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[bookmark: RecToC][bookmark: CaseBackground][bookmark: _Toc94516455] Case Background	
On April 7, 2015, Florida City Gas (City Gas or Company) filed its petition requesting Commission approval of a 10-year safety, access, and facility enhancement (SAFE) program and associated cost recovery mechanism. City Gas proposes to relocate on an expedited basis certain existing gas mains and associated facilities located in or associated with rear lot easements to the street front to improve safety and reliability. In addition, the SAFE program will eliminate the majority of City Gas’s 61.3 miles of unprotected steel mains.[footnoteRef:1]      [1:  City Gas explained that it has already replaced most of its unprotected steel mains with 61.3 miles of unprotected steel mains remaining in its system. Out of the 61.3 miles, 9 miles of unprotected steel mains are located outside rear lot easements that the Company will replace outside the scope of the SAFE program. Unprotected steel is subject to corrosion, which reduces the structural integrity of the pipeline. The installation of unprotected steel pipeline was prohibited after July 1971 as a result of an amendment to Part 192.455, Code of Federal Regulations.] 

In 2009, the Department of Transportation’s Pipeline and Hazardous Material Safety Administration amended the federal pipeline safety regulation to require natural gas distribution pipeline operators to develop Distribution Integrity Management Plans (DIMPs). The regulation requires operators, such as natural gas distribution companies to develop, write, and implement a distribution integrity management program with the following elements: knowledge, identify threats, evaluate and rank risks, identify and implement measures to address risks, measure performance, monitor results, and evaluate effectiveness, periodically evaluate and improve program; and report results. The DIMPs are reviewed by the Pipeline and Hazardous Material Safety Administration.
In 2011 Congress passed the “Pipeline Safety, Regulatory Certainty, and Job Creation Act of 2011,” which was signed into law on January 3, 2012. This law requires the Department of Transportation Secretary to review DIMPs to evaluate, among other things, “the continuing priority to enhance protections for public safety” and “the continuing importance of reducing risk in high consequence areas.”
The Commission has approved cost recovery mechanisms for other gas utilities.  Specifically, in 2012, the Commission approved 10-year cast iron/bare steel replacement and cost recovery programs for Peoples Gas System (Peoples), Florida Public Utilities Company (FPUC), and the Florida Division of Chesapeake Utilities Corporation (Chesapeake).[footnoteRef:2] In its 2012 orders, the Commission found that the replacement of cast iron/bare steel pipelines is in the public interest to improve Florida’s gas infrastructure safety. The orders instituted a surcharge designed to recover the costs of the replacement programs. The cast iron/bare steel replacement programs require an annual filing, by September 1, to determine the next year’s surcharge. In 2014, the Commission approved the 2015 surcharges for Peoples, FPUC, and Chesapeake. For residential customers using 20 therms per month, the 2015 monthly surcharges are $0.38, $2.10, and $1.14, respectively. City Gas’s proposed monthly surcharge for the SAFE program, effective January 1, 2016, for residential customers using 20 therms per month is $0.71. [2:  Order No. PSC-12-0476-TRF-GU, issued September 18, 2012, in Docket No. 110320-GU, In re: Petition for approval of Cast Iron/Bare Steel Pipe Replacement Ride (Rider CI/BSR) by Peoples Gas System and Order No. PSC-12-0490-TRF-GU, issued September 24, 2012, in Docket No. 120036-GU, In re: Joint petition for approval of Gas Reliability Infrastructure Program (GRIP) by Florida Public Utilities Company and the Florida Division of Chesapeake Utilities Corporation, respectively.] 

In its petition, City Gas waived the 60-day suspension date. Staff issued two data requests to City Gas. On July 31, 2015, the Company filed replacement tariff pages to correct inadvertent typographical errors for two rate classes. The proposed tariff pages are provided in Attachment 1. The Commission has jurisdiction over this matter pursuant to Sections 366.03, 366.04, 366.05, 366.06, and 368, Florida Statutes, (F.S.).
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[bookmark: DiscussionOfIssues]Discussion of Issues
Issue 1:	 
 Should the Commission approve City Gas's proposed SAFE program?
Recommendation: 
 Yes. The Commission should approve City Gas’s proposed SAFE program and associated tariff using an annual surcharge adjustment mechanism to be implemented January 1, 2016. City Gas should be directed to file its annual SAFE petition on September 1 of each year, starting in 2016. (Ollila, Moses, Mouring)
Staff Analysis:   City Gas serves in densely populated areas of South Florida and, according to the Company, the current location of many of its facilities has made it difficult for Company inspectors and repair personnel to access the facilities to identify and address problems. To address this issue, City Gas requests Commission approval of its SAFE program, a 10-year main and facility relocation and replacement program and associated cost recovery mechanism. 
Under the SAFE program, City Gas proposes to relocate certain existing gas mains and associated facilities located in or associated with rear lot easements to the street front. According to City Gas, the street front location would provide for more direct access to facilities and would enhance the level of service provided to all customers through improved safety and reliability. 
The Company asserts that approval of its proposed program will enable it to expedite necessary residential facility relocation and replacement activities without a general rate proceeding. City Gas anticipates that the SAFE program could lead to the creation of additional construction related jobs.
SAFE
City Gas has approximately 1,200 miles of main and associated services located in rear property easements, with the majority in Miami. Over a 10-year period SAFE would relocate and replace 254.3 miles of 4-inch and smaller mains and associated facilities from rear property easements to the street front, which would also eliminate the majority of the Company’s unprotected steel. 
According to City Gas, mains and services located in rear property easements present operational and safety concerns, including the age of the facilities, limitations on the companies’ access to the facilities due to vegetation overgrowth, landscaping and construction in the easements, and potential gas theft or diversion and damages to the facilities.
City Gas’s DIMP includes a pipeline risk assessment which provides guidance in determining the relative risk of pipes, and thus, which pipes should be replaced first based on the risk level. The replacement of mains is prioritized based on location, material (e.g., unprotected steel), leak incident rates, and neighborhood characteristics. Factors such as maintenance access complications, compliance difficulties, and customer encroachments will be included in the analysis. The annual risk assessment results are reviewed by City Gas’s subject matter experts, who have local knowledge of unique operating conditions and access challenges. The subject matter experts make the final determination on which mains and associated facilities need to be replaced. The analysis will be conducted annually to ensure that the highest risk areas are being mitigated. The Company will continue to operate and maintain the remaining miles of rear property facilities throughout the period of the SAFE program and it will use the DIMP process to determine if any of these facilities need to be replaced in the future.
Cost Recovery
The Company requests recovery of the revenue requirement associated with the SAFE program including the return on the capital investment, depreciation, ad valorem taxes, income taxes, and noticing expenses through a surcharge mechanism, consistent with the replacement programs already in place for Peoples, FPUC, and Chesapeake. The cost to remove the facilities identified in the SAFE program will not be recovered through the surcharge; rather, it will be recovered through the cost of removal component in City Gas’s existing depreciation rates. 
City Gas proposes a budget of no more than $9.5 million for the first full calendar year to be increased annually by a 3 percent growth factor, for a total of approximately $105 million over the proposed 10-year project life. If the Commission approves the Company’s proposal, City Gas stated that it plans to begin SAFE program spending after the approval and has included the SAFE revenue requirement for the period October through December 2015 in the calculation of rates beginning January 1, 2016.
Cost Allocation
City Gas proposes that the fixed monthly surcharge be applicable to all customers (other than those specified as excluded in its tariff because of pre-existing contractual pricing) because the facilities that would be replaced under SAFE are an integral part of the City Gas’s distribution system, and therefore, common to all customers. City Gas is proposing to use an allocation methodology that focuses on the cost drivers. 
Specifically, City Gas’s methodology allocates the SAFE revenue requirement to all customers on a per customer basis at the cost of a 2-inch pipe, and allocates the incremental cost of replacing pipe larger than 2 inches to customers who use 6,000 or more therms per year. Allocating the cost of 2-inch pipes to all customers recognizes the network benefits that will apply to all customers. For larger customers, the cost pool takes into account that the minimum pipe is insufficient to serve their demand, and therefore, allocates an incremental per foot cost in addition to the all-customer cost. Exhibit C to the petition shows the development of the percentage allocation factors for the various rate classes. The allocation factors are applied to the revenue requirement to develop the monthly customer surcharges.
Bill Impact
Staff notes that the average residential customer uses 240 therms per year or 20 therms per month. The fixed surcharge for customers using between 0 and 5,999 therms per year (0 and 499.9 therms per month) is $0.71 per month for the period January 1, 2016, through December 31, 2016. For customers using over 6,000 therms per year (500 therms per month), the fixed surcharge is $1.31 per month. City Gas forecasts the $0.71 to increase to $9.45 in 2025. Because the surcharge is cumulative, if City Gas files a rate case before 2025, the then-current SAFE surcharge program would be folded into any newly approved rate base, and the surcharge would begin anew.

City Gas states that if a customer’s meter needs to be relocated as part of the Company’s SAFE program there will be no charge to customers for relocating meters or adding additional pipe to reroute from the new meter location to the old location behind the dwelling (if necessary). Customers will also not be assessed a reconnection charge.

Customer Communications 
City Gas’s plan to provide notification of an approved surcharge to its customers includes:
· An on-bill message on City Gas’s December bills, thus allowing for a 30-day notice period prior to the date the surcharge would first appear on the customer’s bill.
· An article posted during December 2015 in the City Gas customer e-newsletter (for customers who prefer to receive communications via email).
· A message posted during December 2015 on the City Gas homepage and linking it to a Frequently Asked Questions document.
In addition, the Company is developing a comprehensive communication plan to notify the general public of the installations. Examples of communications strategies that City Gas is considering include the use of media, website space, webcast, blogs, social media monitoring, press releases, and advertising. The Company notes that its communications efforts must be bi-lingual to ensure those impacted by SAFE receive the necessary information.  
Annual True-up
Beginning in 2016, the Company will file an annual petition with the Commission for a review and reset of the surcharge factors to true-up any over- or under-recovery, and to update the ad valorem rates and debt and equity cost rates with the most recent earnings surveillance report rates. In its petition, City Gas proposed an annual filing date of October 1 to implement the new surcharge to be effective January 1 of the following year. City Gas, however, is amenable to staff’s suggested filing date of September 1, the same filing date as Peoples, FPUC, and Chesapeake.  The filing will consist of three components, consistent with the cast iron/bare steel filings of Peoples, FPUC, and Chesapeake:

1. A final true-up showing the actual replacement costs and actual surcharge revenues for the most recent 12-month historical period from January 1 through December 31 that ends prior to the annual petition filing, including the final over- or under-recovery for that period.

2. An actual/estimated true-up showing seven months of actual and five months of projected costs and revenues.

3. A projection showing 12 months of the projected revenue requirement for period beginning January 1 following the annual filing. 

City Gas will report in its annual filing any operation and maintenance expense and depreciation expense savings or incremental costs associated with the program that may occur, beginning with the second annual filing on September 1, 2017. City Gas acknowledges that the information contained in its filing would be subject to ongoing Commission review and audit with regard to accuracy, as well as the overall effectiveness of the SAFE program and the rate impact on customers.
Summary
Staff has reviewed the SAFE program and believes it is in the public interest and will serve to improve safety, reduce potential damage to property, and theft. Staff believes that the revenue requirement calculations are reasonable. With regard to the cost allocation, staff believes that City Gas’s methodology is equitable, and that the associated calculations are consistent with the methodology.   
Staff recommends that City Gas’s proposed SAFE program and its tariff using an annual surcharge adjustment mechanism to be implemented January 1, 2016, be approved. City Gas should be directed to file its annual SAFE petition on September 1 of each year, starting in 2016.

Issue 2:	 
 Should this docket be closed?
Recommendation: 
 No. If a protest is filed within 21 days of the issuance of the order, this tariff should remain in effect, with any revenues held subject to refund, pending resolution of the protest. If no timely protest is filed, this docket should be closed upon the issuance of a consummating order. (Villafrate)
Staff Analysis: 
 If a protest is filed within 21 days of the issuance of the order, this tariff should remain in effect, with any revenues held subject to refund, pending resolution of the protest. If no timely protest is filed, this docket should be closed upon the issuance of a consummating order.
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Florida City Gas
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RIDER'F

‘SAFETY. ACCESS. AND FACILITYENHANCEMENT (SAFE) PROGRAM

‘Applicatle to all Customers served under the Rate Schedules shown In the table below except for
those Customers receiving a discount under the AFD Rider.

Through its SAFE Program, the Company has identified the potential_replacement
projects focusing infially on area of limited access/pipe overbulds, and risk assessment for
Rear Lot Mains and Senvices considering:
i The pipe materal;
i Leak incident rates;
i Age of pipeline;
v, Pressure under which the pipeline i operating.

The Eligible Infastructure Replacement ncludes the folowing:

1. Company investment in mains and senvice lines, as_replacements for  existing
Rear Lot Falties, and regulatory _ station and ofher disirbution _system
components, the  instalation of which s required as a consequence of the
replacement ofthe aforesaid failties that

i do notinoroase rovenuss by dirctly connocing new oustomers to he plant
asset;

i are i servce and used and useful i providing ity senvice; and

i that were ot inciuded in the Company’s rate base for purposes of
determining the Company's base rates in fis most recent general base rate
proceeding.

The company is recovering ts revenue requirement on the actualinvestment amounts. The
revenue requirements are nclusive of

1. Retum on investment as calculated using the Company's weighted average cost of
capita as calculated in the Company's most recent year-end survellance report.

2. Deprecation expense (calcuiated using the curently ~approved  depreciation
rates);

Tesued by Efectie:
Vice President, Southem Operations
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RIDER'F

'SAFETY AND ACCESS VERIFICAITON EXPEDITED (SAVE) PROGRAM
Continued

3. Customer and general public natfication expenses associated  with the SAFE
Program incurred or

I all customers regarding the implementation of the SAFE Program and
the approved surcharge factors;

i the immedately affected customers where the eigible infrastructure i
being replaced; and

i the general pubic trough publications _(newspapers) covering the
‘geographic areas of the eligble nfrastructure replacement actties;

4. Advalorem taxes ; and
5. federal and state income taxes.

“The Company is utizing a surcharge mechanism in order (o recover the costs associated
vith the SAFE Program. The Company has developed the revenue requirement for the SAFE
Program using the same methodology approved in its mst recent rate Case. The SAFE revenue
requirement will be_alocated {0 each customer ciass (Rate Schedule) using allocation factors
cstablshed by tha Flarda Public Senica Commission for the SAFE Program Tha par Cusiomer
SAFE surcharge s caloutated by dviding the revenue requirement allocated to each customer
class by the number of customer i the class

The cost recovery factors including tax muliple for the twelve month period from January
1,2016 though December 31, 2016 are

Rate Class Rates Per Customer
Rate Schedule GS-1 s on
Rate Schedule GS-100 H on
Rate Schedule G5-220 s on
Rate Schedule GS-600 s 071
Rate Schedule GS-1.2k s on1
Rate Schedule GS-6k s 131
Rate Schedule GS-25 s 131
Rate Schedule GS-60« s 131
Rate Schedule GS-120¢ s 131
Rate Schedule GS-250k s 131
Rate Schedule GS-1.250k H 131
Rate Schedule GL H o7
Rate Schedule RSG s o7

Tsusd by Effecive:
Vice President. Southern Operations
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RIDE!
'SAFETY AND ACCESS VERIFICAITON EXPEDITED (SAVE) PROGRAM
Continued
Rate Schedule CSG s on

Procedure for Establishing SAFE Revenue Requiement

The SAFE Revenue Requirements and any changes therelo shal be calculated and implemented in
‘accordance wih the provisions contained i this Rider. SAFE Revenues shall be subjectto refund based
upon a finding and order ofthe Commission to the extent provided n this Ricer

The Company shallcalculte s SAFE Revenue Requiremerts annually in the manner prescribed by this
Rider and shall fl the appropriate pelfions with the Commission seeking to establish or change the
'SAFE Revenue Requirements and Surcharge. The annualfings shal incude the following:

1. An annual final tue-up fiing showng the actual Elgile Replacement cosis and
actual SAFE Revenes for the most recent 12-month historical perod from January
1 through December 31 that ends prior to the annual petiion fing. As part of ths
fiing, the Company shall Include 3 summary comparison of the actual Eligide
Replacement costs and SAFE Revenues to the estmated tota Eigive Replacement
nsts and SAFF Revenues previously reparted fo the same period covered by the
fing in paragraph (2) of this section. The fiing shal also nclude the fnal over- or
under-ecovery o total SAFE Revene Requirements or the final rue-up period.

2. An annual estimatediactual true-up fing showing seven months actual and five
‘months projected Eigble Replacement costs and any SAFE Revenues collected or
projected to be collected during the estimaled/actual true-up period. The fiing shall
aiso include the estimatediactual over- or under-recovery of lotal Eighbe
Replacement costsfor the estimatediactual true-up period

3 An annual projection fiing showing 12 months projected SAFE Revenue
Requirements or the period beginning January 1 following the annual fing hearing.

4. An annual petion setting forth propossd SAFE Revenue Requirements and
Strcharges to be effectve for he 12-month period beginning January 1 foloving the
‘annual hearing. Such proposed SAFE Revenue Requirements and Surcharges shall
take into account the data fiied pursuant o paragraphs (1), (2), and (3 of this
secton.

“The Company shallestabish separate accounts or subaccouns for sach Eiigbe Replacement for
purposes of recording the costs incurred for each project.The Company shallalso estabish a separate.
‘account or subaccount for any revenues derived from SAFE Surcharges.

Calculation of the SAFE Revenue Requirements and SAFE Surcharges

Tesued by Effectve
Vice President, Souther Operations
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RIDER

'SAFETY AND ACCESS VERIFICAITON EXPEDITED (SAVE) PROGRAM

n detemnining the SAFE Revenue Requirements, the Commission shall consider ony (a) the net riginal
costof Eilgible Replacements (.. the original cost; (b the applicable depreciaton rates s determined
‘and approved by the Commission based on the Company's mostrecent degreciation study, (c) the.
‘accumulated deprecation associated witthe Eligibie Replacsments; and (d) the current state and
federal income and ad valore taves; and (¢) the Company's weighted average cost of capial as
calculated inthe Company's most recent year-end surveilance report

The SAFE Revenue Requirements shal bs calculated as Follows:

Tine | Description Vaise | Source - —
1 | Revenue Expansion Factor | 1.6280 | As calcuated In rost recer bas rale
proceeding, using curent taxrates ___|
2| Ad Valorem Tax Rate % | Effective Property Tax Rate for most recent

12 Monihs ended December 31

Mains S| Elgile Replacements Mains

Senices 'S [ Elgile Replacement Services. |
Reguialors S [ Elghle Replacement Regulators

Other S| Elioile Replacement Other

Gross art — S [Lsadsile _

‘Accumulated Depreciation S| Provious Period Balance +L13

‘Construction Work In Progress | 5 __| Noninterest Bearing

Not Book Valve S [LriBio

Average Net Book Value. S| (110 + Balance From Previous Period)2
Return on Average Net Book S [LT1 X Company's veighted average cost of

Value Gaptal as calculated n the Company's most
recent yoar-end suvellance report.__

75| Deprecaton Evperse 5 [Lines 345 85 X applcable approved

B | Depreciton Rates o

14| Property Tax s lGex2

75" Customer and general pubic | S | O&M expense incurred a3 a esul o sige
| noficaton and ather appicatie pant rpiacement
expense

76| SAFE Revenue Requiemert S OB XLT

Tued by Effecve

Vice President, Southem Operations.
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