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INTRODUCTION
A.  Background


On April 27, 2006, PPL Gas Utilities Corporation (“PPL Gas” or “Company”) filed Supplement No. 11 to Tariff Gas-Pa. P.U.C. No. 3 (“Supplement No. 11”) with the Pennsylvania Public Utility Commission (PUC) to become effective July 1, 2006.

By Order entered on June 22, 2006, the PUC instituted an investigation into the lawfulness, justness and reasonableness of the proposed rate increase.  Pursuant to Section 1308(d) of the Public Utility Code, 66 Pa. C.S. §1308(d), Supplement No. 11 to Tariff Gas–Pa. P.U.C. No. 3 was suspended by operation of law.  In addition, the PUC ordered that the investigation include consideration of the lawfulness, justness and reasonableness of PPL Gas’ existing rates.  The matter was assigned to the Office of Administrative Law Judge for hearings culminating in a Recommended Decision issued on December 8, 2006.  The PUC considered several exceptions to the Recommended Decision and, ultimately, adopted the Recommended Decision as modified by its Opinion and Order entered on February 8, 2007 at Docket No. R-00061398. 
B.  Objective and Scope

Ordering Paragraph 7 of the PUC Opinion and Order at Docket No. R-00061398 directed the Bureau of Audits “to review, in conjunction with PPL Gas’ next Purchased Gas Cost Rate audit, PPL Gas’ accounting for funds collected through rates and those recovered through insurance, that are to be used for environmental clean-up as well as all previous and planned expenditures associated with all projects included within this activity”.  

Ordering Paragraph 8 directed the Bureau of Audits “to review in conjunction with PPL Gas’ next Purchased Gas Cost Rate audit, the activity within Account 330, Producing Gas Wells-Well Construction”.

Additionally, Ordering Paragraphs 7 and 8 directed that “the findings of the Bureau of Audits shall be included within PPL Gas’ next base rate filing.” 

The scope of this review was limited to PPL Gas’ accounting procedures, accounting records, base rate filing and supporting documents for the years 2005 through 2007, including January 2008.  
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INTRODUCTION (continued)

C.  Approach

This review was performed by the PUC’s Bureau of Audits in conjunction with its Purchased Gas Cost audit of PPL Gas Utilities Corporation.  The fact gathering process included:
· interviews with Company personnel and
· analysis of selected Company records, documents, reports, and its rate filing materials. 
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RESULTS OF REVIEW
A.  Environmental Remediation


The Auditor found that PPL Gas accounts for environmental contingencies in accordance with generally accepted accounting principles (GAAP).  The Company’s primary guidance for recording an environmental liability is obtained from the American Institute of Certified Public Accountants (AICPA) Statement of Position 96-1 (SOP 96-1), which provides guidance on the application of Financial Accounting Boards Statement No. 5 (FAS 5) Accounting for Contingencies.  The Company recognizes an environmental liability when it is probable that an obligation has been incurred and the cost of the obligation can be reasonably estimated.  If the reasonable estimate criteria cannot be met, but the exposure is considered material (generally $100,000 or more), public disclosure is required.  

The Company has an Environmental Management Committee (EMC) that meets quarterly with representatives of the Financial Accounting department, the Financial Reporting department, the Office of General Counsel and affiliate companies to review environmental exposures and any financial and reporting implications.  When the EMC identifies and estimates an environmental contingency, PPL Gas charges Account 93029, Administrative & General – Miscellaneous Expense and recognizes the liability in Account 25380, Deferred Credit – Environmental Loss Contingency.  Any additional expense for closed/completed projects is expensed on this entry.  


As the Company is invoiced for environmental clean-up activities, Account 25380 is debited and accounts payable is credited.  A spreadsheet is maintained for all contingencies with a summary of each contingency and its open, unspent balance.  

Actual expenses incurred by the Company during 2007 for environmental remediation were $ 2,133,501.

Balances for environmental remediation in Account 25380 Deferred Credit. – Environmental Loss Contingency were as follows:





2005     $ 4,293,160





2006     $ 3,788,881





2007     $ 6,515,393

For rate making or insurance recovery purposes, cost estimates include liabilities that are possible, but not necessarily probable.  These estimates may include costs that are not reasonably estimable, but can be roughly estimated.  For example, the cost to address 
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RESULTS OF REVIEW (continued)
sediment contamination at a site generally would be included with a rate recovery estimate, if a stream exists within a short distance from a likely contaminated site, and because the Company has experienced sediment impacts at other similarly contaminated sites.  However, because the Company does not have specific data on whether the site may be impacting the stream, it would not consider those costs to be probable and reasonably estimable, and, as a result, could not record them as a financial liability under SOP 96-1.  If at a later date, the Company performs an assessment of the site and determines that the site is impacting the sediments and that the remedial costs to address those sediments are reasonably estimable, it then would adjust the recorded financial liability to reflect that probable cost.

In its Opinion and Order at Docket No. R-00061398, the PUC adjusted downward the Company’s claim for environmental remediation expenses.  The Company’s claim, as adjusted by the Commission, is illustrated below.


Projected remediation expenses







2007
$  2,426,000







2008
$  2,484,000







2009
$  2,544,000







2010
$  2,605,000







2011
$  2,668,000





Subtotal
$12,727,000


Plus: Excess of expenses over 

 
insurance recoveries through 2006

$     958,000





Subtotal
$13,685,000


Less: Amounts recovered through



rates in prior periods


$12,274,000
Total environmental remediation expense
to be recovered in rates from 2008 through
2011 






 $ 1,411,000
Summary

Of the $ 2,426,000 of projected 2007 remediation expense reflected in its ratemaking claim, the Company expended $2,133,501 for environmental cleanup.  At December 31, 2007, pursuant to the accounting methodology prescribed by FAS 5, the Company is reflecting on its books a liability for environmental cleanup of $ 6,515,393.

PPL GAS UTILITIES CORPORATION

RESULTS OF REVIEW (continued)
B.  Account 330, Producing Gas Wells

Well capping costs are incurred by the Company to plug nonproducing wells in accordance with a Consent Order Agreement (COA) between North Penn Gas (a predecessor Company) and the Commonwealth of Pennsylvania.  When the EMC identifies former production wells to be capped, the Company charges Account 18230, Regulatory Assets – Other and recognizes the liability in Account 25380, Deferred Credit. – Environmental Loss Contingency.


As well capping progresses and payments are made, Account 10828 – Accumulated Provision for Depreciation (Gas) is debited and accounts payable is credited.  Well capping expenditures for the period are recognized by reducing (crediting) Account 18230 and debiting Account 25380.  Well capping expenses are otherwise known as the “cost of removal”.

Cost of removal related to Account 300 - Producing Gas Wells results in negative net salvage (the salvage value of the property retired less the cost of removal).  The negative net salvage is amortized beginning in January of the year after the cost of removal was incurred.  For example, all negative net salvage resulting from cost of removal incurred during 2006 would begin to be amortized in January of 2007.  The Company amortizes the negative net salvage over a 5 year period as set forth in the rate case mentioned above.  Monthly amortization of negative net salvage consists of a charge to Account 40311, Depreciation Expense-General and a credit to Account 10828, Accumulated Provision for Depreciation (Gas).


Negative net salvage related to Account 330 - Producing Gas Wells – Well Construction, as recorded in the Company’s asset management system for amortization purposes, is shown below.




2003
  $    428,422





2004
  $    253,028





2005
  $    139,478





2006
  $ 1,549,695





2007
  $    221,714



Total

  $ 2,592,337


Monthly amortization for the total negative net salvage above was calculated as follows:




($2,592,337 / 5 years) / 12 months = $43,206
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The auditor verified that $43,206 was debited to general ledger Account 40311 and credited to Account 10828 in January 2008.
Summary

As indicated above, the Company is amortizing its negative net salvage relative to Account 330 - Producing Gas Wells – Well Construction over 5 years as provided for in the Company’s base rate case at Docket No. R-00061398.
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