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INTRODUCTION

Duke Energy Ohio, Inc.’s (“Duke”) 400,000 naturalsgcustomers pay the highest
natural gas rates in the state, and if Duke getsaty, those rates will be even higher. In
this case, Duke has suddenly determined thatntgcsdines present a severe safety and
reliability threat. To solve the problem, Duke Ipasposed an Accelerated Service
Replacement Program (“ASRP”). Under the prograneast 58,000 pre-1971 metallic
and non-protected service lines -- pipes that maidoeen identified as currently leaking
-- will be replaced at a cost of at least $320ionillto Ohio consumers.

However, the safety of Duke’s distribution services is not at risk. And, as
recognized by PUCO Staff (“Staff”) witness Adkitise $320 million cost to upgrade
Duke’s system is too high for the very minimal bigsehat Ohioans will receive:

Again, if measures to improve Duke’s overall systafety can be
thought of as adding measureable increments ofysdlfien, in
Staff's opinion, Duke’s proposed ASRP will not mdhe safety

needle very much. Moreover, the marginal safety gaia result
of the ASRP should also be considered in lighto$B20 million



over ten years price tag. In Staff's opinion, tHeRF¥’s purported
benefits do not outweigh the cots.

This case is not about the safety and reliabaftipukes natural gas distribution
system. This case is not about any imminent salfieat to customers. Rather, this case
is about Duke through unnecessary capital expemditseeking customer funding of
additional profits for shareholders. Duke’s ASRR isad deal for consumers that will
have the corollary effect of unnecessarily enrighime shareholders of Duke’s parent,
Duke Energy, Inc. The Public Utilities CommissiminOhio (“PUCO” or
“Commission”) should deny Duke's application.

Il. BACKGROUND
A. Duke’s Accelerated Main Replacement Program.

In 2001, the PUCO approved Duke’s request to aratelehe replacement
of natural gas distribution main lines on its systes part of Duke’s Accelerated
Main Replacement Program (“AMRP?)The AMRP’s goal was to replace all 12
inch and smaller cast iron and bare steel nat@sigains over the following
fifteen years’ As part of the AMRP, Duke also replaced any prélietallic or
non-protected service lines that that were conuetcte cast iron or bare steel
main being replaced under the AMRBuke explicitly states that it was not able

to replace all the pre-1971 metallic and non-pret@service lines under the

! Staff Ex. 3 at 14 (Adkins Direct).

2 See, e.gln the Matter of the Application of the Cincinnati Gas & Electric Company for an Increasein its
Gas Ratesin its Service Territory, PUCO Case No. 01-1228-GA-AIR at al.,, Opinion &rder at 12 (May
30, 2002).

*1d.
“* Duke Ex. 1 at 5 (Application).



AMRP progrant. Installation of additional pipeline through Duk&MRP is set

to conclude at the end of 208 However, customers will continue to fund the

AMRP until Duke’s next distribution rate caS&low, in addition to those costs,
customers will be burdened with costs from the psagl ASRP, which Duke

would begin in 2016, if approved by the PUCO.

.  BURDEN OF PROOF

Duke’s application is to approve an alternative alan. Alternative rate plans are
governed by, inter alia, R.C. 4929.05. Under thatiuige, the PUCO may authorize an
alternative rate plan after investigation “whichymaclude a hearing at the discretion of
the public utilities commissior’An alternative rate plan is not mandatory; rather at
the discretion of the PUCO. Before an applicatsoapproved the PUCO must find that
the applicant:

[i]s in substantial compliance with the policy bfg state specified in
section 4929.02 of the Revised Code;

(2) The natural gas company is expected to be in
substantial compliance with the policy of this stat
specified in section 4929.02 of the Revised Code
after implementation of the alternative rate plan;

(3)  The alternative rate planjisst and reasonable™

® Duke Ex. 1 at 5-6 (Application).

® Duke Ex. 1 at 5 (Application)n the Matter of the Application of the Cincinnati Gas & Electric Company
for an Adjustment to Rider AMRP Rates to Recover Costs Incurred in 2010, PUCO Case No. 10-2788-GA-
RDR, Opinion and Order at pp. 10-11 (May 4, 2011).

"OCC Ex. 10 at 19-20 (Duann Direct) citingthe Matter of the Annual Application of Duke Energy Ohio

for an Adjustment to Rider AMRP Rates, PUCO Case No. 10-2788-GA-RDR, Opinion and Ord& ahd

10 (May 4, 2011) (PUCO Opinion and Order allowingkb to recover costs for allowable capital addgion
under AMRP past December 31, 2015).

8Tr. Vol. Il at 496:1-17.
°R.C. 4929.05.
10R.C. 4929.05 (emphasis added).



Subsection (B) of the statute places the burdgmadf on the applicant.

Further, R.C. 4905.22 requires that every publidyfurnish necessary and
adequate service and facilities, and that all adgfgr any service must be just and
reasonablé’ Of course, Duke as the applicant bears the bustiproof?

Additionally, Duke must obtain authority to replawen-leaking service lines that
are currently owned by its customers. Duke doe®wot the majority of non-leaking
service lines that it proposes to replace on aelacated basis through the ASRP. Rather,
Duke’s customers own most of the service linesl uapair or replacement of these
service lines occurs by DukgDuke acknowledged that it has been replacing tansi
taking ownership of, hundreds of non-leaking, costpowned service lines per yéar.
While the PUCO authorized Duke to take ownershifgaking lines it repaired, the
Commission did not rule that Duke could do so witim-leaking lines. And Duke did not
cite to any PUCO order in its Application, Replyr@ments, or Objections to the Staff
Report that gives it the authority to take owngusifia customer-owned service line that

is not leaking® Similarly, no Duke witness was able to point ty &JCO Order where

the PUCO granted Duke the authority to take ownprsha customer-owned service line

1See R.C. 4905.22.

1235eee.g.,R.C. 4928.143(C)(1)n the Matter of the Application of The Ohio Bell Telephone Company for
Authority to Amend Certain of its Intrastate Tariffs to Increase and Adjust its Rates and Charges and to
Change its Regulations, 1985 Ohio PUC Lexis 7, 91 (PUCO Case No. 84-1%BBAIR); In the Matter of
the Application of the Ottoville Mutual Telephone Company for Authority to Increase its Rates and

Charges and to Revise its Tariffs on an Emergency and Temporary Basis Pursuant to Section 4909.16
Revised Code, 1973 Ohio PUC Lexis 3, 4 (PUCO Case No. 73-35¢“Xthough the applicant must
shoulder the burden of proof in every applicatioogeeding before the Commission, this burden takes
an added dimension in the context of an emergemteyaase.”).

1311 the Matter of the Application of Duke Energy Ohio, Inc. for an Increase in Rates, Case No. 07-589-
GA-AIR et al., Stipulation and Recommendation a{Rdbruary 20, 2008); Tr. Vol. | at 38:16-18
(Whitlock).

1 Tr. Vol. | at 39:5-16 (Whitlock); Tr. Vol. | at 819-22 (Hebbeler).
15 See Duke Ex. 1 (Application); Tr. Vol. | at 140 titfock).
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that was not leakinf. Therefore, Duke must obtain authority to replace-teaking

service lines that it does not currently ot¥n.

IV.  EVIDENTIARY RULINGS

A. Duke Ex. Nos. 7 and 8 should be excluded frométrecord
because they are not relevant evidence.

Under Ohio Administrative Code § 4901-1-14(F):

Any party that is adversely affected by a rulinguisd under

rule 4901-1-14 of the Administrative Code or any oral ruling isdu
during a public hearing or prehearing conferenaktaat (1) elects
not to take an interlocutory appeal from the rulorg?2) files an
interlocutory appeal that is not certified by thmey examiner
may still raise the propriety of that ruling asissue for the
commission's consideration by discussing the matiex distinct
issue in its initial brief or in any other appraya filing prior to the
issuance of the commission's opinion and ordeindirfg and
order in the cas¥.

At the hearing, objects alleged to be service Ine@soved from Duke’s Ohio service
territory were marked as Duke Ex. Nos. 7 and 8resjdhe objections of OCC, the Ohio
Partners for Affordable Energy (“OPAE”), and St&fThe next day photographs of these
alleged objects were moved into evidence as DukéNBg. 7 and 8, again, against the
objections of OCC, OPAE, and StaffThe Attorney Examiner erred in admitting Duke
Ex. Nos. 7 and 8 into the record. OCC elected mtdke an interlocutory appeal from the

oral ruling issued during the hearing in lieu aénag the issue in its initial brief.

6 See Tr. Vol. | at 96:3-7 (Hill); Tr. Vol. | at 1389-140:25 (Hebbeler); Tr. Vol. | at 39:17-20 (Wbitk).

" See Duke Ex. 2 at 9 (Whitlock); see also Tr. Vait 39:17-20 (Whitlock); Tr. Vol. Il at 139:10-145
(Hebbeler).

18 Ohio. Adm. Code 4901-1-14(F).
¥ Tr. Vol. | at 164:6-17 (Hebbeler).
2 Tr, Vol. Il at 195:25-203:21 (Objections of OCCPAE, and Staff).
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Evidence is not relevant, and therefore inadmisgtlinless it has any tendency
to make the existence of any fact that is of consage to the determination of the action
more probable or less probable than it would béaait the evidenc& In other words, if
the evidence does not tend to prove a fact asgistithe determination of an issue it has
no function® In addition, generally, real evidence may not Bevant unless its
condition at the time of trial is similar to itsrodition at the time of the incident in
questior?® In such cases, the party offering the evidencet miss introduce evidence
sufficient to support a finding that the conditigrsimilar?

The alleged service lines and, consequently, pmapdg are not relevant. It
appears that Duke intended for Duke Ex. Nos. 7&twdbe viewed as evidence of the
typical condition of the 58,000 service lines sebé replaced under the ASEP.
However, Duke did not provide evidence to supdad tonnection.

First, there is no evidence showing these serines lare a fair and adequate
representation of the 58,000 service lines thateDplkns on replacing under the ASRP.
In fact, quite to the contrary, Duke admitted tihatas specifically seeking out a

particularly deteriorated piece of pipe to use asaal aid®’ Accordingly, it is logical to

21 See Ohio Rule of Evidence 401.

22 See Ohio Rule of Evidence 401(Evidence is releifanhas any tendency to make the existence gf an
fact that is of consequence to the determinaticth@fction more probable or less probable thawitld
be without the evidence).

%3 SeeMcCluskey v. Burroughs, 4 Ohio App. 3d 182, 446 N.E.2d 1143, 4 Ohio B4,2B982 Ohio App.
LEXIS 10980 (1982); See also Ohio Rule of Evidefiga.

24 SeeSate v. Zukor, 1976 Ohio App. LEXIS 7357, 1976 WL 189504 (Ohio &pp., Hamilton County
Feb. 9, 1976).

S gee Id.
% See Tr. Vol. | at 162-163 (Hebbeler).

27 Tr. Vol. | at 182:2-20 (Duke witness Hebbeler ifgsig: “I was looking for a deteriorated pipe. Titsa
what | asked for”).



infer that Duke Ex. Nos. 7 and 8 are atypical dredéfore not representative of the rest
of Duke’s service lines.

Alternatively, in order to provide relevant evider@uke should have produced a
variety of full-length service lines from a variatfareas in its Ohio service territory.
This would have at least produced a somewhat fairaalequate illustration of the
condition of Duke’s service lines. Instead, Dukagitt and introduced two five foot
piece$® of the worst examples of pipe from two sgota its service territory. Such a
practice can only produce biased and irrelevartdenae.

Moreover, the Duke withess (Mr. Hebbeler) presemeestify to the alleged
service lines (1) was not present when the objgete allegedly removed from the
ground?® (2) did not produce any documentation verifyingewtor where the alleged
pipes were removed from the grouftd3) did not provide the names of the people who
allegedly removed the objects from the grodhe#) could not verify how the objects
were removed from the ground, either by machineydnand®® (5) could not verify how
the objects were treated while in the custody efitfitial ownersi* (6) did not produce
any documentation verifying when or where possessfdhe objects was passed to the
witness; (7) did not produce any evidence verifyivigat condition the objects were in

when possession of the objects was passed to thessj (8) testified that he kept the

2 Tr. Vol. | at 174:21-175:2 (Hebbeler) (Duke t&stig that while Duke Ex. Nos. 7 and 8 are
approximately five feet long, a typical serviceelinis approximately 65 feet long).

2 See Tr. Vol. | at 169-170 (Hebbeler).

0See Tr. Vol. Il at 173:25-174:2 (Hebbeler) (Testifythat he was not present when the pipe was
excavated).

3See Tr. Vol. Il at 175:7-13 (Hebbeler).
32See Tr. Vol. Il at 178:24-25 (Hebbeler).
3 Tr. Vol. Il at 175:4-6 (Hebbeler).

3 Tr. Vol. Il at 179:8-10 (Hebbeler).



objects in an uncontrolled environméngnd (9) did not testify as to how the objects
were transported to the evidentiary hearing. In, fdoe witness could not even verify that
the objects had not been sitting in salt water feefeing presented to hith.

Therefore, Duke cannot not verify that the conditod the objects at the time of
the hearing was the same or similar to the condaicthe time that they were allegedly
unearthed’ Additionally, it is not possible or even probabiebe sure that the condition
of Duke Ex. Nos. 7 and 8 are the result of cormosibthe current condition of the pipes
is not due to corrosion then they have no logicalnection to the ASRP and are not
relevant or admissible.

B. The PUCO is indeed bound by the law.

While, it is true that the PUCO is not strictly mmbby the Rules of Eviden¢éan
administrative agency, “being vested with the poteenake decisions and order upon
issues vital to applicants... should not act upod@&vwte which is not admissible,
competent or probative of the facts which it isletermine.®® In addition, the PUCO has
expressly stated that while it has leeway to appldentiary rules, the rules are certainly

instructive and that following the rules, in centgituations, will result in the most

% Tr. Vol. Il at 174:10-16 (Hebbeler).
% Tr. Vol. | at 179:11-18 (Hebbeler).
37See Tr. Vol. | at 178:18-179:18 (Hebbeler).

3 Day Lay Egg Farm v. Union County Bd. of Revision, 62 Ohio App. 3d 555, 577 N.E.2d 84, 1989 Ohio
App. LEXIS 1412 (Ohio Ct. App., Union County (198@jting Provident Sav. Bank & Trust Co. v. Tax
Commission (1931), 10 O.0O. 469 [474, 26 Ohio Law Abs. 1751]18

39 Eastern Ohio Distributing Co. v. Bd. of Liquor Control (1950), 59 Ohio Law Abs. 188 [190, 98 N.E.2d
330, 332].



equitable outcome to disputes between paffi€sirthermore, the Supreme Court has
expressly stated that in reviewing PUCO decisitiescburt will examine the entire
record to determine whether such order is based apfficient evidence, received under
the established and recognized rules for the ptamuof evidencé?

Here, as shown above, Duke Ex. Nos. 7 and 8 wergtted into evidence in
violation of the rules of evidence and againstdbgctions of all Intervenors. Even
though the PUCO is not strictly bound by the rdésvidence, Duke Ex. Nos. 7 and 8
are so far outside the bounds of any credible egiptin of the rules of evidence that they
must be rejected. It is not proper for the PUC@Illow such evidence under the guise
that it has discretion to liberally apply the rulédl legal bodies must ensure that they
align themselves as closely as possible with thesrof evidence. To allow anything

otherwise is bad legal precedent and public policy.

V. ARGUMENT

A. Duke did not prove that the Accelerated Servic®eplacement
Program will be a just and reasonable program for onsumers.

In this proceeding Duke has the burden of provirag its proposal is just and
reasonable. Duke has failed to carry its burdemss, among other things, it did not
show that its ASRP is in all respects just andaeable. Additionally, Duke failed to
show that the ASRP is needed to provide customihsngcessary and adequate

facilities.

02006 Ohio PUC LEXIS 270 (“The S.G. Foods complateargue that, since the Commission is not
required to apply the rules of evidence, it shawdtido so. We decline to accept this invitation.i/h is
true that the Commission has the leeway to apphjeetiary rules as we think appropriate, the rales
certainly instructive. In this situation, we dedrappropriate to follow the Ohio rules of evidenBg.
following the Ohio rules in this situation, we fitlgat we can most equitably decide the dispute antios
parties.”).

1 Lykins v. Public Utilities Commission, 115 Ohio St. 376 (154 N.E. 249) (1926).
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1. There is no legal requirement or justification br Duke’s
proposed ASRP.

a. State law does not support the need or
reasonableness for Duke’s proposed ASRP.

Duke asserted in its Applicatitfrand pre-filed Direct Testimofiythat state
regulations do not just allow, but encourage, apgirof Duke’s ASRP. Duke is
mistaken.

I. Duke’s proposed ASRP does not satisfy
R.C. 4929.02(A)(10).

R.C. 4929.02(A)(10) states that it is state polcfacilitate the state
competitiveness in the global econonf{/Duke states that the ASRP satisfies this policy
objective by allowing for the efficient upgradin§the distribution systerft. That is,

Duke seems to believe that upgrading its systemfadilitate the states competitiveness
in the global econom$? However, in R.C. 4929.02(A)(10) there is no memti@ference
or insinuation that upgrading of the distributigrstem relating to service lines is
required by the State of Oht6Any assertion to the contrary is incorrect andieaiging.

In addition, Duke provides no analysis or precedestupport its position that replacing

some of its older service lines will facilitate ©fs competitiveness in the global

“2 Duke Ex. 1 at 2-3 (Application).
3 Duke Ex. 3 at 2:19-3:5 (Hill Direct).
“R.C. 4929.02(A)(10).

“>Duke Ex. 1 at 2, 14 (Application) (“The policy @ltive of R.C. 4929.02(A)(10) is advanced through t
ASRP in that the program will provide Duke Enerdyi®with the ability to upgrade its distributionstgm
in an efficient manner, thereby yielding safer amate reliable service to customers.”).

5 Duke Ex. 1 at 14 (Application).

*" See R.C. 4929.02(A)(10).; See Staff Ex. 1 at aftReport) (“However, Duke’s assertion that thetest
policy as set forth in R.C. 4929.02 calls for upting distribution systems is not correct....No pdrthe
Section mentions or makes reference to upgradingalagas distribution services. The Commission
should not infer from Duke’s description of thetsta policies in the Application that state pol&st forth

in R.C. 4929.02 somehow mandates or calls for ujEg#o natural gas distribution systems as advdcate
under the ASRP.").

10



economy. Duke’s claim here is meritless and shaoldoe seen as a rationale to approve
an unjust and unreasonable $320 million progranfadty PUCO authorization of a $320
million program charged to Duke’s consumers, willedtly harm Ohio’s competitiveness
in the global econom??

il. Duke’s proposed ASRP is not obligated

or encouraged by Ohio Amended Sub.
House Bill 95.

Additionally, Duke’s Application states that the i@h.egislature, in an effort to
effectuate the policies in R.C. 4929.02, has paksgslation that allows for the approval
of alternative rate plans for the purpose of immatmg, among other things,
infrastructure improvemeft. Amended Sub. House Bill 95 (“H.B. 95”) did permait
natural gas utility tapply to the PUCO for approval to implement a capitalemture
program for infrastructure expansion, upgradegptacement’ However, it also
maintained that all alternative rate plans mugtbeand reasonabfé In addition, all
utilities must continue to provide adequate, rééabnd reasonably priced natural gas
services and goods.

H.B. 95 does not require, or even encourage, Dokeplace 58,000 non-leaking
service lines on an accelerated basis at a c&32# million>® On the contrary, H.B. 95
simply allows a utility to apply for such a prograwhich Duke has dor.Interpreting

the Ohio Legislature’s passage of H.B. 95 as obhgaor encouraging Duke to propose

8 See OCC Ex. 12 (Williams Direct).

“9Duke Ex. 1 at 2-3 (Application) (citing Ohio AmerBub. House Bill 95).

% See Ohio Amend. Sub. H.B. 95, 12General Assembly (emphasis added).
*! See Ohio Amend. Sub. H.B. 95, 12General Assembly.

*?See R.C. 4905.35, 4929.02, and 4929.05.

%3 See Ohio Amend. Sub. H.B. 95, 12General Assembly.

% See Ohio Amend. Sub. H.B. 95, 12General Assembly.

11



the ASRP is simply incorrect. Therefore, Duke’srefices to state law that allows or
encourages approval of Duke’'s ASRP are misplacedsitand misleading at worst.

b. Federal law does not support the need or
reasonableness for Duke’s proposed ASRP.

Duke asserts in its Application and pre-filed Dtréestimony that current federal
regulations encourage or require accelerated selivies replacement programiDuke
is mistaken.
I. The DIMP Regulations do not require or

encourage an accelerated service line
replacement program.

Duke asserts that the Pipeline and Hazardous Mateafety Administration’s
(“PHMSA”") Distribution Integrity Management PrografiDIMP”) regulations
compelled it to seek approval of the ASRRuke’s assertion is overstated.

The DIMP regulations require operators to develaite, and implement a
distribution integrity management program with tbkowing elements:

. Demonstration that the operator has knowledge and
understanding of its distribution system, including
identification of the characteristics of its pipmis design

and operating characteristics and environmentabfadn
order to identify and assess risks to its pipesystem;

. Identification of potential threats to the integrf its
distribution system;

. Evaluation and ranking of identified risks;

. Identification and implementation of measures to
address risks including an effective leak management
program;

. Development and ongoing monitoring of performance

measures to determine the effectiveness of measures
designed to address system risks;

> See Duke Ex. 1 at 1, 6, and 14 (Application); DEke 6 at 10:15-22 (Hebbeler Direct); Duke Ex. 3 at
3:6-4:15 (Hill Direct).

*® See Duke Ex. 1 at 1 (Application).

12



. Periodic re-evaluation of potential risks to itsteyn at
least every five years; and,
. Provide an annual report on its performance meagare
PHMSA and the state safety authority that hasdisigon
over its pipeline systert.
First, PHMSA’s DIMP Regulations require a distrilomt system operator to create a
written integrity management plahDuke did not include its written DIMP plan in this
proceeding for the PUCO to analyZelCherefore, the federal DIMP regulations are the
only evidence of what is required of an operator.

In short, the DIMP rules require an operator tdqren an analysis to identify and
address threats to its distribution sysf8mlotably, the DIMP Regulations do not specify
which threats must be addres§&dlor, as Duke admits, do they prescribe the specifi
measures that a utility should implement to addaesslentified threat to its distribution
system®? The DIMP regulations only require the operatofdetermine and implement
measures designed to reduce the risks from failfiits gas distribution pipelin€® The
DIMP Regulations do not explicitly state what thoseasures must 5& Furthermore, as
Duke admits, nowhere in the DIMP Regulations dbesguire, or even encourage,

accelerated cost recovery for an operator who edgeapital while implementing its

integrity management prograin.

°" Staff Ex. 1 at 4-5 (emphasis added).

*See OCC Ex. 2 at 1 (49 C.F.R. § 192, Subpart P).

*Tr. Vol. | at 60:21-61:1 (Hill).

%' See OCC Ex. 2 (49 C.F.R. § 192, Subpart P).

1 See OCC Ex. 2 (49 C.F.R. § 192, Subpart P).

25ee OCC Ex. 2 (49 C.F.R. § 192, Subpart P); TEI\4b67:4-7 (Hill).
%3 0CC Ex. 2 at 3 (49 C.F.R. § 192, Subpart P).

% See OCC Ex. 2 (49 C.F.R. § 192, Subpart P).

% See Tr. Vol. | at 67:25-68:5 (Hill).
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Nothing in the DIMP Regulations imposes an obligiatn or even encourages a
gas pipeline operator, such as Duke, to repladghealpre-1971 metallic and non-
protected service lines on its distribution sysféim fact, there is not a single local
distribution company in the United States (otha@ntbuke and its Kentucky affiliate)
that has or has had a stand-alone service linagepient program comparable to the one
Duke is proposing in this proceedifg.

Further, Duke could comply with the DIMP requirerheh“addressing” known
system risks by implementing a myriad of other lesstly measure&® Yet, Duke
admitted that it did not analyze any alternativethe ASRP? Instead, on the eve of
AMRP’s conclusion, Duke has chosen to apply fohattation to implement the most
costly approach to complying with the DIMP requiestts’® Such a decision is not just
and reasonable. Duke is not required under fedegalations to implement a program
that seeks to replace all pre-1971 service lings iterritory at a cost to consumers of

approximately $320 million.

% See OCC Ex. 2 (49 C.F.R. § 192, Subpart P); Tt. Mat 66:20-68:5 (Hill).
7 See Tr. Vol. Il at 221-222 (McGee).
®8 Staff Ex. 3 at 13-15 (Adkins Direct); Tr. Vol. t #61:10-13 (Hebbeler).

9Tr. Vol. | at 161:10-13 (Hebbeler) (Duke witnessteler testifying that Duke did not consider any
other alternatives to the ASRP that would both gbute to improving system safety and comply wiib t
DIMP regulations).

0 Staff Ex. 3 at 13-15 (Adkins Direct).
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il The U.S. DOT'’s Letter, White Paper, and
“Call to Action” are not legal binding,
carry no legal precedent and do not
require an accelerated service line
replacement program.

Duke asserts that the U.S. DOT’s December 201ér|atthite Paper, and “Call
to Action” concerning state pipeline infrastructueplacement programs should persuade
the PUCO to approve its $320 million ASRFDuke’s position is, again, meritless.

The letter, “White Paper,” and “Call to Action” grared by the U.S. DOT as
identified in Duke Ex. No. 10 are not legally bindidocuments. Rather, “White Papers”
and “Calls to Action” are disseminated from goveemtagencies on an almost daily
basis on a variety of topi¢é Staff for the PUCO, the intended audience for this
particular “Call to Action,” stated that prior thi$ proceeding it was not even aware of
the letter, White Paper or “Call to Action®1n fact, Staff stated that it was not even
aware that PHMSA had made a determination regamkngin pipes being “high-risk*

In addition, as part of his normal course of busn@®CC witness Williams testified that
he received numerous “Calls to Action” on a wedkdgis and added that it would not be
possible for the government to abide by everyteadiction that was circulatédInstead

of being a directive to engage in a $320 millioagram, “White Papers” and “Call to

"I Duke Ex. 1 at 1 (Application); Duke Ex. 10 (McG&édendum).

2 See e.g., U.S. Department of Health and Humani@exvStep It Up! The Surgeon General’s Call to
Action to Promote Walking and Walkable Communitid&shington, DC: U.S. Dept. of Health and
Human Services, Office of the Surgeon General; 2015
http://www.surgeongeneral.gov/library/calls/walkiagd-walkable-communities/call-to-action-walking-
and-walkable-communites.pdf (The U.S. Departméhtaalth and Human Services issued a “Call to
Action” in 2015 to urge communities to support watk which it hopes would lead to improved heatih f
American citizens).

3 Tr. Vol. lll at 530:8-23 (Adkins).
" Tr. Vol. lll at 530:8-23 (Adkins).

S Tr. Vol Il at 497:6-10 (Williams) (As OCC witneslames Williams testifies on re-direct examinatibn
every call to action resulted in an Ohio utilityesiling $320 million, rate would be unaffordable avel
would all be bankrupt).
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Action” notices are meant to spread awarenessrdnth the public about a topic that
the particular agency has determined to be of vdiue common knowledge that such
documents are not binding legal precedent.

Furthermore, even if the letter, White Paper andll'‘@ Action” did require the
replacement of service lines, it does not requirencourage states to authorize
accelerated cost recovery for such programs. I Eadke stated that it could not recall
whether the White Paper explicitly encouraged areé rate recovery.

Therefore, the PUCO should lend no weight to thtedeWhite Paper, and “Call
to Action.” Instead the PUCO should determine ikBunas carried its burden of showing
that the ASRP is just and reasonable and necessprgvide customers with adequate
and reliable service and facilities.

iii. Ohio’s current minimum gas pipeline
safety leak repair standards satisfy the

DIMP regulations and protect Ohio
consumers.

The PUCO minimum gas pipeline standards concelfle@grepairs are contained
in Ohio Adm. Code 4901:1-16-04(H). These safetpddads require all natural gas
pipeline operators, including Duke, to classify addiress leaks based on the severity of
the leak’” Under these regulations, a grade-one leak -- thst severe leak -- is
considered “hazardous” and must be addressed inategd® Grade-two and grade-three
leaks are both classified as non-hazardous leagsade-two must be repaired no later
than 15 months from the time the leak is discoveuetess the pipeline containing the

leak is scheduled for replacement within twentyrfiomonths from the date the leak is

" Tr. Vol. Il at 288:13-18 (McGee).
"See OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04).
8 See OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04).
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discovered? A grade-three leak has no specific standardsefoair as it is not expected
to become hazardods.

Duke has confirmed that it is currently addresshegthreat that leaks pose by
complying with the PUCO minimum gas pipeline stadd’ In fact, as noted by OCC
witness Williams, Duke is currently exceeding théd® gas minimum pipeline
standards because the utility treats all gradestie@ks as grade two ledésTherefore,
Ohio has already implemented and Duke is alrea@tyirapby rules and procedures that
satisfy and exceed its alleged obligation undeiiiP Regulations to “identify and
implement measures to address risks” caused by séueice lines. Thus, the ASRP is
not needed in order to comply with any federal tatipns or “Calls to Action®

2. Duke’s pre-1971 metallic and non-protected serge

lines do not need to be replaced under an acceleeat
cost recovery program funded by customers.

Duke has a legal obligation to provide quality esad reliable natural gas
service® In addition, Duke is required to charge its constsa just and reasonable rate.

8 Duke confirmed that its natural gas distributigatem is already safe and reliable

9 See OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04).
8 See OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04).
8.Tr. Vol. | at 71:2-8 (Hill).

82 0CC Ex. 12 at 9:1-10:5 (Williams Direct).

8 See Staff Ex. 1 at 6-7 (Staff Report) (Staff stdtet continuing with and devoting additional teses
towards increasing frequency of Duke’s leak sunaayd repairing identified Grade 2 leaks on seriiites
more quickly would address the identified risksnfirthe pre-1971 metallic service lines pursuant aéeéds
DIMP plan at considerably less cost per year thenASRP).

8 See R.C. 4929.22(E).

8 See R.C. 4905.22 (“Every public utility shall fish necessary and adequate service and facikiies,
every public utility shall furnish and provide witbspect to its business such instrumentalities and
facilities, as are adequate and in all respectsajud reasonable. All charges made or demandezhfor
service rendered, or to be rendered, shall bergasonable, and not more than the charges allbwéalv
or by order of the public utilities commission, amal unjust or unreasonable charge shall be made or
demanded for, or in connection with, any serviecan@xcess of that allowed by law or by orderha t
commission.”).
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today, without the proposed ASEPANd, Duke committed to ensure that its natural gas
distribution system will continue to be safe aniiatge in the future, without the
proposed ASRP’

Duke asserts that the material composition of albrarrof its natural gas service
lines are considered high-risk materials and, agusetly, it must replace all of these
lines on an accelerated basis at a cost to consurh&320 million®® This is simply not
necessary. The evidence in this proceeding shomadiuke’s natural gas distribution
system service lines are safe and reliable todayod pose an imminent safety threat, do
not have a high leak or failure rate, and are ctydoeing repaired when necessary
under a more than adequate pipeline managemeensy$herefore, an accelerated $320
million cost recovery program funded by customerseplace Duke’s service lines is not
necessary.

a. Service lines are generally not hazardous to
consumers.

OCC Witness Bruce Hayes testified that the vasbritgjof natural gas service
line corrosion leaks do not pose a safety riskeopublic® This is due, in part, to the
fact that main and service lines operate at muateligressure than transmission lifes.
A transmission line is a high pressure line tham pr@ssures from 60 pounds per square

gauge (“psig”) up to just over 1,000 pSigA main or service line generally operates at

8 Tr. Vol. I at 13 (Whitlock); Tr. Vol. | at 69 (Hjj; Tr. Vol. | at 151 (Hebbeler); Tr. Vol. Il at 31
(McGee).

8 Tr. Vol. I at 13 (Whitlock); Tr. Vol. | at 69 (Hjj; Tr. Vol. | at 151 (Hebbeler); Tr. Vol. Il at 31
(McGee).

8 Duke Ex. 6 at 6:8-15 (Hebbeler Direct).
89 See OCC Ex. No. 12:3 (Hayes Direct).
% 0OCC Ex. 11 at 9:16-22 (Hayes Direct).
L OCC Ex. 11 at 9:16-17 (Hayes Direct).
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pressures between 5 and 35 psig, which is an@ftigressure to move gas through the
lines while limiting the safety exposure from ledks

OCC witness Bruce Hayes also testified that tiaetcoperating pressure in
service lines makes it much less volatile thermasmission liné® In general, when a
lower pressure service line leaks it develops Wagyholes in the line from which
nominal amounts of natural gas slowly seeps’dWihis seeping natural gas then
typically dissipates into the dirt and soil abowel surrounding the service life.
Generally, the effects of such a leak range fromemestent to killing off a patch of the
grass above the ledkOCC witness Hayes testified that these typesakid@ose very
little safety threat to the public and are routynedpaired by or under the direction of
natural gas pipeline operatdfsn fact, it is worth noting that the alleged pipel
presented by Duke as Duke Ex. Nos. 7 and 8 dig@wen result in any type of reported
leak’® or incident®®

In contrast to a service line, a leak in a highspuee transmission line can be a
potential safety thredf® A transmission line leak caused by corrosion, vieildire, or

excavation damage would generally result in a mMoater sound accompanied by

%20CC Ex. 11 at 9:19-22 (Hayes Direct).

% See OCC Ex. No. 12:8-11 (Hayes Direct).

% 0OCC Ex. 11 at 11:13-15 (Hayes Direct).

% 0OCC Ex. 11 at 11:13:15 (Hayes Direct).

% See OCC Ex. 11 at 11:18-19 (Hayes Direct).
°”OCC Ex. 11 at 12:3-6 (Hayes Direct).

% 0OCC Ex. 11 at 180:8-23 (Hebbeler).

% Tr. Vol. | at 174:17-20 (Hebbeler).

10 0CcC Ex. 11 at 10:6-13. (Hayes Direct).
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ground debris being blown from the area due tchtker pressure in the lifé Static
electricity from the flowing gas could even ignited cause an explosion or fif%.

Therefore, a natural gas distribution service igmdoy nature, not generally a
hazardous pipeline. Despite these differences, Deeatedly used examples of
incidents or explosions on mains to transmissioedito attempt to justify its service
lines programt®?

b. Duke’s service lines do not have a high risk of
leak or failure that would harm customers .

Duke asserts in its Application and pre-filed Diréestimony that it “proposes to
implement the ASRP to replace certain of its cugi@services lines that have been
statistically demonstrated to have a high riskeakl or failure, due to their age or
material.*** Duke’s claim is not true and it failed to provielidence to support it.

C. Duke failed to provide sufficient or adequate
data to support its claim that its service lines

have a high risk of leak or failure that would
harm customers.

Duke did not provide sufficient data to supportaliggation that its service lines
are an imminent safety threat or that they havigla leak rate that would harm
customers. As part of its initial AMRP Applicati@uke produced the Stone & Webster
Report, which was an independent review of the sstyeof Duke’s proposed AMRP

program®® The report provided a comprehensive review otthedition and

1 0CC Ex. 11 at 10:6-11. (Hayes Direct).

1920CC Ex. 11 at 10:10-13. (Hayes Direct).

13 gee e.g., Duke Ex. 10 at 5-6 (McGee Addendum).
1% buke Ex. 6 at 6:8-10 (Hebbeler Direct).

195 Seeln the Matter of the Application of the Cincinnati Gas & Electric Company for an Increasein its
Gas Ratesin its Service Territory, PUCO Case No. 01-1228-GA-AIR, et al., Applicatidolume 6, Stone
& Webster Report (July 31, 2001).
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performance of Duke’s natural gas distribution eyst”® Specifically, the report
meticulously presented data that showed the anawiuaéks and breaks per mile for each
and every size and type of pipe in Duke’s syst&m.

In its ASRP Application Duke did not provide a repaomparable to the one it
provided in the AMRP proceedirt In fact, Duke did not provide any data, study or
reports with its Application, Reply Comments, orj€@itions to the Staff Report. Instead,
Duke filed a bare minimal Application with no expestimony, data, independent study,
or financial analysis of the costs and benefitisoproposed prograi?® In other words,
Duke provided no support for its $320 million pragyr.

When Duke did finally produce the Lummus Reportpag of its Direct
Testimony, it was a mere three weeks before thaeetiary hearing™® However, in
contrast to the Stone & Webster Report, the LumReysort lacked a comprehensive
examination and presentation of the essentialmizgded to determine whether Duke’s
proposal was just and reasonabfeAmong other things, the report did not provide any
information specific to the actual number of leé&isseverity of leaks based on the grade
classification of leaks) that have occurred on3&®00 pre-1971 metallic and non-

protected service lines that Duke proposes to ceplader the ASRP or the additional

1% Seeln the Matter of the Application of the Cincinnati Gas & Electric Company for an Increasein its
Gas Ratesin its Service Territory, PUCO Case No. 01-1228-GA-AIR, et al., Applicatidolume 6, Stone
& Webster Report (July 31, 2001).

197 Seeln the Matter of the Application of the Cincinnati Gas & Electric Company for an Increasein its
Gas Ratesin its Service Territory, PUCO Case No. 01-1228-GA-AIR, et al., Applicatidolume 6, Stone
& Webster Report (July 31, 2001).

198 5ee Duke Ex. 1 (Application).
199 5ee Duke Ex. 1 (Application).
10 5ee Duke Ex. 9 (McGee Direct).
1 g5ee Duke Ex. 9 (McGee Direct).
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21,006* service lines that may need to be replaced aft@mmaissance efforts are
conducted. Duke simply provided information foritdlservice lines, which could give a
distorted or misleading view of Duke’s current stat affairs. Without specific data that
demonstrates the past leak rate and leak inteofsthe lines that Duke wants to charge
Ohioans $320 million to replace, Duke’s proposaladsjust and reasonable.

As a result, not only did Duke, the party with theden in this proceeding, fail to
present ample support for its proposal, but it &eded the ability of Intervenors, Staff,
and the PUCO, to review the proposal, weigh théscaisd benefits, and ultimately
decide whether it was a just and reasonable pragd$a

d. Duke did not show that its service lines have a

high risk of leak or failure that would harm
customers.

The brief and simple set of statistics that Dukavjated in the Lummus Report
did not demonstrate that Duke’s service lines raalegh risk of leak or failure. In fact,
Duke acknowledged that “leaks on service line sedsmare seen to be declining overall,
but possibly not quite as fast as one might ardieipgiven the extensive AMRP program

that has taken placé™ In support of this statement, a Duke witness presedata

H27r vol. | at p. 9:5-9 (Whitlock) (Duke witnessahging amount of service lines that Duke proposes t
do reconnaissance on from 28,000 to 21,000).

13Ty, Vol. 11l at 537-538 (Adkins) (Staff witness Ais testifying that “It's an alternative to a baate
proceeding. In a base rate proceeding, the comipasiyhe burden of proof. The company provides boxes
and boxes of data, schedules, et cetera, that Huppposition. In this case the company providezi3-

page application, no testimony, nothing. So I'mswe the staff is in a position to -- | don't be# it's
appropriate for the staff to have to try to figowg everything that the company relied on. We asked
company what was relied on, and then the compathytdirovide everything that was relied on. Unless
it's exclusively relied on the Lummus report, bessathat's what was provided in response to our data
request, | don't think appropriate for the stafhive to chase down everything that the companyanay
may not have relied on or doubt the company daimstver the question properly.”).

4 Duke Ex. 9 at 21 of 45 (McGee Direct).
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showing a steady decline in repaired leaks on sesvirom 2002 to 2014° That data
showed that Duke repaired over 3,000 service leaR602 compared to approximately
1,800 in 2014 In addition, the data showed that Duke’s leak irajade declined even
though it had approximately 375,000 total serviced in 2003 compared to over
400,000 in 2014. In other words, Duke had a 0.8qudr"’ service line leak repair rate in
2003 compared to a 0.45 percehservice line leak repair rate in 2014. In otheradso
Duke’s repair rate in 2014 was almost half of wihatas in 2003.

Duke states that in the years 2012, 2013, and gtElAumber of leaks on its
service lines that it classified as hazardous adegione leaks were 1,473, 2,241, and
1,776, respectively:® Duke states that in the year 2012, 2013 and 204 4umber of
leaks on its service lines that it classified as-hazardous or grade-two or grade-three
leaks were 3,036, 3,031, and 2,398, respectit?8lVhis means the 4,1%4 service line
leaks that Duke reported in 2014 was less thaati@unt of service line leaks that Duke
reported in 2006, 2007, 2008, 2009, 2010, 2011226d.2013"** Therefore, the amount
of leaks on Duke’s service lines is in fact deciregs

In addition, the amount of grade-one hazardoailssi®@n Duke’s system in recent
years that were caused by the three threats thd?PASRBesigned to combat -- corrosion,

natural forces, and material & welds -- are few have been decreasing. Specifically,

"5 puke Ex. 9 at EAM-3, p. 10 of 24 (McGee Direct).

16 puke Ex. 9 at EAM-3, p. 10 of 24 (McGee Direct).

173,000 leaks /375,000 service lines=0.008.

181,750 leaks/375,000 service lines=0.0045.

19 Duke Ex. 4 (Duke Response to OCC Interrogatory. 86566, 67, 68).
120 puke Ex. 4 (Duke Response to OCC Interrogatory. 86566, 67, 68).
1211 776+2,398=4,174 (total amount of service liraek&in 2014).

122 5ee Duke Ex. 9 at EMA-3 at 9 of 45 (McGee Direct).
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the number of grade-one leaks that were causedrogsion, natural forces, or material
& welds combined in years 2012 through 2014 werk 804, and 315, respectivefy
As shown in the table below, the percentage ofaep@te hazardous leaks on Duke
service lines caused by corrosion, natural foreematerial & welds in the years 2012,
2013, and 2014, were 30.2 percent, 13.4 percedtl@.7 percent, respectivefy.

Leaks by Cause (2012 — 2014)

Total Grade- | Corrosion| Natural Material/ Total Percentage of
one Leaks Forces | Weld Total Leaks
(Grade-one)
2012 1472 101 196 147 444 30.2%
2013 2271 172 36 96 304 13.4%
2014 1776 209 62 44 315 17.7%

These data prove that these types of leaks areyasn@ll percentage of grade-
one leaks in Duke’s system and declining in ocowree
e. Of the service line leaks that do occur, the

likelihood that of an “incident” that would harm
customers is almost non-existent.

While service lines are generally not hazardoustbedeak rate on Duke’s

service lines is decreasing, it is possible fomaident? to occur as a result of corrosion

123 puke Ex. 4 at 2 (Duke Response to OCC Interrogatms. 65, 66, 67, 68).
1249012: 101/1473=0.0685; 2013: 172/2241=0.0767; 2008/1776=0.1176.
125 5ee OCC Ex. 5 (49 C.F.R. § 19®)qident means any of the following events:

(1) An event that involves a release of gas fropipaline, or of liquefied natural gas, liquefied
petroleum gas, refrigerant gas, or gas from an lE&iBity, and that results in one or more of the
following consequences:

(i) A death, or personal injury necessitating itigya hospitalization;

(i) Estimated property damage of $50,000 or moreluding loss to the operator and
others, or both, but excluding cost of gas lost;

(i) Unintentional estimated gas loss of threelimil cubic feet or more;

(2) An event that results in an emergency shutdofaan LNG facility. Activation of an
emergency shutdown system for reasons other thactaal emergency does not constitute an
incident.
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on a service line. Fortunately, incidents are emély rare. In fact, in its history, Duke
could only cite to one corrosion-related servioe lincident in Ohidf® This statistic is
not an anomaly as it was corroborated by dataaelieby Staff:?

Data from the U.S. DOT show that during the 10 géaym 2005 to 2014 there
were only 217,336° corrosion-related “leaks” of any kind on Ohio ghstribution
lines?® However, only four of those leaks resulted in osion-related natural gas line
“incidents,” of any type=° Thus, statistically, for every corrosion-relatedk on an Ohio
gas distribution line there is only a 0.0018 pett&rhance that that leak will result in an
“incident.” Moreover, not one of the four incidemscurred on Duke’s system. And,
there is no documentation that any of the fourdants were related to corrosion issues
on service lines. This means that the amount abs@mn-related incidents on service
lines in Ohio from 2004 to 2014 is likely less tHanr percent and the likelihood that a
corrosion-related leak on a service line will résulan incident is likely less than 0.0018

percent.

(3) An event that is significant in the judgmentloé operator, even though it did not meet the
criteria of paragraphs (1) or (2) of this definitii

126Tr vol. | at 149:2-25-150:1-3 (Hebbeler) (Dukeveiss testifying that to his knowledge there hdg on
been one incident, in 1998, on a service line wed caused by corrosion).

127 5ee Staff Ex. 1 at 4 (Application).

128 15,066 + 14,568 + 14,822 + 19,787 + 31,920 + 38;826,625 + 23,943 + 19,552 + 17,705 = 217,336.

1290CC Ex. 12 at Attach. 4 (Williams Direct) (U.S. iz@tment of Transportation Pipeline and Hazardous
Materials Safety Administration, Gas Distributioridgrity Management Program: Resources, Gas
Distribution Leaks by Cause and Type (April 20, 201
https://hip.phmsa.dot.gov/analyticsSOAP/saw.dll?&Bages).

180 0cc Ex. 12 (Williams Direct); U.S. Department affisportation Pipeline and Hazardous Materials
Safety Administration, Gas Distribution Integrityadlagement Program: Resources (April 11, 2015),
https://hip.phmsa.dot.gov/analyticsSOAP/saw.dlI#&Bages&NQUser=PDM_WEB_USER&NQPasswor
d=Public_Web_Userl&PortalPath=/shared/PDM%20Pultié¥éebsite/ portal/GD%20IM%20Perf.

131 4/217,336=0.000018.
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The rarity of an incident resulting from servicedicorrosion continues when data
from the entire country is examined. As OCC witri@8Hiams stated, from 2005 to 2014
there were only 28 incidents caused by corrosiogasdistribution lines in all of the
United State$® Yet, the PHMSA data states that there were 1,335*3corrosion-
related “leaks” on gas distribution pipes recordethe United States during the same
time period** That means from 2005 to 2014, only 0.0021 peroétite time did a
corrosion-related leak on a gas distribution liesutt in an “incident**® Notably, the
U.S. DOT data does not specify what type of gasidigion line -- main or service -- the
incident occurred on. Consequently, the numbepafsion-related incidents across the
United States from 2004 to 2014 that occurredepvice lines is likely lower than 28.
This would result in the likelihood of corrosionated service line incidents in the
United States between 2004 and 2014 being les0tBa21 percent.

Therefore, the chance that a service line will elgnee a corrosion-related
incident in Ohio is likely less than 0.0018 percand nationwide the chances are likely
less than 0.0021 percent. Yet, Duke wants to sp826 million to try and make that

probability even smaller. This is not a just anals@nable proposal for consumers.

1320CC Ex. 12 at Attach. 2 (Williams Direct) (U.S. fizatment of Transportation Pipeline and Hazardous
Materials Safety Administration, Gas Distributiontdgrity Management Program: Resources, Gas
Distribution Leaks by Cause and Type (April 20, 201
https://hip.phmsa.dot.gov/analyticsSOAP/saw.dll?&Bages).

133139,236 + 133,751 + 127,810 + 128,420 + 147,4840;522 + 132,412 + 133,129 + 122,806 +
124,823 = 1,330,393.

134 0CC Ex. 12 at Attach. 3 (Williams Direct) (U.S. fiz@tment of Transportation Pipeline and Hazardous
Materials Safety Administration, Gas Distributioridgrity Management Program: Resources, Gas
Distribution Leaks By Cause (April 20, 2015)
https://hip.phmsa.dot.gov/analyticsSOAP/saw.dll #Bagek

13528/1,330,393=0.000021.
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f. Current regulations and procedures are more
than adequate to manage Duke’s service line
leaks and protect consumers.

To the extent that one of Duke’s 58,000 pre-1971attie or non-protected
service lines does develop a leak there are alraddguate regulations and procedures in
place to manage and address the situation. Consttyjue service lines are not an
imminent threat because any leak or safety conoerst already be addressed by Duke in
accordance with the Ohio Administrative Code.

As stated earlier, PUCO regulations require allirstgas pipeline operators to
classify and address leaks based on the severibedéak'*® Under these regulations, a
grade-one leak is considered “hazardous” and tlkeeabgr must immediately and
continuously take action until such time as thé sano longer hazardodd’ However,
even a grade-one hazardous leak, the most se\ate gf leaks, does not necessarily
require replacement of the affected ptfeThe PUCO regulations explicitly state that
repairs can be performed on the affected pipe lamdéeak grade can be reclassified
provided that a reevaluation is performed withindd@s of the repait>®

A grade-two or non-hazardous, leak must be repaioadter than fifteen months
from the time the leak is discovered, unless tipelme containing the leak is scheduled
for replacement within twenty-four months from thete the leak is discoveré. The

leak must then be reevaluated every six monthsthetieak is clearetf* The fact that

136 5ee OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04); OGCIR at 6-10 (Williams Direct).
137 See OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04) ; GBXC12 at 6-10 (Williams Direct).
138 See OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04) ; BXC12 at 6-10 (Williams Direct).
139 5ee OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04) ; GBXC12 at 6-10 (Williams Direct).
1405ee OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04) ; GBXC12 at 6-10 (Williams Direct).
1415ee OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04) ; GBXC12 at 6-10 (Williams Direct).
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PUCO regulations classify these types of leaksnas-hazardous” and allow operators to
wait 15 to 24 months to repair the leak shows tiney are not an imminent safety threat.
Furthermore, Duke produced no evidence to showthas ever had a grade-two leak
become a safety threat or result in a reportalaliel@mt.

Finally, a grade-three or non-hazardous leak haspeoific standards for repair.
Instead, an evaluation is required during the sekeduled survey or within 15 months
until the leak is cleared, classified or replat&dsrade-three leaks are not expected to

become hazardous and they do not even have tphzae!*

Therefore, by definition
no grade-three leak should be seen as an imminezatt

Additionally, the PHMSA took a similar stance wheastablished the DIMP.
Under the PHMSA'’s DIMP regulations, a gas line ap@r who discovers a threat to a
line due to corrosion is not required to repaireplace the line. Instead, the operator may
simply order more frequent leak surveys to be perédl on the liné?* This is further
evidence that service lines, which are candidatesdrrosion-related issues, are not
necessarily a safety risk. And, furthermore, thvareif a corrosion-afflicted line exists, it
does not necessarily need to be replaced. Themlzaeless costly and less burdensome

alternatives. However, Duke admitted that it did cansider any alternatives to the

ASRP%

1425ee OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04) ; GBXC12 at 6-10 (Williams Direct).
143 5ee OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04) ; GBXC12 at 6-10 (Williams Direct).

144 PHMSA’s DIMP State-Federal Implementation Teanoflihspection Findings, at 24 (April 20, 2015)
https://primis.phmsa.dot.gov/dimp/docs/DIMP_MEA_@oence 080411.pdf

157r. Vol. 1 at 161:10-13 (Hebbeler) (Duke witnessbHeler testifying that Duke did not consider any
other alternatives to the ASRP that would both itbate to improving system safety and comply with t
DIMP regulations).
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These regulations show that while it is possibielar certain circumstances, that
a service line leak could present a safety hazavdst majority of the time service line
leaks are harmless. And, moreover, even if a setine does develop a “hazardous” leak
there are already procedures in place that retjugreperator to immediately address the
problem*® Therefore, a new program that calls for the resi@ent of all pre-1971
metallic and non-protected service lines at a 6b$820 million is not just and
reasonablé?’

g. Customer funding of a $320 million ASRP is not

necessary because it does not address the
greatest cause of leaks on Duke’s service lines.

Duke admits that leaks due to corrosion, materialedds, and natural forces are
not individually or even collectively the greatésteat to its systertf® According to
Duke, excavation damage accounted for 63.9 peafehe total risk by cause to its
distribution system between the years 2010 and 2814 fact, excavation damage has
accounted for the highest risk by cause every fyear 2002 to 2014>° Furthermore,
according to U.S. DOT statistics the vast majooityatural gas distribution pipeline
incidents in Ohio and nationwide were caused byatgao natural gas lines from
construction or excavation activities, incorrece@iion, or some other unidentified

cause™>! In fact, from 2005 to 2014, excavation damageather outside forces

146 5ee OCC Ex. 3 (Ohio Adm. Code 4901:1-16-04) ; GBXC12 at 6-10 (Williams Direct).

147 See Staff Ex. 1 at 6-7 (Staff Report) (Staff stdtet continuing with and devoting additional t@ses
towards increasing frequency of Duke’s leak sunaayd repairing identified Grade 2 leaks on seriites
more quickly would address the identified risksnfirthe pre-1971 metallic service lines pursuant téeés
DIMP plan at considerably less cost per year thenASRP).

18 Duke Ex. 3 at 8 (Hill Direct).
149 Duke Ex. 3 at 8 (Hill Direct).
1%0Duke Ex. 3 at 7 (Hill Direct).
151 0CC Ex. 12A (PHMSA Incident Report); OCC Ex. 12stach. JDW-6, p. 1 of 2 (Williams Direct).

29



accounted for 822 of the 1,311 gas distributiondests in the United Staté¥ As stated
earlier, during the same time period there werg 88ldistribution line corrosion-related
incidents across the whole countr§From 2010 to 2014, excavation damage was the
cause of 34 percent of all hazardous leaks on Bulistribution system -- more than
corrosion, material & welds, and natural forces bamad* It is not just and reasonable
for Duke to charge customers $320 million to adslresks that are not even the greatest
threat to its system.

Duke has stated that it has already started ®gtdps to address the risk that
excavation damage poses on its syst&rhlowever, Duke has provided very little
information concerning how much these steps hasg wdat their effectiveness has
been, or how such steps will benefit consumers. é&ren if it had, the problem remains
that excavation damage is the biggest threat teBuwystem and the ASRP does not
address excavation damage aft & Duke should be required to address the biggesathr
to its system before it seeks to spend another $8Ridn of customer money in the
name of system improvements. Accordingly, the A$Rfot necessary and Duke’s

Application should be denied as unwarranted, unared unreasonable.

1520CC Ex. 12A (PHMSA Incident Report) (381+343=822).
1330CC Ex. 12A (PHMSA Incident Report).
%4 Duke Ex. 9 at 24, Figure EAM-7 (McGee Direct).

%5 Duke Ex. 3 at 13-15:1-3 (Hill Direct) (Duke statést it has, among other things,: (1) tried taéase
public awareness; (2) investigated excavation danoagurrences; (3) educated individual contraatbrs
excavation damage risk; (4) promoted April as Naldafe Digging Month; and (5) been an active
participant in the Ohio Underground Damage Prewan@oalition).

1% Ty, Vol. | at 45:3-19 (Whitlock); Tr. Vol. | at 685:19 (Hill).
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B. Duke failed to prove the need for and reasonahtess of the
ASRP by not conducting a cost benefit analysis ofi¢ $320
million ASRP, and by not quantifying any of the aleged
claimed benefits for customers.

Although Duke eventually filed the testimony of fao-house experts and two
consultants®’ the Utility did not include a basic cost-benefiadysis comparing the
$320 million price tag for the ASRP to the clainzshefits from the program for
customerg® In fact, Duke did not even quantify the allegedtomer benefits from the
ASRP!*° Despite the fact that Duke claimed in its preefitestimony to “outline the

160 o Duke witness

[ASRP] program’s benefits to our customers and eygss,
provided any quantification of these alleged besétt In failing to quantify the alleged
benefits, Duke essentially ignored the statutoguieement of R. C. 4929.02 that its
alternative rate plan must be “just and reasonable.

Duke also failed to provide this germane and raleug#ormation when it filed its
Reply Comment$? and Objections to the Staff Repdit.Duke provided no

guantification of any alleged or potential Operatamd Maintenance (“O&M”) cost

savings->* and no quantification of any leak reductidfisin fact, Duke did not even

157 See Duke Ex. 2 (Whitlock Direct), Duke Ex. 3 (Hilirect), Duke Ex. 4 (Laub Direct), Duke Ex. 6
(Hebbeler Direct), Duke Ex. 9 (McGee Direct) anckBiEX. 11 (Morin Direct) (October 23, 2015).

18Ty, Vol. | at 20, 23 (Whitlock), Tr. Vol. Il at4&2 (Adkins).

1397r. Vol. Il at 506 (Williams), Tr. Vol. Ill at 52 (Adkins).

%0 puke Ex. 2 at 3 (Whitlock Direct).

117r. Vol. I at 19 (Whitlock).

162 5ee Duke Energy Ohio, Inc.’s Reply Comments, PUliz®e No. 14-1622-GA-ALT (May 8, 2015).

183 see Objections of Duke Energy Ohio, Inc. to thaffSReport of Investigation, PUCO Case No. 14-
1622-GA-ALT (July 6, 2015).

%47y, Vol. | at 117 (Whitlock).
157y, Vol. | at 125 (Whitlock).
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attempt to quantify the cost impact of the ASRRcostomers through the proposed ten
year tern->°

Duke claimed that the ASRP would make its natuaal djstribution system safer
for customers, and employe®$In an attempt to support this claim, Duke relied o
unrelated anecdotal stories rather than any enapulata. For example, Duke cited
incidents that occurred in Tex&#$ Californid® and Pennsylvani’ or in theory*"* Yet,
the fact remains that the Califorhiaand Pennsylvania incidents did not involve service
lines!”®Moreover, Duke Witness Dr. McGee admitted thatlideno analysis to
determine if the conditions surrounding the Texasdents were similar to the conditions
that exist in Duke’s service territoly” Finally, Mr. McGee acknowledged that he was
not aware ofANY incidents resulting from natural gas escapingreoced service line
and entering an occupied area or building and tieguih an incident”

Duke’s failure to actually quantify any of the géxl customer benefits also
makes it very difficult, if not impossible for t#8JCO to evaluate the prudence of the
proposed $320 million in spending. Without any difamation of the alleged benefits the
PUCO cannot evaluate how much benefit customergetdting for their money. In fact,

Staff witness Adkins emphasized this very point:

%87y, vol. | at 126 (Whitlock).

%7 Duke Ex. 2 at 3 (Whitlock).

%8 Duke Ex. 9 at 18 (McGee Direct).

%9 Duke Ex. 10 at 5 (McGee Addendum).

0 Dbuke Ex. 10 at 6 (McGee Addendum).

" Duke Ex. 9 at EAM-2, p. 10 of 45 (McGee Direct).
27r vol. Il at 298 (McGee).

3 Duke Ex. 10 at 5 (McGee).

74 Tr, Vol. Il at 220 (McGee).

5Ty, Vol. 254 at 254:12-19 (McGee).
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| think the more central point that we're makinghatthe
company hasn’t proven that it's neededIn our opinion as staff,
the company did not examine any alternatiidse company has
failed to do any sort of cost benefit analysis.

We have an idea of the costs, but not necessarilgyaidea of the
benefits, especially those benefits accrued to costers There’s
some benefits accrued to the company, but, agane’s no
quantification of those benefit&®

The lack of any quantification of benefits mearet the PUCO must base prudence on
whether a distribution system that is already saife reliablé’’ and that currently
exceeds minimum natural gas service stand4tissmade safer enough to warrant the
$320 million price tag. In fact, Duke’s witnessestified that not only was Duke’s
distribution system, including service lines saié aliable today, but that it would
remain so in the future, even if the PUCO wereefeat the ASRB® Staff Witness
Adkins correctly summed up the problem stating:

In my mind, safety is a relative term. Safety leabe considered in
terms of its cost as well as its benefit. | thirointed out in my
testimony that Duke’s system or any other systethencountry
cannot be made 100 percent safe. That’s not hunpensiyible.
There will always be some risk. The question is mowch safer
can the system be made, and in our minds, the aoymgmauld have
and should have quantified that. In terms of safee of my
colleagues said it best, it seems like we're sadeee. It's getting
very expensive getting those last few ers. Thesments in safety
are getting very expensivé’

In my mind, the safety of the company’s systeroaitnot be made
100 percent safe. Therefore, safety -- in ordgyetissafer, there’s
costs associated with getting safer, and in thH€sstapinion, the

Y8 Tr. Vol. Il at 542 (Adkins) (emphasis added).

Y7Tr. Vol. I at 13 (Whitlock); Tr. Vol. | at 69 (Hi); Tr. Vol. | at 151 (Hebbeler); Tr. Vol. Il at 31
(McGee).

80CC Ex. 12 at 9 (Williams Direct).
9 Tr, Vol. Il at 223 (McGee).
180Ty, Vol. Il at 595 (Adkins).
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company should have looked at and the Commissionldhook

at the amount of safety gained in exchange foctst. | don't

believe that's been adequately done so in this’&ase
OCC Witness Hayes also noted that any reductioisknwas only incremental and that
at a price of $320 million it was too costfy.

Thus, the issue for the PUCO is not whether thlacepnent of old equipment
(pre-1971 service lines that are not currentlyilegbut are at a risk to leak in the future)
by new equipment/service lines will improve thevesx being provided. Rather the issue
is whether the $320 million in cost delivers an imgment in safety and reliability that
warrants the spending. Duke has the burden of pgaie reasonableness of this
spending. Duke has failed to prove this need. The¥ethe proposal is not just and
reasonable and should not be approved.

Additionally, despite the fact that Duke did notgtify the benefits of the ASRP
and its current level of service and reliabilitycegds PUCO minimum standards, Duke
failed to solicit customer input regarding the ASHRat is, Duke did not survey
customers to determine if they would be willingsfiend $320 million or almost $893 per
customer over a ten-year pertotfor a “safer” and “more reliable” system. Dulaléd
to take this reasonable step despite the facithatanagement is familiar with the
concept of surveying its customers to get feedlmackustomers’ willingness to spend

money to get improved service reliabilif/.

18LTr. Vol. Il at 596 (Adkins).

1827r, Vol. Il at 388 (Hayes).

13Ty, 11l at 501:25-502:11 (Williams).
1847y, Vol. | at 23 (Whitlock).
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Duke’s failure to quantify any alleged customendiféds and failure to conduct
any cost-benefit analysis is compounded by thatislfailure to even consider any
alternatives to the $320 million ASRP.Instead, as Staff Witness Adkins concluded, the
Utility merely settled for the most costly optid#. The most costly option that Duke
selected is also an option that will result in ¢gineatest growth to the utility’s rate base,
providing higher profits for shareholdéef€.

At the evidentiary hearing, in what can only bersag last ditch effort to
rehabilitate its proposal, Duke witnesses provisigolstantive modifications to its
Application. For example, the Utility now claimsatht currently is replacing 1,000
service lines per year through the normal routey@tal budget process as opposed to
200 stated in the Applicatidfi® The decision to increase the number of serviaslin
being replaced was made in August 2014 - - fourthmohefore the Utility filed it
Application’®® Yet, Duke did not know why it did not include sutthanges in its
Application’®® Duke also modified its estimate of the numberestise lines where it
was uncertain about the characteristics of the fogpa 28,000 to 21,008 Such
inconsistency between the Application, the predfiestimony of Duke’s witnesses, and
the evidentiary record continue to demonstrataitireasonableness of Duke’s very

expensive ASRP program.

1857y, Vol. | at 94 (Whitlock); Tr. Vol. | at 161 (Hibeler). Tr. Vol. Il at 267 (McGee)..
18 Staff Ex. 3 at 14 (Adkins Direct).
87Tr. Vol. Il at 495:20-25 (Williams); Tr. Vol. 11820:3-7 (Whitlock); Tr. Vol. | at 120:2-6 (Laub).

18 Tr. Vol. | at 8:21-9:3. (Whitlock) (Duke witneshianging amount of service lines that Duke will
replace on a proactive basis from 200 to 1,000).

1897r. Vol. | at 50:13-19 (Whitlock).
19077, Vol. I at 91:21-92:8. (Hill).

94Ty vol. | at p. 9:5-9 (Whitlock) (Duke witness afging amount of service lines that Duke proposes to
do reconnaissance on from 28,000 to 21,000).
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C. The proposed ASRP will not result in just and rasonable rates
for customers.

1. The ASRP will cost all Duke customers at leasBR0
million dollars, and individual customers over $892
each, for the 58,000 service lines. The cost could
increase significantly based on the status of theheer
21,000 service lines.

Duke’s proposal to replace service lines that atdeaking and are not hazardous
is not just and reasonable. Under R.C. 4929.0Pth€O is obligated to deny an
Alternative Rate Plan if it does not promote readxy priced natural gas service to
consumers. If Duke is authorized to implement i&R4°, consumers would be exposed to
an unreasonable increase in price for natural gasce and, thus, the ASRP, if approved,
would be in violation of R.C. 4929.02.

Duke requests PUCO authorization to charge Ohiswmers $320 million?? an
amount almost eight times greater than Duke regqdéstits most recent rate cdS&in
order to implement its ASRP. Due to this expena&kethas proposed initial rate caps of
one dollar per customer per monthBut, the ASRP is proposed to last for ten years.
The rate caps will increase by one dollar per yedit the rate reaches $10 per customer
per month in the final year of the prografiThus, residential customers would pay $12

annually in year one, $24 in year 2, and up to §i&0customer in year ten. A $320

92 puke Ex. 1 at 9 (Application).

19311 the Matter of the Application of Duke Energy Ohio, Inc., for an Increasein its Natural Gas
Distribution Rates, Case Nos. 12-1685-GA-ALT et al., Opinion and @rate3 (November 13, 2013).

1% Duke Ex. 1 at 11 (Application).
1% Duke Ex. 1 at 9 (Application).
% 0CC Ex. 12 at 25:2-3 (Williams Direct).
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million program divided among Duke’s 382,000 resiitd customers comes to a cost of
almost $838 per custom&Y.

However, things could get even worse if Duke werddtermine that the
remaining 21,000 service lines also need to becepl. Based upon the current fixed
delivery charge of $33.03 and related usage basadjes (assuming 10 MCF per
month), the proposed ASRP in the tenth year wautdeiase residential customer bills by
an additional 36 perceht® That means before using any natural gas, Dukestmers
would be paying at least $45.03 per month in figkdrges. The OCC believes that this is
not a just and reasonable rate.

2. For Duke’s customers, natural gas bills are al@dy
30% higher than other Ohio LDCS.

Duke’s natural gas customers are already payingaajas charges that are
considerably higher than any of the other large D& Ohio*°° Duke customers are
paying an average natural gas bill of $97.41, &Bapftember 2018 The average
natural gas bill for the remaining major citiesOhio is $68.34% Thus, Duke’s
customers have natural gas bills that are 30 pethigher than the average natural gas
bills of other Ohioané® Moreover, over a third of the population of HamiltCounty as

a whole has household incomes below 200 percehedederal poverty levéf! Many

197$320 million / 382,000 residential customers = %88 per customer.
1% 0OCC Ex. 12 at 25:5-8 (Williams Direct).

1990CC Ex. 12 at 25:8-10 (Williams Direct).

200CC Ex. 12 at 27, Table 1 (Williams Direct).

21 OCC Ex. 12 at 27, Table 1 (Williams Direct).

220CC Ex. 12 at 27, Table 1 (Williams Direct) (Cétimclude Cincinnati, Columbus, Toledo, Dayton,
Canton, Akron, Youngstown, and Cleveland).

230CC Ex. 12 at 27 (Williams Direct).
240CC Ex. 12 at 27 (Williams Direct).
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of these families do not qualify for federal ortstanergy assistance. Now Duke wants to
charge customer’s an additional $320 million, whichild increase customers’ bills by
$120 per year in the final year of the program.rSaiproposal is not just and reasonable
and does not promote reasonably priced naturatgasce as is required by state law.

D. Duke’s proposed ROE for Rider ASRP is not just ad
reasonable for consumers to fund

Duke witness Roger A. Morin, Ph.D. provided a ditestimony in this
proceeding recommending that customers fund a RetuEquity (‘ROE”) of 9.84
percent. But that ROE would require customers tal fioo much profit for the Utility
and would not be just and reasonable.

1. Duke’s proposed ROE of 9.84 percent is too high

because it was calculated using a forecasted intste
rate.

The determination of ROE is important becauserédly impacts the rates that
customers are asked to pay. Duke’s use of a 4cepeforecasted interest rate as a proxy
for risk-free return in estimating the ROE in thi®ceeding is not justified given the
current market prices of credit with different rigkels?® The 4.5 percent significantly
overstates the return on risk-free investments uséee Capital Asset Pricing Model
(“CAPM”) and the Risk Premium Methdd®

For example, in the 2012 Duke Rate Case, Duke aisisi-free rate proxy of 4.7
percent, which was based largely on the forecddtsg-term Treasury interest rates in
2013, 2014, and 2018’ These forecasts for interest rates from 2013 ib2Ged by

Duke in the 2012 Duke Rate Case ranged from 4 depéto 5.3 percent and they turned

50CC Ex. 10 at 21:5-8 (Duann Direct).
2 0OCC Ex. 10 at 21:8-9 (Duann Direct).
270CC Ex. 10 at 21:9-11 (Duann Direct).
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out to be significantly higher than the actual laagn government bond yield of 3.67
percent in 2013 and 2.40 percent in 26%4This shows that the forecasted interest rates
of long- term government bonds are quite subjean may not be a reliable proxy of
the current return of risk-free investments usethe@\CAPM and Risk Premium
Method?%®

The use of forecasted interest rates also ignbeefatt that the current market
prices have already fully reflected the expectatind available information to the buyer
and sellers of long-term government bofifsThe current market prices of long-term
government bonds are readily available and obs&g&bThere is no need to use the
forecasted interest rates of long-term governmentlb as the proxy for the return of
risk-free investments in estimating the return quity.

2. Duke’s proposed ROE of 9.84 percent is distorted

because it was calculated with a high market risk
premium.

Duke used a high market risk premium of 7.1 peraenalculating the ROE for
Rider ASRP**2 As Duke witness Dr. Morin acknowledge, the usa bfgh market risk
premium of 7.1 percent is certainly on the high ehthe range of market risk
premium?®*® For example, in the Ibbotson SBBI 2015 Classicri¥eak, the market risk
premium as measured by difference between the dmnaddotal return (from 1926 to

2014) of Large-Cap Stocks (12.1%) and the annudlia&l return of Long-term

28 OCC Ex. 10 at 21:12-15 (Duann Direct).

290CC Ex. 10 at 21:15-18 (Duann Direct).

#00CC Ex. 10 at 21:20-22:1 (Duann Direct).

Z1OCC Ex. 10 at 22:2-5 (Duann Direct).

#20CC Ex. 10 at 22:9 (Duann Direct).

#30CC Ex. 10 at 22:10-13 (Duann Direct) citing Ditke 11 at 43 (Morin Direct).
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Government Bonds (6.1 percent) is 6 percent ifatithmetic mean of total return is
used®* If a geometric mean of yearly total return is ysbe market risk premium is 4.4
percent’® The estimated ROE for Duke will be lower if a lawearket risk premium
that is more consistent with those found in finahpublications is used in this
proceeding*®

E. If the PUCO were to approve the ASRP over the géctions of

all of the Intervenors and its customers, then th®UCO should
modify the program.

If the PUCO approves the ASRP and Rider ASRP, thespbjections of the
OCC to protect consumers, then it modify the rigled reduce its costs to customers.
1. It is premature and unnecessary to set the Retaron

Equity for Rider ASRP because Duke will not incur
ASRP capital expenditures until 2016.

First, the PUCO should set Rider ASRP to $0 unayN017. According to
Duke, in order to calculate Rider ASRP, on or befoecember 1 of each calendar year,
Duke will submit a pre-filing notice. Duke indicaté intends to file its first pre-filing
notice on or before December 1, 2G15This notice will include a revenue requirement
calculation based on ten months of actual datav@aanonths of projected data for that
calendar yeaf™® On or before March 1 of the subsequent year, Dxikdile an actual
application based on the twelve-month actual cdSBuke also proposes that Rider

ASRP be effective the first billing cycle in Mayllimwving the close of the calendar

Z4OCC E. 10 at 22:13-17 (Duann Direct) citing Se&®(bbotson Stocks, Bonds, Bills, and Inflation
(SBBI) Classic Yearbook at 91, Table 6-7.

Z50CC Ex. 10. at 22:17-18 (Duann Direct).
#8OCC Ex. 10 at 22:19-21 (Duann Direct).
Z7Duke Ex. 5 at 5:9-10 (Laub Direct).
Z8Dyke Ex. 5 at 5:8-12 (Laub Direct).

29 Dyke Ex. 5 at 3:4-6 (Laub Direct).
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year?® Duke expects Rider ASRP to be effective upon aggrand initially set at
zero??

Duke cannot make any ASRP capital investments th@iASRP is authorized by
the PUCO. Given that reply briefs are not due is finoceeding until December 23,
2015, any decision by the PUCO regarding Duke’slisppon will most likely be issued
in early 2016. Consequently, a decision on Dukeipli&ation will most likely not come
in 2015. Absent any significant amount of ASRP-tedecapital investments made and
put into service in 2015, there is no need for DigkBle an actual ASRP application on
or before March 1, 2016. The purpose of a 2016 IRN&RP filing by Duke would be to
update its collection of the return on and of apitvestment and operating expenses
incurred in 2015. Such a filing would be unnecegbacause the 2015 ASRP- related
return on investment and O&M expenses should balequ$0. Assuming that the
proposed ASRP and Rider ASRP is approved by the@@@d Duke does incur
substantial amounts of ASRP-related capital investsand expenses in 2016, Duke can
file an application in 2017 to update Rider ASRRe purpose of the 2017 filing is to
collect the 2016 ASRP-related investment returnexpknses. The earliest date for this
first actual Rider ASRP application is on or befbtarch 1, 2017.

2. It is premature and unnecessary to set the Retaron

Equity for Rider ASRP at this time because it willnot
reflect the most current financial information.

The PUCO should direct Duke to file all relevamiaincial information when

Duke makes its first actual application for RideBRP on or before March 1, 2047

220 pyke Ex. 5 at 5:19-21 (Laub Direct).
2 Dyke Ex. 5 at 5:17 (Laub Direct).
#220CC Ex. 10 at 9:17-18 (Duann Direct).
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The Rate of Return (“ROR”) and ROE used for calintaRider ASRP should be
determined at that tinf&> During the time period between now and March 2DfiRe’s
financial condition (i.e., its capital structurenleedded costs of debt, and estimated
return on equity) is subject to change due to lingddations in the U.S. and global credit
and equity market conditions and Duke’s busineastjmes and strategié%' The setting
of a ROR and a ROE for a regulated utility shoetffiect the prevailing financial market
and economical condition at that tiffIn other words, it is very important to establish
utility rates as close as possible to the time wtherproposed rates will become
effective?”® Therefore, it is premature and unreasonablejstithe, to set a ROR or
ROE for Rider ASRP that will not be used for sejtrates charged to customers until
May 2017%?” The PUCO should establish an ROR or ROE for RA&RP when Duke
makes its first Rider ASRP application.

3. Duke’s proposed ROE of 9.84 percent should be
reduced to account for several factors.

If a ROR and ROE is to be set at this time, the Pl$Bould reduce Duke’s
proposed ROE by 100 basis points (1 percéith other words, the PUCO should
authorize a ROE no higher than 8.84% percent s9t84 percent proposed by Duke)

applicable to Rider ASRP. The resulting pre-tax R&bBuld be no higher than 9.77

22 0CC Ex. 10 at 21:15-18 (Duann Direct).
#240CC Ex. 10 at 10:1-5 (Duann Direct).
25 0CC Ex. 10 at 10:5-7 (Duann Direct).
226 0CC Ex. 10 at 10:7-10 (Duann Direct).
220CC Ex. 10 at 10:11-12 (Duann Direct).
2220CC Ex. 10 at 7:2-3 (Duann Direct).
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percent (vs. the 10.60 percent proposed by Dulke}tanafter-tax ROE should be no
higher than 7.20 percefft
a. Duke’s proposed ROE of 9.84 percent should be
further reduced by 25 basis points to reflect the

recent changes in the U.S. credit and equity
markets.

First, the PUCO should reduce Duke’s proposed RPESbasis points due to
changing conditions in the U.S. credit and equitykets. There has been a decline in the
allowed ROE set by state regulators for regulatéities in recent year&>® This decline
of average ROE’s is due, in part, to the dramaiicdase in the availability of credit at
very low cost and the substantial appreciatiomuity prices following the 2008 global
financial crisis?>* Regulatory agencies generally have slower pacaafge for the
allowed ROE than the costs of credit and eqtitjevertheless, regulatory agencies
have responded to market conditions and graduellg fower allowed ROE to reflect the
decreased cost of credit and equity observed ifitaacial market$** The PUCO
should Duke’s proposed ROE by 25 basis pointsfteatethese changes and fluctuations
in the U.S. markets.

b. Duke’s proposed ROE of 9.84 percent should be
reduced by an additional 25 basis points to

reflect the decrease in regulatory lag and risk
associated with Rider ASRP.

As OCC Witness Duann testified, it is well recogrizhat an accelerated

infrastructure replacement rider mechanism, sudRidsr ASRP, can reduce regulatory

229 0CC Ex. 10 at 7:3-8 (Duann Direct).
#00CC Ex. 10 at 16:7-9 (Duann Direct).
#1OCC Ex. 10 at 16:13-15 (Duann Direct).
#20CC Ex. 10 at 16:15-17 (Duann Direct).
#30CC Ex. 10 at 16:18-20 (Duann Direct).
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lag and risk for a utility>* The OCC recommends an additional 25 basis paitutotéen
to the proposed ROE in this proceeding in ordgradect customers from unreasonable
rates that Rider ASRP will produé®.As stated earlier, the ASRP will eventually cost
consumers $10 per morftff. The PUCO has recognized this reduction in regoyaisk
and regulatory lag and the corresponding finarimalefits to a regulated utility as a
result of the accelerated infrastructure replacémpegrams>’ The PUCO should
continue this practice by reducing the ROE in grizceeding.
C. Duke’s proposed ROE of 9.84 percent should be
reduced by an additional 50 basis points to
provide relief to Duke’s residential customers

who are currently paying the highest monthly
natural gas bills in the state.

The affordability of utility services should be aiscan important consideration
for regulatory agencies in setting the rates foityiservices. In fact, it is the policy of
the state to “Promote the availability to consuwfesdequate, reliable, and reasonably
priced natural services and goo@&'and to “facilitate the state’s competitivenesthia
global economy?®* In compliance with these state policies, the PUR© previously

considered the affordability of services for custoswhen determining ROR and

#40CC Ex. 10 at 17:5-6 (Duann Direct).
#50CC Ex. 10 at 17 (Duann Direct).

236 5ee OCC Ex. 12 at 25:1-3 (Williams Direct).
#70OCC Ex. 10 at 17:11-13 (Duann Direct).

#%¥ gee R.C. 4929.02.

#9g5ee R.C. 4929.02.
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ROE?* As stated earlier, Duke’s natural gas customeystpahighest natural gas rates
in the staté*! In addition, Duke’s customers have been payingterexisting
infrastructure replacement program through RiderRVsince May 31, 20022 This

has resulted in customers paying a higher AMRPgehavery year through either Rider
AMRP or base distribution raté$’ While, the AMRP is scheduled to end at the end of
2015, customers may still be paying AMRP charges the filing of Duke’s next gas
distribution casé** Now Duke is asking for another infrastructure ageiment program
for service line replacement. It is time for the@®Wto provide some relief to Duke’s

customers. The PUCO can do so rejecting Rider ASRP.

240 Seeln the Matter of the Application for Ohio American Water Company to Increase its Rates for Water
and Sewer Servicestoitsentire Service Area, PUCO Case No. 09-391-WS-AIR, (May 5, 2010) (lis th
case the PUCO adopted a 7.73 percent ROR thattwias wer end of the range (7.60 percent to 8.11
percent) recommended by the PUCO Staff. This wagrdficant departure from the established PUCO
practice that typically set the ROR at the mid-paoifithe range recommended by the PUCO Staff. & wa
clear that the PUCO was concerned with the affdlitlabf OAW’s services and wanted to set a lower
ROR to make the water services more affordabledstomers. In its Opinion and Order, the PUCO
specifically cited a harsh economic condition in\WA service area and the fact that the rate case wa
OAW'’s fourth application for a rate increase inefiyears as influencing its opinion); Seehe Matter of
the Application of the East Ohio Gas Company d/b/a Dominion East Ohio for Authority to Increase Rates

for its Gas Distribution Service, PUCO Case No. 07-829-GA-AIR et al., (October 215)(In this case
the PUCO intended to reduce a stipulated ROE hlya®s points (from 8.49 percent to 8.29 percerty T
PUCO stated that it was ordering the ROE redudtiomto the deteriorating economic conditions of
customers expressed at local public hearings dsawel decrease of risk assumed by Dominion Eaist Oh
in ordering such a reduction. On rehearing, the BUé€established the original ROE or 8.49 perceitt as
concluded that, upon review, the stipulation apptbley the parties had, in fact, already incorparate
lower ROR to account for the lower risk to Dominigast Ohio.).

21 OCC Ex. 12 at 26-27 (Williams Direct).

2421 the Matter of the Application of the Cincinnati Gas & Electric Company for an Increasein Rates,
PUCO Case No. 01-1228-GA-AIR et al., Opinion andédrat 4 and 8 (May 30, 2002).

#30CC Ex. 10 at 19:14-17 (Duann Direct).

2440CC Ex. 10 at 19-20 (Duann Direct) citihgthe Matter of the Annual Application of Duke Energy

Ohio for an Adjustment to Rider AMRP Rates, PUCO Case No. 10-2788-GA-RDR, Opinion and Ordé& at
and 10 (May 4, 2011) (PUCO Opinion and Order allguMDuke to recover costs for allowable capital
additions under AMRP passed December 31, 2015).
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IV.  CONCLUSION

Duke’s proposed $320 million ASRP is a bad dealdbio and its consumers.
The ASRP seeks to replace service lines that arammonminent safety threat, delivers
very minimal benefit for consumers, and is not respliby any law or regulation.
Consequently, Duke has not carried its burden ofvefg that its proposed ASRP is just
and reasonable and necessary to provide reliadl@dequate service to its customers.
The PUCO should not approve the program.

Respectfully submitted,

Bruce J. Weston (0016973)
OHIO CONSUMERS’ COUNSEL

/s/Kevin F. Moore
Kevin F. Moore (0089228)
Assistant Consumers’ Counsel

Office of the Ohio Consumers’ Counsel
10 W. Broad Street, Suite 1800
Columbus, Ohio 43215-3485
Telephone [Moore]: 614-466-2965
kevin.moore@occ.ohio.gov

(will accept service via email)
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