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Q.
Please state your name for the record. 

A.
My name is Matthew Sommer. 

Q.
By whom are you employed and in what capacity.

A.
Shipley Energy Company as a Business Manager.

Q.
What is the purpose of your testimony in this proceeding?

A.
The purpose of my testimony is to respond to the Commission’s Order initiating this investigation, in which the Commission asked Commenters to address seven listed topics and any additional issues that the witness believed to be relevant to the competitive state of the natural gas market in Pennsylvania, including suggesting ways by which the Commission might improve the competitiveness of those markets.

Q.
What is your assessment of the level of competitiveness and competition in the natural gas supply market in Pennsylvania?

A.
Shipley has been able to offer value to customers, both in the UGI and Columbia gas markets, by providing one-year fixed price contracts, which over the course of the contract, have provided savings to those customers over what they would have paid if they had remained on Supplier of Last Resort (“SOLR”) service.  Consequently, Shipley has been able to gain a foothold in both of those NGDC service territories.  Nonetheless, for a variety of reasons that I will discuss below, Shipley’s ability to garner additional customers has been hampered, and Shipley continues to face NGDC rules and behavior that negatively impact its ability to continue to serve its customers.  



Shipley’s over-all assessment is that the market is far less competitive than it otherwise could be.  For instance, Shipley is the only NGS currently serving residential customers on the UGI system and is one of a very few suppliers serving customers on the Columbia system.  Nonetheless, if the Commission is willing to invest the effort in making the changes within its aegis, and in championing some additional changes in the General Assembly, there is a good chance that the present situation can be turned around.  Some positive changes would be to allow NGSs to provide services that only NGDCs may currently provide and to remove some of the other remaining barriers to competition.  The one issue that has perhaps had the largest impact, but which the Commission may not be able to change on its own, is the negative impact of the translation of §1307(f) pricing mechanism into the price to compare.

Q.
What affect, if any, does price have on natural gas competition?

A.
Over the past several years, for a variety of reasons, wholesale natural gas prices have been trending upward, which can make it difficult to attract and retain customers.  This difficulty is compounded by the fact that there is a built-in lag in the adjustment of gas cost rate prices that SOLR customers face, and against which NGSs compete.  Coupled with the incentive that NGDCs have to continually under collect those charges, and the price differential can appear to be significant.  SOLR customers, may not even be aware of the increasing price, and because of the way gas cost rates are translated into the price to compare, customers are almost never aware of the true cost of the gas that they use.  When coupled with the fact that NGDCs change their prices quarterly, and sometimes more frequently while the price to compare remain static, it only adds more confusion.  Moreover, such adjustments have the potential to be somewhat arbitrary, and therefore highly detrimental to a NGSs continuing ability to compete.  



By way of example, last year, one of the two NGDCs in whose service territories Shipley competes, made an interim adjustment to its gas cost rate and lowered it by over $2.00 per mcf.  The timing of the interim adjustment was such that the information became available to the public at about the same time that Shipley was marketing its new price for contract renewals for the coming year.  The NGDC’s adjustment had the affect of making Shipley’s offer look highly unattractive even though it was likely that before, or during the winter heating season, the NGDC would have to increase the gas cost rate significantly; which it did.  The result was a loss of customers that returned to POLR service and unwittingly paid more for their gas than they would have if they had remained with Shipley -- these customers could have locked-in a one year fixed price from Shipley of $7.25 mcf for service beginning in September of ’03, but instead returned to the SOLR provider and ultimately paid as much as $7.46 and then $8.33 mcf during the heating season. 



The gas cost rate-pricing mechanism can have a severe and negative impact on a NGS’s ability to do business.  Even the ordinary quarterly adjustment process makes it very difficult for suppliers to make offers of a fixed price over a one (1) year period -- which is what customers want -- because at some period in the course of the year it is possible that the NGSs price may exceed the NGDCs GCR.  Nonetheless, over the long term, the NGS will almost always save the customer money.  Depending on the timing, however, the competitive price may not appear to be so competitive.

Q.
Has consumer education had any effect on competition?

A.
From a marketers perspective, there can never be too much consumer education on the benefits of competition, so long as there are NGSs out there willing to serve customers in any particular service territory, because hardly anything is more frustrating to customers who want to choose than to have no competitive alternatives available.  In general, however, Shipley believes that there should be a variety of means of communications to customers.

Q.
How have customer information and customer service rules impacted competition?

A.
Shipley believes that customer service/information rules can be modified to increase competitive opportunities.  In particular, Shipley believes that NGSs such as Shipley should be able to provide seamless service to customers.  That is, if Shipley is contacted by a customer who currently does not have gas service but who lives in area served by a natural gas distribution company, Shipley should be able to sign up that customer as a supply customer and then interface with the appropriate natural gas distribution company to have the customer connected to the supply system and make all of the arrangements necessary to provide service to that customer.  In addition, Shipley should have the ability to provide that customer with a single bill that would include both its charges and the natural gas distribution company charges.  By allowing the NGS to be the sole interface with the customer for all services related to gas supply, Shipley would have the same competitive opportunity that the NGDCs have in marketing their SOLR service.  It is only when all such barriers to competition are removed, and the NGSs are allowed to compete on an even playing field with the NGDCs, that NGSs will be able to meaningfully penetrate the market and provide the benefit of competition to customers.  The same would hold true for other services, which could be unbundled from the distribution rate including meter reading and any other similar services. 

Q.
What effect do NGDC supplier security requirements have on Shipley’s ability to compete?

A.
As the Commission is probably aware, Shipley just completed a litigated matter before this Commission where Shipley challenged the level of financial security imposed upon it by one of the NGDCs in whose service territories it operates.  UGI’s tariff required that any NGS, including Shipley, would have to provide financial security of $1,200.00 per residential customer.  While Shipley was otherwise happy to serve as many residential customers as possible, the geometrically expanding financial security requirements made any increase in customers disproportionately more costly to Shipley.  That is, because of the combination of a high level of security, and a requirement that allowed Shipley to provide that security only in the form of a Letter of Credit, increasing customer counts dramatically increased the negative impact on Shipley’s credit availability which negatively impacted all of its businesses.  In short, imposing high levels of financial security, that are not reasonably related to the exposure that the NGDC might face in the event of a bankruptcy or default of the NGS, poses a very real barrier, not only to initial entry into the market but also to expansion of customer base.  In Shipley’s case, which the Commission did rectify, UGI was imposing a financial security requirement that was in excess of three (3) times the annual commodity charges to the typical residential customer.  While it is true that the annual carrying cost for credit instruments may not be, in and of themselves, a significant barrier to entry, that is not the only issue. High security requirements coupled with draconian forms of security can impose severe restrictions on the ability or desire of NGSs to enter into a particular service territory.  NGDCs do have the ability bi-annually to propose adjustments to security requirements as well.  Shipley believes that any such adjustments should be transparent and should apply equally to all NGSs, unless there is some NGS-specific change.  That is, if an NGDC chooses to have a per-customer security requirement, which appears to be the most appropriate, that security requirement should be based upon transparent market and consumption data that apply generally, as opposed to a black box, supplier specific, security requirement which is unverifiable and potentially discriminatory and/or anti-competitive.  



Moreover, in today’s economic climate, it is important to recognize that utilities are not immune from financial difficulties.  To the extent that NGDCs bill on behalf of suppliers, the NGDC can hold significant amounts of NGS revenue.  Under such circumstances, security requirements should be bilateral and based upon the level of NGS revenue that the NGDC holds during the peak billing months of the year. 

Q.
What affect have natural gas distribution company penalties or other costs had on competition?

A.
The penalties alone, even though they are potentially significant and are almost never cost based, are not the only problem involving NGDC rules.  The rules upon which the penalties are founded also require critical examination.  In particular, some NGDCs have nomination and delivery requirements that align closely with the requirements of the interstate transmission pipelines, while other NGDCs have requirements which do not.  More often than not, this latter group require the NGSs to deliver with absolute perfection or face significant and drastic penalties.  As significant as these nominations requirements may be, the problem is exacerbated when an NGS serves across multiple territories where the rules differ.  These varying nomination and delivery requirements across NGDC service territories create a second barrier to entry.  Specifically, and particularly in the residential market, the more diverse the rules are across NGDCs service territories, the more likely that mistakes will be made because of confusion on the part of either of the NGS or its wholesale suppliers.  In Shipley’s own experience, it has had difficulty in finding wholesale suppliers who are willing to deliver gas to it in certain NGDC service territories because the rules are so different from industry standards, which increases the possibility of penalties and the financial risks associated with them.  In many cases these rules may differ from the rules that the NGDC applies to its own gas supply operations.  Choice markets are more competitive in the Western part of the state, and although the tariffs in those markets could be improved as well, they appear to be more appropriate as models for how to promote competition that could be better adopted for statewide use.  Shipley suggests that the Commission examine these rules, with the goal of creating a set of rules that are as similar as possible and which track the nomination requirements of the interstate pipelines.  However, Shipley believes that penalties for imbalance in particular, should be cost-based.

Q.
Are there any things that the Pennsylvania Public Utility Commission could do to encourage competition in Pennsylvania?

A.
Yes.  In addition to the items that I have discussed above, which include: 1) allowing NGSs the ability to sign up new customers and contact the NGDC on behalf of the customer to arrange for new service; 2) allowing NGSs to provide a single bill; 3) requiring reasonable and transparent security requirements; and, 4) creating consistency in rules including reasonable penalty structures across service territories.  Shipley believes that one additional critical item which must be addressed is the treatment of gas cost rates, their inclusion in the price to compare, and the effect of the adjustment mechanism.  As the Commission is well aware, in today’s economic climate there is an incentive for natural gas distribution companies to under-collect gas cost charges from their customers.  This incentive arises from the interest which NGDCs are allowed to collect from customers in addition to the actual gas charges, when NGDCs under-collect.  This incentive has the effect of creating a perpetual lag in gas cost charges so that gas cost charges are not reflective of the actual cost of gas in the period in which they are collected.  Moreover, when a customer wants to switch from SOLR service to service by a competitive provider, they must continue to pay these costs for the next year, making the switch to competition very difficult and very difficult to explain to customers.  



There are several potential solutions to this problem, including a re-examination of the make-up of the price to compare, with the possibility of adjusting it without regard to the gas cost charges, and instead relying on a market based mechanism.  Similar to proposals in the electricity markets, NGDC’s could be required to adjust the price to compare monthly to account for experienced gas costs.  Such an adjustment would send the appropriate price signals to consumers and would allow NGS to compete against a more realistic market-based price.  Such a mechanism would go a long way toward eliminating the negative impact of the collection lag.  Under such circumstances, the price to compare could be stated as two prices: 1) the current month’s market-based price; and, 2) a rolling twelve-month average market price.  In any event, it is clear to Shipley that until customers are able to compare NGS prices to NGDC prices on a more equivalent basis, SOLR service from the NGDC is likely to retain a competitive advantage over NGS service.



Shipley believes that the Commission also should consider mandatory customer assignment programs, similar to those used in the electric markets, if these suggestions fail to produce the desired results and in those NGDC service territories where shipping remains low or non-existent.  Such programs can introduce customers to the market and overcome the inertia which has so far prevented many from choosing, even where doing so would have saved them money. 

Q.
Does this conclude your testimony?

A.
Yes, it does.
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