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(2) Agency Number: 1.-2012-2294746 =
Identification Number: 57-289 RRCNumber: 11 = =
(3) PA Code Cite: 52 PA Code §59.111 =
=
(4) Short Title: Establishing A Uniform Definition and Metrics for Unaccounted-For-Gas :
N

(5) Agency Contacts (List Telephone Number and Email Address):

Primary Contact: Shaun A. Sparks (717)-787-3464 shsparks@pa.gov
Secondary Contact: Nathan Paul (717)-214-8249 npaul@pa.gov

(6) Type of Rulemaking (check applicable box):
] Proposed Regulation ] Emergency Certification Regulation;
Final Regulation [[] Certification by the Governor
[] Final Omitted Regulation [] Certification by the Attorney General

(7) Briefly explain the regulation in clear and nontechnical language. (100 words or less)

The final rulemaking establishes a uniform definition and methodology for the calculation and reporting of
unaccounted-for-gas (UFG) by natural gas utilities within Pennsylvania. In addition, the final rulemaking
provides a maximum allowed recovery for UFG with year one allowing 5% of distribution losses; year two
at 4.5%; year three at 4%; year four at 3.5%; and year five at 3%. Maximum UFG allowances are subject
to waiver upon a showing that excess UFG was reasonable.

(8) State the statutory authority for the regulation. Include specific statutory citation.

Pursuant to Sections 501, 504, 523, 1301, 1501, and 1504 of the Public Utility Code, 66 Pa. C.S. §§ 501,
504, 523, 1301, 1501, and 1504, and Sections 201 and 202 of the Act of July 31, 1968, P.L. 769 No.
240, 45 P.S. §§ 1201-1202, and the regulations promulgated thereunder at 1 Pa. Code §§ 7.1, 7.2, and
7.5; Section 204(b) of the Commonwealth Attorneys Act, 71 P.S. § 732.204(b); Section 745.5 of the
Regulatory Review Act, 71 P.S. § 745.5; and Section 612 of the Administrative Code of 1929, 71 P.S. §
232, and the regulations promulgated thereunder at 4 Pa. Code §§ 7.231-7.234.




(9) Is the regulation mandated by any federal or state law or court order, or federal regulation? Are there
any relevant state or federal court decisions? If yes, cite the specific law, case or regulation as well as,
any deadlines for action.

The final regulation is not mandated by any federal or state law or court order, or federal regulation.
The following cases are relevant to the final regulations:

Barasch v. Pennsylvania Public utility Commission 530 A.2d 936, 939 (Pa. Commw. Ct. 1987)
Pennsylvania Public Utility Commission v. Equitable Gas Company 68 Pa. COMMISSION 68, 1988 Pa.
COMMISSION LEXIS 441 *18 (Pa. COMMISSION 1988)

Pennsylvania Public Utility Commission v. Philadelphia Gas Works 2010 Pa. COMMISSION Lexis 167
*24 (Pa. COMMISSION 2010)

There are no deadlines in the above cases.

74 FR § 63906, the Pipeline Inspection, Protection, Enforcement, and Safety Act of 2006, Compliance
was required by August 2012.

(10) State why the regulation is needed. Explain the compelling public interest that justifies the
regulation. Describe who will benefit from the regulation. Quantify the benefits as completely as
possible and approximate the number of people who will benefit.

Regulations governing utility operations and rates lack a uniform definition of UFG. As a result,
the provision of UFG information relies on how each individual utility defines the term. Thus, reported
levels of UFG are not comparable among companies thus hindering the Commission’s ability to
effectively monitor UFG and its corresponding financial burden to ratepayers. The final regulation
establishes a uniform definition of UFG to address this problem. The final regulation also caps
distribution system UFG costs a utility could pass on to ratepayers. In 2010, the Commission estimated
total UFG cost between $25.5 million and $131.5 million -- a cost borne by approximately 2.9 million
Pennsylvania natural gas ratepayers. The final regulation eliminates ratepayer’s financial burden for
unreasonable UFG cost above the metric. Note that different utilities and customers thereof have
variable UFG levels. Also, the Commission does not have accurate information on distribution specific
UFG as utilities currently file combined UFG for distribution, transmission, storage, and
production/gathering facilities. Nonetheless, the Commission estimates that if the final metric were in
place in 2010, and all UFG filed in the Annual Reports were attributed to distribution losses, the 5%
metric would have saved approximately 868,000 ratepayers $6.7 million and the 3% metric would have
saved approximately 1.19 million ratepayers $33.3 million annually.

! Final Rule Integrity Management Program for Gas Distribution Pipelines. Effective - February 2, 2010.
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(11) Are there any provisions that are more stringent than federal standards? If yes, identify the specific
provisions and the compelling Pennsylvania interest that demands stronger regulations.

The basis of the final UFG definition is the US Department of Transportation’s Pipeline and Hazardous
Material Safety Administration’s UFG definition, and, therefore, the final definition is not more
stringent than federal standards.

However, federal standards do not indicate recoverable amounts of UFG as the final metric does. This is
because the Federal Government does not have jurisdiction over intrastate commerce.

(12) How does this regulation compare with those of the other states? How will this affect
Pennsylvania’s ability to compete with other states?

Texas is the only other state that has created a regulation addressing the recovery of UFG. However, the
final regulation favors Pennsylvania’s ability to compete with other states. The final regulation provides
additional security regarding the UFG portion of rates for all classes of ratepayers. In addition, the
requirement to reduce UFG to reasonable levels could result in lower gas bills, which will ultimately
make Pennsylvania business and industry more competitive.

(13) Will the regulation affect any other regulations of the promulgating agency or other state agencies?
If yes, explain and provide specific citations.

No.

(14) Describe the communications with and solicitation of input from the public, any advisory
council/group, small businesses and groups representing small businesses in the development and
drafting of the regulation. List the specific persons and/or groups who were involved. (“Small business”
is defined in Section 3 of the Regulatory Review Act, Act 76 of 2012.)

Through comments and reply comments, the Pennsylvania Office of Consumer Advocate participated in
the development of the final regulation on behalf of residential ratepayers, and the Pennsylvania Office
of Small Business Advocate participated similarly on behalf of small business ratepayers. Affected
industries likewise participated, including a meeting on March 2, 2012. In attendance at this meeting
were representatives from the Energy Association of Pennsylvania as well as a representative from every
major natural gas distribution company within Pennsylvania (Columbia Gas of Pennsylvania, Inc.,
Equitable Gas Company, National Fuel Gas Distribution Company, PECO Gas, Peoples Natural Gas
Company LLC, Peoples TWP LLC, Philadelphia Gas Works, UGI Central Penn Gas, UGI Penn Natural
Gas, and UGI Utilities, Inc.).




(15) Identify the types and number of persons, businesses, small businesses (as defined in Section 3 of
the Regulatory Review Act, Act 76 of 2012) and organizations which will be affected by the regulation.
How are they affected?

All natural gas distribution companies (NGDCs) will need to comply with the regulation. As provided
in response to Question 16 below, there are approximately 28 NGDCs within Pennsylvania. These 28
NGDCs would adhere to the final definition and calculation of UFG. In addition, these NGDCs may
need to employ additional resources, procedures, etc. to reduce their respective UFG to the final cap
metric. If NGDCs have “excessive” levels of UFG, the NGDCs may be required to absorb the costs of
unjustified excessive UFG above the final cap metric.

Conversely, the final regulation and its cap metric protects all residential, commercial, and industrial
ratepayers, from “excessive” UFG. Ratepayers would no longer be responsible for paying for UFG
above the metric and therefore, could see a reduction in their gas cost rates.

(16) List the persons, groups or entities, including small businesses, that will be required to comply with
the regulation. Approximate the number that will be required to comply.

Pennsylvania gas distribution companies are listed in the Commission’s rate comparison materials found
at: http://www.puc.state.pa.us/general/publications_reports/pdf/Rate Comparison Rpt2013.pdf.
Pennsylvania currently has 21 natural gas distribution companies in operation that file PGC or GCRs.
Several of the smaller companies are in the process of abandoning service to the public Currently, they
are as follows:

Andreassi Gas Company

Chartiers Natural Gas Company, Inc.
Columbia Gas of Pennsylvania, Inc.
Equitable Gas Company

Herman Oil & Gas Company, Inc.

Herman Riemer Gas Company

North East Heat & Light Company
National Fuel Gas Distribution Corporation
Orwell Natural Gas Company — Clarion River Gas and Walker Gas
PECO Gas (Exelon Corporation)

Peoples Natural Gas Company LLC
Peoples TWP LLC (Formally TW Phillips)
Philadelphia Gas Works

Pike County Light & Power Company
Pine-Roe Natural Gas Company, Inc.

Sigel Gas Company

UGI Central Penn Gas

UGTI Penn Natural Gas

UGI Utilities, Inc.

Valley Energy

Wally Gas Company




In addition, Pennsylvania has 7 distribution companies that do not participate in GCR or PGC filings.
Therefore, the metric portion of the final regulation does not apply, but the following companies would
still need to comply with the consistent UFG definition:

Able Gas Company

Corsica Gas Company

C.E. Dunmire Gas Company
Kaib & Kaib Gas Company
Larkin Oil & Gas Company
Mountain Energy LTD

SAR Gas Company

(17) Identify the financial, economic and social impact of the regulation on individuals, small
businesses, businesses and labor communities and other public and private organizations. Evaluate the
benefits expected as a result of the regulation.

The final regulation would cap the amount of UFG an NGDC could pass on to all classes of
ratepayers, which include residential, small commercial, large commercial, and institutional and
industrial customers. In 2010, the Commission estimated that the total cost for UFG was between $25.5
million and $131.5 million and that cost was borne by approximately 2.9 million Pennsylvania natural
gas ratepayers. The final regulation would not eliminate the entire financial burden from ratepayers, just
that portion both above the metric and deemed excessive. Note that different NGDCs and customers
have varying levels of UFG. Also, the Commission does not have accurate information on distribution
specific UFG as utilities currently file combined UFG for distribution, transmission, storage, and
production/gathering facilities. Nonetheless, the COMMISSION estimates that if the final metrics were
in place in 2010 and all UFG filed in the Annual Reports were attributed to distribution losses, the 5%
metric would have saved approximately 868,000 ratepayers $6.7 million and the 3% metric would have
saved approximately 1.19 million ratepayers $33.3 million.

In addition, the final regulation will affect all NGDCs. The consistent definition requirement will have a
minor effect on utility operations. There may be some nominal cost for the utility to ensure it is
calculating and reporting UFG pursuant to the final regulations. These are recoverable costs and are well
within normal operational activity for NGDCs. More specifically, the change should not lead to a rate
increase for ratepayers.

On the other hand, compliance with the metric may have a financial impact on utility operations. The
regulation provides that utilities with UFG levels above the metric will not be able to recover the costs of
unjustified UFG above the metric. Therefore, shareholders will absorb the cost for excessive lost gas
i.e., unjustified amounts above the metric. In question 10 above, the Commission estimated the 5%
metric would have saved ratepayers $6.7 million and the 3% metric would have saved $33.3 million in
2010. These savings for ratepayers would therefore be costs absorbed by shareholders. 2

All gas utilities have programs to identify and reduce UFG, and these programs traditionally are included
within the utility’s rate base. The final regulation should motivate utilities to increase or expand these
programs. Any increased activity or added program expense could be included within a future rate case
(and therefore a future rate increase) if deemed prudent by the Commission. However, the final

? The Commission does not have reliable numbers on the number of shareholders for each utility.
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regulation on UFG is not the primary driver for utility changes. Instead, 74 FR § 63906,3 the Pipeline
Inspection, Protection, Enforcement, and Safety Act of 2006, requires natural gas distribution companies
to develop and implement a distribution integrity management program (DIMP). UFG would be
considered a component of DIMP and, therefore, DIMP activities, particularly removal of aging and
leaky pipe, would improve UFG levels (i.e., decrease reported UFG). The Federal DIMP requirement
will force utilities to reduce UFG by taking specific actions; therefore, the final regulations to reduce
UFG will follow and benefit from the Federal DIMP.

(18) Explain how the benefits of the regulation outweigh any cost and adverse effects.

Low or decreasing UFG represents enhanced operational efficiency. The goal of the final regulation is to
encourage operational efficiency by disallowing the recovery of costs related to inefficient operations.
As is presented in the response to Question 17, enhanced gas utility efficiency translates into savings for
all ratepayer classes. In addition, the final regulation aligns with 74 FR § 63906,3 the Pipeline
Inspection, Protection, Enforcement, and Safety Act of 2006, which aims at reducing risk in gas
distribution systems. NGDCs, their ratepayers, and all citizens of Pennsylvania benefit from reduced
risks on gas distribution systems.

Furthermore, the final regulations provide the Commission, other agencies, and the natural gas industry
with a consistent definition for UFG. This should enable all parties to track and analyze performance
accordingly, and to compare performance among NGDCs.

(19) Provide a specific estimate of the costs and/or savings to the regulated community associated with
compliance, including any legal, accounting or consulting procedures which may be required. Explain
how the dollar estimates were derived.

Compliance with a consistent definition for calculating and reporting UFG should be a nominal cost for
the regulated community. All NDGCs use a UFG definition within filings currently required by the
Commission. Therefore, the final regulation UFG definition should not have any additional costs, save
for those of a nominal nature. In addition, a consistent definition should save the Commission and
NGDCs time and effort in PGC or GCR filings, thereby improving efficiency.

The metric represents an allocation of inefficiency costs from all ratepayer classes to utility shareholders.
Regarding its costs and savings to the regulated community as a whole, the final regulation is zero-sum.
The Commission expects NGDCs to provide reasonable UFG levels as a part of utility gas service. The
Commission similarly expects NGDCs to include the costs of achieving reasonable UFG levels in base
rates. Thus, NGDCs have the opportunity to have ratepayers fund the acquisition of the UFG benefit.
To the extent that an NGDC does not seize this opportunity, its shareholders will fund the ratepayer
benefit associated with excessive UFG.

? Final Rule Integrity Management Program for Gas Distribution Pipelines. Effective - February 2, 2010.
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Quantitatively, as addressed in question 10 above, the Commission estimates that if the final metrics
were in place in 2010 and all UFG filed in the Annual Reports were attributed to distribution losses, the
5% metric would have saved approximately 868,000 ratepayers $6.7 million and the 3% metric would
have saved approximately 1.19 million ratepayers $33.3 million. These costs savings were computed by
taking the difference between reported UFG over 5% or 3% and the maximum allowable exclusion (i.e.,
5% or 3%). This difference was then multiplied by total gas received to arrive at the total quantity of gas
over the allowable exclusion. Then the total quantity of gas over the allowable exclusion would be
multiplied by the Purchased Gas Cost rate for 2010. This would equate to the savings applied to the
customer base of utilities over 5% or 3%.

For example, suppose a utility received 2000 Mcf (thousand cubic feet) of gas and reported an UFG
level of 6% with a PGC rate of $5/Mcf. Since the maximum allowable exclusion is 5%, the utility’s
actual UFG level would be subtracted by the maximum allowable exclusion (or 5%). This would be a
difference of 1% (6%-5%) and would then be multiplied by the total gas received to arrive at 20 Mcf
(1% x 2000 Mcf). The 20 Mcf, which could not be recovered from ratepayers, would then be multiplied
by the PGC rate to arrive at a savings for ratepayers of $100 (20 Mcf x $5/Mcf).

Conversely, compliance by regulated utilities would be a cost to that utility. In question 12 above, the
final regulation states that utilities with UFG levels above the metric will not be able to recover the cost
of UFG above that level. Therefore, the cost for excessive lost gas (i.e., unjustified amounts above the
metric) will therefore be absorbed by shareholders. In question 10 above, the COMMISSION estimates
the 5% metric would have saved ratepayers $6.7 million and the 3% metric would have saved $33.3
million in 2010. These savings for ratepayers would therefore be costs absorbed by shareholders. 4

It should be noted that there are no new costs to the regulated community. Instead, the regulations
would move the financial burden for excessive UFG from the ratepayer to the utility (i.e., shareholders).

(20) Provide a specific estimate of the costs and/or savings to the local governments associated with
compliance, including any legal, accounting or consulting procedures which may be required. Explain
how the dollar estimates were derived.

There are no anticipated costs or savings for local governments. It should be noted that one of the
COMMISSION’s jurisdictional natural gas distribution companies is Philadelphia Gas Works (PGW). It
is owned and operated by the City of Philadelphia and therefore, excessive losses would be borne by the
city and its tax base instead of shareholders. Ratepayers of PGW would help to pay for excessive losses,
since they are also tax payers of the City of Philadelphia (although it 1s possible that some of PGW’s
ratepayers may not be taxpayers of the City of Philadelphia). In general, however, the tax base should be
larger than the rate base (i.e., not every tax payer of Philadelphia would be a ratepayer of PGW).

If the local government is a ratepayer of a gas utility, then the savings identified in question 17 for
ratepayers would be shared by the local government with all other ratepayers of that utility.

* The Commission does not have reliable numbers on the number of shareholders for each utility.
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(21) Provide a specific estimate of the costs and/or savings to the state government associated with the
implementation of the regulation, including any legal, accounting, or consulting procedures which may
be required. Explain how the dollar estimates were derived.

A consistent definition and metrics for UFG is expected to have a nominal savings for the Commission.
It is anticipated that a standard definition and metric should increase the efficiency of the PGC and GCR
proceedings as well as standard business activities related to UFG. This increase in efficiency will be
minor in nature but allow the Commission to more effectively handle UFG and therefore cannot be
quantified.

If the state government, or portions thereof, is a ratepayer of a gas utility, then the savings identified in
question 17 for ratepayers would be shared by the state government with all other ratepayers of that
utility.

(22) For each of the groups and entities identified in items (19)-(21) above, submit a statement of legal,
accounting or consulting procedures and additional reporting, recordkeeping or other paperwork,
including copies of forms or reports, which will be required for implementation of the regulation and an
explanation of measures which have been taken to minimize these requirements.

All jurisdictional NGDCs (identified in response to Question 16) will have a new filing requirement to
report their UFG levels to the Commission on September 30™Mof each program year. In addition, these
new UFG reports (attached below) will ask for data segregated by facility type (i.e., transmission,
storage, distribution and production). In part, this delineation by facility type will be a new reporting
requirement for regulated NGDCs. Collection of this data must occur for NGDCs to respond to Annual
Report Schedule 505. Therefore, the only new information required in the new UFG reporting
requirement is the supporting data used to compute UFG by facility type (i.e., company use, gas
received, gas delivered by facility types).

Data in addition to Schedule 505 is required because various utility and advocate comments to the
Proposed Rulemaking Order requested an August-to-August reporting period, as opposed to the year-end
period coincident with the Schedule 505 annual reports as originally proposed by the Commission. The
additional data is required to accommodate these requests.

The Commission does not believe that the final regulation substantially changes NGDCs legal,
accounting, consulting, or recordkeeping procedures. For some, the final regulation may require
clarification of their recordkeeping as certain facilities could be classified within two or more facility
types. However, the Commission requires, for ratemaking and gas safety purposes, identification of
these facilities. Therefore, the Commission contends that delineation of facility type is not a new
requirement, but rather simply notes that some NGDCs may need to revise lax records. This revision
should occur regardless of the final regulation.

(23) In the table below, provide an estimate of the fiscal savings and costs associated with
implementation and compliance for the regulated community, local government, and state government
for the current year and five subsequent years.




It should be noted that calculated savings and costs for PGC and GCR rates are dependent on numerous
variables and constraints including distribution company performance, natural gas markets, weather, etc.
It should also be noted that the final regulation suggests that implementation of the metric should not
occur until one year after the regulation would be effective. Therefore, compliance and any cost shifting
(savings or costs) would not occur until FY+3. The Commission believes that this time delay will afford
all utilities enough time to become compliant with the regulation and, therefore, not incur any additional
costs. The improvement in the UFG levels, however, would be a savings to the ratepayers, regardless of

utility performance. However, for purposes of presentation below, let’s assume that the utilities could
not reduce their UFG below the metric thereby incurring a cost as well. If the utility continues to be
unable to make any changes, than the savings and costs will continue to grow in subsequent years

maxing out in FY+8.

Current FY FY +1 FY +2 FY +3 FY +4 FY +5
Year Year Year Year Year Year

SAVINGS: $ $ $ $

Regulated Community $6.7 $11.8 $17.0
million million million

Local Government 0 0 0 0 0 0

State Government 0 0 0 0 0 0

Total Savings 0 0 0 $6.7 $11.8 $17.0
million million million

COSTS:

Regulated Community |0 0 0 $6.7 $11.8 $17.0
million million million

Local Government 0 0 0 0 0 0

State Government 0 0 0 0 0 0

Total Costs 0 0 $6.7 $11.8 $17.0
million million million

REVENUE LOSSES:

Regulated Community |0 0 0 0 0 0

Local Government 0 0 0 0 0 0

State Government 0 0 0 0 0 0

Total Revenue Losses 0 0 0 0 0 0

(23a) Provide the past three year expenditure history for programs affected by the regulation.

Program FY -3 FY -2 FY -1 Current FY
None.




(24) For any regulation that may have an adverse impact on small businesses (as defined in Section 3 of
the Regulatory Review Act, Act 76 of 2012), provide an economic impact statement that includes the
following:

(a) An identification and estimate of the number of small businesses subject to the regulation.

(b) The projected reporting, recordkeeping and other administrative costs required for compliance
with the final regulation, including the type of professional skills necessary for preparation of the
report or record.

(c) A statement of probable effect on impacted small businesses.

(d) A description of any less intrusive or less costly alternative methods of achieving the purpose of
the final regulation.

Act 76 0f 2012 (HB 1349) refers to 13 CFR 121 for the definition of small business. In section 121.201,
the Small Business Administration characterizes natural gas distribution companies as small if they have
less than 500 employees, including those employed by the company’s affiliated businesses. Only UGI,
Peoples, and PGW have more than 500 employees in their operating companies. Insofar as the
COMMISSION does not have jurisdiction over non-utility affiliates, it does not know the total number
of employees for each NGDC and its affiliates. Therefore, for purposes of this response, it is assumed
that all NGDC:s are, in fact, small businesses under the Small Business Administration definition.

a.) There are 28 NGDCs operating within Pennsylvania as specifically identified in the answer to
Question 16.

b.) There are no new reporting, recordkeeping or other administrative costs as presented within the
answer to Question 22.

c¢.) Asidentified in the answer to Question 15, NGDCs may need to expand their UFG programs,
procedures, etc. in order to reduce “excessive” UFG or ultimately pay for UFG above the final
metric. However, this cost to the NGDC would also serve as a cost savings to their ratepayers
(including non-utility small businesses) on commodity costs.

d.) The final regulation is a shifting of costs from the ratepayer to the NGDC for excessive amounts
of UFG. Therefore, no new costs are established by the final regulations. The only other option
to make the final regulation less intrusive to the NGDCs would be to raise the cap metric to
higher percentages. However, a higher cap metric would put more financial burden on ratepayers
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of gas utilities and also reward poor performing utilities without the same benefit for good
performing utilities.

(25) List any special provisions which have been developed to meet the particular needs of affected
groups or persons including, but not limited to, minorities, the elderly, small businesses, and farmers.

In the final regulation two special provisions were developed to meet the needs of the affected regulatory
community, particularly the utilities. These two provisions are summarized below:
1.) The implementation of the metric shall occur one year after the regulation takes effect.

a. This provision will afford utilities additional time to comply with the financial impacts of
the regulation.

2.) Amounts of UFG in excess of the standard may not be recovered within the current or a future
PGC or GCR filing unless approved by the Commission.
a. This provision allows the utility to provide justification for high UFG that is beyond its
control. Ultimately, the Commission could approve higher levels than set in the metric if
circumstances warranted such an exception.

(26) Include a description of any alternative regulatory provisions which have been considered and
rejected and a statement that the least burdensome acceptable alternative has been selected.

The only alternate version of the regulation considered was to develop UFG metrics by each individual
gas company. However, this method was deemed unfair as it could require each utility to reduce UFG
by a set percentage. Utilities who already report low UFG would be required to reduce the level further
at a substantial cost while those utilities with higher UFG would be making much less costly
adjustments. Therefore, it was deemed that an individualized approach would place undue burdens on
utilities and their ratepayers that had already been obtaining acceptable levels of UFG.

(27) In conducting a regulatory flexibility analysis, explain whether regulatory methods were considered
that will minimize any adverse impact on small businesses (as defined in Section 3 of the Regulatory
Review Act, Act 76 of 2012), including:

a) The establishment of less stringent compliance or reporting requirements for small businesses;

b) The establishment of less stringent schedules or deadlines for compliance or reporting
requirements for small businesses;

¢) The consolidation or simplification of compliance or reporting requirements for small
businesses;

d) The establishment of performing standards for small businesses to replace design or operational
standards required in the regulation; and

e) The exemption of small businesses from all or any part of the requirements contained in the
regulation.
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Act 76 of 2012 (HB 1349) refers to 13 C.F.R. § 121 for the definition of small business. In Section
121.201, the Small Business Administration characterizes natural gas distribution companies as small if
they have less than 500 employees, including those employed by the company’s affiliated businesses.
Only UGI, Peoples, and PGW have more than 500 employees in their operating companies. Insofar as
the COMMISSION does not have jurisdiction over non-utility affiliates, it does not know the total
number of employees for each NGDC and its affiliates. Therefore, for purposes of this response, it is
assumed that all NGDCs are, in fact, small businesses under the Small Business Administration
definition.

a.) Since the final regulation is a shift of costs for excessive UFG from the ratepayer to the NGDC
(if, and only if, performance does not meet the expected level of the cap metric), a less stringent
requirement on small business NGDCs would also be a more stringent requirement for small
businesses ratepayers. Therefore, a loosing of standards has a much broader impact to
Pennsylvania ratepayers than the final regulation does.

b.) As presented in the answer to Question 22, there are no new deadlines, reports, or other
procedures not already in place, required and needed. Therefore, any flexibility or loosing of
standards would have adverse impacts on Commission activity.

c.) Since most, if not all, NGDCs are small businesses, all businesses required to comply with the
final regulations will be following the same rules. In addition, the reporting requirements are no
different than already required and are consistent for all NGDCs.

d.) As presented in section (a) above, a loosing of the standards for NGDCs would ultimately mean
more costs would be borne by the ratepayer (including non-utility small businesses).

e.) Since most, if not all, NGDCs are small businesses; an exemption to small businesses would
invalidate the final regulations. The only consideration was to eliminate the cap metric from the
final regulations. However, the cap metric gives the Commission the ability to effectively
monitor, enforce, and review UFG levels and without the metric, the Commission loses the
ability to ensure safe and reliable utility service at reasonable rates.

(28) If data is the basis for this regulation, please provide a description of the data, explain in detail how
the data was obtained, and how it meets the acceptability standard for empirical, replicable and testable
data that is supported by documentation, statistics, reports, studies or research. Please submit data or
supporting materials with the regulatory package. If the material exceeds 50 pages, please provide it in a
searchable electronic format or provide a list of citations and internet links that, where possible, can be
accessed in a searchable format in lieu of the actual material. If other data was considered but not used,
please explain why that data was determined not to be acceptable.

UFG is reported to the Commission and is publicly available in at least three regularly required filings;
Schedule 505 (Gas Account-Natural Gas) of the COMMISSION’s Gas Annual Report, Purchased Gas
Cost (PGC) and Gas Cost Recovery filings (GCR), and U.S. Department of Transportation (DOT)

Pipeline and Hazardous Material Safety Administration (PHMSA) Form 7100.1-1 (henceforth referred

®> PGC and GCR filings are separate mechanisms used by utilities to recover gas costs but approach UFG similarly. Any utility with
gross intrastate annual operating revenues in excess of $40,000,000 would file a PGC while companies with lesser revenue would
file a GCR.
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to as the DOT Report filed with the Commission’s Gas Safety Division). The data provided within each
one of these filings is provided to the Commission by the utility and also includes a schedule showing
how the UFG numbers were derived. However, the difference in reporting UFG helps to illustrate that
there is no consistency in how UFG is reported and filed with the Commission.

Table 1

Unaccounted For Gas Levels for PGC Companies

Columbia Dominion*” Equitable

USDO USDO

Annual 1307() T Annual  1307(f) USDOT Apnnual  1307(f) I
Y ear Report Filing Report | Report Filing Report Report Filing Report
2005 | 1.11% 1.90% 1.88% | 5.12% 3.48% 2.68% 1023%  9.95% 5.10%
2006 | 0.06% 1.90% 1.88% | 5.91% 4.32% 3.46% 1191%  731% 7.60%
2007 | -0.05% 1.30% 1.30% | 9.01% 5.09% 3.94% 9.32% 6.95% 5.40%
2008 | -0.66% 1.60% 1.30% | 6.39% 4.90% 4.32% 10.01%  7.34% 7.60%
2009 | -0.23% 1.90% 1.90% | 4.55% 5.99% 3.20% 5.01% 7.00% 5.00%
2010 | 0.06% 2.00% 2.00% | 6.13% 5.42% 2.85% 4.18% 5.18% 5.40%
NFG PECO PGW
2005 | 0.31% 2.50% 0.67% | 2.84% 2.40% 2.40% 3.40% 3.90% 2.80%
2006 | -1.52% 2.50% 0.42% | 2.10% 2.90% 2.90% 1.89% 4.00% 2.00%
2007 | 0.02% 2.50% 0.42% | 3.71% 3.60% 3.60% 7.56% 4.10% 2.80%
2008 | -0.52% 0.36% 0.41% | 4.49% 4.20% 3.58% 2.52% 3.90% 2.80%
2009 | -0.42% 0.44% 0.31% | 2.98% 4.30% 4.21% 2.91% 3.80% 2.20%
2010 | 1.90% 0.44% 0.00% | 2.80% 4.40% 4.44% 5.90% 3.70% 2.20%
TW Phillips UGI Utilities UGI - Penn Natural Gas

2005 | 4.57% 4.57% 4.59% |-0.40%  -0.20% 0.20% 0.25%  0.45%  0.40%)
2006 | 4.11% 4.11% 421% | 0.42% 0.50% 0.20% -1.03% 0.57% 0.40%
2007 | 4.25% 4.25% 4.16% | 0.60% 0.70% 0.50% -0.30% 0.55% 0.50%
2008 | 3.74% 4.34% 3.15% | 0.38% 0.73% 0.70% 0.70% 0.59% 0.68%
2009 | 5.40% 5.10% 5.10% | 0.47% 0.51% 0.50% 0.91% 1.11% 1.08%
2010 | 4.11% 3.80% 3.90% | 0.23% 0.40% 0.16% 0.45% 0.50% 0.53%
4-1. Calculated Annual Report value, based on financial accounting entries that do not represent the actual calendar-
month physical volumes received and delivered by the Company.

Note: UGI — Central Penn Gas is not included due to the 2008 acquisition from PPL Gas.

Source: Annual Reports, USDOT Annual Reports for year ended June 30 and 1307(f) data provided to the
Commission from the utilities.
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Table 2

Unaccounted For Gas Levels for GCR Companies

2009 2010
Company Annual USDOT | Annual USDOT
Report GCR Report | Report GCR Report
North East Heat and Light | 1.25%  1.25% 1.62% | 0.53%  0.53% 1%
Pine-Roe Natural Gas N/A 8.50% N/A N/A 6.60% N/A
Pike County Power & Light | -0.11% -1.00% 0.10% | 0.05% -0.50% 0.80%
Valley Energy -0.88% -0.88% 2.40% | -1.76% -1.76% 1.75%

Source: Annual Reports, USDOT Annual Reports for year ended June 30 and GCR data provided to the
Commission from the utilities.

The COMMISSION’s Bureaus of Investigation and Enforcement and Audits compiled a Joint Report
entitled, UNACCOUNTED-FOR-GAS In the Commonwealth of Pennsylvania dated February 2012
(Joint Report). This Joint Report was released to the public as an attachment to the proposed rulemaking
order. In addition to Tables 1 and 2 above, the Joint Report pulled additional information from
publically available resources and those sources are cited as such within the Joint Report.

(29) Include a schedule for review of the regulation including:

A. The date by which the agency must receive public comments: 30 & 45 days after
pub. in the Pa.B.

B. The date or dates on which public meetings or hearings

will be held: N/A

C. The expected date of promulgation of the proposed

regulation as a final-form regulation: 1/2™ quarter 2013
gu

D. The expected effective date of the final-form regulation: 3rd /4t quarter 2013

E. The date by which compliance with the final-form

regulation will be required: 1 yr after publication

as final
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F. The date by which required permits, licenses or other
approvals must be obtained: N/A

(30) Describe the plan developed for evaluating the continuing effectiveness of the regulations after its
implementation.

The regulation will be reviewed on an as-needed basis.
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Establishing a Uniform Definition and

Metrics for Unaccounted-For-Gas
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The Pennsylvania Public Utility Commission on April 4, 2013, adopted a final rulemaking order which
establishes a uniform definition of UFG and metrics for UFG. The contact persons are Assistant Counsel Shaun
Sparks, Law Bureau, 717 787-3464 and Nathan Paul, Bureau of Audits, 717 214-8249.



EXECUTIVE SUMMARY
L-2012-2294746/57-289

Final Rulemaking
Establishing a Uniform Definition and Metrics
For Unaccounted-For-Gas

52 Pa. Code §59.111

In February 2012, The Commission Bureaus of Audits and Investigation and
Enforcement issued to the Commission the internal report UNACCOUNTED-FOR-GAS
In the Commonwealth of Pennsylvania (Report). In response, the Commission
established a cross-disciplinary team to explore UFG regulations. The team
recommended that the Commission adopt a uniform UFG definition and a UFG metric
for use in gas cost proceedings and filings, annual reports, and other investigations.
Adoption of these UFG measures would benefit all ratepayer classes by limiting costs
associated with unjustified UFG levels.

On June 7, 2012, the Commission issued a Proposed Rulemaking Order with
proposed regulations establishing a uniform definition and metric for UFG for comment.
Establishing a Uniform Definition and Metrics for Unaccounted-for-Gas, Docket No. L-
2012-2294746 (June 7, 2012) (Proposed Rulemaking Order). The Rulemaking sought to
establish a uniform UFG definition and to establish rebuttable metrics to transition all
Natural Gas Distribution Companies (NGDC) to reasonable UFG levels. The metric
consisted of a 5-year declining UFG compliance schedule whereby NGDCs could
recover through rates a maximum of 5 percent in year one, down to a maximum of 3
percent in year five, declining by 0.5 percent per year. Nine parties filed comments and
six parties filed reply comments.

On April 4, 2013, the Commission issued its Final Rulemaking Order. The
Commission carefully considered the Comments and Replies and made modifications to
the proposed regulations to accommodate many suggestions of interested parties. The
Commission did not alter the core UFG metric. However, it established a reasonable
transition to the new metric by having it apply on an annual basis for the twelve months
ending Aug. 31, and taking effect beginning with each NGDC'’s first subsequent gas cost
proceeding one year after the effective date of the rulemaking. It clarified that the metric
would apply only to distribution infrastructure, thus making the metric reasonably
achievable for all NGDCs. It also established that UFG reports would be due September
30 of each report year, and clarified that the scope of allowable exceptions to the metric’s
rebuttable presumption were open-ended.

The contact persons for this proposed rulemaking are Nathan Paul, 717-214-8249
(technical), and Shaun A. Sparks, (717) 787-5000 (legal).



PENNSYLVANIA
PUBLIC UTILITY COMMISSION
Harrisburg, PA 17105-3265

Public Meeting held April 4, 2013

Commissioners Present:

Robert F. Powelson, Chairman

John F. Coleman, Jr., Vice Chairman
Wayne E. Gardner

James H. Cawley

Pamela A. Witmer

Rulemaking Re: Establishing a Uniform Definition = Docket No. L-2012-2294746
and Metrics for Unaccounted-for-Gas:

FINAL RULEMAKING ORDER

BY THE COMMISSION:

Before us is the Final Rulemaking Order establishing metrics and a uniform
definition for unaccounted-for-gas (UFG). In addition to the regulations discussed
below, the Public Utility Code provides the Pennsylvania Public Utility Commission
(PUC or Commission) with broad authority to regulate all aspects of the provision of
public utility gas service within the Commonwealth. The Public Utility Code addresses
our authority to regulate the character and service of public utility facilities -- as well as
the standards under which regulated utilities provide those services and facilities to the
public. 66 Pa.C.S. §§1501, 1504. The Public Utility Code also tasks us with ensuring

that public utility rates are just and reasonable and otherwise in conformity with the
1



regulations and orders of the Commission. 66 Pa.C.S. §1301. Our authority over
regulated Natural Gas Distribution Company (NDGC) facilities and services is therefore
broad.

Our jurisdiction extends to all NGDC plant and equipment without limitation,
and all means and instrumentalities in any manner owned, operated, leased, licensed,
used, controlled, furnished, or supplied for, by, or in connection with, the business of the
regulated NGDC. 66 Pa.C.S. §102. In addition, the Public Utility Code tasks the
Commission with oversight of the Commonwealth’s competitive natural gas markets. 66
Pa.C.S. §2201 et seq. In particular, we oversee the integral role of Pennsylvania’s
NGDCs in competitive markets. 66 Pa.C.S. §2205. The Public Utility Code also
authorizes the Commission to require public utilities to provide it with information on
matters the Commission is required to oversee. 66 Pa.C.S. §504. Through this Order, we
work to fulfill our statutory role by enhancing the methodology through which we
evaluate natural gas costs in various Commission rate proceedings. Moreover, pursuant
to our duty to ensure that rates remain just and reasonable, under 66 Pa.C.S. Section
1301, we establish a rebuttable presumption that levels of UFG above certain threshold
levels are not just and reasonable expenses and, therefore, not recoverable from

consumers.

The regulations set forth herein are based upon the February 2012 Joint Report on
UFG developed by the PUC Bureaus of Investigation and Enforcement and Audits
(BI&E & Audits, respectively). To implement the Joint Report, the Commission
established a cross disciplinary team to develop proposed UFG regulations. Based upon
our review and consideration of the many comments filed in this rulemaking proceeding
by industry, statutory advocates, and other interested persons, we issue these final

regulations with this Order.



DISCUSSION

Background

In general, UFG is defined as the difference between total gas supplies delivered
to the NGDC and the amount of that gas the NGDC subsequently delivers to its retail,
commercial, and industrial customers, adjusted for company use, temperature, pressure
variations, or other allowed variables. As the name implies, UFG is gas that is “lost”
during transport from supplier to customer. In the past, UFG also carried the monikers
LAUF or LUFG -- variants of “lost and unaccounted for gas.” This Rulemaking
establishes, inter alia, the uniform terminology of “unaccounted for gas,” or UFG, to

describe gas lost from an NGDC’s system.

Pennsylvania NGDC customers pay for the costs of UFG through various gas
commodity cost and reconciliation proceedings before the Commission that allow for the
collection of UFG as a part of commodity gas costs. The accurate calculation of UFG

costs is of great concern to the Commission, NGDCs, and all gas market participants.

Until now, PUC regulations lacked a uniform definition for UFG. Prior to our
establishing a uniform definition of UFG here, each NGDC defined UFG based upon
individual company experience. This practice has created inconsistencies that hindered
our ability to monitor UFG levels across NGDCs, and to gauge with accuracy the

corresponding financial burden UFG imposed on all classes of ratepayers.

In February 2012, BI&E and Audits provided the Commission with the internal
report UNACCOUNTED-FOR-GAS In the Commonwealth of Pennsylvania (Report). In
response to the Report’s recommendations, the Commission established a cross

disciplinary team to explore proposed UFG regulations. The Commission comprised the



team from the following Commission Bureaus: Law, Office of Special Assistants, Audits,

and Technical Utility Services.

On June 7, 2012, the Commission issued its Proposed Rulemaking Order with
proposed regulations establishing a uniform definition and metric for UFG for comment.
Establishing a Uniform Definition and Metrics for Unaccounted-for-Gas, Docket No. L-
2012-2294746 (June 7, 2012) (Proposed Rulemaking Order). The Order and proposed
regulations appeared in the October 22, 2012 edition of the Pennsylvania Bulletin,
triggering a 30-day comment period and subsequent 15-day reply comment period. Nine
parties filed comments and six parties filed reply comments. Comments or reply
comments were submitted by Columbia Gas of Pennsylvania (Columbia), Dominion
Retail, Inc. (Dominion), Energy Association of Pennsylvania (EAP),' Equitable Gas
Company, LLC (Equitable), Industrial Customer Groups (ICG),? Office of Consumer
Advocate (OCA), Office of Small Business Advocate (OSBA), PECO Energy Company
(PECO), Peoples Natural Gas Company, LLC and Peoples TWP, LLC (collectively
referred to as Peoples), Pennsylvania Independent Oil and Gas Association (PIOGA), and
Pike County Light and Power Company (Pike). On January 3, 2013 the Independent
Regulatory Review Commission (IRRC) submitted comments. We review and address

the comments below.

' EAP filed comments and Reply Comments on behalf of: Columbia Gas of Pennsylvania, Inc.; Equitable Gas
Company, LLC.; National Fuel Gas Distribution Corporation, PECO Energy Company; Peoples Natural Gas
Company; Peoples TWP, LLC; Philadelphia Gas Works; Pike County Light & Power Company; UGI Utilities, Inc.;
UGI Penn Natural Gas, Inc.; UGI Central Penn Gas, Inc.; and, Valley Energy, Inc. (EAP Comments at 2.)

2 ICG consists of the following ad hoc entities: Industrial Energy Consumers of Pennsylvania, Central Penn Large
Users Group, Columbia Industrial Intervenors, Philadelphia Area Industrial Energy Users Group, Philadelphia
Industrial & Commercial Gas Users Group, and UGI Industrial Intervenors (ICG Comments at 1-2.) The ICG
comments do not identify the commercial, institutional, or industrial members of those ad hoc entities.
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COMMENTS

52 Pa. Code Section 59.111(a) Adjustments Definition

IRRC opines that the second sentence of the definition of “Adjustments” specifies
substantive regulatory requirements. IRRC notes that “substantive provisions should not
be included in a definition” citing to the Pennsylvania Code and Bulletin Style Manual,
§1.7(c). IRRC requested that the Commission remove the sentence from the definition
and place it in the body of the regulation that addresses adjustments, such as 52 Pa. Code
Section 59.111(b)(5). IRRC Comments at 1.

In addition, IRRC questioned why “storage losses” were not included in the
adjustment definition. EAP also commented that storage losses should be included in the
definition for adjustments. EAP Comments at 5. Similarly, OSBA commented that the
proposed calculation of UFG may create problems if used to compute storage UFG,
particularly for NGDC-owned storage systems. OSBA Comments at 3. Peoples and
OSBA noted that UFG cannot be measured as the difference between metered injection
volumes and metered withdrawal volumes, and actual inventory changes cannot be easily
measured. Peoples added that storage losses are determined by periodic engineering
studies rather than mathematical formulas; storage migration losses are not “UFG” and
represent a long-accepted adjustment to system-wide UFG. Peoples Reply Comments at

2.

EAP supports a standardized definition for UFG that aligns with the American Gas
Association (AGA) definition of UFG. EAP also supports the calculation of UFG by
system type (gathering, transmission, storage, and distribution). EAP also recommends
that in addition to including “storage losses™ in the proposed definition of “Adjustments”

at 52 Pa. Code Section 59.111(a), the Commission use “such as” in the definition as a



modifier to reflect other potential adjustments in addition to those listed in the proposed

regulation. EAP Comments at 4-5.

PECO also supports a definition for “Adjustments” to allow NGDCs the flexibility
of including adjustments that reflects appropriate uses of gas not specified in the
proposed regulation. With this, PECO recommends including a phrase “and all other
adjustments an NGDC considers necessary, subject to approval by the Commission in
Section 1307(f) proceedings. ” PECO believes that including this phrase will allow
NGDCs to make adjustments for typographical errors/manual data entry controls,
transportation imbalances, and weather/temperature conditions. PECO Comments at 3,

11-12.

RESOLUTION

As IRRC highlighted, the Pennsylvania Code and Bulletin Style Manual, Section
1.7(c), provides that definitions should not include substantive provisions. The
Commission agrees and will move the substantive regulatory requirements for

adjustments to 52 Pa. Code Section 59.111(b)(5).

The definition of adjustments to UFG is not an exhaustive list of the adjustments
an NGDC may claim but is meant to provide examples. The Commission also agrees
with OSBA and Peoples that storage UFG is dependent upon engineering principles and
other factors affecting storage. However, regardless of facility type, the Commission
finds that the UFG calculation remains the same as proposed in 52 Pa. Code Section
59.111(b)(1) and 52 Pa. Code Section 59.111(b)(2) given that storage field operational
factors (such as migration) would be considered adjustments to storage related UFG. The
Commission clarifies that NGDCs are to separate and report storage related losses,
whether they are adjustments due to factors like migration, or relate to other losses.

Therefore, the Commission disagrees that storage related facilities should be exempt from
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reporting requirements. In addition, the term “storage losses” is too broad to be included
in the definition for adjustments; however, for clarity, the Commission will add storage

migration as an example of an adjustment to storage related losses.

The Commission agrees with both EAP and PECO that its list of adjustments was
not exhaustive and will therefore include the phrase “such as” in the definition of
“Adjustments” in 52 Pa. Code Section 59.111(a). This will allow NGDCs to include
other uses of gas, or necessary adjustments, not specified in the proposed regulation. In
addition, “such as” will be added to 52 Pa. Code Section 59.111(b)(5) for consistency
purposes. However, the Commission will not adopt the additional language suggested by

PECO.

52 Pa. Code Section 59.111(a) Definition for Gas Delivered and Gas Received

OSBA supports the Commission proposal that UFG measurement rely on actual
metered data employing conceptually sound adjustments based on clear documentation
and engineering standards. OSBA recommends, however, that distribution gas deliveries
should be defined as metered gas deliveries, as adjusted for temperature or pressure for
billing purposes, and adjusted for billing cycles. OSBA opines that this will allow parties
to confirm that volumes used for revenue purposes are consistent with volumes used for
UFG calculation purposes. Additionally, OSBA states that any other differences between
gas deliveries used in the UFG calculation and billed gas deliveries should be included as
adjustments, and subject to the Commission’s requirements for any such adjustments. In
addition, OSBA sought to qualify distribution gas receipts as metered deliveries from

enumerated sources. OSBA Comments at 2-3.

PECO Reply Comments assert that billed volumes are always derived from actual
data based on a half-month billing lag. It also asserts that output data reporting is always

on a calendar basis. It recommends that the regulations avoid inconsistency because of
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the variances in accounting treatment that NGDCs may use when booking billed volume
and output data values. Because actual data is more consistent and accurate, PECO
recommends basing billing cycle adjustments upon sales data only. PECO Reply

Comments at 2.

Peoples’ Reply Comments opine that it is not sure of the effect of the OSBA
proposed change, especially for NGDCs that do not adjust for temperature or pressure for
billing purposes; Peoples therefore opposes the proposed change. Peoples Reply

Comments at 3.
RESOLUTION

Meter data, both on the consumption and delivery side, provides utilities with the
basis for computing UFG. As PECO pointed out, meter dafa can have inherent
differences between deliveries and receipts that may affect UFG. In addition, Peoples
highlighted that NGDCs have historically calculated their UFG from billed sales based
upon metered consumption; a switch in methodology could introduce unknown
consequences. The Commission generally agrees with the PECO and Peoples comments
in this regard; we will not modify the proposed definition of Gas Delivered or Gas
Received at this time. However, we expect that NGDCs will explore inaccuracies
between meter data and billing system consumption data, and will eliminate conflicts
whenever possible. In addition, since NGDCs bill based upon energy or volumetric rates,
NGDCs should also ensure conversion factors (such as heat content) accurately reflect
system composition. More importantly, an NGDC billing preference (i.e., therms, MCF,

CCF, etc.) should not introduce avoidable errors into UFG computations.



52 Pa. Code Section 59.111(a) Definition for UFG

IRRC stated that the PUC should consider whether the AGA definition of UFG is
appropriate for use in this regulation. In addition, EAP, Equitable, and PIOGA suggest
that the definition for UFG should follow the AGA definition.

RESOLUTION

The Commission does not believe that there is a material difference between the
AGA definition and the proposed definition. However, to align consistent language

across the industry, the Commission will adopt the AGA definition of UFG.

52 Pa. Code Sections 59.111(a), (b)(1), and (b)(2) Reference to Facility Types

Equitable submits that the proposed rulemaking be revised to address distribution
system UFG only and that UFG for other system functions such as transmission, storage
and production/gathering be addressed separately. Equitable, therefore, proposed
renaming the proposed rulemaking “Distribution System Unaccounted-for-Gas.”
Equitable further suggests the elimination of references to transmission, storage and
production/gathering from the definition of Adjustments, Gas Delivered, Gas Received,
NGDC, and UFG-Unaccounted-for Gas in 52 Pa. Code Section 59.111(a) — Definitions,
52 Pa. Code Section 59.111(b) — Calculation of the Proposed Regulation. Equitable

Comments at 1-3.

However, OSBA disagrees with Equitable’s recommendation of revising the
proposed regulation to address distribution system UFG only and eliminating UFG for
other system functions (transmission, storage, and production/ gatherihg). OSBA agrees
with the Commission, stating that there is merit in the Commission’s proposal to evaluate

UFG in NGDC gathering systems. OSBA posits that this will help the Commission and
9



parties to annual Section 1307(f) proceedings to evaluate whether a particular utility is
making progress, or losing ground, in controlling its gathering systems’ UFG. OSBA
Reply Comments at 4-5.

RESOLUTION

The Commission agrees with OSBA that while the proposed regulation sets cap
metrics for only distribution system losses, it also addresses UFG for other system
functions such as transmission, storage, and production/gathering. As stated in the
Proposed Rulemaking Order, the proposed UFG calculation is based on the US DOT
Report calculation and is generally aligned with current NGDC definitions of UFG.
Furthermore, since the Commission has jurisdiction over public utility gathering,
transmission (pursuant to 52 Pa. Code Section 59.3(a)), distribution and storage, losses
from all facility types of an NGDC must be recorded and reported with each company’s
annual filing. Proposed Rulemaking Order at 12.

52 Pa. Code Sections 59.111(b)(1) and (b)(2) Calculation for UFG

Equitable commented that the UFG calculation should be changed to: UFG % =
((Gas Received +/- Adjustments) - (Gas Delivered +/Adjustments)) / (Gas Received +/-
Adjustments). Equitable Comments at 2. In addition, IRRC and EAP suggested that 52
Pa. Code Section 59.111(b)(2) should include parenthesis isolating the percentage

calculation to improve clarity. IRRC Comments at 2; EAP Comments at 8.

RESOLUTION

The definition proposed by Equitable does not provide additional clarity since the
adjustments to Gas Received and Gas Delivered would not be identical as Equitable
presents in its comments. Instead, the definitions presented in that 52 Pa. Code Section

10



59.111(a) identify that adjustments may occur in three areas: gas received, gas delivered,
and other adjustments. Therefore, the Commission does not believe that the Equitable
proposed calculation addresses adjustments that cannot be characterized as either gas
received or delivered, e.g., purging for construction purposes. Therefore, the
Commission believes that the proposed UFG calculation is adequate since it provides
more flexibility and functionality. However, the Commission accepts the IRRC and EAP
suggestion that movement of the parenthesis in 52 Pa. Code Section 59.111(b)(2) could
provide additional clarity and will modify 52 Pa. Code Section 59.111(b)(2) accordingly.

52 Pa. Code Section 59.111(c)(1) Establishment of the Metric

IRRC requested the PUC demonstrate three themes related to the establishment of
the metric. First, will the calculation of the percentage of UFG under the regulation
differ from the percentages shown in Table 1 of the Preamble, and if so, by how much?
Second, the PUC should demonstrate that the diminishing percentage reductions of UFG
specified in 52 Pa. Code Section 59.111(c)(1) are attainable for all gas utilities affected
by the regulation. Finally, the PUC should explain why it is necessary to impose the
penalty of not allowing cost recovery now rather than waiting until after the PUC and the
gas utilities have more experience with these new definitions, calculations and their
results. IRRC Comments at 2. In addition to the IRRC questions above, many

commenters had similar concerns.

While EAP, PECO, and PIOGA all suggested the creation of a standardized
definition/calculation, they also commented that the Commission should wait to establish
the metric since they believe the metric has been arbitrarily set. EAP states the prudent
course of action should be the adoption of a common definition and method of UFG
calculation and using that new data in existing 66 Pa.C.S. Section 1307(f) proceedings.
EAP Reply Comments at 2. More specifically, PECO commented that the Commission

is setting cost recovery targets based on industry information the Commission found is, or
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likely is, inaccurate and/or measured and reported inconsistently from company to
company, which makes it likely that the “targets” the Commission proposes are similarly
inaccurate and/or inconsistent with properly measured and reported levels of UFG.
PECO Comments at 2-3. Equitable believes that the proposed regulation should adopt a
standardized definition for UFG with no metric, leaving the issue of cost recovery to

annual 66 Pa.C.S. Section 1307(f) proceedings. Equitable comments at 3.
RESOLUTION

The points IRRC asks the Commission to address are based upon, and intertwined
with, comments from other parties. Therefore, the Commission will respond to the IRRC
comments in turn -- but will also provide additional discussion where needed. First,
IRRC questions how much NGDC reported UFG percentages will change based upon the
consistent definition/calculation in Annex A of the Proposed Rulemaking Order. The
Commission highlighted the fact that the data presented in the Proposed Rulemaking
Order included inconsistencies due to company specific conditions and calculations. A
substantial part of these differences was that NGDCs were filing UFG data that included
multiple facility types. Report at 6-7. Since every NGDC in Table 1 of the Preamble has
multiple facility types, and did not report separate UFG by facility type, the Commission
contends that distribution system UFG for each NGDC will be lower than that reported in
Table 1. Since the proposed regulations will task every NGDC to report UFG attributed
to facility types (i.e., transmission, storage and/or production), their respective
distribution UFG should be reduced by the quantity of UFG reported for transmission,
storage and/or production facilities. However, the percentage change in reported

statewide UFG to distribution UFG is difficult to quantify.

Generally, different facility types have differing levels of UFG. For instance,
production facilities typically have higher UFG levels than distribution systems.
Conversely, distribution UFG is usually much higher than transmission UFG. This is due

12



to the nature, construction, criticality, and risk of those facilities. Therefore, an NGDC
with production facilities will see a much larger reduction in their reported distribution
UFG than an NGDC that does not have any local production. Below, the Commission

provides two such examples of reductions to provide a qualitative response.

PECO provided its Lost and Unaccounted for Gas Plan and Report as an exhibit to
its comments. Within this plan, PECO identified drivers for its UFG attributed to
calculation or reporting type errors. This identification resulted in a reduction of 0.66%
to its reported UFG. PECO Energy Company Lost and Unaccounted For Gas Plan and
Report 2012 at 12. As aresult, PECO’s efforts represent a 16.8% reduction in its UFG.
In another example, Equitable developed a UFG reduction plan in response to its base
rate proceeding at Docket No. R-2008-2029325, and reaffirmed it in its 1307(f)
proceeding at Docket No. R-2010-2155613. Equitable focused on four areas: (1)
segmentation of the gathering system; (2) line walking; (3) meter-size testing; and (4) a
more stringent large meter calibration program per the Equitable 1307(f) proceeding at
Docket Number R-2010-2155613. As a result, Equitable reduced its UFG, as reported in
the PUC Annual Report, from 10.01% in 2008 to 2.3% in 2012. The Equitable decrease

in UFG represents a 77% decrease in its reported system-wide UFG.

These two examples illustrate that substantial UFG reduction is possible under a
proactive effort to reduce UFG. The Commission notes that not every NGDC would (or
needs to) reduce UFG. However, the Commission believes that the IRRC concern with
anticipated UFG reductions ties to its second question on demonstrating that all utilities
are capable of meeting the 3% metric. This question relates to comments on the metric
being arbitrary or not needed at all. The Commission based the metric upon historical
NDGC performance data coupled with anticipated changes from the new
definition/calculation. As discussed in the Proposed Rulemaking Order, a majority of
NGDCs now operate below the 3% UFG level. With the two examples highlighted

above, and more recent data, the Commission believes that there are only two Purchased
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Gas Cost (PGC) companies and one Gas Cost Recovery (GCR) company reporting UFG
above the 3% metric in their Annual Reports for calendar year 2011. As discussed
above, Annual Report numbers are actually system-wide UFG; therefore, we anticipate
distribution UFG to be somewhat lower. In addition, the Proposed Rulemaking Order
indicated that there are various initiatives and tools, e.g., Act 11 or accelerated main

replacement programs, to aid NGDCs in eliminating UFG in distribution systems.

Therefore, the Commission determined that an end state UFG metric should be set
at 3% for distribution UFG and we find the evidence presented in the Proposed
Rulemaking Order, and in the discussion above, supports the 3% goal as a viable metric
for all NGDCs. However, the Commisston understands that differing variables, as well
as UFG mitigation, could delay reductions in UFG. For this reason, the Commission
built time into the regulations for an NGDC to mitigate, identify, or at a minimum,
quantify why it could not reduce its UFG. Nonetheless, IRRC and various commenters

suggested that the Commission should wait to establish the metric.

In anticipation of these concerns, the Commission provided two provisions within
the Proposed Rulemaking Order to give NGDCs additional time by (1) delaying the
metric for one year after adoption of the consistent definition/calculation, and (2)
decreasing the metric from 5% to 3% over five years. While EAP points out this 5 year
grace period appears to be a 40% reduction in UFG levels, the Commission notes that it
developed the provision to afford NGDCs more time to implement a downward sliding
recovery mechanism. The Commission also notes that all but one GCR NGDC reported
UFG below 5% in 2011 and a majority of NGDCs would not have to reduce UFG to meet
the 3% metric. Therefore, the 0.5% reduction per year is not arbitrary. Rather, the
reduction reflects current conditions, statutory goals, and provides additional NGDC
flexibility to meet the metric. The Commission points out that no PGC company would

need to reduce UFG by 40% based upon data filed for the 2011 calendar year.
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In contrast, the Commission does not believe an immediate 3% cap metric is
prudent and therefore developed a lenient grace period. This grace period will allow the
Commission and other parties to GCR or PGC proceedings to identify potential problems
resulting in high UFG and work with NGDCs to eliminate the high UFG before the 3%
metric takes effect. However, if an NGDC fails to meet the metric, the Commission
proposed a provision for UFG recovery due to unforeseen, unintended, or unknown
operational issues in 52 Pa. Code Section 59.111(c)(3). Therefore, the Commission
believes that it has enough data to find the 3% distribution metric feasible for all NGDCs,
supported by industry performance regardless of potential data variability, and establishes
that metric at this time. Furthermore, the Commission believes it crucial to have a
mandated maximum UFG allowable percentage, or cap metric, to provide clear means for

enforcement and to define prudent UFG levels.
52 Pa. Code Section 59.111(c)(1) Individualized Metric

IRRC asked the Commission to demonstrate that the use of a single standard will
best accomplish the purposes of reducing UFG for all system types. IRRC Comments at
2. EAP and Peoples submitted that the metric should be company specific instead of a
uniform statewide target. EAP further states that mandating a single statewide goal that
does not take into account the variables and differences in individual NGDC operating
systems will likely not produce accurate and meaningful results. EAP Comments at 7.
OSBA presented a variation of this concept in which it suggested that continuous
improvement in UFG levels should be included in the final rulemaking order, if not in the
amendment of the Commission’s regulations in Annex A. OSBA did note that some
NGDCs have extremely low UFG -- a level that may not require continuous
improvement. OSBA Comments at 3-4. In contrast, both Pike and Columbia disagree
with OSBA over the need for continuous improvement. In fact, Columbia commented
that continuous improvement for UFG levels treats UFG in a non-uniform manner,

creates an inherent unfairness to NGDCs falling within the established cap metric, and is
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completely at odds with the Commission’s establishment of a standard metric for UFG

recovery. Columbia Reply Comments at 3.

RESOLUTION

The Commission believes the issue raised by the commenters to be whether a
single standard or individualized standard is best for all interested parties. The
Commission contends that much of the variability between NGDCs depends upon the
types of facilities the NGDC operates. As noted earlier, NGDCs with integrated
production will historically experience higher UFG than NGDCs receiving full supply
requirements from the interstate pipelines. By requiring NGDCs to report UFG by
facility type, the Commission aims to eliminate most of the variability in reported UFG

levels between NGDCs.

The Commission agrees that differences in architecture, procedures, and overall
NGDC operation could create differences in distribution UFG. Howeyver, it is also
important to note that differences in distribution UFG tie directly to company
performance. EAP cites Commission staff affirming that there are at least 17 conditions
leading to UFG. EAP Comments at 7. However, these 17 (or more) conditions depend
upon appropriate NGDC actions to address these conditions and are generally within the
NGDC control. More importantly, the Commission finds that NGDCs have programs in

place to address many, if not all, the factors Staff identified in its presentation.’

Given that NGDCs should work to correct conditions causing UFG, and the
similarity in general function of distribution systems, the Commission believes that
distribution systems are only distinguishable by operating characteristics and company

policies/procedures. These differences, though somewhat variable, effectively gauge the

* Paul Metro, Technical Losses in Natural Gas T ransportation, Distribution and Storage, 2007
presentation at the Winter Meeting of the National Association of Regulatory Utility Commissioners
(NARUC) at 3.
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performance of each NGDC. Thus, a unified statewide approach allows the Commission
to compare the totality of NGDC performance and then focus its safety efforts on
companies performing poorly. Therefore, the differences between distribution operating
characteristics do not necessitate the development of individual UFG reduction targets

due to the problems with individualized targets highlighted below.

The Commission emphasizes that individualized UFG reduction targets would be
unfair and burdensome for all involved. For instance, NGDCs with low UFG would be
required to improve upon their distribution UFG. While the Commission generally
supports continuous improvement, and encourages all NGDCs to continue to improve
their systems, there is a point when improvement becomes noneconomic or operationally
infeasible. Therefore, an individualized metric system may penalize any NGDC that
proactively reduced its UFG by forcing continuous improvement, irrespective of any
cost/benefit analysis. Ultimately, the cost to the ratepayer could increase substantially for
no purpose other than an attempt to reduce a relatively low UFG percentage. Conversely,
NGDC:s reporting high UFG would be subject to higher percentage reductions, thus
presenting an apparent bias against NGDCs requiring double-digit percentage reductions.
Therefore, we believe a company-by-company approach to UFG metrics would create
inequities between NGDCs, appear to be biased, and could be uneconomical or

impractical.

The Commission has always questioned upward UFG trends and has historically
required, along with other parties to Section 1307(f) proceedings, utilities to develop
plans to halt or reduce the trend. Notably, companies with UFG levels below the metrics
are expected to either mainfain or improve their UFG levels and, if increasing, may be
required to provide a specific rationale in an appropriate filing and/or proceeding to
explain the UFG increase and require that NGDC to put forth a plan to identify/reduce
increasing UFG. We note that in these or similar proceedings, investigations, audits, etc.,

the Commission has the authority to require NGDCs to address increasing UFG,
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regardless of level. The Commission, therefore, contends that the metric established in
Annex A offers a consistent and prudent approach to improved UFG performance in

distribution systems.

52 Pa. Code Section 59.111(c)(1) Application of the Metric

OCA submits that while it supports the provisions of 52 Pa. Code Section
59.111(c) of the proposed regulation, the section should also be applicable to
transmission system losses. OCA submits that transmission and distribution mains make
up the network of pipes used to deliver gas to customers. Therefore, the metric should
also include transmission UFG pointing to the almost non-existent functional and
physical difference between transmission and distribution mains. OCA also submits that
not all Pennsylvania NGDCs meet industry standards in their definition of mains as either
distribution or transmission mains. OCA cites Peoples TWP, LLC as one of such
Pennsylvania NGDC with transmission mains that do not meet industry standard.
Furthermore, OCA highlights the difficulty or confusion of NGDCs distinguishing
between transmission and distribution UFG absent necessary metering. In conclusion,
OCA maintains that while transmission facilities do not significantly contribute to UFG,
including transmission facilities in the metrics produces no significant hardship for

NGDC:s either. OCA Reply Comments at 3-5.

Peoples disagrees with the OCA proposal, noting that OCA believes that
transmission line UFG is likely insignificant. In addition, Peoples noted that inclusion of
transmission UFG would likely require increasing the metrics cap to reflect an additional

function in the metric. Peoples Reply Comments at 1-2.

OSBA highlights the inclusion of different types of utility assets (gathering,
storage, transmission, distribution) in the calculation of UFG as one of the causes of the

variations in the reported UFG levels. OSBA, therefore, advocates limiting the proposed
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metric to distribution UFG in order to eliminate such variations. OSBA Reply Comments

at 2-3.

RESOLUTION

The Commission agrees with Peoples and OSBA that the metric should focus only
on distribution system losses at this time. As mentioned in the Proposed Rulemaking
Order, although the proposed regulation only establishes caps for distribution UFG, cap
metrics for other functions under the Commission’s jurisdiction will be reviewed later
after more data collection. Also, as highlighted in the Proposed Rulemaking Order, a
declining distribution metric was proposed to align with the U.S. Department of
Transportation’s Pipeline and Hazardous Material Safety Administration’s (PHMSA)
Distribution Integrity Management Plan (DIMP and other efforts within the gas industry.
Proposed Rulemaking Order at 12.

52 Pa. Code Section 59.111(c)(2) Reporting Period

Several commentators requested that the final regulation employ an annual
reporting period end-date outside the high volume winter months. IRRC requested that
the Commission review the ending date and to the extent practical, coordinate the ending
date with other filings the utilities make that require a calculation of UFG. IRRC
Comments at 2. OCA suggests an annual period ending August 31 to minimize UFG
fluctuations due to unbilled volumes. OCA comments at 4. Equitable suggests that the
UFG calculation be based on the twelve months ending August 31 or other date as the
NGDC may show to be more appropriate for its system. Equitable Comments at 2.
OSBA and EAP contend the UFG metric should be calculated on a summer-to-summer
basis instead of a calendar year basis, which will prevent NGDCs from having to make
large estimated unbilled gas adjustments in their UFG calculations. OSBA Comments at
3; EAP Comments at 8. PECO suggests UFG be calculated over annual periods or 3-year
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average periods ending June 30. PECO comments at 6. PIOGA and EAP support
PECO’s suggestion of a 3-year average. PIOGA Reply Comments at 2; EAP Reply
Comments at 3. Peoples suggests an annual period ending during the summer. Peoples
Comments at 1-2. Pike commented that it is unclear how NGDCs should calculate
distribution system losses on a calendar year basis if annual GCR filings are not

synchronous with the calendar year. Pike Comments at 3.

OSBA comments that reviewing trends in UFG rates, rather than only an
individual year’s performance, is an important part of the annual UFG evaluation. OSBA
opines that without an explicit Commission directive, it is sometimes difficult to obtain
information from NGDCs regarding historical performance. OSBA requests that when
the proposed metrics go into effect, NGDCs be required to provide five years of historical
UFG performance, with supporting data and calculations, in their next PGC or GCR
proceeding. OSBA Comments at 4.

RESOLUTION

The Commission notes and agrees with comments made by OCA, OSBA, and
EAP that a calendar year reporting period may require large estimated unbilled gas
adjustments in NGDC UFG calculations. For the reasons discussed by the commenters,
we have changed the annual reporting period for distribution metrics in 52 Pa. Code
Section 59.111(c)(2) from the year ending December 31 to the twelve months ending
August 31. Adopting this reporting period to accommodate commentators has additional

consequences, discussed below.

Regarding comments that NDGCs should use a 3-year average to perform the
UFG calculation, we believe a 3 year average methodology or similar statistical
evaluation could be utilized during 1307(f) proceeding or GCR filings provided that the

NGDC proves the need for the deviation and obtains Commission approval. In summary,
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52 Pa. Code Section 59.111(c)(3) allows for deviation from the annual metrics contingent
upon an NGDC providing convincing proof of the need. The Commission would make
clear that distribution metrics will not change how NGDCs recover their distribution
system losses for their PGC or GCR filings, except to note that the distribution metric

may be used to set a maximum recovery for distribution UFG.

The Commission would note that historical UFG levels are publicly available
through the reports mentioned in the Proposed Rulemaking Order. In addition, the
Proposed Rulemaking Order provides public historical data on all PGC companies.
Therefore, the Commission will deny the request of OSBA to have the NGDCs provide
five years of historical UFG performance with its initial 1307(f) or GCR filling. Subject
to our discovery regulations, the availability of the reports discussed above does not

preclude discovery on this or related historical UFG data.
52 Pa. Code Section 59.111(c)(2) Reporting

In the Proposed Rulemaking Order, we determined to develop a template for the
reporting of UFG as a part of the Annual Report to maintain consistency across all
NGDCs. Proposed Rulemaking Order at 4-5. We also acknowledged that NGDCs
provide UFG data to the Commission in three forms and discussed how the
inconsistencies and errors of the current reports interfere with our ability to fulfill our
statutory mandates, infra. Id. at 7-8. The Proposed Rulemaking Order expressly
provided that “annual reports will now mandate accurate and uniform UFG reporting.”
Id. at 2. We added that we initiated the instant rulemaking to establish regulations
regarding UFG reporting requirements and standards. Id. To assist in this effort, we |
specifically referenced the existing Gas Account — Natural Gas Schedule 505 report
submitted to the Commission as a part of each NGDC’s Annual Report. Id at 4.
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While many commenters expressed strong opinions on an appropriate reporting
period, discussed in detail above, none discussed how the Commission might provide the
preferred August 31 reporting period and at the same time achieve the statutory mandates
of the Public Utility Code. Similarly, commenters did not provide meaningful
suggestions on how to ameliorate the difficulties we identified in the existing UFG
reports, or suggest how to reconcile existing reports, particularly Gas Account — Natural

Gas Schedule 505, with our stated goal of improved UFG monitoring.
RESOLUTION

As we explained in the Proposed Rulemaking, and elaborate on here, the existing
Gas Account — Natural Gas Schedule 505 report is insufficient to address our concerns
with UFG, particularly in terms of its system-wide approach. In addition, the adoption of
a UFG reporting period ending August 31, without more, would cause Schedule 505 to
become unsynchronized with most, if not all, the data in the NGDC Annual Report.
Furthermore, various Commission Bureaus use the granular data of Schedule 505 NGDC

for purposes other than that of monitoring UFG.

Therefore, to achieve the result we seek, 52 Pa. Code Section 59.111(c)(2) will
require the facility-specific UFG reports presented in Appendix A of this Order. While
the templates are similar to Gas Account — Natural Gas Schedule 505, the Appendix A
reports are designed to address the inconsistencies and errors that have hindered our past
efforts to uniformly address UFG. The use of these templates is a‘reasonable means to
achieve both the near-unanimous request for a reporting period end-date coinciding with
low NGDC throughput, i.e., August 31 and our statutory goals. NGDCs will file these
reports with the Secretary’s Bureau by September 30™ to report data from the prior 12
month period ending August 31.
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As we discussed above, the Public Utility Code authorizes the Commission to
require NGDC:s to file periodic reports to inform the Commission on matters it is required
to oversee. 66 Pa.C.S. §504. While the Commission could require the Appendix A
reports via Commission Order, we believe including the reporting requirement within 52
Pa. Code Section 59.111(c)(2) the better long-term approach because all natural gas

market participants will be on notice of the filing requirement.

In addition, we do not intend to revise Gas Account — Natural Gas Schedule 505 as
a part of this rulemaking other than to require a consistent definition for computing UFG
on a system-wide basis. Maintaining Gas Account — Natural Gas Schedule 505 as a part
of the NGDC Annual Reports in parallel with the reports of Appendix A will allow for
enhanced analysis of UFG in service of our statutory goals. In addition, as is typical with
any new performance analysis, parallel review of Appendix A and Gas Account — Natural
Gas Schedule 505 will enable robust troubleshooting if unanticipated circumstances arise
regarding Appendix A reports. Similarly, Appendix A data will work to inform our 66
Pa.C.S. Section 1307(f) proceedings and those proceedings may serve as a litmus to
determine if the availability of Appendix A data justifies the elimination of duplicative
reporting, if any. In short, while we do not eliminate the schedule at this time, we will
consider revising or eliminating Gas Account — Natural Gas Schedule 505 in the future

based on the results of our efforts here.
52 Pa. Code Section 59.111(c)(3) Exclusion

EAP, PECO, and Peoples commented that the Commission should retain
discretion to determine that cost recovery may be allowable despite an NDGC failure to
meet the metric. EAP Comments at 8. Furthermore, PECO observed that the
Commission appears to be embodying an approach similar to what it adopted in its water
conservation guidelines. PECO Comments at 8. Based upon proceedings in cases related

to lost water, specifically Dauphin Consolidated Water Co. v. PA. P.U.C., 423 A.2d 1357
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(Pa. Commw. Ct. 1980), and Pa. P.U.C. v. Fawn Lake Forest Water Company, Docket
No. R-912117 (August 31, 1992), PECO proposed that Section 59.111 (c)(3) be revised

to read:

Unaccounted-for-gas should be kept within reasonable levels. Levels
above the applicable annual targets set forth in Section 52.111(c)(1) will be
presumed to be excessive absent evidence to the contrary. IF an NGDC’s
actual UFG exceeds such an applicable target, that NGDC should be
prepared to demonstrate that its experience is both normal and reasonable
for it

PECO Comments at 10.

OSBA commented that the proposed 52 Pa. Code Section 59.111(c)(3) will
require NGDCs to identify and quantify specific uncontrollable factors that result in poor
performance and show that these factors were beyond NGDC control. In its support,
OSBA characterizes this as a shift in the burden of proving unreasonable UFG

performance from ratepayers to NGDCs. OSBA Reply Comments at 3.

Pike is concerned that uniformly applying the proposed regulations to all NGDCs,
regardless of size, could have a disproportionate adverse effect on smaller NGDCs, such
as Pike. Pike urges the Commission to allow small NGDCs to exclude major nature-
related (e.g., floods, storms) and third-party incidents from the UFG calculation. Pike
Comments at 1-2. OSBA disagrees, stating that if a small NGDC experiences an unusual
event, it should provide evidence to that effect in its annual proceeding, quantifying the
impact of the event and demonstrating that the event was beyond the reasonable control
of the NGDC. OSBA also states that a blanket exemption as proposed by Pike would
allow smaller NGDCs to bypass the metric. OSBA Reply Comments at 5.
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RESOLUTION

As noted by commenters and in earlier discussions, the Commission developed the
provision within 52 Pa. Code Section 59.111(c)(3) for unforeseen or uncontrollable
factors. As OSBA pointed out, this provision requires the requesting NGDC to provide
proof to obtain compensation for UFG levels in excess of the metric. In addition, the
Commission agrees with PECO that this section was developed with a similar intent as
the Commission’s Water Conservation Guidelines pursuant to 52 Pa. Code Section
65.20(4). Since PECO’s suggested language aligns with the Commission’s intent and

provides clarity, the Commission adopts the PECO language as modified below.

Unaccounted-for-gas should-be-kept-within-reasonablelevels—levels above
the applicable annual targets set forth in Section 52.111(c)(1) w4+l shall be

presumed to be excessive absent evidence to the contrary and may not be
recovered within the current or future PGC or GCR filings. If an NGDC’s
actual UFG exceeds-sueh an applicable target, theat NGDC should may be
prepared—to demonstrate that its level of UFG is warranted experience—is
both-normal-and reasonablefor-it.

The Commission agrees with OSBA in that the events highlighted by Pike (i.e.,
storm, third party damage not the fault of the NGDC, etc.) are beyond the control of the
NGDC and would therefore be recoverable. However, any NGDC making such a claim
would need to show proof that the event negatively affected UFG performance.
Adequate proof would provide enough justification to allow NGDC recovery of UFG
costs in excess of that permitted by the presumption at 52 Pa. Code Section 59.111(c)(3).

52 Pa. Code Section 59.111(¢)(3) Create a Positive Incentive for Superior
Performance

In essence, Pike characterizes the UFG metric as all stick, no carrot. Pike,
therefore, encourages the Commission to consider establishing positive incentives that

reward NGDCs for superior performance in reducing UFG levels. Pike cited
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jurisdictions such as New York where such provisions are currently available. Pike

Comments at 1-2.

OSBA supports incentive-sharing mechanisms for UFG reductions as such
mechanisms allow some balance between penalties for poor performance and rewards for
superior performance. Nevertheless, OSBA cautions that such mechanisms should be
carefully developed considering future improvements in relation to past performance.
Finally, OSBA iterates that while implementation of such mechanisms might be

premature at this time, further studies should be done. OSBA Reply Comments at 4-5.

RESOLUTION

The Commission agrees with OSBA on this issue. While some sort of incentive
sharing mechanism could work to enhance UFG performance, implementation of this

type of process is premature at this time.

Metering Production

Dominion commented that conflicts of interest can arise when an NGDC
production affiliate meters its own supply. More specifically, Dominion suggested that
every NGDC should be required to separately meter all gas inputs into their system
through a meter that they own or control, and for which they have sole calibration and
maintenance responsibility. Dominion Comments at 3. PIOGA agrees with Dominion in
that NGDCs should be required to meter affiliate production, but caveats that non-
affiliates should be able to meter their own production. PIOGA also asserts that this
concern may align better with a rulemaking on production/gathering UFG. PIOGA
Reply Comments at 2-3.

26



In contrast, PECO and Peoples argue in their Reply Comments that appropriate
safeguards on production affiliates will ensure accuracy. In addition, both companies

offer that there are cost implications to the Dominion proposal.

RESOLUTION

The Commission notes that the purchase and sale of gas between or among
integrated gas companies, particularly between regulated and non-regulated affiliates, is
subject to enhanced regulatory oversight under 66 Pa.C.S. Sections 1317(b) and 1318(b).
In addition, the Commission has identified clear policies covering the relationships
between NGDCs and affiliates at 52 Pa. Code Section 69.192. The Commission
generally agrees with Dominion that an NGDC should ensure the accuracy of quantities
of gas entering its system. However, the Commission does not believe the only way to
accomplish this is by requiring NGDCs to exercise full control over the metering of
production affiliates. Thus, the Commission agrees with PECO and Peoples that there
are methods, procedures, checks and balances that can provide the same level of
accuracy. Moreover, 52 Pa. Code Section 59.111(b)(3) states that, “Gas received, gas
delivered and adjustments must represent actual gas quantities. Estimates may be
provided but must be clearly identified and have supporting justification, assumptions
and calculations.” The Commission also agrees that this issue may be better handled in
other proceedings, as suggested by PIOGA. Therefore, the Commission believes that the
regulations within Annex A addresses Dominion’s concern at this time and no additional

provisions to Annex A are needed.
Benefits of Improved UFG

ICG urges the Commission to ensure that the benefits of UFG reductions flow

back to the appropriate customers. ICG contends that most transportation customers are
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paying retaining rates to accommodate UFG and therefore should also receive the related

benefits of NGDCs' service improvements through reduced retention rates.

RESOLUTION

Since retention rates are established based upon various factors including UFG,
any reduction in UFG should translate into a reduction in retention rates in
general. Therefore, reductions in UFG will benefit all customer classes, including
transportation customers. In addition, the proposed rulemaking states “the metric and
disallowance for any ‘excess’ loss above the proposed standard would shift the financial
burden of any ‘excess lost gas’ from the ratepayer to the utility.” Therefore, an NGDC,
that was disallowed cost recovery for UFG in excess of the metric (cost absorbed by
utility), that eventually improves to meet the metric, would also realize a cost saving by
not having to pay for disallowed UFG costs. In addition, the Commission notes that any
disallowed UFG recovery should not shift among rate classes, be incorporated into

retention or waived retention rates, or otherwise shift into other rates.
Negative Numbers Can be Reasonable

OSBA states that negative UFG levels are possible due to metering errors and
estimated adjustments for billing cycles, temperature and pressure, and so should not be
automatically viewed by the Commission as inaccurate or unreasonable. OSBA

Comments at 4.

PECO supports the OSBA view on negative UFG levels. According to PECO,
negative UFG levels are possible based on the components mentioned by OSBA as well
as the distribution system type in question. PECO, therefore, recommends that the
Commission properly review all reported UFG levels, especially negative UFG levels, to

ascertain the reasonableness of such levels. PECO Reply Comments at 3.
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RESOLUTION

The Commission generally agrees with both OSBA and PECO that negative UFG
levels are possible due to several factors as highlighted by both OSBA and PECO.
However, any negative number indicates the presence of controllable variables leading to
that condition (whether or not it is prudent to eliminate the negative causing condition).
Therefore, the Commission emphasizes that NGDCs should strive to minimize such

errors so that negative UFG levels can be averted, if possible, in their reporting.

CONCLUSION

Accordingly, pursuant to Sections 501, 504, 523, 1301, 1501, and 1504, of the
Public Utility Code, 66 Pa.C.S. Sections 501, 504, 523, 1301, 1501, and 1504, and
Sections 201 and 202 of the Act of July 31, 1968, P.L. 769 No. 240, 45 P.S. §§ 1201-
1202, and the regulations promulgated thereunder, at 1 Pa. Code Sections 7.1, 7.2, and
7.5; Section 204(b) of the Commonwealth Attorneys Act, 71 P.S. §732.204(b); Section
745.5 of the Regulatory Review Act, 71 P.S. §745.5; and Section 612 of the
Administrative Code of 1929, 71 P.S. §232, and the regulations promulgated thereunder
at 4 Pa. Code Sections 7.231-7.234, the Commission proposes adoption of the final-form
regulations establishing a uniform definition and metric for unaccounted-for-gas, as noted

and set forth in Annex A.
THEREFORE,
IT IS ORDERED:

1. That the Commission hereby adopts final regulations, 52 Pa. Code Chapter
59, Section 59.111 to read as set forth in Annex A.
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2. That the Secretary shall submit this order and Annex A to the Office of

Attorney General for approval as to legality.

3. That the Secretary shall submit this Order and Annex A to the Governor's

Budget Office for review of fiscal impact.

4. That the Secretary shall submit this Order and Annex A for review by the
designated standing committees of both houses of the General Assembly, and for review

and approval by IRRC.

5. That the Secretary shall deposit this Order and Annex A with the
Legislative Reference Bureau for publication in the Pennsylvania Bulletin and shall serve

the Order on all jurisdictional natural gas distribution companies.

6. That the regulations embodied in Annex A shall become effective upon

publication in the Pennsylvania Bulletin.

7. That the contact person for legal issues related to this rulemaking is Shaun
A. Sparks, Law Bureau, (717) 787-3464. The contact person for technical matters for
this proposed rulemaking is Nathan Paul, Bureau of Audits (717) 214-8249. Alternate
formats of this document are available to persons with disabilities and may be obtained

by contacting Sherri DelBiondo, Regulatory Coordinator, Law Bureau, (717) 772-4597.

Y THE COM SION

Rosemary Chiavetta
Secretary

(SEAL)
ORDER ADOPTED: April 4, 2013

ORDER ENTERED: April 4, 2013
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Appendix A

Reporting Unaccounted-For-Gas



Distribution System

Specify units for quantity of gas X

A. Gas Received

From Production Facilities

From Transmission Facilities

From Storage Facilities

From Interstate Pipelines directly into the Distribution System
From Other Sources (i.e., propane injections, etc.)

X X X X X

Total Gas Received by the Distribution System X

B. Gas Delivered

To Customers (i.e., Transportation Residential, Commercial, Industrial, etc.) X
To Storage
To Transmission System X

>

Total Gas Delivered by the Distribution System X

C. Adjustment Examples

Pressure/Temperature Adjustments

Located & Repaired Breaks in Mains & Services
Company use

Purging/Other Construction activities

Heat Content

Meter Read Cycle Adjustments

Other

X X X X X X X

Total Adjustments X

D. Distribution UFG

Total A-B-C

E. Percent UFG

Percentage (D/A)*100%

Note: Additional categories can be added in sections A, B and C. However, a brief explanation of the
added field is needed.




Transmission System Losses

Specify units for quantity of gas X

A. Gas Received

From Interstate Pipelines

From Storage

From Distribution System

From Production/Gathering System
From Other

X X X X X

Total Gas Received by the Transmission System X

B. Gas Delivered

To Distribution System X
To Customers/sold
To Interstate Pipeline X
To Storage

>

Total Gas Delivered by the Transmission System X

C. Adjustment Examples

Pressure/Temperature Adjustments

Located & Repaired Breaks in Mains & Services
Company use

Purging/Other Construction activities

Heat Content

Meter Read Cycle Adjustments

Other

>

X X X X X X

Total Adjustments X

D. Production Facility UFG

Total A-B-C

E. Percent UFG

Percentage ' (D/A)*100%

Note: Additional categories can be added in sections A,B and C. However, a brief explanation of
the added field is needed.




Storage System

Specify units for quantity of gas

A.

Gas Received

From Production Facilities
From Transmission Facilities
From Distribution Facilities

From Interstate Pipelines directly into the Distribution System

Total Gas Received by the Storage System

X X X X

Gas Delivered

To Transmission System
To Distribution System
To other facilities

Sold

Total Gas Delivered by the Storage System

xX X X X

C. Adjustment Examples

Company use

Storage Migration (+/-)
Heat Content

Located & Repaired Breaks
Other

Total Adjustments

xX X X X X

Storage UFG

Total

A-B-C

E.

Percent UFG

Percentage

(D/A)*100%

Note: Additional categories can be added in sections A,B and C. However, a brief explanation
of the added field is needed.




Production/Gathering System Losses

Specify units for quantity of gas X

A. Gas Received
From Production Wells X
From Other Gathering Systems X
Total Gas Received by the Production/Gathering System X

B. Gas Delivered

To Distribution System X
To Customers/sold X
To Transmission System X
Total Gas Delivered by the Production/Gathering System X

C. Adjustment Examples

Pressure/Temperature Adjustments

Located & Repaired Breaks in Mains & Services
Company use

Purging/Other Construction activities

Heat Content

Meter Read Cycle Adjustments

Other

X X X X X X X

Total Adjustments X

D. Production Facility UFG

Total A-B-C

E. Percent UFG

Percentage (D/A)*100%

Note: Additional categories can be added in sections A,B and C. However, a brief explanation
of the added field is needed.




ANNEX A
TITLE 52. PUBLIC UTILITIES
PART I. PUBLIC UTILITY COMMISSION
Subpart C. FIXED SERVICE UTILITIES
CHAPTER 59. GAS SERVICE

UNACCOUNTED-FOR-GAS

§ 59.111. Unaccounted-for-gas.

(a)

Definitions. The following words and terms, when used in this section, have the
following meanings, unless the text clearly indicates otherwise:

Adjustments- Gas used by an NGDC or city natural gas distribution operation for
safe and reliable service, such as company use, calculable losses from
construction, purging, STORAGE MIGRATION, other temperature and pressure
adjustments, and adjustments for heat content of natural gas. Adj

......

- O b

Gas delivered- Gas provided by the distribution, transmission, storage or
production/gathering facilities of an NGDC or city natural gas distribution
operation, regardless of use, adjusted for any temperature or pressure variations.
This category includes quantities of gas consumed by an end user, exchange gas
supplied to another utility, gas delivered to transportation customers or other gas
delivered to a user other than the utility. When bill timing issues arise, an effort
shall be made to reasonably estimate consumption.

Gas received - Gas that is supplied to the distribution, transmission, storage, or
production/gathering facilities of an NGDC or city natural gas distribution
operation, regardless of use, adjusted for any temperature or pressure variations.
This category includes gas for sales, storage, transportation quantities, exchange
gas received or other quantity of gas that otherwise enters the utility’s facilities.

NGDC-Natural gas distribution company.

UF G-Unaccounted-for-gas - The-ealeulationfor gaslost by-the system;including




THE DIFFERENCE BETWEEN THE TOTAL GAS AVAILABLE FROM ALL
SOURCES AND THE TOTAL GAS ACCOUNTED FOR AS SALES, NET
INTERCHANGE AND COMPANY USE. THIS DIFFERENCE INCLUDES
LEAKAGE OR OTHER ACTUAL LOSSES, DISCREPANCIES DUE TO
METER INACCURACIES, VARIATIONS OF TEMPERATURES OR
PRESSURES OR BOTH, AND OTHER VARIANTS, PARTICULARLY
BILLING LAG.

(b) Calculation.
(1) UFGx = Gas Receivedx — Gas Deliveredx— Adjustmentsx
(2) %UFG, = (UFG,} / ¢Gas Received) * 100

(3) X denotes the system type (distribution, transmission, storage, or
production/gathering). When possible, UFG must be computed and
reported by system type.

(4) Gas received, gas delivered and adjustments must represent actual gas
quantities. Estimates may be provided but must be clearly identified and
have supporting justification, assumptions and calculations.

(5) Adjustments must be individually identified by category (thatis; SUCH AS
company use, calculable losses from construction, purging, STORAGE
MIGRATION, other temperature and pressure adjustments, and
adjustments for heat content of natural gas). ADJUSTMENTS MUST BE
SUPPORTED BY METERED DATA, SOUND ENGINEERING
PRACTICES OR OTHER QUANTIFIABLE RESULTS THAT
CLEARLY SUPPORT THE UTILITY’S NEED FOR THE
ADJUSTMENT. ADJUSTMENTS MUST BE CONSISTENT FROM
FILING TO FILING.

(6) The definition of UFG in subsection (a) and the calculation under this
subsection apply to UFG filed with the Commission.

(¢)  Metrics for distribution system losses.

(1) Each NGDC and city natural gas distribution operation shall, at a
minimum, reduce distribution system loss performance in accordance with
the metrics in the following table, beginning with its first subsequent PGC
or GCR filing after  (Editor’s Note: The blank refers to 1 year after the
effective date of adoption of this proposed rulemaking.). The metric starts



with 5% in the first year and decreases by 0.5% every year in the
subsequent years until it reaches 3% as shown in the following table:

Year Percent UFG
1 5.00%

4.50%
4.00%
3.50%
3.00%

v b W N

(2) The distribution metrics shall be applied on an annual basis for the 12
MONTHS wyear ending December AUGUST 31. UFG REPORTS, AS
DESCRIBED BY THE COMMISSION AND RELATING TO THIS
SECTION, SHALL BE FILED NO LATER THAN SEPTEMBER 30™
OF EACH YEAR.

(3) UNACCOUNTED-FOR-GAS LEVELS ABOVE THE APPLICABLE
ANNUAL TARGETS SET FORTH IN SECTION 52.111(C)(1)
SHALL BE PRESUMED TO BE EXCESSIVE ABSENT EVIDENCE
TO THE CONTRARY AND Ameunts-of UEG-in-exeess-of thestandard
may not be recovered within the current or a future PGC or GCR filing
unless-approved-by-the-Commission. IF AN NGDC’S ACTUAL UFG
EXCEEDS AN APPLICABLE TARGET, THE NGDC MAY
DEMONSTRATE THAT ITS LEVEL OF UFG IS WARRANTED.
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COMMONWEALTH OF PENNSYLVANIA
PusLic UTiLity CommMmission
400 NoORTH STREET
HarRRISBURG, PA 17120

RoBERT F. PowELSON May 16, 2013

CHAIRMAN

The Honorable Silvan B. Lutkewitte, Il
Chairman

Independent Regulatory Review Commission
14th Floor, Harristown Il

333 Market Street

Harrisburg, PA 17101

Re: L-2012-2294746/57-289: Establishing a Uniform Definition and
Metrics for Unaccounted-For-Gas; 52 Pa. Code, Chapter 59

Dear Chairman Lutkewitte:

Enclosed please find one (1) copy of the regulatory documents concerning the above-captioned
rulemaking. Under Section 745.5(a) of the Regulatory Review Act, the Act of June 30, 1989 (P.L.
73, No. 19) (71 P.S. §§745.1-745.15) the Commission, on October 4, 2012, submitted a copy of
the Notice of Proposed Rulemaking to the House Consumer Affairs Committee, the Senate
Consumer Protection and Professional Licensure Committee and the Independent Regulatory
Review Commission (IRRC). This notice was published at 42 Pa.B. 6637 on October 20, 2012.
The Commission also provided the Committees and IRRC with copies of all comments received in
compliance with Section 745.5(b.1).

In preparing this final form rulemaking, the Commission has considered all comments received
from the Commiittees, IRRC and the public.

Sincerely,
?‘ I'x r P.....—t_z'/\——\—

Robert F. Powelson

Enclosures

pc: The Honorable Robert M. Tomlinson
The Honorable Lisa Boscola
The Honorable Robert Godshall
The Honorable Peter J. Daley, Il
Commissioner Witmer
Legislative Affairs Director Perry
Chief Counsel Pankiw
Assistant Counsel Sparks
Mr. Paul
Regulatory Coordinator DeiBiondo
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