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COMMISSIONER TERRANCE J. FITZPATRICK 

CONCURRING IN PART AND DISSENTING IN PART

This matter involves the restructuring plan of the Philadelphia Gas Works pursuant to 66 Pa. C.S. §2212(g).  The Commission today adopts a Motion to Resolve the issues in this matter.  I concur in this Motion on all issues except one—the decision to include costs related to PGW’s liquefied natural gas (LNG) plant in PGW’s distribution rates.   Accordingly, I dissent in part.  

One of the critical tasks in facilitating competition in the utility industries is the unbundling of rates.  The purpose of unbundling is to separate charges for services that will be competitive (in this case, supply services) from services that will remain a monopoly (distribution services).  See, generally 66 Pa. C.S. §2203(3).  In order to create a level playing field for competitors, it is important that the unbundled charge for supply services (i.e., the “shopping credit”) reflect all of the utilities’ costs attributable to its supplying the commodity of natural gas to customers.  To the extent the supply-related costs are included in the distribution rates of the utility, the shopping credit will be artificially low and will inhibit competition.  Unlike the utility, competitive suppliers do not have distribution rates through which they can recover some of their costs related to supplying gas to customers.  

In a nutshell, an unbundling process that allows recovery of supply-related costs through distribution rates is flawed and anticompetitive.

The Motion approved by the majority requires that the costs related to PGW’s LNG plant, except for the costs of the LNG itself, be recovered via distribution rates.  There is no question that these costs are related to PGW’s supply service rather than its distribution service.  As a result, PGW’s supply charge—the price competitors must beat in order to attract customers—will be artificially low.  Also, any customer that does purchase gas from an alternative supplier will continue to pay part of PGW’s supply costs, even though that customer does not purchase supply service from PGW.

The rationale for the majority’s decision on this issue is that the Commission historically has allowed recovery of the costs of LNG plants through non-reconcilable base rates rather than through the reconcilable gas cost rate (GCR).  This policy probably made sense prior to the advent of allowing customers to choose their suppliers.  In my view, however, it is now more important to recover these supply costs in a supply charge than it is to recover them in a non-reconcilable charge.  Moreover, there is no reason why every component of the supply charge has to be subject to reconciliation.
The majority also reasons that only the LNG costs themselves qualify as “gas costs” under 66 Pa. C.S.  §1307(h).  In this proceeding, however, the goal is to establish an unbundled supply charge, not to determine what is a “gas cost” under Section 1307.  The Natural Gas Competition Act does not require the shopping credit equate with the definition of gas costs.  Moreover, the definition of gas costs includes costs “in connection with” the procurement of gas.  66 Pa. C.S. §1307(h).

For these reasons, I would grant exception number three of the Office of Small Business Advocate, and I respectfully dissent in part.
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