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1.
Welcome and Introductions - Dallas Winslow, Chair

Commissioner Winslow opened the meeting with a short welcome and asked participants to introduce themselves.   A list of attendees is attached.  
2.       Governance Issues


a.
Natural Gas

Charlie Driggs, Delmarva Power Gas Delivery, gave a presentation about Delmarva’s natural gas distribution system (copies of the presentation were circulated prior to the meeting and are attached to the meeting notes), an overview of the expansion planning process, and approvals that may be needed for distribution systems expansions.
Steve Thompson, Chesapeake Utilities, provided handouts (also circulated prior to the meeting and attached to these meeting notes) examining both Chesapeake’s natural gas distribution system and Eastern Shore’s natural gas transmission system.   Mr. Thompson provided a short overview of Chesapeake’s system planning and expansion process (which is not unlike Delmarva’s), and a more detailed discussion surrounding the topic of interstate natural gas expansion and the role of the Federal Energy Regulatory Commission (“FERC”).
The information provided by Mrs. Driggs and Thompson yielded a great deal of discussion which is outlined below:

Distribution
Chesapeake and Delmarva are winter peaking systems, and are experiencing greater than ever peak loads combined with shrinking commodity sales.  Both companies are experiencing growing numbers of residential and small commercial customers which are primary contributors to peak load, combined with a loss of heavy industrial customers, and increasing numbers of large natural gas users switching from firm service to interruptible service.  

The economic feasibility of extending or expanding natural gas services to new customers is another issue facing both utilities.  Permits and approvals for building distribution infrastructure are generally required from state agencies such as the Departments of Transportation and Natural Resources, counties, municipalities, federal agencies, and private property owners.  The companies’ main extension policies, approved by the Public Service Commission (“PSC”), determine whether the cost of a project is eligible for recovery by the utility in its regulated rates.
Transmission

Eastern Shore Natural Gas Company operates an interstate natural gas transmission system serving customers in the states of Pennsylvania, Maryland and Delaware.  Because they are interstate transactions, all of Eastern Shore’s operations fall under the regulatory jurisdiction of FERC, including pricing and expansion.  Before Eastern Shore is granted expansion authority by FERC, it must first secure binding capacity commitments from potential customers, then a rate analysis is conducted, and finally a project is moved through the authorization and permitting process.  Pre-filing to completion of construction could take as long as three years.  
The natural gas transported by Eastern Shore is received from two interconnections - one in southeastern Pennsylvania and one in northern Delaware - with pipelines supplying gas from the Gulf of Mexico.  Future natural gas supplies may be available from the west via the “Rockies Express” pipeline project (for additional information, see http://www.rexpipeline.com/index.html); however current approvals end the supply in Ohio and additional work would be needed to move supplies from Ohio into Delaware or the mid-Atlantic region.

b.
Electricity

Due to extensive discussions surrounding natural gas, the consensus was to focus on electricity issues at the next work group meeting.

3. 
Identification of Issues for Work Group focus
Several issues were identified throughout the previous discussion and are identified below:

Regional planning

As articulated by the 2003 Transmission and Distribution Work Group, there is the continuing need for a regional planning entity as meeting the needs of Delaware consumers – in both electricity and natural gas - cannot be accomplished by Delaware working alone.   Many of the issues and concerns acknowledge by this work group are present in neighboring states as well and it is generally believed that these affected states working together would be more effective than one state acting alone.  It was further recognized that this multi-state entity would need to originate from the Governor and be provided with the legislative authority to make decisions and enter agreements on behalf of the State of Delaware.  The Work Group will re-visit the 2003 recommendation to determine what specific actions may be needed for implementation. 
Natural gas system reliability and vulnerability

Presently, all natural gas supplies in Delaware are from interconnections with three major natural gas transmission lines located in the north (only one is located in Delaware).   All natural gas distribution services below the C & D Canal are from Eastern Shore’s transmission line.  Further, all of these supplies are from gas fields located in the Gulf of Mexico.  After Hurricanes Rita and Katrina, interruption of supply is of enormous concern to Delaware, as are declining inventories of natural gas.  Chesapeake has been able to supplement its natural gas supplies with LNG; however, LNG is not without limitations.   Additional supplies may be available in the long-term (for example from the Rockies Express or resurrection of the proposed EasternShore Energylink Expansion (E3) Project).   The reliability and vulnerability of natural gas supply is of vital concern to Delaware.
Changing demographics and meeting natural gas needs

As discussed previously, sales of natural gas are declining while peak loads are increasing.  Distribution companies must build their systems to meet peak load as well as ensure sufficient supply is secured to meet those projected peaks.  Projected population growth and continued loss of large industrial users from firm load to interruptible exacerbates the issue.  Growing conservation efforts, while beneficial, are also impacting the cost of providing natural gas services.  The Public Service Commission is working with both electric and natural gas providers on mechanisms, such as revenue decoupling, that can help promote conservation efforts without harming a utility’s financial viability. 
Limitations on transmission system expansion
This is the “chicken-and-egg” problem discussed extensively during the meeting:  FERC will not approve a transmission expansion project for Eastern Shore without a binding commitment from a buyer of the gas.  However, large users of natural gas, particularly electric generators, are increasingly reluctant to enter into firm contracts for supply.  This is hampering the effort to add generation capacity to the Delmarva Peninsula.   Patti Esposito, NRG, circulated a table  (see attached) showing potential electric generation additions (expressed in megawatts or “MW’) with various fuel types, including plasma gasification, bio-mass, combined cycle (fueld by natutal gas), and wind.  The combined cycle offered the highest potential MW potential, however the infrastructure to provide the fuel is not in place.  Amardeep Dhanju, University of Delaware, distributed information about the MW potential of Delaware’s offshore wind (see attached).
Adding to the choice of fuels for residential, commercial and industrial customers was also discussed.  While the Public Service Commission has no regulatory jurisdiction over natural gas transmission, it continues to work closely with both Chesapeake and Delmarva in developing guidelines that will support economically feasible distribution expansion into areas where natural gas is not presently available as a fuel choice.  

4.
Public Comment

The Chair made a request for public comment; none was heard.

5.
Next meeting date, time and place

After discussion, it was determined that the next meeting will be held July 9, 2008 from 1:00 p.m. until 3:00 p.m. in the Hearing Room of the Delaware Public Service Commission.  Driving directions and an agenda will be circulated at least one week before the meeting date.
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