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I.
HISTORY OF THE PROCEEDING


On May 1, 2001, Philadelphia Gas Works (PGW or respondent) made a preliminary filing with the Public Utility Commission (Commission) pursuant to 52 Pa. Code §53.64 regarding proposed changes in rates resulting from changes in the purchased gas costs and other elements of the company’s Gas Cost Rate (GCR).
  On May 2, 2001, the company supplemented its filing with additional supporting information.  



On June 1, 2001, pursuant to its tariff, 66 Pa.C.S.A. §1307(f) and 52 Pa. Code §53.61 et seq., PGW filed its definitive GCR filing, Supplement No. 11 to Tariff Gas-Pa.P.U.C. No. 1, to become effective for service rendered on and after September 1, 2001.  This tariff supplement proposed to decrease the GCR from $6.6959 per Mcf to $5.5958 per Mcf.  The company also filed a reconciliation of previously incurred expenses and revenues and requested a waiver of Sections 11.2.b and 11.3 of its tariff.



By operation of law, the filing was suspended for a period of six months for an investigation into the lawfulness, justness and reasonableness of the proposed rates and to satisfy the requirements of Sections 1307, 1317 and 1318 of the Public Utility Code, 66 Pa.C.S.A. §§1307, 1317, and 1318.



As required by 52 Pa. Code §53.68, PGW provided public notice of the proposed tariff through bill inserts and newspaper publication in PGW’s service territory.



On May 23, 2001, the Commission’s Office of Trial Staff (OTS) entered an appearance.  A Notice of Intervention and Public Statement were filed by the Office of Small Business Advocate (OSBA) on May 30, 2001.  



By Hearing Notice dated June 5, 2001 a prehearing conference was scheduled for June 13, 2001.  On June 6, 2001, I issued Prehearing Order #1, which set forth various procedural requirements relating to the scheduled prehearing conference. 



On June 7, 2001 a Petition to Intervene was filed by the Philadelphia Industrial and Commercial Gas Users Group (PICGUG).  On June 8, 2001, the Office of Consumer Advocate (OCA) filed a formal Complaint and Public Statement (C0001).



The prehearing conference was held as scheduled on June 13, 2001.  Present, either in person or telephonically, were PGW, OTS, OSBA, OCA and PICGUG.  At the prehearing conference, PICGUG’s Petition to Intervene was granted, and a litigation and briefing schedule was adopted.  On June 18, 2001, I issued Prehearing Order #2, which memorialized the matters discussed at the prehearing conference.



On June 15, 2001 a formal Complaint was filed by Consumer Education and Protective Association (CEPA), Association of Community Organizations for Reform Now (ACORN), the Tenants’ Action Group (TAG) and the Action Alliance of Senior Citizens, collectively referred to as CEPA et al.  This Complaint was docketed at C0002.



After the filing of the various parties’ direct, rebuttal and surrebuttal testimony, the parties informed me that they had reached a settlement in principle of all issues, agreed to by all parties.  Therefore, a brief hearing was held on August 8, 2001 (at which all parties, except OTS due to a building emergency, were present) to accept the following statements and exhibits into the record:

Caption
Description
Attachments

PGW Exh. 1
Vol. 1, 2: filing documents


PGW St. 1.0
Patrick Durkin, direct testimony


PGW St. 2
Craig White, supplemental direct testimony
Exh. CW-1

OTS St. 1
Paul Metro, direct testimony
OTS Exh. 1

OCA St. 1
Richard LeLash, direct testimony
Schedules 1-8

PGW ST. 2.1
Craig White, rebuttal testimony
App. A, Exhs. CW R-1 through CW –R-4

OTS St. 1-SR
Paul Metro, surrebuttal testimony


OCA St. 1-S
Richard LeLash, surrebuttal testimony
Schedules 1-S through 3-S

OSBA St. 1
Robert Knecht, surrebuttal testimony
App. A, B



A Joint Petition for Complete Settlement was filed on August 16, 2001.  The joint petitioners include all parties:  PGW, OTS, OCA, OSBA, PICGUG and CEPA et al.  The Petition includes the proposed tariff pages effectuating the proposed settlement as well as statements in support from the various joint petitioners.  The parties request that the proposed settlement rates, terms and conditions become effective no later than September 1, 2001 or on one-day’s notice after entry of the Commission’s order.



As discussed in more detail below, the proposed settlement is manifestly reasonable and in the public interest and therefore should be approved by the Commission.  The parties are to be commended for reaching a comprehensive agreement.

II.
TERMS OF THE PROPOSED SETTLEMENT


The terms of the proposed settlement include the following:



1.
GCR Factor as of September 1, 2001.  The Company shall file an updated GCR factor to become effective September 1, 2001 that reflects a decrease in the Net GCR Expense set forth in PGW’s June 1 Filing of $70 million.  In the event that the Commission does not approve this Settlement by September 1, 2001, PGW will proceed to implement the above reduction on one day’s notice after the entry of an order approving the Settlement, effective for service rendered as of September 1, 2001.  The effective GCR Rate as of September 1, 2001 will be $4.3724.  The reduction represents an annual savings to PGW’s ratepayers of approximately $135 million.



2.
Removal of $7.0 Million of Interim Rate Settlement Bad Debt Expense and Compression Factor.  The revised factor of $4.3724 described in Paragraph 1 above reflects the removal of the $7.0 million of bad debt expense authorized as part of PGW’s settlement with the Commission in Pa. PUC v. Philadelphia Gas Works, Docket No. R-00005654, and the compression factor authorized by the Commission in Pa. PUC v. Philadelphia Gas Works, Docket No. R-00005619.



3.
GCR Factor as of December 1, 2001.  For purposes of settling this GCR proceeding, the Parties agree to a GCR factor to become effective December 1, 2001 that reflects a total decrease in the Net GCR Expense set forth in PGW’s June 1, 2001 definitive GCR Filing of $106 million.  The new GCR factor as of December 1, 2001 (projected to be $3.6079) shall be updated and replaced by the GCR factor set forth in the Company’s quarterly filing on December 1, 2001 described in paragraph 5 below.



4.
Tariff Supplements Resulting From the Settlement.  Attached to the Joint Petition as Appendix A are tariff supplements necessary to implement this proposed Settlement.  Attached as Appendix B are the rates and underlying cost data relating to this proposed Settlement.



5.
GCR Factor Updated By PGW’s December 1, 2001 Quarterly Filing.  The Company shall update its GCR at the time it makes its quarterly filing on December 1, 2001 to reflect the most current gas cost projections.  The Parties agree that the December 1, 2001 quarterly filing shall be implemented on one day’s notice.  The GCR factor set forth in the Company’s quarterly filing on December 1, 2001 shall replace the December 1, 2001 GCR factor projected to be $3.6079 described in paragraph 3 above.  



6.
The Formula To Be Used in Quarterly Filings for the 2001-2002 GCR Period.  PGW shall calculate the quarterly filing for December 2001 and the remaining quarterly updates for the 2001-2002 GCR period in accordance with the Commission’s regulations at 52 Pa. Code §53.64(i)(5).  Furthermore, quarterly updates will be calculated as follows:  



(A)
PGW’s December 1, 2001 quarterly filing shall use the actual over/under recovery level in existence as of October 31, 2001.  



(B)
In forecasting natural gas prices for its GCR quarterly updates, PGW shall use:  (i) the actual known prices for November 2001; (ii) the most recent NYMEX futures closing prices, available at the time PGW begins the preparation of the December 1, 2001 quarterly filing, for the forecast months of December 2001, January 2002, and February 2002; and (iii) the simple monthly average of these recent NYMEX futures prices and the DRI-derived gas price forecast for the remaining eight forecast months.  



(C)
PGW reserves the right to propose alternative methodologies for forecasting natural gas prices in the event that, in PGW’s best judgment, the calculation methodologies set forth in Paragraph 5(B) above would produce unreasonable results.  PGW agrees to provide the DRI forecast as soon as it is available and to notify the Parties prior to submitting a quarterly filing that implements an alternative forecasting methodology.



7.
PGW’s Quarterly Filings for the 2001-2002 GCR Period.  The Parties specifically agree that PGW will file quarterly updates of its 2001-2002 GCR on December 1, 2001, March 1, 2002, and June 1, 2002.  In revising natural gas prices, these quarterly updates will be done in accordance with the Commission’s Regulations at 52 Pa. Code §53.64(i)(5) and will use the formula set forth in Paragraphs 5 (B) and (C) above.  Quarterly updates will become effective on one’s day notice.  



8.
GCR Annual Filings.  For PGW’s 2002-2003 GCR and hence forward, the Company will submit its annual GCR filing on March 1.  The prefiling information required by the Commission’s regulations will be submitted February 1.  The effective date for PGW’s 2002-2003 GCR and subsequent years will be September 1.



9.
Hedging.  The Company will continue to evaluate and assess its hedging policies and procedures in which it currently engages in an effort to mitigate the gas prices faced by PGW’s ratepayers.  The Company will continue to assist the parties in evaluating and understanding its hedging policies and procedures.  If necessary, PGW will participate in workshops with the other Parties to discuss more specific aspects relating to the Company’s hedging policies and procedures, including those relating to whether to use financial hedging.  The Company will seek regulatory approval if it determines that financial hedging is feasible and beneficial.



10.
Latest Available Reports on Unaccounted-For Gas.  The Company will provide the latest available internally generated annual reports on its level of unaccounted-for gas as well as the Department of Transportation Office of Pipeline Safety (DOTOPS) Report. 



11.
Capacity Entitlements.  The Company will continue to reevaluate its capacity entitlements and seek to eliminate as many fixed demand charges as possible without compromising the reliability and safety of its service and supply.  As part of this evaluation, the Company will provide a memorandum to the parties clarifying the actual and effective vaporization and take-away capacities of its LNG facilities.  



12.
LNG Transportation Costs.  The OCA will withdraw its adjustment for LNG Transportation costs.  The other Parties agree not to seek a similar adjustment for the 2001-2002 GCR Period.  The Parties reserve the right, however, to raise the issue of the appropriateness of including such costs as a cost of gas in the GCR in future proceedings.  



13.
CRP Issues.  PGW shall work with interested Parties to develop an appropriate outreach and communications program with the aim of increasing participation in FY2002 of PGW's CRP customers and other eligible PGW customers in the LIHEAP programs, especially the LIHEAP cash program.  After the effective date of this Settlement, PGW shall describe its CRP program as a “customer assistance program” rather than a “payment arrangement program” in all PGW communications giving notice of the existence of the CRP program and/or describing its terms and conditions.



14.
Sections 11.2 and 11.3 of PGW’s Tariff.  The Parties agree to extend the language in Section 11.2(b) of PGW’s Tariff (as most recently revised) for the 2001-2002 GCR Period, allowing PGW to file a revised Gas Cost Rate to be effective on one day’s notice, in the event there is an increase or decrease in the Gas Cost Rate of 2% or more, except that the tariff will specify that PGW petition the Commission to implement an update early.  The Parties will not oppose a request for a reasonable response time and an expedited decision by the Commission.  The Parties also agree to extend for the 2001-2002 GCR Period the provisions set forth in Section 11.3 of PGW’s Tariff waiving the requirement for the 2000-2001 GCR period of adjusting the base cost at the time of the annual GCR filing to include at least ninety percent (90%) of the Company’s experienced gas rates as of the end of the August billing period, plus such portion of the projected gas costs as the Commission shall permit.

III.
DISCUSSION


The parties’ position is that the proposed settlement provides a fair, just and reasonable resolution of the 1307(f) issues, is supported by the record and is in the public interest.  I agree.



The settlement terms appear to be a fair and reasonable resolution of the various issues, and appropriately balance the interests of the company and its customers.  It is important to note that this agreement was reached after substantial discovery and the filing of testimony, so that each party fully developed its position to its satisfaction.



As discussed in the various Statements in Support, the primary benefit of the settlement is that the company’s ratepayers will be receiving a much larger decrease in their rates, due to reducing the current GCR of $6.6959/Mcf to the settlement GCR of $4.3724/Mcf, rather than the $5.59581/Mcf as originally proposed.  This produces an annual savings to the customers of approximately $135M, which is a much greater reduction than the $64M originally proposed by the company.  In addition, the customers will be receiving the benefit of this decrease sooner than had the proceeding been fully litigated.  Also, it is expected that the GCR which will become effective December 1, 2001 will reflect a further decrease, projected to be $3.6079.
  This represents an additional annual savings to PGW’s customers of approximately $36M.



Second, the settlement agreement removes $7M of bad debt expense and the compression factor authorized previously by the Commission.



Third, there was agreement both on the timing and the formula to be used by PGW in its quarterly filings, as well as clarifying the filing dates for the company’s next GCR filing.  This will bring PGW into conformance with the other jurisdictional gas distribution companies.



In addition, the company made commitments to continue to evaluate and address with the parties issues of concern, specifically hedging, unaccounted-for gas, capacity entitlements, and CPR issues.



Finally, the OCA agreed to withdraw its proposed adjustment relating to LNG transportation costs, and the other parties agreed not to seek a similar adjustment for the 2001-2002 GCR period.

IV.
FINDINGS OF FACT



1.
PGW is a group of real and personal assets owned by the City of Philadelphia and used for the acquisition, storage, processing, and distribution of natural gas within the City.  PGW qualifies as a “city natural gas distribution operation” pursuant to Section 102 of the Public Utility Code, 66 Pa.C.S.A. §102.  PGW provides natural gas supply and distribution services to over 520,000 customers. 



2.
PGW is managed by the Philadelphia Facilities Management Corporation, subject to oversight by the Philadelphia Gas Commission (“PGC”) and, in some instances, Philadelphia City Council and the City’s Director of Finance, pursuant to an Agreement for Management and Operation of Philadelphia Gas Works with the City of Philadelphia executed on December 29, 1972.  On the same date, the Management Agreement was incorporated into and approved by an ordinance of Philadelphia City Council (No. 455 of 1972) (“Management Agreement Ordinance”). 



3.
Prior to July 1, 2000, PGW operated under the jurisdiction of the PGC.  The PGC fixed and regulated gas rates consistent with the standards set by the ordinances of the City, including the Management Agreement Ordinance and the City’s Bond Ordinances, and other applicable law.



4.
PGW’s gas purchasing policy is designed to achieve a reasonable balance of long and short-term gas purchases in order to maintain system reliability and mitigate the gas prices faced by PGW’s ratepayers (PGW St. 1, pp. 3-6).  



5.
The details of PGW's actual gas purchases for the 12 months ended March 31, 2001 are presented in Schedule 1 of Item 53.64(c)(1) of PGW’s May 1 Pre-Filing.



6.
PGW's estimates of gas purchases through November 30, 2002 were presented in Schedule 3 of Item 53.64(c)(1) of PGW’s May 1 Pre-Filing and Schedule 3 of Item 53.64(c)(1) of PGW’s June 1 Filing.



7.
Texas Eastern Transmission Corporation ("Texas Eastern") and Transcontinental Gas Pipe Line Corporation ("Transco") comprise the two interstate natural gas pipelines that deliver gas to PGW’s city gates (PGW St. 1, pp. 2-3).  Evidence of record indicates that firm transportation contracts with these pipelines provide PGW the right to purchase gas supplies directly from producers and marketers and to use firm transportation capacity on the pipelines for delivery of the gas to PGW.  To meet winter peak requirements, PGW also obtains storage services from Dominion Transmission Corporation ("Dominion"), Equitrans, L.P. ("Equitrans") and ANR Pipe Line Company (“ANR”).  These storage services require intermediate transportation services from Texas Eastern.  Evidence of record indicates that PGW has purchased all of its requirements on competitive terms (PGW St. 1, pp. 2-3).



8.
PGW also meets peak day and seasonal supply needs by the use of its LNG facilities based on market pricing conditions.  Evidence of record indicates that PGW is operating its LNG facilities prudently.



9.
PGW has participated in significant rate and certificate proceedings before the FERC concerning interstate natural gas pipeline company rates and conditions of service which affect its costs and, therefore, its customers’ costs.  PGW has also participated in major FERC proceedings of Texas Eastern, Transco, Dominion, Equitrans and ANR (PGW’s May 1 Pre-Filing, Item 53.64(c)(4) and 1317(a)(1); OCA St. 1.0, pp. 36-37).



10.
In the past year, PGW has renegotiated the terms of long-term gas purchase contracts, reducing the supplier demand charges under one such contract by approximately $1.2 million from 2001 through 2003 (PGW St. 1.0, p. 7; OCA St. 1.0, p. 35).  



11.
During the historic reconciliation period, PGW did not purchase any gas supply from an affiliated interest (PGW’s May 1 Pre-Filing, Items 53.65(1), (3), and (4) and 1317(b)(2); OCA St. 1.0, p. 36).



12.
PGW is not affiliated with any pipeline or gas supply operation, nor does it have any contracts for local production.  Accordingly, PGW is not able, in the traditional sense, to withhold from the market any gas supplies which should be part of a least cost procurement.  In the one context where PGW does have discretion concerning supply utilization, that being its use of storage inventories, it has not historically withheld storage from use (OCA St. 1.0, p. 36; PGW’s May 1 Pre-Filing, Item 53.65(5)).



13.
Projected gas costs as reflected in this Settlement were based on peak-day capacity requirements at a 0 degree design day temperature as set forth in the record (PGW’s May 1 Pre-Filing, Item 53.64(c)(13)). 



14.
During the April 2000 to March 2001 period, PGW’s gas price hedging program resulted in lower gas costs for its ratepayers than they would have faced had no hedging been in place (OCA St. 1.0, pp. 13, 36).



15.
While maintaining system reliability with respect to gas deliveries, PGW has been able to lower its overall GCR factor by obtaining capacity release and off-system margin credits and by lowering its fixed capacity costs through gas portfolio enhancements (OCA St. 1.0, pp. 13, 26, 35).

V.
CONCLUSIONS OF LAW


1.
Philadelphia Gas Works operates a gas distribution system in Pennsylvania and therefore is subject to the Commission’s jurisdiction.



2.
This proceeding is properly before the Commission.



3.
PGW is pursuing a least cost fuel procurement policy that is consistent with PGW’s obligation to provide safe, adequate and reliable service to its customers.  52 Pa. C.S.A. §§1318(a) and (b).



4.
PGW has represented the interests of its ratepayers in proceedings before the Federal Energy Regulatory Commission (FERC).  66 Pa.C.S.A. §1318(a)(1).



5.
PGW has taken all prudent steps necessary to negotiate favorable gas supply contracts and to relieve it from terms in existing contracts with its gas suppliers which are or may be adverse to the interests of ratepayers.  66 Pa.C.S.A. §1318(a)(2).



6.
PGW has taken all prudent steps necessary to obtain lower cost gas supplies on both long-term and short-term bases, both within and outside the Commonwealth, including the use of gas transportation arrangements with pipelines and other distribution companies.  66 Pa.C.S.A. §1318(a)(3).



7.
PGW 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.A. §1318(a)(4).



8.
PGW has attempted to obtain less costly gas supplies on both short-terms and long-term bases from non-affiliated interests.  66 Pa.C.S.A. §1318(b)(1).



9.
PGW has no contracts for the purchase of gas from affiliated interests which are not consistent with a least cost gas procurement policy.  66 Pa.C.S.A. §1318(b)(2).



10.
Neither PGW nor any 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.A. §1318(b)(3).



11.
The proposed settlement is in the public interest.



12.
The proposed settlement Gas Cost Rate of $4.3724 per Mcf is appropriate and reasonable.

VI.
RECOMMENDED ORDER


THEREFORE,



IT IS RECOMMENDED:



1.
That the Joint Petition for Complete Settlement of Philadelphia Gas Works’ 2001-2002 GCR Proceeding submitted by Philadelphia Gas Works, the Office of Trial Staff, the Office of Consumer Advocate, the Office of Small Business Advocate, the Philadelphia Industrial and Commercial Gas Users’ Group, the Consumer Education and Protective Association, Association of Community Organizations for Reform Now, the Tenants’ Action Group and the Action Alliance of Senior Citizens be adopted, including all terms and conditions.



2.
That the proposed Supplement No. 11 to Tariff Gas-Pa.P.U.C. No. 1 filed by Philadelphia Gas Works not be permitted to go into effect.



3.
That Philadelphia Gas Works be permitted to file a tariff or tariff supplement effective on one day’s notice, consistent with the rates, terms and conditions set forth in Appendix A of the Joint Petition, utilizing a GCR of $4.3724 per Mcf for service rendered on and after September 1, 2001, subject to quarterly adjustments as permitted by the Public Utility Code.



4.
That Philadelphia Gas Works shall comply with all of the terms and conditions contained in the Joint Petition.



5.
That Philadelphia Gas Work’s request that Sections 11.2.b and 11.3 of its tariff be waived for the duration of its 2001-2002 GCR period be granted.



6.
That the formal Complaint at Docket No. R-00016378C0001 is granted or denied consistent with this order.



7.
That the formal Complaint at Docket No. R-00016378C0002 is granted or denied consistent with this order.



8.
That upon acceptance and approval by the Commission of the tariffs(s) or tariff supplement(s) filed by Philadelphia Gas Works, consistent with this order, the Commission terminate its investigation at Docket No. R-00016378 and mark closed the records at Docket Nos. R-00016378, R-00016378C0001 and R-00016378C0002.

Date:
August 16, 2001

______________________________________




MARLANE R. CHESTNUT




Administrative Law Judge

�	Pursuant to Section 11.5 of its tariff, PGW includes in its GCR certain non-gas costs associated with the Senior Citizen Discount Program, the Customer Responsibility Program and purchased electricity expense.


�	The parties agreed that the December 2001 GCR will reflect the most current gas cost projections.





�	These Findings of Fact are taken from the proposed Findings of Fact contained in the Joint Petition.
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