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STATE OF NEW YORK
BEFORE THE
PUBLIC SERVICE COMMISSION

CASE 05-G-1359 - Proceeding on Motion of the Commission as to the Rates, Charges, -
Rules and Regulations of Coming Natural Gas Corporation for Gas
Service.

CASE 05-G-1268 - Proceeding on Motion of the Commission as to the Acts, Practices
and Adequacy of Service of Coming Natural Gas Corporation.

CASE 04-G-1032 - Petition of Corning Natural Gas Corporation for Permission to Defer for
Future Recovery Costs Remaining After Sale of Appliance Business, filed in
C 9218. :

AMENDMENT TO GAS RATES JOINT PROPOSAL
AND JOINT STATEMENT
IN SUPPORT OF AMENDMENT

Submitted on Behalf of:

" Coming Natural Gas Corporation
Staff of the Department of Public Service
Bath Electric, Gas & Water Systems

April 14, 2006



STATE OF NEW YORK
BEFORE THE
PUBLIC SERVICE COMMISSION

CASE 05-G-1359 - Proceeding on Motion of the Commission as to the Rates, Charges,
Rules and Regulations of Corning Natural Gas Corporation for Gas
Service.

CASE 05-G-1268 - Proceeding on Motion of the Commission as to the Acts, Practices
and Adequacy of Service of Corning Natural Gas Corporation.

CASE 04-G-1032 - Petition of Coming Natural Gas Corporation for Permission to Defer for

Future Recovery Costs Remaining After Sale of Appliance Business, filed in
c9218. :

AMENDMENT TO GAS RATES JOINT PROPOSAL |
AND JOINT STATEMENT
IN SUPPORT OF AMENDMENT

I  INTRODUCTION

On March 15, 2006, Corning Natural Gas Corporation ("Corning" or the "Company"),
the Staff of the Department of Public Service ("Staff"), Multiple Intervenors ("MI"), and Bath
Electric, Gas and Water Systems ("Bath"), collectively referred to herein as the "Parties,"
entered into-a Gas Rates Joint Proposal ("Joint Proposal™) and ﬁled. the Joint Proposal with the
Public Service Commission (the "Commission"). A fifth pﬁrty, Fortuna Energy Inc., also |
executed the Joint Proposal, but only as to certain limited portions thereof which are not
relevant here. The Joint Proposal used as a fate year the 12 months commencing October 1,
2006 and ending Septembe_r 30, 2007 (Joint Proposal at 2). The Joint Proposal noted, however,
that it did "not resolve whether the recommended level of rates will provide Corning Gaé with
reasonable cash flow, which cannot be known until after Corning Gas has éntered into new

- arrangements regarding gas supply and asset management and/or lines of credit" (Joint



Proposal at 3-4). The Joint Proposal went on to state that "[s]ome ch the provisions of this Joint
Proposal may need to be re-opened depending oh what is later indicated by a cash flow
analysis" (Joint Proposal at 4). Among the provisions the Parties contemplated re-opening
based on the completion of new gas supply and credit arrangements and’ related cash flow |
~ considerations was the‘effective date of the rate increase. Based on those considerations,
Corning, Staff and Bath have concluded that an amendment to the Joint Proposal to ensure that
the rate changes contemplated therein take effect as soon as possible is in the public interest
and should be adop.te:d. The remaining two parties to the Joint Proposal, MI and Fortuna, have
been consulted. Fortuna advises that it does not oppose the proposed amendment.
IL AMENDMENT
Corning, Staff and Bath agree to the following amendment to the Joint Proposal, each
- component of which is inteITelated and is not divisible:
A. The increase in Gas Delivery Service Rates proposed in the Joint Proposal to take
effect on October 1, 2006 should be permitted to take e'ffectl on June 1, 2006,
subject to deferral of the additional revenues and associated Federal and New
York State income taxes realized from June 1, 2006 through September 30, 2006
as a result of the change in effective date, to be used for the benefit of customers
in such manner as the 'Commis'sion shall determine in the future.
B. The Market Volatility AdjuStment (”MVA") currently collected at the rate of
$1.50 per Mcf should be terminated as of May 31, 2006 to eliminate any
~ potential or continued build-up of the over-collection of gas costs, and any over-
cellection of gas costs as of the termination date should be repaid to customers as

part of the annual reconciliation of the Gas Adjustment Clause ("GAC")



mechanism costs.

C. In the future, when the Commission determines the manner in which deferred
revenues or credits arising out of the Joint Proposal and this Amendment are to
be used for the benefit of ratepayers, it should take into account the customer

: claéses and seasonal usage patterns of the customers whose charges gave rise to
the deferral or credit, and reasonably balance the benefits to customers in
proportion to their cont:ribution giving rise to the deferral or credit. This
provision should apply, without limitation, to the deferral arising from this
Amendment's acceleration of the effective date bf the incréase in Gas Delivery
Se;'vice Rates proposed in the J oint Proposal, any credit arising from completion
of the $1,400,000 gas storage and hedging adjustment amortization (Joint

, Pfoposal pp. 29-30), and any future opportunity made possible by improved cash
flow to change the Joint Proposal's rate treatment of the $1,400,000 g‘as storage
and hedging adjustment aﬁd the related $368,077 Additional Rate Year
Amortization Credit to better align the benefits to customers in proportion to
their contribution giving rise to the deferral or credit.

D. In all other respects, the Joint Proposal shoﬁld be adopted by the C’ommi'ssion
without modification. -

III.  JOINT STATEMENT IN SUPPORT

The need for prompt implementation of the Gas Delivery Service Rates increase
contémplated in the Joint Proposal is based on three interrelated factors: enhancing cash flow;
obtaining financial support for the March 31, 2006 Asset Management Agreement with

Virginia Power Energy Marketing, Inc. ("VPEM" ); and eliminating the MVA.



A.  CashFlow

As noted in the Joint Proposal (p. 4), Coﬁing's cash flow could not be known until after
the Company entered into the Asset Management Agreement with VPEM on March 31, 2006.
_Although related credit issues have still not been resolved, the impact of the Asset Management
Agreement has now been incorporated into the cash flow analysis. Attached hefeto as
Appendices "A" through "E" are spreadsheets showing that a.naiysis f;)r calendar years 2006
and 2007. Beginning in April 2006, the data shown is based on forecasts.

Appendix "A" is a forecast of cash flow assuming the Joint Proposal is’ adopted without
this proposed Amendment. It shows a cash balance on hand of only $79,380 in October 2006
at the commencement of the gas heating season. A goal of this Amendment is to decrease the
- risk of having such a low balance of cash on hand, particularly at the commencement of the gas
heating season.

Appendix "B" is a forecast of cash flow assuming that both the Joint Proposal and this
proposed Amendment are édopted. It shows a more robust cash balance on hand of $433,992
in October 2006 at the commencement of the gas heating season. The Appendix "B" scenario
is the goal ‘of this‘ Amendment.

Appendix. "C" is a forecast of cash flow assuming that both the Joint Proposal and this
proposed Amendment are adopted, showing a sensitivity scenario in which financial support
'for the Asset Management Agreement is not obtained. It shows an insufficient cash balance tb
operate the Company as of September 2006. Obviouély, a goal of this Amendment is to bolster
the cash ﬂéw situation of the Company to attract the necessary financial support for the Asset
Management Agreement so that this scenario can be avoided.

Appendix "D" is a forecast of cash flow assuming that both the Joint Proposal and this



proposed Amendmént are adopted, showing a sensitivity scenario in which financial support
for the Asset Management Agreement is not obtained and the Company is forced to buy-back
gas in storage. It shows an insufficient cash balance to operate the Company as of June 2006.
Similaf to the Appendik "C" scenario, a goal of this Amendment is to bolster the cashb flow
situation of the Company to attract the necessary ﬁnéncial suﬁport for the Asset Management
A‘greement so that this scenario can be avoided.

Finally, Appendix "E" is a forecast of cash flow showing what would happen if there is
no increase or change in the current level of Gas Delivery Service Rates. It shows an
insufficient cash bélance to operate the Company as of January 2007, in the middle of the gas
heating season. This information is provided for the purposes of establishing a complete
record.

B.  Support for Asset Management Agreement

The Asset Management Agreement requires Corning to provide VPEM with certain
financial assurances td support the market exposure VPEM is undertaking on Coming's behalf.
While thebspeciﬁc terms of those assurances are among the subj ects of the March 31, 2006 filing
made with the Commission's Records Access Officer for protection of portions of the Agreement
as "trade secrets" and/or "confidential commercial information" pursuant to the Commission's
regulations (16 NYCRR §§ 6-1.3, 6-1.4), the provisions relevant to this discussion can be
described in general terms without publicly revealing commercially sensitivé information.
Reference will be made herein to particular confidential provisions, by section number, without

~describing their content in sufficient detail to jeopardize their confidentiality. (In this regard, it
should be noted that all three Parties actively supporting this améndment to the Joint Proposal

have had access to the unredacted version of the Asset Management Agreement.)



In light of Coming's relatively weak financial condition, thé Asset Management
Agreement imposes certain conditions on the Cémpany with respect to the manner and timing
of payments for the natural gas supplies and the services to be provided under the Agreement.
Under the terms of the Agreement, Corning is afforded the opportunity, if it can meet certain
financial criteria, to make payment in a manner that is particularly advantageous (i.e., less
costly) to the Company and its customers.‘ See Sections 7.2, 7.3. Meeting these criteria requires
that the Company obtain support from one or mofe financial institutions. In Coming's
discussions with these institutions, it has become clear that the timing of the rate increase is a
matter of vital interest. The financial institutions consider it especially important that Corning
obtain certainty in higher rates as quickly as possible to bolster the Company's financial outlook.
While there is no precise correlation between the timing of a rate increase and the likelihood of
meeting the credit criteria of these institutions, it is clear that a Commission decision at the May
'2‘006 séssion and implementation of the rate increase by June 1 would maximize fhe Company's -
ability to obtain the sup}.)ort necessary for optimal payment terms under the Asset Management
Agreément. Accordingly, to maximize Coming's ability to obtain such favorable terms, the new
rates contemplated in the Joint Proposal should be approved at the May session and the new
rates should be permitted to go into effect immediately thereafter (i.e., by June 1, 2006).

C. Elimination of the MVA

The MVA, at the rate of $1.50 per Mcf, was imposed to assist Coming in facing
financial difficulties. The MVA has been a major contributor to the Company's cash flow over
this past winter. At the same time, as Staff's April 3, 2006 letter to the Administrative Law
J udges indicates (p. 2), there is considerable uncertainty as to the extent to which continuation

of the MV A through the coming summer will result in over-collection of gas costs that must be



repaid as part of the annual reconciliation of GAC coéts, if not sooner. Termination of the MVA

at the time the contemplated rate increase goes into effect (e.g., as of June 1, 2006) would
eliminate th‘e continued build-up of the over-collection. It is important to note in this context
that the build-up of the MV A over-collection can be expected to be a matter of concern in
connection with any possible purchase of Corning. It is highly likely that potential purchasers of
the Company could \}iew the build-up in the over-collection as a major unfunded liabilify,
rendering acquisition of Coming less attractive. Such a result would be at odds‘with the intent
oof the Joint Proposal, in provisions such as the Merger Package (Joint Proposal at 38-40), to
encourage an expeditious sale of the Company. Prompt implementation of the rate increase will
enable the Company simultaneously to terminate the MV A, thereby maintaining approximately
the same level of revenues, without incurring further pay—back_obligations, anc_l, eliminating a
potential negative factor in the sale of the Compény. (Implementation of the rate increase
would be expressly conditioned on simultaneous termination of the MVA.) The MVA was
always intended as a temporary measure and permitting the new rates to go into effect will
facilitate Coming's ability to move ahéad with a more permaﬁent rate structure that does not
deter prospective purchasers.

D. Proposed Implementation of Amendment

Corning, Staff and Bath acknbwledge that, becaﬁse the ‘J oint Proposal used October 1,
2006 as its nominal effective date, the reveﬁue requirement calculation was based on that date.
Consequently, implementation of the agreed upon rates as of June 1, 2006 would result in
~additional revenues to the Company that were not contemplated in the Joint Proposal.
AéCOrdingly, these parties pfopose that, to preserve the balance of the Joint Proposal, Corning

should defer the additional revenues and associated Federal and New York State income taxes



realized from June 1, 2006 through September 30, 2006 as a resﬁlt ;)f the change in effective
date, to be used for the benefit of customers in sﬁch manner as the Commission shall determine
in the future. While it may appear 6n the surface that such deferral would ultimately yield the
same result as simply delaying implementation until October 1, 2006, it‘ is important to
acknowledge that timing is a critical factor and the signal that early implementation can send tp
third parties, such as ﬁnanciél institutions, can be a strong one. Under this Amendment to the
Joint Proposal, having the rate increase go into effect imrhediately following the Commission
decision will enhance the Company's "permanent” cash flow, ehable the Company to eliminate
the build-up‘of a significant pass-back obligation pursuant to th¢ MVA, and give the Company
the best available opportunity to demonstrate the financial strength it requires in the near teﬁn to
obtain the most favorable support terms for its Asset Management Agreement with VPEM. All
these benefits t§ tﬁe Company's cash flow decrease the risks faced by Corning's customers.

IV. CONCLUSION

For the foregoing reasons, Corning, Staff and Bath respectfully request that the Joint

Proposal, as amended hereby, be adopted by the Commission at its May 2006 session.



AMENDMENT TO GAS RATES
JOINT PROPOSAL AND JOINT STATEMENT
IN SUPPORT OF AMENDMENT

This AMENDMENT TO GAS RATES JOINT PROPOSAL AND JOINT STATEMENT IN
SUPPORT OF AMENDMENT agreed to as of the 14™ day of April, 2006.

CORNING NATURAL GAS CORPORATION

MW WM

Stanley W. W?ger Ir.
Nixon Peabody LLP



AMENDMENT.TO GAS RATES
JOINT PROPOSAL AND JOINT STATEMENT
IN SUPPORT OF AMENDMENT

This AMENDMENT -TO GAS RATES JOINT PROPOSAL AND JOINT STATEMENT IN
SUPPORT OF AMENDMENT agreed to as of the 14™ day of April, 2006.

STAFF OF THE DEPARTMENT
OF PUBLIC $ERVI
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By:

Palj/ Agresta 5,’/
Asdistant Couns



AMENDMENT TO GAS RATES
JOINT PROPOSAL AND JOINT STATEMENT
IN SUPPORT OF AMENDMENT

This AMENDMENT TO GAS RATES JOINT PROPOSAL AND JOINT STATEMENT IN
SUPPORT OF AMENDMENT agreed to as of the 14™ day of April, 2006.

BATH ELECTRIC, GAS & WATER SYSTEMS
b m 5 = |
By:_: “NA2 /%/jﬁf—ﬁ

Kevin R. Brocks
Read and Laniado, LLP
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