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RECOMMENDED DECISION


Before
Susan D. Colwell
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INTRODUCTION

		This decision recommends approval and adoption of a full settlement of a natural gas distribution company's annual purchased gas cost tariff.

HISTORY OF THE PROCEEDING
	
		On May 1, 2015, UGI Penn Natural Gas, Inc. (PNG); UGI Central Penn Gas, Inc. (CPG); and UGI Utilities, Inc. – Gas Division (UGI), (collectively UGI Companies) submitted their pre-filing preliminary information in support of their annual purchased gas cost tariffs (PGC) pursuant to 52 Pa. Code §§ 53.64 and 53.65.  This Recommended Decision addresses the PNG filing only.

	On May 19, 2015 the Office of Consumer Advocate (OCA) filed Notices of Appearance and Formal Complaints in each of the UGI Companies' proceedings as captioned above.

	On May 22, 2015 the Office of Small Business Advocate (OSBA) filed Notices of Appearance and Formal Complaints in each of the UGI Companies' dockets.

	The Commission's Bureau of Investigation & Enforcement (I&E) filed Notices of Appearance in each of the UGI Companies' proceedings on May 27, 2015.  

	Definitive PGC filings were filed on June 1, 2015.  The proposed PGC tariffs have proposed effective dates of December 1, 2015.  

		After consultation with counsel, a Prehearing Conference was scheduled for Friday, June 12, 2015.  I issued a prehearing order on June 4, 2015, which set forth some of the requirements for formal proceedings before the Commission and directed that prehearing memoranda be filed by the parties on or before noon on June 11, 2015.  Each party complied by filing a prehearing memo on June 11, 2015.

		The Prehearing Conference was held as scheduled, with the following counsel appearing:  on behalf of the three UGI companies, Danielle Jouenne, Esq., Mark Morrow, Esq.;
on behalf of the OCA, Lauren M. Burge, Esq.; on behalf of the OSBA, Steven Gray, Esq.; on behalf of I&E, Scott Granger, Esq.

		The cases were consolidated for purposes of litigation but not decision.  The parties agreed upon a schedule, which is set forth and adopted in the Scheduling Order issued as amended June 12, 2015.  Counsel for the UGI companies indicated that a proposed protective order would be circulated and then filed in the near future.  

[bookmark: _GoBack]		On July 2, 2015, Counsel for the UGI companies e-filed and served a Joint Petition for Protective Order which indicated that counsel for all parties agreed with the wording.  The Joint Petition was granted by Order issued July 2, 2015.[footnoteRef:1] [1:  	Note that the UGI Industrial Intervenors were granted intervenor status by order dated July 9, 2015, in the cases of UGI and CPG only.] 


		On July 22, 2015, prior to the evidentiary hearings, counsel for the UGI companies informed me that a full settlement had been reached.  The procedural schedule was suspended, and the parties were permitted to seek admission of testimony and exhibits by motion instead of attending a formal hearing.  On July 24, 2015, the parties filed a Stipulation of Admission in Evidence.  On August 17, 2015, I issued an Order granting the admission of testimony and exhibits into the record.

		On August 19, 2015, the parties filed their Stipulation in Settlement of Section 1307(f) Rate Investigation.  The Companies, the OCA, the OSBA, and the Commission's Bureau of I&E have signed the agreement.  

		The Settlement is ripe for review.

FINDINGS OF FACT

		1.	PNG is a natural gas distribution company with gross intrastate annual operating revenues in excess of $40 million and is authorized by the provisions of Section 1307(f) of the Public Utility Code, and the Commission's gas cost recovery regulations at 52 Pa.Code §§ 53.61-53.68 to make annual purchased gas cost (PGC) filings proposing gas rate modifications to reflect increases or decreases in its natural gas costs.  

		2.	The Office of Consumer Advocate is authorized to represent the interests of consumers before the Commission.  Act 161 of 1976, 71 P.S. Section 309-2.

		3.	The Commission's Bureau of Investigation and Enforcement (I&E) serves as the prosecutory bureau for purposes of representing the public interest in ratemaking and service matters before the Office of Administrative Law Judge and enforcing compliance with the state and federal motor carrier safety and gas safety laws and regulations.  Implementation of Act 129 of 2008 Organization of Bureaus and Offices, Docket No. M-2008-2071852 (Order entered August 11, 2011).

		4.	The Office of Small Business Advocate is authorized and directed to represent the interests of small business consumers of utility service in Pennsylvania under the provisions of the Small Business Advocate Act, Act 181 of 1988, 73 P.S. §§ 399.41-399.50.

		5.	The parties have filed a complete Stipulation in Settlement, signed by the Company, OCA, OSBA, and I&E.

		The following terms are taken directly from the Settlement, and the numbering appearing in the Settlement is retained for ease of reference:

III.		GENERAL PROVISIONS OF SETTLEMENT
	19.	The Parties agree the rates for the recovery of the purchased gas costs of PNG should be revised effective December 1, 2015, subject to updates, to reflect the rates set forth in Appendix A.

	20.	PNG will, upon request in the form of a discovery request in future PGC proceedings, provide a schedule that reconciles the volumes and calculations provided in the PNG annual Unaccounted for Gas (“UFG”) report, filed with the Commission pursuant to 52 Pa. Code § 59.111, as adopted by the Commission in its Final Order entered on April 4, 2013 at Docket No. L-2012-2294746, and the coincident year’s 1307(f) calculation.

	21.	In its Book 2 filing, PNG proposed a projected design day demand using the firm demand on February 19, 2015 (with a mean temperature of 3 degrees Fahrenheit) and extrapolated firm demand at a design cold temperature of -6 degrees Fahrenheit to project firm design day demand of 632,362 for Winter 2015-2016.  Based on the design day analysis described above, in its filing, PNG determined a design day capacity shortfall of 4,666 Dth per day for the 2015-2016 Winter, with a projected shortfall increase of 3,994 Dth per day beginning with the 2016-2017 Winter through the 2019-2020 Winter.  PNG Stmt. 3, p. 5, lines 6-7.  PNG proposed in its filing to meet this shortfall by increasing the quantities of delivered supply from UGI Energy Services, LLC (“UGIES”) under the existing peaking contract to 4,666 Dth per day of Maximum Daily Quantity (“MDQ”), with an MDQ increase of 3,994 Dth for growth each subsequent year.  PNG Stmt. 3 p. 5 line 6 - p. 6, line 4.  The Parties agree that in lieu of its projected design day analysis described above, PNG will base its design day on the coldest 30 days from the past two winters, including a 2 degree wind chill factor, resulting in a projected design day demand 631,177 Dth for Winter 2015-2016.  This design day analysis results in a capacity shortfall of 3,481 Dth per day rather than 4,666 Dth per day.  PNG will be permitted to contract with UGIES for 3,481 Dth per day of peaking service each year for the five-year term of 2015-16 through 2019-20.  PNG will conduct an RFP next year for any shortfall for Winter 2016-17 and beyond. 

	22.	In its Book 2 filing, PNG described a Tennessee service interruption at the Honesdale gate station in October 2014 for system maintenance that would have interrupted service to approximately 2,650 PNG customers.  In response, PNG arranged for LNG service from Transgas, Inc. of Massachusetts at a total cost of $176,000 for facilities, $30,263 for the LNG, and approximately $99,000 in related internal costs for a total combined cost of $305,263.  PNG Stmt. 3, p. 10, line 20 - p. 11, line 20.  The Parties agree that PNG is permitted to recover a total of $146,096 of costs associated with the LNG supply costs through its PGC rates, comprised of: (a) $123,200 (70%) of the facility costs charged by Transgas, Inc.; (b) $21,184 (70%) of the commodity costs charged by Transgas, Inc.; and (c) $1,712, equal to the remaining 30  percent of the LNG commodity volumes multiplied by the market price for natural gas that PNG would have incurred during the Tennessee service interruption period of October 27, 2014 through October 20, 2014[footnoteRef:2] but for the deliveries of Honesdale transportation customers during this period.  The 70 percent recovery factor for LNG facility and commodity costs is equal to the percentage share of supply used by PGC customers for the Honesdale segment during the period of October 27, 2014, through October 30, 2014, when this segment was served by LNG.  PNG will not recover through its PGC rates the related internal costs of $99,000. [2:  This was taken directly from the Stipulation in Settlement but should read "October 30, 2014" as it does five lines later.] 


III.	STANDARDS AND FINDINGS

	23.	This proceeding involves Commission review pursuant to Sections 1307 and 1318 of the Public Utility Code.  Under Section 1307(f), the Commission, after hearing, must determine what portion of the gas costs PNG may recover for a previous 12-month period under the standards set forth in Section 13018.  In addition, because PNG has filed tariffs proposing new PGC rates, the Commission must determine whether the requirements of Section 1318 can be met.  This determination must precede Commission approval of the Company’s proposed rates.  The historic period reviewed in this proceeding is the twelve-month reconciliation period ending March 31, 2015.  The new tariff rates are intended to become effective December 1, 2015.

A. Historic Reconciliation Period Standards

	24.	With respect to PNG’s gas purchases and gas purchasing practices during the twelve-month historic reconciliation period ending March 31, 2015, all Parties agree, and request the Commission to find, that PNG has met the standard set forth in Section 1318 of the Public Utility Code, as required by Section 1307(f)(5) of the Public Utility Code, as to all historic period purchased gas costs.  All Parties request that the Commission find, 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-month period ended March 31, 2015, PNG has met the requirements of Section 1318 of the Public Utility Code by pursuing a least-cost fuel procurement policy, consistent with its obligation to provide safe, adequate and reliable service to its customer.  Information submitted by PNG in support of the required statutory findings can be found in the following sections of PNG Exhibit 1: 

(a) FERC Participation (§1317(a)(1); §1318(a)(1)):  Prefiling, Section 3
(b) Supplier Negotiations/Renegotiations (§1317(a)(2); §1318(a)(2)):  Prefiling, Sections 2 and 5.
(c) Efforts to Obtain Lower Cost Supplies (§1317(a)(3); §1318(a)(3)): Prefiling, Sections 1, 2, and 5.
(d) Withheld Supplies (§1317(a)(4); §1318(a)(4)): Prefiling, Section 5.
(e) Affiliated Purchases (§1317(b); §1318(b)): Prefiling, Section 13.
(f) Least Cost Fuel Procurement Policy (§1317(a); §1318(a)): Prefiling, Section 1, 2 and 5.
(g) Calculation of 2015 PGC Rates:
i) June 1, 2015, Filing, Schedule A – Computation of Purchased Gas Cost Rate effective Dec. 1, 2015;
ii) June 1, 2015, Filing, Schedule B (page 1) – Development of Projected Cost of Gas (C-Factor);
iii) June 1, 2015, Filing, Schedule B (pages 2-13) – Projected Supply Volumes, Rates Costs;
iv) June 1, 2015, Filing, Schedule C – “E” Factor Calculations;
v) June 1, 2015, Filing, Written Direct Testimony of Tracy A. Hazenstab, Senior Analyst – Rates.
(h) Reliability (§1317(c)):  Prefiling, Section 14.

B. Projected Period Findings

	25.	With respect to the twelve-month period beginning December 1, 2015, the period of time during which the proposed rates contained in this Settlement would be in effect, all Parties agree and request the Commission to find that PNG has satisfied each of the standards for a least cost procurement policy set forth in Section 1318 of the Public Utility Code, including the standards set forth in 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 the evidence of record in this proceeding.  Nevertheless, it is expressly understood and agreed that such findings, relating to the rates to become effective December 1, 2015, are made solely for the purpose of setting prospective rates and shall be subject to further review in an appropriate future proceeding.  This Section of the Settlement, Section IV.B., is not intended to limit or prevent any party from challenging projected gas purchases that actually have been made, including those made during the interim period of April 1, 2015 through November 30, 2015, and future gas purchasing practices that have been implemented, or from reviewing whether these gas purchases and gas purchasing practices have, in fact, complied with the standards of 1318, except as provided in Section III above.

	26.	If, in an appropriate future proceeding, gas purchases and gas purchasing practices relating to the period December 1, 2015, through November 30, 2016, are challenged, the Commission’s findings made pursuant to Section IV.B. of this Settlement 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, 2015, except as provided in Section III above.

	26.	The Parties also agree that future examination of the gas costs relating to the period April 1, 2015, through November 30, 2016, to determine whether PNG’s 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 adoption of the findings under Section IV.B. of this Settlement shall not be construed to limit or prevent any disallowance or reduction of such costs, except as provided in Section III above.

End direct quote from Stipulation in Settlement.

DISCUSSION

		Commission policy is to encourage settlements, which are usually preferable to the results of a fully litigated proceeding.  52 Pa.Code §§ 5.231, 69.401.

		The Commission must determine that a settlement is in the public interest in order to approve it.  Pa. Pub. Util. Comm’n v. The York Water Company, PUC Docket No.
R-00049165, Order entered October 4, 2004; Pa. Pub. Util. Comm’n v. C S Water and Sewer Associates, 74 Pa. PUC 767 (1991); I&E Stmt. in Support at 4, quoting Pa. Pub. Util. Comm'n v. Philadelphia Electric Company, 6 Pa. PUC 1, 22 (1985).  In the present case, the three public advocates have signed an agreement which fully resolves all outstanding issues. 

		In addition to the obvious benefits of avoiding the expense of full litigation, the public interest is served by a determination that the statutory requirements of the Public Utility Code have been met.  For the reasons set forth in more detail in the following discussion, approval of the Settlement is recommended because this Settlement resolves the issues in this case, fairly balances the interests of PNG and its ratepayers, is in the public interest, and is consistent with the requirements of Sections 1307 and 1318 of the Public Utility Code, 66 Pa.C.S. §§ 1307, 1318. 

		As noted in the Settlement, before the Commission can find that the proposed rates are just and reasonable, the Commission must find that UGI is pursuing a least cost fuel procurement policy, consistent with its obligation to provide safe, adequate and reliable service to its customers.  To make this determination, the Public Utility Code requires the Commission to make seven specific findings.  Four are in Section 1318(a):

	(1)	That the utility has fully and vigorously represented the interests of its ratepayers in proceedings before the Federal Energy Regulatory Commission (FERC);

	(2)	That the utility has taken all prudent steps necessary to negotiate favorable gas supply contracts and to relieve the utility from terms in existing contracts with its gas suppliers which are or may be adverse to the interest of the utility's ratepayers;

	(3)	That the utility has 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; and,

	(4)	That the utility has not withheld from the market or caused to be withheld from the market any gas supplies which should have been utilized as part of a least cost fuel procurement policy.

		Because PNG purchases part of its gas from affiliated interests, Section 1318(b) requires the Commission to make the following three findings:

	(5)	That the utility has fully and vigorously attempted to obtain less costly gas supplies on both short-term and long-term bases from non-affiliated interests:

	(6)	That each contract for the purchase of gas from its affiliated interest is consistent with a least cost fuel procurement policy; and 

	(7)	That neither the utility nor its affiliated interest has withheld from the market any gas supplies which should have been utilized as part of a least cost fuel procurement policy.

		1.	Whether PNG has fully and vigorously represented the interests of its ratepayers in proceedings before the Federal Energy Regulatory Commission.

		Section 3 of the Company's Prefiling, Book 1, contains the Company's response to Commission regulations, 52 Pa.Code § 53.64(c)(4), indicating that PNG is an active local distribution company before the FERC in all relevant pipeline regulatory proceedings.  Its participation is designed to minimize the purchased gas cost and/or improve the level or quality of service provided to PNG by its interstate pipeline suppliers.  A listing of FERC proceedings is included in the Prefiling at Section 3.  PNG states:

	Because the FERC has jurisdiction over the pipeline transportation and storage services included in PNG's supply portfolio, PNG is an active local distribution company before the FERC in all relevant pipeline regulatory proceedings.

	PNG actively monitors many different FERC proceedings or initiatives either individually or through the American Gas Association.  PNG will intervene in, file comments regarding, protest, or otherwise participate in specific pipeline proceedings or FERC initiatives as necessary.  This activity is designed to minimize the purchased gas cost and/or improve the level or quality of service provided to PNG by its interstate pipeline suppliers.

Prefiling, Section 3. 

		2.	Whether PNG has taken all prudent steps necessary to negotiate favorable gas supply contracts and to relieve the utility from terms in existing contracts with its gas suppliers which are or may be adverse to the interest of the utility's ratepayers.

		The parties agree that PNG has taken all prudent steps necessary to negotiate favorable gas supply contracts and to relieve the utility from terms in existing contracts with its gas suppliers which are or may be adverse to the interest of the utility's ratepayers.  Support for this finding is found in the Prefiling, Sections 2 and 5.

		3.	Whether PNG has 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, in compliance with 66 Pa.C.S. § 1318.

PNG reports as follows:

PNG's fuel procurement practices are designed to meet the natural gas requirements of its firm customers following a least cost procurement strategy, providing secure and reliable supplies and promoting price stability.  PNG utilizes several risk management software applications, a diverse portfolio, and the resident knowledge of its employees to meet these objectives in a least cost manner.

Prefiling, Section 5.  

PNG implements its least cost procurement strategy while balancing reliability and price stability by managing a portfolio of supplies from a diverse set of sources.  During the 12-month historic period, April 2014 through March 2015, PNG purchased its supplies, including those utilized for storage injection, from producers and marketers.  These purchases were delivered via FT (Firm Transportation) on Columbia, Columbia Gulf, Tennessee, and Transco; via direct supply from UGI Energy Services; or via peaking facilities directly connected to PNG's distribution system.

	Supplies not selected in 2014-2015 fall outside two categories:

	(1)	Each month, PNG receives bids from producers and marketers for short-term and long-term purchases.  Purchases are evaluated using least cost economic dispatch based on the incremental cost of the gas delivered to the city gate via each pipeline route.  PNG first buys gas from the lowest cost reliable bidder.  If the volume offered at that price is insufficient to meet full requirements or the take away capacity available from that receipt point is insufficient, then the remaining requirements are acquired at the next higher price.  This incremental process continues until all requirements are met.
* * *
	(2)	PNG continually evaluates the market competitiveness of its term contracts.  PNG regards term contracts as those having multiple months.  The choice to maintain or terminate a contract is based on the performance of the supplier, price changes, fixed charges, location of the gas, capacity or cost changes on the connecting pipeline, the competitive nature of the commodity provisions, the ability to deliver the gas at pooling receipt points and the supply purchase requirements.  These contracts are subject to firm deliverability requirements because they supply gas to firm residential and commercial customers with no alternative energy source.

	PNG's criteria for firm supply contract selection include, among other measures, competitive prices, prudent price renegotiation provisions, market-out provisions, deliverability warranties or contingencies, and to the extent possible, acceptable creditworthiness assurances and indemnification for liabilities beyond PNG's control.

Prefiling Section 2, pp. 1-2.

No party has opposed these statements, which adequately address the statutory requirements.

	4.	Whether the utility has not withheld from the market or caused to be withheld from the market any gas supplies which should have been utilized as part of a least cost fuel procurement policy.

PNG's evidence regarding this issue appears in Prefiling, Section 5.  No party has opposed these statements, which adequately address the statutory requirements.

	5.	Whether the utility has fully and vigorously attempted to obtain less costly gas supplies on both short-term and long-term bases from non-affiliated interests.

		PNG's evidence in support of this finding is not opposed by any party.  Accordingly, PNG's claim that it has fully and vigorously attempted to obtain less costly gas supplies on both short-term and long-term bases from non-affiliated interests in accordance with Section 1318(b)(1) is accepted.

	6.	Whether each contract for the purchase of gas from its affiliated interest is consistent with a least cost fuel procurement policy.

		This finding requires an examination of PNG's supply arrangements with its affiliated suppliers to determine whether they satisfy PNG's obligation to pursue a least-cost fuel procurement policy consistent with its obligation to provide safe, adequate, and reliable service.  The evidence supporting the requirement shows that PNG's contractual relationships with its affiliates is consistent with the standards set forth in 66 Pa.C.S. § 1318(b)(2), and no party opposes this finding.  See Section 13 of the Prefiling.

	7.	Whether the utility nor its affiliated interest has withheld from the market any gas supplies which should have been utilized as part of a least cost fuel procurement policy.

No party has opposed the evidence supporting the actions of PNG or its affiliates in terms of supporting its actions as consistent with the requirements of Section 1318(b)(3).  See Section 5 of the Prefiling.

Reconciliation of Unaccounted For Gas Reporting

		The Company states that it has agreed to provide a schedule that reconciles the volumes and calculations provided in the UGI annual Unaccounted for Gas report filed with the Commission pursuant to 52 Pa.Code § 59.222, as adopted by the Commission in its Final Order at Docket No. L-2012-2294764 (Final Order entered April 4, 2013), in the form of a discovery request in future PCG proceedings.  This, the Company avers, will provide future PGC participants with additional information, and thus is in the public interest.  UGI Stmt. in Support at 2.

		I&E states that the Settlement terms are an improvement upon the Company's initial proposal because it will give parties the ability to reconcile the volumes and calculations provided in the Annual UFG Report and the coincident year from the 1307(f) UFG calculation.  I&E Stmt. in Support at 9.  

		OSBA posits that the reconciliation will clarify inconsistencies and facilitate the evaluation of the Company's performance.  OSBA Stmt. in Support at 2.

Design Day - Peaking Service

PNG proposed a projected design day demand using the firm demand on February 19, 2015 (with a mean temperature of 3 degrees Fahrenheit) and extrapolated firm demand at a design cold temperature of -6 degrees Fahrenheit to project firm design day demand of 632,362 for Winter 2015-2016.  Based on the design day analysis described above, in its filing, PNG determined a design day capacity shortfall of 4,666 Dth per day for the 2015-2016 Winter, with a projected shortfall increase of 3,994 Dth per day beginning with the 2016-2017 Winter through the 2019-2020 Winter.  PNG Stmt. 3, p. 5, lines 6-7.  PNG proposed in its filing to meet this shortfall by increasing the quantities of delivered supply from UGI Energy Services, LLC (“UGIES”) under the existing peaking contract to 4,666 Dth per day of Maximum Daily Quantity (“MDQ”), with an MDQ increase of 3,994 Dth for growth each subsequent year.  PNG Stmt. 3 p. 5 line 6 - p. 6, line 4. 

PNG Stmt. in Support at 3-4.

	I&E pointed out that PNG had not submitted a request for proposal for the extra 4,666 dth capacity, and recommended that the 4,666 Dth contract extension be limited to one year, with a RFP issued for any future requirements should future data show an increase or decrease in peak day requirements. I&E Stmt. 1, p.4, lines 1-6; I&E Stmt. in Support at 6.

	 OCA challenged PNG’s calculation of its peak day requirements arguing that its regression analysis should be based on the 30 coldest days over the last two years, OCA Stmt. 1, p. 8, lines 11-13, without a wind speed adjustment, OCA Stmt. 1, p. 10, lines 5-8, and concluded the PNG had no need for incremental peaking services. OCA Stmt. 1, p. 10, lines 13-15. 

	The Settlement adopts the OCA’s recommendation to calculate PNG’s design day using the coldest 30 days from the past two winters, but retains the two degree wind chill factor agreed to in PNG’s 2007 PGC settlement, resulting in a projected design day demand 631,177 Dth for Winter 2015-2016.  This design day analysis results in a capacity shortfall of 3,481 Dth per day rather than 4,666 Dth per day as originally projected.  PNG will be permitted to contract with UGIES for a 3,481 Dth per day of peaking service each year for the five-year term of 2015-16 through 2019-20.  PNG will conduct an RFP for incremental service next year for any shortfall for future winter seasons.

	These Settlement terms reasonably resolve this issue of PNG’s design day requirements and supply, is in the public interest and should be approved.

Honesdale Station Outage

	In its Book 2 filing PNG explained how it acquired and utilized a temporary LNG vaporization service from Transgas of Massachusetts, Inc. (“Transgas”) to maintain service to the Honesdale segment of its distribution system during an October 2014 Tennessee outage required for system maintenance, and sought the recovery through its PGC rates of $176,000 in Transgas equipment charges, $30,263.15 for Transgas commodity charges and $99,000 for PNG internal costs incurred to prepare, monitor and disassemble temporary facilities needed to receive the LNG supplies. PNG Stmt. 3, p. 11, lines 17-20. 

	OCA recommended limiting costs recovery through the PGC to 78 percent of the Transgas commodity charges, or $23,600, reflecting OCA's understanding of the portion of Honesdale flows attributable to PGC customers. OCA Stmt. 1, p. 11, lines 13-24. OCA also noted that it was not clear why PNG should have continued to pay Tennessee demand charges during the outage, and if such demand charges would have been reduced it would have been reasonable for PNG to recover equipment charges up to the reduction in Tennessee demand charges. Id. 

	PNG responded that the split of usage between core market customers and transportation customers during the actual period of interruption was 30 percent transportation and 70 percent PGC. PNG Stmt. 3-R, p. 3, lines 17-23; PNG Ex. PNG-DCB-1-R. PNG notes:  (1) that it is not appropriate to recover LNG commodity costs from transportation customers since they continued to deliver gas to PNG’s system during the outage with the gas being used to meet the needs of other core market customers, PNG Stmt. 3-R, p. 4, lines 3-8; (2) that Transgas equipment charges were equivalent to pipeline demand charges and are recoverable as PGC costs;  PNG Stmt. 3-R, p. 4, line 11 – p. 5, line 22; and (3) that while PNG has sought a demand charge reduction from Tennessee, it is unclear whether it will receive such a credit, and in any event the value of the credit would be estimated to be approximately $1,800. PNG Stmt. 3-R, p. 6, line 6-17.

	 The Settlement permits PNG to recover a total of $146,096 of costs associated with the LNG supply costs needed to serve Honesdale during the Tennessee service interruption through its PGC rates, comprised of: (a) $123,200 (70%) of the facility costs charged by Trangas; (b) $21,184 (70%) of the commodity costs charged by Transgas; and (c) $1,712, equal to the remaining 30  percent of the LNG commodity volumes multiplied by the market price for natural gas that PNG would have incurred during the Tennessee service interruption period of October 27, 2014 through October 30, 2014 but for the deliveries of Honesdale transportation customers during this period. PNG also agreed to not seek recovery of its associated internal costs.  PNG Stmt. in Support at 4-6.

	OCA posits that the Settlement allows only the recovery of appropriate costs.  OCA Stmt. in Support at 4.

	These Settlement terms will enable PNG to recover a portion of LNG supply costs it incurred to maintain service to Honesdale during the Tennessee service interruption, are in the public interest and should be approved.

Other terms	

		The Stipulation contains the usual language regarding the effect of the Stipulation and the effect if the Commission does not act in a timely manner.[footnoteRef:3] [3: 	1.	This Settlement is conditioned upon the Commission’s approval of the terms and conditions contained herein without modification, addition or deletion.  If the Commission modifies the Settlement or fails to approve, by December 1, 2015, the terms and conditions of this Settlement and the rates set forth in Appendix A of this Settlement, as modified to reflect updates and tariff modifications traditionally performed on December 1 effective for service rendered on and after December 1, 2015, then any of the Parties may elect to withdraw from this Settlement and may proceed with litigation.  In such event, this Settlement shall be void and of no effect.  Such election to withdraw must be made in writing, filed with the Secretary of the Commission and served upon all Parties within five (5) business days after the entry of an order modifying or disapproving the Settlement.
If the Commission modifies or does not approve the Settlement and the proceedings continue to hearings on the issues that are the subjects of this Settlement, the Parties reserve their respective rights to present additional testimony and to conduct full cross-examination, briefing and argument on these subjects.
Except as otherwise specifically provided in this Settlement, this Settlement is proposed by the Parties to settle all issues in the instant proceeding and is made without any admission against, or prejudice to, any position that any Party may adopt during any subsequent litigation of this proceeding if the Commission disapproves or modifies this Settlement or any position that any Party may adopt in any other proceeding.
It is understood and agreed among the Parties that this Settlement is the result of compromises by all Parties and does not necessarily represent the position(s) that would be advanced by any party in the event this proceeding were to be litigated fully.
This Settlement is being presented only in the context of this Section 1307(f) proceeding in an effort to resolve certain outstanding issues in a manner that is fair and reasonable.  Except as otherwise specifically provided in this Settlement, the Settlement reflects compromises on all sides, and is presented without prejudice to any position that any of the parties may have advanced and without prejudice to the positions that any of the parties may advance in the future on the merits of the issues.
The Parties acknowledge and agree that this Settlement shall have the same force and effect as if the Parties had fully litigated this proceeding with regard to the historic period ended March 31, 2015.
Except as provided above, all Parties agree to fully support the terms and conditions of the Settlement during further litigation in this proceeding.
This Settlement may be executed in counterparts.
] 


		Accordingly, the proposed rates under the Stipulation are just and reasonable because the utility is pursuing a least cost fuel procurement policy, consistent with the utility’s obligation to provide safe, adequate and reliable service to its customers.  This decision recommends approval of the Proposed General Stipulation of All Issues of the Rate Investigation Pursuant to 66 Pa. C.S. § 1307(f) as in the public interest for the reasons set forth herein. 

CONCLUSIONS OF LAW
	1.	The Commission has jurisdiction over the parties and subject matter of this proceeding.  66 Pa.C.S. §§ 1307(f), 1317-18 and 501, et seq. 

2.	UGI Penn Natural Gas, Inc. has met the requirements of Section 1318 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.  66 Pa.C.S. § 1318. 

3.	UGI Penn Natural Gas, Inc.’s rates for purchased gas costs, as the parties have agreed upon in this proceeding, during the relevant time period are just and reasonable and in compliance with 66 Pa.C.S. § 1318. 

4.	UGI Penn Natural Gas, Inc. has fully and vigorously represented the interests of its ratepayers in proceedings before the Federal Energy Regulatory Commission and other relevant non-PUC proceedings during the relevant time period in compliance with 66 Pa.C.S. § 1318(a)(1). 

5.	UGI Penn Natural Gas, Inc. has 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 utility’s ratepayers in compliance with 66 Pa.C.S. § 1318(a)(2). 

6.	UGI Penn Natural Gas, Inc. has 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 in compliance with 66 Pa.C.S. § 1318(a)(3). 

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

8.	UGI Penn Natural Gas, Inc. has fully and vigorously attempted to obtain less costly gas supplies on both short-term and long-term bases from nonaffiliated interests in compliance with 66 Pa.C.S. § 1318(b)(1) and (2). 

9.	Neither UGI Penn Natural Gas, Inc., nor its affiliated interests has withheld from the market any gas supplies which should have been utilized as part of a least cost fuel procurement policy in compliance with 66 Pa.C.S. § 1318(b)(3). 

10.	The Joint Petition for Settlement is in the public interest. 

ORDER


THEREFORE,

IT IS RECOMMENDED:

		1.	That the Settlement among UGI Penn Natural Gas, Inc., the Pennsylvania Public Utility Commission’s Bureau of Investigation and Enforcement, the Office of Consumer Advocate, and the Office of Small Business Advocate in the above-captioned case, filed at Docket Nos. R-2015-2480934, C-2015-2483227 and C-2015-2484118, is approved without modification. 

		2.	That on not less than one day’s notice of the final Commission order approving the Settlement, UGI Penn Natural Gas, Inc. shall file tariff supplements implementing rates consistent with the proposed rates contained in Section II of the Settlement, as modified to reflect updates and tariff modifications traditionally performed as part of UGI Penn Natural Gas, Inc. 's December 1st PGC compliance filings, to become effective on and after December 1, 2015.
 
		3.	That, upon the filing of the tariff supplements described in Paragraph 2, above, the complaint filed by the Office of Small Business Advocate in these proceedings at Docket No. C-2015-2484118 be marked satisfied and closed. 

		4.	That, upon the filing of the tariff supplements described in Paragraph 2, above, the complaint filed by the Office of Consumer Advocate in these proceedings at Docket No. C-2015-2483227 be marked satisfied and closed. 

		5.	That upon acceptance and approval by the Commission of the tariff supplement and supporting data filed by UGI Penn Natural Gas, Inc., as being consistent with this Order and the Joint Petition for Settlement of the Rate Investigation pursuant to 66 Pa.C.S.A. 
§ 1307(f), the inquiry and investigation at Docket No. R‑2015-2480934 be terminated.  


Dated:	September 1, 2015					/s/				
							Susan D. Colwell
							Administrative Law Judge		
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