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ORDER
BY THE COMMISSION:


On October 18, 2007, Philadelphia Gas Works (PGW) filed pursuant to the Commission’s Order (Order) entered September 28, 2007, compliance documents, including Supplement No. 21 to Tariff Gas – Pa P.U.C. No.2 (Gas Service Tariff) and Supplement No. 19 to Supplier Tariff – Pa P.U.C. No. 1, with effective dates of October 19, 2007.  In addition, PGW filed several revised tariff pages on October 26, 2007, to replace pages previously submitted.  On October 29, 2007, the Office of Consumer Advocate (OCA) filed Exceptions.  On October 30, 2007, the Office of Small Business Advocate (OSBA) filed Exceptions.  Hess Corporation (Hess) submitted a letter on October 29, 2007, concurring with PGW’s compliance filing and indicating that it would not be filing Exceptions.  PGW filed Reply Exceptions on November 2, 2007, as well as, a revised tariff page.  The OSBA filed Reply Exceptions on November 5, 2007.
History




On December 22, 2006, PGW filed Supplement No. 16 to Tariff Gas – Pa P.U.C. No. 2 to become effective February 20, 2007, proposing changes in rules, regulations and rates calculated to produce $100,000,000 in additional revenues.  



By Order entered February 8, 2007, the Commission instituted an investigation into the lawfulness, justness and reasonableness of the proposed rate increase.  



By Recommended Decision issued July 24, 2007, the presiding Administrative Law Judges recommended the rejection of the rates contained in Supplement No. 16 and recommended that PGW file tariffs, tariff supplements or tariff revisions consistent with a $25 million rate increase.  



By Order entered September 28, 2007, the Commission adopted the Recommended Decision, as modified by, and consistent with the Order.  The Order approved a $25 million rate increase and directed that PGW may file appropriate tariffs, tariff supplements, or tariff implementing the rate increase upon less than statutory notice to be effective for service rendered on and after the date of entry of the Order.  The Company was also directed to establish cost based Interruptible Transportation rates no later than 20 days after the Commission’s Order.



PGW filed its compliance filing, proof of revenues and tariff revisions pursuant to the Commission’s Order on October 18, 2007, intending to implement the tariffs on one day’s notice upon Commission approval.  PGW states that its proposal to implement the new rates in this manner assumes that the Commission approves the compliance filing on or before November 8, 2007.  PGW further states that if the Commission approval comes later than November 8, 2007, it reserves the right to charge customers already billed for service provided after September 28, 2007.
Hess Letter




On October 29, 2007, Hess filed a letter that states that it had reviewed the October 26, 2007 explanatory cover letter and revised pages of PGW’s compliance filing, replacing tariff pages previously filed on October 18, 2007, in this docket.  Hess further states that based on the original and revised compliance filings and PGW’s assurances with respect to modifying its supplier Operating Rules, Hess can advise the Commission that it concurs with PGW’s compliance filings in this proceeding with respect to Hess proposals adopted by the Commission and that it would not be submitting Exceptions. 

OSBA Exception

In its Exceptions, the OSBA notes one minor inconsistency.  OSBA notes that the Sixteenth Revised Page No. 3 of PGW’s Gas Service Tariff states that its general service rate for commercial and municipal customers will increase from $0.43056 to $0.6744 per Ccf.  OSBA submits that this is inconsistent with the approved rate increase and the correct general service rate for commercial customers as stated on the Nineteenth Revised Page No. 83 of the Gas Service Tariff.  In its Reply Exceptions, PGW filed a replacement Sixteenth Revised Page No. 3 to correct the inconsistency.  We consider the OSBA Exception resolved.
OCA Exception

In its Exceptions, the OCA states that it does not oppose PGW’s proposed rates going into effect on one day’s notice after November 8, 2007, if the Commission has not acted on the OCA’s exception.  However, the OCA does object to PGW’s proposed treatment of the existing base rate revenue shortfall that results from the establishment of cost-based Interruptible Transportation (IT) rates, as required by the Commission’s Order.  The Order directed a redesign in IT rates, from margin-based rates to cost-based rates.  The OCA opines that the redesign will result in lower IT rates and that PGW will receive less revenue from IT customers under the cost-based rates, about $2.6 million less.  The OCA further opines that PGW must shift the cost of providing lower IT rates to other customer classes and that PGW chose to shift 100% of the $2.6 million to residential customers.  The OCA states that the issue raised in its Exceptions is how the $2.6 million, created by the implementation of cost-based IT rates, should reasonably be assigned.

From OCA’s perspective, a problem is created because PGW followed the same basic formula to treat this $2.6 million cost shift as it used to allocate the                 $25 million rate increase, that being First Dollar Relief, and essentially assigned 100% of the $2.6 million to the residential class; and as a result, residential customers will pay      $27.6 million of a $25 million rate increase.  The OCA submits that while the Order directed PGW to allocate the $25 million rate increase in a certain manner, neither the ALJs’ Recommended Decision (RD) nor the Order directed PGW to assign this entire underlying $2.6 cost shift in that same manner.


The OCA states that it has no objection to making the Company whole, because this $2.6 million is already part of PGW’s existing revenue requirement.  However, the OCA does object to making PGW whole by recovering 100% of this       $2.6 million cost shift from the residential class.


The OCA opines that the Commission in PGW’s restructuring proceeding already recognized that the establishment of cost-based IT rates for PGW would create a revenue shortfall, and that the shortfall would have to be made up by a shift of those costs to the other firm customer classes. (Pa. PUC v. Philadelphia Gas Works, Docket Number M-00021612, at *45 (Order entered March 31, 2003)).  The OCA further opines that PGW also recognized in this filing that the establishment of cost-based IT rates would create a revenue shortfall that would have to be made up by a shift in costs to other firm customer classes. (PGW Exceptions at 48, 49 and 51).  The OCA also submits that in the numerous Reply Exceptions that were filed in this matter, no party disagreed with PGW’s assertions that the implementation of cost-based IT rates would result in all firm service customers classes having to absorb that cost shift.


The OCA submits that sound ratemaking principles hold that discounting distribution rates to customers with competitive options provides some contribution to fixed costs or margin even though other customer classes will have to make up the difference between that lower level of revenue and the utility’s authorized revenue requirement.  The OCA states that there may be disagreements among the parties as to the amount of the cost shift, or the percentage allocated to the different classes, but there has not been any large-scale disagreement with the general principle that all firm customers are responsible for the existing base rate revenue shortfall.  (For example, per the OCA, see Pa. PUC v. PPL Gas Utilities Corp., Docket Number R-00061398 (Order entered February 8, 2007), at *193,194).


Finally, the OCA submits that it is not reasonable to allocate 100% of the $2.6 million cost shift, created by the redesign of IT rates, to the Residential class when it is obvious that other classes not only receive the benefit of the contribution margin from the existing IT rates but now may also continue to benefit from the lower IT rates.  The OCA believes that PGW’s Compliance Filing does not treat this $2.6 million cost shift in a manner that is reasonable, consistent with Commission precedent, or consistent with PGW’s own statements about the existing base rate revenue shortfall that would result from implementing cost-based IT rates.
PGW Reply Exceptions


In its Reply Exceptions, PGW makes several statements regarding its interpretation of the statements in the OCA’s Exceptions.  First, PGW opines that the OCA claims that the lost IT margin, which PGW states is $2.7 million, is a “cost shift” and not a rate increase and, thus, should not have been allocated in the same manner as the rest of the rate increase.  Second, PGW opines that the OCA claims that PGW’s prior pleadings support this differentiation.  Finally, PGW opines that the OCA claims that when large customers receive discounts to induce them to stay on the system, as it suggests is occurring here, the unrecovered “costs” are recovered from all remaining customers – not just residential customers.


PGW states that, based on the Office of Trial Staff’s (OTS) First Dollar Relief proposal adopted by the Commission’s Order and its understanding that no part of the rate increase could be allocated to non-residential rate classes unless the rate increase was greater than approximately $75.5 million, it believes that it is required to allocate both the $25 million allowed rate increase and the rate decrease caused by the revision of the IT rates to the residential classes.  However, PGW notes that the OCA differentiates the $25 million rate increase and the money needed to make PGW whole for the mandated reduction in IT rates as a “cost shift” not a rate increase.  PGW argues that, in fact, it is not a cost shift.  PGW submits that the additional rate increase to residential customers is necessitated by shifting revenues in excess of cost previously collected from one group of customers (IT customers) to the remaining body of customers.  Therefore, PGW believes that recovery of this revenue shortfall in the same manner as the main revenue shortfall created by the authorized $25 million rate increase is a fair and reasonable interpretation of the Commission’s Order.


PGW also states that if the Commission had adopted PGW’s claimed     $100 million rate increase, or if the Commission had adopted PGW’s recommended revenue allocation, the lost revenue from reducing IT rates would have come from all firm rate classes – because a portion of the overall rate increase would have been derived from all the firm rate classes.



Finally, PGW submits that the OCA’s observations that in cases in which customers receive rate discounts the unrecovered “costs” are recovered from all remaining customers is not applicable because PGW’s IT rates reduce IT revenue to cost, not below cost.


In conclusion, PGW requests that the Commission reject the Exceptions to the Compliance Filing by the OCA.  However, PGW states that if the Commission mandates revisions to the Compliance Filing, the Commission should still permit the proposed compliance rates to be placed in effect at its November 8, 2007 Public Meeting and order any revisions in the filed rates to be submitted and implemented in response to the Commission’s Order on a going forward basis, after review and approval by the Commission.
OSBA Reply Exceptions


In its Reply Exceptions, the OSBA states that contrary to the OCA’s contention, there is a reasonable basis for PGW’s compliance filing.  The OSBA believes that granting the OCA’s exception would be inconsistent with the reason why the Commission adopted first-dollar relief.  The OSBA also states that the OCA has offered no specific proposal for how responsibility for the IT revenue shortfall should be allocated.  The OSBA opines that if the Commission agrees with the OCA a new allocation approach would have to be developed, which it believes is what the OCA wants, and would require a re-opening of the rate proceeding.  The OSBA requests that the Commission deny the OCA’s Exception and approve the allocation of the IT shortfall to the residential classes as proposed by PGW.
Conclusion



We find that the OCA has incorrectly categorized the lost IT margin as a cost.  We agree with PGW that the amount represents revenue above cost.  We further agree with both the OSBA and PGW that consistent with the First Dollar Relief methodology utilized to allocate the $25 million rate increase, the $2.671 million lost IT margin should be allocated to the residential rate classes.  Therefore, we find that PGW has complied with the Commission’s Order; including the Ordering Paragraph concerning cost based Interruptible Transportation rates. 



We find that PGW’s compliance documents and tariff supplements filed on October 18, 2007, as revised by the Company on October 26, 2007, and November 2, 2007, are consistent with our Order; THEREFORE,

IT IS ORDERED: 

1.  That the Exceptions of the Office of Consumer Advocate are denied, consistent with this Order.


2.  That Philadelphia Gas Works’ Compliance Filing is approved, consistent with the language in this Order. 

3.  That Supplement No. 21 to Tariff Gas - Pa P.U.C. No. 2 is approved on one-day’s notice, effective November 9, 2007.

4.  That Supplement No. 19 to Supplier Tariff - Pa P.U.C. No. 1 is approved on one-day’s notice, effective November 9, 2007.


BY THE COMMISSION,

James J. McNulty


Secretary
(SEAL)

ORDER ADOPTED:  November 8, 2007
ORDER ENTERED:  November 8, 2007
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