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This matter comes before the Commission as a binding poll of issues addressed in the Recommended Decision of Administrative Law Judge Cynthia Williams Fordham (“ALJ”) regarding the  $65,000,000 base rate increase request of the Philadelphia Gas Works (“PGW”).  

On September 20, 2001, PGW and the Philadelphia Industrial and Commercial Gas Users Group (“PICGUG”) filed a proposed Settlement Agreement addressing gas transportation rules and regulations. The Office of Consumer Advocate (“OCA”) and the Office of Small Business Advocate do not object to the proposed Settlement Agreement.  The Consumers Education and Protective Association (“CEPA”) and the Office of Trial Staff (“OTS”) have not yet commented. While the Commission encourages the settlement of contested issues, the process must afford all parties the opportunity to timely comment.  Such is not the case here.  Therefore, we reject the proposed Settlement Agreement.

This Motion is offered to dispense with the binding poll and to resolve the outstanding issues as identified in the Exceptions and Reply Exceptions filed by the various parties.

Issue 1 - Applicable Ratemaking Method

This issue involves a difference in interpretation of Section 2212 of the Natural Gas Choice Act under which PGW was brought under the jurisdiction of this Commission.  The ALJ found that the Commission is bound to set rates in this proceeding based upon the same ratemaking methodology and requirements that were applicable to PGW prior to our assumption of jurisdiction.  The ALJ also determined that there is no presumption that rates set pursuant to the cash flow method are just and reasonable.  

Section 2212 requires the Commission to follow the prior ratemaking methodology and we accomplish that through reliance upon the cash flow method to determine whether PGW’s rates are just and reasonable.  Adherence to that method, however, does not preclude the Commission from examining the individual components of PGW’s claim and disallowing expenditures that are not found to be just and reasonable.

Issue 2 - Revenue Requirement

PGW’s revised budget of August 8, 2000, presents the starting point from which all proposed adjustments pursuant to this Motion will be made.  This revised budget reflects PGW’s proposed 

base rate increase request of $65 million, operating revenues of $755.5 million, fuel costs of $394.6 million, total operating expenses of $651.5 million, net income of $52.3 million earnings distribution to the City of Philadelphia (“City”) of $18 million and net earnings of $34.3 million.  PGW’s calculated debt service coverage – 1975 bonds is 2.87 and for its 1998 bonds is 3.01.  The OTS proposed a total increase of $44 million ($33 million plus the $11 million interim
).  Various other parties have proposed increases that are less than the requested $65 million.  The ALJ recommended that the OTS’ proposed rate increase be adopted.

We agree with the ALJ that the OTS’ calculations are appropriate.  However, the ALJ’s recommendation fails to account for several other adjustments to be discussed infra that were offered by the OCA and adopted by the ALJ.  We agree with several of these additional adjustments, which result in an allowable revenue increase of $28,067,000.  The increase proposed by this Motion is $28,067,000, which is in addition to the previously granted $11 million interim base rate increase.  The net result of this incremental allowance recommendation is that there is no change in PGWs requested net earnings, ending cash and debt service coverage, while also providing for the $18 million earnings distribution to the City. 

Issue 3 - Average Annual Usage of Residential and Commercial Customers

This issue involves the projected total sales volume and customer counts over the test period.    The OTS adjusts the projections of PGW based on the fact that PGW’s actual sales for the year 2000 should be the basis for projecting the number of customers and weather-normalized usage.  PGW argues that the OTS’ projection is based on inflated volumes and customer counts.  The ALJ recommended that the number and average use of the company’s residential heating and commercial heating customers should be increased based upon the OTS’ calculations. 

We agree with the ALJ’s recommendation.  The PGW’s analysis is flawed in that it utilized five months rather than a 12-month period.  Also the OTS’ calculations are adjusted for aberrations due to PGW’s billing problems wherein PGW used the incorrect number of customers.

Issue 4 - Bad Debt Expense

This Commission normally defines bad debt expenses as an uncollectible account expense.  Utilities generally compute the expense on an annual prospective basis.  PGW has made a claim for bad debt expenses in the amount of $65 million.  The OTS proposed to reduce the allowance to $61.1 million.  The ALJ determined that the OTS adjustment was appropriate.

We agree with the ALJ’s recommendation since the OTS calculations are based upon the use of a five-year analysis of prior years uncollectible accounts expense rather than a “budgeted” amount.

Issue 5 - Rate Case Expense

PGW has requested as part of its rate case expense, $100,000 for Lukens Energy Group, Inc. PGW had engaged Lukens to review the cost-of-service study and to develop a revenue requirement that PGW would require if PGW were an investor-owned utility.  The ALJ recommended disallowing the consulting fee since the testimony was not relevant.

We disagree with the ALJ’s finding that the testimony was not relevant. It is unusual for this Commission to utilize the Cash Flow Methodology for a utility the size of PGW.  This testimony was helpful and relevant in understanding the different nature of PGW in relation to an investor owned utility, especially since the bulk of the Commission’s attention is focused on investor owned utilities.

Issue 6 - Promotional Expenses

Promotional dollars are used by PGW to compete against alternate fuel sources.  PGW has claimed $1.6 million for promotional expenses.  The ALJ recommended that the PGW claim for promotional expense be reduced to $385,000.

We agree with the ALJ who based her recommendation on the OTS’ historical analysis.  Although PGW budgeted $1.6 million during each of the last two years, PGW has not expended more than $383,193 in any one year.  The claim should be limited to $385,000, an amount that is reasonable and represents some proximity to the actual amounts expended in the past.

Issue 7 - Lobbying Expenses

PGW has claimed recovery for lobbying expenses in the amount of $115,000.  PGW argues that this expense has been permitted to be included in its rates by the Philadelphia Gas Commission (“PGC”) and should continue.  The OCA disagrees stating that such an expense is not an appropriate item for recovery from ratepayers.  The ALJ recommended disallowing the expense based upon past Commission precedent, which has held that ratepayers do not receive a direct benefit from these costs and, therefore, the ratepayers should not be required to pay such expenses.  

We agree with the ALJ’s recommendation.  Section 2212 does not require the Commission to permit the recovery of a particular budget category that  was  previously allowed  by  the PGC.  Section 2212 provides that the Commission must “follow the same ratemaking methodology and requirements that were applicable” to PGW prior to this Commission assuming jurisdiction over its operations.  We have consistently interpreted that provision as obligating the Commission to use the cash flow method, rather than a rate of return analysis, to determine whether PGW’s rates will meet the constitutional and statutory standard of being “just and reasonable”.

We do not believe, however, that PGC’s allowance of the recovery of a certain budget category, such as lobbying expenses, is an element of the cash flow method to which the Commission must adhere.  Rather, the cash flow method that has been utilized by the PGC is described in Section VII of the 1972 Management Agreement as requiring the approval of rates that will produce revenues that are sufficient to (1) pay reasonably incurred operation and maintenance (“O&M”) costs and expenses as they become due throughout the fiscal year; (2) make the $18 million annual payment to the City; (3) satisfy debt service requirements; and (4) provide cash working capital.  Although some expenditures, such as employees’ retirement costs, are specifically identified for recovery, lobbying expenses are not so designated.  Therefore, we do not view the recovery of lobbying expenses as being required by Section 2212’s mandate that the Commission adheres to the prior ratemaking method.  Rather, we are free to examine both the reasonableness of the amount and the category of O&M expense being claimed by PGW.

Issue 8 - OCA Expense Adjustments

The OCA proposed ten adjustments to PGW’s claimed level of expense.  In total, the proposed adjustments result in a downward adjustment of $6.8 million to PGW’s revenue requirement.  The ALJ recommended adopting several OCA expense adjustments.  PGW argues that the OCA expense adjustments should be offset by the OCA position on bad debt expense.
 

We agree with the ALJ’s recommendation.  Each of the ten adjustments are reviewed and decided on its own merit.  PGW’s position that the OCA’s adjustments were in conjunction with a concomitant increase in bad debt expense is without merit as reflected in the OCA’s Reply Exceptions.   We accept nine of the OCA’s adjustments and adjust rate case expense as discussed in issue #5.  

Issue 9 - Recovery of Non-Gas Costs in GCR – Purchased Electric Costs

The purchased electric costs represent the electrical usage by the plants and buildings of PGW.  These expenses are a non-natural gas cost.  The OTS’ proposes to remove the expense of $965,000 from the gas cost rate (“GCR”) mechanism and include the expense in the Operations and Maintenance Claim in base rates.  The ALJ recommended the adoption of the OTS’ position.  

We disagree with the ALJ’s recommendation.  While the ALJ is correct that these costs do reflect non-gas costs which should be recoverable via base rates, her recommendation is inconsistent with her recommendation on other similar issues whereby she recommends that the issue should be deferred until the restructuring proceeding.  PGW has traditionally recovered this cost as part of its GCR since it is substantially related to the operations of its LNG plants and gas moving equipment.  Decision on the treatment of these costs must be deferred until the restructuring proceeding, at which time the Commission can comprehensively review these issues.  Such an approach is more desirable than the piecemeal approach advocated by the ALJ.

Issue 10 - PICGUG”s Proposed Revisions

PICGUG proposed several modifications to PGW’s transportation rules and regulations based on its assertion that PGW’s current transportation requirements are inadequate, antiquated and too discretionary to actually permit any form of true transportation on its system.  The ALJ recommended approval of several modifications.

We disagree with the ALJ’s recommendation.  We are persuaded by the Exceptions filed by PGW, OCA and CEPA that Section 2212(d) of the Gas Choice Act provides that PGW’s prior tariff shall apply in the period between the assumption of jurisdiction by this Commission and the effective date of PGW’s restructuring plan.  These recommendations should not be adopted at this time and instead, should be examined in PGW’s restructuring proceeding.

Issue 11 - Revenue Allocation Between Rate Classes

The Cost of Service Study submitted by PGW indicates that the residential customer class is receiving significant subsidies from the commercial and industrial classes.  PICGUG proposed allocating the full rate increase to the residential customer class.  The ALJ recommends the OTS revenue allocation. 

We agree with the ALJ’s recommendation.  The OTS approach does not accept the proposal that the residential class should bear the entire rate increase.   The OTS’ proposal increases rates for the LBS Large Direct, Tri-Gen Direct and NGV Direct classes since their revenues do not equal their allocated costs.  The OTS’ proposal also reduces rates for the GTS Trans customer class since that class is paying above its allocated cost.

Issue 12 - Rate Design – Customer Charge

In the interim rate case, the Commission established the following service charges: residential--$11.66; commercial--$14.57 and industrial--$29.14.  PGW proposes increasing the customer service charge as follows: residential--$15; commercial--$25 and industrial--$50. The ALJ recommended increasing the customer service charge as follows: residential--$12; commercial--$18 and industrial--$50.  

We agree with the ALJ’s recommendation to utilize the OTS’ proposed charges. The proposed customer charges bring rates closer to costs while honoring the concept of gradualism.

Issue 13 - Rate Design – Commodity Charge

PGW proposed an increase in volumetric charges for all classes of customers.  The OTS suggested that the proposed volumetric charge for residential customers be increased (from $6.6130 to $7.0051) while the other classes remain at the interim rate of $7.12.  The ALJ recommended the adoption of the OTS’ position stating that it is reasonable to keep the non-residential classes at their present rates and grant a small increase for the residential class.  

We agree with the ALJ’s recommendation.  We support the OTS’ position but recognize that the required commodity charges will be a function of the total allowable rate increase and the disposition of other rate design issues.  We recommend adoption of the general concept embodied within the ALJ proposal.

Issue 14 - Quality of Service

The Commission granted PGW an interim rate increase with conditions that were accepted by PGW.  The ALJ made no specific recommendations regarding quality of service.  The OCA and CEPA except and argue that the ALJ should have considered PGW’s service problems in her recommendation for a rate increase. They also except because the ALJ failed to impose any conditions on any rate increase that would ensure continued, orderly progress toward service improvements.  

We agree with the sentiments offered by the OCA and CEPA.  In fact, we note that PGW recognizes the various commitments it has made through the Management Audit process, as well as, the Interim Rate Settlement and the 2000-2001 GCR proceeding.  Through PGW’s continued adherence to those commitments and ongoing implementation of the various conditions set forth in those Orders, including the monthly filing of status reports, we are satisfied that the quality of service issues will be adequately monitored and addressed.  

Issue 15 - Nonstandard Rates

PGW proposes to modify its tariff to allow it to enter into individual contracts with commercial and industrial customers at negotiated prices and/or terms and conditions of service for an agreed upon time period.  The OCA suggested modifications to ensure that sales customers are not disadvantaged by the contracts that PGW negotiates.   The ALJ recommended adoption of the PGW proposed nonstandard rates without revision.

We agree with the ALJ’s recommendation.  The suggestions of the OCA are too restrictive.

Issue 16 - Senior Citizens Discount

Pursuant to a City Ordinance, PGW provides a Senior Citizens Assistance Program to its customers who are 65 years of age and older.  The OTS proposed three revisions: (1) close the program to new customers; (2) phase out the program; and (3) re-certify customers based on income eligibility.  The ALJ recommended that the Commission reject the OTS’ proposals. 

We agree with the ALJ’s recommendation and recognize the position noted by CEPA that under Section 2212(r)(2) of the Gas Choice Act, that this discount must continue for customers who are receiving the discount as of the date of the filing of PGW’s new tariff and restructuring proceeding, until the program is modified by ordinance of the governing body of the City.  Under Section 2212 (r)(1), the Commission may approve a discount program for senior citizens who are not receiving the discount on the date of the filing of the new tariff and restructuring proceeding, assuming the rates and terms of the program are just and reasonable.  Accordingly, the issue of the senior citizens discount program should be addressed in the PGW restructuring proceeding. 

THEREFORE, I MOVE THAT:

1. The Recommended Decision of Administrative Law Judge Fordham is modified consistent with this Motion.

2. The Exceptions of the parties are granted, in part, and denied, in part, consistent with  this Motion.

3. PGW’s rates should be increased $28,067,000 over the interim rate increase of $11 million which reflects all revenue and expense adjustments consistent with this Motion.

4. The Office of Special Assistants and the Law Bureau shall prepare the appropriate Order consistent with this Motion. 



DATE 

          


 ROBERT K. BLOOM, VICE CHAIRMAN

______________________ 


__________________________________________________


DATE 

   


 TERRANCE J. FITZPATRICK, COMMISSIONER

� The interim increase was granted with conditions on November 22, 2000, Docket No. R-00005654.


� The OCA had proposed to increase the bad debt expense to $72 million.
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