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	COMMONWEALTH OF PENNSYLVANIA

PENNSYLVANIA PUBLIC UTILITY COMMISSION

P.O. BOX 3265, HARRISBURG, PA 17105-3265
	IN REPLY PLEASE 
REFER TO OUR FILE




May 9, 2013








Docket No. A-2011-275595
Thomas J. Sniscak, Esq.
Hawke, McKeon & Sniscak LLP

100 North 10th Street

Harrisburg, PA 17101

Re:   Application of Leatherstocking Gas Company, LLC to Supply Natural gas Service to the Public in Northern Susquehanna County, in the Townships of Bridgewater, Forest Lake, Great Bend, Harmony, New Milford, and Oakland and in the Boroughs of Great Bend, Hallstead, Lanesboro, Montrose, New Milford, Oakland and Susquehanna; Docket No. A-2011-2275595  
Dear Mr. Sniscak:  

On September 27, 2012, the Commission approved the Application for a Certificate of Public Convenience for your client Leatherstocking Gas Company, LLC (LGC) to operate as a Pennsylvania natural gas distribution company (NGDC).  Application of Leatherstocking Gas Company, LLC, for Approval to Supply Natural Gas Service to the Public, Docket No. A-2011-2275595 (September 27, 2012) (2012 Order).  


LGC provided a proposed tariff with its Application, Leather Stocking Gas Company, LLC Tariff Gas – PA PUC No. 1.  Although the Commission approved the LGC Application for a Certificate of Public Convenience, it deferred its decision to approve the LGC proposed tariff and directed LGC to file an initial tariff for Commission approval.  On January 31, 2013, LGC filed with the Commission a tariff in compliance with the 2012 Order and served the tariff filing on the Office of Consumer Advocate, Office of Small Business Advocate, and the Commission’s Bureau of Investigation and Enforcement.  No Party filed exceptions or otherwise raised any objections regarding the terms of the tariff.  


Upon review of the LGC January 31 tariff filing, the Commission directs LGC to revise its tariff in accord with the following and to file within thirty (30) days a revised tariff, effective on one day’s notice, reflecting the revisions contained in this letter.


Gas Costs


In its service classifications, the LGC tariff proposes to combine its delivery charge with its commodity gas cost under the heading of Commodity Charge.  The LGC service classifications also propose a Gas Cost Rate that would adjust the cost of gas established in its Commodity Charge in accord with the formula established in Rider A of the LGC tariff.

The Commission believes this approach, while mathematically sound, is inconsistent with the transparency the Commission seeks to achieve in the Commonwealth’s gas markets.  In addition, such an approach may trigger unnecessary base rate filings. 


To address these issues, the Commission directs LGC to move all commodity gas costs to the Gas Cost Rate and to establish a discrete Delivery Charge in lieu of the mixed delivery/commodity charge as proposed in the LGC tariff.    


Rider B Construction Surcharge (New Franchise build out)

The January 31 LGC tariff filing included a Rider B Construction Surcharge (New Franchise build out).  Rider B proposed a seven-year rolling capital contribution mechanism whereby customers would assist in financing the build-out of the LGC system as LGC added new customers.


The proposed Rider B Construction Surcharge is not an appropriate mechanism to secure customer capital contributions.  Under its authority to approve the LGC initial tariff, however, the Commission will authorize a non-discriminatory Construction Build-out Fee (CBF) under the terms and conditions outlined below.    

The Commission is cognizant of the challenges faced by LGC in delivering utility gas service to previously unserved areas of Susquehanna County.  The Commission also recognizes that some aspects of traditional ratemaking impede Susquehanna County, one of Pennsylvania’s top gas producing counties, from obtaining the benefits of utility delivery of locally produced natural gas.

Furthermore, the Commission understands that the low revenue-to-capital expense ratio of isolated rural utility service franchises tends to generate lower rates of return.  Low rates of return may cause potential investors to hesitate to invest in such franchises, and thus deny rural Pennsylvanians the benefits of utility gas delivery.

Under its authority to approve the LGC initial tariff, the Commission will accommodate these challenges by authorizing the collection of a CBF to provide LGC with the opportunity to earn a fair rate of return within the confines of just, reasonable, and non-discriminatory rates.  LGC may implement a CBF in accord with the following conditions:

●
LGC shall treat all CBF collections as contributions in aid of construction for accounting, ratemaking, and tax purposes.

● 
LGC shall define the Construction Build-out Fee in the definitions section of its tariff. 

●
The CBF rate shall apply on a Municipality-by-Municipality basis in a manner similar to the tariff divisions employed by regulated water utilities.  
●
The LGC tariff shall define a Municipality as a recognized political subdivision i.e., a township, borough, city, or village.
●
The LGC tariff shall establish the CBF rate as separately applicable to each Municipality such that all customers within the Municipality pay a non-discriminatory identical CBF rate for an identical time. 
●
The CBF shall apply for no longer than a 10-year period (120 months) in any Municipality.

●
The CBF shall commence and terminate upon permanently fixed dates certain (set by tariff) for each Municipality.  LGC shall establish the fixed dates certain by filing a tariff supplement with the Commission concurrent with the initiation of gas delivery service within each Municipality served.
●
The CBF shall not exceed $3/Mcf for any customer or customer class, and all customers and classes within each Municipality shall be subject to an identical CBF rate.

●
The CBF shall appear as a separate rate for each customer class identified in the LGC tariff service classifications, and shall similarly appear as a separate line item on each customer bill.

Annual Reports

In accord with 66 Pa. C.S. Section 504, all regulated NGDCs provide the Commission with an annual report for each operating year ending December 31.  LGC may find the format of this annual report on the Commission’s website under the “Natural Gas Forms” section of the Filings & Resources tab.  As a note, the Commission expects that LGC will provide this report to the Commission beginning with the year ending December 31, 2013.  This report is due April 30 following the prior reporting year.     


In addition to the above requirements, as a condition of collecting the CBF, the Commission directs LGC to provide the following along with its annual Section 504 reporting:

● 
An itemized description and associated annual and cumulative amounts of all components of the LGC rate base, including CBF collections.

● 
CBF collections on an annual and cumulative basis.  LGC should present CBF collections separately from other customer contributions or advances such that the CBF collections, along with other customer-contributed capital, are readily identifiable.

● 
A balance sheet and income statement reflecting CBF collections.  

In addition, 52 Pa. Code Section 71.1 et seq., will require LGC to provide an annual financial report for the 12 month period ending December 31 when LGC reaches $1 million in annual gross intrastate revenue.  Based on LGC projections in its draft income statement, LGC indicates it will likely file its first annual report under that Section for the 12 months ending December 31, 2015.  The Commission directs LGC to similarly identify all CBF collections in this report. 

Main Extension Policy 

In its January 31 filing, LGC included a main extension policy that provided for a five-year projection of customer base rate revenues.  The Commission directs LGC to include CBF collections with the estimated annual base rate revenues used to calculate the five-year LGC contribution to any main extension request.  LGC shall develop tariff language to reflect this requirement.

Year Seven Audit

At the conclusion of year seven (7) of the first implementation of the CBF, the Commission will conduct a comprehensive audit of the CBF process.  While the required materials and information will be determined closer to that time, the year seven audit will follow accepted utility auditing practices. 

Chapter 56 Customer Service Requirements

In its January 31 filing, LGC included in its proposed tariff various provisions related to customer services requirements.  Upon Commission review, these provisions were not in full compliance with the Commission’s Chapter 56 regulations.  Therefore, we direct LGC to revise tariff pages 13, 15, 31, 33, 35, 44, and 45 to conform to the appropriate Commission regulations at 52 Pa. Code §§ 56.251- 461.


Rider B Six Percent Surcharge

In its January 31 filing, LGC included in Rider B a six (6) percent surcharge on all service rendered by LGC.  The Commission directs LGC to remove this provision from its tariff.  

Conclusion

The Commission directs Leatherstocking Gas Company, LLC to file an initial tariff, effective on one day’s notice, in compliance with this Secretarial Letter within thirty (30) days.  Please direct any questions to Tony Rametta, Supervisor Energy Division, Bureau of Technical Utility Services at arametta@pa.gov or (717) 787-2357 or Shaun A. Sparks, Assistant Counsel, Law Bureau, at shsparks@pa.gov or (717) 787‑3464.
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Sincerely,








Rosemary Chiavetta


Secretary
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