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INTRODUCTION

Q.
Please state your name, business address and occupation.

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

Q.
What are your duties in your present position?

A.
I have responsibility for engineering and technical support for VEDO utility operations.  My specific responsibilities include System Design and Planning, Corrosion Control, Project Engineering, Compliance, Standards, Asset Management, Pipeline Integrity Management, and Capital Planning and Management.  Additionally, I am responsible for identifying and implementing many of VEDO’s asset management programs.

Q.
Please describe your work experience.

A.
I have been employed by VEDO since April 8, 2004 as the Director of Technical Services.  My title has subsequently been changed to Director of Engineering & Asset Management.  Prior to my current position, I have been employed with VEDO since the purchase of the gas assets of the Dayton Power & Light Company by Vectren Corporation in 2000.  Immediately prior to my current position, I was the Regional Manager of the Troy Operating Region with responsibility for field operations.  I also held other positions at VEDO including Planning Manager and Measurement Supervisor.  Prior to my employment with VEDO, in 1991, I became an employee of Dayton Power & Light serving as a Project Engineer, System Planner and Measurement Supervisor.

Q.
What is your educational background?

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

Q.
Are you involved in any gas industry association activities?

A.
Yes.  I am active in the American Gas Association’s (“AGA”) Operating Section.  I am currently a member of the AGA’s Distribution and Transmission Engineering Committee.  

Q.
Have you previously testified before this Commission?

A.
Yes.  I testified in VEDO’s most recent general rate case, Case No. 07-1080-GA-AIR (“Rate Case”), in support of the need for recovery of certain costs under the Distribution Replacement Rider (“DRR”) proposed in that proceeding.  I also testified in VEDO’s 2010 DRR proceeding, Case No. 10-0595-GA-RDR and 2011 DRR proceeding, Case No. 11-2776-GA-RDR.

Q.
What is the purpose of your testimony in this proceeding?

A.
First, I will provide details on the progress of VEDO’s accelerated bare steel and cast iron replacement program (“Replacement Program”).  I will discuss the status of pipe replacement, the costs incurred and the benefits identified in 2011.  I will discuss certain other issues, such as meter relocations and plastic pipe retirements, and how these are addressed within the Replacement Program.  I will discuss the processes used to assess and award the construction work associated with the Replacement Program, and will provide the 2012 replacement plan.  

The second portion of my testimony will discuss VEDO’s riser replacement program (“Riser Program”).  I will detail the status of replacements and costs associated with the Riser Program in 2011.  I will also discuss how the Riser Program work was awarded in 2011.

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

The final portion of my testimony will discuss identified savings resulting from the Replacement Program as well as the additional costs incurred by VEDO due to its assumption of service line responsibility in 2009.

Q.
What Exhibits are you sponsoring in this proceeding?

A.
I am sponsoring the following exhibits:

· Exhibit No. JMF-1- 2011 VEDO BS/CI Replacement Program Progress

· Exhibit No. JMF-2- Plastic Main Retirement Causes
· Exhibit No. JMF-3- VEDO BS/CI 2012 Replacement Plan

· Exhibit No. JMF-4- VEDO Riser Replacement Program 2011 Costs 

· Exhibit No. JMF-5- VEDO 2011 BS/CI Maintenance Expense

· Exhibit No. JMF-6-VEDO Incremental Service Line Responsibility Capital Costs

Q.
How is your testimony organized?

A.
My testimony is organized in four sections:


I.
Bare Steel and Cast Iron Replacement Program


II.
Riser Replacement Program


III.
Service Line Responsibility


IV.
O&M Savings and Incremental Costs

I.
Bare Steel and Cast Iron Replacement Program 

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

A.
As of the end of 2010, VEDO had a total of 492 miles of bare steel and 161 miles of cast iron main remaining in its system.  In the Rate Case, VEDO proposed to replace its remaining bare steel and cast iron infrastructure over a twenty year period at a rate of approximately 35 miles per year.  The Replacement Program, as approved by the Commission in the Rate Case, includes the replacement of both mains and service lines.  Existing bare steel and cast iron mains and service lines are being retired as part of the Replacement Program.

Q.
How much bare steel and cast iron infrastructure did VEDO retire in 2011 as part of the Replacement Program?

A.
In 2011, VEDO retired 29.4 miles of bare steel and 5.3 miles of cast iron mains under the Replacement Program.  Additionally, VEDO retired 3,633 bare steel service lines, with 3,318 of those being replaced.

Q.
How much did VEDO invest in the Replacement Program in 2011?

A.
As identified by VEDO witness Janice M. Barrett, VEDO’s Replacement Program investment for projects placed in service in 2011 was $17,436,948.  Exhibit No. JMF-1 provides a detailed list of the projects placed in service under the Replacement Program in 2011, the costs of each project as of December 31, 2011, and the amount of pipe (main footage and number of service lines) retired and replaced.  For some projects placed in service in 2011, additional trailing charges (such as restoration costs) will be incurred in 2012.  These costs will be included in a future DRR filing.

Q.
Did VEDO retire any plastic main as part of the Replacement Program in 2011?

A.
Yes.  VEDO retired a total of 7,402 feet of plastic main within the replacement projects completed in 2011.  There were a number of reasons why plastic main segments were retired, which were discussed in my testimony in the Rate Case.  Some short segments of plastic main existed within the bare steel or cast iron systems.  It would have been more costly to try and salvage that main rather than replace it.  Also, there existed sections of plastic main at the ends of some distribution systems being retired wherein those segments no longer served any customers; therefore, there was no reason to continue to maintain those segments at this time.   Exhibit No. JMF-2 “Plastic Main Retirement Causes” provides a brief description of the cause of the plastic retirement for each applicable project.
Q.
Did the Rate Case Stipulation contemplate the inclusion of plastic pipe replacement costs for recovery through the DRR? 
A.
Yes.  The Rate Case Stipulation, Paragraph 10(a) requires that the annual Replacement Program construction plans are to be provided to the Rate Case parties on February 1 of each year and shall include, among other things, the “…investment in infrastructure replacement under the program (including service line replacement costs and the other cost components included in the Company’s application)….”  The Rate Case Application, Alt. Reg. Exhibit A, Page 4, discusses in detail the replacement of plastic pipe as a part of the Replacement Program.  Additionally, the Rate Case Stipulation, Paragraph 10(c), requires that the annual application to establish the DRR rate “…will include the information described in Paragraph 10(a) above for the costs incurred during the previous calendar year,” which, as already indicated, includes the cost components, including plastic pipe replacement, which were included in the Rate Case Application.

Q.
Is there any other evidence that the replacement of plastic pipe was contemplated to be a part of the Replacement Program as proposed in the Rate Case Application?

A. 
Yes.  The Direct Testimony of Scott E. Albertson in the Rate Case, Page 4, in discussing the content of Rate Case Application, Alt. Reg. Exhibit A and the cost components thereof, reiterates that the replacement of plastic pipe was a part of the Replacement Program from its inception.       
Q.
Did VEDO move any meters outside as part of the Replacement Program?

A.
Yes.  VEDO moved 2,552 meters outside in 2011.  Because the newly installed mains operate at a higher pressure (requiring the installation of a service regulator), the cost associated with moving the meters outside was less than if the meter remained inside and the necessary service regulator was installed outside.  In addition to better utilization of VEDO’s capital, moving the meters outside should improve operational efficiency associated with future meter order work and will eliminate the need for inside atmospheric corrosion inspections.  VEDO has employed this meter move-out approach since the Replacement Program was first implemented.

Q.
Does VEDO believe that the Replacement Program is achieving or will achieve the expected benefits?

A.
Yes.  VEDO expects to experience improved service reliability and safety through the reduction of leakage and the replacement of the mains and service lines that contribute most to system leaks.  Proactive replacement of this pipe, moving meters outside, and retiring the older assets will drive workforce efficiencies.  The Company was able, in 2011, to achieve improved capital utilization by retiring more existing main infrastructure than it was necessary to replace.  Customers and property owners will experience a reduction in the number and frequency of disturbances and inconveniences (such as leak repair, service interruptions, etc.) as the older sections of main are retired.  VEDO has historically repaired approximately 1 leak per mile per year on the mains retired.  Additionally, as quantified below, there are active leaks and meter orders that will be eliminated as a result of replacing the infrastructure.  The elimination of active leaks will result in a relatively lower level of lost and unaccounted for gas, although it is impractical to quantify a specific reduction.  Finally, VEDO expects long term benefits in terms of reduced impacts on the communities where public infrastructure improvements may occur after these projects are completed.

Q.
What operational benefits did VEDO achieve as a result of the Replacement Program in 2011?

A.
There are a number of operational benefits that VEDO has achieved to date as a result of the Replacement Program.  

· The replacement of these assets has reduced the number of active leaks in VEDO’s system, is expected to reduce the occurrence of future leaks and leak repair work, and will reduce interruptions, inconveniences and disturbances to customers.  Specifically, the replacement projects from 2011 have allowed VEDO to eliminate 110 active leaks, of which 44 would have required a more immediate and less efficient repair.  

· Over the past 7 years, the Company has experienced an average of 156 asset condition related meter orders on the types of assets that were replaced in 2011.  VEDO will experience a reduction in the  number of these meter orders (Outside Gas Leak, Gas Emergency, Water in Line, and No Gas orders) through the retirement of bare steel and cast iron infrastructure.  

· VEDO moved 2,552 inside meters outside.  This will eliminate the requirement for a separate atmospheric corrosion check.  

· Certain system components that had been used to address issues associated with assets in poor condition have been eliminated, such as the 42 drips used to remove water from low pressure mains.  

Ultimately, these types of improvements provide reliability and safety benefits to VEDO’s customers or property owners that live in the vicinity of the replacement projects.

Q.
Did VEDO derive cost savings from the 2011 replacement projects?

A.
Yes.  VEDO has detailed the reduction of specific work items, assets and the estimated reduction of historically experienced work quantities, all of which allowed VEDO to achieve maintenance cost savings attributable to the Replacement Program (and specific to the assets that were retired) in 2011.  Quantification of the savings achieved in 2011 compared to the baseline amount of $1,192,953 established in the Rate Case will be discussed later in my testimony.

Q.
Were the construction projects within the 2011 Replacement Program competitively bid?

A.
Yes.  

Q.
How were the bid packages organized, bid and awarded?

A.
Based on the geographical location of the projects, VEDO divided the planned 2011 projects into ten (10) bid packages.  Separate bid packages were prepared for the bare steel and cast iron replacement projects and the riser replacement work.  All existing contractors could bid on any of the 10 packages but were not required to bid on all packages.  If a contractor had not performed a gas distribution replacement project for Vectren with the last 3 years, they were deemed a new contractor and were limited to bid on the two (2) designated entry level packages.   Each bid package was independently evaluated.

Twelve (12) different construction contractors were invited to provide bids for the work.  A pre-bid meeting was held with all of the contractors to provide direction and to answer questions with regard to the work to be performed and the bids to be submitted.  Each contractor was provided with copies of prints for all of the projects and given time to visit the project sites prior to submitting bids.

           Bids were submitted based on unit pricing; that is, a fixed price for a given unit of work to be performed.  VEDO used the unit prices and the estimated work units for each project to create comparative cost estimates.  These comparative estimates were then summarized for each bid package.  Each package was evaluated based on overall cost, and the contractor’s capacity. If a contractor submitted bids on several projects, the contractor’s capacity was evaluated to ensure the potential award did not exceed their capacity.
Q.
What is VEDO’s replacement plan for 2012?

A.
VEDO’s planned replacement projects for 2012 are identified in Exhibit No. JMF-3.  VEDO plans, in 2012, to spend approximately $18.6 Million under the Replacement Program, replacing approximately 33 miles of bare steel and cast iron main along with the bare steel service lines served from those mains.  As was the case in 2011, VEDO reserves the right to modify the plan as necessary to accommodate additional or different, higher priority projects as circumstances may change throughout the year.

II.
Riser Program

Q.
Please describe the Riser Program.

A.
As ordered by the PUCO, in 2007 VEDO began conducting an inventory of customer owned service risers in its service territory.  VEDO completed its inventory of risers in 2008.  VEDO began replacing the risers identified as “prone-to-fail” in 2009 and further refined the list of risers to be replaced.  As of the end of 2010, VEDO had 14,709 remaining prone-to-fail risers to replace.  
Q.
How many risers did VEDO replace in 2011?
A.
VEDO replaced the remaining 14,709 prone-to-fail risers in 2011.  The cost to replace these risers was $5,471,106 or approximately $372 per riser.  Exhibit No. JMF-4 provides a breakdown of the costs incurred under the Riser Program.  VEDO has now replaced all identified prone-to-fail risers.

Q. 
What is the total Riser Program cost after completion at the end of 2011?

A.
The total Riser Program cost as of the end of 2011 was $17,262,601, which consists of the 2009 Riser Program cost of $5,451,132, the 2010 Riser Program cost of $6,340,363 and the 2011 Riser Program cost of $5,471,106.  This total estimated cost is less than the $33 million projected spend identified during the Rate Case due to a reduction of the number of risers to be replaced and the Company’s use of alternative replacement methods, as described below. 
Q. 
What methods did VEDO use to replace risers in 2011?

A.
Where possible, VEDO used the Perfection Servi-Sert service head adaptor to replace the service riser head.  Where the Servi-Sert was not able to be used, the entire riser was replaced.

Q. 
Why was the average per unit cost of a riser replacement in 2011 $372 compared to $337 in 2010?

A.
Many of the more challenging riser replacements were completed in 2011, which included the need to hand dig and squeeze off services as a result of inaccessible curb stops.  Additionally, there were fewer Servi-Serts installed in 2011 than in 2010 based on varying manufactures as a result of the existing service risers.  This required more risers to be replaced using a full riser replacement.  Additionally, VEDO incurred an increase in material costs resulting from the replacement of 86% more 1 ¼” risers (which are more costly than a 1” riser) than in 2010.

Q.
Was the riser replacement work in 2011 competitively bid?

A.
Yes.

Q.
How were the bid packages organized, bid and awarded?

A.
The Riser Program bid packages were organized geographically into two (2) packages.  

Twelve (12) different construction contractors were invited to provide bids for the riser work, of which six (6) provided bids.  A pre-bid meeting was held with all of the contractors to answer questions with regard to the work to be performed and the bid packages to be submitted.  Each contractor was provided with a count of risers to be replaced by package.  

Bids were submitted based on unit pricing for full replacements, service riser head replacements and any associated activities.  VEDO used the unit prices to create comparative cost estimates for each package.  Each package was evaluated independently, much like the Replacement Program, and awarded accordingly.

The two (2) bid packages were awarded to the lowest two bidders based on the comparative cost estimate. The same two (2) contractors performed the Riser Program work in both 2010 and 2011. 

Q.
Was some of the riser replacement work completed by VEDO crews?

A.
Yes.  In addition to the contracted crews, VEDO used internal crews to complete a number of replacements. 

Q.
Is VEDO’s Riser Replacement Program complete?

A.
Yes.

III.
Service Line Responsibility

Q.
Are you able to assess how VEDO’s transition to service line responsibility has progressed?

A.
VEDO continues to view the transfer of service line responsibility to the Company as a positive for both the Company and its customers.  In general, VEDO’s assumption of service line responsibility has been a benefit to its customers.  Customers no longer are required to schedule the services of a plumber to repair or replace their service line, minimizing inconvenience and out of pocket costs for customers.  VEDO’s response times to leak calls and its repair activities reduce the amount of time customers are out of service.  The Company’s ability to adjust to an ever changing schedule to meet the needs of customers has also been a benefit.  Also, confusion over customer responsibility for the service line has been essentially eliminated because there is now a clear delineation of responsibility between the customer and VEDO.  Because VEDO (and its customers) have a significant number of aged service line assets, the annual amount of service line replacements is significant.  VEDO has responded to numerous leak calls, many on bare steel service lines that have required replacement.  VEDO does expect that as the Replacement Program matures and as individual service lines are replaced, over time this leak call activity will be reduced, as was identified in the Replacement Program benefits.

Q.
Has VEDO experienced any incremental costs as a result of assuming service line responsibility?

A.
Yes.  VEDO has had to repair a number of gas leaks on the portion of the buried service line and the above ground meter setting that was previously maintained by the customer.  As a result of this change, VEDO has seen both an increase in capital replacements and operations and maintenance expenses to repair these leaks.  Incremental capital replacement costs related to service line responsibility are included in Witness Barrett’s DRR revenue requirement.  The incremental O&M expenses will be discussed later in my testimony.

IV.
Maintenance Savings and Incremental Costs

Q.
Did VEDO achieve maintenance savings in 2011 compared to the baseline amount of $1,192,953?

A.
Yes.  VEDO calculated its maintenance expenses incurred in 2011 by the same method it used to calculate the baseline maintenance expense amount of $1,192,953.  The actual comparable maintenance expenses in 2011 were $870,301, resulting in a savings against the baseline of $322,652.  This amount is broken into expense reductions attributable to mains of $350,190 and expense increases from service lines replaced, and now owned by VEDO, of $27,538 for a net savings of $322,652.  Additionally, VEDO experienced an increase in maintenance expenses of $86,335 for those service lines that are not bare steel.  Exhibit No. JMF-5 provides the actual 2011 maintenance expenses and a comparison against the baseline expense amount.  Additionally, this exhibit provides a breakdown of the maintenance expenses between mains and services.
Q.
Are the maintenance savings fully attributable to the Replacement Program?

A.
No.  While certainly the elimination of the bare steel and cast iron infrastructure would have driven some of the cost reductions, the change in service line responsibilities also led to some of the savings.  The reason for this is that VEDO completed a significant number of service line replacements that would have formerly been at the customer’s expense.  The resources that previously had been conducting more leak repairs instead completed service line replacements, which are capital expenditures.  As such, the maintenance expenses identified in 2011 are not necessarily indicative of the ongoing level of O&M.  Rather, they are indicative of the work VEDO actually performed in a single year (2011).  As such, the actual maintenance savings as compared to the baseline will change year over year. 

Q.
Has VEDO experienced any incremental capital investment, beyond the Replacement Program, as a result of assuming service line responsibility?

A.
Yes.  VEDO has replaced a number of service lines in order to eliminate gas leaks on the portion of the buried service line and the above ground meter setting that was previously maintained by the customer.  As a result of this change, VEDO has seen an increase in capital costs.    In 2011, VEDO spent, on average, $4,812 per service line replaced.  The incremental cost of the curb-to-meter portion of the service line is approximately $1,113 per service line replaced over that experienced during the baseline period of 2007.  The incremental investment includes the cost for the incremental length of curb to meter service line and meter setting that was formerly installed and maintained by the customer.  In 2011, VEDO replaced 1,354 service lines that were not associated with the formal Replacement Program.  This equated to an incremental capital investment of $1,507,002 for service line replacements as a result of the assumption of this responsibility for service lines.  Exhibit No. JMF-6 provides the calculation of the incremental investment.  

Q.
Does this conclude your testimony?

A.
Yes.
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