itself, determine the amount of prudent future contributions.  Pension 

funding decisions are based upon actuarial evaluations of future obligations, expected 

benefit payments, regulatory requirements, and the Company's long-term funding 

objectives.  

 

The Company argues that its approach is consistent with sound financial 

management principles.  A well-funded pension plan strengthens benefit security for 

employees, supports long-term financial stability, and reduces the potential for larger 

funding requirements in future periods. For these reasons, Peoples argues that the mere 

existence of an overfunded pension position does not support eliminating pension 

 
323  Peoples Volume 1, Exhibit No. 4, Schedule No. 1 at 2, line 3. 
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expense from rates or concluding that future pension contributions are 

unnecessary. Peoples maintains that it has consistently funded its pension plan in a 

prudent manner and will continue to do so in the future.324  

 

I&E 

 

 I&E notes that the Company’s claim for pension expense is $3,164,136.325  

I&E recommends disallowance of the entire $3,164,136 claim.326  I&E submits that, 

should the Commission decide to grant the Company this expense, I&E recommends that 

the Commission should only allow a three-year average of net cash contributions for 

2023, 2024, and 2025, or $2,328,848 (($5,670,000 + $1,316,545 + $0) / 3), or a reduction 

of $835,288 to Peoples’ claim, rather than the Company’s four-year average of 

$3,164,136 that, I&E submits, inappropriately includes 2022 to capture an older historic 

amount of $5,670,000 which serves only to inflate the claim.327  

 

OCA 

 

The OCA did not present testimony regarding this issue.328  

 

RECOMMENDATION 

 

I&E witness Okum proposes to disallow the entire FPFTY claim for 

pension expense based on her belief that it is questionable whether the Company will 

 
324  Peoples MB at 34-36. 
325 I&E St. 1 at 17 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 8). 
326  I&E St. 1 at 18. 
327  I&E St. 1-SR at 21-22 (citing Peoples Exh. No. 4, Sch. 1 at 8); I&E MB at 

30. 
328  OCA MB at 39. 
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need to make a contribution in 2026 or 2027 due to the overfunded status of the plan.329  

Peoples argues that I&E’s proposed disallowance of the Company’s pension expense is 

speculative and does not reflect how the Company funds its pension plan. Peoples 

witness Mr. Wachter explained the Company’s prudent approach to funding its pension 

plan330:  

 

The existence of an overfunded pension at a particular point 

in time does not mean that future pension contributions are 

unnecessary or imprudent. Rather, pension funding 

decisions are based on long-term obligations and funding 

policies designed to ensure that sufficient assets are 

available to meet promised retirement benefits over many 

decades. 

 

A pension plan's funded status is highly sensitive to factors 

that are outside of management's control, including 

investment performance, discount rates, employee 

demographics, mortality assumptions, retirement patterns, 

and other actuarial factors. As a result, a funded position 

that appears favorable in one year can change materially in 

subsequent years. Consequently, prudent pension 

management requires the Company to evaluate funding 

needs on a prospective basis rather than relying solely on a 

snapshot of the plan's funded status at a single point in 

time.  

 

Alternatively, I&E recommends that the Commission should only allow a 

three-year average of net cash contributions for 2023, 2024, and 2025, or $2,328,848 (in 

other words, a reduction of $835,288 to Peoples’ claim), rather than the Company’s four-

year average of $3,164,136.  In consideration of the two arguments, I recommend that the 

Commission approve the middle line of allowing the pension expense, but at the 

reduction of $835,288, as recommended by I&E. 

 

 
329  I&E St. 1 at 18. 
330  Peoples St. 2-R at 42-43. 
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19.   OUSIDE SERVICES 

 

Contracted 

 

Peoples 

 

 Peoples notes that the only adjustment to Outside Services - Contracted was 

presented by I&E witness Okum.  Ms. Okum proposed to eliminate the Company’s 

multi-year average annual increase adjustments.  The Company rejected this 

adjustment.331  

 

I&E 

 

 I&E notes that the Company’s claim for outside services – contracted is 

$22,002,493.332  I&E recommends an allowance of $19,947,180 for outside services – 

contracted, or a reduction of $2,055,313 ($22,002,493 - $19,947,180) to the Company’s 

claim, based on the Company’s claim being speculative and not known and 

measurable.333  

 

OCA 

 

The OCA did not present testimony regarding this issue.334   

 

 
331  Peoples MB at 36. 
332 I&E St. 1 at 23 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 11). 
333  I&E St. 1 at 23-25; I&E St. 1-SR at 24-25; I&E MB at 30. 
334  OCA MB at 39. 
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RECOMMENDATION 

 

Similar to the discussion under the Average Annual Increases section, 

given the lack of clearly identifiable evidence to support that increases as proposed by 

Peoples, this ALJ recommends that they be rejected by the Commission.  This ALJ is in 

favor of the proposed allowance in the amount of $19,947,180 for outside services – 

contracted, as testified to by I&E witness Okum. 

 

Administrative and General 

 

Peoples 

 

 Peoples notes that I&E witness Okum proposed to eliminate the Company’s 

multi-year average annual increase adjustments for Outside Services – Administrative 

and General.  Peoples further notes that OCA witness Geiger proposed to use a three-year 

average of expenses.  The Company rejected this adjustment.335   

 

I&E 

 

I&E notes that the Company’s claim for outside services – administrative 

and general is $6,333,184.336  I&E recommends an allowance of $5,406,725 for outside 

services – administrative and general, or a reduction of $926,459 ($6,333,184 - 

$5,406,725) to the Company’s claim, based on the Company’s claim being speculative 

and not known and measurable.337  

 

 
335  Peoples MB at 36. 
336 I&E St. 1 at 28 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 13). 
337  I&E St. 1 at 28-30; I&E St. 1-SR at 26-27.; I&E MB at 31. 
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OCA 

 

The OCA recommended that Peoples’ historical escalation factor 

adjustment to HTY expense amounts, including outside services – administrative and 

general, be disallowed.  The OCA recommends that the Commission utilize the average 

of Peoples’ experienced expense amounts in the past three years, as Peoples presented no 

evidence, such as contracts, to support its anticipated cost escalations over time.338  As a 

result, the OCA recommends a downwards adjustment of $1.282 million to Peoples’ 

claimed outside services – administrative and general expense.339  

 

RECOMMENDATION 

 

In light of OCA’s notation of a lack of solid evidence in support of Peoples’ 

claim for Outside Services – Administrative and General, and I&E’s reduction 

recommendation due to a speculative proposal, this ALJ agrees with I&E’s 

recommendation and recommends that the Commission approve an allowance in the 

amount of $5,406,725 for outside services – administrative and general. 

 

IT Services 

 

I&E 

 

I&E notes that the Company’s claim for outside services – IT is 

$7,623,113.340  I&E recommends an allowance of $7,336,408 for outside services – IT, or 

 
338  OCA St. 2SR at 13-14.  
339  OCA Sch. JNG-14-SR; OCA MB at 39. 
340 I&E St. 1 at 25 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 12). 
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a reduction of $286,705 ($7,623,113 - $7,336,408) to the Company’s claim, based on the 

Company’s claim being speculative and not known and measurable.341  

 

RECOMMENDATION 

 

This ALJ recommends that the Commission accept I&E’s recommendation 

of an allowance of $7,336,408 for outside services – IT.  IT services are necessary and 

those that are supported by the evidence of record are recommended for approval in this 

proceeding. 

 

20.  NATURAL GAS HOT WATER TANK REBATE PILOT  

 

 Peoples 

 

Peoples included $500,000 in its claim for expense related to the 

Company’s proposed Natural Gas Hot Water Tank Rebate Pilot.342  Peoples notes that 

OCA witness Geiger made an adjustment to reject the full $500,000 based on OCA’s 

position that the Pilot be denied.  Peoples rejects OCA’s position.343  

 

I&E 

 

 I&E did not present testimony on the Company’s proposed natural gas hot 

water tank rebate pilot.344  

 

 
341  I&E St. 1 at 25-27; I&E St. 1-SR at 25-26; I&E MB at 31. 
342  Peoples St. 2-R at 44. 
343  Peoples MB at 36. 
344  I&E MB at 31. 
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OCA 

 

 The OCA recommends that Peoples’ request to implement a Natural Gas 

Water Tank Rebate Program be denied. Based on this recommendation, the OCA 

removed the claimed annual expense of $500,000 from the Company’s requested revenue 

requirement.345   

 

RECOMMENDATION 

 

 This Judge is not against Peoples attempting a pilot rebate program for its 

customers’ water heaters.  Peoples can use the data from this pilot program to determine 

what to do in future years, and the program can prove useful to customers.  This Judge 

therefore recommends that the Commission accept Peoples’ claim of $500,000 for the 

program. 

 

21.  PAYMENT PROCESSING EXPENSE  

 

 Peoples 

 

Peoples’ claim for payment processing expense is $2,939,659.346  The 

Company adjusted the FTY and FPFTY expense by 22% or $939,253 to account for the 

expected increased adoption of the payment processing service by customers and 

increased the FPFTY expense by 2.7% or $77,284.  Peoples explains that the 22% 

represents the average percentage increase of payment processing fees over the last two 

years mainly resulting from an increase in customer usage for these payment channels.347 

 
345  See Section XVII, supra; OCA St. 2SR at 18; OCA Sch. JNG-20-SR; OCA 

MB at 39.  
346  Peoples Volume 1, Exhibit No. 4, Schedule No. 1 at 2, line 21. 
347  Peoples St. 2-R at 45. 
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Peoples notes that I&E and OCA proposed to use the HTY expense and rejected the 

Company’s adjustments.  

 

As Peoples witness Mr. Wachter explained, there are several reasons to 

expect that a growing percentage of customers will pay their utility bills using credit 

cards:348 

 

First, national payment studies conducted by the Federal 

Reserve demonstrate a continuing migration toward 

electronic and card-based payments. The Federal Reserve's 

2025 Diary of Consumer Payment Choice found that credit 

cards accounted for 35% of all consumer payments, making 

them the most frequently used payment instrument in the 

United States. The study further found that increased credit 

card usage, remote payments, and mobile-device payments 

were significant contributors to the growth in overall 

consumer payment activity. Consumers made an average of 

48 digital payments per month in 2024, reflecting a 

continuation of the trend toward digital payment methods.  

 

Second, the Federal Reserve has documented long-term 

growth in non-cash payment activity. Data from the Federal 

Reserve Payments Study show continuing increases in card 

payment volumes and values across the U.S. economy. The 

growth of general-purpose card payments has been 

persistent over multiple reporting periods, demonstrating 

widespread consumer acceptance of electronic payment 

methods for both recurring and discretionary expenses.  

 

Third, utility-specific research shows that consumers 

increasingly view credit cards as an acceptable and 

convenient method for paying utility bills. A 2025 study of 

consumer bill-payment behavior found that 70% of 

consumers use credit cards to pay at least some of their 

bills, including utility bills. The same study reported that 

42% of respondents specifically use credit cards for utility 

payments and that approximately one-half of respondents 

 
348  Id. at pp. 46-47. 
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believe credit cards make it easier to pay bills on time. The 

research also found that consumers often use credit cards to 

gain convenience, financial flexibility, rewards benefits, 

and automated payment capabilities.  

 

Fourth, utility customers increasingly expect digital and 

mobile payment options. The Federal Reserve's consumer 

payment studies indicate that remote and mobile payments 

continue to grow. Remote payments have increased year 

after year since 2021, while mobile-phone-based payments 

have nearly tripled since 2018. These findings demonstrate 

that customers increasingly prefer payment methods that 

allow them to make payments electronically without 

mailing checks or visiting payment locations.  

 

 Peoples argues that I&E and OCA do not provide sufficient evidence to 

overcome the Company’s evidence supporting the increased utilization of electronic and 

card-based payments and the associated processing fees.349   

 

I&E 

 

I&E notes that the Company’s claim for payment processing expense is 

$2,939,659.350  I&E recommends an allowance of $1,923,122, or a reduction of 

$1,016,537 ($2,939,659 - $1,923,122) to the Company’s claim, based on Company’s 

claim being speculative and not known and measurable.351  

 

OCA 

 

 OCA notes that Peoples proposed to include $2.940 million of payment 

processing expenses in the FPFTY, including a 22.0% year-over-year escalation factor 

 
349  Peoples MB at 36-37. 
350  I&E St. 1 at 49 (citing Peoples Exh. No. 4, Sch. 1 at 2 and 26). 
351  I&E St. 1 at 49-51; I&E St. 1-SR at 36-37; I&E MB at 31-32. 
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applied each year from the HTY to the FPFTY.352  OCA argues that Peoples failed to 

provide evidence, such as contracts with its third-party payment processor, to support its 

claim for a year-over-year increase in its payment processing expense.353  The OCA 

recommended that the Commission utilize the HTY payment processing expense because 

the HTY expense amount reflects a significant escalation in Peoples’ historical 

experienced cost for payment processing; namely, the Company’s adoption of a no-fee 

credit card payment system resulted in a significant increase to the expense which is 

already reflected in the HTY amount.354  Peoples presented no evidence to support that it 

will continue to experience an increase in costs at the same or a similar rate over time, 

since it has already adopted no-fee credit card payment processing.355  Therefore, the 

OCA recommends that the Commission decrease Peoples’ FPFTY payment processing 

expense claim by $1,016,537, for an allowance of $1,923,122.356  

 

RECOMMENDATION 

 

 In consideration of the evidence presented on this matter, this ALJ 

recommends that the Commission accept OCA’s recommended allowance amount of 

$1,923,122.    

 

 
352  OCA St. 2 at 25.  
353  OCA St. 2 at 25.  
354  OCA St. 2 at 25.  
355  OCA St. 2SR at 17.  
356  OCA Exh. JNG-19-SR; OCA MB at 39-40.  
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22.  BUILDING LEASES 

 

Peoples 

 

 The Company’s updated claim for building leases is $3,908,207. The 

updated claim reflects a reduction of $785,433 from the original claim, which was 

accepted by I&E. No party challenged the Company’s claim for building leases.357  

 

I&E 

 

 I&E notes that the Company’s claim for building leases expenses is 

$4,693,640.358  I&E accepted the Company’s revision to its building leases claim in 

rebuttal testimony.359  

 

OCA 

 

 The OCA did not present testimony regarding this issue.360  

 

RECOMMENDATION 

 

 This Judge recommends that the Commission accept the Company’s 

proposal of $3,908,207 for building leases, which was reduced from its original claim and 

has been accepted by I&E. 

 

 
357  Peoples St. 2-R at 24; I&E St. 1 at 30-31; Peoples MB at 38. 
358 I&E St. 1 at 30 (citing Peoples Exh. No. 4, Sch. 1 at 2, 14). 
359  I&E St. 1-SR at 3; I&E MB at 32. 
360  OCA MB at 40. 
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Universal Service Program Rider  

 

Peoples 

 

 The Company proposed to recover three incremental costs through the USP 

Rider: (1) costs associated with a new LIURP Compliance Specialist; (2) costs associated 

with the recurring Independent Program Evaluation, which was normalized over a 

six-year period corresponding with the frequency of this evaluation; and (3) certain costs 

related to the Company’s Cares Program.361   

 

I&E 

 

I&E notes that the Company proposed to recover three incremental costs 

through the USP Rider: (1) costs associated with a new LIURP Compliance Specialist; 

(2) costs associated with the recurring Independent Program Evaluation; and (3) costs 

associated with the Company’s Cares program.362 

 

I&E witness Okum did not agree that the costs associated with the LIURP 

Compliance Specialist should be recovered through the USP Rider as all labor costs 

should continue to be included in base rates and therefore added the cost of labor and 

employee benefits for this employee to the respective sections of her direct testimony.363  

When these costs are included in a rider, the parties lose the ability to review these costs 

in the context of a rate case, and thus the parties’ ability to verify that such costs are 

prudently incurred is hindered.   

 

 
361  Peoples MB at 38 (citing Peoples St. 2-R at 48).  
362  I&E St. 1 at 58 (citing Peoples St. 2 at 20-21). 
363  Id. at pp. 58-59 (citing I&E Exh. No. 1, Sch. 3). 
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 Therefore, in consideration of the record evidence presented, I&E 

recommends that the costs associated with the LIURP Compliance Specialist should be 

recovered through base rates rather than through the USP Rider.364  

 

OCA 

 

The OCA submits that the Commission should approve Peoples’ proposed 

expenditures for (1) an additional employee to facilitate compliance with the 

Commission’s LIURP requirements and (2) studies to identify “zones of vulnerability” 

and associated communications costs.365  However, those expenditures should be 

recovered through base rates rather than through a Rider.366 

 

Recovering these costs through the Universal Service Rider would 

improperly isolate individual cost increases from the other changes in Peoples’ cost of 

service that will result from improved program performance.367  For example, targeted 

communications intended to increase CAP enrollment may increase outreach costs but 

simultaneously decrease working capital associated with arrears, credit and collection 

expenses, bad debt, and lost revenues resulting from disconnections.368  Similarly, 

effective LIURP expenditures can improve payment performance and reduce arrears, 

disconnections, and bad-debt write-offs.369 

 

The Commission agreed with this position in the recent PAWC 2026 

decision, where PAWC similarly attempted to recover universal service costs through a 

CAP rider: 

 
364  I&E St. 1 at 58-59; I&E St. 1-SR at 39-41; I&E MB at 32-33. 
365  Id. at 85. 
366  Id. 
367  Id. 
368  Id. at 85-86. 
369  Id. at 86-87. 
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We agree with the ALJs that all rate impacts associated with 

the CAP costs proposed to be recovered in the CAP Rider 

should be considered because there could be decreases in 

certain expenses that may be realized through the CAP 

program, as well as possible double recovery of costs 

without an appropriate offset. Under the instant proposal, 

an offset of $0.00 is not reasonable. Accordingly, we agree 

with the ALJs that it is more appropriate for cost recovery 

of PAWC’s universal service costs to be addressed through 

the base rate process, rather than a new rider, at this time.370 

 

The Commission should therefore consider the total cost-of-service impact 

rather than permitting Peoples to recover increased expenditures through the Universal 

Service Rider without accounting for the offsetting benefits those expenditures may 

produce.  The Commission should order that the proposed costs be recovered through 

base rates instead of a Rider.371   

 

RECOMMENDATION 

 

 In light of the testimony presented by I&E, this Judge recommends that the 

Commission accept I&E’s proposal that costs associated with the LIURP Compliance 

Specialist be recovered through base rates instead of a Rider, so that the parties have the 

ability to review the labor costs in the context of a rate case.  The Company’s proposal is 

otherwise adopted. 

 

 
370  PAWC 2026 at 334. 
371  OCA MB at 40-41. 
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23.  PUBLIC UTILITY COMMISSION ASSESSMENT 

 

Peoples 

 

 The Company’s claim for PUC Assessment expense is $3.859 million. 

Peoples based its claim for PUC Assessment expense on the 2025 invoice amount plus a 

6% increase. The 6% increase represents the average of increases over a five-year 

period.372  

 

I&E 

 

I&E did not present testimony on the Company’s PUC assessment.373  

 

OCA 

 

The OCA recommends utilizing the average experienced expense amount 

for the past three years, for an adjustment to Peoples’ FPFTY expense claim of 

($823,737).374  OCA argues that Peoples failed to provide any evidence that it should 

anticipate to experience a 6.0% year-over-year increase in its assessment expense for the 

FTY and FPFTY; rather, it relies on a varying set of data to produce an escalation 

adjustment that fails to adequately capture the potential for increases and decreases in the 

expense amount, both of which are present in Peoples’ historic assessment amount for the 

past three years.375  The OCA submits that its recommendation regarding the 

 
372  Peoples MB at 38. 
373  I&E MB at 33. 
374  OCA St. 2SR at 16.  
375  OCA Sch. JNG-18-SR.  
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Commission assessment expense is consistent with its recommendations disallowing 

$823,737 in the FPFTY expense claim for the Commission assessment.376  

 

RECOMMENDATION 

 

 OCA witness Geiger disagreed with the Company’s application of the 6% 

increase to the 2025 invoice amount and instead proposed to normalize the PUC 

Assessment expense by taking the average of the most recent three years, which resulted 

in an adjustment of $823,737.377  This ALJ is in agreement with witness Geiger’s 

testimony and recommends that the Commission accept the adjustment in the amount of 

$823,737. 

 

24.  RESIDENTIAL COLLECTION EXPENSE 

 

Peoples 

 

Peoples notes that OCA witness Geiger proposes to adopt OCA witness 

Colton’s recommendation with respect to residential collection expense.  Mr. Colton 

proposes that Peoples be directed to implement a 50-50 sharing of credit and collection 

expenses, which OCA claims amounts to a reduction of $3,833,503.378 Peoples argues 

that the OCA’s proposed 50-50 sharing of residential collection expense is improper, and 

the Company should be permitted to recover the entire amount of its residential collection 

expense.  However, as explained by Mr. Wachter, Peoples submits that if the OCA’s 

proposal were to be adopted, it overstates the adjustment by $575,244 by double counting 

the amount of confirmed low-income collection expense.379 Mr. Colton recognized that 

 
376  OCA MB at 42. 
377  OCA St. 2 at 24-25. 
378  OCA St. 4 at 4, 50.  
379  Peoples St. 2-R at 49-50.  
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he inadvertently double counted the 41,150,487 of low-income collection expense in his 

adjustment.  As such, he reduced his proposed disallowance by $575,244.380 

 

Peoples avers that the OCA’s proposed disallowance of 50% of the 

Company’s residential collection expense is based on Mr. Colton’s belief that the 

Company’s collection practices are ineffective and his concern regarding Customer 

Assistance Program (“CAP”) enrollment.381  Neither of Mr. Colton’s reasons justify the 

OCA’s proposal to deny half of the Company’s cost recovery.  The Company argues that 

its payment arrangement practices are consistent with the Commission’s regulations at 

52 Pa. Code § 54.75 as reflected in its justified Commission-issued Payment 

Arrangement (“PAR”) rate, which is one third of the industry average.382  Peoples further 

argues that with respect to CAP, as Company witness Black explained, the Company’s 

CAP enrollment has grown significantly.383  

 

Peoples avers that the annual collection operating expense that Mr. Colton 

refers to in his recommendation is not intended to be used for ratemaking purposes, and 

Mr. Colton’s recommendation to base a ratemaking adjustment on this figure is 

inappropriate. Instead, this figure is reported to the Commission pursuant to the 

requirements of the Universal Service Reporting Requirements Data Dictionary and 

includes the following: “administrative expenses associated with termination activity, 

negotiating payment arrangements, budget counseling, investigation and resolving 

informal and formal complaints associated with payment arrangements, securing and 

maintaining deposits, tracking delinquent accounts, collection agencies’ expenses, 

litigation expenses other than Commission related, dunning expenses and winter survey 

 
380  OCA St. 4SR at 30. 
381  OCA St. 4 at 43-50. 
382  Peoples St. 18-R at 6-7.  
383  Peoples St. 10-R at 11-14. 
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expenses.”384  The Data Dictionary also provides that CAP recipients should be excluded 

from the calculation of this figure.  The expense amount is not limited to directly 

identifiable expenses and includes estimated labor costs to perform the activity.385  While 

this figure may serve as a useful comparison point between utilities regarding credit and 

collection activities, it does not form the appropriate basis for the OCA’s ratemaking 

adjustment.386   

 

I&E 

 

I&E did not present testimony on the Company’s residential collection expense.387  

 

 
384  Peoples St. 18-R at 7-8.  
385  Id.  
386  Peoples MB at 38-40. 
387  I&E MB at 33. 
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OCA 

 

OCA witness Colton recommended that, due to Peoples’ inadequate and 

unreasonable residential collection expense practices, ratepayers should not be required 

to fund more than 50% of Peoples’ claimed collection expense.388 Pursuant to Section 

523 of the Public Utility Code, the Commission may “mak[e] such adjustments to 

specific components of the utility's claimed cost of service as it may determine to be 

proper and appropriate” based on the consideration of evidence regarding “the efficiency, 

effectiveness and adequacy of service of each utility when determining just and 

reasonable rates under this title.”389  Based on the clear statutory authority to adjust a 

utility’s claimed cost of service amount associated with inadequate service and the record 

evidence supporting that Peoples’ credit and collection activities constitute inadequate 

and unreasonable service, OCA witness Colton recommended that the Commission 

reduce Peoples’ residential collection expense claim by $3.834 million.390  

 

RECOMMENDATION 

 

This Judge agrees that customers should not have to pay for more than half 

of this expense.  Therefore, this Judge recommends that the Commission accepts OCA’s 

proposal to reduce Peoples’ residential collection expense claim by $3,834 million. 

 

 
388  OCA St. 4 at 50.  
389  66 Pa. C.S. §523(a).  
390  OCA St. 4SR at 30; OCA MB at 42-43. 
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25.  INTEREST SYNCHRONIZATION  

 

Peoples 

 

Peoples notes that OCA witness Geiger proposed a reduction in state 

income tax expense of $2.2 million and federal income taxes expense of $6 million based 

on OCA’s proposed adjustments to the Company’s capital structure.391  Peoples argues 

that OCA’s capital structure should be rejected, and therefore the interest synchronization 

adjustment should also be rejected.  However, Peoples submits that even if OCA’s capital 

structure adjustment is accepted, the interest synchronization adjustment should still be 

rejected.392  

 

Peoples argues that although interest expense is tax deductible, the resulting 

increase in revenue is taxable.  Thus, there is no impact on income taxes.  Stated 

differently, a reduction in interest would create lower taxes, but there would be a 

corresponding increase in revenue which would increase taxes. Mr. Wachter presented 

the following chart to illustrate this point.393  

 

 

 
391  OCA St. 2 at 28. 
392  Peoples St. 2-R at 50-53. 
393  Id. at p. 51; Peoples MB at 40-41.  
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I&E 

 

I&E did not present testimony on interest synchronization.394  

 

OCA 

 

 OCA witness Geiger calculated an interest expense reduction of $8.268 

million by multiplying the OCA’s recommended rate base by the weighted cost of debt in 

the OCA’s recommended capital structure.395  

 

RECOMMENDATION 

 

 Because I have accepted Peoples’ proposed capital structure, I recommend 

that the interest synchronization adjustment proposed by OCA be rejected.    

 

26.   COST OF OTHER PARTIES’ PROPOSALS 

 

Peoples 

 

Peoples argues that the OCA and CAUSE-PA made certain 

recommendations in this proceeding that, if adopted, would result in the Company 

incurring additional costs.  These proposals relate to the Company’s customer service and 

low-income programs and are described on pages 52-53 of Peoples St. No. 2-R.  Even 

 
394  I&E MB at 33. 
395  OCA St. 2 at 28; OCA St. 2SR at 19-20; OCA Sch. JNG-22-SR; OCA MB 

at 43.  
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though the parties seek to require the Company to implement their proposals, Peoples 

argues that the parties did not identify the costs associated with these proposals.396  

 

The Company is opposed to adopting the parties’ proposals.  However, in 

the event that the Company is ordered to implement any of the proposals, the Company 

submits that it must be permitted to recover all prudently incurred expenses.397  The 

Company requests that if the Commission requires it to implement any of these proposals 

that the Commission’s order also include provisions for future recovery of incremental 

costs incurred as a result of implementing the proposals.398   

 

I&E 

 

I&E did not present testimony on the cost of the other parties’ proposals.399  

 

OCA 

 

The OCA did not present testimony regarding the expense implications of 

its recommended improvements to Peoples’ quality of service and customer service.  The 

OCA disputes that it is necessary or appropriate for the Commission to provide for 

specific allowances or general accommodations for the cost to implement the service 

improvements required under Section 1501 of the Public Utility Code.  For example, in 

Columbia 2025, the Commission ordered the utility to make improvements and 

modifications to its customer service without specifically identifying an associated 

 
396  Peoples St. 2-R at 53. 
397  See Butler Township v. Pa. PUC, 473 A.2d 219, 221 (Pa. Cmwlth. 1984); 

T.W. Phillips Gas and Oil Co. v. Pa. PUC, 474 A.2d 355 (Pa. Cmwlth. 1984). 
398  Peoples St. 2-R at 52; Peoples St. 2-RJ at 23-24; Peoples MB at 41-42. 
399  I&E MB at 33. 
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expense adjustment for these efforts.400 Similarly, in PAWC 2026, the Commission did 

not specifically authorize additional expense claims for the utility’s requirements to 

modify its customer service.401  The OCA submits that it would be inconsistent with prior 

Commission orders to identify specific expense allowances for the modifications to 

Peoples’ service necessary to ensure that the same is adequate and reasonable.  As a 

result, to the extent that Peoples requests additional revenue to implement the 

adjustments to service necessary to comply with Section 1501 of the Public Utility Code, 

such request is inappropriate and should be denied.402  

 

28.   UNCOLLECTIBLE ACCOUNTS EXPENSE 

 

Peoples 

 

 In the revenue requirements recommended by I&E witness Okum and OCA 

witness Geiger, Peoples argues that they both rolled back their allowance for 

uncollectible accounts expense concurrently with their reduction to the Company’s 

overall claim.  Peoples submits that ultimate recovery of incremental uncollectible 

 
400  Columbia 2025 at *248-56 (Columbia was ordered to: “review scripts for 

automated chat box or ‘apps’ to ensure customer rights associated with transactions are 

provided”; “develop and implement a process to screen” new and existing customers for 

their income level; and “conduct a monthly review of Customer Assistance Program 

accounts to ensure customers receive the most affordable rate”; “ initiate and complete an 

internal study to determine whether a pilot program utilizing Smart Remote Methane 

Detectors is feasible”).  
401  PAWC 2026 at 414-18 (PAWC was ordered to modify its bill discount 

program; implement and report on modifications to its arrearage management program; 

audit and investigate call center compliance; “conduct a root cause analysis of customer 

disputes and informal and formal complaints to identify complaint trends, underlying 

causes, and reforms or other steps undertaken to respond to these findings”; and modify 

its customers’ bill presentation).  
402  OCA MB at 43-44. 
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accounts expense should be calculated based on the rate increase approved in this 

proceeding.403   

 

I&E 

 

 I&E recommends an allowance of $45,570,205, or a reduction of 

$1,362,472 ($46,932,677 - $45,570,205) to the Company’s cash working capital claim, 

based on the Company’s cash working capital workpapers and incorporating all of I&E 

witness Okum’s recommendations.   The Company accepted Ms. Okum’s 

recommendation to remove uncollectible expense from its cash working capital 

calculation.  I&E noted that its cash working capital recommendation is not a final 

recommendation because all adjustments to the Company’s claims must be continually 

brought together in the Administrative Law Judge’s Recommended Decision and again in 

the Commission’s Final Order.404  

 

I&E witness Okum testified extensively regarding the Company’s claim for 

its cash working capital (“CWC”) expense in her direct405 and surrebuttal406 testimonies.  

Ms. Okum noted that cash working capital includes the amount of funds necessary to 

operate a utility during the interim between the rendition of service, including the 

payment of related expenses, and the utility’s receipt of revenue in payment of services 

rendered.407  Peoples calculates its cash working capital by using a lead/lag study which 

I&E does not oppose.408  A lead/lag study measures the differences in time between: 

(1) the time services are rendered until payment of those services is received; and (2) the 

 
403  Peoples St. 2-RJ at 24; Peoples MB at 42. 
404  I&E MB at 6-9. 
405  I&E St. 1 at 60-62.   
406  I&E St. 1-SR at 44-45.   
407  I&E St. 1 at 60.  
408  Id. at p. 61.  
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time between the point when a utility has incurred an expense and the actual payment of 

the expense.409 

 

I&E recommends an allowance of $45,570,205, or a reduction of 

$1,362,472 ($46,932,677 - $45,570,205) to the Company’s claim, based on the 

Company’s cash working capital workpapers and incorporating all of I&E witness 

Okum’s recommendations.410  Company witness Anton Ribich accepted Ms. Okum’s 

recommendation to remove uncollectible expense from the Company’s cash working 

capital calculation.411 

 

Ms. Okum noted that her cash working capital recommendation is not a 

final recommendation because all adjustments to the Company’s claims must be 

continually brought together in the Administrative Law Judge’s Recommended Decision 

and again in the Commission’s Final Order.412  This process, known as iteration, 

effectively prevents the determination of a precise calculation until all adjustments have 

been made to the Company’s claims.413  

 

OCA 

 

OCA argues that the Commission should reject Peoples’ proposed use of a 

two-year average of residential uncollectible activity to calculate the bad debt offset 

percent.  Instead, Peoples should establish the CAP participation level using a 12-month 

average of actual historical enrollment provided by BCS and use write-off for CLI as 

 
409  Id. at pp. 60-61. 
410  I&E St. 1-SR at 45 (citing I&E Exh. No. 1-SR, Sch. 2). 
411  Id. at p. 44. 
412  Id. at p. 45.  
413  Id.; I&E MB at 33-34.   
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published in the most recent BCS annual report on collections performance and universal 

service programs.  This change would result in an 8.1% offset.414 

 

OCA further argues that Peoples has not historically demonstrated 

sufficient accuracy in projecting future CAP participation.415  Because of this, Peoples 

original proposal to base CAP participation on projected CAP participation and use a bad 

debt offset equal to the recent three-year average of residential uncollectible activity, is 

unreasonable.416  Since Peoples’ original rate filing, Peoples witness Ms. Scanlon agreed 

to revert back to the approach the Company utilized in the 2023 base rate case proceeding 

as recommended in OCA witness Colton’s direct testimony.417  Thus, using the most 

recent figure from BCS would result in an 8.1% offset.418  OCA witness Colton initially 

recommended using the actual month-end CAP participation level at the time of the final 

order as the number over which the offset would be applied.419  In surrebuttal, however, 

Mr. Colton recognized the legitimate concern that CAP participation varies from month 

to month and therefore agreed that a twelve-month average, ending with the month in 

which the final order is issued, is an appropriate methodology.420 

 

OCA submits that this methodology does not create a new reporting 

requirement or administrative burden as Peoples already reports monthly CAP 

participation to the BCS.  The recommendation simply uses the Company’s existing 

reporting to establish a more accurate rate-setting assumption. 

 

 
414  OCA St. 4SR at 34-35. 
415  OCA St. 4 at 70-71. 
416  Id. at 71. 
417  OCA St. 4SR at 34. 
418  Id. at 34-35. 
419  OCA St. 4 at 71. 
420  OCA St. 4SR at 33-34. 
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 Moreover, OCA submits that the offset should account for more than bad 

debt alone but should also reflect an avoided working capital expense as well.421  OCA 

argues that Peoples’ independent CAP evaluation found that CAP participation improved 

payment coverage by 36% compared with similarly situated low-income customers who 

did not participate in CAP.  422 Peoples also reported that CAP customers paid 82 % of 

their bills in 2024, excluding energy-assistance payments.423  As OCA witness Colton 

explained, “From a rate perspective, the avoided working capital associated with these 

improved payment patterns associated with CAP participation is important because 

working capital is a capital expense.  As such, it has a return on equity associated with it 

which, in turn, has a tax component associated with it.  Every $1 in reduced working 

capital, in other words, will yield greater than $1 in reduced total expenditures.”424   

 

RECOMMENDATION 

 

 In considering the evidence and various perspectives from the parties who 

submitted briefs on this issue, this ALJ recommends that the Commission adopt Peoples’ 

proposal as is. 

 

 
421  OCA St. 4 at 72. 
422  Id. at 72-73. 
423  Id. at 73. 
424  Id.; OCA MB at 44-45. 
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28.  DEPRECIATION  

 

Peoples 

 

Peoples’ depreciation expense and net salvage claim is $18.2 million.425  

The calculation of annual depreciation expense and amortization of net salvage was 

prepared in accordance with standard procedures long accepted by this Commission.426  

 

Peoples witness Mr. Spanos took issue with OCA witness Mr. Garrett’s 

depreciation calculation:  

 

Q. Please explain all of the factors that affect the 

development of a depreciation rate. 

 

A. Depreciation rates are determined on many factors or 

key components that each affect the depreciation rate that 

should be used to properly recover the full service value of 

all assets by account. Additionally, this should be done in a 

systematic and rational manner. The first two key 

components are the service life and net salvage percentage. 

The service life estimate is represented by the survivor 

curve.  The net salvage component is typically a percentage 

of cost of removal minus gross salvage that are applied to 

the accrual rate in order to recover the full service value 

over the life of the asset. Pennsylvania is unique to all other 

states in that the net salvage component is a five-year 

amortization of the incurred costs after the asset is retired. 

Thus, a deferral. Second, is the depreciation procedure and 

method. Procedures are ALG or ELG, and the method is 

either remaining life or whole life.  The next component to 

focus on is the plant to reserve ratio at the test year dates. 

Finally, the age of the surviving plant at the test year dates. 

Each of these factors has an impact on the depreciation rate. 

It is not simply the depreciation procedure. Additionally, 

one must consider all of these factors when comparing to 

 
425  Peoples Exhibit No. 2, Sch. 4, page 2 rows 4 and 5. 
426  Peoples St. 16-R at 2.  
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other utilities within the same state as well as those in other 

state jurisdictions. 

 

Q. Has Mr. Garrett considered all of these factors in 

developing his testimony? 

 

A. Disturbingly, it appears not. He clearly ignores the 

special handling of the net salvage recovery deferral in 

Pennsylvania. He does not consider how close the 

theoretical reserve to book reserve variance is, which 

clearly shows the recovery of many years has been fair and 

reasonable based on the factors in place and the expected 

plant investment that has taken place over the past and 

forecasted into the future.427 

 

 

 

Peoples argues that the unrecovered original cost of property (original cost 

less accrued depreciation) must be recovered over the life of the property as part of the 

cost of providing service.  The Company maintains that it uses the straight line, 

remaining life depreciation method, with the ELG procedure, to allocate the unrecovered 

original cost to the annual revenue requirement to be borne by current and future 

customers.428 

 

In determining the service lives of Peoples’ various assets, and the resulting 

depreciation rates, the Company engages the services of Gannett Fleming and its 

President, Mr. John Spanos.  Mr. Spanos has over 39 years of depreciation experience 

and has presented expert testimony before approximately 47 regulatory commissions.429 

To develop service lives, Gannett Fleming performed a service life study in 2023 as the 

standard five-year cycle within Pennsylvania to establish the estimated service lives of 

 
427  Peoples St. 16-R at 21-22; Peoples MB at 42-44.  
428  Peoples St. 16-R at pp. 4-6.  
429  Peoples St. 16 at 2.  
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the Company’s property.  Mr. Spanos described the procedure used to perform the 

service life studies: 

 

The service life studies consisted of assembling and 

compiling historical data from the records related to the gas 

utility plant of the Company; statistically analyzing such 

data to obtain historical trends of survivor characteristics; 

obtaining supplementary information from management 

and operating personnel concerning Company practices 

and plans as they relate to plant operations; and interpreting 

the above data to form judgments of service life 

characteristics. Iowa type survivor curves were used to 

describe the estimated survivor characteristics of the mass 

property groups. Individual service lives were used for 

major individual units of plant, such as reservoirs and 

buildings housing offices and shops. The life span concept 

was recognized by coordinating the lives of associated 

plant installed in subsequent years with the probable 

retirement date defined by the life estimated for the major 

unit.430  

 

Peoples notes that OCA witness Garrett proposes to modify the service life 

for Account 380.00, Services by extending the average service life by seven years, which 

results in a twelve-year maximum life increase.431  In Pennsylvania, utilities file service 

life studies with the Commission every five years.432  In 2023, Peoples submitted its most 

recent five-year service life study to the Commission, and all depreciation parameters and 

methods, including the use of the ELG procedure, were approved.433  

 

 
430  Id. at 6-7; Peoples MB at 44-45.  
431  Peoples St. 16-R at 26.  
432  52 Pa. Code § 73.5.  
433  See Docket No. M-2023-3042647. The Commission took no action for 180 

days following the filing of the service life study, and pursuant to 52 Pa. Code § 73.9(c), 

the service lives were deemed approved. 
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Peoples disagrees with OCA witness Mr. Garrett’s proposal to change 

Account 380.00 from the approved 55-R2 survivor curve to the 62-R2 survivor curve. 

Peoples argues that Mr. Garrett inappropriately bases his analysis entirely on 

mathematical curve fitting and uses service life data through 2022, which inappropriately 

excludes the most up-to-date transactional data.434  As Peoples witness Spanos explained, 

depreciation, and estimating service lives in particular, is a forecast of the future and not 

merely a calculation of what happened in the past.435  The National Association of 

Regulatory Utility Commissioners (“NARUC”) explains that analysis of historical data is 

only one part of the process of estimating service lives:  

 

A depreciation study is commonly described as having 

three periods of analysis: the past, present, and future. The 

past and present can usually be analyzed with great 

accuracy using many currently available analytical tools. 

The future still must be predicted and must largely include 

some subjective analysis. Informed judgment is a term used 

to define the subjective portion of the depreciation study 

process. It is based on a combination of general experience, 

knowledge of the properties and a physical inspection, 

information gathered throughout the industry, and other 

factors which assist the analyst in making a knowledgeable 

estimate.  

 

The use of informed judgment can be a major factor in 

forecasting. A logical process of examining and prioritizing 

the usefulness of information must be employed, since 

there are many sources of data that must be considered and 

weighed by importance. For example, the following forces 

of retirement need to be considered: Do the past and current 

service life dispersions represent the future?  Will scrap 

prices rise or fall?  What will be the impact of future 

technological obsolescence?  Will the company be in 

existence in the future?  The analyst must rank the factors 

and decide the relative weight to apply to each. The final 

estimate might not resemble any one of the specific factors; 

 
434  Peoples St. 16-R at 35.  
435  Id. at 27.  
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however, the result would be a decision based upon a 

combination of the components.436 

 

Peoples maintains that, unlike Mr. Garrett, Mr. Spanos incorporated the 

various factors discussed by NARUC into his service life estimates, including conducting 

site visits to familiarize himself with the assets that are the subject of the study.437  

 

For Account 380.00 in particular, Peoples argues that Mr. Garrett fails to 

consider how much of the gas services will be replaced along with the replacement of 

low-pressure mains, nor does he consider the service life estimates used by other gas 

companies.438  The 62-year average life for gas services is beyond the upper end of the 

industry ranges.439 

 

The Company maintains that its service life for Account 380.00, which was approved in 

the Company’s most recent service life study filed with the Commission, is the more 

reasonable estimate because it is more consistent with the mortality characteristics for the 

account through the entire life cycle and is more consistent with the estimates for other 

gas utilities.440    

 

Peoples witness Spanos explained the difference between the ELG and the 

ASL procedures: 

 

For the ELG procedure, a group of property (e.g., a vintage 

within a property account) is subdivided into groups having 

equal service lives. The size of these “equal life groups” is 

based on the estimated survivor characteristics of the 

account. Depreciation can then be calculated for each equal 

life group based on the straight line method, meaning that 

an equal amount of the group’s service value is recorded as 

 
436  Id. at pp. 29-30 (citing NARUC Treatise at 126-128, emphasis added).  
437  Id. at pp. 30-31.  
438  Id. at p. 37.  
439  Id. at p. 26.  
440  Id. at pp. 37-38; Peoples MB at 45-47.  
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depreciation expense in each year of service. The total 

depreciation for an account is the summation of the 

calculated depreciation for each equal life group. Based on 

the survivor curve estimate for an account, the ELG 

procedure mathematically estimates the life for each unit in 

the account, and then depreciates each unit over its 

expected life. The procedure is also known as the Unit 

Summation Procedure. 

 

*  *  * 

 

While the ELG procedure calculates depreciation for each 

equal life group, the ASL (or ALG) procedure depreciates 

every asset within an account over the average life of the 

entire account. Using equal life groups, rather than an 

average life, as the basis for depreciation provides a more 

precise calculation that better matches recovery with 

consumption of assets by depreciating assets that have 

shorter lives than the average over their shorter lives (and 

the longer-lived assets over their longer lives) as opposed 

to depreciating all assets over the average life for the 

group.441 

 

The ELG procedure appropriately matches cost recovery to service 

consumption of the asset, thereby better ensuring that current customers are paying for 

the assets in use.442  Peoples witness Spanos provided a simple example of the merits of 

the ELG procedure.  Assume there are two assets within a group, each costing $1,000. 

Further assume that Unit A will be in service for 5 years and Unit B will be in service for 

15 years.  There is no net salvage for these units.  Under the ELG procedure, this means 

there are two equal life groups.  The annual depreciation rate for Unit A is 20% (1/5), 

producing an annual accrual of $200, and the annual depreciation rate for Unit B is 

6.67% (1/15), producing an annual accrual of $66.67. Thus the annual accruals for the 

first five years would be $266.67. At the end of year 5, Unit A is retired. Under asset 

accounting procedures, when Unit A is retired, its original cost of $1,000 is removed 

 
441  Peoples St. 16-R at 3-4.  
442  Id.  
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from plant in service, and the accumulated depreciation reserve is likewise reduced by 

$1,000.  Beginning in Year 6, the original cost of Unit B of $1,000 continues in plant in 

service, and there remains an amount of $333.33 in the depreciation reserve ($66.67 x 5). 

Thus with 5 years of Unit 2’s 15 year life consumed, accumulated depreciation is exactly 

one-third of the original cost.  Annual depreciation expense for Unit 2 will continue at 

$66.67.  Further, net rate base beginning in Year 6 will be $666.67, and will decline each 

year thereafter.443  

 

In contrast, Peoples submits that using the same assumptions and 

employing the ASL procedure, the average service life of the units is 10 years 

(([5+15]/2). For the first five years, the annual depreciation amount is $200 ($2,000 x 

10%), or $1,000 after 5 years.  When Unit A is retired after Year 5, $1,000 is removed 

from both plant in service and the accumulated depreciation reserve. At the start of Year 

6, Unit B remains in service with an accumulated depreciation reserve balance of $0. 

Therefore, for the next 10 years, $100 ($1,000 x 10%) of annual depreciation expense 

must be recovered under the ASL procedure, even though Unit B is 1/3 of the way 

through its service life.  Moreover, net rate base as of the beginning of Year 6 ($1,000) 

will be above the net rate base under the ELG procedure ($666.67).444  As Mr. Spanos 

summarized, the foregoing examples demonstrate that the ELG procedure better matches 

the cost recovery of both units with their service lives: 

 

The end of year 5 provides the best illustration of the 

difference between the two procedures. Under the ELG 

procedure, Unit A is fully recovered when retired at the end 

of year 5; Unit B is one-third through its service life and 

has had one-third of its cost recovered. This contrasts with 

the ASL procedure, in which accumulated depreciation is 

$0 at the end of year 5, even though the only unit remaining 

in service has consumed one-third of its service life. 

 
443  Id. at pp. 4-6. 
444  Id. at pp. 4-6. 
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Clearly, the ELG procedure provides a better match 

regarding the consumption of the service value for the two 

units.445  

 

Peoples maintains that the same principles apply to large property groups 

with many units of property.  The survivor curve developed for each property account is 

used to divide an account into equal life groups.  Under the ELG procedure, the survivor 

curve determines the percentages of the property account that is in each equal life group, 

which allows for the calculation of the annual accrual for the entire property group.446 In 

contrast, under the ASL procedure, the depreciation expense for all property in the 

account is calculated based on the average service life of the entire group.  In so doing, 

the ASL procedure fails to take into account the reality of dispersion of retirements in a 

large group.447 

 

In actual utility operations, Peoples states that only a small percentage of a 

plant account will be retired at the average service life.  To demonstrate this, Mr. Spanos 

provided a chart of the frequency curve for the 80-R2.5 Iowa survivor curve.  The 

frequency curve shows the percentage of property in this account that will be retired at 

each age, based on the estimated survivor curve.  This percentage is also the size of each 

equal life group:448 

 
445  Id. at pp. 6-7.  
446  Id. at pp. 7-8. 
447  Id. at p. 8.  
448  Id. at pp. 8-9.  
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Peoples submits that as this survivor curve shows, only a small percentage, 

approximately 1.55%, of the assets will have an 80 year service life.  The majority of 

these assets will have a service life different than 80 years. The ELG procedure allocates 

depreciation expense in a manner that approximates the actual life of each equal life 

group.  In contrast, the ASL depreciates all assets as if they have the same life, even 

though that will be wrong over 98% of the time.449   

 

Peoples notes that OCA offers various arguments in support of its proposal 

to change from the use of the ELG procedure to the use of the ASL procedure, and 

Peoples disagrees with these arguments.  Peoples argues that OCA’s proposal contradicts 

over 40 years of Commission precedent approving the use of ELG for ratemaking 

purposes, including most recently in the Commission’s Columbia 2025 order and again 

last month in the Commission’s PA American 2026 decision when the Commission 

expressly rejected the very same proposal that OCA is making in this case.450  

 
449  Id.; Peoples MB at 47-50.  
450  See Columbia 2025 at 111; PA American 2026 (Recommended Decision 

May 15, 2026) at 222; (Order entered July 27, 2026). 
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OCA witness Garrett contends that the ELG procedure causes current 

customers to pay more than future customers.451  This argument is true only by 

comparing ELG and ASL depreciation rates at a spot in time and, in fact, Mr. Garrett’s 

position is harmful to customers in the longer term.  As Mr. Spanos explained: 

 

The longstanding use of ELG depreciation rates for 

Pennsylvania utilities has resulted in a lower rate base than 

if ASL had been used. Customers today pay lower customer 

rates than if ASL had been used during the years since 

ELG’s adoption. As a result, it has been in customers’ 

interest not only to use ELG but also to use it consistently.  

 

Over time ASL will result in higher customer rates than 

ELG. It is correct to assume that if the Company were to 

switch from ELG to ASL there would be a short-term 

benefit to current customers. However, this is not because 

ASL is in customers’ best interest in the long term, but only 

because current customers would benefit from both lower 

ASL depreciation rates and from the lower rate base that 

exists due to the longstanding use of ELG.  

 

Mr. Garrett’s proposal is therefore not a recommendation 

that is in the long-term interest of lower customer rates. It 

is instead a short-term subsidy only to current customers 

who benefit from ELG depreciation rates that were paid by 

a previous generation of customers. The costs of a higher 

rate base will be paid for by future customers who will have 

to pay higher overall customer rates. Adopting ALG would 

serve as an intergenerational subsidy to current customers 

at the expense of other generations of customers.452 

 

While ELG leads to higher depreciation expenses in the short term, it 

results in lower revenue requirements over the long term.453  To illustrate this point, 

 
451  OCA St. 3 at 62-68. 
452  Peoples St. 8-R at 16-17.  
453  Peoples St. 16-R at 17.  
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Mr. Spanos prepared a roughly 25-year forecast of plant and depreciation reserve 

balances for Peoples under the two scenarios of maintaining the currently approved ELG 

procedure or changing to the ASL procedure.  This forecast demonstrates that the change 

to the ASL procedure results in higher rates over time than continuation of the ELG 

procedure:454  

 

 

 

OCA witness Garrett further argues that ELG results in intergenerational 

inequity for customers.455  Mr. Garrett’s unsupported argument is incorrect, as 

Mr. Spanos explained: 

 

Q. Does the use of the ALG procedure produce 

Intergenerational Inequity? 

 

A. No, quite the opposite. The very nature of the ELG 

procedure more precisely calculates depreciation expense 

for assets with like lives within a depreciable group and 

sums that expense to develop an annual depreciation 

accrual rate applicable to the depreciable group. As a result, 

it more appropriately matches the recovery of the asset’s 

 
454  Id.  
455  OCA St. 3-SR at 15  
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cost to the period of time over which it is providing service 

to rate payers. 

 

In contrast, there is a stronger argument that the ALG 

procedure results in intergenerational inequity. Because 

depreciation expense on shorter-lived assets occurs over the 

average service life, recovery for these assets is deferred. 

ELG produces a more equitable recovery by recovering 

these costs over the actual, shorter, service lives.456 

 

In fact, it is Mr. Garrett’s proposal that would result in intergenerational inequity.  

Peoples argues that switching from ELG to ALG would result in a major swing in 

depreciation expense that contradicts the concept of systematic and rational recovery that 

is foundational to depreciation.457  

 

Peoples submits that current customers benefit from the continued use of 

the ELG because rate base is lower than had ASL been used for this time. The more 

precise recovery through ELG benefits customers over time because shorter-lived assets 

are correctly recovered over their useful lives, resulting in lower rate base and lower 

return on rate base that exceeds the higher annual depreciation expense.458 Peoples argues 

that over time, ASL depreciation rates will result in higher rate base and higher overall 

costs to customers.459  

 

Moreover, Peoples maintains that in Pennsylvania utilities are required to 

conduct annual depreciation updates. The Company submits annual depreciation reports 

to the Commission each year updating the Company’s depreciation accrual rates for book 

purposes as well as identifying the underlying depreciation parameters and calculation 

methods and procedures used to determine depreciation expense.  The Company’s most 

 
456  Peoples St. 16-R at 20.  
457  Peoples St. 16-RJ at 3.  
458  Peoples St. 16-R at 12.  
459  Peoples St. 16-R at 12.  
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recent annual depreciation report was filed on June 30, 2026, and was approved for 

accounting purposes using the ELG procedure. Under the Commission’s regulations at 52 

Pa. Code § 73.9(c): 

 

In subsequent ratemaking proceedings, the most recent 

annual depreciation report or service life study approved or 

deemed approved for accounting purposes only under this 

chapter, constitutes a rebuttable presumption as to the 

reasonableness of the accrued depreciation claimed for 

ratemaking purposes, and the burden of proving the 

unreasonableness of the accrued depreciation shall be on 

the challenging party. 

 

According to Peoples witness Mr. Spanos, Mr. Garrett’s characterization of 

ELG as an accelerated procedure is not accurate.  From the HTY to the FPFTY, when 

investments are projected to increase by over 20%, the composite rate change is very 

minimal (increase of 0.02%) using the ELG procedure.460   

 

I&E  

 

I&E did not present testimony on depreciation expense, other than using the 

Company’s as-filed depreciation expense in I&E’s analysis of Peoples’ base rate filing 

and in conjunction with all other I&E base rate calculations.461  

 

OCA 

 

According to OCA, the key difference between Peoples’ position and the 

position advocated by the OCA is the method used to calculate the depreciation expense. 

 
460  Peoples St. 16-R at 22-23; Peoples MB at 50-55.  
461  I&E MB at 9, 35. 
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Peoples uses a method referred to as the equal life group (ELG) whereas the OCA 

proposes that a method referred to as the average life group (ALG) method be used.462 

 

As explained further below, OCA argues that the Commission should reject 

Peoples’ use of the ELG method because it results in an accelerated form of cost recovery 

from consumers.463 As OCA witness Garrett testified: 

 

Peoples’ use of the ELG method, rather than the widely 

applied ALG method, increases the annual depreciation 

accrual charged to customers by $27.1 million in the 2025 

study, by $31.5 million in the 2026 study and by $36.8 

million in the 2027 study.  In other words, even if there are 

no adjustments to the net salvage rates, service life, or other 

depreciation parameters for any accounts in the 

depreciation study, using the majority-viewed ALG method 

alone will result in significantly fairer rates for 

customers.464 

 

Mr. Garrett also noted that even Peoples’ own witness in this proceeding, 

Mr. Spanos, proposed using the ALG depreciation method in the recent PPL Electric 

Utilities Corporation base rate case.465 Under the ELG method, current customers are 

subsidizing future customers and those future customers will likely never see the benefit 

of using the ELG method of depreciation. 

 

OCA argues that the ALG method should be adopted in this proceeding 

when setting Peoples’ rates.466  

 

 
462  The ALG method is sometimes referred to as Average Service Life, or ASL. 
463  OCA St. 3 at 9. 
464  Id. 
465  Id., citing, Pa.PUC, et al. v. PPL Electric Utilities Corporation, Docket No. 

R-2025-3057164 (Sept. 30, 2025). 
466  OCA MB at 46-47. 
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OCA witness Garrett provided an example of how the ELG method results 

in higher depreciation rates in earlier years relative to the ALG method assuming a group 

of property containing two units, one with an original cost of $4,000 and a 4-year life and 

the second with an original cost of $6,000 and an 8-year life.467  Mr. Garrett noted that, 

under the ALG method, the depreciation rate is 15.625%, but under the ELG method, the 

depreciation rate is 17.5% because the two units in the example are treated separately 

under the ELG method.468  Mr. Garrett concluded: 

 

As demonstrated above, the ALG method results in a fairer 

application of depreciation rates compared to the ELG 

method given the realities of ratemaking proceedings. 

Thus, the Commission should reject the Company’s use of 

the ELG method, which effectively results in an accelerated 

form of cost recovery from consumers. The Company’s use 

of the ELG method increases the annual depreciation 

accrual charged to customers by $27.1 million in the 2025 

study, $31.4 million in the 2026 study, and by $36.4 million 

in the 2027 study. In other words, even if there are no 

adjustment to net salvage rates, service life, or other 

depreciation parameters for any accounts in the 

depreciation study, using the majority-view ALG method 

alone will result in significantly lower depreciation rates 

and expense.469 

 

Mr. Garrett also addressed the arguments from Peoples’ witness Spanos’ 

regarding the ELG method. In response to Mr. Garrett’s direct testimony, Mr. Spanos 

argued that the ELG method is more equitable not only for future customers but also for 

current customers and disagrees with Mr. Garrett’s characterization of the ELG method 

as being an accelerated form of cost recovery.470  However, Mr. Garrett noted that 

Mr. Spanos has acknowledged that in jurisdictions other than Pennsylvania he uses the 

 
467  Id. at 66. 
468  Id. at 67-68. 
469  Id. at 68. 
470  OCA St. 3SR at 10, citing, Peoples St 16-R at 3. 
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ALG procedure more often.471 Therefore, Mr. Spanos’ claim that ALG procedure might 

not be fair, accurate or reasonable, and the ELG method is more equitable, necessarily 

means that he is using a less equitable procedure in his depreciation studies in those other 

jurisdictions.472 Mr. Garrett added: 

 

In reality, the ALG procedure that Mr. Spanos uses a 

majority of the time is very fair and reasonable (assuming 

reasonable estimates are made for other depreciation 

parameters). Furthermore, it is disingenuous for 

Mr. Spanos to suggest that his decisions are somehow 

affected by the financial well-being of customers. 

Mr. Spanos does not represent either present or future 

customers in this case, and he exclusively represents 

utilities as I understand.473 

 

Mr. Garrett added that “what is clear, however, is that the ELG procedure 

will result in higher cash flows for Peoples relative to the ALG procedure.”474 

 

Mr. Spanos’ narrative that the ELG method is actually better for both 

current and future customers is misleading, at best. As Mr. Garrett testified: 

 

First, Mr. Spanos is simply testifying on what is in the best 

interest of the Company. There is nothing inappropriate 

about that, however, the Commission should easily reject 

the notion that his positions are in the best interest of 

ratepayers when the Company also has shareholder 

interests in mind as well. Second, accepting Mr. Spanos’s 

narrative would mean that both he and utility commissions 

in the vast majority of jurisdictions around the country are 

promoting a depreciation methodology that is harmful to 

customers, though for some reasons he is being particularly 

 
471  OCA St. 3SR at 10, citing, Peoples response to OCA interrogatory 

10-18(e). 
472  OCA St. 3SR at 10. 
473  OCA St. 3SR at 11. 
474  OCA St. 3SR at 11; see also, OCA St. 3 at 62-69. 
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charitable to the customers of Pennsylvania. Third, it is 

simply not reasonable to assume that the Company shares 

any vision of the future in which customers are paying 

lower rates, regardless of the depreciation methodology. 

Rather, the Company is an entity that will operate exactly 

as it is incentivized to, which does not at all involve lower 

customer rates.475 

 

Mr. Garrett added that Mr. Spanos’s approach also ignores the time value 

of money, it results in current customers subsidizing future customers, and, most 

importantly, it requires a naivete about basic concepts of organizational behavior and 

incentive structures.476  Even if customers completely paid off rate base today, the ELG 

method of depreciation would still incentivize Peoples to immediately start developing 

ways to increase rate base beyond that which is strictly necessary to provide safe and 

reliable service.477 As Mr. Garrett testified, “the fact of the matter is simple: the Company 

is proposing ELG because it is in their best interest to do so.”478 

 

OCA submits that the Commission should reject Peoples use of the ELG 

method and adopt the ALG method as proposed by the OCA and its expert witness 

Mr. Garrett.479  

 

To estimate the service lives of grouped depreciable assets, Mr. Garrett 

testified that depreciation analysts study historical plant data to estimate the average lives 

of property groups similar to the process used in the actuarial process used to study 

human mortality.480  The most common actuarial method used by depreciation analysts is 

called the “retirement rate method,” where the original property data, including additions, 

 
475  OCA St. 3SR at 11-12. 
476  OCA St. 3SR at 12. 
477  OCA St. 3SR at 12-13. 
478  OCA St. 3SR at 13 (emphasis in original). 
479  OCA MB at 50-54. 
480  OCA St. 3 at 69. 
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retirements, transfers and other transactions, are organized by vintage and transaction 

year and the retirement rate method is ultimately used to develop an “observed life table,” 

or OLT.481  The OLT shows the percentage of property surviving at each age interval and 

the pattern of property retirement is described as a “survivor curve.”482 

 

OSBA 

 

The OSBA is not briefing this issue.483  

 

CAUSE-PA 

 

CAUSE-PA urges the Commission and adopt the recommendation of OCA witness 

Garrett to authorize depreciation rates for Peoples’ assets that are calculated using the 

average life group (“ALG”) method for all vintage years, and to reject Peoples proposal 

to use the equal life group (ELG) depreciation method.484 Requiring the use of the ALG 

method is a means of balancing the scales in favor of consumers who are paying 

unaffordable rates today based on the decisions Peoples has made, including the decision 

to use an accelerated method of depreciation. This change alone will result in 

significantly fairer rates for customers and will save ratepayers $36.8 million by 2027.485  

 

 
481  Id. at 69. 
482  Id. at 69; see also, Appendices B and C to Mr. Garrett’s Direct Testimony 

for a more detailed discussion of the actuarial analysis used to determine the average 

lives of grouped industrial property and the “Iowa curve,” which is the most widely used 

survivor curve. 
483  OSBA MB at 5. 
484  OCA St. 3 at 8. 
485  Id.; CAUSE-PA MB at 25-27. 
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RECOMMENDATION 

 

In light of the various arguments presented by Peoples, OCA, and CAUSE-

PA, and in light of the Commission precedent highlighted by Peoples, this ALJ 

recommends that the Commission accept Peoples’ proposed depreciation claim of $18.2 

million. 

 

29.  TAXES 

   

Peoples 

  

As explained on pages 28-29 of the direct testimony of Peoples witness 

Jiang, the Company is requesting to continue to certain tax related provisions from its 

2023 base rate case settlement as updated in this case in order to maintain consistency in 

tax treatment.486   

 

I&E 

 

I&E recommends a reduction of $369,743 ($5,951,013 - $5,581,270) to the 

Company’s payroll tax expense claim and a reduction of $446,296 ($8,106,040 - 

$7,659,744) to the Company’s capitalized payroll taxes.  I&E argues that the Company’s 

claim for payroll tax expense is $5,951,013 ($5,660,396 + $290,617).487  I&E witness 

Okum noted that, because labor and incentive compensation are partially capitalized to 

rate base, a portion of payroll taxes will also be capitalized to rate base.488  Ms. Okum 

calculated that amount to be $8,106,040 by adding capitalized labor and capitalized 

 
486  Peoples MB at 55. 
487 I&E St. 1 at 15 (citing Peoples Exh. No. 6, Sch. 2, Att. 1). 
488  Id. 
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incentive compensation ($96,126,010 + $5,045,210) and applying the payroll tax 

experience factor of 8.0122%.489   

 

I&E recommends a reduction of $369,743 ($5,951,013 - $5,581,270) to the Company’s 

payroll tax expense claim and a reduction of $446,296 ($8,106,040 - $7,659,744) to the 

Company’s capitalized payroll taxes, based on I&E’s recommended adjustments to labor 

expense and incentive compensation.490  

 

OCA 

 

As a result of its recommended adjustments to Peoples’ proposed rate base, expense, and 

return allowances, the OCA included a recommended allowance for state and federal 

taxes.491 To the extent that the Commission adopts a revenue requirement less than that 

proposed by Peoples in its initial filing, the OCA recommends that the Commission 

adjust the Company’s state and federal tax expenses consistent with the authorized 

revenue requirement.492  

 

OSBA 

 

The OSBA is not briefing this issue.493  

 

CAUSE-PA 

 

 
489  Id. 
490  I&E St. 1-SR at 19; I&E MB at 35. 
491  OCA Sch. JNG-1-SR, page 2; OCA Sch. JNG-3-SR.  
492  OCA MB at 56. 
493  OSBA MB at 5. 
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CAUSE-PA does not take a position in this Main Brief on any adjustments, 

including taxes, to the Company’s FPFTY revenues under current rates.494  

 

RECOMMENDATION 

 

As I have recommended adoption of the I&E position on labor/vacancy 

expense, I also recommend that the Commission accept I&E’s related payroll tax 

adjustments.   

 

30.   RATE OF RETURN  

 

Legal Standards 

 

A public utility is entitled to an opportunity to earn a fair rate of return on 

the value of the property dedicated to public service. Pennsylvania Gas and Water Co. v. 

Pa. PUC, 341 A.2d 239, 251 (Pa. Cmwlth. 1975) (citations omitted). In determining a 

fair rate of return, the Commission must adhere to the constitutional standards established 

by the United States Supreme Court in the seminal cases Bluefield Water Works and 

Improvement Co. v. Public Service Comm’n of West Virginia, 262 U.S. 679, 692-93 

(1923) (Bluefield) and Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 

591, 603 (1944) (Hope Natural Gas). In Bluefield, the Supreme Court stated:  

 

A public utility is entitled to such rates as will permit it to 

earn a return on the value of the property which it employs 

for the convenience of the public equal to that generally 

being made at the same time and in the same general part 

of the country on investments in other business 

undertakings which are attended by corresponding risks 

and uncertainties; but it has no constitutional right to profits 

such as are realized or anticipated in highly profitable 

 
494  CAUSE-PA MB at 27. 
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enterprises or speculative ventures. The return should be 

reasonably sufficient to assure confidence in the financial 

soundness of the utility and should be adequate, under 

efficient and economical management, to maintain and 

support its credit and enable it to raise the money necessary 

for the proper discharge of its public duties. A rate of return 

may be too high or too low by changes affecting 

opportunities for investment, the money market and 

business conditions generally.  

 

Bluefield, 262 U.S. at 692-93. Twenty years later, in Hope Natural Gas, the 

Supreme Court reiterated:  

 

From the investor or company point of view it is important 

that there be enough revenue not only for operating 

expenses but also for the capital costs of the business. These 

include service on the debt and dividends on the stock. By 

that 14 standard the return to equity owner should be 

commensurate with returns on investments in other 

enterprises having corresponding risks. That return, 

moreover, should be sufficient to assure confidence in the 

financial integrity of the enterprise, so as to maintain its 

credit and to attract capital.  

 

Hope Natural Gas, 320 U.S. at 603. 

 

Capital Structure 

 

Peoples 

 

The Company submits that its FPFTY capital structure consists of 54.47% 

common equity and 45.53% long-term debt.495 In support of the Company’s capital 

structure, Peoples witness Nelson explained that the Company’s common equity ratio is 

within the range of actual common equity ratios of the proxy group of gas companies 

 
495  Peoples St. 15 at 56; Peoples Exh. JEN-10.  
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used in this proceeding.496 Ms. Nelson calculated the average capital structure for each of 

the proxy group operating companies over the last three years. The proxy group operating 

companies finance their regulated natural gas distribution operations with an average of 

54.51% common equity (and a median of 55.39%), within a range of 48.70% to 

60.15%.497 When comparing the Company’s equity ratio to the five-year average equity 

ratio that ranges from 48.15% to 60.07%, the Company’s equity ratio is within the range 

of the proxy group, and in fact, is slightly below the proxy group mean and median of 

54.63% and 55.04%, respectively.498 Peoples maintains that it has demonstrated that its 

capital structure is consistent with its peers. In Columbia 2025, the Commission allowed 

Columbia an equity ratio of 54.40%, where the equity ratio range was 35.96% to 

60.16%.499 Peoples submits that the other parties have not presented sufficient evidence 

to depart from that precedent here.500   

 

The Commission has determined that a utility’s actual capital structure is to 

be used, absent circumstances where the actual capital structure is atypical for the type of 

utility service being offered.501  Peoples submits that none of the other parties have 

demonstrated that Peoples’ actual capital structure is atypical or deviates from industry 

standards. Rather, the Company’s capital structure is well within industry standards and 

the capital structures of its peers.502   

 

Peoples asserts that I&E witness Patel and OCA witness Garrett err by 

using consolidated holding company capital structures in their analyses.  Peoples argues 

 
496  Peoples St. 15 at 59-60.  
497  Peoples St. 15-R at 25; Peoples Exh. JEN-6R.  
498  Peoples St. 15-R at 19; Peoples Exh. JEN-6R.  
499  Columbia 2025 at 209-10. 
500  Peoples MB at 59-60. 
501  See Pa. PUC v. City of Lancaster – Water, 1999 Pa. PUC Lexis 37 at *17; 

Pa. PUC v. City of Bethlehem, 84 Pa. P.U.C. 275, 304 (1995); Carnegie National Gas Co. 

v. Pa. PUC, 433 A.2d 938, 940 (Pa. Cmwlth. 1981).  
502  Peoples MB at 60-64. 
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that using consolidated holding company capital structures does not accurately reflect 

how natural gas distribution utilities are financed because they are at the holding 

company level, not the operating company level and do not reflect the common financing 

constraints faced by regulated operating subsidiaries with the obligation to serve.503  For 

these reasons, no weight should be given to I&E’s and OCA’s analyses based on 

consolidated holding company capital structures.504  Peoples contends that even if the 

Commission were to consider the consolidated holding company capital structures, 

Peoples’ equity ratio of 54.47% is still within the proxy group equity ratio ranges 

presented by Mr. Patel and Mr. Garrett and therefore meets the Commission’s 

standards.505  

 

Peoples states that Mr. Patel’s review of recent authorized equity ratios for 

natural gas utilities suffers from several flaws and does not support his conclusion to 

impose a hypothetical capital structure. Only 15 of the 52 rate cases referenced in his 

analysis are for companies included in Mr. Patel’s or Ms. Nelson’s proxy group. Notably, 

the average authorized equity ratio for those companies is 53.89%, which is not far 

removed from Peoples’ equity ratio.506 Peoples argues that Mr. Patel’s analysis fails to 

acknowledge that the authorized equity ratios referenced report the percentage of equity 

to total capital, which may include short-term debt and non-investor supplied sources of 

capital that are not included in Peoples’ capital structure.507 Moreover, authorized equity 

ratios in 2025 and 2026 range from 43.17% to 61.05%.  Peoples submits that the 

Company’s equity ratio of 54.47% is well within this range.508 More than 61% of the 

52 rate cases with an equity ratio determination in 2025 and 2026 are above Mr. Patel’s 

recommended equity ratio of 50%, and more than one-third of those above 50% are equal 

 
503  Peoples St. 15-R at 25. 
504  Id.; Peoples St. 15-RJ at 8. 
505  Peoples St. 15-Rat 26.  
506  Id. at 27-28; Peoples Exh. JEN7-R.  
507  Peoples St. 15-Rat 28. 
508  Id. at 28-29. 
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to or greater than 54%.509 Peoples concludes that Mr. Patel’s own analysis supports that 

the Company’s equity ratio is reasonable and should be approved.  

 

Mr. Garrett contends that the Company is engaging in “double leverage” to 

the benefit of its parent company.510 The concept of “double leverage” refers to the 

financial practice in which a parent company borrows money to invest in the equity of its 

subsidiary.511 Ms. Nelson explained that because the source of an investor’s funds is not 

determinative of the investor-required return, Mr. Garrett’s reference to debt held at the 

parent level is irrelevant.512 Peoples notes that the Commission has rejected such double 

leverage arguments in the past as have several other state utility commissions.513  

 

Mr. Patel and Mr. Cicero claim that a hypothetical capital structure would 

result in savings to customers.514  As Ms. Nelson explained, their argument relies on the 

faulty assumption that if the debt leverage in Peoples’ capital structure was increased 

from its actual equity ratio that the cost of debt and equity would remain the same.  

Peoples contends they would not.  The cost of debt depends, in part, on the amount of 

financial risk associated with the proportion of debt in the capital structure.515 While 

 
509  Id. 
510  OCA St. 3 at 6. 
511  Peoples St. 15-R at 32.  
512  Id. at 33-34. 
513  See Pa. PUC v. Pa. Gas & Water Co., Docket No. R-00922482 (Order 

entered June 23, 1993); Pa. PUC v. Gen. Tel. Co. of Pa., Docket No. R-822109 (Order 

entered Sept. 16, 1983); Pa. PUC v. Pa. Elec. Co., Docket No. R-78040599 (Order 

entered Jan. 11, 1979). See also Peoples St. 15-R at 35-36.  
514  I&E St. 2 at 18; CAUSE-PA St. 1 at 34. 
515  Peoples St. 15-R at 36-37. (The Commission has acknowledged that “there 

is a direct relationship between the cost of debt and the amount of financial risk shown by 

the debt ratio.”  See e.g., Pa. PUC v. PECO Energy Company, R-2020-3018929, Opinion 

and Order, at page 145 (June 22, 2020). See also Pa. PUC v. Columbia Gas of 

Pennsylvania, R-2020-3018835, Opinion and Order entered Feb. 19, 2021, at 116, where 

the Commission noted that Columbia Gas’s “actual capitalization forms the basis upon 

which Columbia attracts capital. For example, proposed long-term debt cost rate of 
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Mr. Patel and Mr. Cicero suggest increasing leverage, they do not account for the cost 

implications of the additional long-term debt in their proposed hypothetical capital 

structures.  Higher levels of debt increases financial risk, which increases the cost of debt 

and equity, all else equal.  Peoples submits that Mr. Patel and Mr. Cicero do not reflect 

the higher cost of debt in their analysis.516 Peoples avers that this higher cost of debt 

would increase customers’ rates.517  

 

Mr. Garrett cites the capital structures of various companies in other 

industries, which he claims supports his suggestion of a hypothetical capital structure.518 

Peoples argues Mr. Garrett’s reference to these companies is irrelevant to the analysis in 

this proceeding because non-regulated firms are not comparable to regulated utilities, 519 

and therefore no weight should be given to Mr. Garrett’s comparisons to non-utility 

capital structures.  

 

Peoples contends that imputing a hypothetical capital structure that is 

materially more leveraged as some of the parties have suggested in this case could result 

in Peoples facing a credit downgrade as was the case for some utilities in other states.520 

A credit downgrade could make it more difficult for the Company to access cost-effective 

capital to support its investments and thus result in higher financing costs, which would 

ultimately be reflected in rates. Such an increase in financing costs would increase 

customers’ rates.  

 

 
4.73%, infra, fully reflects the capitalization determined by the Company to be 

appropriate.”)  
516  Peoples St. 15-R at 36-37; Peoples St. 15-RJ at 6.  
517  Peoples St. 15-R at 54-55.  
518  OCA St. 3 at 54-56. 
519  Peoples St. 15-R at 37-38.  
520  Peoples St. 15-R at 31-32. 



154 

 

Peoples concludes that I&E, OCA, and CAUSE-PA have not demonstrated 

that Peoples’ capital structure is outside the norm for comparable gas companies.  Having 

failed to do so, these parties impermissibly attempt to interfere in the management 

discretion of the Company to determine the necessary capital structure.521  Peoples notes 

that the Commission has recognized the importance of an above average equity ratio 

when accelerated pipeline replacement program is underway as is the case for Peoples.522 

The parties have failed to demonstrate that the Company’s actual capital structure is 

atypical and, therefore, the use of a hypothetical capital structure is inappropriate.  

Peoples submits that its financial profile is within the range of capital structure ratios of 

the proxy groups presented in this proceeding.523   

 

I&E 

 

I&E recommended using a capital structure of 50% long-term debt and 

50% common equity.524  I&E witness Patel opined that Peoples’ claimed capital structure 

of 54.47% common equity and 45.53% long-term debt is unreasonable for ratemaking 

purposes due to the equity ratio being higher than his proxy group’s five-year averages, 

Value Line’s 2027 capital structure projections, and the recent national authorized capital 

structures for gas distribution utilities.525  Mr. Patel also noted that Peoples’ ultimate 

parent company, Essential Utilities, Inc’s. (“Essential”) capital structure is comprised of 

an equity ratio lower than 50% as opposed to Peoples claimed equity ratio of 54.47%.526  

Mr. Patel found that, in addition to Vice Chair Barrow’s comments regarding 

 
521  Aqua 2022 at 138-39 (“The use of an actual capital structure represents the 

Company’s decision, in which it has full discretion, on how to capitalize its rate base” 

(emphasis added)). 
522  See PPL Electric 2012. 
523  Peoples MB at 64-69. 
524  Id. at 14. 
525  I&E St.  2-SR at 6. 
526  Id. at 7. 
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consideration of the financial impact to customers in relation to equity heavy capital 

structures, it is necessary to use a hypothetical capital structure of 50/50 for ratemaking 

purposes, to balance the interests of the Company and ratepayers and ensure rate 

reasonableness without overburdening ratepayers.527  

 

OCA 

 

OCA submits that both Governor Shapiro and Vice Chair Barrow also 

recognize that another vital element in determining an appropriate ROR for a utility is the 

capital structure for the company.  In her statement dated April 16, 2026, made at the 

time this matter was suspended for investigation, Vice Chair Barrow expressed concern 

regarding Peoples’ proposed capital structure and its impact on the company’s requested 

increase.528 As such, Peoples’ proposed capital structure of 54% and 46% should be 

rejected and the 51% and 49% structure proposed by OCA witness Garrett should be 

adopted for purposes of setting rates in this matter. 

 

OCA witness Garrett testified that a competitive firm can add value by 

increased debt, but after a certain point, the marginal cost of additional debt outweighs its 

marginal benefit.529  For regulated utilities, however, Mr. Garrett testified that, under the 

rate base rate of return model a higher weighted average cost of capital (WACC) results 

in higher rates, all else equal  - utilities can increase their revenue by increasing their 

WACC, not reducing it.530 Therefore, because there is no incentive for a regulated utility 

to minimize WACC, a Commission standing in place of competition must ensure that the 

regulated utility is operating at the lowest reasonable WACC.531 Mr. Garrett added that 

 
527  Id. at 10 (citing I&E Exh. 2, Sch. 2 at 1); I&E MB at 39-40. 
528  Statement of Vice Chair Kimberly Barrow (Apr. 16, 2026). 
529  Id. at 50. 
530  Id. at 52. 
531  Id. at 52. 
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utilities can generally afford to have higher debt levels than other industries because 

regulated utilities have large amounts of fixed assets, stable earnings and low risk relative 

to other industries and can afford to have relatively higher debt ratios.532 In other words, 

because utilities have low levels of risk and operate a stable business, they should 

generally operate with relatively high levels of debt to achieve their optimal capital 

structure.533 

 

According to Value Line, the average capital structure mix for the proxy 

group consists of 51% debt and 49% equity which is notably higher than Peoples’ 

proposed capital structure consisting of only 46% debt.534 Mr. Garrett testified that this 

means that Peoples has a lower level of financial risk relative to the proxy group. 

Essential Utilities, Peoples’ parent company, has a debt ratio of 54% which is 

significantly higher than Peoples’ proposed debt ratio of only 46%.535 OCA contends that 

this is significant for ratemaking purposes because, since Peoples is a wholly owned 

subsidiary of Essential, Peoples’ “equity” on its balance sheet is funded by its parent 

company.536 Because Essential has a debt ratio of 54%, the parent company is using debt 

to finance the purchase of Peoples’ equity, a strategy known as “double leveraging” 

which amounts to financial arbitrage and is unfair to customers since it would require 

them to pay a high equity return on the utility’s low-cost debt.537 Mr. Garrett testified that 

“adopting my capital structure recommendation would mitigate the unfair effects of 

double leverage that would otherwise be imposed on customers.”538 Nonetheless, Mr. 

 
532  Id. at 52. 
533  Id. at 53. 
534  Id. at 53. 
535  Id. at 53. 
536  Id. at 54. 
537  Id. at 54. 
538  Id. at 54; see also, Figure 14 (Industries with Debt Ratios Greater than 

56%). 
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Garrett bases his capital structure recommendation on the average capital structure of the 

proxy group. 

 

Finally, Mr. Garrett responded to Ms. Nelson’s criticisms of his capital 

structure adjustment, much of which simply defends the operating and proposed capital 

structure of Peoples.539 Mr. Garrett explained that Peoples’ capital structure is not at issue 

because the Commission has no authority to dictate to the Company how it chooses a 

particular capital structure.540 Mr. Garrett added: “Rather, the capital structure used for 

ratemaking purposes and  setting a fair and reasonable rate of return is fully within the 

Commission’s discretion.  In other words, it is not possible to have a fair rate of return 

without a fair capital structure,” noting that his proposed ratemaking capital structure is 

substantially similar to I&E witness Patel and CAUSE-PA witness Cicero, both 50% debt 

and 50% equity, and based on the average capital structure of the proxy group.541 

 

Mr. Garrett also responded to Ms. Nelson’s criticism that using holding 

companies in the proxy group should not be used to assess a fair capital structure by 

noting that using the capital structure of the proxy group to assess a fair ratemaking 

capital structure is the only correct approach.542 Mr. Garrett added that he and Ms. Nelson 

use the same proxy group to estimate the cost of equity for the Company and, because the 

market evidence used to estimate the ROE is based on publicly traded parent holding 

companies, not their regulated operating subsidiaries.543 Mr. Garrett concluded that “Ms. 

Nelson’s erroneous approach uses parent-company data to estimate investors’ required 

return on equity, while relying on the balance sheets of a different group of companies to 

justify a substantially higher equity ratio. That mismatch overstates the amount of cost 

 
539  Peoples St. 15-R at 16-38. 
540  OCA St. 3SR at 8. 
541  OCA St. 3SR at 8; see also, I&E St 2 at 14 and CAUSE-PA St. 1 at 34. 
542  OCA St. 3SR at 9. 
543  OCA St. 3SR at 9. 
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equity that should be included in rates and is inconsistent with the financial assumptions 

embedded in Ms. Nelson’s own proxy group.”544  OCA submits that Ms. Nelson’s capital 

structure arguments should be rejected.545   

 

CAUSE-PA 

 

CAUSE-PA avers that the Commission should impute a fair, 50/50 capital 

structure for ratemaking purposes because Peoples’ claimed capital structure is too 

heavily weighted to equity, which unreasonably and unnecessarily increases the rates 

charged to customers.546 For his part, Governor Shapiro recommends a ratemaking capital 

structure that is 54.9% debt and 45.12% equity, which is the actual capital structure 

employed by Essential Utilities.547 CAUSE-PA generally supports the Governor’s 

recommendation, and submits that adoption of the actual capital structure utilized by the 

controlling entity of a monopoly utility will produce the most equitable result. 

Nevertheless, and notwithstanding CAUSE-PA’s support for alignment of capital 

structure with a monopoly utility’s controlling corporate parent,  CAUSE-PA 

recommends in this case a moderated approach that adopts a 50/50 structure for 

ratemaking purposes.548 CAUSE-PA states that imputing this structure would help to 

gradually move the Company from its equity skewed ratemaking capital structure to one 

that is more consistent with its role as a monopoly provider of essential utility service to 

captive customers.549 This approach – rooted in the principle of gradualism – will help 

ensure that the overall rate of return that the Commission authorizes considers 

affordability of rates as a factor.550 This approach also moves the Company gradually 

 
544  OCA St. 3SR at 9. 
545  OCA MB at 60-64. 
546  OCA St. 3 at 5; CAUSE-PA St. 1 at 47. 
547  Governor’s Exhibit 1. 
548  CAUSE-PA St. 1 at 47 
549  Id. 
550  CAUSE-PA St. 1-SR at 24-25. 
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towards a capital structure that is more reflective of the risk that it would bear if it were 

subject to actual equity markets – like its great grandparent – Essential Utilities.551 

 

CAUSE-PA also cites Vice Chair Barrow’s statement dated April 16, 2026, 

expressing concern regarding Peoples’ proposed capital structure and its impact on the 

Company’s proposed rate increase.552  CAUSE-PA submits that its approach to gradually 

move the operating company’s capital structure to that of its corporate parent takes these 

concerns seriously and is firmly within the authority Commission’s authority. CAUSE-

PA argues that the Commission is not restrained to accept the capitalization ratio 

proposed by Peoples and can impute a revised capitalization ratio for ratemaking 

purposes.553 This is especially true for Companies like Peoples, which are not publicly 

traded and are wholly owned subsidiaries of public companies. In this instance, 

Pennsylvania Courts have held that the capital structure of utilities that are wholly-owned 

subsidiaries may differ from what it would maintain if it were obliged to obtain its debt 

and equity financing on the open market rather than from a parent company.554  

 

In Pennsylvania American Water’s most recent rate case, the Commission 

found that it “must closely examine the total relevant record evidence in this proceeding 

when setting the appropriate capital structure.”555 Considering the totality of evidence in 

the case, including affordability and macroeconomic considerations, the Commission 

found it appropriate to apply a hypothetical capital structure for PAWC’s Water 

operations.556 The Commission stated that, “although it is often true that a utility’s actual 

 
551  Id. 
552  Statement of Vice Chair Kimberly Barrow, April 16, 2026 
553  Riverton Consol. Water Co. v. Pa. P.U.C., 140 A.2d 114, 121 (Pa. Super. Ct. 

1958) (Riverton). 
554  Id. 
555  PA. PUC v. Pennsylvania-American Water Company, Docket No. R-2025-

3057983, Opinion and Order at 184 (Adopted July 16, 2026, Entered July 27, 2026). 
556  Id. at 185. 
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capital structure should be utilized in determining the appropriate ROE and overall rate of 

return to authorize, there are situations in which the Commission must diverge from the 

use of an actual capital structure.”557 

 

CAUSE-PA notes that Essential Utilities’ capital structure is 54.9% debt 

and 45.1% equity, which is far more heavily weighted to the debt side and nearly the 

inverse of what it proposes for Peoples in this proceeding.558 In Governor Shapiro’s 

recent letter to utility CEOs, and in his testimony at the public input hearings through 

Special Counsel for Energy Affordability Mark Szybist, he urged utilities to protect 

consumers by favoring lower-cost debt over expensive equity.559 He argued that debt 

should represent a clear majority of a utility's proposed ratemaking capital structure and 

stated any proposed equity share exceeding the equity amount employed by the utility's 

parent holding company should require extraordinary justification.560 He also urged 

utilities to utilize Department of Energy loans instead of relying on costly equity.561  

CAUSE-PA agrees. 

 

CAUSE-PA concludes that, in this case, the capitalization ratio chosen by 

the Company places an excessive and undue emphasis on the higher return on equity at 

the expense of the lower cost of debt562 CAUSE-PA urges the Commission to exercise its 

discretion in a manner that ensures Peoples is not taking undue and unfair advantage of 

its captive customers. The Commission should impute a 50/50 capital structure as 

recommended by CAUSE-PA witness Cicero in his direct testimony.563 This result would 

be far more beneficial for consumers than Peoples’ proposal and would help ease the 

 
557  Id. 
558  CAUSE-PA St. 1 at 44, Table 10. 
559  Governor Shapiro Exhibit 1. 
560  Id.  
561  Id.  
562  CAUSE-PA St. 1 at 47. 
563  CAUSE-PA St. 1 at 47. 
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burden on low-income households, while providing the Company with an opportunity to 

earn a fair rate of return.564  

 

Disposition 

 

I recommend that the Commission adopt Peoples’ capital structure.  

Commission precedent clearly indicates that actual capital structure should be adopted 

unless a capital structure is atypical or outside a range of reasonableness.  Pa. PUC v. 

Columbia Gas of Pa., Inc., Docket No. R-2025-3053499 (Order entered Dec.9, 2025) at 

212-213; Pa. PUC v. Pennsylvania-American Water Company, Docket Nos. R-2023-

3043189 and R-2023-3043190 (Opinion and Order entered July 22, 2024) at 158; Pa. 

PUC v. Columbia Water Company, Docket No. R-2023-3040258 (Opinion and Order 

entered Jan. 18, 2024) at 84; Pa. PUC v. PECO Energy Company - Gas Division, Docket 

No. R-2020-3018929 (Opinion and Order entered June 22, 2021) at 144-145; Pa. PUC, et 

al. v. Columbia Gas of Pa., Docket Nos. R-2020-3018835, et al. (Order entered Feb. 19, 

2021) at 11117; Pa. PUC v. PPL Electric Utilities Corporation, Docket No. R-2012-

2290597 (Opinion and Order entered Dec. 28, 2012) at 68.  Here, Peoples’ capital 

structure is within the range of equity ratios of the proxy group of utilities.565  Therefore, 

Peoples’ capital structure is clearly not atypical.  I similarly find that Peoples’ capital 

structure is reasonable as it is within the range of equity ratios of the proxy group of 

utilities. 

 

 
564  CAUSE-PA MB at 32-36. 
565  Peoples St. 15 at 59-60.   
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Debt Cost Rate 

 

Peoples  

 

The Company’s proposed debt cost rate to be used in determining the rate 

of return is 4.61%.566 Peoples submits that there is no dispute concerning the debt cost 

rate, and the Company’s debt cost rate should be accepted.567   

 

I&E 

 

I&E witness Patel recommended using the Company’s claimed long-term 

debt cost rate.568  

 

OCA  

 

The OCA did not present testimony regarding this issue.569 

 

CAUSE-PA 

 

CAUSE-PA accepts Peoples calculated embedded cost of long-term debt of 

4.61%.570   

 

 
566  Peoples St. 15 at 61.  
567  Peoples MB at 69. 
568  Peoples St. 15 at 61; I&E MB at 40. 
569  OCA MB at 64. 
570  CAUSE-PA MB at 36-37. 
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Disposition 

 

Noting that no party disputed Peoples calculation of its cost of long-term 

debt, I recommend that the Commission adopt a cost of long-term debt of 4.61%. 

 

Return On Common Equity 

 

Proxy Group 

 

Peoples 

 

Peoples states that, in evaluating the capital structure and determining the 

required ROE, it is important to develop a group of companies that is both publicly traded 

and comparable to the Company. Data for the “proxy group” provides market 

information particularly for investors’ required ROE. On pages 16 through 21 of her 

direct testimony, Peoples witness Nelson explained how she developed the proxy group, 

which is comprised of seven companies.  

 

OCA witness Garrett accepted Ms. Nelson’s proxy group.571 I&E witness 

Patel included an eighth company – Chesapeake Utilities Corp. – in his proxy group.572 In 

order to narrow the scope of contested issues regarding rate of return in this case, 

Ms. Nelson accepted Mr. Patel’s inclusion of Chesapeake Utilities Corp. and also 

excluded the S&P high earnings growth rate for Southwest Gas Holdings, Inc. in her 

DCF analysis as Mr. Patel suggested.573 

 

 

 
571  OCA St. 3 at 16. 
572  I&E St. 2 at 10-12. 
573  Peoples St. 15-R at 67-68. 
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I&E 

 

Mr. Patel’s proxy group included the following eight companies:574   

 

 Company Stock Ticker 

Atmos Energy Corp. ATO 

Chesapeake Utilities Corp. CPK 

New Jersey Resources Corp. NJR 

NiSource, Inc. NI 

Northwest Natural Holding Co. NWN 

One Gas, Inc. OGS 

Southwest Gas Holdings, Inc. SWX 

Spire, Inc. SR 

 

Mr. Patel noted that while I&E and Peoples had seven companies that 

match, I&E included one company that Peoples did not, Chesapeake Utilities Corporation 

(CPK).575  

 

OCA 

 

The OCA did not present testimony regarding this issue.576  

 

Discounted Cash Flow (“DCF”) 

 

Peoples 

 

Peoples notes that the Commission has used the DCF model as the primary 

model for establishing the cost of equity.577  Use of the DCF model based upon analysts’ 

 
574  Id. at 11.   
575  Id. at 11-12; I&E MB at 42. 
576  OCA MB at 65. 
577  Columbia 2025 at 216.  
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projected earnings provides a strong basis for determining the cost of equity during the 

period that the rates set in this proceeding will be in effect.578 Ms. Nelson calculated a 

10.91% DCF result based on analysts’ projections of earnings, which she calculated by 

averaging the Constant Growth DCF of 10.79% and the Quarterly Growth DCF of 

11.03%.579 Ms. Nelson updated her analysis in her Rebuttal Testimony and the average of 

her Constant Growth and Quarterly Growth DCF results increased by 12 basis points to 

11.03%.580 

Peoples avers that the results of Ms. Nelson’s DCF analysis are similar to 

Mr. Patel’s DCF results and the methodology that has been previously accepted by the 

Commission, although Mr. Patel’s analysis produced a slightly higher result.581 I&E 

witness Patel calculated a DCF cost of equity based on analysts’ projections of 11.33%, 

which is 33 basis points higher than Ms. Nelson’s base ROE recommendation of 11.0% 

and 8 basis points higher than Ms. Nelson’s 11.25% ROE inclusive of management 

performance.582 Peoples maintains that the overall closeness of these results demonstrates 

the general agreement on the inputs and explains the Commission’s reliance on this 

method.  

 

OCA witness Garrett’s DCF analysis produced ROE estimates ranging 

from 7.1% to 7.6% depending on his growth rate assumption.583 Ms. Nelson explained 

why Mr. Garrett’s reliance on alternative measures of growth such as dividend growth 

and GDP growth are flawed.  Dividend growth projections are not widely reported or 

relied on by investors. Peoples submits that dividend growth can only be sustained by 

earnings growth, and dividend growth is subject to near-term management decisions 

regarding dividend payouts, which may not be reflective of a company’s long-term 

 
578  Peoples St. 15-R at 70-71.  
579  Peoples St. 15 at 4.  
580  Peoples St. 15-R at 15; Peoples Exh. JEN-1R, Peoples Exh. JEN-2R. 
581  Peoples St. 15-R at 76.  
582  I&E St. 2 at 7. 
583  OCA St. 3 at 32. 
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growth prospects.584 Peoples notes that the growth rates used by Mr. Garrett in his 

analysis are below current utility bond yields.  Peoples asserts that Mr. Garrett’s use of a 

GDP growth rate in the DCF model is similarly flawed because the use of a uniform 

growth rate for each of the proxy companies is inconsistent with the model itself, which 

is based on the expectations of an individual company’s growth.585 Peoples concludes 

that, for these reasons, Mr. Garrett’s DCF analysis should not be given any weight.586  

 

I&E 

 

I&E avers that its DCF analysis contains the most up-to-date projected 

information of any model and is the preferred method for determining the rate of return 

for the current economic market because it measures the cost of equity directly.587  

Mr. Patel eliminated Southwest Gas Holdings’ outlier S&P Global Market Intelligence 

(“S&P”) growth estimate of 12.59% for the purposes of his DCF analysis as S&P’s 

growth projection for Southwest Gas Holdings is extremely inconsistent and would have 

an unreasonable and unwarranted impact on his analysis.588  The result of Mr. Patel’s 

DCF analysis was 11.33%.589  I&E did not present specific testimony on Peoples’ DCF 

analysis.590  

 

OCA 

 

In reviewing Peoples ROE request, Mr. Garrett conducted multiple 

analyses, including a DCF analysis, which includes three primary inputs: 1) stock price, 

 
584  Peoples St. 15-R at 72.  
585  Id. at 72-73.  
586  Peoples MB at 75-76. 
587  Peoples St. 15-R at 24. 
588  Id. at 30-31. 
589  Id. at 31 (citing I&E Exh. 2, Sch. 6). 
590  I&E MB at 43. 
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2) dividend and 3) the long-term growth rate. Mr. Garrett used a 30-day average of stock 

prices for each company in the proxy group to determine the stock price to use for the 

DCF Model.591 Mr. Garrett used forward-looking annualized dividends published in 

Yahoo! Finance for the dividend input into his constant growth DCF Model.592  

Mr. Garrett considered two growth variations: one using a sustainable growth rate and 

one using analysts’ growth rates.593 The results of these models are 7.1% and 7.6% 

respectively.594 

 

In contrast, Peoples witness Nelson’s application of the DCF Model 

produced an indicated cost of equity result of 10.53%.595 Mr. Garrett testified that the 

result of Ms. Nelson’s DCF does not indicate a reasonable cost of equity estimate for 

Peoples: 

 

Whether the sustainable GDP growth rate or the projected 

dividend growth rates published by Value Line are 

considered, the highest DCF result I obtained was 7.6%. 

The primary reason Ms. Nelson’s DCF results are 

overstated is her use of unsustainably high growth rates for 

some proxy companies, and average growth rates for the 

proxy group that are unsustainably high.596 

 

Mr. Garrett noted for example that Ms. Nelson incorporated an annual 

long-term growth rate as high as 10.5% for Southwest Gas Holdings, Inc., meaning that 

Ms. Nelson believes the company’s earnings will grow by more than 10.5% each year, 

 
591  Id. at 25.  
592  Id. at 26. 
593  Id. at 32. 
594  Id. at 32, citing, OCA Exh. DJG-6. 
595  Id. at 32, citing, Peoples St. 15 at 4. 
596  Id. at 32-33. 
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every year, in perpetuity, and calling such a suggestion “simply unsustainable and 

technically impossible.”597  

 

OCA asserts that Ms. Nelson’s criticisms of Mr. Garrett’s DCF Model are 

without merit and should be rejected. Ms. Nelson criticized Mr. Garrett’s use of analyst’s 

dividend growth projections in the DCF Model claiming he should have considered 

earnings per share rather than dividends per share to assess Peoples’ long-term growth 

rate in the DCF Model.598 OCA states that Mr. Garrett noted, however, that the DCF 

model directly considers dividends, rather than earnings, because dividends is the “cash 

flow” to investors that is being discounted in the model to ultimately estimate the cost of 

equity, which Ms. Nelson herself has acknowledged.599 Mr. Garrett testified that 

Ms. Nelson also relied on earnings growth rates as part of her DCF Model and that it is 

not unreasonable to consider earnings growth rates as a proxy for dividend growth in the 

DCF Model, as long as long-term grown rate projections are generally sustainable.600 

OCA avers that, in this case, however, Ms. Nelson’s assumption that Peoples’ annual 

earnings growth rate will outpace U.S. GDP in perpetuity is not just an unreasonable 

assumption, it is impossible,601 and therefore Ms. Nelson’s DCF Model is overstated. 

 

OCA argues that, similarly, I&E witness DC Patel also presented a DCF 

model that is overstated. Mr. Patel’s DCF model result was 11.33%.602 As Mr. Garrett 

testified, “the primary reason Mr. Patel’s DCF Model produced a much higher result than 

mine is his use of unsustainably high growth rates. Mr. Patel used a composite growth 

rate for the proxy group of 8.1%.”603 In contrast, the average growth rate Mr. Garrett used 

 
597  Id. at 33. 
598  Peoples St. 15-R at 29. 
599  OCA St. 3SR at 4, citing Peoples St 15-R at 29. 
600  OCA St. 3SR at 4. 
601  OCA St. 3SR at 4-5. 
602  I&E St. 2 at 7. 
603  OCA St. 3R at 3, citing, I&E St. 2 at 31. 
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for the proxy group was only 6.2% for his analyst-growth DCF Model and the average 

growth rate for his sustainable growth DCF Model is equal to the long-term U.S. GDP 

growth, which is only 3.7%.604  OCA similarly argued that Mr. Patel’s assumption of 

annual earnings growth rate outpacing total U.S. GDP is impossible,605 and therefore is 

also overstated. 

 

Mr. Garrett concluded that the analyst growth rates used by Mr. Patel are 

not intended to be long-term growth rate estimates, noting that the published growth rates 

used by Mr. Patel are five-year growth rate projections.606   

 

Capital Asset Pricing Model (“CAPM”) 

 

Peoples 

 

Peoples notes that in Columbia 2025, the Commission concluded that the 

CAPM is a useful tool in setting the ROE.607 Applying the CAPM using the risk-free 

rates and forward-looking estimates of market return produces a ROE range of 13.06% to 

13.11%608 Ms. Nelson also considered the ECAPM, which resulted in a forward-looking 

range of 13.93% to 13.89%. Ms. Nelson explained the ECAPM is useful because it 

addresses the tendency of the CAPM to underestimate cost of equity for companies such 

as regulated utilities with relatively low Beta coefficients.609 Peoples avers that ECPAM 

 
604  OCA St. 3R at 3. 
605  OCA St. 3R at 3. 
606  OCA St. 3R at 3. Mr. Garrett noted, as an example, that Mr. Patel uses a 

five-year growth rate of 12.59% for Spire, which is projected by S&P. However, Mr. 

Patel, not S&P, suggests that Spire’s earnings can grow at an annual rate of more than 

12% each year, every year, forever, which is an unreasonable assumption and should be 

rejected outright; OCA MB at 65-69. 
607  Columbia 2025 at 226. 
608  Peoples St. 15 at 39.  
609  Id. at 35.  
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is supported by academic studies and is used by investors as well as certain regulatory 

commissions.610 The average of all of Ms. Nelson’s CAPM and ECAPM results using 

historical and forward market returns as presented on page 15 of her direct testimony is 

11.94%.  

 

Peoples submits that Mr. Garrett’s CAPM estimates and Mr. Patel’s CAPM 

estimate based on Kroll’s recommended equity risk premium are fundamentally flawed 

and do not meet the comparable return standard as required by Hope and Bluefield. As 

Ms. Nelson demonstrated in the following chart, Mr. Garrett’s CAPM estimates and 

Mr.  Patel’s Kroll-based CAPM are well below the recently authorized ROEs for natural 

gas utilities and are counter to the higher interest rate environment.611 

 

Figure 14: Mr. Garrett’s CAPM ROE Estimates and Mr. Patel’s Kroll MRP 

CAPM ROE Estimate vs. Natural Gas Utility Authorized ROEs (Jan. 2023-

May 2026) 

 

 
 

 
610  Id. at 37-38.  
611  Peoples St.  15-R at 78-79.  
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Peoples avers that, regarding the CAPM risk-free rate, Mr. Garrett correctly 

uses a 30-year Treasury bond yield while Mr. Patel understates the CAPM cost rate by 

using only a 10-year Treasury bond yield.  In determining the security most relevant to 

the application of the CAPM, it is important to select the term that best matches the life 

of the underlying investment.  The 30-year Treasury bond better matches the life of 

long-duration utility investments.612 

 

Peoples asserts that Mr. Garrett erroneously applied a Hamada adjustment 

to his CAPM analysis.  As Ms. Nelson explained, Mr. Garrett incorrectly applied the 

Hamada adjustment to the Company’s book value when it should have been applied to 

the market value of the Company’s capital structure. In doing so, Mr. Garrett’s Hamada 

adjustment distorts the cost of equity.  Because the proxy companies’ equity on a market 

value basis is greater than the book values of equity, a properly applied Hamada 

adjustment should result in an upward adjustment to ROE, not a downward adjustment as 

Mr. Garrett has applied.613 

 

Mr. Garrett recommends an alternative ROE of 8.5% if the Commission 

does not impose a hypothetical capital structure, which is based on his Hamada 

adjustment.614 Peoples states that, as explained by Company witness Nelson, OCA’s 

alternative ROE is not market based and misuses the Hamada model.  Peoples concludes 

that the Commission should reject OCA’s alternative ROE recommendation, which is 

simply an attempt to bypass the well-established precedents on capital structure by 

reducing the ROE. 

 

Both Mr. Patel and Mr. Garrett reference Kroll in determining their market 

risk premium.  Peoples states that their use of Kroll is unsupported and should be 

 
612  Peoples St.  15-R at 79-81.  
613  Id. at 82-83.  
614  OCA St. 3 at 59.  
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rejected. Ms. Nelson demonstrated that Kroll’s equity risk premium is not developed in 

relation to its risk-free rate even though academic studies have shown that there is an 

inverse relationship between the two metrics.615 Kroll’s equity risk premium does not 

provide a reliable basis for the CAPM analysis in this case.  

 

Peoples concludes that, for the reasons explained above and in 

Ms. Nelson’s testimony, Mr. Garrett’s CAPM-based ROE estimates and Mr. Patel’s Kroll 

CAPM ROE produce unrealistically low ROEs in violation of the Hope and Bluefield 

standards and should be outright rejected.  While Mr. Patel’s forecasted CAPM analysis 

also suffers from several flaws, Ms. Nelson demonstrated that correcting these errors 

raises Mr. Patel’s forecasted CAPM from 10.28% to 12.11%.616  

 

I&E 

 

The result of Mr. Patel’s CAPM analysis was 9.57% ((10.28% + 8.86% ÷ 

2) based on the average of using a traditional forecasted overall market return (10.28%) 

and using Kroll’s recommended U.S. Equity Risk Premium (“ERP”) and 20-year U.S. 

Treasury yield (8.86%).617  Mr. Patel noted that, as I&E has historically reasoned, the 

CAPM inputs are subjective, and other than beta, not company or industry specific.618  

While I&E believes the DCF is the most reliable of the cost of equity models, I&E 

provided a CAPM analysis as it does provide value and the Commission has recently 

relied on a combination of both the DCF and CAPM models.619   

 

 
615  Peoples St. 15-R at 85-86; Peoples St. 15-RJ at 10-11.  
616  Peoples St.  15-R at 97-98; Peoples Exh.  JEN-10R; Peoples MB at 77-80.  
617  Peoples St.  15-R at 36 (citing I&E Exh.  2, Sch. 10). 
618  Id. at 37. 
619  Id. 
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Mr. Patel disagreed with Peoples’ use of the 30-year Treasury bond to 

determine the risk-free rate and instead supports the use of the 10-year Treasury bond.620  

Mr. Patel disagreed with Peoples’ use of outlier market risk premiums in its CAPM and 

ECAPM analyses.621  Mr. Patel disagreed with Peoples’ claim regarding additional risk 

due to the Company’s capital expenditure plan.622  Mr. Patel disagreed with Peoples’ 

claim regarding bypass risk.623  Mr. Patel disagreed with Peoples’ claim regarding the 

current and prospective capital market.624  Mr. Patel disagreed with Peoples’ flotation 

cost adjustment.625 

 

Mr. Patel also considered national average authorized ROEs in his analysis.  

Mr. Patel noted that data provided by S&P showed the national average authorized ROE 

for gas distribution companies across the U.S. was 9.69% for rate cases decided in 2025 

through 2026.626  Mr. Patel incorporated recent national authorized equity returns for gas 

utilities in his ROE analysis because this information complies with the principle derived 

from the Hope and Bluefield cases that a utility is entitled to a return similar to that being 

earned by other enterprises with corresponding risks and uncertainties, but not as high as 

those earned by highly profitable or speculative ventures.627  I&E asserts that it is 

reasonable and logical to include in its recommendation the authorized returns of natural 

gas distribution companies in recently completed rate cases across the country.628   

 

Ms. Nelson criticized Mr. Patel’s use of national average authorized ROEs 

in his analysis claiming that the returns cited reflect outdated data and should not be used 

 
620  Id. at 44-45. 
621  Id. at 45-46. 
622  Id. at 46-49. 
623  Id. at 49-51. 
624  Id. at 51-53. 
625  Id. at 53-54. 
626 Id. at 37 (citing I&E Exh. 2, Sch. 2 at 8-9).    
627  Id. at 37-38. 
628  Id. at 38. 
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as a substitute for market-based cost-of-equity analyses.629  I&E argues that the present 

economic conditions are similar enough to the conditions that existed when those 

proceedings were litigated such that their returns are relevant to warrant inclusion in 

I&E’s analysis.  Additionally, Mr. Patel continued to assert that his ROE analysis did 

consider market-based cost-of-equity analyses reflecting utilities’ risks.630 

 

Lastly, I&E notes that its recommended ROE of 10.20% for the Company 

in this case is comparable, yet higher than the national average authorized ROE of 9.69% 

for gas distribution utilities.631  

 

OCA 

 

In addition to his DCF analysis, Mr. Garrett also conducted a CAPM 

analysis when reviewing Peoples’ requested ROE.632 Mr. Garrett concluded that, using 

the inputs for the risk-free rate, beta and equity risk premium, Peoples’ CAPM cost of 

equity is 8.8% if the proxy group average debt ratio is assumed and 8.5% if it is not.633  

 

Finally, in addition to conducting his own extensive examination of the 

appropriate ROE for Peoples in this case, Mr. Garrett also addressed why the 

examination performed by Peoples witness Nelson should be rejected. Mr. Garrett added 

that “the primary factor which causes Ms. Nelson’s CAPM results to be unreasonably 

high is her use of an unreasonably high ERP estimate,” noting that Ms. Nelson used an 

ERP as high as 11.7% in her analysis.634 Mr. Garrett reiterated that the expert survey he 

used reports an average ERP of 5.3%, the Kroll report estimated an ERP of 5.0%, 

 
629  I&E St. 2-SR at 15 (citing Peoples St. 15-R at 58-59).  
630  Id. at 16. 
631  I&E St. 2 at 38; I&E MB at 43-45. 
632  OCA St.3 at 33; citing, Wilcox, supra. 
633  Id. at 42-43. 
634  Id. at 44, citing, Peoples St. 15. at Fig. 14. 
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Dr. Damodaran reports an estimated ERP of only 4.5%, each of which is considerably 

lower than the ERP used by Ms. Nelson.635 OCA avers that when compared with the 

other independent sources for the ERP, as well as Mr. Garrett’s estimate, Ms. Nelson’s 

ERP is clearly too high. 

 

Mr. Garrett also addressed Ms. Nelson’s use of another version of the 

CAPM called the ECAPM which produced a result for Ms. Nelson as high as 13.93%.636 

Mr. Garrett testified that there are several problems with ECAPM, including that 1) the 

Value Line betas both Ms. Nelson and he used in the real CAPM have already been 

adjusted upwards to account for the theory that low-beta stocks might have a tendency to 

be underestimated, 2) the type of beta-adjustment used by Value Line in fact overstates 

betas from consistently low-beta industries like utilities and 3) Ms. Nelson’s ECAPM still 

suffers from the same overestimated ERP input.637 Mr. Garrett concluded that 

“Ms. Nelson’s ECAPM should be disregarded for its ERP inputs alone which were based 

on old, out of date data result in unreasonable ERP significantly higher than that of other 

experts in the industry.”638 

 

Finally, Mr. Garrett also addressed another type of risk premium analysis 

which considers authorized ROEs dating back to 1980 and noted that this model also 

does not indicate a reasonable cost of equity for Peoples.639  Mr. Garrett testified that 

authorized ROEs from other jurisdictions are not market-based, relying on nearly 50-

year-old data belies Ms. Nelson’s characterization that the cost of capital is “forward 

looking,” and the use of the alternative risk premium analysis is circular in that using 

over inflated ROEs elsewhere to justify an over-inflated ROE in this case continues a 

 
635  Id. at 45, see, Figure 12. 
636  Id. at 46, citing, Peoples St. 15 at Peoples Exh. JEN-5. 
637  Id. at 46-47. 
638  Id. at 48. 
639  Id. at 48. 



176 

 

vicious cycle that enriches shareholder’s at utility customer’s expense.640 OCA argues 

that Ms. Nelson’s use of the risk premium model should be rejected in this case. 

 

Likewise, OCA states that Ms. Nelson’s criticisms of Mr. Garrett’s CAPM 

analysis are without merit and should be rejected. Ms. Nelson criticized Mr. Garrett’s use 

of an ERP estimate published by Kroll arguing that Kroll’s estimate “would not meet the 

comparable return standard as required by the Hope and Bluefield decisions” because it 

would lead to CAPM results that “are well below recently authorized ROEs for natural 

gas utilities.”641 Mr. Garrett, however, testified that: 

 

the cost of equity and authorized returns are entirely 

different concepts. An authorized return is simply whatever 

a regulator says it is, whether it is 5% or 10%. In contrast, 

Hope and Bluefield require the authorized ROE to be based 

on cost. The CAPM is a Nobel-Prize winning model that is 

specifically designed to estimate that cost. No input to the 

CAPM is dependent on the decisions of regulators.642 

 

Mr. Garrett added that he considered three reliable and objective sources to 

include in his overall ERP estimate and conducted his own ERP estimate which was 

similar to those from other sources.643 Mr. Garrett concluded that “investors are more 

likely to rely on these types of sources for the ERP than Ms. Nelson’s personal ERP 

estimate.”644 

 

Mr. Garrett also addressed the CAPM analysis by I&E witness Patel. OCA 

states that, as with his DCF Model analysis discussed, Mr. Patel’s CAPM analysis is also 

incorrect and should be rejected. Mr. Garrett testified that Mr. Patel conducted two 

 
640  Id. at 49. 
641  OCA St. 3SR at 5, citing, Peoples St. 15-R at 78. 
642  OCA St. 3SR at 5. 
643  OCA St. 3SR at 6-7; Figure 1 (Equity Risk Premium Comparison). 
644  OCA St. 3SR at 7. 
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variations of the CAPM – the first variation has a result of 10.28% and the second 

variation has a result of 8.86%.645 Mr. Garrett added: 

 

The main difference between his two CAPM variations is 

the equity risk premium (ERP) input. In the higher of the 

two CAPM results, Mr. Patel calculated his own ERP 

estimate by relying on data starting in the Great Depression. 

As thoroughly discussed in my direct testimony, this type 

of historical approach is contrary to modern academic 

literature and most certainly overstates the ERP. In Mr. 

Patel’s second variation of the CAPM, he relies on a current 

ERP estimate published by Kroll.646 

 

OCA contends that Mr. Patel’s application of the CAPM produces a 

significantly higher result than his 8.8% for Peoples whereas his second application of the 

CAPM produces a substantially similar result.647  

 

Risk Premium 

 

Peoples 

 

Peoples submits that the Commission should also consider the Risk 

Premium method in reaching a ROE. This method indicates a cost of equity between 

10.21% and 10.35%.648 Peoples contends that this model is important because of its 

connection of interest rates and inflation through utility bond rates and recognizes that 

risk premiums change inversely as interest rates change.649 The Commission has 

recognized the usefulness of the Risk Premium method as a check on the results of the 

 
645  OCA St. 3R at 4, citing, I&E St. 2 at 36. 
646  OCA St. 3R at 4. 
647  OCA St. 3R at 4-5; see also, Figure 1 (My CAPM Summary); OCA MB at 

69-74. 
648  Peoples Exh.  JEN-6 and Peoples Exh.  JEN-5R. 
649  Peoples St. 15 at 39-43. 
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DCF.650 Risk Premium is relied upon by many other state regulatory commissions as 

well.651 

 

In developing a recommended ROE, I&E witness Patel gives 1/3 weight to 

the national average authorized returns for natural gas utilities and claims that 

Ms. Nelson’s recommended ROE is too high relative to the national authorized returns of 

other gas utilities.652 Authorized ROEs of gas utilities in other states alone are not 

determinative of the appropriate ROE for Peoples. Peoples avers that authorized ROEs 

are a trailing indicator because they are established based on market conditions that 

existed at the time those proceedings were litigated and decided. For this reason, a more 

appropriate approach is to model the relationship between the equity risk premium and 

the prevailing interest rate environment as Ms. Nelson did in her Bond Yield Plus Risk 

Premium analysis.653 The returns cited by Mr. Patel reflect a narrow subset of gas utility 

authorized ROEs and are backward looking, whereas Ms. Nelson’s analysis estimates the 

ROE based on a statistical relationship using current and projected market conditions.654  

 

I&E  

 

Mr. Patel excluded the RP method from his analysis as it is a simplified 

version of the CAPM and does not recognize company-specific risk through beta.655  

 

 
650  See PPL Electric 2012 Order at 81-81;see also Aqua 2022 Order at 

154-155. 
651  Peoples St. 15-R at 101.  
652  I&E St. 2 at 37-38, 63.  
653   Peoples St. 15 at 39-43; Peoples St. 15-R at 58-59. 
654  Peoples St. 15-R at 58-59; Peoples MB at 80.  
655  Id. at 25; I&E MB at 45. 
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OCA 

 

The OCA incorporated by reference the discussion of Mr. Garrett regarding 

the CAPM risk premium analysis.656  

 

Comparable Earnings 

 

Peoples 

 

The Company did not prepare a Comparable Earnings Analysis.657   

 

I&E 

 

Mr. Patel excluded the CE method from his analysis as the choice of which 

companies are comparable is highly subjective and its historical usage has been 

minimal.658  

 

OCA 

 

The OCA incorporated by reference its discussion regarding the CAPM Mr. 

Garrett’s comparable earnings analysis.659  

 

Management Effectiveness Adjustment 

 

Peoples 

 
656  OCA MB at 74. 
657  Peoples MB at 81. 
658  Peoples St. 15-R at 25-26; I&E MB at 46. 
659  OCA MB at 74. 
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Peoples witness Huwar explained that the Commission should provide an 

upward adjustment of 0.25% to the equity cost rate for exemplary management 

performance.  The management performance adjustment would result in a ROE of 

11.25%, which is within the range of equity cost rates presented by the Company and 

I&E.  

 

Peoples submits that its witness Huwar explained the many ways in which 

the Company has improved the safety and reliability of its system, including significantly 

reduced leaks in its pipelines.  Since 2018, the Company has reduced its outstanding 

Grade 1 and 2 leaks by more than 90%.660 Since 2020, the Company has reduced its 

damage rates by 26% despite receiving more locate ticket requests and marking more 

tickets year-over-year.  The Company has one of the largest LTIIPs in Pennsylvania, 

demonstrating its commitment to reducing methane emissions and keeping its system 

safe and reliable.661  

 

Peoples states that an important example of Peoples’ operational 

performance is the Goodwin Tombaugh project.  In 2020, the Company agreed to 

undertake a project to replace a troubled gathering system that needed substantial 

improvement in order to continue serving 1,600 utility customers.662 The project included 

the replacement of more than 300 miles of bare steel gathering pipeline with an estimated 

budget of $120 million over a seven-year period. As the close of this seven-year period 

approaches, the project is on track to be completed by year’s end and to be under budget 

as well.663  

 

 
660  Peoples St. 1 at 12.  
661  Peoples St. 1-R at 5.  
662  Id. at 5.  
663  Id. at 5-6.  
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The Commission has previously awarded additional basis points to a 

utility’s ROE based on the acquisition and rehabilitation of troubled systems.  In both 

Aqua 2022 and PA American 2026, the Commission awarded additional basis points to 

recognize the companies’ efforts in rescuing troubled water and wastewater systems.664 

Mr. Huwar described how Peoples’ acquisition of the troubled gathering system is akin to 

the troubled water and wastewater systems that were the subject of the Aqua 2022 and PA 

American 2026 cases.665    

 

Peoples states that Mr. Huwar also explained how management has 

operated the Company in a prudent manner to keep rates affordable for customers.  

Peoples avers that the ability of the Company to file only three base rate cases in the past 

thirteen years during a period of extensive investment demonstrates these efficiencies and 

the Company’s commitment to keeping its rates as low as reasonably possible.666 

 

Peoples also states that the Company demonstrated that its customer service 

statistics are at or near the top of the range for Pennsylvania gas distribution 

companies.667 For example, the Company’s consumer complaint rate remains lower than 

the average for Pennsylvania NGDCs.  Peoples is tied for the lowest justified PAR rate of 

its NGDC peers, and its infraction rates continue to remain very low compared to other 

NGDCs.668 The Company has also undertaken several initiatives to improve its customer 

service as explained by Mr. Huwar.669  

 

Peoples concludes that its outstanding performance and continual 

improvements in the categories of safe and reliable services, management efficiencies, 

 
664  Aqua 2022 Order at 168-173; PA American 2026 Order at 203-206. 
665  Id. at 6-7.  
666  Peoples St. 3-SR at 5-6.  
667  Peoples St. 1 at 24-26. 
668  Id. at 23-26. 
669  Id. at 26-28. 
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and customer service justifies recognition of the Company through a 25 basis point 

addition to its ROE.670   

 

I&E 

 

Mr. Patel rejected Peoples’ arguments for a management effectiveness 

adjustment, asserting that many of the reasons alleged by the Company fall within the 

categories of reliability, customer satisfaction, and safety that are required of every public 

utility company under 66 Pa. C.S. § 1501.671  Additionally, the Company passes capital 

expenditures to its ratepayers via base rates, or it can utilize the distribution system 

improvement charge (“DSIC”) for capital expenditure recovery.672  Further, if the 

Company is effective at controlling operating and maintenance costs, those savings 

should flow through to ratepayers and/or investors.673   

 

Finally, a 25-basis point increase to the cost of equity for management 

performance would add $10,051,315 directly to the Company’s revenue requirement that 

would be borne by the ratepayers.674  I&E does not support Peoples, or any utility, being 

gifted additional basis points for doing what it is required to do to provide adequate, 

efficient, safe, and reasonable service under 66 Pa. C.S. § 1501.675  

 

OCA 

 

OCA submits that Peoples failed to provide a quantification as to how a 

25-basis point adjustment was calculated to reflect Peoples’ claim of exceptional service. 

 
670  Peoples MB at 81-84. 
671  Peoples St. 1 at 56. 
672  Id.  
673  Id.   
674  Id. at 58-59.   
675  Id. at 60; I&E MB at 46-47. 
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OCA found Peoples’ service to be unexceptional and noted significant call center staffing 

issues during the month in April, in addition to an increase in the number of damage-

related formal and informal customer complaints.  

 

Regarding service performance, Mr. Larkin-Connolly found that Peoples’ 

call center performance has not improved, as set forth in the following table: 

Peoples Call Center and Customer Contact Indicators, 2019-2024676 

Indicator 2019 2020 2021 2022 2023 2024 

6-

year 

chan

ge 

3-

year 

chan

ge 

Unabandoned Call Rate677 98% 99% 99% 97% 97% 96% -2% -1% 

Calls Answered in 30 seconds 84% 93% 87% 85% 85% 86% 2% 1% 

Satisfaction with Reaching the 

Company 90% 92% 90% 84% 84% 86% -4% 2% 

Satisfaction with Automated Phone 

System 87% 85% 82% 78% 79% 76% -11% -2% 

Ease of Using EDC’s Automated 

Telephone System 84% 84% 78% 76% 78% 76% -8% 0% 

Satisfaction with Choices Offered 

by Auto Telephone System 85% 83% 81% 76% 80% 74% -11% -2% 

Satisfaction with Wait to Speak to 

Representative 88% 86% 84% 78% 77% 79% -9% 1% 

Satisfaction with Reps Handling of 

Contact 96% 94% 93% 94% 91% 90% -6% -4% 

Satisfaction w/Call Center Reps 

Courtesy 96% 97% 94% 97% 94% 94% -2% -3% 

Satisfaction w/Call Center Reps 

Knowledge 96% 94% 93% 93% 91% 92% -4% -1% 

 

OCA notes that, as is demonstrated in this table, over the past six years, only Peoples’ 

call answered rate has improved; in the past three years, Peoples has shown greater 

 
676  OCA St. 5 at 11.  
677  OCA witness Larkin-Connolly used the Unabandoned Call Rate metric, 

instead of the Abandoned Call Rate metric reported by BCS, to show positive change 

over time through a positive number, consistent with the remaining metrics in the table. 

Unabandoned Call Rate is calculated as 100% less the Abandoned Call Rate.  
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improvement than in the past six years, improving its call answered rate, satisfaction with 

reaching the company, and satisfaction with the wait to speak to a representative.678 All 

other metrics declined or stayed the same. Peoples did not dispute that its call center 

performance has declined over time.679 

OCA witness Larkin-Connolly assembled the following table to compare 

Peoples’ call center performance to that of its NGDC peers: 

 

Call Center and Customer Contact Indicators: Peoples vs. NGDC Average 

(2023/2024)680 

 

Indicator 

Peoples NGDC 

Avg 

Differenc

e 

Unabandoned Call Rate681 97% 97% -- 

Calls Answered in 30 seconds 86% 86% -- 

Satisfaction with Reaching the Company 85% 84% +1% 

Satisfaction with Automated Phone System 78% 78% -- 

Ease of Using EDC’s Automated Telephone 

System 

77% 78% -1% 

Satisfaction with Choices Offered by Auto 

Telephone System 

77% 77% -- 

Satisfaction with Wait to Speak to Representative 78% 80% -2% 

Satisfaction with Reps Handling of Contact 91% 91% -- 

Satisfaction w/Call Center Reps Courtesy 94% 94% -- 

Satisfaction w/Call Center Reps Knowledge 92% 91% -- 

 

Based on this data, OCA witness Larkin-Connolly concluded that, over time, Peoples’ 

quality of customer service has declined to meet the level demonstrated by other NGDCs, 

“where the Company may have previously been able to point to results showing it had 

 
678  OCA St. 5 at 12.  
679  OCA St. 5SR at 2.  
680  OCA St. 5 at 11.  
681  OCA witness Larkin-Connolly used the Unabandoned Call Rate metric, 

instead of the Abandoned Call Rate metric reported by BCS, to show positive change 

over time through a positive number, consistent with the remaining metrics in the table. 

Unabandoned Call Rate is calculated as 100% less the Abandoned Call Rate. 
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above average service – now it appears to be more or less right around industry 

average.”682  

 

OCA concludes that, as a result, Peoples has failed to demonstrate 

exceptional service.  The Company did not dispute that its call center performance 

declined over time, or that the performance indicates that Peoples is unexceptional in 

comparison to other NGDCs.683 Instead, Peoples argued that it has demonstrated strong 

live customer service interactions, based on low abandonment rates, improving speed to 

answer times, and improvement in satisfaction in reaching the Company.684 OCA avers 

that Peoples’ call center, nevertheless, has trended towards the level of performance and 

customer satisfaction recently experienced by other NGDCs; unexceptional service is not 

an adequate basis for recognition of management effectiveness, particularly where there 

is no evidentiary record suggesting high levels of customer satisfaction with the 

Company’s performance.685 Peoples’ performance indicates compliance with its statutory 

obligation and nothing more.686 

 

In observing the Company’s call center performance, OCA states that its 

witness Larkin-Connolly identified a concerning trend: each year in April for the past six 

years, Peoples’ customers’ wait times to reach call center staff increases dramatically in 

comparison to other months.687 During this time, call abandonment rates also spike, 

 
682  OCA St. 5 at 12.  
683  OCA St. 5SR at 2.  
684  Peoples St. 18-R at 13-14.   
685  Pa. PUC v. UGI Utils., Inc. – Electric Div., Docket No. R-2017-2640058, 

Order at 113-15 (Oct. 25, 2018) (UGI Electric 2018).  
686  66 Pa. C.S. §§ 523, 1501; see also 66 Pa. C.S. § 315(a) (Peoples bears the 

burden of proof to support a claim for recognition of superior and exceptional 

management performance).  
687  OCA St. 5 at 13.  
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where, in four of the last six years, Peoples’ customers experienced a call abandonment 

rate 1.5 to 2.0 times greater than the average call abandonment rate for the year.688 

 

OCA submits that this pattern can be predictably traced to the end of the 

heating moratorium period in Pennsylvania, which concludes on March 31 of each year. 

In four of the last six years, Peoples’ call center staffing in April was below the rolling 

six-month average level for the preceding periods.689 During the two years in which 

staffing levels were not lower than the rolling six-month average call wait times in April 

were not the highest in the year.690  

 

OCA witness Larkin-Connolly testified that Peoples “has been operating at 

a chronic deficit relative to its own approved staffing levels, and April staffing has never 

reached 89 in any year in the data,” reflecting a management decision to not adequately 

staff its call center during a predictably high-volume time in the year.691  Specifically, 

“the staffing data shows that Peoples has generally chosen not to increase staffing ahead 

of April.  The consequence of that choice is a foreseeable drop in service quality during 

the months when customers most need to reach their utility.”692  Peoples did not dispute 

that April call center staffing has never reach its approved level; instead, Peoples argued 

it uses support staff and overtime during high-volume months. 

 

Despite Peoples’ operational decisions to attempt to fill gaps in its April 

call center staffing levels, the Company’s customers continue to experience increased 

difficulty in reaching Peoples’ representatives during a time when they need it most.  

Because of the clear pattern demonstrated by the data, and the predictable nature of 

 
688  OCA St. 5 at 13.  
689  OCA St. 5 at 15.  
690  OCA St. 5 at 15.  
691  OCA St. 5 at 16.  
692  OCA St. 5 at 16.  
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higher call volumes in April, Peoples has failed to provide evidence of exceptional 

management performance in customer service.  

 

OCA witness Larkin-Connolly also reviewed Peoples’ customer complaint 

data to assess the effectiveness of Peoples’ management and its quality of customer 

service.  Similar to its call center performance, Mr. Larkin-Connolly concluded that 

Peoples customers submit informal complaints to BCS at similar rates to other NGDCs, 

excepting the Philadelphia Gas Works.693 However, over time, more Peoples customers 

have submitted formal and informal complaints to BCS regarding personnel problems, 

damages, and service quality when compared to the average of other NGDCs.694  

 

OCA submits that, while Peoples argues that the complaint data includes 

subjective determinations by BCS employees as how to categorize the submitted 

complaints, the trend in the data speaks for itself.695 Namely, the pattern persists 

year-to-year, indicating a low likelihood that the subjective categorization of BCS 

employees would influence the trend Mr. Larkin-Connolly observed.696  Despite the 

additional context provided by Peoples, which may account for variations within a single 

year, Mr. Larkin-Connolly’s conclusion regarding the trend in an increased number of 

damage-related complaints over time was unchanged at the close of the evidentiary 

record.697 

 

OCA concludes that Mr. Larkin-Connolly’s concern regarding an 

increasing trend in damage-related ratepayer complaints over time, as reported by BCS, 

indicates a further lack of support for Peoples’ claim of exceptional management 

 
693  OCA St. 5 at 26-27.  
694  OCA St. 5 at 29, 32.  
695  OCA St. 5SR at 4.  
696  OCA St. 5SR at 4. 
697  OCA St. 5SR at 4.  
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performance.  In addition to the evidence presented regarding Peoples’ call center 

performance, the OCA requests that the Commission deny the Company’s request for a 

return on equity adjustment associated with exceptional management performance.698   

 

Disposition 

 

For the following reasons, I recommend the Commission adopt I&E’s 

recommended cost of common equity of 10.20%. 

 

First, I recommend that the Commission adopt I&E’s proxy group, which 

Peoples agreed to adopt, and no other party opposed.  

 

Second, I recommend that the Commission adopt I&E’s recommended cost 

of equity based on I&E’s DCF and CAPM models.   The Commission has consistently 

held that a return on equity should be determined by using an informed judgement based 

on both DCF and CAPM methodologies.  Pa. PUC v. Columbia Gas of Pa., Inc., Docket 

No. R-2025-3053499 (Order entered Dec.9, 2025) at 225-226; Pa. PUC v. Pennsylvania-

American Water Company, Docket Nos. R-2023-3043189 and R-2023-3043190 (Opinion 

and Order entered July 22, 2024) at 171-172; Pa. PUC v. Columbia Water Company, 

Docket No. R-2023-3040258 (Opinion and Order entered January 18, 2024) at 171-172; 

Pa. PUC v. Aqua Pennsylvania, Inc., Docket Nos. R-2021-3027385 and R-2021-3027386 

(Opinion and Order entered May 16, 2022) at 154-155.  I agree with Peoples that the 

OCA’s DCF and CAPM models are inadequate as they result in a return on equity lower 

than all but one authorized return on equity for natural gas utilities in the past 46 years.699  

Similarly, CAUSE-PA’s recommended return on equity is inadequate as it would produce 

a return on equity lower than all authorized return on equity for natural gas utilities in the 

 
698  OCA MB at 75-81. 
699  Peoples St. 15-R at 4. 
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past 46 years.700  However, I do not recommend that the Commission adopt Peoples’ cost 

of equity models as they rely on elements previously disfavored by the Commission, 

including use of 30-year Treasury bonds and reliance on ECAPM and RP analyses.701  By 

contrast, I find that I&E’s recommendation includes Commission-accepted DCF and 

CAPM analyses, including Commission-accepted inputs, such as use of a 10-year 

Treasury bond in the CAPM analysis,702 and ultimately provides Peoples a fair return on 

equity. 

 

Third, I do not find that Peoples provided sufficient evidence that any 

adjustment for management effectiveness is warranted.  I find that many of the reasons 

cited by Peoples fall within the categories of reliability, customer satisfaction, and safety 

that are required of every public utility company under 66 Pa. C.S. § 1501, including 

replacement of the Goodwin Tombaugh system.  Although Peoples cites instances where 

water utilities were awarded additional basis points to ROE due to acquisition and 

rehabilitation of troubled systems, those instances are not comparable to replacement of 

the Goodwin Tombaugh system.  In those instances, water utilities acquire 

independently-operated troubled systems, where here, the Goodwin Tombaugh system 

was an already existing portion of Peoples system to be replaced.  Peoples should not be 

further rewarded for fixing an existing portion of its system. 

 

 
700  Id. 
701  PAWC 2024 at 172 (rejecting PAWC’s ECAPM analysis and agreeing with 

I&E’s use of 10-year Treasury notes in its CAPM analysis); Aqua 2022 at 154 (rejecting 

use of Aqua’s RP analysis and agreeing with I&E’s use of 10-year Treasury notes in its 

CAPM analysis).  
702  Id. 
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Alternative Cost of Capital Proposals 

 

Peoples 

 

Peoples notes that certain parties reference the April 29, 2026 letter from 

Governor Shapiro addressed to all Pennsylvania utilities, which suggested a number of 

reforms to the way in which a utility determines its cost of capital. The Governor’s letter 

suggested that utilities should (1) seek to raise capital through the most cost-effective 

sources, including greater reliance on debt, and any equity share above the equity 

employes by the utility’s holding company would require “extraordinary justification,” 

(2) identify specific reliability or safety concerns being addressed through its investments 

and demonstrate that the investments will provide meaningful customer benefits, and (3) 

provide “transparent, justifiable equity returns” either through a public competitive 

process for a benchmark portion of incremental equity or by limiting the requested ROE 

to a formula based on the current 10-year Treasury yield plus the five-year median of the 

equity risk premium as published in the Federal Reserve’s Financial Stability Reports.703  

 

Peoples submits that the proposal would not produce returns that are 

comparable to investments of similar risk. It does not account for the differences in risk 

in a Pennsylvania utility’s ROE for ratemaking purposes. Instead, every utility – whether 

electric, natural gas, or water – would receive the same ROE assuming the same risk-free 

rate and equity risk premium were used. This approach is counter to the financial 

principle that the risk of the investment drives the cost of capital.704 Peoples avers that 

this type of formulaic benchmarking is not a substitute for comprehensive analysis of 

current capital market conditions, investor expectations, utility-specific risk, and the need 

 
703  I&E Exhibit 2, Schedule 2 at 13-16. 
704  Id.  



191 

 

to maintain financial integrity and attract capital, all of which are rigorously examined by 

the various parties to a rate proceeding as well as by the Commission.705 

 

CAUSE-PA witness Cicero estimated the Company’s ROE based on the 

methodology outlined in the Governor’s letter to be 7.68%.706 Peoples contends this ROE 

does not meet the Hope and Bluefield comparable return standard.  Ms. Nelson prepared 

the following chart, which demonstrates the extreme departure of a 7.68% ROE as 

compared to recent authorized ROEs available for other natural gas utilities:707  

Figure 5: Governor Shapiro’s Proposed ROE Methodology vs. Authorized ROEs for 

Natural Gas Utilities (Jan. 2023 – May 2026) 

 

Peoples argues that the proposal is not sufficient to assure confidence in the 

utility’s financial integrity nor is it adequate to maintain and support the utility’s credit 

and attract capital. Reducing both the ROE and equity ratio by hundreds of basis points 

each would place significant pressure on the utility’s credit profile, financial integrity, 

 
705  Id. at 43.  
706  CAUSE-PA St. 1 at 34. 
707  Peoples St. 15-R at 45-46.  
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and ability to attract capital.708 Ms. Nelson explained that the Federal Reserve’s Financial 

Stability Report is not an appropriate source to determine a utility’s equity risk premium. 

The Financial Stability Report is not designed to estimate the cost of equity for regulated 

utilities.  Rather, it is intended to identify potential vulnerabilities in the financial and 

banking systems.  Unlike a utility’s cost of equity, the Financial Stability Report is 

backward-looking and slow to adjust to current market conditions.709 Ms. Nelson also 

explained that the 10-year Treasury yield is not the appropriate benchmark for utility 

ROE determinations because it does not reflect the long-term nature of utility 

infrastructure investment, which is often thirty years or more.710  

 

Peoples states that, with respect to the ratemaking capital structure, the 

methodology proposed in the Governor’s letter inappropriately relies on holding 

company capital structures.  The reliance on holding company capital structure is 

misplaced as it does not reflect the operating utility’s specific risks, financing needs, or 

cost of service, nor does not acknowledge the utility’s obligation to serve, which requires 

it to effectively access capital in all market conditions.711 Relying on consolidated 

holding company capital structures could produce inequitable and arbitrary outcomes. 

For example, two utilities with similar operations, customers, and risk profiles could be 

authorized two very different capital structures simply because one has a conservatively 

financed pure play parent while the other has a more leveraged, diversified parent.712 

Neither appropriately reflects the risk of the underlying investment.  

 

At the public input hearings, Mr. Szybist, the Governor’s Special Counsel 

for Energy Affordability, testified that the Governor has called on utilities to raise capital 

 
708  Id. at 41-43.  
709  Id. at 46-37. 
710  Id. at 47-48.  
711  Id. at 52-53.  
712  Id. at 53.  
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in the most effective way possible. In response, Peoples witness Schuller explained how 

the Company raises capital in a highly efficient, cost-effective manner.713  Mr. Schuller 

further explained that through the push down debt process, Peoples’ parent company, 

Essential, issues debt in the market and then loans it to Peoples via intercompany notes, 

pursuant to which the Company’s customers pay the same interest rate that Essential is 

paying on the public debt.714  

 

Peoples states that, moreover, the Governor’s proposal to rely more heavily 

on lower-cost debt will not necessarily reduce customer costs, and in fact, could increase 

total financing costs for customers. Higher leverage increases financial risk.  Both debt 

and equity investors will require higher returns to compensate for greater financial risk. 

As a result, greater reliance on debt can increase longer-term costs for customers.715  

 

The Governor’s letter proposes a competitive equity framework, which 

Ms. Nelson explained raises significant concern. The proposed equity auction is vague, 

untested, and potentially disruptive to utility financing.716 It is unclear who would 

participate, what instrument would be sold, how ownership rights would be determined, 

how liquidity would be provided, or how the auction would result in a durable regulatory 

ROE for an operating utility.  Because utilities must provide safe and reliable service to 

their customers, an experimental mechanism that could impair access to capital is not 

appropriate.717 

 

With regard to the letter’s request for investment-specific information, 

Peoples has provided this information to the parties involved in this proceeding as well as 

 
713  Peoples St. 19-R at 3-4. 
714  Id. at 7. 
715  Peoples St. 15-R at 54. 
716  Id. at 55.  
717  Id. at 55-56.  
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through its publicly available, Commission-approved LTIIP and Asset Optimization 

Plans.718 Additionally, several Company witness testified regarding the Company’s 

program to modernize its infrastructure so that it can continue providing safe and reliable 

service to the benefit of its customers.719   

 

I&E 

 

I&E notes that Mr. Patel disagreed with Peoples’ use of the ECAPM 

method and Mr. Patel also disagreed with Peoples’ use of the BYPRP.  As a result of the 

flaws in the ECAPM method and BYPRP method, the Commission should reject these 

alternate cost of capital proposals.720   

 

OCA 

 

OCA reiterates its discussion regarding capital structure.  OCA MB at 81.  

OCA avers that Peoples’ concerns that the principles outlined by the Governor fail to 

meet the standards of Hope and Bluefield fail to consider that the concepts highlighted by 

the Governor are foundational to ensuring just and reasonable rates consistent with the 

Public Utility Code and applicable precedent and, in doing so, will help achieve the 

reasonable ROR that Peoples is focused on.  Peoples’ concerns about “formulaic 

benchmarking”721 that could arise as a result of the Governor’s letter is, in fact, consistent 

with traditional rate base/rate of return ratemaking. 

 

Similarly, Peoples’ arguments against the testimony of the Governor’s 

Special Counsel for Energy Affordability should also be rejected. For example, Peoples 

 
718  Peoples Exh. PB-2R; Peoples Exh. PB-3R.  
719  Peoples St. 1 at 10-11; Peoples St. 6 at 3-4; Peoples MB at 84-90. 
720  I&E MB at 47-48. 
721  Peoples MB at 86. 
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argues that relying “more heavily on lower-cost debt will not necessarily reduce customer 

costs, and in fact, could increase total financing costs for customers.”722  Peoples 

argument is not only contrary to the arguments of the Governor and the Governor’s 

Special Counsel for Energy Affordability, but is also contrary to the Statement of Vice 

Chair Barrow who recognized the impact of these issues on affordability and the rates 

ultimately paid by consumers.  Peoples’ arguments should be rejected.723   

 

CAUSE-PA 

 

CAUSE-PA reiterates its recommendations regarding rate of return, and 

states the Commission should further consider whether ROE should be reduced based on 

the criteria outlined by Governor Shapiro.724   

 

Disposition 

 

To the extent parties reiterated their positions on rate of return, I have 

already recommended disposition of the various elements of calculating rate of return as 

discussed above.  To the extent parties are advocating further reduction to the rate of 

return, primarily as outlined by Governor Shapiro’s letter, I decline to recommend further 

modifications to the Company’s rate of return.  I recognize ongoing concerns regarding 

affordability.  However, I do not find that the record contains sufficient evidence in this 

proceeding to justify departing from the established rate of return principles discussed 

above.  As Peoples convincingly explains, to do so would risk conflict with the 

cornerstone comparable return standard articulated in Hope and Bluefield.   

 

31.  REVENUE ALLOCATION AND RATE DESIGN  

 
722  Peoples MB at 86. 
723  OCA RB at 39-40. 
724  CAUSE-PA MB at 43-44. 
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As aptly explained by I&E, a utility’s rate structure implements the 

Commission’s approved revenue increase to determine how the overall increase will be 

allocated among the utility’s various rate classes.  Once a class revenue allocation is 

determined, development of a rate design will address how the tariffed rates and rate 

elements will generate the allocated revenues.725   

 

The class cost of service is the “polestar” of utility ratemaking.726  

However, the allocation of revenue among a utility’s various rate classes, while informed 

by science and engineering, also involves consideration of ratemaking policy and 

principles of gradualism.  There is no single “correct” cost allocation methodology.  The 

application of science and policy to the allocation of a revenue increase is within the 

Commission’s discretion: “[T]here is no set formula for determining proper ratios among 

the rates of different customer classes. What is reasonable under the circumstances, the 

proper difference among rate classes, is an administrative question for the Commission to 

decide.”727  

 

The Commission has explained the interplay among ratemaking 

methodologies and the consideration of other factors to set just and reasonable rates, as 

follows: 

 

These norms, or traditional ratemaking methodologies, are 

used to determine a utility’s cost of providing service, or its 

revenue requirement, and to determine appropriate rate 

structure, which includes, among other things, the 

appropriate allocation of the revenue requirement to 

various customer classes.  However, while these 

 
725  I&E MB at 48.   
726  See Lloyd v. Pa. Pub. Util. Comm’n, 904 A.2d 1010, 1020 (Pa. Cmwlth. 

2006), appeal denied, 916 A.2d 1104 (Pa. 2007) (Lloyd). 
727  Peoples Nat. Gas Co. v. Pa. Pub. Util. Comm’n, 409 A.2d 446, 456 (Pa. 

Cmwlth. 1979) (citations omitted).  
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ratemaking norms provide a rational and methodical way to 

analyze and determine the utility’s cost of service, they also 

permit the consideration and weighing of important factors 

or principles in setting just and reasonable rates, such as 

quality of service, gradualism, and rate affordability. 

 

We acknowledge that there are several factors that must be 

considered when designing a rate recovery proposal, one of 

which is the concept of gradualism and affordability . . . 

However, while affordability is permitted to be considered, 

it is but one of many factors to be considered and weighed 

by the Commission in determining a utility’s rates.[728] 

 

a. COST OF SERVICE 

 

A utility provides service to a defined set of customer classes that are 

different in terms of demand and usage patterns.729  A cost of service study (“COSS”) – 

also referred to by the parties as an allocated cost of service study (“ACOSS”) – allocates 

or assigns a utility’s revenue requirement based on those service differences.730  Although 

class cost of service studies may appear to have great precision, the Commission has 

repeatedly recognized that the cost of service study is only a guide to designing rates and 

is only one factor, albeit an important one, to be considered in the rate setting process.731 

 

1) Peoples 

 

 
728  Pa. Pub. Util. Comm’n v. Cmty. Utils. Inc., Docket No. R-2021-3025206 at 

65-66 (Opinion and Order entered Jan. 13, 2022) (citations omitted). 
729  See, e.g., I&E St. 3 at 21.   
730  Id. 
731  See, e.g., Pa. Pub. Util. Comm’n v. West Penn Power Co., Docket No. R-

901609 (Opinion and Order entered Dec. 14, 1990); Pa. Pub. Util. Comm’n v. Pa. Power 

& Light Co., Docket No. R-822169 (Opinion and Order entered Aug. 19, 1983) (Pa. 

Power & Light). 



198 

 

Peoples submits that its proposed allocation of revenue among the rate 

classes is primarily driven by the cost to serve each class.  While other factors, such as 

gradualism, may be considered, these factors are not permitted to trump cost of service as 

the primary basis for allocating the revenue increase.732  It contends that, consistent with 

the Commonwealth Court’s directive in Lloyd, a proposed revenue allocation will only be 

found to be reasonable where it moves distribution rates for each class closer to the full 

cost of providing service.733  It asserts that any significant departure from the results of a 

cost of service study requires the proponent to fully justify the deviation. 734 

 

Peoples prepared its ACOSS using an Average Study that combines the 

results of a Customer-Demand study and a Demand-Commodity study.735  It explains 

that, under the Customer-Demand study, mains costs are classified between customer and 

demand components based on the results of a Minimum System (“MSS”) study.  Under 

the Demand-Commodity study, mains costs are classified on a 50/50 basis between 

demand and commodity components.  The Average Study reflects an equal weighting of 

these two approaches.736  

 

Other parties, including OCA, I&E, and OSBA, propose various 

alternatives regarding revenue apportionment.737  Peoples identifies the primary 

distinction in the parties’ positions in assigning costs to the customer classes is how to 

assign the costs of mains.738  Specifically, OCA witness Deupree and I&E witness Cline 

 
732  Peoples MB at 91 (citing Lloyd).  
733  Id. (citing Pa. Pub. Util. Comm’n v. PPL Elec. Utils. Corp., Docket No. 

R-00049255 (Order on Remand entered July 25, 2007)).   
734  Peoples MB at 91-92 (citing Philadelphia Suburban Water Co. v. Pa. Pub. 

Util. Comm’n., 808 A.2d 1044, 1060 (Pa. Cmwlth. 2002).  
735  Peoples St. 17 at 24-25.  
736  Id.  
737 OCA St. 1 at 76-77; I&E St. 3 at 25; OSBA St. 2. at 11-12. CAUSE-PA 

generally supports OCA’s approach. 
738  Peoples MB at 92-93.   
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recommend that the Commission rely on the Peak & Average methodology and reject the 

Company’s MSS approach as well as the related customer classification of a portion of 

distribution mains.739  Mr. Cline’s and Mr. Deupree’s recommendations are based on the 

premise that distribution mains should be allocated exclusively on a load-related basis 

and that customer-related classification of distribution mains is inappropriate.  

 

Peoples argues that the I&E and OCA positions do not accurately reflect 

how the system is designed.  Company witness Taylor asserts that I&E and OCA place 

too much emphasis on a single dimension of cost causation while giving insufficient 

recognition to the customer-related characteristics of the distribution system.  He testified 

as follows:   

 

Simply stated, system use is not the same as cost causation. 

 

Distribution mains recognize two cost-causative realities. 

First, mains investment is driven by the need to connect and 

maintain an integrated delivery system for a given number 

and geographic dispersion of customers. Second, mains 

must be sized to provide sufficient capacity to serve 

coincident peak-day requirements safely and reliably.  

 

Therefore, distribution facilities are not constructed solely 

to accommodate annual throughput; if they were built to 

this standard, there would be massive outages and 

significant safety implications. They are also constructed to 

connect customers to the system, provide access to service, 

and maintain sufficient capacity to meet customer 

requirements. The Company’s blended methodology 

recognizes both realities and therefore provides a more 

balanced assessment of cost causation than an approach 

that relies exclusively on a single methodology.[740] 

 

 
739  OCA St. 1 at 4-5; I&E St. 1 at 25-27. 
740  Peoples St. 17-R at 17. 
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Peoples contends that its position does not ask the Commission to choose exclusively 

between competing methodologies.  Rather, Mr. Taylor evaluated both approaches and 

incorporated both into the proposed ACOSS.741  The Company argues that this equal 

weighting approach more fairly and reasonably reflects the multiple parties’ perspectives 

on the factors that drive distribution system investment, i.e., customer-related and load-

related cost causation, than either methodology standing alone.  Peoples also argues that 

its Average ACOSS incorporates accepted ratemaking considerations such as gradualism 

and rate stability.742   

 

2) I&E 

 

I&E witness Cline disagreed with the Company’s customer-demand 

allocation proposal as it is inconsistent with long-standing Commission precedent that 

was reaffirmed in the 2025 Columbia Gas base rate case.743  Mr. Cline recommended that 

the revenue increase be allocated based on the Peak & Average ACOSS at equal rates of 

return, with the change that the large general service (“LGS”) class should not be 

allocated a decrease in rates, but instead the excess revenue from the LGS class, 

$6,629,057 as proposed, should be allocated across the remaining rate classes as part of 

the overall scale back of rates.744  

 

3) OCA 

 

As noted, OCA objects to Peoples ACOSS for two reasons, pertaining to 

allocation factors.  The first is the Company’s use of an MSS to classify a portion of costs 

 
741  Peoples MB at 93-94 (citing Peoples St. 17-R at 11).  
742  Id. at 94 (citing Peoples St. 17-R at 3, 8).   
743  I&E St. 3-SR at 9-10 (citing Pa. Pub. Util. Comm’n. v. Columbia Gas of 

Pa., Inc., Docket No. R-2025-3053499 (Opinion and Order entered Dec. 9, 2025) at 

254-55).   
744  I&E St. 3 at 25-27; I&E MB at 50.   
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associated with distribution mains as customer related.745  OCA witness Deupree testified 

that MSS “are premised on a flawed hypothetical relationship between investments in 

distribution mains and customer growth that empirically does not exist.”746  Mr. Deupree 

explained by one example, “a zero-diameter distribution main is completely a 

hypothetical construct that does not, and indeed could not, exist in the real world.”747  He 

testified that examples like this make the results of MSS analyses difficult, if not 

impossible, to verify. 

 

Further, OCA’s witness Deupree examined trends in changes in average 

number of customers on the Company’s system and the Company’s net investment in 

distribution mains over the 10-year period from 2016 through 2025. Mr. Deupree’s 

analysis did not find any statistically significant correlation (1) between annual net 

additions in the Company’s distribution mains and changes in the Company’s customer 

counts or (2) in the annual growth rate of the Company’s booked distribution mains 

investment and the annual growth rate of the Company’s customers.748 

 

OCA’s second issue with Peoples’ ACOSS is the Company’s demand cost 

allocation method.  OCA argues that Peoples’ method “fails to recognize that distribution 

mains supply both peak and non-peak service and thus perform both a demand and 

commodity function.”749  OCA’s alternative class classification of distribution mains 

incorporates a peak and average cost allocation method, which uses weights based on the 

company’s test year system load factor.750  OCA asserts that this is consistent with the 

Commission’s determination in the 2025 Columbia Gas base rate case that: 

 

 
745  OCA St. 1 at 47. 
746  OCA MB at 85 (citing OCA St. 1 at 47).  
747  OCA St. 1 at 49.   
748  OCA RB at 44 (citing OCA St. 1 at Exh. MWD-4; OCA St. 1SR at 14). 
749  OCA MB at 83 (quoting OCA St. 1 at 47). 
750  Id. (citing OCA St. 1 at 58-59). 



202 

 

distribution mains exist and are related to both annual 

demands and peak demands.  Both annual and peak 

demands must be recognized in the allocation of 

distribution mains cost if the allocation is to be in accord 

with the principle of cost-causality.  It is not reasonable to 

allocate distribution mains investment based solely on 

design peak day demands…[751]   

 

With regard to OCA’s recommended P&A method, OCA explains that its 

proposal uses data that is specific to Peoples for an allocation of mains costs.  Its 

weighting is based on the Peoples’ test year system load factor and, specifically, would 

base weights on a ratio of peak day system requirements to average daily system 

requirements.752   

 

OCA argues that use of the P&A method is consistent with the 

Commission’s consistent preference when faced with facts similar to Peoples’ 

proposal.753  OCA points to the recent Columbia 2025 Order in which the Commission 

adopted a P&A cost allocation method to classify and allocate costs associated with 

natural gas distribution mains.  According to OCA, the Commission directly addressed – 

and rejected – the position that a portion of these costs could be classified as customer-

related based on an analysis of a hypothetical minimum system:  

 

In light of the above, we remain of the opinion that although 

mains serve customers, it is the throughput that determines 

the type of main investment because it is the load that 

determines the main investment, not the number of 

customers served.  As the Commission stated in Columbia 

Gas 2021, the existence of one customer, five customers, or 

 
751  Pa. Pub. Util. Comm’n v. Columbia Gas of Pa., Inc., R-2025-3053499 

(Opinion and Order entered Dec. 9, 2025) at 254-55 (Columbia 2025). 
752  OCA St. 1 at 53-59.   
753  OCA RB at 44 (citing, e.g., Pa. PUC v. Phila. Gas Works, Docket 

R-2023-3037933 (Opinion and Order entered Nov. 9, 2023) at 137; Pa. Pub. Util. 

Comm’n v. Columbia Gas of Pa., Inc., R-2020-3018835 (Opinion and Order entered 

Feb. 19, 2021) at 213-218).   
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ten customers does not determine the amount of mains 

investment.  Mains investment is driven by the loads placed 

upon it, not by the number of customers served.[754] 

 

OCA emphasizes that Peoples is not entitled to a rebuttable presumption as 

a matter of law as to the correctness of its chosen ACOSS methodology but, instead, 

bears the burden of proof, as in all other aspects of its rate increase request.755  OCA 

asserts that Peoples did not meet its burden demonstrating why its ACOSS should be 

approved because, in part, it did not distinguish why the Commission’s preference for the 

P&A methodology should not be utilized in this case. 

 

4) OSBA 

 

The OSBA does not prefer either Peoples’ ACOSS or the P&A ACOSS 

recommended by other parties.756 

 

5) CAUSE-PA 

 

CAUSE-PA did not take a position on this issue in its briefs.757   

 

6) Recommendation 

 

I recommend that the Commission adopt a Peak & Average-only 

methodology to use for cost allocation in this proceeding.  

 

 
754  OCA MB at 83 (quoting Columbia 2025 at 255 (emphasis added)). 
755  Id. at 84 (citing 66 Pa.C.S. § 315(a)).  
756  OSBA MB at 6.   
757  CAUSE-PA MB at 46.   
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I am persuaded by I&E and OCA that, consistent with the Commission’s 

findings in prior natural gas utility rate proceedings, the P&A methodology is also best 

suited here.  In Columbia 2025, the Commission reaffirmed its opinion that load 

determines the main investment, not the number of customers served.758  It stated further:  

 

The fundamental function of a natural gas distribution 

system is to provide throughput for customers to receive at 

their meters, which is why it is a reasonable, cost causative 

basis for allocating the costs of distribution mains, whereas 

the distribution system is not designed or constructed 

merely to connect to customers.759 

 

  For Peoples, OCA witness Deupree’s analysis found no statistically 

significant correlation between annual net additions in the Company’s distribution mains 

and changes in its customer counts, nor any correlation in the annual growth rate of the 

Company’s booked distribution mains investment and the annual growth rate of its 

customers.  This indicates that the number of customers connecting to its system is not 

driving Peoples’ investments, and provides further indication that the P&A methodology 

is the most appropriate methodology to use for allocating the cost of Peoples’ distribution 

mains.   

 

  Consistent with this cost-causative approach, I further recommend the 

Commission adopt the COSS recommended by OCA, which allocates mains costs using 

Peoples-specific data.    

 

 
758  Columbia 2025 at 253-55 (citing Pa. Pub. Util. Comm’n v. Columbia Gas 

of Pa., Docket No. R-2020-3018835 (Opinion and Order entered Feb. 19, 2021); see also 

Pa. PUC v. Philadelphia Gas Works, Docket No. R-2023-3037933 (Opinion and Order 

entered Nov. 9, 2023).   
759  Id. at 253-54.   
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b. REVENUE ALLOCATION 

 

1) Peoples 

 

Peoples’ proposed allocation of its filed-for $163.2 million increase in 

annual operating revenues is provided in Peoples Exhibit 11.   

 

Peoples’ asserts that its proposed revenue allocation fairly considers the 

results of the ACOS studies in determining customer classes’ total revenue responsibility, 

while also taking into account other important principles such as gradualism and value of 

service.760  Peoples witness Taylor used the Average ACOSS to guide the revenue 

allocation and rate design process.  The proposed revenue allocation reflects a deliberate 

effort to move all rate classes closer to the overall system rate of return, thereby reducing 

the subsidies that currently exist between classes.761  Peoples asserts that this approach is 

consistent with long-standing regulatory practice and precedent, including the Lloyd 

decision.  The table below summarizes the Company’s revenue allocation proposal.762   

 

Table 5 – Proposed Class Revenue Apportionment 

 

 
760  Peoples MB at 91.   
761  Peoples St. 17 at 31.  
762  Peoples MB at 94.   
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The foregoing allocation reflects the full amount of the Company’s proposed rate 

increase.763  To the extent the allowed increase is less than that proposed by the Company, 

Peoples proposes that the Company’s revenue allocation should be used to scale back 

each class’s revenues proportionally.764 

 

The increase was allocated based on the goal of moving toward full parity 

for all classes over time, while addressing issues of gradualism.765  Mr. Taylor explained 

the Company’s revenue allocation process as follows:766  

 

It was decided that this fully cost-based option was not the 

preferred solution to the interclass revenue issue, given the 

large decrease that was required for the Large General class 

which would result in more of an increase needed from the 

other classes, and the fact that the vast majority of revenues 

within the Mainline Service class are from negotiated 

contract customers. After discussions with the Company, 

the increase proposed in this case was allocated based on a 

desire to move toward full parity over time, while 

addressing issues of gradualism and recognizing these 

dynamics with the Large General and Mainline Service 

classes. To accomplish this, the Company first set Large 

General and Mainline Service’s proposed revenues to their 

current revenues. Second, capped the increase to the Small 

General class to 1.5 times the overall system increase and 

set the targeted increase for Residential and Medium 

General to their cost to serve. Finally, allocated the 

additional increase required between Residential and 

Medium General based on the relative targeted revenue 

increase for each class, which ultimately results in 

Residential’s increase at 1.05 times the overall system 

increase and Medium General at 1.25 times. While there are 

various yardsticks used to measure the degree of movement 

 
763  The difference between the $163.2 million proposed increase and $160.8 

million shown in the table represents other miscellaneous service fees and gathering.  

Peoples MB at 94-95.   
764  Peoples MB at 95, 103; Peoples St. 17-R at 39.   
765  Id. at pp. 31-32.  
766  Id. at. P. 32.  
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toward cost of service, the Company evaluated two metrics: 

(1) the percentage movement towards the system rate of 

return; and (2) the reduction in the subsidies occurring 

between classes. 

 

The following table shows the parity ratios for each class.  

 

Table 6 - Comparison of Relative Rate of Return by Rate Class767 

 
 

According to Peoples, the Company’s proposed revenue allocation results in the 

reduction of existing subsidies and excesses among the rate classes and moves the return 

for all rate classes closer to the indicated cost of service for each class.  The Company’s 

proposed revenue allocation represents a fair allocation of the proposed revenue increase 

among the customer classes and should be approved.   

 

Peoples summarizes the other parties’ revenue allocation proposals in the 

table below:768 

 

 

 
767  Peoples St. 17 at 33.  
768  Peoples St. 17-R at 5, Table 1. 
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Additionally, OCA witness Deupree also recommends that “the 

Commission cap the proposed rate increase to any single customer class to no more than 

1.15 times the system average increase” and that “no class receive a rate increase less 

than 0.50 times the system average increase.”769  Peoples objects to these constraints, 

arguing that “while gradualism is an appropriate consideration in revenue apportionment, 

the specific caps and floors proposed by Witness Deupree are not derived from any cost-

of-service principle… The practical effect of such constraints is to preserve existing 

disparities in class rates of return and slow movement toward rates that more closely 

identify the costs incurred to serve each class.”770 

 

Peoples states that OSBA witness Ewen does not present a separate ACOSS 

methodology or recommend a specific alternative treatment of distribution mains.  

Rather, he recommends modifications to the allocation of the Company’s requested 

revenue increase based primarily on considerations of gradualism and value-of-service 

principles.771  In Peoples’ view, OSBA’s recommendations place too much emphasis on 

gradualism and value-of-service considerations.  It contends that those factors may be 

relevant but should not be given greater rate than the cost responsibility reflected in a 

reasonable cost of service study.  As stated by Peoples witness Taylor, “Doing so risks 

perpetuating existing disparities among classes and weakening the relationship between 

rates and the costs incurred to serve those classes.  There is also a subjective level of 

interpretation when it comes to value-of-service considerations, which is not fully vetted 

or explained by [OSBA] Witness Ewen.”  

 

In sum, Peoples maintains that its own revenue allocation proposal should 

be accepted over those of the other parties because it is reasonable and moves all classes 

closer to unity under the Average ACOSS.  The Company claims that other parties’ 

 
769  OCA St. 1 at 5. 
770  Peoples MB at 96-97 (citing Peoples St. 17-R at 7).  
771  Id. (citing OSBA St. 2 at 10).   
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allocation proposals “are simply designed to reduce allocations to their respective 

classes.”772   

 

2) I&E 

 

I&E describes revenue allocation as the allocation of revenue responsibility 

between rate classes.773  It is routinely accepted that for class revenue allocation purposes, 

cost of service is the “polestar.”774  I&E states that, generally, utilities that provide more 

than one different type of utility service cannot shift costs from one operation to the 

other.775  For example, a utility that provides both gas and electric service cannot require 

its gas customers to pay for plant serving electric customers. 

 

As I&E witness Cline recommended the Commission reject reliance on the 

proposed customer-demand ACOSS in favor of the Peak & Average ACOSS, Mr. Cline 

also recommended the Company’s proposed allocation based on the customer-demand 

model be rejected in favor of I&E’s allocation based on the Peak & Average ACOSS.776  

Specifically, I&E recommends that the revenue increase be allocated based on the Peak & 

Average COSS at equal rates of return, with the change that the LGS class should not be 

allocated a decrease in rates.  Instead, the excess revenue from the LGS class, $6,629,057 

as proposed, should be allocated across the remaining rate classes as part of the overall 

scale back of rates.777 

 

 
772  Peoples MB at 94-97. 
773  A Guide to Utility Ratemaking, Cawley and Kennard (2018 Edition) at 138 

(Ratemaking Guide). 
774  See Lloyd.   
775  Ratemaking Guide at 141.   
776  I&E MB at 50-51 (citing I&E St. 3 at 34-35).   
777  I&E St. 3 at 27.   
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3) OCA 

 

OCA argues that its ACOSS should be used to apportion the revenue 

requirement across Peoples’ customer classes because it adheres to ratemaking 

principles.778  OCA witness Deupree explains that the revenue distribution process is the 

initial step taken in establishing rates:  

 

The revenue distribution process allocates a utility’s overall 

revenue deficiency across customer classes, which in turn, 

is used to establish a new set of retail rates.  The revenue 

distribution process often uses the results from the ACOS 

study as its starting point, but not necessarily as its ending 

point.  Class-specific revenue responsibilities are 

established by allocating the system-wide revenue 

deficiency to classes that are under-earning, relative to their 

estimated rate of return (“ROR”), and assigning, at least in 

theory, revenue decreases to those classes that are over-

earning relative to their ACOS study-estimated class 

returns.  The final class revenue responsibilities are then 

used, in conjunction with each class’s billing determinants, 

to determine rates.779 

 

OCA witness Deupree explained, in his view, what constitutes other policy 

goals that are prominent components of generally accepted ratemaking principles: 

 

1) Rates should be fair, just, and reasonable, and not 

unduly discriminatory. 

2) To the extent possible, gradualism should be used to 

protect customers from rate shock. 

3) Rate continuity should be maintained. 

4) Rates should be informed by costs, but class cost of 

service results need not be the only factor used in rate 

development. 

5) Rates should be understandable to customers.780 

 
778  OCA St. 1 at 59-64. 
779  OCA St. 1 at 59. 
780  OCA St. 1 at 60. 
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OCA contends that Mr. Deupree’s revenue apportionment method based on his alternative 

ACOSS results limits the rate increase in a way that adheres to the principles listed 

above.  Specifically, Mr. Deupree recommends that the Commission cap the proposed 

rate increase to any single customer class to no more than 1.15 times the system average 

increase.  He additionally recommends that no class receive a rate increase less than 0.50 

times the system average increase.781  Mr. Deupree explained that a cost parity ratio 

standardizes these various class revenue-to-cost ratios against the overall utility system 

revenue-to-cost ratio.  Specifically, a relative cost parity ratio greater than 1.0 indicates 

that a particular class covers a greater percentage of utility costs than other classes, while 

a relative cost parity ratio less than 1.0 indicates that a particular class is covering a lesser 

percentage of utility costs than other classes.782 

 

The difference between Peoples’ cost allocation and OCA’s cost allocation 

can be summarized as follows: 783 

 

 
781  OCA St. 1 at 64. 
782  OCA St. 1 at 62. 
783  OCA MB at 90 (citing OCA Exhs. MWD-6, MWD-7).  OCA also provides 

OCA’s allocation at OCA’s recommended revenue increase of $9.4 million, which 

demonstrates the same relative proposed rate increases: 
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OCA contends that the Company’s apportionment is based on the results of 

a faulty ACOSS that overstates the current rate of return the Company derives from its 

large general service customers while understating the rate of return the Company derives 

from its residential and small general service customers, and therefore should be 

rejected.784   

 

As additional support for its position, OCA points out that OSBA found its 

allocation plan to be reasonable because OCA’s COSS results indicate that the Small 

General Service class is currently under-earning relative to the system average.  Further, 

OSBA ultimately found OCA’s proposed revenue allocation, which is a more gradual 

progress to cost-based rates in comparison to Peoples’ proposal, to be reasonable given 

the size of the proposed rate increases in this proceeding.”785 

 

4) OSBA 

 

The OSBA recommends that, if Peoples’ ACOSS is adopted, the OSBA’s 

revenue allocation should be adopted.  If the P&A cost of service study is adopted, the 

OSBA states that the revenue allocation proposed by OCA is acceptable.786 

 

 
784  OCA MB at 88-91 (citing OCA St. 1 at 63). 
785  OSBA St. 2SR at 3. 
786  OSBA MB at 8.   
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More specifically, if Peoples’ “Average Study” COSS is adopted, the OSBA 

finds that the Company’s proposed revenue allocation does follow the results of its 

COSS.  However, Peoples limits rate increases to 1.50 times the system average 

increase.787  The OSBA recommends that any rate increase be limited to 1.25 times the 

system average increase. 

 

 The OSBA revenue allocation proposal is set forth below: 

 

Table IEc-3788 

Summary of IEc Alternative Revenue Allocation 

 
Increase 

$000 

Increase 

% 

R/C 

Current 

R/C 

Proposed 

Increase/System 

Avg. Increase 

Residential $118,163 13.5% 1.00 0.99 0.99 

Small General $19,699 17.0% 0.90 0.93 1.25 

Medium General $18,361 17.0% 0.94 0.97 1.25 

Large General $4,647 6.5% 1.57 1.42 0.47 

Mainline Service $0 0.0% 0.82 0.74 0.00 

Total $160,871 13.6% 1.00 1.00 1.00 

Source: IEc WP1 

 

OSBA states that, if the P&A methodology is adopted, OCA proposed a 

revenue allocation would limit the maximum rate increase for any rate class to 1.15 times 

the system average increase while setting a minimum rate increase of 0.50 times the 

system average.789  OCA’s revenue proposal is set forth below: 

 
787  Id. (citing OSBA St. 2 at 10). 
788  OSBA St. 2 at 12. 
789  OSBA St. 2 at 2. 
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As already noted, the OCA revenue allocation proposal is acceptable to OSBA.790   

 

To the extent the overall revenue requirement is reduced; OSBA’s position 

is that these allocations should be scaled back on a relative basis. 

 

5) CAUSE-PA  

 

CAUSE-PA did not take a position on overall revenue allocation.  However, 

CAUSE-PA challenges the current allocation of universal service costs solely to 

residential customers as being unjust and unreasonable.791  That issue is discussed later in 

this Decision, under a separate heading.     

 

6) Recommendation 

 

In Peoples’ 2024 base rate case, the Commission observed that “any COSS 

includes a certain level of subjectivity because, as with any analysis, there are 

 
790  OSBA MB at 8.  
791  CAUSE-PA MB at 47.   

Current 

Revenues
Increase $000 Increase %

Increase/System Avg. 

Increase

Residential $431,489 $115,121 26.7% 1.02

Small General $54,789 $16,440 30.0% 1.15

Medium General $65,431 $19,633 30.0% 1.15

Large General $57,668 $7,523 13.0% 0.50

Mainline Service $7,179 $2,154 30.0% 1.15

Total $616,556 $160,871 26.1% 1.00

Summary of OCA Proposed Revenue Allocation
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assumptions and decisions made regarding the interpretation of data and how that data is 

characterized and used in the analysis.”792   

 

As discussed above, Peoples prepared its ACOSS using an Average Study 

that combines the results of a Customer-Demand study and a Demand-Commodity study 

to determine the revenue allocation.  OCA and I&E both used the Peak & Average COSS 

to determine their revenue allocations and both disagreed with Peoples’ use of an average 

study.  If the P&A methodology is adopted, OSBA indicated that OCA’s proposed 

revenue allocation is acceptable.   

 

Consistent with my decision that the Peak & Average COSS will lead to 

just and reasonable rates, and based on the evidence presented by the parties, I do not 

accept Peoples propose allocation of revenue.  I am persuaded by OCA’s argument that its 

COSS, on which its revenue allocation is based, more accurately reflects the current rate 

of return the Company derives from its large general service, residential and small 

general service customers.  While the I&E revenue allocation is also based on a Peak & 

Average COSS, I&E relies on the study performed by Peoples.793  As observed earlier, 

OCA’s recommended P&A method uses data that is specific to Peoples for an allocation 

of mains costs.   

 

Further, I find that OCA’s revenue allocation is a reasonable result.  As 

noted by OSBA, OCA’s allocation would limit the maximum rate increase for any rate 

class to 1.15 times the system average increase while setting a minimum rate increase of 

0.50 times the system average.794  While this is a more gradual progress to cost-based 

rates in comparison to the maximum rate increase limit proposed by Peoples (1.5 times 

 
792  Pa. Pub. Util. Comm’n v. Peoples Natural Gas Co. LLC, Docket No. 

R-2023-3044549 (Opinion and Order entered Sept. 12, 2024). 
793  I&E St. 3 at 26-27; I&E Exh. 3, Sch. 3.   
794  OSBA St. 2 at 2. 
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the system average increase), I find this appropriate given the magnitude of the requested 

rate increase.   

 

Moreover, as Peoples’ comparison of the percentage of the overall revenue 

increase that the parties proposed to assigned to each customer class showed, OCA 

proposed to allocate 72% of the increase to the residential class.  Peoples proposed to 

allocate 73%.  Thus, while the Peoples and OCA disagree regarding the current rate of 

return the Company derives from each customer class and how much gradualism should 

be exercised in moving all classes to full parity, their end result was somewhat similar.      

 

Rate Classes Peoples OCA 

Residential 73% 72% 

Small General 13% 10% 

Medium General 13% 12% 

Large General 0% 5% 

Mainline Service 0% 1% 

Total 100% 100% 

 

Consistent with the foregoing discussion, I recommend that the Commission utilize the 

OCA’s recommended allocation of the allowed overall revenue increase among the 

classes. 

 

c. RATE DESIGN 

 

1) Peoples 

 

Peoples states that its rate design strategy in this case is to make 

incremental movements toward reflecting the Company’s relative cost of serving each 

rate class.  Peoples proposes to increase the customer charges for the rate classes shown 
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in the following table, with the remaining proposed increase to be recovered in the 

volumetric charge.795  

 

Table 7 – Fixed Monthly Customer Charges 

Rate Schedule  Annual Consumption  Current  Proposed  

Residential  All   $      16.80    $      26.00   

SGS  0 to 499 Mcf   $      22.00    $      32.14   

SGS  500 to 999 Mcf   $      44.00    $      64.28   

MGS  1,000 to 2,499 Mcf   $    101.00    $    110.00   

MGS  2,500 to 24,999 Mcf   $    145.00    $    158.00   

LGS  25,000 to 49,999 Mcf   $    940.00    $    987.00   

LGS  50,000 to 99,999 Mcf   $ 1,465.00    $ 1,538.00   

LGS  

100,000 to 199,999 

Mcf   $ 2,130.00    $ 2,237.00   

LGS  Over 200,000 Mcf   $ 5,630.00    $ 5,912.00   

MLS  Over 500,000 Mcf   $ 5,630.00    $ 5,912.00   

 

Even with the proposed customer charge increases, Peoples claims that the 

customer charges for all classes remain below the customer-related unit costs that 

Company witness Taylor identified for those classes.796  The other parties present 

different views on the Company’s customer charges, which were addressed by Company 

witness Taylor.  As discussed above, the Company does not agree with the alternative 

cost allocation methodologies of OCA witness Deupree and I&E witness Cline and, 

likewise, the Company does not agree with the customer charge recommendations that 

flow from those methodologies.797   

 

Peoples proposes to increase the Residential customer charge from $16.80 

to $26.00 as supported by the Company’s customer cost analysis.  It argues that 

developing cost of service rates applies to designing the rates themselves, and it not just 

 
795  Peoples MB at 98; Peoples St. 17 at 33-34.   
796   Peoples St. 17 at 22.  
797  Peoples MB at 98, n.378.   
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applicable to revenue allocation.798  Peoples states that in PPL Electric 2012, the 

Commission noted that an increase to the customer charge is reasonable when usage-

based charges still comprise a greater portion of the total bill so that customers will still 

have a clear opportunity to reduce their total bills through conservation.799  It notes 

further that, in PPL Electric 2012, the Commission rejected  I&E’s and OCA’s position of 

“no increase” to the customer charge because it was not based on a proper cost 

analysis.800  Peoples argues that the Company’s proposed residential customer charge 

should be approved because it represents a meaningful movement toward appropriate full 

fixed cost recovery while also allowing for substantial recovery through usage-based 

charges.  

 

Peoples summarizes the opposition of OCA, I&E, CAUSE-PA, and Task 

Force to the Company’s proposed increase to the residential customer charge as being 

based on reasons including affordability, conservation, bill impacts to low-income 

customers, and customer bill management.  Peoples disagrees with their 

recommendations to reject or modify aspects of the Company’s proposed residential rate 

design and customer charge increases, or to place greater emphasis on affordability and 

customer bill impacts.801    

 

Specifically, Peoples contends that the proposed residential customer 

charge does not disproportionately impact low-income customers as the proposed rate 

design produces generally consistent annual bill impacts across the customer groups and, 

in fact, benefits low-income customers.802  Mr. Taylor prepared an analysis comparing the 

 
798  Peoples MB at 98-99 (citing Pa. Pub. Util. Comm’n v. PPL Elec. Utils. 

Corp., Docket No. R-2012-2290597 (Opinion and Order entered Dec. 28, 2012) (PPL 

Electric 2012)).  
799  Peoples MB at 99 (citing PPL Electric 2012).  
800  Id.   
801  Peoples MB at 99-102.     
802  Peoples St. 17-R at 33-35.  
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annual bill increases under the Company’s proposed customer charge and the existing 

customer charge with no increase. The results showed that the representative CAP 

customer’s bill would be approximately $36 higher if the Commission were to maintain 

the current residential customer charge rather than accept the Company’s proposed 

customer charge in this case.803 

 

The Company also argues that, under its proposed customer charge, a 

majority (65%) of the Company’s distribution base rate revenues, and all commodity 

costs, will remain associated with usage, allowing customers to continue to realize 

meaningful savings through conservation.804  In the context of a residential customer’s 

total bill, Peoples witness Taylor states that the proposed customer charges make up 20% 

of the average customer’s annual bill, and approximately 80% of the bill continues to 

consist of delivery charges, commodity costs, and volumetric rider chargers.805  

 

Also, Mr. Taylor cautioned against placing too much emphasis on 

conservation in designing customer charges because fixed customer-related costs do not 

vary with usage, so recovering them through volumetric charges can produce less stable 

recovery of fixed distribution costs over time and weaken the relationship between costs 

and how they are recovered.806  Further, Peoples witness Taylor testified that energy 

efficiency can be promoted in other ways, including through volumetric delivery rates, 

commodity charges, and targeted conservation programs that don’t compromise the 

appropriate recovery of customer-related fixed costs.807  

 

 
803  Id. at 34-35.  
804  Peoples St. 17-R at 29.  
805  Id. at 29-31.  
806  Peoples St. 17 at 28. 
807  Id.; Peoples MB at 101. 
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Recovering more of the Company’s fixed costs through the customer 

charge helps stabilize bills by spreading distribution costs throughout the year. Stabilizing 

distribution rates benefits low-income customers by charging less for distribution service 

in the winter months when usage, as well as arrears, are typically higher and moving that 

recovery to summer months when usage is typically lower.808 

 

Peoples states that CAUSE-PA, OCA, and Task Force raise concerns that 

the Company’s proposed increase in the fixed monthly customer charge will reduce the 

amount of bill reduction that can be obtained through LIURP measures.809  The Company 

disputes this because most (97%) of the Company’s LIURP participants are enrolled in 

the CAP program, which allows them to make payments that are not based on monthly 

fixed or variable charge amounts.810  Further, Peoples argues that the savings resulting to 

customers from LIURP participation would not be undermined by an increase in the fixed 

customer charge, because LIURP savings often result in a reduction in customer usage 

that is more significant than the increase to the customer charge.811  As of 2024, LIURP 

participation averaged a reduction of 24.89% in annual usage.812  

 

Peoples proposed customer charges for nonresidential customers, which 

includes rate classes SGS, MGS, LGS, and MLS, are set forth in the Table above and on 

page 34 of Peoples St. No. 17.  The Company describes the OSBA position as a 

challenging the Company’s proposed SGS customer charge for customers using 0 and 

499 Mcf annually, which is an increase from the existing rate of $22.00 to $32.14 per 

month.813  According to Peoples, OSBA claims that the Company failed to provide 

 
808  Peoples St. 17-R at 35-37.  
809  Peoples MB at 101 (citing CAUSE-PA St. 1 at 53-54; OCA St. 1R at 3; 

Task Force St. 1 at 7). 
810  Peoples MB at 101-102 (citing Peoples St. 10-R at 21). 
811  Id. 
812  Peoples St. 10-SR at 4. 
813  Peoples MB at 102 (citing OSBA St. 1 at 6). 
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sufficient support for the proposed SGS customer charge and recommends retaining the 

current SGS customer charge for customers using between 0 and 499 Mcf annually.814   

 

In response, Peoples witness Taylor argues that that Mr. Kubas did not 

present a customer cost study and does not identify any specific cost that is improperly 

included in the Company’s customer cost analysis, nor does he demonstrate that the 

customer-related costs reflected in the ACOSS are unreasonable.815  The Company asserts 

that its ACOSS provides the information necessary to evaluate the customer-related costs 

supporting the proposed customer charge. 

  

Peoples responds further that its Company’s discussion of intra-class equity 

and fixed cost recovery follow directly from its customer cost analysis.816  It states that, to 

the extent customer-related costs exceed the existing customer charge, a greater portion 

of those costs must be recovered through volumetric rates, resulting in differing 

contributions toward recovery of customer-related costs among customers within the 

class.  The Company submits that its proposed nonresidential customer charges should be 

approved because they represent a reasonable movement toward improved alignment 

between customer-related costs and customer-related revenues.817 

 

Regarding scale back, Peoples submits that, if the approved revenue 

increase in this case is ultimately lower than that proposed by the Company, each class’s 

increase should be scaled back proportionately; however, it proposes that the Company’s 

proposed customer charges should be retained for each class, and the remainder of the 

increase for each class should be assigned to that class’s volumetric rates.818  Mr. Taylor 

 
814  Id.   
815  Peoples St. 17-R at 26. 
816  Peoples MB at 102 (citing OSBA St. 1 at 8). 
817  Peoples MB at 102. 
818  Id.; Peoples St. 17-R at 39. 
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testified that customer charges should not be included in any proportional scale back 

because the purpose of the customer charge is to recover customer-related fixed costs and 

a reduction in the overall revenue requirement does not necessarily alter the customer-

related costs identified in the customer cost analysis.  Consequently, he argued that a 

mechanical scale back of customer charges could disconnect customer charges from cost 

causation and shift additional fixed costs into volumetric rates.819 

 

Peoples proposes for the Merchant Function Charge reflected in the 

Company’s final tariff implementing approved rates to be updated based upon current gas 

cost information rather than the commodity prices in place when the case was filed.820  

No party opposed this proposal.  The Company contends that the proposal is reasonable 

and should be approved.821 

 

Peoples witness Taylor explained that since the filing of the Company’s 

direct testimony, its gas cost rates have declined from the levels reflected in the 

Company’s originally proposed Merchant Function Charge.  Because the Merchant 

Function Charge is calculated based upon the applicable gas cost rate, Mr. Taylor 

recommends that the Merchant Function Charge included in the Company’s final rate 

design should be updated to reflect the gas cost rates expected to be in effect when the 

Company’s new base rates become effective.822  Based upon the Company’s current gas 

cost rates effective July 1, 2026, he states that the Merchant Function Charge would be 

$0.1045 per Mcf for the Residential class and $0.0229 per Mcf for Commercial and 

Industrial classes.  This recommendation affects only the Merchant Function Charge 

 
819  Peoples St. 17-R at 39.  
820  Peoples St. 17-R at 40-42.  
821  Peoples MB at 103.   
822  Peoples St. 17-R at 41.  
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reflected in the Company’s final rate design; it does not affect revenue apportionment,  

customer charges, or any other rate design issues.823  

 

2) I&E 

 

Regarding rate design, I&E contends as follows: 

 

It is generally accepted that gradualism is a 

well-established ratemaking concept that seeks to limit the 

immediate increases customers receive when rates are 

increased and instead seeks to implement a necessary 

significant rate changes on a more gradual basis over time.  

If the Commission should approve a rate increase, then the 

Commission has the discretion to apply the concept of 

gradualism if the Commission determines the rate increase 

would result in a sudden and excessive increase that would 

violate the concept of gradualism.[824]  For this reason, I&E 

identifies the concept of gradualism as one of the tools of 

discretion in the Commission’s toolbox.825      

 

I&E did not recommend any adjustments to the Company’s proposed 

customer charges and, moreover, noted that it neither supports nor opposes the OCA’s 

recommendations regarding changes to the customer charges.826  Further, if the 

Commission grants an increase less than the amount requested by the Company, then I&E 

recommends that (1) the proposed customer charges be included in any scale back of 

rates and (2) all proposed increases to customer charges and usage rates be scaled back 

proportionately based on the ACOSS that is ultimately approved by the Commission.827  

 

 
823  Id. at 41-42.  
824  I&E MB at 51 (citing Pa. Pub. Util. Comm’n v. Columbia Gas of Pa., Inc., 

Docket No. R-2020-3018835 (Opinion and Order Entered Feb. 19, 2021) at 44-45). 
825  I&E MB at 51. 
826  Id. (citing I&E St. 3 at 31-32; I&E St. 3-SR at 14).   
827  I&E St. 3 at 31-32; I&E St. 3-SR at 15; I&E MB at 51.   
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3) OCA 

 

OCA submits that it has demonstrated that Peoples’ proposal to increase the 

monthly basic service charge for residential customers by 54.8 percent should be 

rejected.828  In terms of real dollar impact, that represents an increase of $9.20 per month, 

a significant jump from the current $16.80 to a proposed fixed charge of $26.00 per 

month, or $110.40 per year, on each residential customer without taking into account the 

distribution increase or the compounded affordability burdens discussed throughout the 

OCA’s main brief.829   

 

OCA witness Deupree independently analyzed the Company’s expenses 

directly related to providing service to customers.  He looked at types of costs typically 

associated with the basic service charge, such as: “removing and setting meters; 

maintenance of meters; meter reading expenses; customer records and collections; 

customer billing and accounts; and customer service and information expenses.”830  

Mr. Deupree found that customer-related costs to provide service to residential customers 

on the Company’s system are approximately $21.98 per customer per month.831  

Importantly, this means that the Company’s current monthly customer charge of $16.80 

per month recovers nearly 76 percent of monthly customer-related costs.832  Mr. 

Deupree’s study also shows that Peoples is recovering a majority of its customer-related 

costs for commercial customers through their monthly customer charges.833  Thus, OCA 

asserts that Mr. Deupree demonstrated that on a cost basis, Peoples cannot justify its 

proposed increase in the customer charge.834   

 
828   OCA MB at 82-83, 91; OCA St. 1 at 64-74. 
829  OCA RB at 46; OCA St. 1 at 67.  
830  OCA St. 1 at 68. 
831  OCA MB at 91-95.   
832  OCA St. 1 at 68, 74. 
833  OCA St. 1 at 67-68, 74; OCA St. 1R at 6. 
834  Id. 
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Additionally, Mr. Deupree conducted an examination on a comparative 

basis to other regional natural gas distribution companies and what their residential and 

small commercial customer charges.835  He found that $26.00 would be far above the 

average of $17.22 per month charged by other investor-owned natural gas utilities in the 

northeast and the highest in Pennsylvania with Columbia at the next highest at $20.15.836  

 

Table 4: Survey of Regional Customer Charges837 

 

 

The OCA also asserts that Peoples’ proposed increase to the residential 

customer charge is inconsistent with the promotion of energy efficiency and conservation 

in Pennsylvania for the simple reason that it places more costs into the fixed component 

 
835      OCA St. 1 at 69. 
836  Id. 
837  Id. (Source cited as “Utility Tariffs”). 

Residential Small Commercial

Customer Charge Customer Charge

Company State ($/month) ($/month)

Peoples Natural Gas Company LLC PA 16.80$                 22.00$                   

Peoples Natural Gas Company LLC PA 26.00$                 32.14$                   

Delmarva Power and Light Company DE 17.00                   69.20                     

Washington Gas Light Company DC 19.05                   34.40                     

Baltimore Gas and Electric MD 16.15                   39.05                     

Washington Gas Light Company MD 11.85                   21.50                     

Elizabethtown Gas Company NJ 11.50                   41.05                     

New Jersey Natural Gas NJ 12.00                   55.00                     

Public Service Electric and Gas Company NJ 9.38                     27.62                     

South Jersey Gas Company NJ 10.50                   40.50                     

KeySpan Gas East Corporation NY 27.50                   50.00                     

National Fuel Gas Distribution Corporation NY 21.00                   22.50                     

Niagara Mohawk Power Corporation NY 23.75                   28.60                     

Orange and Rockland Utilities, Inc. NY 22.50                   35.00                     

The Brooklyn Union Gas Company NY 24.50                   50.00                     

Columbia Gas of Pennsylvania, Inc. PA 20.15                   36.55                     

National Fuel Gas Distribution PA 14.00                   27.00                     

PECO Energy Company PA 15.70                   36.38                     

UGI Utilities, Inc. PA 16.25                   36.42                     

Peer Group Average 17.22$                 38.28$                   
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of rates than in the variable component.  Mr. Deupree explained that higher fixed 

customer charges reduces economic incentives for ratepayers to control monthly utility 

bills through energy efficiency and conservation efforts, because only the variable 

component of bills is avoidable.838   

 

At the same time, Peoples does not need higher fixed charges because it 

already has alternative ratemaking tools available.839  Specifically, the OCA argues that 

the Company can utilize Fully Projected Future Test Years within rate cases and the 

Distribution System Improvement Charge (DSIC) between rate cases, which mitigate a 

significant portion of Company risks posed by regulatory lag.840  Moreover, volumetric 

risks to the Company are mitigated by its ability to forecast expected changes in volumes 

in the current rate case using its FPFTY structure and, likewise, volumetric risks 

associated with warmer than normal winters in the future will be further mitigated if the 

Commission decides to maintain the Company’s current WNA.841  Thus, OCA contends 

that there is no need to further mitigate volumetric risks by increasing fixed monthly 

customer charges at the expense of encouraging energy efficiency and burdening low-use 

customers with a greater than average portion of any proposed increase in this case.842   

 

4) OSBA 

 

As noted, the OSBA addressed the Small General Service customer charge 

for customers using 0 to 499 Mcf annually and recommended that it remain at $22.00 per 

month for several reasons.843  As set forth by OSBA, the primary reason it should not be 

increased is that Peoples “failed to provide a detailed customer cost analysis showing a 

 
838  See OCA St. 1 at 70-74.   
839  OCA St. 1R at 5-7. 
840  OCA St. 1R at 7.  
841  Id. 
842  OCA St. 1 at 74; OCA St. 1R at 6.   
843  OSBA St. 1 at 6. 
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breakdown of the individual components used to support the proposed SGS $32.14 per 

month customer charge.  Instead, Peoples only provides two components.”844  Likewise, 

Peoples claim that a higher SGS customer charge would alleviate any subsidy within the 

small business class cannot be demonstrated without a detailed customer cost analysis.845  

“[G]iven the chance to provide a simple customer cost analysis to support increasing the 

SGS customer charge, the Company determined it wasn’t necessary.”846  OSBA asserts 

that, since Peoples has the burden of proof in this proceeding, “any failure to support the 

SGS customer charge accrues to the Company.”847  OSBA maintains that not all fixed 

costs are customer costs for purposes of recovery in the customer charge.848 

 

In addition, OSBA disputes that the Company’s other assertions support 

increasing the SGS customer charge.  Peoples claimed that a higher SGS customer charge 

would address bill volatility, but OSBA contends that is addressed through budget billing.  

Peoples also made claims of customer confusion, the necessary to recover fixed costs, 

and the proper price signals.  However, OSBA argues there is no indication that 

customers “better understand a higher customer charge, are in any way concerned with 

the recovery of the company’s fixed costs, or that a higher customer charge sends the 

proper ‘price signal.’”849  OSBA also disputes Peoples’ argument that any low-income 

issues felt by the small business class would be alleviated by a higher customer charge, 

because “low-income issues” do not apply to SGS customers.850   

 

OSBA witness Kubas emphasized that “small business customers will 

experience greater savings through conservation under a rate structure with a lower 

 
844  OSBA MB at 8 (citing OSBA St. 1 at 5). 
845  OSBA St. 1 at 8. 
846  OSBA MB at 10 (citing Peoples St. 17-R at 26). 
847  Id. at 10 (citing OSBA St. 1-SR at 8). 
848  Id.; OSBA St. 1-SR at 9, 16. 
849  OSBA MB at 9 (citing OSBA St. 1 at 7); see also OSBA St. 1-SR at 14. 
850  Id. 
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customer charge and higher usage rate compared to a rate structure with a higher 

customer charge and lower usage rate.” 851  OSBA contends that Peoples did not 

adequately address this argument.  Moreover, responsive to Peoples argument that its 

higher SGS customer charge does not eliminate the incentives for customers to 

conserve,852 OSBA responded that “[w]hile this is may be true, [Peoples] failed to address 

why the Commission should approve a rate structure with a higher customer charge that 

provides less of an incentive for a customer to conserve.853  

  

Responsive to Peoples’ contention that a higher SGS customer charge 

would help with the recovery of future fixed costs, OSBA witness Kubas pointed out that 

“[t]he Company has many opportunities to stabilize future revenue other than a higher 

customer charge including but not limited to the weather normalization adjustment, 

adding new customers, and adding new volumes.”854  Additionally, he testified that: 

 

[T]he use of a Fully Projected Future Test Year in cases like 

this allows the Company to project usage declines in rates 

before the decline occurs.[855]  Finally, the Company stated 

that it will likely file a base rate case in 2 years or less.[856]  

A rate case that soon will allow the Company to reflect 

recovery of any fixed costs not being recovered in the final 

usage rates fairly quickly.[857]   

  

 
851  OSBA St. 1 at 9. 
852  Peoples St. 17-R at 29-30. 
853  OSBA MB at 10; see OSBA St. 1-SR at 13. 
854  OSBA St. 1-SR at 10. 
855  OSBA St. 1-SR at 15 (citing Peoples St. 17 at 9).   
856  Id. (citing Peoples St. 2-R at 39). 
857  OSBA St. 1-SR at 15-16.   
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5) CAUSE-PA 

 

In this proceeding, Peoples proposes a 54.8% increase to its residential 

customer charge, seeking to increase the monthly fixed fee from $16.80 to $26.00.858  The 

Company argues that, even at its proposed $26.00 fixed charge, usage-based charges still 

comprise 65% of the total bill, and that, therefore, customers could still reduce through 

conservation.859  However, CAUSE-PA argues that Peoples fails to acknowledge that its 

proposed residential customer charge would lock in $312 per year in fixed charges (an 

additional $110.40 per year over current rates).860  This presents a significant and 

unavoidable cost for low-income households that are already struggling to maintain 

service.861  The effect would be to weaken the ability of low-income households to save 

money on their bills through careful conservation and participation in Peoples’ Low 

Income Usage Reduction Program, undercutting the purpose of LIURP to reduce bills for 

low-income customers.862  CAUSE-PA asks the Commission to reject any increase to 

Peoples’ residential customer charge.863   

 

CAUSE-PA argues that every dollar that is locked into the customer charge 

undermines the ability of consumers to mitigate the rate increase through conservation 

and efficiency.  It explains that Peoples proposal would weaken the ability of low-income 

households to save money on their bills through careful conservation, including 

participation in Peoples’ Low Income Usage Reduction Program, undercutting the 

 
858  CAUSE-PA St. 1 at 48. 
859  Peoples MB at 99-100. 
860  CAUSE-PA MB at 48. 
861  Id. 
862  CAUSE-PA St. 1 at 53; 52 Pa. Code § 58.1 (“The programs are intended to 

assist low-income customers conserve energy and reduce residential energy bills. The 

reduction in energy bills should decrease the incidence and risk of customer payment 

delinquencies and the attendant utility costs associated with uncollectible accounts 

expense, collection costs and arrearage carrying costs.”). 
863  CAUSE-PA St. 1 at 56. 
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program’s purpose to reduce bills for low-income customers.864  As more residential 

customer bills are shifted to the fixed charge, the achievable bill savings – and the 

corresponding impact on bill payment ability – will erode.  This threatens the continued 

effectiveness of ratepayer investments intended to reduce energy consumption, 

delinquencies, collections, and uncollectible costs that are the goal of Peoples’ statutorily 

required LIURP.865   

 

Peoples argues that the detrimental effects of its proposed increased fixed 

charge on LIURP bill savings are not relevant because most LIURP participants are 

enrolled in CAP.866  However, CAUSE-PA points out that due to income fluctuation and 

other factors, customers who are enrolled in CAP do not always stay on CAP.867  

Additionally, many CAP customers are billed according to their average bill.868  These 

customers depend on the corresponding bill savings from LIURP to afford their monthly 

bill. 

 

Peoples argues that higher fixed monthly charges allow for greater 

predictability in household budgets and is preferable because low-income households 

have less ability to control their usage.869  CAUSE-PA does not dispute that low-income 

households are less able to afford home energy efficiency and weatherization, nor that 

disparities in energy burden for low-income households are exacerbated by inequities in 

housing efficiency, causing many low-income households to face disproportionately 

harsh impacts from rising rates.870  However, CAUSE-PA contends that, as rates increase, 

many low-income households are forced, out of necessity and poverty, to take other steps 

 
864  Id. 
865  CAUSE-PA St. 1 at 54. 
866  Peoples MB at 101. 
867  CAUSE-PA RB at 32 (citing Peoples St. 10, Ex. RFB-1 at 2, 9-12).  
868  Id. (citing Peoples St. 10 at 10:6-7). 
869  Peoples St. 17 at 36. 
870  CAUSE-PA St. 1 at 55-56. 
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to reduce usage, often to the point of deprivation – keeping the home at an unsafe 

temperature or otherwise foregoing food, medicine, and other necessities.871   

 

CAUSE-PA also argues that there are far more equitable methods to address 

rising energy insecurity, than by imposing higher fixed charges on all residential 

customers, including low and moderate income households fortunate to live in efficient 

homes.  These include targeted  energy efficiency and weatherization services for high 

usage households, improved access for tenants to LIURP services, and improved access 

to income-based rates and arrearage management through CAP.872  

 

CAUSE-PA emphasizes that a bill that is stable but unaffordable is 

meaningless for low-income customers struggling to stay connected to service.873  While 

bill stability is a helpful tool for customers, enrollment in CAP which provides a bill 

based on a customer’s ability to pay is far more useful to create actual bill stability from 

one month to the next than a higher fixed customer charge.874  Further, CAUSE-PA states 

that Peoples is legally required to offer the option of budget billing which is meant to 

produce bill stability without decreasing incentives for conservation and energy 

efficiency.875 

 

OCA witness Deupree also presented data from the Residential Energy 

Consumption Survey (“RECS”) produced by the United States Energy Information 

Administration (“EIA”) and household data from the Census division in which 

Pennsylvania is located.876  CAUSE-PA points to this data as demonstrating that as 

income increases, gas consumption also increases, and vice versa: as income decreases, 

 
871  Id. at 55. 
872  CAUSE-PA St. 1 at 55. 
873  Id. 
874  CAUSE-PA St. 1 at 55. 
875  CAUSE-PA St. 1 at 55. 
876  OCA St. 1 at 74. 
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gas usage decreases, contradicting any assertion that low-income customers benefit from 

an increased fixed charge.877 

 

The combination of Peoples’ proposed customer charge increase and its 

WNA to insulate Peoples from the normal business risks associated with the sale of a 

commodity that a consumer may use less of in a given year.878  Together, these rate 

design mechanisms create a double penalty for customers because they pay a higher fixed 

customer charge regardless of usage, plus they bear more of the risk of a warmer 

winter.879  CAUSE-PA submits that the Commission should reject Peoples’ proposed 

increase to its residential customer charge, as well as its Peoples’ proposed continuation 

of its WNA pilot. 

 

However, if the Commission awards any increase in the revenue 

requirement and if the Commission allows Peoples to retain its WNA, then CAUSE-PA 

does not oppose an increase in the residential monthly customer charge that is 

proportionately scaled back from Peoples’ proposal to any revenue requirement 

authorized in this case.880  This is because retaining the WNA with a higher volumetric 

charge would produce a higher WNA charge in months it is assessed, since the WNA is 

based on the volumetric charge.  

 

 
877  Id. at 74. 
878  CAUSE-PA St. 1 at 50-51. 
879  CAUSE-PA St. 1 at 50-51. 
880  CAUSE-PA St. 1 at 56; CAUSE-PA St. 1-SR at 31.   
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6) Task Force 

 

The Task Force supports and joins in the positions and arguments set forth 

by CAUSE-PA in its Main Brief regarding residential rate design.881 

 

7) Recommendation 

 

As I&E explained, once a class revenue allocation is determined, 

development of a rate design will address how the tariffed rates and rate elements will 

generate the allocated revenues.882  What is reasonable under the circumstances, the 

proper difference among rate classes, is an administrative question for the Commission to 

decide.”883  Further, in its recent decision in Columbia Gas 2026, the Commission 

discussed its disposition regarding rate design, stating: 

 

While we understand the reasons behind the Company’s 

request for greater revenue recognition from fixed monthly 

charges, in reviewing changes in rate design, it is important 

that we balance the interests of utilities (i.e., revenue 

stability) and consumers (i.e., affordability and 

conservation concerns).884 

 

In the instant proceeding, as stated by Peoples witness Taylor, the OCA’s 

customer charge recommendations flow from the cost allocation methodology used by 

OCA.  He states:  “[Mr. Deupree’s] conclusions are driven in substantial part by his 

 
881  Task Force RB at 1.   
882  I&E MB at 48.   
883  Peoples Nat. Gas Co. v. Pa. Pub. Util. Comm’n, 409 A.2d 446, 456 (Pa. 

Cmwlth. 1979) (citations omitted).  
884  Pa. Pub. Util. Comm’n v. Columbia Gas of Pa., Inc., Docket No. R-2020-

3018835 (Opinion and Order Entered Feb. 19, 2021) at 279. 
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rejection of a customer-related component of distribution mains.”885  Consistent with my 

recommendation that the Commission adopt the COSS recommended by OCA, I also 

find that the OCA’s customer cost study provides a more reasonable basis for evaluating 

the customer-related costs of providing service.   

 

(a) Customer Charges 

 

As shown in OCA Exhibit MWD-8, I find that OCA demonstrated that on a 

cost basis, Peoples has not justified its proposed $26.00 residential customer charge.  

Rather, the OCA’s analysis showed that customer-related costs to serve residential 

customers on Peoples’ system is approximately $21.98 per customer per month.886  OCA 

and CAUSE-PA contend that the current residential customer charge should be retained 

because it allows the Company to recover most (76%) of its $21.98 residential customer 

costs through fixed charges.887   

 

Moving these customers to their full cost-based rates of $21.98 would 

impose an increase of nearly 31%.888  While this is a lesser increase than proposed by 

Peoples, the bill impact remains markedly high given the evidence presented by OCA and 

CAUSE-PA regarding the impact of higher fixed costs on affordability.   

 

As noted by I&E, the concept of gradualism is one of the tools of discretion 

in the Commission’s toolbox.889  In applying gradualism, I am informed by the 

Commission’s recent decision in Columbia Gas 2026.  In the circumstances of that 

proceeding, the Commission adopted a customer charge increase that moved 

 
885  Peoples St. 17-SR at 4.   
886  OCA Exh. MWD-8.   
887  Id.  [$16.80 ÷ $21.98  x 100 = 76%]; CAUSE-PA St. .   
888  [$21.98 - $16.80 = $5.18,  $5.18 ÷ $16.80 x 100 = 30.8%].   
889  I&E MB at 51; see Pa. Pub. Util. Comm’n v. Columbia Gas of Pa., Inc., 

Docket No. R-2020-3018835 (Opinion and Order Entered Feb. 19, 2021) at 44-45. 
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approximately halfway towards a cost-based rate, which the Commission found to be a 

reasonable compromise in consideration of gradualism in customer bill impacts.   

 

In the interest of gradualism, I recommend an increase to the monthly 

residential customer charge of $2.50, from $16.80 to $19.30.890  Here, as in Columbia 

Gas, I find that increasing the charge makes appropriate movement towards a cost-based 

rate (roughly halfway) and reflects a more reasonable increase of 15% to the existing 

residential customer charge.  Further, to the extent the Commission adopts a lesser 

revenue increase than requested by the Company, I also recommend the actual residential 

customer charge should be reduced to reflect the scale back that I recommend below.   

 

I find further support for the reasonableness of this customer charge in the 

peer analysis that OCA witness Deupree performed.  It shows that my recommended 

residential customer charge of $19.30 is within the range of the other Pennsylvania 

utilities in their peer group.   

 

OSBA recommends that the customer charge for small general service 

customers using 0 to 499 Mcf annually remain the same, based primarily on its argument 

that Peoples failed to support its customer-related cost study with a detailed customer cost 

analysis showing a breakdown of the individual components used to support its proposed 

SGS per month customer charge.891  As shown in OCA Exhibit MWD-8, the OCA’s cost 

study also showed the Company’s current customer charges for SGS customers are 

recovering most (62%) but not all of the customer-related unit costs identified for the 

SGS class.   

 

 
890  [$21.98 - $16.80 = $5.18 x 1/2 = $2.59] 
891  OSBA MB at 8; OSBA St. 1 at 5 (citing Peoples Exh. 11 at 18 and noting 

that Peoples’ calculated customer-related unit cost for the SGS class is $43.06 per 

month). 
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However, OCA witness Deupree’s study does not distinguish between the 

SGS customers as a whole and the contribution of the SGS customers currently paying 

$22.00 per month (using less than 499 Mcf annually) from those currently paying $44.00 

per month (using 500 to 999 Mcf annually).  As such, I recommend moving the customer 

charges for the small general service customers towards the OCA’s calculated cost-based 

rate for the SGS class by the same increase I have recommended for residential customers 

(15%).  Specifically, I recommend an increase of $3.30 to the monthly SGS customer 

charge for customers using 0 to 499 Mcf annually, from $22.00 to $25.30.  I recommend 

an increase of $6.60, from $44.00 to $50.60, for customers using 500 to 999 Mcf 

annually.  Again, to the extent the Commission adopts a lesser revenue increase than 

Peoples requested, I also recommend that the actual SGS customer charges should be 

reduced to reflect the scale back that I recommend below.   

 

For the remaining non-residential classes, based on the OCA’s analysis, I 

recommend that their current customer charges should not be increased relative to 

volumetric rates because those classes are fully paying their customer-related costs 

through fixed charges.892  Again, I recommend that the actual customer charges should be 

reduced to reflect the scale back that I recommend below.   

 

(b) Scale Back 

 

The parties have varied positions on scale back.  As discussed above: 

 

• Peoples proposes that each class’s increase should be scaled back 

proportionately based on the Company’s ACOSS and also that the 

Company’s proposed customer charges should be retained for each class, 

with the remainder of the increase for each class assigned to that class’s 

volumetric rates.   

 

 
892  OCA Exh. MWD-8.   
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• I&E recommends that all proposed increases to customer charges and 

volumetric rates (both) should be scaled back proportionately based on the 

ACOSS that is ultimately approved by the Commission.   

 

• Following from OCA’s recommendation to maintain the existing residential 

and small commercial customer charges, the OCA’s position is that any 

increase for the residential and SGS class should be recovered in 

volumetric rates.  It is noted that OCA witness Deupree also testified that if 

the Commission finds that any increase in monthly customer charges is 

warranted, the increases should be limited to the percentage increase in 

class revenue requirement and, furthermore, subject to scale backs to reflect 

changes in allocated class revenue increases pursuant to Commission 

order.893   

 

• CAUSE-PA’s position is that any revenue increase should be recovered 

from residential volumetric rates, unless the Commission allows Peoples to 

retain its WNA.  In that scenario, CAUSE-PA does not oppose an increase 

in the monthly residential customer charge that is proportionately scaled 

back to any revenue requirement authorized in this case for the residential 

class.   

 

As I have recommended that less than Peoples’ requested revenue increase 

be approved, I also recommend a scale back based on the OCA’s COSS and OCA’s 

proposed revenue allocation, as follows: 

 

For the residential and small general service classes, the residential 

customer charge of $19.30, SGS customer charge for customers using 0 to 499 Mcf 

annually of $25.30, and SGS customer charge for customers using 500 to 999 Mcf 

annually of $50.60 should be scaled back proportionally with the respective usage rate 

increases to those classes.  For the remaining non-residential classes, their existing 

customer charges should be scaled back proportionally with the respective usage rate 

increases to those classes.   

 

 
893  OCA St. 1R at 8.   
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(c) Merchant Function Charge 

 

As a final matter, I recommend that the Commission adopt Peoples’ 

proposal regarding the Merchant Function Charge, which no other party opposed.  The 

Merchant Function Charge is calculated based upon the applicable gas cost rate, and the 

final tariffs implementing approved rates should reflect the gas cost rates in effect when 

Peoples’ new base rates become effective.   

 

d. ALLOCATION OF UNIVERSAL SERVICE COSTS  

 

1) Peoples 

 

Peoples opposes the recommendation by CAUSE-PA and OCA that the 

costs of the Company’s Universal Service Programs (“USP”) be borne by all ratepayers, 

not just the residential class.  Peoples argues that the policy question regarding whether 

universal service costs should continue to be recovered exclusively from residential 

customers impacts the entire utility industry and should not be isolated to this case.894  

The Company contends that CAUSE-PA’s proposal would impose an obligation on 

Peoples’ non-residential customers that is not placed on the non-residential customers of 

other utilities in Pennsylvania.  Peoples argues that it is inappropriate to single out 

Peoples’ non-residential customers because other similar customers, including customers 

of Peoples’ competitors, are not required to pay for these programs.895  

 

Also, Peoples argues that CAUSE-PA’s proposal fails to take into account 

that universal service costs are recovered pursuant to a reconciled recovery mechanism, 

the Universal Service Rider.896  It asserts that, whether universal service costs are 

 
894  Peoples MB at 103-104; Peoples RB at 53.   
895  Peoples St. 17-R at 21-22. 
896  Id. at 20-21. 
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recovered through a fixed monthly charge, a volumetric charge, or some combination of 

the two can produce significantly different outcomes for customers with different usage 

characteristics and load factors.897  Peoples asks that, before modifying the recovery of 

universal service costs, the Commission should evaluate both the proposed allocation 

among customer classes and the resulting bill impacts under the proposed recovery 

mechanism to ensure the costs are recovered equitably and reasonably.898  Further, if 

CAUSE PA’s and OCA’s proposal were adopted, it would materially change the way that 

USP costs are recovered, and the Company would need ample time to implement such a 

change in its billing systems.899 

 

2) I&E 

 

I&E did not present testimony on the allocation of universal service 

costs.900 

 

3) OCA 

 

OCA submits that the Commission should require that universal service 

costs be allocated among all customer classes rather than borne exclusively by residential 

customers.  OCA points to an April 29, 2026 letter from Governor Josh Shapiro to 

Pennsylvania utilities explaining that utilities must “change the behaviors causing rate 

increases” and that “Pennsylvania consumers should not be asked to pay a single dollar 

more than is needed to support a safe and reliable utility system.”901  This letter was 

submitted as an exhibit by the Governor’s Special Counsel for Affordability, Mark 

 
897  Id. at 20-21. 
898  Peoples MB at 103-104. 
899  Peoples RB at 53.   
900  I&E MB at 52.   
901  Governor Josh Shapiro Hearing Exh. 1 at 6. 
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Szybist, at the June 11, 2026 public input hearing in this proceeding, as part of his 

testimony opposing Peoples rate increase.902  OCA asserts that, by requiring all customer 

classes to share in the cost of universal service programs, the Commission can take a 

major step towards addressing the general problem of affordability.   

 

OCA points to precedent in which the Commission has determined that 

allocating Customer Assistance Program (CAP) costs among all customer classes is 

lawful.  Indeed, the Commission has expressly recognized that “[t]here is no statutory or 

appellate prohibition that limits the recovery of CAP costs, whether specifically 

calculated or as part of total universal service costs, to funding from the residential class. 

Universal service funding from non-residential classes, while not mandatory, is 

permissible.”903  In a more recent order addressing large load electric customers, the 

Commission confirmed that it “ha[s] the authority to require other customer classes, not 

just the residential class, to contribute to the costs of universal service programs.”904 

 

OCA maintains that the cost of providing service through the Peoples’ CAP 

program does not have a cost-causation basis that can be confined to the residential class.  

As OCA witness Roger Colton explained, the Commission has previously recognized that 

universal service costs are caused by factors endemic to society as a whole, rather than 

factors specific to residential customers.905  In support of its position, OCA addresses 

Commission precedent, including that: 

 

- “poverty, poor housing stock, and other factors that contribute to 

households struggling to afford utility service are not just ‘residential class problems.’”906 

 
902  Tr. at 249, 259.   
903  2019 CAP Policy Amendments at 96; OCA MB at 96; OCA St. 1-SR at 50. 
904  Interconnection and Tariffs for Large Load Customers, Docket No. M-

2025-3054271, Order at 107 (Apr. 30, 2026) (Large Load Final Order). 
905  OCA St. 4 at 74; OCA MB at 97. 
906  OCA St. 4 at 74-75 (quoting 2019 CAP Policy Amendments at 94). 
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- universal service programs advance a broader public purpose and 

concluded that “the General Assembly clearly identified the public purpose of these 

programs in the Competition Acts by requiring that their costs be nonbypassable.”907   

- “[c]learly, there is a persuasive argument to be made that home 

heating and energy assistance for low-income households serves a public good whose 

responsibility is not merely other residential ratepayers.”908   

- there is no statutory requirement that funding for special programs 

come only from those who benefit directly from the programs.909 

 

OCA further submits that the Company’s own CAP participation data 

demonstrates why the need for universal service cannot fairly be characterized as a 

residential-class problem.  It presents the analysis of OCA witness Colton, in support of 

its argument that the extremely low household income cannot simply be explained as a 

lack of employment among CAP participants.910  

 

Table 1. CAP Participant Characteristics911 

 Avg HH Size 
Avg CAP 

Income 

100% FPL 

(2-person HH)  
Pct Employed 

2020 2.44 $14,754 $17,240 33% 

2021 2.46 $14,808 $17,420 36% 

2022 2.45 $15,057 $18,310 41% 

2023 2.45 $16,172 $19,720 23% 

2024 2.50 $16,164 $20,440 39% 

2025 2.50 $16,295 $21,150 36% 

 
907  Id. at 75 (quoting 2019 CAP Policy Amendments at 96 (emphasis added)).  
908  Id. (quoting 2019 CAP Policy Amendments at 94-95). 
909 2019 CAP Policy Amendments at 96 (quoting Met-Ed Indus. Users Grp. v. Pa. 

Pub. Util. Comm’n, 960 A.2d 189, 202 (Pa. Cmwlth. 2008) (MEIUG); Lloyd. 
910  OCA St. 4 at 75-76. 
911  Id. (citing Peoples’ response to OCA-IV-01).  
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As Mr. Colton explained:  

 

This declining income can in large part be attributed to the 

performance of the economy as a whole, which includes 

non-residential customers.  Consistently over the past six 

years, one-third or more of the Company’s CAP 

participants have been employed. The fact that the wages 

received by these households leave them with a poverty-

level income can be attributed to the wage-payer as much 

as it is attributed to the wage-earner. The fact that CAP 

participants with employment income still have income less 

than the FPL for a two-person household is a societal 

problem, not a residential problem.[912] 

 

Thus, OCA asserts, it is reasonable to allocate the cost of Peoples’ universal service 

programs to non-residential customers because the wages paid by employers, i.e., non-

residential customers, are a significant factor affecting whether working households can 

afford basic necessities, including utility service.  It contends that assigning all CAP costs 

to residential customers effectively treats the consequences of low wages and economic 

hardship as costs caused exclusively by the households experiencing them.913   

 

The OCA also points to testimony by Mr. Colton that the extraordinary 

increase in the cost of basic necessities has disproportionately harmed low- and 

moderate-income households.914  The United Way’s ALICE analysis reports that “in 

Pennsylvania, the ALICE Essentials Index also increased faster than the national CPI . . . 

[a]nd like the national trend, essential costs in Pennsylvania increased at a faster rate 

following the pandemic (5.3% annual increase in the ALICE Essentials Index from 2021 

 
912  OCA St. 4 at 76. 
913  OCA MB at 99 (citing OCA St. 4SR at 36-37). 
914  OCA St. 4 at 77. 
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to 2024, compared to 2.3% between 2007 and 2019).”915  OCA argues that maintaining 

residential responsibility for CAP costs threatens to make the underlying affordability 

problem worse. 

 

Additionally, the OCA argues that, for income-eligible nonparticipants, 

every dollar of CAP costs assigned exclusively to the residential class increases the 

burden borne by customers who are not receiving CAP benefits.916  It asserts that, as 

those bills become less affordable, more customers may enroll in CAP.917  Increased 

participation then increases CAP costs and, moreover, as rates go up, CAP costs will also 

go up (as the difference between bills at standard rates and bills at CAP rates increases).  

OCA witness Colton testified that increasing inability-to-pay will create also additional 

costs to the Company, in the form of lost revenue, credit and collection expenses, 

working capital expenses along with the associated return on equity and tax impacts) and 

bad debt.918  As these additional costs get incorporated into standard rates, rates to all 

residential customers will increase, which in turn places an even greater burden on the 

remaining income-eligible nonparticipants.  The result is a self-reinforcing cycle that 

harms everyone.919  OCA concludes this discussion with the argument that: 

 

Allocating a portion of CAP costs to all customer classes 

interrupts this cycle.  It spreads a public-purpose cost more 

broadly, reducing the amount that must be recovered 

exclusively from residential customers and thereby 

reducing the pressure that drives additional affordability 

problems.  As Mr. Colton explained, “[a]llocating CAP 

costs to all customer classes not only interrupts the cycle 

that I have identified, but it does so consistent with the 

General Assembly’s finding that universal service costs are 

 
915  Id. at 77-78 (quoting The State of ALICE in Pennsylvania: 2026 Update on 

Financial Hardship, United for ALICE, 6 (2026)).  
916  OCA MB at 101; OCA St. 4 at 79. 
917  Id. 
918  OCA St. 4 at 80. 
919  OCA MB at 101; OCA St. 4 at 80. 
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a public good, and further consistent with the 

Commission’s prior finding of the ‘public purpose’ of 

universal service expenditures. . ..”[920] 

 

OCA notes that CAUSE-PA witness Patrick Cicero similarly recommends 

Peoples recover universal service costs across all rate classes explaining that “[t]he 

‘cause’ of the need for [the universal service] program is poverty – a societal problem.  

Residential customers do not cause poverty.”921  

 

OCA witness Colton recommends the following cost allocation mechanism:  

 

I recommend that the costs to be allocated among all 

customer classes be the total CAP costs (CAP Credits + 

Arrearage Forgiveness + Administration) reported by the 

Company to the Pennsylvania PUC in the most recently 

completed calendar year prior to the year in which the 

Company receives a final order in a base rate case. For 

Peoples, the total costs would be $28,873,507.78.[922]  This 

figure is an authoritative figure, already required to be 

reported to the Commission, available as publicly 

accessible information.  

I recommend that the interclass allocations be based on 

each class’s allocation of total distribution revenue 

requirement (excluding taxes) agreed to in a settlement of 

this case, or that is approved by a final PUC Order if the 

case is litigated.[923]  Using this figure would not involve 

developing a new number. The costs to be allocated 

between customer classes in this proceeding would thus be 

those as are set forth in the Table below. For non-residential 

customers, the universal service cost could be added on as 

an undesignated part of the customer charge. For residential 

customers, the CAP costs would continue to be collected as 

they have historically been collected. There would, in other 

words, with the exception of the charges deducted to be 

 
920  Id. 
921  OCA MB at 102 (citing CAUSE-PA St. 1 at 78). 
922  OCA St. 4 at 82-83 (citing Peoples’ response to OCA-IV-001 at 82).  
923  Id. (citing Peoples Exh 11 at 28:350, 42:35). 
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collected from other rate classes, be no change in the 

manner in which residential universal service charges are 

collected through the USP Rider (along with the periodic 

reconciliation).  

*** 

  

Given that I propose that the non-residential class 

allocations be done on a “fixed fee” basis, I recommend 

that the dollar amount of the non-residential allocations be 

fixed until the Company files its next base rate 

proceeding.[924] 

 

OCA explained that Mr. Colton’s recommendation is based, in part, on the universal 

service payments the Commission recently required of large load customers, where the 

Commission favored a flat fee model based upon the customer’s peak demand rather than 

a volumetric charge.925  OCA notes, however, that Mr. Colton’s flat fee model differs 

slightly by allocating a portion of universal service costs to all customer classes, not just 

residential and large load customers, and is not based on the Commission’s peak demand 

methodology.  He uses the customer classes’ percentage of revenue requirement, instead 

of peak demand.926 

 

As noted, OCA recommends using the allocation approved by the 

Commission for each class’s allocation of total distribution revenue requirement, 

excluding taxes.  As an example, however, OCA witness Colton runs his calculation 

using the Company’s proposed allocation.927  His results are shown in the table below.   

 

 
924  OCA MB at 104 (quoting OCA St. 4 at 82-83). 
925  OCA MB at 105 (citing Large Load Order at 107). 
926  OCA MB at 105.   
927  OCA St. 4 at 83-84; OCA MB at 104. 
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Table 2. Inter-Class Allocation of CAP Costs (Peoples, 2026)[928]  

Customer Class 

Revenue Requirement 

Allocation 

(Rev.Req. excluding taxes) 

CAP Cost Allocation 

Residential 74.10% $21,395,269.26 

Small General 10.90% $3,147,212.35 

Medium General 9.80% $2,829,603.76 

Large General 3.90% $1,126,066.80 

Mainline Service 1.40% $404,229.11 

Sum  $28,902,381.29 

 

OCA witness Colton testified that these results do not substantively differ – and are 

actually somewhat less than – the current percentage of CAP spending that Philadelphia 

Gas Works allocates to non-residential customers (29%).929   

 

According to OCA, the Commission has already considered the economic 

impact which this allocation has had on the non-residential customer classes, quoting 

from the Commission’s Final Order in the 2019 Amendments to CAP Policy Statement: 

 

OSBA and the Industrial Customers have argued that 

recovering costs of universal service programs from 

industrial and commercial customers may negatively 

impact businesses in the Commonwealth. However, we 

have not seen evidence that the economic climate in 

Philadelphia has been negatively impacted as a result of 

universal service costs charged by PGW.  Further, as noted 

by multiple parties in the Review proceeding, many states 

recover the cost of utility low-income programs from all 

ratepayer classes, including New York, New Jersey, Ohio, 

Illinois, Maine, and New Hampshire.  We are not aware that 

 
928  OCA St. 4 at 83.   
929  Id. (citing 2024 BCS annual Report on Universal Service Programs and 

Collections Performance at 91).   
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this practice has negatively impacted the business climate 

of any these states.[930]   

 

Based on this, OCA asserts that there is no need for the Commission to speculate about 

whether non-residential customers can appropriately bear a portion of universal service 

costs because Pennsylvania already has an example of such an allocation and the 

Commission has previously found no evidence that PGW’s practice harmed the business 

climate.931 

  

4) OSBA 

 

The OSBA submits that universal service costs (“USCs”) should not be 

recovered from all customer classes.  It references testimony by OCA witness Colton 

arguing that the “macroeconomic conditions” of Peoples’ service territory,932 the limited 

“liquid resources” of the customers in Peoples’ service territory;933 and the “the aging 

population in Peoples service territory” are reasons why USCs should be recovered from 

all classes.934   

 

OSBA states that CAUSE-PA made a similar argument for recovering 

USCs from all customer classes, specifically, that “[t]he ‘cause’ of the need for this 

program [Universal Services Programs] is poverty – a societal problem.”  CAUSE-PA 

continues by stating that “the most obvious benefits of universal service programs are 

apparent to the residential rate class, this is too narrow of a view as there are a multitude 

of societal benefits which inure to non-residential ratepayers that cannot be ignored.”935  

 
930  OCA MB at 102-103 (quoting 2019 CAP Policy Amendments at 95-96); see 

OCA St. 4 at 84. 
931  OCA MB at 103; 2019 CAP Policy Amendments at 95-96. 
932  OSBA MB at 11 (citing OCA St. 4 at 29). 
933  Id. (citing OCA St. 4 at 37). 
934  Id. (citing OCA St. 4 at 41). 
935  OSBA MB at 11 (citing CAUSE-PA St. 1 at 78). 
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OSBA agrees that the benefits of universal service programs accrue to the residential 

class.  OSBA also points to testimony where CAUSE-PA then goes on to cite studies 

which claim that recovering USCs from all customer classes will help solve health, food 

insecurity, and housing issues, as well as helping families with children.936 

 

OSBA argues that the OCA and CAUSE-PA base their support on societal 

problems, despite neither party citing a statute or caselaw that enables the Commission to 

solve societal problems.937   

 

OSBA states that the Commission has recently provided guidance that 

USCs may be recovered from non-residential classes but notes that the Commission’s 

2019 CAP Policy Amendments is a policy statement that does not have the legal authority 

of a regulation or statute.938  It argues that the Legislature has not granted the 

Commission the authority to solve health, housing, food or child issues, nor has the 

Legislature given the Commission a broad mandate to address societal issues across the 

Commonwealth.939 

 

OSBA also rejects OCA’s argument that the Commission’s use of the term 

“nonbypassable” in a policy statement supports the OCA’s position.  OSBA contends that 

the Commonwealth Court has quashed that argument by ruling that the term “reasonably 

means that residential customers cannot by-pass their prior funding of universal service 

costs by choice, or non-choice, of an electric generation supplier.”940  The same language 

appears in Pennsylvania’s Natural Gas Choice and Competition Act, so OSBA contends 

that the same legal conclusion would apply. 

 
936  OSBA MB at 12 (citing CAUSE-PA St. 1 at 78-79). 
937  OSBA MB at 12.   
938  Id. (citing CAUSE-PA St. 1 at 78). 
939  OSBA MB at 12.   
940  Id. (citing MEIUG at 202). 
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OSBA notes that the Commission has authorized a model tariff for large-

loading customers (e.g., Data Centers), which requires contributions to USCs.941  

According to OSBA, OCA and CAUSE-PA should be extremely pleased with this 

development, because it (1) provides USCs funding from a customer class other than the 

residential class and (2) that data centers, which dwarf the size and natural gas usage of 

any small business across the Commonwealth, will thus provide significant funding for 

the residential universal service programs.942 

 

OSBA challenges the failure of OCA and CAUSE-PA to provide any 

analysis of the impact of charging universal service costs to Peoples’ small business 

customers.  It asserts that one partial solution to society’s economic ills is “to have a 

robust and healthy small business environment, where such businesses are thriving, in 

part due to low energy costs, and offering a plethora of well-paying jobs.  Increasing the 

cost of energy for small businesses will not help with this goal.”943  Rather the data about 

small business customers’ late bills shows that: 

 

Between January 2023 and June 2026, the monthly number 

of SGS bills that were 1-60 days late increased from 3,497 

to 5,896 – a 69 percent increase. Over the same period, the 

monthly number of bills more than 60 days late grew from 

661 to 971, an increase of 47 percent.944 

 

OSBA states that this data indicates that it would be unjust and unreasonable to assign 

another charge to Peoples’ struggling small businesses.   

 

 
941  OSBA MB at 12-13 (citing Large Load Order). 
942  OSBA MB at 12-13.   
943  Id. at 13.   
944  Id. (citing OSBA St. 2 at 3; Peoples response to OSBA-II-009). 
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Additionally, OSBA disputes OCA’s premise that New York, New Jersey, 

Ohio, Illinois, Maine, and New Hampshire have assigned universal service costs to all 

ratepayer classes.945  OSBA contends that those states do not have an Office of Small 

Business Advocate and posits that small businesses in those states are struggling.946 

 

5) CAUSE-PA 

 

As noted, CAUSE-PA recommends that the Commission should require 

non-residential customers to equitably and proportionally contribute to universal service 

and energy conservation costs.  It states that the Choice Act requires large gas utilities, 

including Peoples, to administer a suite of universal service and energy conservation 

programs to assist low-income households and other vulnerable customers are able to 

maintain service to their home.947  While the Choice Act explicitly addresses cost 

recovery, it does not address cost allocation.948  Specifically, the Choice Act requires the 

Commission “to establish for each natural gas distribution company an appropriate 

nonbypassable, competitively neutral cost-recovery mechanism which is designed to 

recover fully the natural gas distribution company’s universal service and energy 

conservation costs over the life of these programs.”949  CAUSE-PA contends that 

residential customers do not, alone, cause energy insecurity and should not solely bear the 

costs.950   

 

 
945  OSBA MB at 14; OCA St. 4 at 84 (referencing the Commission’s 

discussion of those states in the 2019 CAP Policy Amendments). 
946  OSBA MB at 14. 
947  CAUSE-PA MB at 52; 66 Pa.C.S. § 2202. 
948  CAUSE-PA MB at 52 (citing 2019 CAP Policy Amendments at 80; 66 

Pa.C.S. Ch. 22; 52 Pa. Code Chs. 54, 58, 62).  
949  66 Pa.C.S. § 2203(6). 
950  CAUSE-PA MB at 52-53.   
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Like OCA, CAUSE-PA argues that allocation of universal service costs is 

consistent with applicable law.  It asserts that the cost of ensuring universal access to very 

basic human needs – like home heating – are, at their core, public purpose programs and 

embedded in the fabric of the regulatory compact.951  CAUSE-PA states: 

 

In Lloyd v. Pa. PUC the Commonwealth Court affirmed the 

right to recover the costs of “public purpose programming” 

from all rate classes.[952] In Lloyd, the PPL Industrial 

Customer Alliance (PPLICA) challenged the 

Commission’s decision to allow cross-class recovery of 

funding for the Sustainable Energy Fund (SEF) in PPL’s 

service territory.[ ]  PPLICA argued that SEF provided “no 

demonstrable benefits to ratepayers” and asserted that there 

was no legal justification for the program.[953]  PPLICA 

argued that recovery of costs through rates constituted an 

“unlawful tax on ratepayers which only the General 

Assembly has the power to impose.”[954]  

 

The Commonwealth Court roundly rejected PPLICA’s 

arguments, finding explicitly that the General Assembly – 

through section 2802(17) of the Choice Act[ ] – “specifically 

authorized that public service programs such as SEF be 

funded.”[955]  The Court also concluded that there was 

substantial evidence to support the Commission’s 

conclusion that SEF provided demonstrable benefits to 

ratepayers, and therefore deferred to the Commission as the 

finder of fact.[956]  Ultimately, pursuant to these findings, 

the Commonwealth Court affirmed the continued recovery 

of public purpose program costs from all ratepayers and 

definitively concluded that “SEF funding was not a tax, 

hidden or otherwise, but a conservation program directly 

related to conservation programs that the General 

Assembly permitted to be funded.”[957] 

 
951  Id. at 53.   
952  Id. (citing Lloyd).  
953  CAUSE-PA MB at 53 (citing Lloyd at 1024-1025). 
954  Id. 
955  Id. (citing Lloyd at 1025-1026). 
956  CAUSE-PA MB at 53-54 (citing Lloyd at 1026-1029). 
957  CAUSE-PA MB at 54 (citing Lloyd at 1027). 
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CAUSE-PA also discusses the 2019 CAP Policy Amendments and notes the 

Commission’s acknowledgement that the “cause” of the need for these programs is 

poverty – a societal problem, not an individual rate class problem – and its recognition 

that residential customers do not cause poverty.958  The Commission explained that the 

provision of universal services to help low-income families maintain service to their 

homes is “a benefit to the economic climate of a community.”959  The Commission 

directed utilities and stakeholders to address CAP cost recovery in utility-specific rate 

proceedings, indicating that “the Commission will no longer routinely exempt non-

residential classes from universal service obligations.”960   

 

CAUSE-PA also discusses the more recent Interconnection and Tariffs for 

Large Load Customers proceeding, where the Commission confirmed that it has the 

authority to require nonresidential class to contribute to the costs of universal service 

programs, and that the Commission has an obligation to ensure that service is available to 

all customers on reasonable terms and conditions.961  

 

Accordingly, CAUSE-PA argues that assignment of universal service costs 

to all ratepayers is consistent with sound public policy and moves to a discussion of its 

proposed methodology for that assignment and why the change is appropriately made for 

Peoples, in this base rate case.962  In his direct testimony, CAUSE-PA witness Cicero 

recommended that universal service costs be assigned to all rate classes based on their 

respective distribution revenue requirements per the Company’s cost of service study 

 
958  CAUSE-PA MB at 54 (citing 2019 CAP Policy Amendments at 97). 
959  2019 CAP Policy Amendments at 7, 94-96, 107. 
960  CAUSE-PA MB at 54 (citing 2019 CAP Policy Amendments at 97 

(emphasis added); see also 52 Pa. Code. § 69.266 (b)). 
961  CAUSE-PA MB at 54-55 (citing Large Load Order at 107). 
962  CAUSE-PA MB at 55-60.   
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(COSS) filed in the current case.963  He explained this recommendation was based on the 

public purpose nature of these programs, the Commission’s policy statement, and because 

all utility ratepayers benefit from the existence of these programs.964  

 

CAUSE-PA refers next to testimony by Peoples witness Black, who 

explained that, while Peoples currently only recovers universal service costs from 

residential customers, this has not always been the case.965  She explained that Peoples’ 

CAP costs were previously recovered through a mechanism that adjusted delivery base 

rates on a quarterly basis to align with changing gas costs and enrollment levels and 

4.25% of CAP costs were allocated to non-residential customers.966  She stated that while 

the Company acknowledges the desire to spread the costs to nonresidential rate classes, it 

would need to evaluate the cost of potential IT changes to implement the change.967  

CAUSE-PA also points to testimony by Peoples witness Taylor, where he agreed that 

“assisting low-income customers serves an important public policy objective that benefits 

society more broadly.”968  But, he says that if the Commission approves a broader 

allocation of universal service costs, it should apply that policy on a consistent, statewide 

basis.969   

 

Responsive to Peoples’ witnesses, CAUSE-PA responds that the just 

allocation of universal service and energy conservation costs is appropriately decided in 

this proceeding because the Commission has already addressed universal service cost 

recovery in a statewide proceeding and determined that these issues should be presented 

 
963  CAUSE-PA St. 1 at 81.  
964  Id. at 78-81. 
965  Peoples St. 10-R at 24. 
966  Id. 
967  Id. 
968  CAUSE-PA MB at 56 (citing Peoples St. 17-R at 21-22). 
969  Peoples St. 17-R at 21-22. 
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in rate cases.970  Thus, it would be inappropriate to defer this important issue to some 

unspecified future proceeding. Peoples’ choice to file a rate case without properly 

preparing to address appropriate recovery of universal service costs from all ratepayers, 

consistent with this policy directive, should not be accepted as a basis to postpone the 

issue for yet another future proceeding. 

  

CAUSE-PA responds to testimony by OSBA witness Ewen, who argued 

that (1) small business customers should not contribute to universal service programs 

because these customers cannot take advantage of “residential-only” programs and  

(2) there is no causal relationship between Peoples’ universal service costs and small 

business customers. 971  According to CAUSE-PA, these arguments ignore “the 

fundamental economic realities that all customer classes (including industry, business, 

commerce, educational institutions, hospitals, local and state governments, and other 

residential customers) benefit from the availability and existence of universal service 

programs and assistance.”972   

 

CAUSE-PA points to data showing that, consistently over the past six years, 

one-third or more of Peoples’ CAP customers have been employed.973  It argues that the 

fact that the wages received by these households leave them with a poverty-level income 

can be attributed to the wage-payer as much as it is attributed to the wage-earner.  

CAUSE-PA witness Cicero testified to data showing that: 

 

In 2024, statewide, 30% of CAP customers, 31.7% of 

LIURP recipients, and 47% of customers who received a 

 
970  CAUSE-PA MB at 56-57 (quoting 2019 CAP Policy Amendments at 80, 97; 

52 Pa. Code § 69.266 (b); also citing 52 Pa. Code § 69.265(1)). 
971  CAUSE-PA MB at 57 (citing OSBA St. 1-R at 3-5).  
972  CAUSE-PA MB at 58 (citing CAUSE-PA St. 1 at 78-80; CAUSE-PA St. 

1-SR at 51).   
973  CAUSE-PA MB at 58 (citing OCA St. 4 at 76). 



255 

 

hardship fund were employed.[974]  The next largest group 

of low income assistance program participants are retired 

seniors or individuals on disability who do not receive 

sufficient social security, disability, or retirement benefits 

to afford basic life necessities, including energy 

services.[975]  According to the Self Sufficiency Standard, a 

family of four living in the counties served by Peoples 

requires an income between $20,887 (42%) and $39,047 

(79%) per year more than is had by a four-person 

household with annual income at 150% FPL.[976]  

 

Further, CAUSE-PA witness Cicero testified that low-income customers 

who face utility insecurity often must take time away from work to arrange payments, 

locate or apply for assistance programs, and arrange for reconnections, and struggle with 

heightened levels of stress, anxiety and depression.977  These consequences of utility 

insecurity significantly undermine worker productivity, which in turn impacts businesses, 

nonprofits, governmental entities, schools, and other non-residential customer groups.978  

 

CAUSE-PA asserts that, for all of these reasons, all customer classes 

(including large load customers, industry, business, commerce, educational institutions, 

hospitals, local and state governments, and other residential customers) benefit from the 

availability and existence of universal service programs and assistance, and all classes 

should contribute to the costs.979  Therefore, it is sound public policy and appropriate for 

the Commission to order Peoples to adopt a broad allocation of costs to all rate classes.980   

 

 
974  CAUSE-PA St. 1 at 80. 
975  Id. 
976  Id. at 22. 
977  CAUSE-PA St. 1 at 80. 
978  Id.; see CAUSE-PA MB at 59-60. 
979  CAUSE-PA MB at 60 (emphasis in original).   
980  Id. (citing CAUSE-PA St. 1 at 80). 
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6) Task Force 

 

The Task Force supports and joins in the positions and arguments set forth 

by CAUSE-PA in its Main Brief regarding allocation of universal service costs.981 

 

7) Recommendation 

 

As noted by CAUSE-PA and OCA, the Commission has stated that there is 

no statutory or appellate prohibition that limits universal service funding to the residential 

class.982  Universal service funding from non-residential classes is permissible, while not 

mandatory.983  This was more recently affirmed by the Commission, where it stated: 

[t]he Commission has the authority to require other 

customer classes, not just the residential class, to contribute 

to the costs of universal service programs and that we do 

have an obligation to ensure that electric service is available 

to all customers on reasonable terms and conditions.  We 

point to the Commission’s long-standing Policy Statement 

on Customer Assistance Programs at 52 Pa. Code §§ 69.261 

– 69.267; specifically, 69.266 (relating to cost recovery) 

that declares “No rate class should be considered routinely 

exempt from CAP and other universal service 

obligations.”984 

 

 
981  Task Force RB at 1.   
982   2019 CAP Policy Amendments at 96.   
983  Id.; see MEIUG at 202 (citing Lloyd v. Pa. PUC, 904 A.2d 1010 (Pa. 

Cmwlth. 2006)). 
984  Large Load Order at 107. 
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I also consider that, in the same proceeding, the Commission required a non-residential 

class to fund universal service costs.  Further, in establishing that requirement, the 

Commission stated:   

Contributions to utility universal service programs would 

not only help ameliorate the impact of rising energy prices 

for low-income universal service program participants but 

will also help all residential customers by relieving some of 

the cost burden of these programs, which are currently 

borne solely by residential electric customers.985 

 

Based on the record developed here, and consistent with the Commission’s prior findings, 

I agree with OCA and CAUSE-PA that the cost of providing service through the Peoples’ 

CAP program “does not have a cost-causation basis that can be confined to the residential 

class” and the benefits of universal service are not attributable only to the residential 

class.986  Moreover, I am persuaded by the Pennsylvania and Peoples-specific evidence 

about the increasing affordability problem that continuing to exempt non-residential 

customers from contributing to universal service costs is not an appropriate or reasonable 

result.  I refer the reader, in particular, to the testimony and analysis of OCA witness 

Colton and OCA’s summary on pages 16 to 22 of its Main Brief.   

 

Accordingly and for the additional reasons discussed below, I recommend 

that the Commission adopt the recommendation that Peoples be required to allocate 

universal service costs among all customer classes.   

 

Peoples and OSBA oppose this issue being raised in the context of Peoples 

base rate case.  Peoples states that “consideration of this issue would be better suited for a 

general proceeding where all stakeholders have an opportunity to participate.”  However, 

 
985  Id.    
986  OCA MB at 96-97; see OCA St. 4 at 74-76; OCA St. 4SR at 36-37; 

CAUSE-PA St. 1 at 78-81; 2019 CAP Policy Amendments at 94-95.   
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the Commission’s policy statement at 52 Pa. Code § 69.266 specifically provides for 

consideration in rate cases.   

 

(b)  In rate cases, parties may raise the issue of recovery of 

CAP costs, whether specifically or as part of universal 

service program costs in general, from all ratepayer classes. 

No rate class should be considered routinely exempt from 

CAP and other universal service obligations.987 

 

Further, the Commission expressly directed: “Utilities should be prepared to address 

recovery of CAP costs (and other universal service costs) from any ratepayer classes in 

their individual rate case filing.”988  I agree with the proponent parties that it is not 

appropriate to postpone changing the allocation of universal service costs to another 

statewide proceeding, when the policy issue has already been addressed in a statewide 

proceeding and the Commission specified that recovery of universal costs should be 

presented in rate cases.  Interested parties were on notice of the policy statement stating 

that no rate class is exempt from funding universal service program costs,989 and had 

opportunity to participate in the instant rate case. 

 

While I was not persuaded by OSBA’s evidence and arguments about 

universal service cost recovery from small business customers, I have also recommended 

that the Commission adopt a revenue allocation that provides a lesser allocation of the 

overall revenue increase to small business customers in the small general service class 

(10%) than was proposed by Peoples (13%), I&E (21%) and OSBA (12%, based on the 

OSBA’s position if Peoples ACOSS methodology were adopted).990   

 

 
987  52 Pa. Code § 69.266; 2019 CAP Policy Amendments at 97. 
988  2019 CAP Policy Amendments at 80.   
989  52 Pa. Code § 69.266 (effective Mar. 21, 2020, 50 Pa.B. 1652). 
990  Peoples St. 17-R at 5 (Table 1).  
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CAUSE-PA and OCA have recommended different means for allocating 

the universal service costs, which are described above.  CAUSE-PA recommends 

volumetric assignment after the costs have been allocated to each class991 and, 

specifically, that universal service costs be assigned to all rate classes based on their 

respective distribution revenue requirements per the Company’s COSS filed in the 

current case.992  For the non-residential classes, OCA recommends a fixed or flat fee 

allocation that would remain in place until the next Peoples base rate case.993  OCA 

proposes to base the interclass allocations on each class’s allocation of total distribution 

revenue requirement (excluding taxes) that is adopted by the Commission.  For 

residential customers, OCA proposes no change as to how universal service costs are 

already collected, i.e. through the USP Rider, along with periodic reconciliation.994 

 

I recommend that the Commission adopt OCA’s flat-fee allocation.  It would 

limit necessary billing changes to the non-residential classes and could be accomplished 

through an undesignated part of customer charges.995  Also, in the context of its Large 

Load Order the Commission favored a flat fee model for the non-residential, large loads 

class as opposed to a volumetric charge.996  As for all allocations, necessary adjustments 

to the assignment of universal service cost among nonresidential customers can be made 

in the next and subsequent base rate cases.997   

 

As a final matter, Peoples contended that the Company would need ample 

time to make a change to its billing systems.998  I note that CAUSE-PA witness Cicero 

 
991  CAUSE-PA St. 1-SR at 51. 
992  CAUSE-PA St. 1 at 81.  
993  OCA St. 4 at 82-83. 
994  See Peoples Exh. 11 at 28:350, 42:35. 
995  OCA St. 4 at 82-83.   
996  Large Load Order at 107; see OCA MB at 105.   
997 CAUSE-PA St. 1-SR at 51.   
998  Peoples RB at 53; Peoples St.  
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was amenable to a “longer ramp up period to allow this change to be implemented during 

a normal IT workflow, such that it should not add material costs over and above what 

would occur if Peoples changes its rates.”999  However, I did not identify any 

quantification of “ample time” in the record.  As such, I will recommend that the change 

be implemented with the effective date of new rates.  To the extent the Company requires 

additional time for compliance, it can make an appropriate filing with the Commission.   

 

e. COMPETITIVE RATE CUSTOMERS  

 

1) OSBA 

 

OSBA witness Kubas explained that Peoples ACOSS includes the 

Residential (R), Small General Service (SGS), Medium General Service (MGS), Large 

General Service (LGS) and Mainline Service (MLS) classes.1000  Of those, the SGS, 

MGS, LGS, and MLS classes include customers that have rates that are negotiated, also 

referred to as competitive discount customers.1001  OSBA argues that including negotiated 

rate customers in a class skews the results of the cost of service study because: 

 

Granting negotiated rates to customers within a class 

results in a revenue shortfall for that class. Then under 

proposed rates other customers in that class pay higher 

rates to make up for the revenue shortfall in that class. 

Under this scenario, the true cost of providing service to 

tariff rate customers in these classes is higher than it 

otherwise would be.1002 

 

 
999  CAUSE-PA St. 1-SR at 50.   
1000  OSBA St. 1 at 9 (citing Vol. IV, Peoples Exh. 11 at 14).   
1001  Id. (citing Vol. 9, Peoples Exh. JDT-4 at 1-5). 
1002  OSBA St. 1 at 10.   
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Accordingly, for future cost of service studies performed by Peoples, the OSBA 

recommends that the Company separate the negotiated customers and corresponding 

revenue into a separate “Negotiated” customer class.1003   

 

OSBA notes that the Company expressed a concern that negotiated 

customers could have different usage patterns.  In response, OSBA contends that the 

negotiated customers are more likely to be large, non-heating customers that have steady 

usage patterns.  The OSBA also stated that if more than one negotiated flex rate class is 

necessary, creating more than one class would be acceptable.  

 

The OSBA maintains that separating negotiated customers into one or more 

classes in future cost of service studies is important for intervening parties to understand 

the true cost of service for negotiated customers and the degree of cross-class 

subsidization that results from negotiated rates.1004  Therefore, it requests that the ALJ 

and Commission should direct Peoples to separate the negotiated customers into one or 

more classes in all future cost of service studies.   

 

2) I&E 

 

Regarding competitive rate customers but distinct from the issue discussed 

above, I&E recommends that Peoples be required to provide a competitive alternative 

analysis for any discount rate customers that have not had their competitive alternatives 

verified for longer than ten years at the time of the Company’s next base rate case and 

justify the customers’ discount rates as part of its filing in the next base rate case.1005  I&E 

also recommends that the Commission order the Company to provide a competitive 

 
1003  OSBA St. at 10.   
1004  OSBA St. 1 at 10. 
1005  I&E St. 3 at 6. 
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alternative analysis for each discount rate customer that has not been verified within ten 

years of each of Peoples’ prospective base rate cases in perpetuity.1006 

 

As an initial matter, I note that I&E addresses this issue within Section X.D 

(Revenue Allocation and Rate Design) and Peoples addresses this issue within Section 

XXI (Competitive Rate Discounts) of their common briefing outline.  For simplicity’s 

sake, I will separately address this section below under the Competitive Rate Discounts.   

 

I&E does not otherwise address Competitive Rate Customers or the issue 

raised by OSBA.   

 

3) Peoples 

 

Regarding OSBA’s recommendation, Peoples notes that the Company 

places negotiated-rate customers within the tariff classes under which they receive 

service, for purposes of its ACOSS.1007  Peoples witness Taylor acknowledged that 

separately identifying negotiated-rate customers may be one reasonable approach for 

future studies, but Peoples maintains that OSBA has not shown that any modification to 

the Company’s ACOSS or revenue allocation is warranted in this proceeding.1008  

According to Peoples, its existing study evaluates the tariff classes as they currently exist 

while separately recognizing negotiated delivery volumes and negotiated delivery rates in 

the revenue proof.  As a result, negotiated delivery revenues are reflected based upon the 

negotiated rates actually associated with those customers, rather than being assumed to 

pay otherwise applicable tariff rates.  The Company notes that negotiated-rate 

arrangements are generally intended to retain customers that may have competitive 

 
1006 Id. 
1007  Peoples St. 17-R at 19. 
1008  Peoples St. 17-R at 19-20; Peoples MB at 105. 
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alternatives while continuing to recover a portion of the Company's fixed costs from 

those customers.1009 

 

Peoples contends that OSBA witness Kubas did not demonstrate that the 

Company’s current treatment of negotiated rate customers results in unreasonable cost 

allocations, unreasonable revenue apportionment, or unreasonable rates in this 

proceeding.  Therefore, the Company disagrees with any modification to the Company’s 

ACOSS, revenue allocation, or proposed rates based on the OSBA recommendation, and 

asks the Commission to reject the OSBA’s recommendation.1010 

 

4) OCA 

OCA did not provide a position on this issue.1011 

 

5) CAUSE-PA 

 

CAUSE-PA did not take a position on this issue.1012 

 

6) Recommendation 

 

To confirm, OSBA does not recommend any modification to Peoples 

ACOSS, revenue allocation or proposed rates based on the OSBA’s ACOSS 

recommendation, in this proceeding.  Although Peoples contends that OSBA did not 

demonstrate that the Company’s current treatment of negotiated rate customers results in 

unreasonable cost allocations, unreasonable revenue apportionment, or unreasonable rates 

in this proceeding, I disagree that is basis to reject OSBA’s prospective recommendation.    

 
1009  Peoples MB at 105.   
1010  Id.; Peoples St. 17-R at 20. 
1011  OCA MB at 105. 
1012  CAUSE-PA MB at 60; CAUSE-PA RB at 41.   
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OSBA witness Kubas testified that separating the negotiated rate customers and 

corresponding revenue from those customers into a separate class “will enable the 

Commission and interested parties to determine the true cost of providing tariff rate 

service to each of the remaining classes without the lower revenue from customers that 

pay negotiated rates skewing the results of each class in the COSS.”1013   

 

Additionally, it does not appear that Peoples – or any other parties – 

object to OSBA’s recommendation concerning future ASOS studies.  While Peoples 

witness Ravenstahl raised a question whether negotiated rate customers have different 

cost causation patterns, OSBA responded that the Company could divide the negotiated 

customers into two or more groups such as large and small, or steady and peak if that is 

appropriate to address different usage/cost causation patterns.1014   

 

As the recommendation is reasonable, I recommend that Peoples be 

required to separate negotiated rate customers and the corresponding revenue into one or 

more separate classes in the cost of service study filed in its next base rate case.  In that 

proceeding the parties can address whether that requirement should continue for future 

cost of service studies.   

 

Additionally, I recommend that I&E’s recommendation for competitive 

alternative analysis be adopted in part.  Specifically, I recommend that, for new 

competitive rate contracts that Peoples enters into going forward, the Commission require 

Peoples to provide a competitive alternative analysis (1) for any discount rate customers 

that have not had their competitive alternatives verified for longer than ten years at the 

time of the Company’s next base rate case and justify the customers’ discount rates as 

part of its filing in the next base rate case, and (2) for each discount rate customer that has 

 
1013  OSBA St. 1 at 10.   
1014  OSBA St. 1SR at 21.   
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not been verified within ten years of each of Peoples’ prospective base rate cases in 

perpetuity.  This requirement helps to address I&E’s concern, Peoples agreed to it being 

applied on a prospective basis, and no party opposed.   

 

32.  WEATHER NORMALIZATION ADJUSTMENT (“WNA”) 

 

Peoples 

 

Peoples notes that the WNA was approved in the Company’s last base rate 

proceeding.1015 The key features of the WNA are that it (1) applies to residential and 

small/medium general service customers; (2) operates during the months of October 

through May; (3) includes a 3% deadband; (4) is calculated on a bills-rendered basis; (5) 

includes a limiter for bills rendered in May such that the WNA adjustment will not 

exceed 100% of the billed distribution amount (delivery charge plus customer charge) for 

that same billing period; and (6) requires annual reporting of billed WNA revenues, 

actual and normal HDD, and bill impact information.1016  

 

In this proceeding, the Company maintains that it did not make any changes 

to its currently approved WNA other than to update the normal weather methodology 

used to determine HDD as required by its tariff.1017 Upon review and evaluation of the 

WNA, the Company determined that it has been operating effectively pursuant to its 

existing structure.1018  Through mid-March 2026, the WNA provided customers with a 

total net credit of $10.8 million since inception. During the 2025-2026 heating season 

 
1015  Pa. PUC v. Peoples Natural Gas Company LLC, Docket No. 

R-2023-3044549 (Order entered Sept. 12, 2024) 
1016  Peoples St. 17 at 39-40.  
1017  Id. at. p. 40.  
1018  Id. at p. 42.  
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alone, which was much colder than normal, the WNA provided customers with a credit of 

$22.6 million as of mid-March 2026.1019 

 

The Company argues that its actual operating experience demonstrates the 

symmetrical operation of the WNA: both credits and charges have occurred during each 

heating season, with credits occurring during colder-than-normal periods and charges 

occurring during warmer-than-normal periods.  Those results are consistent with the 

intended operation of the mechanism and demonstrate that the WNA is not a one-way 

surcharge mechanism.1020  

 

OCA and CAUSE-PA contend that the WNA is not needed due to the 

Company’s use of the FPFTY and DSIC.1021 Peoples argues that the OCA and CAUSE-

PA conflate several regulatory mechanisms that serve different purposes.  As Mr. Taylor 

explained:1022 

 

The Company's FPFTY is intended to better align 

authorized rates with the costs expected during the period 

rates will be in effect, thereby reducing traditional 

regulatory lag associated with historic test years. Likewise, 

the DSIC provides a mechanism for recovering qualifying 

infrastructure investments between general rate cases.  

 

The WNA serves a different purpose. While the FPFTY 

and DSIC address the timing of cost recovery and 

infrastructure investment recovery, the WNA addresses the 

impact of abnormal weather on weather-sensitive 

distribution revenues after rates have been established. It 

does so by normalizing customer bills to the same estimate 

of normal weather that was used in developing the 

Company's billing determinants.  

 
1019  Peoples St. 17 at 3.  
1020  Peoples MB at 105-106. 
1021  OCA St. 1 at 37-38; CAUSE-PA St. 1 at 58-66, 
1022  Peoples St. 17-R at 56-57.  
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Accordingly, the existence of a FPFTY or other regulatory 

mechanisms does not eliminate the effects of abnormal 

weather or diminish the need for an appropriate weather 

normalization mechanism. Those mechanisms are 

complementary rather than duplicative because each 

addresses a different source of revenue or bill variability. 

The WNA also benefits customers by moderating bill 

impacts caused solely by weather deviations from normal, 

thereby reducing the extent to which customers experience 

higher or lower bills because actual weather differs from 

the weather assumptions used to set rates.  

 

The OCA and CAUSE-PA expressed concern over how the WNA manages 

weather-related risk and its impacts on customers.1023 Peoples witness Mr. Taylor 

explained that the WNA is not a revenue guarantee nor is it a way to limit risk only for 

the benefit of the Company.  Abnormal weather affects both customers and the Company 

because colder-than-normal weather can materially increase customer bills, while 

warmer-than-normal weather can reduce usage and produce under recovery of weather 

sensitive distribution revenues.1024 In this regard, Peoples submits that the WNA works to 

provide stability to both the Company and its customers. Had the WNA not been in place 

during this past heating season, customers would have missed out on a total net credit of 

$10.8 million through March 2026. Moreover, the Public Utility Code specifically 

permits the Commission to authorize a WNA.1025  

 

The Company argues that it should be permitted to continue its WNA as it 

is currently operating.  The Company’s approved WNA continues to serve its intended 

purpose of reducing the impact of abnormal weather on the recovery of authorized 

weather-sensitive distribution revenues while preserving symmetrical treatment of both 

 
1023  OCA St. 1 at 32-33; CAUSE-PA St. 1 at 59. 
1024  Peoples St. 17-R at p. 58.  
1025  66 Pa. C.S. § 1330; Peoples MB at 107-108. 
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the Company and its customers.1026 Peoples argues that the other parties’ have not met 

their burden of proving that their proposals to modify the existing WNA are reasonable or 

necessary based on the evidence presented in this case, and these proposals should be 

denied. Peoples MB at 109-110.  The Company further submits that the WNA will 

temper CAP bills and reduce them in colder than normal weather. When temperatures are 

warmer than normal, customers pay a charge, but they are also purchasing less natural 

gas.  The mechanism is clearly symmetric.1027 Peoples argues that the Commission should 

not end the potential for customers to receive WNA credits.1028  

 

The Company proposes to use a 65-year regression to align with how the 

Company establishes its base rate billing determinants.  Peoples maintains that it is 

important to ensure methodological consistency between the weather normalization 

assumptions used to establish base rate billing determinants and those used in the WNA. 

As Mr. Taylor explained:1029  

 

When rates are set, billing determinants are normalized to 

reflect “normal” weather conditions. The WNA then 

compares actual weather to that same normalized baseline. 

If different normalization methodologies are used for rate-

setting and WNA reconciliation, the mechanism could 

over- or under-correct relative to the assumptions 

embedded in customer rates. That outcome would be 

inconsistent with the WNA’s purpose, which is to reconcile 

revenues to the same weather conditions used to establish 

rates.  

 

In this proceeding, the Company is normalizing billing 

determinants using a 65-year regression framework. 

Aligning the WNA normalization methodology with that 

same 65-year regression ensures that both base rates and 

 
1026  Peoples St. 17-R at 53.  
1027  Peoples St. 17-RJ at 9-10.  
1028  Peoples MB at 111. 
1029  Peoples St. 17 at 40-41.  
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subsequent WNA calculations rely on the same weather 

foundation. This approach:  

 

• Maintains internal consistency between revenue 

requirement development and WNA reconciliation;  

 

• Avoids unintended distortions that could arise 

from using different normalization baselines;  

 

• Preserves the integrity of the matching principle 

by ensuring that revenue assumptions and reconciliation 

mechanisms rely on the same weather foundation; and  

 

• Enhances transparency and predictability for 

both customers and the Commission.  

 

Peoples submits that even when billing determinants are normalized using a 

statistically robust long-term regression, actual weather will continue to vary from normal 

conditions from year to year.  Therefore, Peoples maintains that the WNA remains 

necessary for both customers and the Company to address annual deviations between 

actual HDD and normal HDD assumptions embedded in rates.1030 

 

As explained above, the Company is proposing a trend-based definition of 

normal HDD rather than a simple average so that future observed HDD are more likely to 

be evenly distributed around calculated normal HDD, resulting in a more even 

distribution of charges and credits than would occur with a simple average-based 

definition of normal HDD.  Mr. Taylor explained that the Pennsylvania Annual HDD 

data demonstrates that a trend is a better representation of HDD than any simple average, 

regardless of the term, i.e. 10-year or 20-year.1031  

 

 
1030  Id. at pp. 41-42.  
1031  Peoples St. 17-R at 61-62.  
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Peoples notes that witnesses Deupree, Cline, Ewen and Cicero oppose the 

65-year regression. In response, Mr. Taylor explained why the Company’s proposal to 

use the regression based analysis is the superior methodology:1032  

 

Q. WHY DO YOU BELIEVE THE COMPANY'S 

REGRESSION METHODOLOGY PROVIDES THE 

MOST REASONABLE ESTIMATE OF NORMAL 

HDD?  

 

A. The Company's methodology to estimate normal HDD 

recognizes that there is a well-established and accepted 

long-term warming trend reflected in the historical HDD 

record. Rather than simply averaging historical HDD, such 

as over 20 years or 10 years, the regression statistically 

estimates the downward trend in HDD and projects 

(extrapolates) that trend forward to 2027, the FPFTY.  

 

Given the downward trend in Pittsburgh Area annual HDD, 

it stands to reason that a trend provides a better indication 

or estimate of future HDD than a simple average. The trend 

does not strictly provide a “forecast” of future HDD for any 

particular year, but provides an indication of central 

tendency or mean of future HDD. 

 

On pages 44-51 of his rebuttal testimony, Mr. Taylor explains the statistical 

support for the 65-year regression.  Peoples argues that the other parties have not 

demonstrated that the regression methodology is unreasonable or that another 

methodology would produce a better estimate of future HDD.1033  

 

Peoples notes that if any changes to the WNA are implemented (other than 

the Company’s recommended update to the development of HDD), those changes should 

not take effect until the start of the next WNA heating season after a final order is entered 

in this proceeding (i.e. October 1, 2027).  The Company would need sufficient time to 

 
1032  Id. at p. 44.  
1033  Peoples MB at 112-113. 
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effectuate billing changes and conduct testing to ensure consistent application of any 

changes, which would not be possible in the middle of the upcoming heating season 

when new rates become effective.1034  

 

I&E 

 

I&E opposes the Company using a 65-year regression analysis in 

determining the WNA’s normalization period and opposes the Company’s proposal to 

delay the implementation of the changes to the Normal HDDs until October 2027. 

 

I&E recommends that the Company’s present deadband of 3% be increased 

to 5%.1035  

 

I&E acknowledges that Peoples currently has a Commission-approved 

WNA program in effect.1036  Peoples proposed to update the WNA’s normalization 

period based on a 65-year regression analysis methodology.1037 

 

I&E witness Cline opposed the Company’s proposal to use a 65-year 

regression analysis in determining the WNA’s normalization period and recommended 

that Peoples use a 10-year period to establish normal HDDs to determine present rate 

revenue in future proceedings.1038  Mr. Cline’s recommendation was based on the 

Commission’s determination in the 2025 Columbia Gas base rate case that “[u]sing a 

twenty-year cycle rather than a ten-year cycle appears to result in an ‘historical bias’ that 

diminishes the effect of the claimed recent trends and results in providing revenue to the 

 
1034  Peoples St. 3-R at 17; Peoples MB at 114.  
1035  I&E MB at 11. 
1036 I&E St. 3 at 11 (citing Peoples St. 17 at 37). 
1037  Id. 
1038  Id. at p. 11-14. 
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Company when instead, customer should be realizing savings.”1039  Extending the 

20-year average analysis to a 65-year regression is not consistent with Commission 

precedent.   

 

Mr. Cline disagreed with the Company’s proposal to delay the 

implementation of the changes to the Normal HDDs until October 2027 as this would 

result in a mismatch between the Normal HDDs in the WNA and the HDDs used to 

calculate rates once the new base rates go into effect during the 2026-2027 WNA 

period.1040  Mr. Cline recommended pausing the WNA program in its entirety for the 

2026-2027 WNA period as this would avoid the mismatch in HDD calculation 

methodologies while granting the Company the time necessary to implement the billing 

changes and perform testing while avoiding any negative repercussions to Peoples 

customer base.1041 

 

Mr. Cline also recommended that the present 3% deadband be increased to 

5% because this percentage more adequately captures what could be considered normal 

weather fluctuations in Pennsylvania and places more of the burden for weather variation 

back on the Company as a normal part of doing business, as stated by the Commission in 

the 2025 Columbia Gas base rate case.1042  

 

OCA 

 

 
1039 Id. at p. 14 (citing Pa. P.U.C. v. Columbia Gas of Pennsylvania, Inc., 

Docket No. R-2025-3053499 at 301-02 (Order Entered Dec. 9, 2025)). 
1040  I&E St. 3-SR at 9-10 (citing Peoples St. 3-R at 17 and Peoples St. 17-R at 

53). 
1041  Id. at p. 11. 
1042 Id. at p. 7 (citing Pa. P.U.C. v. Columbia Gas of Pennsylvania, Inc., Docket 

No. R-2025-3053499 at 301-02 (Order Entered Dec. 9, 2025)); I&E MB at 52-54. 
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The OCA recommends that the Commission affirmatively discontinue 

Peoples’ current weather normalization adjustment (WNA) mechanism, because as OCA 

witness Michael Deupree testified, it does not serve ratepayers and Peoples does not need 

the WNA for any claimed regulatory lag concerns due to the Company’s use of a fully 

projected future test year (FPFTY) and distribution system investment charge (DSIC).1043 

If the Commission determines that it will authorize continuation of Peoples’ WNA, the 

OCA recommends that the Commission increase the deadband from three percent to five 

percent and eliminate the months of October and May from the WNA period.1044 

According to Mr. Deupree, this alternate remedy would strengthen ratepayer protections 

and would furthermore make the Company’s WNA consistent with the recent WNA 

modifications for Columbia Gas of Pennsylvania (Columbia)1045 approved by the 

Commission. 

 

OCA notes that Company witness Michael Huwar stated, “Peoples serves 

more than 700,000 customers and over two million people in Southwestern Pennsylvania. 

Each customer represents at least one individual, but most represent more than that – 

perhaps a family or a business with employees.”1046 Mr. Huwar made this statement in 

the context of economic development and job creation, but it is also useful to illustrate 

the dynamic between the Company and an individual ratepayer when it comes to the 

practical reality of the Company’s WNA mechanism.1047 The implementation of Peoples’ 

WNA created a vastly asymmetrical situation where an individual customer is exposed to 

weather-related risk, likely unbeknownst to them, versus a NGDC which has robust 

access to full-time staff, sophisticated analytics, and financial flexibility to absorb 

 
1043  OCA St. 4 at 4. 
1044  Id. 
1045  See Pa. PUC, et al. V. Columbia Gas of Pennsylvania, Inc., Docket Nos. 

R-2025-3053499, et al., Opinion and Order (Dec. 4, 2025) (Columbia 2025). 
1046  Peoples St. 1 at 28. 
1047  Id. 
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negative impact of weather-related risk.1048 Mr. Huwar described the WNA as mutually 

beneficial for the company and the customer, but evidence in this proceeding 

demonstrated that the Company stands to receive more revenue from ratepayers than it 

would otherwise have if the WNA had not been implemented.1049 OCA argues that while 

the Company describes itself at a net plus to the regional economy through job creation, 

continuation of its WNA is poised to be a net negative to the household economy of 

ratepayers if it is permitted to continue.  OCA ultimately argues that the optimistic 

description of the WNA that suggests customers will experience a balance of extra 

account charges and credits does not match the reality experienced by ratepayers, and 

therefore it should be discontinued.  

 

CAUSE-PA 

 

CAUSE-PA argues that the Commission should reject Peoples’ proposal to 

continue its Weather Normalization Adjustment (WNA) and should end the WNA with 

the effective date of rates in this proceeding.1050 The WNA is a lopsided mechanism that 

shields the Company from revenue fluctuations due to warming weather trends by 

inappropriately shifting the risk of weather variability onto consumers. 

 

Peoples’ WNA is a charge that Peoples currently applies to Residential, 

Commercial SGS, and Commercial MGS customer bills each month from October 

through May to account for whether the temperature for the month was warmer than 

normal or cooler than normal.1051 In simplified terms, Peoples’ WNA is applied to 

residential and small business customer bills, not based on their actual usage as 

 
1048  OCA Exh. MWD-1 at 1. 
1049  Peoples St. 1 at 31; See OCA Sts. 1 at 29-39; 1SR at 7-13. 
1050  Id.  at 63. 
1051  Id.  at 57; Volume V, Peoples Exhibit 14, Current Tariff, Appendix A – 

Peoples Natural Gas Company LLC Retail Tariff No. 48 – effective February 12, 2026, 

First Revised Page No. 79. 
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determined by the weather, but on what they would have used if the weather conformed 

to the “normal” weather as calculated by Peoples WNA formula.1052 When the weather is 

warmer than “normal,” Peoples charges customers for service they did not use but would 

have used if temperatures were “normal.”1053 When the weather is colder than “normal,” 

Peoples credits customers for service they did use but would not have had the 

temperatures been “normal.”1054  

 

CAUSE-PA argues that Peoples’ WNA is out of step with the 

Commission’s Distribution Rates Policy Statement, undermining the policy concerns 

embodied in the Commission’s enumerated factors for evaluating alternative ratemaking 

mechanisms like the WNA.1055  CAUSE-PA further notes that apart from the Company, 

none of the parties to this proceeding supports the WNA, and OCA and CAUSE-PA 

actively oppose its continuation.1056  CAUSE-PA argues that while the burden of proof 

does not fall on the opposing parties to prove proposed rates are unjust or unreasonable, 

the evidence in this case shows that this alternative rate proposal, if allowed to continue, 

will produce unjust and unreasonable rates in the long term.  CAUSE-PA submits that 

Peoples has failed to meet its burden to show that this alternative ratemaking proposal is 

just and reasonable.  

 

CAUSE-PA argues that the Commission should reject Peoples proposal to 

continue its WNA for several reasons.  First, the WNA shifts weather related risk from 

the utility to customers in a way that is inappropriate for a monopoly provider of essential 

services; and it improperly assumes that Peoples is entitled to guaranteed revenue based 

on weather as it existed in the past rather than as it exists at the time the Company 

 
1052  CAUSE-PA St. 1 at 58. 
1053  Id. 
1054  CAUSE-PA St. 1 at 58. 
1055  Id., Appendix C, Exhibit C-2.  
1056  Id. at 57-64; OCA St. 1 at 75; OSBA St. 1 at 12-17; I&E St. 3 at 11-15.    
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delivers service.1057 Second, the WNA requires an overly complicated and nuanced 

calculation that is difficult for customers to understand and operates contrary to 

reasonable customer expectations that lower usage will result in lower bills.1058 Third, 

while technically mathematically bi-directional, in practice over the long term, the WNA 

is likely to work to the detriment of customers and the benefit of Peoples due to warming 

weather associated with climate change.1059 Fourth, the WNA charge inflates other riders 

collected by Peoples including its DSIC and Universal Service Rider.1060 

 

CAUSE-PA further argues that Peoples’ proposal to modify the heating 

degree calculation is insufficient to address the inherent unfairness of the WNA itself.  In 

its rate filing, Peoples proposes continuing its WNA rider but amending it to use only a 

65-year regression-based framework rather than its current average of a 65-year 

regression and 20-year average heating degree days.1061  This proposal does not alleviate 

the underlying uncertainty associated with billing based on normalized weather rather 

than actual weather.1062 It does not change the fundamental reality that the WNA is that is 

shifts the risk of under collection from the utility – where it belongs – to its far less 

sophisticated customers – many of whom simply cannot bear this risk financially.1063  

 

CAUSE-PA argues that Peoples’ WNA is designed to insulate Peoples 

from the business risk of under collection due to climate change at the expense of its 

customers, because, over the long term, winters are warmer and they are projected to 

continue to warm.1064  CAUSE-PA maintains that there is no real debate that 

 
1057  Id. at 58. 
1058  Id. at 59. 
1059  CAUSE-PA St. 1 at 59. 
1060  Id. at 59; CAUSE-PA St. 1-SR at 41-42. 
1061  CAUSE-Pa St. 1 at 57; Peoples St. 17 at 37. 
1062  CAUSE-PA St. 1 at 62. 
1063  Id. at 63. 
1064  Id. at 61-62. 
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Pennsylvania’s weather is warming at a rapid pace, and that warming weather trends are 

projected to continue over time.1065 Thus, the WNA is far more likely to produce 

significant asymmetry and surcharge customers each year than provide net credits.1066  

CAUSE-PA further submits that Peoples’ WNA lacks the range of customer protections 

ordered by the Commission in  allowing Columbia Gas to continue its WNA mechanism 

on a pilot basis until the company’s next rate case.  There, the Commission required that 

Columbia implement a range of additional customer protections, including 

implementation of a 5% deadband and elimination of the shoulder month of May for the 

purposes of WNA calculation.1067 

 

Ultimately, CAUSE-PA argues that Peoples has failed to meet its burden of 

proving that its pilot WNA operates in a just and reasonable manner and, as such, its 

proposal to continue the WNA should be rejected and the WNA should end.1068  

 

OSBA 

 

OSBA acknowledges that Peoples’ WNA was approved as a permanent 

mechanism in the last base rate case proceeding in Docket No. R-2023-3044549. OSBA 

argues that there are three problems with any WNA that the OSBA must point out.  First, 

OSBA argues that a WNA causes customers to be billed for natural gas usage that is not 

metered but estimated.  This causes customer confusion.1069 Second, OSBA maintains 

that energy conservation is of prime concern to all parties and the Commission. However, 

any WNA mechanism weakens the price signals customers receive when it is extremely 

cold. The WNA causes a resulting per-mcf rate during a cold period, lessening a 

 
1065  Id. 
1066  Id. 
1067  Pa. PUC v. Columbia Gas of Pa., Inc., Opinion and Order, Docket No. R-

2025-3053499 at 279 at 301-302 (Order entered Dec. 4, 2025). 
1068  CAUSE-PA MB at 61-63. 
1069  OSBA St. 2 at 14. 
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customer’s incentive to conserve.  Third, OSBA argues that in an excessive warm period, 

a WNA mechanism can raise prices to extreme levels.  The seminal example is, of course, 

PGW’s WNA mechanism raising prices by a factor of 10 in the spring of 2022.1070 

 

 Ultimately, OSBA argues that the effect of Peoples’ WNA in this 

proceeding is to lower the Company’s risk. Although the OSBA does not make a specific 

ROE recommendation, OSBA submits that Peoples risk is materially lower with its WNA 

in place.1071  

 

RECOMMENDATION 

 

In considering the extensive arguments of the parties in this case, this ALJ 

recommends that the proposed WNA be discontinued by the Commission.  However, if 

the Commission allows the continuance of the Company’s WNA, this ALJ recommends 

that the present 3% deadband be increased to 5%, and that the months of October and 

May be removed.   

 

OCA witness Mr. Deupree has testified that the WNA shifts weather-

related risks away from Peoples and onto its customers. Specifically, Mr. Deupree 

testified:  

 

Given the macroeconomic risks that are already shifted to 

customers beyond direct utility rates through increased 

prices due to tariffs, increased oil prices due to wars in the 

middle east, and rising utility rates, Peoples’ WNA goes 

directly against affordability concerns for ratepayers.1072  

 

 
1070  OSBA St. 2 at 15. 
1071  OSBA MB at 14-15. 
1072  OCA St. 1 at 37-38. 
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Mr. Deupree explained that Peoples is able to shift risk away from itself 

through the ability to file for rate increases at any time and shift future weather-related 

risk to customers through a WNA (in addition to infrastructure risks through the DSIC). 

Peoples’ ratepayers are therefore made responsible for Peoples’ risk through additional 

surcharges and are only credited when Peoples’ weather-related risk does not materialize, 

which has not been the case according to the trends Mr. Deupree observed with the 

Company and in the industry.1073  

 

Moreover, recent Peoples WNA data appears to show that the mechanism is 

working to the customers’ benefit.1074 The WNA resulted in a net charge to residential 

and non-residential ratepayers during the 2024-2025 heating season but a net credit 

during the 2025-2026 heating season.1075 Across both heating seasons, the WNA has 

produced a net credit to ratepayers of approximately $5.3 million, which the Company 

leans heavily on to support its claim that the WNA is a positive mechanism.1076 However, 

according to Mr. Deupree’s testimony, these results are not accurate: 

 

Q. DO YOU BELIEVE THIS IS EVIDENCE THAT 

THE WNA IS WORKING AS INTENDED AND WILL 

CONTINUE TO PROVIDE MONETARY BENEFITS 

TO RATEPAYERS IN THE FUTURE? 

 

A. No.  Historic WNA revenues are heavily influenced by 

significantly below average temperatures that occurred in 

late January 2026 due to Winter Storm Fern, but were 

recorded during the February 2026 WNA period.  

Excluding this anomalous event, the Company’s WNA 

netted the Company more than $8.0 million through 

March 2026.1077 

 

 
1073  Id. 
1074  OCA St. 1 at 33. 
1075  Id. 
1076  Id. 
1077  Id (emphasis added). 
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Moreover, Mr. Deupree’s explanation1078 that the most recent heating 

season is anomalous is further underscored by the fact that studies show revenue 

decoupling end up charging customers higher rates.  In surrebuttal testimony, Mr. 

Deupree included a table from one study that provides the number of instances in which 

there were observed rate increases or rate decreases for electric and gas utilities under 

revenue decoupling over a 10-year period:  

 

Table 1: Summary of Lesh Report1079 
 

 

 

 

 

 

 

 

 
1078  OCA witness Deupree provided a detailed description of Winter Storm 

Fern’s impact on the WNA: Winter Storm Fern moved across Pennsylvania from January 

23 through 27, 2026, dropping 11.2 inches of snow in the Pittsburgh area on a single day 

– the second heaviest snowfall in the area of the current century so far. More important 

for the WNA, Winter Storm Fern also brought extreme cold to the region in its aftermath, 

such that the Pennsylvania Department of Health issued a Health Advisory for the period 

January 27 to February 1, 2026, due to forecasted wind chill values near negative 20 

degrees Fahrenheit. The Commission itself issued a statement January 23, 2026, advising 

consumers to prepare for the winter storm and an extended period of extreme cold.” OCA 

St. 1 at 33-34. 
1079  OCA St. 1 SR at 9. 
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The table shows that 72 percent of the gas utilities in the sample and 57 

percent of all the electric utilities in the same sample had reconciliations resulting in rate 

increases instead of rate decreases.  According to Mr. Deupree:  

 

This stands in contradiction to the typical utility assertion 

that decoupling will yield results that are symmetrical (i.e., 

will lead to equal rate increases and decreases).  The results 

are even more prevalent when examining large 

reconciliations. Only three percent of all survey 

reconciliations associated with gas decoupling programs 

resulted in refunds to customers greater than three percent.  

This is approximately one-sixth of the 19 percent of 

surveyed gas decoupling reconciliations that resulted in 

surcharges to customers greater than three percent.1080 

 

In Columbia’s most recent rate case, the Commission found that the 

Company recovered over $74 million in revenue through the application of the WNA 

from the Columbia rate payers, according to historical data.1081 Columbia’s service 

territory is similar to Peoples’ territory and encompasses western and southwestern 

Pennsylvania and therefore is arguably subjected to similar weather conditions, forecasts, 

and outcomes.1082  

 

According to Mr. Deupree, Peoples’ testimony reflects a critical focus on 

improving revenue stability and predictability under a rate structure that recovers a 

 
1080  Id. 
1081  Pa. PUC, et al. v. Columbia Gas of Pennsylvania, Inc., Docket Nos. R-

2025-3053499, et al., R.D. at 28 (Oct. 3, 2025). 
1082  See specific territory in each utility’s respective tariffs: Columbia Gas of 

Pennsylvania, Inc. Rates and Rules for Furnishing Gas Service in the Territory as 

Described Herein, Supplement No. 418 to Tariff Gas – Pa P.U.C. No. 9 at Tenth Revised 

Page Nos. 7-10 (Effective Dec. 16, 2026) (Columbia Tariff); Peoples Natural Gas 

Company LLC Rates and Rules Governing the Furnishing of Natural Gas Service to 

Retail Customers, Supplement No. 25 Gas – Pa. PUC No. 48 at Frist Revised Page Nos. 

11-17 (Effective Sept. 27, 2024) (Peoples Tariff). 
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substantial portion of fixed distribution costs through volumetric charges. Company 

witness Taylor said: “The WNA stabilizes recovery of authorized distribution revenues 

attributable to weather-sensitive usage while operating symmetrically to protect 

customers when weather is colder than normal.”1083 Mr. Deupree testified that Peoples 

has already implemented several mechanisms that meaningfully reduce regulatory lag 

and support timely cost recovery, as follows:  

 

First, the Company proposed to use a FPFTY in this 

proceeding, consistent with its approach in its prior base 

rate case, which better aligns projected revenues with 

anticipated costs during the rate period. Second, the 

Company has implemented a DSIC, which provides a 

vehicle for interim recovery of qualifying capital 

expenditures made between base rate cases, thereby 

reducing the gap between investment and recovery. These 

tools provide the Company with multiple avenues to 

manage regulatory lag and ensure timely cost recovery.1084  

 

Mr. Deupree said the continuation of the WNA would further enhance this 

framework which is generally costs and revenues through reducing regulatory lag.1085 

The Company responded by thinking of these concepts in silos, arguing that the WNA is 

not intended to address regulatory lag because it does not change the Company’s 

authorized revenue requirement or rate of return.1086  Mr. Deupree testified: “In my 

opinion, these mechanisms should not be viewed in isolation.  Rather, the Commission 

should consider their combined effect when evaluating whether the continuation of the 

Company’s existing WNA remains appropriate and in the public interest.” 1087 

 

 
1083  Peoples St. 17 at 38.  
1084  OCA St. 1 at 20-21. 
1085  OCA St. 1 at 21. 
1086  Peoples St. 17R at 59.  
1087  OCA St. 1SR at 10.  
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As Mr. Deupree demonstrated, Peoples’ WNA is primarily about revenue 

stabilization for the Company by quantifying risk using normal heat degree days (NHDD) 

and average heat degree days (AHDD) to help the Company convert Commission 

authorized revenues into Commission guaranteed revenues.1088 The byproduct of WNA is 

that this mechanism establishes asymmetric risk allocation, leaves ratepayers exposed to 

upward rate adjustments without any assurance of offsetting benefits or improved utility 

performance, and therefore it should be discontinued.1089  

 

For these reasons, the weight of the Commission’s policy factors indicate 

that Peoples’ proposed continuation of its WNA will not result in just and reasonable 

rates.  Peoples’ proposed modified 65-year regression model proposal lacks the structural 

impact to make continuing the WNA just and reasonable. Therefore, this ALJ 

recommends that the WNA proposed by Peoples’ be discontinued.  

 

Alternatively, if the Commission does not end Peoples’ WNA, I 

recommend that the Commission accept modifications in the form of a 5% deadband, and 

the elimination of the months of October and May.  I&E witness Mr. Cline testified that 

5% more adequately captures what could be considered normal weather fluctuations in 

Pennsylvania and places more of the burden for weather variation back on the Company 

as a normal part of doing business, as stated by the Commission in the 2025 Columbia 

Gas base rate case.1090 Moreover, OCA has submitted that if the Commission determines 

that Peoples’ WNA should be permitted to continue, the OCA recommends its continued 

use be conditioned upon certain modifications.1091 Specifically, OCA witness Deupree 

found that the Commission’s modifications to the WNA proposed in Columbia 2025 

 
1088  OCA St. 1 at 27-29. 
1089  OCA St. 1 at 28. 
1090 Id. at p. 7 (citing Pa. P.U.C. v. Columbia Gas of Pennsylvania, Inc., Docket 

No. R-2025-3053499 at 301-02 (Order Entered Dec. 9, 2025)). 
1091  OCA St. 1 at 34-38. 
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should be applied to Peoples WNA: an increase in the deadband from three percent to 

five percent and removing the months of October and May from the proposed WNA’s 

applicable period.1092  

 

In Columbia 2025, the Commission stated: “if the goal of the WNA is to 

improve stability and customer bills and Company revenues, a 5% deadband adequately 

captures what could be considered normal weather fluctuations in Pennsylvania.”1093 The 

Commission further explained that a larger deadband places more responsibility for 

calculating and forecasting weather variations on the utility as a normal part of doing 

business.1094  According to Mr. Deupree, “Consistent with this reasoning, increasing the 

Company’s deadband from three percent to five percent would provide greater protection 

to ratepayers and better align with the Commission’s recent determination on this 

issue.”1095 

 

Mr. Deupree also disagreed with the inclusion of the months of October 

and May in the Peoples’ WNA heating season period.1096 He explained that “the Fall 

month of October and the Spring month of May are best represented as shoulder months 

between the winter heating season and the summer cooling season which often sees little 

heating or cooling requirements for customers and customers only see heating use during 

years with early and/or late winters.”1097 Contrary to the purported goal of stability, 

Mr. Deupree observed that the inclusion of these shoulder months within Peoples’ WNA 

heating season exposes ratepayers to unnecessary variation in the WNA by shifting the 

weather risk during these shoulder periods from the Company onto ratepayers.1098 

 
1092  OCA St. 1 at 34. 
1093  Columbia 2025 at 301.  
1094  Id. 
1095  OCA St. 1 at 35. 
1096  Id. 
1097  Id. 
1098  Id. 
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Mr. Deupree included Table 1 below in his direct testimony, which examines historical 

variation in monthly AHDD for the October through May period using weather data from 

the Pittsburgh, Pennsylvania weather station located in the Company’s service territory 

over the 65-year period October 1960 through May 2025.1099 

 

Table 1: Analysis of Historic Weather Variability1100 

 
Source: National Oceanic and Atmospheric Administration, National Centers for 

Environmental Information, GHCN-Daily, Station USW00094823. 

 

According to Mr. Deupree’s analysis of the data above, he found that the 

coefficient of variation (COV) for AHDD is greatest in the month of May but also 

elevated during the fall month of October.  He explained, as follows: 

 

COV is mathematically the standard deviation of a data 

series divided by its mean and is a way to present the 

variance of different data series on a normalized basis as a 

percent of the average of the data series.  For example, the 

COV of AHDD for the month of May is 26 percent, 

meaning that the average expected variance in AHDD 

during the month of May is 26 percent of the expected 

NHDD based on historic averages. Likewise, the COV of 

AHDD for the month of October is 22 percent of expected 

NHDD based on historic averages. The COV for all other 

months is no greater than 20 percent. Therefore, the 

Commission should eliminate the months of October and 
 

1099  OCA St. 35-36. 
1100  Id. 

Coefficient

-1 0 1 Variation

OCT 288      376      465      24%

NOV 572      672      772      15%

DEC 837      996      1,155    16%

JAN 992      1,157    1,322    14%

FEB 835      977      1,120    15%

MAR 649      775      902      16%

APR 355      435      516      19%

MAY 108      188      267      42%

Standard Deviations
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May from the WNA period since these months have seen 

high variability in weather conditions.1101  

  

In the Commission’s recent Columbia 2025 Order, the Commission agreed 

that the month of May should be removed from the WNA calculation. Specifically, the 

Commission explained that “May is not a winter or traditional heating month in 

Pennsylvania but more appropriately a shoulder month when customers can expect to 

start seeing their heating bills decline.”1102  The Commission also noted that retaining 

May “could result in customers seeing WNA bill increases as late as June.”1103  

 

OCA has noted that Peoples service territory overlaps with Columbia’s 

service territory, notably in Allegheny County.  According to Peoples tariff, it serves 

more than 100 Cities, Townships, and Boroughs in Allegheny County.1104 According to 

Columbia’s tariff, “The Company is certified to serve in all cities, boroughs and 

townships in Allegheny County.”1105 This, arguably, may lead to customers residing in 

one municipality being subjected to a WNA mechanism in May because they are a 

customer of one gas company where other residents of the same municipality may not be 

subjected to a WNA mechanism for the month of May because they are a customer of the 

other gas company.  In this situation, the weather conditions would be the same for the 

municipality but some residents could be exposed to extra billing charges and some 

residents would not.    

 

I am in agreement with the evidence and arguments presented by I&E, 

OCA, OBSA and CAUSE-PA in this matter. 

 

 
1101  OCA St. 1 at 36. 
1102  Columbia 2025 at 301. 
1103  Columbia 2025 at 301-302. 
1104  Peoples Tariff . 
1105  Columbia Tariff. 
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33.  EFFECTIVE DATE OF RATES  

 

Peoples 

 

Peoples maintains that the effective date of rates coincides with the end of 

the suspension period. The Commission’s April 16, 2026 Order in this case suspended 

rates until December 26, 2026. I&E argues that the effective date of new rates should be 

January 1, 2027. (Peoples main brief p. 114).  Peoples notes that it disagrees with I&E’s 

proposal to change the effective date of rates.  As has been the practice in prior cases, the 

Company projected its FPFTY in this proceeding with a one-month gap between the end 

of its FTY and the beginning of its FPFTY based on the requirements of Section 1308(d) 

of the Code, which do not allow the Company to begin the FPFTY prior to the legal 

effective date of new rates. As Ms. Scanlon explained, in the Company’s two most recent 

rate cases, new rates have become effective during the gap month but after the suspension 

period.1106 The same practice is appropriate in this case to meet the requirements of 

Section 1308(d).  

 

Peoples notes that I&E claims that it made a similar recommendation in 

Columbia’s most recent rate case,1107 and the Commission agreed with I&E. However, 

Peoples argues that I&E ignores an important distinction between the Columbia case and 

the facts of this case.  Columbia filed its case on March 15, 2024, utilizing a FPFTY 

based upon January 1, 2025 to December 31, 2025.  The Commission reasoned that 

because the rates the Commission approved for Columbia in the prior case accounted for 

projected expenses through December 31, 2025, allowing another increase to take effect 

on January 1, 2026 would result rates above what was established in the prior case. That 

is not the case here. Peoples last case was filed on December 29, 2023 with an FPFTY of 

 
1106  Peoples St. 3-R at 6-7.  
1107  Docket No. R-2025-3053499.  
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October 1, 2024 through September 30, 2025. The FPFTY in this proceeding is 

January 1, 2027 through December 31, 2027.  The record evidence does not appear to 

show an overlap of rate effective periods or the possibility of duplicate recovery.1108  

 

I&E 

 

I&E recommends that Peoples should agree to make the new rates effective 

on January 1, 2027 (the first day of the FPFTY) instead of the proposed December 27, 

2026.   If Peoples does not agree with I&E’s recommendation, I&E recommends the 

Commission direct the Company: (1) to make the new rates effective January 1, 2027 

(the first day of the FPFTY) instead of on December 27, 2026 and file an updated tariff 

rates and rules (Supplement to Tarriff Gas) pursuant to the 12 provisions of 52 Pa. Code 

§§ 53.1, et seq. and 53.101, designed to produce the approved annual distribution 

rate/revenue increase to become effective for service rendered on and after January 1, 

2027; and (2) to file all subsequent base rate cases that should have new rate effective 

dates beginning with the first day or later of the claimed FPFTY. (I&E main brief p. 12) 

 

I&E witness Patel disagreed with the Company’s claim as the Company’s 

revenue requirement, including the revenue increase claim, is forecasted and used in the 

ratemaking calculation for the 12-month FPFTY (January 1, 2027, through December 31, 

2027), which does not include the gap month of December 2026.1109  The rates and the 

rate increase requested in this proceeding and the amounts recommended by the parties 

are based on the FPFTY period and not the gap month.1110  Mr. Patel noted that if Peoples 

is permitted to make new rates effective on December 27, 2026, instead of 

January 1, 2027, then at the full revenue increase request of $163,171,938, the Company 

 
1108  Peoples St. 3-R at 8-9; Peoples MB at 114-115.  
1109  Id. at p. 66. 
1110  Id. 
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would recover an unsupported and unreasonable additional revenue increase of 

$2,235,232 (($163,171,938 ÷ 365) x 5) for that 5-day period from ratepayers.1111  

 

OCA 

 

The OCA did not present testimony regarding this issue. OCA MB at 120. 

 

CAUSE-PA  

 

CAUSE-PA did not take a position on this issue. CAUSE-PA MB at 81. 

 

RECOMMENDATION 

 

I recommend that the Commission accept the proposed suspension date by 

Peoples, which is also the date chosen by the Commission, by operation of law, of 

December 26, 2026. 

 

34.  UNIVERSAL SERVICE PROGRAM RIDER 

  

 One-Time Credit Adjustment  

 

Peoples 

 

The Company proposes to apply a defined credit adjustment to offset the 

USP Rider charges that are paid for by non-CAP residential customers through the 

periods of January 1, 2027 through March 31, 2027 (Year 1) and January 1, 2028 through 

 
1111  Id. (citing Peoples Exh. No. 2, Sch. 4 at 2); I&E MB at 54-55. 



290 

 

March 31, 2028 (Year 2).1112 Peoples submits that the credit will be comprised of the 

sales and use tax refund of $3.9 million plus the tax repairs deduction collar which is 

estimated to be $1.2 million for 2025 and more than $15 million in 2026.1113  

 

The Company believes that the credit will help income-eligible customers 

who are not participating in CAP as well as those customers whose incomes exceed CAP 

eligibility but may still be constrained by their monthly bill obligations.1114 For example, 

the credit will reduce the monthly bills for these customers by approximately $8.46 for a 

non-CAP residential customer with average monthly usage of 44 Mcf during the period 

January 1, 2027 though March 31, 2027, and will reduce monthly bills by approximately 

$24.56 for a non-CAP residential customer with average usage of 44 Mcf during the 

period of January 1, 2028 through March 31, 2028.  By applying the credit over the 

period of January 1 through March 31 each year, customers will receive a greater benefit 

because bills are usually higher in these colder winter months.1115   

 

I&E 

 

I&E recommends that the one-time credit adjustment be treated as a 

regulatory liability and credited back to all customers.  I&E recommends that the credit 

generated from the tax repair deduction collar should flow through the Tax Repairs 

Surcharge Credit within 90 days following the effective date of new rates in the 

proceeding, and that the remaining $3,900,000 generated by the sales and use tax refund 

be treated as a regulatory liability that should be amortized over a period of four years, 

rounded down to the nearest year, resulting in annual amortization of $975,000 over the 

 
1112  Peoples St. 3 at 6-9. As noted in Ms. Scanlon’s testimony, the last stage of 

the credit would occur from January 1, 2028 through March 31, 2028 and would contain 

only the true up of Year 2.  
1113  Peoples St. 2 at 22-23; Peoples St. 3 at 6-9. 
1114  Peoples St. 10 at 20-21.  
1115  Peoples St. 3 at 8; Peoples MB at 115-117.  
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four-year period ($3,900,000 / 4 years = $975,000).  I&E also recommends that Peoples 

be required to show an annual accounting of the progress for refunding this credit in its 

next base rate case filing.    

 

Additionally, I&E recommends that the amount related to the tax repair 

deduction collar after the FPFTY be tracked throughout the year and returned via the Tax 

Repairs Surcharge Credit within 90 days of January 1, 2027 and recommends that 

Peoples be required to show an annual accounting of the credit in its next base rate case 

filing. 

 

I&E did not present testimony on the Company’s proposed revision to the 

bad debt offset calculation.1116 

 

OCA 

 

The OCA incorporated its earlier arguments on this issue into this 

section.1117   

 

OSBA 

 

The OSBA is not briefing this issue.1118  

 

CAUSE-PA 

 

CAUSE-PA did not take a position on this issue.1119  

 
1116  I&E MB at 12-13, 55-57. 
1117  OCA MB at 120. 
1118  OSBA MB at 16. 
1119  CAUSE-PA MB at 82. 
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RECOMMENDATION 

 

I&E witness Okum opposes the Company’s proposal and instead 

recommends that the tax refund should be treated as a regulatory liability and credited to 

all customers.1120  The Company submits that its proposal is the optimal approach in this 

case because it will have the most meaningful impact to non-CAP residential customers. 

If the credits were applied to all customers as Ms. Okum suggests, the amount of credit 

per customer would be less and not as impactful for this subset of residential 

customers.1121  The Company argues that its proposal provides a significant benefit to 

non-CAP residential customers and should be accepted.  

 

In the alternative, as Company witness Scanlon explained, the Company 

submits that if the Commission were to adopt Ms. Okum’s proposal, the credit should be 

flowed back through the existing Tax Repairs Surcredit (“TRS”) mechanism.1122  In 

surrebuttal testimony, Ms. Okum agreed with the TRS approach for the portion of the 

credit related to the tax repairs collar refund but not the sales & use tax portion of the 

refund. In rejoinder testimony, Ms. Scanlon reiterated the Company’s position but stated 

that if the Commission adopts Ms. Okum’s approach regarding the sales & use tax 

refund, the Company would be amendable to treating the amount as a regulatory liability, 

amortized over four years.1123 

 

In consideration of the arguments of both parties, this ALJ recommends 

that the Commission adopt Peoples proposal as submitted.  As Peoples explained, the 

credit should help income-eligible customers who are not participating in CAP as well as 

 
1120  I&E St. 1 at 59-60.  
1121  Peoples Exh. CAS-1R.  
1122  Peoples St. 3-R at 4.  
1123  Peoples St. 3-RJ at 7.  
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those customers whose incomes exceed CAP eligibility but may still be constrained by 

their monthly bill obligations.  In light of this, I recommend that Peoples’ proposal be 

adopted without modification.  

 

35.  BAD DEBT OFFSET CALCULATION  

 

Peoples 

 

The Company proposes to revise the bad debt offset calculation, 

specifically the CAP participation level that prompts when the bad debt offset is 

applicable and the uncollectible amount used in the calculation.  Peoples submits that the 

purpose of these proposed changes are to align both the CAP participation level and the 

uncollectible percentage used in the bad debt offset calculation with more recently 

experienced trends.  Specifically, the Company proposes to set the threshold amount to 

trigger the bad debt offset calculation at a CAP enrollment in excess of 39,010, which is 

the base number of projected CAP customers used to set rates in this proceeding.  For the 

uncollectible percentage, the Company initially proposed using the recent three-year 

average of residential uncollectible activity, which resulted in a rate of 1.93%.1124 OCA 

witness Colton challenged the Company’s proposed base CAP participation level and the 

uncollectible percentage used to calculate the bad debt offset.  

 

Peoples noted that Mr. Colton suggested that the base CAP participation 

level be set at the month-end participation level as of the month a final order is issued in 

this proceeding.1125  Ms. Scanlon demonstrated that Mr. Colton’s recommendation to use 

a single data point in time is not appropriate because the level of CAP participation 

fluctuates from month to month.1126  Rather, it is more appropriate to set the base CAP 

 
1124  Id. at 5; Peoples Exh. No. 3, Sch. 15; Peoples Exh. No. 19. 
1125  OCA St. 4 at 4, 71.  
1126  Peoples St. 3-R at 13.  
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participation level at 39,010 as the Company has proposed, which is consistent with the 

approach that Mr. Colton previously recommended in the Company’s 2023 base rate 

case.1127  However, Peoples submits that if the Commission were to accept Mr. Colton’s 

proposal, the base CAP participation level should be determined using an average CAP 

participation over a period of time rather than a single data point and should include 

customers at 151-200% FPL as the Company’s CAP extends to these customers. 

 

Peoples further noted that Mr. Colton suggested that the uncollectible 

percentage be determined by dividing the gross write-offs in dollars for confirmed low-

income customers by the annual residential revenues for confirmed low-income 

customers as reported in the Commission’s Universal Service Programs and Collections 

Performance Reports.1128  In rebuttal testimony, Ms. Scanlon explained that the Company 

would accept Mr. Colton’s recommendation for establishing the uncollectible percentage 

using a multi-year average for 2023/2024, which results in an offset of 7.4%.1129  

 

I&E 

 

I&E did not present testimony on the Company’s proposed revision to the 

bad debt offset calculation.1130  

 

CAUSE-PA 

 

CAUSE-PA did not take a position on this issue.1131  

 

 
1127  Id. at 14.  
1128  OCA St. 4 at 70-73.  
1129  Id. at p. 16; Peoples Exh. No. CAS-5R; Peoples MB at 117-118.  
1130  I&E MB at 57. 
1131  CAUSE-PA MB at 82. 
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RECOMMENDATION 

 

I recommend that the Commission accept Peoples’ proposal to set the 

threshold amount to trigger the bad debt offset calculation at a CAP enrollment in excess 

of 39,010. 

 

36.  LOW-INCOME CUSTOMER ISSUES 

 

Customer Assistance Program  

 

CAP Participation Levels  

 

Peoples 

 

Peoples notes that CAUSE-PA and OCA expressed concerns with the 

Company’s CAP participation levels.1132 OCA averred that Peoples “continues to 

substantially under-enroll low-income customers in its CAP.”1133  CAUSE-PA claims that 

Peoples’ CAP is “severely undersubscribed” considering that approximately 71% of 

Peoples’ known Confirmed Low Income (“CLI”) customers are not enrolled in CAP.1134  

 

Peoples argues that it is important to understand the difference between a 

CLI customer and a customer enrolled in CAP in order to place CAUSE-PA’s claim in 

the proper context. Peoples’ known CLI numbers are based on self-reported income at 

any point in time when the income was collected.  This information is not always up to 

 
1132  CAUSE-PA Statement 1 at 31, 73-74; OCA Statement 4 at 47. 
1133  OCA Statement 4 at 47. OCA also recommends an adjustment to Peoples’ 

credit and collection expenses, which is addressed in Section VI.W above. 
1134  CAUSE-PA Statement 1 at 31. 
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date, as the collection of it is dependent on customer choice.1135 However, Peoples’ CAP 

customers have verified their income as of the time of their application. Therefore, any 

comparison between Peoples’ known CLI customers and actual CAP enrollment should 

be given the weight it deserves, knowing that the CLI customer number is more akin to 

an estimate than a verified number. 

 

Contrary to the parties’ assertions, Peoples maintains that its CAP 

enrollment levels are reasonable and demonstrate its commitment to increasing CAP 

enrollment, especially when taken together with Peoples’ significant and comprehensive 

actions to enroll customers in CAP.  The OCA and CAUSE-PA do not acknowledge 

Peoples’ efforts to increase CAP enrollment. Peoples has in place a comprehensive 

Consumer Education and Outreach Plan (“CEOP”) to ensure that eligible customers are 

aware of CAP, including Customer Service Representatives (“CSR”) referring all 

potential income eligible customers to CAP, regular training for CSRs, provision of plain 

language CAP notices to reported low-income customers, bill inserts, email campaigns, 

advertising, and participation in local community events.1136  As a result of these efforts, 

Peoples increased its CAP participation by approximately 18% in 2025.1137 To further 

support enrollment of customers who have arrears following receipt of LIHEAP, Peoples 

has filed a Petition for auto-enrollment and recertification.1138  

 

The Company acknowledges that there are certain elements to CAP 

enrollment which it cannot necessarily control.  This includes the requirement that non-

LIHEAP customers submit verified gross income information.  Peoples avers that it does 

try to make this process as efficient as possible, though, as it will use income 

documentation which may have been provided for another purpose (e.g., EFSLR repair), 

 
1135  Peoples St. 10-R at 11. 
1136  Peoples Statement no. 10-R at 12; Peoples St. 18-R at 3. 
1137  Peoples St. 10 at 6. 
1138  See Docket Nos. P-2024-3052324; M-2018-3003177 and M-2020-3021343.  
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as proof of income for purposes of a CAP application.1139  Additionally, Peoples states 

that it may be quicker or easier for a customer to enter into a payment arrangement 

instead of submitting a CAP application, because this only requires the provision of 

income verbally.1140   

 

I&E 

 

I&E did not present testimony on the Company’s customer assistance 

program.1141   

 

OCA 

 

OCA argues that Peoples’ position, that affordability is an issue to be 

addressed exclusively through targeted Customer Assistance Programs (CAP) or through 

state and federal social programs, would improperly narrow the Commission’s 

ratemaking inquiry.1142  OCA avers that despite Peoples’ reliance on CAPs as the premier 

remedy for affordability concerns, the company persistently fails to achieve adequate 

participation, leaving its low-income customer base severely under-enrolled in its 

CAP.1143  As OCA witness Colton explained, CAPs do not reach every customer 

experiencing affordability problems.1144  

 

 
1139  Id. at 13. 
1140  Peoples MB at 118-120. 
1141  I&E MB at 57. 
1142  OCA St. 4SR at 3. 
1143  OCA St. 4 at 49. 
1144  Id. 
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Table 3. Estimated Low-Income, Confirmed Low-Income and CAP Participants 

 2022 2023 2024 

Estimated Low-

Income1145 
146,971 145,831 144,472 

Confirmed Low-

Income1146 
108,055 112,886 112,624 

Pct confirmed 73.5% 77.4% 78.0% 

CAP participants1147 29,760 27,236 25,738 

Pct CAP participants 27.5% 24.1% 22.9% 

 

As seen in the Table above, in 2024, Peoples had an estimated low-income 

population of approximately 144,472 customers and had identified 112,624 customers as 

Confirmed Low-Income (CLI), yet only 25,738 customers participated in CAP, a 

participation rate of just 22.9 percent of Confirmed Low-Income customers.1148  Thus, 

even among customers whom Peoples has identified as low-income, the overwhelming 

majority are not receiving CAP assistance. Accordingly, OCA submits that the 

Commission should direct Peoples’ to make a more concerted effort to increase CAP 

enrollment. 

 

Effectiveness and Efficiency of Peoples’ Credit and Collection Actions. 

 

 Section 523 of the Public Utility Code requires:  

 

The commission shall consider, in addition to all other 

relevant evidence of record, the efficiency, effectiveness 

and adequacy of service of each utility when determining 

 
1145  2024 BCS Report at 7. 
1146  2024 BCS Report at 6. Percent Confirmed Low-Income is Confirmed Low-

Income divided by the number of estimated low-income. 
1147  2024 BCS Report at 56. Percent CAP participation is CAP participants 

divided by the number of Confirmed Low-Income.  
1148  Id. at 49-50. 
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just and reasonable rates under this title.  On the basis of 

the commission's consideration of such evidence, it shall 

give effect to this section by making such adjustments to 

specific components of the utility's claimed cost of service 

as it may determine to be proper and appropriate.1149 

 

OCA witness Colton identifies Peoples’ credit and collection expenditures 

as an appropriate subject for such an adjustment. 

 

The record demonstrates that a disproportionately high number of 

Confirmed Low-Income (CLI) customers are in arrears and that there has been a 

significant deterioration in collection outcomes.  OCA witness Colton testified: 

 

The percentage of Confirmed Low-Income customers in 

arrears for the last three years for which data is reported has 

consistently run two times higher than the percentage of 

residential accounts in arrears. The average level of arrears 

(of accounts in arrears) for Confirmed Low-Income 

customers has been from 40% (2023) to more than 50% 

(2022) higher than the average level of arrears for 

residential customers. The level of arrears at the time of 

disconnection for Confirmed Low-Income customers has 

been from 25% (2022, 2024) to 40% higher than residential 

customers in general.1150 

 

. . . 

In 2022, the disconnection rate for Confirmed Low-Income 

customers was lower than in other years (Residential = 

2.6%; Confirmed Low-Income = 3.9%). However, in 2023 

and in 2024, the disconnection rate for Confirmed Low-

Income customers was three times higher than the 

disconnection rate for residential customers as a whole 

(2023: 3.5% vs. 10.5%; 2024: 3.5% vs. 10.2%).1151 

 

. . . 

 
1149  66 Pa. C.S. § 523. 
1150  OCA St. 4 at 45. 
1151  Id. at 46. 
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One of the most problematic facts I found in a review of 

Peoples payment arrangements is that Peoples’ payment 

arrangements do not provide a reasonable opportunity for 

residential customers to retire their arrears. The Company 

provided aggregated three-year data for the years 2023 

through 2025. This data demonstrates that 71.5% (55,172 

of 71,162) of the residential payment arrangements newly 

entered into during that time, ended in default, while 83.7% 

(35,047 of 41,896) of the Confirmed Low-Income payment 

arrangements, ended in default.1152 Even so, this percentage 

is very likely an under-count of the number of broken 

payment arrangements because payment arrangements 

entered into in more recent months will be included in the 

“new payment arrangement” numbers, but likely will not 

have reached the point of having defaulted.1153 

 

OCA argues that despite poor payment and collection patterns, Peoples 

continues to substantially under-enroll low-income customers in its CAP. 

 

OCA submits that enrollment in CAP is extremely important as Peoples’ 

data clearly shows that CAP payment patterns are significantly better than the payment 

patterns of the Company’s CLI customers.1154 OCA witness Colton provided: 

 

In contrast to the arrearage and disconnection rates for 

Confirmed Low-Income customers discussed above, the 

Company’s CAP customers have a payment rate of 82.0% 

and 85.4% in 2024 and 2025 respectively. The “payment 

rates” reported to BCS are payments only by the customer. 

Additional payments made by LIHEAP are not included. In 

2025, in other words, Peoples’ CAP customers paid 85.4% 

of their bill before receiving LIHEAP.1155 

 

 
1152  Peoples’ Response to OCA-IV-17. 
1153  Id. at 46-47. 
1154  Id. at 47. 
1155  Id. at 47-48. 
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Based on the evidence provided by Mr. Colton regarding the inefficiency 

and ineffectiveness of Peoples credit and collection expenditures, and the Commission’s 

obligation “to mak[e] such adjustments to specific components of the utility’s claimed 

cost of service” when considering the “efficiency, effectiveness and adequacy” of such 

service under Section 523, the Commission should adopt Colton’s recommendation that 

Peoples’ credit and collection expenses be shared fifty-fifty rather than recovered entirely 

from ratepayers.1156 

 

OSBA 

 

The OSBA is not briefing this issue.1157   

 

CAUSE-PA 

 

CAUSE-PA notes that Chapter 15 of the Public Utility Code imposes 

crucial customer service standards on public utilities and requires Peoples to furnish and 

maintain adequate, efficient, safe, and reasonable service to its customers.1158  Universal 

service issues are fundamental customer service issues, the standards for which are 

enshrined in the Choice Act and developed through decades of Commission precedent. 

CAUSE-PA maintains that the Commission must ensure that Peoples’ universal service 

standards, regulations, and practices are just and reasonable to ensure the Company’s 

low-income customers can access and maintain adequate and reasonable service.1159  

CAUSE-PA further notes that Peoples is statutorily required to maintain a portfolio of 

universal service programs that is appropriately funded and available to assist low-

 
1156  Id. at 50 (quoting 66 Pa. C.S. § 523). 
1157  OSBA MB at 16. 
1158  66 Pa. C.S. § 1501 et seq. 
1159  66 Pa. C.S. § 1501. 
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income households to connect and maintain service to their home.1160  CAUSE-PA argues 

that Peoples’ universal service programs are undersubscribed, underfunded, and 

insufficiently available to meet the demonstrated need of the Company’s low-income 

customers for assistance to afford and maintain service their homes.  In light of Peoples’ 

proposals in this case to substantially increase rates, CAUSE-PA maintains that the 

Commission must ensure that Peoples programs are meeting the needs of Peoples’ low-

income customers and fulfilling all applicable statutory and regulatory requirements.  

 

CAUSE-PA notes that while low-income programs are reviewed 

periodically through Universal Service and Energy Conservation Plan proceedings 

(USECPs), those proceedings are reviewed by the Commission through a comment 

proceeding.  There is no opportunity provide a full evidentiary basis of review – nor do 

they allow for the Commission to account for changing and evolving circumstances 

which necessarily impact the reach and effectiveness of universal service and energy 

conservation programs.  

 

CAUSE-PA further notes that the Commission has expressly concluded that 

universal service and energy conservation issues are a relevant and important area of 

inquiry in the context of determining whether a utility’s rates are just and reasonable and 

should not be exclusively relegated to a utility’s periodic USECP proceeding.  For 

example, the Commission concluded in its recent Final-Form Rulemaking Order revising 

LIURP regulations that “rate case proceedings, for example, allow parties to, inter alia, 

consider the justness and reasonableness of the cost of a public utility’s universal service 

programs including its LIURP.”1161  The Commission also set forth this conclusion in its 

 
1160  66 Pa. C.S. §§ 2202, 2203 (7)-(8).; 52 Pa. Code §§ 62.3, 62.4. See section 

I.B, above, for a full discussion of the applicable legal standards for universal service and 

energy conservation programs. 
1161  Initiative to Review and Revise the Existing Low-Income Usage Reduction 

Program (LIURP) Regulations at 52 Pa. Code §§ 58.1—58.18, Docket No. L-2016-

2557886, Final Form Rulemaking Order at 123 (Entered Mar. 13, 2025).  
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Final Order in the Philadelphia Gas Works 2023 base rate proceeding (PGW 2023), 

stating: 

 

…[W]e share the concerns raised by the Parties and 

acknowledged by the ALJs that tabling consideration of 

[universal service] issues until PGW’s next USECP 

proceeding would result in denying low-income customer 

relief for an extended period. In our view, such a result is 

unreasonable and thwarts the purpose of universal service, 

which is to help low-income customers maintain their 

natural gas service. See, 66 Pa. C.S. § 2202. Further, we 

find CAUSE-PA/TURN’s argument, that a base rate case 

proceeding provides a more formal review process than the 

USECP review process, to be persuasive. Accordingly, we 

find that the instant proceeding is the more appropriate 

forum to address these low-income customer service issues 

and we shall deny PGW’s Exception No. 16.1162 

 

In PGW 2023, the Commission pointed to its policy statement regarding 

ratemaking procedures specific to PGW, which requires the Commission to consider “the 

effect on universal service” when reviewing the justness and reasonableness of PGW’s 

rates.1163  The Commission’s conclusion that universal service issues are appropriately 

addressed in a base rate proceeding, however, is not cabined to PGW. In the 2025 base 

rate proceeding of Columbia Gas of Pennsylvania, Inc. (Columbia 2025), the 

Commission adopted by reference the Conclusions of Law set forth in the ALJ’s 

Recommended Decision, including COL 73:  

 

Universal service and energy conservation issues are a 

relevant and important area of inquiry in the context of 

determining whether a utility’s rates are just and reasonable 

 
1162  Pa. PUC v. PGW, Opinion and Order, Docket No. R-2023-3037933, at 216 

(Entered Nov. 9, 2023) (emphasis in original). 
1163  Id. at 215. 
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and cannot be relegated to a utility’s periodic Universal 

Service and Energy Conservation Plan proceeding.1164 

 

Thus, full review of universal service programs in the context of a rate 

proceeding – where the justness and reasonableness of a utility’s rates, programs, and 

terms and conditions are subject to searching review – is critically important. When 

examining a rate increase proposal, the Commission must examine whether existing 

programs are adequate to meet the needs of low-income customers to afford and maintain 

service to their home, in line with the statutory and regulatory requirements, including 

Chapter 15.1165   

 

Limiting The Collection and Retention of Social Security Numbers 

 

The Commission should direct Peoples to immediately limit its collection 

and retention of customers’ Social Security Numbers (SSNs) and, within 12-months after 

a final order in this proceeding, develop and adopt an alternative means of verifying 

customer identity and assessing credit risk.1166 Peoples asks applicants for SSNs to 

“verify identity and check credit risk score,” and admits that it retains SSNs used to 

establish service indefinitely.1167  This practice unnecessarily exposes customers to the 

risks of identity theft without demonstrating that indefinite retention is necessary to 

provide utility service. 

 

OCA witness Roger Colton testified: 

 

The use of SSNs by private entities is one of the leading 

causes of identity theft. SSNs, along with a person’s date of 

birth and name, are the three most sought-after pieces of 

 
1164  Pa. PUC v. Columbia Gas of Pa., Recommended Decision, Docket No. R-

2025-3053499 at 678. 
1165  CAUSE-PA MB at 83-86. 
1166  Peoples’ Response to OCA-IV-17 at 57. 
1167  Id. (quoting Peoples’ Response to OCA-V-6, 7). 
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personal information sought by identity thieves. According 

to the 2007 report of the Presidential Task Force on Identity 

Theft, a person’s SSN is the single most important piece of 

personally identifiable information available to identity 

thieves. Unlike names and addresses, which can change 

over a person’s lifetime, it is “virtually impossible” for a 

person to change his/her SSN.1168  

 

Other federal agencies and organizations such as the federal Office of 

Management and Budget, the Federal Trade Commission, and the Association for 

Computing Machinery have similarly raised concerns about and advised against the use 

of SSNs when possible.1169 

 

Therefore, Mr. Colton recommends that the Commission order Peoples to, 

within 12 months of a final decision in this proceeding, report to the Commission its plan 

to eliminate the collection and retention of customer SSNs and, at a minimum, “be 

directed to: (1) refrain from retaining SSNs from customers for more than 30-days after 

the customer establishes service; (2) refrain from providing a customer SSN to any entity 

outside of the Company; and (3) notify the customer, at the time the customer is asked to 

provide his/her/their SSN that, in the absence of the first two steps outlined above, that 

the SSN will be retained in perpetuity and that the SSN will be provided to a multi-

national credit firm, to allow the customer to take such notice into account in deciding 

whether to provide their SSN.”1170  

 
1168  Id. at 58. Unlike a lost key, the social security number cannot be changed 

merely because it has been lost or stolen. “Identity Theft and Your Social Security 

Number,” Social Security Administration, Pub. No. 05-10064, Oct. 2007, at 6, available 

at http://www.ssa.gov/pubs/10064.pdf. There must be evidence that (1) someone is in fact 

wrongfully using the number, and (2) that the individual to whom the number belongs is 

being disadvantaged by the wrongful use. Id. 
1169  See OCA St. 4 at 59-62. 
1170  Id. at 63-64; OCA MB at 121 – 125. 
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RECOMMENDATION 

 

I note the arguments and testimony presented by OCA and CAUSE-PA, 

and Peoples is strongly encouraged to increase CAP participation levels, and to consider 

eliminating SSN data after 12 months.   

 

37.  LOW-INCOME USAGE REDUCTION PROGRAM  

 

Peoples 

 

Peoples maintains that its LIURP provides low-income customers with no-

cost weatherization services.  Annual funding for the Company’s LIURP is set at $3.5 

million.1171  In 2025, the Company’s LIURP moved to a new program administrator, 

Peak Home IQ.1172  This is a local business, and upon obtaining the new administrator, 

Peoples states that it saw improvements in choices of weatherization measures and is 

confident that Peak Home IQ will contribute to savings for its customers.1173 

 

Peoples notes that the Task Force recommends that, should a rate increase 

be approved, the number of customers served annually by the Company’s LIURP be 

increased by 75, or an increase in program funding of $975,000, in order to “begin to 

meet the unmet need for LIURP services.1174  CAUSE-PA has indicated support for this 

recommendation.1175  This recommendation should not be approved as it is redundant. 

2024 and 2025 were transitional years for the Company in terms of LIURP as the new 

program administrator was taking over.  Through the middle of 2026, the first full year of 

 
1171  Peoples St. 10 at 17. 
1172  Peoples St. 10 at 6. 
1173  Id. 
1174  Task Force St. 1 at 7. 
1175  CAUSE-PA St. 1-SR at 47-48. 
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administration by Peak Home IQ, Peoples has already seen 144 jobs completed and is on 

track to surpass the level of households that would be served through WPTF’s 

recommendation.1176 

 

I&E 

 

I&E witness Okum did not oppose PWPTF witness Jennifer Warabak’s 

recommendation that 75 additional customers should be served by the Company’s 

LIURP, however, Ms. Okum disagreed with Ms. Warabak’s assertion that an increase of 

75 customers would require an increase in LIURP funding of $975,000.1177  Both 

Ms. Warabak’s and Ms. Okum’s calculations for additional LIURP jobs were less than 

the Company’s minimum annual LIURP budget of $3,500,000 agreed to in the Low-

Income Stipulation at Docket No. R-2023-3044549.1178  Additionally, I&E notes that the 

Company stated that all unspent funds are rolled into the budget for the following year 

and information provided by the Company in discovery showed that it did not spend its 

entire budget for the years 2023 through 2025.1179  Therefore, I&E recommends no 

increase to the Company’s LIURP budget.1180  

 

RECOMMENDATION 

 

In light of the arguments and testimony submitted, I recommend that the 

Commission adopt the Task Force and I&E’s recommendation of an increase of 75 

customers, and I recommend that the Commission not grant an increase to the Company’s 

LIURP budget.   

 
1176  Peoples St. 10-R at 21. 
1177  I&E St. 1-R at 3. 
1178  I&E MB at 57. 
1179 I&E St. 1-R at 4 (citing I&E Exh. No. 1-R, Sch. 1 and 2). 
1180  I&E MB at 57-58. 
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38.  Addition of a LIURP Compliance Specialist 

 

Peoples is proposing that a new internal role for a LIURP Compliance 

Specialist. Peoples’ LIURP is a growing and evolving program.  Namely, the LIURP 

budget has grown from roughly $700,000 to $3.5 million annually over the past 15 

years.1181  The LIURP Compliance Specialist will provide oversight and support to 

LIURP, importantly working to oversee coordination of program benefits and proper 

implementation and adherence to changes such as tracking and reporting requirements 

pertaining to the recent LIURP rulemaking.1182  This role is critical in order to ensure that 

Peoples continues to effectively serve its LIURP-eligible population. 

 

I&E 

 

I&E did not present testimony on the Company’s customer assistance 

program. 

 

I&E recommends no increase to the Company’s LIURP budget.1183   

 

RECOMMENDATION 

 

I recommend that the Commission accept the Company’s proposal for a 

LIURP Compliance Specialist, as it will only help to strengthen the LIURP program.  

Peoples noted that CAUSE-PA supports the addition of the LIURP Compliance 

Specialist role but recommends that the costs be recovered in base rates.  I therefore 

 
1181  Peoples St. 10 at 17. 
1182  Peoples St. 10 at 9. 
1183  I&E MB at 13. 
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recommend that the Commission adopt the proposal that costs for this Specialist be 

recovered in base rates. 

 

39.  HARDSHIP FUND 

 

Peoples 

 

Peoples states that its Hardship Fund provides grants of up to $500 to 

customers with incomes up to 200% of the FPL.  Customers with incomes between 151-

200% of the FPL are referred to the Hardship Fund before CAP enrollment, in order to 

reduce their total balance.1184  The Task Force recommends that Peoples’ contribution to 

its hardship fund be increased commensurate with the percentage increase in rate to the 

residential class resulting from the instant proceeding, and that the funding be distributed 

in accordance with the percentage of low-income customers in the counties served by the 

Company.1185 

 

Peoples argues that the Task Force’s recommendations are unsupported and 

should be denied.  With respect to the increase in funding, Peoples notes that the 

Company’s donation to the Hardship Fund does not come from ratepayer funds, but from 

shareholder dollars.1186  With respect to the recommendation regarding funding 

distribution, the Company disagrees that the most efficient and effective method of 

distribution is to align that distribution by county.  The fact that the Hardship Fund is 

available on a first-come, first-served basis means that eligible customers in need will be 

able to receive support on an equal basis, regardless of their location.  Peoples has 

experienced a similar situation in the past, where hardship funds were divided between 

 
1184  Peoples St. 10 at 4. 
1185  PWPTF St. 1 at 7. 
1186  Peoples St. 10-R at 22. 
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Peoples Natural Gas and a former affiliate, and difficulties accessing funding for those in 

the smaller service territory were observed.1187   

 

OSBA 

 

The OSBA is not briefing this issue.1188   

 

RECOMMENDATION 

 

In light of the evidence of record, I recommend that the Commission accept 

the Company’s Hardship Fund as proposed by Peoples. 

 

40.  CUSTOMER SERVICE ISSUES  

 

Service Terminations  

 

Peoples 

 

Peoples notes that the OCA expressed concern that the level of 

disconnections for CLI customers is higher than that of residential customers as a 

whole.1189  Peoples argues that the increase in terminations in 2023 and 2024 must be 

understood in the context of the Company’s expanded definition of CLI.  The Company 

broadened the population of CLI customers by using the definition agreed to in its 2023 

rate case, which includes customers who self-identify as low-income.  With a larger 

 
1187  Peoples St. 10-R at 22; Peoples MB at 121-123. 
1188  OSBA MB at 16. 
1189  OCA St. 4 at 45.  
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population of accounts meeting that definition, the Company would expect to see 

increases in reported collection activities for that group.1190 

 

Further, Peoples argues that the data shows that Peoples performs well 

among its peers when considering the percentage of customers in debt and the arrears 

carried by those customers both as a percent of residential customers overall and as a 

percent of CLI customers.1191  Peoples’ submits that its termination rate aligns with the 

industry average, and its total in-debt customer percentage is lower than the industry 

average.1192  Moreover, Peoples maintains that it is a peer leader in the restoration of 

service to its CLI customers following a disconnection, which is a testament to Peoples’ 

commitment to assist customers with CAP enrollment or payment arrangements.1193 

 

I&E 

 

I&E did not present testimony on specific customer service and quality of service issues.1194  

 

OCA 

 

The OCA argues that the Commission should find that Peoples’ 

nonpayment termination practices produce a substantial and unexplained disparate impact 

on Black households.  The OCA further argues that the Company has not provided a 

sufficient legitimate, nondiscriminatory explanation for that disparity, and a 

comprehensive root cause analysis by an independent third party is still necessary to 

 
1190  Peoples St. 18-RJ at 3-4.  
1191  Peoples St. 18-R at 4. 
1192  Peoples St. 10-RJ at 10. 
1193  Peoples St. 10-R at 16. 
1194  I&E MB at 13, 58. 
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determine whether those practices provide adequate and reasonable service under Section 

1501 of the Public Utility Code and, if not, what corrective measures are required. 

 

OCA notes that Section 1501 of the Public Utility Code requires every 

public utility to furnish and maintain “adequate, efficient, safe, and reasonable service 

and facilities.”1195 The term “service” is construed “in its broadest and most inclusive 

sense” and encompasses the practices and actions of a utility that affect its customers.1196 

A utility’s termination procedures are a critical component of the utility’s service and 

adequate termination practices are important to ensuring that termination remains an 

action of last resort.1197  

 

OCA argues that Peoples’ nonpayment termination practices result in 

substantially more terminations in portions of its service territory with higher 

concentrations of Black households, and the Company has not established why.1198  The 

OCA’s concern is regarding disparate impact: a facially neutral termination process is 

producing a materially different outcome in communities with greater concentrations of 

Black households.1199 

 

The OCA submits that its evidence of disparate impact comes principally 

from the analysis of OCA witness Roger Colton.1200  Mr. Colton did the following 

 
1195  66 Pa. C.S. § 1501. 
1196  PECO Energy Co. v. Twp. of Upper Dublin, 922 A.2d 996, 1000 (Pa. 

Cmwlth. 2007) (citing 66 Pa. C.S. § 102). 
1197  See 52 Pa. Code §§ 56.81-56.118 (Commission’s regulations regarding 

termination procedures); see also Universal Service Programs & Collections 

Performance 2024 Report, Pa. PUC, 11 (Jan. 2026) (“Termination of public utility 

service is the most serious consequence of customer nonpayment and is viewed as a last 

resort when customers fail to meet their payment obligations.”).  
1198  OCA St. 4 at 53-54 
1199  OCA St. 4SR at 26-27. 
1200  OCA St. 4 at 51-56. 
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examination of Peoples’ residential customer and nonpayment-disconnection data to 

support his conclusion that Peoples disproportionately disconnects service to its black 

customers: 

 

I begin by identifying two ways to identify the Black 

population in Peoples’ service territory: (1) the number of 

households where the householder is Black alone;1201 and 

(2) the population by race (Black alone).1202 In both 

instances, I limit my population to Black/African-American 

customers alone (thus excluding multi-race households and 

population).  

 

I work with zip code data which the Company provided 

identifying the number of residential customers by each zip 

code in its service territory.1203 I matched those zip codes to 

Zip Code Tabulation Areas (“ZCTAs”) provided by the 

Census Bureau.  According to the Census Bureau, ZCTAs 

are functionally equivalent to zip codes.1204  

 

I calculate the percentage of households identified as 

having Black householders, as well as the percentage of 

population identified as Black, for each zip code as well as 

for the Peoples service territory as a whole. I identify zip 

codes with a percentage of Black householders and/or 

Black population higher than the percentage for the service 

territory as a whole as “Above Average Black” zip 

codes.1205 I also rank-ordered all zip codes from the lowest 

 
1201  U.S. Census Bureau, Table B25006: Race of Householder, American 

Community Survey (5-year estimates), U.S. Census Bureau Data Portal (last visited 

Aug. 17, 2026). 
1202  U.S. Census Bureau, Table B02001: Race, American Community Survey 

(5-year estimates), U.S. Census Bureau Data Portal (last visited Aug. 17, 2026). 
1203  Peoples’ Response to OCA-IV-4. Zip codes that did not have at least one 

(1) residential customer were excluded.  
1204  Hereafter, I will refer to this as “zip code” data.  
1205  For example, solely to illustrate, the Peoples service territory as a whole 

identifies 6.7% of its households as having Black householders. It identifies 7.2% of its 

total population as being Black. In comparison, zip code 15001 has 12.0% of its 

households identified as having a Black householder and 11.5% of its population as being 

Black. Zip code 15001 is thus identified as an “Above Average Black” zip code.  
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percentage to the highest percentage, and then divided that 

rank ordering into ten equal parts (each part of which is 

called a “decile”). The one-tenth of zip codes with the 

highest percentage Blacks (householders, population) is the 

“tenth decile” with the one-tenth of zip codes with the 

lowest percentage being the “first decile.”1206 

 

 Based on this analysis, Mr. Colton found as follows: 

 

The data shows that Above-Average Black zip codes face 

a disproportionately high number of nonpayment 

disconnections in the Peoples service territory. Table 4 

below shows that:  

 

➢ While 30.07% of all residential customers1207 live in 

Above-Average Black zip codes (householders), 42.97% of 

all residential nonpayment disconnections1208 occur in 

those zip codes. Similarly, while 30.92% of all residential 

customers live in Above-Average Black zip codes 

(population), 43.80% of all residential nonpayment 

disconnections occur in those zip codes.  

 

➢ The pattern does not change if the data is limited to 

Confirmed Low-Income customers (rather than extending 

to all residential customers). While 32.73% of all 

Confirmed Low-Income customers live in Above-Average 

Black zip codes (householders),1209 45.42% of all 

Confirmed Low-Income nonpayment disconnections occur 

in those zip codes. Similarly, while 33.40% of all 

Confirmed Low-Income customers live in Above-Average 

Black zip codes (population), 46.13% of all Confirmed 

 
1206  OCA St. 4 at 52-53. 
1207  Peoples’ Response to OCA-IV-4. 
1208  Peoples’ Response to OCA-IV-16. 
1209  Peoples’ Response to OCA-IV-4. 
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Low-Income nonpayment disconnections occur in those zip 

codes.  

 

Table 4. Total Population, Disconnect Notices and Nonpayment Disconnections 

 Total Residential  Confirmed Low-Income 

 

Above-

Average 

Black 

(householde

rs) 

Above-

Average 

Black 

(population) 

Above-

Average 

Black 

(householde

rs) 

Above-

Average 

Black  

(population) 

Percentage of total 

customers (CLI 

customers) 

30.07% 30.92% 32.73% 33.40% 

Percentage of 

nonpayment 

disconnection 

42.97% 43.80% 45.42% 46.13% 

 

The same results are found when I examine the data based 

on deciles. For residential customers, I find that while 

28.80% of all residential customers reside in the Tenth 

Decile of zip codes measured by Black householders, 

41.34% of all residential nonpayment disconnections occur 

in those zip codes.  A similar pattern presents itself when 

the deciles are based on Black population rather than on 

Black householders.1210 

 

The OCA submits that these figures identify a consistent and substantial 

disparity across multiple measures of racial composition, across the residential customer 

population as a whole, and the confirmed low-income population.  Most importantly, the 

disparity cannot simply be dismissed as a consequence of a greater concentration of low-

income customers in predominantly Black ZIP codes.1211 Mr. Colton’s analysis 

specifically examined that possibility, and the disparity remained.1212 

 
1210  OCA St. 4 at 53-55. 
1211  Id. at 55. 
1212  Id. at 54. 



316 

 

 

Mr. Colton therefore concluded that “[t]he distribution of nonpayment 

service disconnections is disproportionately weighed toward the Company’s Black 

population.”1213  He recommended that Peoples conduct an independent root cause 

analysis to determine what is driving the disproportionate level of utility disconnections 

in the 40 ZIP codes with the highest concentration of Black households.1214  

 

OCA notes that Peoples witness Rita Black testified that Mr. Colton has not 

“proven that households disconnected were in fact households of color” because Peoples 

does not collect customer-level racial data and because the Census data used in his 

analysis are not specific to individual households.1215  She then recommended additional 

CAP outreach as the appropriate response to the ZIP codes disproportionately impacted 

as identified in Mr. Colton’s analysis.1216 

 

Accordingly, OCA submits that the Commission should apply the two-part 

disparate-impact framework, which is well established in other contexts, in this 

proceeding.  Under this two-part framework, the party challenging the practice must first 

establish a prima facie disparate impact.1217  Statistics may establish a prima facie 

disparate-impact case.1218  The showing does not require proof of discriminatory intent, 

either explicit or implicit.1219  Second, once the prima facie showing is made, the burden 

shifts to the proponent of the challenged practice to provide a legitimate, 

 
1213  Id. at 51. 
1214  Id. at 56; OCA St. 4SR at 30-31. 
1215  Peoples St. 10-RJ at 11-12. 
1216  Id. 
1217  Teal, 457 U.S. at 446-47; Girard Fin. Co., 52 A.3d at 534-35. 
1218  Girard Fin. Co., 52 A.3d at 534 n.10 (citing International Brotherhood of 

Teamsters v. United States, 431 U.S. 324 (1977)). 
1219  Teal, 457 U.S. at 446; Winn, 484 A.2d at 401-03; Girard Fin. Co., 52 A.3d 

at 534. 



317 

 

nondiscriminatory explanation for the disparate impact.1220  Pennsylvania Courts have 

used this test under the Pennsylvania Human Relations Act (PHRA).1221  The 

Commonwealth Court and the Pennsylvania Supreme Court have also considered the 

showing required for a claim of disparate impact under the Free and Equal Elections and 

Uniformity Clauses of the Pennsylvania Constitution.1222 

 

It is particularly important that the Commission apply this two-step 

framework here, because the Commonwealth Court has made it clear that OCA’s 

presentation of the disparate-impact theory and the governing two-part test to the 

Commission was missing from the prior 2023 Peoples base rate proceeding.1223 In the 

2023 Peoples bas rate proceeding, the OCA raised the same disparate impact issues it 

raises here.1224 The Court affirmed the Commission’s order, denying the OCA’s request 

for a root cause analysis on waiver grounds, because the OCA had not adequately 

presented the disparate-impact theory or the two-part test in front of the Commission, 

specifically stating: 

 

Here, we are constrained to conclude that the OCA waived 

its disparate impact argument, as it never raised this issue 

before the Commission, but included the issue in its legal 

brief . . .  in its appellate brief and at oral argument before 

this Court, the “OCA recognize[d] that the application of 

the disparate impact standard to terminations for 

nonpayment of public utility service is one of first 

 
1220  Teal, 457 U.S. at 446. 
1221  See Winn v. Trans World Airlines, Inc., 484 A.2d 392, 398-402 (Pa. 1984); 

Allegheny Hous. Rehab. Corp. v. Pa. Human Relations Comm’n, 532 A.2d 315, 319 (Pa. 

1987). 
1222  See League of Women Voters v. Commonwealth, 178 A.3d 737, 817 (Pa. 

2018) (prohibiting disparate impact on a political partisan basis when designing voting 

districts); Valley Forge Towers Apts. N, LP v. Upper Merion Area Sch. Dist. & Keystone 

Realty Advisors, LLC, 163 A.3d 962, 979 (Pa. 2017) (prohibiting the intentional or 

systematic disparate treatment of particular sub-classifications of property). 
1223  D. Lawrence v. Pa. PUC, 358 A.3d 191 (Pa. Cmwlth. 2026). 
1224  Id. at 3-5. 



318 

 

impression.” (OCA’s Br., at 17) (emphasis added). The 

OCA likewise averred that “[d]isparate impact analyses 

have not been applied in the context of adequate and 

reasonable public utility service, specifically, but other 

areas of law provide a two part test[.]” (OCA’s Br., at 13) 

(emphasis added.) . . . Therefore, despite the admitted 

novelty of its disparate impact argument, the OCA failed to 

expressly raise it below, leaving the Commission without 

notice of the specifics of its claim within the context of its 

broader Section 1501 issue. 1225 

 

The Commonwealth Court, however, did not decide that disparate impact 

cannot be considered under Section 1501.  Rather, Senior Judge Leadbetter, in her 

dissent, did “not agree that OCA waived the issue of whether it had put on sufficient 

evidence to justify a root cause study to determine whether Peoples’ practices had a 

disparate impact on black households,” finding that the evidence presented in Mr. 

Colton’s testimony was “more than sufficient to preserve the issue.”1226  The Court held 

only that the OCA had failed to preserve that legal theory by presenting it to the ALJ and 

the Commission in the first instance.1227  The OCA is now expressly doing so. 

 

The OCA submits that it has satisfied the first step.  Mr. Colton’s analysis 

shows a substantial and consistent disparity between the percentage of Peoples’ 

customers living in above-average-Black ZIP codes and the percentage of nonpayment 

disconnections occurring in those ZIP codes.1228 The disparity persists when the analysis 

is limited to confirmed low-income customers.1229 Merely because the zip codes studied 

by Mr. Colton have been identified by Peoples as “vulnerable households to be targeted 

for increased CAP outreach” does not erase the fact that Mr. Colton’s analysis controls 

 
1225  Id. at 9-11. 
1226  D. Lawrence, 358 A.3d 191, Dissenting Opinion at 1, 3. 
1227  D. Lawrence, 358 A.3d 191, Opinion at 11-12. 
1228  OCA St. 4 at 53-55. 
1229  Id. at 54. 
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for the income levels of the studied zip codes.1230 Peoples has not demonstrated that the 

OCA’s statistical showing is erroneous, nor has it identified an alternative explanation 

that accounts for the racial disparity. 

 

At the second step, OCA argues that Peoples’ response—that the 

termination process is automated and does not consider race—does not satisfy its 

burden.1231  That explanation establishes only that the process is facially neutral and that 

Peoples does not intentionally target Black customers.1232  It does not explain why the 

process has the disparate effect identified by Mr. Colton or why Peoples’ termination 

procedures were developed in this manner, rather than a manner that does not produce a 

discriminatory effect.  

 

That distinction is dispositive.  A facially neutral practice is precisely the 

type of practice to which disparate-impact analysis applies, i.e., a practice that falls more 

harshly on one group than another and cannot be justified by a valid, nondiscriminatory 

purpose.1233  The relevant question is therefore not whether Peoples intentionally 

programmed race into its termination system.  It is whether Peoples can identify a 

legitimate, nondiscriminatory basis for the termination procedures, and one that explains 

the system’s demonstrated disparate effect.  Peoples has not done so in this case. 

 

OCA maintains that the absence of an identified cause is precisely why the 

Commission should order a root cause analysis. Section 1501 requires adequate and 

reasonable service, and Section 1505(a) authorizes the Commission to order a utility to 

alter its service when necessary to bring that service into compliance with the Code.1234 

 
1230  Peoples St. 10-RJ at 12.  
1231  OCA St. 4SR at 26. 
1232  Id. at 26-27. 
1233  Winn, 484 A.2d at 401 (citing Teamsters, 431 U.S. at 335, n.15). 
1234  66 Pa. C.S. §§ 1501, 1505(a). 
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Section 501(a), moreover, grants the Commission broad authority, and imposes upon it a 

duty, to enforce and carry out the provisions and purposes of the Public Utility Code.1235  

 

The OCA notes that the Commission has previously used investigations and 

root-cause-type analyses as remedies for identified service-quality problems.  For 

example, in the Pennsylvania-American Water Company 2023 rate proceeding, the 

Commission found service-quality deficiencies and ordered an investigation into the 

quality-of-service problems and their causes, culminating in a root cause analysis 

report.1236  Likewise, in the 2023 Philadelphia Gas Works rate proceeding, the 

Commission ordered measures requiring the utility to analyze adverse trends and develop 

processes for addressing identified service problems.1237  

 

OCA argues that a root cause analysis is a reasonable remedy that aims to 

determine why there is a disparate impact.1238  It does not presume that Peoples 

intentionally discriminated.  It does not require the Company to abandon automated 

termination procedures merely because a statistical disparity exists.  And it does not 

dictate the ultimate cause of the disparity before that cause is known.  Instead, it requires 

Peoples to undertake a systematic investigation into why its termination procedures 

produce the demonstrated disparity and what changes, if any, are necessary to eliminate 

 
1235  66 Pa. C.S. § 501(a). 
1236  Pa. PUC v. Pa.-American Water Co., Docket Nos. R-2023-3043189 et al., 

Opinion and Order (July 22, 2024). 
1237  Pa. PUC v. Phila. Gas Works, Docket Nos. R-2023-3037933 et al., Opinion 

and Order (Nov. 9, 2024). 
1238  For example, the OCA did not recommend that the Commission give effect 

to any findings regarding the existence of a disparate impact resulting from Peoples’ 

termination procedures by making adjustments to Peoples’ cost of service, such as 

through the disallowance of specific expense allowances or through the rejection of 

Peoples requested management performance adder to its return on equity, despite its clear 

opportunity to do so. 66 Pa. C.S. §§ 523(a), 526(a). Rather, the OCA’s analysis 

determined that further investigation is required into the demonstrated disparate impact of 

Peoples’ termination procedures, not a penalty to the Company.  
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an inadequate or unreasonable service condition.  And the evidence presented by OCA 

witness Colton supports this remedy, and is sufficient to warrant the requested remedy in 

light of the limited nature of the remedy’s scope and its overall reasonableness. 

 

Therefore the OCA submits that the Commission should (1) find that the 

OCA has established a prima facie disparate impact case, (2) find that Peoples has not 

identified a sufficient explanation for the demonstrated disparity, and (3) order Peoples to 

conduct and submit a comprehensive root cause analysis of its nonpayment termination 

procedures.  

 

RECOMMENDATION 

 

In light of the arguments and evidence presented by OCA, I recommend 

that the Commission (1) find that the OCA has established a prima facie disparate impact 

case, (2) find that Peoples has not identified a sufficient explanation for the demonstrated 

disparity, and (3) order Peoples to conduct and submit a comprehensive root cause 

analysis of its nonpayment termination procedures.  Such an order is necessary to 

determine whether Peoples is providing adequate and reasonable service as required by 

Section 1501, 66 Pa.C.S. § 1501, and, if not, what changes are necessary to bring its 

termination practices into compliance with the Public Utility Code. 

 

41.  Rebilling/Back-Billing Data Tracking 

 

OCA witness Larkin-Connolly also reviewed Peoples’ billing and 

operational performance, particularly examining rebilling and back-billing events since 

2019.1239  Due to a vendor printing error in 2024, Peoples experienced a significant delay 

in the printing and mailing of bills for one month, affecting approximately 25% of 

 
1239  OCA St. 5 at 18.  



322 

 

Peoples’ residential customer base.1240  Peoples also experienced significant spikes in 

rebills and/or back-bills in March and October of 2024, which were not caused by the bill 

printing vendor disruption.1241  However, Peoples was unable to identify the rebill cause 

because it does not track the causes for such events.1242 

 

OCA witness Larkin-Connolly defined back-billing as “a make-up bill for 

service that was previously unbilled or underbilled because of a meter or meter-

communication failure, a missed or estimated read later corrected by an actual read, or a 

billing-system or account error.”1243  He defined rebilling as “the cancellation and 

reissuance of a bill to correct charges that were calculated incorrectly the first time.”1244 

Both terms are used to describe the Company’s request for a customer to pay non-current 

charges.1245 

 

Due to the significant number of rebills and back-bills issued in 2024 which 

the Company was not able to attribute to a particular cause, OCA witness 

Larkin- Connolly recommended that “Peoples maintain contemporaneous records of any 

back-billing or rebilling event affecting more than 100 customers from a common cause 

and be prepared to provide, in its next base rate case, complete information about the 

event, including the number of customers affected and the bill impact by customer, along 

with the dates and copies of any communications with Commission staff regarding the 

 
1240  OCA St. 5 at 20.  
1241  OCA St. 5 at 22.  
1242  OCA St. 5 at 22.  Peoples claimed that the cause of the rebills during these 

periods may be related to encoder-receiver-transmitter meter-reading devices, though 

Mr. Larkin-Connolly found that the number of rebills issued due to the encoder-receiver-

transmitter meter-reading devices error was too low to account for the significant number 

of rebills in 2024, comprising less than 2% of total rebills issued.  OCA St. 5 at 23.  
1243  OCA St. 5 at 21.  
1244  OCA St. 5 at 21.  
1245  OCA St. 5 at 21.  
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event.”1246  This recommendation is targeted to Mr. Larkin-Connolly’s concern that 

Peoples may treat back-billing or rebilling events “as operational blips rather than events 

warranting proactive attention and communication.”1247  Improved internal data 

collection will enable Peoples, the Commission, the OCA, and other advocates to better 

understand and advise on rebilling or back-billing events that impact a significant number 

of customers.  Absent adequate internal data collection, the OCA argues that Peoples will 

struggle to identify patterns to proactively target and address to ensure that its service 

remains compliant with the Public Utility Code.  

 

The Commission’s authority to implement the OCA’s recommendation is 

clear: 

 

Whenever the commission, after reasonable notice and 

hearing, upon its own motion or upon complaint, finds that 

the service or facilities of any public utility are 

unreasonable, unsafe, inadequate, insufficient, or 

unreasonably discriminatory, or otherwise in violation of 

this part, the commission shall determine and prescribe, by 

regulation or order, the reasonable, safe, adequate, 

sufficient, service or facilities to be observed, furnished, 

enforced, or employed, including all such repairs, changes, 

alterations, extensions, substitutions, or improvements in 

facilities as shall be reasonably necessary and proper for the 

safety, accommodation, and convenience of the public.1248 

 

The OCA has provided sufficient evidence to indicate that the Company’s data tracking 

for rebilling and back-billing events is inadequate to permit Peoples to identify the cause 

of significant events and has provided sufficient evidence for the Commission to 

determine and prescribe specific modifications to Peoples’ service to improve its 

adequacy.  The burden on the Company to begin tracking such data will be relatively 

 
1246  OCA St. 5SR at 11.  
1247  OCA St. 5 at 24.  
1248  66 Pa. C.S. § 1505(a).  
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minor.  Due to the narrowness and reasonableness of the OCA’s recommendation, the 

Commission should Order Peoples to begin recording data regarding rebilling and back-

billing events as described by OCA witness Larkin-Connolly.  

 

Mailed Cost Summaries 

 

OCA witness Larkin-Connolly further examined the engagement that 

Peoples customers have with their Peoples bills over time.  Based on his review of the 

data, Mr. Larkin-Connolly recommends that the Commission consider periodic mailed 

cost summaries for residential customers, showing usage and total billed amounts over 

time, “to preserve baseline visibility into utility costs for customers across all billing and 

payment arrangements.”1249  While this recommendation is not specific to Peoples or an 

identification of a deficiency in Peoples’ service, it is germane for the Commission to 

consider how utilities could improve customers’ relationship with their utility bills by 

being better informed about bill and usage trends over time.  

 

Specifically, Mr. Larkin-Connolly testified that: 

 

A customer who receives a paper bill and pays it manually 

each month has a recurring prompt to look at what they are 

being charged. A customer enrolled in both electronic 

billing and automatic payment has, by design, removed 

those prompts: the bill arrives in an inbox that may go 

unopened, and the payment leaves the account without any 

action required. That is a convenience many customers 

reasonably choose. But the combination tends to reduce 

month-to-month attention to the size and movement of the 

bill, and that reduced engagement has consequences for 

how billing or cost problems come to light.1250 

 

 
1249  OCA St. 5 at 43.  
1250  OCA St. 5 at 41-42.  
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Further, approximately 10% more non-CAP residential customers utilize both electronic 

billing and use AutoPay (11.1%) compared to CAP residential customers utilizing the 

same (1.3%).1251  Based on this data, OCA witness Larkin-Connolly concluded that bill 

engagement may be inversely related to income, as “a customer for whom the gas bill 

represents a larger share of household income has more reason to watch it closely each 

month.”1252  Due to higher levels of customer engagement with their monthly bills, CAP 

customers may be “the ones most likely to notice and report a billing or cost problem,” 

meaning that concerns over Peoples’ billing and service may “tend to be treated as 

affordability matters specific to that population rather than as early indicators of problems 

that may affect the broader customer base.”1253  

 

 For these reasons, the OCA recommends that the Commission consider, on 

a non-utility-specific basis, whether additional mailed cost summaries to utility customers 

could provide greater transparency into usage and payment amounts for customers over 

time.  Such mailed cost summaries would create an additional touch point between the 

utility and customer and may create greater awareness of billing concerns that are not 

affordability-related.1254   

 

OSBA 

 

The OSBA is not briefing this issue.1255  

 

 
1251  OCA St. 5 at 41.  
1252  OCA St. 5 at 42. 
1253  OCA St. 5 at 42.  
1254  OCA MB at 125-141. 
1255  OSBA MB at 16. 
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RECOMMENDATION 

 

I do not find the arguments compelling to recommend that the Commission 

follow the proposals of OCA regarding back-billing and mail cost summaries and 

therefore do not recommend that the Commission adopt these proposals.   

 

42.  INFORMAL AND FORMAL COMPLAINTS 

 

Peoples 

 

As Peoples witness Black testified, the classifications of informal 

complaints are subjective based on BCS staff’s attempt to place them in pre-defined 

categories.  The Company avers that it elevates formal complaints where necessary and 

always ensures that each is given specific treatment, care, and due consideration.1256 

 

43.  PAYMENT ARRANGEMENTS 

 

Residential Payment Arrangements 

 

Peoples 

 

The Company maintains that it offers payment arrangements to provide 

customers with the opportunity to pay off their arrears over time.  However, some 

customers choose to default on their payment arrangement for reasons outside of the 

Company’s control.1257  

 

 
1256  Peoples St. 10-R at 26-27.  
1257  Peoples St. 18-R at 5-6. 
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Payment Arrangements for SGS and MGS Customers 

 

Peoples 

 

Peoples notes that OSBA recommends that the Company add a “formal late 

payment plan to the SGS and MGS tariffs.”1258  OSBA also recommends that the 

Company track interactions in small business customers related to financial 

difficulties.1259 

 

The Company avers that it does commit to working with all customers 

facing financial difficulties, and but it does already offer SGS and MGS customers 

temporary holds to allow for payment, as well as payment arrangements.1260  

 

Use Of Social Security Numbers (“SSN”) 

 

Peoples argues that SSNs are an effective and consistent tool that the 

Company uses to identify its customers.1261  Company witness Parks explained that the 

Company uses SSNs to ensure that processes such as balance transfers, collection efforts, 

accounting, and bankruptcy administration are completed prudently and accurately.1262 

While Peoples recognizes the importance of protecting customer information, the 

appropriate data protection practices must be balanced with the need for this information.  

 

 
1258  OSBA St. 2 at 3. 
1259  Id. 
1260  Peoples St. 18-R at 22. 
1261  Peoples St. 18-R at 11-12. 
1262  Peoples St. 18-R at 12. 
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Customer Service Performance 

 

Peoples 

 

Call Center Performance and Staffing 

 

Peoples argues that the record supports Peoples’ position that the Company 

is strong in its live customer service interactions, in categories such as call abandonment, 

speed of answer, wait time, and ability to reach a representative. Additionally, the 

Company actively and prudently manages its staffing needs in response to seasonal call 

volume increases as well as overall operational performance and customer service 

strategy.1263 

 

2024 Billing Events 

 

Peoples 

 

Peoples noted that OCA raised concerns with two separate billing events 

that occurred in 2024.  The first is when the Company’s bill print vendor abruptly closed, 

and certain files were missed in the transition to a new vendor, resulting in a delay in the 

printing and mailing of bills for some customers for one month (“Print Vendor 

Event”).1264 OCA’s concern with the Print Vendor Event was the method by which it 

came to the Commission’s attention: independent observation by BCS staff and a 

member of the Consumer Advisory Council, as well as whether Peoples was properly 

internally monitoring the situation and impacts to affected customers.1265  

 

 
1263  Peoples St. 18-R at 14-15. 
1264  OCA St. 5 at 20. 
1265  OCA St. 5 at 23. 
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The Company explained that it did notify BCS upon identification of the 

issue.1266 Peoples also took steps to protect its customers in light of this event that were 

not acknowledged by OCA, namely: removal of late payment charges or issuance of 

credits, posting of customer notifications in multiple locations, and the addition of 

messaging to the Company’s IVR system.1267 This isolated Print Vendor Event required a 

system-related mass adjustment, but not the rebilling of previously underbilled or 

unbilled service, and all customer accounts were made whole.  

 

The Company maintains that it self-reports billing events consistent with 

regulatory obligations, and denies that it is lacking in control, records, or transparency 

regarding billing events.1268 Billing events must be evaluated on a case-by-case basis as 

they vary in cause, scope, timing, impact, remediation, customer service and 

communication, and regulatory requirements.1269 The requirement that separate records 

be maintained for each event affecting more than 100 customers would be a highly 

ineffective use of the Company’s time and resources,1270 

 

Bill Engagement 

 

Peoples 

 

Peoples argues that this rate case is not the appropriate forum for the 

Commission to consider the broad issue of statewide bill engagement. Further, the 

recommendation is redundant because the Company already provides customers with 

 
1266  Peoples St. 16-R at 16-17.  
1267  Peoples St. 18-R at 16-17. 
1268  Peoples St. 18-RJ at 7. 
1269  Id. 
1270  Id. 
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their specific information, including account statements, as requested, and the 

information is readily available online.1271  

 

I&E 

I&E did not present testimony on specific customer service and quality of 

service issues.1272  

 

OSBA 

 

The OSBA is not briefing this issue.1273  

 

CAUSE-PA 

 

CAUSE-PA respectfully urges the Commission to adopt the 

recommendation of OCA witness Colton that Peoples be required to conduct an 

independent root cause analysis to determine what is driving the disproportionate level of 

utility disconnections within the Company’s service territory.1274 Mr. Colton 

recommended that, “Once this root cause analysis is conducted, Peoples should commit 

to taking steps to address the cause with the commitment of reducing the disproportionate 

level of disconnections.  The extent to which Peoples mitigates the disproportionate 

disconnection of service for nonpayment in zip codes with high penetrations of Black 

households should be reviewed in Peoples next base rate case.”1275 

 

 
1271  Peoples St. 18-R at 20-21; Peoples MB at 125-131. 
1272  I&E MB at 58. 
1273  OSBA MB at 16. 
1274  OCA St. 4 at 4-5, 51-57. 
1275  Id. at 56. 
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Mr. Colton based this recommendation on a disparate impact test that 

determined that the nonpayment disconnections employed by Peoples have a disparate 

impact on Black and African- American populations.1276 He found: 

 

• While 30.07% of all residential customers live in 

Above-Average Black zip codes (householders), 42.97% of 

all residential nonpayment disconnections occur in those 

zip codes. Similarly, while 30.92% of all residential 

customers live in Above-Average Black zip codes 

(population), 43.80% of all residential nonpayment 

disconnections occur in those zip codes.1277 

 

• The pattern does not change if the data is limited to 

Confirmed Low-Income customers (rather than extending 

to all residential customers). While 32.73% of all 

Confirmed Low-Income customers live in Above-Average 

Black zip codes (householders), 45.42% of all Confirmed 

Low-Income nonpayment disconnections occur in those zip 

codes. Similarly, while 33.40% of all Confirmed Low-

Income customers live in Above-Average Black zip codes 

(population), 46.13% of all Confirmed Low-Income 

nonpayment disconnections occur in those zip codes.1278 

 

He noted that these disparate impacts are not unique to peoples, pointing to 

an article in The Electricity Journal finding that neighborhoods with a greater 

concentration of people of color is associated with a meaningfully higher involuntary 

disconnection rate, even after controlling for economic and demographic factors.1279 

 

Mr. Colton noted that the disparate impact test was not a finding of 

intentional discrimination and that Peoples may not even be aware of the correlation.1280 

 
1276  Id. at 51-55. 
1277  Id. at 54. 
1278  Id. 
1279  OCA St. 4 at 55. 
1280  Id. at 51. 
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However, he explained that the lack of intentionality, neither addresses nor remedies the 

fact that Peoples disproportionately disconnects service to Black households for 

nonpayment and that it is important to shed light on to this disparate impact to ensure that 

it can be remedied in the near term.1281 The lack of intentionality does not negate the need 

for Peoples and the Commission to take proactive steps toward fostering equity in the 

electric system through the principles of energy justice.1282 

 

In rebuttal, Peoples did not dispute that Peoples disproportionately 

disconnects service for nonpayment in communities with higher than average numbers of 

persons of color.1283 Peoples witness Black provided heatmaps examining energy burdens 

and “risk of pipe freeze,” with the goal of noting where to promote universal service 

programs and identify at risk accounts due to high energy burdens for outreach.1284 She 

argued that Peoples does not need to develop a root cause analysis of the cause for 

racially disproportionate nonpayment disconnections because Peoples “has already 

identified CAP eligible CLI populations in these geographical areas of concern.”1285 

However, as Mr. Colton points out, she seemingly concedes that the goals of the heat 

maps are not to identify racial disparities, to understand why those disparities exist, or to 

develop responses to redress those disparities.1286 

 

Further, Ms. Black  does not explain why she believes improving energy 

burdens is the sole remedy to the disproportionate disconnection of service to 

communities of color, nor does she identify any relationship between the disproportionate 

disconnection of service to communities of color and the lack of CAP enrollment in those 

 
1281  Id. at 51. 
1282  Id. at 55-56. 
1283  OCA St. 4-SR at 19; Peoples St. 10-SR at 16-18. 
1284  Peoples St. 10-R at 17-18. 
1285  Id. at 18. 
1286  OCA St. 4-SR at 20. 
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communities.1287 She also fails to explain how reviewing “results of our outreach 

activities, specifically as it pertains to the use of the heat maps,” would be expected to 

remedy the disconnection of service for nonpayment in communities of color.1288 Thus, 

while the heatmaps may be a useful tool for general CAP outreach, they do not address 

the cause of the disproportionate nonpayment disconnections in communities of color 

identified in Mr. Colton’s direct.1289 

 

In rejoinder testimony, Ms. Black argues that Mr. Colton did not prove that 

the households disconnected were actually households of color, because he relied on 

census based zip-code data.1290 She argues that Peoples cannot confirm how many 

households of color it terminates because the Company does not collect racial data about 

its customers.1291 However, Mr. Colton specifically explained that his analysis controlled 

for income status and other economic factors by comparing majority Black zip codes to 

all other zip codes.1292 Further, the findings of disproportionate impact were consistent 

both when based on the number of households where the householder is Black and when 

based on the percentage of Black population.1293 The fact that Peoples does not collect 

racial data on the households it terminates does not excuse the Company from the 

obligation to address the disparate impacts identified in Mr. Colton’s direct testimony. 

Peoples should not be able to deny the existence of racial disparities simply because it 

does not collect data that would confirm the existence of those disparities. 

 

Such data is likely a necessary component of the root cause analysis 

recommended by Mr. Colton. Peoples should be required to address the cause of, and 

 
1287  Id. at 19. 
1288  Id. at 20. 
1289  OCA St. 4-SR at 19. 
1290  Peoples St. 10-RJ at 12. 
1291  Id. 
1292  OCA St. 4 at 52-53. 
1293  Id. 
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potential mechanisms through which to redress, the disproportionate nonpayment 

disconnections in communities of color identified by Mr. Colton.1294   

 

RECOMMENDATION 

 

For similar reasons discussed above regarding OCA’s arguments on 

disparate impact and proposals to address it, I recommend that the Commission issue the 

Order as discussed above in light of CAUSE-PA’s arguments. 

 

44.  PROPOSED TARIFF CHANGES  

 

Rate Cap 

 

Recreational Gas Use 

 

Peoples 

 

Peoples proposed to revise its tariff to provide that customers enrolled in 

CAP may not use natural gas for recreational purposes, such as pool heaters and/or hot 

tubs, recreational appliances, outdoor appliances, and heated outdoor buildings.1295 Under 

this proposed revision, CAP customers who use natural gas for recreational purposes will 

be removed from CAP, and may re-enroll upon verification that the natural gas 

connection to the recreational appliance has been removed. This proposed revision would 

memorialize and clarify language that is already contained within the Company’s 

USECP, prohibiting recreational natural gas use.  Peoples maintains that this provision is 

 
1294  CAUSE-PA MB at 94-97. 
1295  Peoples St. 13 at 5; Peoples St. 10 at 8. 
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intended to protect non-CAP customers from bearing unnecessary costs by ensuring that 

natural gas used in this program is used appropriately.1296  

 

Peoples emphasizes that the prohibition of recreational natural gas use is an 

existing provision within the Company’s Commission-approved USECP.  Additionally, 

neither opposing party recognizes that Peoples already enforces this provision, and, 

indeed, the Company can be and has been penalized where it fails to identify recreational 

natural gas use.1297 

 

As explained in the rebuttal testimony of Company witness Black, in 

consideration of points raised by both CAUSE-PA and OCA, Peoples has agreed to 

revise its proposed tariff provision in order to remove certain appliances, such as gas 

grills, from the tariff language, and to remove the provision that customers will be billed 

for unjustified recreational gas usage.  The proposed revisions also memorialize another 

practice of the Company, which is that customers may submit verification of a medical 

need in order to exempt an appliance from this provision.1298 

 

The Company’s revisions to its proposed tariff language regarding 

recreational gas usage allows Peoples to meet its objective of memorializing long-

standing USECP language within its tariff to promote transparency and clarity, while also 

addressing the concerns of CAUSE-PA and OCA. CAUSE-PA has indicated that 

Peoples’ proposed revisions to this provision are reasonable and address its concerns.1299  

 

 
1296  Peoples St. 10 at 10-11; Peoples MB at 132. 
1297  Peoples St. 10-R at 3-4. 
1298  Id. 
1299  CAUSE-PA St. 1-SR at 43; Peoples MB at 133. 
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I&E 

 

I&E did not present testimony on specific issues regarding the Company’s 

proposed tariff changes.1300  

 

OCA 

 

As part of its filing, Peoples requested authorization to implement four 

modifications to its distribution service tariff that the OCA recommends the Commission 

deny because of concerns raised by both OCA witness Colton and OCA witness Larkin-

Connolly. 

 

OSBA 

 

The OSBA is not briefing this issue.1301  

 

CAUSE-PA 

 

CAUSE-PA does not take a position on proposed tariff changes.1302  

 

RECOMMENDATION 

 

I recommend that the Commission accept the Tariff changes proposed by 

Peoples, especially in light of its consideration of the other parties’ positions and 

adoption of some of those positions. 

 

 
1300  I&E MB at 13, 58. 
1301  OSBA MB at16. 
1302  CAUSE-PA MB at 97. 



337 

 

Nonliability/Limitation of Liability 

 

Peoples proposes to expand language limiting the Company’s liability for 

service-related damages and emphasizing that customers are responsible for protecting 

their premises from damages associated with interruption of gas service, including when 

a property is vacant or unoccupied.  The proposed language also appears to limit recovery 

for incidental, indirect, special, and consequential damages and cap other damages absent 

willful or wanton misconduct. 

 

The OCA recommends that the request to tighten this provision be denied 

because, as described supra, Peoples customers are increasingly submitting informal and 

formal complaints related to damage to their property associated with Peoples’ 

construction activities.1303 While liability limits are not inherently unreasonable, OCA 

witness Larkin-Connolly testified that the Company’s current liability limits are 

sufficiently protective.1304 Namely, the current tariff provisions “already protect the 

Company from open-ended liability exposure.”1305 For purposes of Section 1501 of the 

Public Utility Code, the proposed tariff revision is unreasonable and should be rejected as 

too restrictive, in light of the increasing number of damage-related complaints.1306 

 

Dishonored Payments 

 

Peoples proposes language to the Billing and Payment section (Rule 10) of 

the Rules and Regulation of its retail tariff, that will allow the Company to require 

certified funds to prevent termination or restore service where the customer has a history 

 
1303  OCA St. 5 at 45.  
1304  OCA St. 5 at 45.  
1305  OCA St. 5 at 45.  
1306  66 Pa. C.S. § 1501 (“every public utility may have reasonable rules and 

regulations governing the conditions under which it shall be required to render service”) 

(emphasis added).  
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of returned payments or has not demonstrated a good-faith effort to pay within the prior 

12 months.  It also proposes authority to remove a customer from eAccount or other 

online payment options if it detects “abuse” of those platforms, including repeated 

cancellations of online payments. 

 

OCA witness Larkin-Connolly testified “that the proposed language 

reserves broad discretionary authority for the Company without establishing any criteria, 

notice requirements, or review process.”1307 Specifically, the proposed tariff change: 

 

[A]llows Peoples to require certified funds or the ability to 

remove a customer from electronic payment options based 

on its own assessment that the customer has a history of 

returned payments or has not demonstrated good-faith 

payment effort within the prior twelve months. There is no 

definition of what constitutes a history of returned 

payments, no minimum threshold before the restriction 

applies, no requirement that the Company notify the 

customer or BCS before acting, and no mechanism for the 

customer to contest the determination.1308 

 

Peoples’ proposed change is not proportionate to the burden placed on customers if they 

are not permitted to pay by check or online, meaning that they “must obtain a money 

order or cashier’s check, which adds cost and inconvenience that falls hardest on 

customers with limited banking access,” without imposing procedural guardrails to 

protect and adequately inform customers.1309 While Peoples claims that notifying 

customers that a payment was returned is sufficient to notify customers that they are, 

going forward, prohibited from paying by check or eAccount, a returned payment notice 

is insufficient to inform a customer that they have a demonstrated pattern of returned 

 
1307  OCA St. 5 at 45.  
1308  OCA St. 5 at 45-46.  
1309  OCA St. 5 at 46.  
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payments which warrants fewer payment options.1310 As a result, the proposed tariff 

change is unreasonable, and the Commission should reject it.  

 

Cap Restrictions on Recreational Gas Use 

 

Peoples proposes to remove CAP customers from the program for engaging 

in “recreational gas use.”1311 The proposal would permit re-enrollment only after 

verification that the recreational gas connection has been removed. The Commission 

should reject this proposal because Peoples has not demonstrated that the proposed 

restriction addresses a material problem or established an administratively reasonable 

method for enforcing it.1312 

 

As Mr. Colton testified, the proposal is particularly problematic because 

Peoples has not adequately defined what constitutes recreational use.1313 Instead, Peoples 

provides a list which is ambiguously expanded through the use of the terms “such as, but 

not limited to.”1314 The Company does not explain how it would determine whether a 

particular appliance is being used for a prohibited purpose.1315 Nor does it explain how 

Peoples would determine the frequency or extent of the allegedly prohibited use for 

purposes of billing the customer for “unjustified usage.”1316 

 

The proposal creates a significant risk of erroneous CAP termination 

without an adequate corresponding appeal mechanism concerning the amount of alleged 

 
1310  OCA St. 5SR at 8.  
1311  Peoples St. 10 at 8. 
1312  OCA St. 4 at 65-66. 
1313  Id. at 65. 
1314  Id. (quoting Peoples St. 10 at 8). 
1315  Id. 
1316  Id. at 66. 
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“unjustified” usage.1317 OCA witness Colton explained enforcement would itself impose 

expenses which may exceed the cost for providing CAP credits for such an “unjustified 

use,” including the “cost of (1) policing CAP participants to determine whether, and to 

what extent, such use is occurring; (2) enforcing the ban through the removal of CAP 

participants and determining the appropriate amount to be billed for the ‘unjustified use;’ 

and (3) collecting that billing for the unjustified use.”1318  

 

Peoples witness Black attempts to justify this tariff change by claiming that 

“pool heaters are the key appliance for which this provision is targeted” and explaining 

the process for identifying the “unjustified use” of a pool heater while on CAP. This 

explanation, however, does not justify the use of the open-ended terms “such as, but not 

limited to” and does not ease the OCA’s concerns that Peoples could arbitrarily remove 

low-income customers from CAP without remedy. The proposal should therefore be 

denied as an unnecessary and potentially harmful restriction on assistance to customers 

who are already experiencing affordability problems. 

 

OCA witness Larkin-Connolly found that “Peoples has not established that 

recreational gas use by CAP customers is a material or widespread problem.”1319 In its 

rebuttal testimony, Peoples modified its initial proposal to eliminate the list of appliances 

it identified as recreational1320 and only specify pool heaters, in addition to permitting a 

demonstration of medical necessity for the “recreational” appliance.1321 Though the OCA 

accepts Peoples’ addition of a medical-necessity certification option in its rebuttal 

 
1317  Id. 
1318  Id. 
1319  OCA St. 5 at 46.  
1320  Including, “but not limited to, interior or exterior pool heaters and/or hot 

tubs, recreational appliances, outdoor appliances such as gas grills, fire pits/rings, 

fireplaces, gas lamps, heaters and other cooking appliances, and heated outdoor buildings 

such as a shed, shop or garage…” Peoples St. 10-R at 4-5.  
1321  Peoples St. 10-R at 4-5.  
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testimony1322 as an improvement to the as-filed proposal, its underlying concerns are 

unaddressed.  Neither proposal “includes any notice, review, or contestability process 

before a customer is removed from CAP.”1323  

 

As proposed, Peoples is vested with significant discretion to remove 

customers from CAP without providing notice to the customer of the potential for 

removal.  Namely, Peoples uses usage statistics to “flag” customer accounts that the 

Company suspects of recreational usage.1324 Once notified that the account’s enrollment 

in CAP has been suspended, the customer can “restore participation in CAP” if and only 

if they provide documentation that the appliance is medically necessary.1325 The 

Company’s proposal does not consider (1) that its “flag” could be incorrect and there 

could be another reason for increased natural gas consumption or (2) that a customer 

would halt usage of a recreational compliance if they are made aware ex ante that they 

would be removed from CAP.1326  

 

RECOMMENDATION 

 

I am in agreement with the proposals offered by Peoples and recommend 

that the Commission accept same. 

 

 
1322  Peoples St. 10-R at 4-5. 
1323  OCA St. 5SR at 9.  
1324  Peoples St. 10-RJ at 8.  
1325  Peoples St. 10-RJ at 8.  
1326  OCA MB at 141-145. 



342 

 

45.  Fraud 

 

Peoples 

 

Peoples proposed a tariff revision that would allow the Company to hold 

customers who fraudulently obtain CAP benefits accountable for the cost of those 

benefits.1327  This provision is intended to protect non-CAP customers from bearing 

unnecessary costs by ensuring that only those individuals who are eligible for CAP 

benefits are receiving them.1328  With respect to the dispute process, the Company 

handles each case of suspected fraud on a case-by-case basis.  There is careful review, 

flexibility, and communication with the customer involved in each of these cases, and 

Peoples does not intend to apply this tariff provision in a careless or overreaching 

manner.1329 OCA characterizes the level of fraudulent CAP use as de minimums but fails 

to acknowledge that each dollar identified through the implementation of this tariff 

provision is a dollar saved by Peoples’ customers.1330   

 

OCA 

 

The OCA asks the Commission to reject the Company’s, as fraud is not 

clearly defined, and the term is too broad and does not encompass everything the 

Company intends for it to include.1331   

 

 
1327  Peoples St. 13 at 5; Peoples St. 10 at 8. 
1328  Peoples St. 10 at 10-11. 
1329  Peoples St. 10-R at 8. 
1330  OCA St. 4SR at 15-16; Peoples MB at 133-134. 
1331  OCA MB at 145 -148. 
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CAUSE-PA 

 

CAUSE-PA notes Peoples’ proposed CAP fraud provision # 10 has a 

dangerous level of subjectivity that could lead to customers who are low-income 

customers being unjustifiably removed from CAP, leading to service termination.1332 

Furthermore, there is no substantial evidence in the record to demonstrate that this 

process is necessary or that Peoples’ existing policies are insufficient. CAUSE-PA is 

further concerned that this danger is even more pronounced considering that Peoples does 

not conduct its own income screening of CAP applicants, because that duty is performed 

by its CAP administrator, Dollar Energy Fund.1333 This system adds another layer of 

uncertainty as to whether, if a customer is over income, whether that customer was 

mistaken or whether an error was made in the processing of the income 

documentation.1334 

 

CAUSE-PA notes that when asked how the Company intends to identify 

whether a customer “obtained benefits through fraudulent means," the Company indicates 

that: 

 

CAUSE-PA maintains that these situations are typically identified through 

a review of high usage accounts. For example, upon review, if the Company identifies the 

high usage is due to a large residence with significant property value and if there is no 

history of applying for or receiving LIHEAP and if there is undocumented income such 

as completion of the zero income form or 'other' income form or an appearance of 

unreported income, the Company will investigate further to determine if there are 

 
1332  CAUSE-PA St. 1 at 71. 
1333  Id. 
1334  CAUSE-PA St. 1 at 71. 
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publicly available indications of unreported income (i.e. owns their own business, 

etc.).1335 

 

This methodology is rife with subjectivity as to what the Company would 

allege to be CAP fraud based upon the “appearance of unreported income” and the 

indications of unreported income would include if a customer owned their own 

business.1336 Mr. Cicero explained that “there are many situations where low-income 

customers could be classified as small business owners. Low-income customers are often 

subject to jobs that classify them as independent contractors, such as restaurants, salons, 

ride shares, and delivery applications, etc.”1337 He further explained that there are many 

situations where owners of small businesses fall upon tough times and would qualify as 

low-income customers due to decreased revenues and increased expenses.1338 

 

CAUSE-PA submits that if Peoples were to implement its proposed CAP fraud provision, 

the process must be more clearly defined and objective. Peoples indicated that it has not 

developed a way for customers to dispute allegations of CAP fraud other than its existing 

dispute process and their ability to contact the Commission’s Bureau of Consumer 

Services.1339   

 

 
1335  Id. at 71, Appendix B: Peoples’ Response to CAUSE-PA VI-002(b). 
1336  CAUSE-PA St. 1 at 71. 
1337  CAUSE-PA St. 1 at 71-72. 
1338  Id. at 72. 
1339  CAUSE-PA St. 1 at 72, Appendix B: Peoples’ Response to CAUSE-PA VI-

002(c); CAUSE-PA MB at 86-87. 
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46.  RIDER UNIVERSAL SERVICE 

 

Costs Associated with CARES 

 

Peoples 

 

Peoples proposes to revise Rider USP to include outreach costs related to 

the Customer Assistance, Referral, and Evaluation Services (“CARES”) program.1340 

CARES is the only one of the Company’s Commission-required, core USECP programs 

which is not currently supported through Rider USP.1341 Specifically, Peoples is 

proposing the recovery of dedicated costs of outreach and consumer education discussed 

in its CEOP, which include the costs of the Peoples Energy Analytics (“PEA”) 

partnership, as well as communications costs related to LIHEAP and universal service 

program advertising.  As a part of this proposal, Peoples is not proposing to include costs 

related to internal labor or employee expenses related to outreach events or CARES 

support of vulnerable customers.1342  

 

Independent Program Evaluation Costs  

 

Peoples 

 

Peoples proposed to include third party costs associated with the 

Independent Evaluation of its universal service programs in Rider USP, as is required by 

Peoples to comply with a BCS requirement to submit such evaluation on a recurrent 

basis.  

 

 
1340  Peoples St. 10 at 9. 
1341  Id. at p. 12. 
1342  Peoples MB at 135. 
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CAUSE-PA expressed concern with recovering these costs through the 

Rider and argued that the Company should continue to recover independent evaluation 

costs through base rates.1343 CAUSE-PA again points to the Commission’s decision 

rejecting Columbia’s inclusion of staffing related costs in its universal services rider.  

 

Peoples argues that the Commission’s rationale for rejecting recovery of the 

costs through the rider in the Columbia case is not applicable here. Columbia’s proposed 

costs pertained to the administration of Universal Services programs and energy 

assistance activities, and not expressly to independent evaluators.1344 Additionally, 

Columbia’s costs were related to additional workload and staffing, not to third party 

evaluation pursuant to a BCS requirement as is the case here.  Again, the Commission’s 

decision to reject Columbia’s proposal was related to concerns over fluctuation in internal 

staffing,1345 which has little to do with the inclusion of independent evaluator costs within 

Rider USP, as is proposed here. 

 

Peoples submits that it is reasonable for the Company to include costs 

related to the independent evaluation of universal service programs within Rider 

Universal Service.  CAUSE-PA’s arguments are inapplicable to the facts of this case and 

should be rejected.  

 

Other Changes to Rider USP 
 

Peoples 

 

Peoples proposed two other revisions to Rider USP.  First, the Company 

proposed to remove the reference to the ‘Community Partnership for Weatherization’, 

 
1343  CAUSE-PA St. 1 at 75-76. 
1344  Columbia 2025 at 335. 
1345  Id. at 337. 
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which is a program that was discontinued several years ago.1346 Next, Peoples proposed 

to update the name of the Emergency Furnace Service Line Repair Program to maintain 

consistency with the USECP. 

 

No party challenged these proposed revisions.  Peoples submits that the 

revisions are reasonable and in the public interest and should be approved without 

modification. 

 

RECOMMENDATION 

 

As no party challenged the proposed revisions, I recommend that the 

Commission accept the revisions without modification. 

 

47.  NONLIABILITY OF COMPANY/LIMITATION OF LIABILITY 

 

Peoples 

 

Peoples proposed a revision to Rule 8 of its tariff regarding nonliability or 

limitation of liability.  This proposed revision clarifies that a customer is responsible for 

their own property and to protect it from damage, regardless of the inhabited status of the 

property.1347 

 

Peoples maintains that the proposed tariff language represents a 

clarification rather than an additional limitation on liability.  The first proposed revision, 

regarding inhabitation or vacancy of property, clarifies the fact that property-owning 

customers are liable for the maintenance of their own property, even if they leave that 

 
1346  Peoples St. 10 at 9. 
1347  Peoples St. 13 at 4. 
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property for a period of time.  OCA argues that a plain reading of the language as 

proposed is that property damage is the responsibility of the customer where that property 

damage is not due to identifiable negligence on the part of Peoples.1348  However, this is 

precisely the point of the revisions, as it is consistent with the long-standing theory that 

the Company is not liable for interruptions of service, absent negligence.1349 The second 

revision, regarding types of damage, is also a mere clarification, being proposed for the 

purpose of transparency and clarity where damages are concerned. The first and second 

proposed revisions do not substantively change the meaning of Rule 8; rather, these 

revisions have the effect of clarifying existing provisions consistent with existing 

language, theory, and treatment of the provisions.  Finally, to the third revision which 

concerns changes made to property after equipment is installed, this language is not 

inconsistent with that in other utilities’ Commission-approved tariffs, and it is reasonable 

to include this language within the tariff that protects the Company from liability in the 

case of an unknown hazard or change made to property after the Company has installed 

its equipment.1350 

 

48.  DISHONORED PAYMENTS  

 

Peoples 

 

Peoples proposed a revision to Rule 10 of its tariff regarding dishonored 

payments.  This revision would reserve the Company’s right to require a payment to 

prevent service termination or restore service if the customer has failed to demonstrate a 

good faith effort to make a payment within the preceding twelve-month period.1351 It 

 
1348  OCA St. 5SR at 8. 
1349  Peoples St. 13-R at 4. 
1350  Peoples St. 13-R at 4-5.  
1351  Peoples St. 13 at 4-5. 
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would also provide Peoples with the right to remove a customer from using online 

payment methods if abuse of those platforms is detected. 

 

Peoples argues that the proposed additions to Rule 10 protect the Company 

from operational burdens, increased collections costs, and prevent growing arrears.1352 

Further, OCA avers that the language lacks a certain level of specificity, while ignoring 

the fact that the language is tailored to customers with a specific history of dishonored 

payments.  Contrary to OCA’s assertions, customers are noticed when payments are 

returned.  

 

Further, it is not a new practice for Peoples to disallow checks after 

repeated instances of returned payments, which is consistent with the Commission’s 

regulations at Section 56.94.1353 Indeed, with respect to returned payment history, the 

Company’s proposed tariff language is more limited than that in the regulations.  The 

Rule 10 language requires a history of returned payments, where the regulations merely 

require a single returned or stopped payment to apply.1354 Importantly, the additions 

proposed by the Company do not deprive customers of the ability to make payments. The 

additions allow the Company to exercise reasonable discretion in managing arrears and 

collection activities efficiently.  

 

49.  OTHER TARIFF REVISIONS 

 

Peoples 

 

Peoples proposed several other tariff revisions related to customer 

connection and extension of facilities, an update to the docket number and formula listed 

 
1352  Peoples St. 13-R at 5. 
1353  52 Pa. Code § 56.94. 
1354  Id.; Peoples St. 13-R at 6. 
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in the WNA section, and the Rate MLS right of first refusal.  No party opposed these 

tariff revisions.  The proposed tariff revisions are reasonable and in the public interest 

and should be approved without modification.1355  

 

RECOMMENDATION 

 

I recommend that the Commission adopt the proposals as set forth by 

Peoples. 

. 

50. SAFETY  

 

Damage Prevention 

 

Peoples 

 

Peoples notes that OCA Witness Gobrecht made several recommendations 

with respect to the Company’s damage prevention.1356 As Company witness Ravenstahl 

explained, the Company is generally willing to accept Mr. Gobrecht’s recommendations 

but suggests modifying the recommendations to add further clarity in certain areas. For 

example, Mr. Gobrecht asks the Company to assess all first and second party damages, 

but the Company already performs a root cause analysis on every first and second party 

damage.  Since Mr. Gobrecht expresses concerns over three specific causes of damages, 

the Company proposes to tailor the recommendations to address those three causes.  

 

The Company’s recommendations are as follows:1357 

 

 
1355  Peoples MB at 136-141. 
1356  I&E St. 4 at 13-15.  
1357  Peoples St. 8-RJ at 4-5.  
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1) The Company agrees to continue performing root cause analyses of 

utility fault damages to determine areas of improvement; 

 

2) The Company agrees that Peoples employees and contractors (as well 

as locator personnel) will receive additional training to address 

damage trends on Peoples system; 

 

3) The Company agrees to create a QA/QC program to assess causes of 

damages related to (1) mapping errors, (2) lines not marked and (3) 

lines marked incorrectly to determine areas of improvements to 

reduce damages.  

 

 The Company also agrees to meet with I&E periodically to review its root 

cause analyses and the metrics related to the specific causes of damages.1358  

 

I&E 

 

I&E recommends that (1) Peoples review its first and second party damages to 

determine the resolution to these issues; (2) that Peoples’ employees and contractors as 

well as locator personnel receive additional training to address the increasing trends of 

damages; and (3) that Peoples create a QA/QC program along with various metrics to 

analyze and assess its Damage Prevention Program for improvements to reduce damages.  

I&E recommends that Peoples provide I&E’s Pipeline Safety Division a list of metrics 

and root cause procedures that Peoples will use to analyze their Damage Prevention 

Program by October 2026, and then, beginning in 2027, that Peoples schedule quarterly 

meetings with I&E’s Pipeline Safety Division to review the root cause investigations that 

were performed along with the metrics that were created to show Peoples is driving down 

its damage numbers on its facilities. 

 

 
1358  Peoples MB at 142. 
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 I&E recommends that the Company implement a pilot program utilizing 

500 to 1,000 Smart Remote Methane Detectors (“SRMDs”) to allow for a study of the 

devices’ effectiveness as well as the use of Advanced Metering Infrastructure (“AMI”) 

and LoRaWAN or other communication technologies for notification methodology 

utilized by these devices as part of its pilot program.  I&E also recommends that Peoples 

use a risk-based approach to determine the location that best maximizes the effectiveness 

of the methane detector pilot program.1359  

 

OCA 

 

The OCA did not present testimony regarding this issue.1360  

 

CAUSE-PA 

 

  CAUSE-PA did not take a position on this issue.1361   

 

RECOMMENDATION 

 As Peoples has considered the other parties’ positions and incorporated them 

into its proposals, I recommend that the Commission accept Peoples’ proposals as follows: 

1) The Company agrees to continue performing root cause analyses of 

utility fault damages to determine areas of improvement; 

 

2) The Company agrees that Peoples employees and contractors (as well 

as locator personnel) will receive additional training to address 

damage trends on Peoples system; 

 

 
1359  I&E MB at 13-14, 58-59. 
1360  OCA MB at 150. 
1361  CAUSE-PA MB at 99. 



353 

 

3) The Company agrees to create a QA/QC program to assess causes of 

damages related to (1) mapping errors, (2) lines not marked and (3) 

lines marked incorrectly to determine areas of improvements to 

reduce damages.  

 

            4) The Company also agrees to meet with I&E periodically to review its 

root cause analyses and the metrics related to the specific causes of damages. 

 

51.  METHANE DETECTION  

 

Peoples 

 

In surrebuttal testimony, Mr. Gobrecht recommends that Peoples 

implement a pilot program of methane detectors, whether smart or simply audible, to 

benefit overall public safety.1362 

 

The Company understands the importance of I&E’s recommendation and 

agrees to explore the feasibility of methane detection across its territory so long as it is 

afforded the flexibility and time to evaluate the feasibility of methane detection prior to 

any mandated deployment of a specific methane detection technology. Currently, the 

Company does not have the network capability to centrally monitor smart methane 

detection equipment as Advanced Metering Infrastructure is not deployed across Peoples’ 

territory. As such, the Company is agreeable to begin with an assessment of audible 

methane detection. Specifically, the Company is willing to implement a methane 

detection pilot which will include but is not limited to:1363 (i) the evaluation of available 

methane detection technology equipment such as local audible alarm, (ii) the operational 

impacts and requirements associated with the methane detection equipment, (iii) the legal 

and regulatory implications of deploying methane detection across the Peoples’ service 

territory, (iv) customer interest in methane detection; and the remote communication 

 
1362  I&E St. 4-SR at 6.  
1363  Peoples St. 6-RJ at 3-4.  
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capabilities of that methane detection and Peoples’ systems. As part of its pilot, the 

Company agrees to monitor related expenses. The Company will report on the results of 

its pilot in its next base rate proceeding.1364  

 

I&E 

 

I&E notes that this issue was raised by I&E’s Pipeline Safety Division in 

the direct testimony of I&E witness Gobrecht.  Mr. Gobrecht highlighted the usefulness 

and safety benefits of methane detectors within structures and the ability of real-time 

smart reporting technology to simultaneously notify the customer and the emergency gas 

response officials to potentially hazardous situations.1365  Mr. Gobrecht also opined that 

implementation of a methane detector pilot program would provide Peoples’ customers 

with a safety tool that provides early warning alarms signaling a gas leak and a 

potentially hazardous situation.1366  Implementing an early warning audible alarm will 

afford additional time to safely evacuate and notify the emergency response officials.1367    

 

I&E recommended that the Company implement a pilot program utilizing 

500 to 1,000 Smart Remote Methane Detectors (“SRMDs”) to allow for a study of the 

devices’ effectiveness as well as the use of Advanced Metering Infrastructure (“AMI”) 

and LoRaWAN or other communication technologies for notification methodology 

utilized by these devices as part of its pilot program.1368  I&E also recommended that 

Peoples use a risk-based approach to determine the location that best maximizes the 

effectiveness of the methane detector pilot program.1369   

 

 
1364  Peoples MB at 142-143. 
1365  I&E St. 4 at 16-19.   
1366  Id.   
1367  Id. 
1368  Id. at 20-21. 
1369  Id. at 21. 
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In consideration of all of the record evidence submitted by I&E witness 

Gobrecht, I&E continues to recommend Peoples implement a methane detector pilot 

program, using either audible detectors or SRMDs, to study its effectiveness and to 

monitor expenses.1370  

 

RECOMMENDATION 

 

I recommend that the Commission accept the recommendations of I&E, as 

supported by its witness Gobrecht.  I&E continues to recommend Peoples implement a 

methane detector pilot program, using either audible detectors or SRMDs, to study its 

effectiveness and to monitor expenses.  I recommend that the Commission include these 

recommendations in its order. 

 

52.  PURCHASE OF RECEIVABLES PROGRAM  

 

Peoples 

 

Peoples avers that it maintains a POR program in which Natural Gas 

Suppliers (“suppliers” or “NGS”) can sell eligible customer commodity receivables to 

Peoples at a tariff-approved discount.1371 In exchange, Peoples assumes the responsibility 

of consolidated billing, collection, and the uncollectible account risk associated with the 

receivables. The Company maintains that it has administered its POR Program in 

accordance with the Commission’s regulations since the Program was introduced in its 

2010 Rate Case at Docket No. R-2010-2201702.  

 

 
1370  I&E MB at 58-59. 
1371  Peoples St. 21-R at 2.  
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In this proceeding, CAUSE-PA proposed that Peoples provide notice to 

suppliers participating in the POR Program, effective June 1, 2027, that it will no longer 

purchase receivables from those suppliers unless they provide at or below Peoples’ 

default service price, or Price to Compare (“PTC”).1372 CAUSE-PA argues that suppliers 

have little incentive to moderate the prices they charge because Peoples purchases the 

receivables under the POR Program, and that, overall, customers with suppliers pay 

significantly more than they would have if they remained on default service.1373 

CAUSE-PA also avers that shopping leads to higher gross write-offs.1374 RESA opposes 

CAUSE-PA’s recommendation.1375  

 

Peoples recognizes the important role that POR programs have played in 

fostering retail competition. However, the Commission’s competitive framework was 

developed with the expectation that competition would provide benefits to customers.1376 

As explained in the rebuttal and surrebuttal testimony of Peoples witness Kolich, it is not 

clear that the POR program, when coupled with unrestricted supplier pricing, has actually 

led to a cumulative benefit for Peoples’ customers.  

 

Approximately 95.8% of residential shopping customers pay more than the 

PTC for commodity service, and the average supplier price is 82% above the PTC, with 

some supplier prices reaching as high as ten times the PTC.1377 Peoples witness Kolich 

also presented a chart on page 4 of his surrebuttal testimony summarizing supplier prices 

 
1372  CAUSE-PA St. 1 at 83, 88-89. 
1373  CAUSE-PA St. 1 at 84-85. 
1374  Id. at pp. 86-87. 
1375  RESA St. 1-R. 
1376  See Investigation into the Natural Gas Supply Market: Report on 

Stakeholder’s Working Group, Docket No. I-00040103F0002 (Sept. 11, 2008); Pa. PUC 

et. al v. PPL Electric Utilities Corporation, 2010 Pa. PUC LEXIS 2001, *95 Docket No. 

R-2010-2161694 et. al (Order Entered Dec. 21, 2010). See also 52 Pa. Code § 62.221. 
1377  Peoples St. 21-R at 4-5. 
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as compared to the PTC dating back to 2023. Given this data, the Company is concerned 

about customers paying well above the PTC. 

 

The Company believes that CAUSE-PA’s recommendation could help 

customers save money on natural gas commodify costs.1378 CAUSE-PA’s 

recommendation would not eliminate the ability of customers to shop for suppliers, nor 

would it prohibit suppliers from offering products. The recommendation would merely 

place a condition on participation in an optional program, which if far removed from 

RESA’s position that the recommendation would constitute “price regulation by another 

name.”1379  

 

Peoples acknowledges RESA’s concerns surrounding the efforts and costs 

associated with implementing CAUSE-PA’s recommendation. However, because the 

POR Program is optional as set forth in the Commission’s regulations,1380 the Company 

does already have the capability for suppliers to operate both POR and non-POR pools, 

and therefore implementation costs and difficulties would likely be minimal.1381 If the 

Commission adopts CAUSE-PA’s proposal, there would need to be clear rules for 

suppliers to guide entry and exit from the POR Program, as well as adequate customer 

notification.  

 

Maintaining adequate protections for customers who choose an alternate 

supplier is an important issue that CAUSE-PA has brought to the forefront for 

consideration in this proceeding. Overall, the Company supports a balanced approach 

between promoting competition and protecting customers. Concerns regarding the impact 

 
1378  Id. at pp. 4-5.  
1379  RESA St. 1-SR at 5-6. 
1380  52 Pa. Code § 62.224. 
1381  Peoples St. 21-R at 5. 
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of supplier pricing is not necessarily limited to only suppliers in Peoples’ service 

territory.1382  

 

I&E 

 

I&E did not present testimony on the purchase of receivables program.1383  

 

OCA 

 

The OCA did not present testimony regarding this issue.1384   

 

CAUSE-PA 

 

CAUSE-PA notes the purpose of competition of natural gas commodity 

space is to lower costs not increase them. CAUSE-PA argues that over a 28-month 

period, from January 2024 through April 2026, Peoples’ residential shopping customers 

were charged $51.9 million more than they would have otherwise would have been 

charged for default service.1385 $7.4 million of that amount was attributable to confirmed 

low-income customers.1386 These increases costs have a direct impact on Gross write offs: 

Over this same 28-month period, from January 2024 through April 2026, write offs for 

Peoples’ residential shopping customers were 484% higher than for residential default 

service customers – amounting to an average write-off of $602.13 for residential 

shopping accounts, compared to $124.31 for default service accounts.1387 For low-income 

shopping customers, write offs are an astounding 853% higher than write offs for low-

 
1382  Peoples MB at 143-145. 
1383  I&E MB at 14, 60. 
1384  OCA MB at 150. 
1385  CAUSE-PA St. 1 at 85-86. 
1386  Id. 
1387  Id. at 87. 
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income default service customers – amounting to an average of $978.89 per low-income 

shopping account, compared to $114.75 for low-income default service accounts.1388   

 

In light of overwhelming evidence of excessive prices and increased collections 

costs associated with increased gross write offs caused by the competitive market, the 

Commission should require Peoples to cease its purchase of receivables (POR) from 

natural gas suppliers (NGSs) unless the NGS’s price is at or below Peoples’ default 

service price.1389 CAUSE-PA submits that this is a reasonable and middle alternative to 

complete elimination of the POR for all suppliers.1390   

 

RESA 

 

RESA submits that Peoples’ Purchase of Receivables program is the 

mechanism through which Peoples bills customers for natural gas supply service as 

required by the Natural Gas Competition Act1391, while allowing customers served by a 

Natural Gas Supplier to receive a single, consolidated bill.  Rather than merely sending a 

bill on the supplier’s behalf, Peoples purchases the receivable created by the customer’s 

billed usage at a discount that reflects Peoples' system-wide uncollectible rate — 

presently 2.20%, and, under Peoples’ own proposal in this proceeding, falling to 

approximately 1.93%.1392  Peoples then remits the discounted amount to the supplier and 

undertakes the collection, and — where necessary — service-termination functions with 

respect to that receivable, just as it does for its own default-service customers.1393  

 
1388  Id. 
1389  Id. at 83-89. 
1390  CAUSE-PA MB at 99-101. 
1391  66 Pa. C.S. § 2205(c); RESA St. 1-R at 3 (describing statutory billing 

obligation). 
1392  RESA St. 1-R at 3-4; RESA St. 1-SR at 4 (“the uncollectible discount 

charged to suppliers would shrink from 2.20% to roughly 1.93% under Peoples' own rate 

proposal in this same case”). 
1393  RESA MB at 6-7. 
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The Natural Gas Choice and Competition Act, 66 Pa. C.S. § 2201 et seq., 

places the choice of supplier in the customer’s hands1394 and expressly guarantees that 

customers will be able to “choose among a variety of products including but not limited 

to different supply and pricing options.”1395  Neither the Competition Act nor any other 

provision of the Public Utility Code authorizes the Commission or an NGDC to regulate 

the rates a licensed NGS charges its customers, and nothing in the Code establishes the 

Price to Compare  as a rate ceiling or a competitive benchmark against which supplier 

pricing must be measured.1396 

 

Conditioning access to an essential billing service on whether a supplier’s 

price falls at or below the PTC is, in essence, unlawful price regulation.  If Peoples or the 

Commission may deny a supplier access to POR because its price exceeds a 

Commission- or utility-set threshold, that is functionally identical to capping the 

supplier’s price, since a supplier priced above the line faces the loss of POR and the 

disruptive, duplicative, and customer-unfriendly implications that follow.  As RESA’s 

witness explained, “[t]hat is the essence of rate regulation,” and neither the Commission 

nor any utility is authorized to regulate the prices an NGS charge so long as those prices 

are consistent with the customer’s agreement with the supplier.1397 

 

RESA argues that the proposal is also independently unlawful as discrimination in 

the provision of utility service.  POR is a utility service, and a utility service “cannot be 

 
1394  66 Pa. C.S. § 2204(a); RESA St. 1-R at 8. 
1395  66 Pa. C.S. § 2203(2); RESA St. 1-SR at 3. 
1396  RESA St. 1-SR at 3 (“the Competition Act does not authorize... the 

Commission or NGDCs to regulate retail prices, nor does it establish the Price to 

Compare as a pricing cap or benchmark”). 
1397  RESA St. 1-R at 7; Ronald Valentino v. Dominion Retail T/A Peoples Plus, 

Docket No. C-20055447 (Final Order entered Jan. 17, 2006). 
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provided in a discriminatory manner.”1398  Under the CAUSE-PA/Peoples proposal, 

Peoples would pick winners and losers among otherwise creditworthy, Commission-

approved suppliers based solely on a price criterion that is itself unregulated — rather 

than treating all qualifying NGSs neutrally and providing equal access, as the 

nondiscrimination requirement demands.1399   

 

RECOMMENDATION 

 

After considering the various positions of the parties, I recommend that the 

Commission adopt Peoples’ proposal, which incorporates recommendations of 

CAUSE-PA. 

 

53.  LOCAL PRODUCTION – GATHERING IN AND COST RECOVERY 

ISSUES  

 

Peoples 

 

As part of its filing, Peoples proposed to increase the fee that it charges to 

producers for gathering system costs through the existing Rate AGS for all conventional 

gas production delivered to Peoples’ system from $0.24/Mcf to $0.29/Mcf.1400 Peoples 

submits that gathering systems move conventionally produced gas from the producer to 

the distributor. They benefit both producers and customers by functioning as what is 

often the sole means of delivery of gas for a producer and result in cost savings to 

customers. The proposed rate increase for Rate AGS represents a reasonable shared 

 
1398  66 Pa. C.S. § 1502; RESA St. 1-R at 10. 
1399  RESA St. 1-R at 6, 10 (“it is not supposed to pick winners and losers based 

on arbitrary price ceilings”); RESA MB at 7-9. 
1400  Peoples St. 5 at 19. 
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contribution to cover increased operating and maintenance costs, as well as increased 

capital to upgrade gathering lines.1401 

 

Peoples notes that PIOGA opposes Peoples’ proposed increase to Rate 

AGS as unreasonable and unsupported.1402 PIOGA states that producers are already 

experiencing a low-price environment and declining production, and therefore an 

increase to Rate AGS would burden producers. 

 

Peoples argues that the Commission should reject PIOGA’s arguments and 

approve Peoples’ proposed increase to Rate AGS. The increase of Rate AGS to 

$0.29/Mcf would result in the collection of only approximately 25.7% of the gathering 

system cost of service from conventional producers.1403 In comparison, the rates proposed 

in the Company’s 2023 Base Rate Case were designed to recover approximately 28.4% 

of the gathering system cost of service.1404  

 

PIOGA argues that Peoples has not shown a producer-specific reason for 

the rate increase, but failed to acknowledge that conventional producers, under the new 

Rate AGS, will be paying for only approximately ¼ of the system they utilize. Peoples 

maintains that under PIOGA’s strict cost-causation logic, the new Rate AGS should be 

almost four times higher than proposed. Further, the absence of a producer specific study 

does not make the proposed rate unreasonable. Gathering system costs are incurred to 

maintain facilities that are used in local production, and those costs are embedded in the 

continued operation of the gathering system. 

 

 
1401  Id. 
1402  PIOGA St. 1 at 5, 8; PIOGA St. 2 at 3; PIOGA St. 3 at 5. 
1403  Peoples St. 5-R at 3. 
1404  Id. 
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Peoples submits that it is reasonable for both producers and customers to 

share the costs of the gathering system, because it operates to the benefit of both 

producers and customers by providing a path to market to producers who may not 

otherwise have had the same, and as a lower cost alternative to interstate-delivered gas 

for customers. PIOGA argues against Peoples’ selected methodology, but it fails to 

recognize that Peoples selected the methodology for calculating the rate which would 

have the lowest impact on producers.1405  

 

Peoples concludes that in determining Rate AGS, the Company evaluated the 

existing rate, the overall cost recover level, the practical limit on producer recovery given 

low market prices, and the need for both producers and customers to share costs. Peoples 

submits that its proposed increase to Rate AGS represents a reasonable and measured 

approach which maintains a shared contribution to the costs of the gathering system. 

 

I&E 

 

I&E did not present testimony on local production issues.1406  

 

OCA 

 

The OCA did not present testimony regarding this issue.1407   

  

 
1405  Id.  
1406  I&E MB at 14, 60. 
1407  OCA MB at 150. 
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CAUSE-PA 

 

CAUSE-PA did not take a position on this issue.1408   

 

PIOGA 

 

PIOGA submits that the relevant proposed rate is not an abstraction. It is an 

increase in the tariffed Rate AGS charge from $0.24/Mcf to $0.29/Mcf for conventional 

production. PIOGA agrees that local producers can derive value from access to the 

Peoples gathering system and that Peoples incurs costs to own, operate, maintain, inspect, 

repair, and safely manage that system. But those propositions do not resolve the statutory 

question. Under Sections 1301 and 315, Peoples must prove that the incremental charge it 

seeks to impose is just and reasonable on the evidentiary record. 

 

PIGOA notes that Mr. Palombo testified that Peoples evaluated four 

alternatives: (1) full gathering-cost recovery from producers, producing $1.506/Mcf; 

(2) retaining the 2023 producer contribution percentage, producing $0.324/Mcf; 

(3) increasing the existing gathering rate by the Company’s overall requested increase, 

producing $0.285/Mcf and rounded to $0.29/Mcf; and (4) recovering the same gathering 

revenue as in the 2023 case, producing $0.30/Mcf. Peoples selected the third method. 

Peoples St. No. 5-R, at 6. 

 

The decisive feature of that selection is not that the result is lower than 

three other figures. It is that the selected methodology begins with the Company’s 

requested systemwide base rate percentage and attempts to apply it to the existing 

producer charge. It does not begin with an analysis of the producer service, current 

producer utilization, an allocation of gathering costs to that service, or a demonstrated 

 
1408  CAUSE-PA MB at 99-109. 
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change in the cost of providing that service. As Mr. Weaver explained, conventional 

producers are not retail distribution customers; they are suppliers who deliver local gas 

through a separate tariffed service. A producer charge must be evaluated in relation to the 

producer service, the costs properly assigned to that service, and the producer’s practical 

ability to use it.1409  

 

RECOMMENDATION 

 

After considering the evidence of record and arguments, I recommend that 

the Commission adopt the Company’s proposal on this issue. 

 

54.  OPERATIONAL CONCERNS 

 

Peoples 

 

Peoples notes that PIOGA expresses several operational concerns, the first 

of which is related to the language of Rate AGS and the Master Interconnect and 

Measurement Agreements (“MIMA”) executed by conventional producers. Specifically, 

PIOGA argues that the Rate AGS language “materially limits the value of the service 

from the producer’s perspective because practical access to the system can be limited by 

line pressure and operational decisions.”1410 Further, it indicates concern with line 

pressure and regulator set points, wherein a producer’s gas may not flow if the line 

pressure is above a producer’s set point. PIOGA also avers that Peoples’ policies and 

MIMA terms are reducing the conventional gas flowing into Peoples’ system.” PIOGA 

recommends that the Commission require Peoples to use “reasonable efforts” to work 

with producers before operational changes result in lost flow or shut-in. PIOGA also 

 
1409  PIOGA St. No. 1-SR, at 3; PIOGA MB at 10-11. 
1410  PIOGA St. 1 at 7. 
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recommends that the Commission consider the proposed Rate AGS increase and MIMA 

together, because the value of Rate AGS is controlled by the tariff language and 

MIMA.1411 

 

Peoples notes that the language of Rate AGS reflects Peoples’ obligation to 

maintain safe and reliable service, and that modifications which would accommodate one 

conventional producer but may impair customer service, system integrity, or safety would 

violate that obligation. Peoples could not reasonably guarantee delivery for every 

individual producer under every operating condition. Next, where operationally feasible 

and where it would preserve the reliability and safety of the system, Peoples is willing to 

and does make reasonable efforts to acknowledge and accommodate operational concerns 

of producers, as testified to by PIOGA Witness Kriebel.1412 Further, Peoples’ maintains 

that its MIMA terms are not overly prescriptive, but are in place to allow Peoples to 

actively manage all assets, and to ensure that those assets are prudently and operationally 

justified. A failure to do so could result in outages or pipeline incidents and, importantly, 

the customer benefits associated with local gathering do not eliminate the operational 

responsibilities associated with that gathering. Finally, Rate AGS and the MIMA should 

not be considered together. The tariff reflects Peoples’ obligation to operate and provide 

safe and reliable service, and to recover the cost of the gathering system, while the 

MIMA governs the requirements for delivering gas into the system.1413  

 

Peoples submits that the Commission should not conflate these operational 

requirements with the establishment of a reasonable Rate AGS to recover costs associated 

with the system itself.1414  

 

 
1411  PIOGA St. 2 at 7. 
1412  PIOGA St. 3 at 3-4. 
1413  Peoples St. 5-R at 12. 
1414  Id.; Peoples MB at 145-148. 
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RECOMMENDATION 

 

In consideration of the evidence and arguments, I recommend that the 

Commission accept the proposal from Peoples on this issue. 

 

55.  COMPETITIVE RATE DISCOUNTS 

 

I&E 

 

I&E recommends that Peoples be required to provide a competitive 

alternative analysis for any discount rate customers that have not had their competitive 

alternatives verified for longer than ten years at the time of the Company’s next base rate 

case and justify the customers’ discount rates as part of its filing in the next base rate 

case.1415  I&E also recommends that the Commission order the Company to provide a 

competitive alternative analysis for each discount rate customer that has not been verified 

within ten years of each of Peoples’ prospective base rate cases in perpetuity.1416 

 

According to I&E, Peoples stated that it is willing to accept I&E’s 

recommendation on a going forward, prospective basis.1417  I&E asks the Commission to 

approve its recommendation.   

 

 
1415  I&E St. 3 at 6. 
1416 Id. 
1417  I&E St. 3-SR at 3-4 (citing Peoples St. 8-R at 4-7). 
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Peoples 

 

In its Reply Brief, Peoples clarifies its position as follows:   

 

[T]he Company does not accept I&E’s proposal to the 

extent that it could be interpreted as requiring the Company 

to engage in a competitive alternative analysis for any of its 

existing legally binding contracts.  Currently, the Company 

has 11 existing contracts. However, as stated in the 

Company’s Main Brief, the Company does agree that it will 

review the competitive alternatives every ten years for any 

new competitive rate contracts that it enters into moving 

forward. [1418] 

 

Peoples asserts that given that negotiated customers have already entered into legally 

binding agreements, a more appropriate solution would be to consider Mr. Cline’s 

recommendation prospectively.  As Peoples witness Ravenstahl explained, prior to 

entering into a negotiated rate agreement, the Company requires proof of the competitive 

alternative and conducts a cost analysis to ensure that the rate is justified. Peoples is also 

limiting any new contracts to term of ten years and verifying competitive alternatives 

prior to entering into a new contract.1419   

 

OCA 

 

OCA did not present testimony regarding this issue.1420 

 

 
1418  Peoples RB at 36 (citing Peoples MB at 148-149). 
1419  Peoples St. 8-R at 4.  
1420  OCA MB at 150. 
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OSBA 

 

OSBA is not briefing this issue.1421   

 

CAUSE-PA 

 

CAUSE-PA did not take a position on this issue.1422 

 

RECOMMENDATION 

I recommend that I&E’s recommendation for competitive alternative 

analysis be adopted prospectively.  Specifically, I recommend that, for new competitive 

rate contracts that Peoples enters into going forward, the Commission require Peoples to 

provide a competitive alternative analysis (1) for any discount rate customers that have 

not had their competitive alternatives verified for longer than ten years at the time of the 

Company’s next base rate case and justify the customers’ discount rates as part of its 

filing in the next base rate case, and (2) for each discount rate customer that has not been 

verified within ten years of each of Peoples’ prospective base rate cases in perpetuity.  

This requirement helps to address I&E’s concern, Peoples agreed to it being applied on a 

prospective basis, and no party opposed.   

 

 
1421  OSBA MB at 16.   
1422  CAUSE-PA MB at 109. 
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56.   MISCELLANEOUS/OTHER ISSUES  

 

Merger of PNG Gathering into Peoples 

 

Peoples 

 

As discussed in the direct testimony of Mr. Wachter, as a result of the 

merger of PNG Gathering into Peoples approved at Docket No. A-2025-3056882, 

$1.9 million of net plant remaining on the books of PNG Gathering is included in 

rate base and PNG Gathering-related revenue and expenses are included in this 

case.1423 No party challenged the inclusion of these items.1424   

 

I&E 

 

I&E did not present testimony on the merger of PNG Gathering LLC 

into Peoples.1425  

 

OCA 

 

The OCA did not present testimony regarding this issue.1426   

 

 
1423  Peoples St. 2 at 3-4.  
1424  Peoples MB at 149. 
1425  I&E MB at 15, 61. 
1426  OCA MB at 150. 
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OSBA 

 

The OSBA requests that the Company add a formal late payment plan to 

the SGS and MGS tariffs. 

 

In addition, the OSBA requests that Peoples should continue to track 

interactions in which small business customers report financial difficulties (e.g., trouble 

paying heating bills on time), including both participation in the new formal payment 

plan and more informal complaints or inquiries. 

 

 The OSBA also requests that Peoples provide the OSBA’s contact 

information and a description of the services the OSBA offers on the Company’s 

website.1427  

 

CAUSE-PA 

 

CAUSE-PA did not take a position on this issue.1428   

 

RECOMMENDATION 

 

I recommend that, as no party opposed the proposal, the Commission 

adopt Peoples’ proposal as stated, and that the OSBA’s tracking concerns be 

incorporated into the Order.  

 

 
1427  OSBA MB at 16-17. 
1428  CAUSE-PA MB at 109. 
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57.  FPFTY REPORTING 

 

Peoples 

 

Peoples notes that I&E witness Cline recommends that Peoples be 

required to provide an update that includes actual utility plant balances, actual plant 

additions, and actual retirements for the twelve months ending November 30, 2026 

by June 1, 2027, and for the twelve months ending November 30, 2027, by 

June 1, 2028. Peoples agreed to I&E’s request and indicated that it would submit a 

report comparable to Peoples Exhibit CAS-4R, which was submitted pursuant to the 

Company’s settlement commitments in its last rate case. Peoples Exhibit CAS-4R 

shows that the Company exceeded its plant additions for the FPFTY in its last 

case.1429  

 

V.  CONCLUSIONS OF LAW 

 

1. Peoples Natural Gas Company LLC is a public utility as defined in 

Section 102 of the Public Utility Code.1430 

 

2. The Commission has jurisdiction over the parties and the subject 

matter of this proceeding.1431 

 

3. The utility requesting the rate increase has the burden of establishing 

the justness and reasonableness of every element of its requested rate increase.1432 

 
1429  Peoples MB at149-150. 
1430  66 Pa. C.S. § 102. 
1431  66 Pa. C.S. § 101, et seq. 
1432  66 Pa. C.S. §§ 315(a), 1301; Lower Frederick Twp. Water Co. v. Pa. PUC, 

409 A.2d 505, 507 (Pa. Cmwlth. 1980). 
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4. Peoples has the burden of proving that every element of its proposed 

rates are just and reasonable.1433 

 

5. Peoples, as the base rate filer, must satisfy its burden of proof by a 

preponderance of evidence.  Samuel J. Lansberry, Inc. v. Pennsylvania Public Utility 

Commission, 578 A.2d 600 (Pa. Cmwlth. 1990).   

 

6. A preponderance of evidence is such evidence that is more 

convincing, by even the smallest amount, than that presented by another party.  Se-Ling 

Hosiery v. Margulies, 70 A.2d 854 (Pa. 1950).    

 

7. The burden of proof is comprised of two distinct burdens: the burden 

of production and the burden of persuasion.  The burden of production tells the 

adjudicator which party must come forward with evidence to support a particular 

position.  In re: Loudenslager’s Estate, 240 A.2d 477 (Pa. 1968).  The burden of 

persuasion determines which party must produce sufficient evidence to convince a judge 

that a fact has been established, and it never leaves the party on whom it is originally 

cast.  Reidel v. County of Allegheny, 633 A.2d 1325, 1329 n. 11 (Pa. Cwmlth. 1993).   

 

8. The Commission must ensure that any adjudication is supported by 

substantial evidence.  “Substantial evidence” is such relevant evidence that a reasonable 

mind might accept as adequate to support a conclusion.  Norfolk & Western Ry. Co. v. 

Pennsylvania Public Utility Commission, 413 A.2d 1037 (Pa. 1980).    

 

9. A utility which relies on the use of a fully projected future test year 

“in discharging its burden of proof,” and must provide “appropriate data evidencing the 

 
1433  66 Pa. C.S. §§ 315(a), 1301, and 1308(e). 
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accuracy of the estimates contained in the future test year or a fully projected future test 

year.”1434 

 

10. A public utility may obtain “a rate that allows it to recover those 

expenses that are reasonably necessary to provide service to its customers[,] as well as a 

reasonable rate of return on its investment.”1435 

 

11. The Commission “has broad discretion in determining whether rates 

are reasonable” and “is vested with discretion to decide what factors it will consider in 

setting or evaluating a utility’s rates.”1436 

 

12. Given that a utility’s general rate increase request will substantially 

affect the interests of consumers, the Commission must “consistent with its other 

statutory responsibilities, take such action with due consideration to the interests of 

consumers.”1437 

 

13. If a utility’s service is found to be inadequate, then the Commission 

“shall give effect to this section by making such adjustments to specific components of 

the utility's claimed cost of service as it may determine to be proper and appropriate” as 

supported by the evidence in the proceeding.1438 

 

14. Under Act 40 of 2016, codified at Section 1301.1 of the Code, 

regulated public utilities are required to used 50% of excess rates collected for the 

 
1434  66 Pa. C.S. § 315(e). 
1435  City of Lancaster Sewer Fund v. Pa. PUC, 793 A.2d 978, 982 (Pa. Cmwlth. 

2002). 
1436  Popowsky v. Pa. PUC, 683 A.2d 958, 961 (Pa. Cmwlth. 1996) (Popowsky 

1996). 
1437  71 P.S. § 309-5. 
1438  Id.  
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purpose of paying income tax “to support reliability or infrastructure related to the rate-

base eligible capital investment” and 50% for “general corporate purposes.”1439  

 

15. “A utility is entitled under the law to recover from the rate payers the 

original cost of construction of its depreciable plant.”1440  

 

16. The Pennsylvania Superior Court defined accrued depreciation (also 

referred to as accumulated depreciation) as follows: “[a]ccrued depreciation for rate 

purposes means ‘the actual depreciation of the utility's property as it has accrued to the 

date that fair value is in issue.’”1441  

 

17. The Commonwealth Court has stated that the Commission is not 

bound by any particular methodology or procedure in determining annual depreciation 

expense.1442 

 

18. The Superior Court stated “it is recognized that accrued depreciation 

is essentially a judgment figure, based on all the evidence, and the weight to be given any 

particular estimate is for the commission. The commission is not bound to accept any 

particular method of estimating accrued depreciation.1443 

 

 
1439  66 Pa. C.S. § 1301.1. 
1440  Penn Sheraton at 627. 
1441  Penn Sheraton at 624. 
1442  Pa. Power & Light Co. v. Pa. Pub. Util. Com., 311 A.2d 151, 158 (Pa. 

Cmwlth. 1973) (Pa. Power) (citing Pittsburgh v. Pa. Pub. Util. Comm’n , 222 A. 2d 395 

(Pa. Super. 1966) (Pittsburgh) and Philadelphia v. Pa. Pub. Util. Comm’n, 102 A. 2d 428 

(Pa. Super. 1954) (Philadelphia)). 
1443  Pittsburgh 222 A.2d at 401-402 (upholding a Commission decision to give 

less weight to a utility’s depreciation study as the Commission had considered all relevant 

factors in connection with accrued depreciation). 

https://advance.lexis.com/document/documentlink/?pdmfid=1000516&crid=f0de1fd0-46e7-4f22-9558-d02867178eff&pddocfullpath=%2Fshared%2Fdocument%2Fcases%2Furn%3AcontentItem%3A3RRM-YRF0-003C-M3R1-00000-00&pdcontentcomponentid=9297&pddoctitle=Pittsburgh+v.+Pennsylvania+Public+Utility+Commission%2C+208+Pa.+Superior+Ct.+260%2C+222+A.+2d+395+(1966)&pdproductcontenttypeid=urn%3Apct%3A30&pdiskwicview=false&ecomp=grsyk&prid=aed82bae-cf89-4046-90bb-5713ffedeaa6
https://advance.lexis.com/document/documentlink/?pdmfid=1000516&crid=f0de1fd0-46e7-4f22-9558-d02867178eff&pddocfullpath=%2Fshared%2Fdocument%2Fcases%2Furn%3AcontentItem%3A3RRM-YRF0-003C-M3R1-00000-00&pdcontentcomponentid=9297&pddoctitle=Pittsburgh+v.+Pennsylvania+Public+Utility+Commission%2C+208+Pa.+Superior+Ct.+260%2C+222+A.+2d+395+(1966)&pdproductcontenttypeid=urn%3Apct%3A30&pdiskwicview=false&ecomp=grsyk&prid=aed82bae-cf89-4046-90bb-5713ffedeaa6
https://advance.lexis.com/search/?pdmfid=1000516&crid=aed82bae-cf89-4046-90bb-5713ffedeaa6&pdsearchterms=10+Pa.+Commw.+328&pdtypeofsearch=searchboxclick&pdsearchtype=SearchBox&pdstartin=&pdpsf=&pdqttype=and&pdquerytemplateid=&ecomp=wb1vkkk&earg=pdsf&prid=2e3a7692-e8d3-4ee5-bfd8-bd1c0a010af3
https://advance.lexis.com/search/?pdmfid=1000516&crid=aed82bae-cf89-4046-90bb-5713ffedeaa6&pdsearchterms=10+Pa.+Commw.+328&pdtypeofsearch=searchboxclick&pdsearchtype=SearchBox&pdstartin=&pdpsf=&pdqttype=and&pdquerytemplateid=&ecomp=wb1vkkk&earg=pdsf&prid=2e3a7692-e8d3-4ee5-bfd8-bd1c0a010af3
https://advance.lexis.com/document/documentlink/?pdmfid=1000516&crid=f0de1fd0-46e7-4f22-9558-d02867178eff&pddocfullpath=%2Fshared%2Fdocument%2Fcases%2Furn%3AcontentItem%3A3RRM-YRF0-003C-M3R1-00000-00&pdcontentcomponentid=9297&pddoctitle=Pittsburgh+v.+Pennsylvania+Public+Utility+Commission%2C+208+Pa.+Superior+Ct.+260%2C+222+A.+2d+395+(1966)&pdproductcontenttypeid=urn%3Apct%3A30&pdiskwicview=false&ecomp=grsyk&prid=aed82bae-cf89-4046-90bb-5713ffedeaa6


376 

 

19. Merely because a utility used a depreciation procedure in the past is 

neither a justification nor a limitation for determining what constitutes just and 

reasonable rates in this proceeding.1444  

 

20. The Pennsylvania Superior Court has held that the capital structure 

of utilities that are wholly-owned subsidiaries may not be one which it would maintain if 

it were obliged to obtain its debt and equity financing on the open market rather than 

from a parent company.1445  

 

21. Cost of service is a forward-looking exercise which allocates to 

future beneficiaries their share of the costs incurred to provide them with service.1446  

 

22. The Commission is charged with balancing public policy 

considerations such as gradualism, incentivizing conservation, and ensuring that rates are 

affordable for all customers when allocating revenues between classes.1447  

 

23. “Rate design requires a careful balance of the competing interests of 

customer classes as well as prudent application of the principles of cost causation, 

gradualism, and overall fairness.”1448  

 

 
1444  Pa. Power at 158. 
1445  Riverton Consol. Water Co. v. Pa. PUC, 140 A.2d 114, 121 (Pa. Super. 

1958).  
1446  Phila. Indus. and Comm. Gas Users Group v. Pa. PUC, 342 A.3d 140 (Pa. 

Cmwlth. 2025) (PICGUG).  
1447  PGW 2023 at 146; PECO Gas 2020 at 247. 
1448  PECO Gas 2020 at 274.  
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24. A customer charge should approximate customer-related costs 

directly attributable to a customer, or those “costs that change directly with its addition or 

subtraction of a customer.”1449  

 

25. The Commission has previously relied upon the direct cost method 

of determining customer charges based on the cost of service, where only the costs 

directly associated with the connection or removal of a customer from the system are 

considered in the customer charge.1450  

 

26. While the Commission has recognized that indirect customer costs, 

“such as employee benefits, local taxes and other general and administrative costs . . . 

may be considered for inclusion in the customer charge, [] such claims are subject to 

scrutiny on a case-by-case basis.”1451  

 

27. In Pennsylvania, demand-related costs are recovered through 

volumetric rates, as are throughput-related costs, such as the costs associated with 

distribution mains.1452   

 

28. There is no set formula for determining proper ratios among the rates 

of different customer classes. What is reasonable under the circumstances, the proper 

difference among rate classes, is an administrative question for the Commission to 

decide.1453 

 
1449  OCA St. 4 at 14.  
1450  Pa. PUC v. PPL Gas Utilities Corporation, Docket No. R-00061398, 2007 

Pa. PUC LEXIS 2 at *210 (Order entered Feb. 8, 2007) (PPL Gas 2007). 
1451  Pa. PUC v. Aqua Pa., Inc., Docket No. R-00038805, 2004 Pa. PUC LEXIS 

39 at *98 (Order entered July 23, 2004) (Aqua 2004). 
1452  PGW 2023 at 163.  
1453  Peoples Nat. Gas Co. v. Pa. Pub. Util. Comm’n, 409 A.2d 446, 456 (Pa. 

Cmwlth. 1979) (citations omitted).  
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29.  The Commission has the authority to require other customer classes, 

not just the residential class, to contribute to the costs of universal service programs and 

that we do have an obligation to ensure that electric service is available to all customers 

on reasonable terms and conditions.  We point to the Commission’s long-standing Policy 

Statement on Customer Assistance Programs at 52 Pa. Code §§ 69.261 – 69.267; 

specifically, 69.266 (relating to cost recovery) that declares “No rate class should be 

considered routinely exempt from CAP and other universal service obligations.”1454 

 

30. Contributions to utility universal service programs would not only 

help ameliorate the impact of rising energy prices for low-income universal service 

program participants but will also help all residential customers by relieving some of the 

cost burden of these programs, which are currently borne solely by residential electric 

customers.1455 

 

31. In rate cases, parties may raise the issue of recovery of CAP costs, 

whether specifically or as part of universal service program costs in general, from all 

ratepayer classes. No rate class should be considered routinely exempt from CAP and 

other universal service obligations.1456 

 

32. Utilities should be prepared to address recovery of CAP costs (and 

other universal service costs) from any ratepayer classes in their individual rate case 

filing.1457 

 

 
1454  Large Load Order at 107. 
1455  Id.    
1456  52 Pa. Code § 69.266; 2019 CAP Policy Amendments at 97. 
1457  2019 CAP Policy Amendments at 80.   



379 

 

33. Peoples has not met its burden of proving the WNA will enhance the 

safety, security, reliability, or availability of utility infrastructure and is consistent with 

efficient consumption of utility service.1458 

 

34.  Peoples should be required to revise its training materials to comply 

with all the applicable consumer protections and rights for residential customers facing 

termination of service to reflect the full range of customer rights associated with 

termination of service to provide adequate and reasonable service. 

 

35. Rates set in this proceeding must be just and reasonable, which 

requires balancing the interests of all customers, including low-income residential 

consumers, with the interests of the Company.1459  

 

36. “Substantial evidence” is such relevant evidence that a reasonable 

mind might accept as adequate to support a conclusion. More is required than a mere 

trace of evidence or a suspicion of the existence of a fact sought to be established.1460 

 

37. The Commission must ensure that any adjudication is supported by 

substantial evidence.  “Substantial evidence” is such relevant evidence that a reasonable 

mind might accept as adequate to support a conclusion.  Norfolk & Western Ry. Co. v. 

Pennsylvania Public Utility Commission, 413 A.2d 1037 (Pa. 1980).    

 

38. While the burden of proof remains with the public utility throughout 

the rate proceeding, the Commission has stated that where a party proposes an adjustment 

 
1458  66 Pa.C.S. § 1330(a)(2). 
1459  Pittsburgh v. Pa PUC, 126 A.2d 777, 794-85 (Pa. Super. 1956).  
1460  Norfolk & Western Ry. Co. v. Pa. P.U.C., 413 A.2d 1037 (Pa. 1980); Erie 

Resistor Corp. v. Unemployment Comp. Bd. of Review, 166 A.2d 96 (Pa. Super. 

1961); Murphy v. Comm., Dept. of Public Welfare, White Haven Center, 480 A.2d 382 

(Pa. Cmwlth. 1984). 
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to a ratemaking claim of a utility, the proposing party bears the burden of presenting 

some evidence or analysis tending to demonstrate the reasonableness of the adjustment.  

Pa. Pub. Util. Comm. v. Aqua Pennsylvania, Inc., Docket No. R-00072711 (Opinion and 

Order entered July 17, 2008).   

 

39. A utility is entitled to recover its reasonably incurred expenses.  UGI 

Corp. v. Pa. Pub. Util. Comm’n, 410 A.2d 923 (Pa. Cmwlth. 1980).  Expenses include 

such items as the cost of operations and maintenance (labor, fuel and administrative 

costs, e.g.), depreciation and taxes.  Pennsylvania Power Company v. Pa. Pub. Util. 

Comm., 561 A.2d 43, 47 (Pa. Cmwlth. 1989).  

 

40. To the extent that expenses are not reasonably incurred, imprudently 

incurred, or abnormally overstated during the test year, they should be disallowed and 

found not recoverable through rates.  Cup v. Pa. P.U.C., 556 A.2d 470 (Pa. Cmwlth. 

1989).  

 

41. It is the historical filings, not the actual intentions of the utility, 

which will guide the determination of the normalization period.  Pa. Pub. Util. Comm. v. 

City of Lancaster, R-2010-2179103, et al. (Opinion and Order entered July 14, 2011), 

2011 Pa. PUC LEXIS 1685; Pa. Pub. Utility Comm. v. Metropolitan Edison Company, 

R-2006-00061366, et al.  (Opinion and Order entered Jan. 4, 2007), 2007 Pa. PUC 

LEXIS 5. 

 

42. The rate of return should be reasonably sufficient to assure 

confidence in the financial soundness of the utility, and should be adequate, under 

efficient and economical management…to raise the money necessary for the proper 

discharge of public duties.  Bluefield Waterworks & Improvement Co. v. Public Service 

Comm. of West Virginia, 262 U.S. 679 (1923).  
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43. “As LIURP is a ratepayer-funded program, considerations impacting 

its budget determination should be open to scrutiny and comment. USECP proceedings 

allow all interested parties to provide comments, raise questions, and review information 

justifying the proposed change to the LIURP budget in an on-the-record proceeding.”  

Notice of Proposed Rulemaking for the Initiative to Review and Revise the Exhibit Low-

Income Usage Reduction Program (LIURP) Regulations at 52 Pa. Code §§ 58.1-58.18, 

(2023 LIURP Rulemaking Order), Docket No. L-2016-2557886 at 37 (Order Entered 

May 18, 2023).   

 

44. The Public Utility Code “seeks to ensure that service remains 

available to all customers on reasonable terms and conditions.”1461  

 

45. Natural gas distribution companies, specifically, are required to 

assist low-income customers with affording their natural gas service.1462   

 

46. LIURP budgets – as well as other critical universal service issues – 

are appropriate for consideration in a rate proceeding.1463 

  

 
1461  66 Pa. C.S. § 1402(3). 
1462  66 Pa. C.S. § 2203(7). 
1463  CAUSE-PA St. 1-SR at 16; see Initiative to Review and Revise the Existing 

Low-Income Usage Reduction Program (LIURP) Regulations at 52 Pa. Code §§ 58.1—

58.18, Final Form Rulemaking Order, Docket No. L-2016-2557886, at 50, 123 (order 

entered Mar. 13, 2025); see also Pa. PUC v. PGW, R-2023-3037933 at 215-216 (order 

entered Nov. 9, 2023). 
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VI. ORDER 

 

 

THEREFORE, 

 

IT IS RECOMMENDED:  

 

1. In the event the Commission determines that Peoples Natural Gas 

Company LLC has met its burden of proof regarding any particular rates, rules, and 

regulations, in the alternative, the rate increase and other proposals set forth in Original 

Tariff Gas – Pa. P.U.C. No. 49 and Original Tariff Gas – Pa. P.U.C. No. S-5 are approved 

as set forth in the following Ordering Paragraphs. 

 

2. Peoples is authorized and directed to file tariffs, tariff supplements, 

and/or tariff revisions on at least one day’s notice, and pursuant to the provisions of 52 

Pa. Code §§ 53.1, et seq., and 53.101, designed to produce an annual revenue increase of 

approximately $105,396,889 million, or 8.90%, to become effective for service rendered 

on and after December 26, 2026.  

 

3. That the rate increase and other proposals set forth Original Tariff 

Gas – Pa. P.U.C. No. 49 and Original Tariff Gas – Pa. P.U.C. No. S-5 as identified in the 

following Ordering Paragraphs are hereby approved, to become effective for service 

rendered on or after December 26, 2026.  All other rate increase and other proposals set 

forth in Original Tariff Gas – Pa. P.U.C. No. 49 and Original Tariff Gas – Pa. P.U.C. No. 

S-5 not specifically approved below, are denied. 

 

4. Peoples Natural Gas Company LLC shall file detailed calculations 

with its tariff filing, which shall demonstrate to this Commission’s satisfaction that the 
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filed rates comply with the proof of revenue, in the form and manner customarily filed in 

support of compliance tariffs, and consistent with the terms set forth in this Order. 

 

5. The request of Peoples for a 65-year average for its Heating Degree 

Days is denied.  The 20-year average is to be utilized as recommended by I&E. 

 

6. The inflation adjustments requested by Peoples (Payment Processing 

and Advertising) are granted. 

 

7. The labor vacancy expense adjustment as proposed by Peoples is 

approved as modified by I&E. 

 

8. The incentive compensation program as proposed by Peoples is 

approved. 

 

9. The employee benefits expense proposed by Peoples is approved as 

modified by I&E. 

 

10. The corporate insurance claim as proposed by Peoples is approved 

as modified by I&E. 

 

11. The employee expense claim as proposed by Peoples is approved. 

 

12. The travel and entertainment expense claim as proposed by Peoples 

is approved. 

 

13. The company memberships claim as proposed by Peoples is 

approved as modified by I&E. 
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14. The license and permit expense claim as proposed by Peoples is 

approved. 

 

15. The utilities and fuel expense claim as proposed by Peoples is 

approved. 

 

16. The advertising expense claim as proposed by Peoples is approved 

as modified by I&E. 

 

17. The fleet expense claim as proposed by Peoples is approved as 

modified by I&E. 

 

18. The materials and supplies expense claim as proposed by Peoples is 

approved as modified by I&E.  

 

19. The rate base expense claim as proposed by Peoples is approved as 

modified by I&E. 

 

20. The pension expense claim as proposed by Peoples is approved as 

modified by I&E. 

 

21. The Outside Servies – Contracted claim as proposed by Peoples is 

approved as modified by I&E. 

 

22. The Outside Servies – Administrative and General claim as proposed 

by Peoples is approved as modified by I&E. 

 

23. The Outside Services – IT claim as proposed by Peoples is approved 

as modified by I&E. 
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24. The Natural Gas Hot Water Tank Rebate Pilot program claim as 

proposed by Peoples is approved.  

 

25. The payment processing expense claim as proposed by Peoples is 

approved as modified by OCA. 

 

26. The building leases claim as proposed by Peoples is approved as 

modified by I&E. 

 

27. The universal service program rider claim as proposed by Peoples is 

approved as modified by I&E. 

 

28. The public utility commission assessment claim as proposed by 

Peoples is approved as modified by OCA. 

 

29. The residential collection expense claim as proposed by Peoples is 

approved as modified by OCA. 

 

30. The interest synchronization claim as proposed by Peoples is 

approved by OCA. 

 

31. The uncollectable accounts expense claim as proposed by Peoples is 

approved. 

 

32. The depreciation expense claim as proposed by Peoples is approved. 

 

33. The taxes expense claim as proposed by Peoples is approved with 

I&E’s recommended adjustments related to labor/vacancy expense. 
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34. The capital structure as proposed by Peoples is approved, 

 

35. The debt cost rate as proposed by Peoples is approved. 

 

36. The proxy group proposed by I&E be adopted. 

 

37. The cost of common equity proposed by I&E be adopted. 

 

38. That Peoples’ management effectiveness expense claim is denied in 

its entirety. 

 

39. That the overall rate of return of 7.66% is adopted. 

 

40. The Commission adopts a Peak & Average-only methodology to use 

for cost allocation in this proceeding. 

 

41.   The Commission adopts the COSS recommended by OCA, which 

allocates mains costs using Peoples-specific data. 

 

42.   The Commission utilize the OCA’s recommended allocation of the 

allowed overall revenue increase among the classes. 

 

43.   The Commission find that the OCA’s customer cost study provides a 

more reasonable basis for evaluating the customer-related costs of providing service. 
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44.   The Commission grant an increase to the monthly residential 

customer charge of $2.50, from $16.80 to $19.30.1464   

 

45.   The Commission grant an increase of $3.30 to the monthly SGS 

customer charge for customers using 0 to 499 Mcf annually, from $22.00 to $25.30. 

 

46.   The Commission grant an increase of $6.60, from $44.00 to $50.60, 

for customers using 500 to 999 Mcf annually. 

 

47.   The actual SGS customer charges should be reduced to reflect the 

scale back as recommended in this decision. 

 

48.   For the residential and small general service classes, the residential 

customer charge of $19.30, SGS customer charge for customers using 0 to 499 Mcf 

annually of $25.30, and SGS customer charge for customers using 500 to 999 Mcf 

annually of $50.60 should be scaled back proportionally with the respective usage rate 

increases to those classes. 

 

49.   For the remaining non-residential classes, their existing customer 

charges should be scaled back proportionally with the respective usage rate increases to 

those classes. 

 

50.   The Commission adopt Peoples’ proposal regarding the Merchant 

Function Charge. 

 

51.   The Commission adopt OCA’s flat-fee allocation. 

 

 
1464  [$21.98 - $16.80 = $5.18 x 1/2 = $2.59] 
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52.   The change to Peoples’ billing systems be implemented with the 

effective date of new rates.  To the extent the Company requires additional time for 

compliance, it can make an appropriate filing with the Commission. 

 

53.   Peoples shall be required to separate negotiated rate customers and 

the corresponding revenue into one or more separate classes in the cost of service study 

filed in its next base rate case.  In that proceeding the parties can address whether that 

requirement should continue for future cost of service studies. 

 

54.   I&E’s recommendation for competitive alternative analysis be 

adopted in part.  Specifically, I recommend that, for new competitive rate contracts that 

Peoples enters into going forward, the Commission require Peoples to provide a 

competitive alternative analysis (1) for any discount rate customers that have not had 

their competitive alternatives verified for longer than ten years at the time of the 

Company’s next base rate case and justify the customers’ discount rates as part of its 

filing in the next base rate case, and (2) for each discount rate customer that has not been 

verified within ten years of each of Peoples’ prospective base rate cases in perpetuity. 

 

55. The request of Peoples Natural Gas Company LLC to implement, 

extend or continue a Weather Normalization Adjustment is denied.  Peoples shall cease 

operation of its pilot WNA on the effective date of rates approved in this Order. 

 

56. The effective date of rates as proposed by Peoples is approved. 

 

57. The one-time credit adjustment expense claim as proposed by 

Peoples is approved. 

 

58. The bad debt offset proposal by Peoples be accepted.  
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59. Peoples is encouraged to increase its CAP Participation Levels and 

consider eliminating SSN data after 12 months, if it does not impede its CAP program’s 

success. 

 

60. The Commission adopt the Task force and I&E’s recommendation 

of an increase of 75 customers for the Low-Income Usage Reduction Program, and that 

the budget for LIURP is not increased. 

 

61. The Commission accept Peoples’ proposal for a LIURP Compliance 

Specialist. 

 

62. The Commission accept the Hardship Fund as proposed by Peoples. 

 

63. Regarding Service Terminations, that the Commission the 

Commission (1) find that the OCA has established a prima facie disparate impact case, 

(2) find that Peoples has not identified a sufficient explanation for the demonstrated 

disparity, and (3) order Peoples to conduct and submit a comprehensive root cause 

analysis of its nonpayment termination procedures. 

 

64. The proposals of OCA regarding Rebilling/Back-Billing Data 

Tracking are rejected. 

 

65. Peoples is ordered to conduct an independent root cause analysis to 

determine what is driving the disproportionate level of utility disconnections within the 

Company’s service territory. 

 

66. The Tariff changes proposed by Peoples are accepted.  
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67. The proposal by Peoples to remove CAP customers from the 

program for engaging in recreational gas use be accepted. 

 

68. The provisions proposed by Peoples to its Universal Service Rider 

shall be accepted. 

 

69. Peoples shall continue performing root cause analyses of utility fault 

damages to determine areas of improvement. 

 

70. Peoples’ employees and contractors (as well as locator personnel)  

shall receive additional training to address damage trends on Peoples system. 

 

71. Peoples shall create a QA/QC program to assess causes of damages 

related to (1) mapping errors, (2) lines not marked and (3) lines marked incorrectly to 

determine areas of improvements to reduce damages. 

 

72. Peoples shall meet with I&E periodically to review its root cause 

analyses and the metrics related to the specific causes of damages. 

 

73. Peoples shall implement a methane detector pilot program, using 

either audible detectors or SRMDs, to study its effectiveness and to monitor expenses. 

 

74. The Commission adopt CAUSE-PA’s proposals regarding the 

Purchase of Receivables Program. 

 

75.  The Commission adopts Peoples’ proposal regarding Local 

Production. 

 



391 

 

76.  The Commission adopts Peoples’ proposal regarding Operational 

Concerns. 

 

77.  The Commission adopts Peoples’ proposal on Competitive Rate 

Discounts without modification. 

 

78.  The Commission adopts Peoples’ proposal regarding the merger of 

PNG Gathering into Peoples, and incorporate the tracking concerns noted by OSBA into 

the Order.  

 

79. Peoples be required to provide I&E, OCA, and OSBA, no later than 

June 1, 2027, under this docket number, an update to Peoples Exhibits No. 5B at I-3-I-6 

and 5C at I-3-I-6 that includes actual utility plant balances, actual plant additions, and 

actual retirements for the twelve months ending November 30, 2026, and not later than 

June 1, 2028 for the twelve months ending December 31, 2027. 

 

80. The Complaint filed by the Office of Consumer Advocate filed at 

C-2026-3061455 is dismissed. 

 

81. The Complaint filed by the Office of Small Business Advocate filed 

at C-2026-3061593 is dismissed. 

 

82. The Complaint filed by The Coalition for Affordable Utility Services 

and Energy Efficiency in Pennsylvania filed at C-2026-3061685 is dismissed. 

 

83. The above-captioned respective Complaints of Jonathan Visser filed 

at C-2026-3063372; Christopher Kelley filed at C-2026-3063787; and Ben B. Troyer Jr. 

filed at C-2025-3059337 are dismissed. 
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84. That, upon acceptance and approval by the Commission of the 

compliance tariff supplements filed by Peoples, the investigation at Docket No. 

R-2026-3060855, and the above-captioned complaint dockets be marked closed. 

 

 

Date:  October 2, 2026      /s/    

       Charece Z. Collins 

       Administrative Law Judge
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