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I.
HISTORY OF THE PROCEEDING



On January 30, 2015, the Philadelphia Gas Works (PGW or company) filed its prefiling information required for its annual 2015-2016 Gas Cost Rate Filing (GCR).  As part of its prefiling, PGW filed a Petition for Special Permission to Depart from the Requirements of 52 Pa.Code §§ 53.45(b),
 53.64(c),
 53.64(i)(5)(i)
 and 53.68(a).
  PGW requested permission to notify individual customers by bill insert during a one-month billing cycle beginning on March 1, 2015, and concluding not later than March 31, 2015.  PGW also requested permission to provide public notice, in company offices that accept payments, of the tariff addendum and tariff supplement concerning PGW’s 2015-2016 gas cost rate on March 1, 2015.  Furthermore, PGW requested to provide estimated data for January 2015 and February 2015 in the March 1, 2015 quarterly 1307(f) filing instead of actual data for January 2015.
On February 11, 2015, Richard A. Kanaskie, Esquire, filed a notice of appearance on behalf of the Commission’s Bureau of Investigation and Enforcement (I&E).

On February 13, 2015, the Office of Small Business Advocate (OSBA) filed a Verification, Public Statement, a Notice of Appearance on behalf of Sharon Webb, Esq., and a formal Complaint.  The Complaint was docketed at C-2015-2467682.

On February 17, 2015, the Philadelphia Industrial and Commercial Gas Users Group (PICGUG) filed a Petition to Intervene in this proceeding.

On February 18, 2015, Aron J. Beatty, Esquire, and Brandon J. Pierce, Esquire, filed a Complaint, Public Statement and Notice of Appearance on behalf of the Office of Consumer Advocate (OCA).  The Complaint was docketed at C-2015-2468121.



On February 26, 2015, PGW filed its 2015-2016 Gas Cost Rate Filing.  The Company proposed reducing the GCR from $4.7059, which became effective March 1, 2015, to $4.4901.  


The gas cost rate filing was assigned to the Office of Administrative Law Judge for resolution by hearings and for issuance of a Recommended Decision.  The matter was assigned to Administrative Law Judges Christopher P. Pell and Marta Guhl.  

On March 12, 2015, we issued a Prehearing Conference Order, directing the parties to comply with various procedural requirements in connection with the scheduled prehearing conference.  We also granted PGW’s Petition for permission to depart from the requirements of 52 Pa.Code §§ 53.45(b), 53.64(c), 53.64(i)(5)(i) and 53.68(a).

In accordance with the Prehearing Conference Order, PGW, I&E, OCA, OSBA, and PICGUG submitted prehearing memoranda to the presiding officers on March 20, 2015.



A prehearing conference in this matter was held on March 24, 2015.  Counsel for PGW, I&E, OCA, OSBA, and PICGUG participated.  A procedural schedule was established during the prehearing conference.  No party objected to PICGUG’s Petition to Intervene.


In our Prehearing Order dated March 26, 2015, we granted PICGUG’s Petition to Intervene and established the procedural schedule and the procedures applicable to this proceeding.



The parties engaged in formal and informal discovery.



On April 14, 2015, OCA submitted the Direct Testimony of Jerome D. Mierzwa and Exhibit.  I&E submitted the Direct Testimony of Ethan H. Cline and Exhibit.  PICGUG submitted correspondence indicating that it would not be submitting direct testimony.  OSBA did not submit direct testimony.



On April 27, 2015, PGW submitted PGW Statement 1R – the Rebuttal Testimony and Exhibit of Kenneth S. Dybalski and PGW Statement 2R – the Rebuttal Testimony of Raymond M. Snyder.  Both OSBA and PICGUG submitted correspondence indicating that they would not be submitting rebuttal testimony.  I&E did not submit rebuttal testimony.
On May 5, 2015, I&E submitted correspondence indicating that they would not be submitting surrebuttal testimony.  Neither OCA, OSBA nor PICGUG submitted surrebuttal testimony.


The parties engaged in Settlement discussions.  As a result of these Settlement discussions, PGW, I&E and OCA (collectively “the Settling Parties”) were able to reach a Settlement which resolves all of the issues pertaining to PGW’s 2015-2016 annual GCR filing.



Since a Settlement was reached, we cancelled the hearings scheduled for Thursday, May 7, 2015 and Friday, May 8, 2015.  The Settling Parties filed the Settlement and Statements in Support of the Settlement on May 28, 2015.  Although PICGUG and OSBA did not sign the Settlement, the Settling Parties indicated in the Settlement that both PICGUG and OSBA authorized them to state their non-opposition to the Settlement.  


The record consists of a 17-page transcript, the Company’s filing, the testimony and exhibits submitted by PGW, OCA and I&E, the Joint Petition for Settlement and appendices, and the parties’ Statements in Support of the Settlement.

The record closed on May 28, 2015, the date that the parties filed the Settlement and Statements in Support.

II.
FINDINGS OF FACT

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

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

3. Spectra Energy (Spectra) and Williams Gas Pipeline are the two interstate natural gas pipelines that deliver gas to PGW’s city gates.  In addition, PGW uses natural gas storage services to meet winter peak requirements.  (PGW ST. 2 at 2).

4. PGW pursues a least cost procurement policy using a portfolio approach in both contract structure and pricing.  The portfolio approach protects ratepayers from some of the risk of natural gas market volatility by utilizing a mix of daily index priced swing contracts, physical forward purchase contracts, storage, winter-only supply contracts, and LNG, as appropriate given market conditions, and to the extent PGW is not constrained by its financial condition.  (PGW ST. 2 at 3).

5. PGW also uses capacity release and off-system sales when available.  The prices for the off-system sales transactions are negotiated and 75% of associated credits and margins are returned to customers through the GCR.

6. The details of PGW's actual gas purchases for the 12 months ending December 31, 2015 and an estimate of gas purchases through August of 2016 are presented in the schedules attached to Item 53.64(c)(1) of PGW’s February 1, 2015 Pre-filing and Tabs 3 and 4 of PGW’s March 1, 2015 annual GCR filing.

7. Projected gas costs as reflected in this Settlement are based on peak-day capacity requirements at a 0 degree design day temperature.  (PGW’s February 1, 2015 Pre-filing, Item 53.64(c)(13)).

8. PGW is not affiliated with any pipeline or gas supply entity, nor does it have any contracts for local production.  Therefore, transactions with affiliates are not an issue in this proceeding pertaining to PGW’s procurement practices.  (PGW’s February 1, 2015 Pre-filing at Item 53.65(5)). 

9. PGW did not, at this time, recommend any change to the funding amount for the Other Post Employment Benefits (OPEB) Rider.  Paragraph 20 of the Joint Petition for Settlement, which was approved by Order of the Commission (entered July 29, 2010) at Docket No. R-2009-2139884, provided that the funding amount used for the OPEB Rider “shall not change until reviewed and updated … after the initial 5-year period.”  Settlement, at ¶ 20.  The OPEB Rider was implemented on September 1, 2010, and the initial five-year period ends on August 31, 2015.

III.
DESCRIPTION AND TERMS OF THE JOINT PETITION FOR SETTLEMENT OF THE PHILADELPHIA GAS WORKS’ 2015-2016 GCR PROCEEDING

The Joint Petition for Settlement is a thirteen page document signed by three of the five active parties.  Although PICGUG and OSBA did not sign the Settlement, the Settling Parties indicated in the Settlement that both PICGUG and OSBA authorized them to state their non-opposition to the Settlement.  Appendix A contains the rates agreed upon by the Settling Parties.  Appendix B contains a list of documents in the stipulated record.

The essential terms of the Joint Petition for Settlement of the Philadelphia Gas Works’ GCR proceeding are set forth in Section III of the Joint Petition.  Settlement paragraphs 1-6 are as follows:

The undersigned Settling Parties, intending to be legally bound and for due consideration given, agree to the terms and conditions set forth below:

1) PURCHASED GAS COST RATES
a) The Settling Parties agree to accept the underlying data and calculations submitted by PGW in its February 1, 2015 pre-filing and its March 1, 2015 annual filing.  The PGC rate adopted by this Settlement is $4.4901 per Mcf.  This rate is predicated on PGW’s gas cost projections at the time of the March 1, 2015 annual PGC filing.  In accordance with 52 Pa.Code § 53.64, PGW will submit a quarterly adjustment to the PGC rate on or before September 1, 2015, to be effective on one day's notice, to account for actual experience and changes in forecasted natural gas prices and demand, which will establish the PGC rate, effective September 1, 2015.

b) PGW shall calculate the quarterly filing updates for the 2015-2016 PGC period in accordance with the Commission’s regulations at 52 Pa.Code § 53.64(i)(5).  

c) Attached as Appendix “A” hereto are the rates relating to this Settlement.
2) Lost and unaccounted for Gas (LUFG) AND RETAINAGE RATE RECONCILIATION

PGW will provide an annual reconciliation of its retainage rate and lost and unaccounted for rate in its March 1 annual filing.  Additionally, PGW will modify the “Unaccounted For Gas” definitions in its Gas Service and Gas Supplier Tariffs by inserting “(for the purpose of calculating retainage)” directly after the term “UNACCOUNTED FOR GAS”.

3) TRANSCO ESS STORAGES

PGW will terminate the Transco ESS storage arrangements.  To accomplish this, PGW will provide notice of termination to Transco on September 1, 2015 if the Settlement agreement is approved by the PUC in August 2015, or at the first available opportunity thereafter if the Settlement agreement is approved after August 2015. PGW will retain the storage arrangements until March 31, 2016.  
4) evaluation of the Monthly Imbalance Reconciliation

PGW will present, in its definitive March 1, 2016 annual filing, an evaluation of the Monthly Imbalance Reconciliation procedure set forth in sub-section (f)(3) on page 104 of PGW’s Gas Service Tariff as to whether  this sub-section, within the context of all Monthly Imbalance Reconciliation procedures set forth in this section, adequately protects GCR customers.

5) OTHER SETTLEMENT ITEMS

a) PGW is permitted to add the following to the definition of “E” on page 67 of PGW’s Gas Service Tariff No. 2:  “Credit or recovery of the factor “E” is completed over the Company’s Fiscal Year.”

b) PGW is permitted to modify the Balancing Service Costs formula in order to effectively distribute the overcollection or undercollection of the Balancing Service Costs.
  

c) PGW is permitted to correct the Daily Delivery Quantity definition correction by changing the reference to “DDQ” in the definition to “DCQ”.
   

d) PGW is permitted to modify the Cogeneration Service character of service by removing the reference to No. 6 fuel oil posted price and the interruption ranking between Cogeneration and LBS.
     

e) PGW is permitted to include the OPEB surcharge as an applicable surcharge for Developmental Natural Gas Vehicle Service.
  

f) PGW will retain 25% of all off-system sales margins, capacity release credits (excluding capacity released to firm transportation suppliers) and asset management margins/credits/fees with the remaining 75% applied as an offset to purchased gas costs.  The retention period is September 1, 2015 to August 31, 2016 unless the Commission approves continuation.  The Company also agrees to include an off-system sales margin, capacity release credit and asset management margins/credits/fees retention proposal for the Purchased Gas Cost period(s) beginning on September 1, 2016 in its March 1, 2016 annual 1307(f) filing.
  

g) PGW is permitted to recover the Planalytics fee for price analysis and buying advisory services (not to exceed $125,000) for the 2015-2016 GCR period.  Continued recovery of the fee beyond the 2015-2016 GCR period must be addressed in next year’s Purchased Gas Cost proceeding.
 

h) PGW’s OPEB Rider recovery shall remain at $16 million annually and PGW shall continue the annual deposit of this $16 million; the Company will continue to make a minimum $2.5 million annual contribution into the OPEB Trust (for an annual total of $18.5 million).
 

6) ADMISSION OF EVIDENCE

The Settling Parties stipulate to the admission of the filing, testimony and exhibits identified in Appendix “B” hereto. 

IV.
DISCUSSION



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

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

52 Pa.Code § 69.401.



PGW, I&E and OCA have agreed to a Settlement that resolves all of the issues in this proceeding.  The Settling Parties agree that the Settlement is in the public interest and complies with the Public Utility Code.  PGW, I&E and OCA each provided statements in support of the Settlement, each requesting that the presiding officers and the Commission approve the Joint Petition for Settlement in its entirety.  

A.
SETTLEMENT AND STATEMENTS IN SUPPORT

1. Purchased Gas Cost Rates

The Settling Parties agree to accept the underlying data and calculations submitted by PGW in its February 1, 2015 pre-filing and its March 1, 2015 annual filing.  The PGC rate adopted by this Settlement is $4.4901 per Mcf.  This rate is predicated on PGW’s gas cost projections at the time of the March 1, 2015 annual PGC filing.  PGW shall calculate the quarterly filing updates for the 2015-2016 PGC period in accordance with the Commission’s regulations at 52 Pa.Code § 53.64(i)(5). (Joint Petition for Settlement, Appendix A).  The Settling Parties agreed that, in order to account for actual experience and changes in forecasted natural gas prices and demand, PGW will submit a quarterly adjustment to the PGC rate on or before September 1, 2015, to be effective on one day’s notice, in accordance with 52 Pa.Code § 53.64.  

I&E supports this provision of the Settlement, maintaining that the purchased gas costs that PGW incurred during the historic period adhered to a least cost fuel procurement policy.  I&E maintains that adhering to a least cost procurement policy benefits ratepayers because least cost gas directly impacts customer gas bills.  I&E further maintains that the Company’s procurement strategy, despite the quarterly fluctuations, benefits ratepayers on an annual basis as it ensures that the company is diligently obtaining gas on a reliable basis for its customers at the most advantageous prices possible.  Following review of all information in this proceeding, I&E maintains that the Company’s gas purchasing practices have satisfied its least cost procurement obligation.  I&E Statement in Support at 2-3.

Additionally, I&E analyzed the Company’s E-factor
 and found that it was calculated in accordance with established Commission practices.  I&E maintained that this review is critical because the proper calculation of the E-factor ensures that rates are adjusted appropriately to reflect the impact that these factors have on purchased gas costs.  PGW asserts it will calculate quarterly filing updates for the 2015-2016 PGC period in accordance with the Commission’s regulations at 52 Pa.Code § 53.64(i)(5).  I&E indicated that it is satisfied that the Company’s E-factor calculation is appropriate and accurate.  I&E Statement in Support at 3-4.

Also, I&E determined that the Company’s projected gas costs (C-Factor)
 are planned in accordance with established Commission practices.  This adherence to accepted regulatory principles aids ratepayers in that the Company’s purchased gas practices are being accomplished with the balanced interests of the Company and its ratepayers being considered. The actual implementation of the Company’s plan will be reviewed in next year’s PGC proceeding.  I&E opines that ratepayers are protected in that PGW does not gain any unwarranted financial advantage through its gas purchasing practices.  I&E Statement in Support at 4.

I&E maintains that its analysis supports that these rates are just and reasonable, accurately reflect the costs of its purchased natural gas and are based on sound regulatory practices.  As such, I&E believes that these rates are in the public interest and should be approved.  Further, I&E believes that the purchasing plan provides reasonable protections for ratepayers and enables the company to adhere to the regulatory requirements in acquiring supplies for its customers.  I&E indicates that the Company’s projections and plans are reasonable and are in the public interest.  I&E Statement in Support at 6.

2. LUFG and Retainage Rate and Reconciliation 

The Settlement indicates that PGW will provide an annual reconciliation of its retainage rate and lost and unaccounted for rate in its March 1 annual filing.  Additionally, PGW will modify the “Unaccounted For Gas” definitions in its Gas Service and Gas Supplier Tariffs by inserting “(for the purpose of calculating retainage)” directly after the term “UNACCOUNTED FOR GAS”.

PGW indicates in its Statement in Support that it pursues a least cost procurement policy consistent with PGW’s obligation to provide safe, adequate and reliable service.  PGW asserts that the proposed Settlement advances this goal because PGW has agreed to provide an annual reconciliation of its retainage rate and lost and unaccounted for rate in its March 1 annual filing.
  PGW Statement in Support at 2-3.

According to I&E, it has reviewed the Company’s filing and believes that PGW’s reported LUFG is reasonable based on the standards presented in this proceeding.  A reasonable amount of LUFG is expected in a natural gas distribution system.  As the costs associated with this gas are recovered from ratepayers through the PGC, it is necessary to take appropriate measures to control this expense.  If acceptable levels of LUFG are not achieved, ratepayers will be protected from unjust and unreasonable rates by the regulatory provision that allows for the denial of the recovery of costs associated with imprudent Company practices.  I&E opines that PGW’s LUFG levels are reasonable and no action or recommendation is necessary in this proceeding.  No party has presented any evidence indicating that the LUFG reported in the instant proceeding is excessive or unreasonable.  In addition, the methodology used to calculate LUFG and the continued reporting requirements will be continued based on previous agreements.  I&E Statement in Support at 4-5.
Further, I&E indicates that the establishment of the proper Retainage levels is necessary to ensure that transportation customers contribute an adequate, but not excessive, amount of gas to compensate for the corresponding system wide LUFG.  This practice of establishing proper Retainage percentages eliminates the unwarranted shifting of responsibility for LUFG between retail and transportation customers.  Proper Retainage levels equalize the responsibilities of the rate classifications and protect all ratepayers by ensuring equitable contributions to account for LUFG.  The Retainage percentage applied to PGW’s transportation customers in this proceeding represents the appropriate level of its responsibility for LUFG.  I&E suggests that establishment of the proper Retainage percentages protects PGC customers and transportation customers from unwarranted subsidies.  I&E Statement in Support at 5.
3. Transco ESS Storages
The Settlement provides that PGW will terminate the Transcontinental Gas Pipe Line (Transco) and Eminence Storage Services (ESS) arrangements.  To accomplish this, PGW will provide notice of termination to Transco on September 1, 2015 if the Settlement agreement is approved by the Commission in August 2015, or at the first available opportunity thereafter if the Settlement agreement is approved after August 2015.  PGW will retain the storage arrangements until March 31, 2016.
PGW agrees that while it pursues a least cost procurement policy, it is also the Company’s obligation to provide safe, adequate and reliable service.  PGW believes that the proposed Settlement advances the above goal because, pursuant to the terms of the Settlement, it has agreed to terminate the Transco ESS storage arrangements.
  PGW Statement in Support at 2.

OCA’s position was that the Company should follow the recommendations of its witness Jerome D. Mierzwa.  Mr. Mierzwa summarized his recommendations as follows:

Unless PGW can demonstrate in its rebuttal testimony that maintaining its Transcontinental Gas Pipe Line (“Transco”) Eminence Storage Services (“ESS”) arrangements is beneficial and consistent with least cost procurement, the Company should terminate these arrangements.
OCA Direct at 3.  See OCA Statement of Support at 3.
OCA witness Mierzwa testified in his Direct Testimony that the Transco ESS storage was the Company’s highest unit cost storage.  OCA Direct at 5.  Mr. Mierzwa illustrated the costs and benefits of the Transco storage numerically, stating, “it appears that the costs associated with the Transco ESS arrangements ($1.83 per Dth) will significantly exceed the expected benefits ($0.35 per Dth).”  OCA Direct at 6.  PGW provided rebuttal testimony that addressed the Transco ESS storage issue raised by OCA witness Mierzwa.  In his Rebuttal Testimony, PGW witness Raymond M. Snyder indicated that the Company was interested in discussing the issue further in the context of the PGC proceeding.  PGW St. 2R at 1.  See OCA Statement in Support at 3-4.



The OCA submits that the Settlement adequately addresses the OCA’s concerns, reaches a reasonable resolution of the proceeding, and is in the public interest.  OCA Statement in Support at 3.  The OCA further submits that this provision is in the interests of the ratepayers and the public interest because it terminates PGW’s highest unit cost storage and is consistent with least cost procurement.  OCA Statement in Support at 4.
4. Evaluation of the Monthly Imbalance Reconciliation
OCA witness Mierzwa reviewed the Company’s filing and made the following recommendation:

The monthly imbalance reconciliation procedures for interruptible transportation service for monthly deliveries in excess of usage by up to 2.5 percent should be modified.  These excess deliveries are currently purchased by the Company at prices which can significantly exceed the price of other gas supplies available to the Company.  PGW should modify the price for purchasing these excess deliveries to be more consistent with the price of other available supplies.

OCA Direct at 3.  See OCA Statement in Support at 3.

OCA witness Mierzwa testified about his concern with the Company’s Gas Service Tariff, which provides procedures for reconciling four monthly imbalance scenarios,
 two when the supplier does not deliver enough gas and two when PGW purchases gas from a supplier because the supplier has delivered too much gas.  Specifically, Mr. Mierzwa recommended changing the third procedure, which deals with the scenario in which PGW receives more gas than is used by up to 2.5 percent.  OCA Direct at 7.  In all four scenarios, the pricing is based on the “Daily Market Index Price.”  Mr. Mierzwa testified that the Daily Market Index Price, as defined by the Company, is reflective of market prices for gas delivered to PGW’s system in the Philadelphia area – a capacity-constrained region.  OCA Direct at 8.  However, PGW purchases much of its supply from the Gulf Region, and therefore, if the 
Company needs additional supplies during a peak period, it would pay Gulf Region prices, not Philadelphia market prices.  OCA Direct at 8. Therefore, Mr. Mierzwa recommended that “for purchases by the Company which are less than 2.5 percent of deliveries, a Production Area Daily Market Index Price based on an average of daily Transco Zone 3 and Texas Eastern Zone ELA prices be utilized.”  OCA Direct at 8.  See OCA Statement in Support at 4-5.  

In response, PGW witness Snyder’s Rebuttal Testimony explained that modifying the procedure for reconciling only one of the four monthly imbalance scenarios may be problematic.  PGW St. 2R at 3.  Mr. Snyder concluded by stating that PGW’s current procedures protected all GCR customers better by leaving the Daily Market Index Price definition the same for all four monthly imbalance scenarios.  PGW St. 2R at 3.  See OCA Statement in Support at 5.

The Settlement provides that PGW will provide, in its March 1, 2016 annual filing, an evaluation of the monthly imbalance reconciliation procedure addressed by Mr. Mierzwa’s Direct Testimony.  Joint Petition for Settlement ¶ III.4.  The evaluation will focus on whether the imbalance reconciliation procedure at issue protects GCR customers within the context of all four monthly imbalance reconciliation procedures.  Joint Petition for Settlement ¶ III.4.  

Based on the Rebuttal Testimony provided by Mr. Snyder and PGW’s commitment to provide an evaluation in its 2016 GCR filing, the OCA submits that the Company has addressed this issue as raised by OCA witness Mierzwa.  Mr. Snyder’s Rebuttal Testimony and the Settlement provide the information and protections necessary to determine whether PGW’s current monthly imbalance procedures should remain in place going forward.  The OCA submits that, for these reasons, the Settlement provision is in the interests of ratepayers and in the public interest.  OCA Statement in Support at 5-6.
5. Additional Settlement Terms 
Regarding off-system sales margin, capacity release credit and asset management margin/credit/fee retention, the Settling Parties agreed to the following:

PGW will retain 25% of all off-system sales margins, capacity release credits (excluding capacity released to firm transportation suppliers) and asset management margins/credits/fees with the remaining 75% applied as an offset to purchased gas costs.  The retention period is September 1, 2015 to August 31, 2016 unless the Commission approves continuation.  The Company also agrees to include an off-system sales margin, capacity release credit and asset management margins/credits/fees retention proposal for the Purchased Gas Cost period(s) beginning on September 1, 2016 in its March 1, 2016 annual 1307(f) filing.
  

PGW indicates that utilizing capacity release credits, off system sales margins (when available) and asset management arrangement fees as an additional cost saving strategy and method for providing 75% of the credits, margins and fees as a reduction to purchased gas costs satisfies its obligation to provide safe, adequate and reliable service to its customers while it pursues a least cost procurement policy.
  PGW Statement in Support at 2.

I&E indicates that the parameters of the previously approved Sharing Mechanism have been extended through August 31, 2016.  I&E maintains that continuing PGW’s Sharing Mechanism serves the public interest because it continues to provide the Company with an incentive to maximize its efforts to increase capacity release and off-system sales activity and thereby reduce gas costs for PGC customers.  I&E Statement in Support at 5. 

Regarding price analysis and buying advisory service, the Settling Parties agreed to the following:

PGW is permitted to recover the Planalytics fee for price analysis and buying advisory services (not to exceed $125,000) for the 2015-2016 GCR period.  Continued recovery of the fee beyond the 2015-2016 GCR period must be addressed in next year’s Purchased Gas Cost proceeding.
 

PGW indicated that this Settlement provision, whereby PGW agrees to continue to use the Planalytics buying advisory service as part of the Company’s overall strategy to comport with least cost procurement standards, advances the goal to provide safe, adequate and reliable service to its customers.

6. Settlement in General

In further support of the Settlement, PGW indicated that the Company’s portfolio approach utilizes a mix of daily index priced swing contracts, physical forward purchase contracts, storage, winter-only supply contracts, and LNG to protect ratepayers from some of the risk of natural gas market volatility.  PGW further indicated that the Settlement agreement recognizes that PGW will also submit quarterly adjustments to the PGC factor in order to account for changes in forecasted price and demand, and that this will further assure that PGW is doing everything possible to reduce costs or improve cash-flow and its financial strength.  PGW maintained that the Settlement terms meet the Commission’s goal in ensuring the least cost procurement policy consistent with its obligation to provide safe, adequate and reliable service, and that the Joint Petition is in the public interest because it fairly and reasonably resolves a number of significant issues affecting PGW and its customers and produces GCR rates that are just, reasonable and compliant with the Public Utility Code.  PGW Statement in Support at 3-4.

Prior to agreeing to the terms presented in the Joint Petition, I&E conducted a thorough review of the Company’s filing and supporting information as well as discovery responses and additional submitted filing data.  Based on its analysis of the Company’s filing and supplemental data, I&E is satisfied that the Agreement reflects adherence to the proper regulatory standards and contains adequate protections for ratepayers.  I&E Statement in Support at 2.  I&E believes that the provisions contained in previous Settlement agreements have been continued in this proceeding where appropriate.  I&E Statement in Support at 6.
I&E supports the Settlement and believes that all issues have been satisfactorily resolved through discovery and discussions with the Company and are incorporated in the Settlement.  Line by line identification of the ultimate resolution of every averment is not necessary as I&E believes that the Settlement maintains the proper balance of the interests of all parties.  I&E indicates that no further action is necessary and considers its investigation of this filing complete.  I&E Statement in Support at 6-7.

OCA submits that important provisions contained in the Settlement are designed to benefit ratepayers, and that the Settlement should be approved because it is in the public interest.  OCA Statement in Support at 3.  

In determining whether the parties’ Settlement should be approved, one must decide whether the Settlement promotes the public interest.  See Pa. Pub. Util. Comm’n v. C.S. Water and Sewer Associates, 74 Pa. PUC 767 (1991), Pa. Pub. Util. Comm’n v. Philadelphia Electric Company, 60 Pa. PUC 1 (1985).

The Settlement contains several provisions that are clearly designed to advance the least cost procurement objective which ultimately benefits ratepayers.  The Settling Parties agree to accept the underlying data and calculations submitted by PGW in its February 1, 2015 pre-filing and its March 1, 2015 annual filing.  The PGC rate adopted by the Settlement is $4.4901 per Mcf.  The Settlement indicates that PGW will provide an annual reconciliation of its retainage rate and lost and unaccounted for rate in its March 1 annual filing.  The Settlement requires that the Company terminate the highest unit cost storage by terminating the Transco and ESS storage agreements.  The Settlement specifies that PGW’s current monthly imbalance procedures should remain in place going forward.  Additionally, the Settlement also provides that 75% of all off-system sales margins, capacity release credits and asset management margins/credits/fees will be applied as an offset to purchased gas costs, which will directly benefit PGW’s ratepayers.  Moreover, the Settlement provides for PGW’s continued retention of a price analysis and buying advisory service at a reasonable cost (subject to a maximum of $125,000) in order to provide the Company with relevant market information to assist it when it makes gas purchases.  Clearly, the provisions of the agreement are designed to help PGW operate in a more efficient manner.  Consequently, the parties have resolved the issues in this matter.  

After considering the Joint Petition for Settlement of Philadelphia Gas Works’ 2015-2016 Proceeding as well as the savings achieved by not fully litigating this case, it is our opinion that the Settlement is fair, just, reasonable and in the public interest.  Accordingly, we recommend that the Joint Petition for Settlement of Philadelphia Gas Works’ 2015-2016 Proceeding be approved in its entirety and without modification.

V.
CONCLUSIONS OF LAW

1. With respect to PGW’s gas purchases and gas purchasing practices during the twelve-month historical reconciliation period ended December 31, 2014, PGW has met the standards of Section 1318 of the Public Utility Code, 66 Pa.C.S.A. § 1318, as required by Section 1307(f)(5) of the Public Utility Code, 66 Pa.C.S.A. § 1307(f)(5), as to all actual purchased gas costs in the historical period.

2. During twelve months ended December 31, 2014, PGW met the requirements of Section 1318(a) of the Public Utility Code, 66 Pa.C.S.A. § 1318(a), by pursuing a least-cost fuel procurement policy, consistent with its obligation to provide safe, adequate and reliable service to its customers.

3. With respect to the eight-month interim period beginning on January 1, 2015, and the projected twelve-month period beginning September 1, 2015, the rates to be adopted by the Commission result from PGW’s compliance with all of the provisions of Section 1318 of the Public Utility Code, 66 Pa.C.S.A. § 1318.

4. To determine whether the parties’ Settlement should be approved, one must decide whether the Settlement promotes the public interest.  See Pa. Pub. Util. Comm’n v. C.S. Water and Sewer Associates, 74 Pa. PUC 767 (1991); Pa. Pub. Util. Comm’n v. Philadelphia Electric Company, 60 Pa. PUC 1 (1985).

VI.
ORDER 
THEREFORE,

IT IS RECOMMENDED:

1. That the Joint Petition for Settlement of the Philadelphia Gas Works’ 2015-2016 Gas Cost Rate Proceeding, including all appendices and documents identified therein, is admitted into the record of the proceeding at Docket Number R-2015-2465656;

2. That the Joint Petition for Settlement of the Philadelphia Gas Works’ 2015-2016 Gas Cost Rate Proceeding submitted by the Philadelphia Gas Works, the Bureau of Investigation and Enforcement, and the Office of Consumer Advocate at Docket No. R-2015-2465656 be approved;

3. That the Philadelphia Gas Works be authorized to file a tariff supplement to reflect rates and terms consistent with the Settlement and applicable to the Section 1307(f) purchased gas cost rate investigation at Docket No. R-2015-2465656 to be effective upon one day’s notice for services rendered on or after September 1, 2015, subject to quarterly adjustments permitted by Commission regulations, including a quarterly adjustment to be effective on September 1, 2015, to reflect actual experience and changes in forecasted natural gas prices utilizing the methodology prescribed by paragraph III 1(b) of the Joint Petition;

4. That the Philadelphia Gas Works shall calculate the quarterly filing updates for the 2015-2016 Gas Cost Rate period in accordance with the Commission’s regulations at 52 Pa.Code § 53.64(i)(5);

5. That Philadelphia Gas Works will provide an annual reconciliation of its retainage rate and lost and unaccounted for rate in its March 1 annual filing.  Additionally, Philadelphia Gas Works will modify the “Unaccounted For Gas” definitions in its Gas Service and Gas Supplier Tariffs by inserting “(for the purpose of calculating retainage)” directly after the term “UNACCOUNTED FOR GAS;”
6. That the Philadelphia Gas Works will terminate the Transcontinental Gas Pipe Line and Eminence Storage Services storage arrangements.  To accomplish this, the Philadelphia Gas Works will provide notice of termination to Transcontinental Gas Pipe Line and Eminence Storage Services on September 1, 2015 if the Settlement agreement is approved by the Commission in August 2015, or at the first available opportunity thereafter if the Settlement agreement is approved after August 2015.  The Philadelphia Gas Works will retain the storage arrangements until March 31, 2016;

7. That the Philadelphia Gas Works will provide, in its March 1, 2016 annual filing, an evaluation of the monthly imbalance reconciliation procedure.  The evaluation will focus on whether the imbalance reconciliation procedure at issue protects GCR customers within the context of all four monthly imbalance reconciliation procedures;

8. That the Philadelphia Gas Works shall recover the Planalytics fee for price analysis and buying advisory services (not to exceed $125,000) for the 2015-2016 Gas Cost Rate period.  Continued recovery of the fee beyond the 2015-2016 Gas Cost Rate period must be addressed in next year’s Purchased Gas Cost proceeding;

9. That the Philadelphia Gas Works shall retain 25% of all off-system sales margins, capacity release credits and asset management margins/credits/fees with the remaining 75% applied as an offset to purchased gas costs.  The retention period is September 1, 2015 to August 31, 2016 unless the Commission approves continuation.  The Company shall include an off-system sales margin, capacity release credit and asset management margins/credits/fees retention proposal for the Purchased Gas Cost period(s) beginning on September 1, 2016 in its March 1, 2016, annual 1307(f) filing;

10. That the formal Complaint filed by the Office of Consumer Advocate at C-2015-2468121 be deemed satisfied;

11. That the formal Complaint filed by the Office of Small Business Advocate at C-2015-2467682 be deemed satisfied;

12. That the intervention of the Philadelphia Industrial and Commercial Gas Users Group is dismissed; and
13. That the Commission Investigation at Docket No. R-2015-2465656 be terminated and marked closed.

Date:  
  June 8, 2015 





/s/












Christopher P. Pell






Administrative Law Judge









/s/












Marta Guhl







Administrative Law Judge

� 	52 Pa.Code § 53.45(b) requires companies filing a tariff that constitutes a general rate increase to provide notice to the public of the rate increase by posting in offices, by written or printed notice, by news release, and by alternative methods.





� 	52 Pa.Code § 53.64(c) provides in pertinent part that “[t]hirty days prior to the filing of a tariff reflecting an increase or decrease in natural gas costs, each Section 1307(f) gas utility seeking recovery of purchased gas costs under that section shall provide notice to the public, under § 53.68 (relating to notice requirements), and shall file . . .  following supporting information with the Commission, with a copy to the Consumer Advocate, Small Business Advocate and to intervenors upon request.”





� 	52 Pa.Code § 53.64(i)(5)(i) provides that “[a] Section 1307(f) utility which files tariffs reflecting increases and decreases in gas costs in accordance with 66 Pa.C.S. § 1307(f) shall make quarterly filings in accordance with the following provisions . . . Quarterly filings shall be made 3 months, 6 months, 9 months and 12 months after the effective date of the Section 1307(f) tariff. Each filing shall be based upon a recalculation and reconciliation of gas costs for a quarterly period commencing 4 months prior to the filing date.”





� 	52 Pa.Code § 53.68(a) requires that “[w]ithin the 30 days prior to the filing of a tariff reflecting an annual increase or decrease in natural gas costs, each 66 Pa.C.S. § 1307(f) (relating to sliding scale of rates; adjustments) gas utility shall provide public notice and posting of tariffs as provided at § § 53.41-53.45 (relating to posting of tariffs and notices). The notice shall include notice of the quarterly filing procedure required by § 53.64(i)(5) (relating to filing requirements for natural gas distributors with gross intrastate annual operating revenues in excess of $40 million). Simultaneously, notice shall be published in major newspapers serving the utility’s service area, informing the public of new or revised tariff filings, where the filing can be inspected and how comments or complaints should be filed. Unless the Commission directs otherwise, no separate notice to the public is required for quarterly filings made under § 53.64(i)(5).”


� 	This modification of the definition constitutes a clarification only and is not intended to modify PGW's current retainage rate.





� 	See Stipulated Record – PGW St. 1 (Dybalski Direct Testimony p. 12) and March 1, 2015 Annual GCR Filing (Tab 1 – Gas Service Tariff No. 2, page 67).


 


� 	See Stipulated Record – PGW St. 1 (Dybalski Direct Testimony pp. 12-13) and March 1, 2015 Annual GCR Filing (Tab 1 – Gas Supplier Tariff No. 1, page 39).





� 	See Stipulated Record – PGW St. 1 (Dybalski Direct Testimony p. 13) and March 1, 2015 Annual GCR Filing (Tab 1 – Gas Supplier Tariff No. 1, page 10).





� 	See Stipulated Record – PGW St. 1 (Dybalski Direct Testimony p. 14) and March 1, 2015 Annual GCR Filing (Tab 1 – Gas Service Tariff No. 2, page 131). 





� 	See Stipulated Record – PGW St. 1 (Dybalski Direct Testimony p. 12) and March 1, 2015 Annual GCR Filing (Tab 1 – Gas Service Tariff No. 2, page 135). 





� 	See Stipulated Record – PGW St. 2 (Snyder Direct Testimony pp. 6-8).





� 	See Stipulated Record – PGW St. 2 (Snyder Direct Testimony pp. 8-9).





� 	See Stipulated Record – PGW St. 3 (Patti Direct Testimony).


� 	As noted by I&E, the E-Factor represents the mechanism for addressing the experienced over/under collections, reconciling variations between the projected gas costs and actual gas costs as well as variances between projected and actual sales.  The E-Factor also serves as the vehicle to pass through miscellaneous revenues, including penalties and supplier refunds, and to calculate interest due to ratepayers or the Company.  I&E Statement in Support at 3.





� 	The C-Factor represents the commodity cost of gas component based on the projected cost of gas for the rate effective period which ends August 31, 2016 in this proceeding.  I&E Statement in Support at 4.





� 	This modification of the definition constitutes a clarification only and is not intended to modify PGW's current retainage rate.





� 	Joint Petition for Settlement Paragraph III.2.


� 	Joint Petition for Settlement Paragraph III.3.





� 	Those four scenarios are:  1) when monthly usage quantities exceed monthly receipts by up to 2.5 percent; 2) when monthly usage quantities exceed monthly receipts by more than 2.5 percent; 3) when monthly receipt quantities exceed monthly usage by up to 2.5 percent; and 4) when monthly receipt quantities exceed monthly usage by more than 2.5 percent.  See PGW Gas Supply Tariff at 104. 


� 	Joint Petition for Settlement Paragraph III.5.f.





� 	Id.





� 	Joint Petition for Settlement Paragraph III.5.g.





� 	Id.
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