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Direct Testimony of

Jeffrey A. Murphy

WITNESS IDENTIFICATION AND BACKGROUND

Please state your name, occupation and business address,

My name is Jeffrey A. Murphy. [ am employed by The East Ohio Gas Company d/b/a
Dominion East Ohio (“DEO” or “Company”) as its Director, Pricing and Regulatory

Affairs. My business address is 1201 East 55th Street, Cleveland, Ohio 44103-1028,

Please summarize your education and work experience.

I graduated from The University of Akron in 1980 with a Bachelor of Arts in Economics
and in 1981 with a Maéter of Arts in Economics with a concentration in Quantitative
Methods. In 1988, I graduated from Baldwin Wallace College with an Executive Masters
of Business Administration with a focus on Systems Management. I joined the Babcock
& Wilcox Company in 1981 and held various positions involving econometric
forecasting, cost analysis and pricing. In 1986, I joined The East Ohio Gas Company
(now DEQ) and have since held a variety of positions in the planning, rates, financial
analysis, gas supply and transportation services areas. I have also served as a part-time

faculty member of The University of Akron in the Department of Economics.

Please summarize your responsibilities as Director, Pricing and Regulatory Affairs.

My present duties include oversight of DEO’s regulatory affairs and transportation
services. In overseeing the Company’s regulatory affairs, [ am responsible for all of
DEQ’s regulatory filings before the Public Utilittes Commission of Ohio (“PUCO” or
“Commission”) and the Federal Energy Regulatory Commission (“FERC”). I also act as

the Company’s principle liaison with those bodies and with other tegulatory process
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stakeholders. In order to effectively represent DEO in that role, | interact with all levels
of management across a variety of functional areas so as to understand the primary
commercial, operational and administrative issues facing the Company. In overseeing
the transportation services pottion of the Company’s business, I am responsible for the,
administration of the Energy Choice and traditional transportation programs and for

related services such as gas pooling and unbundled storage.

Have you previously tfestified before the Commission?

Yes, in the over fifieen years that [ have been involved in the Company’s rate and
regulatory affairs area, [ have testified in numerous Commission proceedings, including,
most recently, Phase 1 of DEO’s plan to exit the traditibnal GCR merchant function, Case
No. 05-474-GA-ATA, and DEQ’s most recent GCR proceeding, Case No. 05-219-GA-
GCR. 1 élso testified in the Company’s last two rate cases, Case No. 90-395-GA-AIR on
behalf of the River Gas Company and Case No. 93-2006-GA-AIR on behalf of the East
Ohio Gas Company, where the Company’s current base rates were established. In
addition to providing formal testimony in those and other proceedings, I also supervised
the filing of numerous adjustments to those rates in response to changes ranging from the
Senale Bill 287 revision to utility property assessments to the implementation of gross—

receipts-tax and uncollectibles-expense adjustment mechanisms.

What is the purpose of your testimony?

My testimony provides a description of the Company and its operations and the factors
related to the request for an increase in rates. 1 also provide a summary of the major
issues and proposals addressed in DEQ’s Application, including the Company’s request

to implement an alternative rate plan. I am also sponsoring the following schedules:
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C-3.24
C-3.27
C-3.28
C-3.29
C-3.30
C-3.31

E-3.1
E-5
F-1
F-1A

Overall financial summary

Calculation of mirrored CWIP revenue sur-credit rider
Jurisdictional rate base summary

Construction work in progress

CWIP - % complete (time)

CWIP - % complete (dollars)

Allowance for wﬁrldng capital

Jurisdictional pro forma income statement

Workforce reduction curtailment loss

Unrecovered weatherization costs

Over-recovered Order 636 transition costs

Commodity exchange/firm receipt point option revenue shating

mechanism

Forfeited discounts

DSM program funding

Over-accrued depreciation

Storage revenues adjustment

Other post-employment benefits adjustment
Storage migration loss adjustment
Scored copy of proposed tariff schedules
Scored copy of current tariff schedules
Narrative rationales for tariff changes
Customer charge/minimum bill rationale

Typical bill comparison

Projected income statement (total company; current rates)

Projected income statement (total company; proposed rates)
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F-2
F-2A
F-2.1

F-2.1A

F-3A
F-4

- F4A

G-1A
G2

G-2A

G-2.1
G-3
G-3A
G-4

G-4A

S-1
5-2.1
8-2.2
S-2.3
S-3

Projected jurisdictional rate base summary (current)

Projected jurisdictional rate base summary (proposed)

Projected plant in service by major property grouping (current)
Projected plant in service by major property grouping (proposed)
Projected capital structure (total company; current)

Projected capital structure (total company; proposed)

Projected statement of changes in financial position (total company;
current)

Projected statement of changes in financial position (total company;
proposed)

Projected income statement (total company; alt. rate plan approved)
Projected income statement (total company; alt. rate plan not approved)

Projected jurisdictional rate base summary (total company; alt. rate plan
approved)

Projected jurisdictional rate base summary (total company; alt. rate plan
not approved)

Projected plant in service by major property grouping (both scenarios)
Projected capital structure (total company; alt. rate plan approved)
Projected capital structure (total company; alt. rate plan not approved)

Projected statement of changes in financial position (total company; alt.
rate plan approved)

Projected statement of changes in financial position (total company; alt.
rate plan not approved)

Most recent five-year capital expenditures budget (2008-12)

Most recent forecasted-income statement (2008-1 2)

Most recent forecast of balance sheet items (2008-12)

Most recent forecasted elements of change in financial position (2008-12)

Proposed notice for newspaper publication



h

-~ TS I =)

10
1
. 12
13
14
15
16
17
18
19
20
21

22

A6.

Q7.

AT,

Q8.
A8.

A9.

S-4.1,4.2 Executive summary of management practices, procedure and organization

Were each of these schedules prepared by you or under your direction and
supervision? ‘

Yes.

COMPANY BACKGROUND

As Director of Pricing and Regulatory Affairs, are you generally familiar with the
business, facilities and operations of the Company?

Yes.

Are you also generally familiar with the books and records of the Company?

Yes.

Please summarize the history of the Company.

The predecessors of what is now known as DEO began providing natural gas to
customers in northeastern Ohio over one hundred years ago. In the 1940s, Consolidated

Natural Gas (“CNG™) became the parent company of DEQO following DEO’s divestiture

 from the Standard Oil Company. In mid-1994, DEO merged with its then sister company

based in Marietta, Ohio, the River Gas Company, pursuant to an application approved by
the Commission in Case No. 94-971-GA-UNC. Several years later in 1996, DEQO merged
with the West Ohio Gas Company, its remaining Ohio sister company based in Lima,
after Commission approval of the companies’ merger application in Case No. 96-991-
GA-UNC. In 2000, Dominion Resources, Inc. {(“DRI™) purchased CNG. On June 30,
2007, CNG merged into DRI, making DEO a first-tier subsidiary of DRI. DEO is still
based in Cleveland, is the largest gas distribution subsidiary of DRI, and is one of Ohio’s

largest natural gas distribution companies. DEO serves more than 1.2 million residential,
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commercial, and industrial customers in approximately 400 eastern and western Ohio
communities. It operates more than 19,000 miles of natural gas transmission, distribution

and gathering lines in a service area covering more than 4,700 square miles.

What is the relationship between DEQ and Dominion Resources Services, Inc.?
Dominion Resources Services, Inc. (“Service Company”) is an affiliate of DEQ that
provides shared services to all DRI subsidiaries and business units. The Service
Company’s primary focus is on providing cost-effective business services in ways that
are consistent with the operating goals and business plans of the operating companies it
serves. Functions within the Services Company include Corporate Secretary; External
Affairs; Shared Services (Fleet, Facilities Management and Supply Chain Management);
Information Technology and Telecommunications; Human Resources; Legal; Six Sigma;
and Treasury and Financial. Those areas, and others such as Credit Services housed in
the DRI Delivery organization, provide critical support and combine efficiencies of scale
and organization with an understanding of business unit needs to provide administrative
services at a lower cost than were each company to intemnally staff or externally acquire

the labor and other resources needed to perform those duties.

DEO and the Service Company are parties to a service agreement (“Service Company
Agreement™) that specifies that services and associated cost allocations involved in their
business relationship. The Service Company Agreement is included in the Company’s S-
4.1 submission and indicates that the Service Company will provide Accounting;
Auditing; Information Technology, Electronic Transmission and Computer Services;
Software Pooling; Employec Benefits/Pension Investment; Human Resources; Risk

Management; Medical; Supply Chain; Tax; Corporate Secretary; Investor Relations;
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Environmental Compliance; Customer Services; Treasury/Finance and External Affairs
services, among others. Cost are assigned to the business units electing to receive

services based on allocation factors such as the number of employees on the previous

" December 31, number of payments processed during the preceding year ended December

31, number of employee and annuitant accounts as of the preceding December 31 and
total capitalization recorded at the preceding December 31, among others. Those factors
are applied to the appropriate costs in order to properly recognize each business unit’s

proportionate utilization of Service Company resources.

OVERVIEW OF THE APPLICATION

Why has the Company proposed a rate increase?

The proposed rates are designed to produce the additional revenues needed to meet the
revenue requirements of the Company. Since DEQO’s last rate case, Case No. 93-2006-
GA-AIR, the Company has experienced increased operating expenses and has
substantially increased its investment in jurisdictional rate base. The proposed rates are
intended to yield reveﬁues sufficient to recover test year operating expenses and to
produce a just and reasonable return on rate base. In particular, the Company seeks an
increase in rates to earn a return of and on capital expenditures and recover the increase
in operating expenses required to allow the Company to maintain a high level of service

to its customers.

Please summarize the Company’s Application.

As shown on Schedule A-1, DEQ has requested a base rate revenue increase of
approximately $75 million in order to achieve a return on its rate base closer to that

which the Company believes is just and reasonable. The requested base rate increase is
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DEQ’s first since 1994 and would increase the average residential bill by approximately
4%, or less than $4.50 per month, based on usage of just over 8 mcf/month. DEQ is also

requesting Commission approval of other changes such as:

The installation of automated meter reading (AMR) equipment for all of its
customers over a five-year period, which will provide actual meter readings each
month, along with a means to recover the depreciation, incremental property taxes
and post in-service carrying costs associated with the deployment.

A potential increase of $5.5 milljon per year spending on customer conservation
programs. The Company would initially increase dollars spent on conservation
programs from the current leve] of $3.5 million per year to $6 million per year. If
the program exceeds approved targets, the Company would then expand it by an
additional $1 million in each of the next three years.

A Sales Reconciliation Rider (“SRR™) that would recover the difference between
actual base rate revenues and approved test year revenues adjusted to reflect
changes in the number of customers for the affected rate schedules.

A change in the application of the gross receipts tax (“GRT") rider, which is
cutrently applied only to gas cost charges billed under the GSS and LVGSS rate
schedules. The proposed GRT Rider will apply to all of the charges billed by
DEO on all rate schedules, excluding charges billed on behalf of Energy Choice
suppliers that may be subject to applicable sales tax rates and charges billed to
customers that are statutorily exempted from the payment of gross receipts taxes.

Implementation of uniform rates for the combined East Ohio and West Ohio
systems, reflecting the 1996 merger of the two companies that to this point have
contimzed to have different base rates for the same type of service.

DEQ’s overall revenue requirement also reflects an adjustment of test year operating
expenses to address the cash working capifal immpact of a pension expense credit that,

under law, cannot be used as a source of funds for operations in any way.

What other witnesses will be sponsoring testimony on behalf of DEO?
Vicki Friscic, Manager, Regulatory and Pricing of DEO, is sponsoring testimony

predominantly concerning the operating-income, C schedules, as well as other matters.
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Sylvia Green, Manager of Fixed Asset Accounting for the Service Company, is
sponsoring testimony concerning the value of DEQ’s plant in service as well as

depreciation-related matters.

Robert Taylor, Managing Director - Corporate Taxation for DRI, is sponsoring testiinony

concerning tax-related rate base items and operating income issues.

Larry Rice, Senior Transportation Analyst within DEQ’s Transportation Services
Department, is sponsoring testimony concerning DEO’s annual operating revenue at

current and proposed rates.

~ Cliff Andrews, Business Development Manager for DEO, is sponsoring testimony

concerning DEO’s class cost of service study.

Ronald Edelstein, of the Gas Technology Institute, is sponsoring testimeny concerning

proposed operations and maintenance expenses to fund research and development

programs.

Daniel Ives, a Managing Director of Lukens Energy Group, a unit of Black & Veatch
Corporation, is sponsoring testimony concerning the Company’s proposed treatment of

pension-related expenses and assets,

Michael Vilbert, a principal with the Brattle Group, is sponsoring testimony concerning

the Company’s cost of capital and requested rate of return.
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Has the Company obtained any waivers in connection with the Standard Filing
Requirements?

Yes. Inits August 15, 2007 Entry in this case, the Commission granted DEQ’s request

for waiver from the following requirements:

(1)  The provisions of Chapter II (C)(32) requiring monthly managerial reports
providing results of operations and comparison of actual to forecast for the test year and_

the twelve months immediately preceding the test year;

(2)  The provisions of Chapter IT (C}37) and (C)(44) requiring the filing of federal

and state income tax returns;

(3)  The provisions of Section C (D)5) which require DEQ to report actual rate case

expense incurred in DEO’s most recent rate case;

4 The provisions of Section C (F)(3) requiring test year and future periods in
Schedules C-12.1 through 12.4 to be reporied by residential, commercial and industrial

classes; and

(5) The provisions of Section F (B) requiring a projected net earnings summary by

FERC account.

Has the Company supplied the notices required by the Standard Filing

‘Requirements?

Yes. On July 20, 2007, in accordance with Appendix A, Chapter 1, General Instruction
(A) of the Standard Filing Requirements, DEO notified, in writing, the mayor and
legislative authority of each municipality of its intent to file an Application and of the

proposed rates. On the same date, in accordance with General Instruction (B), DEO filed
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with the Commission its Notice of Intent to File an Application to Increase Rates for Gas
Distribution Service, along with the required exhibits. These notices were provided more

than 30 days before the filing of DEO’s Application

Has the Company also complied with the notice requirements for its alternative rate
plan proposal? :

Yes. On July 20, 2007, in accordance with Section 4901:1-19-05(A)(1), Ohio
Administrative Code, DEO notified in writing the Commission and the mayor and
legislative authority of each municipality included in its application of its intent to file an
application for an alternative rate plan. On July 23, 2007, in accordance with the same
rule, DEO notified in writing the Office of the Ohio Consumers” Counsel, each party to
DEQ’s last general rate case, and each party to Phase 1 of DEQO’s exit-merchant-function
case (Case No. 05-474-GA-ATA) of its intent to file an application for an alternative rate
plan. These notices were provided more than 30 days before the filing of DEQ’s

Application

A SCHEDULES (OVERALL FINANCIAL SUMMARY)
Please describe the information contained on Schedule A-1.

Schedule A-1 displays DEQ’s test year eamings relative to rate base under current rates
and identifies the proposed revenue increase needed to provide an opportunity to generate
eamjngs closer to the rate of return on rate base requested by the Company in its
Application, T“he rate of return shown on Schedule A-1 is 8.59%. As noted in Mr.
Vilbert’s testimony and discussed later in this section of my testimony, a revision to the
embedded cost of long-term debt changed that figure to 8.72%. The overall rate of return

generated by the proposed rates is 8.52%. The fest year used by the Company is calendar
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year 2007 with three months of actual data, and the date certain used to value rate base is
March 31, 2007. The Commission approved this test year in its August 15, 2007 Entry in
this proceeding. The 4.31% rate of return on the Company’s $1,071,881,705 investment

in jurisdictional rate base generated under current rates results in a revenue deficiency of

$74,085,178. The proposed rates would increase operating revenues by $75,007,378.

Will the Company earn above ifs requested rate of return because the requested
revenue increase exceeds the revenue deficiency?

No. As also indicated on Schedule A-1, the proposed rates include changes that will
affect the amount of money credited back to customers through the Transportation
Migration Rider — Part B. The net effect of those changes is to reduce the base revenue

increase retained by the Company to $72,465,751.

Please explain how Transportation Migration Rider — Part B affects the requested
rate increase.

Transportation Migration Rider — Part B reflects the costs associated with operational
balancing and other reconciliation adjustments charged to DEO’s sales and Energy
Choice customers. Certain revenues charged to other customer classes, such as those for
Volume Banking Service and an adjustment for storage migration embedded in storage
service rates, are used to reduce the costs that would otherwise be collected through the
rider. The coinbined effect of DEO’s proposed changes to tﬁe revenues charged to other
classes and credited to sales and Energy Choice customers through the rider is
$2,541,627. Although reflected in rates, those dollars will not be retained by the
Company as base revenues. Instead, the money wi_ll be returned to the sales and Energy

Choice classes to reduce the costs that they would otherwise be obligated to pay. Itis
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that crediting mechanism which led DEQ to show the adjusted revenue increase

mformation on Schedule A-1.

What does Schedule A-1 indicate with regard to the adequacy of DEO’s current
rates and charges for gas service?

Schedule A-1 demonstrates that present rates provide a rate of return of 4.31%. Thus, the
rates presently being charged for gas service are now unjust, unreasonable, and
insufficient to yield reasonable compensation for the cost of providing that service,
including a return on the Company’s property that is used and useful in furnishing gas
service to its customers. The new rates set forth in the proposed tariff schedules would
allow DEO the opportunity to earn a return of 8.52%, which is considerably closer to the
rate of return that is justified based on the parent company cost of capital indicated in
Schedule PCD-1. DEQ witness Michael Vilbert provides testimony regarding DEO’s

cost of capital and requested rate of return,

In his testimony, Mr. Vilbert describes a minor revision to DEQ’s parent company
cost of capital. Does that have an effect on the revenue increase that DEO is
requesting?

No. The revision described by Mr. Vilbert is related to information on Schedule PCD-3
that is not required by the Standard Filing Requirements. As noted in his testimony, the
proposed adjustment to the embedded cost of long-term debt calculated on Schedule
PCD-3 has not been addressed in prior DEO rate cases. As a result, the Company is not
sure how the Commission will ultimately reflect the adjustment in the return on rate base

granted in this proceeding. Nonetheless, the revised PCD schedules provide all of the

information needed by the Commission, Staff and other parties to fully evaluate the
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rate relief.

Attachment JAM-1.1 contains the following revised schedules affected by the change:

Schedule A-1 - Overall Financial Summary

s Schedule B-1 - Jurisdictional Rate Base Summary

e Schedule B-5 - Allowance for Working Capital (including WPB-5.1)

» Schedule C-1 - Jurisdictional Proforma Income Statement

e Schedule C-2 - Adjusted Test Year Operating Income

e Schedule C-4 - Adjusted Jurisdictional Federal Income Taxes

o Schedule C-4.1- Development of Jurisdictional Federal Income Taxes

e Schedule D-1 - Rate of Return Summary

¢ Schedule D-3 - Embedded Cost of Long-Term Debt (updated with coupon rates)

¢ Schedule D-4 - Embedded Cost of Preferred Stock

Section E-3.2 - Cost of Service Study

Those schedules indicate that the revision would increase the Company’s total revenue
requirements by $1,933,933, or 0.17% of total revenue requirements. It should also be
noted that the proposed revenue increase shown on Schedule A-1 generates an 8.52%
return on rate base, which is below the initial rate of return recommended by the
Company and remains below the rate of return indicated by the revised cost of capital
information as well. DEO is not proposing any changes to the rates included in its pre-
filing notice or its Application. As a result, the remainder of my testimony continues to

refer to the data contained in the Company’s initial Application.
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Mr. Vilbert’s testimony also discusses various risks that confront the natural gas
industry, Does DEO face any unique risks?

Yes. In his testimony, Mr. Vilbert describes several important business risks facing the
natural gas distribution industry that affect its overall cost of capital. It is important for

the Commission to also consider the unique risks facing DEO, such as:

. Economic risks related to the state of the economy within DEQ’s service territory,
the ability of major customers to relocate production elsewhere, and the financial
health of those customers, many of which face ongoing structural problems due to
the age of their production facilities and other legacy costs.

. Capital and operating expense risks such as those related to transmission pipeline
integrity management and an upcoming notice of proposed rulemaking from the
Pipeline and Hazardous Materials Safety Administration regarding distribution
pipeline integrity management programs.

» Regulatory risks such as those related to the potential impact from the
Commission’s current riser investigation and its recently enacted Ohio minimum
gas service standards, which entail increased service levels in a variety of areas.

. Weather-relaied risks that will not be mitigated by the proposed sales
reconciliation rider, which is limited to addressing conservation-related impacts
on base revenues.

. Gas supply risks related to DEQ’s ongoing role as the provider of last resort and
the ability of the Commission to place the Company back in its traditional GCR
role if the merchant function exit transition does not go as well as planned.

Please describe the information that is shown on Schedule A-2.

Schedule A-2 provides the calculation of the mirrored CWIP revenue sur-credit rider,

were one to be requested. The schedule is not applicable to DEO because no CWIP

amounts were included in rates in prior cases.
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B SCHEDULES (RATE BASE AND RELATED MATTERS)
Rate Base Overview
Please briefly describe Schedule B-1.
Schedule B-1 is the summary of the rate base, used and useful as of the March 31, 2007

date certain, proposed by the Company in this proceeding and is the summary of other
underlying schedules in Section B. The rate base consists of jurisdictional plant in
service less the reserve for accumulated depreciation; a working capital allowance
reflecting certain average monthly balances funded by investors and the average amount
of capital needed to bridge the gap between the time when expenditures are made to
provide service and the time when funds are received for that service; and other rate base

items that include, among other things, the accumulated deferred income taxes related to

accelerated depreciation.

Please describe the information shown on Schedules B-4, B-4.1 and B-4.2.

Those schedules are intended to provide information regarding any construction projects
in progress that a company is seeking to include in its proposed rate base. The schedules
are not applicable to DEO because the Company is not requesting the inclusion of any

CWIP in rate base.

Working Capital
Please explain Schedule B-5.
Schedule B-5 shows the proposed allowance for working capital calculated at test year
levels. In addition to a cash compoﬁent based on the Company’s lead-lag study, the
proposed allowance includes thirteen-month balances ending March 31, 2007, for

Account 154 for DEQ’s materials and supplies inventory, excluding the portion held for
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additions and new construction, and Account 142.2 for Percentage Income Payment Plan
(“PIPP”) receivables under twelve months old. Offsetting those balances is the thirteen-
month balance for Account 235 for customer deposits, which represents a non-investor

supplied source of funding.

PIPP Receivables Balance
Please discuss the PIPP receivables balance shown on Schedule B-5.

The Account 142.2 balance for PIPP reccivables is $123,385,458. This large average
balance is attributable to the dramatic rise in the cost of natural gas and in the number of
PIPP customers over the last several yearé. The high price of natural gas is driven
primarily by factors related to the naﬁoﬁal market, while the increase in the number of
PIPP customers is genefally driven by local factors such as Cleveland’s status as the
poorest large city in America in two §f the past four years. According to the U.S. Bureau
of the Census, American Community Survey, 20035, for example, 32.4% of the city’s
residents were living below the federal poverty level. Although DEQ last adjusted its
PIPP rider rate effective with bills rendered on or after February 7, 2006, the Company
has not seen a commensurate decrease in the balance of PIPP arrearages that have yet to

age to the point they are eligible for collection through the rider mechanism.

Has DEO considered options to reduce the PIPP receivables balance?

Yes, DEO has identified several options that would over time reduce the balance of
Account 142.2. These options include a further increase in the PIPP rider rate, a
reduction in the aging period before PIPP arrearages are eligible for recovery, providing
alternative or supplemental funding sources, and seeking more fundamental changes to

the PIPP program. As discussed in my testimony concerning Schedule C-3.15, DEO is
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proposing to supplement amounts provided by PIPP rider revenues with funds received
through a proposed revenue sharing mechanism, which is intended to reduce the account
balance and the need for subsequent increases in the PIPP rider rate. DEO considered a
reduction in the 12-month aging period for PIPP arrearages before rider collection, but
did not pursue the option due to the tremendous increase in the PIPP rider rate that would
have to accompany such a change. As to more fundamental changes, DEO is currently
participating in discussions sponsored by the Ohio Department of Development to

explore potentiél changes in the PIPP program.

Lead/Lag Study

How did the Company determine the cash component of its proposed working
capital allowance?

DEQ performed a lead-lag study that quantified the cash working capital required to pay

" its day-to-day operating expenses during the peri-od that the Company provides service

before receiving payment for that service. To be more precise, the “lag” portion of the
lead-lag study quantifies the revenue lag between the time that service is provided to
customers and the time that it collects cash from those customers for the service rendered.
The “lead” portion of the study measures the period of time bctweeﬁ the Company’s
receipt of a good or service and the date at which it pays for that particular good or
service. Not every expense item results in a lead since there may be some in which a pre-

payment occurs, such as insurance.

What information did DEQ use to conduct its lead-lag study?

DEO calculated the lag and lead days using calendar year 2006 data because it provided

the most recent 12-month actual period available when the company began conducting
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the study, which took several months, After the various lag and lead days were
determined, they were applied to the appropriate test year revenue and expense elements

to yield a cash working capital figure that is consistent with test year operating income.

How were the revenue and expense categories in the study selected?

The categories are based on logical classifications of similar types of revenues and
expenses. Those categories and the resulting calculation of lead and lag days are set forth

in the work papers included in Attachment JAM-1.2 to my testimony.

Please discass the calculation of the revenue lag days.

DEQ’s total operating revenues were segregated into two primary revenue groups, which
are handled through two different billing systems. The revenue lag consists of three
different components: the service period lag, the billing lag and the collection lag. The
service period lag is the average period of time a customer takes service before a bill is
rendered. All companies that have twelve billing periods in a year have a standard 15.2-
day service period lag. The billing period lag is the amount of time between when a
meter is read and when the Company mails a bill. The collection lag measures the
number of days on average that it takes customers to pay the Company after the bill is
mailed. The collection lag was measured using the accounts receivable turnover method
utilizing the average daily accounts receivable balances from the Customer Care System
(*CCS™) for smaller, predominantly low-pressure accounts and the Special Billing

System (“SBS*) for larger, predominantly high-pressure accounts.
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How were Percentage of Income Payment Plan (“PIPP”) billings and receivables
treated in the lead-lag study?

All PIPP revenues and balances were deducted from the billing and accounts receivable
data used in the study due to their inc]usioh as a thirteen-month balance in another

component of the working capital allowance.

What was the revenue lag for the customers served under the CCS and SBS billing
systems nsed in this study?

Customer billed through the CCS system had an average revenue lag of 49.4 days, and
customers billed through the SBS systeni took an average of 68.9 days between the time
service was provided and payment to the Company. The combined weighted average

revenue lag for all customers is 52.9 days.

What is the source of the difference in the revenue lag of the two billing systems?

The only difference in revenue lag between the systems is the billing lag. Customers
billed out of SBS have a billing lag of 20.4 days on average, while the customers billed
out of CCS have only 0.9 days on average between the time a meter is read and the time a

bill is mailed.

Please explain why there is such a large difference in the two billing lags.

DEOQ’s transportation and pooling programs, used exclusively by customers billed
through the SBS system, include an imbalance trading feature that requires the Company
to delay billing the companies and end users involved until the imbalance trading period
ends. That imbalance trading period, which provides marketers and end users an
oppottunity to reduce or eliminate imbalances by “trading” volumes with one another,

typically ends on the 17th of each month. However, if a customer’s meter were read on
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the 25th of the prior month, DEQO has to delay billing the customer until it determines the
final imbalance volume afier the trading period closes. That feature is unique and
enables customers to avoid significant charges associated with imbalance volumes, yet it
does impose a cost in that it increases the SBS billing lag beyond what it would be

otherwise.

Which component of the revenue lag contributes most to the average revenue lag of
52.9 days?

The only component of the revenue lag not specifically addressed thus far is the
collection lag, or the period of time between when the Company mails the bills and

actually receives a cash payment. DEQ’s average collection lag is a lengthy 33.3 days.

What factors affect DEO’s collection lag?

DEQ’s substantial collection lag is attributable to the high level of receivables relative to
billings caused by customers not paying their bill in full on a timely basis. One of the
reasons that DEQ has proposed a late payment charge in this case is to improve customer
payment patterns over time. Those patterﬁs, however, are not likely to change overnight,
and DEO still faces a cusfomcr base that is in economically dire straits, as has been well-
publicized in the local and even national media, and by various consumer and low
income groups that frequently participate in Commission procéedings. Recent local

stories in the Cleveland Plain Dealer include the following:

Angust 30. 2006
- “For the second time in three years, Cleveland has been named the poorest big

city in America.” “For those living in the eight counties around Cleveland,
median housechold income dropped by $1,778 over the last five years.”
“Cleveland’s median household income — just above $24,000 — was a little more
than half the national average.”
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Julv 18. 2007

. “Foreclosures in Cuyahoga County are the highest in Ohio and more than half of
those are in the city of Cleveland.” “So many homes are in foreclosure that the
national media regularly refer to Northeast Ohio as the epicenter of the growing
national problem.”

August 29, 2607
] “Cleveland saw median household income rise more than $1,700. Yet, even with

the increase to $26,535, it still ranked lowest among the nation’s biggest cities.”
 “Youngstown also had the lowest median household income - $21,850 — of any
American city with at least 65,000 residents.”
While DEO appreciates the opportunity to serve the greater Cleveland area, it recognizes
that doing so comes with challenges, some of which are reflected in a revenue lag that
resulis in a larger working capital requirement to operate the business.

Please describe how the Company determined the lead days within the various
expense categories used in the study.

In general, DEQ measured the days between the mid-point of the service period, often the
date material was received, to the day that the bill for that good or service was paid by the
Company. The details regarding the data used and the calculations employed are more

fully set forth in Attachment JAM-1.2.

Why was the uncollectibles expense assigned the same number of lead days as the
revenue lag?

Assigning the revenue lag days to the uncollectible expense has the effect of zeroing out
the net cash working capital associated with that cost element. Doing so is consistent
with the overall determination of the revenue lag figure as well as the fact that the

uncollectible expense rider recovers those costs separately from base rates.
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How are payments for taxes reflected in the lead-lag study?

The various tax expense leads were based on the corresponding statutory requirement
regarding their payment. In order to determine the lead days, the mid-point of the

applicable service period was identified and compared to the required payment date.

How were the capital cost components measured?

The interest expense lead on long-term debt was based on the interest payments required
under the Company’s long-term notes. The common equity component of DEO’s cost of
capital was assigned zero days, reflecting the shareholders’ entitlement to these funds as

the service is rendered to customers.

Other Adjustments to Cash Working Capital

How did the Company handle the working capital requiremént associated with the
collection of commodity charges billed to castomers on behalf of Energy Choice
suppliers?

DEO had to handle the Energy Choice related portion of the cash working capital
requirement separately from other elements because those dollars are not included in the
revenues and expenses in the test year income statement. If DEO had no Energy Choice
program in place, the commaodity charges billed to customers presently participating in
the program would be included in GCR-related Menues and expenses. As it stands,
however, those payments are treated under accounting rules as convenience payments,
which are not shown on the income statement. In order to détermine the associated

working capital effect, the Company had to separately consider the time between its’

payment to Energy Choice suppliers and the receipt of that amount from customers.
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Why is there a lag between the period that suppliers are paid and the time
castomers pay for the corresponding supply?

Beginning in Case No. 98-593-GA-COI, the Commission has consistently ruled that
LDCs are required to purchase the receivables of suppliers participating in Choice
programs. In approving DEO’s General Terms and Conditions of Energy Choice Pooling
Service, the Commission approved the payment remittance process set forth in those
terms and conditions, which state:
As described in “Billing Rules for Energy Choice Pooling Customer,” East Ohio
agrees to purchase the accounts receivable generated under this billing agreement.
Accordingly, East Ohio shall remit one hundred percent (100.0%) of the value of
such receivables, less any unpaid Supplier balances, by writing a check or
executing a wire transfer weekly for accounts billed from CCS and monthly for
accounts billed from SBS. Such payments shall be made approximately two
weeks after the accounts have been billed.

What impact does the purchase of those receivables have on DEQO’s cash working
capital requirement?

Even though billings on behalf of Energy Choice suppliers do not appear in test year
operating income, the purchase of supplier receivables imposes a working capital
requirement sumlar to payments for wﬁolesale supplies of natural gas for system supply.
The Company is obligated to pay its wholesale suppliers of natural gas regardless of

whether it ultimately receives payment for that gas from its customers. Purchasing

Energy Choice receivables results in DEQ treating its retail suppliers in the same manner.

The billing and remittance process approved by the Commission requires DEQO to remit
the entire amount billed on behalf of the supplier to the supplier “approximately two
week after the accounts have been billed,” That period is well short of the 52.9 day
revenue lag and thus imposes a substantial working capital requirement on the Company,

which it quantified by accumulating the average daily payment processed on each day
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during calendar year 2006 multiplied by the length of time between payment remittance

to the supplier and payment receipt from the cusiomer.

C SCHEDULES (OPERATING INCOME AND RELATED MATTERS)
Operating Income Overview
Please describe Schedule C-1.

Schedule C-1 is a jurisdictional income staternent that reflects all of the test year
adjustments identified in the C-3 schedules as well as the pro forma test year income
statement based on the proposed rates indicated in Sebtion E. Schedule C-1 summarizes:
(1) the Company’s adjusted revenues and expenses at current rates as shown on Schedule
C-2; (2) the revenue and expense effects of the proposed rates; and (3) the resulting pro
forma income based on those proposed rates. Schedule C-1 essentially summates the
applicable detailed data contained in other schedules in the same section as well as the

applicable schedules in E-4.

Are you testifying about all of the test vear adjustments shown on Schedule C-1?

No. DEO witnesses Vicki Friscic and Deniel Ives will address specific adjustments in

Schedule C-3 and its subsidiary schedules, which are summarized in Schedule C-1.

Please explain the adjustment shown on Schedule C-3.9,

The C-3.9 adjustment is related to a FAS-106 curtailment loss incurred in connection
with a 1995 work force reduction program. The adjustment amount excludes that portion
of the curtailment loss associated with an acceleration of the FAS-106 transition
obligation, which was amortized using the schedule authorized in DEQO’s last rate case,

Case No. 93-2006-GA-AIR.
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What is the natare of the unrecovered weatherization adjustment identified on
Schedule C-3.10?

In DEQ’s last rate case, Case No. 93-2006-GA-AIR, the Commission approved a
Stipulation and Recommendation generally based on the Staff Report of Investigation,
which included an adjustment for recovery of certain deferred weatherization expenses
and associated carrying charges. The adjustment shown in Schedule C-3.10 reflects
weatherization expenses deferred in excess of the amount that was amortized and the

carrving charges associated with that amortization.

Please explain the over-recovered Order 636 transition costs that the company
proposes to allocate to transportation customers in Schedule C-3.11.

In Case No. 94-164-GA-UNC, the Commission approved a Stipulation and
Recommendation that specified the manner in which gas supply restructuring (“GSR”)
costs incurred as a result of FERC’s Order 636 restructuring would be allocated to sales
and transportation customers. The costs allocated to sales customers were trued-up
through the GCR mechanism, Due to GSR refunds received from interstate pipelines
after DEO ceased colleéting the costs from transportation customers, the Company over-
recovered costs from the transportation class. The credit to expense reflected in Schedule
C-3.11 reflects DEQ’s proposal to credit those costs and the associated interest in base

rates over three years.

Please briefly describe the pension credit adjustment reflected in Schedule C-3.26.

This adjustment involves a $47.7 million credit to test year unadjusted operating expense
that is attributable to DEQ’s over-funded pension trust. Ratepayers did not contribute to
the over-funding of that trust because no pension expense was included in rates during

the time that the over-funding occurred. Even though the over-funding results in an
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accounting credit to expense, there is no corresponding cash flow to the Company
because, under the Employee Retirement Income Security Act (“ERISA™), the assets of a
retitement plan are held for the exclusive purpose of providing benefits to plan
participants and are not available for use by the employer. The proposed adjustment
addresses the situation by removing the pension credit from test year expenses and
excluding the approximately $400 million of pension assets on the Company’s books net
of the associated accumulated deferred income taxes. DEO witness Mr. Ives is

sponsoring testimony in support of DEO’s proposed adjustment.

Revenue Sharing Adjustment
Please explain the revenue sharing adjustment shown in Schedule C-3.15.

As indicated in WPC-3.15 included in Attachment JAM-1.3 to my testimony, DEO is
proposing to share commodity exchange and firm receipt point revenues with customers

under the following tiered structure:

$0 - $5,000,000 ~ 85% credited to customers / 15% retained by DEQ
Over $5,000,000 - $10,000,000 80% credited to customers / 20% retained by DEO
Over $10,000,000 - 75% credited to customers / 25% retained by DEO
Commodity exchanges include offerings such as off-system sales and all similar
transactions. The firm feceipt option enables transportation customers and marketers to
designate specific receipt points and volumes for firm delivery into DEO’s system. The
test year revenue associated with those two offerings projected at the time of the pre-
filing notice was $13,695,727, which would result in $11,021,795, or approximately
81.5% of the total, being shared with customers under the tiered sharing mechanism.

DEO furthers proposes to credit those revenues toward amounts that would otherwise be
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recovered through the PIPP rider mechanism in order to mitigate the effect of higher gas

cost and increased PIPP customers described previously.

Does the revenue sharing mechanism alter the effect of the approximately $75
million increase in base revenues requested by the Company?

Yes, the $75 million in base rate relief requested by the Company is offset to a
considerable extent by the proposed mechanism. The combined effect of the revenue
sharing proposal and the Transportation Migration Rider — Part B adjustment described in
my testimony supporting Schedule A-1 is shown on Schedule E-3.2, page 6 of 16. That
page adjusts the $75 million base rate increase downward to $61.4 million to reflect the

$11.0 million credit from the commodity exchange and firm receipt point revenue sharing

and the $2.5 million additional credit from Transportation Migration Rider — Part B. Asa

result, 18% of the requested base rate increase will ultimately be returned to customers

via another mechanism.

Uncollectible Expense Adjustment
Please explain the adjustment shown on Schedule C-3.24.

DEQ proposes to implement a late payment charge and credit all payments received from
the charge toward amounts that would otherwise be recovered through its uncollectibles
expense adjustmént mechanism. By crediting late payment charge receipts in that

manner, DEQ is able to offset a portion of the costs associated with unpaid bills, and

~ parties in the case avoid the debate over the appropriate amount of revenue that should be

credited to the cost of service. Schedule C-3.24 reflects the elimination of forfeited
discount revenue (a form of late payment changes) that would be credited back to

customers in its entirety if the proposed late payment charge is approved.

28




10
11

. 12
13
14
15
16
17

18
19

20
21

22

Q55.
ASS.

Q56.
AS56.

Q57.

AS57.

AMR and DSM Adjustments
Please explain the adjustments reflected in Schedules C-3.27 and C-3.28.

The adjustments reflected in those schedules are related to an AMR and DSM funding
proposal that will provide significant benefits to DEO’s customers if approved. Schedule
C-3.27 represents the elimination of the ratepayer-funded expenditures for the
Company’s existing low-income weatherization program. That program will be
incorporated into the expanded DSM program which, along with DEQ’s proposed AMR

deployment, will be funded by the amortization of its over-accrued depreciation reserve.

Depreciation Reserve; AMR/DSM Funding Proposal
Please discuss the Company’s depreciation reserve,

Like all utilities, DEO has a depreciation reserve account on its balance sheet that reflects
the accumulated depreciation recorded for its plant and equipment. Because the average
useful life of DEO’s pipelines and other assets has been increasing, DEO has built up an
over-accrued depreciation reserve over the years of approximately $105 million. In prior
rate cases, the Commission has reduced the Company’s rate base by any over-accrued
depreciation reserves to ensure that customers’ rates properly reflect the depreciation

expenses that they have historically paid in base rates.

What treatment is DEQ requesting for over-accrued depreciation in this
proceeding?

In order to adjust its depreciation reserve to the proper amount, DEO proposes to reduce

its fisture depreciation expenses over a ten-year period. Adjustments to depreciation

reserves are typically made over multiple years because over-accruals gradually

accumulate over a petiod of many years. DEO will use a corresponding amount to fund
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the deployment of AMR equipment throughout its system and increase its DSM
expenditures to support customer conservation programs. The amortization of DEQ’s
$105 million over-accrual over a decade will generate combined funding for AMR and
DSM of approximately $10.5 million per year, or more precisely the $10,540,020 shown

in Schedule C-3.28,

How will the amortization of the over-accrued depreciation reserve be applied to
DEQ’s proposed AMR deployment program?

DEOQ proposes to use half of the annual amount, or $5,270,010 per year, to fund the
depreciation, taxes and return on investrnent associated with the five-year AMR
deployment program described in the Company’s application in Case No. 06-1453-GA-
UNC in which it requested Commission approval of a mechanism to-recover those costs.
DEO will request the Commission to consolidate that application into this base rate
proceeding. Because the total cost of DEO’s AMR deployment is estimated to be $100
million to $110 million, the funding provided by the over-accrued depreciation reserve
will not be sufficient to recover all of its costs. To the extent that the funding is
insufficient, DEO will seck base rate or rider recovery of the remaining cost _in

accordance with the process described in the aforementioned application.

Please describe the portion of the funding that will be applied to the Company’s
proposed DSM program,

DEOQ will devote $5,270,010 per year of the depreciation reserve over-accrual
amortization to DSM program spending. DSM programs cover such items as home
weatherization, high-efficiency-furnace rebates and home energy audits that enable
customers to reduce energy usage and lower their gas bills. DEO currently spends $3.5

million per year on low-income customer weatherization programs. Of that total, $2.5
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million is included in customers’ base rates and $1.0 million is funded by the Company
with no recovery from customers. Under its proposal, DEO will maintain its $1.0 million
annual funding level. To that will be added the approximately $5 million per year funded
by half of the over-accrued depreciation reserve, resulting in total DSM program

spending of $6.0 million annually.

How does DEO propose to implement its DSM program?
DEO proposes to form a DSM stakeholder group made up of Staf¥, the Office of Ohio

Consumers’ Counsel, Ohio Partners for Affordable Energy énd other stakeholders to
select an independent DSM program administrator; jointly design and oversee
administration of the program, determine income eligibility and establish DSM program
targets. If the targets established by the stakeholder group are met, DSM funding could
increase another $1.0 million per vear over a period of three years for a total funding
level of approximately $9 million. The increased funding would be provided by an
adjustment to General Sales Service and Energy Choice Transportation Service
vdlumetric rates using the latest year’s weather-normalized volumes to determine the

exact dollar-per-mcf adjustment.

Is the Company’s proposal to increase DSM funding conditioned on approval of
other provisions of the Company’s Application?

Yes. The increased DSM funding and the possibility of expanding that funding in future
years is contingent on DEO receiving approval for its proposed decoupling mechanism,
which is similar to that approved by the PUCO for Vectren Energy Delivery of Ohio in
Case No. 05-1444-GA-UNC. Such a mechanism is designed to offset the negative

impact that customer conservation would otherwise have on the Company’s earnings.
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Absent approval of the decoupling mechanism, DEQ would propose to fund its DSM
program at the current $2.5 million ratepayer funded level and to shift $2.5 million of the

over-accrued depreciation reserve amortization to fund AMR.

Other Adjustments to Operating Income

Please explain why the Company eliminated certain non-recurring storage revenues
as indicated in Schedule C-3.29

In 2006, DEO began to evaluate capital investments to more effectively sustain base

storage withdrawals throughout the winter season by inéreasing storage capacity without

increasing the migration of gas from the Company’s storage fields. In order to assess the
feasibility of those potential investmenté, ';vhich would be in the tens of millions of
dollars, DEO developed a pilot program to assess the impact on the migration of gas from
its storage fields due to increasing storage capacity and sustaining higher base storage

withdrawals throughout the winter season.

The pilot program involved the injection of increased quantities of gas into DEO’s on-
system storage during the latter part of the 2006-2007 injection season and the
withdrawal of increased quantities of gas throughout the following winter season that
were offset by corresponding reductions of the daily amount of gas delivered to its
system by an upstream pipeline. The pilot program ended as schedqled on March 31,
2007. The results of the pilot program and its potential impact on migration will be
assessed as part of the inventory verification analysis conducted via shut-in tests prior to

the upcoming withdrawal season.

Because the pilot program has been terminated and future long-term service offerings of

that type must be accompanied by substantial multi-year capital investments that are not
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included in date certain rate base, exclusion of the associated revenues properly reflects
the pilot program’s non-recurring nature and synchronizes test year operating income

with date certain rate base.

Why did the Company adjust other posf-employment benefits (“OPEB”) expense as
shown in Schedule C-3.30?

After the initial budget for OPEB expenses was developed and incorporated into
unadjusted test year expenses, the Company received an updated actuarial study. That
study indicated that the calendar year 2007 OPEB expense would be $1,732,789 less than
the 3 months actual/9 months estimated data used to develop the unadjusted test year
expense level. As a result, DEO reduced that element of test year expense to more

accurately reflect its ongoing cost of service.

Please describe the adjustment shown in Schedule C-3.31.

The adjustment shown on Schedule C-3.31 reflects the accoﬁnting tre.atment of a storage
migration credit that is built into the Company’s current rates for storage service.
Currently, $0.035 per mcf of seasonal storage injection and withdra\;val fees is credifed to
gas cost. Because the test year gas cost revenues are set equal to test year expenses, that
credit is not properly reflected in operating income. In order to reﬂec,;t the income impact
of that crediting mechanism, the Company showed the resulting credit amount as an

additional operating expense.
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E SCHEDULES (TARIFF CHANGES)
Overview of Tariffs

Please describe Schedules E-1, E-2 and E-3.

Schedules E-1 and E-2 contain copies of the proposed and current rate schedules and
other tariff sections, which have been underscored to highlight those items being changed
between the present and proposed versions. Schedule E-3 contains the narrative rationale
for all of the changes that are proposed. Because the scoring used in Schedules E-1 and
E-2 does not reflect all of the changes on a single document, Schedule E-3 also includes a
scored version of the proposed tariffs showing both deletions and additions with the
coding required in the Standard Filing Requirements.

What are the Company’s overall objectives with regard to its proposed rate
schedules and the related terms and conditions of service?

DEO has several objectives for its proposed tariff:
. Better align rates within a given customer class with the cost to serve that class
and introduce uniform rates for the East Ohio/West Ohio systems.

. Better reflect the current cost associated with activities identified in the Rules and
Regulations.

* Support other initiatives such as decoupling the link between gas usage and
meeting revenue requirements.

e - Increase the consistency of its terms and conditions applicable to similar services.

. Update provisions to reflect pracnces that may have changed since the tariffs were
last updated.

What aré the principal changes proposed for DEQ’s General Sales Service (“GSS”)
and Large Volume General Sales Service (“LVGSS”) rate schedules?

As with all of the proposed rate schedules, the West Ohio versions were deleted in order

to provide uniform rates across DEQ’s system. The volumetric rates in the remaining
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GSS and LVGSS rate schedules were updated to bring the sales class return on rate base
into greater alignment with the rate of return requested by the Company. The
reconnection fee for GSS accounts was also updated to reflect DEQ’s customer service
labor rates applied to the standard scheduling time allotted for reconnects. In addition to
minor language changes and clarifications, references to transportation service that are no
longer necessary due to the Energy Choice program were deleted. Finally, references to
new tariffs that would be applicable to the sales rate schedules were added.

What chaﬁges are proposed for the Energy Choice Transportation Service

(“ECTS”) and Large Volume Energy Choice Transportation Service (“LVECTS”)
rate schedules?

As explained in more detail in Schedule E-3, the primary changes proposed for the
Energy Choice rate schedules are those needed to maintain rate and rider parity with the
companion sales rate schedules and to clarify and update certain terms of service. Such
parity is important to support the competitiw}e retail commodity market that has flourished

on DEQ’s system,

Are there more numerous changes proposed for the traditional transportation
service rate schedules and the associated General Terms and Conditions of
Transportation Service?

Yes. Those changes are described in considerable detail in the narrative rationale in
Schedule E-3. However, while there are considerably more changes made to the rate
schedules and terms and conditions of service, the underlying structure of DEQ’s

transportation program remains intact. The principle change is a reduction in rates to

- better align the c¢lass’s return on rate base with the overall return requested by the

Company. References to several riders have been added based on their proposed

applicability. The remaining changes are, for the most part, intended to update and
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clarify the terms of service and to make them more consistent with those of other

transportation-related programs such as DEO’s Full Requirements and Energy Choice

pooling services.

Please describe the changes that DEQ is proposing to its Firm Storage Service
(“FSS”) rate schedule,

As indicated in the narrative rationale, there are a variety of changes proposed to the FSS

rate schedule. Some of the more notable are highlighted below:

. The proposed language enables pool operators to acquire storage service under
the FSS rate schedule for their own account rather than doing so only as agent for
an end use transportation service customer or as part of a pooling service
agreement.

. The reference to advance nominations was deleted based on DEQ’s decision to no
longer provide the type of storage service that requires advance nominations. As
a result, the Seasonal Service described in proposed rate schedule effectively
replaces the Enhanced Seasonal Service described in the prior version and reflects
the following changes:

In order to conduct storage operations in a manner that is more consistent
with the capabilities of its storage facilities, DEO proposes to modify the
operating parameters to match those of the storage capacity assigned to
Energy Choice and Standard Service Offer suppliers. Those parameters
reflect the fact that DEQ’s ability to inject and withdraw gas from its on-
system storage changes throughout the storage season based on the level
of inventory.

The proposed terms contemplate daily injection and withdrawal
limitations in the event that the Company experiences operating conditions
where daily storage management is necessary.

The proposed terms require the complete withdrawal of inventory by the
March 31 end of the storage withdrawal season to avoid additional gas
migration that may occur if large volumes of gas remain in storage at that
time.

The proposed terms indicate that DEO may implement a storage

opetational flow order during which it could require the storage service
customer to make winter period re-injections or withdrawals in order to
support system opetations and maintain system integrity.
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The FSS rates were atljusted to: (1) bring the return on rate base for the customer class
covered by the rate schedule into greater alignment with the system-wide return on rate
base; (2) reflect an updated estimate of the cost associated with gas migration from
storage that accompanies the provision of seasonal storage service; and (3) reflect the
applicability of the Gross Receipts Tax rider to the service. Despite the change in rates
and the terms and conditions of service, DEO’s Firm Storage Service continues to
provide substantial value given its all-in rate compared to historical spreads between

injection and withdrawal season natural gas prices.

Rider Changes
Did the Company propose to revise any of its existing riders?

Yes. A full explanation of the proposed rider changes can be found in Schedule E-3.

The most significant change involves the applicability of the GRT Rider.

Please describe the proposed change in the applicability of the GRT Rider.

The Applicability section of the proposed GRT Rider tariff states that it is “[a}pplicable
to all rates, fees, charges and riders billed by East Ohio pursuant to its Rules and
Regulations, Rate Schedules, and Pooling Service and other agreements, as applicable,
except for the cost of gas billed on behalf of an Energy Choice supplier under the Energy
Choice Transportation Service or Large Volume Energy Choice Transportation Service
rate schedules. Further, this Rider shall not be billed to those Customers statutorily
exempted from the payment of gross receipts taxes.” That coverage is much broader than
the existing rider, which applies only to “gas cost charges billed by East Ohio under rate
schedules GSS and LVGSS.” Whereas the current GRT Rider épplies only ta SSO

commodity costs, the proposed rider applies to all charges billed by the Company except
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for those billed on behalf of Energy Choice suppliers or to customers that are not

obligated to pay the tax.

Why did DEO propose to change the GRT Rider’s applicability?

By applying the GRT Rider to all rates and charges, DEO and its customers are assured
that the amount of GRT expense included in the company’s rates do not over- or under-
recover the resulting liability. In addition, applyiﬁg the GRT Rider in the manner
proposed will make prospective calculations of other riders and rates more

straightforward because parties will not have to also consider the GRT implications.

How did DEO reflect the GRT Rider’s effect on the Other Revenues shown in
Schedule E-47

Most of the Other Revenues shown in Schedule E-4 are derived from pooling and related
services provided to marketers or, as in the case of commodity exchanges or firm receipt
point revenues, are based on the total price that a market will bear for a particular service
at a particular time. The Company recognizes that its charges for pooling services, while
cost-of-service based when first approved, are better viewed as value-of-service based at
the present time. Because the underlying value of its pooling and related services will not
change as a result of the rate case, DEO concluded that the most equitable approach was
to reduce each Energy Choice Pooling Service fee by the GRT Rider effect so that the
total fee after its impqsiﬁon wnuld remain unchanged. DEO will seek approval to make
similar changes to the Commission-approved contracts for non-Energy Choice pooling

services upon approval of the prdposed GRT Rider.
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Yes. Although a similarly applicable GRT Rider has been approved for Vectren Energy
Delivery of Ohio, there does not appear to be a standard methodology that the
Commission has settled upon to determine the appropriate rate. DEO calculated its
proposed rate by dividing the adjusted test year GRT expense by adjusted test year
revenues excluding those applicable to customers statutorily exempt from payment of
gross receipts taxes. Due to the portion of total revenues that are not subsequently
received as a taxable receipt, the resulting rate is below the statutory rate of 4.75%, even
though the caleulation factored in the tax-on-tax effect. ]jEO believes that it would be
helpful for the Commission to es_tablish a standard methodology that would enable parties

to develop a proposed GRT Rider rate on a more consistent basis.

New Riders
Please describe the new riders that the Company has proposed in its Application.

The first of the two new riders proposed by DEO is an AMR Cost Recovery Charge,
which would initially be set at $0.000 per mef. The charge is intended to recover the
depreciation, incremental property taxes and post in-service carrying charges associated
with the Company’s proposed five-year AMR deployment that are not recovered in
another manner, such as through the amortization of DEQ’s over-accrued deprecation
reserve described previously. The amount to be recovered by the proposed charge is &
function of the pace and cost of deployment, the magnitude of meter reading savings
achieved as a result of the program, and amounts that are recovered in another manner.
DEQ proposes to implement the charge as an addition to the otherwise applicable

monthly service charge for customers receiving service under the Company’s sales and
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Energy Choice rate schedules as well as the General Transportaﬁoﬁ Service (“GTS”) and
Transportation Service for Schools (“TSS”) rate schedules. Further details regarding
periodic updates of the rate and other provisions are contained in the Company’s
application filed in Case No. 06-1453-GA-UNC which, as indicated, DEO will request
the Commission to consolidate with this proceeding. The other new rider proposed by
the Company under the alternative regulation provisions of Section 4929.05, Ohio

Revised Code, is the SRR.

Please describe the SRR.

Simply stated, the SRR will provide the company the opportunity to collect the revenue
requirement that will be ordered by the Commission in this rate case. The proposed

mechanism will permit recovery of the difference between the Company’s weather-

normalized actual base revenues and those approved in this case, as adjusted for customer

additions. As such, it will enable DEQ to promote energy efficiency by decoupling the
link between gas consumption and the company’s ability to meets its revenue
requirements. The proposed rider will apply only to the company’s sales and Energy
Choice customer classes because gas consumption by the traditional transportation
customer class is heavily influenced by market and economic considerations, which may

outweigh broader energy conservation trends in the class.

Has the Commission previously considered the merits of such a mechanism?

Yes. The Commission has already considered such a rider in Case No. 05-1444-GA-
UNC involving Vectren Energy Delivery of Ohio (“*VEDO™). In its June 27, 2007,
Supplemental Opinion and Order in the case, the Commission noted the factors that it

considered in approving the mechanism, such as:
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The Commission continues to believe that it is in the public interest, in order to
promote energy efficiency, to decouple the link between gas consumption and the
company’s ability to meet its revenue requircments. As we stated in the Qpinion
and Order in this proceeding, the Commission believes that the linking of gas
consumption with the public utility’s ability to meet its revenue requirements is
counterproductive to energy efficiency. Further, as we stated in the Opinion and
Order, we continue to believe that recovering fixed cost, such as those related to
the distribution system, through the SRR would eliminate the counterproductive
impact of VEDO promoting conservation. (Opinion and Order at 16). Therefore,
the Commission finds that the SRR, which would decouple the link between gas
consumption by consumers and the company’s ability to meet revenue
requiremnents, is in the public interest. (Supplemental Opinion and Order at 18-
19) :

Is approval of an SRR mechanism consistent with other policy statements regarding
energy efficiency objectives?

Yes. Approval of such a mechanism would be consistent with a resolution adopted by
the National Association of Regulatory Utility Commissioners (“NARUC”) Board of
Directors on August 2, 2006, supporting the National Action Plan on Energy Efficiency.
One of the key elements of that plan was to “[m]odify prices to align utility incentives
with the delivery of cost-effective energy efficiency and modify ratemaking practices to
promote energy efficiency investments.” Approval of DEO’s proposed SRR and
increased DSM spending would also be consistent with the state policy to “encourage
innovation and market access for cost-effective supply- and demand-side natural gas

services and goods,” as stated in Section 4929.02(A)(4), Ohio Revised Code.

What factors led DEQ to propose an SRR mechanism?

Like other utilities, DEQ’s average weather-normalized use per customer (“UPC"™)
declined at a moderate rate of 1-2% per year until prices began to rise substantially,
culminating in a year-over-year UPC decline of over 6% when prices reached their all-
time peak during the 2005-2006 winter in the aftermath of hurricanes Katrina and Rita.

While the conservation rate has since declined, the potential for future price-induced
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conservation remains and would be exacerbated should the Commission approve the
Company’s expanded DSM funding, which over three years could increase 157% from
$3.5 million to $9.0 million. Absent an SRR mechanism, DEO would be ill-served by
continuing its current DSM spending level, much less increase it by such a large

percentage.

As noted in the Alt. Reg. Exhibit B included in the Application, moving to a straight
fixed variable rate design would address the problem of declining UPC more effectively
by permitting much greater recovery of fixed charges in a demand rate rather than a
usage charge. However, that rate design is inconsistent with the Commission’s historical
approach to calculating customer related cost, which significantly understates the amount
of costs that do not vary with usage. Under the circumstances, the SRR represents an
acceptable means to achieve an outcome consistent with traditional rate of return

regulation within the historical rate design approach utilized by the Commission.

Changes to Rules and Regulations

Please describe the general changes that DEO is proposing to its Rules and
Regulations for gas service.

Each change proposed in the Company's Rules and Regulations is explained in
considerable detail in Schedule E-3. In general terms, the proposed changes are intended
to:

. Clarify the Company’s and customers’ rights and obligations in the rendition and
receipt of pas service under the Company’s tariffs.

. Improve consistency with the newly enacted minimum gas service standards and

strengthen credit and collection provisions where appropriate.
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. Adjust charges to better reflect current costs and cost causality by customers.
New charges described in the narrative rationale include the late payment fee, a
returned item fee, a collection fee and an investigation fee.

Does DEQ plan to ease the transition to a late payment fee?

Yes. As noted in the provisions of the late payment fee, late payment charges will not be
assessed to PIPP customers or those participating in the PIPP arrearage-crediting
program. In addition, late payment charges will not be assessed to customers
participating in a short-term payment plan or the budget billing plan provided they make
the minimum payment required under the plan by the bill due date. Those provisions
ensure that customets on approved payment plans will not be charged additional amounts

as long as they meet their obligations under the plan.

To further ease the transition to a late payment fee, the proposed provisions will not take
effect until 180 days after new tariffs are approved in this case. Until that time, the
previously approved late payment charge provisions will remain in place. The 180-day
period corresponds to the company’s default 1/6 payment plan and affords customers
ample opportunity to reduce or eliminate delinquent amounts and thus reduce or avoid

any additional charges associated with the late paiyment fee.

Please explain why the Company is not proposing to make any changes to the
monthly service charges currently in effect for the East Ohio division of DEO.

As indicated previously, DEO considered the option to completely modify its rate design
to provide greater fixed cost recovery in a demand rate using a straight fixed variable or
similar rate design. The Company performed an assessment of its monthly service
charges using the various accounts that Staff has used with_few changes since 1978. The

assessment revealed that, without a change to more accurately reflect the Company’s
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unvarying costs that occur as a result of customer connections to the system regardless of
usage, the accounts would not support an increase in the monthly service charges. Given
the low probability that ‘Staff would embrace a change in a methodology that it has used
for nearly thirty years, the Company decided to concentrate instead on obtaining approval
of a mechanism that would improve the chances of obtaining its base revenue

requirement. That ultimately led DEO to seek approval of the SRR.

Please describe the information shown in Schedule E-5.

Schedule E-5 is an exhibit that was included in the Company’s pre-filing notice which
presents typical bills for each schedule of user at various consumption levels under both

current and proposed rates.

F SCHEDULES (PROJECTED FINANCIAL DATA)

Please describe the information presented in the various Section F schedules that
yOu are sponsoring.

Section F includes projected financial data for operating income, rate base and capital
structure for a one-year period beginning nine months after the application filing date.
Since the Company’s Appiicaﬁon was filed in August 2007, the period used for the
forecast was the 12-month period beginning June 2008. The projected data is prepared
under two scenarios—one assuming no rate increase and the other assuming that 100% of
the requested increase is granted. Schedules F-1 and F-1A show projected operating
earnings, while Schedules F-2 and 2A show the projected jurisdictional rate base as of
May 31, 2009, under the two swﬁﬂos. DEQ combined Schedules F-2.1 and F-2.1A for
the projected plant in service data because it concluded that capital spending would not

be materially affected in the short term by the rate case outcome due to the capital
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budgeting process in place within Dominion. Schedules F-3 and F-3A display the capital
structure information, and Schedules F-4 and F-4A show the resulting changes in

financial position under the two sets of assumptions.

What are some of the major assumptions used to prepare the schedules in Section
F?

For the most part, the forecasts reflect the general ass.mnptions used in the latest plans for
2008 and 2009. The major non-tax differences from those plans involved how the
volumes were priced (i.e., at either current or proposed rates) and the level of other O&M
and depreciation expense. The latter differences are caused by expense levels that will be
affected by the rate case outcome such as the treatment of the over-accrued depfeciation
reserve, the level of DSM and GTI spending, and the amortization of several regulatory
assets and liabilities. Some expenses, such as those related to the PIPP and uncollectible
expense adjushncﬁt mechanisms, were not deemed to be affected by the rate case and
thus are the same under both scenarios. Certain taxes, such as property taxes and the
Senate Bill No. 287 excise tax, remain unchanged as well. The level of revenues and
earnings affects others, such as the gross receipts tax and the federal income tax. With
regard to financing, items such as long-term debt retirements are identicat under both

scenarios, while earnings affect short-term borrowing requirements.

G SCHEDULES (ALTERNATIVE RATE PLAN)
What is the purpose of the Section G schedules?

Pursuant to Rules 4901:1-19-05(C)(2)(h) and (i), Ohic Administrative Code, a company
filing an alternative rate plan under Section 4929.05, Ohio Revised Code, is required to

submit the projected financial data contained in Section F throughout the proposed term
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of the rate plan under the assumptions that the plan is adopted and not adopted. Section
G thus fulfills a purpose that is similar to Section F in that it examines projected financial
outcomes under scenarios where a company’s request is granted and not granted. In the
case of Section G, however, the difference is whether the alternative rate plan is adopted,

not whether the requested rate relief is granted.

How did the Company approach the task of projecting financial outcomes under
those scenarios?

In developing the financial projections under the two scenarios, DEO first had to

~ determine the term of its proposed alternative rate plan, which is comprised of the SRR

mechanism. In examining a recent fonger-term financial forecast, it appeared that the
Company would likely file its next rate application by 2010 for rates to be effective in
2011 regardless of whether the SRR is approved. Unplanned events could delay or
expedite the Company’s next rate case filing, and approval of the SRR would generally
lead to fewer rate cases over time. However, as a simplifying assumption, the Company
determined that 2008 through 2010 is a reasonable term over which to consider the

effects of its proposed rate plan.

After determining the period in question, the Company then considered the appropriate
perspective that should be used in developing the alternative scenarios. Because the
information is being presented in the context of a base rate proceeding, DEQ concluded
that the most appropriate perspective was that of the ratemaking process. Thus, certain
items such as interest expense were calculated based on the rate setting process rather
than a projection based on financial modeling. Such a view provides a better

understanding of the resulting impact of rate plan approval from a regulatory perspective.
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Another outcome of that decision was to use the working capital allowance proposed for
this case throughout the proposed term of the rate plan. That simplifying assumption was
necessitated in part by the absence of projected lead-lag study results and was also

intended to provide a consistent regulatory perspective over the forecast horizon.

The assumptions listed on Schedule G-1, page 2 of 2, provide additional details into the
Company’s approach in developing the financial forecast over the 2008 through 2010
period. As noted in the third assumption in the aforementioned schedule, the plan
volumes do not reflect the incremental impact of the Aproposed expansion of DEQ’s DSM
program. Without any knowledge of the program that the proposed DSM stakeholder
group will design, DEQ was unable to estimate tﬁe potential impact on weather-
normalized use per customer. The other assumptions listed on the schedule are intended

to highlight other elements of the financial forecast that influenced its outcome.

What was the difference in the projected income under the two scenarios?

Based on the assumptions set forth on Schedule G-1, page 2 of 2, and the footnotes
included in the other schedules in Section G, the net income under the two scenarios over

the proposed term of the rate plan are as follows:

Scenario : 2008 2009 2010

Altemative Rate Plan Adopted | $81.5 million | $72.4 million | $61.7 million

Alternative Rate Plan Not Adopted | $81.5 million { $70.7 million | $58.5 million

Given the probable timing of rates being approved in the case, DEO made the simplifying

assumption that the SRR would remain at $0.000 per mcf in 2008. While a regulatory
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asset would be established to track the impact of the SRR mechanism, the relatively
minimal adjustments expected for the last several months of 2008 were not reflected in
the projections developed for Section G. The above net income figures do not reflect the
typical test year adjustments that would be included in a base rate application. Hence,
returns on rate base that would be calculated using the information presented on
Schedules G-1 and G-1A are not indicative of the returns that would be utilized in the
rate setting process. Furthermore, because the plan volumgs do not reflect the
incremental impact of the proposed expansion of DE(Y’s DSM program, the difference

between the two forecasts understates the effect of the alternative rate plan.

S SCHEDULES (BUDGETING, MANAGEMENT POLICIES)
Please describe the information shown in Schedules S-1 and S-2.1, 2.2 and 2.3.

Schedute S-1 displays the Company’s most recent five-year capital expenditures budget
for projects by functional area. DEO’s long-term capital budgeting process is performed
by major categories ani with few exceptions, does not include a forecast of projects’
start ﬁnd completion dates or AFDC recognition. Maﬁy of the budgeted amounts
represent the accumulation of smaller capital expenditures needed to maintain the
performance of plant and equipment or extend its.useful life. As a result, the schedule

displays the aggregation of expenditures by categories within each functional area.

Schedules S-2.1,2.2 and 2.3 reflect the Company’s most recent financial forecast
utilizing current rates to derive the income statement, balance sheet and statement of
changes in financial position as required by the Standard Filing Requirements. Because
those requirements indicate that schedules are to be based on a éompany’s most recent

five-year financial forecast, the underlying assumptions and resulting projections differ
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from the data presented in Section G, which was developed expressly to meet the
alternative rate plan provisions set forth in Rules 4901:1-19-05(C)(2)(h) and (i), Ohio

Administrative Code.

‘What is Schedule S-3?

Schedule S-3 is the Company’s proposed notice for newspaper publication that discloses
the substance of its Application. The proposed notice includes all of the information and
disclosures required by Rule 4901-7-01, Appendix A, Chapter II, (B)(7), Ohio

Administrative Code.

Please describe the information contained in Schedule S-4.1.

Schedule 5-4.1 is an executivé summary of the corporate processes used by the board of
directors and corporate officers. This schedule discusses various elements of DEQ’s
processes, including policy and goal setting, sirategic planning, the structure of the
Dominion organization, the processes through which decisions are reached, how control
is maintained of the corporation, and communication methods within and without the

Company.

Please describe the information contained in Schedule 8-4.2.

Schedule 8-4.2 is an executive summary of DEQO’s management policies, practices and
organization that it utilizes to meet the corporate goals that are determined by senior
management. This schedule describes how these policies are imi)lemented and

manifested in the context of various functional areas of DEQ’s operations.
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Q9%. In your experience, have DEQ’s management practices and procedures been
adequate and efficient to carry out the Company’s corporate goals and objectives?

A94. Yes. Those goals and objectifes focus on providing adequate, safe, cost-effective and
efficient gas sei'vice to customers. DEQ’s long-standing efforts to manage its costs were |
instrumental in its ability to provide stable base rates in the thirteen-year period since
1994, The Company’s Application in this proceeding seeks to expand benefits to
customers in such ateas as system-wide AMR deployment and expanded DSM programs,
while ensuring that investors in the company'receive an approptiate return on their
investment in the used and useful rate base needed to provide service. The Commission’s
approval of the requested rate relief will support the continued financially stability of the
Company and ensure that customers will continue to receive the safe, cost-effective and

high-quality gas service that they deserve.

Q95. Does this conclnde your testimony?
A95. Yes.

COI-1381363v3
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WPB-5.1¢
Q-Jul07

Dominion East Ohio
Working Capital Requirements From Suppller Billings
Twelve Months Ending December 31, 2006

__{000's)

CCS Billing - 347,410
SBS Billing (1.387)
Total Working Capital £48.023




P

o

H152006
3/1672006
3772006

106%
$8,304,536.12
$11,160,257.88
£6,871.623.54
510,101 932.64
$5,.979,696.33
$10,087,358.92
$5,327470.89
$12,266,746.09
$5,250.918.16
$9,326,216.00
$6.250,231.10
$9,248,587.35
56,851,973.57
$9,778,548.81
$6,161,508.32
$8,832,745.65
$5,869,610.76
$9,336,243.28
$6,142,259.20
$7,292,578.02
$4,746,026.20
$8.452,361.61
$4,495,352.15
$5,387,838.51
$3,985,367.18
$7.243,224.37
$5,620,339.05
$7,063,675.19
$6,334,183.57
$7,153,696.28
$5,247,157.26
$9,569,982.49
$5,235,7121.79
$8,495,241.26
$5,626,548 .06
$9.919,576.33
$5,786,427.78
81527457
$5,336,385.16
$7.577,098.89
$5,756,268 81
$9,734,594.55
$6,418313.54
$9,813,071.61
£5.480,915.34
$9,319,233.97
$4.546,340.85
£0,979,641.40
$7,158,935.37
58,588,032.03
$5,162,367.11
$8,719,382.32
$4,139,641 53

CCS Supplier Billing Cash Woring Capital Requiresnents

Amt Paid
$8,310,590.76
$11,048.605.30
$5,802,907.30
$10,000,51330
$5,919,89937

$9.,996,424.93 -

$6,264,196.17
$12,144,078.63
$5,207,319.96
$9,292,953.84
$6,187,728.79
$9,156,101.48
$5,783.453.34
$9,680,76332
§6,095,893.24
$8,744.418.19
$5,810,914.64
$9,242,380.34
$6,080,836.61
$7.219,652.24
$4,698,565.94
$8,367.8379%
4,450,398 62
$6,323,960.12
£3,945,513 51
. $1,170,292.13
$5,564,135.66
$4,993,038.43
$6,320,341.73
$7,082,15932
$5,194,685.69
" $9.474,282.67
$5,183,364.56
$8,410,288 8S
§5,570,282.58
$9,820,380.57
$6,718,563.50
$8,727,102.23
$6,273,021.31
$7,600,327.90
-$6,683,706.12
$9,637,684.61
$6,354.130.41
$0,714,940.89
$5,426,106.19
$9,226,635.63
$4,500,977.44
. $5.879.844.98
$7,087,346.02
$8,502,152.60
$5,110,743.44
$8,632,188.50
$4,008,245.15

216/2006
2/16/2006
162008
211672006

Days Until
Recovered
Days Uniit From

Supplier Pzid  Customer
16.0 3333
150 3333
14.0 13.33
130 3333
17.0 13.33
16.0 3333
5.0 3333
140 313
13.0 3333
16.0 3333
15.0 31333
14.0 1333
13.0 3333
170 33,33
14.0 3333
150 3133
140 31
130 3333
17.0 3133
16.0 33.33
15.0 3333
14.0 1333
13.0 1333
17.0 333
16,0 3333
150 3333
140 3333
i3.0 333
17.0 3333
160 1133
150 1333
140 33.33
130 3333
170 3333
160 3333
150 33133
14.0 1133
130 3133
1746 33.33
160 3333
150 33.33
140 3333
13.0 3333
17.0 3333
16.0 3333
150 3133
140 3333
139 33.33
17.0 3333
15.0 3333
150 31333
14.0 31333
3333

13.0

Avg Daily
Billings
22998.73
30,575.91
18,826.37
27.676.53
16,382.73
27.664.11
1733554
33,607.52
1441074
25,551.28
17,122.92
25,338.60
18,772.53
26,790.54

- 16,880.84

24,199.30
16,081.13
25,578.75
16,828.11
19,979.67
£3,002.81
23,157.16
12,316.03
17,500.93
10,918.81
19,844.45
15,398.19
19,352.53
17,450.91
19,599.17
14,375.77
26,219.13
14,344.44
23,274.63
15415.20
27,176.92
18,592.95
24,151.44
17,359.96
21,033.15
18,510.33
26,671.22
17,584.42
26,385.13
1501621
25,533.79
12,455.73
27,341.48
19,613.52
23,528.85
14,143.47
23,888.72
11,341.48

lof§

WPB-5.1f
-Jul-07

CWC
Requircments
398,588.40
560,483.62
363,930.37
362,6883%
267,544.52
479,443.54
317,775.78
649,663.28
292,083.09
442,826.32
313,806 68
489,817.55
381,662.21
437,513.39
292,560.03
443 59472
310,862.43
320,008.68
27481794
346,265 35
2318,353.08
44754837
250,395.89
285,805.60
18923273
363,766.40
297,660.67
103.454.22
285,642.16
339,670.9%
263,520.6%
$06,830.07
291,63527
380,005.44
267,15¢.11
498,197.11
35941829
491,020.19
285,502.55
364,523.13
33231071
51557833
357,506.89
439,038.01
260,244.19
468,057.08
240,73029
§55,876.64
320,306.23
40777599
259,262 39
461,79¢.13
210,582.44



http://S83I0.590.76

57102006
5/11/2006
S0
5/1572006
51612006
SN72006
1872006
S/972006

52312006

5/30/2006
513112006

62120066

100%

38,212,670.38
$4,476,191.36
$0,618,641 75
$5,629,158.87
§7,705,745.63

© $6,346,320.70

$7,957686.76
14,138,680 60
§7,854,573.02
$4,367,116.84
§7,823,727.60
$4,254,106.22
$5,469,904.55
§3,126,(193.55
$5,078,224.41
$4,225,732.48
§5,519573.91
$4,503,762.82
$3,260072.58
$3,065,365.62
$6,033,442.80
SLEDL 08772
54,718,070.4%
52,506.435.90
$6,042,211.67
$2,348,996.36
$3,785,702.65
$1,670,380.50
£2,986,522.67
$1,548,260.43
$3,201,192.38
$1,956,500.33
$3,311,724.77
$1,299,978.52
$2.438,831.76
$1,631,487.66
52,716,195.04
31,375,237 86
243723672
$1,707,053.06
$2,585,937.05
$1,190,101.22
§3,215,095.22
$1,321,721.08
83,725 52448
$1,826 673,41
$2,160,181.47
$2,326,629.73
$3,048,519.65
51,382,537.97
$2.075,332.62
$1,920,399,15
$2,767,089.4%

CCS Supplier Billing Cash Working Capital Requirements

Amt Paid
$8,130,552.59
$4,431,429.45
%9,522,455.33
$5,572,867.28
$7,628,688.18
$6,283,332.49
£7,878,109.99
$5,088,292 70
$7,776,027.29
$4,323,445.68
$7,745450.32
54,211,565.18
$5,415,205.50
$3,004,763.31
$5,027,442.16

- $4,1B3,475.16
$5.464.774.17
$4,458,725.19
$5,216,381.85
$3,034,711.96
$5,973,108.37
$2,774,04'7.04
$4,670,889.78
$2,573.441.53
$5,981,789.55
$2,325,506.40
£3,747,845.62
$1,653,676.70
$2,955,657.44
51,532,777.83
$3,169,180.43
$1,936,935.33
$3,078,607.52
$1,286,979.12
$2.414 443 44
$1,615,172.78
$2,689.033.98
$1,361,485 48
£2.412,864.36
$1,680,982.53
£2,560,077.68
$1,178,200.21
$3.202,744.27
$1,308,503.86
$3,688,269.24
£1,311,327.18
$3,128,579.65
£2,303,363.42
$3,018,034.44
$1,368,712.50
$2,054,579.29
£1,910,065.57
$2,739,418.61

Date Pyt

4/672006
4/5612006

4/672006
4/6/2006
HY3/2005
4/13/2006
47137200
4/13/2006

6/1572006

Days Uniil
Recaversd
Days Until From

Supplier Paid  Custonwr
170 1133
160 3333
15.6 3333
14.0 3313
130 3333
17.0 3333
16.0 3333
150 3333
14.0 333
13.0 5133
170 3133
160 3333
154 23113
14.0 3333
13.0 3333
170 3333
160 3333
15.0 33133
140 3333
174 3333
16.0 3333
15.0 3133
14.0 313313
13.0 3333
170 33.33
16.0 3333
15.0 3333
4.0 - 3333
13.0 3333
17.6 33.33
16.0 3333
15.0 3313
14.0 3333
i3.0 31
170 3333
150 33313
150 33.33
14.0 1333
13.0 3333
17.0 333
6.0 3333
15.0 3133
14.0 3333
13.0 33.33
170 3333
16.0 3333
150 33.33
14.0 3333
110 3333
16.0 3333
15.0 3333
149 3333

13.0

3333

Avg Daily
Billings
22,500.49
12,263.54
26,352.44
15,422.35
21,111.63
17,383.55
21,801 8k
14,081,34
21,519.38
11,564.70
2] ,434.87
11,655.09
14,986.04

8,564.43
13,912.94
11,577.35
15123.22
12,339.08
14,A35.82

$,398.26
16,529.98
7,676.50

12,526.22

7,121.74
16,454.00
6,435.61
10,371.79
4,576.38
3,182.25
424181
8,770.39
5,360.27
5,073.22
3,561.59
6,681.73
4,469.83
7,441.63
3,767.77
667736
4,676.86
7,084.76
3,260.55
8,863.27
1,621.15
10,206.92
5,012.67
§,658.03
6,374.33
8,352.11
3,787.78
5,685.84
5,285.92
7,581.07

2ofS5

WPB-5.1f
S-Jul-47

e
Reguirements
367,453.01
212,538.00
483 063.69
268,127.78
42921822
283.97046
377,8458.97
258,123.49
415,588.60
243,253.05
350,050.47
201,992.98
274,707 42
165,558.39
282,362.50
189,068 40
2632,098.77
226,186.23
279,057.13
137,151.08
286,479.24
140,724.36
24987852
144,791,34
270,341 60
111,534.78
196,124.09
88,465.58
166,352.49
59,272.51
151,998.65
08,258.60
- 175,393.37
7141021
10%,118.60
71,466.11
136,411.74
72,834.44
115,756.68
7637724
122,785.17
59.768.80
171.334.97
73,621.27
166,688.01
637397
158,709.41
123,221.42
169,805.79
65,645.51
104,226.55
-102,181.44
154,129.83



http://S7.823.727.60
http://S3.06S365.62
http://S6.042.211.67
http://S2.43833I.76

Bill Date 100%

&/512006 $2,187,915.8%
G/6/2006 £2431,71933
&7T/2006 $1,388,183.35
6/R/2006 $2,085,598.91
6/2/2006 31,442,74734
611272006 $2,075,667.58
61372006 $1,463,059.71
6/14/2005 $1,832,162.09
61572006 $1.224284.33
£/16/2006 $2,096,924.55
6/19/2006 £1,542,386.78
62062006 $1,947,217.67
62142006 - $1235273.73
62212006 $1,906,654.58
6/23/2006 $1,197,088.6%
6/26/2006 $1,800,096.33
6/27/2006 $849,645.91
§/28/2006 $1,588.840,10
62072006 $1,055,951.74
§/30/2006 $1,268,611.64
1132006 $827,280.73
TIS/2006 $1,2719,226.9
TI6/2006 $244,073.45
72006 $1,114,296.52
02006 $1,249,194.53
11112006 $1,442,343.29
TN22006 $005,945.60
TN3/2006 $953,564.58
H14/2006 $534,027.65
THTH2006 $1,694,765.04
71812006 - §985,037,30
/192006 $1,325,806.77
72002006 $664,660.75
22112006 $1,566,993.80
22006 $771,648.08
7/25/2006 $2,103,562.18
2006 3978,982.24
L2006 {(5523,067.18)
FR006 364997272
713112006 $1,336,607.34
&1/2006 $001,240.87
8/212006 $1,765,819.34
£/3/2006 $914,350.99
/42006 £1,092,004.18
B/712006 $548,7822]
/32006 £1,081,380.39
8/9/2005 $812,722.30
10/2008 $765.716.78
/1142006 $819,264.16
81472006 $1,143,68507
8152006 ST 878
#1612006 $1,240,775.63
1772006 $405,915.01

CC8 Supplier Billing Cash Working Capital Kequirements

Ami Pald

§2,166,036.72
3240740214
$1,374,301.52

$2,064,742.92

$1,428,319.87
$2,054,910.90
$1,448,429.11 -
$1,813,840.47
$1,212,041.49
$2,075,856.31
$1,526,962.91
$1,927,745.49
$1,222,920.99
31,887,565.04
$1,185,117.77
$1,782,095.37
$341,149.45
$1,572,960.61
$1,045,392.22
$1,255,925.51
$819,016.81
$1,266,434.52
£836,523.72
$1,103,252.95
$1,236,702.98
$1,427,919.86
$696,886.34
$944,020.34
$825,687.38
§1,677,31739
$975,186.93
$1,312,548.70
$658,014.18
~ $1,551,323.87
$753,931.60
$2,082,526.56
$969,102.42
{3517,836.50)
$643.473.00
$1,323,.241.27
$892 228 46
$1,748,161.15
§905,20748
$1,081,084.13
$343,294 39
$1,070,467.59
$804,595.08
£758,059.61
$811.071 33
SL132,248.22
$764,526.29
$1,228.367 87
$405,815.86

Dars Pymit
Requested
6/22/2006
62272006
&/22/2006
6/22/2006
62272006
6/2972006
672572006
629/2006
6129/2006
6/29/2006
/612006
TH/2006
7762006
7162006
762006
M2006
132006
7113/2006
11372006
71132006
12012006

Days Until
Recovered
Druys Until " From
SupplierPaid  Customer
170 3113
150 33.33
156 3333
4.0 33.33
13.0 . 3333
17.0 333
16.0 3.3
15.0 3333 -
14.0 3333
13.0 3333
170 3331
16.0 33.33
15,0 33.33
14.0 33.33
13.0 3133
170 3333
1580 3333
15.0 3333
14.0 33.33
13.0 33.33
17.0° 33,33
15.0 33.33
140 33.33
13.0 3333
1740 3333
16.0 3333
15.0 33.33
14.0 3333
13.0 313
17.0 3333
16.0 33.33
15.0 33.33
140 3313
13.0 3333
170 3333
150 3333
150 3333
1440 3333
13.0. 3333
17.0 3333
16.0 3333
15.0 3333 .
14.0 33133
13.0 3333
17.0 33.33
1640 33313
154 3333
14.0 3333
130 3333
17.0 3333
180 3333
15.0 33,33
140 33313

1,123.08

Sof$

WPB.5.1E
O-Jul-07
Avg Daily CcwC
595429 97,892.08
6,662.24 115,462.62
3,803.24 69,716.80
5,713.97 110,456.11
395273 RD,362.58
5,686.76 92,869 85
4,008.38 69,468.83
5,019.62 92,014.13
335420 64,839.74
5,744,72 116,795.36
420512 69,009.71
533434 9245757
3,384.31 62,037.44
52237 100,978.98
3271969 66,6711 -
4.931.77 80,540.20
2,327.80 40,342.79
435101 79.794.56
2,893.02 55,924.62
347585 70,663.02
2,266.55 37,014.73
3,504.73 64,244.83
231500 44.75(.92
3,053.14 62,073 .0¢
342245 $5,801.68
395163 68,485.18
2,482.04 45458.06
2,612.51 50,502.08
228501 46,456.23
4.643.19 7582745
2,698.73 45,771.43
1,6323% 66,584.15
1,820.99 35,201.32
420313 8728322
2,114.10 34,525.20
5,763.18 99.581.10
2,682.14 49,166.07
(1433.06)  (27,702.34)
1,780.75 36,204.17
3,661.54 59,802.70
2468.15 42,792.62
4,237.86 88,682.29
2,505.07 4842525
29179 . 60,825.79
1,503.51 24,553.70
2,962.41 51349123
. 2,226.54 40.816.22
209785 40,553.38
2,244.56 4563388
3,031.38 51,170.94
2,11575 36,667.83
3,398.39 62,313.75
21,708.65



Bili Date

22772006

9/29/2006
10/2/2006
107372006

10/4/2006

10/5/2008
10V6/2006

1972006
10/10/2006
10/11/2006
10122006
10/13/2006
101642006
16/17/2006
1071872006
1019/2006
10202006
10/23/2006

1072572006
10/26/2006
102772008
16/30/2006
1073172006
114172006

100%
$1,688,178.13
$207,545.16
$1,490,004.15
$624,843.33
$1,068,768.68
$645,675.50
$1,090,197.05
$852,555.52
$1,265,623.96
$995,714.56
$1,024.203.47
$759,085.51
$878,923.96
$922,349.00
$998,964.21
$1,001,884.04
$1,184,751.32
$751,507.34
$1,315,925.08

. $635,047.86

$2,447,681.94
$480,167.21
$940,244.18
$770,429.43
$1,416,737.13
51,331,959.17

$1,400,683.94 .
$1,039,486.93
$1,495,753.90

$565413.43
$1,774,210.94
$1,062,741.96
$1,530,276.70

$977,239.78
$1,557,183.74
£1,181,060 81
$1,055,549.27
$1,412,001 81
$1,487,007.59
$1,551,237.34
81,976,685 31

$1,805,705.94 -

$2,413,789.30
$1,764,495,09
$3,000,662.19
$2,747,826.04
$2,049,246.31

§2,242.438.94

$3,356,887.95

- $1,822,621.35

84.515,777.04
$2,835,209.29
$4,355,790.82

CCS Supplisr Bilting Cash Working Capital Requiremects

Amt Paid
$1,671,296.35
$294,569.71
$1,475,104.14
$618,504.90
$1,058,080.99
$639,218.74
$1,079,295 08
$844,029.96
$1,252,967.03
$985,757.81
$1,013,961.44
$751,464.95
$870,134.72
$913,125.51
$988,974.59
$991,365.20
$1,176,863.81
$743,992.27

$1,303,755.82 -

354246737
52,423,205.11
$475365.55
$930,841.73
$762,725.14
$1,402,569.76
$1,318,639.58
$1,386,677.10
$1,029,092.06
$1,480,835.96
$559,759.30
£1,756,463.84
$1,052,114.5§
$1,514973.93
$967,467.35
$1,541,611.90
$1,169,160.14
$1,044,993.78
§1,357,881.79
. $1,487,097.59
- $1,551,227.34
$1,976,689.31
$1,895,705.94
§2,413,789.30
$1,764,495.09
$3,000.662.19

$2,747,826.04

$2,049,246.81
$2,242.433.54
$3,256,887.46
$1,822,621.35
$4,515,777.04
§2,835,20928
$4,355,790.82

10572006
10/5/2006
167122006
19/12/2006
10/12/2005
1071272005
10122006
101192006

1041972006

101972006
10/19/20086
10/192006
16/26/2006
10/262006
1072622006
1/26/2006
14/26/2006
117272006
11722006
117272006
L2206
1122006
1192006
11/9/2006
1182006
11/8/2006
11/9/2006
11/1672406
11/16/2006
11/1672006

Days Until
Recovered
Daye Until From

Supplier Paid  Customer
13.0 33133
17.0 333
15.8 3333
15.0 3333
14.0 3333
130 33.33
17.0 33133
6.6 k kK3
150 33.33
4.0 3333
13.0 3333
16.0 31333
15.0 3333
14.0 31.33
130 3333
17.0 3333
160 33.33
15.0 3133
i4.0 33
13.0 3333
170 3333
16.0 3333
15.0 3333
14.0 3333
130 3333
17.0 3333
15.0 3333
150 3333
i4.0 3333
3.0 3333
17.0 333
1.0 3333
15.0 - 3333
140 333
130 23333
170 3333
1.0 1333
15.0 3333
14.0 3333
13.0 333
17.0 3333
16.0 3333
150 - - 3333
140 3333
13.0 3333
17.0 333
15.0 3333
15.0 3333
140 3333
13.0 3333
17.0 3133
15.0 3333
150 333

4of §

WPB-5.1f
9-Jul-07
Avg Daily CWC
Billings Requirements
4,625.15 94,033 32
815.1% 13,312.81
4,082.20 70,748.21
171190 31.380.64
2,928.13 56,603.42
1,768.97 35.964.81
2,986.84 48,777.77
2,335.717 40,480.94
3,46746 £3,561.64
2,727.99 52,734.40
,806.04 57.049.22
2,079.60 - 3604139
2,408.01 44,140.98
2,526.98 48,848.84
2,736.89 55,643.37
2,744 89 44,826.46
3,256.35 56,444,158
2,058.92 37,741.91
3,608.01 69,746.11
1,794,65 36,486.36
6,705.98 109,514.57
1,315.53 22,790.25
2,576.01 47,220.58
2,110.77 4030257
3.881.47 78,913.76
3,64920 55,594.73
3,837.49 66,507.11
2,847,091 52,204.71
4,098.07 79,219.25
1,549.08 31,494.13
4,360.85 79,382.02
2911.62 50,460.99
4,192 54 76,852.96
2,671.37 51,755.92
4,266.26 B6,736.79
3,235.18 52,843.30
2,891.52 50,119.47
3,868.50 70,913.00
4,074.24 78,758.68
421997 86,405.87
5AL5.59 B8,441.35
5,193.71 50,011.69
6,513.12 121,224.39
4,834.23 93,450.02 -

822099 167,140.07
7.528.2% 122,943.67
561437 97,302.10
6,143.67 112,618.90
9,166.9% 177,785.25
4.993.48 101,521.95
12,371.99 202,045.61
7,7%7.70 134,621.08
11,933.67 - 218,754.83



W ‘w.

Bill Date
TV272006
11/3/2006

117772006
11/8/2006
11/972006

1111612006

11/13/2006

1U14/2006

1111572006

11/16/2006
11/17/2006
11/2022006
11/21/2006
11722/2006
11/23/2006
11242006
JL/Z7/2006
11/28/2006
11/20/2006
11/30/2006
12/1/2006
12/4/2006
12/3/2006
12/6/2006

127712008

1112006

1271272006
1271312006
12/14/2006
12/ 1572006
12/18/2006
127192006

122172006
12222006

122612006
1222772006
122872006
12729/2006

100%

$2,343283.72
$3,698,594.60
$3,583,470.60
$3,887 987.85
$3,353 96115
$4,950,579.52
$2,993,664.21
$5,552,308.57

$3,342,861.00

$3.405376.60
$3,249,248.81
$6,316,736.93
$4,912,803.25
$5,968,112.14
$3,028,121.69

$0.00

$0.00
$6,153,726.49
$4,102.463 87
$6,444,408.86
$3,680,482.51
§6,372.776.40
$4.513,819.77
$4,926,862.88
$4.472,754.71
$5,841,689.17
$3,668,018.22
$7,419,303.59
§5,646,196.18
$6,141,610.44
$4,385,493.99
$7.724,803,02
$1,425,9715
$6,325,991.87
$6,026,977.18
$9,124,353.42
§5,757,924.09

$0,00

$0.00
$7,778951.73
$5,520,194.06
$1,997,763.07

942,760,010

€S Supplier Rilling Cash Working Capital Requirements

Am Paid
$2,343,281.72
$2,698,544.50
$3,583,470.60
$3,887,987.85
$3,3153,961.15
$4,950,579.62
$2,993,664.22
$4,552,208.57
$3,342,861.00
$5,405,376.60
$3,249,248 81
$6,316,736.93
$4,912,893.25
$5.568,112.14
$3,928,121.60
$0.00
$0.00
$6,153,728.49
94,102,463 .87
$6,444,408.36
$3,680,482.91
$6,372,776.40
$4,513,819.77
$4,905,862.88
$4,472,758.711
$5,841,649.17
$3,668,018.22
$7:419.303.69
$5,646,196.18
56,141,610.44
$4,235 493,99
$7,724,803 02
§7435523.15
36,525,993 .87
$6,026,977.18
56,124,353.42
" $5,757524.09
$0.00
50.00
$7, 77895173
$5,520,194.06
$7.997,763.07

935,727,011

Date Pymt

111672006
1171602008
11/22/2006
1172212006
112272006
112272006
11£22/2006
143072006
11/30/2006
11/30/2006
11/30/2006
11/30/2006
1272006
1272006
1212006
124712006
12/7/2006
12/14/2006
121412006
12/14/2006
1241412006
12142006
122112006
12/21/2006
12212006
12/21/2006
12/21/2006
12/2872006
12/28/2006
12812006
12/28/2006
1202812008
17472007
14472007
1475007
142007

1A12007
11172007
111172007
11172007
11172007

WPB-5.11
9.Tul-)7
Days Until
Recoversd
Days {ntit From Avg Daily CwC
14.0 3333 6,419.96 124,103.44
13.0 3333 10,133.00 206,012.87
160 3333 84817.7 170,145.54
150 33133 10,652.02 195,261.01
140 33.33 9,188.93 177,630.27
13.0 3335 1356323 275,152 57
124 3333 8,201.82 174,952.10
17.0 3333 15211.80 24842227
16.0 3133 9,158.52 158,725.34
15.0 3333 14,809.25 771,866.72
14.0 3333 8.902.08 172,084.56
130 1333 1730613 351 848.56
17.0 3333 1345998 219.813.48
160 3333 163509 283.377.22
150 3333 10,761.98 197,276.60
14.0 333 - -
13.0 333 - -
17.0 3133 1685952 275,331.01
16.0 3133 11,239.63 194,762,712
15.0 3133 1765501 323,648.60
14.0 3333 10,083.51 194,923.28
13.0 1333 17,459.66 3354,570.42
17.0 3333 12,366.63 201,95%.04
160 3333 1349825 233,936.74
15.0 3333 1225413 224,626.15
14.0 3333 15,004.63 309,383.67
13.0 3333 10,0453 204,312.51
17.0 3333 20,326.86 331,955.67 .
160 1333 154600 268,092.04
150 1333 1582633 308,441.57
14.0 3333 1338492 258,742.29
13.0 33338 21,163.84 430,279.74
170 3333 2038135 33287823
150 3333 1733140 200,370.11
15.0 33133 1651227 302,684.50
14.0 3333 2499823 483,237.96
13.0 3333 1577513 320,722.49
17.0 3333 - -
160 1333 - -
15.0 3333 2131220 300,671.49
140 . 3333 1502382 292,356.86
130 3333 2191168 - 4454839]

47408,764.45



http://S6.444.408.86
http://S9.124353.42

o

Bill Dais

- 14505

QL1506
0215006
03/15/06
04/15/06
05/15/06
06/13/06
07/15/06
08/15/06
091506
TO/15006
11/15/06
12/01/06

SBS Supplier Billing Cash Working Capital Requiremeats

100%

$4,143,102.4
$4,106,060.76
§4,235,345.88
$4,043,937.03

- $2,434,465.80

$1,365,137.49
§821,186.14
§614,883.59
$576,030.81
$695,193.76
$1,338,892.43
$2.728,490.02

$27,103,228.65

$4,101,67192
$4,065,000.15
$4,193,487.41

$4,003,497 .66 -

£2.410,121.14
$1,351,486.12
$812,974.27
$608,736.73
* §570,983.60
$688,070.55
$1,338,892.43
$2,728,450.02

Deats Pymt

AT2006
3/6/2006
Af12006
5/52006
6/52006
/1022006

87772006 -

S/8/2006
10/9/2006
11/8/2(06

12/6/2006°

1/512007

Days Until

54.0
50.0
510
51.0
520
56.0
53.0
35.0
5.0
540
520
51.0

Dayy Until
Recoverd
from
Customer

33.33
3133
3333
13.33
33.33
33.33
33.33
3333
3333
3333
33.33
3333

Avg Daily
Billi

311,351
$15,249
$11,603
$11,079
$6,670
$3,740
$2,250
. 51,685
$1,578
$1,905
$3,668
57475

1ofl

WPB-5.1g
9-Jul-07

Requircments

(5234,61441)
(5187,518.87)
(5205,051.08)
(3195,761.03)
($124,518.67)
(584,784.81)
{$44,252.06)
($36,504.18)
(§34,157.4T)
(§35,367.23)
(568,482.01)
($132,082.18)

($1,387,133.95)



http://SS4.7S4.81

—

EOB  Lncal & interstate Actusia Rasoncitistion Ges Porchass Expenta Lead WPB-5.1h
Produstion Mowih:

Sy
Accoumting Mongh:
Lacal Praduction
24P Systurn Supgly TEERRATE Payment af soeal (Oho) (6 Suyiply B 04 Tia 20 of adh moath,
Folal Locs]
i Sendos Payment Experws.
{ntersisie 1136384 CI Puicd  Leas Lusd  Composhe Expamrue
A 5 Hens Toxp. s O, Gas suppiler - paitl on Bhe 254 of sach month 162 250 402 -
Anetdekd [ Gy mupplier - piid an e 25th of sach manth 152 W 402 12158370
Aquila Fmargy Wi s suppiter - pait on e 26ty of sach manth 152 »mo 402 -
G suppher - peld on the 23 of wach reenth [+ 250 402 R Bt pe
Cabot OF & Cas Gas suppler - peki o6 the 35t of sach month %2 ma 402 .
Carpgil, ag: ) Gos srppliec - puid or tha 26t of sach monlh w2 %o LT -
CaatarPoirt Energy 3 Qs supplier - peid an v 250 of carh tisnth w2 L] wz AR TR AT
Chevion Texaco Gt aupplior - paid on K 255 of edch monm =11 6.0 02 07603 073
Linergy 000! Gis swpplier - paid an 8 254 of wach morth w2 FT] w2 0AT 009
CMS Markefing o0 3upplier - paid an the 251 of sach raonth 162 250 402 -
Commansa Enargy Gah wupplinr- peid an he 25 of aach month 12 %0 02 20,430 8=
Coonsrgy Toading \ieiel Gas supplior- peid on the 26th of aach manth B2 20 dd2 -
Enevgy LG AR a0 Suppliar - paid on e 2Bt of sach menth 52 D 402 oz
Y Gl G supplier - paid o ha 25 of alch sonth 3] =0 02 134302778
(5B suppiier - paid on the 2681 of each monkh B2 mp eap
Coval Energy Resoircas 20 Gaan supplior- pald on e 268 of 45ch /BONE 102 254 Wi A0ETEe
Detta Energy LLC DK+ Gas suppliar - paid an tha 25¢ of sach morh B2 B0 402 1447 200
Diract Emergy Servives. Gas supplier - peld on the 2801 ¢f each. month wa 250 42 B
DTE By suppller - pakd on v 25 of asch memh %2 =h 402 000,506,027
Duke Encrgy B N G sapaibal - G 0N B30 2250 of azzh monty w2 a9 a2 7A0016
Dynegy Marieling W e.mu-mmumamm 152 F-1.1 03 -
Eagie Ensrgy Parinam e Pl G suppler - paid on tha 26 of each month ue .} 402 70,76 ton
Esonnemy Eningy Go. G suppliar - peid on tha 258 of each manth 82 2648 402 il
Egan Ful Periners ‘g an attvage SHMBAUITINGAOIL Chandal ane pild &1 208 al anct mants. I s 52 15,060,000
El Paso G suppier - pekd en the 25th of each month 152 250 a2 B
EnCana [Fomnary PonCenadian) 3o wappitar - padd an the 25 of wach month %2 2D 402 R
gy Amrica LS G suppler - paid on e 25ih of aach marth - 1%a =N 02 SHOETREM
Enargy Cooparative of Chia suppiér - padd on the 26th of exch marth 152 =0 02 LT A
HEBS Carp 83 Suspiler - paldt o s 20 of eech Mo - 162 =0 408 LHBIRATY
EnbergipiochiAxia Enargy) Gt suppiar pait on s 265m of each menth 162 . F .
Exsinn Enangy Gas supphar - paid on he 26 of esch moni a9 %0 403 12.972.082
B Mosile Gamp. G..uppln-pdimls_ﬂilmfumm 154 250 @2 .
Firat Enrgy Sohtions AN Gine auppler - Gaid o 48 280 of wach moh 62 ma a .
¥ord Motor Compary [ 003G e supsiler - paid on fhe 25, of wech it . 2 ma 402 .
Gas supplisr ~ paid on iha 25h of each manh 152 o3 42 1308
Ivecetste Gak Supply, lna, G al/ppilies - il OR The 250 of esch month, 152 %0 s 587,006,454
Lakashor Ensrgy Gas supplies - paid an foe 250 of esch month 152 %0 w02 12,525,877
Laniis Dreyhis Energy £ G supplior - pld ta the 258 of each manth 152 750 W2 180L160,142
Munoruian Enargy, ine. G aupplier - pesd on e 258 of sach month 182 2%.0 a2 1560340
M Amesican supplinr- poid on the 25 of cach tanth 162 /H 402 144
Mirant supplien- paikl an the 25 of each mandi 52 250 w2 .
1 Gas wupplier» peid an the 256 of each mondh 162 68 A2 00 508,000
Plaw Jorsey Nahmal Gis Gan supplier - paid an e 25th of asch month 153 25.0 wI -
Nicor Enargy LLT i suppiior- paid on ts 25th of aach manth 152 280 Fr.EY .
NJR Energy Servicos Gas supplier - pakd on tha 25 of aach month #2250 a2 a0, 137
Hobls Gz suppiier - ik on iha 2%h of aach month 62 %0 2 262 120 433
Oesiantal s @t supplier - paid oh the 258 of sech month L] 5.0 wz SN0
ONEOK En BN7_ Gaa muppiier- paid on he 2450 of 2ach moath "a 50 A0z 18430470
Prciioors Powsr Mivkefing [PPM Enerpy: FROL Gas suppiiar- pakd on the 250 of sach month 152 @0 462 -
Peoptas Enengy Services Comp. 133 Gas supaler - pakt om the 256 of wech monty 152 280 402 45702851
Philips Peiraleurn LG5 Gus suppier - pald on s 250 of aach atonth 162 %0 02 .
fvertory 50 Gos auppikes - pald 0 e 254 of cach month w2 zsh a2 !
Prollence Energy Sas suppiar - pakl onthe 258 of wach month 152 %0 w0ne -
Reliant 258 meppher - paid on The 25 of each staath . 152 250 w2 -
Shenpra G suppliar» paii on the 258 of asch manth 82 260 w1 14,m4.308
Saruent Emergy Monagemsnl ) Gon suppier - paid bn e Zthol eagh manth 152 2650 "z -
Shal) Enereet K Giba supphar - paicl on e 250 of each manti 52 250 s 310ume e
g Carp 13 0s mppher - pard o e 258 of et st k1] 258 w2 -
Southwest Ensrgy LP Gas suppler - paid oo e 25hof sech manth %63 260 “3 45,631,587
Eouthfiar Enargy Senvioss 6 supplier - pald o6 the 25 of aach morh %3 FTL) [Tt} MB208. 018
Sprague Ensgy Coop. A Gt SUpPII - Faid onihe 2580 of sach oal | 1) 250 e -
Superior Natural N1 Gas suppler « 272 an e 25 of sach mookh %2 %0 > 083,361,509
Siah Gormp. Muw-wmh!ﬂldwmm 2 250 wz -
Tanaska Ges Siraga, LLG IR0 Gas supplier - patd on he 2ih of each mosth ' B2 8D 02 -
Tenaskn Nekip G Gt gupplier - pald 00 the 230 of sach month W wma 40 28,585,802
Texaco ga.m.pmmhmﬂwm e F- 7] 402 -
“The Nk Pewse C0. Gos suppiier - aid on e 29 of sach monh 152 =8 02 -
Tatal Gas & Power S Gax suppiier - pBk] OR 2 25 of sach month 162 1) L] 55,563,499
"x'ﬂ . Gin suppiier - paid on the 250 of sach month 152 %0 02 TRAMATE
U8 Power & Ons (00" Gas supplier - pedd on the 258 of esch month w2 =0 w02 -
Uiy Rasoines Solutiona, LP vef!’ wm-wmhmdmm #2 mo 402 .
Vacrsn Reteil Gource oo 3 Gan suppier- paid o the 28I of aadh monm 1z %0 w3 433,440,708
Valuniver Energy Servics " Gas supphior- pald an i 25 of sach ragmih 152 ®0 402 2,383,338
Wshun Bas Rascurcas Gag guppilor=paic an the 29 of gach month %2 "o w2 THEN 2
‘Woodward Mavketing LLG i 5as 2uppiere poid an the 256 of sach month 162 %0 w2 .
WFE Enargy Sarvicas inc. | Gas sugpber - pa on the 25 of sech month 162 P 402 182,454,040
ANR ANR pipaline pasaneoly ane ede on the 227 of sach monih, (13 220 a2 a7.280.200
Columbla Ges 3 Pipeine - pakd on the 1820t of sach monte, %2 (LT LEZ5 M4
Columbis Culf & 1 Pipeiine - polc on tha 1820 of sich monk, w2 ECT M2 11,57 140
Qrossmass Pipedng - paid on the 18520t of axcl monil. 132 190 342 21T M6
NG Enorgy for NCGT) gmm-wmu1nmuumm S a0 M2 .
Morth Coasat Gas Transmission Pipoiing - pald en the 18020t of sach moni, 152 na M2 10,510,100
Panhandie 523 Pipoing - puid on the 186w20th of each monily, 153 17 ] 2 2B2EEN0
TEIGCO Pigading = paid an the 128th-20th of aach month. 1%a 100 o ZATOANE
TGP Fipaing - paid an e 150-20th of 2ach month. 152 08 M2 103087
© Yanidine Pipaiing - pald on the: 15h-20th uf each month, 152 ©e 42 -
™e Fipoiine - peid on the 18i130th of sach mont. 152 100 “2 400,000 -
Mipsins - paid an the 18820 of sach monhh, w2 . M2 -
Cut of balanos ! . 13 ©0  Ma -
% Pipeline - petid on the 1820t of each modth, Bz we M2 -
chal intocstaty

1942
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#OG ! Locat & imecetats Artuals Ruconcliation

#Production Month:
Avcturting Month:

Loeal Produstion
AP System Supply
Total Loosk

DTS (1123240

VREL [1133100)
Dom Hegm (1133260}
Dam Ruta [1135280)

Gas Purchuse Expsnse Lead WPB-A.1h
B

5 Paymint of iocal (Obis) gas supply is on the 20th of sech rcnth.

e

PaymentalAcorusie
9% Clearity

Differsncs Locall interatate Bookvs. Pald

% DT Demand charpss in blus sre pakl on the 178 of each manlt, ranepont

|75 chongess it 08N ank phidt tha 120 of emch nonth, "2 wo My L9600

_‘éﬁn supplior - paid anthe 22h of sach mangh %2 Za a3z .
e-m-pwmumumm . 152 1] 405 3190218
Ers 0297 Gan supplier « paid 0n $ha 259 of sach month 132 |0 442 808,227,827
565,834, 108.51 S8 BN TRATH

202



WPB-5.1(
8-Jul-07

Dominion East Ohio
Calculation of Expense Lead on Payroll

Amount

Weighted
Lead Days Average

Biweekly B-5 1,697 575
Blweekly B-2 62,872,454
Monthly 17,338,077
81,009,008
Accrued Vacation (1} 7,252,204
Incantive Payroll ‘
Monthly 2,421,282
B-5 150,112
Total ' ' 91,732,674
{1) Thirteen month average balance
Allocation of Accrued Yacation
Biwsekly B-5 2,008,301
Biweekly B-2 68,269,730
Monthy 21,456,543
1,732,514

1466 24,800,614
2128 1,338,061,034

9.36 _ 162,343,973
1862 1,525,205,622
5200 383,641,502

240.03 581,172,189
240.66 36,126,323

— 2754 2526235725

2.2% 158,614
74.4% 5,397,276
23.4% 1,696,314

7,252,204




—

Dominion East Ohio

WPB-5.1j
8-Jul-07

Calculation of Expense Lead for Other O&M Expenses

Description
Accounts Payable

Accounts Receivable
Congfemaﬁca Payment (1)
Accrual Entry
InterCompany '
Inventory/Purchases
Payroll

Other

Totals

Compoesite
Amounts Expense Lead Expense

21,238,296 442  038,772021
679,265 529 35,956,085
64,308 10.0 643,981
(12,605,827) 528  (667,256,324)
51,666,776 402 2,072,582,374
11,178,253 43.8 489,620,748
1,273,716 275 35,077,014
(37,238) 442 {1,645,973)
73,347,638 39.6 2,003,748,936




Description

. Medical

Convenience Paymant
Medical
Express Scripts
IntarCompany
Accounts Payable
Accrual

Life insurance
Gonvenience Payments
Accruals

Savings Plan
Payroli

Dental/Vision
Convenience Payment
InterCompany

Disability ,
Convenience Payments (1)
Accruals

Admin Fees
Conveniance Payments
Accounts Payable

Other Benefits
Accounis Payable

Convenience Payment
Payroll

Totals wio Pension & OPEB

OPESB (1)

Pansion

WPB-5.1k

(1) Maintains $375,000 escrow account

OPER

07/01/06
07/01/06

S-Jul-07
Dominion East Ohio
GCalculation of Expense Lead for Benefits
Composite
Expenseas Lead Days Expenses
8,243,970 7.0 78,730,808
3,023,623 12.0 36,283,476
(14,118) 40.2 (587,463)
5,081 44.2 223,706
4,240 529 224,433
211,536 242 5,118,171
(22,242) 524 {1,177,322)
2,376,910 18.6 44 262,415
882,275 - .
(53,271) 40.2 (2,141,454)
132,883 - -
- 487,911 529 25,826,286
222,425 30.4 6,767,238
{2,295) 442 (101,443)
27.273 442 1,206,517
26,768 30.4 814,442
47,503 18.6 854,503
15,600,485 126 198,354,361
26,109,345
(49,391,601)
12721/08 172.5 22,404,168
12/22/06 1735 3,578,162
172.8 28,072,330

3,880,243,980
620,811,107

4,501,055,087




WPB-5.1]
S-Jul-07

_f"“‘-.

Dominion East Ohio
Calculation of Expense Lead for Inventory Transactions

' Composite
Description Amount Expenseiead _ Expenses
Accounts Payable 1,912,324 44.2 84,528,263
Accrual Entries 2,030,322 529 107,469,750
InterCornpany ’ (10,983) 402 (441,517)
Inventory Purchasing 7,333,740 442 324,167 100
Inventory lssues 508,740 - -
Totals 11,774,193 43.8 515,723,605

4




.
e

WPB-5,1m
o-Jul-07
Dominion East Ohio
Calculation of Expense Lead for Claims
Composit
Description Amount  Expensalead _ Expenses
Accounts Payable 577,839 442 25541554
Accounts Receivable (1.528,951) 529 (80,831,003}
Convenience Payments (1) 1,497,852 . -
Accrual Entry 2,187,984 528 115,815,182
InterCompany 1,108,369 40.2 44 556 434
Other (77.914) 529 (4.124,173)
Totals 3,765,178 _ 268 100,857,995

(1) Maintains escrow account of $375,000




A

WPB-5.1n
g-Jul-07
- Dominion East Ohio Gas
Calculation of Expense Lead for Insurance
Composite
Daescription Amourt Expense Lead  Expenses
Accounts Payabie 173,099 442 7,651,206
Convenience Payment * {8,375) _ 100 (83,750)
. Accrusl Entry | 1,658,303 (180.0) (288,510,740)
InterCompany (12,123) 40.2 (487,345)
Totals ; 1,810,994 (160.9) (291,430,538)
= Convenience Payment Average (See Benefits)
Composit Benefit 12,743,481 100 127,715,133
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Verdor

Southem Crose Corp
Ohio Edfaon

Meduncion Comp

City of Lima Utffiies Depl.
City of Groen

Suever Stoned Compary
Ohia Edison
Mid-American Securily Service
Lubes ke

Osbome Concrete and Sione
CE Compeanorgy
Marlowss Beverage
Black Box Resaaler

City of Hubbarnd

AEP

Graet iakes

Halsar Sand and gravel
Clevalard Conorste
Praxsir Distriwsilon
Advance Hydrolics
Tristate Measurament
Allind

Hudsib Globa! Resources
Tyto fire & sacurky
Hexagrors inn.

Heisar Sand and gravel
Cintas

Huminating Company
Oilo Edigon

v ]
Sluminating Company
AEP
Andrew Daver & Sons

Suminating Company
Canter for Oocupationat Madicine
Black Bax

AEP

Chio Etfisan

Adelphia

Tristate Measuremmant
Ohio Edison

Ohin Sdison

Guida'z Claaning

Carmd Etectric Cooparative
Concarty

Tluminating Company
Sander Eleciric Co,
Guamseay-Musikingum Emciic Coop
Clevsiang Putfic Powsr
Lear Fire Equipment

Van Ru

Van Ru
Clear Water Systems

AEP

Bemand Hodes Group

Dominion East Ohio
Lead Lag Study - Accounts Payable Sample

Dollar

3,510.00
800,32
452.64

78.70
480.00
16.00
B0.53

1,390.50
281

25861
2097
223.50
962.25
A.00
BN
£8.88
110.40
383040

20000
686.50
39177

4,302.00
17348
127.29

5.10
17241

15000
284
16.28
3,852.1%

16.56
a2
Frhy
B.488.35
2847
566.20

28,78
26.36
50,60
63125
19.37
9,738.80
356,27
990,00
38.14
24.88
9750
18.00
44,00
112,38
5,200.00
171.44
10894

0697
177.06
163.00

1472
991,50

Dave
720
245

1210
285
455
250
8.5
19.0
330
B0
4590
5§30
530
485
8BS

7.0

ad
440
820
120
0
6540
650

(353.0)

240

140
7.0
270
215
(8.0)
20.5
318

1924

210
1680
s
420
9.0
8.0
28.0
37b
0

Average
Baity

8.62
219
1.24
0.22
1.32
.03
0.16
383
009
07
0.58
0.61
264
.01
.08
0.9
530
10.49
028
0.55
1.82
10.80
1.08
11.79
048
0.36
£.01
047
012
0.4
om
0.04
10.01
1.1
0.05
0.01
0.07
17.78
048
1.58
0.19
0.06
0.08
014
.13
0.08
26,68
0.58
2
0.11
007
0.27
Q.05
B2
0.31
1425
047
1}
G612
0.84
D.49
0.4%
0.04
a7z

Working
Capital

Efect

60238
53.72
180.05
638
59.84
0.68

. 486
72,68
298
2654
2691
32.45
139.72
052
1.83
134
272
461.75
22,08
.58
36.47
08,26
70.52
14,160.55)
11.41
488
0.10
1275
- 287
(3:29)
0,18
140
220.13
5137
127
027
215
1,039.91
128
74.48
498
2.05
2.4
1184
2594
1.57
760.41
{16.62)
100.38
268
140
5.34
1.26
2315
1724
209.18
B.45
630
489
1280
18,92
4295
1.51
81.49

1ef2

WPB-5.1q
9-Ju-07

188,538
8,388
2,400

13,310

258,616

25,740 .
(1,518,605
4,184
1,782
36

4,656
73
{1.,200)
sa

512
80,348
18.750

463

28

786

379,568
1,198
7178
1812
744
730
4,250
8,458
57
277,550
(5.700)
36,630
979
510
1,950
459
B.448
6.283
108,200
3,006
2,200
1,785
11972
6,905
4727

562

28,745
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112T Construction Ins
Corp Colectia Services

Horgas

Mushrush Uity Contracting
Momagier Camr

Gammertiat Miorobiiogy
Arvilia Oilfield

Hoxagrarn Ine.

NGO Financials Systems
impact Landscapping
ndustril Scierriitic
Mushrush Lty Contracting
The Buminating Compary

The luminatng Company
Vanture Producis

The uminating Company
Star Measurement Sanvices
Threazins
Black Box Reaale

Ohiu Edison

Ohlo Cat

Climar Watar Syctams
NCG Financinls Systems

Totais

Dominion East Ohio
Lead Lag Study - Accounts Payahle S8ampla

Doltar
[

175580 -

395.50
To4.23
7200
12,318.62
182.00
7.043.03
180.00
1221387
37322

63050

165.11
sa.11
36.00

336.00

4£72407

270000
5E82.50
84.15
8,700.57

6900000

Davs

280

BO

150

2.0

T
220

220

120.0
450
150
240
170
23.0
30

28.0
1.0
48,0
38.0
24.0
390
280
68.0
7.0
220
1380
180
16.0
M5
Mo
150
46.0
280
220

0

Average
Daity
481
1.08
245
0.20
3375
.48
18.31
0.49
3346
10.23
12.84
" 178
230
0.46
0.19
0.10
082
123
740
154
0.28
18.37
QA2
182.04
G.A8
.09
0.28
038
1.18
0.41
- 0.24
7.48
252
022
057
045
2286

Working
Capital
Effoct

139.49
ag7
3223
1.78
1.552.48
10.13
42487
1282
4015.52
460.14
19266
42.05
4057
1040
587
245
26.70
14.23
34027
BE.48
6.19
716,58
23,01
12,854.79
128
1.08
30.86

. 1840
1881
12.78
17.07
11219
115.95
6.27
1244
148
708.66

2330723

2gf2

WPB-5.1q
- Juko7

50,12
3,164
11,784

560,657
3,696
188,079
4,680
1,465,664
187,851
70,320
15,348
14,807
3798
2,142
1,260
0,744
5,193
124,200
20,250
2,260
261,566

8,400
4,692,000
e
728
14,551
5,821
5,886
4,658
5.230

40948
42,320
2,268
4,540
232
268,650

4420 8,807,266
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DEQO EXHIBIT 2.0

: BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of )
The East Ohio Gas Company d/b/a )
Dominion East Ohio for Authority to )  Case No. 07-829-GA-AIR
Increase Rates for its Gas Distribution )
Service )

)
In the Matter of the Application of ).
The East Ohio Gas Company d/b/a )
Dominion East Ohio for Approval of )  Case No. 07-830-GA-ALT
an Alternative Rate Plan for its Gas )
Distribution Service )

)
In the Matter of the Application of )
The East Ohio Gas Company d/b/a )
Dominion East Ohio for Approval to ) Case No. 07-831-GA-AAM
Change Accounting Methods )

DIRECT TESTIMONY OF
YICKI H. FRISCIC
ON BEHALF OF
DOMINION EAST OHIO
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Direct Testimony of

Vicki H. Friscic

WITNESS IDENTIFICATION AND BACKGROUND
Please state your name, occupation and business address.

My name is Vicki H. Friscic. I am employed by The East Ohio Gas Company, d/b/a
Dominion East Ohio (“DEO” or “Company’"), as Manager Regulatory & Pricing,
reporting directly to Jeffrey Murphy. My business address is 1201 East 55th Street,

Cleveland, Ohio 44103-1028.

Please describe your educational background and work experience.

I graduated from Ohio University in 1980 with a Bachelor of Business Administration
degree. In 1980, I joined the accounting firm Price Waterhouse as an auditor, became a
licensed CPA in 1982, and was promoted to Audit Manager in 1986. From 1987 to 1989,
I worked for Progressive Insurance and held managerial accounting positions with
responsibility for accounts payable, billing, cash processing, and internal reporting for
Progressive’s Financial Services Group. In 1989, I was employed by Pepsi-Cola as
Manager, Financial Services for its Northeast Ohio franchise with responsibility for
accounts receivable and credit, route sales auditing, and computer operations. From 1993
to 1997, I worked as a CPA for a local firm providing accounting, business consulting,
and tax services to small businesses. T was hired by The East Ohio Gas Company (“East
Ohio,” now DEO) in December 1997 as Manager, Tax and Accounting Services. In
2001, T joined DEO’s Pricing and Regulatory Affairs department. Iam curtently a

member of the Ohio Society of CPAs.
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‘What are your job responsibilities as Manager Regulatory & Pricing?

My current responsibilities include preparing tariff and other regulatory filings,
determining the adequacy of rider rates, tracking regulatory cost deferrals and related
recoveries, coordinating and providing support for internal and external audits, providing
rates-related accounting and tax support, responding to rates-related inquiries, and
providing support for any other regulatory matters.

In your capacity as Manager Regulatory & Pricing, are you generally familiar with
the Company’s books and records? '

Yes.

PURPOSE OF TESTIMONY
What is the purpose of your testimony in this proceeding?
I am responsible for supporting the following schedules in this rate proceeding, which

were prepared by me or under my direction and supervision:

SectionB:  B-S.1, B-6.2, B-7, B-7.1, B-7.2, B-8, and B-9

SectionC:  All schedules except C-1, C-4, C-4.1, and certain C-3 adjustments
SectionD:  Schedules D-5 and PCD-5

Does your testimony include information for the East Ohio and West Ohio divisions
of DEO?

Yes. Since The West Ohio Gas Company was merged into East Ohio as of December 31,

1996, combined financial information has been presented.
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B SCHEDULES
Please deseribe Schedule B-5.1.

Schedule B-5.1 provides date certain and 13-month average balances for the non-cash

components included in the working capital calculation, These non-cash components

include the following:

(1)  Customers’ deposits offset: The test year average balance of customers’ security

deposits is ($24,059,713).

2) Interest on customers’ deposits: The amount ($721,791) represents the amount of
test year interest that will accrue on and be added to the average balance of test year

customers’ deposits.

(3)  Materials and supplies held for normal operations: DEQ’s materials and supplies
do not include any inventories held for additions and new construction. The test year

average balance of materials and supplies in inventory is $2,278,708.

(4)  Percentage of Income Payment Plan (PIPP) uncollectibles balance: This amount
is the test year average balance of PIPP arrearages under twelve months old. The test
year average balance is $123,385,458. This balance is further discussed in the testimony

of Jeffrey A. Murphy.

Please describe Schedule B-6.2.

Schedule B-6.2 is not applicable. Because contributions in aid of construction are netted
against gross plant balances shown on Schedule B-2.1, they are not considered a separate

other rate base item.
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Schedules B-7, B-7.1, and B-7.2 request jurisdictional allocation factors,
jurisdictional allocation statistics, and changes in allocation procedures. Do these
schedules apply to DEO?

No. The Company’s entire service territory is jurisdictional. DEQO does not have any

non-jurisdictional utility plant.

Please describe Schedule B-8,

Schedule B-8 summarizes Gas Received, Sales and Other Deliveries, and Company Use
for the twelve months ended March 31, 2007, the date certain. This data is used to

calculate the Company’s unaccounted-for gas.

Please describe Schedule B-9.

Where applicable, Schedule B-9 provides the data for each CWIP project which was
included in rates effective after April 10, 1985, and which was placed into service
between the date certain of the last rate case and the date certain of this rate case. DEQ
does not have CWIP amounts embedded in current rates, and there are no projects for
which mirroring was begun in a prior case and will not be completed by the effective date

of rates authonized as a result of this case.

C SCHEDULES

What is shown on Schedule C-2?

Schedule C-2 is DEO’s summary of its jurisdictional adjusted operating income at current
rates for the test year, This schedule summarizes the unadjusted test year income and
expenses from Schedule C-2.1 in the third column and adjustments to income and
expenses from Schedule C-3 in the fourth column. The summarized unadjusted test year
income and expense and the related adjustments are summed to arrive at adjusted

operating income and expenses, which are shown in the fifth column. Adjusted and
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unadjusted federal income tax amounts are supported by Schedules C-4 and C-4.1,
respectively, which are described in the direct testimony of DEQ witness Robert Taylot.
The adjusted information shown on Schedule C-2 contains representative levels of
revenues at current rates and normal and reasonable levels of expenses associated with
providing service to, and rneeting the obligation to serve, the Company’s customers for

the test year,

Please describe Schedule C-2.1.

Schedule C-2.1 provides details by function and by FERC account number of DEQ’s test
year unadjusted revenues and expenses. The test year income and expenses comprise
three months of actital data and nine months of forecasted data. Federal income tax
amounts shown have been determined based on the unadjusted test year income and
expenses. Because the rates proposed in this proceeding apply to all of the Company’s
service territories, and all service areas are jurisdictional, no jurisdictional allocations of

less than 100% are necessary.

Please describe the schedules that support the adjustments on Schedule C-2,

The adjustments shown on schedule C-2 are supported by the summary information
contained in Schedule C-3 and its corresponding detailed information shown in
Schedules C-3.1 through C-3.31. The adjustments described in these latter schedules are
made to reflect annualizations, reclassifications, normalizations, additions, and
eliminations to derive an income statement for the test year that accurately portrays the
financial condition of the Company under current rates and provides an appropriate basis

for setting rates. Because the federal income tax effect of each adjustment is shown on
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Schedule C-3 and the total tax effect ties to Schedule C-4, there is not a separate

adjustment for federal income tax.

What is the purpose of the adjustment to synchronize date certain revenue and gas
cost shown on Schedule C-3.17

There are timing differences between the purchase of gas from Standard Service Offer
(“SSO™) suppliers during the calendar month and the amounts billed to SSO customers
during the revenue month. The adjustment of $12,494,370 increases 2007 purchased gas

costs through March 31, 2007, the date certain, to match amounts billed to customers in

the same period in order to eliminate those timing differences from the test year.

Please describe the adjustment for the sale of storage in place shown on Schedule C-
3.2

In January and February 2007, DEQO made sales of stored gas to SSO suppliers totaling
$22,758,722, which was recorded as revenue on DEQ’s books. Offsetting entries totaling
$21,677,683 were made to apply the sales proceeds, net of gross receipts tax, as a
reduction of costs deferred for recovery through the Transportation Migration Rider -
Part B. Since sales of storage to SSO suppliers are not recurring transactions, the
adjustment on Schedule C-3.2 removes the sales from test year operating revenue, and
removes the offsetting gas cost entries and the related gross receipts tax expense of

$1,081,039 accrued on the sales from test year operating expenses.

What is the operating revenue and cost annualization adjustment shown on
Schedule C-3.3?

The adjustment on Schedule C-3.3 is needed to synchronize test year operating revenues
and purchased gas costs based on projected test year sales volumes that have been

normalized for the effect of weather. The determination of projected test year volumes




10
11

. 12
13

14

15

16

17

18
19

20
21

22

@

Q18.
AlS.

Q19.
Al9.

by rate schedule is described in the direct testimony of DEO witness Larry Rice. The
annualized sales volumes wete priced using DEO’s current base rates to arrive at adjusted
base revenues, and at the actual SSO rates for January through June 2007 and projected
SSO rates for the remainder of 2007 to arrive at adjusted gas cost revenues. Rider
revenues were determined by applying the latest known rates to applicable annualized
volumes. Purchased gas costs included in test year operating expenses were adjusted to

equal adjusted pas cost revenues.

Please describe the billed riders adjustment an Schedule C-3.4.

Similar to the adjustment of purchased gas cost expense to match gas cost revenues, the
adjustment on Schedule C-3.4 synchronizes operating expenses associated with riders
chérged by DEQ with associated adjusted test year operating revenues. For this purpose,
DEO has grouped its rider-related operating expenses in three categories: (1) gas cost
related riders, which include volume banking fees, the Transportation Migration Rider —
Part A, and the Transportation Migration Rider — Part B; (2) uncollectible expense riders,
which include the PIPP Rider and the Uncollectibles Expense Rider; and (3) tax-related
riders, which include the natural gas consumption excise tax rider and the gross receipts

tax rider.

What is the gross receipts tax adjustment shown on Schedule C-3.5?

The adjustment on Schedule C-3.5 adjusts total test year gross receipts tax expense to the
level of expense to be recognized based on adjusted test year operating revenues reduced
for projected non-taxable revenues, taking into account the adjustment on Schedule C-3.2

to total gross receipts tax expense and the adjustment on Schedule C-3.4 to the portion of

- gross recelpts tax expense recovered through the gross receipts tax rider.
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Please explain the charitable contributions adjustment on Schedule C-3.6.

This adjustment removes from operating expenses the amount of test year charitable
contributions to be allocated to DEQ by Dominion Resources Services Inc. (“Service
Company™). Charitable contributions to be incurred directly by DEO are not included in

test year operating expenses.

What is the adjustment for GTI program funding shown on Schedule C-3.7?

The adjustment on Schedule C-3.7 increases test year operating expenses by $600,000

representing DEQ’s planned annual funding for the Gas Technology Institute’s (“GTI7)

Operational Technology Development program, which is discussed in the direct

testimony of DEQ witness Ron Edelstein.

Please describe the rate case expense adjustment shown on Schedule C-3.8.

Schedule C-3.8 shows an increase to test year operating expenses for the incremental
costs associated with filing this rate case amortized over three years. The details of those
incremental costs are contained in Schedule C-8, which will be described later in this
testimony, Such expenses are considered to be incremental since they have not been
included in the budgeted amount for FERC account 928, regulatory commission expense,

or in any other expense category shown on Schedule C-2.1

Please explain the depreciation expense adjustment on Schedule C-3.12.

The adjustment on Schedule C-3.12 adjusts test year depreciation and amortization
expense to the level of expense determined by applying current depreciation rates to
property balances at March 31, 2007, the date certain. The amount of this adjustment is

the difference between unadjusted test year total depreciation and amortization expense
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shown on Schedule C-2.1 and the total depreciation and amortization expense at current

rates shown on Schedule B-3.2 “Current.”

What is the depreciation expense adjnstment shown on Schedule C-3.13?

This adjustment is needed to reflect total depreciation and amortization expense on date
certain property at proposed depreciation rates, which are supported by the latest
depreciation study performed by Gannett-Fleming. The results of the latest depreciation
study have been provided to Commission Staff as well as the Office of the Ohio
Consumers’ Counsel (*OCC”), and will be provided to other interested parties in this
proceeding upon request. The amount of the adjustment is the difference between total
depreciation and amo:tization expense on date certain property at current rates shown on
Schedule B-3.2 “Current” and total depreciation and amortization expense on date certain
property at proposed depreciation rates shown on schedule B-3.2 “Proposed.” This
adjustment matches test year expenses with the used and useful plant valuation at the date
certain.

Please describe the adjustment for interest on customers’ deposits on Schedule C-
3.14.

Schedule C-3.14 shows an increase to test year operating expenses representing the
reclassification of the interest expense associated with customers’ security deposits.
Interest expenses are not generally included in operating expenses. In the calculation of
working capital, however, the thirteen-month average balance of customer deposits is
eliminated from rate base as a non-investor supplied source of funds. As a result, this
adjustment is made to properly reflect DEO’s cost of that funding source in its total cost

of service.
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Please explain the property tax expense adjustment shown on Schedule C-3.16.

The adjustment on Schedule C-3.16 is needed to reflect test year property tax expense at
the level of expense determined by applying the latest known property tax rates to the
assessed value of adjusted jurisdictional property at the date certain, March 31, 2007. As
with the depreciation expense adjustments, the property tax expense calculation resulting
in this adjustment provides a matching of test year expenses to the used and useful plant

valuation at the date certain,

What is the adjustment for annualized wages, salaries, and benefits shown on
Schedule C-3.177 :

This adjustment represents the annualized effect of labor cost increases occurring or
anticipated to occur during the test year and includes any corresponding increasc in
overtime and benefits. Consistent with other operations and maintenance expenses, the
portion of the labor cost increase that would be capitalized has been excluded. The
annualized wages, salaries, and benefits adjustment results in operating expenses that
appropriately reflect labor cost increases that are known and measurable and
representative of the levels of expense that will be incurred when the proposed rates

become effective.

Please describe the payroll tax adjustment on Schedule C-3.18.

Schedule C-3.18 shows an adjustment to taxes other than income taxes to reflect payroll
tax expense commensurate with the adjusted test year labor costs. Included in the
calculation of this adjustment are the F.I.C.A. taxes and federal and state unemployment

taxes determined by applying current rates to test year taxabie wages. As with the

10
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adjustment for annualized wages, salaries and benefits, taxes on capitalized labor costs

have been excluded.

Please explain the adjustment for lobbying expense shown on Schedule C-3.19.

Althongh DEQ’s test year lobbying expense is not included in operating expenses, test

year operating expenses include such costs allocated to DEO by the Service Company.

- The adjustment on Schedule C-3.19 eliminates costs incurred by the Service Company

for political activities.

What is the PUCO and OCC assessments adjustment on Schedule C-3.20?

This adjustment was made to adjust the annual PUCO maintenance fee and the OCC fund
assessment at the level determined by applying historical rates to revenues reported on
the 2006 Intrastate Gross Earnings report filed with the Commission. This calculation

reflects the level of assessments expected to be levied during this test year.

Please describe the advertising expense adjustment on schedule C-3.21,

For purposes of setting rates, DEO has excluded all advertising expenses from test year
operating expenses, including both the amount expected to be incurred directly by DEO

and the amount expected to be allocated to DEO from the Service Company.

Please explain the adjustment for dues and memberships included on Schedule C-
3.22.

A review of dues and memberships expense included in test year allocations from the
Service Company identified certain civic and industry dues paid to organizations that do
not benefit the customers of DEQ. Accordingly, such expenses have been removed from
test year operating expenses as shown on Schedule C-3.22. Test year dues and

memberships costs that are anticipated to be incurred by DEQ include no social or service

11
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club dues or other dues to organizations that provide no benefits to DEOQ’s customers and,

accordingly, have been included in test year operating expenses.

What is the public relations expense adjustment shown on Schedule C-3.23?

DEO has excluded from test year operating expenses costs incurred for social and
charitable activities since such costs have been held to be non-recoverable in rates. This
adjustment includes both costs anticipated to be incurred directly by DEQ as well as costs
to be allocated to DEO from the Service Company. Also included in the adjustment is

employee relations expense allocated from the Service Company.

Please describe the annual incentive plan expense adjustment on Schedule C-3.25,

The adjustment shown on Schedule C-3.25 adjusts annual incentive plan expense

included in test year operating expenses ta reflect incentive plan amounts actually paid in

2007.

Did DEO include a test year adjustmeht to include costs incurred in connection with
the Commission’s investigation of natural gas service risers?

No. On February 5, 2007, DEO filed an application in Case No. 07-125-GA-AAM
requesting approval to defer costs incurred in connection with the Commission’s
investigation of natural gas service risers, with the appropriate level of recovery to be
addressed in DEO’s next base rate case. Because that case is pending before the

Commission and no ruling has yet been made, the Company has not included a Schedule

‘C-3 adjustment for such costs. Should the Commission approve DEO’s application in

that case during the course of this rate case, DEO recommends that the Commission

incorporate such costs into the revenue increase authorized for the Company.
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Are there other Schedule C-3 adjustments that you have not explained?

Yes. Other Schedule C-3 adjustments that are not described in this testimony are
addressed in the direct testimony of DEO witnesses Jeffrey A. Murphy and Daniel M.

Ives.

Why are there no secial or service club dues shown on Schedule C-5?

As indicated in my discussion of Schedule C-3.22, DEO has excluded any amounts

related to social or service club dues from adjusted test year operating expenses.

Why are there no charitable contributions shown on schedule C-6?

As described in my discussion of Schedule C-3.6, DEQ’s charitable contributions are not
included in its operating expenses and DEO has excluded from test year operating
expenses any amounts related to charitable contributions allocated from the Service

Company.

Please describe Schedule C-7.

Schedule C-7 provides the unadjusted test year amounts chargéd to the following FERC
accounts shown on Schedules C-2.1, broken down by labor and other expenses: FERC
accounts 907 through 910 included in customer service and informational expenses,
FERC accounts 911 through 916 included in sales expenses, and FERC account 930.1,

general advertising expense.

Please explain the rate case information shown on Schedule C-8.

This schedule details the estimated rate case expenses for the current case, the estimated
rate case expense for the most recent prior case, and the actual and estimated expenses for

the next most recent case. The schedule also shows a summary of the amortization of the
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expenses estimated for this case and actually incurred for the rate case prior to the most
recent case. As stated in DEQ’s motion requesting a waiver of the standard filing
requirements in this case regarding Schedule C-8, DEO was unable to locate records of
the actual rate case expense in the most recent case, Case No. 93-2006-GA-AIR. The
actual expenses incurred for the rate case prior to the most recent case were obtained
from Schedule C-8 filed in the most recent case. The Commission approved DEQO’s
waiver request on August 15, 2007. Although DEO’s last two rate cases were resolved
through stipulations by the parties involved, the estimated expenses for the current case

reflect the assumption that the case will be fully litigated.

Please explain the information presented in Schedules C-2 and C-9.1.

Schedule C-9 details the payroll and payroll-related costs included in unadjusted test year |
expenses as well as the effect of applicable Schedule C-3 adjustments to those payroll
and related costs. The information is further supported by Schedule C-9.1, which
analyzes payroll information for the total company and for each of DEO’s employee
classifications, salaried and hourly. The analyses in Schedule C-9.1 include data for the
most recent five calendar years as well as for the test year and present the man-hours,
labor dollars, employee benefits, payroll taxes, and employee levels. Also included in
Schedule C-9.1 are the monthly employee levels for the prior two calendar years and the
test year. It should be noted that two versions of the total company data are presented:
one that includes DEQ’s pension benefit credits in total employee benefits and employee
benefits expensed and one that excludes the pension benefit credits from these lines of the
schedule. The version that excludes the pension benefit credits displays a truer

representation of the ratio of employee benefits expensed to total employee benefits and
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is consistent with the proposed treatment of the test year pension expense credit described

in the testimony of Mr. Ives.

Please explain the Gross Revenue Conversion Factor calculated on Schedule C-10.

The Gross Revenue Conversion Factor, which is used on Schedule A-1 in the
determination of the revenue deficiency, is computed by assuming that each dollar
increase in operating revenue is offset by an associated increase in uncollectibles
expense, statc gross receipts excise tax, and federal income tax. In order to calculate the
resulting operating income of an incremental revenue dollar, operating revenues are
initially assumed to 100% of each incremental dollar. For DEQ, since no reduction of
that percentage results from increased uncollectibles due to the existence of the
Uncollectibles Expense Rider, zero percent is entered onto Line 2 of the calculatidn. The
current gross receipts excise tax rate of 4.75% is then applied to the operating revenues
after adjusting for the uncollectibles percentage, with the result of 4.75% shown on Line
4. The reduction associated with federal income taxes is calculated by applying the
current marginal tax rate of 35% to operating revenues after reduction for uncollectibles
and gross receipts tax. This provides a result of 33.3375%, which is shown on Line 6.
Taking into account the reductions on Lines 2, 4, and 6, DEO’s incremental operating
income is 61.9125% of each incremental operating revenue dollar, as shown on Line 7.
The Gross Revenue Conversion Factor of 1.615183 is determined by dividing the

incremental revenue percentage of 100 by the operating income percentage of 61.9125.

Please describe the data presented on Schedule C-11.1 and C-11.2.

Schedule C-11.1 presents comparative balance sheets as of December 31, 2002 through

2006, and as of the date certain, March 31, 2007. The amounts on this schedule were

15



. 1 obtained from the Company’s books of record as of the applicable dates. Schedule C-

2 11.2 presents the corresponding comparative income statements for the years ending

3 December 31, 2002 through 2006, and for the test year ending December 31, 2007. The
4 amounts on this schedule for the historical years were obtained from the Company’s

5 books of record for the applicable calendar year. The amounts provided for the test year
6 correspond to amounts shown as Adjusted Revenues and Expenses on Schedule C-2

7 through Net Operating Income. Other Income and Deductions was determined using

8 three months actual data and nine months of planned data. Interest charges reflect the

9 amount of interest expense shown on Schedule C-4 less estimated test year AFDC.

10 Q44. What information is provided on Schedules C-12.1 through C-12.4 ?

11 A44. These schedules are summaries of revenue and sales statistics for five historical yvears and

. 12 five projected years as well as the test year. All historical data was taken from DEO’s
13 books of record. The projected data was determined from volumes and customer counts
14 projected for DEQ’s 2008 — 2012 financial plan, which is currently being developed. The
15 test year data corresponds with the adjusted test year revenues shown on Schedule C-2.
16 Schedule C-12.1 shows total company revenue statistics and Schedule C-12.2 shows the
17 same information as jurisdictional revenue statistics. Schedule C-12.3 shows total
18 company sales statistics and Schedule C-12.4 shows the same information as
19 jurisdictional sales statistics.

20 Q45. Please describe the information shown on Schedule C-13.

21  Ad45. Schedule C-13 provides an analysis of activity in the reserve for uncollectible accounts
22 for the three most recent years and for the test year, including the ratios of net write-offs

. 23 and the provision for uncollectibles expense to the ending reserve balance. As noted on
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Schedule C-13, amounts deferred for collection through the Uncollectibles Expense Rider

have been excluded from this analysis.

D SCHEDULES

Please explain the information presented on Schedule D-5.

Schedule D-5 provides comparative financial data for the test year and the ten most
recent years for DEO. Balance sheet data used to provide the test year amounts are taken
from the Company’s financial records as of the date certain, March 31, 2007. Income
statement information for the test year corresponds to amounts shown as Adjusted
Revenues and Expenses on Schedule C-2 through Net Operating Income. Other Income
and Deductions was determined using three months actual data and nine months of
planned data. Interest charges reflect the amount of interest e)épense shown on Schedule
C-4, and AFDC is based on a financial estimate. Information for the historical years was

obtained from the Company’s financial statements.

What is the information shown on Schedule PCD-5?

Schedule PCD-5 is the parent company version of Schedule D-5. For purposes of this
schedule, information for the years 1997 through 1999 is provided for Consolidated
Natural Gas Company, and information for the years 2000 through 2007 is provided for
Dominion Resources, Inc. Balance sheet information for 2007 is presented as of June 30,
2007, the mﬁst recent date for which financial data was available, and income statement

information for 2007 is presented for the six months ended June 30, 2007.

Does this conclude your testimony?

Yes.

CO-1381438v3
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Direct Testimony of

Sylvia P. Green

WITNESS IDENTIFICATION AND BACKGROUND
Please state your name, occupation and business address.

My name is Sylvia P. Green. I am employed as the Manager of Fixed Asset Accounting
by Dominion Resources Services, Inc. (“Service Company™). My business address is 701

East Cary Street, Richmond, Virginia 23219.

Please summarize your educational background and employment experience.

1 graduated from Longwood College (currently Longwood University) in Farmville,

Virginia in May 1979 with a Bachelor of Science degree in Business Administration with
an accounting concentration. In May 1984, I received a Masters of Business
Administration degree from the University of Richmond, Richmond, Virginia. In
addition, [ am currently licensed by the Virginia Board of Accountancy as a Certified
Public Accountant. I began work with Virginia Electric and Power Company (“Virginia
Electric”) in May 1979 as an Assistant Accountant. Since that time [ have been
employed by either Virginia Electric or the Service Company in vatious accounting and
information technology positions, In March 2005, 1 transferred from a position of
Manager in the Information Technology Department for the Service Company to my

current position as Manager of Fixed Asset Accounting.

In your current position, are you familiar with the books and records of The East
Ohic Gas Company d/b/a Dominion East Ohie (“DEO” or “Company”)?

Yes.
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PURPOSE OF TESTIMONY

What is the purpose of your testimony in this proceeding?

The purpose of my testimony is to sponsor the following Section B Schedules, which
address rate base and adjustments to rate base: B-2, B-2.1, B-2.2, B-2.3, B-24, B-2.5, B-

3,B-3.1,B-3.2, B-3.3, and B-3.4.

Were these schedules prepared by you or under your direction and supervision?

Yes.

Does your testimony include information for the combined operations of DEO’s
East Ohio and West Ohio divisions?

Yes, it does. For questions regarding detailed transaction data, separate schedules have
been prepared to reflect detailed transactions for West Ohio from December 31, 1982
through December 31, 1996; East Ohic from December 31, 1993 through December 31,
1996; and for the combined Company from December 31, 1996 through March 31, 2007,

the date certain.

B SCHEDULES

What information is shown on Schedule B-2?

Schedule B-2 is a summary of the Company’s plant in service by major property
groupings as of March 31, 2007, the date certain. The schedule also summarizes the
adjusﬁnents made to arrive at the adjusted jurisdictional plant in service by major
property groupings as of the date certain. The total adjusted original cost of jurisdictional

plant in service as of March 31, 2007, is $1,939,317,268.
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What does Schedule B-2.1 show?

Schedule B-2.1 details, by plant account, the book cost of the plant in service data

summarized in Schedule B-2.

What does Schedule B-2.2 show?

Schedule B-2.2 details the proposed adjustments to plant in service by account number.

What adjustments have been proposed by the Company?

The Company is proposing six fypes of adjustments to plant in service. These
adjustments remove from plant in service: (1) the acquisition cost of assets no longer in
service; (2) costs for asset retirement obligations recorded in accordance with SFAS No.
143; (3) capitalized leasehold improvements not retired upon expiration of the leases;

(4) a contribution in aid of construction (“CIAC”) paid by DEO; (5) costs associated with
the extension of various leases; and (6) a reserve for future gas losses included in

underground storage.

Please describe Schedule B-2.3,

Schedule B-2.3 details, by plant account, the actual book balances at March 31, 2007, as
well as the actual additions, retireﬁents and trans{ers that occurred between December
31, 1982 through December 31, 1996 for West Ohio; December 31, 1993 through
December 31, 1996 for East Ohio; and December 31, 1996 through March 31, 2007 for

DEO.

What is shown on Schedule B-2.4?
Schedule B-2.4 is a list of all the leased property and improvements to leased properties

that are capitalized and included in the rate base.
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Schedule B-2.5 requests information on property excluded from rate base. Does the
Company have any such property?

Yes, the Company has excluded non-utility property with an original cost of $2,559,940.

Please describe Schedule B-3.

Schedule B-3 details by plant account the Company’s depreciation reserve balances, by
major property groupings as of March 31, 2007, and the adjustments made to arrive at the
total adjusted jurisdictional depreciation reserve at the date certain of $ 852,185,473,

What is the rationale for the adjustments to the depreciation reserve identified on
Schedule B-3.17

The adjustments on Schedule B-3.1 were made in order to reconcile the depreciation
reserve with plant in service in light of the related property adjustments shown on

Schedule B-2.2.

What is shown on Schedule B-3.27

Schedule B-3.2 sets forth, as of the date certain, jurisdictional plant investment, current
and proposed depreciation accrual rates and the calculated current and proposed annual
depreciation expense. The current depreciation accrual rates used by DEO became
effective January 1, 2001 as approved by the Commission in Case No. 01-2592-GA-
UNC, with the exception of the accrual rate for Account 303.03, Miscellaneous
Intangible Plant, which became effective January 1, 2003 as approved 'by the

Commission in Case No. 03-2204-GA-AAM.,

Please explain Schedule B-3.3.

Schedule B-3.3 is the summary of depreciation reserve accruals, retirements and transfers

which occurred between December 31, 1982 through December 31, 1996 for West Ohio,




December 31, 1993 through December 31, 1996 for East Ohio, and December 31, 1996

through March 31, 2007 for DEO.

Q18. Please describe Schedule B-3.4.

Al18. Schedule B-3.4 contains the depreciation reserve and amortization expense related to

leased property and improvements to leased property disclosed in Schedule B-2.4.

Q19. Does this conclude your testimony?

Al9.  Yes.

COL-1381047v1
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Direct Testimony of

Robert D. Taylor

WITNESS IDENTIFICATION AND BACKGROUND

Please state your name, oceupation and business address.

- My name is Robert D. Taylor. 1 am employed by Dominion Resources Services, Inc.

("Service Company™) as Managing Director - Corporate Taxation. My business address

is 701 E. Cary Street, Richmond, Virginia 23219.

Please summarize your educational background and employment experience.

1 graduated from Duquesne University (Pittsburgh, PA) in December 1972 with a
Bachelor of Arts Degree in Political Science. After graduating from Duquesne, I enrolled
in their evening business school taking various accounting, business law and business
mathematics courses in preparation for the Pennsylvania Certified Public Accountant's
exam, I passed ﬁe exam in May 1977. 1 obtained a Masters of Science Degree in

Taxation from Robert Morris College in 1981.

From 1969 through June of 1978, I worked for Sauer, Ahlquist and Associates, a local
Pittsburgh CPA firm concentrating in various areas of federal, state and local taxation of
individuals, corporations, estates and trusts as well as audits and financial statement
compilations, From July 1978 to February 1980, I worked for another local Pittsburgh

CPA firm, Crawford, Ellenbogen and Company in the same capacity.

In February of 1980, I joined Consolidated Natural Gas Service Company, Inc.
(“CNGS”) as Senior Auditor. In September of 1980, I accepted a position in a new

department, the Strategic Financial Planning Department as a senior analyst. I was
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appointed Assistant Treasurer, Finance in CNGS® Corporate Treasury Department in
September 1984 and in January 1986 transferred to the Tax Department as Assistant
Director, Taxes. Since then, I progressed to Director and to Assistant Vice President,
Taxes. After the merger of CNGS’ parent company, Consolidated Natural Gas
Company, with Dominion Resources, Inc. (“DRI™), I accepted the position of Director -
Corporate Taxation with the Service Company and was subsequently promoted to my

current position of Managing Director - Corporation Taxation.

Are you a member of any professional organizations that address tax issues?

Yes. I am a member of the American, Pennsylvania and Virginia Institutes of Certified
Public Accountants as well as the Tax Executives Institute. In addition, ] am a member
of the Tax Committees of the Interstate Natural Gas Association of America (“INGAA™)

and the American Gas Association (“AGA”).

What are your responsibilities as DRS’s Managing Director - Corporate Taxation?

I assist in the management and coordination of the DRI corporate tax function to ensure

compliance with all tax laws in accordance with the highest standards of professional

competence and integrity. That responsibility entails establishing system-wide policies

for tax matters; furnishing tax advice and guidance to system companies; oversight of the

federal, state and local audits; engaging in tax research and planning and consulting with 1
outside tax counsel; and engaging in special projects and studies concerning major

acquisitions, reorganizations and other business transactions.
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PURPOSE OF TESTIMONY

What is the purpose of your testimony in this proceeding?

My testimony addresses the following issues:

s Tax Related Rate Base Items - Schedules B-6 and B-6.1; and
¢ Tax Related Cost of Service Issues - Schedules C-4 and C-4.1.

Were these schedules prepared by you or under your direction and supervision?

Yes.

TAX RELATED RATE BASE ITEMS - SCHEDULES B-6 AND B-6.1

Please describe the Investment Tax Credit adjustment to Other Rate Base Items as
reflected on Schedule B-6.

Dominion East Ohio’s (“DEQ™) adjustment to FERC Account 255 - Investment Tax
Credit reflects the normalization adjustment under former Internal Revenue Code Section
46(H)(2)B). Under former IRC Sec. 46(f), the benefits of the investment tax credits
provided under former IRC Sec. 38 are not available for public utility property if the
benefits related to those credits were “flowed through” to the utilities ratepayers in the
ratemaking process as an immediate reduction to either réte base or income taxes in the
utility’s cost of service calculations. In order to receive the benefits of the investment tax
credits, DEO elected to ratably flow through (amortize) the investment tax credits in its
cost of service federal income tax calculation and not to reflect any adjustments to rate
base. Investment tax credits earned prior to 1971 were not subject to the normalization

requirements and are reflected as an adjustment to rate base.



10

11

13

14

15
16
17
18
19
20
21

22

AS.

Please describe the Deferred Income Tax adjustments to QOther Rate Base Items as
reflected on Schedule B-6.

DEQ’s adjustment to FERC Account 283 - Alternative Minimum Tax eliminates the
accumulated deferred taxes impact associated with the Alternative Minimum Tax Credit.
DEO computes the current federal income tax expense for ratemaking purposes using the
regular tax rate of 35% and not the minirnum tax rate of 20%, as reflected in the

consolidated federal income tax return.

DEQ’s adjustment to FERC Account 283 - Bad Debts - PIPP eliminates the accumulated
PIPP deferred taxes. PIPP bad debts are recovered through a separate rider and not

through base rates.

DEQ’s adjustment to FERC Account 283 - Bad Debts - Tracker eliminates the
accumnulated deferred taxes associated with the uncollectibles expense adjustment
mechanism. Most of DEO’s non-PIPP uncollectibles expense is recovered through a

separate rider and not through base rates.

DEQ’s adjustments to FERC Account 283 - FIN 48 eliminate the impact on accumulated
deferred taxes resulting from DEQ’s adoption of FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes, effective January 1, 2007. Taking into
consideration the uncertainty and judgment involved in the determination and filing of
income taxes, FASBH Interpretation No. 48 establishes standards for measurement and
recogmition in financial statements of positions taken by an entity in its income tax
returns. Positions taken, or expect to be taken, by an entity in its income tax returns that
are recognized in the financial statements must satisfy a more-likely-than-not recognition

threshold, assuming that the position will be examined by taxing authorities with full
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knowledge of all relevant information. In the case of these adjustments, due to
uncertainty about the timing of certain deductions for tax purposes, the application of
FASB Interpretation No. 48 resulted in a decrease to DEO’s accumulated deferred tax

liabilities.

DEO’s adjustment to FERC Account 283 - Pension eliminates the accumulated pension
deferred taxes. As discussed in the direct testimony of DEO witness Daniel Ives, the

FAS 87 impact of accounting for pensions is eliminated for this base rate filing.

DEO’s adjustment to FERC Account 190 - UPGA (Unrecovered Purchased Gas
Adjustment) eliminates the accumulated UPGA deferred taxes. UPGA is recovered

through a separate rider and not through base rates,

Does DEO normalize temporary differences?

Yes. DEO provides deferred taxes (normalizes) on all temporary differences. The
Commission granted the Company authorization to normalize all temporary differences

in Case No. 93-2006-GA-AIR.

TAX RELATED COST OF SERVICE ISSUES - SCHEDULES C-4 AND C-4.1
Please describe Schedule C-4.

Schedule C-4, Adjusted Jurisdictional Federal Income Taxes, shows the calculation of
federal income taxes based upon the adjusted and proforma test year revenues and
expenses delineated on Schedules C-1, C-2 and C-3. The computation includes the effect
of reconciiing items related to those revenues and expenses. Deferred taxes have been

provided to normalize all temporary differences.




Q11. Please describe Schedule C-4.1.

All. Schedule C-4.1, Development of Jurisdictional Federal Income Taxes Before
Adjustments, shows the calculation of federal income taxes based upon the unadjusted
test year revenues and expenses delineated on Schedules C-2 and C-2.1. The
computation includes the effect of reconciling items related to those revenues and

expenses. Deferred taxes have been provided to normalize all temporary differences.

Q12. Does this conclude your testimony?
Al2, Yes.

COL-1381088v3
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Direct Testimony of

- Larry J. Rice

WITNESS IDENTIFICATION AND BACKGROUND

Please state your name, occupation and business address.

My name is Larry J. Rice. [ am a Senior Transportation Analyst within the
Transportation Services Department at Dominion East Ohio (“DEO” or “Company™).

My business address is 1201 E. 55th Street, Cleveland, Ohio 44103-1028.

Please summarize your educational background and business experience.

I graduated from the University of Akron in 1986 with a Bachelor of Science degree in
Accounting, T worked for DEQO as a Management Intern — General Accounting in 1984
and 1985 and a Management Intern — Planning and Budgeting in 1986. I joined DEQ
full-time in 1987 and have held various positions over the past twenty vears in Planning
and Budgeting, Gas Accounting, High Pressure Billing, Revenue Reporting, Rates and
Regulatory, Gas Forecasting, Cﬁstomer Billing and most recently, Transportation

Services.

Please summarize your current job responsibilities relevant to DEQ’s Application.

In my current position, I am responsible for preparing the volumetric forecast for use in
the five-year financial plan, which is based on projected future income statements for
Company planning, and the posting of daily targets for the Energy Choice and SSO
programs. The daily targets are the estimated daily volumes being consumed at the

marketer pool level by its customers. The marketer is then expected to deliver for that
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day the matching supply onto DEQ’s system. In the past [ have also prepared the

volumetric forecast for the Long Term Forecast Report (“LTFR™).

PURPOSE OF TESTIMONY
What is the purpose of your testimony?

The purpose of my testimony is to sponsor Schedules E-4 and E-4.1, which summarize

revenues by class and by schedule at present and proposed rates.

Were these schedules prepared by you or under your direction and supervision?

Yes.

SCHEDULES E-4 AND E-4.1
What do Schedules E-4 and E-4.1 show?

Schedule E-4 summarizes the information detailed in Schedule E-4.1 regarding
annualized operating revenue at both current and proposed rates, Both schedules are sub-
totaled at the Residential and Non-Residential customer level within each rate schedule.
Separate sub-totals are provided for DEQ’s East Ohio and West Ohio divisions, as well
as at a total Company level (i.e., East Ohio and West Ohio combined). Schedule E-4
includes line items for Other Révenue and the Migration Rider — Part B impact that are
not included in Schedule E-4.1. Mr, Murphy explains the Proposed and Current Other

Revenue and Migration Rider — Part B impact in his direct testimony.

Please explain how the rate blocks shown in Schedule E-4 were established.

I obtained billing records from April 2006 through March 2007 from the Customer
Information Systems, the Customer Care System (“CCS”) (for predominantly residential

and small non-residential customers) and the Special Billing System (“SBS”) (for
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predominantly large non-residential customers.) Each billing record was reviewed and
single service fee records (a single service fee record reflects usage for only one revenue
month) were processed through a program that allocated the volumes into blocks based
on the total usage of the bill. Attachment LJR 5.1 to my testimony identifies the blocks
used in Schedule E-4. The blocks were determined by reviewing the Standard Filing
Requirements for Schedule E-4 and subsidiaty schedules as they apply to the current
blocking for all rate schedules. After all records were processed, volume totals for each
block for a revenue month were created based on division (East Ohio or West Ohio), rate
schedule and account type (residential or non-residential). Next, a percentage of total
volumes for each block for the rate schedule and revenue month was determined. This
percentage was applied against the test year forecasted volumes for that revenue month to
arrive at the number of volumes within that block. All records with multiple service fees
were summed to confirm that all volumes for the month were accounted for, but they
were not included in the blocking analysis. These records reflect bills that were cancelled
and rebilled during the revenue month and show consumption for multiple revenue
months. Part of the initial processing of the billing records looked for bills that were

eventually cancelled and removed them from the blocking analysis as well.

How were the volumes in Schedules E-4 and E-4.1 forecasted?

The projected volumes for approximately one hundred of the largest customers were
provided at an account level by the Sales Depariment. The remaining volumes were
forecasted at a customer class level by rate schedule. The variables used to determine
monthly test year volumes were billing days, heating degree~days (“HDDs”), number of

customers, daily base load and heating factor per degree-day. The daily base load and
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heating factors were based on the most recent twelve months of billing information and
were unique to the customer class and rate schedule being forecast. The HDDs used for
the test year were determined by reviewing the results of regressions using various years
of moving averages and selecting the equation with the highest r-squared. The projected
number of customers within 2 given rate schedule was based on the current composition,
month-to-month variation in customer levels, and an annual customer growth rate based
on a five-year history. The gas cost and associated sales tax for Energy Choice
customers, which is billed on behalf of customers by their supplier, is not included in the
revenue shown on the ECTS or LVECTS rate schedules. Firm Storage Service (“FSS”)
revenue at full margin rates was estimated based on current contract levels and assuming

that full contract levels are injected and withdrawn during the storage season.

Please explain Rate Schedules GTS, GTS-N, DTS and DTS-N.

Schedules GTS and DTS apply to Generation Transportation Service (“GTS”) and Daily
Transportation Service (“DTS”), respectively. Certain existing customers that will
qualify for service under the proposed GTS and DTS schedules currently receive
negotiated transportation rates. These negotiated rates are provided to address customer-
specific competitive situations. In order to track volumes and revenues separate from
accounts charged at standard GTS or DTS rates, a sub-class within each rate schedule
was created with a delineation of “~N.” By providing separate schedules for customers
charged competitive rates, there will be no increase or decrease in revenue as a result of
certain customers receiving a negotiated rate. DEO will continue to bill these accounts at

present negotiated rates after the proposed rates go into effect.




. 1 Q0. Does this conclude your testimony?
2 AlQ. Yes, itdoes.
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Blocks Used To Accumulate Volumes

Block Start Tnd
01 0.0 0.0
02 0.1 50
03 5.1 10.0
04 10.1 25.0
05 25.1 50.0
06 50.1 100.0
07 100.1 125.0
08 125.1 175.0
09 175.1 200.0
0 260.1 300.0
1 300.1 400.0
2 400.] 500.0
13 500.1 1,000.0
14 1,000.1 1,500.0
15 1,500.1 2,000.0
16 2,000.1 3,000.0
17 3,000.1 4,000.0
i8 4,000.1 5,000.0
19 5,000.1 10,000.0
20 10,000.1 15,000,0
21 15,000.1 20,000.0
2 20,0001 25.000.0
23 25,000, 30,000.0
24 30,000.1 30,0000
25 40,000.1 50,0000
26 50,000.1 75.,000.0
27 75,000.1 100,000.0
28 100,000.1 999,999.9

Attachment LIR-5.1
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Direct Testimony of

Cliff Andrews

WITNESS IDENTIFICATION AND BACKGROUND
Please state your name, occupation and business address.

My name is CLiff Andrews. I am currently employed as a Business Development
Manager for The East Ohio Gas Company d/b/a Dominion East Ohio (“DEO” or

“Company”). My business address is 1201 East 55th Street, Cleveland, Ohio 44103,

Please summarize your educational background and employment experience.

I graduated from Michigan State University in 1985 with a BA degree in Accounting. 1
carned a MBA from the Weatherhead School of Management at Case Western Reserve
University with a concentration in Finance in 1993, I started working for DEO in 1986
as a contract employee developing software for economic analysis of new market
opportunities. Ijoined DEO in 1987 and since then have held various positions in

Marketing, Sales, Planning and Business Development.

Please summarize your current job responsibilities relevant to DEQ’s Application.
I am currently responsible for developing annual and long-term throughput and revenue
forecasts for the industrial customer segment. Additionally, I am responsible for
developing various models for analyzing competition for our existing customer base as
well as new opportunities to increase sales. Through my experience in the industry and
with the Company, I have developed an understanding of the usage patters of the various

customer classes served by DEO and the nature of the costs incurred to serve them.
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PURPOSE OF TESTIMONY
What is the purpose of your testimony?

The purpose of my testimony is to support the Schedule E-3.2 class cost of service study

submitted in the Company’s Application and the related work papers.

Were the cost of service study and relative workpapers prepared by you or under
your supervision?

Yes,

CLASS COST OF SERVICE STUDY
‘What is the purpose of a cost of service study?

The purpose of a cost of service study is to determine the costs to serve each of the

Company’s major customer classes so that their respective revenue responsibility and

~ requirements may be established. The study tabulates not only the revenues and expenses

attributable to a given customer class, but also that class’s share of rate base. Ultimately,
a class cost of service study is an important tool used to assist with rate design. The rate
of return by customer group indicates whether the revenue provided by the customers in
each group recovers the cost to serve those customers. In summary, the cost of service
study helps insure that the proposed rates are “cost based,” meaning that each class bears

its appropriate cost to serve that class.

What methodology did you use to perform a cost of service study?

I utilized a three-step process generally referred to as functionalization, classification and
allocation. In my experience, this is a recognized and accepted methodology for

performing a cost of service study in the natural gas industry.
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Please explain the process of functionalization, classification and allocation.

Functionalization is the process of separating expenses and rate base items according to
utility function (production/gathering, storage, transmission and distribution). The
functional allocation of costs was accomplished through the utilization of the Company’s
accounting system which tracks costs/plant items in accordance with the FERC uniform

system of accounts prescribed for natural gas companies.

Classification identifies the component of utility service being provided. There are at
least four basic components to the services rendered by DEQ: demand/capacity related,
energy/commodily related, customer related, and revenue related. Capacity costs are
incurred to meet the maximum demand imposed on the system. Commodity costs vary
with the volume of natural gas utilized by customers. Customer-related costs are driven
by the number and type of customers served. Finally, certain costs are better allocated on
the basis of revenues. Examples of these are certain taxes, the operating revenue portion

of working capital, customer information and sales expenditures.

After the costs have been functionalized and classified, the next step is to allocate them
among the primary customer classes. This is accomplished through the employment of
allocation factors that specify each class’s share of a particular cost driver such as peak
day requirements, throughput, or number of customers. The appropriate allc.x:alion factor
is then applied to the respective cost element to calculate the share of cost for each

customer class.
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Are there certain costs that do not lend themselves to fanctional categories?

Yes. Certain cost items such as working capital and taxes are treated separately.
Working capital items are segregated into a cash component and several average monthly
balance components. Each item within these categories is allocated based on the most
appropriate allocation factor. Taxes are segregated into other taxes and federal income
taxes, with the major components in each category being allocated in accordance with its

underlying nature.

Are there certain cost items within functional categories that do not lend themselves
to classification as capacity, commodity, or customer related?

Yes. For exampie, general and administrative (“G&A”) expenses are not tracked along
functional lines. These costs support general activities across functional boundaries.
Therefore, they have been allocated proportionally according to the functional share of
total non-G&A operations and maintenance (“O&M™) expenditures and then allocated to
the respective customer classes according to the customer class shere of each functional
component. The same process is used to allocate general plant related costs including
gross plant, accumulated depreciation and depreciation expense. Allocating costs in that
manner indicates that both G& A and general plant support functional activities in a

proportionate manner.

How was the breakdown between commodity and capacity determined?

For transmission and certain distribution expenses, the commodity portion was derived
by applying the system load factor (33.185%) to the applicable expenditures and/or plant
items and were allocated based on total throughput (allocation factor #1). The remaining

portion (66.815%) was deemed to be capacity related and was allocated based on excess
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peak day requirements (allocation factor # 6). For storage and gas stored underground
(plant only), the commodity portion of expenditures are based on the average winter
storage requirements as a percentage of maximum daily deliverability (33.113%) and are
allocated based on winter storage requirement (ajlbcation factor #7). The capacity
portion is 66.887% and is allocated based on excess peak storage (day) requirement

(allocation factor #8).

With respect to the classification process, please elaborate on how capacity costs are
allocated.

There are several generally accepted methods for allocating and determining capacity
costs. The methods that are most applicable to natural gas distribution utilities are: the
coincident peak demand method (based on demands of various customer classes at the
time of system peak); noncoincident peak demand method (based upon actual peak by
class, regardless of time of use); and average and excess peak demand method (based on
a two-part formula reflecting average system usage by class and each class’ share of peak

usage in excess of the average level).

Which method did the Company employ and why was that selection made?

The average and excess method was employed for allocating capacity and commodity
costs because this method provides the best recognition of the load factor characteristics
for each class, Certain cost items are directly attributable to the consumption of natural
gas by the Company’s customers. The average portion of this calculation recognizes
these commodity costs. The excess portion, what is left after the average utilization
component is factored out, represents plant and associated costs that must be held to meet

the peak demands of the various customer classes. The excess portion of required
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capacity represents the incremental demand a given customer class will place on the

Company’s system.

How were customers grouped for purposes of the allocation process?

Customers were grouped according to the tariff schedule under which they are billed.
Where rate schedules had customers with similar usage patterns, the tariff schedules were
combined as a single class. The groupings utilized for the cost of service study were: (1)
General Sales Service (“GSS”)/Energy Choice Transportation Service (“ECTS™); (2)
Large Volume General Sales Service (“LVGSS™)/Large Volume Energy Choice
Transportation Service (“LVECTS™); (3) General Transportation Service
(“GTS™)/Transportation Service for Schools/(“TSS”); (4) Daily Transportation Service
(“DTS”)/Off-System; and (5) Storage (FSS/EFSS/In-Out). In the Company’s experience

and cbservation, the groupings selected represent custorers with similar usage patterns.

Please describe allocation factors used in the cost of service study.

Schedule E-3.2, pages 1-3 of 16, lists 30 allocation factors. Factors 1-4 and 9 are

-volumetric. Factors 5 and 6 describe peak day requirements (Factor 3 is total design peak

day, while Factor 6 is excess peak day requirements). Factors 8 and 9 relate to storage.
Factor 8 breaks out the total winter storage requirement, while factor 9 shows the
allocation of excess peak day storage requirements. Factors 10-14 relate to different
measures for the number of customers. Factors 15-24 and 26 show revenue items broken
down by customer class. Finally, Factor 25 and 27-30 are composite summaries of items

developed in the COS study.
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How were O&M costs allocated?

The following is a summary of how O&M costs are allocated:

. Production’Gathering: Al costs are allocated on a commodity basis utilizing
gathering throughput.
. Transmission: Commodity costs are allocated on total throughput, while capacity

charges are allocated on excess peak demand. -

. Storage: Capacity charges are allocated on excess peak storage requirements,
while commodity charges allocated on winter storage requirements. Under
proposed rates, there are certain Other Gas Supply expenditures (FERC 813) that
are allocated only to the Storage customer class.

. Distribution; Certain costs are directly assigned and others, such as those related
to services, meters and regulators, are allocated on a customer basis. The
remaining costs are assigned on a capacity/commodity basis where capacity
charges are allocated on excess peak demand and commodity charges are
allocated on a total throughput basis.

. Sales and Customer Information: These costs are allocated based on total revenue
_per class.

. General & Administrative: Costs are allocated functionally and across customer
groupings based on the share of the functional cost.

How are gross plant, depreciation reserve and depreciation expense items allocated?

Gross plant, depreciation reserve and depreciation expense follow a similar allocation

pattern by function as the allocation of O&M expenses, except that no plant-related items

are allocated based on revenues

How are revenues allocated?

Revenues are assigned to each class exactly as they are recognized during the test period.
The only exception to the direct assignment is “other revenue,” where certain revenue
strearns are allocated according to relevant allocation factors, The other revenue

allocation is detailed in Work Paper WPE-3.2¢ which, along with the other workpapers
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used in developing the study, is included with my direct testimony as Attachment CA-

6.1.

Please summarize the workpapers coutained in Attachment CA-6.1.

Workpapers WPE-3.2a through WPE-3.2h contain detailed back-up for certain items in
the cost of service study. Specifically, the work papers show details on the storage
allocators, peak day analysis (including average and excess determination), other revenue
allocation, gathering throughput allocation, system load factor, customer-related plant
and expense items, allocation of certain accounting adjustments, and number of

customers.

SUMMARY OF CONCLUSIONS

What conclusions are you able to draw from the cost of service study?

The cost of service study shows that the Company’s revenue deficiency of approximately
$74 million is attributable primarily to the GSS/ECTS customer class. Conversely, the
traditional transportation class is contributing more to revenues than the costs associated
with that class. Based on these findings, the Company has proposed a rate design that

spreads the revenue responsibility more equitably among classes.

Does this conclude your testimony?

Yes

COI-1381353v2
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The East Ohlio Gas Company dib/a bominlon East Ohio
Case No. 07-0829-GA-AIR
STORAGE COST ALLOCATION (WORKPAPER WPE-3.2a)

1. ECISSO STORAGE

2

6. CAPCITY vs. COMMODITY BREAKDOWN

|Average . 3576168041 33.113% odity
- |Excess 722,354,108 | _ 66.887% _|Capacity
Peak 1,080,000 ] 100.0% _|Total

wverage dally sforage = 54 Bcff151 days
Total Peak Day storage less average daily skorage
{1,0680,000 Mcf - 357,616 Mcf = 722,384 Mcf)

July 1

3 4 5
Paak Day Storaga
Peak Day Storage Max Storage Capacity Storage
Throughput Faclor Deliverability multiplier Capacity
AFBSS - 1,096,101 | 34.10% 592,041 51.9 30,726,935
B[LVGSS 101,750 | 34.10% 34689 519 1,800,803
2. FSS{EFSSAN-OUT 6 7 a
EFSS Infout Total
C[Storage Capacity 12,487,000 4270,874] 16,/67,874]FromDMG |
D|Deliverability: 240,587] 101,725 342,327|EFSS; 6C/51 8, IvOul per contract. |
8C/51.0  PerContrect
3. OPERATIONAL BALANGING
9
E‘%ﬁnﬁlﬁ 4,714,268 |54 Bl less fiems GA5B, and 8C above
Fio Tity: 110,937 |1.08 B less ltems 3A, 35, and BD above
4. ALLOCATION OF OPERATIONAL BALANCING
_ Shara of OB: | Peak Day Share of OB:
[Non-base Period Volumes (MMl % _ Capactty _|Requirements % Deitverabil
GSS 123,713 73.9% 34824471 1736191 79.8% 88,545
LVGSS 7,580 4.5% 213370 101,758 4.7% 5,180
TS 36,181 21.6% 1,018,477 337,307 15.5% 17,203
[TOTALY 167,474 100.0% 4714288 | 2,175,268 100%] 110,037
T Exciudes D7 SION-Systam
5. STORAGE ALLOCATION BY CLASS COS Allocator 7
) Wister Borags Raquisamerk COS Allacator 8
A B Excess Peak Day Calculation
"Peak Deliverabliity | % Ca % A Excess | Excess %
680,668 63.0% 34,200,376 63.4% 226,552 | 454,034 62.0%
39,869 3.7% 2,014.273 a.7%) 13,340 76,550 3.7%
17,203 1.6% 10VB AT7 1.5% 6,745 10,458 4%
- 0.0% - 0.0% - - 0.0%
) — 3233 |  B1.7% 18,757 874 31.0% 110,878 231,243 32.0%
1,080,000 | 100.0% 54,000,000 100% 357,616 722,384 | 100.0%
on-base period volumes (Gctober-Aprl] ‘ SB/51  SA-AVQ
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The East Ohlo Gas Company dfb/a Dominion East Chia
Case No. 07-0820-GA-AIR
CUSTOMER RELATED ITEMS (WORKPAPER WPE-3.28)

CUSTOMER RELATED DISTRIEUTION (PLANT)

Senviges Source: B-2.1 Distrtbution

Services All Pressures; (380.0%)
Servioos, Low Prassure: {380.02)
Services, Regulated Pressums: (360.03)

Molers & Regulatrs
Materg-Meters (381.01)
Maiers - Racording Gauges (381.02)
Metars - Haxagram (381.03)
Meder instaliations - Resldential (382.01)
Materinstaltailons - Commercial {382.02)
House reguiators-Small (363.01)
House reguiators-Largel {383.02)
Houss Raguistor Installation {384)

Tote! Moters and Regulators

MR S ingsrial 375.02)
Special Services (380.04)

Tolal indusirial, Customer Related

CUSTOMER RELATED DEPRECIATION EXP. Source: B.32 Propased Distr

Services

Services Al Pressues: (380.01)
Services, Low Pregsure: (380.02)
Services, Regulated Pressure: (380.03)

Meters § Reguistors

Moters-Maters (381.01)

Meters - Racording Gauges {381.02)
Moters - Hexagram (381.03)

Meter insialiadions - Fesidental (352.01)
Meter installations - Commercial (382.02)
House reguiators-Smalf (383.01)

ua.nsum nndusm (575.02)
Spacial Gervioes (330.04)
Industriat M & R Metere & Gauges (335.01)

* indystrisl M & R Other (385.03)

Tatal Indusivial

13,734,541
134,428,088
153,014,662

69,226,758
2,037,403
12,742,200
20,602,074
10,247,848
8,359,807
5,087,807

129,748,737

152,328
479,145
1,217,476

7,206,173

554,382
§7.088,344
6,120,586

$1,088,122
$110,265
$808,885
$457,368
3227498
$310,989
§189,631
525,312
$4,000,668

$3,382
$25.574
$31,3%8

£125.122
$185,733

CUSTOMER RELATED DISTRIBUTION {RESERVE)
Senvices Source: B-3 Distribution

Services Al Pressures; (380.01) 10,884,630
Senvices, Low Pressure: (380.02) 62,370,541
Sarvicas, Regulated Pressure; (38003} £0,198,835
Meiers & Regulators:

Maters - Meters: {381.01) 11,004,681
_Msters - Reconding Gauges {381.02) {1.703,929)
Meters - Hexagram {381.03) 7212718
Maler Instaliations - Residentlal (382.01} 1,866,302
Meter instaliztions - Commarcial (332.02) 1,112408
Houss raguiators-Small {383.01) 2610258
Housa regulators-Largel (383.02) 1,855,334

Housa Reguiator installation (334) 3644

Total Meters and Reguiators 25,301 415
Indusiria) Customer Relaled
MER Stations-Industrial (375.02) 65,000
Speclal Services (380.04) 405078
kedustrial M&R-Melers/Gauges 385.01 485,630
dysirial MER-Other 38503 2,586.477
Todal Industrial Customer Related 3,522,136

CUS‘TOMER RELATED D[STRIBUTION D&M EXPENSE
0 ; Source. C.2.1.3a

Meter and House Regulator Expe. (B78) 511,857,857
Customer instaliations Expenses (879} $1,106,850
Maintenance, Services (892} $2,794,650
Maintenance Meters/House Regs, (833) $661,804
TOTAL §16,720,961
Distri Indust Relaks

M&ﬁ Expensea. Industml (B?'G} 195,524
MAR Maintenance, Industial (890) $156,204
TOTAL £351,728

July 18, 2607




The East Ohio Gas Company d/b/a Dominion East Ohio
Case No, (7-0829-GA-AIR
System Load Factor-Capacity/Commedity (WORKFPAPER WPE-3.2{)

Dominion East Ohio
System Load Factor
Tatal
Apr06 17,001,180
May-06 13,858,943
Jun-06 12,541,635
Jul-06 10,012,805
Aunp-06 10,552,390
Sep-06 10,917,600
Oct-06 20,026,021
Nov-06 24,453,664
Deo-06 29,704,739
Jan-07 37,779,116
Feb-07 45,110,390
Mar-07 28,732,560
Total 260,661,043
Daily 714,222
Peak 2,152,261
Load Factor 033185
Commodity: 33,185% (= average syztem load factor)
Excegs Capacity: " 66.815% (100% minus ave. system LF.)
. Total: :

100.000%

Tuly 18, 2007




The East Ohio Gas Company d/bfa Dominion East Ohio

Case Na. 07-0829-GA-ATR

Peak Day (Averape/Excess Peak Day) Calcniation (WORKPAPER WPE-3.2g)

Dominion East Ohlo

Test Year - Peak Day

Forecast in MMcf's

Schedula

GSSECTS 143,308.810
LVGSSLVECTS 8,804 640
GTSTSS 51,952,169
DTSION-System 50.268.814
Total . 254,624.423
Peak Day Forecast

Design Day (HDD = 78)

Schedule Res.
GSSECTS 1,350.279
LVGSSAVECTS 18.175
GTS/TSS 3799
DTS/Cf-System -
Tolal 1,372.254

Avg. Daily
382627
24.643
142338
137.997
697.601
COS Allccatar #5
Total Pesk Dav
335.911 1,736,191
83.553 101.768
333.508 3371.307
231.768 231,788
1,034,770 2,407,024

Requiraments

A,
392,627
24,643
142.335
137.997

687.601

COS Allocator #6
Excess Paak Day
1,343.564
77115

194.0972

- 831

1,709.422

July 18, 2007
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DEO EXHIBIT 7.0

BEFORE
THE PUBLIC UTILITIES COMMISSION OF CHIO

In the 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

Case No. 07-829-GA-AIR

In the Matter of the Application of
The East Ohio Gas Company d/b/a
Dominion East Ohio for Approval of
an Alternative Rate Plan for its Gas
Distribution Service

Case No. 07-830-GA-ALT

In the Matter of the Application of
The East Ohio Gas Company d/b/a
Dominion East Ohio for Approval to
Change Accounting Methods

Case No. 07-831-GA-AAM

B T N e AW e

DIRECT TESTIMONY OF
RONALD EDELSTEIN
ON BEHALF OF
DOMINION EAST OHIO

Management policies, practice and organization
_X  Operating income

Rate base

Allocations

Rate of return

Rates and tariffs

Other
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Direct Testimony of

Ronald Edelstein

WITNESS IDENTIFICATION AND BACKGROUND
Please state your name, occupation and business address.

My name is Ronald Edelstein. I am employed by the Gas Technology Institute (“GTI™)
as Director, Siate Regulatory Programs. My business address is 1700 South Mount

Prospect Road, Chicago, Illinois 60618.

Please summarize your educational background and professional experience.

I graduated from the University of Florida with a BS in Aerospace Engineering (1969),
Rensselaer Palytechnic Institute (“RPI”) with an MS in Engineering Science: Solid
Mechanics (1972), and another MS from RPI in Engineering Science: Environmental
Science & Technology (1977). I began my employment with Pratt & Whitney, working
as a structural engineer on gas turbines for 8 years. I then joined Planning Research
Company as an engineering consultant to the U.S. Department of Energy for three years.
My next employment was with the Solar Energy Research Institute, where | worked as a
research and dgvelopment (“R&D”) planner for three years. I joined the Gas Research
Institute (“GRI") (how Gas Technology Institute or “GTI”) in 1983 as an R&D planner. I
have also held positions as Director of Planning and Director of Sales. My current
position is Director of State Regulatory Programs. I have been on the Technical
Advisory Board of the California Institute for Energy Efficiency, the California Research,
Development, and Demonstration Working Group to define public interest R&D, and am
currently serving on the Tennessee Home Energy Conservation Task Force focusing on

making natura! gas more affordabie for low-income consumers.
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Have yon previously filed testimony hefore any regulatory commission?

Yes. 1 have filed testimony before regulatory commissions in the states of Georgia,

Kansas, Massachusetts, Michigan, Missouri, Oklahoma, Tennessee, and Virginia.

PURPOSE OF TESTIMONY

What is the purpose of your testimony?

The purpose of my testimony is to summarize the history of GTI and its predecessor GRI,

to describe the benefits that natural gas consumers receive from GTI-funded R&D, and to

explain why I believe it is reasonable for the Public Utilities Commission of Ohio
(“Commission™) to allow The East Ohio Gas Company d/b/a ﬁomim'on East Ohio
(“DEO” or “Company”) to make a $600,000 adjustment to test year operations and
maintenance (“O&M™) expense to fund GTI-sponsored R&D that will‘ directly benefit
DEQ’s customers. These benefits include increased safety, enhanced deliverability,
contained costs for distribution O&M, enhanced environmental quality, greater system
integrity, and lower energy use and energy bills through high efficiency appliances and

equipment

HISTORY AND MISSION OF GT1
What is GTI?

GTI is a not-for-profit corporation and a leading research, development and training
organization serving energy markets. GTI’s customers include energy industry

companies, equipment manufacturers, government agencies and other organizations,

Natural gas local distribution companies (“LDCs™) and pipeline companies, in agreement

with the Federal Energy Regulatory Commission (“FERC”), formed GRI {the

predecessor of GTI) in 1977 in the midst of natural gas curtailments and a predicted gas
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supply shortage. GRI’s mission was to plan, manage, and develop financing for a
cooperative R&D program addressing improvements in production, transport, storage,
and end use of gaseous fuels for the mutual benefit of the natural gas industry and its

present and future customers.

How is GTI funded?

From the time GTI was established in 1977 until recently, GTI was funded through a
FERC-authorized surcharge on gas transparted over the interstate pipelines. DEO
customers have historically supported GTI R&D through upstream suppliers’ prices
which were in turn charged under DEQ’s retail cost of gas. The FERC discontinued that
charge in mid-2004 and has transferred the funding authority to states. Thus, GTI no
longer collects FERC-approved funds, but relies instead on state-based approval of R&D

surcharges.
GTI RESEARCH AND DEVELOPMENT

In what areas does GTI focus its R&D efforts ?

GTI’s focus has been on increased-efficiency, lower-emissions equipment for traditional
end uses such as residential/commercial space heating and water heating equipment and
industrial process heating, steam production, drying, and combined heat and power

applications

What results has GTI had with its research into residential space heating?
Prior to GTI, typical home furnace efficiency was in the range of 60% to 70%. With the
introduction of the 96%+ efficiency fully condensing pulse combustion furnace in the

1980’s, GTI encouraged manufacturers to develop options for the fully condensing
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furnace. Today, condensing furnaces with over 90% efficiency account for about 25% of
residential furnace sales; the pulse combustion furnace and its derivatives are still the

most efficient furnaces on the market.

How has GTI’s rescarch in the area of fully condensing furnaces benefited
residential consumers in Ohio?

In Ohio, between 1995 and 2000, over 388,000 fully condensing furnaces were sold to
residential consumers. These have benefited Ohio consumers who purchased the devices
by net present value of savings of $743 per furnace, even taking into account the ﬁigher
capital cost of the more-efficient furnaces, compared to a 78% efficient gas furnace. This
has saved Ohio residential consumer over $288 million dollars, net present value.
Additionally, in 2002 alone over 4 Bef of reduction in gas loéd was achieved, resulting in

savings to all Ohio consumers because of reduction in gas demand.

How do these savings compare to the cost of the GT1 R&D program during the
period when GTI R&D was funded with a FERC surcharge?

Over the same time period, 1995 — 2000, the entire GTI FERC R&D pragram cost all
Ohio residential gas customers $'1 7.10 per customer for the six years indicated, or about
$43 million. The benefit-to-cost ratio of just one GTI-developed technology, then,
compared to the entire cost of the R&D program, was 6.7 to 1. As shown in Attachment
RE-7.1 of my testimony, nationally, the most recent benefit-to-cost ratio for technologies

that GTI developed and brought to the marketplace over the last five years of the FERC

program is 8 to 1.
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Have GTI's R&D cfforts also benefited commercial customers?

Yes. GTI funding has produced a new generation of natural gas engine-driven,
absorption, and desiccant-based cooling systems. First-generation single-effect
absorption cooling systems had coefficients of performance (“COPs™) of 0.6. A higher
COP indicates higher efficiency. The COP for new systems developed in part through
GTI funding range from 0.8 to 1.2, producing gas savings as well as lowering peak
glectric loads. In additional, GTI’s funding has led to the development of heat pumps
with efficiencies ranging from 100-120% (exceeding even the 96% efficiency of the fully

condensing furnaces).

Has GTI’s R&D resulted in products that are used in industrial applications?

Yes. GTI-funded advancements in industrial combustion equipment helped increase
efficiency and lower emissions from process heating and boiler steam production
facilities. For instance, in 2001, GTI demonstrated oscillating combustion on a forging
furnace with a 49% decrease in nitrogen oxide (“NOx"™) emissions and a 3% decrease in
fuel usage, while keeping the average carbon emissions below 100 ppm; this technology

has applications to a wide range of high-terhperalurc industrial furnaces.

Hoﬁ have GTI’s efforts contributed to safety?

Typically, as new equipment is developed, systemic gaps can cause problems in the areas
of safety and reliability. For examplp, gas furnace corrosion is dependent on vent system
design and installation but, typically, the meter and upstream service is handled by the
LDC, the furnace by the manufacturer, and the vent system by the installers. As
manufacturers began to offer partially condensing-ftn‘nace designs with 80% to 90%

efficiencies, the heat exchanger and vent system began to experience corrosion problems
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which did not exist in the lower-efficiency furnaces sold before 1981. GRI designed
improved heat exchangers and developed vent installation guidelines that minimized the
amount of condensation. GRI also developed furnace installation instructions that are
included in every mid-efficiency residential furnace sold in the United States and its vent

design procedures have been incorporated into the National Fuel Gas Code.

Are there other examples of safety-related R&D?

Yes. Other safety-related research resulted in the elimination of “false positives™ from
carbon monoxide monitors and developed scientific data for acceptable NOx levels for
indoor air quality. In 1998, GTI introduced a test methodology to evaluate new water
heater designs that could reduce or prevent flammable vapor incidents when flammable

liquids are improperly stored adjacent to the heater.

Has GTI engaged in R&D related to gas transmission and distribution systems?

Yes. GTI research has focused on the fundamentals of polyethylene (“PE”) pipe,
especially fracture mechanics, failure analysis, and joining integrity in an effort to lower
the technical risks and increase the confidence in PE pipe. When GTI was created,
plastic pipe comprised about 20% of all new distribution mains; today, non-corroding PE,
with a cost of about half that of coated steel pipe, comprises over 90% of all new main
installations. In addition, most gas mains and services installed in the 1970s used
trenching tools, which tore up the surface and subsurface, increasing restoration costs and
risked penetrating near-surface utility lines. Six years of GTI research yielded the first
set of guided horizontal boring tools, which are now in general use throughout the gas

industry, providing substantial O&M cost savings.
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Yes. For instance, GTI developed the optical methane detector (“OMD”). This device
works by directing a laser beam from a vehicle to quickly and reliably scan streets for
methane feakage. Many LDCs conduct required leak inspections by a walking survey;
the OMD will allow LDCs to convert to driving surveys with a significant reduction in
response time and reduction in labor cost. Although the technology continues to develop,
DEQ has informed me that it already utilizes OMD to perform leak detection in portions
of its service territory. GTI's gas transmission R&D introduced low-NOx controls for

reciprocating engines and gas turbines used at large compressor stations.

In what areas is GTI currently focusing on R&D?

GTI’s current R&D efforts include the following areas of research intended to provide

cost benefits, improve the environment, and promote system safety and integrity:

. Advanced laser-based drilling and fracturing technologies are in the basic
research stage and require a substantial amount of funding to carry them forward.

. Totally new sources of natural gas supply may be required to ensure domestic gas
supply security. A vast supply resource may be in natural gas hydrates but DOE’s
basic research has not yet lowered the technical unknowns and risks to permit
even exploratory production.

. Pipeline and distribution integrity requirements will enhance the safety of the
natural gas system, but R&D is needed on both pigging technology, that is,
nondestructive evaluation (“NDE”) techniques, and on direct assessment
approaches (as an alternative to pigging or hydrostatic testing). Substantial
research is needed to enhance the confidence in current NDE techniques used to
inspect natural gas pipelines. A substantial portion of the national pipeline system
is not “piggable™; that is, valves, bends, turns, reduced-diameter pipe sections, or
other obstructions prohibit internal inspection by moving a mechanical device, or
“pig”, through the pipe. Further, current NDE tools and technologies can detect
pipe wall thinning and circumferential flaws but other types of flaws, such as
stress corrosion cracking and axial flaws, -are very difficult ta detect. Only
additional R&D can ameliorate these and other issues such as pipeline coatings
lifetime determination and microbiologically influenced corrosion.



