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I. INTRODUCTION


	In accordance with the Pennsylvania Public Utility Commission’s (PUC or Commission) program to identify improvements in the management and operations of fixed utilities under its jurisdiction, it was determined that a focused management and operations audit should be conducted of Columbia Gas of Pennsylvania, Inc. (CPA or Company).  Management and operational reviews, which are required of certain utility companies pursuant to 66 Pa. C.S. §516(a), come under the Commission’s general administrative power and authority to supervise and regulate all public utilities in the Commonwealth, 66 Pa. C.S. §501(b).  More specifically, the Commission can investigate and examine the condition and management of any public utility, 66 Pa. C.S. §331(a).

	This report represents the written product of the focused management and operations audit and contains the resultant findings and recommendations for improvement in the management and operations of CPA.  The findings presented in the report identify certain areas and aspects where weaknesses or deficiencies exist.  In all cases, recommendations have been offered to improve, correct, or eliminate these conditions.  The final and most important step in the management audit process is to initiate actions toward implementation of the recommendations.


A.	Objectives and Scope

	The objectives of this focused management and operations audit were threefold:

· To provide the Commission, Company, and the public with an assessment of the economy, efficiency, and effectiveness of the Company’s operations, management methods, organization, practices, and procedures.

· To identify opportunities for improvement and develop recommendations to address those opportunities.

· To provide an information base for future regulatory and other inquiries into the management and operations of CPA.

	The scope of this audit was limited to certain areas of the Company as explained in Section B, Audit Approach.



B.	Audit Approach

	This focused management and operations audit was performed by the Management Audit Staff of the PUC’s Bureau of Audits (Audit Staff).  The audit process began with a pre-field work analysis as outlined below:

· A five-year internal trend and ratio analysis (see Appendix A) was completed using financial and operational data obtained from the Company, Commission, and other available sources.  This analysis, which focused on the period 2007-2011, was supplemented by comparisons to a panel of natural gas utilities for the period 2007-2011 (see Appendix B).  

· Input was solicited from Commission Bureaus and Offices, certain external parties, and the Company regarding any concerns or issues they would like to have addressed during the course of our review.  

· Prior management and operations audits, follow-up management efficiency investigations, implementation plans, implementation plan progress reports, other Commission conducted audits, annual diversity reports, and other available documents were reviewed.  

	Information from the above steps was used to initially focus the Audit Staff’s work efforts in the field.  Specifically, the following areas or functions were selected for an in-depth analysis and are included in this report:

· Corporate Governance
· Executive Management and Organizational Structure
· Affiliated Interests
· Financial Management
· Customer Service
· Gas Operations
· Emergency Preparedness
· Human Resources

	The pre-field work analysis should not be construed as a comprehensive evaluation of the management or operations in the functional areas not selected for in-depth examination.  Had we conducted a thorough review of those areas, weaknesses or deficiencies may have come to our attention that was not identified in the limited pre-field work review.


	The actual fieldwork began on May 9, 2012 and continued intermittently through November 30, 2012.  The principal components of the fact gathering process included:

· Interviews with Company personnel and other Commission Bureaus.

· Analysis of records, documents, and reports of a financial and operational nature.  This analysis focused primarily on the period 2007-2011, and the year 2012, as available.

· Visits to CPA’s main office in Canonsburg, Pennsylvania, the Customer Contact Center, a local service center, and the Columbus, Ohio offices for the gas control center and corporate office of NiSource Corporate Services Company, and observation of selected work practices.


C.	Functional Area Ratings

	For the functions or areas of the Company that were selected for in-depth examination, the Audit Staff rated the actual operating or performance level relative to the expected performance level at the time of the audit.  This expected performance level is the state at which each area or function should be operating given the Company’s resources and general operating environment.  Expected performance is not a “cutting edge” operating condition; rather, it is management of an area or function such that it produces reasonably expected operating results.

	Presented below are the evaluative categories utilized to rate each function or area’s actual operating or performance level relative to its expected performance level:

· Meets Expected Performance Level
· Minor Improvement Necessary
· Moderate Improvement Necessary
· Significant Improvement Necessary
· Major Improvement Necessary




Our ratings for each function or area reviewed in-depth can be found in Exhibit I-1 on the next page.
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Exhibit I – 1
Columbia Gas of Pennsylvania, Inc.
Focused Management and Operations Audit
Functional Rating Summary

	Functional Area
	Meets
Expected
Performance
Level
	Minor
Improvement
Necessary
	Moderate
Improvement
Necessary
	Significant
Improvement
Necessary
	Major
Improvement
Necessary

	Corporate Governance
	
	X
	
	
	

	Executive Management and Organizational Structure
	X
	
	
	
	

	Affiliated Interests
	X
	
	
	
	

	Financial Management
	
	X
	
	
	

	Customer Service
	
	
	X
	
	

	Gas Operations
	
	
	X
	
	

	Emergency Preparedness
	X
	
	
	
	

	Human Resources
	X
	
	
	
	




D.	Benefits

Where possible, the Audit Staff attempts to quantify the potential savings that would be expected from effectively implementing the recommendations made in this report.  However, for the majority of recommendations, it is not possible or practical to estimate quantitative benefits as their benefits are of a qualitative nature or there was insufficient data available to quantify the impact.  For example, it is difficult to estimate the actual benefit where new management practices or procedures are recommended where such did not previously exist or was not fully functional.  Similarly, changes in work flow processes or to implement good business practices will result in improved effectiveness and efficiency of a specific function but cannot be easily quantified.

	The Company will have varying ways to implement the recommendations and as a result the Audit Staff has not estimated the cost of implementation for recommendations where no savings were quantified.  However, it should be noted by the reader that the cost of implementing certain recommendations could be significant.


E.	Recommendation Summary

	Chapters III through X provide findings, conclusions, and recommendations for each function or area reviewed in-depth during this focused audit.  Exhibit I-3 summarizes the recommendations with the following priority assessments for implementation:

· INITIATION TIME FRAME – Estimated time frame on how quickly the Company should be able to initiate its implementation efforts given the Company’s resources and general operating environment.  The time necessary to complete implementation is expected to vary depending on the nature of the recommendation and the scope of the efforts necessary and resources available to effectively implement the recommendation. 

· BENEFITS – Net quantifiable benefits have been provided where they could be estimated as discussed in Section D - Benefits.  Our estimated overall level of benefits rankings are not solely based on quantifiable dollars but rather the Audit Staff’s assessment of the potential overall impact of the recommendation on the efficiency and/or effectiveness of the Company and/or the services it provides.

· HIGH BENEFITS – Implementation of the recommendation would result in major service improvements, substantial improvements in management practices and performance, and/or significant cost savings.  

· MEDIUM BENEFITS – Implementation of the recommendation would result in important service improvements, meaningful improvements in management practices and performance, and/or meaningful cost savings.  

· LOW BENEFITS – Implementation of the recommendation is likely to result in service improvements, management practices and performances, and/or enhance cost controls.  
	


	Rec.
No.
	Recommendation
	Page
No.
	Initiation
Time
Frame
	Benefits
(including  
$ estimates)

	Chapter III – Corporate Governance

	III-1
	Rotate the external audit firm on a periodic basis or, at a minimum, ensure that the audit firm periodically rotates its audit manager and audit teams.
	14
	Within 
1 year
	Medium

	Chapter IV – Executive Management

	
	None.  
	
	
	

	Chapter V – Affiliated Interests

	
	None.
	
	
	

	Chapter VI – Financial Management

	VI-1
	Establish a formal dividend policy.
	36
	30 days
	Medium

	VI-2
	Create a formal policy that documents the Company’s operations and maintenance budgeting process.
	36
	30 days
	Medium

	VI-3
	Fully and accurately complete all schedules in the Public Utility Commission Annual Report.
	36
	7 – 12 months
	Medium

	Chapter VII – Customer Service

	VII-1
	Complete implementation of mobile automated meter reading and enact additional measures as necessary to minimize the number of meters not read within six months and twelve months and that, at a minimum, customer supplied reads are acquired every six months.
	52
	3 – 6 months
	Medium

	VII-2
	Accelerate efforts to relocate inside meters sets or, at a minimum, the associated regulators outside the structure.
	52
	Within 
1 year
	Medium

	VII-3
	Strive to minimize write-offs of delinquent accounts receivable by exploring potential solutions to enhance the collection efforts.
	52
	3 – 6 months
	Medium $15,000 
Annual Savings

	VII-4
	Ensure that delinquent account collection agencies are achieving their performance goals, and as necessary, replace poor performing agencies with new collection agencies.
	52
	3 – 6 months
	Medium

	Chapter VIII – Gas Operations

	VIII-1
	Strive to maintain the expedited replacement schedule of first generation pipe.
	72
	30 days
	High

	VIII-2
	Assess high levels of overtime by individual field operations employees and adjust overtime practices, call out procedures, shift work, and/or stand by procedures as needed.
	72
	3 – 6 months
	High

	VIII-3
	Expedite hiring of vacant operations related positions and timely conduct a study to determine needed staffing in anticipation of expanded capital projects and field operations retirements.
	72
	Within 
1 year
	Medium




Exhibit I – 2
Page 1 of 2

Columbia Gas of Pennsylvania, Inc.
Summary of Recommendations
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	Rec.
No.
	Recommendation
	Page
No.
	Initiation
Time
Frame
	Benefits
(including  
$ estimates)

	Chapter VIII – Gas Operations (continued)

	VIII-4
	Improve dispatching methodologies to ensure that all emergency dispatches can be completed within 15 minutes of the emergency call receipt by implementing new or modifying existing procedures for call outs, stand by lists, shift work, and/or staffing levels.
	72
	3 – 6 Months
	High

	Chapter IX – Emergency Preparedness

	
	None.
	
	
	

	Chapter X – Human Resources

	
	None.
	
	
	





Exhibit I – 2
Page 2 of 2

Columbia Gas of Pennsylvania, Inc.
Summary of Recommendations
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II. BACKGROUND


	Columbia Gas of Pennsylvania, Inc. (CPA or Company) is a natural gas distribution company (NGDC) headquartered in Canonsburg, Pennsylvania.  CPA is a subsidiary of the Columbia Energy Group (Columbia) which is owned by NiSource Inc. (NiSource), an energy holding company whose subsidiaries provide natural gas, electricity, and other products and services to approximately 3.8 million customers located within a corridor that runs from the Gulf Coast through the Midwest to New England.  NiSource is the successor to an Indiana corporation organized in 1987 under the name of NIPSCO Industries, Inc., which changed its name to NiSource on April 14, 1999.

	NiSource’s natural gas distribution operations serve more than 3.3 million customers in seven states and operate approximately 58,000 miles of pipeline.  NiSource’s principal subsidiaries include Columbia, a vertically integrated natural gas distribution, transmission, and storage holding company whose subsidiaries provide service to customers in the Midwest, the Mid Atlantic, and the Northeast; Northern Indiana Public Service Company, a vertically integrated gas and electric company providing service to customers in northern Indiana; and Bay State Gas d/b/a Columbia Gas of Massachusetts, an NGDC serving customers in Massachusetts.  Through its wholly owned subsidiary, Columbia, NiSource owns five distribution subsidiaries that provide natural gas to approximately 2.2 million residential, commercial, and industrial customers in Ohio, Pennsylvania, Virginia, Kentucky, and Maryland.  NiSource also distributes natural gas to approximately 795,000 customers in northern Indiana.  Additionally, NiSource’s subsidiary, Columbia Gas of Massachusetts, distributes natural gas to approximately 298,000 customers in Massachusetts.  NiSource’s 2011 revenues totaled $6.0 billion of which $2.9 billion resulted from natural gas distribution operations.  Of the $2.9 billion in natural gas distribution, $395.6 million was revenue from CPA.  During 2011, CPA accounted for approximately 6.6% of NiSource’s total revenues and 13.6% of its natural gas distribution revenues.

	NiSource has 15 direct subsidiaries and these subsidiaries have a total of 63 additional subsidiaries for a total of 78 NiSource subsidiaries.  NiSource’s corporate structure and the affiliates relevant to CPA’s operations are displayed in Exhibit II-1, including NiSource Corporate Services Company (Corporate Services).  Corporate Services provides centralized services, such as accounting and legal services, etc., to NiSource Transmission Providers, Marketing and Energy Affiliates, and other direct or indirect subsidiaries of NiSource, see Chapter V – Affiliated Interests for more details.  More specifically Corporate Services provides a significant amount of services to CPA.  Also shown on Exhibit II-1 is Columbia Gas of Pennsylvania Receivables Corporation; a wholly owned subsidiary to which CPA sells accounts receivables.  This company is also discussed further in Chapter V – Affiliated Interests.



Exhibit II – 1
NiSource Inc.
Corporate Structure
As of October 2012



Source: Data Request 2
Due to the complexities of the reporting relationships used by CPA and its affiliates that perform various functions for the Company, the President of the Company and this position’s subordinates are reviewed in more detail in Chapter IV – Executive Management and Organizational Structure.  However, since the majority of CPA positions do report to the CPA President all other organizational structures relevant to this audit are displayed in the appropriate chapter that discusses that functional area.  For example, the engineering, construction, and operations departments ultimately report to positions in Corporate Services but most of the employees within these departments are CPA employees (see Chapter VIII – Gas Operations).  CPA’s union employees, which are the employees from the Field Operations Department (e.g., equipment operators, plant and service specialists, corrosion testers, etc.), are represented by one of five different unions:

· PA North  – Utility Workers Union of America, #475;
· PA Central – Bethel Park – Utility Workers Union of America, #479;
· PA Central – Washington – United Steelworkers of America, Local 7139-03;
· PA South – United Steelworkers of America, Local 13836; 
· PA East – United Steelworkers of America, Local 1852


	During the calendar year 2011, CPA had an average of 414,806 jurisdictional customers which was comprised of 377,317 residential customers, 37,204 commercial customers, and 285 industrial customers as displayed in Exhibit II-2.  For calendar year 2011, CPA’s gross operating revenue among residential, commercial, and industrial customers was approximately $395.6 million.  Residential customers accounted for approximately 91.0% of the customer base, 76.0% of the operating revenues, and 71.5% of the total deliveries.  Commercial customers accounted for approximately 9.0% of the customer base, 23.4% of the operating revenues, and 27.8% of the total deliveries.  Industrial customers accounted for less than 0.1% (0.07%) of the customer base, 0.6% of the operating revenues, and 0.7% of the total deliveries.  As can be found in Appendix A, other key data and statistics for CPA’s service area as of December 31, 2011 include: utility plant in service of $1.1 billion; 7,363 total miles of main; 418,296 services; total gas operations and maintenance expense of $417.5 million; unaccounted for gas of ‑1.5%; and 496 employees.  

Exhibit II – 2
Columbia Gas of Pennsylvania, Inc.
Jurisdictional Customer Statistics
For the Year 2011

	Customer Class
	# of Customers
	% of Customers
	MCF Sold
	% of MCF Sold
	Revenues
	% of Revenues

	Residential
	377,317
	
	91.0%
	
	24,878,520
	71.5%
	
	$300,666,299
	76.0%
	

	Commercial
	37,204
	
	9.0%
	
	9,652,987
	27.8%
	
	$92,600,560
	23.4%
	

	Industrial
	       285
	
	  <0.1%
	
	    242,632
	    0.7%
	
	   $2,291,207
	    0.6%
	

	Totals
	414,806
	
	100.0%
	
	34,774,139
	100.0%
	
	$395,558,066
	100.0%
	



Source: 2011 PUC Annual Report
III. CORPORATE GOVERNANCE


Background

As discussed in Chapter II – Background, Columbia Gas of Pennsylvania, Inc. (CPA or Company) is a subsidiary of the Columbia Energy Group (Columbia) which is owned by NiSource Inc. (NiSource), an energy holding company.  NiSource is a publicly traded company listed on the New York Stock Exchange under the symbol NI.  Therefore, NiSource is subject to the corporate governance requirements contained in both the Sarbanes-Oxley Act of 2002 (Sarbanes-Oxley) and the corporate governance rules of the New York Stock Exchange (NYSE).  

As of October 2012, NiSource has a 12 member Board of Directors (Board) comprised of the President and Chief Executive Officer (CEO) of NiSource and 11 independent Board members (including the Chairman of the Board).  NiSource’s shareholders elect members of the Board for one-year terms at the annual shareholder meeting.  As of 2012, the average tenure of the NiSource Directors was approximately seven years with one of the Directors having been appointed for the first time in 2012.  The Board has adopted independence guidelines, as part of NiSource’s Corporate Governance Guidelines, to assist the Board in determining director independence in accordance with NYSE and Securities and Exchange Commission (SEC) requirements.  The Board has determined, based on its guidelines, that 11 of the 12 board members are independent.  The Board conducts its business by using the following committees: 

· Audit Committee is responsible for monitoring the integrity of the Company’s financial statements, the independent auditors’ qualifications and independence, performance of the Company’s internal audit function and the independent auditors; and compliance by the Company with legal and regulatory requirements.  The Audit Committee is comprised of six independent members and met 11 times during the 12 months ended October 2012.  

· Corporate Governance Committee is responsible for recommending to the Board the compensation of directors, identifying individuals qualified to become Board members, recommending to the Board director nominees for election, developing and recommending to the Board a set of corporate governance principles applicable to the Company, and overseeing the evaluation of the performance of the Board, the CEO and the CEO’s executive direct reports.  The Corporate Governance Committee is comprised of all 11 independent members and met six times during the 12 months ended August 2012.

· Environmental, Safety and Sustainability Committee reviews the status of environmental compliance, environmental public policy issues and health and safety issues.    The Environmental, Safety and Sustainability Committee is comprised of four independent members and met five times during the 12 months ended August 2012.
· Finance Committee oversees and monitors NiSource’s financial plans, capital structure, and financial risk.  The Finance Committee is comprised of seven independent members and met six times during the 12 months ended August 2012.

· Officer Nomination and Compensation Committee advises the Board with respect to nomination, evaluation, compensation and benefits of directors and officers.  The Officer Nomination and Compensation Committee is comprised of five independent members and met six times during the 12 months ended August 2012.  

Columbia’s Board of Directors is composed of three NiSource Officers and therefore none of the members are independent.  CPA’s Board of Directors is comprised of three members who are employed by CPA or NiSource; therefore, none of the members of the CPA Board are independent.  Neither the Columbia Board nor the CPA Board utilizes any committees (for more detailed information on the Columbia and CPA Boards’ Directors see Chapter IV – Executive Management).  

NiSource has a Code of Business Conduct (Code) that applies to all directors, officers, and employees of NiSource and its subsidiaries.  NiSource’s Vice President of Ethics and Compliance, is responsible for the administration of the Code.  Employees can report improprieties to the Manager of Corporate Compliance, the Vice President of Ethics and Compliance or anonymously via an Ethics and Compliance Hotline.  

Corporate governance guidelines and related documents are available for review by the shareholders and public at large on NiSource’s website.  Documents available on the website include:

· Charters for the Audit, Corporate Governance, Environmental Safety & Sustainability, Finance, and Officer Nomination and Compensation Committees;

· Code of Business Conduct; and

· Corporate Governance Guidelines.

The Internal Audit Department performs the internal audit function for all NiSource subsidiaries, including CPA.  The Vice President of the Internal Audit Department is accountable to NiSource management and the Audit Committee.  The Vice President of the Internal Audit Department reports functionally to the Audit Committee and administratively to the CEO.  An Internal Audit Charter describes the Mission and Scope of Work, Accountability, Independence and Objectivity, Responsibility, Authority and Standards of the Internal Audit Department.  All 12 staff members of the Internal Audit Department are members of the Institute of Internal Auditors.  The Audit Committee oversees the Internal Audit Department and approves the Internal Audit Plan each year.  The 2012 Internal Audit Plan was focused on conducting audits of NiSource’s key risk areas of: Business Continuity, Business Support, Capital & Project Management Process, Commercial Contracts, Corporate Governance, Customer Service, Electric Generation and Transmission & Distribution Maintenance, Employee Safety & Sustainability, Field Operations, Financial, Fuel & Gas Procurement, Information Technology (IT), Integrity Management Programs, IT Outsourcing Costs/Performance, Optimization/Risk Management, Regulatory Compliance and Risk Management.  

The Audit Committee operates pursuant to a written charter consistent with the applicable standards of the SEC and the NYSE.  As required by the SEC under its final rules issued January 2003, a public company must disclose in its annual report that it has or does not have at least one audit committee financial expert.  Pursuant to Section 303A.07 of the NYSE’s Listed Company Manual, each member of the Audit Committee must be financially literate, or must become financially literate, within a reasonable period of time after his or her appointment to the Audit Committee.  In addition, at least one member of the Audit Committee must have accounting or related financial management expertise.  All members of the Audit Committee are “financially literate” in accordance with NYSE rules.  The Audit Committee Chairman has been designated as the “audit committee financial expert” per SEC rules. The Audit Committee makes regular reports to the board including an annual review of its own performance.  The Audit Committee Charter was updated in 2010 based on recommendations of the Institute of Internal Auditors. 

The Audit Committee has the sole authority to appoint, retain or replace the external auditor, which is presently Deloitte & Touche LLP.  The Audit Committee is directly responsible for the compensation and oversight of the work of the external auditor.  The external auditor reports directly to the Audit Committee.  Annually the NiSource shareholders vote whether or not to ratify the appointment of Deloitte & Touche LLP to continue as the external auditor.  The Audit Committee meets as often as it deems necessary, but no less than quarterly.  The Vice President of the Internal Audit Department, the external auditor and NiSource management provide status reports during regularly scheduled Audit Committee meetings (i.e., at least three times a year).  Time is provided for both open and private meetings as needed.  


Findings and Conclusions

Our examination of the Corporate Governance function included a review of NiSource, Columbia, and CPA Boards of Directors’ organization including committee structure and charters; Director independence; business conduct and ethics codes; Internal Audit; relationship with the independent auditor; documents related to corporate governance; annual reports; etc.  Based on our review, the Company should initiate or devote additional efforts to improving the efficiency and/or effectiveness of its Corporate Governance function by addressing the following:





1.	NiSource has used the same external audit firm for over 10 years.

	NiSource has used Deloitte & Touche LLP for its annual external audits since May 21, 2002 when the Board of Directors, upon recommendation of its Audit Committee, dismissed Arthur Andersen LLP as the external audit firm.  We believe it is a best practice is to periodically rotate the external audit firm.  When the same audit firm repeatedly develops the overall audit approach and performs the annual audit steps for an extended number of years, there is potential for auditors to become more and more complacent in the audit effort, thus lessening the objectivity of the audit.  Therefore, it is a best practice to periodically rotate the external audit firm.  This should be considered every five to ten years.  There likely would be an increase in the cost of performing the annual audit in the first year or two as it will take a new firm more hours to develop familiarity with the accounting systems, policies and procedures as it goes through a learning curve and, therefore, rotation more frequently than every five years likely would not be cost beneficial.  On the other hand, by using the same audit firm for more than ten years it is quite likely that familiarity will lead to complacency and the objectivity of the audit will be reduced to the point that a fresh perspective is worth the additional cost of changing firms.  

	An alternative to audit firm rotation that would help to maintain independence and reduce complacency would be for the external audit firm to follow a policy that assures the periodic rotation of the audit manager and entire audit team assigned to the audits.  This would be in addition to the SEC requirement to rotate the engagement partner at least every five years.  


Recommendation

1. 	Rotate the external audit firm on a periodic basis or, at a minimum, ensure that the audit firm periodically rotates its audit manager and audit teams.


IV. EXECUTIVE MANAGEMENT & ORGANIZATIONAL STRUCTURE


Background

	As discussed in Chapter II – Background, Columbia Gas of Pennsylvania, Inc. (CPA or Company) is a subsidiary of the Columbia Energy Group (Columbia) which is owned by NiSource Inc. (NiSource), an energy holding company.  In addition, NiSource Corporate Services Company (Corporate Services) is an affiliate of CPA that provides various corporate services to the Company.  CPA and Columbia Gas of Maryland, Inc. (CMD) are managed by the same group of executives, and the headquarters of both companies is located in Canonsburg, Pennsylvania.  The President of CPA/CMD is responsible for revenue, regulatory requirements and community relations, and reports to the Chief Regulatory Officer of Corporate Services.  The organization under the direction of the President of CPA/CMD is shown in Exhibit IV-1.

Exhibit IV – 1
Columbia Gas of Pennsylvania, Inc.
President’s Organizational Structure
As of October 2012



Source: Data Request 1

	Unlike the organization structure found at most other natural gas distribution companies, the person responsible for CPA’s field operations does not report directly to the President of the regulated utility.  Instead, the Vice President and General Manager of Field Operations for CPA/CMD reports directly to Corporate Services’ Chief Operating Officer.  The organization and practices for CPA’s field operations are detailed in Chapter VIII – Gas Operations.  Likewise, there are certain customer service activities, such as the Customer Contact Center, customer interface programs, meter reading, billing, and collections that are under the direction of Corporate Services’ Vice President of Customer Operations.  The organization and practices for CPA’s customer service activities are detailed in Chapter VII – Customer Service.

As of October 2012, CPA’s Board of Directors (Board) is comprised of three corporate officers listed below and their reporting relationships within the organization are depicted in Exhibit IV-2: 

· NiSource’s Executive Vice President and Group Chief Executive Officer (CEO) of Distribution Operations who was named the CEO and became a Board Member on May 1, 2012.
· The President of CPA/CMD joined the Board on June 20, 2012 (note he was the acting President from March 27, 2012 – June 20, 2012).
· The CPA/CMD Vice President and General Manager of Field Operations joined the Board on June 20, 2012. 

Exhibit IV – 2
Columbia Gas of Pennsylvania, Inc.
Board of Directors
As of October 2012

	 
	Member of CPA Board





Source: Data Request 1

	Similar to CPA, Columbia’s Board also consists of three NiSource executives.  As of October 2012, Columbia’s three Board members and their reporting relationships within the organization are depicted in Exhibit IV-3:

· NiSource’s Executive Vice President and Chief Legal Officer became a Board member on June 14, 2010; is responsible for all legal functions, ethics, compliance, and environmental, safety, and sustainability.
· NiSource’s Executive Vice President and Chief Financial Officer (CFO) became a Board member on December 3, 2008; is responsible for finance and accounting functions, information technology, supply chain services, real estate and facilities.
· NiSource’s Executive Vice President and Group Chief Executive Officer (CEO) became a Board member on June 14, 2010; is responsible for NiSource Gas Transmission and Storage and Northern Indiana Public Service Company.

Exhibit IV – 3
Columbia Energy Group
Board of Directors
As of October 2012


	 
	Member of Columbia Board




Source: Data Request 1
As of October 2012 neither the CPA Board nor the Columbia Board was utilizing any Board Committees.  All Board members are employees of the Company or an affiliate and therefore are not considered as being independent under the standards established by the New York Stock Exchange and Securities and Exchange Commission.  The CPA Board and Columbia Board meet as needed to discuss issues that impact CPA or the other Columbia affiliates.  As previously mentioned in Chapter III – Corporate Governance, the NiSource Board is the uppermost board in the organization.  Therefore financing and operational issues are generally forwarded to NiSource’s Board for approval.  

	As part of the review of CPA’s planning process, the Audit Staff reviewed NiSource’s strategic planning.  The areas of strategic planning applicable to CPA, among others, include: infrastructure replacement, integrity management systems, growth, shale opportunities, fully automated meter reading utilization and improved Occupational Safety and Health Administration (OSHA) recordable rates.  Infrastructure replacement and integrity management are addressed in more detail in Chapter VIII – Gas Operations.  Automated meter reading is detailed in Chapter VII – Customer Service.  OSHA recordable rates are discussed in more detail in Chapter X – Human Resources.  In order to fund the strategic plans, especially regarding infrastructure replacement, CPA indicated plans to both file annual rate cases and use the distribution system improvement charge (DSIC) for the foreseeable future.  Many of these areas of strategic planning include involvement from Corporate Services (i.e., implementation of automated meters).  The areas of responsibility for Corporate Services are detailed in Chapter V – Affiliated Interests.

Executive pay and benefits and descriptions of the pay and compensation programs are contained in Chapter X – Human Resources.  The same benefits are offered universally to all employees regardless of position.  Likewise executives and all other employees are included in the incentive pay program which is described in more detail in Chapter X – Human Resources.

The succession plan at CPA is based upon corporate wide (i.e., NiSource) succession plans for key leadership positions.  All leaders of exempt employees are responsible for succession planning on an annual basis.  Initially, business needs are identified late in the calendar year.  Once this occurs, then the competencies required are reviewed and the business/function leaders are contacted near the end of the first quarter of the next year.  The prospective candidates are then evaluated based on both potential and performance.  Additional efforts are made to identify female and minority candidates where possible.  This assessment occurs from March to early July.  The review documents are submitted to Human Resources in July.  The approach to ready candidates for opportunities is then created and executed though an action plan developed in August.  Results are evaluated as needed.  Also, as much as practical, and dependent upon the needs of the business unit, the Company offers cross business unit opportunities, temporary leadership opportunities, project and rotational assignments as well as significant development opportunities.  

The spans of control for CPA related positions are displayed in Exhibit IV-4.  Due to the complexity of the organizational structure and reporting relationships within CPA, Corporate Services, and NiSource, there are several cases of: CPA employees reporting to a superior from either Corporate Services or another affiliate such as another natural gas distribution company (e.g., CMD); an employee who works for multiple affiliates (e.g., CPA and CMD); or a CPA superior who has employees who are working for another affiliate..  For the sake of our spans of control evaluation, supervisors and employees from other companies are included when they are a superior or a subordinate to a CPA employee.  

Exhibit IV – 4
Columbia Gas of Pennsylvania, Inc.
Spans of Control Analysis
As of October 2012

	 
	Reporting Relationships

	Reporting Ratio
	Number
	Percentage

	1:1
	4
	
	6.2%
	

	1:2
	1
	
	1.6%
	

	1:3
	1
	
	1.6%
	

	Sub Total
	6
	 
	9.4%
	 

	1:4
	5
	
	7.8%
	

	1:5
	1
	
	1.6%
	

	1:6
	7
	
	10.9%
	

	1:7
	8
	
	12.5%
	

	1:8
	1
	
	1.6%
	

	1:9
	4
	
	6.2%
	

	Sub Total
	26
	 
	40.6%
	 

	1:10
	4
	
	6.2%
	

	1:11
	2
	
	3.1%
	

	1:12
	2
	
	3.1%
	

	1:13
	1
	
	1.6%
	

	1:14
	5
	
	7.8%
	

	1:15
	3
	
	4.7%
	

	1:16
	7
	
	10.9%
	

	1:17
	2
	
	3.1%
	

	1:18
	1
	
	1.6%
	

	1:19
	1
	
	1.6%
	

	1:20
	1
	
	1.6%
	

	1:21
	2
	
	3.1%
	

	1:22
	1
	
	1.6%
	

	Sub Total
	32
	 
	50.0%
	 

	
Total
	64
	 
	100.0%
	 



Source: Data Requests 1 and 290


In general, for maximum organizational efficiency and effectiveness, a company should aim for spans of control between 1:4 and 1:9.  However, the majority of the positions in the CPA organization is in the operations, engineering, construction, and meter reading areas (over 95% of total CPA positions).  These positions tend to have higher spans of control for their reporting relationships as their work is similar, generally repetitive and their productivity is quantifiable thereby requiring less direct supervision.  This would justify having 50% of the reporting relationships with spans of control above 1:9.  Likewise, for the reporting relationships with lower spans of control (i.e., less than 1:4), there are employees who manage a functional area where they work directly with external parties (i.e., contractors, etc.), have specialty areas or expertise, or have geographical constraints.  These positions represent only 9.4% of the total reporting relationships in CPA.  Also note that the spans of control were performed on the number of positions, not the number of employees.  There are a signification number of open positions at CPA, the majority of which are in the operations, engineering, and construction areas.  The analysis of open positions is discussed further in Chapter VIII - Gas Operations.  

Employee surveys are conducted annually.  These surveys have questions relevant to both the corporate (NiSource) structure and the local (CPA) structure.  These surveys allow employees to give input and/or their perspectives on Company policies and efforts.  Sample subject areas on the employee surveys include: communications to and from their superiors, communications of goals and objectives, how corporate goals apply to individual jobs, employee input and suggestions, job recognition, developing skills and building strengths for growth and development, safety issues, and teamwork and work group building. 


Findings and Conclusions

	Our examination of the Executive Management function included a review of the Company’s organization structure, planning, executive compensation, and succession planning.  Based on our review of the Executive Management function, no evidence came to our attention that would lead the Audit Staff to conclude that the areas reviewed were not being addressed adequately.


Recommendation

None.


V. AFFILIATED INTERESTS


Background

	This chapter presents the results of the Audit Staff’s review of the nature and extent of transactions between Columbia Gas of Pennsylvania, Inc. (CPA or Company) and its affiliates.  As discussed in Chapter II – Background, CPA is a natural gas distribution company (NGDC) headquartered in Canonsburg, Pennsylvania that is wholly owned by the Columbia Energy Group (Columbia) that in turn is wholly owned by NiSource Inc. (NiSource), an energy holding company.  An entity chart of NiSource and its subsidiaries is shown on Exhibit II-1.  CPA is organized as shown on Exhibit IV-1.  

CPA’s various affiliated interests are detailed within its affiliated interest agreements (AIAs) as approved by the Pennsylvania Public Utility Commission (PUC or Commission).  Each AIA includes a general description of the type of goods or services provided to or from each entity, and some AIAs describe the methodologies that are used to allocate costs.  Most recently CPA submitted two AIAs and one amendment to one of these AIAs for Commission approval between January 1, 2009 and December 31, 2011.  One of the AIAs was approved by the Commission on February 25, 2010, at A-2009-2143273, A-2009-2154634 and G-2009-2143275, for the sale of accounts receivable to newly created wholly-owned CPA subsidiary, Columbia Gas of Pennsylvania Receivables Corporation (CPRC).  CPA stated that purpose for creating CPRC and in turn selling its accounts receivables to CPRC was to obtain access to a reliable alternative source of short term financing.  An amendment to the AIA between CPA and CPRC was approved on January 13, 2012, at G-2011-2268697, which included the Receivables Purchase Agreement (RPA), to provide the parties flexibility to modify, as part of the annual contract renewal, the monthly maximum limits of receivables that may be sold, subject to the previously approved maximum limit of $75 million.  The second AIA received Commission approval on March 1, 2012, at G‑2012‑2285085, concerning the issuance of promissory notes between CPA and NiSource Finance Corporation and a securities certificate, at S-2012-2282635, for the issuance of promissory notes in an aggregate principal amount not to exceed $185 million.

	When feasible, NiSource affiliates directly charge for services provided to another affiliate.  When it is impractical to charge an affiliate directly for services provided, allocation bases are utilized.  As previously mentioned in Chapter II – Background, NiSource Corporate Services Company (Corporate Services) provides centralized services to a number of NiSource subsidiaries, including CPA.  Corporate Services provides the following services to NiSource Transmission Providers, Marketing and Energy Affiliates, and other direct or indirect subsidiaries of NiSource:

· Accounting and budget,
· Human resources,
· Information technology,
· Legal,
· Tax,
· Corporate communications,
· Insurance procurement,
· Risk management,
· Corporate credit,
· Investor relations,
· Real estate services,
· Internal audit, and
· Supply chain non energy procurement.

Corporate Services uses a detailed NiSource Cost Allocation Manual (CAM) to distribute its costs among the affiliates it provides services.  The CAM lists 13 different allocation bases for allocating charges among affiliates as follows: 

· direct costs,
· gross fixed assets and operating expenses,
· gross fixed assets, 
· gross depreciable property and total operating expense,
· gross depreciable property,
· automobile units,
· number of retail customers,
· number of regular employees,
· fixed allocation,
· number of transportation customers,
· number of commercial customers,
· number of residential customers, and
· number of high pressure customers.

The majority of the CPA’s intercompany charges come from Corporate Services as it is the primary provider of the administrative services needed to operate.  Corporate Services employees are encouraged to directly charge affiliates when possible.  However, when it is necessary to allocate charges to more than one affiliate benefitting from the work being performed, Corporate Services uses the appropriate charge codes for the affiliates being billed.  Corporate Services uses a job order system to collect costs that are applicable and billable to affiliates.  Whenever a new job order is created, a decision is made cooperatively by the departmental head working with the operating company and Corporate Services personnel about how costs assigned to that job order will be allocated among participating affiliates.  Costs are then assigned using one of the Basis of Allocation or direct company codes, as described in the CAM.  The job order assigns a ten digit number to the project(s) involved and identifies the cost allocation method to be used to charge the costs of the project.  Unless a change occurs in the identity of the affiliates participating in a specific job order, costs that are assigned to the job order are consistently billed by Corporate Services to its affiliate(s) from that point forward because the job order bases of allocation remain the same over time.  The job orders are maintained by the Corporate Services Accounting Department; and therefore, only employees within Corporate Services Accounting can create or modify job orders.  Each job order can be set up with only one Basis of Allocation and, in many cases, only one specific allocation code or direct company billing is set up for a particular job order, depending on what affiliate(s) benefit from the services.  In the CAM, general job order guidelines are department specific.  If an employee would attempt to use an allocator that is different from that provided for in the job order the accounting systems would prompt an immediate error and not allow the data input to continue.  In accordance with NiSource’s Procurement Policy, when requesting a purchase order, the person initiating the purchase order works with the Corporate Services Supply Chain Department to ensure all information, including the allocation of how the goods or services cost will be charged to the receiving entity, is included on the purchase order. 

There is no written policy or guidelines regarding which allocation factor is to be used to allocate particular types of costs between affiliates.  However, the NiSource affiliates follow a policy whereby employees familiar with his/her department are responsible for appropriately allocating costs for services they provide.  An employee’s expenses may be charged to CPA by other affiliates if deemed appropriate by the employee’s direct supervisor.  The immediate supervisor of the employee who is requesting reimbursement must approve the employee’s expenses, including any allocation of expenses.  The immediate supervisor, or in their absence the next higher level management, must approve any expense advances issued in accordance with the Business Expense and Reimbursement Accounting Policy.  All intercompany transactions are approved by the affiliate providing the service before the service is billed.  The approvals are performed by an employee familiar with how the service should be charged (i.e., direct billed or allocated).  Likewise, the costs are also reviewed for approval of payment by the employees of the affiliate receiving the intercompany invoice who are familiar with services being billed.  In accordance with the AIAs, approved payments are generally made by the affiliate receiving the service within 30 days of receipt of the intercompany invoice.  Additionally, a formal review of cost allocations is performed annually and cost allocation audits were performed each year from 2009 through 2011 by the Corporate Services Internal Audit Department.  

A summary of CPA’s intercompany receivables and payables for 2009 through November 2012 are shown in Exhibit V-1.  The intercompany receivables and payables are categorized by affiliate and totaled by year.  From 2009 through 2011, net annual payables to affiliates decreased by approximately 8%.  Furthermore, after annualizing the net annual payables for 2012 at $230,211,944 (based on 11 months actual), it appears that the net annual payables to affiliates decreased by approximately 17% from 2009 to 2012.



Exhibit V-1
Columbia Gas of Pennsylvania, Inc.
Intercompany Receivables and Payables
For the Years 2009 – 2011 and January – November 2012

	Intercompany Receivables

	Company
	2009
	2010
	2011
	2012 YTD*

	Columbia Gas of Kentucky
	$152,128
	$58,302
	$112,743
	$403,692

	Columbia Gas of Ohio
	$658,857
	$530,895
	$605,644
	$2.566.372

	Columbia Gas of Maryland
	$1,123,547
	$837,963
	$1,038,835
	$967,237

	Columbia Gas of Virginia
	$619,759
	$545,755
	$392,043
	$710,578

	Columbia Gas Transmission
	$13,443,930
	$170,820
	$156,003
	$122,340

	Columbia Gulf Transmission
	
	
	
	$331,408

	Columbia Gas of Massachusetts
	
	$6,944
	
	$17

	NiSource Corporate Services
	$521,421
	$505,887
	$660,300
	$511,848

	NiSource Retail Services
	$26,539
	$4,295
	$4,143
	$10,083

	Columbia of Pennsylvania Receivables
	
	$718,371
	$873,546
	$489,950

	Energy USA
	
	$16,619
	
	

	NiSource Incorporated
	$1,524,000
	$36,740
	$211,730
	$117,221

	NiSource Money Pool
	$288,186
	$432,812
	$1,366,580
	$361,659

	Total Intercompany Receivables
	$18,358,367
	$3,865,403
	$5,421,567
	$6,592,405

	Intercompany Payables

	Company
	2009
	2010
	2011
	2012 YTD*

	Columbia Gas of Kentucky
	$21,003
	$17,778
	$17,658
	$68,844

	Columbia Gas of Ohio
	$5,055,002
	$3,690,636
	$3,383,750
	$3,250,186

	Columbia Gas of Maryland
	$426,639
	$398,529
	$752,218
	$775,447

	Columbia Gas of Virginia
	$257,341
	$80,057
	$132,756
	$482,734

	Columbia Network Services Company
	$5,472
	$5,472
	$5,472
	$5,016

	Columbia Gas Transmission
	$50,120,881
	$54,116,415
	$49,260,722
	$44,868,264

	Columbia Gulf Transmission
	$869,429
	$1,022,623
	$884,181
	$765,971

	NiSource Corporate Services
	$221,291,339
	$193,031,370
	$186,880,931
	$147,885,643

	Energy USA
	$47,568
	
	
	

	NIPSCO
	
	$18,399
	
	

	Columbia of Pennsylvania Receivables
	
	$100
	
	

	NiSource Incorporated
	$522,600
	$1,995,069
	$160,242
	$221,650

	NiSource Finance Company
	$16,607,196
	$16,681,085
	$18,292,796
	$19,281,477

	NiSource Money Pool
	$80,962
	
	$21,901
	$14,788

	Total Intercompany Payables
	$295,305,432
	$271,057,533
	$259,792,627
	$217,620,020

	
	
	
	
	

	Net Annual Payables to Affiliates
	$276,947,065
	$267,192,130
	$254,371,060
	$211,027,615


* The 2012 YTD column shows charges through November 2012.
Source: Data Request 3 and 326 


Ring-fencing is the term used to describe efforts which are intended to insulate a regulated utility from the potentially riskier activities of unregulated affiliates.  The objective is to ensure that the financial stability of the utility and the reliability of its service are not impacted by the activities of non-regulated corporate activities.  CPA and NiSource have no specific written policies related to ring-fencing efforts.  However, CPA does not guarantee the debt of any of its affiliates, nor does it pledge its assets as collateral for the debt of its affiliates.  These two practices help to insulate CPA’s financial strength from that of its affiliated companies.  CPA does participate in the NiSource Money Pool, a short term funding vehicle that allows NiSource companies access to funds for short term needs.  Unregulated NiSource affiliate companies are allowed to invest in but not borrow funds from the money pool, which is another form of insulation or ring-fencing for CPA and other regulated NiSource affiliates from their unregulated affiliates.

	Competitive safeguards and affiliate standards of conduct at natural gas utilities were established by Commission Order, adopted on May 11, 2000, at Docket No. M‑00991249F0009 and are further addressed by the Commission’s policy statement regarding affiliated interest issues of Natural Gas marketers at 52 Pa. Code §69.191‑192.  The purpose of these safeguards is to assure the provision of direct access on equal and nondiscriminatory terms to all customers and suppliers, prevent discrimination in rates, terms or conditions of service by natural gas distribution companies, prevent the cross subsidization of service amongst customers, customer classes or between related distribution companies and suppliers, to forbid unfair or deceptive practices by production companies and suppliers, and to establish and maintain an effective and vibrant competitive market in the purchase and sale of retail energy.  Suppliers, electric and natural gas distribution companies must comply with certain requirements that address items such as:

· Preferential treatment in the processing of retail generation supply service requests,
· Dissemination or disclosure of customer information,
· False or deceptive advertising, and
· Dispute resolution process.

The Standards of Conduct section of CPA’s gas tariff, which can be found on the Company’s website, contains the following topic areas that specifically cover the provisions listed above: General Requirements, Dispute Resolution Procedures and Complaint Procedures. 

Annually, approximately 15 percent of the NiSource employee population receives training on Federal Energy Regulatory Commission Order No. 717 Standards of Conduct training.  In addition, certain groups receive Anti-market Manipulation Training (i.e., approximately 5% of employees) and Anti-trust training periodically to all relevant employees (i.e., approximately 9% of employees).  Annually, all managers and higher level management are reminded about rules governing affiliate relationships.  This reminder is sent to them via intercompany email from the Corporate Services Corporate Compliance Department.

Findings and Conclusions

Our examination of the Affiliated Interests function focused primarily on an examination of affiliated interest agreements, cost allocation methodologies and compliance with existing cost allocation policies, practices and procedures, inter-company transactions, ring-fencing efforts and a review of competitive safeguards.  Based on our review of Affiliated Interests, no specific evidence came to our attention that would lead the Audit Staff to believe that the areas reviewed were not being addressed adequately.


Recommendation

None.


VI. FINANCIAL MANAGEMENT


Background

As discussed in Chapter II – Background, Columbia Gas of Pennsylvania, Inc. (CPA or Company) is a subsidiary of the Columbia Energy Group (Columbia) which is owned by NiSource Inc. (NiSource).  As detailed in Chapter V – Affiliated Interests, the accounting and financial planning activity is one of several functions performed on the behalf of all NiSource affiliates, including CPA, by the NiSource subsidiary NiSource Corporate Services Company (Corporate Services).  In particular, Corporate Services provides accounting and financial services to all of NiSource’s natural gas distribution companies (NGDCs), including CPA.  As shown in Exhibit VI-1, Corporate Services’ Senior Vice President/Chief Commercial Officer oversees the Accounting and Financial Planning Departments.  

In general, Corporate Services’ Accounting Department is responsible for asset accounting, research and other special studies, cash management, and general accounting for all of NiSource’s NGDCs.  More specifically, the Accounting Department is responsible for the following:

· Providing value added financial services to both internal and external customers.
· Financial activities such as the preparation of NiSource and affiliates results and the preparation, maintenance and analysis of actual financial statements and records which are used for internal and external reporting.
· Supporting and maintaining certain business application systems and records which are used for internal and external reporting.
· Complying with NiSource system policies and procedures, generally accepted accounting principles (GAAP), Sarbanes Oxley and applicable regulatory standards.
· Preparation and distribution of timely and accurate financial statements in accordance with GAAP to internal and external users.
· Providing accurate and timely financial information for various internal and external reports and filings.
· Preparation of variance analysis, audit schedules and responses to special requests.
· Staying current with emerging accounting and reporting guidelines and trends including Financial Accounting Standards Board and Securities and Exchange Commission (SEC) standards and interpretations.
· Providing assistance to regulatory and other departments for rate case activities, including routine regulatory filings, pro-forma calculations, testimony and data requests, review and analysis of rate case support, new rate orders and accounting orders.
· Maintaining accurate and current asset records including depreciation and leases schedules.
· Managing cash activities of NiSource’s NGDCs.

Exhibit VI-1
NiSource Corporate Services Company
Accounting and Finance Department Organization Chart
As of July 22, 2012


Source: Data Request No. 152	

In general, Corporate Services’ Financial Planning Department is responsible for revenue, capital and Operation and Maintenance (O&M) financial forecasting, budgeting and analysis for all of NiSource’s NGDCs.  More specifically, Corporate Services’ Financial Planning Department is responsible for the following:

· Budgeting and financial planning process, including data gathering and coordination with business partners, departments and functions within NiSource.
· Preparing financial models for internal use within business unit and NiSource, model revenues, perform economic analysis and provide business case development support for special projects.
· Analyzing actual results against budgets and research and prepare explanations regarding business drivers.
· Providing assistance to regulatory and other departments for rate case activities, including routine regulatory filings, pro-forma calculations, testimony and data requests, review and analysis of rate case support, new rate orders and accounting orders.

All NiSource affiliates use a calendar year of January 1 through December 31 as their fiscal year.  The O&M expense budgeting methodology used by CPA is a combination of a “top down” and “grass roots” approach.  At a high level, the O&M budget serves as a key component of CPA’s overall financial plan and at more detailed level its serves as a cost management tool.  Annually the Corporate Services management team, including CPA’s management, first identify the general O&M requirements and then establish financial goals and planning objectives in conjunction with NiSource’s senior management.  These overall corporate wide goals and objectives are then communicated to each successive layer of management and employees, and the Corporate Services Financial Planning and Analysis team, which is responsible for Corporate Services’ financial plans.  It is the responsibility of these groups, as they work together to budget and then manage, to ensure that CPA’s financial plans, including O&M expenses, are developed in accordance with NiSource’s overall financial goals and objectives as modified to address certain guidelines and assumptions and individual Company operational and administrative requirements. 

In conjunction with the Corporate Services Budget Group, CPA’s O&M “long range” budget is annually developed in July for each department by cost element.  The same CPA managers responsible for approving expenditures are also responsible for preparing their part of the budget.  As a result, Department heads are responsible for overseeing the development of O&M budgets for all cost centers under their control.  In August, each department’s budget is reviewed with the business segment’s CFO and CEO.  These reviews include a comparison of the proposed budgets to the current budgets as well as a comparison of year over year changes.  These comparisons help identify trends and/or potential oversights or errors in the initial “grass roots” budgets.  In September, budget refinement begins in operating center locations in the field and other departments representing the major business functions.  In mid to late October, these operating center location and departmental budgets are combined with a corporate level budget to arrive at a consolidated NiSource budget, which is then approved by the NiSource Board of Directors.  The various components of this overall NiSource budget serve as the year’s baseline budget, but it is revised throughout the year to reflect timing variances as actual month’s O&M expenses are recorded and other changes become known.  Furthermore, in addition to the periodic baseline budget and monthly budget updates, CPA’s budget process includes three additional official budget updates, occurring in May, July and January that follow a similar budgeting process as the baseline budget.  During each of these official budget updates, variances are reviewed and the entire budget is vetted for accuracy.
 
Monthly the Corporate Services Budget Group also compares actual O&M expenses incurred to the current year’s budget by department and by cost element.  Analysts and managers responsible for individual departmental budgets and total Company and subsidiary budgets independently perform reviews.  These are reasonableness reviews of the budget versus actual variances that are designed to identify and investigate unexpected variances that occurred during a particular month to mitigate the possibility of errors and take corrective action as necessary.  This review process includes interaction with Corporate Services Accounting and other departments as needed. 

There are a significant number of individual transactions processed each month, most of which are attached to a specific source document (e.g., employee timesheets, invoices, etc.).  The Corporate Services Budget Group does not review individual transactions as a normal part of the reasonableness review process unless needed to clarify an accounting entry.  Once the monthly closing reasonableness review is completed, Corporate Services’ Budget Group notifies the Accounting Department that its reasonableness review of the current month’s activity has been completed and the books may be closed for that month’s business.  After the monthly closing, Corporate Services’ Budget Group completes a more detailed analysis and provides reports that identify variances of concern for individual departments and Corporate Services leadership to review.  As part of the process, the Corporate Services Budget Group may notice specific variances that trigger further review of that month’s actual expenditures.  Also after monthly closing, the Corporate Services Budget Group continues to analyze and further test the reasonableness of actual expenditures, which may also lead to further budget variance reviews.  These variance reviews are conducted at both a cost element level as well as a departmental view, and variance explanations are communicated to departmental management on a monthly basis and to Corporate Services leadership each time an official plan is submitted. 

The capital budgeting and planning process performed by Corporate Services is a continual management process and includes the following key milestones in preparation for subsequent year capital expenditure programs:

· April – May: Annual capital review meetings are held and Engineering begins developing grass roots budget estimates using a budget template provided by the Director of the Capital Program Management Department (which is part of the Corporate Services Engineering and Operations Logistics Departments).
· June: The budget templates are returned to the Director of the Capital Program Management Department.
· July – August: A formal request for capital is presented to the Capital Allocation Group (part of Corporate Services Financial Planning and Analysis Department) and the NiSource Executive Council at the annual corporate capital planning meeting (timing and location is determined each year).
· September – October: The capital budget is finalized by the NiSource Executive Council.
· November – December: The President and CEO of NiSource presents the final budget request to the Board of Directors for approval.  The capital budget as ultimately approved is distributed to distribution company leadership teams and planning organizations.

During the year, Corporate Services’ Capital Program Management Department leads a capital program review session each month with key Corporate Services management staff within the Engineering, Budgeting, Regulatory and Financial Planning Departments.  These sessions include a review of current month and year-to-date actuals, variance explanations, year-end forecasts and key management action plans.

There are several approval matrixes for capital budget item approvals and reviews including an annual program approval, project and specific budget approval, additional new business approval, corporate review and approval, engineering peer reviews, project management team reviews and pre-construction reviews.  Once it becomes known that the cost of an approved budget item will vary by more than plus or minus 10% or $5,000 (whichever is greater); the project manager is required to submit a written explanation outlining the reason(s) for the variance.  The explanations are to include a summary of changes in the project’s nature that significantly impacted the cost.  If a capital budget item’s actual cost will vary by more than 20% or $50,000 (whichever is greater), the budget must be re-approved according to the approval limits applicable to the new amount.  

CPA borrows and invests short term funds through the NiSource Money Pool.  Daily, the Company determines if it has funds available to invest in the System Money Pool or has a need to borrow from the System Money Pool.  The Money Pool interest rate is based on the average outstanding external debt and investment for NiSource Finance Corporation.  As an example, the interest rate for the Money Pool was 1.40% as of April 30, 2012.  CPA has a $300 million short term debt limit that was originally set by the SEC; however, the NiSource Board of Directors approved limit is half that or $150 million.  

CPA issues long term promissory notes through NiSource Finance Corporation.  The Company receives authorization to issue long term notes from the Public Utility Commission (PUC or Commission) through its securities certificate registration process.  The interest rate on intercompany notes between CPA and NiSource Finance Corporation are based upon the corresponding maturity treasury yield plus the yield spread on corresponding maturities for companies with a credit risk profile equivalent to that of the NiSource Finance Corporation effective on the date of the note issuance.  CPA’s long term debt, as of November 30, 2012, was $378 million as detailed in Exhibit VI-2.  It is noteworthy that all of CPA’s debentures have been issued, or refinanced, since late 2005 and therefore its average long term debt interest rate of 5.8% is reflective of current lower interest rates than was available prior to the initial economic downturn that occurred in 2001.


Exhibit VI-2
Columbia Gas of Pennsylvania, Inc.
Long Term Debt
As of November 30, 2012

	Description
	Date of Issue
	Date of Maturity
	Principal Amount Issued
	Coupon Interest Rate
	Annualized Cost

	Debentures
	11/28/05
	11/28/15
	$47,350,000
	
	5.410%
	$2,561,635

	Debentures
	11/28/05
	11/28/16
	$18,525,000
	
	5.450%
	$1,009,613

	Debentures
	11/28/05
	11/28/25
	$54,515,000
	
	5.920%
	$3,227,288

	Debentures
	11/1/06
	11/1/21
	$20,000,000
	
	6.015%
	$1,203,000

	Debentures
	12/14/07
	12/14/27
	$58,000,000
	
	6.865%
	$3,981,700

	Debentures
	12/18/08
	12/18/13
	$22,000,000
	
	5.460%
	$1,201,200

	Debentures
	12/16/10
	12/16/30
	$28,000,000
	
	6.020%
	$1,685,600

	Debentures
	3/28/12
	3/26/32
	$30,000,000
	
	5.355%
	$1,606,500

	Debentures
	3/28/12
	3/26/42
	$35,000,000
	
	5.890%
	$2,061,500

	Debentures
	11/28/12
	11/28/42
	$65,000,000
	
	5.260%
	$3,419,000

	Totals
	$378,390,000
	
	
	$21,957,036

	Total Average Weighted Effective Cost Rate
	$21,957,036/$378,390,000 = 5.8%


Source: Data Request No. 327


As shown below in Exhibit VI-3, CPA’s pension plan (for more details on the pension plan refer to Chapter X – Human Resources) was 78% funded as of November 30, 2012.  The plan is maintained as a master retirement trust through NiSource.  In 2007 the plan was over 100% funded before the recession hit in December of that year, causing the plan to become underfunded.  The plan is currently following the requirements of the Pension Protection Act and is subject to the Employee Retirement Income Security Act of 1974 (ERISA).  Contributions to the pension plan have significantly increased in each of the last three years from approximately $962,000 in 2009, to $8.45 million in 2010 and then $21.47 million in 2011.  


Exhibit VI-3
Columbia Gas of Pennsylvania, Inc.
Employee Pension Plan Funding Status
As of November 30, 2012

	Projected Benefit Obligation
	$120,282,331

	Fair Value of Plan Assets
	  $93,607,575

	Percent Funded
	 78%


Source: Data Request No. 328
The Company stated that when analyzing its capital structure, the first consideration is to balance total capitalization levels (equity plus debt) to total rate base.  Second, the Company strives to maintain an appropriate debt-equity ratio.  The Company has targeted an equity ratio of between 52-56% and a debt ratio, including short term debt, of between 44-48%.  Exhibit VI-4 shows CPA’s actual capital structures as of years ended 2009 through 2011 and as of November 30, 2012.  CPA’s capital structure was 52.34% equity, 47.34% long term debt and 0.33% short term debt as of November 30, 2012.  


Exhibit VI-4
Columbia Gas of Pennsylvania, Inc.
Capital Structure
As of December 31, 2009 – 2011 and November 30, 2012

	
	As of
12/31/09
	As of
12/31/10
	As of
12/31/11
	As of
11/30/12

	Common Equity 
	$327,601,000
	$346,399,000
	$382,642,000
	$418,406,000

	Percentage of 
Total Capital
	52.78%
	52.52%
	54.76%
	52.34%

	Long Term Debt 
	$285,215,000
	$313,215,000
	$313,215,000
	$378,390,000

	Percentage of 
Total Capital
	45.95%
	47.48%
	44.82%
	47.34%

	Short Term Debt 
	$7,854,000
	$0
	$2,930,000
	$2,577,000

	Percentage of 
Total Capital
	1.27%
	0.00%
	0.43%
	0.33%

	Totals 
	$620,670,000
	$659,614,000
	$698,788,000
	$799,373,000


Source: Data Request No. 145 and 332


CPA’s equity can be relatively higher coming out of the winter period due to the cyclical nature of the gas industry.  The Company performs a quarterly dividend analysis to determine if dividends should be paid to NiSource or if earnings should be retained to balance total capitalization with total rate base and to achieve an appropriate debt-to-equity ratio.  The amount of dividends paid to the Parent, net income of CPA and the percentage of dividends to net income from 2009 through 2012 are shown in Exhibit VI‑5.  The percentage of dividends to net income has been decreasing from approximately 74% in 2009 to 12% in 2011 and potentially even lower in 2012.  This is in large part the result of CPA using a large portion of its internally generated funds to finance its increasing investment in capital additions that far exceed its depreciation expense, as shown in Exhibit VI-6.  A discussion regarding CPA’s increase in its investment as it expedites the replacement of bare steel and cast iron mains is included in Chapter VII – Gas Operations


Exhibit VI-5
Columbia Gas of Pennsylvania, Inc.
Percentage of Dividends to Net Income
For the Years 2009 – 2011 and January - November 2012

	Year
	Dividends
	Net Income
	% of Dividends to Net Income

	2009
	$25,000,000
	
	$33,709,266
	74.16%
	

	2010
	$31,500,000
	
	$50,187,065
	62.77%
	

	2011
	$5,000,000
	
	$41,538,855
	12.04%
	

	2012*
	$2,000,000
	
	$37,705,857
	5.30%
	


* - January through November 2012.
Source: Data Request No. 93 and 331 and Auditor Analysis 


Exhibit VI-6
Columbia Gas of Pennsylvania, Inc.
Depreciation Expense vs. Capital Additions
For the Years 2009 – 2011 and January – November 2012

	Year
	2009
	2010
	2011
	2012*

	Depreciation Expense 
	$22,933,000
	$24,267,000
	$27,084,000
	$29,533,000

	Capital Additions 
	$55,492,000
	$78,362,000
	$135,963,000
	$135,820,000


* - January through November 2012.
Source: Data Request No. 90 and 330


Findings and Conclusions

Our examination of the Financial Management function focused primarily on a review of accounting and financial management organizational structure and policies and procedures, capital and operating budget process, budget variance tracking and reporting, long and short term financing, the pension plan, capital structure and dividend policies.  Based on our review of Financial Management, the Company should initiate or devote additional efforts to improve the efficiency and effectiveness of its financial management operations by addressing the following:


1. NiSource does not have a formal dividend policy.

As previously stated, CPA performs a quarterly dividend analysis to determine if dividends should be paid to its parent, NiSource, or if earnings should be retained to balance total capitalization with total rate base and to achieve an appropriate debt-to-equity ratio.  Although CPA’s annual dividend payments to NiSource have been under 75 percent of net income since 2009 (ranging from approximately 5% to 74%), there are no NiSource or CPA policies related to the payment of dividends from the regulated utility (i.e., CPA) to its parent corporation (NiSource).  It should be noted again that CPA has been using a large portion of its internally generated funds to finance its increasing investment in capital additions; however the establishment of a formal dividend policy would set some sound business parameters from which to base dividend payouts in the future.


2. The Company does not have a formal O&M budget policy.  

CPA’s affiliate, Corporate Services, is responsible for the maintenance of capital and O&M budgets for the Company.  Although Corporate Services maintains a Capital Allocation and Authorization Policy, which describes the capital budgeting process for all NiSource NGDCs, a similar policy does not exist for the O&M budgeting process.  The Capital Allocation and Authorization Policy describes the capital budgeting process through the following sections: 

· Definition and Overview
· Budget Types
· Planning and Management Process
· Budget Development and Allocation Process
· Reviews and Approvals
· Completed Project Evaluations
· Budget Variance Explanations


At a minimum, Corporate Services should create a documented O&M budgeting process similar to the Capital Allocation and Authorization Policy.  Although CPA’s O&M variances have been reasonable since 2009, the Company’s O&M variance performance could change in the future.  Similar sized utilities maintain documented O&M budgeting policies and procedures, along with their capital budgeting process, to maintain consistency in the budgeting and performance monitoring process.  


3. Some of the schedules found in the Company’s PUC Annual Report are not complete and accurate.

Under 66 Pa. C.S. §504, the PUC may require any public utility to file periodic reports as the Commission may prescribe concerning any matters whatsoever about which the Commission is authorized to inquire, keep itself informed, or required to enforce.  The Commission may also require a public utility to file a copy of any reports it must file with a Federal regulatory body.  Accordingly, all NGDCs subject to the jurisdiction of the PUC are required to complete and file an Annual Report with the Commission.  The general instructions to the Annual Report indicate that all accounting terms and phrases used in this form report are to be interpreted in accordance with the effective applicable Uniform System of Accounts prescribed by the Federal Energy Regulatory Commission Title 18 under “Part 201-Uniform System of Accounts Prescribed for Natural Gas Companies Subject to the Provisions of the Natural Gas Act”.  Likewise, all instructions shall be followed and each question shall be answered fully and accurately.  Sufficient answers shall appear to show that no question or schedule has been overlooked.

The Annual Reports are used by Commission staff, including the Audit Staff, to acquire data and information for use in trending the performance of a utility and compare performance to other Pennsylvania utilities.  These various trends and comparisons are useful for determining how well a utility may be performing.  

The Audit Staff’s use of CPA’s Annual Reports revealed that not all of the schedules as submitted had been completed accurately.  In some instances, only certain pieces of information were included while others were left blank.  For example, Schedule 600 of the Annual Report is the Classification of Customers, Units Sold and Operating Revenues by Tariff Schedule.  This schedule is designed for the NGDC to provide the number of customers, volumes sold, and operating revenues by tariff schedule for the calendar year being reported.  Customers should be reported on the basis of number of meters, plus number of unmetered accounts, except that where separate meter readings are added for billing purposes, one customer shall be counted for each group of meters so added.  In Schedule 600 of the Annual Reports for the years 2007-2011, the Company reported the number of heating, other, and transportation customers for each customer class (i.e., residential, commercial and industrial) for beginning of year, end of year, and average during the year; however, under the sales during the year, CPA did not report volumes sold to other and transportation customers and the related operating revenues in the residential and commercial customer classes even though there are customers reported in these groups for each customer class.  As a result, it is difficult to accurately identify the actual volumes sold and/or delivered and the related operating revenues for each customer class in this schedule.  Although there are other schedules in the Annual Report, such as Schedule 505 Gas Account – Natural Gas, that identify total volumes delivered in the Company’s system, Schedule 505 does not provide information such as volumes delivered and related operating revenues by customer class.  Missing information can make it difficult for the Commission to effectively keep informed on the present performance of a utility under its jurisdiction.

To comply with the filing requirements under 66 Pa. C.S. §504 and provide useful and comparable data and information, all utilities, including CPA, should fully and accurately complete each schedule of their Annual Report.  


Recommendations

1.	Establish a formal dividend policy.

2.	Create a formal policy that documents the Company’s O&M budgeting process.

3.	Fully and accurately complete all schedules in the PUC Annual Report.


VII. CUSTOMER SERVICE


Background

Customer service activities for Columbia Gas of Pennsylvania, Inc. (CPA or Company) fall under the responsibility of two groups.  The Vice President of Customer Operations within the NiSource Corporate Services Company (Corporate Services) is responsible for the Customer Contact Center, Customer Programs and Meter to Cash.  CPA’s Director of Rates and Regulatory Affairs is responsible for Universal Services, Customer Programs and Regulatory Compliance, as well as for developing and directing rate and regulatory activity before the Pennsylvania Public Utility Commission (PUC or Commission) and managing the Company’s response to emerging industry issues, proposed regulations and PUC audits and investigations.  The overall customer service organization is shown in Exhibit VII-1.  

Corporate Services’ Director of the Customer Contact Center is responsible for the center’s ability to respond to inbound customer inquiries.  These inquiries can come in the form of a telephone call, e-mail or written correspondence.  Typically, customer inquiries fall into one of three categories: 

· Customer Service Calls – inbound telephone calls relating to customer billing issues, credit and collections issues or requests to start, stop or transfer utility service. 

· Emergency Calls – inbound telephone calls relating to an odor of gas, fire, explosion, carbon monoxide, high pressure or any other situation that requires an immediate response. 

· Web Self-Service Calls – inbound calls relating to customer technical issues experienced while using the web self-service application (discussed later in this chapter). 


All Customer Service Representatives (CSRs) at the Customer Contact Center are employees of Vertex, a third-party provider.  Vertex also leases the building from a third-party provider.  As of August 29, 2012, there were 226 CSRs staffed by Vertex with 68 of them trained to handle Pennsylvania calls.  Of these 68 CSRs, 43 are primarily skilled for Pennsylvania with calls going straight to them, while the other 25 are used as back up agents on an as needed basis.  The costs to CPA are allocated on a minute used basis.  Call center performance is monitored by the PUC’s Bureau of Consumer Services (PUC-BCS).  PUC‑BCS monitors telephone performance by the following three measures of telephone access:

· Busy-Out Rate – the number of calls to a call center that receive a busy signal divided by the total number of calls received at a call center.



Exhibit VII – 1
NiSource Corporate Services Company and Columbia Gas of Pennsylvania, Inc.
Customer Service Organization Chart
As of July 22, 2012
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Source: Data Request No. 152	
· Call Abandonment Rate – the number of calls to a utility’s call center that were abandoned divided by the total number of calls that the utility received at its call center or business office.

· Percentage of Calls Answered within 30 seconds – the percentage of calls answered within 30 seconds (“answered” means a utility representative is ready to render assistance to the caller).  An acknowledgement that the consumer is on the line does not constitute an answer.  

CPA’s call center performance for the years 2007 through 2011 using the three measures monitored by PUC-BCS is shown on Exhibit VII-2.  It is important that all three statistics be considered together as telephone access for the consumer may not be accurately portrayed by the individual statistics.  The Company has maintained an average Busy-Out Rate rounded to 0% for the period and improved its Call Abandonment Rate performance from 2008-2011.  CPA has shown a minor deterioration in its percentage of Calls Answered within 30 Seconds over the 2009 to 2011 period.  


Exhibit VII – 2
Columbia Gas of Pennsylvania, Inc.
Call Center Performance 
For the Years 2007 - 2011

	Year
	Busy-Out Rate
	Call Abandonment Rate
	% of Calls Answered within 30 Seconds

	2007
	0%
	3%
	74%

	2008
	0%
	5%
	69%

	2009
	0%
	2%
	82%

	2010
	0%
	2%
	80%

	2011
	0%
	2%
	77%


Source: 2007-2011 PUC-BCS Customer Service Performance Reports


During the past six years (i.e., 2007 – 2012) the following changes have been made to enhance performance at the Customer Contact Center:

· Contact Plus - This is an improved method of rating and scoring quality assurance that is competency based and uses customer friendly phrasing for the CSRs.  This was implemented in July 2009 and was revised/updated in July 2012.
 
· Customer Payment Vendor - A new customer payment vendor was introduced that granted the option for customers to make payments by credit card.  This was implemented in March 2011.  

· VSIST - A new front end application was developed which allows CSRs to follow a script format throughout certain call types. This type of technology also implements check points to ensure all data has been gathered and processed.  This was implemented in February 2011 and was revised/updated in August 2012.

· Smart Forms - These are customer required forms and letters developed for auto population with the required information. CSRs no longer have to craft letters on their own, or rely on other business teams to process these requests.  This was implemented in February 2007 and was revised/updated in March 2012. 

· Automated Meter Reading (AMR) - AMR technology enables the Company to obtain monthly meter readings for customer billings.  This enhancement has reduced the number of calls requiring estimated reads and possible high bill investigations.  It has also eliminated the need for customers to call in their meter readings during the estimated billing months.  CPA/NiSource/Columbia Energy Group is currently installing the Itron Mobile Automated Meter Reading (MAMR) system.  The MAMR device attaches to the gas meter and transmits consumption information from the meter to a radio equipped handheld computer or vehicle based mobile computer collection system.  CPA uses two contractors along with Company personnel to perform meter reading.  MAMR implementation began in January 2011 and was expected to be completed by the end of 2012.  The total projected cost of the MAMR project is approximately $20 million.  

· Uploading Customer Documentation - Customers are now able to upload required documentation to a secured website which allows the call center to quickly and easily obtain critical documentation needed to turn on service.  This was implemented in November 2010. 

· Customer Payment Locations - CSRs now have the ability to search for customer payment locations by zip code. This allows the CSR to direct the customer to the closest or most convenient location.  This was implemented in January 2012 and was revised/updated in March 2012.   

· Online Management Tool (Call Aid) - Ongoing improvements to the online management tool continue on a day to day basis in an effort to cascade the most recent information to the CSR.  This was initially implemented in 2002 and improvements are ongoing.

· Database Development - CSRs can submit requests to other departments to help address questions and concerns outside of the call center environment.  This was initially implemented in the summer/fall of 2006 and revised/updated in August 2012.

· Web Self Service - This new channel was opened up for customers to self-serve through the Company’s website which includes obtaining balance and payment information, scheduling disconnect orders, and reporting payment receipts among other things. This has allowed the call center to better manage call volume during peak seasons.  This was initially implemented in September 2005 and was revised/updated in June 2012.

· Mobile Application - Phase one of the mobile application was rolled out, which allows the customer to view their account summary, make a free online payment, receive information regarding emergencies and gas safety, and obtain information on payment locations.  This was implemented in December 2011 and was revised/updated in June 2012.

· Universal Services Call Group – The Company’s call center staffing includes a Universal Services Call Group, which is comprised of individuals who are specially trained to assist low income, payment-troubled customers.  Pursuant to a provision in the settlement of its 2008 base rate proceeding at Docket No. 2008-2011621, CPA added eight new hires to its Universal Services Call Group, in order to improve call performance rates for this group.  As of 2008, there are 24 trained Universal Service Representatives available to handle these types of calls.  In addition, in the event of an increase in call volume, there are another five CSRs who are fully trained to perform Universal Service functions.  This approach was initially implemented in 1998 and expanded in 2008.


Corporate Services’ Director of Customer Programs is responsible for the programs that facilitate, support, and/or manage various customer touch points, communication channels, and interface opportunities by:

· Providing platforms to enhance customer satisfaction through mobile, web self-service and Interactive Voice Response.

· Actively participating in steps needed to keep customer channels compliant and working as intended. 

· Increasing billing accuracy and resulting customer satisfaction by managing MAMR deployment. 

· Providing opportunities for efficient, consistent, professional, respectful, dependable, and desired customer experiences that avail themselves through easy to access and timely channels. 

· Providing a forum for functional areas within Corporate Services to help make the customer experience easier.


Corporate Services’ Director of Meter to Cash is responsible for the following activities for CPA, as well as NiSource’s other natural gas distribution companies (NGDCs): 

· Meter Reading – consists of both Company employees and contractors whose main responsibility is to read customer meters.

· Printing and Inserting – responsible for the printing and mailing of customer bills and notices. 

· Billing Team – responsible for handling billing exceptions, processing adjustments to customer bills, billing for unauthorized usage and other back office billing work. 

· Revenue Recovery Team – responsible for working with CPA Regulatory Compliance (discussed later in this chapter) to set credit and collection standards, monitor collection processes and collect on final delinquent account balances.  This team also works with the outside collection agencies and monitors the performance of those agencies. 

· Field Collections – responsible for the NiSource NGDCs and third party field collectors that perform collection work including turning gas off for nonpayment at locations. 


CPA’s portion of the customer service organization is shown on the right hand column in Exhibit VII-1.  The Manager of Universal Services is responsible for the development and implementation of the various components of the Universal Service menu of assistance programs for low-income customers to remain in compliance with PUC regulations.  Programs include Customer Assessment, Referral and Evaluation Services (CARES); Customer Assistance Program (CAP); Low Income Usage Reduction Program (LIURP); Low Income Home Energy Assistance Program (LIHEAP); and Fuel Funds by:

· Managing over 50 contracts to provide services through all programs with community based organizations, weatherization and Heating, Ventilation and Air Conditioning contractors, energy educators, and quality assurance monitors. 

· Approving, posting, reconciling and refunding LIHEAP and Fuel Fund grants to ensure accurate posting and compliance with state vendor agreement and PUC regulations.
 
· Providing information and resources to low income customers through extensive outreach including community networks, agencies, legislative and senior fairs, toll free hotlines, bill inserts, media outlets, and targeted phone call campaigns to promote assistance programs. 

· Managing various outreach channels and referral sources to provide the highest level of customer satisfaction for low income customers allowing easy access to programs, first time problem resolution and solutions to long term payment problems. 

· Maintaining cost effective programs to provide the highest level of benefits to low income customers at the least cost to non-CAP customers who financially support these programs. 

· Distributing written information and resources to all customers requesting additional information on reducing usage.

· Managing multiple contracts with auditors, energy efficiency experts and scheduling contractors to provide Building Performance Institute certified audits, free programmable thermostats and rebates to promote the wise use of energy to those just above the poverty level (i.e., 151% - 250% of poverty). 

· Promoting the energy efficient benefits of natural gas to new and existing customers through a variety of outreach channels including community meetings, fairs, senior events, media outlets and targeted outbound calling campaigns. 


CPA’s Manager of Customer Programs is responsible for:

· Developing and implementing energy efficiency programs to provide value added service to all residential customers.  

· Offering energy efficiency information and WarmWise: Audits and Rebates programs. 


CPA’s Manager of Regulatory Compliance is responsible for:
 
· Serving as a liaison between CPA and the PUC and other respective state agencies in resolving consumer service issues. 

· Developing new and revising existing CPA procedures, and implementing them, to ensure compliance with PUC regulations relating to customer service, including coordination of related training of employees. 

· Overseeing CPA’s response process to PUC informal and formal complaints.

· Investigating and responding to PUC citations of possible regulation violations. Coordinating investigations into non-compliance issues relative to matters involving billing, collections, meter reading, field/service operations, customer selection to use an alternative natural gas supplier, new business, company personnel issues and other customer related functions. 

· Tracking issues of non-compliance and taking appropriate measures with affected department supervisor or manager on corrective actions. 

· Responding on behalf of Company to various PUC related reports (monthly/annually) involving CPA’s customer service performance and collection activities. 

· Reviewing PUC’s customer service performance reports and recommending solutions to improve performance. 


CPA’s Customer Information System, known as the Distributive Information System (DIS), provides capabilities for customer billing, account management, service order activities, etc.  It also provides information to the Customer Contact Center, Collections Department and interfaces with the web self-service.  The annual costs to CPA regarding DIS expenses are comprised of DIS information technology support costs related to maintenance and upgrades to the system.  An allocation code is used to transfer costs to CPA with customers being the most used cost base.  

The number of customers participating in CPA’s Universal Services programs and the dollar amounts related to each program during the years 2009-2011, is shown on Exhibit VII-3.  Overall, customer participation in the programs declined by approximately 23% from 2009 to 2011,while the dollar amounts have decreased by 4% over the three year period.  


Exhibit VII – 3 
Columbia Gas of Pennsylvania, Inc.
Participation Levels in Universal Services Programs 
For the Years 2009 through 2011

	Universal Service Program
	Number of Customers

	
	2009
	2010
	2011

	CAP 
	31,231
	
	29,155
	
	27,651
	

	CARES 
	95
	
	51
	
	102
	

	LIHEAP 
	45,021
	
	27,535
	
	29,884
	

	LIURP 
	485
	
	483
	
	527
	

	Hardship Funds
	3,093
	
	2,781
	
	2,979
	

	Totals
	79,925
	
	60,005
	
	61,143
	



	Universal Service Program
	Participation Dollars

	
	2009
	2010
	2011

	CAP 
	$1,227,795
	
	$1,193,671
	
	$1,120,146
	

	CARES (including LIHEAP)
	$319,134
	
	$380,110
	
	$368,513
	

	LIURP 
	$3,148,334
	
	$3,235,040
	
	$3,057,749
	

	Hardship Funds
	$101,862
	
	$80,029
	
	$80,152
	

	Totals
	$4,797,125
	
	$4,888,850
	
	$4,626,560
	


Source: Data Request No. 189



Findings and Conclusions

Our examination of the Customer Service function included a review of the organizational structure, current policies and procedures, performance measures and levels, customer information systems, call center, Universal Services, credit and collections procedures and meter reading.  Based on our review, the Company should initiate or devote additional efforts to improving the efficiency and/or effectiveness of its customer service function by addressing the following issues:


1.	CPA has a significant number of meters not read in six months and twelve months and is not in compliance with PUC regulations.

Pursuant to PUC regulation at 52 Pa. Code § 56.12(4)(ii), a utility may estimate the bill of a residential ratepayer if utility personnel are unable to gain access to obtain an actual meter reading.  However, at least every six months, the utility must obtain an actual meter reading or ratepayer supplied reading to verify the accuracy of prior estimated bills.  The Reporting Requirements for Quality of Service Benchmarks and Standards at § 62.33(b)(3)(i) require major NGDCs to report the number and percentage of residential meters the utility has not read in accordance with § 56.12(4)(ii).  

CPA’s meter reading performance regarding the percentage of meters not read in six and twelve months was compared to a panel of other Pennsylvania natural gas distribution companies in the PUC-BCS Customer Service Performance Report for the years 2009-2011.  As shown in Exhibit VII-4, CPA’s percentage of meters not read within six and twelve months was higher in each of the years when compared to the PUC-BCS panel average.

According to the Company, the primary reason for the meters not being read within six or twelve months is the number of meters located inside structures which cannot be accessed (see Finding and Conclusion No. 2).  The Company has been relocating meters to the outside of structures in areas where both service line and main replacements are being completed.  Every three years inside and outside meters are physically inspected by an employee for leak detection and corrosion.  A customer read is attempted every month and if a customer read is not obtained for three consecutive months the following process is utilized:

· At three months a postcard is mailed to the customer requesting access on the next scheduled read date.
· At four months a letter is mailed to the customer requesting access to read the meter.
· At five months a third party telephone contact is completed.
· At six months a termination notice is issued for failure to provide access to the meter.



Exhibit VII – 4 
Columbia Gas of Pennsylvania, Inc.
Percentage of Meters Not Read in Six and Twelve Months
For the Years 2009 through 2011


	Meters Not Read in Six Months

	Company
	2009
	2010
	2011

	
	Number
	Percent
	Number
	Percent
	Number
	Percent

	Equitable
	82
	
	0.04%
	11
	
	0.00%
	4
	
	0.00%

	NFG
	389
	
	0.20%
	314
	
	0.16%
	506
	
	0.26%

	PECO
	139
	
	0.03%
	4
	
	0.00%
	2
	
	0.00%

	PGW
	257
	
	0.06%
	291
	
	0.06%
	182
	
	0.04%

	Peoples
	703
	
	0.22%
	518
	
	0.14%
	388
	
	0.11%

	UGI - Gas
	33
	
	0.01%
	19
	
	0.01%
	27
	
	0.01%

	UGI Penn Natural
	30
	
	0.02%
	17
	
	0.01%
	18
	
	0.01%

	Panel Average
	233
	
	0.08%
	168
	
	0.05%
	161
	
	0.06%

	CPA
	607
	
	0.16%
	665
	
	0.17%
	551
	
	0.14%

	Meters Not Read in Twelve Months

	Company
	2009
	2010
	2011

	
	Number
	Percent
	Number
	Percent
	Number
	Percent

	Equitable
	28
	
	0.01%
	0
	
	0.00%
	1
	
	0.00%

	NFG
	73
	
	0.04%
	31
	
	0.02%
	22
	
	0.01%

	PECO
	36
	
	0.01%
	0
	
	0.00%
	0
	
	0.00%

	PGW
	71
	
	0.00%
	97
	
	0.02%
	60
	
	0.01%

	Peoples
	96
	
	0.03%
	106
	
	0.01%
	35
	
	0.02%

	UGI - Gas
	3
	
	0.00%
	1
	
	0.00%
	3
	
	0.00%

	UGI Penn Natural
	7
	
	0.00%
	10
	
	0.01%
	3
	
	0.00%

	Panel Average
	45
	
	0.01%
	35
	
	0.01%
	18
	
	0.01%

	CPA
	210
	
	0.05%
	220
	
	0.05%
	204
	
	0.05%


Source: 2009-2011 PUC-BCS Customer Service Performance Reports


If a customer provided reading was received for the account the following process is utilized:

· At four months a letter is mailed to the customer requesting access to read the meter.
· At nine months a third party telephone contact is completed and a postcard is mailed to the customer requesting access on the next scheduled read date.
· At ten months a letter is mailed to the customer requesting access to read the meter.
· At 11 months a third party telephone contact is completed.
· At 12 months a termination notice is issued for failure to provide access to the meter.
	When the Company does not read a meter within the six month or twelve month period, it is possible that CPA may not be aware of problems such as a fast or slow meter, or a possible theft of service.  The Company believes completing the deployment of MAMR, as noted in the background of this chapter, should resolve this issue.  The MAMR project started in January 2011 and as of November 2012 was scheduled for completion by the end of 2012.  


2.	CPA has a high number of meter sets located inside structures.

	Natural gas meter set (i.e., gas meter and associated gas regulator) locations need to be selected with consideration for the safety of the building being supplied with gas and for the meter piping itself.  Normally an outdoor location of meter sets is preferred to facilitate the safe relief of excess gas pressure if an emergency situation occurs.  Pressure is designed to be relieved at the meter set’s regulator to protect the downstream piping from becoming over-pressurized.  Meter sets that are located inside structures have become an increasing safety concern as the average age of equipment increases along with the number of occurrences of gas leaks that have occurred inside structures.  Therefore, on July 28, 2011, the Commission initiated a rulemaking process to amend existing regulations at 52 Pa. Code §59.18 related to meter set location via a Proposed Rulemaking Order, at Docket No. L-2009-2107155.  The Proposed Rulemaking Order is intended to align the state meter set location regulations with provisions of the Code of Federal Regulations, which were previously adopted by the Commission, in order to enable gas utilities to more efficiently address meter set location programs and to ensure safe and reliable service.  The Proposed Rulemaking Order includes a requirement that meter sets be installed outside and above ground in most circumstances, and that the location must accommodate meter reading, inspections, repairs, testing, changing and operation of the gas shut-off valve.  When the Commission or a utility determines that a meter set must be moved for safety reasons, all costs associated with the relocation of such meter set are to be borne by the utility.  When a utility moves a meter set, the related cost of extending customer owned facilities to the new meter set location shall also be borne by the utility. 

As of November, 2012 CPA had 86,701 meter sets located inside structures, which is an average annual reduction of approximately 2,900 meter sets located inside structures since 2007 when the Company commenced its accelerated main replacement program.  In concert with the main replacement, CPA is replacing customer service lines along the replaced main and relocating any inside meter sets to the outside.  The Commission’s 2011 Order initiating the Proposed Rulemaking indicated that the percentage of inside meters industry-wide had remained consistent for the past five years, indicating that Columbia’s efforts exceed the industry as a whole.  The Proposed Rulemaking calls for all inside regulators associated with the meter set to be moved outside of structures by year end 2020; however, it is possible that this date will be extended beyond 2020 since as of November 2012 the Proposed Rulemaking had yet to be approved.  Conservatively, assuming that the Proposed Rulemaking as eventually adopted requires inside regulators associated with meter sets to be moved outside by year end 2025, CPA will have to move approximately 7,225 inside meter sets outside of structures annually to comply.  Therefore it appears that CPA’s present pace of moving approximately 2,900 meter sets, or regulators only, outside each year would have to be accelerated by about 2½ times to meet a 2025 completion date


3.	CPA has a higher percentage of gross write-offs than a panel average of other Pennsylvania Natural Gas Distribution Companies.

During the years 2009 and 2011, based on the PUC-BCS’ statistics as shown in Exhibit VII-5, CPA wrote off (i.e., expensed) a higher percentage of its revenues as uncollectible than a panel average of Pennsylvania NGDCs.  More specifically, CPA’s uncollectible customer accounts receivable write off performance was worse than the panel average in 2009, better in 2010 when it was above the panel average, and then was much worse than the panel average in 2011.  


Exhibit VII – 5
Columbia Gas of Pennsylvania, Inc.
Gross Write-Off as a Percentage of Gross Revenues
For the Years 2009 through 2011


	Company
	2009
	2010
	2011

	Peoples
	4.06%
	3.59%
	1.82%

	Equitable
	2.97%
	2.19%
	2.13%

	NFG
	2.33%
	3.39%
	2.00%

	PECO - Gas
	0.85%
	1.17%
	0.97%

	UGI - Gas
	3.08%
	2.43%
	2.27%

	UGI Penn Natural
	3.83%
	2.75%
	2.10%

	Panel Average 
	2.85%
	2.59%
	1.88%

	CPA
	3.11%
	2.27%
	2.82%


Source: 2009-2011 PUC-BCS Reports on Universal Service Programs & Collections 
 Performance and Auditor Analysis


The lower delinquent accounts collection success discussed in Finding and Conclusion No. 4 could be contributing to CPA’s relatively higher write-off ratios.  Timely receipt of payment for service will enhance CPA’s cash flow, reduce its write-offs and lower the Company’s level of borrowing from the NiSource Money Pool.  Exhibit VII-6 contains a calculation of the potential savings that CPA could realize by reducing its write-off percentage and level of borrowing.  Based on CPA’s average revenues and write-offs for the period 2009-2011, the Company’s average write-off percentage was 2.73% compared to an average write-off of 2.44% for the panel of other Pennsylvania NGDC’s shown in Exhibit VII-5.  Over this period, CPA could have saved approximately $15,000 annually in interest expense by reducing its write-off percentage to the panel average.  This estimate is based on the interest rate for the Money Pool being 1.40% as of April 30, 2012, which is representative of the rates during 2012.  



Exhibit VII – 6
Columbia Gas of Pennsylvania, Inc.
Potential Savings from Reducing Uncollectible Write-Offs 
For the Years 2009 – 2011

	Year
	Revenues
	Write-Offs
	CPA 
Write-Off Ratio
	Panel Average Write-Off Ratio

	2009
	$387,454,010
	
	$12,039,187
	
	3.11%
	2.85%

	2010
	$359,493,889
	
	$8,162,827
	
	2.27%
	2.59%

	2011
	$346,316,467
	
	$9,761,318
	
	2.82%
	1.88%

	3-Yr Average
	$364,421,455
	
	$9,987,777
	
	2.73%
	2.44%

	Average Annual Write-Off Level if Write-off Ratio for Period = 2.44%
($364,421,455 x 2.44% =)
	$8,891,884
	
	

	Average Annual Increase in Cash Flow for Period if Write-Off Ratio = 2.44%
	$1,095,893
	
	

	Potential Annual Savings from Reduced Borrowing
	$15,343


Source:  2009-2011 PUC-BCS Reports on Universal Service Programs & Collections Performance, Data Request Nos. 100 and 287 and Auditor Analysis


4.	NiSource’s outside primary collection agencies have not been achieving the performance goals for collection efforts that have been established.

	NiSource contracts outside collection agencies in an attempt to recover outstanding payments it has been unable to recover on its own.  Primary agencies make the first attempt to recover delinquent accounts placed with them, while secondary agencies are used to attempt to recover delinquent accounts not accomplished by a primary agency after nine months.  NiSource uses three primary agencies and two secondary agencies for their delinquent customer accounts collections.  The collection performance for 2007 through 2011 and January through November 2012 for the five agencies is shown in Exhibit VII-7 (i.e., primary collections) and Exhibit VII-8 (i.e., secondary collections).  The combined totals of all the primary and secondary agencies and the net collection rates for the agencies are displayed below the individual agency performances.  NiSource’s 2012 threshold level for net collections for primary agencies was 7.75% and the goal was 8%.  The threshold is the minimum performance that NiSource expects from a collection agency and the goal is a higher target level.  Although thresholds and goals were not established for secondary agencies in 2012, the first monthly scorecard meeting for primary and secondary agencies included performance for the July, August and September period.  

	New goals and thresholds for primary and secondary agencies were to be established in December 2012 for use starting in January 2013.  The new goals for primary agencies may be different than the secondary agencies based upon the scorecards for each group.  The goal and threshold levels are to be based on previous performance of the collection agencies.  If a goal or threshold is not reached, accounts can be taken from an agency and given to another agency or a new agency.  NiSource has previously changed agencies due to poor performance.  For example, in 2008, the primary agencies were changed due to poor performance, and in 2010, NiSource began using secondary agencies.  The Audit Staff noted that for other than one primary agency in 2010 through 2011 and January through November 2012, none of the 
Exhibit VII – 7
Columbia Gas of Pennsylvania, Inc.
Performance of Primary Collections
For the Years 2007 – 2011 and January through November 2012 

	Year
	Agency
	Placed
	Gross Collections
	% Gross Collection
	Net Collections
	% Net Collection

	2007
	Primary Agency #1
	$4,554,789 
	
	$467,950 
	
	10.27%
	
	$407,584 
	
	8.95%
	

	2008
	Primary Agency #1
	$7,823,834 
	
	$758,054 
	
	9.69%
	
	$660,265 
	
	8.44%
	

	2009
	Primary Agency #1
	$6,905,570 
	
	$715,371 
	
	10.36%
	
	$598,944 
	
	8.67%
	

	2010
	Primary Agency #1
	$3,181,799 
	
	$300,512 
	
	9.44%
	
	$248,223 
	
	7.80%
	

	2011
	Primary Agency #1
	$3,164,852 
	
	$273,386 
	
	8.64%
	
	$225,817 
	
	7.14%
	

	2012*
	Primary Agency #1
	$2,392,261 
	
	$171,128 
	
	7.15%
	
	$141,352 
	
	5.91%
	

	Year
	Agency
	Placed
	Gross Collections
	% Gross Collection
	Net Collections
	% Net Collection

	2007
	Primary Agency #2
	$3,536,565 
	
	$233,481 
	
	6.60%
	
	$199,626 
	
	5.64%
	

	2008
	Primary Agency #2
	$3,855,294 
	
	$218,091 
	
	5.66%
	
	$186,468 
	
	4.84%
	

	2009
	Primary Agency #2
	$3,998,840 
	
	$233,481 
	
	5.84%
	
	$199,626 
	
	4.99%
	

	2010
	Primary Agency #2
	$2,497,049 
	
	$119,022 
	
	4.77%
	
	$103,549 
	
	4.15%
	

	2011
	Primary Agency #2
	$2,523,716 
	
	$114,131 
	
	4.52%
	
	$99,865 
	
	3.96%
	

	2012*
	Primary Agency #2
	$1,802,750
	
	$88,688 
	
	4.92%
	
	$77,602 
	
	4.30%
	

	Year
	Agency
	Placed
	Gross Collections
	% Gross Collection
	Net Collections
	% Net Collection

	2007
	Primary Agency #3
	$696,117 
	
	$72,129 
	
	10.36%
	
	$62,752 
	
	9.01%
	

	2008
	Primary Agency #3
	$909,988 
	
	$83,011 
	
	9.12%
	
	$72,220 
	
	7.94%
	

	2009
	Primary Agency #3
	$1,669,393 
	
	$145,300 
	
	8.70%
	
	$126,411 
	
	7.57%
	

	2010
	Primary Agency #3
	$2,511,717 
	
	$176,749 
	
	7.04%
	
	$153,772 
	
	6.12%
	

	2011
	Primary Agency #3
	$3,104,823 
	
	$253,847 
	
	8.18%
	
	$220,847 
	
	7.11%
	

	2012*
	Primary Agency #3
	$2,283,622 
	
	$146,206 
	
	6.40%
	
	$127,199 
	
	5.57%
	

	Year
	Agency
	Placed
	Gross Collections
	% Gross Collection
	Net Collections
	% Net Collection

	2007
	Total Primary Agencies
	$8,787,471 
	
	$773,560 
	
	8.80%
	
	$669,962 
	
	7.62%
	

	2008
	Total Primary Agencies
	$12,589,116 
	
	$1,059,156 
	
	8.41%
	
	$918,953 
	
	7.30%
	

	2009
	Total Primary Agencies
	$12,573,803 
	
	$1,094,152 
	
	8.70%
	
	$924,981 
	
	7.36%
	

	2010
	Total Primary Agencies
	$8,190,565 
	
	$596,283 
	
	7.28%
	
	$505,544 
	
	6.17%
	

	2011
	Total Primary Agencies
	$8,793,391 
	
	$641,364 
	
	7.29%
	
	$546,529 
	
	6.22%
	

	2012*
	Total Primary Agencies
	$6,478,633
	
	$406,022 
	
	6.27%
	
	$346,153 
	
	5.34%
	

	6-Year Total for 
Primary Agencies
	$57,412,979 
	
	$4,570,537
	
	7.96%
	
	$3,912,122 
	
	6.81%
	


* - Data is for the period January through November 2012.
Source: Data Requests No. 42 & 193
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Exhibit VII – 8
Columbia Gas of Pennsylvania, Inc.
Performance of Secondary Collections
For the Years 2007 – 2011 and January through November 2012

	Year
	Agency
	Placed
	Gross Collections
	% Gross Collection
	Net Collections
	% Net Collection

	2007
	Secondary Agency #1
	$11,540,489 
	
	$126,222 
	
	1.09%
	
	$86,778 
	
	0.75%
	

	2008
	Secondary Agency #1
	$6,005,354 
	
	$159,605 
	
	2.66%
	
	$118,108 
	
	1.97%
	

	2009
	Secondary Agency #1
	$34,179,030 
	
	$243,580 
	
	0.71%
	
	$180,249 
	
	0.53%
	

	2010
	Secondary Agency #1
	$10,762,313 
	
	$271,090 
	
	2.52%
	
	$200,607 
	
	1.86%
	

	2011
	Secondary Agency #1
	$4,170,765 
	
	$290,940 
	
	6.98%
	
	$215,296 
	
	5.16%
	

	2012*
	Secondary Agency #1
	$4,030,786 
	
	$188,501 
	
	4.68%
	
	$139,491 
	
	3.46%
	

	

	Year
	Agency
	Placed
	Gross Collections
	% Gross Collection
	Net Collections
	% Net Collection

	2007
	Secondary Agency #2
	NA
	NA
	NA
	NA
	NA

	2008
	Secondary Agency #2
	NA
	NA
	NA
	NA
	NA

	2009
	Secondary Agency #2
	NA
	NA
	NA
	NA
	NA

	2010
	Secondary Agency #2
	$5,693,925 
	
	$32,420 
	
	0.57%
	
	$23,991 
	
	0.42%
	

	2011
	Secondary Agency #2
	$2,157,734 
	
	$20,669 
	
	0.96%
	
	$15,295 
	
	0.71%
	

	2012*
	Secondary Agency #2
	$2,283,881 
	
	$33,786 
	
	1.48%
	
	$25,002 
	
	1.09%
	

	

	Year
	Agency
	Placed
	Gross Collections
	% Gross Collection
	Net Collections
	% Net Collection

	2007
	Total Secondary Agencies
	$11,540,489 
	
	$126,222 
	
	1.09%
	
	$86,778 
	
	0.75%
	

	2008
	Total Secondary Agencies
	$6,005,354 
	
	$159,605 
	
	2.66%
	
	$118,108 
	
	1.97%
	

	2009
	Total Secondary Agencies
	$34,179,030 
	
	$243,580 
	
	0.71%
	
	$180,249 
	
	0.53%
	

	2010
	Total Secondary Agencies
	$16,456,238 
	
	$303,510 
	
	1.84%
	
	$224,598 
	
	1.36%
	

	2011
	Total Secondary Agencies
	$6,328,499 
	
	$311,609 
	
	4.92%
	
	$230,591 
	
	3.64%
	

	2012*
	Total Secondary Agencies
	$6,314,667 
	
	$222,287 
	
	3.52%
	
	$164,493 
	
	2.60%
	

	6-Year Total for 
Secondary Agencies
	$80,824,277
	
	$1,366,813
	
	1.69%
	
	$1,004,817 
	
	1.24%
	


NA – Secondary Agency #2 was not utilized in 2007-2009.
* - Data is for the period January through November 2012.
Source: Data Requests No. 42 & 193


agencies met the minimum expected threshold performance level for net collections of 7.75%.

	The Company should ensure that they are receiving the desired collection performance from each of the collection agencies they retain for services, and if needed, replace any poor performing agencies.  Improving the collection performance will also help CPA improve its write-off ratio discussed in Finding and Conclusion No. 3.  
The Company has been tracking goals and thresholds since 2010.  Exhibit VII-9 shows what primary collections would have been had the threshold and/or goal been achieved versus actual net collections for the years 2010 through 2011 and January through November 2012.  On average, CPA would have increased its net collections by approximately $140,000 to $160,000 had it achieved its net collection threshold or goal.  Over this period, CPA could have saved approximately $2,000 annually in interest expense by achieving its net collection threshold or goal.  Again, this estimate is based on the interest rate for the Money Pool being 1.40% as of April 30, 2012, which is representative of the rates during 2012.  This quantified savings would actually be part of the reduced interest expense discussed previously in Finding and Conclusion No. 3.

Exhibit VII – 9
Columbia Gas of Pennsylvania, Inc.
Primary Collections Threshold and Goal versus Actual Performance
2007 – 2011 and January through November 2012

	Year
	Agency
	Placed
	Net Collections for 7.75% Threshold
	Net Collections for 8.00% Goal
	Actual Net Collections
	Difference Between Actual and Threshold
	Difference Between Actual and Goal

	2010
	Primary Agencies
	$8,190,565
	$634,769
	$655,245
	$505,544
	$129,225
	$149,701

	2011
	Primary Agencies
	$8,793,391
	$681,488
	$703,471
	$546,529
	$134,959
	$156,942

	2012*
	Primary Agencies
	$6,478,633
	$502,094
	$518,291
	$346,153
	$155,941
	$172,138

	3-Year Average
	$140,042
	$159,594

	Potential Annual Savings from Reduced Borrowing
	$1,961
	$2,234


* - Data is for the period January through November 2012.
Source: Data Requests No. 42, 100, 193 and Auditor Analysis 


Recommendations

1. Complete implementation of MAMR and enact additional measures as necessary to minimize the number of meters not read within six months and twelve months and that, at a minimum, customer supplied reads are acquired every six months.

2. Accelerate efforts to relocate inside meters sets or, at a minimum, the associated regulators outside the structure.

3. Strive to minimize write-offs of delinquent accounts receivable by exploring potential solutions to enhance the collection efforts.

4. Ensure that delinquent account collection agencies are achieving their performance goals, and as necessary, replace poor performing agencies with new collection agencies.



VIII. GAS OPERATIONS


Background

	As discussed in Chapter II – Background, many of Columbia Gas of Pennsylvania, Inc. (CPA or Company) employees that work in the various gas operations related functions ultimately report to managers within the NiSource Corporate Service Company (Corporate Services).  CPA’s gas operations functions applicable to this audit include field operations, engineering, construction, metering and regulation, corrosion and leaks, and materials procurement; many of which interact with or report to Corporate Services.  In addition to Corporate Services, there are also other natural gas distribution companies (NGDC) owned by NiSource Inc. (NiSource), including affiliates in Maryland and Virginia owned by the Columbia Energy Group, which interact with CPA’s Operations Department resulting in affiliate employees which either report to CPA positions and/or CPA positions reporting to affiliate management.  Due to the complexity and considerable size of the NiSource family of affiliates’ gas operations organization structure, the organization charts included in this chapter to illustrate the gas operations management structure have been split into multiple exhibits.  In some instances, where multiple sections have similar organizational structure a sample organization chart is provided.

	CPA’s operational territory is divided into five operating territories and not all of these territories are continuous areas.  For instance, the PA East operating territory is comprised of two non-continuous sections.  There is also one section, i.e. Greencastle, in Pennsylvania that is operationally managed by one of Columbia Gas of Maryland, Inc.’s (CMD) operating territories.  The Greencastle office is staffed by CPA employees but these employees report to CMD management.  Each operating territory operates through the use of satellite offices.  The operating territories and their various satellite offices are as follows:

· PA North – Main office in Rochester; satellite offices in Bradford, Warren, New Bethlehem, Emlenton, New Castle, and Neville Island.
· PA Central – Main office in Bridgeville; satellite office in Washington.
· PA South – Main office in Uniontown; satellite offices in Charleroi, Jeanette, and Somerset.
· PA East – Main office in York; satellite offices in State College and Hanover.
· CMD Hagerstown operating territory – contains PA satellite office of Greencastle.


The overall organization structure for all functional areas related to CPA’s gas operations, except for materials procurement, which is separately addressed later in the background, is shown in Exhibit VIII-1.  The Corporate Services’ Vice President of Engineering and Construction and CPA/CMD Vice President of Field Operations and General Manager report to Corporate Services’ Chief Operating Officer of Natural Gas Distribution Operations.  Reporting to the Corporate Services’ Vice President of Engineering and Construction are the Project Manager of Engineering and Construction, Director of Capital Program Management, Director of Engineering and Director of Construction.  The organization reporting to the CPA/CMD Vice President of Field Operations and General Manager is discussed later in this chapter.


Exhibit VIII – 1
NiSource Corporate Services Company and Columbia Gas of Pennsylvania, Inc.
Organizational Structure for Operations, Engineering, Construction, 
Metering and Regulation, and Corrosion Functions
As of October 2012

[image: ][image: ][image: ][image: ]

Source: Data Requests 152 and 290

Primary engineering responsibilities for CPA are performed under the direction of the CPA Manager of Field Engineering who reports to Corporate Services’ Director of Engineering and Construction.  All engineering support responsibilities (e.g., surveying, mapping, etc.) are performed by Corporate Services.  As shown in Exhibit VIII-2, the Director of Engineering has six direct reports, including CPA’s Manager of Field Engineering who also has four Leaders of Field Engineering as direct reports.  One of the Leaders of Field Engineering is a Columbia of Virginia, Inc. (CVA) employee.  Exhibit VIII-3 displays an example of the organization structure of an engineering field office (e.g., the Neville Island office).

Exhibit VIII – 2
NiSource Corporate Services Company and Columbia Gas of Pennsylvania, Inc.
Organizational Structure for Engineering Department
As of November 2012

[image: ][image: ][image: ][image: ]
Source: Data Requests 152 and 290

Exhibit VIII – 3
Columbia Gas of Pennsylvania, Inc.
Organizational Structure for Leader Field Engineering 
Neville Island Field Office
As of November 2012



Source: Data Requests 152 and 290


As shown in Exhibit VIII-4, the Construction Department is structured similar to the Engineering Department with the Director of Construction from Corporate Services having seven direct reports, including CPA’s Manager of Construction Services who has ten direct reports, six of which are Front Line Construction Services Leaders.  Reporting to the Front Line Construction Services Leaders are multiple construction coordinators which are displayed in Exhibit VIII-5, which is a sample for the Front Line Construction Service Leader.

Reporting to the Vice President and General Manager of CPA and CMD Field Operations are the Manager of System Operations and five Managers of Operations Centers (including one for CMD).  Each Manager of an Operations Center has various Field Operations Leaders reporting to them.  Exhibit VIII-6 shows that CPA’s Manager of System Operations is responsible for managing the Company’s metering, regulating, and corrosion and leak control activities.  Exhibit VIII-7 displays an example of an organization structure reporting to the Leader of Front Line System Operations for the Neville Island Field Office.

Each Manager of an Operations Center has various Field Operations Leaders reporting to them and each of the Field Operations Leaders has various positions reporting to them among other positions such as Damage Prevention Coordinator and Support Service Specialists (i.e., customer service related responsibilities such as turn ons, house calls, etc.).  A sample organizational structure reporting to the Manager of an Operations Center is displayed in Exhibit VIII-8.  A sample organizational structure reporting to a Field Operations Leader is displayed in Exhibit VIII-9 which has Construction Equipment Operators (i.e., operating and maintaining equipment), Laborers (i.e., main and service work, service orders), Street Service workers (i.e., repair / replace work, testing and inspection), and a Plant / Service Specialist (i.e., repair / replace, customer meter work) reporting to them.


Exhibit VIII – 4
NiSource Corporate Services Company and Columbia Gas of Pennsylvania, Inc.
Organizational Structure for Construction Department
As of November 2012

[image: ][image: ][image: ]
Source: Data Requests 152 and 290


Exhibit VIII – 5
Columbia Gas of Pennsylvania, Inc.
Sample Organizational Structure for Leader Front Line Construction Services
As of November 2012



Source: Data Requests 152 and 290


Exhibit VIII – 6
Columbia Gas of Pennsylvania, Inc.
Organizational Structure for Metering, Regulation and Corrosion
As of November 2012



Source: Data Requests 152 and 290


Exhibit VIII – 7
Columbia Gas of Pennsylvania, Inc.
Organizational Structure for Leader Front Line Systems Operations 
Corrosion and Leaks
As of November 2012



Source: Data Requests 152 and 290

Exhibit VIII – 8
Columbia Gas of Pennsylvania, Inc.
Organizational Structure for Bridgeville Operations Center
As of November 2012


Source: Data Requests 152 and 290


Exhibit VIII – 9
Columbia Gas of Pennsylvania, Inc.
Sample Organizational Structure for Leader Field Operations Bridgeville
As of November 2012



Source: Data Requests 152 and 290


The purchasing and materials management responsibilities for all of NiSource’s NGDCs are performed under the direction of the Corporate Services’ Manager of Procurement Operations.  CPA, and its NGDC affiliates, use a third party integrated material supplier for all capital, operations and maintenance (O&M), and emergency materials.  CPA has utilized a material supplier contractor since the late 90’s, and has been using its current supplier since 2003.  For capital supplies, Corporate Services’ supplier provides a “Just In Time” approach to material warehousing.  All needed supplies for capital projects are delivered by the contractor to a local CPA field office or job site, depending on the nature of the job, just before the job is to begin.  

Starting in 2011, Corporate Services uses a Material Depot Process for O&M materials.  Consumable O&M materials (i.e., fittings, etc.) are stored in bins at each field office.  The bins are owned and stocked by the contract supplier.  When a CPA employee uses these materials, they will enter the usage data into their mobile terminals and only at that point is the part charged to CPA.  The contact supplier monitors the stock for each bin and adds materials as needed.  

All job related software systems at the Company are tied into the material acquisition process.  For example, when a capital project is initiated in the Work Management Information System (WMS), through interaction with the purchasing software, an order is automatically placed for the materials with the contract supplier.  An invoice for the material from the supplier is sent electronically to Accounts Payable.  Any unused material is returned for a credit.  As needed, local supplier warehouses are regionally located in Coraopolis and State College, PA, Columbus, OH, and Richmond, VA.
In recent years, the Public Utility Commission’s (PUC or Commission) Gas Safety Division and Audit Staff have made significant efforts to persuade the utilities to reduce the number of facility damage hits which occur at Pennsylvania NGDCs through public education, new excavation techniques, accurate mapping, proper locating procedures, use of Pennsylvania One Call, and accurate records tracking.  CPA’s trending in facility damages since 2000 is displayed in Exhibit VIII-10.  The facility damage hits by third parties at CPA has been generally decreasing since 2000.  The company at fault hits consist of hits that, although a third party may have hit the line, were ultimately caused by the Company through a lack of line marking, an inaccurate marking, or inaccurate record keeping and mapping.  In general, the Company has reduced the percentage of Company at fault hits since 2005.

Exhibit VIII – 10
Columbia Gas of Pennsylvania, Inc.
Facility Damages
For the Years 2000 – 2011 and January - November 2012


Source: Data requests 57 and 302


Similarly, in recent years, the Commission’s Gas Safety Division and Audit Staff have made significant efforts to persuade utilities to reduce their emergency response times through improved call out procedures, enhanced dispatching technology, staffing additions, additional staggered work shifts, and/or first responders taking response vehicles home between work shifts, etc.  Dispatch time is defined as the time elapsed from when the customer call is received to when the call is assigned to a responder.  Arrival time is defined as the time from when the customer call is received to when the responder arrives at the emergency.  The Gas Safety Division requires that NGDCs provide written explanations of any dispatches that take more than 15 minutes or any arrival times that occur later than 60 minutes of the initial contact.  CPA’s overall annual percentage of emergency arrival times that occurred within 60 minutes since 2000 are displayed in Exhibit VIII-11.

Exhibit VIII – 11
Columbia Gas of Pennsylvania, Inc.
Annual Percentage of Emergency Arrival Times Less Than 60 Minutes
For the Years 2000 – 2011 and January – November 2012


* - Results shown are for January thru November 2012.
Source: Data Request 169

There are two mapping/facility identification technologies that CPA is planning on partnering to develop with the Gas Technology Institute (GTI) and create a “proof of concept” pilot.  First is the Global Positioning System (GPS) facility location identification.  This technology will provide a two to four inch horizontal accuracy at a point on the earth to identify the locations of the new and replacement underground facilities.  This technology, coupled with a small laptop computer or other smart device would provide the ability to capture highly accurate facility location data in the field and then download the information directly into the CPA Geographical Information System (GIS).  The second system is the bar code scanning of new, replacement, and repair facilities installed in the gas system.  The combining of bar coding with the GPS process will enable every item installed to be scanned in to a computer data base and readily capture its precise location.  Note that technology to combine these processes to work together is still under development and not yet commercially available.  CPA’s estimated timeline, assuming these technologies are available and contingent on CPA being able to enter a partnering agreement with GTI, is as follows:

· Fourth quarter 2012 – two GPS units operating in Pennsylvania to develop “proof of concept” and assure alignment of GIS and GPS systems.
· Second quarter of 2013 – one or two bar code scanning units operating in Pennsylvania to develop “proof of concept” and assure alignment of GIS, GPS, and WMS systems.
· Third quarter 2013 – Broad deployment of GPS units across Pennsylvania to capture the GPS coordinates on new and replacement construction.
· First quarter 2014 – Begin field deployment of bar code scanners linked to the GPS system for data capture.

CPA reports percentage of unaccounted for gas (UFG) based upon the following calculation: 



It should also be noted that the Company calculates their UFG performance for internal purposes on a 12 month period ending June 30 of each reporting year.  Based on this 12 month calculation ending June 30, the Company’s percentage of UFG for 2007 to 2011 are 1.3%, 1.3%, 1.9%, 2.0%, and 1.8%, respectively.  These values are different from the values reported in the PUC Annual Report (which are based on a 12 month period ending December 31) as well as the comparative analysis in Appendix A of this report.   

Because NGDCs routinely have calculated UFG values which are significantly different from UFG values as reported in the PUC Annual Report and because there is no standard methodology for calculating the actual UFG values as experienced by the NGDCs, the Commission adopted standard reporting requirements for unaccounted for gas calculations on April 4, 2013, at Docket No. L-2012-2294746, for all NGDCs regarding gas received, delivered, and appropriate adjustments to use.  The standard reporting requirements also distinguish and separate the UFG values for distribution, transmission, storage, and production and gathering losses.  In the future, the Audit Staff will investigate UFG at NGDCs based upon the new standards as developed by the Commission.


Findings and Conclusions

Our examination of the Gas System Operations function included a review of assigned responsibilities, policies and procedures, O&M budget and expense trends, system operations, preventative maintenance, capital planning, workforce management, emergency response, gas control, safety, etc.  Based on our review, the Company should initiate or devote additional efforts to improving the efficiency and/or effectiveness of its Gas Systems Operations by addressing the following:


1. CPA has a higher than average percentage of unprotected bare steel in its distribution system.

Bare steel pipes are highly vulnerable to corrosion which can lead to leaks, high levels of unaccounted for gas, and potential explosions.  Exhibit VIII-12 details the amount of bare steel in CPA’s system and how this compares to a panel of similar Pennsylvania NGDCs regarding the amount of bare steel main within their systems.  Note that as of the end of field work in November 2012, the 2011 Department of Transportation (DOT) reports providing the bare steel main statistics for the various NGDCs were the most recent available, therefore, 2011 data was the most recent data to use for comparison.  


Exhibit VIII – 12
Columbia Gas of Pennsylvania, Inc.
Percentage of Unprotected Bare Steel Main in 
Natural Gas Distribution Company Distribution Systems
For the Years 2007 – 2011

	 
	 
	 
	 
	 
	 
	Compound

	Company
	2007
	2008
	2009
	2010
	2011
	Growth

	Equitable
	24.3%
	23.7%
	23.0%
	22.4%
	21.0%
	-3.6%

	National Fuel
	20.6%
	19.9%
	19.3%
	18.5%
	17.9%
	-3.4%

	Peoples
	28.3%
	27.8%
	27.4%
	26.9%
	26.5%
	-1.6%

	Peoples TWP
	39.5%
	38.4%
	37.3%
	36.5%
	35.4%
	-2.7%

	UGI Central
	17.8%
	17.5%
	16.9%
	16.5%
	16.2%
	-2.3%

	UGI Penn
	11.3%
	11.1%
	11.0%
	10.6%
	10.3%
	-2.3%

	UGI Utilities
	5.6%
	5.3%
	5.1%
	4.9%
	4.6%
	-4.7%

	Panel Average
	21.1%
	20.5%
	20.0%
	19.5%
	18.9%
	-2.7%

	Columbia
	28.4%
	27.1%
	26.2%
	25.3%
	23.3%
	-4.9%


Source: DOT Annual Reports


Similarly, cast iron mains are vulnerable to corrosion and considered to be an antiquated piping material.  Exhibit VIII-13 shows that CPA compares well to the panel of NGDCs regarding the amount of cast iron mains.  Note, the spike in the percentage of cast iron main in 2011 for CPA is due to a review of the system characteristics and a change in the amount of cast iron main in its system due to correction in the records for pipe that was previously being mislabeled.


Exhibit VIII – 13
Columbia Gas of Pennsylvania, Inc.
Percentage of Cast Iron Main in 
Natural Gas Distribution Company Distribution Systems
For the Years 2007 – 2011

	 
	 
	 
	 
	 
	 
	Compound

	Company
	2007
	2008
	2009
	2010
	2011
	Growth

	Equitable
	1.4%
	1.4%
	1.4%
	1.3%
	3.0%
	21.1%

	National Fuel
	1.9%
	1.8%
	1.8%
	1.7%
	1.7%
	-2.2%

	Peoples
	1.0%
	1.0%
	1.0%
	0.9%
	0.9%
	-2.7%

	Peoples TWP
	0.0%
	0.0%
	0.0%
	0.0%
	0.0%
	NM

	UGI Central
	0.7%
	1.6%
	0.5%
	0.5%
	0.4%
	-10.1%

	UGI Penn
	5.5%
	5.2%
	2.5%
	4.7%
	4.5%
	-5.1%

	UGI Utilities
	8.1%
	7.9%
	7.5%
	7.3%
	6.8%
	-4.3%

	Panel Average
	2.7%
	2.7%
	2.1%
	2.3%
	2.5%
	-1.7%

	Columbia
	1.0%
	0.9%
	0.9%
	0.8%
	2.2%
	21.6%


Source: DOT Annual Reports
CPA refers to the bare steel and cast iron main in their system as “first generation pipe” or priority pipe to be removed and replaced.  Exhibit VIII-14 displays the amount of priority pipe replaced and the amount of capital investment for priority pipe replacement from 2007 to October 2012.  For this period, the Company has invested $378 million specifically for the replacement of bare steel and cast iron pipe and has replaced approximately 448 miles of priority pipe.  Also, it should be noted that CPA classifies wrought iron as bare steel since it has similar characteristics to bare steel.  As of November 2012, CPA has approximately 1,866 miles of priority pipe remaining of which approximately 110 of these miles is wrought iron.  Of this total, the Company also has 46 miles of cast iron remaining in its system.  However, because previous record keeping was not accurate, it is unknown exactly how much first generation pipe is in CPA’s system.  


Exhibit VIII – 14
Columbia Gas of Pennsylvania, Inc.
Capital Budget Dedicated to Replacing Unprotected Bare Steel Main / Cast Iron Main and Miles Replaced 
For the Years 2007 – 2011 and January to October 2012

	Year
	Miles of Priority Pipe Beginning of Year
	$ Dedicated to replacing first generation pipe
	Miles of Priority Pipe Replaced
	Miles of Priority Pipe End of Year

	2007
	2,314
	$32 million
	67
	2,247

	2008
	2,247
	$64 million
	101
	2,146

	2009
	2,146
	$42 million
	65
	2,081

	2010
	2,081
	$51 million
	61
	2,020

	2011
	2,020
	$97 million
	105
	1,915

	2012*
	1,915
	$92 million
	49
	1,866


* As of October 2012
Source: Data Request 212


CPA plans to replace 100 miles of bare steel and four miles of cast iron main annually until it has completely replaced all first generation material.  At this rate, it will take CPA approximately 18 years to replace all bare steel main and approximately 10 years to replace all cast iron main in its system.  At this rate, all bare steel, wrought iron, and cast iron piping will be eliminated from CPA’s distribution system by 2030.  

To fund CPA’s plans of eliminating first generation pipe in its system, the Company plans to file multiple base rate filings (i.e. using the fully projected test year) and implement a Distribution System Improvement Charge (DSIC) adjustment clause mechanism. The fully projected test year and DSIC for NGDCs are new tools recently provided by the passage of Act 11 in 2012 which should help to extend the time between base rate filings in the future.  However, because the exact amount to be requested in each rate case and DSIC filing are dependent on the previously approved requests, it is difficult to accurately project the amounts that will be requested.  However, the projected capital budgets as of November 2012 are displayed in Exhibit VIII-15 and will significantly drive the requested rate cases and DSIC requests.  From 2007 to October 2012, the Company, on average, invested approximately $75 million annually and replaced an average of 75 miles of priority pipe per year.  As can be seen in Exhibit VIII-15, CPA plans for approximately $103 million to $151 million to be invested annually dedicated to priority pipe replacements from 2013 to 2017 and approximately 104 miles of priority pipe is planned for replacement each year.


Exhibit VIII – 15
Columbia Gas of Pennsylvania, Inc.
Capital Budget to Replace Unprotected Bare Steel Main / Cast Iron Main 
For the Years 2013 – 2017

	Year
	$ Dedicated to Replacing First Generation Pipe

	2013
	$151 million

	2014
	$148 million

	2015
	$107 million

	2016
	$106 million

	2017
	$103 million



Source: Data Request 212


The Company also recently changed its leak survey strategy for its system.  Prior to 2007, the Company surveyed approximately one third of its system every year.  Since 2007, all priority pipe and approximately one-third of non-priority pipe has been surveyed annually.  Due to improved prioritization and increased leak repair, the total number of outstanding leaks in the system is beginning to decrease.  Exhibit VIII-16 displays the number of leaks in the system, by class.  Note that September 2012 (the end of a quarter) was the most recent data available at the time the field work ended.  

The Company expects the leakage rates to ultimately reduce with continued priority pipe replacement as capital investment continues.  The definition of each type of class leak is as follows:

· Class 1 Leak – A leak that represents an existing or probable hazard to persons or property, and requires immediate repair or continuous action until the conditions are no longer hazardous.  This type of leak requires prompt action to protect life and property, and continuous action until the conditions are no longer hazardous.

· Class 2 Leak – A leak that is recognized as being non-hazardous at the time of detection, but justifies scheduled repair based on probable future hazard.  This type of leak can be scheduled for repair on a normal routine basis with periodic re-evaluation no later than 6 months until re-evaluation or clearing, repaired no later than 15 months after discovery and/or by replacing or retiring the pipeline with the leak no more than 24 months later.




Exhibit VIII – 16
Columbia Gas of Pennsylvania, Inc.
Total Leaks in Distribution System by Class
For the Years 2007 – 2011 and January – September 2012

	Leak Class
	Year
	Discovered
	Repaired
	Outstanding

	Class 1
	2007
	1,406
	1,407
	0

	
	2008
	1,176
	1,176
	0

	
	2009
	1,010
	1,011
	0

	
	2010
	957
	957
	0

	
	2011
	1,062
	1,061
	1

	
	2012*
	646
	746
	0

	Class 2+
	2007
	1,022
	1,016
	17

	
	2008
	1,079
	1,085
	14

	
	2009
	966
	962
	19

	
	2010
	892
	889
	23

	
	2011
	1,039
	1,045
	17

	
	2012*
	677
	670
	24

	Class 2
	2007
	6,524
	4,406
	3,737

	
	2008
	4,915
	5,267
	3,369

	
	2009
	4,324
	4,905
	2,801

	
	2010
	4,073
	4,347
	2,521

	
	2011
	3,427
	3,560
	2,387

	
	2012*
	2,705
	3,160
	1,927

	Class 3
	2007
	2,903
	1,126
	7,331

	
	2008
	2,345
	1,926
	7,738

	
	2009
	1,596
	1,573
	7,823

	
	2010
	1,238
	1,898
	7,066

	
	2011
	1,088
	1,236
	6,933

	
	2012*
	891
	1,245
	6,559


* - for the nine months ended September 2012.
Source: Data Request 281


CPA further defines a Class 2 Leak which has the following characteristics as a “Class 2+” Leak:

· Class 2+ Leak – A leak that, when evaluated by the classification criteria, may justify accelerated scheduled repair.  This type of leak shall be reduced to a non-hazardous classification, cleared, or if not company facilities, turned over to the responsible outside party not later than 21 calendar days from the day discovered.

· Class 3 Leak – A leak that is non-hazardous at the time of detection and can be reasonably expected to remain non-hazardous.  This type of leak not cleared shall be re-evaluated at least once each calendar year with the exception of Class 3 leaks that do not produce a detectable reading during the scheduled leakage survey which are not required to be re-evaluated but shall remain open until cleared.


CPA should continue to replace bare steel and cast iron pipe at the planned or increased rate to help reduce leaks, decrease distribution costs, and mitigate potential safety issues and if possible implement the new technologies or similar technologies to increase mapping effectiveness.


2. CPA has many field operations employees who work excessive amounts of overtime.

Annual overall overtime levels for the field operations employees at CPA from 2007 to October 2012 ranged from 7% to 12%.  Although this range of overtime for field employees in total is not unreasonable for an NGDC, there were a substantial number of CPA employees who worked significant amounts of individual overtime during 2011.  CPA indicated that it uses from 500 to 600 hours annually, or 24.0% to 28.8% of regular hours, as the reasonable upper limit on overtime for field operations positions.  Using 600 hours as the upper annual limit, the Audit Staff reviewed overtime levels for the field operations employees whose overtime exceeded 600 hours annually from 2007 to October 2012.  Exhibit VIII‑17 displays the top 10 overtime percentages that field operations employees worked each year and how many total field operations employees worked more than 600 hours or 28.8% of overtime during the years 2007-2011.  For the 2012 data, as of the end of our field work only 10 months of statistics were available so employees with 500 hours or more were noted (i.e., 10/12*600=500).

To analyze why overall overtime was at a much lower rate than the highest individual overtimes, the Audit Staff reviewed CPA’s call out agreements for emergency situations with its employee unions.  As of 2012, all five CPA unions for field operations have new provisions in their contracts regarding emergency response.  CPA’s union contracts consistently state that all employees in emergency responder positions must accept at least one third of all emergency calls and that an emergency responder will be designated as on call on a rotating basis for each operating area.  However, with management approval, an employee is allowed to swap their turn in the rotation provided they can find a qualified responder to take their place.  Additionally, employees will be called for emergencies based on who is closest to the emergency.  The contract language also includes an acknowledgement that management ultimately has the final authority to determine who is the most appropriate responder.  

Excessive levels of employee overtime are a concern because eventually it results in reduced job performance (due to fatigue), a decrease in overall cost effectiveness, and ultimately becomes a safety issue both for the employees and the public.  Therefore, the Company should determine if the impact from its emergency response stipulations with its unions has adequately addressed high individual overtime levels, and if not, continue to investigate changes to emergency response policies, initiate additional shift work, add more field crew workers per shift, and/or hire additional staff by operating area or job descriptions as needed.  Note the Audit Staff was unable to review and analyze CPA’s shift work history as this information was unavailable.


Exhibit VIII – 17
Columbia Gas of Pennsylvania, Inc.
Highest Overtime Levels as a Percentage of Regular Hours 
By Individual for Field Operations
2007 – October 2012

	
	Year

	Highest OT Totals
	2007
	2008
	2009
	2010
	2011
	Oct 2012*

	1
	53.7%
	41.6%
	25.6%
	35.7%
	44.0%
	49.7%

	2
	51.0%
	33.3%
	24.2%
	35.3%
	38.0%
	46.7%

	3
	47.8%
	33.1%
	23.8%
	29.4%
	37.1%
	42.2%

	4
	46.6%
	33.1%
	23.6%
	27.8%
	36.4%
	42.0%

	5
	42.6%
	30.5%
	22.3%
	27.5%
	34.3%
	41.7%

	6
	41.5%
	29.2%
	22.1%
	27.5%
	32.9%
	34.9%

	7
	38.9%
	28.5%
	21.1%
	26.9%
	31.3%
	33.2%

	8
	37.0%
	28.2%
	21.0%
	26.6%
	30.9%
	30.7%

	9
	36.3%
	28.0%
	20.8%
	26.3%
	30.7%
	29.3%

	10
	36.1%
	27.9%
	20.8%
	26.3%
	30.1%
	28.1%

	No. of Employees > 600 hrs (28.8%) of OT
	25
	6
	0
	3
	14
	9

	
	
	
	
	
	
	

	Overtime levels over 600 hours (28.8% of regular hours) are shaded for 2007 to 2011.

	
	
	
	
	
	
	

	* Overtime levels over 28.8% of regular hours for October 2012 are based on 500 hours (600 x 10/12 = 500) which would be the equivalent of a projected 600 hours for the year.     

	   
	 
	 


Source: Data request 53 and 216


3. CPA has a high number of vacant field operations, engineering, and construction positions.

Based on the spans of control analysis detailed in the background of Chapter III – Executive Management, the Audit Staff discovered that as of November 2012 there were 66 vacant, open or unfilled positions out of 626 total CPA operation related positions.  A summary of this position analysis is shown in Exhibit VIII-18.  In summary, our analysis revealed no concerns with the positions in the rates and regulations group (i.e., there were no vacant positions) and meter reading group due to the fact that automated meter reading will soon be implemented requiring significantly less meter readers; therefore, only the open positions related to gas operations (i.e., field operations, construction, and engineering) were examined in more detail.  

As shown in Exhibit VIII-18, while the field operations positions had the most openings with 30 positions, it also had the 2nd lowest percentage of vacant positions at 6.8%.  The construction related positions have 19 openings, or 19.0% of total open positions, which is the highest percentage of vacant positions in the groups continuing at current levels (i.e., excluding meter reading).  The engineering related positions had seven openings for a total of 18.4%.  According to the Company, the following positions will likely be filled in 2013, note that the department that these positions are with is in parentheses:

· Senior Operations Specialist (Operations) – 6
· Damage Prevention Coordinator (Operations) – 3 
· Facility Locators (Operations) – 4
· GIS Engineering Technician (Engineering) – 8
· GIS Mapping Technician (Operations) – 3
· Land Agent & Land Technician (Operations) – 4
· Field Engineers (Engineering) – 3
· Systems Planning Engineer (Engineering) – 1
· Construction Inspectors (Construction) – 19


Exhibit VIII – 18
Columbia Gas of Pennsylvania, Inc.
Open Position Analysis
As of November 2012


	Position Group
	Total Number of Positions
	Number of Open Positions
	Percent of Open Positions

	Field Operations
	444
	 30
	 6.8%

	Construction
	100
	 19
	19.0%

	Regulation / Rates
	 27
	  0
	 0.0%

	Engineering
	 38
	  7
	18.4%

	Meter Reading
	  17 
	 10 
	58.8%

	    Totals
	626
	66
	10.5%



Source: Data Requests 1 and 290 and Auditor Analysis


Many of the vacant operations related positions are related to the capital projects for pipeline replacement (see Finding and Conclusion No. 1).  In 2011 and 2012, there were many transfers from the Field Operations Department to newly formed positions in the Construction Department which were created as part of CPA’s efforts to accelerate first generation pipe replacement.  If these positions are filled as planned during 2013, all construction and engineering positions would be filled along with a significant portion of the gas operations positions.  However, in addition to the number of open positions, it should be noted that in the next five years, 247 Pennsylvania field operations employees will be eligible to retire.  Although the exact retirement dates for certain positions are indefinite (i.e., some employees may choose to work several years past the date of eligibility – in most cases age 55), the Company should begin to be prepared for these retirements in advance since technical positions often take time to be fully trained (e.g., at least 1½ years for field operations positions to be fully trained).  As has become the trend for NGDCs in Pennsylvania, CPA has to compete with the Marcellus Shale industry for attracting potential candidates.  Moreover this is proving to be somewhat difficult as the Marcellus Shale industry offers very competitive wages and benefits to qualified pipeline / natural gas candidates.  CPA needs to review its current salaries and benefits offered to field operations positions and determine if adjustments are necessary to attract and retain qualified employees in these positions.  If the Company is not fully prepared for needed staffing, this could lead to delays in capital projects for pipeline replacement, excessive overtime and/or high dispatch times for emergencies (see Findings and Conclusions Nos. 1, 2, and 4).


4. Based on the data provided, it appears that CPA has an excessive amount of dispatch times that took more than 15 minutes.

Dispatch time is defined as the time elapsed from when the customer call is received to when the call is assigned to a responder.  A written explanation must be submitted to the PUC’s Gas Safety Division when the dispatch time in a particular instance exceeds 15 minutes.  As we conducted the 2006 Management Audit of CPA, the Audit Staff found that there were many dispatch time irregularities recorded by CPA.  At that time, due to a lack of available records, the Audit Staff could not definitively determine the extent of problems with dispatch times but did conclude that, at a minimum, there were problems with the dispatching system.  During the 2010 Management Efficiency Investigation, the Company was still having record keeping problems related to retaining records related to emergency dispatch performance.  The automated dispatching system was not in use and paper records were kept but they were only stored for 60 days and then discarded.  For the Audit Staff’s current review in 2012, the Company could not provide any dispatching data for the full distribution system until April 2012.  As of 2012 the Company was utilizing an updated version of the dispatching system it was using in 2006.  The new version was first piloted in October 2011 in the Eastern Operating Area and then implemented statewide in March and April 2012.  	

Exhibit VIII-19 summarizes the Audit Staff’s compilation of available emergency dispatching statistics for the period January to October of 2012.  The definition of the response period is slightly different for each district.  The majority of the day shifts for the districts start between 7:00 and 7:30 AM and end from 3:30 to 4:00 PM.  The evening shifts begin between 3:30 and 4:00 PM and end by 10:00 PM.  For this period, there were 272 emergency dispatches over 15 minutes in duration, which was approximately 2.4% of total emergency dispatches.  The emergency dispatches taking longer than 15 minutes in duration that occurred during normal operating hours accounted for 23 or only 8.5% of the ten-month total dispatches over 15 minutes.  Most dispatches that took more than 15 minutes occurred during off hours (i.e., overnight, weekends or holidays), with the weekends accounting for the most occurrences with 121 or 44.5% of the ten month total.  Although the holiday calls cover the least number of hours and accounted for the lowest number of emergency dispatches (i.e., 12 or 4.4%); these were the most likely, or highest percentage of calls at 17.9% to have dispatches take more than 15 minutes in duration.



CPA should strive to improve its methodology of dispatching responders such that all emergency dispatches can be completed within 15 minutes of the emergency call taking place.  There may be unusual circumstances causing exceptions, but in general, with modern technology it should be possible for almost all emergency dispatches to occur within 15 minutes under most circumstances.  CPA should determine if either the dispatching system needs enhancements or if proper staffing, modifying of shift work, or call out methodologies need to be improved (also see Finding and Conclusions Nos. 2 and 3).


Exhibit VIII – 19
Columbia Gas of Pennsylvania, Inc.
Available Dispatch Statistics over 15 minutes
January – October 2012

	Response Period
	Total Dispatches 
> 15 min
	Total Dispatches
	% Dispatches > 15 min

	Day
	23
	
	6,690
	
	0.3%
	

	Evening
	77
	
	2,433
	
	3.2%
	

	Overnight
	39
	
	548
	
	7.1%
	

	Weekend
	121
	
	1,394
	
	8.7%
	

	Holiday
	12
	
	67
	
	17.9%
	

	    Totals
	272
	
	11,132
	
	2.4%
	



Source: Data Requests 270 and 308


Recommendations

1. Strive to maintain the expedited replacement schedule of first generation pipe.

2. Assess high levels of overtime by individual field operations employees and adjust overtime practices, call out procedures, shift work, and/or stand by procedures as needed.

3. Expedite hiring of vacant operations related positions and timely conduct a study to determine needed staffing in anticipation of expanded capital projects and field operations retirements.

4. Improve dispatching methodologies to ensure that all emergency dispatches can be completed within 15 minutes of the emergency call receipt by implementing new or modifying existing procedures for call outs, stand by lists, shift work, and/or staffing levels.


IX. EMERGENCY PREPAREDNESS


Background

Effective June 11, 2005, Public Utility Commission (PUC or Commission) regulations at 52 Pa. Code § 101.1-101.7 (Chapter 101) require jurisdictional utilities to develop and maintain appropriate written physical security, cyber security, emergency response and business continuity plans to protect the infrastructure within the Commonwealth and ensure safe, continuous and reliable utility service.  Along with the requirement to establish these emergency preparedness plans, a utility is also required to annually file a Self Certification Form with the Commission.  The form is comprised of 13 questions as shown in Exhibit IX-1 below.


Exhibit IX – 1
Pennsylvania Public Utility Commission
Public Utility Security Planning and Readiness Self Certification Form

	Item No.
	Classification
	Response                             (Yes-No-N/A*)

	1
	Does your company have a physical security plan?
	1.

	2
	Has your physical security plan been reviewed in the last year and updated as needed?
	2.

	3
	Is your physical security plan tested annually?
	3.

	4
	Does your company have a cyber security plan?
	4.

	5
	Has your cyber security plan been reviewed in the last year and updated as needed?
	5.

	6
	Is your cyber security plan tested annually?
	6.

	7
	Does your company have an emergency response plan?
	7.

	8
	Has your emergency response plan been reviewed in the last year and updated as needed?
	8.

	9
	Is your emergency response plan tested annually?
	9.

	10
	Does your company have a business continuity plan?
	10.

	11
	Does your business continuity plan have a section or annex addressing pandemics?
	11.

	12
	Has your business continuity plan been reviewed in the last year and updated as needed?
	12.

	13
	Is your business continuity plan tested annually?
	13.


* Attach a sheet with a brief explanation if N/A is supplied as a response to a question.
Source: Public Utility Planning and Readiness Self Certification Form, as available on the PUC website at
http://www.puc.state.pa.us/general/onlineforms/pdf/Physical_Cyber_Security_Form.pdf.


The Audit Staff reviewed the 2007 to 2012 Self Certification Forms submitted by Columbia Gas of Pennsylvania, Inc. (CPA) to determine the status of its responses.  Our examination of the Company’s emergency preparedness included a review of the physical security plan, cyber security plan, emergency response plan, business continuity plan, and all associated security measures.  This included a review of security and emergency response manuals to ensure that proper identifications of PUC and other government agency contacts were sufficient and up to date.  In addition, the Audit Staff performed inspections at a sample of the Company’s facilities.  Due to the sensitive nature of the information that was reviewed, specific information is not revealed in this report but rather the generalities of the information reviewed are summarized. 

To protect physical and cyber security, the measures used by the Company include the following:

· Physical access to buildings is addressed by a risk based approach and is restricted through electronic card access, alarm systems, and traditional keys depending on the building.  Access is determined by job requirement and/or business need.  Additional access to facilities is granted upon approval from the appropriate personnel.  Additionally, the more sensitive buildings in the NiSource Inc. system have security guards.
· Physical access to service centers, garages, and maintenance areas include traditional lock and key mechanisms, and/or electronic card access.  Additional security (depending on the sensitivity of the area) is provided through proper lighting, fencing, alarm systems, and closed circuit television monitoring.
· Cyber access allows varying levels of access to internet, intranet, and software applications.  Access levels are determined by an employee’s job description and title.
· Cyber protection includes multiple types of firewalls, virus protection, and computer encryption to safeguard Company and customer information, deter improper disclosure, identify information system controls across all business functions, and protect data in both physical and electronic formats.

Additionally, CPA tests and updates its physical security, cyber security, emergency response, and business continuity plans at least annually and more frequently as needed.  


Findings and Conclusions

	Our examination of CPA’s Emergency Preparedness included a review of the physical security plan, cyber security plan, emergency response plan, business continuity plan, vulnerability assessment and all associated security measures.  Based on our review of the Company’s emergency preparedness efforts no evidence came to our attention that would lead the Audit Staff to conclude that there were any areas or plans reviewed that were not being addressed adequately.


Recommendation

None.


X. HUMAN RESOURCES


Background

	The Human Resource (HR) functions for Columbia Gas of Pennsylvania, Inc. (CPA or Company) are performed by NiSource Corporate Services Company (Corporate Services).  The reporting structure for the applicable Corporate Services HR positions that perform work on behalf of CPA is displayed in Exhibit X-1.  


Exhibit X – 1
NiSource Corporate Services Company
Human Resources Structure 
As of November 2012



Source: Data Request 1



	Reporting to the NiSource Inc. (NiSource) President and Chief Executive Officer (CEO) is the Corporate Services Senior Vice President of Corporate Human Resources.  Reporting to Corporate Services’ Senior Vice President of Corporate Human Resources is the Corporate Services’ Vice President of Human Resources.  Reporting to the Corporate Services Vice President of Human Resources is the Corporate Services’ Manager of Human Resources for Pennsylvania, Maryland, and Virginia.  This Manager is located at the Canonsburg, PA office along with four Human Resource Consultant positions reporting to the Manager.  The responsibilities of the Corporate Services Manager of Human Resources for Pennsylvania, Maryland, and Virginia include, among other areas: labor relations, grievances, arbitrations, benefits, recruiting, and background checks/verifications.

	Corporate Services utilizes PeopleSoft for its human resource information system (HRIS).  In addition to standard HRIS modules for human resources such as payroll, benefits, compensation, etc., this system has the capability to generate reports for more specific level reporting.  Reports for these modules can be specific by job title, location, compensation level, and/or supervisor, etc.  

The Company’s employee benefits are universal for all employees (i.e., union, salaried, and executives), with the exception of the defined benefit pension plan which is not offered to Salaried or Executive employees hired on or after January 1, 2010.  The following employee benefits are offered to CPA, Corporate Services and other NiSource employees:

· Medical plan – three different options

1. Self-insured Preferred Provider Organization plan (includes Health Care Reform preventive care and a prescription drug plan) with copays, deductibles, co-insurance and out of pocket maximums and a corresponding Flexible Savings Account.

2. Two self-insured High Deductible Preferred Provider Organization plans (includes Health Care Reform preventive care and prescription drug plan) with deductibles, co-insurance and out of pocket maximums and a corresponding Health Savings Account.

3. Health Maintenance Organizations (where available) with copayments.

· Dental Plan – Self-insured dental plan with preventive, minor and major restorative coverage with deductibles, co-insurance and out of pocket maximums (also preventive dental plan and dental plan with orthodontia coverage are offered).

· Vision Plan – Insured plan with exam, lenses, frame and contact coverage with calendar year and allowance coverage (also a basic plan with provider discounts is offered).



· Long Term Disability – Insured plan with 50% of base salary company provided, with an employee paid option to an additional 10% coverage resulting in up to 60% of base salary.

· Life Insurance – Insured for two times base salary company provided coverage with an employee paid option of up to an additional four times base salary.

· Pension – Is a defined benefit plan which is an account balance plan based on date of hire and union/non-exempt/non-union status.  The Pension plan is not offered to Salaried or Executive employees hired on or after January 1, 2010, or non-exempt employees hired after January 1, 2013. 

· 401(k) Plan – Pretax, after tax, and Roth contribution options with a company match based on applicable pension formula (open to all employees, including those who are able to participate in the defined benefit plan).


The Audit Staff reviewed the employee compensation offered by the Company.  The Company has established two compensation targets for the salaries for its employees in comparison to the energy/utility industry and with employers outside the industry for the same or similar type of work.  The pay range is individual based.  The pay range for each position is targeted at 75% to 125% of the market median.  In addition to ranges for each individual position, the Company compares overall salaries with the market medians with the goal of paying between 90% and 110% of the market cumulatively across CPA.  

In addition to base pay, employees are eligible for incentive pay based on performance of the employee’s business unit and individual performance through the NiSource Corporate Incentive Plan.  Under the terms of this plan, a discretionary amount is available based on individual performance as determined by an employee’s manager or supervisor.  Overall, two thirds of incentive pay is discretionary and one third is non-discretionary.  Incentives are performance based in that they are determined by the degree to which individual performance goals are achieved.  If corporate and business unit objectives are reached, an incentive pool is established.  The percentage of an individual employee’s base pay that is available for the cash incentive is dependent upon their job scope levels, which provides a trigger, target, and stretch performance for each employee at that job scope level.  The employee’s individual performance and achievement of predetermined goals as determined by his or her supervisor is also factored into the amount of incentive granted.  The incentive plan is designed to drive and reinforce goals in performance.  The goals are divided into four key categories: customer, employee, financial, and process.

As addressed in the last Management Audit issued in August 2006 and the Management Efficiency Investigation issued in January 2011, as of July 2005 NiSource outsourced major functions previously performed by Corporate Services to International Business Machines (IBM).  The functions that were outsourced include the following functions which were performed by Corporate Services prior to the outsourcing:

· Customer Call Center;
· Certain Finance and Accounting services (general accounting, fixed asset accounting, and budgeting);
· Supply Chain (purchasing and materials management);
· Human Resources (employee recordkeeping);
· Sales Center (functions not associated with customer contact and major accounts);
· Meter to Cash (printing and issuing customer bills and collections);
· Work Management Systems / GIS Mapping; and
· Information Technology (IT) Services.

Many of the employees that worked for Corporate Services to perform these functions were employed by IBM when the functions were outsourced.  However, beginning in the first quarter of 2007 and concluding in September 2008, all functions except for IT services and the Customer Call Center were returned to Corporate Services.  As this transition occurred, the employees who previously worked for CPA, Corporate Services, or other NiSource owned natural gas distribution companies (NGDCs), were re-hired as employees of their respective NiSource entity.  In reviewing the long term impact of the temporary change in employer to the employees longevity/seniority related benefits and compensation, the Audit Staff found that, in general, the NiSource employees’ previous service is reinstated when the break in service is less than five years (as was the case for these specific employees).  The exception to longevity reinstatement is the severance plan, which will be computed based on the rehire date.  In other words, for the Corporate Services and CPA employees who became IBM employees and then were rehired back to Corporate Services or CPA, the calculations for their severance pay in the cases of layoffs would be based solely on the timeframe from their second hiring with the Company to the date of release from the Company. 

Corporate Services’ Health, Safety, and Environmental Department (HSE) is responsible for safety functions at all six NiSource NGDCs managed by Corporate Services under the direction of the Director of the HSE Department.  Exhibit X-2 displays HSE’s organization structure.  The Company’s safety programs have been developed based on U.S. Occupational Safety and Health Administration (OSHA) regulations, other regulatory requirements, various association guidelines, and established internal policies and procedures.  The annual OSHA recordable incident rate represents the number of reportable injuries and illnesses per 100 full-time workers (i.e., a lower rate indicates better performance).  Exhibit X-3 displays the OSHA recordable incident rate from 2007 to October 2012 for CPA as well as the number of OSHA recordable incidents, CPA's annual goals, and statistics for an American Gas Association (AGA) comparative panel.

As illustrated in Exhibit X-3, CPA’s OSHA recordable incident rates have, in general, declined (i.e., improved) since 2007.  CPA’s 2010 and 2011 performance was better than the AGA panel average (2nd quartile value).  AGA awarded CPA with safety improvement awards for the years 2010 and 2011, and CPA was in the Pennsylvania NGDCs’ top three for OSHA recordable incident rates for these years as well.  In large part this is due to an extensive enhanced emphasis on safety by NiSource.  The Audit 

Exhibit X – 2
NiSource Corporate Services Company
Health, Safety and Environmental Department’s Organization Structure
As of November 2012



Source: Data Request 1


Staff reviewed all NiSource, Columbia, and CPA strategic plans and board meeting minutes since 2009 and found that safety related measures (for all NiSource NGDCs) are regularly reviewed.  Since 2007, there have been approximately 50 changes, initiations, or improvements to the safety programs impacting CPA and the other NiSource NGDCs.  Among some of the many improvements to the emphasis on safety in the last several years include the following:

2007
· Root cause analysis procedures – the affected employee, Corporate Services’ HSE Department, and management investigates each recordable injury and preventable vehicle collision to identify opportunities to reduce recurrence of similar incidents. [implemented in January]


Exhibit X – 3
Columbia Gas of Pennsylvania, Inc.
OSHA Reportable Incidents and Recordable Incident Rates
2007 – October 2012 

	Year
	CPA OSHA Reportable Incidents
	CPA Goal Reportable Injuries
	CPA OSHA Incidence Rate
	2nd Quartile Value (50% mark) for OSHA Incidence AGA Panel Ave
	1st Quartile Value (Top 25%) for OSHA Incidence Rate 
AGA Panel Ave
	CPA Goal 
for OSHA 
Incidence Rate

	2007
	26
	35
	4.97
	4.62
	3.41
	None

	2008
	31
	28
	6.54
	4.22
	2.82
	None

	2009
	27
	19
	4.79
	3.89
	2.58
	3.87

	2010
	17
	17
	3.64
	3.71
	2.35
	3.37

	2011
	10
	14
	2.07
	3.04
	1.98
	2.53

	2012*
	10
	9
	2.33
	NA
	NA
	1.61

	
	
	
	
	
	
	

	
	



	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	* 2012 data is as of the end of October 2012
NA – Not available  as of close of fieldwork. 
	


Source: Data Requests 209 & 283

· Defensive driving policy developed which includes training requirements (implementation of the Smith Driving Program), backing policy, restriction on cell phone use while driving, and a 360 degree pre trip vehicle walk around.  [implemented in January]
· Injury notification procedures – all injuries are required to be reported to the General Manager and Senior VP of Operations within 48 hours. [implemented in January]

2008
· HSE began conducting ten job site inspections per month.  Hazards, coaching opportunities, at risk findings, and OSHA compliance issues were documented and reviewed at Operations Center Manager staff meetings. [implemented in January]
· Formal local safety teams began to meet monthly.  Minutes are maintained, communicated, and discussed during the meetings. [implemented in April]
· HSE began to generate safety reports that are sent to all leaders (such as the Field Operation Leaders and the Manager of the Operations Centers (see background for Chapter GO – Gas Operations) discussing any injury or collision events from the week prior.  The report also includes data and information on current performance versus the safety milestones from the year. [implemented in July]

2009
· Weekly tailgate meetings [usually on Mondays] are held with employees to discuss the weekly report. [implemented in January]
· Safety compliance training is provided for all field employees based upon their job classification. [implemented in February]
· Field Safety Observation Database is implemented in which job site inspections and findings data can be sorted, grouped, and better communicated. [implemented in 2nd quarter]

2010
· Safety Blitz meetings are held if there are a relatively high number of incidents in any months.  Daily mobile data terminal messages related specifically to the incidents that occurred are communicated on field crew computers in vehicles. [implemented in February]
· Nurse Triage – all employees reporting an injury call a hotline to report injuries.  The employees speak to a registered nurse to assist in triaging the injury. [implemented in June]
· OSHA 10 Hour Course for Construction Safety is required for all field operations leaders. [implemented in July]

2011
· Riskonnect database initiated.  All employee injuries, vehicle collision, and job site safety inspections are accessible by all leaders, HSE staff, and corporate insurance employees. [implemented in January]
· Specific local safety plans are written and implemented for each operating area across the distribution company. [implemented in January]
· Pre job safety briefing process was implemented into the field.  Each crew in the field is required to conduct a short safety discussion or safety “huddle” prior to each job focusing on hazard identification. [implemented in January]
· Near miss reporting was introduced to field employees.  Near miss forms can be used to describe near miss events and are reviewed by HSE and Local Safety Teams. [implemented in January]

2012
· HSE Web Portal was developed so all leaders and employees can find all the HSE initiatives in one location.  All forms, completed root cause investigations, policies, procedures, links, safety supply vendors, etc. are located on the HSE Portal. [implemented in January]
· HSE computer based training initiatives were developed to provide safety related training to employees in the field on their mobile data terminals.  Several programs have been developed and more are being designed. [implemented in January]
· HSE developed Vehicle Maneuverability Skills Workshops which include a one hour classroom discussion on a five year period of driving performance and common causes of collisions in the field.  The employees then spend the entire day driving their company assigned vehicles through seven skill stations to improve their driving skills related to close quarter driving. [implemented in April]


Although the 2012 statistics have slightly increased as of October 2012 when compared to 2011, the Audit Staff specifically looked at all 2012 year to date incidents that occurred.  Because a less severe accident or injury such as an insect sting and a severe accident such as a vehicle accident are tracked equally as an OSHA reportable incident, the Audit Staff decided to review the severity of the accidents which increased the OSHA recordable incident rate and determine if Company policies need to be improved as a result.  However, of the ten incidents that occurred in 2012, two were insect bites, two were driving incidents (including one of which was minor and one that was not the employees’ fault), four were sprain/strain incidents, and two were incidents of being struck with equipment/tools.  Additionally, we acknowledge that the last information available from the Company before our fieldwork ended was year to date through October and it is likely that the full year actual 2012 OSHA incident rate will be lower as there are two remaining months and most construction work had been completed for the year.   

	In addition to endeavoring towards employee safety, CPA also strives to maintain public safety by basing safety plans and training on Department of Transportation (DOT) standards and AGA standards for the safe distribution of natural gas.  These standards are contained on the Company’s intranet site and available to all employees.  In addition, each local operating territory maintains its own safety manual for specific matters and resources which may be applicable to that area and for specific local emergency providers.  For more information on CPA efforts that have potentially significant impact on public safety issues, refer to the following sections of the report:

· Emergency Response Plan and Business Continuity Plan: see Chapter IX – Emergency Preparedness.  The Emergency Response Plan and Business Continuity Plan are used during abnormal business operations to protect and inform the public, protect property, and ensure safe natural gas delivery.

· Third party hits: see Chapter VIII – Gas Operations Background.  Third party hits endanger public safety and property.  CPA works with contractors and the public to provide proper education regarding safe digging procedures.

· Emergency response: see Chapter VIII – Gas Operations Background for emergency response arrival times and Finding and Conclusion No. 4 for emergency response dispatching times.  Emergencies should be dispatched and responded to immediately to resolve the emergency and to secure the site of the emergency.

· Bare steel / cast iron replacement and leaks: see Chapter VIII – Gas Operations Finding and Conclusion No. 1.  Bare steel and cast iron are vulnerable to corrosion which leads to leaks.  Leaks have the potential to lead to explosions. 


Findings and Conclusions

	Our examination of the Human Resources function included a review of the Company’s human resources information system, safety programs, training, benefits, and compensation.  Based on our review of the Human Resources function, no evidence came to our attention that would lead the Audit Staff to conclude that any of the areas reviewed were not being addressed adequately.


Recommendation

None.
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XII. APPENDICES


Appendix A	Columbia Gas of Pennsylvania, Inc. 
Financial and Operating Data and Statistics

Appendix B	Comparative Data and Statistics for the Pennsylvania Panel
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SEE EXHIBITS VIII-8 AND VIII-9 FOR EXAMPLE OF OPERATIONS CENTER ORGANIZATION
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SEE EXHIBIT VIII-3   FOR EXAMPLE OF FIELD OFFICE
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SEE EXHIBIT VIII-5
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SEE EXHIBIT VIII-7
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SEE EXHIBIT VIII-9
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