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OPINION: 

I. History of this Proceeding: 

The applicant, Vectren Energy DeUvery of Ohio, Inc. (VEDO, appUcant, or company), 
is a natural gas company as defined by Section 4905.03(A)(6), Revised Code, and a pubUc 
UtiUty as defined by Section 4905.02, Revised Code. On November 28, 2005, VEDO fUed its 
application (Conservation Application) seeking authority to: (1) recover certain expenses 
associated with proposed conservation programs; (2) estabUsh a mechanism to reconcUe, in 
part, base rate revenue actually collected by VEDO with the base rate revenue authorized 
by the Commission in the company's last rate proceeding. Case No. 04-571-GA-AIR; (3) 
employ such accounting as may be required to defer certain conservation program expenses 
for amortization in a subsequent rate proceeding; and (4) employ such accounting as may 
be necessary to implement the conservation program expense recovery mechanism and the 
base rate revenue reconciliation mechanism. VEDO dted Section 4929.11, Revised Code, as 
empowering the Commission to approve the Conservation Application and asked the 
Commission to expedite its response. 

By entry dated January 30, 2006, motions to intervene by Ohio Consumers' Counsel 
(OCC) and Ohio Partners for Affordable Energy (OPAE) were granted and a motion to 
practice pro hac vice for David Rinebolt was granted. By entry dated March 16, 2006, 
Consumers for Fair UtUity Rates and the Neighborhood Environmental CoaUtion 
(Coalition) were also granted intervention. On December 21, 2005, VEDO conducted a 
noticed techrucal conference to explain and answer questions about its Conservation 
Application. VEDO also conducted a pubUc presentation at the Commission meeting on 
February 1,2006. 

In the entry issued January 30, 2006, the attorney examiner found that expedited 
consideration of the Conservation Application was not appropriate and by entry dated 
February 7, 2006 directed that the Conservation AppUcation be considered a request for an 
alternate rate plan as described in Section 4929.01(A), Revised Code, and thus controlled by 
Section 4929.05, Revised Code. By Entiy dated February 27, 2006, and as modified by 
entries dated March 23, 2006 and March 29, 2006, a procedural schedule was established, 
including a local public hearing on March 27, 2006 and a pubUc evidentiary hearing on 
April 3, 2006.1 Notice of the local public hearing was made by VEDO (Co. Ex. 5). The 
testimony at the pubUc hearing was generally directed at the high cost of natural gas, 
customers' reaction to the cost, including installing insulation and energy efficient devices, 
and customers' unwiUingness to subsidize other customers. Letters were received by the 
Commission that supported conservation programs or protested any effort that would 
increase current rates. 

1 AU references to the ttanscript for the pubUc hearing on April 3,2006, wiU be designated as Tr. I. 
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Furtiier, on February 27, 2006, VEDO filed a Motion to Incorporate Standard FiUng 
Requirements requesting that certain of the standard fUUig requirements (SFRs) from Case 
No. 04-571-GA-AIR be incorporated in the record of this proceeding. No party opposed the 
request. The motion was granted by attorney examiner entry dated March 16, 2006. 
Admirustrative notice of the SFRs was taken by the attorney examiner at tiie hearuig on 
AprU 24, 2006 (Tr. H at 13). On March 10, 2006, VEDO filed a Motion for Waiver of Rules 
4901:1-19-05 and 4901:1-19-03(B), O.A.C. No party objected to tiie request. The motion was 
granted by attorney examiner entry dated April 5,2006. 

On AprU 10,2006, a stipulation was filed on behalf of VEDO, OCC and OPAE (AprU 
2006 Stipulation)Gt. Ex. 1). Testimony was filed prior to the hearing by VEDO, OCC, OPAE, 
and the Commission staff (Staff). An evidentiary hearing was held on AprU 24, 2006.2 At 
that hearing, the parties stated that all parties had agreed to waive cross-examination of 
prefiled testimony, to submit all prefiled testimony as evidence of record and to submit the 
matter on that record. Post-hearuig briefs were filed by Staff and OCC, and jointly filed by 
VEDO and OPAE. OCC, VEDO and OPAE recommended the adoption of tiie AprU 2006 
Stipulation. The Staff opposed adoption of the Stipulation. The CoaUtion did not oppose 
tiie April 2006 Stipulation. 

On September 13, 2006, the Commission issued its Opinion and Order in this case 
and approved the April 2006 Stipulation, as modified by the Opinion and Order, The 
modifications ordered by the Commission induded eUminating the ratepayer funding of 
the conservation program, increasing VEDO's contribution to funding of the conservation 
program from $970,000 to $2 milUon, and targeting the conservation program to low-
income customers. OCC fUed an appUcation for rehearing of the Opinion and Order on 
October 13, 2006. On November 8, 2006, the Commission denied the appUcation for 
rehearUig filed by OCC. On December 8, 2006, OCC filed a Notice of TennUiation and 
Withdrawal from the April 2006 Stipulation, pursuant to the foUowing provision of the 
April 2006 Stipulation: 

Upon the Commission's issuance of an entry on rehearing 
that does not adopt tiie Stipulation in its entirety without 
material modification, any Party may terminate and 
withdraw from the Stipulation by filing notice with the 
Commission . . . . Upon notice of termination or xvithdrawal 
by any Party . . . the Stipulation shaU immediately become 
null and void. 

AprU Stipulation at 9-10. 

2 All references to the transcript for the evidentiary hearing on April 24,2006 will be designated as Tr. II. 
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Subsequently, on December 21, 2006, a second Stipulation and Recommendation 
(December 2006 Stipulation) was fUed by VEDO, OPAE and Staff (signatory parties). The 
signatory parties requested that the Commission affirm the September 13, 2006, Opinion 
and Order that adopted and modified the AprU 2006 Stipulation, based on the existing 
record, without further hearing. The signatory parties further requested that the Sales 
Recondliation Rider (SRR) and deferral mechanism adopted in the September 13, 2006, 
Opinion and Order, continue to be effective, as of the date of the order. 

By entry dated December 29, 2006, the attorney examiner noted that OCC had 
withdraMTi from the April 2006 Stipulation and determined tiiat a hearing regarding the 
December 2006 Stipulation should be held. Therefore, the attorney examiner scheduled a 
prehearing conference for Januciry 22,2007. Further, the attorney examiner directed tiiat the 
signatory parties file an amended stipulation which enumerates aU terms agreed to by the 
parties, rather than incorporating the terms by reference from other documents. 

On January 2, 2007, VEDO and OPAE filed a joint interlocutory appeal and motion 
for certification regarding the attorney examiner's December 29, 2(X}6, entry. OCC filed a 
memorandum contra the joint motion on January 5, 2007 and a supplement to its 
memorandum contra on January 8, 2007. On January 10, 2007, the attorney examiner 
certified the interlocutory appeal of VEDO and OPAE to the Commission for the limited 
question of whether VEDO should be permitted to continue the accounting treatment 
authorized by the Commission in the September 13, 2006, Opinion and Order. By entry 
dated January 10, 2007, the Commission granted VEDO authority to contuiue the 
accoimting treatment previously authorized by the Commission in the Opinion and Order. 
OCC filed an application for rehearing on February 9, 2007. The Commission denied the 
appUcation for rehearing on February 28,2007. 

Moreover, on January 3, 2007, OCC filed an appUcation for review and interlocutory 
appeal regarding the attorney examiner's December 29, 2006, entry. On January 5, 2007, 
VEDO and OPAE each submitted memoranda contra OCCs appUcation for review and 
interlocutory appeal. On January 10,2007, the attorney examiner derued OCCs application 
for review and interlocutory appeal. 

On January 12, 2007, pursuant to the December 29 Entry, the signatory parties filed 
an amended Stipulation and Recommendation (January 2007 Stipulation). The signatory 
parties state that the January 2007 Stipulation is substantively identical to the December 
2006 Stipulation but that the January 2007 Stipulation enumerates all terms agreed to by the 
parties, rather than incorporating the terms by reference from other documents. The 
prehearing conference was held on January 22, 2007. Afterwards, by entry dated 
January 23,2007, the attorney examiner estabUshed a procedural schedule for consideration 
of the January 2007 Stipulation, setting the matter for hearing on February 28,2007. 
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On January 29, 2007, VEDO and OPAE filed a joint motion for certification of an 
interlocutory appeal of the attorney examiner's January 23 Entry (Second Joint Motion). 
OCC filed a memorandum contra the joint motion on February 5, 2007. The Second Joint 
Motion was derued by the attorney examiner by entry dated February 12,2007. 

Moreover, on January 29,2007, OCC filed an application for review and interlocutory 
appeal of the attorney examiner's January 23 Entry (Second Application). VEDO, OPAE 
and the Staff each filed memoranda contra OCCs application on February 5, 2007. The 
Second AppUcation was denied by the attorney examiner by entry dated February 12,2007. 

On February 15, 2007, VEDO filed a motion for protective order and a motion in 
limine. On February 27, 2007, OCC fUed a memorandum contra the motion for protective 
order and motion in limine. On February 16, 2007, OCC filed a motion for a continuance 
and request for expedited ruling. The attorney examiner granted the motion for a 
continuance and reschediUed the evidentiary hearing for March 28, 2007. Further, on 
February 22, 2007, OCC filed a motion to compel discovery regarding its fu-st set of 
discovery. VEDO filed a memorandum contra the motion to compel on February 27, 2007. 
In addition, OCC fUed a motion to compel discovery regarding its second set of discovery 
on February 27,2007. 

On February 28, 2007, a discovery conference was held to consider the outstanding 
discovery issues.3 At tiie discovery conference, the attorney examiners granted in part and 
denied in part VEDO's motion for a protective order, granted in part and denied in part 
VEDO's motion in limine, and granted in part and denied in part OCCs motion to compel. 
On March 5, 2007, OCC filed an application for review and interlocutory appeal (Third 
AppUcation) of the attorney examiners' rulings at the February 28, 2007, discovery 
conference. VEDO filed a memorandum contra the Third Application on March 6, 2007. 
The attorney examiner denied the Third Application by entry dated March 7,2007. 

An evidentiary hearuig was held regarding the January 2007 Stipulation on 
March 28,2007.4 VEEKD and Staff each presented one witness in support of the January 2007 
Stipulation. OCC presented two vstitnesses in opposition to the Stipulation. Post hearing 
briefs were filed by all parties on April 23,2007, and reply briefs were filed by all parties on 
May 3,2007. 

II. Summary of the Stipulation. 

The January 2007 Stipulation was intended by the signatory parties to resolve aU 
outstanding issues in this proceeding. The January 2007 Stipulation indudes, inter alia, the 
foUowing provisions: 

3 All references to the transcript for the discovery conference on February 28,2007 will be designated as Tr. m. 
4 All references to the transcript for the evidentiary hearing on March 28,2007 will be designated as Tr. IV. 
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(1) The signatory parties agree that VEDO wiU implement a two-year 
conservation program for low-income customers. VEDO commits to 
fund such two-year program at no cost to ratepayers by suppljring 
$2,000,000 provided tiie stipulation is adopted fully and v\rithout 
modification. Within the two-year term, VEDO shall file an 
appUcation vsdth the Commission that includes a proposal to continue 
the program and a rate design proposal as an alternative to or 
refinement of existuig mechanisms (such as the Sales RecondUation 
Rider). The appUcation, which may be an application to increase rates, 
shall be filed suffidentiy in advance of the end of the two-year term to 
obtain Commission approval prior to the end of such two-year term. 

(2) Individual conservation programs that are part of the program wiU be 
evaluated on an ongoing basis using pertinent measures that focus on 
program costs and benefits achieved. Appropriate measures will be 
determined by the Conservation Collaborative (Collaborative), 
described in paragraph three below and wiU indude evaluations of 
partidpation levels, energy savings and gas supply cost savings. 
Program results, induding data related to program partidpation and 
cost, and the results of any testing, will be provided to the 
Collaborative on at least an armual basis. The CoUaborative wiU also 
consider savings related to reduced customer arrearages and 
uncollectibles, favorable Percentage of Income Payment Plan (PIPP) 
impacts and other cost savings related to mitigating the total amount 
of customer bUls. To the extent practicable, the CoUaborative shall 
attempt to use available program funding to maximize the 
conservation benefits provided to customers. 

(3) VEEKD shall serve as the conservation program administrator, subject 
to input from the Collaborative. VEEKD may use external vendors to 
assist in implementing certain individual programs and shaU use its 
best efforts to make its intended use of such external vendors known to 
the CoUaborative prior to such use becoming effective. The 
Collaborative shaU consist of VEDO, the Commission's Staff, OCC and 
OPAE. The Department of Development, Office of Energy Effidency, 
will be a non-voting member of the CoUaborative. Within 30 days of 
approval of the January 2007 Stipulation, the CoUaborative will meet 
and establish a schedule for overseeing the conservation program 
contemplated prior to OCCs withdrawal. Each member of the 
Collaborative shaU partidpate in good faith and strive to resolve issues 
or pursue opportunities by a consensus governance process. The 
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Collaborative wUl review program data and evaluations, and the 
CoUaborative shaU file periodic reports (at least annually) with the 
Commission in Case No. 05-1444-GA-UNC, and the Commission shaU 
retain ongomg jurisdiction during the term of the conservation 
program. Members of the CoUaborative shaU make a good faith effort 
to resolve any disputes through the CoUaborative. If a dispute remains 
after good faith efforts to resolve the dispute, any member of the 
CoUaborative may bring the dispute to the Commission's attention and 
seek such informal or formal action as the member deems necessary to 
resolve the dispute. The judgment of a majority of the CoUaborative 
shaU control unless and until such judgment is abrogated or modified 
by the Commission. 

(4) The signatory parties represent that the Collaborative (includUig OCC) 
has met regularly since the issuance of the Commission's Opiruon and 
Order on September 13, 2006, and had reached consensus hi the 
implementation of program offerings to assist customers consistent 
with that Opinion and Order begirming in January 2007. The signatory 
parties request that the Commission approve the January 2007 
Stipulation on an expedited basis in order to fadlitate the deUvery of 
the conservation programs to customers as directed by the 
Commission in its Opinion and Order, to minimize the delay ui the 
current schedule. 

(5) VEDO shaU estabUsh and implement the Sales ReconcUiation Rider 
(SRR) to provide VEDO with a fair, just and reasonable opportunity to 
collect the base rate revenue requirement estabUshed by the 
Commission for the residential and general service customer dasses in 
VEDO's recent base rate case. In the Matter of the Application of Vectren 
Energy Delivery of Ohio, Inc., for Authority to Amend its Filed Tariffs to 
Increase the Rates and Charges for (}as Service and Related Maters, Case No. 
04-571-GA-AIR, Opinion and Order (April 13, 2005). The signatory 
parties agree and recommend that the tariff sheet containing the SRR 
be approved as part of the Commission's response to the January 2007 
Stipulation and that the approved tariff sheet should show issued and 
effective dates of September 28,2006, and October 1,2006, respectively. 
The signatory parties agree that the SRR wiU, as part of the package 
described in the January 2007 Stipulation, support proactive and good 
faith efforts by VEEKD to promote the identification and 
implementation of programs designed (through the CoUaborative) to 
provide customers with more tools to reduce the quantity of natural 
gas otherwise required to meet their energy requirements as weU as 
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the relative level of customers' total monthly bills. For the appUcable 
customer dasses, the SRR shaU recover the difference between VEDO's 
weather-normalized actual base revenues and the base revenues 
approved in VEDO's most recent rate case, as adjusted for customer 
additions. The differences shaU be calculated and recorded monthly 
beginning the first month alter approval by the Commission in its 
September 13,2006, Opiruon and Order, and shall be deferred, without 
carrying costs, for subsequent recovery via the SRR. Effective 
November 1, 2007, and eadi year thereafter, VEDO shall implement 
the SRR rates required to amortize, over the subsequent 12-month 
period, the acomiulated deferred differences between VEDO's 
weather-normalized actual base revenues and the base revenues 
approved in VEEKD's most recent rate case, as adjusted for customer 
additions, consistent with the proposed tariff language. Once 
established, the SRR rates shaU remain in effect for 12 months subject 
to adjustment each year for a successive 12-month period. The annual 
SRR update shall also indude a recondUation to ensure that SRR 
deferrals are not over- or under-recovered as a result of variances 
between estimated and actual data. In the event that the SRR is 
superseded by a rate design or other mechanism or the SRR is 
terminated, VEDO shall continue the SRR for a period of not more 
than 12 months in order to recover or refund any remaining 
unamortized SRR balance. Any over- or under-recovered SRR balance 
at the end of the extension period vnU be roUed into the UncoUectible 
Expense Rider, Sheet No. 39, for subsequent return or recovery from 
customers. 

(6) The signatory parties agree and request that the Commission explidtiy 
find that the deferral mechanism for the SRR shaU continue to be 
effective so as to permit the deferrals provided for thereUi to begin as 
of October 1, 2006 and further agree that this timing for the 
commencement of this deferred accounting authority, as well as the 
issued and effective dates for the tariff sheet containing the SRR, are 
necessary to support the level and timing of VEEKD's funding 
commitment of $2,000,000. 

(7) Nothing in the January 2007 StipiUation shall be construed or applied 
to preclude VEDO from requesting or the Commission to granting rate 
relief on a permanent, interim or emergency basis. Nothing in the 
January 2007 Stipulation shall be construed or appUed to predude 
VEDO from proposing rate structure or design dianges during the 
effective period of the conservation program. 
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(8) One year after implementation of the SRR, the parties wiU have the 
opportunity to conduct a review to ensure that the SRR is functioning 
appropriately. The Commission wiU review the conservation program 
and the SRR no later than two years after the Uiception of the 
conservation program and SRR. Neither the conservation program nor 
the SRR may be extended without the approval of the Commission. 
VEEKD shall maintain such records and provide such accounting 
information as may be reasonably required to fadlitate review of the 
SRR by an independent auditor. The independent auditor shaU ensure 
that the rider rates are appropriately applied to customer biUs, ensure 
that the costs in the rider are accounted for correctly and ensure that 
the volume numbers in the rider tie into the company's books and 
records. 

ni. Procedural Requirements for Alternate Rate Plans. 

By entry dated February 7, 2006, the attorney examiner determined that the 
Conservation AppUcation should be considered a request for an alternate rate plan as 
described in Section 4929.01(A), Revised Code, and tiius controUed by Section 4929.05, 
Revised Code. 

OCC raises a number of arguments regarding aUeged faUures to comply with the 
procedural requirements of Section 4929.05, Revised Code. OCC contends that VEDO's 
request for an alternate rate plan was not filed as part of an appUcation pursuant to Section, 
4909.18, Revised Code. Further, OCC claims that the Commission failed to order an 
investigation of the filing and that the Staff faUed to issue a staff report of investigation. 
OCC also alleges that the Commission failed to estabUsh just and reasonable rates for 
VEEKD. FinaUy, OCC contends that the alternate rate plan was not properly noticed under 
Sections 4909.19, and 4909.43(B), Revised Code. 

In its reply brief, VEDO argues that OCCs challenge to the Commission's 
consideration of the Conservation Application is untimely and outside the scope of issues 
before the Commission. VEDO also argues that the Commission's consideration of the 
Conservation AppUcation meets and exceeds the procedural requirements of Section 
4929.05, Revised Code. 

The Commission notes that OCC has not raised its procedural daims in a timely 
manner. OCC was presented with numerous opportunities to raise these daims Ui a timely 
maimer but failed to do so. After VEEKD filed its Conservation AppUcation, OCC filed a 
motion to intervene and motion to establish procedural process on December 14, 2005. In 
these motions, OCC did not argue that VEEK) shoiUd comply with, or had faUed to comply 
with, the procedural requirements of Section 4929.05, Revised Code. When the attorney 
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examiner in this proceeding determined, on February 7, 2006, that the Conservation 
Application be considered a request for an alternate rate plan as described hi Section 
4929.01(A), Revised Code, the attorney examiner directed that consideration of the 
Conservation AppUcation be controUed by Section 4929.05, Revised Code. OCC did not 
object to this ruling nor did OCC argue that VEEKD had failed to comply with the 
procedural requirements of Section 4929.05, Revised Code. 

Subsequent to the attorney examiner's ruluig, VEEK) requested that certain of the 
SFRs from Case No. 04-571-GA-AIR be incorporated in the record of this proceeding in 
order to comply with the requirements of Section 4929.05, Revised Code. OCC did not 
oppose this request, and VEDO's motion was granted by attorney examiner entry dated 
March 16,2006. Further, on March 10,2006, VEDO requested a waiver of Rules 4901:1-19-05 
and 4901:1-19-03(6), O.A.C. OCC did not object to this request, and the motion was granted 
by attorney examiner entry dated April 5, 2006. FinaUy, administrative notice of the SFRs 
was taken by the attorney examiner at the hearing on AprU 24, 2006; OCC did not object to 
tills ruling (Tr. II at 13). 

Moreover, a hearing on the Conservation Application was scheduled by the attorney 
examiner. Although OCC prefiled testimony prior to the hearuig, OCC did not raise any 
issues regarding compliance with the procedural requirements of Section 4929.05, Revised 
Code in its testimony. Prior to the hearing, but after direct testimony had been prefiled, 
VEDO, OCC and OPAE entered uito tiie AprU 2006 Stipulation. Ratiier tiian raisuig 
objections that the Conservation Application did not meet the procedural requirements of 
Section 4929.05, Revised Code, OCCI represented to the Commission, in its brief filed on 
May 8, 2006, that the April 2006 Stipulation violated no important regulatory prindples or 
practices pursuant to the Commission's three-prong test for consideration of stipulations. 

Nonetheless, the Commission finds that OCCs objections regarding tiie procedures 
foUowed in this proceeding are misplaced. Section 4929.05, Revised Code, states, ui 
relevant part, that, "[a]s part of an appUcation filed pursuant to section 4909.18 of the 
Revised Code, a natural gas company may request approval of an alternative rate plan." 
OCC argues that VEDO has faUed to foUow the procedural requirements of Section 4909.18, 
Revised Code, pertaining to applications for an increase in rates. However, Section 4909.18, 
Revised Code, provides for two, distinct tjT'^s of filings: appUcations not for an increase in 
rates and applications for an increase in rates. The procedural requirements for these two 
applications are different. In this proceeding, the tariff proposed by VEDO is set to zero 
($0.00). Accordingly, the Commission finds that VEEKD's application is an appUcation not 
for an increase in rates. 

An application not for an increase ui rates is an application filed pursuant to Section 
4909.18, Revised Code, as required by Section 4929.05, Revised Code. Therefore, the 
Conrunission finds that VEEKD's application, which the attorney examiner determined 
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should be considered as an application for an alternative rate plan compUes with the 
requirement of Section 4929.05, Revised Code, that a request for approval of an alternative 
rate plan be made as part of cui application filed pursuant to Section 4909.18, Revised Code. 

Moreover, the Commission finds that VEDO's appUcation meets the procedural 
requirements of Section 4909.18, Revised Code, for an appUcation not for an increase in 
rates. The Commission exerdsed its discretion to hold evidentiary hearings regarding the 
AprU 2006 Stipulation and the January 2007 Stipulation, and the Commission held a local 
public hearing on VEEKD's Conservation AppUcation on April 3,2006, in Dayton, Ohio, 

Further, Section 4929.05, Revised Code, contains procedural requirements in addition 
to the reqiurements of Section 4909.18, Revised Code. Section 4929.05, Revised Code, 
authorizes the Commission to approve an alternative rate plan after notice, investigation 
and hearing, and after determining just and reasonable rates and charges for the natural gas 
company pursuant to Section 4909.15, Revised Code. In accordance with this statutory 
authority, the Commission promiUgated Chapter 4901:1-19, Ohio Administrative Code 
(O.A.C.). The Commission finds tiiat VEDO has complied with the relevant statutory 
requirements and with the relevant Commission rules. 

The Commission finds that VEDO's application has met the requirements for notice, 
investigation and hearing. On March 10, 2006, VEEKD fUed a motion for a waiver of the 
requirements of Rule 4901:1-19-05, O.A.C., which relate to filing requirements for 
alternative rate plans. No party objected to this motion, and the waiver was granted on 
April 5, 2006. VEEK) pubUshed notice of the appUcation and a local pubUc hearing on the 
application (Co. Ex. 5). PubUcation of the notice of the local pubUc hearuig was made and 
the local public hearing was held on AprU 3, 2006, in accordance with RiUe 4901:1-1-19-
08(B)(2), O.A.C. The Staff investigated the appUcation and filed testimony regarding the 
appUcation (Staff Ex. 1) as well as the April 2006 Stipulation (Staff Ex. 2) and the January 
2007 Stipulation (Staff Ex. 3). Evidentiary hearings were held on AprU 24, 2006, and 
March 28,2007, in accordance witii Rule 4901:1-10-08(B)(1), O.A.C. 

Further, the Commission has deternmned just and reasonable rates for VEEKD 
pursuant to Section 4909.15, Revised Code. The Commission recently determined just and 
reasonable rates for VEDO in a fuUy Utigated rate case. Vectren, Case No. 04-571-GA-AIR, 
OpUiion and Order (April 13,2005), Entry on RehearUig Qune 8,2005). VEDO's application 
was filed on November 28,2(X)5, less than six months after the Commission's final order in 
Case No. 04-571-GA-AIR. On February 27, 2006, VEDO moved to Uicorporate the SFRs 
from that proceeding into the record in this case in order to contribute to the evaluation of 
the Conservation AppUcation. No party to the proceeding objected to the motion, and the 
motion was granted by the attorney examiner on March 16, 2006. In addition, 
admirustrative notice of the SFRs was taken at the April 24,2006, hearing (Tr. II at 13). 
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With respect to OCCs argument that the Commission faUed to estabUsh just and 
reasonable rates for VEDO, the Commission finds that, for purposes of Section 4929.05, 
Revised Code, we may rely upon a rate case, completed less than six months prior to the 
fUing of an application for an alternative rate plan, for the determination that rates are just 
and reasonable. The statute expressly authorizes that Commission to approve an 
alternative rate plan "after" the Commission has determined that rates are just and 
reasonable. Further, the General Assembly defined alternative rate plans as plans which 
reduce regulatory costs and provide flexibiUty. The defirution of "alternative rate plans" 
stat^ in relevant part: 

Alternative rate plans may indude, but are not Umited to, 
methods that provide adequate and reUable natural gas services 
and goods in this state; minimize the costs and time expended in the 
regulatory process; tend to assess the costs of any natural gas 
service or goods to the entity, service, or goods that cause such 
costs to be incurred; afford rate stabiUty; promote and reward 
efficiency, quality of service, or cost containment by a natural 
gas company; or provide sufficient flexibility and incentives to the 
natural gas industry to achieve high quaUty, technologicaUy 
advanced, and readily available natural gas services and goods 
at just and reasonable rates and charges. 

Section 4929.01(A), Revised Code (emphasis added). 

The Commission beUeves that it would be consistent with this poUcy to interpret 
Section 4929.05, Revised Code, as NOT requiring a fuU rate case determination of just and 
reasonable charges less than six months after the completion of a rate case. However, our 
dedsion is limited to the spedfic facts and circumstances of this case, spedfically the fact 
that VEEXD had just completed a fully Utigated rate case prior to filing tiie alternative rate 
application and that the alternative rate plan approved in this case is designed, in part, to 
promote administrative effidency and to reduce regulatory costs and the need for future 
rate cases. 

OCC also argues that Staff faUed to file a staff report in this proceeding and that the 
Commission cannot approve the appUcation because of that failure. We disagree. In its 
motion to incorporate the Staff Report from the previous rate case. Staff argued that the 
Staff Report filed m Case No. 05-571-GA-AIR, as updated by the stipulated schedule 
approved by the Commission in that proceeding, fully addressed the reasonableness of 
VEDO's current rates and that the reasonableness of the current rates is not contested in this 
proceeding. The Commission notes that Rule 4901:1-19-07, O.A.C., states tiiat "[t]he 
commission staff will file a written report which addresses, at a minimum, the 
reasonableness of the current rates pursuant to section 4909.15 of the Revised Code for 
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applications filed pursuant to section 4929.05 of the Revised Code." The Commission finds 
that Staff's incorporation by reference of the Staff Report from Case No. 05-571-GA-AIR 
meets the minimum reqiurement of Rule 4901:1-19-07, O.A.C, that Staff address the 
reasonableness of the current rates of the appUcant. 

Therefore, the Commission finds that VEDO has compUed with the procedural 
requirements of Section 4929.05, Revised Code, and the provisions of Chapter 4901:1-19, 
O.A.C. Thus, the Commission wiU now turn to consideration of the January 2007 
Stipulation. 

IV. Evaluation of the Stipulation. 

Rule 4901-1-30, Ohio Administrative Code, authorizes parties to Commission 
proceedings to enter Uito stipulations. Although not binding on the Commission, the terms 
of such agreements are accorded substantial weight. See Consumers' Counsel v. Pub. Util. 
Comm., 64 Ohio St. 3d 123, 125 (1992), citing Akron v. Puk Util Comm., 55 Ohio St. 2d 155 
(1978). 

The standard of review for considering the reasonableness of a stipulation has been 
discussed in a number of prior Conunission proceeduigs. See, e.g., Dominion Retail v. Dayton 
Power and Light Co., Case Nos., 03-2405-EL-CSS et al., OpUiion and Order (February 9,2005); 
Cincinnati Gas & Electric Co., Case No. 91-410-EL-AIR, Order on Remand (April 14, 1994); 
Ohio Edison Co., Case Nos. 91-698-EL-FOR et al.. Opinion and Order (December 30,1993); 
Cleveland Electric Ilium. Co., Case No. 88-179-EL-AIR, Opmion and Order Qanuary 31,1989). 
The ultimate issue for our consideration is whether the agreement, which embodies 
considerable time and effort by the signatory parties, is reasonable and should be adopted. 
In considering the reasonableness of a stipulation, the Commission has used the foUowing 
criteria: 

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

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

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

The Ohio Supreme Court has endorsed the Commission's analysis usUig these 
criteria to resolve issues in a maimer economical to ratepayers and pubUc utilities. Indus. 
Energy Consumers of Ohio Power Co. v. Pub. Util Comm., 68 Ohio St. 3d 547 (1997)(quoting 
Consumers' Counsel, supra, at 126). The Court stated in that case that the Commission may 
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place substantial weight on the terms of a stipulation, even though the stipulation does not 
bind the Commission. 

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

VEEK) notes that its v^dtness Ulrey and Staff's witness Puican both agree that the 
January 2007 Stipulation was the product of serious bargaining among capable, 
knowledgeable parties (Co. Ex. 2c at 4-5; Staff Ex. 3 at 2-3). VEDO notes that Mr. Uhrey 
testified that discussion began shortly after the Conrunission issued its Opinion and Order 
on September 13, 2006, and continued for a period of months (Tr. IV at 25). Further, 
Mr. Ukey testified that OCC was invited to partidpate in the January 1007 Stipulation but 
declined (Co. Ex. 2c at 4). 

OPAE daims that there has been no evidence submitted in the record to indicate that 
the January 2007 Stipulation was not the product of serious bargaining among capable, 
knowledgeable parties. OPAE contends that the January 2007 Stipulation represents the 
collective judgment of the signatory parties that a stipulation embodying a ruling already 
made by the Commission is an appropriate resolution of this case. 

OCC argues that the January 2007 Stipulation was not a product of serious 
bargaining. OCC reasons that there was no bargaining because the Stipulation merely 
reflects the signatory parties' acceptance of the modifications to the AprU 2006 Stipulation 
made by the Commission in its Opinion and Order in this proceeding. Further, OCC argues 
that there is no diversity of interests represented by the signatory parties because ordy OCC 
and the CoaUtion represent customers. Finally, OCC aUeges that it and the Coalition were 
excluded from the negotiations which led to the January 2007 Stipulation. 

The Coalition argues that there is virtually no basis in the record of this case or in the 
background of the three signatory parties, VEEKD, OPAE and Staff to condude that the 
January 2007 Stipulation was a product of serious bargaining among capable, 
knowledgeable parties and, therefore, the Commission should reject the January 2007 
Stipulation. 

Responding to OCCs contention that OPAE does not represent residential 
customers, OPAE notes that advocacy on behalf of low- and moderate-income residential 
customers is OPAE's corporate purpose. Further, OPAE argues that the Commission has 
repeatedly found that OPAE brings a unique perspective to its proceedings. 

VEDO responds to OCC by noting that there is no requirement that a representative 
of any spedfic customer dass support a stipulation in order to meet the first prong of the 
three-prong test. VEEKD contends that establishing such a requirement would empower any 



05-1444-GA-UNC -15-

individual intervenor who is the sole representative of a customer dass to hold an 
otherwise reasonable stipulation hostage to its demands. VEEKD suggests that this cannot 
be the result intended by the Commission when it estabUshed the three-prong test since the 
three-prong test is designed spedfically for partial stipulations which are not supported by 
all parties to a proceeding. See Ohio Consumers' Counsel v. Pub. Util Comm., 64 Ohio St. 3d at 
126. 

The Commission finds that the first prong of the test is met by the January 2007 
Stipulation. The Commission has previously held tiiat we wiU not require any individual 
party's approval of stipulations in order to meet the first criterion of our three-prong 
standard of review. Dominion Retail v. Dayton Power and Light, supra, at 18. In considering 
whether there was serious bargaining among capable and knowledgeable parties, the 
Commission evaluates the level of negotiations that appear to have occurred and takes 
notice of the experience and sophistication of the negotiating parties. The signatory parties 
all routinely partidpate in complex cases before the Comnussion and are all represented by 
counsel who practice before the Commission on a regular basis. Although OCC daims that 
it was excluded from the negotiations leading up to the January 2007 Stipulation, OCC does 
not dte to any evidence in the record to support that daim; and OCCs witnesses did not 
present any evidence at the evidentiary hearing regarding the first prong of the 
Commission's tiiree-prong test (Tr. IV at 128; Tr. IV at 160). 

Moreover, contrary to OCCs daims, the signatory parties do represent a diversity of 
interests, Uiduding the utility, the Staff and OPAE, an advocate for low and moderate 
income customers. In its motion to intervene, OPAE represented its interest in this 
proceeding as an advocate "for affordable energy for low and moderate income Ohioans." 
OCC faUed to oppose intervention or otherwise dispute OPAE's statement of its interest in 
the proceeding in a timely manner, and intervention was granted to OPAE on the basis of 
its stated interest. Further, the Commission notes that OPAE has been granted intervention 
in numerous other Commission proceedings based upon the same or similar statement of its 
interest in the proceedUigs. 

With respect to OCCs contention that there was no serious bargaining because 
parties simply accepted the Commission's modifications to the April 2006 Stipulation, the 
Commission notes that no party was obUgated to accept those modifications. In fact, OCC 
objected to those modifications and withdrew from the April 2006 Stipulation; thus, the 
January 2007 Stipulation has different signatory parties than the AprU 2006 Stipulation. 
FoUowing OCCs withdrawal from, and termination of, the April 2006 Stipulation, the 
parties were free to file a stipulation which was identical to the April 2006 Stipulation, to file 
a stipulation which induded new terms, or to file no stipulation at aU. Further, VEDO was 
free to proceed with its application as originaUy filed or to vsrithdraw its application 
altogether. Because the pcu*ties were free to take any of these alternate courses of action, the 



05-1444-GA-UNC -16-

Commission carmot agree with OCCs contention that there was no serious bargaining with 
respect to the January 2007 Stipulation. 

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

VEEKD dtes the Commission's Opiruon and Order in this proceeding as the best 
evidence that the January 2007 Stipulation, which mirrors the terms of the AprU 2006 
Stipulation as modified by the Commission, benefits ratepayers and the pubUc interest. 
VEEKD contends that the oiUy economic difference between the AprU 2006 Stipulation, as 
proposed, and the January 2007 Stipulation is a $4.7 milUon swing in favor of customers as a 
result of the eUmination of customer funding of the DSM programs and the increase in 
funding required from VEDO. FinaUy, VEEK) dtes to the testimony of its witness Ulrey, 
who testified that the Collaborative of stakeholders has designed programs for which 60 
percent of VEIDO's residential customers are eligible and that assodated marketing and 
education efforts wiU reach all customers, as wUl the nexus on-line tool, which assists 
customers in their conservation efforts (Co. Ex. 2c at 3; Tr. IV at 37-38). 

OPAE contends that the Commission has already determined that the two-year pilot 
program in the January 2007 Stipulation is in the public interest. OPAE notes that tiie 
revenue recovery mechanism is unchanged from the prior phase in this proceeding and that 
the only difference is in the energy effidency program and how it is financed. OPAE 
condudes that the evidence presented by OCC fails to refute the condusion that the January 
2007 Stipulation is in the public interest. Instead, the evidence presented by OCC uidicates 
OCCs preference for a larger DSM program, paid for primarily with ratepayer funding. 

OCC argues that the January 2007 Stipulation, as a package, does not benefit 
ratepayers and the pubUc interest. (DCC daims that the majority of the benefits accrue to 
VEDO while the majority of costs are thrust upon VEIDO's customers. OCC aUeges that tiie 
most substantial cost to VEEKD is the $2 million contribution to the conservation program 
and that $2 mUUon is just $1.3 mUUon net of tax to VEDO. On the other hand, OCC claims 
that the January 2007 Stipulation practically guarantees recovery of residential and general 
service revenues authorized in VEIDO's last rate case. OCC notes that, presently, the risk of 
recovering those revenues is shouldered by VEDO, but, with the SRR, VEEKD no longer wiU 
be subject to that risk. 

OCC further states that VEIDO's customers receive very littie in exchange. OCC dtes 
to the testimony of its witness Kushler, who stated that: 

[T]he stipulation provides only a very small energy effidency 
program that will not provide suffident benefits on the whole to 
customers. AdditionaUy, the stipulation affords VEDO the 
tremendous benefits of a decoupling mechanism, paid for by 
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residential and commerdal customers. Given the sigruficant 
investment by Vectren customers, in the form of the decoupUng 
mechanism, there should be reasonable and commensurate 
benefits to customers. This is absent from the [January 2007 
Stipulation], 

OCC Ex. Fat 2-3. 

The Coalition concedes that the January 2007 Stipulation would help low-income 
customers and that conservation programs, by reducing collection costs, redudng 
disconnection and recormection costs, and helping reduce arrearages and the costs of riders 
to recover such arrearages, can benefit all customers. However, the CoaUtion argues that 
the costs of the SRR exceed the benefits to ratepayers and that adoption of the January 2007 
Stipulation would create a precedent authorizing the use of decoupling mechanisms for 
VEEKD and other utUity companies. Therefore, the Coalition condudes that the stipulation 
does not benefit ratepayers and the public interest. 

Staff believes that the January 2007 Stipulation is in the pubUc interest. Staff argues 
that 60 percent of VEIDO's residential customers are eUgible to partidpate in the proposed 
$2 miUion conservation program, which is justified because it follows the Commission's 
practice of assisting low income customers, it has system-wide benefits, and it is entirely 
funded by the company. Staff dtes to the testimony of VEEKD witness Uhrey that the 
January 2007 Stipulation would allow a $2 milUon conservation program, which is designed 
through the collaborative efforts of the parties, induding OCC. Further, qualification for 
the low-income program was established at 300 percent of the poverty level, which would 
mean that 60 percent of VEDO's customers would be eligible for the program (Tr. IV at 37-
39). In addition. Staff dtes to the testimony by its vdtness Puican, who testified that there 
are system-wide benefits in that, by reducing low-income customers' biUs, there are 
potential reductions in uncollectible expenses as weU as reductions in the amounts 
necessary for recovery of PIPP funds (Tr. IV at 169). Moreover, Staff witness Puican 
testified that low-income programs are benefidal regardless of whether system-wide 
benefits can be demonstrated (Tr. IV at 170). 

Moreover, Staff argues that adoption of an SRR is in the public interest because it 
allows a UtUity to recover its actual costs and decreases the need for multiple rate cases due 
to the substantial drop in consumption per customer. Staff notes that tiie SRR is a 
mechaiUsm to allow recovery of fixed costs through a non-traditional means and that, in 
alternate rate proceedings, the Commission can approve non-traditional mecharusms like 
the SRR. Further, Staff vstitness Puican testified that there is value in regulatory effidency 
over time that wiU decrease the need for multiple rate cases (Tr. IV at 192). 
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Replying to the signatory parties, OCC argues that the costs to ratepayers in the 
April 2006 Stipulation, as proposed, were mitigated by the system-wide benefits derived 
from the DSM programs; however, under the January 2007 Stipulation, there is no simUar 
opportunity to mitigate costs on a system-wide basis. Moreover, OCC contends that VEEK) 
is not maldng a substantial contribution under the January 2007 Stipulation; rather, it is 
customers who are being forced to contribute substantiaUy, while deriving Uttie in return. 

In addition, OCC responds to OPAE's arguments by dting its witnesses' testimony 
that, generally, low-income programs are less cost-effective than other programs (Tr, IV at 
108; Tr. IV at 144). Thus, OCC argues that, if the objective is to generate economic benefits, 
the conservation or DSM funds would be better spent on non-low income programs. 

OPAE repUes to OCC by stating that the signatory parties view the January 2007 
StipiUation and the revenue recovery provisions as reasonable given the two-year pUot 
period imder the January 2007 Stipulation. OPAE contends that, between the company 
financing of the conservation program and the return of the GCR refund to GCR customers, 
the pUot may result in virtuaUy no increase in rates at all. OPAE argues that the 
modifications to the AprU 2006 Stipulation ordered by the Commission reduced the 
projected impact upon customers while supporting an attempt by VEEK) to reorient its 
nrussion to provide energy services through a combination of commodity sales and 
conservation. OPAE beUeves that the pilot period provides an opportimity to evaluate the 
benefits of this approach. 

In its reply brief. Staff notes that the January 2007 Stipulation contams a substantial 
commitment by VEDO to fund conservation that wiU benefit VEDO's low and moderate 
Uicome customers. Staff notes that, although OCC argues that the $2 milUon in 
conservation funding in the January 2006 Stipulation is inadequate, the $4.67 milUon 
program supported by OCC was funded with $3.7 miUion in ratepayer funds. Staff further 
argues that the benefits posited by OCC witness Kushler in his testimony are speculative, 
relying upon the assumption that utiUties throughout the Midwest are also conducting 
robust DSM programs (OCC Ex. F at 4-5; Exhibit MGK-2). 

The Commission finds that the settiement, as a package, benefits ratepayers and the 
pubUc interest. The Commission continues to believe that it is in the public interest, in 
order to promote energy effidency, to decouple the link between gas consumption and the 
company's abiUty to meet its revenue requirements. As we stated in the Opinion and Order 
in this proceeding, the Conunission believes that the linking of gas consumption with the 
pubUc UtUity's abiUty to meet its revenue requirements is counterproductive to energy 
effidency. Further, as we stated in the Opinion and Order, we continue to beUeve that 
recovering fixed costs, such as those related to the distribution system, through the SRR 
would eliminate the counterproductive unpact of VEEKD promoting conservation (Opiruon 
and Order at 16). Therefore, the Commission finds that the SRR, which would decouple the 
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link between gas consumption by consumers and the company's ability to meet revenue 
requirements, is in the public interest. 

Moreover, the SRR is limited to two years under the January 2007 Stipulation, wUl be 
subject to further review by the parties and the Commission during the two-year period, 
and may not be extended v^thout our approval. This two-year period and opportunity for 
review is consistent with our Opinion and Order in this proceeding, where we stated that: 

[W]e believe that because of its untested mechanism, the SRR 
needs a more thorough review than caUed for hi the [AprU 2006 
Stipulation, as proposed]. We find that the stipulation should be 
modified to require a review of both the conservation program 
and the SRR by the Commission. This review shall occur no 
later than two years after the inception of the conservation 
program and rider, and neither the DSM program nor the SRR 
may be extended without the approval of the Commission. 

Opiruon and Order at 16. 

In addition, the Commission notes that implementation of the SRR only vdll aUow 
VEEK) the opportunity to coUect the revenue requirement ordered by the Commission in 
VEDO's last rate case. The Commission has already determined that these revenues are 
required for VEDO to earn a fair and reasonable rate of return. Vectren, Case No. 04-571-
GA-AIR, Opmion and Order (AprU 13,2005) at 16. 

Further, the January 2007 Stipulation embodies a quid pro quo by the signatory 
parties: implementation of the SRR in exchange for implementation, and company funding, 
of the conservation programs. In exchange for the opportunity to coUect the revenues 
which the Commission has already determined are necessary to earn a fair and reasonable 
rate of return, VEDO will fund a conservation program v t̂ith $2 irulUon in company funds. 
No ratepayer funds and no refunds due GCR customers wiU be used to fund the 
conservation program. 

The Commission notes that, as originaUy proposed and agreed to by OCC, the April 
2006 Stipulation provided that the DSM programs would be funded by ratepayer funds in 
the amount of $3.7 milUon, induding a $1.98 mUUon GCR refund, which the Commission 
had previously ordered should be returned to GCR customers. In the Matter of the Regulation 
of the Purchased Gas Adjustment Clause Contained Within the Rate Schedules of Vectren Energy 
Delivery of Ohio, Inc., and Related Matters, Case No. 02-220-GA-GCR, Opinion and Order 
(June 14, 2005) and Entry on Rehearing (August 10, 2005). The ratepayer funding for the 
proposed DSM program also included $27,000 in interest aUowances on the GCR refund, 
$1,600,000 in gas supply portfolio management proceeds and $93,000 to be deferred for 
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subsequent recovery. VEEK), on the other hand, was obUgated to contribute only $970,000 
for the DSM programs under the April 2006 Stipulation as originaUy proposed. In the 
Opiruon and Order issued on September 13,2006, in this proceeding, we determined that: 

We find, however, that the stipulation's two-year budget for the 
conservation program should not be fimded by ratepayers in 
this case, and therefore, it is inappropriate for GCR customers to 
provide the money for the DSM program. We believe the 
fundUig sources identified in the stipulation as resulting from 
GCR refunds, interest allowance on that refund and proceeds 
from a gas supply portfoUo management arrangement should be 
realized by ratepayers as ordered by this Commission in VEDO's 
gas cost recovery proceedings. 

Opiruon and Order at 13. 

The Commission notes that the Supreme Court recently upheld our dedsion to order VEDO 
to refund the $1.98 miUion to GCR customers. Vectren Energy Delivery of Ohio, Inc. v. Pub. 
Util Comm. (2007), 113 Ohio St. 3d 180. The Commission notes tiiat tiie direct costs to 
ratepayers of the DSM programs in the AprU 2006 Stipulation, as agreed to by OCC, 
amounted to approximately $3.7 miUion (Tr. IV at 236). However, the direct cost to 
ratepayers for the conservation program in the January 2007 Stipulation is zero. 

Further, the Commission is not persuaded by the testimony by OCC witness Kushler 
that $2 miUion is insuffident for an effective DSM program and that the minimtun amoimt 
necessary for an effective DSM program is $4.65 miUion, as originaUy proposed in the April 
2006 Stipulation. The Commission finds that $2 miUion is suffident for the program 
approved in this Supplemental Opinion and Order given that the plarmed conservation 
program is Umited to two years and that, during the two-year period, the parties wiU have 
an opportunity to assess the efficacy of the conservation programs. 

Nonetheless, we believe that greater efforts in developing DSM programs can be 
made. The Conservation CoUaborative shaU address additional opportunities to achieve 
energy effidency improvements and consider opportunities which may extend beyond 
programs for low and moderate income residential consumers. Staff shall promptiy 
schedule a technical conference to address DSM program design issues and the 
development of DSM programs beyond those approved in this Supplemental Opinion and 
Order. The parties, either collectively to the extent the Collaborative reaches an agreement 
on a broader set of program designs, or individuaUy to the extent complete agreement is not 
reached, shall submit their findings and recommendations to the Commission within ninety 
days or such further time as may be aUowed. Further, nothing in this Order shaU restrict 
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the Company's abiUty to implement additional cost-effective DSM programs or to seek 
recovery of additional DSM expenditures HI an appropriate proceeding. 

In addition, the Commission notes that we approved $1.1 milUon per year for 
conservation programs that target income-eligible customers in VEIDO's last rate case. 
Vectren, Case No. 04-571-GA-AIR, Opmion and Order (AprU 13, 2005) at 13. Thus, over tiie 
two-year period covered by the January 2007 Stipulation, there will be a total of $4.2 mUlion 
in funding for conservation programs targeted for low income customers. Accordingly, tiie 
Commission directs that the parties indude a review of the conservation programs funded 
through the last rate case in their review of the DSM programs funded pursuant to the 
January 2007 Stipulation. 

FinaUy, OCC argues that the conservation funds would be better spent on non-low 
income programs. The Commission disagrees with OCCs condusion. The Commission 
notes that the Collaborative has defined "low income" to indude both low and moderate 
income customers by setting the threshold qualification for the conservation program at 300 
percent of the poverty level. The Commission endorses this dedsion by the Collaborative. 
By extending the conservation program to low and moderate income customers, the 
CoUaborative's decision is consistent with our decision in the Opinion and Order to direct 
the conservation program to the customers most in need of assistance, including customers 
who do not qualify for other assistance programs such as PIPP. Although we are mindful of 
the need to consider cost-benefit analyses with respect to conservation and DSM programs, 
the Commission must also consider the fact that volatUe natural gas prices have a 
significant impact on low and moderate income households in assessing whether the 
conservation and DSM programs are in the pubUc interest. Thus, given the Umited 
resources avaUable to fund conservation and DSM programs, we continue to believe, 
consistent with our Opinion and Order in this proceeding, that it is in the pubUc interest to 
target conservation programs to low and moderate income customers. 

In summary, the January 2007 Stipulation provides for the implementation of the 
SRR, which wiU provide VEDO with the opportimity to coUect no more than the revenues 
which the Comnussion has already determined are necessary to provide VEDO with a fair 
and reasonable rate of return. In exchange, VEDO wiU provide $2 mUlion in company 
funds for a conservation program targeted to the customers who most need assistance in 
dealing with volatUe natural gas prices; and ratepayers are not being required to fund the 
conservation programs. The Commission finds tiiat this settlement, as a package, benefits 
ratepayers and the pubUc interest. Therefore, the Commission finds that the January 2007 
StipiUation meets the second prong of the three-prong test. 

(3) Does the settiement package violate anv important regulatory prindple or 
practice? 
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OPAE notes that no OCC witness testified at the evidentiary hearing on whether or 
not the January 2007 Stipulation violates any important regulatory prindple. On the other 
hand, VEDO and OPAE dte to the testimony of VEIDO's witness Ulrey, who testified that 
the Commission has already found that the AprU 2006 StipiUation, as modified by the 
Commission, violated no regulatory prindple and that the terms of the January 2007 
Stipulation demonstrate that the signatory parties are willing to implement the AprU 2006 
Stipulation, as modified by the Commission (Co. Ex. 2c at 5). VEEKD and OPAE also note 
that Staff's witness Puican testified that the January 2007 Stipulation does not violate any 
important regulatory prindples or practices (Staff Ex. 3 at 3). 

OCC argues on brief that the January 2007 Stipulation violates important regulatory 
prindples and practices under Section 4909.15, Revised Code, and Section 4929.02, Revised 
Code. SpedficaUy, OCC argues that the SRR mecharusm violates traditional rate-makmg 
concepts, such as the test period. Further, OCC contends that VEDO is not complying with 
the polides enumerated in Section 4929.02, Revised Code, induding providing adequate, 
reliable and reasonably priced natural gas service, encouraging demand side natural gas 
services and facUitating the states' competitiveness in the global economy. Further, OCC 
daims that the January 2007 Stipulation unreasonably allows VEEKD considerable 
regulatory freedom that is not commensurate with VEIDO's commitments to Section 
4929.02, Revised Code. 

OCC also claims in its brief that VEDO has faUed to sustain its burden of proving 
tiiat ft has compUed with Section 4929.02, Revised Code. OCC concedes tiiat VEDO has 
filed testimony in this proceeding that addressed these statutory requirements, but OCC 
claims that VEEK) cannot rely on that testimony in support of the January 2007 Stipulation 
because the testimony was originally fUed in support of the Conservation Application or the 
April 2006 Stipulation. 

The Coalition argues that the January Stipulation would aUow VEDO to coUect 
revenue for sales it never made. Further, the CoaUtion contends that the Stipulation woiUd 
permit VEDO to impose costs upon aU its customers without an adequate showing of a 
benefit for aU its customers. The CoaUtion condudes that the Stipulation places important 
regulatory principles at risk. 

OPAE responds to OCCs arguments by noting that VEEKD was operating under 
rates set in a fuUy Utigated case approved barely a year prior to the filing. OPAE contends 
that VEDO has never requested to recover revenue in excess of that approved in the last rate 
case. Thus, OPAE condudes that the January 2007 Stipulation is based upon a record that 
meets the requirements of Section 4929.02, Revised Code. 

The Commission finds that the differences between the proposed April 2006 
Stipulation, which OCC supported, and the January 2007 Stipulation, which OCC opposes. 
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relate solely to the differences between the demand side management program and the 
conservation program proposed by each Stipulation. OCC did not present any evidence at 
the March 28,2007, evidentiary hearing regarding differences in the SRR as proposed by the 
AprU 2006 Stipulation and tiie SRR as proposed by the January 2007 Stipulation. OCCs 
witnesses at the evidentiary hearing did not present any testimony addressing whether the 
January 2007 Stipulation violates any important regulatory prindples or practices (Tr. IV at 
129; Tr. IV at 160). Thus, the Commission finds that tiie SRR in the January 2007 Stipulation 
is identical to the SRR in the April 2006 Stipulation, which OCC represented to the 
Commission, in its brief filed on May 8, 2006, did not violate any important regulatory 
prindples and practices. In fact, every party to this proceeding has, at one point or another 
in this proceeding, supported the implementation of the proposed SRR and represented to 
the Commission that the proposed SRR violates no important regtUatory principles or 
practices. 

With respect to the spedfic issues raised by OCC, the Commission finds that OCCs 
reUance on traditional rate-making concepts is misplaced. In this proceeding, we have 
determined that VEDO's application should be considered as an alternative rate plan. 
Section 4929.01(A) defines an alternative rate plan as "a method, alternate to the method of 
Section 4909.15 of the Revised Code, for estabUshing rates and charges..." Therefore, we 
find that the General Assembly intended to authorize alternative rate plans which do not 
rely on traditional rate-making concepts. 

With respect to OCCs arguments regarding VEIDO's compUance with Section 
4929.02, Revised Code, Section 4929.05, Revised Code, states that, after the Conunission has 
determined just and reasonable rates and charges for a natural gas company, it shaU 
authorize an appUcant to implement an alternate rate plan if a natural gas company has 
made a showing and the Commission finds that: 

(1) The natural gas company is in compliance with section 4905.35 of the 
Revised Code and is in substantial compUance with the poUcy of this 
state spedfied in section 4929.02 of the Revised Code. 

(2) The natural gas company is expected to continue to be in substantial 
compUance with the poUcy of this state specified in section 4929.02 of 
the Revised Code after implementation of the alternative rate plan. 

The Commission finds that OCC has not offered any support for its daim that the 
Commission carmot rely upon the testimony filed in the record of this proceeding. This 
testimony was properly prefiled before the evidentiary hearing, was admitted into the 
record of this proceeding v*athout objection, and was subject to cross-examination, which 
was waived by all of the parties (Tr. n at 7). The Commission finds that this testimony is 
relevant to whether VEDO currentiy is Ui compUance with Section 4905.35, Revised Code, 
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and is in substantial compliance the policy of this state spedfied in Section 4929.02, Revised 
Code, irrespective of whether the testimony was originally offered m support of the 
Conservation AppUcation, the April 2006 Stipulation or the January 2007 Stipulation. 
Further, OCC does not dte to any other evidence in the record which disputes the evidence 
submitted by VEEKD. Therefore, the Commission finds, based upon the full record of this 
proceeding, that VEDO is currently in compliance with the undue advantage requirements 
found in Section 4905.35, Revised Code and that it is currently in substantial compUance 
v^th the state poUcy spedfied in Section 4929.02, Revised Code. 

Further, the Conunission finds that the January 2007 Stipulation is consistent with 
the state poUcy objectives set forth in Section 4929.02, Revised Code. The January 2007 
Stipulation will promote adequate, reliable and reasonably priced natural gas service by 
aUowing VEDO the opportunity to coUect, through the SRR, the revenue requirements for a 
fair and reasonable rate of return, as established by the Commission in VEDO's last rate 
case but no more than those revenue requirements. The January 2007 Stipulation wUl 
encourage energy effidency by providing for a $2 mUUon company-funded conservation 
program, targeted to consumers most at risk to volatUe natural gas prices, v^tithout relying 
on refunds due GCR customers. Finally, the Commission finds that the January 2007 
Stipulation fadUtates the state's competitiveness in the global economy by encouraging 
energy effidency through decoupling the link between consumption by consumers and the 
company's abiUty to meet revenue requirements and through encouraging conservation 
through the funding of the conservation program. Therefore, we find that VEEKD is 
expected to remain in substantial compliance with the policy of this state spedfied in 
Section 4929.02, Revised Code, after implementation of the January 2007 Stipulation and 
that VEDO the has met its burden of proof under Section 4929.05, Revised Code, for an 
appUcation for an alternative rate plan. 

Moreover, our finding in this Supplemental Opinion and Order is consistent with 
our holding ui our Opinion and Order in this proceeding, where we held that: 

The Comnussion finds that VEDO has presented hi the record of 
this proceeding that it is currentiy in compliance with the undue 
advantage requirements found in Section 4905.35, Revised Code, 
that it is currently in substantial compUance with the state policy 
spedfied in Section 4929,02, Revised Code, and wUl maintain 
substantial compliance with Section 4929,02, Revised Code 

Opiruon and Order at 10. 

Therefore, the Conmiission condudes that the January 2IX)7 Stipulation does not 
violate any important regulatory prindples or practices and that the January 2007 
Stipulation meets the third prong of the three-prong test for the consideration of stipulation. 
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Finally, OCC argues that the Commission's previous fUidings that the AprU 2006 
Stipulatiorv as modified by the Commission, are not dispositive of the reasonableness of the 
January 2007 Stipulation. This argument is moot. The Commission has considered the 
January 2007 Stipulation based upon the full record of this proceeding, induding the 
evidence presented at the March 28, 2007, evidentiary hearing and the briefs submitted by 
the parties regarding the January 2007 Stipulation. Based upon our consideration of the full 
record of this proceedhig, we have determined that the January 2007 Stipulation should be 
adopted by the Commission. 

Accordingly, havUig determined that the January 2007 Stipulation meets each prong 
of the three-prong test, the Commission finds that the January 2007 Stipulation should be 
adopted by the Commission. 

VI. OTHER ISSUES 

OCC argues that the Comnussion cannot use accounting authority to circumvent the 
ratemaking provisions of Sections 4909.15 and 4909.18, Revised Code. OCC notes that the 
Commission has permitted VEDO to continue certain accounting, previously approved by 
the Commission when it adopted the April 2(X)6 Stipulation, whUe this case is pending. 
OCC daims that, in authorizing this accounting, the Commission has fadUtated an 
unauthorized rate increase. 

VEDO responds that, pursuant to Section 4905.13, Revised Code, the Conunission 
may authorize accounting treatment for the deferral of costs assodated with the SRR. Staff 
notes that the Commission may use the systems of accounts for public utUities under 
Section 4905.13, Revised Code, to modify VEDO's accounting procedures, so it can track the 
revenue differential between actual revenues recdved and weather normalized revenues 
authorized in VEDO's last rate case. Staff argues that OCC cannot cite to any authority that 
prevents the Commission from using its authority under Section 4905.13, Revised Code, to 
modify a utility's accounting procedures. 

The Commission fuUy addressed this issue in our Entry on Rehearing dated 
February 28,2007, Ui this proceeding, where we held that: 

As we noted in our January 10 Entry, OCC stated, in its 
memorandum contra VEIDO's appUcation for an interlocutory 
appeal, that the accounting implemented by VEDO "is in reality a 
mere tracking mechanism" and that the true deferral accounting 
that wiU occur is not set to go forward until implementation of 
the sales recondliation rider in the fourth quarter of 2007. OCC 
conduded that there is "no finandal consequence to the current 
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tracking." The Conrunission having authorized VEEK) to 
continue the accounting treatment, OCC now claims our January 
10 Entry was more than a mere accoimting approval, arguing that 
the effect of approving the accounting is that rates wiU be 
increased significantly on the basis of the deferrals being 
permitted. 

The Commission has recognized a distinction between 
accounting practices under Section 4905.13, Revised Code, and 
the rate-making provisions of Chapter 4909, Revised Code. See, 
In the Matter of the AppUcation of Columbia Gas of Ohio, Inc., for 
Authority to Modify its Current Accounting Procedures for its Costs in 
Implementing the Commission's Moratorium on the Disconnection of 
Utility Service, Case No. 01-3278-GA-AAM, Entry Qanuary 3, 
2002) at 2. See also Consumers' Counsel v. Pub. Util Comm. (1983), 
6 Ohio St. 3d 377, 388. In this case the Commission merely 
granted VEEKD authority to continue the accoimting treatment 
during the pendency of this proceeding. 

Entiy on RehearUig (February 28,2007) at 8. 

OCC has raised no new arguments and presented no new evidence regarding this 
issue. However, the Commission notes that, by adopting the January 2007 Stipulation, we 
are expressly permitting VEDO to continue the accounting necessary to implement the SRR. 

OCC also contends that the decoupling mechanism should not be adopted on a 
stand-alone basis because it is not in the pubUc interest and contravenes Sections 4909.15 
and 4909.18, Revised Code. OCC notes the testimony of its witness Kushler, who testified 
that the decoupling mechanism should not be implemented without significant DSM 
investments (OCC Ex. F at 12). OCC notes, on the other hand, that Staff's witness Puican 
testified that Staff is now not opposed to a decoupling mechanism on a stand-along basis, 
with no linkage to DSM funding (Tr. IV at 189). OCC contends that approval of the 
decoupling mechanism on a stand-alone basis is not in the pubUc interest. 

VEDO repUes that the Conrunission has the authority to approve the SRR as a stand
alone rate design mecharusm even though a stand-alone SRR is not a feature of the January 
2007 Stipulation. Staff replies that the January 2007 Stipulation contains both a decoupling 
mechanism and a conservation program, so the Commission is not being asked to adopt the 
decoupling mechanism on a stand-alone basis, as OCC suggests. 

The Commission finds that the January 2007 Stipulation, which we adopt in this 
Supplemental Opiruon and Order, does not provide for a decoupUng mechanism on a 
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stand-alone basis because the January 2007 Stipulation contains both the SRR and the 
conservation program. Therefore, the Commission finds that OCCs argument on this issue 
is moot. 

OCC also argues that the Commission has no jurisdiction to allow VEDO to 
implement an alternative rate plan under Section 4929.01(A), Revised Code, whUe it 
remains subject to rate of return regulation. We disagree. OCC dtes to no language in 
Section 4929.01(A), Revised Code, in support of its argument; nonetheless, we note that 
Section 4929.01(A), Revised Code, broadly defines alternative rate plans: 

(A) "Alternative rate plan" means a method, alternate to the 
method of section 4909.15 of the Revised Code, for establishing 
rates and charges, under which rates and charges may be 
estabUshed for a commodity sales service or andUary service 
that is not exempt pursuant to section 4929.04 of the Revised 
Code or for a distribution service. Alternative rate plans may 
indude, but are not limited to, methods that provide adequate 
and reliable natural gas services and goods in this state; 
minimize the costs and time expended in the regulatory process; 
tend to assess the costs of any natural gas service or goods to the 
entity, service, or goods that cause such costs to be incurred; 
afford rate stability; promote and reward effidency, quaUty of 
service, or cost containment by a natural gas company; or 
provide suffident flexibUity and incentives to the natural gas 
industry to achieve high quality, technologically advanced, and 
readily avaUable natural gas services and goods at just and 
reasonable rates and charges. Alternative rate plans also may 
indude, but are not limited to, automatic adjustments based on a 
specified index or changes in a spedfied cost or costs. 

The Commission finds that this definition vests the Commission with broad discretion in 
authorizing alternative rate plans, including a mechanism such as the SRR proposed in this 
case. 

VI. TARIFFS 

As part of its investigation in this proceeding, the staff reviewed the proposed tariff 
provisions for the SRR. The Commission has reviewed the proposed tariffs and finds that 
the proposed tariffs are reasonable; therefore, they will be approved by the Commission. 

Although the Commission vnU not set the effective date for this tariff as October 1, 
2006, as recommended by the January 2007 Stipulation, the Commission wiU note that 
VEEK) has authority, pursuant to the alternative rate plan approved in this Supplemental 
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Opinion and Order, to recover all deferrals made pursuant to the accounting treatment 
approved by the Commission by Entry dated January 10, 2007. However, VEDO shaU file 
the initial rate for the rider as part of an appUcation to increase rates under Section 4909.18, 
Revised Code. Thereafter, the Commission wiU allow VEDO to automaticaUy adjust the 
rider subject to our review and approval. 

FUSfDINGS OF FACT AND CONCLUSIONS OF LAW: 

(1) On November 28, 2005, VEDO filed its appUcation seeking autiiority 
to: recover certain expenses assodated with proposed conservation 
programs; estabUsh a mecharusm to recondle, in part, base rate 
revenue actuaUy coUected by VEDO with the base rate revenue 
authorized by the Commission in the company's last rate proceeding. 
Case No. 04-571-GA-AIR; employ such accounting as may be required 
to defer certain conservation program expenses for amortization in a 
subsequent rate proceedhig; and employ such accounting as may be 
necessary to implement the conservation program expense recovery 
mechanism and the base rate revenue reconcUiation mechanism. 

(2) By attorney examiner entry dated February 7,2006, it was directed that 
the Conservation AppUcation be considered a request for an alternate 
rate plan as described in Section 4929.01(A), Revised Code, and thus 
controlled by Section 4929.05, Revised Code. 

(3) The Commission granted Uitervention to OCC, OPAE and Citizen's 
CoaUtion. 

(4) The Commission granted motion to admit David C. Rinebolt to 
practice pro hac vice on behalf of OPAE. 

(5) A local pubUc hearing was held on AprU 3,2006. 

(6) Notice of the local pubUc hearing was made by VEEKD. 

(7) On AprU 10, 2006, tiie AprU 2006 Stipulation was filed on behalf of 
VEDO, OCC and OPAE. 

(8) An evidentiary hearing was held on April 24,2006. 

(9) On September 13, 2006, the Commission issued its Opinion and Order 
in this proceeding, adopting the April 2006 Stipulation as modified by 
the Commission. OCC filed an application for rehearing of the 
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Opuiion and Order on October 13, 2006. On November 8, 2006, the 
Commission derued the appUcation for rehearing filed by OCC. 

(10) On December 8, 2006, OCC filed a Notice of Termmation and 
Withdrawal from the AprU 2006 Stipulation. 

(11) On December 21, 2006, a second Stipulation and Recommendation 
(December 2006 Stipulation) was filed by VEDO, OPAE and Staff. On 
January 12, 2007, tiie signatory parties filed an amended Stipulation 
and Recommendation January 2007 Stipulation). 

(12) An evidentiary hearing was held regarding the January 2007 
Stipulation on March 28,2007. 

(13) Post hearmg briefs were filed by aU parties on February 23, 2007, and 
reply briefs were filed by all parties on May 3,2007. 

(14) The record of this proceeding shows that VEEK) is currently in 
compliance with the undue advantage requirements found in Section 
4905.35, Revised Code, that it is currently in substantial compUance 
with the state poUcy spedfied in Section 4929.02, Revised Code, and 
wiU maUitain substantial compliance with Section 4929.02, Revised 
Code, in the event the Commission approves the stipulation submitted 
in this proceeding. 

(15) VEDO has met its burden of proof under Section 4929.05, Revised 
Code, for an appUcation for an alternative rate plan. 

(16) The January 2007 Stipulation was the product of bargaining among 
knowledgeable parties. 

(17) The January 2007 Stipulation, as a package, benefits ratepayers and the 
pubUc interest. 

(18) The January 2007 Stipulation does not violate any important 
regulatory prindple or practice. 

(19) The January 2007 Stipulation is reasonable and should be adopted. 

ORDER: 

It is, therefore. 
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ORDERED, That the stipulation filed January 12,2007, be approved. It is, further, 

ORDERED, That AppUcant is authorized to file in final form four complete, printed 
copies of tariffs consistent with this Supplemental Opinion and Order, and to cancel and 
withdraw its superseded tariffs. One copy shall be filed with this case docket, one copy 
shall be filed v^th the AppUcant's TRF docket (or may make such fUing electronicaUy as 
directed in Case No. 06-900-AU-WVR) and the remaming two copies shaU be designated for 
distribution to the Rates and Tariff Division of the Commission's Utilities Department. The 
Applicant shall also update its tariffs previously filed electronically vdth the Commission's 
docketing division. It is, further, 

ORDERED, That the effective date of the new tariffs sliall be a date not earUer than 
the date of this dedsion, and the date upon which four complete, printed copies of final 
tariffs are filed vdth the Commission. The new tariffs shall be effective for services 
rendered on or after such effective date. It is, further, 

ORDERED, That nothing in this Supplemental Opinion and Order shall be 
binding upon this Commission in any future proceeding or investigation involving the 
justness or reasonableness of any rate, charge, rule or regulation. It is, further. 
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ORDERED, That a copy of this Supplemental Opinion and Order be served on all 
parties of record. 

THE PUBLICmiLITIES COMMISSION OF OHIO 

^hj^ 
Alan R. Schriber, Chairman 

Paul A. Centolella 

t^\TO/^.jmjQ^ 
Valerie A. Lemmie 

f )mJ^J?i^^ '^^ 

GAP:ct 

Entereil in the Journal 

Renee J. Jenkins 
Secretary 
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In the Matter of the Application of Vectren 
Energy DeUvery of Ohio, Inc. for Approval, 
Pursuant to Revised Code Section 4929.11, 
of a Tariff to Recover Conservation 
Expenses and Decoupling Revenues 
Pursuant to Automatic Adjustment 
Mechanisms and for Such Accounting 
Authority as May Be Required to Defer 
Such Expenses and Revenues for Future 
Recovery Through Such Adjustment 
Mechanisms. 

Case No. 05-1444-GA-UNC 

CONCURRING OPINION OF COMMISSIONER PAUL A. CENTOLELLA AND 
VALERIE A. LEMMIE 

This concurrUig opiruon addresses my views on the requirement in the 
Supplemental Opinion and Order that the Conservation CoUaborative address additional 
opportunities to achieve energy effidency improvements and consider programs which 
are not limited to low and moderate income residential consumers. 

The current record in this proceeding differs significantiy from what was avaUable 
to the Commission at the time of its September 13,2006 Opinion and Order. Assessments 
introduced in OCCs testimony indicate that existing markets have not produced an 
effident level of consumer investment in gas energy effidency improvements and that the 
faUure to implement these improvements has significant costs. 

In its September Opiruon and Order, the Commission recognized that conservation 
and effidency should be an integral part of natural gas policy, found the efforts to develop 
demand-side management (DSM) "laudable" and was unable to adopt the demand-side 
management programs deUneated ui the proposal before it at that time. The 
Commission's concerns regarding these spedfic demand-side program designs, however, 
do not represent a condusion that only demand-side programs targeting low income 
consumers can be justified. 

Parties to the Conservation Collaborative should develop demand-side program 
designs that are cost-effective, produce demonstrable benefits, and produce a reasonable 
balance between reducing total costs and minimizing impacts on non-partidpants, 
consistent with Ohio's economic and energy policy objectives. Future programs may 

Tht« i0 to cert ify that the ImageB ^^^"^^^"^.f" 
accurate and coppXete wroduct iOT of a caw f î ^̂ ^ 
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address DSM opportunities vdthout being limited to low and moderate income residential 
consumers. 

A. Potential for Energy Effidency Improvements 

Citing the detaUed technical and economic analysis of effidency opporturuties 
contained in the Vectren DSM Action Plan: Final Report,! QCC vdtness Kushler testified 
that, "because VEDO does not have a history of operating sigruficant energy effidency 
programs, there should be a great amount of technical potential for improving the energy 
efficiency of homes and businesses in the VEEKD service territory." (Direct Testimony of 
Martin G. Kushler at 8.)2 

A careful review of the Vectren report supports IDr. Kushler's condusion that the 
unrealized potential to improve the efficiency of gas usage is large. 

• Vectren's analysis indudes a detaUed market assessment calculating the current 
average gas consumption per consumer in different market segments by end use 
(space heating, water heating, cooking, etc.). This assessment of end use gas 
consumption provides a baseUne reflecting current practices. 

• Second, the study analyzes conservation potential, the amount by which 
consumption could be reduced through avaUable effidency measures. The 
conservation potential analysis combines modeling the net impacts of a set of 
available effidency improvements and an analysis of the levelized cost of 
individual effidency measures.^ The modeling shows that if aU consumers 
implemented avaUable effidency improvements, gas use could faU by up to 
47%. And, the assessment of Uidividual measures Uidicates that most of these 
savings can be achieved at a levelized cost that is well below the deUvered price 
of gas. 

• Finally, Vectren's Action Plan describes a DSM program planning process and 
spedfic DSM programs proposed for Vectren's Indiana distribution company. 
The programs proposed to ramp up Vectren's Indiana DSM initiative are 

The Action Plan was prepared for Vectren by Forefiont Economics, Inc., and H. Gil Peach and Associates 
in consultation with an Advisory Board consisting of utility, residential and industrial consumer 
representatives; Dr. Peach of H. Gil Peach and Associates testified in this proceeding on behalf of OPAE. 
Althougji the Action Plan was prepared for VEDO's Indiana affiliate, VEDO witness Karl testified that 
given the close geographic proximity and demographic simUarities of the two service territories, ''the 
restdts fiom the Vectren Indiana assessment are appUcable to VEDO's service territory." (EKrect 
Testimony of Douglas A. Karl on Behalf of Vectren Energy DeUvery of Ohio, Inc. sponsoring AppUcant's 
ExhibitNo.DAK-lat6). 
The modeling approach used captures the interactions between measures. 
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expected to reduce gas consumption by 1.4% by the fifth year of program 
implementation. The assessment condudes: 

"At less than half the cost per therm of deUvered gas supply, the 
demand side resource is shown to be highly cost effective. Net 
energy costs in the Vectren North service area are expected to be $37 
mUUon lower if the DSM programs are implemented. Most of these 
benefits accrue to residential and smaU commerdal customers." 

Apparently assuming no impact on gas commodity prices, the rate impact from the 
cost of the proposed programs ranges from less than one miU per therm (4 
programs) to 2 mills per therm for the Small Buildings program, which provides 
over 80% of the total resource cost savUigs. 

Vectren's analysis finds that there is a large unrealized potential for gas effidency 
improvements in a market that closely resembles VEIDO's service territory. 

This observed unrealized potential to make additional effidency improvements is 
inconsistent with the appUcation of a rigid assumption of consumer rationality to the 
energy effidency implications of consumer purchasing dedsions.^ Gas prices are a 
primary driver of recent consumer investment in gas energy effidency. 5/ 6 However, that 

Although it is useful to assume in various tj^es of economic modeling and analyses that consumers are 
weU informed and act as if making precise economic calculations of costs and expected returns, this is an 
assumption. Such consumer rationality originally was assumed to facilitate the application of 
mathematics to economic problems, and not on the basis of studies of actual consumer behavior. Over 
the last several decades, economists and social sdentists have increasingly studied actual consumer 
decisions to better understand the limitations of neodassical theory and develop alternative models that 
provide better match to reaUty. Recognition of this work was punctuated by the award of the 2002 
Nobel Prize in Economics to Daniel Kahnemen and Vemon Smith for their work in Behavioral and 
Experimental Economics. For a review of contemporary research in behavioral economics, see: Camerer, 
C.F., Lowenstein, G., and Rabin, M., eds. 2004. Advances in Behavioral Economics. Princeton, N.J.: 
Princeton University Press. For a history of the assumption of consumer rationzdity and a less technical 
summary of contemporary economic perspectives, see: Beinhocker, E. 2006. The Origin of Wealth: 
Evolution, Complexity, and the Radical Remaking of Economics. Boston, MA: Harvard Business School Press. 
Building and appliance effidency standards also play a significant role. AdditionaUy, federal tax 
incentives are currently available for some efficiency improvements. Significant utiUty or state efficiency 
programs are in place in some jurisdictior\s. See: Exhibit MGK-4, attached to the testimony of OCC 
witness Kushler. 

The record in this case does not include any analysis of the long-run price elastidty of natural gas 
consumption as it relates to the adoption of effidency measures at a household or business level. Price 
elasticity of demand is an economic measure of how consumption responds to changes in price. It may 
be inappropriate to assume a high degree of elasticity given that at least some studies suggest residential 
gas consumption may be relatively inelastic. See: Bohi, D. R., & Zimmerman, M. B. (1984). An Update on 
Econometric Studies of Energy Demand Behavior. Annual Review of Energy. 9,105-154. Bernstein, M., & 
Griffin, J. (2005). Regional Differences in the Price-Elasticity of Demand Jbr Energy. RAND Infrastructure, 
Safety, and Environment. (Technical) Report No. TR-292-NREL. 
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does not mean that consumers are adopting most avaUable and cost-effective energy 
effidency measures. 

Consumer dedsions which impact energy effidency often occur in a context where 
energy effidency is not the central consideration. Consumers are seeking the abUity to live 
Ui a warm house, cook their food, dry their dothes, or take a hot shower. They use natural 
gas orUy as a means to obtain these services. Many of the consumer dedsions which 
impact on gas energy effidency are made in the course of buying a home, selecting an 
apartment, buying an appliance, or quickly replacing a faUed furnace or water heater 
when energy effidency may not be the primary consideration. 

Based on the then available record, the Commission's September Opiruon and 
Order found that the net economic benefit of demand-side programs may best be ensured 
by directing programs to low income consumers. The additional data presented in this 
case suggest that there is a large potential for cost-effective energy effidency 
improvements that is not Umited to low and moderate income residential consumers. 

There are market faUures that can affect a broad range of consumer purchasing 
dedsions and that may help explain the large unrealized potential for effidency 
improvements, induding: 

• Information Asymmetries: Energy use is one attribute of a large number of 
products and services. Information on energy is often not readUy 
available or evident to consumers when making purchasing dedsions 
that implidtly involve the choice to make or not to make an energy-
effidency investment.'^ As a result, consumers in some circumstances 
may be poorly informed regarding cost, technology, and their energy-
effidency choices. The asymmetric distribution of information also may 
create barriers to communicating the benefits of energy-effidency 
investments within firms.^ These asynunetries make it more difficult to 
change historical purchasing practices. 

• Bound Rationality: Evaluating energy-effidency investments can require 
solving complicated optimization questions. Consumers may lack the 
expertise necessary to reasonably gather, process, and apply some of the 

A. Sanstad and R. Hawarth, '"Normal' Markets, Market Imperfections and Energy Efficiency," Energy 
Policy, Vol. 22, No. 10 (1994) pp. 812-818; W. Kempton and L. Layne, "Cortsumer's Energy Analysis 
Environment," Energy Policy, Vol. 22, No. 1 (1994) p. 857; P. Komor, et al. Energy Use, Information, and 
Behavior in Small Commercial Buildings, PU/CEES-240 (Princeton, NY: Princeton University, July 1989). 
S. DeCanio, "Barriers within Firms to Energy-Efficient Investment/' Energy PoUcy, Vol. 21, No. 9 (1993) p. 
906. 
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information needed to make energy-effident choices.^ Thus, although 
consumers may intend to be rational, limited attention, resources, and 
abiUty to process information may effectively Umit their choices.lO 
V\nien faced with unfamiliar options, empirical studies indicate that 
consumers tend to repeat prior purchasing patterns and avoid cost 
minimizing choices that have a higher first cost-H Such behavior can 
impede the adoption of energy-effident technologies. 

Additional barriers to the adoption of effidency measures may indude the spUt 
incentives that can occur when a developer or landlord makes investment dedsions which 
impact the utility bills of the ultimate homeowner or tenant. 1̂  

B. The IDistribution of Costs and Benefits 

The parties have discussed the distribution of benefits and costs between program 
partidpants and non-participant ratepayers. However, a lack of adequate discussion of 
program design alternatives and the parties' focus on spending levels has made it difficult 
for the Commission to identify a balanced approach to pursuing cost-effective effidency 
improvements, without unduly impacting non-partidpant ratepayers. 

There are three considerations which help frame when it is appropriate to go 
forward with programs that may increase costs to non-partidpants. First, to the extent a 
DSM program fadUtates an effidency investment that would not otherwise have occurred 
and that investment reduces the total costs of achieving the same or an improved level of 
energy services, the net cost reduction is a benefit, even if the benefit flows only to the 
program partidpant. Program designers and ultimately the Commission may have to 
consider whether a given program is inequitable, but we should not confuse equity 
considerations with whether there is a net economic effidency benefit. Second, a "no 

^ A. Sanstad and R. Hawarth, '"Normal' Markets, Market Imperfections and Energy Efficiency," Energy 
Policy, Vol. 22, No. 10 (1994); W. Kempton and L. Montgomery, "Folk Quantification of Energy," Energy, 
Vol. 7, No. 10 (1982) p. 817. 

10 H. Simon, Models of Man (New York, NY: Wiley and Sons, 1957); A. Tversky and D. Kahneman, "The 
Framing of Decisions and the Psychology of Ctioice," Science, Vol. 211 (1981) p. 452; A. Tversky and D. 
Kahneman, "Rational Choice and the Framing of Decisions," Journal of Business, Vol. 59, No. 4-2 (1986) p, 
S251. 

11 H. Huntington, "Been Top Down So Long, It Looks Like Bottoms Up to Me," Energy Policy (October 
1994) p 833; R. Thaler, The Winner's Curse: Paradoxes and Anomalies of Economic Life (New York, NY: The 
Free Press, 1992); R. Thaler, "Toward a Positive Theory of Consumer Choice," Journal of Economic 
Behavior in Organization (March 1990) p. 39. 

1^ W. Golove and J. Eto, Market Barriers to Energy Efficiency: A Critical Reappraisal of the Rationale for Public 
Policies to Promote Energy Efficiency, Lawrence Berkeley Laboratory Report No. LBL-38059 (Berkeley, CA: 
Lawrence Berkeley Laboratory, March 1996). 
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losers" test which ensures that no consumer faces additional costs as a result of a IDSM 
program is inappropriate. WhUe such Pareto optimaUty might be desirable goal in some 
contexts, it cannot define the Umits of reasonable energy effidency program design. 
Businesses and poUcy makers are continuously faced with choices that may impose 
additional costs on some individuals in order to achieve larger economic benefits for the 
enterprise or community as a whole. A standard which prohibits IDSM programs, if some 
rate payers would incur additional costs, ensures that many consumers will be made 
worse off. Third, non-partidpant impacts shoiUd receive reasonable consideration. An 
appropriate approach is to, first, minimize urmecessary ratepayer impacts and then find a 
reasonable balance between effidency benefits as reflected in reductions in net total 
resource or sodetal costs and equity considerations as reflected in any negative ratepayer 
impacts. Avoiding undue impacts on non-partidpants and striking an appropriate 
balance between effidency and equity considerations is part of the art of DSM program 
design. 

In this case, the OCC and OPAE witnesses have presented testimony indicating that 
effidency programs provide at least three benefits, in addition to directly avoided gas, 
capadty, and distribution costs, which wiU benefit sodety generaUy or non-partidpating 
consumers. 

First, CDCC and OPAE witnesses have recognized that improving end use effidency 
wUl tend to reduce fossU fuel consumption and thereby reduce the emission of greenhouse 
gases. This is sigruficant because energy effidency can cost-effectively avoid greenhouse 
gas emissions without imposing additional emission reduction costs. Moreover, the 
homes buUt and some of the equipment purchased today could remain in service for 
decades. There can be significant lost opportunity costs, if effidency is not fully 
considered at the time of construction or initial purchase. Given the potential for 
significant limitations on greenhouse gas emissions, avoiding long-term lost opportimities 
deserves careful consideration in energy effidency program design. 

Second, greater reliance on energy effidency investments could resiUt in the 
addition of Ohio jobs. OCC witness Kushler testified that because Ohio is dependent on 
imported natiural for 87% of its gas suppUes, there is a dollar drain on the state's economy. 
Based on a study of the impacts of regional energy effidency programs,!^ IDr. Kushler 
estimates that a moderately aggressive five-year regional program would produce a net 
gain of approximately 5,300 jobs and $100 milUon in additional net annual employee 
compensation in Ohio by 2010. (Direct Testimony of Martin G. Kushler at 5-7 and Exhibit 
MGK-2.) These estimates of job and payroll increases are based on an input/output model 

1^ Kushler, M., D. York, and P. Witte. 2005. Examining the Potentialpr Energy Efficiency to Help Address the 
Natural Gas Crisis in the Midwest. Washington, D.C.: American Council for an Energy Efficient Economy. 
Exhibit MGK-2 attached to the Direct Testimony of Martin G. Kushler. 
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and thus reflect both direct employment impacts related to the instaUation of effidency 
measures and price induced changes in employment. It is not possible to distinguish 
between direct and price induced employment impacts based on the filing in this case. 
However, given that marginal gas suppUes tend to be from other states and countries, it is 
reasonable to condude that significant gas effidency programs are likely to produce a net 
gain in Ohio jobs and pajnroUs, independently of whether such programs are adopted in 
other states or produce a net reduction in energy prices. 

Third, OCC witnesses Kushler and Chemick testified that significant effidency 
programs will result in a reduction in natural gas prices that wUl be enjoyed by all 
consumers. Mr. Chemick makes the fundamental point: spikes in gas prices when the 
weather is cold reflect the fact that the supply curve for natural gas can be relatively steep. 
A material change in the gas usage could result in a significant change in the market price 
of gas. And, if the change ui demand is smeUl, the change in price may not be striking, but 
it should occur. (Direct Testimony of Paul L. Chemick at 17.) This observation is 
directionaUy correct.^^ The record indudes results from two studies suggesting the 
potential magnitude of such price impacts. First, the 2(K)5 Midwest study, attached to 
Dr. Kushler's Direct Testimony as Exhibit MGK-2, foimd that a moderately aggressive 
five-year regional energy effidency initiativel^ would result in total utiUty bUl savings to 
Ohio customers of nearly $800 mUlion per year by 2010, with cumulative savings over five 
years of nearly $3 bUlion. (Direct Testimony of Martin G. Kushler at 5-7 and Exhibit MGK-
2.) The price impact of a more modest program of gas effidency improvements was 
analyzed in a recent New York State Energy Research and Development Authority 
Admmistration (NYSERDA) study. The NYSERDA study found that a gas DSM program 
capturing just 5% of economic conservation potential and reducing gas consumption by 
1.5% by 2016 could reduce total retaU gas prices by 0.3%, savUig New York consumers 
over $500 mUUon. (Direct testimony of Paul L. Chemick at 18.) These studies support the 
conclusion that improvements in gas effidency wUl tend to reduce the price of gas 
supplies, at least partiaUy offsetting the impact of program costs on non-partidpants. 

It has been argued that the Commission should not consider the Midwest regional 
study because it is uncertain whether other states wiU irutiate the effidency programs 
assiuned in that study. If every state takes this approach, it will become a self-fulfiUing 
prophecy that effidency programs wiU not be undertaken. Fortunately, compaiues such as 
Vectren are mitiatkig effidency programs m other states, there are already significant gas 

1̂  To the extent there is an impact on wholesale gas prices, there could be additional impacts on the price of 
electricity during those periods when gas fired units are on the margin and setting the market price for 
electricity. 

15 The study is based on programs reducing gas and electric loads by approximately 6% over 8 Midwestern 
states. 
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effidency programs in at least 2 of the 8 states covered by the study,^^ and the Midwest 
Energy Effidency Alliance, which indudes approximately 60 utiUties, government 
agendes, corporations, and non-profit organizations has been working to foster effidency 
programs across the region based, in part, on the results of the study presented in this 
case. To the extent that genuine regional economic benefits can be achieved, Ohio utiUties 
should not be among the last to come to the table. 

C. Program Design Considerations 

The balance between cost savings and any negative ratepayer impacts, to a large 
degree, is struck through the design of spedfic IDSM programs. Unfortunately, the parties 
in this case elected to focus on spending levels and presented littie testimony on program 
design alternatives. The objective of effidency programs is to achieve cost effective 
savings, not to increase IDSM spending. Without a more detaUed discussion program 
design alternatives, their costs, and likely impacts, the Commission is left with limited 
information on which to base a dedsion about the appropriate level of DSM expenditures. 

The lack of information on program design alternatives means that obvious 
questions regarding previously proposed programs remain unanswered. For example, 
there is, at least, a significant minority of consumers who have purchased effident gas 
furnaces. There are ways to structure a furnace program to avoid simply paying 
incentives to consumers who would have purchased high effidency furnaces without an 
incentive, i.e. "free riders/' These alternatives might indude a shared savings program in 
which the additional capital cost of a high effidency furnace is initially paid by the utUity 
and repaid by the partidpant through sharing the resulting biU savings. Alternatively, a 
targeted approach focusing on specific market segments where barriers such as spUt 
incentives prevent the widespread adoption of effident furnaces might achieve net savings 
and minimize incentive payments to free riders. However, approaches to limiting free 
ridership were not adequately addressed. Similarly, a program that features installation of 
programmable thermostats will need to address the choice between thermostats that may 
be programmable to reduce winter gas consumption and programmable controUable 
thermostats which may represent a cost-effective measure for reducing both gas use and 
peak period electric air conditioner demand. Further, there was not an adequate 
discussion as to how the impacts of informational programs would be meastured and 
evaluated. 

1^ The evidence in this case indicates that there are significant gas effidency programs in Minnesota and 
Wisconsin and some gas efficiency programs in Illinois and Iowa. (Direct Testimony of Martin G. 
Kushler at Exhibit MGK-4, p. 6-7.) 
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Parties proposing energy effidency programs should address program design 
alternatives, why spedfic proposed designs were selected, and how the proposed program 
addresses spedfic design considerations. The design of energy effidency programs should 
consider: 

• How to best achieve net total resource cost and sodetal benefits; 

• How to minimize unnecessary and undue ratepayer impacts; 
• How process and impact evaluations wiU be conducted to ensure the 

programs are implemented effidently and achieve demonstrable 
benefits; 

• How to capture what might otherwise become lost opportunities to 
achieve effidency improvements in new buildings and from tiie 
purchase of equipment that is Ukely to remain in service for an extended 
period of time; 

• How to minimize "free ridership" and the perceived inequity resulting 
from the payment of incentives to those who might adopt effidency 
measures without such incentives; and 

• How to integrate, where appropriate, gas IDSM programs with other 
irutiatives induding federal tax incentives and improvements in electric 
energy effidency. 

The Company, and other parties proposing effidency expenditures, should take 
these factors into consideration in developing a reasonable and balanced portfoUo of 
energy effidency programs. 
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