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COMMONWEALTH OF PENNSYLVANIA
PENNSYLVANIA PUBLIC UTILITY COMMISSION
P.O. BOX 3265, HARRISBURG, PA 17105-3265
	



IN REPLY PLEASE REFER TO OUR FILE




INDEPENDENT AUDITOR'S REPORT

To The Pennsylvania Public Utility Commission

	We have audited Philadelphia Gas Works’ Universal Service and Energy Conservation Surcharge Reconciliation Statement for the twelve months ended August 31, 2009.  This statement is the responsibility of the Company's management.  Our responsibility is to express an opinion on the statement based on our audit.

	We conducted our audit in accordance with auditing standards generally accepted in the United States of America.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the specified statements are free of material misstatement.  Our audit included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate for the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the statements referred to above.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall statement presentation.  We believe that our audit provides a reasonable basis for our opinion.

	The accompanying statement was prepared for the purpose of complying with the rules and regulations of the Pennsylvania Public Utility Commission and is not intended to be a complete presentation of the Company's revenues and expenses.

	In our opinion, the accompanying statement of Philadelphia Gas Works presents fairly, in all material respects, the Universal Service and Energy Conservation Surcharge recovery revenues and related expenditures, in accordance with the provisions of the Company’s Schedule of Rates as approved by the Pennsylvania Public Utility Commission.





	M. Carl Lesney, CPA
	Director
	Bureau of Audits





PHILADELPHIA GAS WORKS

Universal Service And Energy Conservation Surcharge 
Reconciliation Statement 
For The Twelve Months Ended August 31, 2009




		Description
	Amount

	
	

	Under Collection Balance At August 31, 2008

	$ 18,270,180


	
	

	Universal Service And Energy Conservation Costs
(Note 1)
	
124,924,430

	
	

	Total Recoverable Universal Service And Energy 
Conservation Costs For The Twelve Months Ended August 31, 2009
	

$143,194,610


	Less:  Universal Service And Energy Conservation
           Cost Recoveries (Note 2)

	
126,224,640

	Under Collection Balance At August 31, 2009
(Note 3)
	
   $ 16,969,970

	
	


















Notes to the Financial Statements are an integral part of this report.
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PHILADELPHIA GAS WORKS

Notes to the Financial Statements



1 – Universal Service And Energy Conservation Costs

Universal Service and Energy Conservation Costs are the actual costs incurred by the Company during the twelve month period through the operation of the Universal Service and Energy Conservation programs that are recoverable through the Universal Service and Energy Conservation Surcharge.  The Universal Service and Energy Conservation Surcharge was created as part of Philadelphia Gas Work’s restructuring proceeding at Docket No. M-00021612.  The specific costs authorized to be recovered through this surcharge are as follows:

1. Discounts provided to customers pursuant to the Customer Responsibility Program (CRP).
2. Discounts provided to senior citizens.
3. Costs associated with the Conservation Works Program (CWP).
4. Past due arrearages forgiven for customers entering the CRP/Customer Assistance Program on or after September 1, 2003.


2 – Universal Service And Energy Conservation Cost Recoveries

Universal Service and Energy Conservation Cost Recoveries are derived by multiplying the surcharge rate times the applicable CCFs of sales and transportation volumes billed during the twelve month period.  The computation of the surcharge is in accordance with the automatic adjustment procedures utilized under Section 1307(f) of the Public Utility Code and is filed and approved in conjunction with the Company’s annual PGC filing.  Following approval of the annual surcharge, the rate is then adjusted quarterly in accordance with Section 1307(f) quarterly adjustment procedures.  The surcharge is calculated by dividing the total costs approved for annual recovery by the estimated applicable CCFs of throughput and applied to all firm sales and transportation volumes.  





PHILADELPHIA GAS WORKS

Notes to the financial Statements (Continued)



3 – Under Collection Balance At August 31, 2009

[bookmark: _GoBack]The under collection balance is the net amount of Universal Service and Energy Conservation program costs that remains to be recovered from rate payers through future rates after taking into consideration the uncollected balance at August 31, 2008, the additional Universal Service and Energy Conservation program costs incurred and the actual Universal Service and Energy Conservation program costs recovered during the twelve month period ended August 31, 2009.  Over or under collections arise primarily for two reasons:

· Variations between the actual volumes billed to customers and estimated volumes used to determine the Universal Service and Energy Conservation Surcharge rates.

· Variations between the actual Universal Service and Energy Conservation costs and the Universal Service and Energy Conservation cost projections used to determine the Universal Service and Energy Conservation Surcharge rates. 







BACKGROUND
AND
OPERATIONAL REVIEW
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PHILADELPHIA GAS WORKS

Company Background


	This background section was developed substantially from data and documentation made available by Philadelphia Gas Works (PGW or Company) and is presented solely for informational purposes.

	PGW is owned by the City of Philadelphia (City) and is the largest municipally-owned gas utility in the nation.  PGW maintains a distribution system of 6,000 miles of gas mains and services, and provides gas service to approximately half a million residential, commercial and industrial customers in the City.  The City has provided for the management and oversight of PGW’s operations through a non-profit corporation, the Philadelphia Facilities Management Corporation (PFMC). 

	Prior to July 1, 2000, PGW was under the jurisdiction of the Philadelphia Gas Commission.  Effective July 1, 2000, pursuant to the passage of the Pennsylvania Natural Gas Choice and Competition Act (Act), PGW came under the regulatory jurisdiction of both the Philadelphia Gas Commission and the Pennsylvania Public Utility Commission (Commission).  Under the Act, notwithstanding any other provision of the Public Utility Code to the contrary, the Commission is required to follow the same ratemaking methodology and requirements previously applicable to PGW in determining the Company’s operational revenue requirement and in approving overall rates and charges.  To meet the requirements of the Act, PGW filed a Restructuring Petition (Petition) on July 2, 2002.  This Petition, among other things, provided for unbundled tariff rates and permitted customer choice of commodity suppliers by September 1, 2003.  The Company’s restructuring plan submitted via the Petition was approved by the Commission, with modification, by Orders issued March 31, 2003 and October 2, 2003 at Docket Number M-00021612.

	As part of Philadelphia Gas Works’ (PGW or Company) restructuring proceeding (M-00021612), the Company was authorized to establish a Universal Service and Energy Conservation Surcharge, effective September 1, 2003.  This surcharge is designed to provide for the recovery of the Company’s universal service and energy conservation programs. 



	



PHILADELPHIA GAS WORKS

Current Audit Finding


	Our audit of Philadelphia Gas Works Universal Service and Energy Conservation Surcharge for the Twelve Months ended August 31, 2009 disclosed the following finding:

Finding – Administrative Labor Costs Totaling $108,787 Were Included In The Costs That Were Recovered Through The Universal Service And Energy Conservation Surcharge.

		Philadelphia Gas Works (PGW) recovered $108,787 of administrative labor costs through the Universal Service and Energy Conservation Surcharge during the twelve months ended August 31, 2009.  The administrative labor costs are related to the Conservation Works Program (CWP) and the Enhanced Low Income Retrofit Program (ELIRP) activities of PGW’s Universal Service Program.  The Universal Service and Energy Conservation Surcharge Rider does not specifically provide for the recovery of administrative labor costs.   The Rider provides for the recovery of “the costs of” the CWP and the ELIRP.  Normally, absent the specific allowance for the recovery of administrative costs within an adjustment clause surcharge tariff rider, administrative costs are recovered through base rates.  Because the Universal Service and Energy Conservation Surcharge Rider does not specifically provide for the recovery of the administrative labor costs, Staff believes that PGW may be recovering the administrative labor costs twice, once through the Surcharge and again through base rates.

		PGW representatives state that the Company’s cash flow ratemaking method, which provides for revenue from rates adequate to meet prudent operating expenses, depreciation allowances and debt service, does not consider expenses on a “line-item” basis. Due to this method of ratemaking, PGW did not consider that the administrative labor expense was recovered through both the base rates and the Universal Service and Energy Conservation Surcharge resulting in duplication of costs to ratepayers.  

RECOMMENDATION:

			         We recommend that PGW not be directed to make a refund of the $108,787 at this time.  We recommend that PGW clearly identify as a separate line item the administrative labor costs that it proposes to recover through its Universal Service and Energy Conservation Surcharge, both projected and actual, in its next and all future 1307(f) filings.  This will provide parties to the proceedings the opportunity to participate in the determination of the recoverability of the prior administrative labor costs recovered through the Universal Service and Energy Conservation Surcharge, as well 


PHILADELPHIA GAS WORKS

Current Audit Finding (Continued)


as future recoverability of the costs going forward.  The audit report will also be provided to the Bureau of Investigation and Enforcement for whatever action they deem appropriate. 

Company Response:

	The Company agrees with the recommendation and will reflect the CWP and the ELIRP administrative costs as a separate line item in its next annual Universal Service and Energy Conservation Surcharge filing.
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