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DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements (“Forward-Looking Statements”) as defined in
the Private Securities Litigation Reform Act of 1995, Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended, relating to future business expectations and
predictions and financial condition and results of operations of Suburban Propane Partners, L.P. (the “Partnership”).
Some of these statements can be identified by the use of forward-looking terminology such as “prospects,” “outlook,”
“believes,” “estimates,” “intends,” “may,” “will,” “should,” “anticipates,” “expects” or “plans” or the negative or other variation of these
or similar words, or by discussion of trends and conditions, strategies or risks and uncertainties.  These
Forward-Looking Statements involve certain risks and uncertainties that could cause actual results to differ materially
from those discussed or implied in such Forward-Looking Statements (statements contained in this Annual Report
identifying such risks and uncertainties are referred to as “Cautionary Statements”). The risks and uncertainties and their
impact on the Partnership’s results include, but are not limited to, the following risks:

•The impact of weather conditions on the demand for propane, fuel oil and other refined fuels, natural gas and
electricity;
•Volatility in the unit cost of propane, fuel oil and other refined fuels, natural gas and electricity, the impact of the
Partnership’s hedging and risk management activities, and the adverse impact of price increases on volumes sold as a
result of customer conservation;
•The ability of the Partnership to compete with other suppliers of propane, fuel oil and other energy sources;
•The impact on the price and supply of propane, fuel oil and other refined fuels from the political, military or economic
instability of the oil producing nations, global terrorism and other general economic conditions;
•The ability of the Partnership to acquire sufficient volumes of, and the costs to the Partnership of acquiring,
transporting and storing, propane, fuel oil and other refined fuels;
•The ability of the Partnership to acquire and maintain reliable transportation for its propane, fuel oil and other refined
fuels;
•The ability of the Partnership to retain customers or acquire new customers;
•The impact of customer conservation, energy efficiency and technology advances on the demand for propane, fuel oil
and other refined fuels, natural gas and electricity;
•The ability of management to continue to control expenses;
•The impact of changes in applicable statutes and government regulations, or their interpretations, including those
relating to the environment and climate change, derivative instruments and other regulatory developments on the
Partnership’s business;
•The impact of changes in tax laws that could adversely affect the tax treatment of the Partnership for income tax
purposes;
•The impact of legal proceedings on the Partnership’s business;
•The impact of operating hazards that could adversely affect the Partnership’s operating results to the extent not
covered by insurance;
•The Partnership’s ability to make strategic acquisitions and successfully integrate them;
•The impact of current conditions in the global capital and credit markets, and general economic pressures;
•The operating, legal and regulatory risks the Partnership may face; and
•Other risks referenced from time to time in filings with the Securities and Exchange Commission (“SEC”) and those
factors listed or incorporated by reference into this Annual Report under “Risk Factors.”
Some of these Forward-Looking Statements are discussed in more detail in “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” in this Annual Report.  On different occasions, the Partnership or its
representatives have made or may make Forward-Looking Statements in other filings with the SEC, press releases or
oral statements made by or with the approval of one of the Partnership’s authorized executive officers.  Readers are
cautioned not to place undue reliance on Forward-Looking Statements, which reflect management’s view only as of the
date made.  The Partnership undertakes no obligation to update any Forward-Looking Statement or Cautionary
Statement, except as required by law.  All subsequent written and oral Forward-Looking Statements attributable to the
Partnership or persons acting on its behalf are expressly qualified in their entirety by the Cautionary Statements in this
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Annual Report and in future SEC reports.  For a more complete discussion of specific factors which could cause
actual results to differ from those in the Forward-Looking Statements or Cautionary Statements, see “Risk Factors” in
this Annual Report.
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PART I

ITEM 1. BUSINESS
Development of Business

Suburban Propane Partners, L.P. (the “Partnership”), a publicly traded Delaware limited partnership, is a nationwide
marketer and distributor of a diverse array of products meeting the energy needs of our customers.  We specialize in
the distribution of propane, fuel oil and refined fuels, as well as the marketing of natural gas and electricity in
deregulated markets.  In support of our core marketing and distribution operations, we install and service a variety of
home comfort equipment, particularly in the areas of heating and ventilation.  We believe, based on LP/Gas Magazine
dated February 2016, that we are the third largest retail marketer of propane in the United States, measured by retail
gallons sold in the calendar year 2015.  As of September 24, 2016, we were serving the energy needs of approximately
1.1 million residential, commercial, industrial and agricultural customers through 675 locations in 41 states with
operations principally concentrated in the east and west coast regions of the United States, as well as portions of the
midwest region of the United States and Alaska.  We sold approximately 414.8 million gallons of propane and 30.9
million gallons of fuel oil and refined fuels to retail customers during the year ended September 24, 2016. Together
with our predecessor companies, we have been continuously engaged in the retail propane business since 1928.

We conduct our business principally through Suburban Propane, L.P., a Delaware limited partnership, which operates
our propane business and assets (the “Operating Partnership”), and its direct and indirect subsidiaries.  Our general
partner, and the general partner of our Operating Partnership, is Suburban Energy Services Group LLC (the “General
Partner”), a Delaware limited liability company whose sole member is the Chief Executive Officer of the
Partnership.  Since October 19, 2006, the General Partner has no economic interest in either the Partnership or the
Operating Partnership (which means that the General Partner is not entitled to any cash distributions of either
partnership, nor to any cash payment upon the liquidation of either partnership, nor any other economic rights in either
partnership) other than as a holder of 784 Common Units of the Partnership.  Additionally, under the Third Amended
and Restated Agreement of Limited Partnership (the “Partnership Agreement”) of the Partnership, there are no incentive
distribution rights for the benefit of the General Partner.  The Partnership owns (directly and indirectly) all of the
limited partner interests in the Operating Partnership.  The Common Units represent 100% of the limited partner
interests in the Partnership.

On August 1, 2012 (the “Acquisition Date”), we acquired the sole membership interest in Inergy Propane, LLC,
including certain wholly-owned subsidiaries of Inergy Propane LLC, and the assets of Inergy Sales and Service, Inc.
(the “Inergy Propane Acquisition”).  The acquired interests and assets are collectively referred to as “Inergy Propane.”  As
of the Acquisition Date, Inergy Propane consisted of the former retail propane assets and operations, as well as the
assets and operations of the refined fuels business, of Inergy, L.P. (“Inergy”), a publicly traded limited partnership at the
time of the acquisition.  On the Acquisition Date, Inergy Propane and its remaining wholly-owned subsidiaries which
we acquired in the Inergy Propane Acquisition became subsidiaries of our Operating Partnership, but were merged
into the Operating Partnership on April 30, 2013. The results of operations of Inergy Propane are included in the
Partnership’s results of operations beginning on the Acquisition Date.

Direct and indirect subsidiaries of the Operating Partnership include Suburban Heating Oil Partners, LLC, which owns
and operates the assets of our fuel oil and refined fuels business; Agway Energy Services, LLC, which owns and
operates the assets of our natural gas and electricity business; and Suburban Sales and Service, Inc., which conducts a
portion of our service work and appliance and parts business.  Our fuel oil and refined fuels, natural gas and electricity
and services businesses are structured as either limited liability companies that are treated as corporations or corporate
entities (collectively referred to as “Corporate Entities”) and, as such, are subject to corporate level income tax.

Suburban Energy Finance Corp., a direct 100%-owned subsidiary of the Partnership, was formed on November 26,
2003 to serve as co-issuer, jointly and severally with the Partnership, of the Partnership’s senior notes. Suburban
Energy Finance Corp. has nominal assets and conducts no business operations.

Edgar Filing: SUBURBAN PROPANE PARTNERS LP - Form 10-K

7



In this Annual Report, unless otherwise indicated, the terms “Partnership,” “Suburban,” “we,” “us,” and “our” are used to refer to
Suburban Propane Partners, L.P. and its consolidated subsidiaries, including the Operating Partnership. The
Partnership and the Operating Partnership commenced operations in March 1996 in connection with the Partnership’s
initial public offering of Common Units.

We currently file Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and current reports on Form 8-K
with the SEC.  You may read and receive copies of any materials that we file with the SEC at the SEC’s Public
Reference Room at 100 F Street, N.E., Washington, D.C. 20549.  You may obtain information on the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330.  Any information filed by us is also available on the
SEC’s EDGAR database at www.sec.gov.

Upon written request or through an information request link from our website at www.suburbanpropane.com, we will
provide, without charge, copies of our Annual Report on Form 10-K for the year ended September 24, 2016, each of
the Quarterly Reports on

1
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Form 10-Q, current reports filed or furnished on Form 8-K and all amendments to such reports as soon as is
reasonably practicable after such reports are electronically filed with or furnished to the SEC.  Requests should be
directed to:  Suburban Propane Partners, L.P., Investor Relations, P.O. Box 206, Whippany, New Jersey
07981-0206.  The information contained on our website is not included as part of, or incorporated by reference into,
this Annual Report on Form 10-K.

Our Strategy

Our business strategy is to deliver increasing value to our Unitholders through initiatives, both internal and external,
that are geared toward achieving sustainable profitable growth and steady or increased quarterly distributions. The
following are key elements of our strategy:

Internal Focus on Driving Operating Efficiencies, Right-Sizing Our Cost Structure and Enhancing Our Customer
Mix.  We focus internally on improving the efficiency of our existing operations, managing our cost structure and
improving our customer mix. Through investments in our technology infrastructure, we continue to seek to improve
operating efficiencies and the return on assets employed.  We have developed a streamlined operating footprint and
management structure to facilitate effective resource planning and decision making.  Our internal efforts are
particularly focused in the areas of route optimization, forecasting customer usage, inventory control, cash
management and customer tracking. We will continue to pursue operational efficiencies while staying focused on
providing exceptional service to our customer base.  Our systems platform is advanced and scalable and we will seek
to leverage that technology for enhanced routing, forecasting and customer relationship management.

Growing Our Customer Base by Improving Customer Retention and Acquiring New Customers.  We set clear
objectives to focus our employees on seeking new customers and retaining existing customers by providing highly
responsive customer service.  We believe that customer satisfaction is a critical factor in the growth and success of our
operations. “Our Business is Customer Satisfaction” is one of our core operating philosophies.  We measure and reward
our customer service centers based on a combination of profitability of the individual customer service center and net
customer growth. We have made investments in training our people both on techniques to provide exceptional
customer service to our existing customer base, as well as advanced sales training focused on growing our customer
base.

Selective Acquisitions of Complementary Businesses or Assets.  Externally, we seek to extend our presence or
diversify our product offerings through selective acquisitions.  Our acquisition strategy is to focus on businesses with
a relatively steady cash flow that will extend our presence in strategically attractive markets, complement our existing
business segments or provide an opportunity to diversify our operations.  We are very patient and deliberate in
evaluating acquisition candidates.  

Selective Disposition of Non-Strategic Assets.  We continuously evaluate our existing facilities to identify
opportunities to optimize our return on assets by selectively divesting operations in slower growing markets,
generating proceeds that can be reinvested in markets that present greater opportunities for growth.  Our objective is to
maximize the growth and profit potential of all of our assets.

Business Segments

We manage and evaluate our operations in four operating segments, three of which are reportable segments: Propane,
Fuel Oil and Refined Fuels and Natural Gas and Electricity.  These business segments are described below.  See the
Notes to the Consolidated Financial Statements included in this Annual Report for financial information about our
business segments.

Propane
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Propane is a by‑product of natural gas processing and petroleum refining.  It is a clean burning energy source
recognized for its transportability and ease of use relative to alternative forms of stand‑alone energy sources.  Propane
use falls into three broad categories:

•residential and commercial applications;
•industrial applications; and
•agricultural uses.
In the residential and commercial markets, propane is used primarily for space heating, water heating, clothes drying
and cooking.  Industrial customers use propane generally as a motor fuel to power over‑the‑road vehicles, forklifts and
stationary engines, to fire furnaces, as a cutting gas and in other process applications.  In the agricultural market,
propane is primarily used for tobacco curing, crop drying, poultry brooding and weed control.

2
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Propane is extracted from natural gas or oil wellhead gas at processing plants or separated from crude oil during the
refining process.  It is normally transported and stored in a liquid state under moderate pressure or refrigeration for
ease of handling in shipping and distribution.  When the pressure is released or the temperature is increased, propane
becomes a flammable gas that is colorless and odorless, although an odorant is added to allow its detection.  Propane
is clean burning and, when consumed, produces only negligible amounts of pollutants.

Product Distribution and Marketing

We distribute propane through a nationwide retail distribution network consisting of approximately 660 locations in
41 states as of September 24, 2016.  Our operations are principally concentrated in the east and west coast regions of
the United States, as well as portions of the midwest region of the United States and Alaska.  As of September 24,
2016, we serviced approximately 942,000 propane customers.  Typically, our customer service centers are located in
suburban and rural areas where natural gas is not readily available. Generally, these customer service centers consist
of an office, appliance showroom, warehouse and service facilities, with one or more 18,000 to 30,000 gallon storage
tanks on the premises.  Most of our residential customers receive their propane supply through an automatic delivery
system.  These deliveries are scheduled through proprietary computer technology, based upon each customer’s
historical consumption patterns and prevailing weather conditions.  Additionally, we offer our customers a budget
payment plan whereby the customer’s estimated annual propane purchases and service contracts are paid for in a series
of estimated equal monthly payments over a twelve-month period.  From our customer service centers, we also sell,
install and service equipment to customers who purchase propane from us including heating and cooking appliances
and, at some locations, propane fuel systems for motor vehicles.

We sell propane primarily to six customer markets: residential, commercial, industrial (including engine fuel),
agricultural, other retail users and wholesale.  Approximately 95% of the propane gallons sold by us in fiscal 2016
were to retail customers: 45% to residential customers, 27% to commercial customers, 9% to industrial customers, 5%
to agricultural customers and 14% to other retail users.  The balance of approximately 5% of the propane gallons sold
by us in fiscal 2016 was for risk management activities and wholesale customers.  No single customer accounted for
10% or more of our propane revenues during fiscal 2016.

Retail deliveries of propane are usually made to customers by means of bobtail and rack trucks.  Propane is pumped
from bobtail trucks, which have capacities typically ranging from 2,400 gallons to 3,500 gallons of propane, into a
stationary storage tank on the customers’ premises.  The capacity of these storage tanks ranges from approximately 100
gallons to approximately 1,200 gallons, with a typical tank having a capacity of 300 to 400 gallons.  As is common in
the propane industry, we own a significant portion of the storage tanks located on our customers’ premises.  We also
deliver propane to retail customers in portable cylinders, which typically have a capacity of 5 to 35 gallons.  When
these cylinders are delivered to customers, empty cylinders are refilled in place or transported for replenishment at our
distribution locations.  We also deliver propane to certain other bulk end users in larger trucks known as transports,
which have an average capacity of approximately 9,000 gallons.  End users receiving transport deliveries include
industrial customers, large‑scale heating accounts, such as local gas utilities that use propane as a supplemental fuel to
meet peak load delivery requirements, and large agricultural accounts that use propane for crop drying.

Supply

Our propane supply is purchased from approximately 40 oil companies and natural gas processors at approximately
180 supply points located in the United States and Canada.  We make purchases primarily under one-year agreements
that are subject to annual renewal, and also purchase propane on the spot market.  Supply contracts generally provide
for pricing in accordance with posted prices at the time of delivery or the current prices established at major storage
points, and some contracts include a pricing formula that typically is based on prevailing market prices.  Some of
these agreements provide maximum and minimum seasonal purchase guidelines. Propane is generally transported
from refineries, pipeline terminals, storage facilities (including our storage facility in Elk Grove, California) and
coastal terminals to our customer service centers by a combination of common carriers, owner‑operators and railroad
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tank cars.  See Item 2 of this Annual Report.

Historically, supplies of propane have been readily available from our supply sources.  However, during the fiscal
2014 heating season, we were adversely affected by supply constraints resulting from industry-wide supply shortages
and logistics issues involving propane transportation sourcing and costs.  Nevertheless, through relationships with our
suppliers and extraordinary efforts by our supply and logistics personnel, we were able to effectively manage the
challenging environment in fiscal 2014 without a material disruption in supply.  Such supply shortages and logistics
issues were not repeated during fiscal 2015 or fiscal 2016.  Although we make no assurance regarding the availability
of supplies of propane in the future, we currently expect to be able to secure adequate supplies during fiscal
2017.  During fiscal 2016, Crestwood Equity Partners L.P. (“Crestwood”), Targa Liquids Marketing and Trade LLC
(“Targa”), Enterprise Products Partners L.P. (“Enterprise”) and Phillips 66 Company (“Phillips”) provided approximately
19%, 14%, 13% and 10% of our total propane purchases, respectively.  No other single supplier accounted for more
than 10% of our propane purchases in fiscal 2016.  The availability of our propane supply is dependent on several
factors, including the severity of winter weather, the magnitude of competing demands for available supply (e.g., crop
drying and exports), the availability of

3
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transportation and storage infrastructure and the price and availability of competing fuels, such as natural gas and fuel
oil.  We believe that if supplies from Crestwood, Enterprise, Targa or Phillips were interrupted, we would be able to
secure adequate propane supplies from other sources without a material disruption of our operations.  Nevertheless,
the cost of acquiring and transporting such propane might be higher and, at least on a short-term basis, our margins
could be affected.  Approximately 91% of our total propane purchases were from domestic suppliers in fiscal 2016.

We seek to reduce the effect of propane price volatility on our product costs and to help ensure the availability of
propane during periods of short supply.  We are currently a party to forward and option contracts with various third
parties to purchase and sell propane at fixed prices in the future.  These activities are monitored by our senior
management through enforcement of our Hedging and Risk Management Policy.  See Items 7 and 7A of this Annual
Report.

We own and operate a large propane storage facility in Elk Grove, California.  We also operate smaller storage
facilities in other locations and have rights to use storage facilities in additional locations. These storage facilities
enable us to buy and store large quantities of propane particularly during periods of low demand, which generally
occur during the summer months.  This practice helps ensure a more secure supply of propane during periods of
intense demand or price instability.  As of September 24, 2016, the majority of the storage capacity at our facility in
Elk Grove, California was leased to third parties.

Competition

According to the US Census Bureau’s 2015 American Community Survey, propane ranks as the fourth most important
source of residential energy in the nation, with about 5% of all households using propane as their primary space
heating fuel.  This level has not changed materially over the previous two decades.  As an energy source, propane
competes primarily with natural gas, electricity and fuel oil, principally on the basis of price, availability and
portability.

Propane is more expensive than natural gas on an equivalent British Thermal Unit (“BTU”) basis in locations serviced
by natural gas, but it is an alternative or supplement to natural gas in rural and suburban areas where natural gas is
unavailable or portability of product is required.  Historically, the expansion of natural gas into traditional propane
markets has been inhibited by the capital costs required to expand pipeline and retail distribution systems.  Although
the extension of natural gas pipelines to previously unserved geographic areas tends to displace propane distribution in
those areas, we believe new opportunities for propane sales may arise as new neighborhoods are developed in
geographically remote areas.  However, over the last few years, fewer new housing developments have been started in
our service areas as a result of recent economic circumstances.  The increasing availability of natural gas extracted
from shale deposits in the United States may accelerate the extension of natural gas pipelines in the future.

Propane has some relative advantages over other energy sources.  For example, in certain geographic areas, propane is
generally less expensive to use than electricity for space heating, water heating, clothes drying and
cooking.  Utilization of fuel oil is geographically limited (primarily in the northeast), and even in that region, propane
and fuel oil are not significant competitors because of the cost of converting from one to the other.

In addition to competing with suppliers of other energy sources, our propane operations compete with other retail
propane distributors. The retail propane industry is highly fragmented and competition generally occurs on a local
basis with other large full-service multi-state propane marketers, thousands of smaller local independent marketers
and farm cooperatives. Based on industry statistics contained in 2014 Sales of Natural Gas Liquids and Liquefied
Refinery Gases, as published by the American Petroleum Institute in January 2016, and LP/Gas Magazine dated
February 2016, the ten largest retailers, including us, account for approximately 36% of the total retail sales of
propane in the United States. Each of our customer service centers operates in its own competitive environment
because retail marketers tend to locate in close proximity to customers in order to lower the cost of providing
service.  Our typical customer service center has an effective marketing radius of approximately 50 miles, although in
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certain areas the marketing radius may be extended by one or more satellite offices.  Most of our customer service
centers compete with five or more marketers or distributors.

Fuel Oil and Refined Fuels

Product Distribution and Marketing

We market and distribute fuel oil, kerosene, diesel fuel and gasoline to approximately 48,000 residential and
commercial customers primarily in the northeast region of the United States.  Sales of fuel oil and refined fuels for
fiscal 2016 amounted to 30.9 million gallons. Approximately 66% of the fuel oil and refined fuels gallons sold by us
in fiscal 2016 were to residential customers, principally for home heating, 7% were to commercial customers, and 6%
to other users.  Sales of diesel and gasoline accounted for the remaining 21% of total volumes sold in this segment
during fiscal 2016.  Fuel oil has a more limited use, compared to propane, and is used almost exclusively for space
and water heating in residential and commercial buildings.  We sell diesel fuel and gasoline to commercial and
industrial customers for use primarily to operate motor vehicles.

4

Edgar Filing: SUBURBAN PROPANE PARTNERS LP - Form 10-K

14



Approximately 45% of our fuel oil customers receive their fuel oil under an automatic delivery system.  These
deliveries are scheduled through proprietary computer technology, based upon each customer’s historical consumption
patterns and prevailing weather conditions.  Additionally, we offer our customers a budget payment plan whereby the
customer’s estimated annual fuel oil purchases are paid for in a series of estimated equal monthly payments over a
twelve-month period.  From our customer service centers, we also sell, install and service equipment to customers
who purchase fuel oil from us including heating appliances.

Deliveries of fuel oil are usually made to customers by means of tankwagon trucks, which have capacities ranging
from 2,500 gallons to 3,000 gallons.  Fuel oil is pumped from the tankwagon truck into a stationary storage tank that
is located on the customer’s premises, which is owned by the customer.  The capacity of customer storage tanks ranges
from approximately 275 gallons to approximately 1,000 gallons. No single customer accounted for 10% or more of
our fuel oil revenues during fiscal 2016.

Supply

We obtain fuel oil and other refined fuels in pipeline, truckload or tankwagon quantities, and have contracts with
certain pipeline and terminal operators for the right to temporarily store fuel oil at 14 terminal facilities we do not
own.  We have arrangements with certain suppliers of fuel oil, which provide open access to fuel oil at specific
terminals throughout the northeast.  Additionally, a portion of our purchases of fuel oil are made at local wholesale
terminal racks.  In most cases, the supply contracts do not establish the price of fuel oil in advance; rather, prices are
typically established based upon market prices at the time of delivery plus or minus a differential for transportation
and volume discounts.  We purchase fuel oil from approximately 30 suppliers at approximately 50 supply
points.  While fuel oil supply is more susceptible to longer periods of supply constraint than propane, we believe that
our supply arrangements will provide us with sufficient supply sources.  Although we make no assurance regarding
the availability of supplies of fuel oil in the future, we currently expect to be able to secure adequate supplies during
fiscal 2017.

Competition

The fuel oil industry is a mature industry with total demand expected to remain relatively flat to moderately declining.
The fuel oil industry is highly fragmented, characterized by a large number of relatively small, independently owned
and operated local distributors.  We compete with other fuel oil distributors offering a broad range of services and
prices, from full service distributors to those that solely offer the delivery service. We have developed a wide range of
sales programs and service offerings for our fuel oil customer base in an attempt to be viewed as a full service energy
provider and to build customer loyalty. For instance, like most companies in the fuel oil business, we provide home
heating equipment repair service to our fuel oil customers on a 24-hour a day basis.  The fuel oil business unit also
competes for retail customers with suppliers of alternative energy sources, principally natural gas, propane and
electricity.

Natural Gas and Electricity

We market natural gas and electricity through our 100%-owned subsidiary, Agway Energy Services, LLC (“AES”), in
the deregulated markets of New York and Pennsylvania primarily to residential and small commercial customers.
Historically, local utility companies provided their customers with all three aspects of electric and natural gas
service:  generation, transmission and distribution.  However, under deregulation, public utility commissions in
several states are licensing energy service companies, such as AES, to act as alternative suppliers of the commodity to
end consumers.  In essence, we make arrangements for the supply of electricity or natural gas to specific delivery
points.  The local utility companies continue to distribute electricity and natural gas on their distribution systems.  The
business strategy of this segment is to expand its market share by concentrating on growth in the customer base and
expansion into other deregulated markets that are considered strategic markets.
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We serve approximately 80,000 natural gas and electricity customers in New York and Pennsylvania.  During fiscal
2016, we sold approximately 2.8 million dekatherms of natural gas and 443.3 million kilowatt hours of electricity
through the natural gas and electricity segment. Approximately 86% of our customers were residential households and
the remainder were small commercial and industrial customers.  New accounts are obtained through numerous
marketing and advertising programs, including telemarketing and direct mail initiatives.  Most local utility companies
have established billing service arrangements whereby customers receive a single bill from the local utility company
which includes distribution charges from the local utility company, as well as product charges for the amount of
natural gas or electricity provided by AES and utilized by the customer.  We have arrangements with several local
utility companies that provide billing and collection services for a fee.  Under these arrangements, we are paid by the
local utility company for all or a portion of customer billings after a specified number of days following the customer
billing with no further recourse to AES.

Supply of natural gas is arranged through annual supply agreements with major national wholesale suppliers.  Pricing
under the annual natural gas supply contracts is based on posted market prices at the time of delivery, and some
contracts include a pricing formula that typically is based on prevailing market prices.  The majority of our electricity
requirements are purchased through the

5
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New York Independent System Operator (“NYISO”) under an annual supply agreement, as well as purchase
arrangements through other national wholesale suppliers on the open market.  Electricity pricing under the NYISO
agreement is based on local market indices at the time of delivery.  Competition is primarily with local utility
companies, as well as other marketers of natural gas and electricity providing similar alternatives as AES.

All Other

We sell, install and service various types of whole-house heating products, air cleaners, humidifiers and space heaters
to the customers of our propane, fuel oil, natural gas and electricity businesses.  Our supply needs are filled through
supply arrangements with several large regional equipment manufacturers and distribution companies.  Competition in
this business segment is primarily with small, local heating and ventilation providers and contractors, as well as, to a
lesser extent, other regional service providers.  The focus of our ongoing service offerings are in support of the service
needs of our exist
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