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ORDER

BY THE COMMISSION:

I.  
INTRODUCTION

On August 2, 2000, the Philadelphia Gas Works (PGW) filed a petition requesting the Commission to order an expedited review and hearing schedule to consider and rule upon its 2000-2001 gas cost rate (GCR) filing which was filed concurrently with its Petition.  Further, PGW’s petition requested that the Commission; (1) enter an in limine declaratory order stating that the Commission will determine PGW’s GCR according to the same standards used by the Philadelphia Gas Commission in reviewing PGW’s prior GCR filings; and (2) to waive any provisions of the Code or accompanying regulations that are inconsistent provisions with its requests.  PGW averred that these actions were necessary in order to ensure that a final Commission order was adopted by November 9, 2000.  

Answers were filed by the Office of Consumer Advocate (OCA), and the Philadelphia Industrial and Commercial Gas Users Group (PICGUG).  The Answers contained arguments in favor and in opposition of PGW’s Petition.  

By Order entered on August 17, 2000, the Commission established an expedited hearing and review schedule relating to the Philadelphia Gas Work’s 2000-2001 GCR which omitted the need for a recommended decision by an Administrative Law Judge.  Additionally, the Commission denied PGW’s requests, without prejudice, for an in limine declaratory order stating that the Commission would adhere to the prior ratemaking standards or waive provisions of the Public Utility Code and accompanying regulations. 

Pursuant to the August 17, 2000 Order, the instant proceeding was conducted at this docket.  Notice of the proceeding was provided to customers via bill inserts and served on the parties to the currently pending PGW proceedings before the Philadelphia Gas Commission. 

Active participants in the proceeding, in addition to PGW, were the Office of Small Business Advocate (OSBA); the Office of Consumer Advocate (OCA); the Office of Trial Staff (OTS); the Philadelphia Industrial and Commercial Gas Users Group (PICGUG); Consumers Education & Protective Association, Association of Community Organizations for Reform Now, Action Alliance of Senior Citizens of Greater Philadelphia and Tenants Action Group (CEPA et al) and the Apartment Association of Greater Philadelphia (AAGP).  Inactive parties included the School District of Philadelphia and Marvin Silverstein.  

PGW submitted its direct testimony in the form of statements and supporting documents of its one witness at the prehearing conference held on August 25, 2000.  Pursuant to the litigation schedule established by presiding officer, Administrative Law Judge Marlane R. Chestnut, OTS and OCA submitted statements and exhibits.  PGW submitted rebuttal testimony on September 28, 2000.

Evidentiary hearings were scheduled to be held in Philadelphia on October 4 and 5, 2000.  All active parties agreed to waive cross-examination of the other parties’ witnesses, the hearings were cancelled and the prefiled statements and exhibits were admitted to the record.

By order on October 3, 2000, the ALJ certified the record at Docket No. R‑00005619 (including C0001 through C0002) to the Commission for consideration.  On October 13, 2000, PGW, OCA, OTS and PICGUG filed Main Briefs. CEPA et al did not file a Main Brief in this proceeding but did file a letter stating its position.  PGW and the OCA filed supplemental Briefs.

II.  
BACKGROUND

On June 22, 1999, Governor Tom Ridge signed into law the Natural Gas Choice and Competition Act (Act).  The Act revised the Public Utility Code, 66 Pa.C.S. §§101, et seq., by inter alia, adding Chapter 22, relating to restructuring of the natural gas utility industry.  The Pennsylvania Public Utility Commission (Commission) is the agency charged with implementing the Act.

Section 2212(b) of the Act provides that public utility service being furnished or rendered by a city natural gas distribution operation within its municipal limits will be subject to regulation and control by the Commission as of July 1, 2000.  PGW falls under the definition of a “natural gas distribution company.”  66 Pa.C.S. §2202.  

While the Commission’s regulatory authority over PGW is of the same force as if the service were rendered by a public utility, Section 2212(c) provides that specific chapters of the Public Utility Code are not applicable to PGW.  Otherwise, in exercising its regulatory authority over PGW, the Commission has the discretion to suspend or waive the application of any provision of the Public Utility Code other than Section 2212.  66 Pa.C.S. §2212(c).  Further, Section 2212(d) obligates PGW to continue providing natural gas supply and natural gas distribution services to its customers under its prior tariff, policies or programs until the Commission enters a final order approving PGW’s restructuring plan and new tariff.  66 Pa.C.S. §2212(d).  Additionally, Section 2212(e) details the manner by which PGW’s gas distribution operation revenue requirement and the approval of its overall rates and charges will be determined.  Specifically, Section 2212(e) provides that, “[t]he commission shall follow the same ratemaking methodology and requirements that were applicable to [PGW] prior to the assumption of jurisdiction by the Commission, and such obligation shall continue until the date on which all approved bonds have been retired, redeemed, advance refunded or otherwise defeased.” 66 Pa.C.S. §2212(e).

III.
GAS COST RECOVERY RATE


PGW’s GCR filing for the period September 1, 2000, through August 31, 2001, originally included a projected total net applicable raw material expense of $340,726,942, representing a proposed increase of $97 million.  This translated into a unit GCR factor of $2.7941/MCF with a proposed effective date of September 1, 2000.  The raw material expense total was comprised of net projected fuel expense of $306,622,751, including $965,000 in Purchased Electric Expense, and certain non-fuel expense items, authorized by Section 11 of PGW’s currently effective tariff, of $30,441,631, as well as an under-recovery amount of $3,662,560.  



PGW’s delay in the filing of its GCR until August 2, 2000, occasioned in part by the jurisdictional transition, caused the recovery period to be shortened to approximately ten (10) months.  PGW stated in its Petition that, in its most recently completed GCR proceeding before the PGC, the parties stipulated that the rate approved in November would be made retroactive to the previous September.  PGW also noted that the parties to the PGC proceedings often stipulated to an amount to be placed into effect in early September.  PGW Petition at 2.



In its Rebuttal Testimony, PGW utilized the September 19, 2000, settlement price of the NYMEX futures, which further increased its net projected expenses by approximately $75 million, comprised of $67 million in fuel costs and $7.5 million in the non-fuel component of the GCR.  This rise in projected gas prices and the ten-month recovery period would result in a GCR rate of $4.4546/MCF.  PGW requested, in recognition of its current cash flow requirement, that one-half to two-thirds of the additional $75 million increase be reflected in its GCR rate, resulting in an amount between $3.7299 and $3.9236/MCF, depending on which percentage of increase is approved by the Commission.  PGW M.B. at 5-6.  PGW subsequently stated that, if the tariff waivers requested in this filing are granted, the GCR increase for this filing should be set at $120 million above its last GCR period costs.  PGW M.B. at 14.



Addressing PGW’s updated request for a $120 million 2000-2001 GCR increase, the OCA does not object to the increase if PGW can demonstrate its ability to effectively implement its budget billing program and make this option available to customers during the upcoming winter.  Furthermore, the OCA maintains that PGW should be required to send bill inserts to its customers informing them of weatherization and efficiency measures, other customer assistance programs, and the availability of budget billing.  In addition, the OCA submits that the granting of the updated request should also be contingent on the implementation of other appropriate procedures for any future updates which are similar to those currently in effect for Section 1307(f) companies.  For example, the OCA referred to Chapter 52 of the Pennsylvania Code which requires that Section 1307(f) utilities provide quarterly reports to the Commission, OCA,  OTS, and the OSBA.  52 Pa. Code §53.64(j).  The OCA recommends that any future updates by PGW be done quarterly from the effective date of the GCR following the Commission Order.  OCA R.B. at 4-5.



PICGUG submits that, although PGW’s Rebuttal Testimony sets forth various scenarios regarding the increase in gas costs since the Company’s original filing with the Commission, PGW has failed to formally modify its GCR filing to account for this increase.  As a result, PICGUG maintains that the Commission cannot grant an increase in PGW’s GCR beyond the $97 million increase requested in the Company’s original filing.  PICGUG M.B. fn at 3; R.B. at 4-5. 



In addition, PICGUG avers that PGW should be directed to file its next GCR request sufficiently in advance so that a full review by the parties can be completed.  In order to ensure proper reconciliation of these costs, PGW should also be required, as part of its next GCR filing, to provide full and complete information with the Commission regarding the Company’s natural gas purchasing methodology.  Specifically, PGW should provide the information required by Sections 1307(f), 1317(a) and 1318(a) of the Public Utility Code.  PICGUG M.B. at 4.



In response to PICGUG’s position that the Commission cannot grant an increase in PGW’s GCR above the $97 million increase request in the original filing, PGW submits that the sole governing document is PGW’s tariff.  PGW avers that there is ample PGW tariff and relevant statutory authority for the Commission to consider and order a GCR factor based upon the information provided in PGW’s Rebuttal Testimony and the request in its Main Brief for a GCR factor reflecting a $120 million increase in GCR costs over the last PGW GCR period.  PGW R.B. at 5.



Upon careful review of the record and the positions of Parties, we find that the record does not persuasively support PGW’s upward projection in GCR costs, over the last GCR period, of $120 million.  Rather, we find that the record supports no more than PGW’s original request for a $97 million increase.  While we recognize that PGW provided updated gas price projections during the proceeding, we are not willing to rely upon those forecasts to set a GCR at this time.  We note, however, that to the extent hat actual gas costs sceed the levels of recovery were are approving here, PGW is free to file for quarterly adjustments starting on January 1, 2001.  Also, in making our determination, we believe that PGW is vastly overstating its case in contending that the $23 million increase in its GCR request is, “unopposed.”  The OCA accedes to the PGW request only with the imposition of a series of conditions precedent.  OCA R.B. at 52.  As discussed above, PICGUG is opposed the request both procedurally and substantively.

PICGUG correctly points out that PGW filed a proposed revision to its GCR with the Philadelphia Gas Commission on June 19, 2000, less than two weeks before PGW came under Commission jurisdiction.  PGW then did not submit a GCR filing with the Commission until August 2, 2000, demanding expedited treatment at that time.  We agree with PICGUG that any perceived need for expedited treatment in this matter was created by PGW. PICGUG M.B. at 3-4. 



Therefore, we shall grant PGW’s GCR cost recovery request at the originally requested level of $ 97 million, subject to various adjustments and conditions set forth below.  Lastly, the Commission accepts the OCA’s proposal to use an implementation date one day after the date of this order, November 22, 2000 rather than September 1, to determine the GCR factor.  The resulting GCR factor is therefore increased to take into account the fact that PGW’s costs must be recovered in slightly over nine‑months rather than the standard twelve-month period.

IV.  
NON-GAS COSTS IN THE GCR


The Company states that it is proper to include certain non-gas costs in its GCR computations, based upon the language in its tariff, until the Company files a restructuring plan approved by the Commission.  Under Section 11.5 of the tariff, the GCR may include certain non-gas costs, including those associated with low-income conservation programs, its Customer Responsibility Program (CRP), the Senior Citizen Discount and its Purchased Electricity Expense.  Furthermore, the Company states that pursuant to Section 2212(d) of the Act, in this proceeding, these costs must be included in the computation of the GCR.


The OCA does not object to the inclusion of non-gas costs identified by PGW in the GCR at this time.  The OCA submits, however, that there are several changes which the Company should make in anticipation of the restructuring of its rates.  The OCA believes that the amount and type of costs recovered in the GCR will have to be altered due to restructuring and to be consistent with the Commission's existing 1307(f) procedures.  The OCA witness, Mr. LeLash stated:

In the case of the restructuring, gas rates have to be unbundled in order to develop separate commodity, distribution and balancing rates.  Thus, LNG fixed costs which are currently recovered in base rates will probably be included within future balancing rates.  Conversely, social costs such as those associated with the CRP (Customer Responsibility Program), conservation and the senior citizen discount will need to be removed from gas cost recovery.  At the same time, the current accounting for purchased electricity and interruptible margins will probably require modification either because of the rate unbundling or existing 1307(f) procedures.

OCA St.1 at 43-44.


The OCA requests that the Commission direct the Company to address these necessary changes in its upcoming base rate proceeding.  The OCA argues that by having PGW place these items in a base rate case where both base rates and purchased gas costs can be reviewed, the Commission would insure that the appropriate adjustment is made to each element of rates.  Furthermore, the OCA believes that such changes would facilitate the transition to fully unbundled rates and would make the Company's net gas costs more comparable to those of other natural gas distribution companies.

OTS submits that the inclusion of the Purchased Electric Expense costs should be removed from the GCR filing and be included in PGW’s operation and maintenance claim in its base rate filing.  Additionally, OTS avers that the recovery of costs associated with the Customer Responsibility Program is not a natural gas cost and should again be recovered in PGW’s base rate proceeding.

While the OTS argues against the inclusion of electric costs and CRP expenses, it concedes that the existing tariff provisions provide for the recovery of these costs in the GCR.  However, the OTS recommends that when PGW files its next base rate case, that these expenses be removed from the GCR and placed in the Operational & Maintenance claim in base rates.  


PICGUG argues that the Company's inclusion of non-gas costs in the GCR is not proper and should be addressed by the Company in its next base rate proceeding. The PICGUG states that the inclusion of these costs is contrary to the procedures of other natural gas distribution companies and recommends that these costs should be examined in the Company's forthcoming base rate proceedings to determine their impact on customers.  The PICGUG believes that any increase in the Company's GCR must be conditioned on the ability of the parties to review the non-gas costs currently contained in the GCR during the Company’s next base rate proceeding.

The Company contends that the intervenor’s proposals to remove the non-gas costs from its GCR computations are not relevant to the instant proceedings and should not be considered by the Commission.  The Company believes that these issues really pertain to its overall operations and management and can therefore be discussed in its Permanent Rate case or in a separate docket.  Furthermore, the Company contends that to the extent that these changes require legal conclusions about the applicability of the Public Utility Code and the Commission's regulations these matters were never supposed to be part of this case and determinations need not be made at this time.


The Commission concludes that while the intervenors object to the inclusion of certain non-gas expenses in the GCR, no party disputes that pursuant to Section 2212(d), for purposes of the GCR filing in this proceeding, these costs must be been properly included in the computation of the GCR.  However, we agree with the Intervenors and hereby direct PGW to address the appropriateness of including non-gas costs expenses in the GCR as well as its impact on customers.  Further, the appropriateness of PGW’s practice of including non-gas costs in its GCR shall be addressed as an issue in the base rate filing that is to be made by PGW on or before January 1, 2001, and a specific recommendation concerning this practice is to be presented to the Commission by the OALJ as a part of the resolution of that case.
V.  
CAPACITY RELEASE CREDITS


Capacity release is the ability of the holder of firm transportation capacity to allocate, release or assign, on a permanent or temporary basis, all or part of such capacity to others.  OTS M.B. at p.10. To the extent that the Company may be compensated for capacity releases, ratepayers' charges are credited with these additional revenues to offset the Company’s costs of obtaining natural gas supplies to meet their needs.  At issue is the appropriate level to be recognized in this GCR proceeding to reflect the capacity release revenues.



The Company contends that its projection for capacity release revenues of $1,803,880 should be utilized. PGW M.B. at 11. The Company bases its projection on an estimated 59 BCF throughput, which it argues is consistent with its use of a 4,600 degree day year normally, experienced in the City of Philadelphia. The Company maintains that the positions advocated by the OCA and OTS to utilize projections based on the averages experienced over the past three years is inappropriate because of warm months during each year which resulted in higher than normal capacity releases.  Furthermore, the Company argues that its former management entered into an agreement with a large cogeneration customer thereby modifying its existing capacity release agreement.  According to the Company, this modification permits the customer to release back to the Company 36,000 dekatherms/day of capacity and diminishes the potential capacity release revenues.



The OCA believes that the Company's projection of capacity release credits understates the amounts which can be realized during the 2000-2001 period.  The OCA argues that the capacity release credits have averaged approximately $2.8 million during the past three years. OCA St. 1 at 23 Schedule 3.  The OCA asserts that in order to accurately estimate these credits, its witness Mr. LeLash calculated an alternative capacity release amount utilizing the Company’s recommended volumes available for capacity release, employing the 1999-2000 per unit price rather than the lower credit rate per unit recommended by the Company.  

The OCA countered the Company’s argument that the last three years capacity release credits were influenced by warmer weather by noting that a high proportion of the release credits are associated with transactions during the shoulder periods.  The OCA recommends that capacity release credits of $2.2 million be employed in the GCR computations.  This is an increase of $0.4 million above the Company's estimate.



The OTS also believes that the Company has underestimated its capacity release credit revenues and notes that these revenues on a monthly basis during the historic period of September 1999 through August 2000 were $2,240,058. OTS St. No. 1 at 17.  Suggesting that a three-year average should be utilized to recognize capacity release credits, the OTS recommends employing capacity release credits of $2,756,026 or an increase of $952,146 to the Company's claim.



The Commission believes that the Company has underestimated the potential capacity release revenues to be employed to offset customers' gas costs in its GCR filing.  The Company's reliance upon an argument that prior management had renegotiated the terms of a contract with a large customer, thereby diminishing the potential for capacity release revenues, is unacceptable.  The Company failed to establish any offsetting benefits to the ratepayers from the actions of its prior management.



The Commission believes that the OCA's use of the Company's 4,600 degree days in its estimation of the potential capacity release credit revenues reasonably reflects the appropriate adjustment to the Company's original estimate.  Further, we accept the OCA’s rationale relative to the impact of shoulder months on determining the appropriate levels of capacity release credits.  We prefer this adjustment over that advanced by OTS due to the unusually warm weather over the past three‑year period.  Therefore, the Commission accepts the OCA's recommended $400,000 adjustment.

VI.
 OFF-SYSTEM SALES



An off-system sale is a sale of natural gas to a customer who was not located within the natural gas distribution company’s service territory.  The off-system sale is usually made by using off-peak downstream intrastate pipeline capacity that is reserved for the firm retail customers of the natural gas distribution company. OTS M.B. at 9.  At issue here is the appropriate level of offsetting off-system revenues reflected in the GCR computations.



The Company contends that no credit should be included in its GCR computations for off-system sales because such sales are incremental and therefore uncertain.  The Company claims that its actual figures from the last three years support its position, noting that for the year ending August 31, 1998, off‑system sales were $354,647, in contrast with the next GCR fiscal year amount of only $18,644.  Furthermore, the Company contends that the prior three years worth of sales were atypical due to warmer weather and that the projected return to normal usage may result in the company's full use of its pipeline capacity.



The OCA asserts that that the Company's off-system sales credit should be set at the average amount achieved during the last three GCR periods of $219,000 per year.  The OCA believes that it is reasonable to anticipate that the Company will achieve credits at least equal to those realized during the prior three years.



The OTS also believes that it would be reasonable to employ the Company's last three years' average off-system sales revenues as a credit to offset customers gas costs.  The OTS recommends that the Company's GCR calculations reflect the amount of $218,404 as an off-system sales credit.



The Commission believes that it would be unreasonable to neglect this offset to the natural gas costs borne by consumers simply because the specific amount is unknown or may be speculative.  Therefore, the Commission accepts the adjustments recommended by the OCA and OTS, which offset natural gas costs by the three-year average off-system sales level of $219,000.

VII.  
TARIFF SECTIONS 11.2 AND 11.3


The Company explains that Section 13.4 of its tariff permits exceptions to the tariff that are in the interest of customers.  The Company contends that in the current environment of gas price volatility, which is anticipated to continue in the near future, Sections 11.2 and 11.3 of its tariff should be modified to provide greater flexibility to address either a sharp rise or decline in gas prices.  

Section 11.2 of the Company's tariff provides that the GCR may be revised on an interim basis if it is determined that the effective rate will result in over-billing or under-billings in excess of 5% of Factor C if not revised.  Section 11.3 of the Company's tariff requires that the base cost of gas – that portion of gas cost collected via base rates – be at least 90% of the Company’s projected overall gas costs. 



The Company notes that Section 11.2 restricts its ability to meet and anticipate the current volatility in gas prices.  For this reason the Company requests that the threshold for application for relief be lowered from 5% to 2%.  Additionally, the Company argues that Section 11.3 should be waived in light of the current and anticipated future increases in gas prices as it will result in a significant portion of its anticipated gas costs remaining uncollected. 



The OCA agrees that Section 11.2 should be waived for the upcoming GCR period.  OCA witness LeLash testified that the current estimated Factor C of approximate $340 million at the 5% threshold results in approximately $17 million. OCA St.1 at 49.  The OCA states that this appears to be an excessive threshold, particularly when attempting to make changes to avoid over billings.  Further, the OCA recommends that the Company be permitted to file quarterly updates comparable with the current 1307 (f) procedures.



OTS Metro agreed, stating that:

PGW should not be as restricted in filing for natural gas changes that are known and measurable.  In addition, it is evident that PGW has a cash flow problem.  If PGW has the ability to file for natural gas cost increases on a less restrictive basis, they will be able to alleviate some of their cash flow problems.

OTS St. 1 at 23.


The OTS recommends that the Company’s tariff be modified to permit the Company to operate pursuant to Title 52, Chapter 53, Section 64(b), which allow changes in rates for known and measurable changes in the gas costs with increases or decreases of 2% or more.



Regarding Section 11.3, the OCA notes that the Company has stated that it sought the waiver of the 90% requirement in the past.  Further, the OCA believes that this is reasonable given the current gas price volatility and the possibility that gas prices could decline and the GCR factor would need to be revised downward during the next twelve months.  CEPA supports the position adopted by the OCA.


The Commission believes that it is reasonable to grant a waiver of both Sections 11.2 and 11.3 of the Company's current tariff.  The Commission will adopt the position recommended by the OTS to implement Title 52, Chapter 53, Section 64(b).  The Commission finds that the threshold level contained in Section 11.2 unreasonably restricts the Company from modifying its rates to reflect current gas costs.  More importantly, Section 11.2 unreasonably restricts reflection of decreased gas costs in consumers’ rates.  In view of the current market volatility, as demonstrated by the Company's escalating gas cost estimations, it would be unreasonable to restrict the potential reduction in charges to consumers’ rates as these volatile prices decline.  

Similarly, the Commission finds that the requested waiver of Section 11.3, which requires that the base cost of gas be at least 90% of the Company’s projected overall gas costs, is reasonable.  Therefore, the Commission will waive the application of this provision for the upcoming GCR period. 

VIII.

CONDITIONS



The OCA in its main brief recommends that the Commission undertake a review of a number of gas related issues in addition to setting the GCR.  Specifically, the OCA recommended that the Commission require PGW to:

· Advise residential customers via bill inserts of the budget billing option available to them and also include information on weatherization and other customer assistance programs as soon as possible.

· Remedy the problems with its budget billing system with particular emphasis on assuring that the budget billing is fully optional in accordance with PGW’s tariff and Chapter 56.

· Institute flexible or quarterly GCR adjustment mechanisms similar to those provided under Section 1307(f).

· Define objectives and procedures for its on-going gas price hedging, including the scope, control, and financial exposure aspects of its prospective hedging initiatives.

· Proceed with the first phase of its planned Liquefied Natural Gas (LNG) Liquefaction Replacement Program and affirm that the project will not violate any federal regulations or cause facility lose its exempt status under 49 C.F.R. Section 193.

· Establish a one percent (1%) per year replacement program rate for its mains.

· Review storage management transactions to lower costs and working capital requirements.

· Reexamine its pipeline capacity contracts and seek to eliminate as many fixed demand charges as possible.

· Seek to determine why the level of unaccounted for gas losses continue to rise.

· Attempt to gain flexibility by shortening the duration of its supply and capacity contacts and by staggering contract expirations to best match supply and demand in the unbundled gas market.

· Address the inclusion of non-gas costs within the GCR during a full base rate case or restructuring.

In its Reply Brief, PGW asserts that these recommendations are not relevant to the instant proceeding and therefore should not be considered by the Commission.  Instead, PGW states that all of these issues pertain to PGW’s overall operation and management and should be discussed in its Permanent Rate Proceeding or raised in a separate docket to determine the extent which PGW is required to adhere Public Utility Code as opposed to its own tariff.  

In its Reply Brief, OCA conditionally agrees to PGW’s request to implement a GCR increase of $120 million, rather than its original request of $97 million.  The OCA states that it does not object to the updated request if PGW can demonstrate its ability to effectively implement its budget billing program and make this option available to its customers during the upcoming winter.  Further, the OCA restates its request that PGW be required to send bill inserts to customers informing them of weatherization and efficiency measures, other customer assistance programs and budget billing options.  

Additionally, OCA recommends that that the updated request be contingent on the establishment of other appropriate procedures for any future update.  To that end, OCA requests that the Commission put into effect procedures similar to those currently in effect for gas companies operating under Section 1307(f) of the Public Utility Code for PGW.  Specifically, the OCA recommends that any future updates be done quarterly-from the effective date of the GCR following the Commission Order – and that filings be made at least 30 days in advance.  However, if an update is required sooner than quarterly, that PGW be permitted to Petition the Commission to implement an update, so that the Commission can properly assess the need for and level of the early update.

As discussed above, the Commission is satisfied that PGW’s original request of $97 million is reasonable, particularly given its ability to adjust the GCR on a quarterly basis.  While we reject PGW’s updated request, we will adopt the OCA’s proposed condition that PGW correct its budget billing program so that it may be implemented and available to customers during the upcoming winter.  We are persuaded by the OCA’s argument that with approximately 32% of its residential customers currently on budget billing agreements, it is imperative for PGW to inform their customers via bill inserts about the budget billing program and that the option is available this winter. OCA M.B. at 13.  Moreover, the Commission agrees with the OCA that the bill inserts will inform a substantial number of customers who could benefit from the budget billing option, but perhaps are not aware of either the enrollment procedure or the specific provision of PGW’s tariff.  

Therefore, PGW shall prepare a bill insert that (1) educates customers about the increase in gas costs; (2) explains how the budget billing agreement could levelize their payments by averaging annual usage and (3) instructs how the customer could enroll.  Id.  In addition, the Commission also agrees with the OCA proposal to have the bill inserts sent to customers to notify them of the weatherization and efficiency measures and other programs offered by PGW.

Lastly the Commission accepts the recommendations of the OCA and the other Intervenors as to issues associated with PGW’s future GCR filings.  Specifically, PGW shall:

· File future updates quarterly beginning on January 1, 2001 and that filings be made at least 30 days in advance.  However, if an update is required sooner than quarterly, PGW is permitted to Petition the Commission to implement an update, so that the Commission can properly assess the need for and level of the early update.

· In its next GCR filing, including any quarterly update, that PGW must agree to provide full and complete information to the PUC regarding the Company’s natural gas purchasing methodology.  Specifically, PGW must provide the information required by Sections 1307(f), 1317(a) and 1318(a) of the Public Utility Code.

· Define objectives and procedures for its on-going gas price hedging, including the scope, control, and financial exposure aspects of its prospective hedging initiatives.

· Review storage management transactions to lower costs and working capital requirements.

· Reexamine its pipeline capacity contracts and seek to eliminate as many fixed demand charges as possible.

· Proceed with the first phase of its planned Liquefied Natural Gas (LNG) Liquefaction Replacement Program and affirm that the project will not violate any federal regulations or jeopardize the facility’s exempt status under 49 C.F.R. Section 193.

· Seek to determine why the level of unaccounted for gas losses continue to rise.

· Attempt to gain flexibility by shortening the duration of its supply and capacity contacts and by staggering contract expirations to best match supply and demand in the unbundled gas market.

By actively pursuing resolutions to these matters on a going forward basis PGW will facilitate its transition to a restructured environment and will make its net gas costs more comparable to those of other natural gas distribution companies.  The Commission is convinced that PGW must begin now to prepare for its next GCR filing and these measures will enable PGW to better manage its gas costs and prepare for the restructured environment.  Further, the Commission expects PGW to report on the status of these activities to the Commission via monthly reports which will allow the Commission to monitor PGW’s progress.  Finally, the Commission, by this Order, directs PGW to file its 2001-2002 GCR filing with the Commission and upon the parties to this proceeding on or before June 1, 2001; THEREFORE, 

IT IS ORDERED:
1. That PGW shall prepare a bill insert that (1) educates customers about the increase in gas costs; (2) explains how the budget billing agreement could levelize their payments by averaging annual usage and (3) instructs how the customer could enroll.  Id.  In addition, the Commission also agrees with the OCA proposal to have the bill inserts sent to customers to notify them of the weatherization and efficiency measures and other programs offered by PGW.

2. That PGW define its objectives and procedures for its on-going gas price hedging, including the scope, control, and financial exposure aspects of its prospective hedging initiatives.  

3. That PGW review storage management transactions to lower costs and working capital requirements.

4. Reexamine its pipeline capacity contracts and seek to eliminate as many fixed demand charges as possible. 

5. Proceed with the first phase of its planned Liquefied Natural Gas (LNG) Liquefaction Replacement Program and affirm that the project will not violate any federal regulations or jeopardize the facility’s exempt status under 49 C.F.R. Section 193. 

6. Seek to determine why the level of unaccounted for gas losses continue to rise. 

7. Attempt to gain flexibility by shortening the duration of its supply and capacity contacts and by staggering contract expirations to best match supply and demand in the unbundled gas market.

8. That Sections 11.2 and 11.3 of PGW’s current tariff are hereby waived for the 2000-2001 GCR period ending August 31, 2001.

9. That PGW is directed to offset its projected GCR Factor C by $400,000 to reflect an increase in projected capacity release revenues.

10. That PGW offset its projected GCR Factor C by $219,000 to reflect its average in off system sales revenue.

11. That PGW is permitted to increase its projected GCR by $96,381,000 to become effective November 22, 2000 through August 31, 2001 unless otherwise adjusted by the Commission.

12. That PGW is permitted file future updates quarterly beginning on January 1, 2001 and that filings be made at least 30 days in advance.  However, if an update is required sooner than quarterly, PGW is permitted to Petition the Commission to implement an update, so that the Commission can properly assess the need for and level of the early update.

13. That PGW file its 2001-2002 GCR filing with the Commission and upon the parties to this proceeding on or before June 1, 2001.

14. In its next GCR filing, including any quarterly update, that PGW must agree to provide full and complete information to the PUC regarding the Company’s natural gas purchasing methodology.  Specifically, PGW must provide the information required by Sections 1307(f), 1317(a) and 1318(a) of the Public Utility Code.

15. That PGW indicate by letter to the Secretary on or before the date of its tariff filing its acceptance of the conditions precedent set forth in this Order.

16. In the event PGW provides the notice set forth in ordering paragraph 15, above, PGW’s tariff will be permitted to become effective on one day’s notice.






BY THE COMMISSION,







James J. McNulty







Secretary

(SEAL)

ORDER ADOPTED:
November 21, 2000



ORDER ENTERED:  
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