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/A
BEFORE

THE PUBLIC UTTLTTfEs COMMISSION OP- OHIO

In the Matter of the Application of The
Cincinnati Gas & Electric Company for an
Increase in Rates.

Case No. 01-1228-GA-AIR

In the Matter of the Application of The
Cincinnati Gas & Electric Company for
Approval of an Alternate Rate Plan for Its
Gas Distribution Service.

In the Matter of the Application of The
Cincinnati Gas & IIectric Company for
Approval to Change Accouniing Methods.

Case No. 01-1478-GA-ALT

Case No. 01-1539-GA-AAM

OPINiON AND ORDER

The Co.mmission, considering the applications, testimony, the applicable law,
proposed stipulation, and other evidence of record, and being otherwise fully advised,
hereby issues its opinion and order.

APPEARA^j^: _

John J. Finnigan, Jr., James B. Gainer, Paul A. Colbert, 139 East Fourth Street, Roorxi
2500 ATfl, Cincinnati, Ohio 45202, on behalf of The Cincinnati Gas & Electric Company.

Charles Harak, 77 Summer Street, 10' Fioor, Boston, Massachusetts 02110 and
Jerrold Oppenheim, 57 Middle Street, Gloucester, Massachusetts 01930, on behalf of Utility
Workers Union of America and.lndependent Utilities Union, Local Union 600 of the Utility
Workers Union of America.

Robert S:.Tongren, Ohio Consumers' Counsel, by Colleen Mooney and Lopa B.
Parikh, Assistant Consumers' Counsel, 10 West Broad Street, 18°" Floor, Columbus, Oluo
43215-3485, on behalf of the residential consumers.of The Cincinnati Gas & Electric
Company.

David C. Rinebolt, 337 South Main Street, 4' Fioor, Suite 5, P.O. Box 1793, Findlay,
Ohio 45839-1793, on behalf of Ohio Partners for Affordable Energy.

McNees Wallace & Nurick LLC, by Gretche,n J. Hummel and Samuel C. R.andazzo,
21 East State Street,l7' Floor, Columbus, Ohio 43215-4228, on behalf of lndustrial Energy
Users-Ohio.

Noel M. Morgan, Legal Aid Society, 215 East Ninth Street, Suite 200, Cincuuiati,
Ohio 45202, on behalf of Communities United for Action.

McNees Wallace & Nurick LLC, by ICmberly W. Bojko, 21 East State Street, 17"`
Floor, Columbus, Ohio 43215-4228, on behalf of The Ohio Home Builders Association.
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Vorys, Sater, Seymour and Pease, by M. Howard Petricoff;52 East State Street, P.O.
Box 1008, Columbus, Ohio 43216-1008, on behalf of The.New Power Company.

Henry W. Ec.khart, 50 West Broad Street, #2117, Columbus, Ohio 43215, on behalf of
People Working Cooperatively, Irnc.

Thonias Rouse, 1077 Celestial Street, Suite 110, Cincinnati, Ohio 45202, on behalf of
Stand Energy Corporation.

OPINION:

1. Procedural Background

On June 28, 2001, The Cincinnati Gas & Electric Company (CG&E) filed notice of its
intent to file an appIication to increase its rates and to file an application for an alternate
rate plan. The Commission issued an entry on July 26, 2001, establishing a test period of
January 1, 2001 through December 31, 2001 for the rate increase proposal. Also, the
Coxunission concluded that the date certain shall be March 31, 2001, and granted then-
pending limited waiver requests.

CG&.E filed the application seeking to increase its gas rates on July 31, 2001. Also at
that same time, CG&E separately filed requests for approval of an alternate rate plan and
for approval of changes in accounting methods. By entry dated October 31, 2001, the
Commisaion found that CG&E's rate increase arnd alternate rate plan applications
cornplied with the requirements of 5ection 4909.18, Revised Code, and Rule 4901:1-19-05,
Ohio Administrative Code. The Commission accepted those two applications for filings as
of July 31, 2001, granted a waiver request, and directed CG&E to begin newspaper
publication.

The follow9ng 10 parties were granted intervention in all three of these dockets:.
Utility Workers Union of America (UWUA);
Independent Utilities Union, Local Union 600 of the UWUA (Local Union 600);.
Ohio Consumers' Counsel (OCC);
Ohio Partners for.A.ffordable Energy (OPAE);
Industrial Energy Users-0hio (IEU-Ohio);
Communities United for Action (CUPA);
The Ohio Home.Builders Association (OHBA);
The New Power Company (New Power);
People Working Cooperatively, Inc. (PWC); and
Stand Energy Corporation (Stand).

PWC did not seek tointexvene, nor
account'sg changes.

as it granted intervention, in the docketing involving the
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On October 29, 2001, Stand filed a request to withdraw from these proceedings,
which was granted on November 5, 2001.. On April 15, 2002, New Power requested to
withdraw from these proceedings, which. was granted on the record at that time.

The staff of the Commission filed its report of investigation regarding the three
CG&E requests eki January 18, 2002. Thereafter, objections to the staff report were filed by
many of the parties. Also, a number of motions to strike objections were also filed.

On March 4, 2002, a prehearing confe2ence was held, as required by Section 4909,19,
Revised Code. By entries dated March 7 and 13, 2002, hearings were scheduled. A
combined evidentiary hearing was scheduled in these three cases to commence on Apri12,
2002. Local public hearings were scheduled for April 18, 2002, in Mason, Ohio, and April
25, 2002, itt Cincinnati, Ohio, in accordance with Section 4903.083, Revised Code. On
March 20, 2002, OCC, OHBA, TEU-Ohio, and CUPA jointly filed a motion to continue the
evidentiary hearing until Apri116, 2002. That request was denied. A second continuance
request for the evidentiary hearing was filed March 29, 2002, after CG&E and OCC
reached an agreement in principle to settle these cases. That request was granted and the
evidentiary hearing was rescheduled to begin April 15, 2002. On Apri19, 2002, IETJ-Ohio
filed a request to continue the evidentiary hearing and sought authority to conduct
additioaal discovery related to the settlement that had thus far been reached. The
exanainer denied this tiiird continuance request and the additional discovery request.

The evidentiary hearing commenced on April 15, 2002. At that time, the parHes
indicated that they were close to a nearly full settlement, but needed some additional time.
The examiner found that, since only a partial settlement had been reached, the evidentiary
hearing must resume and supporting parties should provide testimony in support of the
settlement, while opposing parties should present their testimony. The evidentiary
hearing was scheduled to resume on April 24, 2002.

On April 17, 2002, a stipulation and recommendation was filed. '.Chat document
was signed by the staff and all remaining parties, except OHBA, the UWUA, and Local
Union 600. OHBA filed a letter with the Commission indicating that it does not oppose
the stipulation and recommendation. The UVJUA and Local Uni.on 600 agreed in part
with the stipulation, but also opposed it. Also, on April 17,2002, CG&E filed a motion to
dismiss its alternate rate plan application in the event the Commission approves the
stipulation and recommendation.

The first local hearing was held as scheduled in Mason, OMo, on April 18, 2002.
Two people testified, bothgiving unsworn testimony. Two local hearings were held as
scheduled in Cincinnati, Ohio on April 25, 2002. Three people testified during the
afternoon hearing and 15 people testified at the evening hearing, most giving unsworn
testimony.

The evidentiary hearing xesumed on Apri124, 2002. The UWUA and Local Union
600 jointly called six witnesses, as if upon cross-examination. The other parties presented
exhibits, in lieu of calling witnesses. Briefs in support of their positions were filed by
CG&E, UWUA, and Local Union 600 on April 30, May 3 and 6,2002. On May 17, 2002, the
UWUA and Local Union 600 jointly filed a motion to withdraw their objections to the staff
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report and their briefs from these proceedings. They indicated that they no longer oppose
Comrnission approval of the stipulation and recommendation and they no longer seek any
of the relief requested in those pleadings.

H. Sununary of the Applications

CG&E's rate increase application sought approval for a 6.34 percent annual rate
increase (approximately $26 million) in order to generate sufficient revenues for the
company to pay operating expenses, service its debt, and provide an adequate rate of
return (Company Px. 6, Randolph Direct at 16-17; Staff Ex. 1, at 1,15), CG&E explains that
its return on rate base in 2001 was well below its last authorized rate of 9.67 percent
(Company Ex. 6, Randolph Direct at 15-16 and Steffen Direct at 3). Also since that tiine,
CG&E invested significant amounts of money in its facilities, lost sizeable revenues from a
departing customer^ and experienced declining gas use on a per-customer basis (Company
Ex. 6, Steffen Direct at 3).

CG&E also proposed to recover, through an altemate rate plan, the costs associated
with a new, accelerated main replacement pxograrn (AM.RI.'). The company plans to
replace all cast iron and bare steel mains on its system (approximately 1,200 mll.es) over an
accelerated 10-year period (Company Ex. 6, Randolph Direct at 21). CG&E believes that
the replacement program will improve the safety and reliability of its gas system because
of the current leak rate for the cast iron mains and because the involved bare steelmairts
are near the end of their useful lives (Id.). Some of the involved cast iron mains date back
to 1873 (Id.). CG&E's proposed special recovery mechanism for AMRp would allow all
annual costs. to be recovexed througha special annual rider, while also passing on any
savings realized from fewer leaks on the system. CG&E anticipates that the cost over the
10 years will be $716 niillion (Staff Ex. 1, at 77).

In the accounting application, CG&E soixght authority to defer depredation and
property tax expenses that would be later recovered as part the Alv1Rl' expenditures and
to continue the accrual of certain property relocations and replacements until recovery
begins through-^the AMRP rider. Also, CG&E seeks to capitalize the meter relocations,
rather than expense them, and to capitalize the cost of the replaced customer-owned
service lines under the AIvIRp.

M. Summary of proposed Stipulation

Among the terms of the stipulation, the parties agree:

(1) CG&E shall rec¢ive a. revenue increase_of, $15,063,309 as calculated on
Stipulation Exhibit 2.2

(2) Beginning on the effective date of the rates in these cases, CC&E will
implement an A1vERP rider for the year 2002, at the following rates: (a)
$1.00 per month for residential customers; (b) $3.75_per month for

2 As distributed under the proposed stipulation, this increase is roughly an 11-percent increase for
residential customers and a six-percent increase for nonresidential customers. .. .. .
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general service and firm transportation customers; and (c) $0.01 per
,Mcf, subject to a per-month cap of $500, for interruptible
transportation customers.

(3) CG&E shall defend continuation of the AMRP rider thereafter by
prefiling each November an application containing support for the
rider, with the formal filing being made by February of the following
year. The filing shall contain actual and projected cost data. Staff rvill
make its recommendation and the other parties to these proceedings
may file objections, with the goal being that any approved rider be
implemented for the first billing cycle of the May revenue month. Any
annual overrecovery of the residential revenue requirement
established shall be refunded by an adjustment in the subsequent
year's residential AMiZl'' fixed monthly charge. -

(4) From May 1, 2003, through May 1, 2007, any rates for the AMRP rider
shall be capped as set forth in the stipulation and the per-month charge
for residential customers.shall not increase by more than an
incremental $1.00 in each of the years.

(5) Arty AMRP rider rates set in May 2007 shalI be the cap for rider rates
established after May 2007 under the annual filing process, until the
effective date of rates set in CG&E's next base rate case.

(6) Any costs savings realized from the AMRP program shall be realized
through the gas cost recovery mechanism.

(7) CG&E shall create the necessary regulatory assets to accurately capture
the Post-in-Service Carrying Charges associated with the AMRP
program, Those assets shall be included in unique subaccounts of
Account 182.3.

(8) CG&$ shall maiantain the following commitments until the effective
date of the Commission's decision in the next base rate case: (a)
continue its HeatShare Program at current funding levels; (b) continue
the low-income residential customer weatherization program, at
current funding levels (approximately $2 million annually); and (c)
extend parHcipaflon In the Customer Services Collaborative.

(9) CG&E shall not file a base rate case before 2004, unless attributable to
an emergency or resulting from changes to existing laws.

(10) CG&E shall file tariff amendments relating to curb-to meter services
and to a main line extension,policy. Those amendments reflect that:
(a) individual customers should be responsible for the costs of the
initial instaJlation of curb-to-meter services, but thereafter CG&E shall
assume financial responsibility for repair, replacement, and
maintenance of all curb-to-meter services; and (b) customers desiring
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an main line extension in an existing or new subdivision will not be
required to deposit the entire cost of the extension, but may have to
provide a deposit, subject to refund, depending upon a net-present-
value analysis.

(11) CG&E shall terminate its Underground Protection program on the date
that rates are effective in these cases.

(12) On or before December 31, 2002, CG&E shall credit to a zero balance
all percentage of income. plan (PIPP) arrearages that are 12 months or
older for customers who are active or inactive PfPP customers and for
customers who are enrolled in the PIPP Arrears Crediting Program on
the effective dates of the rates in these cases. :

(13) Ozt or before December 31, 2002, CG&E,shall credit to a zero balance
all P1PP arrearages that are 12 months or older for customers whose
PIPP account's have been finalized. CG&E shall not pursue coIlecii.ons
for such arrearages, other than through the PiPP rider. CG&E will
grant new service or reconnection of service when a PIPP customer has
a PIPP arrearage, if the customer is current on PTPP installments.

(14) CG&E shall enter into contracts by July 1, 2002, for furnace
replacement programs with the Clermont County and Cincinnati-
Hamilton County community action agencies. CG&E shall continue
additional funding of $65,000 towaxd weatherization programs until a
Cbmmission decision in the next base rate case.

(15) CG&E shall:offer and promote various payment plans for billing
amounts and provide the staff and OCC with customer statistics.
Similarly, CG&E will offer payment plans for deposits.

(16) CG&E shall. file amended tariff language to require it to: (a) give
advance notice to tenants. of a pending disconnection due to
nonpayment by a landlord or a disconnection request of a landlord;
and (b) establish the same time frame for seturning customers to the
gas system supply when they become delinquent to a retail natural gas
supplier as exists in tariff language its electric tariffs.

Jt. Ex. 1, at 4-16,

W. Public Testimony3

As noted above,..two people testified during the local public hearing held in Mason,
Ohio on April 18, 2002. Both gave unsworn testimony, raising concerns about closure of

3 Inasmuch as no party is now objecting to the proposed stipulation, we will s»•u*ari+e in this decision
only the public testimony received. We do not feel it is necessary in this decision to summarize the
evidence adduced during the evidentiary hearing by the UWUA and Lacal Union 600 when they no
longer oppose the proposed stipulation.
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customer service offices where the public can speak with company representatives face-to-
face.

Three people testified on April 25, 2002, during the afternoon local public hearing
held in Cincinnati, Ohio. The first person to testify addressed a problem encountered by
her church. She was discontent because the church was required to pay a sizeable deposit
after its gas service was disconnected (Tr. II,12)., The second witness expressed support
for the proposed stipulation in general and for the PIPP provisions in particular (Id. at 14).
He furthermore indicated that there is much work needed to educate the PIPP customers
once their arrearages have been forgiven. He indicated that, once those customers no
longer have arrearages, they may not need PIPP or may need other available options (e.g.,
weatherization programs) to avoid developing new arrearages (Id. 14-15,16). The third
person expressed concern about possible closure of customer service offices where the
public can speak in person with company service representatives (Id. at 19).

Fifteen people testified on April 25, 2002, during the evening local public hearing
held in Cincinnati, Ohio. Ten gave unswom testimony, stating that the possible closure of
customer service offices does not equate to good customer service and is bad for the areas'
employment situation. Some of the3n also stated that the new pay stations are not a true
substitute for the customer service of.&ces. Of the five people who gave sworn testimony,
two testified in support of the proposed stipulation (Tr. III; 38-39,45; 48). The other three
witnesses stated, as many others had, that the possible closure of customer service offices
does not equate to good customer service and is bad for the areas' employment situation
(Id. at 24-25, 28, 42, 43, 44, 52, 54).

V. Discussion and Conclusion

As explained above, with the May 17, 2002 filing by the U4VUA and Local Union
600, the stipulation filed on April 17, 2002, is now unopposed. Rule 4901-1-30, Ohio
Administrative Code, authorizes parties to Commission proceedings to enter into
stipulations; Although not binding upon the Commission, the terms of such an agreement
are accorded substantial weight. See, Consumers' Counsel v. Pub, Util. Comm. (1992), 64
Ohio St.3d 123, at 125, citing Akron v. Pub. Util. Comm. (1978), 55 Ohio St.2d 155. This
concept is particularly valid where the stipulation is unopposed by any party and resolves
all issues presented in the proceeding in which it is offered.

The standard for review for considering the reasonableness of a stipulation has
been discussed in many prior Conurdssion proceedings. See, e.g., The Cincinnati Gas &
EIectric Company, Case No. 91=410-EL-A1R (April 14, 1994); Western Reserve Telephone
Company, Case No. 93-230-TP-ALT (March 30,1994); Ohio Edison Company, Case Nos. 91-
698-EL-FOR et al. (December 30, 1993); Cleveland Electric Illuminating Company, Case No.
88-170-EL-AIR (January 30, 1989); Restatement ofAccounts and Records (Zimmer Plant), Case
No. 84-1187-EL-UNC (November 26, 1985). The ultimate issue for our consideration is
whether the agreement, which embodies considerable timeand effort by the signatory
parties, is reasonable and should be adopted. In considering the reasonableness of a
stipulation, the Commission has used the following criteria:
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(1) Is the settlement a product of serious bargaining among
capable, knowledgeable parties?

(2) Does the settlement, as a package, benefit ratepayers and the
public interest?

(3) Does the settlement package violate any important regulatory
principle or practice?

The Supreme Court of Ohio has endorsed the Comunission s analysis using these
criteria to resolve issues in a manner economical to ratepayers and public utilities. Indus.
Energy Consumers of Ohio Pawer Co.. v. Pub. Util. Comm. (1994), 68 Ohio St.3d 547, citing
ConsumeYs' Counsel, supra. The court stated in that case that the Commi.ssion may place
substantial weight on the terms of a stipulation, even though the stipulation does not bind
the Commission (Id.).

Based upon our three-prong test, we find that the first criterion, that the process
involved serious bargaining upon know]edgeable, capable parties, Is met. Counsel for
CG&E, the staff, and the intervenors have been involved in many cases before the
Comrnission; including prior cases involving rate issues.. Putther, the terms of the
stipulation and its attachments reflect that - the parties engaged in comprehensive
negotiations prior to signing the agreement.

The stipulation also meets the second criterion. . As a package, the stipulation
advances.the public interest by resolving all issues raised in these proceedings without
resulting in extensive litigation time. While the stipulaEion includes a rate increase for
customers, that increase will allow the company the opportunity to recover its'expenses.
As for the AMRP, the stipulation establishes a mechanisr.n under which the parties and the
Commission will evaluate the reasonableness of the expenses incurred on a consistent,
regular basis during the program, unless another base rate application is filed by the
company. We believe this resolution to. the AMIZP cost recovery issue advances the public
interest as it does not sanetion cost recovery of all yet-to-be-incurred costs and it caps
future recovery (creating an incentive for the company to keep future expenses associated
with the program low), Moreover, the proposed stipulation puts into place a workable
process under which each year's expenses can be evaluated for the next AMRP rider,
while also addressing questions related to overrecovery and treatment of cost savings4

In several other respects, the stipulation advanees the public interest. First, by
eliminating PIPP arrearages that are 12 months or older, many current and past PIPP
customers will have a new opportunity to assess their participation in PIPP, while also
getting out from under some debt. We agree with Mr. Tenbundfeld_and Ms. Evans, who
testified during the hearings in Cineinnati, that the elimination of these arrearages results
in an unique window of opportunity. This is a logical and appropriate time to ensure that
those affected customers understand the one,time nature of the conunitment to eliminate
the arrearage. Moreovex, we agree that.it is wise for these affected customers to

4 This mini-rate case process is sim3lar to a process adopted by the Comrnission in 1996 for Qhio-American
Water Company. in the Matter of the Application of Ohio-American Water Companyto-Increase Its Ratesfar
Water Seruice Prouided to Its Entire Seruice Area, Case No. 95-935-W W-AIR Quly 18,1996).
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understand that this opportunity could allow them to move away from PIPP altogether.
Thus, we agree that providing ample information to such affected customers is wise. To
that end, we believe that not only CG&E, but also other signatory parties (such as OCC,
CUFA, and OPAE) must also play a role. These parties should work together, along with
our Consumer Services Department and Office of Public Affairs staff, to ensure that the
information provided to the affected PIl'P customers is complete. C.G&E's commitment to
eliminate certain PIPP arrearages will not, in and of itself, address the bigger issue of p]PP
participation.

Second, the public interest will benefit under the stipulation since CG&E shall
continue its HeatShare program, its low-income weatherization program, add furnace
replacement programs with two community action agencies, and provide additional
funding for further weatherization programs. Third, with the payment plan provisions of

{ the stipulation, many affected customers wiII have further opportunities to handle billed
amounts and deposits.

Finally, the stipulation meets the third criterion because it does not violate any
important regulatory principle or practice. Indeed, the stipulation provides a resolution
for CG&E to economically carry out its AIvIRP so that its gas system safety and reliability
can be improved. Additionally, the stipulation provides clarity to several service polfcies
related to curb-to-meter services, main line extensions, notifying tenants of impending
service disconnections, and retuming customers to system supply in consistent manners.

Our review of the stipulation indicates that it is in the public interest and represents
a reasonable disposition of these proceedings. We will, therefore, adopt the stipulation in
its entirety.

VI. Rate of Return and Authorized Increase

As stipulated by the signatory parties, under its present rates, CG&E would have a
net operating income of $29,352,735. Applying this amotmt to the rate base of $415,762,603
results in a rate-of return of 7.06 percent. Such a rate of return is insufficient to provide
CG&E with reasonable compensation for the gas service it renders to customers.

The signatory parties have agreed that CG&E should be authorized to increase its
revenues by $15,063,309, an increase of approximately 3.66 percent above current annual
revenues. Adding the stipulation increase to the stipulated test year revenues of
$411,203,196 produces a new pro forma revenue total of $426,266>505. At this level, the net
operating income is calculated to be $38,548,726. The application of this amount to the rate
base of $415,762,603 results in a rate of return of approximately 9.27 percent (jt. Ex. 1, at
Attach. 1). The specific exhibit of the stipulation from which this information is based
upon is the staff'sreport ofirivestigation as updated (Staff Ex.2),

The Commission finds that the stipulated increase of $15,063,309 in revenues, which
results in a rate of return of approximatel y 9.27, to be fair, reasonable, and supported by
the record. The Commission will, therefore, adopt the stipulated increase and rate of
return for purposes of resolving these proceedings.
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VII. Tariffs, Customer Notice, and Effective Date

Attached to the stipulation were proposed tariffs for curb-to-meter services, main
line extensions, and notice to tenants of im pending service disconnections. The signatory
parties recommend that they be approved as part of the stipulation. The Convnission
finda that those tariff amendments are reasonable and should be approved as part of the
stipulation.

The Commission notes, however, that further tariff revisions will be necessary to
produce the revenues authorized by this order and to establish the same time frame for
returning customers to the gas system supply when they become delinquent to a retail

. natural gas supplier as exists in tariff language its electric tariffs. The rates shall be
effective upon approval of the necessary tariff revisions. Moreover, the company must
prepare and submit proposed customer notices for our approval.

Fl'NI3ING$ QF FACT AND CONCLUSIONS OF LAW:

(1) On June 28, 2001, CG&E filed notice of its irttent to file an
application to increase its rates and to file an application for an
alternate rate plan. The Conurtission issued an entry on July
26, 2001, establishing a test period of January 1 through
December 31, 2001 fox the rate increase proposal. Also, the
Commission concluded that the date certain shall be March 31,
2001.

(2) CG&E filed the rate increase application on July 31, 2001. Also
at that same time, CG&E separately filed requests for approval
of an alternate rate plan and for approval of.changes in
accounting methods. By entry dated October 31, 2001, the
Cornmission found that CG&E's rate increase and altemate rate
plan applications complied with the requirements of Section
49Q9.18, Revised Code,.azul. Rule 4901:1-19705,_ Ohio
Administrative Code. The Commission..accepted those two
applications for filings as of July 31, 2001.

(3) Ten parties were granted intervention. Two later withdrew.

(4) CG&E published notice of its_applications and the hearings.
Proofs of publication were filed on January 7 and May 14, 2002.

(5) The staff of the Commission filed its report of investigation on
January 18,2002.

(6) On March 4, 2002, a prehearing conference was held, as
required by Section 4909.19, Revised Code.. ."

(7) Three locaI public hearings were scheduled for and held on
April 18, 2002, in Mason, Ohio, and April 25, 2002, in



_.^------, - - -
01-1228-GA-AIR; et al..

Cincinnati, Ohio, in accordance with Section 4903.083, Revised
Code.

(8) On April 17, 2002, a stipulation and recommendation was filed
by nearly all remaining parties. OHBA does not op pose the
stipulation. The UWUA and Local Union 600 agreed in part
with the stipulation, and initially opposed it in part.

(9) The evidentiary hearing began on April 15 and resumed on
April 24, 2002. The UWUA and Local Union 600 jointly cafled
six witnesses, as if upon cross-examination. The other parties
presented exhibits, in lieu of calling witnesses. CG&E, UWUA,
and Local Union 600 filed briefs in support of their positions on
April 30, May 3 and 6, 2002. On May 17, 2002, the UWUA and
Local Union 600 jointly filed a motion to withdraw their
objections to the staff report and their briefs from these
proceedings. -

(10) The stipulation is the product of serious bargaining between
knowledgeable parties, benefits ratepayers, advances the public
interest, and does not violate any important regulatory
principles or practices. . . .

(11) The value of all of the company's property used and usefu`1 for
the ret'idition of gas service to customers affected; determined
in accordance with Secflon 4909.15, Revised Code, is not less
than $415,762,603. .

(12) The net annual compensation of $29,352,735 represents a rate of
return of 7.06 percent on the jurisdictional rate base of
$415,762,603.

(13) A rate of return of 7.06 percent is insufficient to provide CG&E
with reasonable compensation for the gas services rendered to
its customers.

(14) A stipulated revenue increase of $15,063,309 is calculated to
result in a return of $38,548,726. This dollar return of
$38,548,726, when applied to the rate base of $415,762,603,
yields a rate of return of approximately 9.27 percent. A rate of
return of 9.27 percent is fair and reasonable under the
circumstances of this case and is suffieient to provide CG&E
just compensation and return on its property used and useful
in the provision of gas service to its customers.

(15) The allowable gross annual revenue to which CG&E is entitled
for purposes of these proceedings is $426,266,505.

-11-
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(16) The stipulated, proposed tariffs are reasonable and approved.
Further tariff revisions will be necessary to produce the
revenues authorized by this order and to establish the same
time frame for returning customers to the gas system supply
when they become delinquent to a retail natural gas supplier as
exists in tariff language its electric tariffs. Customer notices are
also required.

ORDER:

-12-

Itis, therefore,

ORDERED, That the joint stipulation and recommendation filed on Apri117, 2002 is
approved. It is, further,

ORDERED, That CG&E's motion to dismiss Case No. 01-1478-CA-ALT is granted.
It is, further,

ORDERED, That the applications of CG&E to increase its rates and charges for gas
service and to modify accounting methods are granted to the extent provided in this
opinion and order. It is, further,

ORDERED, That the stipulated, proposed tariffs are reasonable and approved.
CG&E shaD. file further proposed tariff revisions to produce the revenues authorized by
this order and to establish the same time frame for retuming customers to the gas system
supply when they become delinquent to a retail natural gas supplier as exists in tariff
language its electric tariffs. CG&E shall also file proposed customer notices for our
approvaL. It is, further,

ORDERED, 'I'hat a copy of this opinion and order be served upon all parties of
record.

THE PUBLIC UTII.ITIES COIvIMLSSION`OF OFIIO

AlanR. Schriber, Chairman

Donald L. Mason- 1" ( ^-^ Clarence D. IZogers, J

Enteredin the Joumal
HAY 3 0 202
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BEFORE

THE PUBLIC UTILITIE6 COMMISSION OF OHIO

In the Matter of the Application of Duke
Energy Ohio, Inc. for an Increase in Rates. ) Case No. 07-589-GA-AIR

In the Matter of the AppIication of Duke
Energy Ohio, Inc. for Approval of an
Alternative Rate Plan for Gas Distribution
Service.

Case No. 07-590-GA-ALT

In the Matter of the Application of Duke
Energy Ohio, Inc, for Approval to Change
Accounting Methods.

Case No. 07-591-CA-AAM

OPINION AND ORDER

The Conunission, considering the applications, testimony, the applicable law,
proposed Stipulation, and other evidence of record, and being otherwise fv11y advised,
hereby issues its opin3on and order.

APPEARAN

John J. Flruugan, Jr., Paul A. Colbert, and Elizabeth Watts, 139 East Fourth Street,
Room 25, AT JI, Cincinnati, Ohio 45201-0960, on behalf of Duke Energy Ohio, Inc.

Janine Migden-Ostrander, The Office of Ohio Consumers' Counsel, by Larry Sauer,
Joseph Serio, and Michael Idzkowski, Assistant Consumers' Counsel, 10 West Broad
Street, 18ei Floor, Columbus, Ohio 43215-3485, on behalf of the residential consumers of
Duke Energy Ohio, Inc.

David C. Rinebolt and Colleen Mooney, 231 West Lima Street, Findlay, Ohio 45840-
3033, on behalf of Ohio Partners for Affordable Energy.

Bricker & Eckler LLP, by Thomas J. O'Brien, 100 South Third Street, Columbus,
Ohio 43215-4236, on behalf of the city of Cincinnati.

Boehm, Kurtz & Lowry, by David F. Boehrn and Michael L. Kurtz, 36 East Seventh
Street, Suite 1510, C'incinnati, Ohio 45202, an behalf of Ohio Energy Group and The Kroger
Company.

Chester, Wilcox & Saxbe, LLP, by John W. Bentine, 65 East State Street, Suite 10(o,
Columbus, Ohio 9121514213, on behalf of Interstate Gas Supply, Inc.

mhia ia ta oartilY that tiM imsqei eFD^i'U ar'° °A
aaavrq^e anQ ceMletim reDr^uotion of a Qaee filf
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Vorys, Sater, Seymour and Pease LLP, by M. Howard Petricoff and Stephen M.
Howard, 52 Gay State Street, P.O. Box 1008, Columbus, Ohfo 43215, on behalf of Direct
Energy Services, LLC and Integrys Energy Services, Inc.

Christensen, Christensen, Donchatz, Kettlewell & Owens, LLC, by Mary W.
Christensen and Jason WeIla, 100 East Campus View Blvd., Suite 360, Columbus, Ohio
43235, on behalf of People Working Cooperatively, Inc.

John M. Dosker, 1077 Celestial Street, Suite 110, Cincinnati, Ohio 45202-1629, on
behalf of Stand Energy Corporation.

Thomas R. Wtnters, First Assistant Attorney General, by Duane W. Luckey, Section
Chief, and WiAiam L. Wright and Thomas Lindgren, Assistant Attorneys General, Public
Utilities Section, 180 East Broad Street, 9th Floor, Columbus, Ohio 43215, on behalf of the
Staff of the Public Utilities Commission of Ohio.

PIN[ON

I. PROCEDURALBACKGROUND

Duke Energy Ohio, Inc. (Duke, company) is a public utility, engaged in the
distribution and sale of natural gas to approximately 424,000 customers in Adams, Brown,
Butler, Clermont, Clinton, Hamilton, Hfghland, Montgomery, and Warren counties, Ohio.
As a public utility and a natural gas company withinthe definttion of Sections 4905.02 and
4905.03(A)(6), Revised Code, Duke is subject to the jurisdiction of this Commission in
accordance with Sections 4905,04, 4905.05 and 4905.06, Revised Code.

On June 18, 2007, Duke filed notice of its intent to file an application to increase its
rates. The Commission issued an entry on July 11, 2007, establishing a test period of
January 1, 2007 through December 31, 2007 for the proposed rate increase and a date
certain of March 31,2007, as well as granting certain waivers requested by Duke.

Duke filed the appllcation in Case No. 07589-GA-AIR, seeldng to increase its gas
rates on July 18, 2007. Duke also filed separate appllcations for approval of an alternatfve
rate plan (Case No. 07-590-GA-AL7) and for approval to change accounting methods
(Case No. 07-591-GA-AAM). As originally filed, Duke's rate increase application sought
approval for a 5.71 percent annual rate increase, an additional $34 niillion, over current
total adjusted operating revenues. As part of the alternative rate plan application; Duke
proposes to: (a) extend the term of the Accelerated Main Replacement Program (AMRP)
and the associated rider (Rider AMRP) through the year 2019, (b) establish a process to
recover its future investment in Duke's Utility of the Future initiative through a new rider
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(Rider AU), and (c) create a new sales decoupling rider (Rider SD) to remove any
disincentive for energy conservation initiatives. in the accounting application, Duke seeks
approval to defer certain costs to be recovered later as a part of the AMRP expenditures
and to capitalize the cost incurred for certain property relocations and replacements.

By entry issued September 5, 2007, the Commission found that Duke's application
in Case No. 07-589-GA-AIR complied with the requirements of Section 4909.18, Revised
Code, and Rule 4901:1-19-05, Ohio Administrative Code (O.A.C.) and accepted the
application for filing as of July 18, 2007. The entry also granted Duke's waiver requests as
to certai^rn standard filing requirements and directed Duke to publish notice of the
application in newspapers of general circulation in the company's service territory. Duke
filed proof of such publication on February 25,2007. To provide interested parties with an
opportunity to make inquiries about the Duke applications, a technieal conference was
hosted by the Commission's staff on August 20, 2007.

Motions to intervene in these cases were granted to the Ohio Energy Group (OEG),
the Kroger Company (Kroger), Interstate Gas Supply, Inc. (Interstate), the city of
Cincinnati, the office of the Ohio Consurners' Counsel (OCC), People Working
Cooperatively, Inc. (PWC), Integrys Energy Services, Inc. (integrys), Direct Energy
Services, LLC (Direct), Stand Energy Corporation (Stand), and the Ohio Parhiers for
Affordable Snergy (OPAE).

Investigations of Duke's applications were conducted and ieports filed by the
Commission staff and Blue Ridge Consulting Services, Inc. (Blue Ridge), an independent
auditircg firm. Both the report filed by staff (Staff Report, Staff Ex. 1) and finandal audit
report ffied by Blue Ridge (fmancial audit report, Staff Ex. 4) were filed on December 20,
2007. Objections to the Staff Report and/or financial audit report were filed by PWC,
OEG, Duke, OPAS, OCC, and, jointly, by Integrys and Direct. Motions to strike certain
objectfons were filed by Duke and OCC. Memoranda contra the motions to strike
objections were filed by Duke, Interstate, OPAB, and, jointiy, by tntegrys and Direct.

On January 25, 2008, a prehearing conference was held, as required by Section
4909.19, Revised Code. In accordance with Section 4903.083, Revised Cade, local public
hearings were held on February 25, 2008, in Cincinnati; Ohio, and on March 11, 2008, in
Mason, Ohio.

A total of 27 witnesses testified at the two local hearings in Cincinnati, while four
people took the stand at the Mason hearing. Two witnesses testified in favor of the rate
incaease, particularly as to the accelerated main replacement (AMRP) and riser
replacement programs. Another witness tesliHed that, although he was not opposed to the
rate inerease if Duke required additional money to maintain the gas lines, he was opposed
to the extent that the increase is incorporated into the monthly customer charge as
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opposed to the volumetric charge. The wltness claimed that applying the increase in such
a manner discourages energy efficiency and adversely affects residential customers with
small homes (Cindnaati Public Hearing I, p. 20-21). The remaining witnesses at the local
public hearings were opposed to the increase, asserting that their utility bills are already
expensive, particularly for individuals on fixed incomes and for low income individuals
and faniilies; while others argued that increasing the customer charge, as proposed, would
discourageconservation.

The evidentiary hearing was called on Pebruary 26, 2008, and continued, to allow
the parties additional time to negotiate a settlement of the issues in these proceedings. On
February 28, 2008, the parties filed a Joint Stipulation and Recommendation (Stipulation,
)oint Ex. 1) resolving all the issues except the adoption of a new residential rate design.
The evidentiary hearing was reconvened on March 5 and March 6, 2008. Duke and staff
filed the testimony of Paul G. Sntith (Duke Ex. 29) and of J. Edward Hess (Staff Ex. 2), in
support of the Stipulation, With respect to the urwesolved issue of residential rate design,
Duke presented witnesses James A. Riddle (Duke Exs. 10 and 25), Paul G. Smith (Duke
Exs.11 and 19), Donald L. Stork (Duke Exs. 13, 20, and 22), and James E. Ziokowski (Duke
Ex. 16); OCC called Wilson Gonzalez (OCC Exs. 5 and 18) and Anthony J. Yankel (OCC Ex.
6 and 17); and Staff presented the testimony of Stephen E. Puican (Staff Ex. 3).

Initiat briefs, in support of their respective positions, were filed by Duke, OPAE,
OCC, and staff on March 17, 2008. Reply briefs were filed on March 24, 2008.

A. Duke's Motion for Protective Order

On February 21, 2008, Duke filed a motion for protective order for information
attached to the direct testimony of Matthew G. Smith (Duke Ex. 27) and marked as
Attachment MGS-1. Duke contends that Attachmer t MGS•1 contains proprietary pricing
Information from vendors for equipment necessary for Duke's Utility of the Future
program. The company states that the information for which Duke seeks confidential
treatment is not known outside of Duke and its vendors. Furthermore, Duke states that,
within the company, such infurmation is only disseminated to employees who have a
legitimate business need to know and act upon such information. Accordingly, Duke
considers the information to be proprietary, confidential, and trade secret, as defined in
Section 1333.61, Revised Code, and requests that the information be treated as confidential
in accordance with the provisions of Sections 1333.61 and 4901.16, Revised Code. No
party opposed Duke's request for protective treattnent of Attachment MGS-1.

The Commission recognizes that Ohio s public records law is intended to be
liberaAy construed to ensure that govemmental records are open and made available to
the public, subject to only a few very limited and nerrow exceptions. State ex rel. iNtlllama
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v. Cleveland (1992), 64 Ohio St.3d 544, 549. However, one of the exceptions is for trade
secrets. Section 1333.61(D), Revised Code, defines trade secret as;

[IJnformation, including the whole or any portion or phase of
any sclentiFc or technical information, desfgn, procese,
procedure, formula, pattern, compilation, program, device,
method, technique, or improvement, or any business
information or plans, financial infonnetion, or listing of names,
addresses, or telephone numbers, that satisfies both of the
following:

(1) it derives independent economic value, actual or
potential, from not being generally known to, and
not being readily ascertainable by proper means
by, other persons who can obtain economic value
from its disclosure or use,

(2) It is the subject of efforts that are reasonable
under the circumstances to maintain its secrecy.

The Convnission finds that Attachment MGS-1 is financial information that derives
independent economic value from not being generallyknown to or readily ascertainable
by proper means by others who can obtain economic value from its use and that it is
subject to reasonalile efforts to maintain its secrecy. Therefore, we find that it contains
trade secret inforniatibn, as defined under Section 1333.61(D), Revised Code, and,
therefore, that it should be granted protective treatment In accordance with Rule 4901-1-
24, O.A.C., Duke's request for a protective order is granted and the information filed
under seal, as Attachment MGS-1, shall be afforded protective treatment for 18 months
from the date this order is Issued. Any requegt to extend protective treatment shall be
made in accordance with Rule 4901-1-24(F), O.A,C.

B. Duke's Motion for Waiver and Leave to File Depositions

On February 25, 2008, Duke filed a motion for waiver of a Commission filing
requirement and leave to file depositions instanter. Duke states that depositions were
conducted on February 21, M. On Friday, February 22, 2008, Duke filed notice that it
would be filing the deposition transcripts of five witnesses and commenced electronic
transmission of the depositions. However, Duke states that It subsequently learned that
only one of the five depositions was received by the Commission s Docketing Division
before the end of the business day on February 22, 2008, Accordingly, the remaining four
depositions were electronically transmitted on Monday, February 25,2008. Duke requests
that the Commission waive the requirement of Rule 4901-1-21(N), O.A.C., that depositions
be filed with the Comndssion at least three days prior to the commeneetnent of the
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hearing. In this instance, the Commission finds Duke's request to waive the requ'ue.ment
that deposition transcripts be filed at least three days prior to the commeneement of the
hearing to be reasonable. Accordingly, the request for waiver should be granted.

II. SU ARY OF THE EVIDENCE

A. Stinvmaty of the Proposed Stip-ulation

The only issue not resolved by the Stipulation is the proposed residential rate
design which was litigated and is expressly reserved for our detennination. A new design
is recommended by the Commission's staff and Duke, but opposed by OCC and OPAE.
The city of Cincinnati, PWC, and the cornuiercial and industrial intervenors take no
position with respect to this issue Qt. Ex. 1 at 5). Pursuant to the Stipulation, the parties
agree, among other things, that:

(1) Duke will receive a revenue increase of $18,217,566, which
represents a percentage increase of 3.05 percent and is based on
a 8.15 percent rate of return. Duke will not be required to fiie
the 6D-day update fifing of actual financial data for the test year
Qt: Ex.1, at 5 and Stipulation Ex.1).

(2) Duke's revenue distribution, billing determinants, and rates to
be adopted are shown on Exhibit 2 of the Stipulation, and
assume the adoption of the new residential rate design. The
rates also reflect the shift of $6,000,000 to the residential class,
phased-in over two years, based upon the agreed revenue
requirement and Duke's updated cost of service study (Id. at 5;
Stipulatiort Ex. 2).1

(3) Duke will amortize deferred rate case expenses requested for
recovery in its filing in these cases as recommended in the Staff
Report (Td. at 6).

(4) Duke will implement new depreciation rates that reflect the
mid-point between Duke's proposed depreciation rates and the
rates proposed in the Staff Report, as shown on Stipulation
Iixldbit 5 (Id.).

(5) The allocation of common plant related to the provision of gas
distribution service will be based on an updated allocation

1 t7CC and OPA& object to the chazacterization of this cost xeailacatlon as a"subsidyJexcess" used iq the
Stlpulation (ld, at 5, footnwte 6)-
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factor of 18.29 percent that excludes the generation pIant assets
contributed to Duke by Duke Energy North America, LLC (Id.).

(6) Duke will file actual data to support a Rider AMRP adjustment
for the last nine months of 20fY1. The Rider AMRP revenue
requirement wlil be modified to include deferred curb-to-meter
expense and riser expense, net of maintenance savings, for
calendat year 2007. Such net deferred expense shall be
capitalized with carrying cha.rges at an annual rate of 5.87
percent, representing the company's long-berm debt rate, and
recovered through Rider AMRP, beginning in this filing. Duke
may elect to recover this expense in any annual Rider AMRP
fflings, provided that the recovery does not exceed the Rider
AMRP cumulative residential rate caps. If this deferred
expense causes Duke to exceed the Rider AMRP cumulative
rate cap in any year, Duke may recover that portion of the
deferred expense that exceeds the rate cap in a subsequent year
as long as the recovery does not exceed the cumulative rate
cap. The new Rider AMRP residential rates are limited on a
cumulative basis as shown on Stipulation Exhibit 4, at 3, and
recoverable puncuant to the Rider AIviRP revenue allocatlon
described in paragraph 9 of the Stipulation. Duke may
implement these rates, effective with the begim" of the first
bflling cycle following issuance of the Commission's order,
adjusted as necessary to permit the company full recovery of
the revenue increase through May 1, 2009, subject to refund,
upon Commission approval (Id. at 6-7).

(7) Following the implementation of new Rider AMRP rates, Duke
wiIl ffle a pre-filfng notice and application annually to
implement subsequent ad'justments to Rider AIv1RP, begiruung
in November 2008.2 The annual filing will support the
adjustment to Duke's revenue requirement for any inaease to
Rider AMRP. Duke shall continue to make its Rider AMRp
annual filing until the effective date of the Commission's order
In Duke's next base rate case (Id. at 8-9).

2 Although the 9lipuleflon direcls Duke to make its annual filings in Caee No. 07-599-GA AIIt, eaclh
annual review should be filed "m a new cneo to accommodate the opezatlonal ef&ciencies of the
Commusfon's Doakel7ng lnformatlon 9ystem. These annuat review cases wil! be linked to the inatant

proceedings,and Duke should serve all parties to tlme proceedings with eachpreHling notice and
annual AMRP apptication.
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(8) Duke s revenue requirement calculation and Rider AMRP
application filed with the Comnvssion shall inelude the post-
March 31, 2007 (date certain) original cost and accamulated
reserve for depreciationof property associated with the AMRP
program that is used and useful on December 31 of the prior
year in the rendition of service as such property is associated
with the AMRP and riser replacement programs, including
capital expenditures for new plant (including but not linuted to
new mains, services and risers), adjustnu.^nts for the retirement
of exLstirlg assets, calculated Post-In-Service Carrying Charges
("PISCC") on net phtnt additions and related deferred taxes
until Included in rates for collection in Rider AMRP, a proper
annual deprec'ration expense, and any sums of money or
property that Duke may receive to defray the cost of property
associated with the AMRY capital expenditures. The return
assigned to the recovery of all sucb. net capital expenditures
shall be at a pre-tax weighted average cost of capital of 11.7
percent (Id. at 9-11).3

(9) Duke will substantially complete the AMRP by the end of 2019
and will complete the riser replacement program by the end of
2012. Duke will ffle an application with the Commission for
approval to extend the AMRP program if not substantiaUy
completed by the end of 2019 (Id. at 12).

(10) Duke shall nuiintain its alternative regulation commitments
until the effective date of the Commission s order in the
company's next base rate case, except that the incremental
$1,000,000 in funding for weatherization shall be funded
through base rates.? If, for any reason, Duke does not expend
the $3,D00,000 gas weatherization funding amount 'ut any year,
the amount not expended wilt be carried over to the following
year and added to the annual $3,00D,000 funding to be available
for distribution to weatherization projects during that year. If a
weatherization service provider does not meet its contract
reqttirements, including its failure to meet deadlines, foIIowing
constiltation with the Duke Energy Community Partnership
(Collaborative), Duke will reprogram the remaining funding to

s

9 73ils raM of retum is based ona 10.A percent retuzn on eguity.
4 OCC ag'ees with Duke's incremental $1 million weathcrization funding; however, OCC does

not agree that this out-of-test period expenditure should be collected through base rates, and
asserts that this amount should inatead be collected through a rider.
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a different project and/or assign it to anoNter weafherization
service provider so that the funding dollars can be spent
expeditiously and productively (ld, at 12-14). 5

(11) The reaidential rate caps on Stipulation Exhibit 4 apply to Rider
AMRP. Duke may establish deferrals for the expenses of the
riser replacement program if these expmes cause Duke to
exceed the.cumulative rate cap, including a carrying cost of
5.87 percent. The rate caps shall be cumulative rather than
annual caps such that if the rate increase is below the annual
cap in a given year, the unused portion of the cap may be
carried forward to future years but can never exceed the
cumulative cap, If the deferred curb-to-meter expense or the
deferred riser replacement program expense causes Duke to
excced the cumulative rate cap in any year, then Duke may
recover that portion of the deferred expense that exceeds the
cumulative rate cap in a subsequent year as long as the
recovery does not exceed the cumulative rate cap (Id. at 17).

(12) The parties agree that Duke shall take over ownership of the
curb-to-meter service, including the riser, whenever a new
service line or riser is installed or whenever an existing curb-to-
meter service or riser is replaced. Duke shall file its tariffs in
these cases such that Duke will be responsible for the cost of
initi.il installation, repair, replacement and maintenance of all
carb-to-meter services, including risers, except that consumers
shall pay the initial installation costs related to the portion of
service lines in excess of 250 feet. In 2008; Duke will begin
capitalizing rather than expensing the costs cnrrently described
as "Customer Owned Service Line Expense." For this purpose,
Duke will submit proposed tariff changes to Staff for review
and approval, with a copy to parties, prior to filing the revised
sheets with the Commission. Such capitalized casts shall be
recoverable through Rider AMRP (Id. at 12-14).6

(13) Duke will file, withi,n 60 days of the Commission's Pinal order
in this proceeding, a deployment plan for the campany's Utility
of the Future Program for 2008-2009 (Id. at 15-16).

5 The members of the Collaborative include Duke personnel and representatives of the OCC, Staff, the
Hamilton County Cinannati CommunftyAction Agency, City of Cincinnati, and PWC.

6 Neither Direct, In[ierstate, nur3ntegrys eudorse this provfsitinofthestipuledon.
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(14) Duke's base rates do not include any amount for gas storage
carrying costs. On a going forward basis, Duke will recover its
actual gas storage carrying crosts through its gas cost recovery
rider (Rider GCR), without reduction to rate base, as shown on
Stipulation Exhibit 1. Carrying charges associated with the
actual monthly balances of Current Gas in Storage shall be
accrued at a 10 percent annuai rate as shown on Stipulation
Exhibit 3. Further, the parties agree that the Commission
should: (a) approve the methodology for the calculation of the
storage carrying costs for inclusion in the GCR rate, as
demonstrated in Stipulation Exhibit 3; (b) find that such an
adjustment to Duke s rates is not an increase in base rates; and
(c) approve recovery of such costs in Duke's next GCR filing
following the Commission's order in this proceeding (Id. at 16-
17).

(15) Duke shaIl conduct an internal audit of its method and process
for allocsting service company charges to Duke by no later than
2009, and shaIl provide the audit report to Staff and the OCC
(Id. at 18).

(16) Duke shall continue to use the "Participants Test" as one of the
methods for evaluating its Demsnd Side Management/Snergy
Efficiency programs as appropriate; however, Duke shall
continue to use other cost/benefit tests as the Collaborative
deems appropriate (Id. at 19).

(17) Duke will implement a pilot program avallable to the first 5,000
eligible customers, The Intent of the pilot program wi0 be to
provide incentives for low-income customers to cornserve and
to avoid penalizing low-incorne customers who wish to stay off
of programs such as the Percentage of Inconte Payment Ptan
(PIPP). Eligible customers shap be non-PIPP low usage
customers verified at or below 175 percent of the poverty level.
Duke will design a tariff that adjusts the fixed monthly charge
for eligible customers as shown on Stipulation Sxhibit 2. These
rates may be adjusted if the Commission does not approve the
fixed customer charge as shown fn Stipulation Exhibit 2, Duke
will develop the details for this program in consultation with
Staff and the partles. Duke shall evaluate the program after the
first winter heating season to deternvne, following consultation
with staff and the parties, whether the program should be
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continued to all eIigible low-income customers, including
considerations of program demand and cost (Id. at 20).

(18) Duke will convene a working group or collaborative process,
open to interested stakeholders, within 60 days after approval
of the Stipulation, to explore implementing an auction to
supply the standarr( service offer. Duke will report to the
Commisaion within one year after approval of this Stipulation,
the findings of the working group or collaborative including
the facts and arguments which support and or oppose
implementation of an auction process. The working group or
collaborative process shall slso review whether the present
allocation of 80 percent of the net revenues from Duke's asset
management agreement should continue to flow to GCR
customers only, or should be changed to flow to GfiR
customers and choice customers (Id. at 21-22).

(19) Duke shall revise its GCR tariff to implement a sharing
mechanism for sharing of net revenues from off-system
transactions.7 Such sharing mechanism shall be effective if
Duke does not have an asset management agreement
transferring management reeponsibillty for its gas cornmodity,
storage and transportation contracts to a third party, and shall
provide for sharing of the net revenues from off-system
irensactions to be allocated 80 percent to GCR and choice
custOmers and 20 percent to Duke shareholders. The revenue
sharing percentage proposed by implenientation of the sharing
mechanism in this Stipulation is expressly limited to gas-
related sales transactions, and shall not have precedential value
in establishing the sharing percentages for similar electric sales
transactions by Duke. This sharing medtanism, but not the 80
percent/20 percent revenue allocation, shall be subject to
review in future GCR cases (Id. at 21-22) B

(20) Duke shall meet with Staff and other interested parties to
discuss eliminating customer deposits for PIPP customers and
shall eliminate such deposits if Staff agrces (Id. at 18).

7 Off-system transactions are defined to mdude but are not limiled to Off-9ystem 8etee Transaetions,
Capacity Release Transactions, Park Transactions, Loan Transactlons, Hxchenge Transactions, and any
other similar, but yet unnamed tranaactions.

8 Thie paragraph does not change the alloration cotttained in the turrent sharing mechanlsm for revenues
receivedunder Duke's asset management agreement
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(21)

B.

Duke shall review and fully consider the merits of adopting
any new payment plans submitted by any party and, if Duke
elects not to implement such new payment plan, Duke shall
respond to the stakeholder in writing to state the reason for its
deciaion (Id. at 18).

Duke shall review im use of payday lenders as authorized
payment stations and will use its best efforts to eIiminate the
use of payday lenders as authorized payment stations if other
suitable locations for the payment stations are available in the
same geographic area. Duke shall provide a list of all payday
lenders utiUzed as authorized payment stations to Staff and
other interested parties annually, The annual payday lenders
list is to be provided initially an May 1, 2008, and on May 1,
each year thereafter (Id, at 18-19).

Duke shall communicate with its customers to educate them
about the difference between authorized and non-authorizeci
payment stations. Duke shaR work with members of the
Collaborative to develop the educational materials and
communication strategy (Id, at 19).

Sutnmarv of the Resi¢eniaal Rate Design Issue

-12-

This case marks a sea change in the recommendation of the Commission s Staff
with respect to the method of deterntining a gas utility's residential distribution rate
design. Traditionally, natural gas distribution rates in Ohio have been set by allocating a
relatively small proportion of the fixed costs to the "customer" charge, with the remaining
fixed costs recovered through a volumetric component. However, volatile and sustained
increases in the price of natural gas, along withheightemed interest in energy conservation,
have called into question long-held ratemaking practices for gas companies. In this
proceeding, Staff and Duke advocate the adoption of a modiHed Straight Fixed Variable
(SFV) residential rate design that allocates most fixed costs of delivering gas to a monthly
flat fee with the m.maining fixed costs recovered through a variable or volumetric
component. Under this proposed new "levelized" rate design Duke's current $6.Q0
residential customer charge would be eliminated. Instead, residential customers would
pay a flat monthly fee of around $20 to $25, but with a corresponding lower usage
component to recover the remaining fixed distribution costs (Staff Ex. 1, at 30-33, 9648;
Stipulation Ex. 2; Duke Ex. 29 at 6; Tr, 1 at 87-88,147-149,159).

In its initial filings, Duke's proposed residential rate design included a$15.00
customer charge with a sates decoupling rider to address an alleged revenue erosion
problem caused by declining average use per customer. The Staff Report noted this
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historical trend, but rejected a sales decoupling rider mechanism in favor of a phased-in
SFV rate design. Staffs position was subsequently joined by Duke and the new design
was used for cak'ulations in the Stipulation exhibits, but adoption of the proposed rate
design was expressly reserved for consideration by the Commission (Staff Ex. 1, at 30-33,
46-49; It. Ex. l, at 1, 5,19-20).

The levelized rate design is opposed by OCC and pPAE, both of whom advocate
keeping the current low residential customer charge and high volumetric rates. In the
alternative, they argue that, if a decoupling mechanism is to be adopted, the appropriate
design is a decoupiing rider rather than the fiat rates recominended by Duke and Staff.
The other parties to these proceedings either have no interest in residential rate design or
chose not to take a position on this issue.

OCC and OPAE first cite the projected overall growth in Duke's residential gas
revenues for 2008-2012 in contending that Duke has no revenue erosion problem because
any revenue loss fram deciining sales on a per-crostomer basis wiil be more than offset by
future increases in Duke s residential customer base (OCC Br. at 53; OCC Ex. 6, at 5-6;
OCC Ex. 12). OCC and OPAE then argue that, in the event the Commission determines
there is a revenue erosion problem, the Commission should adopt a sales decoupling rider
to unlink revenue recovery from sales, similar to that stfpulated to by Vectren Energy
Delivery of Ohio ("Vectren"). See, In the Matter of tire Apptication of Vectren Energy Delivery
of Ohio, Inc. for Approval, Pursuant to Section 4929.11, Reoised Code, of a Tariff to Recooer
Conseroation Expenses and Decoupling Revenues Pursuant to Automatic Adjustment Mechanisms
and for Such Accounting Authority as May be Requin:d to Defsr Such Expenses and Reoenues for
Future Remrery through Such Adjushuent Mechanisms, Case No. 05-1444-GA-UNC,
Supplemental Opirdon and Order Qune 27, 2007}.

Staff maintains that the evidence of record clearly indicates that Duke's revenue
erosion problem is real and that the. levelized rate design is the better way to balance the
utility's desire for recovery of its authorized return with promotion of energy efficiency as
a customer and societal benefit through control of energy biils. Staff notes that nearly six
million dollars of the total $34.1 million revenue deficiency identified by Duke in this case
is attnbutable to declining customer usage and cites the decline in per-customer,
residential natural gas consumption, which has been accelerating since the rnarked price
increases in the winter of 2000/2001. Staff asserts that, as long as the bulk of a utility's
distribution costs are recovered through the volumetric component of base rates, this
decline in per-customer usage thtnatens the utility's recovery of its fixed costs of providing
service: Staff oontends that the levelized rate design best addresses this issue while
simultaneously removing the disincentives to utility-sponsored energy efficiency
programs that exist with the traditional rate design (Duke Ex.11., at 3-6, 11; Staff Ex. 3, at 3-
5; Tr. I at 214-216; Staff Br. at 6•7).
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Staff points out that the proposed new levelized rate design is a form of decoupling
that breaks strict linkage between utility earnings and customer consumption by
recognizing that virtually all the costs of gas distnbution service are fixed, and the cost to
serve a residential customer is largely the same, regardiess of the specific customer's
usage. Duke and Staff contend that it is neither fair nor accurate to characterize this fixed
component as a customer charge because, under Duke's current rate design, the customer
charge is set at an artificially low level that only minimally compensates the company for
its ftxed costs of providing gas service (Duke Ex. 29, at 6; Tr. I at 159; Staff 8r, at 6-8; ).

Staff and Duke argue that, since the costs of providing gas distribution service are
almost exclusively fixed, the proposed rate design will more closely match costs and
revenues, thereby giving customers more accurate and timely pricing signals. They also
contend that spreading the recovery of fixed costs more evenly over the entire year will
help to reduce winter heating bills. Staff and Duke allege that customer incentives to
conserve energy will remain strong because 75 to 80 percent of each customer's total bill is
the cost of the gss itself (Staff Ex. 3, at 3-5; Tr. I at 159,214-216; Tr. II at 91-93).

Finally, Staff and Duke suggest that a$trict matr.hing of fixed rates with fixed costs
would result in a$30.00 fixed residential distribution charge. However, because the
proposed rate design is a signtficant departure from current rates, the Stipulation proposes
to phase-in the new design over two years, using a lower fixed charge of $20.25 in year
one, and $25.33 in year two. In addition, the retnaining variable base rate component
contains two usage tiers in an effort to minimize impacts on low-use residential customers,
since average and larger usage residential customers wiIl either benefit or be unaffected by
the levelized rate design proposal Qt. Ex. 1, at Ex. 2; Tr. I at 55, 87-88,147-148).

OCC and OPAE counter that the stipulated rate design proposal amounts to a huge
jump in the fixed monthly customer charge and violates a 30-year rate-making principle of
gradua]ism. Moreover, they allege, it would violate the state policy to promote energy
efficiency under Section 4929.02, Revised Code, because the proposed rate design sends an
anti-conservation price signal to consumers, penalizes customers who have invested in
energy efficiency by extendfng the payback period, and takes away the consumers' ability
to control their energy bills. In addition, they assert that the levelized rate design is
regressive towards low-use customers, and transfers wealth from low-income customers
to high-use customers who are predominantly high-income customers (OCC Br, at 17-35,
46-55, 75-76).

Staff and Duke contend that under the proposed new rate design, high-use
customers wili benefit relative to low-use customers, and cite an analysi.s of PIPP
customers to support the proposition that most low=income customers wiII actually benefit
from this change. Accordtng to Duke witness Paul G. Smfth, the PIPP customer data
indicated that the average PIPP customer consumes approximately 1,000 ccf per year, or
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I

approximately 25 pen:ent more than the average non-PIPP customer and, therefore,
levelized rates will actually reduce the annual cost for the average PIPP customer, and the
cost of the PIPP program (Duke Ex. 29, at 11-12). Duke and Staff argue that if PIPP
customer usage is representative of all of Duke's low-income customers, then most of
Duke's low-income ratepayers will actuaUy benefit from this policy change. In addition,
they note any adverse impact of the ievelized rate design will be mitigated by the new
low-income/low-use pilot program included in the Stipulation. This program provides a
credit to offset the higher fixed monttdy charge for the first 5,000 non-PIPP, low-use
customns verified at or below 175 percent of the federal poverty level. (Duke Br. at 17-35,
46•55, 75-76).

OCC and OPAE insist that the levelized rates will harm low-income customers and
that the PIPP customer data is not indicative of other Duke low-income customers, but
offered no data to support this contention (OCC Br. at 46-53; OPAE Br. at 4, 8).

III. DISCUSSION AND CONCLUSION

A. Consideration of the Stipulation

Rule 4901-1-30, O.A.C., authorizes parties to Commission proceedings to enter into
a stipulation. Although not binding on the Commiasion, the terms of such an agreement
are accorded substantial weight. See Coasumers' Counset v. Pub. LIfi1. Comm., 64 Ohio St.3d
123; at 125 (1992), citing Akron v. Pub, IJNi. Comrn., 55 Ohio St,2d 155 (1978). This concept is
particularly valid where the stipulation is unopposed by any party and resolves aB or
most of the issues presented in the proceeding in which it is offered.

In considering the reasonableness of a stipulation, the Commission has used the
following criteria:

(a) Is the settlement a product of serious bargaining among
capable, knowledgeable parties?

(b) Does the settlement, as a package, benefit ratepayers and the
public interest?

(c) Does the settlement package violate any important regulatory
principle or practice?

The Ohio Supreme Court has endorsed the Commission's analysis using these
criteria to resolve issues In a manner econonilcal to ratepayers and public utilities. indus.
Energy Consumers of Ohio Pomer Co. v, Pub. 1.f#t. Comm., 68 Ohto St.3d 559 (1994) (clting
Consumers' Couusel, supra, at 126). The court stated in that case that the Comtnission may



07-584-GA-AIR,et al. -16-

place substantial weight on the terms of a stipulation, even though the stipulation does not
bind theGornmission (Id.).

The Connniasion finds that the Stipulation filed in these cases appears to be the
product of serious bargaining among capable, knowledgeable parties. The signatory
parties represent a wide diversity of interests including the utility, residential consumers,
low-income residential consumers, commercial and industrial consumers, and Staff.
Further, we note that the signatory parties routinely participate in complex Comrnission
proceedings and that counsel for the signatory parties have extensive experience
practicing before the Commission in utility matters.

The Stipulation also meets the second criterion. As a package, the Stipulation
advances the public interest by resolving all issues raised, except as to residential revenue
design, thereby avoiding extensive litigation. While the Stipulation includes a general rate
increase of approximately three percent across all customer classea, that increase will allow
the company an opportunity to recover Its expenses. As for the new AMRP, which now
includes riser replacement and company ownership of certain customer service lines, the
Stipulation continues the mechanism established for the partiee and the Commission to
evaluate the reasonableness of the expenses incdrred on a consistent, regular basis during
the program until another base rate application is filed by Duke. We conclude that the
continuance of the main replacement program, the initiation of the riser replacement
program and Duke's ownership of customer service lines advances the public interest and
safety. As with the previous program, the new AMRP and riser replacement program
does not sanction mst recovery of any or all yet-to-be-incurred costs and does institute
caps on future recovery. The Stipulation also continues the process under which each
year's AMRP and riser replacement expenses can be evaluated for the next AMRP rider,
while also addressing questions related to over-recovery and treatment of cost savings.
We note that the accounting provisions adoptedto facilitate the new AMRP program and
the riser replacement program cease at the completion of each program. The Commission
further notes that the Stipulation provides for the continuation of the weatherization
program and a pilot program for low income customers.

Regarding company ownership of certain customer service lines, Duke should,
upon the request of the customer, work with the customer as to location, relocation, and,
manner of installation of the service line, to the extent feasible under the gas pipeline
safety regulations, Duke's tariff, and Duke's procedures.

Finally, the Stipulation meets the third criterion because it does not violate any
important regulatory principle or practice. Indeed, the 9tipulation provides a resolution
for Duke to economically continue the AMRP and to Initiate the riser replacement
program facilitating gas system safety and reliability improvements.
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On March 14, 2008, Duke moved for waiver of the requirement to file an update of
the partially forecasted income statement and any variances for the test year, pursuant to
Rule 4901-7-01, Appendix A, Chapter ll(A)(5)(d), O.A.C. Duke notes that, as part of the
Stipulation, the parties negotiated a revenue increase and further agreed to recommend
that Duke be aliowed to forgo the requirement of filing actual financial data for the test
year (Jt. Ex. 1, at 5, footnote 5).

The Commission finds that the Stipulation filed in these matters is in the public
intetest and represents a reasonable disposition of aIl but one of the issues raised in these
proceedings. We will, therefore, adopt the Stipulation in its entirety and grant Duke's
motion for a waiver of the requirement to fiie an updated income statement in accordance
with Rule 4901-7-01, Appendix A, Chapter II(A)(5)(d), O.A.C.

B. Consideration of the Residential Rate Desien

The Commission first notes that there is no disagreement in this case that Duke's
residential rates need to go up in order to cover Duke's prudently incurred costs to
provide service. There is also no dispute in this case as to the amount of the inerease in
revenues needed to allow Duke to earn a fair rate of retum on its investment. In addition
to an overall increase in revenue of 3.1 percent, the settlement before us provides for the
assignation of $6 million ni costs from cammen:ial and industrial customera to the
residential class. This reallocation reduces a pretiexdsting subsidy of residential customers
by commercial and industrial customers. Thus, the parties have already agreed that
residential customers, as a class, will pay an increase of 11.9 percent during the first year
and 14.1 percent in the second year for the distribution portion of each residential
customer's bill.

The oniy issue left to the Commission is the design of the rates Duke should bill
residential customers to collect tiie revenues agreed to in the settiement. We agree with
Staff that the time has come to re-think traditional natural gas rate design. Conditions in
the natural gas industry have changed markedly in the past several years. The natural gas
market is now characterized by volatile and sustained price increases, causing customers
to increase their efforts to conserve gas. The evidence of record clearly documents the
declining sales-per-customer trend over the decades. In fact, more than 15 percent of
Duke's revenue deficiency in this rate case is attributable to declining customer usage, a
trend which is not just continuing, but is also accelerating (Duke Ex. 11, at 3-6,11; Staff Ex.
3, at 3-5; Tr. I at 214-216; Staff Br. at 7). Under traditional rate design, the abitity of a
company to recover its fixed costs of providing service hinges in large part on its actual
sales, even though the company's costs remain fairly constant regardless of how much gas
is sold, Thus, a negative trend in sales has a corresponding negative effect on the utility's
ongoing financiai stability, its ability to attract new capital to invest in its network, and its
incentive to encourage energy efficiency and conservation.
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The Commission, therefore, concludes that a rate design which separates or
"decouples" a gas company's recovery of its cost of delivering the gas from the amounYof
gas customers actually consume is necessary to align the new market realities with
important regulatory objectives. We believe it is in the interest of all customers that Duke
has adequate and stable revenues to pay for the costs of its operations and capital and to
ensure the continued provision of safe and reliable service. We further believe that there is
a societal benefit to removing frorn rate design the current built-in incentive to inrmase gas
sales. A rate design that prevents a company from embracing energy conservation efforts
is not in the public interest. Duke's comniitment to provide $3 million for weatherWtion
projects under the Stipulation is critical to our decision in this case Qt. Ex. 1, at 12-14).
Indeed, the Commission notes that a commitment to conservation initiatives will be an
important factor in any future decision to adopt a decouplfng mechanism. The
Commission encourages Duke to review and further enhance its weatherization and
conservation program offerings. As one part of this review, Duke should adopt the
objective to make cost-effective weatherization and conservation programs available to all
low-income consumers and to ramp up such programs as rapidly as reasonably
practicable.

Having determined that a new decoupling rate design is appropriate, we must
decide the better choice of two methods: a]evelized rate design, which recovers most fixed
costs up front in a flat monthly fee, or a decoupling rider, which maintains a lower
customer charge and allows the company to offset lower sales through an adjustable rider.

On balance, the Commission finds the levelized rate design advocated by Duke and
Staff to be preferable to a decoupling rider. Both methods would address revenue and
earnings stability issues in that the fixed costs of delivering gas to the home will be
recovered regardless of consumption. Each would also remove any disincentive by the
company to promote conservation and energy efficiency. The levelized rate design,
however, has the added benefit of producing more stable customer bills throughout all
seasons because fixed costs will be recnvered evenly throughout the year, In contrast,
wlth a decoupling rider, as favored by OCC, customers would still pay a higher portion of
their fixed costs during the heating season when their bills are already the highest, and the
rates would be less predictable since they could be adjusted each year to make up for
lower-than-expected sales.

A levelized rate design also has the advantage of being easier for customers to
understand. Custorners will transparently see most of the costs that do not vary with
usage recovered through a flat monthly fee. Customers are accustomed to fixed monthly
bills for numerous other services, such as telephone, water, trash, internet, and cable
services. A decoupling rider, on the other hand, is rnuch more complicated and harder to
explain to customers. It is difficult for customers to understand why they have to pay
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more through a decoupling rider if they worked hard to reduce their usage; the
appearance is that the company is penalizing them for their conservation efforts.

The Comnussion also believes that a levelized rate design sends better price signals
to consumers. The rate for delivering the gas to the home is only about 20 to 25 percent of
the total bill. The largest portion of the bill, the other 75 to 80 percent, is for the gas that
the customer uses. This commodity portion, the cost of the actual gas used, is the biggest
driver of the amount of a customer's bill. Therefore, gas usage will still have the biggest
influence on the price signals received by the customer when making gas consumption
decisions, and customers will still receive the benefits of any conservation efforts in which
they engage. White we acknowledge that there will be a modest increase in the payback
period for custorner-initiated energy conservation measures with a Ievelized rate design,
this result is counterbalanced by the fact that the difference in the payback period is a
direct result of inequities within the existing rate design that cause higher use customers to
pay more of their fair share of the fixed costs than low-use customers.

The levelized rate design also promotes the regulatory objective of providing a
more equitable cost allocation among customers regardless of usage. It fairly apportions
the fixed costs of service, which do not change with usage, among all customers, so that
everyone pays his or her fair share. Customers who use more energy for reasons beyond
their control, such as abnormal weather, large number of persons sharing a household, or
older honsing stock, w3ll no longer have to pay their own fair share plus someone else's
fair share of the costs.

We recognize that, with this change to rate design, as with any change, there will be
some customers who will be better off and some customers who will be worse off, as
compared with the existing rate design. The levelized rate design will impact low usage
customers more, since they have not been paying the entirety of their fixed costs under the
exiating rate design. Higher use customers who have been overpaying their fixed costs
will actually experience a rate reduction. Average users will see only the impact of the
increase agreed to by the parties; they will see no additional impact as a result of the
Commission choosing the levelized rate design.

The Commission is sensitive to the impact of any rate increase on custome,rs,
especially during these tough eeonomic times. We believe that the new levelized rate
design best corrects the traditional design inequities while mfdgating the Impact of the
new rates on residential cuatomers by maintaining a volumetric component to the rates, by
phasing in the increase over a two-year period, and by not reflecting the full extent of
Duke's fixed. costs in the proposed fixed charge. 3tlll, we are concerned with the impact
on low-income, low-use customers. Thus, crucial to our decision to adopt Duke and Staff's
proposed rate design is the pilot Low Income program aimed at helping low-income, low-
use customers pay their biils. This new program will provide a four-dollar, monthly
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discount to cushion much of the impact on qualifying customers. To ensw'e that this
d'uscount is available to as many customers as possible, we direct that Duke expand this
pilot program to include up to 10,000 customers, instead of the 5,000 customers specified
in the Stipulation. Pursuant to the terms of the stipulation, Duke, In consultation with staff
and the parties, shall estabIish eligibility qualifications for this program by first
determining and setting the maximum low usage volume projected to result in the
inclusion of 10,000 low-income customers who have previously been defined by the
stipulation to be those at ox below 175 percent of the poverty level. The Commission
expects that Duke will promote this program such that to the fuilest extent practicable the
program is fully enrolled with 10,000 customers. Following the end of the pilot program,
the Commisaion will evaluate the program for its effectiveness in addressing our concerns
relative to the impact on low-use, low-income customers.

We are also concerned about the immediate impact of implementing the levelized
rate design during the sununer manths when overaU consumption is lowest. For the
average customer, the new rate design will result in lower bills in the winter, but higher
bilis in the summer. Oar concern is that the fixed charge irtcrease may not be anticipated
by customers who have budgeted for the traditional lower fixed charge during the low
usage summer months. To mitigate this impact, we are directing that, from the initial bilfs
resulting from this order through bills covering the period ending 5eptember 30, 2iXf8, the
fixed charge be set at $15.00, consistent with Duke's original proposal. The corresponding
volumetric rate for those months should also be adjusted to compensate for any revenue
shortfal! that this adjustment in the fixed charge will cause, Thereafter, rates will be as
proposed in the Stipulation. We believe this additional phase-in of the new residentfal
rate structure will give customers a further opportunity to adapt to this change, including
the benefits of the budget billing option.

C. Rate Determinantys;

1. Rate Base

The value of Duke's property used and useful in the rendition of natural gas
services as of the December 31, 2007, is not less than $649,964;874, as stipulated by the
parties (It. Bx.1, at Schedule A-1).

The Commission finds the rate base of $649,964,874, as provided in the Stipulation,
to be reasonable and proper based on the evidence presented in these matters.
Accordingly, the Commission adopts the valuation of $649,964,874 as the rate base for
purposes of this proceeding.
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2. Qpg=g lncome:

In accordance with the proposed Stipulation, the parties agree that Duke's
operating revenue is $597,573,805 and that the net operating income is $+f 4,274,872 for the
12 months ended December 31, 2007 (Jt. Btt.1, at Schedule A-1). The Commiesion finds the
operating revenue and net operating income, as provided in the Stipulation, to be
reasonable and proper based on the evidence presented in these matters. The Commission
will, therefore, adopt these figures for purposes of these proceedings.

3. Rate of &DIrn and Authorized Increase:

As stipulated by the signatory parties, under its present rates, Duke s net operating
income is $43,274,672. Applying this amount to the rate base of $649,964,874 reaults in a
rate of return of 6.66 percent. Such a rate of return is insufficient to provide Duke with
reasonable eompensation for the gas serviee it renders to customers. Accordingly, the
signatory parties have agreed that Duke should be authorized to increase its revenues by
$18,217,566, an increase of approximately 3.05 percent above current annual revenues.
This would result in an overall rate of return of 8.45 percent, which the Commission finds
to be reasonable.

4. 134t 2and Tariffs:

Duke is directed to file a proposed customer notice. Duke is further authorized to
cancel and withdraw its present tariffs governing service to custaaners affected by these
applications and to file tariffs consistent in all respects with the discussion and findings set
forth herein for the Conunission s consideration. The approved tariffs will be effective for
all services rendered after the effective date of the tariffs.

FIIVDINC',S OF FALT:

(1) On June 18, 2007, Duke fIled notice of its intait to file an
application to increase its rates. In that notice, the company
also requested a test year beginning January 1, 2007, and
ending December 31, 2110'7, with a date certain of March 31,
2007,

(2) By entry issued July 11, 2007, the Commission approved
Duke's request to establish the test period of January 1, 2007,
through December 31, 2007, for the rate increase proposal and a
date certain of March 31, 2007.

(3) Duke filed its rate increase application on July 18, 2007. On
July 18, 2007, Duke also separately filed requests for approval
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of an alternative rate plan, docketed at Case No. 07-590-GA-
ALT, and for approval of changes in accounting methods,
docketed at Case No. 07-591-GA-AAM.

(4) By entry dated September 5, 2007, the Commission found that
Duke's rate increase and alternative rate plan applications
complied with the requirements of Section 4909.18, Revised
Code, and Rule 4901:1-19-05, O.A.C.

(5) The Commission accepted Duke's rate increase application for
filing as of July 18, 2007.

(6) OEG, Kroger, Interstate, the city of Cincinnati, OCC, pWC,
Integrys, Direct, Stand and OFAE each requested, and was
granted, intervention in these proceedings.

(7) Objections to the staff report were filed by Duke, PWC, OHG,
OPAB, OCC, and, jointly, by Integrys and Direct.

(8) Duke published notfoe of its applications and the hearings and
filed the required proofs of publication on February 11,
February 25, and March 12, 2008.

(9) The staff of the Commission and the fhiancial auditor filed their
respective reports of investigation on December 20, 2007.

(10) On January 25, 2008 a prehearing conference was held, as
required by Section 4909.19, Revised Code.

(11) Two local public hearings were held in Cincinnati, Ohio, on
Febnukry 25, 2008, and another local public hearing was held in
Ivlason, Ohio, on March 11, 2008, in accordance with Section
4903.083, Revised Code, At the Cincinnati hearings a total of 27
wltnesses gave testimony and four witnesses gave testimony at
the Mason hearing.

(12) On February 28, 2008, a Stipula6on was filed by all the parties
to this proceeding resolving all the issues presented in these
matters, except rate design.

(13) The evidentiary hearing comnlenced as scheduled on February
26, 2008, was continued until February 28, 2008, and
reconvened on March 5, 2008. At the evidentiary hearing,
Duke and staff each presented one witness in support of the
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Stipulation. In regard to the one litigated issue, rate design,
Duke presented four witnesses, OCC presented two witnesses
and staff presented one witness.

(14) The Stipulation is the product of serious bargaining between
knowledgeable parties, benefits ratepayers, advances the public
interest, and does not violate any important regulatory
principles or practices.

(15) The value of all of the company's jurisdictional property used
and useful for the rendition of natural gas service to custcaners
affected by this application, determined in accordance with
Section 4909.15, Revised Code, is not less than $649,964,874.

(16) Under its existing rates, Duke's net operating revenue is
$43,274,872, under its existing rates. T1tis net annual revenue of
$43,274,872, when applied to a rate base of $649,964,874, results
in a rate of return of 6.66 percent.

(17) A rate of return of 6.66 percent is insufficient to provide Duke
reasonable compensation for the service it provides.

(18) A rate of return of 8.45 percent is fair and reasonable, under the
circutnstances presented in these cases, and is sufficient to
provide the company just compensation and return on the
value of its property used and useful in furnislung natural gas
service to its customers.

(19) A rate of return of 8.45 pement applied to the rate base of
$649,964,874 will reault in allowabl.e net operating income of
$54,922,032,

(20) The allowable gross annual revenue to which the eompany is
entitled for purposes of this proceeding is $615,791,371.

CONCLUSIONS OF LAW:

(1) Duke's application for a rate increase was filed pursuant to,
and this Commission has jurisdiction of the application
pursuant to, the provisions of 5ections 4909,17, 4909.18, and
4909.19, Revised Code. The application complies with the
requirements of these statutes.
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(2) Staff and Blue Ridge conducted investigations of the
application, filed their respective reports, and served copies of
the Staff Report on interested persons in accordance with the
requirements of Section 4909.19, Revised Code.

(3) The hearings, and notice ihereof, complied with the
requirements of Sections 4909.19 and 4906.083, Revised Code.

(4) The Stipulation is the product of serious bargaining between
knowledgeable parties, benefits ratepayers, advances the public
interest, and does not violate any important regulatory
principles or practices. The Stipulation subtnit6ed by the
parties is reasonable and shall be adopted in its entirety.

(5) Duke's existing rates and charges for gas service are
insufficient to provide Duke with adequate net annual
compensation and return on its property used and useful in the
provision of natural gas service.

(6) A rate of return of 8.45 percent is fair and reasonable under the
circunstances of titis case and is sufficient to provide Duke just
compensation and return on its property used and useful in the
provision of gas service to its customers.

(7) Duke should be authorized to cancel and withdraw its present
terifts governing service to customers affected by these
applications and to file tariffs consistent in afl respects with the
discussion and findings set forth herein.

(B) The levetized rate design, as modified herein, is a reasonable
resolution to address Duke's dectining sales volumes per
custonter, allow Duke the opportunity to collect the revenue
requirement established in this rate case proceeding and
encourage Duke's participation in customer energy
conservation programs.

ORDER

It is, therefore,

ORDERED, That Duke's request for a protective order in regards to Attachment
MGS-1 is granted for 1S months from the date this order is issued. It Is, further,
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ORDERED, That Duke's request for leave to file depositions less than three days
prior to the commencement of the evidentiary hearing is granted. It is, further,

ORDERED, That the Stipulation fiied on February 28, 2008 is approved in its
entirety. It is, further,

ORDERED, That Duke's request for a waiver of the requirement to file an updated
income statement, pursuant to Rule 4901-7-01, Appendix A, Chapter R(A)(5)(d), O.A.C., is
granted. It is, further,

ORDERED, That Duke implement the levelized rate design for its residential
customers as discussed in this order. It is, further,

ORDERED, That Duke's applications to increase its rates and charges for gas
service, to implement an alternative rate plan and to modify accounting methods are
granted to the extent provided in this opinion and order. It is, further,

ORDERED, That Duke is authorized to cancel and withdraw its present tariffs
governing gas service to customers affected by these applications and to file new tariffs
consistent with the discussion and findings as set forth in this order. Upon receipt of four
complete copies of tariffs conforming to this opinion and order, the Convnission will
review and consider approval of the proposed tariffs by entry. It is, further,
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ORDERED, That a copy of this order be served upon all interested persons of
record.

THE PUBLIC UTA..ITIfi9 COMMI.SSION OF OHIO

I^^ *•i c. .
Paul A. Centolella

Valerie A. Lemmie

RMB/GNS/vrm

Entere in the Journal

Y ^ .8 ^008

Che"ryl L. Roberto

i

Rene6 J. Jenkins
Secretary
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In the Matter of the Application of Duke
Energy Ohio, Inc. for an Increase in Rates. ) Case No. 07-5$9-GA-AIR

}Irr the Matter of the Application of Duke
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In the Matter of the Application of Duke
Energy Ohio, Inc. for Approval to Change ) Case No. 07-591-GA-AAM
Accounting Methods.

CONCURRING OPINION OF
CIiA]RMAN ALAN R SCHRIHERR

The straight fixed variable (SFV) option proposed by the PLiCO Staff and adopted
here today appropriately speaks to two significant issues. One is the potential impact on
low income customers and the other is the desired effect that the Order shall have upon
corvservation.

The latter coneideration is paramount. As we acknowtedge that there are serious
energy issues, we strive to promote and adopt advanced and remewable energy sources.
While these are necessary and important pureuits, I believe that conservation is the most
important measure of all. Nothing is less oostly or more effective than. simply redudng
consumption. As time goes by, I trust that we will ezpend many rewurcea adoptirng
conservation measures on "both sides of the meter".

What we are attempt'utg to do today is to provide appropriate incentfves, through a
rational pricing scheme, to encourage a reduction in the consumption of natural gas. By
"rational", I mean a balanced approach that penalizes neither those whom have already
squeezed the last cubic foot of natural gas from their budget, nor those whom might be
inclined to "over-conserve".

The proposed SFV option achieves the optimum balance because it segregates fixed
costs from those costs that are within the control of.the consumer. In contrast, the current
pricing scheme assigns aU costs- fixed and variable - to the level of usage. The inhere.nt
danger with the current system is that consumers might be led to believe that the more they

cut back, the more they save. This is true to a point. The point happens to be that of
dimiedshing returns; over conservatfon takes place when the fixed costs of providing the
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service are no longer covered with revenue. This inevitably leads to a rate case and higher
rates. In other words, if usage-senaitive rates are assigned to fixed cnsta, and if usage falls
below a certain point, then fixed costs do not get covered. It is then time for a rate case:
what has the eonsumer saved?

If the solution is appropriate price signals, then prices must be associated with the
volume of gas alone. In contrast, under the current pricing scheme, the gas company has no
incentive to encourage conservation because those same usage sensitive rates might flow
through to fixed costs as consumption grows, much to the utility's advantage. Under the
SFV, the fixed costs are covered and the company makes no money on the gas oommodity,
Therefore, the company might actually promote conseervaYion more aggressively.

One alternative to the old conventional method is a decoupling rider mechanism. In
this case, Homeowner A who has aiready squeezed the last cubic foot of un-needed gas
from his home via conservation oriented expenditures is discxlminated. against. This resuits
from the make-whole provision that accrues to the utility when Homeowner B begins to
pare down consumption. In other words, as B's meter beghis to spin slower, so too do the
company's revenues. Homeowner A will be compelled to make up some shane of the
shortfall, notwithstandin.g the fact that Homeowner A can cat back consumption no further.

Finally, those who argue that inadequate price signals are the biggest issue need only
look at the impact of budget billing. What signal is being sent when the bill each month is
the aame regardless of consumption7 Yet, is anyone reoommending the eifmination of
budget billing7

The other issue in play is that of the income effect of the SFV methodology. One can
conclude that consumera of greater amounts of gas wiU see their bills faB while those at the
low end will see theirs rise. This does not mean that ihe burden will fail disproportionately
on low-income consumers. There is record testimony that suggests that low-income
consumers, i.e., PIPP customers consume more on average per year than othem Clearly,
PIPP customers are protected. Furthermore, widie one can play freely with percentages, the
nominal dollar increases due to the rate restructuring is quite small. As a precaution,
however, the Commission is modifying the stipulation to provide a four dollar credit to ten
thousand non-PIPP castomers as opposed to five thousand provided for in the stipulation.
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All told, it is important that we arrive at a decision as expeditiously as possible. I
believe that over the years the lesson to be learned is that we can never know with one
hundred percent certainty aIl of the facts and all of the possible outconlea. This is precisely
why the law has provided this Commission with the ability to react to adverse outcomes
should they arise. This is the ultimate consumer pro6ection.



BEFORE

THE PUBLIC UT'ILITt&S COIaIMISSION OF OHIO

In the Matter of the Application of Duke
Energy Ohio, Inc, for an Increase in Rates, Case No. 07-589-GA-AIR

In the Matter of the Application of Duke
Energy Ohio, Inc. for Approval of an
Altemative Rate Plan for Gas Distribution
Service.

In ihe Mafter of the Application of Duke
Energy Ohio,. Inc. for Approval to Change
Accounting Methods.

Case No. 07-590-GA-ALT

Case No. 07-591-GA-AAM

OPINION OF COMMISSIONER PA13L A. CENTOI,,ELLA
CONCURRING IN PART AND DISSENTING IN PART

The majority concludes that the current residential rate design has a negative
impact on the ability of Duke Energy Ohio (hereafter "Duke", "the Company", or "the
utility") to maintain financial stability, attract new capital, and on its incentive to
encourage energy efficiency and conservation And, the majority determines that it is
necessary to decouple the utility's recovery of fixed costs from its volumetric sales. I
concur with the rriajority in these conclusiosis and on issues other than residential rate
design. I dissent from the majority regarding how to transition toward a nesidential rate
design which decouples the recovery of fixed costs from volumetric tates.

Having determined that a new decoupling rate design is appropriate, the
Commission must decide two questions. First, we must decide the better choice between
two decoupiing methods: a straight flxed variable (SFV) rate design, which recovers fixed
costs in a flat monthly customer charge, or a decoupling adjustment, which aIlows the
company to recover the same fixed cost revenue requirement with a lower custnmer
charge by adjusting subsequent year rates to true up revenues received from volumetric
charges. Second, in the event the Conunission finds the SFV rate design preferable, the
Commission should consider how to transition to a rate design which is significantly
different from the rate structures that have formed the basis of consumer expectations.

Over the long-tenn, moving in the direction of a SFV rate design is preferable to
keeping a modest customer charge and relying entirely on a decoupling adjustment. Both
methods wili address revenue and earnings stabflity issues in that the fixed costs of
delivering gas to the home will be recovered irrespective of consumption. When fully
implemented, each will remove any disincentive by the Company to promote conservaiion
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and energy efficiency. And, both methods can be implemented in a straight forward
manner and, if appropriately designed, easily explained to consumers as a deliberate or
more gradual transition toward recovering fixed costs through a customer charge.
However, as the ultimate objective, significant movement toward a fixed variable rate
design is consistent with developing a more efficient rate structvre. Efficient rate design
seeks to align price elastic rate elements more closely to marginal costs, while recovering a
larger portion of any residnal revenue requirements through comparatively price inelastic
charges. fixperience shows that there is a significant price response to increases in
volumetric charges, as evidenced by the recent steep reductions in average per customer
consumption as gas costs increased. Given that customer charges are paid to provide
access to gas service, it is reasonable to expect comparatively less price response with
respect to increases in the customer charge. Over the long-term, this supports significant
movement toward a SFV rate design in which a larger portion of the company's fixed cost
revenue requirements is recovered through the customer charge.

Additionally, the 5FV rate design will reduce the month-to-month variation in
customer bills as fixed costs will be recovered evenly tluoughout the year, making it easier
for customers to deal with high winter heating bills. While decoupling adjustments are
not difficult to implement, a SFV rate design, when fully implemented, will remove the
need for any additional administrative proceedings to review decoupling adjustments.

Consumers have made investment decisions based on expectations regarding
natural gas pricing and faimess compels us to move at a measured pace when .making
fundamental changes in rate design, For this reason, the Commission should carefully
consider the appropriate transition path.

On the question of how to transition to a fixed charge rate design, Duke and the
Staff have proposed a modified SPV rate design in which the customer charge would be
set at $20.25 per bill in year one and $25.33 per bill in year two. Fully implementing a SFV
rate design would require a customer charge in excess of $30 per residential consumer bill.
Duke and the Staff also proposed and the Commission has expanded a"Filot Low Income
Program" that would provide some low income consumers a discount to cushion the
Impact of the change in rate design

In my view, the pace of the transition in this case is more rapid than should be
selected given the consumer expectations created by long-standing rate design practices
and the recovery of fixed costs should be fully decoupled from saIes volumes during the
transition.

The pace of the transition proposed in the stipulation could send the wrong
message to consumers with respect to energy conservation. Consumers who have made
efficiency investments and reduced their consumption could see a significant Increase 'rn
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the regulated portion of their bills, while their neighbors who have implemented no
energy efficiency measures and are high use customers will see the regulated portion of
their gas bills decline by similar amounts. Given rising gas commodity costs, increasing
dependence on foreign sources of gas supply, and the likely adoption of limits on
greenhouse gas emissions from the burning of fossil fuels, encouraging the adoption of
cost effective energy efficiency measums should be among our highest priorities. A more
gradual transition to a SFV rate design would minimize near tenn biIl increases for low
use consumers mcognizing the investments that many of these consumers have made to
reduce their gas usage, allow consumers to capture a greater portion of the expected
benefits of such investments, and avoid the appearance that the Comnrission is rewarding
higli use by lowering the gas bills of high use customers.

Second, during the period covered by this Order, the modified SFV approach will
not fully decouple recovery of the Company's fixed costs from sales volumes. A modest
three percent reduction in sales during the first year would represent a loss to Duke of the
opporturtity to recover more than a miUton dollars of its fixed costs.

To address these concerns,l would reach the following result.

First, the recommendation of the Staff and Company should be modified to reduce
the year one customer charge for all residential consumers to $16.25 per residential bill and
establish the base level of the year two customer charge for all resfdentfal conaumers at
$21.33.

Second, consistent with the majority opinion, the Company should review and
further enhance its weatheriaatiun and conservation program offerings. As one part of
this review, Duke should adopt the ob*tive of making coat-effectlve weatherization and
conservation programs available to all low income consumers and to ramp up programs to
facilitate implementation of all such ateasures as rapidly as reasonably practicable. Low
income consumers often face difficult choices between paying their energy bills and
meeting other essential needs, yet may be among the last to be able to take advantage of
cost-effective energy efficiency investments. Consumers who struggle to make ends meet
often find it difficult to pay for the initiel cost of efficiency measures. And, many low
income consumers live in rental housing with landiords who have little inccntive to install
efficiency measures that would reduce their tenants' utiSity bills.

Third, in conjunction with filing a proposal for approval of significantly expanded
energy efficiency programs and recovery of the costs of such programs, I would invite the
Company to propose an interim decoupling adjustment. This adjustment should be
structured to adjust the second and subsequent year base custonter charge of $21.33 for the
difference, on a per customer bill basis, between the portion of the Company's fixed cost
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residential revenue requirement that is allocated to volumetric rates and the revenues
recovered for such fixed costs through volumetric rates at weather normalized sales levels.

To meet the energy challenges of the 21a Century, Ohio wiil need to greatly
improve the efficiency with which we use ail forms of energy including natural gas.
Efficient price signals wil] be an important, but not sufficient, element in this
transformation. Our increasing knowledge of behavioral economics and experience with
utility energy efficiency programs has shown that utility efficiency programs can produce
significant net economic benefits. The Commission needs to encourage the cost-effective
expansion of such programs. And, we should not wait through the completion of a multi-
year transition to a SFV rate design before doing so in full measure.

aui A. Centolella, Conunissioner
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ENTRY ON REFIE RING

The Commiesion finds:

(1) On July 18, 2007, Duke Energy of Ohio, Inc. (Duke) filed
applications to increase its gas distribution rates, for authority
to implement an alternative rate plan for ib gas distribution
services, and for approval to change accounting methods. On
February 28, 2008, the parties filed a joint Stipulation and
Recommendation (Stipulation) resolving all the issues raised in
the application except the issue of residential rate design, By
Opinion and Order issued May 2B, 2008, the Commission
approved the Stipulation and, based on the record presented,
adopted a"ievelized" residential rate design to decouple
Duke's revenue recovery from the amount of gas achxally
consumed.

(2) Section 4903.10, Revised Code, atates that any party who has
entered an appearance in a Commission proceeding may apply
for rehearing with respect to any matters determined in that
proceeding, by filing an application within 30 days after the
entry of the order upon the joumal of the Commission.

(3) On June 27, 2008, the Office of the Ohio Constunera' Counsel
(OCC) and Ohio Partners for Affordable Energy (OPAE) filed
applications for rehearing. Eoth applicatioms assert that the
May 28, 3008 Order is unreasonable, unlawful and/or an abuse
of the Commission's discretion on the following grounds:

Thiais to certiYy that the imapee appearing are an
accarate and comp]ete reproductiionof a case fil®
docunmsnt deliveer^t in the regular couree of.buainess..
Technician / ^ Datfi Proceseet^, ^-
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(a) The Commission erred by approving a rate
design that unreasonably violates prior
Commission precedent and policy, and does not
produce just and reasonable rates in violation of
Sections 4905,22 and 4909.18, Revised Code.

(b) The Commission erred by approving a rate
design that di.scouragea customer conservation
efforts in violation of Sections 4929.05 and
4905.70, Revised Code.

(c) The Comntission erred when it falled to comply
with the requirements of Section 4903.09, Revised
Code, and provide specific findings of fact and
written opinions that were supported by record
evidence.

In addition to the foregoing common three arguments, OCC
adds a fourth ground for rehearing: that the Commission erred
by approving a rate design wldch increases the monthly
residential customer charge without providing consumers
adequate notice of the new rate design pursuant to Sections
4909.18, 4909.19 and 4909.43, Revised Code.

(4) On )uly 7, 2008, Duke filed a memorandum in opposition to the
applications for rehearing.

(5) Before addressing these arguments, we would note that the
opinion contains a clerical error which we now correct, nunc pro
tunc. In the summary of the stipulation on page 6, the Opinion
incorrectly states that Duke's revenue increase of $18,217,566 is
based on an 8.15 percent rate of return. The stipulated revenue
increase was based upon a rate of return of 8.45 percent.

(6) With respect to the applications for rehearing, we first observe
that neither OCC nor OPAE raises any issues which were not
fully considered and rejected in the Opinion at pages 12-15 and
17-20. As noted thereir4 the onty unstipulated issue left to the
Commission in this proceeding is the adoption of a new
residentiai gas distribution rate design which would reduce or
eliminate the link between natural gas sates volumes and the
utility's revenue requirement in order to more closely match
costs and revenues such that customers pay their tair share of
distribution costs, to reduce or eiiminate any disincentive for
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(7)

the utility to promote conservation programs, and to afford the
utility a reasonable opportunlty to recover fixed costs. Our
choice was between the two approaches deemed most
appropriate to accomplish this decoupling: (1) a nwdified
"straight flxed-variable (SFV)" or "levelized" rate design,
which recovers most fixed costs in a flat monthly fee; or (2) a
decoupling rider, which maintains a lower customer charge
and allows the company to offset lower sales through an
annually adjusted rider. For the reasons set forth in the record
and our Opinion, we believe the levelized rate design best
balances the interests of customers and the utility.

The first ground for rehearing listed by both OCC and OPAE is
that our adoption of a levelized rate design violatea prior
Commission precedent, as well as the regulatory principles of
gradualism and rate continuity, thereby producing unjust and
unreasonable rates In violation of Sections 4905.22 and 4909.18,
Revised Code. in examining these claims; we first observe that
this Commission is not bound by any statutory requirement
relating to the regalatory principle of gradualism, which is only
one of many important regulatory principles. However,
consistent with the principle of gradualism, the Commission
noted at page 19 of our Opinion that the new levelized rate
design best corrects the traditional rate design inequfties while
mitigating the impact of the new ratea on residential cuatomers
by maintaining a volumetric component to the rates, by
phasing in the increase over a two-year period, and by not
reflecting the full extent of Dulce s fixed costs in the proposed
fixed charge. We also noted that tAe Pilot Low Income
Program, aimed at helping low-income, low-use customers pay
their bills, was crucial to our decision. Furthermore, OCC and
OF'AE continue to compare the new flat monthly fee with the
customer charge under the previous distribution rate structure.
Such comparisons are misleading and distort the impact on
customers, since any analysis of the impact of the new levelized
rate structure should consider the total customer distribution
charges, including the current Rider AMRP and the volumetric
charge. We note that, in association with the adoption of the
levelized rate design, the volumetric charge reflected on the
bills of residential customers will be reduced as the customer
charge is phased-in to reflect the elimination of the majority of
the company's fixed costs from the volumetric charge.
Moreover, as noted in our Opinion, at page 18, the new rate
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design also achieves the important regulatory principle of
matching costs and revenues to ensure that cu.stomers pay their
fair share of distribution costs. Accordingly, the Commission
finds that OCCs and OPAE's requests for rehearing on such
basis should be denied.

With respect to the second common ground for rehearing, both
OCC and OPAE assert that the Conunission erred by
appmving a rate design that discourages customer
conservation efforts in violation of Sections 4929.05 and
4905.70, Revised Code. This argument was fully considered
and rejected in the Opinion at pages 14-15 and 18-19. There is
no dispute that both the modified straight fixed-variable rate
design and the decouplfng rider reduce or eliminate any
disincentive for utility sponsored or promoted conservation
programs. There is also no dispute that, under both of the rate
designs, a customer who makes conservation efforts to reduce
gas consumption wi11 equally enjoy the full benefit of those
efforts for the conunodity portion of their gas bill which
typically represents 75 to 80 percent of their total gas bill.
While under the levelized rate design, a lower-use customer
who conserves may not reduce his distribution charges as
much as such charges would otherwise be reduced under the
decoupling rider method, it is also true that all potential
customer savings are not guaranteed under the decoupling
rider method due to the attendant uncertainty caused by
periodic reviews and adJustments necessary with the
decoupfing rider. Moreover, any greater reduct3on in
distribution charges arhieved through a decoupling rider
would have the effect of preserving the inequities within the
existing rate design that have caused higher use customers to
subsidize the fixed costs of lower use customers. Ae discussed
in the Commission's opinion at page 19, the Commission opted
to more closely match costs and revenues such that castoaters
pay their fair share of distribution costs. FinaEy, this argumant
for rehearing disregards the fact that a fundamental reason for
our adoption of the new rate design is to foster conservation
efforts in accordance with Secttons 4929.02 and 4905.70,
Revised Code. The only question at issue in these proceedings
is whether a levelized rate design or a decoupling rider better
achfeves all competing public policy goals. As discussed at
length in our opinion, we believe the levelized rate design is
the better choice. This ground for rehearfng is denfed.
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(9) The third common assignment of error is that the Conurtission
erred when it failed to comply with the requirements of Section
4903.09, Revised Code, by failing to provide specific findings of
fact and written opinions that were supported by record
evidence. We find this assertion to be without ntierit The
evidence of record and arguments of the parties were fully

considered as reflected in the Opinion at pages 12-15 and 17-20,
in accordance with Section 4903.09, Revised Code. The
undisputed evidence of record 9s that the new levelized rates
w311 more closely match fixed costs with fixed revenues,
thereby ensuring that residential distribution customers pay
their fair share of the costs incurred to serve them. Our
adoption of this new rate design was conditioned upon this
consideration and upon other important factors, including the
gradual phase-in of these new rates and the company's new
low-income assistance plan.

(10) CCC also identifies a fourth basis for rehearing in arguing that
our approval of the new levelized rate design violates Sections
4909.18, 4909.19 and 4909.43, Revised Code, by increasing the
monthly residential customer charge without providing
consurners adequate notice.

We find this argurnent to be without merit. Sections 4909:18,
4909.19, and 4909,43, Revised Code, direct the utility to notify
customers, mayors and legislative authorities in the company's
service area of the application and the rates proposed therefn.
Duke served upon mayors and legislative authorities and
published in newspapers throughout its affected service area
notices that met the requirements of Section 4909.18, 4909.19,
and 4909.43, Revised Code, as approved by the Convnission.
The notice specifically set forth the rates and percentage
increase, by rate schedule, proposed by Duke in the
application, including a reference to and explanation of the
proposed sales decoupling rider.

OCC relies on Committee Against MRT n. Pub. Ulil. Comm.

(19T7), 52 Ohio St2d 231, to argue that the notice failed to
inform customers of the levelized rate design adopted by the
Connmission. In the Cnmmittee Against MRT case, Cfncinnati
BeII Telephone Company (CBT) filed an application with the
Commission requesting approval to introduce a new rate plan
for basic local exchange service throughout its service area.

-5-
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The notice submitted by CDT did not include a description of
measured rate service but did include a general referencg to the
ezhibits filed in the case. The exhibits filed in the case and
refereneed in the notice included an explanation of the
proposed measured rate service. In Committee Against MRT,
the Commission approved and CBT issued the proposed
notice. Subsequently, the Commission approved a stipulation
filed by the parties to the case, reconnnending that the
Commission authorize CBT to provide non-optional measured
rate service on an experimental basis in one exchange. The
court held that the notice issued by CBT failed to sufficiently
describe the company's proposal to implement measurecl rate
service. The court reasoned thai the notice failed to disclose the
essential nature or quality of the proposal; that is, to implement
usage-based rates, The Conunission finds this case to be
distinguishable from Cammittce Against MRT. In Committee
Against MRT the court found that the notice failed to disclose
the essential nature of the rates proposed by CBT. The notice in
this case clearly disclosed the nature of the rates, including the
implementation of a decoupling mechanism, as such was
proposed by Duke. Although the Commission did not adopt
the decoupling mechanism proposed by Duke, the notice was
sufficient to inform customers of such proposal and bo allow
customers to register an objection to a decoupling mechanism
and the inarease in rates. In addition, the notice stated that
"[r]ecommendations wliich differ from the filed application ...
roay be adopted by the Conunission," Accordingly, OCCs
request for rehearing on this basis is denied.

(11) Finally, the Comntission observes that, in addition to
electronically filing its application for rehearing, OCC also
uploaded an electronic video file of the webcast of the April 23,
2008, Commission meeting, where these matters were
discussed at length by the Commissioners. Whi1e Commission
webcasts may be instructional on the views of the individual
members, it is well settled that the Commission speaks thruugh
its published opinions and orders, as provided by Section
4903.09, Revised Code. Murray n. Ohio Bell Tel. Co., 54 Ohio Op.
82, 117 N.8.2d 495 (1954). We note that OCC has argued
exactly this point in a prior Commission proceeding. In
Cincinnati Bell Telephone Company, Case No. 04-720-TP-ALT, et
al., OCC cited Supreme Court of Ohio decisions for the
proposition that commissions, such as this one, only speak
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through their published orders (See, OCC's August 9, 2004,
reply memorandum at 3, in Case No. 04720-TP-ALT, et al.).
Moreover, the minutes of the Commission meetings are not
considered to be a part of the record in the cases discussed.
Accordingly, the Comrnission will, on its own motion, strike
this file from the record in these proceedings.

It is, therefore,

ORDERED, That the applications for rehearing filed by OCC and OPAE on June 27,
2008, are denied. It is, further,

ORDERED, That the video file of the April 23, 2008, Commission webcast, which
was electronically filed by OCC with its application for rehearing, is hereby stricken from
the record in these proceedings. It is, further,

ORDERED, That a copy of this order be served upon all interested persons of

record.

Paul A. Centolella

U-' Z^
Valerie A. Lezrunie

RMB/GNS/vrm
Entered^'^m ^ e3Jou^a1

fixx^- 9%-^

Cheryl L. Roberta

Renee J. Jenkins
Secretary
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THE PUBLIC UITLTTIFS COMMISSION OF OHIO

In the Matter of the Application of Vectren
Energy Delivery of Ohio, Inc., for Authority
to Amend its Filed Tatiffs to Increase the
Rates and Charges for Gas Services and
Related Matters.

Case No. 07-108()-GA-AIR

In the Matter of the Application of Veciren
Energy Delivery of Ohio, Inc., for Approval
of an Alternative Rate Plan for a
Distribution Replacement Rider to Recover
the Costs of a Program for the Accelerated ) Case No. 07-1081-GA-ALT
Replacement of Cast Iron Mains and Bare
Steel Mains and Service Lines, a Sales
Reconciliation Rider to Collect Differences
between Actual and Approved Revenues,
and Inclusion inAperating Expenses of the
Costs of Certain Reliability Programs.

In the Matter of the Application of Vectren
Energy Delivery of Ohio, Inc., for
C.ontinued Accounting Authority to Defer ) Case No. 08-632 GA-AAM
Differences between Actual Base Revenues
and Conmussion, Approved Base Revenues
Previously Granted in Case No. 05-1444-
GA-UNC and Request to ConsoBdate with
Case No. 07-1080-GA-AIR.

OPINION AND ORDER

The Comnussion, considering the above-entitled applications, hereby issues its

opinion and order in this matter.

APPEARANCES:

McNees, Wallace & Nurick, LLC, by Samuel C. Randazzo, Gretchen J. Hummel,
Lisa McAlister, and Joseph M. Clark, 21 East Sta4e Street, 17th Floor, Columbus, Ohio
4,1215-4228, and Lawrence K. Friedeman, Vice President and Deputy General Counsel,
P.O. Box 209, Evansville, Indiana 47709-209, on behalf of Vectren Energy Delivery of Ohio,

Inc.
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Sheryl Creed Maxfield, First Assistant Attorney General of the state of Ohio, by
Duane W. Luckey, Section Cliief, and Werner L. Margard III and Anne L. Hammerstein,
Assistant Attomeys General, 180 East Broad Street, Columbus, Ohio 43215, on behalf of
the staff of the Public Utilities Conunission of Ohio.

Janine L. Migden-Ostrander, Ohio Consumers' Counsel, by Maureert R. Grady
Joseph P. Serio, and Michael E. Idzkowski, Assistant Consumers' Counsel, office of the
Ohio Consurrmers' Counsel, 10 West Broad Street, Columbus, Ohio 43215, on behalf of
residential utility consumers of Vectren Energy Delivery of Ohio, Inc.

David C. Rinebolt, 231 West Lima Street, P,O. Box 1793, Pindlay, Ohio 45839-1793,
on behatf of Ohio Partners for Affordable Energy.

Vorys, Sater, Seymour & Pease, LLP, by W. Jonathan Airey and Gregory D. Russell,
52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of Honda of America NSfg., Inc.

Chester, Willcox & Saxbe, LLP, by John W. Bentine and Mark S. Yurtck, 65 East
State Street, Suite 1000, Columbus, Ohio 43215-4213, and Vincent A. Parlsi, General
Counsel, 5020 Bradenton Avenue, Dublin, Ohio 43017, on behalf of Interstate Gas Supply,
Inc,

John M. Dosker, General Counsel, 1077 Celestial Street, Suite 110, Cincinnati, Ohio
45202-1629, on behalf of Stand Energy Corporation.

Trent A. Dougherty, Director of Legal Affairs,1207 Grandview Avenue, Suite 201,
Columbus, Ohio 43212-3449, on behalf of the Ohio Environmental Coundl.

OPINION:

I. History of the Proceedings

Vectren Energy Delivery of Ohio, Inc., (VEDO or the Company) is a natural gas
company as defined In Section 4905.03(A)(6), Revised Code, and a public utility as defined
in Section 4905.02, Revised Code. As such, VEDO is subject to the jurisdiction of the
Public Utilities Conunission in accordance with Sections 4905.04 and 4905.05, Revised
Code.

OnNovember 20, 2007, VEDO filed applications for an increase in gas distribution
rates and for approval of an alternative rate plan. A technical conference regarding
VEDCYs applications was held on February 5, 2008,
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On May 23, 2008, VEDO filed an application for continued accounting authority to
defer differences between actual base revenues and commission approved base revenues,
as previously granted by the Commission.

A written report of the Commission atafYs (Staff) investigation was filed on June 16,
2008. Objections to the Staff Report were timely filed by VEDO, the Ohio Consumers'
Counsel (OCC), Honda of America Manufacturing, Inc. (Honda), Ohio Partners for
Affordable Energy (OPAE), and the Ohio Environmental Council (OEC). Motions to
intervene were filed by OCC, Honda, OPAE, OEC, Interstate Gas Supply, inc_ (IGS), and
Stand Energy Cnrporation (Stand). Intervention was granted to these parties by the
attorney examiner on August 1, 2008.

On July 18, 2008, a prehearing conference was held. The evidentiary hearing was
held on August 19, 2008, through August 25, 2008, and on August 27, 2008, August 28,
2008, September 2, 2008, September 9, 2008, and September 15, 2008. Sixteen witnesses
testified on behalf of VEDO, five witnesses testified on behalf of OCC, and five witnesses
testified on behalf of Staff.

Local public hearings were held on September 3, 2008, in Sidney, Ohio; on
September 4, 2008, in âayton, Ohio; and on September 8, 2008, in Washirtgton Court

House, Ohio.

A stipulation (Stipulation) was filed on September 8, 2008, signed by VEDO, OCC,

OPAE and Staff (Signatory Parties). Post-hearing briefs were filed by VEDO and Staff. A
joint post-hearing brief was filed by OCC and OPAE,. Reply briefs were fiied by VEDO,
Staff, OCC and OPAII.

lI. Sununary of the Stipwation

The Stipulation was intended by the Signatory Parties to resolve certain issues in
this proceeding Qoint Ex.1). The Stipulation includes, inter alia, the following provisions:

(1) The Signatory Parties agree that VEDO should receive a
revenue increase of $14,779,153 with total annual revenues of
$456,791,425.

(2) The Signatory Parties agree that the value of aIl of VEDC's
property which is used and useful for the rendition of gas
service to customers, as of the date certairi of August 31, 2007,
is $234,839,282.

(3) The Signatory Parties agee that VEDO is entitled to a rate of

return of 8.89 percent.
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(4) The proposed tariffs attarhed to the Stipulation as Stipulation
Exhibit 2 should be approved by the Commission and be
effective for all services rendered after the date final approved
tariffs are flled with the Commission,

(5) The stipulated revenue requirentent includes $4 million in
customer-funded energy efficiency programs, of which $1.1
miilion is allocated to low-income weatherization funding. The
Signatory Parties further agree to the establishment of an
Energy Efficiency Funding Rider (EFFR), initially set at $0.00,
applicable to Rate Schedules 310, 315, 320 and 325. The
Signatory Parties also agree that the Vectren Collaborative,
originally established in In re Vectren Energy Peiiaery of Ohio,
Inc., Caae No. 05-1444-GA-UNC, Supplemental Opinion and
Order ()une 28, 2007), will monitor the implementation of the
energy efficiency programs appr(yved as proposed in the
application in this case and, at least annually, will consider and
make reconnnendations regarding additional program
funding, as well as reallocation of funding among programs.
The Company will submit, and the CoAaborative will support,
an application to establish an EFFR charge to provide a
rni.nitnutn of $1 miUion to be used to continue funding for the
low-income weatherization program for customers whose
income is between 200 percent and 300 percent of the poverly
level.

(6) The Sigrlatory Parties agree that the Sales Reconciliation Rider-
A proposed by the Company to recover the deferral amount
authorized in Case No. 05-1444+GA-UNC should be approved
and that the initial rate should be set at the rate contained in
Stipulation Fxhibit 2(Joint Ex.1, Stipulation Ex. 2).

(7) The Signatory Parties agree that the Commission should
provide the Company with accounting authority to continue
deferring for future recovery the difference between weather-
normalized actual base revenues and Comnvssion-approved
base revenues in the same manner as previously authorized in
Case No. 05-1444-GA-UNC, as requested in Case Na. 08-632-
GA-AAM, and that such deferred amounts should be
recovered by Sales Reconciliation Rider-A.

(8) The Company agrees to continue funding the low-inconte
conservation program created pursuant to Case No. 05-1444-

4-
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GA-UNC, from October 1, 2008, until the effective date of rates
approved in this proceeding.

(9) The Signatory Parties agree that the Company should be
authorized to establish a Distribution Replacement Rider (DRR)
to enable the recovery of and return on investments made by
the Company to accelerate implementation of a bare steel and
cast iron maut replacement program at a pre-tax rate of return
of 11.67 percent. The DRR shall be in effect for the lesser of five
years from the effective date of rates approved in this
proceeding or until new rates become effective as a result of the
filing by the Company of an application for an increase in rates
under Section 4909,18, Revised Code, or the filing of a proposal
to establish rates pursuant to an altemative method of
regulation under Section 4929.05, Revised Code.

(10) The Signatory Parties agree that the revenue distribution
shown on Stipulation Exhibit 5 Ooint Ex. 1, StipulationExhibit
5) shall be used to develop rates and charges ultimately
approved by the Cotmnission in this proceeding.

(11) The Signatory Parties agree that the rate design Issues
associated with rate schedules 310 and 315 are not resolved by
the Stipulation and will be fully litigated and submitted to the
Commission for its consideration and resolution.

(12) The Stipulation resolves all contested issues raised in Case Nos.
07-1080-GA-AIR, 07-1081-GA-ALT, 05-1444-GA-UNC and 08-
632-GA-AAM, except for those issues specificatly identified as
being reserved for separate resolution by means of litigation or
otherwise,

-5-

Ill. Evaluation of the Stipulation

Rule 4901-1-30, Ohio Adntinistrative Code, authorizes parties to Coinmission'
proceedings to enter into stipulations. Although not binding on the Commission, the
terms of such agreements are accorded sttbstantial weight. See Consumers' C'aunset v. Pub.

Utfl. Comm., 64 Ohio St. 3d 123, 125 (1992), citing Akron v. Pub, Util. Comm., 55 Ohio St. 2d
155 (1978). This concept is particularly valid where the stipulation is supported or
unopposed by the vast majority of parties in the proceeding in which it is offered.

The standard of review for considering the reasonableness of a stipulation has been
discussed in a number of prior Commission proceedings. See, e.g., Dominion Retail v.
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Dayton Power and Light, Case Nos., 03-2405-EL-CSS et al., Opinion and Order (Pebruary 9,
20U5); Cincinnati Gas & Electric Co., Case No. 91-410-EI^AIR, Order on Remand (Apri114,
1994); Ohio Edison Co., Case Nos. 91-698-EL-FOR et al., Opini(yn and Order (December 30,
1993); Cleveland Electric Ilium. Co., Case No. 88-179-EIrAIR, Opinion and Order (January
31, 1989). The ultimate issue for our consideration is whether the agreement, which
embodies considerable time and effort by the signatory parties, is reasonable and should
be adopted. In considering the reasonableness of a stipulation, the Commission has used
the following criteria:

(1) Is the settlement a product of serious bargaining among
capable, knowledgeable parties?

(2) Does the settlement, as a package, benefit ratepayers and the
public interest?

(3) Does the settlement package violate any important regulatory
principle or practice?

The Ohfo Suprenie Court has endorsed the Commission's analysis using these
criteria to resolve issues in a manner economical to ratepayers and public utilities. Indus.
Energy Consumers of Oitia Potuer Cn. v. Pub. Lltit. Comm., 68 Ohio St. 3d 547 (1997)(quoting
Consumers' Counsel, supra, at 126). The Court stated in that case that the Commission may
place substantial weight on the terms of a stipulation, even though the stipulation does not
bind the Commission.

Based npon our three-prong standard of review, we find that the first criterion, that
the settlement process involved serious bargainft by knowledgeable, capable parties, Is
met. Counsel for VEDO, OPAB, OCC and Staff have been involved in many cases before
the Commission, including a number of prior cases involving rate issues, Further, a
review of the terms of the Stipulation, and the schedules and tariffs filed with the
Stipulation, shows that the parties engaged in comprehensive negotiations, resolving all
outstanding issues except rate design (Staff Ex. 3a at 3).

'I'he Stipulation also meets the second criterion. As a package, it advances the
public interest by resolving a majority of issues raised in this proceedtng without incurring
the time and expense of further litigation. Moreover, the testimony in the record indicates
that the Stipulation establishes a fair and reasonable revenue requirement wifh an increase
in base rates of approximately 3.34 percent (Staff Ex. 3a at 3). At the hearing, Staff witness
Puican testified that the stipulated rate of return of 8.89 percent indudes a 25 basis point
reduct-ion to the return on equity component, in order to take into consideration the
reduction in risk to the Company which nwy resuit from the Commission's adoption of
one of the rate designs proposed by the Company, Staff, or OCC (Tr. IX at 11-12).
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Further, the Stipulation extends shareholder funding of VEDU's low-income
conservation program and provides for a significant expansion of funding for energy
efficiency programs. The Stipulation provides for $4 million in funding for energy
efficiency programs, including $1.1 million In funding for low-income weatherfzation
programs. The Commission notes that the energy efficiency programs will be monitored
on an ongoing basis by the Vectren Collaborative, which was first established under Case
No. 05-1444-GA-UNC. The Stipulation also establishes a distribution system replacement
program to accelerate the replacement of VEDO's aging distribution systeins and provides
for oversight of this program, Finally, the Stipulation establishes a program to address the
safety concerns of prone-to-fail risers with a schedule to replace such risers and adopts a
proposal for VEDO to assume ownership and repair responsibility for customer service
lines (Staff Ex. 3a at 3-4).

FiuraRy, the Stipulat3on meets the tfiird criterion because it does not violate any
important regulatory principle or practfce (Staff Ex. 3a at 4).

Our review of the Stfpulatfon indicates that Et Is in the public interest and represents
a reasonable resolution of the issues in this case. The Commission finds the stipulated rate
of return of 8,89 percent, requiring an increase of $14,779,153 in revenues, to be fair,
reasonable, and supported by the record and will adopt the stipulated revenue increase
and rate of return for purposes of this proceeding. We will, therefore, adopt the
Stipulation in its entirety.

IV. Rate of Return and Authorized Rates

The Signatory Parties stiptdated to a net operating income of $11,270,763 for the test
year ending May 31, 2008. Application of this dollar return to the stipulated rate base of
$234,839,282 results in a rate of retam of 4.80 percent. Such a return is insufficient to
provide VEDO with reasonable coanpensation for the natural gas service It renders to its
customers.

The parties have agreed to a recommended rate of return of 8.89 percent on a
stipulated rate base of $234,839,282, requiring a net operating income of $20,877,212.
Adding the stipulated revenue increase of $14,779,153 to the stipulated test year revenues
of $442,012,272 produces a new revenue requirement of $456,791,425, an increase of 334
percent (Joint Ex.1, Stipulation Exhibit 1, Schedule A-1).

V. Rate Desf¢n

The Stipulation left the issue of rate design unresolved. VEDO has proposed a
residential rate design that reflects gradual movement toward a straight fixed variable
(SFV} rate design over a period of two rate case cycles. Because this two-step approach



07-1080-GA-AIR et al. 4^-

would include a volumetric component in rates, the Company also proposes a transltional
decoupling rider (SRR-B) which would recover the difference between the actual revenues
collected under the proposed rates and the stipulated revenue requirement in this case
(Co. Ex. 9b at 3-5).

According to VEDO, the evidence demonstrates that a rate design that recovers the
fixed costs of providing distribution service through the customer charge is warranted,
based on the goal of setting rates based upon the cost of providing service (Co. Ex. 9b at 5;
Staff Ex. 3 at 8-9). VEDO notes that OCC's witness Coulton agreed that a basic principle of
ratemaking is that rates should reflect costs and that one set of customers should not be
charged for costs that a different set of customers caused a utility to incur (OCC Ex. 2 at
21-22). VEDO also contends that the record shows that a rate design that collects fixed
costs through a volumetric charge provides customers with a mtsleading price signal
about costs that can be avoided by reducing consumption (Co. Ex. 9b at 5, 8; Staff Ex. $ at
4-5).

VEDO argues that, based on these traditional ratemaking principles, its proposai to
establish a residential rate design based on implementation of full SFV has compelling
advantages over any other proposal. VEDO notes that, if the Commission were to adopt a
two-stage transition to a full SFV without the proposed decoupling rider, the rates at the
stipulated revenue level would be an average year-round customer charge of $16.04, with
a volumetric charge that would produce the remainder of the residential revenue
requirement in the first year, and an average year-round full SFV rate of $18.37, with no
volumetric charge, in the second year (Co. Ex. 9b at 11-13; Tr. VIII at 11).

OCC and OPAE argue that a decoupling mechanism with a low customer charge
accomplishes the same goal and is superior to the SFV rate dcsign because it sends
appropriate price signals and allows customers to have better control over their gas bills.

OCC and OPAE claim that a decoupling mechattism would retain the current lower fixed
monthly charge of $7.00; in contrast, OCC and OPAE claim that customers would not
understand a structure based upon two seasonal charges, as proposed by the Company.
OCC and OPAE believe that a decoupling mechanism such as the mechanism approved
by the Commission in Case No. 05-1444-GA-tJNC would protect VEl7O from any decline
in average use that was not weather-related, Moreover, OCC and OPAE contend that a
traditional decoupling mechanism is saperior to SFV because it is symmetrical and
provides equal protection from changing sales volumes to both customers and the
Company.

CCC and OPAE also claim that the SFV rate design sends the wrong price signal to
consumers by telling customers that It does not matter how much they consume; their gas
distribution bill will be relatively the same. OCC and OPAE claim that the SFV design
does not encourage conservation because it reduces the volumetric rate while increasing
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the fixed customer charge. OCC and OPAE allege that the SFV rate design would
lengthen the payback for energy efficiency investments because,a greater portion of the
bill will be recovered through the fixed customer charge and a smaller portion of the bill
through the volurnetric charge. OCC notes that Staff witness Putcan testifled that charging
a volumetric rate to recover fixed costs provides an artificial price signal (Tr. V[ at 27-28),
but OCC claims that, if the goal is to achieve maximum conservation, then the best price
signal is one that includes the largest volumetric charge and the lowest fixed charge.

OCC and OPAE also claim that the adverse impacts of the SFV rate design on low-
usagc customers are also harmful to low-income customers because it requires them to
pay more to subsidize high-volume user's, OCC and OPAE cite to the testimony of OCC
witness Coulton for the proposition tlwt an SFV ratc design has the effect of
disproportionately increasing bills to low-income customers (CCC Ex. 2 at 31). OCC and
OPAE argue that VEDO and Staff improperly assume the 9FV rate design to be beneficial
to low-income customers who are not on PIPP. OCC and OPAE rely upon the testimony
of OCC witness Coulton, who testified that the average energy use of PIPP customers is
higher than the average energy use of PIPP customers plus non-PIPP low-income
customers. OC.'C and OPAE claim that this demonstmtes that low-income customers are
not high energy users (OCC Ex. 2 at 27).

OCC and OPAE argue that the PIPP population is not an appropriate surrogate for
the entire low-income population because of the basic nature of the PIPP program whfch
requires a household to pay a percentage of its income to the utility in order to maintain
service. As a result, the PIPP program excludes a substantial number of households that
have lower energy bills but. are still low-income customers (OCC Ex. 2 at 27). Instead,
OCC and OPAE rely upon the testimony of OCC witness Coulton, who claimed that lower
income households use less natural gas than higher income households (OCC Ex. 2 at 30).

Further, OCC and OPAE claim that the Company and Staff proposals related to the
customer charge violate the doctrine of gradualism. OCC notes that the Staff does not rely
upon any formula or overriding principle when applying gradualism (Tr. Vi at 36). OCC
fauIts Staff for not providing a more transparent explanation for its support of the SPV rate
design. OCC believes that a more gradual introduction of SFV Is needed in order to lessen
the impact on customers.

Finally, OCC and OPAE claim that the SFV rate design contradicts Ohio law. OCC
and OPAE allege that the SFV rate design does not promote customer efforts to engage in
the conservation of natural gas and instead encourages the increased usage of natural gas
because the SBV rate design reduces costs for high-use customers (OCC Ex. 3 at 21). Thus,
OCC and OPAE claim that the SFV rate design violates the state policy codified in Section
4929.02(A)(4), Revised Code,
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VEDO responded to three issues raised by OCC: the price signal and its effect on
conservation, the impact on low-income customers, and gradualism. With respect to price
signals and their impacts on conservation, VEDO contends that conservation will reduce
only the customer's commodity cost and that an appropriate and faiz rate design will
reflect precisely that and wi1( permit a customer to make investment decision on a valid
economic analysis. VEDO cites to the testimony of Staff witness Puican, who stated that

Customers will always achieve the full value of the gas cost
savings regardless of. the distribution rate. ... Artificially
inflating the volumetric rate beyond its cost basis skews the
analysis and will cause over-investment in conservation ...
wluch exacerbates the under-recovery of fixed costs that the
utility must then recover from all other customers.

(Staff Ex. 3 at 3.)

VEDO also alleges that OCC and OPAfi incorrectly argue that the interests of low-
income customers must prevail in any conflict over rates among residential customers. In
addition, VEDO claims that the evidence shows that a fully implemented SFV rate design
benefits low-income customers and that the OCC and OPAE position will cause low-
income customers to have higher bills (Co. Ex. 8a at 12-16). The Company notes that,
although OCC's witness did testify that an SFV rate design would adversely impact low-
income customers, the record demonstrates that the witness based his testimony on
unreliable data (Co. Ex. 8a at 11). Instead, VEDO argues that it prepared a study
demonstrating that PIPP customers, on average, use more gas than the average of all
residential customers (Co. Ex. Ba at 17). Further, the Company notes that Staff witness
Puican agreed that the usage data of PIPP customers was the best available proxy for all
low-income customers (Staff Ex. 3 at 7; Tr. VI at 35). Moreover, the Company presented,
on relmttal, a study that the Company claims directly rebutted OCC's witness and
demonstrated that low-income customers in VED(Ys service area consume, on average,
more natural gas annuaAy than all but the highest income residential customers in its
service area (Co, Ex. Sa at 12-14).

With respect to OC.'C's arguments concerning gradualism, VEDO notes that the
stipulated revenue increase in this case for residential custotnexs is only 4.42 percent. The
Company contends that, because the Commission has held that gradualism must be
considered in reviewing the overall increase rather than a specific component such as the
customer charge, an overall increase of less than five percent does not violate the principle
of gradualism. In re Vectren Energy Delivery of Ohio, Inc., Case No. 04-571-C,A-AIA, Entry
on Rehearing Qune 8, 2005) at 5.

Staff argaes that the record in this case demonstrates that the SFV rates are
reasonable, understandable, and send the proper price signal to customers. Staff contends



07-1080-GA-AIRet al. -11-

that the SFV rates follow cost-causation principles and reduce a subsidy that exists under
current rates. Staff ciaims that the current rate design, which recovers moat of the
Company's fixed distribution costs through a rate that varies with usage, distributes more
of the fixed costs to higher users of natural gas. Staff claims that SFV rates more eveniy
distribute fixed costs by increasing the portion of those costs recovered through a fixed
rate component, thereby matching fixed and variable cost recovery with the costs actually
incurred (Staff Ex. 3 at 4-5).

Staff further argues. that the SFV rate design does not disproportionately impact
low-income customers because the rate effects of the 5FV rate design are not impacted by
the income of individual ratepayers. Further, Staff believes that the record shows that
many low-income customers would benefit from an SFV rate design. Staff contends that,
based upon the higher usage levels of PiPP customers, many of these customers wiil
benefit from the SFV approach (Staff Ex. 3 at 6-7).

Finally, Staff argues that the SFV rate design sends the appropriate price signal to
customers. Staff claims that including fixed costs in a variable rate distorts price signals..
Staff argues that, since 9FV rate design aiigns fixed costs with. fixed rate components and
variable costs with variable rate components, It provides better price sfgnals for customers'
investment decisions (Staff Ex. 3 at 4). Thus, Staff argues that, because the SFV rate design
provides better information and results in more informed consumer decisions, it is a
benefit, rather than a detriment, to consumers and conservation.

In three recent cases, the Comndssion has addressed the question of whether to
adopt a levelized rate design (i.e., SFV), which recovers most fixed costs through a flat
monthly charge, or a decoupling rider or sales reconciliation rider (SRR), which maintains
a lower customer charge and allows the utiiity to offset lower saies through an adjustable
rider, See In re Duke Energy Ohio, Inc., Case No. 07-589-GA-AIR et al., Opinion and Order
(May 28, 2008); In re The East Ohio Gas Company, dba Dominion East Ohio, Case No. 07-829-
GA-AIR, et al., Opinion and Order (October 15, 2008); In rr C41um8ia Gas of qhfo, Inc., Casa
No. 08-72-GA-AIR, Opinion and Order (December 3, 2110$). Consistent with our previous
decisions, and recognizing thet the stipulated rate of return includes a reduction to the
retum on equity to account for risk reduction associated w-ith rate design change, the
Commission finds, on balance, that a levelized rate design is preferable to a decoupling
rider. Both methods address revenue and earnings stability issues in that the fixed costs of
delivering gas to consumers wili be recovered, regardless of whether consumption is
reduced. Accordingly, both methods remove any disincentive to the utIIity to promote
conservation and energy efficiency. However, a levelized rate design has the added
benefit of producing more stable customer bilia throughout the year because fixed costs
will be recovered evenly throughout the year. In contrast, with the SRR proposed by OCC
and OPA$, consumers would pay a higher portion of their fixed costs during the heating
season when overall natural gas biIls are already at their highest, and rates would be less
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predictabte because they are subject to annual adjustments to recover lower-ttmn-expected
sales.

Moreover, the levelized rate design has the advantage of being easier for customers
to understand. Customers will see most of the costs that do not vary with usage recovered
through a flat monthty charge. As we noted in Duke and in. DEO, customers are
accustomed to fixed monthly bills for numerous other services, such as telephone, txash
collection, internet, and cable services, An SRR, on the other hand, is much more
complicated and difficult to explain to customers, It would be difficult for custamers to
understand why they would have to pay more. through a decoupling rider if they have
worked hard to reduce their ccrosumption; it may appear to customers that the utility is
penalizing customers for their conservation efforts.

Moreover, as we noted in DEU, the Comrnission believes that a levelized rate
design sends better price signals to consumers. The possible resportse of consumers to an
increase in the customer charge, i.e. dropping gas service entirely and switching to a
different fuel, is much less likely to occur than consumers changing their level of gas usage
in response to a change in the volumetric rate. When a utility is entitled to recover costs in
excess of its costs for providing the next increment of gas service, a more economicaIly
efficient rate design is one that recovers these additional costs largely through a change
that has little impact on consumer behavior.

Customers will not be misled into believing that reductions in consumption will
allow them to avoid the fixed costs of the distribution system, as feared by Staff.
However, the commodity portion of a customei s bill, the actual cost of gas the gas used,
will remain the biggest driver of the bill. In fact, commodity costs comprise 75 to s0
percent of the total bill (Tr. J1I at 68). Therefore, we believe that the gas usage will still
have the biggest influence on the price signals received by customers when making gas
consumption decisions and that customers will still receive the appropriate benefits of any
conservation efforts.

Additionally, the provision of $4 million in base rates for energy efficiency projects
under the stipulation and its cotrunitment for an additional $1 million through a
subsequent filing are critical to our decision in this case. The Commission has long
recognized that conservation and efficiency should be an integral part of natural gas
policy. To that end, the Comaussion has recognized that energy efficiency program
designs that are cost-effective, produce demonstrable benefits, and produce a reasonable
balance between reducing total costs and minimizing impacts on non-parhicipants are
consistent with Ohio's economic and energy poiicy objectives. In the 9tipulation, the
parties have agreed to fund energy efficiency programs for Iow-income customers as well
as to convene a collaborative to monitar the implementation of energy efficiency programs
approved as proposed in the application and to consider and make recommendations
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regarding additional program funding or possible reallocation of funding among
programs. We laud the parties for this agreement and we encourage VEDO to make cost-
effective weatherization and conservation programs available to all low-income
consumers and to ramp up such programs as rapidly as reasonably practicable.
Burthermore, we encourage the collaborative to address additional opportunities to
achieve energy efficiency improvements and to consider programs which are not limited
to low-income residential consumers. As part of its review, the collaborative should
develop energy efficiency program design alternatives and should coneider those
alternatives in a manner that strikes a balance between cost savings and any negative
ratepayer impacts. The energy efficiency programs should also consider how best to
achieve net total resource cost ancl societal benefits; how to minimize unneceseary and
undue ratepayer impacts; how process and impact evaluation will be conducted to ensure
that programs are implemented efficiently; how to capture what otherwise become lost
opportunities to achieve efficiency improvements in new buildings; how to mininize "free
ridership" and the perceived inequity resulting from the payment of incentives to those
who mightadopt efficiency measures without such incentives; and how to integrate gas
energy efficiency programs with other initiatives. The Commission directs that the
collaborative shall file a report within nine months of this order, identifying the economic
and achievable potential for energy efficient improvements and program designs to
implement further reasonable and prudent improvements in energy efficiency.

Moreover, the Commission notes that the evidence in the record of this case does
not support the conclusion that low-income customers are low-usage customers. VEDC.I
presented testimony using actual census data for its service area, demonatrating that low-
income customers In VEDO's service area consume, on average, more natural gas annually
than all but the highest income residential customers in its service area (Co. Ex. Sa at 12-
14). Further, it is undisputed that PIPP customers use more natural gas than the average
of all residential customers (Co. Ex. 8a at 17). Staff witness Puican recommended the use
of PIPP customers as the best available proxy for low-income customers (Staff Ex. 3 at 7;
Tr. VI at 35). Although OCCs witness Coulton testified that his analysis indicated that
low-income customers were also low-usage customers, Mr. Coulton based his analysis
upon monthly surveys conducted by the Census Bureau, using data which the Census
Bureau cautioned may be unreliable (Tr. V at 56-63; Co. Ex. 8a at 11); thus, Mr. Coulton's
testimony regarding whether low-income customers are also low-usage customers is of
little probative value in this proceeding. We find that the record demonstrates that low-
incorne customers, on average, would actually enjoy lower bills under the levelized rate
design.

We also find that the levelized rate design promotes the regulatory prirtciples of
providing a more equitable cost allocation among customers, regardless of usage. It fairly
apportions the fixed costs of service among all customers so that everyone pays the'u fair
share. Customers who use more energy for reasons beyond their control, such as
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abnormal weather, a large number of persons sharing a household, or older housing stock,
will no longer have to pay their own fair share plus part of someone else's fair share of the
costa.

Nonetheless, as we noted in Duke and DEO, we recognize that, with this change in
rate design, as with any change, there will be some customers who will be better off and
some customers who will be worse off, in comparison to the existing rate design. The
levelized rate design will impact low-usage customers more than high-usage customers,
since they have not been paying the entirety of their fixed costs under the existing rate
design. High-usage customers, who have been paying more than their share of the fixed
costs, will actually experience a reduction En their gas bills.

The Conunission is concerned, however, with the impact that the change in rate
structure will have on some VEDO customers who are low-income, low-usage customers,
The Commission believes that some relief is warranted for this class of cvstomers. In
previous cases, we approved a pilot program available to a specified number of eligible
customers, in order to provide incentives for low-income customers to conserve and to
avoid penalizing low-income customers who wish to stay off of programs such as PIPP.
We have emphasized that the implementation of the pilot program was important to our
decisions to adopt a Ievelized rate design in that case. Therefore, the Commission finds
that VEDO should likewise implement a one-year, low-income, pilot program aimed at
helping low-income, low-usage customers pay their bills.

As in the prior cases, the customers in the low-income, pilot program shall be non-
PIPP, low-usage customers, verified at or below 175 percent of the poverty level. VfillCYs
program should provide a four-dollar, monthly discount to cushion much of the impact on
qualifying customers. Tfus pilot program should be made avallable for one year to the
first 5,000 eligible customers. VEDO, in consultation with staff and the parties, shall
establish eligibility qualifications for this program by first detemtining and setting the
maximum low-usage volume projected to result in the inclusion of 5,000 low-income
customers who are determined to be at or below 175 percent of the poverty level. The
Commission esapects that VEDO will promote this program such that, to th2 fullest extent
practicable, the program is fully enrolled with 5,000 customers. pollowing the end of the
pilot program, the Commission will evaluate the program for its effectiveness in
addressing our concerns relative, to the impact on low-usage, Iow-income customers.

Having decided that the Commission will approve a levelized rate design rather
than an SRR, we will address whether to adopt a partial SPV, which includes a volumetzic
component, or to move directty to a full tevelized rate design. According to the evidence
in the record, a residential customer charge of $18.37 would produce the full residential
revenue requirement stipulated to by the Signatory Parties (Tr. VllI at 11-12). The fixed
rate of $18.37 would allow the Comrnission to completely eliminate the volumetric charge
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for distribution service, which would eliminate the collection of any fixed distribution
costs through the volumetric rate. However, as we have noted in other recent decisions,
the Commission is sensitive to the impact of any rate increase on customers, especially
during these tough economic times. We note that we have previously approved a sales
decoupling mechanism for VEDO in Case No. 05-1444-CA-UNC, which represented an
initial step in transitioning VEDO away from traditional rate design and included efforts
toward conservation. We believe that a gradual move to the SFV rate design wIIl continue
our effort to help to correct the traditional design inequities while mitigating the impact of
the new rates on customers by maintaining a volumetric comportent to the rates for the
first year.

We recognize that VEDO proposed that the residential customer charge be set at
$10.00 per month during the summer months of the first year and at $16.75 per month
during the winter months of the fizst year. (Tr. III at 11.) We do not believe that a seasonal
difference is appropriate, especially in light of the increased rates that such an approach
would cause during the time ot year when bills are otherwise the highest. However, we
are wifling to use the average of those two figures as the customer charge during the first
year following this issuance of this opinion and order. Therefore, the cuatomer charge
during the first year will be set at $13.37 per montk with a volumetric rate to allow VEDO
to collect the authorized revenue requirement. After the first year, the customer charge
will adjust to the full $18.37 per month, with no volumetric rate.

V. Tariffs

As part of its investigation in this rrmatter, Staff reviewed the various rates, charges,
and provisions goveming terms and conditions of service set out in VED(Ys proposed
tariffs. Further, revised tariffs which comply with the Stipulation were submitted by the
Signatory Parties Qoint Ex. 1, Stipulation Exhibit 2). Upon review, the Cammission finds
VEDO's proposed tariffs reasonable, except for the phase-in of the SFV rate design that is
required by this opinion and order. Therefore, VEDO shall file proposed tariff pages in
compliance with this opinion and order, for Commission approval, reflecting rates that
will result in collection of the authorized revenue requirement.

VI. OtherIssues

OCC and OPAE argue that VEDO failed to provide adequate notice to customers of
the proposed second-stage SFV rates, as required by Sections 4909.18(E), 4909.19, and
4909.43(13), Revised Code. Specifically, OCC and OPAE allege that VEDO's notice of intent
(PFN) filed under Section 4909.43, Revised Code, is inadequate because VEDO's second
stage rates for certain customers do not match the rates in VEDO's applieation. OCC and
OFAE also claim that VEDO's published notice is defective because it did not include the
second-stage rates for certain residential customers.



07-1080-GA-AIRet al. -16-

VEDO argues that OCC and OPAE have not demonstrated that the PFN lacks .
substantial compliance with the requirements of Section 4904,43, Revised Code. VEDO
further claims that OCC and OPAB lack standing to raise issues regarding the sufficiency
of the PFN, which is required by statute to be served upon municipatities in the utility's
service area; VEDO believes that only these municipalities would have standing to raise
claims regarding the PFN. Finally, VEDO argues that OCC and OPAE have not
demonstrated any harm to residential customers resulting from the differences rates in the
published notice and VEDO's application and that OCC and OPAE have cited to no
authority ttwt these differences warrant a new notice and new hearing.

Staff also claims that OCC and OPAE lack standing to raise claims regarding the
adequacy of the notice contained in the PFN. Staff further argues that VEDO substantially
complied with the letter and spirit of Section 4909.43, Revised Code, in its PFN; Staff
claims that the differences in the volumetric rates in the PFN and the volumetric rates in
the VEDCYs application amount to $0.21 per year for a residentiai cnstomer using 1000 Ccf
per year and that these differences are so negligible as to be meaningless from a
customer's perspective.

The Commission notes that the Supreme Court has hcld that the published notice
must include the "substance" of the application which the Court defined as "the essential
nature or quality" of the proposal, Comtrtittee against MRT v. Pub. Util. Comm, (1977), 32
Ohio St. 2d 231, 233. The Court later expanded upon its decision in MRT, stating that:

The notice requirement of the statute as discussed by this court
in MRT ... is not an unreasonable one. It requires only that the
notice state the reasonable substance of the proposal so that
consumers can determine whether to inquire further as to the
proposal or Intervene in the rate case.

Ohio Assoa'afion of Realfors v, Pub. UHI. Comm. (1979), 60 Ohio St. 2d 172,176.

The notices at issue in this proceeding stated the reasonable substance of VEDO's
proposal and provided sufficient information for consumers to determine whether to
inquire further into the proposal or intervene in the case. As the Staff points out, the
differences in the PFN and the apphcation are negligible. Further, the published notice
provided sufficient information to consumers to understand that VEDO had proposed a
new rate design along with its proposed increase in rates so that consumers could
determine whether to inquire further into the case or to intervene. Accordingly, the
Commission finds that the notices at issue substantially comply with the applicable
statutes.
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FINDINGS OF FACT:

(1) On November 20, 2007, VEDO filed applications for an increase
in gas distribution rates and for approval of an alternative rate
plan.

(2) A technical conference regarding VEDO's applications was
held on February 5, 2008.

(3) On May 23, 2008, VEDO filed an application for continued
accounting authority to defer differences between actual base
revenues and conuniasion approved base revenues, as
previously granted by the Conunission.

(4) A written report of the staff's investigation was filed on June
16, 2008. Objections to the Staff Report were timely filed by
VEDO, OCC, Honda, OPAE, and OEC. Motions to intervene
were filed by OCC, Honda, OPAB, OEC,IGS, and Stand.

(5) lnterventicm was granted to OCC, Honda, OPAF, OEC, IG9,
and Stand by the attorney examiner on August 1, 2008.

(8)

On July 18, 2008, a prehearing conference was held.

Local public hearings were held on September 3, 2008, in
Sidney, Ohio; on September 4, 2008, in Dayton, Ohio; and on
September g, 2008, in Washington Court House, Ohio.

Notice of the local public hearings was published in accordance
with Section 4903.083, Revised Code.

(9) The evidentiary hearing was cornmenced on August 19, 2008
and continued on August 20 through August 25, 2008, August
27, 2008, August 28, 2008, September 2 2008, September 9,
2008, and September 15, 2008,

(10) On September 8, 2008, a Stipulation was filed on behalf of
VEDO, OCC, OPAE, and Staff.

(11) The Signatory Parties stipulated to a net operating income of
$11,270,763 for the test year ending May 31, 2008.

(12) Income of $11,270,763 represents a 4.80 percent rate of return
on the stipulated rate base of $234,839,282.
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(13) The stipulated grass annual revenue to which VFiDO is entitled
for purposes of this proceeding is $456,791,425. The Signatctty
Parties stipulated to a gross revenue increase of $14,779,153
which should produce a net operating income of $20,877,212.
A net operating income of $20,877,212 represents a rate of
return of 8.89 percent on a rate base of $234,839,282.

(14) A rate of return of 8.89 percent is fair and reasonable under the
circumstances presented by thfs case and is sufficient to
provide the Company with just and reasonable compensation
and return on the value of its property used and useful in
furnishing the service described in the application

(15) The Stipulation was the product of bargaining among
knowledgeable parties, benefits ratepayers and the public
interest, and does not violate any important regulatory
principles or practices. The Stipulation is reasonable and
should be adopted.

CONCLUSIONS OF LAW:

(1)

(2)

VEDO's applications were filed pursuant to, and this.
Commission has jurisdiction over the applications under, the
provisions of Sections 4909.17, 4909.18, 4909.19, 4929.05, and
4929.11, Revised Code. The application complies with the
requirements of those statutes.

A staff investigation was conducted and a report duly filed and
mailed, and public hearings held herein, the written notice of
which complied with the reqtlirementa of Sections 4909.19 and
4903.083, Revised Code.

(3) The ultimate issue for the Conunission s consideration is
whether the agreement, which embodies considerable time and
effort by the signatory parties, is reasonable and should be
adopted. Imconsidering the reasonableness of the stipulation,
the Commission has used the foltowing criteria:

Is the settlement a product of serious bargaining
among capable, knowledgeable parties?

Does the settlement, as a package, benefit
ratepayers and the public interest?
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Does the settlement package violate any
important regulatory principle or practice?

(4) A rate of return of 4.80 percent does not provide VEDO with
reasonable compensation and return on its property used and
useful in the rendition of natural gas services.

(5) It is reasonabl.e and in the public interest to transition, over a
phase-in period, to an SFV rate design, as set forth in this
opinion and order.

ORDER:

It is, therefore,

ORDERED, That the Stipulation filed on September 8, 2008, be approved. It is,
further,

ORDERED, That VEDO comply with all of the requ'uements and obligations stated
in the Stipulation It is, further,

ORDERED, That the application of VEDO for authority to increase it9 rates and
charges for service be granted to the extent provided in this opinion and order. It is,
further,

ORDERED, that VEDO implement a one-year, Iow-income, pilot program
consistent with this opinion and order. It is, further,

ORDERED, That VEDO shall file, for Connnission approval, proposed tariffs
consistent with this opinion and order. It is, further,
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ORDERED, That a copy of this opinion and order be served on all parties of record.

THE PUBLICA3'iII.TTIES COMMISSION OF OHIO

Paul A. Centolella

a
"' Y.Valerie A ,emmie

GAP/vrm

Entered in the Journal

_ JAN 0. 7 2008

1164 %4,4
Cheryl L. Roberto

Rene6 J. Jenkins
Secretary



BEFORE

THE PUBLIC UTILITIES COMMTSSION OF OHIO

In the Matter of the Application of Vectren
Energy Delivery of Ohio, Inc., for Authority to )
Amend its Filed Tariffs to Increase the Rates ) Case No. 07-1080-GA-AIR
and Charges for Gas Services and Related
Matters. )

In the Matter of the Application of Vectren }
Energy Delivery of Ohio, Inc„ for Approval of
an Alternative Rate Plan for a Distribution
Replacement Rider to Recover the Costs of a
Program for the Accelerated Replacement of
Cast Iron Mains and Bare Sbeel Maine and
Service Lines, a Sales Reconcillation Rider to
Collect Differences between Actual and
Approved Revenues, and Inclusion in
Operating Expenses of the Costs of Certain

Reliability Programs.

Case No. 07-1061-GA-ALT

ENTRY ON .REHBARING

The Commission finds:

(1) Vectren Energy Delivery of Ohio, Inc., (VEDO) is a natural gas
company as defined in Section 4905.03(A)(6), Revised Code, and
a public utility as defined in Bettzon 4905.02, Revised Code. As
such, VEDO % subject to the jurisdiction of the Public Utilities
Commission in accordance with Sections 4905.04 and 4905.05,
Revised Code.

(2) On November 20, 2007, VEDO fiied applications for an increase
in gas distribution rates and for approval of an alternative rate
plan.

(3) On January 7, 2009, the Coinmission issued its Opinion and
Order in these proceedings.

(4) Section 4903.10, Revised Code, states that any party to a
Commission proceeding may apply for rehearing with respect
to any matters detennined by the Commission, within 30 days
of the entry of the order upon the Commission's journal.

Thi¢ is to certify that the imagea appeariag.are an
accurate anclcom8lete reBroductioa of a case file
document delivered in the segular course of swaa.

m nate rroceaeeameehnioiazL. t3z
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(5) On February 6, 2009, the Ohio Consumers' Counsel filed an
application for rehearing alleging that the Opinion and Order in
this case was unreasonable and unlawful on the following
grounds.

(a) The Conunission erred by approving a rate design
that includes an increase to the monthly residential
customer charge without providing consumers
adequate notice of the straight fixed variable (SFV)
rate design pursuant to Sections 4909.18 and
4909.19, Revised Code.

(b) The Convnission erred by failing to provide
adequate notice of the second stage rate increases to
the customers of VEDO, violating customers' due
process rights under the Fourteenth Aniendment o
the Constitution.

(c) The Com.mission erred when it failed to comply
with the requirements of Section 4903.09, Revised
Code, and provide specific findings of fact and
written opinions that were supported by record
evidence.

(d) The Commission erred by approving an SFV rate
design that discourages customer conservation
efforts in violation of Sections 4929.05 and 4905:70>
Revised Code.

(e) The Comntission erred by approving a rate design
that unreasonabty violates prior Coinmission
precedent and policy.

The Commission erred by imposing the SFV rate
design against the manifest weight of the evidence
resulting in unjust and unreasonable rates in
violation of Section 49D9.18 and 4905.22, Revised
Code.

(6) On February 13, 2009, VEDO filed a memorandum contra
OCC's application for rehearing.
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(7) The Commission grants OCC'a application for rehearing. We
believe that sufficient reason has been set"forth by OCC to
warrant further consideration of the matters specified in the
applications for rehearing.

It is, therefore,

ORDERED, That the application for rehearing filed by the OC'C be granted for
further consideration of the matters specified in the applications for rehearing. It is,
further,

ORDERED, That a copy of this Entry on Rehearing be served upon all parties of
record.

Alan R. Schriber, Chairman

Paul A. Centolella

/f '!t
Valerie A. Lemxiiie

GAP:ct

Entered in the Joumal

N1AR 0 4 2009

M'X^ & ^-,

^^^ -/2o,^74
Cheryl L. Roberto

ReneA. J. Jenkins
Secretary



BEFORE

THE PUBLIC UITLITIES COMMLc.4ION OF OHIO

In the Matter of the Application of Columbia
Gas of Ohio, Inc., for Authority to Amend
Filed Tariffs to Increase the Rates and
Charges for Gas Distribution Service.

In the Matter of the Application of Columbia
Gas of Ohio, Inc., for Approval of an
Altemative Form of Regulation and for a
Change in its Rates and Charges.

In the Matter of the Application of Columbia
Gas of Ohio, Inc., for Approval to Change
Accounting Methods.

Case No. 08-72-GA-AIR

Case No. 08-73-GA-ALT

Case No. 08-74-GA-AAM

In the Matter of the Application of Columbia
Gas of Ohio, Inc., for Autharity to Revise its
Depreciation Accrual Rates.

Case No. 08-75-GA-AAM

OPINION AND ORDER

The Commission, considering the above-entitled applications, the testimony, the
applicable law, the proposed sttpulation;, and other evidence of record, and being
otherwise fully advised, hereby issues its opinion and order,

APPEARANCES:

Stephen B. Seiple, Daniel A, Creekmur, Mark R. Kempic, and Kenneth W.
Chrisman, 200 Civic Center Drive, P. O. Box 117, Columbus, Ohio 43216-0117, and
Carpenter Lipps & Leland LLP, by Angela M. Paul Wldtfield, Thomas R. Bricker, and
David J. Leland, 280 North High Street, Suite 1300, Columbus, Ohio 43215, on behalf of
Columbia Gas of Ohio, Inc.

Sheryl Creed Maxfield, First Assistant Attomey General of the State of Ohio, by
Duane W. Luckey, Section Chief, and Anne L. Hammerstein and Sarah J. Parrot, Assistant
Attomeys General, 180 East Broad Street, Columbus, Ohio 43215-3793, on behalf of the
staff of the Public Utilities Commission of Ohio.

)anine L. Migden-Ostrander, Ohio Consumers' Counsel, by Larry S. Sauer, Joseph
P. Serio, and Michael E. Idzkowski, Assistant Consumers' Counsel, 10 West Broad Street,

.. .... ,. os.

'ipcbnic4.:za^.(^..----^•`a
E'zvueacc.l_.^^
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Columbus, Ohio 43215-3485, on behalf of the residential utility consumers of Columbia
Gas of Ohio, Inc,

Boehni, Kurtz, and Lowery, by David F. Boehm and Michael L. Kurtc, 36 East
Seventh Street, Suite 1510, Cincinnati, Obio 45202, on behalf of the Ohfo Energy Group.

Ohio State Legal Services Associatfon, by Michael R. Smalz and Joseph V.
Maskovyak, 555 Buttles Avenue, Columbus, Ohio 43215-1137, on behalf of Appalachian
People's Actfon CoaIifion.

John M. Dosker, 1077 Celestial Street, Suite 110, Cincinnatf, Ohio 45202-1629, on
behalf of Stand Energy Corporation.

Chester, Wilcox & Saxbe, LLP, by John W. Bentine and Mark S. Yurick, 65 East State
Street, Suite 1000, Columbus, Ohio 43215-4213, on behalf of Knox Energy Cooperative
Association, Inc.

Colleen L. Mooney and David C. Reinbolt, 231 West Lima Street, P.O. Box 1793,
Findlay, Ohio 45839-1793, on behalf of Ohio Partners for Affordable Energy.

Bell & Royer Co., LPA, by Barth E. Royer, 33 South Grant Avenue, Columbus, Ohio
43215-3927, on behalf of Dominion Retail, Inc.

Vorys, Satei, Seymour & Pease, LLP, by M. Howard Petricoff and Stephen M,
Howard, 52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of Ohio Gas Marketers
Group.

Vorys, Sater, Seymour & Pease, LLP, by WiIliam S. Newcomb, Jr., 52 East Gay
Street, Columbus, Ohio 43216-1008, on behalf of North Coast Transmission. Company,
LLC.

Vorys, Sater, Seymour & Pease, LLP; by W. Jonathan Airey and Gregory D. Russell,
52 East Gay Street, Columbus, Ohio 43216-1008, on behalf of Honda of America Mfg., Inc.

Leslie A. Kovacik and Kerry Bruce, 420 Madison Avenue, Suite 100, Toledo, Ohio
43604-1219, counsel for the City of Toledo; Lance M. Keiffer, Assistant Prosecuting
Attorney, 711 Adanis Street, Toledo, Ohio 43624-1580, counsel for Lucas County; Sheilah
H. McAdams, Marsh & McAdams, 204 West Wayne Street, Maumee, Ohio 43537, Law
Director for the City of Maumee; Brian J. Ballenger, Ballenger & Moore, 3401 Woodville
Road, Suite C, Toledo, Ohio 43619, Law Director for the City of Norwood7 Paul S.
Goldberg, 6800 West Central Avenue, Toledo, Ohio 43617-1135, Law Director for the City
of Oregon; James F. Moan, 4930 HollandSylvania Road, Sylvania, Ohio 43560, Law
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Director for the City of Sylvania; Peter D. Gwyn, 110 West Second Street, Perrysburg, Ohio
43551, Law Director for the City of Perrysburg; Paul Skaff, Leatherman, Witzder, Dombey
& Hart, 353 Elm Street, Perrysburg, Ohio 43551, Solicitor for the Viilage of Holland; and
Thomas R. Hays, 3315 Centennial Road, Sylvania, Ohio 43560, Solicitor for Lake
Township, on behalf of the Northwest Ohio Aggregation Coalition.

Iarry Gearhardt, 280 North High Street, P.O. Box 182383, Columbus, Ohio 43218-
2383, on behalf of the Ohio Farm Bureau Federation.

OPTNION:

1. HISTORY OF THE PROCEEDINGS:

The applicant, Columbia Gas of Ohio, Inc. (Columbia, applicant, or company), is a
natural gas company as defined by Section 4905.03(A)(6), Revised Code, and a public
utility as defined by Section 4905.02, Revised Code. Columbia, a subsidiary of NiSource
lnc., is the largest local gas distribution company in Ohio and serves approximately 1.4
million customers in 60 of Ohio's 88 counties (Staff Ex. 1, at 1). Applicant's current base
rates were established by the Commission in Case No. 94-987-GA-AIR (September 29,
1994).

On February 1, 2008, Columbia filed and served its notice of intent to file an
application to increase its rates for gas distribution service in its eatire service area and of
its intent to xequest authority to implement an alternative rate plan. This notice is required
by Section 4909.43(B), Revised Code, and Rule 4901-7-01, Oldo Adniinistrative Code
(O.A.C.). As part of its prefiling notification, the company requested that the 12 months
ending September 30, 2008, be established at the test period and that December 31, 2007,
be fixed as the date certain. Columbia also requested waiver of certaht of the Standard
Filing Requirements contained in Rule 4901-7-01, O.A.C. By entry dated February 27,
2008, the Commission approved the proposed test period and date certain. The
Commission also granted Columbia's request to waive certain of the standard ffling
requirements for various financial and informational data.

On March 3, 2008, Columbia filed applications for approval of an increase in gas
distribution rates (08-72), for approval of an alternative rate plan for its gas distribution
service (08-73), for approval of an application to modify certain accounting meflwds (08-
74), and for authority to revise its depreciation accruaf rates (08-75). Columbia requested a
rate Increase of $87,805,000. By entry dated April 16, 200B, the Commission accepted for
fiiing the company's application to increase rates as of March 3, 2008, ordered publication
of the legal notice of the filing of the application, and approved Blue Ridge Consulting
Services, Inc. (Blue Ridge) to assist the staff in its audit and review of the company's
applicaticros. The publication of legal notice of the filing of the applicaticm, as required by
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Section 4909.19, Revised Code, was perfonned (see entries dated July 2, and 23, Z008, and
Columbia Ex, 2),

The Conunission granted motions to intervene filed by the following: Ohio
Consumers' Counsel (OCC), Ohio Energy Group, Appalachian People's Action Coalition,
Stand Energy Corporation, Knox Energy Cooperative Association, Inc., Ohio Partners for
Affordable Energy (OPAE), Dominion Retail, Inc., Ohio Gas Marketers Group, North
Coast 'I'ransmission Company, LLC., Honda of America Mfg., Inc., the Northwest Ohio
Aggregation Coalition, and the Ohio Farm Bureau Federation. Intervention was also
granted to Industrial Energy Users-01-do (IEU-Ohio). On October 22, 2008, IEU-Oldo filed
notice of its intent to withdraw from the cases. Withdrawal shall be granted.

In accordance with the provisions of Sectiori 4909.19, Revised Code, the
Commission's staff, with the assistance of Blue Ridge, conducted an investigation of the
matters set forth in Columbia's applications in 08-72, 08-73, 08-74, and 08-75. The staff
filed its written report of investigation on August 21, 2008. On the same day, Blue Ridge
filed, under seal, its Report on Conelusions and Reconunendations on the Financiai Audit
of Columbia. Blue Ridge also filed a redacted version of its report in the public record.
Pursuant to Section 4909.19, Revised Code, objections to the staff report are to be filed
within 30 days of the filing of the report. Objections were timely filed on September 22,
2008, by Columbia; the Oldo Gas Marketers' Group; the office of the Ohio Consumers'
Counsel; Honda of America Mfg., Inc.; Knox Energy Cooperative Association, Inc.; and
jointly by Appalachian Peoples Action Coalition and Ohio Partners for Affordable Energy.
On September 26, 2008, objections were filed out of tiwe by Stand Energy Corporation.
The late filed objections will not be considered in these cases. Pursuant to entry issued
August 28, 2008, a prehearing conference was held on September 25, 2008.

By entry issued October 10, 2008, local public hearings were scheduled in the
following cities; Salem, Springfield, Mansfield, Columbus, Athens, Toledo, Parma, and
Lorain. The local public hearings commenced on October 28 and concluded on November
13, 2008. The entry dated October 10, 2008, required that Columbia publish notice of the
local public hearings in newspapers of general circulation In the affected service territory
once each week for two consectttive weeks prior to the scheduled date of the first loral
hearing. On November 21, 2008, Columbia filed the proofs of publication of the notice of
the local public hearings. Columbia noted in its filing that the Perry County 1Yi6une only
published the prescribed notice once. Columbia requests that, due to the small number of
Columbia customers in Perry County (4,80Q), the fact that the Perry County Tribune did
correctly publish the notice one time, and because the notice was correctly published in
adjacent counties by newspapers with subscribers in Perry County, the Commission find
that the publication for Perry County was in substantial compliance with the publication
requirement. Section 4905.09, Revised Code, provides in relevant part that substantial
compliance with the requirements of Chapter 4903, Revised Code (publication of notice of
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the local public hearings is required by Section 4903.083, Revised Code), is sufficient to
give effect to the acts of the Commission. There was no opposition to Columbia's request.
The Commission finds that there was subetantial compliance with the publication
requirement for Perry County.

By entry dated August 28, 2008, the Conunission scheduled the evidentiary hearing
to coexunence on October 14, 2008. On October 10, 2008, Columbia filed a notice in the case
that it had reached an agreement in principle with several parties on many of the major
issues in the case. At the commencement of the hearing on October 14, 2008, the attorney
examiner took note of Columbia's filed notice, and continued the hearing to allow the
parties additional time to resolve the issues. A joint stipulation and recommendation
(stipulation, Joint Exhibit 1) was filed on October 24, 2008. The stipulation was signed by
Columbia; Commission staff, OCC, Ohio Energy Group, Knox Energy Cooperative
Association, OPAE, Ohio Gas Marketers Group, Honda of America Mfg., and the Ohio
Farm Bureau Federation, The remaining parties do not oppose the sflpulation (Staff Ex. 13
at 2; Columbia Ex. 34 at 6).

Il. SUMMARY OF THE EVIDENCE AND DISCUSSION:

A. Summarygf the Local Public Hearings

Eight local public hearings were held in order to allow Columbia's customers the
opportunity to express their opinions regarding the issues in these proceedings. Forty-two
persons testified at the local public hearings. Fifteen persons opposed the proposed
increase. Some opposed the increase because they are ox represent senior citiiens or they
are currently on low incomes. Others did not approve of Columbia's proposed straight
fixed variable rate design and others did not approve of Columbia's plan to take over
repair of risers and service lines. Three witnesses provided cornments unrelated to tite
issues in the case.

Twenty-four witnesses spoke in favor of Columbia or its applications. Several
witnesses representing agencies or companies related to economic development spoke in
favor of Columbia's application because it will result in replacement of aging
infrastructure and/or the related construction projects will create jobs. Others supported
Columbia because of the funding to be made available to custotners who need help paying
their biIls. Approximately 11 witnesses who testified In favor mentioned Columbia s
WarmChoice program and or Columbia s provision of funding for demand-side
management and energy efficiency programs, while a couple mentioned that, if the
stipulation is approved, Columbia's shareholders wiIl provide funds to those in need. One
witness testified that Columbia provides volunteers to.assist in its projects.
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The Commission is pleased that Columbia appears to be a good corporate citizen in
the communities that it serves. The Commission also recognizes that Columbia
shareholders and workers apparently do contribute financial resources and volunteers to
worthwhile community projects. For example, as will be discussed below, Columbia
intends for its shareholders to provide $1.85 million to fund low-income assistance
programs from 2008 through 2013 and up to $1.15 million to support a monthly customer
charge credit program to nriiigate the impact of Columbia's new rate design program
upon low-use, low-income customers. On the other hand, pursuant to the terms of the
stipulation, Columbia s customers will be providing $7.1 million to continue to finance
what has been referred to as Columbia's WarmChoice weatherization program and
approximately $8.3 miIlion per year for Columbia's proposed demand-side management
and energy efficiency programs. While the Commission is pleased that Columbia is
helping to manage such projects, the Commission would note that some of the assistance
projects mentioned by witnesses are funded directly by ratepayers. Columbia has an
obligation to ensure that agencies and individuals benefitting from such projects know the
correct source of funds for the projects.

B. Summary of the Proposed Stipulation

As noted above, certain of the parties (stipulating parties) entered into a stipulation
that was filed on October 24, 2008. The only isspes not resolved in the stipulation are the
rate design issues associated with the Small General Service C1ass, whi.ch will be discussed
below. Pursuant to the stipulation, the stlpulating parties agree; interalitt, that:

(1) Columbia shalI receive a revenue increase of $47,143,100,
resulting in Columbia being entitled to collect total annual
revenues of $1,487,051,000.

(2) Columbia's base rates resulting from the stipulation will not
include any amount for gas storage carrying costs. After the
issuance of a Commfasion order adopting the stipulation,
Columbia will recover its actual gas stoiage carrying costs
through its gas cost recovery (GCR) mechanism, based upon
the process set forth within the stipulation. The stipulating
parties agree that the Comniission should:

(a) Remove the canying charges associated with
actual gas storage frombase rates;

(b) Permit Columbia to recover its actual gas storage
carrying costs tlirough its GCR mechanism;

(c) Approve the methodology for the calculation of
the storage carrying costs for inclusion in
Columbia's GCR filings. Some, but not all of the
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parties to the stipulation, support the
recommendation that carrying charges accrue at
an annual rate of 10.95 percent. This rate mey be
reviewed during the company's next GCR case in
which gas storage carrying costs are reviewed;
FPind that such an adjustment to Colwnbia's rates
is not an increase in base rates; and
Approve the recovery of such costs in Columbia's
annual GCR audit cases, provided that Columbia
files an application with the Comutission no later
than February 1, 2009, seeking approval for the
procurement of its commodity requirements
through an auction process in accordance with
the Conunission's Order in Case Nos, 04-221-GA-
GCR et al.

(3) After the issuance of a Comunission order adopting the
stipulation, Columbia wiIl recaver the PUCO and OCC
regulatory assessments through its GCR m.echanism. The
stipulating parties agree the Commission should:

(a) Approve this methodology for calculation of
regulatory assessments to be recovered through
the GC'R;

(b) Find such an adjustment to Coluwnbias rates not
an increase in base rates; and

(c) Approve the recovery of such costs In Calumbia's
next GCR filing following the Commission s
order in this proceeding.

(4) The value of all of Columbia's property used and useful for the
rendition of service to its customers, as of the approved date
certain of December 31, 2007, is $1,025,445,000.

(5) Columbia is entitled to an overall rate of return of 8.12 percent.
'The stipulating parties agree that the corresponding return on
equity is 10.39 percent. In agreeing upoit this return on equity,
the stipulating parties took into consideration the fact that
investors may perceive Columbia to be less risky because of the
alternative regulation provisions included in the stipulation
and because of the levelized rate design proposed by Columbia
and, accordingly, reduced Columbia's retvrn on equity by 25
basis points to reflect this reduced risk perception.
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(6) Columbia should be authorized t'o establish an Infrastruchtre
Replacement Program Rider ("Rider IRp"). Rider IRP will
provide for the recovery of costs incurred for:

(a) The future nWntenance, repair and replacement
of customer-owned service lines that have been
determined by Columbia to present an existing or
probable hazard to persons and property, and the
systematic replacement, ovex a period of
approximately three years, of certain risers prone
to failure if not properly assembled and installed.
The replacement of customer-owned service lines
and prone-to-failure risers was previously
approved by the Connnission in its opinion and
order dated April 9, 2008, in Case No. 07-478-GA-
UNC;

(b) The replacement of cast iron, wrought Iron,
unprotected coated steel, and bare steel pipe in
Columbia's distribution system, as well as
Columbia's replacement of company-owned and
customer-owned metallic service lines identified
by Columbia during the replacement of all the
above types of pipe (referred to as the Accelerated
Mains Replacement program or AMRP); and

(c) The installation, ovex approximately a five-year
period, of Automatic Meter Reading Devices
("AMRD") on all residential and commercial
meters served by Columbia.

Rider IRP shall be calculated using a rate of 10.95 percent
(which represents the stipulated rate of. return of 8.22 percent
plus a tax gross-up factor of 2:84 percent). The IRP shall be in
effect for the lesser of five years from the effective date of rates
approved in this proceeding or untfl new rates become effective
as a result of Columbia's filing of an application for an increase
in rates purauant to Seetion 4909.18, Revised Code, or
Columbia's filing of a proposal to establish base rates punntartt
to an alternative method of regulation pursuant to Section
4929,05, Revised Code.

-8-

Rider IRP shall provide for the recovery of the return of and on
the plant investment, inclusive of capitalized interest or post-
in-seivice carrying costs charges, and depreciation expense and
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property taxes. Rider IRP shall also reflect the actual annual
savings of operations and maintenance expense as an offset to
the costs that are otherwise eligible for recovery through Rider
iRP.

Within 30 days of the Commission order adopting the
stipulation, Columbia shall docket its initial Rider IRP prefiling
notice. In years 2009 through 2012, Columbia shall docket its
Rider IRP prefiling notice by Noveniber 30 of each yoar, with
updated information ffled by the following Febrnary 28. (The
Commission directs Columbia to make such filings for Rider
IRP, and the filings for Rider DSM discussed below, in a single
new case each year.) Each year's prefiling notice will contain
estimated schedules for the Rider IRP to become effective the
following May 1. Staff wi11 conduct an investigation of each
annual Colurnbia filing and parties may file objections to the
filings. If the staff determines that Columbia's application to
increase Rider IRP is unjust or unreasonable, or if any other
party files an objection that is not resolved by Columbia, an
expedited hearing process wi11 be established to allow the
parties to present evidence to the Commission for final
resolution.

The Rider IRP rate that becomes effective May 1, 2009, for the
Small General Service C1ass shall not exceed $1.10 per customer
per month. The stipulating parties agreed to caps of $2.20,
$3.70, $4.20, and $5.20 per customer per month for the
subsequent four years. If during any year of the first four years
of the five-year duration of Rider IRP Columbia's iRP costs
would result in a Rider IRP rate that exceeds the Rider IRP caps
described above, Columbia may defer on its books any costs
that it is unable to recover through Rider IRP because the Rider
IRP rate would otherwise exceed the specified cap. Such costs
shalt be deferred with carrying charges at an annual rate of 5.27
percent, representing Columbia's long-term delrt rate.
Columbia may include such deferred costs In any subsequent
Rider IRP application during the five-year duration of Rider
IRP as specified herein, and recover the deferred costs as long
as the inclusion of the deferred costs does not cause Catumbia
to exceed the Rider IRP cap in the subsequent year in which the
deferred costs are iiicluded in the Rider IRP adjustment filing.
Any defeaals remaining at the end of the five-year period shall
not be recoverable by Colnmbia.
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(7)

(8)

By no later than November 30, 2012, Columbia shaIl perform a
study to assess the impact of the AMRP program on safety and
reliability, the estimated costs and benefits resulting from
aeceleration of the pipeline replacement activity, and
Columbia's ability to manage, oversee and inspect the AMRP
program effectively and prudently. The study shall be
provided to the stipulating patties and may be considered by
the Commission in its review of any Columbia Rider IRP
adjustment filing.

The revenue requirement set forth in the stipulation includes
$7.1 million for the WarmChoice weatherization program
Current funding is authorized at $5.5 million per year. In
addition, the stipulating parties recommend that Columbia be
authorized to establish a Demand Side Management Rider
("Rider DSM") for the Smal1 Generai Service Class of
custurners. Rider DSM wiil provide for the recovery of costs
incurred tn the implementation of DSM programs approved in
the Commission's finding and order dated July 23, 2008, in
Case No. 08-833-GA-UNC. (Company witness Brown testified
that DSM funding will average $8.3 million per year from 2009
through 2011 [Coiumbia L'x. 33 at 81). For the Rider DSM rates
to become effective each May 1, 2010 through 2012, the
procedure for the filing of Rider DSM adjustments is Identical
to the filing procedure applicable to Rider IRP, disCUSsed
above.

Should Columbia's DSM stakeholdex group determine that a
continuation, modification, and/or expansion of the
WarmChoice program and Columbia's DSM programs is
reasonable and prudent, the stipulating parties agree that
Columbia may file an application with the Commission,
seeking authority to contiztue, modify, and/or expand
Columbia s DSM progtams and may also request authorlty to
modify Rider DSM accordingly. However, the Parties agree
that no such application may be fzIed until at least 18 months
following the issuance of a Commission order adopting this
stipulation.

Over the next five winter heating seasons (2008-09 through
2012-13 winter heating seasons), Columbia will pxovide
approximately $1,850,000, funded by Columbia shareholders,
to establish and administer a customer assistance fund
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available to aid low income customers in the payment of bills
when aIl other available funds have been exhausted. The
anticipated yearly split of the funds is $600,000 for the 2008-09
winter heating season and $812,500 for each of the next four
winter heating seasons. The customer assistance fund will be
admunistered by OPAfi.

(9) The depreciation accrual rates proposed by Columbia, as
modified in the staff report, should be approved.

(10) Within 90 days of the issuance of a Commission order adopting
the proposed stipulation, Columbia will:

(a) Bit1 any security deposits assessed to customers in
three equal instailments to be paid concurrently
with the customers' monthly bills;

(b) By means of btll messages, bill inserts, and/or
other means, provide customers with information
to help them differentiate between authorized
payment agents and unauthorized payment
agents;

(c) Revise the information used by Columbia's call
centers to assure that, if a customer needs to
establish financial responsibility, Columbia fully
informs the custesmer of ald the available options
for estabiisliing financial responsibility, and
permits customers to demonsirate financial
responsibility by all methods provided for by
Commission rule, other than the payment of a
deposit;

(d) By means of bill messages, bill inserts, and/or
other means, provide Percentage of Income
Payment Plan (PIPP) customers with information
about Columbia's PIPP arrearage crediting
program;

(e) Meet with staff to diacuss implementation of
staff's recommendation for revisions to the
deposit provisions applicable to main line
extensions set forth on Columbia tariff sheet
number 9; and

(f) Meet with staff to discuss staff's
recommendations for revisions to Columbia's
Competitive Retail Natural Gas Service Tariffs.
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(11) Columbia shall evaluate the feasibiliry of providing additional
extended payment plans and extending service appointment
hours into the evening. Columbia's feasibility evaluation shall
be completed as soon as practicable, but no later than six
months following the issuance of the Commission s order that
adopts the proposed stipulation: The results of Columbia s
feasibility study shall be provided to interested parties. The
implementation of any of the items enumerated in this
paragraph or the pmceding paragraph may exceed, but shall
not conflict with, the uutcome of the rulemaking proceeding in
Case No. 08-723-GA-ORD.

C. Consideration of the Stipulation

Rule 4901-1-30, O.A.C., authorizes parties to Commission proceedings to enter into
stipulations. Although not binding on the Commission, the terms of such an agreement
are accorded substantial weight. Sae, Consumers' Counsel v. Pub. UNI. Comm., 64 Ohfo St3d
123, at 125 (1992), citing Akron v. Pub: Litit, Comm., 55 Ohio 8t.2d 155 (1978). This concept is
particularly vaiid where the stipulation is unopposed by any party and resolves almost all
of the issues presented in the proceeding in which it is offered.

T'he standard of review for considering the reasonableness of a stipulation has been
discussed in a number of prior Commissfon proceedings. See, e.g., Cincinnati Gas &
Electric Co., Case No. 91-410-EL-AIR (April 14,19(A); Western Reserve Telephone Co., Case
No. 93-230-TP-ALT (March 30, 1004); Ohio Edison Co., Case No. 91-698-H4-FOR et al.
(December 30, 1993); Cleveland Electric ltlum. Co., Case No. 88-170-EL-AIR Qanuary 30,
1989); Restatement of Accounts and Records (Zimmer Plant), Case No. 64-1187-BL-UNC
(November 26,1985). The ultimate issue for our consideration Is whether the agreement,
which embodies considerable time and effort by the signatory parties, is reasonable and
should be adopted. In considering the reasonableness of a stipulation, the Commission
has used the following criteria:

(1) Is the settlement a product of serious bargaining among
capable, knowledgeable parties?

(2) Does the settlement, as a package, benefit ratepayers and the
public interest?

(3) Does the settlement package violate any important regulatory
principle or practice?
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The Ohio Supreme Court has endorsed the Commission's analysis using these
criteria to resolve issues in a manner economical to ratepayers and public utilities. Indus.
Energy Consurners of Ohio Power Co, v. Pub. Ulii. Coarm., 68 Ohio St.3d 547 (1994), (citing
Consu.mers' Counsel, supra, at 126). The court stated in that case that the Commission may
place substantial weight on the terms of a stipulation, even though the stipulation does not
bind the Conunission (td.).

The signatory parties agree that the stfpulation is supported by adequate data and
information, represents a just and reasonable resolution of the issues that are proposed to
be resolved by the stipul'ation in these proceedings, violates no regulatory principle, and is
the product of lengthy, serious bargaining among knowledgeable and capable partiea in a
cooperative, process undertaken by the parties to settle such contested issues (Jt. Ex. i at 3).
Steplren E. I'vican, Co-Cliief of the Commission's Rates and Tariffs/Hnergy and Water
Division, testified that the first criterion used to consider the reasonablertess of a
stipulation was met because settlement meetings were noticed to all parties, extensive
negotiations occurred, and the stipulation represents a compromfse of issues raised by
parties with diverse interests. M.T. Puican contends that the stipulation benefits ratepayers
and promotes the public interest because the agreed-upon level of increase in base rates is
limited to 8,72 percent; programs are established for pipeline infrastructure replacement
and the installation of automatic meter reading devices; and funding is provided for
replaceznent of prone-to-fail risers, demand side management programs, and the
maintenance, repair, and replacement of service lines. In addition, additional funds are
provided for the WarmChoice program and to aid low income customers in the payment
of bills. Mr. puican stated that the stipulation does not violate any important regulatory
principie. (Staff Hx.13 at 2-4).

Thomas J. Brown, Jr., Director of Regulatory Policy for Columbia, testified that the
stipulation is the product of serious bargaining among knowledgeable parties because
each party to the stipulation regularly participates in matters before the Commission and
each party was represented by experienced and competent counsel. Mr, Brown contends
that the stipulation benefits ratepayers and promotes the public intetest because, in
addition to the items mentioned by Mr. Puican, the rate increase Is lindted to $2:50 per
month (2.6 percent) for the average residential customer. This will be the first increase in
Columbia's base rates since 1994. According to Mr. Brown, the proposed stipulation does
not violate any important regulatory principle. (Columbia 13x. 33 at 7-8.)

Upon review of the stipulation, we find that it is the product of serious bargaining
among capable, knowledgeable parties. The Commission also finds that many items in the
stipulation will benefit the ratepayers and the public interest. However, we also find tliat
the stipulation may not, in all aspects, advance the public's longer term intemt in
promoting energy efficiency and conservation. The Commission is concerned that the
deciining block rate structures that remain in Columbia's tariffs may not encourage
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efficient use of the supply of gas or promote conservation. The tariffs also appear to be at
odds with the demand-side management and energy efficiency programs proposed in the
stipulation by the partles. Whilc It is incumbent upon the Commission to balance
competing policy interests, energy efficiency and conservation concerns have garnered
increased Conunission attention. In spite of our concerns, the Commission is wil3ing to
accept this stipulation in the interest of timely resolution of a matter to wluch all parties
have agreed.

The stipulation requires Columbia to provide PIPP customers with information
about Columbia s PIPP arrearage crediting program within 90 days of this opinion and
order. The Conunission notes that it is currently considering proposed revisions to its
rules addressing the PIPP, which may impact the existing PIPP arrearage crediting
programs of some companies. We emphasize that our approval of the stipulation, and this
particular requirement, should not be interpreted to mean that Columbia's existing PIPP
arrearage crediting program will remain in existence until its next rate case proceeding.
Columbia will have to comply with the Comn»ssion's revised PIPP rules to the extent that
they address the topic of PTPP arrearage crediting.

The stipulation also provides for the establishment of Rider IRP which will provide,
among other things, for the replacement of cast iron, wrought iron, unprotected coated
steel, and bare steel pipe in Columbia's distribution system. Whfle we are willing to
approve the establishment of the rider, our understanding of the projects to be recovered
under the rider are projects that would not otherwise be funded by Columbia s existing
capital replacement program (Columbia Ex. 13 at 18.) Our intent is that Rider IRP should
not be used to recover investment costs that would routinel.y be included in and funded by
the company's existing capital replacement program. Columbia shall provide evidence in
its annual Rider IRP applications to show that the rider was not used to recover the costs
of projects that otherwise would have been included in its capital replacement program.
Also with regard to Rider IRP, while the Commission is willing to agree in these cases to
the inclusion of costs for replacement of Columbia's distribution mains in the rider as part
of the settlement package, our agreement should not be viewed as an indication that we
would otherwise approve of the recovery of such replacement costs through a rider or that
the recovery of such costs in future cases through a rider will be authorized,

The parties have agreed that Columbia will install automatic meter reading devices
on all its residential and conunercial meters within five years and that any meter reading
expense savings will be reffected as a deduction in Rider IRP. This item in the stipulation
will provide a benefit to customers and Columbia. Utilizing the communications systems
and services associated with proposed deployment of advanced metering infrasiructures
(AMI) by electric distribution compardes whose territories overlap with that of Columbia
may offer additional benefits to both customers and Columbia. Accordingly, the
Commission directs Columbia to conduct a review and report back to the staff within 180
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days of this order on the technical capabllity of Columbia's automatic meter reading
devices to take advantage of communications systerns and services that could become
available with parallel deployment of AMI by electric distribution utitities operated by
AF.P Ohio and FirstEnergy Corporation within its service territory. The report shall also
include a discussion of the potential consumer and utility benefits and costs associated
with utilizing AMI communications systems and services.

Finally, with regard to our review of the stipulation, there is no evidence tluat it
violates any regulatory principle or precedent. Accordingly, we find that the atipulation
entered into by the parties should be approved and adopted. Columbia shail have the
necessary accounting authority to fulfill the terms of the stipulation.

D. Sniall General Service Class Rate iDesi ng Iasues

The stipulating parties agreed that the rate design issues associated with the Sniall
General Service Class rate schedules were not resolved by the stipulation and should be
submitted to the Convnission for resolution. The scope of the Small General Service Class
rate schedule issues not resolved by the stipulation is limited to the following: (1) the
initial and ultimate level of the customer charges; (2) the initial and ultimate level of any
base rate volumetric charges; (3) the rate design that is appropriate for the Commission to
adopt; and, (4) the rate design that properly aligns the interests of Columbia and
consumers in favor of energy efficiency and energy conservation. The stipulating parties
agree that the resolution of these issues shall be based on the revenue requirement and
distribution to which they have agreed in the stipulation Because the Conwvssion bae
had to consider substantiatly similar rate design issues in other recent gas company rate
cases (See Duke Energy Ohio, Inc., Case Nos. 07-589-GA-AIR et al. [May 28, 2008], and East
Ohio Gas Company d/b/a Dominion East Ohio, Case Nos. 07-829-GA-AIR et al. [October 15,
2008]), the stipulating parties agreed to a procedure intended to expedite the
Commission's consideration of the rate design issues in these cases, as follows:

(1) The Conunission shall take administrative notice of the records
in Case Nos. 07-589-GA-AIR et aL, Case Nos. 07-829-GA-AIR et
al., and Veetren Energy Delivsry of Ohio, Inc., Case Nos. 07-1080-

GA-AIR et ai.

(2)

(3)

Columbia wiIl file its rebuttal testimony on rate design issues
by no later than October 17, 2008. Other parties may file
surrebuttal testimony within seven calendar days of the filing
of Columbia's rebuttal testimony.

The parties waive the right to cross-examine witnesses on the
rate design issues, and waive the right to file briefs or request
oral argument.
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(4) The Conunission should decide the rate design issues based on
the record so established,

The Commission will take adnrinistrative notice of the records in Case Nos. 07-589-
GA-AIR et al, and 07-829-GA-AIR et al. We will also take administrative notice of the
record in Case Nos. 07-1080-GA-AIR et al., but, because those cases are still pending for
decision, we will not provide any summary of evidence or anticipated decisions. In puke
Energy, the company originally proposed a sales decoupling rider to address a revenue
erosion problem caused by declining average use per customer. The decoupling rider
would allow the company to offset lower sales through an adjustable rider. The staff
recommended in its report a phased-in straight fixed variable (SPV) rate design, to which
Duke agreed. The SFV rate design would allow the company to recover most fixed costs
through a flat monthly fee. Staff asserted that, as long as Duke's distribution cost9 are
recovered through the volumehic component of base rates, the'deCline in per-customer
usage will continue to threaten the company's recovery of its fixed costs of providing
service. Staff clafined that the levelized rate design best addresses the issue while
simultaneously removing the disincentives -to utRity-sponsored energy efficiency
programs that exist with the traditional rate design. According to staff, virtually all the
costs of gas distribution service are fixed and the cost to serve a residential customer is
largely the saine, regardless of u'sage. Staff and Duke agreed that spreading the fixed costs
more evenly over the entire year helps to reduce winter heating bills. (Duke Energy at 13-
14,) OCC and OPAF3, who supported the sales decoupling rider, opposed the staff-
proposed SFV rate design, arguing that it does not promote energy efficiency because the
rate design sends an anti-conservation price signal to consumers, it penalizes customers
who have invested in energy efficiency by extending their payback period, and it takes
away the consumers' ability to control their energy bill (Duke Energy at 14).

The Commission found in Duke Energy that declining customer usage contributed
to the company's revenue deficiency and that the negative trend in sales has a
corresponding negative effect on the company's financial stability, Its abilfty to attract new
capital, and its incentive to encourage energy efficiency and conservation. After
considering all the evidence, the Comtussion deternvned that the SFV rate design would
produce more stable customer bills throughout all season4 because fixed costs would be
recovered evenly throughout the year, it would be easier for customers to understand and
sends better price signals to consumers than a decoupling mechanism, and it would
provide more equitable cost allocation among customers regardless of usage. (Duke
Energy at 17-19) To mitigate the impact of the rate change, the Commission authorized a
phase-in of the SFV rate design (Duke Energy at 20).

In Dominion East Ohio, the company proposed a sales reconciliation rider that would
allow it to recover revenue lost due to energy conservation by consumers. In its report
filed in the case, staff again recommended a SPV rate design, to which the company
agreed. A two-step phase-in was recommended and the final SFV rate would be limited to
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recovering orly 84 percent of the annual base rate revenue requirement. The SFV rate
design was opposed by OCC, OPAE, the city of Cleveland, and the Citizens' Coalition
(OCC et al.) in that case. They contend that, if a decoupling mechanism is to be adopted,
the appropriate design is a decoupIing rider rather that the SFV rate design, (Dominion
East Ohio at 13-15.)

OC.'C et al, argued in the Dominion East Ohio case that the SFV rate design provides a
disincentive for conservation, decreases the natural gas price signals that encourage
conservation, penalizes those tustomers who made energy efficiency investrnents, may
result in low-usage customars dropping off the system which will compound Dondnion
East Ohio's lost revenue problem, and results in low-usage residential customers
subsidizing high-usage nonresidential customers who will see a decrease in their fixed
monthly charges. OCC et al. also argued in Dominion East Ohio that the Conunission needs
to consider current economic conditions when deciding the rate deaign issue. In support
of the 5FV rate design, Dominion East Ohio and staff argued that the company's operation
and maintenance expenses are fixed in nature and do not vary by usage, the SFV rate
design allows costs to be recovered in the manner in which costs are incurred, customers
will still make appropriate conservation decisions because the cost of gas is the largest
component of a customefs biB, and the SFV rate design is easier for consumera to

understand, sends appropriate price signals to consumers, and provides an incerntive to
Dominion East Ohio to support DSM. According to Dominion F.ast Ohio, the average
usage for a low income customer on the company's P[Pp is greater than the usage of an
average residential customer and, therefore, low income customers are more likely to
benefit under the SFV rate design. (Dominion East Ohio at 15-20.)

The Commission determined in Dominion East Ohio that some form of decoupling
rate design is necessary to align new market realities with important regulatory objectives
and that the SFV rate design and a decoupling rider both address revenue and eamings
stability issues and remove any disincentive by a public udlity to promote conservation
and energy effieiency (Dominion East (3ipo at 22-24). However, the Commission concluded

that the SFV rate design was preferable to a decoupling rider because it benefits customers
by producing more stable bills throughout a11 seasons, fixed costs will be recovered evenly
throughout the year, It Is easier for customers to understand, better price signals are sent
to consumers, and it provides a more equitable cost allocation among customers
regardless of usage (Dominion East Ohio at 24-25).

Turning now to the case at hand, Columbia currently charges a customer charge of
$6.50 per month with a volumetric charge of $1.3669 per Mcf for its SmaR General Service
class rate, which includes residential eustomers. (Primary and secondary schools using
less than 300 MCF per year receive, under the current and proposed rates, a five pe.rcent
discount.) Columbia proposed in its application to increase the customer charge to $12.97
and to decrease the volumetric charge to $0.9479 per Mcf at the conclusion of the rate case.
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Beginning November 1, 2009, the customer charge woold increase to $19.76 per month and
the volumetric charge would be eliminated. Company witness Feingold testified that
Columbia is proposing this rate design change, and others agreed to in the stipulation, at
this time because it best addresses issues such as weather variability, declinu7g usage per
customer, high and volatile natural gas prices, and increases and volatility in customers'
bills, which have created serious challenges to the financial integrity of Columbia and to
the ability of its customers to manage their energy needs (Columbia M. 30 at 32). Mr.
Feingold testified that, If the Comntission approves the proposed rate design change,
Columbia and its customers will benefit because customers wiU not overpay or underpay
each month, the problem of intra-class crass subsidization is addressed, customers have
improved bill stability, customer bills wiIl be simpler and more understandable, fewer bill
complaints should be ezpected, approved revenue levels will be matched with costs, the
proposed rate design will be similar to pricing for other consumer services, rate case
frequency should be reduced, revenue forecasting will be simplified, and customers on
Columbia's budget billing program should see lower annuai true-ups (Columbia Ex. 30 at
45).

In its report, staff recommends appmval of the SFV rate design because most
distribution costs are fixed and do not vary with the volume of gas delivered, the facilities
required to serve a small residence are most likely the same as those required to serve a
large residence, the distribution component of the customerrs bill is levelized which
provides rate certainty, fewer rate cases will be required because revenue deterioration for
the utility is reduced, and the disincentive for the utility to promote energy conservation is
eliminated (Staff report at 21-23).

OCC opposes Columbia's proposed SFV rate design for various reasons. OCC
witness Watkins testified that weather has always been volatile, and will continue to vary
from one heating season to the next. He also stated that deelining residential custotner

usage is nothing new; it has been occutring for years. He does not believe that these items
represent new business challenges to Columbia or the gas Industry in general. (OCC Ex.
1A at 21.) According to Mr. Watkins, the pricing policy for a regulated public utflity

should mirror that of competitive fums and competitive market-based prices are generally
structured based on usage, i.e., volume•based pricitg (OCC Ex.1A at 23 and 18 at 4). He
contends that the SFV rate design will protnote consumption because the consumer's price

of increased consumption is de minims (OCC Ex. IA at 28). Mr. Watkins stated that the
proposed increase in the customer charge if the SFV rate design is approved violates the
rate-making principle of gradualism, which has often been a principle promoted by the
Commission's staff. His recomrnendation in these cases is to continue the existing
customer charge of $6.50 (OCC Ex. lA at 32-33). lf the Commission decides that revenue
decoupling is appropriate in these cases, Mr. Watkins recommended the adoption of a
volumetric decoupling mechanism because it Is more efficient, fair, and better promotes
conservation than a fixed monthly customer eharge rate structure (OCC Ex. IA at 34).



08-72-GA-AIRet al, -19-

OCC witness Colton testified that, based upon his study of state-specific Ohio data
produced by the U.S. Census Bureau and the U.S, Department of Energy, lower incoine
households live in smaller housing structures and have lower gas consumption than
higher income households. He stated that the move to an SFV rate design wiil resnlt in the
placement of an unjust burden of revenue responsibility upon the low-income households
(OCC Ex. 2A at 5-12 and 30, and 2B at 2-3), Mr. Colton also found that lower income
households live in higher density housing and that they impose a lower distribution cost
on Columbia. Therefore, he concluded that a change to the SFV rate design will shift costs
from higher income to lower income households and create an intra-class subsidy (OCC
Ex. 2A at 13, 36-39). He recommended that, if the Commission approves the proposed SFV
rate design, Columbia should be required to hire an auditor to perform an analysis of bill
impact on all customers to determine how customers fare under the new rate design (OCC
Ex. 2A at 47).

In responding to .Mr. Colton's testimony, Company witness Peingold testified that
actual customer data from Columbia's billing records clearly indicate that its low income
customers use more gas, on an annual basis, than the average residential customer srxved
by the company (Columbia Ex. 31 at 3). He also stated that, while lower income eustomers
may live in smaller dwellings, it is not possible to conclude that living in a smailer house
means lower energy use or lower heating demand. Other factors, such as dwelling type
(e.g., single•family house versus apartment), age of the dwelling, efficiency of the thermal
envelope created by the dwelling's physical structure, number and age of gas appliances
within the dwelling, and number and age of the occupants must be considered when
forecasting residential conaumption of energy (Columbia Ex. 31 at 5-6). Mr. Feingold also
disagreed that higher density housing results in lower distribution costs. He ¢ontends that
more densely populated areas tend to be served from facilities that require more expensive
maintenance because of the myriad of facilities (used by electric, water, telephone, steam
and cable companies) that are co-located with gas distribution mains, urban populated
areas tend to have more strict requirements as to how and when maintenance work may
be performed, and customers in less densely populated rural and undeveloped areas may
be the least costly to serve because of their proxinvty to intestate pipelines and the lower
installation and maintenance costs associated with distribution facilities used to serve such
customers (Columbia Ex. 31 at 21-23). Mr. Feingold concluded that Columbia's low
income customers will experience lower charges for distribution service compared to the
average residential customer served by theeompany (Columbia Ex. 31 at 26).

T'he Commissionhas dstermined previously in Duke Energy and Dominion East Ohto
that a rate design that separates or decouples a gas company's recovery of its cost of
delivering the gas from the amount of gas customers actually consume is necessary to
align the new market realities with important regulatory obJectives. The Conunission also
determined in those cases that an SFV rate design is more appropriate that a sales
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decoupling rider. After considering the record on rate design issues presented In ttiis case
for the Commission's consideration, we again conclude that an SFV rate design is the most
appropriate rate design based upon current circumstances. We firld that the SFV rate
design is preferable to a sales decoupling rider (the alternative recommendation of OCC
witness Watkins) because it benefits customers by producing more stable bills throughout
all seasons, fixed costs will be recovered evenly throughout the year, it is easier for
customers to understand, better price sigr.als are sent to consumers, and it provides a
more equitable cost altocation among castoiners regardless of usage. It is in the interest of
all customers that Columbia has adequate and stable revenues to pay for the costs of its
operations and capital and to ensure the continued provision of safe and reliable service.
Under current circumstances, the SFV rate design will best provide that stability. There is
also a societal benefit to engage Columbia to promote conservation. This is best
accomplished by removing from rate design the current built-in incentive that Columbia
has to increase revenues through increased gas sales. The SFV rate design, which
decouples recovery of fixed costs from sales of gas, clearly eliminates any disincentive that
Columbia has to promote conservation.

OCC presented testimony opposing Columbia'a: proposed 8FV rate design. OCC
witness Watkins contends that weather has always been volatile, that declining residential
¢ustomer usage is nothing new, and that Columbia's proposed rate design will promote
consumption rather than conservation because the increased cost of consumption is de
minimis. While it is true that weather is ever clianging and has always presented
challenges to utilities delivering energy to residential consumers, it is certainiy a major
factor contributing to price volatility of natural gas and definitely causes variances in
Colunibia's revenue levels under the existing rate structure. We also agree with OCC that
residential customer usage has been declining over the years. We note that OCC
encourages continuing declines through its advocacy of demand side management
programs and we contend that whatever measures that we may take to maximize the
decline, including changes in rate structures, are also in the public interest. FinaAy, with
regard to Mr. Watkins' arguments, we disagree that residential customers will be inclined
to consume rather than conserve natural gas under the proposed rate design because the
increased cost of consumption is de minimis. The cost of gaswill continue to be the major
component of a residential customer's gas bill, While the proposed rate structure will
lessen the increased cost of consumption, it is inattvrate to state that the cost of gas will be
de minimis.

OCC witness Colton argued that, because lower inconie households live in smaller
housing structures and have lower gas consumption than higher income households and
because lower income households live in higher density housing and therefore impose a
lower distribution cost on Columbia, the move to a SFV pricing structure will place a
greater revenue responsibility upon low-income households than higher income
households. While it may be true that some low-income households live in smaller
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housing structures, Columbia's actual castomer data shows that low-income customers
use more gas than the average residential customer. Is that not the primary reason why
weatherization projects, funded by Columbia's customers, are targeted towards low-
income households? Finally, we believe that Columbia witness Feingold presented
sufficient testimony to show that the cost of maintenance of facilities in a high-density area
is not always the lowest.

Although not with regard to a SFV rate design, OCC did support the ratemaldrsg
principle of gradualism. The Commission finds that a two-step phase-in is appropriate.
As stated above, Columbia currently charges a customer charge of $6.50 per month with a
volumetric charge of $1.3569 per Mcf for its Small General Service class rate, which
includes residentlal customers. Proposed tariff sheets reflecting the rate design proposed
by Columbia at the revenue level agreed to by the parties to the stipulation were included
as Exhibit 3 to the stipulation filed in these cases. The proposed tariff sheets provide for a
monthly dclivery charge of $12.16 per month for Small General Service class customers
beginning at the conclusion of the rate case with a volumetric charge of $0.7911 per Mcf.
On and after December 1, 2009, the monthly delivery charge wil] change to $17.81 and the
volumetric charge willbe elinunated.

The stipulation also provides that, to provide incentives for low-income, low-use
customers to conserve and to avoid penalitiing low-income customers who wish to stay off
of programs such as PIPP, Columbia will implement a pilot tariff for the first 6,000 eligible
customers to apply for the pilot program. Eligible customers shall be non-PIPP low-usage
customers with verified incomes at or below 175 percent of the poverty level. Columbia
will design a tariff that provides a$4.D0 per month discount for eligible customers in order
to mitigate the impact of the new levelized rate design. Columbia will develop the details
for this program in consultation with staff and the stipulating parties. This pilot program
will be funded by Columbia's shareholders at a cost of appmx'rmately $288,000 per year
for each year 2009 through2012 depending upon customer participation in the pilot
program.

OCC wimess Colton recommended that, if the Couunission approves the proposed
SFV rate design, Columbia should be required to hire an auditor to perform an analysis of
biil impact on all customersto determine how customers fate under.the new rate design
(OCC Ex. 2A at 47). As part of the stipulation, Columbia will fund and manage a
comprehensive DSM/ Conservation Program Evaluation Sindy. The scope of study will be
cooperatively developed by Columbia, staff, OCC, OPAE, and other Interested parties and
wIIl include, but not be limitred to, the effects of a levelized rate design on: consumption
decisions, conservation efforts, and uncollectible account balances at all levels of income
and usage levels; lowmse/low-income customers consumption pattems; PIPP enrollments
and armarages; and consumers' energy efficiency invesiment decisions. The selection of
the consultant shall be through a request for proposal process In which Columbia, staff,



08-72-GA-AIR et al.

OCC, OPAE, and other interested parties participate in the review and selection process.
The costs of the study will not exceed $100,000. The Comuussion supports the conduct of
a DSM/Conservation Program Evaluation Study. The Commission would suggest that
the primary focus of such study should be a process evaluation to identify potentlal
improvements in program implementation and an impact evaluation to measure the
change in energy use resulting from individual prograrns.

III. RATE AETBkMINANTS:

As agreed to by the parties to the stipulation, the date certain value of Columbia's
property used and useful in the rendition of gas service is $1,028,445,000. The
Commission finds the rate base stipulated by the parties to be reasonable and,proper, and
adopts the valuation of $1,028,445,000 as the rate base for purposes of these proceedings.

The stipulation recommends that rates be approved that would enabte Columbia to
earn a rate of return of 8.12 percent. The return on equity component is 10.39 percent. As
noted above, the stipulating parties reduced Columbia's rcturn on equity by 25 basis
points to reflect a reduced risk perception because of the alternative regulation provisions
agreed to by the stipulating parties and because of the proposed levelized rate design. The
Commission finds that a rate of return of 8.12 percent is fair and reasonable for Columbia
and should be authorized for purposes of these cases.

Applying a rate of return of 8.12 percent to the value of the used and useful
property as of the dabe certain resuits in required operating income of $83,570,000. Under
the sfipulation, the parties agreed that the adjusted operating income of Columbia during
the test year was $54,322;000. This results in an income deficiency of $29,188,000, which,
when adjusted for uncollectibles and taxes, results in a revenue increase of $47,143,000..
Therefore, we find that a revenue increase of $47,143,000 is reasonable and should be
approved. The approved revenue increase wiIl result in an increase of 127 pereent over
current company revenues.

IV. TARIFFS:

As part of its investigation in this matter, the staff reviewed the company's various
rates and charges, and the provisions governing terms and conditions of service. As part
of the stipulation, the parties filed proposed tariffs that reflect the rate design proposed by
Columbia, at the revenue requirement agreed to by the stipulating parties, as well as the
remaining tariff matters agreed to by the parties. The Conunission has reviewed the
proposed tariffs and found that they correctly incorpoxate the provisions of the stipulation
and the modified SFV rate design. Therefore, the Commission finds that Columbia should
file, in final form, four complete, printed copies of the final tariff with the Commis.siori s
docketing division, consistent with t[iis order. Columbia shall also file a proposed
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customer notice or notices. Columbia shall review the customer notices with Comn>tssion
staff and make whatever changes are recommended by staff. The effective date of the
increase shall be a date not earlier than the date upon which final tariffs and the proposed
customer notices are filed with the Commission. The new tariffs shall be effective for
service rendered on or after such effective date.

V. PROTECTIVEORDER

As previously discussed, on August 21, 2008, Blue Ridge filed, under seal, its Report
on Conclusions and Recommendations on the Financial Audit of Columbia. Blue Ridge
also filed a redacted version of its report in the public record. On September 25, 20Q8,
OCC filed under seal the testimony of its witness Effron. A redacted version of Mr.
Effron's testimony was filed in the public record. On September 25, 2008, OCC also filed a
motion for a protective order of Mr. Effron's testimony filed under seal because it contains
information that was obtained from the Blue Ridge report and which Columbia considers
to be confidential, At the hearing held on November 6, 2008, Columbia requested that a
protective order for 12 months be granted for the Blue Ridge report and copy of Iv1r.
Effron's testimony filed under seal. There was no opposition to the request. We find
OCC's motion and Columbia's request to be justified. A protective order for 12 months
from the date of this opinfon and order shaE be granted for the Blue Ridge report and copy

of OCC's witness F.ffron's testimony filed under seal.

FINDINGS OF FACr:

(1) On February 1, 2008, Columbia filed a notice of intent to file an
application for an increase in rates. In that notfce, the company
requested a test year beginning October 1, 2007, and ending
September 30, 2008, with a date certain of December 31, 2007.

(2) By Commission entry issued February 27, 2008, the test year
and date certain were approved.

(3) On March 3, 2008, Columbia filed applications for approval of
an increase in gas distribution rates (08-72), for approval of an
alternative rate plan for its gas distribution service (08-73), for
approval to certain accounting tnethods (08-74), and for
authority to revise its depreciation accrual rates (08-75). By
entry dated April 16, 2008, the Commission accepted the filing
of the company's application to increase rates and ordered
publication of the legal notice af the filing of the appl'zcation.

(4) The Conunission granted intervention to Ohio Consumers'
Counsel; Ohio Energy Group; Appalachian People's Action
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(5)

(6)

(7)

(8)

Coalition; Stand Energy Corporation; Knox Energy
Cooperative Association, Inc.; Oluo Partners for Affordable
Energy; Dominion Retail, Inc.; Ohio Gas Marketers Group;
North Coast Trensmission Company, LLC,; Honda of America
Mfg., Inc.; the Northwest Ohio Aggregation Coalition; and the
Ohio Farm Bureau Federation. Intervention was also granted
to Industrial Energy Users - Ohio, which subsequently flled
notice of its intent to withdraw from the cases.

On August 21, 2008, staff filed its report of investigation. On
the same day, Blue Ridge filed, under seai, its Report on
Conclusions and Recommendations on the Financial Audit af
Columbia. Blue Ridge also filed a redacted version of its report
in the public record.

On September 22, 2008, objections to the staff report were
timely filed by Columbia; the Ohio Gas Marketers' Group;
OCC; Honda of America Mfg., Inc.; Knox Energy Cooperative
Association, Inc.; and jointly by the Appalachian Peoples
Action Coalition and Ohio Partners for Affordable Energy- On
September 26, 2008, objections were filed out of time by Staxnd
Energy Corporation.

Local public hearings were held in Salem, Springfield,
Mansfield, Columbus, Athens, Toledo, Parma, and Lorain.

Columbia published notice of the l.ocal public hearings as
required by Section 4903.083, Revised Code, and the
Commission's entry of October 10, 2008, except in Perry
County. The Commisaion finds that Columbia has
substantially complied with the publication requirement.

A prehcaring conference was held on July 8, 2008.

The evidentiary hearing was scheduled to commence on
October 14, 2008. On October 10, 2008, Columbia filed a notice
that it had reached an agreement in principle with several
parties on many of the major issues in the case. At the
commencement of the hearings on October 14, 2008, the
attomey examiner took note of Columbia's filed notice, and
continued the hearings to allow the parties additional time to
resolve the issues. A joint stipulation was filed on October 24,
2008. The stipulation was signed by Columbia, Commission
staff, OCC, Ohio Energy Group, Knox Energy Cooperative
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Associatfon, Ohio Partners for Affordable t3nergy, Ohio Gas
Marketers Group, Honda of America Mfg., and the Ohio Farm
Bureau Federation. The remaining parties do not oppose the
stipulation.

(11) The stipulatlon resolves all outstanding issues except the issues
of rate design for the Small General Service Class. These issues
were subntitted to the Commission for its consideration. The
stipulating parties agreed to submit prefiled, written testimony
on the issues and they waived the rights to cross-examine
witnesses on the issues or to file briefs.

(12) A straight fixed variable rate design is the appropriate rate
design for the General Small Service Clasa.

(13) The value of all of the company's property used and useful in
rendering service to its customers affected by this application
as of December 31, 2007, determined in aocordance with
Section 4909.15, Revised Code, is not less than $1,028,445,000.

(14) 7'he current net operating incorne for the 12-month period
ending September 30, 20U8, is $54,322,000. The net annual
compensation of $54,322,000 realized by the applicant
represents a rate of return of 5.28 percent. The stipulating
parties have recommended a rate of return of 8.12 percent.

(15) Applying a rate of retum of 8,12 percent to the rate base of
$1,028,445,000 will result in an annual dollar return of
$83,510,000. Under the stipulation, the parties agreed that the
adjusted test year operating income was $54;322;000. This
results in an income deficiency of $29,188,000, which, when
adjusted for uncollectibles and taxes, results in a revenue
increase of $47,143,000.

(16) The proposed revised tariffs filed with the sfipulation are
consistent with the discussion and findings set forth in this
opinion and order and shall be approved.

CONCLUSIONS OF LAW:

(1) Columbia is natural gas company as defined by Section
4905.03(A)(6), Revised Code, and a public utility as defined by
Section 4905.02, Revised Code.
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(2) The company's application was filed pursuant to, and this
Commission has jurisdiction of the application under, the
provisions of Sections 4909.17, 4909.18, and 4909.19, Revised
Code, and C7tapter 4929, Revised Code, and the application
complies with the requirements of these statutes.

(3) Investigations of the company's applications were conducted
and reports duly filed and mailed, and public hearings held
herein, the written notice of which substantially complied with
the requirements of Sections 4909.19 and 4903.083, Revised
Code.

(4) The stipulation submitted by the parties, as discussed in this
opinion and order, is reasonaWe and shall be adopted.

(5) The existing rates and charges for service are insuffit.ient to
provide the applicant with adequate net annual compensation
and return on its'property used and useful in the provision of
service.

(6) A rate of retttrn of 8.12 percent is fair and reasonable under the
circumstances of this case and is sufficient to provide the
applicant just compensation and return on its property used and
useful in the provision of service to its customers.

ORDER:

It is, therefore,

ORDERED, That the joint sdpulation filed on October 24, 2008, be approved and
adopted in accordance with ihis opinion and order. It is, further,

ORDERED, That the application of Columbia for authority to increase its rates and
charges for service be granted to the extent provided in this opinion and order. It is,
further,

ORDERED, That Columbia be authorized to file in final form four complete copies
of its tariff consistent with this opinion and order and to cancel and withdraw its
superseded tariffs. Columbia shall file one copy in its TRp docket (or may make such
filing electronically as directed in Case No. 06-900-AU-WVR) and one copy in this case
dorlcet. The remaining two copies shatl be designated for distribution to the Rates and
Tariffs, Energy and Water Division of the Cornmission's Utiifties Deparhnent. It is,
further,
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ORDERED, That the effective date of the new tariffs shatl be a date not earEer than
all of the foIlowing: the date of this opinion and order; the date upon which four complete,
printed copies of final tarlits are fIled with the Commission; and the date on which
Columbia files its proposed customer notice or notices. The new tariffs shall be effective
for service rendered on or after such effective date. It is, further,

ORDERFD, That Columbia shall notify aIl affected customers of the increase in
rates via a bill message or a bill insert within 30 days of the effective date of the tariffs. It
is, further,

ORDERED, That, inaccordance with this opinion and order, Columbia conduct a
review and report back to the staff within 180 days on the technical capability of
Columbia's automatic meter reading devices. It is, further,

ORDERED, That the request of lndustrial Energy Users-Ohio to withdraw from the
case be granted. It is, further,

ORDL+RLD, 'That a protective order for 12 months from the date of this opinion and
order be granted for the Blue Ridge report filed under seal on August 21, 2008, and copy of
OCC's witness Effron's testimony filed under seal on September 25,2008. It is, further,

ORDERED, That nothing in this opinion and order shall be binding upon the
Conunission in any future proceeding or investigation involving the justness or
reasonableness of any rate, charge, rule, or regulation, It Is, further,
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ORDERED, That a copy of this opinion and order be served on all parties of record.

THE PUBLIC UTILITIE9 COMMIS'SION OF OHIO
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THE PUBLIC U TILITIES COMMfSSION OF OHIO

In the Matter of the Application of )
Suburban Natural Gas Company for ) Case No. 07-689-GA-AIR
Authority in Increase its Rates and Charges )
in Certain Areas of its Service Territory.

OP[NION AND ORDFR

The Cominission, considering the above-entitled application, hereby issues its
opinion and order in this matber.

APPBARANCES:

Chester, Wiilcox and Saxbe, LLP, by John W. Bentine and Mark S. Yurick, 65 B.
State Street, Suite 1000, Columbus, Ohio 43215, on behalf of Suburban Natural Gas
Company,

Jim Petro, Attorney General of the State of Ohio, by Duane W. Luckey, Senior
Deputy Attorney General, by Wemer L. Margard ifT and Stephen A. Reilly, Assistant
Attorneys Genera1,180 East Broad Street, Columbus, Ohio 43215, on behalf of the staff of
the Public Utilities Commissfon of Ohio.

HISTORY OF THE PROCEEDING:

The applicant, Suburban Natural Gas Company (Suburban, applicant, or company),
is a natural gas company as defined by Section 4905.03(A)(6), Revised Code, and a public
utility as defined by Seetion 4905.02, Revised Code, and as such, is subject to the
jurisdiction of the Commission pursuant to Sections 4905.04, 4905.05; and 4905.06, Revised
Code. Suburban maintains and operates two distlnM distribution systems which include
the "CORE" and the "SCOL" systems with operations and customer service centers in
Cygnet, Oliio, and Lewis Center, Ohio, respectively. The northern systenn, CORE, serves
Cygnet and the sortounding areas, including the counties of Henry, Lucas, Wood, and a
portion of Hancock County. Approximately 5,486 castomers are beirtg served by the
CORE system under inunicipal ordinances. The southern system, SCOL,, serves
approximately 9,396 customers in Delaware and the northern Columbus markets and the
surrounding areas, primarily in Delaware and Marion counties.

On June 7, 2007, Suburban filed a notice of intent to file an application for an
increase in rates for supplying natural gas service to customers In its servke areas except
those customers located in the villages of Deshler, McComb, Hoytville, Hauder, Holgate,
and Malinta. Suburban requested that the test year begin August 1, 2006, and end July 31,
2007, and that the date oertain be December 31, 2006. By entry of June 27, 2007, the

Tnie is to cartify that the imayas appaarinq are an
accurate aad oomylete r+preduatica of a case fils
4OCtroeat daliverWia the regular couTae of buei B1

reohnicien oate Proaassed ^^14• ,



07-689-GA-AIR _2-

Conuni.ssion approved the requested date certain and test year. On August 3, 2007,
Suburban filed its application to increase its natural gas rates.1 Also on August 3, 2007,
Suburban requested a waiver of Rule 4901-7-01., Appendix A, Chapter II, paragraph (A)(6),
Ohio Administrative Code (O.AC), to the extent that it requires the filing of testimony
prepared by an expert consuftant in support of its rate of return schedules within 14 days
of the application. The applicant indicated that it sought the waiver in order to avoid
additional costs in preparing its base rate case. On September 12, 2007, the Commission
issued an entry that accepted the application for filing as of August 3, 2007, On
September 28, 2007, staff filed a nlemorandum in support of the applicanYs waiver
request. By entry of October 3, 2007, the waiver request of Suburban was granted. On
November 13, 2007, Suburban filed proof of publication of its application.

Pursuant to Section 4909.19, Revised Code, staff conducted an investigation of the
matters set forth in Suburban's application. On January 9, 2008, staff flled its written
report of investigation (staff report) with the Commission. By entry of January 16, 2008,
persons wishing to intervene or file objections to the staff report were directed to file
appropriate pleadings by February 8, 2008, This entry also scheduled a prehearing
conference for February 25, 2008. On February 8, 2008, Suburban filed a letter indicating
that it was not filing any objection to the staff report. No motions to intervene and no
objections to the staff report we3e filed in thas docket. On February 19, 2008, the attorney
examiner issued an entry that cancelled the Febnlaly 25, 2008 prehearing conference,
scheduled a local public hearing on March 12, 2008, at the Delaware County District
Library, in Delaware, Ohio, and ordered the applicant to publish notice of the local public
hearitig. The local hearing was held as scheduled on ivfarch 12, 2008,in Delaware, Ohio.
No witnesses gave sworn testimony at the public hearing. At the conclusfon of the public
hearing, Suburban moved into evidence its application filed in this case, proof of
publication of the application, notice of the public hearing2, the direct testimony of two
Suburban witnesses, and a revised statement of its rate case expense. There was no
objection to the admisaion of these exhibits and they were admitted into the record.

COIvIIylI.SSION REVIEW AND DLSCIJSSION:

In this proceeding, Suburban seeks an increase in revenues of $1,460,264, which
represents an increase of seven percent over current revenues. The staff recommended a

By letter of August 8, 2007, Suburban indicated that the cover page and each of the seetion cover sheets
of itsapplication Inadvertently identified the test year as August 31, 2006, to July 31, 2007, and fllat It
was ,efiling a corrected applicatton cover page.

Suburban indicated that the nokice of the Delaware hearing had been published in eight newspapers, but
that o:ily six of the newspapers had retumed proofs of publicatton. Suburban indicated that, when it
received the remaining two proofs of publication, it would ffle these as a late-filed exhtbit. They were
filed on Marchh 18, 2008.
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revenue increase of between $1,124,528 and $1,223,462, which represents an increase over
current revenue between 5.39 and 5.87 percent (Staff Report at 31, 9chedule A-1).

RATE BASTs

The following information presents the value of Suburban's jurisdictional property
used and useful in the rendition of natural gas service as of the December 31, 2006, date
certain, as reported by the staff. (Staff Report at 33, Schedule B-1):

Plant In service $ 15,853,210
Depreciation reserve f4 394 0555
Net plant in service $ 11,459,155

Working capitai $ 302 641
Constructaon work in progress -0-
Rate base deductions (1A57.5561

$ 10,704,240Rate base

The Connnrssion finds the rate base determined by staff to be reasonable and
proper and adopts the valuation of $10,704,240 as the rate base for purposes of this
proceed9ng.

OPBRATING IIVCOMfi

The following information reflects Suburban's operating revenue, operating
expenses, and net operating income for the 12 months ended July 31, 2007, as reported by
staff (Staff Report at 45, Schedule C-1):

O e^g Revenue
Base $ 4,373,862
Gas costs 16/478,833
Other 1
Total Operating Revenue $ 20,852,696

Operatin$ fixpenses
Operation and Maintenance $ 19,750,435
Deprecfation 508;442
Taxes, Other Than Income 485,736
Federal Income Taxes (76,T151
Tota1 Operating Expenses $ 20,667,898

NetOnerating Income $ 184,798

The Commission finds Suburban's operating revenue, operating expenaea, and net
operating income as determined by the staff to be reasonable and proper. The
Commission will, therefore, adopt these figures for purposes of this proceeding.
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RATE OF RBTURN AND AUTHORIZHD INCREASE

A comparison of Suburban's test year operating revertue of $20,852,696 with
allowable teat year operating expenses of $20,667,898 indicates that, under its existing
rates, Suburban had net operating income of $184,798. Applying this figure to the rate
base of $10,704,240, results in a rate of return of 1.73 percent. This rate of return is
insufficient to provide Suburban reasonable compensation for the service it provides. The
staff recommended a rate of return between 8.66 and 9.27 percent. (Staff Report at 31,
Schedule A-1).

In its February 8, 2006 letter, Suburban indicated that, wht7e it was not filing any
objections to the staff report, it was requesting that the Commission grant it a rate of return
in the higher end of ataff's recommended range. Suburban identified three reasons for its
request. First, Suburban stated that, outside the test year, it lost a substandal customer
which results in a revenue loss of $29,000. While we are cognizant of the loss of this
customer, we would note that the difference between the upper bound and the midpoint
of the range in the revenue iner'ease recommended is equal to $49,467, which far exceeds
the loss of $29,000, Second, Suburban states that the Commission should select the higher
end of staff's recommended range because its last rate increese oecurrecl in 1991. We
would only note that the decision not to file an application to increase rates since 1991 was
made solely by Suburban. Obviously, had Suburban faced a finantdal situation that
necessitated its filing a rate case application we would have expected Suburban to fiie said
applicatlon. Having not done so since 1991, we can only surmise that those conditions'had
not arisen until now. Finally, Suburban supported its request for the higher end of staff s
recommended range by stating that its acceptanee of the staff report will save rate case
expenses, as well as Commission resources. The decision whether to accept or to file
exceptions to the findings of the staff report can only be made by the applicant. In this
case, Suburban elected to not oppose the staff report. That decision, whtle it does result in
less litigation expenses for Suburban and its ratepayers, also means that Suburban will
realize the financial benefits of this rate case that much sooner.

Based on the cimanstances of this case, the Conunission finds that a midpoint of
staff's reconunended rate of retum of 8.97 percent is fair and reasonable and, accordirngly,
we will authorize a rate of return of 8.97 percent for purposes of this case.

A rate of return of 8.97 percent applied to the jurisdictional rate base of $10,704,240
results in allowable net operating income of $960,170. Certain expensea muet be adjusted
if the gross revenues authorized are to produce this net operating income. After
accounting for those adjustments, we find that Applicant is entitled to place rates in effect
which will generate $22,027,502 in total gross annual operating revenue. This represents
an increase of $1,174,806 over the total revenues which would be realized under the
applicant's present rate schedules, an increase of 5.63 percent.
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The company is entitled to place tariffs in effect which will generate $22,027,502 in
total operating revenue. This represents an increase of $1,174,606 in revenue over the
revenue that would be realized under Suburban's current rate schedules, an increase of
5.63 pereent.

RATSS AND TARIPPS

As part of its investigation in this matter, staff reviewed the company's various
rates and charges, and the provisions governing the terms and conditions of service. In
the staff report, staff noted that Suburban is proposing an uncollectible expense rider
which shall be applied to all volumes for service rendered to recover costs associated with
uncoRectible amounts arising from those customers responsible for paying the
uncollectible expense rider. Staff recommended approval of the proposed rider (Staff
Report at 15), Suburban also proposed to increase the charge for processing a dishonored
check from $15.00 to $30.00. Staff recommended approval of this inora.se (Staff Report at
16). Suburban's current monttdy customer charge Is $6.50 for its Northern System and
$5.00 for its Soiithern System. In its application, Suburban proposed that this charge be
increased to $9.18 for all customers. Staff supported the company's proposed monthly
customer charge of $9.18 (Staff Report at 22). We find staff's recommendations reasonable
and should be adopted.

Suburban also proposed a gross receipts tax rider in order to exctude the gross
receipts tax expense from the application. Staff recommended approval of this proposed
rider (Staff Report at 15). Suburban further proposed to exclude the Mcf tax expense from
the application for rates due to the proposed inclusion of the Mrl tax in the Gross Receipts
Tax Rider being sought in this proceeding. Staff stated that it believed that the Gross
Receipts Tax Rider is not the correct method for recovering Mcf taxe5, and that an achxol
Mcf Rider should be filed. Staff recommended that the applicant file for an actual Mcf
Rider when it flles its objeetions. No objections were filed. We find that the staff
recommendations are reasonable and should be adopted. The proposed gross receipts tax
rider is approved, but will not include the Ivlcf tax expense. Suburban is directed to file a
Mcf tax rider at the time it files proposed tariffs.

In the staff report, staff indicated that it conducted gas pipeline safety audits at
Suburban in 2005, 2006, and 2007 and assessed the compliance of Suburban with the statie
and federal gas pipeline safety regulations outlined i.n the O.A.C. (Staff Report at 24). Staff
also reviewed Suburban's pipeline safety outages, the miles of mainline and services
installed and removed from service, and Suburban's proposed infrastructure replaacement
program rider to cover costs associatred with riser replacement. Staff recommended that
Suburban expand its proposed infrastructure replacement program rider to incl yde costs
associated with systamatieally replacing its aging pipeline (Staff Report at 26). Staff also
recommended that Suburban submit a plan, within 60 days of the opinlove and order in
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this case, for timely replacement of risers identified as prone to fail and utilize the
infrastructure replacement program rider as the mechanism to recover costs. Staff further
recommended that the Commission direct Suburban to fi1e, within 60 days ef the opinion
and order in this case, a plan for the assumption of responsibilities associated with the
installation, repair, replacement, and maintenance of customer service lines. Staff
recommended the Commission approve Suburban's infrastructure replacement program
rider and order the applicant to maintain this rider at a zero-dollar balance until such time
as the applicant develops a riser replacement plan, a customer proposal for a service line
program, and a plan for the systematic replacement of aging pipeline (Steff Report at 27-
28). We find that Suburban s infrastructure replacement program rider mechanism should
be approved but that such rider mechanism only allow for the recuvery of accelerated
infrastructure replacement of aging pipelines in Suburban s system. Such accelerated
infrastructure replacement would be that which is incremental to what otherwise would
be recoverable in its base rates. We also agree with staff's recommendation that this
replacement rider should be maintained at a zero-dollar balance until such time as
Suburban develops a riser replacement plan addressing the timely replacement of risere
identified as prone to fail, a proposal for the assumption of responsibility for customer
service lines, and a plan for the accelerated infrastructure replacement of aging pipeline.
Such plans should be flled in this docket within 60 days. The Commission will
subsequently deternvne how to proceed on those issues. We would stress that, by
directing the filing of such a proposal, we are making nostatement regarding its merits.

EFFHCl'IVE DATE AND RF^IJIRED FILINGS

Suburban wiIl be ordered to file revised tariffs in accordance with the terms of this
opinion and order, as well as a customer notice. The effective date of the increase shall be
a date not earlier than both the entry approving the tarlffs and the date upon which firual
tariffs are filed with the Commissicat and the customer notice is appmved. The new tariffs
shall be effective for service rendered on or after such effective date.

FINDINGS OF FACT:

(1) On June 7, 2007, Suburban filed a notice of intent to file an
application for an increase in rates.

(2) Suburban requested that the test year begin August 1, 2006, and
end July 31, 2007, and that the date certain be December 31, 2006.
By entry of June 27, 2007, the Commission approved the requested
date certain and test year.

(3) On August 3, 2007, applicant filed its application to increase its
natural gas rates.
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(4) On September 12, 2007, the Commission issued an entry that
accepted the application for filing as of August 3, 2007.

(5) On November 13, 2007, Suburban flied proof of publication of its
application.

(6) On January 9, 2008, the staff fiied its written report of investigation
(staff report) with the Commission.

(7) By entry of Jatnuary 16, 2008, persons wishing to intervene or file
objections to the staff report were directed to file appropriate
pleadings by February 8, 2008. This entry also scbeduled a
prehearing conference for February 25, 2008.

(8) On February 8, 2008, Suburban filed a letter indicating that it was
not fi73ng any objection to the staff report.

(9) No motioms to intervene and no objections to the staff report were
filed in this docket

(10) On February 19, 2008, the attorney examiner issued an entry that
cancelled the February 25, 2008 prehearing confere3ue, scheduled a
3ocal public hearing on March 12, 2008, at the Delaware County
District Library, In Delaware, Ohio, and ordered the applicant to
publish notice of the local public hearing.

(11) The local hearing was held as scheduled on March 12, 2008, in
Delaware, Ohio. No witnesses gave sworn testimony at the public
hearing.

(12) The value of all of the company's jurisdictional property used and
useful for the rendition of natural gas service to customers affected
by thfs application, determined in accordance with Section 4909,15,
Revised Code, is not less than $10,704,240.

(13) A comparison of Suburban's total operating revenue of $20,852,696
with total operating expenses of $20,667,898 indicates that, under
its existing rates, Suburban had net operating fnmme of $184,798.
This net annual revenue of $184,798, when applied to a rate base of
$10,704,240, results in a rate of return of 1.73 percent.

(14) A rate of return of 1.73 percent is insufficient to provide Saburban
reasonable compensation for the service it provides.
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(15) A rate of return of 8.97 percent is fair and reasonable under the
circumstances pn:sented by this case and is sufficient to pmvide the
company just compensation and return on the value of its property
used and usefu! in furnishing natural gas service to its customers.

(16) A rate of return of 8,97 perc.ent applied to the rate base of
$10,704,240 will result in allowable net operating income of
$960,170.

(17) The allowable annual expenses of the company for purposes of this
proceeding are $21,067,332

(18) The allowable gross annual revenue to which the company is
entitled for purposes of this proceeding is $22,027,502.

CONCLUSIONSOP I,AW:

(1) The company's application was filed pursuant to, and this
Commission has jurisdiction of the application under, the
provisions of Sections 4909.17, 4909.18, and 4909.19, Revised Code,
and the application complies with the requirements of these
statutes.

-8-

(2) A staff investigation was conducted and a report duly filed and
maited, and public hearing held herein, the written notice of wlvuch
¢omplied with the requirements of Section 4903:083, Revised Code.

(3) Suburban's edsdng rates and charges for ges service are
insufficient to provide it with adequate net annual compensation
and return on its property used and useful in the provision of
natural gas service.

(4) A rate of return of 8.97 percerit is fair and reasonable under the
circomstances of this case and is sufficient to provide the applicant
just compensation and return on its property used and useful in the
provision of natural gas service to its customers,

(5) Mcf taxes should not be recorded through the groas receipts tax
rider and Suburban should file a proposed Mcf rider at the time it
files its proposed tariffs.

(6) Suburban's infrastructure replacement program rider mechanism
should be approved as set forth herein and the replacement rider
should be u aintained at a zero dollar balance until such t.ime as
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Suburban develops a riser replacement plan addressing the timely
reptacement of risers identified as prone to fail, a proposai for the
assumption of responsibility for customer service iines, and a plan
for the accelerated infrastructttre replacement of aging pipeline,

ORDER:

It is, therefore,

ORDERED, That the application of Suburban for authority to increase its rates and
charges for gas service, and to establish an infrastructure replacement program rider at a
zero-dollar balance, is granted to the extent provided in this opinion and order. It is,
further,

ORDERED, That Suburban be authorized to cancei and withdraw its preaent tariffs
goveming service to customers affected by this application and to file proposed new tariffs
consistent with the discussion and findings set forth above. Upon receipt of a complete
copy of tariffs conforming to this opinion and order, the Comn»ssion will review and
approve those tariffs by entry. It is, further,

ORDERED, That Suburban submit a proposed customer notice to the Commission
when it files its tariffs for approval. The Commission will review the notice ancf, if it finds
it to be proper, wiIl approve the notice by entry. It is, further,

ORDERED, That Suburban file a proposed Mcf rider when it files its proposed
tariffs. It is, further,

ORDERED, That Suburban comply with all recommendations set forth In the staf#
report. It is, further,

ORDERED, That Suburban file, within 60 days of this opinion and order, a plan for
the accelerated replacement of aging pipeiincis, a plan for the timely replacement of prone-
to-fail risers, and a plan for the assumption of responsibilities assoctated with the
installation, repair, replacement, and maintenance of customer service lines. It is, further,
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ORDERED, That a copy of this opinion and order be served on aIl Parties of record.

THE PUBLIC't iTILITIES COMMI.S.SION OP OHiO

Paul A. Centolella

Valerie A. Lemrnie

SBP/ICLt'B:ct

Entered in the Journal

►1AR 19 20D8

bnalgera

Donald L. Mason

Rertee J. )enkins
Secretary
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