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CASE BACKGROUND 

On Ju ly 15 . 1990 , Cho s apea ke Utilili C's r ·n r· p o r at t o n 
(Chesapeake) fi l ed a petiti o n f o r approval Lo impl e me nt o IJr opo ~:HJd 

Flexible Gas Service tariff and revise certa in tariff sheets . On 
September 21, 1998, Chesapeake Utili ties Corporation 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 Chesapea ke ' s need t o compete f o r 
poten t ial customers who have v iable e nergy o p ti o n s i n a way that 
assures existing customers wi l l no t be required t o subsidize 
co ntracts e ntered into pursuan t t o the Flexible Gas Service Tar iff . 
Chesapeake's proposed Flexible Gas Service tariff will apply t o 
c ustomer s who demonstrate t o Chesapeake that viable al ternat ives t o 
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n a t ural gas exist. Only after receipt and investigation of a 
d ocumented statement detailing a customer's option would Chesapeake 
o ffer Flexible Gas Servic e. A s i milar flexible gas tar if f wa s 
approved by the Commission for Cit y Gas Company o f Flo r i da in 
Docket No. 960920- GU, Order No. PSC- 96-1 2 18- FOR-GU, is s ued 
September 24, 1996. 

Chesapeake also seeks to make change s i n i t s t a ri f f to e xpand 
payment alternatives to customers. Chesapeake propo s e s t o e xpand 
its payment options to include payment by c r e di t card o r debit 
c a r d . In addition, Chesapeake see ks authority to bill customer 
deposits to residential customers who are unable to physically c ome 
t o the payment center . Billing the required d e posit will facili t ate 
the applicat ion process f o r new c ustomers. 

DISCUSSION OF ISStJIS 

ISSQE 1: Should the Commission approve Chesapea ke' s p e titio n t o 
i mplement a Flexible Gas Service Tariff? 

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

STAfF ANALXSIS: The purpose o f t he flexible ga s t a ri ff is t o 
enable Chesapeake to compete for new c ustomers, a nd ma inta in 
existing ones . The tariff is designed t o attrac t new c u s t omers by 
having the flexibility to offer rates that can c ompete with o ther 
sources of energy such as propane, fuel o il, and electric it y . 

The tar i ff also serves to assist Chesapeake in maintaining 
ex i sting customers who may choo se t o bypass Chesapeake ' s 
distribution system and connect directly to the pipel i ne o r dec ide 
t o mo ve thei r establishment within the territory o f a mo r e 
e conomic ally friendly local distribut ion c ompany. 

As propo sed, Che sapeake wi ll only offer Fl e x ib l e Gas Ser v i c e 
after receipt and r e v iew of a documented statement dotal 11ng a 
c ustomer ' s a l ternatives. The doc umented statement of al t ernati ves , 
al ong with the execut ed contract, will be submitted t o the 
Commission within 30 days of execut i o n o f the c ontract. The 
i nformation wi l l i nclude t he name of t he c us tome r, t he contrac t 
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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 essential component of 
the tariff. Without the approval of confidentiality, Chesapeake 
could not offer the program. 

The proposed tariff incorporates several protective measures 
designed to ensure that the general body of ratepayers will no t be 
adversely affected by the adoption of the Flex i ble Gas Servi c e 
tariff. 

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

For new customers served off Chesapeake ' s exi sting 
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 f o r the tariff, t o 
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 c ustomers, 
not the general body of ratepayers. With the exception o f pipeline 
safety requirements, all elements of the agreement between 
Chesapeake and the flexible gas service tariff customers, i ncl udi ng 
rates, terms, and conditions o f s ervice, are not s ubject t o 
regulation by the Florida Public Service Comm ission . 

Accordingly, Staff recommends the Commi ssio n 
Chesapeake's proposed Flex i ble Gas Service tar if f. 
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ISSUE 2: What is the appropriate a ccounting treatment? 

RICCIISENDATION; If Issue 1 is appro ved, the accounting 
treatment proposed by Chesapeake in At t achmen t 1 should be 
a ppro ved. However, Staff further recommends that t he Comrr.is s i o n 
review t ho r esu l ts o f th J p roposed account i ng methodo l ogy to ensure 
that the remaining ra t epayers are adequa t ely compensated. (REVELL) 

SWf ANALYSIS; The Company indicates in it s Petit ion tha t 
there will be protective measures in place to insu r e t ha t e x isting 
customers will not be adversely affected by th~ adoptio n o f t h is 
tariff . One such measure the Company prop o s es is f or a l l c api tal 
costs, expenses and revenues associated wi t h thi s t a ri ff to be 
placed below-the-line for earnings survei l lance repo rt p u rposes. 
The tariff states that with the except ion o f pipe l i ne s afety 
requirements, any customers under th i s tarif f are no t s ub j e ct t o 
Florida Public Service Commission regulatio n. This e conomica l ly 
deregulates any customers under this tariff. 

If the Company's petitio n to establi s h t his ta r i ff is 
approved, the rate making treatment indic ate d i n Attachmen t 1 is 
proposed by the Company. The Company prop o s es to make specifi c 
adjustments to its earnings surveillance report removing all 
capital costs, including a portio n of common plant, Opera ti o n and 
Maintenance (O&M) expenses , a nd r evenues from the per boo ks 
amo unts. The attachment state s t ha t t h e Company wi 11 use the 
methodology in the Company's most recently approved cost of servi c e 
study to allocate common plan t and embedded O&M e xpenses . S t aff 
believes the Commission should reserve the right t o audit and 
review all contracts and financial data associated with the tariff 
for the reasonableness of the results. Addit ionally, the 
Commission should reserve the right to change the methodology if 
necessary to achieve reasonable results. 

This proposed tariff i s some what similar t o the t ar iff 
appro ved f o r City Gas Company i n Order No. PSC-96 - 12 18 - FOR- GU , 
dated September 2 4, 1996 , in t ha t in both the City Gas tariff a nd 
the prop osed tar i ff f o r Chesapea ke , customers under this c las s wi l l 
indi v i dually neQot i ate contract prices, a nd must demo nst r ate tha t 
t h e c ustome r has a ccess L o an alternate fu e l s upply. City Gas 
pre sently has no customer s und e r i t s tariff. Withln 30 days o f 
the signing of any contract, however, City Gas wil l s ubmi t deta iled 
information about the contract to the Commission. The info rmation 
to be submitted includes the name of the customer , t he cont ract 
rate, the alternative energy sources avai l ab l e, a nd a cop y of the 
con tract. 
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Both tariffs are designed to eliminate any impact o f 
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 it s elf as 
does the City Gas tariff. The accounting treatment pro posed by 
Chesapeake is similar, but not identical, to that appro ved f o r City 
Gas. 

The proposed accounting treatment al so differs f r om t he 
negotiated tariffs in effect for the largest investor-owned 
electric utilities. The tariffs for the electrics vary somewhat, 
but in all instances, all capital and O'M costs, and revenues 
received are included above-the-line. 

It is probable that any customer under this tariff wo uld b e 
very large with other available energy sourc es, and wo uld no t nee d 
any regulatory protection. The intent is to remove cus t omers 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 t he 
c osts r oquired to servo largo lndurst rial c u a t omerrs. Unde r 
Chesapeake's present rate structure, residential customers are 
currently being subsidized by special contracts customers . 
Therefore, residential customers may be affected wi th t he r e mo val 
of the industrial revenues. 

Whene ver the rates f or a c us t omer c l ass a r e above par1Ly , the 
effe ct is that other custome r c lasses below pari ty are bei ng 
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 nego tiated 
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 customers subsidizes residential 
rates . These subsidies would be l os t if these amounts we r e pl aced 
below the line, since present Specia l Contracts c ustomers a r e the 
p o tential customers for the Flexible Gas Service tariff. 

The remaining ratepayers may not be fully c ompensated t hro ugh 
t h e use of fully allocated costs. Fully alloca ted e mbedde d cost s 
are usually less than current r eplacemen t costs . The Compan y i s in 
a position to se r ve large r c ustome rs, i n par t , due to its c u rre n t 
embedded distribut i on plant . The Company will be using the 
embedded distribution system paid for by the general bo dy 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 b~sis for maintenance, administ rative 
support and other customer services. Existing customers s ho uld be 
able to share in the benefits received from larger cus tomer 
contributions to revenue. 

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

ISSUI 3: Should the Commission appro ve Chesapeake ' s request to 
expand its payment options? 

R£CQHMINQATIQN: Yes. The Commission should approve Chesapeake's 
request to expand its payment options. (Brown, Makin, Lowery, 
Bulec za-Banks) 

STAFF ANALYSIS: By allowing Chesapeake to e xpand 1 L s payment 
options to include payments by credit card o r debit card, c ustomers 
can benefit from the convenience of other alternatives o f 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 effec tive date for the Flexible 
Ga s Service tariff and revise certain tariff sheets? 

BECQMHINQATIQH: 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 AHALXSIS : Staff believes the effective date for tr~ 

Flexible Gas Service tariff should be the effective date of the 
Commission's vote. 

ISSUE 5: Should this docket be closed? 

R£CQHMEHDATION: Yes. 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 ANAIJSIS: If no substantially affe c t·ed pnr:'ln n r i 1":' n 
pro tE>st within 2 1 dllyR o f t ho i Dt:IUtJ I\c u u l Lhe u rder , Lhe doc ket 
::~ h o ult.l l.>t! c l osed. If a protest is filed w1thin 2 1 days from the 
issuance of the order, the tariff should remain i n effect with any 
increase held subject to refund, pending resolution of the protest. 
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P• Std's nqullt, Cb r F nk• tJdlliea Corpoqcion \the Coq)ay'") c6n the fallowiae 
IMWirioNII ialanDIIioa with ....,... to ill Ptdtioo for Authority to lmpleiD• Propoted !'Idle 
Gil SerYice T.W. 

bzm¥ , 7 Z' 
To die-- tblt theCCI...-nJ nen ialoe.IM pa..W. .....-• wkb 

o•a--. tbe C "'I*Y ia Mli* tbr tile._. im:•"•• DeCJJtery to~ tbiSaible pa 
..W:. tarifr alltaiDII'I, Dot the ..-.J body fA~. 

Baftw· 

Ia cbe cue olpnMdlaa ..W. to a MW CIIIIOiner under this tarlft: tbl Conpny wil 
~ tbe iucawa••raJ Clllbl 00111. indo .... OCIIIIIIUCdall wodt~ ,.......S co 
.. Chide .... CO tbo CUIIGIICF. fa dliiW.•-ce, tbe OJ "'ffl)' .... ...,...., accaual fbr. 
IUCbCOI&I,adaacfinatt-laDn&et.e. 

Wlllrc diO ~ 11..-hrn tho Coalplny'a ••• clllrluicll.,.-. a paniaa 
oldleDII boot -.oto• •aa ......._ ftp+iee, iDcta+w JnliNind m-.IUina and ,......... ••·ON, rtll8cina the c:uac.r.'a ... _..&a. tbe ..,_ P* oa a~ 0.. 
Ptp.line aad tbe-. cA pipe required to MrW tb8t cu•omr• pelk demend tor ... lball be 
rWDOVed &om ....... 

Ill dJc c.e cAtrlblfwnbia • ••• Cllltc)ra. to tbia .._ in lddilica to.,. .... • 
iacnmaal Clpilll ~ .. «' ... dil&ribuOon filc:ilitiel a.. ........ tbe net book Yllue ~ 
tbeiDiiD. ..W. liDe, IDd IDII8iDa .. aip'M"' diM were ..,.:ifk:ally iutalled to eave tbc 
perticullr o• DIDWiblll be naoved ftoom .... bue. 

Punhcnnorc. in all c:uca. tbe CGapuy will utilize tbe tDitbodolo&Y lpp'OYed iD itaiDOil 
~ cott ~.-viol IIUdy to af1ocwte e+•I!ID.>:c~ ...... p&.t aDd wcwtma c:.pilll co tbe a.dble 
111 seMce cuaom•. which lballlllo be remcwed &om ra bue. 

& PI" eX che CIOit of aernc......,. performed by the Complay in ct..uliniaa tbe 
Cuatorm:r'a nate, the eoq.y willpeeiiCIIIy idiDiift II iDae ,., .. COitl, if'~ay, UIOCillad 
wilb the ftaible paiCI'Yice tariff Cul&amer. n.e cmpenM~ wil primariJy be r*ed to the 
ioaaaw•«al capital required to ..,. the CUIEOID8'. la lddidaa, the Cmpny will udlize ira11101t 
teCIIIdy lppfOY8d COlt ~ ..W.IIUdy to alloc:ace .n."'edded e01t1 iDdlufina ,...U dittribudoa 
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IDd llllinfewnr«, IDitCf raldioa. QIIIOmer bilJina and accounting, .... aDd amcnliDd 
edmjniwllive apea~e~. 

Ill bure ... ~ ........ IUI'Willlnce reporU, the Company wiD ad•ule all opaatiD&, 
llllinr•--. ..S N' ' ' naw COlla nllr.ed to tbia tMiff u deccnniocd by thia mcthodoloiY. 

'1111 Caalplay wll.,... • dlpndldaa Uld amortilalion cxpenMI relaced to thia carift' 
illtmn,.. ....... a ...... IUIY*e'Q rtpellt. ~Oil ad amoniudon 
apea•• may Milia 1 '" ~,...,_..IDd w11 be clluraliDed baed oa tbe rue bae 
lllcated to tlall CUitCJIW' UDdlr thilllritfu d6ld ~bow. 

Jrym= ep4 ...... Tem· 

~ nllacl to tt-. td'will be •cUSed tra. ....... ed ~ Ill miDa cprtaty 
--...., •• a npana. the ec...,.,., will ••ocwe ICIIUil ,.,.. .. ....._.to tbil tlrift: u 
wdl u revwuo re~~&oc~-. llld incon1e tae1 from ita Clio elation ofPPSC a4ulted rate of 
NUlL 
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