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I. Introduction and Procedural History 

 A. Introduction 

On October 22, 2021, Grays Ferry Cogeneration Partnership (“GFCP”) and Vicinity 

Energy Philadelphia, Inc., (“VEPI”) (collectively “Vicinity” or “Complainants”) filed a formal 

complaint alleging Philadelphia Gas Works (“PGW”) violated provisions of the Public Utility 

Code.  The complaint is the result of ongoing contract negotiations between PGW and 

Complainants.   

B. Procedural History  

On October 22, 2021 Complaints filed a formal complaint. 

On December 6, 2021, the Office of Small Business Advocate (“OSBA”) filed an 

Intervention and Public Statement in the proceeding.   

On December 7, 2021 Administrative Law Judge (“ALJ”) Marta Guhl was assigned to 

the proceeding and issued a telephonic hearing notice. 

On December 22, ALJ Guhl issued a Pre-Hearing Conference Order.   

On January 10, 2022, the OSBA and other parties filed Pre-Hearing Memoranda. 

A telephonic Pre-Hearing Conference was held before ALJ Guhl on January 13, 2022 at 

which time a litigation schedule was established. 

On June 17, 2022, the OSBA filed the Rebuttal Testimony of Robert D. Knecht.   

On July 22, 2022, the OSBA filed the Surrebuttal Testimony of Mr. Knecht. 

On August 9, 2022, ALJ Guhl conducted an evidentiary hearing.   
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The OSBA submits this Main Brief in accordance with the ALJ’s August 15, 2022 

Briefing Order.  

II.  STATEMENT OF THE CASE 

The Complaint filed alleges that PGW’s demand that Vicinity be served under a variable 

rate is unreasonable, and also that PGW is providing unreasonable and discriminatory service.  In 

particular, Complainants allege that PGW’s proposal for a new contract includes a transportation 

rate approximately ten times the current rate, a switch from firm service to interruptible service, 

and a price increase of 1,754% for Alternative Receipt Service (“ARS”) above the rate set forth 

in the original contract. 

III. SUMMARY OF ARGUMENT 

The primary issue in this proceeding involves gas supply and delivery to Complainants’ 

combined heat and power cogen facility, which produces steam for downtown buildings and 

electricity sold into the PJM market.   Complainants are by far the largest customer on PGW’s 

system, with annual load in excess of 13 million mcf.  Pursuant to a 25-year contract, 

Complainants obtain various services from PGW, including: 

• Gas transportation service, in which gas supplies under normal operations are 

delivered from the “Philadelphia Lateral” on the Tetco interstate pipeline 

through four miles of (currently) dedicated pipe owned by PGW but paid-for by 

Complainants; 

• Alternative Receipt Service, which allows Complainants access to PGW 

capacity on the Tetco Philadelphia Lateral by delivering gas supplies to the 
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Skippack gate station (“034”) elsewhere on PGW’s system and receiving the 

same amount of gas on the Philadelphia Lateral at gate station “060.” 

• Bundled supply service, wherein PGW provides both gas supply and delivery of 

gas during periods when the Philadelphia Lateral is down for maintenance. 

The OSBA has an interest in the rate arrangement between PGW and Complainants 

because (a) PGW incurs various base rates costs associated with delivery services both for 

normal operations and bundled supply backstop service, (b) Complainants implicitly rely on 

PGW capacity on the Philadelphia Lateral that is included in PGW’s GCR revenue requirement, 

and (c) Complainants rely on other GCR capacity for bundled supply services.   Because PGW is 

a cash-flow regulated utility, revenues from Complainants for these services will generally offset 

costs that would otherwise be borne by both base rate and GCR ratepayers, many of whom are 

small businesses. 

Complainants generally take the position that with the expiration of the 25-year contract, 

they should receive the same or equivalent services from PGW at a cost below that of the current 

contract.   PGW generally takes the position that Complainants should be treated like any other 

customer that uses its integrated distribution system for base rates, and they should compensate 

PGW at market rates for the Philadelphia Lateral capacity.   OSBA advocates a hybrid approach. 

The OSBA submits that the positions taken by the parties in this proceeding vary widely 

in terms of both cost allocation and rate design philosophy.   Given this wide variation in 

positions, much of the detailed information necessary to establish specific rates is not available 

in this proceeding, and it will likely change over time.   Thus, the OSBA respectfully 

recommends that the Commission focus on establishing the basic regulatory philosophy that it 

deems should apply to PGW service to Vicinity, and that it should defer the development and 
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evolution of specific tariff rates and charges to future base rates and GCR proceedings.   The 

OSBA respectfully suggests that the Commission require parties to hold a follow-up proceeding 

to establish placeholder values for the charges for base rates and gas supply services that will go 

into effect when the current tariff expires, to be finalized in future rate proceedings.       

With respect to the capacity on the Philadelphia Lateral, OSBA takes the position that 

Complainants should pay the market value of the capacity, reflective of the interruptibility of the 

service.   (Complainants appear to have changed their position regarding their need for firm 

service for that capacity between the filing of the Complaint and the hearings.)    In OSBA’s 

view, Complainants failed to secure firm upstream pipeline capacity before constructing their 

facility, and they benefited substantially by obtaining virtually firm capacity on the Philadelphia 

Lateral at minimal cost.  However, they now must rely on capacity held by PGW and paid for by 

GCR ratepayers that is in high demand.   If this capacity were not being made available to 

Complainants through the ARS mechanism, PGW could release that capacity and earn capacity 

release revenues that would be credited 75 percent to the GCR and 25 percent to base rates.   

Thus, as a general rule, Complainants should have no entitlement to that capacity at below 

market rates, and they should be charged the foregone opportunity cost associated with release of 

that capacity. 

With respect to base rates charges for normal operations, however, OSBA rejects the 

PGW thesis that the entire integrated gas distribution system is needed to serve this customer.  

Physically, the gas flows from the Philadelphia Lateral through two dedicated mains.   As 

detailed in Mr. Knecht’s rebuttal evidence, other Pennsylvania natural gas distribution 

companies (“NGDCs”) generally offer special rates for this type of customer.   These special 

rates can be based on directly assigned costs for serving the customer, or these rates can reflect 
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the ability of the customer to bypass the NGDC.    OSBA concludes that either of these 

approaches is more reasonable than the PGW proposal, which would implicitly burden 

Complainants with far greater costs than PGW actually incurs to provide the transportation 

service. 

When considering how base rates charges may be structured, the issue of contributions to 

universal service programs arises.   As set forth more fully in the testimony of Mr. Knecht, PGW 

is the only natural gas distribution utility in the Commonwealth at which low-income assistance 

program costs are recovered from both residential and non-residential customers.1  PGW has 

long argued that all firm service customers should contribute to universal service costs.   

Interruptible transportation service customers have historically been exempt from these charges 

because they were subject to market-based rates.2  The same logic should apply to base rates 

charges for Complainants.   If the Commission establishes cost-based rates for Vicinity, 

universal service charges should apply.   If the Commission determines that base rates for 

Vicinity should be set at the cost to bypass, it would not make sense to include a universal 

service charge, because that would raise rates above the bypass cost.     

Regarding the bundled sales backup service, the OSBA concludes that this service does 

require PGW to use both its GCR assets and its integrated distribution system to provide service.  

OSBA therefore finds no evidence that Complainants should not pay for those services through 

existing PGW rates.   The OSBA observes that Complainants can avail themselves of either 

regular tariff rate service or standby service.       

 
1 OSBA Statement No. 1R at 12. 
2 The cost allocation and rate design treatment of universal service costs for PGW’s current interruptible 
transportation service (which is no longer a market-based rate) are matters for a different proceeding. 
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IV. LEGAL STANDARDS 

A.  Burden of Proof 

Section 332(a) of the Public Utility Code, 66 Pa. C.S. § 332(a), provides that the party 

seeking a rule or order from the Commission has the burden of proof in that proceeding.  It is 

axiomatic that “[a] litigant’s burden of proof before administrative tribunals as well as before 

most civil proceedings is satisfied by establishing a preponderance of evidence which is 

substantial and legally credible.”  Samuel J. Lansberry, Inc. v. Pennsylvania Public Utility 

Commission, 578 A.2d 600, 602 (Pa. Cmwlth. 1990).  See also Petition of Pennsylvania Power 

Company for Approval of Interim Default Service Supply Plan: Supply Procurement for 

Residential Customers, Docket No. P-00072305 (Order entered March 13, 2008) at 4.  

B. Rates Must be Just and Reasonable and Non-Discriminatory 

Section 1301 of the Public Utility Code provides that “every rate made, demanded, or 

received by any public utility, or by any two or more public utilities jointly, shall be just and 

reasonable, and in conformity with regulations or orders of the commission.” , 66 Pa. C.S. § 

1301(a) (Rates to be just and reasonable). 

 Section 1304 of the Public Utility Code further provides that “[n]o public utility shall 

establish or maintain any unreasonable difference as to rates, either as between localities or as 

between classes of service.”  66 Pa. C.S. § 1304 (Discrimination in Rates) 

 
 
 

C. Legal Standard for Special Rate 

See Section B above herein. 
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D. Legal Standard for Cost of Service Ratemaking 

The Commonwealth Court in Lloyd v. Pennsylvania Public Utility Commission, 904 A.2d 

1010 (Pa. Cmwlth. 2006), appeal denied, 591 Pa. 676 (2007) decided, as follows: 

 
However, while permitted, gradualism is but one of many 
factors to be considered and weighed by the Commission in 
determining rate designs, and principles of gradualism 
cannot be allowed to trump all other valid ratemaking 
concerns and do not justify allowing one class of customers 
to subsidize the cost of service for another class of 
customers over an extended period of time. 
 

* * * 
 
[I]n effect, the Commission has determined that the 
principle of gradualism trumps all other ratemaking 
concerns - especially the polestar - cost of providing 
service. 
 

 The Commonwealth Court has summarized the requirements of Section 1304 , as 

follows: 

In sum, in order for a rate differential to survive a challenge 
brought under Section 1304 of the Public Utility Code, 66 Pa. C.S. 
§ 1304, the utility must show that the differential can be justified 
by the difference in costs required to deliver service to each class.  
The rate cannot be illegally high for one class and illegally low for 
another.  Allegheny Ludlum Corp., 612 A.2d at 611.  Overall, the 
rate differentials must advance efficient and satisfactory service to 
the greatest number at the lowest overall charge. 
 

Philadelphia Suburban Water Company v. Pennsylvania Public Utility Commission, 808 A.2d 

1044, 1060 (Pa. Cmwlth. 2002). 
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E. Adherence to Tariff 

Section 1303 of the Public Utility Code provides that “[n]o public utility shall, directly or 

indirectly, by any device whatsoever, or in anywise, demand or receive from any person, 

corporation, or municipal corporation a greater or less rate for any service rendered or to be 

rendered by such public utility than that specified in the tariffs of such public utility applicable 

thereto.  The rates specified in such tariffs shall be the lawful rates of such public utility until 

changed, as provided in this part.  Any public utility, having more than one rate applicable to 

service rendered to a patron, shall, after notice of service conditions, compute bills under the rate 

most advantageous to the patron.  66 Pa. C.S. § 1303 (Adherence to Tariffs). 

F. Challenges to Existing Rates 

 Furthermore, Section 523 of the Public Utility Code, 66 Pa. C.S. § 523, requires the 

Commission to “consider . . . the efficiency, effectiveness and adequacy of service of each utility 

when determining just and reasonable rates.”  In exchange for customers paying rates for service, 

which include the cost of utility plant in service and a rate of return, a public utility is obligated 

to provide safe, adequate, and reasonable service.  “[I]n exchange for the utility’s provision of 

safe, adequate and reasonable service, the ratepayers are obligated to pay rates which cover the 

cost of service which includes reasonable operation and maintenance expenses, depreciation, 

taxes and a fair rate of return for the utility’s investors . . .  In return for providing safe and 

adequate service, the utility is entitled to recover, through rates, these enumerated costs.”  Pa. 

PUC v. Pennsylvania Gas & Water Co., 61 Pa. PUC 409 (1986), at 415-16.  See also 66 Pa. C.S. 

§ 1501.  As a result, the legislature has given the Commission discretionary authority to deny a 

proposed rate increase, in whole or in part, if the Commission finds “that the service rendered by 

the public utility is inadequate.”  66 Pa. C.S. § 526(a). 
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V. GFCP/VEPI CURRENT USE OF THE PGW SYSTEM  

A. GFCP/VEPI’s Payment for Distribution Service 

GFCP takes natural gas transportation service from PGW under rate GTS, pursuant to a 

25-year contract (“Contract”) which runs from 1997 to the end of calendar year 2022.   Rate GTS 

is a legacy tariff class which can be used to provide firm or non-firm transportation service to large 

industrial customers.  It has been closed to new customers since 2003.  It is the OSBA’s 

understanding that Complainants have been the sole customer served under Rate GTS for many 

years.3 

Distribution rate charges paid by GFCP currently include a $250 per month customer 

charge, an 8 cent per mcf volumetric charge (a cost of a little over $1.0 million per year), and an 

annual maintenance charge that escalates with inflation (currently about $160,00 per year).  Thus 

at current volumes, GFCP is paying about $1.2 million per year for distribution service.4   

 

B. GFCP/VEPI’s Operation and Maintenance Expense 

 The OSBA takes no position on this issue. 

 

C. GFCP/VEPI’s Payment for Capacity Release 

Under normal operations, GCFP requires 56,000 Dth/day of capacity on the Philadelphia 

Lateral in the winter, and about 36,000 Dth/day during the summer months (May to October).5  At 

the time the contract was signed in 1997, GFCP held 15,000 Dth/day of Tetco capacity, and per 

 
3 OSBA Statement No. 1-R at 2. 
4 OSBA Statement No. 1-R at 4 citing Complainants Statement No. 1 at 8. 
5 OSBA Statement No. 1-R at 4 citing OSBA-Complainants-I-7.  GFCP also reports a maximum day requirement of 
52,000Dth.  Complainants Statement No. 1 at 21. 
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the Contract, PGW releases 36,000 Dth/day of its Tetco capacity to GFCP during the summer 

months, at a rate below the full tariff cost.6  As Mr. Knecht noted in his rebuttal, in 2012 GFCP 

acquired an addition 20,000 Dth/day of Tetco capacity, removing the need for the capacity release 

during the summer months.7 

D. GFCP/VEPI’s Payment for Alternative Receipt Service 

During the winter months, PGW retains all of its Tetco capacity on the Philadelphia 

Lateral, but the Contract provides for an Alternative Receipt Service (“ARS”) swap mechanism.  

In this mechanism, GFCP is permitted to physically deliver gas to PGW at a different receipt point 

(Skippack, Tetco Gate Station 034) while PGW supplies GFCP with an equal amount of gas using 

its Tetco capacity at Tetco Gate 60 on the Philadelphia Lateral, up to a daily maximum ARS 

Quantity of 21,000 Dth/day.  The ARS arrangement is, at least contractually, for non-firm service.  

PGW is permitted to interrupt deliveries to GFCP if Tetco capacity is needed for utility gas sales 

(“PGC”) service, and GFCP does not hold pipeline capacity for its deliveries to Skippack.8  The 

ARS is subject to monthly charges of $4,500, producing annual revenues for PGW of 

approximately $54,000.9 

As Mr. Knecht testified, although the ARS arrangements are contractually non-firm, 

Complainants appear to treat that service as firm, and PGW appears to operate it as firm.  GFCP 

indicates that ARS has never been interrupted.10  Further, GFCP appears to be able to rely on this 

 
6 OSBA Statement No. 1-R at 4 citing Complainants Statement No. 1 at 23. 
7 OSBA Statement No. 1-R at 4 citing OSBA-Complainants-I-7. 
8 OSBA Statement No. 1-R at 5 citing OSBA-I-1, ARS is interruptible up to 15 days per year on any day with a 
forecast average temperature below 25 degrees F.  Per OSBA-I-13-(d), PGW indicates that GFCP does not have 
firm capacity for deliveries to Skippack. 
9 OSBA Statement No. 1-R at 5. 
10 OSBA Statement No. 1-R at 5 citing OSBA-Complainants-I-8. 
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service as sufficiently firm for it to obtain generation capacity payments in the PJM capacity 

markets.11  Finally, Complainants initially took the position that they require firm service from 

PGW.12  Complainants’ witness Mr. Crist appears to have reversed his field on that issue, and 

indicated in the hearing that service with the interrruptibility characteristics of the current ARS 

was acceptable.13    As ARS has been virtually firm, however, it is unclear what specific service 

Complainants require. 

E.  GFCP/VEPI’s Management of Balancing and Compliance with TETCO 
Tariff Requirements. 

The OSBA takes no position on this issue. 

VI. RATE SETTING FOR GFCP/VEPI  
 

A. Is Service Under Rate GTS-F Available to GFCP/VEPI After December 31,  

2022? 

 GFCP takes natural gas transportation service from PGW under rate GTS, pursuant to a 

25-year contract (“Contract”) which runs from 1997 to the end of calendar year 2022.  While the 

terms under which gas should be supplied to GFCP are the subject of this proceeding, PGW 

takes the position that with the expiration of the Contract, GTS service will no longer be 

available.14  While PGW does not currently have a firm service transportation rate that is 

designed to serve large industrial customers, it does offer interruptible transportation service 

 
11 OSBA Statement No. 1-R at 5 citing OSBA-Complainants-I-8(b-c). 
12 OSBA Statement No. 1-R at 5 citing Complainants Statement No. 1 at 12. 
13 Hearing Transcript 8/9/2022 at 75-79. 
14 OSBA Statement No. 1-R at 2. 
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under rate IT.  PGW, in responding to Complainants, emphasizes that Rate IT provides virtually 

firm service.15 

 OSBA takes the legal position that PGW is correct.  The eligibility criteria for Rate GTS 

state, “This rate is only available to those customers who utilized this service on or before 

September 1, 2003 pursuant to a currently valid agreement with the Company.”16   Once that 

“currently valid agreement” expires at the end of 2022, so too does Vicinity’s eligibility for Rate 

GTS.    

Moreover, the OSBA observes that the Contract between Vicinity and PGW predates 

natural gas industry restructuring, and it includes various inter-related provisions regarding both 

sales and transportation service that are anachronisms in today’s regulatory environment.   While 

OSBA believes that separate base rate treatment may be reasonable for Vicinity, it should be 

implemented in the context of unbundled services.       

B. May GFCP/VEPI receive service by an Extension of the Existing Contract? 

For the reasons stated in part A, continuation of the existing contract would be 

inconsistent with the existing tariff and with today’s regulatory environment. 

C. Is a New Special Rate for GFCP/VEPI Justifiable?   

1. Legal standard 

2. Examples of Special Rates or rejection of Special Rates in Pennsylvania 

 In the OSBA’s view, other Pennsylvania NGDCs generally offer special base rate treatment 

for large industrial customers that rely on readily identifiable distribution assets, as detailed in Mr. 

 
15 OSBA Statement No. 1-R at 2(citation omitted). 
16 PGW Gas Tariff Pa P.U.C. No. 2, Original Pg. No. 111. 
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Knecht’s rebuttal testimony.17  Such rates can take the form of cost-based rates that rely on direct 

assignment of the facilities’ costs, or flex rates that reflect the customer’s cost for an alternative 

fuel or bypass to an interstate pipeline.18    

 

3. Application of Standard  

D. What Considerations Should be Applied to Determine the Special Rate for 
GFCP/VEPI?  

1. Gas Transportation Rate, Cost of Service 

 If the Commission determines that an embedded cost-based rate is appropriate for 

transportation service to Vicinity, OSBA concludes that it would not be unreasonable to establish 

a separate rate class for that customer, given the facts that (a) this customer is far larger than any 

other on PGW’s system, (b) this customer is served through relatively short and readily 

identifiable facilities, and (c) other Pennsylvania NGDCs follow a similar practice.   Even PGW 

developed a modified version of the cost allocation study from its last base rates proceeding that 

treats Vicinity as a separate class.19   However, PGW takes the position that, for cost allocation 

purposes, all ARS volumes are implicitly deemed to be transported using PGW’s integrated 

distribution system, and that Complainants should be allocated a share of all of those costs.    

 From a cost causation perspective, this assertion is nonsense.   Physically, all of the gas 

that flows to the GFCP facility under normal operations flows from the Philadelphia Lateral to 

the customer on what appear to be dedicated mains (which Complainants paid for).20   As Mr. 

 
17 OSBA Statement No. 1-R at 7-8. 
18 OSBA Statement No. 1-S at 4. 
19 PGW Statement No. 4R, Exhibit CEH-1. 
20 OSBA Statement No. 1-R at 3. 
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Knecht explained, the ARS is a gas supply “swap” arrangement which implicitly allows 

Complainants access to PGW’s capacity on the Philadelphia Lateral.    This is a gas supply issue, 

and Complainants should pay for access to that capacity at market rates, to protect the interest of 

both GCR and base rates ratepayers.   However, once Complainants have reasonably 

compensated PGW ratepayers for use of the gas supply capacity, there is no reason to charge 

Complainants with the distribution system costs for which they bear no cost causation 

responsibility. 

 With respect to specific issues as to how the Company’s cost allocation study should be 

modified to more reasonably reflect the base rates costs actually caused by Complainants, OSBA 

refers to Mr. Knecht’s surrebuttal testimony at pages 4-7.  If the Commission decides to adopt 

this philosophy for base rates charges to Complainants, OSBA recommends that the Commission 

should direct PGW to develop a cost of service study with GFCP as a separate class, and to 

directly assign the costs of mains, regulating equipment and metering equipment used by GFCP 

to that class, based on the best records available, reflecting contributions in aid of construction 

made by GFCP related to those facilities.  

 

2. PGW Capacity Assets and Nondiscriminatory Availability of Such.  

As explained further in Section 3 below, Complainants should not be granted any entitlement to 

PGW’s capacity on Tetco’s Philadelphia Lateral, because Complainants chose not to retain that 

capacity.  If PGW has sufficient capacity on the Philadelphia Lateral to meet Complainants’ needs, 

it should be permitted to release that capacity to Complainants (on a firm or interruptible basis) at 

a price no less than the market value for that capacity.  Obtaining upstream deliverability capacity 

is the responsibility of transportation service customers.     
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3. By-Pass Considerations 

GFCP is interconnected to the Tetco interstate pipeline “Philadelphia Lateral” by two gas 

mains owned and operated by PGW.  These mains are a 2-mile high-pressure main from Tetco 

Gate Station 060 to PGW’s Passyunk LNG vaporization facility (“Naphtha Line”), and a 2-mile 

16-inch high-pressure main from the Passyunk facility to GCCP (“Distribution Extension”).  

Under normal operations, GFCP gas supply is provided by only these two mains, and GFCP 

represents the entire load on both mains.21  Gas is metered at Tetco at Station 060, and metered 

again by PGW at GFCP.22  Differences between the meter reads are part of PGW’s lost-and-

unaccounted-for gas (“LUFG”). 

The mains connecting GFCP to Tetco were constructed by PGW in 1995-6, with a 

substantial contribution-in-aid-of-construction (“CIAC”) from GFCP consisting of $10.4 million 

paid through monthly installment payments over 25 years, plus a $1.5 million payment made in 

installments over 18 months.23  The Naphtha Line was constructed by converting an existing 

liquids pipeline, and the Distribution Extension was new pipe.  Unfortunately, accurate records 

regarding the actual costs incurred by PGW to construct those mains are not available, although 

it appears likely that CIAC contributions made by GFCP represented most or all of the costs 

incurred by PGW to construct the two mains.24 

Prior to contracting with PGW, GFCP evaluated the option to directly interconnect with 

Tetco and bypass PGW, but instead opted to enter into Contract with PGW.  While the rationale 

for GFCP’s decision to contract with PGW for both distribution capacity and upstream pipeline 

 
21 OSBA Statement No. 1-R at 3 (citation omitted). 
22 Id. 
23 OSBA Statement No. 1-R at 3 (citations omitted). 
24 OSBA Statement No. 1-R at 3, citing Complainants Statement No. 1 at 6 and OSBA-Complainants I-4. 
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capacity is unclear, it is similarly unclear why GFCP would construct a large industrial facility 

without ensuring long-term access to firm gas transmission capacity.25 

Currently, GFCP provides PGW with roughly $1.2 million per year in distribution base 

rate revenues.  Assuming the incremental cost of providing service to GFCP is relatively small, 

these revenues reduce the revenue requirement for all other PGW base rate customers-including 

small commercial customers.  Increasing rates to GFCP obviously provides a larger offset for 

firm service customers.  Conversely, losing GFXCP to bypass would harm other firm service 

customers.26  

As Mr. Knecht noted in his rebuttal testimony, and as discussed above herein, the 

potential for GFCP to bypass PGW is complicated by GFCP’s decision to construct and operate 

its facility without permanent access to firm natural transmission capacity necessary to operate 

its business.  However, if, as OSBA recommends Vicinity is paying market-based rates for 

PGW’s capacity on the Philadelphia Lateral, OSBA concludes that a bypass rate option for 

Complainants is not an unreasonable approach. 

As part of the negotiations and planning, GFCP has conducted some preliminary 

investigation of the cost of physical bypass of PGW, presented confidentially.  While it does not 

appear that GFCP can physically bypass PGW prior the expiration of its contract, GFCP appears 

to believe that physical bypass in a potential option.  As Mr. Knecht noted, while GFCP’s 

materials are confidential, the OSBA observes that it is no secret that the costs for physical 

 
25 OSBA Statement No. 1-R at 4. 
26 OSBA Statement No. 1-R at 6. 
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bypass is much higher than the cost for Naphtha and Distribution Extension mains, but  not 

perhaps as costly as the base rates proposed to be allocated to GFCP under PGW’s CSAS.27 

As discussed earlier, other Pennsylvania NGDCs offer flex rates to customers that have 

credible bypass threats.  The OSBA therefore deems that this approach would not be 

unreasonable for GFCP, at least as a theoretical matter.   However, as Mr. Knecht explained, flex 

rates should reflect the cost that the customer would incur to develop its own bypass facilities.28  

Needless to say, the threat of bypass must be credible.   

At this stage, Complainants appear to be in the early stages of developing a cost to 

bypass.  Complainants acknowledge that they do not know if there is sufficient capacity on Tetco 

to accommodate a new interconnection, that there are property issues that have not been 

resolved, and that there are various critical points for a bypass line that would need to be 

addressed.29  Moreover, no full cost estimate has been developed, nor has a credible time frame 

been offered.30 

As such, the OSBA concludes that the Complainants have not yet demonstrated that they 

have a credible bypass opportunity, and thus it would not be possible to set a bypass rate based 

on the information available at present.   If the Commission determines that a flex bypass rate 

approach is reasonable for GFCP, OSBA recommends that the Commission establish a follow-up 

process for developing the credible cost for bypass. 

 

 
27 OSBA Statement No. 1-R at 14. 
28 OSBA Statement No. 1-R at 7. 
29 Hearing Transcript at 108 – 116. 
30 Id., at 116. 
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4. ARS Type service rates, costs, terms and conditions 

As Mr. Knecht explained, the ARS arrangement is a “swap” agreement, in which Vicinity 

is permitted to inject gas into PGW’s Skippack gate station (034) and receive the same amount of 

gas at the 060 gate station on the Philadelphia Lateral, at minimal cost to Vicinity.   This 

arrangement is technically interruptible, but it has not been interrupted in 25 years, and both 

PGW and Vicinity appear to treat it as firm service.   The effect of this provision is that Vicinity 

obtains valuable capacity on the Philadelphia Lateral at little cost.   PGW takes the position that 

Vicinity does not provide any useful upstream capacity to PGW associated with its deliveries at 

the Skippack gate station.31 

For reasons unknown, Vicinity did not arrange for sufficient upstream firm capacity on 

the Philadelphia Lateral when it constructed its facility, and it opted instead for 25 years of 

quasi-firm ARS from PGW.   Moreover, Vicinity has apparently seen the error of its ways, and it 

has acquired some firm service capacity directly on the Philadelphia Lateral, which has reduced 

its need to rely on PGW’s capacity.32 

PGW makes it clear that the value of the capacity that is implicitly provided to 

Complainants through the ARS arrangement far exceeds the contractual amounts currently paid 

by Vicinity.33  Complainants appear to take the position that they have some rights to that 

capacity, because PGW purportedly has more than sufficient upstream and peaking capacity to 

meet the design day requirements of its GCR customers.34 

 
31 PGW Statement No 2FSR at 3.. 
32 Statement JC-1 at 23. 
33 PGW Statement No. 2R at 9. 
34 Statement JC-1 at 14. 
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It is OSBA’s view that Vicinity declined to obtain firm capacity on the Philadelphia 

Lateral when it constructed its facility, and it benefited from the virtually firm capacity on the 

Philadelphia Lateral from PGW at minimal cost for 25 years.   Whether Complainants selected 

the ARS agreement because it was less expensive than retaining the capacity directly is 

unknown, due to the passage of time.   Nevertheless, the decision to accept ARS in lieu of 

obtaining its own capacity, or even in lieu of paying PGW directly for the capacity, was 

Complainants’ decision, from which it benefited for 25 years.   The OSBA cannot see any way 

that making this decision to opt for the less costly service should provide Complainants with any 

entitlement to that capacity when its contract expires. 

The capacity in question was retained by PGW, and it has been included in PGW’s GCR 

revenue requirement for decades, paid mostly by GCR customers.  As such, it is only reasonable 

that if the market value of that capacity exceeds its costs, that value should flow to PGW’s GCR 

ratepayers who have borne its cost for years.   Thus, OSBA recommends that, to the extent 

Complainants need capacity on the Philadelphia Lateral, they pay for that capacity at market 

rates.   While the market rates for the capacity will necessarily be dependent on the 

interruptibility of the capacity (if any), it is not clear at this time what type of service 

Complainants will require, or for what term.35   The OSBA therefore recommends that the rates 

for any capacity release agreement be regularly updated to reflect changing market conditions, 

and the rates should be reviewed in the annual GCR proceedings. 

 

 

 
35 Hearing Transcript 8/9/2022 at 75-79. 
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5. Bundled Supply Service rates terms and conditions 

During periods when the Philadelphia Lateral is out of service, PGW provides bundled 

gas sales/delivery service using its distribution system to the Passyunk plant and through the 

Distribution Extension to GFCP.  These supplies are reportedly only needed during regular 

maintenance outages, and they occur during off-peak periods.36  Overall, the volumes provided 

through this service are relatively small. 

In OSBA’s view, there is no reason why this service should not be provided at regular 

PGW tariff rates.   The gas supplies would be provided using GCR capacity, and therefore the 

normal gas supply rate mechanisms should reasonably apply.   Unlike volumes under normal 

operations, these bundled volumes involve the use of PGW’s distribution system, and thus 

regular tariff rates or standby mechanisms should apply. 37  OSBA sees no reason why other 

PGW customers should subsidize Complainants for these backstopping services.    

 

6. Other Rate Elements, rates, terms and conditions  

a) Universal Service  

 

PGW is an NGDC which was previously regulated by the Philadelphia Gas Commission, 

a local agency of the City of Philadelphia.38  On June 22, 1999, the Natural Gas Choice and 

Competition Act (“Gas Choice Act”), 66 Pa. C.S. §§2201-2212, was enacted to provide a 

competitive and non- discriminatory market for natural gas supply services within the 

 
36 OSBA Statement No 1-R at 5.   
37 OSBA Statement No. 1-S at 4. 
38  Pennsylvania Public Utility Commission v. Philadelphia Gas Works, Docket Nos. M-00021612, M- 
00021612C0001, M-00021612C002, M-00021612C000 (Order Entered March 31, 2003) at 5 (“Restructuring 
Order”). 
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Commonwealth.39  Pursuant to the Act, the Commission assumed jurisdiction over the natural 

gas services provided by PGW on July 1, 2000.40  On July 1, 2002, PGW filed its Restructuring 

Petition as required by the Gas Choice Act.41 

Prior to becoming subject to the Commission’s jurisdiction, PGW allocated its universal 

service costs to all firm sales service rate classes.42  PGW’s Interruptible Transportation (“IT”) 

service customers are not directly subject to PGW’s USEC charge, although certain universal 

service costs may be allocated to the Rate IT class in PGW’s cost allocation study.43  As Mr. 

Knecht testified, this policy may simply be a leftover from an earlier regulatory regime, in which 

interruptible service was priced at the cost of alternative fuels, and thus further rate recovery was 

(at least in theory) not possible.  However, for several years now, it has been the Commission’s 

policy that Rate IT should be subject to cost-based rates.44  While PGW does not currently have 

a firm transportation rate that is designed to serve large industrial customers, it does offer 

interruptible transportation service under Rate IT.  In responding to Complainants, PGW 

emphasizes that Rate IT provides virtually firm service noting that it has not had any unplanned 

interruptions of any IT customer for 17 years.45  Moreover, for the specific case of GFCP, PGW 

clearly plans to provide firm distribution service to the customer, since the mains needed to 

provide that capacity are in place and are of sufficient capacity to meet GFCP’s needs.   As such, 

 
39  Restructuring Order at 2. 
40  Restructuring Order at 5. 
41  Restructuring Order at 2. 
42  Restructuring Order at 64 and Customer Assistance Programs: Funding Levels and Cost Recovery Mechanisms 
Final Investigatory Order, Docket No. M-00051923 (Ordered entered December 18, 2006) at 31. 
43 OSBA Statement No. 1-S at 4. 
44 OSBA Statement No. 1-R at 12. 
45 OSBA Statement No. 1-R at 2. 
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it would be inappropriate to exempt this customer from any obligation for universal service costs 

due to its interruptibility, when it is clearly not interruptible for distribution system purposes.  

Pursuant to current Commission policy, all of PGW’s firm service customers except GFCP must 

pay the USEC charge, which is the same for each class on a per-mcf delivered basis.  

Specifically, costs are recovered from the firm service customers on a volumetric basis.  As Mr. 

Knecht noted in his rebuttal testimony, that charge was set at $2.0884 per delivered mcf at that 

time.46 

Section 1304 of the Public Utility Code further provides that “[n]o public utility shall 

establish or maintain any unreasonable difference as to rates, either as between localities or as 

between classes of service.”  66 Pa. C.S. § 1304 (Discrimination in Rates). According to PGW, 

Rate GTS will no longer be available at the expiration of the Contract.  As GFCP will no longer 

be a contract customer, it will, at least for a time, be a firm service customer, or a customer 

taking service via Rate IT, which should be paying cost-based rates.  In either scenario, GFCP 

should contribute to USEC. 

 

E. If GFCP/VEPI Has Not Justified a Special Rate, What Rates, Terms, and 
Conditions of Service Should Apply to GFCP/VEPI?  

1. Existing Tariffed Rates  

2. Potential Modifications \ 

 

VII. PGW AND VICINITY MARKETING ACTIVITIES  
The OSBA takes no position on this issue. 

 

 
46 OSBA Statement No. 1-R at 12.  The PGW tariff currently reports it to be $1.892 per mcf. 
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VIII. Conclusion

Wherefore, the OSBA respectfully requests that the ALJ and the Commission adopt the 

OSBA’s recommendations that  

• To the extent GFCP relies on PGW capacity on the Philadelphia Lateral, it should

compensate ratepayers for that capacity at the market price that is commensurate with the

interruptibility of the service;

• In light of the practices of other Pennsylvania NGDCs, it would not be unreasonable to

establish a separate rate category for GFCP;

• Base rates for a GFCP rate category can reasonably be based on an embedded cost

analysis that reflects direct assignment of mains costs or a bypass “flex” rate analysis that

reflects the cost GFCP would incur to bypass PGW distribution service;

• If embedded cost rates are established, GFCP should be required to reasonably contribute

to PGW’s universal service costs like other customers who are not subject to market-

based rates.

Respectfully submitted, 

/s/ Sharon E. Webb 
________________________  
Sharon E. Webb 
Assistant Small Business Advocate 
Attorney ID No. 73995 

For: 
NazAarah Sabree 
Small Business Advocate 

Office of Small Business Advocate 
555 Walnut Street 
Forum Place, 1st Floor 
Harrisburg, PA  17101 
(717) 783-2525
(717) 783-2831 (fax)

Dated: September 20, 2022 
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APPENDIX A 

Proposed Findings of Fact 

1. On October 22, 2021, Grays Ferry Cogeneration Partnership (“GFCP”) and

Vicinity Energy Philadelphia, Inc., (“VEPI”) (collectively “Vicinity” or 

“Complainants”) filed a formal complaint alleging Philadelphia Gas Works (“PGW”) 

violated provisions of the Public Utility Code.   

2. GFCP takes natural gas transportation service from PGW under rate GTS, pursuant

to a 25 year contract (“Contract”) which runs from 1997 to the end of calendar year 

2022. 

3. PGW is an NGDC which was previously regulated by the Philadelphia Gas

Commission, a local agency of the City of Philadelphia. 

4. On June 22, 1999, the Natural Gas Choice and Competition Act (“Gas Choice

Act”), 66 Pa. C.S. §§2201-2212, was enacted to provide a competitive and non- 

discriminatory market for natural gas supply services within the Commonwealth 

5. Pursuant to the Act, the Commission assumed jurisdiction over the natural gas

services provided by PGW on July 1, 2000. 

6. PGW does not currently have a firm service transportation rate that is designed to

serve large industrial customers. 

7. PGW does offer interruptible transportation service under rate IT.

8. PGW in responding to Complainants, emphasizes that Rate IT provides virtually

firm service. 

9. Pursuant to current Commission policy, all of PGW’s firm service customers must

pay the USEC charge, which is the same for each class on a per-mcf delivered basis. 



10. Prior to becoming subject to the Commission’s jurisdiction, PGW allocated its

universal service costs to all firm sales service rate classes. 



 
 

APPENDIX B 

 
Proposed Conclusions of Law 

 
1. Every rate made, demanded, or received by any public utility, or by any two or more 

public utilities jointly, shall be just and reasonable, and in conformity with regulations or 

orders of the commission.  66 Pa. C.S. § 1301(a). 

2. No public utility shall, as to rates, make or grant any unreasonable preference or 

advantage to any person, corporation, or municipal corporation, or subject any person, 

corporation, or municipal corporation to any unreasonable prejudice or disadvantage.  66 

Pa. C.S. § 1304. 

3. No public utility shall establish or maintain any unreasonable difference as to rates, either 

as between localities or as between classes of service.  66 Pa. C. S. § 1304. 

 
 
 
 



APPENDIX C 

 

Proposed Ordering Paragraphs 

1. That, to the extent GFCP relies on PGW capacity on the Philadelphia Lateral, it 

should compensate ratepayers for that capacity at the market price that is commensurate with the 

interruptibility of the service. 

2. In light of the practices of other Pennsylvania NGDCs, it would not be unreasonable 

to establish a separate rate category for GFCP. 

3. Base rates for a GFCP rate category can reasonably be based on an embedded cost 

analysis that reflects direct assignment of mains costs or a bypass “flex” rate analysis that reflects 

the cost GFCP would incur to bypass PGW distribution service. 

4. If embedded cost rates are established, GFCP should be required to reasonably 

contribute to PGW’s universal service costs like other customers who are not subject to market-

based rates.  
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