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36. POLR Responsibilities — SSO Phase

. VEDQO is currently the Provider of Last Resort (POLR) for the VEDO system.

. The POLR responsibility as currently assumed involves temporarily providing supply to

Choice customers in the event of a Choice Supplier default. The Choice Supplier Agreement
and relevant tariff sheets hold the defaulting Choice Supplier financially

responsible. Eventually, the customers of a removed Choice Supplier will be assumed by
non-defaulting Choice Suppliers or revert to sales service.

. Because currently Choice suppliers almost exclusively maintain their own capacity rather

than VEDO-released capacity to serve Choice customers, VEDOQ does not have recall rights
to the Choice Suppliers' capacity in the event of a default. Also, VEDO does not retain
additional capacity to provide this backup service. Instead it would rely upon the capacity
and supply currently used to provide GCR sales service in the event of a Choice Supplier
default; or if necessary, acquire additional temporary capacity and supply or city-gate
deliveries, However, in a change to the current Choige Program, under the provisions in
section 19, Choice Suppliers would take mandatory capacity assignment of VEDO capacity
equivalent to 75% of their Pools’ loads, such that VEDO would have recall rights to a large
portion of Choice Suppliers’ capacity.

. In the SSO Phase, the POLR responsibility will expand to include temporarily providing

supply to cover SSO tranche loads in the event of an SSO Supplier default. The SSO
Supplier Agreement and relevant tariff sheets will hold the defaulting SSO Supplier
financially responsible.

. Defaulting Suppliers will be required to reimburse VEDO and cther Suppliers for any

incremental POLR costs incurred. Any incremental costs not recovered from defaulting
suppliers will be included in the Exit Transition Cost Rider (see section 40).

. The following approach to POLR will be used during for any Supplier defauits during the

SS0 Phase:

a. VEDO, SSO Suppliers, Choice Suppliers, and Large Transporters/ Pool Operators would
all be involved.

b. VEDO will act as POLR Coordinator, identifying the need for POLR supply and notifying
the non-defaulting SSO and Choice Suppliers when such need arises.

¢. In the event of supplier default, VEDO will take the following short-term action with
regard to obtaining POLR supply:

i. S§80/Choice Suppliers collectively will provide supply to meet POLR needs, using
their individual VEDOQO-released TCO storage inventories. The withdrawn storage
inventory will be subsequently replaced with the replacement cost assessed to the
defaulting Supplier.

~ii. W VEDO determines that the daily quantity of gas needed due to supplier default(s)

may affeci the reliability of the system, an OFO will be issued, to ensure that Large
Transporters/Pool Operators are not under delivering versus their Transport
Customer usages during the POLR period.
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36. POLR Responsibilities — SSO Phase (Cont’)

iii. Next, as soon as possible, all transportation and storage capacity released to the
defaulting Supplier will be recalled by VEDO who will use it to meet some portion of
the immediate needs of the defaulting Supplier's customers. VEDO will ¢claim the
defaulting Supplier's storage inventory as needed to meet the defaulting Supplier's
customer loads.

iv. VEDO will fill any remaining shortfall through acquiring additional temporary capacity
and supply or city-gate deliveries.

v. VEDO will coordinate the provision of POLR service for the remainder of the billing
maonth in which the default occurs, and the subsequent month, or until an alternate
solution is effectuated.

d. Inthe event of Supplier removal, VEDO will take the following action with regard to an
alternate solution:

i. If a Choice Supplier defaults, per the Choice Tariff, VEDQO wili offer non-defaulting
Choice suppliers the option of assuming the customers of the defaulting supplier. If
no takers, the customers will revert to sales (SSO) service.

ii. Ifan 880 Supplief'defaul’ts or non-defauiting Choice Suppliers do not assume the
customers of a removed Choice Supplier:

1. The existing SSC Suppliers loads will be increased to cover the defaulted
load on a pro rata basis. SSO Suppliers will be paid for the new load at the
same SSO Price per MMBtu as established in the initial auction for their own
supply tranches. Incremental load will be limited to 50% of initial tranche size.

2. For the portion of load quantity greater than 50% of initial load tranche size,
that load will be assigned to a new SSO Supplier based on an accelerated
auction process.

3. If there are only three winning bidders in the SSO auction and one Supplier
defaults during the term, the two remaining SS0O Suppliers will both receive a
50% portion of the defaulting Suppliers load, transport capacity and storage
capacity assigned to them.
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37. Transition from GCR to SSO

. Pipeline transportation and storage capacity to be released to SSO Suppliers will be

calculated by approximately the 20™ of the month prior to the first month of flow, based
on the Capacity Release Percentages (CRPs).

. 880/Choice Supplier DDQs will be posted to VEDQ’s EBB two days prior to the start of

the SSO Phase, in addition to the min/max storage injection/withdrawal limits and daily
inventory level requirements.

. The GCR rate will be replaced with the SSO rate, and SSO customers’ cycle month

usages will be prorated, as of the SSO Initiation Date.

. Suppliers’ receivables will be shown on the SSO Suppliers’ statements rendered about

25 days after the month that they were billed to the customers, meaning there is
approximately a one month lag before Suppliers receive the payment on their
billing/payment statement.

. Further, the receivables paid to SSO Suppliers for the first month of SSO service will

reflect only a prorated portion of the cycle billing for that month, about half, in that a
portion of the cycle billing would represent sales under the GCR rate for the month prior
to SSO Initiation.
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38. Operational Flow Orders (OFQ)

. VEDO may issue an Operational Flow Order (OFQ), in its reasonable discretion, as

specified in this section, upon determination that an action is required in order to:

a. alleviate or prevent conditions which threaten the integrity or reliability of Company’s
gas system

b. maintain the system in balance
c. maintain adequate storage inventory balances
d. assure deliveries of gas supplies by Suppliers to serve their customers’ ioads

e. adhere to the various interstate pipeline companies’ balancing requirements, as stated
in their FERC approved gas tariffs

f. direct Suppliers to different city-gates or institute different city-gate delivery allocations
due to system maintenance or system constraints

g. any other condition warranting a change to dslivery requirements

2. An OFOQ may be may issued on a non-discriminatory basis to all Suppliers delivering gas to

VEDC's city-gates, all Suppliers within individual Programs, or an individual non-complying
Supplier, when necessary in Company's sole judgment.

. Company will post the OFO notice via their EBB notifying Supplier(s) of the following:

a, Start date of the OFQ
b. End date of the OFO
¢. Expected duration if no end date is specified

d. Specifics delivery requirements and or restrictions (i.e. no deliveries can be accepted at
a particular city-gate due to maintenance; Supplier out of compliance with their storage
min/max limits or inventory balance requirements; ,a Cold Weather OFO restricting
deliveries less than the Supplier's DDQ; a Warm Weather OFO restricting deliveries
greater than the Supplier's DDQ; etc.)

. Violations of OFO requirements will be subject to a $35.00 charge per Dth for any volumes

over or under the specified restriction.

. Company will make every effort to give 24 hours notice of OFO's. If the risk of a potential

future critical issue is identified, VEDO will attempt to post a Potential OFO notice to their
EBB. However, VEDO reserves the right to in unforeseen circumstances to issue an OFQ
at any time to mitigate potential system issues with expediency without prior notice.
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39. Pipeline Delivery Point Imbalances

. As meter operator, VEDO has Operational Balancing Agreements (OBA) in place with most
Pipelines that outline the terms for handling delivery point imbalances. At these points, the
Pipelines remotely control the deliveries to the VEDQ system based on the collective
nominations to that point. Differences between the actua! deliveries through the Delivery Paint
meters and the nominations to those meters will be managed by VEDO as shown below.

. Texas Gas — Lebanon Point

a. No OBA in place.
b. Over/under delivery imbalances are netted and cashed out on a monthly basis.

. Texas Eastern — Red Lion Point

a. OBA in place.

b. Imbalances are managed to minimal levels through TETCO Gas Control adjusting flow.
c. Month-end imbalance carries month to month.

d. Imbalance is not cashed out.

. ANR - Derby and Red Lion Points

a. OBA in place.

b. Imbalances are managed to minimal levels through ANR Gas Control adjusting flow.
¢. Month-end imbalance carries month to month.

d. Imbalance is not cashed out.

Panhandle — Glen Kamn, Hollansburg, and Rural Points
a. OBA in place.
b. imbalance is managed to minimal levels through VEDO gas control nominating gas on
or off the OBA balance.
¢. Month-end imbalance carries month to month.
d. Imbalance is not cashed out.
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40. Exit Transition Cost Rider

1. A new Exit Transition Cost (ETC) Rider will be established to recover Merchant Exit
Transition costs from all SSO/SCO and Choice customers. (See Proposed Tariff Sheets)

| 2. The new Rider will recover incremental SSO and SCO Phase implementation costs
including but not limited to the following: (See Attachment 40A for estimates)

a.

o o

IT
Call Center
Billing

Education programs
Other implementation costs

3. The new ETC Rider will also recover/pass back:

GCR variances remaining as of the implementation of the SSO Phase,

any stranded gas supply costs, including migration costs from VEDO’s Choice program,
if any

any incremental POLR costs not recovered from a defaulting SSO Supplier,

. any imbalance costs not recovered from a Large Transporters/Pool Operators,

e. gas costs incurred by Company when diverting Customers' transportation gas quantities

f.

during a curtailment (see Tariff Sheet No. 70, paragraph 11.B1.(2)),
other costs determined to be applicable to all SSO/SCO and/or Choice customers.

4. All recoverable costs will be estimated for ratemaking purposes and will be reconciled to
actual costs and recoveries.

5. Detailed accounting records will be maintained and will be reviewed in an annual ETC Rider
audit that will be provided to Commission Staff.

6. Quarterly, the ETC Rider rate will be updated to reflect actual costs and variances.
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41. SSO Tariff Revisions

. VEDC's Tariff will be revised as necessary to incorporate separate and distinct tariff sheets

applicable to SSO Service and 5SSO Suppliers. (See propesed Tariff Sheets)

. New SSO Rider tariff sheet — Replaces the GCR Rider.

. All Rate Schedules listed under Section 8 and all other tariff sheets (as applicable) will

reference “SSO Rider” rather than “GCR Rider”.

. Add SSO Supplier Rate Schedule and Terms and Conditions (similar to Pooling Service rate

schedules and Terms and Conditions) setting forth the requirements of SSO Suppliers
providing SSO Service.
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42. Customer Education — SSO Phase

1. A Working Group approach will be used for developing the initial customer education
communication.

2. The costs of Customer Education will be recovered in the Exit Transition Cost Rider.

3. 850 Suppliers’ names will not appear on customers’ hills; however the Customer
Education Working Group will investigate including the names of the SSO and
Choice Suppliers in educational material.

4. Education campaign preliminary suggestions are as follows. The Education Working
Group will develop the actual proposals.

Education objectives Phase 1

1. To educate all customers about upcoming changes to the GCR and how these changes will
make determining the commaodity cost easier.

2. To demonstrate Vectren's support of customers’ choice in selecting a marketer.

Timeline for phase 1

March to April 2008

Prepare pre-campaign survey; gather data; conduct research; and prepare creative for media
relations, community relations and advertising campaigns.

May to March 2009

Execute media relations and community relations strategies.

March 2009

Distribute second survey after education campaign; collect data; continue media relations,
community relations and advertising campaigns.
Budget estimate for phase 1 function education campaign: $1 million

Breakdown of the services we'll be providing and details on the estimates for each
category,

Research
Pre and post surveys focused on determining customers' awareness, recall and what it will take
for them to switch.

Budget estimate: $30,000

Media Relations

» Story pitches.

+ Op/Eds regarding choice, GCR changes and customer cpportunities.

+ Ready-to-run articles regarding the movement toward Choice and why it's a good thing.

* A media tour throughout the market to sit down with utility reporters, explain the GCR
changes, let people ask questions and provide examples.

Budget estimate: $80,000
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42. Customer Education — SSO Phase (Continued)

Community Relations

» Speakers' bureau: Visit community organizations throughout the service territory, make a
Choice presentation and answer questions.

» Create Choice collateral explaining the changes to the Choice program and GCR with an
updatable insert that we can put inside collateral material. This piece would be used as a
leave-behind for community groups, media, etc.

» Put on a “Choice Faitr” where the community can gather information about the program, find
out about available gas marketers and take home collateral matenial. After collecting data
from marketers, etc., attendees should be able to sit down with Vectren personnel to ask
questions and figure out how their choices will affect their bills.

Estimate: $40,000

Advertising

« Radio
Qutdoor
Direct mail
Television
Newspaper

Estimate: $800,000

TOTALS

Research $80,000
Media relations $80,000
Community relations $40,000
Advertising $800.000
TOTAL: $1 million
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43. Choice Customer Eligibility Definition

Ohio Administrative Code

. “Eligible customer” means a customer that is eligible to participate in a governmental
aggregation in accordance with sections 4929.26 and 4929.27 of the Revised Code.

. An eligible customer must meet all of the following:

a. Uses < 150,000 Ccfiyear
b. Is not past due at time of enroliment
- At the beginning of the VEDO Choice Program, past due parameters were
set at 10 days or $10 resulting in roughly 183,000 customers eligible for
Choice
- Updated past due parameters are now set at 35 days or $100 resulting in
roughly 223,000 customers eligible. An additional 40,000 customers wili be
eligible under the updated parameters.
c. Is not currently enrolled with a qualified Supplier

Page 58 of 94



44. VEDO Design Peak Day Forecast

1. VEDOQ's Design Peak Day Forecast uses a linear regression based model. The forecast will
be updated annually and will form the basis for any Capacity Contract changes the
Company may make. The VEDO Working Group will be provided the revised forecast for
their review and approval prior to any contract changes being effectuated.

2. The linear regression model variables include:

Variable Coefficient (in Mcf)

PkDayHDDE5 . 1620.12
PkDayHDD55 4616.40
Lag HDD55 910.61
WinterWind 2003.23
DeliveriesTrend 0.017
AR(1) 0.918
MA(1) -0.555

a. HDD65 and HDD55 - captures the non-linear relationship between average temperature
and demand.

LagHDDS55 - captures the impact of the previous day temperature

WinterWind - captures the effect of the winter wind speed

Deliveries Trend - captures the underlying sales growth trend without seasonal and
weather variation.

e. Auto Regressive Moving Average (ARMA) - corrects variation and improves accuracy

oo

In this example, VEDO peak day has -14.5° F current day temperature, 11.5 F previous
day temperature and 16.3 mph winter wind speed.

The equation is:

CurrentDayTemplmpact +LagDayTemplmpact + CurrentDayWinterWindimpact +
DeliveriesTrend + ARMACorrection

= 441,689.6 + 39,611.5 + 34,119.7 + 76,921.5 + ARMACorraction
= 592,342 + ARMACorrection
= 592,174 MCF

3. 2007 VEDOQ Peak Design Day demand (in Mcf)

2007-08 (in Mcf)
Total Peak Day Demand 592,174
Transportation Demand 111,379
Transportation Backup Demand 2,789
Choice Peak Day Demand 89,833
Sales Peak Day Demand 383,751
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45. Choice Supplier Credit Requirements

. Current Choice Suppliers must continue to meet their existing Choice Program
creditworthiness requirements.

. The requirements for SSO/SCO Supplier creditworthiness shall be in addition to those for
existing Choice Program requirements, if a Supplier is active in both programs.

. VEDO intends to net the credit exposures of individual Suppliers of SS0/SCO and Choice
Programs.

. The occurrence and continuation of an Event of Default on sithar of the SSO/SCO or Choice

Programs shall be considered a cross default on the other Program and any other Pooling
or Transport Service within VEDQ's service area.

. Choice Suppliers that receive VEDO-released pipeline and storage capacity will have the

monthiy pipeline and storage capacity charges that are due to the pipelines included in their
credit exposure calculations.
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46. Choice Balancing Cost Rider Suspension

1. The Balancing Cost Rider will be suspended due to the proposed change effective at the

S50 Initiation Date requiring Choice Suppliers to take capacity release of and pay for an

allocated share of TCO storage, which will be utilized to balance the system (see Sections
14 and 19).
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1.

47. Large Transporter Imbalance Provisions

Balancing Provisions for Large Transporters currently include a 15% daily imbalance
tolerance, and a 5% monthly imbalance tolerance. (See attachment 47A for recent
imbalance statistics)

It will be necessary to revise the Monthly Balancing to require cashout to zero percent,
rather than five percent, to facilitate collective SSO/SCO and Choice Suppliers’ system
balancing responsibilities, as discussed in Sections 14,

Changes to the Large Transporter Balancing Provisions and billing practices would
include:
a. Monthly zero percent tolerance
b. Revise Daily Cash-outs to include over-deliveries on Cold OFO days, and under-
deliveries on Warm QFOQ days greater than the daily tolerance. However, if
VEDO determines that helpful deliveries in excess of the daily tolerance are
beneficial to balancing the system, VEDO may waive this requirement at their
discretion. Helpful delivery waivers will be communicated with the posting of the
OFO notice.
¢. Gas cost portions of Cash-out charges and premiums assessed to Large
Transporters/Pool Operators will be allocated to SSO/SCO and Choice Suppliers
for providing balancing services.
d. Large Transporier cash-outs will be reviewed as part of the annual ETC Rider
audit.
e. Creditworthiness assessments will be conducted on Large Transport Pool
Operators and Large Transportation Customers to cover the exposure to
§80/8CO Suppliers for monthly balancing services.
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48. SSO Phase Reporting

1.  VEDO will provide monthly program statistics including the following: monthly SSO
Rider Rate, humber of SSO and Choice customers, SSO and Choice volumes by
rate schedule, participation rates by rate schedule, number of SSO suppliers,
market shares, and other information as desired by PUCO.

2. Also, VEDO will file quarterly reports that contain an assessment of supplier
performance based on 1) target deliveries to volumes nominated, 2) target
deliveries to volumes billed and, 3) comparable capacity required to comparable
capacity demonstrated. Also, this report will identify and assess the impact of any
supplier defaults, as well as storage use, system balancing performance, and
comparable capacity requirements.
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49. Standard Choice Offer (SCO) Phase

. The SCO Phass is the next phase of the transition for VEDO's Merchant Exit and will be
comprised of a minimum of two successive annual auctions. It will replace the VEDO SSO
Phase.

. SCO will not be a PUCO-regulated sales service to be provided by VEDO. it will be a Choice
service offered on PUCQO-regulated standard terms and conditions, including a standard price
developed at each auction

. Gas supply for VEDO's SCO service will be provided by SCO Suppliers who will be
determined via an SCO Auction, as described in Section 52.

. The loads of all former SSO/SCO Customers will be assigned to specific Choice Suppliers
who will be their Standard Choice Offer Supplier, except for PIPP Customers, whose load will
be served on a proportionate basis by the SCO Suppliers (similar to SSO service) but who will
not be specifically assighed.

. Under SCO Service:

a. VEDO will bill customers at the SCO Price per Ccf (See Section 53).
b. In addition, all Riders applicable to SSO customers will continue to apply to SCO
customers

. SCO Suppliers will be subject {o all SSO Supplier requirements identified in VEDO's Merchant
Exit Transition Program Outline, with the only exceptions being those specifically mentioned in
the SCO sections of the Program Outline.

. Choice customers may make an affirmative election to migrate to SCO Service or to select
another Choice supplier upon termination of the Customer’s existing agreement with that
Customer's incumbent Choice supplier. In the event a Choice Customer's contract expires and
the Customer makes no affirmative election of either SCQ Service or a successor Choice
Supplier, upon expiration of the Customer’s contract that Choice Customer shall be assigned
to a Choice Supplier in sequential order on that Choice Supplier’s then standard monthly
variable rate.

. In the limited instances described above, a customer may be assigned to a Choice Supplier
upon customer contract termination or customer contract expiration. In order to qualify as a
potential default supplier in these instances, a Choice supplier must agree to accept
assignment of the Customer and place that Customer on that Choice Supplier's then current
and standard monthly variable price product without any cancellation or termination fee.
Qualifying Choice Suppliers will be placed on a utility list and will be sequentially assigned
customers.
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50. SCO Timing

. The SCO Phase Initiation Date will be April 1, 2009.

. All 880 customers will become SCO customers on the SCO Initiation Date. Their loads will be

assigned to their respective SCO Supplier randomly at the start of the SCO phase.

. On the day prior to the SCO Initiation date, VEDO will issue its first SCQ Supplier DDQ and
SCO Suppliers will become responsible for providing SCO supply on the SCO Initiation Date.

. On the SCO Initiation Date, the SSO Rider Rate will be replaced by the SCO Rider Rate for
SCO customer billing purposes. All SCO customer usage billed on and after the SCO Initiation
Date will be at the SCO Rider Rate.

. The SCO Phase will extend over at least two annual auction periods.

. If a settlement on moving to Phase 2, Full Choice, has not been approved by February 15,
2011, six weeks prior to the second annual SCO period expiration, then another SCO Auction
(see section 52) will be held for a subsequent annual period, and so on thereafter.
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51. Rate Schedules Subject to SCO Rider

The SCO Rider rate will apply to all customers receiving service under:
a. Rate 310 - Residential Standard Choice Offer Service
b. Rate 320 - General Standard Choice Offer Service
¢. Rate 341 — Dual Fuel Standard Choice Offer Service

1.

2. Approximately 25 Rate 330, Large General Sales Service, customers are too large to qualify
for SCO or Choice Service. They are large enough, however, to be eligible for Rate 345, Large

General Transportation Service. These larger Rate 330 customers must have converted to
Rate 345 prior to the start of the SCO phase.
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52. SCO Auction

. VEDO will conduct at least two annual auctions under which only qualified CRNG
Suppliers can compete for the ability to supply a share of VEDO's SCO load (a “customer
load tranche™).

. The bids during each auction will be specified as an adjustment (the “retail price
adjustment”) to the NYMEX monthly settlement price as described in Section 53 and will
be fixed for the entire one-year term of each SCO auction.

. The retail price adjustment for auction purposes shall also be stated in $ per Mcf. It will be
converted to a price per Cef for SCO Customer billing purposes.

. VEDO’s SCO load will consist of all SSO/SCQ customer volumes in Mcf, plus a
proportionate share of VEDQ's PIPP ioad. For each auction, the SCO quantities will be
divided as equally as possible and will consist of residential and commercial customers’
loads. The approximate auction customer load tranche sizes including a proportionate
share of PIPP Customer loads will be confirmed immediately prior to the auction.

. A maximum of 2 customer load tranches (33% of total SCO quantities) will be awarded to
any individual bidder.

. A pro-rata share of VEDO's transportation and storage capacity will be released and to the
SCO Suppliers who are the winning auction bidders for the customer load tranches (see
Sections 12, 13, 14 and 15). The capacity released will be approximately 75% of the
customer load tranches’ peak loads.

. VEDO will hire an independent auctioneer to ¢conduct a descending clock auction.

. A descending clock auction will be held in the same fashion as the SSO Auction (see
section 9).

Page 67 of 94



1.

83. SCO Price

The SCO Price each month will be the NYMEX settlement price for such month
converted to Mcf using an annual standard BTU plus the retail price adjustment
determined by the SCQO Auction. This will be a price per Mcf. It will be converted to a
price per CCF for SCO Customer billing purposes.

The SCO Price will compensate SCO Suppliers for all of their costs of providing SCO
Service for the entire term of the SCO Phase, including all pipeline demand and
variable costs and gas commodity costs incurred by the SCO Supplier to meet the
needs of the SCO customer load tranches and VEDO system balancing. It must also
compensate for UAFG percentage retention (including company use) and variances
thereof, actual BTU variations from estimated BTU values, Days Use vs. Heating
Degree Day proration variations, hedging costs if any, and all other aspects of cost
and risk relating to the provision of SCO Service as described in this Program
Qutline.

3. The SCO Price per CCF will be used for Apples-to-Apples posting purposes.
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54. PIPP Customers — SCO Phase

. For the SCO Phase, SCO Suppliers will serve a proportionate share of the PIPP Customers

loads. The PIPP estimated loads will be included in the customer load tranche estimates
provided to the SCO bidders prior to auction.

. The PIPP customers’ accounts will continue to be separately identified in the Company’s

biling system as PIPP customers; their accounts will not be specifically linked to SCO
Suppliers.

. Each day, the PIPP loads will be forecast and will be included in the SCO Suppliers' DDQ

for the day.

. PIPP Customers’ billing will utilize the same SCO Price per CCF used for all other SCQ

Customers.
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55. Customer Load Allocation to SCO Suppliers

. Each SCO Supplier will be allocated actual customers’ loads on a pro-rata basis based on the
criteria listed below with the understanding that there will be small differences when customer
loads are actually allocated. The criteria to be used is as follows:

Peak Day Usage

Geographical area

Credit Ranking (take in consideration non-Choice eligible}

Residential and Commercial

PIPP Load

oo oW

. Enroliments wilt be generated by VEDO to “enroll” customers with SCO Suppliers.

. An SCO Supplier will then be linked to each customer’'s premise. Absent an affirmative election
of a specific Choice Supplier, a new Customer moving to the premise at a future date will default
to the SCO Supplier who was assigned the premise's load.

. Loads for customers migrating to Choice will be removed from the SCO Supplier previously
assigned te the customer’'s premise.

. Absent an affirmative selection of a specific Choice Supplier, loads of new premises in the
VEDO territory will be assigned to a SCO Supplier on a sequential basis.

. SCO Suppliers will have to comply with VEDO's EDI file transaction requirements in order to
receive customers’ billed usage.
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56. Migration to/from Choice — SCO Phase

Once the SCO Phase is initiated, upon affirmative election, Choice customers will be able to
migrate to SCO Suppliers. Also, SCO Customers may migrate to Choice Suppliers. The
process by which customers may migrate from a Choice Supplier to an SCO Supplier is
described in Attachment 56A.

. Any migration will impact the Suppliers' demand profiles, either increasing or decreasing
them which in turn will cause a pipeline capacity short position and equally offsetting long
position between the among the Suppliers.

As with SSO Phase, VEDQ released capacity will follow migrating customers. The VEDQ
portion will represent approximately 75% of the migrating customer's load.

The amount and types of capacity that will follow the migrating customers will be as set out
in Attachment 25A.

The VEDO-released capacity for all affected Suppliers will be adjusted effective the first day
of each calendar month, to reflect the updated Capacity Release Percentages for Suppliers
based on loads calculated just prior to the end of the month.

Although storage capacity will follow a customer, storage inventory will not follow a

customer. The Supplier receiving the storage capacity must arrange any acguisition of gas
inventory necessary under the circumstances.
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57. SCO Supplier Qualifications

. SCO Supplier Applicants must agree to exacution of an SCO Supplier Agreement (see
Section 59).

. 8SCO Supplier Applicants must meet SCO Supplier Creditworthiness Requirements (see
Section 64).

. SCO Supplier must be CRNG certified and maintain that certification during the period in
which the SCO Supplier serves in that capacity and be VEDC Approved. In order to obtain
a VEDOQ approved status, Supplier must pass all testing criteria of EDI files as specified by
VEDO.

. SCO Suppliers must agree to comply with all Merchant Exit Transition rules and
requirements as reflected in the Program Outline, SCO Supplier Agreement, VEDO Tariff,
Exit Settlement and Commission Orders.

. The purpose of these requirements — application, creditworthiness, supply — is to be sure
that those who participate in the auction have both the wherewithal and the requisite intent
to provide supply to VEDO under the SCO Phase.

. Tobe eligible to participate in the auction as an SCO Supplier, a potential SCO Supplier
would have to meet all deadlines for participation — i.e., timely submission of application and
supporting documents is vital and no exceptions will be made.

. Requirements include the following:
a. Application Requirements
i. Company Information, contacts, and alternate contacts
ii. Other relevant information
b. Credit Requirements
i. Creditworthiness requirements as detailed in Section 29
c. Supply Requirements
i. Estimated maximum number of tranches for which the applicant
may be interested
ii. Applicant’s preliminary capacity and supply plans to supply those
tranches
iii. Other preliminary technical/supply requirements
d. Acknowledge Receipt of Auction Rules and Procedures and agree to be bound
by those rules and procedures
Acknowledge Receipt of Customer Load Profile data
Attend and Participate in Pre-Application Meeting
Attend and Participate in Trial Auction, if held
Acknowledge Receipt from VEDO of the Pre-Qualification Notice (confidential to
each potential SCO Supplier and the Auction Administrator) setting forth the
maximum number of tranches for which the SCQO Supplier is qualified to bid
Execute a Confidentiality Agreement with VEDQ (to allow VEDO access to
requested financial information for VEDO creditworthiness evaluation and to
require non-disclosure of VEDO Pre-Qualification Notice, described above).
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8.

10.

11.

12.

57. SCO Supplier Qualifications (cont’)

Registered bidders may participate in the auction on a stand-alone basis or as the
representative of a bidding agreement, joint venture or other arrangement among parties for
the express purpose of bidding in the auction and supplying natural gas for any tranches
awarded. Any bidders participating in such an arrangement must identify all of the other
parties involved.

Registerad bidders may not participate in more than one manner and may not be associated
with another bidder in any supply arrangement intended to provide gas for the tranches
being auctioned.

Registered bidders may not have a controlling interest or 10% or greater stake in another
bidder or have any relationship that would provide financial or other incentives based on the
outcome of bidding efforts.

In addition to certifying the preceding, registered bidders must also certify that they will
maintain the confidentiality of their bidding strategy and not retain any bidding advisors or
consultants providing similar service to another registered bidder.

Sanctions may be imposed on a registered bidder for failing to abide by any of the preceding
certifications. Such sanctions may include, but are not limited to, the loss of:

any rights awarded in the auction

immediate termination of any other arrangements with VEDO

forfeiture of any monies owed to the bidder by VEDO

attomeys’ fees and court costs incurrad in any litigation that arises from failure to abide
by the certifications, and

any other lagal actions, including prosecution, as VEDO in its sole discretion deems
appropriate under the circumstances.

anoo
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58. SCO Tariff Revisions

. VEDQ's Tariff will be revised as necessary to incorporate separate and distinct tariff sheets
applicable to SCO Service and SCO Suppliers. (See the proposed Tariff Sheets.)

. SCO Rider replaces the SSO Rider.

. All Rate Schedules listed under Section 51 and all other tariff sheets, as applicable, will
reference “SCO Rider” rather than “SS0O Rider”.

. Add SCO Supplier Rate Schedules and Terms and Conditions (similar to SCO Service rate

schedule and Terms and Conditions) setting forth the requirements of SCO Suppliers
providing SCO Service.
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59. SCO Supplier Agreement

SCO Suppliers must execute an SCO Supplier Agreement containing the terms and
conditions applicable to the relationship between VEDO and SCO Supplier. (See

Proposed SCO Contract)
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60. SCO Supplier Monthly Statement

. SCO Supplier Monthly Statement will be rendered each month by the 25th day of the month,
far the prior month’s activity.

. VEDO will pay the SCO Suppliers the total SCO dollars billed to their SCO
customers for each revenus month as well as a pro-rata portion of the PIPP
customers' SCO billings.

. VEDO will pay the Choice Suppliers for the dollars billed to their Choice customers for the
revenue month (as is currently done).

. SCO Supplier Monthly Charges are identical to the Charges identified in Section 31 for $SO
Suppliers.
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61. SCO Customer Billing

. $CO Customers will be billed at the monthly SCO Price per Ccf for all usage within a calendar

month.

. 8CO Customers will continue to be billed on a cycle basis, with SCO Rider rate proration on a

calendar month basis. The rate proration is currently done on a Days Use basis which assumas
average daily usage over the billing period. The billing system will be revised to reflect Degree
Day proration which prorates the heating load based on degree days.

. Due to SCO Rider rate proration, the SCO Customers will not see on their bills a unit SCO rate

equal to the calendar month NYMEX plus the Retail Price Adder, per Ccf. It will be a blended
rate crossing two months,

. 8CO Customers will be subject to the Exit Transition Cost Rider.

. SCO Suppliers names will appear on SCO customers’ bills, in a manner determined by the

Customer Education warking group.

. VEDO will purchase SCO Suppliers’ receivables at no discount.
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62. SCO Supplier Candidate Education

1. One or more educational meetings will be held prior to the SCO auctions with those
Suppliers interested in bidding on VEDO SCO customer loads.

2. All relevant topics in VEDO's Merchant Exit Transition Program Outline will be
discussed in detail.

3. The meeting(s) will be held pricr to Suppliers submitting their SCO Supplier
Application and undargoing creditworthiness evaluations.
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63. POLR Responsibilities - SCO Phase

1. The SCO Phase POLR Responsibilities are identical to the SCO Phase
responsibilities as described in Section 36,
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64. SCO Supplier Creditworthiness Requirements

1. SCO Suppliers must meet the same VEDO Credit-worthiness requirements as specified for
S§SO Suppliers in Section 29.
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65. SCO Supplier Failure to Perform

SCO Supplier Failure to Perform requirements are the same as described for SSO Suppliers in
Section 30.
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66. SSO Transition to SCO Phase

. The initial SCO Auction will take place approximately 45 days prior to the end of the SSC
phase.

. An automated process will assign SCO Suppliers to SSO customers’ premises on a
random basis. Customer loads will be split as equally as possible based on geographical
areas and credil ranking.

. Customers will “enroll® with their assigned SCO Suppliers as of the first of the month upon
implementation of the SCO phase.

. Customer movement to/from Choice will take place on cycie.

. Going forward, EDI files will be sent to SCO Suppliers notifying them of any new
snroliments and drops.

. PIPP customers will not be “enrolled” with a SCO Supplier, but the total PIPP load will be
split proportionally among the SCO Suppliers.
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67. Customer Education - SCO Phase

1. A Working Group approach will be used for developing the customer education
communication.

2. The message to customers will necessarily depend on the Working Group's decisions on
how and whether to communicate the FC Tipping Point and FC Customer Transition
Methodology.

3. The costs of Customer Education will be recovered in the Exit Transition Cost Rider.
4. SCO Suppliers’ names will appear on customers’ bills.

5. Education campaign: preliminary suggestions:

Below are the recommendations for the Ohio Merchant Function education program:

Education objectives for phase 1.5

1. To educate all customers about upcoming auction of customers to select marketers.

2. To demonstrate Vectren's support of customers’ choice in selecting a marketer and prepare
customers for total exit.

Timeline for phase 1.5

March to April 2009

Prepare pre-campaign survey, gather data; conduct research; and prepare creative for media
relations, community relations and advertising campaigns.

May to March 2010

Execute media relations and community relations strategies.

March 2010

Distribute second survey after education campaign; collect data; continue media relations,
community relations and advertising campaigns.

Budget estimate for phase 1.5 function education campaign: $1 million

The details for phase 1.5 will be flushed out by the education team (OCC, PUCOQ and VEDQO) as
we move forward. The budget will look similar to Phase 1.

TOTALS

Research $80,000
Media relations $80,000
Community relations $40,000
Advertising $800,000
TOTAL: $1 million
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68. Reserved for Future Use
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69. Reserved for Future Use
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70. Disposition of Non-Compliance Charges — Non-Gas
Portion

1. A number of charges are potentially assessed as part of the incentives to ensure
that SSO/SCO, Choice, and Large Transporters/Pool Cperators comply with
their various Programs’ rules. The non-gas portion of those charges include
DDQ non-compliance charges, Imbalance Cashout premiums and discounts,
and CFQ non-compliance Charges. Those charges currently are credited to all
Choice eligible customers via the PIPP Rider. As part of the Exit Settlement,
Vectren will prospectively credit those charges proportionately to the Choice and
S§S0/SCO Suppliers who balance the VEDO system through holding VEDO-
released TCO storage capacity
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71. Reserved for Future Use
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72. Reserved For Future Use
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73. New Processes Tested by Phase

1. Phase 1 - SSO Phase:

a.
b.

-~ o 00

Market-based standard pricing

Collective system balancing, including daily PDA Imbalance allocations and
Monthly Volume Reconciliations

VEDOQ coordinated collective POLR services

Mandatory capacity release for SSO and Choice Suppliers

Capacity follows migrating customer — monthly capacity release adjustments
Customer Education — awareness of options

2. Phase 1.5 - SCO Phase;

Phase 1 processes a through f, plus,
DDQ forecasting for total system

Customer Information System in near Full Choice mode — supplier for each
premise, removal of movement to sales service for disconnects, EDI for all new
and transferred customers, etc,
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74. Customer Information System (CIS) Changes

The settling parties propose that the Commission approve both the S5O Phase and
SCO Phase in its order regarding the settlement. The SSO Phase will require Customer
information System (CIS) changes that can be put in place in a relatively short time
frame upon receipt of a Commission Order.

a. The SCO Phase, because of its movement of CIS to a nearly Full Choice mode will
require more IT effort and therefore more lead time and expense to revise and test.
The IT effort for both phases must therefore begin upon receipt of the Commission
Order approving both phases.

The costs associated with implementing the CIS changes will be recovered via the Exit
Transition Cost Rider.

a. ngh Level Systems Development Plan to support SSO Include:
Develop and implement new forecasting model to include daily/monthly storage
injection/withdrawal requirements.

il. Enhancements to VEDO's EBB in order to post daily/monthly storage
minimum/maximum levels in addition to a storage information section which will
include the Supplier's proportional share of daily storage balancing volumes and
other pertinent information.

1. Development of SSO and Choice Suppliers’ statements to reflect the
new tariff charges and balancing provisions.

iii. Ability to reverse back to GCR.

iv. Ability to handle defauliing Suppliers (POLR).

v. Changes to Large Gas Transportation daily/monthly tolerances, and OFO

1.  Cash-out provisions.

vi. Variance reporting requirements.

High Level Systems Development Plan to support SCQ includes:

a. The CIS System will need to be modified to accommodate for non-HB9
requirements for SCO customer enroliments, and drops (e.g. rescission period,
enroliment/drop letters, etc.).

b. Auto-assignment of SCO Supplier to new customers, and customers moving
between premises.

¢. Auto-assignment of a Choice Supplier on a sequential basis to Choice customers
whose contracts are not being renewed, and have not made an affirmative election
to SCO service or a specific Choice Supplier.

d. Changes to bill print to include SCO and Choice Supplier's names on customers’
bills.

e. Modify system requirement of customer having to bill on VEDO sales service once

before it will allow the customer to be eligible for Choice.

Modify system to default the customer back to the SCO Supplier assigned to that

premise.

Unbundling of all customer services.

Ability to reverse back to GCR.

Ability to handle defaulting Suppliers (POLR).

Modification to current EDI file transactions to auto-create new enroliments

transactions for SCO customer, transfers, and to create auto-drop transactions for

SCO customers shut-offs.

=h

= T@
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k. Various reporting requirements.
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75. Reversion to GCR Service

. The settling parties recognize that the Commission, as it did in the DEO

Phase 1 proceeding, will retain the right to order VEDO to revert to GCR
Sales Service at any time during the SSO or SCO Phase. VEDO also retains
the right to petition the Commission to revert to GCR service.

. §80/SCO Supplier Agreements must reflect the possibility of reversion to

GCR service as a risk taken on by the Suppliers.

. Processes for unwinding SSO/SCO/Choice Supplier TGO storage positions

would need to be contemplated as well in the event of reversion.

. As described in the Customer Information System Change Section (section

74), various CIS processes would need to be reverted as well should the
Commission Order such a reversion. The costs of reversion efforts would
be considered as costs recoverable through the Exit Transition Cost
Rider, absent a determination to the contrary by the PUCQO.
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76. Audits — Post GCR

The need for a GCR M/P audit and the GCR Financial Audit are eliminated prospectively
from the date of the SSO Implementation.

. A new annual audit would be implemented to review all costs and revenues reflected for
recovery/pass back in the ETC Rider.

. The Uncollectible Expense Rider, formerly reviewed as part of the annual GCR Financial
audit, will be audited on the same schedule as the new annual ETC Rider audit.
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77. Portfolio Administration/VEDO Hedging

1. Depending on the initiation of Phase 1, VEDO may continue to be responsible for providing
GCR sales service after March 31, 2008 and perhaps for the winter of 2008-2009,

2. Inthe fall of 2007 VEDO issued an RFP for Portfolio Administration Services to begin
November 1, 2007. The termination date was set at March 31, 2008. , but that agreement
could be extended to a later month-end date depending on the PUCO-approved initiation
date of Phase 1.

3. VEDO has hedged winter supply, November 2007 through March 2008, through
its Advance Purchases Program, using its standard practice of hedging
approximately 76% of its expected winter deliveries. But it has not hedged
beyond March 31, 2008, in anticipation of the initiation of SSO Service.

4. VEDO will not restart hedging through advance purchases beyond March 31,
2008, due to the expected implementation of SSO Service by July 1, 2008. If,
however, the SSO initiation date is postponed such that VEDO will be supplying
GCR service in the winter of 2008-2009, the decision not to make advance
purchases will be reevaluated.
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