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CASE BACKGROUND
on July 15 199, Chesapeake tHtilities Carparat tan
(Chesapeake) filed a petition for apptoval Lo tmplement a proposed

Flexible Gas Service tariff and revise certain tari1ff sheets. On
September 21, 1998, Chesapeake Utilities Corpcration filed a
revision to its petition, By this petition, Chesapeake seeks
authority to implement a new Flexible Gas Service tariff. The
tariff is designed to meet Chesapeake's need to compete for
potential customers who have viable energy options in a way that
assures existing customers will not be required to subsidize
contracts entered into pursuant tc the Flexible Gas Service Tariff.
Chesapeake's proposed Flexible Gas Service tariff will apply to
customers who demonstrate to Chesapeake that viable alternatives to

DOCUMINT Wt »RFL-DATE

m*ss 7 SEPA D

<aar
Ty TORDE/TPORTING



Docket No. 98085955-GU
September 24, 1998

natural gas exist. Only after receipt and investigation of a
documented statement detailing a customer's option would Chesapeake
offer Flexible Gas Service. A similar flexible gas tariff was
approved by the Commission for City Gas Company of Florida in
Docket No. 960820~GU, OQrder No, PSC-96-1218-FOR-GU, issued
September 24, 1996.

Chesapeake also seeks to make changes in {ts tariff to expand
payment alternatives to customers. Chesapeake proposes to expand
its payment options to include payment by credit card or debit
card., In addition, Chesapeake seeks authority toc bill customer
deposits to residential customers who are unable to physically come
to the payment center. Billing the required deposit will facilitate
the application process for new customers.

RISCUSSION OF ISSURS

ISSUE 1l: Should the Commission approve Chesapeake's petition to
implement a Flexlble Gas Service Tariff?

RECOMMENDATION: Yes, The Commisgion should approve Chesapeake's
petition to implement a Flexlble Gas Service Tariff. (Brown, Makin,
Lowery, Bulecza-Banks)

STAFF ANALYEIS: The purpose of the flexible gas tariff is to
enable Chesapeake to compete for new customers, and maintaln
existing ones. The tariff is designed to attract new customers by
having the flexibility to offer rates that can compete with other
sources of energy such as propane, fuel oil, and electricity.

The tariff also serves to assist Chesapeake in maintaining
existing customers who may choose to bypass Chesapeake’s
distribution system and connect directly to the pipeline or decide
to move their establishment within the territory of a more
economically friendly local distribution company.

As proposed, Chesapeake will only offer Flexible Gas Service
after receipt and review of a documented statement detalling a
customer’s alternatives. The documented statement of alternatives,
along with the executed contract, will be submitted to the
Commisslion within 30 days of execution of the contract. The
information will include the name of the custcmer, the contract
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rate, the alternative energy sources available, and a copy of the
contract entered into between the customer and the Company.
Because each contract will be separately negotiated, Chesapeake
regards the confidentiality provision as an essentlial component of
the tariff. Without the approval of confidentiality, Chesapeake
could not offer the program.

The proposed tariff incorporates several protective measures
designed to engure that the general body of ratepayers will not be
adversely affected by the adoption of the Flexible Gas Service
tariff.

Chesapeake will not attempt to recover from other customers
the difference between the otherwise applicable tariff rate and the
Flexible Gas Service tariff, elther through cost recovery clauses
or directly or indirectly in future base rate cases.

For new customers served off Chesapeake's existing
distribution system, the Flexible Gas Service tariff will have a
floor price equivalent to the incremental cost of providing service
to that customer.

To further clarify Chesapeake’s objective for the tariff, to
the extent that the company enters into flexible gas service
agreements with customers, Chesapeake is at risk for the capital
investment necessary to serve the flexible gas service customers,
not the general body of ratepayers. With the exception of pipeline
safety requirements, all elements of the agreement between
Chesapeake and the flexible gas service tariff customers, including
rates, terms, and conditions of service, are not subject to
regulation by the Florida Public Service Commission.

Accordingly, Staff recommends the Commission approve
Chesapeake's proposed Flexible Gas Service tariff.
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ISSUE 2: What is the appropriate accounting treatment?

RECOMMENDATION: If Issue 1 1is approved, the accounting
treatment proposed by Chesapeake in Attachment 1 should be

approved. However, Staff further recommends that the Commission
review Lhe raesults of th. proposed accounting methodology to ensure
that the remaining ratepayers are adequately compensated. (REVELL)

BTAFF ANALYSBSIS: The Company indicates in its Petition that
there will be protective measures in place to insure that existing
customers will not be adversely affected by th. adoption of this
tariff. One such measure the Company proposes is for all capital
costs, expenses and revenues associated with this tariff to be
placed below-the-line for earnings surveillance report purposes.
The tariff states that with the exception of pipeline safety
requirements, any customers under this tariff are not subject to
Florida Public Service Commission regulation. This economically
deregulates any customers under this tariff.

If the Company’s petition to¢o establish this tariff |is
approved, the rate making treatment indicated in Attachment 1 is
proposed by the Company. The Company proposes to make specific
adjustments to 1its earnings surveillance report removing all
capital costs, including a portion of common plant, Operation and
Maintenance (0Q&M) expenses, and revenues from the per books
amounts. The attachment states that the Company wil]l use the
methodology in the Company’s most recently approved cost of service
study to allocate common plant and embedded Q&M expenses. Staff
believes the Commission should reserve the right to audit and
review all contracts and financial data associated with the tariff
for the reasonableness of the results. Additionally, the
Commission should reserve the right to change the methodology if
necessary to achieve reasonable results.

This proposed tariff is somewhat similar to the tariff
approved for City Gas Company in OQOrder No. PSC-96-1218-FOR-GU,
dated September 24, 1996, in that in both the City Gas tariff and
the proposed tariff for Chesapeake, customers under this class will
individually negotiate contract prices, and must demonstrate that
the customer has accessz to an alternate fuel supply. City Gas
presently has no customers under its tariff. Within 30 days of
the signing of any contract, however, City Gas will submit detailed
information about the contract to the Commission. The information
to be submitted includes the name of the customer, the contract
rate, the alternative energy sources available, and a copy of the
contract.
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Both tariffs are designed to eliminate any impact of
negotiated rates under this tariff on the general body of
ratepayers. The Chesapeake tariff, however, does not include the
proposed accounting treatment in the body of the tariff itself as
does the City Gas tariff. The accounting treatment proposed by
Chesapeake is similar, but not identical, to that approved for City
Gas.

The proposed accounting treatment alsco differs from the
negotiated tariffs in effect for the largest investor-owned
electric utilities. The tariffs for the electrics vary somewhat,
but in all inatances, all capital and O&M coats, and revenues

received are included above-the-line.

It is probable that any customer under this tariff would be
very large with other available energy sources, and would not need
any regulatory protection. The intent is to remove customers from
regulatory authority, with the remaining ratepayers isolated from
the effects resulting from reduced revenues which could occur when
companies have a contract under this tariff. According to
Chesapeake’s latest cost of service study, the cost to serve
residential customers per dollar of revenue is higher than the
coats required to serve large induatrial customorn. Under
Chesapeake’s present rate structure, residential customers are
currently being subsidized by special contracts customers.
Therefore, residential customers may be affected with the removal

of the industrial revenues.

Whenever the rates for a customer class are above parity, the
effect is that other customer classes below parity are being
subsidized to some degree. According to Chesapeake’s latest cost
of service study, the rate of return on customers under the
“Special Contracts” tariff, a tariff with individually negotiated
rates, is above parity. The same analysis indicates that the rate
of return for residential customers is below parity. The rate of
return for special contracts custcmers subsidizes residential
rates. These subsidies would be lost if these amounts were placed
below the line, since present Special Contracts customers are the
potential customers for the Flexible Gas Service tariff.

The remaining ratepayers may not be fully compensated through
the use of fully allocated costs. Fully allocated embedded costs
are usually less than current replacement costs. The Company is in
d pusition teo serve larger customers, in part, due to its current
embedded distribution plant. The Company will be using the
embedded distribution system paid for by the general body of
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ratepayers. By being in the natural gas business, the company will
have certain advantages. It has an available experienced workforce
to use on an as-needed basis for maintenance, administrative
support and other customer services. Existing customers should be
able to share in the benefits received from larger customer
contributions to revenue.

If Issue 1 is approved, the accounting treatment proposed by
Chesapeake in Attachment 1 should be approved. However, Staff
further recommends that the Commission review the results of the
proposed accounting methodology to ensure that the remaining
ratepayers are adequately compensated.

I88UE 3: Should the Commission approve Chesapeake’s request to
expand its payment options?

EECOMMENDATION: Yes. The Commission should approve Chesapeake’s
request to expand its payment options. (Brown, Makin, Lowery,
Bulecza~Banks)

STAFF ANALYSIS: By allowing Chesapeake to expand i1ts payment

options to include payments by credit card or debit card, customers
can benefit from the convenience of other alternatives of payment.
The application process for new customers will therefore be
expedited by these other alternatives.
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ISSUE 4: What is the appropriate effective date for the Flexible
Gas Service tariff and revise certain tariff sheets?

RECOMMENDATION : The effective date for the Flexible Gas Service
tariff and revise certain tariff sheets should be the effective
date of the Commission’s vote. (Brown, Makin, Lowery, Bulecza-
Banks)

STAFF ANALYSIS: Staff believes the effective date for ¢tlre
Flexible Gas Service tariff should be the effective date of the

Commission’s vote.

ISSUE 5: Should this docket be closed?

RECOMMENDATION: Yaes. If no substantially affected person files
a protest within 21 days of the issuance of the order, the docket
should be closed. If a protest is filed within 21 days from the
issuance of the order, the tariff should remain in effect with any
increase held subject to refund, pending resolution of the protest.
{Jaye)

STAFF ANALYSIS: If no substantially affected person ftlen a

protest within 2?1 dayasa of the i{nsuanhce of the order, the docket
should be closed. 1f a protest is filed within 21 days from the
issuance of the order, the tariff should remain in effect with any
increase held subject to refund, pending resolution of the protest.
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Pexr Staff’s request, Chasapeake Utilities Corporation (“the Company™) offers ths following
::nondﬂ_l:l:mwﬂmwmrﬁm for Authority to Implement Proposed Plexdbie

To the extent that the Company enters into fiedble gas service agreements with
customars, the Company is st risk for the capitsl iTvestment necessary to serve the axible gas
sarvice tariff customers, not the genera! body of mtopayens.

Rate Base:

Ia the case of providing service to a new customer under this tariff, the Company will
identify the incremental capital costs, inchuding construction work-in-progress, required to
provide service to the customer. In this instance, the Company will separstely sccount for all
such costs, exchuding them from rato base.

Where the customer is served fiom the Company’s existing distribution system, a portion
of the net book valle of comman distsitaion facilitics, including meing and m. ssuring and
WMth‘aMMhmmﬁnmnWh
Pipeline and the size of pipe required 10 sarve that cusgtomar’s pesk demand for gas shall be
removed from rate base.

In the case of traneferting sn axisting customer to this tariff, in addition 1o exchuding all
mmmhumwummmmmm
particular customer shall be ramoved from rate base.

Purthermore, in all cases, the Company will utilize the methodology approved in its mast
mm@dmnﬂymﬂmmwﬂﬂmdw&aqﬁwmﬂ-ﬁn
gAs service customer, which shall alpo be removed from rate bese.

Mmdﬁemdmuﬂrupufamedbyﬂn&mmmdﬂmmdu
Customer’s rate, the Company will specifically identify all incremental cos1s, if sy, associsted
mmmmmmm« These exponses will primarily be related to the
incremantal capital required to serve the customer. In addition, the Company will utilize its most
recently approved cost of service study to allocats embedded costs including general distribution
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and maintensnce, meter reading, customer billing and accounting, sales, and general and

In f:ture rate cases and semings survelllance reports, the Company will exchude all operating,
maintensnce, and administrative costs related to this tariff as determined by this methodology.
Depreciation and Amartixation Expenses:

The Company will exchude all depreciation and amortization expenses related to this tariff
in funrre rate cases and in jts earnings surveillence report. Depreciation and amortization
expenses may be incremental and/or allooated and will be determined besed on the rate base
aliocated to each customer under this tariff as defined above.

BRevemes and Relsted Taxes:

Revenues reisted to this tariff will be excluded from regulated revenues. In filing quarterdy
carpings surveillance reports, the Company will remove actual revenuss related to this tariff, as
well 23 rovenue related taxes and income tames from s caloulation of FPSC sdjusted rate of
netum.

All com allocstions related to this tariff shall remain subject to FPSC audit.




