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Before us for consideration is the Staff Report on the Investigation into Pennsylvania American Water Company’s main breaks in the Pittsburgh area.
  Consistent with my Motion adopted at Public Meeting of December 21, 2006, Staff raised 15 specific questions to the company to ascertain the effectiveness of its response to the outages in the Pittsburgh area and to determine whether remedial actions are warranted.  Staff made a number of findings, recommends that the investigative report be released to the public, and offers directives to the company to complete 15 corrective actions.  I agree.  In addition, I offer the following comments and recommendations.
It is clear to me that the key contributing factors leading to the series of main breaks that affected nearly 1,500 customers involve management decisions relating to capital funding, staffing levels, and a lack of oversight and analysis of events needed to identify operational patterns that required proactive steps to prevent service deficiencies.  Management decisions over the past 5 years have not been conducive to achieving optimum customer service.
  This is a clear call for effective, comprehensive attention to infrastructure improvements.
KEY FINDINGS

Outage Response - Staff found that PAWC’s initial response to the outages “was less than adequate”
 and that the company “initially failed to take any action whatsoever to even determine whether the water was coming from their mains, let alone repair the leak.”
  Although the first call referring to a leak came in on November 8, 2006, repair work was not scheduled until December 11, due in part to weather delays, but more significantly due to the company’s lack of completely understanding of the extent of the situation. 
The delayed response to the initial leak report was “most likely the result of less than adequate local management oversight.”
  Commission staff found that “local management’s actions are reactionary rather than proactive” and found that “appropriate local management oversight could identify and correct such problems before the problems could escalate.”
 
Level of Main Breaks – The Staff Report found that “it is patently clear that the frequencies of main breaks and outages in the Pittsburgh area are significantly higher than in any other PAWC district.”
  During 2003-2004 and between 2005-2006 a 24% increase in leaks and breaks occurred while the rest of the company’s service territory in the state experienced a 1% increase.
 It is noted that in November of 2005, the company hired an engineering firm to analyze the breaks to identify correlations and trends in the occurrence of main breaks, as well as to develop recommendations for reduced pressure zones in the distribution system in order to reduce breaks and leaks.
  While it is a commendable step, an analysis and resolution of the problem should have been addressed much earlier. 

The Staff Report also revealed that the Company was not able to produce break and leak data for the Pittsburgh area prior to 2003 (the starting year from which we requested data to be submitted for this report).  Additionally, the Company was not able to provide levels of unaccounted for water in the Pittsburgh area prior to 2005.
  Such data is essential to be obtained, maintained and analyzed for any water company, but particularly when there are problems as is the case here.  I do not understand why this deficiency occurred. 

Unaccounted for Water - The Staff Report found that that the level of unaccounted for water within the Pittsburgh district is excessive, being 28% for 2005 and 27% for 2006.
  Levels above 20% are considered excessive by the Commission, pursuant to 52 Pa. Code § 65.20 (4) and are indicative of operational inefficiencies.  Excessive levels of unaccounted for water result in wasting a natural resource, lost revenue due to leaks, and unnecessary chemical and power expenditures to treat water that is not being sold.  In rate cases, the portion of expenses related to chemical and power costs for the unaccounted for water over 20% can be disallowed from rate recovery.

An opportunity for improved operations, however, may be presented here. The Pittsburgh main break incident may provide the catalyst for the company and the Commission to consider implementation of new research and a potentially improved version of determining water losses by reviewing the merits of the water audit methodology formulated by the International Water Association (“IWA”) and the American Water Works Association (“AWWA”).
  The AWWA’s Water Loss Committee announced its support of the IWA/AWWA water audit method as the best practice method to audit drinking water supplies.
  Currently, the AWWA is moving towards revising its publication, Water Audits and Leak Detection, to incorporate this new methodology.
  

A number of large systems in the United States have been utilizing this methodology with apparent success; in our region, the most notable is the Philadelphia Water Department’s experience.  Furthermore, the Delaware River Basin Commission (“DRBC”) described the methodology as representing “a more rational and standardized approach.”
  The DRBC is currently moving towards implementation of the new water audit methodology.  While all large viable water companies such as Pennsylvania American are aware of the water audit methodology, a coordinated approach toward review and possible implementation by utilities and regulatory bodies alike, could bode well for operational and service improvements throughout the Commonwealth.

Capital Funding Levels – The Staff Report found that it “does not appear that the Pittsburgh system has had appropriate capital funding levels for the timeframe that was studied during this investigation.”
 Nonetheless, the Report also revealed that the Company had been increasing its level of capital improvement in the Pittsburgh district. The key, of course, is that the Company ascertains and then invests the appropriate level to assure service reliability.

Communications with Customers – Another telling finding revealed by the Staff Report was a concern aired by both the company’s customers and local emergency management personnel of a perceived delayed response time and the lack of feedback after they contact the company’s customer service center.
 The Report states that local officials prefer to contact the Company’s Pittsburgh district personnel directly to report customer complaints and potential leaks.

New Communications Technology – Pennsylvania-American is to be commended for its use of the new technology known as the Rapid Alert System and it is understood that its experience was still in the early stages at the time of this incident.  Since the success rate of its calls was not discussed at length within the Staff Report, and since some customers stated that they had not been informed of the outages,
 I recommend that PAWC continue reviewing its implementation of the Rapid Alert  System.  As an example of a simple enhancement to alleviate calls not reaching a customer due to the line being in use, one simple enhancement could be to stretch out the time between repeating attempted calls, for example, from one every minute (with three attempts), to a call back every quarter or half hour.  This and other straightforward enhancements will further ensure effective customer communications when needed.  Overall, the use of the rapid dialer technology, as advocated in the Commission’s newly adopted guidelines regarding customer notice during unscheduled outages
 continues to gain broader implementation throughout the Commonwealth and holds great promise for reaching affected customers in a timeframe more closely meeting “real time.”

Staffing Levels – The Commission’s Staff Report found a reduction from 97 positions to 87 from 2003-2004.  By 2006, however, the level was back to 98 employees.  A comparative level of expertise, however, could not be determined based upon the data provided.  More unsettling to me however, is the finding that several of the management personnel positions, which previously had responsibilities for only the Pittsburgh district, now have responsibilities that include the remaining territory in the western portions of the Company’s territory and/or also the five states that make up the remainder of the Southeast Region of PAWC’s parent, American Water.
  How such a structure could lend itself to staff having the essential and complete level of experience and familiarity with local operational factors relating to geography, soils, institutional knowledge, main materials, installation, etc., is beyond logic.  This broadening of staff’s responsibilities is virtually a certified recipe for rendering their expertise to be as ineffective as possible.
Conclusion - As noted earlier, the Staff Report contains 15 directives for improvements within specific timeframes.  It should also be noted that Pennsylvania American has, to its credit, completed some of the directives already and has made progress on others.  From what was learned within this Investigation, I am hopeful this company’s management will return service to its historic levels. 
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� A second report will be prepared in Phase II of this docket, which will investigate the outages in Lackawanna County and other areas of the Company’s territory in the Commonwealth.  
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