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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of Vectren

Energy Delivery of Ohio, Inc. for Authority :  Case No. 07-1080-GA-AIR.
To Amend Its Filed Tariffs to Increase the

Rates and Charges for Gas Serviceand

Related Matters.

In the Matter of the Applicationof Vectren ¢ - . L
Energy Delivery of Ohio, Inc. for Authority :  Case No. 10-535 GA-RDR
to Adjust its Distribution Replacement Rider : e

- Charges. s

COMMENTS.
AND

RECOMMENDATIONS
SUBMITTED ON BEHALF OF THE STAFF OF
THE PUBLIC UTILITIES COMMISSION OF OHIO

INTRODUCTION
In accordance with the Public Utilities Commission of Ohio’s (Commission)

Opinion and Order adopting the Stipulation and Recommendation filed in Case No. 07-
1080-GA-AIR (Rate Case), Vectren Encrgy Delivery of Ohio (VEDO or Company) filed
an application (Application) in the above captioned cases for authority to increase its
Distribution Replacement Rider {DRR), The purpose of the DRR increase 1s to allow
VEDQ to: recover a return of and on certain investments made in 2009 to replace aging
natural gas pipeline infrastructure; recover the costs of assuming ownership and repair of
previously custdmer—owned service lines; and, recover the costs of replacing prone-to-

fail risers. These comments present a summary of the Public Utilities Commission of



Otio Staff's (Staff) investigation of VEDOs Application and the Staffs findings and

recommendations.

| BACKGROUND

VEDO is an Ohio Corporation engaged in the business of provndmg natural gas.
distribution service to approximately 315,000 customers in west central Ohio, is apﬁblic
utlity under Sections 4905.02 and 4905.03 of the Ohio Revised Code," and, as such, is
subject to the Commission’s jurisdiction. The Commission’s Opmmn and Ocder in Case
No. 07-1080-GA-AIR approved the Stipulation and Recommendation (Stlpulatlon) ﬁled
by the parhes in that procceding that, among other thmgs authorlzed VEDO to esmbhsh
the DRR for a period of five years or until new rates are approved pursuant toa base or
alternative rate casc, whichever is less. The purpose of the DRR was to permit VEDQ to
seck recovery of: {1} the return of and return on? plant investment, including post-in- |
service carrying costs (PISCC) and certain incremental expenses incurred in
implementation of its accelerated bare steel and cast iron mains and service lines
replacement program; (2) deferred expenses associated with the Company’s riser
investigation pursuant to Case No. 05-463-GA-COT; (3) costs for replacement of prone-
to-fail risers; (4) incremental costs related to the Company’s assumption of ownership

and responsibility for repairing customer service lines; and (5) actual annual Operations

Application at 1.
2 - The pre-tax rate of retum is 11.67% as established in Case No. 07-1080-GA-AIR.
3 The initial DRR rate for recovery VEDOs actual deferred costs of its riser

investigation as of July 2008 was in effect from March 1, 2009 through February 28,
2010, The DRR was reset to zero effective March 1, 2010.

2



and Maintenance (O&M) expense savings as an offset to costs otherwise eligible for

recovery under the DRR.

The Stipulation further provided a process for establishing the annual DRR rate.
By May 1 of each year beginning in 2010, the Company must file an application detaiiing,
the investments and costs delineated above that were incurred during the previous
;alendar year and a summary of its construction plans for the next year. Under the |
process, VEDO bares the burden of proof regarding the justness and reasonableness of
the DRR rates proposed each year Fﬁrther, the process provides that the Staff will
perform an investigation of the annual applications and make recommendations on the
justness and reasonableness of the applications. Similarly, other parties may file
comments on the appli@ions and imrésolved issues will be set for hearing by the
Commission. The process provides that the parties will use their best efforts to permit
new DRR charges to take effect on a service rendered basis on September 1 of each year.
Additionally, the process establishes that the initial monthly DRR is capped at $1.00 for
Residential and Group 1 General Service customers and that the cap will increase in

$1.00 increments in each of the succeeding years. !

VEDO'S APPLICATION
VEDO filed its Application on April 30, 2010. The Apphcatmn is primarily

supported by the testimony and exhibits of James M. Francis, Director of Engineering

and Asset Management, Janice M. Barrett, Director of Regulatory and Plant Accounting,

Stipulation at 8-14,



and Scott E. Albertson, Director of Regulatory Affairs and by supplemental testimony -
from Ms. Barrett and Mr. Albertson filed on July 23, 2010. Mr, Francis’ testimony and
exhibits present the progress made in 2009 on the Bare Steel/Cast Iron (BS)'CD
Replacement Program, the Company’s BS/Cl 2010 Replacement Program, the 2009 Riser
Replacement Program progress and costs, maintmance costs associéted wrth the 2009
BS/CI Replacement Program, the 2009 incremental costs for maintenance ﬁnd repair of

service lines previously owned by customers, and 2009 capital costs for replabemgnt of

previously customer-owned service lines.

Ms. Barrett’s initial testimony and exhibits provide explanations of the varions
components of the Company’s proposed revenue requirements; schedules sﬁpporting the
proposed revenue requirement calculations for the for the 2009 Mains and Miqe Line
and Riser Replacement Programs as well as a summary revenue requirement calcﬁiatioh
supporting the DRR; explanations and schedules showing the derivation of the
annualized property tax expenses and deferred taxes on liberalized depreciation
associated with the Mains and VServicc Line and Riser Replacement Programs; a
discussion of the Company’s rationale and policies for recording retirements, PISCC®,
and AFUDC; and a schedule showing the proposed recovery of deferred riser
investigation and replacement costs for the period August 1, 2008 through February 28,
2009. Her supplemental testimony makes several adjustments to the propd;ed revenue

requirements for both the mains and service line replacement programs. For the mains,

. The PISCC rate of 7.02% represents the company’s long-term cost of debt as
established in Case No. 07-1080-GA-AIR. '

4



Ms Barrett’s supplemental testimony proposes an overall increase in the revenue
requirement of $1,299. This increase stems from an adjustment to plant retirements to

reflect actual 2009 retirements as opposed to the estimate that was originally provided, an

~ adjustment to the property tax expense using the actual 2009 average property tax rate,

and addition of an annual PISCC amortization expense that was not included in the
original Application. For the service lines, the Ms Barrett’s supplemental testimony
proposes an overall decrease in the revenue requirement of $58,752 based on a reduciion
to the 2009 capital investment, an- increase to the accumulated deprédation fef the risers,
an adjustment to the retirements to provide actual versus estimated figures, adjustments
to the property tax expense related to the de(;rease in rate base resulting from the
reduction in 2009 capital investments and to reflect the actual versus and estimated 2009
property tax rate, and addition of an annual PISCC amortization expense that was not
inchuded in the original Application. |

Mr. Albertson’s initial testimony principally provided the derivation of rales from
the Company’s proposed DRR revenue requirement, allocation of rates by rate class, a
proposed tariff sheet, and the annual residential customer bill impact. His supplemental
testimony updates the derivation and allocation of rates and proposed tariff sheet and
revises the residential bill impact to reflect the revised DRR revenue requirement
provided in Ms. Barrett’s supplemental testimony.

In its Application, the Company indicates that in 2009 it replaced 18 miles of bare
steel and 6.5 miles of cast iron mains, replaced 1,722 BS/CI service lines (with an

additional 58 service lines retired and 74 tied over), replaced 16,003 prone to fail risers,

5



and moved 1,977 inside meters outside as part of its Replacement Program. In the .

 supplemental testimony, the Company proposes 2 Mains Replacement Program revemue

requirement of $651,463 and $2,167,095 for the Service Line and Riser Replacement
Program for a total DRR revenus requirement of $2,818,558, which the Company

proposes to be allocated as follows:

Rate Schedule | $ Per Month ‘ S Per Cef

310,311, and 315 $0.65

320, 321, and 325 (Group 1) . s06s .
320, 321, and 325 (Group 2 and 3) $0.00448
341 o327

345 | $0.00120

360 | T $0.00117

STAFF INVESTIGATION SUMMARY AND COMMENTS |
The Staff reviewed the Company’s Application and testimony, issued several

information requests seeking additional supporting data, interviewed Company personnel,
reviewed the Company’s competitive bidding process, and traced semple eipenses back
io their source data. The Staff’s investigation was designed to ensure that the
Company’s policies and practices comport with sound rateméking principles and the
Commission policies, confirm that its books and records are reliable sources of cost data,
and ultimately determine if the Application is just and reasonable. The Staff’s comments

and recommendations, by topic area, are as follows:



A. VEDQ's Application
The Company’s Application did not include several supporting schedules that

are routinely provided by the other Ohio natural ges distribution utilities in their
accelerated mains replacement rider applications. Some of the schedules that were
not included were monthly breakdowns for plant additions, retirements, cost of
removal, depreciation, PISCC, expenses and other detailed schedules customarily
provided by other companies in support of summary schedules similar to those
that VEDO included in its Application. While the Company was accommodating |
and cooperative with the Staff’s investigation and by-in-large prompt in
responding to Staff information requests, the lack of detailed supporting data
accompanying the Application required the Staff to request more detailed
supporting data. Waiting on the supportihg data unnecessarily slowed the Staff’s
investigation, which could be probiematic given the brief investigation wiﬁdow
associated with the Company’s DRR applications. The Staff recommends that
Company modify its future DRR applications to provide supﬁorting schedules
similar to those provided by the other natural gas distribution utilities and to more
closely emulate the format used by the other companies., Further, concurrent with
its Application, the Company should provide the Staff and the Office of the Ohio
Consumer’s Counsel (OCC) a working electronic mode of its revenue
requiremenf calculation such that any adjustment to a supporting schedule would

automatically update the revenue requirement and calculation of resulting rates.



B. Level of Investment

-The Company in 2009 did not replace the mileage of BS/CI mains or make the
capital investment anticipated in the Rate Case Stipulation. And, in 2010, the
company plans to replace even fewer miles and spend less on the Replacement
Program. In 2009, the Company replaced 24.5 miles of BS/CI mains and spent a
total of $11,250,423 on the Program.5 In 2010, the company plans to replace 18
miles of BS/CI mains and plans to spend épproximately 31 1,000000 The .
Stipulation, among other things, addreésed the Company’s application to creale an -
accelerated mains replacement program (AMRP) and establish the DRR. The
Company proposed in its Rale Case Application to accelerate replacement of the
BS/CI over a 20 year period (versus 70 years at its historical replacement rate), or
approximately 35 miles per year, and an annual capital investment of
$16,375,000.7 For the remaining three years of the Program, years 2011, 2012,
and 2013, the Company currently has budgeted capital spending levels at the
$ 16,375,000 per year as proposed in its initial Rate Case Application and as
anticipated in the Stipulation.®

The Company meintains that the 2009 investment level and planned 2010

investment is below the level specified in the AMRP Application due to the

Direct testimony of James M. Francis at §. The total costs also include costs to
replace 1,796 service lines and other related Program costs,

Application in Case No. 07-1080-GA-ALT, at a], Alt. Reg. Exhibit A: Alternative
Rate Plan Description, at 7,

Staff interview with Company personnel, June 9, 2010,



curtent economic climate and that, in the near term, it (along with its affiliate

companies under the Vectren Utility Holdings, Inc.’s umbrella) has constrained its

 planned capital expenditures in an effort to avoid potential exposure 10 higher

capital costs,’

The Staff is concerned that the 2009 and planned 2010 Jevels of investment are

~ below what was anticipated by the Stipulation. This concern is heightened by the

fact that the Company’s current 2011-- 2013 budgets only call for capital

 investments for the Replacement Program at the anticipated levels without any

‘pravision to make up for the reduced investment in 2009 and planned for 2010.

Concomitantly, Company witness Francis states in his testimony, “On-going
assessment of economic impact on the Company's capital spending levels will ;
continue and may impact the annual level of investment in the Replacement

»l0

program,

The whole point of the AMRF programs is to acceleraie replacement of aging

- infrastructure in order to gain system efficiencies from operating at higher

pressures, enhance safety by reducing the incidence of system leaks, and reduce
implementation costs by passing operation and maintcnance savings back to
customers. If the Company’s current BS/CI mains replacement pace and
corresponding investment level continues or is reduced, then customers may not

fully receive the anticipated benefits that are supposed to accrue from the

16

Direct testimony of James M. Francis at 11.

Direct testimony of James M. Francis at 11.
9



accelerated Replacement Program during the five years that the Program has been
authorized. Furthermore, the Program may have to extend beyond the 20 years
stated in the Company’s Rate Case Application.

The Staff intends to closely monitor the Company’s future Replacement
Program plans and levels of investment. If the plans and investment levels are not

at or near the annual levels that were anticipated in the Rate Case Stipulation and -

include provisions for making up for reduced BS/CI replacement and spending in

2009 and 2010, then the Staff may recommend to ﬁe Commission in a future ,
DRR proceeding that the Company continue accelerated BS/CI replacement but
seck recovery of its costs in a traditional rate base case rather than through the
DRR.

C. Recording Meter Move-Out Costs
The Company included $822,187 plant additions for service lines for costs

associated with moving 1,977 meters that were previously located inside customer
premises outside.'’ The Company states that it moved the meters outside because,
as the BS/CI main lines are replaced with new plastic pipe, its distribution system
can be aperated at higher pressure which improves operational efficiency thereby

benefitting both customers and the Company.” Moreover, the Company

maintains that it is less costly to move meters outside than it is to install regulators

12

Company response to Staff Data Request No. 20, June 11, 2010.

Application at 6.
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outside of customer premises and that it is unsafe to bring higher pressure service

inside customer premises,"”

The Staff does not object to the Company’s practice of moving meters outside
in order to foster operational efficiencies and enhance safety; and, the Staff agrees
that the meter move out should be capitalized. However, the Staff believes that
the Company has recorded the meter move out costs in the wrong capital accomnt.

The Company recorded the meter move out costs in Account 680", which is

~ equivalent to the Federal Energy Regulatory Commission’s (FERC) Uniform

System of Accounts (USOA) Account 380 — Services.”” The Staff believes that
these costs should more properly be recorded in the Company accounts equivalent
to USQA 381-Meters or 382—Meter Installations, whichever is consistent with the
Company’s customary practices for recording meter installation costs. Paragraph
B of the USOA instructions for the 380 — Services Ancﬁunt states that, “A
complete service begins with the connection on the main and extends to but does
not include the connection with the customer’s meter™® (Emphasis supplied.)
The Staff believes that the equipment and labor associated with the meter move
outs are part of the meter set that should be recorded in USOA Account 381 or

382. The Staff recommends that the Company reclassify the meter move out costs

12

14

s

16

Company response to Staff Data Request No. 20, June 16,2010,
Ihid.
18 CFR part 201
Ibid.
11



and update its Application to reflect the reclassification prior instifuting the new
DRR rate. The Staff believes that the update is necessary to account for

differences in the accounts such as depreciation.

STAFF CONCLUSIONS AND RECOMMENDATIONS
The Staff pcrfenﬁed a comprehensive invéstigntion of VEDO's DRR Applicaﬁan.

Based on that investigation and with adoption of the Staff recommendation concerning
reclassification of meter move out cost delineated in paragraph C above, the Staff "
concludes that the Company’s Application will result in a just and reasonable DRR raté
and recommends approval by the Commission. In addition, the Staff recommends that
the Commission direct the Company to work with the Staff prior to filing its next DRR
application in order to include more detailed schedules as described paragraph A above.

Respectfully submitted,

Richard Corday
Ohio Attorney General

Duane W, Luckey -

Assistant Attorney

Poblic Utilities Section

180 Eest Broad Street
Columbus, OH 43215-3793
614.466.4396 (telephone)
614.644.8764 (fax) '
stephen.reilly@puc.state.oh.us

| Sectigh Chief
%ﬁdfﬁ/ _
tefhen A. Reilly C’Aml

On behalf of the Staff of
the Public Utilities Commission of Ohlo
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Annual Application of )
Yectren Energy Delivery of Ohio, Inc. for )
Authority to Amend its Filed Tariffs to )y  Case No. 07-1080-GA-AIR
Increase the Rates and Charges for Gas )
Service and Relatsd Matiers. )

Ta the Matter of the Annual Application of )
Vectren Energy Delivery of Ohio, Inc. for ) Case No. 10-595-GA-RDR
Authority to Adjust its Distribution )
Replacement Rider Charges. )

COMMENTS ON YECTREN ENERGY DELIVERY OF OHIO’S APPLICATION
BY
THE OFFICE OF THE OHIO CONSUMERS’ COUNSEL

L INTRODUCTION

The Office of the Ohio Consumers’ Counsel (“OCC™), an intervenor in the above-
captioned proceeding, hereby files these Cupments in opposition to the Application filed :
by Vectren Energy Delivery of Ohio, Inc. ("*"Vectren” or “Company”) to increase the rates
customers pay for Vectren’s replacement of cast iron and bare gteel distribution mains
and service lines and for the replacement of prone-to-failure risers that have a propensity
for leaks. Vectren’s proposal is in regards to its Distribution Replacement Rider
(“DRR”) Program. Pursuant to the Stipulation and Recommendation (“Stipulation”) filed
on Septernber 8, 2008, in Case No. 07-1080-GA-AIR et al, and the Public Utilities
Commission of Ohio’s (*Commission” or “PUCO") Opinion and Order dated Junuary 7,

2009, customers are subject to potential DRR increases in each of the years 2010 through



2014. Vectren has approximately 290,000 residential customers that would be asked to
pay the rate increase requested in Vectren's Application.

On April 30, 2010, Vectren filed its Application for an adjustment to its DRR
Rate. OCC filed its Motion to Intervene in these cases on May 19, 2010. On June 16,
2010, the Commission granted OCC’s intervention, and established a procedural
schedule. On July 23, Vectren supplemented its Application by filing supplemental
testimony of two of its witnesses. OCC hereby files these Comments in accordance with

the procedurat schedule.

IL  RESERVATION OF RIGHTS

Al this time, OCC’s Comments on the Application are preliminary in nature,
OCC reserves the righa to file additional comments and to file expert testimony ‘on any
matters not resolved by the Company by August 4, 2010, as set forth in the procedural
schedule in the Attorney Examiner's Entry.!

II. BURDEN OF PROOF

The burden of proof regarding the Application rests upon Vectren. In a hearing
regarding a proposal that involves an increase in rates, R.C. 4909.19? provides that, “fa}t
any hearing involving rates or charges sought fo be increased, the burden of proof to
show that the increased rates or charges are just and reasonable shall be on the public

utility.” Inasmuch as the current case arose from Vectren's rate case, and Vectren is

!Entry at 2.
1 gex also R.C. 4909.18.



requesting an increase in rates, Vectren in this case bears the burden of proof.?

Therefore, neither OCC nor any other intervenor bears any burden of proof in this case.

IV. COMMENTS
A. OCC Comments Impacting The DRR Rate
1. Vectren’s Proposed O&M Cost Savings Pertaining To Service
Lines Are Insdequate For Providing The Intended Benefit To
Customers.

Vectren has proposed O&M cost savings pertaining to customer service lines,
specifically service leaks and meter maintenance expense attributable to bare steel and
cast iron (“BS/ACT"). But Vectren has a unique twist for its customers — customers will
pay Vectren for 2 $26,581 adjustment 10 the DRR revenue requirement.* A pegative
savings adjustment (where Vectren, ingtead of customers, receives a payment) is
backwards and an affront to the intention of the mains replacement program and should
not be accepied by the Commission,

In the Dominion East Ohio Pipeline Infrastructure Replacement (“DEQ PIR™)
Case, the Commission put into perspective the importance of the cost savings component
of these accelerated infrastructure replacement programs. The Commission stated:

In evaluating the arguments of the parties, the Commission is
mindful of the goal, articulated in the [Dominion] Distribution
Rate Case, of using the Q&M baseline savings to reduce the fiscal
year-end regulatory assets, which allows customers a more
immediate benefit of the cost reductions achieved a5 a result of the
PIR program (Staff Ex. 2 at §). Moreover, the Commission agrees
that, if O&M baseline savings are calculated using the

methodology suggested hy the company, it is possible that
consumers will not realize any immediate savings as the result of

3 In re Vectren Rate Case, Case No. 07-1080-GA-AIR, et al. Stipulation st 12 (Septerber 8, 2008). (“The
Company shall: hear the burden of proof of demonstrating the justness and reasonahleness of the level of
recovery proposed by the Company for the successor DRR chargs ***.)

4 Application at Bx. No. IMB-53, fine 25 and footnote {5).



the PIR program and could incur additiona] expenses. Because
immediate customer savings were articulated as a goal of the PIR
program, the Commission finds that, consistent with Staff’s
proposal, the O&M baseline savings should be calculated using
only the savings from each category of expenses, such that
O&M savingz will total $554,300.64 for the PIR year under
consideration in this proceeding.’

The Commission should apply the same reasoning and result to the Vectren DRR
Application and allow only O&M cost savings that reflect decreases from the beseline in
maintenance expenses attributable to BS/CI -- meaning Ohio customers will actually see
an offset to the rates they’re paying to account for savings. As the Comniission |
concluded in the DEO PIR case, becanse immediate customer savings were articulated as
a goal of the PIR program, the O&M baseline cost savings should be celculated using
only the cost savings from each category of expense. Like DEOQ, Vectren originally
presented testimony of witness Francis in its rate case where it proposed the DRR, to
describe the savings concept a3 follows: “Once underway, as VEDO retires leaking pipes
the Company will be able to reduce maintenance expenses.”® Therefore, the Commission
shouid take steps to provide consumers the immediate cost savings that were envisioned
when the accelerated replacernent progmn was approved for Vectren.

The Commission shonld at a minimom set the O&M cost savings compoment for
customer service lines to $0, or more appropriately establish a minimum O&M ocost
savings amount that will balance the benefit the Company receives from these programs -
- accelerated cost recovery for the Company — with the quid pro quo that consumers are

supposed to get and are entitled to -- accelerated and meaningful O&M cost savings.

3 In re Dominion East Ohio PIR Case, Case No. (9-458-GA-RDR, Opinicn and Onder at 11 (Devember 16,
2009).

® In re Vectren Rate Case, Case No, 07-1080-GA-AIR, et al,, Direct Testimony of James M. Francis et
page 12.



2 Yectren’s Proposal Te Collect Incremental Service Line
Capital Costs From Customers Is Unjust And Unreasonable,

Vectren has proposed the recovery of incremental service line capital costs ~
recovery for the replacement of service lines not replaced as part of the mains
replacement program -- for customer service lines through the DRR. Vectren’s criginal
Application included the recovery for incremental service line capital costs in the amount
of $1,394,305.” Subsequently, Vectren suppiemented its Application and included an
amount for incremental service line capital costs in the amount of $1,041,750, which it
proposes to collect from customers.

Vectren’s proposed recovery for this category of incremental service ling capital
costs is unjust and unreasonable for several reasons. First, Vectren initially based its
calculation of the incremental capital costs on the average cost per service line replaced
in 2009 ($4,954) compared to the 2007 baseline ($3,699). This difference, $1,255, or
33.9 percent was then applied to the 1,111 customer service lines replaced to reach the
$1,394,305 included in Vectren's Application.'” Vectren has provided no explanation for -
the 33.9 percent increase in the average 2009 installation cost versus the 2007 baseline
cost. This represents an unjust and unreasonable increase that shonld not be charged to
Vectren’s consumers through the DRR.

Further demonstrating the unreasonableness of the 2009 instailation costs for the

incremental customer service lines is the much lower average installation costs associated

? Application at Ex. No. JMP-6. Sct also Ex. No, JMB-3, Line 4. (April 30, 2010).

* Application at Ex. No. IMB-§3, Line 4 (July 23, 2010). Although Vectren updated the amount proposed
for recovery on JMB-53, it did not update the supporting information contained in Ex. No. IMP-6,

? Application at Ex. No. TMR-6 (April 30, 2010). The Company replaced 896 lines in 2007 and 1,111 in
2009.

1 Application at Ex. No. IMF-6 (April 30, 2010).



with each customer service line installed as part of the replacement of bare steel and cast
iron mains. Vectren's Application shows that it spent $4,187,450 on customer service
lines replaced in conjunction with its main replacement program.”’ The Testimony of
Vectren witness James M. Francis, stated that Vectren replaced 1,722 bare steel service
lines as part of the replacement program.'? The average cost of the replacement of a
service line coincident with the replacement program is $2,432."® The average cost of the
installation of each customer service line in conjunction with the mains replacement
program is $1,267 (or 34.3 percent) below the 2007 baseline for service line
responsitiility replacetnent cost,"* and $2,522 (or 50.9 percent) below the 2009 average
incremental service line responsibility replacement cost." This comparison confirms the
fact that the 2009 incremental zervice line capital cost is unjust and unreasonable.
Vectren has provided no justification for the increased avemgé cost between 2007
and 2009. In addition, the installed customer service lines in conjunction with the
replacement program have an average cost below the2007 baseline. Thus the
Commission should reduce the Company's recovery of incremental capital costs for 2009
customer service line installations not associated with main replacement aclivities

through the DRR. Vectren’s recovery of 2009 incremental service line capital cost, if

" Application at Ex. No, JMB-3, Line 3.

? Direct Testimony of Jarmes M. Francis ut 5, Lines 4-9 (April 30, 2010).
13$4,187,450 1 1,722 = $2,420.

" $3,699 - $2,432 = $1.267 / §3,699 x 100 = 34.3 percent.

'S $4,954 - $2,432 = 2,522 / 54,954 x 100 = 50.9 percent.



any, should be limited to the actual number of service line installations for 2009,'°.based
on the 2007 baseline average cost per service line of $3,699,

3. Vectren’s Proposal For Collecting From Customers The Cost
Of The Relocation Of Inside Melers To The Outside Should Be
Eliminated From DRR Recovery.

Vectren has included in its Application the costs associated with the relocation of
inside meters to the outside. Vectren's witness, James Francis stated:

Q. Did VEDO move any meters outside as part of the
Replacement Program?

A.  Yes, VEDO moved 1,977 meters outside in 2009, Because
the newly installed mains operate at a higher pressure
(requiring the installation of a service regulator), the cost
associated with moving the meters outside was less than if
the meter remained inside and the nacessary regulation was
installed cutside. In addition to better utilization of
VED(' s capital, moving the meters outside should improve
operational efficiency associated with future meter order
work and eliminate the need for internal atmospheric
corrosion inspections.”

Vectren has violated the Stipulation by including in its DRR Application a proposal for
customers to pay for recovery of costs associated with the relocation of inside meters
outside.

The Rate Case Stipulation established the following agreed upon components that
Vectren would be permitted accelerated recovery throngh the DRR mechanisme

The DRR, which will include & reconciliation of costs recoverable
and costs actually recovered, shall recover the return of and on the
I) plant investment, * * * (estimated to be $16.8 million per year),
2) the actual deferred costs resulting from compliance with the
Commission's riser investigation conducted in Case No. 05-463-
GA-COI (estimated to be approximately $2.5 million as of July 31,
2008}, 3) the incremental costs of assuming ownership and repair

1% This number is wiknows becauss the Company’s Supplemental filings did not sapplement Exhibit JMF-
6.

7 Application, Direct Testimony of James M. Francis at 6 (April 30, 2010).



of customer service lines as described in the Company”s

Application in these proceedings (estimated to be $295,000 per

year), and 4) the costs associated with the replacement of prane-to-

Tail risers over a five (5) year period (estimated to be in total $33.5

million).'*
The Stipulation does not identify the recovery of costs associated with the relocation of
inside meters to the outside.

The PUCO Staff, in the Staff Report, had challenged the inclusion of the costs

associated with the meter relocation by stating:

Staff questions whether Vectren’s plan should elso include the
movement of inside meters to the outside of the customer’s home.
Given that such moves may not be necessary in all cases, and the
complexity of undertaking such activity, Staff recommends that
Vectren provide the staff, when It submits Its proposed work for
the upcoming year, instances of where It pmgoses to do this; the
c0st, and the specific rationale for doing so."

The Company did not in its Application provide Staff the costs associated with the meter
relocation and any specific rationale for doing so as required by the Staff Report.”® The
Stipulation also did not provide for the recovery of these costs. Therefore, the
Commission should order Vectren to exclude the costs associated with the relocation of

inside meters to the outside from DRR recovery,

"% In. re Vectren Rate Care, Case No. 07-1080-GA-AIR, ¢ al., Stipulation st 9-10 (Septerber 8, 2008),
" In re Vectren Rate Case, Case No. 07-1080-GA-AIR, et al., Staff Report at 40 (Jue 16, 2008).
% Tha Application does not detail the costs associated with the relocation of inside meters outside.



4, Veciren’s Proposal To Collect From Customers The Cost OF
The Replacement Of Plastic Pipe Should Be Exempted From
DRR Recovery.

Vectren has included in the DRR Application recovery from customers for costs
associated with the removal and replacement of plastic pipe. 2! That proposal is a
violation of the Stipulation. The Stipulation states:

The Parties agree and recommend that the Company be authorized
to establish 2 Distribution Replacement Rider * * ¥, to enable the
recovery of and return on investments made by the Company to
accelerate implementation of a bare steel and cast iron pipeline
replacement program * * * 2

There is no expectation of the Perties pursuant to the Stipulation that Vectren would

recover the costs for the replacement of plastic mains through the DRR mechanism.
Vectren's testimony in this case states: 2,640 feet of plastic main has betn

replaced within the projects completed in 2009.2 Vectren witness Francis further states

There were a number of reasons why plastic main segments were
retired, which were discussed in my testimony in the Rate Case.
Some short segments of plastic main existed among the bare steel
or cast iron infrastructure. It would have been more costly to try
and salvage that main rather than seplace it. There existed sections
of plastic main at the ends of some distribution systems being
retired wherein those segments no longer served any customers;
therefore, ﬂnerewasnureasonmreplaoeandconmuetommm
those segments, Finally, there were sections of existing plastic
main that required additional pressure testing in order for them to
be operated at the higher maximnm allowable operating pressure
(“MAQOP”) applicable to the repleced distribution system - and
where during the test the main failed to hold the required pressure.
Replacement was & more cost effective option than attermpiing to
find and repair the deficiencies in the existing plastic main,”

! Direct Testimony of James M, Francig ab 5-6 (April 30, 2010),

2 In re Vectren Rate Case, Case No. 07-1080-GA-AIR, et al. Stipulation at 8 (Septemiber 8, 2008). Ses also
Opinion and Order a1 5 (Jannacy 7, 20083,

# Direct Testimony of James M. Prancis ot 5 {Aprid 30, 2010),
* Divect Testimony of James M. Francis o 5-6 {April 30, 2010).



Vectren's arguments in support of recovery do not overcome the fact that the Stipulation
did not contemplate the recovery of plastic main replacement costs through the DRR.
Therefore, the Commission should disallow the costs of plastic main replacement.

In its Application, Vectren does not break out its mains and services by pipe
composition (cast iron, bare steel, plastic, etc.). The removal of the casts of new plastic
mains that replace the existing plastic mains from the DRR calculation impacts the total
expense and annualized return on rate base that makes up the revenue requirement to be
collected. OCC proposes reducing the revenue requirement associated with mains by
$13,029” to exclude the costs of the replacement of existing plastic mains with new
plastic mains. It is OCC's posiﬁbn that the DRR should not be the mechanism to collect

from customers the costs of replacing old plastic with new plastic mains and services.

B.  OCC Comments Not Immediately Impacting The DRR Rate
1.  The Claimed Need For The DRR Program Is Iusory.
Vectren has in large part relied on safety and reliability as the basis for justifying
the need for the DRR program.”® Vectren’s recent rate case included testimony which
supports this contention. Vectren witness James M. Francis stated:

Q. Is there a difference in the operational performance of bare
steel and cast iron mains when compared to protected steel
or plastic mains?

A Yes, Bare steel and cast iron mains have significantly
higher leakage rates than do protected steel and plastic
mains. This increased incidence of leakage results in higher

® Vectren replaced 2640 feet (1/2 mile) of plastic pipe. This equates 10 2% of te total miles replaced (.3
mile / 24.5 miles). Applying 2% 1o the revenue requirement for mains yields $13,029 (2% x 6514631

* For example see, #a re Vectren Rate Case, Case No, 07-1080-GA-AIR, et al. Direct Testimony of James
M. Prancis at 6, 8, 9, 12, 1415 {December 4, 2007).
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operating and maintenance expenses, greater line losses and
safety and reliability risks. » * *.%

Q Does the increased likelihood of lezkage on a bare steel or
cast iron main create potentially seriovs issues for VEDO
and its customers?

A.  When considering only those leaks repeired since 2003 that
are directly attributable to bare steel or cast iron mains,
13% of those leaks were identified as being hazardous to
public or employee safety, requiring immediate repair.
Exhibit JMF-5 provides a count of the lsaks repaired by
hazard type. Approximately another 435% of the repaired
leaks were under hard surface and thus are prone to
migration into buildings or sswer systems, which can be
problematic, * ** %

Q. Why does YEDO believe it is prudent to pursus the
Program at this time?

A.  There are numerous benefits to the Program beyond the
replacement of VEDO’s most aged assets. First, the
Program will replace the pipes that contribute most to
system leaks. The resulti ngngeneﬁts to service reliability
and safety are clear. * * *,

At the time the DRR was proposed, safety and reliability factors played an important role
in the justification of the program.

The Company proposed completing the program within twenty years, and stated
in testimony that it could potentially shorten the program. Vectren witness James Francis
stated:

Why is VEDO proposing a 20 year replacement program,
rather than a shorter Program petiod?

A.  The 20 year program was developed when considering
distribution system replacement needs thronghout VUHI,
not only the VEDO system, Vectren has proposed a similar
program for its Indiana utilities. In total, the planned annual

# In re Yeciren Rate Case, Case No, 07-1080-GA-AIR, ef al. Direct Testimony of Jumes M. Francis at 7
{December 4, 2007).

* In re Vectren Raze Case, Casc No, 07-1080-0A-AIR, et al, Direct Testimony of James M. Francis & 8
{December 4, 2007).

** In re Yectren Rate Cuse, Case No. 07-1080-GA-AIR, et al. Direct Testimany of James M. Francis at 12
(December 4, 2007).
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mileage to be replaced across Vectren service territories is
approximately 90 miles. Additionally, there are a number
of other utilities in the Midwest, including Duke Energy
Ohio, who have in place a significant replacement

that will constrain construction resource availability for
some time. The 20 year program reflects the amount of
resources VEDO believes would be reasonably available to
implement and execute the Program. However, VEDO
would consider shortening the length of the ngram if
tesources were to become available, * * &%

It is noteworthy that throughout his testimony, Mr, Francis did not discuss or
contemplate a DRR program lasting longer than 20 years. Yet, experience through the
first two years of the DRR program demonstrates that Vectren is replacing significantly
less pipeline than originally proposed; therefore, creating the very real probability that the
program will extend well beyond the twenty years originally proposed.

In its Application, Vectren discussed the activity that would be required in order
to complete the program in tweaty years. Vectren witness James Prancis stated: |

As of the end of 2008, VEDQ had a total of 524 miles of bare steel

and 172 nﬂlesofcastironnminmaimnginits system. In its Rats

Case, VEDO proposed to replace its remaining bare steel and cast

iron mfrastmcm aver a twenty year period, or approximately 35

miles per year.”!
Yet in 2009, Vectren replaced only 18 miles of bare steel mains and 6.5 miles of cast iron
mains.? The 24.5 miles represents 70 percent of the 35 miles per year needed to
complete the project in twenty years. Furthermore, Vectren has stated its plans to only
replace 18 miles of bare steel and cast iron mains in 2010.* This planned replacement

rate is less than 2009 replacements, and roughly one-half of the 35 miles projested by

* In re Vectren Rate Case, Case No. 07-1080-GA-AIR, et al. Direct Testimony of James M. Francis at 9-
10 (December 4, 2007).

*! Direct Testimony of Yames M. Francis at 4 (Aprit 30, 2010),
% Direct Testimony of James M. Francis at S (April 30, 2010).
* Direct Testimony of James M. Francis at 10 (April 30, 2010).
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Vectren at the time of the rate case. Thus after two years of the program, Vectren will
have replaced only 42.5 milles of bare steel and cast iron pipeline instead of 70 -- a pace
which will extend the DRR program well past its current projection of 20 years.
Although this replacement rate is greater than the rate Vectren achieved during the five
years prior to ite 2008 rate case (10.5 miles of bare steel and cast iron pipeline per year)™,
it does not appear sufficient to meet the Company’s 20 year completion target date.

Vectren has explained that the slower pace of pipeline replacement is in response
to the economic downturn and the greater cost of capital necessary for such a large scale
project.®® But it should be pointed out that the DRR was designed in a manner to reduce
Company risk and regulatory lag associated with pipeline investment. Despite this
framework, cost apparently seems to be the impediment keeping the Company from
meeting the projected pipeline mplacemeﬂt schedule,

I[nasmuch as the pipeline replacement program was designed to permit Vectren to
maintain a safe and reliable distribution system, and to do 5o in an accelerated manner, it
now appears that cost concerns have become the over-riding factor, and not safety. I, in
fact, cost has now become the over-riding factor in the pipeline replacement program,
then the PUCO should re-evaluate the need for such a program and the annunal DRR.
review.

The most troubling aspect to Vectren's under-achieving main replacemsnt rate is
the rationale that Vectren has provided in its testimony supporting its Application.

Vectren witness James Francis stated:

* See In re Vectren Rate Case, Case No. 07-1080-GA-AIR, et a). Direct Testimony of James M. Francis at
5 (December 4, 20077). ,

% Direct Testimony of James M. Francis at 11 {(Apsil 30, 2010).
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Q.  Inthe Rate Case, VEDQ indicated an annual Replacement
Program investment of $16,875,000. Why is the actual
2009, and planned 2010, level of investment less than this
amount?

A.  Based on the economic climate, in the near term YEDO has
constrained its planmed capital expenditures in an effort to
rednmimmdiatecagiﬁtalneedsmdpotenﬁa]mmh
higher capital costs.

Vectren is constricting its main replacement rate not because it is experiencing .
unreasonable cost increases, but rather there 15 a potential that it may experience higher
capital costs.

There are numerous problems with Vectren's rationsle. First, if the program is
necessary for the improvement of system safety and reliability, then Vectren's cost
concerns do not adequately explain its delay. Second, Vectren has been given & very
generous accelerated cost recovery mechanism designed to provide the Company with 2
return of and on the plant investment. The DRR recovery mechanism should mere than
adequately cover the risk of increased capital costs that worries Vectren. Finally, if the
Company is indeed prioritizing accelerated cost recovery (from customers) ahead of
accelerated main replacement (to benefit customers), then the Commission should
recognize that the underpinnings used by Vectren to justify the DRR program — safety
and reliability -- are illusory, and the Commission should reevaluate the program.

Although two years may not be a sufficient time period to make a final judgment
on Vectren's ability to complete the DRR program in the projected 20-year period, it is
enough of a trend to raise the issue for closer review. OCC urges the PUCO to put
Vecten on notice that the Company has the burden to prove, in future DRR proceedings,
that its actions — replacing less pipelines than projected — are prudent under the

% Direct Testimony of James M, Francis at 11 (April 30, 2010) (emphasis added).
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Stipulation in Case No. 07-1080-QA-AIR, et al. Furthermore, if it can be shown that the
need for an accelerated pipeline replacement program has been superseded by a program
to accelerate cost recovery from consumers, then the continuation of the DRR program
could be in jeopardy.

2. The O&M Expense Cost Savings That Ave Supposed To Be A
Benefi And Offset To The Rates Customers Are Paying Are
Jeopardized By The Company’s Main Replacement Rate.

O&M cost savings pertaining to mains replacement could be impacted by the
Company’s decision to replace less cast iron and bare steel main than was projested. To
the extent Vectren delays its replacement of distribution facilities, the potential exists that
consumers will not receive the O&M cost savings that were envisioned at the time the
DRR was approved. The Staff recognized the importance of achieving significant O&M
cost savings through the DRR. The Staff stated:

Staff has supported a similer program at Duke Energy Ohio (Duke)
in its Accelerated Mains Replacement Program (AMRP). Staff
supposts Vectren Energy Delivery Company Cese Nos. 07-1080- .
GA-AIR and 07-1081-GA-ALT Duke's ongoing AMRP for the
replacement of all cast iron and bare steel pipeline and resulting
improvement it has made to pipeline safety, and notes that
customers have realized approximately $8.5 million in O&M
savings to date that has been credited back through rider AMRP
Yectren also anticipates significant benefits from a reduced
inddencehleaknpﬂrexpensea,andlkemkehwlnuedit
savings in the avoided O&M costs to customers.

Vectren has not passed back significant Q&M cost savings to its consumers, and
if the trend continnes and the replacement rate achieved falls below the Company’s
projections, then the Commission should consider establishing a minimum O&M cost

savings amount to assure consumers are provided the benefit they were promised.

*! In re Veciren Rate Case, Case No. 07-1080-GA-AIR, &t ol., Staff Report af 30-40 (June 16, 2008).
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V. CONCLUSION

The Commission should reduce the DRR Rider rate that Vectren proposes in
conformance with the above OCC recommendations.

Furthermore, because the present replacement rate is not in complisnce with the
rate that Vectren argued in the rate case as being necessary to maintain a safe and reliable
system, the Commission should put Vectren on notice that (he Company has the burden
to prove, in future DRR proczedings, that its actions --replacing less pipelines than
projecied --are prudent under the Stipulation in Case No. 07-1080-GA-AIR, et al.
Additionally, OCC is concerned that by virtee of the fact that the Company is replacing
less pipe than projected, it reduces the O&M cost savings that are to be passed back o
consumers. Finally, if it can be shown, in fature DRR proceedings, that the need for an
accelerated pipeline replacement program has been superseded by a program to
accelerate cost recovery from consumers, then the continuation of the DRR program
could be in jeopardy.

Respecifully submitied,
JANINE L. MIGDEN-OSTRANDER

Office Of The Ohio Consumers® Counsel
10 West Broad Street, Suite 1800
Columbus, Ohio 432135-3485
614-466-8574 (Telephone)
614-466-9475 (Facsimilc)
sauer@occ.state.oh.us
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Dear Secretary Jenkins:

The Stipulation and Recommendation filed in the above cases yesterday
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

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

Case No. 07-1080-GA-AIR

In the Matter of the Application of
Vectren Energy Delivery of Ohio, Inc.
for Authority to Adjust its Distribution
Replacement Rider Rate.

Case No. 10-595-GA-RDR

ha T ol L N

STIPULATION AND RECOMMENDATION

These cases are before the Commission upon the Application (“DRR
Application™) filed by Vectren Energy Delivery of Ohio, Inc. (*VEDO" or
“*Company”) on April 30, 2010, in accordance with the Commission’s January 7,
2009, Opinion and Order in Case No. 07-1080-GA-AIR, approving and adopting
a Stipulation and Recommendation (‘Rate Case Stipulation”) filed on September
8, 2008. Therein, VEDQO was authorized to recover certain, identified costs
through a Distribution Replacement Rider ("DRR"). Consistent with the
Commission’s Opinion and Order approving and adopting the Rate Case
Stipulation, VEDQ filed its DRR Application in Case No. 07-1080-GA-AIR (and
Case No. 10-585-GA-RDR) on April 30, 2010, to establish the DRR rate to be

effective on September 1, 2010, for the subsequent twelve (12) month period.

{C31705:2}



Comments addressing the DRR Application were filed by Staff and the Office of

the Ohio Consumers’ Counsel (*OCC”) on July 30, 2010.

Rule 4901-1-30, Ohio Administrative Code, provides that any two or more
parties to a proceeding before the Commission may enter into a written
stipulation for the purpose of resolving issues presented in such proceeding. The
purpose of this document is to set forth the agreement of the signatory parties
("Parties™} below and to recommend that the Commission approve and adopt this
Stipulation and Recommendation (‘DRR Stipulation”) resolving the issues raised
in the recommendations contained in the comments of Staff and OCC in this
proceeding. The ferms of this DRR Stipulation are consistent with the Staff's
recommendations and are supported by the information contained within the
schedules and documents filed as a part of VEDO's DRR Application. The
Parties agree that this DRR Stipulation is supported by adequate data and
information; represents a just and reasonable resolution of the issues which are
proposed to be resolved by the terms of this DRR Stipulation; viclates no
regulatory principle; and is the product of serious bargaining among
knowledgeable and capable parties in a cooperative process undertaken by the
Parties to settle such contested issues. While this DRR Stipulation is not binding
on the Commission, it is entitled to careful consideration by the Commission
where, as is the case here, it is sponsored by a range of interests, including the

Commission Staff.!

' Rule 4901-1-10(c), Ohio Administrative Code, provides that Commission Staff is a party for the
purpose cf entering into this Stipulation.
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The purpose of this DRR Stipulation is to set forth the understanding of
VEDQ, the Staff, and OCC to resolve the issues raised in the recommendations
contained in the comments of the Staff and OCC in these proceedings as set

forth below:

1. VEDO agrees to work with Staff prior to filing its next DRR
application in order to include more detailed schedules as described in Staffs

Comments.

2. VEDQO agrees 1o make the following changes which result in
adjustments to the DRR revenue requirement and revised DRR rates as shown

on the attached DRR Stipulation Exhibit 1:

a. VEDO agrees to reclassify $746,228 associated with meter
move-out costs from Federal Energy Regulatory
Commission Uniform System of Accounts ("FERC USOA”)
Account No. 380 to Account No. 382 as recormmended by

Staff.

b. VEDO agrees to exclude from the DRR revenue requirement
$39,832 related to city permiis issued prior to 2009, but

billed during 2009.2

3. The tariff sheet attached as DRR Stipulation Exhibit 2 contains

rates which accurately reflect the DRR revenue requirement revisions described

% This revision was raised by Staff with VEDO after Staffs Comments were filed.
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in Paragraph 2 above and shown on DRR Stipulation Exhibit 1. The Parties
recommend and request that the Commission issue an order adopting this DRR
Stipulétion and explicitly approving the tariff sheet in DRR Stipulation Exhibit 2 on

an expedited basis.

4. The Parties agree that the DRR Application, the pre-filed testimony
of all witnesses, and the Comments filed by the Staff and OCC should be
admitted into evidence on the condition that the Commisston approves this DRR

Stipuiation. The Parties waive cross-examination of witnesses.

5. Except for enforcement purposes, neither this DRR Stipulation nor
the information and data contained herein or attached hereto shall be cited as a
precedent in any future proceeding. More specifically, no specific element or
item contained in or supporting this DRR Stipulation shall be construed or applied
to attribute the results set forth in this DRR Stipulation as the results that any
Party might support or seek but for this DRR Stipulation in these proceedings or
in any other proceeding. This DRR Stipulation contains a combination of
outcomes that reflects an .overali compromise involving a balance of competing
positions, and it does not necessari!y reflect the position that one or more of tﬁe
Parties would have taken for purposes of resolving contested issues through
litigation. The Parties believe that this DRR Stipulation, taken as a whole,
represents a reasonable compromise of varying interests. This DRR Stipulation
Is expressly conditioned upon adoption in its entirety by the Commission without
material modification by the Commission. Should the Commission reject or

materially modify all or any part of this DRR Stipulation, the Parties shall have the
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right, within thirty (30) days of the issuance of the Commission’s order, to file an
application for rehearing. The Parties agree they will not oppose or argue
against any other Party’'s application for rehearing that seeks to upheld the
original, unmodified DRR Stipulation. Upon the Commission’s issuance of an
entry on rehearing that does not adopt the DﬁR Stipulation in its entirety without
material modification, any Party may terminate and withdraw from the DRR
Stipulation by filing a notice with the Commission within thirty (30) days of the
Commission’s entry on rehearing. Prior to any Party seeking rehearing or
terminating and withdrawing from this DRR Stipulation pursuant to this provision,
the Parties agree to convene immediately to work in good faith fo achieve an
outcome that substantially satisfies the intent of this DRR Stipulation or proposes
a reasonable alternative thereto to be submitted to the Commission for its
consideration. Upon notice of termination or withdrawal by any Parly, pursuant
to the above provisions, the DRR Stipulation shall immediately become null and
void. In such event, these proceedings shall go forward at the procedural point
at which this DRR Stipulation was filed, and the Parties will be afforded the
opportunity to present evidence through witnesses, to cross-examine all
remaining witnesses, to present rebuttal testimony, and to brief all issues which
shall be decided based upon the record and briefs as if this DRR Stipulation had
never been executed. This DRR Stipulation is submitted for purposes of these
cases only, and may not be relied upon or used in any other proceeding except
as necessary to enforce the terms and conditions of this DRR Stipulation. The

Signatory Parties agree with and commit to support the reasonableness of this
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DRR Stipulation before the Commission and in any appeal from the

Commission’s adoption or enforcement of this DRR Stipulation.

WHEREFORE, the undersigned respectfully request that the Commission
issue its Opinion and Order approving and adopting this DRR Stipulation in

accordance with the terms set forth above,
Executed this 18™ day of August 2010.

Vectren Energy Delivery of Chio, Inc.

By:
The Staff of the Public Uiilities
Commissign of Ohio
By: % ﬂ; Z/«ﬁ
/ v/

The Office of the Ohio Consumers'
Counsel

By:

1317052}



DRR STIPULATION EXHIBIT 1
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Exhibit No. JMB-S7

Page 1 of 1
VECTREN ENERGY DELWERY OF OHIO, INC.
DISTRIBUTION REPLACEMENT RIDER
SUMMARY OF DRR REVENUE REQUIREMENT
Line Description ‘ . Amount Reference
1 Mains Revenue Requirement $ 651,463 Exhibit No. JMB-52, Line 24
2 Seqvice Lines Revenue Requirement 2135278 Exhibit No. JIB-S8, Line 33

3 Annual DRR Revenue Requirement - $ 2,786, Line 1 + Line 2



Exhibit No. JMB-58

Page 10f1
VECTREN ENERGY DELIVERY OF QHIO, INC.
DISTRIBUTION REPLACEMENT RIDER
ANNUAL REVENUE REQUIREMENT - SERVICE LINES

Ling Deseription Amount Refi

1 Return on invesiment

2 Planl In-Service at Decemher 31, 2009

3 Acditions - Services Replacements (Bare SteelCast lron) 3 3,441,222

4 Agditions - Meter Installation (Bare Steel/Cast lron} 746,228

5 Additions - Services Replacements (Service Line Responsibiity) 1,001,250 16}

6 Adtitions - Naturai Gas Risers ‘5,851,132

7 Onginal Cost - Retired Services {21,552)

8 Original Cast - Relired Maber Insisllation {2,808)

g Total Plant in-Servica $ 10,615,472 SumofLines3- 8

10 Less: Accumtat recisfion it ber 31, 2009

i1 Depreciation Expense - Services {74,808y

$2 Depreciation Expense - Meter Instaltation ] {3,593}

13 Depredation Expense - Natural Gas Risers {89,975)

14 Cost of Removal - Services 319,526

15 Original Cost - Relired Services 21,652 Lina 7

16 Original Cast - Refired Meter installation 2,808 Lne 8
17 Total Accumulated Depreciation $ 175,320 Sumof Lines 11 - 16

18 Post In-Service Carying Costs (PISCC) $ 57,708 (3

18 Net Deferred Tax Balance - PISCC -3 {20,198) Line 18 x 35%
20 Defared Taxes on Depreciation g [n) 894.0 9)  Exhibit No, JMB-58b, Line 22
2 Net Rate Base ‘ ) 3 8934284  SumoflinesT mad 17-20
22 Pre Tax Rote of Retum 11.67%  Case No. 07-1000-GA-AIR
23 Annualized Return on Rate Base -Service Lines ) H 1,042,631 Line 24 * Line 22
24 Operations and Maintenance Expenses
25 Annualized Property Tax Expense $ 227811 Exhibil Ne. JMB-Sia, Line 22
26 Annualized Deprediation Expense - Services $ 519270  {Une 1+ Lines 57) x 5.26% 9
27 Annualized Depreciation Expense - Meter Instalizton 3 93530  (Lined+LineB)x 1.82% ™
28 Annualized PISCC Amorfization Expense % 1,012 Line 18/ 57 yasrs 1
23 Intremental Q&M - Service Line Responsibllity 3 71.725 [rd]

kU] Annualized Maintenance Adjustment $ 2!';\.53‘! {5)

kal Total Incremental Operating Expenses - Sarvice Lines 3 859,929 Sum of Uines 25-30
32 Variance * $ 232,718 Exhibit Ho, JMB-3, Lina 5
33 Total Revenue Requirement - Service Lines 3 §135§28 Line 23 + Line 31 + Line 32

{Te Exhibit Ho_ JMB-57 and Exdibit No. SEA-54, Page 1 of 5)

{1) FERC Ancount 630 (Line 25) and FERC Account BB2 (Line 25) depreciation rates approved in Case No. 04-0571-GA-AIR.
(2) Support provided by VEDD Witness James Francis, Exhibit No. SMF-5.
(3} PISCC is accrued at an annual raie of 7.02% from the in service date yntil imestments are refiected in the DRR rate.
{4) Vaniance represents the initial DRR charge associaled with deferrad natural gas riser investigation
and replacement expenses.
(5} Support provided by VEDC Wimess James Francis, Exhibit No. JMF-4, Service Eeaks and Meter
Msintenance Expense. 2008 expense less Basefine expense altrtbutable 1o Bare Steel/Cast lon.
(6} Support provided by VEDO Wilness James Francis, Exhibit No. JMF-57.
(7} FERC Account 630 Average Service Life approved in Case No. D4-0571-GA-RJIR.
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Exhibit No. JMB-SEa

Page‘ 1of1
VECTREN ENERGY DELIVERY OF OQHID, INC.
D!STR]EUT'ON REPLACEMENT RIDER
ANNUALIZED PROPERTY TAX EXPENSE - SERVICE LINES
Line Descrption Amount Referenca
1 Service and Meler Instabation Replacements - Book Value § 5,188,700 Exhibil No, JMB-S3, Lines 3.5
2 % Good 93.3%
3 Tax Vafue § 5,100,452 Line 1x Line 2
4 X 25%. 25.0%
5 Taxable Value / Assessment 3 1275123 Line 3 xLine 4
B VEDD Average 2010 Property Tax Rate B.72%
7 Annual Property Tax Expense - Sesvice Line Replacements 5 111.1M1 Line 5xLine §
B Services and Meter instailation Retired - Book Vaiue $  {24.380) Exhibit No. JMB-53, Lines 7-8
q % Good . I/BI%
10 Tax Valve ¥ [B.340) Ling 8x Lined
1" x 25% £25.0%
12 Taxable Vialue / Assessment [ 12,.235) Line 30 x Line 13
13 VEDO Average 2010 Property Tax Rate 8.72%
14 Annual Property Tax Redwction - Service Line Relirements H 1 Ling 12 x Line 13
15 Risers Replacements - Book Value $ 5,451,132 Exhibit No. JMB-S3, Line &
16 % Good 98.3%
17 Tax Value § 5353463 Line 16 xLine 16
18 X 25% 25.0%
19 Taxable Value /] Assessment ¥ 1,339,616 Line 17 x Lihe 18
20 VEDO Average 2010 Properly Tax Rate 8.72%
21 Annuzl Property Tax Expense - Matural Gas Risers 3 112815 Line 18 x Line 20
22 Annuatized Property Tax Expense - Service Lines § 227,811 Line 7+ Line 14 4 Line 21

{Ta Exhiblt Wo, JMB-EB, Line 25§



VECTREN ENERGY DELIVERY OF OHID, INC.
DISTRIBUTION REPLACEMENT RIDER
DEFERRED TAXES ON LIBERALIZED DEPRECIATION - SERVICE LINES

Exhibit No. JMB-S8%
Page1 of 1

Ling Description Amcurd Reference
1 Plant in Service at December 31, 2008:
2 Service Additions - Bare Steet'Cast hon Replacamants b 34A4 7222 Exhibit Mo, JMB-53, Line 3
3 tater installation Additions - Bare Stesl/Cast ron Replacements 746,228 Exhibil No. JMB-S3, Line 4
4 Sarvice Additions - Service Line Qwnership 1.001.25¢ Exhibit Mo, JMB-S3, Ling 5
5 Additions of Natural Gas Risers 5451132 Exhibil Mo, JME-S3, Line 6
8 Total Plant in Sarvica $ 10639832 :
7 Book io Tax Basis Adiustmend - Capitalized Interest 5 {2,287) .
g Book fo Tax Basis Adjustment - Bonus Depreciation 5.318.773 (Line &+Line 7} * 50%
Total Income Tax MACRS Depredation Base $ 5318772 Sum Lines 5-8
10 Tax Depreciation:
1 MACRS - 15 Year 5 247 283 {Lina 2+t Ine 4+Lins S+ ine 7" 50% * 5%
12 MACRS - 20 Year : 13,992 Line 3" 50% " 3.75%
13 Borus Deprecation 5,318,773 Line 9
14 Total Tax Depreciation $ 5,580,040 Line 11 + Lina 12 + Lire 13
15 Book De tion:
16 Services $ 74,898 Exhibil No. JMB-53, Line i1
17 - Meler Inslatlation 3 563 Exhibit No. JMB-53, Ling 12
18 Natural Gas Risers B9 975 Extiibit No. JMB-53, Line 13
19 Total Book Depreciation [ 168,566 Sum of Lines 16-18
20 Tax Deprecalion in Excess of Book Depretiation 3 (5411482) Line 19 - Linm 14
21 Federal Deferred Taxes 3t 35% 35%
22 Daferr.ed Tax Balance at December 31, 2003 - Service Lines . 3 1,894,015 Line 20 ~ Line 21

(Te Exhibil No. JMB-58, |ine 20}
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Raie
Schedule

1 3tB1v315

2 320f3213z5

3 Group 1
q Group2 &3
5 349

5§ M5

T 360

8 Toi{=)

VECTREN ENERGY DELIVERY OF OHIO
DISTRIBUTION REPLACEMENT RIDER

DERIVATION OF CHARGES
1Ay 8) {C}y @ &
Mains Sarvice Lines
Allocated DRR Adoezted DRR Total DRR Proposed DRE
Revenue Revenue Revenua Cuslomer per Custormer
Reoyjrement {b} uiremant [t Requitemert Eoumt (g} Per Month
{43+ (B) €Yoz
$400,516 $1,818913 §2,218,429 287,775 $0.64
$152,374 $302,789 $455,163
$12375 (&) 18,114 $0.84
$3231,408 (&)
530 4B 4] 2 33.24
$40 001 38377 549,378
358 542 4,151 $62 B9
$651 463 43,135,278 32,786,741

{a) Revenue requiremient from Exhibil Na. JMB-87

(b} Reflacts revanue requiremeni mullipied by slfocation facors found on Exhibi Mo,
{c} Average customer count for CY 2069

{d} 2010 Budget Volumes

(e) From Exhibit No. SEA-S4, Page 3

DRR Revenues
320
325

group 1
$E7,452
$36,303

Qroup2 &3
$231,985
$58,422

Rate Schadule
310
315

220 32 Non fed
20 G3 Non fed
325 G1 Non fed
325G Neon fed
325 53 Non fed
330-Non fad

320 G1 Nonied:

INPUTS - Updateq 04-28-2010

Custamer Count
201,785
85,990
11,367
424D
1,54
4727
1,877
882

16

231

4

o4

INPUTS - Updated D4-27-2010

Menths Volume: Alocalion
Jan 6.95%
Feb 5.40%
Mar 5.03%
Apr B.02%
May 7.68%
Jun 7.50%
Jud 7.46%
Aug 7.44%
Sep 7.44%
Ot 7.94%
Nov B.E1%
Doc 8.52%
INPUTS 2010 Budget
Rale Schedule  Volumnes
k3 di] 161,856,534
s €0,024 229
320 66,541,782
325 8,689,335
330 2,450,083
wep 4,647,908
345 38,115,439
1 20974
260 49,802 501

SEA-54, Paga 2

"

Anrmua}
Volumas (d}
74,512,297

41,357,001

53,763,331

Exhiblt Ho. SEA-34
Page 1 of 5

<)

Proposod
DRR par €

{CHFY

3000119

$0,00117
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VECTREN ENERGY DELIVERY OF OHIO
DISTRIBUTION. REPLACEMENT RIDER
RATE SCHEDULE ALLOCATION FACTORS

Mains

Rate Allocation
Schedule Desgription Fa
(%)
31073117215 Residential DSS/SCO/Transportation 61.4B0%
32003211325 General Service DSS/SCO/Transportation 23.390%
a4 Dual Fuel 0.005%
345 Large General Transportation B.140%
360 Large Volume Transportafion 8.988%
Total  100.000%

{2) Mains Allocation Factor as presented In Case No. 07-1080-GA-AIR
{b) Servica Lines Allocation Factor as presented in Case No. 07-10B0-GA-AIR

Exhibit No. SEA-54
Page2 of 5

Service Line
Alpcation
Faclors (b}
(%)
85.184%
14.180%
0.002%
0.438%

018a%

100.000%



VECTREN ENERGY DELIVERY OF OHIO
DISTRIBUTION REPLACEMENT RIDER
ALLOCATION OF REVENUE REQUIREMENT - RATES 320, 321 AND 325

|
=]
o]

Description

Proposed DRR - Rate 310/311/315
Propased DRR - Rate 320/321/325 - Group 1
Customer Caount - Group

Hevenue Reguirement - Group 1 (1}

Revenue Requirement - Tolal 320/321/325

m;n.b.uh:--"

Revenue Requirement -~ Group 2 & 3 (1}

Notes:
{1} o Exhibit No, SEA-S4, Page 1

Amount
$0.64
$0.64
16,114

$123756

$455 163

§331,408

Per Month

Per Month

Exhibit No. SEA-S4
Pagedof 5

Source

Exhibit No. SEA-34, Page 1
Line {1}

Exhibit No. SEA-54, Page 1
Line [2§ x Line [3] x 12
Extibit No. SEA-S4, Page 1

Lin [5] - Line 4]



Line

Rale
Schedule

31041
315

320321
325
341
345
360

Total

Ex‘l;ﬁbit Ho, SEA-54

Page 4 of &
VECTREN ENERGY DELIWVERY DF OHIO
DISTRIBUTION REPLACEMENT RIDER
RATE SCHEDULE BILL IMPACTS
A B} (€} (D} ®
Previous DRR Current DRR _ incremental DRR
Fresent Reverwe (2} Revenus Reguiiement  Revenus Requirement (€]  Rgvenue Renufrement % Inciease
{C-®) {OMA
$173,803,257 . 50 $1,555,242 51,556,242 0B0% (g}
24,340,895 $0 $683,187 $663,187 2T2% (B
$63,200,467 50 $316.437 3319437 051% (@)
7,006,233 30 $135,726 $125728 191% (B} ()
$20,339 $0 578 5B 0.26%
$7,684,911 $a $49,378 $45378 oesi% (D) (e}
36,583,932 30 $62.803 . $62683 oosk (b (e)
$282,749,244 $0 $2.786,741 $2 786,741 0.55%

{a) Twelve months ending December 31, 2009

{b) Does not include gas costs

{c} From Extibit No, 5CA-S54, Page 2

{d} Gusren! revenues Calculated as unit rate timas Numbar of customers
{e) Present revenues mclude allocaion of former Rate 330 revenues



Exhibif No. SEA-34

Page Sof 5
VECTREN ENERGY DELIVERY OF GHIO
DISTRIBUTION REPLACEMENT RIDER
DETERMINATION OF APPROVED RECOVERIES
BY CALENDAR MONTH
(A} (B} . {C)
i | Allocation Approvéd )
Line Manth Factor (1) . Recoveries (2)

1 September-10 7.44% 7 ,$2D7,264
2 October-10 . ' 7.94% ) $221.217
3 November-10 . B.61% _ $239,536
4. December-10 | 8.52% $265.334
5 Subtotal (To Second Annual DRR Filing) - $933,752
6 = January-11 9.95% $277,418 |
7 -February-‘l‘! 2.40% $262,055
8 March-11 ' 9.03% 3251,720
9 April-11 B.DZ';&: $223,618
10 May-11 : 7.68% | $213,932
11 Jupe-11 _ 7.50% $208,883
12 July-11 ) 746% . $207,909
13 August-11 7.44% $’207,455
14 Subtotal (To Third Annual DRR Filing) ‘ | $1,852,089

{1} Based oo monthly velumes / customer count (as applicable) 25 a percentage of annual, in 2010 Budget.
(2} Aliocation Factor in Column B times total revenue requirement '



Exhibit No. SEA-S5

Page 1 of 1
VECTREN ENERGY DELIVERY OF QHIQ, INC. Sheet No, 45
Tanif for Gas Service Fourth Revised Page 2 of 2
P.U.C.O. No. 3 b Cancels Third Revised Page 2 of 2
DISTRIBUTION REPLACEMENT RIDER
DISTRIBUTION REPLACEMENT RIDER CHARGE
The charges for the respective Rale Schedules are:
Rate Scheduie ¥ Per Month S Per Ccf
310, 31t and 315 $0.64
320, 321 and 325 (Group 1) $0.64
320, 321 and 325 {Group 2 and 3) $0.00445
341 $3.24
345 ' $0.00118
60 $0.00117
Filed pursuant to the Finding and Order dated in Case No. of the Public

Utitities Commission of Ohio.

Issued: Issued by: Jerrold L. Ulrey, Vice President Effective;



Line

Exhibit No. SEA-56
Page 1 of 1

VECTREN ENERGY DELIVERY OF OHIO
DISTRIBUTION REPLACEMENT RIDER
ANNUAL RESIDENTIAL CUSTOMER BILL IMPACT

Proposed R-esidenﬁaf DRR Per Cusiomer Per Month $D.64

Months ‘ 12

Annual Bill Impact $768
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VECTREN ENERGY DELIVERY OF CHIO, INC. Sheet No. 45
Tarniff for Gas Service ' Fourth Revised Page 2 of 2
PUCO No. 3 Cancels Third Revised Page 2 of 2

DISTRIBUTION REPLACEMENT RIDER

DISTRIBUTION REPLACEMENT RIDER CHARGE
The charges for the respective Rate Schedules are:

: $ Per
Rate Schedule Month $ Per Ccf
310,311 and 3156 ‘ $0.64
320, 324 and 325 (Group 1} $0.64
320, 321 and 325 (Group 2 and 3) , 3$0.00445
341 $3.24
345 ' $0.00119
350 $0.00117
Filed pursuant to the Finding and Order dated in Case No. of The Public Utilites

Commission of Ohio.

Issued tssued by Jemold L. Ulrey, Vice-President  Effective



CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing Stipulation and

Recommendation was served upon the following parties of record this 18" day of

August 2010, via electronic transmission, hand-delivery, or ordinary U.S. mail,

postage prepaid.

David Rinebolt

Colieen Mooney

Ohio Partners for Affordable Energy
337 S. Main St., 4™ Floor, Suite 5
PO Box 1793

Findiay, OH 45838-1793

Maureen Grady

Joseph Serio

Michael idzkowski

Office of the Ohio Consumers'
Counsel

10 West Broad Street, 18™ Floor
Columbus, OH 43215-3485

John Bentine

Mark Yurick

Chester, Willcox & Saxbe, LLP
65 East State Street, Suite 1000
Columbus, OH 43215-4213

John M. Dosker

Stand Energy Corporation
1077 Celestial Street

Suite 110

Cincinnati, OH 45202-1629

{C31705:2 }
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/ Gjé‘tchen J. Hummel

Vern Margard

Stephen Reilly

Assistant Attomeys General

Public Utilities Commission of Ohio
180 East Broad Street, 9™ Floor
Columbus, OH 43215

Trent Doughenrty, Attorney
Ohio Environmental Council
1207 Grandview Ave.
Columbus, OH 43212-3449

W. Jonathan Airey

Gregory D. Russell

Vorys, Sater, Seymour and Pease
LLP

52 E. Gay Street, PO Box 1008
Columbus, OH 43216-1008
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RECEIVED-DOCKETING DIy
BEFORE

THE PUBLIC UTILITES CoMMISSION OF OHIJAFR 30 AKII: 29
PUCO

Case No. 07-1080-GA-AIR

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 Gas Service and Related Matters.

gttt Nl Npstl Sy pd gt
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In the Matter of the Application of
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for Authority to Amend its Filed Tariffs
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for Gas Service and Related Matters.
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In the Matter of the Application of
Vectren Energy Delivery of Ohio, inc.
for Authority to Adjust its Distribution
Replacement Rider Charges.

Case No. 10- -GA-RDR
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APPLICATION

Vectren Energy Delivery of Chio, Inc. ("VEDO" or *“Company’} re.spedt_fully
requests that the Commission approve an adjustment to its Distribution
Replacement Rider ("DRR"™ charges as described and supported herein. In
support of this Application, VEDO states:

1. VEDQ is an Ohio corporation engaged in the business of providing
natural gas distribution service to approximately 315,000 customers in west
central Ohio and is a public utility as defined by Section 4905.02 and 4805.03,
Revised Code.

2. On January 7, 2009, in Case No. 07-1080-GA-AIR, the
Commission approved, infer alia, a Sfipulation and Recommendation
(“Stipulation”) filed on September 8, 2008 which authorized VEDO to establish a



DRR for the recovery of: (1) the retumn on and of plant investment, including
capitalized interest, or post-in-service carrying cost charges ("PISCC"), along
with incremental costs incurred under a multi-year program for the accelerated
replacement and retirement of cast iron mains and bare steel mains and service
lines, (2) deferred expenses incurred during Company's investigation of the
installation, use, and performance of natural gas service risers, (3) all costs of
replacement of prone-to-fail risers, (4) the incremental cosis attributable to
assuming ownership of service lines instalied or replaced by Company, and (5)
the incremental cost of assuming maintenance responsibility for all service lines,
less the actual annual savings of certain Operations and Maintenance {*O&M")
expenses from the baseline O&M of $1,192,953. Slipulation at 8-10.

3. Pursuant to the Stipulation, the initial DRR was set at a lsvel
designed to recover the actual deferred costs, as of July 2008, of the
Commission-ordered riser investigation conducted in Gase No. 05-483-GA-COI
over a twelve-month period, the over- or under-recovery of which is to be
included in the calculation for the rate applied for In this Application. Stipulation
at 11, The initial DRR charges became effective on March 1, 2009 and were
reset to zero effective March 1, 2010.

4, The Stipulation requires that by May 1 of each ysar for which the
DRR is approved commencing with 2010, VEDQ “shall make an application in
this docket...to establish the DRR 1o be effective on the following Seplember 1
for the subsequent twelve (12) month period.” Stipulation at 11. The Stipulation




provides that this Application, which is l0 he served on the parties electronically,

shall not be considered to be an application to increase rates and charges. id.

5. As a part of the required May 1 application, VEDQ is required to

provide the following:

h.

The retumn of and on the plant investment, inclugive of
capitalized interest or post-in-service carying costs charges
("PISCC"). PISCC shall be accrued and recovered at the
rate of 7.02% for the accumuiated infrastructure investment
amounts in the DRR from the date that the applicable asteis
are placed in service until the effective date of the next
subsequent DRR;

The incremental costs of the Program (as described in JMF
Exhibit 6);

The actual deferred costs resulting from compliance with the
PUCO riser investigation (Case No, 05-463-GA-COI),

The incremental costs of assuming ownership and repair of
customer service lines as described in the rale case
application;

The costs assoclated with the replacement of prone-to-fail
risers over a five year period;

The incremental revenue requirement for the year and for
each component of the DRR;

A summary of its construction plans for the next year,
including expected Investment, expecied location of the
infrastructure replacement work, and the expected miles to
be replaced; and

The actual annual savings of O&M expenses.

Stipulation at 10 and 12,

6. With respect to this Application, the Stipulation provides that VEDO

*...shall bear the burden of proof of demonstrating the justness and



reasanablensss of tha level of recovery proposed by the Company for the
successor DRR charge; and, support the adjustment to the annual revenue
requirement for increases or adjustments to the then existing DRR charge....*
Stipulation at 12.

7. In order to demonstrate the justness and reasonableness of the
level of recovery proposed for the DRR charges proposed herein and to support
the proposed adjustment to the underlying annual revenue requirement, VEDO
submits the following as attachments hereto:

a. Attachment A: Direct Testimony of James M. Francis (and
included Exhibits);

b. Attachment B: Direct Testimony of Janice M. Bamett (and
included Exhibits); and '

c.  Attachment C: Direct Testimony of Scott E. Albertson (and
included Exhibits).

8. The Stipulation provides that *...[tlhe monthly DRR charge in the
first annual DRR application applicable to Residential and Group 1 General
Service customers shall not exceed $1.00 per cusfomer.” Stipulation at 13.

9. The data and information contained in the Application atlachments-

enumerated above support revised DRR charges as follows:

Rate Scheduls Per Month § Per Cef
310, 311 and 315 $0.66
320, 321 and 325 (Group 1) $0.66
320, 321 and 325 (Group 2 and 3) $0.00458
341 $3.33
345 $0.00120
360 $0.00117



10. A revised tariff Sheat No. 45, Fourth Revised Page 2 of 2, which
reflects the DRR charges in No. 9 above is included in the Direct Testimony of
Scott E. Albertson as Exhibit No. SEA-2.

WHEREFQRE, VEDO respectfully requests that the Commission approve
the DRR charges shown on the proposed Sheet No. 46, Fourth Revised Page 2
of 2, included in the Direct Testimony of Scott E. Albertson as Exhibit No. SEA-2.

Reaspectfully submitted,

Eretchen J (Put

McNees Wallace & Nurick LLC
Fifth Third Center

21 East State Street, 17" Floor
Columbus, OH 43215
Telephone: §14-469-8000
Telecopier: 614-469-46563

ghummek®mwnembh.com

Attorney for Yectren Energy Delivery of
Ohio, inc.
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DIRECT TESTIMONY OF JAMES M. FRANGIS

INTRODUCTION

Please state your name, business address and occupation.

My name is James M. Francis. My address is One Vectren Square,
Evansville, Indiana, and | am Director of Enginsering & Asset
Management for Vectren Utility Holdings, Inc. ("VUHI"), the parent
company of Vectren Energy Delivery of Ohio, Inc. (*VEDO® or “the
Company”).

What are your duties in your present position?

| have responsibility for engineering and technical support for VEDO utility
operations. My specific responsibilities include System Design and
Planning, Corrosion Control, Project Engineering, Compliance, Standards,
Asset Management, Pipeline Integrity Management, and Capital Planning
and Management. Additionally, | am responsible for identifying: and

implementing many of VEDQ's asset management programs,

Please describe your work experience.

| have been employed by VEDO since April 8, 2004 when | became the
Director of Technical Services. My litle has subsequently been changad
to Director of Enginearing & Asset Management. Prior to my current
position, | have been employed with VEDO since the purchase of the gas
assets of the Dayton Power & Light Company in 2000. Immediately prior
to my curent position, | was the Regional Manager of the Troy Cperating

Francis Direct Tastimony 1
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Region with responsibility for field operations. | also held other positions
at VEDQ including Planning Manager and Measurement Supervisor. Prior
to my employment with Veciren, in 1991, | became an employee of
Dayton Power & Light since 1981, serving as a Project Engineer, sttem

Planner and Measurement Supervisor.

What is your educational background?

| received a Bachelor of Science in mechanical engineering from the
University of Dayton in 1993. | received a Masters in Business
Adrministration from The Ohio State University in 2000.

Are you involved in any gas industry association activities?
Yes. | am aclive in the American Gas Association’s ("AGA") Operating
Section. | am currently a member of the AGA's Distribution and

Transmission Engineering Commitiee.

Have you previously testified before this Commission?

Yes. | lestified in VEDO’s most recent general rate case, Case Ne. 07-
1080-GA-AIR (“Rate Case”), in support of the need for recovery of certain
costs under the Distribution Replacement Rider ("DRR") proposed in that
proceeding.

What is the purpose of your testimony in this proceeding?
First, | will provide details on the progress of VEDO's accelerated bare
steel and cast iron replacement program (“Replacement Program™). | will

discuss the status of pipe replacement, the costs incurred and the bensfits

Francis Direct Testimony 2
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identified in 2009, | will address certain other issues, such as meter
relocations and plastic pipe retirements, and how these are addressed
within the Replacement Program. | will discuss the processes used to
assess and award the canstruction work associated with the Replacement
Program. | will provide the 2010 replacement plan and discuss why recent
and projected investments under the Replacement Program are legs than

contemplated in the Rate Case.

The second portion of my testimony will discuss VEDO's riser replacement
program (“Riser Program”). | will detail the status of replacements and
costs associated with the Riser Program thmugh December 31, 2009. |
will also discuss how the Riser Program work was awarded in 2008 and
the plan for the replacemant of the Company's remaining prone-to-fail

risers.

The third portion of my testimony will discuss VEDO's experience with the
change in service line ownership and responsibilities which took effect in
2009.

The final portion of my testimony will discuss identified savings resulting
from the Replacement Program as well as the additional costs incurred by

VEDO due to the change in service line responsibility.

What Exhibits are you sponsoring in this proceeding?
| am sponsoring the following exhibits:

Francis Direct Tastimony 3
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o Exhibit No. JMF-1- 2008 VEDO Bare SteelCast Iron ("BS/GI’)
Replacement Program Progress

« Exhibit No. JMF-2- VEDO BS/CI 2010 Replacement Plan

» Exhibit No. JMF-3- VEDQ Riger Replacement Program 2009 Costs

» Exhibit No. JMF-4- VEDO 2000 BS/CI Maintanance Expense

» Exhibit No. JMF-5- VEDO Incremental Service Line Respongibility
O&M Costs

¢ Exhibit No. JMF-6- VEDO Incremental Service Line Responsibllity
Capital Costs

Q. How s your testimony organized?
My testimony is organized in four sections:
l. Bare Steel and Cast Iron Replacement Program
. Riser Replacement Program
.  Service Line Responshility

V.  Maintenance Savings & Incremental Costs

l. Bare Steel and Cast lron R cement P m

Q. Please provide a brief description of VEDO's Replacement Program.

A, As of the end of 2008, VEDQ had a total of 524 miles of bare steel and

172 miles of cast iron main remaining in its system. In its Rate Case,
VEDO proposed to replace its remaining bare steel and cast iron
infrastructure over a twenty year period, or approximately 35 miles per

year. The Replacement Program, as approved by the Commission in that
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case, includes the replacement of both mains and service lines. The
existing bare steel and cast iron mains and service lines are being retired

as part of the Replacement Program.

How much infrastructure did VEDO replace in 2009 as part of the
Replacement Program?

In 2009, VEDO retired 18 miles of bare steel and 6.5 miles of cast iron
mains under the Replacement Program. Additionally, VEDO replaced
1722 bare steel service lines, retired 58 service linas and tied over an

additional 74 service lines.

How much did VEDQ Invest in the Replacement Program In 20097

As identified by VEDO witness Janice M. Barrett, VEDO's Replacement
Program investment in 2009 was $11,250423. Exhibit No. JWF-1
provides detailed list of the projects that comprised the 2009
raplacement plan, the costs of those projects as of December 31, 2009,
and the amount of main footage and number of service lines replaced.
For some projecls placed in service in 2009, additional cosis will be
incurred in 2010 for certain trailing charges (such as restoration costs).
These costs will be included in future DRR filings.

Did VEDO retire any plastic main ss part of the Replacement
Program in 20097
Yas. VEDO retired 2,640 feet of plastic main within the projects

completed in 2009. There were a number of reasons why plastic main
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segments were retired, which were discussed in my testimeny in the Rate
Case. Some short segments of plastic main existed among the bare steel
or cast iron infrastructure. It would have been more costly to try and
salvage that main rather than replace it. Thera existed sections of plastic
main at the ends of some distribution systems being retired wherein those
segments no longer served any customers; therefore, there was no
reason to replace and continue to maintain those segments. Finally, there
were sections of existing plastic main that required additional pressure
testing in order for them to be operated at the higher maximum aliowable
operating pressure ("MAOP") applicable to the replaced distribution
system — and where during the test the main failed to hold the required
pressure. Replacement was a more cost effective option than attempting

to find and rapair the deficiencies in the existing plastic main.

Did VEDO move any meters outside as part of the Replacement
Program?

Yes. VEDO moved 1,877 meters outside in 2009. Bacause the newly
installed mains operate at a higher pressure (requiring the installation of a
service regulator), the cost associated with moving the meters outside was
less than if the meter remained inside and the necessary regulation was
installed outside. In addition to better utilization of VEDO's capital, moving
the meters outside should improve operational efficiency associated with
future meter order work and eliminate the need for inlernal atmospheric

corrosion inspections.

Francig Direct Testimony 6
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Doss VEDO believe that the Replacement Program is achieving or
will achieve the expected benefits?

Yes. VEDO expects to experience improved service reliability and safety
through the reduction of leakage and the replacement of the mains and
service lines that contribute most to system leaks. Replacing this pipe,
moving meters outside, and retiring the older assets will drive workforce
efficiencies. The Company was able, in 2008, to achieve improved capital
utilization by replacing the existing main infrastructure with fewer miles of
new main. Customers and property owners should experience a reduction
in the number and frequency of disturbances and inconveniences (such as
leak repair, service interruptions, etc.) as the older sections of main are
retired. The elimination of active leaks will result in a relatively lower level
of lost and unaccounted for gas, although It is impractical to quanﬁfy a
specific reduction. Finally, VEDO expects long term benefits in terms of
reduced impacts on the communities where public infrastructure

improvements may occur after these projects were completed.

. - What operational benefits did VEDO achieve as a resuit of the

Replacement Program in 20097

There are a number of operational benefits that VEDO has achieved as a
result of the Replacement Program. The replacement of these assets has
reduced the number of active leaks in VEDO's system, will reduce the
occurrence of fulure leaks and leak repair work, and wil reduce

interruptions, inconveniences and disturbances to customers. Specifically,
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the replacement projects from 2009 have allowad VEDO to eliminate 79
active leaks, of which 21 would have reguired a more immediate and loss
efficient repair. VEDQ should ba able to reduce a number of asset
condition related meter orders (Quigide Gas Lsak, Gas Emergency, Water
in Line, and No Gas orders). The Company has experienced an average
of 113 meter orders of these types on the assets that were replaced In
2002. VEDQ moved 1,977 inside meters outside. This will eliminata the
requirement for a separate atmospheric comosion check, Cerlain system
components that had been used to address issues associated with assets
in poor condition have been eliminated, such as the 47 drips used to
remove water from low presswe mains. Ultimately, these types of
improvements provide rekiability and safety benefits to VEDO's customers

or property owners that live in the vicinity of the replacement projects.

Did VEDQ derive cost savings from the 2009 replacement projects?

Yes. VEDO has detailed the reduction of specific work items, assets and
the estimated raduction of historically experienced work quantities, all of
which allowed VEDO to achieve maintenance cost savings attributable to
the Replacement Program (and specific to the assets that were retired).
Quantification of the savings achieved in 2009 compared to the baseline

amount of $1,192,053 will be discussed later in my testimony.

Were the construction projects within the 2009 Replacement

Program competitively bid?
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Yes. VEDO competitively bid the construction work associated with the
2009 projects.

How were the bid packages organized, bid and awarded?

Based on the geographical location of the projects, VEDO divided the
planned 2009 projects into four bid packages. The bid packages
contained both bare steel and cast iron replacement projects as well as.
riser replacement work. A contracior could bid on any of the four
packages but was not required to bid on all packages. The contractors
were also able io bid on the projects included in the Replacement
Program only, the Riser Program only, or both. Each bid package was

independently evaluated.

Six different construction contractors were invited to provide bids for the
work. Two of the contractors elected not to bid due to resource
constraints. Additional contractors expressed interest in the work either
during or after the bid process had begun. Due to the need for those
contractors to satisfy operator gualification requirements and the impact a
delay would have on the completion of the 2009 projects, these
contractors were not included in the bid process; however, they were
informed that they would be provided opportunities to bid on work in

subsequent years.

A pre-bid mesting was heki with all of the contractors to provide direction
and to answer guestions with regard to the work to be performed and the

Francis Direct Tastimony 9
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bids to be submitted. Each contractor was provided with copiss of prints

for all of the projects and given time to visit the prolect sites prior to
submitting bids.

Bids were submitted based on unit pricing; that is, a fixed price for a given
unit of work to be performed. VEDO used the unit prices and the
astimated work units for each project to create comparative cost
estimates. These comparative estimates were then summarized for each
bid package. Each package was evaluated based on overall cost
Additionally, VEDO evaluated each contractor qualitatively based on either
personal experience or through feedback on performance from other
utilities to ensure that contractors awarded the work were able to meet our

performance expectations and time requirements.

Due to the variability in bid prices for the riser replacement work, VEDO
elected to award work under the Riser Program separately frmﬁ the
Replacement Program. Each bid package was evaluated independently
and awarded accordingly.

What is VEDO’s replacement plan for 20107

VEDO's planned replacement projects for 2010 are identified in Exhibit
Nec. JMF-2. VEDO plans to spend approximately $11,000,000 under the
Replacement Program, replacing approximately 18 miles of bare steel and
cast iron main along with the bare steel service lines served from those

mains. As was the case in 2009, VEDO reserves the right to modify the
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plan as necessary to accommodate additional or different, higher priority

projects as circumstances may change throughout the year.

In the Rate Case, VEDO indicated an annual Replacemont Program
investment of $16,875,000. Why is the actual 2009, and planned
2010, level of investment less than this amount?

Based on the economic ¢climate, in the near term VEDO has constrained
lts planned capital expenditures in an affort to reduce immediate capital
needs and potential exposure to higher capital costs. This reduction in the
number of capital projects completed in 2009 and planned fer 2010 has
occurred at each of VUHI’s operating ulilities. As a result, the investment
in the Replacement Program in 2009 and 2010 is less than the level
estimated in the Rate Case. On-going assessment of the economic
impact on the Company’s capital spending levels will continue and may
impact the annual level of investment in the Replacement Program.
Presentad in the Rate Case as a 20 year program, changes in individual
year expenditures can be accommodated. Moreover, program progress
over time will impact the necessary level of investmant in later years.
VEDO remains committed to the Replacement Program, is making very
good progress as evidencaed by the 24.5 miles of pipe retired in 2009, and
plans to continue {0 replace this oider nfrastructure on an accelarated

basis as compared 10 historical replacement rates.

Francie Direct Testimony "



10

"

12

13

14

15

16

17

18

19

Riser Program

Please describe the Riser Program.

As orderad by the PUCO, beginning in 2007 VEDO began conducting an
inventory of customer owned service risers in its service temitory, VEDO
completed its inventory of risers in 2008, The cost for the riser inventory
project was included in the initial DRR charge, per the Commission’s order

in the Rate Case.

In the inventory project, VEDO identified 77,890 field assembled or
design-A type risers as “prone-to-failure” as defined by the PUCO. VEDO
originally developed a program to replace its prone-to-fail risers over a five
year period, beginning in 2008. Subsequently, VEDO determined that
riser type that had not been identified as “prone-to-fail" had been included
in the total targeted replacements. As a result of this reassessment,
VEDO will replace a totel of 58,440 risers under the Risar Program.

How many risers did VEDO replace in 20097

VEDO replaced 16,003 prone-to-fail risers in 2008. The cost to replace
these risers was $5,451,132 or $341 per riser. Exhibit No. JMF-3 provides
a breakdown of the costs incurred under the Riser Program. VEDO plans

io replace the remaining 42,437 “prone-to-fail” risers by the end of 2012,
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What methods did VEDO use to replace risers in 20097
Where possible, VEDO used the Perfection Servi-Sert service head
adaptor to replace the service riser head. Where the Servi-Sert was not

able {0 be used, the entire riser was replaced.

Was the riser replacement work In 2009 competitively bid?
Yes.

How were the bid packages organized, bid and awarded?
The Riser Program bid packages were organized geographically into four
packages, with the geographic regions matching those of the

Replacement Program.

As was the case with the Replacement Program, six different constniction
contractors were invited to provide bids for the riser work. The same two

contractors elected not to bid due to resource constraints.

A pre-bid meeting was held with all of the contractors to answer questions
with regard 1o lhe work to be performed and the bid packages to be
submitted. Each contractor was provided with a count of risers to be

raplaced by package.

Bids were submitted based on unit pricing for full replacements, service
riser head replacements and any associated activities. VEDO used the

unit prices to create comparative cost estimates for each package. Each
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package was evaluated independently, much like the Replacement

Program, and awarded accordingly.

Was some of the riser replacement work completed by VEDO crows?
Yes. In addition to the contracted crews, VEDO used intemal crews to

complete a number of replacements.

What is VEDO’s riser replacement pian for 20107

VEDO has used a similar process to bid the riser replacement work for
2010 and plans to replace approximately 17,000 risers. The wark was
once again divided into four geographical regions and each region was bid

as a separate package.

Service Line Responsibility

Are you able to assess how VEDO's transition to service line
responsibility has progressed?

VEDO continues io view the transfer of sarvice line responsibility to the
Company as a positive for both the Company and iis customers. As a
resut of the change, new policies, processes and procedures for
installation, replacement, and repair of service lines and meter gettings
were developed and Implemented. Changes in intemal resources and
crew make-up were necessary, as were additional contract resources, to
perform some of the additional work. VEDQ implemented communication
programs to ensure all parties affected by this change, including

customars, plumbers, masterial suppliers, contractors and intemal
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personnel were well informed. VEDO worked with the Dayton Area Home
Builders Association to understand builders' needs and concermns with this
new process along with educating the home buliding industry about these
changes. Additional education on municipality house line inspection and

requirements was provided.

In general, VEDO's assumption of service line responsibility has been a
benefit to its customers. Customers no longer are required to schedule
the services of a plumber to repair & replace their service line, minimizing
inconvenience and out of pocket costs for customers. VEDOQO's response
times to leak calls and its repair activities have reduced the amount of time
customers have been out of service. The Company’s ability to adjust to
an ever changing schedule to mest the needs of customers has also been
a benefit. Also, confusion over customer responsibility for the service fine
has been essentially eliminated because there is now a clear delineation

of responsibility between the customer and VEDO.

What are some of the challenges VEDO continues to face as a result
of the change in service line responsibility?

The scheduling of intemal and contractor resources, {0 deal with the more
immediate and changing customer demands, has been a chalienge.
Obtaining accurate site readiness, customer need dates, or house line
inspection information. continues to be a challenge, as VEDO will often find
that a site is not ready by the requested date and then its resources must

be redirected. VEDO is continuing to refine its processes in an effort to
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obtain more accurate information from customers. An additional challenge
has been the volume of service line replacements beyond thase included
in the planned projects under the Replacement Program. Because VEDO
(and its customers) have a significant number of aged service line assets,
the amount of service line replacements has been significant. However, -
VEDO does expect thal as the Replacement Program matures, over time
this activity will be reduced.

How have VEDO’s customers benefited from the change in how
service lines are operated and maintained?

VEDQ has replaced or relocated a number of service lines. Those
customers would have incurred an out-of-pocket expense for repairs or
replacement absent the change in service line responsibility. When VEDO
does replace a service line and completes a relight of customer
appliances, the Company is able to assess the condition of the customer
appliance(s) prior to completing the relight while it Is conducting an
atmospheric safaty check.

Has VEDQ experienced any Incromental O&M exponses as a result of
assuming servica line responsibility?

Yes. VEDO has had to repair a number of gas leaks on the portion of the
buried service line and the above ground meter setting that was praviously
maintained by the cusiomer. As 2 result of this change, VEDO has seen
both an increase in capital replacements and cperations and maintenance

expenses to repair these leaks. In 2009, VEDO spent $242,524 on
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service line leak repalrs. This represents a 67% inCrease over the

basefine expense amount of $145,655 experienced in 2007.

Maintsnance Savings and Incremental Costs

Did VEDO achieve maintenance savings in 2002 compared to the
baseline amount of $1,182,9637

Yes. VEDO calculated its maintenance expenses incurred in 2009 by the
same method it used to calculate the baseline maintenance expense
amount of $1,192,953. The actual comparable maintenance expenses in
2009 were $871,769, resulting in a variance against the baseline of
$321,184. Exhibit No. JMF-4 provides the actual 2009 mainienance

expenses and a compariscn against the baseline expense amount.

Are the maintenance savings fully attributable to the Replacement
Program?

No. While certainly the elimination of the bare steel and cast iron
infrastructure would have driven some of the cost reductions, the change
in service line responsibilities aleo led to some of the savings. The reason
for this is that VEDO completed a significant number of service iine
replacements that would have formerly been at the customer's expanse.
The resources thal previously had been conducting more lesk repairs
instead completed service line replacements, which are capital
expenditures. As such, the mainténance expenses |dentified in 2008 are
not necessarily indicative of the ongeing level of O&M. Rather, they are
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indicative of the work VEDO actually performed in a single year {(2009).
As such, the actual maintenance savings as compared to the bageline will

change year over year,

Has VEDO experionced any incremental O&M expensas as a resuit of
assuming service line responsibllity?

Yes. As discussed earier, VEDQ has had to repair a number of gas leaks
on the portion of the buried service line and the above ground meter
setting that was previously maintained by the customer, resulting in an
increase in operations and maintenance expenses. In 2009, VEDO spent
3242524 on leak maintenance of sarvice lines. This represents an
incremental cost of $86,868. $265,144 of these incremental costs are
reflected in the total maintenance expenses for 2008 attributable tn the
bare steel and cast iron infrastructure ($871,769). The remaining $71,725
is the expense that VEDO incurred for service lines that are not
associated with bare steel or cast iron infrastructure. Exhibit No. JMF-6

provides the calkculation of the incremental expenses,

Has VEDO experlenced any incremental capital investment as a
result of assuming service line responsibility?

Yes. VEDO has had lo replace a number of service lines In onder to
eliminate gas leaks on the portion of the buried service line and the above
ground meter setting that was previously maintalned by the customer. As
a result of this change, VEDO has seen an increase in capital costs. In

2009, VEDQ spent, on average, $4,953 per service line replaced. This
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represents an incremental investment of $1,255 per service line replaced
over that experienced during the baseline period of 2007, The
incremental investmeant includes the cost for the incremental length of curb
to meter service line and meter setting that was formerly installed and
maintained by the customer. In 2009, VEDO replaced 1,111 service lines
that were not associated with the Replacement Program. This equated io
an incremental capital investment of $1,394,305 for service line
replacements as a result of the assumption of this responsibility for service
lines. Exhibit No. JMF-8 provides the calculation of the incremental

investment,

Does this conclude your testimony?

Yes,

Francis Direct Testimony 19
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Exhibit No. JMF-3
Veciren Energy Delivery of Ohio
Page 1of 1

VEDQ Riser Replacemeant Program

2009 Costs
Contract Labor $ 2,507,109
Materials $ 1,412,218
Labor $ 524,697
Other Expenses $ 166,124
Overheads 5 840,584
Total $ 5,451,132
# Risers 16,003
Cost per Risor $ 341




Exhibit No. JMF-4

Yatiren Enangy Dalivory of Ohio
Page10i 1
YEDO Maintenance Expense - B/C)
Moter Order Management
Lsaks ' 3467
Investigate Gas Emergency 837 782
No Gas 1831 1851
Water in Service 11 361
Total 8245 5880}
% Allocated to BS/CI Fagilities : 48% 48%,
Orders applicable to BS/CI 2598 2822}

Total Mgter Qrders 122091

|Meter Order Mgml Actusls § 3,542,248 | $ 3,814,255

Average Cost per Order 20.01 31.07

Averaga cost per Assel Condition based Order 5B.03 8§2.15
" Leak Investigation order averages lpproximlely -1 longer than mmgn roetar order

Orders Appllcable to B 9

Gondition based Order $ 173,568 | § 176,408
Leak Repair & Management

Sewibel.gk Repair Acluals . i ‘ § 145,655 [§ 242,524- .
% of Service BS/C| Leak Repairs 58% 44%
Service Q&M Expanses attibutabla to BS/CI 3 B1,567 | $ 108,711
Total Main Leak Repair Acluals — 13 1,610,664 1,060,527
Cost Associsted with Soft Surface Repairs 644,274 | ¢ 477,237
% of Soft Surface Repairs on BS/CI Main Leaks 39% 49%|
Cost Associated with Hard Surface Rapairs 3 966,410 | § 563,290
% of Hard Surface Repairs on BS/ClI Main Leaks 71% 81%
Main Q&M Expenses atfributable to BS/CI § 937418 1 $ 486 663

[TOTAL BS/CI MAINTENANGE EXFENSES IE 1,192,953 | & 571,769
[NET MAINTENANGE EXPENSE REDUGTION T [$ 521,184 |
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DIR TIMONY OF JANICE M. BARRETT

INTRODUCTION

Q.
A.

Please state your name and business address.

Janice M. Barrett. One Vectren Square, Evansville, Indiana 47708.

What position do you hold with Vectren Energy Delivery of Ohio, Inc.
(“VEDO" or “the Company”)?

| am Director of Regulatory and Plant Accounting for Vectren Ulility
Holdings, Inc. ("VUHI), the immediaté parent company of VEDO. | hold
the same position with two other utility subsidiaries of VUHI — Southem
indiana Gas and Electric Company d/b/a Vectren Energy Delivery of
Indiana, Inc. ("Vectren South”) and indiana Gas Company, Inc. dib/af
Vectren Energy Delivery of Indiana, Inc. ("Vectren North").

Pleass describe your educational background.

| am a 1993 graduate of The Ohio Slate University with a Bachelor of
Science Degree in Agriculture. | continued my education at Louislana
State University and Miami University of Ohio and obtained my public
accounting certification in 1988. | am a Certified Public Accountant in the

State of Indiana.

Please describe your professional experience.
From 1996 to 1998, | was employed by KPMG Peat Marwick, LLP first as &
staff auditor and ultimately promoted to Supervising Senior. From 1998 to

Barrett Direct Testimony 1
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2001, | was employed by Prime Succesaion, Inc. where | served as
Director of internal Audit. Since 2001, | have been employed by VUHI and
have held various Corporate Accounting positions. In March 2008, | was
promoted to Director of Regulatory and Plant Accounting.

What are your present duties and responsibilities as Director of
Regulatory and Plant Accounting?
| am responsible for and oversee all regulatory and plant accounting

functions for VEDO (and VUHLI's other utility subsidiaries).

Are you familiar with the hooks, records, and accounting procedures
of VEDO?

Yes, | am.

Are VEDO's books and records maintained in accordance with the
Uniform System of Accounts {“USoA”) and generally accepted
accounting principles?

Yes,

Have you previously testified before this Commissgion?
No.,

What is the purpose of your testimony in this proceeding?
My testimony in this proceeding will provide an explanation of the
calculation of the revenue requirement for VEDO's Distribution

Replacement Rider ("DRR"), which includes the bare steel and cast iron

Barrett Direct Testimony 2
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pipe replacement program (“Replacement Program®), natural gas riser
replacerment program (‘Riser Program™) and incremental costs associated
with the Company's assumption of service line respansibility. | will also
provide an explanation of the accounting procedures the Company uses fo
record and segregate the costs associated with the DRR.

What exhibits are attached to your testimony?

The following exhibits are attached to my testimony:

Exhibit No. JMB-1 - Summary of DRR Revenue Requirement

Exhibit No. JMB-2 — Revenue Requirement for Main Replacement Program

Exhibit No. JMB-2a - Annualized Property Tax Expense for Main
Replacament Program

Exhibit No. JMB-2b — Deferred Taxes on Liberalized Depreciation for Main
Replacement Program

Exhibit No, JMB-3 — Revenue Requirement for Service Line and Riser
Replacement Programs

Exhibit No, JMB-3a - Annualized Properly Tax Expense for Sarvics Line
and Riser Replacement Programs

Exhibit No. JMB-3b — Deferred Taxes on Liberalized Depreciation for
Service Line and Riser Replacement Programs

Exhibit No. JMB4 - DRR Varance of Deferred Natural Gas Riser

Investigation and Replacement Expenses

Barrett Direct Testimony 3
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ACCOUNTING PROCEDURES

Q.

Please explain the work order process that VEDO utilizes fo
segregate and record the capital costs of the replacement program,
riser program and service line responsibility (collectively
“Programs”) while the projects are under construction {"Program
Construction Costs").

To ensure proper accumulation and segregation of Program Construction
Costs, a project number is assigned to each capital work order. All
Program Construction Costs, as incurred, are recorded to the assighed
project number and are maintained in the Company’s Financial Information
Systam ("FIS") Projects Accounting ("PA") module, The project number is
required for the recording of all Program Construction Costs into any of the
FIS feeder systems. Each of the feeder systems, which include payrol,
accounts payable, and material inventory, interface with the PA module.
Total incurred Program Construction Costs can be viewed and/or reported

by the project number at any time as the Programs progress.

What types of costs did VEDO include in the value of the property
under construction for purposes of the DRR?

The DRR includes the construction costs of the Programs, as well as
engineering and project management, permitting, consulting services, she
preparation, equipment and installation, cost of retirement, allowance for
funds used during construction (*AFUDC™), an allocation of administrative

overhead, and othar related expenses.

Barrett Direct Testimony 4
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How is AFUDC recorded as a cost of the Program CGnstrucfion
Costs?

AFUDC is recorded as part of the Program Construction Costs In
accordance with UScA and at the AFUDC rate used for all other VEDO

construction projects, currently 8.55%.

When does VEDO discontinue recording AFUDC on the Program
Construction Costs?

VEDO ceages the accrual of AFUDC when work orders are placed in
service and, at the same time, begins accruing post n service carrying
costs ("PISCC") at an annual rale of 7.02%, as provided for in the order in
Case No. 07-1080-GA-AIR. The PISCC deferred as of December 31, 2009
has been reflected on Exhibit No. JMB-2, Line 11 for mains and Exhibit No.

JMB-3, Line 14 for service lines.

Please explain PISCC and how it works.

PISCC is an allocation of interest cost on the investment made in the
Replacement Program and is accumulated from the in service date through
the date the Replacement Program costs are included for recovety in the
DRR or in base rates, The PISCC is recorded at a rate of 7.02% as
ordered in Case No. 07-1080-GA-AIR.

Does the Replacament Program include retirements and cost of

removal of utility plant assets?

Barrett Direct Testimony 5
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Yes. Existing bare stoel and cast iron mains and service lines are being
retired as part of the Replacement Program. VEDO discontinued the
installation of bare steel and cast iron for mains in the 1950's; therefors any
retirements of these types of mains and service lines represent fully
depreciated plant in service. As the retirements are performed, VEDO is
also recording the cost to retire or remove the bare steel and cast iron

assets as part of the Replacement Program.

How did YEDO account for the asset retirements and associated cost
of removal?

In accordance with the USoA, the retirement of utility assets, at original
cosl, and the retirement’s related cost of removal made necesgsary by the

Replacement Program were charged to the asscciated depreciation

. 1eserve(s). The Replacement Program's original cost retirements are

reflected on Exhibit No. JMB-2, Linas 4 and 2 for mains, and on Exhibit Neo.
JMB-3, Lines 6 and 12 for service lines, and cost of removal is reflacted on
Exhibit No. JMB-2, Line 8 for mains and Exhibit No. JMB -3, Line 11 for

service lines.

What operating expenses are included In the DRR revenue
requirement calculation?

VEDO has reflected the annualized property tax (Exhibit No. JMB-2, Line
18 (mains) and Exhibit No. JMB-3, Line 21 (service lines and risers)} and
annualized depreciation expense (Exhibit No. 2, Line 18 (mans) and

Exhibit No. JMB-3, Line 22 (sarvice lines and risers)) based on the net

Barrett Direct Testimony 6
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additions to plant In service as shown on Exhibit No. JMB-2, Line 5, mains,
and Exhibit No. JMB-3, Line 7, servica lines. The annualized depreciation
expense was calculated using the depreciation rates approved in VERO's
base rate case, Case No. 04-0571-GA-AIR, and property tax expense is
supported by Exhibit Nos, JMB-2a, mains, and JMB-3a, service lines and

risers.

VEDO has also included the incremental cost assaciated with assuming
responsibility for service lines. This expense is reflected on Exhibit No.
JMB-2, Line 23. VEDO witness Francis provides the support for the

incremental expense on Exhibit No. JMF-5.

Are there maintenance expense adjustments assoclated with the
Programs?

Yes. As described by VEDO wilness Francis, the maintenance expense
adjustments are measured by comparing actual maintenance expenses for
leak (maine and services) and meter maintenance for the tweilve months
ended December 31, 2009 to baseline mainlenance expense of
$1,192,953 as defined in VEDO's last base rate case, Case No. 07-1080-
GA-AIR. VEDQ witness Francis' Exhibit No. JMF-4 provides the actual to
baseline comparison and defines the adjustments applicable to this filing,
which are reflected in the revenue requirement on Exhibit No. JMB-2, Line
20 for mains and Exhibit No. JMB-3, Line 24 for service lines.
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Q.

EXPLANATION OF EXHIBITS

Please explain Exhibit No. JMB-1.

Exhibit No. JMB-1 summarizes the annual DRR revenue requirement, which s
supported by Exhibit Nos, JMB-2 through JMB-4.

Please explain Exhibit No. JMB-2 and Exhibit No. JMB-3.

Exhibit Nos. JMB-2 and JMB-3 represent the revenue requirement
calculation for VEDQ's DRR based on net rate base at December 31,
2009 inclusive of post in service carrying costs ("PISCC") and deferred
taxes relaied to depreciation and PISCC. Exhibit No. JMB-2 reprasents
the revenue requirement calculation for the main replacement program
and Exhibit No. JMB-3 represents the revenue requirement calculation for

service line and riser replacements.

Please explain Exhibit No. JMB-2a and Exhibit No. JMB-3a.

Exhibit Nos. JMB-2a and JMB-3a provide the calculation of the annualized
property tax expense based on the net additions (mains, service lines and
risers) to Plant in-Service from the Programs. This calculation follows the
process used in VEDO's Annual Report to the Ohio Department of
Taxation to determine the Net Property Valuation and uses the latest
known average property tax rate. Exhibit No. JMB-2a provides information
for the net main additions and Exhibit No. JMB-3a provides information for

the net service line and riser additions.

Please explain Exhibit No. JMB-2h and Exhibit No. JMB-3b,

Barratt Direct Testimony 8
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A Exhibit Nos. JMB-2b (mains) and JMB-3b {gervice lines/risers) provide the

calculation of deferred taxes on depreciation for the Programs’ capital

investments placed in service during 2009.

Q. Please explain Exhibit No. JNB-4.
A. Exhibit No. JMB-4 provides the calculation of the DRR variance for the 12

months ended February 28, 2010. This variance refates to the deferred

expenses associated with VEDO's natural gas riser investigation and

replacements.

Q. Does this conclude your direct testimony?

Yes.

Bamett Direct Testimony B



Exhibit No. JMB-1

Page 1 of 1
VECTREN ENERGY DELIVERY OF OHIO, INC.
DISTRIBUTION REPLACEMENT RIDER
SUMMARY OF DRR REVENUE REQUIREMENT
Line Description Anmount Referance

1 Mains Revenue Requirement $ 650,184 Exhibit No. JMB-2, Line 23
2 Service Lines Revenue Requirement 2,225,847 Exhiblt No. JMB-3, Line 27
3 Annual DRR Revenue Requirement $ 2878011 Line 1 +Line 2



Exhibit No. JMB.2

Page 1 of ¢
VECTREN ENERGY DELIVERY OF OHID, INC.,
DISTRIBUTION REPLACEMENT RIDER
ANNUAL REVENUE REQUIREMENT - MAINS
Line  Doscription Amound Referencs
1 Retum on Investment:
2 ant In- j
3 Additicna - Main Replacements $ 7062973
[ ] Qriginal Cost - Retired Mains 51?4IE!
$ Tote) Plant In-Service $ 6,588,921 tim 3 ¢+ Ling 4
] soumlgte ation o
7 Depredalion Expense - Maing $ (33,831)
8 Cost of Removal - Meing 407,719
'] Onginal Cost - Retired Mains 174,052 Ling 4
10 Tolal Acoumulated Depreaciation $ 547,890 Sumoftinis 7 - §
" Past In-Service Camrying Costs (PISCC) $ 98,323 3
12 MNet Deferved Tax Balanca - PISCC $ (3413 Ling 11 x 35%
13 Defered Toxes on Deprociation 5 (1,2B5.203)  Exhibit Ne. JMB-2b, Line 14
14 MNei Rate Base s 8215458  SumofLines 5 and 10-13
15 Pre-Tax Rate uf Relum 11.87%  Caee No. O7-1080-BA-AIR
16 Annualized Retum on Rate Base - Mains ! Hm Ling 14 * Line 15
17
18 Annualized Property Tax Expense $ 150,851  ©xhibk No. MMB-2a, Line 15
19 Annualized Dapreciation Expansa $ 121,894 Linesx 177%™
20 Annuslized ¥ aintenance Adjustmeni 3 {347,785) {2
| Total Increm ental Operaiing Expanses - Muins $ {75,180) Bum of Lines 18-20
22  Varianca $ - @
23 Totat Annual Revenue Reguirement - Maina

2 65&154 Lirg 18 = Line 21 + Line 22
(To Exhibit No. JMB- and ik Mo . page | ol 8)

{1} FERC Account 878 depreclalion rate approved in Case No. 04-01671-GA-AIR.
(2) Support pravided by VEDO Witness James Francis, Exhibit No. JMF-4, Main Leaks Mainlanance Expense

2008 expansa less Baseline xpansg afiributable 1o Bare SteekCast lron.

(3) PISCC is accrued at an annual rate of 7.02% from the in service dete untilinvesiments e reflacted in the DRR rats.
(4) Not applicable as 1his represents Vectren Energy Dalivery Ohio, Inc.'s firel snnual DRR fling.



Exhilit No. JMB-Ia

Pags 1 of 1
VECTREN ENERGY DELIVERY OF OMIO, INC.
DISTRIBUTION REPLACEMENT RIDER
ANNUALIZED PROPERTY TAX EXPENSE - MAIN REPLACEMENTS
Line Description Amount Raference

1 Mains Raplacemants - Book Vatue $ 7082973 Exhibit No. JMB-2, Line 3
2 % Good 99.3%

3 Tax Valye ¥ 5,042.902 Line 4 xLinp 2

4 X 26% 25,

& Taxable Valua/Assessment $ 1735726 Line 3 xLina 4

B VEDO's Avarage 2010 Property Tax Rate B.76%

7 Annual Property Tax Expanss - Main Rep/acements § 182,080 Line 5x Line &

g Mains Retired - Book Value $ [(174,052) Exhibil No. MB-2, Line 4
o % Good B.7%
10 Tax Value s (83,877) LneBxline8

1% x 26% 26.0%

12 Taxaeble VValua/Assesament $ (15,064 Line 10 % Ling 11

13 VEDQ's Averape 2010 Property Tax Rute B.78%

14 Annual Property Taz Reduction - Main Retirements ' Line 12 x Line 13

18 Anhuallzed Proparty Tax Expense - Mains $ 160,65% Lirg 7 + Lina 14

{To Exhibit No. JVB-Z, Line 18)



VECTREN ENERUY DELIVERY OF OHIO, INC.
DISTRIBUTION REPLACEMENT RIDER

DEFERRED TAXES ON LIBERALIZED DEPRECIATION - MAINS

Line Description Amount
1 Pla 13
2 Mais - Bare Steel/Cast Ion Replacemants g 706297
3 Book to Tax Basis Adjustmert - Capihalized Interest § {3,810}
4 Book to Tax Basis Adjustmeant - Bonus Depraciation {2,528.562)
5 Tetal Income Tax MACRS Depraciation Base § 3529581
8 iation:
7 MACRS - 15 Year 5 176479
B Bonus Depreciation 3 582
) Total Tax Depraclation 2,706,061
10 Book Depreciation:
11 Mains $ 33881
12 Tax Depreciation in Excess of Book Depreciation $ (3672,180)
13 Fadaral Defarmad Taxes at 35% 5%
14  Delorred Tax Balance at December 31, 2009 - Malng $ __(4,208.283)

{To Extilhit No. JIMB-2, Ling 13)

Exhibit No. JWB-2b
Page 1 ¢l 1

Reference

Exhibit No. JMB-2, Lins 3

(Line 2+Line 3) * S0%
Sum of Lines 24

Line 5%
Lina 4
Ling 7+ Lins B

Exhiblt No. JMB-2, Line 7

Line 11 - Line 8

Line 12* Lina 13



17
18
19

i
21

22
a2
24
25
25
27

BExhibi No. JMB-3

Pape 1 of1
VECTREN ENERGY DELIVERY OF OHIO, INC,
DISTRIBUTION REPLACEMENT RIDER
ANNUAL REVENUE REQUIREMENT - SERVICE LINES
Description Amoumt Ralerence
Retum gn Investment:
Piant in-Servicg gl Dacember 31, 2008
AgddMions - Servicos Replacements (Bare SteeUCast lron) $ #,387 A50
Agdigions - Services Replacements (Sesvice Ling Responeitiity) 1,394,305 [c]
Additions - Risens 5451,182
Origiral Cost - Retired Sarvices gg_zgg)
Tolal Flant In-Service 11,002 885 Sum ofLines 3-8
iati $ (93.25%
Depraciation Expume Risere (99,292}
Cosl of Removal - Services 319,528
Origiral Cost - Retirad 30.202 uned
Tolel Accurnulated Depraciation [ 1¢ Sum of Lires $=12
Poat in-Service Carrying Costs (P18CC) $ 51700 ™
Nat Deferred Tax Baance - PISCC 3 {20,198) Line 14 x35%
Doferred Taxes on Depraciation $ (1.062,948)  Exhibh Ne JMG-3b, Lins 10
Net Rats Basa s 8,244,311 Burn of Lings 7 And 10=16
Pre-Tax Rate of Relum 11.67%  Gasw No, 07-1000-GA-AIR,
Annuikzed Ralure on Rate Base -Sovvice Lines : $ ) 3 Line 17" Line 1B
1]
Annualized Proparty Tax Expanse s 23T269  ExhibR Ne. MMB-32 Line 23
Annuskzed Deprecistion Epense 5 576,741 Lina 7 % 5.28%
Incremental O&M - Sendca Line Responsibiiity 3 71,725 [}
Annualized Maintenance Adjustmend $ 26,581 &
Total Incremantial Operating Expanses - Service Lines 114,318 Sum of Linos 29-24
Varlance ' % 235718 Eschibit No. JMB-1, Line 5§
Total Revenue Requirsmant - Service Lines 7 Line 16 +Line 26 + Line 28

{To Exhibit Mo. JNB-A and Exhibt Ho. DEA-1, pager 4 of B)

(1} FERC Agrount 831 deprocialion rate approved in Casg No, 04-0371-GA-AIR.
(2} Suppent provided by VEDO Witness James Francis, Exhibll No. JMF-S.
(3} PIBCC Is acerued at an annual rale of 7.07% from the In sarvice date Luatl investmants are refloctad in the DAR nete.
(#) Variance repressnts the inilial DRR charge sssotisled with deferred natosl s riser invesipation

and mplacemen] expenses.
(5) Support provided by VEDO Wilhess James Francis, Exiibit No, JMF-4, Servios Leaks and Meter

Maintanance Expence. 2000 wpaie less Basaline apense sivituiable o Bare Steel/Cast iron.
(8) Support providad by VEDO Witness James Francis, Exhitit Mo JME 4.



VECTREN ENERGY DELIVERY OF ONID, INC.

DISTRIBUTION REPLACEMENT RIDER

ANNUALIZED PROPERTY TAX EXPENSE - SERVICE LINEB

Line Deacription Arount
5 Service Replazemants - Bock Value - $ 5581,755
2 % Good 3%
3 Tax Valus $ 5485066
4 x 25% 25.0%
8 Taxable Vakua / Assassmant $ 137,718
a VEDQ Averaga 2010 Froparty Tax Rata B.76%
7 Annun) Property Tax Expense - Sarvice Line Rapiacements § 1&182
8 Sarvices Relined - Baok Value § (30202)
g % Good 3.7%
10 Tax Value §  (1.084)
1 % 25% 250%
12 Taxabie Vakie / Assessment [] 2771}
13 VEDC Average 2010 Propesty Tax Rate A7e%
14 Annual Property Tax Reduction - Barvics Line Raliromants 3 [
15 Risers Replecsments - Book Value § 548132
16 % Good 08 5%
17 Tax Velue 5358 463
18 X 25% 28.0%
19 Taxable Value / Assessment 1,339.61

20 VERQ Aversge 2010 Property Tax Rate .76%
2 Annual Proparty Tax Expanse - Natursl Gas Rissrs ﬁ
b Annualizod Properly Tax Expenoe - Secvice Lines 237 288

Exhibit No. JMB3a
Pape 1 of 1

Refuence

Exhibil Nog. JNB-3, Line 58 Lind 4
Ling 1 xbLine2
Line3xLinwd

Umabxilved

Exhibik No. JMB-3, Lins 8
(i 8 % Line 10
{Jow 10 x Line 11

Line 12 xLme 13

Exhibit No. JMB-3, Line §
Ling 1§x Line 18
Ling 77 % Line 18

Line 19 % Lins 20

Ling 7+ Lina W + Line 2%

(Vo Exuiit No. JMB-3, Line 21)



Exhibit He, JB.3b

Pagedolt
VECTREN ENERGY DELIVERY DF QHIO, INC.
DISTRIBUTION REPLACEMENT RIDER
DEFERRED TAXES ON LIBERALIZED DEPRECIATION - SERVICE LINES
Line Description Amoun) Referencs
1 Plant In Jarvice at December 31, 2009;
2 Servica Addiions - Bare SleelCast Iron Replacements $ 4187450 Exhibit Mo. JMB-3, Line 3
3 Service Addfttons - Sanvice Line Ownership 1,394,305 Exhlolt No. JME-3, Line &
4 Addilens of Naiural Gas Risers 5451132 Exhibit N, JMB-3, Line &
] Tolal Piant In Sarvice § 1037
) Book fo Tax Basis Adjustmen - Capitakized intorast $ (2.287)
7 Bock to Tax Basis Adjusiment - Bonus Depreciation |§§1EW? (Une 2+Ling 3+Ling 4+Lina 8) * 50%
[ Total weowne Tax MAGRS Depreciafion Sase 5 Bum Lines 5-B
8 H
"0 MAGRS - 15 Yoar $ 25,765 ting 2" 5%
1 Bonue Dapreciation 5,515,300 Lina®
12 Total Tax Depreciation § 57085 Line 10 + Line 11
t3 [Book Degreclation:
" Sarvices 3 #3255 Exhibit No. JMB:3, Line 9
15 Natural Ges Risers 89,392 Exhibit No. JME-3, Line 1D
L Total Bock Deprecialion 5 62847 Ling 14 + Ling 1§
17 Tax Daprecistian in Excess of Book Depracition $  (5600418) Line 16 - Lne 12
18 Federal Deferred Taxes at 35% bl
19 Deferrad Tax Balance at Decomber 31, 2000 - Service Lines 982 Lina 17 *Lina 18

{Te Exhibit No. MBS, Line 16}



Exhibit No. JMB-3

Page 1 of 1
VECTREN ENERGY DELIVERY OF OHIC, INC,
DISTRIBUTION REPLACEMENT RIDER
DRR VARIANCE « INITIAL DRR CHARGE AND RISER INVESTIGATION AND REPLACEMENT
Line Description Amount . Reference

Deforred Natural Gas Riser Investigation and Replacement Expenss at
! July 31, 2008 3 2,510,057 (1
2 Less: DRR Recovaries March 2008 through February 2010 [2,632,112) Line 21
3 Initial DRR Chawge Variance - Ovar Recovery s (22,055) Ling 1 +Lina 2
4 Natural Gas Riser mvestigaton and Replacement Expenses Dalemad from $ 284,773

August 1, 2008 - Febniary 28, 2009
6 Total DRR Varianco H 22,718 Ling3+Line 4

(¥ ExhibRt No. SAE-3, Liok 28]

g DRR Recoyeries by Momth;
7 Revenua - $
8 March 2008 ) 166,410
9 April 2009 203,233
10 May 2000 184,018
1 June 2008 194,840
12 July 2009 198,768
13 August 2009 135,843
1 Saptember 2008 182,518
15 Oclobor 2009 183,593
16 November 2009 207534
17 Decomber 2008 218,993
15 January 2010 248420
19 February 2010 230845
20 March 2010 44,208
21 Total DRR Recoveries 2532112

(1} Included in Inlal DRR charge as approverd in Case No. 07-108C-GA-AIR.
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DIRECT TESTIMONY QF SCOTT E. ALBERTSON

ODUCTION

Please state your name and business address.
Scott E. Albertson
One Vectren Sguare

Evansville, Indiana 47708

What position do you hold with Applicant Vectren Energy Delivery of
Ohio, In¢. (“VEDO” or “the Company™)?

| am Director of Regulatory Affairs for Vectren Utility Holdings, Inc.
(“VUHI"), the immediate parent company of VEDO. | hold the same
position with two other utility subsidiaries of VUHI — Southemn Indiana Cas
and Electric Company d/b/a/ Vectren Energy Delivery of Indiana (*Vectren
South®} and Indiana Gas Company, Inc. d/b/a/ Vectren Energy Delivery of

Indiana ("Vectren North").

Ploase describe your educational background.
| received a Bachelor of Science degree in mechanical engineering from

Rose-Hulman Institute of Technology in 1284.

Are you a Registered Professional Engineer?
Yes. | have been a professional enginger in Indiana since 1990

{registration number 800464).

Albertson Direct Testimony 1
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Please describe your professional experience.

| have over 25 years' experience in the utility industry, primarily in the
operations and engineering araas. | began my career with Ohio Valley
Gas Corporation in a project engineering position. | have worked at VUHI
and its predecessor companies since 1987 in a varety of positions
including Operations Staff Manager, Assistant Chief Engineer, Director of
Engineering Projects, and Director of Engineering. Prior 10 assuming my
current role in 2004, | was Director of Technical Services with responsibility

for engineering and technical support for all VUHI utility operations.

What are your present duties and responsibllites as Director of
Regulatory Affairs?

I have responsibility for regulatory matters of the regulated utilities within
VUHI, including proceedings before the Indiana and Ohio utility ragulatory

COMMISSIoNs.

Have you previously testifled before this Commissicn?

Yes. | filed testimony in the Company’s most recent general rate case,
Case No. (7-1080-GA-AIR; its Merchant Funetion Exit proceeding, Case
No. 07-1285-GA-EXM; and in a number of other proceedings.

What is the purpose of your testimony in this proceeding?
My testimony in this proceeding supports the proposed Distribution
Replacement Rider ("DRR") charges, as well as the proposed tariff sheet,

and associated bill impacts.

Albartson Direct Testimony 2
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What exhibits are attached to your testimony?

The following exhibits which have been prepared by me or under my
supervision are attached to my testimony:

Exhibit No. SEA-1, Pages 1 through 5 — DRR — Derivation of Charges;
Exhibit No. SEA-2, Page 1 of 1 — DRR - Tariff Sheet; and

Exhibit No. SEA-3, Page 1 of 1 — DRR — Annual Residential Customer Bill

Impact.

BACKGROUND

What is the DRR?
The Public Utilities Commission of Ohio (*Commission®) apprwéd a
Stipulation and Recommendation in VEDQ's last general rate case, Casa
No. 07-1080-GA-AIR (“Approved Stipulation”). The DRR was part of the
Approved Stipulation, and recovers
* a return on and of investments made by the Company under an
accelerated bare .steel and cast iron pipeline replacement program
("Replacement Program”), inclusive of capitalized interest (or post-
in-service carrying costs ("PISCCT)) associated with the
Replacement Program,
* the actual deferred costs resulting from compliance with the
Commission-ordered riser investigation in Case No. 05-463-GA-
CQl,

» the costs associated with the replacement of prone-to-fail risers over

Albertson Direct Testimony 3
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a five year period ("Riser Program”), and

» the incremental costs of assuming responsibility for service lines.

Savings of certain Operation and Maintenance ("O&M”") expenses are
also included as a credit in the derivation of the DRR revenue

requirement.

How will VEDQO's customers benefit from the DRR?

As more fully described in VEDO witness Francis’ testimony, VEDO
customers will reslize significant benefita as a direct resull of the
Replacement and Riser Programs and the DRR mechanism. Because the
Company Is provided an opportunity to more quickly recover its
investments under the programs, VEDO's customers will more quickly
realize enhanced service reliabiiﬁy levels than woukd be realized under a
more traditional regulatory paradigm. Customers will also benefit from a
diminution of O&M costs. Moreover, the elimination of active leaks
achieved by replacement of bare steel and cast iron pipefines in a‘given
year will result in O%M savings reflected in the DRR and/or base rates
prospeclively. Finally, customers are no longer required to directly bear
the out-of-pocket cost of service line repair or replacement since the

Company has assumed that responsibility.

PROPOSED DRR

Please describe the DRR proposed hereln.

VEDO has proposed a DRR based upon Replacement Program and Riser

Albertson Direct Testimony : 4
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Program costs for all projects placad in service as of December 31, 2009,
The DRR revenue requirement proposed by VEDO witness Barrett, which
also includes the other cost components described previously, is used {0
derive the DRR charges which are presented in the attached Exhibit No.

SEA-1, Pages 1 through 5.

Please describe the components of Exhibit No. SEA-1.
Exhibit No. SEA-1 contains the associated filing schedules to support the

Company's proposed DRR,

Exhibit No. SEA-1, Page 1 of 5 shows the derivation of the DRR revenue
requirement and charges by rate schedule. The rale schedule allocation
factors from page 2 of 5 (described below) are multiplied by the total
revenue requirement (from Exhibit No. JMB-1) to determine the allocated
revenue requirement by rate schedule. For residential (Rates 310, 311
and 315), small general service (Group 1 customers under Rates 320, 321
and 325; hereinafter referred to as “Group 1 Cusiomers"), and Rata 341
customers, the allocated revenue requirement for each rate schedule is
than divided by the number of customers in each rate schedule, and then
divided by 12, to determine the monthly DRR charge applicable to
customers in those rate schedules, For larger customers (Group 2 and
Group 3 customers under Rates 320, 321 and 325, hereinafter refemed to
as "Group 2 and Group 3 Customers™) and all customers receiving service
undar Rates 345 and 380, the allocated revenue requirement for each rate

schedule is divided by the projected annual throughput for each rate

Albertson Direct Testimony 5
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schedule 1o determine the DRR charge per Ccf applicable to those rate
schedules.

Exhibit No. SEA-1, Page 2 of 5 lists the rale schedule distribution mains
and service lines allocation factors from Case No. 07-1080-GA-AIR. These
sllpcation factors are used to allocate the mains and service lines revenue

requirements to the various rate schedules.

Exhibit No. SEA-1, Page 3 of 5 shows how the general semvice cusiomer
revenue requirement aliocation is determined. Due fo the similarity in
facilities required to serve Group 1 Customers and those required to serve
residential customers, and consistent with the Commission’s order in Case
No. 07-1080-GA-AIR, VEDO presenis a DRR charge to Group 1
Custorners equal to the DRR charge applicable to residential customers.
The residential DRR charge is muliiplied by the number of Grqup 1
Customers, with that result multiplied by 12 to determine the annual DRR
revenue requirement to be recovered from Group 1 Customers. The
Group 1 Customer revenue requirement is then subtracted from the total
revenue requirement allocated to Rates 320, 321 and 325. The resulting
amount is then divided by the projected annual throughput for Group 2 and
Group 3 Customers to determine the DRR charge per Ccf applicable to

those customers.

Exhibit No. SEA-1, Page 4 of 5 shows the impact of the proposed DRR on

each rate schedule.

Albertson Direct Teslimony 6
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Exhibit No. SEA-1, Page 5 of 5 identifies the recoveries applicable to the
periods September 2010 through Decembsr 2010 and January 2011
through August 2011. These are the twelve months during which the
proposed DRR is projectad to be in effect. The purpose of thig schedule is
to provide the basis for determining the revenue requirement recovery
variance applicable to the peniod of September through December 2010,
since in the next annual DRR filing VEDO will reconcile actual costs and
actual recoveries through December 2010. The variance determined on
that schedule (in the next filing) witl then be allocated to mains and
services based upon the approved revenue requirement in this proceeding,
and the allocated variances will be added to the revenue requirements for
mains and services, respectively, for investments made in 2011. Likewise,
in the 2012 DRR filing the variance applicable to the period of January
through August 2011 wilt be based upon the recoveries for that period as
identified on Page 5. My testmony in Case No. 07-10B0-GA-AIR
supported this methodology.

Please describe Exhibit No, SEA-2.

Exhibit No. SEA-2, Page 1 of 1 ilustrates the proposed DRR tariff sheet
containing the proposed DRR charges. Tariff Sheet No. 45, Fourlh
Revised Page 2 of 2 will replace the currently effective Third Revised Page
20of2.

Albentson Direct Testimony 7
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Please describe Exhibit No. SEA-3.

The annual impact of the proposed DRR on a residential customer is
shown on Exhibit No. SEA-3, Page 1 of 1.

In your opinicn, has the Company met all requirements set forth in
the Approved Stipulation filed in Case No. 7-1080-GA-AIR?

Yes, the Company has filed an application for approval of the successor
DRR charga. The application has besn served electronically on the Parties
to the Approved Stipulation and includes all supporting information for the
costs incurred in calendar year 2008. As contained in VEDO witness
Francis' testimony, the Company s providing a summary of its construction
plans for 2010 including expected investment, expected location of the

infrastructure replacement work and the expected miles of pipe to be

replaced, Finally, the Company has not exceeded the cap on DRR

charges consistent with the Approved Stipulation.

Please elaborate on the approved cap.

As per the Approved Stipulation, the monthly DRR charge applicable 1o
Residential and Group 1 Customers in the first annual DRR application
shall not exceed $1.00 per customer. The cap for successor DRR charges
applicable to Residential and Group 1 Customers may increase in
increments of $1.00 per year, beginning with the DRR charge proposed by
the Company in the May 1, 2011 filing. Since the DRR charge for

Residential and Group 1 Customers proposed herein is less than $1.00 per

Albertson Direct Testimony 8
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customer per month, the Company has complied with the Approved

Stipulation in this regard.

Has VEDO recovered all costs associated with the Commission-
ordered riser investigation?

VEDQ implemented initial DRR charges on March 1, 2009 which: were
designed to recover deferraed expenses through July 2008 associated with
the Commission-ordered riser investigation. In compliance with the
Approved Stipulation, all DRR charges were removed from the tariff (ie.
reset to zero) after 12 months, and the remaining variance has been
included in the determination of the DRR revenue requirement proposed in

this proceeding and sponsored by VEDO witness Barrett.

Does this conclude your diract tastimony?

Yes, at this time.

Albertson Direct Testimony 9



VECTREN ENERGY DELIVERY OF OHID
DISTRIBUTION REPLACEMENT RIDER

DERIVATION OF CHARGES
L] (B) ) @)
Mains Servios Lines
Alocated DRR Alloceted DRR Toid DRR
Reda Reverne Revenue Revanus Cruswomar
Ling  Schedply Requimement ()  Roguirement (bt Sountigy
(A} + (B)
1 oE1BG $392.718 $1,696,083 $2,295,781 287,775
2 WOMMNR25 $152,070 315,682 G702
3 Group 1 127,623 (o) 18,114
4 Group 2 & 3 - $340.079 ()
5 341 $30 $30 30 2
B 35 $39.9021 36778 346,808
T 380 $58.428 $4.327 362,752
8 Tolal (a) $660.104 $2,225,847 32.8978.011

{#) Revenue mquirament from Exhibit No, JMB-1
{5} Rfiects revenyus requinement rultipied by aticcalicn Backrs found on Exhiblt No. SEA-1, Pade 2

{c) Avarage customer count for GY 2009
{4} 2010 Budget Volumes
(e} From Exhibit No. SEA-1, Page 3

e
Proposed DRR

Pes Mot
cwKnnz
$0.00

"

74512297

41,367,001
53. 768,951

Exhbit Ho. EEA-1
Pagetois

)

Propossd

CHF)

$0.00466

$0.0012¢
$0.00117


http://S2.22a.B47

Exniblit No. SEA-1

Pags Zof b
VECTREN ENERGY DELIVERY OF OO
MSTRIBUTION REPLACEMENT RIDER
RATE SCHEDULE ALLOCATION FACTORS
Mains Setvios Line
Rats Allocation Altacation
Schedyle Qeagription Eaciors (a) Faclors (b}
% %}
31073111315 Residential CSS/5COTransportalion 81.480% BE.184%
320/321/328 Ganral Service DSSISCOMranspartation 23.290% 14.180%
31 Dusl Fuet 0.005% 0.002%
345 Lage Genaral Transportation 6.140% 0.438%
38D Large Volume Transpodtation 8.086% 0.194%
Toisl  JOG.00% 10%.000%

{8) Muins Allozation Factor aa presanied in Case No. 07-1080-GA-AIR
{b) Service Lines Allocation Factor as prasanted in Case No. 07-10B0-GA-AIR



Exhibit No. SEA-t

Page3ols
VECTREN ENERGY DELIVERY OF OHIO
DISTRIBUTION REPLACEMENT RIDER
ALLOCATION OF REVENUE REQUIREMENT - RATES 320, 321 AND 326
Ling  Dsseriplion Amouni Source
1 Praposed DRR - Rate 31043111315 $0.66 Per Momh Exhibit No. SEA-1, Fage 1
2 Proposed DRR - Rate 32043217325 - Group 1 $0.68 Per Monih Line [1)
3 Customer Count - Growp 1 15,114 Exiitit No. SEA-1, Fage 1
4 Revenue Requirement - Group 1 (1) §127 623 Ling [2} zLine (3] x 12
S Revenue Requiremernt - Totel 320/321/325 3467702 Exhitit Mo. SEA-1, Page 1
6 Revenue Requirement - Group 2 &3 (1) $340.079 Lime {5] - Line [4]
Noles:

{1} to Exhibit No. SEA-1, Page 1



Rate
Ling  Scheouie
1 3N
2 ns
H 329
4 azs
5 31
8 o]
7 30
8 Tola

Al

Presant Revenus ()

173,803 267
524,340 89S
363200 467

$7.005,403
§20,339
57,884,911

58,580 952

325,748,244

VECTREN ENERGY DELIVERY OF OHIQ

DISTRIBUTION REPLACEMENT RIDER
RATE SCHEDULE BILL IMPACTS
® {C) ©
Previous DRR Cumnt DRR increnmntal DR
Reveowe Reouromen v

') NIRTTH 000,779
0 2658,002 800,002
0 2330241 0241
0 $150.402 M2
%0 380 i
%0 349,008 349,895
E] §82.782 52762
%0 $2.676,011 $2.508.0M

{8} Twetve months ending Desomber 31, 2009
{b} Does not inchude pas oosts
{5} From Exhibit No. SEA~1. Page 2

{d) Current revenues calcuiaied sa unit rete times Numbes of coslomars
{a) Prasenl revenues indude aliocation of former Rate 330 nwenues

Exhibit No, $EA-1

OHA)

0.53%
280%
n.sz%
197%
0.3e%
0.85%
0.65%
1.02%

Page 401 6

i)
() ()
®
0 (¢}

) (e}
®) o}



Exhibit No. SEA-1

Page 5 of 6
VECTREN ENERGY DELIVERY OF OHIO
DISTRIBUTION REFLACEMENT RIDER
DETERMINATION OF APPROVED RECOVERIES
BY CALENDAR MONTH
A (&) <)
Alipcatian Approved
Ling Month Factor (1) Recoveries (2)

1 September-10 7.31% $210,253
2 Qctober-10 T87% $226.47C
3 November-10 B.68% $240,013
4 December-10 B.72% $279,469 —
] Subtotal (To Second Annual DRR Filing) — $065,208
& January-11 10.23% $204.320 |
7 February-11 2.57% $275,164
8 March-11 9.12% $282,422
9 April-11 7.96% $228,906
10 May-11 7.66% $217,443
11 June-11 7.35% $211,505
12 July-11 7.33% $210,708
12 Aupust-11 7.31% 3210,337
14 Subtotal (To Third Annual DRR Filing) $1,910,805

(7) Based on martthly volumes / customer count (as applicatiie) as a percentage 0f annuzl, in 2010 Budget,

{2} Allocalion Facter in Column B imes total revanue raquiremant.



Exhibit No. SEA-2

Pape 1 of 1
VECTREN ENERGY DELIVERY OF QHIO, INC. Sheei No. 45
Tariff for Gas Sarvico Fourth Revised Page 2 of 2
P.U.C.O. No. 3 Cancels Thid Reised ‘Page gofe
DISTRIBUTION REPLACEMENT RIDER
N
The charges for the respactive Rate Schedules are:
Rate Schedule $ Par Month $ Por sl
310, 391 and 315 $0.60 :
320, 321 and 325 (Group 1) $0.96 ‘
320, 321 and 325 (Group 2 and 3) $0.0045¢
341 $3.33
M5 $0.00120
360 $0.00117
‘Filad pursuani 1o the Finding and Qrder dated in Gase No. of the Public

Wilities Commiseion of Chig,

Issuad: Issued by: Jerrold L. Lirey, Vice Praskdent Effective:
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Exhibit No. SEA-3

Page 1of1
VECTREN ENERGY DELIVERY OF OHIO |
DISTRIBUTION REPLACEMENT RIDER
ANNUAL RESIDENTIAL CUSTOMER BILL IMPACT
Proposed Residential DRR Per Cusiomar Per Month 066
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OPINIONS QF THE SUPREME COURT QF QHIO

The full texts of the cpinionz of the Supreme Courk
of Ohio are being transmitted electronically beginning May
27, 1992, pursuant to a pilet project implemented by Chief
Justice Thomas J. Moysr.

Please call any errors to the attention of the
Reporter's Qffice of the Supreme Court of Ohiec.

Attention: Walter 5. Kobalka, Reporter, or Deborah J.
Barrett, Administrative Asszistant. Tel.: (614) 466-4961;
in Chio 1-800-826-9010. Your comments on this pilot
project are algo welcome.

NOTE: Correcticns may be made by the Supreme Court
to the full texts of the opinions after they have been
released electronically to the public. The reader is
therefore advised to check the bound volumes of Ohic 5t.3d
published by West Publishing Company for the final
vergions of these opinions. The advance sheets to Ohio
5t.3d will also contain the volume and page numbers where
the opinions will be found in the bound volumes of the
Ohio Official Reports.

Tndustrial Energy Consumers of Ohio Power Company et al.,
appellants, v. Public Utilities Commiasion of Ohic et al.,

Appellaes.

[Cite as Indus. Energy Consumers of Ohio Power Co. v. Pub.

Util. Comm. (1994), Chio St.34d .1

Public Utilities Commission -- Electric utilities -- Acid
rain control -- Commission's determination approving
an environmental compliance plan affirmed, when.
(No. 93-505 -- Submitted December 14, 1593 -- Decided

March 30, 1994.)

Appeal from the Public Utilities Commission of Ohio,
No. 92-790-EL-ECP.

This case involves an order of the Public Utilities
Commission of Chio ("commission"), appellee, approving an
envirormental compliance plan under R.C. Chapter 4913.

For a complete understanding of the facts giving rise to
this appeal, a brief introduction to the state and federal
laws involved is necessary.

R.C. Chapter 4913 was enacted hy the General Assembly
in response to Title IV of the federal Clean Air act
Amendments of 1990 ("CaAAA")}, Sectiona 7651, Title 42,
U.S.Code. The purpose of the CAAA is to reduce the
adverse effects of acld deposicion from the atmosphere by
controlling, among other things, emissgions of sulfur
dioxide by electric utilitieg. Section 7651(a}l and (b).

Compliance with the CARAR i3 to occur nationwide in
two phases. In "Phase I," which begins in 1995, certain
identified electric utility generating plants (Phase I
affected units) must reduce annual emissions of sulfur
dioxide to specified levels. Section 765lc. In "Phase
II," which begins in the yvear 2000, moat other electric
utility generating units must achieve reductioms in sulfur
dioxide emissions. Section 7651d.

One of the primary components of the CAAA is the
establishment of a system of emission “"allowances" to
control the amount of sulfur dioxide emitted from affected



units on an annual basis. See Section 7651b. Each
emission "allowance" is a limited authorization allocated
to an affected unit to emit one ton of gulfur dioxide
during, cor after, the calendar year in which the allowance
ig isgued. Section 765la{3). Under the CAAA, Phase I
affected units are to be assigned annual allowances equal
to the number of authorized tons of sulfur dioxide
emissions., See, generally, Section 7651lbla)(1).
Beginning in the year 1995, a Phase I affected unit will
ke required to have an emission allowance for each ton of
sulfur dioxide emitted from that facility. See Section
7651c. However, the CAARL provides that emission
allowances may be transferred among the designated
representatives of the owners or operators of affected
sources and any other person who holds such allowances.
See Section 7651b(b).

The CAAR does not specify which of a variety of
possible compliance options are to be employed by an
electric utility to achieve Phase I emiseion reducticns.
That matter is apparently left for the utility to decide.
However, in simplest terma, a utility can meet the Phase I
requirements of the CAAA at any given Phase I affected
unit by reducing the amount of sulfur dioxide emitted
(through, for example, a switch te lower-sulfur coal or
natural gas, or by installing flue gas desulfurization
equipment, i.e., "scrubbers"), by acquiring additional
allowances, or by some combination of these compliance
strategies. It ig also possible for a utility to
esgentially "overcomply" at one or more of its affected
units (by reducing emissicns below the level necessary for
compliance) and save or "bank" any unused emission
allowances for use at other Phase I affected units.

R.C. Chapter 4913 permits an electric light company
to seek commission review and approval of an environmental
compliance planl develcped by the company to meet the
requirements of the CAAA at the company's Phase I affected
units. R.C. 4913.02(A). ©Pursuant to R.C. 4913.04{A}), the
commission is required to approve a plan that is
adequately documented if the commission makes all the
findings listed in R.C. 4913,04({A){1) through (7},
including the finding set forth in R.C. 4913.04(A) {(2) that
the plan constitutes "a reascnable and least-cost strategy
for compliance with the applicable acid rain contrel
requirements that is consistent with providing reliable,
efficient, and economical electric service."*2 If the
commission does not make all the findings listed in R.C.
4913.04 (A) {1} through (7), the commigsion must disapprove
the plan. R.C. 4912.04(B). If the commission approves
the plan of an electric light company that is a public
utility, the company's decision to implement a compliance
measure contained in the approved plan is deemed to
constitute a prudent management decision. 8See R.C.
4909.157(A) .3

On April 29, 1992, Ohio Power Company {"Ohio Power"),
appellee, a subsidiary of American Electric Power Company
{"AEP"), submitted an application toc the commission under
R.C. 4913.02 seeking review and approval of a least-cost



plan to comply with the Phase I reguirements of the CAAA,
Chic Power's environmental compliance plan was based upon
an AEP aystem-wide acid rain compliance report.4 In
accordance with that report, Ohic Power's plan called for
ingtalling scrubbers at Gavin Units 1 and 2, switching to
lower-sulfur coal at four other Fhase I affected units
(Kammer Units 1-3 and Muskingum Unit 5), and coantinuing to
burn existing coal supplies at Chio Power's seven
remaining Phase I affected units (Cardinal Unit 1,
Muskingum Units 1-4, and Mitchell Units 1 and 2). TUnder
the plan, any compliance action to be taken at Cardinal
Unit 1 and Muskingum Units 1-4 was to be deferred until
Phase II, at which time Cardinal Ucit 1 was to be
"fuel-switched" from high-sulfur c¢oal to low-sulfur coal
and Muskingum Units 1-4 were to be fuel-switched from ceal
to natural gas.5

Ohio Power's plan was supported by a number of case
studies offered to show that the plan was the least-cost
strategy for Phase I compliance when viewed in the context
of the overall AEP system-wide plan. The studies
evaluated two principal compliance strategies for the
Gavin power plant, with each study assuming a Phase I
fuel-switch at Muskingum Unit 5 and Kammer Units 1-3 as
proposed in Ohic Power's plan. The case studies projected
the effects on AEP's revenue regquirements if Gavin was
fuel-switched from high-sulfur to low-sulfur coal (Case 1)
or retrofitted with scrubbers (Case 2); evaluated the
aeffects of escalating fuel prices on these options (Case
18 and 28); and examined compliance through the sale of
allowances (Case 3). The studies revealed that, in the
long run, instaliing scrubbers at Gavin, as opposed ta a
Gavin fuel-switch, was the least-cost alternative for
Phagse I compliance.

At a hearing conducted on OChic Power's plan,
appellant Sierra Club offered evidence to show that a
least-cost compliance plan would have included, as an
additional compliance measure, a Phase I fuel-switch at
Cardinal Unit 1. Similarly, the commission’'s staff
suggested that a fuel-gwitch at Cardinal Unit 1 arnd
Muskingum Units 1-4 at the beginning of Phase I may
constitute additional cost-effective measures to be
included in Chioc Power's plan. However, commission staff
witness Carl R. Evang concluded that Ohio Power's plan to
install scrubbers at Gavin and to fuel-switch Muskingum
Unit 5 would congtitute part of any least-cost compliance
plan.

Cn rebuttal, Qhio Power offered zdditional case
studies to address the concerns of the commission's staff
that an accelerated fuel-switch at Cardinal Unit 1 and
Muskingum Units 1-4 could result in an even lower-cost
compliance plan. Case 1E identified the effects of these
additional compliance measures on the Gavin fuel-switch
{Case 1) scenario. Case 2E identified the effects of a
Phase I fuel-switch at Cardinal Unit 1 and Muskingum Units
1-4 on the Gavin-szscrubber (Case 2) scenario. The studies
revealed that a fuel-gwitch at Cardinal Unit 1 and
Mugkingum Units 1-4 at the beginning of Phase I might, in



the long run, moderately reduce AEP revenue requirements
under the Gavin fuel-awitch and Gavin-scrubber cases,
However, the studies confirmed that installing scrubbers
at Gavin was the least-cost alternative for Phase I
compliance whether Cardinal Unit 1 and Muskingum Units 1-4
were fuel-switched in Phase I or Phase IT.

Ohio Power's witness, Henry W. Fayne, urged that the
company's compliance strategy should net be changed to
inelude a fuel-switch at Cardinal Unit 1 and Muskingum
Units 1-4 in Phase I. Fayne testified that there were
increased risks and uncertainties asgsociated with an
earlier fuel-switch at theege facilities, and that an
earlier fuel-switch would necessitate closure of
company-affiliated mines, resulting in the loss of a
significant number of Ohic jobs. Moreover, Fayne
teatified that Ohio Power would already be overcomplying
with the federal law in Phage I and, therefore, additional
Phase I compliance strategies were unnecegsary for Chio
Power. Fayne also cauticned that according to company
studies, & Phage I fuel-gwitch at Cardinal Unit 1 and
Muskingum Units 1-4 would not necessarily be less costly
for Chio Power cugtomers,

During the pendency cf the case, a stipulation was
entered into in a companicn electric fusl component case,
which stipulation has been challenged on appeal. See
Indus. Energy Conaumers of Ohio Power Co. v. Pub. TLil.
Comm. (1994}, Ohio St.2d . N.E.2d . 'This
stipulation, among other thinga, set a predetermined price
for calculating Ohio Power's electric fuel component rate
for all coal burned at Gavin, Muskingum, Mitchell and
Cardinal for a three-year pericd; set a “station cap" for
the cost of coal burned &t Gavin; and "capped" the costs
for which Ohio Power could seek recovery in connection
with the installation of scrubbers at Gavin. As a result
of this stipulation, a further case study waa generated to
show the effect of the atipulation on Chioc Power's plan.
That study {Case 2CS) showed that the stipulation would
further reduce AEP revenue requirements in the Case 2
scenario, making the installation of scrubbers at Gavin an
even more cost-effective compliance option. However, Case
2CS was merz2ly a variation of Case 2 and, thus, it also
assumed that Cardinal Unit 1 and Muskingum Units 1-4 would
be fuel-switched at the beginning of Phase II.

In an order dated November 25, 1992, the commission
found that Ohio Power's environmental compliance plan
which incorporated the effects of the stipulation in the
electric fuel component proceeding -- Case 2C5 -- was a
reasonable and least-cost strategy for compliance with the
CAAA., The commission determined that the next least-cost
strategy was represented in Case 2, which study also
agsumed that Gavin would be retrofitted with scrubbers.
Additionally, the commigsion found that a Fhase I
fuel-switch at Cardinal Unit i, if carried out, would
caonstitute a further "lzagt-cost measure' to be undertaken
by Chioc Power. In this regard, the commission suggested
that Chic Power prepare to fuel-switech Cardinal Unit 1 in
Phase I, and that Ohio Power designate Conesville Unit 4



(another AEP Phase I affected unit) and Muskingum Units
1-4 as "transfer units." The commission found that Ohio
Power's plan was adeguately documented, and specifically
determined that all seven factors listed in R.C.
4913.04 (A) had heen satisfied. However, the commigsion's
order was unclear as to whether Ohio Power's plan had been
approved as filed, or whether the plan had been modified
by a required Phase I fuel-switch at Cardinal.

Industrial Energy Consumers of Ohio Power Company
{"IEC") and the Sierra Club, appellants, applied for
rehearing. 1In an entry denying rehearing, the commission
gtated that Ohio Power's plan had been approved as filed,
and that the commiegsion had only "strongly suggested"” that
Chio Power take steps to have Cardinal available for
fuel-switching in Phase I while designating Conesville
Unit 4 and Muskingum Units 1-4 as transfer units. The
commission also stated that it would expect Ohio Power in
subsegquent fuel cases "to demonstrate a reduced revenue
requirement at least equal to the total revenue
requirement kenefit identified in thie case resulting from
a Cardinal fuel switch * * *_n

The cause is now before this court upon an appeal as
of right,

Emens, Kegler, Brown, Hill & Ritter, Samuel C.
Randazzo, Richard P. Rosenberry and Denise €. Clayton, for
appellant Industrial Energy Consumers of the Ohio Power
Conmpany .

Hahn, Loeser & Parks, Janine L. Migden and Maureen R.
Grady, for intervening appellant Sierra Club.

Lee Fisher, Attorney General, Jamesg B. Gainer, Thomas
W. McNamee and Craig §. Myers, Assistant Attorneys
General, for appellee commission. ‘

Edward J. Brady, Kevin F. Duffy and Richard Cchen,
for intervening appellee Chic Power Company.

Douglas, J. The primary issue which has been
properly raised in this appeal is whether the commission
approved an environmental compliance plan that was not
least-cost, thereby constituting a violation of R.C.
4913.04. For the reagcons that follow, we decline to
disturb the commigszion's determination approving Chio
Power's plan. BAccordingly, we affirm the commission's
order.

I

To begin our discussion, we note that this court is
ordinarily called upon to review commission decisions
involving ratemaking. Although the case before us
obviously affects rates (as is true with wvirtually
everything the commission does), we are confronted here
with a decision of the commission which ventures intc ths
field of policymaking concerning the best and least-cost
way for a utility to comply with the Caaa. While the
standard of review remains the same (tc wit: the
"unlawful or unreasonable" standard specified in R.C.
4303.13), we neverthelesg recognize that in reviewing such
determinations, we are being called upen nct only to



review the lawfulness of the commission's order, but also
to review its wisdom in reaching its conclusions. Because
such a review could tend to also place this court in the
policymaking arena, we continue our policy of not
second-gquessing the commission in its fundamental
determinations which are not unlawful or unreasonable. We
are cognizant of the fact that our decision in this case
has gignificant implications concerning the continued
viability of Ohic's high-sulfur coal mining industry, but
our judgment is based strictly on the CAARA and the
commission's prerocgatives in approving a least-cost
environmental compliance plan which satisfies the
requirements of the federal law.

1T

Ohioc Power's environmental compliance plan was
gubmitted to the commission for review and approval in the
context of the overall AEP system-wide compliance plan.
While we recognize that this was neceasary for purposes of
evaluating the Ohic Power plan, it is important to realize
that only Chio Power's plan for compliance with the CAAA
is at issue in this case. The commission's order and the
arguments ¢f the partie=s, both for and against the
commissicn's ultimate determination, are less than a model
of clarity, but that may be driven by the fact that the
information being reviewed, the federal and state laws and
the reports, studies and expert testimony, is voluminous
and very technical. HNevertheless, it is apparent to us
what the commigsion sought to deo in this case, and we find
that the commission's order is neither unlawful nor
unreasonable.

ITI

Purzsuant tc R.C. 4913.04(A}), the commission was
required to make a number of findings in approving Ohio
Pocwer's plan. The gpecific commission finding, around
which the present controversy swirls, is that Chio Power's
plan constitutes a reascnable and least-cost strategy for
compliance with the Phase I acid rain control reguirements
of the Caan. R.C. 4913.04(A) provides, in pertinent part:

"[T]he public utilities commission shall issue an
order approving a proposed environmental compliance plan
submitted by an electric light company under section
£913.02 of the Revised Copde, and the estimated costs of
and schedule for implementing the plan, only if the
commissicon finds that the plan is adeguately documented
and makes all of the following findings regarding the plan:

"k * *

“{2) The plan constitutes a reascnable and
least-cost strategy for compliance with the applicable * *
* [Phase I acid rain control reguirements of the CAAR]
that is consistent with providing reliable, efficient, and
economical electric service. Least-cost shall be measured
over the pericd of both the Phase I and Phase II acid rain
contrel requirements under * % « [the CARA]."

By far the most significant issue litigated at the
commigsion level involved the question whether it would be
more cost effective to fuel-switch or to install scrubbers
at Ohio Power's Gavin plant. The Gavin pewer plant is the



8ingle largest emitter of sulfur dioxide in the entire AEP
system and represents a significant portion of the AEP
system capacity. For this reason, among others, the Phase
I compliance action to be taken at Gavin was the
cornerstone of the AEP system-wide acid rain compliance
plan upon which OChic Power*s plan was based.

In a detailed and comprehensive decision, the
commission determined that Chic Power's plan to install
scrubbers at Gavin was the least-cost alternative for
Phase I compliance. Under the applicable standard of
review, we will not reverse the commission's decision as
to guestions of fact where sufficient prohative evidence
is contained in the record to show that the commission's
decision is not manifestly against the weight of the
evidence and is not so clearly unsupported by the record
as to show misapprehension, mistake, or willful disregard
of duty. BSee MCI Telecommunications Corp. v. Pub. Util.
Comm. (1988), 38 Ohiop St.3d 266, 268, 527 N.E.2d 777, 780.

Ohio Power's cage studies showed that on an
eighteen-year net present value bhasis, AEP's revenue
requirements under the plan to install scrubbers at Gavin
(Cage 2) was an estimated £121 million lees than the
estimated revenue requirements for the Gavin fuel-gwitch
{Case 1) alternative. Further, if low-sulfur coal costs
were to escalakte more rapidly, and high-sulfur coal more
slowly, than was asgumed in Cases 1 and 2, the estimated
revenue requirements under the Gavin-scrubber plan were
shown to be 3244 million legs than the Gavin fuel-gwitch
alternative (Case 185 compared to Case 28). Moreover, when
Chic Power's plan was considered in light of the
stipulation entered inte in the electric fuel component
proceeding (Case 2CS8), installing scrubbers at Gavin was
shown to be an even less costly compliance measure than
had been projected in Case 2. This evidence and more
contained in the record suppeorts the commission's factual
determinaticn under R.C. 491232.04(A) {2} that Ohioc Power's
proposal to install scrubbers at Gavin was an integral
part of a reasonable and least-cest plan for Phase T
compliance.

Nevertheless, appellants contend that the evidence in
this case establishes that had Ohio Power's plan alsc
included a Phase I fuel-switch at Cardinal Unit 1 and
Muskingum Units 1-4, that plan would further reduce
compliance costs for the AEP system. On this basis,
appellants urge that the commission‘'s finding under R.C.
4913.04(A) {2) was unlawful sgince the plan approved by the
commission did not provide for a Phase I fuel-switch at
Cardinal Unit 1 and Muskingum Units 1-4 and, thus, the
plan did not constitute the least-cost compliance
strategy. Cur response to appellants' arguments is
threefold.

First, R.C. 4913.04 (A} (2} requires a finding that an
environmental compliance plan corstitutes a reascnable and
least-cost strategy for compliance with the Phagse I acid
rain control reguirements of the CAAR. The evidence in
this case is in conflict as tec the reasonableness of
requiring a fuel-switch at Cardinal Unit 1 and Muskingum



Units 1-4 in Phase I. The evidence shows that such
additional compliance strategies are unnecessary for Chio
Power, which will already be substantially overcomplying
with the applicabkle federal mandates in Phase I. Further,
a guestion remains as to whether a Phage I fuel-switch at
thegse facilities would, in fact, be a leagt-cost strategy
for Ohio Power. The commission chose not to disturk the
company's decision to delay comgliance action at these
facilities. As in rate cases, it is not our job to
gquestion the wisdom of the commiseion on matters such as
this, where the commission has made a determination on a
fairly debatable issue within its expertise and
understanding. See, generally, AT&T Communications of
Ohio, Inc. v. Pub, Util. Comm. (19%0), 51 Chio St.3d 150,
154, 555 N.E.2d 288, 292-293.

Second, we are extremely skeptical of an
interpretation of R.C. 4913.04(A) (2} that would make
commissicon approval of an envircnmental compliance plan
contingent upon the company's having proposed to undertake
every cost-efficient compliance action possible,
regardless whether such action is necessary for the
company tc achieve compliance with the CAAA. In our
judgment, the guestion toc be answered under R.C.
4913.04 (A} (2) is whether the compliance measures chosen by
the company are the least-cost measures to bring the
company into Phase I compliance. For the commission or
this court to interpret R.C. 4913 .04(A) (2) as regquiring
disapproval of a plan that satisfies the minimum
reguirements of the federal law in a least-cost manner, on
the bagis that it may be more cost-efficient for the
company to take additional compliance action during Phase
I, would be to subject those affected by the CAAR to even
moere burdensome requirements than have already been
exacted by virtue of the federal law. 1In the case at bar,
the record is clear that Ohlo Power will be able to
achieve compliance with the applicable federal mandates by
installing scrubbers at Gavin alone. As we have
indicated, the commission's finding that installing
scrubbers at Gavin is a reasonable and leaat-cost
compliance strategy is a factual determination which we
will not disturb, given the standard by which such a
determination must be judged.

Third, and finally, even if we were tc assume that
the commission erred in approving the plan because of the
Cardinal/Muskingum fuel-switch controversy, we would
nevertheless find that appellants have not been prejudiced
by the commisgion's decision. In itg order, the
commission apparently considered Ohlo Power's proposal to
delay the fuel-switch at Cardinal Unit 1 and Mugkingum
Units 1-4 as a "scheduling" issue involving implementation
of the plan, The commission apparently socught to approve
Ohio Power's plan to fuel-switch Cardinal TUnit 1 and
Mugkingum Units 1-4, but to defer final Jjudament on the
scheduling/timing of the fuel-switch at these facilities.
In this regard, counsel for the commission has suggested
that Ohio Power's plan to delay compliance action at
Cardinal Unit 1 and Muskingum Units 1-4 may be considered



by the commission in its two-year review of the plan under
R.C. 4913.05. Counsel for the commission also suggests
that since Chio Power could achieve FPhase I emisaion
reductions by installing scrubbers at Gavin alone, the
R.C. 4909.157(a] "prudence" protection associated with
commission approval of an environmental compliance plan
does not extend to Chic Power's decision to delay a
fuel-switeh at Cardinal Unit 1 and Muskingum Units 1-4.

In ita brief, Chio Power argues, among other things,
that since a Phase I fuel-switch at Cardinal Unit 1 and
Muskingum Units 1-4 is unnecessary for Chio Fower to meet
the Phase I reguirements cf the CAARA, such ccompliance
measures were arguably beyond the proper scope of the
commission's inquiry in this case. Thus, Ohio Power
apparently agrees that the commission's approval of the
plan did not extend any protections te Ohio Power with
respect to the company's proposal to delay compliance
action at Cardinal Unit 1 and Muskingum Units 1-4. ©Ohio
Power's pogition on this issue was further clarified at
oral argument, where Ohio Power conceded that it will be
willing to do whatever the commission requests at the
two-vear review of the plan which is shown to be prudent
and least-cost with respect to the implementation of
compliance measures at Cardinal Unit 1 and Muskingum Units
1-4.

Under these circumstances, even if we were to
conclude that Ohio Power's plan was not least-cost, we
would nevertheless find that appellants have not been
harmed by the commission's approval of the plan. At the
R.C. 4913.05% review, appellants will be able to voice
their concerns regarding the scheduling/implementation of
the fuel-switch at Cardinal Unit 1 and Muskingum Units
1-4. Additionally, we note that in its entry denying
rehearing, the commigsion "strongly suggested" that Ohio
Power prepare to fuel-switch Cardinal Unit 1 in Phase T
while designating Muskingum Units 1-4 as transfer units.
The commizsion has indicated, in no uncertain terms, that
it intends to enforce compliance with its order to ensure
cogt-effective implementation of the plan. With
mechaniams peculiar te and within itz control, the
commission will almost certainly be able tc make its
"suggegtions much more than that.

Iv

appellants also challenge the commission's finding
that Chio Power's plan was adequately documented.
However, we find that the record does not support
appellants' contentiong. Although the plan may not have
been deocumented to the degree appellants would have
preferred, we have no quarrel with the commission in this
regard. Appellants also ccntend that the commission erred
in failing to addrezs certain issues raigsed in theilr
application for rehearing. However, on the basis of the
record kefore us, we are unable tc conclude thabt the
commission's decision would have been any different had
the arguments raised by appellants been addressed.
Appellants also suggest that the commission's decision
must be reversed if the stipulation at issue in Indus.



Energy Consumers of Ohio Power Co. v. Pub, Util. Comm.
(1994}, Chico St.3d . N.E.2d , is found to be
unlawful. However, in that case, we upheld the wvalidity
of the stipulation.

Appellant IEC further challenges the commission's
decision, claiming that Ohio Power and/or the commission
unlawfully modified the proposed plan. We find no support
for this propositicon in the record. o©Ohip Power's plan
called for installing scrubbers at Gavin, switching to
lower-sulfur coal at Muskingum Unit & and Kammer Units
1-3, and continuing to burn existing fuel supplies at Ohio
Power's remaining Phase I affected units. The plan
proposed by Chic Power was based upon the AEP system-wide
compliance strategy which included provieions for a Phase
IT fuel-switch at Cardinal Unit 1 and Muskingum Units
1-4. Throughout the entire proceeding, Okio Power's
compliance strategy remained unchanged. Thus, no
medification occurred. &Additionally, with regard to the
ccmmission's alleged modificaticon of the plan, the
commission specifically stated in its entry denying
rehearing that Ohio Power's plan had been approved as
filed. Furthermcre, even if the commission did modify the
plan by requiring a Fhase I fuel-switch at Cardinal Unit
1, that is precisely what IEC has suggested would have
resulted in a least-cost plan. Thus, IEC would not have
been prejudiced by the alleged modification.

Finally, appellants raise a number of arguments
concerning the constitutionality of Am.Sub.S.B. No, 143,
144 Ohio Laws, Part I, 817, the legislation which enacted,
inter alia, R.C. Chapter 49213. Appellants claim that
Am.Sub.S.B. No. 143, through its various provieions,
creates a preference for Chio high-sulfur ceal,
discriminates against out-of-state low-sulfur coal
suppliers, and, thus, viclates the Commerce Clause of the
United States Congtitution. However, we find that
appellants lack standing to challenge the
constitutionality of thies legislation.

In Palazzi v. Estate of Gardner (1987), 32 Ohic St.3d
169, 512 N.E.2d %71, syllabus, this court held that:

"The constitutionality of a state statute may not be
brought into guestion by cne who is not within the class
against whom the operation of the atatute im alleged to
have been unconstituticnally applied and who has not been
injured by its alleged uncenstitutional provision."

The class against whom Am.Sub.S.B. No. 143 is alleged
to be unceonstitutionally applied is out-of-state coal
suppliers. Appellants are not members of that class.
Morecver, appellants have failed to demonastrate, to our
gatisfaction, that they have been injured by the
provisions cf the legislation which are alleged to be
unconstituticnal. Insofar as appellants lack standing tc
challenge the constitutionality of Am.Sub.8.B. No. 143, it
would be wholly inappropriate at this time to make any
further comment on the issue.

v

For the foregoing reasons, we affirm the c¢ommigsion's

order approving Chic Power's environmental compliance plan.



Order affirmed.

Moyer, C.J., A.W. Sweeney, Resnick, F.E. Sweeney and
pPfeifer, JJ., concur.

Fain, J., dissents.

Mike Fain, J., of the Second Appellate District,
sitting for Wright, J.
FOOTNOTES :
1 "Environmental compliance plan" is defined in R.C.
4513.01(B) toc mean "a plan developed by an electric light
company to comply with the acid rain control requirements
at all generating facilities owned by the company that are
affected by the Phase 1 acid rain control requirements.”
2 "Acid rain contrel regquirements" ig defined in R.C.
4913.,01{D) tc mean the Phase I acid rain control
reguirements of the CAAA.
3 R.C 4909.157(A} provides that after the commission
has approved an environmental compliance plan under R.C.
Chapter 4913, the commission cannot reconslder the
approval of the plan or the appropriateneas or prudence of
any compliance measure contained therein, except as
otherwise provided in R.C. 4913.45 or 4%13.06. R.C.
4913.05 mandates that the commission must review a plan
which has been approved under R.C. 4913.04 between twe and
two and cne-half years after the approval, or earlier in
the event of an extraordinary change of vircumstances.
R.C. 4912 .06 permits an electric light company tec seek
review and approval of a modified plan. However, nothing
in R.C. 4209.157(a) limits the commisgion's authority
under R.C., Chapters 4501, 4903, 4905 or 490% to examine
the management policies and practices of an electric light
company that is a public utility in implementing a
compliance measure contained in an approved plan or to
examine the costs incurred by the company for implementing
any such compliance measure. R.C 4909.157(B). Nor do the
provisions of R.C. 4909.157{aA) limit the commisaion's
authority under R.C. Chapters 4901, 49063, 4905 or 4909 to
examine the company's fuel procurement policies and
practices. R.C. 4909.157(C).
4 In that report, AEP developed a least-cosgt strategy
tor Phase I compliance for the AEP system, The AREP
"system” includes electric utilities which service
customers in parts of Chio and other states, In
formulating its least-cost compliance strategy, AEP
determined the compliance options for each Phase I
affected electric utllity generating unit within the
system and ranked those options in terms of cost
effectiveness, i.e., cost per ton of sulfur dioxide
removed. The options were then gelected in order of
increasing cost per ton until ecompliance was achieved.
Specifically, compliance strategies with a cost
effectiveness of lesa than four hundred dollars per ton
were gelected for implementation to wmeet the Phase T
requirements cf the CAAR, with the exception of Ohio
Power's Cardinal Unit 1. The compliance measure deemed
applicable to that unit (fuel-switchina from high-sulfur
coal to low-sulfur coal) was deferred until Phase IT. The
AEP report concluded that the least-cost compliance



strategy for the AEP system would inglude installation of
scrubbers at Chio Power's Gavin Units 1 and 2, a
fuel-switch at Chio Power's Muskingum Unit 5 from
high-sulfur coal to low-sulfur coal, and a fuel-switch at
Ohic Power's Kammer Units 1-3 from high-sulfur coal to
moderate-sulfur coal.

5 According to the AEP report, the decision to delay
compliance acticn at Cardinal Unit 1 was made because
implementing a fuel-switch at that unit wculd be the
highest-cost option for Ohio jurisdictional customers,
when Chio Power would already be overcomplying with the
federal law on a "stand-alone" basis. Further, a
fuel-switch at Cardinal Unit 1 would necessitate closure
of a company-affiliated mine.

Indusg. Energy Consumers v. Pub., Util. Comm.

Fain, J., dissenting. The majority cpinion is an
admirably practical way of dealing with an admittedly
difficult problem, but I cannot read R.C. 4913.04(A) (2) in
the same way. That provision requires that a plan for
complying with the federal Clean Air Act Amendments of
1990, in order tc be approved by the Public Utilities
Commission, must, amcng other requirements, constitute "a
reasconable and least-coat strategy for compliance with the
applicable acid rain control requirements that is
consistent with providing reliable, efficient, and
economical electric service." Once a plan has been
approved, a utility's implementation of the plan is
declared by statute to be a prudent management decision
for rate-making purposes. R.C. 4909.157({A}.

Although Ohic Power's plan called for switching from
high-gulfur coal at several locationg when Phase I of the
federal Act beging in 1995, and alsco for using scrubbers
at the Gavin locations at that time, the plan for several
other locations called for no changes until Phase II, in
2000. Ohio Power has never sought to medify its plan.

There may have been conflicting evidence as to
whether the alternaktive strategy of switching to
low-sulfur coal or natural gas at the other locations
(Cardinal Unit I and Muskingum Units 1-4) in 1535 would
cost less than waiting until 2000 to do so, but the fact
is that the commission found that the earlier fuel switch
at those locations would cost legsz, and there is evidence
in the record to suppeort that finding.

In view of the commission's finding that a strategy
of switching to low-sulfur fuels at the other locations in
1995, rather than waiting until 2000 to do so, would cost
significantly less, I cannot conclude that the plan
actually submitted by Ohio Power is a "reasonable and
least-cost strategy" for compliance with applicable acid
rain control requirements. It may lie within the universe
of all "reasonable" strategles for compliance, but it is
net "leasgst-cost," and the requirement is in the
conjuncrive.

I would reverse the commission’'s approval of the plan
submitted by Chio Power, and remand this matter to the
commission, which could, and should, encourage Chic Power
to modify its plan to provide for earlier fuel switches at



Cardinal Unit I and Muskingum Units 1-4.
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SUPPLEMENTAL DIRECT TESTIMONY OF SCOTT E. ALBERTSON

INTRODUCTION

Q.

Please state your name arxi busingss address.
Scott E. Albertson

One Vectren Square

Evansville, Indiana 47708

Are you the same Scoit E. Albertson who previously filed direct
testimony and exhibits in these cases?

Yes. | provided testimony and exhibits to gupport the derivation of the
DRR charges, bill impacts and the DRR tariff sheet.

What is the purpose of your supplemental direct testimony in these
proceedings?

The purpose of my supplemental direct testimony is to address the
changes in proposed DRR charges, along with associated bill Impacts and
a revised tariff sheet, reflecting the change in the DRR revenue
requirement sponsored by VEDO witness Janice M. Barrett.

What exhibits are attached to your supplemental direct testimony?
The following exhibits are attached to my supplemental testimony:

Exhibit No. SEA-S1, Pages 1 through 5 - DRR — Derivation of Charges;
Exhibit No. SEA-52, Page 1 of 1 — DRR — Tariff Sheet, and

Exhibit No. SEA-S3, Page 1 of 1 - DRR ~ Annual Residential Custorner

{Ca1564:}
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Bill Impact.

EXPLANATION OF CHANGES

Q.

>

Please oxplain Exhibit No. SEA-S1.

Exhibit No. SEA-51, Pages 1, 3, and 4 have been revised to reflact the
modification of the DRR revenue requirement as discussed by VEDO
witness Janice M. Barret. The DRR revenue requirement is shown on
Page 1 of 5, Line 8. The reduction to the DRR revénue requirement
results in a slight reduction in dollars aflocated to each rate schedule, but
not the allocation factors themselves (as shown on Exhibit No. SEA-81,
Page 2 of 5). Although Page 2 does not change with this supplemental
filing, it is included herein to avoid confusion. |

Does Exhibit No. SEA-81 contain any other changes?

The aliocation factors shown on Page 5 of 5 have been revised to reflect
the DRR revenue requirement. The allocation of recoveries to specific
months is a function of the doltars recovered volumetrically versus those
recavered through a fixed charge per customer. Because the DRR
revenue requirement is allocated differently for mains and service lines
costg, when the revenue requirement for each is modified, the resuliing
recoveries, which are volume-dependent, and thosa which are customer-
dependent, vary slightly. This drives a change in the monthly allocation
factors shown on page 5. As explained in my dlfect testimony in these
proceedings, this schedule is used as the basis for determining the

{Caths4: ) ‘
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recovery variance in future DRR filings.

Q. What is the resulting change in the monthly charge per residential
customer?

A, The proposed DRR charge for residential customers has changed from
$0.66 per customer per month to $0.65 per customer per month.

Q.  What other changes have been made to your exhibits as a result of
the new DRR revenue requirement?

A Exhibit No. SEA-S2 is the proposed DRR tariff sheet reflecting the revised
DRR charges. Exhibit No. SEA-S3 illustrates the associated annual
residential bill impact, which has decreased from $7.92 to $7.80 per
customer.

Q.  Are there any other changes to your exhibits as a result of the new
DRR revenue requirement?

A. No.

CONCLUSION

Q. Does this conclude your supplemental direct testimony?

A. Yes, it does.

{Ca1554: )
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YECTREN ENERQY DELIVERY OF CHIO
DISTRIBUTION REPLACEMENT RIDER
DERNATION OF CHARGES
{a) B Q) m) E)
Mans Service Lines
Allocated DRR Alocted DRR Toisl DRR Proposed DRR
Rate Revenus Revenua Reoverye Customer per Customey
ke Schwouis Begemment(ty  Regurement(th  Booultesent Counlfe) Periiomh
A + (&) (Cp{op2
310/314/315 §400,618 $1,846,018 32,248 532 2H7.TTE $0.66
32003214925 $1382,374 $307 301 $480.676
Gooup 1 $1I5689 (8) BN L8
Oroup 24 2 £333,085 (o)
41 530 $49 £79 2 3.7
s $40,001 39517 48,517
80 558,642 34,293 $62, 755
Total [w) $651,463 32,1607 096 m

{a) Revanue requirement fom Exhibit Ho. JMB-S1

(b} Reflaces revenue nequirement mulliptied by ellocation lacior found on Exhibt Mo. SEA-S1, Page 2
(c) Avaragm customer count for CY 2008

(d) 2010 Bydpet Volumes

(®) Fram Exmoit No. SEA-S1, Page 3

i}

Anpunl

74512207

41,357,001

53,783,331

Exivibit No. SEA-B1
[T

1GWA

$0.00448

$0.0012D
$0.00117
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Rete
Schoduln
HON1RI5
32013214325
a1
345
360

VECTREN EMERGY DELIVERY OF OHIO
DISTRIBUTION REPLACEMENT RIDER
RATE SCHEDULE ALLOCATION FACTORS

Mains
Allocation
Descringien
{%)
Residential DSS/SCOMranapostation 61.480%
General Ssnice DSSSCOMransportstion 23.390%
Dual Fue) 0.005%
Lange General Transportation 8. 140%
Large Voluena Traneportation 3.986%
Total  IGLOOGS

[a) Mains Aliocation Factor as presented in Case No. 07-1080-GA-AIR
{b) Service Linas Alocation Facior &3 prassnted in Case No. 07-1000-GA-AIR

Exhibk No. SEA-81
Page 2 ol §

Service Line
Alocation

{%)
85.184%
14.180%
0.C02%
0438%
0.194%




VECTREN ENERGY DELIVERY OF OHIO
DISTRIBUTION REPLACEMENT RIDER
ALLOCATION OF REVENLUE REQUSREWENT - RATES 320, 321 AND 326

Description

Praposed DRR - Rate 310311315
Proposed DRR - Rate 320/321/325 - Group 1
Cusiomer Count - Group 1

Revenue Requirement - Graup 1 (1)
Revenue Requirement - Totel 3200321/325

Revenue Requiremens - Group 28 3 (1)

Notes:
{1} lo Exhibit No. SEA-81, Paga 1

$0.65 Per Month
$0.65 Par Month
16,114

#2568
$450,675

Exhibit No. SEA-S1
Paged ol 8

Sourca
Exhibit No. SEA-31, Page 1

Lina [1}

Exhitil No. SEA-B, Page 1
Lina {2) x Line 3] x 12
Exhibit No. SEA-81, Page 1
Line 5] - Line [4]




Exhibil Mo, SEA-31

‘Page 4of &
VECTREN ENERGY DEILIWERY OF OHID
DIETRIBUTION REPLACEMENT RIDER
RATE SCHEDULE BILL IMPACTS
(h) ] {c) o (1]
Rats Frevious DRR Gurrent DRR Invcrennendsl DRR
Soiaduis  Presemi Revermmld]  Bewnnue Requirement  Qevenys Reguiterserticy RewonjoRpourewer)  ehicliend
{CHE) (EAAY
101 173,503,267 %0 $1,676.248 $1.578.248 AR @
38 $24,340 855 ] $671,286 S8T1,204 278% . (bd(d}
330324 $63,200 467 30 $332,609 22 509 0s1% ()
2% §7 DBS 433 $0 $132.000 HAT.088 199%  {bid)
41 $20,338 80 1] 74 0.30%
s $7.584.741 0 $49,517 9,517 064% () (e
% L1 L 365,788 —3BRT5E,  05%  (bHm)
Toal $202,749,344 30 £2A18.558 52,818,558 1.00%

() Twehe months ending Decamber 31, 2009

{b) Does nol inckude gec costs

(<} From Extitit No. SEA-S1, Page 2

(6) Current revenuss calcuinted 54 unil tate timed Number of cuskamers
(9} Pretant raveni:ss inchude aiacation of fonver Rale 330 revervee




Exhibit No. SEA-S1

Pape 5 of 5
VECTREN ENERGY DELIVERY OF QHIO
DISTRIBUTION REPLACEMENT RIDER
DETERMINATION OF APPROVED RECOVERIES
BY CALENDAR MONTH
Gy ) ©
Allggation Approved
Line Month Factor {1} Recoveres (2)
1 September-10 7.44% $200.718
2 Oclober-10 7.94% $223,786
3 November-10 861% $242,644
4  December-10 .52% $268.230
5 Subtotal (To Second Annual DRR Filing) $944,379
6 January-11 ©.95% §280.398
7 February-11 9.40% $264,934
8 March-11 2.03% $264,527
9 Aprik11 8.03% $226,215
10 May-11 7.68% $216.483
1 June-11 7.50% $211.363
12 July-41 7.468% $210,374
13 August-11 745% $209.94
14 Subloial (To Third Annual DRR Filing) 511874!1?9

{1) Bas=d on manthly volumes / cuetomer count (as applicatle) as a percentage of annual, in 2070 Budget.
{2) Allocation Factor in Column B times total revenue requirement.




Exhibil No. SEA-S2

Page 1 of 1
VECTREN ENERGY DELIVERY OF OHIQ, INC, Sheet No. 45
Tariff for Gas Service Fourth Revised Page 2 of 2
P.UCO. Ne. 3 Cancels Third Revised Page £ of 2
DISTRIBUTION REPLACEMENT RIDER
TRIB REPLACEM Cc
The charges for e respective Rate Schedules are;
Bate Schoduls. $ Pur Month $ Per Ccf
310,311 and 315 $0.65
320, 321 and 325 (Group 1) $0.85
320, 321 and 325 (Grouwp 2 and 3) $0.00448
341 $3.27
345 $0.00120
360 $0.00117
Flisd pursuant to the Finding and Qrder daied in Case No. of the Public
Utilities Cammission of Chig.

Issued: Issued by: Jemrold L. Ulrey, Vica Presidant Effective:




Exhibit No. SEA-S3

Page 1 of 1
VECTREN ENERGY DELIVERY OF OHIO
DISTRIBUTION REPLACEMENT RIDER
ANNUAL RESIDENTIAL CUSTOMER BILL IMPACT
Line
1 Proposed Residential DRR Per Customer Per Month $0.85
2 Months 2
3 Anrwal Bill Impact §7.80
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SUPPLEMENTAL DIREC TIMONY OF JANICE M. BARRETT

INTRODUCTION

Q.  Please state your name and business address.

A. Janice M. Barrelt. One Veciren Square, Evansville, Indtana 47708

Q. Are you the same Janice M. Barrett who previously filed direct
testimony in these cases?

A.  Yes. In addition to direct testimony, | also sponsored eight (8} exhibits,
which calctiated and/or supporied the revenue requirement for VEDO's
Distribution Replacement Rider ('DRR").

Q. What ig the purpose of your supplemental direct testimony In these
proceedings?

A.  The purpose of my supplemental direct testimony is to discuss the overall
reduction of VEDO's DRR revenue requirement by $57,453. This minor
reduction represents primarily an update of esfimates to actual amounts for
retirements and other minor corrections. VEDO has also included the
amortization of post in service carmying costs, which was not in VEDO’s
original DRR filing. The revenue requirement adjustments are summarized
on Exhibit No. JMB-S5.

Q.  In addition to Exhibit No. JMB-85, what exhibits are attached to your
supplemental direct testimony?

A The following exhibits are attached to my supplemental direct testimony as

{C31550: }

Barrett Supplemental Direct Testimony 1
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support for the revenue requirement reductions described on Exhibit No.

JMB-S3:

Exhibit No. JMB-S1 - Summary of DRR Revenue Requirement

Exhibit No. JMB-52 — Revenue Requiremerﬁ for Main Replacement
Program

Exhibit No. JMB-S2a — Annualized Property Tax Expense for Main
Replacement Pragram

Exhibit No. JMB-S2b - Deferred Taxes on Liberalized Depreciation for
Main Replacement Program

Exhibit No. JMB-S3 — Revenue Requirement for Service Line and Riser
Replacement Programs

Exhibit No. JMB-S3a — Annualized Property Tax Expense for Service Line
and Riser Replacement Programs

Exhibit No. JMB-S3b — Deferred Taxes on Liberalized Depreciation for
Service Line and Riser Replacameant Programs

Exhibit No. JMF-S6 - Incremental Service Line Responsibility Capital

Costs

Was Exhibit No. JMB-4 impacted by the calculation of the revised
DRR revenue requirement?

No.

{C31680: )
Barrett Supplemental Direct Testimony 2
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EXPLANATION OF EXHIBITS

Please explain Exhibit No. JMB-S5.
Exhibit No. JMB-85 summarizes the adjustments to the mains and service

line revenue requirements on Exhibit Nos. JMB-S2 through JMB-S3b.

Please axplain Lines 2 - § of Exhibit No. JMB-S5.
VEDOQ is requesting an increase in the mains revenue requirement of

$1,289 as reflected on Line §. This increase is comprised of three items,

(1) Lines 2 and 3 include the increase in annualized depreciation and
property tax expense associated with adjusting bare steel/cast. iron
replacement program (“Program”) retirements from estimated lo actual
retirements, per the continuing property record, for retirements which were

processed subsequent to the original filing.

(2) Line 3 also includes a reductfion in property tax expense due to a
change in the property tax rate from 8.76 percent, an estimaie in the
original filing, to B.72 percent. B.72 percent is VEDO's actual average
property tax rate for 2009 taxes paid in 2010 or its most recent average

property tax rate.

{3} Line 4 reflects the annual amortization of post in service canying costs
for the Program capital investments, The amortization period is consistent
with the average service life approved in Case No. 04-0571-GA-AIR. This

amortization was not reflected in the original fiting.

{C31550:)
Barret! Supplemental Direct Testimony 3
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Q. Please explain Lines 7 - 11 of Exhibit No. JMB-S5.
VEDO is requesting a decrease in the service lines revenue requirement of

$58,752 as reflected on Line 11. This decrease is comprised of four items.

(1} VEDO has adjusted the incremental capital investment related to
service line responsibility to reflect 2008 aciivity and corrected the
accumulated depreciation for risers on Line 10, Exhibit No. JMB-S3.
These adjustments increased accumulated depreciation for risers by $583
and reduced the service line rate base by $352,555, which provided for a
reduction in tha return on the DRR service line investment (Exhibit No.
JMB-S5, Line 7) and a reduction in annualized depreciation expense
{(Exhibit No. JMB-S5, Line 8) of $18,544.

(2) Retirements were estimated in the original DRR filing. All retirements
have been posted in the continuing property records and are $8,650 less
than the original filing. This adjustment increased annualized depreclation
expanse by $455 and has been reflected on Line 8 of Exhibit No. JMB-S5.

(3) Line 9 includes a reduction in annualized property tax expense due to
net decrease in rate base, related to rale base adjustments described in
items (1) and (2) above, and a reduction in the average property tax rate
from B.76€ percent, an sstimate in the original filing, to 8.72 percent. 8.72
percent is VEDO's actual average properly tax rate for 2000 taxes paid in

2010 or its most recent average property tax rate.

(4) Line 10 of Exhibit No, JMB-S5 reflects the annual amortization of post

{C31550: }
Barrett Supplemental Direct Testimony 4
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in service camying costs for the Program capital investment. The
amortization period is consistent with the average service life approved in
Case No. 04-0571-GA-AIR. This amortization was not reflected in the

original filing.

Q. Please explain Exhibit No. JMF-S8,
In preparation for my supplemental direct testimony, VEDO witness Francis
prepared corrected average service line replacement costs to be reﬂéctive
of 2009 activity. This exhibit has been provided as support for the
reduction in the service fine rate base reflected on Exhibit No. JMB-S5,

Line 7.

Q. Does this conclude your supplemental direct testimony?

Yes.

{C31550: }
Barrett Supplemental Direct Testimony 5



Exhibit No. JMB-81

Page 1 of 1
VECTREN ENERGY DELIVERY OF OHIO, INC.
DISTRIBUTION REPLACEMENT RIDER
SUMMARY OF DRR REVENUE REQUIREMENT
Ling Description Amournt Relerence
1 Msins Revanue Requirement 3 651,463 Exhibi No. JMB-52, Line 24
2 Service Lines Revenue Requirement 2 167,085 Exhibit No. JMB-S3, Line 28

Annual PRR Revenue Requirement §_ 2813558 Line1+Line2
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Exhibit Ho. JWB-S2

Page 10f 1
VECTREN ENERGY DELIVERY OF QHIO, INC.
DISTRIBUTION REPLACEMENT RIDER
ANNUAL REVENUE REQUIREMENT - MAINS
Description Arnoxint Reforence
turn !
Addionis - Main Replacemeinis 5 7062673
Criginal Cost - Retirad Mains (155.580)
Total Plant In-Service 6,907,390 Lne3+Lingd
" Depraciation Malhs ' $ (9,881
Gost of Removel - Malng 407,719
Criginal Cost - Retined Maing 1 Line 4
Tolal Accumulated Depreciation 418 Sum ol Lines 7 -8
Poat In-Service Cartying Gosts (PISCC) $ 8,32 ®
Nel Dafeired Tax Balanca - PISCC $ (34.413) Line 11 x 35%
Defarred Taxes on Dapreciation $ (1,288.263) Exhibit No. JME-S2, Line 14
Net Rate Base $ 52154580  Sumof Lines 3 arvd 10-13
Pre-Tex Rate of Retlum 11.67%  Case No, 07-1080-BAAIR
Annualbzed Return on Rate Base - Mains $ 725344 Live " Line 16
Operatipng and Ma intenance Exponges
Annualized Property Tax Expenac $ 150,110  Exhibit No. JMB-52a, Line 16
Annualized Depraciation Expanse $ 122.261 Line Sx 4,77% M
Annualized PISCC Amuortization Expense ] 1,513 Line 1185 pears ™
Annuslized Malnkenance Adjustment ] (347,785} @
Total Incremental Operating Expenses - Malng $ (73,881} Seam of Lines 18-21
Variance § - o]
Total Annual Revenue Requinement - Malns $ £59 Ling 16 + Lirg 22 + Line 23

{To Exhilbit No. JUB-21 and Exhibit No. SEA-81, page 1 of 8)

(1) FERC Acoount B78 depreciation rate approved in Case No. 04-0571-GA-AIR,
(2) Support provided by VEDO Wilness Jemes Francis, Exhibit o, JMF-4, Main | asks Maintenance Expense
2008 expance less Baseline expense atributable ta Bare Stest'Cast ron.
(3) PISCC s accrued at an annual rele of 7.02% from the in 3ervies date unlil imvasiments are refiecicd in the DRR rale,
(4) Not applicable as this represents Veciren Ensngy Delivery Ohlo, Inc's first annusl DRR filing.
(5) FERC Account 7€ Averags Service Life approved in Case No. 04-0571-GA-AIR.
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Exhibit No. JMB-52a

Paga1of1
VECTREN ENERGY DELIVERY OF DHIO, INC.
DISTRIBUTION REPLACEMENT RIDER
ANNUALIZED PROPERTY TAX EXPENSE - MAIN REPLACEMENTS

Desgription Amount Rsforence
Mains Replacemants - Book Value 3 7082973 Exhibit No. JMB-82, Line 3
% Good 95.2%
Tax Value 5 6942902 Line 1 k Ling 2
% 25% 25.0%
Taxabla Value/Assessment § 1.735.726 Lina 3K Line 4
VEDQ's Averaga 2010 Froperty Tax Rale 8.72%
Annual Property Tax Expense - Main Replacements & 161,366 Line § k Line 8

S ———————
Mains Retired - Biook Value $  (155.580] Exbibil No. JME-82, Line 4
% Good 38.7%
Tax Value $ (57,088 Line 8 xLine 9
x 25% 25.0% .
Taxable Value/Assossment $ (14,275) Line #0 x Ling 11
VEDQ's Average 2010 Property Tax Rate 8.72%
Annual Proparty Tax Reduction - Maln Retirements 1 Line 12 x Line 13
Annualized Property Tax Expansa - Mains § 150,110 Line 7 ¢ Line 14

{To Exhibit No. JMB-§2, Line 18}



Exhibit No. JWB-82b

Page 1 0f1
VECTREN ENERGY DELIVERY OF OHIO, INC.
DISTRIBUTION REPLACEMENT RIDER
DEFERRED TAXES ON UBERALIZED DEPREGIATION - MAINS
Line  Description Amount Refarance
1 -
2 Mains - Bare Steal\Cast ron Replacements $ 082073 Exhibit Ho. JMB-S2, Line 3
3 Book 10 Tax Basls Adjustment - Caphalizad Inlerest $ (3.810)
4 Book {0 Tax Basis Adjusimant - Bonus Depreciation 9,58 (Lina 2+Line 3} 50%
5 Total Income Tax MACRS Depreciation Base ] /581 Sum of Lines 24
6 iation:
7 MACRS - 15 Yeor ] 176479 Ling 5+ 5%
8 Bonus Deprecziation 3,528,582 Line 4
9 Total Tax Depreciation § 3,700,081 Line 7 + Line 8
10 Book Depreclation;
1 Msins $ 33,881 Exhibit No. JMB-52, Lina 7
12 Tax Depreciation in Excess of Book Depraciation $ {3672,180) Ling 11 -1Ling 9
13 Federal Defered Taxes at 35% 35%
14 Deferred Tex Balance at Decomber 31, 2009 - Malna 1,266 Lina 12* Line 13

{To Exhibit No, JUB-S2, Line 13)
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Exhibit No. JMB-33

Fage Yot
VECTREN ENERGY DELIVERY OF QHIO, INC.
DISTRIBUTION REPLACEMENT RIDER
ANNUAL REVENUE RECQUIREMENT - SERVICE LINES
¥ Rutyrn on investmant:
2 in-Servicn
3 Addiions « Services Repiacements (Bare Steel/Caat iron} $ 4,187 450
4 Additions - Servicas Replacaments (Sarvica Ling Responsibliityh 1,041,750 (8}
5 Additions ~ Risers 545,12
) Original Cogt - Retirad Services 1,
7 Tolal Plani In-5evice 10,558, Sumoilines 3-8
8
8 $ BEAT)
10 {80,075)
1 318.529
12 Original Coet - Retirad 21,562 Lina 8
13 Total Accumuksted Deprecialion $ 184,688 Sum of Lines & - 12
14 Poel in-Barvica Ganrying Gosts (PISCC) s 81,700 ]
15 Net Defemed Tax Galance - PASCC $ {20,198} Lin& 14 2 35%
1:3 Deferred Taxes on Depreciation § |1,W,3&4] Exhibll o, JWFB-E30, Line 19
7 Net Rale Base $ BOGDGZS  Sumofiines 7 and 13-4
18 Pre-Tax Rete of Retumn 11.67%  Cuss No, 07-1D80G5AR
g1 Annusitzod Return on Rate Bate Service Lines 3 1,048,705 Lin 17 * Line 18
20 = LU a3
21 Annualmad Pruwty Tax Eupenso $ 220,702 Exhibd No. JEB-33a, Line 2
22 Aanualived Deprecigtion Expanse $ 580,652 Line 7x 5.20% ™
23 Annualizad PISGC Amorization Expense 3 1012 Ling M 157 pesia ™
24 Incremantal O&M - Service Line ResponsiLiity $ 71928 @
25 Annuslized Meimensnce Adusiment $ a8l i
26 Total incrementatl Operating Expenses - Service Lines 3 $88,672 Sum oF Lines 21-24

Vartance

$  2MTE  Exouse S-S Ums

] 167 Line 18+ Liné 26 + Line 27
(7o Exhibi No. JMB-S1 and Eunibk No. SEA-SY, page 101 8)

Totsl Ravouus Requirement - Ssrvice Linas

{1} FERC Accoun! 550 deprecixtion rale sppedwed in Case No. 04-0571-GA-AIR.
{2) Support provided by VECQ Wilress James Francis, Exhibil Ho. JMF-3.
{3} PISCC Is accniad at an annua! rate of 7,02% Fom the in service date unil invesimenis are reflociad In iha DRR rate.
{4} Varisnce reprecents the initial TRR chenge asaodieted with dalerrad natural gas risar inveeiigation
and replacaniont expensas.
(5} Suppart provided by VEDD Winess Jamas Francis, Sarvios Laaks and Meter
Maintenancs Expanes. zmaxpmuhulhwlnammmhmwm
{€) Support provided by VEDC Winess James Francis, Exhibit Mo JMF-S8.
(7) FERC Account 680 Avarage Servics Life approved in Caas No. (4-05T1-GAAIR.
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VECTREN ENERGY DELIVERY OF OHID, INC,
DISTRIBUTION REPLAGEMENT RIDER
ANNUALIZED PROFERTY TAX EXPENSE - SERVICE LINES

Dexcripton

Serviot Replacements - Book Value

% Good

Tax Velue

X 5%

Taxable Value ! Assesament

VEDO Average 2010 Property Tax Rele

Annuaf Property Tax Expenge - Service Line Ropiscements

Services Retined - Book Valus

% Good

Tex Valug

¥ 25%

Taxabie Vane 7 Assassmenl

VEDO Average 201¢ Properly Tax Rate

Annusi Property Tax Retuction - 3ervico Ling Retiomonta

Risers Replacamams - Book Vaiue

¥ Good

Tax Value

A 25%

Taable Value f Assessmant

YEDO Averapa 2010 Property Tax Rale

Annual Property Tax Expenas - Nstural Gas Risers

Annuallzed Property Tax Expensa - Bervice Lines

Exhibit No. JMS-33s

Peintof1
—Amaunt Gafemnce
$ 5220200  CuhibktNo VB33, L3 & Line 4
£8.3%
§ 6140304 Line 1 x Lina 2
25.0%
T-im_ Lina3xLinnd
B.72%
i 11@ Line 5x Linm 8
3 (21,552 Exhibt No. SE8-51, Line €
8.
ot Line & x Line 9
.05
{1,978) Lina 16 x Lins 91
8.72%
T_Gm twiws
§ 5451132 Extvibit No. JUB-33, Lim &
93.3%
S Line $8 x Line 18
23.0%
§ 1330518 Ling 17 x Line 18
B.72%
T T s
-3 m‘m Line T+ Line 14 + Line 21

(Ta Exhibit Ny. JWB-S3, Line 21}




VECTREN ENERGY DELIVERY OF OHIQ, INC.
DSTRIBUTION REPLACEMENT RIDER
DEFERRED TAXES ON LIBERALIZED DEPRECIATION - SERVICE LINES

Exhibit No, JMB-53b
Fage 1ol 1

Line Desoription Amoin Refararce
1
2 Sarvica Additions - Bare SteelCasl Iron Replacements § 4107450 Exhibit No. JME-53, Line 3
3 Sarvice Additions - Service Ling Cwnership 1,041,760 Exhibll No. JMB-83, Line 4
4 Addviona of Naluvsl Gas Risers 451,182 Exhiblt No. JMB-33, Line 3
5 Totsl Plan In Service 5 1
8 Book ¥ Tax Basis Acjustment - Capiaiized interast 5 (2,287}
7 Book 10 Tax Basis Adjustmsi - Bonus Depreciation (5,328,023) {Ling 2+Line 3+_ing 4+_Ine ) * 5%
3 Telal ncome Tax MAGRS Deprecialion Bate [ %330, Sum Lineg 5-8
9 ]
10 MACRS - 15 Year $ 208,851 Line 8 * 5%
1 Bonus Depreciation 330,023 Lne s
12 Total Tax Dopreciation ] mi‘.ﬁh LUna 10 + Les 11
13
14 Services 3 86,417 Exhidi No., JHE-53, Lins ©
15 Natwal Gas Risers BR.UT5 ExhibR No. JMB-53, Lins 10
15 Total Bbok Depreciation Ling 14 + Line 18
17 Tax Lapreciation in Excess ¢f Book Ceprecialion § (520382 Line 16 - Line 12
13 Fadaral Deferred Taxes al 35% 3%
19 Dulerred Tax Balanos al Bagember 11, 2008 - Service Linge 1 Line 17 * Line 18

S (L0e35)
[To Exhibit No. JMB-53, Line 10)
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CERTIFICATE OF SERVICE

| hereby certify that a copy of the foregoing Supplemental Diract Testimony

of Janice M. Barrelf has been served by first class mail, postage prepaid, or hand-

delivered, this 23rd day of July, 2010, to the following parties of record.

Maureen Grady

Assistant Consumers’ Counsel
Offics of the Ohio Consumers’
Counsel

10 West Broad Street, 18™ Fioor
Columbus, OH 43215

David Rinsbolt

Colleen Mooney

Chio Partners for Affordable Energy
231 West Lima Street

PO Box 1793

Findlay, OH 45839-1793

John Bentine

Mark Yerick

Chester, Willcox & Saxbe, LLP
85 East State Street, Suite 1000
Columbus, OH 43215-4213

John M. Dosker

Stand Energy Corporation
1077 Celestial Strest

Suite 110

Cincinnati, OH 45202-1629

{C31550: }

Vern Margard

Duane W. Luckey

Assistant Attomey General

Public Utilities Commission of Ohio
180 East Broad Street, 9™ Floor
Columbus, OH 43215

Trent Dougherty, Attomey
Ohio Environmental Council
1207 Grandview Ave,
Calumbus, OH 43212-3449

W. Jonathan Alrey

Gregory D. Russell

Vorys, Sater, Seymour and
Pease LLP

62 E. Gay Street, PO Box 1008
Columbus, OH 43216-1008
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SUPPLEMENTAL TESTIMONY OF JAMES M, FRANCIS

Please state your name, business address and cccupation,

My name is James M. Francis. My address is One Veciren Square,
Evansville, Indiana, and 1 am Director of Engingering & Assel
Management for Vectren Utility Holdings, inc. ("WUHI), the parent
company of Vectren Energy Delivery of Ohio, Inc. ("VEDO® or ‘tha
Company”).

Are you the same James M. Francis that proviously filed testimony In

this case?

Yes.

What is the purpose of your supplemental testimony In this
proceeding? |

The purpose of my supplemental testimony is lo discuss VEDO's
commitment to, and to explain VEDO'’s current and planned invesiment in,
the Accelerated Bare Steel and Cast Iron replacement program
("Program") approved in Case No. 07-1080-GA-AIR. |

In Case No. 07-1080-GA-AIR, VEDO’s estimatn of the expoctéd annual
level of investment related to the Program was $16,375,000, over an
expected 20-year period. Why was the actual 2009 and planned 2010

level of inveaimant lgss than this amount?

{c3t71z:}

Francis Supplemental Testimony 1
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As described in my direct testimony, which was included as Attachment A
of the DRR Application filed on April 30, 2010, VEDO, like many
companies including other Vectren ufilities, constrained its capitel
expenditures in response to credit market unceriainties during this period
of time. As a result, the investment in the Program in 2009 and 2010 i

less than the level originally estimated.

How does VEDO now view the expected completion of the Program?

Presented in Case No. 07-1080-GA-AIR as a 20-year program, changes
in individual year expenditures can be accommodated to alloﬁ VEDQ to
retire all bare steel and cast iron pipelines over the sams 20-ysar period.
Moreover, Pragram progress over time will impact the necessary level of
investment in later years. VEDOQ remains committed to the Program, is
making very good progress as evidenced by the 24.5 miles of pipe retired

in 2009, and plans to confinue to replace this older infrastructure on an

accelerated basis as compared to historical replacement rates.

Does VEDO Intend to invest more in 2011 in the Program than was
invested in sach of 2009 and 20107 ' .

Yes, Currently, VEDO has budgeted to spend roughly $17.0 million on the
Program in 2011. VEDO estimates that this will allow It fo retire

approximately 34.5 miles of main in 2011.

(C31712 }
Francis Supplemental Testimony 2



1 Q. Does VEDO plan to “catch-up” the miles of main replaced that fell
2 short of the original plan?

3 A Yes. In any given vear the miles of main replaced will vary due to a

4 number of factors. The Company's experience thus far has been that
5 more main ¢an be retired than needs to be installed to complete projects
6 within the Program and continue to provide reliable service to customers.
7 Over the next 18 years, VEDO will either achieve this “calch-up” through
8 the natural replacement progress and the specific project designs or

B through the investrnent of additional capital in the Program as necassary.

10 Q.  Does this conclude your tostimony?
11 A Yes.

{C31712:}

Francis Supplemental Testimony 3
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| hereby certify that a copy of the foregioing Supplemental Testimony of James M.

Francis has been served by electronic transmission, first class mail, postage prepaid, or

hand-delivery, this 13" day of August 2010, to the following parties of record.

Maureen Grady

Joseph P. Serno

Assistant Consumers’ Counsel

Office of the Chioc Consumers’ Counsel
10 West Broad Street, 18" Floor
Columbus, OH 43215

David Rinsbolt

Colleen Mooney

Ohie Partners for Affordable Energy
231 West Lima Street

PO Box 1793

Findlay, OH 45839-1793

John Bentine

Mark Yurick

Chester, Willcox & Saxbe, LLP
65 East State Street, Suite 1000
Columbus, OH 43215-4213

John M. Dosker

Stand Energy Corporation

1077 Celestial Street, Suite 110
Cincinnati, OH 45202-1629
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Trent Dougherty, Attorney
Ohio Envircnmental Councll’
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Vorys Sater Seymour & Peage LLP
52 E. Gay Street, PO Box 1008
Columbus, OH 43218-1008

Stephen Reifly

Vem Margard

Assistant Attorney Gensral

Public Utilities Commission:of Ohio
180 East Broad Street, 9™ Floor
Columbus, OH 43215 |
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SECOND SUPPLEMENTAL DIRECT TESTIMONY OF SCOTT E. ALBERTSON

Please state your name and business address.

Scott E. Albertson, One Vectren Square, Evansville, Indiana 47708.

Are you the same Scott E. Albertson who previously filed direct and
supplemental direct testimony and exhibits in these cases?

Yes. | provided testimony and exhibits to support the derivation of the
Distribution Replacement Rider (“DRR”} charges, bill impacts and the DRR

tariff sheet.

What is the purpose of your supplemental direct testimony in these
proceedings? | |

The purpose of my second supplemental testimony is fo support the
Stipulation and Recommendation filed in these proceedings on August 18,

2010.

Do you believe the Stipulation filed in these cases is the product of
serious bargaining among knowledgeable parties?

Yes. This agreement is the product of an open process in which all parties
were represented by able counsel and technical experts. Several
negotiation discussions occurred. The Stipulation represents a
comprehensive compromise of all recommendations raised by parties with
diverse interests. All parties have either signed the Stipulation or opted to

not oppose it. | believe that the Stipulation recommended for Commission

Albertson Second Supplemental Direct Testimony 1
{C31744:)
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adoption presents a fair and reasonable result.

Q. Does the Stipulation benefit ratepayers and promote the public

interest?

A Yes. The DRR was one provision in the Stipulation ("Rate Case

Stiputation”) approved by the Commission in its January 7, 2009, Qpinion
and Order in Case No. 07-1080-GA-AIR. In support of the Rate Case
Stipulation, Staff witness Puican cited several factors to demonstrate that
the terms and conditions of the Rate Case Stipulation benefit ratepayers

and promote the public interest, among which are the following:

e The Stipulation establishes a distribution system replacement
program to accelerate the replacement of aging distribution system

and provides for reasonable oversight of the program.

 The Stipulation establishes a program to address the safety
concerns of prone-to-fail risers and a schedule to replace these

risers within a reasonable period of time,

s The Stipulation adopts a proposal for Vectren to assume ownership

and repair responsibility of customer service lines.

These factors carry over to the Stipulation in these cases, as well. The
DRR supports the programs and activities previously found by the

Commission to be in the public interest and benefit ratepayers.

Albertson Second Supplemental Direct Testimony 2

{C31744: }



Q. Does the Stipulation violate any important regulatory principle?

A No.

Q. Do you recommend that the Commission adopt the Stipulation?
A Yes. | believe the Stipulation represents a fair and reasonable compromise

of diverse interests and provides a fair result for customers.

Does this conclude your second supplemental direct tes‘timony‘?

Yes, it does.

Albertson Second Supplemental Pirect Testimony 3

[C31744: }
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| hereby certify that a copy of the foregoing Second Supplemental Direct

Testimony of Scott £. Albertson has been served by electronic transmission, first class

mail, postage prepaid, or hand-delivery, this 18" day of August 2010, to the following

parties of record.

Maureen Grady

Joseph Serio

Assistant Consumers’ Counsel
Office of the Chio Consumers’
Counsel

10 West Broad Street, 18™ Floor
Columbus, OH 43215

David Rinebolt

Colleen Mooney

Ohio Partners for Affordable Energy
231 West Lima Street

PO Box 1793

Findlay, OH 45838-1793

John Bentine

Mark Yurick

Chester, Willcox & Saxbe, LLP
65 East State Street, Suite 1000
Columbus, OH 43215-4213

John M. Dosker

Stand Energy Corporation
1077 Celestiat Street

Suite 110

Cincinnati, OH 45202-1629
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Stephen Reilly

Assistant Attorneys General
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180 East Broad Street, 9" Floor
Columbus, OH 43215

Trent Dougherty, Attorney
Ohio Environmental Council
1207 Grandview Ave.
Columbus, OH 43212-3449

W. Jonathan Airey

Gregory D. Russell

Vorys, Sater, Seymour and
Pease LiLP

52 E. Gay Street, PO Box 1008
Columbus, OH 43216-1008
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STATEMENT OF
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Gretchen J. Hummel (Trial Attomey)
McNees Wallace & Nurick LLC

Fifth Third Center

21 East State Street, 17" Floor
Columbus, OH 43215

Telephene: 614-469-8000
Telecopier: 614-469-4653
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BEFORE

THE PuBLIC UTILIMES CoMmissiON OF OHIO

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

Case No. 07-1080-GA-AIR

In the Matter of the Application of
Vectren Energy Delivery of Ohio, fnc.
for Authority to Adjust its Distribution
Replacement Rider Charges.

Case No. 10-535-GA-RDR

STATEMENT OF
STATUS OF ISSUE RESOLUTION

i
s

On June 16, 2010, the Attorney Examiner issued an Entry in Case No. 10-
505-GA-RDR in which he established, inter élia, a deadline of August 4, 2010, by
which Vectren Energy Delivery of Ohio, Inc. ("VEDQ"), is to file a statement
informing the Commission whether the issues raised in the comments filed by the
Staff and OCC on July 30, 2010 have been resolved.

VEDO, the Staff, and OCC have reviewed and discussed the issues
raised in the comments. At this time, VEDO is in agreement in principle with the
two recommendations made by the Staff on page 12 of its comments seeking
consultation with Staff prior to filing VEDO’s next DRR application and a -
reclassification of certain costs associated with meter move outs. Discussions
about the issues raised by OCC suggest that some, and perhaps all, of OCC's

issues may be able to be resolved.



VEDQ intends to continue discussion with the Staff and OCC of the issues

not yet resolved in"the next few business days with the hope and intent of

resolving alf issues raised in these proceedings.

Respectfully submitted,

retchen J. Humme! (Trial Atlorney)
cNees Wallace & Nurick LLC
Fifth Third Center
21 East State Street, 17" Floor
Columbus, OH 43215
Telephone: §14-469-8000
Telecopier; 614-469-4653
ghummel@mwncmh.com

Attorney for Vectren Energy Delivery of
Ohio, Inc.

{C31657: )
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PO Box 1793
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John Bentine

Mark Yerick

Chaester, Willcox & Saxbe, LLP
65 East State Street, Suite 1000
Columbus, OH 43215-4213

John M. Dosker

Stand Energy Corporation
1077 Celestial Street

Suite 110

Cincinnati, OH 45202-1629
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BEFORE
THE PuBLIC UTILITIES COMMISSION OF OHIO

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

Case No. 07-1080-GA-AIR

i T

In the Matter of the Application of
Vectren Energy Delivery of Ohio, Inc.
for Authority to Adjust its Distribution
Replacement Rider Charges.

Case No. 10-595-GA-RDR

B g S S

SECOND STATEMENT OF
STATUS OF ISSUE RESOLUTION

On August 5, 2010, the Legal Directér issued an Entry in Case No. 10-
5985-GA-RDR in response to a Moticn for Extension in which he established, infer
alia, a deadline of August 12, 2010, by which Vectren Energy Delivery of Ohio,
Inc. ("VEDO") is to file a statement declaring that the issues in the case have
been resolved and a stipulation will be filed or that the parties have failed to

reach agreement on all issues.

As of the filing of this statement, VEDO is of the belief that the issues in
this case have been resolved, and a stipulation will be filed. Counse! for the
Office of the Ohio Consumers’ Counsel (“OCC") has authorized VEDO to

represent that OCC most likely will not sign the stipulation, but will not oppose it.
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Respectfully submitted,

1
ulninel (Trial Attorney)
McNees Wallace & Nurick LLC .
Fifth Third Center

21 East State Street, 17" Floor
Columbus, OH 43215

Telephone: 614-469-8000

Telecopier: 614-469-4653
ghummel@mwncmh.com

Attorney for Vectren Energy Delivery of
Ohio, Inc.
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CERTIFICATE OF SERVICE

| hereby certify that a copy of the foregoing Second Statement of Status of Issue -

Resolution has been sent electronically, this 12™ day of August, 2010 to the following

parties of record.

Joseph Serio

Assistant Consumers’ Counsel

Office of the Ohio Consumers’ Counsel
10 West Broad Street, 18" Floor
Columbus, OH 43215

David Rinebolt

Colleen Mooney

Ohio Partners for Affordable Energy
231 West Lima Street

PO Box 1793

Findlay, OH 45839-1793

John Bentine

Mark Yerick .
Chester, Willcox & Saxbe, LLP
65 East State Street, Suite 1000
Columbus, OH 432154213

John M. Dosker

Stand Energy Corporation
1077 Celestial Street

Suite 110

Cincinnati, OH 45202-1629
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g’étchen J. Hummel

Stephen Reilly

Vern Margard

Assistant Attorney General

Public Utilities Commission of Chio
180 East Broad Street, 9™ Floor
Columbus, OH 43215

Trent Dougherty, Attomey
Ohio Environmental Council
1207 Grandview Ave.
Columbus, OH 43212-3449

W. Jonathan Airey

Gregory D. Russell

Vorys, Sater, Seymourand Peass LLP
52 E. Gay Strest, PO Box 1008
Columbus, OH 43216-1008



