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OF VICE CHAIRMAN CAWLEY


I concur with my colleagues and the ALJs on almost all of issues before us, but I disagree on the following items.  

Unamortized Balance of Environmental Clean Up
The ALJ recommends reduction of the OCA’s adjustment to reduce PPL’s rate base to reflect cumulative over-recoveries of ratepayer-supplied funds in excess of documented environmental remediation costs related to costs that the Company will incur under a consent agreement with the Department of Environmental Protection (DEP) through the end of 2011.  In proposing the adjustment, the OCA argues that PPL does not dispute that the expense recovered in rates exceeds the actual remediation expenses by $12,621,000. 

According to the OCA, the environmental remediation costs incurred through December 31, 2005, were $23,553,000, and insurance recoveries were $22,079,000, allowing for a net expense of $1,474,000.  According to the OCA’s calculations, PPL collected $2,907,000 through December 31, 2000.  Thus, the OCA arrives at a subtotal of $1,433,000 of excess recoveries of expenses as of December 31, 2005.  

The OCA continues that, since 2001, PPL has recovered an annual amount in rates of $1,086,000 for a total of $11,188,000 as of December 31, 2005, based upon an estimated annual normalization cost of the remediation.  The OCA calculated a subtotal of $12,621,000 for excess recovery as of December 31, 2005.

The OCA then projected remediation costs of $790,000 and rate recovery of $1,086,000 for the year ended December 31, 2006.  This calculation results in a further over-recovery of $296,000 or a total of $12,917,000 as of December 31, 2006.  The OCA’s proposed adjustment is then $7,558,000, net of Federal and State Income taxes.  See OCA Statement No. 1, Schedule 3-B.
The ALJ recommended rejection of the OCA adjustment, reasoning as follows:

PPL Gas revenues and expenses are just methods of tracking a companies’ [sic] cash flow in and out - the calculation of the numerical quantities yields opposite treatment.  However, the rationale for including either quantity, revenue or expense, in a calculation is valid for both.  Revenue cannot be capitalized in rate base and at the same time yielded by ratepayers.

PPL Gas has shown that the adjustment recommended by OCA regarding unamortized revenues is not warranted because revenue cannot be simultaneously capitalized in rate base and obtained from ratepayers.  Consequently, OCA’s adjustment regarding the unamortized balance for environmental clean up should be rejected.
(RD at 10)

I disagree with the ALJ’s reasoning on this issue and would instead adopt the rate base adjustment proposed by the OCA.  First, this case is distinguishable from the line of cases which stand for the proposition that a utility cannot earn a return of and on an operating expense.  See Pa. Pub. Util. Comm’n v. Pennsylvania Electric Co., Dkt No. R-78040599, Order entered January 26, 1979 (Penelec).   Unlike in Penelec and its progeny, we are not dealing with an unamortized balance of an unusual or non-recurring operating expense, but rather an excess of insurance payments and ratepayer-supplied funds over the amount of actual environmental remediation expenses.  

The OCA is correct that, to the extent that the Company has recovered amounts in rates for environmental remediation in excess of the amounts actually spent to date, ratepayers have provided the Company with a source of funds and that these ratepayer-supplied funds should be deducted from the plant in service in the determination of net measures of value.  The following cases stand for the proposition that customer-supplied capital, such as customer deposits or customer advances, are deducted from measures of value: Pittsburgh v. Pa. Pub. Util. Comm’n, 370 Pa. 305, 88 A.2d 59 (1952), Pa. Pub. Util. Comm’n  v. West Penn Power Co., 53 Pa. P.U.C. 410, 429 (1979); Pa. Pub. Util. Comm’n v. Philadelphia Suburban Water Co., 75 Pa. P.U.C. 391, 402 (1991).

I want to emphasize that I do not wish to discourage timely and thorough remediation of environmental sites.  To the contrary, I want to see these funds used today to correct yesterday’s environmental problems.  I feel compelled, therefore, to ensure that consumer funds designated for this purpose are used in a timely manner, and not simply used as a free source of funds for the utility.  In future cases involving funds provided by ratepayers for environmental remediation, or other expenses involving funds collected from ratepayers for ongoing actions, more stringent accountability measures should be taken.
Rate Case Expense
Contrary to the ALJ’s decision, a three-year normalization period is not supported by the record.  The historical normalization period supported on the record is five years (two rate cases separated by 10 years).  PPL Gas’s argument for a three-year normalization includes factors such as a two-year rate cap which postponed the application of a rate cap, a merger proceeding, and a restructuring proceeding.  But the Company has failed to demonstrate that a merger proceeding or restructuring proceeding is applicable to this argument, or is reasonably anticipated.  Only the rate cap argument is on point regarding this issue.  I therefore believe that the normalization period should be four years, and that the rate cap expense should be adjusted accordingly.
Payroll Expense and Appropriate Budgeted Employee Complement
The ALJ rightfully noted the arbitrary calculations of OCA’s adjustments regarding the relative weights of full time versus part time employees, but the ALJ did not adequately establish that OCA’s or OTS’s calculations are arbitrary, or not based on the historical record.  Rather, the historical record lends substantial credence to both OCA’s and OTS’s arguments that PPL has not sustained a level of employment equal to 321 employees.  The actual number of employees each month of 2005 and in each month of 2006 through May was below 321 (Response to OCA interrogatory VI-28).  As of the end of 2005, there were 314 full time employees.  The number of full time employees has not been at a level of 321 since March 2004.  I agree with OCA that, based on recent trends, it does not appear that any sustained employee complement will be returning to that level any time soon.  I do recognize PPL’s arguments that it hired a number of temporary employees in order to bring its employee count up to 321 by July 31, 2006.  However, by August 2006, the number of employees was back to 314.  In this instance, it is apparent that the Company has not met its burden to establish that it will sustain a higher employment level, especially in light of its recent hiring of temporary employees.
An examination of the employment data in the record confirms the downward trend in average employment, dropping from 322.8 in 2004 to 317.4 in 2005, and to 315.5 in 2006 through August 2006.  OCA’s adjustments based on a 315 employment level are supported by the record, and should be adopted.
Clearing Rights-of-Way Expense
Both OCA and OTS have established on the record that the claimed clearing Rights-of-Way (“ROW”) expense in this proceeding is inconsistent with PPL Gas’s expectations and recent experience.  Specifically, historic ROW program costs were $205,000 in 2005; they did not exceed $284,000 from 2001 through 2004.  Actual ROW costs in 2005, adjusted for payments for work performed in 2005 but paid in 2006, were $325,000.  In this proceeding, the Company is seeking to include $678,000 in its Cost of Service for this expense item based on projected test year expenditures.  Even PPL Gas’s own witness identified and expected the ROW expense normalized over the next five years at $476,000.

This Commission should not require ratepayers to pay rates based on a utility’s expectation of higher expenses for one (test) year.  Moreover, this Commission should not reward a utility for sustained under-spending on maintenance of Rights-of-Way.  This could lead to reliability deficiencies, and to spikes in capital spending that may not be optimal for its ratepayers.  
In short, I believe this Commission should approve a higher ROW maintenance expense relative to historical spending, consistent with future expectations of higher spending, but not based on one year’s expectation of an unusually high expense.   Reliability is important.  We should encourage utilities to have sustained investment in ROW, not high spending in a test year followed by lower investment thereafter.
Modification to Reflect Uncollectible Accounts Expenses as a Volumetric Cost Instead of a Customer Cost 

Uncollectible expense is predominantly a function of usage.  If customers use more natural gas, they will incur a higher bill, with a resulting increase in the likelihood of default on payment.  This forms the basis for our LIHEAP and LIURP policies – to help customers manage their bills by reducing usage.  The ALJ argued that, “Even if there is a drastic increase, it is possible that customers will still pay their gas bills.”  The issue here, however, is not that default may not happen, but that it is much more likely that the customer will default if usage is higher, due to inefficient energy use or cold weather.  OTS is therefore correct that, because the Company receives over 91% of its revenue from volumetric sales, it is appropriate to allocate over 91% of the uncollectible accounts expense to the volumetric cost function.
  The Company’s arguments and scenarios lack credibility because uncollectible expense varies by rate class.  Most uncollectible expense is incurred by residential customers.  The Company’s examples, therefore, improperly portray the volumetric effect of payment default by mixing different customer classes.
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February 8, 2007 





James H. Cawley

Vice Chairman
� Direct Testimony of David J. Effron, p. 29, lines 18-23; PPL Gas Response to OCA Interrogatory VI-32.





� OTS St. 3 at 5.
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