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STATEMENT OF CHAIRMAN CAWLEY
Before the Commission  are the base rate cases of UGI Penn Natural Gas, Inc. (UGI-PNG) and UGI Central Penn Gas, Inc. (UGI-CPG), collectively the UGI Companies (Companies), filed on January 29, 2009, as well as the Joint Petition for Settlement for both companies (Settlements) filed by these Companies on July 2, 2009.  
As a total package, the Settlements and resultant tariff rates and tariff conditions should benefit ratepayers, and I thank the parties for their efforts in these proceedings.  The base rate revenue increases were reduced from $38.1 million and $22.1 million to $19.75 million and $12.5 million, respectively, for UGI-PNG and UGI-CPG.
  Additionally, the Office of Consumer Advocate (OCA) successfully argued for significant reductions in the proposed increase in customer charges.  From a policy perspective, allocating costs to variable distribution charges, instead of allocating them to a fixed customer charge, provides a stronger incentive for customers to conserve electricity.  The Settlements also provide for enhanced Customer Assistance Programs, including Low Income Usage Reduction Programs, and additionally provide for the adoption of various Natural Gas Supplier (NGS) tariff provisions that should help remove some existing barriers to retail choice in the UGI-PNG service territory.  
The Companies, pursuant to our SEARCH Order,
 took some initial steps to allocate retail supply costs more equitably.  The Settlements provide for a more equitable allocation of one cost element for retail supply service – gas supply uncollectible expense – through a newly adopted Merchant Function Charge (MFC).  While this is a step in the right direction, it ultimately falls short of efforts to create a truly level playing field.  The direct testimony of the Office of Small Business Advocate (OSBA) sheds light on this inadequacy.
  OSBA rightfully argued that other variable costs and gas supply function costs incurred as part of a company’s legal obligation to provide retail gas supply exist, and could theoretically be included in the Price To Compare (PTC).  Variable costs include, but are not limited to, storage working capital and Purchase Gas Cost (PGC) cash working capital.   Other gas supply function costs include certain O&M and administrative costs associated with procuring gas supplies and managing upstream transportation and storage capacity for PGC sales customers.  By excluding these costs from the MFC, the Companies have maintained their competitive advantage over NGSs.  
Efforts to more equitably unbundle retail gas supply service costs are complex, and can lead to litigation.  As an example, it should be noted that the Companies were reluctant to provide the necessary analysis to permit OSBA to adequately quantify carrying costs for gas in storage.  Moreover, further unbundling, which would result in a more robust MFC, may result in a potential “cherry picking” problem.   OSBA’s testimony is once again on point in this respect:  a Purchase of Receivables (POR) program would be a more optimal solution.  Not only would this allow for a greater utilization of an existing collection asset of the utility, but it would simultaneously enhance competitive market entry, provide for the opportunity for competitive offers to lower-credit customers, and reduce the need to unbundle certain elements.

For these reasons, I encourage the Companies to continue to explore more optimal means of creating a truly competitive market that optimizes the resources and capabilities of NGSs and utilities, including adoption of POR programs in the near future.
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James H. Cawley

Chairman



� Excludes $2.5 million acquisition credit.


� Investigation into the Natural Gas Supply Market: Report on Stakeholders’ Working Group (SEARCH); Action Plan for Increasing Effective Competition in Pennsylvania’s Retail Natural Gas Supply Services Market, Docket No. I-00040103F0002.


� Direct Testimony and Exhibits of Robert D. Knecht on Behalf of the Pennsylvania Office of Small Business Advocate, May 5, 2009, pages 41-46.  


� POR may significantly reduce the need for unbundling of O&M costs related to most billing and collection and uncollectible accounts expenses if these costs remained bundled in the distribution function.  Certain gas procurement costs are currently being reviewed for inclusion in the PTC under Docket L-2008-2069114.   These rules are not yet finalized. 
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