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HISTORY OF THE PROCEEDING


On March 1, 2004, Philadelphia Gas Works (PGW) made its annual Gas Cost Rate (GCR) filing pursuant to 66 Pa. C.S. §1307(f) with the Pennsylvania Public Utility Commission (Commission).  PGW’s proposed GCR of $7.4216 per Mcf effective September 1, 2004, represents a $.2097 per Mcf decrease in the GCR that was in effect on December 1, 2003, which was 7.6316 per Mcf.  On March 1, 2004, PGW also filed a Petition to Establish a Cash Receipts Reconciliation Clause (CRRC) pursuant to 66 Pa. C.S. §§1307(a); 2212(c) and 52 Pa. Code §5.41.  Based on its bill collection projections at the time of its filing, PGW projected that it would recover $46.7 million from ratepayers during fiscal year (FY) 2005 (September 1, 2004 through August 31, 2005) through a CRRC surcharge.  The CRRC surcharge would be included in PGW’s distribution charge.  Changes in the distribution charge also proposed by PGW in its filings
 include increases in the Restructuring and Consumer Education surcharge (RCE surcharge) (from $.0675 per Mcf to $.0683 per Mcf), and the Universal Service & Energy Conservation surcharge (USC surcharge) (from $1.0765 per Mcf to $1.3030 per Mcf).  According to PGW’s original filing, the total impact of PGW’s combined GCR filing (including the GCR, and RCE and USC surcharges) and CRRC petition is an overall annual rate increase of $31.4 million, effective September 1, 2004.  On March 1, 2004, PGW also filed a motion to consolidate its CRRC petition with its GCR filing.



PGW’s GCR filing and CRRC petition were assigned to me and a prehearing conference was held on March 15, 2004.  Parties present at the prehearing conference were PGW; Office of Trial Staff (OTS); Office of Consumer Advocate (OCA); Office of Small Business Advocate (OSBA); Action Alliance of Senior Citizens of Greater Philadelphia, Association of Community Organizations for Reform Now, the Tenants’ Action Group, and the Consumer Education and Protective Association (collectively referred to as “Action Alliance et al.”), and the Philadelphia Industrial and Commercial Gas Users Group (PICGUG).  PICGUG’s petition to intervene in the proceeding was granted at the prehearing conference.  I also granted PGW’s motion to consolidate its GCR filing with its CRRC petition for purposes of hearing and disposition.



On April 14, 2004, a petition to intervene was filed by State Senator Vincent J. Fumo, Philadelphia City Council President Anna C. Verna, and Philadelphia City Council members James F. Kenney, Frank DiCicco, Michael A. Nutter, David Cohen, Joan L. Krajewski and Juan F. Ramos (collectively referred to as “State Senator Vincent J. Fumo, et al.”)  No timely answers were filed, and the petition was granted by Order dated May 4, 2004.  On April 14, 2004, the Philadelphia Housing Authority (PHA) filed a petition to intervene.  No timely answers were filed, and the petition was granted by order dated May 4, 2004.  On April 20, 2004, a petition to intervene was filed by Philadelphia District Attorney Lynne Abraham.  By order dated May 4, 2004, the petition was granted after counsel for District Attorney Abraham represented to the presiding officer that he had contacted the active parties of record and none had any objections to the intervention.  On May 14, 2004, a petition to intervene was filed by State Senators Michael J. Stack and Anthony H. Williams.  By order dated May 20, 2004, the petition to intervene was granted after counsel for Senators Stack and Williams indicated that there were no objections to the intervention.



I also note that over 150 PGW consumers filed formal complaints in this proceeding.  Three of the consumers have requested “active” party status.
  Those consumers are William Kitsch, Barbara Greening, Esquire and Adrienne Glenn.


A schedule for discovery, pre-filed written testimony, public input hearings, evidentiary hearings, and briefs was established at the prehearing conference and in subsequent orders.  Pre-filed written testimony was submitted by PGW, OTS, OCA and OSBA.  


Public input hearings were held on May 5, 6 and 20.  The May 5 public input hearing was held at 7:00 p.m. at the DoubleTree Hotel – Philadelphia Northeast.  Two public input hearings were held on May 6 at the Philadelphia Community College, 17th & Spring Garden Streets, at 1:00 p.m. and 6:00 p.m.  The May 20 public input hearing was held at George Washington High School at 7:00 p.m.  Approximately 102 persons testified at the public input hearings.  The focus of their testimony was the CRRC petition.


An evidentiary hearing was held at 10:00 a.m. on May 11, 2004, at the Philadelphia State Office Building, Broad & Spring Garden Streets.  The parties present at the evidentiary hearing included PGW, OTS, OCA, OSBA, Action Alliance, et al., Senator Fumo, et al., PICGUG, and PHA.  PGW moved for the admission of William K. Mosca, Jr., Esquire pro hac vice.  No objections were raised to the motion.  PGW’s motion was granted.



Some of the parties’ witnesses were subjected to examination at the evidentiary hearing.
  I questioned one of PGW’s witnesses regarding the GCR settlement fact sheet that I had received the day before.  All of the parties present at the hearing, with the exception of PHA, which had not yet seen the GCR settlement fact sheet, agreed to the settlement fact sheet, which outlined the terms for settlement of the GCR filing (including GCR and USC and RCE surcharges).  


The only matter that remained in dispute among the parties present at the evidentiary hearing was PGW’s proposed CRRC.  Witnesses for PGW, OTS, OCA and OSBA were examined in regard to PGW’s proposed CRRC.



On May 19, 2004, the parties requested that the GCR filing and the CRRC petition be placed on two separate tracks and that the procedural schedule be revised.  The stated reason for the request was the impending GCR settlement and the parties’ desire to engage in settlement discussions regarding the CRRC.  By order dated May 20, 2004, I granted the parties’ request.  The newly established GCR procedural schedule required the submission of a settlement document by May 26, 2004.  Any written comments from any non-signatory parties were due by June 9, 2004.  The effective date for the GCR remained September 1, 2004.


The newly established CRRC procedural schedule required PGW to file tariff pages voluntarily extending the effective date of the proposed CRRC to September 22, 2004, as it had agreed to do.  It also required main briefs to be filed by June 14, 2004, and reply briefs to be filed by June 22, 2004.  The order also provided that if a settlement of the CRRC was reached, provision would be made for comment by any non-signatory parties.



The transcribed record of the public input hearings and the evidentiary hearing in regard to PGW’s GCR filing and CRRC petition consists of a total of 562 pages.  


By Order entered June 2, 2004, the Commission directed me to submit a recommended decision in regard to the GCR filing within the statutory deadline.  In regard to the CRRC Petition, the Commission directed me to issue an order certifying the record, in time for the Commission’s consideration at its July 8, 2004, public meeting.



In that Order, the Commission also consolidated with the GCR and CRRC proceeding, PGW’s Senior Citizen Discount Petition pending at Docket Nos. M-00021612 and P-00032061; and it newly instituted investigations into PGW’s collection practices and universal service costs.  The Commission also consolidated with these matters the two issues described in its Secretarial Letter dated May 14, 2004 regarding Docket No. M-00021612.  Those two issues are PGW’s request that the Commission approve tariff provisions: (1) allowing PGW to collect a $10.00 residential field visit charge; and (2) requiring applicants for service with existing civil judgments against them for unpaid PGW balances to enter into payment arrangements.  The Commission also stated in the Order that if PGW files within thirty (30) days of entry of the Order, a petition for waiver of certain Commission regulations, then that petition would also be consolidated with these matters.  The Commission directed the ALJ assigned to these additional matter to conduct hearings and issue a recommended decision for its consideration at its September 30, 2004 Public Meeting.  I have been assigned to adjudicate these additional matters.


On June 3, 2004, I issued an order certifying the record in regard to the CRRC Petition.



This order is issued pursuant to the Commission’s Order entered June 2, 2004, directing me to submit a recommended decision in regard to the GCR filing within the statutory deadline.



On June 1, 2004, a “Joint Petition for Settlement of Philadelphia Gas Works’ 2004-2005 GCR Proceeding” (Settlement Petition) was filed.
  Signatories to the Settlement Petition include PGW, OTS, OCA, and Action Alliance, et al. (collectively referred to as “the Settling Parties”).  All of the active parties were provided with a copy of the Settlement Petition.  OSBA, PICGUG, State Senator Vincent J. Fumo, et al., PHA, William Kitsch and Adrienne Glenn have informed the Settling Parties that they do not oppose the Settlement Petition.  The remaining active party, Barbara Greening, Esquire, did not indicate her position in regard to the Settlement Petition.  No timely written comments were filed in regard to the Settlement Petition.



The Settlement Petition (and appendices
 attached thereto) is appended to this Recommended Decision at Attachment “A”.

THE PROPOSED SETTLEMENT OF THE GCR FILING


The terms of the Settlement Petition are summarized below.

1.
PURCHASED GAS COST RATE


The Settling Parties present a proposed settlement of PGW’s GCR filing, including GCR as well as USC and RCE surcharges.  (See, Appendix “A” to the Settlement Petition).  The settlement of the GCR results in a $15,623,115 annual decrease in rates when compared to the GCR in effect on December 1, 2003.  The Settlement Petition also proposes a $5,940,910 annual increase in the USC surcharge and a $17,714 annual increase in the RCE surcharge.  The combined impact of the proposed decrease in the GCR and increases in the USC and RCE surcharges is an overall annual decrease of $9,664,491.


The GCR or purchased gas cost (PGC) rate adopted by the Settling Parties is $7.4216 per Mcf.  The Settlement Petition provides that the rate is predicated on PGW’s gas cost projections at the time of its March 1, 2004 annual GCR filing.  The Settlement Petition also states that in accordance with 52 Pa. Code §53.64, PGW will submit a quarterly adjustment to the PGC rate on or before September 1, 2004, to be effective on one day’s notice to account for actual experience and changes in forecasted natural gas prices and demand, which will establish the PGC rate, effective September 1, 2004.

2.
GAS PURCHASING PROGRAM


The Settlement Petition provides that PGW will follow the Gas Purchasing Program outlined in Appendix “B”
 to the Settlement Petition, beginning on the date of execution of the Settlement Petition.  The Gas Purchasing Program pertains to PGW’s gas purchases for the 2004-2005 and 2005-2006 GCR periods.  According to the Settlement Petition, “the Gas Purchasing Program is intended to reduce PGW’s exposure to natural gas price volatility and to establish agreed upon standards governing PGW’s gas procurement practices.”  The Settlement Petition also states that in regard to PGW’s 2005-2006 and 2006-2007 annual GCR proceedings, the Settling Parties agree not to challenge the reasonableness, prudence or recoverability of gas costs associated with locked-in prices established in accordance with non-discretionary purchases under Appendix “B” solely on the basis that PGW should not have locked-in the price prior to applicable deadlines.  The Settlement Petition further states that the Settling Parties will monitor and review the appropriateness and effectiveness of the Gas Purchasing Program and will in the context of PGW’s 2005-2006 annual GCR filing, revisit Gas Purchasing Program issues pertaining to fiscal year 2006-2007.

3.
CAPACITY RELEASE/OFF-SYSTEM SALES CREDITS


The Settlement Petition provides that beginning in the 2005-2006 GCR period, credits for capacity release and gross off-system sales will be calculated using a three (3) year rolling average.  (The Settlement Petition states that for the 2004-2005 period, less than three years of data will be used in the calculation.)  Specifically, the Settlement Petition shows that credits for capacity release and gross off-system sales will be calculated in the following manner for the following periods:

· For the 2004-2005 period, an average of: 1) the actual amount for 2002-2003; and 2) the actual/estimated amount for 2003-2004 will be used to derive the estimated credit for Capacity Release Revenues/Gross Off-System Sales

· For the 2005-2006 period, an average of: 1) the actual amount for 2002-2003; and 2) the actual amount for 2003-2004; and 3) the actual/estimated amount for 2004-2005 will be used to derive the estimated credit for Capacity Release Revenues and Gross Off-System Sales.

· For the 2006-2007 period, an average of: 1) the actual amount for 2003-2004; and 2) the actual amount for 2004-2005; and 3) the actual/estimated amount for 2005-2006 will be used to derive the estimated credit for Capacity Release Revenues and Gross Off-System Sales.

The Settlement Petition states that the Capacity Release/Off-System Sales Credit will continue to be subject to reconciliation through the PGC process.

4.
INTERRUPTIBLE REVENUE CREDIT


The Settlement Petition provides that beginning in the 2006-2007 GCR period, interruptible revenue credits (IRC) will be calculated using a three (3) year rolling average.  (The Settlement Petition states that for the 2004-2005 and 2005-2006 periods, less than three years of data will be used in the calculation.)  Specifically, the Settlement Petition shows that the IRC will be calculated in the following manner for the following periods:

· For the 2004-2005 period, the actual/estimated amount for 2003-2004 will be used to derive the estimated IRC.

· For the 2005-2006 period, an average of: 1) the actual amount for 2003-2004; and 2) the actual/estimated amount for 2004-2005 will be used to derive the estimated IRC.

· For the 2006-2007 period, an average of: 1) the actual amount for 2003-2004; and 2) the actual amount for 2004-2005; and 3) the actual/estimated amount for 2005-2006 will be used to derive the estimated IRC.
The Settlement Petition states that the IRC will continue to be subject to reconciliation through the PGC process.

5.
INTEREST ON PGC OVERCOLLECTION/UNDERCOLLECTION


The Settlement Petition provides that interest on PGC overcollections and undercollections will be calculated using the 12-month period from January 1 to December 31, consistent with the testimony submitted in this proceeding by OTS (OTS St. No. 1 at 16-22).  The Settling Parties also provide that interest on PGC overcollections and undercollections will be calculated at the statutory rate provided for in 66 Pa. C.S. §1307(f)(5).

6.
LNG ISSUE


The Settlement Petition states that PGW, in the 2005-2006 GCR pre-filing that it will make on February 1, 2005, will include an update as to the status of its liquefied natural gas (LNG) Expander plant.  The Settlement Petition also states that the Settling Parties will schedule a collaborative meeting before September 1, 2004, and invite interested stakeholders in order to discuss the nature and content of the LNG Expander plant update.

7.
RESTRUCTURING SURCHARGE


The Settlement Petition provides that PGW, in the 2005-2006 GCR pre-filing that it will make on February 1, 2005, will include a detailed explanation and data supporting its restructuring costs for the 2003-2004 and 2004-2005 GCR periods.  The Settling Parties state that they reserve their rights to raise issues related to costs incurred during the 2003-2004 GCR period.  The Settlement Petition also provides that the Settling Parties will schedule a collaborative meeting before September 1, 2004, and invite interested stakeholders in order to discuss the nature and content of the supporting data that PGW will provide on February 1, 2005.

8.
DELAYED PAYMENT WITH AN ASSOCIATED PREMIUM TRANSACTION


The Settlement Petition provides that PGW will include in the GCR pre-filing that it will make on February 1, 2005, information regarding a forward sale of gas transaction that occurred during the 2003-2004 GCR period, and a delayed payment with an associated premium transaction that will take place during the 2004-2005 GCR period.  Specifically, PGW agrees to provide the contracts, supporting data and a detailed explanation of the exact nature of each transaction and the impact that each transaction will have had on purchased gas costs.  The Settling Parties state that they do not express an opinion regarding the transactions in the current PGC proceeding.
9.
ADMISSION OF EVIDENCE


The Settling Parties stipulate to the admission of the filings, testimony and exhibits identified in Appendix “C” of the Settlement Petition.

FINDINGS OF FACT


I am adopting the following findings of fact that were proposed in the Settlement Petition.



1.
PGW’s gas distribution system is located in Southeastern Pennsylvania in the County and City of Philadelphia.  Since this is not a gas producing area, PGW and its natural gas customers are dependent upon the interstate natural gas pipeline system to deliver natural gas into the PGW gas distribution system.  (GCR-2 at 2).



2.
PGW relies on the interstate pipeline for all natural gas supply, storage and transportation services, except for PGW’s own on-system peak shaving facilities.  In this regard, PGW owns and operates liquified natural gas (“LNG”) facilities that are used both to meet intraday, daily and seasonal supply needs as well as to meet peak day requirements.  (GCR-2 at 2).



3.
Texas Eastern Transmission Corporation (“Texas Eastern”) and Transcontinental Gas Pipeline Corporation (“Transco”) comprise the two interstate natural gas pipelines that deliver gas to PGW’s city gates.  In addition, Dominion Transmission, Inc. (“DTI”) (formerly CNG Transmission Corporation), Equitrans, Inc., and ANR Pipe Line Company provide natural gas storage services.  These storage services require intermediate transportation services from Texas Eastern to deliver storage withdrawals to PGW’s gas distribution system.  (GCR-2 at 2).



4.
PGW pursues a least cost procurement policy using a portfolio approach in both contract structure and pricing.  The portfolio approach protects ratepayers from some of the risk of natural gas market volatility by utilizing a mix of first of the month index pricing, storage and winter only supply contracts as appropriate given market conditions.  (GCR-2 at 3).



5.
PGW also uses capacity release and off-system sales when available as an additional cost saving strategy.  The prices for these transactions are negotiated and, in both instances, all associated credits and margins are returned to customers through the PGC.  (GCR-2 at 6).



6.
The details of PGW’s actual gas purchases for the 12 months ending December 31, 2003 and an estimate of gas purchases through August of 2005 are presented in the schedules attached to Item 53.64(c)(1) of PGW’s February 1, 2004 Pre-filing and Tabs 3 and 4 of PGW’s March 1, 2004 annual GCR filing.



7.
Projected gas costs as reflected in this Settlement are based on peak-day capacity requirements at a 0 degree design day temperature.  (PGW’s February 1, 2004 Pre-Filing, Item 53.64(c)(13)).



8.
PGW is not affiliated with any pipeline or gas supply entity, nor does it have any contracts for local production and, therefore, transactions with affiliates are not an issue in this proceeding pertaining to PGW’s procurement practices.  (PGW’s February 1, 2004 Pre-Filing at Item 53.65(5)).

DISCUSSION


It is the policy of the Commission to encourage settlements.  52 Pa. Code §5.231.  In its policy statement regarding settlements in major rate cases the Commission provides in pertinent part:

In the Commission’s judgment, the results achieved from a negotiated settlement or stipulation, or both, in which the interested parties have had an opportunity to participate are often preferable to those achieved at the conclusion of a fully litigated proceeding.

52 Pa. Code §69.401.



The Settling Parties (PGW, OTS, OCA and Action Alliance, et al.) have agreed to a settlement of all of the issues related to PGW’s 2004-2005 GCR filing, including the GCR, and USC and RCE surcharges.  The remaining active parties, with the exception of Barbara Greening, Esquire, have stated that they do not oppose the Settlement Petition.  No comments have been timely filed in regard to the Settlement Petition.



My analysis of the Settlement Petition appears below.  Based on my analysis, I believe that the Settlement Petition is in the public interest and I recommend its approval.

1.
Purchased Gas Cost Rates


The Settling Parties propose a PGC rate of $7.4216 per Mcf effective September 1, 2004, based on present projections of PGW’s purchased gas costs.  This rate is based on the underlying data and calculations submitted by PGW in its February 1, 2004 GCR pre-filing and its March 1, 2004 GCR annual filing.  This rate represents a $15,623,115 decrease in annual rates when compared to the PGC rate of 7.6313 per Mcf that was in effect on December 1, 2003.  The Settling Parties also agree to a $5,940,910 annual increase in the USC surcharge and a $17,714 annual increase in the RCE surcharge.  The combined impact of the proposed decrease in the GCR and increase in the USC and RCE surcharges is an overall annual decrease of $9,664,491.


The overall annual decrease in rates is supported by the data and calculations included in PGW’s 2004-2005 GCR pre-filing and annual filing documents.  The overall annual decrease in rates inures to the benefit of the public.

2.
Gas Purchasing Program


The Settling Parties agree that beginning on the date of execution of the Settlement Petition, PGW will follow the Gas Purchasing Program outlined in Appendix “B” to the Settlement Petition.  The Gas Purchasing Program is designed to reduce PGW’s exposure to natural gas price volatility and to establish agreed upon standards governing PGW’s gas procurement practices.  The Settling Parties also agree to monitor and review the effectiveness of the Gas Purchasing Program, and in the context of PGW’s 2005-2006 annual GCR filing, revisit Gas Purchasing Program issues pertaining to fiscal year 2006-2007.



PGW states as follows in regard to the Gas Purchasing Program:


The aforementioned portfolio approach utilizes a mix of first of the month index pricing, storage and winter only supply contracts to protect ratepayers from some of the risk of natural gas market volatility.  The Gas Purchasing Program submitted with this settlement is intended to further reduce PGW’s ratepayers exposure to price volatility by hedging some portion of the company’s firm requirement against significant swings in the price of natural gas and establish agreed to standards governing PGW’s gas procurement practices.

PGW Stmt. in Support of Settlement Petition at 3.  OCA makes the following observations in regard to the Gas Purchasing Program:


The benefits of reduced volatility of gas costs are significant, particularly for residential customers with limited flexibility in their monthly budgets.  PGW’s agreement to layer its gas purchases according to the terms of the Gas Purchasing Program will help bring the benefits of rate stability to PGW’s customers.

OCA Stmt. in Support of Settlement Petition at 3.



The Gas Purchasing Program is intended to help PGW follow a course of least cost fuel procurement.  The public should, therefore, benefit from PGW following the Program.

3.
Capacity Release/Off-System Sales Credits


Capacity release and off-system sales were defined in the following manner:

Q.
WHAT IS CAPACITY RELEASE?

A.
Capacity Release is a mechanism through which a holder of firm transportation capacity on upstream pipelines can allocate, release or assign, on a permanent or temporary basis, all or part of such capacity to others.  Normally, this is accomplished through pre-arranged transportation or through the pipeline’s electronic bulletin board.  The original holder of the firm transportation capacity may recover up to the maximum tariffed rate through a bidding of that capacity.

*   *   *

Q.
PROVIDE A DESCRIPTION OF AN OFF-SYSTEM SALE.

A.
An Off-System Sale is a sale of natural gas to a customer who is not located within the natural gas distribution company’s (NGDCs) service territory.  An Off-System Sale is usually made by using off-peak downstream interstate pipeline capacity that is reserved for the firm retail customers of the NGDC.  The NGDC will then credit the PGC customers with the revenues received from the Off-System Sales.  Historically, the Off-System Sales mechanism has reduced gas costs and has been beneficial to the PGC customers.

OTS St. No. 2 at 2, 5.



An issue raised during this proceeding was whether PGW had properly calculated the combined capacity release and off-system sales credit amount.  See, OTS St. No. 2 at 2-7.  OTS recommended in its testimony that PGW’s combined capacity release/off-system sales credit amount be revised to reflect a three-year average level of capacity release credits and a three-year average of off-system sales margins.  See, OTS St. No. 2 at 4, 7.



The Settling Parties agree that beginning in the 2005-2006 GCR period, credits for capacity release and gross off-system sales will be calculated using a three (3) year rolling average.  This method of calculation may result in additional capacity release and off-system sales credits for ratepayers in the future.

4.
Interruptible Revenue Credit


As a part of the GCR process, PGW is required to credit its ratepayers the revenues it receives from interruptible sales.  See, OCA St. No. 1 at 26.



The Settling Parties agree that beginning in the 2006-2007 GCR period, interruptible revenue credits will be calculated using a three (3) year rolling average.  This method of calculation may result in additional interruptible revenue credits for ratepayers in the future.

5.
Interest on PGC Overcollection/Undercollection


PGW’s original filing in this proceeding shows the calculation of interest on PGC over/undercollections using the 12-month period from September 1 to August 31.  OTS recommended that consistent with 66 Pa. C.S. §§1307(f)(3) and (5) and 52 Pa. Code §53.64(i)(1), PGW be required to calculate interest on PGC over/undercollections using the 12-month period from January 1 to December 31.  See, OTS St. No. 1 at 17-22.  OTS noted that while PGW’s interest obligation in this proceeding would not change if it were calculated consistent with the Public Utility Code and Commission regulations, it did find that it made a difference in GCR proceedings involving UGI at Docket No. R-00038411 and PG Energy at Docket No. R-00038410.  See, OTS St. No. 1 at 21.  In those proceedings, according to OTS, the Commission ruled in favor of OTS proposed calculation period (which was consistent with the Public Utility Code and Commission regulations) which resulted in the companies owing 8% interest to ratepayers instead of 6%.  See, OTS St. No. 1 at 21-22.


The Settling Parties agree that PGC overcollections and undercollections will be calculated using the 12-month period from January 1 to December 31.

6.
LNG Issue


An issue arose in this case regarding the status of PGW’s LNG Expander plant, which has not been in operation.  See, OCA St. No. 1 at 10-11.  OCA opined that PGW’s on-going problems with its LNG Expander plant adversely affect PGW’s gas costs and the PGC rates paid by its customers.  See, OCA St. No. 1 at 10-11.



The Settling Parties agree that PGW will include in its 2005-2006 GCR pre-filing, an update as to the status of its LNG Expander plant.  The Settling Parties also agree to schedule a collaborative meeting before September 1, 2004, and invite interested stakeholders in order to discuss the nature and content of the LNG Expander plant update.



In support of this provision within the Settlement Petition, OCA states as follows:


The LNG expander plant, when completed, will help stabilize gas pricing by further diversifying the company’s gas supply portfolio.  The settlement allows the parties to assist PGW in their effort to bring the LNG expander plant online in order to obtain price stability benefits for residential customers.

OCA Stmt. in Support of Settlement Petition at 3.



I believe that this provision within the Settlement Petition is a good one.  The resolution of the problems associated with PGW’s LNG Expander plant so that it can become operational, may result in lower PGC rates paid by PGW’s ratepayers.

7.
Restructuring Surcharge


An issue was raised in this proceeding regarding whether there was sufficient support for the restructuring costs claimed by PGW.  See, OCA St. No. 1 at 50-55.  The Settling Parties agree that PGW in its 2005-2006 GCR pre-filing, will include a detailed explanation and data supporting its restructuring costs for the 2003-2004 and 2004-2005 GCR periods.  The Settling Parties also agree that they reserve their rights to raise issues related to costs incurred during the 2003-2004 GCR period.  The Settling Parties further agree to schedule a collaborative meeting before September 1, 2004, and invite interested stakeholders in order to discuss the nature and content of the supporting data that PGW will provide in its 2005-2006 GCR pre-filing.
8.
Delayed Payment With An Associated Premium Transaction


In this proceeding, an issue arose regarding what costs PGW incurred in a forward sale of gas transaction (PGW’s sale and repurchase of its gas) that occurred during the 2003-2004 GCR period.  See, OCA St. No. 1 at 45-47.  An issue also arose in regard to a transaction involving deferred payments for natural gas that will take place during the 2004-2005 GCR period.  (Tr. 311-312).



The Settlement Petition states that PGW will include in the GCR pre-filing that it will make on February 1, 2005, detailed information regarding both transactions.  Specifically, PGW will provide the contracts, supporting data and a detailed explanation of the exact nature of each transaction and the impact that each transaction will have had on purchased gas costs.  Consequently, the Settling Parties do not express an opinion regarding the transactions in the current PGC proceeding.



For all of the foregoing reasons, I find that the Settlement Petition is in the public interest, and I recommend its approval.

CONCLUSIONS OF LAW


Subject to the terms and conditions set forth in the Settlement Petition, the Conclusions of Law are as follows:



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



2.
PGW 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 interest of PGW’s ratepayers.  66 Pa. C.S. §1318(a)(2).



3.
PGW has taken all prudent steps necessary to obtain lower 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.  66 Pa. C.S. §1318(a)(3).



4.
PGW has not 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)(4).



5.
Specifically with respect to Historic Reconciliation Period Standards:



With respect to PGW’s gas purchases and gas purchasing practices during the twelve month historic reconciliation period ended December 31, 2003, PGW has met the standards of Section 1318 of the Public Utility Code, 66 Pa. C.S. §1318, as required by Section 1307(f)(5) of the Public Utility Code, 66 Pa. C.S. §1307(f)(5), as to all actual purchased gas costs in the historic period.  During the twelve months ended December 31, 2003:

(a)
PGW has met the requirements of Section 1318(a) of the Public Utility Code by pursuing a least-cost fuel procurement policy, consistent with its obligation to provide safe, adequate and reliable service to its customers (except for the condition addressed at Section III, paragraph 8 of the Settlement Petition regarding the forward sales of gas transaction and the deferred payment with an associated premium transaction); and

(b)
PGW has met the requirements of Section 1318(b) of the Public Utility Code relating to purchases and services by affiliates.



6.
Specifically with respect to Interim and Projected Period Findings:



a.
With respect to the eight-month interim period beginning on January 1, 2004, and with respect to the twelve-month period beginning September 1, 2004, when rates contained in the Settlement Petition will be in effect, the rates to be adopted by the Commission result from PGW’s compliance with the provisions of Section 1318 of the Public Utility Code, including Sections 1318(a)(1), 1318(a)(2), 1318(a)(3), 1318(a)(4), 1318(b)(1), 1318(b)(2) and 1318(b)(3).


b.
The Settling Parties agree, based upon evidence of record in this proceeding concerning PGW’s projected gas purchases and gas purchasing policies, that PGW’s projected gas purchases and projected gas purchasing policies may comply with the standards of Section 1318 of the Public Utility Code.  Nevertheless, it is expressly understood and agreed that Section V.2 of the Settlement Petition is made solely for the purpose of setting prospective rates that shall be subject to the standards of Section 1318 of the Public Utility Code, 66 Pa. C.S. §1318, and further review in an appropriate future proceeding.  Section V.2 of the Settlement Petition is not intended in any way to limit or prevent OTS, OCA or any other party from reviewing, after such projected gas purchases actually have been made and gas purchasing practices actually have been implemented, whether PGW’s gas purchases and gas purchasing practices complied with Section 1318.  If, in an appropriate future proceeding, gas purchases and gas purchasing practices from January 1, 2004, through August 31, 2005, were challenged, the Commission’s findings based upon Section V.2 of the Settlement Petition shall not bar the examination of such purchases and practices, including, but not limited to, disallowance of, or reductions to, such costs during the eight-month interim period commencing January 1, 2004 and the twelve-month application period commencing September 1, 2004, and ending on August 31, 2005.

ORDER


THEREFORE,



IT IS RECOMMENDED:



1.
That the Joint Petition for Settlement of Philadelphia Gas Works’ 2004-2005 GCR Proceeding at Docket No. R-00049157, et al. is approved.



2.
That the documents identified in Appendix “C” (Stipulated Record) to the Settlement Petition as well as Appendices “A” and “B” to the Settlement Petition, are admitted into evidence in this proceeding consistent with the terms and conditions set forth in the Settlement Petition.



3.
That Philadelphia Gas Works is authorized to file a tariff supplement, on one day’s notice to the Commission, containing changes in rates to provide for the recovery of its purchased gas, Universal Service & Energy Conservation and Restructuring and Consumer Education costs, consistent with the terms and conditions of the Settlement Petition.



4.
That upon the filing of the tariff supplement by Philadelphia Gas Works acceptable to the Commission as conforming with this Order and the Settlement Petition, and the Commission’s approval thereof, the purchased gas cost rate, Universal Service & Energy Conservation surcharge and Restructuring and Consumer Education surcharge established therein shall become effective for service rendered on and after September 1, 2004.


5.
That the complaint of the Office of Consumer Advocate at Docket No. R-00049157C0001 is deemed satisfied.



6.
That the complaint (which was deemed an Answer and therefore not given a docket number) of Action Alliance of Senior Citizens of Greater Philadelphia, the Association of Community Organizations for Reform Now, the Tenants Action Group and the Consumers Education and Protective Association is deemed satisfied.



7.
That all other complaints filed in regard to the Gas Cost Rate filing of Philadelphia Gas Works at Docket No. R-00049157 et al. are dismissed.



8.
That upon acceptance and approval by the Commission of the tariff supplement filed by Philadelphia Gas Works consistent with this Order, the proceeding at Docket No. R-00049157 et al. shall be marked closed.








____________________________________








Charles E. Rainey, Jr.








Administrative Law Judge

Date:
June 15, 2004
	�	See, PGW’s proposed Supplement No. 3 to Gas Service Tariff – Pa. P.U.C. No. 2. 


	�	District Attorney Abraham and State Senators Stack and Williams are among the elected officials collectively referred to as “State Senator Vincent J. Fumo, et al.”


 


	�	The OCA sent letters to all of the consumer complainants, asking that anyone who wanted to be an “active” party contact it by telephone.  The letter explained that an active party would be served with copies of all pleadings, discovery, testimony, briefs, orders and other documents; and would be expected to serve other active parties with any documents he or she might file with the Commission.  An “inactive” party, the letter explained, would still have his or her complaint considered, but would not be served with pleadings, discovery, testimony, briefs, orders or other documents.  The letter further stated that an inactive party could testify at a public input hearing, and that he or she would receive copies of the Administrative Law Judge’s (ALJ) Recommended Decision and the Commission’s Final Decision.  OCA in turn informed the presiding officer and the parties of the consumer complaints who contacted it and expressed a desire to be an active party. 


	�	The parties stipulated to some of the pre-filed written testimonies and did not subject the sponsoring witnesses to examination. 


	�	On or about June 11, 2004, PGW filed a corrected page 10 to the Settlement Petition.  The Settlement Petition attached to this Recommended Decision includes the corrected page in place of the original page. 





	�	I have included among the appendices, OTS’ letter dated June 9, 2004, in support of the Settlement Petition (Appendix “D”); OCA’s Statement in Support of the Joint Petition, filed on June 10, 2004 (Appendix “E”); PGW’s Statement in Support of the Joint Petition, filed on or about June 11, 2004 (Appendix “F”); and a letter dated June 14, 2004, from Action Alliance, et al. in support of the Settlement Petition (Appendix “G”). 


	�	The Settling Parties noted that the Gas Purchasing Program is extremely commercially sensitive and is marked proprietary and filed under seal.  On June 1, 2004, PGW filed a Motion for Issuance of a Protective Order in regard to Appendix “B” to the Settlement Petition.  On June 15, 2004, I granted the Motion and issued a Protective Order. 
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