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I.
Introduction
On June 22, 1999, the Natural Gas Choice and Competition Act (the Act) was enacted to provide a competitive and non-discriminatory market for natural gas supply services within the Commonwealth.  66 Pa. C.S. §§2201-2212.  Pursuant to the Act, the Commission assumed jurisdiction over the natural gas services provided by the  Philadelphia Gas Works (PGW) within the City of Philadelphia.  Id.  §2212.  On July 1, 2002, consistent with the filing schedule established by the Commission, PGW filed its Restructuring Petition
 in which it proposed, inter alia, to unbundle its rates and to initiate customer choice pursuant to the Act.

The matter was assigned to Administrative Law Judge (ALJ) Allison K. Turner who issued her Recommended Decision relative thereto on February 18, 2003.  That Decision, including the various Exceptions and Reply Exceptions of the parties, is now before us for disposition.

We shall adopt and incorporate herein by reference the ALJ's Recom​mended Decision to the extent that it is not expressly or by necessary implication overruled or modified by this Opinion and Order.  Initially, we are reminded that we are not required to consider expressly or at great length each and every contention raised by a party to our proceedings.  University of Pennsylvania, et al. v. Pa. PUC, 485 A.2d 1217, 1222 (Pa. Cmwlth. 1984).  Any Exception or argument that is not specifically addressed herein shall be deemed to have been duly considered and denied without further discussion.  

II.  Preliminary Matters  
A.
Overview
Subsequent to the filing of PGW’s Restructuring Plan, the following eight parties filed Petitions to Intervene or Complaints with the Commission:  Philadelphia Industrial and Commercial Gas Users Group (PICGUG); The Consumers Education and Protective Association, the Association of Community Organizations for Reform Now, the Tenants’ Action Group, and the Action Alliance of Senior Citizens of Greater Philadelphia (collectively CEPA); the Office of Trial Staff (OTS); the Office of Consumer Advocate (OCA); the Office of Small Business Advocate (OSBA); Service Employees International Union, Local 686 (SEIU); Texas Eastern Transmission LP (TETCO), and PECO Energy Company (PECO).

ALJ Turner conducted a Prehearing Conference on August 7, 2002, which generated a transcript of 37 pages.  By Prehearing Order No. 2, issued on August 27, 2002, the ALJ established a litigation schedule and procedural rules for the proceeding.  Public Input hearings were held at the Community College of Philadelphia on October 7‑9, 2002.  The Public Input hearings produced 194 pages of transcript.  

Evidentiary hearings were held on November 13-15, 2002 in Philadelphia.  The Evidentiary hearings generated 502 pages of transcript.  PGW, the OTS, the OCA, PICGUG, the OSBA, SEIU, and CEPA filed Main and Reply Briefs according to the procedural schedule.  TETCO filed only a Main Brief.  As noted, the Recommended Decision containing proposed resolutions of the various issues, was issued February 18, 2003.   
Exceptions and Reply Exceptions to the Recommended Decision were filed by CEPA on February 24, 2003.  The following Parties filed Exceptions on February 25, 2003:  PGW; the OCA; PICGUG; the OSBA; the OTS; and SEIU.  The following Parties filed timely Reply Exceptions:  PGW, CEPA, the OTS, the OSBA, SEIU, the OCA, and PICGUG.  
B.
The Company
Operating since 1836, PGW is the largest municipally-owned gas utility in the nation, maintaining a distribution system of 6,000 miles of gas mains and services and providing service to nearly half a million customers.  PGW’s service territory is defined as the City of Philadelphia in the Agreement between the City of Philadelphia and the Philadelphia Facilities Management Corporation for the Management and Operation of The Philadelphia Gas Works.  (PGW Annex A (Revised) Tariffs, Section 1 – Philadelphia Gas Works Gas Service Tariff, Pa. PUC No. 2 (Annex A, Section 1), p. 5).  

PGW furnishes natural gas service to approximately 500,000 residential customers and 19,000 industrial and commercial users and has a customer assistance program for low-income customers, the Customer Responsibility Program (CRP), which currently has 65,500 customers.  (PGW St. 8, p. 3).  PGW also provides a 20 percent discount on gas bills for all senior citizens, 65 years of age and older, that apply for its Senior Citizen Discount (SCD) program.  (PGW St. 8, p. 11).  There are currently approximately 83,000 participants in the SCD program.  (Id.)  

PGW is a cash flow utility which does not rely on equity financing.  Its rates are based on its operating ratio, not the traditional rate base/rate of return methodology.  Pa. PUC v. Philadelphia Gas Works, R‑00006042, et al., C‑00014826, et al., 2001 Pa. PUC LEXIS 103, *24 (Order entered October 4, 2001).  

PGW’s peak day requirements are approximately 768,100 Mcf.  PGW uses its firm transportation capacity on interstate pipelines (Pipeline FT Capacity) to transport gas it purchases to meet customer requirements.  Two interstate pipeline suppliers, TETCO and Transcontinental Pipeline (TRANSCO), deliver approximately 40% of PGW’s peak day supplies to the city gate.  When capacity is not needed to meet customer demand, PGW also uses Pipeline FT Capacity to fill storage, fill its LNG tank, and, make interruptible sales.  When customer demand exceeds the Pipeline FT Capacity, PGW withdraws gas from storage.  As of June 2002, PGW has ten interstate pipeline storage contracts, totaling approximately 20 Bcf.  In extremely cold weather, PGW turns to its LNG peaking facility to meet demand as well as to help ensure system integrity in the event of an emergency.  (PGW St. No. 5, pp. 10-11).  

C.
The Act
As a municipal natural gas distribution company (NGDC), PGW was previously regulated by the Philadelphia Gas Commission (PGC), a local agency of the City of Philadelphia (City).  This Commission assumed jurisdiction over the public utility services being furnished by PGW, on July 1, 2000.  66 Pa. C.S. §2212(b).  As noted above, the Act was signed into law in 1999, to provide a competitive and non-discriminatory market for natural gas supply services within the Commonwealth.  The Act provides the framework for restructuring NGDC services in order to allow Pennsylvania’s natural gas customers a choice in their natural gas providers.  Section 2212 of the Act, 66 Pa. C.S. §2212, specifically addresses city natural gas distribution operations such as that of PGW.  

The Act addresses the various duties of the NGDCs as they transition to retail choice, including, inter alia,:  (1) integrity of distribution systems; (2) installation and improvement of facilities; (3) enhanced metering; (4) customer protection; (5) supplier of last resort obligations; (6) licensing requirements; (7) supplier access and market power remediation; (8) the unbundling of natural gas supply services, including commodity, capacity, storage, balancing and aggregator services; (9) recovery of costs associated with restructuring; (10) universal service programs, funding and cost recovery; and, (11) employee obligations.  

In addition to meeting the requirements of the Act to transition to retail choice, PGW must also, through this proceeding, bring its existing information technology, accounting, billing, collection, gas purchasing and other operating systems and procedures into compliance with the rules, regulations, and orders of the Commission.  TA \s "66 Pa. C.S. §§2212(h)(1)" \c 1 \l "66 Pa. C.S.  2212(h)(1)"66 Pa. C.S. §2212(h)(1).  

D.
Motions and Petitions


1.
Motion in Limine
On October 10, 2002, PGW filed a Motion in Limine to strike portions of SEIU’s testimony and exhibits from the record.  SEIU filed an Answer on October 17, 2002.  On October 24, 2002, ALJ Turner issued Prehearing Order No.3, granting, in part, and denying, in part, PGW’s Motion in Limine.  On November 1, 2002, SEIU filed a Petition for Interlocutory Review and Stay regarding the stricken portion of its direct testimony.  By Opinion and Order entered December 24, 2002, the Commission denied SEIU’s Petition.  



Specifically, the ALJ excluded the testimony and exhibits of SEIU witness Shawn Plunkett (SEIU Statement 3 and SEIU Exhibits 17, 18, and 19).  The testimony and exhibits that were stricken suggest wording changes in three sections of PGW’s proposed tariff.  The relevant sections deal with the obligations of PGW customers to provide access to their premises to PGW employees or agents.  The ALJ ruled that SEIU would not be permitted to propose changes in the wording of any of these tariff provisions.  She held that SEIU was attempting to make the tariff consistent with the collective bargaining agreement.  She also held that the design of tariffs is primarily a management function, and it would not be beneficial to allow the union to control this aspect of management functions through input into the tariff in this proceeding.  (Prehearing Order No. 3, p. 4).  



SEIU excepts to the ALJ’s recommendation on this issue averring that it is attempting, via its suggested wording changes to PGW’s proposed tariff, to remove ambiguity from the proposed tariff concerning the customer’s obligations to provide access to PGW’s facilities on the customers’ premises.  Furthermore, SEIU asserts that its proposed modifications to PGW’s tariff are required to make the tariff provisions internally consistent, to ensure the safety and security of PGW’s facilities, and to protect customers from unauthorized persons who may attempt to gain access to their property or PGW's facilities.  Accordingly, SEIU argues that the Commission should reverse the ALJ’s Prehearing Order No. 3 and reopen the record to admit the testimony and exhibits of Mr. Plunkett.  (SEIU Exc., pp. 2-4).  PGW responds to SEIU’s Exception on this issue, arguing that the Commission should affirm the ALJ’s ruling on this issue.  (PGW R. Exc., pp. 17-21).  



The ALJ's ruling should be affirmed.  The Commission denied SEIU's request for interlocutory review.  See Pa PUC v PGW, Docket No. M-00021612, entered December 24, 2002.  In that Order, we affirmed the ALJ's ruling that SEIU had improperly attempted to enlarge the scope of the hearing.  The purpose of this restructuring proceeding is to initiate customer choice of natural gas supply in PGW's service territory and finally transition PGW into compliance with all the requirements of the Commission's Regulations and the Public Utility Code.  This is not a proceeding to litigate what may be legitimate collective bargaining issues.

Therefore, the Exceptions of the SEIU are denied. 

2.
Motion to Strike CEPA’s Brief in Part  



On January 3, 2003, PGW moved to strike portions of CEPA’s Main Brief on the grounds that it challenges the wording and effect of PGW’s proposed tariff, and also that it supports its arguments with facts not included in the record.  PGW moved to strike all or portions of pages 8-22 and 24-31.  PGW furthermore contended that it had no prior notice that CEPA would challenge its tariff in this way, and thus, it was not afforded the opportunity to prepare a response.  On January 13, 2003, both CEPA and the OCA separately filed Responses in Opposition.



CEPA and the OCA contend that PGW’s proposed tariff is in the record as a PGW exhibit.  Accordingly, references to specific tariff sections are sufficient.  Like​wise, references to specific sections of Chapter 56 of the Commission’s regulations are sufficient.  CEPA and the OCA contend that PGW’s Motion to Strike should be denied.  

The ALJ found that not one of CEPA’s assertions or contentions on these pages is supported by a record citation.  The ALJ opined that the Parties, the ALJ and the Commission should not be put in the position of searching the record to validate factual references in a brief.  Also, no party should be allowed to argue on “inferred” facts without record support.  The ALJ recommended that PGW’s Motion to Strike be granted only with regard to factual references not based on the record, but not as to issues regarding differences between its proposed tariff and the Commission’s regulations.  (R.D., p. 14).  



CEPA excepts to the ALJ’s recommendation on this issue.  CEPA contends that the ALJ stated that a party should not be “allowed to argue from ‘inferred facts’ while at the same time recognizing that the Proposed Tariff was part of the record.”  (I.D., p. 13).  CEPA further contends that the only “evidence” that is necessary for such analysis is the Proposed Tariff itself, and Chapter 56.  That evidence does not constitute “extra-record facts.”  (CEPA Exc., pp. 13‑15).  



With regard to factual references not based on the record, we will affirm the ALJ’s Recommended Decision consistent with our regulations at 52 Pa. Code §§5.501 and 5.502.  We find that CEPA’s assertions/contentions are not supported by record citation.  Neither the Commission nor the ALJ should be placed in the position of having to search the record in order to validate factual references in a party’s brief.  No party can be permitted to argue “inferred” facts without record support.  
With respect to the differences between PGW’s proposed tariff revisions and Chapter 56, the ALJ correctly ruled that a reference to specific sections of Chapter 56 was sufficient.  No Exceptions were filed to this finding.  
We affirm the ALJ’s ruling and the Exception of CEPA relative to this issue is denied.  

3.
PGW’s Motion for Leave to File Late-Filed Exception.


On February 28, 2003, PGW filed a Motion for Leave to File Late-Filed Exceptions (Motion) together with its Exceptions which address its capacity assignment methodology.  The OSBA filed an Answer opposing the Motion on March 5, 2003.  By correspondence filed March 7, 2003, the OCA stated that it does not take any position on PGW’s Motion.  The rationale for the lateness is that, should the Commission adopt the ALJ’s recommendation, PGW will suffer “system problems”.  (Motion, p. 1). 

Given our statutorily imposed deadline for entry of an order in this Restructuring Proceeding, no later than April 1, 2003, and the fact that Reply Exceptions would be warranted, there simply is no time to permit late-filed Exceptions.  The finite amount of time the Commission has to consider the instant matter should be utilized to analyze those Exceptions properly before us.  As such, PGW’s Motion for Leave to File Late-Filed Exceptions is denied.  

4.
Petition to Intervene:  City Council of Philadelphia
On March 13, 2003, the City Council of Philadelphia (City Council) filed a Petition to Intervene requesting that it be granted full status as an intervenor and that the proceeding be remanded to the ALJ.  The Parties to the proceeding were granted until 12:00 noon on March 20, 2003, to file responses to the City Council’s Petition. 
  
This Petition was not only filed several months after this case began, but it was also filed just days before the Commission reached its final decision.  The City fails to demonstrate extraordinary circumstances adequate to warrant accepting its intervention at this late date and to justify a delay in these proceedings as requested in the Petition.  Moreover, this Commission is under a statutory obligation to render a decision in this matter no later than April 1, 2003.  In any event, the issues raised by the Petition highlight a dispute between the City and PGW regarding whether PGW had the authority to make its senior citizen proposal.  However, that is an internal governance dispute that is not within the Commission’s jurisdiction to adjudicate.  The Commission will not insert itself between PGW and its owner, the City.  

This Commission directed PGW to undergo a Management Audit and subsequently issued a Secretarial Letter on April 5, 2001, instructing PGW to prepare alternatives to submit to the City.  This was done in response to PGW’s claim that it did not have the “legal authority to implement” an audit recommendation to eliminate the senior citizen discount.  If the allegations in the Petition are true, PGW may have failed to 
comply with a lawful Commission directive in violation of 66 Pa. C.S. Section 3301.  As a result, we will refer this matter to the Law Bureau for investigation and such further action as may be warranted.  


Based on the foregoing, the City’s Petition to Intervene is denied.

E.
The Stipulations

1.
RRA/IRC Partial Stipulation

PGW proposes to include in its unbundled rates a Revenue Reconciliation Adjustment (RRA) and an Interruptible Revenue Credit (IRC).  The RRA and IRC are the subject of a proposed Partial Stipulation signed by PGW, the OCA and the OTS.  The OSBA opposed the Stipulation on the grounds that it was anti-competitive.  The remaining Parties did not endorse the Stipulation, but have authorized the Signatories to represent that they do not oppose it.  (PGW M.B., Appendix 4).  The proposed Stipula​tion provides two tariff mechanisms:  a non-reconcilable RRA to be added to base rates, and a reconcilable IRC to be credited to the Gas Cost Rate (GCR).  The signatories to the Stipulation agreed to set the RRA at $5.3 million.  (PGW M.B., p. 20).

PGW offers interruptible gas sales service to large industrial customers who have alternative fuel capability.  PGW prices its gas sales to interruptible customers at 10% above its commodity cost of gas or the market price for alternative fuels.  (Tariff 
Pa. PUC No. 2, p. 100).  The commodity costs associated with providing this service are excluded from the determination of PGW’s GCR and the margin realized (revenue in excess of the commodity cost of gas) is credited to PGW’s base rates.  Included in this margin is a return for both the upstream pipeline capacity used to deliver the gas to the city gate and the distribution costs associated with delivering the gas from the city gate to the burner tip.  PGW uses the margin earned from its interruptible sales to support the base rates of its firm customers and to provide additional funds to cover its costs.  (PGW M.B., p. 20).  

The ALJ recommended approving the Partial Stipulation, finding that OSBA’s position was set forth, and specifically rejected in the Pa. PUC v. UGI Utilities, Inc. ‑ Gas Division, Docket No. R‑00994786 (June 29, 2000); that the proposal is not anti-competitive; and, that the OSBA’s position is based on a misreading of the Act.  (R.D., p. 7).  

The OSBA excepts to the ALJ's recommended adoption of PGW's proposal regarding the RRA/IRC stating that it will result in a tariff that provides an unfair competitive advantage for PGW gas supply and will discourage competition in gas supply for both retail and transportation customers TC \l2 "
A.
Exception No. 1
The ALJ's Recommended Adoption of PGW's proposals for the RRA and IRC will result in a Tariff that provides an Unfair Competitive Advantage for PGW Gas Supply and will discourage Competition in Gas Supply for both Retail and Transportation Customers.  (OSBA Exc., p. 3).  The OSBA argues that PGW must be ordered to establish cost-based transportation rates that would apply to both interruptible sales and interruptible transportation service customers, and that the costs associated with providing transportation service to interruptible sales customers should be excluded from the computation of the interruptible sales commodity margin and, therefore, from the RRA and IRC.  (Id., p. 4).  

PGW rejoins that its proposed Stipulation is consistent with Section 2211(g) of the Public Utility Code (Code), 66 Pa. C.S. §2211(g), and the Commission’s decision in the UGI restructuring case.  (PGW R.Exc., p. 3).  

We note that the OSBA is advocating the same position on the identical issue that the OCA advocated in the UGI restructuring proceeding.  In that proceeding, we stated as follows:  

We shall deny the OCA’s Exception on this issue because its proposals are inconsistent with the express language of Section 2211(g) and would not meet the obvious legislative objective embodied in this section of the Act.  We find that UGI’s proposed adjustment removes the incentive for the NGDC to retain PGC load and associated PGC capacity used to make interruptible sales and is entirely consistent with the requirements of Section 2211(g). 

(UGI, pp. 10-11).


We find that PGW’s proposal and the Stipulation are consistent with Section 2211(g) of the Act and our decision in the UGI restructuring proceeding.  Adopting the OSBA in this proceeding would create a completely inconsistent interpretation of the Act and impose disparate treatment on two identically situated Natural Gas Distribution Companies (NGDCs).  The OSBA has presented no persuasive or compelling evidence for us to adopt its proposal.  Our rationale used in the UGI proceeding is applicable in this proceeding.  Therefore, we deny the OSBA’s Exceptions and adopt the ALJ’s recommendation.  

2.
Supplier Tariff Stipulations


PGW, the OTS, the OCA, and the OSBA entered into a Stipulation wherein they agreed that PGW shall include a section in its General Tariff setting forth an exit fee, and its calculation procedures.  The Parties to the stipulation agreed that the fee and its 
calculation procedures shall be in place for five years, subject to possible annual readjust​ment.  



The Parties to the Stipulation also agreed as to the interest rate on outstanding Supplier/PGW balances.  Specifically, PGW agreed to modify its Supplier Tariff Sections 12.2 and 12.3 so that unpaid supplier balances shall accrue interest at the rate of 0.83% per month, or 10% per annum.  The other active Parties did not join in these Stipulations, but do not oppose them.  



As noted by the ALJ, there was no opposition to the Stipulation by the Parties.  The ALJ recommended the adoption of the Stipulation.  (R.D., p. 8).  



Our review of the terms of the Stipulation leads us to conclude that the terms are reasonable and in the public interest.  Accordingly, we shall adopt the Stipulation without further comment.  



PGW, the OTS, and the OCA reached agreement as to the assignment of capacity.  Specifically, PGW agreed to modify its tariff so that FT capacity assignment revisions shall be conducted quarterly in accordance with standards set forth in the tariff provision.  The OSBA opposes this provision of this Stipulation.  The other Parties are not opposed to the Stipulation.  



The OSBA recommended that PGW allocate its interstate pipeline capacity in two stages.  The first would be a quantity equal to the average daily load of the customer or customer class to which the FT capacity is allocated.  The second would allocate PGW’s actual pipeline capacity in excess of its average daily firm loads on the basis of customer class excess demands.  



The OCA agreed with the OSBA’s proposal with two minor qualifications.  The first is that this method must also be used as the basis for determining the assignment of PGW’s interstate pipeline FT capacity to the Natural Gas Suppliers (NGSs) in the customer choice program.  The second is that the OSBA’s proposal for storage cost recovery should apply to storage costs and not storage capacity.  The OCA noted that the OSBA witness agreed with the OCA on these points in his surrebuttal testimony.  (OCA M.B., pp. 23-24).  



The ALJ recommended that the Commission modify this Stipulation to incorporate the capacity methodology jointly agreed to by the OCA and the OSBA.  (R.D., p. 8).  No Exceptions were filed to the ALJ’s recommendation.  Having reviewed the capacity methodology recommended by the ALJ, we find it reasonable, appropriate and in the public interest.  Accordingly, we adopt the recommendation and modify the Stipulation.  

3.
CRP/Customer Assistance Program (CAP) Design Stipulation


PGW, the OTS, the OCA, the OSBA and CEPA reached an agreement that, as of the effective date of PGW’s Restructuring Plan, PGW’s CRP/CAP program will have a program design which is consistent with a series of standards or guidelines.  



The guidelines cover such actions as removal of a participant from the CRP program for non-payment of CRP charges prior to service termination, and grounds for reinstatement; not requiring a 5% down payment for entry or reinstatement into the CRP program; inclusion of customers between 135% and 150% of the poverty level in the CRP on a percent of income basis as specified for various levels; all CRP participants being required to make a co-payment of $3 per month towards the participant’s pre-program arrears; forgiveness of 1/36th of each CRP participant’s frozen arrears for each timely (before the issuance of the next bill) CRP payment in full; no assessment of finance charges on CRP participants; and, no requirement of security deposits from CRP participants or applicants who are eligible for CRP and wish to obtain service as CRP participants.  



The other active Parties do not oppose the Stipulation.  The ALJ recommended adoption of the Stipulation.  (R.D., p. 9).  Our review of the terms of the Stipulation leads us to conclude that they are reasonable and in the public interest.  Accordingly, the Stipulation is adopted without further comment.  

The only CRP/CAP Program design issues that remain in dispute are whether the proposed tariff should provide for collection of an Excess Usage Charge and/or LIHEAP make-up charges.  These issues will be discussed in the Universal Service Issues section below.

4.
Restructuring and Consumer Education Surcharge Cost Recovery Stipulation


PGW, the OTS, the OCA, the OSBA and CEPA reached an agreement as to this cost recovery mechanism which states that:  

· The initial (and subsequent) surcharges shall be calculated to include actual costs already incurred; projected costs where PGW has concrete (as defined in the agreement) plans to incur those costs during the year.  Only costs attributable to compliance with Chapter 59/56 Obligations (as that term is defined in the “Settlement Agreement of Certain Restructuring Issues [related to the FOI],”) and other restructuring-related costs (as defined in the agree​ment) may be recovered through the restructuring surcharge.

· The establishment of the surcharge for the next period and the reconciliation of the existing restructuring surcharge shall occur in a proceeding filed concurrently with PGW’s 1307(f)/GCR filing and which follows the same procedural schedule.  During this proceeding, it will be PGW's burden to demonstrate that all costs it seeks to recover through the restructuring surcharge are restructuring-related, incremental, prudent and reasonably incurred.

· PGW shall file reconciliation statements quarterly and shall submit a claim for over/under recovery on an annual basis, at the same time it submits its projected Restructuring costs and Restructuring Surcharge claim for the next year.  If a project whose costs were included in the restructuring surcharge is cancelled or delayed beyond the year in which the cost was originally scheduled to be incurred, the Company will withdraw the projected costs of that project from the Restructuring Surcharge in its next quarterly update.

· PGW shall be permitted to recover in its Restructuring Surcharge costs approved by the PUC as restructuring related in accordance with the amortization schedule set forth in the agreement.

· PGW shall remove all expenses and the depreciation or other costs of capital items that are included in the Surcharge from any future base rate request.  

· The surcharge shall be terminated as follows:  The recovery of ongoing expenses shall be transferred to base rates in PGW’s next base rate case.  No later than 5 years after the surcharge is initiated, one-time restructuring expenses, any ongoing expenses not otherwise rolled into base rates, and capital costs shall be rolled into base rates for recovery on an amortization basis in a single issue proceeding in which the only issue shall be the transfer of the surcharge amounts into base rates and the termination of the surcharge.

· The parties agree that PGW may defer on its books, costs related to restructuring.  No absolute right to cost recovery is created by PGW’s decision to book the cost into a deferral account.  The deferred costs shall be amortized consistent with the PUC ratemaking decision.



None of the Parties excepted to the Stipulation and the ALJ recommended its adoption.  (R.D., p. 9).  Our review of the Stipulation leads us to conclude that it is reasonable.  Accordingly, we shall adopt the Stipulation without further comment.  

III.
Unbundled Rates and Services



The Act requires that PGW begin offering to its customers, by  September 1, 2003,
 the opportunity to purchase natural gas supply services from a natural gas supplier.  After that date, the choice of natural gas suppliers shall rest with the retail gas customer.  66 Pa. C.S. §2212(j).  To comply with this requirement, PGW submitted a proposed tariff that unbundled both the firm and interruptible rates for each rate schedule offered by PGW pursuant to which customers purchase natural gas supply services.  (PGW M.B., p. 4; R.D., pp. 14‑15).  



PGW asserted that the resulting unbundled rates are fair and reasonable, and will permit customers on any rate schedule to purchase natural gas supply service from a licensed NGS and avoid the “GCR” or commodity related portion of the rates.  PGW stated that in preparing its unbundling proposal it was “guided by two key principles that, in PGW’s view, are mandated either by law or PUC precedent, or both.  First, PGW unbundled its rates so that the unbundling process was “revenue neutral.” That is, the existing rates were revised so that PGW would realize the same level of revenue after the unbundling as it had before the unbundling occurred.  Second, PGW attempted to design its rates so that not only would PGW collect the same level of revenues after unbundling as before, but that each rate class would produce the same level of revenues both before and after unbundling.”  (PGW M.B., pp. 5-6 (emphasis in original)).    

A.
Interclass and Intraclass Cost Shifting

As stated above, PGW’s rate proposal attempts to follow two principles from two separate sections of the Act.  First, PGW unbundled its rates so that the unbundling process was “revenue neutral” and, second, it attempted to design its rates so that not only would it collect the same level of revenues after unbundling as before, but each rate class would produce the same level of revenues after unbundling that was produced before unbundling.  PGW asserted that although “the legal support for interclass revenue neutrality is slightly less clear … it is there nonetheless.”  The Act contains a general provision, applicable to all natural gas distribution companies in Section 2211 of the Act:  

Except as provided in section 2212, for the period from the effective date of this Chapter until January 1, 2001, interclass or intraclass cost shifts are prohibited.  This prohibition against cost shifting may be accomplished by maintaining the cost allocation methodology accepted by the commission for each natural gas distribution company in the company’s most recent base rate proceeding.

PGW stated that the date certain for the expiration of this prohibition against interclass and intraclass cost shifts “clearly was not intended to preclude the applicability to PGW of this section, as the reference to Section 2212 presumably is intended to make clear.”  (PGW M.B., p. 7; R.D., p. 16).  


The ALJ found that the exception in Section 2211(e) of the Act related to the expiration of the prohibition; that is, the expiration of the cost shifting prohibition was not intended to preclude application of the prohibition to PGW.  (R.D., p. 16).  


In its Exceptions, the OSBA argues that the ALJ’s finding that there exists a prohibition on interclass and intraclass cost shifting in this proceeding is wrong as a matter of law.  The OSBA bases its arguments on Section 2212(e), a section of the Act relating to the ability of the Commission to engage in intraclass and interclass cost shifting in a base rate case where the funding of PGW’s securities obligations are at issue.  (OSBA Exc., pp. 7‑12).  


In its Exceptions, PICGUG argues that the ALJ erred in rejecting its proposed rates as contrary to the Act’s prohibition against cost-shifting.  PICGUG maintains that the ALJ inappropriately rejected its arguments concerning the imple​mentation of cost-based transportation rates based upon a reference by the OCA, concerning a cost of service study filed in PGW’s most recent base rate proceeding.  PICGUG submits that any references to a cost of service study filed in PGW’s most recent base rate case are irrelevant because the Commission has yet to review or approve PGW’s current cost allocation methodology.  (PICGUG Exc., pp. 7-8).

We note that the OSBA bases its arguments on Section 2212(e) of the Act.  Section 2212(e) has nothing to do with the interplay between Section 2211(e), the general prohibition against intra and interclass cost shifting for all NGDC’s, and Section 2212(g) and (h), which specifically relate to PGW’s Restructuring Proceeding.  The ALJ correctly found that the exception in Section 2211(e) related to the expiration of the prohibition; that is, the expiration of the cost shifting prohibition was not intended to preclude application of the prohibition to PGW.  As we have previously concluded, interclass and intraclass cost shifting is inappropriate in the context of natural gas restructuring cases.  Such issues are more appropriately resolved in a base rate case.  

Similarly, we reject the argument of PICGUG relative to utilizing the allocation methodology accepted in PGW’s most recent base rate case as a justification for cost shifting.  We reject the argument not wholly upon the basis that doing so would be violative of the Act, but chiefly in recognition of the fact that a completely acceptable alternative has not been presented in this proceeding.  Indeed, as stated above, an in-depth analysis is more appropriately suited to a base rate proceeding.  Given the complexity of methodology design and PGW’s relative inexperience in establishing such a methodology, these issues will be deferred to PGW’s next base rate case.  

Accordingly, we adopt the ALJ’s recommendation and deny the Exceptions of the OSBA and PICGUG relative to this issue.  
B.
Firm and Interruptible Rate Unbundling 

PGW has three principal firm rate schedules that it asserts are appropriate to unbundle:  General Service, Municipal Service, and Philadelphia Housing Authority Service (PHA).  


PGW provided the following description of its methodology for unbundling its firm rates:

The overall approach was to identify specific com​ponents of the unbundled rates related to providing the commodity itself (to be included in the GCR Portion of the rate), or which are proposed to be recovered in a separate mechanism (i.e., the USC), and then adding the proposed new rate element, the RRA; the remaining amount constitutes the distribution charge.  [PGW witness] Gorman identified the individual components of the existing bundled rates that could be separated out by the use of a cost and revenue allocation study.  This Cost of Service/Revenue Allocation Study uses the same cost allocation principles and methodologies as were utilized by PGW in its last two base rate proceedings.  The Cost of Service/Revenue Allocation Study enabled Mr. Gorman to identify the portions of the present bundled firm rate that is gas or commodity related.  

The first step was to calculate existing firm commodity-related rates for each rate class (the customer charge was left alone).  Existing firm commodity rates were calculated starting with the pro forma revenues for each class as presented in PGW’s last base rate case, and were adjusted for the settlement of that case at the $36 million rate increase level.
  Added to that amount was the revenue associated with Revenue Reconciliation Adjustment (RRA). (discussed in more detail below).  To calculate the RRA for the pro forma unbundled rates, Mr. Gorman used a placeholder: the average annual margin for the 36 months through January 2002.
 

The second step was to identify and place into the GCR charge the costs associated with providing gas sales service.  Those costs include supply costs, storage and peaking costs, and capacity costs.
  Those costs were characterized as the “Sales Service Charge” which makes up one portion of the GCR charge.
  In addition, Gorman then subtracted the pro forma IRC, the companion to the Rate Reconciliation Adjustment (RRA).
 (discussed in more detail below).
[The RRA and the IRC are the subject of a stipulation among several parties, to which OSBA objects, and the remaining parties do not object.  Earlier in this RD, the ALJ recommended that the Commission adopt this stipulation]

The third step was to identify universal service related costs to be recovered in the USC and remove them from the distribution charge.  These costs, with but one exception, are all included in existing rates either in the base rate or in the GCR portion of PGW’s current rates.
  The costs removed are the Senior Citizen Discount, CRP discounts, the cost of the CWP program, universal service administrative costs and a portion of uncollectibles accounts expense.

The unbundled distribution charge for each rate schedule was then calculated by backing out of the GCR charge and the Universal Service Charge.  The remaining amount constitutes the distribution rate for each class.  By including all costs identified as directly related to providing gas commodity service in the GCR, PGW has assured that a firm sales customers [sic] who wishes to switch to transportation will pay only the cost associated with providing the distribution related portion of the service and not costs directly associated with providing natural gas service.  The rate applicable to a firm customer who elects to utilize an NGS for his/her commodity service is spelled out in PGW’s tariff for each of the firm service rates.
  The GCR rate listed on each rate schedule contains a notation that it is “not applicable to GS customers who transport gas through a qualified NGS.”

The above unbundling method was applied to each of PGW’s principal firm rate schedules:  General Service,
 Municipal Service
 and Philadelphia Housing Authority Service (PHA).
  These constitute all the firm rates that are appropriate to unbundle.
 

Accordingly, a PGW firm service customer taking service under PGW’s GS tariff rate would now remit a customer charge, a GCR charge, and a distribution charge.  The distribution charge contains a delivery charge as well as two surcharges, the Universal Service and Energy Conser​vation Surcharge and the Restructuring and Consumer Education Surcharge.
  In addition, several riders may apply to the rate including the migration rider, a reverse migration rider, an exit fee provision and two specialized rate riders.
  Mr. Gorman demonstrated that the rate elements proposed for each part of the new unbundled rates produced the same amount of revenues by class, and overall as PGW was collecting on a pro forma basis prior to the unbundling.

(PGW M.B., pp. 8-11; R.D., pp. 19-22).


PGW submits that its approach to the unbundling of each element of both the Firm Rate schedules and the Interruptible Rate schedules are comparable.  The Parties’ arguments concerning what cost elements are to be included in the as GCR are addressed, infra, as part of the overall discussion of unbundling.  The Parties did not specifically except to PGW’s customer or distribution charge as applied to Firm Rate services.  


PGW unbundled all of its interruptible service rate schedules using close to the same basic approach that it used to unbundle the firm rate schedules.  PGW provides Interruptible Sales Service to about 400 large industrial customers with alternative fuel capability in three general categories:  Boiler and Power Plant Service (Rate BPS), Load Balancing Service (Rate LBS) and Cogeneration Service (Rate CG, which is also referred to hereinafter as Interruptible Sales Service or ISS).
  All three of these rates are established based upon the alternative price of fuel, with floors established so that the 
price never falls below the cost of gas sold to the customers plus a profit margin.  (PGW M.B., p. 16; R.D., pp. 22-23).


PGW contended that if it will not be harmed financially should a customer avail itself of transportation service, “it will have every incentive to structure its rules and operational requirements to permit transportation, thereby assuring that customers will be able to obtain the most economic deal possible.”  PGW also argued that “the resulting simple margin ‘maximum’ transportation rates are the same as those that will be used in the current Transportation Pilot” and will provide some continuity to customers participating in the Pilot.  Finally, PGW asserted that “Customers will still have the ability to negotiate different rate arrangements if competitive conditions make such alternatives in the best interest of the Company and its firm customers.”  (PGW M.B., p. 17; R.D., p. 24).  



Addressing the unbundling of the various rate schedules, the ALJ recommended the following:  (1) that the Commission allow PGW’s proposed rates to be implemented temporarily; (2) that these rate issues be included in the proposed collaborative, as appropriate; and (3) that PGW propose a new set of cost-based rates and tariffs to the Commission by July 1, 2004.  (R.D., pp. 31-32).

As a result, we shall adopt the ALJ’s recommendation as modified by our findings concerning the GCR costs in the following Section.

C.
GCR


The following is a comparison of the costs included in the GCR and the calculated GCR rate of the various parties:  




   Total/Net ($000)



Total/Net ($000)

Costs:

PGW   - $335,810/$290,415 
Rate:
PGW
$5.7088/$4.9371

OCA   - $306,306/$284,548 

OCA
$5.203/$4.8374

OSBA - $375,780/$315,431

OSBA $6.3883/$5.3624

(Attachment 2 to OSBA MB; R.D., p. 28).  



The OTS noted that PGW has unbundled its current retail rate to a customer charge, a delivery rate, a single gas cost rate and various other surcharges.  The OTS contended that PGW should continue the unbundling process by separating its GCR into two component parts (gas commodity and gas demand) and that there should be separate E-factors for each part.
  The ALJ recommended rejection of this proposal, concluding that these elements should be the subject of discussion among the Parties and be made part of the next GCR filed by PGW.  (R.D., pp. 24-25).

The ALJ recommended including the LNG related gas costs in the GCR, as proposed by PGW and challenged by the OCA.  Accordingly, the ALJ recommended the inclusion and exclusion of certain specific costs in PGW’s GCR.  In particular, the ALJ recommended that PGW’s GCR include production expenses, LNG and LNG operations expenses, non-operating income and unbilled income.  Conversely, the ALJ recom​mended that PGW’s GCR exclude uncollectible costs, A&G billing expense, depreciation expense, taxes and financing costs net of charges.

In Exceptions, PGW argues that the ALJ erred in her rejection of the non-gas costs.  (PGW Exc., 13-15; R.Exc., pp. 1-2).



The OCA argues that the ALJ erred by including operating costs associated with PGW’s LNG plant.  The OCA maintains that the LNG related operating expenses should remain in base rates and not be subject to annual review and reconciliation.  The OSBA and the OCA argue that the ALJ erred in not including Supply Security Costs, Balancing Demand/Capacity Charges and Injection/Withdrawal Balancing charges in the calculation of GCR gas costs.  (OCA Exc., pp. 3-6; R.Exc., pp. 1-2; OSBA Exc., pp. 13‑15; R.Exc., pp. 7‑9).  The OCA contends that the $41 million of proposed GCR costs included by PGW, are currently being recovered in base rates and, therefore, should be removed from the restructured GCR.  


Finally, the OSBA argues that the ALJ erred in concluding that costs incurred by PGW to provide gas supply service are not gas costs.  (OSBA Exc., pp. 13‑15).  However, the OCA and CEPA submit that Uncollectible Expenses and Working Capital expense should be excluded from the GCR and that the ALJ is correct in her conclusion.  (OCA R.Exc., pp. 21-22; CEPA R.Exc., p. 16). 



We note that, in this proceeding, PGW proposed to move LNG operating expenses out of base rates and recover them through the GCR.  We find that the LNG costs are normal operating expenses associated with the operation of the LNG facilities and should not be subject to the annual review and reconciliation process of the GCR.  This is consistent with how we have permitted similar LNG expenses to be recovered by other Pennsylvania NGDCs that own and operate LNG facilities.  There is no justification for according reconciliation treatment to LNG operating expenses, except for the related fuel costs.  Expenses related to operating the NGDC’s facilities are traditionally recovered in base rates and should continue to be recovered in this manner post restructuring.  Only the fuel related LNG costs, which equate to $1,151,000,
 are properly included within the purchased gas costs as defined by Section 1307 of the Code.  


Therefore, we shall reverse the ALJ and exclude LNG operating costs from PGW’s GCR rate.  The Exceptions of the OCA are granted, in part, consistent with the foregoing and the Exceptions of PGW and the OSBA are denied.  


In addition to the foregoing, we find convincing the OTS’ argument that PGW should continue the unbundling process by separating its GCR into two component parts (gas commodity and gas demand), with a separate E-factor for each part.  The ALJ recommended rejection of this proposal at this point in time, concluding that PGW could not accommodate the proposal at this time in its computer system and that these elements should be the subject of discussion among the Parties in the form of a collaborative.  Finally, the ALJ recommended that the OTS’ proposal be made part of the next GCR filed by PGW.  No Party filed Exceptions to the ALJ recommendation.  



The ALJ’s recommendation to refine PGW’s GCR as proposed by the OTS is consistent with the policy of 1307(f) of the Code to accurately track natural gas costs and consistent with the practices of other NGDCs.  However, implementation will require substantial modification to PGW’s computer systems.  As a result, we shall adopt that portion of the ALJ’s recommendation which requires PGW to refine its GCR filing to include a break​down of its GCR gas cost into commodity and demand charges and including separate E‑factors.  However, we reject the ALJ’s recommendation for a collaborative and direct that the foregoing be implemented in PGW’s next GCR filing.  

D.
Interruptible Transportation Rate Unbundling


PGW’s unbundled Interruptible Transportation (IT) rates were developed based on the unbundling of gas cost and the margin elements from the Interruptible Sales Service (ISS) customer classes.  A simple margin was calculated using the realized margin for each of the ISS classes over the last three years.  The resulting transportation rates assured PGW that, if all ISS customers switched to transportation service, PGW would realize the same level of margin it now receives from the ISS class.  


PICGUG argued that PGW’s proposed unbundled IT rates are not cost-based and the Commission has moved, through policy and precedent, from setting margin-based transportation rates to a clear statement that transportation rates should be cost based.  See Pennsylvania Public Utility Commission v. Peoples Natural Gas Company, 90 PUR 4th 504 (Feb. 16, 1988); Re Gas Transportation Tariffs, 171 PUR 4th 496 (Aug. 28, 1996).  (PICGUG M.B., pp. 9-13)(R.D., p. 33).



The OCA argued that in PGW’s recently concluded rate case in Pennsylvania Public Utility Commission v. PGW, Docket No. R‑00017034 (Order entered August 8, 2002), the cost of service study indicated that the aggregate rates of the interruptible and transportation classes did reflect PGW’s costs and, therefore, the OCA maintained that PGW’s proposed IT rates also reflect the cost of serving interruptible customers.  (OCA M.B., p. 21).  



The ALJ concluded that PGW’s proposed IT rates were flawed in that the rates are not cost based, but are margin based in contravention of Commission policy.  The ALJ noted that, taken with PGW’s existing GTS rates, the IT rates discriminate between rate classes.  The ALJ found that PICGUG’s IT rate proposal was also flawed, and recommended that the Commission reject it.  (R.D., p. 39).  The ALJ recommended the following:  (1) that the Commission allow PGW’s proposed rates to be implemented temporarily; (2) that these rate issues be included in the proposed collaborative, as appropriate; and (3) that PGW propose a new set of cost-based rates and tariffs to the Commission by July 1, 2004.  (Id.).  



PGW excepts to the ALJ’s recommendation that its proposed rates be implemented temporarily and included in the proposed collaborative.  PGW argues that the marginal rates proposed by it be adopted and a trigger be set, as an alternative to the inclusion in the collaborative, such as 40% of all throughput for the beginning of the transition from margin to cost based rates.  (PGW Exc., pp. 6-7).



The OCA contends that the issue of IT rates should be addressed in PGW’s next base rate case and not in this Restructuring Proceeding or in a collaborative.  The OCA contends that lowering PGW’s IT rates will result in an impermissible shift in costs from interruptible to firm customers.  (OCA Exc., pp. 6-7).  



The OSBA argues that the Commission should reject the ALJ's proposal to delegate the interruptible transportation rate design to a collaborative process.  While a collaborative may have merit for addressing the specific details of the transportation rates for large interruptible customers, the OSBA recommends that the Commission establish guidelines based on the OSBA proposal for interruptible transportation rates before turning the matter over to PGW and a collaborative process.  (OSBA Exc., pp. 15-16; R.Exc., pp. 2-5).

PICGUG maintains that the ALJ’s recommendation should be implemented on an expedited basis to allow for revised cost based rates to be presented to the Commission by July 1, 2003, and implemented no later than November 1, 2003, not a proposal of new rates by July 1, 2004, as recommended by the ALJ.  (PICGUG Exc., pp. 4-7; PICGUG R.Exc., pp. 10; 15-17).  PICGUG contends that the ALJ erred in rejecting PECO's IT Rates as a basis for comparing PGW's proposed rate schedule IT.  


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 firm customers.  As a result, we will direct PGW to develop cost based IT rates for our consideration in its next base rate filing.  However, we decline to direct that a cost-based rate case be filed in July 2004 as recommended by the ALJ.  The decision as to when to file a rate proceeding is a management decision for PGW to make and not one for us to impose.  Accordingly, the Exceptions of the OCA and PGW are granted and the Exceptions of the OSBA and PICGUG are denied relative to this issue.  
IV.
Customer Choice Program Design
A.
Supplier Tariff, Rules, Regulations and Procedures

1.
Switching Fee



PGW proposed a $10.00 switching fee to be imposed on NGSs for each customer that switches suppliers after the initial enrollment (Supplier Tariff Rule 6.1.E.).  Pursuant to the PGW proposal, the switching fee would not be charged to a customer returning to Supplier of Last Resort (SOLR) service.  No party opposed the amount of the proposed fee.  



The OSBA opposed the recommendation as being anti-competitive.  (OSBA M.B., p. 32).  The OSBA proposed that any applicable switching fee be charged to the customer and not the NGS.  The OSBA’s proposal would result in a customer being assessed a fee for return to SOLR service, except in the case of a supplier default.  



The OCA did not oppose PGW’s proposal and, in fact, opposed the OSBA’s proposal.  (OCA St. 1R, p. 5).  The OCA argued that the OSBA’s proposal would result in an unnecessary and unreasonable charge to customers seeking to return to regulated service.  (OCA M.B., pp. 3-4).  



The ALJ agrees with the OCA that customers should not be hindered in any way in returning from SOLR service and recommended that the OSBA’s proposal be rejected and that PGW’s proposal be adopted.  (R.D., p. 45).  



In its Exceptions, the OSBA concedes that the fee is a minor issue, but charged that it was part of a concerted effort by PGW to discourage retail competition.  The OSBA maintains that any switching fee apply on a non-discriminatory basis that does not further discourage competition in retail gas supply.  (OSBA Exc., pp. 18‑19).



The OCA rejoins that the OSBA’s proposed fees were in contravention of the Act because they would hinder a customer’s desired return to SOLR service.  The OCA argued further that PGW would be in the absurd position of having to charge itself $10.00 for every customer returning to SOLR service.  (OCA R.Exc., p. 26).  



The ALJ’s recommendation is adopted.  We note that no Party in the proceeding objected to the amount of the fee and that the fee is consistent with a similar charge that was authorized in the UGI restructuring proceeding.  However, while we recognize that there is a cost to the NGDC to process customer switching among NGSs, this fee should be reevaluated as customer choice evolves on PGW’s system.  



We deny the OSBA’s  Exception.  


2.
Supplier Imbalances and Penalties


To reliably serve its customers, an NGDC must impose certain requirements on the delivery of natural gas by NGSs to its city gate.  Since PGW proposes to retain control of the load balancing function, it proposes that the NGSs be required to deliver gas either to the city gate or to PGW’s storage facilities.  PGW further requires that deliveries must reasonably be in balance with the demands of the customers served by the NGS, and with the expectations of the NGDC.  



NGDCs will typically allow a range for natural gas deliveries, within which an NGS does not incur substantial penalties for noncompliance.  It is the industry practice that, for deliveries beyond the allowable range, a substantial penalty be imposed to prevent the NGDCs customers from bearing the costs of NGS non​compliance.  For deliveries to customers in Rate Schedule DB and GTS, PGW is proposing a daily tolerance range of plus or minus 5% and a monthly imbalance tolerance of 2.5%.  The OTS supports the PGW proposal.  (OTS M.B., pp 12-14).  



PICGUG opposed the recommendation and proposed a daily tolerance rate of plus or minus 10% and a monthly imbalance tolerance of 5%.  (PICGUG M.B., pp. 29‑34).  The OSBA opposed the recommendation, as being anti-competitive.  (OSBA M.B., pp. 30-32).  The OTS opposed the PICGUG/OSBA proposal.  (OTS M.B., pp. 12‑15).  



The ALJ recommended that PGW’s proposed daily tolerance level of plus or minus 5%, and a monthly imbalance tolerance of 2.5% for the Daily Balance (DB) and Gas Transportation Service (GTS) Rate Schedules be adopted.  (R.D., p. 55).  



In its Exceptions, the OSBA argues that PGW's proposed charges for retail suppliers are much more stringent than those imposed on suppliers for large industrial customers.  The OSBA asserts that proposed penalties make retail competition relatively less attractive for alternative suppliers than it would be if penalties were consistent between the two types of services.  (OSBA Exc., pp. 17-18).


PICGUG, in its Exceptions, contends that, under PGW's Rate Schedule GTS, PGW provides a monthly balancing tolerance of +/-5% and a daily balancing requirement of +/-10%.  PICGUG argues that PGW has provided no justification for the sharp decrease in the balancing tolerances.  PICGUG argues further that PGW's proposed stringent banking and balancing requirements may result in NGSs passing through these charges to customers, resulting in higher bids for natural gas supply.  (PICGUG Exc., pp. 12-15).  



PGW rejoins that the ALJ properly found that its firm and interruptible transportation rules, including its proposed imbalance tolerances, surcharges and cash-out formulas, were just and reasonable and nondiscriminatory.  PGW continues that the tolerances, penalties and cash-out for interruptible transportation "are reasonable, foster transportation, and minimize the financial exposure of the sales customers."  According to PGW, the ALJ correctly observed that the ranges proposed by PGW were "in line" with those employed by other Pennsylvania NGDCs.  (PGW R.Exc., pp. 6-8).  



We agree with the ALJ’s recommendation on these issues noting, as does the OTS, that the tolerance ranges proposed by PGW will foster transportation and minimize the financial exposure of sales customers.  In addition, the proposed ranges and penalties are consistent with those utilized by other NGDCs.  However, the ALJ’s recommendation for a collaborative is rejected.  This process is not necessary as the penalty issue will be reevaluated as customer choice evolves on PGW’s system.  Therefore, the Exceptions of the OSBA and PICGUG are denied.  

V.
Tariff Issues Pertaining to Chapter 56

and Customer Protections

A.
Standards and Billing Practices
The Act requires PGW to convert its accounting, billing, collection, and other systems and procedures to comply with the requirements applicable to jurisdictional gas companies and the applicable rules, regulations, and orders of the Commission.  66 Pa. C.S. 2212(h)(1).  PGW must meet the Commission’s residential utility service requirements of Chapter 56 and must maintain existing consumer protections and policies at the same level of quality.  (R.D., p. 55).

PGW argued that it has made improvements to its new computer system which improved its billing and collection capabilities and that it has also improved the access to its call center and has increased employee training.  In addition, it is PGW’s position that it has improved its ability to track payment arrangements and to accept credit card and check payments.  PGW argued that these changes not only maintain but improve the level of consumer protections as required by the Act.  (R.D., pp. 55‑56).  PGW also argued that its proposed tariff is fully compliant with Chapter 56 and that the new tariff does not need to include all of the provisions of the old tariff that purportedly provide more consumer protections than Chapter 56.  (R.D., p. 57) (PGW M.B., pp. 62‑63).

The OCA and CEPA asserted that PGW’s tariff neither complies with Chapter 56 nor meets the requirements of the Act.  It is the OCA position that the Commission should direct PGW to file a revised tariff that restores the consumer protections and clearly complies with Chapter 56.  (R.D., pp. 57-60) (OCA M.B., p. 25; CEPA M.B., pp. 4-5).  

The ALJ concluded that PGW’s proposed tariff does not have to contain the exact provisions of the prior tariff in order to maintain the same level of consumer protections, nor does the tariff have to repeat Chapter 56 provisions word for word.  The ALJ recommended the establishment of a collaborative group chaired by appropriate Commission personnel, including personnel from the Bureau of Consumer Services (BCS), as well as PGW, the OCA and the OTS, to ensure that an appropriate and compliant set of tariffs is produced.  (R.D., pp. 61-62).  
PGW argues that the ALJ erred in recommending a collaborative and in failing to conclude that the tariff is consistent with Chapter 56.  PGW reiterates that the provisions of the proposed tariff are fully consistent with Chapter 56.  Further, PGW claims that referring this matter to a collaborative will unavoidably interfere with a PGW management function by opening up the design of PGW’s restructuring tariff to anyone who is interested in participating.  In addition, PGW acknowledges that any provision of the tariff found to be inconsistent with Chapter 56 would be superceded by the Chapter.  For these reasons, PGW argues that the tariff should be permitted to become effective without the formation of a collaborative.  In the event a collaborative is necessary, PGW requests that the tariff be allowed to become effective pending the outcome of the collaborative.  (PGW Exc., pp. 25-28; PGW R.Exc., pp. 11-16).  
The OCA agrees with the ALJ’s conclusion that PGW’s proposed tariff is not in compliance with Chapter 56.  The OCA is concerned that the ALJ’s recommenda​tion for a collaborative does not provide enough guidance to resolve the numerous compliance issues.  The OCA believes that for a collaborative to work efficiently the Commission must provide clear policy guidelines that provide a mechanism for resolving key issues.  The OCA contends that many of the changes PGW proposes to make to its tariff will decrease the level of quality of consumer services and protections in violation of the Act.  The OCA argues that the Commission should specify that PGW’s tariff must include enough detail to ensure that it complies with Chapter 56 and that other interested parties should also be allowed to participate in the collaborative process as well.  (OCA Exc., pp. 8‑15).  
CEPA excepts to the Recommended Decision on the basis that the ALJ erred in not ruling on the specific tariff proposals cited by CEPA that purportedly provide a lower level of consumer protection.  CEPA also excepts to the Recommended Decision on the basis that the ALJ erred in recommending a collaborative working group to produce a tariff that is in compliance with Commission rules and regulations.  CEPA believes that PGW’s proposed tariff clearly does not preserve the required levels of consumer protections, and that the Commission should specifically identify the provisions that are not in compliance and should order PGW to file a compliance tariff.  
CEPA also opposes the makeup of the collaborative group recommended by the ALJ.  CEPA questions whether a collaborative is legal and argues that if it is legal it is inappropriate to omit CEPA and other litigants from the group.  Finally, CEPA excepts to the ALJ’s ruling that granted PGW’s Motion to Strike significant portions of CEPA’s Main Brief due to “factual references not based on the record.”  (CEPA Exc., pp. 6-15).  



Upon review of the record on this issue, the ALJ’s recommendation for a collaborative is denied.  The BCS and PGW have been meeting since July 1, 2000, to bring PGW’s practices into compliance with Chapter 56.  On July 20, 2000, PGW and the Commission signed a Memorandum of Understanding with the purpose to “establish a common basis of understanding between the Commission and PGW concerning the manner in which PGW will administer its customer service and customer complaint handling procedures for residential customers as of July 1, 2000, through the effective date of a restructuring order by the PUC… .”  There is no need to hold a further collaborative on this issue.  On the effective date of this Opinion and Order, Chapter 56 will be in effect and any PGW tariff provision that does not meet the standards of Chapter 56 is void.  The compliance filing resulting from this Opinion and Order is the appropriate time for PGW to revise its tariffs to conform with Chapter 56.  


As a result, we will deny the Exceptions of PGW and the OCA and grant, in part, the Exceptions of CEPA.  

B.
Customer Service Centers 
In January 2002, PGW began cutting the number of days that its Customer Service Centers (CSCs) were open to the public.  In June 2002, PGW closed two CSCs and continued to open the other offices three or four days a week.  The net effect was that in June 2002, the CSCs were open for 656 hours.  This represents a 50% reduction in availability of the CSCs when compared to July 2000.  The issue in dispute is whether this reduction violates the Customer Choice Act by reducing customer service and consumer protections.  (R.D., p. 63).  

SEIU argued that the closures and reduction in hours are prohibited by the Act.  This position is based on two of the Act’s provisions that require that customer service and protections be maintained at the same level of quality under retail competi​tion as in existence on the effective date of the Act.  In addition, the Act requires the Commission to continue the level and nature of consumer protections, policies and services that are in existence as of the effective date of the Act to assist low-income retail gas customers afford service.  (R.D., p. 63).  SEIU contended that, under Section 1505 of the Code, 66 Pa C.S. §1505, the Commission has the authority to order PGW to reopen the CSCs it has closed and to keep all its CSCs open for a full day, five days a week.  (SEIU M.B., pp. 11-12) (R.D., p. 64).  
PGW asserted that, if SEIU is to obtain the relief sought regarding the CSCs, it should be through the complaint process.  It is PGW’s position that the closure of the CSCs as well as the reduction in the hours of operation was a management decision made in response to a Management Audit conducted at the behest of the Commission.  PGW characterized the closure and reductions as a cost cutting measure.  (SEIU M.B., p. 10) (R.D., pp. 64‑65).  

The ALJ concluded that PGW need not keep its CSCs open in order to comply with the Act.  However, should the closure or limited availability of the CSCs result in a reduction in the ability of customers to access services, PGW would be required to find alternative ways to provide those services to its customers.  The ALJ, due to insufficient evidence, was unable to reach a conclusion as to whether or not such services were available.  (R.D., p. 66).  

SEIU excepts to the ALJ’s failure to order any remedy for PGW’s decision to close some, and reduce the operating hours of other, CSCs.  SEIU notes that PGW requires low-income customers to visit a CSC to apply for CRP and, in some cases, to restore service after a disconnect.  It is the view of SEIU that the ALJ has found that PGW has failed to maintain the level of service to low-income customers that existed on the effective date of the Act.  Based on that view, SEIU argues that the Commission must order PGW to restore the operation of the CSCs to the level that existed on the effective date of the Act.  Additionally, SEIU takes the position that PGW should be required to seek Commission approval prior to any cutbacks in the operations of the CSCs.  (SEIU EXC, pp. 5-6).  

PGW counters that the ALJ erred by not summarily dismissing SEIU’s challenge to the utility’s decision to close two CSCs and reduce the hours of operation of others.  PGW argues that the decision, relative to the CSCs, was made in response to the Commission’s Management Audit of PGW that found that the district offices may no longer be cost effective and directed PGW to conduct a study to determine whether district offices should be closed.  Therefore, it is PGW’s view that the decision to close CSCs had nothing to do with restructuring.  As a result, PGW states that the ALJ should have dismissed SEIU’s claim as being outside the scope of this proceeding.  
In addition, PGW argues that Section 2203(7) of the Act requires the maintenance of low-income protections and policies and services “which assist low-income gas customers to afford natural gas service.”  PGW claims that, because district offices in no way reduce the rates or required payments of customers, they do not assist low-income customers to afford natural gas service.  Finally, PGW puts forth the position that even if the district office issue is within the scope of this proceeding, the relief sought by SEIU is beyond the Commission’s enabling authority.  

It is PGW’s position that the ALJ properly refrained from interfering with PGW’s decision to close two offices and reduce the hours of operation of other district offices.  PGW notes that it is the only major utility which still operates district offices and characterizes SEIU’s position as an attempt to force PGW to hire additional union employees.  PGW maintains that it has dramatically improved its overall level of customer service since the effective date of the Act.  Based on the above, PGW urges the Commission to reject SEIU’s arguments.  (PGW R.Exc., pp. 15-17).  



We adopt the recommendation of the ALJ.  Operations of its CSCs should be left to PGW’s management.  This management decision does not relate to the issues in this Restructuring Proceeding.  The ALJ properly recognized that fact when she stated: “I acknowledge PGW’s assertion that SEIU’s true interest in this case is protection and promotion of union interests, and not representation of customer interests, I agree.”  (R.D., p. 66).  The ALJ comments that if PGW’s level of service was affected by the centers being closed, PGW would be required to find effective ways to provide those services to its customers.  The record reflects that PGW has dramatically improved (not just maintained) access to its call centers as a means of interacting with PGW, which is also a function provided by the CSCs. (PGW M.B., pp. 60-62).  The record reflects that PGW will, as it is required under the Act, maintain all of its customer service functions at the same levels of quality as it has in the past.  It should also be noted that PGW is the only major gas utility in the Commonwealth that continues to operate six CSCs within its service territory.  



Therefore, the Exception of SEIU is denied and the Exception of PGW is granted, consistent with this Opinion and Order.  

C.
Senior Citizen’s Discount 
Since 1973, PGW has operated a Senior Citizen Discount (SCD) program.  This program offers senior citizens, defined as those who are age 65 or older, with a 20% discount on their PGW bills.  In enacting the Gas Choice Act, the General Assembly addressed PGW’s SCD by stating that “[t]he Commission may approve a program designed to provide discounted rates for natural gas distribution and supply services to senior citizens residing in the service territory of a city natural gas distribution operation provided that such rates and the terms of such program are just and reasonable.”  66 Pa. C.S §2212(r)(1).  Additionally, the Act acknowledged the authority of Philadelphia’s City Council over the program and required that grandfathered participants in the SCD continue to receive the pre-Act SCD.  66 Pa. C.S. §2212(r)(2).  (R.D., pp. 67-68).  

PGW’s plan is to admit no new participants after September 1, 2003, and to allow the present participants to remain in the program.  The OTS, CEPA, and SEIU all oppose this proposal.  (R.D., p. 68).  PGW proposes to maintain the SCD for grandfathered participants, but to close the program to any additional entrants.  PGW maintains that the phase-out of the SCD was initiated by the Commission through its management audit of PGW.  (R.D., p. 69).  

The OTS argued that the SCD is an unjust and unreasonable rate because there is no means test.  As a result, it is possible that wealthy customers are receiving the benefit of the program.  In the opinion of the OTS, it is not reasonable to offer a non-income related discount to one class and shift the burden of these costs to other classes.  (OTS M.B., pp. 9-12).
CEPA argued that the SCD is outside the Commission’s jurisdiction based on the Act.  CEPA opposed PGW’s plan to terminate the program and also opposes any action by the Commission to direct PGW to request that City Council abolish the program.  (CEPA M.B., p.47; CEPA R.B., pp. 17-18; R.D., p. 72).  

In SEIU’s view, PGW’s SCD is a just and reasonable rate based on a number of factors.  SEIU notes that PGW’s rates under the Philadelphia Gas Commission were required to be just and reasonable and that both PGW and the City’s Water Department have SCD programs that have been accepted by the Pennsylvania courts.  Finally, SEIU points out that public utilities in other states have received approval for SCD-type programs.  (SEIU M.B., pp. 15-21; R.D., pp. 72-76).  

The ALJ recommended that the Commission allow PGW to implement its SCD proposal not because she agrees with it but because, in her opinion, it comports with Commission policy.  (R.D., p. 76).  



In its Exceptions, the OTS takes the position that the ALJ’s decision that PGW be allowed to gradually abolish the SCD program is misguided.  According to the OTS such a phase-out is unduly burdensome.  In the OTS’ view it is feasible that the program, as recommended, will not be entirely eliminated for over twenty years.  The OTS favors a gradual five year phase-out of the program and states that the advantages of such an approach include the establishment of a definite ending date with a clearly defined reduction in program benefits allowing customers to adjust over a period of five years.  The OTS agrees that the SCD program was founded by Philadelphia City Council and that the elimination of the program would require action by the Council.  

CEPA takes exception to the ALJ’s recommendation because the recommendation may possibly not be limited to a simple approval of the proposed SCD tariff provisions.  It is CEPA’s view that, to the extent that the ALJ recommendation that the Commission prejudge its response to any modification of the program that might be proposed by the City of Philadelphia “by ordinance,” it should not be followed.  It is CEPA’s position that doing otherwise would result in the Commission exceeding its enabling authority.  (CEPA Exc., pp. 23-24).  



It is the position of SEIU that the ALJ erred in failing to order PGW to retain its existing SCD program.  SEIU argues that the ALJ decision gives PGW a tremendous amount of unauthorized discretion over the SCD.  SEIU states that PGW has not asked City Council to approve any change in the SCD and that the Commission should not change it, particularly when the record indicates a need for the discount.  SEIU acknowledges that the Act gives the Commission the authority to either grandfather the rate or retain the rate for all senior citizens.  (SEIU Exc., p. 7).


Upon review of the record on this issue, we will adopt the recommendation of the ALJ as being consistent with Section 2212(r) of the Act.  The Commission has jurisdiction over programs to provide discounted natural gas service to senior citizens residing in PGW’s service territory.  Section 2212(r)(1) authorizes the Commission to “approve a program…provided that such rates and terms of such program are just and reasonable.”  There is only one statutory limitation placed on the Commission’s oversight of such a program.  Section 2212(r)(2) states that those senior citizens receiving discounted service at the time the post-restructuring tariff takes effect under Section 2212(d) “shall be entitled to continue to receive such discount under the terms of the prior tariff unless and until the program is modified by ordinance of the governing body of the city.”  However, the Commission is not required to approve a program that allows new participants to enroll after the Commission approved restructuring tariff takes effect.  Section 2212(r)(3) expressly addresses this point:  “Nothing in this title shall require the commission to approve the continuation of the program identified in paragraph (2) in whole or in part for any person other than an individual identified in paragraph (2).”  

Based on the foregoing, the Exceptions of the OTS, CEPA and SEIU are denied.  

VI.
Consumer Education
The Act provides that a consumer education program be established by PGW to inform customers of the changes in the natural gas utility industry and that the program provide retail gas customers with information necessary to help them make appropriate choices as to their natural gas service.  66 Pa. C.S. §2206(d).
The OCA submitted that PGW’s proposed consumer education plan does not provide adequate information to enable customers to make informed choices about choosing a natural gas supplier, and that it also fails to educate the customers on the changes in operations caused by Commission regulation.  (OCA M.B., p. 36).  The OCA requested that the Commission direct PGW to file a more complete consumer education plan which addresses the changes caused by Commission jurisdiction and retail choice.  The OCA is particularly concerned with changes in the development of an educational bill insert on customer choice, as well as PGW’s low-income and senior citizen discount programs, dispute resolution, credit and collection procedures, and termination policies.  (Id., pp. 37-39).  

The OCA recommended that PGW provide consumer education to its customers regarding Chapter 56 regulations and other issues related to the transfer of jurisdiction from the City of Philadelphia to the Commission.  PGW should seek input from community-based organizations to help reach customers most effectively, particularly low-income customers and senior citizens.  The OCA believes the Commission should require PGW to establish an advisory committee to assist in revising its consumer education plan.  The advisory committee should include the OCA, community-based organizations, and other interested stakeholders.  The plan should provide customers with information related to the Commission’s customer service regulations as well as changes in PGW’s practices and procedures. (OCA M.B., pp. 35‑42)(R.D., pp. 77-78).  

Because the costs of the consumer education program will be recovered through the Restructuring and Consumer Education Surcharge, PGW does not oppose the OCA’s proposals.  (R.D., p. 78).  The ALJ recommended that the Commission adopt the OCA’s proposal for consumer education.  (R.D., p. 78).  No Parties filed Exceptions to the ALJ’s recommendation.  

We believe that the OCA’s proposals regarding consumer education are reasonable and in the public interest.  This working group will revise PGW’s consumer education plan and draft the bill inserts needed to provide customers with essential information about the Commission’s consumer protection policies, the changes in PGW’s practices and procedures, as well as the changes in the low-income and senior discount programs.  In adopting the ALJ' s recommendation, we note that PGW's participation in the statewide consumer education program was mandated in Creation and Implementa​tion of a Statewide Consumer Education Program for Natural Gas Competition, Docket No. M‑00001326, entered on November 8, 2002.  As a result, PGW shall work in conjunction with the Council on Utility Choice and the Commission Staff to establish the advisory committee as proposed by the OCA.  

VII.
Consumer Protections and Other Aspects
of Gas Choice Implementation


The OCA addressed PGW’s proposal on bill format, security requirements, complaint handling procedures, door-to-door marketing issues, appliance repair issues, and other customer choice issues.  The OCA recommended that PGW make the following revisions to its proposed procedures.  

· First, PGW should be directed to revise its current bill to include separate charges for gas distribution and gas supply to help educate customers regarding the "price to compare."  The revised bill format should be submitted with PGW’s compliance filing.  

· Second, given the unique conditions of PGW’s service territory and the recent experiences with suppliers abruptly exiting the market, PGW’s Supplier Tariff should require suppliers who seek to market customers in PGW’s service territory to post financial security for consumer protection purposes payable upon order of the Commission.

· Third, PGW should submit revised tariffs and procedures with its compliance filing that fully accommodate retail choice, particularly in areas such as consumer complaint handling, application for service, deposits, credit and collection, termination, allocation of partial payments, and its appliance service.  

(OCA M.B., pp. 49-50).  


The ALJ recommended that the OCA’s proposed revisions be adopted.  (R.D., pp. 78-79).  No Party filed Exceptions to the ALJ’s recommended resolution.  We find the proposed revisions to be reasonable and in the public interest.  Accordingly, we shall adopt the ALJ’s recommendation without further comment.  

VIII.
Universal Service Issues
PGW’s CRP “is a percent-of-income customer assistance program designed to offer affordable and discounted payment plans to low-income customers with gross household income at or below 150% of the federal poverty level.  Adjustments must be made to the CRP so that it complies with the Commission’s Policy Statement at 52 Pa. Code §69.265, et seq.  Two program design issues remain in dispute:  (1) excess usage charges; and (2) Low Income Home Energy Assistance Program (LIHEAP) make-up charges.  (R.D., p. 80).  

A.
Excess Usage Charges
PGW currently assesses an excess usage charge on customers where monthly usage exceeds a class average usage in any given month.  PGW proposes to suspend the charge for the first year of restructuring and then evaluate whether the charge should be reinstated.  PGW pointed out that continuing excess usage charges for the first year of restructuring would cause PGW to exceed the percentage of income standards in the Commission’s Policy Statement at 52 Pa. Code §69.625, et seq.  (PGW M.B., pp. 37-38)(R.D., pp. 80-82).  

The OCA proposed that the excess usage charge be eliminated, and PGW must make a proper demonstration in support of reinstatement of the charge if the Commission allows the reinstatement.  (OCA M.B., pp. 58-61)(R.D., p. 81).  

The OTS proposed that the charge should not be suspended in that it serves a useful purpose in limiting consumption.  (OTS M.B., pp. 3-6)(R.D., p. 82).  

The ALJ recommended that the Commission allow PGW to suspend and evaluate its excess usage charge as proposed.  (R.D., p. 82).  

In its Exceptions, the OTS argues that PGW’s interpretation of the Commission’s regulations is erroneous and the ALJ’s reliance on this position compounds the error.  The OTS argues that, to determine that the control provisions in the Commission’s Policy State​ment and Guidelines on Customer Assistance Programs are included in the maximum percentage of income payments is contrary to the intent of the regulation.  (OTS Exc., pp. 5‑7).  

The OCA also excepts, arguing that if PGW seeks to reinstate this charge in the future, that PGW be required to make certain specific showings in support of its proposal.  Specifically, the OCA has proposed that the filing must be supported by evidence to find:  “(1) that the removal of the charge directly resulted in a systematic increase in consumption by CRP participants who otherwise would have paid the excess usage charge; and (2) that the increase in consumption was within the ability of the CRP participant to control.”  (OCA Exc., pp. 15-18).  

CEPA argues that PGW’s excess usage charge is not compliant with the Policy Statement.  CEPA also argues that a decision to reinstate the charge cannot be done without a reevaluation of the redesigned CRP three years after implementation.  (CEPA Exc., pp. 15‑19).  

In its Reply Exceptions, PGW rejoins that the OCA's position to establish strict standards governing reinstatement of the excess usage charge restricts its evaluation of the effects of eliminating the charge and should be rejected.  PGW excepts to the OTS' position to prohibit suspension of the charge arguing that the OTS position ignores evaluation of whether PGW’s CRP program is applicable to CRP participants with excess usage.  (PGW R.Exc., pp. 21-22).  

In its Reply Exceptions, the OTS counters that the positions of the OCA and CEPA, that there is no authorization for the continuation of the excess usage charge, lacks merit and should be denied.  (OTS R.Exc., pp. 14-16).  

The OCA argues that the OTS misinterprets the Policy Statement.  The OCA submits, as discussed by PGW evaluator, Dr. H. Gil Peach and the OCA witness Roger Colton, that an excess usage charge represents a penalty to customers who do not have the ability to control their usage, including the impacts of space heaters and water heaters.  The OCA further submits that the excess usage charge should be eliminated and the OTS’ Exception denied.  (OCA R.Exc., pp. 26-27).  

CEPA argues that the OTS misinterprets the Policy Statement.  CEPA submits that the provision at 52 Pa. Code §69.265)(iii) “recommends” consumption limits and that 52 Pa. Code §69.265(3)(iv) envisions special treatments for consumption through usage reduction provisions such as energy education, weatherization, and set back thermostats.  CEPA requests the Commission to deny the OTS’s Exceptions.  (CEPA R.Exc., pp. 10-11).  



Based on our review of the record on this issue, the ALJ's recommendation will be adopted with modifications.  Our Regulations at 52 Pa Code §69.265 et seq. set forth the design elements for customer assistance programs.  PGW's proposal does not meet the requirements of Section 69.265 (3)(iii) which states that "[l]imits on consumption should be set at a percentage of a participant's historical average usage."  This is intended to discourage a household from enrolling in a customer assistance program and then increasing their usage beyond the household's historical average usage.  In contrast, PGW's excess usage charge is directed at every household whose average exceeds a class average.  The purpose of the charge is to encourage the CRP participant to reduce usage in order to avoid the charge.  

When PGW refiles this charge after its suspension and evaluation that it has agreed to, PGW is directed to revise its excess usage charge in compliance with Section 69.265(3)(iii) so that the intended purpose is achieved.  Accordingly, the Exceptions of the OTS, the OCA and CEPA are granted.  

B.
LIHEAP Make-up Charges
The second design issue for the CRP Program is the Low Income Home Energy Assistance Program (LIHEAP).  PGW proposes to suspend the CRP LIHEAP make-up charge for the years 2002 and 2003.  After that, PGW proposes to evaluate the impact of suspending the LIHEAP make-up charge and determine whether the charge should be reinstated.  (R.D., p. 83).  

The OCA supported PGW’s proposal to eliminate the penalty and opposes any reinstatement.  The OCA argued that the penalty violates the federal LIHEAP statute at 42 USCA §8624(f)(1) and should be eliminated permanently.  (OCA M.B., pp. 61-62) (R.D., pp. 83‑85).  The OTS recommended that the charge be automatically reinstated.  (OTS M.B., pp. 6-8) (R.D., p. 83).  

The ALJ recommended that the Commission adopt PGW’s proposed LIHEAP make-up charge, reasoning that such a charge comports with the Commission’s Policy Statement at 52 Pa. Code §69.265(9)(iv).  Furthermore, the ALJ reasons that the LIHEAP make-up charge does not run afoul of Federal LIHEAP statutes because, in essence, the LIHEAP grant is an entitlement of money that belongs to PGW, not the customer.  (R.D., pp. 84-85).  

The OTS excepts to the ALJ’s recommendation to continue waiving the LIHEAP make-up charge.  The OTS argues that waiving the charge is contrary to Commission Policy and should be rejected.  (OTS Exc., pp. 7-8).  

The OCA submits that the LIHEAP make-up charge is illegal and must be eliminated on a permanent basis.  The OCA argues that the ALJ incorrectly finds that the LIHEAP grant belongs to the Company and not the customer.  (OCA Exc., p. 18).    

CEPA argues that the ALJ’s recommendation is contrary to PGW’s expert’s recommendation in his evaluation that this change not be assessed for at least three years until it could be evaluated based on actual results and compared with previous years.  CEPA also argues that there is a substantial question set forth in OCA’s Main Brief and Reply Brief whether a LIHEAP make-up charge is consistent with federal law. (CEPA Exc., pp. 18-22).  

PGW rejoins that the Parties’ Exceptions should be denied and the ALJ’s recommendation adopted.  PGW argues that it considers the LIHEAP grant to be an important source of funding for CRP, contrary to the OCA’s Exceptions that PGW treats a LIHEAP grant as income.  PGW submits that the OTS approach denies PGW the ability to conduct an evaluation of the suspension of the penalty to determine if reinstatement is warranted.  (PGW R.Exc., pp. 21-23).  

The OTS counters that the ALJ’s recommendation to continue waiving the LIHEAP make-up charge is contrary to Commission policy and should be rejected.  The OTS submits the advocates have misinterpreted the federal LIHEAP statute and Commission regulations permit the application of the charge.  (OTS R. Exc., pp. 16-17).  

The OCA submits that the OTS’ Exceptions should be denied because the application of a LIHEAP make-up charge is illegal and adversely affects affordability.  (OCA R.Exc., pp. 27‑28).  

CEPA argues that the OTS Exceptions should be denied because the OTS misinterprets Section 69.265(9)(iv) of the Commission’s Policy Statement and misinterprets the Settlement Agreement in PGW’s last base rate case.  Furthermore, CEPA argues that the OTS Exceptions ignores unrebutted and overwhelmingly credible evidence in the record that a LIHEAP make-up charge would subvert the affordability of the CRP program for participants subjected to such charges.  (CEPA R.Exc., pp. 12-14).  

We agree with the ALJ.  Conceptually, this charge does not run afoul of the Commission’s Policy Statement.  It must be stressed that the same Policy Statement admonishes utilities to “use this option carefully”  In a similar vein, one must question how the imposition of an additional charge upon payment troubled customers can be in the public interest.  At best, it will place an additional burden upon a targeted low-income group of customers who are already struggling to pay their bills.  

The LIHEAP make-up charge does not violate 42 USCA §8624(f)(1) since a customer's household that does not apply for LIHEAP assistance does not receive, directly or indirectly, any LIHEAP funds.  PGW’s plan is accepted to the extent that it suspends the LIHEAP make-up charge for the 2002 and 2003 LIHEAP program years and we direct PGW to undertake an evaluation of whether LIHEAP revenues are affected by the suspension.  However, PGW’s proposal is hereby modified so as to require it to seek specific authority from this Commission following any such evaluation and prior to reinstating a LIHEAP make-up charge.  

Therefore, the Exceptions of the OTS, the OCA and CEPA, relative to this issue, are denied.  
IX.
Universal Service Costs and Allocation
A.
CRP Preprogram Arrears


PGW proposed to include $7 million per year in the Universal Service Charge (USC) to recover a balance of $35 million of CRP preprogram arrearages (arrearages accumulated before the individuals entered the program)
 amortized over a five year period.  The $35 million amount is the amount PGW projects to be on its books by September 1, 2003, and is comprised of accounts receivables from a prior period that PGW has been unable to collect up to this point.  These amounts previously had been determined to be collectible, so they were never included in the calculation of PGW’s bad debt expense during that period.  PGW asserted that the amounts have never been included in its claims for increased rates before the Commission.  



The OTS and the OCA argued, on the other hand, that it is not appropriate to include these costs in the USC.  The record in this proceeding demonstrates that the primary reason that this amount was never collected was the failure of PGW’s Billing Credit and Collection System (BCCS) and the poor performance of PGW’s call center and credit and collection functions in recent years.  As a result of these shortcomings, PGW experienced a revenue shortfall when it was unable to collect these arrearages that it had previously deemed collectible.  The shortfall in revenues was made up by PGW borrowing against its short-term debt until that line of credit was fully extended.  PGW’s short-term debt problem has now been addressed in its recent base rate proceeding at Docket No. R‑00017034, supra.  In that proceeding, the Commission granted a rate increase sufficient to allow PGW to pay down its short-term debt by $20 million per year.  (OCA St. 2S, p. 4).



The ALJ recommended that PGW’s attempt to include the $35 million in claimed pre-program arrearages in its USC be disallowed.  As a rationale, the ALJ adopted the OTS’ argument that this PGW claim is contrary to its cash flow rate making methodology.  (R.D., pp. 86-89).  



PGW excepts to the ALJ’s recommendation on this issue, arguing that the ALJ erred by concluding that PGW should be prohibited from recovering the pre-restructuring frozen arrearages through the USC.  PGW avers that, under either scenario, pre or post restructuring, those frozen arrearages are a direct result of PGW’s continued provision of service to low-income customers who are unable or otherwise fail to pay their bills.  PGW asserts that there is no rational basis for distinguishing between the pre- and post-restructuring frozen arrearages.  


The OSBA also excepts to the ALJ’s recommendation on this issue.  The OSBA contends that, whether or not the pre-program arrearage costs are already reflected in rates, those costs are directly related to the universal service program and therefore should be included in the USC.  The OSBA submits that the pre-program arrearage costs should be treated in the same manner as the bad debt costs associated with the universal service programs.  (OSBA Exc., pp. 19-20).  



We note that the pre-program arrearages of $35 million represent an accounts receivable balance, which is the sum of all bills not paid by customers.  Since these pre-program arrearages occurred during the time period from 1994 to date, there should have been a cash-flow problem with the non-payment of $35 million.  In the absence of a base rate case, as a cash-flow utility, PGW had to rely on short-term loans to compensate for any deficiency in revenues at the end of any particular fiscal year.  While the $35 million may not have been included in rates, the failure of those customers responsible for the arrearages in not paying their bills was borne by the other ratepayers, and PGW was made whole either by short-term borrowing or uncollectible accounts.  



Additionally, on August 8, 2002, the Commission approved a base rate increase that included revenues to pay down PGW’s commercial paper program (debt).  Since PGW utilized its short-term borrowings to compensate for any revenue deficiency, including the non-payment of $35 million since 1994, any recovery in the USC would represent double recovery of the pre-program arrearages.  



Accordingly, the recommendation of the ALJ is adopted in its entirety and the Exceptions of PGW and the OSBA are denied.  
B.
Administrative Expense and Bad Debt Expense


PGW claimed that $5,788,401 of administrative costs should be removed from its base rates and collected through the USC.  According to PGW, the basis for this proposed shift of administrative costs to the USC is to ensure the immediate pass-through of any savings or efficiencies in administration as the program size changes.  Also, PGW proposed to recover 50% of its bad debt expense associated with low-income customers in the USC.  PGW argued that the definition of universal service is not relevant to its claim to recover bad debts in its USC, but rather, that the claim is derived from Section 2212(h)(2) of the Act.  (PGW M.B., pp. 45-46).  



The ALJ recommended that administrative expenses and bad debt expenses not be allowed in PGW’s USC.  The ALJ observed that PGW had the burden of proof on this issue and that it did not present persuasive evidence to support its claim.  (R.D., p. 92).  



PGW excepts to the ALJ’s recommendation because, in its opinion, the ALJ is thereby ignoring the plain language of Section 2212(h)(2) of the Act, which states that PGW can recover all “costs of providing programs for low-income ratepayers and other assisted ratepayers” through a separate surcharge.  



As to administrative expenses, PGW contends that one cannot argue that administrative costs for operating low-income programs do not qualify for USC treatment under Section 2212(h) of the Act.  Without administration of the programs for low income and assisted ratepayers, there are no programs.  As to the bad debt expense, PGW posits that, obviously, some portion of bad debt expense is related to the service of low-income customers.  PGW has estimated that one-half of its existing annual bad debt expense is associated with CRP and other low-income customers.  (PGW Exc., pp. 22‑24).  



The OSBA also excepts to the ALJ’s recommendation on this issue, contending that administrative, operating, and bad debt costs that are specifically related to the provision of universal service programs are in fact universal service program costs. Specifically, with respect to the bad debt expense, the OSBA argues that the essence of the universal service program is that PGW will forgive arrearages and incur bad debt costs.  Finally, the OSBA posits that the ALJ erroneously recommended that a significant amount of the costs associated with providing universal service should be inaccurately hidden in a gas delivery charge.  (OSBA Exc., pp. 20-22).  



The OCA and CEPA respond to PGW’s and the OSBA’s Exception on this issue, arguing that the ALJ was correct in her recommendation.  The OCA and CEPA point out that the types of expenses at issue herein are currently typically recovered through base rates, and that neither PGW nor the OSBA have provided any justification for moving those particular costs into the USC.  Therefore, the OCA and CEPA submit that the PGW and the OSBA Exception on this issue should be denied.  (OCA R.Exc., p. 11; CEPA R.Exc., pp. 16‑17).  



As to administrative expenses, the problem with PGW’s proposal is that administrative costs are not within the definition of “universal service” as defined in the Act.  PGW’s administrative costs, for example, include expense items such as the call center and district offices, which are not volatile, and are not incremental.  Additionally, normalized allowances have already been provided in base rates for administrative expenses.  There is, therefore, no rational basis or need to have administrative expenses reallocated to a reconcilable surcharge.  



As to bad debt expense, it is based on the write-off of uncollectible accounts.  PGW admits that bad debt expense is not specifically a program designed for the benefit of low-income customers.  That admission alone is enough to justify denying PGW’s proposal to include 50% of its bad debt expense in the USC.  Additionally, we note that bad debt expense is traditionally recovered in base rates, the same as any other O & M (operations and maintenance) expense.  Bad debt is determined by applying a historic ratio of net write-offs to billed revenue and applying that ratio to proposed revenues.  The Commission has affirmed this methodology in its recent Opinion and Order in PGW’s base rate proceeding.
  PGW has not presented any evidence so as to justify a change in that methodology.  



Therefore, the recommendation of the ALJ is adopted and the Exceptions of PGW and the OSBA are denied.  
C.
Cost Offsets


The OCA argued that PGW failed to calculate any cost offsets as a means of funding its Universal Service Program (USP).  The OCA argues that PGW’s proposal is in violation of the Commission’s Policy Statement regarding CAPs at 52 Pa. Code §69.266.  



The OCA submits that it has identified the following cost offsets and savings:  

Credit and collection cost savings: Dollar savings that are based on savings generated by CAP programs.  


Working capital savings (arrearage forgiveness): Dollar savings that will arise from writing off the arrearage forgiveness rather than continuing to carry these debts and paying carrying costs.  


Bad debt offsets: Cost that is already included in rates that must be netted out to avoid a double collection.  


Working capital savings (going forward bills): Dollar savings that will arise from increasing the collection of bills for current usage.  


Bad debt offsets (going forward): An offset to account for the bad debt already in rates since billed amounts are now collected through customer payments and the CRP shortfall amount.  

(OCA St. 5-Revised, pp. 36-37).  



PGW countered that the Commission’s Policy Statement provides that offsets are encouraged, but not required.  52 Pa. Code §69.233.  PGW argued further that in view of its unique ratemaking methodology and circumstances, the likelihood of any reduction in costs, compared to what it is charging its ratepayers, is speculative and unwarranted.  (PGW M.B., pp. 54-57).


The ALJ recommended that the OCA’s proposed adjustment be rejected.  (R.D., p. 93).  



In its Exceptions, the OCA maintains that PGW’s failure to offset costs is in violation of 52 Pa. Code §69.233.  The OCA continues that any reduction in arrears will generate an offsetting working capital savings which it maintains should be considered as an important source of funding for its CAP programs.  (OCA Exc., pp. 21-22).  



PGW rejoins that the cost savings projected by the OCA are speculative.  PGW asserts that the projected offsets are based upon incorrect assumptions about PGW’s ratemaking allowance for the items, or its recent accounting treatment of them.  PGW adds that despite years of experience with a customer assistance plan that has continued to grow, it never saw any drops in the expenses claimed as offsets by the OCA.  



The ALJ's recommendation will be adopted with modifications.  The OCA's basic premise is that, before PGW is permitted to recover any claimed increased costs associated with its CRP and allocate the cost among ratepayers, it must first calculate and apply any cost savings or cost offsets attributable to the program consistent with 52 Pa Code Section 69.266.  That Section states that the Commission will consider both revenue and expense impacts when evaluating customer assistance programs for ratemaking purposes.  The cost savings and cost offsets, on a per participant basis, should be applied to determine the net incremental costs of the new CRP participants that are recovered from ratepayers.  Nonetheless, this issue should not be decided without first having the opportunity to consider PGW's own calculations.  As such, it is appropriate that PGW track these offsets until the next base rate proceeding.  At that time, PGW shall submit cost offsets and savings, if any, that it has realized based on the new data.  

Therefore, the Exceptions of the OCA are granted, in part.  

D.
Allocation


PGW proposed to collect universal service costs from all customer classes.  The OTS and the OCA support the PGW proposal.  PGW reasoned that all customers and not just residential customers receive benefits from universal service programs.  (PGW M.B., p. 58).


The OCA made a similar argument regarding the benefits received from all customer classes.  The OCA argued further that these costs have traditionally been included in the GCR, i.e., collected from all sales customers, that an important criteria of the Act is that this charge be non-bypassable, and that such a cost allocation would involve massive cost shifting between classes prohibited by Sections 2211(e) and 2212(h) of the Act.  (OCA M.B., pp. 71-80; R.B., pp. 33-36).  



The ALJ recommended that PGW’s proposed allocation be adopted.  The ALJ reasoned that all customer classes benefit, at least indirectly, by the USP.  (R.D., p. 95).  



In its Exceptions, the OSBA claims that the argument that the Universal Service Costs should be non-bypassable is highly selective and discriminatory argument.  The OSBA alleges that evidently it is perfectly acceptable for the universal service charge to be non-bypassable charges for the sales customers of PGW, but somehow the interruptible customers are excused from this requirement.  (OSBA Exc., p. 26).  



In its Exceptions, PICGUG states that the Act allows all retail gas customers the opportunity to purchase natural gas supplies, effectively providing all customers the opportunity to bypass these low-income costs.  PICGUG continues that the purpose of this provision is to ensure that customers responsible for the costs of these programs do not avoid paying for these programs merely by accessing the competitive natural gas supply market.  Thus, according to PICGUG, the appropriate application of “non-bypassable” ensures that those customers to whom the costs are appropriately allocated cannot “bypass” this allocation.  (PICGUG Exc., p. 21).  



PGW rejoins that Philadelphia is home to perhaps the greatest concentration of Pennsylvania's impoverished citizens, as one third of PGW's customers are at 150% below the federal poverty level, but only a portion of those customers are taking advantage of the universal service program.  PGW opines that adopting the OSBA/PICGUG proposal could make the program so expensive to the customers who can least afford it that the entire program could be threatened.  (PGW R.Exc.. pp. 4‑5).  


The OCA counters that the costs for this program have always been recovered through the GCR and have always been paid by all firm customers.  The OCA states that no one in this proceeding has advocated allocating universal service costs to interruptible customers.  According to the OCA, the OSBA is correct that interruptible customers currently do not contribute toward universal service costs.  (OCA R.Exc., p. 16).


According to the OCA, PGW’s proposal is to assess the USC to all firm sales and transportation customers.  The OCA continues that since there was little or no transportation on PGW’s system prior to the Act and restructuring, all firm customers on PGW’s system were firm sales customers.  Therefore, argues the OCA, all of these firm sales customers contributed to the costs of universal service through payment of the GCR.  The OCA argues that assessing the USC to all firm sales and transportation customers will retain the same allocation of universal service costs that was in place prior to the Act and restructuring.  (OCA R.Exc., p. 16).  



The OCA submits that to reallocate these costs solely to residential customers would result in a massive shift in costs from the commercial and industrial classes to the residential class in contravention of the Act’s prohibition on cost-shifting in Restructuring Proceedings.  The OCA opines that such a cost-shift would result in a significant increase in rates paid by residential customers.  (OCA R.Exc., p. 16).  

The ALJ’s recommendation should be adopted.  These costs have traditionally been included in PGW’s GCR and that such a cost allocation would involve massive cost shifting between classes prohibited by Sections 2211 (e) and (h) of the Act.  This is a restructuring proceeding and not a base rate case.  Therefore, the record does not contain a cost study that would support a shift in rate design.



Accordingly, the Exceptions of the OCA are granted, in part, and the Exceptions of PICGUG and the OSBA are denied.  

X.
Conclusion and Order

Based on our review of the record as developed in this proceeding, we conclude that the ALJ’s Recommended Decision, as modified by this Opinion and Order, is amply supported by substantial evidence in the record; THEREFORE,



IT IS ORDERED: 


1.
That the Exceptions filed by the Parties hereto are granted or denied consistent with this Opinion and Order.  


2.
That the Recommended Decision of Administrative Law Judge Allison K. Turner is adopted, as modified by this Opinion and Order.  


3.
That the Natural Gas Choice and Competition Act Restructuring Filing that was submitted by the Philadelphia Gas Works shall be approved as modified by this Opinion and Order.  



4.
That the interventions of the Office of Trial Staff, the Office of Small Business Advocate, Service Employees International Union, Local 686 (SEIU), and Texas Eastern Transmission Company are granted, in part, and dismissed, in part.  The intervention of PECO Energy Company is dismissed.  The Petition to Intervene filed by the City Council of Philadelphia is denied. 



5.
That the Complaints of the Philadelphia Industrial and Commercial Gas Users Group (PICGUG) (C0001), Consumer groups including Consumers Education and Protective Association (CEPA, et al.) (C0002), and Office of Consumer Advocate (OCA) (C0003) are granted, in part, and denied, in part.  



6.
That PGW shall implement the settlement regarding its Field Operations Initiative (FOI) as approved and ordered by the Commission.  



7.
That PGW’s stipulated capacity assignment and allocation proposal shall be modified consistent with this Opinion and Order.



8.
That the Stipulations among the Parties regarding the restructuring and consumer education surcharge; CRP/CAP program design; supplier tariffs (as modified); and RRA/IRC shall be approved to the extent that they are consistent with this Opinion and Order.



9.
That PGW shall recalculate its unbundled GCR rate consistent with this Opinion and Order.  



10.
That PGW shall recalculate its proposed unbundled sales and transportation rates consistent with this Opinion and Order.  



11.
That PGW’s transportation rates be approved consistent with this Opinion and Order and that PGW file cost based rates as part of its next base rate proceeding. 



12.
That PGW's nominations and balancing proposals are approved.  



13.
That PGW’s proposed switching fee is approved.  



14.
That PGW’s proposed penalty for marketers who fail to deliver their daily delivery requirement (DDR) is approved.  



15.
That PGW’s proposed penalty for marketers who fail to comply with an operational flow order (OFO) or a (DFD) is approved.  



16.
That PGW’s proposed supplier tariff, supplier contract and nomination procedures are approved, with the inclusion of complaint procedures.  



17.
That PGW shall require suppliers who are participants in the RFP process to demonstrate that they have firm capacity rights adequate to meet and match the firm requirements of the customers they serve throughout the calendar year.  



18.
That the PGW shall require participants in its RFP procedure to demonstrate that they have firm capacity available at receipt (including on indirect pipe​lines) and delivery points for replacement capacity in the RFP process.  



19.
That PGW include its affected pipelines in the group to be notified and included in the RFP.  



20.
That PGW adhere to the Commission’s code of conduct set forth in the Binding Interim Standards of Conduct Pursuant to 66 Pa. C.S. §2209(a), Docket No. M‑00991249F0004 (Order entered November 22, 1999).  



21.
That PGW shall include the Standards of Conduct in its tariff.  



22.
That PGW revise its consumer education program to comply with the OCA’s proposals and shall ensure compliance with the Commission’s Orders such as Creation and Implementation of a Statewide Consumer Education Program for Natural Gas Competition, Docket No. M-00001326 (Order entered November 8, 2002).  



23.
That PGW shall, in conjunction with the Council on Utility Choice, Commission Staff, the Office of Consumer Advocate, Community-based organizations and other interested stakeholders, establish an Advisory Council to provide customers with information related to the Commission’s customer service regulations as well as changes to PGW’s practices and procedures.



24.
That PGW ensure that its bill format is in compliance with the Bill Format Order and the Consumer Education Order.  



25.
That PGW comply with the Commission regulations in Chapter 56 and the generic orders issued by the Commission concerning the Gas Choice Act.  



26.
That PGW shall, if it is to continue the changes it has implemented to the operations of its Customer Service Centers (CSCs), ensure that its low-income customers have adequate access to make application for its customer assistance programs.  



27.
That PGW is hereby directed to suspend the LIHEAP make-up charge for the 2002 and 2003 LIHEAP program years and PGW is further directed to undertake an evaluation of whether LIHEAP revenues are affected by the suspension.  Furthermore, PGW shall seek specific authority from this Commission following any such evaluation and prior to reinstating a LIHEAP make-up charge.



28.
That the Commission’s Law Bureau is hereby directed to initiate an investigation into the allegations contained in the Petition to Intervene filed by the City of Philadelphia on March 13, 2003, in order to ascertain whether PGW failed to comply with the direction of the Commission’s Secretarial Letter issued April 5, 2001, and what action, if any, is deemed appropriate.



29.
That the Philadelphia Gas Works file a tariff, consistent with the discussion contained herein and the foregoing Ordering Paragraphs, within forty-five (45) days of the date of entry of this Opinion and Order.  


30.
That it shall be incumbent upon PGW to timely comply with all the requirements of this Opinion and Order even though not expressly set forth in the foregoing Ordering Paragraphs.








BY THE COMMISSION,








James J. McNulty








Secretary

(SEAL)

ORDER ADOPTED:  March 21, 2003

ORDER ENTERED:  March 31, 2003
� 	Along with the Restructuring Petition, PGW filed Direct Testimony, Filing Requirements, and Exhibits including its proposed tariffs.  PGW Annex A (Revised) Tariffs, Section 1 – Philadelphia Gas Works Gas Service Tariff, Pa. P.U.C. No. 2 (hereinafter: Annex A, Section 1) and Section 2 – Philadelphia Gas Works Gas Supplier Tariff, Pa. P.U.C. No. 1 (hereinafter: Annex A, Section 2)  


	�	The ALJ dismissed the Petition to Intervene filed by PECO Energy Company. 


� 	CEPA and the OTS filed Responses to the Petition on March 17, 2003 and March 26, 2003, respectively.  


		�	The actual language is “beginning with the commencement of the first fiscal year of a city natural gas distribution operation after the order approving the restructuring plan of a city natural gas distribution operation becomes effective . . . .”  Since PGW was required to file its restructuring plan on July 1, 2002, and the PUC had nine months to make a determination, or until April 1, 2003, the first fiscal year beginning after the Commission will issue its order on PGW’s restructuring filing will be the 2003-2004 fiscal year, which begins on September 1, 2003.  


	� 	66 Pa. C.S. §2211(e).


	�	PGW St. 4, pp. 5-6.


	�	PGW St. 4, p. 6.  In the compliance filing, PGW will adjust that amount to reflect the stipulated level of the RRA – $5.3 million – assuming that the Stipulation is approved by the PUC.  


	�	PGW St. 4, p. 3.


	�	Id.


	�	PGW St. 4, p. 8.


	�	PGW St. 4, p. 3.


	�	Id., pp. 3, 10.


	�	See, e.g., Philadelphia Gas Works Gas Tariff – Pa. P.U.C. No. 2, (Annex A)(Revised) (hereinafter, “Gas Tariff No. 2”) Original Page No. 84.  The specific components of the GCR are spelled out in PGW St. 4, p. 8.  


	�	Id., pp. 84-86.  


	�	Id., pp. 88-90.  


	�	Id., pp. 92-94.  


	�	NGV-S firm and NGV-S interruptible were not unbundled because there are no customers on those rates.  Two riders – the Air Conditioning Rider and the CNG Rider – were not unbundled because they are only available to PGW firm sales customers of PGW.  PGW St. 2, p. 4.  


	�	See, Gas Tariff No. 2, Original Page No. 84.


	�	Id., p. 85.


	�	See, PGW St. 4, p. 11; Exh. HSG – 3C.  (This proof of revenue neutrality does not include the Restructuring Surcharge or the new cost recovery claims in the Universal Service Charge (USC).  (Id.)  


	�	PGW St. 2, p. 5.


	�	OTS St. No. 2, p. 4.


� 	See,  OSBA Exhibit RDK-R2.


	�	PGW’s CRP arrearages are the accounts receivables balance for the customers at the time that a customer enters CRP.  Since 1994, PGW has built up a balance of pre-program arrearages from its CRP customers.  Those customers were never required to pay any portion of their pre-program arrearages.  Arrearages forgiveness is the write-off of the pre-program arrearages balances over time to the reserve account for uncollectibles.  (OTS M.B., pp. 26-27; OTS St. No. 1, p. 15).  


� 	Pa. P.U.C. v. Philadelphia Gas Works, R-00006042, Order entered   October 4, 2001, pp. 56-59.
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