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HISTORY OF THE PROCEEDING


On June 2, 2008, in accordance with the schedule for Section 1307(f) filings established by the Commission, UGI Penn Natural Gas, Inc. (PNG) and UGI Utilities, Inc. - Gas Division (UGI) (collectively, the Companies or PNG/UGI) submitted their 2008 Purchased Gas Cost (PGC) filings to the Commission, with proposed modifications to PNG’s Gas Tariff Pa. P.U.C. Nos. 1 and 7 and UGI’s Gas Tariff Pa. P.U.C. No. 5, to become effective December 1, 2008.
  PNG’s filing proposed no change to PNG’s PGC rate of $11.6820/mcf that became effective June 1, 2008.  UGI’s filing proposed no change to UGI’s PGC(1) rate of $13.6210/mcf that became effective June 1, 2008, and an average increase of $0.15/mcf in UGI’s average PGC(2) rate of $11.7825/Mcf that became effective June 1, 2008.  PNG and UGI also filed the direct written testimony of their supporting witnesses with their PGC filings.



On or about June 10, 2008, counsel for Office of Trial Staff (OTS) filed notices of appearance in the PNG and UGI PGC proceedings, and on June 26, 2008, an amended OTS notice of appearance was entered in the PNG PGC proceeding.



On or about May 20, 2008, the Office of Consumer Advocate (OCA) filed a formal complaint and Public Statement in the PNG PGC proceeding, which PNG answered on June 9, 2008. On or about May 20, 2008, the OCA also filed a formal complaint and Public Statement in the UGI PGC proceeding, which UGI answered on June 9, 2008. 



On or about June 12, 2008, the Office of Small Business Advocate (OSBA) filed a formal complaint and Public Statement in the PNG PGC proceeding, which PNG answered on June 16, 2008. On or about June 12, 2008, the OSBA also filed a formal complaint and Public Statement in the UGI PGC proceeding, which UGI answered on June 16, 2008.



On or about May 15, 2008, Proctor and Gamble Paper Products Company (P&G) petitioned to intervene in the PNG and UGI PGC proceedings, and this unopposed motion was subsequently granted.



On or about June 25, 2008, UGI Industrial Intervenors (UGIII) petitioned to intervene in the UGI PGC proceedings, and on or about July 2, 2008, the UGI Penn Natural Gas Industrial Intervenors (PNGII) petitioned to intervene in the PNG PGC proceedings.  Both unopposed petitions were subsequently granted.


On or about June 18, 2008, Hess Corporation (Hess) filed a petition to intervene in the UGI PGC Proceeding, and on or about June 20, 2008, Hess filed a petition to intervene in the PNG PGC proceeding.  At a subsequent prehearing conference conducted on June 25, 2008, the Companies verbally objected to Hess’ intervention.  PNG/UGI and Hess were directed by presiding Administrative Law Judge (ALJ) Louis G. Cocheres to file memoranda of law on or before June 30, 2008 addressing whether Hess should be permitted to intervene. On June 27, 2008, PNG/UGI filed an answer to the Hess petition to intervene and an associated memorandum of law, and on June 30, 2008, Hess filed its memorandum of law. 



On July 16, 2008, ALJ Cocheres issued a Recommended Decision which, among other things, denied Hess’ petition to intervene.  As a result of a service error, the Recommended Decision was re-served on July 31, 2008. Hess filed exceptions to the Recommended Decision on August 7, 2008, and on August 12, 2008 PNG/UGI filed reply exceptions.  At its Public meeting of August 21, 2008, the Commission adopted a motion of Chairman Cawley to grant Hess’ petition to intervene.  In his motion at 3, Chairman Cawley stated:


We are sensitive, though, to the fact that § 1307(f) proceedings are on tight procedural schedules, and we do not wish to place an undue burden on the existing parties. Therefore, while we shall grant Hess’ intervention, Hess must take the proceeding as it stands and only participate on a going-forward basis. That is, Hess may not reopen any evidentiary proceedings that have already occurred. This is equitable in this case because of our 
decision in the UGI-PPL Gas matter at Docket Number A‑2008‑2034045, et al.


Also during the June 25, 2008, prehearing conference the PNG and UGI PGC proceedings were consolidated for the purposes of discovery, hearing, briefing and decision; the P&G and UGIII motions to intervene were granted; PNGII was granted additional time to file its petition to intervene; a procedural schedule was established; and discovery response times were altered. 



The July 16, 2008 Recommended Decision also identified Leonard J. Gorto as a complainant in the PNG PGC proceeding, at Docket No. C-2008-2049806, and Camille Bennet and Craig A. Ward as complainants in the UGI PGC proceeding at Docket  Nos. C‑2008‑2045994 and C-2008-2050217, respectively. 



A Gorto formal complaint was served on PNG on or about July 11, 2008 at Docket No. C-2008-2050206.  PNG filed an answer at that docket on July 25, 2008.  In response to a Commission directive PNG conducted a settlement conference call with Mr. Gorto.  As a result of that conference call, PNG filed a notice of satisfaction at his complaint at Docket No. C‑2008‑2050206 with the Commission on August 19, 2008 that was not opposed. 



A Bennet formal complaint was served on UGI at Docket No. C-2008-2045512.  Ms. Bennet was contacted, and a certificate of satisfaction was filed on June 20, 2008 which was not opposed. Thereafter, UGI was re-served with the Bennet complaint at Docket No. C‑2008‑2045994, and filed a certificate of satisfaction at that docket on July 3, 2008.



On or about July 11, 2008, UGI was served with the Ward formal complaint, but the associated Secretarial notice incorrectly identified the complaint as involving the Pennsylvania American Water Company, and the formal complaint was accordingly not properly routed. After this error was detected, UGI filed an answer to the Ward formal complaint on August 20, 2008.



In accordance with the procedural schedule established by ALJ Cocheres, the OCA, OSBA and OTS filed written direct testimony on July 15, 2008, PNG and UGI filed rebuttal testimony on July 29, 2008 and OCA and OSBA filed surrebuttal testimony on August 7, 2008.  See, Prehearing Order and Consolidation Order, dated July 8, 2008.


Throughout this proceeding all active parties explored the possibility of settlement in accordance with the Commission’s Rules of Practice at 52 Pa. Code § 5.231.  As a result of such discussions, the parties were able to inform ALJ Cocheres on August 11, 2008 that a tentative comprehensive settlement had been reached among the then active parties on all outstanding issues in the PNG and UGI PGC proceedings. The active parties accordingly asked that the procedural schedule be suspended and informed the ALJ that they would be filing a fully executed stipulation in settlement on or before August 26, 2008, the date initially set in the procedural schedule for the filing of main briefs. In response to Chairman Cawley’s August 21, 2008 motion, however, the active parties and counsel for Hess conducted a conference call with the ALJ on August 26, 2008 to discuss how Hess might participate in the proceeding. At the conclusion of this call, the ALJ directed the parties to defer the filing of the stipulation in settlement until Tuesday, September 2, 2008, to provide time to determine if a settlement could be reached with Hess, and to inform him by 3:00 on Friday August 29, 2008, if such an agreement had been reached. On August 29, 2008 the parties informed the ALJ that a comprehensive settlement had been reached that was supported by Hess.



On September 3, 2008, the parties filed a separate Stipulation In Settlement Of Section 1307(f) Rate Investigation at each rate case docket number, i.e. PNG Settlement at Docket No. R-2008-2039284 and UGI Settlement at Docket No. R-2008-2039417 (collectively, the Settlements).  Copies of both Settlements and their Appendices are attached to this Recommended Decision.  The PNG Settlement is designated Attachment A.  The UGI Settlement is designated Attachment B.  Also included is a signature page from Mr. Gorto who joined the PNG Settlement and a signature page from Mr. Ward who joined the UGI Settlement.


By letter dated September 9, 2008, to all parties I explained that I had reviewed the Settlements and had questions about certain issues which were resolved by the agreements.  I confirmed that a hearing on these subjects would be held on September 15 in Harrisburg.  The hearing was held as scheduled.  All active parties were present.  None of the pro se customer complainants attended.  At the hearing, and in accordance with the Settlements, all prepared testimony and exhibits were admitted into the record for both filings.  I note that some of the documents were submitted in both proprietary and non-proprietary format.  The evidentiary transcript contains an additional 73 pages.
DISCUSSION


I regard the Settlements as clear and understandable in some places and as requiring some additional explanations in other places.  I commend the parties for providing Statements in Support which further explain the settlement terms and help demonstrate that those terms are in the public interest.  I also appreciate the witnesses from the Companies and the OCA whose presence I required at the September 15 hearing.  Their patient explanations filled in gaps in my knowledge and helped eliminate my concerns about certain issues in their prepared testimony and in the Settlements.  As a result, I am able to recommend that the Commission approve without modification the terms and conditions of both Settlements and the rates contained in Appendix A, as modified to reflect updates and tariff modifications traditionally performed, on December 1.  The rates will become effective for service rendered on and after December 1, 2008.  I hasten to add that, because some terms are self‑explanatory standing alone or in combination with the Statements, I have no intention of discussing each provision of the Settlements.  Further, unless my comments specify a distinction, my evaluation below will apply to both Settlements.


In accordance with the PNG Settlement, the following documents were introduced onto the record of the September 15 hearing and admitted.

(a) PNG Exhibit No. 1, comprised of the May 1, 2008 PNG Purchased Gas Cost (“PGC”) prefiling information and June 2, 2008 PGC filing;

(b)  OCA Statement No. 1 (Confidential Version), the Direct Testimony of Jerome D. Mierzwa and accompanying Schedules JDM-1 through JDM-3;

(c) OCA Statement No. 1 (Non-Confidential Version), the Direct Testimony of Jerome D. Mierzwa and accompanying Schedules JDM-1 through JDM-3;

(d) OSBA Statement No. 1 (Proprietary Version), the Direct Testimony of Robert D. Knecht and accompanying Exhibits 1Ec-1 through 1Ec-2;

(e) OSBA Statement No. 1 (Non-Proprietary Version), the Direct Testimony of Robert D. Knecht and accompanying Exhibits 1Ec-1 through 1Ec-2;

(f) OTS Statement No. 1, the Direct Testimony of OTS witness Gary L. Yocca and accompanying Appendix A and OTS Exhibit No. 1;

(g) PNG Statement 1-R, the Rebuttal Testimony of William J. McAllister and associated Exhibit PNG-WJM R-1;

(h) PNG Statement 2-R, the Rebuttal Testimony of Brian J. Fitzpatrick;

(i) PNG Statement 3-R (Proprietary Version), the Rebuttal Testimony of Paul J. Szykman and associated Exhibits PNG-PJS R-1 through PNG-PJS R-7;

(j) PNG Statement 3-R (Non-Proprietary Version), the Rebuttal Testimony of Paul J. Szykman and associated Exhibits PNG-PJS R-1 through PNG-PJS R-7;

(k) PNG Statement 4-R (Proprietary Version), the Rebuttal Testimony of Vicki O. Ebner and associated Exhibits PNG-VOE R-1 through PNG-VOE R-3;

(l) PNG Statement 4-R (Non-Proprietary Version), the Rebuttal Testimony of Vicki O. Ebner and associated Exhibits PNG-VOE R-1 through PNG-VOE R-3;

(m) OCA Statement No. 1-S (Confidential Version), the Surrebuttal Testimony of Jerome D. Mierzwa and associated Schedules JDM-1 (Revised) through JDM-3 (Revised), Exhibit JDM-4 and Schedule JDM-5;

(n) OCA Statement No. 1-S (Non-Confidential Version), the Surrebuttal Testimony of Jerome D. Mierzwa and associated Schedules JDM-1 (Revised) through JDM-3 (Revised), Exhibit JDM-4 and Schedule JDM-5;

(o) OCA Statement No. 2-S, the Surrebuttal Testimony of Ralph E. Miller and the associated Appendix A; and

(p)  OSBA Statement No. 2, the Surrebuttal Testimony of OSBA witness Robert D. Knecht and associated Exhibit 1Ec-S1.
Id. at 2-3.  Tr. 112.


In accordance with the UGI Settlement, the following documents were introduced onto the record of the September 15 hearing and admitted.

(a) UGI Exhibit No. 1, comprised of the May 1, 2008 UGI Purchased Gas Cost (“PGC”) prefiling information and June 2, 2008 UGI PGC filing;

(b) OCA Statement No. 1 (Confidential Version), the Direct Testimony of Jerome D. Mierzwa and accompanying Schedules JDM-1 through JDM-4;

(c) OCA Statement No. 1 (Non-Confidential Version), the Direct Testimony of Jerome D. Mierzwa and accompanying Schedules JDM-1 through JDM-4;

(d) OSBA Statement No. 1 (Proprietary Version), the Direct Testimony of Robert D. Knecht and accompanying Exhibits 1Ec-1 through 1Ec-2;

(e) OSBA Statement No. 1 (Non-Proprietary Version), the Direct Testimony of Robert D. Knecht and accompanying Exhibits 1Ec-1 through 1Ec-2;

(f) OTS Statement No. 1 (UGI), the Direct Testimony of OTS witness Michael J. Gruber and accompanying Appendix A and OTS Exhibit No. 1;

(g) UGI Statement No. 1-R, the Rebuttal Testimony of William J. McAllister and associated Exhibit UGI-WJM R-1;

(h) UGI Statement 2-R, the Rebuttal Testimony of Brian J. Fitzpatrick;

(i) UGI Statement 3-R (Proprietary Version), the Rebuttal Testimony of Paul J. Szykman and associated Exhibits UGI-PJS R-1 through UGI-PJS R-8;

(j) UGI Statement 3-R (Non-Proprietary Version), the Rebuttal Testimony of Paul J. Szykman and associated Exhibits UGI-PJS R-1 through UGI-PJS R-8;

(k) UGI Statement 4-R (Proprietary Version), the Rebuttal Testimony of Vicki O. Ebner and associated Exhibits UGI-VOE R-1 through UGI-VOE R-3;

(l) UGI Statement 4-R (Non-Proprietary Version), the Rebuttal Testimony of Vicki O. Ebner and associated Exhibits UGI-VOE R-1 through UGI-VOE R-3;

(m) OSBA Statement No. 2, the Rebuttal Testimony of OSBA witness Robert D. Knecht and associated Exhibit IEc-R1;
(n) OCA Statement No. 1-S (Confidential Version), the Surrebuttal Testimony of Jerome D. Mierzwa and associated Schedules JDM-1 (Revised) through JDM-3 (Revised), Exhibit JDM-4 and Schedule JDM-5 and JDM-6;

(o) OCA Statement No. 1-S (Non-Confidential Version), the Surrebuttal Testimony of Jerome D. Mierzwa and associated Schedules JDM-1 (Revised) through JDM-3 (Revised), Exhibit JDM-4 and Schedule JDM-5 and JDM-6;

(p) OCA Statement No. 2-S, the Surrebuttal Testimony of Ralph E. Miller and the associated Appendix A;
(q) OSBA Statement No. 3, the Surrebuttal Testimony of OSBA witness Robert D. Knecht and associated Exhibit 1Ec-S1;
Id. at 2-3.  Tr. 112.


While I was preparing for the litigation phase of these cases, I reviewed the Companies’ filings and prepared testimony.  Both Companies sought additional peaking service during the prior twelve month period and sent Requests For Proposals (RFPs) to multiple prospective suppliers.  Ultimately, each Company awarded a contract to their affiliate, UGI Energy Services, Inc. (ESI or GASMARK).  The contract between PNG and GASMARK was for a fifteen year term.  The contract between UGI and GASMARK was for a five year term.  Given the length of the contracts, I was concerned.  A five year contract with an affiliate would have been enough to merit an investigation.  A fifteen year contract was more than enough to merit intense scrutiny.  I noted that the OCA had challenged several aspects of the transactions.  When I reviewed the Settlements, I found that there were changes to the GASMARK contracts which redounded to the customers’ benefit, but did not fully relieve my concerns.  Indeed, my primary motivation for holding a post settlement hearing was to gather more information about these transactions from the Companies’ and OCA’s witnesses.


Below is the actual Settlement language regarding this issue for each Company.  The PNG Settlement states, as follows:


30.
PNG shall work collaboratively with interested parties  to develop RFP and bid evaluation processes to meet peak day core market capacity requirements, which foster competition, meet core market and transportation customer reliability expectations, and preserve the integrity of contracts.  For the first year following the execution of this Stipulation, the collaborative will meet semi-annually to ensure that RFP and bid evaluation processes are consistent with current and changing market conditions.  Such collaborative discussions will include the consideration of using capacity from bidders with secondary, in-path delivery points to PNG’s city gate as being part of the asset-backed services required to supply PNG’s future incremental pipeline capacity requirements. 

31.
PNG shall modify its existing peaking service agreement with GASMARK (“PNG Peaking Agreement”) to make the following modifications:
•
Shorten the term to ten years (November 1, 2007 through March 31, 2017);

•
For a one year period beginning November 1, 2008, reduce the otherwise applicable contract price by $15/Dth; and

•
For all subsequent years of the PNG Peaking Agreement term, reduce the otherwise applicable contract price by $25/Dth.
These adjustments reflect, in part, the full projected theoretical value of capacity release revenues from alternative pipeline expansion projects used as benchmarks, rather than the fifty percent (50%) value initially used by PNG.
PNG Settlement at 8-9.  The reduction in the contract from fifteen to ten years did little to reduce my concerns.  Ten years is still a long time.  


The UGI Settlement states, as follows:


28.
UGI shall work collaboratively with interested parties to develop RFP and bid evaluation processes to meet peak day core market capacity requirements which foster competition, meet core market and transportation customer reliability expectations, and preserve the integrity of contracts.  For the first year following the execution of this Settlement Agreement, the collaborative will meet semi-annually to ensure that RFPs and bid evaluation processes are consistent with current and changing market conditions.  Such collaborative discussions will include the consideration of using capacity from bidders with secondary, in-path delivery points to UGI’s city gate as being part of the asset-backed services required to supply UGI’s future incremental pipeline capacity requirements. 


29.
UGI shall modify its existing peaking service agreements with GASMARK (“UGI Peaking Agreements”) to make the following modifications:
· For the one year period beginning November 1, 2008, reduce the otherwise applicable contract price for Offer I by $15/Dth;

· For the remaining three years of Offer I beginning November 1, 2009, reduce the otherwise applicable contract price by $30/Dth; and

· For the one year Offer II term beginning November 1, 2008 and ending March 31, 2009, reduce the otherwise applicable contract price by $15/Dth.
These adjustments reflect, in part, the full projected theoretical value of capacity release revenues from alternative pipeline expansion projects used as benchmarks, rather than the forty percent (40%) value initially used by UGI. 

30.
UGI will use the UGI Peaking Agreements to generate off-system sales margins when not required to serve PGC customers.  The reasonableness of the UGI Peaking Agreements to generate off-system sales margins will be evaluated in future PGC proceedings, and UGI will identify how it used the UGI Peaking Agreements to generate off-system sales margins in future PGC proceedings.

UGI Settlement at 7-8.  Obviously, the terms of the Settlements are not quite identical, but they are sufficiently similar to be analyzed as a unit.


First, I note that these contracts are for the procurement of pipeline capacity, not commodity.  During the hearing, the OCA and the Companies agreed that the general industry standard was contracts for ten to twenty years.  Under these circumstances, I am willing to accept and recommend approval of the PNG ten year contract.  The testimony also showed that UGI also wanted to enter into a fifteen year contract with GASMARK.  However, GASMARK was unwilling to make a commitment beyond five years.  The Companies and the OCA demonstrated that generally in the Northeast region of the United States there is very little pipeline capacity that was not already committed.  There is additional pipeline capacity currently under construction, but the completion dates are not certain.  Set in this background, I do not find it surprising that the RFPs did not produce an array of satisfactory bidders.  I find that the establishment of the collaborative is a safeguard designed to help reliably meet future capacity requirements without litigation time constraints.  


With respect to the reduced term of the PNG contract, the OCA made the following evaluation in its Statement In Support:

This Settlement term addresses the OCA’s concerns over the length of the peaking service contracts and also the price of those contracts.  The shortened time frame for this contract will 
allow PNG to rebid this capacity requirement at a point in time when the market may be able to supply further options for this type of service.  In addition, the lower price will produce an immediate and on-going savings for PGC customers while maintaining the reliability expectations of core market customers.  Moreover, starting with the fourth year of the contract as explained by PNG witness Fitzpatrick, a Basket Demand price would apply with a $25/Dth capacity release offset.  See PNG St. 2 at 9.  Thus, the $25 contract price reduction set out above combined with the $25/Dth capacity release offset would actually equate to a $50/Dth price reduction benefit for customers for the last seven years of the contract.
OCA Statement In Support at 6.  I agree with the OCA and find that this information provides additional reasons for supporting the PNG Settlement.


With respect to the terms of the UGI contract, the OCA made the following evaluation in its Statement In Support:


This Settlement term addresses the OCA issue as to the cost of the UGI peaking contract with ESI.  The cost reductions will provide immediate and on-going savings to PGC customers.  UGI will also have the ability to generate off-system sales that could provide further cost savings for PGC customers.
OCA Statement In Support at 7.  I agree with the OCA and find that this information provides additional reasons for supporting the UGI Settlement.



The OCA also provided calculations to confirm the resulting PGC rates for both Companies, as set forth in Appendices A to both Settlements.  With respect to PNG, the OCA Statement In Support stated:

Over the next 9 years, the settlement will reduce the total demand charges by $3,895,000.  The settlement also eliminates $12,936 in risk management costs for the 2008 PGC rate period.  In addition, PNG has increased PGC customers’ projected share of Asset Management Revenues by $600,000.  Thus, the negotiated 
terms of this Settlement will provide approximately $4.5 million in savings for PNG’s ratepayers.


PNG’s filed position provided a PGC rate of $11.6820/Mcf, which represented no change from its current PGC rate.  As a result of this Settlement, the PGC rate for PNG under its filing assumptions would be $11.6215/Mcf.
Id. at 6-7.  With respect to UGI, the OCA Statement In Support stated:


Over the next 4 years, the settlement will reduce total demand charges by $742,500.  The settlement eliminates $23,800 in risk management costs for the 2008 PGC rate period.  UGI has increased PGC customers’ projected share of Asset Management Revenues by $3,675,000.  There is also a sharing of revenues from off-system sales which do not use PGC assets which the OCA estimates at $108,780 per year.  Thus, the negotiated terms of this Settlement will provide approximately $4.4 million in savings for UGI’s ratepayers. 


UGI proposed a PGC (1) (residential) rate of $13.6210/Mcf, which represented no change from its current PGC (1) rate.  As a result of this Settlement, the PGC rate for UGI under its filing assumptions would be $13.5056/Mcf.
Id. at 8.  I hasten to add that, although these calculations confirm those contained in both Appendices A, the rates are subject to the usual updates prior to December 1, 2008.  PNG Settlement at 7, ¶25.  UGI Settlement at 7, ¶25.


My review of the PNG Settlement revealed the need to clarify allegations about Mr. Gorto.  According to the Settlement, a Certificate of Satisfaction was filed for Mr. Gorto’s Complaint which was filed at Docket No. C-2008-2050206.  Id. at 6, ¶22.  That allegation is correct.  In addition, Mr. Gorto also had a Complaint pending against this rate case at Docket No. C‑2008‑2049806.  Id. at 6, ¶21.  No Certificate of Satisfaction was filed for the rate case Complaint.  Instead, Mr. Gorto chose to join the Settlement.  His signature page is included in Attachment A.


With respect to the Complaint of Ms. Bennet at Docket No. C-2008-2045994 against UGI, the UGI Settlement specifies that a Certificate of Satisfaction was filed on or about June 20, 2008.  Ms. Bennet filed no objection to the Certificate and did not appear at the prehearing conference or the September 15 hearing.  Accordingly, it is appropriate to accept her withdrawal and to mark her Complaint closed.


Mr. Ward also had a Complaint pending against the UGI rate case at Docket No. C‑2008‑2050217.  Mr. Ward chose to join the UGI Settlement.  His signature page is included in Attachment B.

STANDARDS AND CONCLUSIONS


The purpose of a Section 1307(f) proceeding is to gather sufficient evidence for the Commission to be able to conclude that PNG and UGI are pursuing a least cost fuel procurement policy in accordance with the Public Utility Code.  66 Pa. C.S. §§ 1307(f), 1318.  Essentially, there are two 12-month periods which are under review, a historic reconciliation period and a projected period.  With respect to the historic reconciliation period which ended March 31, 2008, the parties have agreed and request that the Commission find PNG and UGI have met the standards set forth in Section 1318 of the Public Utility Code.  66 Pa. C.S. § 1318.  PNG Settlement at 9-11.  UGI Settlement at 9-11.  I agree and will set forth more specific statutory findings below.  Generally, I find that, pursuant to Section 1307(f)(5) of the Public Utility Code, and based upon the evidence presented by the Parties in this case, that, during the twelve months ended March 31, 2008:  (1) PNG and UGI met the requirements of Section 1318(a) of the Public Utility Code by pursuing a least cost fuel procurement policy, consistent with their obligations to provide safe, adequate and reliable service to their customers; and (2) PNG and UGI met the requirements of Section 1318(b) of the Public Utility Code relating to their purchases of gas, transportation and storage services from affiliates.



With respect to the twelve-month period beginning December 1, 2008, which is the period of time during which the proposed rates contained in the Settlements will be in effect, 
the parties requested that the Commission make the findings under Section 1318 of the Public Utility Code, including Sections 1318(a)(1), 1318(a)(2), 1318(a)(3), 1318(a)(4), 1318(b)(1), 1318(b)(2) and 1318(b)(3), based upon information presently available and based upon evidence of record in this proceeding concerning the Companies’ purchasing policies. Having examined PNG Exh. 1 and UGI Exh. 1, as modified by the terms of the Settlements, I agree and will set forth more specific statutory findings below.  Generally, I find that, based upon evidence of record in this proceeding concerning the Companies’ projected gas purchases and gas purchasing policies, it appears that the Companies’ projected gas purchases and projected gas purchasing policies will comply with the standards of Section 1318 of the Public Utility Code.



I hasten to add that it should be understood that the findings relating to the rate to become effective December 1, 2008, were made solely for the purpose of setting prospective rates that shall be subject to the standards of Section 1318, 66 Pa. C.S. § 1318, and further review in an appropriate future proceeding.  If, in an appropriate future proceeding, gas purchases and gas purchasing practices relating to the period December 1, 2008, through November 30, 2009, are challenged, the Commission’s findings shall pose no bar to the examination of such purchases and practices including, but not limited to, disallowance of, or reductions to, such costs during the one-year period commencing December 1, 2008.  I also note that future examination of the gas costs relating to the interim period April 1, 2008, through November 30, 2008, to determine whether the Companies’ experienced and projected gas purchases and gas purchasing practices complied with the standards set forth in Section 1318 of the Public Utility Code, 66 Pa. C.S. § 1318, shall be permitted and that the Commission’s findings shall not be construed to limit or prevent any disallowance or reduction of such costs.  



Based on the findings and the references to the record noted above, I can make the following required statutory findings:


1.
UGI Penn Natural Gas, Inc. and UGI Utilities, Inc.-Gas Division have fully and vigorously represented the interests of their ratepayers in proceedings before the Federal Energy Regulatory Commission.  66 Pa. C.S. § 1318(a)(1).  


2.
UGI Penn Natural Gas, Inc. and UGI Utilities, Inc.-Gas Division have taken all prudent steps necessary to negotiate favorable gas supply contracts and to relieve the utility from terms in existing contracts with their gas suppliers which are or may be adverse to the interests of the utilities’ ratepayers.  66 Pa. C.S. § 1318(a)(2). 


3.
UGI Penn Natural Gas, Inc. and UGI Utilities, Inc.-Gas Division have taken all prudent steps necessary to obtain lower cost gas supplies on both short-term and long‑term bases both within and outside the Commonwealth, including the use of gas transportation arrangements with pipelines and other distribution companies.  66 Pa. C.S. § 1318(a)(3). 


4.
UGI Penn Natural Gas, Inc. and UGI Utilities, Inc.-Gas Division have not withheld from the market or caused to be withheld from the market any gas supplies which should have been utilized as part of a least cost fuel procurement policy.  66 Pa. C.S. § 1318(a)(4). 


Since PNG and UGI have purchased transportation and storage services from their affiliates, the Public Utility Code requires that additional findings be made.  66 Pa. C.S. § 1318(b).


5.
UGI Penn Natural Gas, Inc. and UGI Utilities, Inc.-Gas Division have fully and vigorously attempted to obtain less costly gas supplies on both short-term and long‑term bases from nonaffiliated interests.  66 Pa. C.S. § 1318(b)(1). 


6.
The contracts for the purchase of services from their affiliated interests by UGI Penn Natural Gas, Inc. and UGI Utilities, Inc.-Gas Division are consistent with a least cost fuel procurement policy.  66 Pa. C.S. § 1318(b)(2). 


7.
Neither UGI Penn Natural Gas, Inc. and UGI Utilities, Inc.-Gas Division nor their affiliated interests have withheld from the market any gas supplies which should have been utilized as part of a least cost fuel procurement policy.  66 Pa. C.S. § 1318(b)(3). 


8.
In accordance with the evidence which I have reviewed above I am able to agree with the parties and find that PNG and UGI have met the requirements of Section 1318 of the Public Utility Code by pursuing a least cost fuel procurement policy, consistent with their obligation to provide safe, adequate and reliable service to their customers.  66 Pa. C.S. § 1318(a).


The following additional conclusions are also appropriate.



9.
The Commission has jurisdiction over the parties and subject matter of this proceeding.  66 Pa. C.S. §§ 1307(f), 1317 and 1318.



10.
The Stipulations In Settlement Of Section 1307(f) Rate Investigation entered into by PNG and UGI and the OTS, OCA, OSBA, Hess, Mr. Gorto and Mr. Ward are in the public interest.

ORDER


THEREFORE,


IT IS RECOMMENDED:

1. That the rates set forth in UGI Penn Natural Gas, Inc., Gas Tariff Pa. P.U.C. Nos. 1 and 7, are hereby rejected as unjust and unreasonable and shall not be permitted to become effective for service rendered on and after December 1, 2008.
2. That the Stipulation In Settlement Of Section 1307(f) Rate Investigation entered into by UGI Penn Natural Gas, Inc. and the Office of Trial Staff, Office of Consumer Advocate, Office Small Business Advocate, Hess Corporation and Leonard J. Gorto at Docket Nos. R-2008-2039284, C‑2008-2042622, C-2008-2047833 and C-2008-2049806 is hereby approved.
3. That, in accordance with pages 2-3 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation the following documents are hereby admitted into the record:

(a) PNG Exhibit No. 1, comprised of the May 1, 2008 PNG Purchased Gas Cost (“PGC”) prefiling information and June 2, 2008 PGC filing;

(b) OCA Statement No. 1 (Confidential Version), the Direct Testimony of Jerome D. Mierzwa and accompanying Schedules JDM‑1 through JDM-3;

(c) OCA Statement No. 1 (Non-Confidential Version), the Direct Testimony of Jerome D. Mierzwa and accompanying Schedules JDM‑1 through JDM-3;

(d) OSBA Statement No. 1 (Proprietary Version), the Direct Testimony of Robert D. Knecht and accompanying Exhibits 1Ec-1 through 1Ec-2;

(e) OSBA Statement No. 1 (Non-Proprietary Version), the Direct Testimony of Robert D. Knecht and accompanying Exhibits 1Ec-1 through 1Ec-2;

(f) OTS Statement No. 1, the Direct Testimony of OTS witness Gary L. Yocca and accompanying Appendix A and OTS Exhibit No. 1;

(g) PNG Statement 1-R, the Rebuttal Testimony of William J. McAllister and associated Exhibit PNG-WJM R-1;

(h) PNG Statement 2-R, the Rebuttal Testimony of Brian J. Fitzpatrick;

(i) PNG Statement 3-R (Proprietary Version), the Rebuttal Testimony of Paul J. Szykman and associated Exhibits PNG-PJS R-1 through PNG-PJS R-7;

(j) PNG Statement 3-R (Non-Proprietary Version), the Rebuttal Testimony of Paul J. Szykman and associated Exhibits PNG-PJS R-1 through PNG-PJS R-7;

(k) PNG Statement 4-R (Proprietary Version), the Rebuttal Testimony of Vicki O. Ebner and associated Exhibits PNG-VOE R-1 through PNG-VOE R-3;

(l) PNG Statement 4-R (Non-Proprietary Version), the Rebuttal Testimony of Vicki O. Ebner and associated Exhibits PNG-VOE R-1 through PNG-VOE R-3;

(m)  OCA Statement No. 1-S (Confidential Version), the Surrebuttal Testimony of Jerome D. Mierzwa and associated Schedules JDM-1 (Revised) through JDM-3 (Revised), Exhibit JDM-4 and Schedule JDM-5;

(n) OCA Statement No. 1-S (Non-Confidential Version), the Surrebuttal Testimony of Jerome D. Mierzwa and associated Schedules JDM-1 (Revised) through JDM-3 (Revised), Exhibit JDM-4 and Schedule JDM-5;

(o) OCA Statement No. 2-S, the Surrebuttal Testimony of Ralph E. Miller and the associated Appendix A; and

(p) OSBA Statement No. 2, the Surrebuttal Testimony of OSBA witness Robert D. Knecht and associated Exhibit 1Ec-S1.

4. That, in accordance with page 7, paragraph 25 and page 13, paragraph 4 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation the rates for the recovery of the purchased gas costs of PNG set forth in Appendix A should be modified to reflect updates and tariff modifications traditionally performed as part of PNG’s December 1 PGC compliance filings, and PNG shall file a final tariff implementing such rates for gas service rendered by PNG on and after December 1, 2008.
5. That, in accordance with page 7, paragraph 26 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation PNG shall modify its Gas Beyond the Mains (GBM) tariff schedule to state that if new GBM customers are added and remain on GBM service for a period of five years, PNG shall explain, in its next PGC proceeding, why retaining such customer(s) on GBM service at natural gas rates is in the public interest. The GBM tariff schedule shall also provide that if the Commission determines the continuation of GBM service at natural gas rates is not in the public interest, PNG shall prospectively charge such customer(s) market-based propane rates and, effective with the implementation of such new rates, not thereafter seek recovery of the associated propane costs through PGC rates.
6. That, in accordance with page 7, paragraph 27 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation PNG shall use of a five-year rolling average of actual experienced Unaccounted For Rate (UAF), calculated through September 30 of each year, as described in the direct testimony of Mr. McAllister, to determine the PNG UAF charges commencing December 1, 2008 and thereafter.
7. That, in accordance with pages 7 and 8, paragraph 28 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation PNG shall, commencing December 1, 2008, include off-system sales margins made without the use of PGC assets in its sharing mechanism, and all revenues subject to the sharing mechanism shall be shared on a 75% 
PGC and 25% PNG basis.  The Parties also agreed not to propose or seek any further modifications of PNG’s sharing mechanism through November 30, 2011.

8. That, in accordance with page 8, paragraph 29 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation PNG shall continue to report in future PGC proceedings on the status of any legal proceeding against any of PNG’s suppliers, including Dominion Transmission, Inc., to recover any excess natural gas charges caused by the November 24, 2004 storage inventory reporting error.

9. That, in accordance with page 8, paragraph 30 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation PNG shall work collaboratively with interested parties  to develop Request For Proposal and bid evaluation processes to meet peak day core market capacity requirements, which foster competition, meet core market and transportation customer reliability expectations, and preserve the integrity of contracts.  For the first year following the execution of the Settlement, the collaborative shall meet semi-annually to ensure that Request For Proposal and bid evaluation processes are consistent with current and changing market conditions.  Such collaborative discussions shall include the consideration of using capacity from bidders with secondary, in-path delivery points to PNG’s city gate as being part of the asset-backed services required to supply PNG’s future incremental pipeline capacity requirements.
10. That, in accordance with pages 8-9, paragraph 31 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation PNG shall modify its existing peaking service agreement with GASMARK (PNG Peaking Agreement) to make the following modifications:
• Shorten the term to ten years (November 1, 2007 through March 31, 2017);
• For a one year period beginning November 1, 2008, reduce the otherwise applicable contract price by $15/Dth; and
• For all subsequent years of the PNG Peaking Agreement term, reduce the otherwise applicable contract price by $25/Dth.
These adjustments reflect, in part, the full projected theoretical value of capacity release revenues from alternative pipeline expansion projects used as benchmarks, rather than the fifty percent (50%) value initially used by PNG.

11. That, in accordance with page 9, paragraph 32 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation PNG shall be allowed to recover the cost of Prophet-X through its PGC rates as a risk management tool, but shall drop its claims for recovery of all other risk management tool expenses through PGC rates in this PGC proceeding.
12. That, in accordance with page 9, paragraph 33 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation PNG shall increase its projected incentive sharing mechanism credits by $0.6 million for the 12-month period beginning November 2008 to reflect projected Asset Management revenues.
13. That, in accordance with page 9, paragraph 34 of the PNG Stipulation In Settlement Of Section 1307(f) Rate Investigation PNG shall increase its sharing mechanism credits by $22,129.03 to correct a classification error for certain secondary market transactions.
14. That, the Commission’s rate investigation at Docket No. R-2008-2039284, and the related complaints at Docket Nos. C‑2008-2042622, C-2008-2047833 and C‑2008‑2049806 are hereby closed.
15. That the rates set forth in UGI Utilities, Inc.-Gas Division to Gas Tariff Pa. P.U.C. No. 5, are hereby rejected as unjust and unreasonable and shall not be permitted to become effective for service rendered on and after December 1, 2008.

16. That the Stipulation In Settlement Of Section 1307(f) Rate Investigation entered into by UGI Utilities, Inc.-Gas Division and the Office of Trial Staff, Office of Consumer Advocate, Office Small Business Advocate, Hess Corporation and Craig A. Ward at Docket Nos. R-2008-2039417, C‑2008-2044288, C-2008-2045994, C‑2008‑2047689 and 
C‑2008-2050217 is hereby approved.

17. That, in accordance with pages 2-3 of the UGI Stipulation In Settlement Of Section 1307(f) Rate Investigation the following documents are hereby admitted into the record:

(a) UGI Exhibit No. 1, comprised of the May 1, 2008 UGI Purchased Gas Cost (“PGC”) prefiling information and June 2, 2008 UGI PGC filing;

(b) OCA Statement No. 1 (Confidential Version), the Direct Testimony of Jerome D. Mierzwa and accompanying Schedules JDM‑1 through JDM-4;

(c) OCA Statement No. 1 (Non-Confidential Version), the Direct Testimony of Jerome D. Mierzwa and accompanying Schedules JDM‑1 through JDM-4;

(d) OSBA Statement No. 1 (Proprietary Version), the Direct Testimony of Robert D. Knecht and accompanying Exhibits 1Ec-1 through 1Ec-2;

(e) OSBA Statement No. 1 (Non-Proprietary Version), the Direct Testimony of Robert D. Knecht and accompanying Exhibits 1Ec-1 through 1Ec-2;

(f) OTS Statement No. 1 (UGI), the Direct Testimony of OTS witness Michael J. Gruber and accompanying Appendix A and OTS Exhibit No. 1;

(g) UGI Statement No. 1-R, the Rebuttal Testimony of William J. McAllister and associated Exhibit UGI-WJM R-1;

(h) UGI Statement 2-R, the Rebuttal Testimony of Brian J. Fitzpatrick;

(i) UGI Statement 3-R (Proprietary Version), the Rebuttal Testimony of Paul J. Szykman and associated Exhibits UGI-PJS R-1 through UGI-PJS R-8;

(j) UGI Statement 3-R (Non-Proprietary Version), the Rebuttal Testimony of Paul J. Szykman and associated Exhibits UGI-PJS R-1 through UGI-PJS R-8;

(k) UGI Statement 4-R (Proprietary Version), the Rebuttal Testimony of Vicki O. Ebner and associated Exhibits UGI-VOE R-1 through UGI-VOE R-3;

(l) UGI Statement 4-R (Non-Proprietary Version), the Rebuttal Testimony of Vicki O. Ebner and associated Exhibits UGI-VOE R-1 through UGI-VOE R-3;

(m) OSBA Statement No. 2, the Rebuttal Testimony of OSBA witness Robert D. Knecht and associated Exhibit IEc-R1;
(n) OCA Statement No. 1-S (Confidential Version), the Surrebuttal Testimony of Jerome D. Mierzwa and associated Schedules JDM-1 (Revised) through JDM-3 (Revised), Exhibit JDM-4 and Schedule JDM-5 and JDM-6;

(o) OCA Statement No. 1-S (Non-Confidential Version), the Surrebuttal Testimony of Jerome D. Mierzwa and associated Schedules JDM-1 (Revised) through JDM-3 (Revised), Exhibit JDM-4 and Schedule JDM-5 and JDM-6;

(p) OCA Statement No. 2-S, the Surrebuttal Testimony of Ralph E. Miller and the associated Appendix A;

(q) OSBA Statement No. 3, the Surrebuttal Testimony of OSBA witness Robert D. Knecht and associated Exhibit 1Ec-S1;

18. That, in accordance with page 7, paragraph 25 and page 13, paragraph 4 of the UGI Stipulation In Settlement Of Section 1307(f) Rate Investigation the rates for the recovery of the purchased gas costs of UGI set forth in Appendix A should be modified to reflect updates and tariff modifications traditionally performed as part of UGI’s December 1 PGC compliance filings, and UGI shall file a final tariff implementing such rates for gas service rendered by UGI on and after December 1, 2008.
19. That in accordance with page 7, paragraph 26 of the UGI Stipulation In Settlement Of Section 1307(f) Rate Investigation UGI shall use of a five-year rolling average of 
actual experienced Unaccounted For Rate (UAF), calculated through September 30 of each year, as described in the direct testimony of Mr. McAllister, to determine the UGI UAF charges commencing December 1, 2008 and thereafter.

20. That, in accordance with pages 7-8, paragraph 28
 of the UGI Stipulation In Settlement Of Section 1307(f) Rate Investigation UGI shall work collaboratively with interested parties to develop Request For Proposal and bid evaluation processes to meet peak day core market capacity requirements which foster competition, meet core market and transportation customer reliability expectations, and preserve the integrity of contracts.  For the first year following the execution of this Settlement Agreement, the collaborative shall meet semi-annually to ensure that Request For Proposals and bid evaluation processes are consistent with current and changing market conditions.  Such collaborative discussions shall include the consideration of using capacity from bidders with secondary, in-path delivery points to UGI’s city gate as being part of the asset-backed services required to supply UGI’s future incremental pipeline capacity requirements.
21. That, in accordance with page 8, paragraph 29 of the UGI Stipulation In Settlement Of Section 1307(f) Rate Investigation UGI shall modify its existing peaking service agreements with GASMARK (UGI Peaking Agreements) to make the following modifications:
· For the one year period beginning November 1, 2008, reduce the otherwise applicable contract price for Offer I by $15/Dth;
· For the remaining three years of Offer I beginning November 1, 2009, reduce the otherwise applicable contract price by $30/Dth; and
· For the one year Offer II term beginning November 1, 2008 and ending March 31, 2009, reduce the otherwise applicable contract price by $15/Dth.
These adjustments reflect, in part, the full projected theoretical value of capacity release revenues from alternative pipeline expansion projects used as benchmarks, rather than the forty percent (40%) value initially used by UGI.
22. That, in accordance with page 8, paragraph 30 of the UGI Stipulation In Settlement Of Section 1307(f) Rate Investigation UGI shall use the UGI Peaking Agreements to generate off-system sales margins when not required to serve PGC customers.  The reasonableness of the UGI Peaking Agreements to generate off-system sales margins shall be evaluated in future PGC proceedings, and UGI shall identify how it used the UGI Peaking Agreements to generate off-system sales margins in future PGC proceedings.
23. That, in accordance with pages 8-9, paragraph 31 of the UGI Stipulation In Settlement Of Section 1307(f) Rate Investigation UGI shall, commencing December 1, 2008, include off-system sales made without the use of PGC assets in the sharing mechanism, and all revenues subject to the sharing mechanism shall be shared on a 75% PGC and 25% UGI basis. The Parties also agreed not to propose or seek any further modifications of the sharing mechanism through November 30, 2011.
24. That, in accordance with page 9, paragraph 32 of the UGI Stipulation In Settlement Of Section 1307(f) Rate Investigation UGI shall be allowed to recover the cost of Prophet-X through its PGC rates as a risk management tool, but shall drop its claims for recovery of all other risk management tool expenses through PGC rates in this PGC proceeding.

25. That, in accordance with page 9, paragraph 33 of the UGI Stipulation In Settlement Of Section 1307(f) Rate Investigation UGI shall increase its projected incentive sharing mechanism credits by $3.675 million for the 12-month period beginning November 2008 to reflect projected Asset Management revenues.
26. That, in accordance with page 9, paragraph 34 of the UGI Stipulation In Settlement Of Section 1307(f) Rate Investigation UGI shall increase its sharing mechanism credits by $87,010.24 to correct a classification error for certain secondary market transactions.

27. That the Commission’s rate investigation at Docket No. R-2008-2039417, and the related complaints at Docket Nos. C‑2008-2044288, C‑2008‑2047689 and C‑2008‑2050217 are hereby closed.
28. That the Complaint of Camille Bennet at Docket No. C-2008-2045994 shall be marked withdrawn.
Dated:
October 10, 2008
















Louis G. Cocheres








Administrative Law Judge
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[image: image91.png]PNG and UGI have also agreed to drop their request for recovery of Inter-
Continental Exchange (a web-based daily market price discovery and trading platform)l and
SENDOUT (a gas dispatching optimization model)2 costs through PGC rates as risk
management tools. The settling parties have agreed, however, that PNG and UGI may
recover the costs of Prophet X (a real-time futures market price information service)’ as a
risk management tool consistent with the recommendations of OCA witness Mierzwa. OCA
Statement No. 1-S, p. 21. Thisis fair and balanced resolution of a long-standing dispute
concerning which costs should be recovered through PGC rates as a risk management tool
expense, and will have 2 negligible effect of PGC rates. 1d.

The Stipulations also call for specified increases in projections of asset management
credits to reflect better estimates of likely asset management revenues that have been
developed over the course of the consolidated PGC proceedings, and for specified increases
in revenue sharing mechanism credits to correct classification errors for certain secondary
market transactions that were discovered during the course of the consolidated PGC
proceedings. These adjustments will increase of accuracy of and reduce the PNG and UGH
PGC rates that will become effective on December 1, 2008.

CONCLUSION

As explained above, the Stipulations are in the public interest and should be
approved. The Stipulations were achieved after considerable investigation of PNG’s and
UGT’s gas procurement practices, through both discovery and submission of testimony by
a number of Parties in this proceeding, The Stipulation, if approved by Administrative

Law Judge Louis G. Cocheres and the Commission, will reduce the amount of expense

;PNG Statement No. 2-R, p. 1; UG Statement No. 2-R, p. 2-3.
&N
3 .
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[image: image92.png]and effort that will be required by the Panieg and the Commission to bring this matter to
a conclusion. In addition, as set forth in the Stipulation, the compromises contained in
the Stipulation are anticipated to reducc' PNG’s filed-for rates by $0.0605/mcf, UGI’s
PGC(1) rate by $0.1 154/mef /Mcf and increase UGT’s PCG(2) rate by only $.1469/Micf
instead of the $0.15/Mcf increase UGI requested in its PGC filing. Furthermore, the
Parties and the Commission will be able to avoid the substantial effort and expense that
would be incurred in continuing to litigate this proceeding, including preparation for and
participating in hearings, preparation of briefs, reply briefs, exceptions, and replies to
exceptions.

All of the Parties té the Stipulation also request that the required statutory
findings be made in this proceeding. These stat&tory findings are appropriate and are
amply supported by the information outlined in the Stipulations filed by PNG and UGI in
this proceeding.

The Stipulations were the result of compromise. Each of the agreements set forth
in the Stipulations resolves a dispute fairly and without the expense and uncertainty
associated with litigation. PNG and UGI accordingly support the Stipulations fully, and
urge the presiding Administrative Law Judge and the Commission to approve the

Stipulations without modification.
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commission,

v. : Docket No.  R-2008-2039417

UGl Utilities, Inc. — Gas Division

STATEMENT OF THE
OFFICE OF CONSUMER ADVOCATE
IN SUPPORT OF SETTLEMENT

The Office of Consumer Advocate (OCA), one of the signatory parties to the
proposed Settlement of Rate Proceeding Pursuant to Section 1307(f) (Settlement), finds the
terms and conditions of the Settlement to be in the public interest for the following reasons:

L INTRODUCTION

On May 1, 2008, pursuant to Sections 53.64 and 53.65 of the Commission’s Rules
and Regulations, UG Utilities, Inc. — Gas Division (UGI or Company) submitted pre-filing
information in support of the Company’s annual reconciliation of purchased gas cost (PGC)
rates. The Company’s pre-filed information did not indicate the anticipated effect of the annual
PGC reconciliation on existing rates. On May 20, 2008, the OCA filed a Formal Complaint in
this matter.

UGT’s filing was assigned to the Office of Administrative Law Judge and was
further assigned to Administrative Law Judge Louis G. Cocheres (ALY Cocheres), for

investigation and scheduling of hearings to determine whether the Company’s gas costs comply

1




[image: image96.png]with the standards set forth in the Public Utility Code. ALJ Cocheres scheduled a prehearing
conference for June 25, 2008.

" On June 2, 2008, UGI made its definitive filing. UGI proposed a PGC(1)
(residential) rate of $13.6210/Mcf, which represented no change from its current PGC(]) rate.

On June 25, 2008, ALJ Cocheres held a prehearing conference in this matter. A
procedural schedule was established, and the parties agreed to certain modifications to the.
discovery rules on a going-forward basis.

As part of its investigation and .analysis of the filings, the OCA served five sets of
discovery to UGL On July 15, 2008, the OCA submitted the Direct Testimony of Jerome D.
Mierzwa (OCA Statement No. 1), in proprietary and non-proprietary versions. That testimony
set forth the OCA’s recommendations as o UG, regarding the acquisition of additional capacity
to meet the Companies’ new peak day requirements (peaking service) and claims for inclusion of
costs related to risk management tools. Mr. Mierzwa’s testimony also addressed UGI’s proposal
to modify the current sharing mechanism.

Specifically as to UGD’s acquisition of additional peaking service, Mr. Mierzwa
testified as to the Request for Proposals (RFPs) language that indicated only “asset-backed”
service offerings would be considered. OCA UGI St. 1 at 15-16. UGYI’s definition of an asset-
backed service is one where the potential supplier has identified the physical asset that would be
used to satisfy the capacity requirements and also where the potential supplier has primary
delivery rights to UGT’s city gate. 1d. As aresult of the RFP process, UGI entered into contracts

with the Company’s affiliate, UGI Energy Services, Inc. (ESI). OCA UGI St. 1 at 14-15. UGI

accepted ESI’s two separate offers resulting in a five-year peaking service contract.




[image: image97.png]In his Direct testimony, Mr. Mierzwa testified that UGI’s acceptance of these
affiliate interest contracts may not be consistent with its least cost procurement obligation. OCA
UGL St. 1 at 22. Specifically, Mr. Mierzwa testified as to his concerns that UGI’s definition of
asset-backed service was overly co;xservative, and that the contract prices and length of the
contracts may not be in the best interests of the Company’s PGC customers. OCA UGI §t. 1 at
14-25. Mr. Mierzwa testified further that at least one neighboring gas utility, PECO, did not,
require “asset-bécked” service for 100% of the capacity needed to supply PGC customers. Mr.
Mierzwa testified that a small percentage of capacity could be obtained through suppliers who
have secondary, in-path delivery rights, without sacrificing the reliability of the system. OCA
UGI St. 1 at 17-24. Accordingly, Mr. Mierzwa recommended certain adjustments 1o the
Company’s purchased gas costs. OCA UGI Sch. JDM-4.

In its filing, UGI also made claims for costs related to certain risk management
tools, Prophet X, the use of the Inter-Continental Exchange (ICE) and SENDOUT. OCA UGl
St..1 at 12. In his Direct testimony, Mr. Mierzwa testified that these costs should not be
recoverable in a Section 1307(f) proceeding. If these costs were to be considered as operational
tools, then these issues should be considered within the context of a base rate case. OCA UGl
St. 1 at 12-13. In the schedules accompanying his Direct testimony, Mr. Mierzwa recommended
adjustments to disallow these costs in their entirety. OCA UGI Sch. JDM-3.

UG also proposed to change its current sharing mechanism in that capacity
release revenues would no longer be credited 100% to PGC customers ~ all sharing would be
accomplished via a straight 75% ratepayers, 25% Company approach. OCA UGI St. 1 at 5-6. In
his Dire;ct testimony, Mr. Mierzwa testified that the Company’s proposal as to the inclusion of

capacity release revenues and as to the general 75/25 split was unreasonable, and that the current




[image: image98.png]sharing mechanism should be adjusted in order to provide greater benefits to PGC customers.
0OCA UGI St. 1 at 7-8. Mr. Mierzwa recommended that capacity release revenues generated
without the use of PGC assets should be included in his modified sharing mechanism. OCA UGl
St. 1 at 8-9. Mr. Mierzwa further testified that PGC customers were not receiving the full benefit
of the daily swing contract under which UGI is purchasing gas. Mr. Mierzwa recommended that
PGC customers should receive a greater share of any revenues generated from the use of this,
swing contract. OCA UGI St. 1 at 8-11. Based on his recommended modifications to the
existing UGI sharing mechanism, Mr. Mierzwa proposed an adjustment to UGI’'s PGC. OCA
UGI Sch. JDM-2.

After a thorough review of the Company’s Rebuttal testimony, and further formal
and informal discovery, the OCA filed the Surrebuttal testimony of Ralph E. Miller (OCA
Statement No. 2-S) and Mr. Mierzwa (OCA Statement No. 1-8), the latter in proprietary and
non-proprietary versions. Mr. Miller’s Surrebuttal testimony was filed in direct response to
Rebuttal testimony filed by UGI witness, Vicki O. Ebner. UGI St. 4-R. Mr. Miller’s Surrebuttal
testimony addressed the singular issue of whether the OCA has traditionally supported the notion
that 100% of PGC peak day supplies must be “asset-backed”, in accord with UGI’s definition of
that term. Mr. Miller’s Surrebuttal testimony rebuﬁéd this assertion. OCA UGI St. 2-8.

In his Surrebutial testimony, Mr. Mierzwa refined his Direct testimony positions
in several areas. Mr. Mierzwa continued to assert that UGT’s definition of asset-backed service
was overly conservative, and that suppliers with secondary, in-path delivery rights should be
considered within the definition of an asset-backed service. OCA UGI St. 1-8 at 5-7. Mr.
Mierzwa, however, recommended certain upward adjustments to the costs that could be included

in UGI’s PGC for the peaking contracts, and, alternatively, recommended that if his adjusted cost




[image: image99.png]recommendations were not accepted, then the length of the contracts should be limited to no
more than three years. OCA UGI St. 1-S at 1-3; OCA UGI Sch. JTDM-4 Revised, JDM-6. Asto -
the inclusion of costs for risk management tools, Mr. Mierzwa accepted UGI’s use of Prophet X
as a risk management tool and adjusted his previous disallowance of these costs accordingly.
OCA UGI St. 1-S at 24-25; OCA UG Sch. JDM-3 Revised.

As to UGI’s sharing mechanism proposal, Mr. Mierzwa accepted UGI's 75/25
sharing mechanism proposal. OCA UGI St. 1-8 at 3; OCA UGI Sch. JDM-2 Revised. Mr.
Mierzwa continued to recommend that revenues generated from off-system sales that did not use
PGC assets should be included in the sharing mechanism, and that margins from the use of the
daily swing contract should be shared as outlined in his Direct testimony. OCA UGI St. 1-S at 3,
19-23.

Settlement discussions were ongoing during this period of time, and resulted in
the proposed Settlement of all outstanding issues. For the reasons set forth below, the OCA
submits that the Settlement is in the public interest.
1L TERMS AND CONDITIONS OF THE SETTLEMENT

The following represents the terms of the Settlement that directly address all of
the OCA’s outstanding concerns in this case. The OCA expects that the other signatory parties
will address those areas of the Settlement that apply to their issues.

1. UGH shall work collaboratively with interested parties to develop RFP and
bid evaluation processes to meet peak day core market capacity requirements
which foster competition, meet core market and transportation customer reliability
expectations, and preserve the integrity of contracts. For the first year following
the execution of this Settlement Agreement, the collaborative will meet semi-
anmually to ensure that RFPs and bid evaluation processes are consistent with
current and changing market conditions. Such collaborative discussions will

include the consideration of using capacity from bidders with secondary, in-path
delivery points to UGD’s city gate as being part of the asset-backed services




[image: image100.png]required to supply UGI’s future incremental pipeline capacity requirements..
Settlement § 28.

This Settlement term addresses the OCA’s concern with the definition of asset-
backed service used by UGL As Mr. Mierzwa testified to in Direct and Surrebuttal, secondary
in-path delivery rights should be considered as reliable offerings to make up a portion of UGI’s
total capacity requirements. OCA UGI St. 1 at 16, 20-24; OCA UGI 8t. 1-S at 3-10. The
collaborative will give the OCA and the other parties the ability to engage UGI in further
dialogue as to these issues to ensure that future RFPs and evaluation processes meet the
reliability needs of customers and UG! in a least cost manner. The OCA submits that these
endeavors could result in savings for PGC customers without sacrificing reliability expectations.

2. UGI will increase its projected incentive sharing mechanism credits by

$3.675 million for the 12-month period beginning November 2008 to reflect
projected Asset Management revenues. Settlement ¥ 33.

This Settlement term provides immediate relief to ratepayers who are already
facing higher natural gas costs by reducing PGC rates for UGI by $.0996/Mcf. The OCA
sibmits that these immediate offsets to the Company’s PGC are in the public interest.

3. UGI will increase its sharing mechanism credits by $87,010.24 to correct a
classification error for certain secondary market transactions. Settlement § 34.

These revenues were generated by capacity release transactions that used PGC
assets, but were erroneously classified. OCA UGI St. 1-S at 21. These further immediate offsets
to UGI’s PGC will directly benefit PGC customers.

4. UGI shall be allowed to recover the cost of Prophet-X through its PGC
rates as a risk management tool, but will drop its claims for recovery of all other
risk management tool expenses through PGC rates in this proceeding. Settlement
€32.

This Settlement term addresses the OCA issue as to the disallowance of these

costs. In his Surrebuttal testimony, based on further information obtained from UGI, Mr.




[image: image101.png]Mierzwa acknowledged that the costs for Prophet X could be included in the PGC. OCA UGI
St. 1-S at 24-25. Removing the costs of the other risk management tools addresses the balance
of the OCA’s concerns as to this issue and will result in cost savings for PGC customers.

5. UGl shall modify its' existing peaking service agreements with
GASMARK ("UGI Peaking Agreements”) to make the following modifications:

. For the one year period beginning November 1, 2008 reduce the otherwise
applicable contract price for Offer 1 by $15/Dth;

. for the remaining three years of Offer 1 beginning November 1, 2009
reduce the otherwise applicable contract price by $30/Dth; and

. for the one year Offer II term beginning November 1, 2008 and ending
March 31, 2009, reduce the otherwiseé applicable contract price by $15/Dth.

UGI will use the peaking service arrangement to generate off-system sales
margins when not required to serve PGC customers. The reasonableness of using
GASMARK’s peaking service to generate off-system sales margins will be
evaluated in future PGC proceedings. UGI will identify how it used the
GASMARK peaking service to generate off-system sales margins in future PGC
proceedings. Settlement 99 29, 30.

This Settlement term addresses the OCA issue as to the cost of the UGI peaking
contract with ESL The cost reductions will provide immediate and on-going savings to PGC
customers. UGI will also have the ability to generate off-system sales that could provide further
cost savings for PGC customers.

6. UGI agrees, commencing December 1, 2008, to include off-system sales
made without the use of PGC assets in the sharing mechanism. All other sharing
mechanism proposals of UGI would be adopted resulting in 75% ratepayers and
25% UGI sharing. The settling parties would agree to not propose of seek any
further modifications of the sharing mechanism through November 30, 2011.
Settlement § 31.

This Settlement term reasonably addresses the OCA’s issues as to the sharing

mechanism originally proposed by UGI, and further resolves the issues discussed by Mr.

Mierzwa in his Surrebuttal testimony. OCA UGI St. 1-S at 20-23. The OCA submits that the




[image: image102.png]sharing mechanism provides an adequate incentive for UGI to manage its interstate pipeline
capacity in a manner that will generate additional credits for the PGC. The OCA further submits
that such a Settlement is in the public interest and will benefit PGC ratepayers.

Settlement’s Effect on Rates

Over the next 4 years, the settlement will reduce total demand charges by
$742.500. The settlement eliminates $23.800 in risk management costs for the 2008 PGC rate
period. UGI has increased PGC customers’ projected share of Asset Management Revenues by
$3.675.000. There is also a sharing of revenues from off-system sales which do not use PGC
assets which the OCA estimates at $108.780 per year. Thus, the negotiated terms of this
Settlement will provide approximately $4.4 million in savings for UGI’s ratepayers.

UG proposed a PGC (1) (residential) rate of $13.6210/Mcf, which represented no

change from its current PGC (1) rate. Asa result of this Settlement, the PGC rate for UGI under

its filing assumptions would be $13.5056/Mcf.
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For the foregoing reasons, the Office of Consumer Advocate submits that the

terms and conditions of the Settlement are in the public interest and therefore, should be

approved.

Respectfully submitted,

Darryl Lawrence

PA Attorney L.D. # 93682
James A. Mullins

PA Attorney LD. # 77066
Assistant Consumer Advocates

Counsel for:
Irwin A. Popowsky
Consumer Advocate

Office of Consumer Advocate
555 Walnut Street

5th Floor, Forum Place
Harrisburg, PA 17101-1923
Telephone::  (717) 783-5048
Fax: (717) 783-7152

Date: September 2, 2008
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Pennsylvania Public Utility Commission,:
: Docket Nos. R-2008-2039417

etal.
: C-2008-2044288
v. : C-2008-2045994
: C-2008-2047689
UGI Utilities, Inc. - Gas Division : C-2008-2050217
OFFICE OF TRIAL STAFF

STATEMENT IN SUPPORT OF SETTLEMENT
TO ADMINISTRATIVE LAW JUDGE LOUIS G. COCHERES:

The Office of Trial Staff (*“OTS”) of the Pennsylvania Public Utili_ty Commission
(“Commission”), by and through its Proéecutor, Robert V. Eckenrod, hereby respectfully
submit that the terms and conditions of the Stipulation in Settlement of ‘Section 1307(f)
Rate Investigation (“Settlement”) are in the public interest and represent a fair, just,
reasonable and equitable balance of the interests of UGI Utilities, Inc. - Gas Division.
(“UGI” or “Company”) and its customers. The parties to this Settlement (collectively,
the “Parties”) conducted extensive negoﬁations and as a result, 0TS, the Office of
Consumer Advocate (“OCA”), the Office of Small Business Advocate (“OSBA”) and
Hess Corporation (“Hess”) and the Company have agreed upon the terms embodied in
the Settlement. This request is based upon OTS’ conclusion that the Setflement is in the
public interest as supported by the following factors:

L BACKGROUND
1. OTS was established under the provisions of Section 306 of the Public

Utility Code, 66 Pa. C.S. § 306, in 1986 and charged with the representation of the public




[image: image106.png]interest in proceedings relating to rates, rate-related services and application proceedings
affecting the public interest held before the Commission. Asa result, in negotiated
setflement of positions, it is incumbent upon OTS to ensure that the public interest is
served and to quantify to what extent amicable resolution of any such proceeding will
benefit the public interest.

2. On May 1, 2008, UGI submitted its purchased gas cost (“PGC”) pre-filing a
information pursuant to Commission rules and regulations.

3. On June 2, 2008, UGI submitted its definitive filing pursuant to § 1307(f)
of the Public Utility Code, 66 Pa. C.S. § 1307(F).

4. On June 10, 2008, the OTS filed a Notice of Appearance.

5. The proceeding was assigned to Administrative Law Judge Louis G.
Cocheres (“ALJ”) and a prehearing conference was convened on June 25, 2008.
Petitions to Intervene of Procter & Gamble (“P&G”), UGI Industrial Intervenors
(“UGIII"), and Hess Corporation (“Hess”) were considered at that time and a procedural
schedule was established. The UGI and PNG proceedings were consolidated for the
limited purposes of discovery, hearing, briefing and decision; the P&G motion to
intervene was granted, UGIII was granted additional time to file its petition to intervene, .
and Hess and UGI were directed to file memo;anda of law addressing whetﬁer Hess
should be permitted to intervene. ALJ Cocheres later issued a Recommended Decision
which denied Hess’ Petition to Intervene. However, the Commission ultimately adopted

an order at its August 21, 2008 Public Meeting which granted Hess’ Petition to Intervene.
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setflement of positions, it is incumbent upon OTS to ensure that the public interest is
served and to quantify to what extent amicable resolution of any such proceeding will
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2. On May 1, 2008, UGI submitted its purchased gas cost (“PGC”) pre-filing a
information pursuant to Commission rules and regulations.

3. On June 2, 2008, UGI submitted its definitive filing pursuant to § 1307(f)
of the Public Utility Code, 66 Pa. C.S. § 1307(F).

4. On June 10, 2008, the OTS filed a Notice of Appearance.

5. The proceeding was assigned to Administrative Law Judge Louis G.
Cocheres (“ALJ”) and a prehearing conference was convened on June 25, 2008.
Petitions to Intervene of Procter & Gamble (“P&G”), UGI Industrial Intervenors
(“UGIII"), and Hess Corporation (“Hess”) were considered at that time and a procedural
schedule was established. The UGI and PNG proceedings were consolidated for the
limited purposes of discovery, hearing, briefing and decision; the P&G motion to
intervene was granted, UGIII was granted additional time to file its petition to intervene, .
and Hess and UGI were directed to file memo;anda of law addressing whetﬁer Hess
should be permitted to intervene. ALJ Cocheres later issued a Recommended Decision
which denied Hess’ Petition to Intervene. However, the Commission ultimately adopted

an order at its August 21, 2008 Public Meeting which granted Hess’ Petition to Intervene.




[image: image108.png]6. Co_nsistent with the procedural schedule, OTS filed the Direct Testimony of
Michael J. Gruber on May 1, 2008.

7. Commission Rules and Regulations encourage settlement of proceedings
and, consequently, the parties convened frequent and extensive conferences and
discussions over the course of this proceeding. These discussions ultimately resulted in a
comprehensive stipulation of all issues in controversy and an agreement in principle was i
reached on September 2, 2008.

[I. SETTLEMENT TERMS AND PUBLIC INTEREST

8. The OTS submits that the settlement terms tepresent a balance of the
interests of the public and the interests of PNG. Consequently, the Settlement, as
proposed, is in the public interest and should be approved by the Commission for the
following reasons:

a. In approving a prior PGC Settlement, the Commission expressed
some reservations as to whether the agreed upon retainage charge was reasonable based
upon the record evidence in that proceeding. Asa result of those misgivings, OTS has
reviewed the present filing to ensure that the level of retainage rate was appropriate in
this proceeding. OTS witness Gruber addressed the retainage rate, as well as the issue of
lost and unaccounted for gas and found that UGT’s lost and unaccounted for gas was
reasonable as well as the resulting retainage rates. Nonetheless, the parties have agreed
that the use of a five-year rolling average of actual experienced Unaccounted for Rate
(“UAF™), calculated through September 30 of each year will be used to determine the

UGI UAF charges commencing December 1, 2008 and thereafter.




[image: image109.png]b. The Company has also agreed to work collaboratively with all
interested parties in developing 2 RFP and bid evaluation process to meet peak day core
market capacity requirements, which foster competition, meet core market and
transportation customer reliability expectations and preserve the integrity of contracts.
This settlement provision ensures that future REPs and evaluation processes meet the
reliability needs of customers and UGI in a least cost manner and it is intended to foster
natural gas retail market development.

c. Finally, based upon a review of the information provided in this
proceeding, and the resulting settlement of positions, OTS also beliéves that the resulting
purchase gas costs are both just and reasonable.

9. In addition to the foregoing reasons, based upon OTS’ analysis of the filing
and the present proposal, acceptance of this proposal settlement is in the public interest
because resolution of this case by settlement rather than litigation will avoid the
substantial time and expense involved in continuing to formally pursue all issues in this
proceeding.

10.  OTS further submits that, while not completely eliminating, acceptance of
the Settlement will greatly reduce the need for any direct and cross-examination of
witnesses, the preparation of main briefs, reply briefs, exceptions and reply exceptions,
and the filing of possible appeals. The avoidance of litigation expense by settlement of
this proceeding serves the interests of the Company, OTS and the customers.

11.  OTS agreement to settle this case is made without any admission or

_prejudice to any position that OTS might adopt during subsequent litigation in the event

4




[image: image110.png]the Settlement is rejected by the Commission or otherwise properly withdrawn by any of
the Joint Petitioners.

12.  If the ALJ recommends that the Commission adopt the Settlement as
proposed, OTS has agreed to waive the filing of Exceptions. However, OTS has not
waived its right to file Exceptions with respect to any modifications to the terms and
conditions of the settlement, or any additional matters that may be proposed by other
parties to this proceeding or the ALJ in her Recommended Decision. OTS has also
reserved the right to file Reply Exceptions to any Exceptions that may be filed by the
Company or any other party to this proceeding.

| WHEREFORE, the Commission’s Office of Trial Staff represents that it supports
the Settlement as being in the public interest and respectfully requests that the
Administrative Law Judge and the Commission approve the foregoing Settlement
Petition, including all terms and conditions coﬁtained therein. ’

Respectfully submitted,

_M/ Ay /

Robert V. Eckenrod
Office of Trial Staff
Attorney 1.D. No. 84889

Pennsylvania Public Utility Commission
Post Office Box 3265

Harrisburg, Pennsylvania 17105-3265
(717) 787-1976

Dated: September 2, 2008
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Pennsylvania Public Utility Commission
Docket No. R-2008-2039417

v.
UGI Utilities, Inc.

STATEMENT OF THE OFFICE OF SMALL BUSINESS ADVOCATE
IN SUPPORT OF THE STIPULATION IN SETTLEMENT
OF UGI UTILITIES, INC.’S
2007-2008 GCR PROCEEDING

AN AT AL WA A S -t g

Introduction

The Small Business Advocate is authorized and directed to represent the interests
of the small business consumers of utility services in the Commonwealth of Pennsylvania
under the provisions of the Small Business Advocate Act, Act 181 of 1988, 73 P.S. §§
399.41 - 399.50. Pursuant to that statutory authority, the Office of Small Business
Advocate (“OSBA™) filed a complaint against the June 2, 2008, 66 Pa. C.S. § 1307()
filing of UGI Utilities, Inc. (“UGY” or the “Company”). The OSBA actively participated
in the negotiations that led to the proposed settlement, and is a signatory to the
Stipulation in Settlement of Section 1307(f) Rate Investigation (“Stipulation™).

The OSBA submits this statement in support of the Stipulation.
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The Stipulation sets forth a comprehensive list of issues that were resolved
through the negotiation process. The following issues were of significance to the OSBA
when it concluded that the Stipulation was in the best interests of UGI’s small business
customers.
1) Design Day-1In his direct testimony, OSBA witness Robert D. Knecht raised
concerns about the Company’s design Cay methodology. See OSBA Statement No. 1,at
1-6. Specifically, Mr. Knecht observed that “I cannot replicate the Company’s results,
and that my own analysis suggests that the design day demand forecast for the Primary
system is overstated.” Id., at 4.
Essentially, Mr. Knecht suspected that something was amiss with the Company’s
reporting of its design day calculations. In his direct testimony, he observed:
At this writing, I have not had time to consult with the
Company regarding the differences between the
Company’s statistical analyses and my own, nor do T have a
full understanding of the Company’s methodology. 1
expect that the differences between the analyses will
become clearer as this proceeding progresses.

Id., at 6.

Ultimately, the matter was resolved when UGI witness Fitzpatrick explained
certain mathematical assumptions in the Company’s design day methodology. Mr.
Knecht summarized as follows:

UGI Gas had inadvertently included some of the demand
for firm transportation service in the reported results from
its regression analysis of sales customer load, Therefore, I

was unable to produce similar results in my own analysis.

OSBA Statement No. 3, at 1.




[image: image114.png]Mr. Knecht concluded that with this correction to the Company’s methodology, “1

have no objection to the Company’s design day demand forecast.” OSBA Statement No.

3,at 1.

2) Sharing Mechanism — Currently, UGI has two different mechanisms to share
capacity release credits and off-system sales margins between the Company and its
purchased gas cost (“PGC”) customers. First, all of the capacity release revenues are
credited to the PGC customers. OSBA Statement No. 3, at 1. Second, the off-system
sales revenues are shared between the PGC customers and the Company. Mr. Knecht
explained the off-system sales revenue mechanism as follows:

In the current mechanism, the first $240,000 of net
revenues is credited to PGC ratepayers; the next $80,000 of
net revenues is credited to UGI-Gas; and all additional net
revenues are split 75 percent to PGC customers and 25
percent to UGI-Gas. Note that, as long as net revenues
exceed $320,000, the sharing mechanism produces an
overall 75/25 split. That is, $240,000 (or 75 percent) of the

first $320,000 goes to PGC ratepayers and $80,000 (or 25
percent) goes to UGI-Gas.

OSBA Statement No. 2 at L.

The Stipulation integrates the capacity release and off-system sales revenues into
one sharing mechanism so that credits are shared with a simple 75% / 25% split between
the PGC customers and UGL Consequently, the Stipulation resolves an issue raised by
Mr. Knecht:

In some circumstances, UGI Gas may have excess pipeline
capacity that it can either release to a third party or use for
off-system sales. If UGI Gas shares only in off-system
sales margins, it will have an incentive to use that capacity

for off-system sales, even if it could earn more net revenues
by releasing the capacity. With an integrated plan, UG
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of its capacity.

OSBA Statement No. 3, at 2.

Furthermore, the Stipulation adopts an integrated mechanism that employs the
simple 75% / 25% split sharing mechanism approved by the Commission in Equitable
Gas Company 2005 1307(f) Proceeding, Docket No. R-00050272 (Order entered
September 28, 2005), at 27-35.

Therefore, adoption of the proposed simplified sharing mechanism is in the
interests of all of UGI’s PGC customers. It removes the possibility for preferential
treatment between capacity release and off-system sales, and adopts a simplified sharing

formula that the Commission has found to be just and reasonable.
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For the reasons set forth in the Stipulation, as well as the additional factors that
are enumerated in this statement, the OSBA supports the proposed Stipulation and
respectfully requests that the ALJ and the Commission approve the Stipulation in its

entirety.

Respectfully submitted,

SO
St C\ Gray )

Assistant Small Business Advocate
Attorney ID No. 77538

For:
William R. Lloyd, Jr.
Small Business Advocate
Attorney ID No. 16452

Office of Small Business Advocate
Suite 1102, Commerce Building
300 North Second Street
Harrisburg, PA 17101

Dated: September 2, 2008
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COMMISSION, : Docket No. R-2008-2039417

OFFICE OF CONSUMER ADVOCATE, : Docket No. C-2008-2044288

CAMILLE BENNET, : Docket No. C-2008-2045994

OFFICE OF SMALL BUSINESS ADVOCATE, : Docket No. C-2008-2047689

and CRAIG A. WARD, : Docket No. C-2008-2050217
Complainants and

PROCTOR AND GAMBLE PAPER

PRODUCTS COMPANY AND UGI

INDUSTRIALINTERVENORS,
Intervenors

V.

UGI UTILITIES, INC. - GAS DIVISION

HESS CORPORATION’S STATEMENT IN SUPPOl-{T OF
STIPULATION IN SETTLEMENT OF INVESTIGATION

TO THE HONORABLE ADMINISTRATIVE LAW JUDGE LOUIS G. COCHERES:

I INTRODUCTION
UGI Utilities, Inc. — Gas Division (“UGI"), the Office of Consumer Advocate (“OCA”),

the Office of Trial Staff (“OTS™), the Office of Small Business Advocate (“OSBA”) and Hess
Corporation (“Hess”), parties in the above-captioned consolidated proceedings (hereinafter
individually referred to as “Party” or collectively referred to as the “Parties”), hereby join in this
Stipulation In Settlement Of Section 1307(f) Rate Investigation (“Settlement™). The Settlement

should be approved by the Administrative Law Judges for the following reasons:




[image: image119.png]1. The issues disposed of by this Stipulation have been addressed in testimony
submitted by UGI, OCA, OTS, and OSBA. The terms of the settlement are supported by the
testimony entered into the record, and thus there is a sound evidentiary basis for the settlement
terms.

2. The settlement terms are lawful. They establish a purchased gas cost rate,
consistent with 66 Pa. C.S. § 1307(f) and require UGI to submit a quarterly adjustment to the
PGC rate, pursuant to 52 Pa. Code § 53.64. ‘.

3. The settlement terms are in the public interest. They require UGI to work
collaboratively with interested parties (including Hess, OCA, OSBA, and OTS) to develop RFP
and bid evaluation processes to meet peak day core market capacity requirements. ‘The
collaborative benefits consumers by requiring the parties to explore all competitive options for
the purchase of reliable gas supply, which will ensure that UGI procures the lowest possible
price. In addition, the collaborative benefits competitive suppliers by enabling them to.
participate and educate the parties of the supply options available and will ensure that the RFP
and bid process is fair and open by attracting broad participation by potential suppliers.

4. WHEREFORE, Hess Corporation respectfully requests that the Administrative
Law Judge approve the Settlement reached by the Parties, and recommends the Settlement’s

adoption by the Pennsylvania Public Utility Commission.

! Povilaitis

N, RUSSELL, OGDEN & SELTZER P.C.
North Third Street, Suite 101

arrisburg, PA 17102-2025
ipovilaitis@ryanrussell.com

Phone: (717) 236-7714

- Dated: September 2, 2008

Counsel for Hess Corporation

.2.
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PAUL L. ZEIGLER, p.C.

300 BRIDGE STREET, SECOND FLOOR
P.0.BOXB

NEW CUMBERLAND, PENNSYLVANIA 17070
(717) 920-8420

Facsimile: (717) 920-8421

September 2, 2008

Via Email & U.S. Mail

Vig Email & U.5. Mall
Mark C. Morrow, Esquire

Senior Counsel

UGl Corporation

460 North Gulph Road
King of Prussia, PA 19406

RE: Pennsylvania Public Utility Commission v. Pennsylvania Public Utility Commission V.

UGI Penn Natural Gas, Inc. UGI Penn Natural Gas, Inc. ~ UGI Utilities, Inc.-Gas Division
Docket No. R-2008-2039284 Docket No, R-0008-2039417
Docket No. C-2008-2042622 Docket No, C-2008-2044288
Docket No, C-2008-2047833 Docket No. C-2008-2045994
Docket No. C-2008-2049806 Docket No. C-2008-2047689

Docket No. C-2008-2050217

Dear Mr. Morrow:

On behalf of the Procter & Gamble Paper Products Company, please be advised my client
neither supports nor opposes the Stipulation in Settlement of Section 1307(f) Rate Investigation,
related to the above-noted dockets.

Further, Procter & Gamble Paper Products Company has no objection to admission into the
record of the evidence set forth in the aforesaid Stipulation in Settlement of Section 1307(f) Rate
Investigation in the above-noted dockets.

Very truly yours,

PLZ/em

Ce: The Honorable Louis G. Cocheres
All parties per Certificate of Service
Alex Fried, Department Manager, The Procter & Gamble Paper Products Company
Alzn R, Chalfant, Brubaker & Associates, inc
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CERTIFICATE OF SER VL2

The undersigned certifies that he served a copy of the foregoing document upon the following
participants this 2nd day of September, 2008 via email and first-class mail:

David B. MacGregor, Esquire
Post & Schell, P.C.

Four Penn Center

1600 John F. Kennedy Blvd.
Philadelphia, PA 19103-2808
dmaceregor{dpostschell.com

Robert V. Eckenrod, Esquire

Office of Trial Staff

Pennsylvania Public Utility Commission
P.0. Box 3265

Harrisburg, PA 17015-3265
rocckenrod(@stale.pa.us

James A. Mullins, Esquire
Office of Consumer Advocate
555 Walnut Street, 5™ Floor
Forum Place

Harrisburg, PA 17101-1921

jmullins@paoca.org

Vasiliki Karandrikas, Esquire
MeNEES, WALLACE & NURICK
100 Pine Street

P.0. Box 1166

Harrisburg, PA 17108-1166
ykarandrikast@mwn.com

Pamela Polacek, Esquire

McNEES, WALLACE & NURICK
100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166
ppolacek@mwn.com

DATE: September 2, 2008

Darryl Lawrence, Esquire
Office of Consumer Advocate
555 Walnut Street

Forum Place, 5" Floor
Harrisburg, PA 17101-1921

dlawrencepaoca.org

Steven C. Gray, Esquire

Office of Small Business Advocate
Suite 1102, Commerce Building
300 North Second Street
Harrisburg, PA 17101
sgray(stale.pa.us

Law Office
PAUL L. ZEIGLER, P.C.

L G1LER; ESQUIRE
1. D. Ne-09603
300 Bridge Street, 2" Floor
P.0O.Box B
New Cumberland, PA 17070
(717) 920-8420
(717) 920-8421 (fax)

paulizeipler@epix.net
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McNees Wallace & Nurick uc

attorneys at law

VASILIK] KARANDRIKAS

DIRECT DiaL: (717) 237-5274

DIRECTFAX: (T17) 260-1707

E-MAIL ADDRESS! VK ARANDRIKAS@MWN.COM

September 2, 2008
Honorable Louis G. Cocheres VIA E-MAIL AND
Administrative Law Judge HAND DELIVERY

Pennsylvania Public Utility Commission
Commonwealth Keystone Building

400 North Street, 2nd Floor

Harrisburg, PA 17120

RE: Pennsylvania Public Utility Commission V- UGI Penn Natural Gas, Inc;
Docket No. R-2008-2039284; Pennsylvania Public Utility Commission v. UGI
Utilities, Inc. — Gas Division; Docket No. R-2008-2039417 (consolidated)

Dear Judge Cocheres:

UGI Industrial Intervenors, an intervenor in this proceeding, hereby submits this letter to
indicate that it neither supports nor opposes the Stipulation in Settlement of Section 1307(f) Rate
Investigation.

Please feel free to contact us with any questions regarding this letter. Thank you.
Very truly yours,

McNEES WALLACE & NURICK LLC

Vaqcbde W

Pamela C. Polacek (1.D. No. 78276)
Vasiliki Karandrikas (1.D. No. 89711)
Shelby Linton-Keddie (LD. No. 206425)

By

Counsel to UGI Industrial Intervenors

VK/sds
[\ James J. McNulty, Secretary (via Hand Delivery)
Certificate of Service

P.O. Box 1166 * 100 Pine STREET » HaRRISBURG, PA 17108-1166 « Tew: 717.232.8000 « Fax: 747.237.5300 « www MWN.COM
CoLumaus, OH « STare CoLLEGE, PA * LANCASTER, PA ¢ HazLETON, PA « WasHinaTON, DC
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1 hereby certify that I have this day served a true copy of the foregoing document upon

the participants, listed below, in accordance with the requirements of Section 1.54 (relating to

service by a participant).

RARYe W Vad\ Ve Y1 i x SAL AR S A S

VIA E-MAIL AND FIRST-CLASS MAIL

Robert V. Eckenrod, Esq. Darryl Lawrence, Esq.
Office of Trial Staff Office of Consumer Advocate
Penmsylvania Public Utility Commission 555 Walnut Street
Commonwealth Keystone Building Forum Place ~ 5™ Floor
P.O. Box 3265 . Harrisburg, PA 17101-1923
Harrisburg, PA 17105-3265 dlawrence(@paoca.or;
roeckenrod@state.pa.us
Mark C. Morrow, Esq.
Steven C. Gray, Esq. UGI Corporation
Office of Small Business Advocate 460 North Gulph Road
Suite 1102, Commerce Building King of Prussia, PA 19406-2807
300 North Second Street morrowm(@ugicorp.com
Harrisburg, PA 17101
spray(@state.pa.us Paul L. Zeigler, Esq.
300 Bridge Street, 2™ Floor
P.O.Box B

New Cumberland, PA 17070
paullzeigler@epix.net

VIA FIRST-CLASS MAIL
Camille Bennett
305 Hillside Road
Harrisburg, PA 17104
Vasiliki Karandrikas

Counsel to UGI Industrial Intervenors

Dated this 2™ day of September, 2008, in Harrisburg, Pennsylvania.




SERVICE LIST

	ROBERT V. ECKENROD, PROSECUTOR

PAPUC OFFICE OF TRIAL STAFF

P.O. BOX 3265

HARRISBURG, PA 17105-3265
	DARRYL LAWRENCE, ESQ.

OFFICE OF CONSUMER ADVOCATE

555 WALNUT STREET

5TH FLOOR, FORUM PLACE

HARRISBURG, PA  17101-1923


	VASILIKI KARANDRIKIS, ESQ.

MCNEES, WALLACE & NURICK

100 PINE STREET

P.O. BOX 1166

HARRISBURG, PA 17108-1166
	STEVEN GRAY, ESQ.

OFFICE OF SMALL BUSINESS ADVOCATE

SUITE 1102, COMMERCE BUILDING

300 NORTH SECOND STREET

HARRISBURG, PA 17101


	PAUL L. ZEIGLER, ESQ.

300 BRIDGE STREET, SECOND FLOOR

P.O. BOX B

NEW CUMBERLAND, PA 17070


	JOHN F. POVILAITIS, ESQ.
RYAN, RUSSELL, OGDEN & SELTZER

SUITE 101

800 NORTH THIRD STREET

HARRISBURG, PA 17102-2025



	CRAIG A. WARD

209 EAST ELIZABETH AVENUE

EASTON, PA 18040

	MARK C. MORROW, ESQ.

UGI CORPORATION

460 NORTH GULPH ROAD

KING OF PRUSSIA, PA 19406-2807 



	MS. CAMILLE BENNETT, 

305 HILLSIDE ROAD, 

HARRISBURG, PA 17104

	LEONARD J. GORTO

230 PARRISH STREET

DALLAS, PA 18612



�  The History of the Proceeding was generally copied from the Company’s Statement in Support with some editing from the undersigned.


� There appears to be a typographical error in numbering the paragraphs in the UGI Settlement.  There was no paragraph number 27.
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