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OPINION AND ORDER

BY THE COMMISSION:

		On September 1, 2020, via a Secretarial Letter, the Commission initiated the periodic review of Philadelphia Gas Works’ (PGW, or Company) Long-Term Infrastructure Improvement Plan (LTIIP) as required by the Public Utility Code.  52 Pa. Code § 121.7(a).  Unless otherwise directed, the periodic review begins at the midpoint of the term of the current LTIIP.  PGW’s current LTIIP began on September 1, 2017, and thus the midpoint is approximately March 1, 2020.[footnoteRef:1] [1:  See Docket No. P-2017-2602315.] 

			
		For the purposes of the periodic review, the Commission established a thirty (30) day comment period and a twenty (20) day reply comment period.  The Commission’s Bureau of Investigations and Enforcement (BIE) filed comments on September 28, 2020, with a request that PGW adjust or amend its LTIIP due to the additional miles of pipe to be replaced pursuant to the projected additional revenue received in PGW’s current base rate case.  PGW filed comments on October 1, 2020, stating that the Company has exceeded its LTIIP goals.  On October 21, 2020, PGW filed reply comments to BIE’s comments, noting, inter alia, that the amount of revenue is uncertain at this point because its current base rate case request has not yet been fully considered by the Commission, and that PGW would make any necessary spending and replacement adjustments through its next Annual Asset Optimization Plan (AAOP).  The comments and reply comments are further addressed in our review below. 

	For the reasons expressed in this Opinion and Order, the Commission finds that the Long-Term Infrastructure Improvement Plan of PGW is designed to ensure and maintain safe, adequate, reasonable, and reliable service and that PGW has substantially adhered to its plan
  
BACKGROUND

	Effective February 14, 2012, Act 11 of 2012, (Act 11) 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 Distribution System Improvement Charge (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 an LTIIP with the Commission consistent with 66 Pa. C.S. §1352.  

The Commission promulgated regulations relating to LTIIPs at 52 Pa. Code §§ 121.1 – 121.8 that became effective December 20, 2014.  The Code provides that the periodic review will determine:[footnoteRef:2]  [2:  52 Pa. Code § 121.7(b).] 

1. If the utility has adhered to its LTIIP.
2. If changes to the LTIIP are necessary to maintain and improve the efficiency, safety, adequacy and reliability of the utility’s existing distribution infrastructure.  

[bookmark: _Hlk57728612]	The Code further provides that if the utility’s LTIIP is found to be no longer adequate to ensure and maintain the efficiency, safety, adequacy and reliability of the utility’s existing distribution infrastructure, the Commission would direct the utility to revise, update or resubmit its LTIIP as appropriate.  If the utility chooses not to abide by the Commission’s direction in this regard, the utility may elect to withdraw its LTIIP and forfeit its right to recover expenses through a DSIC.  See, 52 Pa. Code § 121.7(d).  

PERIODIC REVIEW OF PGW’S LTIIP

PGW serves approximately 475,000 residential, 25,000 commercial and 4,000 industrial customers within the City of Philadelphia.  PGW is the largest municipally owned gas utility in the nation, maintaining a distribution system consisting of over 6,000 miles of gas mains and service pipes.  PGW operates under Gas Tariff Pa. P.U.C. No. 2.

PGW’s LTIIP covers the 5 fiscal years (FY) from 2018-2022 (September 1, 2017 through August 31, 2022).  The long-term goal spelled out in the Company’s LTIIP is to replace all the company’s cast iron mains within 45 years by accelerating its pipeline replacement beyond its baseline replacement program.  Over the course of its 5-year LTIIP, PGW planned to replace a total of 68 miles of distribution main over its baseline main replacement program.

[bookmark: _Hlk51233431]Table 1, below, summarizes PGW’s projected replacements for the 5 years of its LTIIP.

Table 1: PGW’s 2018-2022 Estimates of the Quantity of Property to be Improved (Accelerated Miles of Cast Iron Main)
	Fiscal Year
	2018
	2019
	2020
	2021
	2022
	Total

	Accelerated Miles
	13.80
	13.85
	13.70
	13.59
	13.35
	68.29



	Table 2, below, shows the amount of accelerated spending PGW planned for each year of its LTIIP.

Table 2: PGW’s 2018-2022 Estimates of the Amount of Accelerated Expenditures for Each FY of the LTIIP  
	[bookmark: _Hlk57965950]Fiscal Year
	2018
	2019
	2020
	2021
	2022
	Total

	Accelerated Spending ($ millions)
	$33.1
	$33.3
	$33.3
	$33.3
	$33.8
	$166.8




	As shown in Table 3, below, PGW’s infrastructure replacements have substantially met their original goals.  Although the Company had a shortfall in 2020 in its main replacements due to the Covid-19 pandemic restrictions earlier in the year, this shortfall was mostly offset by additional main replacements the company had made in the prior two years of its LTIIP.  In addition, in its 2020 AAOP PGW states that it plans to make up the milage missed due to the Covid-19 pandemic restrictions during 2021.[footnoteRef:3]  This would once again put PGW ahead of schedule as compared to its LTIIP projections. [3:  Docket Number M-2020-3022689. ] 

Table 3: Planned Accelerated Infrastructure Improvements in PGW’s LTIIP Compared with Actual Improvements Made in FY 2018-2020
	LTIIP PLANNED REPLACEMENTS

	Fiscal Year
	2018
	2019
	2020
	2021
	2022

	Accelerated Miles
	13.80
	13.85
	13.70
	13.59
	13.35

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	ACTUAL REPLACEMENTS
	
	

	Fiscal Year
	2018
	2019
	2020
	
	

	Accelerated Miles
	15.36
	16.50
	9.28
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	DIFFERENTIAL
	

	Fiscal Year
	2018
	2019
	2020
	Total
	

	Accelerated Miles
	1.56
	2.65
	-4.42
	-0.21
	



		
	The numbers detailed in Table 3, above, represent a 0.5% decrease in accelerated milage of main replaced over the three-year period when compared to the planned replacements in PGW’s LTIIP.  However, as mentioned above, PGW plans to make up its 2020 shortfall during 2021.

	Table 4, below, summarizes PGW’s projected accelerated expenditures, actual accelerated expenditures, and the differential between planned and actual spending levels for the 5 years of its LTIIP.





[bookmark: _Hlk51233455]Table 4: PGW’s LTIIP Planned Accelerated Expenditures, Actual Accelerated Expenditures, and the Differential Between Planned and Actual Spending Levels
	LTIIP PLANNED REPLACEMENTS

	Fiscal Year
	2018
	2019
	2020
	2021
	2022

	Accelerated Spending ($ millions)
	$33.1
	$33.3
	$33.3
	$33.3
	$33.8

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	ACTUAL REPLACEMENTS
	
	

	Fiscal Year
	2018
	2019
	2020
	
	

	Accelerated Spending ($ millions)
	$35.3
	$38.8
	$18.3
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	DIFFERENTIAL
	

	Fiscal Year
	2018
	2019
	2020
	Total
	

	Accelerated Spending ($ millions)
	$2.2
	$5.5
	-$15.0
	-$7.3
	



	This level of spending is 7.3% ($7.3 million) less than the levels projected in PGW’s LTIIP.  PGW replaced nearly the amount of accelerated main planned, while spending approximately 7% less than planned, based on original estimates.  Therefore, the company appears to be on track to meet its current LTIIP and long-term goals in a cost-effective manner.  In addition, this shortfall in spending is predominantly due to the reduction in main replacements in FY 2020, which PGW plans to remedy in FY 2021.  PGW’s 2020 AAOP indicates that it will replace 18.03 miles of main and spend approximately $40.4 million.

Comments

	In its comments, BIE requests that PGW adjust or amend its LTIIP to reflect the additional replacement of pipeline mileage following the final approval of revenue received in the current rate base case at Docket No. R‑2020‑3017206.

	In its reply comments, PGW acknowledges that any increase in its base rates would in theory result in potential additional DSIC revenues as DSIC revenues are a percentage of distribution revenues, and therefore allow for additional accelerated pipeline replacement spending.  PGW also notes that at the time of this proceeding, the PUC had not yet finished reviewing PGW’s base rate case.[footnoteRef:4] [4:  We take notice that on November 19, 2020, the Commission entered an Opinion and Order at Docket No. R‑2020‑3017206 approving a partial settlement in PGW’s rate case, in which PGW agreed to remain focused on cast iron main replacement and present a shortened timeframe for cast iron main replacement in its next LTIIP filing.  Pennsylvania Public Utility Commission, et al. v. Philadelphia Gas Works, Opinion and Order at Docket Nos. R-2020‑3017206, C‑2020‑3019161, C‑2020‑30190100, C‑2020‑3019430, entered on November 19, 2020 at 38.] 


Resolution

	The Commission acknowledges that any additional distribution revenue increase could allow for a corresponding increase in DSIC spending, and therefore a potential for additional accelerated pipeline replacement.  We note that a utility may make minor modifications of its LTIIP replacements and expenditures through its AAOP.  See, 52 Pa. Code § 121.5(b).  A utility would only need to file a petition to modify its LTIIP if it proposed a major modification of its LTIIP.[footnoteRef:5]  We note that PGW’s 2020 AAOP does not propose a major modification for its proposed FY 2021 expenditures.  Should PGW find that it will receive enough additional DSIC revenues to require filing a petition to modify its LTIIP, the company is advised to do so at that time.   [5:  A major modification in this context would be if PGW proposed to exceed its LTIIP spending levels by 20% or more over the total estimated LTIIP expenditures, or otherwise proposed a significant change to its LTIIP.  See, 52 Pa. Code § 121.2.] 


LEAK RATE REDUCTIONS

	One metric for evaluating the effectiveness of PGW’s LTIIP is the number of leaks occurring on their system over time.  As the Company removes more cast iron pipeline from its system, it should be expected that the occurrence of leaks will decline.  PGW in its comments provided data regarding their leak rates, as depicted in Charts 1 and 2 below.

Chart 1: Hazardous Leaks Repaired on Mains, FY 2013-2019














Chart 2: Hazardous Leaks Repaired on Service Lines, FY 2013-2109



	PGW explains that its policy is to replace all bare steel service lines connected with main replacement projects, regardless of the condition of the service line.  Therefore, as the Company has accelerated its main replacement program, it has also accelerated the replacement of its bare steel service lines.  Charts 1 and 2, above, clearly show reductions over time in leak rates on PGW’s system.  While there are multiple factors involved in a company’s leak rates, the removal of cast iron mains and bare steel services through PGW’s LTIIP is certainly a major contributing factor in the reduction of PGW’s system leaks.

RECOMMENDATION REGARDING PGW’S LTIIP

	Based on the analysis above, it appears that PGW is substantially in compliance with its LTIIP obligations.

	The Commission finds that the Long-Term Infrastructure Improvement Plan of Philadelphia Gas Works is designed to ensure and maintain safe, adequate, reasonable, and reliable service and that PGW has substantially adhered to its plan; THEREFORE,

IT IS ORDERED:

1.	That the Long-Term Infrastructure Improvement Plan of Philadelphia Gas Works is designed to ensure and maintain safe, adequate, reasonable, and reliable service and that Philadelphia Gas Works has substantially adhered to its plan.

2.	That the proceeding at Docket Number M-2020-3019711 be closed.



[image: ]BY THE COMMISSION,


	Rosemary Chiavetta
	Secretary


(SEAL)
ORDER ADOPTED:  December 17, 2020
ORDER ENTERED:  December 17, 2020
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