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OPINION AND ORDER

BY THE COMMISSION:


In 1999, the Pennsylvania General Assembly passed The Natural Gas Choice and Competition Act, Act of June 22, 1999, P.L. 122,  No. 21, 66 Pa. C.S. §2201, et seq.  Under this law, the Pennsylvania Public Utility Commission (“Commission”) assumed jurisdiction over the Philadelphia Gas Works (“PGW”), effective July 1, 2000.  66 Pa. C.S. §2212(b).  While the Commission assumed jurisdiction of PGW in July of 2000, PGW’s operations continued to be governed by the tariff, policies, and programs that existed previously until the fall of 2003, pursuant to the Commission’s entered Order of March 31, 2003 deciding the restructuring filing of PGW, at Docket No. M-00021612. 66 Pa. C.S. §2212(d).  

Accordingly, PGW has only been operating under the regulatory standards of this Commission, including the Commission’s regulations at 52 Pa. Code Chapter 56 regarding billing and collections, for less than one year. 


Since assuming jurisdiction over PGW, the Commission has taken the following significant actions:

· Required a “Stratified Management and Operations Audit of PGW”, prepared by the Barrington—Wellesley Group and released in January 2001.  Among the findings in the audit report were that “PGW is an organization in financial disarray.” (Audit Report, pg. X-1)  In April 2001, the Commission approved PGW’s implementation plan for complying with the management audit.

· Granted in part two requests by PGW to increase its base rates.  The total of these two increases was approximately $67 million dollars.  Prior to the assumption of jurisdiction by the Commission, PGW had avoided base-rate increases since 1991 by “using questionable financing transactions when necessary to meet the debt service coverage requirements of its revenue bond ordinances.”  (Audit Report, pg. X-1)

· Entered an order requiring PGW to implement a more aggressive gas pipeline inspection plan.

· Approved a restructuring plan for PGW that unbundled rates, initiated customer choice, and brought its operations into compliance with applicable Commission regulations and orders.




Despite the efforts of this Commission and of PGW’s new management, it appears that PGW continues to face challenges regarding its financial condition and its collections process.  On April 9, 2004, Standard and Poors downgraded the bond rating of PGW from BB+ to BBB-.  The latter is the lowest rating that is considered investment grade.  This action was based on a number of factors, including the difficulty PGW has experienced in collecting increased gas costs from its customers.


Currently, the Commission has two open proceedings regarding PGW that are relevant to the above discussion.  At Docket No. P-00042090, PGW has filed a Petition seeking approval of a “cash receipts reconciliation clause” (“CRRC”)– a surcharge designed to collect increases in PGW’s uncollectible expense above the projected amount contained in PGW’s last base-rate case.  This Petition has been consolidated with PGW’s most recent gas cost rate (“GCR”) filing at Docket No. R-00049157.  On May 20, 2004, Administrative Law Judge Rainey granted the parties’ request to bifurcate the procedural schedule for the GCR filing and CRRC petition.

Also pending, at Docket Nos. M-00021612/P-00032061, is PGW’s Petition seeking approval to implement a 20% “senior citizen discount” (“SCD”) for those consumers 65 years and older whose income is at or below 250% of the federal poverty level.  This Petition seeks to continue, on a means-tested basis, the non-means tested senior citizens discount program that PGW applied prior to coming under the Commission’s jurisdiction.
  On January 9, 2004, a “Stipulation and Settlement” was filed by various parties seeking approval of PGW’s proposed senior citizens discount program, with minor modifications.  On May 18, 2004, the Commission entered an Order holding the proposed settlement in abeyance pending development of a factual record on various issues.  Many of these issues are related to the costs of the program and the ability of PGW’s customers to pay those costs.  


The Commission believes it necessary to take a comprehensive approach to PGW’s financial and collection problems.  Accordingly, we will consolidate the records of the SCD Petition at Docket Nos. M-00021612 and P-00032061, into the CRRC/GCR case at Docket Nos. R-00042090/R-00049157.  While all of these issues will become part of a large investigation, as described below, the GCR and CRRC issues will be decided earlier than the other issues.


The investigation will include the issues described in the Commission’s Secretarial Letter dated May 14, 2004, at Docket No. M-00021612.  As the Secretarial Letter states, these issues concern several tariff changes ordered to PGW’s restructuring case.  These issues have been remanded by Commonwealth Court to the Commission for hearings and a decision pursuant to a Joint Application for Remand filed by PGW and the Commission, and granted by the Court.

Some of the witnesses who testified against PGW’s proposed CRRC argued that PGW’s collection process was flawed; this supports placing PGW’s collections efforts – and steps that may be necessary to improve it – at issue in this investigation.  Therefore, the proceeding should be expanded to investigate the adequacy, cost effectiveness and management of PGW’s collection practices.

In the public debate over the CRRC, some have argued that PGW’s collection efforts have been impeded by protections contained in the Commission’s regulations.  If PGW files a petition within thirty (30) days of entry of this Order seeking waiver of regulations, the Commission will consolidate that petition with this investigation.
  If PGW does not file such a petition, the Commission will conclude that our regulations do not impede PGW’s collection efforts.

Finally, the proceeding should investigate the level of PGW’s universal service costs as well as the cost effectiveness and management of these programs.  According to statistics compiled by the Bureau of Consumer Services, the cost of PGW’s universal service programs was $61.4 million
 dollars in 2003, compared to combined universal service costs of $49 million for the seven largest investor-owned gas utilities in Pennsylvania.  These seven gas utilities have over four times as many customers as PGW, yet their universal service costs are less.  In addition, we note that 123,560 of PGW’s 476,955 customers—26% -- are beneficiaries of PGW’s universal service programs.
  In contrast, the seven largest investor-owned gas utilities have 58,766 of their 1,924,946 customers—3%--enrolled in universal service programs.

We recognize that the disparity between PGW’s programs and those of other gas utilities may be due, in part, to the different demographics in the respective service territories.  At the same time, however, one cannot lose sight of the fact that the burden of paying for each utility’s programs falls on the customers of that utility.  Although the goals of universal service programs are laudable, customers of PGW who pay their bills cannot be viewed as a bottomless well of funds for these programs.  The Commission must ensure there is some balance between the interests of the beneficiaries and contributors to these programs. 

All of the issues and open proceedings described above will become part of a single record.  Procedurally, we envision three separate Commission decisions arising from the investigation.  First, the ALJ will issue a separate recommended decision on the GCR issues in order to comply with the statutory deadline.  Second, with regard to the CRRC issue, we will dispense with the preparation of a recommended decision by the ALJ and direct that the record on the issue be certified to the Commission for a decision at the Public Meeting of July 8, 2004. 66 Pa. C.S. §335(a).  This will allow the ALJ to focus on the remaining issues in the investigation and will facilitate prompt Commission decisions on the CRRC and on the remaining issues.  Third, the ALJ shall conduct hearings and issue a recommended decision on the remaining issues in such time as will allow the Commission to consider a decision at its Public Meeting of September 30, 2004.

The Commission may best fulfill its regulatory duties by recognizing the connection between the different factors affecting PGW’s financial condition and collection system.  We believe that the initiation of the investigation described in this Order will help the Commission to fulfill its responsibility; THEREFORE,
IT IS ORDERED THAT:


1.  PGW’s CRRC/GCR filing and remanded SCD Petition be consolidated.

2.  An investigation regarding the adequacy, cost effectiveness and management of 
PGW’s collection practices be initiated consistent with this order.

3.  The level of PGW’s universal service costs as well as the cost effectivness and 
management of these programs be included within the investigation initiated in 
ordering paragraph number 2 above.


4.  A copy of this Opinion and Order be served on the parties of record at 
Docket Numbers P-00042090 and P-00032061.

BY THE COMMISSION,

                                                         James J. McNulty,

                                                         Secretary

ORDER ADOPTED:  May 27, 2004
ORDER ENTERED:  June 2, 2004
�   Under the Gas Competition Act, the Commission has the authority to decide whether there should be a senior citizens discount program for customers becoming eligible after the date of the Commission’s decision on PGW’s restructuring case.  For customers who were already enrolled in the previous senior citizens discount program as of that date, the City retains sole authority to decide whether that program should continue.  66 Pa. C.S. §2212(r).  The City has continued the non-means tested senior citizens discount program without additional enrollment, and the cost of this program continues to be collected from PGW’s customers.


� In the event PGW files a waiver petition, it should proposed the duration of the waiver, as well as an alternative standard or procedure that would apply in place of those contained in the regulations.  It would be PGW’s responsibility to explain in such a petition how the alternative standard or procedure adequately balances consumer protection rights with PGW’s financial integrity.  See 52 Pa. Code §§5.43 and 56.222.





� The $61.4 million consists of approximately $39,195,506 in Customer Responsibility Program Costs, $1,980,000 LIURP costs, $245,000 hardship fund costs, and $20,000,000 non-means tested SCD costs (See Attachment 1).


 


�   The two major components of PGW’s universal programs are its Customer Responsibility Program (under which low income customers pay based upon a percentage of their income) and the non-means tested Senior Citizen Discount program.  I recognize that this Commission is not authorized to decide the propriety of the latter program.  However, at the same time, the Commission must consider the cumulative impact of all of these universal service programs on paying customers.





PAGE  
7

