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I. INTRODUCTION 1 

 2 

Q1. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND 3 

OCCUPATION. 4 

A1. My name is Daniel E. O’Neill.  I am the President of O’Neill Managing 5 

Consulting, LLC, a Georgia limited liability corporation founded by me in 2005 6 

that specializes in providing utility industry management consulting services.  The 7 

firm’s address is 1820 Peachtree Road, Suite 709, Atlanta, GA 30309. 8 

 9 

Q2. PLEASE DESCRIBE YOUR EDUCATION BACKGROUND AND 10 

PROFESSIONAL EXPERIENCE. 11 

A2. I earned a Bachelor of Arts degree in Economics from the Louisiana State 12 

University in New Orleans, now called the University of New Orleans, in 1971.  13 

From 1971 to 1975 I studied for the Ph.D. in Economics at the Massachusetts 14 

Institute of Technology (MIT), leaving there with the dissertation underway.  I 15 

completed the MIT Ph.D. in 1977 while I was teaching at the Georgia Institute of 16 

Technology in Atlanta.  My dissertation was written under two professors:  17 

Franco Modigliani, who was later awarded the Novel prize, and Stanley Fischer, 18 

now co-chairman of the Federal Reserve.  19 
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Q3. PLEASE DESCRIBE YOUR WORK EXPERIENCE. 1 

A3. After leaving Georgia Tech in 1979, I served as Manager of Marketing Research 2 

for Equifax, and then became their Director of Financial Analysis.  In 1982, I 3 

joined a telecommunications utility, Contel, as Director of Financial Analysis, and 4 

was later promoted to Assistant Controller of Financial Analysis.  In 1987, I 5 

joined Deloitte, Haskins & Sells, now part of the firm Deloitte & Touche, LLP, in 6 

their utilities consulting practice, where I continued to focus on utility financial 7 

performance, especially activity-based accounting, budgeting and reporting 8 

systems.  Because Deloitte was the major auditor of electric and gas utilities in the 9 

United States, I focused on the electric and gas industries rather than the 10 

telecommunications industry. 11 

 12 

In 1992, I joined Electronic Data Systems’ newly acquired subsidiary, Energy 13 

Management Associates, to continue my utility consulting career, still focused on 14 

methods to improve financial performance, and with an increasing emphasis on 15 

the operational drivers of such performance, including work management, electric 16 

reliability and gas system integrity.  I began to publish some of the results of my 17 

work, often co-authoring with clients, and now have authored over 50 relevant 18 

articles and conference papers. 19 

 20 

In 1997, I joined Metzler & Associates, a management consultancy dedicated to 21 

utility industry issues, which has since become Navigant Consulting and now 22 

serves many industries.  In 2005, I established my current firm, continuing to 23 
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focus on utility asset management and reliability.  At the same time I founded and 1 

began to chair a conference on Emergency Preparedness and Service Restoration 2 

for Utilities, which continues to serve the emergency management needs of the 3 

utility industry. 4 

 5 

Q4. HAVE YOU PREVIOUSLY TESTIFIED BEFORE OTHER REGULATORY 6 

AGENCIES? 7 

A4. Yes, I have testified before the Philadelphia Gas Commission, the Massachusetts 8 

Department of Public Utilities (including eight electric cases and six gas cases), 9 

and the Indiana Utility Regulatory Commission (an electric case).  In addition, I 10 

have performed independent studies (without testimony) for the Public Utilities 11 

Commission of Ohio (“PUCO”) (FirstEnergy reliability audit) and the 12 

Pennsylvania Public Utilities Commission (FirstEnergy reliability audits), the 13 

Massachusetts DPU, and the Indiana Utility Regulatory Commission.  I have also 14 

assisted numerous investor-owned utilities in preparing for and responding to 15 

regulatory investigations or audits. 16 

 17 

II. PURPOSE OF TESTIMONY 18 

 19 

Q5. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 20 

A5. I am appearing on behalf of Office of the Ohio Consumers’ Counsel (“OCC”) in 21 

this case.  The purpose of this testimony is to explain and support OCC’s position 22 

opposing the Joint Stipulation and Recommendation (“Settlement”) filed by 23 
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Columbia on August 18, 2017.1  Other OCC witnesses will address additional 1 

issues explaining OCC's opposition to the Settlement and Columbia’s 2 

Application2 such as those identified in OCC’s Objections to the Staff Report and 3 

Application filed on August 14, 2017.3 4 

 5 

III. SUMMARY OF THE APPLICATION AND SETTLEMENT 6 

 7 

Q6. PLEASE PROVIDE A SUMMARY OF THE APPLICATION IN THIS 8 

PROCEEDING. 9 

A6. Columbia’s Application in this proceeding requested an extension of its 10 

Infrastructure Replacement Program (“IRP”), and associated rider, for another 11 

five years (from 2018 through 2022), with almost no changes in the terms of the 12 

program from the modifications made in the 2012 Settlement in PUCO Case No. 13 

11-5515-GA-ALT (“2012 Settlement”).4  The only substantive changes include a 14 

drastic increase in the Rider IRP monthly rate cap for Small General Service 15 

(“SGS”) customers (including residential customers), from the current cap of 16 

1 See In the Matter of the Application of Columbia Gas of Ohio, Inc. for Approval of an Alternative Form 
of Regulation to Extend and Increase Its Infrastructure Replacement Program, Case No. 16-2422-GA-
ALT, Joint Stipulation and Recommendation (August 18, 2017) (“Settlement”). 

2 See In the Matter of the Application of Columbia Gas of Ohio, Inc. for Approval of an Alternative Form 
of Regulation to Extend and Increase Its Infrastructure Replacement Program, Case No. 16-2422-GA-
ALT, Application (February 27, 2017). 
3 See In the Matter of the Application of Columbia Gas of Ohio, Inc. for Approval of an Alternative Form 
of Regulation to Extend and Increase Its Infrastructure Replacement Program, Case No. 16-2422-GA-
ALT, OCC Objections to Staff Report and Application (August 14, 2017) (“OCC’s Objections”). 

4 In the Matter of the Application of Columbia Gas of Ohio, Inc. for Approval of an Alternative Form of 
Regulation to Extend and Increase Its Infrastructure Replacement Program, Case No. 11-5515-GA-ALT, 
Joint Stipulation and Recommendation (September 26, 2012) (“2012 Settlement”). 
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$1.00 per month each year to $1.30 per month each year.  The Application did not 1 

change the minimum amount of O&M savings that Columbia is required to pass 2 

back to customers every year ($1.25 Million) that was ordered in the 2012 3 

Settlement. 4 

 5 

Q7. PLEASE PROVIDE A SUMMARY OF THE SETTLEMENT IN THIS 6 

PROCEEDING. 7 

8 A7. The Settlement responds to the Staff Report’s assertion that the guaranteed 

minimum O&M savings should be raised.  The PUCO Staff (“Staff”) had 9 

suggested a collaborative study to determine the reasons why the actual O&M 10 

savings were not higher than the guaranteed minimum of $1.25 million.  The 11 

Settlement, however avoids the study, instead proposing a new, higher guaranteed 12 

minimum for O&M savings as follows:  $2.00 million for the first two years, 13 

$2.25 million for the middle year (2020), and $2.50 million for the last two years. 14 

15 

Similarly, the Settlement responds to the Staff Report’s recommendation that the 16 

annual increase in the monthly rate cap be frozen at $1.00 for three years (2018, 17 

2018, 2020) and then increased to $1.10 for the last two years of the extension 18 

(2021 and 2022), by instead agreeing that the annual increase in the monthly cap 19 

should be increased from the current $1.00 per year to $1.15 for the first two 20 

years (2018 and 2019), $1.20 for 2020, and $1.25 for the last two years (2021 and 21 

2022). 22 

23 
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Notably the Settlement fails to respond to OCC's numerous objections to the Staff 1 

Report. 2 

IV. EVALUATION OF THE SETTLEMENT 3 

 4 

Q8. WHAT IS THE PUCO’S STANDARD OF REVIEW FOR SETTLEMENTS? 5 

A8. I understand that the PUCO typically evaluates a proposed settlement using a 6 

three-prong test.5  Specifically, the PUCO will apply the following three tests in 7 

deciding whether to adopt a proposed settlement: 8 

1. Is the proposed settlement a product of serious bargaining 9 

among capable, knowledgeable parties? 10 

2. Does the proposed settlement, as a package, benefit 11 

customers (ratepayers) and the public interest? 12 

3. Does the proposed settlement package violate any 13 

important regulatory principle or practice? 14 

Only when the PUCO determines that a proposed settlement, as a package, 15 

satisfies each of the three prongs identified above will the PUCO adopt the 16 

settlement or in many instances adopt it with significant modifications. 17 

                                                 
5 See, for example, In the Matter of the Application of Columbus Southern Power Company and Ohio 
Power Company, Individually and, if Their Proposed Merger is Approved, as a Merged Company 
(collectively, AEP Ohio) for an Increase in Electric Distribution Rates, PUCO Case No. 11-351-EL-AIR et 
al. Opinion and Order at 8-10 (December 14, 2011). 
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Q9. WHAT ARE YOUR PRIMARY CONCLUSIONS AND 1 

RECOMMENDATIONS? 2 

A9. I conclude that the Settlement, as a package, does not satisfy the three-part test 3 

considered by the PUCO for approval and should be rejected. 4 

5 

I do not believe that the Settlement satisfies the first prong.  However, the first 6 

prong of the three-part settlement test is discussed more in other OCC testimony. 7 

8 

Second, the Settlement, as a whole, benefits neither customers nor the public 9 

interest. 10 

11 

And, the Settlement, as a package, violates important regulatory principles and 12 

practices. 13 

14 

In general, the Settlement, among other problems, proposes an unjust and 15 

unreasonable increase of costs to customers with no demonstration of 16 

corresponding benefits (leak reduction) over the term of the extension.  17 

Regulatory practice requires that the burden of proof that investments are prudent 18 

and used and useful belongs to the utility requesting the rate increase—not the 19 

intervening parties.20 
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Q10. WHAT ARE YOUR GENERAL OBJECTIONS TO THE SETTLEMENT 1 

FILED IN THIS CASE? 2 

A10. It is important to make clear that I do not oppose, and in fact am in favor of, 3 

pipeline safety measures.  I do, however, object to the Infrastructure Replacement 4 

Program (“IRP”) as proposed in the Settlement. 5 

6 

Not enough guaranteed O&M savings for customers 7 

First, as described in the Staff Report, the O&M savings that the program has 8 

generated so far are far too low.  The guaranteed minimum O&M savings should 9 

be increased to reflect the pipe already replaced and planned to be replaced over 10 

the next five-year period.  Also, the O&M savings should be higher based on the 11 

performance of other similar programs.  While the Settlement does increase the 12 

guaranteed minimum O&M savings somewhat, I believe that the guaranteed 13 

minimum O&M savings should be much higher, rising to at least $3.0 million by 14 

2022. 15 

16 

Too much non-priority pipeline replacement 17 

Second, the additional “non-priority” pipe that the Utility has replaced 18 

under the IRP in addition to the originally targeted bare steel and cast iron 19 

adds another 40 percent to the required investment.  In my opinion this 20 

additional amount is higher than what would be deemed reasonable for 21 

cost effectiveness.  It is not just and reasonable for these extra costs to be 22 
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passed on to consumers especially because there is no evidence that it is 1 

warranted. 2 

3 

Unnecessary increases in caps that customers pay 4 

Third, I object to the portion of the Settlement that grants Columbia an increase in 5 

the cap on the monthly charge to customers under the IRP program.  Instead, to 6 

benefit consumers and avoid additional unnecessary charges, the current $10.20 7 

per month rate cap charged to customers should be allowed to increase by no 8 

more than the $1.00 in each year of the program, or less, as I detail below. 9 

10 

Lack of study on cost-effectiveness of program that customers pay 11 

Finally, the Utility has no commitment to monitor or manage the cost per leak 12 

avoided.  (The Utility only commits to a 25-year replacement of the targeted 13 

pipe.)  This does not serve the public interest in terms of providing greater safety 14 

at a reasonable cost, nor does it accord with regulatory practice of ensuring 15 

efficiency and cost-effectiveness of investments that lead to recovery through 16 

rates.  Therefore, in light of this and also in light of the unusually low savings 17 

generated from the program itself (apart from the guarantee), I believe, as Staff 18 

originally suggested in its report,6 that there should be a collaborative study, or a 19 

6 The Staff Report recommended a study focused solely on the reasons for the low O&M savings.  I 
believe, as I detail below, the problem may be deeper, and that the scope of the study should be the cost 
effectiveness of the program, including why leaks have not declined further and therefore why O&M 
savings are not greater.  See In the Matter of the Application of Columbia Gas of Ohio, Inc. for Approval of 
an Alternative Form of Regulation to Extend and Increase Its Infrastructure Replacement Program, Case 
No. 16-2422-GA-ALT, Staff Report at 9 (July 10, 2017) (“Staff Report”). 
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third-party audit, of the program to investigate the reasons for the program’s lack 1 

of cost effectiveness.  As an ongoing aid to that end, I also recommend that the 2 

Utility be required to report certain metrics that relate to program efficiency and 3 

effectiveness. 4 

 5 

Q11. PLEASE ELABORATE ON YOUR OPINION WITH REGARD TO THE 6 

FIRST REASON:  THAT THE SETTLEMENT IS NOT IN THE PUBLIC 7 

INTEREST DUE TO THE LOW LEVEL OF O&M SAVINGS. 8 

A11. As noted in the Staff Report, the O&M savings generated by the IRP have been 9 

very low.  In fact, the O&M savings have been lower than the guaranteed 10 

minimum O&M of $1.25 million each year that have been figured into the 11 

revenue requirement.7  As the Staff Report explains, the previously agreed upon 12 

guaranteed minimum O&M savings should at least be adjusted to reflect five 13 

more years of pipe replacement, which under normal circumstances would have 14 

been expected to increase the O&M savings accordingly. 15 

 16 

A major part of O&M expenses is the repair of leaks.  The major source of leaks 17 

for Columbia, and for other gas distribution utilities with substantial amounts of 18 

bare steel and cast iron pipe, are the leaks on priority pipe.  The leaks on 19 

Columbia’s main lines have decreased from 2012 to 2016.8  As priority pipe is 20 

replaced with other, newer pipe, the leaks can be expected to decline dramatically.  21 

                                                 
7 Staff Report at 8-9. 

8 See OCC INTs 24, 26, and 28 (Attachments DEO-1, DEO-2, and DEO-3). 
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And as the amount of leaks decline, the amount of leak repair expense should also 1 

decline.  Replacing another five years’ worth of pipe should be expected to 2 

produce an additional five years’ worth of savings on top of what the previous 3 

five years accomplished. 4 

5 

As stated in the Staff Report, Columbia has consistently argued that patience is 6 

needed as O&M savings should increase as its program matures.9  Yet, as the 7 

Staff Report notes, the amount of O&M savings for 2013 to 2017 is still below the 8 

minimum amount of $1.25 million set back in 2012.  The additional patience 9 

requested by Columbia is not warranted by recent experience. 10 

11 

In addition, as the Staff Report also details, other companies have achieved 12 

greater O&M savings with very similar programs.  For example, Dominion East 13 

Ohio Gas’s similar program has realized $3.2 million in O&M savings per year, 14 

compared to Columbia’s guarantee of $1.25 million.10  And, Duke Energy Ohio 15 

Inc.’s (“Duke”) similar program, which is only 33 percent complete, has already 16 

achieved $1.7 million in annual O&M savings, and is likely to save more as the 17 

program reaches the same level of completion as Columbia’s 60 percent 18 

completion (by 2022). 19 

9 See Staff Report at 9. 

10 See Staff Report at 8-9. 
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Yet, the Settlement only increases the guaranteed O&M savings to $2.0 million in 1 

2018 and $2.5 million by 2022.  I find this to be a one sided, inadequate 2 

compromise.  It suggests that the Utility’s guarantee for the second five-year 3 

period (2013-2017) should merely be doubled ($1.25 to $2.50 million), despite 4 

the evidence that the earlier guarantee was inadequate compared to the experience 5 

of comparable programs. 6 

7 

As explained above, I believe the guaranteed minimum O&M savings should be 8 

at least $3.0 million by 2022, if not more, based on what should have been the 9 

reduction due to reduced leaks and inspection expenses alone from the 10 

Accelerated Main Replacement Program (“AMRP”) component of the IRP. 11 

Therefore, the Settlement is not in the public interest because it will unreasonably 12 

increase customer utility bills.13 
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Q12. PLEASE ELABORATE ON YOUR OPINION WITH REGARD TO THE 1 

SECOND REASON:  THAT THE ADDITIONAL NON-PRIORITY PIPE 2 

THAT THE UTILITY HAS REPLACED IN ADDITION TO THE 3 

ORIGINALLY TARGETED BARE STEEL AND CAST IRON HAS BEEN 4 

EXCESSIVE, AND, THEREFORE, NOT IN THE PUBLIC INTEREST. 5 

A12. The originally targeted pipe for the AMRP was approximately 4,100 miles of 6 

mostly bare steel and cast or wrought iron.11  Part of the 2012 Settlement allowed 7 

for recovery of some “non-priority” pipe through the AMRP rider.  This was 8 

based on it being ‘economic’ to replace some interspersed segments of non-9 

priority pipe that were part of the same replacement project.12  There was also 10 

some acknowledgement of replacement of other leak-prone pipe, e.g., Aldyl-A 11 

plastic, provided it did not amount to more than five percent of the project miles. 12 

13 

The Utility, in projecting its needs for replacement miles in the next five years, 14 

appears to be using a factor of 1.4 total miles to priority miles, or an extra 40 15 

percent,13 that is, 40 percent of the pipe that Columbia is proposing to replace in 16 

the next five years is “non-priority” pipe that was added to the IRP in 2012. 17 

11 The originally targeted 4,050 miles included 155 miles of coated but inadequately protected steel pipe.  
See Staff Report, n.5.  It is clear, however, that it did not include other non-priority pipe.  The 2012 
Settlement (Case No. 11-5515-GA-ALT) that allowed for recovery through the AMRP rider of some non-
priority pipe did not change the requirement that the original 4,050 (rounded to 4,100) miles be replaced in 
25 years, or a rate of 164 miles per year, and that a proportionate amount, 1,640 miles, should be replaced 
by the end of 2017, the end of the first ten years of the program. 

12 See Case No. 11-5515-GA-ALT, Joint Stipulation and Recommendation (September 26, 2012). 

13 The average total miles replaced from 2013-2016 was 269 miles.  The average priority miles replaced 
over the same period was 192.  The ratio of 269 to 192 is 1.4.  Also, see OCC RPD Set 6, RPD 20, 
Attachment A, page 2 (Attachment DEO-4), which shows that the expected miles of replacement for all 
pipe is 229, which, relative to the expected 164 miles of priority pipe is a ratio of 1.4, or 40 percent higher. 
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It would have been difficult to know in 2012 that the “non-priority” pipe would 1 

become such a large part of the IRP in the future.  Now is the time for the PUCO 2 

to reevaluate the IRP and scale back the replacement of “non-priority” pipe in 3 

order to decrease the cost of the program to consumers.  Scaling back the amount 4 

of “non-priority” pipe will not impact safety because the “non-priority” pipe is not 5 

part of the original priority pipe that the PUCO approved for replacement due to 6 

its safety risks.  The “non-priority” pipe was added to the IRP in 2012 for 7 

economic reasons—not safety reasons.  Based on my experience with other 8 

programs and what appeared to be the intent of the 2012 Settlement, the current 9 

amount of non-priority pipe being replaced seems excessive and not in the public 10 

interest because it will unreasonably increase customer utility bills.  This may 11 

well be a factor in the next reason I give below. 12 

13 

Q13. PLEASE ELABORATE ON YOUR OPINION WITH REGARD TO THE 14 

THIRD REASON:  THAT THE HIGH COST PER LEAK AVOIDED 15 

IMPLIES THAT THE SETTLEMENT IS NOT IN THE PUBLIC INTEREST 16 

AND VIOLATES REGULATORY PRINCIPLES AND PRACTICE. 17 

A13. The most basic test of cost effectiveness for a priority pipe replacement program 18 

is the cost per avoided leak.  When the public is asked to fund a program to 19 

improve its safety, it should be fully informed and aware of what it is giving its 20 

hard-earned money for.  The cost per leak avoided should be in line with some 21 

sense of the benefit of avoiding another leak. 22 
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Yet the Columbia IRP seems to have no such requirement.  In an OCC request for 1 

admission that requested Columbia to “Admit that Columbia has no analysis that 2 

projects the future level of leaks based on alternative levels of replacement of 3 

leak-prone mains and services,” Columbia replied: “Admit.  Columbia has a 4 

twenty-five year program to replace its Priority Pipe and it is this commitment 5 

that sets the appropriate level of pipe replacement.”14  From this admission it 6 

would appear that the Utility does not feel bound to show any specific 7 

improvement in leaks as a result of the program, i.e., the customer is ‘buying a pig 8 

in a poke.’  I believe this is a violation of accepted regulatory practice because a 9 

pipeline replacement program is generally only continued if it proves to be 10 

sufficiently efficient and effective.  Columbia has not demonstrated that the IRP 11 

has been cost effective or will continue to be cost effective.  Approving the IRP is 12 

also not in the public interest because it would unreasonably increase customer 13 

utility bills without first producing benefits for customers. 14 

 15 

Q14. DO YOU PROPOSE A REMEDY FOR THIS SITUATION? 16 

A14. Yes.  I believe it is appropriate that the PUCO order that a collaborative study or 17 

third-party audit of the IRP program be undertaken by Staff or an independent 18 

auditor.  The audit would investigate the IRP to date to determine whether the 19 

program is being implemented effectively and efficiently.  Specifically, the audit 20 

would aid the PUCO in determining whether the IRP is efficiently and effectively 21 

                                                 
14 OCC Set 3, RFA 6 (Attachment DEO-5). 
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reducing leaks, improving safety, and minimizing costs per mile and costs per 1 

leak avoided.  Furthermore, I recommend that Columbia maintain a record of the 2 

performance of the IRP over the next five-year term.  This record should, at a 3 

minimum, include: 4 

a. Leak history associated with mains replaced (i.e., for each5 

Job Order number under each Project ID for each year of6 

the program from 2018 onward, the five-year history of7 

leaks (by grade and year) on the mains that were replaced8 

or retired under that job order);9 

b. Leak history after replacement (i.e., for each Job Order10 

under each Project ID in each year of the program from11 

2018 on ward, the subsequent leaks [by grade and year] on12 

the mains that were replaced or retired under that job13 

order);14 

c. Cost effectiveness (i.e., for each Job Order under each15 

Project ID in each year, the total cost of the job order, once16 

complete, divided by the five-year average number of leaks17 

on the mains that were replaced or retired under that job18 

order); and19 

d. Variance explanations (i.e., provide an explanation of what20 

factors might have led to the high cost or low leak rate for21 

each Job Order under each Project ID in each year for22 

which the cost per leak addressed [the ratio in the cost23 
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effectiveness report described above] is higher than a 1 

threshold dollar amount [e.g., $1,000,000 per average 2 

leak]). 3 

 4 

Q15. HOW SHOULD THE PUCO DETERMINE THE COST-EFFECTIVENESS 5 

OF THE COLUMBIA AMRP SO FAR? 6 

Q15. In determining the cost per avoided leak, the numerator is fairly straightforward:  7 

the capital cost of the pipe replacement, including all cost of all equipment 8 

(mains, services, valves, and meters) replaced or abandoned under the aegis of the 9 

program.  The denominator can be estimated by a number of different ways: 10 

either by the recent history of the leaks on the pipe replaced, or perhaps with an 11 

additional increment for how those leaks might have been expected to grow over 12 

time or from the overall impact on annual leaks.  For example, if replacing a mile 13 

of pipe were to cost $1 million dollars, and the pipe in question had historically 14 

leaked at an average annual rate of one per mile (a somewhat typical rate for 15 

vintage bare steel and cast iron pipe), then the cost per avoided annual leak would 16 

be $1,000,000.  If the actual historical leak rate were lower, say .85 annual leaks 17 

per mile, but one assumed that they were growing at say, five percent per year, 18 

then over a five-year program the cost per avoided leak might be assumed to 19 

again be approximately $1,000,000.  20 
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Q16. WHAT HAS COLUMBIA EXPERIENCED IN ITS AMRP? 1 

A16. Much worse results.  Columbia’s cost per mile has approached $1,000,000, 2 

depending on whether you count per mile of originally targeted priority pipe (as I 3 

would recommend) or you include the ancillary pipe, and has averaged over 4 

$850,000 per mile15 in the six years after 2010 when the program ramped up to a 5 

level averaging 195 miles per year.  Over the same period, the number of main 6 

leaks has bounced around an average of 3,650 leaks per year,16 or only about 150 7 

leaks less than the 3,796 leaks in 2010 or even the 3,852 leaks in 2007 before the 8 

program began.  That translates to a cost per avoided leak of $6,630,000 per 9 

annual leak avoided.17  In other words, over those six years, Columbia spent 10 

almost a billion dollars to reduce the annual number of leaks by 150 per year, or 11 

about four percent. 12 

13 

The benefits that customers have received under the IRP do not outweigh the 14 

costs.  The customers’ interest deserves a better accounting for the cost 15 

effectiveness of the IRP, and, in my experience, regulatory practice typically 16 

demands such accountability.17 

15 See OCC Set 6, RPD 20, page 2, but with cost per mile computed as cost per priority mile rather than per 
total miles replaced (Attachment DEO-4). 

16 See OCC Set 2, INT 2 Attachment A, row 2, columns F through K (2011-2016) (Attachment DEO-6). 

17 Six years x 195 miles per year x $850,000 per mile divided by 150 annual leaks. 



Direct Testimony of Daniel E. O’Neill 
On Behalf of the Office of the Ohio Consumers’ Counsel 

PUCO Case No. 16-2422-GA-ALT 

19 

Q17. PLEASE ELABORATE ON YOUR OPINION WITH REGARD TO THE 1 

FOURTH REASON:  THAT THE SETTLEMENT’S ANNUAL INCREASES 2 

IN THE MONTHLY IRP RATE CAP THAT CUSTOMERS PAY ARE NOT 3 

WARRANTED AND THEREFORE NOT IN THE PUBLIC INTEREST. 4 

A17. In the 2012 Settlement, the annual increases in the monthly rate cap for residential 5 

customers was limited to $1.00, which raised the cap from $5.20 in 2012 to 10.20 6 

in 2017.  Although the actual recovery so far has been below the caps,18 Columbia 7 

projects them to be higher in the next five years and has asked for the caps to be 8 

raised more than the annual increase of $1.00 would allow.  In the application, 9 

Columbia has proposed that the caps be raised by $1.30 per year, based on a rate 10 

of inflation of 6.47 percent per year, which it says has been the historical rate of 11 

increase in its cost per mile of priority pipe in the period 2013-2016.19  The Staff 12 

Report objected to this request, and proposed a freeze for three years, and a ten 13 

percent increase in the last two years ($1.10 per year).20  The Settlement, in turn, 14 

proposes annual increases of the monthly rate cap for 2018-2022 period equal to  15 

$1.15, $1.15, $1.20, $1.25, and $1.25, respectively.  I believe this is completely 16 

unwarranted and that the existing annual increase of $1.00 per year in the monthly 17 

rate cap is more than adequate and should be maintained or decreased. 18 

18 See In the Matter of the Application of Columbia Gas of Ohio, Inc. for Approval of an Alternative Form 
of Regulation to Extend and Increase Its Infrastructure Replacement Program, Case No. 16-2422-GA-
ALT, Direct Testimony of Melissa Thompson at 4 (February 27, 2012). 

19 See In the Matter of the Application of Columbia Gas of Ohio, Inc. for Approval of an Alternative Form 
of Regulation to Extend and Increase Its Infrastructure Replacement Program, Case No. 16-2422-GA-
ALT, Direct Testimony of Diana Beil, Attachment DMB-1 (February 27, 2017). 

20 See Staff Report at 9-12. 
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Q18. WHAT EVIDENCE DO YOU HAVE THAT THE EXISTING ANNUAL 1 

INCREASE IN THE MONTHLY RATE CAP THAT CUSTOMERS PAY IS 2 

MORE THAN ADEQUATE, AND THEREFORE THAT RAISING THE CAP 3 

AT THIS TIME IS NOT IN THE PUBLIC INTEREST? 4 

A18. I have studied the potential impact of various aspects of the provisions in the 5 

Settlement, including those that leave unchanged certain parameters in the 6 

Application.  I also studied the Staff work papers  that were used to develop the 7 

Staff Report, in particular the worksheet on the Estimated Rate Impact of 8 

Proposed IRP 2018-2022 under the low end cost per mile.21  Columbia states that 9 

it does not have a similar excel-type work paper showing the revenue 10 

requirements for the Settlement.22  Some of the key drivers are the number of 11 

miles replaced, the rate of inflation in cost per mile, the O&M savings, the 12 

allowed rate of return, and the treatment of the investment in Hazardous Customer 13 

Service Lines.  I find that under a reasonable set of values for these assumptions, 14 

the revenue requirement as it would translate to the monthly rate for the SGS 15 

customer need only increase by an amount that would be less than the $1.00 per 16 

year specified in the 2012 Settlement.  17 

                                                 
21 See Staff Work Paper (Attachment DEO-7). 

22 See Columbia supplemental response to OCC Set 6, RPD 20 (Attachment DEO-8). 
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Q19. WHAT ARE SOME OF THE VARIATIONS IN THOSE ASSUMPTIONS 1 

THAT WOULD PRODUCE SUCH A RESULT? 2 

A19. First, the number of total miles replaced could vary.  In Columbia’s response to 3 

OCC RPD No. 20, Columbia assumed that the total miles to be replaced each year 4 

would be 229 miles.23  This was based on an assumption that there would be 164 5 

priority miles per year replaced, and that the non-priority miles would include an 6 

additional 40 percent.  I argued above that the amount of non-priority pipe should 7 

not add up to 40 percent of the priority pipe.  A lower figure, such as 200 miles, 8 

would yield a much smaller capital cost and therefore lower revenue requirement 9 

and rate impact on consumers.  But even if we use a figure of 229 miles, other 10 

changes in the assumptions could still lead to an increase of less than $1.00 per 11 

year for the IRP rate cap. 12 

 13 

Q20. WHAT WOULD BE SOME OF THOSE OTHER CHANGES IN 14 

ASSUMPTIONS? 15 

A20. As I have mentioned above, I believe the O&M savings should reach at least $3 16 

million per year.  Every dollar of extra O&M savings reduces the revenue 17 

requirement dollar for dollar.  And every million dollars of lower revenue 18 

requirement reduces the SGS customer bill by about $.06 per month.24 19 

23 See OCC Set 6, RPD 20, Attach. A, page 2 (Attachment DEO-4). 

24 In the rate impact calculation, the revenue requirement is divided by the number of SGS customers 
(approximately 1.4 million customers), and then divided by the number of months in the year, 12.  Hence 
every $1 million reduction in the revenue requirement results in a reduction of rate impact of $1 million / 
1.4 million / 12, or $.06 per month. 
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Additionally, in the testimony of OCC witness Dr. Daniel J. Duann, OCC has 1 

argued for a lower pre-tax rate of return on investment, which would also lower 2 

the revenue requirement, depending on how much lower and assuming it applies 3 

to the entire IRP investment and not just post-2017 additions. 4 

 5 

One of the largest factors to consider is the rate of inflation in cost per mile.  6 

Columbia proposed in its Application, and the Staff Report accepts, a 6.47 percent 7 

increase per year, based upon the annual increase in the cost per mile from 2013-8 

2016.  The Settlement appears to use a 7.2 percent rate of inflation.25  I believe 9 

that costs should not, and likely will not, increase by one third as much.  Given 10 

that the annual additions for the AMRP are in the $200 million range, depending 11 

on assumptions about mileage and cost per mile, every percentage point decrease 12 

in inflation yields approximately $6 million less investment per year (on average, 13 

over five years).26  At an ROI of approximately 10 percent, that yields $0.6 14 

million less revenue requirement (although the exact figure is complicated by 15 

depreciation and taxes as well), and therefore $0.036 less impact on the monthly 16 

SGS rate (.6 x .06).  So, as I explain below, if a two percent rate of inflation is 17 

substituted for the 6.47 percent used in the Application and the Staff Report work 18 

papers (or even more so for the 7.2 percent used in the Settlement), it could lower 19 

                                                 
25 See OCC Set 6, RPD 20, Attach. A, page 2 (Attachment DEO-4). 

26 Each year, the inflation of the previous year is carried forward in the new cost per mile, so that in five 
years one could expect to see a 1 percent increase per year cause increases in the cost of each subsequent 
year in the amount of 1, 2, 3, 4, and 5 percent (before compounding, which adds a little), or an average of 
about 3 percent, which times $200 million is $6 million. 
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the SGS rate by approximately $0.16 on average (4.47 x .036), a figure that could 1 

vary with other assumptions. 2 

 3 

In short, the combination of fewer non-priority miles replaced, extra O&M 4 

savings, lower ROI, and lower inflation is likely to completely offset the need for 5 

the increase of up to an additional $0.25 per year in the monthly SGS rate cap 6 

proposed in the Settlement. 7 

 8 

Q21. WHAT EVIDENCE DO YOU HAVE THAT THE RATE OF INFLATION IN 9 

THE COST PER MILE WOULD BE CLOSER TO 2.0 PERCENT THAN THE 10 

6.47 PERCENT IMPLIED IN THE APPLICATION OR THE 7.2 PERCENT 11 

IN THE SETTLEMENT? 12 

A21. There are multiple sources of evidence that point to that conclusion.  I will cite 13 

three:  the decline in the demand for pipe construction resources since 2015, the 14 

trend in the Handy-Whitman Gas Construction Cost index for the North Central 15 

Region, and the Federal Reserve’s target for inflation for the next five years.16 
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Q22. WHAT IS THE EVIDENCE FROM YOUR FIRST SOURCE REGARDING 1 

THE DEMAND FOR PIPE CONSTRUCTION RESOURCES? 2 

A22. The pace of oil and gas exploration in the Midwest (and elsewhere) has definitely 3 

declined, as reported in the August 19, 2015 Wall Street Journal27 and 4 

demonstrated in the graphs below28 showing the dramatic reduction in rig count in 5 

the U.S. in the last 18 months, and how this also resulted in a 78 percent reduction 6 

in the rig count in Ohio from the peak in December of 2014 through May of 2016.  7 

While the rig count in Ohio has recovered some since that trough, it is still over 8 

40 percent below its earlier peak.  The chart for the total US also shows the price 9 

of oil (the gray line on the chart), and how the rig count (the red line) directly 10 

reacts, with a lag of a few months, to the price of oil, and that even a rise of the 11 

price of oil to $60 per barrel from $40 per barrel was not a significant stimulus to 12 

return the rig count to its prior peak levels.  It would appear that it would take the 13 

return of near-$100 per barrel oil pricing (which is not a reasonable forecast at 14 

this time) to return the rig count to 2012-2014 levels. 15 

                                                 
27 Wall Street Journal, “Energy Slowdown Hits One Town Hard,” August 19, 2015 about Waynesburg, PA, 
which cites a general slowdown through the area, viz., “The economic pain from lower oil and gas prices is 
spreading to small towns and businesses across Pennsylvania and parts of Ohio and West Virginia that had 
been riding a wave of prosperity from the natural-gas shale boom” http://www.wsj.com/articles/energy- 
slowdown-hits-one-town-hard-1440008970.  (Attachment DEO-9.) 

28 Data are from the Baker Hughes reports http://phx.corporate-ir.net/phoenix.zhtml?c=79687&p=irol-
reportsother and http://www.energyeconomist.com/a6257783p/exploration/rotaryrigweekly.html.  
(Attachment DEO-10.) 
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 1 

 2 

 3 

 4 

Also, a properly managed program should reap the benefits of such a less-5 

contested labor market.  It could even happen that Columbia could replace at a 6 

lower cost per mile than it has recently experienced, and so well within the 7 

existing cap of $10.20 per month.  If that were to happen, it would certainly be a 8 
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better use of the customers’ money to fund the increase in the jobs and economic 1 

activity at more economic rates, as opposed to padding the pockets of those who 2 

might be profiteering from a temporary shortage of resources. 3 

4 

Q23. WHAT IS THE EVIDENCE FROM YOUR SECOND SOURCE REGARDING 5 

THE CONSTRUCTION COST INDEX? 6 

A23. The OCC has obtained data on the recent trend in the cost of gas pipe 7 

construction.  The source of the data is the well-known and highly regarded 8 

Handy-Whitman index, specifically the one for Gas Distribution construction in 9 

the North Central Region, which includes Ohio and neighboring states.  The 10 

chart29 below shows the values for three different material types: 11 

12 

29 Handy-Whitman Index of Public Utility Construction Costs - Bulletin No. 185 (1912 to January 1, 
2017), pages G-3-8 and G-3-9, Gas Distribution, lines 43-45.  (Attachment DEO-11.) 
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Clearly, there was a strong upward trend, especially in steel and cast iron, through 1 

2012.  Yet, after 2012 the trend is downward for steel and likewise for cast iron 2 

after 2014.  I believe this is due in part to the earlier evidence that in 2015 the 3 

demand for pipe construction due to oil and gas exploration and production 4 

dropped precipitously.  Moreover, I see no developments in the near future that 5 

are likely to reverse this trend. 6 

 7 

Q24. HOW IS THIS EVIDENCE CONSISTENT WITH THE EXPERIENCE OF 8 

COLUMBIA IN THE 2013-2016 PERIOD? 9 

A24. It supports Columbia’s finding that the 2013-2016 period showed less inflation 10 

than the 2008-2012 period, and that the year 2015 saw a significant decline in the 11 

rate of inflation in gas construction costs.  But it would appear that Columbia did 12 

not manage costs to be in line with utility gas construction over the period 2008-13 

2016, and it certainly does not support Columbia’s contention that Columbia’s 14 

2013-2016 rate of inflation should be extended into the next five years.  Rather, 15 

we would expect that if Columbia can manage costs comparably to the rest of the 16 

industry in the region, it can expect to see a definite flattening of the rate of 17 

inflation in IRP construction costs. 18 

 19 

Q25. WHAT IS THE EVIDENCE FROM YOUR THIRD SOURCE REGARDING 20 

THE FEDERAL RESERVE BOARD’S TARGET RATE OF INFLATION? 21 

A25. The Federal Open Market Committee of the Federal Reserve Board (“Board”), the 22 

governing body of the Federal Reserve Bank, meets monthly and publishes the 23 
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results of its meetings with a two-month delay.  The minutes of the December, 1 

2016 meeting were particularly watched for their implications for the coming year 2 

and beyond.  In that meeting the Board re-iterated its oft-stated goal of achieving 3 

and maintaining an overall rate of inflation of two percent.  The relevant text from 4 

the December 2016 meeting was: 5 

The Committee expects that, with gradual adjustments in the 6 

stance of monetary policy, economic activity will expand at a 7 

moderate pace, labor market conditions will strengthen somewhat 8 

further, and inflation will rise to two percent over the medium 9 

term.30 10 

 11 

The press release noted that the current rate of inflation was somewhat less than 12 

two percent, but the Board expected a slight rise over the course of 2017 to the 13 

two percent level, from which the Board hoped to mitigate any further rise, 14 

presumably by raising gradually the target interest rates, an intention they have 15 

stated on numerous occasions, and which is discussed in that press release.  16 

Moreover, other sources indicate that the Board is coordinating its monetary 17 

policy with those of other major countries so as to achieve its desired result.  In 18 

light of this knowledge, it seems reasonable to conclude that a forecast of two 19 

percent inflation is more reasonable as a forecast than a mechanical projection of 20 

                                                 
30 Minutes of the Federal Open Market Committee, page 11, December 13-14, 2016 
https://www.federalreserve.gov/monetarypolicy/files/fomcminutes20161214.pdf.	
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Columbia’s recent trend.  Moreover, it would be advisable for Columbia to use 1 

information such as this in its negotiations with vendors whose contracts are due 2 

to expire on December 31, 2020. 3 

 4 

Q26. DO YOU RECOMMEND THAT THE PUCO ADOPT THE SETTLEMENT 5 

FILED IN THIS CASE ON AUGUST 18, 2017? 6 

A26. I do not believe that the PUCO should approve the Settlement because, as a 7 

package, it does not meet the PUCO’s specific criteria to approve a Settlement.  8 

The Settlement it is not in the public interest in multiple ways as follows:  9 

insufficient guaranteed O&M savings, too many non-priority miles, and an 10 

unwarranted increase in the rate caps for SGS customers.  Finally, it violates 11 

accepted regulatory practice in that it does not require the Utility to make a 12 

significant commitment to cost-effective reduction of leaks to achieve program 13 

benefits. 14 

 15 

V. CONCLUSION 16 

 17 

Q27. DOES THIS CONCLUDE YOUR TESTIMONY?  18 

A27. Yes, however, I reserve the right to incorporate new information that may 19 

subsequently become available.  I also reserve the right to supplement my 20 

testimony in the event that the Utility, Staff, or other parties submit new or 21 

corrected information related to this proceeding. 22 
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