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Good afternoon Chairman Corman, Chairman Hughes, and members of the Senate 

Appropriations Committee. Thank you for the opportunity to testify about the 

Pennsylvania Public Utility Commission's (PUC) budget request fbr fiscal year (FY) 

201 3-14. I am Robert Powelson, Chairman of the PUC. Joining me today are my fellow 

commissioners: Vice Chairman John Coleman, Commissioner Wayne Gardner, 

Commissioner lames Cawley, and Commissioner Pamela Witmer. 

On February 5, 2013, Governor Corbett put forth a budget request for the PUC of 

$68.797million for FY 2013-14. This amount includes $63.090 million in state funds 

and $4.707 million in expected federal funds. In addition, there is an "Other Funds" 

appropriation of $1 million for the PUC to administer the Unconventional Gas Well 

Impact Fee (Act 13). The PUC's budget request of $63.090 inillion in state funds 

represents a 4.46% increase over the current fiscal year. 

The PUC attributes a majority of the budget increase to contractually-mandated salary 

increases for employees, the rising price of employee benefits, and the increased cost of 

non-discretionary vendor goods and services. Another reason for the budget increase is 

to accommodate the additional responsibilities the PUC assumed last year under Act 13 

and Act 127 (Pipeline Safety). The budget increase will also enable the creation of a new 

Electric Safety Division within the PUC. 

Despite these increases, the portion of the PUC's budget request associated with 

operating costs and fixed assets has not gone up for this fiscal year. The PUC was able to 

maintain this amount even though our state budget has remained frozen at $58.9 million 
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for the past two years and many of the PUC's operating expenses have continued to 

increase. However, because of the additional workload and staff needed to implement 

Act 127 and Act 13, and the creation of the Electric Safety Division, the PUC determined 

it was necessary to increase the budget line item for personnel. This increase will allow 

the PUC carry out its new responsibilities and create a much needed Electric Safety 

Division while maintaining its existing complement of 520 employees. I am confident 

that the PUC's budget request for this year fully and accurately reflects the resources the 

agency needs to carry out its statutory responsibilities. 

With respect to the state portion of the budget, the PUC is unique. Unlike other 

agencies, PUC's state contribution does not come fiom the General Fund. Rather, it 

comes from assessments on the utilities the PUC regulates, which they in turn collect 

from customers through rates. Currently, section 5 10(a) of the Public Utility Code caps 

the PUC's budget at 3 / 1 0  of 1 percent of public utilities' total gross operating revenues. 

Historically this cap has been sufficient to fund the PUC. However, total gross operating 

revenues of public utilities declined from $23.5 billion in 2010 to $20.3 billion in 201 1, 

resulting in a decrease in the PUC's budget cap from $70.5 million for FY 20 1 1-201 2 to 

$6 1 million for FY 20 12-20 13. The PUC is asking for $63 million in state funds for FY 

20 13-14, which is more than the current budget cap allows. Given this, the PUC is 

requesting that the General Assembly amend the PUC's statutory budget cap to 

accommodate our $63 million budget request fbr this fiscal year and in future years. 



Although efforts by the PUC to reduce spending do not directly impact the 

Commonwealth's General Fund, the PUC never loses sight of the fact that the 

assessments that fund our agency ultimately come from tax-paying utility customers. 

The PIJC is therefore continually striving to minimize its assessments on utilities and, by 

extension, customers. In the upcoming fiscal year, the PUC will continue to reduce 

spending wherever possible and set goals for reductions in overtime, wage and annuitant 

expense, travel and training expense, contracts, and technology upgrades. 

To give you an idea of how the PUC allocates its budget, the next part of my 

testimony will provide an overview the primary issues facing the PUC in the upcoming 

fiscal year. These include (1) collecting and disbursing the Unconventional Gas Well 

Impact Fee; (2) improving electric and pipeline safety throughout the Commonwealth; 

(3) encouraging utilities to replace aging utility infrastructure; (3) extending the energy 

efficiency measures under Act 129; (4) enhancing competition in the retail natural gas 

and electricity markets; and ( 5 )  improving our response to mzy'or storm outages. 

Act 13 - Impact Fee 

Last year, three new pieces of legislation significantly modified and expanded the 

PUC's statutory responsibilities. One of these is Act 13, which permitted local 

governments to pass ordinances imposing an Impact Fee on unconventional natural gas 

wells drilled within their borders. Pursuant to Act 13, the PUC is responsible for 

collecting and distributing the Impact Fee revenue. 



In 2012, the PUC collected more than $204 million from the drillers of the over 

4,000 unconventional wells that were subject to the Impact Fee. The PUC distributed the 

revenue as directed by Act 13 to state agencies, county governments, local municipalities 

and the Marcellus Legacy Fund well in advance of the December 1,20 12, deadline. 

More than $106 million of the Impact Fee revenue went directly to the county and local 

governments that have unconventional wells within their borders. The PUC distributed 

another $72 million to the Marcellus Legacy Fund to address impacts throughout the state 

at the local government level, including infrastructure improvements, greenway and 

recreation preservation, and water and sewer projects. 

The next Impact Fee payment is due to the PUC on April 1,20 13. The PUC will 

distribute the revenue to local governments by July 1, 2013. The PUC takes very 

seriously its duty to implement Act 13 and is confident that the upcoming collections and 

disbursements of Impact Fee revenue will go as smoothly as the last. 

In addition to the financial responsibilities Act 13 confers upon the PUC, the law 

also authorizes the PUC to review local ordinances that impose conditions on oil and gas 

operations within their borders. This portion of Act 13 has been challenged and is 

currently under review before the Pennsylvania State Supreme Court. As a result, the 

PUC has delayed final implementation of this portion of Act 13. 



Act 127 - Pipeline Safety 

The second piece of new legislation the PUC will implement in the coming year is 

the Gas and Hazardous Liquids Pipelines Act of 201 1 (Act 127). The PUC has long been 

charged with overseeing the safety of public utilities' distribution and transportation 

pipelines within the state. Acting as an agent for the federal Department of 

Transportation's Office of Pipeline and Hazardous Materials Safety Administration 

(PHMSA), the PUC enforces the federal pipeline safety regulations. However, prior to 

Act 127, the PUC did not have jurisdiction over the safety of all gathering lines and 

intrastate transmission lines in the state. 

Act 127 took a step towards remedying this by providing the PUC with the 

authority to enforce federal pipeline safety laws as they relate to non-public utility gas 

and hazardous liquids pipeline equipment and facilities within the state. Act 127 also 

required the PUC to develop a registry of all pipeline operators within Pennsylvania. The 

registry archives information such as miles of pipe and the country of manufacture for 

certain pipes, which allows the PUC to track the development of pipelines throughout the 

state. To date, 92 companies have registered with the PUC, representing about 9,000 

lniles of pipeline. Of these 92 companies, 5 1 are jurisdictional utilities that have a total 

of 887 miles of pipeline eligible for safety inspections by the PUC. 

Increased gas safety authority is only one part of the PUC's comprehensive 

strategy to improve the safety of all natural gas lines within the state. Other steps the 

PUC is taking towards this goal include (1) requiring natural gas utilities to enhance their 
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frost patrol measures; (2) requiring utilities to file Pipeline Replacement and Performance 

Plans with the PUC; (3) creating a unifonn definition of "unaccounted for gas" and level 

~netrics for natural gas distribulion system losses; and (4) issuing a proposed rulemaking 

related to the location of gas meters, which would make state regulations more consistent 

with the federal regulations. As these measures demonstrate, the PUC is diligent in 

carrying out its responsibility to ensure the pipeline system in Pennsylvania is safe and 

reliable. 

Electric Safety 

This fiscal year, the PUC plans to create a new Electric Safety Division within the 

agency. Each year in Pennsylvania, there are (on average) 26 serious injuries or fatalities 

related to electric utility operations. Yet, the PUC has no staff dedicated enforcing the 

National Electric Safety Code or performing field audits of electric utility inspection and 

maintenance programs. Moreover, the PUC does not have the staff to perform Geld 

investigations when reportable incidents occur. The PUC thus determined it was 

necessary to form an Electric Safety Division to address these issues. With respect to 

staffing this new division, the PUC is not seeking any complement additions, but will 

reallocate the current complement to handle these new duties. 

Act 11- Aging Infrastructure 

Act 1 1 is the final piece of legislation that modified the PUC's responsibilities last 

year. Under Act 1 1, jurisdictional water and wastewater, natural gas, and electric utilities 



are able to petition the PUC for approval to implement a Distribution System 

Improvement Charge (DSIC) to fund infrastructure upgrades. This is a critical piece of 

legislation because much of the utility infrastructure in Pennsylvania is over 70 years old 

and in need of replacement. By giving utilities the ilexibility to perform much needed 

infrastructure upgrades without the lengthy process of first filing a rate case, the DSIC 

mechanism encourages utilities to replace their aging infrastructure at an accelerated rate. 

The DSIC also ensures the least possible rate impact on customers by spreading out over 

time the cost of replacing and enhancing Pennsylvania's utility infrastructure. 

Starting on January 1,20 13, public utilities were able to petition the PUC for 

approval to establish a DSIC. To date, six utilities have filed petitions to implement a 

DSIC. Because these petitions are currently under review, I cannot comment on the 

details. However, I can say the PUC is confident that providing utilities with the option 

to use a DSIC will help solve the aging utility infrastructure problem in the 

Commonwealth. 

Act 129 - Energy Efficiency 

Another important issue that will require the PUC's time and resources in the 

coming year is energy efficiency. In 2008, the legislature passed Act 129, which 

amended the Electric Generation Customer Choice and Competition Act of 1996 and 

required Pennsylvania's seven largest electric utilities to implement Energy Efficiency 

and Conservation (EE&C) plans to reduce the energy demand and consumption of their 

customers. The initial Act 129 program required electric utilities with at least 100,000 
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customers to develop plans to reduce electric consumption by at least 1 percent by May 

3 1,20 1 1, and 3 percent by May 3 1'20 13. Act 129 also required a 4.5 percent reduction 

in peak demand by May 3 1,20 13. 

With respect to the first benchmark, all but one electric utility (West Penn Power) 

met the 1 percent reduction in consumption by May 3 1,20 1 1 deadline. In addition, all of 

the utilities subject to Act 129 appear to be on track to meet the 3 percent consumption 

reduction and 4.5 percent peak demand reduction over the top 100 hours by May 3 1, 

20 13. 

Last year, the PUC began the process of determining whether to extend the Act 

129 energy efficiency measures beyond 20 13. Ultimately, the PUC determined that the 

benefits of the initial phase exceeded the costs and adopted additional incremental 

reductions in consumption for electric utilities to meet by May 3 1,20 16. For this second 

phase of Act 129, the PUC established utility-specific targets based on the available 

funding and energy savings potential for each utility. The PUC is in the process of 

conducting hearings on the plans utilities filed in November 2012. The PUC anticipates 

issuing final rulings on each EE&C plan in February or March 20 13 and utilities will 

implement these plans beginning on June 1,20 13. 

Last year, the PUC also determined that because Act 129's peak Demand 

Reduction (DR) program did not go into effect until the summer of 2012, the PUC did 

not have enough information to determine whether this program was cost-effective. 

Accordingly, the PUC requested that its Statewide Evaluator (SWE) study the current DR 
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program and report its results along with potential cost-effective DR program designs to 

the PUC in the spring of 20 13. The PUC expects to receive this study from the S WE in 

April of 20 13. 

In addition extending the EE&C portion of Act 129, the PUC has been 

implementing other aspects of the legislation, including (1) reviewing utilities' smart- 

meter procurement and implementation plans; and (2) increasing Tier I alternative energy 

source requirements in proportion with new qualifying Tier 1 sources. The PUC is 

confident the steps it has taken to implement and extend the measures under Act 129 will 

result in a more energy efficient Pennsylvania, which in turn will benefit consumers by 

saving money and protecting the environment. 

Electric Competition 

Since the passage of the Electricity Generation Customer Choice and Competition Act 

in 1996 (Competition Act), the legislative policy in the Commonwealth has called for a 

competitive electric generation market to replace the regulated electric generation market. 

Today, two years after the last of the rate caps expired, electric competition is well 

underway in Pennsylvania. As of this month, over 2 million Pennsylvania business and 

residential customers have switched to a competitive electric generation supplier, which 

represents almost 60 percent of the Corninonwealth's total customer load. Moreover, for 

the fourth consecutive year, electric shopping in Pennsylvania increased by 30 percent. 



Despite this progress, the PUC continues to strive for a more robust competitive 

electricity market. This was the motivation behind the Retail Market Investigation 

(RMI), which the PUC initiated on April 29,201 1. In launching this investigation, the 

PUC recognized the need to assess the current status of the retail market and explore 

changes necessary to allow customers to more filly realize the benefits of competition. 

The PUC has made several improvements to the retail electric market as a result of 

the RMI, including (I)  efforts to accelerate the time it takes for customers to switch 

suppliers; (2) setting standards for electronic data transfers and exchange between 

utilities and suppliers; (3) establishing uniform guidelines for eligible customer lists; and 

(4) ,the addition of a "Shop for Your Small Business" section to PAPowerSwitch.com. 

While these efforts have positively impacted the market, the PUC believes additional 

steps are necessary. 

In particular, the RMI has led the PUC to conclude that legislative changes are needed 

to protect the long-term viability of the competitive electricity market. In particular, the 

PUC would like to revert to the original language in the 1996 Competition Act which 

required utilities to purchase power in a way that reflects "prevailing market prices." 

Doing so will help ensure that utilities' default supply prices bear a closer resemblance to 

market conditions. This is important so that customers can properly compare default 

services prices to competitive supplier prices. I am confident that making this statutory 

revision will provide the regulatory framework necessary to protect the long-term 

viability of the competitive electricity market in Pennsylvania. 



Storm Response 

In the past two years, Pennsylvania has experienced a number of major storms .that 

have impacted electric and natural gas reliability. In 201 1 alone, extreme weather events 

caused more than 3.8 million electric outages in Pennsylvania, After every major storm 

event, the PUC reviews the performance of affected utilities. Through these evaluations, 

the PUC and the Commonwealth's utilities have learned many valuable lessons that will 

improve our response to future widespread outages. 

During the 20 1 1 storms, one of the biggest probleins was the communication 

between utilities and their customers. Customers had difficulty getting through to their 

utilities during these storms and, in some instances, the utilities gave inaccurate 

restoration times. To correct this issue, the PUC issued a policy statement that provided 

recommendations for improving the timeliness and effectiveness of notice to customers 

during outages. 

Since that time, several utilities have made changes to their call centers. The 

utilities that had call center problems upgraded their call-handling ability and increased 

,the number of phone lines and service representatives. As a result, the PUC found that 

during Hurricane Sandy, the communication between the utilities and their customers was 

significantly better. 



The PUC's outage policy statement also encouraged utilities to use social media, 

email, and text messaging to convey outage information, which proved to be very 

effective during Hurricane Sandy. Utilities have also made an effort to stay in constant 

contact with the PUC and other public officials throughout major storms. During 

Hurricane Sandy, utilities held daily phone calls with the PUC, local and state legislators, 

and county emergency management agencies. Additionally, more utilities than ever 

before provided company liaisons to affected county emergency management agencies 

during Hurricane Sandy. 

The efforts that the PUC and utilities have made in the last year to improve 

colnlnunications during major storms have made a considerable difference. Although 

Hurricane Sandy was a much bigger storm than 201 1's Hurricane Irene, customers were 

more satisfied with the response because they were better informed and utilities did a 

better job of managing expectations. 

The PUC continues to monitor utilities' efforts to improve their storm response. 

Each major storm that hits Pennsylvania provides an opportunity for the PUC and utilities 

to learn from our mistakes and further improve our storm response. I am confident that 

the changes we have made thus far, and the changes we are in the process of making, will 

only improve the response to major storms in Pennsylvania. 



Conclusion 

In each of the five industries we regulate, the PUC has a wide variety of 

responsibilities to carry out during the next fiscal year. While the issues we face are 

significant, I am confident that the PUC is well-positioned to take on these challenges. 

Thank you for your consideration of our budget request. My colleagues and I are happy 

to answer any questions you have. 


