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OPINION AND ORDER

BY THE COMMISSION:
Before the Pennsylvania Public Utility Commission (Commission) for consideration and disposition are the Exceptions of the Office of Consumer Advocate (OCA) dated June 16, 2008, to the Recommended Decision of Administrative Law Judges (ALJs) Michael A. Nemec and Katrina Dunderdale, issued June 5, 2008.  The ALJs recommended that T.W. Phillip’s (TWP) purchased gas cost (PGC) filing, made pursuant to Section 1307(f) of the Public Utility Code (Code), 66 Pa. C.S. § 1307(f), be approved.  The ALJs also recommended approval of TWP’s proposed capacity release sharing mechanism.  The OCA filed Exceptions on June 16, 2008, and the Office of Trial Staff (OTS), the Office of Small Business Advocate (OSBA) and TWP filed Reply Exceptions on June 23, 2008.

History of the Proceeding



On January 15, 2008, TWP submitted pre-filing data, as required by Commission Regulations concerning annual changes to rates for recovery of purchased gas costs.  52 Pa. Code §§ 53.64 and 53.65.  On January 31, 2008, TWP filed a Supplement to Tariff Gas-Pa. P.U.C. No. 6, to become effective on or after August 1, 2008.  TWP also filed its direct testimony on January 31, 2008.  R.D. at 1.



As revised, TWP requested to increase its rates, for recovery of purchased gas costs applicable to residential sales service customers, by $0.6339/Mcf from the purchased gas cost rates effective February 1, 2008.  The proposed increase of 6.6% will raise TWP’s rates from $9.5364/Mcf to $10.1703/Mcf.  TWP also proposed rate increases related to recovery of purchased gas costs for other customer classes.  TWP St. No. 1 at 2.  In addition, TWP proposed to establish a capacity release sharing mechanism wherein TWP would have used proceeds received from the release of capacity as a contribution in aid of construction (CIAC) to offset TWP’s costs of a new interconnection with Dominion Gas Transmission Corporation (Dominion Interconnect) near its Oakford storage facility.  R.D. at 1.



Because the statutory Parties opposed the use of a capacity release sharing mechanism as CIAC, TWP withdrew this proposal.  Instead, TWP proposed the adoption of a sharing mechanism that would provide for Purchased Gas Customers (PGC) to receive 75% and TWP to retain 25% of these revenues, with no credit to be applied to CIAC.  



The filing was assigned to ALJ Katrina L. Dunderdale and ALJ Michael A. Nemec for investigation and hearings to determine whether TWP’s annual purchased gas costs comply with the standards as set forth in the Public Utility Code.  The OSBA filed a Complaint on February 5, 2008.  The OCA filed a Complaint on February 15, 2008, and the OTS entered a Notice of Appearance on March 6, 2008.  Ms. Joyce M. Echevaria and Mr. Russell H. Henry filed individual complaints, each asking that no increase in rates be granted.



A telephonic hearing was held in Harrisburg on April 29, 2008.  The only contested issue was TWP’s proposal for the sharing of released capacity revenues.  In their Recommended Decision, the ALJs concluded that TWP’s proposal to share capacity release revenues, with 75% flowed through to customers and 25% retained by TWP, was reasonable and consistent with precedent.  The ALJs recommended that TWP’s filing made pursuant to Section 1307(f) and the proposed rates therein be approved and that TWP’s proposed revenue sharing mechanism be approved, with the proviso that it be reviewed in the TWP’s 2012 PGC proceeding. 

Discussion



Our review of the ALJs’ recommendation and the arguments of the Parties is guided by the standards set forth in Section 1318(a) of the Code, 66 Pa. C.S. § 1318(a).  The over-arching requirement is that the rates proposed must be supported by a determination that TWP is pursuing a least cost fuel procurement policy, consistent with the utility’s obligation to provide safe, adequate and reliable service to its customers.  In order to make that determination, the Code provides that we must make specific findings, which include, but are not necessarily limited to, the following:

(1)  The utility has fully and vigorously represented the interests of its ratepayers in proceedings before the Federal Regulatory Commission.
(2)  The utility has taken all prudent steps necessary to negotiate favorable gas supply contracts and to relieve the utility from terms in existing contracts with its gas suppliers which are or may be adverse to the interests of the utility’s ratepayers.
(3)  The utility has taken all prudent steps necessary to obtain lower cost gas supplies on both short-term and long-term bases both within and outside the Commonwealth, including the use of gas transportation arrangements with pipelines and other distribution companies.
(4)  The utility has not withheld from the market or caused to be withheld from the market any gas supplies which should have been utilized as part of a least cost fuel procurement policy.  

66 Pa. C.S. § 1318(a). 

Where a natural gas distribution company (NGDC) purchases gas from an affiliate, the Commission also is required to make the following findings under Section 1318(b):

(1)  That the utility has fully and vigorously attempted to obtain less costly gas supplies on both short-term and long-term bases from nonaffiliated interests.

(2)  That each contract for the purchase of gas from its affiliated interest is consistent with a least cost fuel procurement policy.

(3)  That neither the utility nor its affiliated interest has withheld from the market any gas supplies which should have been utilized as part of a least cost fuel procurement policy.

66 Pa. C.S. § 1318(b).  We will review the ALJs’ recommendation and the Parties’ arguments against the foregoing statutory backdrop.  As we move to our discussion of contested matters, we note that we are not required to consider expressly or at great length each and every contention raised by a party to our proceedings.  University of Pennsylvania, et al. v. Pennsylvania Public Utility Commission, 485 A.2d 1217, 1222 (Pa. Cmwlth. 1984).  Any exception or argument that is not specifically addressed herein shall be deemed to have been duly considered and denied without further discussion.


A.
The Contested Issue



1.
TWP’s Capacity Release Sharing Mechanism




a.
Positions of the Parties



In its original filing, TWP proposed to retain capacity release revenues and use such funds as CIAC to offset the cost of constructing the new Dominion Interconnect.  The Dominion Interconnect is innovative because it would increase the use of Pennsylvania gas to replace interstate sourced supplies for storage injection, thereby making available Texas Eastern capacity release in summer months.  TWP St. 2, pp. 8-9; R.D. at 4.



Historically, TWP has had little to no capacity release revenues.  During the past three completed PGC years, the total amount of capacity releases was $39,622.01, or an average of $13,207.37 per year.  Because TWP has been able to rely upon substantial volumes of Pennsylvania local gas supplies, it has a relatively small volume of interstate firm transportation capacity (about 11,000 Mcf/day or less than 6% of Peak Day Requirements).  R.D. at 5.



TWP stated that this past winter, for the first time, it received an abundantly high bid for winter recallable capacity from Virginia Power Company (Virginia Power).  Due to an unusual, and likely temporary, circumstance, Virginia Power was willing to pay from two to three times the amount TWP has received in the past for recallable winter capacity.  Virginia Power also agreed to take such capacity in volumes well in excess of any recallable releases that TWP has been able to obtain in prior years.  Tr. 23; TWP Ex. RMH-OR-1.  TWP has no indication that this situation will repeat itself in the future.  R.D. at 6.



TWP asserted that there may be further opportunities for additional release revenues, such as the construction of an interconnection with Columbia Gas Transmission Corporation to inject local gas into their storage facility and other releases and longer term asset management arrangements.  R.D. at 8.



The OTS, the OCA and the OSBA all objected to TWP’s proposal.  They contended that it would not be appropriate to use revenues from a PGC sharing mechanism as CIAC.  OTS St. 1 at 7; OSBA St. 1 at 3; OCA St. 1 at 4; R.D. at 4.



TWP withdrew its original proposal and revised its capacity release sharing proposal to withdraw CIAC treatment and provide that 75% of all capacity release proceeds be refunded to customers in PGC rates and 25% of capacity release revenues be retained by TWP as an incentive to maximize capacity release revenues.  TWP St. 1-R, p. 4; R.D. at 4.



The OCA objected to the adoption of a 75% customer/25% utility capacity release sharing mechanism.  The OCA’s primary position was that there should be no capacity release mechanism for TWP.  OCA St. 1 at 4-5; OCA St. 1-S at 2.  In opposing the adoption of any sharing mechanism for TWP, the OCA also contended that an incentive mechanism should only be adopted if it encourages a level of releases that would not otherwise have been achieved.  OCA St. 1-S at 2; R.D. at 8.  


TWP asserted that the OCA’s contention, with respect to past experience, was not a basis for denying TWP a sharing mechanism.  TWP does have a history with respect to capacity release revenues and, excluding the unusual circumstance in the past winter with respect to Virginia Power, TWP historically has had little success in releasing capacity – averaging just $13,207.37 per year.  TWP Exh. RMH-OR-1.  The OCA’s contention further failed to recognize that any release revenues produced as a result of the Dominion Interconnect were clearly incremental to past experience.  TWP contended that it should be rewarded for its innovation and efforts to increase Pennsylvania-sourced gas supplies.  TWP argued that it should not be treated less fairly than other NGDCs because it did not propose a sharing mechanism previously.  R.D. at 8-9.


Alternatively, OCA contended that TWP should be limited to receipt of 25% of released Texas Eastern capacity only and that any company share should be credited against plant investment as CIAC.  OCA St. 1 at 5; OCA St. 1-S at 5; R.D. at 9.  The OCA asserted that CIAC treatment was appropriate to avoid “over recovery” of the costs of the interconnection.  R.D. at 10.  


TWP pointed out that, as contended by witnesses for the OTS and the OSBA, and even by the OCA witness, such a proposal may not be legally permissible.  Because prior precedent supports the use of sharing mechanisms that do not recover construction costs through PGC rates, TWP contended that it was not necessary for the Commission to consider an alternative of questionable legality here.  R.D. at 9.


Also, TWP contended that the OCA’s proposal was unfair to TWP.  Because the OCA proposal only credits 25% of capacity release to CIAC, it would not meaningfully reduce TWP’s cost of investment, as it would take approximately ten years of CIAC treatment before the capital investment could possibly be recouped.  OCA St. 1-S at 6; Tr. 30.  During that time, TWP would incur depreciation and operating costs that were not currently reflected in rates.  Moreover, the proposal failed to consider that, as a result of TWP’s efforts, the Texas Eastern capacity may be eliminated or substantially reduced in four years, following the end of the current Texas Eastern contract.  If the capacity contract were terminated, there will be a termination of the Texas Eastern release revenues, resulting in an end to any CIAC credits after four years.  Under TWP’s revised proposal, customers would receive 75% of the benefit of the releases and, at the end of the four-year period, possible reductions in PGC rates for termination of the capacity contract.  R.D. at 9-10.



The OSBA proposed that any sharing mechanism be limited to a three-year term.  OSBA M.B. at 4.  TWP stated that, although it does not oppose a term for the sharing mechanism, it should be limited to a four-year term.  TWP reasoned that it would be renegotiating its Texas Eastern capacity contracts in 2012.  TWP St. 2 at 8.  These contracts may be revised as a result of construction of the Dominion Interconnect.  TWP stated that if the Commission concluded that the sharing mechanism should be subject to renewal, such renewal should be considered in the PGC 2012 proceeding.  R.D. at 10.




b.
ALJs’ Recommendation



The ALJs recommended that TWP’s proposal to share capacity release revenues, with 75% flowed through to customers and 25% retained by TWP, be approved, with the proviso that it be reviewed and, if deemed appropriate, renewed in the PGC 2012 proceeding.




c.
Exceptions and Replies



In its Exceptions, the OCA is of the opinion that the ALJs erred, first, in recommending a capacity release revenue sharing mechanism generally, and second, in recommending adoption of TWP’s revised proposal.  OCA Exc. at 2.  According to the OCA, there is no need to implement a sharing mechanism for TWP since it has actively and successfully sought opportunities for capacity release based on its legal obligation to pursue a least cost fuel procurement policy under Section 1318 of the Public Utility Code, 66 Pa. C.S. § 1318.  OCA Exc. at 4.



The OCA directs us to various statements made by TWP.  TWP states that it has recently created opportunities for capacity release and cites the Dominion Interconnect as an example.  TWP M.B. at 5.  TWP also states that there may be further opportunities.  TWP M.B. at 6.  Also, TWP does not believe that it should be treated less fairly than other gas utilities because it did not previously propose a sharing mechanism.  TWP M.B. at 8.  The OCA avers that all of these points were repeated by the ALJs.  R.D. at 5-7; OCA Exc. at 4-5.  The OCA responds to these points by suggesting that the law demands that TWP seek out capacity release opportunities in order to pursue a least cost fuel procurement policy under Section 1318 of the Code, 66 Pa. C.S. § 1318.  Further, the OCA states that there is nothing in the record to indicate that TWP requires additional incentives to pursue future opportunities for capacity release.  OCA Exc. at 5.  The OCA believes that TWP has not demonstrated a need for an incentive mechanism to seek out capacity release opportunities.  OCA Exc. at 9.



The OCA also avers that the ALJs erred by not recommending adoption of the OCA’s alternative sharing mechanism proposal.  The OCA proposal involved a mechanism under which 25% of capacity release revenues would be retained by TWP and treated as CIAC in connection with the capital costs of the Dominion Interconnect project.  The remaining 75% would be returned to customers through the PGC.  OCA Exc. at 9.  The OCA suggests that its alternative sharing proposal presents the most reasonable and equitable option should the Commission determine that a capacity release sharing mechanism is appropriate for TWP.  OCA Exc. at 11.



In its Reply, TWP reiterates that in the past it has had no realistic opportunity to create meaningful capacity release revenues.  As such, TWP had passed through to customers any release revenues received.  However, TWP has now created opportunities for capacity release, like the Dominion Interconnect project, and should, therefore, be allowed a capacity release sharing mechanism to encourage TWP, like other NGDCs, to seek out opportunities to reduce its fixed capacity costs.  TWP R. Exc. at 2.



As for the OCA’s Exception to the ALJs’ rejection of the OCA’s alterative capacity release proposal, TWP states that the ALJs properly rejected this alternative proposal.  TWP opines that such an alternative may not be legally permissible because it would recover construction costs through PGC rates.  Also, the OCA’s alternative proposal will not meaningfully reduce TWP’s cost of investment in the Dominion Interconnect, nor will it provide any offset to the increased depreciation and capital costs associated with the project.  No incentive for further innovative thinking or encouragement to maximize release of capacity in the future is achieved through the OCA’s alternative proposal.  TWP R. Exc. at 8-9.



The OSBA, in its Reply Exceptions, states that the ALJs correctly rejected adoption of the OCA’s alternative sharing mechanism because it would improperly pay for costs relating to distribution with commodity revenues.  OSBA R. Exc. at 4.  Also, the OSBA avers that the OCA’s alternative ignores the basic rationale for sharing mechanisms, i.e., to provide a financial incentive for the NGDC to manage gas supplies more efficiently.   Placing restrictions on how TWP can use its share of the capacity release revenues would undermine the purpose for approving a sharing mechanism for TWP, i.e., to provide an incentive for the Company to manage its gas supplies more efficiently.  OSBA R. Exc. at 6.



In its Reply, the OTS asserts that the OCA’s alternative sharing mechanism proposal was properly rejected by the ALJs because consideration of the base rate issue in a purchased gas cost proceeding is improper.  OTS R. Exc. at 4.




d.
Disposition



We will deny the OCA’s Exceptions and adopt the recommendation of the ALJs on this issue.  We agree with the ALJs that TWP, like other Pennsylvania gas utilities, should be encouraged to seek out such capacity release opportunities by implementation of a sharing mechanism.



The OCA’s contention that capacity release sharing “should not commence     . . . until historical performance levels have been surpassed” is contradicted by the many sharing mechanisms that reflect a first dollar sharing mechanism for all capacity release revenues.  In that regard, the Equitable case
 is particularly instructive.  In Equitable, the OCA proposed a tiered sharing mechanism, which used a three-year historic experience to set an initial capacity release level with no utility share, a second tier in which the utility would retain a 100 % share, and a final tier in which Equitable would retain 30 % of all shared revenues.  Tr. 53.  The Commission rejected such an experienced-based sharing mechanism in favor of a 75 %/25 % mechanism.  



Under TWP’s revised proposal, the capital costs (return and depreciation) and operating costs of the Dominion Interconnect will be borne by TWP until conclusion of the next rate case.  The Public Utility Code draws a distinction between gas distribution rates and gas commodity rates.  TWP’s original proposal, and the OCA’s alternative proposal, in effect, would have bundled distribution and PGC rates; this may not be legally permissible.
  Therefore, it would be improper for the Commission to direct the recovery of distribution costs through the PGC as recommended by the OCA.


For the foregoing reasons, we will deny the OCA’s Exceptions relating to the Capacity Release Revenue Sharing Mechanism. 

B.
The Uncontested Issues



1.
Lost and Unaccounted for Gas and Retainage



Both the OTS and TWP agreed that TWP’s Lost and Unaccounted For Gas (LUFG) percentage and TWP’s retainage rates for transportation customers are reasonable.  These figures are summarized on pages 3-5 of the OTS’ Main Brief.  However, in order to make the record clear to the Commission, TWP stated in its Reply Brief that the LUFG rates cited by OTS for the year 2005-2007 include gas used in Company operations.  Such gas was metered and thus was not lost or unaccounted for.  TWP St. 1-R, p. 7.  Excluding accounted for gas used in Company operations, LUFG for the last three calendar years was 4.65 % in 2005, 4.22% in 2006 and 4.16% in 2007.  TWP St. 1-R, p. 7.

Disposition


Upon review of the record, we conclude that TWP’s LUFG percentage and TWP’s retainage rates for transportation customers are reasonable.  Accordingly, we will adopt the ALJs’ recommendation.
2.
The Least Cost Purchase Requirements Set Forth in 66 Pa. C.S. § 1318


This proceeding required that the Commission undertake reviews under Sections 1307, 1317 and 1318 of the Public Utility Code.  66 Pa. C.S. §§ 1307, 1317 and 1318.  Section 1307(b) requires that the Commission determine whether T.W. Phillips has met the standards of Section 1318 with regard to the gas costs incurred during an historic twelve month period.  In addition, because TWP had filed a tariff proposing a new rate reflecting a change in its natural gas costs, the Commission must determine whether the specific findings of Section 1318 can be made with regard to the period that rates would be in effect in the Application Period.  This finding is a condition precedent to the Commission’s approval of the Company’s proposed rates.  66 Pa. C.S. § 1318.  Also, the provisions of Section 1318(a) are applicable to all gas utilities that recover their gas costs pursuant to Section 1307(f).


TWP purchased a portion of its gas supplies from an affiliate, T.W. Phillips Gas Supply Corp. (Supply Corp) and from an entity that may be deemed an affiliate, PC Exploration, Inc.  Therefore, it was also necessary that the Commission make the findings under Section 1318(b).  As the findings in Sections 1318(a) and 1318(b) overlap in certain instances, the following sections will address the record evidence demonstrating that the Commission makes each of the findings in both of these sections.  The historic period reviewed in the proceeding is the twelve month reconciliation period ended November 30, 2007.




a.
Historic Reconciliation Period Standards



With respect to TWP’s gas purchases and gas purchasing practices during the twelve month historic reconciliation period ended November 30, 2007, the Commission is required to determine whether T.W. Phillips has met the standards contained in Section 1318 of the Public Utility Code, and required by Section 1307(f)(5), as to all actual purchased gas costs in the historic period.  66 Pa. C.S. §§ 1318, 1307(f)(5).  The Parties to this proceeding agree that TWP has met its burden of proof by submitting evidence that demonstrates that, during the twelve months ended November 30, 2007:  (1) T.W. Phillips met the requirements of Section 1318(a) of the Code by pursuing a least-cost fuel procurement policy, consistent with its obligation to provide safe, adequate and reliable service to its customers; and (2) T.W. Phillips met the requirements of Section 1318(b) of the Public Utility Code relating to purchases of gas from affiliates.





i. 
Section 1318 (a)(1)

As required by Section 1318 (a)(1), TWP has represented the interests of its ratepayers in proceedings before the Federal Energy Regulatory Commission (FERC) during the twelve months ended November 30, 2007.  In this regard, TWP had intervened, monitored and, in some instances, submitted written comments in numerous FERC proceedings since 1997.  TWP FRR No. 4.  TWP had also monitored the rate and related tariff filings of the interstate pipelines serving TWP, as well as other important generic FERC proceedings.  TWP FRR No. 4 at 22.

As a comparatively small utility that continues to rely upon Pennsylvania gas for the majority of its system supply, TWP has traditionally declined to intervene actively in individual interstate pipeline rate proceedings before the FERC.  Id.  Active intervention in these complex proceedings would result in considerable expense to TWP and with little, if any benefit, to TWP and its customers.  Further, most, if not all, of the issues that TWP might address in such rate proceedings are already addressed by other interveners.  TWP FRR No. 4 at 26-27.





ii.
Section 1318(a)(2)


TWP asserted that, as required under Section 1318(a)(2), it has taken all prudent steps necessary to negotiate favorable gas supply contracts and to relieve it from terms of existing contracts with gas suppliers which are or may be adverse to the interests of TWP ratepayers.  The uncontested record evidence in support of such finding is as follows: (1) TWP has a policy of purchasing substantial supplies of natural gas from local Pennsylvania gas producers for base load supply requirements; (2) TWP has acquired interstate firm storage and transportation capacity in order to provide safe and reliable gas service during the Peak Demand Period and for the Peak Day to weather-sensitive customers; (3)  TWP’s Interstate pipeline firm storage capacity represents 81% of total projected interstate pipeline demand charges and 87% of total Peak Day interstate pipeline capacity so that it can provide gas supply during the Peak Demand Period when there are extra demands placed on the system; (4) TWP purchases gas from over 100 local Pennsylvania producers at over 2,500 receipt points pursuant to several forms of gas purchase agreements; (5) TWP has used 76 degree days for calculating its design Peak Day system requirements, which event has occurred twice in the last twenty-five years in western Pennsylvania.  TWP FRR NO. 1 at 3; TWP St. No. 2 at 3; TWP FRR No. 3 at 15-18; TWP St. No. 3 at 6; R.D. at 13.  





iii.
Section 1318(a)(3) and Section 1318(b)(2)



TWP asserted that it has taken all prudent steps necessary to obtain lower cost gas supplies on both short-term and long-term bases within and outside the Commonwealth, including the use of gas transportation arrangements with pipelines and other distribution companies.  The uncontested record evidence supporting such findings may be summarized as follows:

1.  TWP purchases quantities of Pennsylvania-sourced gas from one of its affiliates, PC Exploration.  Such purchases are made pursuant to the TWP's standard forms of “life-of-the-well” gas purchase agreements used for purchases from unaffiliated producers.  FRR No. 14, pp. 44-45; R.D. at 13-14.

2.  Pursuant to the Commission’s Order at Docket No. R-00051178, TWP entered into an affiliated gas purchase agreement with Supply Corp, a TWP affiliate, This agreement with Supply Corp. provides that Supply Corp. will sell an annual volume of at least 1,432,000 Mcf to TWP for system supply during a five-year period ending August 31, 2011 at certain specified discounted gas prices.  FRR No. 14 at 46; R.D. at 14.

3.  Under the terms of the PGC-2007 Settlement, TWP was authorized to enter into an agreement with Eastern American, a major producer that had ceased much of its production.  Pursuant to this agreement, Eastern American produced and sold to TWP over 500,000 Mcf of gas at prices equal to 70% of the prevailing applicable PA gas price for new supplies of PA gas under PA Gas Supply Category 9 during the PGC-2007 historical period.  As a result, TWP's ratepayers enjoyed a purchased gas cost savings of over $1.2 million.  R.D. at 14.






iv.
Section 1317, Section 1318(a)(4) and Section 






1318(b)(3)

Neither TWP nor any of its affiliates had withheld any gas from market or caused any gas supplies to be withheld from market that should have been utilized as part of a least-cost fuel procurement policy.  R.D. at 14-15.  The uncontested record evidence supporting such a finding is that TWP maintains a policy of emphasizing the purchase of all supplies of Pennsylvania gas made available to it from both affiliated and unaffiliated gas producers for base load gas supply.  



v.
Section 1318(b)(1)


TWP has fully and vigorously attempted to obtain less costly gas supplies on both short-term and long-term bases from non-affiliated interests.  The record evidence supporting such finding is as follows:

1.  TWP has existing arrangements with four interstate pipelines to provide the necessary firm storage and firm transportation service which, when combined with firm interstate gas supply arrangements and its Pennsylvania-based system gas supply, will be sufficient to meet its general system supply requirements, particularly those attributable to the peak demand of its weather-sensitive load.  TWP FRR No. 3 at 17.

2.  TWP has acquired firm gas supply on its interstate pipelines for delivery under its firm transportation agreements which, in conjunction with its firm storage service, would achieve a level of reliability consistent with the peak demand period requirements.  TWP FRR No. 3 at 18.

3.  TWP has undertaken the pursuit of constructing an interconnection with Dominion to enable TWP to replace interstate sourced gas with Pennsylvania gas.  TWP St. No. 2, p. 9; TWP MB at Section II.A.


b.
Projected Period


i.
Section 1318(a)(1)



The interests of T.W. Phillips’ customers will be fully and vigorously represented in proceedings before the FERC.  The uncontested record evidence which supports such a finding was that TWP has in place a policy and procedure for monitoring the rate and related tariff filings of the interstate pipelines serving TWP, as well as other important generic FERC proceedings.  TWP FRR No. 4 at 22; R.D. at 16.


ii.
Section 1318(a)(2)



TWP will continue to take prudent steps necessary to negotiate favorable gas supply contracts and to relieve it from terms of existing contracts with gas suppliers that are adverse to the interests of TWP’s ratepayers.  TWP. FRR No. 1 at 3; TWP St. No. 2 at 3; TWP FRR No. 3 at 19.  The safety and reliability of TWP’s gas purchasing policies have been uncontested in this proceeding.  R.D. at 16.



iii.
Section 1318(a)(3) and Section 1318(b)(2)



TWP has taken all prudent steps necessary to obtain lower cost gas supplies on both short-term and long-term bases within and outside the Commonwealth, including the use of gas transportation arrangements with pipelines and other distribution companies.  TWP’s strategies for the future period include: (1) the continuation of its purchases of quantities of Pennsylvania-sourced gas from PC Exploration, Inc. that are made pursuant to the same TWP’s standard forms of “life-of-the-well” gas purchase agreements used for purchases from unaffiliated producers; (2) the continuation of its gas purchase agreement with Supply Corp., wherein TWP procures an annual volume of at least 1,432,000 Mcf for system supply during a five-year period ending August 31, 2011, at certain specified discounted gas prices; and (3) the continuation of the terms of its PGC-2007 Settlement, wherein TWP is authorized to continue to offer all large volume (i.e., over 250,000 Mcf annually) Pennsylvania producers of gas supply under TWP’s Pennsylvania price categories 1 through 7 an increase in the applicable gas price subject to certain conditions.  It was uncontested by the Parties that TWP’s ratepayers would continue to enjoy a purchased gas cost savings as a result of these gas purchasing strategies.  R.D. at 17.  



iv.
Section 1318(a)(4) and Section 1318(b)(3)



TWP asserted that it would maintain its policy of emphasizing the purchase of all supplies of Pennsylvania gas made available to it from both affiliated and unaffiliated gas producers for base load gas supply.  R.D. at 18.



v.
Section 1318(b)(1)



TWP asserted that it had fully and vigorously attempted to obtain less costly gas supplies on both short-term and long-term bases from non-affiliated interests.  TWP has existing arrangements with four interstate pipelines to provide the necessary firm storage and firm transportation service which, when combined with firm interstate gas supply arrangements and its Pennsylvania-based system gas supply, would be sufficient to meet its general system supply requirements, particularly those attributable to the peak demand of its weather-sensitive load.  In addition, TWP has undertaken the pursuit of the construction of an interconnection with Dominion that will enable TWP to replace interstate sourced gas with Pennsylvania gas.  


c.
Disposition


Upon review and consideration of the record , we conclude that TWP rates for purchased gas costs during the relevant time periods are just and reasonable and in compliance with Section 1318.  Accordingly, we will adopt the ALJs’ recommendation.



3.
Gas Cost Allocation Among Customer Classes

No Party had contested TWP’s calculation of the Company’s Purchased Gas Rates per Mcf, by customer classification, to become effective August 1, 2008.   TWP St. No. 1 at 12; TWP Updated Ex. No. 5, attached to TWP St. No. 1.  The rates set forth therein are subject to revision in accordance with the Commission’s quarterly PGC procedure.  TWP Exh. No. 5; R.D. at 18.  

With regard to TWP’s Purchased Gas Demand Charges, TWP had allocated interstate capacity and storage demand charges among customer classes using the Extra Demand Cost of Service methodology.  TWP St. 2 at. 4.  This methodology uses the ratio of Peak Day Requirements to average daily requirements to allocate Demand Charges.  TWP St. 2 at 4-5.  The methodology was one that T.W. Phillips has used, and the Commission has approved, since 1990.  TWP St. No. 2 at 5.  Firm Transportation costs are allocated on the basis of sales volumes, and Firm Storage costs are allocated on the basis of throughput volumes.  The uncontested allocations are as follows:

Proposed PGC-2008
	
	FT
	FS

	RS
	68.61%
	61.90%

	GSS/WS
	22.78%
	20.56%

	GSL
	6.27%
	9.28%

	LVC
	2.33%
	8.27%


See TWP Ex. 5 at. 2; R.D. at 18-19.
Disposition


Upon review and consideration of the record, we conclude that TWP’s proposed gas cost allocation among customer classes is reasonable.  Accordingly, we will adopt the ALJs’ recommendation.  

Conclusion



Based on the foregoing discussion, we shall deny the OCA’s Exceptions and adopt the Recommendation of the ALJs in this proceeding, which includes approval of the revenue cost sharing mechanism proposed by TWP, with 75% flowed through to customers and 25% retained by TWP; THEREFORE,


IT IS ORDERED:


1.
That the Recommended Decision of Administrative Law Judge Michael A. Nemec and Administrative Law Judge Katrina L. Dunderdale approving the purchased gas cost filing submitted by T.W. Phillips Gas and Oil Co., pursuant to 66 Pa. C.S. § 1307(f) and filed at this docket, is adopted consistent with this Opinion and Order.


2.
That the Exceptions of the Office of Consumer Advocate are denied



3.
That the Complaint of the Office of Consumer Advocate docketed at        C-2008-2029011 is dismissed and the docket marked closed.


4.
That the Complaint of Joyce M. Echevaria docketed C‑2008‑2033895 is dismissed, and the docket marked closed.


5.
That the Complaint of Russell H. Henry docketed at C‑20082036427 is dismissed and the docket marked closed.


6.
That the Complaint of the Office of Small Business Advocate docketed at C-2008-2033706 is dismissed and the docket marked closed.


7.
That TW Phillips Gas and Oil Co. may file a tariff supplement, to become effective on one day’s notice, containing changes in rates to provide for the recovery of its costs of purchased gas, consistent with the terms and conditions of this Opinion and Order.



8.
That upon the filing of a tariff supplement by T.W. Phillips Gas and Oil Co., acceptable to the Commission as conforming with this Opinion and Order and 
the Commission’s approval thereof, the purchased gas cost rates established therein shall become effective for service rendered on and after August 1, 2008.







BY THE COMMISSION,







James J. McNulty








Secretary

(SEAL)

ORDER ADOPTED:  July 17, 2008

ORDER ENTERED:  July 18, 2008
	�	The Commission has clearly stated that it has the authority to direct sharing mechanisms in the context of Section 1307(f) proceedings.  See Pennsylvania Public Utility Commission v. Equitable Gas Company, Docket No. R-0005272 at 32 (Order entered September 28, 2005) (Equitable). 


	� 	See Pennsylvania Public Utility Commission v. Pennsylvania Gas & Water, Docket No. R-00061931 (Order entered September 28, 2007) in which the Commission rejected a proposal presented in a base rate proceeding to use capacity release revenues to fund infrastructure replacement.
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