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INTRODUCTION



This decision recommends approval and adoption of the full settlement of PECO Energy Company’s annual purchased gas cost tariff.  The parties have agreed to the Purchased Gas Cost (“PGC”) Rates as proposed by PECO, i.e., the rates proposed by PECO and settlement rates are the same.  Under the settlement agreement reached, the Total PGC Rates effective December 1, 2016 , in dollars per Mcf agreed to are as follows:  Rates GR (General Service- Residential) and CAP (Customer Assistance Program) - $3.7590; Rate GC (General Service- Commercial and Industrial) and Excess Off-Peak Use Rider - $3.7327; and Rates OL (Outdoor Lighting), L (Large High Load Factor Service) and MV-F (Motor Vehicle Service- Firm) - $3.7225.  

There are no contested Lost and Unaccounted for Gas (“LUFG”) issues in this proceeding.  At the time of the filing, LUFG was reported as 2.7% for the 12 months ending 

March 31, 2016. 
  For the 12 months ending June 30, 2016, LUFG was 3.0%.  For the 36 month period ending June 30, 2016, LUFG was 3.5%. 
  The parties agreed to the PECO proposed LUFG and retainage, which is included in the settlement.  It provides as follows: Until November 30, 2016, the retainage volume will be 3.5%, in accordance with the 20 15 Joint Petition for Settlement. 
  The retainage volume adjustment for the twelve-month period ending November 30, 2017 will be 3.6%, calculated based on the weighted three-year average of LUFG plus the portion of Company-use gas attributable to preheater gate station usage for the period ending June 30, 2016.  Once the data becomes available in approximately mid-July 2017, the retainage volume adjustment for the twelve-month period ending November 30, 2018 will be calculated based on the weighted three-year average of LUFG plus the portion of Company-use gas attributable to preheater gate station usage for the period ending June 30, 2017. 
I.
HISTORY OF THE PROCEEDING
On May 13, 2016, PECO Energy Company’s (“PECO”) submitted its pre-filing preliminary information in support of its annual purchased gas cost tariffs (“PGC”) pursuant to 66 Pa.C.S. § 1307(f), 52 Pa.Code §§ 53.64 and 53.65.  
On May 26, 2016 the Office of Consumer Advocate (“OCA”) filed a Notice of Appearance and Formal Complaint, Docket No. C-2016-2547692. 
On May 31, 2016, PECO filed its Purchased Gas Cost No. 33 rate (“PGC No. 33 rate”) to become effective for service rendered on or after December 1, 2016 (“PGC 33 Filing”) pursuant to 66 Pa.C.S. § 1307(f).

Public notice of the proposed PGC No. 33 rate was accomplished through bill inserts and newspaper publications in PECO’s service territory, as required by 52 Pa.Code § 53.68.

On June 1, 2016, the Philadelphia Area Industrial Energy Users Group (“PAIEUG”) filed a Petition to Intervene. 

On June 3, 2016, the Office of Small Business Advocate (“OSBA”) filed a Notice of Appearance.  

On June 6, 2016, OSBA filed a Formal Complaint, Docket No. C-2016-2549335. 

Also on June 6, 2016, the Commission’s Bureau of Investigation & Enforcement (“I&E’) filed a Notice of Appearance.

On June 10, 2016, a Prehearing Conference including all parties was held, during which a procedural schedule was established and a Motion for Protective Order was presented by PECO.


A Protective Order was issued on June 13, 2016.   


On June 21, 2016, a Prehearing Order was issued which included the procedural schedule and granted the Petition to Intervene of PAIEUG.  


Parties engaged in discovery, both formal and informal.


PECO included direct testimony in its May 13, 2016 pre-filing.  No other party filed direct or rebuttal testimony.


On July 7, 2016, the parties informed the undersigned that a full settlement had been reached. 


On August 11, 2016, the parties filed a Joint Petition for Complete Settlement and a Motion for Admission of Testimony and Exhibits signed by counsel representing PECO, OCA, I&E, and OSBA wherein all parties stipulate to the authenticity of the testimony and exhibits.

On August 12, 2016, PAIEUG filed a letter stating that it does not oppose the settlement agreement.


An order admitting testimony and exhibits was issued on August 30, 2016. Admitted were:
a.
PECO’s Advance Filing (pre-filing) consisting of Sections 1-22; and
b.
PECO Statement Nos. 1 and 2 and accompanying Exhibits (CPT-1 through CPT-6, including CPT-5 (Errata Version), and APD-1 through APD-5).



The Settlement is ripe for review.

II.
FINDINGS OF FACT
PECO operates a natural gas distribution system in the southeastern portion of Pennsylvania subject to the jurisdiction of the Commission (PECO St. 1, p. 4-5) 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 (OSBA) 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.
Philadelphia Area Industrial Energy Users Group (PAIEUG) is an ad hoc group of energy customers receiving transportation-related services from PECO, including service under Rate TS-1 (Gas Transportation Service - Interruptible) and Rate TS-F (Gas Transportation Service - Firm).  PAIEUG members use substantial volumes of natural gas in their manufacturing and operational processes, and these natural gas costs are a significant element of their respective costs of operation. 


6.
The parties have filed a complete Joint Petition for Complete Settlement signed by the Company, OCA, OSBA, and I&E, and not opposed by PAIEUG.



7.
PECO’s gas purchasing policy is designed to achieve a reasonable balance of long and short-term gas purchases that assures system supply reliability at the least cost.  (PECO St. 1, pp. 10).


8.
PECO receives almost all of its gas supply directly into its distribution system from Texas Eastern Transmission, LP (“Texas Eastern”), Transcontinental Gas Pipe Line Corporation (“Transco”), and Eastern Shore Natural Gas Company.  (PECO St. 1, p. 5).  Evidence of record shows that firm transportation contracts with these pipelines provide PECO the ability to purchase gas supplies directly from producers and marketers and to use firm transportation capacity on the pipelines for delivery of the gas to PECO.  (PECO St. 1, pp. 5, 14; PECO Adv. Filing §§ 2, 3 and 8).  PECO also obtains natural gas storage services from Dominion Transmission, Inc. (“DTI”).  (PECO St. 1, p. 5).  Evidence of record shows that PECO has purchased all of its requirements on competitive terms.  (PECO St. 1, pp. 21-24).


9.
PECO participated in significant rulemaking, rate and certificate proceedings before the Federal Energy Regulatory Commission (“FERC”) concerning interstate natural gas pipeline company rates and conditions of service that affect its costs and, therefore, its customers’ costs.  PECO also participated in major FERC proceedings of the interstate pipelines from which it receives transportation and storage service.  (PECO Adv. Filing § 5).

10.
In the past year, PECO renewed several storage and transportation service agreements, after unsuccessfully soliciting competitive alternatives.  (PECO St. 1, pp. 20-22).  
1. During the past year, PECO has not entered into any precedent agreements; however, pursuant to the 2015 Joint Petition (Docket No. R-2015-2480969, Commission Order October 22, 2015), PECO was approved for up to 27,500 Dth per day of firm transportation capacity with Texas Eastern for the M2M project.  (PECO St. 1, p. 23).

During the historic reconciliation period, PECO did not purchase gas from any affiliated interest.  (PECO St. 1, p. 6).

PECO did not withhold supplies or capacity from the market.  (PECO St. 1, p. 6). 

Projected gas costs, as reflected in this Joint Petition, are based on peak-day capacity requirements at a 0 degree design day temperature, as fully set forth in the record.  (PECO Adv. Filing § 16; PECO St. 1, p. 9).

III.
GENERAL PROVISIONS OF SETTLEMENT



The following is directly from the Joint Petition.  The numbering used in the Joint Petition is retained for ease of reference.  The terms are as follows:
2. Purchased Gas Cost Rates
(a) Attached as Appendix A to this Joint Petition are the rates and underlying cost data resulting from the Settlement that are applicable to the Commodity Charge (“CC”), the Gas Cost Adjustment Charge (“GCA”), the Balancing Service Charge (“BSC”) and the Balancing Charge (“BC”).
  These rates are predicated on the Company’s current gas cost projections and are the same as originally filed in this proceeding. To the extent that actual experience and changes in forecasted natural gas prices and demand would alter the CC, GCA and the BSC rates, PECO reserves the right to file quarterly adjustments to be effective September 1, 2016, December 1, 2016 and thereafter in accordance with 52 Pa.Code § 53.64.

(b) Attached as Appendix B to this Joint Petition is the pro forma tariff page showing the changes to the firm and interruptible supply reservation charges for Rate CGS (“City Gate Sales Services”).  PECO reserves the right to update Rate CGS and the Rate Transportation Service-Firm (“TS-F”) standby sales service demand charge, as shown in Appendix A, Statement No. 2, Exhibit APD-1, to be effective December 1, 2016, to the extent that actual experience and changes in forecasted natural gas prices and demand may alter these rates.

Balancing Charge Rate
Under the terms of the 2008 Base Rate Case Settlement, the Company is required to update the balancing charge as part of its annual 1307(f) filing.  As set forth in Exhibit CPT-1, accompanying PECO Statement No. 1, the Direct Testimony of Carlos P. Thillet in the 2016 PGC Case (and also included in Appendix A), the Company is proposing a balancing charge of $0.0067 per Mcf to become effective on December 1, 2016, which is $0.0036 per Mcf lower than the currently effective balancing charge. 
Gas Price Hedging
(c) The Company has complied with the requirements set forth in Paragraph 14 of the 2012 Joint Petition for Complete Settlement (“2012 Joint Petition”) and Paragraph 14 of the 2013 Joint Petition for Complete Settlement (“2013 Joint Petition”), as modified by paragraph 17 of the 2014 Joint Petition for Complete Settlement (“2014 Joint Petition”) with respect to its natural gas hedging program.  The Company has also complied with the requirements of the volumetric program by making the necessary hedges as set forth in Exhibit CPT-4 accompanying PECO Statement No. 1, the Direct Testimony of Carlos P. Thillet, in the 2015 PGC Case, in compliance with the 2015 Joint Petition for Complete Settlement (“2015 Joint Petition”).  Detail regarding the timing of hedges executed under this program, for delivery months March 2016 through February 2017 can be found at PECO Statement No. 1, the Direct Testimony of Carlos P. Thillet, in the 2016 PGC Case, Exhibit CPT-3.

(d) Additionally, pursuant to the 2014 Joint Petition, PECO issued three Requests for Proposals (“RFPs”) on November 14, 2014, February 15, 2015, and May 15, 2015.  It did not, however, enter into any fixed price purchases for the period December 1, 2016 through November 30, 2017 because there were less than three qualifying respondents for each of these RFPs.  Therefore, in accordance with paragraphs 10 and 11 of the “Basic Terms and Conditions Request for Proposals for a Twelve Month Fixed Price Contract” (“Basic Terms and Conditions”) as set forth in Exhibit CPT-5, accompanying PECO Statement No. 1, the Direct Testimony of Carlos P. Thillet, in the 2015 PGC Case, PECO did not enter into a fixed price contract. Further, in compliance with the 2015 Joint Petition, PECO issued its fourth and final Request For Proposal (“RFP”) for “unmet” fixed price hedges on August 15, 2015.  PECO did not receive responses from the minimum number of qualified bidders.  As such, in accordance with Paragraph 19(b) of the 2015 Joint Petition, the Company did not execute any fixed price deals under the Fix Priced component of the hedging program for December 2016, or anytime thereafter.    

(e) In its 2016 PGC Case, PECO is requesting that the volumetric component of its existing hedging program be replaced with a “Ratable Hedging Program.”  PECO’s as-filed proposal provided for the hedge of 25% of its projected purchase volumes with hedges to take place beginning in November of 2016 and continuing through April of 2019, which hedges would take place between three and 36 months in advance of the delivery date for the purchased gas.  The originally proposed execution schedule is set forth in Exhibit CPT-5 (Errata Version), accompanying PECO Statement No. 1, the Direct Testimony of Carlos P. Thillet, in the 2016 PGC case. 

In addition, PECO’s proposed Ratable Hedging Program includes the following two conditions, which are designed to protect against the payment of “risk premiums” on its hedges:

1.
PECO will not enter into any individual hedge unless there are at least three qualified respondents to the RFP; and 
2.
Each transaction will be evaluated and compared to current index market indicators, and if the proposed transaction is 10% higher than the indicators, then PECO will not conduct the transaction. 

(f) As requested by OCA and I&E, and for purposes of settlement, PECO has modified its proposed Ratable Hedging Program as follows:

1. PECO will hedge 20% of its projected purchase volumes; 

2. PECO will not make any hedges that are beyond 24 months in advance of the delivery date for the purchased gas;

3. PECO will not purchase any of its hedged gas procured as part of the Ratable Hedging Program from Transco Zone 4, nor will it use NYMEX Transco Zone 4 basis contract pricing as a market price indicator; and  

4. PECO will not make any financial hedges as part of its Ratable Hedging Program, which program will consist solely of hedges of physical gas.

The revised Ratable Hedging Program execution schedule incorporating the agreement of the Parties as to above terms is attached as Appendix C. 

(g) Pursuant to Paragraph 19(d) of the 2015 Joint Petition, and as described in PECO Statement No. 1 in the 2016 PGC Case, the Company will continue to make all the remaining hedges required in connection with the following schedule for the current Volumetric Program: 
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(h) In accordance with Paragraph 19(e) of the 2015 Joint Petition, PECO reviewed the volumetric component of its hedging program and prepared an analysis of historic data requested, the results of which are summarized as follows:
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The full analysis, including pricing, purchase locations, quantities and dates, is included in the report by month and year in Exhibit CPT-4, accompanying PECO Statement No. 1, to the Direct Testimony of Carlos P. Thillet in the 2016 PGC case.

Lost And Unaccounted For Gas Monitoring And Reporting
In accordance with Paragraph 20(c) of the 2015 Joint Settlement, PECO has provided a three-year weighted average for the period ending March 31, 2016, and June 30, 2016 in the following tables, as part of its 2016 PGC case.
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	PECO LUFG Calculation 

	 
	         Sendout
         in MCF
	      Billed Sales 

       in MCF
	 LUFG 
	Pre-Heater Fuel 

	12 months ending 6/30/2014
	  94,619,636 
	  90,882,251 
	3.9%
	103,354 

	12 months ending 6/30/2015
	  94,441,320 
	  91,223,487 
	3.4%
	104,799 

	12 months ending 6/30/2016
	  81,559,578 
	  79,147,887 
	3.0%
	  87,874 

	36 months ending 6/30/2016
	270,620,534 
	261,253,625 
	3.5%
	296,027 

	
	
	
	
	

	Retainage Calculation 

	 
	Sendout in MCF + Pre-Heater Fuel 
	Billed 
Sales 
in MCF
	Retainage Rate 
	Pre-Heater Company Use

	36 months ending 6/30/2016
	270,916,561 
	261,253,625 
	3.6%
	296,027.0 


Retainage 
In accordance with Paragraph 21 of the 2015 Joint Petition, the retainage volume adjustment for transportation service customers will be 3.5% for the 12 months beginning December 2015 and ending November 30, 2016.  

The retainage volume adjustment for the twelve-month period ending November 30, 2017 will be 3.6%, which was calculated based on the weighted three-year average of LUFG plus the portion of Company-use gas attributable to preheater gate station usage for the period ending June 30, 2016, as shown on the tariff pages attached hereto as Appendix D.  The retainage volume adjustment for the twelve-month period ending November 30, 2018 will be calculated based on the weighted three-year average of LUFG plus the portion of Company-use gas attributable to preheater gate station usage for the period ending June 30, 2017 once that data becomes available in approximately mid-July 2017.

Off-System Sales/Capacity Release Sharing
Pursuant to the 2015 Joint Petition, the off-system sharing mechanism was extended at the 25% rate through November 30, 2018.  PECO will further extend the off-system sharing mechanism through November 30, 2019.
Cost Recovery for Price Analysis and Buying Advisory Service
PECO will be permitted to recover as part of its purchased gas cost approved through this proceeding, the annual fee, not to exceed $125,000, to Planalytics® for PECO’s use of its EnergyBuyerSM price analysis and advisory service for the period beginning June 1, 2016 and ending May 31, 2017.
(End quote from Joint Petition for Complete Settlement.)
IV.
DISCUSSION



On May 31, 2016, PECO filed its Purchased Gas Cost No. 33 rate to become effective for service rendered on and after December 1, 2016 (“PGC 33 Filing”).  PECO made the PGC 33 Filing pursuant to 66 Pa.C.S. § 1307(f), which authorizes certain natural gas distribution companies to make annual purchased gas cost filings with the Commission to reflect increases or decreases in their natural gas costs.  Pursuant to 66 Pa.C.S. § 1307(f)(3), the Company’s PGC No. 33 Filing included a reconciliation of expenses previously incurred and revenues received.  In support of its PGC No. 33 Filing, PECO submitted supporting data and information including the Direct Testimony of witnesses Carlos P. Thillet (PECO Statement No. 1) and Anthony P. DiFelice (PECO Statement No. 2) and accompanying exhibits.
  No testimony or exhibits were filed or served by the other parties. 


The parties have now reached a settlement and are seeking approval of the Joint Petition and the rates proposed therein.  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); Pa. Pub. Util. Comm'n v. Philadelphia Electric Company, 6 Pa. PUC 1, 22 (1985).  In this proceeding, PECO, I&E, OCA and OSBA have each signed an agreement that fully resolves all outstanding issues.  The remaining party, PAIEUG, submitted a letter of non-opposition on August 12, 2016. 


This decision recommends approval of the Joint Petition for Complete Settlement pursuant to 66 Pa.C.S. § 1307(f) as in the public interest for the reasons set forth herein. Additionally, settlement avoids the expense of full litigation and the public interest is served by a determination that the statutory requirements of the Public Utility Code have been met.  Approval of the Joint Petition here is recommended because this settlement is in the public interest, resolves the issues in this case, fairly balances the interests of PECO and its ratepayers, and is in accordance with the requirements of Sections 1307 and 1318 of the Public Utility Code, 66 Pa.C.S. §§ 1307, 1318. 



The provisions of Section 1318(a) are applicable to gas utilities that recover their gas costs pursuant to Section 1307(f).  Under Section 1307(f), the Commission must determine whether PECO has met the standards of Section 1318 with regard to the gas costs PECO incurred during an historic twelve-month period.  Also, because the tariff filed by PECO proposes a new rate reflecting a change in the company’s natural gas costs, the Commission must determine whether the specific findings of Section 1318 can be made with regard to the period that rates will be in effect (the “Application Period”).  See 66 Pa.C.S. § 1318.  



In accordance with Section 1318(a), to approve the settlement here and the proposed rates therein, the Commission must find that the proposed rates are just and reasonable and that PECO is pursuing a least cost fuel procurement policy, consistent with its obligation to provide safe, adequate and reliable service to its customers.  In making such an assessment, the Public Utility Code requires the Commission to make four findings as set forth in Section 1318(a).  They are: 

(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,
66 Pa.C.S. § 1318(a).

Each finding is addressed as follows:
PECO has fully and vigorously represented the interests of its ratepayers in proceedings before the Federal Energy Regulatory Commission.

According to PECO advanced filing Section 5, PECO participated in rulemaking, rate and certificate proceedings before FERC.  These proceedings concerned the interstate pipelines from which PECO receives transportation and storage service interstate natural gas pipeline company rates and the conditions of service that affect both the costs to PECO and to its customers.  (PECO Adv. Filing § 5).  This is not contested by the other parties.  Further, nothing in the record suggests that PECO did not fully and vigorously represent the interests of its ratepayers during these proceedings. 
PECO 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.


Nothing in the record supports a finding that PECO has not been prudent in its negotiations toward obtaining favorable gas supply contracts or that PECO has maintained contracts with gas suppliers that are adverse to the interest of the ratepayers.



Additionally, the Company proposed replacing the Volumetric Program with a Ratable Hedging Program, which will improve PECO’s hedging strategy by 1) offering a reduction in price volatility, and 2) improving how far into the future prices are locked.  (PECO St. No. 1, p. 31).  Any issues that the other parties had pertaining to the particulars of the hedging program were resolved with this settlement, as more fully described below.  
PECO 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.



The statement of Carlos P. Thillet on behalf of PECO avers that the company has utilized and will utilize a least-cost procurement policy, which achieves a reasonable balance of long and short-term gas purchases under different pricing approaches (designed to reduce price volatility risk) in order to achieve system supply reliability at the least-cost.  (PECO St. No. 1, pp. 9-10).  He further states that the PECO procurement policy also incorporates use of its interstate transportation contracts to purchase supplies from geographically diverse locations that have substantial liquidity.  (PECO St. No. 1, p. 11).  This averment is not contested by any party. 
PECO 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.

There is no indication in the record that PECO has withheld gas supplies form the market or caused them to be held from the market. 
Other Issues
A. PECO’s Rates



Rates as of June 1, 2016 are as follows  
	
	Rates GR

and CAP

($/Mcf)
	Rate GC and the Excess 

Off-Peak Use Rider

($/Mcf)
	Rates OL, L 

and MV-F

($/Mcf)

	Total PGC Rate 

Effective June 1, 2016
	$3.9734
	$3.9440
	$3.9325


 (See Joint Petition, Appendix A, Exhibit APD-1).
The rates contained in this settlement to become effective December 1, 2016 are as follows:

	
	Rates GR

and CAP

($/Mcf)
	Rate GC and the Excess 

Off-Peak Use Rider

($/Mcf)
	Rates OL, L 

and MV-F

($/Mcf)

	Total PGC Rate 

Effective December 1, 2016
	$3.7590
	$3.7327
	$3.7225


(See Joint Petition, Appendix A, Exhibit APD-2). 
It is first noteworthy that these settlement rates are the same rates proposed by PECO and were not contested by any party.  Also, parties did not challenge the statement of Anthony P. DiFelice on behalf of PECO that, compared to historic rates, the most recent rates, PGC No. 32-Q2 and the proposed PGC No. 33 rates in this settlement, are among the lowest that PECO’s PGC customers have seen in the past sixteen years.  (PECO St. No 2, p. 10).  
Gas Price Hedging 


Parties had concerns regarding specific aspects of PECO’s proposed Ratable Hedging Program. OCA had in interest in some measure of price stability in the portfolio and guarding against the Company paying above market prices. To address this, the Agreement provides that:
· PECO will hedge 20% of its projected purchase volumes, as opposed to the 25% proposed by PECO in its filing; 

· PECO will not make any hedges that are beyond 24 months in advance of the delivery date for the purchased gas, thereby eliminating the execution periods identified as “30 months out” and “36 months out” from the proposed schedule shown in Exhibit CPT-5;
· PECO will not purchase any of its hedged gas procured as part of the Ratable Hedging Program from Transco Zone 4, nor will it use NYMEX Transco Zone 4 basis contract pricing as a market price indicator; and  

· PECO will not make any financial hedges as part of its Ratable Hedging Program, which program will consist solely of hedges of physical gas.

 (OCA Statement in Support at 3).  These provisions resolve OCA’s concerns.  
I&E sought to mitigate the risk of imprudent hedges and their accompanying “risk premiums,” i.e., additional yield due to added risk taken.  In response, the Agreement provides that PECO will only enter into hedges if at least three (3) qualified respondents bid on a Request for Proposal (“RFP”) and that the bid to be accepted must not be more than 10% higher than current market indicators and no more than twenty-four (24) months in advance.  (Agreement at ¶19 (c) (2)).  I&E is satisfied with these provisions in the agreement and states:

This proposal will help to minimize the exposure of customers to unnecessarily high pricing due to risk premiums paid that may be required to lock-in pricing in the previous hedging iteration utilized by PECO.  Additionally, PECO will limit this modified hedging program to twenty percent (20%) of its projected purchase volumes, which is a decrease from the proposed twenty-five percent (25%).  This will further reduce the risk of undue risk premiums being paid by consumers.   
(I&E Statement in Support at 4). 



OSBA supports these hedging provisions, stating:
Due to increased shopping among small commercial and residential customers, it is appropriate to adjust (reduce) the total quantity of PECO’s hedged gas supplies.  Failure to do so could result in PECO being forced to take delivery of gas supplies that are not needed, and subsequently having to sell the excess supplies (via off system sales) at prices that are below the Company’s cost of gas.  

(OSBA Statement at 3-4).  


These hedging changes will eliminate or reduce losses that would be recovered from customers when greater supply risks are taken.  Reducing the risk of undue risk premiums being paid by consumers is more than reasonable and in the best interest of the public and PECO customers.
B. Retainage

Regarding retainage, PECO states:

Some portion of the gas introduced to PECO’s distribution system becomes LUFG.  Transportation customers arrange to have gas delivered to PECO’s “City Gate” for delivery to them through PECO’s distribution system.  PECO, like all other natural gas distribution companies, has tariff rules applicable to transportation service providing that some portion of the gas delivered to its City Gate will be deemed to be LUFG.  The portion of the gas deemed to be L
UFG for transported volumes is considered “retainage” and is expressed as a percentage.  

(PECO statement in support at 12).  The retainage volume adjustment for transportation service customers is 3.5% for the 12 months beginning December 2015 and ending November 30, 2016 in accordance with Paragraph 21 of the 2015 PGC settlement approved by the Commission at R-2015-2480969.   



In accordance with the instant Joint Petition, the retainage volume adjustment for the twelve-month period ending November 30, 2017 will be 3.6%, which was calculated based on the weighted three-year average of LUFG plus the portion of Company-use gas attributable to preheater gate station usage for the period ending June 30, 2016.  (See Joint Petition as Appendix D).  The retainage volume adjustment for the 12-month period ending November 30, 2018 will be calculated based on the weighted three-year average of LUFG plus the portion of Company-use gas attributable to preheater gate station usage for the period ending June 30, 2017 once that data becomes available in approximately mid-July 2017.



In support of retainage provisions, I&E contends that this is in the interest of the public and the ratepayers because 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.  I&E further states that proper retainage levels equalize the responsibilities of the rate classifications, protects all ratepayers by ensuring equitable contributions to account for LUFG, and guards PGC customers and transportation customers against unwarranted subsidies.  Also noted by I&E is that the retainage calculations continue those negotiated in PGC 32.  (I&E Statement in Support at 5).


OSBA also supports retainage provisions in the Joint Petition, noting that the agreed upon retainage rate is consistent with PECO’s three-year weighted average LUFG percentage for the period ending June 30, 2016, and will appropriately eliminate the potential for cross-subsidization (of gas costs) between sales and transportation customers.  (OSBA Statement in Support at 4). 

Other Terms

The Joint Petition provides other benefits for ratepayers.  PECO will continue allocation of a portion of the cost of company gas use to transportation customers as a fair contribution to compensation for system-wide LUFG.  (Joint Petition at ¶ 21).  Also, while under the 2015 Joint Petition the off-system sharing mechanism was extended at the 25% rate through November 30, 2018, this Agreement extends the Company’s off-system sales and capacity release revenue sharing mechanism through November 30, 2019, which provides an incentive for the Company to engage in such activity (Joint Petition at ¶ 27) (OCA Statement at 4).  This potentially results in a greater reduction of costs by allowing PECO to enter into longer term, more cost effective management agreements.  


Also, through purchased gas costs approved in this proceeding, PECO will be allowed to recover the $125,000 annual fee to Planalytics® for use of its Energy BuyerSM price analysis and advisory service for the period beginning June 1, 2016 and ending May 31, 2017.  PECO has in the past engaged Planalytics® to assist the company in developing gas purchasing strategies, analyzing prices and offering purchasing advice to PECO.  (PECO St. 1, p. 34).  Recovery of such costs has been approved in PECO’s annual Section 1307(f) proceedings at Docket Nos. R-2008-2039468, R-2009-2108705, R-2010-2174034, R-2011-2239263, R-2012-2302784, R-2013-2363227, R-2014-2420283, and R-2015-2480969.  



The Joint Petition at paragraphs 36 through 42 contains the usual language regarding the effect of the Stipulation and the effect if the Commission does not act in a timely manner.



Accordingly, the proposed rates under the Joint Petition 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.  

V.
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.
PECO 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.
PECO 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.
PECO 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.
PECO 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.
PECO 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.
PECO 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.
The Joint Petition for Settlement is in the public interest. 

VI.
ORDER

THEREFORE,

IT IS RECOMMENDED:



1.
That the Settlement among PECO, 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‑2016-2545925, C-2016-2547692 and C-2016-2549335, be approved without modification. 



2.
That on not less than one day’s notice of the final Commission Order approving the Settlement, PECO shall file tariff supplements implementing rates consistent with the proposed rates contained in the Joint Petition for Complete Settlement, as modified to reflect updates and tariff modifications traditionally performed as part of PECO’s December 1st PGC compliance filings, if required, to become effective on and after December 1, 2016.



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-2016-2549335 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-2016-2547692 be marked satisfied and closed. 



5.
That upon acceptance and approval by the Commission of the tariff supplement and supporting data filed by PECO as being consistent with this Order and the Joint Petition for Complete Settlement of the Rate Investigation pursuant to 66 Pa.C.S.A. § 1307(f), the inquiry and investigation at Docket No. R-2016-2545925 be terminated.  

Dated:
 September 8, 2016 




/s/












Darlene Davis Heep







Administrative Law Judge
� 	See PECO Statement 1 at 39.  


� 	See the instant Joint Petition for Complete Settlement (R-2016-2545925) at 9.


�  	Docket No. R-2015-2480969, Commission Order October 22, 2015.


� 	Findings of Fact 7-14 were proposed by the parties in the Joint Petition and adopted herein.  (Joint Petition at 11).


� 	Appendix A consists of PECO Statement No. 2, Exhibits APD-1, APD-2, APD-3 and APD-4 and PECO Statement No. 1, Exhibit CPT-1, of the PGC No. 33 Filing. PECO Statement No. 1, Exhibit CPT-1 shows the derivation of the revised BC.


� 	Pursuant to the terms of the settlement of the Company’s gas base rate case at Docket No. R-2008-2028394, the BC may be updated and revised only as part of PECO’s annual PGC filing.


� 	On June 1, 2016, PECO filed an errata notice to PECO Statement No. 1, correcting Exhibit CPT-5.


� 	PECO made no purchases of gas, transportation services and storage services from affiliates and therefore 66 Pa.C.S. § 1318(b) is not applicable here. 


�These provisions provide:





36.	The Parties acknowledge and agree that this Settlement shall have the same force and effect as if the Parties fully litigated this proceeding.


37.	This Settlement is conditioned upon the Commission’s approval of terms and conditions contained herein without modification.  If the Commission modifies the Settlement, any Party may elect to withdraw from this Settlement and may proceed with litigation, and, 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 the 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 which any Party to this Settlement may adopt during any subsequent litigation of this or any other proceeding.   


38.	If the Commission does not approve the Settlement and the proceedings continue to hearing, the Parties reserve their respective rights to present additional testimony and to conduct full cross-examination, briefing and argument. 


39.	The Commission’s approval of this Settlement shall not be construed to represent approval of any Party’s position on any issue, except to the extent required to effectuate the terms and agreements of this Settlement, in this and future proceedings. 


40.	It is understood and agreed among the Parties that this Settlement is the result of compromises and does not necessarily represent the position(s) that would be advanced by any Party if this proceeding were fully litigated. 


41.	This Settlement is being presented only in the context of this Section 1307(f) proceeding in an effort to resolve outstanding issues in a manner that is fair and reasonable.  The Settlement is the product of compromise.  With the exception of matters identified in Sections III and IV as they relate to this proceeding and for the specific time periods set forth therein should the Commission approve this Settlement without modification, this Settlement is presented without prejudice to any position which any of the Parties may have advanced and without prejudice to the position any of the Parties may advance in the future on the merits of the issues. 


42.	PECO, I&E, OCA, and OSBA prepared and attached to this Settlement, as Appendices E-H, respectively, statements in support setting forth the bases upon which they believe the Settlement is fair, just and reasonable and is, therefore, in the public interest. 


(Joint Petition Conditions of Settlement)
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