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BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

In the matter of the verified application of Laclede Gas
)

Company for an Order establishing replacement 

)

requirements for the final phase of its  unprotected steel  
)  Case No. GO-2003-0506

main replacement program previously approved pursuant
)

to Rule 4 CSR 240-40.030(15)(E) 
 

)

In the Matter of the Adequacy of Laclede


)

Gas Company’s Service Line Replacement
)
Case No. GO-99-155

Program and Leak Survey Procedures.


)

BRIEF OF

LACLEDE GAS COMPANY

Pursuant to the schedule previously established by the Commission, Laclede Gas Company (“Laclede”) submits the following brief in the above-captioned case.


I.
Introduction/Background
On November 20, 2003, the Commission issued an Order scheduling an evidentiary hearing in two proceedings involving Laclede safety programs. The first proceeding – Case GO-99-155 – concerns Staff’s recommendation that the Commission continue Laclede’s replacement program for direct-buried copper service lines (hereinafter “Copper Service Line Program” or “Program”) in its current form.  That Program, which was approved by the Commission in 1999, is now in its fourth year of operation.

The second proceeding – Case No. GO-2003-0506 – involves an application that was filed by Laclede to establish a 10,000 foot per year replacement schedule for the remaining phase of its unprotected steel main replacement schedule (hereinafter the “Steel Main Replacement Program”).  Currently, there is no specific replacement schedule in effect.

Although all of the parties of record to these cases have expressed either affirmative support for, or non-opposition to, both the Staff’s recommendation in Case No. GO-99-155 and the Company’s application in Case No. GO-2003-0506, the Commission nevertheless invited a representative of one of the Company’s Unions to testify on both programs at an evidentiary hearing held on December 5, 2003.  Because none of the parties had been advised in advance of what the nature of this testimony might be (nor given an opportunity to conduct any discovery in advance of the presentation of this testimony at the evidentiary hearing), Laclede expressed concerns prior to the hearing regarding how these procedural omissions could adversely impact its  rights to be notified of and to respond to the claims being made against it.  Nonetheless, Laclede chose not to object based on the bench’s clarification that the purpose of the hearing was to determine whether Laclede’s application and Staff’s recommendations in these respective cases should be approved without the necessity for further hearings and that a procedural schedule would be established in the event the Commission was not inclined to grant such approvals at this time.

As discussed below, both Staff’s recommendations in Case No. GO-99-155 and Laclede’s application in Case No. GO-2003-0506 should be approved at this time.  The pleadings previously submitted by the parties, as well as the evidentiary hearing held on December 5, 2003, clearly establish that such actions are in the best interest of Laclede’s customers, both from a safety as well as a financial perspective.  Moreover, nothing has been submitted in these proceedings that in any way disputes, or even purports to dispute, the facts and other considerations that have been provided by the parties in support of their respective requests and recommendations in these cases.  Accordingly, the Commission should approve the parties’ recommended courses of action in each of these cases, as discussed below. 

II.
The Commission should Approve Staff’s Recommendations in Case No. GO-99-155 Concerning the Company’s Copper Service Line Program.

As previously noted, Laclede’s Copper Service Line Program is in its fourth year of operation.  As originally approved by the Commission, the Program takes a comprehensive approach toward identifying and replacing (either partially or in their entirety) the direct-buried copper service lines that remain on the Company’s system.  Among other features, its main provisions include requirements for:  (a) conducting intensive “bar hole” surveys of all remaining direct-buried copper service lines on an annual basis in order to identify any leaking services; (b) replacing leaking services on a sharply expedited basis; and (c) partially or fully replacing 8,000 copper service lines each year, regardless of whether such services have experienced any leaks.  See Re: Laclede Gas Company, Case No. GO-99-155, Order Approving Stipulation and Agreement, Attachment A, pp. 1-10 (May 18, 2000).  In addition to establishing these substantive requirements, the Program also makes provision for their review after the Program’s first three years in order to “determine future relay/renewal plans, including the rate of such future actions, potential modifications to survey techniques and other related matters.”  Id. at p. 5, paragraph 7(h).

To that end, the Commission Staff filed its three-year status report on the Program on August 1, 2003 in Case No. GO-99-155.  In its Report, the Staff noted that the Program was achieving its stated goals and that Laclede had met or exceeded its obligations under the Program.  Specifically, Staff reported that during the first three years of the Program, 26,246 direct-buried copper service lines, or approximately 34% of the total, had been eliminated.  (Report, p. 4).  The Staff also reported that the percentage of services exhibiting some kind of leak had declined by more than two thirds, from approximately 3.4% at the outset of the Program to just slightly more than 1% at the end of the third year.  (Report, p. 7).

In terms of Laclede exceeding the minimum requirements of the Program, the Staff also pointed out in its Report that the Company had performed significantly more “main-to-meter” replacements of copper service lines than was originally contemplated.  (Report, pp. 3-5).   This has, in turn, resulted in the replacement of far more feet of copper service line during the last three years than would have been the case had the Company relied more extensively on partial replacements of these lines -- an approach that is also sanctioned by the program’s terms.  (Id.).
  The Staff also noted in its Report that Laclede had eliminated leaking service lines at a significantly faster pace than the already accelerated time frames mandated by the Program.  Specifically, Laclede was averaging 3 to 4 months to eliminate leaks that it had 6 months to eliminate under the Program, while taking only 7 to 9 months to eliminate leaks that it had a year to repair.  (Report, pp. 9-10).       

The Staff concluded its Report by recommending that the basic features of the Program, including the annual replacement requirement of 8,000 service lines and the annual bar-hole survey requirement, be maintained at this time.  (Report, pp. 6-7, 9).  The Staff also recommended that the requirement to repair or eliminate leaking services on an expedited basis be maintained at this time.  (Report, pp. 10-11).

Notably, none of the parties to this case have taken issue with the recommendations set forth in Staff’s Report.  For its part, Laclede submitted a response on September 4, 2003, in which it concurred with Staff’s recommendations based on its understanding that the terms of its Copper Service Line Program, like any other safety program, would continue to be subject to potential revision by the Commission as new information was gathered and evaluated.  At the request of the Commission, the Office of the Public Counsel also filed a response on November 25, 2003 in which it specifically concurred in each of Staff’s recommendations.   And even Mr. Schulte, the business representative for one of the Company’s unions, testified at the evidentiary hearing on December 5, 2003, that the current replacement rate mandated by the Program was adequate and appropriate.  (Tr. 17).

In view of these considerations, Laclede submits that Staff’s recommendations in its August 1, 2003 three-year Status Report should be approved by the Commission.   All of the information presented to the Commission shows that the Copper Service Line Replacement Program is working as intended.  Indeed, because of the Company’s and Staff’s proactive approach toward implementing the Program, many of its goals have been achieved at a pace that far exceeds the Program’s original expectations.  While such results would be noteworthy under any circumstances, Laclede believes they are particularly compelling given the fact that they have been achieved in the context of a Program that already contains among the most comprehensive and ambitious set of safety requirements for such services ever approved by a regulatory body in this country.  (Tr. 81-82).  For all of these reasons, the Commission should issue its Order approving Staff’s August 1, 2003 recommendations in Case No. GO-99-155.                 

III. The Commission should Approve Laclede’s Application in Case No. GO-2003-0506 to Establish a 10,000 foot per year Replacement Schedule for the Final Phase of the Company’s Steel Main Replacement Program.
For many of the same reasons, the Commission should also approve Laclede’s Application in Case No. GO-2003-0506 to establish a 10,000 foot per year replacement schedule for the remaining phase of the Company’s Steel Main Replacement Program.  As discussed in Laclede’s Application, such a schedule would only be applicable to those unprotected steel mains that fall within categories 3 through 6 of Section 4 CSR 240-40.030(15)(E) of the Commission’s Pipeline Safety Rules, since all of the mains falling in higher priority categories 1 and 2 have already been replaced.  (Tr. 72-73).

By way of background, Laclede would note that it has had an active program for replacing unprotected steel mains in its system for over four decades now.  (Tr. 145).  As a result of these efforts, Laclede had already replaced the vast majority of the unprotected steel mains in its system by the time the Commission directed gas utilities to file formal replacement programs in the early 1990’s. (Tr. 52, 85, 94).  And Laclede continued to make such replacements thereafter in accordance with the specific replacement schedules authorized by its Steel Main Replacement Program. Those mandated replacement schedules for mains in categories 3 through 6, however, extended only through 1998, with an average annual replacement level of 30,000 feet for the years 1991 through 1995, declining to an average annual level of 20,000 feet for the years 1996 through 1998. (Tr. 93-94).  Despite the absence of any specific replacement schedule after 1998, Laclede, pursuant to its discussions with the Staff, continued to observe an average annual replacement rate of 20,000 feet per year, with the understanding that the Company would file an application with the Commission at such time as it moved to implement a lower annual replacement level.

To that end, Laclede filed a Verified Application on May 21, 2003 in which it requested that the Commission issue an Order establishing a replacement schedule of 10,000 feet per year for mains in categories 3 through 6.  In its Application, Laclede noted that there was currently no specific replacement schedule in effect for the Steel Main Replacement Program.  Laclede also explained in detail why the 10,000 foot per year replacement schedule set forth in the Application was fully consistent with both public safety and the principle that its customers should not be burdened with unnecessary costs.  (See Verified Application, pp. 3-11).  


On June 3, 2003, the Commission issued its Order and Notice in this case in which it: (a) directed that customary notice of the Application be given; (b) established an intervention deadline of June 23, 2003; and (c) directed its Staff to file a pleading by June 13, 2003 stating when it would be able to file its memorandum and recommendation.

The intervention deadline by the Commission came and passed without any party seeking to intervene in this proceeding.  In response to the Commission’s Order and Notice, however, the Staff did file its memorandum and recommendation in this case on June 13, 2003.  In its filing, the Staff recommended that Laclede’s replacement schedule be approved.  Like Laclede, the Staff noted that there was currently no replacement schedule in effect for the Steel Main Replacement Program.  The Staff also explained why the replacement schedule proposed by the Company was fully consistent with public safety.  (See Staff’s Memorandum, pp. 3-4).

In addition to Laclede’s and Staff’s affirmative support for the establishment of a 10,000 foot per year replacement schedule, the Office of the Public Counsel also submitted, at the Commission’s request, a response indicating that it had found nothing to suggest that such a replacement schedule was inappropriate.  As discussed below, the parties’ position regarding the appropriateness of a 10,000 foot per year replacement schedule is fully supported by all of the substantive information that has been provided in this proceeding.

As previously noted, for over four decades now, Laclede has had an active program in place for replacing unprotected steel mains that, because of the absence of cathodic protection or coating, are more prone to developing corrosion-related leaks.  Over that period of time, dramatic progress has been made in replacing those steel mains that have exhibited the greatest propensity for leakage, with the end result being that the steel mains remaining in the ground today are of a far higher quality than when Laclede began its program.  This progress has been reflected in a variety of measurements.  For example, during the 1970’s, Laclede installed, on average, 3,162 clamps each year to repair leaks on its unprotected steel mains.  (Exh.  2).  By the 1980’s, the average number of clamps installed each year to repair leaks had declined by more than two thirds, to an annual level of 897.  (Id.). This was followed by an even greater percentage decrease in the 1990’s when the average number of leak-related installations fell to 155 per year.  (Id.)  And for the last three years of 2001-2003, the number has fallen even further to an average level of 32 per year – or nearly a hundred fold decrease from the levels that were prevailing in the 1970’s.  (Id.).

This tremendous decline in the absolute number of leaks being experienced each year on unprotected steel mains is, of course, partly attributable to the fact that there is simply far less unprotected steel mains in the ground today as a result of the Company’s replacement program.  All else being equal, fewer feet of unprotected steel mains should mean fewer leaks.  The data shows, however, that this absolute reduction in the number of leaks has also been accompanied by a corresponding decline in the number of leaks when measured on a “per-footage” basis.  For example, during the 1970’s, Laclede installed an average of 35 clamps per year to repair leaks for each 10,000 feet of unprotected steel main that was in its system. For the three-year period ending in 2003, however, this average had declined by more than 10 fold to the point where Laclede was only installing 3 clamps per year for each 10,000 feet of unprotected steel main.  (Exh.  2).

This improvement in the quality of the unprotected steel mains remaining in Laclede’s system should give the Commission great confidence in the parties’ recommendation that establishment of a 10,000 foot per year replacement schedule will not compromise public safety in any way.    This is particularly true in light of another critical fact – namely that, for at least the past forty years, there has been no known instance where a corrosion leak on an unprotected steel main has contributed to a safety incident on Laclede’s system.  (Tr. 164).  In other words, even during the 1970’s when

 the number of leaks being experienced on the Company’s unprotected steel mains was some one hundred times higher than it is today, Laclede was able to operate these facilities safely and without incident.  Now that the underlying condition of these facilities has improved so dramatically, it is only logical to conclude that Laclede will be able to maintain and operate them with the same degree of safety in the future.

The Commission should also have confidence in the parties’ recommended replacement schedule because it is part and parcel of an overall approach to safety under which Laclede and the Staff have not hesitated to go above and beyond minimum safety requirements – and allocate additional resources to safety-related initiatives – whenever such action was warranted. As previously noted in the discussion of its Copper Service Line Program, Laclede has worked with the Staff to substantially enhance various elements of that Program, particularly in regard to its aggressive approach to replacing services on a main-to-meter basis.

The same approach has also been undertaken in connection with the unprotected steel main program.  As Laclede stated in its Application, the Company exceeded -- and exceeded substantially -- the minimum annual replacement average of 1,800 feet per year required for unprotected steel mains located beneath pavement continuous to building walls and for mains near concentrations of the general public.  Since 1995, Laclede has replaced an average of 2,354 feet in these categories and in fiscal year 2002 replaced nearly 3,000 feet of such mains.   As a result, all of the unprotected steel mains in these categories were replaced two years ahead of schedule.  Further, Laclede conducts annual surveys of its steel mains not only to permit detection and repair any leaks, but also to 

assist with prioritizing and scheduling mains for replacement.

Once again, these actions reflect an ongoing effort on the part of both the Company and the Staff to identify situations where public safety will be advanced by more aggressive action and a corresponding commitment to allocate the additional resources necessary to make that happen.  In view of this track record, the Commission can and should rely on the recommendations of these same parties when they say that a 10,000 foot per year replacement schedule for the remaining unprotected steel mains on Laclede’s system will not compromise public safety.
 

Such reliance is particularly appropriate given the complete absence of any substantive reasons for the Commission to question the parties’ recommendation. Mr. Schulte did, of course, testify in opposition to the Company’s request to establish such a replacement schedule.  Such testimony should not, however, be accorded any credence by the Commission for a number of reasons.  

First, it is important to note that neither Mr. Schulte, nor the Union he represents, made any effort to intervene in this proceeding.  Notably, neither of Laclede’s two Unions have hesitated in the past to intervene in Laclede proceedings where they believed the outcome of a case could have some detrimental effect on them or their members.  See e.g. Re: Laclede Gas Company, Case Nos. GR-2002-356; GR-2001-629; GM-2001-342.  The fact that they did not see fit to follow the rudimentary procedures established by the Commission for participating in its proceedings and, actually seek intervention in these cases, strongly suggests that they could find nothing unwarranted or 

inappropriate about the Company’s recommended replacement schedule.

Second, it was clear from the cross-examination of Mr. Schulte that he did not even attempt to evaluate the information and reasons relied upon by the Company and Staff for recommending the specific replacement schedule proposed by Laclede and therefore was completely unfamiliar with the facts that justify such a recommendation.  Although the Commission took pains to let the Union know that the Commission would transmit for the Union’s review all of the pleading submitted by the Company and Staff in these cases (see Order Scheduling Evidentiary Hearing and Notice of Invitation, ordered paragraph no. 4), Mr. Schulte testified that he had undertaken no such review and therefore was unaware of any of the facts contained in those documents.  (Tr. 40).

Accordingly, when Mr. Schulte testified, he was apparently unfamiliar with the exceptional strides which had been made by the Company in eliminating those unprotected steel mains which were most prone to leakage.  He was also apparently unaware of the fact that Laclede has already removed all the unprotected steel mains that were located in the most sensitive areas, and done so years ahead of schedule.  Nor was he aware that the Company had removed a little over 10,000 feet of unprotected steel mains in the relevant categories in its fiscal year 2003 and had already reallocated to other safety endeavors the resources that would be required to remove 10,000 feet per year of unprotected steel mains.  Moreover, Mr. Schulte was also unaware of the fact that this reallocation had, among other things, enabled the Company to eliminate tens of thousands of additional feet of copper service lines each year and reduce its average monthly backlog of class 3 leaks from 8,466 in 1999 to around 3,000 today.  (Exh. 1, Tr. 136).

In short, Mr. Schulte’s testimony did not have the benefit of the range and depth of critical information that is absolutely essential to making prudent decisions regarding how resources can best be allocated so as to protect public safety while, at the same time, ensuring that unnecessary costs are not imposed on the Company’s customers.  Once that critical information is considered and evaluated, as the Company and Staff have done in this proceeding, it overwhelmingly supports adoption of the 10,000 foot per year replacement schedule recommended by Laclede.

Finally, while it should not be a determining factor, Laclede would reiterate what it said at the evidentiary hearing in this case, namely that the adoption of a 10,000 foot per year replacement schedule will not result in layoffs of Union members.  Laclede recognizes that any change or modification in operating practices will raise such concerns and that there can always be circumstances, including external ones, that could lead to such a result.  However, the establishment of a 10,000 foot per year replacement schedule is not one of them.

And the proof for that lies in what has already occurred.  As Laclede’s Vice President of Operations, Mr. Craig Hoeferlin, testified, the capital expenditures made by the Company on its major safety programs has more than doubled over the past six years, rising from approximately $5.5 million in Fiscal Year (“FY”) 1998 to $12.3 million in FY 2003.  (Tr. 173-174).  **________________________________________________ ________________________________________________________________________________________________________________________________________________________________________**  Notably, these increases in capital expenditures for Laclede’s major safety programs are occurring notwithstanding the fact that the Company replaced an overall level of unprotected steel mains in FY 2003 that was only slightly greater than the 10,000 foot per year replacement schedule it is requesting **__________ ____________________**.  In view of these facts, it is clear that any resources that may have been freed up as the result of a 10,000 foot per year replacement schedule for unprotected steel mains have already been reallocated to other safety initiatives.
  Accordingly, any concerns that granting the Company’s request would lead to Union layoffs are unfounded.

The foregoing demonstrates Laclede’s commitment to public safety, and its willingness to take actions and make recommendations that are fully consistent with that fundamental goal.  At the same time, however, it furthers neither the safety nor the financial interests of Laclede’s customers to burden them with costs that do not need to be incurred.  Indeed, to do so would be a disservice to the Company’s customers.

Laclede has shown in both its Application and testimony in this case why a 10,000 foot per year replacement schedule for the remaining phase of its Steel Main Replacement Program will continue to protect public safety while avoiding such unnecessary costs. And that conclusion has been independently verified by those Staff personnel who the Commission itself has entrusted  to make such evaluations by virtue of their substantial expertise, long experience in the day-to-day oversight of safety-related activities, and outstanding reputation for doing whatever they believe is necessary to 

protect public safety.  For all of these reasons, Laclede submits that the Commission can and should approve the Company’s Application in Case No. GO-2003-0506 without holding additional hearings.

Conclusion

It is clear from all of the information and evidence that has been submitted in these proceedings that approval of Staff’s recommendations in Case No. GO-99-155 and the Company’s Application in Case No. GO-2003-0506 is fully consistent with public safety and the financial interests of its customers.  Laclede accordingly requests that the Commission issue Orders: (a) in Case No. GO-99-155 approving Staff’s recommendations in Case No. GO-99-155 concerning the Company’s Copper Service Line Replacement Program; and (b) in Case No. GO-2003-0506 granting Laclede’s application to establish a replacement schedule of 10,000 feet per year for all unprotected steel mains now or hereinafter identified as falling in those categories described in Sections (15)(E) 3 through 6 of Rule 4 CSR 240-40.030 of the Commission’s Pipeline Safety Rules. 
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�As Mark Lauber, Laclede’s Superintendent of Maintenance Engineering, testified during the evidentiary hearing in this case, the Company’s replacement of copper service lines on a main-to-meter basis represents only one of the Program enhancements that Laclede has pursued since the Program was approved.  Others include the Company’s voluntary efforts to perform bar-hole checks whenever copper service lines are in the vicinity of an odor call and its decision to repair or replace on an accelerated basis those leaking copper services that are found outside of the Company’s annual bar-hole survey.  (Tr. 150-151).  Both of these initiatives are examples of actions where the Company has gone above and beyond the minimum requirements of the Commission’s safety mandates.      


� Exhibits 1 through 4 to Laclede’s Verified Application in this case also contains similar data showing the dramatic decline in leaks that has occurred on these facilities.  See also the discussion of those exhibits by Laclede witness Mark Lauber at page 149 of the Transcript in this case.


�Of course, the fact that the facilities in these particularly sensitive areas have now been replaced in their entirety is yet another reason why the Commission can properly conclude that the parties’ recommended replacement schedule for facilities that are only found in less sensitive areas is appropriate.


�In fact, as Laclede witness Mark Lauber pointed out, it is unlikely that approval of a 10,000 foot replacement schedule would actually serve to free up much in the way of additional resources.  As Mr. Lauber explained, a greater proportion of  the unprotected steel mains that remain in Laclede’s system consists of larger diameter pipe.  (Tr. 160-164).  Since it generally costs more to remove this larger diameter pipe, any reduction in resources associated with moving to a 10,000 foot per year replacement schedule would be fairly minimal.  (Id.).  Indeed, adoption of a 10,000 foot per year replacement schedule will in all likelihood mean that Laclede will not have to acquire and devote additional resources to an activity that is not warranted by safety considerations at the expense of activities that are.     
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