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I. INTRODUCTION 

This Petition is filed by PECO Energy Company ("PECO" or the "Company") to request 

that the Pennsylvania Public Utility Commission (the "Commission") approve three proposals 

designed to increase PECO customers' access to natural gas service. As the Commission has 

recognized, the new abundance of shale natural gas presents Pennsylvanians with an economic 

alternative to traditional competing fuels. 1 By this filing, the Company is seeking to address, 

through a variety of different strategies, the financial burdens associated with the Company's 

existing natural gas main extension process that may deter some prospective customers from 

converting a portion of their energy needs to natural gas. 

The first proposal, which applies to all PECO firm natural gas customers (residential, 

commercial and industrial), would change the way customer contributions in aid of construction 

("CIAC") are calculated for main extensions and service lines requested by applicants for new 

service. The second proposal would implement a Neighborhood Gas Pilot Program, which is 

designed to study two coordinated strategies to increase access to natural gas service by: (l) 
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allowing a customer to pay its CIAC for a main extension through a fixed monthly surcharge, 

instead of requiring an upfront, lump-sum payment; and (2) calculating the required CIAC by 

taking into account the revenue, including the fixed monthly CIAC payment, expected from the 

applicant or applicants requesting service and from prospective customers located along the 

proposed main extension that are expected to connect to the main in the future. The final 

proposal would institute a Critical Public Facilities Pilot Program that would dedicate an annual 

fixed amount of PECO-funded investment to construct main extensions in PECO's natural gas 

service territory in Bucks, Chester, Delaware and Montgomery Counties to allow owners of 

critical public facilities to install natural gas-fired emergency generation to ensure continued 

operation when electric service is disrupted. 

Accompanying this Petition, PECO is submitting the direct testimony of Phillip T. 

Eastman, Jr. (PECO Statement No. 1) and Alan B. Cohn (PECO Statement No. 2). Mr. Eastman 

provides an overview of the Company's proposals and describes how they will operate. Mr. 

Cohn sponsors and describes the specific tariff revisions necessary to implement the Company's 

proposals and provides examples of how the revised tariff rules for main and service line 

extensions and the Neighborhood Gas Pilot Program would operate. 

II. BACKGROUND 

1. PECO is a corporation organized and existing under the laws of the 

Commonwealth of Pennsylvania with its principal office in Philadelphia, Pennsylvania. PECO 

provides electric delivery service to approximately 1.6 million customers and natural gas 

delivery service to approximately 503,000 customers in southeastern Pennsylvania. 

2. PECO currently has Commission-approved tariff rules governing the extension of 

natural gas facilities to new customers. See PECO Tariff Gas-Pa. P.U.C. No. 2, Rule 7. Under 
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these provisions, when a prospective customer requests natural gas service, the Company: ( l) 

estimates the cost of the natural gas main extension and the service line, from main to meter, that 

would be required to provide service to the prospective customer; and (2) calculates the 

Estimated Base Annual Revenue ("EBAR"), as defined in Rule 7.3 A. of PECO's Gas Service 

Tariff, it expects from that prospective customer. If the cost of the natural gas main extension 

and service line exceeds five times the expected EBAR, the Company requires the prospective 

customer to make a lump sum payment of that difference as a CIAC before it will extend the 

main. 

3. The newly accessible abundance of shale natural gas in the eastern United States 

has changed the market economics of natural gas service. The availability of new sources of 

natural gas has caused a significant divergence between the per-Btu prices of natural gas and 

competitive fuels such as oil and propane, which, in turn, has created opportunities for customers 

to save money by converting to natural gas service. As of this filing, natural gas prices are 

approximately 61 % less than fuel oil and approximately 68% less than propane prices. 

4. Despite these opportunities, very few prospective residential customers agree to 

pay the required CIAC for a requested natural gas main extension. The Company believes that 

two components of PECO's current main extension policy present the major challenges for most 

prospective customers, namely: (1) the upfront, lump-sum payment of the entire CIAC amount; 

and (2) a CIAC calculation that does not account for revenue from natural gas customers that 

will connect to the main extension in the future and, therefore, places the entire burden of paying 

for the main extension on the initial customer(s). 
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III. PROPOSED CHANGE TO CIAC METHODOLOGY 


5. As previously explained, the Company currently calculates the expected revenue 

contribution of a prospective customer by multiplying that customer's EBAR by five. The "5 x 

EBAR" test was developed about 20 years ago and was based upon a net present value ("NPV") 

analysis. A IS-year period was used to analyze cash flow and determine the EBAR multiple. 

The discount rate used was the Company's then-current after tax cost of capital. 

6. The Company is proposing to revise Rule 7 of its Gas Service Tariff and replace 

the 5 x EBAR test with an NPV analysis that more accurately reflects the economics of natural 

gas main extensions and natural gas service, as fully explained by Mr. Cohn in PECO Statement 

No. 2 (pp. 3-8). In particular, the methodology proposed by the Company will use the current 

after-tax cost of capital, as described in PECO Statement No. 2, p. 6, and a 25-year evaluation 

period instead of the 15-year period used for the current test. The 25-year period is more 

appropriate because, in light of the price differential between natural gas and traditional 

competing fuels, it is reasonable to assume that once a property has natural gas service it will 

remain on natural gas service. 

7. In terms of customer impact, the proposed methodology will increase the revenue 

credit received by prospective customers requesting natural gas service as compared to the 

current methodology and, therefore, reduce the required CIAC. See PECO Statement No. 2, pp. 

7-8 and Exhibits ABC-2 and ABC-3. 

8. The Company expects to begin implementing the proposed methodology within 

six months of a Commission Order approving the modification. 
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IV. NEIGHBORHOOD GAS PILOT PROGRAM 

9. The Neighborhood Gas Pilot is a three-year program that will enable PECO to 

study the efficacy and customer acceptance of two coordinated strategies designed to reduce 

financial barriers presented by PECO's current natural gas main extension policy. The Pilot will 

be implemented through a Rider to the Company's Gas Service Tariff, which PECO has 

provided as Exhibit ABC-6. 

LO. The Pilot will be available to residential customers who will receive natural gas 

service under Rate GR (General Service - Residential) or the Customer Assistance Program 

("CAP") Rider. In addition, to be eligible for the Pilot, the cost of the proposed main and service 

line extension must be at least $15,000 and must attain certain customer participation levels. As 

a threshold matter, at least 20% of prospective customers surveyed along the proposed main 

extension route must indicate they are likely to convert to natural gas service within 12 months. 

The project will be eligible to move forward under the Pilot if the Company receives executed 

contracts from at least 20% of all eligible prospective customers along the proposed route. 2 The 

mechanics of implementing the terms of the Pilot are explained in more detail by Mr. Eastman in 

PECO Statement No. 1 (pp. 6-15). 

11. If a main extension project is eligible for the Pilot, the Company will: (1) allow 

on-bill payment of CIAC through a fixed monthly surcharge over periods of up to twenty years; 

and (2) consider forecasted revenues, including the fixed monthly CIAC payment, from other 

prospective customers along the proposed main extension, not just the applicants requesting new 

service, when determining CIAC. Forecasted revenues from other prospective customers will be 

Whether an eligible project ultimately moves forward under the Pilot will depend on factors such as 
available funds in the Pilot budget and contractor availabi lity. In addition, the Company is reserving the 
right to suspend work under the Pilot as discussed in Paragraph 18, infra. 
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based on the assumption that over a 20-year term, 75% of all eligible customers along the 

proposed route will convert to natural gas service. A sample calculation is provided by Mr. 

Cohn in Exhibit ABC-5. 

12. Once the surcharge amount and term are established for a customer, they will not 

change. The only exception is that a customer may pay off his or her entire outstanding balance 

at any time and thereby cease paying any surcharge for the remainder of the term. See PECO 

Statement No. 2, pp. 11-12 and Exhibit ABC-4. 

13. The Company will provide the following information to the customer when 

communicating the monthly charge amount: (l) the monthly charge; (2) total nominal value of 

payments made over the life of the surcharge; (3) amount if paid up front; ( 4) the assumed 

interest rate; (5) the number of payments; and (6) notice that the balance may be paid off at any 

time without penalty. This information will allow the customer to make an informed decision 

about whether to continue with the monthly charge or pay it up front and finance on their own. 

14. If a customer does not pay the monthly surcharge, he or she would be subject to 

standard collection processes and possibly service termination if arrearages are not paid. 

15. The obligation to pay the established surcharge amount for the remainder of the 

term will stay with the property receiving the natural gas service. Payment of the surcharge will 

be a condition of providing natural gas service to the property. Therefore, if a new owner does 

not want to pay the surcharge, PECO will not provide natural gas to that property. 

16. If a new customer would like to be added to a natural gas main extension that is 

covered by the Pilot, he or she will be required to pay the same fixed monthly surcharge that was 

established for the initial customers on that particular natural gas main extension project. 
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However, the term of that surcharge will be something less than 20 years, depending upon when 

the new customer begins receiving natural gas service. For example, if the new customer starts 

to receive service five years after the initial connections, then the customer will be responsible 

for 15 years of surcharge payments. 

l7. PECO's budget for the Pilot is$ LO million total over the life of the program, with 

an annual cap of $4 million. If less than $4 million is spent in a particular year of the Pilot, the 

excess funding will be carried over to the remaining Pilot year(s), subject to the annual cap. This 

budget was designed to ensure that existing natural gas main repair, replacement, and extension 

projects are not negatively affected. 

18. Administering and implementing the Pilot may require the same internal and 

external resources necessary to maintain and support PECO's existing natural gas distribution 

system. Consistent with its obligation to provide safe and reliable service, the terms of the 

Neighborhood Gas Pilot expressly provide that PECO may suspend the Pilot if work under the 

Pilot would, in the Company's judgment, interfere with its ability to maintain safe and reliable 

service to existing customers. 

19. The Company expects to begin implementation of the Neighborhood Gas Pilot no 

later than the first quarter of 2016. This time is needed to finalize the information technology 

changes necessary to allow for monthly surcharges and to communicate with prospective 

customers. 

20. PECO expects to gather valuable data about the administration of the Pilot's two 

strategies (e.g., the logistics of assessing customer interest and using that interest to forecast 

future revenues) and effectiveness of the Pilot in providing access to natural gas service (e.g., the 

total number of customers converting to natural gas service under the Pilot and percentage of 
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customers converting for each individual project). This information will be used by the 

Company to determine whether the strategies employed in the Pilot are appropriate to be 

employed more broadly or if they should be modified in some fashion. 

21. The Company is proposing to make an annual report to the Commission, Office of 

Consumer Advocate and Bureau of Investigation and Enforcement containing the applicable 

items required in the recent Columbia Gas Pilot Order at Docket No. R-2014-2407345. Mr. 

Eastman describes the content of the annual report in detail. See PECO Statement No. I, pp. 14

15. 

V. CRITICAL PUBLIC FACILITIES PILOT PROGRAM 

22. The Critical Public Facilities Pilot is a three-year program that is intended to 

improve the reliability of critical public facilities by enabling their owners to install natural gas

fired emergency generation. The overall budget for the Pilot is $1 million per year, or $3 million 

in total over the life of the program. 

23. PECO will administer the Pilot in partnership with the Counties of Bucks, 

Chester, Delaware and Montgomery and will work with them to identify critical public facilities 

that would benefit from access to natural gas service by enabling their owners to install natural 

gas-fired emergency generation. Each county will have the opportunity to propose natural gas 

main extension projects for facilities identified as eligible for the Pilot and have PECO provide 

approximately $250,000 per year for the 3-year pilot to cover either all or part of the CIAC 

associated with the project. If a project proposed by a county does not require the total amount 

available to that county, the excess will be divided among the other counties at PECO's 

discretion. 

8 




24. The Pilot will be implemented by adding a new subsection to Rule 7 (Rule 7.3D) 

as described by Mr. Cohn in PECO Statement No. 2, p. 6. 

25. In addition to the value of improving the reliability of certain critical public 

facilities, the Pilot will also generate information that may inform future infrastructure 

investment decisions, such as identification of critical public facilities that would benefit from 

access to natural gas service and the impact of the Pilot's $3 million budget on providing access 

to natural gas service to the selected facilities. 

26. The Company expects to begin implementation of the Critical Public Facilities 

Pilot within six months of a Commission Order approving the program. The Company will 

begin to work with the counties on identifying critical facilities as soon as the Pilot is approved. 

27. For the same reasons discussed above for the Neighborhood Gas Pilot, the 

Company is reserving authority and discretion to suspend the Critical Public Facilities Pilot prior 

to the end of its maximum three-year life. 

VI. NOTICE 

28. PECO is serving copies of this filing on the Office of Consumer Advocate, the 

Office of Small Business Advocate, the Commission's Bureau of Investigation and Enforcement, 

the Commission's Bureau of Audits, the Commission's Technical Utility Services Group, the 

Commission's Office of Special Assistants, and the Philadelphia Area Industrial Energy Users 

Group. 

29. The Company plans to communicate its proposed tariff changes to customers via 

the Company's website, including posting the filing and responding to social media inquiries. In 
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addition, once the filing is approved by the Commission, the Company plans to issue a news 

release to make customers aware of the changes. 

VII. CONCLUSION 

Based upon the foregoing, PECO respectfully requests that the Commission grant this 

Petition and approve the Company's three proposals designed to increase access to natural gas 

service. 

Respectfully submitted, 

November 6, 2014 

as P. Gadsden ( a. No. 28478) 
thony C. DeCusatis (Pa. No. 25700) 

atherine G. Vasudevan (Pa. No. 210254) 
Morgan, Lewis & Bockius LLP 
1701 Market Street 
Philadelphia, PA 19103-2921 
Phone: 215.963.5234 
Fax: 215.963.5001 
tgadsdcn @morganlcwis.com 
adecusatis@morganlewis.com 
cvasudevan@morganlewis.com 

Romulo L. Diaz, Jr. (Pa. No. 88795) 
Jack R. Garfinkle (Pa. No. 81892) 
Exelon Business Services Company 
2301 Market Street 
P.O. Box 8699 
Philadelphia, PA 19101-8699 
Phone: 215.841.4608 
Fax: 215.568.3389 
romulo.diaz @exeloncorp.com 
jack.garfi nkle@exeloncorp.com 
Counsel for PECO Energy Company 
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VERIFICATION 

I, Richard G. Webster Jr., hereby declare that [ am the Vice President of 

Regulatory Policy and Strategy for PECO Energy Company; that, as such, I am authorized to 

make this verification on its behalf; that the facts set forth in the foregoing Petition are true and 

correct to the best of my knowledge, information and belief; and that I make this verification 

subject to the penalties of 18 Pa.C.S. § 4904 pertaining to false statements to authorities. 

Richard G. Webster, Jr. 

Date: November 6, 2014 




