213 Market Street, 9th Floor, PO. Box 865, Harrisburg, PA 17108-0865
Tel: (717) 237-7160 O Fax: (717) 237-7161 O www.WolfBlock.com

Dircer Dinl: (717) 237-7173
Direr Fax: {717) 237-7161

z-muiil: delearficld@woliblock.com

VIA HAND DELIVERY
Jumes MeNuley, Sceeretary
PA Public Utility Commission

Commonwealth Keystone Bldg.
2ndd FL., 400 North Street
P.O. Box 3265

Harrisburg, PA 17105-3265

Re:
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PA PUC v. PGW, Docker No. R-00061931

Dear Secretary MeNulry:

On behalf of Philadelphia Gas Works, enclosed for filing please {ind an original and

Service.

DC Iww

Enclosure

(M

Hon. Cynthia Fordham wfenc.

Flon. Angela Jones w/enc.
Cheryl Davis, wfenc.
Kathryn Sophy, w/enc.
Cert. of Serviee wjenc.

FHAR: 74907 1/PF211-236005

three copies of its Petition for Waiver of Exceptions Page Limit with regard o the above-

referenced matter. A copy has been served inaccordance with the attached Certificate of

Very truly yours,

Do

Daniel Clearfield
For WOLFE, BLOCK, SCHORR and SOLIS-COHEN LLP

DOCUMENT
FOLDER

Boston, MA @ Cherry Hill, N] @ Harrvisburg, PA m New York, NY ® Norristown, PA @ Philadelphia, PA B Roseland, N} m Wilinington, DE

WolfBlock Gevernment Relations - Hirrisburg, PA m WolfBlock Public Strategies - Boston, MA and Washington, DC

Woll, Bioek, Scharr and Solis-Cahen LLE o Pennsylvania Limited Liability Partaership
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Pennsylvania Public Utility Commission Lo /.
: Yos a5
v. : Docket No. R-0006193 1 i
. k(7

Philadelphia Gas Works

PHILADELPHIA GAS WORKS' PETITION FOR
WAIVER OF EXCEPTIONS PAGE LIMIT

Pursuant to 52 Pa. Code § 5.43, Philadelphia Gas Works ("PGW") hereby requests the
Pennsylvama Public Utility Commission ("PUC" or "Commission") grant a 20 page expansion of
the 40 page limit [or all exceptions, duc Monday, August 20, in the above procecding. As somce
partics have indicated that they will not oppose this request so fong as the page limit for all reply
cxceptions is also expanded, PGW is requesting that the 25 page limit for all reply exceptions be
cxpanded by 15 pages. In support of this motion PGW states as follows:

l. On July 30, 2007 the Recommended Decision ("RD") in the PUC's Investigation
of PGW's request for a $100 million, 9.6% base rate increasc was filed. As noted, Exceptions
are duc August 20, 2007, The RD was 136 pages and contained several appendices. The RD
resolved scores of issues presented by some cleven parties.

2. The letter accompanying the RD affirmed that the gencral page limit for
exceptions and reply exceptions (40 pages and 25 pages respeclively) as sct forth at 52 Pa. Code
§§ 5.533 and 5.535 applied to the submissions in this procceding,.

3. Due to the number and complexity of the issucs that must be addressed in its
Exceptions, PGW is concerned that it will not be able to cogently cxplain its position lor the

benefit of the Commission within the existing 40 page limit in what is an extremely important

DOCUMENT  [pjPemi=relj)
FLAR: 7900, 1/P 1121 1-236005 F O L D E R

proceeding for the Company



PGW believes that a general limitation of 60 pages — 20 pages greater than the

4.
current limitation — would permit PGW (o betler present its rationale for its Exceptions while not

burdening the PUC or Staff.
5. PGW has contacted the parties to the proceeding to seck their non-opposition to
this request. Several parties indicated that they will not oppose PGW's request if the page limit

for reply exceptions is also expanded. Accordingly, PGW is requesting that the page limit for all

reply exceptions be expanded by 15 pages or a 40 page limit.

WHEREFORE, Philadelphia Gas Works respectfully requests that the Commission revise

the page limitation for all exceptions to 60 pages and the limit for all reply exceptions 1o 40

pages.
Respectiully submitted,

Daniel Clearfield, Esq.
Wolf, Block, Schorr and Solyg-Cohen LLP

213 Market Street, 9th Floor

P.O. Box 8065
Harrisburg, PA 17108-0865

(717) 237-7173

Of Counsel:
Gregory J. Stunder, Esq.
Philadelphia Gas Works
800 West Montgomery Ave
Philadelphia, PA 19122

Dated: August 10, 2007
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CERTIFICATE OF SERVICE

[ hereby certify that 1 have this day served a true copy of the foregoing document upon

the participants listed below in accordance with the requirements of § 1.54 (rclating to service by

a participant).

VIA E-MAIL & FIRST CLASS MAIL

Johnnie Simms, Esq.

Richard Kanaskic, Esq.

Allison Kaster, Esq.

Office of Trial Staff

PA Public Utility Commission

P.O. Box 3265

Harrisburg, PA 17105-3265

E-mait: Simmsi@puc.state. patus
rkanaskieistate.pius
akaster@state.pa.us

David M. Kleppinger, Esquirc

Charis Mincavage, Esquire

McNEES, WALLACE, NURICK

100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166

E-mal: Dkleppingdmwn.com
Cmincavagesmwn.com

Stephen Gray, Esq.

Office of Small Business Advocaic
Commeree Building, Suite 1102
300 North 2nd Street

Harrisburg, PA 17101

E-mail: sgray@state.pa.us

Richard Lelash

18 Scventy Acre Rd.
Redding, CT 06896
E-mail: lelash@snelnet

AR 702821

Tanya McCloskey, Esq.

Christy M. Appicby, Esq.

Darryl Lawrence, Esq.

Office of Consumer Advocale

5th Floor, Forum Place Bldg,

555 Walnut Street

Harrisburg, PA 17101-1921

E-mail: TmeCloskevepaoea.ory
capplehv@@paoci.ory
dlawrence@paoca.ory,
jhorner@paoca.ory

Philip Bertocci, Esq.

Thu Tran, Esq.

Community Legal Services
1424 Chestnul Street
Philadelphia, PA 19102

Fax: (215) 981-0434

E-mail: pbertocei@aclsphila.org

Robert D. Knecht

Industrial Economic Incorporated
2067 Massachusctts Ave.
Cambnidge, MA 02140
rdk@indecon.com

Michacl Bleiwcis

243 Banks Road
Easton, CT 06612
mikehlei@oplonline.net




Richard Galligan

Exeter Associated, Inc.

5565 Sterretl Place, Suite 310
Columbia, MD 21044
reallivanexclerassociales.com

Todd Stewart, Esq.

Hawke McKeon Sniscak & Kennard LLP

PO Box 1778
Harrisburg, PA 17105

Tohn F. Povilaitis, Esq.

Ryan Russell Ogden & Sclizer, PC
800 North Third. St., Suite 101
Harrisburg, PA 17102-2025

Milcs Shore, Esq.

School District of Phifadelphia
Office of General Counscl
440 N. Broad Street, 3d Floor
Philadelphia, PA 19130-4015
mhshore@philak 2. pi.us

Katherine Guerry, Esq.
Hess Corporation

One Hess Plaza
Woodbridge, NI 07095

Dated: August 10, 2007

AR 702821

Shan C. Gribbin, Esq.

Kent Murphy, Esq.

Exelon

2301 Market Street, S23-1

P.O. Box 8699

Philadelphia, PA 19101-8699
shari.eribbin@excloncorp.com
kent.murphy@exeloncorp.com

Philip L. Hincrman, Esq.

Jill Guldin, Esq.

Fox Rothschild LLP

2000 Market Strect, 10th FI.
Philadelphia, PA 19103-3291
phincrman(@loxrothschitd.com
touldinftioxrothscludd.com

Andrew S. Levine, Esq.
Stradlcy Ronon Stevens & Young LLP

2600 Onc Commcree Square
Philadc!phia, PA 19103-7098
alevinef@stradicy.com

‘W(,CLQM

Daniel Clearfield, Esquire
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U NVWEAL TR UF FENNOTLVAINI
PENNSYQPANIA PUBLIC UTILITY COMM]QON
P.0. BOX 3265, HARRISBURG, PA 17105-3265

IN REPLY PLEASE
REFER TO QUR FILE

August 14, 2007

James J, McNulty, Secretary
Pennsylvania Public Utility Commission

P.O. Box 3265 @Rﬂ ‘
Harrisburg, PA 17105-3265 \

Re:  Pennsylvania Public Utility Commission v.
Philadelphia Gas Works

Docket No. R-0006193 1

Dear Secretary McNulty:

In accordance with your Secretarial Letter dated August 13, 2007, regarding the
Petition for Waiver of Exceptions Page Limit filed on behalf of PGW in the above-
referenced case, the Office of Trial is hereby filing this letter indicating our office non-
opposition to PGW’s request if the page limit for reply exceptions is also expanded.

If you have any questions, please do not hesitate to contact me. Thank you.

Sincerely,

-
Jw/é%mw

Johnme E. Simms

Chief Prosecutor

Office of Trial Staff h
PA Attorney L.D. #33911 £+ 12

Enclosure _' =
JES/clp x =

5 e



BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION = "2

Pennsylvania Public Utility Commission  : - 7;?
v. : Docket No. R-00061931 = “g
. . , '%
Philadelphia Gas Works '
g
CERTIFICATE OF SERVICE 2

I hereby certify that | am serving the foregoing Correspondence, dated
August 14, 2007, either personally, by first class mail, electronic mail, express mail
and/or by fax upon the persons listed below, in accordance with the requirements of §

1.54 (relating to service by a party):

Daniel Clearfield, Esquire Sharon E. Webb, Esquire

Alan C. Kohler, Esquire Lauren M. Lepkoski, Esquire

Wolf, Block, Schorr & Solis-Cohen Office of Small Business Advocate
213 Market Street, 9" Floor 1102 Commerce Building

PO Box 865 300 North Second Street
Harrisburg, PA 17101-0865 Harrisburg, PA 17101

Gregory J. Stunder, Esquire Kent D. Murphy, Esquire
Philadelphia Gas Works ' Shari C. Gribbin, Esquire

900 West Montgomery Avenue Exelon Business Services Company
Philadelphia, PA 19122 2301 Market Street, S23-1

Philadelphia, PA 19101
Christy M. Appleby, Esquire

Darryl Lawrence, Esquire "Vince Parisi, Esquire

Tanya McCloskey, Esquire General Counsel

Jessica Horner, Esquire Interstate Gas Supply, Inc.

Office of Consumer Advocate 5020 Bradenton Avenue

555 Walnut Street Dublin, OH 43017

5™ Floor Forum Place

Harrisburg, PA 17101-1923 Todd S. Stewart
Hawke McKeon Sniscak & Kennard
PO Box 1778

100 N. Tenth Street
Harrisburg, PA 17105



Sherry A. Swirsky, Esquire

The School District of Philadelphia
440 N. Broad Street

Philadelphia, PA 19130

Phillip A Bertocci, Esquire
Thu B Tran, Esquire
Community Legal Services Inc
1424 Chestnut Street
Philadelphia, PA 19102-2505

Roger Colton

Fisher Shechan & Colton
34 Warwick Road
Belmont, MA (02478-2841

David M. Kleppinger, Esquire
Charis Mincavage, Esquirc
McNees Wallace & Nurick LLC
100 Pine Street

PO Box 1166

Harrisburg, PA 17108-1166

Dated: August 14, 2007
Docket No. R-0006193 1

Philip L. Hinerman, Esquire
Fox Rothschild LLP

2000 Market Street 10" Floor
Philadelphia, PA 19103-3291

John F. Povilaitis, Esquire

Ryan Russell Ogden & Seltzer LLP
800 N Third St Suite 101
Harrisburg, PA 17102-2025

# Andrew S. Levine, Esquire
Stradley Ronon Stevens & Young LLP
2600 One Commerce Squarc
Philadelphia, PA 19103

Honorable Angela T. Jones
Honorable Cynthia W. Fordham

Pa. PUC Office of Admin. Law Judge
1302 Philadelphia State Office Bldg
1400 W. Spring Garden Street
Philadelphia PA 19130

Katherine Guerry

Hess Corporation

One Hess Plaza
Woodbridge, NJ 07095

M; ;A‘.«Mvd

Johnnie E. S{mms

Chief Prosecutor

Office of Trial Staff

PA Attorney [.D. #33911




COMMUNITY LEGAL SER’CES

OF PHILADELPHIA

ORIGINAL

August 14, 2007

Via Fed Ex Overnight

o
James J. McNulty, Sccretary REGE\\! L.-D
Pennsylvania Public Utility Commission ’ -
Commonwealth Keystone Building At 4 1007
g ud 17 ALY
400 North Street, 2™ I'loor oM MISSION

Harrisburg, PA 17120 A
arrisburg mp\_}g%é(éa%a% BUREAY

Re:. PA PUC v. Philadelphia Gas Works
Docket No. R-00061931

Dear Secretary McNulty:

Enclosed please find for filing the original and three copics of the Answer of Action
Alliance of Senior Citizens of Greater Philadelphia and Tenant Union Representative Network to
Philadelphia Gas Works’ Petition for Waiver of Exceptions Page Limit, in the above-captioned
proceeding. This Answer was served clectronically prior to 12:00 noon this date upon on the
Office of Special Assistants (cwalkerdav(@state.pa.us, ksophy@state.pa.us,
rmarinko@dstate.pa.us. tmahcr(@state.pa.us) and upon all parties of record as set forth in the
Certificate of Service.

Very truly yours,

Moy € Bacoce pOCUMENT

Thu B. Tran, Esquirc F O L D E R
Attorneys for Action Alliance ct al. MR

Enclosures

cc: Certificate of Service

WWW . CLSPHILA_ORG

1424 CHESTNUT STREET, PHILADELPHIA, PENNSYLVANIA 19102 P 215.981.3700 F 215.981.0434

d



® ORI&NAL
BEFORE THE

PENNSYLVANIA PUBLIC UTILITY COMMISSIOND ECE[VE

AUG T 4 2307

PENNSYLVANIA PUBLIC UTILITY : PA PUBLIC UTILITY 0OMMISSION
COMMISSION : SECRETARY'S sriREAU
V. : Docket No. R-00061931

PHILADELPHIA GAS WORKS

ANSWER OF ACTION ALLIANCE et al.
TO PHILADELPHIA GAS WORKS’ PETITION FOR WAIVER
OF EXCEPTIONS PAGE LIMIT
Pursuant to 52 Pa.Code § 5.61, Action Alliance of Senior Citizens of Greater
Philadelphia and the Tenant Union Representative Network (hereinafter “Action Alliance™)

hereby file this answer in support of the Philadelphia Gas Works” Petition for Waiver of

Exceptions Page Limit, as follows:

. Admitted. DOCUMENT
2. Admitted. F OLDER

3.-4. As an active party in this proceeding, Action Alliance admits that the procecding

> OCKETER
s

AUG 1 6 2007

presents many issues that PGW is likely to address in Exceptions, in its efforts to overturn
longstanding Commission ratemaking principles and methodologies. While Action Alliance
strongly questions whether PGW 1is likely to prevail in its Exceptions, Action Alliance does not
oppose allowing PGW the requested additional pages in which to set forth those Exceptions in a
more extended manner. Whether allowing such additional pages for PGW’s Exceptions would

burden the PUC or Staff, Action Alliance is without sufficient knowledge to affirm or deny that




part of the allegation.

5. 1f the Commission grants the instant Petition, the Commission should also allow
partics which file Reply Exceptions an additional fifteen (15) pages, in which to respond to
PGW’s Exceptions as extended. It would be inequitable to allow PGW an extended number of
pages for its Exceptions, without allowing those who might wish to reply to these extended

Exceptions with a proportionately greater additional number of pages.

WHEREFORE, Action Alliance respectfully informs the Commission that it does not
opposc PGW’s Petition for a waiver of existing page limitation on Exceptions, subject to the
condition that the Commission cxtend the page limitation for Reply Exceptions by fificen (15)

pages.

Regpecttully submltted

4_1')6 ’JF'"’C\-&,

PE IILIP A. BERTOCCI, ESQUIRE
THU B. TRAN, ESQUIRE

Attorneys for Action Alliance of Senior Citizens
August 14, 2007 and the Tenant Union Representative Network



Pennsylvania Public Utility Commission
V.
Philadelphia Gas Works

QRIGINAL

Docket Nos. R-00061931

CERTIFICATE OF SERVICE

| hereby certify that [ have this day served a true copy of the Answer to PGW’s
Petition for Waiver of Exceptions Page Limit, upon the parties of record in this
proceeding in accordance with the requirements of 52 Pa. Code § 1.54 (relating to service
by a participant), in the manner and upon the persons listed below:

SERVICE BY E-MAIL & FIRST CLLASS MAIL,

Daniel Clearfield, Esquire

Alan C. Kohler, Esquire

Wolf Block Schorr & Solis-Cohen LLP
213 Market Street, 9th Floor

P.O. Box 865

Harrisburg, PA 17108-0865
dclearfield@wolfblock.com

PGW

Richard A. Kanaskie, Esquire

Allison C. Kaster, Esquire

Pa. Public Utility Commisston

Office of Trial Staff

P.O. Box 3265

Harrisburg, PA 17105-3265
rkanaskie(state, pa.us, akaster{state.pa.us

Christy M. Appleby, Esquire

Darryl Lawrence, Esquire

Tanya J. McCloskey, Esquire

Office of Consumer Advocate

555 Walnut Street, 5th Floor

Forum Place

Harrisburg, PA 17101-5048
capplebv@paoca.org, dlawrencef@paoca.org,
tmecloskey(@paoca.org

Sharon E. Webb, Esquire

Office of Small Business Advocate
Commerce Building, Suite 1102

300 North Second Street '
Harrisburg, PA 17101
swebb(@state.pa.us, llepkoski@@state.pa.us

Gregory J. Stunder, Esquire
Philadelphia Gas Works

800 West Montgomery Avenue
Philadelphia, PA 19122

Fax (215) 684-6798
Greg.stunder@pgworks.com



David M. Kleppinger, Esquire
Charis Mincavage, Esquire

McNees Wallace & Nurick

100 Pine Street P.O. Box 1166
Harrisburg, PA 17108-1166
cmincavage@mwn.com

Philadelphia Industrial and Commercial

Gus Users Group

Shari C. Gribbin, Esquire

Kent D. Murphy, Esquire
Exelon Business Services Co.
2301 Market Street,. S23-1
Philadelphia, PA 19101-8699
Shari.gribbin@exeloncorp.com
kent.murphy@exeloncorp.com
PECO Energy Company

Sherry A. Swirsky, Esquire

Miles H. Shore, Esquire

The School District of Philadelphia
440 N. Broad Street, Suite 313
Philadelphia, PA 19130-4015
sswirsky@phila.k12.pa.us
mhshore@phila.k12.pa.us

The School District of Philadelphia

August 14, 2007

Philip L. Hinerman, Esquirc

Jill A. Guldin, Esquire

FFox, Rothschild LLP

2000 Market Street, Tenth Floor
Philadelphia, PA 19103-3291
phinerman(@foxrothschild.com
jguldin@foxrothschild.com
Philadelphia Housing Authorily

Todd S. Stewart, Esquire

Hawke, McKcon, Sniscak & Kennard
LLP

100 North 10th Street

P.O. Box 1778

Harrisburg, PA 17105-1778
tsstewart@hmsk-law.com

Interstate Gas Supply, Inc.

John F. Povilaitis, Esquire

Matthew A. Totino, Esquire

Ryan, Russell, Ogden & Seltzer LLP
800 North Third Street, Suite 101
Harrisburg, PA 17102-2025
jpovilaitis@ryanrussell.com
mtotino@ryanrussell.com

Hess Corporation

<t~

Thu B. Tran, Esquire
Philip A. Bertocci, Esquire

Atlorneys for Action Alliance, et al.

COMMUNITY LEGAL SERVICES, INC.
1424 Chestnut Street

Philadelphia PA 19102

215-981-3702



RYAN, RUSSELL, OGDEN & SELIZER
A PRrROFESSTONAL CORPORATION
Suree 101
K00 NORTH THIRD STREET
FIARRISBURG, PENNSYLVANIA 17102-2025
TiLirione: 7 17-236-77 14
Facsising: 717-236-7816
WwwW RYANRUSSELL COM

ORIGINA]

WYOMISSING OFFICE

sSurrg 210

1 150 BERKSHIRE BOULEVARL
WYOMISSING, PENNSYIVANIA
F9G10-1208

TELEPHONE: 6113721761
FACSIMILE: G10-372-0 177

August 14, 2007

VIA HAND DELIVERY
James J. McNulty, Sccretary )
Pennsylvania Public Utility Commission ' SN
400 North Street — 2" Floor
Commonwealth Keystone Building
Harrisburg, Pennsylvania 17120 -

Re:  Pennsylvania Public Utility Commission
v

Philadelphia Gas Works, Docket No, R-0006193 1

Dear Secretary McNulty:

Enclosed are an original and three (3) copies of the Answer of Hess Corporation
to Philadelphia Gas Works’ Petition for Waiver of Exceptions Page Limit in the above-
captioned proceeding. Copies have been served in accordance with the attached
Certificate of Service.

Very truly yours, DOCUMENT

John F. Povilaitis
Enclosure
JFP:ck

C. Certificate of Service KJR



® ORIEHAL

BEFORE THE S
PENNSYLVANIA PUBLIC UTILITY COMMISSION ¢~ ’
Pennsylvania Public Utility Commission
V. ! Docket No. R-00061931

Philadelphia Gas Works

ANSWER OF HESS CORPORATION TO PHILADELPHIA GAS WORKS’
PETITION FOR WAIVER OF EXCEPTIONS PAGE LIMIT

Hess Corporation (“Hess™), pursuant to Section 5.61(e) of the Pennsylvania
Public Utility Commission (“Commission™) regulations, 52 Pa. Code § 5.61(¢), submits
the following Answer to Philadelphia Gas Works’ (“PGW?™) Petition for Waiver of
Exceptions Page Limit and states the following:

1. On August 10, 2007, PGW petitioned the Commission to revise and
expand the page limit for Exceptions in the above-captioned proceeding from 40 pages to
60 pages. PGW indicated in this Petition that several parties indicated non-opposition to
this request, provided the page limit for Replies to Exceptions was also expanded from 25
pages to 40 pages. PGW’s request therefore also includes expansion of the Reply to
Exceptions page limit from 25 to 40 pages.

2. Hess indicated non-opposition to PGW’s request to increase the
Exceptions page limit, as conditioned on an increase in the page length of Replies to

Exceptions.

DOCUNENT o kETE )
FOLDER AUG 1 4 2007



3. By Secretarial Letter of August 13, 2007 the Commission requested
Answers to PGW?’s Petition electronically by noon, August 14, 2007 and in hard copy by
close of business that same day.

4. Hess does not oppose the Commission granting PGW’s request to enlarge
the Exceptions page limit to 60 pages and to enlarge the page limit for Replies to
Exceptions to 40 pages in this proceeding,.

WHEREFORE, Hess does not oppose the granting of PGW’s Petition for Waiver

of Exceptions Page Limit.

Date: August 14, 2007 dﬂ, ;;(;Ww

n /. Povilaitis
yaf, Russell, Ogden & Seltzer P.C.
North Third Street, Suite 101

Harrisburg, Pennsylvania 17101-20205
(717)236-7714
JPovilaitisRyanRussell.com

Counsel for Hess Corporation



COMMONWEALTH OF PENNSYVANIA
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Pennsylvania Public Utility Commission

V.

Philadelphia Gas Works

Docket No. R-00061931

CERTIFICATE OF SERVICE

[ hereby certify that I have this day served a copy of the attached documents in
accordance with the requirements of 52 Pa. Code § 1.54 et seq. (relating to service by a

participant).

VIA FIRS CLLASS AND ELECTRONIC MAIL

Gregory I. Stunder, Esquire
Philadelphia Gas Works

800 W. Montgomery Avenue
Philadelphia, PA 19122-0050
(215) 684-6878

(215) 684-6798
greg.stunder@pgworks.com

Daniel Clearfield, Esquire

Wolf Block Schorr Solis-Cohen, LLP
213 Market Street — 9" Floor
Harrisburg, PA 19108-0865

(717 237-7173

(717y237-7161
dclearfield@wolfblock.com

PGW

Tanya McCloskey, Esquire
Christy Appleby, Esquire
Darryl Lawrence, Esquire
Office of Consumer Advocate
555 Walnut Street

5" Floor, Forum Place
Harrisburg, PA 17105-1923
(717) 783-5048

(717) 783-7152
cappleby@paoca.org
dlawrence@paoca.org

imccloskev@paoca.org

Richard Kanaskie, Esquire

Allison C. Kaster, Esquire

Pennsylvania Public Utility Commission
400 North Street — 3™ Floor
Commonwealth Keystone Building
Harrisburg, PA 17120

(717) 787-1976

(717) 772-2677

rkanaskic(@@state.pa.ugs
akaster{@state.pa.us

Sharon E. Webb, Esquire

Lauren M. Lepkoski, Esquire
Offfice of Small Business Advocate
Suite 1102, Commerce Building
300 N. 2" Street

Harrisburg, PA 17101
(717)783-2525

(717 783-2831

swebb(@state.pa.us
llepkoski@dstale.pa.us

Shari C. Gribbin, Esquire

Kent D. Murphy, Esquire

Exelon Business Services Company
2301 Market Street, §23-1

Philadelphia, PA 19103

(215) 841-4941 (Murphy phone and fax)
{215) 841-3606 (Gribbin phone)

(215) 568-3389 (Gribbin)
shari.gribbin(@exeloncorp.com
kent.murphy(@exeloncorp.com




Todd S. Stewart, Esquire
Hawke McKeon & Sniscak LLP
100 North Tenth Street
Harrisburg, PA 17101
(717)236-1300

(717)236-4841
tsstewartf@hmslepal.com
Interstate Gas Supply, Inc.

David M. Kleppinger, Esquire

Charis Mincavage, Esquire

McNees Wallace & Nurick

100 Pine Street

Harrisburg, PA 17108

{717)232-800

(717)237-5300
cmincavage@@mwin.com

Philadetphia Industrial and Commercial
Gas Users Group

Philip A. Bertocci, Esquire

Thu B. Tran, Esquire

Action Alliance of Senjor Citizens
1424 Chestnut Street

Philadelphia, PA 19102-2505
(215)981-3702

(215)981-0435
pbertrocci@clsphila.org
ttran(@clsphila.org

Action Alliance, TURN

Philip L. Hinerman, Esquire
Jill A. Guldin, Esquire

Fox Rothschild LL.P

2000 Market Street, 10" Floor
Philadelphia, PA 19103-3291
{215)299-2000
{215)299-2150
PHinerman@foxrothschild.com

1guldin@foxrothschild.com

Philadelphia Housing Authority

Sherry A. Swirsky, Esquire
Miles H. Shore, Esquire
The School District of PA
440 N. Broad Street
Philadelphia, PA 19130
(215)400-5162
(215)400-4121
sswirsky(@phila.k12.pa.us
mhshore@phila.k12.pa.us

Date: August 14, 2007

R

CFD A

Joln F Povilaitis
., RUSSELL. OGDEN & SELTZER P.C.

80U North Third Street, Suite 101
Harrisburg, PA 17102-2025

Phone: (717) 236-7714

Fax: (717) 236-7816

Email: JPovilaitis@@RvanRussell.com

Counsel for Hess Corporation



William R. Lloyd, Jr.
Small Business Advocate

- C.(MONWEALTH OF PENNSYLV/'A

Suite 1102, Commerce Building
300 North Sccond Street
Harrisburg, Pennsylvania 17101

August 14, 2007

HAND DELIVERED

James J. McNulty, Sectetary \ OI?/G //V4£ -

Pennsylvania Public Utility Commission
Commonwealth Keystone Building

P. O. Box 3265

Hamisburg, PA  17105-3265

Re: Pennsylvania Pubiic Utility Commission v. Philadelphia Gas Works

Docket No. R-00061931 D0CU ME NT
Dear Sceretary MeNulty: : F OLD ER

I am delivering for filing today the original plus three copies of the Answer to the Petition
of PGW for a Waiver of Exceptions Page Limit, on behalf of the Office of Small Business
Advocate, in the above-captioned matter.

Electronic copies have been scrved today on all known parties in this proceeding. A
Certificate of Service to that effect is enclosed.

If you have any questions, please do not hesitate to contact me.

Sincerely,
S0

Sharon E, Webb g

Assistant Small Business Advocate _.'{’

Attorney 1D No. 73995 M
Enclosurcs ;o , "

l“" B ...:\'
cc: Parties of Record :_,:3 Y,
KER SO
A,

(717) 783-2525
(717) 783-2831 (FAX)
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMNIISS @[]l

Pennsylvania Public Utility Commission P
v. . Docket No. P-00061931 S
. , r

—

Philadelphia Gas Works :

HOCKETER

Dggggg{gﬂ[ awe1goy & ,\;

OFFICE OF SMALL BUSINESS ADVOCATE

On or about August 10, 2007, the Philadelphia Gas Works (“PGW?™) filed with the
Pennsylvania Public Utility Commission (“Commission”) the Pctition of PGW for a
Waiver of Exceptions Page Limit. Subsequently, on August 13, 2007, the Commission
issucd a Secretarial Letter directing partics of record to file answers clectronically by or
before 12:00 Noon, on Tucsday, August 14, 2007, with a hard copy filed with the
Secretary’s Bureau by closc of business on August 14, 2007, This answer is filed in
accordance with the dircctive sct forth in the Commission’s August 13, 2007, Sccrctarial
Letter. The act of December 21, 1988 (P.L. 1871, No. 181), authorizes the Office of
Small Business Advocate (“OSBA™) to represent the interest of small business consumers
belore the Commission. Therefore, pursuant to 52 Pa. Code §5.61, the OSBA answers
the Petition as follows:

Answer to Introductory Paragraph

Unnumbered Paragraph 1. The averments of unnumbered paragraph 1 are a

summary of the relicef requested to which no response is required. If; and to the extent



that, a response may be required, it is admitted that PGW is seeking approval of a waiver
of the page limit for exceptions and reply exceptions to the Recommended Decision
issued on July 30, 2007.

Answer to Numbered Paragraphs

Paragraph Number . Admitted.
Paragraph Number 2. Admitted.
Paragraph Number 3. The averments of paragraph number 3 are a

summary of the request for relict to which no response 1s required. [f; and to the extent
that, a response may be required, the OSBA is without sufficient knowledge or
information to form a beliet as to the truth of the averment that PGW will not be able to
explain its position cogently for the benefit of the Commission within the existing 40
page limit,

Paragraph Number 4. The averments of paragraph number 4 are a
summary of the request for relicf to which no response is required. 1f, and to the extent
that, a responsc may be required, the OSBA is without sufficient knowledge or
information to form a belief as to the truth of the averment that PGW will be better able
to present the rationale for its exceptions without burdening the Commission with the
increased page limit of 60 pages, which is 20 more than the current limit.

Paragraph Number 5. The averments of paragraph number 5 are a
summary of the request for relict to which no response is required. If, and to the extent
that, a responsc may be required, it is admitted that counsel for PGW communicated to
the partics of record PGW's desire to request a waiver for the current 40 page limit set for

exceptions. It is further admitted that, in response, the OSBA indicated that it would not



oppose PGW’s request as long as the waiver applicd to all parties and as long as a
corresponding page limit waiver were requested, and granted, tor reply exceptions to
allow the OSBA and other parties sufficient room to respond to the Company’s
arguments.

WHEREFORE, the OSBA respectfully requests that if the Commission grants the
Company’s request for a waiver of the page limit for exceptions, that it only do so with a
a waiver applicable to all parties of record and with a corresponding waiver to the page
limit for reply exceptions.

Respectfully submitted,

J
LD
Sharon E. Webb
Assistant Small Business Advocate

Attorney 1.D. No. 73995

For:  Willham R. Lloyd, Jr.
Small Business Advocate
Attorney L.D. No. 16452

Office of Small Business Advocate
Suite 1102, Commerce Building
300 North Sccond Street
Harrisburg, PA 17101

(717) 783-2525

Dated: August 14, 2007
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CERTIFICATE OF SERVICE

[ certify that 1 am serving electronic copies of the Answer to the Petition of PGW for a
Waiver of Exceptions Page Limit, on behalf of the Office of Small Business Advocate, by e-mail,

upon the persons addressed below:

Hon. Cynthia W. Fordham

Administrative Law Judge

Pa. Public Utility Commission

1302 Philadelphia State Office Building
1400 West Spring Garden Street
Philadelphia, PA 19130

(215) 560-2105

(215) 560-3133 (fax)
clordham@@siate.pa.us

Hon. Angcla T, Jones

Administrative Law Judge

Pa. Public Utility Commission

1302 Philadclphia State Office Building
1400 West Spring Garden Street
Philadelphia, PA 19130

(215) 560-2105

(215) 560-3133 (fax)
angeljoncs@stale.pa.us

Daniel Clearficld, Esquire

Alan C. Kohler, Esquire

Wolf, Block, Schorr & Solis-Cohen
213 Market St., 9" Floor

P. O. Box 865

Harrisburg, PA 17108-0865

(717) 237-7160

(717)237-7161 (fax)
dclearficld@wolfblock.com

akohler@@woltblock.com

Darryl Lawrence, Esquirc
Christy Applceby, Esquire
Tanya McCloskey, Esquire
Jessica Homer, Esquire
Office of Consumer Advocate
555 Walnut Strect 5th FL Forum Place
Harrisburg, PA 17101-1923
(717) 783-5048

(717) 783-7152 (fax)
dlawrence@paoca.org
cappleby(@paoca.org
tmecloskey@paoca.org
ihorner@paoca.org

Richard A. Kanaskie, Esquire
Allison C. Kaster, Esquire
Office of Trial Staff

Pa. Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105

(717) 787-1976

(717) 772-2677 (fax)
rkanaskie{@state.pa.us

akaster@state.pa.us



Gregory J. Stunder, Esquire
Philadelphia Gas Works

800 West Montgomery Avenue
Philadelphia, PA 19122

(215) 684-6878

(215) 684-6798 (fax)
greg.stunder@pgworks.com

Philip A. Bertocci, Esquire

Thu B. Tran, Esquire
Community Legal Services, Inc.
1424 Chestnut Strect
Philadclphia, PA 19102-2505
(215) 981-3702

(215) 981-0435 (fax)
pbertoccifgcelsphila.org
ttrangdclsphila.org

David M. Kleppinger, Esquire
Charis Mincavage, Esquire
McNees Wallace & Nurick LLC
100 Pine Street

P. O. Box 1166

Harrisburg, PA 17108-1166
(717) 232-8000

(717) 237-5300 (fax)
dkleppinger@mwn.com
cmincavage@mwn.com

John F. Povilaitis, Esquirc
Matthew A. Totino, Esquire

Ryan Russell Ogden & Scltzer, PC
800 North Third Strect - #101
Harrisburg, PA 17101
(717)236-7714
ipovilaitis@@ryanrussell.com
mtotino@ryanrussell.com

Katherine Guerry
kquerrvihess.com

Cheryl Walker Davis
Oftice of Special Assistants
cwalkerdav(@state.pa.us

Kathe Sophy
Oftice of Special Assistants
ksophy@dstate.pa.us

Philip L. Hinerman, Esquire
Jill A. Guldin, Esquire

Fox Rothschild, LLP

2000 Market Street - 10" Floor
Philadelphia, PA 19103-3291]
(215) 299-2000

(215) 299-2150 (fax)
phinerman(@foxrothschild.com
izuldin@2foxrothschild.com

Kent D. Murphy, Esquire

Shari C. Gribbin, Esquire

Exelon Business Scrvices Company
2301 Market Street - #523-1
Philadelphia, PA 19101

(215) 841-4941

(215) 841-4941 (fax)

kent. murphy@ecxcloncorp.com

shari.gribbinf@exeloncorp.com

Todd S. Stewart, Esquire

Hawke McKeon Sniscak & Kennard LLP
100 North 10" Street

P.O.Box 1778

Harrisburg, PA 17105-1778

(717) 236-1300

(717) 236-4841 (fax)
tsstewart@hmsk-law.com

Sherry A. Swirsky, Esquire

Miles H. Shore, Esquire

The School District of Philadelphia
440 N. Broad Street

Philadelphia, PA 19130

(215) 400-6710

(215) 400-4122 (fax)
sswirsky(@phila.k12.pa.us
mhshore@phila.k[2.pa.us

Henry Deichmiller
hdeichmill@state.pa.us

Nicholas Okoro
nokoro{dstate.pa.us




Bert Marinko David Huff
Office of Special Assistants dhutfE@state.pa.us

rmarinko@state.pa.us

Andrew S. Levine, Esquire

Tom Maher Stradlcy Ronon Stevens & Young, LLP
Office of Special Assistants 2600 One Commerce Square
tmaher(@state.pa.us Philadclphia, PA 19103

(215) 564-8073
(215) 564-8120 (fax)
alevine(@stradley.com

ai0dbi

Sharon E. Webb
Date:  August 14, 2007 Assistant Small Business Advocate
Attorney 1D No. 73995
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William T. Hawke Steven 1. Snyder
Kevin ). McKeon Janet L. Miller
aWke Thonvis J. Sniscak Steven K, Haas
Lillian Smith Harris William E. Lehman
Scott T. Wyland Rikardo J. Hull
M CKeon & Todd 8. Stewart Katherine E. Lovette
Craig R. Burgrafl’ Amy A, Whitney
niscak LLP

ATTORNEYS AT LAW

100 North Tenth Street, Harrishurg, PA 17101 Phone: 717.236.1300  Fax: 717.236.4841 www.hmslegal.com

August 14, 2007

VIA HAND DELIVERY

James J. McNulty, Secretlary ' -

Pennsylvania Public Utility Comumission ' A ‘ e

Commonwealth Keystone Building !
=

400 North Street — Filing Room (2 North)
P.O. Box 3265

Harrisburg, PA  17105-3265

RE:  Pennsylvania Public Utility Commission v. Philadelphia Gas Works; Docket

No. R-00061931, et al.; NON-OPPOSITION TO PETITION FOR
WAIVER OF EXCEPTION LIMIT

Dcar Secretary McNulty:

Please consider this letter formal notice that Interstate Gas Supply, Inc., (“IGS”) docs
not oppose the request of the Philadelphia Gas Works (“PGW™} filed August 10, 2007, for a
Waiver of Exceptions Page Limit with regard to the above-captioned matter. 1GS does not

opposc PGW’s request so long as the Commission also extends the page limitation for replies
to exceptions.

If you have any questions regarding this response, please do not hesitate to contact
the undersigned.

DOCUMENT Very nuly yogr

o i

o
AUG 1 & 2007
Counsel for Interstatc Gas Supply, Inc.

)

TSS/bks K i R
cc: Office of Special Assistants: cwalkerdav@state.pa.us; ksophy@@state.pa.us;

rmarinko@@state.pa.us; timaher@stale.pa.us

MAILING ADDRESS: P.O. ROX 1778 HARRISBURG, PA 17105

\L




CERTIFICATE OF SERVICE

I hereby certify that 1 have this day served a true copy of the foregoing document upon
the parties, listed below, in accordance with the requirements of 52 Pa. Code § 1.54 (relating to
service by a party).

VIA E-MAIL AND FIRST CLASS MAIL

Daniel Clearficld, Esquire Richard Lelash
Wolf, Block, Schorr and Solis-Cohen LLP 18 Seventy Acre Road
213 Market Street, 9" Floor Redding, CT 06896
P.O. Box 865 lelash@)snct.net
Harrisburg, PA  17108-08065
delearfield@wolfblock.com Tanya McCloskey, Esquire
Christy M. Applcby, Esquire
Johnnie Simms, Esquire Darryl Lawrence, Esquire
Richard Kanaskie, Esquire Office of Consumer Advocate
Allison Kaster, Esquire 5" Floor, Forum Place Bldg,
Office of Trial Staff 555 Walnut Street
PA Public Utility Commission Harrisburg, PA  17101-1921
P.O. Box 3265 tmccloskey@paoca.ory
Harrisburg, PA  17105-3265 cappleby@paoca.org
simmsj@puc.state.pa.us dlawrencedpaoca.org. w ~
rkanaskic@stiate.pa.us jhorner@paoca.ory I'_' ' C'—
akasler@dstale pa.us '
Philip Bertocci, Esquire -
David M. Kleppinger, Esquire Thu Tran, Esquire ) -
Charts Mincavage, Esquire Community Legal Services L
McNees, Wallace, Nurick 1424 Chestnut Street ' —
100 Pine Strect Philadelphia, PA 19102 P -
P.O. Box 1166 pbertocci@clsphila.org p -~
Harnisburg, PA 17108-1166
dkleppin@mwn.com Robert D. Knecht
CMINCAVALLEIMWN.COMm Industrial Economic Incorporated
2067 Massachusclis Avenue
Stephen Gray, Esquire Cambridge, MA 02140
Office of Small Business Advocate rdk@indecon.com
Commerce Building, Suite 1102
300 North 2™ Street Michacl Bleiweis
Harrisburg, PA 17101 243 Banks Road
suravnstate pa.us Easton, CT 0060612

mikeblci@@oplontine.net




Richard Galligan

Exeter Associated, Inc.

5565 Sterrett Place, Suite 310
Columbia, MD 21044

John F. Povilaitis, Esquire

Ryan Russell Ogden & Selizer, PC
800 North Third Street, Suite 101
Harrisburg, PA  17102-2025
realligandexeterassociates.com

Miles Shore, Esquirc

School District of Philadclphia
Office of General Counscl
440 N. Broad Street, 3" Floor
Philadeiphia, PA 19130-4015
mhshore@philaki2.pa.us
Philip L. Hinerman, Esquire
Jill Guldin, Esquire

Shari C. Gribbin, Esquire
Kent Murphy, Esquire

2301 Market Street, S23-1
P.O. Box 8699

Philadelphia, PA 19101-8699
shari.gribbin@gexcloncorp.com
kent.murphv@gexcloncorp.com

Dated this 14" day of August, 2007.

Fox Rothschild LLP

2000 Market Street, 10" Floor
Philadelphia, PA 19103-3291

phinerman(@foxrothschild.com

jguldin@foxrothschild.com

Andrew S. Levin, Esquire

Stradley Ronon Stevens & Young LLP
2600 One Commerce Square
Philadelphia, PA 19103-7098
alevineastradley.com

Katherine Guerry, Esquire
Hess Corporation

One Hess Plaza
Woodbnidge, NI 07095
KGuerryeghess.com

/

Todd S. Stewart




My ¢ '

NVicNees Wallace & Nurick wc

aitorneys at law

CHARIS MINCAVAGH

DIRECT DAL (717) 237-5437

DIRECT FAX: (717) 260-1725

E-MAIL ADDRESS: CRINCAVAGEEIMWN.COM

DOCUMENT August 14, 2007
F OLDER VIA HAND DELIVERY

James J. McNulty, Secretary
Pennsylvania Public Utility Commission
The Commonwealth Keystone Building

400 North Street, 2nd Floor @ .
Harrisburg, PA 17120 '

Re:  Pennsylvania Public Utility Commission, et al. v. Philadelphia Gas Works;
Docket No. R-00061931

Dear Secretary MceNulty:

The Philadelphia Industrial and Commercial Gas Users Group doces not opposc
Philadelphia Gas Works' Petition for Waiver filed on August 10, 2007.

As cvidenced by the attached Certificate of Scrvice, all partics to the proceeding are
being served with a copy of this filing. Please date stamp the extra copy of this transmittal letter
and kindly return it to our messenger {or our filing purposcs. Thank you.

Very truly yours,

McNEES WALLACE & NURICK LLC

- i e —

) Ty g Charis Mincavage
= @@E@ETE Counsel to the Philadelphia Industrial and
= | ounscl to the Philadelphia Industrial anc
} w AUG 1 6 2007 Commercial Gas Users Group
CM/1hi
Enclosures
¢ Ms. Cheryl Walker Davis, Oftice of Special Assistants (via c-mail)
Ms. Kathryn Sophy, Office of Special Assistants (via c-mail) %

Mr. Robert Marinko, Office of Special Assistants (via e-mail)
Certificate of Scrvice

P.Q. Box 1166 « 100 Pinge STREET * HARRISBURG, PA 17108-1166 « TeL: 717.232.8000 « Fax: 717.237.5300 » www . MWN.CCM 95
CoLumeus, OH » Stare CoLLEGE, PA + LancasTer, PA « HazLeEton, PA » WaskingTon, DC




CERTIFICATE OF SERVICE
I hereby certify that 1 am this day scrving a true copy of the foregoing document upon the
participants listed below in accordance with the requirements of Section 1.54 (relating to service

by a participant).

VIA E-MAIL

Tanya McCloskey, Esq. John F. Povilaitis, Esq.
Christy Applcby, Esq. Matthew A. Totino, Esq.
Darryl Lawrence, Esq. Ryan Russell Ogden & Scitzer, PC
Office of Consumer Advocatc 800 North Third St., Suite 101
Forum Place Bldg, - 5" F1. Harrisburg, PA 17102-2023
555 Walnut Street ipovilaitis@dryanrussell.com
FHarvisburg, PA 17120 mtotinof@ryanrussell.com
imecloskev@paoca.ore
capplebyEdpaoca.ory Danicl Clearfield, Esq.
dlawrencefidpaoca.org Alan C. Kohler, Esq.

Wolt, Block, Schorr & Solis-Cohen, LLP
Sharon Webb, Esq. 213 Market Street, 9th Floor
Lauren Lepkoski, Esq. P.O. Box 865
Ofhce of Small Business Advocate Harrisburg, PA 17108-0865
Suite 1102, Commercee Building delearficld@wolitblock.com
300 North Second Strecet akohler@wolfblock.com
Harrisburg, PA 17101
swebb@dstate. pa.us Todd S. Stewart, Esq.
llepkoski@dstate.pa.us Hawke McKeon Sniscak LLP

100 North Tenth Street
Richard Kanaskic, Esq. P.O. Box 1778
Allison Kaster, Esq. Harrisburg, PA 17105
Oftfice of Trial Stall TSStewart@@hmstegal.com

Pennsylvania Public Utility Commission
The Commonwealth Keystone Building
400 North Street, 2™ Floor

Harrisburg, PA 17120
rkanaskic@dstate.pa.us

akuaster{dstate.pa.us O
L
o <,



Certificate of Service
Docket No. R-00061931
Page 2

Philip A. Bertoce, Esq.
Thu B. Tran, Esq.

Community Legal Services, Inc.

1424 Chestnut Street, 3™ Floor
Philadelphia, PA 19102
pbertocaif@etsphila.org
tran{oclsphila.org

Gregory 1. Stunder, Esq.
Philadelphia Gas Works
800 W. Montgomery Avenue
Philadelphia, PA 19122
Gireg stunder@ppeworks.com

Miles Shore, Esq.

Sherry A. Swirsky, Esq.
School District of Philadelphia
Ofllice of General Counsel

44() N. Broad Strect
Philadelphia, PA 19103
mhshore@@phila.k12.pa.us
sswirskvi@phila.k12.pa.us

Dated this 14th day of August,

Andrew S. Levine, Esq.

Stradley Ronon Stevens & Young, LLP

2600 One Commerce Square
Philadelphia, PA 19103
alevine(ostradley.com

Shari C. Gribbin, Esq.

Kent Murphy, Esq.

Exclon

2301 Market Street, S23-1

P.O. Box 8699

Philadclphia, PA 19101-8699
Shari.gribbingdexclongorp.com

kent.murphy@@excloncorp.con

Philip L. Hincrman, Esq.

Jill Guldin, Esq.

Fox Rothschild LLP

2000 Market Street, 10" Floor
Philadelphia, PA 19103-3291
phincrman@d{oxrothschild.com
jeuldin@@foxrothschild.com

(St e

Chatis Mmcdvag

2007, in Harrisburg, Pennsylvania.
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Fox Rothschild wr

ATTGRNEYS AT LAW

2000 Market Street, Tenth Floer

Phifadelphia, PA 18103-3291]
Tel 215.299.2000 Fax 215.299.2150
w.foxrathschild, \
ww r hild.com ' ,:;)
Lf’,\

Philip L. Hinerman
St ol 5 ) 5 [t "
Dircct Dial: (215) 2992066 Y < 0

Internet Address: phinermang@loxrothschild.com —‘\\ = \./-J
. - L
. e
August 14, 2007 OV N
T -~ o
I - O:).
i 2
.\j:\ ros)
Pennsylvania Public Utility Commission <

Seccretary’s Burcau

Commonwealth Keystone Building D 0 C U M E N T

2™ Floor, Room N-201

400 North Strect F 0 \_ D E R

Harrisburg, PA 171020-3265

Re:  Pennsylvania Public Utility Commission v. Philadelphia Gas Works
Docket No. R-00061931

Dear Secretary:

The Philadelphia Housing Authority does not opposce Philadelphia Gas Works™ Petition for
Waiver of the Page Limit for Exceptions and Reply Exceptions. A copy of this letter has been served
pursuant 1o the attached Certificate of Services.

Phifip L. Hinerman

PLH/mn

ce: All Partics of Record
Cheryl Walker Davis, Office of Special Assistants
Kathryn G. Sophy, Office of Special Assistants
Robert Marinko, Office of Special Assistants

Thomas J. Maher, Office of Special Assistants MR

A Pennsylvaria Lirmied Liatibty Partiershep

California Delaware Florida Nevada New Jersey New York Pennsyivania



CERTIFICATE OF SERVICE

[ hereby certify that | am serving a true and correct copy of the [oregoing Philadelphia Housing,

Authority’s Letter Not Opposing Philadelphia Gas Works™ Petition for Waiver of the Page Limit for

Exceptions and reply Exceptions, in accordance with the requirements of 52 Pa.Code §1.54 has been

served upon the following person(s) via First Class Mail, postage prepaid:

Daniel Clearfield, Esquire

Alan C. Kohler, Esquire

Wolfe Biock Schorr & Solis-Cohen LLP

213 Market Street, 9" Floor

P. O. Box 865

Harrisburg, PA 17108-0865

E-Mail: dclearfield@wolfblock.com
akoliler@wolfblock.com

Attorneys for Philadelphia Gas Works

Christy M. Appleby, Esquire
Darryl Lawrence, Esquire
Tanya J. McCloskey, Lisquire
Office of Consumer Advocale
555 Walnut Street, 5" Floor
Forum Place
Harrisburg, PA 17101-5048
E-Mail: cappleby@paoca.org
dlawrence@paoca.org
tmccloskey@paoca.org
Attorneys for Office of Consumer Advocate

Steven C. Gray, Esquire

Sharon Webb, Esquire

Lauren M. Lepkoski, Esquirc
Office of Small Business Advocate
Commerce Building, Suite 1102
300 North Second Strect
Harrisburg, PA 17101

E-Mail: sgray@state.pa.us
Attorney for Office of Small Business Advocate

Richard A. Kanaski, Esquire
Allison C. Kaster, Esquire
Pennsylvania Public Utility Commission
Office of Trial Staff
P. O. Box 3265
Harrisburg, PA 17105-3265
-Mail: rkanaskie@state.pa.us
akaster@state.pa.us
Attorneys for Office of Trial Staff

David M. Kleppinger, Esquire

Charis Mincavage, [Zsquire

McNces Wallace & Nurick

100 Pine Street

P. O. Box 1166

Harrisburg, PA 17108-1166

E-Muail: dklepping@mwn.com
cmincavage@mwn.com

Attorneys for Philadelphia Industrial and

Commercial Gas Users Group

Gregory J. Stunder, Esquire
Philadelphia Gas Works

800 West Montgomery Avenue
Philadelphia, PA 19122 i '
E-Mail: gre r.srunder@pgwarks.c;(:pr
Attorney for Philadelphia Gas Works

el
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Phillip A. Bertocci, Esquire

Thu B. Tran, Esquire

Community Legal Services, Inc.

1424 Chestnut Street

Philadelphia, PA 19102-2505

E-Mail: pbertocci@clsphila.org
ttran(@clsphila.org

Attorneys for Action Alliance, et al.

Shari C. Gribbin, Esquire

Kent D. Murphy, Esquire

Exelon Business Services Company

2301 Market Street, S23-1

Philadelphia, PA 19101-8699

E-Mail: shari.gribbin@exeloncorp.com
kent.murphy@exeloncorp.com

Attorneys for PECO Energy Company

John F. Povilaitis, Esquire

Ryan, Russell, Ogden & Scltzer, P.C.
800 North Third Street, Suite 101
Harrisburg, PA 17102-2025

E-Mail: jpovilaitis@ryanrussel.com
Attorney for Hess Corporation

Dated:  August 14, 2007

Todd S. Stewart, Esquire

Hawke, McKeon, Sniscak & Kennard LLP
100 North Tenth Strect

P.O. Box 1778

Harrisburg, PA 17101

E-Muail: tsstewart@hmsk-law.com
Attorney for Interstate Gas Supply Inc.

Sherry A. Swisky, General Counsel

Miles Il. Shore, Assistant General Counsel

The School District of Philadelphia

440 North Broad Street

Philadelphia, PA 19130

E-Mail: sswirsky@phila.kl2.pa.us
mhshore@phila.ki2.pa.us

Attorneys for Philadelphia School District

Katherine Guerry, Esquire
Hess Corporation

One Hess Plaza
Woodbridge, NJ 07095
E-Mail: kguerry@hess.com

/o

PHILIP'L. H }N ERMAN



IRWINA. POPOWSKY
Consumer Advocate

COMMONWEALTH OF PENNSYLVANIA

Harrisburg, Pennsyivania 17101-1823
{717) 783-5048
800-684-6560 (in PA only}

N 3

ta o

August 14, 2007 : .

James McNulty .

Secretary ) s

Pennsylvania Public Utility Commission i o

Commonwealth Keystone Building NT - o
2™ Floor, 400 North Street D 0 C U M E

PO Box 3205

Harrisburg, PA 17105-3265 F OL D E R

RE:  Pennsylvania Public Utility Commission v. PGW
Docket No. R-00061931

Dear Secrctary McNuity:

The Office of Consumer Advocate does not oppose Philadelphia Gas Works’
Petition for Waiver of the Page Limit for Exceptions and Reply Exceptions. A copy of this
letter has been served pursuant to the attached Certificate of Service.

) &%
) OCKETE] Sincercly.
AUG 182007 e
R, ity
Christy M. Applcby
Assistant Consumer Advocate
Pa. Attorney 1D No. 85824
E-mail: cappleby@paoca.org
cc: All parties of record

Cheryl Walker Davis, Office of Special Assistants
Kathryn G. Sophy, Office of Special Assistants
Robert Marinko, Office of Special Assistants
Thomas J. Maher, Office of Special Assistants

05203 doc w R

OFFICE OF CONSUMER ADVOCATE .@H@U
555 Walnut Street, 5th Floor, Forum Place

FAX (717) 783-7152
consumer@paoca.org



CERTIFICATE OF SERVICE @H@H&

Pennsylvama Public Utility Commission
V. : Docket No.  R-00061931

Philadelphia Gas Works

I hereby certify that | have this day served a true copy of the forcgoing document, the
Office of Consumer Advocate's Letter, upon parties of record in this proceeding in accordance with
the requirements of 52 Pa. Code § 1.54 (relating to service by a participant), in the manner and upon
the persons listed below:

Dated this 14th day of August 2007.

SERVICE BY E-MAIL and INTEROFFICE MAIL

9]
Richard Kanaskie, Esquirc : .) =
Allison C. Kaster, Esquire : Iy
Office of Trial Staff - <

Pennsylvanta Public Ultility Commission Py
Commonwealth Keystone Building ~
400 North Street, P.O. Box 3265 o -
Harrisburg, PA 17105-3265 L e
Counsel For: Office of Trial Staff < &



SERVICE BY E-MAIL and FIRST CLASS MAIL

Danicl Clearficld, Esquire

Alan C. Kohler, Esquire
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L. INTRODUCTION

On December 22, 20006, Philadelphia Gas Works ("PGW" or "Company") filed with the
Pennsylvania Public Utility Commission ("PUC" or "Commission”) Supplement No. 16 to Tariff
Gas ~ Pa. P.U.C. No. 2, requesting approval of proposed changes in rates designed to produce
over approximately $100 million in additional annual revenues. On February 3, 2007, the
Philadelphia Industrial and Commercial Gas Users Group ("PICGUG") filed a Complaint in this
proceeding. Shortly thereafier, the PUC assigned this proceeding to Administrative Law Judges
("ALJs") Cynthia Williams Fordham and Angela T. Jones, who developed a procedural
schedule, which included the submission of Main Briefs ("M.B.") and Reply Briefs ("R.B."). On
July 30, 2007, the PUC issued the Recommended Decision ("R.D.") of the ALJs.

PICGUG commends the AlJs on a well-reasoned and thorough R.D., which
appropriately (inds that PGW has presented evidence in this procecding warranting nothing more
than a $25 million rate increase. Similarly, the ALJs reasonably recommend that PGW be
required to immediately implement cost-based interruptible transportation rates, as precedent
requires that transportation rates be sct on a cost-lo-serve basis.

Although the ALJs appropriately address the majority of the issues in this proceeding, the
R.D. contains one recommendation that would inappropriately allow the Company to collect
rates without accounting for cost-causation requirements and PUC precedent. PICGUG files
these Exceptions in order to except to the ALJs' reconumendation that PGW be permitted to
continue to allocate its Universal Service and Energy Conservation ("USC") surcharge to all firm
scrvice customs, even though only the residential customer class benefits from the programs
funded by this surcharge. As addressed more fully in these Exceptions, the PUC must reject the

ALIJs' recommendation on this onc very narrow, bul important, issue.



I1. EXCEPTIONS

1. Exception No. 1: The Administrative Law Judges Erred in Recommending that
Philadelphia Gas Works Should Continue to Allocate the Universal Service and
Energy Conservation Surcharge to All Firm Service Customers.

[n reviewing various rate design issues, the ALJs address the fact that, while PGW has
historically allocated its USC surcharge 1o all firm service customers, the Commission
previously indicated in PGW's Restructuring Proceeding that the issue of this allocation would
be appropriately reviewed in a base rate case. R.D. at 73-77. In addition, the ALJs note that, as
part of the PUC's recent investigation regarding universal service and energy conservation
policies, the Commission indicated that movement should be made with respect to assigning the
costs of universal scrvice programs to only the residential customer class. 1d. at 77-79.

Unfortunately, the ALIJs fail to implement the aforementioned Commission policies by
unreasonably determining that the shifiing of costs that would result from reallocating PGW's
USC surcharge to only the residential customer class would result in rate shock. [d. at 80-81. In
actualily, any concerns regarding "rate shock" arc obviated through the Office of Small Business
Advocate's ("OSBA") proposal to gradually phase-out the non-residential allocation over a three-
year period. PICGUG M.B., p. 24. Accordingly, the ALJs' recommendation to continue to
maintain the current unjust and unreasonable USC allocation must not be adopted by this
Commission.

As discussed in detail in PICGUG's Main and Reply Briefs, the Commission has had a
long-standing policy of declining to allocate USC costs to non-residential rate classes, as
universal service programs only benefit the residential class and thercfore should be funded by
only the residential class. [d. at 22-24; PICGUG R.B., p. 13. Moreover, the Commission

recently declared, as part of its investigation of Customer Assistance Programs (i.e., the "CAP



Investigation™) that cost causation policies require USC costs be allocated only to the customer
class whose members are eligible for such programs (1.e., the residential class). PICGUG M.B.,
pp. 23-24.

In addition, the PUC has indicated that this issue is ripe for review with respect to PGW.
Id. a1 22-23. During PGW's Restructuring Procceding, the PUC suggestcd that a base rate
procceding would provide a more reasonable venue for such discussion, as a base ratc case
would contain a Cost of Service Study that would allow for further analysis regarding USC cost
reassignment, Id. As part of the PUC's CAP Investigation, the Commission recognized that
PGW's USC allocation was determined prior to the PUC's oversight of the Company; however,
the CAP investigation did not prohibit modifying PGW's inappropriate USC allocation on a
going-forward basis. Rather, the results of the CAP investigation indicated an assumption by the
PUC that this issuc would be address at a later time (1.e., PGW's current base rate procceding).
Id. at 23-24; PICGUG R.B., p. 13. In other words, as correctly noted by the ALJs, the
Commission is clearly "moving to have the costs of universal service programs assigned to the
residential customers." R.D. at 80.

Unfortunately, while the ALJs recognize that Commission precedent, including cost-
causation principles, require PGW 1o modify its USC allocation, the ALIJs suggest that such a
modification would be inappropriate at this time. Id. at 80-81. According to the ALlJs,
rcallocation of USC costs over a three-year period, as proposed by the OSBA, would result in
"rate shock" for residential customers. Id. In actuality, a gradual phase-out of this allocation to
non-residential customers would mitigate against any ratc shock [or the residential customer
class while also ensuring implementation of the Commission's directive to move towards a more

appropriate USC allocation. PICGUG M.B., pp. 24-25; PICGUG R.B., pp. 13-14.



In this proceeding, the OSBA proposed a three-year phase-out of the current USC
allocation, thercby revising PGW's current (and inappropriate) allocation while still addressing
any concerns of "ratc shock" and "gradualism." PICGUG M.B., pp. 24-25. Under this approach,
the responsibility of non-residential customers for the USC would be reduced by one-third
during PGW's 2008 Gas Cost Rate ("GCR") proceeding. A sccond one-third reduction would
take place in PGW's 2009 GCR proceeding, with the final phasc-out occurring in PGW's 2010
proceeding. Id. at 24. This proposal would result in a residential customer class increase of
approximately 1.3% per year for the next threc years for a total increase of 3.8%. R.D. at 80.
Conversely, commercial customers would receive a rate decrease of approximately 3.9% per
year for the next three years for a total rate decrease of 11.7%. R.D. at 80,

Regrettably, the ALJs fail to recognize that the OSBA's plan ensures agatnst rate shock
by allowing for a gradual (and minimal) rate increase of slightly over 1% per year for the
residential customer class over the next three years. 1d. at 81. Obviously, reassigning USC costs
will result in modifications to customers' rates; however, the OSBA's proposal excmplifies
gradualism by phasing-out the USC allocation from non-residential customers over a three-year
period. Morcover, this proposal virtually eliminates rate shock by resulting in a shghtly more
than 1% increasc per year for the residential customer class. PICGUG M.B., pp. 24-25.

The ALJs also claim that modifying the USC allocation in this procecding would not be
prudent because the R.D. suggests assigning the majority of the proposed $25 million rate
increase to the residential customer class. R.D. at 81. Importantly, the reason for this
recommended allocation stems from the fact that commercial and industrial customers are
currently and significantly subsidizing the residential customer class. Id. at 72. Duc to this

unrcasonablc subsidization, the Al.ls appropriately recommend that the majority of any rate



increasc be allocated to the residential customer class. Id. Unfortunately, the ALIJs'
unwillingness to modify the USC allocation would diminish any progress made with respect (o
decreasing this current subsidization.

The ALJs reasonably recognize that it "is clear that the Commission is moving o have
the costs of universal service programs assigned to the residential customers.” Id. at 80, The
OSBA's phasc-out proposal exemplifies the Commission's directive by providing a gradual basis
upon which to modify the allocation of USC costs while also preventing rate shock by providing
for a minimal rate increase of slightly over 1% per year for three years to the residential
customer class. Only by implementing the OSBA's phasc-out proposal can the PUC cnsure that
its mandate of moving towards the assignment of USC costs to residential customers is
implemented while still being cognizant of the overall impact of this modification on all
customer classes. For this rcason, the PUC must reject the ALJs' recommendation and adopt the

OSBA's proposal.
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CONCLUSION

WHEREFORE, the Philadelphia Industrial and Commercial Gas Users Group

respectfully requests that the Pennsylvania Public Utility Commission adopt a threc-year phase

out of any Universal Service and Energy Conservation Costs so that these costs are no longer

allocated to non-residential customers.

Dated: August 20, 2007

Respectfully submitted,

McNEES WALLACE & NURICK LLC

bava%%.D. No. 82039)
Barry A. Naum {D. No. 204869)
100 Pinc Street

P.O. Box 1166

Harrisburg, PA 17108-1166
Phone: (717) 237-5437

Fax: (717) 260-1725

Counscl to the Philadelphia Industrial and
Commercial Gas Users Group
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I. INTRODUCTION

On July 24, 2007, the Office of Adnunistrative Law Judge issued the
Recommended Decision (R.D.) of Administrative Law Judges (ALlJs) Cynthia Williams
Fordham and Angela T. Jones in the above-captioned casc. In the R.D., the ALJIs recommended
that Philadelphia Gas Works (PGW or the Company) be permitted to increase its annual natural
gas basc distribution operating revenues by $25 million. R.D. at 55.

The ALIs also ruled on numerous issues including expense adjustments, cost of
service methodologies, the revenue allocation between the different rate classes, rate design,
Tarilf revisions, universal service collection, and proposals to cnact electronic funds transfer and
mandatory budget billing programs, as proposed by the various partics to the procceding. In
most regards, the OCA supports the Recommended Decision, finding the ALIs™ resolution of the
many issues in this casc 10 be reasonable and well-supported. Of particular note, the ALJs’
recommended annual revenuc increase of $25 million is solidly based on the Commission’s
determinations in prior PGW proceedings and sound ratemaking principles that give full effect
to the future test year concept used to establish just and reasonable rates. The ALJs also
properly recognized that PGW’s recovery of its universal service costs and its sentor discount
costs should continue to be collected from all firm service customers, as PGW has always done.

As to the allocation of the $25 million rate increase among the various customer
classes, the ALJs recommended adoption of a First Dollar Relicf proposal sponsored by the
Office of Trial Staff and the Office of Small Business Advocate. Under this methodology,
approximatcly $24.3 million of the $25 million rate increase allowed by the ALJs will be
collected from the residential customer classes. A similarly disproportionate burden would

result at any ratc increase level under the First Dollar Relief proposal adopted by the AL)s. The



OCA submits that the ALJs’ determination 1o require the residential customer class to almost
cxclusively bear the burden of this rate incrcase docs not square with the facts ol record in this
procecding regarding the cost to serve the residential class or with other [actors, such as the
principles of gradualism, avoidance of rate shock and rate stability that the Commission must
consider when establishing just and reasonable rates. When using an appropriate cost of service
study, as proposed by the OCA, it is clear that residential customers should not receive such a
disproportionate increasc under cost of service principles. Moreover, as the Commission is
awarc, PGW has a unique service territory among Pennsylvania natural gas companies. Nearly
32% of PGW’s residential customers have incomes that are at or below 150% of the Federal
Poverty Level and 50% have incomes at or below 250% of the Federal Poverty level, an income
level that has been found to be needed to mect the basic necessities of life.  Further burdening
these customers with virtually all of the rate increase awarded is simply not reasonable.

As such, the OCA respectfully cxcepts to certain portions ol the ALJs’
Recommended Decision.  Specifically, the OCA excepts to the ALJs™ failure to utilize the
OCA’s cost of service study to effectuate their recommendation regarding the allocation of
distribution mains and to guide the rate setting process. The OCA also excepts to the ALJs’
adoption of the First Dollar Relief Method for allocating the revenue increase as it
disproportionately burdens the residential customer classes with over 97% of the rate increase.
Finally, the OCA excepts to the ALIs’ determination that there was not substantial evidence in
support of the OCA’s recommended budget billing program directed to payment troubled
customers.

As set forth in the QCA Briels and below, the OCA submits that the OCA’s Peak

and Average cost of service study, which the ALJs found most accurately reflects the cost to



serve the respective classes, should be used as a guide to set rates in this procceding. When the
OCA’s cost ol service study is used as a guide, it can be seen that the residential class is
providing a rcturn at or near the system average, i.e., it 1s meeting its cost to serve the class. Sce,
OCA M.B. at 55, 57. Based on this dctermination, the OCA submits that the OCA’s
proportional scale back mecthod should be used to allocate the revenue increase to the various
classes i[ less than the full requested amount is granted. See, OCA M.B. at 77-79. The OCA
also submits that PGW should be ordered to consider, and work with the interested partics, to
develop an expanded budget billing program to assist payment troubled customers. See, OCA

M.B. at 98-101.




Il EXCEPTIONS

OCA Excception No. 1: The ALJs Erred in Finding That the OCA’s Cost of Service Study
Could Not Be Used to Ellectuale the Recommendations in the
R.D. and Guide the ALJs in Allocating the Awarded Revenue
lncrease.
(R.D. at 56-63; OCA M.B. at 45-63; OCA R.B. at 25-34).

In the Recommended Decision, the ALIs agreed with OCA and OTS that PGW’s
Cost of Scrvice Study (COSS) docs not properly classify or allocate the cost of distribution
mains. R.D. at 63. In particular, the ALJs agreed with OCA that the Company’s study, which
allocates distribution mains based on a demand and customer component, was flawed in that
there should be no customer component in the allocation of distribution mains. The ALIs found
that distribution mains should be allocated based on demand. R.D. at 63. The OCA submits
that, as the ALls recognized, the OCA’s Peak and Average demand method accurately allocates
these costs in accord with the principles ol cost-causality. R.D. at 63. The OCA Peak and
Average COSS in this proceeding allocates the cost of distribution mains 80% to average
demands and 20% to peak demands. OCA M.B. at 46-47.

In the R.D., the ALIJs agreed in principle with OCA witness Galligan’s Peak and
Average COSS and provided the following conclusions:

PGW’s proposal to allocate 75% of the costs of distribution mains

investment based on purely peak demands should be rejected. Mr.

Galligan’s Peak and Average COSS accurately allocates such costs

based on the way PGW actually incurs costs {o serve iis customers,
as the principle of cost-causality requires.

The OCA and OTS arguments relating to distnibution mains are
persuasive. PGW has not presented evidence to show that it is
correctly classifying and allocating the cost of the distribution
mains. Therefore, PGW should make the proper classification and
allocation.  Although OCA prepared a COSS o rebut PGW’s, we
do not rccommend that OCA’s COSS should be substituted. Once
the corrections arc made to the current PGW COSS, it can be used
as a guide for revenue allocation. In fact, the original COSS was



bundied and PGW submitted an unbundled version in response to

discovery from OSBA. Therefore, PGW can use the unbundled

COSS with the correct classification and allocation for distribution

mains as a guide for revenue allocation.

R.D. at 63 (emphasis added). The OCA submits that the ALJs™ adoption of the OCA*s COSS
for classification and allocation of distribution mains was correct and should be affirmed.
Unfortunately, however, the ALJs did not take the next necessary step and utilize the OCA’s
cost allocation methodology as a guide in cstablishing the revenuve allocation.  The ALls
incorrectly concluded that the OCA’s COSS could not be substituted for the Company’s COSS
to guide the rate setting and revenue allocation process.

The OCA’s reading of the ALJs™ decision is that the OCA’s COSS could not be
substituted for the Company’s study because it did not incorporate the other modifications to
PGW’s COSS recommended by the ALIs, particularly the unbundling recommended by the
OSBA." OSBA recommended that PGW's original COSS should only be used if it was
unbundled to remove the gas costs and revenues so that it only showed the distribution costs and
revenues. R.D. at 59. OSBA asked PGW for an unbundled COSS during the discovery process,
and PGW supplicd the study using PGW’s cost of service methodology. OSBA argued that
since PGW’s rates were unbundled, it was not proper in this proceeding to rely on a bundled
COSS. R.D. at 59-60.

While the OCA agrees that going forward, PGW should provide unbundled costs

of service studies and incorporate the other adjustments recommended by the ALJs, including

the use of the OCA's Peak and Average mcthodology in its next basc rate procecding, the

T'he ALs also recommended adoption of an OT'S adjustment to correct the atlocation of measuring and

regulating station cquipment. R.D. at 58-59. OTS found that 77% ol the costs of measuring and regulating station
equipment, primarily used to serve industrial customers. was allocated to the Residential class. R.D. at 58, OTS
suggested a reallocation whereby those costs would be assigned to the industrial and interruptible classes. R.D. at

58,



modifications reccommended by the ALfs in this case should not lead to the conclusion that the
OCA’s COSS cannot be substituted for PGW’s COSS as a guide to set rates in this proceeding.
Importantly, the OCA’s COSS is based on the Company’s study. but then modilies the
allocation of distribution mains in the manner found appropriate by the ALIs. Indeed, this is the
exact madilication to the Company’s study that the ALJs ordered.

The OCA recognizes that OSBA’s unbundling recommendation would not have
been carried through when the Company ran the OCA’s Peak and Average study.? The OCA
submits, however, that in this proceeding, the unbundling of the COSS did not impact the results
of the OCA COSS to such a degree as to make it unusable as a guide for selting rates in this
proceeding.  OCA witness Richard Galligan provided information regarding the effect of
OSBA’s unbundling recommendation in the cost of service studies. Mr. Galligan testified that
the returns for the Residential class were virtually unchanged under the Company’s bundled
study as compared to the unbundled study. Specifically, Mr. Galligan found that:

The combined residential customers’ return goes up slightly (from

$45.3 million to $45.7 million) under the cost study which includes

no GCR costs, while the residential rate base goes down slightly

(from) $1.109 billion to $1.031 billion).

OCA St. 3R at 14, Thus, the unbundied COSS in this proceeding would not signtficantly impact

the study results and would even show that the Residential class is closer to cost-based rates than

the bundled cost of service study.

: The OCA and the other Partics had to rely on the Company to run studies becanse PGW witness Gorman

claimed the COSS program used in this proceeding was proprietary.
! The OTS adjustment to measuring and regulating station equipment has a similar impact of showing the
residential class closer to cost of service. The QTS adjustment reduces costs to the Residential class by $1,043,000,
and then allocates those costs to other rate classes. R.D. at 38, This adjustment would move the Residential class’s
return closer to unity in this proceeding than that shown in OCA’s COSS. Again, the impact would not alter the
usefulness of the OCA's COSS in guiding the rate setting process.
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Moreover, no parly is proposing to adjust class revenues in such a manner that
would result in cach class paying preciscly cost-basced rates as indicated by any of the cost of
service studics available in this record.  Small differences in resulting class ra‘lcs ol return
comparing bundled results from unbundled results do not impact the usefulness of the OCA’s
COSS as a guide 1 the allocation of any authorized rate increasc.

The OCA submits that any concerns ol the ALJs with substituting the OCA’s
COSS for the Company’s COSS in this proceeding as a means to guide the rate setting process
arc unfounded. While the unbundling was not reflected when the Company ran the OCA’s
COSS using the Peak and Average method for allocating distribution mains, this does not impair
the uselulness of the OCA’s COSS as a guide in sctting rates in this procecding. Indeed, the
further modifications that the ALJs recommend would only show that the OCA’s study on the
record of this proceeding is conscrvative as to the results shown for the Residential class.

The OCA submits that on the record of this proceeding, OCA’s Pecak and
Average COSS most accurately reflects the costs to scrve the different rate classes, and also
most accurately reflects the classes’ different returns. The OCA’s COSS conforms with the
ALJs’ recommendations regarding the allocation of distribution mains. The OCA’s COSS can
and should be substituted for PGW’s COSS as a guide 1o set rates in this proceeding.

As the ALJs found:

PGW’s proposal to allocate 75% of the costs of distribution mains

investment based on purely peak demands should be rejected. Mr.

Galligan’s Peak and Average COSS accurately allocales such costs

based on the way PGW actually incurs costs to scrvce ils cuslomers,
as the principle of cost-causality requires.



R.D. at 63. The allocation of distribution mains costs has the most significant impact on costs in
this proceeding.  When these costs are properly allocated, as OCA’s COSS does, an accurate
depiction of the different classes™ rates of return can be seen.

When viewed under a COSS that implements the ALIs™ recommendations, the
Residential heating class’s index rate of return at present rates i1s 93% of the system average
return. OCA St. 3, Exh. RAG-1, pp. 5, line 22. The misallocation of costs for distribution mains
in PGW’s COSS improperly burdens the Residential class with excess costs. and thus
misrepresents the returns being provided by the resid‘enlial heating class as the ALJs found. It is
critical to start from this more accurate depiction of returns in determining a rcasonable revenue
allocation, as discussed in the next section.

The OCA fully agrees with the AlLJs in their analysis and decision as to the
proper aliocation of distribution mains costs — the use of the OCA’s proposed Peak and Average
method. Where the OCA takes exception with the R.D. is the decision to not use the OCA’s
Peak and Average COSS as a guide in revenue allocation even though it contains the
methodology for cost allocation that the ALJs approved. The OCA submits that its COSS

accuratcly captures the cost and allocation factors that the ALJIs found critical in this matter and

it should be used as a guide to set rates in this proceeding,



OCA Exception No. 2: The ALJs Erred In Allocating Virtually The Entire Rate [ncrease
To The Residential Customer Class.
(R.D. at 56-03; OCA M.B. at 45-63; OCA R.B. at 25-34)

A. Introduction.
In this case, the Company proposcd a two-slep process to move the various
customer classes toward cost-based distribution rates. OCA witness Galligan explained the
Company’s approach as follows:

In a two-step process, PGW first determined its progress toward
cost-based distribution rates that 1t deemed rcasonable in this
proceeding. Next, PGW dcveloped rates for subject groups that
would retain historic rate relationships between heating and non-
heating customers. For example, in step-one of its process, PGW
determined that a twenty percent movement toward cost-based
rates as measured by its indexed rate of return for its residential
heating customers, using its proposed cost of service study results
as the standard, would reasonably balance the concepts of costs
and gradualism. PGW then combined the residential heating
customers  with residential non-hcating customers and  with
Housing Authority customers to determine a common delivery
rate. The resulting proposed increased revenues for residential
heating customers in step-two would be such that residential
heating customers would actually make thirty-two percent
progress in reducing this difference between their rate of return
® compared to system average rate of return.

OCA St. 3 at 22. Under the Company’s two step approach, residential customers would move

32% of the way toward the system average rate of return based on the Company’s cost of service

d study at the Company’s proposed rates. OCA St. 3 at 23. OCA witness Galligan evaluated the
Company’s revenue allocation proposal in light of the results of the OCA’s cost of service study.
® While the OCA’s cost of service study showed that the residential class was already near the
system average rate of return, Mr. Galligan concluded that the Company’s revenue allocation
was reasonable and continued to move the residential class to essentially cost-based rates. OCA
o St. 3 at 25, Mr. Galligan reccommended that the Company’s proposed spread of any rate increase




10 the classes be adopted, and that such increases be proportionally scaled back 1f less than the
full revenue mcrcase was allowed.

The ALJs rejected the use of a proportional scale-back method to ailocate the
recommended rate increase of $25 million to the customer classes. Instead, the ALls
recommended the use of the First Dollar Retief method advanced by the OTS and OSBA. The
ALJs expressed concern that, based on the Company’s cost of service study, the residential rate
of return was [ar below the system average rate of return and that under the Company’s proposed
revenue allocation, the residential class did not make enough progress toward the system average
ratc of return.

Bascd on this analysis, thc ALJs dctermined that the bencfit of their
reccommendation of a lower rate increase amount than the Company requested should flow to the
Commercial, Industrial and Housing GS customers. R.D. at 73.  The result of this
recommendation is to burden the residential class with $24.3 million of the $25 million rate
increase.” The OCA respectfully submits that the ALJs® analysis of this issuc is flawed in
several respects. When the evidence of record is properly analyzed, the OCA submits that there
is no basis to disproportionately burden residential customers with nearly the full amount of this
rate increase.

The ALJs™ analysis of this issue ts incorrect. First, the ALJs primarily analyzed
the proposed revenue allocation by using PGW’s flawed COSS which the ALJs had rejected for
use in this proceeding. Sccond, even in using PGW’s study, the ALJs incorrectly concluded that

the restdential class was making only minimal progress toward unity as a result of PGW’s

4 . : . oo ~ - .
PGW has circulated certain revised COSS results that purport 1o effectuate the ALJs™ recommendations as

to the modifications to PGW's COSS and the effect of using First Dollar Relief. These revised COSS pages show
that of the $25 million dollar revenue increase, the Residential ¢lass will be allocated approximately $24.3 million.




proposed revenue allocation. R.D. at 72. Third. the ALls failed to recognize the significantly
disproportionate and inequitable result that obtains from the First Dollar Relief method that
requires the residential heating customers o pay an increasc that is 1.39x the distribution system
average increase, but assigns no responsibility for any of this rate increase to the Commercial,
Industrial and Housing GS classes.

The OCA submits that when the evidence of record is examined, particularly the
results of the QCA’s Peak and Average COSS which the ALJs endorsed, it can be scen that the
ALIs’ adoption of a First Dollar Relief method that significantly and disproportionately burdens
one customer class with nearly the entire rate increase cannot be supported. The OCA submits
that a morc proportional and reasonable allocation of the rate increase to the customer classes
must be adopted.

B. When Viewed In Light of the OCA’s COSS, Consistent With the ALJS’

Recommended COSS Finding, There is No Basis to Conclude That the
Company’s QOriginal Revenue Allocation Was Unreasonable.

While the ALJs correctly found that PGW’s COSS was flawed and would need
certain modifications before it could be used as a guide to set rates in this proceeding, the ALJs
then went on to use PGW’s flawed COSS in their analyses and recommendations as to the issue
of revenue allocation among the different rate classes. The ALJs particularly focused on a
portion of Table 2-R presented by the OCA that showed the impact on the retum of certain
customer classes of various revenue allocation methods under PGW’'s COSS. R.D. at 67, 72.
As the OCA stated in its Main Bricef in regard to this chart “[t]his chart uses PGW's COSS and
revenue allocations™ and was intended to show that even using the Company’s COSS, which the

OCA showed was in error because it incorrectly assigned too much cost to the Residential class,
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the Residential class was still making substantial progress toward cost-based rates under the
Company’s revenue allocation.”

From Table 2-R, however, the ALJs concluded that the residential class was not
making cnough progress toward the system average rate of return finding that the movement
reflected on Table 2-R was “less than double digit percentage toward 100%.” R.D. at 72. The
ALlJs found that the residential class return only increases by 6% under the numbers shown in
Table 2-R.® To be clear, however, under the Company’s proposed two-step revenue allocation,
the residential heating class, by far the largest group of residential users, would close 32% of the
gap between its return at present rates and the system average rcturn when viewed under the
Company’s COSS. OCA St. 3 at 23; OCA St. 3-R at 5; OCA St. 3-§ at 13. To put any
movement toward the system average return in proper context, it is not the absolute movement
that should be measured, but the amount of the gap that has been closced that must be measured.”
When the amount of the gap that has been closed by PGW’s two-step revenue allocation is
measured for the residential heating class under the Company’s COSS, the residential heating
class moves 32% of the way toward unity. Given that approximately 50% of PGW’s residential

customers have incomes that are at or below 250% of the Federal Poverty Level, an income level

; The portion of the chart that the ALJs did not rely upon shows that under the OSBA’s proposed revenue

allocation, which the ALJs adopted in this case, the movement of the residential class toward system average return
deficd all principles of rate shock and gradualism. The chart showed that under the Company’s cost of service study
and the OSBA’s proposed allocation, the residential class would move from 73 % of the system average return to
97.2% of the system average return in one step.

¢ Table 2-R was provided for illustrative purposes to show that the classes were moving toward the system
average return under the Company’s COSS. Afler the second step of the PGW revenue allocation process, which
determines one common rate for the residential custemers and the Housing Authority, the actual progress for the
residential heating class toward closing the indicated gap between current rates and cost-based rates is 32%.

? Measuring the “gap™ between the class indexed rate of return and unity can be analogized to a 100 mile
trip. [f'the traveler has, so far, made it to mile 73 and the end point is mile 100, the traveler has 27 miles to go 1o
complete the journey. If on the next leg of the trip the traveler goes from mile 73 o mile 79, the wraveler has
covered 6 of the 27 miles remaining. or approximately 22% of'the journey thatl remains to be completed (6/27 =
0.222). Under the Company’s two-step approach, even more miles were covered resulting in 32% of the remaining
journey being completed in this case.
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that has been found to be needed to meet the basic necessitics of lile, moving the residential
class toward the system average rate of return as proposed by PGW 1s a rcasonable way lo
proceed.

More fundamentally, however, had the ALJs (ully considered the OCA’s COSS,
which utilizes the cost allocation methodology they found reasonable, they would have scen that
the Residential class was alrcady very far along the road to cost-based rates and, after this
proceeding, would be essentially at cost based rates under the Company’s proposed revenuc
allocation. The OCA supplied several charts and analyses to show the distinctions between the
results ol the Company’s proposed revenue ailocation based on PGW's COSS and OCA’s
COSS. Scc, e.g., OCA M.B. at 55, 57. Under the OCA’s COSS,; residential heating customers
arc already at 93% of the system average return based on PGW’s present rates. OCA St. 3, Exh.
RAG-1, p.5, line 22. When PGW’s proposced rate increase and revenue allocation arc factored
in, the residential class moves even closer to the system average rate of return. OCA wilness
Galligan explained:

The Peak and Avcrage study results show residential heating

customers paying proposed rates that recover all of their allocated

operaling costs, depreciation and taxes, and providing a rate of

return that is 94.3 percent of the system average rate of return.

Given the fact that fully distributed cost allocation studies are not

an cxact scicnce, free from controversy, the proposed residential

rates are, in my opinion, cssentially cost based. Whereas Mr.,

Knecht belicves that PGW’s proposed rates arc not consistent with

costs of scrvice being a polestar criterion, | believe the record
evidence supports the exact opposite conclusion.

OCA St. 3-S at 15.
Under the OCA's COSS -- the method recommended by the ALlJs -- the
Residential heating class is at or very ncar the system average rate of return under the

Company’s proposcd revenue allocation.  As can be seen in OCA St. 3, Exh. RAG-1, pp. 5-0,



linc 23, all other classes also make progress toward cost based rates under the Company’s
proposed revenue allocation.  The progress toward cost based rates for the customer classes
ranges lrom 7% to 53% under the OCA’s COSS and the Company’s proposed revenue
allocation.”  OCA St 3, Exh. RAG-1, pp. 5-6, line 23.

The ALIs® proposed use of the First Dollar Relief method to allocate the rate
increase is based on their use of the flawed PGW COSS and their conclusion that the Restdential
class was making only minimal progress toward unity. R.D. at 72-73. Relying on the
Company’s tflawed COSS, however, provides an inaccurate picture of each class™ contribution to
the cost 1o serve, leading o an incorrect conclusion as Lo the appropriate revenue allocation. The
OCA submits that, using the OCA’s Peak and Avcrage COSS and the Company’s proposed
revenue allocation, the Residential class would be at 94% of the system average ratec of return.
The results based on thec OCA cost of service study methodology that the ALJs found reasonable
therefore do not support the need for a significantly disproportionate responsibility for the rate
increase to be borne by the residential class.

The OCA submits that the evidence of record does not support a significantly
disproportionate allocation of the revenue increasc to residential customers in this case. The
Fir::st Dollar Relief proposal recommended by the ALJs unfairly burdens the Residential class
with over 97% of the reccommended revenue incrcasc despite the fact that the residential class is
providing nearly cost based rates.” The evidence of record cannot support such a result.

C. The ALJs® Reliance on OSBA’s Table [Ec-2 1s Misplaced.

f Substantial progress toward cost based rates can also be seen under the Company’s COSS on PGW Exhibit

HSG-7C, page 1, line 23,
[} - N . - o . . - T
Fhe Company’s revised COSS, as referenced fufra, provides that of the 325 million recommended revenue
ncrease, approximately $24.3 million wiil be aliocated to the residential class. Thus, 24.3 + 25 = 97.2%.
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The ALls also noted in their R.D. that they found OSBA’s Table [Ec-2
supportive of their conclusion to award First Dollar Relief and found it compelling that neither
the OCA nor the Company used Table 1Ec¢-2 o show where the OSBA’s analysis regarding the
Company’s proposed revenue allocation was in error. R.D. at 73. The OCA notes that Table
1Ec-2, shown on page 70 of the R.D., shows the current rate of return for each class under the
Company’s COSS and the proposed percentage of revenue increasc for the different classes
based on PGW’s proposed revenue allocation. R.D. at 70. The OSBA argued from Table 1Ec-2
that, under the Company’s proposed allocation, class “subsidies” will grow.'"” The OSBA’s
basic argument is that because the residential class has a return below the system average retum
and because PGW's proposed increase for the Residential class 1s slightly below the system
average return (30% for the residential class as opposed to 33.9% overall), the Residential class
has to be moving farther away from unity. OSBA M.B. at 38-39.  The OCA extensively
discussed the [laws in the OSBA’s logic following from Table [Ec-2. See, OCA St. 3-R at 2-10;
OCA St. 3-S at 12-15; OCA M.B. at 72-75; OCA R.B. at 34-39.

In response to Mr. Knecht’s characterizations based on Table IEc-2 that the
Residential class will move further away from cost-based rates as a result of the revenue
allocation chosen by PGW in this proceeding and that the class “subsidies™ are growing, Mr.
Galligan provided the following response in his Surrebuttal testimony:

Under the Peak and Average cost study at present rates, residential

heating customers pay rates which provide a 5.38 percent rate of

return compared (o a system avcrage rate of return of 5.79 percent,
or an index rate of return of 92.9 percent. At proposed rates

v OCA witness Galligan explained that Mr. Knecht's use of the term “subsidy™ is not in the traditional

manner and that at imes, Mr. Knecht places the term in quotes when he ulilizes the term. To determine subsidies,
one must look at incremental costs under break-even conditions and not at the fully distributed costs at issuc here.
OCA S1.3-R at 2. In this case, residential heating revenues are enough 1o cover incremental costs. Residential
heating revenues also cover fully allocated expenses and provide a contribution available for interest and surplus.
This is not a subsidy, just a slight difference in the rate of return,
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residential customers provide a rate of retum of 12,15 percent
compared to a system average ol 12.89, or an index rate ol return
ol 94.3 percent. This represents a closure ol 21 percent of the gap
between the index rate of return at present rates and the system
average index rate of return of 100 percent.  Residential non-
heating customers would pay increased rates that close 34 percent
of the gap between their index rate of return at present rates and
the 100 percent system index rate of return.  Using PGW’s cost
study, in combination with its proposed residential rate increase,
shows 32 percent progress to cost-based rates for heating
customers and 34 percent progress for non-heating customers. The
residential heating customer index, at 94.3 percent under the Peak
and Average study, shows thesc customers are essentially at cost
of service at PGW proposed rates. [ belicve these results arc
reasonable.

OCA St. 3-S at 13. Contrary to Mr. Knecht’s assertions, this discussion of the numbers by Mr.
Galligan clearly shows that the Residential class is moving closer to unity, i.e., closing the small
gap that remains between the residential class’ index rate of return and 100% of the system
avcrage rate of return, as a result of the revenue allocation in this proceeding under the cost of
service study recommended by the ALJs. See also, OCA M.B. at 72-75.

The OCA would also notc that the ALJs found that the Residential class is
making progress toward unity under the Company’s proposed revenue allocation when viewed
under the Company’s cost of service study as well. R.D. at 72. While the ALJs’ analysis was
that the progress was not significant enough, the ALJs rccognized that progress was being
achicved under the Company’s allocation. The OCA submits that substantial evidence of record
shows that progress is being made toward unity by the residential class. Additionally, whether
viewed under the OCA’s COSS or PGW’s COSS. the record cstablishes that all other classes are
making progress toward cost based rates under the rate increases proposed by the Company.

See, OCA St. 3, Exh. RAG-1, pp. 5-6, line 23; PGW Exhibit HSG-7C, p. 1, linc 23.



The OSBA’s argument that PGW's revenue allocation is moving the residential
class turther from cost of service cannot be squared with the lacts in this case, whether looking
at the OCA’s COSS or PGW’s COSS. The OSBA’s argument that a class with a below system
average return cannot make progress toward unity il it receives less than the system average
increasc rests solely on its disagrcement with the indexed rate of returmn to measure progress
toward cost based rates. ' The problem with the OSBA’s analysis is that the OSBA’s “simple
logic” does not reflect the complex interplay between the class rate of return, the proposed
expenses, the dollar amount of the proposed percentage increase for the class, the rate base, and
the underlying class cost allocations. The indexed rale of return captures the nccessary
information to asscss the progress of the rate classes loward cost based rates. Sce, OCA St. 3-R
at 8-10. OCA M.B. at 74-75; OCA R.B. at 38-39.

Moreover, what is not revealed by Table 1Ec-2, and the OSBA’s argument, is the
higher utility income requirement proposed for the residential class under the Company’s
revenuc allocation. OCA witness Galligan explained:

PGW witness Gorman’s Exhibit HSG-7C, revised March 30,

shows a currcnt total residential income available for interest and

surplus of $45.310 million. This would increcase to $114.707

million at proposed rates, a $69.397 million, or a 1.53 times

increase. The total proposed commercial income available for

interest and surplus at current rates of $24.808 million would

increasc to $49.561 million. This is a proposed commercial
income increase of $24.753 million, or a 1.00 timgs increase.

" The use of the Indexed rate of return method 1o gauge whether the different rate classes are making

progress toward unity in relation to the proposed revenue allocation is not new. The Commission has a long history
of using the indexed rate of return to cvaluate the appropriatencss of a particular revenuc allocation proposal. See,
Pa. P.U.C v. UGI Utilities, lne., 1994 Pa. PUC LEXIS 137, *159-%167 (July 27, 1994); Pa, P.U.C. v. West Penn
Power Co.. 1993 Pa. PUC LEXIS 62, *249-%299 (May 14. 1993); Pa. P.U.C. v. Philadelphia Suburban Water Co.,
1991 Pa. PUC LEXIS 206, *184-*192 (Oct. 1§, 1991); Pa. P.U.C. v. West Penn Power Co., 1990 Pa, PUC LEXIS
142, 73 Pa. PUC 454, *194-%212 119 P.U.R.4th 110 {Dec. 13, 1990); Pa. P.U.C. v. National Fuel Gas Distribution
Corp., 1989 Pa. PUC LEXIS 225, *167-*182, 72 Pa. PUC | {Dec. 29, 1989). The Commission’s use of the indexed
rate of return is well-grounded and reasonable. Indeed, the ALJS used the index rate of return measure in this casce to
measure progress towards cost based rates,




OCA St. 3-R at 9-10.

The OCA submits that the ALJs™ conclusion as to the compelling nature of
OSBA’s Table 1Ec-2 is not supported by the record evidence. There 1s no basts to conclude that
such a significant and disproportionate increase for the residential class, ie., a $24.3 million
increasc out of a total Company increase of $25 million. 1s needed or reasonable in this case.
The residential class is making substantial progress toward unity under the Company’s proposed
revenue allocation, and would make substantial progress under a proportional scale back of the
Company’s allocation.

D. A Proportional Scale Back Of The Company’s Proposed Revenue Allocation Or
Other Equitable Spread O Any Rate Increase Is Required.

The cost of service studies available in this case show that under PGW’s proposed
spread of its requested rate increase, substantial movement toward rates based on allocated costs
is made. OCA witness Galligan explained what the studics show at PGW's proposed rates:

These cost studies show that class revenues are sufficient to cover
all allocated expenses and provide a contribution to income
available for intercst and surplus. At PGW’s proposed rates for
residential heating customers, for example, when class income
available for interest and surplus is related to the investment which
gives rise to the income and surplus cost (i.e., the traditional
measure of the adequacy of rates), the residential rates provide an
11.02 percent rate of return (PGW Study). This represents
substantial movement toward rates based on allocated costs. A
greater movement toward costs is indicated under the OCA study,
since PGW’s proposed rates provide a 12.15 percent rate of return
for residential heating customers. Both of these rates of retumn
compare to a requested 12.89 percent system rate of return.

OCA St.3-R at 8.
The OCA submits that the record does not support the use of the First Dollar
Relicf method recommended by the ALJ which significantly, and disproportionately, assigns the

responsibility for any rate incrcase to the residential class.  As noted. under the ALIJs’
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recommended rate increasc of $25 million, the residential class would be responsible for paying
$24.3 million of the increasc. While the distribution system average increase would be about
5.2% at a rate increasc level ol $25 million, the residential heating distribution rates would
increasc by 7.2%, or 1.39x the distribution system average and the residential non-heat
distribution rates would increase by 6.9%, or 1.32x the distribution system average. On the
other hand, the Commercial Hecat, Commercial Non-Heat, Industrial Heat and Industrial Non-
Heat rates would seec no rate increase at all.

Rather than gradually moving the residential class toward the syslem average
return, the First Dollar Reliel seeks to move the residential class average return far more than the
32% indicated progress under PGW’s proposed rates in one rate case. Such a result fails to
recognize the other factors that the Commission must consider, particularly gradualism, the

avoidance of rate shock, and rate stability. See, e.g., Pcoples Natural Gas Company v. Pa. Pub.

Util. Comm’n., 47 Pa. Commw. 512, 537, 409 A.2d 440, 458 (1979).

The First Dollar Reliel method recommended by the ALJs cannot be supported by
the cvidence of record or by sound ratemaking principles. The OCA submits that PGW’s
original revenue allocation was fair and reasonable, moves all classes toward the system average
return, and provides an appropriate starting point for revenue allocation purposes. A
proportional scale back from PGW's proposed revenue allocation to reflect any reduction in the
claimed revenue requirement would ensure that all customer classes are provided some reliel
[rom the Company’s full request if the Commission determines that less than the full request
should be awarded. [n not case, however, should residential customers reccive more than the
average percentage mcrcase imposed on an overall basis on customers as a wholce.

E. Conclusion.



The ALJs™ sole reliance on PGW's flawed COSS to apparently conclude that not
cnough movement toward unity would result from the Company’s revenue allocation, led to the
recommendation by the ALJs that any rate increase less than what the Company requested
should be allocated to the customer classes through the First Dollar Reliel method. This analysis
and recommendation should not be accepted by the Commission. The AlJs® analysis rests on
the results of a cost of scrvice study that significantly overstates the cost to serve the residential
customer class and thus produccs a result that does not accurately reflect the contribution of the
residential class to the Company’s overall return. Based on this incorrect information, the ALJs
crroneously concluded that an extremely disproportionate rate increase had to be imposed on the
residential class to make substantial progress toward cost based rates.

When viewed through the proper lens of the OCA’s COSS — which the ALJs
found accurately allocates the costs to scrve the classes — it can be seen that the residential class
in already providing sufficient revenue to mect the costs to scrve the class and is providing 93%
of the system average retum at present rates and 94% at proposed rates. Based on these facts,
there is no need to impose a significantly disproportionate rate increase on the residential class to
make substantial movement toward cost based rates. The residential class is there. As such, the
OCA submits that the disproportionate First Dollar Relief method must be rejected and a more
equitable allocation of the rate increase should be ordered. A proportional scale back of the
Company’s proposed revenue allocation or other equitable means is called for, and supported, by
the record and sound ratemaking principles. [n no instance should the average percentage

increasce o residential customers exceed the sysiem average percentage increase awarded to

PGW.



OCA Exception No. 3: The ALIs’ Conclusion That The OCA Did Not Provide Substantial
Evidence To Support Its Budget Billing Program Is In Error And
The ALJs Should Have At A Minimum Adopted The Company’s
Alternative  Proposal To  Further Study And  Consider  The

Program.

(R.D.at 122-124; OCA M.B. at 98-101; OCA R.B. at 55-38)

PGW’s residential budget billing enrollment has been steadily declining over the
years and has reached a three-year low. OCA St. 4 at 22; OCA M.B. at 98. To address this
issue, the OCA proposed a program to automatically enroll customers in a budget billing
program when they evidence payment trouble during the winter heating season. OCA witness
Colton described the program as follows:

For customers in good standing as of November | ol cach winter

heating scason who fall behind in the winter months, the billing

methodology should be adjusted to a levelized monthly budget

billing plan. That plan should include both the arrears and the bill

for current usage. The budget billing methodology will continue

until October | of the next heating season. A customer may opt

out of the billing methodology by bringing his or her account

current. To the extent that the customer defaults on any payments,

normal collection processes would apply.
OCA St 4 at 7, OCA M.B. at 98-99. The Company objecled to this program raising several
concerns regarding the potential impact of the program on Company opcrations and customers.
The Company also raised concerns about their computer system readiness to implement such a
program.

In oral Rejoinder testimony and Bricfs, the Company proposed to further analyze
the program through its upcoming customer segmentation study and to provide a report to the
Commission and to the OCA regarding thosc efforts. Tr. 946, PGW R.B. at 69; OCA M.B. at

101.  Whilc the¢ OCA appreciated this alternative, the OCA argued that the record was

sulficiently developed Tor the Commission to dircet the Company to procced with the



development of such a program. working with the interested parties to address the concerns
raised by the Company as the details of the program were worked out.

The ALJs recommended that the OCA’s budget billing program be rejected on
the basis that the OCA did not provide substantial evidence to support approving the program.
R.D.at 124, The OCA disagrees with the ALJs' determination that it did not provide substantial
evidence to support such a program. OCA wilness Roger Colton’s testimony discussed the
successes of similar budget billing programs for the Tennessec natural gas utilities and the
Coalitton to Keep Indiana Warm and the potential benefits to PGW and its customers. OCA St.
4 at 24-25; OCA St 4-S at 7. Mr. Colion described how the program in Tennessce upon which
he based his model program yiclded substantial bill payment improvement even during a time of
spiraling natural gas prices. OCA St. 4-S at 6. The OCA dctailed this cvidence in its Main Briel
at pages 98-101. Thce OCA also noted that the concept of budget billing has been broadly

supported by the Commission. R.D. at 124; In re: Insuring Consistent Equal Monthly Biiling,

Docket No. M-00051925, 2006 Pa. P.U.C. LEXIS 21 (Order Entered June 2, 20006).

While rejecting the OCA’s proposal, the ALJs did not recommend that the
Company’s alternative proposal to further study the proposed program to incrcase the usc of
budget billing be adopted. The OCA submits that PGW and its customers could benefit from
greater participation in budget billing and that PGW’s alternative to [urther study the proposal
should be specifically adopted. The OCA submits that there is a sound empirical basis in both
PGW data and data from other jurisdictions to waﬁanl such further conswderation of means to
increasc enrollment in budget billing at PGW. OCA M.B. at 101.

The OCA requests that the Commission adopt PGW’s Rejoinder proposal to

further study and report on the OCA’s proposed budget billing program and that the Company



be directed 1o work with the interested partics to scc if its concerns can be addressed and an

appropriate program implemented.
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it CONCLUSION

For the reasons set (orth above, and for the reasons set forth in the OCA’s Main

Brief and Reply Brief., the OCA respectfully submits that the ALJs ecrred in their

recommendations with respect to the above issues. The ALls recommendation on those issues

should be rejected in [avor of the positions advocated by the OCA in this procceding as

discussed above.
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L. INTRODUCTION-PROCEDURAL HISTORY
On December 22, 2006, Philadelphia Gas Works (“PGW™ or the
“Company™) filed Tariff Supplement 16 to Gas Service Tariff — Pa. P.U.C. No. 2
(“Supplement No. 16™) to become cffective February 20, 2007. The PGW filing
proposed an increasc in its distribution revenues of $100 million per year.
The Office of Small Business Advocate (“OSBA™) filed a Complaint on January
18, 2007.

On February 8, 2007, the Pennsylvania Public Utility Commission
(“Commission” or “PUC") suspended Supplement No. 16 until September 20, 2007, in
order to conduct an investigation into the lawfulness, justness and recasonableness of
PGW?’s proposed rate increase. In addition, the Commission ordered that the
investigation include consideration of the lawfulness, justness and reasonableness of
PGW’s existing rates. The matter was assigned to Administrative Law Judges (“ALJs”)
Cynthia Williams Fordham and Angela T. Joncs.

On February 23, 2007, a prehearing conference was held before ALJ Fordham
and ALJ Jones. A sccond prehearing conference was held on March 2, 2007,

The following arc the known active parties involved with PGW's base rate filing:
the OSBA; the Office of Consumer Advocate (“*OCA™); the Office of Trial Staff
(“OTS"); Action Alliance of Senior Citizens of Greater Philadelphia (*“Action Alliance”)
and Tenant Union Representative Network (“TURN™); the Philadelphia Industrial and

Commercial Users Group (“PICGUG"); PECO Energy Company (“PECO™); Interstate



Gas Supply Inc. (“1GS™); the Philadelphia Housing Authority (“PHA™); the School
District of Philadelphia (“SDP”); and Hess Corporation (“Hess™).!

Public input hearings were held on March 26, 2007, March 28, 2007; and April 9,
2007.

The OSBA submitted the direct, rebuttal and surrcbuttal testimony of its witness,
Robert D. Knecht.

Evidentiary hearings were held before AL) Fordham and ALJ Jones from May
21, 2007, through May 24, 2007.

The OSBA and other partics to the proceeding submitted main and reply briefs
pursuant to the procedural schedule set forth in the ALJs” March 9, 2007, Prehcaring
Conference Order #3.

ALJs Jones and Williams Fordham issued a Recommended Decision (*R.D.”) on
July 30, 2007.

The OSBA respectfully submits this exception to the ALJs” R.D.

' The Archdiocese of Philadelphia ("Archdiocese™) was an active party in this proceeding. However,
because counscl for the Archdiocese was not present during the evidentiary hearings, the ALJs denied the
Archdiogese intervenor status,

(e8]




11, EXCEPTION
The ALJs cerred in concluding that PGW?’s current allocation of
universal service costs, which includes recovery from the commercial
and industrial classes, should be retained. (R.D. at 80-81)
A. OSBA’s Proposal
When PGW became subject to the Commission’s jurisdiction, the Company was
allocating the costs of its universal service programs to all customer classes. Without
deciding the merits of that allocation, the Commission has allowed PGW to continue to

charge non-residential customers for universal service costs cven though only residential

customers are cligible for the Company’s universal service programs.

In this proceeding, the OSBA proposed that non-residential customers be relieved
of having to contribute toward PGW’s universal service costs. Specifically, the OSBA
proposed that the current requirement on non-residential customers be reduced by one-
third in PGW’s 2008 proceeding under Scction 1307(f) of the Public Utility Code, 66 Pa.
C.S. §1307(f); be reduced by one-half of the remaining revenue requirement in the 2009

proceeding; and be climinated entirely in the 2010 proceeding.”
B. The Recommended Decision

Although scemingly in agreement with the reasoning presented by the OSBA, the

ALlJs rejected the recommendation of the OSBA to phase out the allocation of universal

? OSBA Main Bricf at 8




scrvice costs to non-residential customers.® As their rationale for rejecting the OSBA’s

proposal, the ALJs stated:

It is clear that the Commission is moving to have the costs
of universal service programs assigned to the residential
customers. In the previous proceedings, a cost of scrvice
study was not available. Thercfore, the issue can be
addressced in this proceeding [because there is a cost of
service study].

Nevertheless, based on the amount of the increase and the
revenue allocation that we are proposing, OSBA’s proposal
would be overwhelming to the residential customers.
Although that the entire cost would not be reassigned at one
time, when we look at the final year, the increase of 3.8%
in addition to the current base rate increase and any
increases in the GCR result in rate shock. This is not
gradualism. [t should be noted that we are rccommending
First Dollar Relief which means that the residential
customers will be assigned the majority of the ratc increase.
We cannot burden these customers with an increase in
universal service costs also. Consequently, we are
recommending that PGW’s current allocation of universal
service costs be retained and OSBA’s proposal be rejected.’?

C. Rate Impact on Residential Customers
Contrary to the ALJs” implication, the increase to PGW’s residential
customers in the third year of the OSBA’s suggested phase-out would be 1.3% and not
3.8%.% Admittedly, residential rates would go up by 3.9% on a total-bill basis under the
OSBA’s proposal, but that increase would be spread across three years and would not

begin until November 0 2008. That three-ycar phasc-out of costs allocated to non-

residential customers would amount to a 1.3% increasc per year for residential customers.

TR.D. at 81
*R.D. a1 80-81

* OSBA Main Bricf at 18; See afse OSBA Statement Na. 1, Exhibit [Ec-7.




As OSBA witness Robert Knecht testified:

PGW’s annual reconciliation of the USEC [universal
scrvice and encrgy conservation charge] affords the
Commission with an opportunity to phasc out the USEC
charges to non-residential customers on a regular and
gradual basis over a number of years. In light of the
revenue allocation that I propose in the previous section for
basc rates, [ recommend that the adjustment to the USEC
not begin until PGW’s 2008 GCR proceeding. At that
time, [ rccommend that the responsibility of the non-
residential customers for the USEC be reduced by one-
third. A second onc-third reduction would then take place
in PGW’s 2009 GCR procceding, and the phasc-out would
be complete in PGW’s 2010 GCR procccding.ﬁ

Mr. Knecht also testified to the magnitude of the rate impact the OSBA’s proposal

would have on PGW's residential and commercial customers in the 2008 GCR

proceeding;

Table 1Ec-4 below shows the impact of my proposed
change for 2008, assuming that 2008 GCR and USEC
Surcharge costs are equal to those in PGW’s 2007 GCR
filing. For the purpose of this exhibit, 1 assume that PGW’s
proposal for base rates revenuc allocation is adopted.

5 OSBA Statement No. 1 at 31.



Table 1Ec-4

Impact of One-Third Phasc-Ont of Non-Residential USEC

Residential

Commercial

Current | Proposed

Current | Proposed

GCR $10.1812 | $10.1812 | $10.1812 | $10.1812
USEC Surcharge 2.2985 2.5650 2.2985 1.5323
Sub-Total GCR 12.4797 12.7462 12.4797 11.7135

Percent Change

2.1%

-6.1%

Base Rates

7.8230 7.8230

7.3244 7.3244

Total Bill

20.3027 20.5693

19.804] 19.0379

Percent Change

{3%

-3.9%

Notes:

As proposed by PGW, base rates include the Restructuring and Consumer
Education Surcharge. Also included are average customer charge revenues per

Mef.

Details of the calculations are shown in Exhibit [1¢-7.

Table 1Ec-4 demolishes a popular misconception. [ have
observed in previous PGW proceedings that many parties
believe that PGW’'s USEC Surcharge costs are so cnormous
that it would be impossible to eliminate or ¢ven
contemplate phasing out the business class’s responsibility
for these costs without putting an enormous burden on
residential customers. Table 1Ec-4 demonstrates that ‘it
just ain’t so.” While PGW’s CAP costs arc indced very
high, the amount of those costs that are currently recovered
from non-residential customers is relatively low. That
occurs because (a) residential firm sales volumes arc nearly
three times as large as the total non-residential firm salcs
volumes, and (b) none of PGW’s interruptible or GTS
transportation customers currently contribute to the
recovery of these costs.  Thus, a onc-third phase-out of the
USEC Surcharge for non-residential customers would
result in only a 2.1 percent impact on the residential rates at
issue in next year’s GCR, and only a 1.3 percent impact on
a total bill basis. Continuing the phasc-out in 2009 and
2010 would have impacts of similar magnitude in cach of

thosc years.

For those rcasons, 1 conclude that bringing PGW’s CAP
funding into compliance with the rest of the NGDCs in
Pennsylvania docs not constitute an insurmountable




problem, and it can rcasonably be achieved in a three-year
period without violating the principle of gradualism.’

PGW requested an annual distribution rate increase of $100 million. PGW
proposed that residential customers bear more than $69 million of that rate increase.’
Under PGW’s current universal service program, the residential customers are presently
paying a little more than $97 million for the universal service and energy conservation
costs.” About $34 million of the universal service and energy conservation costs are paid

' The ALJs recommended that PGW reccive a $25 million

by the non-residential class.
annual distribution rate increase.'' If the Commission were to award PGW a $25 million
increase, werc to assign a// of that increase to the residential class, and were to shift a/f of
the cost of universal service to the residential class in one ycar, residential customers
would receive a maximum total rate increasc of $59 million. A $59 million rate increase
would be a significantly smaller increase for the residential class than the $69 million rate

increase that the Company proposed for that class.

D. Commission Precedent

PGW is a municipal natural gas distribution company (“NGDC”), which was

previously regulated by the Philadelphia Gas Commission, a local agency of the City of

" OSBA Statement No. 1 at 32-33
¥ Jixhibit 1lc-4: Table 4-A
® Exhibit HSG-7A, page |

'** Exhibit HSG-7A, page 1. Note that PGW’s filing contains a significant mismatch between USEC costs
ol $108.5 million (Exhibit HSG-1, page 1, line 17) and USEC revenues of $131.6 million (Exhibit HSG-
1A, page 1, linc 27), due to the inclusion of prior period under-collections in revenues. To be conscrvative,
this Exception relics on the revenue figures rather than the cost figures for evaluating customer impact, If
the cost figures were used, the impact of the OSBA’s proposal on residential customers would be
considerably smaller.

"RD. at55



Philadelphia.'> On June 22, 1999, the Natural Gas Choice and Competition Act (“Gas
Choice Act™), 66 Pa. C.S. §§2201-2212, was enacted to provide a competitive and non-
discriminatory market for natural gas supply services within the Commonwealth. "
Pursuant to the Act, the Commission assumecd jurisdiction over the natural gas services
provided by PGW on July 1, 2000."* On July 1, 2002, PGW filed its Restructuring
Petition in order to meet the requirements of the Gas Choice Act."”

Prior to becoming subject to the Commission’s jurisdiction, PGW allocated its
universal scrvice costs to all firm sales service rate classes,'® PGW did nor allocate any
universal scrvice costs to either PGW’s interruptible sales service rate classes or to
PGW'’s large volume transportation scrvice rate classes (“GTSAT)."

During PGW’s Restructuring Proceeding, the Company proposed to continue to

. ) . 18
collect universal service costs from all firm sales service customer classes.” The

Commission agreed that universal service costs should continue to be allocated to all firm

12 OSBA Main Bricf at 8, citing Pennsylvania Public Utility Commission v. Philadelphia Gas Works,
Docket Nos. M-00021612, M-00021612C0001, M-00021612C002, and M-00021612C000 (Order cntered
March 31, 2003) at 5 (“Restructuring Order’™)

Y OSBA Main Brief at 8; See also Restructuring Order at 2

' OSBA Main Brief at 8: See also Restructuring Order at 5

'* OSBA Main Briel at 8; See also Restructuring Order at 2

' OSBA Main Brief at 9; citing Restructuring Order at 64 and Customer Assistance Programs: Funding
Levels and Cost Recovery Mechanisms Final Investigatory Order, Docket No. M-00051923 (Order entered
December 18, 2006) at 31

" 1£ PGW had any smaller retail “Choice” customers who took gas supply service from an alternative
natural gas supplier (“NGS"), these customers would also be assigned universal service costs. PGW
Exhibit HSG-6T indicates that all retail customers take gas supply scrvice from PGW. For convenience,

this brief refers to PGW's policy as allocating universal scrvice costs to all [irm sales service customers.

' OSBA Main Brief at 9; See afso Restructuring Order at 62



salcs service rate classes.'” Specifically, the Commission stated, “These [universal
service] costs have traditionally been included in PGW’s gas cost rate (‘GCR’) and that
such a cost allocation [to the residential classes only] would involve massive cost shifting
between classcs prohibited by Sections 2211(e) and (h) of the Act. This is a restructuring
proceeding and not a base rate casc. Therefore, the record does not contain a cost study
that would support a shift in rate dcsign.”zo

The issuc of how PGW’s universal service costs should be allocated among rate
classes arose again in fnvestigation into Financial and Collections Issues Regarding the
Philadelphia Gas Works, Docket Nos. P-00042090, R-00049157, M-00021612, P-
00032061, and P-00042117 (Order entered October 27, 2004) at 23-24. However, the
Commission stated in that proceeding that it did not “intend to address [universal service]
cost allocation. Cost allocation is an issue best left to a basc rate proceeding. At PGW'’s
next base rate proceeding, the OSBA will have sufficient opportunity to raise the issue of
the proper size of PGW’s CRP [Customer Responsibility Program] and argue its position
regarding the proper cost allocation for Universal Service Programs.”

Because the Commission has consistently deferred making a dectsion regarding
how PGW’s universal service costs should be allocated, PGW continues to allocatc its
customer assistance program (“CAP”) costs to all firm service sales ratc classes. As
OSBA witness Knecht testified:

The vast majority of thc program costs associated with
PGW's CAP costs are allocated to all firm service sales
customers on a volumetric basis, and are recovered from

those classes using a constant doliar per Mcf Universal
Service and Energy Conservation Surcharge (‘USEC

¥ OSBA Main Brief at 9; See also Restructuring Order at 64

" OSBA Main Bricf at 9: See also Restructuring Order at 64
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Surcharge’). The costs consist of the Customer
Responsibility Program (‘CRP’) of $90.1 million, the
Senior Citizen Discount (‘SCD’) of $16.4 million, the
Customer Weatherization Program (‘CWDP’) of $2.0
million, and prior period undercollections of $23.1 million.

Because both the CRP and SCD costs are relatively large,

and becausce they vary with the market price of natural gas,

PGW is permitted to reconcile the costs and revenues

associated with these programs on an annual basis. This

reconciliation takes place as part of PGW’s annual 1307(f)

9
GCR process.”!
The Commission should reject the Companies’ current methodology for

allocating PGW's CAP costs and setting rates for recovering those costs because that
methodology is contrary to the Commission’s cstablished precedent on this issuc. Now

that PGW is under the Commission’s jurisdiction, it should be subject to the

Commission’s generic policy. In numerous proceedings, the Commission has affirmed

1 OSBA Main Brief at 10; See alvo Knecht, OSBA Statement No. | at 28-29

10



that universal service cost recovery should be restricted only to the residential class.?
The ALJs even agree that the Commission is moving towards having the costs of
universal service programs assigned only to residential customers.”

The ALJs also agree with the OSBA that the issue of the allocation of universal
service program costs is ripe and can be addressed in the context of this case.™ As set
forth in greater detail in the OSBA’s main brict, the Commission, in PGW'’s
Restructuring Proceeding, did not finally resolve the issue of the proper allocation of

PGW’s CAP costs. Rather, the Commission simply deferred making a decision on the

2 Yora generic statement of Commission policy, see Customer Assistance Programs: Funding Levels and
Cost Recovery Mechanisms Final Investigatory Order, Docket No. M-00051923 (Order entercd December
18, 2006) at 31-32. For examples of gas cascs in which the Commission has allocated universal service
costs only to residential customers, see Pennsylvania Public Utility Commission v. Equitable Gays
Company, Docket No, R-801595, 73 Pa. PUC 30} (Order entered November 21, 1990} at 340;
Pennsvivania Public Utility Commission v. Valley Energy, Inc., Docket Nos. R-00049345 and R-
00049345C0001 (Order entered April 21, 2005); Petition by Equitable Gas Company for Authorization To
Use a Portion of an Equitrans, LP Refund To Benefit Low Income Customers, Docket No, P-00052192
(Order entered December 15, 2005); Application of UGH Utitities, In¢., UG Ulilities Newco, Inc., and
Southern Union Company for approval of: 1) the wransfer by sale of all property used or usefil in providing
natural gas service to the public to UGI Corporation; 2) the immediate retransfer of all such property, by
UGT Corporation, including gas supply and pipeline and storage capacity contracts, by UGI Corporation
to UGI Newco Utifities, Inc.; 3) the initiation by UGH Ulifities Newco, inc, of natural gas service in all
territory in this Commonwealth where Southern Union Company does or may provide natural gas service,
4) the abandonment by Sowthern Union Company of all natural gas service in this Commaonwealth; and 5}
transfer by UGI Corporation of all stock of UG! Utilities Neweo, Inc. to UGH Utilities, Inc., Docket Nos, A-
120011F2000, A-125146F5000, and A125146 (Order entered August 18, 2006) at 31-32 (“"UGI/PGE
Merger™); and Pennsylvania Public Utility Commission v. PPL Gas Utilities Corporation, Docket Nos. R-
00061398, R-00061398C0001, R-00061398C0002, R-00061398C0003, and R-00061398C0004 (Order
entered February 8, 2007) (“PPL Gas™) at 116, For an example of ¢leetric cases in which the Commission
has allocated universal service costs only to residential customers, see Pennsylvania Public Utility
Commission v. PPL Electric Utitities Corporation, Docket No, R-00049255 (Order entered December 22,
2004) at 97-98; and Pennsylvania Public Utility Commission v. Metropolitan Edison Company and
Pennsylvaniv Electric Company, Petition of Metropolitan Edison Company for Approval of a Rate
Transition Plan, Petition of Pennsylvania Electric Company for Approval of @ Rate Transition Plan, and
RE: Merger Savingy, Docket Nos. R-00061366, R-00061366C0001, R-00061366C0002, R-
00061366C0003, R-00061366C0005, R-00061366C0013, R-00061367, R-00061367C0001, R-
00061367C0002, R-00061367C0003, R-00061367C0005, R-00061367C0007 R-00061367CQ008, P-
00062213, P-00062214, A-110300F0095, and A-110400F0040 (Order entered January 11, 2007

B RD. at 80

MR.D. at 80
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issuc until PGW’s next base ratc casc.”> The time has come for the Commission to
address that issuc.

The Commission did conclude in PGW’s Restructuring Proceeding that Section
2211(c) of the Public Utility Code, 66 Pa. C.S. §2211(c), barred a change in the universal
service cost allocation methodology within that proceeding, on the grounds that interclass
and intraclass cost shifts were prohibited by Scction 221 1(c) within the context of a
restrﬁcturing proc:cv;-:ding,.26 However, Section 221 1(c¢) docs not presently apply to PGW.
Specifically, Section 221 1(¢) states in pertinent part:

Except as provided in section 2212, for the period from the

cffective date of this chapter until January i, 2001,
interclass or intraclass cost shifts arc prohibited.

(emphasis added). Interclass and Intraclass cost shifts are now allowed for PGW since it
is after January 1, 2001. Furthermore, the instant proceeding is PGW’s first basc rate
case after its Restructuring Proceeding; therefore, the Commission can now determine the
issuc of whether PGW’s CAP costs should be brought into compliance with the
Commission’s policy on this issue.

The Commission concluded in Customer Assistance Programs. Funding Levels
and Cost Recovery Mechanisms Final Investigatory Order, Docket No. M-00051923
(Order entercd December 18, 2006) at 31-32, that universal service costs should be borne
only by the residential class. Admittedly, the Commission did not reach a determination
in that proceeding about the allocation of PGW’s universal service costs. The

Commission recognized that there were “a few exceptions” relative to allocating CAP

* OSBA Main Bricf at 15; See afso Restructuring Order at 64 and Investigation into Financial and
Colflections Issues Regurding the Philadelphia Gas Work, Docket Nos. P-00042090, R-00049157, M-
00021612, P-00032061, and P-00042117 (Order cntered October 27, 2004) at 23-24.

* Restructuring Order at 64

12




costs cxclusively to the residential class. In a footnote, the Commission specifically
identified PGW as onc of those cxceptions, noting that “PGW’s cost allocation was

»27

determined prior to the Commission’s oversight of the Company.””" However, the

Commission did not concludce that PGW should be a permanent exception to Commission
policy. Rather, the Commission merely observed that PGW's current policy represented
an exception to the Commission’s generic policy. Furthermore, the Commission

cxpressed no intention to rescind its prior decision to defer the matter to PGW’s next base

rates procceding,

E. No Basis for Treating PGW Differently

PGW should be treated like any other NGDC in Pennsylvania. Every NGDC has
a universal service program. Except as otherwisc provided through a settlement, the costs
of those programs are paid solely by the residential class. As the Commission recognized
in Customer Assistance Programs: Funding Levels and Cost Recovery Mechanisms Final
Investigatory Order, Docket No. M-00051923 (Order entered December 18, 2006),
“Universal service programs, by their nature, arc narrowly tailored to the residential
customers and therefore, should be funded only by the residential class.”

In this proceeding, the OCA, Action Alliance, and the Company all argue that
PGW should be treated differently from other NGDCs with regard to how universal
scrvice costs should be allocated. Mr. Knecht addressed those arguments in his

testimony, as follows:

Y'Customer Assistance Programs: Funding Levels and Cost Recovery Mechanisms Final Investigatory
Order, Docket No. M-00051923 {Order entered December 18, 2006} at 31.




1 will assumec that the universal service program will
provide the social benefits alluded to by Messrs. Hershey
[PGW witness], Geller [Action Alliance witness]and
Colton [OCA witness]. Mr. Geller argues that the costs of
these bencfits should be distributed as widely as possible,
because the benefits are widely distributed. Unfortunately,
PGW?’s proposal represents a pretty poor effort at matching
the broad benefits with broad cost recovery.

First, as Messrs. Geller, Hershey and Colton recognize,
PGW’s service terrilory is a relatively low-income service
territory, and PGW’s universal service program 1s
considerably larger and more expensive than those of other
NGDCs. These witnesses also gencerally agree that
municipal ownership of PGW must be recognized in
cvaluating how the costs of the program should be
recovered. In effect, they argue that the social welfare and
tax policy of the City must be considered by the
Commission in this decision, Unfortunately, recovering the
costs of this social welfare program through a volumetric
tax on gas consumption represents dubious tax policy at
best. With respect to taxes on individuals, even if we
assume that all of the citizens of Philadelphia would be
subjcct to this tax, the burden of an energy tax tends to fall
disproportionately on lower income individuals. Asa
percentage of household income, energy costs are higher
for low-income families than for higher income familics.
Thus, at the start, PGW is proposing to rccover these costs
with what economists call a regressive tax.

Second, the indirect social benefits of these programs
presumably accrue to all businesses and citizens of
Philadelphia, and not only those that consume natural gas.
However, the USEC can only apply to gas consumers. In
cffect, PGW'’s proposal allows individuals and businesses
that arc not gas consumers to be ‘free-riders’ for the social
weltare benefits associated with PGW’s programs.

Third, PGW proposcs to continuc to excmpt over halt of
the throughput to business customers from the
‘responsibility’ to contribute to these costs. Of PGW’s
30.5 Bcf of annual non-residential throughput, some 3.3
Bef (11 percent) goes to interruptible sales rate classes and
13.3 Bef (44 pereent) goes to GTS/IT transportation
customers. Neither the interruptible sales rate classes nor
the GTS/IT customers are subject to PGW’s USEC charge.
While I recognize that it is unlikely that PGW could

14




recover universal service costs from these classes, it must
be recognized that PGW’s proposal allows the majority of
its business load to be a frec-rider for the social bencfits.
Also, because PGW'’s proposal is not consistent across the
business rate classes, it is anti-compctitive. PGW'’s
proposal will have the effect of providing cost advantages
to certain businesses, particularly those that arc large
enough to use transportation service, at the expense of
smaller business customers.

Fourth, even within the subset of business customers that it
proposes to tax, PGW offers no evidence that the social
benefits of the universal service program are proportional
to gas consumption. It would be more logical to assumc
that any such bencetits would be more related to a
company’s revenucs, profits or employment levels than
they are to gas consumption. Again, PGW’s proposed
matching of direct costs and indirect benefits is poor.

Thus, rather than proposing a broad-based recovery
mechanism, the City of Philadelphia, through its
municipally-owned gas utility, proposes a narrow,
regressive and antiﬁ—gcompctitive tax burden on a subset of
its gas consumers.”

Even if universal service programs arc of value to all members of society, it is still
inappropriate to require business customers to pay for them. As Mr. Knecht testified:

Using indirect social benefits as a cost allocation criterion
is an invitation to open Pandora’s box to other similarly
vaguc cost allocation proposals in regulatory proceedings.
While it can perhaps be argued that the universal service
programs result in indirect social benefits, it can also be
argued that having a healthy and cost competitive small
business community will result in indirect social benefits to
individuals. As Mr. Colton recognizces, healthy small
businesses provide employment for low-income
individuals. Thercfore, under the ‘who bencefits’ standard
for cost allocation, it can readily be argued that residential
customers should provide a subsidy to small businesses.

In practice, it makes more scnse for utility regulators to rely
on hard cost causation principles for cost and revenuc

¥ Knecht, OSBA Statement No. 3 at 9-10
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allocation, rather than indirect social benefits. The issuc of
balancing social benefits with the cost responsibility for
those benefits is better left to government spending and tax
policymakers, who have more options and greater
flexibility.”

F. OSBA’s Requested Relief

The ALIJs agrce with the OSBA that the issuc of the cost allocation of universal
service programs is ripe and can be addressed in the context of this casc.’® The ALJs also
agree that the Commission is moving towards having the costs of universal service
programs assigned only to residential customers.”' In rejecting the OSBA’s proposal to
phase out the recovery of universal service costs from business customers over three
years, the ALJs did not find fault with the OSBA’s rcasoning. Rather, they simply said
that the phasc-out was too fast and that the impact on the residential customers would be
too great.”

The OSBA requests that the Commission reject the ALJs’ recommendation not to
phase out the allocation of universal service costs to business customers over three years.
The Commission’s policy is to allocate universal service costs solely to the residential
class. Now that PGW has come under the jurisdiction of the Commission, PGW should
adhere to the Commission’s policy.

However, if the Commission is concerned with the rate impact on residential

customers if the allocation of universal service costs to business customers is phased out

over a threc-year period, then the OSBA requests that the Commission order an

* Knecht, OSBA Statement No. 3 at 7-8
0 R.D. at 80
TRD. at 80

2 R.D. at 80-81




alternative remedy. Specifically, the OSBA rcquests that the Commission 1) remand for
an investigation and hearings to determinc a more appropriate phase-out; or 2) defer
determination of an appropriate phasc-out for universal service cost recovery from non-

residential customers until PGW’s next Section 1307(f) proceeding.




Il. CONCLUSION

Whercfore, the OSBA respectfully requests that the Commission grant the
OSBA’s Exception and order a three-ycar phase-out of the allocation of universal service
costs to non-residential customers. In the alternative, the OSBA respectfully requests that
the Commission grant thc OSBA’s Exception and remand the matter for investigation and
hcarings to determinc an appropriate phase-out of universal scrvice cost recovery from
non-residential customers. As a second alternative, the OSBA respectfully requests that
the Commission grant the OSBA’s Exception and defer determination of an appropriate
phase-out of universal scrvice cost recovery from non-residential customers until PGW'’s

next Section 1307(f) proceeding.

Respectfully submitted,

Wil s

Sharon E. Webb
Assistant Small Business Advocate

Attorney 1D No. 73995 ﬁ/@{

Laurcn M. Lepkoskl
Assistant Small Business Advocate
Attorney ID No. 94800

For: William R. Lloyd, Jr.
Small Business Advocatc
Attomey ID No. 16452
Office of Small Business Advocate
Suite 1102, Commerce Building
300 North Sccond Strect
Harrisburg, PA 17101 n

Dated:  August 20, 2007
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L INTRODUCTION.
Action Alliance of Senior Citizens of Greater Philadelphia and the Tenant Union

Representative Network (hereinafter “Action Alliance”) hereby file the following Exceptions to

the Recommended Decision (hereinafterl “R.D.”) issued on July 30, 2007 in this case.

In these Exceptions, Action Alliance maintains that PGW has not established its
entitlement to any rate increase due to its failure to comply with Public Utility Code Section 1501
that it provide “reasonably continuous service.” Exceptions Nos. | through 6 set forth the
grounds for Action Alliance’s contentions that the R.D.’s conclusion that a $25 million rate
increase is justified in light of all factors (including adequacy of service) is against the weight of
the evidence and contrary to law. In those Exceptions, Action Alliance contends that the R.D.

errs in failing to recognize systematic violations of specific Public Utility Code provisions and

Commission regulations and standards.

Exceptions Nos. 7 and 8 address the R.D.’s rejection of Action Alliance’s positions
concerning the sections of PGW’s proposed Tariff which address residential customer service
rules. In Exception No. 7, Action Alliance contends that the R.D.’s rejection of the proposal to
retain existing Tariff Section 2.4.E requiring a detailed written notice of rejection is contrary to
federal constitutional law and state law. In Exception No. 8, Action Alliance contends that the
R.D.’s rejection of the proposal to require that PGW include a reference to “user without

contract” in its Tariff to qualify its misleading references to “unauthorized use” is not reasonable.




II. EXCEPTIONS.

Exception No. 1. The R.D.’s Rejection of Action Alliance’s Claim That PGW Has Failed
To Provide Reasonably Continuous Service Is Contrary To the Evidence.

Action Alliance has contcnded on the basis of the Cold Weather Survey results for the
past two years that PGW has violated the Public Utility Code Section 1501 requirement that a
public utility must provide “reasonably continuous service without unreasonable delay.” 66
Pa.C.S. §1501. The primary evidentiary basis for this claim is the results of the Cold Weather
Survey for 2005 and 2006, which indicaté that in each of those two.years, 9,000 PGW resideﬁtial
heating customers whose service had been terminated during that calendar year, had been unable
to reach payment terms with PGW in order to obtain service reconnection with the approach of
cold weather. While PGW had only about 20% of the natural gas heating customers in the state,
the number of PGW heating customers without service was more than 50% of natural gas heating
customers without service throughout the state. Moreover, over one half of the PGW heating
customers without service were low-income. Action Alliénce Main Brief (hereinafter “AA
M.B."), at 5-13.

On the basis of this on-the-record st?.tistical evidence, and the supporting testimony of
Harry S. Geller, Action Alliance has contended that PGW’s universal service programs and its
policies concerning payment agreements, recontiection agreements, budget billing practices,
deposit requirements and medical certifications are not adequate. These policies, which all
impact the ability of customers to maintain service, and/or to obtain service reconnection within a
rcasonable period of time, do not represent adequate service, when they result in the over 9,000

annual service interruptions which continue even in the face of the onset of cold weather.




The R.D. rejects Action Alliance’s contention that the Cold Weather Survey results
themselves, when compared to the resuits of other Pennsylvania gas utilities, demonstrate that
PGW has failed to provide “reasonably continuous service.” R.D., at 108. In addition, the R.D.
concludes, on the basis of a list of measures which PGW has taken to assist low-income
customers obtain and maintain utility service, that PGW’s service is generally “adequate to the
low-income segment of its customer base.” Id,

The R.D. dismisses the probative value of the Cold Weather Survey statistics
which are part of the record and the testimony of Harry S. Geller which supports those statistics.
According to the R.D.

Action Alliance makes much of the Cold Weather Survey statistics. The numbers do not

reveal whether the participants stayed in the service territory through the winter season, or

had a change of circumstance to no longer qualify for CRP; and thus it is unknown
whether the participants remained without heat during the winter season or remained
income eligible for CRP. The statistics alone without supporting data about the
participants leads to presumptions. Presumptive evidence is not enough to substantiate or
support a conclusion of inadequate service.
R.D., at 108. In a footnote, the R.D. further recognizes that the Cold Weather Survey results are
included in the record, but states that “Action Alliance does not provide testimony of how these
issues are addressed through these exhibits.” R.D., at 108, fn. 54.

The R.D.’s objections do not nullify the validity of the Cold Weather Survey results as
evidence of PGW’s failure to provide “reasonably continuous service.” The Cold Weather
Survey results are provided in the format required by the Commission itself, and provide
sufficient specificity for a determination that the results do not include vacant properties. They

describe, in terms of various categories, gas heating customers whose service was terminated in

the Survey’s calendar year, and who had not obtained service reconnection as of December 1.




Commission definitions regarding the various categories for Calendar Year 2006 were included
in the record. Action Alliance Statement 1 (hereinafter “AA St.1"), at 5-8 and Exhibits HSG-1
and HSG-2.

The R.D. also objects that the numbers “do not reveal whether the participants stayed in
the service territory through the winter season...” R.D., at 108. However, the Survey results
specify that the statistics represent account premises which are either confirmed to be occupied or
which “appear” to be occupied as of December 1. The fact that the Survey addresses premises
which are occupied contradicts the R.D.’s unfounded supposition that many of the 9,000 PGW
customers have moved out olf the service territory. The Survey provides substantial evidence
concerning the extent to which PGW heating customers terminated in the Survey year have been
tragically unsuccessful in obtaining reconnection terms from PGW enabling them to have heat
for the winter.

The R.D. also states that it is unclear whether CRP customers without service had a
“change of circumstance to no longer qualify them for CRP.” R.D., at 108. This is an unfounded
supposition. If it were true, PGW would have provided such testimony in Rebuttal Testimony.
Morcover, even if it were true, this consideration is not relevant to the issue of whether the
terminated household was able to avail themselves of terms from PGW which would permit a
household not CRP eligible to obtain service reconnection. As the legislature recognized in
enacting Chapter14, many lower income households above 150% FPL (and thus not eligible for a
Customer Assistance Program) are financially vulnerable, and need access to reasonable
reconnection agreements. For this reason, Chapter 14 generally barred winter termination of

service for non-payment for heating customers with household incomes below 250% FPL;




although the legislature gave PGW the additional latitude to terminate customers with incomes
between 150% FPL and 250% FPL, it insisted on providing numerous exemptions for
households with children age 12 or under, adults age 65 or older, and customers who were
making payments on at least part of their current bills. 66 Pa.C.S. § 1406(e).

Action Alliance submits that PGW’s Cold Weather Survey statistics themselves, coupled
with the Mr. Geller’s testimony concerning how the PGW statistics compare with the Cold
Weather Survey statistics for Pennsylvania’s other natural gas utilities, do not require further
“supporting data” to rebut PGW’s generalized claims that its universal service and collection
policies are reasonable and to require PGW to meet its burden of demonstrating that it provides
reasonably continuous service as required by Public Utility Code Section 1501. Moreover, PGW
itself does not contest that the Survey numbers are indicative of the numbers of customers who
while still occupying their homes, have been unable to obtain service reconnection. In this case,
Action Alliance’s conclusion is further supported by the testimony of its witness Mr. Geller, who
testified: “I submit that the numbers of PGW customer terminated for non-payment who once
terminated, have been unable to obtain restoration of critical heat-related service at the approach
of winter demonstrate that PGW’s service is unreasonable.” AA St.1, at 8.

The R.D. also attaches undue weight to PGW’s testimony summarized in its Reply Brief
concerning the measures PGW has taken to assist low-income customers. R.D., at 108, citing
PGW Reply Brief (hereinafter “PGW R.B.”), at 53-56. PGW like other utilities has a duty to
fulfill the goals of universal services in its service territory, which admittedly contains relatively
large numbers of low and lower income customers. These numbers increase the challenge, but do

not reduce the scope of the duty. When 9,000 heating customers without service, terminated



within the previous 12 months, over half of them verified low-income, are unable to obtain
reconnection even with the approach of cold weather, it is clear that whatever PGW has provided

has not been enough to constitute reasonable service.

Exception No. 2. The R.D.’s Rejection of Action Alliance’s Claim of Failure to Provide
“Reasonably Continuous Service” Is Contrary to Law.

The R.D. also bases its rejection of Action Alliance claims that PGW service violates the
Public Utility Code’s Section 1501 requirement that residential service be “reasonably continuous
and without unreasonable interruption™ on the premise that to succeed on this claim, Action
Alliance must show that PGW is violating Chapter 14, a provision of Chapter 56 or a PUC
Guideline. In other words, the R.D. adopts the legal position advanced by PGW that in order to
demonstrate that PGW fails to provide service which is “reasonably continuous and without
unreasonable interruption” Action Alliance must show that PGW is not complying with specific
standards set forth in Chapter 14, Chapter 56 or a PUC Guideline. R.D., at 109. In contrast,
Action Alliance submits that PGW’s customer service — including its universal service programs
and its policies concerning payment agreements, reconnection agreements and budget billing — is
inadequate when it results in the levels of denial of access to utility service reflected for the past
two years in PGW’s Cold Weather Survey statistics.

In this proceeding, Action Alliance has identified various PGW policies which by making
service more difficult to maintain and/or reconnection more difficult to obtain, are direct causes of
the widespread denial of heating service to PGW customers reflected in the 9,000 Cold Winter

Survey statistic. Action Alliance submits that regardless of whether these policies violate specific




PUC customer service standards, they are not reasonable when they result in the widespread
denial of restdential heating service in cold weather, as has occurred in the last two winters _in
Philadelphia.

Some of these policies, including but not limited to the requirement that Level 1 non-CRP
customers must pay deposits as a condition of service, or the requirement of payment of a $123.23
reconnection fee or a $372.00 excavation charge as a pre-condition of reconnection, may be
legally permissible, but are unreasonable under PGW’s demographic circumstances; they
constitute an often insurmountable barrier to access to service, and are a misuse of the discretion
provided by Chapter 14. AA M.B., at 33-37. Other policies, including but not limited to PGW’s
method of determining whether customers seeking reconnection have broken two or more
payment agreements, are in a gray area about which the PUC has not provided guidance; under the
circumstances, even if these policies are determined to be permissible under Chapter 14, they are
not reésonable under PGW’s demographic circumstances; these policies, even if they are
determined not to be illegal, constitute at least a misuse of discretion. AA M.B., at 29-33. Yet
other policies, including but not limited to those concerning PGW?’s failure to provide “automatic”
referrals to CRP (AA M.B. at 14-16)', failure to incorporate a “casework” CARES function into
its CAP program (AA M.B. at 16-18), failure to comply with Chapter 56.97(b) in establishing
payment agreements for customers whose service is on (AA M.B. at 22-26), the requirement of a
uniform minimum monthly payment on arrears and a set percentage upfront payment for

customers seeking Section 1405(b) payment agreements {AA M.B. at 22-26), and failure

! The R.D. recognizes that in violation of PUC requirements, PGW does not “automatically” refer income
eligible payment troubled customers to CRP. R.D., at 109.
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automatically to allow payment of annual budget billing true-up amounts in installments (AA
M.B. at 28) violate specific Commission standards of reasonableness; they therefore constitute
unrcasonable barriers to maintenance of service. As such, they are also contributing factors in
PGW’s continuing violation of the Section 1501 requirement to provide “reasonably continuous
service.”

Although Action Alliance submits that some of PGW’s policies actually violate the Public
. Utility Code and/or Commission regulations and standards, even if they do not, the policies which
Action Alliance has identified in this case, when viewed in terms of their tragic results, represent a
misuse of the discretion provided to utilities under Chapter 14, and 'thereby constitute a valid legal
basis for the finding that PGW has failed to satisfy the Section 1501 requirement to provide

“reasonably continuous service.”

Exception No. 3. The R.D.s Rejection of Action Alliance’s Claim That PGW’s CARES
Program Fails to Provide Required “Casework” Services Is Contrary to the Evidence.

Action Alliance has contended that PGW’s CARES program is inadequate becausc it does
not assist selected, payment-troubled customers the use of a “casework approach.” AA M.B., at
16-18. The R.D. concludes that “the record is devoid of a violation regarding CARES.” R.D., at
111.

PGW's legal duty to provide CARES services is governed by the Gas Choice Act and
regulations, at 66 Pa.C.S. § 2201 et seq. and 52 Pa. Code § 62.1 et seq. R.D., at 111, In the Gas
Choice regulations, CARES (Customer Assistance and Referral Evaluations Services) is defined

as a program that "helps selected, payment-troubled customers" and "provides a casework



approach to help customers secure energy assistance funds and other needed services." 52 Pa.
Code § 62.2 (emphasis added). The substantial weight of the evidence shows that PGW does not
provide a casework approach.
In PGW's own words, the "full extent of the [CARES] program" is as follows:
PGW does not have staff dedicated and/or assigned specifically to CARES. The CARES
program entails referrals to customers. Referrals are made by all customer service
representatives (CSR) in Customer Service. CRS (sic) may refer customers to any
program available, including LIHEAP and Crisis, or to any agency outside of PGW. PGW
does not track the percentage of time its representatives spent on referrals. Occasionally
CSRs in the call center of customer service center will escalate the call to a universal
service representative for additional discussion. In these infrequent cases, the universal
service representative will call the customer back and also call a particular agency to link
the parties. That is the full extent of the program.
AA St.1, at Exh. HSG-8, quoted in AA M.B,, at 17. As Action Alliance witness Mr.Geller
testified, PGW’s CARES program is extremely limited in scope “compared to other utilities in
Pennsylvania,” has no designated CARES staff, and provides no “on-going case management” for
selected individuals who without such assistance with the utility and other social agencies, are
likely to lose service. AA St. 1, at 17. An occasional referral to a universal service representative
for infrequent three-way phone calls does not a casework approach make.

Action Alliance submits that the R.D. determination with regard to CARES should be

rejected, as contrary to the evidence.

Exception No. 4. The R.D.’s Rejection of Action Alliance’s Claim That in Making Chapter
14 Section 1405(b) Payment Agreements, PGW Fails to Consider All the Factors Required
to Be Considered under Chapter 56 Section 56.97(b) Is Against the Weight of the Evidence.

Action Alliance also claimed that in establishing payment agreements for customers whose

service is on, PGW utilizes procedures which do not consider the “payment history of the



ratepayer and the length of time over which the bill accumulated,” in violation of Chapter 56
Section 56.97(b) and the first Implementation Order. AA M.B., at 22-23. In support of this
contention, Action Alliance cited the expert testimony and analysis of its witness Mr. Geller, who
stated that the internal guidelines utilized by PGW customer service representatives are
“exclusively quantitative” and do not go beyond utilization of the household income level and the
amount of the arrearage. AA St. 1, at 27. In addition, Action Alliance offered Exhibit HSG-5,
consisting of the chart utilized on a daily basis by PGW customer service representatives, which .
sets forth the internal guidelines for payment arrangement terms, to demonstrate that PGW
customer service representatives do not consider all the elements required by Section 56.97(b) in
establishing payment agreements for customers currently receiving service. As Action Alliance
stated in its Main Brief, examinatior; of Exhibit HSG-5 shows:

...contrary to the requirements of Chapter 56.97(b), the so-called Guidelines do not

incorporate any consideration of the customer’s payment history to determine whether the

customer appears to be making a good faith effort to pay the gas bill. Nor does it consider

the period of time over which the bill accumulated, to determine the utility’s share of

responsibility for the level of the unpaid balance due to inattentive collections practices.
AA M.B., at 23-24. The Payment Arrangement Guidelines are stronger evidence than any
anecdotal evidence that Action Alliance might have provided, because that document addresses
policy dictated to all Customer Service Representatives, not mer'ely the actions of a particular
PGW customer service representative.

In response, PGW only cited the general testimony of its Vice President for Customer
Affairs that the Payment Arrangement Guidelines do not reflect all the elements included in the

PGW trainings of customer service representatives and offered the conclusory assertion by its

Vice President for Customer Affairs that the “record” shows that PGW observes the “good faith”
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requirement. PGW R.B., at 60-63. This testimony was supported by no documentary evidence

indicating training concerning how Customer Service Representatives were to comply with the
“good faith” requirement under Section 56.97(b).

The R.D. accepted PGW’s arguments, criticizing Action Alliance for not presenting
testimony concerning individual instances of Customer Service Representatirves failing to comply
with Chapter 56 Section 56.97(b). R.D. at 113. Action Alliance submits that PGW’s evidence
can not stand up against the hard evidence contained in the Payment Arrangement Guidelines.
The R.D.’s conclusion in support of PGW’s position concerning violation of Section 56.97(b) is

against the weight of the evidence and should be reversed.

Exception No. S. The R.D.’s Rejection of Action Alliance’s Contentions that in Making
Chapter 14 Section 1405(b) Payment Agreements, PGW Fails to Comply with Chapter 56
Section 56.97(b) When It Imposes Uniform Minimum Monthly Payments on Arrears and
Uniform Upfront Payments According to Income Level, Is Against the Weight of the
Evidence and Contrary to Law.

Action Alliance also contended that PGW’s Payment Arrangement Guidelines reflect an
inflexible policy concerning minimum monthly payments on arrears from customers seeking a
payment agreement in order to avoid termination. In addition, PGW’s Payment Arrangement
Guidelines dictate an inflexible upfront percentage payment which is required from customers
without consideration of all the Section 56.97(b) factors. Action Alliance contended that the use
of an inflexible system of minimum monthly payments on arrears and of set percentage upfront
payments according to income level is not authorized by Chapter 14, which did not abrogate the

requirements of Chapter 56 Section 56.97(b). Under Chapter 14, the amount of the monthly

payments on arrears must be determined by the application of Section 56.97(b), not the
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application of an inflexible schedule of minimum monthly payments. AA M.B., at 24-26.

The R.D. states that Action Alliance provided “no record evidence that the Company does
not apply [sic] good faith standard to its payment arrangements.” R.D., at 113. However, in this
respect, the R.D. is plainly mistaken, because the Payment Arrangement Guidelines themselves
reflect a policy which contrary to the Chapter 56 Section 56.97(b) requirements, does not take into
account a customer’s past efforts to make payments and the length of time over which the
arrcarages accumulated. And, as a matter of law, the Section 56.97(b) good faith standard does
not allow the rigid system of minimum monthly payments and minimum upfront payments that
PGW utilizes. AA M.B., at 22-26.

Action Alliance finds further support in the Commission’s Chapter 14 Second
Implementation Order for its position that a utility payment agreement policy for customers
receiving service which requires fixed minimum payments on arrears and fixed upfront payments
according to household income level without consideration of other factors is not permissible. In
the Second Implementation Ordt?r, the Commission indicated that while it did not believe that an
upfront payment was always barred by Chapter 14, upfront payments were not appropriate in all
situations. Flexibility provided by Chapter 14, the Commission states, “translates into ability on
the part of utilities to require up-front payments if a utility, after considering all appropriate

”2 Morcover, the Commission also stated that

factors, believes an up-front payment is appropriate.
in its view, the payment schedule limitations set forth in Chapter 14 Section 1405(b) could result

in payment arrangements well in excess of generally accepted affordability standards, even when

ZRe: Chapter 14 Implementation, PUC Docket No. M — 00041802 F0002 (Order entered June 2, 2005), at
10-13; Re: Chapter 14 Implementation, PUC Docket No. M — 00041802 F0002 ( Second Implementation Order,
entered September 12, 2005), at 36.
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the customer was allowed the maximum length of time provided for Commission established
agreements. The Commission observed that the payment schedules limiting the length of
payment Commission established payment agreements would result in

some customers paying as much as 20% of their gross monthly income each month to keep
the terms of a § 1405(b) agreement. By comparison, the US Department of Housing and
Urban Development (HUD) in its Energy Desk Book of HUD Programs reports on page 3
that a median income household has an average energy burden of 4% of gross monthly
income ..... Clearly, the payment terms that must be established pursuant to application of
§ 1405(b)(2) will, in most instances, be well beyond the 4% average reported by HUD, and

will be difficult ¢nough for the customer to maintain without imposing any additional
requirements such as up-front payments. (Emphasis added).’

In concluding that PGW’s policy as set forth in the Payment Arrangement Guidelines was
not inconsistent with Chapter 14 and Chapter 56, the R.D. has substituted PGW’s nafrow and
rigid standards for the individualized flexibility which the Commission has determined that the
General Assembly intended to preserve in the establishment of Section 1405(b) payment

agreements. The Commission should reject the R.D.’s conclusion on this issue as contrary to law.

Exception No. 6. The R.D.’s Rejection of Action Alliance’s Claim That No Commission
Standard of Reasonableness Requires PGW to Automatically Provide for Payment in
Installments of Budget Billing True-up Amounts Constitutes an Error of Law.

The R.D. declines to find any violation of a PUC standard, interpretative order or
regulation with regard to PGW’s policy concerning “true-up” bills for customers on PGW'’s
budget billing plan. R.D., at 110. In uncontroverted testimony, Action Alliance demonstrated that

substantial numbers of customers on budget billing in July 2006 received a true-up bill that was

equal or greater than the customer’s monthly bill. AA St.1, at 35-36. PGW does not automatically

3 Re: Chapter 14 Implementation, PUC Docket No. M — 00041802 F0002 (Sccond Implementation Order,
entered September 12, 2005), at 36.
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provide for customers with a true-up amount to pay the true-up in installments. AA St. 1, at 35-36.
According to Mr. Geller’s unchallenged testimony, this policy results in customers receiving an
“unpleasant surprise” which deters other customers from enrolling in budget billing. AA St. 1, at
37.

Action Alliance contends that this policy violates the standards set forth by the
Commission in its recent Final Interpretative Order concerning budget billing. In that
Interpretative Order, the Commission determined that it was not reasonable for utilities to require
lump sum payment of “true-up” amounts from participants in budget billing programs, and stated
that it expected utilities to exercise “good judgment” in these situations.* Accordingly, the
Commission established a schedule for installment payments linked to whether or not the “true-
up” amount was greater or less than one average monthly bill.

In rejecting Action Alliance’s claim that PGW’s policies regarding budget billing “true-
ups” violate a Commission standard of reasonableness, the R.D. refers to the Commission’s Order
entered November 14, 2006 which modified the previous Final Interpretive Order eliminating the
original Interpretative Order’s required schedule, which prescribed that budget billing customers
be provided three to six months to pay a “true-up” amount which was less than one monthly
budget bill, and twelve months to pay a “true-up” amount which was equal or greater than one
monthly bill. R.D., at 110. However, the R.D. has read the November 14, 2006 Order too
broadly. Although the November 14, 2006 Order no longer prescribes a specific schedule of

payments deemed reasonable, it nevertheless continues to require that utilities exercise “good

* In re; Insuring Consistent Application of 52 Pa.Code § 56.12(7) Equal Monthiv Billing, PUC Docket No.
M - 00051925 (Final Interpretive Order, dated June 2, 2006).
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judgment” regarding billing of “true-up” amounts. In addition, the Commission clearly states that
although bullet number 6 and 7 providing for a schedule of payments are deleted from the
guidelines, “the use of ‘should’ for bullet numbers 4-7 is intended to communicate what the
Commission would like to see practiced by utilities.” Plainly, the Commission does not consider
“good judgment” to be PGW’s current prac;tice, which provides no system-wide accommodation
establishing a payment schedule for the substantial number of its budget billing customers who

must pay a “true-up” amount. .

Exception No. 7. The R.D.’s Rejection of Action Alliance’s Claim That PGW Is Legally
Required to Retain Its Existing Tariff Requirement Providing Detailed Written Notice of
Service Denial Is Contrary to Law.

Action Alliance has contended that PGW must retain its current Tariff Section 2.4.E, rather
than eliminate it in favor of the proposed Section 2.4.C. Section 2.4.E provides that PGW’s
written notice of service demal (Notification of Rejection) must contain a detailed statement of the
reasons for the rejection, conditions that must be met to obtain service, and appeal rights. PGW's
current Tariff Section 2.4.E provides:

2.4 E. Notification of Rejection. Where PGW rejects an application for Gas Service, PGW

shall inform the Applicant in writing of: (1) the specific reason(s) why service is not being

provided, (2) any conditions that must be met in order to obtain service, (3) an itemization
of the amount for any charges that must be paid in order to obtain service, (4) a description

of the process by which the Applicant can dispute PGW's decision.®

In contrast, PGW proposes to replace current Tariff Section 2.4.E with Section 2.4.C which only

*Inre: Insuring Consistent Application of 52 Pa.Code § 56.12(7) Equal Monthly Billing, PUC Docket No.
M — 00051925 ( Order entered November 14, 2006).

S pPGW 5t.6, Exh. RG-2, Section 2.4.C. This red-lined version contains current Section 2.4.E (stricken) and
the language which PGW proposes to substitute for that current provision.
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states that PGW will “inform the Applicant as required by Applicable Law.” The state law,
Commission regulation or guideline addressing written notice requirements in connection with a
denial of utility service is contained at Chapter 56 Section 56.36, which requires a written notice
containing reasons for rejection only when there is a “denial of credit” (and requirement of a
deposit). Nothing in Section 56.36 requires a utility to provide an applicant with a full and
complete itemized statement of all sums to be paid and any other conditions which must be met in
order to obtain service. Nor does Section 56.36 require written notification of appeal rights. AA
M.B,, at 44-45.

As Action Alliance has explained, the reason that Section 2.4.E must be retained is that it is
a reasonable rcquirement that continues an important consumer protection which PGW has
historically provided to customers. Moreover, as a matter of federal constitutional due process
law, PGW as a municipally owned utility is a governmental unit which is required to provide such
notice. AA M.B., at 45-46.

The R.D. rejects Action Alliance’s request that Section 2.4.E be retained on the grounds
that (1) the “Commission cannot hold a utility to a policy above that which is required by
Commission statute or regulation”; (2) that Action Alliance’s constitutional argument based on

Memphis Light and Gas is not applicable; (3) that Chapter 56 Section 56.36 provides an “adequate

and reasonable statement for denial of service”and; (4) that retention of Section 2.4.E is not
required by Public Utility Code Sections 1501, 1502 or 2203(7). R.D., at 89. These conclusions
are contrary to law.

In Memphis Light, Gas & Water Div. v. Craft, 436 U.S.1, 98 S.Ct. 1554 (1978), the U.S.

Supreme Court expressly recognized that municipally owned utilities are subject to federal due

16



process requirements which do not necessarily apply to investor owned utilities. In that case, the
court had granted certiorari "to consider this constitutional [due process] question of importance in

the operation of municipal utilities throughout the Nation.” Memphis Light, 98 S.Ct. at 1557. The

Court squarely held that a municipally owned utility must comply with federal due process
requirements when it denies service to persons whom it has an obligation to serve. Written notice
is fundamental to due process. The purpose of notice under the due process clause is to apprise an
. applicant of, and permit adequate preparation for, an impending "hearing” on a disputed
termination of service. Id., at 1563. Procedural due process requirements equally attach at the
application stage. Kelly v. Railroad Retirement Board, 625 F.2d 486, 490 (3d Cir. 1980) ("Due
process must attach to the process of determining eligibility, wﬁether at the outset or after receipt

of benefits.").

As discussed in Memphis Light, the Supreme Court framework of analysis for the "specific

dictates of due process" is provided in Mathews v. Eldridge, 424 U.S. 319, 96 S.Ct. 893 (1976),

which requires a Court to consider three distinct factors:
First, the private interest that will be affected by the official action; second, the risk of an
erroneous deprivation of such interest through the procedures used, and the probable value,
if any, of additional or substitute safeguards; and finally, the Government’s interest,

including the function involved and the fiscal and administrative burdens that the additional
or substitute procedural requirement would entail.

Id., at 334-45, 96 S.Ct. at 903.

Applying these principles to the issue whether PGW must provide a detailed Notice of
Rejection, as required by its current Tariff, it is clear that this current Section 2.4.E is not merely
“voluntary,” but expresses a constitutionally based obligation that PGW has to all customers and

applicants within its service territory.
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First, since provision of natural gas service to qualified persons is mandatory and not
discretionary, persons seeking to obtain or restore PGW service possess a sufficient property
inté:rcst to warrant due process protection. 66 Pa.C.S. §§ 1501 and 1502; AA Main Brief at 46.
Memphis Light, 98 S.Ct. at 1560. Moreover, there can be no dispute that customers and applicants

have an important interest in maintaining or obtaining utility service. As the Memphis Light court

squarely recognized: “[t]he customer’s intcrest is self-evident. Ultility service is a necessity of
modern life.” 1d., at 1565.

Second, if PGW were allowed to reject applications for service, without providing a
detailed rejection notice as required by Tariff Section 2.4.E, there is a high risk of erroncous
deprivation of service. Applicants would be deprived of necessary information concerning access
to a vital service. Without such notice, applicants may not succeed in obtaining service, and/or
suffer delays in obtaining service. AA St. 1, at 43; AA M.B,, at 45-46. The harm suffered from

delay in receiving utility service can be irreparable. Memphis Light, 98 S.Ct. at 1565 ("indeed, the

discontinuance of water or heating for even short periods of time may threaten health and safety").
There is therefore great value to customers for a utility providing detailed rejection notices.
In order to be constitutionally adequate, notice of benefits determinations must provide claimants
with enough information to understand the reasons for the agency's action. Kapps v. Wing, 404
F.3d 105, 123-124 (2™ Cir. 2005). This requirement, like the right to fair hearing, is a basic
requirement of procedural due process. Claimants cannot know whether a challenge to an agency's
action is warranted, much less formulate an effective challenge, if they are not provided with
sufficient information to understand the basis for the agency's action. Id. Thus, in the absence of

effective notice, the other due process rights afforded a benefits claimant - such as the right to a
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timely hearing - are rendered fundamentally hollow. Id.

Third, the cost to PGW of providing detailed rejection notices is not significant, and has
been a standard cost which PGW has bormne since long before it came under PUC jurisdiction.
PGW has not raised cost as a factor i1I1 its proposal, and has stated that even if Section 2.4.E is
removed from the Tariff, it intends to continue to provide detailed notices of rejection. PGW St.
6R, at 18. There 15 no incremental cost to maintaining its current practice. In any event, PGW
. would be required under Chapter 56 to provide applicants with dispute and appeal rights, and to
bear any costs associated with the exercise of these rights. 52 Pa.Code §§ 56.2 (Disputes), 56.151
et seq.

For these constitutional reasons, the R.D.’s conclusion that the Tariff Section 2.4.E need
not be retained must be rejected.

The R.D. is also incorrect when it states that Chapter 56 Section 56.36 provides for a
“reasonable and adequate statement for denial of service.” Section 56.36 only applies to denial of
“credit,” i.e., the provision of service without requirement of a deposit. Section 56.36 does not
require a written notice of rejection for any other reason than failure to qualify for service without
posting a deposit.

The R.D. is also incorrect when it states that retention of Tariff Section 2.4.E is not
required by Sections 1501, 1502 or 2203(7) of the Public Utility Code. Section2.4.Eisa
consumer protection which was contained in PGW’s historical Tariff prior to the transfer of
jurisdiction over PGW to the Commission. To abrogate this provision violates Public Utility Code
Section 2203(7), because it diminishes the “consumer protections, policies and services” existing

as of the date of the Natural Gas Choice and Competition Act to “assist low-income retail natural
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gas customers to afford natural gas services.” AA M.B., at 45-46.

For all these reasons, the R.D.’s denial of Action Alliance’s claim that Tariff Section 2.4.E
must be retained is contrary to law.
Exception No. 8. The R.D.’s Rejection of Action Alliance’s Request That PGW Be Required

to Correct Its Omission from Its Tariff of Any Reference to “User Without Contract” Is Not
Reasonable in Light of the Tariff’s Muitiple References to “Unauthorized Use.”

Action Alliance contends that references to forbidden “unauthorized use” of gas in the part
of PGW's proposed Tariff containing residentiéll customer service regulaiions are misleading for
customers. The provisions uniformly equate “unauthorized use” with theft of service.” However,
under the Public Utility Code and Commission regulations governing customer service,
“unauthorized use” is a term of art, which has a specialized meaning. Under the Public Utility
Code and Commission regulations, “unauthorized use” refers to the use of gas obtained in
association with physical interference with company meters and piping, such as self-turn on, meter
tampering, and meter by-pass. AA M.B., at 43. In contrast, the Commission has long recognized
that “unauthorized use” does not include “user without contract,” a person who has not engaged in
self-turn on, meter tampering or meter by-pass, but who nonetheless is receiving gas service
without the knowledge of the utility.® As Action Alliance pointed out in its Main Brief,

“[o]ccupants become users without contract in many situations, some actively fostered by the

7 See the reference in PGW’s proposed Tariff to “unauthorized use” as contained in “unauthorized usage”
{Section 2.1.B), “unauthorized use” (Sections 6.1, 6.1.B), “unauthorized ...use” (Section 8.3.A, 8.3.B) and “used Gas
Service without PGW authorization” (Scction 2.4.B). PGW St. 6, Exh. RG-2.

¥ Re Chapter 14 Implementation, PUC Docket No. M — 0004-802 F0002 (Order entered March 4, 2005), at
8-10; Re: Chapter 14 Implementation, PUC Docket No. M — 00048802 F0002 (Order entered June 2, 2005), at 10-
13.
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utility policies of utilizing a “soft-off” to terminate service to a tenant/customer pending the
replacement of that tenant customer by a successor tenant customer.” AA M.B., at 43.

From a customer standpoint, the distinction between “unauthorized use™ and “user without
contract” is a material distinction. The customer’s ability to avoid interruption of an essential
service can often turn upon this distinction. As Action Alliance witness Mr. Geller testified, in
contrast with “unauthorized users,” “users without contract” are not “subject to ‘immediate’
termination without prior written notice and may not be required to pay upfront the total amount
that they owe and give assurances of no further unauthorized use as a condition of receiving
service.” AA St. 1, at 42. In the absence of a recognition of this distinction in PGW’s proposed
Tariff, the proposed Tariff is misleading on this important issue. For that reason, Action Alliance
proposed that the Commission require that PGW include in its Tariff a provision which tracks the
Chapter 56 Section 56.91 provision which contains the “user without contract” exception. Action
Alliance therefore proposed that the Commission should require that PGW include in its Tariff a
provision which states that “a residential occupant who has taken or accepted utility service
without the knowledge or approval of the utility (without self-turn-on, a meter bypass or meter
tampering) is not a person who has committed “unauthorized use” or “used Gas Service without
PGW authorization” within the meaning of this Tariff.” AA M.B., at 44,

The R.D. decision rejected this request, accepting PGW’s assertion that “regardless of how
the unauthorized use occurs, a person who lacks permission to use gas service is an unauthorized
user.” R.D., at 87. This position misstates the law. It fails to recognize well settled law that t_he
term “unauthorized use” under the Public Utility Code and Commission regulations is a term of

art, which does not include “user without contract.”
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The R.D. further claims that PGW ﬁrgues that Action Alliance’s proposed Tariff language
“could mislead and confuse users without a contact to believe that they are without consumer
protections.” R.D., at 87. However, PGW makes no such argument, and there is no support in the
record for such an argument. [n addition, Action Alliance’s proposed Tariff language tracks
language which has long existed in Chapter 56 Section 56.91. That language is not confusing, and
is a significant improvement over the misleading language concerning “unauthorized use” in
PGW’s current and proposed Tariff.

For these reasons, Action Alliance requests that the Commission reverse the R.D. on this
issue, and accept Action Alliance’s proposed Tariff language clarifying the meaning of

“unauthorized use” to exclude “user without contract.”

11I. CONCLUSION.

For all the foregoing reasons, Action Alliance respectfully requests that the Commission
grant Exceptions 1 through 6 concerning the inadequacy of PGW’s customer service, and
accordingly, on the basis of these determinations, deny PGW'’s rate increase request or, in the
alternative, condition granting any increase upon adoption by PGW of procedures to correct the
inadequacies which have been identified.

In addition, Action Alliance respectfully requests that the Commission grant Exceptions 7
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and 8, and require PGW to make the appropriate amendments to its proposed Tariff.

Respectfully submitted,

U, G Sutoc v

Philip A. Bertocci, Esquire
Thu B. Tran, Esquire

Attorneys for Action Alliance of Senior Citizens
August 20, 2007 and Tenant Union Representative Network
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PHILADELPHIA GAS WORKS

EXCEPTIONS OF PHILADELPHIA HOUSING AUTHORITY
TO RECOMMENDED DECISION OF ADMINISTRATIVE LAW
JUDGES CYNTHIA WILLIAMS FORDHAM AND ANGELA T. JONES

I. INTRODUCTION

This proceeding involves the Philadelphia Gas Works (“PGW™) filing of Supplement No.
16 to Tarifl Gas-Pa.P.U.C. No. 2, which proposes changes in rules, regulations and rates
calculated to produce additional revenues for PGW. In this proceeding, PGW presented direct
testimony of eight witnesses. Additionally, witnesses and exhibits were presented by the Office
of Trial Staff (*O1S™), Office ol Consumer Advocate (“OCA™), Office of Small Business
Advocate (“OSBA™), Action Alliance of Senior Citizens of Greater Philadelphia (“Action
Alliance™), Tenant Union Representative Network (““TURNY, the Philadelphia Industrial &
Commercial Gas Users Group (“PICGUG”) and a number of other parties, including the
Philadelphia Housing Authority (“PHA™).

Evidentiary hearings were held from May 21 through May 24, 2007 in Philadelphia.
PHA and others presented testimony and exhibits at these hearings.

Administrative Law Judges Cynthia Williams Fordham and Angela T. Jones, (“ALls™)
filed a Recommended Decision on July 30, 2007 (the “Recommended Decision™ or “R.D.”"). The
136- page Recommended Decision includes cight conclusions ol law and twenty-three ordering

paragraphs in the Order section. The Recommended Decision correctly excludes PHA's
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conventional site propertics, which arc served at the PHA rate, from PGW'’s proposed increasc.

However, PHA is requesting that the Commission modify proposed Order paragraph 14 which
discusses classification, an issuc that solely affects PHA and its rates.

Further, in an etfort to avoid potential dispules in ancillary proceedings, PHA also
requests that the Commission modify portions of two substantive arcas of the ALJs’ discussion
that apply solely to PHA positions advanced in the proceedings — applicable rates to PHA and
future classification of PHA residents billed directly by PGW, The ALJs® discussion of PHA’s
direct issues is contained at pages 82 and 83 of the Recommended Decision. PHA requests that
the Commission make minor modifications to the recitations on these pages and include

additional provisions in the Order section to cffectuate the decisions of the ALls.

IL. EXCEPTIONS

l. PHA excepts to the ALJs’ dental of its request to reclassify rates for certain of its
properties insofar as the Recommended Decision does not state clearly whether or
not Scattered Sites and/or Housing Choice properties qualify for the PHA or MS
service rate. R.D. pages 82-83 and 135 (Ordering Paragraph 14),

2. PHA excepts to the ALJs™ ordering paragraph 14 insofar as it is unclear under that
paragraph whether PHA is entitled in the future to the lowest available rate for
service to Conventional Sites, Scattered Sites and Housing Choice Sites on a
going forward basis. R.D. pp. 82-83 and 135; PHA Main Brief at p. 8.

3. PHA excepts to the ALJs’ discussion that it requested that all Scattered Sites PHA
housing be placed under the Customer Responsibility Program (“CRP”) on the
grounds that PHA did not request this. R.D. p. 83; PHA st. | at 9.




[II. DISCUSSION OF EXCEPTIONS

Exception Number 1 — Applicable Rate

Although not specifically enumerated as findings of fact, the Administrative Law Judges
(“ALIJs™) in the Recommended Decision, at pages 82 and 83, address issues raised by PHA in
this proceeding. The ALJs make factual determinations in that section of the Recommended
Decision which should be clarified.

At page 82 of the Recommended Decision, the ALJs correctly noted that the PHA and its
residents arc currently being charged under two different rates. The Recommended Decision
recites the different charges for Conventional Sites and for Scattered Sites. “Conventional Sites™
arc PHA propertics at which there is a single meter serving multiple residents. Conventional
Sites are billed dircctly to PHA under the PHA Rate. The other type of housing is referred to by
the ALJs as “Scattered Sites” housing. Scattered Sites are locations in which a single meter
serves a single residence and the property is a PHA-managed facility. In reality, there are two
types of sites metered this way - Scattered Sites and “Housing Choice” sites. The Housing
Choice sites are those propertics in which PHA qualified residents use a voucher to lease

privately owned residential properties. See PHA Reply Brief, footnote 2. The Recommended

Decision does not note that there are also Housing Cheice properties.

There is no articulated reason for concluding that residents at PHA housing should be
different for billing purposes. The residents in the Scattered Sites, the Housing Choice Sites and
the Conventional Sites all must meet the same PHA eligibility requirements with regard to
financial nced. However, in the past, the Conventional Sites were billed at the higher PHA Rale
and the Scattered and Housing Choice sites were billed at the General Service Rate (the “GS

Rate™).




At page 83, the Recommended Decision correctly notes that the PHA Rate, charged to
the Conventional Sites, had the largest proposed increase in the December PGW TarifT {iling.
As the ALJs interpreted the Tariff, however, PHA could suffer disproportionately as a result of
the proposed residential rate increase.

Portions ol both the current and proposed tariff schedules employ the same wording
when setting out the GS Rate. The GS Rate provision applies a customer charge 1o “Public
Housing Authority Customers™. In turn, the GS Rate imposes the Gas Cost Rate (the “GCR
Rate™) for residential and “Public Housing™. 1t should be undisputed that PHA is “Public
Housing” and that Scattered Sites residents are in Public Housing. Similarly, the PHA Rate
provides that both groups of residents — Scattered Sites and Housing Choice - may be charged
the PHA Rate when gas is used {or cooling and heating as set out in the PHA Rate section of the
Tariff.

IFinally, PHA argucd it could also be billed under the Municipal Rate (the “MS Rate”) for
all of its properties if that is the lowest rate. The ALJs noted that PGW did not oppose PHA’s
rate being changed to MS Rate on a going-forward basis. See Recommended Decision at page
83.

PHA is in the difficult position of not knowing which of the three applicable rates will
apply in the future. The ALJs® findings with respect to the eligibility of all PFHA’s properties tor
a common rate, and wording with regarding the MS Rate, makes it unclear what rate will be

charged to PHA and its residents in the future.




Exception Number 2 — Lowest Available Rate

When a customer is eligible for more than one rate, PGW is obligated to provided service
al the most advantageous rate to the customer. Here, there arc three poésible rates applicabie to
the PHA residents. Section 1303 of the Public Ulility Code states as follows:

Any public utility, having more than one rate
applicable to service rendered to a patron, shall,

after notice of service conditions, compute bills
under the ratc most advantageous to the patron.

66 Pa.C.S. §1303.
Under Section 1303 of the Code, PGW should compute the applicable rate and bill all

PHA tenants and PHA at the most favorable rate, whether it be the GS Rate, the MS Rate, or the

PHA Rate,
First, PHA suggests that the third full paragraph at page 83 be deleted and replaced with
the following:

PHA residents, whether Convention Sites, Housing
Choice Sites or Scattered Sites, may qualify for one
of three rates, whichever is lower. All sites can be
billed at the PHA Rate, the GS Rate or the MS Ratc.
Under Section 1303 of the Public Utiltiy Code,
PGW should calculate the current rates for each of
the three classes in accordance with PUC orders.
Promptly upon completion of the recalculation,
PGW shall institute the lowest rate for PHA and its
tenants.

PHA also suggests that Ordering Paragraph 14 be delcted and replaced with the following
Suggested Ordering Paragraphs:

14. PHA and its residents qualify for the lowest possiblec ralc among
the PHA Rate, the GS Ratc or the MS Rate.

15. PGW shall, promptly upon it’s recalculation of the applicable rates
in accordance with the Order of this Commission, assign PHA and
its residents the lowest of the three rates in accordance with
Pennsylvania Utility Code Section 1303,
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Exception No, 3 — CRP Program

The Recommended Decision stales at Page 83, numbered paragraph 2, that PHA had
requested that “[a]ll of its clients residing in Scattered Site PHA Housing be placed on the CRP
rate, since they are low-income.” The ALJs cited PHA St. 1 at 9 to support their conclusion. The
cited stalement, however, contains no such request. [t reads, in pertinent part:

Because PHA residents have limited incomes, the
majority of PHA residents qualify for PGW’s CRP

or CAP programs, although few residents choosc to
enroll in them,

In short, PGW derives more income from the PHA
tenants” utility allowance than if the residents were
enrolled in the CAP program.

PHA St. | at 8-9

To the extent that the statement in the Recommended Decision constitutes a factual
{inding, it is incorrect, especially because it appears to have been taken from an incorrect
characterization at Page 101 of OCA’s main briel. PHA has never made this request as it has not
participated with any of its residents requesting classification under the CRP Rate. Further,
PGW does not have a CAP program.

PGW, in its Main Brief at page 87, states that PHA, in an earlier agreement with PGW
under the “direct vendor program®, pays utilities for some ol its residents. PGW states in its
brict that none of these residents are included in the CRP program.

PHA cannot and docs not monitor its direct pay residents to determine which, if any, of
those residents participate in the CRP program. PHA Reply Brief at 9-10. Prior to this
proceeding, PGW had declined to provide PHA with this information based on confidentiality

issues.




Additionally, PHA could not have madc a request to place Scattered Site residents in
CRP/CAP programs even had it wished 1o do so in view of ongoing federal court proceedings
impacting residents and their financial contribution to utilitics. As discussed in PHA’s Main
Brief at pages 11 to 13, there is an action regarding payments under the direct vendor program
pending before the United States District Court for the Eastern District of Pennsylvania a lawsuit
entitled McDowell, et al. v. PHA, Civil Action No. 97-2302. There are court -ordercd payments
to residents involved in that action that effectively prevent PHA from making direct vendor
payments for Scattcred Site propertics.

OCA had requested that PHA make direct vendor payments for the entirc amount of
residents’ utility allowances, irrespective of whether the allowance met or exceeded an
individual resident’s actual bill. OCA M.B. at 101. The ALJs concluded that by denying PHA’s
“request,” OCA’s request for direct vendor payment was moot. R.D. at 83. It is important to
realize that the issue would also be moot in light of the federal proceedings set forth above,
without regard to CRP/CAP.

In order to clarify the record and the ALJs® position on this issue, PHA respectlully
requests the entry of an additional ordering paragl;aph denying OCA’s request for expansion of

the direct vendor program to all PHA Scatiered Sites properties.

1Iv. CONCLUSION

This is a very trying time for PHA. HUD had imposed budget cuts in PHA’s budget of
18% in year 2007, and has proposed further reduction 1o 20% in 2008. It was widely reported
that PHA was forced to layofl 355 employees, or about 22% of the work force, due to these
budget cuts. In fact, Carl Greene, PHA’s Executive Director, testified that PHA’s gas costs

would rise over 15% while its overall budget will decrease by 20%. See Greene Statement, PHA
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Statement 1, p.8. In light of the budget cuts, and the fact that PHA has the highest revenue to
aclual cost percentage, as noted in Recommended Decision Table [Ec-1 at page 69, adjustments
1o PHA’s rate are long overdue, By clarifying the Recommended Decision with respect to the
applicable rate for PHA and its “residents”, PHA would be in a much better position to manage
the utility cost portion of its budget.

Respectfully submitted,

PllILlP L HI LR"MQN ESQUIRE, 1.D. #55496
JILL A. GUEDIN, ESQUIRE, 1.D. #93657
FOX ROTHSCHILD LLP

2000 Market Street, 10™ Floor

Philadelphia, PA 19103-3291

(215) 299-2000

Attorney for Petitioner,
PHILADELPHIA HOUSING AUTHORITY

Dated: August 20, 2007
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L. INTRODUCTION

On December 22, 2006, Philadelphia Gas Works (PGW or Company) filed
Supplement No. 16 to Tariff Gas-Pa. P.U.C. No. 2 to become effective February 20,
2007, containing proposed changes in rates, rules, and regulations calculated to produce
$107 million (11.0%) in additional annual revenues.

On February 8, 2007, the Commission issued an Order suspending the filing
pursuant to 66 Pa. C.S. §1308(d). This suspension will remain in effect from February
20, 2007, until September 20, 2007, unless permitted by Commission Order to become
effective at an earlier date. The Commission directed that an investigation be instituted
to determine the lawfulness, jusiness and reasonableness of the Company’s proposed
tariff. Furthermore, this investigation was ordered to include a review of the Company’s
existing rates, rules and regulations.

The Office of Trial Staff filed its Notice of Appearance on December 28, 2006,
and complaints were filed by the following parties: Office of Consumer Advocate
(OCA), Office of Small Business Advocate (OSBA), Action Alliance, Philadelphia
Industrial and Commercial Gas Users Group. Moreover, PECO Energy Company,
Interstate Gas Supply, Philadelphia Housing Authority, the School District of
Philadelphia, and Hess Corporation filed Petitions to Intervene.

This filing was assigned to Administrative Law Judges Cynthia W. Fordham and
Angela T. Jones (ALJs) for the prompt scheduling of hearings to result in the issuance of
a Recommended Decision. An Initial Prchearing Conference was held on February 23,

2007 followed by a Second Prehearing Conference on March 2, 2007.



Public Input Hearings were held on March 26, 2007 at the Dorothy Emanuel
Recreation Center; March 28, 2007 at George Washington High School; and afternoon
and evening sessions were held on April 9, 2007 at the Community College of
Philadelphia. Evidentiary Hearings were held in Philadelphia beginning on May 21,
2007 and concluded on May 24, 2007. The Evidentiary Hearings completed the 984
pages of transéript generated in this proceeding. Main Briefs were submitted on June 12,
2007 followed by the submission of Reply Briefs on June 21, 2007.

ALlJs Fordham and Jones issued their Recommended Decision (“RD”) on July 30,
2007. OTS maintains that, with the exception of the two issues discussed herein, the
detailed and insightful RD appropriately recognized the nature of PGW’s operations and
its service territory. OTS submits that the recommendations contained in these

Exceptions further promote the public interest and must be adopted by the Commission,



I. EXCEPTIONS

1. The ALJs Have Misapplied The Basis For The OTS Summary Tables In
Their Recommended Decision.

OTS Main Brief, Appendix D
Recommended Decision, p. 45

The ALJ’s have misinterpreted the basis for the inclusion of Summary Tables in
the OTS recommended revenue allowance in this proceeding. The mechanics of the
tables are consistent with OTS procedures and represent the proper approach in a
traditional rate case analysis. However, this proceeding involves a municipal utility with
somewhat unique circumstances being evaluated on the basis of cash flow and debt
service coverage. The data used by OTS is appropriate and is based on the Company’s
filing. Adjustments to the Company’s filing are recognized in the appropriate areas of
the OTS Summary Tables. The Company’s revised pro forma test year claim reflects
adjustments to its original claim as does the OTS Summary Table. The semantics of the
tables and their layouts must not obfuscate the purpose of their inclusion. They are
presented for illustrative purposes and do not form the basis for the OTS recommendation
in this proceeding.

OTS has consistently maintained that its recommended revenue allowance
not be disturbed based on the adjustments presented throughout this proceeding. As will
be discussed later in these Exceptions, the adjustments presented illustrate operating
efficiencies that can be realized by the Company in order to produce additional revenue

to satisfy its outstanding debt. The tables presented in the OTS Main Brief must be read



in the context of the related impact on the Company’s debt service coverage
requirements.

As has been presented in this proceeding, the Company’s existing debt service
coverage well exceeds the obligations set forth in the City Ordinance.' The purpose of
the OTS Summary Table was merely to illustrate the resulting increases in the mandated
debt service coverage’s that will occur when the Company properly applies the savings
that result from implementing the operating efficiencies in conjunction with the revenue
allowance identified in the OTS recommendation.” Using the OTS Summary Table for
anything other than the purpose of showing the impact of operating efficiencies on the
Company’s debt service coverage obligations is improper and will result in a distorted
recommendation. A walk through of the tables is a needless exercise as the OTS
recommendation does not advocate any adjustments to its revenue allowance.

Given this explanation, OTS acknowledges that its Summary Table begins with
the Company’s filed data. To the extent that adjustments to the recommended revenue
allowance arc warranted after Commission review, the OTS tables are not the best source
for effectuating these changes.

2. The ALJs Erred By Not Recommending That Revenue Resulting From
Expense Adjustments Should Be Applied To The Company’s Debt.

OTS Main Brief, pp. 16-27.
OTS Reply Brief, pp. 5-14.
Recommended Decision, pp. 46-47.

' OTS Main Bricf, p. 31, OTS Reply Brief, p. 17. Scc also, Company Exhibit JRB-1, p. 3.
? OTS Main Bricf, p. 31.



The ALIJs crred by not recommending that the Company be required to apply the
identified operating efficiencies to its outstanding debt as a means of addressing its
capital structure. The statutory authorities cited by the presiding officers in this
proceeding were decided well before this utility came under the jurisdiction of the
Commission. Recent actions by the Commission have demonstrated a willingness to
expand its authority with well placed recommendations that address utility management
decisions affecting the public interest. In a Joint Motion by Chairman Wendell F.
Holland and Vice Chairman James H. Cawley it was moved that:

as a condition of approval of its proposed Initial Public

Offering (IPO), PAWC or its parent company commit

that it or they will not diminish, reduce, terminate, or

otherwise adversely affect the pension, health care,

welfare, or life insurance benefits of PAWC’s retired

employees or their dependants, including employees

who were designated as management employees, as of

the date of their retirement.’
These comments clearly indicate that the Commission is not willing to allow traditional
management matters that impact the public interest to go unaddressed. Pensions and
benefits are under the purview of utility management, yet the Commission exercised its
broad reaching authority in this Joint Motion. In this proceeding, the application of
identified savings 10 the Company’s outstanding debt impacts the public interest and must
be addressed. A constant argument in the Company’s presentation was its debt level. It

is appropriate to address the operating efficiencies identified by OTS and have the

revenue associated with these expenses applied to the debt level. Allowing continued

} Application of Pennsylvania-American Water Company for approval of a change of control to be effected through

a public offering of the common stock of American Water Works Company, Inc., Docket No. A-212285F0136,
Public Mceting of July 25, 2007.




recovery of these imprudent expenses without a strong recommendation as to how they
should be applied allows the Company too much discretion. Ratepayers will continue to
pay for these expenses under the OTS recommendation and they should receive
assurances that the revenue will be applied to lower the Company’s outstanding debt, not
to continue the funding of imprudent activities.
Furthermore, the Commission has indicated its willingness to offer the Company

guidance in its debt reduction efforts when it ordered:

[t]hat the Philadelphia Gas Works will project the amount

of annual short term debt pay down (commercial paper)

that the revenue requirement will permit, will provide the

basis for its projections, and will agree to meet those

projections or explain why it cannot in a yearly report to

the Joint Petitioners. *
Clearly, similar guidance is necessary in this proceeding. The record indicates that the
Company’s debt leve] continues to increase despite past Commission efforts directing the
PGW to control, or explain, its level of commercial paper. Allowing the Company
complete discretion over the use of traditional ratemaking expense claim adjustments is
counterproductive and not in the public interest. The Company’s continued claim of
inordinately high debt levels and its impact on operations must be addressed in this
proceeding.

The examples cited above show that the Commission may, and more importantly

must, provide guidance to this utility to assist in the alleviation of its outstanding debt.

* Pennsylvania Public Utility Commission v. Philadelphia Gas Works, Docket No. R-00017034, Order Adopted and
Entered August 8, 2002,




The failure of the ALJs to recommend Commission involvement as to the use of revenues

generated as a result of this proceeding 1s misguided and must be corrected.

III. CONCLUSION
For the reasons stated herein, the Office of Trial Staff respectfully requests that the
Administrative Law Judges and the Commission adopt its recommendations in this

proceeding,.

Respectfully submitted,
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Richard A. Kanaskie
Prosecutor
Attorney [D #80409
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Allison C. Kaster
Prosecutor
Attorney 1D #93176

Office of Trial Staff

Pennsylvania Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105-3265

Dated: August 30, 2007
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NOW COMES, Interstate Gas Supply, Inc. (*1GS”), by and through its counse!l in the
above-captioned matter, Hawke McKcon & Sniscak LLP, and hereby Excepts to the
Recommended Decision (“*RD”) of Administrative Law Judges’ Cynthia Wilhams Fordham and
Angela T. Jones (“ALJs™) issucd July 30, 2007, in the above-captioned matter. These
Exceptions arc provided pursuant to 52 Pa. Code. § 5.533, ef seq.

In particular, IGS takes exception with the RD’s recommended disposition of the issues
raised by the compctitive supplicrs in the case--1GS and Hess--with regard to improvements to
PGW’s requirements and procedures that would facilitate competiion.  The RD rejects
recommendations made by IGS” witness Mr. Parisi on how to jump-start residential competition
in PGW’s service territory without imposing additional costs upon residential customers or
PGW. Ironically, the ALJs dismissed 1GS’s recommendation on the premise that 1GS had failed
to provide information regarding the potential costs of its program, so as to allow for a cost
benefit analysis, despite Mr. Parisi’s testimony that his proposal would not impose additional

@m&ﬁm i
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costs on PGW. Accordingly, the ALJs’ conclusion clearly is in error and must be reversed on
both factual and policy grounds. 1GS’s specific exceptions follow:
Exception No. 1: The ALJs’ Erred in Rejecting 1GS’s Proposal for Bringing Retail
Competition to PGW'’s Service Territory (R.D. 102-103).

a. Mr. Parisi’s testimony regarding his proposal was clear.

Vincent Parisi testified on behalf of 1GS that some sort of program to “jump-start”
compelition may bc necessary in PGW’s service territory, above and beyond changing the
delivery rules and upgrading PGW's billing system, to allow competitive suppliers an actual
opportunity to compete on PGW’s system. (IGS St. No. 1, pp. 4:19-5:12; 1GS Reply Bricf, p.
9.)'  Mr. Parisi proposed a three-year pilot program that would allow the migration of a
significant percentage of PGW’s customers to willing and able choice suppliers at a discount to
PGW’s current PGC rates. (IGS St. No. 1, pp. 7:7-8:11.)

Mr. Parisi testificd that a three-year pilot program not only would bring benefits to
individual customers in the form of savings from the PGC rate, but that it also would bring
benefits to the PGW system as a whole by reducing the costs of PGW’s natural gas procurement.
(IGS St. No. 1, p. 8:1.) OCA’s witness, Mr. Lelash confirmed the view that competition would
result in savings to the gas procurement function. (Tr. at 884:16.) Mr. Parisi testified further that
a 30% migration would allow for a thorough examination of the efficacy of competition on the
PGW system and would provide significant benefits through the shared discount to fund
improvements to PGW's billing system without the need to spend additional PGW dollars.
(IGS St. No. 1, pp. 7-9.) In short, Mr. Parisi made it clear that IGS’s program would not impose

new costs on PGW. Rather, it would provide a funding source for PGW to use to implement an

"The RD disregarded completely the un-refuted contentions that PGW s billing system is grossly inadequate from
an NGS perspective and that the Notural Gas Choice and Competition Act requires that the Company be able to bill
supplicr’s charges, which PGW cannot reasonably do.

2
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updated billing system. Morcover, 1GS’s proposal would save customer’s money by providing
actual savings from the PGC rate.

The RD erred as a matter of fact by concluding that “costs arc not sufficiently explained
to us as whether the pilot program is in the public interest” (RD at 103), because there would be
no costs to PGW or the customers.

b. The RD adopted PGW’s mischaracterization of 1GS’s proposal.

On pages 72 and 73 of its Reply Brief, PGW addresses Mr. Parisi’s proposal by claimipg
that 1GS failed to carry its burden of persuasion. [t appears that the RD erroncously adopted this
incorrect view as the basis for its conclusion regarding [GS’s proposed MST program.

Mr. Parisi made it clear, contrary to PGW’s asscrtions, that IGS’s proposal would not
produce additional costs to the company that would be unrecoverable or nonproductive, because
the revenue stream generated by part of the discount provided by market share threshold
participants would provide the funds necessary to upgrade the billing system. (IGS Statcment
No. I, pp. 7-8.) PGW’s claim that the testimony docs not explain how this would occur or
quantify the alleged savings is simply incorrect. Rather, the record is clear that the savings
provided to customers would be guaranteed. Since those savings would be determined as part ol
the development of the program and would require the input from various parties, not the least of
which would be the suppliers agreeing to serve at the discount, there simply is no way that Mr.
Parisi could project those savings now. However, suggesting that IGS’s proposal 1s thercfore
flawed simply makes no sense. It is quite reasonable to expect that the Commission would
refrain from final approval over such a program until those, and other specific details arc
developed. The point is that something must be done, and PGW’s consistent approach to

competition is to throw up roadblocks to any change, despite the understanding that competition

would benefit PGW.



In short, the company’s bald statement that IGS failed to carry its burden of proof is not

substantiated by even a cursory review of the record, and the RD should have rejected PGW’s

position, but instead adopted it. Accordingly, the RD is in error and should be reversed.

Conclusion

[t is clear that the RD adopted the view cxpressed by PGW in its Reply Brief that IGS has

failed to provide sufficient cost data to allow the ALJs to make a decision in this case. As the
record demonstrates, and as detailed in 1GS’s Main Brief, Mr. Parisi’s proposal clearly docs not
propose additional costs to PGW or its customers. Those costs would be bormn by the MST
participants.

Accordingly, for the reasons stated herein, and in IGS’ Main Brief, the RD erred in
dismissing IGS’s proposed three-year MST pilot program and in disregarding the significant
benefits that such a program could bring to PGW, and its customers. Accordingly, IGS cxcepts
to the conclusions of the RD and requests that the Commiission reverse the RD on that point and

immediately convene discussions between intercsted natural gas suppliers, PGW and the

Commission for the purpose of determining the paramecters for such a program.

Respectfully submitted,

A i — ' 4
od F"' ToddK. tewart, Attorncy NE. 75556
r *:} Hawke McKeon & Smiscak LLP
D’f—_ : o Harrisburg Encrgy Center
- - 100 North Tenth Street
T R P.O. Box 1778
- (—3’3 1 Harnisburg, PA 17105-1778
~- — o3 Telephone: (717) 236-1300
= @

Facsimile: (717) 236-4841
tsstcwart@hmslegal.com

Counsel for Interstate Gas Supply, Inc.
Dated: August 20, 2007



CERTIFICATE OF SERVICE

| hereby certify that I have this day served a true copy of the foregoing document upon

the parties, listed below, in accordance with the requirements of 52 Pa. Code § 1.54 (relating to

service by a party).

VIA E-MAIL AND FIRST CLASS MAIL

Danicl Clearficld, Esquire

Wolf, Block, Schorr and Solis-Cohen LLP

213 Market Street, 9 Floor
P.O. Box 865

Harrisburg, PA  17108-0865
delearlield@wolfblock.com

Johnnic Simms, Esquire
Richard Kanaskie, Esquire
Allison Kaster, Esquire
Office of Trial Staff

PA Public Utility Commission
P.O. Box 3265

Harrisburg, PA  17105-3265
simmsjEepuc.state.pa.us
rkanaskic(@statc.pa.ug
akaslerfstate.pa.is

David M. Kleppinger, Esquire
Charis Mincavage, Esquire
McNees, Wallace, Nurick

100 Pine Street

P.O. Box 11006

Harrisburg, PA  17108-1166
dkleppin@@mwn.com
cmincaviagedmwn.com

Stephen Gray, Esquire

Office of Small Business Advocate
Commerce Building, Suite 1102

300 North 2™ Street
Harrisburg, PA 17101
sgray@siate.pa.us

Richard Lelash

18 Scventy Acre Road
Redding, CT 06896
Iclash@snet.net

Tanya McCloskey, Esquire
Christy M. Applcby, Esquire
Darryl Lawrence, Esquire
Office of Consumer Advocale
5™ Floor, Forum Place Bldy.
555 Walnut Strect
Harrisburg, PA  17101-1921
tmccloskey@paoca.org
capplebyfdpaoca.ory
dlawrence@paoci.org.
thorner@paoca.ory,

Philip Bertocci, Esquire
Thu Tran, Esquire
Community Legal Services
1424 Chestnut Street
Philadelphia, PA 19102
pbertocci@elsphila.org

Robert D. Knecht

TN H
{‘! vl

Industrial Economic Incorporated

2067 Massachusctts Avenuc
Cambridge, MA 02140
rdk@indccon.com

Michael Bleiweis

243 Banks Road
Easton, CT 06612
mikchleiggoptloniine.net

0

"
Y

i

_-‘Ji

9o
LI

..

L

/I

7.

"~

Y



Richard Galligan

Exeter Associated, Inc.

5565 Sterrett Place, Suite 310
Columbia, MD 21044
rgalligan{@excterassociates.com

John F. Povilaitis, Esquire

Ryan Russell Ogden & Seltzer, PC

800 North Third Street, Suite 101
Harrisburg, PA  17102-2025
realligan{@excterassociales.com

Miles Shore, Esquire

School District of Philadelphia
Office of General Counsel

440 N. Broad Street, 3" Floor
Philadelphia, PA 19130-4015
mhshore@phila.ki2.pa.us

Shari C. Gribbin, Esquire

Kent Murphy, Esquire

2301 Market Street, S23-1
P.O. Box 8699

Philadelphia, PA 19101-8699
shari.gribbin@exeloncorp.com
kent.murphy@excloncorp.com

Dated this 20" day of August, 2007.

s

Philip L. Hinerman, Esquire
J11l Guldin, Esquire

Fox Rothschild LLP

2000 Market Street, 10" Floor
Philadelphia, PA 19103-3291
phinerman@gfoxrothschild.com
jeuldin@foxrothschild.com

Andrew S. Levin, Esquire

Stradley Ronon Stevens & Young LLP
2600 One Commerce Square
Philadelphia, PA 19103-7098
alevine(@stradley.com

Katherine Guerry, Esquire
Hess Corporation
One Hess Plaza

Woodbridge, NJ 07095 -
KGuerry{ghess.com ) =
:' l:‘,:':-; - -
:‘ G
L M >
- o
‘ I
o

Todd S. Stewart

T



“'\.‘ |
D A
RYAN, RUSSELL, OG L AR B

A Proressional, CORPORATION
Sure 101

K00 NORTH THIRD STREET ] NG OFFCE
HARRISBURG, PENNSYLVANIA |7 102-2023 WYOMISSING OFFICE
SUrTE 2140
FRLER qm 23G-7 i N
PeLERlONE: 717 ;;:F”;:? 1150 BERKSHIRE BOULEVARD
Facsivnt:  717-236-7816 WY OMISSING. PENNSYLVANIA

19610-1208
THEEPHONE GLO-37 2701
FACSIMILE GLO3T72-0 177

WW W RYANIRISSELL.COM

August 20, 2007

VIA HAND DELIVERY D 0 C U MENT

James J. McNulty, Secretary

Pennsylvania Public Utility Commission
FOLDER

400 North Street — 2" Floor
Commonwealth Keystone Building

Harrisburg, Pennsylvania 17120

Re:  Pennsylvania Public Utility Commission
v

Philadelphia Gas Works, Docket No. R-00061931

Dear Secretary McNulty:

Enclosed are an original and nine (9) copies of the Exceptions of Hess
Corporation in the above-captioned proceeding. Copies have been served in accordance

with the attached Certificate of Service,

Very truly yours,

9 s

Enclosure : _t"'-'
JFP:ck
o

c. Certificate of Service KJR : _:’
The Honorable Angela T. Jones L

The Honorable Cynthia W. Fordham L n

The Honorable Wendell F. Holland, Chairman
The Honorable James H. Cawley, Vice-Chairman
The Honorable Terrance I. Fitzpatrick, Commissioner

The Honorable Kim Pizzingrilli, Commissioner
The Honorable Tyrone I. Christy, Commissioner (d\o



~
BEFORE THE D ( i ‘_\ /T\
PENNSYLVANIA PUBLIC UTILITY COMMI|SSION \E_:L AL

Pennsylvania Public Utility Commission

V. : Docket No. R-00061931

Philadelphia Gas Works

NOCKETE R
AN

EXCEPTIONS OF HESS CORPORATION

L7

d 0¢ild

£2: 4

Dated: August 20, 2007 John F. Povilaitis
Matthew A. Totino
RYAN, RUSSELL, OGDEN & SELTZER P.C.
800 North Third Street, Suite 101
Harrisburg, Pennsylvania 17101-20205
(717)236-7714
JPovilaitis@RyanRussell.com
MTotino@RyanRussell.com

Attorneys for Hess Corporation



1I.

1.

TABLE OF CONTENTS

INtroduction. .. s 1
X P IONIS. e e 5

Hess Exception No. 1: The ALJs erred in recommending that the issues litigated
in the PGW proceeding by Hess be considered for resolution as part of the
Commission’s Gas Supply Competition Docket. R.D. at 101-102; Hess Main
Brief pp. 3-4, 26-28; Hess Reply Brief, p. 7. ... 5

Hess Exception No. 2: The ALJs erred by tacitly ruling that PGW is the party that
bears the burden of proof on the reasonableness of their existing tariff rules, but in
practice, assigning the burden of proof to Hess. R.D. at 92-93, 98-99, 101; Hess

Main Brief, pp. 6-0. ..o, 9

Exception No. 3: The ALIJs erred by not adopting Hess’ request that the deadline
for nominating deliveries to PGW’s city gate occur after its deadline for upstream
interstate pipeline nominations, and by not ruling on Hess’ request that retroactive
nominations be permitted to conform record keeping to the reality of how much
gas is actually delivered. R.D. 94-96, 102. Hess Main Brief, pp. 10-13; Hess
Reply Brief, p. 6. oo e 12

Exception No. 4: The ALJs erred by denying Hess’ request to update PGW’s rules
on daily/monthly imbalance tolerances, penalties and cash outs when the record
showed by a preponderance of the evidence that the tolerances were unreasonably
tight and the penaities/cash out rates are unreasonably high. R.D. 96-98. Hess
Main Brief 14-20; Hess Reply Brief, pp. 3-4,6-8.............ccoiiiiiiiiinn, 18

Exception No. 5: The ALJs erred in applying the burden of proof and weighing
the evidence in their rejection of Hess’ recommendation that NGSs be allowed to
“trade” their imbalances to avoid penalties and reduce costs. R.D. at 99; Hess
Main Briefl, 21-23 . 25
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION
Pennsylvania Public Utility Commission
' : Docket No. R-00061931

Philadelphia Gas Works

EXCEPTIONS OF HESS CORPORATION

I Introduction

Pursuant to Section 5.533 of this Commission's Regulations, 52 Pa. Code § 5.533,
Hess Corporation ("Hess") files the following Exceptions to the Recommended Decision
(""R.D.") 1ssued on July 30, 2007 in the above matter.

Hess is one of only two competitive gas suppliers active on the PGW system.' [n
this investigation of PGW’s existing and proposed tariff provisions, Hess presented
several pro-competitive recommendations for amendment of the rules governing
competitive suppliers that it requested the Administrative Law Judges (“ALJs”) and the
Commission to adopt. The ALIJs agreed with Hess that PGW should be required to
update and clarify the costs and responsibilities of suppliers with respect to firm
transportation cash out rates. However, with respect to Hess’ remaining issues, the ALJs

recommended that they be considered in a generic industry proceeding.’

' Hess Hearing Exhibit. No. [,

2 The ALJs also directed that the “counterproposals” submitted by PGW that are listed on page 95 of the
R.D. “be implemented as promptly as possible to the extent they are consistent with the Gas Supply
Competition proceeding.” R.D. at 102, The PGW counterproposal only addressed the nomination
deadline, firm transportation cash outs and customer information issues raised by Hess. The ALJs found
the counterproposal inadequate with respect to firm transportation cash outs. The counterproposal on
nomination deadline is inadequate as detailed in Exception No. 3. Hess accept the improvements to



The generic proceeding referenced by the ALJs is the October 6, 2005, order
adopted and entered by the Commission with respect to its investigation into
Pennsylvania’s natural gas supply market and its Report to the General Assembly on
Competition in Pennsylvania’s Retail Natural Gas Supply Market.> The objective of this
investigation was to assess “the effectiveness of competition in the [Pennsylvania] natural
gas industry.* The Commission’s order concluding this investigation stated as follows:

It is the Commission’s judgment that the existence of “effective
competition” in the retail natural gas supply market in
Pennsylvania would be demonstrated by participation in the market
by many buyers and sellers, the lack of substantial barriers to
market entry for suppliers, the lack of substantial barriers that
would discourage customer participation, and the presence of
sellers offering buyers a variety of products and services. Based
on this standard and the record in this proceeding, there is not
“effective competition” in the retail natural gas supply market on a
statewide basis at this time.’

This determination that cffective competition is lacking in the Pennsylvania
natural gas supply market was supported by a number of specific Commission findings,
scveral of which are directly relevant to the issues Hess brings before the Commission in
this proceeding. Hess has raised issues involving gas supply nominations, imbalance

tolerances and penalties and respectfully urges the Commission to adopt improvements in

these practices in the PGW service territory via the instant proceeding to counter the

customer information flow offered by PGW. However, the only way to harmonize the ALJs’ directive that
the PGW counterproposals be implemented “promptly”, but consistent with the Gas Supply Competition
proceeding which has not yet generated specific Commission proposals, is to interpret the R.D, as directing
that the counterproposal changes be implemented immediately, subject to modification based on future
Commission directives.

* Investigation into the Natural Gas Supply Market: Report to the General Assembly On Competition In
Pennsylvania’s Retaif Natural Gas Supply Market, Docket No. 1-00040103 (October 6, 2005)
{“Competition Report Order and associated "Report on Competition™).

* Section 2204(g), 66 Pa. C.S. § 2204(g) of the Public Utility Code (“Code™) required the Commission to
investigate and evalvate the level of competition five years after the 1999 effective date of the Natural Gas
Choice and Competition Act.

* Competition Report Order al 4.




negative trends in natural gas competition it documented in to Report to the General
Assembly.® The Commission’s overall conclusion that effective competition was lacking
was bolstered by the following specific findings:

The record demonstrates a lack of participation by natural gas suppliers
and buyers in the retail natural gas supply services market on a statewide
basis.

According to suppliers, substantial barriers to supplier participation in the
retail natural gas supply market exist because of penalties placed on
suppliers that vary among natural gas distribution company systems and
that are not cost-based.’

Since the enactment of the Competition Act, there has been little to no

change in the throughput of competition volumes. In 1999, approximately

50% of the gas flowing in Pennsylvania was under a competitive tariff. In

2004, the volume was approximately 47.5%.

Penalties for non-delivery or under delivery of natural gas by a NGS

[“Natural Gas Supplier"] vary by NGDC ["Natural Gas Distribution

Company"] and for the most part, these penalties are not cost-based.

According to suppliers, the differing penalties among natural gas

distribution companies act as a substantial barrier to NGS entry and

continued participation in marketing retail natural gas supply service in

multiple NGDC service territories.”

Remedial action on these issues in this proceeding will allow more NGSs to
become active on PGW’s system and acquire customers. The more successful NGSs are
in acquiring customers, the less PGW is required to obtain the funds needed to meet its

enormous gas procurement expenses. PGW itself has identified its gas expenses and the

cash flow needed to meet these expenses on a timely basis, as a major challenge to

% The Commission noted that not only is the average number of NGSs per NGDC decreasing, but the total
number of NGSs licensed in Pennsylvania has decreased. Competition Report Order at 5-6; Report on
Competition p. 32.

T Competition Report Order at 4.

Y Competition Report Order a1 5-6; Report on Competition, pp. 64-65.




getting its finances on a proper footing.” Essentially, NGS success on the PGW system
benefits PGW. Despite this financial reality, PGW appears disinterested in expanding the
number of NGSs operating on their system. In response to a Hess discovery request
PGW confirmed that until 2006 there were no suppliers operating on its system, and there
are currently only two suppliers assisting PGW with its merchant function.'® Moreover,
PGW has no plans at the present to implement any process or incur any expenditures to
increase the current level of customer information available to NGSs."!

Witness Craig White for PGW, has indicated that PGW’s system has already been
opened to suppliers, and therefore it need not be concerned about soliciting suppliers to
become active on its system.'? This acceptance of the status quo is completely at odds
with the Commission’s documented goal of enhancing gas competition on all NGDC
systems as detailed in its Competition Report Order and Report on Competition. The
Commission should adopt Hess’ proposals on nominations, delivery tolerances, penaltics,
supply trading and customer information to take supplier participation on the PGW

system to a much needed higher level.

P PGW St. IR p. 4, lines 5-11; PGW St. 2R pp. 8-10.

' Hess Corporation Hearing Exhibit No. 1. In contrast the Report on Competition states that Peoples had
20 NGSs active during the second quarter of 2004. Report on Competition, p. 31.

"' Hess Corporation Hearing Exhibit No. 2.

2 PGW St. SR p. 21, lines 10-12,



I1. Exceptions

Hess Exception No. 1: The ALJs erred in recommending that the issues litigated in
the PGW proceeding by Hess be considered for resolution as part of the
Commission’s Gas Supply Competition Docket. R.D. at 101-102; Hess Main Brief
pp- 3-4, 26-28; Hess Reply Brief, p. 7.

The ALJs have recommended, with one minor exception, that the issues raised by
Hess should be considered in the Commission’s ongoing investigation docket into
competition in Pennsylvania’s retail natural gas supply market.'* There is an inference in
this recommendation that the referral of these issues to another docket is due to the ALJs
perception that with additional evidence, Hess’ proposals would be sustained. That is
because the ALJs, in addition to the recommendation that the issues be considered in the
Gas Supply Competition docket, found that Hess did not satisfy its “burden of
persuasion” on several issues."

Hess will explain in the Exception that follows precisely how it met its burden of
production and persuasion on all its issues, that PGW did not sustain its burden of proof
and why the preponderance of the evidence in this record supports its positions.
However, the Commission should not succumb to the temptation raised by the ALJs to

defer resolution of Hess’ issues to another docket for resolution at some uncertain time in

3 R.D. at 101-102 (“Regarding the remaining issues raised by Hess, we recommend that it is more
appropriate and administratively efficient to consider these issues in concert with the Gas Supply
Competition proceeding [1-00040103] to be consistent in treating NGDCs and NGS’s and to achieve the
goal of uniformity within the gas industry. Alternatively, we do find that the remaining counterproposals
by PGW are reasonable and in the public interest.”). The ALJs did require PGW to revise its tariff
language on firm transportation to make it clear that no annuatl cash out is required and to clearly delineate
supplier responsibilities and costs associated with annual over and under deliveries, as requested by Hess.
Hess Main Brief, pp. 20-21. The ALJs also required PGW to update and provide marketing files monthly
and run customer enrollment processing jobs at 10:00a.m. and noon to correct enroliment mistakes. R.D. at
95.

“R.D.at 101,



the future, because to do so would deny Hess due process and constitute an arbitrary
action given the procedural approach the Commission has taken to resolve competitive
supplier issues.

Under Pennsylvania law, a party before an administrative agency is entitled to a
timely adjudication on the merits of a proceeding. See Morganelli v. Casey, 646 A.2d
744 (Pa. Cmwlth. 1994). Although no specific date is set by law for Commission action
in a fully litigated matter, the Commission must still act in a reasonable period of time,
even where no specific statutory deadline is set. Otherwise, it is subject to mandamus:

[A]ithough the laws normally do not specify a time limit within which an

adjudicative agency or a court must issue a decision after hearing a case,

the failure to decide within a reasonable time is subject to correction by a

mandamus order commanding that the case shall be decided. Although no

statute sets any specific time limit within which a trial court must hear and

dispose of cases before it, the Supreme Court in Commonwealth ex. rel.

Duff'v. Keenan, 347 Pa. 574, 33 A.2d 244 (1943) dirccted a common pleas

court judge to hear and decide 28 civil cases which had been pending for

periods ranging from one year to four years, and to do so within 60 days.'s

Furthermore, a delay in the administrative process can constitute a violation of
due process. See Cleveland Bd. of Education v. Loudermill, 470 U.S. 532, 546-47
(1985). In evaluating whether proper due process has been provided, the Court considers
the governmental interest involved and the impact of the agency’s action on a party.'
Here, the governmental interest involved is the duty to adjudicate the competitive issues
raised by Hess in this proceeding, an adjudication that will have a significant impact on
Hess' ability and the ability of other suppliers to meaningfully compete in the PGW

service territory. Hess clearly has a right under Pennsylvania law to a timely adjudication

of the issues that it raised in this proceeding.

' Morganelli, 646 A.2d 744,
“1d.



The pending generic consideration of competition issues at the Gas Supply
Competition docket should not impede the important task of examining nomination,
delivery requirements and penalties, and customer information issues as part of this rate
case. The Commission’s continuing industry-wide examination of these issues signals
the importance of these issues. It would be short-sighted to defer consideration of
competitive improvements specific to PGW’s practices, and Hess’ efforts to be
competitive on this system, because the Commission may be considering further
rulemakings or orders on the issue of gas competition. Given the Commission’s finding
that competition is not currently effective, measures must be taken as soon as possible to
remiedy this situation. This case represents an opportunity to start bringing effective
competition to Pennsylvania's largest city, which will benefit not only suppliers and
customers,” but also PGW.

Hess understands that the generic Gas Supply Competition docket is intended to
improve on the company-by-company approach the Commission had taken with respect
to tariff rules governing supplier issues. But, the Commission’s Gas Supply Competition
docket is weeks, if not months, from issuing any specific, concrete proposals that are
intended to improve competition in the gas supply markets.'® And once those proposals
are issued for comments, it is not clear when they will be finalized. Nor is it clear

whether the means of adopting new provisions governing supplier issues will be policy

7 In its testimony, the School District of Philadelphia, which is a large customer in the PGW service
territory, agrces that natural gas competition in PGW's service territory is lacking and declares that PGW
should be more aggressive in advancing competition. SDPHL St. No. 3 (Mondre) p. 9, lines 12-21;
SDPHL St. No. 4 (Mondre SR) pp. 17-18,

'® The schedule referenced is the Commission’s own schedule for this docket, of which it may take
administrative notice.




statements, formal rulemakings or other means of effecting change in natural gas
distribution companies tariffs (“NGDC”).

Regardless of the format of initiatives, individual NGDCs will be required to file
tariffs implementing changes in the rules impacting competitive suppliers. If issues arise
regarding compliance, further proceedings involving specific NGDCs could be necessary.
The ALJs’ recommendation has the potential to take gas suppliers full circle in getting
rulings on their issues and effecting pro-competitive improvements in NGDC rules. The
first generation of supplier tariff rules were implemented on a company-by-company
basis, resulting in a patchwork of different rules that made competing in Pennsylvania
and unfair to suppliers. The generic initiative represented by the Gas Supply Competition
docket should achieve more uniformity, but in the end, specific tariff filings that could
spawn company-by-company litigation may be necessary.

In comparison, Hess has presented a compelling case for making swift and
immediate improvements in PGW’s tariff rules in the record of this proceeding. Those
improvements should be implemented now and not deferred for the months or years it
may take to finalize and fully implement the outcome of the Commission’s generic
proceeding. Hess has invested its time and resources in this case and is entitled to rulings
on the merits of the issues it has raised. To do otherwise violates Hess’ rights to a
decision and discourages intervenors from developing their issues on the record in
litigated cases for the benefit of the Commission and the public interest.

To the extent the ALJs refrained from full analysis of Hess’ issues due to the
Commission’s generic Gas Supply Competition docket, that error should be corrected and

a decision on the merits of Hess’ issues should be rendered at this time, in this docket.




Hess Exception No. 2: The ALJs erred by tacitly ruling that PGW is the party that
bears the burden of proof on the reasonableness of their existing tariff rules, but in
practice, assigning the burden of proof to Hess. R.D. at 92-93, 98-99, 101; Hess
Main Brief, pp. 6-9.

PGW attempted to shift to Hess the burden of proof on the reasonableness of its
existing tarifl provisions and rules. PGW attempted this even though the Commission’s
Order opening this rate investigation clearly specified that all provisions of PGW’s
existing tariffs were under investigation, and the law is clear that the burden of proof is
on the utility in any proceeding initiated on the Commission’s own motion.!”” The ALJs
correctly discerned that “PGW is the party that bears the burden of proof.”®® The ALIJs
also, correctly, agreed with Hess that PGW has the burden to show that its existing tariff
rates are reasonable and comply with 66 Pa. C.S. § 2212(]).2' In one portion of the R.D.,
the ALlJs correctly stated the law on burden of proof in a rate case:

The Commission and the courts have clearly held that the burden of proof does

not shift to the party challenging a requested rate increase. While the burden of

going forward may shift, the burden of establishing the justness and
reasonableness of every component of a requested rate increase remains on the
utility. The opposing parties have no such burden.??

However, in analyzing and weighing the evidence, the ALJs in effect erroneously
reversed their ruling on burden of proof. The ALJs concluded that “compliance with its

existing tariff is substantial evidence satisfying PGW’s burden of proof,” and further

concluded, that “Hess must demonstrate that the existing tariff is unreasonable or that the

¥ PuPUC v. Philadelphia Gas Works, Docket No. R-00061931 (February 8, 2007) at 2; 66 Pa. C.S. §
315(a).

PR.D. at 93.

' 1d,
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use of the existing tariff impedes competition.” Such conclusions do not comport with
long-standing Pennsylvania law, which is clear that burden of proof in this proceeding is
on PGW.

The practical effect of the ALJs’ misapplication of their ruling on burden of proof
is that they assigned the burden of persuasion and the burden of going forward (i.e.,
burden of production) permanently to Hess. Such a misapplication is contrary to the rule
that the burden of persuasion always rests with PGW. This error is further magnified by
the failure of the ALJs to shift the burden of production, the burden of going forward,
back to PGW, even after Hess met that burden with its presentation of evidence.**

In response to the Direct Testimony, Surrebuttal Testimony and Hearing Exhibits
introduced by Hess that detailed the need to make improvements to PGW’s tariff in the
areas of gas supply nominations, balancing tolerances, penalties, cash outs and supplier
trading, PGW responded with only vague, unsubstantial and unspecified concerns about
operational problems and additional costs. As explained in Hess’ Main Brief, PGW did
not meet its burden of persuasion on either argument.® Therefore, no further response
from Hess was required to prevail on these issues.

Hess will explain in the Exceptions which follow why the preponderance of
evidence supports each of its proposals to improve competition on the PGW system.
However, as an example of how the ALJs misapplied their ruling that PGW had the

burden of proof on the reasonableness of its tariff rules, Hess refers the Commission to

the R.D.’s discussion of Hess’ recommendations on PGW’s daily/monthly balance

¥ R.D. at 93. The ALJ also erred by equating the “burden of persuasion” (which never shifts from PGW as

it has the burden of proof) with the “burden of going forward”, which can shifi back and forth between the
arties based on the evidence they bring forward.

“1d

% Hess Main Bricf, pp. 8-11, 16, 22,
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tolerances and the cash out terms for excess gas sold to PGW or purchased form PGW in

the event of a shortage.?

Hess explained in its testimony how PGW’s tariff imposes
higher operational tolerances than PGW itself can attain and that the tolerances cannot be
met so that they are not deterrents to change the behavior of natural gas suppliers
(“NGSs™), but are punishment for punishment sake.?’

Despite this evidence, the ALJs noted that Hess did not present evidence
quantifying the percentage of time PGW’s balancing tolerances were missed by Hess and
that evidence showing the tolerances were repeatedly missed would have been substantial
evidence the tolerances were unreasonable.” However, Hess presented evidence that the
tolerances could not be met, which shifted the burden to PGW to show the tolerances
could be met and were routinely met by Hess. In fact, Hess presented evidence that the
tolerances were “often” missed.”’ Had the ALJs correctly applied their principle that
PGW had the burden of proof, they would have found that PGW did not rebut Hess’
evidence that daily/monthly balancing tolerances were often not met with evidence that
suppliers did meet their tariff balancing tolerances, and found in favor of Hess. Stated
another way, Hess clearly presented evidence that it often could not meet PGW’s
balancing tolerances and PGW never presented facts showing it did meet those
tolerances. This is the type of evidence one would expect PGW to bring forward if
indeed it could meet its burden to show its existing tariff rules were reasonable. The

correct inference, which the ALJs did not draw, is that evidence showing Hess can

comply with PGW’s balancing tolerances does not exist.

% R.D. at 96-98.

*7 Hess Main Brief, pp. 14-20.
®R.D. at 98.

* Hess Hearing Exhibit No. 4.
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The Commission should sustain the ALJs” conclusion that PGW had the burden
of proof, but apply it correctly by rejecting the ALIJs’ erroneous statements that
compliance with its current tariff satisfiecs PGW’s burden of proof, that the burden of
persuasion and burden of going forward are the same and that Hess had the burden of
showing the existing tariff was unreasonable in a rate investigation where the burden of

proving the reasonableness of existing tariff provisions was on PGW %

Exception No. 3: The ALJs erred by not adopting Hess’ request that the deadline
for nominating deliveries to PGW’s city gate occur after its deadline for upstream
interstate pipeline nominations, and by not ruling on Hess’ request that retroactive
nominations be permitted to conform record keeping to the rcality of how much gas
is actually delivered. R.D. 94-96, 102, Hess Main Brief, pp. 10-13; Hess Reply Brief,
p. 6.

Incredibly, PGW has a 12:00 p.m. deadline for gas supply nominations that
precedes the 12:30 p.m. deadline for nominations of its interstate gas pipeline suppliers.
Faced with this anomaly, the ALJs recommended consideration of this issue in the Gas
Supply Competition docket, and in the alternative, acceptance of PGW’s
“counterproposal” of moving its deadline from noon to 12:30 so that the deadlines were
simultaneous.”’ The ALIJs provided no explanation of why a simultaneous deadline was a
reasonable resolution of this issue. Moreover, the ALJs did not address Hess® separate,
but related, request that retroactive nominations be permitted to allow record keeping to

conform to actual deliveries.

MR.D. at 93.
'R.D. at 95, 102.
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Hess Witness Magnani explained that “nominations™ are the means by which
NGSs notify PGW of the physical quantity of gas scheduled on the interstate pipelines for
delivery to PGW’s city gate under current purchase, sale and transposition agreements.
There is an interstate pipeline nomination deadline of 12:30 p.m. PGW’s tariff requires
NGSs to submit a nomination prior to that deadline at 12:00 p.m.*®> The earlier 12:00
p.m. deadline of PGW requires Hess to submit PGW nominations prior to the pipeline
deadline where upstream contracts may still be provided to NGSs for nomination. A 2:00
p.m. nomination deadline for PGW is beneficial because, as Mr. Magnani stated:
This will benefit NGSs, PGW and consumers because it will
reduce the potential for errors and the need for nomination
adjustments. Reducing errors will have a favorable impact on
price. Errors, especially those that are not permitted to be
corrected, result in penalties to NGSs, which can be reflected in
higher customer prices. Reducing errors will also reduce PGW’s
risks associated with having to cover short supply imbalances on
its system.>
In response, PGW witness Mr. Muntzer conceded that PGW could move its
nomination deadline to 12:30 p.m., but testified that any later deadline may jeopardize the

safety and reliability of the system.*

However, notably absent from Mr. Muntzer’s
testimony is any explanation of how that would occur. Mr. Muntzer added that PGW

allows intra day nominations which should address NGS concerns.® In oral rejoinder,

witness Muntzer added that a later nomination deadline would be an administrative

32 Hess St. No. 1, pp. 3-4.

* Hess St. No. 1, p. 4.

¥ OCA stated it was understandable for NGSs to seck nomination flexibility, but also saw it reasonable to
have operational requirements. OCA St. No. [-R, p., 7, lines 4-6. In response, Hess noted that it sought
this deadline change for concrete reasons involving the pipeline deadline and the availability of contracts.
The changg is sought for “feasibility” and not mere “flexibility” as QCA witness LeLash erroneously
concluded. Hess St, No, SR-1, p. 8, lines 20-28.

¥ pGW St. No. 11, p. 3.
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burden, but did not specify the scope or magnitude of the burden.*®

Witness Muntzer
assumed that Hess was requesting additional time to submit nominations to PGW to get

7

its calculations in order.3” It is PGW’s preference to consider later nominations on a

completely discretionary case-by-case “best efforts” basis.*®

On Surrebuttal, Mr. Magnani clarified that Hess was not seeking additional time
to get calculations in order, but rather to allow for the finalization of gas contracts on
upstream pipelines at 12:30 p.m. and to allow time for those results to be communicated
between Hess and its trading partners, and finally transmitted to PGW via an electronic
bulletin board.>® Mr. Magnani added that a simultaneous 12:30 p.m. PGW/pipeline
nomination deadline does not allow NGSs to utilize the full breadth of gas contracts
being traded on the pipeline, many of which are not finalized until 12:30 p.m., and still
have time to provide timely nominations to PGW.** A later deadline is beneficial to all
concerned because it would reduce clerical errors, reduce penalties to NGSs and reduce
the need for PGW to balance its system when imbalances are caused by nomination
errors.*!

Hess also requested that PGW be ordered to modify its current practice of
denying retroactive nominations, unless in its sole judgment it decides to permit one.*?
The ALJs erroneously did not even address this separate but related issue in their R.D.

Hess pointed out that PGW does not permit NGSs to submit retroactive

nominations, even where a pipeline allows a retroactive nomination. Mr. Magnani

*PGW St. No. 11-RJ, p. 2

7 PGW St. No. 11, p. 3

# PGW St. No. 11, p. 4; PGW St No. 11, p. 2.

% Hess St. No. SR-1, p. 1, lines 16-31, p. 2. lines 1-5.
*® Hess St. No. SR-1, p. 1, lines 23-30.

* Hess St. No. SR-1, p. 2, lines 1-5.

* Hess Main Brief, pp. 12-13.
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testified that PGW should accept retroactive nominations when a pipeline has confirmed
it has issued one, and the retroactive nomination is caused by a simple unintentional error
or a disruption in gas supply beyond the NGS’s control.® He added that retroactive
corrective nominations ensure the delivery of gas and relieve PGW of bearing the risk
and financial burden of covering supply shortfalls that could be prevented.“ Mr.
Magnani explained that PGW’s policy of denying retroactive nominations, unless in its
sole judgment it decides to permit one, completely frustrates the benefit NGSs receive
from retroactive pipeline nominations and destroys the symmetry between a competitive
suppliers’ pipeline and NGDC nominations.*®

In response to this request, PGW argued that retroactive nominations should not
be permitted for essentially the same reasons it opposed a later-in-the-day nomination
deadline. Mr. Muntzer added that in his view, permitting nomination error corrections
placed PGW in the position of making subjective judgments and its actions could be
perceived as arbitrary or depicted as favoritism.*® In Rejoinder Testimony, Mr. Muntzer
pointed out that PGW allows nomination adjustments for errors, but these are on a case-
by-case discretionary basis where operations will not be affected.'’ He added that if
retroactive nominations were permitted, PGW would have to revise spread sheets and the
Company’s administrative work would increase if more suppliers were involved.

Witness Muntzer dismissed the fact that interstate pipelines permit retroactive

nominations, and argued for retroactive nominations being on a discretionary basis when

* Hess St. No. 1, p. 4, lines 14-18.

* Hess St. No. 1, p. 4, lines 18-22.

5 Hess St. No. SR-1, p. 2, lines 5-11.

" PGW St. No. I [, p. 3, lines 21-23, p. 4, lines 1-4.
T PGW St. No. 11-RJ, p. 2.
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in PGW’s sole judgment, opcrations would not be adversely affected.*® In fact,
operations could not possibly be adversely affected because the retroactive nominations
would be conforming record keeping to the actual flow of gas.

PGW’s concerns in these regards are unfounded. Mr. Magnani responded to
PGW’s concerns regarding rctroactive nominations by explaining that such a provision
would not place PGW in the position of favoring specific NGSs. Most NGDCs allow
NGSs latitude for nomination correction, particularly when clearly innocent mistakes
have been made, such as the transposition of two numbers in a lengthy contract number,
which must be manually entered each day and when the gas was in fact delivered to the
city gate under the correct contract numbers.*” This would not be some extraordinarily
subjective exercise, as PGW suggests. Moreover, because PGW prefers to consider
nomination changes on a purely discretionary basis, it already employs a subjective
process. PGW would be free to decline accepting a retroactive nomination when there is
evidence an NGS is abusing this flexibility.>

Hess has presented evidence showing that changes in nomination deadlines will

31 Allowing a later nomination deadline will reduce

benefit PGW and its customers.
nomination errors which will benefit PGW by reducing its need to balance its system

when imbalances are caused by nomination errors.”> PGW’s position that new rules and

standards for suppliers will create operational problems is merely speculation, driven by a

“* PGW St. No. 11-RJ, pp. 2-3.

* Hess St. No. SR-1, p. 2, lines 15-27.
*® Hess St. No. SR-1, p. 2, lines 17-22.
*! Hess $t. No. SR-1, p. 1, lines 22-31,
%2 Mess St. No. SR-1, p. 2, lines L-5.
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preference not to revisit the supplier tariff rules and practices established in its
restructuring case.”

The ALIJs did not take into account on this issue, a fundamental fact that runs
throughout all of Hess’ recommendations and weighs in favor of approving those
recommendations. To the extent these improvements in PGW’s tarift rules attract more
competitive suppliers, the greater the opportunities customers will have to minimize gas
costs using NGSs, and the more customers can offset rate increases they must absorb
from rate case increases as requested in this proceeding. Moreover, the goal of increasing
gas competition in PGW’s service territory is directly related to the core financial
requirements of PGW that compelled the filing of this rate case.™® As the R.D. noted,
debt service is a large component of this rate increase request and borrowings are driven
by the need to pay for gas supply, particularly when gas prices increase.”® To the extent
supplier success relieves PGW of the financial obligation to pay for gas supply,
borrowings are reduced and debt service is reduced.

The Commission should order that PGW’s tariff reflect a 2:00 p.m. deadline for
NGS nominations on its system and that the tariff should be amended to allow retroactive
nominations as they are permitted by interstate pipelines and other NGDCs. In addition,
rather than a completely discretionary action by PGW, retroactive nominations should be

allowed as a normal business practice that corrects errors and conforms record keeping to

the reality of how much gas is actually delivered.

5* Hess Main Brief, pp. 8-9.
" Hess St. No. I, p. 10, lines 2-12.
S R.D.at 18,
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Exception No. 4;: The ALJs erred by denying Hess’ request to update PGW’s rules
on daily/monthly imbalance tolerances, penaltics and cash outs when the record
showed by a preponderance of the evidence that the tolerances were unreasonably
tight and the penalties/cash out rates are unreasonably high. R.D. 96-98. Hess
Main Brief 14-20; Hess Reply Brief, pp. 3-4, 6-8.

The R.D. provides an abbreviated version of the evidence, recommendations and
arguments submitted by Hess on the issue of daily/monthly imbalance tolerance bands,

 Hess' full argument and summary of the entire evidentiary

penalties and cash outs.?
record on this issue is contained in its Main Brief and Reply Brief.”’

After a review of major points made by Hess, PGW and OCA, the ALIJs declined
to order any changes in PGW'’s tariff because the record did not contain a specification of
the number of times the imbalance tolerances were missed by Hess.”®

In fact, the record does contain evidence on the frequency with which tolerances
were missed. In a Hearing Exhibit, Witness Magnani indicated the imbalance tolerances
were so tight, NGSs “often” were unable to avoid daily penalties and monthly cash
outs.” Moreover, as Hess explained in Exception No. 2, the ALJs’ rationale represents
an erroncous application of the burden of proof and Hess’ recommendations should have
been adopted.®’

No element of PGW’s “counterproposal” referenced in the R.D. relates to the

issue of daily/monthly tolerance imbalances, penalties and cash outs.®' Therefore if the

* R.D. at 96-98

57 Hess Main Brief, pp. 14-20; Hess Reply Brief, pp. 3-4, 6-8.

* R.D. at 98.

* Hess Hearing Exhibit No. 4.

“ Hess incorporates this portion of Exception No. 2 at pages 9 to 13 into this Exception.
“ R.D. at 95.




Commission does not sustain Fless’ position in this proceeding no improvement in
PGW’s rules will occur. The ALJs’ suggestion that this issue could be considered in the
Gas Supply Competition docket is particularly inappropriate because in PGW’s
restructuring case the Commission clearly indicated its intention of revising the issue of
penalties on PGW’s system as customer choice evolved on that system. In the course of
rejecting the argument that a collaborative be convened to further evaluate the imbalance
and penalty issue, the Commission stated:

This process is not necessary as the penalty issue will be
reevaluated as customer choice evolves on PGW’s systt;em.62

This proceeding represents the reevaluation opportunity the Commission envisioned and
the next step in the evolution of these rules calls for an increase in imbalance tolerance
bands and a reduction in penalties imposed on suppliers.

Hess Witness Magnani explained in his testimony that PGW’s tariff sets rules for
the daily and monthly balancing of customers’ gas usage and NGS gas deliveries. Daily
balancing refers to the tolerance level set by the NGDC for the difference between the
quantity of gas an NGS customer uses and the quantity of gas delivered by an NGS.
Daily penalties are those based on the quantity by which the NGS is out of balance each
day. Monthly cash out penalties are assessed on the degree of imbalance for the month as
a whole.® At the end of a month, any excess gas is cashed out, or sold, to the LDC,
while any short gas positions are cashed out, or purchased from the LDC. Both

transactions are intended to eliminate any imbalance remaining at month-end.

@ papUC v. Philadelphia Gas Works, Docket No. M=00021612 (March 31, 2003) at 35.
% Mess St. No. 1, p. 4, lines 26-31, p. 5, lines 1-8.
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A supplier operating on the PGW system faces a daily balancing tolerance level,
with associated daily penalties, and a separate monthly balancing tolerance level with a
further monthly penalty in the form of a cash-out. As Mr. Magnani explained:

PGW allows a daily tolerance level of 5%. Therefore, if an NGS’s
customer uses more than 105% of the quantity delivered by the
NGS, then the NGS is out of balance and must pay a penalty of
$.50 per Dth outside the 5% range. At month’s end, NGSs may
carry over within 2.5% of their deliveries for the month, but
beyond that tolerance, are cashed out at unreasonably low or high
percentages of the market value of the gas, dependent on whether it
was an over or under delivery, respective:ly.64

The problem with PGW's balancing rules is that its tariffed operational tolerance
standards for being in balance impose higher levels of performance on NGSs than PGW
itself could attain. These unrcasonable performance standards are then coupled with a
penalty of unreasonably high or low percentages of the market value of the gas. In
combination, these performance standards and penalties are overly punitive rather than
reasonable standards that would encourage NGS operation on the PGW system, while
still protecting PGW’s supplier of last resort customers.*

Hess proposed that continued daily balancing was unnecessary and that
reconciliation between delivered and consumed volumes occur only at the end of the
month. But if daily and monthly imbalance tolerances and penalties were maintained, the
tolerance and cash out levels should be amended to more reasonable, market-based levels

so that the tolerance bands do not go beyond deterrent and become punishment for

. 66
punishment’s sake.”

 Hess St. No. 1, p. 5, lines 16-22,
5% Hess St. No. 1, p. 5, line 31, p. 6, line 1.
% Hess St. No. 1, p. 5, lines 1-4,
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Hess documented the unfairness of the current tolerance bands and cash out rates.
On over deliveries outside the 2.5% tolerance band, NGSs are paid only 75% of an
already low cash-out rate. On under-deliveries, NGSs must pay PGW 150% of an
already high cash out rate. This is in addition to the payment of daily penalties.®’

For over-deliveries, PGW only pays NGSs a cash-out rate of the average of the
lowest daily prices for the month for its interstate pipelines, Transco and Tetco. For
under-deliveries, PGW charges Hess the cash out rate of the average of the highest daily
prices for the month for Transco Zone 6, Non-New York and Tetco M3. Again, these
rates are further worsened by the multipliers of 75% and 150% on over-and under-
deliveries respectively. 68

Hess proposes the following reasonable tolerance levels, penalties and cash out
rates for monthly imbalances, and also for daily imbalances as an alternative to the
complete climination of daily balancing:

e A wider tolerance band of 10% for the month for over and under-
deliveries to interruptible customers should be set.

¢ Outside this tolerance band reasonable multipliers should be used; a 90%
payout to NGSs for over-deliveries outside + 10% and a 110% charge to
NGSs for under-deliveries outside -10%.

e The cash out for both firm and interruptible customers for over/under
deliveries should be set at a market index such as the Gas Daily Average
(“GDA”™) for the month for Transco and Tetco based on some blend of
these pipelines’ prices.”

PGW defended its daily balancing requirements and penalties as necessary for

PGW to control its system and to avoid unnecessary LNG withdrawals and excessive

57 Hess Corporation Hearing Exhibit No. 4.
68

ld.
 1d
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storage injections and withdrawals.”’ PGW Witness Muntzer believes these tight levels
of tolerances and high penalties are necessary to create incentives for NGSs to accurately
nominate and deliver gas supply and protect PGW's supplier of last resort

1

responsibility.”’ Mr. LeLash for OCA also expressed concern that additional delivery

latitude would shift costs to “incumbent ratepayers.”’

However, Mr. Magnani successfully refutes these concerns by pointing out that
the volume of deliveries involved in the expanded tolerance band sought by Hess is so
small as to have no meaningful impact on sales customers. Meanwhile, the prime effect
of current tolerance bands is to increase NGS costs, which increases cost pressure on
transportation customers, while failing to avoid any negative impact to PGW.” PGW is
reluctant to use what it views as its limited storage capacity to cope with system
imbalances.” In PGW’s view, daily swings in load threaten its control of its system and
it argues that if given the chance, NGSs will engage in gaming-type conduct such as
delivering no gas at all on Day 1 and doubling its daily delivery on Day 2.7

PGW's example of a supplier gaming the rules by delivering no gas on a peak
cold day doesn't really demonstrate the prudency of their current balancing rules and
cash out penalties. When the market price is sufficiently high on a peak cold day, the
supplier could fail to deliver on such a day, sell the gas elsewhere and still profit after

paying the penalty. A zero NGS delivery on a peak cold day, absent an exculpatory

operational problem, is gaming. If there was evidence documenting NGSs have

° PGW St. No. 11, p. 5, lines 5-7.

' PGW St. No. 11, p. 5, lines 8-13.
" OCA St. No. 1-R, p. 7, lines 10-19.
™ Hess St. No. SR-1, p. 9, lines 3-24.
M PGW St. No. 11, p. 6, lines 3-17.
™ PGW St. No. 11, p. 7, lines 1-16.
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engaged in that behavior it would warrant a gaming penalty tailored to that type of
behavior. PGW's balancing tolerances and penalties are unreasonable because they do
not prevent gaming and financially punish suppliers who are not engaging in gaming,
but are confronted with standards and rules that make penalties unavoidable.

Mr. Magnani rejected PGW’s fundamental argument that PGW’s tight tolerance
band and severe penalties act as a disincentive to NGS gaming misbehavior. He also
explains that when an NGS forecasts customer usage and the weather forecast is only 5
degrees off from actual temperatures, usage will be vastly different than predicted.”
NGSs cannot be expected to perform better than professional meteorologists. Therefore
PGW’s penalties fail to produce more efficient service from NGSs, but only place
unreasonable costs on NGSs, and as a byproduct, their customers, purportedly to control
behavior that cannot be appreciably improved.”” PGW'’s theory that reduced tolerances
and penalties will allow NGSs to shift their gas assets to service territories where they
will be more economically valuable assumes an NGS forecasting ability that does not
exist. If NGSs could forecast that accurately to arbitrage better business opportunities,
they would also be able to meet PGW’s tolerances and avoid penalties — which they
cannot. Therefore PGW’s tariff rules constitute punishment rather than a deterrent.”

Mr. Magnani provided an illustration of how PGW’s concerns about delivery
swings jeopardizing its control of its system and increasing costs to firm customers is
grossly exaggerated. If an NGS serves a daily load of 5,000 dekatherms (“dth™), and a
5% tolerance level equates to 250 dth, an expandgd tolerance level of 10% (Hess’

recommended level) only allows a swing of 500 dth per day. This amount of swing

"8 Hess St. No. SR-1
77 Hess St. No. SR-1
™ Hess St. No. SR-1

p. 3, lines 28-31, p. 4, line 1,
p. 4, lines 3-13.
p. 4, lines 13-21.

>
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cannot have any appreciable impact on a system such as PGW’s where hundreds of

thousands of dths are flowing daily.”™

Mr. Magnani’s point is that it would take an
extremely large volume of gas being transported on the PGW system before there could
possibly be any significant impact. Rather than harm customers, Hess’ proposal of a 10%
tolerance would reduce NGS’s costs and thus, reduce costs for transportation
customers.®

PGW argued that because its current tariff rules were the product of a settled
restructuring proceeding they should not be examined. However, Mr. Magnani pointed
out, it is the Commission’s right and duty to examine its prior decision in light of new
conditions. Just as the Commission was not deterred from reviewing these issues in the
statewide gas investigation it launched after its Section 2204(g) report to the General
Assembly, PGW’s restructuring-era rules should be re-examined based on Hess’ real
world experience on the PGW system as well as many other systems, which allows Hess
1o explain what is not working and how existing requirements can be improved.!

Furthermore, as previously noted, the Commission committed to a re-examination
of suspect penalty provisions in PGW’s restructuring proceeding as the competitive
market evolved. Hess has committed its resources in this proceeding to inform the
Commission’s judgment on needed improvements in PGW’s tariff.

The Commission should remove PGW’s daily imbalance tolerances and penalties
and the monthly imbalance tolerances, penalties and cash outs should be updated as

proposed by Hess. If daily requirements are continued, their tolerances, penalties and

cash outs should be updated to the new monthly requirements that Hess requests.

" Hess St. No. SR-1, p. 4, lines 27-31, p. 5, lines 1-7.
80

fd
* Hess St. No. SR-1, p. 5, lines 17-28.

24




Exception No. 5: The ALJs erred in applying the burden of proof and weighing the
evidence in their rejection of Hess’ recommendation that NGSs be allowed to
“trade” their imbalances to avoid penalties and reduce costs. R.D. at 99; Hess Main
Brief, 21-23.

Under PGW’s tariff, each NGS is responsible for being in daily, monthly and
annual balance. In addition, the NGS may have separate “pools” of gas, e.g. firm and
interruptible, that must meet balancing requirements. One tool that NGSs have on many
LDC systems is the ability to trade with each other to resolve imbalances. This makes
sense because if one NGS has under-delivered and another has over-delivered by the
same amount, the overall system is in balance, but each NGS still faces penalties for
being out of balance individually.*” Allowing these NGSs to “trade” their imbalances
would allow each supplier to avoid a penalty, which reduces their costs, and is
appropriate since PGW did not suffer an actual imbalance on its system. Absent trading,
a double charging of penalties would occur while PGW’s system was completely
unaffected.®  Trading within the same NGS’s pools is also feasible, and similarly would
reduce penalty exposure to the supplier and reflect actual gas deliveries.

This trading does not affect actual deliveries — those have already occurred. PGW
is not required to expend any effort on the transaction. It must merely adjust NGS
volumes in its records.®*

The R.D. acknowledges that Hess presented evidence showing its proposal that
NGS’s be allowed to trade their imbalances between and among themselves to reduce

penaities and achieve customer savings bencfits NGSs and ratepayers. However the

%2 Hess St. No. 1, p. 6, lines 19-25,
 Hess St. No. 1, p. 6, lines 25-30.
* Hess St. No. I, p. 7, lines 6-13.
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ALlJs failed to recommend that PGW be directed to modify its tariff to permit trading
between NGSs, and between an NGSs’ pools, because Hess did not present evidence on
the cost of implementing this proposal and therefore failed to satisfy its “burden of
persuasion.”85

This holding is a misapplication of the burden of proof. It is important to analyze
the presentation of evidence on this issue between Hess and PGW because it leads to the
conclusion that any costs associated with Hess’ trading proposal are non-material.

In response to Hess’ trading proposal, PGW contended that it has no systems in
place to track trading and made the general assertion that such systems would cost several
hundred thousand dollars.®® However Hess did not agree that extensive “systems” were
necessary to track trading. The actual trading is handled outside the PGW system by the
NGSs and PGW need only change each NGS’s imbalance to reflect the traded volume. A
simple Excel electronic file would suffice, which PGW already uses to provide imbalance
reports to NGSs.*’

In rejoinder, PGW finally provided details on the record keeping required to
incorporate trading transactions.*® However, again, the rejoinder failed to provide a cost
estimate of these record keeping changes, therefore the record does not substantiate that
these costs are material or significant. The inference therefore, is that they are not unduly
costly.

A complete assessment of the “cost” issue related to Hess’ trading request

demonstrates that PGW did not refute Hess’s assertion that the costs associated with

¥ R.D. at 99.

% pGW St. No. 11, p. 10, lincs 8-14.
" Hess St. No. SR-1, p. 6, lines 3-16.
® PGW St. No. 11-RJ, p. 4.
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implementing trading between and among NGSs are non-material. It was Hess that
prevailed in the burden of going forward because PGW did not meet its burden of proof
to show there were specific, material costs associated with implementation that out-
weighed the benefits of trading.

PGW indicated that if trading is ordered by the Commission, it should be limited
to similar pools of gas, e.g. firm pool te firm pool, interruptible pool to interruptible

l
1-8)

poo It qualifies that position further by stating that trading should be limited to

interruptible service only.”® PGW also hypothesizes that a trading program would require
it to act as arbitrator on NGS disputes among themselves and fail to benefit customers.”’
In Surrebuttal, Mr. Magnani explained that trading does not implicate PGW acting as an
arbitrator or incurring any significant administrative costs.

OCA noted that if PGW accepts imbalance trading it should be allowed to
terminate such trading if NGSs fail to coordinate and document offsets.”> Hess agrees
that if NGS misconduct occurs after trading is permitted, a termination right for
specifically delineated misconduct is appropriate. A termination of trading at PGW’s
sole discretion however, would not be reasonable. Hess agrees, however, that trading
within an NGS’s own pools should be allowed only from the interruptible pool to the
firm pool.

Witness Magnani noted also that, once again, in its cost equation used to analyze

this proposal PGW has ignored the fact that trading only reduces penalties to NGSs when

the PGW system was not, in fact, out of balance. Trading therefore would impose no

¥ PGW St. No. 11, p. 10, lines 15-18.

" PGW St. No. 11, p. 10, lines 21-23, p. 1, lines 1-2.
' PGW St. No. 11, p 11, lines 3-7.

" OCA St. No. 1-R, p. 8, lines 13-15.

27



harm on PGW, but would reduce costs to suppliers, which in turn reduces costs to
transportation customers.”

In addition to not showing the costs of implementing Hess’ trading proposed was
material, the ALJs did not take into account the reduction in costs to NGSs from reduced
penalties or the reduction in costs to transportation customers that occurs when supplier
costs decrease. In addition, the R.D. did not acknowledge the general savings to PGW
from a reduced gas supply role as NGSs, attracted by improved tariff rules, assume the
gas supplier role on the PGW system.

PGW should be required to modify its tariff to permit trading between NGSs and
between pools of an NGS to reduce unwarranted NGS penalties and produce customer
savings at a non-material cost to PGW.

III.  Conclusion
Hess respectfully requests that the Commission grant the foregoing Exceptions

and correct the R.D’s erroneous rejection of Hess’ pro-competitive recommendations.

Dated: August 20, 2007 M \; C; WM

Johp'F. Povilaitis
tthew A. Totino

YAN, RUSSELL, OGDEN & SELTZER P.C.
800 North Third Street, Suite 101
Harrisburg, Pennsylvania 17101-20205
(717)236-7714
JPovilaitis@RyanRussell.com
MTotino@RyvanRusscll.com

Attorneys for Hess Corporation

” Hess St. No. SR-1, p. 6, lines 28-31, p. 7, lines 1-6,
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INTRODUCTION AND SUMMARY OF EXCEPTIONS

Philadelphia Gas Works ("PGW" or "the Company") respectfully submits that the
Recommended Decision ("RD") must be set aside because adopling its rate increase
recommendations would leave PGW at serious risk of a major financial crisis which could lead
to the Company being downgraded to junk bond status and unable to make critical infrastructure
investments, essential to providing safe, adequate and reliable service to its customers.

While the RD made a sincere attempt to deal with the complex financial issucs presented
by PGW's present financial circumstances, it made a serious error by assuming that PGW was no
different than the investor-owned utilities regulated by the PUC and should be regulated in the
same way. On this basis, the RD erroneously adopted the myopic, narrowly focused positions of
some of the parties and looked only to a few immediate financial indicators to conclude that the
Company needed just a minumal — $25 million — rate increase. Specifically, the RD asserted that
PGW met its test year coverage requirements and had some cash on hand at test year end. But
the RD not only overlooked key test year data, it also refused to look beyond this immediate
period to the period of impact of any rate change, a perspective essential with a Cash Flow
Method regulated company.

What the RD failed to consider — or even mention — were a host of alarming financial
indicators of serious and deepening financial difficulty for PGW. Most importantly: (1) the
Company currently has no intcrnal cash gencration and hasn't for fourteen years;’ (2) PGW must
borrow all of the funds it requires to finance an approximate $70 million annual capital budget
needed to make essential infrastructure improvements; and (3) for the last cight years, the

Company has had to borrow funds just to have cash in the bank to operate during the critical

! PGW Si. 1 at 2.
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winter heating season. As a result, PGW and its customers are drowning in debt; the Company's
level of long term debt in its capital structure will reach almost 90% ol its lotal capitalization by
2012 — where the average for municipal utilitics is actually below 40%.2 This long-term debt

interest burden alone is almost $60 million annually’ and is well over $100 million when interest

expense and debt service coverage obligations arc considered togcther. * This level of debt

creates tremendous risk that the Company will be downgraded to "junk bond™ status. Were the
Company downgraded, PGW's cost of borrowing would risc to unconscionable levels for a
municipal utility, and could in fact make it virtually impossible for the Company to access the
public bond market. In such an event, PGW could not continue its present construction program
— vital to the preservation of a safe, adequatc and reliable natural gas distribution system.” The
present tightening in the credit markets duc to the "sub-prime mortgage" crisis, unfortunately,
makes that possibility all the more real for the foresceable future.

With respect to PGW's liquidity situation — or lack thercol — the RD ignored the fact that
this $1 billion company has no — zero — non-borrowed cash working capital (f.e., no cash
working capital being produced from rates) and instead has to rely entirely on short-term
borrowing allowed by a consortium of banks.® In addition to being very expensive (over $13
million annually),” the availability of these funds is limited and could be pulled at any time. The

result is that PGW actually has significant negative cash working capital in the test year, a

ra

PGW Iixh. BB-3, BB-4. The average for Pennsylvania investor-owned utilities is 44%. /d.

; PGW MB at 43.

For every dollar of debt, PGW ratepayers must cover 150% of the debt service in rates, making borrowing
more expensive in the long run than funding projects through internal generation. PGW's total deblt service
{principal and interest) for its three bond series is $96.2 million in total; See PGW Main Brief ("MB"} App.
AL p. 3 (Debt Service Coverage). Sce afso, PGW M3 at 43.

5 PGW St 3R at 12; PGW St. 4 at 5-6.
4 PGW MB at 41.
! PGW MDB, App. A, Interest, Other.
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condition that only becomes worse over time.  Indeed, the RD failed to consider how its
rccommendation squares with the fact that, on one day last winter, the Company was just $4
million away from having literally no cash or borrowing ability to pay further bills,” nor the
cvidence that, with just a $25 million rate increase, such a situation could casily be repeated or,
in fact, be much worse.” For a Company with no investors and no other sources of emergency
bailout, such a liquidity crunch is another way the Company could be plunged into crisis. It is
unimaginable that any other major utility would be refused a rate increasc that would do nothing
more than allow it 1o be assured that it will be able to pay its bills on time.

Just as important, these problems are not onc-time or short term phenomena. PGW's
five-year projections show that the Company's financial predicament progressively goes (rom
bad to worsc:

Table |

PGW Key Statistics
Current Rates

Net Non-Borrowed | Available Short 1998 Coverages Debt-1o- Internally

Income Cash Working | Term Berrowing | (1.5x Mandatory) | Equity Ratio | General

Capital ($150M line) Funds
FY 2007 (TY)" | $14.0M ($101.4M) $42M 1.99x 83% 0
FY 2008" $711T ($94.7M) $5M [.52x 82% 0
FY 2009" ($7.3M) | ($108.6M) 0 [.d4x* 84% 0
Fy 2010" (S11.3M) | ($128.4M) 0 1.21x* 84% 0
Ey 20117 ($19.3M) | (51.67.1M) 0 9dx* 87% 0
Fy 2012" (823.0M) | ($222.9M) 0 8lx* 89% 0

* hond ordinance delault

Unfortunately, the RD dealt with these grim statistics by jgnoring them, locusing instead

only on the lact that PGW's debt service coverage levels are projected to exceed minimum levels

$ PGW MI3 at 39-42,

? 1d. at 50.

1 PGW MB. App. A.pp. 1,2, 3. 5.

" PGW MB, App. A; PGW Exh. JRB 10,

HAR: 74690, 1/PFH211-236005




for the test year to conclude that a minimal, $25 million increase was all that was needed. But,

as the record evidence plainly demonstrates, a $25 million increase will do nothing to improve

PGW’s crushing debt burden or provide sufficient cash working capital so that the Company

could stave olT a cash emergency that could occur if natural gas prices returned to pre-Katrina

levels;
PGW $25M Rate Increase
Key Financial Statistics
FY (TY) | Net Income Non-Borrowed Available 1998 Debt-to- Internally
Cash Working Short Term Coverages Equity Ratio | Gencerated
Capital Borrowing (1.5 x Funds
(S150M line) | mandatory)
2007 40.3M" ($35.H)" $82.5M" 2.44x" 82%/83" 0
2008 25.7M" ($46) $54M 1.88x 80%/81%" [0
2009 17.7M ($34.9) $65M 1.79x 80%/82%" 10
2010 13.7M (829.7) $70M 1.51x 79%/81%" 0
2011 5.7M ($43.3) $56M [.24x* 81%/83%"° 0
2012 2.0M ($74.2) $26M 1.08x* 81%/83%" 0

* bond ordinance default

These data show beyond cavil that a $25 million rate increase is woclully inadequate. 1t's

debt service coverages are extremely close to the 1.5x minimums in FY 2008 and 2009. Indeed,

a $25 million ratc increase will mean that the Company would be lorced to almost immediately

return to the PUC flor additional rate relief, in order to be assurcd it will not [ail to mect its bond

ordinance covenants in FY 2009 or 2010 and thus suffer a default, again with devastating

FIART4690.1/P11121 1-236005

RD, App. A, Tables 1, 2, 3.

_4-

The RD did not even caleulate a debt-to-cquity ratio lor its recommended mcrease. The first ratios listed
for cach year are from PGW (MB, App. C, p. 5). PGW's calculation of the income cffect of a $25 million
rate increase in the test year, PGW MB, App. C is not materially different than the caleulation in the RD;
pro forma test year (FY 2007) net carnings difTers by just $2,555,000. The sccond debt-lo-equity ratios are
froam PGW Exh. JRB-10 and are caleulaled on the realistic assumption that PBGW will not receive any rate
relicluntil FY 2008, The data on JRI3-10 differs from App. C in the MB because ol this timing difference.

PGW MB, App. C. As noted, there is a slight {($2.5 million) difference between PGW's projected linancials
assuming a 325 million increase and the ALIJs' caleulation due to the effect of a handful of adjustments that
the ALJs made (incorrectly) 1o PGW's pro forma, test year income statement. This additional $2.5 million

will not have a material elfect on any of these key financial indicators in the {ive year forecast.




conscquences. Moreover, at $25 million, PGW will sull have no non-borrowed cash working
capital and will continue to have negative cash working capital; its debt-lo-equity ratio will
barely change and still be far higher than any prudent level, or the level of any comparable
utility. PGW will still have no internal generation and be forced to continue to fund all of its
construction through external borrowing. PGW will still be adding to its alrcady cxcessive debt
burden over the next five years, increasing ratepayer costs by over $1 billion, and creating even
more risk ol a financial collapse.'”

Onc way to judge the inadequacy of the RD is to consider the fact that, since PGW's last

basc rate case, the Company's expensces have increased some $35 million, with most of the

increasc coming in expenses outside of management control.'® Over that same period, PGW's

net contribution margins have gone down by $35 million due to reduced sales from conservation

and load losses. Thus, PGW needs an increase ol some $70.1 million just to put the Company in

the same financial status that it was in alter its last rate case — five years ago! T ITPGW's lotal

expenses alone have inereased by $35 million since its base rates werc last set, and its
contributions {rom sales have decreased by the same amount, how could a $25 million increase
be adequatce?

It is important to recall that PGW is unique among the utilitics regulated by the PUC. 1t
is @ municipal utility owned by the City of Philadelphia so that its ratepayers are, in cffect, 1ts
owners. It is not regulated on the basis of an allowed rate of return on its rate basc, but by a

statutorily mandated formula — the Cash Flow Method — that is different from the method used to

1% PGW MDB at 533 (a $25 million rate increase now, and even additional luture rate increases that do not
permit PGW to start producing internal generation, will result in customers incurring some $50 million in
additional debt service and coverage requirements in FY 2012, and for the next 27 years after that).

e The principal areas that have increased are debt service costs (816 million), healthcare costs ($11.5
million}, and pension costs ($13.7 million). See, Section I{AW2) infra.

17 K.
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regulate any other Commonwcalth utility, even other municipals. The formula requires that,
beyond the amount that it may prudently borrow, all of the Company's financial nceds, including
amounts to finance construction or pay down debt, as well as to produce sufficient cash working
capital, must come from rates.

PGW has done all that it can to reduce its need for a rate increcase. It did not ask for all
that it believed it could have justificd and chose not to file earlicer than last December so as o
demonstrate that: (1) it could collect the funds it was owed; and (2) its controllable costs were
declining.'® The City of Philadelphia has alrcady granted back or loaned the Company over
$140 million, with a commitment for over $50 million more, by continuing to suspend the
statutorily mandated $18 million City Payment going forward." The Company has made real
progress in increasing its collections and decreasing its bad debt expense. However, the
Company is very close to the limit of what it can borrow to finance its capital and operating
budgets. The hard truth is that the Company simply has no place to turn other than its customers
in order to alleviate its financial problems.

The Company's request for a $100 million base rate increase, 9.6% overall, and
permission to usc the proceeds from natural gas off-system sales and capacitly relcase
transactions to fund construction projects would not alleviate all of PGW's problems
immediately. As the following data show, the request — which would be the first base rate
increase since 2002 (and only the third since 1992) — was destgned to address these problems

over time.

8 PGW St 2 al 13-14.
® PGW MI3 at 55.
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Table 3
PGW Key Statistics
$100M rate increase {(plus $10M/vr off-system sales)

Net Non-Borrowed | Available Short 1998 Coverages Debi-to- Internally

[ncome Cash Working | Term Borrowing (1.50x Equity Ratio | General
Capital ($150M line) Mandatory) Funds

FY 2007 (TY)" | $123.0M ($22.2M) $122M 3.84x 77Vl 83%" 0
FY 2008 $103.2M $42 4M $140M 2.99x 729/ 779% $18.6M
FY 2009 $103M $50.8M $150M 3.01x G6%I 1% | $62.8M
FY 2010 $104.9M $49.1M $150M 2.97x 61%/65% " | $60.8M
FY 2011 $106.4M $48.6M $150M 2.78x ST%/61% | $59.1M
FY 2012 $105.2M $53.8M $150M 3.35x 47%/54% 7 | $59.9M

The Company's request was structured to answer the demand of public officials in
Philadelphia and Harrisburg to “{ix” PGW — over time — and put the Company on the road to
(inancial stability. Management has done what it has been asked to do. With reluctance, it now
asks the customers, through the PUC, to make an additional effort to assurc the continued salc
and reliable delivery of natural gas in Philadclphia. As the calculation attached o these
Exccptions as Appendix A, show, cven the full rate increase will result in only modest hikes [or
any customer class, especially considering that the last increase was almost five years ago.

In contrast, the minimal increasc offered by the RD will leave PGW "on the knile's
cdge,” with virtually no margin or surplus to weather any crisis and even put its bonds in
Jeopardy of being downgraded to junk bond status. The lact is that the investor community is
looking to the outcome of this case 1o determine whether the Commission understands PGW's
problems and is prepared to help it deal with them. A minimal increase, such as $25 million,
will send the exact opposite signal.?® [n today's environment, being downgraded to junk could

well make it financially prohibitive for PGW to obtain the capital it nceds to continue to

2 PGW MB App A, p. 6.

The second figure is Debt-to-Equity Ratio calculated on the realistic assumption that PGW will not receive
rate relief unti] FYE 2008. PGW Exh. JRI3-10. p. 2.

PGW St. 3R a1 2-3, 10-11.
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function. At the very Icast, the Company's ability to continue the progress that all the partics
have acknowledged PGW has made in the last several years will be in scrious jeopardy. As these
exceptions will show, cven to take the Company out of "crisis" mode would require an increase
of at least $50-60 million.”> And PGW's rates nced (o be increased by $70.1 million just to put
the Company in the same rclative linancial position it was in [ive years ago after the PUC's last
basc rate decision.” Indeed, as can be seen from the data above, a material increase would not
produce improvement overnight. But it would clearly signal that this Commission is commitled,
with the Company, to scriously addressing PGW's chronic problems for the long- term benefit of
the Company, its customers and the City of Philadelphia as well as the Commonwecalth as a
whole.

In addition to these crrors, PGW also will show that the Commission erred in rejecting
the Company's proposal to retain the proceeds it receives from natural gas ofT-system sales and
capacity releasc transactions to be usced cxclusively to fund construction projects. While these
[unds - projected 1o be about $10 million each year over the five ycar planning period — now go
to reducing the Company's purchased gas cost rate (GCR), it makes far more sensc to use them
as a source ol internally generated funds to fund construction. PGW showed that cuslomers
would save tens ol millions of dollars in borrowing costs if PGW could reduce its long-term
borrowing by using these [unds instead. Thus, PGW's internal generation problem could be
addressed without increasing rates 1o customers. Most Pennsylvania natural gas companics have
some type of sharing arrangement where some portion of these proceeds go to shareholders.
PGW is only suggesting that ratepaycers, receive the benefit of thesce sales in a different way,

making its proposal cxtremely rcasonable. At the very least, the Commission should direct that

- See, Scetion H{AY4)}&(5), infra.

# See, Scction IEAX2), infra.
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al least some portion of these {unds be reallocated to fund construction and order that the cxact
percentage should be determined in PGW's next GCR proceeding.

PGW also excepts to a scrics of pro forma expense adjustments that should not have been
made by the ALJs. While the linancial impact of these adjustments is small, the RD's
recommendations that PGW's test yecar income be adjusted for these items are cither not
consistent with the clear evidence or arc otherwise erroneous.

[n addition, PGW cxcepts to the RD's reccommendation that the Company create a "bad
debt tracker” to account for the alleged effect on bad debt expense of new CRP customers. PGW
will show that such a clause is barred by the Public Utility Code, would single out only onc of
many reasons PGW's bad debt expense may change prospectively, and was soundly rejected as
"single issue ratemaking" when PGW proposed a similar clause several years ago.

With respect to cost of service and allocation of the proposed rate incrcase, PGW
continues to submit that its proposcd cost of service study and allocation of proposed allocation
of increase makces the most sensc, all facts considercd. The summary results of the RD's
recommendations, as PGW interprets them, arc attached as Appendix "A" (o these Exceptions.
This Appendix also shows for cach gencral customer class the effect of rate increases of $50, $70
and $100 million. PGW also excepts to the RD's recommendation that it immediately reduce its
interruptible transportation rates to "cost” rather than continuing the present practice of pricing
them in relation to the customer's alternative fuel source, producing contributions to help keep
the rates of firm sales customers lower.,

PGW also urges revision to the RD's call that the Company "immediately” implement an
EFT option for late paying customers as an alternative to remitting a deposit. In fact, the record

shows the Company cannot implement such a program until the next calendar year. With one

TIAR:74690.1/PHI2 1 1-236005 -9-.



cxception, the Company also supports the RD's recommendation that the Commission adopt

PGW's proposed rules and regulations in its tari{l in order to streamline and update those
‘28
[)]'OVISIOI]S.

EXCEPTIONS

1. The RD Erred in Recommending Only a $25 Million Rate Increase For
PGW.

The RD rejected PGW's extensive evidence of test year revenue requirement in two
senlences.,
The record shows that PGW has adequate income to satisfy
its bond covenants in the test year and that PGW will have cash on
hand at the end of the test year. PGW has failed to prove that it
needs a rate increase in the test year, The five yecar planning period
is rejected becausce it is not appropriate for ratemaking.
After reviewing the evidence in the record, we accept the
recommendation [rom the OTS to grant an increasc of $25 million
and deny the request to retain the revenues associated with off-
system sales and capacity releases. In addition, the expenscs that
were disallowed will not be deducted from the rate increase.®
The ALJs' recommendations refiect several critical errors, as described in the next pages.
First, they lailed to even consider that PGW justificd at Icast a $70.2 million rate increase simply
by comparing the Company's pro forma revenues, expenses and income (o the levels granted by
the Commission in the Company's last two base rate proceedings in 2001 and 2002, Second, the
RD erred by refusing to examine any of PGW's [ive-year planning period data and by
mistakeningly concluding that PGW's revenue requirement justification was based on "oul-of-

period” claims when, in fact, PGW used the forecasted data to show the extent of its financial

problems and how various levels of rate increcase would address those issues. Further, the RD

PGW also excepts to the RID's proposal that PGW be required to supply data regarding a historical dispute
with the School District of Philadelphia, as the tariffl provision that the ALJs stated should be complied
with was not crracted until 2003.

RD at 35; see alfso, Conclusion of Law 7, Ordering 4 1.
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failed to consider that a $25 million rate increase would do virtually nothing to ameliorate
PGW's massive amount of debt in its capital structure, a level that is imposing cnormous costs on
customers and is creating a risk of further downgrade if left unchecked. Finally, the RD flailed to
take account ol the fact that the Company is not producing any cash working capital from the
rates il charges customers, a fact that will not change cven il it receives a $25 million rate
increase. PGW's legally mandated rate-making methodology — the Cash Flow Mcthod — requires
that PGW's rates be sct to produce a "rcasonable” level of cash working capital. PGW requires a
significantly greater increase if it is to cven have year end cash equal to its outstanding
commercial paper,

2, The RD Erred by Completely Ignoring the Evidence of Record Showing That

PGW Needs a Rate Increase of $70.1 Million to be in the Same Financial
Position as After the PUC's Last Two Base Rate Determinations.

The RD does not even mention PGW's evidence which showed that comparing its more
or less undisputed test year pro forma revenucs and expenses (o the level that was permitled in
PGW's last PUC base rate cascs, the Company's expenses and interest costs had risen by $35
million from the levels authorized in the 2001 case; and its nct contribution margin had
dccereased by $35 million from the 2001 and 2002 cases.”’ PGW submits that the RD erred in

not finding that the Company nceds a minimum rate increase of $70.1 million just to maintain

the status quo from the Company's last two ratc cases.

As noted PGW last increased its base rates in April 2002, when the Commission granted
its request for a $36 million cxtraordinary rate increase.”® That same $36 million increasc was

made permanent when, in August 2002, the Commission approved a scttlement of PGW's $60

2 PGW MB at 30-37.

:3 Petition of PGW For Extraordinary Rate Relief Pursuant 1o 66 Pa. C. 8. § 1308(e), R-0001703410002,
April 12,2002 ("Extraordinary Rate Order”).
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million base ratc request.”’ The 2002 rate increase followed a $33.6 million base rate hike, that
had been authorized by the Commission in the Fall of 2001, after a [ully litigated proceeding.™
The subsequent extraordinary rate increase rescued the Company from a likely downgrade to
Jjunk bond status that would have created a Mnancial crisis of significant proportions.

After the 2002 Base Rate Order, PGW hoped that the (wo base rate increases and the
implementation of a Weather Normalization Clause would stabilize PGW's carnings and cash
flow and permit it to reduce its outstanding short and long-term debt by financing a portion of its
capilal construction program [rom internal sources — key financial problems that had not been
addresscd adequately for many years. Unflortunately, this did not occur. Even before the
increase was linalized, in August 2002, historically high natural gas prices significantly reduced

1
PGW's revenues.”

For example, in FY 2003, the Company’s collections dropped o a
historically low 86.60% (compared to its longer-term historic rate of approximately 92%),
resulting in a loss of more than $40 million in revenues.”> The Company responded immediately
and was ablc to slowly improve its collections (its collection percentage is now close to 96% AR
But these drops in collections, combined with the over $200 million increase in natural gas

expensc since the FY 2001 period (the test year used in PGW's last, fully liigated base rate

proceeding), eliminated all of the cash working capital generated by the base rate increases,

2%

Pa. PUC v. PG, R-00017034, August 8, 2002 ("2002 Buse Rate Order"); PGW 8102 at 2-3. The
settlement was a "black box" setilement in which there was agreement only on the overall increase. Sec,
Joini Petition for Settlement of PGW Buse Rate Proceeding, R-00017034, June 28, 2002, 4 11I{2}. The
settlement also permitted PGW to implement a "Weather Normalization Clause” which protects the
Company from losses caused by warmer than normal weather, and protects the customer from additional
payments when the weather is colder than normal, but does not address lost sales fram conservation or load
loss.

50 Pa. PUC v. PGIV, R-00006042, October 4. 2001 ("PGIV 2001 Base Rate Order”).
i PGW St 2 at 3.

2 fel.

33

PGW St. 6 at 2, PGW Exh. RG-1.
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significantly increased bad debt expense™ and reducing sales. To make matters worse, the losses
in sales were heightened by reduced population and slowing industrial growth in Philadelphia as
well as the generally improved energy efficiency of customer appliances.” As a result, PGW's
current test year net sales margin — the net difference between the total customer charges and the
cost of natural gas included in the rate — is some $35 million [ess than the margins authorized in
the 2001 and 2002 rate cascs.” Sales margin is the portion of PGW's charge from which PGW
must recover all non-gas cxpenses and obtain debt service coverage, cash working capital and
interally generated funds.

Additionally, PGW has sufTered a continued material increasc in several expenses which
were beyond the control of management to control in a material way, including intcrest cxpensc
(an increase of $16 million), healthcare costs ($11.5 million), and pension costs ($13.7 million
increase).”’ Overall, PGW's operating and maintenance expenses, depreciation and interest
expenses have increased approximately $35.2 million since its last fully litigated case in 2001,
and its profits on gas sales — from which it obtains all of the funds it nceds to meet the bond debt
service coverages and cash working capital — has dropped by around $40 million® The
following table shows the net affect, in comparison to PGW's final test year claim, with all

disputed expense adjustments included:.

'” See, PGW Exh. JRB-16. PGW's allowance for Bad Debt expense in the 2001 rawe proceeding was $55.6
million. PGV 2001 Base Rate Order, Order on Reconsideration, Schedule 1 (Income Statement). Since
that time, ils actual Bad Debt Expense has ranged from $51.5 million o $85, $71 and $80 million. FY
2006 Bad Dcbt Expense, reflecting the significant improvement in collections, was $40.1 million. PGW
Exh. JRB-16.

~‘5 PGW St. 2 at 4-6.

i See, PGW Exh. JRI3-3, PGW LExh. JRB-11. The total margin loss is $40 million offset by approximately
$3 million gain in Other Income. See, Table 4,

7 PGW St. 2 at 4; PGW [xh. JRB-3.

i PGW St. 2 at 4.

kY

Id. a4,
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Table 4

Comparison of Prior PGW Rate Awards™

2001/2002 2007 Diflerence
Total Non-Fuel Operating Expenses $239.3 3255.35 $16.2
Interest Expense 357.8 376.7 5189
Non-Fuel Operating Expenses + $35.1
Interest
Contribution Margin $379.2 $339.0 540.2
Less: Other income 36.1 $11.3 ($5.2)
Net Conlribution Margin Loss $35.0
Total Net Contribution Margin & $70.1M
Expense Loss

The derivation of the above figurcs, which are [ully set forth and supported in the

record,”’ shows that even accepting all of the RD's pro forma adjustments, a $25 million rate

increase docs not even start to address PGW's deficiencies. While the OTS and OCA raised

. . . . 42
arguments against this comparison approach, all of which PGW compietely rebutied below,

30

H

PGW MB, App. B, p. 2. This comparison includes all disputed pro forma test year adjustments and
calculates bad debl expense on total gas revenues (as the RD recommended) rather than on total revenues.

PGW M3 at 32-37.

OTS first claimed that it was simply impossible to compare the PUC allowances in one case with a wtility's
claim in another because the test year and levels of revenues and expenses are different (OTS St 1SR at
10-11). But the PUC was using the same ratemaking method — the Cash Flow Method — in both cases and
used the same fiscal year budget approved by the Gas Commission as a test year. There have been no
material changes in accounting or ratemaking policy since 2002, Thus, there is nothing to skew the results,
The OTS also claimed that PGW's analysis inappropriately merged the 2001 and 2002 cases to arrive at the
authorized level of income resulting from the two cases (fd. at 11). But PGW explained that the 2002 case
had been resolved by settlement and did ot include any speeific findings regarding individual rate
clements other than the overall level of inerease — $36 million — atlowed; it is this revenue increase number
that PGW used in its analysis. PGW M3 at 36.

Finally, the OTS argued that PGW's comparative analysis was flawed because it overstated the
level of income permitted by the PUC in the prior 2002 Exiraordinary Raie Proceeding. They claimed
that, in that decision, the Commission actually authorized PGW (o carn just 344 million and pointed to the
summary income statement included with the Commission's Order as support. OTS RB at 21. But the
Order they are referring to was temporary, focusing only on the level ol rate relief needed to mect
minitum coverage levels (Extraordinary Rate Order at 18, 28), and specilically indicated that "to a large
extenl, PGW's revenues and expenses will be {ully litigated in the context of a base rate case.” Order at 14,
But, the Iinal decision in the base rate case was the product of a scttlement in which all parties, including
OTS, agreed that the decision "does not reflect or constitute the recovery of any individual expense claim
or revenue assumption...." PGW MB a1 36, n. 93, Lven il one were to look at the PUC's interim
Extraordinary Rate decision in that case, OTS completely ignores the fact that the allowed net income —
before payment of the $18 million City Payment — was $61.9 million, not 344 million. Obviously, since
the payment of the City Fee would be an additional obligation {which the City has provided (o the
Company for its bencefit), the appropriate authorized income from that Order with which 1w compare is
$61.9 million. Compared to the ALJS calculated net income with a $25 million rate increase (540.3
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none of the parties, nor the Recommended Decision, ever attempted to explain the fundamental
inconsistency between their recommendations and the results of this comparative analysis. If, in
2002, the PUC determined that under PGW's "Cash Flow" ratemaking mcthodology a certain
level of contribution and net profit, alter covering legitimate expenses, was necessary 1o give the
Company a reasonable level of debt service coverage (not the bare minimum), a rcasonable level
of cash working capital and a level of carnings that could permit it to reduce its dependence on
external financing, how is il that, now, five years later, when PGW's expenses and interesls have
gone up $35.1 million and its net contribution margin has gone down $35 million, that only a
$25 million rate increase is justified? The irrefutable conclusion is that the RD's
recommendation does not even cover PGW's experienced changes since 2002 and the ALJs'
recommendations is per se inadequale; thus PGW has justified a minimum increase of at least
$70.1 million,

3. The RD Erred in Concluding that PGW's Claimed Revenue Requirement

Was Based on Data Outside the Test Year and that PGW's Five-Year
Financial Forecast Should Not be Considered in Sctting Rates.

The RD twice rejected PGW's presentation of five-year forecast data and then rejected
most of the Company's $100 million claimed increase, apparently accepting the misstatements ol
OCA and QTS that PGW's ratc request was based upon its projected financial results after the
test yc:ar.43 The RD thus reflects several errors.

First, the notion that PGW's rate increase request justification flowed from financial data
outside the test year is simply wrong. The inadequacy of PGW's present ralces is reflected both

e . - . R . A4
within the test year itself as well as by examining of planning period data.”™ As noted above,

million), PGW's rale increase would still have (o be $46.6 million in order to meet even that level of
income, ($61.9 million less $40.3 million = $21.6 million + $25 million).

3 See, RD at 21, 47,
H See, PGW RB a1 21.
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PGW demonstrated that its present rales are seriously deficient compared to the Commission's
last rate awards; this analysis was bascd on test year data.™ Moreover, the Compuany's analyses
of 1ts cash working capital deficiency again was based on the Company's lack of any non-
borrowed cash working capital projected for the test year — in addition to data outside of the test
yem‘.’“’ Finally PGW's complete reliance on the 1ssuance of long term debt to finance 100% of its
construction needs again was demonstrated by obscrving that PGW's test year debt-to-cquity
ratio i1s an unacceplable 83%, it only gets worse post-lest year."’

PGW did use its live-ycar financial forecast lo provide the Commission with valuable
indicators of the scriousness of its present financial difficultics, and to provide guidance on what
level of rate increase will address these financial deficiencics. To the extent the RD rejected the
usc of thesc forecasts for these purposcs, this was a serious error,

The forecasts submitted by PGW arc regularly prepared in accordance with a rigorous
process, and PGW's financial experts (estified to their approprialencss as a reasonably reliable
planning and projection tool.™ Use of such [uture projections to assist in the determination of
test yecar revenue requirement is not unpreccdented. While the RD points out that post-test year
considcrations usually extend o more than 6-12 months after the end of the choscn year,” there
is no hard and fast legal prohibition against considering a longer-term period in order to

. . . 50 . . .
determine representative conditions.™ In fact, the Commission has considered data well into the

i See, Scction [I{A)2) supra.
o See, Section [{A)(S) infra.
7 See. Section 1{A)(4) infra.
" PGW MB at 25-29; RB at 21-23; PGW St. 2 at 14, The criticism leveled at the lorecasts by OCA and OTS

(and repeated by the RID (at 493) — that they involve projections — is obviously specious. All forecasts
involve projections and estimates of fulure costs.

See, RD at 20, Indeed, in this case, both the QCA and the OTS recommended that PGW's required pay-
back of its City Loan — not to occur until FY 2008 - should be recognized in rates. See, RD at 52.

5 PGW MI3 a1 25.
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[uture when appropriate. For cxample, electric utilitics' stranded costs were established using
calculations of nel energy costs 10-20 years into the future,” white the used and uscfulness of
power plants similarly has been reviewed based upon their need beyond the test year.™

Moreover, using linancial forecasts is particularly appropriate for PGW because it is
regulated on a Cash Flow Mcthod basis. The Cash Flow Method requires the Company's rates to
cover expenscs, debt service coverage, and amounts necded to finance construction or (o pay
down debt (when no longer prudent to borrow), as well as an allowance lor cash working capital
— but provides no return on investment 1o sharcholders.™ Thus, the levels PGW needs to cover
for any of these items in a particular year are related to PGW's experience in prior ycars. For
example, PGW's complete lack of internally generated cash working capital in the test year (the
cash it does have is completely borrowed) is dircetly related to the loss of margins and increased
expenscs the Company has experienced over the last lve years. Similarly, the level of rale hike
approved today will affect PGW's debt level, not only in the test year but over the next five
years.

Frankly, while PGW's cntire $100 million rate request is justified by test year data alone,
it makes little sense to 1gnore the indicators of a deepening financial crisis that make the need for
a rale increasc bascd on test year data even more compelling. For example, while PGW's debt
service coverage requirements are met in the test year, PGW will fall below the 1.5x on its 1998

bonds required by its bond ordinance covenants by FY 2009 (12 months ending August 31,

3 1d. a1 26,
s ld..a127.
53

PGW M at 27; RB a1 21-22, The R (p. 10} did not make an explicit ruling about the clements of the
Cash Flow Method, but to the extent that the decision is read to suggest that the PGW Cash Flow Method
does pot require the Commission to set just and reasonable levels of rates to cover all of these items, this
was error mid PGW excepts.

-17-
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2009).>* Even with a $25 million rate incrcase, PGW's projected debt service coverage would be
so low in FY 2010 (12 months ending August 31, 2010) that the Company would be required to
file for another rate increasc by January 2008 in order to be able to collect a full fiscal year's
revenues in order 1o be assured that it will not violate its bond covenants and suffer a default.*® 1t
is respectfully submitted that these projections alone justify a significantly greater rate increasc
in order to remove the Company from this "knife's edge” of financial default. The five-year
projcctions also show that granting the full increase would, once and for all, place the Company
in a secure position with respect to debt service coverage by FY 2012.°% Il the Company and the
Commission, as partners, arc going to be successful in placing PGW on the path to financial
stability, an analysis of where the Company is projected (o be heading in the next several year is
crucially important in the decision-making process and shows how much the Company is in need

of a significant rate increase,

4, The RD Erred in Failing to Recognize That Reducing PGW's Test Ycear and
Projected Debt-to-Equity Ratio Justified its Proposed Rate Increase.

The RD's summary dismissal of PGW's ratc increase request on the ground that it
appearcd that the Company would meet its debt scrvice coverage requirements in the test ycar
and had "cash on hand" at year end completely ignored one of the most scrious financial
concerns facing the Company today — the enormous amount of debt in PGW's capital structure.
While no explanation was given, it appears as if the ALJs incorreetly concluded that the financial

concerns caused by the excessive amount of debt in the Company's capital structure either were

54

POW MB, App. A, p. 3. PGW's FY 2008 debt service coverage will be so low (1.52x) thal it would Tikely
have to file for emergency rate reliel before the end ol that fiscal year il it did not receive rate relief here.
lel.

3 PGW MR, App. C.p. 3.
PGW MI3 at 42-44, Table 3 supra.
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not a test year problem or were not properly considercd under the Cash Flow Method of
ratemaking. Ncither ol thesc conclusions is correct.
First, PGW's Cash Flow Method as set forth in the Management Agreement Ordinance,
which this Commission has stated in the past defines the ratemaking method that must be used 1o
sct rates for PGW, contains a specific provision authorizing the Company's rates to be sct to
producc dollars:
To provide appropriations, to the extent not otherwisc provided for

prepayment of debt and for capital additions which have been
determined by the...Commission to be reasonable . ...

The record is replete with evidence that it is not only rcasonable but essential that PGW
begin to fund a portion of its necessary capital additions and to retire existing debt from rates,
rather than rom external financing, so as to begin to reduce its heavy reliance on debt. The most
important evidence is that since 1993, PGW has had no internally generated funds and is totally
dependent upon the sale of bonds to finance its capital improvement prOgram.SH As a result, the

Company is drowning in debt, with a test year debt-to-cquity ratio of 83%, and this lcvel

projecting to increasc o 89% by FY 2012,

The 83% debt level is not only wildly out of synch with other municipal gas companies
and investor-owned utilities,” it is also adding to the Company's financial risk. [t is for this
rcason that two dilferent municipal finance cxperts testifying on behalf of PGW stated that the

. . . . . . . 6l
Company needed to begin to reduce its reliance on external financing to avoid a (inancial crisis.”

* PGW MB at 16-17. App. D; PGW Rejoinder Exh. 1 (Bogdonavage).

5% PGW M3 at 42-43, PGW St. L a1 2.

» PGW MB, App. A, p. 5.

o PGW St. 3at 15; PGW St. 3R at 8-12; Exhs, BB-3. 4.5,

ol PGW St. 3 (Bisgaier) at 14; PGW St 3R at 11-12; PGW St. 4 (Krellensteiny at 4-6. Mr. Krellenstein, the

Managing Dircctor of JIP Morgan's Encrgy Group stated that PGW was viewed by the investment
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Most importantly, this total reliance on external financing is imposing cnormous long-term costs

: . - .
on ratepayers. Currently, just this debt load alone costs customers $96 million a year,*

Morcover, 1t is important to understand that for cvery dollar of debt that the Company
incurs, it must recover in rates not only the associated debt service but also an additional 50% to
cover the debt scrvice coverage required by PGW's bond ordinance.”® As a result, customers
must pay $1.50 for the cost of every dollar borrowed to pay for the capital program. In fact,
PGW presented testimony showing that, duc to this 1.5x coverage phenomenon, it is actually
cheaper for customers o incur a rate increase 1o fund nccessary construction rather than having
to pay the costs associated with the Company's issuance of additional long-term debt.™
The ALJs' recommendation not only fails to discuss these critical factors, it also negleets

to consider how their $25 million rate increase would allect the problem. In fact, a $25 million

: , , , s
rate increasc would have no effect — producing virtually the same tevel of debt in the test year™

and in FY 2012 (81-82%)6(’ as PGW has now (83%). Morc troubling, because PGW would be
forced to issuc additional long-term debt in 2009 and again in 2011, a $25 million rate increase
{and any subsequent increases that did not allow PGW to producc internally generated funds to
[inance construction) would mean that the Company and its customers will incur an additional

$50 - $52 million in annual debt service and coverage requirements by FY 2012 - and

community as "one of the weakest (from a financial and credit risk perspective) large municipalities in the
nation.” fd. at 3.

o2 PGW App. A, p. 3 (total debt service on 1975, 1998 and 1998 subordinate bonds).
63 PGW M3 at 43-d4.
o PGW St 2at 12-13; PGW St. IR at 13-15, PGW Ixh. SPH-3.

. App. C, p. 3. The debt-to-cquity ratios on App. C and JRB-10 differ because JRB-10 was caiculated on a
realistic basis, f.e., that PGW would nol receive a rate increase until FY (ending) 2008,
e PGW RI at 40.

o7 PGW MB at 53; T, at 745-46.
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ratepayers would be forced 1o pay this additional amount for the next 27 years.®™ It is hard to

understand how the ratepayers' best intercsts are served by forcing them to incur rate increascs of
some $1.4 billion ($50- $52 million over 27 years) in order 1o avoid some $375 million in ralc
increascs over the next five.

PGW's $100 million rate increase was designed to give the Company the abtlity to
internally fund a large portion of its annual capital program and to retirc a portion of ils existing
debt. The Company projected that with the full rate increase (plus retention of off-system sales
proceeds), the Company's debi-to-cquity ratio will be reduced close 1o 50%/50% (54%) by I'Y
2012, a level deemed acceptlable by PGW's municipal finance experts.®” This level would finally
put the Company on a financially sccure position and assure PGW's ability to provide sale
adequate and rcliable service on an ongoing basis.™

The opposing parties had little to say about this crushing problem, other than to claim that
it should be ignored.” Interestingly, OCA's overall accounting witness, Mr. Lelash, while
disputing the nced lor PGW to achicve a 50%/50% debt-to-equity ratio, agreed that PGW's debt

level was too high and claimed instead that a 70% debl-to-cquity ratio was a more reasonable

o .

“ PGW MB at 46; PGW St. 3 at 15; Exh. JRIB-10. Ona "pro forma™ basis, i.e., assuming PGW actually
received the rate increase in FY 2007, PGW's FY (ending) 2012 debi-to-cquity ratio is projected 1o be 47%.
PGW MB App A, p. 10. Of course, PGW cannot actually receive a rate increase in FY 2007, which ends in
a few days.

o Idd.

" Both also argued that i€ the City would simply torgive the $45 million loan - due to be paid back in FY

2008 — a $25 million rate increase would be sufficient to address PGW's debt problem. OTS RI3 at 3, 24-
25, OCA RB at 10, 13-15. In facy, the testimoay is that the City has provided enormous support for PGW
over the last several years and will continue to do so, to the tune of $200 million by FY 2012; to ask the
City to iind another $45 miillion, and forego some other municipal need — such as police or fire protection —
is plainly unrcasonuble. Morcover, PGW showed that trying to force the City to make even greater
contributions to this roubled utility would not only be illegal but, just as importantly, would not solve the
probleny; even if the City forgave the City loan, PGW's debt ratio (with a $25 million rate increase) would
still stand a1 80% in FY (cnding) 2012, PGW M at 58; RB a1 39-40.

221 -
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goul for the Company.” However, the evidence shows that PGW needs at least a $50-$60
million rate increase from this case in order to be able to reduce its debt percentage to roughly

70% by FY (ending) 2012.7 Indeed, the Commission needs to grant PGW at least $50 million in

order to make any material progress in reducing its debt-to-equity over the next five years. Here
is PGW's projection of the debt-to-cquity levels associated with various levels of rate increasce,

recognizing that any rate incrcase here granted can only take effect in FY 2008:

Projected
Rate Increase FYE 2012 debt level %
$50 M 70%"
$60 M 67%"
$70 M 64% "
$80 M 62%"
$90M 59%°
$100M 57%"
$110M 5447

5. The RD Erred By Concluding that a $25 Million Rate Increase Would
Provide Adequate Cash Working Capital.

As noted, the RD recommended a $25 miilion ratc increase apparently on the notion that
PGW had sufficient cash working capital and liquidity (available cash working capital plus
available short-term borrowing capability) because PGW showed “cash on hand at the end of the
test year."> Apparently, the ALJs assumed that if PGW had year-end cash flow at present ratcs,
it would have adequate cash working capital with a $25 million rate increase. This conclusion
could not be more incorrect. PGW's lack of sufficient cash working capital is an enormous

problem that must be addressed in this casc. A $25 million increase will not remove the risk that

& PGW RB at 40.
73 PGW Exh, JRB-10, The rate increase 10 hit 70% exactly by the end of FY 2012 was extrapolated on the
basis of the average reduction in debt-to-cquity ratio for every 310 million of rate increase shown on that

exhibit,
H PGW Exh. JRB-10,
* RDD a1 55,

[ O]
B8]
1
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the Company will not be able 1o pay its bills if it cxperiences almost any significant increasc in
cxpenscs, such as if natural gas prices return to post-Katrina levels. Moreover, the RD would not
only leave PGW with no nct cash working capital being produced from rates, the Company
would actually have nggative working capital! This result does not even satisfy the legal
requirements of PGW's Cash Flow ratemaking method which provides that PGW has a legal
right to rates that contain a “reasonable” allowance for cash working capital.

Like any operating utility, PGW has a nced for cash working capital —a cash allowance
to permit the Company 1o pay its expenscs and debt service when they come due in advance of
receiving the revenues [rom customers.”® Unlike other companics, however, that have investors
who loan the utility cash working capital — and accordingly pay investors a return on the "loan”
by having a cash working capital amount added to utility’s rate base (on which they carn a rate of
rcturn) — PGW has no investors and is not regulated using a rate base. Thus, it must receive its
cash working capital from the rates it charges lo customers.”’

To be sure, PGW is NOT looking to ratepayers as the solc source ol necessary cash (low.

PGW's cash flow statements’™

show that PGW alrcady accounts for and utilizes all available
sources of cash flow, including depreciation, bond proceeds to finance construction, carnings
. . . 0 . . ..

from investments and the like.”” Morcover, to provide supplemental liquidity, PGW has a tax

exempl Commercial Paper program backed by a letier of credit that has a $150 million limit.*

The Commercial Paper program is designed to help finance the purchase of gas inventories and

7 PGW MB at 39-42; PGW RB at 25-36.

7 For PGW this need is most acute at the end ol its fiscal year (August) because it must have funds built up to

pay lor gas and other expenses prior to receiving revenues from winter sales. fel.

b See, e.g.. PGW Exh. JRB-13A p. 2; App. A, p. 2.
» Tr. al 332,
% PGW St 3 at 6-8; PGW St 3R at 5-7.
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accounts receivables during periods of low collections in the year®' There was no dispute by
any ol the partics that PGW necded its $150 million Commercial Paper Program line of credit to
be fully available at the end of its fiscal year in order to have sufficient liquidity to be able to
finance gas purchases and other expenses during the lower colicction months Icading up 1o late-
January and through January through May — when PGW collects most of its revenues.* It was
also undisputed that, in addition to its commercial paper, PGW needed an amount of cash
working capital [rom its rates to supplement it short-term Commercial Paper program in order io
be assured that it will be able to pay all off its bills when due.*

Unfortunately, because PGW's present rales are not producing any additional cash, PGW
has been forced to issue commercial paper just to be able to have any year-cnd cash working
capital available.™ The result is that PGW's actual year-end cash is negative:

Table 5

Total CWC-Present Rate

Test Year End Cash at Test Year Qutstanding Total Cash Working Days of Liquidity
Present Rates Shert Term Borrowing Capital From Present (cash + short term
Rates borrowed)
$51.6M™ $153M (8101 4M)* 39

* (153M less $51.6M)
It is simiple mathematics that if PGW is only able to produce cash working capital by
borrowing from other sources — sources thal themsclves are supposced to be fully available (o

provide short term liquidity — the Company's total liquidity {cash working capital plus short-term

# Id.
PGW St. 2 at 7; PGW Cross Exam Exh, 3; Tr, 809-10 (OCA witness Lelash),

8 Id. PGW wilness Bogdonavage lestified that in today's environment, PGW should have $55-560 million in
year end cash in additjon 1o its entire, $150 million Commercial Paper program available. PGW St. 2 a1 7,

* PGW St 1R at 2-4,

85

PGW App. A, p.2. Calculation of TY Ending Cash Assuming TY Bad Debt Expense calculated on Basis of
Total Revenues. Calculating bad debt expense on the basis of gas revenues only, PGW's end of year cash
would be $32.9 million and its non-borrowed cash working capital would be (3100, 1M).
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borrowing) is deeply and scriously deficient. While PGW presented testimony that a standard
"minimum level" of cash or liquidity for municipal utilities was "200 days" of expenses,™ with
most municipal utilitics having far more,"” PGW's liquidity at present rates equated to just 39
days.™ In fact, while PGW is projecting it will have some $53 million in (borrowed) cash, it has
not been able to finish the year with that much since FY 19951%

No single fact could better demonstrate PGW's acute cash and liquidity shortfall than the
fact that at its low point in January, 2006, PGW — a company with almost $1 billion in annual
expenses — had just $4 million dollars of cash available and had reached its available commercial

)

. . P ¢ . . -
paper 1ssuance limit.”" It had not been able to convinee the consortium of banks that support

the Commercial Paper program to increase the limit on its letter of credit by another $50 million,

91
L.

PGW would not have been able o meet a JTanuary natural gas supply bill.™ The conclusion that

must be drawn is that without rate relicl, PGW is in perilous danger of not being able to meet its

oblizgations in the face of an emergency.

Unfortunately, with a $25 million rate increase the Company's circumstances arc not
much better. Using the RD's own calculation of year-end cash and short term borrowing, and
cven with a $25 million rate increase, PGW's non-borrowed cash working capital continucs to be

ncgative and no cash working capital would be produced from rates:

8o PGW MDB at 44 RI3 at 26-27.

¥ PGW St 3R, Exh. BB-3-4; Ms, Bisgaier's survey of water and mixed service municipal utilities showed

that overall, these companies reported having over 2,000 days of liquidity, with mixed use companics
reporting 691 days. /.
5 PGW MB at 42.
RID at 49, For some reason, the OCA has offered this fact as an argument against PGW's rate requust,
when, in fact, it 13 just the opposite, PGW's inability 10 even produce that much cash — even with the
availability of its Commercial Paper program - is a symptom of how troubled PGW's cash working capital
situation really is,
PGW St. 3 a19-11; PGW St 3R a1 6-7; Tr. at 549-31.
ot I

90
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Table 6
Total CWC - $25M Increase

Test Year Quistanding Short Total Cash Working Days of Liguidity
Test Year End Cash at Term Borrowing (As Per Cuapital from Rates* (cash + short term
$25M Rate Increase (as Rl))“2 borrowing)
Per R Sum Sheefs)
$57.4M”7 $112,500 (855.1M) 59.8™

* (112.5M less $57.4M).

Morcover, the record shows that, il natural gas prices were to return to post-Hurricane

Katrina rate levels, a $23 million rate increase would have left PGW $2 million short of the

necessary liquidity it needed (i.c., cash plus commercial paper) to pay its obligations in January

2007 (the fest year) and it would be $13.1 million short in January 2008.” Importantly, this cash

deficicncy would come at the end of January aflier PGW has utilized all its available short-term
borrowing: in other words, in these scenarios PGW would have no source of cash working
capital available to pay its bills, other than the "last ditch" alternatives, which are akin to selling
one's car 1o pay the rent.” Failure to pay its bills when due is a violation of PGW's bond
ordinancc covenants.”’ Plainly, the RD's $25 million rate increase recommendation is grossly

deficient from a cash working capital standpoint.

92

fd. (390M in outstanding commercial paper plus $22.5M outstanding City Loan.)
RD, App. A, Cash Flow Statement,

Total RID Operating Expenses ($8Y3M) less depreciation expense ($38.2M) = $854.8M, divided by 365 =
2,342 duys. Available liquidity: $60M commerciul paper, $22.5M available City Loan and $37.4M cash) =
$14OM divided by 2,342 = 59.8 days.

93

94

o PGW M at 50-51.
e fd.
" PGW M at 20-21.
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The RD's recommendation is also inconsistent with PGW's Cash Flow ratemaking
method, the formula that the Public Utility Code requires the PUC 1o use to set PGW's rates.”
As previously noted, the Commission has previously ruled that specific clements of the Cash
Flow Method formula are set forth in the Management Agreement Ordinance.” That Agreement
states that PGW is legally entitled to an allowance in its rates (or "reasonable” cash working
capital. Scction VII{1) of the Management Agreement Ordinance states that PGW's rates "shall"
be fixed so as to ensure revenucs "at lcast sulficient to provide cash, or equivalent, for working

190 The uncontroverted evidence in the record is that PGW's rates

capital in rcasonablc amounts,'
with a $25 million increase will not produce any working capital — all of the cash it will have on
hand will be borrowed. Thus, this legal standard plainly will not be met. The RD did not cven

101 . -
Morcover, onc must question whether any other mgjor

comment on this key legal deficiency.
utility in this Commonwealth would be consigned 1o having to borrow its working capital
allowance rather than being able to charge rates that put it on a reasonable footing from a cash
working capital standpoint.

Clearly, PGW's hquidity deficiencies justify a substantial rate increase. While the RD

didn't even bother to rule on the controversy, and as noted previously, PGW submitted testimony

o PGW MD at 15-20.
" Id.
1 PGW RB at 19,

ol OTS wried to argue that the Managememt Agreement's "cash working capital in rates” requirement was mel

by PGW's short term commercial paper line of credit or by selling other short 1erm assets such as accounts
receivable or gas inventories. OTS M3 at41. But, the Management Agreement requires that rates reflect
an allowance for "cash or equivalent,” which the OTS8's own witness agreed did not include the issuance by
PGW of commercial paper (PGW RI3 at 29), And the suggestion that PGW does not need a cash working
capital allowance in its rales because the Company can always sell its gas inventories or ils accounts
recetvable is frankly ludicrous, No healthy going-concern company resorts 1o such methods 1o pay their
bills and any such regular activity by PGW would clearly signal to the investment community that PGW
was in cven more trouble than they had believed. PGW RB a1 30-34. The PUC has, in the past. considered
—and rejected — a "balance sheet approach” to calculating a utility's cash working capital need. See cascs
cited at PGW RB at 22, n. 109,
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that a "minimum standard" for municipal utilitics was 200 days of cash.'” Even considering
both cash and PGW's short term borrowing capability, PGW's $100 million proposcd rate
increasc (plus $10 million off-system sales) wouid produce just 72 days of liquidity in the test
yenr.””

OTS and OCA, however, are likely to insist that it would be more appropriate to usc a
more conventional measure of cash working capital used by investor-owned utilitics, the "45
day" or "1/8"" method. But even with this alternative approach, PGW's non-borrowed cash
working capital would not come anywhere near meeting this standard even if PGW were granted
its entire rate increase request.'™ In fact, even if onc were 1o put aside the fact that PGW's end of
year cash is borrowed, PGW's raic increase would still have 1o be $85 million to provide the
105

Company with 45 days of year-end cash.

PGW submits that the most conscrvative cash working capital allowance would be onc

that provided the Company with the same amount of ycar-cnd cash as its outstanding commercial
paper at that point in time. With a $25 million rate tncrcase, the RD calculated that PGW would
have $57.4 million in ycar-end cash and $90 million of outstanding commercial paper

borrowing, Accordingly, PGW's rale increase would have 1o be $57.6 million (in total) i order

. : . . P Loe
to have its year-cnd cash equal 1o its outstanding commercial paper (890 million).”™ PGW
submits that the Commission should consider this amount to be the minimum level of increase

that it can prudently consider for PGW under the Cash Flow Mcthod.

oz PGW St. 3 at 10; PGW St. 3R at 8-9; Tr. 761, 771.
103 PGW MI at 44,
fa et

108 PGW MB at 52: PGW RB a1 35-36. As noted, the 45 day or "1/8" method never counts borrowed funds.

fd. a1 35, n. 120,
RD, App. A "Cash Flow Schedule, PGW RI3 a1 35-306.

166
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The RD Erred By Rejecting PGW's Proposal to Utilize the Future Proceeds
From Off-System Sales and Capacity Release Transactions to Fund
Construction Projects.

PGW takes exception to the recommendation denying the Company’s request for
retention of off-system sales margin and capacity releasc credits because the grounds cited for
demal directly contradict current practice in Pennsylvania. The RD's reccommended rcjection of this
proposal is based on the following grounds: (1) PGW failed to prove that retention of this revenue
is necessary; (2) PGW failed to prove that retention is not a violation of the Public Utility Code
and regulatory principles; (3) the proposcd construction projects which will be funded by the
rctained revenues arc not clearly identified; and (4) all customers will benefit from the spending
of the retained revenues instead of just the PGC customers.'”” Each of these bases is clearly
erroneous,

First, the RD suggested that PGW's request was somehow unprecedented, illegal and
contrary to PUC regulations. However, this is completely at odds with the fact that most major

gas utilitics in Pennsylvania are already permitted to retain a portion of these revenucs for the

108

beneflit of shareholders. For the most part, these sharing arrangements were established as

107 RD at 23.25.

) o - . . . . . - .
" I'he following provides a partial list of the sharing mechanisms in Pennsylvania:

Utility Type of Revenue Retained Sharing Mechanism Formula

Columbia Off-system sales margin and capacity release | IF>56M, 50% ol amounts > $6M. [<§6M,
50% ol $6M minus actual annuat 1otal.

NFG Off-gystem sales margin, capacity release and | 25% ol total,
pas storage fill contracts savings
PECO Oflsystem sales margin 25% up 10 $3.5M. 30% of amounts >
$3.5M.
PPL. Off-system sales margin, capacity release and | 30% ol amounts > $600K.

cxchanges/swaps ol natural gas supply

UGI (Penn) | Off-system sales margin, capacity release and | 30% of amounts > $350K.
cxchanges of natural gas

UGI Ofl=sysicm sales margin, locational exchange | 1™ $240K - 0%. $240K to $320K — 100%.
revenues and storage asset management lees 25% of amounlts > $320K
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part of negotiated scttlements of annual Section 1307(f) procccdings.m Il the RD was correct
that such proceeds retention was somehow illegal, none of the sharing mechanisms for other
Pennsylvania gas utilities could have been lawlully approved by this Commission.

Indeed, what makes this recommendation even more difficull to understand is that
PGW’s revenue retention proposal benefits jis customers and not sharcholders.''’ PGW’s
proposal is to use these funds to provide the Company with a source of non-borrowed capital to
linance necessary construction in order 1o try to reduce PGW's extraordinarily high level ol debt
in its capital structure.''’ Additionally, and as discussed above, when funds arc contributed from
these retained revenucs, ratepaycrs pay substantially less to fund capital projects than if these

. . . 2
samg capital projects werc funded through base rates.

Sources: Columbia Gas Tariff - Pa. P.U.C. No. 9, 6" Revised Pg. No. 159, [ssued November 23, 2005, Effective
November 23, 2005; NFG Gas Tarill - I'a. P.U.C. No. 9, 2" Revised Pg. No. 154, Issued July 30, 2004, Elfective
August 1, 2004 & 5" Revised Pg. No. 155, Issued July 29, 2003, Effective August 1, 2005; PECO Gas TarifT— P,
P.U.C. No. 2, 10" Revised Pg. No. 35, Issucd November 28, 2000, Effective December 1, 2006: I'PL Gas Tariff -
Pa. P.U.C. No. 3, 3" Revised Pg. Nos. 8 & 8.1, Issued February 28, 2007, Effective February 9, 2007; UGH Penn
Natwral Gas Tariff — Pa. P.U.C. No. 7. 2" Revised Pg. No. 66, Issued December 1, 2006, Ettective December 2,
2006; UG Gas Tarifl - Pa. P.U.C. No. 5, 5" Revised Pg. No. 30, Issucd November 301, 2003, Effcctive December 1.
2005,

149

PaPUC, cral. v. Columbia Gas of Pennsylvania, Inc., Docket No. R-00049234 (Recommended Decision
dated July 28, 2004 at p.3) & (Order entered Seplember 14, 2004); PaPUC v, National Fuel Gas
Distribution Corporation, Docket Na. R-00049108 (Recommended Decision dated June 3, 2004 arp.d) &
{Order entered July 9, 2004); PAPUC v. PECO Energy Company — Gas Division, Docket No. R-00061501
(Recommended Decision dated August 16, 2006 at p.3) & (Order entered Seplember 18, 2006); PaPUC,
et.al, v. PG Energy, R-00061518 (Reconmended Decision dated September 14, 2006 at p.7) & (Order
entered October 19, 2006} [for UGI Penn Natural December 1, 2006 PGCT, PaPUC v, UGH Utilities, tie. -
Gas Division, Dockel No. R-00050539 (Recommended Decision dated Seplember 30, 2005 at p.6) &
{Order entered October 28, 2005 at p.2).

"o PGW St.] al 5-6: PGW M3 at 48-49,
i PGW Si1 at 5-6.

PGW Si.1 at 5-6; PGW M3 a1 48-49. This is why the RD's suggestion that this proposal is "not necuessary”
is S0 incorrect.
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In PGW's previous submissions, PGW has shown that the other concerns raiscd by the
RD are simitarly without merit.'"" PGW is requesting that the Commission reject the RD's
recommendation and permit PGW to rctain 100% of off-systcm sales margins and capacity
release credits until the Company’s debt-to-cquity ratio reaches 50%.'"™ PGW here reaffirms its

commitment to place all such retained proceeds in a construction fund and to use them solcly to

fund construction projects that have been authorized as part of PGW's capital budget (which

must be approved by the Philadelphia Gas Commission and the Philadelphia City Council).'"”

Alternatively, PGW requests that the Commission approve PGW’s retention of some portion of
off-system sales margins and capacity releasc credits, and defer the determination of the exact
amount ol sharing to the Company’s next Scction 1307(1) procecding.

7. The RD Erred in Adjusting PGW's Pro Forma Income For Various
Individual Expense Adjustments.

(a) Introduction

The RD's recommendation to accept a series of adjustments not othcrwise accepted by
PGW had relatively minor clfect on PGW's pro forma income.''® While the ALIJs' acceptance of
these items was crroncous, their ¢ffect on PGW's core financial measures — debt service, debt-to-

equity ratio and cash working capital — will not be material. Accordingly, the RD's suggestion

H PGW showed that its proposal docs not improperly provide the benefits of these sales to all customers

(rather than just PGC customers) because, on PGW’s system, the gas assets used to make these sales
actually have been procured to provide service to both sales {i.e., PGC) customers and transportation
customers. PGW MDB a1 75-76. Morcover. PGW did not identify specific construction projects that will be
funded by these proceeds: instead it clearly indicated that it would unly use the funds for approved capital
budget projects. [, at 74, No greater specificity is needed,

H See, Section LA, infra which provides a detailed discussion as 1o why the Company's debt-to-cquity

ratio must be reduced 1o 50%,.
s PGW MI3 at 74.

ne See, RD at 28-30 (Bad Debit expense caleulation), 33-36 (Management Incentive Plan), 36-37 (Markeling
Promotion Expense), 38-41 (Lobbying Expense), 42-43 (Injuries and Damages Reserve), and 43-45
{Regulalory Fines), PGW also cxcepts to the corresponding ordering paragraphs in the RD. By the ALJs
own calculation, all ol these adjustments combined witl add just $2.5 million to PGW's pre forma mconme
at present rates. RD, Summary of ALJ Adjustments to Pro Forma Net Income,
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that by not further reducing the recommended $25 million rate incrcasc, PGW will have
additional funds to make a material impact on any of these ilems' "7 is simply wrong and betrays
a lack of understanding of the seriousness of PGW's financial troubles. The only way to make a
malterial improvement in PGW's current {inancial outlook is by granting a considerably greater
incrcase than that recommended in the RD.

8. The RD Erred by Refusing to Apply the Agreed Upon Bad Debt Factor to
Total Revenues Rather than to Natural Gas Revenues Only.

The parties were able to agree on a stipulated bad debt expense [actor of 4.5%.'"*

Considering that PGW has cxperienced factors more than twice as high in the last scveral
years,''” achieving a consensus that 4.5% is a rcasonablc bad debt factor for PGW is a
tremendous achicvement. However, one issue remains: the base to which to apply the 4.5%
faclor. PGW calculates its overall income and revenue requirement on the basis of total revenucs
and expenses. In other words, it includes as part of test year revenues, all revenues 1t bills,
including those non-gas revenues from finance charges (which are late fees applicd lo natural gas
bills), reconnection charges and turn-on charges as well as the revenues and expenses from

PGW's "Parts and Labor" appliance repair plan,'*

By including all ol these revenucs in the
calculation of pro forma revenues, the customers receive a benefit. Since PGW's revenues from
these items are greater than their cost, PGW's revenue requirement is less than it would be iff

b . . .
these revenues and costs were excluded.'?' Obviously, PGW experiences uncollectibles on these

revenues just as it does on all of its billings. Of course, il all revenues are credited lo customers,

" RD at 47.

1 RD at 28.

Lo PGW Exh. JRB-16.
120

PGW MB, App. A, "Appliance Repair & Other Revenues” and "Other Operating Revenues”. The detail of
these items are shown on Exh. JRB-2, pg. 8.

121 PGW MDB al 63-64; PGW RIB a1 10-11; PGW St. 2R at 27.
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all associated expenses must also be credited. Unless the pro forma uncollectible lactor is
applied to all revenues, the uncollectibles on these items will not be recognized and PGW will
not be fairly compensated. Applying the agreed upon bad debt factor only to proposed gas
revenues as opposed to all revenues, as the RD recommendced, reduces PGW's allowance for bad
debt expense (at proposed rates) by some $1.3 miltion. This, in turn, artificially increascs pro
Sforma income by the same amount.

The ALIs appearcd to agree that it would be "inequitable” to inciude revenues from these
items in the calculation of pro forma income and to exclude "these sume revenucs when not
collected as cxpcnso,””‘2 but nonetheless suggested that PGW had not properly developed the
issuc on the record. Moreover, it cited favorably OTS's speculation in its Reply Briel that these
"non-jurisdictional” revenucs were "under the control of the Company” and that PGW could
somchow be accounting for bad debt expensce in the pricing of these services.'

[n fact, the RD was wrong about the lack of record support for PGW's position. The only
testimony on the record on this issue was submitted by PGW accounting witness Bogdonavage
who cxplained in his rebuttal testimony the correctness of applying the Bad Debt expense faclor

to total revenues when those revenues are included in the pro forma income statement, as they

arc for PGW."* OTS never responded to this testimony in its surebuttal or othcrwisc on the

record. Accordingly, the OTS's non-record speculation should not have been considered.
Moreover, this speculation is not only completely unsupported by any record cite but it is

also plainly wrong. First, most of these revenues are not "non-jurisdictional;” almost three-

122 RD at 29.
123 id. at 30,
1 PGW St. 2R at 27.
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quarters arise from latc payment and turn-on charges.'™ Sccond, the fact that a portion come
from non-regulated services - PGW's appliance repair plan — is not a reason to exclude the
associated bad debt from the pro forma expensc calculation because PGW 1s crediting these
revenues to customers. Finally, the notion that these legitimate expenses should be denied
because PGW could somehow be recovering bad debt expensc in the rate it charges customers is
similarly specious. PGW records all of its revenues on a billed basis and all of its bad debt
expense in the expensc item for that purpose.”® So long as all revenues are credited to
ratepayers {(which they arc), then all expenses must be so credited as well.

While it is true that in a prior proceeding the PUC calculated PGW's bad debt expensc by
applying the approved factor to gas revenues only, the adjustment was never argucd and no
record was cver developed on this issuc because the focus in that case was the calculation of an
overall amount of bad debt. PGW's position should be accepted and its allowance for bad debt
cxpense at both present and allowed rates should be calculated by applying the stipulated 4.5%
factor to whatever authorized level of "Total Operating Revenues" the Commission determines
to be appropriate.

9. The RD Erred in Removing the Cost of PGW's Management Incentive
Program From Pro Forma Expenses.

Afier yecars of providing virtually no salary increases to lop management f:mployccs.127
PGW's Board of Dircctors approved a Management Incentive Plan that awarded one-time

payments of between 2.5% to 18%, with an average award of less than 10% of base salary, 1o 55

top managers based upon their performance in contributing to various operational and linancial

Only about 27% of these revenues could be characterized as "non-jurisdictional.” JRIB3-2, p. 8.
See, e.g., PGW Filing Requirement HLE-15 b & ¢; PGW S1. 2R at 27.
ad PGW MB al 61.
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improvements that the Company had experienced.'*® PGW plans Lo continue the program on a
permancent basis, The Company's Human Resources Vice President testified that the program
was a key element of its clforts to maintain cxisting key managers who were responsible for the
Company's service and operational improvements.'” He testified that, even with the program,
PGW's managers were dramatically underpaid compared to comparable ecmployees and that this
program was a small attempt to compete with the overwhelmingly greater perks and benelits that
investor-owned utilitics can ofTer its most valued employees. Thus, the program is key to
maintaining PGW's opcrational, service and collections successes and should have been
approved under the Commission’s prior rulings.'"

The ALIs rejected this modest proposal, initially on the ground that the Company had not
shown it had complied with the Management Agreement standard {or incentive compensation

3 P e . . .
plans."’" But this is incorrect. The Management Agreement states that incentive compensation

may be provided pursuant to performance standards established by the Board of Dircctors.

The RD overlooked the evidence that the Management Incentive Program was approved by

PGW's Board of Dircctors.'™ As such, the Board necessarily determined that the requirements of
the Management Agrecement had been satisfied.
The other basis raised by the RD flor rejecting this expense was that even though PGW

showed that the program "is an important part ol PGW's cfforts to retain its most valuable scnior

See, PGW St 1] at 2.
PGW St. 11 at 6-7; PGW MB at 60-63.
150 PGW MI at 61.

129

RD» at 35, The Management Agreement is an ordinance of the City ol Philadelphia which sets forth
operating standards and practices to be followed by PGW's Board of Directors and CEO in operating the
Compiny.

132 RD a1 35.
i 11, 777-78, 797.
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3

managers,"' > such a finding was not the correct standard because PGW neceded to show that the

expense was "prudently incurred.”" In fact, the Commission has found management incentive
plans rcasonable when they are shown to be designed to foster "operational clfectiveness."

The record here clearly demonstrates that the Management Incentive Program was designed to
recognize operational improvements that PGW has been able to achicve and the contributions

13
that the top managers had made to them. 30

Thus, this program is designed o try to hold on to
these key employees who helped achicve these successes — so that they can continue to improve
operations and benefit customers.'>’ Thus, the program satisfies the Commission's standard for
the recognition in rates of management incentive plans, and the modest cost of the program
($500,000) should have been approved as a pro forma operating cxpense.

10. The RD Erred by Denying PGW's Market Promotion Expenses.

PGW has an ongoing program lo provide incentives to customers to assist them in
converting [rom a different fucl source to natural gas, recognizing the initial investment required
for such a conversion.'™® Incentives are provided in the form of discounts to the charges imposed
upon the customer for the natural gas scrvice or the delivery service it purchases, and the benefits

to PGW and its ratepayers in the past have [ar exceeded the amount of the incentives used to

. . - [
inducc the customer to install natural gas [ucled facilities."

I In a dilTerent context, the RD recognized that the Commission may nol act as a super board of directors and

“has no right to manage them,” R at 35.

135

See. e.g.. Pa PUC v. Consumers Pennsylvanio Water Company Roaring Creek Division, R-00973869, 1997
'a PUC LEXIS 93, Oct. 14, 1997.

130 PGW S1. 11 al 3, 6-7;: PGW MB at 60-63.

13 fd. PGW St T1 at 1-2; Tr. 780, 793-96: PGW MI3 at 60-63.
138 PGW MB at 71-72.
134 Id.
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The RD erroncously denied all but $25,000 of these expenses on the ground that the
remaining projects for which PGW had budgeted had not come to fruition.”*" But PGW
regularly incurs these expenses designed 1o increase gas sales which, thus, benefits all customers.
PGW fully expects that it will incur the claimed level of expense in future ycars. Thus it was
crror Lo deny this expense.

11.  The RD Erred in Adjusting PGW's Pro Forma Expenses to Remove All
Expenses Associated With Lobbying.

The RD recommended removal from pro forma expenses $245,200 in expenses related to
various forms of lobbying.'*! This determination was crror for two rcasons.

First, the Commission should waive its general rule on lobbying because of PGW's very
different status as a municipal utility. PGW has no sharcholders and is owned by the City of
Philadelphia — which has not been paid its City fee in years. In turn, the Company is "owned" by
the citizens of that City who are ecssentially the same as PGW's ratepayers.' ™ The record shows
that its lobbying is focused on issues that benefit customers, such as funding of LIHEAP and
other low-income assistance programs, which obviously directly benefit PGW customers.'

Accordingly, all of PGW's government relation expensc should be included in its pro forma

. 144
CXPENSCS.

ra RD at 37.
i RDat4l.
142

PGW M at 65-68; PGW RB at 14-16; Tr. a1 505 (Hershey). To the extent that the R rejected this
conclusion, this was based upon an apparent misunderstanding of the way in which the Company functions
vis-d-vis its owner, the City of Philadelphia, All funds to operate the Company come cither from rates or
borrowings — which are paid by ratepayers — or the City, which in turn obtains the funds from its citizens in
the form of taxes or other charges. Under such circumstances, there is no difference in the interests of the
ratepayers and the owner.

143 PGW MB at 67; PGW Si. 1R at 6.

e fd PGW St 2R a1 33, To the extent that the Commission belicves it is required by statute to remove

lobbying expenses from rates {lobbying expenses are generally prohibited from being included in rates
pursuant to Section 1316 of the Public Utitity Code, 66 Pa. C.S.§ 13106), the Public Utility Code authorizes
the PUC to "suspend or waive” the application [1o PGW| of any provision of this title . .. ," 66 Pa. C.S.
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Even if the Commission declines to make an overall exception for PGW lobbying
expenses, 1t should recognize that the RD's recommendalion is overstated because PGW showed
that some $100,000 of the amount claimed related to non-lobbying government relations
activities, such as interacting with the PUC and trade groups on various issues and concerns. '™
The Commussion's policy 1s to permit such government relations expenses, and the RD's refusal
lo follow the PUC's prior decisions in this regard was clearly erroncous.

12, The RD Erred in Removing An Amount Budgeted For Regulatory Fines
From the Company's Pro Forma Expenses.

PGW budgeted a small amount ($50,000) for fines and penaltics that may be assessed
against the Company in the test year by the PUC for such things as violation of Chapter 56

. 30
regulations.'*

The RD accepted the position of the OCA and the OTS that allowing PGW to
recover these amounts would "defeat the purpose” of regulatory penalties'™ and that
"L M n 148
[rlegulatory fines arc ownership expenses.
Again, the RD (ailed to understand that, with PGW, there is no separaling between
"ownership" and ratcpayers. Presently, every dollar that the Company carns — afler paying its
legitimate expenses - goes back to customers, and cvery dollar that the Company needs comes

from customers. Accordingly, denying the Company inclusion of items like this simply will

mean that the cost will have 1o be recovered from ratepayers al some point in the future — in the

§ 2212(c). To the extent that including lobbying expenses in pro forma operating expenses for PGW is
deemed gencerally prohibited by the Code, PGW requests that the Commission waive its application for the
reasons stated above.

45 PGW MB at 66-67; RB at 15. The RD appeared to reject this evidence based upon the OTS refusal 1o

accept PGW's analysis as "not supported.” RD at41. This is untrue. PGW submitted sworn testimony
reflecting the results of its analysis that a large portion ($100,000) of the activities ol one of its government
relations contractors were devoled Lo activities that were not lobbying. PGW St. 2R a1 32-33. Neither the
OTS nor the RD may simply refuse to accept this sworn testimony withoult articulating some basis for
concluding that it is unpersuasive or untrue.

e PGW MB at 69-70; RB at 16-17.

7 RD at 44.

fd. at 43,
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form of a cash llow allowance or additional borrowing — and may very well cost ratepaycrs
more.'* Accordingly, it simply does not make sense to blindly apply to PGW's regulatory

policy that was formulated for investor-owned public utilitics. This expense item should be
allowed.

13. The RD Erred in Refusing to Include in Pro Forma Expenses An Estimated
Amount of Injuries and Damages Expense and Associated Legal Expense.

PGW included an amount for injuries and damages reserve to cover payments that PGW
anticipates it will have to make as a result of class action lawsuits (and associated legal

130 Large class action lawsuits of this nature normally arc experienced by companies,

cxpenses).
and PGW is no exception. During the case, PGW updated its projection of the amount that is
likely 1o be required 1o be paid out: at lcast $1.8 million, as well as $2 million for injurics,
damages and legal [ces. In its bricf, it proposed to amortize these projecied expenditures over
live years. Rather than increase its carlier claim, PGW proposed to maintain its test ycar cxpensc
inclusion at $725,000."'

The RD rejected this claim on the ground that the amounts had yet to be expended.'>?
This position is clcarly incorrect. PGW's updated evidence provided its best projcction of the
cost that it would incur for this item. Whilc the resolution of the lawsuit admittedly has not yet
occurred, the estimate represents PGW's best projection of what will oceur by end of the future

test year — which is yet to be completed.™ 1 this amount is not included in pro forma test year

expenses in this case, the OTS and OCA will surely argue in future cascs that an attempt to

19 PGW RB at 16-17.

130 PGW MB a1 70-71; PGW RB at 13-14; PGW St, 2R at 37.
13 PGW RB at 13-14; PGW St. 2R at 36.

15 RD a1 43,

133 PGW MB al 71.
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recover the expense is "retroactive ratemaking.” PGW's claim was a perfectly legitimate
addition o its future test year expense projection and should be allowed.

14.  The RD Erred in Requiring PGW to cstablish a '"Bad Debt Expense
Tracker" for CRP Customers.

The RD recommended that PGW be required Lo implement a separate mechanism within
its Universal Service Charge (USC) to track any change in bad debt expense caused by a net
change in CRP participation over the level assumed in the Company's basc rate proceeding and
the resulting average CRP shortfall (or CRP credits) per participant in PGW's quarterly USC
reconciliation.'™ The recommended "Bad Debt Expensc Tracker" (or "Tracker") is based upon
the OCA's argument that PGW's bad debt cxpense will be reduced when regular customers move
into the CRP program and a portion of their bill will be paid by PGW's non-CRP customer basc.
The "possibility” that PGW will over collect its bad debt expense, OCA claim, can be alleviated
by the Tracker. For a number of rcasons, the RD erred in accepting the OCA recommendation,

First, and contrary to the statements in the RD, PGW did address "whether doublc
rccovery 1s or is not possible when participation exceeds projections in CRP" and did show that
the Tracker is unrcasonable, PGW showed that it is not possible to make a definitive
determination ol the effect of increased CRP participation on the level of CRP shortfall collected
through the Company's basc rate allowance for bad debt cxpensc.l55 Morcover, while CRP
participation alonc will likely reduce bad debt expense if new CRP participants increase on a
prospective basis (and, correspondingly, bad debt likely will increase it if there is a net drop in

CRP customers over the amount assumed when base rates were set), these facts by no means will

154 R1D at 33. The Company's USC is a reconcilable surcharge that recovers the cost of the CRP program,
including the CRP shortfall (or discount) and arrearage forgiveness, PGW St. 7 at 4: PGW S1. 2R a1 29.
However, arrearage forgiveness has never been included in PGW's bad debt allowance. PGW St, 2R at 29-
3L

155

PGW St. 2R a1 30-31.
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automatically result in PGW's overall bad debt expense going down (or increasing). Changes in
many factors other than CRP participation levels affect whether PGW collects more or less of its

base rate allowance for bad debt expense on an overall basis.** The most obvious example is

. 157
increasecd £d8 Cosls. 5

PGW's basc rate allowance for bad debt expensce is eslablished on the
basis ol test year pro forma revenues. When revenues increase because, for example, the

Company's Gas Cost Rate or its Weather Normalization Clause increascs, PGW's bad debt

cxpense also increases, all other things being cqual. But PGW doesn't receive any additional bad

debt expense allowance as a result. To track a single recason why the Company's bad debt

expense might change and ignore all the other things that could impact its expense is illogical
and unfair.

The only way the "tracker” could be fair is 171t tracked all changes in bad debt expensc —
but that has been rejected by the PUC and is now barred by statute. The RD's conclusion that the
Tracker is not a "cash receipts reconciliation charge or another automatic mechanism for
uncollectible expenses” prohibited by the Public Utility Code, Section 1408, but rather is
authorized by Scction 1408 becausc it is "associated with" PGW's USC, is simply not correct.

The USC itsclfis the "automatic surcharge lor uncollectible expenses” grandfathered by Section

58 . . . . .
1408." Adoption of the Tracker would sanction a separate automatic uncollectible expense

adjustment clause within an automatic adjustment clause for recovery ol universal service costs,

130 PGW St 2R at 23-27.

187 PGW Su. 2R at 27; Perition of Philadelphia Gas Works 1o Establish a Cash Receipts Reconciliation Clause,

Docket No. P-00042090 ("CRRC Petition"). Order entered July 8, 2004, at 23 ("The OTS reasons that if
sales were equal to those used to develop base rates and the experienced write-olf percentage was
unchanged. but gas costs increased above the base rate levels, the utility would be under-compensated for
uncollectible accounts expense, which would negatively affect cash low. This, OTS says, is due to the fact
that the allowance for uncollectible sccounts would not change {from the ratemaking allowance, even
though revenues would be substantially increased.™).

15 PGW REB at 10, n. 21.
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which include related uncollectible expenses. Such an interpretation would permit any utility to
include cven an overall bad debt tracker within its universal service surcharge and thus read the
prohibition of an "automatic mechanism for uncollectible expenses” out of Section 1408. This
can't be what the General Assembly intended.

The Tracker also violates the prohibition against single issue ratemaking. The Tracker 1s
simply another form of a single factor "cash receipts reconciliation clause” ("CRRC") which
PGW had proposed before Scction 1408 was enacted, the OCA vehemently opposed, and which
the PUC soundly rejected as violating a host of legal rules, including the prohibition against
single issue ratcnmking.lsu Both of thesc mechanisms — the CRRC and the OCA-proposcd
Tracker — would afTect, cither directly or indircetly, PGW's collection of its overall bad debt
expensc based upon single factors.'®® This clearly violates the prohibition against single issuc

161

ratemaking as the PUC has articulated that rule.”™ Adopting the Tracker in a basc rale case docs

159 CRRC Petition, Order entered July 8, 2004, The CRRC proposed by PGW provided for the recovery of
“revenues above PGW's approved uncollectible expense allowance and that have been billed to PGW
customers but have not been collected.” The CRRC adjustment was based upon increases in projected gas
billings and gas receipts. The QTS proposed an alternative mechanism, which was rejected lor the same
reasons as the CRRC, that would "adjust the allowance for uncollectible accounts expense upward or
downward with each change in the Section 1307(1) rate.” CRRC Petition, Order at §, 6 (emphasis added).
The recommended Tracker would track only net incremenal changes in CRP participation and the resulting
average CRP shortfall per participant. The USC clause itself avoids this characterization because it is
specifically authorized by statute, 66 Pa. C.S, § 2212(h)(2).

o The PUC deseribed the CRRC as "a unigue method of recovery for expenses normally recovered through
basc rates” and a departure "from adherence 1o Pennsylvania ratemaking law and principles." CRRC
Petition, Ovder at 8, 10, 11,

I

"Single issue ratemaking is similar to retroactive ratemaking and, in general, is prohibited if' it impacts on a
matter that is normally considered ina base rate case.' Penasvlventia Indusirial Energy Coalition v.
Pennsvivania Public Utiliny Conmission, 633 A.2d 13306, 1350 (Pa. Cmwlth. 1995). This prohibition is
based on the rate maker's obligation 1o consider all of a wtility's revenues and costs in the balancing process
o achieve just and reasonable rates." CRRC Petition, Order at 13 (emphasis added). FThe clear precedent
against such a bad debt tracker is likely why the OCA and its witness insisted in characterizing the tracker
as o "CRP shortfall double recovery.” OCA MB at 81-835. This was just a way to avoid the fact that it was
now arguing tor a bad debt tracking mechanism to adjust rates for changes in bad debt expense alone -
which was rejected by the PUC previously.
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nol immunize it from violating the prohibition against single issuc ratemaking. All the changes
will occur outside the context of a base rale casc.

While the RD correctly rejected the one-sided nature of the OCA's proposed Tracker (lo
reduce, but not increcase, collections of bad debt expense resulting from net incremental changes
in average CRP shortlall per participant), the RD's "balanced" Tracker nonetheless does not
include sufficient balance to overcome the prohibition against single issue ratemaking because
the Tracker does not include consideration of other factors that will affect PGW's overall bad
debt c:.\'pc:nsc.162

The Tracker also violates the prohibition against retroactive ratemaking, becausc it
retroactively affects PGW's allowance for bad debt expensc based upon subsequent changes in
the basc rate levels.'® The OCA's bad debt tracker for the cffeets of CRP participation changes
is both illegal and a bad idca and should be rejected.

15. The RD’s Recommendation On The Classification And Allocation Of PGW’s

Distribution Mains Is Erroncous And At Odds With The Principles Of Cost
Causation.

The Company’s cost of service study (“COSS™) 1s a rcasonable guide for allocating the
basc rate increase and should be adopted by the Commission over the recommendation in the
RD.'™ The ALIs crroncously criticized the Company’s COSS for: (1) allocating a portion of its

distribution mains investment as a customier cost; and (2) allocating the demand component of

] - . . - . - .
162 As the Comimission observed in PGW's st base rate case, bad debt expense is a prospective claim

established i a rate case based upon historic data. PaPUC v, PG, R-00006042, Order entered October 4,
2001, aL 56.

103 Ratemaking is prospective in nawure, Columbia Gas of Pennsylvania v. Pennsylvania Public Utifity

Commission, 613 A, 2d 74, 76 (Pa.Cmwlth. 1992), T'he Commission may not establish rates which are
calculated to retroactively recover surpluses or refund deficits ereated by inaceuracies in its prior rate
authorizations. Pike Cotnry Light & Power Co. v, Pennsvivania Public Utilite Conmission, 487 A2d 118,
121 {Pa.Cmwlth. 1983).

164 RD at 56-63.
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. . . . 165 .
the distribution mains cost on a peak demand basis. ™ Instead, the RD recommends the adoption
of the OTS position to allocate 100% of the distribution mains cost on demand basis, utilizing

G - . . .
1'% The Commission should decline this

the average and cxcess (C"A&E”) demand niethoc
recommendation. However, for the benefit of the Commission, PGW has prepared an analysis of
the tncreases and relationship to cost of service produced at various rate increase levels, with the
RD's COSS revisions reflected. (Scee App. A infia.)

At the outsc, it is important to remember the inherently subjective nature of cost of
service studics,'®” Bascd upon the expert testimony of PGW witness Mr. Gorman, the
Company’s COSS plainly satisfies the PUC’s standard for such studics.'™ In terms of the 25%
customer component of the distribution mains cost, Mr. Gorman explained that the number and
geographic location of customers being served by the distribution system has a causal
rclationship with the size, and thus cost, of that systcm.”’q As such, a customer component is
appropriate and the specific allocation proposed based on expert analysis of pertinent data is
supported by the record.

While the Commission has certainly accepted different cost of service studies and

allocation methodologies, it has also previously accepted a customer component to distribution

165

R at 56-58, 60-63.

60 B

106 RD at 63; Ordering 4 11.

167 . = . . .

¢ Pa PUC v, Duguesne Light Co., 51 PUR 4th 198, 252 (1983). As the Commission has explained:
[A] cost of service study is one of the most subjective elenents in any rate case.
The methods used for classifying items of plant and expense between demand,
customer, and energy components are far from being an exact science. Cost of
service studies are more accurately characterized as engineering art. . .. This
commission has historically recognized the cost of service study for what it 1s: a
useful tool for testing the reasonableness of a proposed allocation of the revenue
requirement.

PGW Sis, 8 and 8R.

PGW St 8R at 8-10.

68

109
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mains costs (as well as allocating the demand component on a 100% peak demand basis).'” In

National Fuel, the Commission r¢jected arguments by the OCA that track virtually the same
positions adopted by the RD here, and found that a customer allocation reflects how distribution
main cosls arc incurred and, thus, is consisitent with coslt causation.

The Commission’s Mational Fuel decision, in accepting a 100% peak demand allocation
and rejecting an annual-peak demand split, is also consistent with the cost causation testimony in
this case. As Mr. Gorman explained in his expert testimony, the demand related cost of
distribution mains are causally related only to the system’s peak demand.'”' Obviously, as the
RD notes, PGW’s distribution system is used to deliver gas on a daily basis.!”* But, this annual
demand was not a lactor in designing the Company’s distribution system and thus could not be
causally related to the system’s cost. Rather, as the Commission noted in National Fuel and as
Mr. Gorman testified, the cost of a distribution system depends on the length and diameter of its
pipe, and those determinants are designed based on (and the cost of the system i1s thus causally
rclated to) the length and diameter necessary to meet the system’s peak demand rcquircmcnls.m
For all ol these rcasons, the RD is in error on this issue, and the Commission should accept the

Company’s COSS for purposes of allocating the rate increasc.

e Pa. P.U.C.v. National Fuel Gas Disiribusion Corporation, 1982 Pa. PUC LEXIS 132, ¥*61-62 ("Nutional
Fuel).

7 PGW St 8R at 15-20,

e RI> at 62-63 (citing to arguments of OCA and OTS),

17 PGW St SR at 17, 19; 1982 Pa. PUC LEXIS 132, *62. Additionally, specilic to OTS, Mr. Gorman

explained how the A& method it advocates, when properly applied in accordance with the Gas Rate
Fundamentals puidebook, does pot use a 50/50 weighting, but rather produces a resalt that is cqual to the
peak demand method used in PGW’'s COSS. PGW St 8R at 20.
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Contrary to the apparent conclusion in the RD, the ALJs’ invocation of the Commission’s
decision in PPL Gas'™ does not require a different result.'” In PPL Gas, PPL proposed a
distribution mains allocation that was 100% demand based, using a 40%-60% A&E mcthod

. 76
allocation.'”™®

The OSBA advocated for a 28% customer cost allocation, with the 72% demand
based cost being allocated on a peak demand basis.'”’ ALJ Jones recommended that PPL’s
allocation be accepted and the Commission adopted the recommendation.'™ However, the
Commission did not cngage in a thorough analysis of these issucs as the parties did not lile
exceplions to the recommended decision. and the Commission simply adopted the ALJs" decision
with virtually no discussion."”

Ultimately, as characterized by the Commission, the recommended decision 1t adopted in
PPL Gas was fact specific to that case."™ As detailed above, PGW's proposals arc supported by
expert testimony and do not have such record-based problems. Accordingly, the PPL Gas
decision is fully distinguished and is not controlling. The Commission should accept PGW's cosl
of scrvice study as a reasonable means by which to determine how to allocate the authorized
increasc in this case.

16. The RD Erred By Not Adopting The Company’s Revenue Allocation, Which

Is Reasonable And Makes Progress Toward Unity With Each Customer
Class’s Cost Of Service.

7 PuPUC v. PPL Gas Utilities Corporation Docket No. R-00061398, February 8, 2007, at 111-114,

17 RD a1 57, The RD is unclear as o whether the assertion that PPL Gas cannot be distinguished {from the
present case is simply a reiteration of the OT'S position in this matter, or whether it is the conclusion of the
Alls.

e PPL Gasat 111,113,

7 I,

. fd. at 112,114,

' Id.

186 Id.
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The RD erroncously endorsed the revenuc allocation proposal advocated by the OSBA,
as modified to incorporate the first dollar relicf proposal of the OTS.'™ Attached hercto as
Appendix A 1s an allocation of the recommended $25 million base rate increasc which also
shows the relative rate of rcturn and the "progress towards unity” that occurs when PGW's
original COSS is adjusted to reflect the RD's recommendations regarding allocation of
distribution mains. On Appendix A, the same data is shown for other levels of rate increase.
Nonetheless, the Commission should not accept the recommended revenue allocation,
and instcad should adopt the Company’s proposal which is reasonable and affords an appropriate
- not excessive — level of deference to the principle of gradualism in moving cach customer class
toward unity with its cost of service.'™ The record evidence demonstrates that, at a $100 million
increase and PGW's COSS, the relative rate of return for all customer classes will move closcr to
unity with the system average rate ol return under the Company’s proposcd rates as compared (o
its present rates.'™ The Residential Class’s relative rate of return increascs toward cost by 6%
and the rates of return for all other classes decrease toward cost by the substantial range of 26-
62%."™ In Appendix A, PGW shows the results for various customer class groupings if the
Commission authorizes a ratc increase greater than $25 million. As the summary chart indicates,

if the RD's allocation is adopted, the Residential Class revenue-cost relationship will move from

1 RID at 72-73.

182

PGW Sts. 8 and 8R; OCA MB at 63-79, Contrary to the assertion of the partics below, PGW's proposed
revenue allocation is not precluded by Liovd v. Pa. Public Utiline Com 'n, 904 A.2d 1010 (Pa.Crwith,
2006). The real error recognized in Liovd is not adherence to gradualism, but the cowrt’s perception that
the Commission had allowed it to “trump” all other ratemaking concerns. fef. at 1020, This occurred
because the approved revenue allocation showed no progress woward closing the gap between the
subsidizing c¢lasses” rate ol return and their cost of service. fd. The same simply cannot be said in this

casce.

3 PGW St 8R at 5: PGW Exh, HSG-7C Revised (Mar. 30); OCA MB at 72-73 (citing Exh. 1Ec-4, Table 4-
13).

18 Id.

-47 -
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between 59% and 98% (of the way) towards unity in this singlc case. This demonstrates that il
the RD’s cost of service study adjustments arc made, PGW's rale increase proposal would appear
o be more consistent with a gradual movement to cost for residential ratepayers. [t also
produces relatively modest rate increases (3%, 5%, 7% and 10% at $25 million, $50 nillion, $75
million and $100 million increasc levels).'™ 1 the RD's COSS results are adopted, PGW's
proposcd allocations are cven more reasonable.

17. The RD's Recommendation Of A Dramatic Cut In PGW's Interruptible

Transportation Rates And Subscquent Shift In Costs To Its Firm Customers
Should Be Rejected.

The RD urges the Commission 1o impose dramatic cuts in PGW's Interruptible
Transportation ("IT") rates by moving from the Company's individually negotiated, alternative
fuel-based margin rates to so-called "cost-based” rates. ™ Initially, it is important to understand
that as a result of this decision, existing interruptible transportation customers with alternative
fucl capability will pay less than their alternative market price and all other ratepayers, chicfly
residential customers, will be forced 1o pay between $1.2-$2 million more overall.'™ PGW's
present market-based rates have a ceiling or "maximum rate” and permit cach 1T customer o
negotiate a rate based upon that customer's own price of alternative fuel and individual
competitive alternatives. It is in PGW's interest to agree (o a rate that induces the customer (o
use natural gas as their fuel source. At the samie time, by negotiating a rate in relation to the

customer's alternative price of energy, the Company maximizes the contribution that these

185 PGW MB, Appendix A.

e RI> at 81-82. For the GTS rate, which is comprised of grandlathered, legacy I'T contracts, the RD would
actually require a rate increase. See, Appendix B infra. 1tis not clear whether the RI) intended this result.
PGW did not propose increasing these rates because they are grandfathered and because they were
established via long term contracts.

187

The range depends upon the COSS clements ultimately approved by the Commission. See, App. A heveto.
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customers make Lo keep firm customer rates lower. This result is a "win-win" as the IT customer
either aceepts the negotiated compelitive rate or it can utilize its alternative energy source.

The RD ordered an end to this "win-win" approach first because they believed that PGW
had been ordered o "propose cost based I'T rates in this proceeding, [and] PGW did not comply
with that Order.”'™ This is simply not corrcet. In PGW's Restructuring Procceding, the
Commission dirccled PGW to "develop cost based [T rates for our consideration in its next basc

“18 hdeed, PGW did exactly what the PUC ordered, developing cost based [T rates

rate Nling.
for consideration by all the partics. The unit cost-bascd rate for various categories of I'T service
is reflected in PGW Exhibit HSG-8." PGW did not recommend that the Commission adopt the
calculated unit costs at the rate, but it is wrong to suggest that the Company did not comply with
the Commission's dircctive and present the rates for the Commission's "consideration.”

Additionally, from a macro or policy level, this recommendation should be rejected for at
Icast three reasons. First, the record is completely devoid of any evidence that such a changge is
nceded to open PGW's system to interruptible transportation or that the Company is not

P . . . 19
negotiating reasonable rates bascd on its current margin-based maximum rates.  [n [act, the

record shows just the opposite — the amount of throughput delivered via IT service has increascd

by 10 times since 2002:'? there is a record of IT customers successfully (ransporting on PGW's

1

- . . 9 .
system at reasonable 1T rates negotiated with the Company;'™ and a record that includes

. RD at 82.
e PG Restructuring Proceeding Order (M-00021612) al 31,

o A revised version of HSG-8 was submitied by Mr. Gorman along with PGW's rebuttal testimony. A copy

of that exhibit — Revised Exh. HSG-8 — is attached as an Appendix B to these Exceptions. PICGUG never
requested any further detailed information other than what was provided in HSG-8.

19 PGW St. 3R at 2-5.
192 PGW St. 3R at 5.
13 PGW St 5R a1 2,
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PICGUG's own members, as cvidenced by the mulu-year agreement negotiated with Jefferson
Health System that it admits affords reasonable rates.'™

Second, PGW's current rates promote a "win-win" rate which saves the [T customer
moncy in comparison to the amounts the customer would have to pay if it used an alternative
(uel and also benefits PGW's firm customiers by maximizing the contribution to fixed costs
provided by the sale.'” Contrary to the suggestion in the RD and the unfounded claims of
PICGUG, this luct provides the Company with a considerable incentive to negoliate rcasonable
IT rates with duel fuel customers.'”® Morcover, the use of the customer's "opportunity cost" vis-
a-vis the cost ol alternative fuel is a market-driven basis on which Lo cstablish rates that arc just
and reasonable and compliant with the Public Utility Code, the Commission's regulations and
prior decisions on this subject.'”’ Indeed, today PGW could justify higher maximum rates, bascd
upon the alternative cost of fucl (less gas costs) which i1s how PGW's maximum rates were

originally established, '

e PGW St, 5R at 2-4; PICGUG St. 1 at 4. The ALJs appear 1o lend credence to PICGUG’s allegations that
PGW would net negotiate a reasonable rate with the Philadelphia College of Osteopathic Medicing
(“PCOM"). RD a1t 82. Erroncously, while citing PICGUG’s disputed claims regarding the incomplete
PCOM negotiatiens, the ALJs completely ignore PICGUG's admission that PGW [airly negotiated a
reasonable rate with JHS. Ultimately, the record revealed PICGUG's allegations regarding PCOM to be
meritless, Tr. 622-24, 638; PGW RDB at §6-87.

195 PGW St. SR at 5.
196 I'(f.
197

PICGUG claimed below that the Commission's "goal in setting any transportation rate is to recover only the
fixed costs associated with the service," citing Section 60.2(6) of the regulations. PICGUG MB at 13.
However, this claim is overbroud. Scetion 60.2 sets forth numerous objectives for a utility's transportation
program, ind suhscetion (6) merely states that an [T contract shall impose rates that "shall recover, to the
maximum extent possible, the fixed costs associated with the service.” 32 Pa. Code § 60.2(6). Nowhere
does the term "only" appear in the regulation, as suggested by PICGUG, and the subsection — which deals
with the customer-specific I'T contract — suggests a floor, not a ceiling, for the rate.

1R PGW St SR at 6; xh. CW-8. This cxhibit shows that, in 2007, cven at PGW's curtent maximum raics, a

customer’s cost of transportation and natural as supply is less than the alternative cost of fuel, by an
average of $3.00/D1h.
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Third, such a seismic change in PGW's T rates, which currently provide a positive
margin in relation Lo the cost of service, would violate the approved theory of gradualism and
will have a negative impact on the rates paid by firm customers.'” The Company's revenue
requircment will remain as ordered, and thus if the ALJs' recommended IT rate cut is adopted,
the rates charged to PGW's firm customers (overwhelmingly residential) will have to increasc (o
make up the difference. Such a result will obviously harm the residential and [(irm customers, as
well as the Company, and is contrary to a general precept behind the Commission's
transportation regulations: "Transportation service should be provided under terms, conditions

. el e . 200
and rates which minimize the shifting of costs 1o retail customers . . . "

Finally, nothing about the decision in Lioyd v. Pa. Public Utility Com'n®” requires a
different result. Beyond the fact that Lioyd specifically dealt with revenue allocation, the court
in Llovd did not hold that every ratc must be cost-based and that no other ratemaking concerns or

principles may be considered by the Commission. Rather, the court expressly repeated its pasl

precedent that "while cost Lo serve is important, other relevant factors may also be

. 202 . . . Ry
considered."**  The Commission should consider such factors and approve PGW's proposed [1

rates.
18.  The RD Erred By Ordering PGW To Review Old School District Contracts
for Compliance With Subsequent Tariff Provisions.
" PGW St. 5R at 9-10.
0 52 Pa. Code § 60.1 (emphasis added).
- 904 A.2d 1010 (Pa.Cimwlih. 2006),
01

fd. at 1016 (emphasis added).
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PGW takes exception to the reconunendation that, with regard to facilities contracted lor
in the 1990s, it must review its records in order to determine if a refund is due to the School
Dislrici of Philadelphia (“SDP™) in compliance with PGW’s gas service tariff Section 10.6.2

These contracted 1990s lacilities arc SDP properties that were the subject of a dispute
between PGW and the SDP in which the SDP did not fully fulfill its contractual obligations to
PGW, especially with respeet to exclusive gas usage requirements and volumetric minimums,**
The dispute began when PGW incurred capital costs for mains and services that PGW installed

205 .
% 1n most cascs, PGW did

in order to connect the SDP facilitics to PGW s distribution system,
not charge the SDP for these capital costs because the SDP contractually commitied to usage
volumes that justificd PGW’s capital contribution.”™ However, in 1997 or 1998, PGW
discovered that the SDP violated certain ol its contracts for the 1990s facilitics by failing 1o usc
the contracied volumes and/or, in some cascs, using (ucl oil in violation of cxclusive usc

cowcnanls.m7

(Indeed, the dispule first surfaced when an RFP soliciting oil for certain of the 80
lacilities that were to have been exclusively gas-consuming was issued on behall of the SDP.)
As a result of the SDP’s failures to honor its contracts, PGW did not recover all ol its capital
cosls and PGW informed the SDP that it was liable for the unrecovered capital costs.™® The
SDP objected to PGW’s findings and the dispute was never resolved afier the parties attempted

209

to do so in the late 1990s.” Now, within thec context of this procceding, the SDP incorrectly

203 RD at 130-131.

204 PGW St. SR a1 23; 7. at 686-7.
203 Id.

2o TT. at 686-7.

it

Tr. at 677 and 686.
Sev, 'I'r. at 687

e fd.

208
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created a new claim based on PGW tarifT Section 10.6. However, Section 10.6 was not included
in PGW’s gas service tari T until September 1, 2003,*° years alter the disputes arose and five 1o
six years aller the parties last tricd to resolve their differences. At the time of the 1990s
contracts, PGW’s gas service tarifl did not contain any wording similar to the current Section
10.6.2"" Thus, attempting (o apply the provisions of this recent tariff provision to contracts and
contractual disputes that go back between one and two decades is clearly wrong.

Alternatively, even if capital contributions made by customers prior to September 1, 2003
were viewed as somchow subject (o the provisions of tariff Section 10.6, the SDP has no valid
claim under the tarifl. Pursuant to Scction 10.6, a written request for a refund by a Customer or

devceloper must be received by PGW no later than the end of the fourth year following the datc of

the original agreement for new Gas Service for situations in which: (1) the Customer paid for

capital costs in order to conneet the Customer to PGW’s distribution system (i.c. linc extensions
comprised ol maims and scrvices); and (2) new Customer(s) with additional loads are added to
the same line extension.*'® In fact, the SDP made its "claim™ for the first time in the testimony it
submitted here. All “contracted 1990s facilities” date back to approximately 80 distinct original
agreements that originated before 1997 or 1998 (when the dispute began).*® Because no claim

under this section was ever made, PGW has not maintained any of the load data or other

2o PGW Gas Tariff - Pa. P,U.C. No. 2, Original Pa. No. 51, Issued August 29, 2003, Effective September 1,

2003.

1” PGW Gas TarilT— Pa. P.U.C. No. |, Original Pg. No. 69, Issued July 3. 2000, Effective July 3, 2000 at
www peworks.confdocuments/PGW_ Filed Tarilt 7-17-02.pdE. Tariff No. 1 is PGW’s original tarilf
issucd at the time PGW first came under (he jurisdiction of this Commission. PGW Gas Tariff — Pa. P U.C.
No. 1, Original Pg. No. 69 shows that neither Section (0.6 nor any 1ariff provision similar to Section 10.6
existed in PGW’s original Pa. P.U.C. tariff. Scction 10.6 was not effective until Seplember 1, 2003 — the
effective date of PGW Gas TarilT - Pa. P.U.C. No. 2.

t
3

PGW Gas Tariff — Pa, P.U.C. No. 2, Original Pa. No. 31, Issued August 29, 2003, Eifective Sceptember |,
2003.

Tr. at 677, 686.
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information that would be nceded to calculate any allowances under this tariff section. Thus, at
this point, resolution of the SDP’s claim under Scction 10.6 — even if this section werc
applicable — will be impossible due to the lateness of the claim. Morcover, as stated above, the
SDP has not provided cvidence that it madce any capital contribution with respect 1o the facilitics.
Therefore, the ALJs recommendation in this regard should not be accepied.

19.  The RD's Recommendations With Respect to PGW's Proposed Tariff
Revisions Should Be Adopted, With Oune Exception.

As part of this procecding, PGW presented a strcamlined tarifT designed to remove
extrancous and redundant rules and language while not changing or altering any rights otherwise
granted by law or PUC rcgulation.zl4 Only Action Alliance raised any concerns regarding the
proposcd tarifl. Of the six proposed changes still in dispute between PGW and Action Alliance
at the time of the RD,™" the RD rejected PGW's position on three on them: (1) including
"company policy" in delinition of applicable law;2'® (2) adding language in Section 8.3.B. that
PGW has "sole discretion” to determine whether "satisfactory assurance” has been given that the
customer wilt not present a safety risk;*'" and (3) climinating Section 8.3.D which protects
persons tangentially associated with unauthorized users of gas service from being denied gas
service.2'™ As indicated throughout this case, all of PGW's proposed tariff revisions werc

intended to clarify the applicable standards, conform to existing law and create a tarifT more in

e PGW MB a1 98-99.

Prior to submitting briefs. PGW had already agreed with Action Alliance's seventh taril1 recommendation
that the references to USTRA in the leased premises sections of the tariiT be replaced with reference to 66
Pa. C.S. § 1521, PGW St GR at 18,

e R al 84.
27 RD at §5-87.
218 RID at 8§9-90.
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line with the format used by most other regulated utilities.*'” To the extent that the Commission
agrees with the RD that the inclusion of "company policy" and "sole discretion" in PGW's tariff
create more conflusion, PGW is willing to accept the RD's recommendation on these issucs.

However, PGW excepts to the RD's recommendation that PGW be required to maintain
Section 8.3.D of its tariff based on the reasoning that removing it will "eliminate the protection”
afforded to thosc who are not responsible for damage 1o, or unauthorized usage of, gas service. ™"
This is simply not truc. PGW has been clear that its tariff revisions are not intended to remove
any protections o which its customers arc cntitled and to assume otherwisc is unrcasonable.
Further, to accept the RD's position is to assume that PGW intends to hold non-responsible
persons liable for the misdecds of associates. The record in this matter does not support the need
for the Commission to take such a position with respect to PGW and, therefore, the ALIs'

recommendation on this issuc should be rejected.

20. The RD Incorrectly Found that PGW was Providing Inadequate Service
Based on an Alleged Violation of the CAP Policy Statement.

After wading through the plethora of assertions made by Action Alliance attempling to
show that PGW provides "inadequate service™ necessary Lo justify the rejection ol its rate
increcase request pursuant (o 66 Pa. C.S. § 526(b), the RD properly found that PGW had not

221

violated any statute, regulation or Commission order.™ The only issuc which "troubled” the
ALlJs was Action Alliance's allegation that PGW "violated" Scction 69.265(6)(1) of the

Commission's CAP Policy Statement®? by allcgedly not making CRP referrals "automatic” for

low income customers when they call PGW lor payment arrangements.

2 PGW RB at 91.
220 RD at 89.

RD at 109-116.
2 RD at 107-109.
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PGW excepts to the conclusion lor a number of rcasons. First, Scction 69.265(b)(i) is a
policy statement which, according to the Commission, is intended to "encourage” the
implementation of CAPs and to provide "guidelines for those who voluntarily implement
CAPs."* Guidelines, by defimition, arc not mandatory requirements but rather suggested
courses ol action. Sccond, a policy statement docs not cstablish a binding norm but "announces

the agency's tentative future intentions, and provides the agency with the flexibility 1o follow the

“2

announced policy or modify it if the circumstances are appropriate."*** Therefore, holding a
utility rigidly responsible for complying with a matter that the agency has indicated it wants
flexibility to address is inappropriate. Third, the text of Section 69.265(b)(i) shows the
Commission's intent to grant a wility flexibility by stating that "[tihe utility showld make
automatic referrals to CAP when a low-income customer calls to make payment
arrangemcnls.“ns

Finally, the ALJs' evidentiary conclusion that nothing in the record demonstrates that
PGW gives "priority to making automatic referrals” to eligible customers is inaceurate.™® PGW
Witness Gyory testified that when a low-income customer calls PGW for a payment
arrangement, the customer service representative ("CSR") will initially establish income and
occupancy. Once the CSR determings that the customer is qualified for CRP, then the CSR will

seck from the customer the information necessary to register for the CRP pro;:{rzun.227 As the

evidentiary record shows, PGW is acting in a reasonable manner to "automatically” cnroll

- Customer Assistance Program, Docket No, M-991232, 29 Pa 3. 2495 (May 8§, 1999),

2 The Mid-Adamtic Power Supply Association v. Pennsylvenia Public Utility Commission, 746 A 2d 1196,
1201 (Pa.Cmwlth, 2000),

2 52 Pa. Code § 69.265(b)(i) (emphasis added).

= RD at 107.

= Tr. 961-962.

- 56 -
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eligible customers in CRP when they inquire about payment arrangement — once the CSR
obtains information that justifies such a referral. For all of these rcasons, the ALJs'
recommendation that PGW has violated 52 Pa. Code 69.265(6)(1) must be rejected.

21. The RD Erred by Ordering PGW to Implement Immediately its Planned
[.ate Payer Deposit/EFT Program.

OCA had proposed that delinquent customers with an income lcvel at or above 250% ol
the FPL be automatically placed on an Elcctronic Funds Transfer ("EFT") arrangement to pay
their arrcarage. PGW opposcd an automatic EFT program and ultimately gained OCA's support
for a late payer deposit/Eleetric Funds Transler ("LPD/EFT") program as an alternative. The
LPD/EFT program will offer to selected customers, who otherwise would be asked to provide a
deposit because he/she had been delinquent in paying PGW's bill, the alternative of paying their
bills via EFT.”® While the RD recognized the reasonablencss of this approach, it incorrectly
stated that "there are no explicit timeframes for implementing and reporting analysis of the
program contained in the record."?*® Based on this finding, the RD recommended that PGW
begin the LPD/EFT program "no later than a week after the Commission Order is entered in this
matter” and that, within six months, PGW submit a report and analysis of its experience with the
program.?

PGW excepis to this time requirement. As the record shows, the carliest possible
timelrame PGW will be able to implement the LPD/EFT program is some time after January 1,

2008.%"" As PGW Witness Gyory explained, successful implementation of the LPD/EFT

program requires PGW 1o identify the appropriate customers for inclusion in the program.

229 PGW MB at 92-93,
20 RD at 122.

230 RD at 122.

31 Tr. §75-976.

HARTI690, /211211236005 -57 -



Otherwise, PGW would be forced 1o rely on somce overly broad criteria that could result in
enrolling customers in the program who would not benelit from the EFT opportunity. This
would result in unnecessary administrative burdens and costs.™? Currently, PGW is not ablc lo
identify the specific customers who would benefit (rom cnrollment in the LPD/EFT program.
However, PGW is in the process of gathering this information. As explained by Mr. Gyory,
PGW is in the process of awarding a contract 1o a vendor who will develop the analytical
collection tool necessary to assess PGW's customer base and identify the customers most
appropriate 10 include in the LPD/EFT. Once PGW has a better understanding of the customers
who may benefit from this program, it can tailor the program as appropriate to ensurc that it is
implemented in the most effective manner. ™

PGW is commilted to moving forward with the LPD/EFP program and to working with
OCA on these issues to ensure the most cffective, cost-clTicient implementation possible, but
PGW cannot implement the program in the timeframe suggested by the RD.*** Upon further
review of this program, PGW has concluded that the carliest it can commil to implementation is
March 31, 2008. To requirc implementation of the LPD/EFT program any sooner would create a
wholc host of logistical and administrative problems that could be avoided cntirely with a more
reasonable timeframe. Therefore, PGW respectfully requests that the Commission reject the

ALJs rccommendation on this issuc.

= As an example, Mr. Gyory testified that using an arbitrary criteria such as people failing to pay two
consceytive bills could result in many customers who would not benefit from the LPD/EFT because they
do not have an established checking account. Tr. 968.

- Tr. 968-969.

234

PGW RI3 al 69,
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CONCLUSION
PGW respectfully requests that the ALJs" Recommended Decision be revised in

accordance with these Exceptions.

Respectfully submitted,

WMM

Daniel Clearfield, Esq.
Kevin J. Moody, Esq.

Deanne M. O'Dell, Esq.
Wolf, Block, Schorr and Solis-Cohen LLP

213 Market Strect, 9th Floor

P.O. Box 863
Harrisburg, PA 17108-0865

(7127) 237-7160

Of Counsel:

Gregory I. Stunder, Esq.
Philadelphia Gas Works
800 West Montgomery Ave
Philadelphia, PA 19122

Date: August 20, 2007
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Calculated Revenue/Cost Relationships & Percent Increases

NOTE: Based on COS studies that classifyv / allocate Mains using Average and Excess method in accordance with Recommended Decision.

Total Bill Present Rates

Residential 751,246
Commercial 187,837
Industrial 19,825

\4 UNICIPY, g 75070.1p111211- 236008 1O
l'otal

1,044,127

E Increase in Residential B Residential Rates of g Residential Relative ; Residential Progress g4 Residential [ncrease % F" GTS IT Total

) &t Return & Rates of Reurn 1§ Toward Unity Total Bill p GTS/IT
Total 3 RecDec  PGW [l RecDec PGW g‘ RecDec PGW :‘3 RecDec PGW | RecDec PGW %" Over (Under) Collection
Increase | Allocation Allocation fd Allocation Allocation Allocation Allocation i Allocation Allocation e Allocation Allocation g
25,000 - 24359 19.623 i 6.6% 7.0% 0.38 0.85 W 59% 21% g 3% 3% (2437 2,09 (346)
50,000 gy 47,103 37.287 § 8.7% 8.6% \_: 0.93 0.86 :*, 7% 26% ;‘f_" 6% 5% (2.973) 1,837 (1,136)
70,000 B 65,298 51414 @ 10.3% 9.9% 0.96 0.78 & 87% 18% 9% 7% (3.402) 1,634 (1,768)
100,000 '; 92,591 72,608 _ 12.8% 11.8% [ 0.99 0.78 f“ 98% 20% A 12% 10% (4.045) 1,329 (2,710)

‘;.:: Increase in f:a* Commercial Rates of Commercial Relative y': Commercial Progress % Commercial Increase % kil

E Commercial % Return i Rates of Retumn ;;z: Toward Unity Total Bill
Total ,f;; RecDec PGW B RecDec PGW RecDec PGW % RecDec PGW ReeDec PGW
Increase f Allocation Allocation B Allocation Allocation 4 Allocation Allocation i Allocation Allocation ff Allocation Allocation k4
25,000 :;j 0 4,344 M 10.9% 13.7% 1.43 1.65 8 63% 14% 0% 2%
50,000 % 1.805 10,069 K 11.8% 16.6% B .26 1.65 o 78% 14% 1% 5%13)
70,000 % 3.249 14,649 B 12.5% 18.9% .16 1.49 ?: 86% 7% 2% 8% ke
100,000 B& 5,416 21,518 13.6% 22 4% [ 1.06 149 B 95% 17% 3% 1%

; : 5

Increase in Industrial i:} Industrial Rates of % Industrial Relative % Industrial Progress Industrial Increase % B n
it Return i Rates of Return ,5_,‘% Toward Unity Total Bill 3 o =
Total B§ RecDec ~ PGW ? RecDee  PGW B RecDec  PGW Bf RecDec  PGW I RecDec  PGW % :~_ : = -
Increase f4 Allocation Allocation fY| Allocation Allocation ::' Allocation Allocation fd Allocation Allocation f' Allocation Allocation |3 i ;
25.000 B 0 I 129%  145%[ 1.70 175 B 53% 25% 3 0% 1% 5 N~ TS
50,000 k4 141 790 K 13.7% 17.6% & 1.47 1.75 B 69% 25% b4 1% 4% B - ©
70,000 B3 254 1,220 3 14.4% 201% 1.33 1.58 g 78% 28% 1% 6% A ’ =
100,000 423 1,865 K 15.3% 23.3% 1.19 1.58 & 87% 28% P 2% 9% o -
. B2 Municipal Rates of | Municipal Relative % Municipal Progress | Municipal Increase % ¥ = A

i Increase in Municipal Retum b Rates of Return 2 Toward Uniy |8 Total Bill 5 < @
Total [ RecDec  PGW [ RecDec  PGW [ RecDec  PGW [ RecDec  PGW [f RecDec  PGW B
Increase £ Allocation Allocation Y Allocation Allocation B Allocation Allocation [ Allocation Allocation Pl Allocation Allocation B3
25,000 B 579 413 & 11.9% 11.5% K i.58 1.38 B 9% 17% B3 3% 2%
_ & -- B £ & =3
50,000 3 766 932 B 12.8% 14.0% & 1.37 1.38 H 41% 17% B3 4% 4%
70,000 | 914 1,346 Bl 135%  159%(@ 1.26 125 B 60% 22% B 4% 6% 8
100,000 J& 1,138 1,968 | 14.6% 18.9% B 1.13 1.25 4 79% 22% 5% 9% B

Appendix A
8/20/2007 12:26 PM



APPENDIX B



Philadelphia Gas Works REVISED (Mar30)

1
2 Class COS Study - 2006- REVISED (Mar30) E"';'*’" ”f‘i‘f
3 Future Test Year Ended August 31, 2007 ($000s) ageio
4 Interruptible Transportation Cost of Service Analysis
5
. IT-5/1T-6/
6 Source GTS IT-3 —IT_-B Others Total
7 Sales, Revenue and Customer Data
8 Thruput mcf Company provided 0,065,383 1431189 2,716,315 110,401 13,323,287
9 Revenue Company provided 2,224 2.524 2.317 191 7.256
10 Meters Company provided a a6 55 14 163
11
12 Unit Margins
13 Average rate per mef Thrupul Ling 9/ Line 8 & 02454 $ 17633 % 0B530 % 17268 $ 05446
14 Unit Costs per mef Linc 42/ Line 8 $ 04042 $ 07190 § 04361 $ 1.1928 § 04511
15 Unit Margin {Loss) per mef $ (0.1589) $ 10443 § 04169 $ 05340 % 00935
16 Total Margin (Loss) (1.440) 1,495 1,132 59 1.246
17 Margin {65%) 59% 49% 3% 17%
18
19 Allocation of Rate Base and Revenue Requirement
20 Allocation Basis
21 Rate Base:
22 Mains- Direct Assignment, not Direct 2.861 2.861
23
24 Mains- Customer Componenl, net Meters 149 1,605 1,027 261 3.042
25 Mains- Demand Component, not Thruput 6,210 980 1.8G1 76 9,127
26 Services and Meters, net Meters 72 775 496 126 1,469
27 Rate Base excluding Direct 6,432 3,361 3,383 463 13,639
28
29 Balance of Rate Base Rate Base excl. Direcl 598 313 315 43 1,269
30 Total Ratc Base 9,892 3,674 3.698 506 17,769
3
32 Revenue Reguirement:
33 Depreciation expense- Direct Direct 589 589
34 Depreciation expense- Other Rate Base excl. Direct 359 188 189 26 762
35
36 Demand-related operating expenses  Thruput 1.141 180 342 14 1,676
37 Customer-related operating expenses Melers 11 114 73 19 215
38 Operating costs 1,151 294 414 32 1,892
39
40 Administrative & General expenses  Operating Cosls 290 74 104 B 477
41 Interest and Surplus; Rate increase  Rate Base 1,275 474 477 65 2,290
42 Total Revenue Requiremenl 3,665 1,029 1,185 132 6,010
43
44 Allocation Bases
45 Thruputwmel % - Line 8 68.04% 10.74% 20.39% 0.83% 100.00%
4G Meters % Line 10 4.91% 52.76% 33.74% 8.59% 100.00%
47 Rate Base excluding Direct % Ling 27 47.16% 24 .64% 24.81% 3.40% 100.00%
48 Total Rate Base % Line 30 55.67% 20.67% 20.81% 2.85% 100.00%
49 Operating Costs Line 38 60.85% 165.53% 21.91% 1.71% 100.00%
o
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COMMONWEALTH OF PENNSYLVANIA

®

OF
555 Walnut Street, 5th Floor, Forum Place
Harrisburg, Pennsylvania 17101-1823
FAX (717) 783-7152

(717) 783-5048
consumer@paocca.org

IRWIN A. POPOWSKY
800-684-6560 (in PA only)

Consumer Advocate

August 22, 2007 ) -

o v

K o

James J. McNulty N
Secretary -
Pennsylvania Public Utility Commission . =
Commonwealth Keystone Building P <
I o

- ar

400 North Strect i
Harrisburg, PA 17105-3265

RE:  Pennsylvania Public Utility Commission
V.
Philadelphia Gas Works
Docket No.  R-00061931

Dear Secretary McNulty:

The Office of Consumer Advocatc (OCA) issucs this letter to address a possible
misunderstanding that could occur as 1o the OCA’s Exceptions, filed in this docket on August
20, 2007. It has come to the OCA’s attention, after reading the Company’s Exceptions, that the
Administrative Law Judges® (ALJs) determination of the appropriate Cost of Scrvice Study
(COSS) for use in this proceeding could be subject to differing interpretations. The OCA’'s
EExceptions, and position on this issue, reflect the ALJs" discussion on page 63 of the

Recommended Decision (R.D.), wherein the ALIJs stated:

PGW’s proposal to allocate 75% of the costs of distribution mains
mvestment based on purely peak demands should be rejected. Mr.
Galligan’s Peak and Average COSS accurately allocates such costs
based on the way PGW actually incurs costs to serve its customers,
as the principle of cost-causality requircs,
R.D. at 63. The Company focused on the ALJs™ proposed ordering paragraph 11, which
provides:

I1.  That the Company’s revised unbundled cost of service study as
modificd by the Office of Trial Staff"s distribution mains is adopied.

R.D. at 135.

DOCUMENT
cOLDER



Page 2

The discusston herein is presented to clarify the source of any possible misunderstanding,
and does not change the OCA’s position as stated in its Exceptions.

The OCA apologizes for any confusion that this 1ssue might have generated.

Sincerely,

g

Darryl A. Lawrence
Assistant Consumer Advocate
PA Attorney 1.D. # 93682

Enclosures

cc! Hon. Cynthia W. Fordham, Al
Hon. Angela T. Jones, ALJ
Office of Spccial Assistants

95307.doc



CERTIFICATE OF SERVICE

Pennsylvania Public Utility Commission
V. : Docket No.  R-00061931

Philadelphia Gas Works

| hereby certify that I have this day served a true copy ol the foregoing document, the
Office of Consumer Advocate's Letter, upon parties of record in this proceeding in accordance with
the requirements of 52 Pa. Code § 1.54 (relating to service by a participant), in the manner and upon
the persons listed below:

Dated this 22nd day of August 2007.

SERVICE BY E-MAIL and INTEROFFICE MAIL

Richard Kanaskie, Esquire

Allison C. Kaster, Esquire

Office of Tral Staff

Pennsylvania Public Utility Commission
Commonwealth Keystone Building

400 North Street, P.O. Box 3265
Harrisburg, PA 17105-3265

Counsel For: Office of Trial Staff
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SERVICE BY E-MAIL and FIRST CLASS MAIL

Danicl Clearhcld, Esquire

Alan C. Kohler, Esquire

Wolf, Block, Schorr & Solis-Cohen
213 Market Street, 9" Floor

P. O. Box 865

Flarrisburg, PA 17108-0865

Counsel for: Philadelphia Gas Works

Shari Gribbin

Assistant General Counsel

Exelon Business Services Company
2301 Market StreetS23-1
Philadelphia, PA 19103

Counsel lor: PECO Energy Company

Charis Mincavage, Esquire

MeNees Wallace & Nurick, LLP

P.O. Box 1166

100 Pine Street

Harrisburg, PA 17108-1166

Counsel for:  Philudelphia  Industrial and
Commercial Gas Users Group

Todd S. Stewart, Esquire

Hawke, McKeon, Sniscak & Kennard LLP
100 North Tenth Street

P.O. Box 1778

Harrisburg, PA 17101

Counsel For: Interstate Gas Supply. inc.

John F. Povilaitis, Esquire

Matthew A. Totino, Esquire

Ryan, Russell, Ogden & Seltzer P.C.
800 North Third Street, Suite 101
Harrisburg, PA 17101-20205
Counsel for: Hess Corporation

Gregory J. Stunder, Esquire
Philadelphia Gas Works

900 West Montgomery Avenue
Philadelpina, PA 19122

Counscl for: Philadelphia Gas Works

Philip A. Bertocci Esquire
Community Legal Services, Inc.
1424 Chestnut Strect

Philadelphia, PA 19102

Counsel for: Action Alliance, et al.

Sharon E. Webb

Lauren M. Lepkoski

Assistants Small Business Advocate

Office of Small Business Advocate

Commerce Building, Suite 1102

300 North Sccond Street

Harrisburg, PA 17101

Counsel for: Office of Small Business Advocate

Sherry A. Swirsky

General Counsel

The School District of Philadelphia

440 N. Broad Street

Philadelphia, PA 19130

Counsel for: Philadelphia School District

Philip L. Hinerman, Esquire

FOX ROTHSCHILD LLP

2000 Market Street

10™ Floor

Philadelphia, PA 19103-3291

Counsel for: Philudelphia Housing Authority



Andrew S. Leving, Esquire

Stradley Ronon Stevens & Young, LLP

2600 One Commerce Square
Philadelphia, PA 19103-7098

Counscel for: Archdiocese of Philadelphia

Robert D. Knecht

Industrial Economics Incorporated
2067 Massachusctts Avenue
Cambridge, MA 02140

For: Office of Small Business Advocate

et e

Katherine Guerry, Esquire
Hess Corporation

Onc Hess Plaza

Woodbridge, NJ 07095
Counscl for: Hess Corporation

SERVICE E-MAIL

'Chrisly M. Applcby

Assistant Consumer Advocate
PA Attormey 1.D. # 85824
E-Mail: CAppleby@paoca.org
Darryl Lawrence

Assistant Consumer Advocate
PA Atlorney [.D. # 93682
E-Mail: DLawrence(@paoca.org
Tanya J. McCloskey

Senior Assistant Consumer Advocate
PA Attorney L.D. # 50044
E-Mail: TMcCloskey(@paoca.org

Counsel for

Office of Consumer Advocate
555 Walnut Street

5th Floor, Forum Place
Harrisburg, PA 17101-1923
Phone: (717) 783-5048

Fax: (717) 783-7152
O092002.00C
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SCHOOI, RIEIFOIRM COMMISSITON

440 N, BROAD STRERT. SUITLE 313
PHILADELPHIA, PENNSYLVANIA LO130-3065

OFFICE OF CENERAL COUNSEL, TELEPHONE (215) HH-4120
D B FAX (ZI5) -HM-412]

MILES 1L SIHHORE
PDIRECT DIAL: (215) 400-5162
EsMAIL: mhshore@phila ki2 pa,us

August 29, 2007
Via UPS

Pennsylvania Public Utility Commission DOC U M ENT

Sccretary’s B
C(;?:lgnt':lorzv:calttllzeliueystone Building FO LD E H

2™ Floor, Room N-201
400 North Street
Harrisburg, PA 17120-3265

Re:  Pennsylvania Public Utility Commission v. Philadelphia Gas Works
Docket No. R-00061931

Dear Secretary:

| represent The School District of Philadelphia, Intervenor. Enclosed for filing arc the
original and nine copies of the Reply of The School District to Exceptions of Philadelphia Gas
Works with Certificate of Service. Kindly time-stamp the enclosed extra copy and return it to
me in the enclosed envelope.

T
Thank you very much. Kj.ﬂ-\

Very truly yours,

M«z H./é‘(k.ﬁﬂ&\

Miles H. Shore
Assistant General Counsel

MHS/jmc

Enclosures R ECEIV

ce: Administrative Law Judges E D
Service List of Active Parties AUG 2 9 2007
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PENNSYVLANIA PUBLIC UTILITY
COMMISSION
Docket No. R0O0061931
v.

PHILADELPHIA GAS WORKS

REPLY BY
THE SCHOOL DISTRICT OF PHILADELPHIA, INTERVENOR

TO EXCEPTIONS BY PHILADELPHIA GAS WORKS

DOCUMENT T
FOLDEH Attome)./ [.D. No. 03274

Assistant General Counsel
The School District of Philadelphia
440 N. Broad Strect, Suite 313
Philadelphia, PA 19130
(215) 400-5162
(215) 400-4121 fax

August 30, 2007 mhshore@phila.k12.pa.us

RECEIVED

AUG 2 9 2007
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INTRODUCTION

The School District of Philadelphia (the “School District”) submits this reply to
Exception No. 18 filed by the Philadelphia Gas Works (“PGW™),' in which PGW takes
exception to the Recommended Decision requiring PGW to perform an accounting for
any capital contribution refunds due the School District for certain School District
accounts for which service contracts were entered into during the 1990s. For such
contracts, the ALJs found that “the School District provided substantial evidence to
support that PGW should be directed to comply with its tariff section 10.6, both subparts
10.6(a) and 10.6(b)” and “recommend that PGW review its records to determine if a
refund is due the [School District] within 30 days of the date a final Order is entered in
this matter . . . and comply with 10.6(b) within 120 days of the date of a final Order is

entered in this matter.”

For the reasons stated below, the Commission should deny
PGW?’s exception and adopt the ALJs’ recommendation.’

ARGUMENT

The record clearly establishes that: (a) the School District and PGW have been in
a decade-long, unresolved dispute over certain, primarily dual-fuel accounts for which
the School District may or may not have met its contractually-based gas volume
obligations for service extensions installed in the 1990s:* and (b) PGW has moved seven
School District accounts to rate classes with greater delivery charges and also subjected

any and all subsequent, new service extensions requested by the School District to a

: PGW Exceptions, at 51-54,
2 RD at 130-131.
3 RD at 125-131.

! RDD at 125-126. As the ALIs have properly identified, the number of contracts in dispute is

unresolved (RD at 125, fn 35), notwithstanding PGW’s continuing claim that 80 of such contracts are in
dispute. PGW Exceptions, at 53.



policy of up-front capital contributions as a result of the dispute over these earlier
accounts.” However, PGW has stated that it is willing to provide the School District with
any capital contribution refunds to which it may be entitled pursuant to Section 10 of the
Tariff if and when the School District meets its contractual volume commitments.®

The School District submits that the ALJs’ recommendation is a reasonable step
toward resolving the long-standing dispute between the School District and PGW gas
volume usage at the accounts established in the 1990°s and, thus, will serve as a basis to
determine whether the School District is entitled to refunds for any of those prior
accounts as well as subsequent accounts under Section 10 of the Tariff. As the School
District stated in its Main Brief, it is well time for PGW to stop holding all School
District accounts “hostage™ with respect to any refunds that may due under Section 10
because of the ongoing, unresolved dispute over gas usage at accounts for which
contracts were entered into during the 1990s.”

PGW supports its exception by claiming the School District has “created a new
claim based on PGW tariff Section 10.6,” which PGW states, for the first in this
proceeding,® that the provisions in that Section did not exist at the time the disputed
contracts were entered into, thus should not apply to such contracts.” This argument
should be rejected. It is PGW itself that has tied School District capital contribution

refunds for any and all School District accounts to whether the School District has met its

5 RD at 126 and 129.
6 RD at 129,
! School District M.B. at 10.

* The Commission should not consider any extra-record information contained in PGW’s

exceptions. See, G. Denny French v. Verizon Pennsylvania Inc., Docket No. F02998923, 2007
WI.1772000, Opinion and Order entered May 31, 2007, at 3.

’ PGW Exceptions, at 52-53.



contractual volume commitments under the disputed 1990s contracts. Thus, as the ALJs
properly determined, PGW must be required to produce an accounting of the School
District’s status under the 1990s contracts with respect to meeting contractual gas volume
commitments in order to resolve not only the dispute involving those contracts, but also
whether refunds may be due the School District under Section 10 of PGW’s Tariff for
any subsequent School District contracts.

PGW also claims that it cannot comply with the ALJs’ recommendation because
it “has not maintained any of the load data or other information that would be needed to
calculate any allowances” under Section 10.6 of the Tariff."" This claim, also made for
the first time on exceptions, appears specious. PGW’s witness Craig White referred in
his testimony to an “extensive review” prepared by PGW in 1998 listing each of the
contracts in dispute, which review is PGW’s basis in this proceeding for its claim of the
number of 1990s contracts in disputc.“ Thus, the Commission should reject PGW’s
claim that it cannot produce an accounting of the School District’s gas volume usage
under the disputed 1990s contracts as it is unsupported by evidence in the record and, in

fact, conflicts with PGW's own, uncontroverted evidence in the record.

10 PGW Exceptions, at 53-54.

" Tr. at 689-690.



CONCLUSION

For the foregoing reasons, the Commission should deny PGW’s Exception No. 18
to the Recommended Decision of the ALJs.

Respectfully submitted,

iRy . Fos

Miles H. Shore

Attorney 1.DD. No. 03274

Assistant General Counsel

The School District of Philadelphia
440 N. Broad Street, Suite 313
Philadelphia, PA 19130

(215) 400-5162

(215) 400-4121 fax
mhshore(@phila.ki2.pa.us

Attorney for The School District of
Philadelphia, Intervenor
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Pursuant to 52 Pa. Code, Section 5.592(c) of the regulations of the Pennsylvania
Public Utility Commission {(Commission), the Pennsylvania Office of Consumer Advocate
(OCA) files this Exception (o the Compliance Filing made by Philadelphia Gas Works (PGW or
Company) on Oclober 18, 2007.

The QCA understands that PGW sccks to have new rates to go into effect on
November 8, 2007. The OCA docs not oppose PGW's proposed new rates going into elfect on
one day’s notice after that date, if the Commission has not acted on this Exception. I the
Commission renders a decision as to this Exception «fier PGW’s new rates go into ellect, then
the OCA submits that any modification to those rates, if needed, should be made on a
prospective-only basis.

In support of its Exception, the OCA submits the following:

[ INTRODUCTION

The OCA objects 1o PGW's proposed trecatment 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 Opinion and Order (Order). Pa, PUC v. Philadelphia Gas

Works, Dock. No. R-00061931 (Order entered Sept. 28, 2007). The Order directed a redesign in
IT rates, from margin-based rates to cost-based rates. This redesign results in $2.671 million less
base rale revenue being collected from [T customers. This revenue shortfall in existing basc
rates must be collected from other customer classes, in order for the Company to be made whole.
The redesign of the IT rate resulis in a $2.6 million cost shifi away from [T customers. Through
its Compliance Filing, the Company proposes to shift all of these costs onto residential
customers.  The OCA submits that such a proposal is not in accord with the Order, prior

Commuission (reatment of cost shilis or sound ratemaking principles.
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The Commission cntered its Order in the above-captioned matter on September
28.2007. Of particular importance to this Exception, the Order dirccted PGW (o file a tarilt that,
iter alia, (1) produccs an annual incrcase in basce rates of $25,000,000, (2) allocates (he
$25,000,000 rate increase in accordance with the First Dollar Reliefl proposed by the Office of
Trial Staff (OTS), and (3) establishes cost-bascd Interruptible Transportation (1T} rates. Order at
74, 84 und 92. PGW submilted its Compliance Filing on October 18, 2007. In Attachment A of
the Compliance Filing, at Final Order Attachment 6 pages | and 2, PGW shows the ratc increasc
(or each class on line 20. The lotal rate increase is $24,999,000. Also on line 20, the existing
base rate revenue shortfall, created by the implementation of cost-based IT rates, is shown as
$2,671,000.

The OCA is not contesting the Company’s implementation of the Order, which
directed that the $25 million rate increase be allocated Lo the customer classes using the OTS’s
First Dollar Relief method.! The OCA docs object, however, Lo the treatment of the $2.6 million
cost shilt that results from the redesign of the IT rates. The OCA submits that there is no
reasonable basis to shift 100% of this $2.6 million cost to the residential ratepayers as the
Company has done in its Compliance Filing. This cost shifi, related to the redesign of the
existing IT rates, should be borne by all firm service customer classes. The OCA respectiully
requests that the Company’s treatment of this cost shifl in the Compliance Filing not be adopted
and that a filing be required that is consistent with the discussion herein.

The OCA understands, however, that PGW’s approved revenue increase should
go into cllect without undue delay. [tis the OCA’s understanding that the Commission may act

on PGW's Compliance Filing at its November 8, 2007 Public Mceting. It the Commission

' The OCA would note that line 20 of Attachment 6 shows $24,939.000 of the authorized $25 million rate

increase is allocated to the Residential ¢lass under the Order.

[N



requircs more time (o decide the issues raised by this Exception, the OCA would not object to
PGW's proposed compliance rates going into elfect prior to the outcome of this matter, and any
modification of those rates as a result of a Commussion decision on this matter could be made on
a prospective-only basis,
11. ARGUMENT

When the existing IT rates arc redesigned to be cosi-based rates and not margin-
hased rates, in accordance with the Commission’s Order, the I'T rates will be lower. This means
that PGW will reecive less revenue from [T customers under the cost-based rates, in this case,
about $2.6 million less than under the existing margin-based rates. For the Compzmy to be made
whole, this existing base ratc revenue shortfall must be made up, i.e., PGW must shift the cost of
providing lower IT rates, $2.6 million, to other customer classes. In its Compliance Filing, the
Company chose to shift 100% of this $2.6 million cost to residential custemers. The issuc raised
in this Exception is how the $2,671,000, created by the implementation of cost-based 1T rates,
should rcasonably he assigned.

The problem from the OCA’s perspective is that, as evidenced by Attachment 6 of
PGW’s Compliance Filing, the Company 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
Relicf, and essentially assigned 100% of the $2.6 million to the residential class.  As a result,
residential customers will now 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 ALIS" Recommended Decision (RD) nor the Order directed PGW 1o assign

this entirc underlying $2.6 million cost shift in that same manner. These are two difTerent issues.

4

That is. vesidential customers will pay not just 100% of the Company’s rate increase under First Dollar
Relief, but 110% of the rate increasc.

)



The OCA has no objcclion o making the Company whole. because this $2.6
million is already part of PGW’s existing revenue requirement. The OCA doces object 1o making
the Company whole, however, by recovering 100% of this $2.6 million cost shilt from the
residential class. The OCA submits that the $25 million authorized rate increase and the $2.6
million existing base rate revenuc shortfall are two different items, as the latter is not part of the
$25 million rate increase, but rather a cost shift, and should be treated accordingly.

The Commission has alrcady recognized that the establishment ol cost-based 1T
rates for PGW would create a revenue shortfall, in this case $2.6 million that would have to be
made up by a shift of those costs to the other tirm customer classes. [n PGW’s restructuring
proceeding, the Commission’s Opinion provided the following as to cost-based IT rates:

Upon review of the record on this issue, we conclude that the issue

of IT rates should be addressed in PGW's next base rate proceeding

and not within the current restructuring case. We find that lowering

PGW's IT rates in this proceeding may result in an impermissible

shift in costs from interruptible customers to {irm customers.

Pa. PUC v. Philadelphia Gas Works, Dock. No. M-00021612, at *45 (Order entered Mar. 31,

2003) (emphasis added). PGW has also recognized in this case that the establishment of cost-
based IT rates would create a revenue shortiall that would have to be made up by a shilt in costs
to other firm customer classes. As PGW provided in its Exceptions to the RD:

Initially, it is important to understand that as a result of this
decision, existing interruptible transportation customers with
alternative fuel capability will pay less than their alternative
market price and all other ratepayers, chiefly residential customers,
will be forced to pay between $1.2-52 million more overall.

At the same time, by negotiating a rate in rclation to the customer's
alternative pricc ol energy, the Company maximizes the
contribution that thesc customers make o keep firm customer rates
lower.



Third, such a scismic change m PGW’'s [T rates, which currently

provide a posilive margin in relation to the cost of service, would

violate the approved theory of gradualism and will have a negative

impact on the rates paid by firm customers.  The Company's

revenue requirement will remain as ordered, and thus il the ALIJS

recommended 17 rate cut is adopted, the rates charged to PGW's

firm customers (overwhelmingly residential) will have to increase

to make up the difference. Such a result will obviousty harn the

residential and firm customers, as well as the Company ...

PGW Exceptions at 48, 49 and 51 (emphasis added). The OCA would note that in the numerous
Reply Exceptions that were (iled in this matter, no party disagreed with PGW’s assertions that
the implementation of cost-based [T rates would result in all firm service customer classecs
having to absorb that cost shilt. There was no indication in PGW-s prior pleadings that 100% of
this cost shiflt would be borne by residential customers alone.

Sound ratemaking principles discussed in past Commission decisions holds that
discounting distribution rates to customers with competitive options (close to a pipeline, having
alternative fuel capabilities, elc.), generally the large industrial customers, results in kecping
thosc customers on the system and providing some contribution to fixed costs or margin cven
though other customer classes will have 1o make up the difference between that lower level of
revenue and the utility’s authorized revenue requirement. Costs get shifted from the customer
rccciving the lower rate o other customer classes. In cases like that, there may be disagreecments
among the parties as to the amount of the cost shift, or the percentage allocated to the dillerent
classes, but there has not been any large-scale disagreement with the general principle that all
firm customers are responsible lor the existing base rate revenuc shortlall.

For example, the Commission recently decided the PPL Gas case. Pa. PUC v.

PPL. Gas Utilities Corp., Dock. No. R-00061398 (Order cntered Feb. 8, 2007). The

Commission’s Order provided the following description ol the rate discount at issue:



PPL Gas offers a discounted rate to some LVS (large volume

scrvice) customers as a resull of negotiated contracts between the

Company and the customer.

PPL Gas reflected the difference between the actual revenues from

Rate L (rate for LVS customers) and the revenue required Lo

produce the system average rate ol return. The purpose 1s to

allocate amonyg lthe other rate classes the discounled revenuc

received by the Company that is less than the system average rale

ol return. The Company, the OSBA, and the OCH ugree that under-

recovery of costs that results from the rate discounts provided to

Rate LVS customers should be shared among the customer clusses.

PPL Gas at *193, 194, The ratc discount at issue in PPL Gas is similar to the cost-bascd I'T rate
issue here, in that under both scenarios an cxisting base rate revenue shortfall results that must be
madce up by all other firm service customers.

Morceover, the commercial and industrial classes reccived no rate increases in this
matter. Under PGW’s Compliance Filing, these classes were also not assigned any part ol the
$2.6 nullion cost shift. Yet, these classes may reap the benefits of the new lower IT rates, should
any of their members choose to transport gas on the system. Industrial and commercial
customers will now have an enhanced opportunity to shop lor lower cost gas supplies as a result
of the cost-based, lower [T rates. The OCA submits that it is not reasonable to allocate 100% of
the $2.6 milhion cost shift, created by the redesign ol IT rates, lo the Residential class when it is
obvious that other classes not only received the benefit of the contribution margin from the
existing [T rates, but now may also continue to benefit from the lower IT rates.

The OCA submits that PGW’s Compliance Filing does not treat this $2.6 million
cost shift, resulting from the implementation of lower IT rates, in a manner that is reasonablc,
consistent with Commission precedent, or consistent with PGW’s own statements about the

exisling base rate revenue shortfall that would result from implementing cost-based 1T rates.

PGW’s allocation has imposed a higher total revenue requirement on the Residential class, a
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class that has already sustained virtually 100% of the $25 million rate increase awarded in this
nmatier.
1. CONCLUSION

For all ol the foregoing rcasons, the Office of Consumer Advocale cxcepts Lo
PGW’s October 18, 2007 Compliance Filing and respectiully requests that the Commission
direct the Company to submit a revised compliance liling that distributes the $2.6 million cost
shift related to cstablishing cost-based [T rates Lo all (irm service customers, not just to the
Residential class. To the extent that the Company’s original Compliance Filing goes inlo ellect
prior to a Commission ruling on this Exception, the OCA submits that any change in rates could
be made on a prospective basis only.

Respectfully Submitted,

S D

Darryl A. Lawrence

Assistant Consumer Advocate
PA Attorney [.D. # 93682
E-Mail: DLawrence@@paoca.org
Christy M. Appleby

Assistant Consumer Advocate
PA Attormey 1.D. # 85824
E-Mail: CAppleby@paoca.org
Tanya J. McCloskey

Senior Assistant Consumer Advocale
PA Attorney [.D. # 50044
E-Mail: TMcCloskey@paoca.org
Counscl for:

Irwin A. Popowsky

Consumer Advocate

OfTice of Consumer Advocate
555 Walnut Strect

5th Floor, Forum Place
Harrisburg, PA 17101-1923
(717) 783-5048

DATED: October 29, 2007
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Wolf, Block, Schorr & Solis-Cohen
213 Market Street, 9" Floor
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Asststant General Counsel

Exelon Business Services Company
2301 Market StreetS23-1
Philadelphia, PA 19103

Counsel for: PECO Energyv Company

Charis Mincavage, Esquire

McNees Wallace & Nurick, LLP

P.O. Box 1166

100 Pine Strect

Harrisburg, PA 17108-1166

Counsel for:  Philadelphia Industrial and
Commercial Gas Users Group

Todd S. Stewart, Esquire

Hawke, McKeon, Sniscak & Kennard LLP
100 North Tenth Street

P.O. Box 1778

Harrisburg, PA 17101

Counsel For: /nrerstate Gas Supply, Inc.

John F. Povilaitis, Esquire

Matthew A. Totino, Esquire

Ryan, Russell, Ogden & Scltzer P.C.
800 North Third Street, Suite 101
Harrisburg, PA 17101-20205
Counsel for: Hess Corporation

Gregory 1. Stunder, Esquire
Philadelphia Gas Works

900 West Montgomery Avenue
Philadelphia, PA 19122

Counsel for: Philudelphia Gas Works

Philip A. Bertocci Esquire
Community Legal Services, Inc.
1424 Chestnut Street

Piuladelphia, PA 19102

Counsel for: Action Alliance, et al.

Sharon E. Webb

Lauren M. Lepkoski

Assistants Small Business Advocate

Office of Small Business Advocate

Commerce Building, Suite 1102

300 North Second Street

Harrisburg, PA 17101

Counsel for: Office of Small Business Advocate

Sherry A. Swirsky

General Counsel

The School District of Philadelphia

440 N. Broad Street

Philadelphia, PA 19130

Counsel for: Philadelphia School District

Philip L. Hinerman, Esquire

FOX ROTHSCHILD LLP

2000 Market Street

10™ Floor

Philadelphia, PA 19103-3291

Counscl for: Philudelphia Housing Authority



Andrew S. Levine, Esquire

Stradley Ronon Stevens & Young, LILLP
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Robert D. Knecht

Industrial Economics Incorporated
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Katherine Guerry, Esquire
Hess Corporation

One Hess Plaza

Woodbridge, NI 7095
Counscel for: Hess Corporation
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