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I.
HISTORY OF THE PROCEEDING


This Recommended Decision approves, without modification, the Joint Petition for Settlement of All Issues, which the parties joining therein filed on October 12, 2006.


On May 31, 2006, National Fuel Gas Distribution Corporation (“NFGD” or the “Company”) filed Supplement No. 61 to Tariff Gas – Pa. P.U.C. No. 9 at Docket No. R‑00061493.  NFGD proposed to increase rates to produce additional annual operating revenues of $25.8 million, or 6.1%, over present revenues.  The Company proposed that the rate increase become effective on or about July 30, 2006.  NFGD furnishes natural gas service to approximately 214,000 residential, commercial, industrial, resale and transportation customers in 14 counties in northwestern Pennsylvania.  For the residential class, NFGD proposed an overall increase in rates of 6.1%.  A residential customer using 100 Mcf of natural gas annually would have seen his/her average bill rise from $143.94 per month to $153.83 per month, or by 6.9%.  As part of this increase, the Company proposed a 72% increase to the monthly customer charge for residential service.  If the Commission had approved the proposed rates, the monthly customer charge for residential service would have increased from $12.00 to $20.64.


By Order entered July 20, 2006, the Commission instituted an investigation on its own motion to determine the lawfulness, justness, and reasonableness of the rates, rules and regulations contained in the proposed Tariff Supplement No. 61 to Tariff Gas – Pa. P.U.C. No. 9.  The July 20th Order also: (1) suspended proposed Tariff Supplement No. 61 to Tariff Gas – Pa. P.U.C. No. 9 by operation of law until March 2, 2007; (2) stated that the investigation must include consideration of the lawfulness, justness, and reasonableness of the Company’s existing rates, rules and regulations; and (3) assigned the case to the Office of Administrative Law Judge (“OALJ”) for prompt scheduling of such hearings as may be necessary, culminating in the issuance of a Recommended Decision.


On the same date, Vice Chairman James H. Cawley requested that the Administrative Law Judges (“ALJs”) and the parties address the following questions:

1.
Do fixed charges for residential and small commercial customer distribution services discourage conservation of energy?  If so, what other revenue decoupling models can be implemented that would optimally meet the dual needs of providing incentives for customers to conserve energy, while providing reasonably stable revenues for utilities?

2.
Do declining block rate designs remove the incentive for customers, especially large residential customers, to conserve energy?  If so, should declining block rates be phased out over time?

3.
Can and should rate designs vary among customer classes?  For example, larger industrial and commercial (“C&I”) customers generally have a much smaller percentage of their revenues attributable to distribution services.  Given this dynamic, does the commodity design of supply service rates provide adequate incentive for larger C&I customers to conserve energy?



The Commission’s Office of Trial Staff (“OTS”) entered its appearance in this proceeding, while the Office of Consumer Advocate (“OCA”) and the Office of Small Business Advocate (“OSBA”) filed complaints.  Community Action Association of Pennsylvania (“CAAP”) filed a petition to intervene, which was granted.  A total of 1,267 formal complaints were filed in this case.  A prehearing conference was held on August 3, 2006, following which a Prehearing Order was issued that, inter alia, established a litigation schedule and provided for expedited discovery.


On August 9, 2006, NFGD moved for a Protective Order, which was granted on August 21, 2006.


Public input hearings were held at 2:00 p.m. and 7:00 p.m. on August 28, 2006 in Erie, Pennsylvania where 86 witnesses testified, at 2:00 p.m. on August 29, 2006 in Meadville, Pennsylvania, at 7:00 p.m. on the same date in Farrell, Pennsylvania and at 1:00 p.m. on August 30, 2006 in Franklin, Pennsylvania.  Altogether, a total of 82 persons testified at the latter three public input hearings.  The testimony admitted into the record at the public input hearings is summarized, infra.  The prehearing conference and these hearings produced 549 pages of notes of testimony.


On October 12, 2006, NFGD, OTS, OCA, OSBA and CAAP (hereinafter collectively referred to as the “Joint Petitioners”) executed and filed a Joint Petition for Settlement of All Issues (the “Settlement”).  On October 17, 2006, NFGD also served copies of the same upon all 1,267 Complainants, who did not join in the Settlement.  NFGD and the OCA also posted a copy of the Settlement upon their respective web sites.  The Settlement is attached hereto as Appendix B and is incorporated herein by reference.  The Joint Petitioners have also attached thereto statements urging adoption of the proposed Settlement.


On October 13, 2006, the ALJs notified by mail all 1,267 Complainants of the proposed Settlement and directed that any objection thereto must be filed and served upon the Joint Petitioners, as well as the ALJs, by the close of business on October 27, 2006.  No objections were filed.


On October 24, 2006, the Joint Petitioners filed a Stipulation for Admission of Testimony and Exhibits into the Record (“Stipulation”).  The Stipulation lists the testimony and exhibits that the Joint Petitioners have prepared and served in this case.  An Interim Order issued on October 25, 2006 admitted the testimony and exhibits into the record.  The same Order closed the record effective October 30, 2006.
II.
THE PUBLIC INPUT HEARINGS
A.
Erie, Pa., 2:00 p.m., August 28, 2006
1. Rubye Jenkins-Husband, who resides at 2226 Prospect Avenue, Erie, Pennsylvania, is the President of Erie City Council and Director of the Sickle Cell Anemia Program in Erie and Crawford Counties.  She opposes NFGD’s proposed rate hike.  She notes that according to the 2000 U.S. Census, 18.8% of the City of Erie population lives below the poverty level.  She believes senior citizens should not have to choose between paying for groceries and medication or their utility bills (N.T. 68‑70).
2. Mary Jane McEwen, who resides at 4009 Page Street, Erie, Pennsylvania 16510, is retired.  She and her husband spent four months last year making their home more energy efficient and believes they should not be penalized by NFGD’s proposed surcharge for their energy conservation efforts.  She finds it very difficult financially to pay for food, heat and prescription drugs (N.T. 70‑71).
3. Mary Anne Kibler is retired.  She is a customer of NFGD and she lives at 3305 Elmwood Avenue, Second Floor, Erie, Pennsylvania 16508.  She tries to conserve her gas usage by cooking in a microwave, taking cold showers and washing her hair with cold water.  Because of her high gas bills, she wants the Governor to freeze natural gas prices (N.T. 72‑75).
4. Barbara Stevenson, who resides at 1810 Woodside Drive, Erie, Pennsylvania 16505, is a customer of NFGD and she works at PNC Bank.  She opposes NFGD’s proposed rate increase and surcharge, because she believes its middle management is bloated and overpaid.  She believes any rate increase will increase the amount of uncollectible bills (N.T. 75‑77).
5. Kenneth Springirth is retired and lives at 4720 Cliff Drive, Erie, Pennsylvania.  He is a customer of NFGD and he opposes the proposed rate increase.  He notes that in the winter of 1973, an NFGD residential customer paid $29.10 for 30 Mcf of natural gas at an average rate of 97¢/Mcf.  By June 8, 2006, a residential customer paid NFGD $479.44 for 30 Mcf of gas at an average rate of $15.98/Mcf.  He calculates that represents a 1,547% increase or more than four times the increase in the Consumer Price Index for that period.  He also raises the following points:
a. NFGD for the year ending January 31, 2006 had a net income of $8,440,000.  Its overall rate of return for the year ending January 31, 2006 was 7.19%.  Under the proposed rates, NFGD will have an opportunity to earn an overall rate of return of 9.48%.
b. On January 8, 2006, the parent company, National Fuel Gas, announced the 104th year of uninterrupted cash dividend payments and 36th consecutive year of stock dividend increases.  Springirth notes the Beta coefficient for National Fuel Gas on June 3, 2006 was 0.55.  The payout ratio (the percentage of a firm’s profits paid out to shareholders in the form of dividends) for National Fuel Gas on the same day was $54.05, while the S&P Index average was $28.25.  On the same day, the price earnings ratio for National Fuel Gas was 16.85, while the S&P Index had an average price earnings ratio of 20.23.
c. Springirth notes NFGD requests a 12-12.25% return on common equity, which he finds excessive.  He believes an investor will find no risk by investing in National Fuel Gas.
d. Springirth urges the Commission to deny the proposed Energy Efficiency Program Cost Recovery Rider, which would allow recovery of revenue if gas usage declines below a certain benchmark.  He believes this Rider will deter economic development.
e. Springirth notes the total salaries and bonuses paid to the five highest officials of National Fuel Gas amounted to $5,380,000 for the year ending September 30, 2005.  He believes customers and stockholders should split these salaries evenly.
f. Springirth urges denial of NFGD’s proposal to recover rate case expenses of $841,192.
g. Springirth notes that NFGD proposes a 72% increase in the residential customer charge from $12.00 to $20.64 a month.  He opines the proposed increase shifts the impact of that increase on to small volume customers.
h. Springirth wants NFGD to reduce administrative and general expenses, which increased from $18,679,191 on May 31, 2003 to $26,747,560 on January 31, 2006.
i. Springirth notes the Commission wants to review NFGD’s original cost of $282,440,000 for its plant in service.
j. Springirth urges the Commission to require NFGD to increase lower-cost local natural gas production.
k. Springirth urges the Commission to examine the impact the proposed increase will have on the ability of customers to pay the increased rates.  He opines that while NFGD is financially a very healthy company, the Erie area is a very distressed region due to high unemployment and lower income households spend a greater percentage of their income on heat.
l. Springirth urges denial of NFGD’s claim for $204,263 for dues to the American Gas Association (N.T. 78‑87; Springirth St. 1; Springirth Exh. 1).
6. Regina Springirth is a housewife and she also lives at 4720 Cliff Drive, Erie, Pennsylvania 16511.  She questions how NFGD can charge people $12.00 a month as a customer charge, let alone $20.64 as it proposes.  She notes that in the winter of 1965, her highest monthly gas bill was $27.00, but this past winter her gas bill was $450.00.  This past summer, she says that National Fuel Gas gave prizes to patrons at a local baseball park, including a candy dish, pads and pens, with the Company name embossed thereon.  She believes this is another example of how NFGD fails to keep costs down (N.T. 87‑88).
7. David R. Oliver, who resides at 145 Young Road, Erie, Pennsylvania 16509, is retired and he is a customer of NFGD.  He notes that in recent years, NFGD customers have undertaken conservation measures to use less natural gas, including installing insulation, new windows, and high efficiency furnaces.  Now, he believes NFGD must undertake measures to operate more efficiently (N.T. 89‑90).
8. Donald R. Hess, who lives at 3239 West 25th Street, Erie, Pennsylvania 16506, is a retired pastor and he is a customer of NFGD.  He opposes the proposed surcharge and he believes NFGD should use more local natural gas (N.T. 91‑92).
9. Susan Reed, who lives at 11141 Poplar Road, Kane, Pennsylvania, is a customer of NFGD and she receives Social Security benefits.  She complains that when she asked to talk to someone in the main office of NFGD in Buffalo, New York about the proposed rate increase, she could get no further than the office in Erie.  She says that her brother and sister-in-law receive Social Security benefits also, they have undertaken conservation measures, and they must wear extra clothing in the winter to keep warm.  With NFGD’s balance billing, she notes it is difficult for people on fixed incomes to pay the year-end make-up amount (N.T. 93‑95).
10. Paul Williams, who resides at 129 Arlington Road, Erie, Pennsylvania 16509, is retired from the U.S. Coast Guard and he is a customer of NFGD.  He explains that he and his wife are trying to sell their former residence, but they are living elsewhere.  In the meantime, they have left the gas on in their former home.  Under NFGD’s proposed surcharge, he believes NFGD is penalizing him for using less gas while he is trying to sell his property (N.T. 95‑97).
11. Lisa Bonilla, who lives at 360 West 24th Street, Erie, Pennsylvania 16502, works at West Home Marketing, a credit card application company, and she is a customer of NFGD.  She and her son live on less than $10,000.00 a year, which she finds to be very difficult when her highest gas bill is $315.00 a month.  She opposes the rate increase, together with the surcharge, and believes NFGD could save money by lowering executive salaries and increasing the productivity of its workers (N.T. 97‑99).
12. Mary Gallagher, who lives with a relative at 2260 West 22nd Street, Erie, Pennsylvania, recently sold her house at 423 Superior Avenue, Erie, Pennsylvania because she could not maintain it and pay her taxes and utility bills.  She formerly was a customer of NFGD.  She believes NFGD must make the hard decisions and cut back on its budget, just as other people do.  She says that she was ineligible with her low income for NFGD’s Good Neighbor Fund, but questions who would be eligible (N.T. 99‑103).
13. Betty Dusicsko, who resides at 1835 Pinewood Drive, Fairview, Pennsylvania 16415, lives on a fixed income and she is a customer of NFGD.  She has had to dip into her lifetime savings in order to pay her gas bills.  Her budget bills now amount to $176.00 a month.  She has attempted to make her home more energy-efficient and she opposes the surcharge (N.T. 103‑105).
14. Robert Mitchell, who resides at 8375 Wattsburg Road, Erie, Pennsylvania 16509, is retired from Elgin Electronics and he is a customer of NFGD.  He believes it would not benefit a customer to purchase energy-efficient appliances, if NFGD is permitted to charge a surcharge (N.T. 105‑106).
15. Bertha Lewis, who lives at 1656 Biedel Avenue, Erie, Pennsylvania, is retired and she is a customer of NFGD.  She finds NFGD’s budget billing very confusing and difficult to determine if her bills are correct.  She opposes the surcharge (N.T. 106‑108).
16. James Phillips, who lives at R.D. 2, P.O. Box 40, Pittsfield, Pennsylvania, retired from National Forge in Irwin, Pennsylvania and he is a customer of NFGD.  He wonders why NFGD charges a higher price for its natural gas than that listed on the New York Mercantile Exchange.  He notes there is a lot of natural gas in storage.  He believes the surcharge is unjustified when NFGD only reads his meter every other month.  He turns the thermostat down in the winter and tries to conserve, but his gas bills continue to increase (N.T. 108‑112).
17. Donald Harpst, who resides at 10011 Wiley Road, Waterford, Pennsylvania 16441, is a retired public school teacher and administrator.  He is a customer of NFGD.  In 1991, he built a small ranch house and insulated it extensively in anticipation of his retirement.  In the past five years of his retirement, he has watched his natural gas bills double.  He opposes the surcharge (N.T. 113‑114).
18. Mike Anderson, who lives at 230 West 9th Street, Erie, Pennsylvania 16501, is a customer representative for a catalog company.  He rents an apartment, where part of his rent pays the gas bill with NFGD.  He is afraid that if NFGD raises its rates, he will be unable to pay his rent.  He is a diabetic with a skin disease and his medical bills consume a large part of his budget (N.T. 114‑116).
19. Catherine Hartzell, who resides at 7390 Bayberry Street, Erie, Pennsylvania 16509, is disabled and a customer of NFGD.  She believes the action of NFGD increasing its rates over the years has chased away its larger paying customers.  She opposes the surcharge and the salaries and benefits given to NFGD’s executives (N.T. 116‑117).
20. Harvey Turner, who lives at 9118 Drum Avenue, McKean, Pennsylvania 16426, is retired and a customer of NFGD.  He disputes the competency of NFGD’s employees and management (N.T. 118‑119).
21. Keith Farnham, who resides at 7142 Old Ridge Road, Fairview, Pennsylvania, is a retired primary systems analyst.  He is also a member of Erie Score Group, which provides free confidential counseling to small businesses.  He is a customer of NFGD.  He recently spent $14,000.00 to make his house more energy efficient.  He believes NFGD should reduce fixed costs and lower the delivery cost (N.T. 120‑122).
22. Ron Amon, who lives at 10 Dillon Drive, Youngsville, Pennsylvania, is retired and a customer of NFGD.  He opposes the proposed surcharge.  He describes the energy conservation efforts his family has undertaken, including turning down the thermostat to 62° at night, wearing extra clothing and using wood for heat (N.T. 123‑125).
23. Laurie Schreckengost, who resides at 12 Mindi Court, Erie, Pennsylvania 16510, receives Social Security disability income and she is a customer of NFGD.  She moved out of subsidized housing five years ago, but with the increasing costs of natural gas, she is afraid that she will lose her independence and will have no choice but to return to government assistance (N.T. 125‑126).
24. Mary Warner, who lives at 500 Culbertson Drive, Grove City, Pennsylvania, is retired and a customer of NFGD.  Even though he is also retired, her husband works three or four days a week to make ends meet and she is uncertain how they will be able to afford any increase in the cost of natural gas (N.T. 126‑127).
25. Fred Wellman, who resides in Fairview, Pennsylvania, is a retired engineer and a customer of NFGD.  He notes that the cost of natural gas has increased from $1.6990/Mcf in 1975 to $14.9411/Mcf in 2005.  He questions whether NFGD accounts for the revenue it receives from advertisements that accompany customer bills each month.  He chops and burns wood to lower his heating bills.  The house that he built in 1985 is well insulated (N.T. 128‑131).
26. Harry Renton, who lives at 1920 Zimmerly Road, Erie, Pennsylvania 16509, is retired and a customer of NFGD.  He opposes any settlement that may be offered in this proceeding, as well as the proposed surcharge (N.T. 131‑134).
27. Evelyn Mattes, who resides at 3935 Applegate Drive, Erie, Pennsylvania 16510, is retired and a customer of NFGD.  She has a second mortgage on her home and she is struggling financially.  She has received termination notices and made payment arrangements with NFGD representatives, whom she found to be very rude.  She opposes the surcharge and any rate increase (N.T. 134‑137).
28. Jeanette Castorina, who lives at 5750 Old Glenwood Park Avenue, Erie, Pennsylvania, is unemployed and a customer of NFGD.  She believes any type of rate increase is unwarranted (N.T. 138‑140).
29. Bill del Solar, who resides at 1505 Fairmont Parkway, Erie, Pennsylvania 16510, is a manufacturer’s agent and a licensed textbook tester.  He notes that NFGD has been a profitable company for many years.  He opposes any rate increase (N.T. 140‑141).
30. William Bunce, who lives at 530 A Shimley Drive, Erie, Pennsylvania 16505, is retired and a customer of NFGD.  He believes that better management and more efficient use of employees will serve to reduce NFGD’s costs.  He concludes that NFGD’s advertising campaign to use more gas is wasteful (N.T. 141‑143).
31. Michael Casolo, who resides at 401 North Broad Street, Ridgway, Pennsylvania 15853, is retired and a customer of NFGD.  He notes that the price of natural gas in January 2006 on the NYMEX was $8.74/Mcf and $8.80/Mcf on the Henry Hub, but NFGD was charging $13.46/Mcf.  He opposes the proposed rate increase (N.T. 144‑147).
32. Stanley Banak, who lives at 1335 Patterson Avenue, Erie, Pennsylvania 16508, is retired and a customer of NFGD.  He opposes the proposed surcharge (N.T. 148‑154).
33. Vic Hanko, who resides at 302 Erie Street, Edinboro, Pennsylvania, is retired and a customer of NFGD.  He describes a problem he had with NFGD for overbilling last winter when he and his wife were away and the gas service was shut off.  He opposes the proposed rate increase (N.T. 154​‑155).
34. Mary Hanko, who also lives at 302 Erie Street, Edinboro, Pennsylvania, is a retired educator and a customer of NFGD.  She opposes the proposed surcharge (N.T. 155‑159).
35. Helen Skrzypczak, who resides at 702 East 22nd Street, Erie, Pennsylvania, is retired and a customer of NFGD.  She believes NFGD should use local gas and gas in storage before raising rates.  She opposes any rate increase (N.T. 160‑163).
36. Mike Skrzypczak, who also lives at 702 East 22nd Street, Erie, Pennsylvania, is a retired engineer and a customer of NFGD.  He opposes the proposed rate increase, as well as the proposed surcharge (N.T. 163‑166).
37. Anthony Buffalari, who resides at 6900 Silk Road, Erie, Pennsylvania, owns 12 buildings and 23 apartment units in the City of Erie.  Because of the high price of natural gas, many of his tenants use kerosene for heat.  He believes many of his tenants abuse the LIHEAP program by turning up their thermostats.  He opposes the proposed rate increase (N.T. 166‑172).
38. Dennis Iaquinta, who resides at 2672 Lakeside Drive, Erie, Pennsylvania 15611, is a self-employed barber and a customer of NFGD.  As a representative of the Disabled American Veterans, he is concerned about the rising cost of energy upon disabled veterans and the families of troops now deployed overseas.  He has taken conservation measures to reduce his gas bills and he opposes the proposed surcharge (N.T. 172‑176).
39. David Steves, who resides at 145 Gould Street, Corry, Pennsylvania 16407, is a substitute teacher and a customer of NFGD.  He alleges that with NFGD’s history of poor service, it does not merit a rate increase.  He describes the conservation efforts he has undertaken, including turning thermostats down to 50°-55°, sealing off rooms and using space heaters.  He opposes the proposed surcharge (N.T. 176‑180).
40. Richard Coleman, who lives at 4021 Zimmerman Road, Erie, Pennsylvania 16510, is self-employed as a certified financial planner and a customer of NFGD.  He has undertaken conservation measures to lower his heating bills.  He opposes the proposed rate increase and surcharge (N.T. 176‑182).
41. Ophelia Williams, who resides at 1257 West 8th Street, Erie, Pennsylvania, is a postal letter carrier and a customer of NFGD.  She notes that many of her customers come to the door to accept their mail dressed in extra clothing to keep warm in the winter.  She opposes the proposed rate increase (N.T. 182‑185).
42. C. McAdory, who lives at 28 East 24th Street, Erie, Pennsylvania 16503, is disabled and a customer of NFGD.  NFGD has terminated her gas service for nonpayment in the past, despite her attempts to make payment arrangements.  She opposes the proposed rate increase (N.T. 186‑189).
43. Christine Ponteriero, who resides at 282 Lovell Place, Erie, Pennsylvania 16503, is a retired Commonwealth employee and is running for office as the First District State Representative.  She thanked the Commission for coming to Erie to listen to the customers of NFGD (N.T. 189‑191).
B.
Erie, Pa., 7:00 p.m., August 28, 2006
44. Gary Hanlin, whose address is P.O. Box 124, Erie, Pennsylvania 16512, owns, manages, maintains and rents residential income property in the City of Erie.  Both he and his tenants are customers of NFGD.  He believes that NFGD’s existing customer service charge is excessive, as is the cost of gas.  He has undertaken conservation efforts in his rental properties, but since his rental charge includes the cost of gas, many of his tenants are finding it difficult to pay their rent.  He opposes the proposed rate increase and surcharge (N.T. 211‑215).
45. Ken Kanoza, who lives at 2205 Liberty Street, Erie, Pennsylvania, is employed at GE Transportation Systems and is a customer of NFGD.  He turns his thermostat down to 62° in the winter.  He opposes the proposed rate increase and surcharge (N.T. 215‑216).

46. Mary Wheaton, who resides at 630 Euclid Avenue, Erie, Pennsylvania 16511, is retired and a customer of NFGD.  She opposes the proposed rate increase and surcharge (N.T. 217‑219).
47. Scott Rastetter, owns Scott’s Carpet Showcase, located on Route 6N, Edinboro, Pennsylvania, where he is an NFGD customer.  He opposes the proposed rate increase and surcharge (N.T. 220‑222).
48. Florence McClanahan, who resides at 7543 Fairfield Drive, Erie, Pennsylvania, works for Emsco in Girard, Pennsylvania and she is a customer of NFGD.  She has always maintained excellent credit, but has recently experienced difficulty paying her gas bills despite undertaking conservation efforts.  She opposes the proposed rate increase and surcharge (N.T. 222‑223).
49. Dave Thompson, who lives at 118 Wilcox Street, Girard, Pennsylvania, works for Orin Supply Industries in Mill Creek Township and he is a customer of NFGD.  He has undertaken conservation efforts.  He opposes the proposed rate increase and surcharge (N.T. 224‑225).
50. Thomas Butler, who resides at 141 Myrtle Street, Girard, Pennsylvania 16417, is retired and a customer of NFGD.  He and his wife live in a very large home and they have undertaken extensive conservation efforts over the years.  He opposes the proposed rate increase and surcharge, and requests that any settlement be denied (N.T. 226‑229).
51. Mary Lou Seidler, who lives at 1014 West 22nd Street, Erie, Pennsylvania 16502, works in the Head Start Program at St. Benedict’s Center and she is a customer of NFGD.  She opposes the proposed rate increase and surcharge (N.T. 229).
52. James F. Foltz, who resides at 8845 Hirsh Road, Erie, Pennsylvania 16510, is retired and a customer of NFGD.  He opposes the proposed rate increase and surcharge (N.T. 230‑231).
53. Nancy L. Dolak, who resides at 2754 West 34th Street, Erie, Pennsylvania 16506, is a medical receptionist at Coleman Surgery in Erie and a customer of NFGD.  She has tried to conserve energy.  She opposes the proposed rate increase and surcharge (N.T. 231‑232).
54. Jesse Simpson, who lives at 333 East 13th Street, Erie, Pennsylvania, is a disabled veteran and a customer of NFGD.  He opposes the proposed rate increase (N.T. 232‑233).
55. James M. Smith, who resides at 253 Stroud Street, Erie, Pennsylvania 16508, is retired and a customer of NFGD.  He has taken a number of steps over the years to conserve energy.  He believes NFGD’s executives are overpaid.  He opposes the proposed rate increase and surcharge (N.T. 233‑239).

56. Sharon Cullaton, who lives at 115 Cypress Street, Erie, Pennsylvania 16504, is a teacher in the Iroquois School District and she is a customer of NFGD.  She wants NFGD to use lower cost local natural gas.  She opposes the proposed rate increase (N.T. 239‑242).
57. Sandy Zawistoski, who resides at 8221 Hamlet Road, Erie, Pennsylvania 16509, is a realtor and a customer of NFGD.  She observes that people receiving energy assistance grants fail to conserve energy.  Her house is well insulated and she finds that her natural gas bills are too high.  She opposes the proposed rate increase (N.T. 242‑243).
58. Michael Borland, who lives at 8600 Route 18, Erie, Pennsylvania, is a maintenance technician at EAP Diecast in Fairview, Pennsylvania and a customer of NFGD.  He insulated the house in which he has lived for the past 18 years and he uses a wood-burning stove to supplement his home heating needs.  He wants a rate decrease (N.T. 244‑246).
59. Jennie Putnam, who resides at 3103 West 25th Street, Erie, Pennsylvania 16506, is a co-owner of American Multi-Technology and a customer of NFGD.  She believes NFGD should be more efficient and invest in its business.  She opposes the proposed rate increase (N.T. 246‑248).

60. Jill Hrinda-Patten, who lives at 4130 Neptune Drive, Erie, Pennsylvania 16506, works at Voices for Independence and is a customer of NFGD.  She works with people with disabilities, who have greater medical bills.  She opposes the proposed rate increase (N.T. 248‑249).
61. Laurie Walker, who lives at 330 Hess Avenue, Second Floor, Erie, Pennsylvania 16507, works as a clerk typist at the Albion State Prison and she is a customer of NFGD.  She has turned down the thermostat and tried to conserve energy.  She opposes the proposed rate increase and surcharge (N.T. 249‑251).

62. Tim Colaizzi, who resides at 333 East 13th Street, Erie, Pennsylvania 16503, is a pizza delivery person and a customer of NFGD.  He opposes the proposed rate increase (N.T. 251‑252).
63. Erwin Marz, who resides at 919 East 7th Street, Apt. 3, Erie, Pennsylvania, is retired and a customer of NFGD.  He opposes the proposed rate increase and surcharge (N.T. 252‑254).

64. Joseph Kaliszewski, who lives at 3720 Emmett Drive, Erie, Pennsylvania, is retired, works part-time for Classics Word Copying, and is a Commissioner of Lawrence Park.  He is a customer of NFGD.  He believes the area needs a decrease in the cost of natural gas (N.T. 255‑257).
65. Pamela Mathews, who lives at 4426 Garden Avenue, Erie, Pennsylvania 16508, is currently unemployed and a customer of NFGD.  She opposes the proposed rate increase and surcharge (N.T. 258).

66. Pat Henry, who resides at 202 West 9th Street, Erie, Pennsylvania, currently receives workers compensation and is a customer of NFGD.  He opposes the proposed rate increase (N.T. 259‑260).
67. Rose Rose, who lives at 3330 Route 6, Parker, Pennsylvania, is a physical therapy technician and a customer of NFGD.  She also has a natural gas well on her property from which she receives natural gas service.  She opposes the proposed surcharge (N.T. 260‑263).
68. Thadeus Oslak, who lives at 19 Maplenut Lane, Erie, Pennsylvania 16510, recently retired from construction work and is a customer of NFGD.  He has tried to insulate the mobile home in which he lives.  He opposes the proposed rate increase and surcharge (N.T. 263‑264).
69. Tim Gooley, who resides at 630 East 29th Street, Second Floor, Erie, Pennsylvania 16504, is a retired heating and air-conditioning installer and a customer of NFGD.  He opposes the proposed rate increase and surcharge (N.T. 265).
70. Vic Kaliszak, who lives at 1146 East 40th Street, Erie, Pennsylvania 16504, is retired and a customer of NFGD.  He believes the salaries and benefits of NFGD’s executives are excessive.  He opines its management could be more efficient.  He opposes the proposed rate increase (N.T. 266‑268).
71. Jay Hollenbeck, who resides at 2206 Bird Drive, Erie, Pennsylvania 16510, is retired, does part-time carpentry work and is a customer of NFGD.  He doubts that he will see a return on his energy conservation investment, because of his increasing gas bills.  He opposes the proposed rate increase and surcharge (N.T. 268‑270).

72. Hillary Entley, who lives at 1110 West 4th Street, Erie, Pennsylvania 16507, has a part-time job cleaning houses and delivering cars.  She is a customer of NFGD.  She opposes the proposed rate increase and surcharge (N.T. 270‑273).
73. Mark Aleks, who resides at 4 Lighthouse Street, Erie, Pennsylvania 16507, is self-employed and a customer of NFGD.  He believes NFGD’s management should become more efficient.  He opposes the proposed rate increase and surcharge (N.T. 273‑277).
74. Steven Andrew Matthew Mason, who lives at 1041 West East Street, Erie, Pennsylvania, is retired and a customer of NFGD.  He opposes the proposed rate increase (N.T. 277‑278).
75. Jacqueline Homan, who resides at 816 East 26th Street, Erie, Pennsylvania, is the owner of Homan Insurance Agency and a customer of NFGD.  She notes that according to the National Fire Protection Association of America, between 3,500 and 5,000 people perish annually due to unsafe alternative heating methods.  She opines that NFGD’s management is inefficient and its customer representatives are unhelpful.  She opposes the proposed rate increase (N.T. 278‑287).
76. Donnie Homan, who also resides at 816 East 26th Street, Erie, Pennsylvania, is disabled and a customer of NFGD.  He chops and burns wood to supplement his energy needs.  He opposes the proposed rate increase (N.T. 287‑288).

77. Ann DeMarco, who lives at 1056 West 25th Street, Erie, Pennsylvania, is a retired teacher and a customer of NFGD.  She has undertaken conservation efforts to reduce her gas usage.  She opposes the proposed rate increase and surcharge (N.T. 288‑293).
78. Cindy Samick, who resides at 1059 South Drive, Wadsworth, Pennsylvania, is a customer of NFGD.  She receives partial Social Security disability benefits and she works part-time for Voices for Dependents.  She opposes the proposed rate increase (N.T. 293‑298).
79. Debbie McChesney, who resides at 10000 Oliver Road, McKean, Pennsylvania, is a sales representative at a credit union and a customer of NFGD.  She and her husband have undertaken energy conservation efforts, but her natural gas bills continue to increase.  She opposes the proposed rate increase (N.T. 298‑300).
80. Diane McManus, who lives at 215 Cherry Street, Erie, Pennsylvania 16507, is a social worker at Family Services and a customer of NFGD.  She has taken steps to conserve energy.  She opposes the proposed rate increase (N.T. 300‑302).

81. Rita Mangini, who resides at 1843 West 29th Street, Erie, Pennsylvania 16508, works for the State Unemployment Office and is a customer of NFGD.  Even though she has a good job, she finds it increasingly difficult to pay her natural gas bills.  She has taken steps to conserve energy.  She opposes the proposed rate increase and the surcharge (N.T. 302‑305).
82. Loretta Deeds, who lives at 60 West Metcalfe, Erie, Pennsylvania, is retired and a customer of NFGD.  She opposes the proposed rate increase and the surcharge (N.T. 306‑307).
83. William Welch, who resides at 3108 Highland Road, Erie, Pennsylvania 16506, is retired and a customer of NFGD.  He believes local businesses cannot afford NFGD’s high gas rates.  He wants NFGD to use more local natural gas and to stop advertising and giving away so much money for charitable and civic organizations.  He opposes the proposed rate increase with the surcharge (N.T. 308‑320).
84. Mary Janet Ayers, who lives at 2200 Plum Street, Erie, Pennsylvania 16502, is a teacher and a customer of NFGD.  She works two jobs, but finds it difficult to pay her bills.  She has taken steps to conserve energy.  She opposes the proposed rate increase and the surcharge (N.T. 320‑322).
85. David Smith, who resides at 649 Blaton Road, Mill Creek Township, Pennsylvania 16509, is a retired military officer, a part-time teacher at Gannon University, an insurance underwriter and a customer of NFGD.  He opines that increased competition will bring NFGD’s rates down, just as it did in the insurance industry (N.T. 322‑323).
86. William R. Clark, who resides at 1546 Woodlawn Avenue, Erie, Pennsylvania 16510, is the minister of Christ Temple Church located at 1917 Potomac Avenue, Erie, Pennsylvania 16510.  He observes that high gas bills are having a dramatic deleterious effect upon the poor members of his church (N.T. 324‑328).

C.
Meadville, Pa., 2:00 p.m., August 29, 2006
87. Dorothy Earley, who resides at 11902 North Luke, Meadville, Pennsylvania, is retired.  She lowered her thermostat in an effort to decrease her natural gas consumption and has taken measures to make her home more energy efficient.  She opposes NFGD’s proposed surcharge (N.T. 346).

88. Earl Huckleberry, who resides at 450 Water Street, Saegertown, Pennsylvania, is retired.  He wrote a letter in protest of NFGD’s proposed surcharge.  He notes that the proposed surcharge would penalize customers for trying to conserve (N.T. 346-348).

89. George Wright, who resides at B-8 Manchester House, Meadville, Pennsylvania, is retired.  He opposes NFGD’s proposed surcharge.  He notes that the proposed surcharge is onerous, because NFGD proposes to charge customers for adhering to the Company’s conservation advertisements to turn down the thermostat.  He further notes that senior citizens living on Social Security benefits could see most of the 2007 cost of living adjustment (“COLA”) go to NFGD if the requested increase is approved (N.T. 348-349).   

90. Arden DeBore, who resides at 21129 Star Rock, Meadville, Pennsylvania, is retired.  He opposes NFGD’s proposed rate increase and the proposed surcharge.  In an effort to reduce his natural gas consumption, he installed a wood burning furnace, replaced a chimney and added an electric generator (N.T. 349-351).

91. Mary Ashby, who resides at 223 Walnut Street, Meadville, Pennsylvania, is retired.  She concurs with the testimonies of the witnesses, who testified before her.  Those witnesses were as follows: Dorothy Earley, Earl Huckleberry, George Wright and Arden DeBore (N.T. 351-352).

92. Keith Abbott, who resides at 11645 Pearson Avenue, Meadville, Pennsylvania, is self-employed.  A number of years ago, he added an alternative fuel source that significantly reduced his natural gas consumption.  He opposes NFGD’s proposed surcharge, because it penalizes consumers for reducing their usage (N.T. 352-353). 

93. Darcy R. Bean, who resides at 1316 East Main Street, Conneatville, Pennsylvania, is on disability due to a work-related accident.  In the past two months, she had a more energy efficient furnace installed in her residence for the purpose of reducing consumption.  She opposes NFGD’s proposed rate increase and the proposed surcharge.  She believes it is not right for NFGD to charge customers more for using less gas (N.T. 354-355).

94. Janet Clark, who resides at 19424 Green Mountain Street, Meadville, Pennsylvania, is a controller for Meadville Moving and Storage, Inc.  She sponsored Janet Clark Exhibits 1 through and including 5 that were marked and made a part of the hearing record.  She recounted her personal billing history with NFGD and indicated that she purchased a brand new energy efficient furnace in October 2005 (N.T. 356-359).  

95. Ed Kline resides at 595 Penn Street, Linesville, Pennsylvania.  He heats his home and water with gas supplied by NFGD.  He is in the process of installing a higher efficiency heating source.  He opposes NFGD’s proposed rate increase and the surcharge (N.T. 359-362).

96. Howard Stewart, who resides at 10287 Krieder Road, Meadville, Pennsylvania, is retired.  He opposes NFGD’s proposed rate increase and the surcharge.  He notes that consumers are encouraged to use less gas and NFGD proposes to charge customers more because they are using less gas (N.T. 362-365).  

97. Fran Stonedale, who resides at 318 Arch Street, Meadville, Pennsylvania, is retired.  She opposes NFGD’s proposed surcharge.  She notes that Pennsylvania has a very high percentage of elderly people on fixed incomes.  In the last few years, she spent in excess of $4,000 on thermal windows and insulation, for environmental reasons and to reduce consumption.  She believes NFGD should reduce its internal costs and search for savings (N.T. 365-367).     

98. L. Thomas Hayden, who resides at 21384 Beverly Drive, Meadville, Pennsylvania, is a recently retired public school teacher.  He opposes NFGD’s proposed surcharge.  He believes the proposal penalizes customers for energy conservation (N.T. 367‑368).

99. Vivian Fey, who resides at 290 Willow Street, Meadville, Pennsylvania, is unemployed.  She opposes NFGD’s proposed surcharge (N.T. 369-373).

100. Anne Furno, who resides at 447 Pine Street, Meadville, Pennsylvania, is retired.  She opposes NFGD’s proposed surcharge.  She tries to conserve and views the proposed surcharge as a punishment for conservation (N.T. 373-375).

101. William Harrison, who resides at 669 Alden Street, Apartment 3, Meadville, Pennsylvania, is currently retired on disability.  He lives on a fixed income.  He opposes NFGD’s proposed surcharge and the requested rate increase.  He questions whether additional service will be provided, if the rate increase is approved (N.T. 375-377).

102. Thomas Findlay, who resides at 680 Park Avenue, Meadville, Pennsylvania, is currently unemployed.  He opposes NFGD’s proposed rate increase and the proposed surcharge (N.T. 377-378).

103. Olga Bryant, who resides at 21701 Voden Drive, Meadville, Pennsylvania, is retired.  She lives on a fixed income and only receives increases in Social Security, which do not keep up with the increased costs of utilities, insurance, gasoline and other expenses.  She opposes NFGD’s proposed rate increase and the proposed surcharge (N.T. 378-379). 

104. Hollie Rose, who resides at 1059½ Park Avenue, Meadville, Pennsylvania, is the executive director of the Crawford County Coalition on Housing Needs, Inc.  The Crawford County Coalition on Housing Needs, Inc. addresses the housing needs of low to moderate income individuals, mostly families.  The organization stresses the need to conserve with its clientele.  She notes that affordable housing means more than just being able to pay the rent.  She opposes NFGD’s proposed rate increase and the surcharge (N.T. 379-382).    

105. Marilyn Bronze, who resides at 14142 Baldwin Street, Meadville, Pennsylvania, recently became disabled and now lives on a fixed income.  She opposes NFGD’s proposed rate increase and the surcharge (N.T. 382-383).

106. Bruce Gilles, who resides at 373 Allegheny Street, Meadville, Pennsylvania, is retired.  He opposes NFGD’s proposed surcharge (N.T.383-384).

107. Mary Hinderliter, who resides at 335 Euclid Avenue, Saegertown, Pennsylvania, is a business owner and landlord.  She opposes NFGD’s proposed rate increase (N.T. 385-387).

108. James Jafko, who resides at 16292 North Shady Acres Drive, Meadville, Pennsylvania, is retired.  He opposes NFGD’s proposed rate increase.  He believes that working individuals could not attend the public input hearing, because it was scheduled during the afternoon (N.T. 387-388).

109. Carmin Grasso, who resides at 18258 Carman Street, Meadville, Pennsylvania, is retired.  He opposes NFGD’s proposed surcharge.  He believes the proposed surcharge is counterproductive (N.T. 388-389).

110. Joe Paden, who resides at 13269 Dean Avenue, Meadville, Pennsylvania, is an NFGD customer.  He opposes NFGD’s proposed rate increase and the surcharge (N.T. 389‑390). 

D.
Farrell, Pa., 7:00 p.m., August 29, 2006
111. Ronald Derogy, Sr., who resides at 699 Jackson Center Polk Road, Stoneboro, Pennsylvania, is a maintenance supervisor at Nugent’s Nursing Home.  He opposes NFGD’s proposed rate increase (N.T. 409-410).

112. Anthony Denoi, who resides at 1816 Memorial Drive, Farrell, Pennsylvania, is retired.  He opposes NFGD’s proposed surcharge.  He believes it is not right for customers to be charged for using less gas and conserving (N.T. 410-411).

113. Gregg Buchanan, who resides at 3462 Sample Road, Hermitage, Pennsylvania, is a computer network specialist for the Mercer County Health Commission.  He notes that salary increases do not keep up with rising costs and that the only way to combat higher bills is to consume less.  He opposes NFGD’s proposed rate increase and the surcharge.  He believes NFGD is doing quite well financially and opposes moving certain gas costs tied to consumption over to fixed costs (N.T. 411-414).  

114. Dennis DeMartinis, who resides at 2010 Haywood Street Extension, Farrell, Pennsylvania, is retired from Sharon Steel.  He noted that most of the residents in Farrell are elderly or retired, living on fixed incomes.  He opposes NFGD’s proposed rate increase (N.T. 414-416).

115. James Bailey, who resides at 24 Bailey Lane, Mercer, Pennsylvania, opposes NFGD’s proposed rate increase.  He believes NFGD’s revenues decreased because of warmer weather (N.T. 416-419).

116. Ronald Curry, who resides at 492 South Oakland Avenue, Sharon, Pennsylvania, is retired.  He owns a well-insulated house, but he has seen his gas bills rise in recent years.  He opposes NFGD’s proposed rate increase (N.T. 419-420).

117. Donna Mittal, who resides at 4 South 12th Street, Sharpsville, Pennsylvania, is retired.  She has installed insulation, new windows and a new roof to try to make her home more energy efficient.  In 1998, when she enrolled in NFGD’s budget plan, her monthly bill was $83.00.  This year, her monthly budget amount was as high as $184.00.  She feels like a captive customer.  She opposes NFGD’s proposed rate increase and the surcharge (N.T. 421-422). 

118. Bruce Kaiser, who resides at 52 Fairmont, Hermitage, Pennsylvania, is retired.  He is an NFGD customer and stockholder.  He opposes NFGD’s proposed rate increase and the surcharge.  He believes NFGD is a healthy company.  He is concerned about the effect the proposed surcharge would have on certain customers.  He believes it is un-American to penalize customers for improving energy efficiency (N.T. 422-423).  

119. Rob Schnur, who resides at 1997 American Way, Hermitage, Pennsylvania, is the president of Grimm Stamping Company and the vice president of Wheatland Steel Processing Company.  He is also an NFGD customer.  He opposes NFGD’s proposed rate increase and the surcharge.  He notes that his business cannot pass the proposed rate increase or other increased costs on to its customers.  He further notes that many of his employees are also NFGD customers, who depend on him for a wage to enable them to keep their households going (N.T. 424-426).   

120. William A. Morocco, Sr., who resides at 1120 Negley Street, Farrell, Pennsylvania, is employed and an NFGD customer.  He opposes NFGD’s proposed rate increase and the surcharge.  He believes it would be wrong to approve the rate increase after telling consumers that deregulation would create competition and that prices would moderate or decrease (N.T. 427-430). 

121. Ron Errett, who resides at 1326 Farrell Terrace, Farrell, Pennsylvania, is the chief executive officer of the Community Action Partnership of Mercer County (“CAP”).  He opposes NFGD’s proposed rate increase.  CAP provides low income housing units.  It operates approximately 100 apartments.  Its target population includes seniors, victims of domestic violence and those with a mental health diagnosis.  He estimates the proposed rate increase would increase CAP’s fiscal year spending on gas approximately $6,000 (N.T. 430-433).

122. Margaret Magee, who resides at 2638 Lake Road, Sharpsville, Pennsylvania, is a customer of NFGD.  She opposes NFGD’s proposed rate increase and the surcharge.  She and her husband are in their 70’s and they cut wood to burn in order to reduce their gas consumption (N.T. 433-434).

123. Guy McCrumb, who resides at 1441 Hall Avenue, Sharon, Pennsylvania, is an NFGD customer.  He opposes NFGD’s proposed rate increase and the surcharge.  He believes that if the proposed surcharge is approved, NFGD will not have to seek rate increases in the future (N.T. 435-437).

124. Sarah Pinson, who resides at 1171 French Street Extension, Sharon, Pennsylvania, is retired and lives on a fixed income.  She opposes NFGD’s proposed rate increase.  She installed a new furnace and she still pays more to heat her home (N.T. 437-438).

125. Wayne Stratos, who resides at 249 Second Avenue, Sharon, Pennsylvania, is a retired NFGD customer.  He opposes NFGD’s proposed rate increase and the surcharge.  In addition, he is concerned that a natural gas rate increase will cause electricity rates to increase, because gas is used to produce electricity (N.T. 439-441).

126. Nancy McConnell, who resides at 53 Haywood Street, West Middlesex, Pennsylvania, is retired.  She opposes NFGD’s proposed rate increase and the surcharge (N.T. 441-443).

127. Paul Meyer, who resides at 1200 Negley Street, Farrell, Pennsylvania, is a laborer.  He declined to testify (N.T. 443).

128. Nancy Caldwell, who resides at 841 Wallace Avenue, Sharon, Pennsylvania, is a volunteer coordinator and an NFGD customer.  She lives on a fixed income and she opposes NFGD’s proposed rate increase (N.T.444-445).

129. Shirley Walsh, who resides at 329 East Judy Lynn Drive, Farrell, Pennsylvania, is retired.  She opposes NFGD’s proposed surcharge.  She views the proposed surcharge as a penalty for using less gas (N.T. 446).

130. Lila Savage, who resides at 913 Wallace Avenue, Farrell, Pennsylvania, lives on a fixed income and she is an NFGD customer.  She opposes NFGD’s proposed rate increase.  She sometimes skips taking medicine so she can pay her bills (N.T. 447-449).

131. Maurice Igou, who resides at 1498 Lori Lane, Hermitage, Pennsylvania, is retired.  He opposes NFGD’s proposed rate increase and the proposed surcharge.  He concurs with all previous testimony opposing the surcharge and with all previous testimony regarding fixed incomes (N.T. 449-450).

132. Patricia Igou, who resides at 1498 Lori Lane, Hermitage, Pennsylvania, is retired.  She opposes NFGD’s proposed rate increase and the surcharge.  She concurs with the testimony of Ron Errett (N.T. 451-452).

133. Christine Incerto, who resides at 1903 Stafford Street, is a widow living on a fixed income.  She opposes NFGD’s proposed rate increase (N.T. 452-453).

134. Chuck Kerr, who resides at 669 Wingler Avenue, Sharon Pennsylvania, is a millwright and works for a crane company.  He has cut back his gas consumption, installed new windows and a new furnace.  He opposes NFGD’s proposed rate increase.  He believes NFGD is seeking to increase rates to make up for the loss of customers like Sharon Steel, Westinghouse and National Casting (N.T. 453-454).

135. Jennifer Kerr, who resides at 669 Wingler Avenue, Sharon Pennsylvania, works in a doctor’s office.  She opposes NFGD’s proposed rate increase.  She notes that Sharon/Farrell is a distressed area (N.T. 455-456).

136. Susan Kirsch, who resides at 1027 Roemer Boulevard, Farrell, Pennsylvania, is an advocate for the disabled and an NFGD customer.  She opposes NFGD’s proposed rate increase.  She believes the requested rate increase will cause customers to have to decide whether to pay for medicine, gas, or groceries; or to pay utility bills (N.T. 457-459).

137. Rozlind Harrison, who resides at 1045 Fruit Avenue, Sharon, Pennsylvania, is retired but she teaches part-time.  She concurred with all the previous testimonies.  She noted that the decision to pay a gas bill or take medication is not a decision older people should have to make (N.T. 459‑460).

138. Reverend James McKeithan, who resides at 2055 Debra Keller Avenue, Farrell, Pennsylvania, is a pastor and a customer of NFGD.  He opposes NFGD’s proposed rate increase (N.T. 460-463).

139. Sarah Quarterson, who resides at 940 Carol Lane, Hermitage, Pennsylvania, is retired.  She opposes NFGD’s proposed rate increase and the surcharge (N.T. 464-465).

140. Raymond Wilson, who resides at 705 French Street, Farrell, Pennsylvania, is a security guard and an NFGD customer.  He opposes NFGD’s proposed rate increase (N.T. 465‑467).   

141. Mark Longietti, who resides at 542 Shenango Boulevard, Sharon, Pennsylvania, is an attorney and an NFGD customer.  He opposes NFGD’s proposed rate increase and proposed surcharge.  He believes the surcharge proposal is a disincentive for people to conserve.  He is concerned about elderly customers living in homes that are not well insulated and he is also concerned about the affect a rate increase might have on churches (N.T. 468-470).

142. Helen Scarmack, who resides at 325 Frederick Drive, Farrell, Pennsylvania, is a part-time merchandiser and an NFGD customer.  She had a new energy efficient furnace installed in her home.  She opposes NFGD’s proposed rate increase (N.T. 470‑471).

143. George Gerhart who resides at 275 Buehl Boulevard, Sharon, Pennsylvania, is the executive director of the Shenango Valley Chamber of Commerce.  He opposes NFGD’s proposed rate increase and the surcharge.  He is concerned about the impact a rate increase will have on the local economy.  He notes that NFGD has been a good corporate citizen (N.T. 471-474). 

144. Mark Thompson, who resides at 95 Lilac Drive, West Middlesex, Pennsylvania, is vice president of Thompson Fabricating.  He opposes NFGD’s proposed rate increase and the surcharge.  He is concerned that a rate increase will adversely affect Thompson Fabrication and the 25 individuals it employs (N.T. 474-476).

145. William McKeithan, who resides at 323 Fruit Avenue, Farrell, Pennsylvania, is a retired carpenter.  He opposes NFGD’s proposed rate increase.  He believes NFGD should try to cut its fixed costs (N.T. 477-478).    

E.
Franklin, Pa., 1:00 p.m., August 30, 2006
146. Senator Mary Jo White, represents the 21st Senatorial District, which includes parts of Butler, Erie and Warren counties, as well as Clarion, Forest and Venango counties.  She expresses concern that NFGD’s proposed rate increase will result in many of her constituents going without heat or heating with unsafe sources.  She also expresses concern that the proposed rate increase could adversely affect industrial customers with high natural gas needs, resulting in decreased production, job losses and closures.  She believes it is NFGD’s responsibility to be cost effective and efficient (N.T. 497-501).

147. Representative Scott E. Hutchinson, Oil City, Pennsylvania, represents the 64th Legislative District, which includes Venango County and a portion of Butler County.  He expresses concern about the effect of NFGD’s proposed rate increase on citizens and employers, particularly manufacturers, who use large amounts of energy.  He is particularly concerned about NFGD’s decoupling proposal (surcharge) or conservation rider, because it seems to penalize those who have heeded NFGD’s advice and invested in energy saving windows, insulation and alternative heating sources.  He believes consumers should be optimally rewarded for their conservation efforts (N.T. 501-503).

148. Representative Fred McIlhattan, is a representative in the Pennsylvania State Legislature.  He opposes NFGD’s proposed surcharge.  He believes that a surcharge proposal makes it easier for NFGD and other utilities to increase income without filing rate increase requests (N.T. 504-506).

149. Kenneth Zachero, who resides at 4037 Warsaw Avenue, Erie, Pennsylvania, is employed by the Mercer Center on Aging.  He opposes NFGD’s proposed rate increase.  He believes the proposed rate increase will have an adverse impact on recent college graduates and the elderly on fixed incomes (N.T. 506-508).

150. Eugene Sheffer, who resides at 1717 Fern Avenue, Rocky Grove, Pennsylvania, is retired.  He opposes NFGD’s proposed rate increase (N.T. 508-509).

151. Shirley Hazlett, who resides at 15 Rich Street, Oil City, Pennsylvania, is retired and lives on a fixed income.  She opposes NFGD’s proposed rate increase.  She notes that because of high gas bills, she cannot afford to repair her house to reduce her gas consumption.  She fears losing her home (N.T. 509-510).        

152. Robert Finch, who resides at 237 Washington Street, Franklin, Pennsylvania, is retired.  He opposes NFGD’s proposed rate increase and the surcharge.  He believes customers should be rewarded for using less gas and not penalized.  He fears that a rate increase will adversely affect the local economy (N.T. 510-512).

153. Bill Liddle, who resides in Erie County, is the chief operating officer of Franklin Industries.  He opposes NFGD’s proposed rate increase and the surcharge.  He believes that NFGD can reduce its operating costs by 8%.  He believes there is a problem when a company claims they cannot reduce costs by 8% while it repurchases stock.  He believes NFGD is seeking to penalize customers because gas sales have dropped (N.T. 512-515).

154. Esther Spanberger, who resides at 110 West Front Street, Oil City, Pennsylvania, is disabled and receives Social Security Disability benefits.  She opposes NFGD’s proposed rate increase and the surcharge.  She believes NFGD is trying to penalize customers, who conserve (N.T. 515-516).

155. Jenny Evans, who resides at 561 Holiday Run Road, Oil City, Pennsylvania, works in retail for K-Mart.  She opposes NFGD’s proposed rate increase and the surcharge.  She believes NFGD should cut its costs (N.T. 516-517).

156. Robert Guard, who resides at 189 Peach Street, Franklin, Pennsylvania, is retired and his only source of income is Social Security benefits.  He is on a budget plan with NFGD and his monthly amount increased $27, from $93 per month to $115 per month.  He lives in two rooms of his mobile home during the winter and he sets the thermostat low in an attempt to conserve gas (N.T. 517-519).

157. George Merritt, who resides at 607 Elk Street, Franklin, Pennsylvania, is retired.  He opposes NFGD’s proposed rate increase and the surcharge.  He has upgraded the insulation in his home, fixed windows and taken other measures to promote conservation.  He believes conservation is a national objective and that the proposed surcharge is a penalty for conservation.  He believes NFGD’s proposed surcharge requires study to see how this approach affects conservation (N.T. 519-521).

158. John Shaughnesy, who resides at 8 Glenwood Street, Warren, Pennsylvania, is unemployed and a customer of NFGD.  He opposes NFGD’s proposed rate increase and the surcharge.  He notes that NFGD is a public utility and that its production and distribution of gas must benefit the public (N.T. 521-523).

159. Claire Bayne, who resides at 1268 Grandview Road, Oil City, Pennsylvania, is retired.  She agrees with all the prior testimonies.  She believes NFGD’s proposed surcharge penalizes customers for using less gas.  She believes that to charge customers for a product that is not received is fraud (N.T. 524).

160. R. Dean Sherman, who resides at 1856 Bredinsburg Road, Franklin, Pennsylvania, is retired from Joy Technologies.  He opposes NFGD’s proposed rate increase and the surcharge.  He filed petitions with the Commission opposing the rate increase request (N.T. 524-530).

161. Vera Riddle, who resides at 1119 Buffalo Street, Franklin, Pennsylvania, is retired.  She opposes NFGD’s proposed rate increase and the surcharge (N.T. 533‑534).

162. Margaret Girdich, who resides at 1231½ Otter Street, Franklin, Pennsylvania, is retired and lives on a fixed income.  She opposes NFGD’s proposed surcharge.  Last year, she had an energy efficient furnace and new windows installed in her home.  She believes the proposed surcharge will penalize her for using less gas (N.T. 534-536).

163. Glenn Deal, who resides at 54 Maple Drive, Clarion, Pennsylvania, is a laborer.  He opposes NFGD’s proposed rate increase and the surcharge.  He cuts and burns wood in a wood burning stove to reduce his gas consumption (N.T. 536-539).

164. Twyla Kernic, who resides at 363 Warren Road, Sugar Creek Borough, Pennsylvania, is retired.  She does not believe she can add anything that has not been said previously (N.T. 540).

165. Sunny Ficher, who resides at 1212 Vera Street, Franklin, Pennsylvania, is retired.  She agrees with the previous testimonies, including specifically the testimonies of Bill Liddle, John Shaughnesy and R. Dean Sherman (N.T. 541-542).

166. Steve McMurray, who resides in Franklin, Pennsylvania, is self-employed.  He opposes NFGD’s proposed surcharge request (N.T. 542-544).

167. Margaret Crick, who resides at 580 Walnut Street, Meadville, Pennsylvania, is an NFGD customer and a widow.  She opposes NFGD’s proposed rate increase. She bought a new furnace three years ago and she borrowed money to install new windows in her home this winter.  She lives on a fixed income and notes that she could not make it without financial support from her children (N.T. 544-546).

168. Gary Hutchinson, who resides at 106 Dogwood Drive, Franklin, Pennsylvania, is a Venango County Commissioner and an NFGD customer.  He opposes NFGD’s proposed rate increase and the surcharge.  He notes that the Venango County Commissioners are considering updating heating systems in county buildings and because of this, he opposes the surcharge.  He further notes that Venango County’s median wage is one of the lowest in the state and that the county has a high unemployment rate.  He is concerned that the proposed rate increase will adversely affect county residents and workers (N.T. 546-548).
III.
THE TERMS OF THE SETTLEMENT


The Settlement contains the following sections: introduction, background (or history of the proceeding), settlement provisions, public interest, settlement conditions and a conclusion.  Attached to the Settlement are three appendices.  Appendix A is a proposed tariff supplement; Appendix B sets forth a proof of revenues and an allocation of the revenues to the various customer classes; and Appendix C contains statements from five parties in support of the Settlement.  



The Settlement provisions are set forth in full on pages 5-11 of the Settlement and are summarized here.  The Joint Petitioners agree:
A.
General Terms


NFGD will be permitted to file a tariff supplement increasing rates in amounts designed to produce $14.3 million in increased revenues, before late payments, based upon sales and transportation volumes for the twelve months ended January 31, 2007.  The Joint Petitioners agree that increased rates are to become effective on January 1, 2007, and agree to make best efforts to obtain Commission approval of this Settlement prior to that date (Settlement, ¶18A).

1. The Enhanced Energy Efficiency (“EEE”) Rider and associated $1.8M EEE outreach program proposed by Distribution will not be implemented.  (Revenue decoupling proposal).  (Settlement, ¶18A1).

2. Deferral treatment shall continue for Other Post Retirement Benefits (“OPEBs”) costs.  The Joint Petitioners will accept the OCA’s amortization of R-00061493 deferred OPEB costs of $1,642,905 over 4 years ($410,726 per year).  The previously approved amortizations ($2,228,176 from R-00038168 and $502,673 from R-00049656) will continue per their respective settlement agreements.  

NFGD will continue to account for the difference between the OPEB cost determined annually by the actuary in accordance with SFAS 106 and the $6,863,730 of annual OPEB cost included in rates.  That difference will continue to be recorded as a regulatory asset or liability and will be expensed or credited in future rate proceedings in determining periodic OPEB costs. After the conclusion of the amortization periods discussed above, the amortization amounts will be added to the $6,863,730 of OPEB cost used to calculate the OPEB regulatory asset or liability. 

The total amount of OPEB costs is $10,005,305 ($6,863,730 + $2,228,176 + $502,673 + $410,726).  Of that amount, $7,704,085 will be charged to operation and maintenance expense ($10,005,305 x 77.00%).

NFGD will continue to fund OPEBs through irrevocable external trusts, into which will be deposited the $6,863,730 of current annual OPEB cost and, for the remainder of the amortization periods, the $2,228,176, $502,673 and $410,726 ($1,642,905 ÷ 4) amortization amounts.  Retiree OPEBs and administrative costs of maintaining the trusts will continue to be paid from amounts deposited in the trusts.  

The amortization period for any deferred asset or liability that has not been previously recovered or refunded prior to the effective date of rates in any future proceeding under Section 1308(d) of the Public Utility Code shall be determined in such proceeding (Settlement ¶18A2).

3. The Joint Petitioners agree to $526,466 to fund the Delta research and development program pursuant to the Statement of Scott E. Swarzfager No. 14.  The deferral treatment and review process outlined in R-00049656 will continue.  The Company will not expend these dollars on additional customer outreach for enhanced energy efficiency.  

NFGD will be permitted to record a regulatory asset or liability for differences between the annual rate allowance and annual expenditures.  However, NFGD will not be permitted to retroactively recover in a future proceeding any expenditures in excess of the annual rate allowance and any deferred balance from the previous year’s Delta funding.  NFGD will provide for review of research projects as described in its testimony.  In order to implement this Settlement, the Joint Petitioners request that the Commission’s Final Order in this proceeding include the following language to allow NFGD to qualify for deferred accounting under SFAS 71:

“National Fuel Gas Distribution Corporation’s accounting policies conform to the Statement of Financial Accounting Standards No. 71 ‘Accounting for the Effect of Certain Type of Regulations’ which are in accordance with the accounting requirements and ratemaking practices of regulatory authorities.  The application of these accounting policies allows the Company to defer expenses and income on the balance sheet as regulatory assets and liabilities when it is probable that those expenses and income will be allowed in the rate-setting process in a period different from the period in which they would have been reflected in the income statement by an unregulated Company.  

“Because research and development projects often require a commitment over multiple years and because the expenditures for such projects may not match on an annual basis revenues for funding of research and development projects, deferred accounting is appropriate and is approved.  The regulatory deferral treatment sought for the Research and Development expenditures and rate relief requested in the case are in accordance with SFAS No. 71.

“The Company will manage the costs of the Research and Development expenditures to match revenues deferred pursuant to this Order to eliminate any differences between deferred costs and deferred revenues at the end of a five-year period commencing on the day after the R-00049656 Order was entered.”

NFGD will file with the Commission and serve upon other Parties on or before December 31 an annual report for the preceding twelve month period ended September 30, setting forth revenues for the Delta Fund for research and development projects and expenditures for such projects.  In addition, NFGD will describe in the annual report projects that have been funded (Settlement, ¶18A3).
4. The Company’s LIURP funding will be increased from $1,183,566 to $1,300,000.  Both amounts are greater than the 0.2% of revenue minimum (Settlement ¶18A4).

5. The Company agrees not to file a tariff proposing a general increase to base rates prior to January 28, 2008, unless there are substantial changes in regulations, regulatory rulings or federal tax policy (Settlement ¶18A5).
6. The Capital Stock Tax rate reflected in the test year was 0.489 percent, which is the rate for NFGD effective on October 1, 2006.  Therefore, the State Tax Adjustment Surcharge will be reset to zero when base rates are effective.  The Company agrees to withdraw the proposed addendum to the STA that would include the Commission Assessment (Settlement ¶18A6).

B.
Revenue Allocation and Rate Design


The allocation of $14.3 million to the rate classes represents a compromise of the various revenue allocation positions filed by the Joint Petitioners.  The Joint Petitioners explicitly agree that this Settlement is not based on any particular methodology for allocating costs among the various rate classes, nor may this Settlement be used as precedent by any of the Joint Petitioners in support of a particular cost allocation methodology in a future regulatory proceeding (Settlement ¶18B).

1. The revenue allocation proposal is presented on page 1 of the proof of revenues, which is attached as Appendix B to the Settlement (Settlement ¶18B1).

2. The Joint Petitioners agree that the proposed revenue allocation represents a reasonable compromise of the various filed positions (Settlement ¶18B2).

3. The revenue increase to the residential class will be recovered through an equal percentage increase to the rate blocks.  There will be no increase to the residential customer charge (Settlement ¶18B3).

4. The Company agrees to withdraw its seasonal purchased gas demand charge recovery proposal (Settlement ¶18B4).
5. The rate design for the Commercial and Public Authority classes that the Company will use to recover the revenue increase for those classes will be as proposed by the OSBA (Settlement ¶18B5).

6. The Company will recover the revenue increases for the Industrial rate classes as follows:
a. For the SVIS class the increase will be recovered through the volumetric usage rates of the class (Settlement ¶18B6a).

b. For the IVIS rate class the customer charge will be increased to $201.91 and the remaining increase will be recovered as an equal percentage increase to the volumetric usage rates exclusive of negotiated rate volumes (Settlement ¶18B6b).

c. For the LVIS rate class the customer charge will be increased to $809.00 and the remaining increase will be recovered as an equal percentage increase to the volumetric usage rates exclusive of negotiated rate volumes (Settlement ¶18B6c).

d. For the LIS rate class the customer charge will be increased to $1,029.00 and the remaining increase will be recovered as an equal percentage increase to the volumetric usage rates exclusive of negotiated rate volumes (Settlement ¶18B6d).

7. The Joint Petitioners agree with the Company’s proposal to roll-in the transportation administrative fee revenue into the base rates of the rate classes as proposed by the Company (Settlement ¶18B7).

8. The Joint Petitioners agree to the Company’s proposal to equalize the interstate and intrastate transportation rates for each rate class (Settlement ¶18B8).

C.
Other Terms
1. The Joint Petitioners will agree to all other proposed tariff changes included in Exhibit No. 14 of the Company’s filing (Settlement ¶20C).
2. The Company withdraws its proposals for a merchant function charge and for a purchase of receivables pilot program (Settlement ¶20D).

IV.
DISCUSSION
The Commission encourages parties in contested on-the-record proceedings to settle cases.  See, 52 Pa. Code §5.231.  Settlements eliminate the time, effort and expense of litigating a matter to its ultimate conclusion, which may entail review of the Commission’s decision by the appellate courts of Pennsylvania.  Such savings benefit not only the individual parties, but also the Commission and all ratepayers of a utility, who otherwise may have to bear the financial burden such litigation necessarily entails.

             By definition, a “settlement” reflects a compromise of the parties’ positions, which arguably fosters and promotes the public interest.  When parties in a proceeding reach a settlement, the principal issue for Commission consideration is whether the agreement reached suits the public interest.  Pa. P.U.C. v. CS Water and Sewer Associates, 74 Pa. P.U.C. 767, 771 (1991).  In their supporting statements, NFGD, the OTS, the OCA, the OSBA and the CAAP conclude, after extensive discovery, the filing of testimony and discussion, that this Settlement resolves all contested issues in this case, it fairly balances the interests of NFGD and its ratepayers, it is in the public interest and it should be approved.  The Joint Petitioners declare this Settlement is in the public interest, because acceptance of this Settlement will avoid the necessity of further administrative and potential appellate proceedings at what would have been a substantial cost to the Joint Petitioners (Joint Petition at ¶20).  The Joint Petitioners also declare this Settlement is in the public interest, because the rates reflected in this Settlement will allocate the agreed-upon revenue requirement to each customer class in a manner that is reasonable in light of the rate structure and cost of service positions advanced in the testimony and exhibits of the various parties (Joint Petition at ¶21). 

A.
NFGD’s Position

In its supporting statement, NFGD asserts that the increase in annual operating revenues of $14.3 million under this Settlement represents a fair compromise in the case and is necessary to support NFGD’s ongoing construction plan.  NFGD adds that this increase in annual operating revenue will enable it to provide safe and reliable service to its customers in northwestern Pennsylvania (NFGD St. at 3).   


NFGD claims that the provisions of this Settlement concerning Other Post Employment Benefits (“OPEBs”) will ensure that adequate funds will be contributed to and accounted for in NFGD’s post-employment benefit plans.  NFGD accepts the OCA’s amortization of deferred OPEB costs and agrees to continue to account for the difference between the OPEB cost determined annually by the actuary in accordance with SFAS 106 and the annual OPEB cost included in rates.  NFGD further agrees that the amortization amounts will be added to the OPEB cost used to calculate the OPEB regulatory asset or liability after the conclusion of the amortization periods.  NFGD agrees to continue funding OPEBs through irrevocable external trusts, into which contributions will be deposited for the remainder of the amortization periods.  Retiree OPEBs and administrative costs of maintaining the trusts will continue to be paid from amounts deposited in the trusts (NFGD St. at 3).  


NFGD asserts that its agreement to spend $526,466 annually on additional broad-based Research Development and Demonstration (“RD&D”) that are beneficial to NFGD and its customers in this Settlement will ensure continued funding toward the development of worthwhile near-term end-use technologies with wide ranging benefits from efficiency to safety and environmental stewardship (NFGD St. at 3-4).


NFGD claims that the increased funding of the Low Income Usage Reduction Program (“LIURP”) from $1,183,566 to $1,300,000 agreed to in this Settlement will enable NFGD to provide its low income customers with expanded assistance (NFGD St. at 4).  


In this Settlement, the Joint Petitioners agreed upon a compromise revenue allocation, which recognizes each Joint Petitioner’s revenue allocation proposal.  According to NFGD, the Joint Petitioners successfully agreed upon the specific allocations of the revenue increases among the rate classes and upon specific rate designs for the rate classes.  NFGD asserts that this portion of the Settlement reflects the Commonwealth Court’s recent decision in Lloyd v. PA PUC, 904 A.2d 1010, (Pa. Cmwlth. 2006) (NFGD St. at 4-5).



NFGD agrees not to pursue its proposed conservation and revenue decoupling proposals (“Enhanced Energy Efficiency Rider” or “EEE Rider”) in this Settlement.  While NFGD continues to support these conservation and decoupling initiatives, it agrees to continue its efforts on these matters in the Commission’s recently initiated Investigation of Conservation, Energy Efficiency Activities and Demand Side Response by Energy Utilities and Ratemaking Mechanisms to Promote Such Efforts, at Docket No. M-00061984 (NFGD St. at 5).  


Lastly, in this Settlement NFGD agrees to withdraw its proposed merchant function (unbundling) charge and purchase of receivables proposals.  Id.
B.
OTS’s Position


The OTS submits this Settlement balances the interests of NFGD customers and NFGD.  The OTS is of the opinion that this Settlement is in the public interest and should be approved.



This Settlement permits NFGD to increase rates in amounts designated to produce $14.3 million in annual operating revenues.  This increase is a significant reduction from the $25.992 million NFGD originally requested and provides customers with levels of savings that might not otherwise have been obtainable had this proceeding been fully litigated, according to the OTS (OTS St. at 3).



NFGD agrees to withdraw it proposed Enhanced Energy Efficiency (“EEE”) Rider.  The OTS notes that, given the significant social and public policy implications attendant to the proposed EEE Rider, its withdrawal as a condition of this Settlement serves the public interest (OTS St. at 3).



In this Settlement, NFGD agrees to increase its LIURP funding from $1,183,566 to $1,300,000.  The OTS believes this funding increase will allow a higher level of heating assistance to be distributed to NFGD’s low-income users during the upcoming heating season (OTS St. at 3).  



According to the OTS, absent certain criteria set forth in this Settlement, NFGD cannot file a tariff proposing a general increase to base rates prior to January 28, 2008.  The OTS asserts that this provision will stabilize rates through two winter heating seasons for customers.  The OTS contends that this stabilization might not have been obtainable had this proceeding been fully litigated (OTS St. at 4).



The Joint Petitioners agree upon a revenue allocation methodology that represents a compromise of the various revenue allocation positions set forth by the Joint Petitioners.  The OTS asserts that this settlement provision represents a movement toward obtaining actual cost of service for each class (OTS St. at 4). 



NFGD agrees to withdraw its proposed merchant function charge and purchase of receivables proposals.  The OTS is of the opinion that these proposals should be examined in the context of a general Commission proceeding designed to investigate certain aspects of the natural gas supply market, and not within the context of a base rate proceeding (OTS St. at 4).    

C.
OCA’s Position


This Settlement provides for an overall distribution base rate increase of $14.3 million, about $11.5 million less than the rate increase amount originally requested by NFGD.  According to the OCA, the proposed Settlement represents a result that would be within the range of likely outcomes in the event of full litigation of the case (OCA St. at 3).



NFGD agrees to refrain from filing for a base rate increase before January 28, 2008.  The OCA asserts that this will ensure rate stability, while also insuring that NFGD customers do not experience significant distribution rate increases during this coming winter or next winter (OCA St. at 3).



As part of the proposed Settlement, NFGD agrees not to pursue its proposed EEE Rider.  The proposed EEE Rider is a revenue decoupling mechanism, because it would break the link between NFGD’s gas sales and its base rate revenue receipts.  Specifically, it would allow a surcharge on customer bills to reimburse NFGD for a portion of lost margins when actual deliveries per customer are less than a targeted level.  The OCA opposes the EEE Rider and argues that it is too broad, improperly shifts risk to customers without any corresponding recognition of risk-related cost savings for NFGD, and it is not tied to a comprehensive, company-sponsored conservation program.  The OCA concludes that the removal of this highly controversial rider, along with the changes to rate structure discussed below, ensure that the Settlement rates will provide appropriate conservation signals to customers (OCA St. at 4). 

            The Settlement provides the authorization for NFGD to increase base rates by amounts designed to produce a $14.3 million increase in annual operating revenues.  Under the revenue allocation agreed to by the Joint Petitioners, NFGD’s residential rate class would experience a 4.3% increase, rather than the 7.3% increase that would result from NFGD’s original proposed increase of $25.8 million.  Residential, non-LIRA (Low Income Residential Assistance) sales customers would see a 4.6% increase.  Using current gas cost rates, the average total monthly bill for a NFGD customer using 100 Mcf annually would rise from $120.08 to $125.47 (OCA St. at 4-5).     


The OCA submits that eliminating the customer charge increase in the Settlement will significantly benefit residential customers.  Under the Settlement, NFGD will retain its current monthly customer charge of $12.00 for residential customers, rather than increase the charge to $20.64 as originally proposed.  The commodity charge will be increased to recover the necessary revenue increase from the residential class.  The OCA asserts that the commodity charges agreed to in the Settlement will provide necessary signals to customers regarding conservation.  Each commodity (usage) block will be increased by 26%, rather than NFGD’s proposed increase of 48% for the first usage block and decrease of 87% to the second usage block (tailblock) (OCA St. at 5-6).       


The OCA is of the opinion that the above-described residential rate design is reasonable and consistent with sound ratemaking principles. 


The Settlement provides that NFGD will increase its LIURP funding to $1.3 million per year.  This funding amount exceeds the minimum 0.2% of revenues set forth in the Commission’s regulations.  The OCA submits that through funding of LIURP, more low income customers will receive assistance to better manage their bills and improve the energy efficiency of their homes (OCA St. at 6).      


The OCA is satisfied that NFGD agrees in the Settlement to withdraw the proposed Merchant Function Charge (“MFC”).  The proposed MFC would have allowed NFGD to recover a portion of its uncollectibles expense and its storage working capital costs through a percentage increase in the purchase gas cost rate.  The OCA opposed the MCF on the basis that it was an unlawful surcharge for uncollectible expenses and because the MFC would guarantee cost recovery and thus could reduce NFGD’s incentive to maximize collections (OCA St. at 6).     


As part of the Settlement, NFGD agrees to withdraw its proposed pilot program for purchasing the receivables of certain natural gas suppliers.  This withdrawal satisfies the OCA.  The OCA had several concerns about the proposed program, the most significant being NFGD’s proposed ability to terminate a customer’s service for non-payment of the natural gas supplier portion of the bill (OCA St. at 7).


The OCA notes that the proposed Settlement continues to fund research and development (R&D) by not-for-profit research groups to improve the reliability, operating costs and environmental compliance of gas-consuming appliances and equipment for the benefit of Pennsylvania natural gas consumers, as well as for local projects within NFGD’s service territory.  The OCA is satisfied that the Settlement continues to fund this R&D and that it provides for annual reporting and review to ensure that the funded projects benefit Pennsylvania ratepayers (OCA St. at 7).  

D.
OSBA’s Position


As discussed, the Settlement provides for a base rate increase of $14.3 million.  The OSBA deems this base rate increase to be a reasonable compromise between NFGD’s filing and the expert testimony offered by OCA, OTS and OSBA regarding NFGD’s revenue requirement (OSBA St., at 2).



The OSBA submits that the proposed revenue allocation in the Settlement is just and reasonable for NFGD’s four small business rate classes.  OSBA is of the opinion that NFGD’s small business classes overpay their distribution cost of service at present rates.  The OSBA submits that the terms of this proposed Settlement result in below system average distribution rate increases for all four small business rate classes, which results in small business customer rates that are closer to their cost of service (OSBA St., at 2).    



The OSBA is satisfied that NFGD has withdrawn its proposed revenue de-coupling mechanism in this proceeding.  The OSBA opposes the decoupling proposal for several reasons.  First, the OSBA contends decoupling is not necessary to encourage conservation, because ratepayers already face strong economic incentives to conserve.  Second, the OSBA asserts that the proposed revenue decoupling mechanism is an example of single-issue ratemaking, adoption of which would create a risky precedent for other utilities in Pennsylvania.  Third, OSBA is of the opinion that this decoupling mechanism would have the effect of deferring rate cases that NFGD would file, thereby making it more difficult to move rates for small business customers in line with allocated costs.  The OSBA contends that the proposed decoupling mechanism is unduly discriminatory, because rates for small business customers are not cost based (OSBA St. at 3). 



According to the OSBA, NFGD proposed to adopt a merchant function charge (“MFC”) to recover certain costs only from sales customers and not from transportation customers.  The OSBA agrees that, conceptually, the proposal may be consistent with sound ratemaking principles, but the OSBA does not agree that establishing that charge as a percentage of the purchased gas charge was appropriate.  In the Settlement, NFGD withdraws the proposal to adopt the MFC (OSBA St. at 3).   



In the proposed Settlement, NFGD withdraws its proposal to establish seasonal rates for purchased gas costs.  The OSBA is of the opinion that this concept is not unreasonable.  The OSBA opposes this proposal, however, because it determined that the method for seasonalizing costs to develop the proposed seasonal rate differentials is not consistent with cost causation (OSBA St. at 3-4). 



The Joint Petitioners adopt the rate design recommendations of the OSBA for Commercial and Public Authority (“C&PA”) customers in the proposed Settlement.  The OSBA opposes the two rate design proposals for C&PA customers made by NFGD.  The OSBA also opposes the rate design proposal of the OTS, because it determined that the OTS’s proposal would have had a disproportionate impact on the smaller customers within the Large Commercial and Public Authority class (OSBA St. at 4).     

E.
CAAP’s Position


The CAAP supports the Joint Petition for Settlement for two primary reasons.  First, NFGD agrees to increase LIURP funding.  The CAAP submits that this will help alleviate the impact of the rate increase on low income customers.  The CAAP also is of the opinion that increased LIURP funding will provide for additional conservation measures further reducing a low income customer’s consumption of energy and therefore his or her energy costs (CAAP St. at 1).



The CAAP also supports the Joint Petition for Settlement because NFGD agrees to withdraw its EEE Rider and has substantially reduced its requested increase in fixed customer charges.  According to the CAAP, this will result in a customer continuing to have the ability to reduce his or her bill through conservation and thus will continue to provide a motive for a customer to reduce energy consumption (CAAP St. at 1-2). 

F.
Recommendation



The Joint Petitioners in this proceeding represent many interests.  OTS, OCA and OSBA represent the public interest, the interests of residential customers and the interests of small business customers, respectively.  In addition, the Joint Petitioners include CAAP, which represents several member organizations that are NFGD customers.  To reach a settlement of all issues with the aforementioned parties in such a base rate case is unusual.  It represents hours of negotiation and a great deal of cooperation.  The Settlement addresses, or takes off the table, every contested issue in this proceeding.  Because all of the diverse interests represented by the Joint Petitioners have been satisfied, the Settlement benefits NFGD customers.  It saves the parties and the Commission the time and expense of fully litigating this matter.  The parties have avoided the need to prepare for and participate in hearings, prepare briefs, reply briefs, exceptions, replies to exceptions and possible appellate litigation.  NFGD’s customers benefit from this cost savings.


The Joint Petition for Settlement of All Issues was served on all non-signatory parties to this base rate case.  Objections to the proposed Settlement were to have been filed on or before 4:30 p.m. on Friday, October 27, 2006.  No objections were filed.


Upon due consideration of the terms and conditions of the Joint Petition for Settlement of All Issues, including the statements of the Joint Petitioners, this Settlement constitutes a fair, just and reasonable resolution of the Commission’s investigation.  Therefore, the Joint Petition for Settlement of All Issues is in the public interest and should be approved.

V.
VICE-CHAIRMAN’S DIRECTED QUESTIONS


As noted in the History of the Proceedings, supra, Vice-Chairman James H. Cawley requested that the parties and the ALJs address certain issues in this proceeding.  The parties addressed these questions as follows.

A.
Do fixed charges for residential and small commercial customer distribution services discourage conservation of energy?  If so, what other revenue decoupling models can be implemented that would optimally meet the dual needs of providing incentives for customers to conserve energy, while providing reasonably stable revenues for utilities?

1.
NFGD’s Position


NFGD addresses these issues generally in its initial filing (NFGD St. 11).  Statement No. 11 addresses the subject of revenue decoupling and rate design changes, which considered a number of objectives including pricing designed to encourage conservation.  The Company also filed supplemental direct testimony to specifically address the questions Vice-Chairman Cawley asked (NFGD St. 11-S).  Statement No. 11-S summarizes the important characteristics of the Company’s service territory that one must consider when addressing the appropriate rate design, including revenue decoupling, that should be employed in the Company’s service territory.  NFGD opines one must keep in mind a number of points when considering the design of its rates and the encouragement of conservation on its system (Attachment C to the Settlement, NFGD Statement in Support at 6‑10).


First, NFGD notes maintaining and expanding infrastructure to provide customers access to natural gas supplies is a benefit to its service territory.  In other words, customers and the economic well being of the service territory are better off with access to natural gas supplies than without access to such supplies.  There are also environmental benefits from using natural gas, instead of other home heating fuel sources.  Considering these impacts it is important to avoid pricing policies that would encourage customers to switch to other fuel sources from natural gas. 



NFGD next notes that the economic well being of its service territory is dependent on the manufacturing sector to a greater degree than the Commonwealth of Pennsylvania as a whole.  Another factor that one must consider is the significant amount of local production in the service territory and the number of interstate pipelines that traverse the service territory.  These factors provide alternative sources of access to natural gas for large industrial, commercial and public authority customers.  Therefore, pricing policies that increase the Company’s delivery rates to these customers may lead to bypass of its delivery system, instead of the energy efficiency results intended to be encouraged by the price increase.



Vice-Chairman Cawley’s first question relates to fixed charges for residential and commercial customers and whether such charges discourage conservation of energy.  NFGD believes this question relates to the trade-off between recovering its revenue requirement from customer charges as compared to recovery from volumetric usage rates.  The lower the customer charges, all other things remaining equal, the greater the usage rates would need to be in order to recover a utility’s revenue requirements.  If the rates for usage are higher, customers that reduce consumption would save more than if rates for usage were lower, all other things being equal.  However, the important question to ask is, is the increase in usage rates for marginal consumption that would result by shifting costs from customer charges to usage rates significant enough to: (1) encourage additional conservation, (2) outweigh the customer impacts of such a change, and (3) allow the utility a fair opportunity to achieve a reasonable rate of return?



NFGD posits revenue decoupling models can be used to provide reasonably stable revenues for the utility.  It is doubtful, however, that a rate design shift from customer charges to volumetric usage rates would provide enough conservation benefits to offset negative customer impacts.  Shifting revenue recovery from customer charges to volumetric usage rates would cause a greater amount of fixed costs to be recovered from higher usage customers.  The Company believes it has demonstrated in this proceeding that its low income customers tend to use more natural gas than higher income customers and low income customers are also less likely to have the financial resources to invest in energy saving improvements to their homes.  Additionally, seasonal and recreational, and other low volume users would be rewarded, albeit unintentionally, but rewarded none-the-less, from such a change.  Indeed, a non-heating, low volume customer would never pay the customer related costs, if customer costs are recovered volumetrically.


If non-gas costs were recovered from residential customers through a purely volumetric rate, NFGD suggests such a rate design would under-recover the customer related costs of serving the average residential customer.  These purely customer related costs would need to be recovered from higher usage customers.  Customer related costs are costs associated with connecting customers directly to the system including service line and meter costs.  A purely volumetric rate design would not recover the customer related costs and would also provide no contribution to other system costs from low usage customers, including, for example, the costs of distribution mains from which all customers benefit.


Recovering non-gas costs from fixed charges, NFGD suggests, is more consistent with how these costs are incurred, since the installation and maintenance costs of distribution pipe does not vary due to the amount of gas consumed.  It is more appropriate to recover such costs on a fixed basis.  The Company recommends that if there is a concern about providing significant price signals in unit rates, the focus would be on the proper recovery of purchased gas cost expense.  If there is a concern that rates are too low to provide benefits to customers to conserve, the winter purchased gas cost rates could be increased.  Further, the appropriate natural gas cost pricing for the upcoming year could be reviewed in the annual 1307(f) gas cost proceeding and adjustments could be made based on circumstances at that time.  In other words, this provides the Commission with an opportunity to experiment with pricing policies and test their impacts on promoting conservation, while providing the utility with reasonably stable revenues to operate its system.


NFGD argues rate design, which reasonably balances cost causation and appropriate price signals to encourage conservation along with a seasonal recovery of purchased gas cost demand charges, would provide incentives to conserve.  Winter purchase gas commodity prices could arguably be increased to provide greater conservation incentives.  

2.
OTS’ Position


The OTS notes each customer pays a fixed charge, typically a customer charge, each month that does not vary with the amount of gas used.  NFGD increased this charge in the past and it originally proposed to increase this charge to $20.64 per month in this proceeding. The OTS believes the average customer is more concerned with the total bill and not necessarily with the individual components of the bill.  Customer conservation efforts will not change the customer charge, but they will change the total bill.  If rates increase, the OTS posits any increase in a customer’s total bill will cause a customer to conserve.  Therefore, if rates increase and if a customer conserves when faced with a higher bill, then it does not matter where any rate increase is applied.  If the Commission wishes to promote conservation, however, the OTS suggests rate increases should be applied to the usage rates, because customers who do conserve will receive a larger reduction than they otherwise would, if the customer charge was increased (OTS St. 3 at 64‑66).


In the current regulatory scenario, the OTS notes companies recover some of their fixed costs through a customer charge and the rest through usage rates.  Under this scenario, the utility’s revenue is dependent or “coupled” with customers using a certain amount of gas, giving the company a disincentive to encourage customers to conserve.



The OTS does not support a revenue decoupling mechanism, because such mechanisms are not sound ratemaking and because such a mechanism constitutes single issue ratemaking by enabling a utility to reconcile revenue without taking into consideration other aspects of establishing rates, such as expenses, rate base and rate of return.  Neither revenue nor rate of return reconciliation mechanisms are permitted under the Public Utility Code.  If the Commission wishes to implement a revenue decoupling mechanism, there should also be something in it for customers, such as a stay-out provision and a lower return on equity.


3.
OCA’s Position


The OCA responds that fixed charges for residential customer distribution services can discourage conservation of energy because, other things being equal, a higher customer charge means lower usage rates.  The lower the savings achieved from reduced usage, the lower is the incentive to conserve (Attachment C to the Settlement, OCA Statement in Support at 8; OCA St. 3 at 42).


In its prepared testimony, the OCA suggests that if someone is interested in creating a meaningful utility-sponsored conservation program inclusive of attendant cost recovery, a mechanism could be designed to recover those attendant costs.  A properly structured program would generate tangible and measurable conservation, recover the attendant costs, and avoid the far-too-broad EEE Rider (decoupling mechanism) that NFGD originally proposed in this case.  Under such a program, the utility would enroll customers in concrete projects where it provides, for example, financial incentives for replacement furnaces, appliances or programmable thermostats.  The utility could then estimate the impact of its sponsored conservation activities on delivery requirements, along with the related impact on delivery service revenues.  A cost recovery factor could then be determined, which would recover the conservation program costs (OCA St. 3 at 39).


4.
OSBA’s Position


In its prepared written testimony, the OSBA recommended that NFGD’s originally proposed revenue decoupling mechanism not be approved in this proceeding for a number of reasons.  First, this mechanism is not necessary to encourage ratepayer conservation — the ratepayer already faces strong economic incentives to conserve and businesses that supply insulation, set-back thermostats and other conservation technologies have incentives to encourage the use of their products.  Second, this mechanism is an example of single-issue ratemaking, adoption of which would create a risky precedent for other utilities in Pennsylvania.  Third, this mechanism will have the effect of deferring rate cases that NFGD would otherwise need to file, thereby making it much more difficult to move rates for small business customers in line with allocated costs.  It will, therefore, have the effect of perpetuating the subsidy from small business customers.  Until such time as rates for small businesses are cost-based, this proposal is unduly discriminatory and has other flaws (Attachment C to the Settlement, OSBA Statement in Support at 3; OSBA St. 1 at 3, 47‑53).

5.
CAAP’s Position


CAAP shares the concern of Vice-Chairman Cawley about the rate structure that NFGD originally proposed in this proceeding, particularly the increase in fixed basic service charges.  CAAP observes the more a customer’s bill is comprised of fixed charges, the less motive and opportunity the customer has to reduce consumption and therefore save money.  It notes that one of the only defenses a poor family has against sharp increases in energy costs is to conserve — lower the thermostat, seal air leaks, change filters regularly, add more insulation, obtain a more efficient heating unit, etc.  NFGD’s original proposal to increase fixed costs and the proposed declining block rate structure, greatly impacts a customer’s motive to conserve and the ability to save money (Attachment C to the Settlement, CAAP Statement in Support; CAAP St. 1 at 2‑5).


In its original filing, CAAP notes NFGD’s proposal would have allowed the Company to profit as the consumption of gas increases while at the same time it is protected by virtue of the dramatic increase in fixed charges, if consumption falls.  The proposal removed the business risk that should remain with the utility.  CAAP posits the proposal is a movement toward a decoupling of revenues from sales that should be addressed by the Legislature or the Commission on an industry-wide basis and not in the context of a single rate case.  CAAP observes NFGD’s original decoupling proposal went further than proposals in other cases, i.e. Duquesne Light (R-00061346) and Metropolitan Edison/Pennsylvania Electric (R‑00061366 and R‑00061367), because it impacted upon conservation efforts.  If conservation fell below a certain level, then the customer would be subject to a surcharge.  CAAP notes that countless resources have been spent to educate the public on the need to conserve natural resources and in developing and installing conservation measures.  The public perception is that if one conserves, the utility will charge more.  That perception will erode the motive to conserve.


Further, CAAP opines that decoupling revenues from sales would represent a major shift in how the utility industry in Pennsylvania is regulated.  Such a major shift should not be done piecemeal on a case-by-case basis, but instead should be studied and addressed industry-wide by the Legislature and the Commission.  These types of proposals all represent a step towards decoupling without corresponding proposals that protect the consumer and keep intact the strides achieved in conservation.  CAAP observes decoupling efforts in other states have not been taken on a case-by-case basis, but instead have been a result of an industry-wide change determined after careful study.  In addition, CAAP states other decoupling proposals have been accompanied by utilities’ major spending in conservation efforts.
B.
Do declining block rate designs remove the incentive for customers, especially large residential customers, to conserve energy?  If so, should declining block rates be phased out over time?

1.
NFGD’s Position


NFGD does not believe that declining block rate designs remove the incentives for customers to conserve.  Instead, it suggests customers have a significant incentive to conserve through avoidance of purchased gas costs.  Ultimately, it is purchased gas costs that will be saved by customers through conservation.  Non-gas cost recovery will remain stable either through the effects of a revenue decoupling mechanism or through the filing of base rate cases prompted by the decline in customer usage.  The most significant component of a customer’s bill is the purchase gas cost component.  NFGD posits it is the potential to save on purchased gas cost component of the bill that provides customers with the long term benefits from conservation (Attachment C to the Settlement, NFGD Statement in Support at 9).

2.
OTS’ Position


To reiterate, the OTS believes the average customer is more concerned with the total bill.  Therefore, a declining block rate structure probably does not affect the average customer’s decision to conserve.  Declining block rates were implemented many years ago under the theory that the more a customer uses, the less cost per unit the utility incurs in providing that service.  The declining block structure was developed to match this cost causation theory.  Therefore, the OTS recommends that declining block rates not be phased-out at this time (OTS St. 3 at 64‑66).

3.
OCA’s Position


The OCA notes that NFGD originally proposed in this proceeding to increase the residential customer charge from $12.00 per month to $20.64 and to increase the first block commodity rate from $2.77/Mcf to $4.09/Mcf.  However, due to all the revenues produced from these two residential rate elements, NFGD then proposed to reduce its residential tailblock rate from $1.95/Mcf to $0.25/Mcf.  The OCA opines NFGD’s originally proposed 87% reduction to its residential tailblock rate would have reduced the incentive to conserve on gas usage subject to the tailblock rate.  Additionally, the lower tailblock rate lengthens the payback period and may even reduce the list of conservation activities that will be cost effective for the consumer to pursue (OCA St. 3 at 42‑43).

C.
Can and should rate designs vary among customer classes?  For example, larger industrial and commercial (“C&I”) customers generally have a much smaller percentage of their revenues attributable to distribution services.  Given this dynamic, does the commodity design of supply service rates provide adequate incentive for larger C&I customers to conserve energy?
1.
NFGD’s Position


NFGD believes it is appropriate for larger commercial and industrial customers to pay lower unit rates for distribution services, since it costs less on a unit basis to serve such customers.  Further, NFGD notes it is important to recognize that such customers can bypass the utility, if rates for distribution service are greater than the costs of the customer building a bypass line to a local production source or interstate pipeline.  In such bypass circumstances, the increased delivery unit rates would not result in more efficient usage on the part of the large industrial or commercial customer, but instead result in an inefficient bypass of the Company’s distribution system.  It would also make the costs of manufacturing more expensive not less in the service territory.  A more effective energy efficiency strategy for large volume customers would be to target RD&D funding (including the Delta funding currently in effect) toward energy efficient applications for industries in the utility’s service territory (Attachment C to the Settlement, NFGD Statement in Support at 9‑10).


The Company suggests its initially filed rate design and revenue decoupling proposal were consistent with promoting customer conservation efforts.  As this case proceeded, however, it became clear that there was significant opposition to the Company’s new and novel proposals from the parties in this case.  As with many new ideas, NFGD insists it takes time to educate customers and stakeholders as to the benefits of new approaches.    In the spirit of compromise, NFGD agreed to withdraw these proposals and to reflect a more traditional rate design, including no further increase in the residential customer charge in this case.  NFGD notes the issue of appropriate rate designs that promote conservation and provide utilities with the appropriate incentive to promote the efficient use of energy is being addressed by this Commission generically in its Investigation of Conservation, Energy Efficiency Activities and Demand Side Response by Energy Utilities and Ratemaking Mechanisms to Promote Such Efforts, at Docket No. M-00061984.  The Company supports the Commission’s efforts to review these important issues generically and looks forward to participating in that proceeding where a thorough review of the benefits of conservation efforts and the appropriate means of promoting such efforts will be explored.

2.
OTS’ Position


The OTS posits there should be different rate designs among customer classes.  The Company incurs different costs to provide service to the various customer classes.  With three types of cost components to be recovered from each class, i.e. demand, commodity and customer, the level of recovery of these costs to serve each customer classes should differ so that the Company recovers the corresponding cost of providing each cost component incurred by that customer class (OTS St. 3 at 66‑67).

VI.
CONCLUSIONS OF LAW
1. The Commission has jurisdiction over the subject matter and the parties to this proceeding.  66 Pa. C.S. §§501, et seq.
2. The Joint Petition for Settlement of All Issues is in the public interest and meets the requirements of Lloyd v. Pa. P.U.C., 904 A.2d 1010 (Pa. Cmwlth. 2006).

VII.
RECOMMENDED ORDER


THEREFORE,



IT IS RECOMMENDED:

1. That National Fuel Gas Distribution Corporation shall not place in effect the rates contained in Supplement No. 61 to Tariff Gas-Pa. P.U.C. No. 9

2. That the Joint Petition for Settlement of All Issues that National Fuel Gas Distribution Corporation, the Office of Trial Staff, the Office of Consumer Advocate, the Office of Small Business Advocate and Community Action Association of Pennsylvania have submitted at Docket Nos. R‑00061493, and R‑00061493C0001-R‑00061493C1267, including all terms and conditions stated therein, is hereby approved without modification.  In order to implement this Settlement and to allow National Fuel Gas Distribution Corporation to qualify for deferred accounting under SFAS 71, the Commission hereby finds that:
a. National Fuel Gas Distribution Corporation’s accounting policies conform to the Statement of Financial Accounting Standards No. 71 “Accounting for the Effect of Certain Type of Regulations,” which are in accordance with the accounting requirements and ratemaking practices of regulatory authorities.  The application of these accounting policies allows the Company to defer expenses and income on the balance sheet as regulatory assets and liabilities when it is probable that those expenses and income will be allowed in the rate-setting process in a period different from the period in which they would have been reflected in the income statement by an unregulated Company.
b. Because research and development projects often require a commitment over multiple years and because the expenditures for such projects may not match on an annual basis revenues for funding of research and development projects, deferred accounting is appropriate and is approved.  The regulatory deferral treatment sought for the Research and Development expenditures and rate relief requested in the case are in accordance with SFAS No. 71.
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c. The Company will manage the costs of the Research and Development expenditures to match revenues deferred pursuant to this Order to eliminate any differences between deferred costs and deferred revenues at the end of a five-year period commencing on the day after the R-00049656 Order was entered.
3. That National Fuel Gas Distribution Corporation is authorized, on one day’s notice to the Commission, to file the tariff attached as Appendix A to the Joint Petition for Settlement of All Issues, and that the rates contained in the tariff shall go into effect on or after January 1, 2007.
4. That the complaints at Docket Nos. R‑00061493C0001-R‑00061493C1267 are hereby dismissed.
5. That the Commission’s investigation at Docket No. R-00061493 is hereby marked closed.
Date:  October 31, 2006

















John H. Corbett, Jr.








Administrative Law Judge








Mark A. Hoyer








Administrative Law Judge
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� 	A list of the 1,267 Complainants, who filed complaints in this case, is attached hereto as Appendix A.


� 	For the positions of the OSBA and CAAP, see the discussion relating to the foregoing question.


� 	For the positions of the OCA, OSBA and CAAP, see the discussion relating to the foregoing questions.
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