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OPINION AND ORDER

BY THE COMMISSION:

Before the Commission for consideration is the Petition for approval of the Long-Term Infrastructure Improvement Plan (LTIIP) and the Distribution System Improvement Charge (DSIC) of Pennsylvania-American Water Company Wastewater Operations (PAWC or Company).  


HISTORY OF THE PROCEEDING

Pennsylvania-American Water Company – a wholly owned subsidiary of American Water Works Company, Inc. – is a corporation organized and existing under the laws of the Commonwealth of Pennsylvania.  Pennsylvania-American Water Company is in the business of furnishing water and sewer service 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.  PAWC provides wastewater service to approximately 16,800 customers through its nine wastewater collection systems located in seven counties across the state.  PAWC provides this wastewater service through approximately 267 miles of mains, 3,814 manholes, and 47 lift stations that it owns, operates and maintains.   

PAWC’s LTIIP was filed on July 3, 2014, with copies being served upon the statutory advocates in accordance with Implementation of Act 11 of 2012, Docket No. M‑2012‑2293611 (August 2, 2012) (Final Implementation Order).  The DSIC was also filed on July 3, 2014.  PAWC’s DSIC Petition includes Supplement No. 4 to Tariff Wastewater – Pa. P.U.C. No. 15 to introduce the DSIC Rider into the Company’s tariff with an effective date of January 1, 2015.  The filing was made pursuant to 66 Pa. C.S. § 1353 and the Final Implementation Order.    

The Office of Consumer Advocate (OCA) filed comments pertaining to the LTIIP on July 23, 2014, but did not initially request hearings.  On July 23, 2014 the OCA filed a Public Statement, a Formal Complaint (Docket No. C-2014-2433700), and an Answer to PAWC’s DSIC Petition, in which the OCA states that the Commission should deny PAWC’s Petition as filed, suspend the proposed Supplement No. 4 to Tariff Wastewater – Pa. P.U.C. No. 15, and refer the matter to the Commission’s Office of Administrative Law Judge (OALJ) for a full hearing and investigation pursuant to the OCA’s complaint.

On July 23, 2014 the Office of Small Business Advocate (OSBA) filed a Notice of Intervention, Public Statement, and Notice of Appearance to PAWC’s LTIIP/DSIC Petition.  The OSBA requested hearings and such relief as may be necessary or appropriate, but did not allege that any particular provision or relief requested by PAWC should be denied.

On July 11, 2014 a comment on the PAWC DSIC was received from one individual customer, who argued against implementation of a DSIC.

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/2012/0/0011..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‑2012‑2293611, establishing procedures and guidelines necessary to implement Act 11.

The Final Implementation Order adopts the requirements established in      66 Pa. C.S. § 1352, provides additional standards that each LTIIP must meet, and gives guidance to utilities for meeting the Commission’s standards.  The Final Implementation Order of Act 11 requires the inclusion of seven elements in the LTIIP.

PAWC’s LTIIP PETITION

PAWC’s Petition

Before the Commission for consideration is the Petition for approval of PAWC’s LTIIP, filed on July 3, 2014.  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.

PAWC’s LTIIP is a five year plan, over which the Company plans to replace approximately 94,000 linear feet (LF) of pipeline, 1,200 laterals, 400 manholes, and one lift station.  PAWC’s projected annual investments in wastewater infrastructure replacement over the course of the plan will be approximately $5.14 million.

As of February 28, 2014, PAWC provided service to 16,803 wastewater customers, including five bulk municipal customers, in several counties in Pennsylvania.  The condition of PAWC’s collection systems vary depending upon age, materials, soil conditions, and construction methods and design.  Some collection systems require significant capital investment to maintain safe and reliable service as a result of aging infrastructure and to reduce infiltration and in-flow (I & I) resulting from rainwater and groundwater.
  
PAWC wastewater systems include Blue Mountain Lake, Lehman-Pike (Saw Creek Estates), Pocono Country Place, Claysville, Coatesville, Clarion, Franklin (Cashtown/McKnightstown Sewage Treatment Plant), Koppel and Marcel Lake (Clean Treatment).  The Company states that since acquiring the wastewater systems, it has made improvements based upon studies and investigations that have identified the need for refurbishment of deteriorated and failed piping and manholes.  PAWC has utilized Geographic Information System (GIS) to identify and prioritize specific wastewater collection components for replacement and rehabilitation considering material type, diameter, age, and I & I findings.  PAWC used maps, consulting services, and other sources of data to supplement missing GIS data.    

The Company also states that there is a need for continued rehabilitation, improvement, and replacement of the collection systems in order to maintain efficient, safe, reliable and reasonable service, and to allow continued compliance with existing and evolving regulatory standards imposed by state and federal agencies.    

Of particular importance is the need to reduce I & I.  I & I increases the volume of wastewater that must be treated, thus increasing pumping and chemical expense, and may require additional capital investment to expand treatment, pumping and sludge disposal facilities.  Accordingly, PAWC states that it is committed to making on-going capital investments in its wastewater collection systems currently and for the foreseeable future to reduce I & I. 

PAWC’s planning process for replacement of aging collection system infrastructure was based on a macro-level overview of each wastewater system.  GIS data assisted with identifying and prioritizing likely wastewater problems. 

PAWC has also filed a petition at P-2014-2431005 for approval of a DSIC.  DSIC is a ratemaking mechanism that allows for the recovery of prudently incurred costs related to the repair, improvement and replacement of utility infrastructure through a surcharge on a timelier basis, subject to reconciliation, audit and other consumer protections.   

On March 14, 2013, the Commission issued a proposed rulemaking on the LTIIP at L‑2012‑2317274.  The proposed rulemaking acknowledged the Commission’s decision against establishing a separate Pipeline Replacement and Performance Plan filing process at Docket No. M‑2011‑2271982, because it would be duplicative of the Act 11 DSIC regulatory process, specifically, the filing of LTIIPs.  The Commission, nevertheless, determined that it would rather order additional actions from NGDCs if necessary, in order to safeguard the public.  The Commission also acknowledged that the implementation of a DSIC mechanism may lead to numerous construction projects by the utilities.  The Commission is aware that these construction projects could lead to significant disruptions as utilities perform work in the right of ways of the roadways and streets across the Commonwealth in order to repair or replace their infrastructure.  Therefore, the Commission has directed, by way of the proposed rulemaking, that a utility, as part of its LTIIP, should provide a description of its outreach and coordination activities with other utilities, Pennsylvania Department of Transportation (PennDOT), and local governments regarding their planned maintenance/construction projects and roadways that may be impacted by the plan.  

As a result, the proposed rulemaking added an additional element, thereby increasing the original seven elements in the LTIIP to eight as shown below:   

(1) Types and age of eligible property;
(2)  Schedule for its planned repair and replacement;
(3)  	Location of the eligible property;
(4)  Reasonable estimates of the quantity of property to be improved;
(5) Projected annual expenditures and measures to ensure that the plan is cost      effective;
(6) Manner in which replacement of aging infrastructure will be accelerated and how repair, improvement or replacement will maintain safe and reliable service; 
(7)  A workforce management and training program; and
(8) A description of a utility’s outreach and coordination activities with other 			utilities, PennDOT and local governments on planned 						maintenance/construction projects.

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

(1) TYPES AND AGE OF ELIGIBLE PROPERTY

PAWC’s Petition

PAWC stated that it owns the following types of sewer collection systems:


Gravity System – PAWC owns approximately 847,282 LF of gravity main and 3,814 manholes including a portion of the customer service lateral from the main to the edge of the right-of-way or property line.  The material used generally depends on the year of installation, with newer mains comprised of polyvinyl chloride (PVC) and older mains comprised of vitrified clay pipe.  Newer manholes are comprised of pre-cast or cast in place concrete whereas, older manholes are brick.

Force Mains – PAWC owns approximately 103,973 LF of force main and 47 lift stations.  Generally, older force main material is comprised of ductile iron with newer mains consisting of PVC.

Low Pressure – In a low-pressure collection system, individual customer sewage collects in a grinder pump and pit installation.  Sewage is pumped from the pit through a customer service lateral and the low pressure force main.  PAWC owns approximately 456,574 LF of low pressure main.

  		The ages of the wastewater collection systems when initially constructed, range from the 1920’s for the Koppel system to 1990 for Blue Mountain Lake, with the largest system being Coatesville, dating to the 1930’s.  A summary of the wastewater systems by feet of main, manholes, lift stations, and system ages of eligible property is summarized in Table No. 1 below.









TABLE No. 1 - TYPES AND AGE OF ELIGIBLE PROPERTY
	Wastewater System
	Gravity
Main (LF)
	Force Main (LF)
	Low Pressure Main (LF)
	Manholes
	Lift Stations
	System Age

	Blue Mountain Lake
	0
	0
	67,825
	0
	0
	>1990

	Lehman-Pike
	0
	0
	268,484
	0
	13
	>1980

	Pocono Country Place
	150,591
	5,407
	94,265
	657
	2
	>1975

	Claysville
	62,126
	1,100
	0
	343
	1
	>1983

	Coatesville
	331,017
	85,826
	0
	1,564
	16
	>1930s

	Clarion
	200,901
	11,640
	0
	903
	5
	>1930s

	Franklin*
	47,906
	0
	0
	165
	0
	2004

	Koppel
	24,041
	0
	0
	85
	0
	>1920s

	Marcel Lake
	30,700
	0
	26,000
	97
	10
	>1960

	TOTAL
	847,282
	103,973
	456,574
	3,814
	47
	


*Does not include eligible property from Hamiltonban System, which is expected to be interconnected to the Franklin System in 2015.

Comments

		The OCA submits that additional background information may be needed to assist the Commission in determining that the LTIIP will accelerate the infrastructure repair and replacement in a cost effective manner.  Specifically, the OCA recommended that the Company provide the following information pertaining to the LTIIP:  

A breakdown of historic annual replacement and retirement by category of plant.  

A breakdown of historic annual replacement and retirement by individual system.



Resolution

	In response to the OCA’s concerns, PAWC provided specific information on each item listed below.  The Commission will address each of these concerns and make appropriate resolutions.

Breakdown of Historic Annual Replacement and Retirement by Category of Plant  

		PAWC’s Petition states that, overall, the Company spent an average of $3.79 million annually from 2009 through 2013, or approximately $239 annually per customer, and that it proposes to increase the wastewater DSIC eligible spending to $5.14 million annually, representing a 35.6 percent increase or approximately $305 per customer, in order to continue making the necessary improvements at an accelerated pace.  The historic annual expenditures for the years 2009 through 2013 are shown on Figure 2, p. 25 of PAWC’s LTIIP.

		The categories of repairs and rehabilitation include aggressive abatement of I & I of gravity main, rehabilitation of laterals and manholes, construction of a wet weather storage tank, and upgrades to lift stations.  

		Following these upgrades, additional capital spending may be warranted to rehabilitate, improve and replace aging elements of the collection system in order to maintain adequate, efficient, safe, reliable and reasonable service, and to comply with regulatory standards.  This type of historic spending investment profile will be cyclical in nature as the Company moves from system to system to address wastewater infrastructure needs. 



Breakdown of Historic Annual Replacement and Retirement by Individual System

		Marcel Lakes, Franklin, and Koppel were acquired in 2013 and have low historical spending levels.  Infrastructure replacement in newly acquired troubled wastewater systems will initially be minimal because the systems are undergoing condition and performance assessment, planning, design and permitting.  These actions can typically be followed by a multi-year period of significant infrastructure investment to correct deficiencies.

		The work on individual systems includes the following: 

· PAWC stated that an aggressive I & I abatement program was implemented in the Pocono Country Place system that resulted in rehabilitation of 2,200 LF of gravity main and 130 manholes.  

· Improvements to the Claysville system consisted of construction of a wet storage tank to minimize sanitary sewer overflows.  

· For the Coatesville system, an aggressive I & I abatement program was implemented.  Portions of the collection system were rehabilitated using trenchless technologies to allow the rehabilitation to be completed in a cost-effective, safe and reliable manner. 

· Work in the Clarion system included main line, manhole, and lateral rehabilitations, as well as upgrades to lift stations.  The work consisted of replacement of 7,728 LF of undersized segments of main, abandonment of parallel sewers, and improvements to the Liberty Lift Station.    

		Figure 2 – Projected and Historic Wastewater DSIC Eligible Capital Expenditures, shown on p. 25 of PAWC’s LTIIP filing, demonstrates historical and projected annual expenditures.

Upon review of PAWC’s LTIIP and all supplemental information and explanations filed, the Commission finds that the requirements of element one of the Final Implementation Order of Act 11, types and age of eligible property, have been fulfilled. 

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

PAWC’s Petition

		PAWC recognizes the need for continual renewal of the collection and conveyance system to maintain quality and reliable service to its customers.  The Company has been rehabilitating and repairing system components since acquiring its various wastewater systems.  For the future, PAWC proposed expenditures that will prioritize remediation of I & I, applying a macro and micro level of analysis and investigation.

	The macro level identifies general categories based on systems having significant I & I issues.  I & I flows have been developed for each system from sewer system investigation studies and reports that included flow measurement, smoke testing, CCTV inspection, system modeling, and inspections of manholes and pump station.  A corrective action plan was developed based on the studies and analysis.  The Company indicated that the focus for project expenditures was tied to reducing I & I.

	The micro level main replacement planning involves addressing specific pipes and manholes within the broader categories.  Specifically, performance characteristics such as cracks in mains and other criteria that impede performance are targeted.  The findings of I & I investigations and video inspections will be used to target specific pipe segments and laterals that require rehabilitation.  Selection of projects for repair or replacement is prioritized based on environmental impact, public health, and capacity required in a specific area.

	Pipe replacement is warranted when structural integrity has been compromised or the pipe has inadequate size, grade, or is misaligned.  Trenchless technologies that eliminate the need to excavate a continuous trench, such as cured-in-place liners or slip lining, are utilized when replacement of the pipe is not used, and represent a cost-effective method for pipe rehabilitation.  PAWC submitted a schedule of planned replacement/rehabilitation in response to Data Request A-1. 

Comments

		The OCA submitted that the following additional information may be needed by the Commission and its staff in their review of PAWC’s LTIIP:

A table showing the projected annual expenditures by eligible plant categories and by system and an explanation of the basis for the proposed expenditures.

	The OCA commented that the information provided in the filing did not tie the projected annual expenditures to individual systems or to the priorities identified in the overview of each system.

Resolution

		In response to TUS data requests, PAWC provided a detailed table showing a breakdown of expenditures of eligible property for each type of property by year and by wastewater system.  The table listed the year, capital budget, unit cost, length, depth and size of main, and other eligible components of the collection system.  Mains were classified as gravity pipe, low pressure main, or force mains.  An explanation for the proposed expenditures is provided in the above paragraphs.

Wastewater DSIC projects are prioritized in the following manner.  Repair vs. replacement decisions are based on a determination of the main’s hydraulic capacity under both existing and projected flow conditions and the main’s physical characteristics.  Line segments are cleaned and televised to permit this physical examination.  Individual line segments are rated to the NASSCO rating system utilizing the PACP Structural Grade and PACP Maintenance Grade.  Individual line segments are categorized to determine the appropriate action plan, as Replacement, Full Lining, Point Repairs, or No Current Action Needed. 

The projects are scored in a prioritization model to compare and evaluate with different capital projects.  Scoring is based on evaluation criteria of: Provides Reliable Service, Provides Adequate Capacity/Supports Growth, Improve Customer Satisfaction, Meets Regulatory Compliance, and Enhances Safety.

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





(3) LOCATION OF ELIGIBLE PROPERTY

PAWC’s Petition

PAWC wastewater systems include: Blue Mountain Lake, Lehman-Pike (Saw Creek Estates), Pocono Country Place, Claysville, Coatesville, Clarion, Franklin (Cashtown/McKnightstown Sewage Treatment Plant), Koppel and Marcel Lake (Clean Treatment).  The Company states that since acquiring the wastewater systems it has made improvements based upon studies and investigations that have identified the need for refurbishment of deteriorated and failed pipes and manholes.

For example, the Company anticipates that it will complete the following repairs/rehabilitation of gravity pipe, as summarized by year and wastewater system in Table No. 2 below.

TABLE No. 2 – REPAIR/REHABILITATION OF GRAVITY PIPE (LF)
	System
	2015
	2016
	2017
	2018
	2019

	Clarion
	1,348
	1,898
	2,618
	3,848
	5,048

	Claysville
	60
	80
	160
	240
	320

	Coatesville
	6,423
	2,870
	4,370
	8,230
	5,620

	Pocono
	1,000
	1,000
	1,500
	2,000
	2,500

	Marcel Lk.
	200
	200
	200
	1,000
	1,200

	Koppel
	2,500
	1,000
	-
	-
	3,500



		In addition, the Company included a schedule, broken down by year and system, indicating that it will repair/replace 403 manholes, 1,203 laterals and a lift station during the period of 2015 through 2019.


Comments

No comments were received regarding the location of eligible property.

Resolution

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

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

PAWC’s Petition

		The estimated quantity of property by year and category of property are shown in Table No. 3 below as submitted in the Company’s Petition.  To compile these estimates, the best available information was used regarding the infrastructure needs for each wastewater system.  The Company states that the actual quantities and scheduling may change depending on the outcome of the sewer system evaluation or other planning studies as described in the LTIIP.

Table No. 3 - PAWC’s Reasonable Estimates of the Quantity of Property to be Improved
	Category
	2015
	2016
	2017
	2018
	2019
	5 Year Total

	Pipeline Replacement LF*
	13,700
	21,600
	25,800
	17,200
	15,900
	94,200

	Laterals
	219
	150
	177
	349
	308
	1,203

	Manholes
	80
	60
	75
	93
	95
	403

	Lift Station
	1
	-
	-
	-
	-
	1


*Includes gravity pipe, low pressure main and force main.


Comments

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

Resolution

Upon review of PAWC’s LTIIP and all supplemental information filed, the Commission finds that the requirements of element four of the Final Implementation Order, reasonable estimates of the quantity of property to be improved, have been fulfilled.    

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

PAWC’s Petition

		The Company states that the most prudent and cost-effective method will be selected, as PAWC uses competitive bidding to ensure all major projects are completed in a cost effective manner.  

		PAWC projected annual expenditures for the years 2015 through 2019.  Some quantities may change depending on engineering studies and sewer system evaluations.  The projected annual expenditures in millions of dollars are shown in Table No. 4 below.   

Table No. 4 - PAWC Projected Annual LTIIP Budget 2015-2019 ($ Millions)
	Year
	2015
	2016
	2017
	2018
	2019
	Total

	Budget
	$5.2
	$5.3
	$5.7
	$5.1
	$4.4
	$25.7



		In response to Data Request A-3, to ensure that projects are cost effective, the Company avers that it bids sewer projects with water projects where possible to achieve cost savings.  Additionally, when sewer main work is combined with water main work or coordinated with municipal roadway projects or other underground utility work in the same project area, cost savings are achieved by coordinating paving restoration on municipal or state roadways.  If projects are not completed, the infrastructure will continue to deteriorate resulting in an increase in I & I and emergency repairs.  This results in increased capital expenditures for main and lateral repairs, as well as increased treatment costs.

Two examples can best demonstrate cost effective savings.  The first example is a combined water and wastewater main installation on Beale Drive in the Borough of Parkesburg.  The existing 4" cast iron main was replaced with an 8'' DICL water main, and under the same contract 736 LF of VCP sewer main was replaced with 18" PVC.  In this area on Beale Drive the overlay restoration was shared.  Additionally, the unit cost of the water and sewer main was lower than historical unit costs of water or sewer main alone.  The result was a cost savings of approximately $33,000.

The second example is a combined water and wastewater main installation project performed in conjunction with a street widening and paving project on South Street in Clarion Borough.  The sanitary sewer replacements consisted of the replacement of manholes at four intersections, replacement of approximately 100 LF of 24" sewer, and the replacement of two laterals.  The water main replacement consisted of the installation of approximately 1,700 LF of 8" water main.  If this work had not been coordinated with the municipality, base repair and mill and overlay for half of the roadway to restore the water and sewer trench areas would have amounted to approximately $122,000.  In this instance, PAWC contributed $19,107 to the Borough for restoration and their contractor completed the restoration work.  The avoided cost of restoration amounted to approximately $103,000.
Comments
		
		The OCA commented that the information provided should be supplemented by projections of hydraulic and organic loading and planning.  Specifically, the OCA recommended that the Company provide the following information pertaining to the LTIIP:  

Report containing the information required by 25 Pa. Code 94.12 regarding 5-year hydraulic and organic loading and prioritizing of DSIC eligible projects.

			Pennsylvania Department of Environmental Protection (PaDEP) Municipal Waste Load Management regulations in Chapter 94 pertain to treatment plants and sewer systems owned by or serving a municipality.  The following PAWC wastewater systems meet these criteria: Coatesville, Clarion, Claysville/Donegal, Koppel, and Franklin.  Annual Chapter 94 reports are filed with PaDEP for these systems.  The purpose of these regulations is to provide adequate sewage conveyance and treatment for future needs, prevent sewerage facilities from becoming overloaded, limit additional connections to overloaded facilities, correct overload conditions, and prevent the introduction of industrial discharges into sewer systems that will interfere with operations or pass through the treatment plant.  These reports are useful in determining future infrastructure improvement needs for both the wastewater treatment plant and collection systems. 

		The remaining three systems – Pocono Country Place, Lehman Pike (Saw Creek), and Blue Mountain Lake Estates – are residential developments in the Poconos and are not required to file Chapter 94 reports.  For planning and management purposes, PAWC evaluates the 5-year hydraulic and organic loading projections for these systems on a regular basis.  

Resolution

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

(6) ACCELERATED REPLACEMENT AND MAINTAINING SAFE AND RELIABLE SERVICE

PAWC’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.              

		PAWC states that, overall, the Company spent an average of $3.79 million annually from 2009 through 2013, or approximately $239 annually per customer, and that it proposes to increase the wastewater DSIC-eligible spending to $5.14 million, representing a 35.6 percent increase or approximately $305 annually per customer, in order to continue making the necessary improvements at an accelerated pace.  The historic annual expenditures from 2009 through 2013, as well as the projected annual expenditures from 2015 through 2019, are shown on Figure 2 of PAWC’s LTIIP, demonstrating an acceleration of plant investment for DSIC eligible property.  

PAWC states that, the proposed replacements that are slated to be completed over five years under the LTIIP, would have taken seven years to complete if the historical average annual spending levels were maintained.
	
Comments

No comments were received regarding accelerated replacement and maintaining safe and reliable service.

Resolution

Upon review of PAWC’s LTIIP and all supplemental information and explanations filed, the Commission finds that the requirements of element six of the Final Implementation Order, 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

PAWC’s Petition

		PAWC states that in order to ensure system reliability and public safety, all wastewater DSIC-eligible projects will be constructed by qualified contractors.  PAWC uses competitive bidding and maintains a prequalified process to ensure all contractors are qualified to perform work in a cost-effective, safe and reliable manner.  PAWC uses prequalified contractor screening and management services, helping PAWC certify and centralize data, perform pre-project screening, and contractor pre-qualification.  

		During pre-qualification screening, contractors and subcontractors are required to submit documentation such as:

· Safety company policy, designated safety inspector, OSHA lost work days, and recordable incidents of OSHA violations.
· Worker’s Compensation Experience Ratings.
· Staffing information.
· Annual value of work and percentage of work relevant to bid project.
· Work experience schedule.
· Bonding capacity.
· Liability Insurance coverage.
· References.

	All construction projects performed by independent contractors are properly inspected.  PAWC employees are actively engaged in the direct supervision of project inspections.  The project close-out includes a punch-list to ensure all work is completed according to contract documents.
  	
Comments

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

Resolution		

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

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

PAWC’s Petition

		PAWC states that the acceleration of aging infrastructure proposed in the LTIIP will lead to disruptions as work is performed in right-of-ways of roads and streets across the PAWC service area.  Local municipalities and other utilities/agencies may be planning paving projects or underground infrastructure replacement projects located in the same right-of-ways as PAWC wastewater infrastructure construction.  PAWC recognizes that coordination with other utilities minimizes disruption and ensures that infrastructure replacement is efficient and cost effective.  Therefore, PAWC plans to take the following steps to reach out to customers about disturbances, and to coordinate with other utilities within the PAWC service area:

· Utilize Pennsylvania’s one-call system for “design notifications”.
· Maintain open communication with local municipalities to stay informed about planned utility and paving projects.
· Maintain communication with PennDOT Utility Administrators. 
· Maintain communication/work relationships with other utilities operating in PAWC service area.
· Where applicable and cost-effective, use trenchless technologies to minimize roadway disturbance.
· Prior to working within a community, issue door-to-door notifications, press releases and/or information letters to notify those customers/community associations affected by the work.

Comments

No comments were received regarding outreach and coordination activities with other utilities, PennDOT, and local governments.
		
Resolution

Upon review of PAWC’s LTIIP and all supplemental information and explanations filed, the Commission finds that the requirements of element eight of the Final Implementation Order, 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 PAWC’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, PAWC’s LTIIP is approved.




PAWC’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.

PAWC’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.  PAWC’s proposed Supplement No. 4 to Tariff Wastewater – Pa. P.U.C. No. 15 (Supplement No. 4) closely reflects the language of the Model Tariff.  However, PAWC shall make the tariff sufficiency modifications as spelled-out in Appendix A at the conclusion of this Order.  We shall review each item in turn.

		(a) Eligible Property

PAWC’s Petition

PAWC designates the same property as DSIC-eligible as it included in its LTIIP, including the following:  collection sewers; collecting mains; service laterals; valves; manholes; lift stations; grinder pumps; flow meters; inflow and infiltration projects; unreimbursed costs related to highway relocation projects; collection main extensions installed to implement solutions to wastewater problems that present health and safety concerns for customers; and other related capitalized costs.  Details of PAWC’s DSIC-eligible property are discussed thoroughly in the LTIIP section of this Order.  Eligible property for wastewater utilities is defined in Section 1352, 66 Pa. C.S. § 1351(4). 

Comments

The OCA notes the importance of ensuring that the eligible plant that goes into service in January and February of 2015, hence forming the basis for the calculation of the DSIC to be effective on April 1, 2015, does not include any plant that was included in the fully projected future test year that was utilized by PAWC in its prior rate case at Docket No. R‑2013‑2355276.  The OCA says that, although the plant is projected to go into service by December 31, 2014, it is possible that some projects may be delayed until early 2015, and if that happens, then those projects should not be included in the DSIC calculation.  The OCA also points out that, as per an adopted Commission provision related to the PAWC rate case, before it may impose a DSIC PAWC must provide confirmation that the balances of DSIC-eligible accounts, net of plant funded with customer advances and customer contributions, exceed the December 31, 2014 levels of investment in plant additions projected in the rate case.

Resolution

We agree with both of the OCA’s contentions, and in particular affirm the notion that no eligible plant that has previously been slated for recovery as part of a rate case should be eligible for DSIC recovery.  As such, PAWC has confirmed with the Commission that any wastewater projects that PAWC claimed to be in-service during 2014 as part of its last rate case are on schedule to be in-service by December 31, 2014, and that any costs associated with these projects that would be recorded after December 31, 2014 would be excluded from the PAWC DSIC filing effective April 1, 2015.  In addition, the Company agrees that it will not begin to impose a wastewater DSIC until the balances of the wastewater DSIC-eligible accounts, net of plant funded with customer advances and customer contributions, exceed the December 31, 2014 levels of investment in plant additions projected by PAWC in the rate case at Docket No. R‑2013‑2355276.

PAWC’s description of eligible property in Supplement No. 4 aligns with the description of eligible property for wastewater utilities in the Model Tariff; therefore, the Commission deems PAWC’s tariff to be compliant with Section 1353 as it pertains to the issue of eligible property.

(b) Effective Date

PAWC’s Petition

PAWC’s Supplement No. 4 has an effective date of January 1, 2015 with an initial DSIC rate of 0%.  As outlined by Company witness John R. Cox, PAWC will file for its first non-zero DSIC rate, reflecting plant additions for the months of January and February 2015, to be effective on April 1, 2015.

Comments

The OCA submits that PAWC should not be permitted to implement its DSIC rate until the issues raised have been fully investigated, 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 the OCA has raised issues and requested hearings regarding certain elements of PAWC’s DSIC petition, we shall refer some of those issues to the OALJ for hearing and recommended decision.  However, consideration of those issues need not delay implementation of the DSIC mechanism itself.  We shall permit PAWC 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 PAWC to file a tariff no later than December 21, 2014, if PAWC wishes to have an effective date of January 1, 2015.[footnoteRef:2]  PAWC’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 PAWC does not have an effective date of January 1, 2015, the next earliest effective date would be April 1, 2015.] 




(c) Computation of the DSIC

PAWC’s Petition

With the Supplement No. 4, PAWC proposes a Pro-Forma DSIC rate of 0% effective January 1, 2015.  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.  


PAWC 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; PAWC’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 January 1, 2015, a three-month period of September through November should be used when calculating the appropriate DSIC rate.  PAWC’s first non-zero DSIC rate will become effective on April 1, 2015 and will be calculated to recover the fixed costs of eligible plant additions placed in service between January 1, 2015 and February 28, 2015, so as to not reflect any costs previously reflected in the Company’s rates or rate base as part of its last base rate case at Docket No. R‑2013‑2355276.

In regards to the cost of equity, PAWC states that it will use the equity return rate approved in the Company’s last fully litigated base rate proceeding for which a Final Order was entered no more than two years prior to the effective date of the DSIC.  If more than two years have elapsed since the last base rate case, PAWC will revise its tariff to reflect the allowed ROE for DSIC purposes, as published by the Commission[footnoteRef:3]. [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. ] 


As stated by Company witness Cox, PAWC proposes to use the summation of projected revenues for the applicable three-month period to calculate its projected quarterly revenues for use in the DSIC computation. 

Comments

The OCA claims that PAWC’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 PAWC to earn a return on an investment balance that exceeds PAWC’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.

The OCA also expressed concern that, given the fact that the Company has nine distinct wastewater systems consolidated into five zones for the purposes of cost of service and revenue requirement, if PAWC proposes a single DSIC rate it is unclear how various issues will be treated if the Company files a base rate case for fewer than all of its systems.  Such issues may include, what ROE will be used to calculate the DSIC, which effective date of new base rates will be used and how that will affect the statutory charge reset provision at 66 Pa. C.S. § 1358(b), and how earnings will be reported.  Furthermore, the OCA points out that, due to the variation in rates across the five rate zones, the application of a single DSIC rate will result in some customers paying more on their monthly bill than customers in different systems.  The OCA insists that it should be considered whether the application of a single DSIC rate would increase the disparity in monthly rates charged to PAWC wastewater customers in differing systems rather than narrow those disparities, as has been the practice over several base rate cases.

The OCA also raises the issue of whether the DSIC should be applied to the Franklin and Koppel wastewater systems.  The OCA points out that PAWC’s last rate case was in 2013 and that, as verified by Company witness Cox, the Franklin and Koppel systems were not included because they were acquired after the filing of the base rate case.  The OCA claims that the Commission addressed this issue in the Final Implementation Order when it said the following:

However, revenue from customers acquired from troubled companies or by the acquisition of such companies should not be factored into projected quarterly revenue and those customers should not be surcharged until their rates have been established by a base rate case of the acquiring utility.  The projects affecting service to such customers are not eligible for DSIC treatment until it has been rolled into the acquiring utility’s base rates.

Noting the Commission’s determination in the Final Implementation Order – and that PAWC’s proposed tariff does not distinguish the Franklin and Koppel rate zones from the other system rate zones, nor exclude the Franklin and Koppel rate zones from the applicability of the DSIC – the OCA avers that the DSIC should not be applied to the Franklin and Koppel systems until they are included in a base rate case for PAWC Wastewater, and all eligible property from the Franklin and Koppel systems should be removed from the DSIC.

The OCA states that the DSIC surcharge proposed by PAWC 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

Based on requirements for DSIC quarterly updates, as more fully described below, the Commission directs PAWC 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.  Furthermore, the Commission recognizes that PAWC’s DSIC rate will be set to 0% until April 1, 2015, and that the April 1, 2015 DSIC filing will only include the two-month period of January and February 2015, so as to not reflect any costs previously reflected in the Company’s rates or rate base as part of its last base rate case at Docket No. R‑2013‑2355276.  All subsequent DSIC filings will utilize the standard three-month period for eligible property to be included in the DSIC.

In the calculation of its DSIC, to be consistent with what has been allowed for the water utility DSICs as accepted by the Bureau of Audits and approved by the Commission, PAWC should use one-fourth of the annual depreciation expense amount as the basis for its initial accumulated depreciation amount.  Each quarter going forward, the calculated depreciation expense for DSIC purposes should be added to the prior quarters calculated depreciation expense to determine the accumulated depreciation amount.

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.

Due to the fact that PAWC’s last rate case at Docket No. R‑2013‑2355276 did not contain a fully litigated ROE, to be consistent with Section 1357(b)(3) and as would be appropriate for a January 1, 2015 tariff effective date, the Company should use the ROE calculated in the Quarterly Report for the period ending June 30, 2014 (2nd Quarter Report).  Since the Quarterly Report does not determine a DSIC ROE for wastewater companies, the DSIC return for water companies will be used as the surrogate equity return rate whenever a base rate case ROE is not available.  The Commission has determined that the water utility industry offers the most suitable surrogate for determining a rate of return for wastewater utilities.

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, PAWC 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.  PAWC is choosing to use the summation of projected revenues for the applicable three-month period, which is permitted by the Model Tariff.  Therefore, PAWC’s use of the summation of projected revenues for the applicable three-month period as its projected quarterly revenues is appropriate.

The OCA expressed concern over whether the implementation of a single DSIC rate by PAWC would increase the disparity in monthly rates charged to PAWC wastewater customers in differing systems, along with how various issues would be treated if the Company files a base rate case for fewer than all of its systems.  We note that the OCA made the same argument in regards to the Little Washington Wastewater Company (LWWC) LTIIP/DSIC filing at Docket No. P-2013-2366873, on which the Commission stated the following in its Opinion and Order entered September 12, 2013:

The Commission is aware of the rate disparity among the separate operating divisions of LWWC, and has made statements in the past encouraging rate consolidation.  In regards to LWWC’s last base rate filing for the Southeast Division, the Order Entered June 9, 2011 at Docket No. R-2010-2207853 stated, “...future steps toward rate consolidation will be addressed by the Commission as part of subsequent rate filings.”  Therefore, we aver that a single DSIC rate is in line with the Commission’s encouragement of single-tariff pricing, and the current disparity in rates will be handled through future rate proceedings.


We shall align our stance on the implementation of a single DSIC rate by PAWC with the above averment in the LWWC Order.

The OCA also raised the issue of whether the DSIC should be applied to the Franklin and Koppel wastewater systems because PAWC’s most recent rate case did not include those systems, yet PAWC still proposed to include Franklin and Koppel property as eligible property for the DSIC and its proposed tariff does not distinguish the Franklin and Koppel rate zones from the other system rate zones.  We note that the Commission, in its Final Implementation Order, added the following statement to the end of the Formula section discussing the calculation of the DSIC, “The DSIC calculation does not factor in the plant of acquired troubled companies or the revenue of customers acquired from troubled companies until such plant and customer rates have been part of a base rate case by the acquiring utility.”  Final Implementation Order, p. 54.

The OCA opines that PAWC’s DSIC calculation should be adjusted to reflect the impact of ADIT associated with DSIC investments made by the Company; otherwise PAWC will earn a return on an investment balance that exceeds PAWC’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, the 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.

The Commission notes that it has previously addressed the issues regarding ADIT and the calculation of the state income tax in the Columbia Gas DSIC proceeding.  See Petition of Columbia Gas of Pennsylvania, Inc. for Approval of a Distribution System Improvement Charge, Docket No. P-2012-2338282 (Order entered May 22, 2014) (May 22nd Order).  We further note that the OCA has a pending appeal in Commonwealth Court against the May 22nd Order.  Specifically, this appeal involves the 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.[footnoteRef:4]  Hence, we note that the OCA has preserved the issue.  Accordingly, the ADIT issue is now a legal issue, pending at the Commonwealth Court in the OCA’s appeal the May 22nd Order.  However, since there are no additional and non-tax fact issues raised in the OCA’s current protest against the PAWC DSIC filing, we will abide by previous determinations set forth in the May 22nd Order and, thus, we not refer the ADIT issue or the calculation of the state tax component of the DSIC revenue requirement to the OALJ for disposition. [4:  The Office of Consumer Advocate also has a pending appeal in Commonwealth Court against Little Washington Wastewater Company’s (LWWC) DSIC mechanism based on the Commission’s resolution of LWWC’s ADIT and calculation of the state income tax.  See Petition of Little Washington Wastewater Company for Approval of a Distribution System Improvement Charge, Docket No. P-2013-2366873 (Order entered July 24, 2014).  The Commission approved LWWC’s ADIT and state income tax calculation based upon its prior determination in the Columbia Gas DSIC proceeding.  See McCloskey v. Pa. PUC, 358 C.D. 2014.] 

  
However, we will refer the OCA’s issue regarding the applicability of the DSIC to the Franklin and Koppel systems to the OALJ for remediation and hearing.  To the extent that PAWC may be permitted to implement a DSIC pending the OALJ proceeding and chooses to do so while this matter is pending in the OALJ, the DSIC recovery shall be subject to recoupment and refund after final resolution.

		(d) Quarterly Updates

PAWC’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.  Supplement No. 4 includes a chart of the effective dates of PAWC’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 received regarding quarterly updates for PAWC’s DSIC petition.

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.  PAWC has suggested such a schedule in the filing of their Supplement No. 4, and hence, the Commission deems PAWC’s tariff to be compliant with Section 1353 as it pertains to the issue of quarterly updates.

		(e) Consumer Protections

PAWC’s Petition

In accordance with the Model Tariff and consistent with Section 1358, PAWC’s Supplement No. 4 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 PAWC as determined on an annualized basis;
2. Annual reconciliations performed by PAWC;
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, PAWC’s most recent earnings report shows that PAWC 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.

Comments

		No comments were received regarding consumer protections for PAWC’s DSIC petition.

Resolution

		PAWC’s proposed Supplement No. 4 is consistent with the Model Tariff and complies with the customer safeguards required by 66 Pa. C.S. § 1358.

	(2) Public Interest Considerations

PAWC’s Petition

According to the Company, implementing the proposed DSIC and allowing the Supplement No. 4 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.

PAWC admits that many of its systems are comprised of aging infrastructures that have led to significant I & I problems.  Deteriorating infrastructure in the form of cracks in sewer pipes, faulty lateral connections, deteriorated pipe joints, and cracks in manhole walls can lead to increased levels of I & I, which in turn can pose public health risks in the form of sanitary sewer overflows and sewer backups.  Therefore, the focus of PAWC’s LTIIP is on the replacement of aging infrastructure and the reduction of I & I.  To accomplish this, over the five year duration of the LTIIP from 2015-2019, PAWC plans to accelerate its replacement of property by replacing approximately 94,000 LF of pipeline, 1,200 laterals, 400 manholes, and one lift station. 

From 2009 to 2013, PAWC claims it spent an average of $3.79 million annually (about $239 annually per wastewater customer) on wastewater DSIC-eligible infrastructure improvements.  During the duration of the LTIIP, from 2015 to 2019, the Company claims it will increase spending to roughly $5.14 million annually (about $305 annually per wastewater customer) on wastewater DSIC-eligible improvements, an increase of 35.6% in total spending and 27.6% in per customer spending when compared to 2009-2013 levels.  PAWC asserts that the DSIC is a crucial mechanism in allowing for this continued acceleration of infrastructure improvement, rehabilitation, and replacements.

PAWC declares that the implementation of a DSIC rate is vital in supporting its efforts to improve its aging wastewater infrastructure and enhancing the safety of its system by ensuring replacement of deteriorating facilities.  PAWC says the DSIC will ensure the resources the Company needs to carry out its LTIIP strategies, and that because of its application, its customers, the public, and the environment will be better served. 

Comments

No comments were received regarding the supporting evidence that PAWC’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 PAWC’s submitted direct testimonies by the Company’s Manager of Rates & Regulation and Vice President of Engineering, 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).  PAWC filed a LTIIP with the Commission on July 3, 2014, 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.  PAWC has provided the required certification that its last base rate case, under which PAWC’s current base rates were established, was filed on April 30, 2013.[footnoteRef:5]   [5: Docket No. R-2013-2355276, Final Order entered on December 19, 2013.  ] 


	(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.  PAWC 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.  These bill inserts will conform to the bill messages that PAWC provides to its water customers for quarterly changes in its water DSIC.  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:6], based on current practice and procedure for water companies.  (See 66 Pa. C. S. § 1358).  PAWC’s Supplement No. 4 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 PAWC to modify the language in the Supplement No. 4 to specify that customers would be billed for the DSIC on a bills rendered basis. [6:   “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 PAWC’s proposed DSIC and Supplement No. 4 and has determined that the filing contains all necessary items identified in Section 1353. 

DSIC SUMMARY

We will approve the proposed DSIC calculation and Supplement No. 4 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 January 1, 2015;
2. A three-month period of September through November for eligible plant additions; 
3. An initial quarterly depreciation expense being equal to the initial accumulated depreciation; and,
4. An appropriate return on equity as outlined in the Commission’s Quarterly Report for the period ending June 30, 2014 (2nd Quarter Report).   

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

Accordingly, we will refer the matter regarding the applicability of the DSIC to the Franklin and Koppel systems to the OALJ for evidentiary hearings and preparation of a recommended decision.  To the extent that PAWC 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 the OALJ.

We note the filing of the OSBA, and conclude that they have not articulated a basis for denying PAWC the opportunity to implement a DSIC mechanism, consistent with our discussion above.

CONCLUSION

Upon review, the Commission finds that the PAWC Long-Term Infrastructure Improvement Plan and manner in which it was filed conforms to the requirements of Act 11 and our Final Implementation Order.

Additionally, the Commission finds that the Petition of PAWC 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, PAWC 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 Pennsylvania-American Water Company Wastewater Operations is approved, consistent with this Order.

2.	That the Petition for approval of a Distribution System Improvement Charge (DSIC) filed by Pennsylvania-American Water Company Wastewater Operations is approved, consistent with this Order. 

3. 	That Pennsylvania-American Water Company Wastewater Operations shall file a tariff, consistent with this Order, on ten days’ notice to be effective January 1, 2015, with a DSIC rate of 0%.

4. 	That Pennsylvania-American Water Company Wastewater Operations shall file a tariff, consistent with this Order, on ten days’ notice for its first non-zero DSIC rate to be effective April 1, 2015, to recover the fixed costs of eligible plant additions that have not been previously reflected in the Company’s rates or rate base and will have been placed in service during the two month period of January 1, 2015 through February 28, 2015.  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 issue be assigned to the Office of Administrative Law Judge for hearing and preparation of a recommended decision:  

a. The applicability of the DSIC to the PAWC wastewater systems of Franklin and Koppel.

6.	That Pennsylvania-American Water Company Wastewater Operations 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.
[image: ]
BY THE COMMISSION,


	Rosemary Chiavetta
	Secretary
(SEAL)

ORDER ADOPTED: December 4, 2014

[bookmark: _GoBack]ORDER ENTERED:  December 4, 2014









Appendix A













Tariff Sufficiency Modifications

· On page 5H, under “2. Computation of the DSIC”, within the Calculation section, please restate the first sentence to read, “The initial non-zero DSIC, effective April 1, 2015”.

· On page 5I, under “Pre-tax return”, in the first sentence, change “will be calculated” to “shall be calculated”.

· On page 5I, under “Pre-tax return”, within the last sentence, the phrase “calculated by the Commission in the latest Quarterly Report” should be changed to “calculated by the Commission in the most recent Quarterly Report”.

· On page 5I, under “Application of DSIC”, within the last sentence, the phrase “projected wastewater revenue for the quarterly period” should be changed to “projected wastewater revenue (including all applicable clauses and riders) for the quarterly period”.

· On page 5J, under “Formula”, within the PQR section, the phrase “projected quarterly revenues for wastewater service from existing customers” should be changed to “projected quarterly revenues for wastewater service (including all applicable clauses and riders) from existing customers”.

· On page 5J, under “Quarterly Updates”, add the Commission’s Bureau of Audits as a party to receive supporting data for each quarterly update.

· On page 5J, under “3. Customer Safeguards”, within the Cap section, the sentence should be changed to read “The DSIC is capped at 5% of the amount billed to customers for distribution service (including all applicable clauses and riders) as determined on an annualized basis.”

· At the bottom of page 5J, “Supplement No. 4 to Tariff Wastewater – Pa. P.U.C. No. 15” should be moved to the top of page 5K.
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