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2.
Off System Sales Proposal

PGW is proposing to utilize 100 % of its proceeds from off-system sales and capacity release to fund capital construction projects.  Currently, such revenues are utilized solely to offset purchased gas costs within its annual 1307(f) proceeding.  The OTS, the OCA, the OSBA and the School District all oppose this proposal and the ALJs agreed with the opposing parties.  In its Exceptions, PGW cites the sharing mechanisms employed by most of the other major natural gas distribution utilities in Pennsylvania as support for its proposal.  Then, for the first time, PGW requests, in the alternative, that the Commission approve PGW’s retention of some portion of off-system sales margins and capacity release credits, and defer the determination of the exact amount of the sharing to the Company’s next Section 1307(f) proceeding.

I possibly would agree with the ALJ’s recommendation on this issue and support PGW’s alternative proposal but for the fact that the parameters of such a sharing mechanism were not addressed within the record of this proceeding.  However, I would suggest that the Company propose a reasonable sharing mechanism in its purchased gas cost filing next year considering the recent Commission precedent on these sharing mechanisms.  I believe that would enable all of the interested parties to address, on the record, all of the parameters and ramifications of such a proposal.  There is simply no such evidence within this proceeding to do so now. 
12.
Revenue Requirement Recommendation


While PGW has requested an increase in base rates of $100 million, the ALJs recommended adoption of the OTS proposal that the Commission grant PGW a $25 million increase.  The OTS stated that its position is based on the undisputed fact that the Company is able to meet its debt service coverage requirements during the future test year, but recommended that PGW receive a $25 million increase to enable it to satisfy the $45 million loan payment due to the City of Philadelphia in fiscal year 2008.  (OTS MB at 30-31).  Similarly, the OCA averred that PGW’s revenues based on the future test year are sufficient to meet the bond-indenture coverages and provide sufficient cash for operations.  However, the OCA identified a known and measurable obligation to repay the $45 million City Loan in two years.  Based on this known obligation, the OCA recommended a $22.5 million increase to reflect a two-year repayment of the City Loan. (OCA MB at 3).

While I am concerned with the recommendation of the ALJs to grant the $25 million increase as the Company failed to properly support this increase, I am swayed by the fact that each of the statutory consumer interest parties are in support of this level of  rate relief.  Also, it appears that, without this level of rate relief, PGW would be in jeopardy of being able to meet its debt service requirements shortly after the end of the future test year.  Therefore, I support the ALJs’ recommendation.
15.
OSBA’s Proposed USEC Allocation


Historically, universal service costs have been allocated over all firm customer classes by PGW.  This allocation developed prior to jurisdiction of PGW being transferred from the Philadelphia Gas Commission to the Commission.  This allocation has not been disturbed to date under our regulatory oversight.  The OSBA has recommended that we change this allocation, beginning in the next year’s 1307(f) filing over a three year period.  However, due to the fact that the majority of the recommended increase will be allocated to the Residential class, the ALJs recommended that PGW maintain its existing allocation.

Under normal circumstances I would agree with the position of the OSBA.  However, this is not a normal rate request and this is not an insignificant amount under consideration.  PGW is the largest municipal gas utility in the country and a significant percentage of its residential customer base is low-income.  Currently, PGW’s annual universal service budget is over $100 million.  Considering the extent of PGW’s universal service costs and the fact that the Residential customer class will bear the brunt of the recommended increase, I do not believe that it is appropriate to alter PGW’s existing allocation.  
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