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INTRODUCTION

The only real issue in this case is how Vectren Energy Delivery of Ohio, Inc.

(Vicetren) should recover the stipulated rates from residential customers. The Public

Utilities Commission of Ohio (Commission) weighed the evidence presented and deter-

mined the rate design should be levelized, a question uniquely within the province and

expertise of the Commission. All parties, including the Office of the Ohio Consumers'



Counsel (OCC), agreed upon the total amount of Vectren's rate increase.' The parties

also agreed how that increase would be distributed among customer classes.

The rates levelized in the case below were those rates charged to residential

customers to recover Vectren's distribution costs. These are separate from the gas com-

modity charges, which make up the majority of the average customer's monthly bill. Gas

utility distribution costs are predominately fixed costs - meaning they do not vary with

the volume of gas distributed to each customer. The previous rate design charged cus-

tomers for these fixed costs by use of both a fixed rate (the customcr charge) and a volu-

metric rate. Because the customer or fixed rate charge was low, this left the majority of

the fixed distribution costs subject to recovery through the volumetric rate. As a result of

high gas prices and customer conservation practices, less gas was purchased. Applying

these lower volumes to the volumetric part of the rate meant gas companies under-recov-

ercd the fixed costs of distribution. The levelized rate design permits utilities a more rea-

sonable opportunity to recover the fixed costs of distribution, is easier for customers to

understand, and encourages utilities to promote conservation to benefit customers.

Vectren's customers were put on notice at the beginning of this case that the Com-

pany wanted to recover more of its fixed costs through the customer charge. 'I'he notice

made the shift to a straight-fixed-variable rate design abundantly clear. OCC's criticism

of the sufficiency of that notice is iinproper and disingenuous. Customer's had a more

than adequate opportunity to be heard regarding the proposed change in rate design, and

Honda of America Manufaeturing, Inc. agreed not to oppose the stipulation.

2



residential customers were active participants in both the evidentiary and the public

hearings in this case. 'The record demonstrates that a straight-fixed-variable (SFV) or

levelized design rates are reasonable, understandable, and send the proper price signal to

customers, The record also demonstrates that straight-fixed-variable rate design benefits

low-income customers, encourages conservation by both consumers and the utility, pro-

vides better information, and results in more informed consumer decisions.

OCC's motion lacks merit and should be denied for these reasons, and because

OCC failed to submit the bond required under R.C. 4903.16 and OCC did not appeal the

entire Commission order.

STATEMENT OF THE FACTS AND CASE

The narrow challenge before the Court is how the Commission designs rates for

residential gas distribution service. All parties before the Commission, except one who

did not oppose, agreed that Vectren was entitled to both the rate increase and the amount

granted.2 Additiotially, the same parties either agreed to or did not oppose the amount of

the increase to be collected from residential customers.

In November of 2007, Vectren filed an application to increase distribution service

rates. The Commission's Staff investigated the application and supportiug information

and issued a Staff Report of Investigation on June 16, 2008. Several parties representing

diverse interests filed objections to the report and extensive discovery was conducted in

preparation for the hearing on the rate application.

2 See infra fn 1.
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Following extensive negotiations, a settlement was reached. A Stipulation and

Recommendation (Stipulation) filed on September 8, 2008, was signed by all parties, but

one, and resolved all issues in the case, but one. The only party not signing the Stipula-

tion, Honda of America Mfg., Inc. (Honda), affirinatively indicated that it did not oppose

the Stipulation.

The issue reserved for litigation was the rate design for residential rates. Specif-

ically, the parties agreed that rate design issues associated with Rate Schedules 310

(Residential Sales Service) and 315 (Residential Transportation Service) would be fully

litigated and submittcd to the Commission for resolution on the merits. Although rate

design is largely a policy matter, extensive evidence was taken over nine days of hearings

beginning on August 19, 2008 and concluding on September 9, 2008.

OCC and Ohio Partners for Affordable Energy (OPAE) proposed a decoupling

mechanism different than the levelized rate design adopted by the Commission. In re

Vectren Energy Delivery of Ohio, Inc., Case Nos. 07-1080-GA-AIR, et al. (hereinafter In

re Vectren) (Opinion and Order at 8) (January 7, 2009), Appendix at 50. 1'he Coinmis-

sion found in favor of the levelized rate design. While both methods address revenue and

earnings stability issues through ensuring recovery of fixed costs of delivering gas to

consumers, and both methods remove any utility disincentive to promote conservation

and energy efficiency, the Commission determined that "a levelized rate design has the

added benefit of producing more stable customer bills throughout the year because fixed

costs will be recovered evenly throughout the year. Id. at 11, Appendix at 5 1.

4



During the adjudicatory hearing, eleven witnesses appeared and sponsored direct,

supplemental, and rebuttal testimony, both in support of the Stipulation and addressing

rate design. In addition, four local public hearings were held, during which 18 witnesses

offered sworn testimony. A number of the public witnesses at the public hearings testi-

fied regarding the rate design issue.3

ARGUMENT

Proposition of Law No. l:

OCC failed to comply with the statutory requirements for obtaining a
stay under R.C. 4903.16.

A. OCC failed to commit to the financial undertaking that is
required by the statute governing stays of Commission
orders, R.C. 4903.16. Ohio Rev. Code Ann. § 4903.16
(West 2009).

By failing to tender more than a nominal sum, OCC did not satisfy the statutory

procedural requireinent for the issuance of a stay. This Court has determined "that there

is no automatic stay of any [PUCO] order, but that it is necessary for any person

aggrieved thereby to take affirmative action, and if he does so he is required to post

bond." City of Cvlumbus v. Pub. Util. Comm'n, 170 Ohio St. 105, 109-110, 163 N.E.2d

167, 171 (1959); Keco Industries, Inc., v. Cincinnati & Suburban Bell Tel. Co., 166 Ohio

St. 254, 258, 141 N.E.2d 465, 468 (1957). Unless otherwise specified, an order of the

3 Transcript at 5-8, 15-16 (September 3, 2008) (Sidney, OII Public Hearing),
Appendix at 23-26, 27-28; Transcript at 5 (September 4, 2008 at 6:00 p.m.) (Dayton, OH
Public IIearing), Appendix at 30; 'I'ranscript at 8-17 (September 8, 2008) (Washington
Courthouse, OH Public I Iearing), Appendix at 32-41.

5



Commission is effective itnmediately upon journalization. Ohio Rev. Code Atin.

§ 4903.15 (West 2009), Appendix at 11. To obtain a stay of a Commission order, a pai-ty

must follow the procedure described in R.C. 4903.16:

A proceeding to reverse, vacate, or modify a final order ren-
dered by the public utilities commission does not stay execu-
tion of sucli order unless the supreme court or a judge thereof'
in vacation, on application and three days' notice to the com-
mission, allows such stay, in which event the appellant shall
execute an undertaking, payable to the state in such a sum as
the supreme court prescribes, with surety to the satisfaction of
the clerlc of the supreme court, conditioned for the prompt
payment by the appellant of all damages caused by the delay
in the enforcement of the order complained of, and for the
repayment of all moneys paid by any person, firm, or corp-
oration for transportation, transmission, produce, commodity,
or service in excess of the charges fixed by the order com-
plained of, in the event such order is sustained.

Ohio Rev. Code Ann. § 4903.16 (West 2009) (emphasis added), Appendix at 11.

The statute provides without exception that an appellant seeking to stay the execu-

tion of a Commission order must execute an undertaking for the potential payment of

damages if the Commission order is upheld. Id. 'The Court has strictly applied this

requirement. In rejecting a stay application on mootness grounds, the Court noted that

the appellant "did not follow the statutory procedure of asking the Supreine Court to stay

an order of the Commission, including posting a bond." Consumers' Counsel v, Pub.

Util. Comm'n, 61 Ohio St. 3d 396, 403, 575 N.E,2d 157, 162 (1991). Similarly, the

Court has also imposed the bond requirement on a municipal appellant. City of

Colunabus v. Pub. Util, Comm'n, 170 Ohio St. 105, 109, 163 N.1;.2d 167, 191 (1959)

(finding that the statutory procedtu•es control the process for appealing final Commission

6



orders and "any stay of an order of the Commission is dependent on the execution of an

undertaking by the appellant").

OCC cites the City of Columbus case for the proposition that R.C. 4903.16 is

patently designed to apply to a public utility that is dissatisfied with rate orders of the

Commission. While it is correct that G.C. 614-70 did allow a public utility or railroad to

place challenged rates into effect upon the posting of a bond, that early statute was in

effect for only two years until its repeal in 1913. 102 Ohio Laws 549, 573 (Sec. 73),

Appendix at 3-4; 103 Ohio Laws 804, 817 (Sec. 47 - repealed), Appendix at 6-9. 1'here-

after, the General Assembly enacted Section 548 to the General Code that removed any

specific limitation to a bonding requirement for only public utilities or railroads, and

essentially adopted the current structure of R.C. 4903.16. See 103 Ohio Laws 804, 815

(Sec. 37), Appendix at 7. In any event, OCC miscasts the substance of the City of

Columbus case, where the Court held that: (1) appeals of final orders of the Commission

are governed solely by statute; (2) there is no automatic stay of a Commission order; and,

(3) a government appellant seeking to stay a Commission order must furnish the under-

taking required under R.C. 4903.16.

The language of R.C. 4903.16, including the bond requirement, has remained

largely unchanged since its enactment (as Section 548) into the General Code in 1913. It

has been a matter of settled law for 50 years that R.C. 4903.16 applies to any proceeding

to stay a Commission order and that the bond reqttireinent applies to goverrnmental enti-

ties. For nearly 18 years, OCC has been aware that the bond requirement would be

7



applied to it. Nonetheless, OCC advances three Euguments in an effort to circumvent this

requirement. None of these arguments is persuasive.

1. R.C. 4903.16 requires the execution of an undertaking
(bond) as a condition precedent to obtaining a stay of a
Commission order.

OCC argues first that no bond should be required because both the Commission

and this Court have granted stays without requiring that a bond be posted. With respect

to stays granted by the Commission, such stays are not granted under R.C. 4903.16 and

the mandatory requirements of that statute are not applicable. As for this Court's

precedent, OCC cites a single case where the Court declined to require the posting of a

bond. MCI Telecommunications Corp. v. Pub. Util. Comm'n, 31 Ohio St. 3d 604, 510

N.E.2d 806 (1987). It is important to view that case in context. `I`hat decision was issued

during an era in which the Court took a significantly more expansive view of the stay

procedure. In recent years, the Court has taken a more restrictive approach to its review

of stay applications. Indeed, notwithstanding frequent requests, this Court has rarely seen

fit to grant a stay of a Commission order pending appeal. See, e.g., In re Application of

East Ohio Gas Co., 122 Ohio St. 3d 1500, 912 N.E.2d 106 (2009); In re Application of

Duke Energy Ohio, Inc., 121 Ohio St. 3d 1491, 907 N.E.2d 1023 (2008); Duke Energy

Ohio, Inc. v. Pub. Util. Comm'n, 118 Ohio St. 3d 1503, 889 N.E.2d 1023 (2008). "1'he

Court should follow its prior holding that the bond requirement of R.C. 4903.16 is

mandatory.

8



2. R.C. 2505.12 is inapplicable to the stay request in this
case.

OCC next argues that, as a public officer, the Consumers' Counsel is exempt fi•om

the requirement to post a supersedeas bond under R.C. 2505.12. That statutory exemp-

tion, however, does not apply to these circumstances. A supersedeas bond is neitlier

sought nor required here. OCC's mistaken premises are exposed by the express language

of the statute that they rely upon. R.C. 2505.03(B) makes clear that, where the General

Assembly has designated that other sections of the Revised Code specifically apply (as

R.C. 4903.16 does when a request to stay a Commission order is involved), the provi-

sions of Chapter 2505 (pertaining to supersedeas bonds) do not apply. OCC seeks to stay

a Commission order that it appealed under R.C. 4903.11. The stay is sought in connec-

tion with that appeal and, therefore, R.C. 4903.16, not R.C. 2505.12, applies to OCC's

stay request.

This Court's jurisprudence has consistently found that both the right to appeal a

Commission order (R.C. 4903.11) and to seek a stay of execution of that order

(R.C. 4903.16) are statutory and that the requirements of applicable statutes must be fol-

lowed. If the General Assembly intended to create an exception in R.C. 4903.16 for an

appellant like OCC, it could have easily done so. It did not. Because OCC has invoked

its statutory riglit both to appeal the Commission's decision and to seek a stay of execu-

tion of that decision, it should be required to fully comply with the statutes that create this

right.

9



3. R.C. 4903.16 is constitutional.

OCC also argues that the bond requirement of R.C. 4903.16 is unconstitutional as

a violation of the separation of powers doctrine, OCC bears a heavy burden in challeng-

ing the constitutionality of a statute. As this Court has declared, "[l1aws are entitled to a

`strong presumption of constitutionality' and the party challenging the constitutionality of

a law `bears the burden of proving that the law is unconstitutional beyond a reasonable

doubt.' " Columbia Gas Trans. Corp. v. Levin, 117 Ohio St. 3d 122, 130, 802 N.E.2d

400, 410 (2008), quoting Yajnik v. Akron Dept. ofHealtle, 101 Ohio St. 3d 106, 802

N.E.2d 632 (2004). As an initial matter, this Court has upheld the constitutionality of the

statutory process governing appeals of Commission orders, including the stay procedure.

Hocking ValleyRy. Co. v. Pub. Util. C'omm'n, 100 Ohio St. 321, 126 N.E.2d 397 (1919).

In Hocking Valley, the Court decided that:

Section 544, et seq., General Code, enacted pursuant to the
provision in the judicial article of the Ohio Constitution as
amended in 1912, that this court shall have such revisory
jurisdiction of the proceedings of administrative officers as
may be conferred by law, provide for full judicial review of
the proceedings and final orders of the Public Utilities Com-
mission and do not violate the guaranties of the federal or
state Constitution.

Hocking Valley Ry. Co, v. Pub. Util. Comm'n, 100 Ohio St. 321, 126 N.E. 397 (1919)

(syllabus). 'fhe provisions addressed in Hocking Valley included General Code Section

548, which is substantially similar to the current stay provision, R.C. 4903.16.

Moreover, nothing in R.C. 4903.16 limits or impinges upon the Court's judicial

author•ity to order a stay. OCC asserts that the statute's bond requireinent esscntially

10



writes the stay provision out of the law as far as protecting consumers. OCC Motion for

Stay at 32. OCC's assertion is belied by the express language of R.C. 4903.16 and is

contrary to a host of decisions by thc Court. Again, there is no constitutional right either

to appeal or to stay a Commission decision. "I'his right is created solely by statute and,

where a Commission order is the subject of the stay request, R.C. 4903.16 applies as part

of the overall statutory appeals process. Although OCC suggests otherwise, the statute

imposes no limitation upon an appellant's ability to seek a stay or the Court's authority to

grant one. Quite to the contrary, the level of any bond imposed shall be as prescribed by

the Court. These are hardly words of limitation. OCC's argument that the Court's

inherent authority to order a stay is limited by R.C. 4903.16 cannot be squared with the

actual words of the statute. The Court decides the bond. When considering a stay

request, the Court must balance competing interests, and R.C. 4903.16 allows the Court

to do just that. The Court deterinines whether a stay should be granted and, if so, the

appropriate level of bond, that should be posted by the challenging party. See, e.g., MCI

Telecommunications Corp. v. Pub. Util. Comm'n, 31 Ohio St. 3d 604, 510 N.E.2d 806

(1987). The bond requiretnent of R.C. 4903.16 does not impinge on the Court's judicial

discretion.

Case law cited by OCC is clearly distinguishable from the case at bar. In the City

of Norwood decision cited by OCC, the Court addressed laws that created a`blanket pro-

scription on stays or injunctions against the taking and using of appropriated property

pending appellate review." City of Norwood v. Horney, 110 Ohio St. 3d 353, 853 N.T.2d

1115 (2006) (emphasis added). In the Hoechhausler case also cited by the OCC, the
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Court similarly addressed a statute that prohibited a court from staying a driver's liccnse

suspension. State v. Hoechhausler, 76 Ohio St. 3d 455, 668 NT.2d 457 (1996). 'I'hese

statutes imposed obvious limitations upon the authority of the judiciary. In eontrast,

R.C. 4903.16 obviously does not prohibit a stay. Nor does it limit the Court's discretion

to grant a stay. 'I'he only requirement it imposes is that the appellant provide an under-

taking (bond) as the Court prescribes. Another decision cited by OCC does not support

its argument. State v. Smith, 42 Ohio St. 3d 60, 537 N.E.2d 198 (1989). The Court in

Smith concluded that trial courts have no inherent power to suspend sentences and that

the statutory conditions for suspension must be strictly applied. Id. at 61, 537 N.E.2d at

200. Notably, the Court did not find that this limitation impinged on a trial court's judi-

cial authority.

OCC has not met its heavy burden of showing that the bond requirement of

R.C. 4903.16 is unconstitutional. The statute should be upheld and its terms applied.

4. The undertaking required by R.C. 4903.16 should not be
underinined by permitting the posting of a token or
nominal bond.

OCC suggests that, if the Court decides a bond is rcquired, it should be a token

amount, such as $25. This would defeat the purpose of the bond requirement. It would

also give OCC an unfair advantage over other parties that must fully comply with the

statute and provide a real bond in order to obtain a stay. The Court should reject this

attempt to eircunrvent the bond requirement.
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The Commission recognizes this Court's power to stay the Commission's order in

connection with appeals, upon satisfaction of the applicable statutory process found in

R.C. 4903.16. And this Court has consistently held that any party seeking a stay of a

Commission order must strictly comply with the statutory standards of R.C. 4903.16 and

persuade the Supreme Court of Ohio to grant a stay. Consumers' Counsel v. Pub. Util.

Comm'n, 61 Ohio St. 3d 396, 575 N.E.2d 157 (1991); City of Columbus v. Pub. Util.

Conana'n, 170 Ohio St. 105, 163 N.E.2d 167 (1959); Keco Industries Inc., v. Cincinnati &

Suburban Bell Tel. Co., 166 Ohio St. 254, 141 N.E.2d 465 (1957). The Court should

honor its prior decisions and uphold the plain requirements of R.C. 4903.16.

Proposition of Law No. 11:

OCC's request for extraordinary relief does not meet standards the
Commission submits are helpful and should be applied by the Court in
its analysis of this stay request.

OCC seeks a stay of a Commission order pursuant to R.C. 4903.16. That statute

does not contemplate granting a stay as a routine matter. A stay of an agency order is

considered an extraordinary remedy. Virginia Petroleum Jobbers Ass'n v. FPC, 259 F.2d

921, 925 (D.C. Cir. 1958).

In 1987, then Justice Andrew Douglas, in dissent, offered the following standards

to guide the Court's analysis of any application seeking a stay:

Orders of the Public Utilities Conimission have effect on
everyone in this state - individuals, business and industry.
When the commission issues an order, after the thorough
review generally given by the commission and its experts, a
stay of that order should only be given after substantial
thought and consideration - if at all, and then only where
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certain standards are met. These standards should include
consideration of whether the seeker of the stay has made a
strong showing of the likelihood of prevailing on the merits;
whether the party seeking the stay has shown that without a
stay irreparable harm will be suffered; whether or not, if the
stay is issued, substantial harm to other parties would result;
and, above all in these types of cases, where lies the interests
of the public.

MCI Telecoinmunications Corp. v. Pub. Util. Cornm'n, 31 Ohio St. 3d 604, 606, 510

N.E.2d 806, 807 (1987). Although not controlling, the standards articulated in the

Douglas dissent in MCI are well-reasoned and compoi-t with the standards applied by fed-

eral courts in similar cases. See, e.g. Cuomo v. Nuclear Reg. Comnz'n, 772 F.2d 972, 974

(D.C. Cir. 1985). They provide a useful framework for analyzing a stay application. As

applied to the case at bar, OCC's request fails to meet these reasonable standards.

A. OCC fails to demonstrate a likelihood of success on the
merits.

The OCC challenges the well-established authority and discretion of the Commis-

sion establishing customer rates for utility services. The Court has recognized the broad

and plenary authority delegated to the Commission to establish utility rates and terms of

service. See, e.g., Kazmaier Supermarkets, Inc. v. Toledo Edison Co., 61 Ohio St. 3d

147, 573 N.E.2d 655 (1991). Ratemaking is not, nor has it ever been, an exact science.4

Ratemaking constantly requires an application of seasoned and studied judgment. Where

the Commission applies its discretion and judgment in a manner consistent with the evi-

4 The United States Supreme Court has long recognized that rate design is "not a
matter for the slide-rule. It involves judgment on a myriad of facts. It has no claim to an
exact science." Colorado Interstate Co. v. FPC, 324 U.S. 581, 589 (1945).
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dence before it, it acts lawfitlly under its statutory ratemaking authority. Ohio Rev. Code

Ann. § 4909.15 (West 2009), Appendix at 11-15; General Motors Corp. v. Pub. Util.

Comm'n, 47 Ohio St. 2d 58, 351 N.E.2d 183 (1976). 1'he Commission's judgment and

expertise in rate design matters should not be disturbed unless it is shown to be against

the manifest weight of the evidence. Citywide Coalition for Ulility Reform v. Pub. Util.

Comm'n, 67 Ohio St. 3d 531, 620 N.E.2d 832 (1993).

OCC bears a difficult burden of showing that the Commission's decision is against

the manifest weight of the evidence or clearly unsupported by the record. See, e.g., Ohio

Partners for Aff'ordable Energy v. Pub. Util. Comm'n, 115 Ohio St. 3d 208, 210, 874

N.E.2d 764, 767 (2007); Monongahela Power Co. v. Pub. Util. Comm'n, 104 Ohio St. 3d

571, 820 N.E.2d 921 (2004). There is ample record evidence supporting both the

Coimnission's decision to "rethink" how it designs natural gas rates and its adoption of

the levelized rate design in this case. OCC has not sustained their heavy burden.

1. The manifest weight of the evidence supports adoption of
the levelized rate design because it is reasonable, under-
standable, and sends the proper price signal to customers,

a. SFV designed rates are reasonable.

(i) SFV rates follow cost causation principals.

Even OCC, or at least its witness, Mr. Colton, agrees that a basic ratemak' rng prin-

cipal "is that rates should reflect costs" and "to the extent practicable, one set of custom-

ers should not be charged for costs that a different set of customers cause a utility to
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incur."5 Some have claimed that the straight-fixed-variable rate design results in low

usage customers subsidizing high usage customers. That claim is not true. As the Com-

mission acknowledged, SFV rate design is a change from the current rate design and, "as

with any change, there will be some custoiners who will be better off and soroe customers

who will be worse off; as compared to the existing rate design."6 These results do not

mean a subsidy is created.

Rather than creating a subsidy, the straight-fixed-variable rate reduces a subsidy

that existed under rates prior to the Commission's order. The previous rate design recov-

ers most of the company's fixed distribution costs through a rate that varies with usage,

and it recovers only a small part of the costs through a fixed rate. Accordingly, the

Commission found that the prior rate design distributes more of the fixed costs to higher

users of natural gas. The straight-fixed-variable rate design more evenly distributes fixed

costs by increasing the pot-tion of those costs recovered through a fixed rate component,

thereby, matching fixed and variable cost recovery more closely with the costs actually

incurred.7 Because some low usage customers have not paid the entirety of their fixed

costs under the prior rate design, they may pay more. The converse is true for higher

usage customers. In its order, the Commission explained:

62.
In re Vectren (Prefiled Test. of R. Colton (OCC Ex. 2) at 21-22), Appendix at 61-

In re Duke Energy Ohio, Case No. 07-589-GA-AIR (Opinion and Order at 19)
(May 28, 2008), Appendix at 21; see also In re Vectren (Opinion and Order at 13-14)
(January 7, 2009), Appendix at 53-54.

7 Staff Ex. 3(S. Puican Prefiled Dir. Test.) at 4-5, Appendix at 45-46.
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The levelized rate design will impact low-usage customers
more than high-usage customers, since they [low-usage cus-
tomers] 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 in their gas bills."

As the Commission described, this effect is not a subsidy. It is a reduction in one that

results from a more appropriate reflection of cost causation and proper rate design.

2. SFV designed rates do not disproportionately
impact low income customers.

111e rate effects of the straight-fixed-variable rate design are not impacted by the

income of individual rate payers. Higher use customers who liave been overpaying their

fixed costs, including those with low-income, will experience a rate reduction. Con-

versely, lower use customers who have not been paying all their fixed costs, including

those with low-income, will experience an increase. Average use customers who l-iave

been paying their fixed costs, including those with low-income, will not see an effect

from a change in rate design.9

The record shows that many low-income customers will be benefited. 'I'he aver-

agc annual usage of PIPP customers, historically, has been over the break-even level. As

Staff Witness Puican testified:

1'he data shows that, for the 12 months ending September
2007, PIPP customers' average usage was 110.9 Mcf and
non-PIPP residential custoiners' average usage was 81.5 Mcf.

a

9

In re Yectren (Opinion and Order at 14) (January 7, 2009), Appendix at 54.

In re Duke Energy Ohio, Case No. 07-589-GA-AIR (Opinion and Order at 19)
(May 28, 2008), Appendix at 21.
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Although PIPP customer usage may not be a perfect repre-
sentation of all low-income customer usage, it is the best rea-
dily available proxy. The usage data indicates that low-
income customers are, on average, not low-usage customers.
Because high-usage customers will benefit from the SFV rate
design, and low-income customers are more likely to be high-
usage customers, it is reasonable to conclude that low-income
customers are actually more likely to benefit from SFV.10

Contrary to OCC witness Colton, Company witness Overcast further corroborated

that low income customers on Vectren's system are in fact among the Company's higher

usage customers." Mr. Overcast found that "[b]ased on the analysis of actual billing

information for VEDO's residential customer[s] and available Census block group data

for VEDO's service area,... low income customers in VEDO's service area consume on

average more natural gas annually than all but the highest income residential customers

in VEDO's service area."'2 OCC's witness based his conclusions on national and state-

wide data, not Vectren-specific data. Staff and the Company found that low income cus-

tomers will actually benefit from the change to SFV rate design based upon analysis of

Vectren-specific data. Accordingly, the record demonstrates that many customers with

low-income have been overpaying their fixed costs and they will benefit from a change to

the straight-fixed-variable rate.

w

) i

12

Staff Ex. 3 (S. Puican Prefiled Dir. Test.) at 6-7, Appendix at 47-48.

Co. Ex. 8a (H.E. Overcast Rebuttal Test.) at 11, Appendix at 56.

Id. at 14, Appendix at 59.
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b. SFV designed rates give the appropriate price sig-
nal to Vectren's customers.

OCC alleges that the straight-fixed-variable rate design discourages conservation.

Based on this claim, OCC also incorrectly concludes that straight-fi xed-variable designed

rates violate Revised Code provisions promoting conservation, R.C. 4929.02(A)(4). The

claims are not true. The straight-fixed-variable rate design encourages appropriate con-

servation by consumers.

As Mr. Puican explained, "customers make conservation decisions based on their

total bill."13 The largest and volatile component of that bill is the cost of natural gas.14

The gas cost rate is many times greater than the distribution rate.15 For example, Mr.

Puican noted:

Vectren used a gas cost rate of $9.686 per Mef in its applica-
tion and regardless of which rate design is ultimately
approved in this proceeding, the variable component of base
rates will be relatively small in con7parison to the cost of the
gas itself. Customers will always achieve the full value of the
gas cost savings regardless of the distribution rate. I believe
most customers make conservation decisions based on their
total bill rather than by an explicit cost/benefit analysis based
solely on the variable portion of rates, particularly given the
volatility of the gas cost component.16

13

14

15

16

Staff Ex. 3 (S. Puican Prefiled Dir. Test.) at 3, Appendix at 44.

Id.

Id.

Id. at 3-4, Appendix at 44-45.
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OCC ignores that the cost of natural gas is the largest factor, by far, in conservation deci-

sions.

"I'he savings in the cost of natural gas drive the size of bills and, accordingly, con-

servation decisions. 1'he rate design does not affect the cost of gas and, for that reason, it

will not significantly affect conservation decisions.

A change in a consumer's total bill due to a change in distribution rate design

should not have a chilling effect on conservation decisions, The largest component of

those bills, natural gas cost, is volatile.' 7 For example, those costs increased every month

from January 2008 through July 2008.18 In one month the increase was $1.78 per Mcf,

and that was 6 times greater than a $00.28 increase from the prior month.1y The entire

period experienced a $5.04 increase, approximately a 69% increase.20 Such fluctuations

led Mr. Puican to conclude, "Given these types of extreme fluctuations, I believe custom-

ers recognize the imprecision of any payback analysis and will incorporate that uncer-

tainty into their energy efficiency investment decisions."2 1 Accordingly, the change to a

straight-fixed-var'rable rate structure cannot be expected to adversely affect consumer

conservation investment decisions.

7

1S

19

20

21

Staff Ex. 3(S. Puican Prefiled Dir. Test.) at 3-4, Appendix at 44-45.

Id.

Id, at 4, Appendix at 45.

Id.

Id.
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Rather than impede investment decisions, the straight-fixed-variable rate design

will benefit them because it sends better price signals. Including fixed costs in a variable

rate distorts price signals.22 Since the straight-fixed-variable rate design aligns fixed

costs with fixed rate components and variable costs with variable rate components better

than the current rate structttre, it provides better price signals for consumers' investment

decisions.23 Mr. Puican explained:

The variable rate component of rates should reflect a util-
ity's true avoided costs, i.e. the costs that a utility does not
incur with a unit reduction in sales. 1'he SFV [straight-fixcd-
variable] rate design satisfies this condition by more closely
matching fixed and variable cost recovery to those actual
costs incurred. Artificially inflating the volumetric rate
beyond its cost basis skews the analysis and will cause an
over-investment in conservation.24

The straight-fixed-variable rate design provides better information and results in more

informed consumer decisions. That is a benefit, not a detriment, to consumers and coli-

servation.

In that fashion also, the straight-fixed-variable rate design eliminates a disincen-

tive for Vectren to promote energy efficiency. Mr. Puican explained that any gas distri-

bution utility has a disincentive to promote energy efficiency when its must recover its

fixed costs through volumetric rates.25 He stated:

22

23

24

25

Staff Ex. 3 (S. Puican Prefiled Dir, "I'est.) at 4, Appendix at 45.

Id.

Id.

Id.

21



To artificially require the Company to recover its fixed
costs tlirough the volumetric rate creates a disincentive for the
Company to promote energy efficiency. Staff is proposing a
rate design [straight-fixed-variable] that eliminates this disin-
centive. The relatively small potential disincentive for cus-
tomers to conserve due to the volumetric rate is more than
offset by the removal of the Company's disincentive to
actively promote and fund energy-efftciency.26

Even if some small potential disincentive was associated with the straight-fixed-variable

rate design, it is more than offset by the removal of the company's disincentive to pro-

mote and fund energy-efficiency.27

For these reasons, the straight-fixed-variable rate design encourages conservation,

contrary to OCC's assertions. It is in accord with state policy and it consistent with any

provision of the Revised Code encouraging conservation.

C. The straight-fixed-variable rate design proposal
incorporates the rate design principle of gradual-
isni.

OCC argues that the Commission proceeded too quickly in adopting a straight-

fixed-variable rate design. They have suggested the utilization of studies and other time-

consuming activities.

In adopting the levelized rate design the Commission found such proposals are not

necessary. As the record reflects the levelized rate design more appropriately aligns fixed

costs with fixed rate components, and. better reflects the fixed costs customers should

incur and the utility should recover. Additionally, this rate design does not affect recov-

26

27

Staff Fx. 3 (S. Puican Prefiled Dir. Test.) at 4, Appendix at 45.

Id:
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ery of the principle cost that drives a consutner's bill, the commodity cost. Moreover,

the levelized rate design incorporates the principle of gradualism. The Commission's

order contains a two-stage transition to eventual recovery of all fixed costs through a

fixed distribution rate in the second phase. The first phase leaves a portion of the fixed

costs for recovery through a variable rate component while transitioning to the recovery

of all fixed costs (all distribution costs) from the fixed rate component in the second year.

2. The notices published pursnant to R.C. 4909.18 and
4909.19 contained the snbstance aud prayer of the resi-
dential rate design proposed by Vectren.

OCC argues that notice to Vectren's customers of the SFV rate design proposal

was legally defective. To the contrary, Vectren's customers were provided legally suffi-

cient notice that the Coinpany's proposed rates were designed to increase the proportion

of fixed costs recovered in the customer charge while they decreased fixed costs recovery

through volumetric rates. This was the substance of the application in terms of the pro-

posed change in residential rate design. The Stage 1 and Stage 2 residential rate design

proposals were revenue neutral; the revenue recovered from residential customers was

the same in each stage. The notice specifically mentioned this proposed rate design

change for residential customers. It was clear that the Company proposed to recover

more fixed costs through the fixed rate and less through the volttmetric rate. '1'he Com-

mission approved this notice by Entry dated January 16, 2008. OCC failed to apply for

rehearing of that Fntry.
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The Commission approved the proposed newspaper notice by entry of January 16,

2008. The notice included the residential rate design proposed by the Company.

Vectren's notice disclosed the change in focus of residential rate design from recovery of

fixed costs through a minimal fixed customer charge and higher volumetric rates to one

of recovery of the majority of fixed costs through a tixed rate accompanied by a lower

volumetric rate. This is the change noticed. The shift in Stage 2 to a greater fixed charge

does not impact the level of revenue recovered in that stage; the revenue proposed for

recovery for Stage I and Stage 2 was identical. The rate design shift to recovery of fixed

costs primarily through a fixed charge is demonstrated in the notice of Stage 1 rates.

"I'hat Stage 2 rates were not specifically included in the notice does not change the fact

that customers were properly notified of the proposed change in the method of fixed cost

recovery.

Both the Court's decision in Committee against MRTv. Pub. Util. Comm'n, 52

Ohio St.2d 231, 371 N.E.2d 547 (1977) and Ohio Assoc. qf Realtors v. Pub. Util.

Comm'n, 60 Ohio St. 2d 172, 176, 398 N.E.2d 784, 786 (1979) address the meaning of

R.C. 4909.19 with regard to the proper notice of the contents of a utility rate application.

In fact, the Court's opinions in both MRT and Realtors support the sufficiency of the

notice published in this case. The Court in MRT opined that:

While generally the published notice required under R.C.
4909.19 nced not contain every specific detail affecting rates
contained in the application (indeed, such a requirement
would be highly impractical and unnecessarily expensive),
the court notes that the statute does require that the "sub-
stance" of the application be disclosed; i.e., that the essential
nature or quality of the proposal be disclosed to those affected
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by the rate increases. Although there is no specific test or
formula this court can apply in reviewing cliallenges made by
subscribers with respect to the sufficiency of the notice pro-
vided by a utility, it is clear, given the putposes of the publi-
cation requirement under R.C. 4909.19, that a highly innova-
tive material change in the method of charging customers
should be included in the notice.28

The rate increase proposed by Vectren was contained in the published notice, as

was the "material change in the method of charging customers" embodied in the pro-

posed shift to greater iixed cost recovery in a higher fixed charge 29 There was no differ-

ence in the revenues recovered in Stage 1 that was contained in the notice, and those

recovered through Stage 2 rates. The difference between the noticed Stage I rates and

those contained in Stage 2 is one of degree, not of method. Both Stages recover a greater

proportion of fixed costs through a higher fixed charge, and both recover the same level

of revenue for the Company.

This is utilike the situation in Committee against MRT, where the notice published

by Cincinnati Bell failed to mention the proposed change to usage based rates.30 Here,

Vectren published notice that contained the significant change from a low customer

charge and higher volumetric rates to a more level, but higher fixed charge, and lower

volumetric rates. Vectren customers opposed to this type ot'rate design were notified of

the change proposed, and displayed significant interest in the Cominission's proceedings

28

29

30

Committee Against MRT v. Pub. Util. Comm'n, 52 Ohio St. 2d 231, 233, 371

N.E.2d 547, 549 (1977).

Id.

!d.
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because of the shift to greater recovery of fixed costs through a fixed charge. Vectren

customers filed numerous letters in this docket evincing knowledge of the SFV proposal,

and participated vigorously regarding this topic in the local hearings held by the Com-

mission.31 Vectren's notice insured that their customer's had an opportunity to be heard

regarding the proposed change in rate design.32 As a result the Court should find that the

notice was legally sufficient.

Further, as it is also apparent from OCC's extensive participation in this case,

Vectren's notice provided OCC with notice of the "reasonable substance ot'the proposal

so that consumers [eould] determine whether to inquire further as to the proposal or

intervene in the rate case."33 OCC, the statutory representative of Vectren's consumers,

intervened in this case, agreed to a lower rate increase than requested in the application,

and strenuously litigated the proposed change to residential rate design, the shift to SFV

or levelized rate. The notice given in this case harmed neither OCC, nor its constituents.

B. OCC has not shown that it will be irreparably harmed if a
stay is not granted.

Indeed, the record establishes just the opposite result. It shows that residential

customers will benefit from levelized bills that spread recovery of fixed costs more

31

32

33

See fn 3 infra.

Id.

Ohio Ass'n of Realtors v. Pub. Util. Cornm'n, 60 Ohio St. 2d 172, 176, 398

N.E.2d 784, 786 (1979).
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evenly throughoiR the year and offer some rate relief during the winter heating months.34

The levelized rate design provides better pricing information that will assist customers to

more efficiently manage their gas usage. Low-income residential customers will enjoy

smaller bills because of the $4.00 credit program and because low-income customers tend

to have higher usage.3' All residential customers will retain a strong economic incentive

to more efficiently manage their gas usage to reduce their bills. Importantly, Vectren can

more actively promote and participate in conservation and energy efficiency programs

without sacrificing the financial stability it needs in order to safely, adequately, and relia-

bly distribute natural gas to its customers.

Likewise, the overly selective focus of OCC's stay request is both improper and

contrary to statute. It seeks only to stay implementation of one aspect of the new rate

design that will beconie operative in October 2009, while OCC remains silent on other

aspects that have also been implemented. Does "irreparable harm" result only fi•om

implementation of one portion of the levelized rate design, as suggested by OCC's stay

request, while the rest of the Commission-approved rate design on appeal is now deemed

beneticial or at least not harmful to residential customers? While OCC appealed the

Commission's approval of the levelized rate design and its attendant rates, OCC now

seeks to stay only a portion of that order. Nowhere is this selectivity permitted by law.

The right to seek a stay is created by statute and R.C. 4903.16 speaks in terms of staying

34

35

In re Vectren (Opinion and Order at 13) (January 7, 2009), Appendix at 53.

Id. at 14, Appendix at 54.
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execution of a Commission order and not selective bits and pieces. 'I`he General

Assembly could easily have provided for a stay of a Commission order, or any part

thereof, but for sound, practica.l reasons it did not. 'I'he Commission submits that OCC's

stay request is contrary to Ohio law and should be rejected. OCC failed to demonstrate

any harm that would result if its request for a stay is denied.

C. OCC has failed to show how Vectren and its etistomers
are not substantially harmed if the Commission's order is
stayed.

OCC seeks to stay the second stage of a rate design that was fully litigated before

and approved by the Commission. In other words, OCC seeks to delay full impletnenta-

tion of a lawful Commission order. For the reasons already discussed, staying the Com-

mission's order will delay implementation of a rate design and rates that are beneficial to

both Vectren and its customers. A delay of several months could deprive Vectren of' any

reasotiable opportunity to collect its lawful revenue requirement, particularly in the

absence of an adequate bond given by OCC under R.C. 4903.16. T'he delay attendant to a

stay will be injuriotis to Vectren's customers who will be deprived of the beneficial lev-

elizing effect of new rates and threatened with higher winter bills than would othetwvise

result under the rate design approved by the Commissiou.

OCC alleges that the levelized rate design irreparably harms Vectren's "low-use

residential customers." OCC does not define the size of this residential subset or identify

who these customers are, nor does it outline specifically how these customers are harmed

under the levelized rate design. T'raditionally, rates have been designed with a low fixed
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customer charge that recovered only a small portion of the utility's fixed costs for its dis-

tribution system, and a volumetric based rate to recover the remaining costs of serving

customers, including fixed costs. Fixed costs are those that remain constant regardless of

the amount of gas sold. As a result, customers who use greater volumes of gas pay more

toward the utility's fixed costs than those who use less, even though the fixed cost to

serve both high and low use customers varies little, if at all. The Commission found "that

the levelized rate design promotes the regulatory principles of providing a tnore equitable

cost allocation among customers, regardless of usage. It fairly apportions the fixed costs

of service among all customers so that everyone pays their fair share." In re Vectren

(Opinion and Order at 13-14) (January 7, 2009), Appendix at 53-54. So under the lev-

elized rate design high-use customers will no longer pay more than their fair share of

Vectren's fixed costs and low-use customers will pay their fair share, albeit more than

they were required to pay in the past.

The Commission recognized that the new rate design will have a greater impact on

low-use customers, who were underpaying their share of fixed costs, by ordering Vectren

to implement a one-year low -income pilot program aimed at helping low-income, low-

use customers pay their bills. Id. at 14, Appendix at 54. The Commission found, and the

evidence shows that, while monthly bills of low-use residential customers are impacted

under the levelized rate design, this is simply the product of the suboptimal manner in

which the fixed costs of serving customers were recovered under prior rate design struc-

tures. Id. at 12-14, Appendix at 52-54. In other words, the levelized rate design corrects

past rate inequities and more equitably allocates costs among all residential customers. It
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does so by developing rates that more closely track and recover the actual fixed costs to

serve residential customers, regardless of how much natural gas they actually consume.

Id. Further, average and higlzer-use (including low-income) residential customers will be

denied certain of the custonaer benefits available under the levelized rate design if the

arguments advanced by OCC are adopted by the Court.

OCC's motion to stay the Commission's order should be denied.

D. Staying the Commission's order is not in the public inter-
est.

The levelized rate design adopted by the Commission promotes the public interest

becatise it:

• corrects historical rate inefficiencies;

. spreads costs of natural gas service more evenly throughout the year,
levelizing customer bills and keeping winter heating bills lower;

• addresses the chronic revenue erosion experienced by Vectren in recent
years, a phenomenon that, if left unchecked, could threaten Vectren's abil-
ity to continue to adequately, safely, and reliably serve its customers; and,

• encourages more active utility participation, promotion, and application of
financial resources to conservation and energy efficiency programs that
benefit customers;

• sends more accurate price signals to customers.

Staying the Commission's order prevents these benefits from being fully realized.

Further, OCC's perspective of the "public interest" is more limited than Justice

Douglas recognized in the standards recommended for reviewing the appropriateness of a

stay request. In fact OCC quoted the exact language that suggests the "public interest" is
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a much broader group than that represented by the OCC in this proceeding. As OCC

quoted "Justice Douglas dissent in MCI emphasizes that Commission Orders `have effect

on everyone in this state - individuals, business atid industry."' OCC Motion for Stay at

8; MCI Telecommunications Corp. v. Pub. Util. Camm'n, 31 Ohio St. 3d 604, 606, 510

N.E.2d 806, 807 (1987) (Douglas, J., dissenting). Unlike OCC, the Commission rnust

balance all of the interests referenced by Justice Douglas - residential cust.omers (indi-

viduals), business and industry - in making its rate design determinations. As it did here,

it may mean that not all of the interest groups are happy with the Commission's decision.

In this case the Commission's decision reasonably balanced the impact the rate design

determination would have on all parties involved, the residential customers (both high-

and low-usage) and the utility. OCC's perspective ignores the broader perspective that

truly is the "public interest." Imposing a stay on the Commission's order would negate

the benefits of that order for residential customers and Vectren. OCC's motion should be

denied as it is against the public interest.
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CONCLUSION

Based upon the foregoing, OCC's motion for stay should be denied.
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2505.03 Appeal of final order, judgment, or decree.

(A) Every final order, judgment, or decree of a court and, when provided by law, the
final order of any administrative officer, agency, board, departinent, tribunal,
commission, or other instrumentality may be reviewed on appeal by a court of common
plcas, a court of appeals, or the supreme court, whichever has jurisdiction.

(B) Unless, in the case of an administrative-related appeal, Chapter 119. or other
sections of the Revised Code apply, such an appeal is governed by this chapter and, to the
extent this chapter does not contain a relevant provision, the Rules of' Appellate
Procedure. When an administrative-related appeal is so governed, if it is necessary in
applying the Rules of Appellate Procedure to such an appeal, the administrative officer,
agency, board, department, tribunal, commission, or other instrumentality shall be treated
as if it were a trial court whose final order, judgment, or decree is the subject of an appeal
to a court of appeals or as if it were a clerk of such a trial court.

(C) An appeal of a final order, judgment, or decree of a court shall be governed by the
Rules of Appellate Procedure or by the Rules of Practice of the Supreme Court,
whichever are applicable, and, to the extent not in conflict with those rules, this chapter.

2505.12 No supersedeas bond required for certain appeals.

An appellant is not required to give a supersedeas bond in connection with any of the

following:

(A) An appeal by any of the following:

(1) An executor, administrator, guardian, receiver, trustee, or trustee in bankruptcy
who is acting in that person's trust capacity and who has given bond in this state, with
surety according to law;

(2) The state or any political subdivision of the state;

(3) Any public officer of the state or of any of its political subdivisions who is suing
or is sued solely in the public officer's representative capacity as that ofticer.

(B) An administrative-related appeal of a final order that is not for the payment of
money.
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4903.11 Proceeding deemed commenced.

No proceeding to reverse, vacate, or modify a final order of the public utilities
commission is commenced unless the notice of appeal is filed within sixty days after the
date of denial of the application for rehearing by operation of law or of the entry upon the
journal of the commission of the order denying an application for rehearing or, if a
rehearing is had, of the order made after such rehearing. An order denying an application
for rehearing or an order made after a rehearing shall be served forthwith by regular mail
upon all partics who have entered an appearance in the proceeding.

4903.15 Orders effective immediately - notice.

tJnless a different time is specified therein or by law, every order made by the public
utilities commission shall become effective immediately upon entry thereof upon the
journal of the public utilities commission. Every order shall be served by United States
mail in the manner prescribed by the commission. No utility or railroad shall be found in
violation of any order of the commission until notice of said order has been received by
an officer of said utility or railroad, or aa1 agent duly designated by said utility or railroad
to accept service of said order.

4903.16 Stay of execution.

A proceeding to reverse, vacate, or modify a tinal order rendered by the public
utilities commission does not stay execution of such order unless the supreme court or a
judge thereof in vacation, on application and three days' notice to the commission, allows
such stay, in which event the appellant shall execute an undertaking, payable to the state
in such a sum as the supreme court prescribes, with surety to the satisfaction of the clerk
of the suprerne court, conditioned for the prompt payment by the appellant of all damages
caused by the delay in the enforcement of the order complained of, and for the repayment
of all moneys paid by any person, firm, or corporation for transportation, transmission,
produce, commodity, or service in excess of the charges fixed by the order complained
of, in the event such order is sustained.

4909.15 Fixation of reasonable rate.

(A) The public utilities coinmission, when fixing and determining just and reasonable
rates, fares, tolls, rentals, and charges, shall determine:

(1) The valuation as of the date eertain of the property of the public utility used and
useful in rendering the public utility service for which rates are to be fixed and
determined. 1'he valuation so determined shall be the total value as set forth in division
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(J) of section 4909.05 of the Revised Code, and a reasonable allowance for materials and
supplies and cash working capital, as determined by the commission.

'1'he commission, in its discretion, may include in the valuation a reasonable
allowance for construction work in progress but, in no event, may such an allowance be
made by the commission until it has determined that the particular construction project is
at least seventy-five per cent complete.

In cletermining the percentage completion of a particular construction project, the
commission shall consider, among other relevant criteria, the per cent of time elapsed in
construction; the per cent of construction funds, excluding allowance for funds used
during construction, expendcd, or obligated to such construction funds budgeted where
all such funds are adjusted to reflect current purchasing power; and any physical
inspection performed by or on behalf of any party, including the commission's staff.

A reasonable allowance for construction work in progress shall not exceed ten per
cent ofthe total valuation as stated in this division, not including such allowance for
construction work in progress.

Where the commission permits an allowance for construction work in progress, the
dollar value of the project or portion thereof included in the valuation as construction
work in progress shall not be included in the valuation as plant in service until such time
as the total revenue effect of the construction work in progress allowance is offset by the
total revenue effect of the plant in service exclusion. Carrying charges calculated in a
manner similar to allowance for funds used during construction shall accrue on that
portion of the project in service but not reflected in rates as plant in service, and such
accrued carrying charges shall be included in the valuation of the property at the
conclusion of the offset period for purposes of division (J) of section 4909.05 of the
Revised Code.

From and after April 10, 1985, no allowance for construction work in progress as it
relates to a particular construction project shall be reflected in rates for a period
exceeding forty-eight consecutive months commencing on the date the initial rates
reflecting such allowance become effective, except as otherwise provided in this division.

The applicable maximum period in rates for an allowance for construction work in
progress as it relates to a particular construction project shall be tolled if; and to the
extent, a delay in the in-service datc of the project is caused by the action or inaction of
any federal, state, county, or municipal agency having jurisdiction, where such action or
inaction relates to a change in a rule, standard, or approval of such agency, and where
such action or inaction is not the result of the failure of the utility to reasonably endeavor
to comply with any rule, standard, or approval prior to such change.
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In the event that such period expires before the project goes into service, the
coinmission shall exclude, from the date of expiration, the allowance for the project as
construction work in progress from rates, except that the commission may extend the
expiration date up to twelve months for good cause shown.

In the event that a utility has permanently canceled, abandoned, or terminated
construction of a project for which it was previously permitted a construction work in
progress allowance, the cominission immediately shall exclude the allowance for the
project from the valuation.

In the event that a construction work in progress project previously included in the
valuation is removed from the valuation pursuant to this division, any revenues collected
by the utility from its customers after April 10, 1985, that resulted from such prior
inclusion shall be offset against future revenues over the saine period of time as the
project was included in the valuation as construction work in progress. The total revenue
effect of such offset shall not exceed the total revenues previously collected.

In no event shall the total revenue effect of any offset or offsets provided under
division (A)(1) of this section excecd the total revenue effect of any construction work in
progress allowance.

(2) A fair and reasonable rate of return to the utility on the valuation as determined in
division (A)(1) of this section;

(3) The dollar annual return to which the utility is entitled by applying the fair and
reasonable rate of return as determined under division (A)(2) of this section to the
valuation of the utility determined under division (A)(1) of this section;

(4) The cost to the utility of rendering the public utility service for the test period less
the total of any interest on cash or credit refunds paid, pursuant to section 4909.42 of the
Revised Code, by the utility during the test period.

(a) Federal, state, and local taxes imposed on or measured by net income may, in the
discretion of the commission, be computed by the normalization method of accounting,
provided the utility tnaintains accounting reserves that reflect differences between taxes
actually payable and taxes on a normalized basis, provided that no determination as to the
treatment in the rate-making process of such taxes shall be made that will result iti loss of
any tax depreciation or other tax benefit to which the utility would otherwise be entitled,
atld further provided that such tax benefit as redounds to the utility as a result of such a
computation may not be retained by the company, used to fund any dividend or
distribution, or utilized for any purpose other than the defrayal of the operating expenses
of the utility and the defrayal of the expenses of the utility in connection with
construction work.
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(b) The amount of any tax credits granted to an electric light coinpany under section
5727.391 of the Revised Code for Ohio coal burned prior to January 1, 2000, shall not be
retained by the company, used to timd any dividend or distribution, or utilized for any
purposes other than the defrayal of the allowable operating expenses of the coinpany and
the defrayal of the allowable expenses of the company in connection with the installation,
acquisition, construction, or use of a compliance facility. The amount of the tax credits
granted to an electric light company under that section for Ohio coal burned prior to
January 1, 2000, shall be returned to its customers within three years after initially
claiming the credit through an offset to the company's rates or fuel component, as
determined by the commission, as set forth in schedules filed by the company under
section 4905.30 of the Revised Code. As used in division (A)(4)(c) of this section,
"compliance facility" has the same meaning as in section 5727.391 of the Revised Code.

(B) Thc commission shall compute the gross annual revenues to which the utility is
entitled by adding the dollar amount of return imder division (A)(3) of this section to the
cost of rendering the public utility service for the test period under division (A)(4) of this

section.

(C) The test period, unless otherwise ordered by the commission, shall be the twelve-
month period beginning six months prior to the date the application is filed and ending
six months subsequent to that date. In no event shall the test period end more than nine
months subsequent to the date the application is filed. The revenues and expenses of the
utility shall be determined during the test period. The date certain shall be not later than
the date of filing.

(D) When the commission is of the opinion, after hearing and after making the
determinations under divisions (A) and (B) of this section, that any rate, fare, charge, toll,
rental, schedule, classification, or service, or any joint rate, fare, charge, toll, rental,
schedule, classification, or service rendered, charged, demanded, exacted, or proposed to
be rendered, charged, demanded, or exacted, is, or will be, unjust, unreasonable, unjustly
discriminatory, unjustly preferential, or in violation of law, that the service is, or will be,
inadequate, or that the maximum rates, charges, tolls, or rentals chargeable by any such
public utility are insufficient to yield reasonable compensation for the service rendered,
and are unjust and unreasonable, the commission shall:

(1) With due regard arnong other things to the value of all property of the public
utility actually used and useful for the convenience of the public as determined under
d'tvision (A)(1) of this section, excluding from such value the value of any franchise or
right to own, operate, or enjoy the same in excess of the amount, exclusive of any tax or
annual charge, actually paid to any political subdivision of the state or county, as the
consideration for the grant of such franchise or right, and excluding any value added to
such property by reason of a monopoly or merger, with due regard in determining the
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dollar annual return under division (A)(3) of this section to the necessity of making
reservation out of the income for surplus, depreciation, and contingencies, and;

(2) With due regard to all such other matters as are proper, aecording to the facts in
each case,

(a) Including a fair and reasonable rate of return determined by the commission with
reference to a cost of debt equal to the actual embedded cost of debt of such public utility,

(b) But not including the portion of any periodic rental or use payments representing
that cost of property that is included in the valuation report under divisions (F) and (G) of
section 4909.05 of the Revised Code, fix and determine the just and reasonable rate, fare,
charge, toll, rental, or service to be rendered, charged, demanded, exacted, or collected
for the perforniance or rendition of the service that will provide the public utility the
allowable gross annual revenues under division (B) of this section, and order such just
and reasonable rate, fare, charge, toll, rental, or service to be substituted for the existing
one. After such determination and order no change in the rate, fare, toll, charge, rental,
schedule, classification, or service shall be made, rendered, charged, detnanded, exacted,
or clianged by such public utility without the order of the commission, and any other rate,
fare, toll, charge, rental, classification, or service is prohibited.

(B) Upon application of any person or any public utility, and after notice to the parties
in interest and opportunity to be heard as provided in Chapters 4901., 4903., 4905., 4907.,
4909., 4921., and 4923. of the Revised Code for other hearings, has been given, the
commission may rescind, alter, or amend an order fixing any rate, fare, toll, charge,
rental, classification, or service, or any other order made by the commission. Certified
copies of such orders shall be served and take effect as provided for original orders.

4909.18 Application to establish or change rate.

Any public utility desiring to establish any rate, joint rate, toll, classification, charge,
or rental, or to modify, amend, change, increase, or reduce any existing rate, joint rate,
toll, classification, charge, or rental, or any regulation or practice affecting the same, shall
file a written application with the public utilities commission. Except for actions under
section 4909.16 of the Revised Code, no public utility may issue the notice of intent to
file an application pursuant to division (B) of section 4909.43 of the Revised Code to
increase any existing rate, joint rate, toll, classification, charge, or rental, until a final
order under this section has been issued by the commission on any pending prior
application to increase the same rate, joint rate, toll, classification, charge, or rental or
until two hundred seventy-five days after filing such application, whichever is sooner.
Such application shall be verified by the president or a vice-president and the secretary or
treasurer of the applicant. Such application shall contain a schedule of the existing rate,
joint rate, toll, classification, charge, or rental, or regulation or practice affecting the
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same, a schedule of the modification amendment, change, increase, or reduction sought to
be established, and a statement of the facts and grounds upon which such application is
based. If stich application proposes a new service or the use of new equipment, or
proposes the establishment or amendment of a regulation, the application shall fully
describe the new service or equipment, or the regulation proposed to be established or
amended, and shall explain how the proposed service or equipnient differs from services
or equipment presently offered or in use, or how the regulation proposed to be established
or amended differs from regulations presently in effect. The application shall provide
such additional information as the cotnmission may require in its discretion. If the
commission determines that such application is not for an increase in any rate, joint rate,
toll, classification, charge, or rental, the commission may permit the filing of the scliedule
proposed in the application and fix the time when such schedule shall take effect. If it
appears to the commission that the proposals in the application may be unjust or
unreasonable, the commission shall set the matter for hearing and shall give notice of
such hearing by sending written notice of the date set for the hearing to the public utility
and publishing notice of the hearing one time in a newspaper of general circulation in
each county in the service area affected by the application. At such hearing, the burden
of proof to show that the proposals in the application are just and reasonable shall be
upon the public utility. After such hearing, the commission shall, where practicable,
issue an appropriate order within six months from the date the application was filed.

If the commission determines that said application is for an increase in any rate, joint
rate, toll, classification, charge, or rental there shall also, unless otherwise ordered by the
commission, be filed witli the application in duplicate the following exhibits:

(A) A report of its property used and useful in rendering the service referred to in
such application, as provided in section 4909.05 of the Revised Code;

(B) A complete operating statement of its last fiscal year, showing in detail all its
receipts, revenues, and incomes from all sources, all of its operating costs and other
expenditures, and any analysis such public utility deems applicable to the matter referred
to in said application;

(C) A statement of the income aud expense anticipated under the application filed;

(D) A statement of financial condition summarizing assets, liabilities, and net worth;

(E) A proposed notice for newspaper publication fully disclosing the substance of the
application. The notice shall prominently state that any person, firm, corporation, or
association may file, pursuant to section 4909.19 of the Revised Code, an objection to
such increase which may allege that such application contains proposals that are unjust
and discriminatory or unreasonable. The notice shall further include the average
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percentage increase in rate that a representative industrial, commercial, and residential
customer will bear should the increase be granted in full;

(F) Such other information as the cofmnission may require in its discretion.

4909.19 Publication - investigation.

Upon the filing of any application for increase provided for by section 4909.18 oi'the
Revised Code the public utility shall forthwith publish the substance and prayer of such
application, in a form approved by the public utilities commission, once a week for threc
consecutive weeks in a newspaper published and in general circulation throughout the
territory in which such public utility operates and affected by the matters referred to in
said application, and the comnlission shall at once cause an investigation to be rnade of
the facts set forth in said application and the exhibits attached thereto, and of the niatters
connected therewith. Within a reasonable time as determined by the commission after the
filing of sueh application, a written report shall be made and filed with the commission, a
copy of which shall be sent by certified mail to the applicant, the mayor of any municipal
corporation affected by the application, and to sucll other persons as the commissiou
deems interested. If no objection to such report is made by any party interested within
thirty days after such filing and the mailing of copies thereof, the commission shall fix a
date within ten days for the final hearing upon said application, giving notice thereof to
all parties intcrested. At such hearing the commission shall considcr the matters set forth
in said application and make such order respecting the prayer thereof as to it seems just
and reasonable.

If objections are filed with the commission, the commission shall cause a pre-hearing
conference to be held between all parties, intervenors, and the commission staff in all
cases involving more than one hundred thousand custoiners.

If objections are filed with the commission within thirty days after the filing of such
report, the application shall be promptly set down for hearing of testimony before the
commission or be forthwith referred to an attorney examiner designated by the
connnission to take all the testimony with respect to the application and objections which
may be offered by any interested party. The commission shall also fix the time and place
to take testimony giving ten days' written notice of such time and place to all parties. 1'he
taking of testimony shall commence on the date fixed in said notice and shall continue
from day to day until completed. The attorney examiner may, upon good cause shown,
grant continuances for not more than three days, excluding Saturdays, Sundays, aud
holidays. The coinmission may grant continuances for a longer period than three days
upon its order for good cause shown. At any hearing involving rates or charges sought to
be increased, the burden of proof to show that the increased rates or charges are just and
reasonable shall be on the public utility.
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When the taking of testimony is completed, a full and completc record of such
testimony noting all objections made and exceptions taken by any party or counsel, shall
be made, signed by the attorney examiner, and filed with the commission. Prior to the
formal consideration of the application by the commission and the rendition of any order
respecting the prayer of the application, a quorum of the commission shall consider the
recommended opinion and order of the attorney examiner, in an open, fonnal, public
proceeding in which an overview and explanation is presented orally. "I'hereafter, the
commission shall make such order respecting the prayer of such application as seems just
and reasonable to it.

In all proceedings before the commission in wliich the taking of testimony is required,
except when heard by the commission, attoruey examiners shall be assigned by the
commission to take such testimony and fix the time and place therefor, and such
testimony shall be taken in the manner prescribed in this section. All testimony shall be
under oath or aftirmation and taken down and transcribed by a reporter and made a part
of the record in the case. The commission may hear the testimony or any part thereof in
any case without having the same referred to an attorney examiner and may take
additional testimony. Testimony shall be taken and a record inade in accordanee with
such general rules as the commission prescribes and subject to such special instructions
in any proceedings as it, by order, directs.

4929.02 Policy of state as to natural gas services and goods.

(A) It is the policy of this state to, throughout this state:

(1) Promote the availability to consumers of adequate, reliable, and reasonably priced
natural gas services and goods;

(2) Promote the availability of unbundled and comparable natural gas services and
goods that provide wholesale and retail consumers with the supplier, price, terms,
conditions, and quality options they elect to meet their respective needs;

(3) Promote diversity of natural gas supplies and suppliers, by giving consumers

effective choices over the selection of those supplies and suppliers;

(4) Encourage innovation and market access for cost-effective supply- and demand-
side natural gas services and goods;

(5)1~;ncourage cost-effective and efficient access to information regarding the
operation of the distribution systems of natural gas companies in order to promote
effective customer choice of natural gas services and goods;
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(6) Recognize the continuing emergence of competitive natural gas markets through
the development and implementation of flexible regulatory treatment;

(7) Promote an expeditious transition to the provision of natural gas services and
goods in a manner that achieves effective competition and transactions between willing
buyers and willing sellers to reduce or eliminate the need for regulation of natural gas
services and goods under Chapters 4905. and 4909. of the Revised Code;

(8) Promote effective competition in the provision of natural gas services and goods
by avoiding subsidies flowing to or from regulated natural gas services and goods;

(9) Ensure that the risks and rewards of a natural gas company's offering of
nonjurisdictional and exempt services and goods do not affect the rates, priccs, terms, or
conditions of nonexempt, regulated services and goods of a natural gas company and do
not affect the financial capability of a natural gas company to comply with the policy of
this state specified in this section;

(10) Facilitate the state's competitivencss in the global economy;

(11) Facilitate additional choices for the supply of natural gas for residential
consumers, including aggregation;

(12) Promote an alignment of natural gas company interests with consumer interest in
energy efticiency and energy conservation.

(B) The public utilities commission and the office of the consumers' counsel shall
follow the policy specified in this section in exercising their respective authorities relative
to sections 4929.03 to 4929.30 of the Revised Code,

(C) Nothing in Chapter 4929. of the Revised Code shall be construed to alter the
public utilities commission's construction or application of division (A)(6) of section
4905.03 of the Itevised Code.
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33
BEFOItE

THE PUBLIC UTILTI7ES 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 Application of Duke
Energy Ohio, Inc. for Approval of an
Alternative Rate Plan for Gas Dietribution
Service.

In the Matter 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

OPTNION AND ORDER

The Conunission, considering the applications, testimony, the applicable law,
proposed Stipulation, and other evidence of record, and being otherwise fully advised,
hereby issuea its opinion and order.

APPEARANCES:

John J. Firuifgazi, Jr., Paul A. Colbert, and Elizabeth Watts, 139 East Fourth Street,
Room 25, AT II, 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 ConsumerR Counsel, 10 West Broad
StYeet, 18lh Floor, Columbus, Ohio 43215-3485, on behalf of the residential consumers of
Duke Energy Ohio, Inc.

David C. Rinebolt and CoAeen Mooney, 231 West Lima Straet, Findlay, OMo 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. Boehm and Michael L. Kurtz, 36 East Seventh
Street, Suite 1510, Cincinnati, Ohio 45202, on behalf of Ohio Energy Group and The Kroger
Company.

Chester, Wilcox & Saxbe, LLP, by John W. Bentine, 65 East State Strect, Suite 1000,
Columbus, Ohio 432154213, on behalf of Interstate Gas Supply, Inc.

'R1tia is to oertiEY that the 1ma4ag aMa"in® are an
,tocutata and complste raDroBUatioa of a cae® file
documaut d®livarmd Sn tH® regular course of buaingas

Cachniaiaa ------Dato
HroceOaad
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07-589-GA-AIR,eta]. -14-

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 Commission also believes that a levelized rate design sends better price signals
to consumers. 'I he 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
dziver 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 ivhen making gas consumption
decisions, and customers will still receive the benefits of any conservation efforts in which
they engage. While we acknowledge that there will be a modest increase in the payback
period for customer-initiated energy conservation measures with a levelized rate design,
this res ilt 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 tIic regutatory 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 housing stock, will no longer have to pay their own fair share plus someone else's
fair share of the costs.

We recognize tliat, 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
existing 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.

'I'he Comtnissiort is sensitive to the impact of any rate increase on customers,
espec:ially during these tough economic times. We believe that the new levelized rate
design best corrects the traditional design inequities while mitigating the impact of the
new rates on residential customers by maintaining a volumeiric component to the rates, by
phasing in the increase over a two-year period, and by iwt reflecting the full extent of
Ih ke s fixed costs in the proposed fixed charge. Still, we are concemed with the impact
on low-income, Iow-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 bills. This new program will provide a four-dollar, monthly
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BEFORE

THE PUBLIC UTILITIES COMMISSION OF OHIO

-- - ------------

IN THE MATTER OF THE
APPLICATION OF VECTREN
ENERGY DELIVERY OF OHIO,
INC. FOR AUTHORITY TO AMEND :CASE NO.07-1080-GA-AIR

ITS FILED TARIFFS TO

INCREASE THE RATES AP1D

CHARGES FOR GAS SERVICES

AND RELATED MATTERS,

IN TIlE MATTER OF THE
APPLICATION OF VECTREN
ENERGY DELIVERY OF OHIO,
INC. PLAN FOR A DISTRIBUTION:CASE NO.07-1081-GA-ALT
REPLACEMENT RIDER TO RECOVER:
THE COSTS OF A PROGRAM FOR
THE ACCELERATED REPLACEMENT
OF CAST IRON MAINS AND BARE
STEEL MAINS AND SERVICE
LINES, P. SALES . ^--• ...
RECONCILLIATION RIDER TO
COLLECT DIFFERENCES BETWEEN
ACTUAL AND APPROVED REVENUES:
AND INCLUSION IN OPERATING .
EXPENSE OF THE COSTS OF
CERTAIN SYSTEM RELIABILITY

PROGRAMS.

Transcript of the public hearing

taken an Wedneaday, September 3, 2008, starting at

6:00 p.m., at the Sidney Council Chambers, 201 West

A ._
Poplar Street, Sidney, Ohio, before Mary A.

Schweinhagen, a Registered Merit Reporter,

Certified Shorthand Reporter, and NOtary Publio

within and for the State of Ohio.
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testimony of John Laws.

WHEREUPON:

JOHN LAWS,

of lawful age, being first duly sworn as

hereinafter certified, teatified as follows:

JOHN LAWS: Yes, sir.

MR. PRICE: Please state your name

and address for the record.

JOHN LAWS: My name is-John Laws,

L-A-W-S. I live at 1000 Norwood Drive in Sidney,

Ohio.

MR. PRICE: Please proceed.

JOHN LAWS; I was at the last PUCO

meeting at which they were talking about the

auction and bidding of the gas service, and I think

it went well. It was an excellent meeting. It was

kind of nice to meet some people of Vectren. I

have been a customer of Vectren ever since they

bought out Dayton Power & Light, so I have to say

that justifiably.

With the increase which was

published Tuesday, July 29, 2008, in Dayton Daily

News, approximately 27 million dollars was what

they were asking for in increases. My biggest pet

peeve of the bunch was the customer service charge

WWW.SRITTONANDASSOCIATES.COM
DAYTON -(937) 228-3370 CINCINNATI - (513) 651-3370
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increase, from $7 to $16.75. That's a 139 percent

increase. I think it's quite exuberant. This

would be actually during a period from November lst

of 2008 through April 30th of 2009. Then May ist

it would remain at $10, in other words it would go

up from 7 to 10, which is a 43 percent increase.

So we are getting an exorbitant increase I feel.

The company states the

distribution rate would be lower. Well, first of

all I question how much is it going to be lower,

We have not been told that because ^-^ the public

out here. How many customers do you have that

would be affected by the huge customer service

charge increase? How muoh is really a reasonable

charge? I think that's what you've asked for in

your charges.

I'd like to say as part of

services whioh Vactren provides, crude oil prices

have now dropped again dramatically since April.

So I am sure that if they buy the gas at the rates

they are at now, it will be less expensive then for

to use their vehicles and service people than it

would be -- than it would have been just a few

weeks ago.

I give you an example, my own

4747W.HRITTONANDASSOCIATEB.COM
DAYTON - (937) 228-3370 CINCINNATI - (513) 651-3370
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residential statement. I am just a family, my wife

and I; wa are both retired, 77 years old and proud

of it. Just received the statement from Vectren,

and all I have on this is a 40-gallon hot water,

gas-fired tank. That's all we've got on this gas

1ine. It's insulated because one of the guys said,

well, you ought to insulata it. Well, I have

insulated it. T think it's A-13 but I arn not sure;

it's insulated.

Based on 28 days, my cost for that

hot water heater was $52.82. Now if that's

reasonable, then something's wrong. If you base it

on 28 days, that's an average of $1.89 per day. It

doesn't sound like much. But just the increase

with the customer service charge my cost would

increase to $69.32, that's making 2.48 per day

instead of 1.99, 31 peroent increase.

How many of you here prosent are

going to receive a 30 percent increase in your

wages and salaries that you get?

I'd like to ask a guestion, too,

also of Vectren. I hope it can be answered. Who

sets the gas recovery charges? At the present time

our charge is at 1.37679 per cef. I'd just like to

say, you know, how muah of a raise is enough? And

WWW,BRITTONANDASSOCIATES.COM
DAYTON - ( 937) 228-3370 CINCINNATI - (513) 651-3370
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T do -- I think they did receive a 15 million

dollar increase in 2005. And now you are asking

for about 27 million more.

So I`m thank£u'1 that you take time

to listen to me, and I'm happy to be a consumer of

Vectren, but. I just think you are asking for way,

way, way too much of an increase. Thank you very

much.

MR. PRICE: Thankyou.

MS. GRADY: Your Honor, may I ask

the witnesses questions? Will I have that

opportunity in this proceeding?

MR. PRICE: All witnesses are

subject to croas examination. Mr. Laws please come

back up.

MS. GRADY: Can you please?

JOHN LAWS: Yes, yes.

MS. GRADY: Mr. Laws, can I call

you John?

JOHN LAWS: Yes.

MS. GRADY: I am with the Office

o£ Conaumers' Counsel, I am your attorney in this

proceoding.

JOHN LAWS: Thank you.

MS. GRADY: Are you aware that in

WWW.BRITTONANDASSOCTATES.COM
DAYTON - (937) 22£3-3370 CINCII4NAT2 - (513) 651-3370
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WHEREUPON:

LINDA SANDERS,

of lawful age, being first duly sworn as

hereinafter certified, testified as follows:

MR. PRICE: State your name.

LINDA SANDERS: My name is Linda

Sanders, 1233 Turner Drive, Sidney, Ohio, 45367.

And again I'm just aregular consumer; you know,

we're a warking family. And I just want to

mention, three years ago -- we'ra budget people.

Three years ago our budget was $40. The following

year it went to $83. Now it's $107.

And I also have account balance

credit on our account. And so I just -- and I've

called a couple times trying to, you know -- it's

not very clear on how we get all these little extra

charges, you know. Those are, you know, you just

have to accept them, you know. There's not

anything you can do.

But the other thing that 2'm

concerned is the flat billing. You know, where is

the incentive to be good consumers, you know, to be

energy conscious, you know? There is lots of ways

these days that they are selling products that you

can save anergy and be good consumers, you know,

WWW.SRITTONANDASSOCIATES.COM
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27



16

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

And with this, it's just taking that out

completely, So that's all I have to say.

MR. PRICE; Thank you.

MS. GRADY: Your Honor, if I may

address?

MR. PRICE: Certainly.

MS. GRADY: Linda, again I am with

the Office of Consumers' Counsel; wo are their

representatives in this case.

You mentioned the flat rate and

increase in the oustomex charge. If the flat rate

is incxeased from the current charge of $7 to the

coinpany's proposed winter charge of 16.75, are you

personally going to have incentive to conserve --

LINDA SANDERS: No --

MS. GRADY: -- or engage in any

energy conservation?

LINDA SANDERS; -- absolutely not.

MS. GRADY: And why is that.

LINDA SANDERS: Because if it's --

my usage rate is now based on my usage• I mean the

rate is, the distribution rate is on the usage.

Well, if you are not going to -- if everybody's

getting the same rate, why should I turn the

thermostat down, other than for, so that I can

4tWW.BRITTONANDASSOCIATES.COM
DAYTON - (937) 228-3370 CINCINNATI - 5513) 651-3370
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Lle BEFORE

THE PUBLIC UTILITIES COMMISSION OF OHIO

IN THE MATTER OF THE
APPLICATION OF VECTREN
ENERGY DELIVERY OF OHIO,

INC. FOR AUTHORITY TO AMEND :CASE NO.07-1080-GA-AIR
ITS FILED TARIFE'S TO
INCREASE THE RATES AND

CHARGES FOR GAS SERVICES

AND RELATED MATTERS.

IN THE MATTER OF THE
APPLICATION OF VECTREN
ENERGY DELIVERY OF OHIO,
INC. PLAN FOR A DISTRIBUTION:CASE NO.07-1081-GA-ALT
REPLACEMENT RIDER TO RECOVER:
THE COSTS OF A PROGRAM FOR
THE ACCELERATED REPLACEMENT
OF CAST IRON MAINS AND BARE
STEEL MAINS AND SERVICE
LINES, A SALES
RECONCILLIATION RIDER TO
COLLECT DIFFERENCES BETWEEN
ACTUAL AND APPROVED REVENUES:
AND INCLUSION IN OPERATING
EXPENSE OF THE COSTS OF
CERTAIN SYSTEM RELIABILITY
PROGRAMS.

Transcript of the public hearing

taken on Thursday, September 4, 2008, starting at

6:00 p,m., at the Dayton City Hall Council

Chambers, 101 West Third Street, Dayton, Ohio,

before Lisa R. Reller, a Registexed Merit Reporter

andNotary Public within and for the State of Ohio.
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proceed.

MR. LOUDERBACK: My name is Dale

Louderback, as I just said. I'm a member of Xenia

City Council, so l'mhere speaking for a lot o£ our

citizens tonight. So I'd like to begin with some

facts. in September of 2007 Vectren Energy

Delivery of Ohio filed a request with the Public

Utilities Commission of Ohio to increase its

delivery rates. In addition, Voctr.en seeks to

shift the rate structure of its natural gas

delivery charge from a usage-based fee to a higher

fixed monthly customer charge.

I oppose both the increase and the

proposed change in the rate structure. The oompany

is proposing an approximately 27 million dollar

annual base rate increase for all customers. The

customer charge would raise from $7 to $16 and $75

dollars per month during the peak -- I'm sorry --

the peak winter heating months from November 1,

2008, through April 30, 2009.

Vectren has also requested an

increase from $7 to $10 per month from May ist

through October 31st, 2009. Beginning Novembar

1st, 2009, winter rates will increase to $20.04 per

month while summer rates will go up $11.96 per

WWW.SRI2'TONANDASSOCIATES.COM
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In Re: 07-1080-tsA-A1R

SEFORC 'CHIB PUEhIC UTILTTIES COMMISSION OF OIIIO

Tn the Matter of:
Case No. 07-1080-G7\-A1R

Tho Application of Vecaren:
Energy Delivery of Ohio,

Inc., for Authority to
Amend its r^iaed Tariffs Co:

Increase the Rates and
Charges for Gas Serviaes

arid Related MaUers.

In the Matter of:

'i'he Application of Vectren:
Energy Delivery of Ohio,
Inc., for Approval of an

Alternative Rate Plan for
a DisLributi_on Replacement:
Rider to Recover the Co.gCs:

of a Program for the
Accelerated Rop7.acement of:

CasL Iron Mains and E3ar_o

Steel Mains and Service

Lines, a Sales •
Reconciliation Rider to

Collect Difference Between:
Aci.ual, and Approved

Revenues, and Ine:l.iision in;
Operating Expenso of the

Costs oP Certain
Reliabil.ity Program;.

Case No. 07-1081-GA-ALT

PROCEEDTNrS

before Ms. C:heryl Robcrto, Commissioner, e.nd

Mr. Gregory Price, Attorney EXarniner_, at the Fayette

County Commassion on Agi.ng, 1179 Sout_h E1m,

WashingLon Court. hiouse, Ohio, 6:00 p.m. on Monday,

Sept.en:bor 8, 2008.

Ilrmstrong & Okev, Inc. Columbus, Ohio 619-229-9481
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In Re: 07-1o8o-c,A-A:!R

Pag^, ^

ratC. SICfeB.^.P..

MS. SGdIP=AbouL Che rate increa:e?

EXGIPQINER PRICE: Yes. I have got to

swear you in firsC.

`-i - - -

6 JEAiv`NE SWIF'P

7 ealled as a public wLtness, being first duly sworn,

8 testifi.ed as foI I ow:;:

9 UIRECT EYF1MIh'ATION

10 EXAMINliR PRICE: Please state your name

11, and address for t.he recoid.

12 THE WITNESS: Wel1, I am Jeanne Swift,

13 and I live on 657 Willabai Cove Drive here in Court

14 House. I nave been a resident here for six years. T

15 moved here from the south, Memphis, Tennessee, and I

7.6 have enjoyed very much the small tcwn atmosphere.

17 I arn glad to get out of the big city, but

16 since I havo been here, of course, I arn retired and I

19 am on a fixod incoxne, very much of a fixed income,

20 nnd my goal has been Co cut dorm on as much of the

21 overhead as I possibiy can, and one of the things i.s

pari_icularly the u'.ilities. I was -- I am reaLly --

2 3 I can urderstand thc sma_1 inc.rease., but T am not --

24 not the increase thaC ha& hit me which was $32 a

7,emstrong & Okey, Inc. Col.umbu.^>, Ohic 614-229-9481
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In Re: O7-10S0-GR-A.IR

Page 9

1 itron'ch and that's sorL of a big hunk out of what my

2 plans are, my budget. But what I was concerned about

3 is you made a stat.ement thaC this increase was not

4 based on usage.

[i EXAIINER PRTC:E: One ol: Che proposals is

6 to more of a f1aC ohargo for distribution costs

7 ralther than based aZ usage.

8 TFiti WITNESS: Such as what? What is on

9 our bill now'?

10 L.KPMINER PRICE: Right now, you have a

11 mix of a flat charge ai.d volurrie -- for the 20 oercent

1-- of your bil_i that's the di.stribution system, not the

13 80 nerc.enC that's the ccst of the ga-, for the 20

:L9 percont you have a mix of a flat charge and a

15 volumeLric charge.

76 TI{E WITNESS: Well, what. is it now? i

17 mean, does it fluc,tuate that 20 percent?

18 i'XAMINER PRICE: It flucCuates based en

19 how much you uso.

20 TIIE WITNESS: On how muc.h T use.

21 F:XANINER PRICE: Yes.

TITE WITNESS: Well, what is the purpo.e

23 of us being cconomdcal and cutLing down?

29 EXAMI.NLIR PRICE: Those are the issues

Arm>trong & Okey, Inc. Columbus, 6hio 614-221-9181
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in Re: 07-1080-63A-AIR

Page 10

1 tiiat the Comm_ission is -- that are before the

2 Co:mn;..^>=•ion now.

3 THE WTTNESS: Because T plan to cut; down

A and cut back even more than what T have. BuL I

5 don't -- I really -- I dori'L think -- I real.ly think

6 that Che usago -- I don't think that should be a flat

7 rate. Is t.hat. what you wanted to hoar tne say,

E3 wheLlierI wanted iL or not?

9 EXAMTNP.R YR1i:E: The Commission want:-, to

10 hear your lhoughts.

'_1 THE WITNG:SS: Wel], anyway I Chink we

12 need to encourage poople to be economical, cspec.ially

13 in this ciay and age., ]:>ut I was thinking that Lhe

:L4 i_ncroase was on the gas, and I also when I came Ln

and Saw e notice out there that saSd public hearing,

7.6 1 had not heard any-thing at all abcut il except that

17 somebody in rny exercise class, they told me that they

18 had gotten a letter. So I don't know how the word

19 was eproad around. lt evidently wasn't spread around

20 much, but I do think that based on usage is tho best

21 approach. And a:a I said, I am trying to be as

:22 econo:ric:al. My inoome and since T rctired doesn't go

23 up iike you -- like yours does.

Zq 1 guoss Lhat's it. Do I ne<ed to do

Armstrong & Okey, Snc. Columbus, Ohio
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Tn Re: 01-1080-i^A-AiR

Page 11

3

anything ©lse?

EXWAINER PRICE: Thank you verV rnuch.

R_'Lta Sue Ladd. Would you like to testify

4 lonighL?

5 NS. LAEiD: T just have one tthing Co say,

6 that f]at rate is way out of line. We have -- we own

7 a smali farrn --

8 EXFVIINXi2 PRICE: If you are qoing to

9 testify, 1 need -'

MS. LADD: Sue Ladd.

17

12 RITP. SUE LADD

13 c.alled as a pub]ic witness, being first duly :;worn,

l9 to€LiC-ied ao fol..l.aws:

15 DIRECT E}MINATTON

16 THE WITNES.S": We live at State Rou'_e 38,

11 3loominy'ourg, Ohio, We own a small farm. We have

18 two Vectren gas meters in our yard because Vectren

19 :.nsisted we have i:he farm on a separate meCer >o,

20 therefore, we have two fiat, ratos to pay and I -- if

21 it goes up, what, $20 -- duriny the winter, we use

22 the one meter strictly for a grain bin. Tf it goes

23 up, that 's a lot of money to pay for an entire year.

24 when you have no choice for a raise thaC ihey haven't

Arrns', rong 5 Okey, Inc. Columbus, Ohio 614-229-9981
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Re: 0"1-10II0-r_,A-ATR

Page

1 done anything out there to improve or upgrade or

2 anyth'_ng as fax' as I can tell. They have never done

3 anything that we can see.

4 1'm suie Chey are doing stuff other

°i pLaces. 'I know they are putting a big gas l.ina

6 through. i don't know how thoy are involved, Voctren

7 is involved wiCh that, but it's a 1oC of money for a

(3 raise to go up a ftnt r-ato withouC usinq an o,ince of

9 gas or a cubio feet or however they want_ to moasure

10 it.

I EXAL,INP.R BRICE: Thank you.

12 Ron Ladd.

MR. LADD: How do you wish to be

Price.?'L9 address ed? Mr.

15 EXAP4TNIER PNL:-'E: Your Itonor. Come on up.

16 - - -

17 DONALD LADD

16 called as a Pi!iblic witness, being first duly sworn,

19 Lest;.fied as follows:

20 DIRF^C'T EXAMINATION

71 EXAMTNER PR1i:E: Please °:tate your name

2? and address for the r_ecord.

23 THE WITNESS: My name i> Donald Ladd,

29 4463 Htate Route 38, Bloomingburq, Ohio 93106.

.... .. __ . . .,. ...
Arnasttong & O}.ey, inn. G^Lwmbus, Ohio 619-221 9481
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In Re: 67-7080-GP.-AIR

I'age 7.3

1 EXrIMINliR PRICE: Pleaae proceed.

2 T({E WITNESS: I guess I can't add too

3 much to what this yotmg lady said and what my wife

4 said. We pay a monOhly rate for t.hr-, meter. IL kind

5 ot caught mc, by surprise. T wac: talcing sorrw notes.

6 Tt scems like we are bei.ng penalized for being

7 economic. We have -..o have gas. And DP&L, when they

fl sold it io VecCren, it was a whole n<:w ball garae,

9 difLerent rules, different regutat.ions. We've had

10 one or two for instances -- one of -- this thing is

11 for maintaining and upgrading facilities and

12 eonservation. Was that coriecL, conservation?

13 EX.°,P4INER PRTrE: Yes.

19 THE WITNESS: 'lhat was part of the deal.

15 T am not sure T understand Chat part of i.C but

76 conservaCion to me moans, what, wetland and so on and

1? so forth'?

10 HMINER PR7:CE: I think it means t.o

19 piromote efforts Co use I.es r, gas.

20 THE WITATESS: Promotes elfort to use less

21 gas, conservatirin in that form, not conservation in

22 land tnanagernent. Okay. I didn't mnderstand.

23 A simple thi_ng curb sCops, we have

24 absolutely no way to shut off the gas if we have. an

Arm.strong & Okey, Tnc„ Colum,bus, Ohio 6.14-224-9481
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Tn Fte: 07-10E30-GF1-11TR

Paqe 14

1 ac:c;.dent belore it 4et:, to the meter. There i.:= no

2 curb stops. I had that happen. DP6L/Vectren came

3 around, you have got a little leak. You are going to

4 have to fix it. T said 1 will fix it oc get somebody

5 to fix it, bui_ they havr-, got to be abJe to uhut it

6 off. I don't want to fix a live meter. And they

7 looked at ine and called in and sai d okay. 1^Ie will

3 take c:are of it. They dld;i't want to pnl. a curb stop

9 in. Tt would he handy to have curb otops.

10 1 understand everybody's costs i.n this

11 country is going up. T unclerstand that. But. our

costs go up too and we have to keep np with you and T

13 would like to aee it kind of be a little more.

1d flexible rather than across the board we qot to have

15 this. I would like to be able to raise my rates on

16 wi-iat 7 se11 across the br>ard. I c:an't; maybe you

17 CaTl.

-^ R And I am not sure how the PUCO deals wi.th

19 this. I read your literature. There's several

20 exclusions in there. I dic4rl'C know that you clidrl't

7'L make a profit on gas. Dicln't know that. Kind ot

22 Chrough me a curve ball. T thought like gas

23 companies, you know, they inake a big profit. I

24 didn't know Vectren didn't.

Arristrong & 0 y, Inc. Colunbu.s, Ohio 614-229-9481

38



In ite: 07-10£30-GA-AI I2

Page 15

1 i,eL's see, a:-> T.say, this feels like we

2 are being penalized for the conservation part of it.

3 't doesn'C seem }cosher. 1 will 3it down and .skuL up.

4 'lhank Vou.

5 RXPMINER PRICE: "hmnk you.

6 George Keiter, Keiter.

7 MR. KEITER: iteit.er.

b

9 GFoRUL KEITER

10 called as a public w.itness, being first duly ,sworn,

11 Cestit.ied as follow.<:

12 DIRECT EXAMTNA'I'lON

13 EXAMINER PRICE: Mr. KeiLer, wot.tld

19 stato your name and address for the r_ecord.

15

you

`I"HE WITNESS: Ocorqe Keit.or, K-E-I-T-E-R,

16 596 Martin llrive, Xenia, Ohi.o.

17 EX11MINr.R PRICE: Thank you.

lsl TIiE WITNE9S: Alhat 1 would li_ke to know

19 is there a representaCive from the PUCO?

2') EXAMINL:R PRICE: Well, chis in the

21 Commiosionor from the PUCO. I am employed by the

22 Commi,ion of Che PUCO. I have some staff in Che back

23 irom our Service Monitor Department if you have any

24 question:; out^i.de the oase.

Armstrong & Ukey, Iric. Columbus, Ohio 619-2211-9491
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In Re: 07-1080-GA-AIR

Paqe I6

1 THE wTTNESS: But crry quest.inn is whaC

2 justifies this significant change in a fiat rate7

3 What justifies it from the PUCO's? ]iow do you

4 understand it'?

5 EkFM'CNRR PRiCE: well, again, the

6 Comnissi.oners have not made a decision. This is Che

i issue of the c^ase, whether it should gn to that or

8 continue.

9 THE WTTNILSS: LeL me ask a quesCion, do

10 you : ee a iti stificati_on?

11 COMMIS.310NHR ROBERTO: Sir, if it's okay,

12 before you camein there was a -- Jill did a liLtle

13 outline workshop on what the key issues in the case

19 were, and if it's okay, T would like to take 2

7`i minuCes ancl give that i-n£ormaCion to you.

16 Can we go off the record?

1"1 (Discussion off the record.)

18 CON^IISSIOP^ER ROBFRTp: We are back on the

19 record uhen.

ZO TI{L WITNESS: I don'l like the amount. I

21 don't thiyak L{rat's justified.

22 C1CiMM1TT :SIODIER ROBFRTO: Go ahead end

23 eRplain what }'oL:r rGcoC(imendCition is.

;itl 'PIlH' WiTNESS: Somebody has to make an

Armstrong & Okey, Inc. C)olumbus, ohio 619-224-9481
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In Re: 07-1080-CA-AIR

Paqe 17

1 adjustmenl. Somebody has to make PUCO's job as Co

2 what is valid in 19 -- excuse me, 2009, what is valid

3 now in your business, and I haven't seen any

4 justification of thal, much ot a change even though

5 it's only for the facility of delivering hhe gas, not

6 the gas. That's where I am at. Am I completely

7 cl.ear?

8 EXAMINER PRICE: Yes.

9 COMMTSSIONER ROBERTO: Thank you. Thank

10 you very much,

11 THF, âdI'TNES6: That's all.

1; LX,zV',IINER PRTCI?,: .0enny Keit.rr.

13 MS. KEITER: I a qo to doc.line

11 bocause I thought I had a legi.Limate complai.nC. T

15 chonght thaC our budget bill had gono way up liko

16 40 percenL up anfl had sent them the amount so thaL I

17 woul.dn't geC knocked off the budget. And, now, as I

i8 look at this bill a little further, it looks like

19 it's the sa:,ne amount so where I got that idea I am

20 not sure.

21 ERAMINF,R PRICE: I'€u eiire one of the

22 company's representativos will be happy to help

23 explain it.

2l MS. KEITER: T will just swallow thaL

Armstrong & Okey, Columbus, Ohio 67.4-229-9481

41



RECEfVED-DDCRETING ®IV
BEFORE

2805 AUG 22 F►i 4. 17
THE PUBLIC UTILITIES COM'M[SSION OF OHIO

PUGO
In the Matter of the Application of
Vectrcn Energy Delivery of Ohio, Ino.,
for Authority to Amend its Filed Tariffs Case No. 07-1060-GA-AIR
to Tncrca.se the Rates and Charges for Gas
Services and Related Matters.

In the Matter of the Applicution of
V emen Energy Delivery of Ohio, Ine.,
for Approval of an Alternative Rate Plan Case No. 07-108 1 -GA-ALT
for a Distribution Replacement Rider to
Itecover the Costs of a Program for the
Accelerated Replacement ofCaSt Iron
Main.s and Bare Steel ivtains and Service
Lines, a Sales Reconciliation Rider to
Collect Differ2nces between Actual and .
Approved Revenuesj and Inclusion in
Operating Expenses of the Costs of
Certain Reliability Programs.

TES'TIA3ONY
OF

STEPHEN E. PUICAN

RA'TES & TARIFFS / ENERGY & WATEI2DIVISIOIV IN TIIE UTIL[TIES
DEPARTMENT OF

TIIE PUB[,IC UTILITIES COMMISSION OF OHIO

This is to certify that the imqea appearing are ss^
aecurate aad co. plete rop+o&,etio:a or a casie fii.l®
LtocuuhWne delivered in thew reyulaz c.nus'aa q£P,naa?<aFaa
TaehnxesdA^ nat6 ProoeNo®

1R

42



1 1. 4• Would you please state your name and business address?

2 A. My name is Stephen E. Puican. My business address is 180 Last Broad Street,

3 Calumbus, Ohio.

4

5 2, Q. What is your present employment?

6

7 A I am currently employed as Co-Chief of the Rates & Tariffs / Energy & Water

8 Division in the Utilities Department of the Public Utililies Commission of Ohio

9 ("PUCO").

10

11 3. Q. Wou1d you outline your academic aud professional qualifications?

12

13 A. I received a B.A. degee in Economics fivm Kent State Uilversity in 1980 and an

14 M.A. degree in Economics from Ohio State University in 1983. I was employed by

15 the Ohio Department of Developntent, Divis'ion of Enetgy, from May 1983 until

16 October 1985 at which time the fttnctions of that Division were incorporated into the

17 PUCO. I have been employed in several positions at the PUCO since that time and

18 have been Co-Chief of the Rates & Tariffs / Energy & Water Division siuoe May

19 2005. Prior to that, I had been Chief of the Gas and Water Division since 1999. In

20 both my current and previous positions I have been responsible for oversight of the

21 fJtiliues Department's natural gas staff wbich includes responsibility for all CrCR

22 cases, as well as other areas relating to naniral gas such as contr'acts, certain tariff

23 provisions, and certain rate case issues, I liave also been involved in the development

24 and evolution of Ohio's customer choice programs. Prior to my current position I wa.s
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1 responsible for directing Staff investigaiions into electric utilities' Demand-Side

2 Management {"DSM") programs and have submitted testimony in numerous

3 proceedings relating to evaluation ofDSM progmms.

4
5 4. ¢. What is the pnrpose ofyour testimony in this proceeding?

6

7 A. I am testifying in response to several objections to the Vectren Energy Delivery of

8 Ohio (Vectren) rate case StaffReport raised by various parties to this proeeeding.

9

10 S. Q. The Office of the Ohio Consumers' Counsel (OCC) objection 52, Ohio Partners

11 for Affordable Energy (OPAE) objection VI, and the Ohio Fnvironmental

12 Council (OF.C) aA object to the Staft's proposed Straight Fixed Variable (SF'V)

13 r:tte design on the grounds tbat it fails to encourage conservation and adversely

14 affect.s the Company's energy efficiency efforts. Do you agree with these

15 objections?

16

17 A. I do not agree. When evaluating customer incentives to conserve, one needs to look at

18 thc total variable rate a customer faces and not juvt the distribution rate. Vectren used

19 a gas cost rate of $9.686 per Mcf in its application and regardless of which rate design

20 is ultimately approved in this proceeding, the variable component of base rates will be

21 relatively small in oomparison to the cost of the gas itself. Customcrs will always

22 achicve the fnll value of the gas cost savings regardless of the distribution rate. I

23 believe most customers nwke conservation decisiotrs based on their total bill rather

24 than by an explicit cost/henefit analysis based solely on the variable portion of rates,
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1 particularly given the volatility of the gas cost component.

2

The following table shows the monthly ebunges to the Vectren GCR since 7anuary

4 2008:

5

GCR n e
Rate

Jan-08 $ 9.0321

Feb-O8 $ 9.3528 $0.3207

Mar-08 $ 9.6352 $0.2824
Apr-08 $11.4243 $1.7891

May-08 $12.0829 $0.6586

Jun-08 $13.2304 $1.1475

Jtd-08 $14.0774 $0.8470

Aug-08 $13.7565 ($0.3209)

6 'I'he volatility includes a one month increase of $1.79 per Mcf from Maroh tu April of

7 this year and an overall incnease of $4.7244 per Mcf since January. Given these typcs

8 of extreme fluctuations, I believe customers recognize the imprecision of any paybaek

9 analysis and will incorporate tlrat uncertainty into their energy efficiency invesiment

10 decisions.

11

12 Fven assuming customers conduct this type of payback analysis, inchtding fixed custs

13 in a variable rate distorts the priee signals custoniers face. The variable component of

14 rates should reflect a utility's true avoided costs, Le, the costs that a utility does not

15 incur with a unit reduction in sales. The SFV rate desigln satisfies this condition by

16 more closely matohing fixed and variable cost recovery to those actual cost.sinciured.

17 Ar[ificially inflating the volumetric rate beyond its cost basis skews the analysis and

18 will cause an over-inves-tme.nt in conservation. This exacerbates the under-recovery of

4
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1 fixed costs that the utility must then recover from all other customers.

2

3 Custonter incentives to conserve must also be considered within the context of the

4 change in incentives the SFV rate design provides the Company. OCC and f3PAft

5 and OEC all support a rate design that ties a Company's recovery of its fixed costs to

6 sales volumes. To artificially require the Company to recover its fixed costs tbrough

7 the volumetric rate creates a disincentive for the Company to promote energy

8 efficicncy. Staff is proposing a rate design that eliminates this disnrecntive. The

9 relatively small potential disincentive for customers to conserve due to the reduction

10 in the volumetcic rate is more that offict by the rentoval of the Company's

I I disincentive to actively promote and fund cnergy-efficiency.

I2

13 6. Q. OCC objections 53 and 55 and tbe ORC object to the Staff a rejeetion of a

14 proposcxl Sales Reconciliation Rider (SRR) in favor of the SFV rate desigtt.

15 OCC abjection 55 also claims the Staff's proposal is contraoy to the State policy

16 of conservation as noted in R.C. 4929.02 and R.C. 4905.70. Do you agree with

17 these objections?

18

19 A. No I do not I believe the SPV rate design achieves a better result than the proposed

20 reconciliation rider would. The $T'V rate design is a straightforward solution that

21 removes the inherent disincentives under traditionnl rate design so that I.DCs can

22 promote energy-efficiency. It is an economically logical concept that otiminates the

23 need for the annual true-ups required by the SFtK approach. The SFV provides a

5
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1 lt,wl of cettainty that the SRR approach does not. It m:over.i erist.c as incurred by the

2 LDC and eliminates the need for carrying costs associated with deferred recoveries.

3 The annual true-ups required by the SRR invite contentious procecdings as parties

4 argue about snch things as the details of weatlter-normalization methodologies. It

5 would invite parties to argne for restrictions on full recovery or to seek other types of

6 concessions. In contrast to the SRR proposal, the straighti'arward application of SFV

7 is easier for customers to understand and it promotes timely recovery of costs without

8 the need for amual true-up procecdings. Regarding whether SFV is consistent with

9 the Revised Code sections eited in the objection,l have been advised that this is a

10 legal conclusion and I thus have no response.

11

12 7. Q. OPAE objection Vi, t3CC objections 47 and 52 and the OEC all object to the

13 Staff Report's SFV rate design proposal on the grounds it adversely impacts

14 low-use and low-ineome customers. Do you agree with these objectiona?

15

16 A. The shifl to the SFV mtedesign will result in low-usage cust.omers seeing a higher

17 total bill and liigh-usage custontets seeing u lower total bill than would occur with a

18 continuation of the current rate design. However the impact on low-use customers

19 musi be considered wit7iln the context of the rationale for the tnovement to the SFV

20 rate design discussed above. In regard to low-income customers, I do not agree with

21 the objection. Cotnpany witness Oveocast's testintony Exhibit No, H13O-1, Schedtilo

22 2, coinpared the average annual usage of Vectren's PIPP customers with the usage of

23 non-l'lt'P residentiat customers. The data shows that, for the 12 months ending

6
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I September 2007, PIPP customers' average usage was 110.9 Mcf and non-PIPP

2 residential ctr,stomers' average usage was 81,5 Mc£ Although PIPP customer usage

3 may not be a perfect n:preseutation of all low-income cu.ctomer usage, it is the best

4 readily available proxy. The usage data indicates that low-inconre customers are, on

5 average, not low-usage customers. Because high-usage customers will benefit from

6 the SFV rate design, and low-income customers are more likely to be high-usage

7 customers, it is reasonable to conclude that low-income customers are actually more

8 likely to benefit from SFV.

9

10 8. Q. OPAE objecdon VII objects to the need for a decoap8ng mechanism since the

11 Staff Report has not demonstrated that use per customer will continue to

12 deeline. Do you agree with this objection?

13

14 A. No. Whether or not use per custumer has reached a"plateau" it is not realistic for a

15 naturat gas utility to undertake the type of investment in Demand-Side Management

16 that OPAE, OCC and OEC propose without addressing the imlract that investment

17 will have on the Company's eaenings. We have seen significant reduotions in per

18 custotner n.sage in recent years as a response to increasing commodity prices. One

19 cannot expect a ntility to actively contribute to an accelera6on of that decliae through

20 DSM progcams without compensating the Company for the revenue erosion that the

21 DSM programs, by definition, will cause. That dec.oupiing can be done through the

22 true-up mechanism proposed by the Company, througly direc4ly compensating the

23 utility for the DSM program impacts (i.e. "lost revenues"), or through appropriate rate

7
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BEFORE

THE PUBLIC Ul'ILIIIFS COMMISSION OF OHIO

In the Matter of the Application of Vectren
Energy Delivery of Ohio, Inc., for Authority
to Amend its Filed Tariffs to lncrease the ) Case No. 07-10$0-GA-AIR
Ratps 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 AlternaHve 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 hines, a Sales
Reconciliation Rider to Collect Differences
between Actual and Approved Revenues,
and Inclusion in Operating Expenses of the
Costs of Certain Relialiility Programs.

fn the Matter of the Application of Vectren
Energy Delivety of Ohio, Inc., for
Continued Accounting Authority to Defer
Differences between Actual Base Revenues
and Conurussion-Approved Base Revenues
Previously Granted in Case No. 05•1944-
GA-UNC and Request to Consolidate with
Case No. 07-1080-GA-AIR.

Case No. 08-632-GA-AAM

OPINION AND ORDER

The Conunission, 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 6tafe Street, 17th Floor, Columbus, Ohio
43215-4228, and Lawrence K. Friedeman, Vice President and Deputy General Counsel,
P.O. Box 209, Evansville, Indiana 47709-209, on behalf of Vectren F.nergy Delivery of Ohio,
Inc.

Thi& i!a to c2rtl<. ehnt t:te i,-nm._res .n

ar [,ll21" . _ ^'3 e`,GF.YOQ.UCt^ Vtl :):` h

60CL1:a L r1.) - '-, 6b8 YCiLJulUS C:...^c C L- '.-•:
THCt{L.tC3.»3 1^-^..-3.

^t._._pa;:s Ysoce^r.ec^[ n Y ^n
---
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07-1080-cA-AIk et al. -8-

would include a volumetric component in rates, the Company also proposes a&ansitional
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 ehrough 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$-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 misleading price signal
about costs that can be avoided by reducing consumption (Co. Ex, 9b at 5, 8; Staff Ex. 3 at
4-5).

VEDO argues that, based on these traditional ratemaking principles, its proposal to
establish a residential rate design based on implementation of full SFV has compelling
advantages over any other proposal. VEDO notes that, if the Conunission 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 SEV 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
accomplishcs the same goal and is superior to the SFV rate design because it sends
appropriate price signals and allows customers to have better control over their gas bills.

OCC and OPAL claim that a decoupling mechanism would retain the current lower fixed
montlily 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 mecbanism sucli as the mechanism approved
by the Commission in Case No. 05-1444-GA-UNC would protect VEDO from any decline
in average use that was not weather-related. Moreover, OCC and OPAE contend that a
traditional decoupling mechanism is superior to 5FV because it is symmetrical and
provides cqnal protection from clianging sales volumes to both customers and the
Company.

OCC and OPAE also claim that the SFV rate design sends the wrong price signal to
consumers by telling customcrs 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 increa.ning
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that the SFV rates follow cost-causation principles and reduce a subsidy that exists under
current rates. 5taff claims that the current rate design, which recovers most of the
Company's fixed distribution costs through a rate that varies with usage, distributes more
of the fixed cosis 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 niatching fixed and variable cost recovery with the costs actually
incurred (Staff Ex.3 at4-5).

Staff further argues.that the SFV rate design does not disproportionately impact
low-inconre customers because the rate effects of the SFV rate design are not impacted by
the income of individual ratepayers. Further, Staff believes that the record shows that
many low-income customers would bene.fit from anSFV rrate design. Staff contends that,
based upon the higher usage levels of PII'p customers, many of these customers will
benefit front the 9FV approaoh (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 SFV rate desfgn aligns fixed costs with fixed rate components and
variable costs with variable rate components, it provides better price signals 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, tlte Conunission 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 custonter charge and allows the utility to offset lower sales through an adjustabl.e
rider. See In re Duke Energy Ohio, Inc., Case No. 07-589-GA-AIR et al., Opinion and Order
(May 28, 2078); In re The East Ohio Gas Company, dba Dotninion East Oiio, Case No. 07-829-
GA-AIR, et al., Opinion and Order (October 15, 2008); In ee Columbia Gas of 0hio, fnc„ Case
No. 08-72-GA-AIR, Opinion and Order (December 3, 2008). Consistent with our previous
decisions, and recogniz.ing that the stipulated rate of return includes a reduction to the
return on equity to account for risk reduction associated with 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 will be recovered, regardless of whether consumption is
reduced. Accordingly, both methods remove any disincentive to the utility to promote
conservation and energy efficiency. However, a levelized rate design has the added
benefit of producing more stable customer hills throughout the year because fixed costs
will be recovered evenly tluoughout the year. In contrast, with the SRR proposed by OCC
and OPAE, consumers would pay a iugher portion of their fixed costs during the heating
season when overall natural gas bills are already at their highest, and rates would be less
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predictable because they are subject to annual adjustments to recover lower-than-expected
sales.

hSoreover, the levelized rate design has the advantage of being easier for customers
to understand. Custonters v:=ill see most of the costs that do not vary with usage recovered
through a flat monthly charge. As we noted in Duke and in DECl, customers are
accustomed to fixed monthly bills for numerous other services, such as telephone, trash
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 customers to
understand why they would have to pay more. through a decoupling rider if they have
worked hard to reduce their consumption; it ntay appear to custoiners that the utility is
penalizing customers for their conservation efforts.

Moreover, as we noted in DEO, the Commission believes that a levelized rate
design sends better price signals to consumers. The possible response of consumers to an
increase in the customer charge, i.e. dropping gas service entirely and switching to a
d'rfferent fuel, is much less lilcely 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 niore economically
efficient rate design is one that recovers these additional costs largely through a change
that has little impact on consumer behavior,

Customeis will not be niisled into believing that reductions in consumption will
allow them to avoid the fixed costs of the distribution system, as feared by Staff.
However, the cornmodity portion of a customer's bill, the actual cost of gas the gas used,
will remain the biggest driver of the bill. ]n fact, commodity costs comprise 75 to 80
pescent of the total bill (Tr, 11I at 68). Therefore, we believe that the gas usage will atill
have ihe 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 enerl,ry efficiency projects
under the stipulation and its conunitment 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 Curninission 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-participanhs are
consistent with Ohio's economic and energy policy objectives. In the Stipulation, the
parties have agreed to fund energy efficiency progrants for low-income customers as well
as to convene a collaborative to monitor the implementation of energy efficiency programs
approved as proposed in the application and to consider and malce 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 availablc to all low-income
consumers and to ramp up such progrants as rapidly as reasonably practicable.
Furthennore, we encoarage the collaborative to address additional opportunit9es to
achieve energy efficiency improvements and to consider progranus 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 consider those
alternatives in a manner that strikes a balance between cost savings and any negative
ratepayez impacts. The energy efficiency programs should also consider how best to

achieve net total resource cost and societal benefits; how to rninimize unnecessary and
undue ratepayer impacts; how process and impact evaluation will be conducted to ensure
tlwt programs are implemented efficiently; how to capture what otherwise become lost
opportunities to achieve efficiency improvements in new buildings; how to niiniadze "free
ridership" and the perceived inequity resulting from the payment of incentives to those
who might adopt 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 eeonomic
and achievable potential for energy efficient improvements and program designs to
implement further reasonable and prudent improvements in energy efficiency.

Moreoves, 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. VEdO
presented testimony using actual census data for its service area, demonstrating that low-
iuicome customers in VEDO's service area consume, on average, more naturai gas annually
than all but the highest income residential customers in its service area (Co. Fac. 8a at 12-
14). Further, it is undisputed that PIPP customers use more natural gas than the average
of all residential customers (Co. Hx. 8a at 17). Staff witncss Puican recomnun-ded the use
of PIPP customers as the best available proxy for low-income customers (Staff Ex. 3 at 7;
Tr. VI at 35). Although OCC's witness Coultan testified that his analysis indicated that
low-income customers were also low-usage eustomers, Ivlr. Coulton based his analysis
upon monthly surveys conducted by the Census Bureau, using data which the Censas
Bureau cautioned may be unreliable (Tr. V at 56-63; Co. Ex. Sa at 11); thus, Mr. Coulton's
testimony regarding whether low-incorne customers aze also low-usage customers is of
little probative value in this proceeding. We find that the record demoristrates that low-
income customers, on average, would actually enjoy lower bills under the levelized rate

design.

We also find that the levelized rate design promotes the regulatory principles of
providing a more equitable cost allocation among customers, regardiess of usage. It fairly
apportions the fixed costs of service among all customers so that everyone pays their 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
costs.

Nonetheless, as we noted in Duke and DED, we recognize that, with ttus change in
rate design, a.s with any change, there wilI be some customers who wil( be better off and
sorne custo ners who will be worse off, in comparison to the existing rate design. The
levelized rate design cvill 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, wftl actually experience a reduction in their gas bills.

The Commission is concemed, however, with the impact that the change in rate
structure will have on some VEDO customers who are low-income, low-usage customers,
The Conunission believes that some relief is warranted for this class of customers. 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 iniplementation of the pilot program was important to our
decisiong to adopt a levelized rate design in that case. Therefore, the Commission finds
that VELâO 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 shaU be non-
PIPP, low-usage customers, verified at or below 175 percent of the poverty level. VEDO's
program should provide a four-dollar, monthly discount to cushion much of the irnpact on
qualifying customers. TfSs pilot program should be made available for one year to the
first 5,000 eligible customers. VEDC7, in consultation with staff and the parties, shall
establish eligibility qualifications for this program by first determining and setting the
maximum low-usage volurne 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 expects that VEDO will promote this program such that, to the fullest extent
practicable, the program is fully enrolled with 5,000 customers, Following the end of the
pilot program, the Conunission will evaluate the program for its effectiveness in
addressing our concerns relative, to the impact on low-usage, low-income customers.

Ilaving decided that the Cominission wfll approve a levelized rate design rather
than an SRR, we will address whether to adopt a partial SFV, which includes a volumetric
component, or to move directly to a fu11 levelized rate de.sign. 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. VIII at 11-12). The fixed
rate of $18.37 would allow the Commission to completely eliminate the volumetric charge
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1 ditFerentia6on for the VEDO service area. At page 22-23 of the American

2 Community Survey 2006 SubJect Definitions report, it states:

3 tltNftte,t

4 The data on utifity costs were obtained from Housing

5 Questions 14a through 14d in the 2006 American

6 Community Survey. The questions were asked of occupied

7 housing unit.s: The questians about eleCtricity and gas

8 asked for monthly costs, and the questions about water,

9 sewer, and other fuels (oil, coal wood, kerosene, etc:) asked

10 for yearly costs. Costs are recorded if paid by or billed to

11 occupants, a weffare agency, relatives, or friends. Costs

12 that are paid by landlords, inciuded in rent payment or

13 included in c4ndominium fees are excluded,

14 Limitatibn of the pata - Research has shown that

15 respondents tended to overstate their expenses for

16 electdcity and gas when compared to utl6ty company

17 records. There is some evidence that this overstatement is

18 reduced when yearly costs are asked rather than monthly

19 costs. Caution should be exercised in using these data for

20 direct anaiysis because costs are not reported for certain

21 kinds of units such as renter-occupied units with all u6lides

22 included in the rent and owner-occupied condominium uriits

23 with utllities included in the condominium fee.

11
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1 More importantly, and regardless of the quality of Mr. Cofton's oondusions

2 based on his direct analysis of information available from the American

3 Community Survey, his conclusion regarding the relationship between

4 income and residential gas usage is incorrect based on actual data for

5 VEDO's service area.

8 Figure 2 below has been prepared for the VEDO service area under my

7 supervision based on actual residential customer bills for the calendar

8 year 2007 for all customers with twelve months of bills. As Figure 2

9 shows, the lowest income customers, those under $20,000 annual

10 household income, actualiy consume more gas than all but the two

11 highest income groups. In addition, these residential customers with

12 under $20,000 annual household income also use almost 9 percent above

13 the actua12007 average of 830.61 Ccf for the year.

14 Figure 2

Av®rage Consumption by Median HH Income
Calendar Year 2007

Leas than $20,000 ta $30,000 toa 540PQ0 to S6o,000 to 560,DW ro S7tl,000 ta $80,0p0+
$20,000 529,M 339,999 549,999 1559,999 $69999 $79,599

15
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1 Customers with household incomes under $30,000 use more gas than all

2 but the top three groups of customers representing approximate{y 16.9

3 percent of the populattan. Based on this analysis of actuai residential

4 customer bilis for VEDO customers and household Income date for the

5 corresponding customer service areas, the data relied upon by Mr. Colton

6 lead him to an incorrect conclusion regarding the relationship between

7 income and residential usage in VEDO's service area.

8 Q. How was this VEDO-opecific usage and income data developed?

9 A. Customer usage data from calendar year 2007 was extracted from

10 Vectren's billing system. Median household inconte, as reported by the

11 U.S. Census at the biodc group level, was appended to each customer

12 using Global PosRioning System technology. The black group level is the

13 most finite level at which the U.S. Census publishes incortte data. A bkx.*

14 group generally contains between 800 and 3,000 people with a target of

15 1,500 people. Using actual VEDO biiting record data and U.S. Census

16 income data, we were able to demonstrate average gas consumption data

17 by median household income range.

18 Q. How do®s tfiis block group income data compare to the 2007 income

19 measures for poverty?

20 A. For all families of four persons or less, they are considered to be at or

21 below the poverty level if their household income is under $20,650 dollars.

13
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1 Based on the anaiysis of actual bifiing information for VEDO's residential

2 customer and available Census block group inaome data for VEDO's

3 serv'ice area, it is my opinion that low income customers In VEDO's

4 servise area consume on average more natural gas annualy than all but

5 the highest income residential customers in VEDO's service area. It is

6 also reasonable to assume that VEDO's residential customers with

7 incomes near but above the lower income levels will also use more than

s the average for their respective group because of the size of the

e household (over four persons) and the factors which I have already

10 discussed, This anaiysis of actual billing infemiation and block group

11 Census data which are specific to VEDO's service area and VEDO's

12 residential customers shows that the conclusion reached by Mr. GoPton

13 that low inoome customers are low users is demonstrabiy incorrect.

14 Q. Does this VEDO service area data support the direct reiationship

15 between Income and natural gas use which is claimed by Mr. Colton?

tt3 A. No, These data do not show a direct relationship between income and

17 natural gas use. Instead, these data iiiustrate that explaining residential

18 natural gas use involves a more complex analysis that requires

19 consideration of a number of other variables such as those contained in

20 the EIA model to properly understand the relationship, if any, between

21 income and consumption. Further, this conclusion is also consistent with

14
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Uirect TeseMmny of Xoger D. Caltan
On J1ehalf of the Dfice of the Ohio Cansunters' Couruet
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I There can be little question but that income and density are eorrclated in ihe Company's

2 service territory. While the 20 highest income Census tracts in Montgomery County bave

3 a housing uuit density of 1.3 units per "laaz d acre," the 20 poorest Census tracts in

4 Montgomery County have a housing unit density of 3.4 ttousing units per land acre.

5 Staf3's irnplicit assertion in support of the proposed SFV rate design that all housing units

6 are equal is demonstrably in error,

7

8 Q39. IWIiAT DO YOU CtJNCLUDEP

9 430. 1 conclude that the PUCO Statt'Report mis-specifies the analysis to be undertaken in

10 considering the equity in imposing uniform fixed diatribution charges tlunugbits

11 recommended SFV rate design. In additionto looking at the level of consumption, and at

12 the size of the housing unit standing atone, Staff should bave further considered the

13 implieations of the size of a housittg unit. Staff should have further considered the

14 density of honsing. In fact, the density of housing sharply varies within the Company's

1 S Ohio service territory. Moreover, the density of housing is related to ipcome as well. In

16 addition to the proposed SFV rate design shifting costs from higber.income to lower-

17 income households because of usage, the SPV rate design ahifls costs Ii'om higher-

18 income to lower-income ltouseholds based on density as well.

19

20 As a result, not only will low-income households be charged higher rates, they wi11 be

21 charged higher rates for costs that they did not cause the Conzpany to incur. Orre basic

22 principle ofratemaking is that rates shoald reflect costs. To the extent practieable, one set

23 of customers should not be charged fot costs that a different set of customeTs causes a

21
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Direcr restunony of Roger 0. Corton
On Behalfof the Office of the Ohio Consumers' Covnsei

PUCO Cn.iv No 07-1080-GA-AIR er af.

1 ntility to incur. Because higher density customers do not eause the Company to incur the

2 aarne level of distribution expenses, charging those low-use, high-density customers a

3 fixed charge at the same level as higher-use, lower density customers will create a cross-

4 subsidy. Becuuse oi this cross-subsidy inberent in the SFV rate design, and because the

5 cross-subsidy flows frotn low-income customers who are having a difficult tinte in

6 affording their bills with wtiichto begin tohigher-use, higher iucome customers; the

7 rewnmiendations in the Staff Report urging adoption of the SFV rate design should be

8 rejected.

9

10 3. Usage and Aging

11 Q31. 78' THERE A CORRF.I.ATION BETWF.EN LOW USAGE,9ND ANY OTHER

12 VULNERRBLE POPULATION GROUP?

13 431. Pes. Schedule RDC-12 presents data on the association between naturai gas

14 expenditures and age. Schedule RDC-12 (page I of 2) presents Ohio-specific data. This

15 Obin-specific data strows that monthly natural gas cxpenditures inerease as househulders

16 grow older and move into the working population. The natural gas expenditures top out

17 in the prime working years, as hoaseholders might have families and own larger homes.

18 As Ohio residents grow older past their working years, however, they begin to downsize

19 their living units and their natural gas expenditures begin to deeline. After age 75, a

20 consuiner's natural gas expenditures exhibit a noticeable decline,

21

22 Scliedule RDC-12 (page 2 of 2) eonGmts that this Ohio-specifte data is not atypical. This

23 schedule presents similar dala publislzed by the U.S. Department of Labor thsough its

22
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