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OPINION AND ORDER
BY THE COMMISSION:


Before the Commission for consideration is the Petition of Philadelphia Gas Works (“PGW” or “Company”) for Approval of Field Operations Initiative Implementation Plan and its Restructuring Surcharge, consistent with our Opinion and Order adopted January 23, 2003 and the Settlement to PGW’s Restructuring Proceeding as well as our final Restructuring Order, entered March 31, 2003.  The Field Operations Initiative (“FOI”) constitutes PGW’s plan consistent with Section 2212(h)(1) of the Natural Gas Choice and Competition Act, to come into compliance with certain Commission rules and regulations, specifically, the Commission’s requirements at 52 Pa. Code §§ 56.12 (meter reading), 59.21 (meter testing and change out), and 59.34 (service line leak survey) (hereinafter “Chapter 59/56 Obligations”).

Background



On July 1, 2002, PGW filed its Restructuring Petition with the Commission as required by the Gas Choice Act.  PGW’s Restructuring filing included testimony regarding its plan for converting its system to the Commission’s standards in Chapters 56 and 59.  On December 12, 2002, the Office of Trial Staff (“OTS”), the Office of Consumer Advocate (“OCA”), the Office of Small Business Advocate (“OSBA”), Consumers Education and Protective Association (“CEPA”), the Association of Community Organizations for Reform Now (“ACORN”), Action Alliance of Senior Citizens of Greater Philadelphia, the Tenants Action Group (“TAG”), the Philadelphia Industrial and Commercial Gas Users Group (“PICGUG”) and Service Employees International Union, Local 686 (“SEIU”) (collectively “the Parties”) executed a Settlement Agreement that resolved the issues related to PGW’s compliance with the relevant provisions of Chapter 56 and 59.



In the Settlement Agreement, the Parties generally agreed to PGW’s integrated FOI approach to the metering and line leak survey regulations.  The proposed process was designed to bring PGW into compliance with the Chapter 59/56 Obligations within a reasonable time frame.  On January 23, 2003, the Commission adopted an Order approving the FOI Settlement Agreement.  


On May 1, 2003, PGW submitted its FOI Implementation Plan to the Commission and the parties in the Restructuring Proceeding.  On May 12, 2003, a workshop was held to provide the parties with an opportunity to gather information from PGW about the proposed FOI Implementation Plan and restructuring costs.  During the workshop process, the OCA and CEPA engaged in written informal discovery in which they requested and received detailed backup materials on many aspects of PGW’s Plan.



PGW’s FOI is structured to satisfy the following five objectives:

· Develop a comprehensive business model for PGW’s field and field support operations to reduce costs, increase efficiency and support PUC compliance;

· Identify ways for accommodating the incremental mandated PUC workload;

· Address impending obsolescence of the current mobile/dispatch system which supports an average 379 field service personnel;

· Identify a best practice method for automating the paper-based distribution division of approximately 469 personnel; and

· Propose cost effective field service support functions with approximately 123 employees.

          The central finding of the FOI study is that PGW can satisfy all of the objectives above and finance most of the incremental Chapter 59/56 Obligation compliance costs from productivity gains if it achieves regulatory compliance in the interim two-year period by modifying current processes and procedures (Phase 1) while it makes the changes needed to build required infrastructure to support an integrated approach for the long term (Phase 2).
Summary of PGW’s FOI Plan



PGW’s FOI was designed to study the best way to coordinate service improvements for existing outside field operations while coming into compliance with PGW’s Chapter 59/56 Obligations.  The plan provides for compliance with PGW’s Chapter 59/56 Obligations starting on September 1, 2003 on an interim or transitional basis.  



The key components of PGW’s Chapter 59/56 Implementation Plan include:

· The implementation of a 20 year replacement/testing program (for Class A meters), concurrent with the Automatic Meter Reading (AMR) replacement schedule, which is consistent with those programs of other Pennsylvania gas distribution companies;

· The implementation of a leak survey inside the premise up to the meter in two phases:
· Access to the first 200,000 customer meters by “coupling” leak testing during the performance of current work from September 1, 2003 to August 31, 2005;

· Planned access with a fully integrated and automated system for the balance of the program, and, repeat the full cycle of customer access going forward; and 

· The continuation of PGW’s present practice of obtaining “actual,” in-person type, meter reads by the use of its fully deployed AMR devices.  These devices obtain meter reads directly from each customer meter.
Chapter 59/56 Obligations
I.  Chapter 59-§59.21 - Meter Testing 



PGW is presently required to demonstrate customer meter compliance with Federal regulations in 49 CFR Part 192, Subpart H.  A major difference between the Federal and State regulations is the additional Commission requirement to establish a meter testing schedule per section 59.21.  In 1993, PGW suspended its meter-testing program when the Company began the implementation of its residential automatic meter reading program.  Prior to 1993, PGW followed a fifteen-year testing interval for its residential meters.  Currently PGW tests and records the results of meter tests upon a customer’s request.  Also, PGW’s Meter Shop facilities were downsized in the 1990’s as a result of financial hardships and Company reorganizations.  

           In its FOI plan, PGW proposes implementation of a 20 year meter replacement/testing program (for Class A meters), concurrent with the Automatic Meter Reading (“AMR”) replacement schedule.  PGW will comply with the standard schedule for Class B meters in section 59.21 (b), which establishes a 5-year meter test program.  In addition, PGW proposes replacement of Class C meters with newly installed rotary meters beginning September 1, 2003.  PGW submits that the implementation of a 20 year meter replacement/testing program for Class A meters is consistent with the programs of other Pennsylvania natural gas distribution companies (“NGDCs”).  PGW submits that such a program recognizes the investment of PGW’s ongoing AMR installation program, will save significant expenses, and allows for Commission compliance.  


With regards to PGW’s proposed 20-year testing cycle for Class A meters, the OCA agrees that this is reasonable.  The OCA notes that section 59.21 permits a utility to depart from the 8-year meter testing cycle requirement if it can meet certain statistical benchmarks with respect to meter performance.  52 Pa. Code §59.21(c) (5).  PGW is requesting a waiver to permit it to extend its meter reading cycle to 20 years without engaging in the specific statistical analysis required by section 59.21(c)(5).  The OCA submits that if the Commission grants such a waiver the Company should still be required to compile and report the data required by the regulation so that the Commission and the parties can monitor the effect of such a waiver.  In summary, the OCA does not object to the waiver requested by PGW if it is accompanied by an appropriate data collection and reporting program that will enable the Commission and the parties to monitor the effects of the waiver to ensure that there is no harm to PGW customers.

          In addition to proposing a 20 year replacement/testing of Class A meters, PGW’s FOI proposes to permit PGW to renovate its meter shop and make other efficiency improvements.  PGW proposes for the first two years to permit PGW to renovate its meter shop while conducting meter testing on a customer request basis.  Subsequently, PGW proposes to initiate an affirmative targeted program starting in year three.
         We note that the Pennsylvania Code at 52 Pa. Code§59.21 requires testing of Class A meters every 8 years.  According to the Code a utility may depart from the 8 year testing requirement if it can meet certain statistical benchmarks with respect to meter performance.  In particular, for a utility to be permitted to extend its meter testing cycle to 20 years, it must achieve test results that reflect a slow or fast meter ratio of less than 4 percent in the test results from the second immediately preceding year and less than 6 percent in the test results from the third immediately preceding year. 52 Pa. Code§59.21(c)(5).  PGW is requesting a waiver to permit it to extend its meter reading cycle to 20 years without engaging in the specific statistical analysis required by Section 59.21(c)(5).  
         We agree with the Company that their proposed 20 year period may be appropriate for replacing/testing Class A meters as other Pennsylvania utilities are testing meters on a 20 year period.  We agree with the Company that the 20 year meter testing period will be beneficial in that it will reduce expenses.  We note that in PGW’s proposal, statistical sampling is not included as it is with other Pennsylvania utilities that do 20 year testing of meters.  Regarding PGW’s request for waiver of section 59.21(c)(5) we will grant such waiver.  However, we shall require PGW to continue to compile and report the data required by the regulation so that the Commission and the parties can monitor the effect of such a waiver to ensure there is no harm to PGW customers.
          Furthermore, we believe the Company’s proposed 20 year meter testing requirement should be conditionally approved on an experimental basis.  The conditions for acceptance shall include providing PGW three years to gather the necessary statistical data and report back to the Commission with its findings within sixty (60) days.  We would then reconsider whether a 20 year testing program is acceptable or if PGW’s proposal should be modified.    
          With regards to PGW’s proposed target date of year 3 for implementing its 20 year meter testing/replacement program, we believe that the implementation of the program should begin September 1, 2004, rather than in year 3 as proposed in the Company’s FOI plan.  In addition, regarding meter testing we believe that the Company should retain discarded meters for 3 months in case the meter has to be tested at a later date.  In the event that a customer metering or billing complaint is pending at the conclusion of the initial 90 day period, the subject meter should be retained beyond the 90 day period until the complaint is resolved.  In addition, if the Company plans to back bill the account associated with the meter that has been removed, the Company must retain the meter for 40 days past the date that the rebilling is issued.  If the customer that receives the back billing files a complaint then the meter will be retained until the complaint is resolved.  By retaining meters which have been removed the Company can confirm the accuracy of the removed meters’ final reading whenever necessary.
II.  Chapter 59-§59.34 - Customer Line Leak Survey 



PGW submits that it has been performing leak surveys and has been in compliance with appropriate regulations since 1957.  In 2001, PGW was directed by the Commission to establish and begin inside leak surveys.  Per section §59.34 regulations, the requirement for PGW’s leak surveys will include service lines outside and within each premise, up to the meter.  Under PGW’s current practice only the service line outside the customer’s premise is being surveyed for leaks.



PGW’s FOI proposes a 5-year cycle for performing Inside Leak Surveys which PGW submits is consistent with the cycle required by Commission regulations.  Beginning September 1, 2003 and continuing until September 1, 2005, PGW will perform inside leak surveys at premises where access to meters can occur while PGW is performing other types of work.  PGW notes that in a 5-year compliance period, it will be able to perform approximately 274,000 surveys as an add-on to other work at the premises.  Under PGW’s proposal it will be able to implement inside leak surveys with a minimum of incremental expense.    



We note that PGW’s inside leak survey is reasonable due to the unique circumstance that 97% of PGW’s meters are located inside customer premises and 50% of residential customers are without curb valves which allow shut-off of customers without requiring excavation.  We will therefore, permit PGW’s leak survey proposal as contained in its FOI Plan.
III.  Chapter 56-§56.12 - Meter Reading 



PGW believes that its current program of carrying out meter reads via its AMR system satisfies the Commission regulatory requirements for periodic actual meter reads.  According to the regulations when a utility uses a “remote” reading device to read meters, it is required to obtain an “actual” meter read every five years.  A “remote” meter read is defined as “[a] device which by electrical impulse or otherwise, transmits readings from a meter excluding devices that permit interrogation of the meter, usually located within a residence to a more accessible location outside of a residence.”  PGW contends that its AMR equipped meters are not considered remote reading devices because its AMRs obtain a direct interrogation of the meter which is then transmitted via radio frequency.  PGW states that if the Commission interprets the regulation as requiring something more than its current meter interrogation reading via the use of an AMR, PGW requests a waiver of this requirement because the costs of imposing such an additional requirement would be substantial without any benefit.



We note that PGW’s use of the term “direct interrogation” is important in light of the amendment made in 1998 to the definition of “Remote reading device” at section 56.2 of the Chapter 56 regulations.  The revised definition excludes “devices that permit direct interrogation of the meter”.  There is some question as to whether PGW’s meters are “direct interrogation”.  We note that if in fact PGW’s meters are indeed “direct interrogation” then we would not be opposed to considering PGW’s AMR readings as actual readings.  However, we believe that such a determination should be the subject of a separate petition.  The FOI Petition before us today does not provide sufficient detail on the technology to support a finding that PGW’s AMRs obtain a direct interrogation of the meter.  Therefore, we recommend that PGW file a separate petition, with notice to interested parties, that seeks the declaration or waiver of Commission regulations as requested herein.


There are several concerns with PGW’s FOI regarding meter reading.  One  is the fact PGW’s FOI does not address the problem of PGW’s over 3,000 customer accounts that have inside meters but do not have AMRs.  PGW has admitted that these meters have not been read in 4-5 years and the Company has made no attempt to read these meters.  Another concern is that PGW has thousands of AMRs that do not register because their batteries have gone bad.  PGW has estimated that 500 or more of these batteries fail on a monthly basis.  The Company has not adequately demonstrated that they are capable of spotting and repairing these non-registering meters.      


The issues of customers that have inside meters but do not have AMRs as well as the problem of bad batteries are matters that should be addressed by the Law Bureau’s investigation and therefore we will defer our recommendation until that investigation is completed.  

Restructuring Surcharge


The FOI Settlement required PGW to file its proposed Restructuring Surcharge for fiscal 2003-2004 as part of its FOI Report and Plan.  According to the Restructuring Cost Stipulation, the Restructuring Surcharge shall be calculated to include: (a) actual costs already incurred; and (b) projected costs where PGW has concrete plans to incur those costs during the year.  Only those costs associated with Chapter 56/59 Obligations and other restructuring-related costs are eligible for Restructuring Surcharge recovery.  The Company projects its Restructuring Surcharge for 2003-2004 will be $4.1 million or $0.067504/Mcf and will be subject to review and reconciliation during next year’s 1307(f) proceeding.  PGW notes that no party has challenged the costs claimed for inclusion in PGW’s Restructuring Surcharge.


We will adopt PGW’s Restructuring Surcharge that is included in its FOI Plan.

Conclusion



PGW contends that its FOI Plan will create efficiency benefits and productivity gains that will save the Company and its customers millions of dollars in annual costs over the long term with the same or lower one-time implementation costs as those required from alternative approaches.  PGW calculates that the annual cost of complying with Chapter 59/56 Obligations using its “Integrated/Pragmatic” approach will be less than $600,000 per year, compared to the cost of the “bolt on approach” of $8.6 million on an annual basis.  Furthermore, PGW’s “pragmatic” approach to achieving compliance which assumes a 20 year meter test schedule (for Class A meters) and diligent effort to achieve 100% compliance with these Commission requirements but no “dig-up” terminations, will permit the Company to save another $40 million.  PGW notes that its analysis which provided these savings was not challenged by any of the parties to the Restructuring Proceeding.    


For the foregoing reasons, we will accept in part and deny in part portions of PGW’s Petition for Approval of Field Operations Initiative Implementation Plan and Restructuring Surcharge consistent with this Opinion and Order; THEREFORE,
IT IS ORDERED:  


1.  That PGW’s proposed 20 year replacement/testing of Class A meters be accepted on an experimental basis for a three year period beginning September 1, 2004, through August 31, 2007, and that during the three year period PGW shall gather the statistical data required by Commission regulations and report back to the Commission with its findings by November 1, 2007.  PGW’s data would then be evaluated to determine if the 20 year replacement/testing period is acceptable or if PGW’s proposal should be modified. 


2.    That PGW’s waiver of section 59.21(c)(5) be granted with the understanding that PGW shall continue to compile and report the data required by regulation so that the Commission and the parties to the Restructuring Proceeding can monitor the effect of such a waiver to ensure there is no harm to PGW customers.


3.  That PGW’s proposed target date of year 3 for implementing its 20 year meter testing/replacement program be modified to be implemented on September 1, 2004.  In addition, PGW shall retain discarded meters for a minimum of 3 months so that a discarded meter may be tested if necessary.  In situations where a billing or metering complaint is pending or the Company plans to back bill an account the meter should be retained beyond the 90 day period.



4.  That the portion of PGW’s FOI plan that relate to meter reading issues,  be deferred until the conclusion of the Law Bureau’s investigation at Docket No.
 F-01002802.  However, the issue of whether PGW’s AMR permits direct interrogation of the meter must be decided in a separate proceeding to be initiated by the filing of a petition by PGW.







BY THE COMMISSION,
James J. McNulty








Secretary

SEAL

ORDER ADOPTED:  September 5, 2003
ORDER ENTERED:  September 8, 2003
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