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TENTATIVE OPINION AND ORDER

BY THE COMMISSION:

The Pennsylvania Public Utility Commission’s (PUC’s or Commission’s) regulatory practices related to the water industry incorporate a number of effective mechanisms that have gained national attention,
 have been cited as Best Practices by the National Association of Regulatory Utility Commissioners (NARUC),
 and are incorporated within the NARUC Eastern and Western utility ratemaking course.
  Among these are the Distribution System Improvement Charge (DSIC), single tariff pricing, acquisition incentives, and small utility rate filing procedures.  Traditionally, this Commission’s actions have been either the first in the nation, as with its implementation of the DSIC, or among the first, as with the formalization of its interagency cooperation, which occurred with the 1993 signing of a Memorandum of Understanding with the Department of Environmental Protection (DEP).  

Consistent with this tradition, the purpose of this Tentative Opinion and Order is to implement, on a pilot basis, yet another groundbreaking regulatory tool: the new Water Audit methodology.  The methodology was established by the International Water Association (IWA) and the American Water Works Association (AWWA).  Implementation of the methodology will help achieve a number of public interest benefits.  Additionally, the new Water Audit will further overall infrastructure reliability, help preserve water resources, limit water leakage, reduce overall company risk,
 and enhance customer service.  

  By means of this Tentative Opinion and Order, we invite our jurisdictional water utilities to voluntarily participate in a pilot program to implement the new IWA/AWWA Water Audit methodology.  The voluntary implementation shall be on a pilot basis and will allow ample time for phasing-in the new procedure.  This invitation is being issued in a tentative form, thereby enabling the interested parties to file comments, if so desired.  It should be noted that, while we expect participation by our largest water utilities, other jurisdictional water utilities are invited to participate as well.  

Goals

We expect pilot participation by our largest water utilities for a number of reasons.  First, their larger size, in terms of water industry standards, their resources and their overall viability lend themselves well to straightforward adaptation of the new procedure.  Second, all viable water utilities should constantly strive to improve operational efficiency.  Initiation of our pilot program will serve to further this ongoing effort.  Third, the new Water Audit is consistent with current challenges facing the water industry, namely: (1) rising cost challenges imposed by the need to rehabilitate aging infrastructure; (2) increased energy costs for pumping; (3) increased costs of chemicals and other treatment necessary to meet ever more stringent Safe Drinking Water Act requirements; and (4) the limited availability and higher costs for developing new sources of supply, among others.  The new Water Audit will assist with meeting these challenges.

New Water Audit Procedure

 
A critical aspect of efficient operations involves tracking levels of unaccounted-for water (UFW).
  Maintaining low levels of UFW helps prevent waste of a precious resource, avoids lost revenue and is an indicator of a well-managed water utility.  Both the PUC and the DEP monitor levels of UFW on an annual basis.  In addition, as part of the rate case review process, expenses for power and chemicals may be disallowed when levels of UFW exceed 20 percent.  Furthermore, the Commission’s comprehensive Policy Statement on Conservation
 calls for an ongoing leak detection and repair program as an integral part of maintaining low levels of UFW.  

For many years, the determination of UFW used by this Commission, jurisdictional water utilities and throughout the country was a combination of a methodology established by William D. Hudson and a procedure set forth in the American Water Works Association (AWWA) Training Manual.
  Over time, however, it became apparent that differing interpretations and adjustments, along with the incorporation of different components, led to less than representative results.  Ineffective planning and an inability to employ corrective measures are the likely consequences of inaccurate levels of UFW.

An enhanced, more comprehensive method has since been developed, which gives every indication that it offers superior data and indicators for improved operational accountability.  The Water Audit not only assists utilities to identify where the losses are occurring, but also expresses by volume how much is lost and at what cost.
  The term “unaccounted-for water” has been replaced with the term “water audit,” based on the concept and underlying procedure that virtually all water can be “accounted-for.”  The Water Audit methodology was developed jointly by a five-country group formed by the IWA and the AWWA in 1997.  In 2003, the new Water Audit methodology had been identified by AWWA’s Water Loss Control Committee as a world-wide best management practice in water loss control.
   In 2006, the AWWA released a Water Audit software package that is available free of charge on its website, broadening the new procedure’s accessibility.
  A year later, the American Water Works Association Research Foundation designated the Water Audit methodology as the current best practice.
  Today, its use continues to expand, consistent with widespread efforts to increase water supply sustainability, infrastructure remediation, and overall service reliability.

The new procedure provides an effective, standardized structure by guiding the water utility to quantify apparent and real loss volumes in a systemized approach and assigning cost impacts to the losses.  As described by the AWWA, the process calculates new performance indicators that allow reliable benchmarking with other water utilities and target-setting to strategically reduce excessive losses.  


The IWA/AWWA Water Audit is effective because it features sound, consistent definitions for the major forms of water consumption and water loss encountered in drinking water utilities.  It also has a set of rational performance indicators that evaluate utilities on system-specific features, such as the average pressure in the distribution systems and miles of water main.


These features allow water utilities to make a meaningful assessment of their water loss standing, benchmark themselves with other water utilities and set performance targets.  The water audit tells us how much of each type of loss occurs and how much it is costing the water utility.  The key concept around this method is that no water is ‘unaccounted-for.’  All water supplied is accounted for in the components listed by using either measured or estimated quantities.  A quantity is determined for the major components of water consumption and water loss, and a cost is placed on each component in order to assess its financial impact to the water utility.
 

Under the new Water Audit, as explained by the City of Philadelphia, an early practitioner:
a water supplier determines the amount of water that went to billed consumption, other authorized consumption and losses.  Losses represent inefficiencies that are categorized as consumption; and Real Losses, or actual physical losses.  Leakage is the largest component of real and total losses for many water systems and causes excess treatment and delivery costs.  Apparent losses are significant since they are typically valued at higher costs than leakage, and can have a substantial financial impact in terms of lost revenue for utilities that bill customers based upon metered consumption.

We believe that utilities participating in our pilot program, along with their customers, will be well served by implementing the Water Audit methodology.  Operational efficiencies can be expected through improved tracking of costs to pump and treat water that is not revenue producing.  Ultimately, we expect that tighter control of water production, to match the actual customer demand, will assist in sustaining existing water sources. 

Implementation Summary

 Experience with the Water Audit throughout the country has been growing.  It has been adopted by, among others: (1) the Texas Water Development Board, which has oversight over 2,000 water utilities; (2) the Metropolitan North Georgia Water Planning district, which oversees more than sixty water utilities in the Atlanta area; (3) the California Urban Water Conservation Council; and (4) in New Mexico, the Office of the State Engineer, which adopted the methodology and has sponsored a pilot audit.  

In Pennsylvania, the Philadelphia Water Department has been pioneering the procedure since its inception in 2000 and has achieved notable success.
  The City serves about 457,000 residential connections and nearly 13,000 accounts having meters of one-inch or larger.  As an example of the revenue recovery opportunities identified with the new methodology, the 2007 Water Audit report shows “apparent losses” totaling $30.8 million, due to customer meter inaccuracies, unauthorized consumption and systematic data handling errors.
  Another $5.2 million was attributed to “real losses,” due to the following factors: (1) tank overflow/operator error; (2) reported and unreported leakage, transmission breaks and leaks, distribution mains leaks and breaks, customer service line leaks, hydrant and valve leaks, measured leakage, and background leakage; and (3) leakage liability costs.
  Since 2000, a total savings of approximately $28.5 million has been achieved.
  The recent audit report also pointed out that water losses remained approximately 40% lower than the level prior to the City’s reinstatement of its Water Accountability Committee in 1992.
  

As discussed throughout the Audit report, numerous ancillary opportunities become apparent during the course of the City’s audit process.  These include, depending upon various cost/benefit analysis results, the following: (1) a review of the effectiveness of existing billing software; (2) the optimum staffing complement; (3) the impact of certain pressure reductions; (4) the appropriate life cycle for meter change-outs; (5) the need for meter “rightsizing” to more effectively measure the customer’s actual usage pattern; (6) the optimum time period for conducting distribution system leak detection surveys; (7) the impact of customer service line leakage; and (8) whether more rapid repair of service lines may yield a significant reduction in non-revenue water losses.  Clearly, those results explain the value of implementing the Water Audit methodology.

Another notable Pennsylvania event is the action recently taken by the Delaware River Basin Commission (DRBC).  On July 30, 2008, the DRBC initiated a proposed rulemaking to amend its Water Code and Comprehensive Plan in order to phase-in the Water Audit procedure.  According to the notice published in the Pennsylvania Bulletin, the DRBC described the Water Audit methodology as widely regarded and superior to the existing approach.  The notice also stated that current methods are no longer as effective and that water utility managers and regulators can better target their efforts to improve water supply efficiency, reduce water withdrawals, and ensure “maximum feasible efficiency of water use” on a widespread basis.  Another benefit highlighted by the DRBC is the enhancement of utility revenues by allowing utility managers to recover the significant revenue that is otherwise lost due to such factors as theft of service, unbilled connections, meter discrepancies and data errors.  In addition, the DRBC noted that the Water Audit will assist utility managers and regulators to identify actual losses, such as leakage, that waste not only the water itself but also the corresponding operating costs.  Particularly germane to enhanced service reliability is the DRBC’s point that the real losses discovered indicate opportunities for improved asset management that can reduce the vulnerability of utilities to disruptive water main breaks, other service disruptions, and water quality upsets.
  The proposal calls for a voluntary implementation, with mandatory use in 2012.

Implementation 

Most viable water companies are familiar, in varying degrees, with the Water Audit procedure.  Implementation of the new Water Audit methodology, however, may require certain measures of adaptation to match specific needs and to allow for the utilities and Commission Staff to become familiar with the new procedure.  In addition, the Commission will coordinate with DEP, the DRBC, other interested parties and stakeholders.  It is hoped that participating utilities, the Commission, and the water industry can gain valuable insight from this pilot.  The Commission may consider expanding the implementation of the Water Audit to other jurisdictional water utilities on a phased-in basis, with consideration being given to the size and resources of the individual utility. 

It is expected that participating utilities may choose to target implementation in a specific district or region that has been experiencing higher levels of unaccounted-for water or other similar challenges.  System-wide implementation may be the preferred method.  We shall consider either concept, based on the underlying support.  For implementation purposes, a technical support group can help guide the pilot to achieve its intended effectiveness.  The technical support group, to be led by the Commission’s Bureau of Fixed Utility Services, could be comprised of Aqua Pennsylvania, Pennsylvania American Water Company, other jurisdictional water companies, the National Association of Water Companies-Pennsylvania Chapter, the Commission’s Bureaus of Audits and Law, and, if interested, DEP, the Office of Consumer Advocate, the Office of Trial Staff, and the DRBC, among other potential stakeholders. This support group is expected to meet within sixty days of the entry date of the Final Order at this docket number in order to discuss matters pertaining to implementation; THEREFORE, 


IT IS ORDERED:

1.
That any interested party is provided thirty (30) days from the date of entry of this Tentative Opinion and Order to file comments to this Tentative Order or to request a hearing.  If no comments or a request for a hearing are filed within thirty (30) days, this Tentative Opinion and Order shall become final without further action by the Commission.

2.
That, within sixty (60) days of the entry of the Final Order at this Docket Number, the Commission shall convene its technical support group, led by the Bureau of Fixed Utility Services, as described above. 

3. 
That jurisdictional water utilities voluntarily agreeing to participate in this pilot program to implement the new Water Audit methodology endorsed by the American Water Works Association and the International Water Association shall notify the Secretary of the Commission within thirty (30) days of the meeting held by the technical support group. 

4.
That the pilot program shall be implemented for twenty-four (24) months at which time that the Commission will consider whether an extension of time or adoption of the new Water Audit methodology is appropriate.

5.
That two annual Water Audit summaries for each twelve-month period of the pilot program shall be filed by participating jurisdictional water utilities with the Secretary of the Commission, along with a copy to the Bureau of Fixed Utility Services. 

6.
That a copy of this Order shall be served on all jurisdictional water utilities; the National Association of Water Companies - Pennsylvania Chapter; the Department of Environmental Protection, the Office of Regulatory Counsel; all regional offices; the Division of Water Use Planning; the Delaware River Basin Commission; the Susquehanna River Basin Commission; and the American Water Works Association, Pennsylvania Chapter.







BY THE COMMISSION,







James J. McNulty








Secretary

(SEAL)
ORDER ADOPTED:  September 11, 2008
ORDER ENTERED:  November 10, 2008
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