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OPINION AND ORDER

BY THE COMMISSION:

Before the Commission for consideration are the Petitions for approval of the Long-Term Infrastructure Improvement Plan (LTIIP), and the Distribution System Improvement Charge (DSIC) of Equitable Gas Company, LLC (Equitable or Company).  



HISTORY OF THE PROCEEDING

	Equitable is a corporation organized and existing under the laws of the Commonwealth of Pennsylvania.  Equitable is a natural gas distribution company (NGDC) in the business of purchasing, selling and distributing natural gas to retail customers within the Commonwealth, and is therefore a “public utility” within the meaning of Section 102 of the Public Utility Code, 66 Pa. C.S. §§ 102, subject to the regulatory jurisdiction of the Commission.  Equitable’s distribution system encompasses approximately 3,506 miles of distribution pipeline servicing more than 260,000 residential, commercial and industrial customers.  Equitable also operates gathering assets totaling 843 miles of pipeline.  Its service area encompasses the City of Pittsburgh as well as adjacent territories in Allegheny, Armstrong, Butler, Clarion, Fayette, Greene, Indiana, Jefferson, Washington and Westmoreland Counties in Southwestern Pennsylvania.  

The LTIIP was filed on January 11, 2013, with copies being served upon the statutory advocates in accordance with Implementation of Act 11 of 2012, Docket No. M‑2012‑2293695 (August 2, 2012) (Final Implementation Order).  The DSIC was filed on January 29, 2013.  Equitable’s DSIC Petition includes proposed Supplement No. 95 to Tariff Gas – Pa. P.U.C. No. 22 to introduce the DSIC Rider into the Company’s tariff with an effective date of April 1, 2013.  The filing was made pursuant to 66 Pa. C.S. § 1353 and the Final Implementation Order.    

The OCA filed comments pertaining to the LTIIP on January 31, 2013, but did not initially request hearings.  On February 19, 2013 OCA filed a Notice of Intervention and Public Statement, a Formal Complaint (Docket No. C‑2013‑2348777), and an Answer to Equitable’s DSIC Petition.  In its Answer to Equitable’s DSIC petition, OCA states that the Commission should deny Equitable’s Petition as filed, reject the proposed Tariff Supplement No. 95 to Tariff Gas – Pa. P.U.C. No. 22, and refer the matter to the Commission’s Office of Administrative Law Judge (OALJ) for a full hearing and investigation pursuant to OCA’s complaint.

On February 19, 2013 the Pennsylvania Independent Oil & Gas Association (PIOGA) filed a Petition to Intervene in Equitable’s DSIC proceeding.  PIOGA did not dispute any elements of Equitable’s DSIC.

On February 19, 2013 the OSBA filed a Notice of Intervention, Public Statement, and an Answer to Equitable’s DSIC Petition.  OSBA requested hearings and such relief as may be necessary or appropriate.  In its Answer, OSBA did not allege that any particular provision or relief requested by Equitable should be denied.

On March 4, 2013, Equitable filed reply comments in response to the OCA’s formal complaint and comments on Equitable’s DSIC petition.

On April 29, 2013, the United States Steel Corporation (U.S. Steel) filed a Petition to Intervene in the Equitable DSIC case.  However, we note that on June 3, 2013, U.S. Steel subsequently filed a Petition to Withdraw the Petition to Intervene.  No party responded to the Petition to Withdraw, thus, we shall grant it.

No objections or comments were received from federal, state or local governmental agencies.

BACKGROUND

On February 14, 2012, Governor Corbett signed into law Act 11 of 2012, (Act 11),[footnoteRef:1] which amends Chapters 3, 13 and 33 of Title 66.  Act 11, inter alia, provides jurisdictional water and wastewater utilities, electric distribution companies (EDCs), and natural gas distribution companies (NGDCs) or a city natural gas distribution operation with the ability to implement a DSIC to recover reasonable and prudent costs incurred to repair, improve or replace certain eligible distribution property that is part of the utility’s distribution system.  The eligible property for the utilities is defined in 66 Pa. C.S. §1351.  Act 11 states that as a precondition to the implementation of a DSIC, a utility must file a LTIIP with the Commission that is consistent with 66 Pa. C.S. §1352.   [1:   http://www.legis.state.pa.us/WU01/LI/LI/US/HTM/2012/0/0095..HTM.] 


On April 5, 2012, the Commission held a working group meeting for discussion and feedback from stakeholders regarding its implementation of Act 11.  On May 10, 2012, the Commission issued a Tentative Implementation Order addressing and incorporating input from the stakeholder meeting.  Stakeholders filed comments to the Tentative Implementation Order on June 6, 2012.  On August 2, 2012, the Commission issued the Final Implementation Order, at Docket No. M‑2012‑2293695, establishing procedures and guidelines necessary to implement Act 11.

EQUITABLE’s LTIIP PETITION

Equitable’s Petition

Before the Commission for consideration is the Petition for approval of Equitable’s LTIIP, filed on January 11, 2013.  Act 11 states that as a precondition to the implementation of a DSIC, a utility must file a LTIIP with the Commission that is consistent with 66 Pa. C.S. §1352.

Equitable’s LTIIP is a five year plan.  Equitable states that as its system evolved, it has put into service different types of pipe material.  Initially, cast iron, wrought iron and bare steel were materials used for distribution mainline and historically comprised much of Equitable's distribution system.  Further, Equitable stated that prior to 2012 it focused its capital investment on leak reduction in compliance with industry experience and practice.  This led to significant replacement efforts on bare steel mainline such that forty-four miles of bare steel mainline was replaced between 2009 and 2011.

Equitable averred that it utilized the results of its ongoing DIMP analysis as a basis to prioritize distribution mainline replacement work under its LTIIP.  Based on that analysis, Equitable shifted its focus for 2012 mainline replacement projects from bare steel mainlines to cast iron mainlines, with an emphasis on small diameter cast iron.

Equitable currently operates approximately 41 miles of cast iron distribution mainlines.  In 2012, Equitable began to accelerate the replacement of small diameter cast iron and is proposing to accelerate capital investment in its LTIIP that will remove all such pipe from its distribution system by 2017.  During the same time period, Equitable intends to accelerate the replacement of larger diameter cast iron distribution mainline.  In planning its cast iron replacement strategy, Equitable states that it will consider replacement of other facilities within the vicinity of cast iron mains, as it did for the now completed 2012 cast iron projects.  To help facilitate this strategy, Equitable has implemented a detailed customer outreach program to assist in educating customers on the status and location of ongoing cast iron replacement projects.  Equitable will also replace bare steel gathering mainline under this LTIIP.  Such replacement will be made in conjunction with Equitable's Unaccounted for Gas (UFG) reduction program.

This LTIIP will allow Equitable to replace all small diameter (<12 in.) cast iron distribution mains (9.8 miles), 11.4 miles of large diameter (>12 in.) cast iron distribution mains, 49.7 miles of bare steel and wrought iron distribution mains and 28.7 miles of bare steel and wrought iron gathering mains.  For the calendar year 2013, Equitable plans to accelerate mainline capital spending to $23.7 million to replace relatively higher DIMP rated risk distribution mainline in Pennsylvania.  This represents a 27% increase in mainline replacement capital spending rate as compared with the 5 year average from 2008 - 2012.  Equitable intends to maintain this increased investment level for the entire five year period of the LTIIP.

Equitable’s LTIIP addressed the eight elements as required in the Final Implementation Order of Act 11 and proposed rulemaking of March 14, 2013 as discussed below.

(1) TYPES AND AGE OF ELIGIBLE PROPERTY

Equitable’s Petition

Equitable states that historically it has focused its capital investment on leak reduction in compliance with industry experience and practice.  Thus, Equitable’s LTIIP focused on the replacement of relatively higher-risk (as determined under the DIMP) and aging distribution mainline (comprised of small and larger diameter cast iron, bare steel, and wrought iron pipes) and Company-owned service lines.  Eligible property also includes bare steel and wrought iron gathering pipes.  Further, Equitable installs and replaces other eligible property such as valves, excess flow valves, risers, district regulators, service regulators, meters, and meter bars.

Equitable’s natural gas distribution system encompasses approximately 3,506 miles of distribution pipeline.  Equitable also operates gathering assets totaling 843 miles of pipeline.  The majority of this eligible property predates 1940, and all of it predates 1980.  Equitable asserts that all of the facilities identified constitute DSIC-eligible property under Act 11.  Table1 below shows a summary of the miles of DSIC-eligible distribution mainline property and the number of eligible company-owned distribution service lines by type.


Table 1: DSIC-Eligible Distribution Mainline and Service Lines.
	Eligible Distribution Mainline
	Eligible Distribution Service Lines

	Type
	Size
	Miles
	Type
	No. of Service Lines

	Cast Iron
	<12”
	9.8
	Bare Steel Service Lines
	14,993

	
	>= 12”
	31.4
	Copper Service Lines
	4,315

	Cast Iron Total
	
	41.2
	Total Eligible Service Lines
	19,308

	Bare Steel
	<12”
	643.2
	
	

	
	>= 12”
	69.1
	
	

	Bare Steel Total
	
	712.3
	
	

	Wrought Iron
	<12”
	56.6
	
	

	
	>= 12”
	3.9
	
	

	Bare Wrought Total
	
	60.5
	
	

	Bare Steel-Wrought Total
	
	772.8
	
	

	Total Eligible Dist. Mainline
	
	814.0
	
	


	
Equitable has a total of 814 miles of eligible distribution mainline, 508 miles of eligible gathering mainline and 19,308 service lines.  Approximately 60% of the mainline predates 1940, 28% was installed between 1940 and 1959, and the remaining 12% was installed between 1960 and 1979.

Equitable states that it will replace meters as part of its replacement plan and that its meter replacement strategy consists of using a statistical sampling program as approved by the PUC to ensure the safe and effective evaluation of all meters in service (all meter sizes/classes) to determine meter replacement.  It states further that it will evaluate relocation of inside meter sets on an individual basis throughout the course of normal operations.

Comments

In its Comments, OCA commends Equitable for its efforts in providing a significant level of detail in the LTIIP.  OCA further states that certain additional information may be needed to properly evaluate whether Equitable’s LTIIP meets all the requirements of Act 11 and the Final Implementation Order.  OCA submits that Equitable should specify what type of meters will be targeted and also whether the Company plans to accelerate relocation of inside meters to outside, if needed.

Resolution

In response to OCA’s concerns regarding meter replacement/relocation, Equitable explains that it does not plan to target any specific meter types for accelerated replacement.  It replaces meters using a statistical sampling program as approved by the PUC to ensure the safe and effective evaluation of all meters in service (all meter sizes/classes).  Further Equitable states that this meter replacement strategy will continue to be in effect during the term of the LTIIP and is not altered by implementation of this LTIIP.  Meters will be replaced as required by the statistical sampling program or as otherwise needed based on individual customer or company requirements.

Furthermore, Equitable states that it evaluates the replacement of inside meter sets on an individual basis throughout the course of normal operations and will continue to do so throughout the term of this LTIIP in conjunction with its accelerated pipeline replacement projects.  66 Pa. C.S. § 1351(2)(viii) identifies meters as “DSIC-eligible property.”  Therefore, based on Equitable’s response to OCA’s concern on meter relocation, if relocations are made, we deem it adequate to approve such meters as DSIC-eligible property.

Upon review of Equitable’s LTIIP and all supplemental information filed, the Commission finds that the types and ages of eligible property requirements of element one of the Final Implementation Order have been fulfilled.  The Commission acknowledges the level of detail contained within the LTIIP for item one conforms to Commission requirements and is presented in a manner that allows for complete and efficient review of, and reference to, these materials.

(2) SCHEDULE FOR PLANNED REPAIR AND REPLACEMENT OF 
 ELIGIBLE PROPERTY.

Equitable’s Petition

Equitable states that it has identified small diameter cast iron as the highest priority material in its 2011 DIMP.  Equitable's LTIIP focuses on accelerating the removal of small diameter cast iron from its distribution system.  Equitable states that it began to direct additional capital to small diameter cast iron in 2012, moving from approximately a forty-year replacement cycle to a five year replacement cycle.  Based upon the continued acceleration plan described in its plan, Equitable will remove all small diameter cast iron by 2017.  Also, Equitable will continue to perform frost patrol monitoring and maintenance programs until all cast iron is replaced.

Equitable has also identified large diameter cast iron as a higher priority material in its ongoing DIMP analysis.  While this LTIIP primarily focuses on accelerating the removal of relatively higher DIMP rated risk small diameter cast iron, Equitable will also continue to focus capital dollars on removing large diameter cast iron. As Equitable completes small diameter cast iron replacements, it will reallocate budget funds to large diameter cast iron projects in order to maintain the acceleration of cast iron mainline replacement.  Throughout the period of this LTIIP, Equitable plans to increase its annual investment in large diameter cast iron by approximately $9.5 million.  Under this accelerated plan, Equitable's large diameter cast iron will be replaced in approximately nine years.

Equitable has identified bare steel and wrought iron mainlines as a lower priority than other mainlines, in its ongoing DIMP analysis.  Although a larger proportion of capital will be allocated to relatively higher DIMP rated risk cast iron assets, Equitable will continue to replace bare steel and wrought iron assets as dictated by the ongoing DIMP or to optimize cost efficiencies.  Company-owned service line replacement will continue to be performed in conjunction with bare steel and wrought iron mainline replacement projects.

Table 2: Expected Capital Expenditures & Ending Balance of Mains by Year under this LTIIP.
	Small Diameter Cast Iron (<12 in.)

	
	2012
	2013
	2014
	2015
	2016
	2017

	Capital Investment ($000’s)
	$6,200
	$4,571
	$2,800
	$2,846
	$1,006
	$-

	Mileage Balance (Miles)
	9.8
	6.0
	3.4
	0.9
	0.0
	0.0

	


	Large Diameter Cast Iron (>=12 in.)

	
	2012
	2013
	2014
	2015
	2016
	2017

	Capital Investment ($000’s)
	$1,000
	$1,900
	$5,083
	$2,363
	$8,591
	$10,500

	Mileage Balance (Miles)
	31.4
	30.6
	28.6
	27.6
	24.2
	20.0

	

	Bare Steel & Wrought Iron

	
	2012
	2013
	2014
	2015
	2016
	2017

	Capital Investment ($000’s)
	$7,120
	$17,253
	$15,842
	$18,516
	$14,127
	$13,225

	Mileage Balance (Miles)
	772.8
	761.5
	751.6
	739.3
	730.8
	723.1



Comments

In its Comments, OCA called for Equitable to provide the Commission with the results of the risk assessments for mains and services and/or any applicable program reports, particularly the parameters Equitable selected when it conducted its analysis, leak histories, and other scoring systems considered by its engineering department.  OCA also requested that Equitable provide any outside reports from third-party consultants or engineers regarding its distribution system capital replacement or expansion that support the approach chosen for its replacement program.

OCA further requested that Equitable provide leak histories for the projects identified for replacement in 2013 and basic performance information for Equitable’s system, such as leak rates per 1,000 services by material type or leaks per mile of main by pipe material type, and a breakdown of the LTIIP projects showing pipe materials grouped by diameter.

Resolution

In response to OCA’s request, Equitable stated that it utilizes the nationally recognized Incident Cause Analysis Method/Data (ICAM/D) software package from PI Confluence for both documentation of processes and risk analysis and ranking.  According to Equitable, factors such as pipe material, diameter, age, type of leak, pressure, proximity to dwelling and ground cover are all considered in the overall risk analysis.  Equitable also reviews leak repair data from distribution mains and service lines annually.  Equitable provided the results of its 2011 ICAM/D DIMP risk assessment which identify the pipeline facilities by materials that have higher risk based on known threats in conjunction with the risk algorithm.  Also according to Equitable this risk assessment methodology considers diameter, paving type, material and leak history.  

Equitable states that it does not use third party consultants or engineers to perform its risk assessment.

Equitable also provided information on leak rates per 1,000 services by material type or leaks per mile of main by pipe material type.  A summary of leak history for those projects specifically identified by Equitable, to be performed in 2013 shows  that there are 73 active class-2 leaks to be repaired while 235 class-2 leaks have already been repaired.  Most of the leaks (69 active and 205 repaired) are in Bare Steel and Wrought Iron mainline.

To the extent that Equitable has relied on its current DIMP, prepared pursuant to 49 CFR § 192.9507, in developing its LTIIP, Commission review at this docket of Equitable DIMP is limited to a determination of consistency between the LTIIP and the DIMP.  With this Order, the Commission makes no determination as to the adequacy of Equitable’s DIMP.

Upon review of Equitable’s LTIIP and all supplemental information and explanations filed, the Commission finds that the requirements of element two of the Final Implementation Order of Act 11, schedule for planned repair and replacement of eligible property, has been fulfilled.

(3)	LOCATION OF ELIGIBLE PROPERTY

Equitable’s Petition
As stated earlier, Equitable’s service area encompasses the City of Pittsburgh as well as adjacent territories in Allegheny, Armstrong, Butler, Clarion, Fayette, Greene, Indiana, Jefferson, Washington and Westmoreland Counties in Southwestern Pennsylvania.  The majority of Equitable's DSIC eligible distribution mainline is located within Allegheny County.  Other eligible distribution assets are within Washington, Greene and Armstrong Counties.  Table 3 below provides the breakdown of eligible distribution property miles by County:

Table 3:  Eligible Distribution & Gathering Property Miles by County
	Eligible Distribution Property by County (Miles)

	Description
	Allegheny
	Washington
	Greene
	Armstrong
	Other
	Total

	Small Cast Iron (<12”)
	9.8
	-
	
	
	
	9.8

	Large Cast Iron (>=12”)
	31.4
	-
	
	
	
	31.4

	Bare Steel & Wrought
	667.0
	57.2
	26.1
	15.6
	6.9
	772.8

	Total
	708.2
	57.2
	26.1
	15.6
	6.9
	814.0

	

	Eligible Gathering Property by County (Miles)

	Description
	Clarion
	Westmoreland
	Indiana
	Armstrong
	Others
	Total

	Bare Steel & Wrought 
	43.7
	62.1
	27.6
	357.8
	16.7
	507.9


The majority of eligible gathering property is located within Armstrong County.  Other eligible gathering assets are within Westmoreland, Clarion, and Indiana Counties.

Comments

No comments were received regarding the location of eligible property.

Resolution

Upon review of the LTIIP, the Commission finds that the location of eligible property requirement of the Final Implementation Order of Act 11 has been fulfilled.

(4) REASONABLE ESTIMATES OF THE QUANTITY OF PROPERTY TO BE IMPROVED.

Equitable’s Petition

Equitable has specifically identified approximately 814 miles of distribution mainline, 19,308 service lines, and 508 miles of gathering mainline as eligible property for replacement.  Equitable estimates the following quantities of eligible property are expected to be improved or replaced through calendar year 2017: all (i.e. 9.8 miles) small diameter cast iron distribution mainline; 11.4 miles of large diameter cast iron distribution mainline; 49.7 miles of bare steel and wrought iron distribution mainline; and 28.7 miles of bare steel and wrought iron gathering mainline.

The following table summarizes Equitable’s forecasted replacement schedule (miles) by material and diameter for each year of the LTIIP:

	Material/Diameter
	2013
	2014
	2015
	2016
	2017


	Small Diameter Cast Iron
	3.8
	2.6
	2.5
	0.9
	0.0

	Large Diameter Cast Iron
	0.8
	2.0
	1.0
	3.4
	4.2

	Small Diameter Bare Steel & Wrought Iron
	9.0

	7.6
	10.0
	6.2
	5.4

	Large Diameter Bare Steel & Wrought Iron
	2.3

	2.3
	2.3
	2.3
	2.3

	Gathering
	5.7
	5.8
	5.7
	5.7
	5.8

	
Total (Miles)
	
21.6
	
20.3
	
21.5
	
18.5
	
17.7



Equitable states that it will replace meters as part of its replacement plan and that it uses a statistical sampling program to determine meter replacement.  It states further that it will evaluate relocation of inside meter sets on an individual basis throughout the course of normal operations.

Comments

No comments were received regarding the quantity of property to be improved.


Resolution

Upon review of the LTIIP, the Commission finds that the reasonable estimates of the quantity of property to be improved requirement of the Final Implementation Order of Act 11, has been fulfilled.






(5)	PROJECTED ANNUAL EXPENDITURES AND MEASURES TO ENSURE THAT THE PLAN IS COST EFFECTIVE.

Equitable’s Petition

Equitable states that its capital expenditures and mainline replacements are planned to a detailed level on an annual basis for the forthcoming year.  For the calendar year 2013, Equitable plans to accelerate mainline capital spending to $23.7 million to replace relatively higher DIMP rated risk distribution mainline in Pennsylvania.  This represents a 27% increase in mainline replacement capital investment as compared with the 5 year average from 2008 - 2012.  Equitable intends to maintain this increased investment level for the entirety of the five year period of the LTIIP.

Regarding measures that it will implement to ensure that its infrastructure improvement expenditures are cost effective, Equitable states that its replacement planning and implementation process maximizes efficiencies and minimizes costs by replacing large segments of pipe in areas where cast iron and bare steel are interconnected.  Equitable assigns supervisors and construction inspectors to each project area.  Each project is reviewed prior to the start of work to determine the best location of the new piping to ensure cost effectiveness.  Photo documentation is completed for each project to minimize unnecessary cost related to claims.  Look-back analyses are conducted at the completion of each project to review actual versus estimated cost in order to continuously monitor spending.

Equitable utilizes the ICAM/D risk analysis methodology to risk-rank pipe materials, as well as a main replacement algorithm based on leak history to select individual pipe segments for replacement.  This process results in identifying relatively higher DIMP rated risk replacement segments within a specific geographic area (i.e. neighborhood).  In this way, mainline replacement projects can be packaged and implemented in each neighborhood, making the projects more cost effective while minimizing the impact on local communities.  These projects are identified by the primary material they are designed to address.  However, many of the mainline replacement projects undertaken will include the removal of materials from multiple categories.  This, according to Equitable, is done to optimize cost efficiencies associated with removing adjacent sections of relatively higher risk pipe as well as to minimize impacts to local communities.

According to Equitable, restoration costs associated with mainline replacement projects can represent upwards of 30% - 35% of total project costs.  Equitable increases efficiencies and minimizes customer impacts by coordinating projects with work being conducted by state and local municipalities.  In addition, Equitable has commenced a pilot program focused on coordination with other local utilities to reduce restoration costs and minimize customer impacts.  Equitable has begun planning potential projects with Pennsylvania American Water.  The companies have begun the planning process, holding initial meetings and exchanging planned project information to identify opportunities for coordinated replacements.  These tactics result in an efficient use of resources and minimized customer impacts.

Further, Equitable also ensures cost effectiveness through the practice of commonly accepted procurement strategies.  Equitable leverages an experienced procurement department to conduct competitive bidding for its replacement projects.  The bidding process requires multiple bids be received via a formal request for quote (RFQ) process prior to any contracts being awarded.  Equitable uses standard terms and conditions to ensure consistency in performance and safety standards, for its vendors.  In addition, Equitable negotiates long-term fixed-price contracts to lock in costs for smaller jobs.


Comments

In its comment, OCA expressed concern at Equitable’s replacement approach.  OCA submits that Equitable seems to be applying a blended approach to its pipe replacement plans by combining a “neighborhood” or geographic approach to area replacement of target materials while also pursuing more troublesome segments.  OCA questions whether it would be more cost effective to accelerate replacement of the worst performing segments in an area rather than all the mains in a given area of a particular type regardless of actual leak performance in the field.  OCA submits that Equitable should provide further detail and analysis supporting its blended approach replacement strategy.  Additionally, OCA notes that Equitable indicated that it will also replace other facilities, like bare steel and Company-owned service lines, within the vicinity of cast iron mains.  OCA submits that Equitable should provide a description of the risk assessment test it applies to adjacent “prone to fail” facilities to determine that their replacement is cost effective.

Resolution

In response to OCA’s concerns relating to its blended approach replacement strategy, Equitable explains that it has most recently applied its geographic replacement approach to its accelerated cast iron program initiated in 2012.  Once target areas containing cast iron pipe are selected, Equitable’s Construction and Engineering departments perform an analysis of bare steel and wrought iron main that is adjoining or adjacent to the cast iron sections based upon leak history.  High priority sections of bare steel and wrought iron identified via this analysis are included within the replacement plan.  In addition, lower risk pipe segments may be included within the project if contained within the restoration area.  Equitable affirms that it has performed detailed analysis to determine the cost savings related to the above approach.  However, as this information is sensitive for competitive purposes it cannot be shared in specific detail here.  Equitable states that it identified how this is a cost saving approach based on experience gained from cast iron projects performed in 2012.  For instance, in a 1500-foot construction project, Equitable was able to reduce total construction costs by approximately 18% by consolidating three 500-foot projects into one larger project and thereby leveraging economies of scale to acquire more efficient pricing.

Equitable believes that this strategy reduces restoration, contractor mobilization (move-in, move-out) and tie-in costs associated with these projects.  Furthermore, a replacement strategy solely based upon risk ranking can lead to repeated intrusions into neighborhoods, causing significant disruptions to Equitable’s customers.  The geographic replacement strategy significantly reduces negative externalities to local communities where replacement projects are undertaken.  Equitable recognizes that there are certain segments of mainline outside of these targeted neighborhoods that require immediate replacing.  Equitable prioritizes and replaces these specific segments separately.  By using both methods, Equitable leverages the economic and community advantages of the geographic approach while focusing on replacing specific trouble areas throughout the distribution system.  Using the blended approach allows Equitable to maintain system reliability while maximizing economies of scale and community involvement.

Regarding the risk assessment test it applies to adjacent facilities to determine that replacement is cost effective, Equitable explains that it assesses the risk profile of adjoining or adjacent bare steel and wrought iron pipe by evaluating leak history.  Pipe segments are ranked based upon their propensity for leaks (analysis includes both active and repaired leaks).  Higher scoring pipe segments are included within the project to maximize cost efficiencies obtained by minimizing restoration, contractor mobilization (move-in, move-out) and tie-in costs associated with these projects.

Upon review of Equitable’s LTIIP and all supplemental information and explanations filed, the Commission finds that the requirements of element five of the Final Implementation Order of Act 11, projected annual expenditures and measures to ensure that the plan is cost effective, has been fulfilled.

6)	ACCELERATED REPLACEMENT AND MAINTAINING SAFE AND   RELIABLE SERVICE.

Equitable’s Petition

	The Commission’s Final Implementation Order noted that utilities should reflect and maintain acceleration of infrastructure replacement.  Utilities that have already taken substantial steps towards increasing capital investment to address the issue of aging infrastructure needed to reflect in their LTIIP how the DSIC will maintain or augment acceleration of infrastructure replacement and prudent capital investment.

	Equitable states that it has continuously invested in its distribution and gathering assets to ensure safety and continuity of service and intends to accelerate the replacement of its aging infrastructure in the near future consistent with its acceleration plan.  The Company states that it has already taken steps in recent years towards increasing prudent capital investment to address its aging infrastructure and will further accelerate replacement in the coming years.  Equitable believes that with the measures it has in place, its LTIIP will ensure and maintain adequate, efficient, safe, reliable, and reasonable service.  Equitable explains that in accordance with the DIMP, it annually performs analyses to understand where improvements through additional and accelerated measures are warranted.  Equitable attempts to identify the relatively highest DIMP rated risk mainline segments and prioritize those segments for replacements.

	In addition to the DIMP, Equitable continuously monitors operational performance via key performance metrics such as incoming class two leak trends and outstanding class two leaks by age.  Metrics are reviewed on a monthly basis throughout the organization.  In conjunction with the monthly operational metrics, Equitable uses several strategies and techniques to ensure safety and reliability on mainline replacement projects.

	According to Equitable, prior to the development of the 2011 DIMP, it focused its distribution mainline replacement program on bare steel and wrought iron assets due to their higher propensity for leaks.  Consequently, Equitable has seen significant reduction in its outstanding leak balance.  Equitable currently experiences 1.35 class two leaks per mile on bare steel and 0.54 leaks per mile on cast iron pipe.  From 2004 to 2012, Equitable lowered its outstanding leak balance by 138%, primarily due to the replacement of bare steel and wrought iron assets.  Equitable states that based on the results of the DIMP risk ranking, it chose to accelerate its cast iron mainline replacement in 2012, specifically with regards to its small diameter cast iron mains.  As mentioned previously, under the terms of this LTIIP, Equitable will accelerate its small diameter cast iron replacement to five years and its large diameter cast iron to nine years.

	Equitable began implementation of a gathering system UFG reduction program in 2008.  This UFG reduction program, according to Equitable has resulted in the accelerated repair, replacement or abandonment of portions of Equitable's gathering system.  The primary UFG reduction initiative has resulted in the abandonment of approximately 105,000 feet of gathering pipeline.  As of 2012, Equitable has reduced gathering system UFG by 1.2 MMDTH (400%).  Based upon 2012 prices, this equates to $3.6 million per year in customer gas cost savings.  For the calendar year 2013, Equitable plans to accelerate mainline capital spending to $23.7 million to replace relatively higher DIMP rated risk distribution mainline in Pennsylvania.  This represents a 27% increase in mainline replacement capital spend as compared with the 5 year average from 2008 - 2012.

Comments

	In its comments, OCA queries that if one of the goals of the plan is to increase system pressure and thereby adding capacity, Equitable should specify by what amount capacity will increase or how the additional capacity will be used and useful in the provision of utility service.  OCA therefore, suggested that Equitable provide a breakdown of its LTIIP projects to show pipe diameter of the current and replacement pipe so that increased capacity can be evaluated.

	OCA also indicated that on a going-forward basis, for each main project that increases system pressure or is not a ‘like-for-like” pipe diameter replacement, the Commission should have Equitable provide the results of system network analysis before and after the segment installation to confirm that the project(s) is DSIC-eligible.

Resolution

	In response to OCA’s suggestion that Equitable	provide a breakdown of its LTIIP projects to show pipe diameter of the current and replacement pipe so that increased capacity can be evaluated, Equitable provided a table detailing the LTIIP projects it plans to execute in 2013.  Each pipeline project shows the quantities by pipe size to be retired and installed respectively.  Equitable states that it does not currently pursue a strategy of upgrading capacity.  Its primary focus is to maintain existing pressure and capacity within the systems it replaces while identifying opportunities to reduce costs.

	In response to OCA’s concern regarding Equitable’s reporting on system network analysis before and after DSIC-eligible projects, the Commission believes that there are sufficient consumer protection mechanisms in place at the Commission to address such concerns.  Section 1356 requires a utility with an approved DSIC to file an Annual Asset Optimization Plan (AAO Plan).  The elements of an AAO Plan include (1) a description of all eligible property repaired, improved and replaced in the preceding 12 months and (2) a detailed description of all facilities to be improved in the upcoming 12 months.  Also, the AAO Plan is expected to demonstrate compliance in meeting the LTIIP and to identify a utility’s near-term construction projects that will be funded by the DSIC, consistent with the LTIIP.  The Commission’s Bureau of Audits also conducts periodic review of DSIC related projects.

	Therefore, the Commission concludes that, while it will not specifically require Equitable to submit results of system analysis network before and after the segment installation to confirm DSIC eligibility of related projects, OCA’s concern will be addressed through the AAO Plan review and through other various Commission reviews of DSIC-related projects.

	Upon review of Equitable’s LTIIP and all supplemental information and explanations filed, the Commission finds that the requirements of element six of the Final Implementation Order of Act 11, manner in which replacement of aging infrastructure will be accelerated and how repair, improvement or replacement will maintain safe and reliable service, have been fulfilled.

(7)	WORKFORCE MANAGEMENT AND TRAINING PROGRAM
	
Equitable’s Petition


	Equitable’s workforce is comprised of both employees who work directly for Equitable, and the workers who are hired by contractors of Equitable.  Equitable indicated that it has placed significant emphasis on developing tools and resources to create a highly trained and qualified workforce because it believes highly trained employees work more safely and provide better and higher quality customer service.

	Equitable uses several methods to train employees.  Both classroom and hands on field training are used to educate employees on the appropriate methods to perform required tasks.  Equitable continuously monitors employee performance to identify areas where improvement or additional education may be required.  Trainers employed by Equitable are selected from within the field operations group.  Consequently, trainers have first-hand experience in live gas situations and knowledge of Equitable's system.  Equitable leverages an appropriate mix of experienced, qualified instructors and technology to ensure that employees are given the best tools to be successful in live situations.

	On the use of contractors, Equitable avers that it utilizes a procurement/ contract management department which is responsible for managing the contractor selection process.  Standard procurement practices including competitive bidding and requests for proposal ("RFP") are used within the selection process.  While Equitable always strives to minimize cost, strong emphasis is placed on the contractors’ ability to both perform the required work (technical and financial ability to meet terms of agreements, qualification and degree of training of employees) and operate in a safe and responsible manner.  This, according to Equitable is a primary reason that it uses its own internal trainers and training facilities to educate both employees and contractors.

	Equitable outlines specific project requirements within each RFP it issues.  Contractors wishing to bid on a project must provide documentation related to employee qualification/training, safety and operating practices within the RFP, where necessary references will be requested and reviewed.  Only those contractors which meet the safety and operational requirements for the project are awarded contracts.


Comments

No comments were received regarding the workforce management and training program.

Resolution

	As part of the planning for DSIC projects, a utility may experience the need for increased workforce, internal and contractor.  Utilities should be able to identify the projected number of jobs (or full-time equivalents) that are expected to be created through specific replacement projects.  When a utility submits its information on the eligible projects, it should supply the number of anticipated new jobs to be created by those projects.  When the DSIC funds are audited for annual reconciliation, the utility should be able to provide actual numbers for the jobs created due to specific replacement projects.

	Upon review of Equitable’s LTIIP, the Commission finds that the requirements of element seven of the Final Implementation Order of Act 11, a workforce management and training program, have been fulfilled.

(8) DESCRIPTION OF OUTREACH AND COORDINATION ACTIVITIES WITH OTHER UTILITIES, PENNDOT AND LOCAL GOVERNMENTS.

Equitable’s Petition

	Equitable increases efficiencies and minimizes customer impacts by coordinating projects with work being conducted by state and local municipalities.  In addition, Equitable has commenced a pilot program focused on coordination with other local utilities to reduce restoration costs and minimize customer impacts.  Equitable has begun planning potential projects with Pennsylvania American Water.  The companies have begun the planning process, holding initial meetings and exchanging planned project information to identify opportunities for coordinated replacements.  These tactics result in an efficient use of resources and minimized customer impacts.

Comments

	In its comments, OCA acknowledged Equitable’s plans to coordinate replacement activities with state and local municipalities that may be planning sewer, water and paving projects.  However, OCA requests Equitable to coordinate with other local natural gas distribution utilities, given the several overlapping gas distribution mains in the area served by Equitable.  OCA further suggests that Equitable provide further information in this regard to ensure an efficient and cost-effective main replacement program.

Resolution

	In response to OCA, Equitable indicated that it continuously works to minimize both the cost of its construction projects and their impacts on the communities it serves and will coordinate construction activities with other utilities, agencies and local governments.  In addition, Equitable states that it has initiated a pilot program to coordinate with other local utilities like Pennsylvania American Water Company.  Presently, it has not identified any projects where it is possible to work with another natural gas local distribution company.  Furthermore, Equitable states that it will continue to identify opportunities to work with any other utilities or organizations where efficiencies can be obtained through collaboration.

	Upon review of Equitable’s LTIIP and all supplemental information and explanations filed, the Commission finds that the requirements of element eight of the Final Implementation Order of Act 11, a description of a utility’s outreach and coordination activities with other utilities, PennDOT and local governments on planned maintenance/construction projects, have been fulfilled.

LTIIP SUMMARY

	The Commission has reviewed each of the eight required elements of Equitable’s Petition for Approval of its LTIIP individually and has taken into account the comments received on this petition.  

While the Commission’s Final Implementation Order stated, at page 18, that the LTIIP “need only address the specific property eligible for DSIC recovery,” the inclusion of arguably non-DSIC-eligible property does not void the LTIIP application, nor is the inclusion of such property in the LTIIP dispositive of whether the cost of that project will be afforded DSIC recovery.  The issues of eligibility and cost recovery, for all property claimed as DSIC-eligible, are to be addressed and resolved in the subsequent DSIC petition and calculation.  Accordingly, Equitable’s LTIIP is approved.



EQUITABLE’S DISTRIBUTION SYSTEM IMPROVEMENT CHARGE PETITON

Section 1353 requires utilities to file a petition seeking approval of a DSIC that includes the following:

1. An initial tariff that complies with the Model Tariff adopted by the Commission, which includes:
a. A description of eligible property;
b. The effective date of the DSIC;
c. Computation of the DSIC;
d. The method for quarterly updates of the DSIC; and
e. A description of consumer protections.
2. Testimony, affidavits, exhibits, and other supporting evidence demonstrating that the DSIC is in the public interest;
3. A Long Term Infrastructure Improvement Plan (LTIIP) as described in Section 1352, 66 Pa. C.S. § 1352; 
4. Certification that a base rate case has been filed within five years prior to the filing of the DSIC petition; and
5. Other information required by the Commission.

Equitable’s petition addresses each of the elements listed in the statute, as detailed below.

	(1) Tariff Filing

Section 1353 requires utilities to file an initial tariff that complies with the Model Tariff adopted by the Commission.  Equitable’s proposed Supplement No. 95 to Tariff Gas – Pa. P.U.C. No. 22 (Supplement No. 95) closely reflects the language of the Model Tariff.  We shall review each item in turn.
		(a) Eligible Property

Equitable’s Petition

Equitable designates the same property as DSIC-eligible as it included in its LTIIP, including small and large diameter cast iron, bare steel, and wrought iron pipes and Company-owned service lines.  Eligible property also includes valves, excess flow valves, risers, district regulators, service regulators, meters, and meter bars.  Details of Equitable’s DSIC-eligible property are discussed thoroughly in the LTIIP section of this Order.  Eligible property for NGDCs is defined in Section 1352, 66 Pa. C.S. § 1351(2).

Company witness Quinn notes that Equitable modified the Commission’s Model Tariff by including Natural Gas Production and Gathering Plant FERC accounts.  Witness Quinn also notes that Equitable provides service to over 3,000 residential and commercial customers from the field lines that are included in these accounts; the majority of which are unprotected bare steel and wrought iron installed before 1940. 

Comments

The OCA submits concern over Equitable’s proposal to include Natural Gas Production and Gathering Plant FERC accounts as DSIC-eligible property and notes that Equitable proposes to apply the DSIC to its Appalachian Gathering Service class (Rate AGS).  The OCA requests that this should be fully examined by the Commission, as the statute limits DSIC-eligible property to property “that is part of the utility’s distribution system.”  66 Pa. C.S. § 1351.  



Resolution

As noted above, Equitable has modified the Commission’s Model Tariff to include Natural Gas Production and Gathering Plant FERC accounts and the OCA has opined that this plant may not be distribution plant as defined in Act 11.  Because of OCA’s concern that this plant may not qualify as DSIC-eligible property, we shall refer OCA’s question as to whether these accounts are recoverable through the DSIC mechanism to the OALJ for hearing and recommended decision.  

		(b) Effective Date

Equitable’s Petition

Equitable’s proposed Supplement No. 95 has an issued date of January 29, 2013 and an effective date of April 1, 2013.  Company witness John M. Quinn states that, while Equitable used an effective date of April 1, 2013 to illustrate what a quarterly calculation would look like, the Company understands that actual results for the spending for the three months ending one month prior to the effective date of the DSIC will be used to determine the DSIC rate calculation. 

Comments

OCA submits that Equitable should not be permitted to implement its DSIC rate until the issues raised about the recovery of certain costs through the DSIC have been resolved, and it has been determined that the DSIC rate has been calculated in accordance with Act 11 and the Commission’s Final Implementation Order.



Resolution

Given that OCA has raised issues and requested hearings regarding certain elements of Equitable’s DSIC petition, we shall refer those issues to OALJ for hearing and recommended decision.  However, consideration of those issues need not delay implementation of the DSIC mechanism itself.  We shall permit Equitable to implement a DSIC mechanism, pursuant to a tariff filed on a 10-day notice and in compliance with the directives in this Order, but note that the rates charged pursuant to the DSIC surcharge shall be subject to recoupment and refund after final resolution of the issues brought before the OALJ.  Therefore, based on requirements for DSIC quarterly updates, as more fully described below, the Commission directs Equitable to file a tariff no later than September 20, 2013, if Equitable wishes to have an effective date of October 1, 2013.[footnoteRef:2]  In regards to the effective date, the DSIC will become effective for bills rendered on and after October 1, 2013.  Equitable’s tariff must be modified in a tariff filing as directed by the Commission in this Order.   [2:   The quarters are fixed by statute.  If Equitable does not have an effective date of October 1, 2013, the next earliest effective date would be January 1, 2014.] 


(c) Computation of the DSIC

Equitable’s Petition

With Supplement No. 95, Equitable proposes a DSIC of 0.36%, which the Company avers was calculated consistent with the Model Tariff in the Final Implementation Order.  The formula for calculation of the DSIC is as follows:

DSIC	       =	(DSI * PTRR)+Dep+e
    PQR

Where:

DSI            =	Original cost of eligible distribution system improvement projects net of accrued depreciation.
PTRR        =	Pre-tax return rate applicable to DSIC-eligible property.
Dep           =	Depreciation expense related to DSIC-eligible property.
e                =	Amount calculated under the annual reconciliation feature or Commission audit.
PQR          =	Projected quarterly revenues for distribution service (including all applicable clauses and riders) from existing customers plus revenue from any customers which will be acquired by the beginning of the applicable service period.  


Equitable’s calculation (in thousands) is:

DSIC	       =	(4,325,646 * 95.29%)+43,688
  36,728,157

Equitable’s estimated DSIC rate of 0.36% was calculated using projected costs and capital structure that would be suitable for an April 1, 2013 effective date.  Equitable will update this computation ten days before the actual approved effective date of the DSIC rate to reflect the following:  the costs of all DSIC-eligible projects that were placed into service during the three month period ending one month prior to the approved effective date; Equitable’s actual capital structure and cost of long term debt as of one month prior to the effective date; and the Commission-allowed rate of return on equity.  Therefore, for a DSIC effective October 1, 2013, a three-month period of June through August should be used when calculating the appropriate DSIC rate. 

Equitable used a rate of return on equity (ROE) of 10.4% in calculating its DSIC.  Equitable avers that this ROE was based on the Commission’s decision in the fully litigated rate case of PPL Electric Utilities Corporation, at Docket No. R‑2012‑2290597.  Equitable states that when the Commission publishes a ROE to be used for DSIC purposes[footnoteRef:3], it will revise its tariff filing to reflect the allowed ROE.    [3:  The ROE to be used in the DSIC calculation will be that which is calculated by the Commission in its most recent Quarterly Report on the Earnings of Jurisdictional Utilities. ] 


Equitable proposes to use one-fourth of its projected annual distribution revenues to calculate projected quarterly revenues.  The Company has chosen to base its quarterly revenues on one-fourth of its projected annual revenues to better align the fixed nature of the investment that the DSIC will be recovering with the DSIC rate itself.  

Comments

The OCA claims that Equitable’s DSIC calculation is incorrect because the DSIC computation does not reflect the impact of accumulated deferred income taxes (ADIT) associated with DSIC investments made by the Company, which in turn permits Equitable to earn a return on an investment balance that exceeds Equitable’s actual investment, and because the calculation of the state income tax component of the DSIC revenue requirement determination requires further examination to ascertain whether it is consistent with the actual taxes paid doctrine.

OCA states that the DSIC surcharge proposed by Equitable is contrary to the established principles of sound ratemaking and would contribute to bad regulatory policy.  The OCA requests that the Commission reject the proposed surcharge, and that the matter be referred to the OALJ for the development of an evidentiary record.

Resolution

The Commission acknowledges that Equitable’s calculations are merely estimates and will not be the exact numbers used in the final DSIC calculation because:  1) The inputs for eligible plant were based on forecasted, not actual, data for the three months; 2) The current capital structure and cost rates for long-term debt and common equity were as of January 29, 2013, and should be reflective of the capital structure and cost rates as of one month prior to the approved effective date; and 3) The ROE was an estimate based on another utility’s rate case and did not reflect that of the DSIC ROE as determined by the Commission.  

Based on requirements for DSIC quarterly updates, as more fully described below, the Commission directs Equitable to file a DSIC tariff using actual data for eligible property placed into service during the three-month period ending one month prior to the approved effective date of the DSIC.  In addition, the Commission directs Equitable to file a tariff reflecting April 1, July 1, October 1, and January 1 as the effective dates of change.  Subsequently, Equitable must update the dates to which DSIC-eligible plant additions are reflected as December 1 – February 28, March 1 –May 31, June 1 – August 31, and September 1 – November 30.

The cost of equity determinations in the Commission’s Staff Report on Quarterly Earnings of Jurisdictional Utilities (Quarterly Report) are used for DSIC calculations if more than two years have elapsed since a utility’s last fully litigated base rate case.  66 Pa. C.S. § 1357(b)(3).  If, in any quarter, a utility will earn more than the ROE used for the DSIC calculations (which may be the ROE determined in the Staff Quarterly Report), the DSIC will be reset to zero.  66 Pa. C.S. § 1358(b)(3).  Accordingly, the DSIC must remain at zero until such time that the utility, in a subsequent quarter, earns less than the ROE used for the purpose of DSIC calculation.

It is clear that Equitable’s cost of equity used in the calculation of the estimated DSIC does not comply with these regulations.  Equitable used an estimated ROE of 10.4%, which was taken from the recent PPL base rate case at Docket No. R‑2012‑2290597.  Equitable’s ROE of 10.4% was not obtained according to 66 Pa. C.S. § 1357(b)(3).  Therefore, consistent with Section 1357(b)(3), and as would be appropriate for a October 1, 2013 tariff effective date, the current Staff Quarterly Report for the period ending March 31, 2012 (1st Quarter Report) contains appropriate ROE calculations.  The current 1st Quarter Report has a DSIC ROE of 10.1% for gas utilities.  For an October 1, 2013 tariff effective date, Equitable must use an ROE of 10.1% for the calculation of their DSIC.

Furthermore, the Commission directs that, along with its updated capital structure and cost rates filed one month prior to the approved effective date of the tariff, Equitable shall file a comprehensive debt schedule, outlining all outstanding debts and their associated interest rates that were used to calculate the long term debt cost rate figure.

The Model Tariff makes available to utilities two options for calculating projected quarterly revenues:  1) The summation of projected revenues for the applicable three-month period; or 2) One-fourth of projected annual revenues.  In order to maintain a more consistent DSIC rate from quarter to quarter, Equitable chose to use one-fourth of its projected annual distribution revenues as its projected quarterly revenues.  The Model Tariff permits the use of one-fourth of annual revenues and the Final Implementation Order recognized the seasonality of revenue issues.  Therefore, Equitable’s use of one-fourth of its projected annual distribution revenues as its projected quarterly revenues is appropriate.  

OCA opines that Equitable’s DSIC calculation should be adjusted to reflect the impact of ADIT associated with DSIC investments made by the Company; otherwise Equitable will earn a return on an investment balance that exceeds Equitable’s actual investment.  That is, ADIT can be viewed as a source of zero cost capital.  The Commission, in its Implementation Order, has determined that the “adjustment, which was not previously used in the DSIC by the water industry, would add unnecessary complexities to the DSIC and, accordingly, will not be included in the model tariff.” Final Implementation Order, p. 39.  

Additionally, OCA is reviewing the calculation of the state income tax component of the DSIC revenue requirement determination to ensure that ratepayers receive the full benefit of the tax deductions consistent with the actual taxes paid doctrine.  

We will refer OCA’s issues related to the impact of ADIT associated with DSIC investments and the calculation of the state income tax component of the DSIC revenue requirement to the OALJ for further disposition.  To the extent that Equitable may be permitted to implement a DSIC pending the OALJ proceeding and chooses to do so while these matters are pending in the OALJ, the DSIC recovery shall be subject to recoupment and refund after final resolution. 

		(d) Quarterly Updates

Equitable’s Petition
	
A utility’s DSIC is subject to quarterly updates to reflect eligible plant additions placed in service during the three-month period ending one month prior to the effective date of any DSIC update.  Proposed Supplement No. 95 includes a chart of the effective dates of Equitable’s proposed DSIC updates, and the corresponding period for eligible plant additions that will be reflected in each update.  The Company states that once its DSIC is implemented, customers will receive notice of quarterly changes in the DSIC through bill messages, consistent with Act 11 and the Final Implementation Order.  



Comments
 
No comments were filed regarding this aspect.  

Resolution

In accordance with 66 Pa. C.S. § 1358(e)(2), the revenue received under the DSIC for the reconciliation period shall be compared to the utility's eligible costs for that period.  The difference between revenue and costs shall be recouped or refunded, as appropriate, in accordance with section 1307(e), over a one-year period or quarterly period commencing April 1 of each year.  Based on the statute mandating over/under collections be refunded commencing April 1 of each year, the Commission directs any utility filing for a DSIC to schedule the effective dates of their proposed DSIC updates, and the corresponding period for eligible plant additions that will be reflected in each update, to align quarterly with the months of April, July, October, and January.  Equitable has suggested such a schedule in the filing of their proposed Supplement No. 95, and hence, the Commission deems Equitable’s tariff to be compliant with Section 1353 as it pertains to the issue of quarterly updates.  The Commission directs Equitable to file supporting data for each quarterly update with the Commission’s Bureau of Audits in addition to those already listed in the tariff.

		(e) Consumer Protections

Equitable’s Petition

In accordance with the Model Tariff and consistent with Section 1358, Equitable’s proposed Supplement No. 95 also includes the following customer safeguards:

1. A 5.0% cap on the total amount of distribution revenue that can be collected through the DSIC by Equitable as determined on an annualized basis;
2. Annual reconciliations performed by Equitable;
3. Audits conducted by the Commission;
4. Customer notice of any changes in the DSIC;
5. A reset of the DSIC to zero as of the effective date of new base rates that include the DSIC-eligible plant; and
6. Provisions for the charge to be set at zero if, in any quarter, Equitable’s most recent earnings report shows that Equitable is earning a rate of return that exceeds the allowable rate of return used to calculate its fixed costs under the DSIC. 

As a customer safeguard, the Model Tariff states that the DSIC shall be applied equally to all customer classes.  Equitable added to this a provision that specifies that the Company may reduce or eliminate the Rider DSIC to any customer with competitive alternatives or customers having negotiated contracts, which is consistent with the Final Implementation Order.  Equitable has excluded the Rider DSIC charge from tariffs for customers with competitive alternatives and negotiated contracts.  

Comments

No comments were filed regarding this aspect.

Resolution

Equitable’s proposed Supplement No. 95 is consistent with the Model Tariff and complies with the customer safeguards required by 66 Pa. C.S. § 1358.  Additionally, the Company has provided language in its tariff which excludes those customers with competitive alternatives or negotiated contracts that is consistent with the Final Implementation Order.  Prior to such a change going into effect, the Commission must review any future tariff change that would exclude and/or include any customer class.  Therefore, the current language as provided which excludes customers with competitive alternatives or negotiated contracts will be allowed.

	(2) Public Interest Considerations

Equitable’s Petition

According to the Company, implementing the proposed DSIC and allowing proposed tariff Supplement No. 95 to go into effect is in the public interest because the DSIC will ensure that customers continue to receive safe and reliable service in the future as required by Section 1501, 66 Pa. C.S. § 1501.  

Company witness Quinn states Equitable, as demonstrated in its LTIIP, plans to accelerate the repair, improvement, and replacement of portions of its system.  The replacement of aging infrastructure will improve customer safety and the reliability of service for customers in continuation of the public interest and consistent with the requirements of Section 1501, 66 Pa. C.S. § 1501 related to the provision and maintenance of adequate, efficient, safe, reliable and reasonable service.  Equitable's DSIC creates a rate mechanism to recover capitalized costs of eligible property between base rate proceedings and, thus, will facilitate Equitable's compliance with the foregoing regulatory requirements consistent with the purposes of Act 11.  Equitable also believes that the approval of its DSIC will allow the Company to attract lower cost of capital which ultimately will be reflected in rates paid by customers.
  


Comments

No comments were received regarding the supporting evidence that Equitable’s DSIC is in the public interest.  

Resolution

Section 1353 requires testimony, affidavits, exhibits, and other supporting evidence to be submitted demonstrating that the DSIC is in the public interest.  Based on Equitable’s submitted direct testimonies by the Company’s Vice President of Rates and Sales John M. Quinn, as well as exhibits demonstrating how the proposed DSIC supports accelerated infrastructure improvement, the Commission concludes that the DSIC filing is in the public interest and that the Company has met its obligation under Section 1353.

	(3) Long Term Infrastructure Improvement Plan

Section 1353 requires that the utility have an approved Long Term Infrastructure Improvement Plan (LTIIP).  Equitable filed a LTIIP with the Commission on January 11, 2013, which is recommended for approval concurrently with the DSIC. 

	(4) Base Rate Case

Section 1353(b)(4) requires a utility to certify that it has filed a base rate case within the five years prior to the date of its DSIC petition.  Equitable has provided the required certification that its last base rate case, under which Equitable’s current base rates were established, was filed on June 30, 2008.[footnoteRef:4]   [4: Docket No. R-2008-2029325, Final Order entered on February 26, 2009.  ] 


	(5) Other Information Required by the Commission

Section 1354 - Customer Notice

Pursuant to Section 1354, a utility is required to provide customer notice of:  1) Submission of the DSIC petition; 2) Commission’s disposition of the DSIC petition; 3) Any quarterly changes to the DSIC rate; and 4) Any other information required by the Commission.  Equitable has verified that it will provide customer notice of the proposed DSIC, Commission action thereon, and quarterly updates through bill inserts, consistent with Act 11 and the Final Implementation Order.   

Equitable commenced notifying its customers of the Petition and the proposed DSIC through separate bill inserts, beginning at the time of this filing and continuing for the entire billing cycle.  The bill insert informs customers of Equitable's DSIC filing, provides an estimate of the proposed average rate impact by customer class, and discusses customer rights and remedies related to the disposition of the Company's filing.  Equitable provided a draft form of the customer notification language to the Office of Customer Advocate, the Commission's Communication Office, and the Bureau of Consumer Services for their respective input prior to the filing of this Petition.

The Commission agrees that this is consistent with the notice requirements set forth in the Model Tariff, Act 11, and the Final Implementation Order.

Bills Rendered or Service Rendered

The Final Implementation Order directed utilities to bill customers for the DSIC on a bills rendered basis versus a service rendered basis[footnoteRef:5], based on current practice and procedure for water companies.  (See 66 Pa. C. S. § 1358).  Equitable’s proposed tariff did not specify whether billing for the DSIC would be on a bills rendered or a service rendered basis.  Therefore, in accordance with the Final Implementation Order, we direct Equitable to modify the language in the proposed tariff to specify that customers would be billed for the DSIC on a bills rendered basis. [5:   “Bills rendered” bills are computed based on the effective tariff rate at the time of the bill.  “Service-rendered” bills are prorated based on service rendered before and after a tariff rate change.] 


Section 1355 – Commission Review

Section 1355 provides that the Commission shall, after notice and opportunity to be heard, approve, modify or reject a utility’s proposed DSIC and initial tariff.  The Bureau of Technical Utility Services has reviewed Equitable’s proposed DSIC and proposed tariff Supplement No. 95 and has determined that the filing contains all necessary items identified in Section 1353. 

DSIC SUMMARY

We will approve the proposed DSIC calculation and tariff subject to the modifications consistent with this Order, including the following:  

1. A tariff filed on ten days’ notice with an effective date no earlier than October 1, 2013;
2. A three-month period of June through August for eligible plant additions; 
3. An appropriate return on equity as displayed in the Commission’s Quarterly Report for the period ending March 31, 2013.   

Section 1355 also states that the Commission shall hold evidentiary and public input hearings as necessary to review the petition.  As noted above, OCA, OSBA, PIOGA, and U.S. Steel have petitioned to intervene in Equitable’s DSIC proceeding, and there were requests to hold evidentiary hearing on several aspects of the DSIC.  

Accordingly, we will refer the matters of DSIC recovery of costs associated with Natural Gas Production and Gathering Plant FERC accounts to the OALJ for hearing and recommended decision.  We shall also refer the impact of ADIT associated with DSIC investments, as well as the calculation of the state income tax component of the DSIC revenue requirement, to the OALJ for evidentiary hearings and preparation of a recommended decision.  To the extent that Equitable elects to implement a DSIC mechanism prior to resolution of these matters, any recovery will be subject to refund or recoupment consistent with final determinations on these matters referred to OALJ.

We note the filings of PIOGA, OSBA, and U.S. Steel.  We conclude that they have not articulated a basis for denying Equitable the opportunity to implement a DSIC mechanism, consistent with our discussion above.

CONCLUSION

The Commission finds that the Equitable Long-Term Infrastructure Improvement Plan and manner in which it was filed conforms to the requirements of Act 11 and our Final Implementation Order.  The plan, as approved herein, is designed to maintain safe, adequate and reliable service and, as such, Equitable shall be required to comply with the infrastructure replacement schedule and elements of that plan.

Furthermore, the Commission finds that the Petition of Equitable for a Distribution System Improvement Charge complies with the requirements of Act 11 and our Final Implementation Order.  Moreover, the Commission has reviewed the filing and does not find it to be inconsistent with the applicable law or Commission policy.  Subject to recoupment and/or refund pending final resolution of the matters referred herein to the OALJ, Equitable may elect to implement a DSIC mechanism consistent with this order on ten days’ notice; THEREFORE,

IT IS ORDERED:

1. That the Petition for approval of a Long-Term Infrastructure Improvement Plan (LTIIP) filed by Equitable Gas Company, LLC is approved, consistent with this Order.

2. That Equitable shall be required to comply with the infrastructure replacement schedule and elements of the LTIIP approved herein.

3.	That the Petition for approval of a Distribution System Improvement Charge (DSIC) filed by Equitable Gas Company, LLC is approved, consistent with this Order. 

4. 	That Equitable Gas Company, LLC shall file a tariff, consistent with this Order, on ten days’ notice to be effective October 1, 2013.  Revenues collected pursuant to said tariff will be subject to refund and recoupment based on the Commission’s final resolution of the matters referred herein to the Office of Administrative Law Judge for hearing and recommended decision.

5. 	That the following issues be assigned to the Office of Administrative Law Judge for hearing and preparation of a recommended decision:  

a. Whether field lines that serve residential and commercial customers under Natural Gas Production and Gathering Plant FERC accounts are DSIC-eligible property;
b. Impact of accumulated deferred income taxes associated with DSIC investments; and
c. Calculation of state income tax component of the DSIC revenue requirement.

	6.	That the Commission grants the United States Steel Corporation’s Petition to Withdraw its Petition to Intervene in this proceeding.

	7.	That Equitable Gas Company, LLC provides the estimated number of anticipated new jobs to be created for specific replacement projects with its revised DSIC tariff and to track such employment in order to have actual numbers of jobs created when the DSIC fund information is submitted for annual audit and reconciliation.
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BY THE COMMISSION,


	Rosemary Chiavetta
	Secretary


(SEAL)

ORDER ADOPTED:  July 16, 2013
[bookmark: _GoBack]ORDER ENTERED:  July 16, 2013
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