GATLIN, SCHIEFELBEIN & COWDERY, P.A.

Attorneys st Law
The Mahan Siation
1709-D Mzhsan Drive
Tallahassee, Florida 32308

B. KENNETH GATLIN TELEPHONE (880 877 Stiw
WAYNE { SCHIEFELDEIN THL ECOPIER (840 K793
KATHRYN G W COWDERY Novenbar 26, 1997 E-MAIL bhgzihn@wneitally com
OF COUNSEL
THOMAS F WOODS
Blancea 8. Bayo, Director EAMD DELIVERY

Division of Records and Reporting
Florida Public Service Commission

2540 Shumard Oak Boulevard C}"” 559 _G{

Tal _hassees, FL 32399-0850

RE: Petition for Limited Prcceeding to Restructure Rataes
and for Approval of Gas Transportation Agreements

Dear Ms. Bayo:

Enclosed on bshalf of Chesapeake Utilities Corporation for
filing in the above dockst a-e an original and 15 coples of:

1. Petition for Limited Proceeding to Restructure Rates and
for Approval of Gas Transportation Agreenents (with Exhiblts 1, and
redacted coples of Exhibits 2 through §;

2. Baquast for Confidential Classification, together with:
a) Composite Attschment A: gonfidantial copy of
Exhibits 2 through 6 (one copy only); !‘:,lllpa-‘rq-

b) Composite Attachmant B: redacted copies of Exhibits
2 through 6; ;9.((,3,7‘7

c) Composita Attachment C - detailed justification for
confidential classification.

Also enclosed is a high density coprputer diskette containing the
enclosed Reguest for Confldential Classification (WIN 3.1, WP6.1)
as required by the Commission's rules. .

Please acknowledge raceipt of the foregoing by stamping the

enclossd extra copy of this letter and returning sams to ay
attention. Thank you for your assistance.

R

ayne L. Schiefelbein
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1. The name and address of the Petitioner is:
Chesapeake Utilities Corporation
Florida Diwvision
P. O. Box 960
Winter Haven, FL 33882-0960
2. The name, address and telephone number of the person
authorized to receive all notices, pleadings, correspondence and
other ommunications with respect to this Petition is:
Wayne L. Schiefelbein
Gatlin, Schiefelbsin and Cowdery
1709~D Mahan Drive
Tallahasaes, FL 32308
{850) 877-5609
Attorneys for C.uesapeake Utilities Corporation
3. Chesapeake’s Florida Division .s a publiz utility subject
to the Commission’s regulation pursuant to Chapter 366, Florida
Statutes. Chesapeake’s Florida Divisjon is a natural gas utility,
functioning as a local distribution company.
4. Although the Florida Division serves only approximately
8800 customers (as of December 31, 1996), it is, in terms of volume
of gas distributed, the second largest local distribution company
providing service to the public in Florida, 7The Florida Division
ia unlike most local distribution companies in Florida in light of
the high throughput volumes delivered by the Florida Divisiui to
the industrial customers served. Of the approximate 130,000,000
(annual) therms distributed to Florida customers on its system,

over 908 are delivered to the largeat 60 customers. Becaure of the

industrial nature of Chesapeake’s customer profile, and the



proximity of the industrial customers to the FGT pipeline,
Chesapeake has a significant exposure to loss of lcad of industrial
customers through physical bypass to the FGT pipeline. IMC -
Agrico Company (“IMC”) and Alumax Extrusions, Inc. (“Alumax”), the
Florida Division’s two largest industrial customers, together
contributed nearly one~fifth of the Florida Division’s total non-
fuel revenuas in 1996. As will be explained hereinbelow, IMC snd
Alumax have advised Chesapes.e of their imminent intention to
phyaically bypass the Florida Division’s aystem unless appropriate
agreamants are entered into with Chesapeake and approved by this
Commission. Thus, Chesapeake has entered intoc Gas Transportation
Agresmants with said two customers and sceks Commission approval of
such Agreements and the rate restructuring detailed hereinbelow.
Accordingly, Chesapeake’s substantial interests will Le affected by
the Commission’s disposition of this Petition in that such
disposition will determine whether Chesapeake’s Florida Division
will continue to provide service to its two largest industrial
customers, and whether it will continue to provide service to its
general body of customers on terms that are fair and equitable and
which would preserve Chesapeaks’s opportunity to earn a reascnable
return on the Florida Division’s property used and useful in the

public servicas.

5. Chesapeake i3 not aware of any disputed issues of

materia fact.



HEED FOR EXPEDITED TREATMENT

6. INC and Alumax have unequivocally expressed to Chesapeake
that the substantial subsidy that they have provided to the general
body of customers of the Florida Division must end as quickly as
poseible, and that fallure to obtain relier on a rigorously
oexpedited basis will result in their pursuing their alternative
course of action of physical bypass.

7. As detailed hereinbelow, Chesapeake has diligently
responded to tha potential loss of these two induatrial customers
with proposals and negotiations which culminated within the laast
week in the execution of two Gas Transportation Agreements for
which Commiesion approval is requestef. Chesapeake has kept
Commission Staff at both the Bureau of Gas and the Division of
Auditing and Financial Analysis informed of the significance of
this situation and has met with Staff to discuas the various
options available to retain these two customers and to minimize the
effect of such slternatives on Chesapeake’s earnings and on the
rates applicable to the general body of customers.

8. Chesapeake therefore requests that this Petition be
processed and disposed of on an expedited baslis.

BAIE RESTRUCTURING
9. Through the rate restructuring herein proposed, the
Florida Divieion seeks to retain the opportunity to generate

revenues at a level equal to the level generated ‘n a recent






overall rate of return of 9.06%, which favorably compares with the
authorized mid-point rate of return of 9.07%. The level of noa-
fuel revenues collected during 1996 and included in the Florida
D:vision’s earnings was $6,855,750. This level of revenues is used
in the Cost of Service Study prepared by Chesapeake and submitted
herewith Exhibit "1") as the basis for the pruposed rate
restructure. Further, the Florida Division has been subject to two
earnings audits by the Commission’s Division of Accounting and
Financial Analysis for the years ended December 31, 1994 and 1995.
In said two sarnings audits, the combined excess earnings totalled
$292,000, which were applied by the Commission to the Florida
Division’s reserve for environmental clean-ip costs, in lieu of a
refund to customers. See Order No. PSC-95-1205~-FQF-GU (September
28, 1995) and Order No, PSC-97-0136-FOF-GU (February 10, 1997).
The Surveillance Report for the period ended December 51, 1996
properly reaflacts all adjustments made as a result of the aforesaid
two audits and Commission disposition of excess earnings.

13. 1In the event that Chesapeake loses the throughput of its
two largest industrial customers, nearly one-fifth of the Florida
Division’s non-fuel revenues would be lost. Under such
circumstances, Chesapsake would need to pursus recovery of the lost
non-fuel revenues from the remaining customers, at much higher
ratea than those proposed in the instant rate restructure.

Chesapeake seeks instead to retain these two very large ‘ndustrial



customers and reduce the cross-subsidization among its customers by
restructuring its rates to more closely reflect the actual cost to
serve each class of customars. The disparity among rate classes
under current rates is reflected in the relative contributions by
each of ths Florida Division’s rate classes, as set forth at page
10, 1! e 16 of the Cost of Service Study attached hereto as Exhibit
b S

14. The Cost of Service Summary at Pages 13-14 of Exhibit “1”

sets forth the proposed restructured rates, which are as follows:

MNonthly Non~Fuel Charge
Customer Charge {per therm)
Existing Proposed = = Existing
Residential $ 6.5 $ 7.00 8.4312¢ $.46905
Commercial $ 15.00 § 15.00 $.19532 $.2.1.T
Commercial
Large Volume $ 20.00 $ 20.00 $.13465 $.17287
Industrial
{Sales &
Tranasportation}$ 40.00 $ 40.00 $.07348 $.07889
Interruptible
(Sales &
Transportation) $350.00 $350.00 $.04032 $.05312

The Florida PDivision also has three other Special Contract
customers, served under its Large Volume Contract Transportation
Service (LVCTS) rate schesdule, which rates would not change as a
regsult of the proposed rate restructure. Thease special contracts
hav: been previocusly approved by the Commisaion.

15. The above schedule o“ proposed rates would apply to those



customers which would be served under the rate schedules therein
identified, and would pot apply te the two industrial customers
under the Gas Transportation Agreements (Exhibits “5® and *“6") for
which Commission approval is requested in the instant proceeding.
The rates to be charged to said two industrial customers are set
forth in Exhibit B to each of said Agreements. These rates more
than recover the respective cost tc serve the two customers
{including return). This is demonstrated at page 11, line 17 of
the separate, more detailed Cost of Service Study (Exhibit “2%),
and in the Supplemental Data (Exhibits “3* and “4") for IMC and
Alumax, respectively. Portions of these exhibits are among the
subjects of a Request for Confidential Classification separately
filed herewith.

16. As shown on page 12 of Exhibit “1%, under the proposed
rate atructure, all rate classes will move in the direction of
paying a comparable share of the total cost of service. The
proposed rate structure would substantially reduce the subsidy that
the Florida Division’s two largest customers have previously
provided for the benefit of all other customers on the system,
while to the axtent practicable, continue to protect the general
body of ratepayers from rate shock. The monthly impact on a
typical residantial bill of 25 therms, under the above proposed
rates, 1s $1.44. The proposed restructuring would have no effact

on totael ravenues, but would assist Chesapeake in retain.ng its two



largest industrial customers on the aystem, which customers would,
under the proposed restructured rates, continus to generate
sufficient revenues and provide significant fixed cost recovery of
upstream pipeline capacity costs, and, therefore, benefi* all
classes of customers on the Florida Division’s distribution system.
Should the Florida Division’s two largest induatrial customers
deciue to no longer transport gas through the Florida Division’s
systam, Chesapeake would losc nearly one-fifth of its non-fuel
revenues. This would certainly cause Chesapeake %o request a
considerabls increase in its residentiasl, commercial and industrial
rates through a general rate proceeding. Even more significantly,
fixed upstream pipeline capacity costs would becoms astranded and
would need to be recovered through the Ccmmission’s Purchased Gas
Coat Recovery mecharism from the remaining genecral body of
ratepayers.
GAS TRANSPORTATION CONTRACTS

17. The Frlorida Division has entered into two Gas
Transportation Agreements, with IMC and Alumax, respectively.
These agreements constitute special contracts for the sale of the
Florida Division’s gas transportation services in a manner or
subject to provisions not specifically covered by the Florida
Division’s filed regulations and standard epproved rate schedules.
The parties understand {(and specifizally acknowledge within the

agreenents) that such speciml contracts are subject to tl» approval



of the Commission,
186. The maximum daily quantity of gas tc be transported under

each agreement, and the rate per dekatherm for such transportation
service, are set forth in Exhibits A and B, respectively, tc each
said Agresment. These terms are among the subjects of a Request
for Confidential Classification separately filed herewith. The
. sdacted copies of the agreemsnts with INC and Alumax are appended
hereto as Exhibite "5 and “6~ respectively.

19. IMC is the largest phosphate producer in Polk County,
Floride and operates several facilities on the Florida Division’s
distribution system. IM(C’s operations in Florida include several
production facilities engaged in rock drying operations and in the
production of fertilizers which are exported worldwide. IMC’s New
Nales faclility, the world’s largest phosphate prcduction facility,
iz also the largest user of natural gas of any of IMC’s Florida
facilities.

20. Chesapeake has provided sgervice to [MU’'s New Wales
facility since 1965, initially under an Interruptikle Sales Service
rate lchndul;. In November, 1990, the facility became the first
customer on the Florida Division’'s system to saswitrh to the
Commission-approved Contract Transportation Service tariff, by
converting approximately 50% of the total facilities requirements
to transportation service. The New Wales facility continued to

nperate under these arrangements until November, 997, when {t

10







22. In February 1997, IMC sent out a nation-wide invitation
to bid on gas supply and transportation for all cf its North
American facilities, including the New Wales site, IMC
simultanecusly entertained aiscussions and explored proposals from
many different providers of natural gas service. IMC and
Chesapsaks weres continually communicating during this process, and
n-jotiations continued throughout the summar and fall months,
Through lengthy and complex negotiations, Chesapeake has been
successful in negotiating the price and terms and conditions which,
if approved by the Commission, would successfully retaiu this
customer on the Florida Division’s system, while continuing to
provide an opportunity for an adequate return. The Gas
Transportation Agresment with IMC was executed ou November 18,
1997.

23, The Gas Transportation Agreement wit.. IMC provides for a
maximum deily quantity of gas for transportation to the IMC New
Hales facility, and a specific rate per dekatherm for such volume.
The derivation of the cost of service for the IMC Kew Wales
facility, and the amount of revenues projected to be generatcd by
the contractual rate, are shown on Exhibit *2®" (pages 5 through 14,
column I} and Exhibit "3%, hereto. These specific contractual
terms and the derivation of the cost of service, are among the
subjects of a Request for Confidential Classification separately

fiied herewith.
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24. The only provision of the Gas Transportation Agreement
with IMC which deviates from the Florida Division’s existing
Commission-approved tariff (other than the specific rate per
dekatherm), 1is the provision in Article VII, Section 7.1 of the
Agreement, that IMC will be billed a transportation raste based an
actiys " _wolumes daliversd. The Florida Division’s existing tariff
provides that the trangportation rate will be billed on acheduled
transportation wvolumes. Senr the rats schedules for Contract
Transportation Service (CTS) and Firm Transportation Service (FTS),
sheet numbers 67 and 65, respectively.

25. Effective November 1, 1993, FERC Order 636 removed
interstate pipelines from the me:~hant <function and allowed
customers on the interstate pipelince to purchase ratural g¢as
directly from producere in a competitive market. 1In many ways,
Order 636 thrust local distribution companies, such as the Florida
Division, and their end-use customers, into uncharted territory.

26. The Florida Divisgion’s existing tariff was approved in
March, 1994, at the advent of the FERC Order 636 sra, when it was
unclear what (flexibllity would be desired cor needed bLYy
transportation custcmers. However, as has been a recurrent theme
of comments submitted to the Commission by Chesapeak.: and otlrer
local distribution companies in Docket No. $60725-GU, Unbundling of
Natural Gas Services, flexibility is essential for auch utilities

so that they can be responsive to their customsrs and successfully
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what would happen with transportation customers in a curtailment
event caused by & peak usags event on the Florida Division’s
distribution system. However, if the Florids Division is unable to
perform the functions required of it under the contract with s fimm
transportation customer due to a curtailment situation on the
Florida Division’s distribution system, it is only fair that the
custoner not be economically psnalized, with respect to gas supply
and tranasportastion coats, for events which occur on that system
that are outside of the custaomer’s control. An example would be an
extrems weather event necessitating curtallment of firm deliver es
to industrial customers by the Florida Division in order to serve
the needs of residential and small commercial customers. In such
circumatance, the Florids Division may not only need the industrial
customers’ gas supplv, but also their assigned transportation
capacity on FGT'’s system to transport the additioi.al gas supply to
the distribution system. The Florida Division has not had a
curtallment on its system since the Christmas 1989 freeze, which
transpired prior to the implemsntation of transportation services.
If the Florida Division were to have a curtailment occur today,
caused by an event on its distributicon system, it would treat all
of its transportation customers similarly to the method
specifically delineated in the proposed Agreement with Alumax.
Therefore, although this provision is specifically set forth in the

hlumax Agreement but is ailent in the current tariff, the Florida
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Division will, without undue discrimination, treat all of its
transportation customers similarly. Chesapeake submits that it is
fair and reasonable to keep all transportation customars whole with
respact to gas supply and transportation charges in a curtailment
event on the Florida Division system, as specifically set forth in
the proposed Agreement with Alumax.

WHEREFORE, Chesapeake respectfully requests that the
Commission:

a) address this Petition on an urgent, expedited basis, in
a limited proceeding, pursuant to Section 366,076{(1), Flori.a
Statutes, using its proposed agency action procedures;

b) approve Chesapeakse’s restructired rates, as set forth in
this Petition and in Exhibit “1" heretoy

c) approve Chesapeake’s Gas Transportation Agrsements with
INC - Agrico Company and Alumax Extrusions, Inc,, as set forth in
this Petition and in Exhibits “5" and “€" hereto; and

d) grant such other relief as the Commission deanms
appropriate.

Respect fully submitted,

lorida Bar No. 265047
Gatlin, Schiefelbein & Cowdery
1709-D Mahan Drive
Tallahassee, FL 32308

{650) 877-5609

Attorneys for Chesapeake
Utilities Corporation
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