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20. Daily Nominations — DDQ and TCO Storage Activity

(cont’)

14. No-Notice nominations may be made to Supplier's scheduled storage withdrawal

15.

18,

17.

nominations by VEDO via TCO’s EBB prior 1o cycle 2 for the prior day’s flow if such
SSO/SCO Supplier has not delivered adequate supplies to meet its DDQ or has not met its
TCO minimum city-gate allocation delivery volume. These no-notice nominations are
necessary to iessen the impact to other SSO/SCO and Choice Suppliers’ system imbalance
allocations.

All off-system storage withdrawals must be nominated to VEDO via the Marketer Extranet.
TCO off-system storage withdrawals are not eligible for No-Notice nomination changes.

Pre-determined atiocations (PDA} will be set with TCO at the beginning of each month
proportional to the percentage of TCO storage capacity released by VEDO to each
SS0/SCO and Choice Supplier. Each Supplier will ba allocated a portion of the daily
system imbalance based on the PDA percentages. SS0/SCO and Choice Suppliers may
be charged by TCO for any overrun or penalties associated with exceeding their individual
storage contract rights.

In the event that VEDQ as meter operator incurs penalties assessed by TCO for a violation,

the penalties will be assessed to each Supplier that contributed to the penalty proportional to
their contribution to the violation.
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21. Forecast Equations

. VEDD will forecast the SSO aggregate Peak Design Day Demand based upon Company's
design day and forecasted weather, utilizing the aggregate number of SSO Customers and
the historic usage characteristics of the SSO Customers. 580 Suppliers’ respeclive Peak
Design Demands will be based on equal divisions of the aggregate demand into each load
tranche multiplied by the number of each SSO Supplier's tranches.

. For forecasting the total daily system requirements, VEDO currently uses an Artificial Neural
Network model (ANN). (See attachment 21B for an article on ANN.)

. For its daily Choice forecasts, VEDO currently uses individual linear regression based
models customized for each Choice Supplier's customer pool. These models are also
provided to the respective Choice Suppliers for their planning purposes in the form of an
Excel spreadsheet (See attachment 21A).

. At the initiation date of the SSO Phase, VEDO will begin using the ANN-hased forecasting
methodology for all daily Choice forecasts and continue to apply the ANN-based forecasting
methodology for daily system requirements forecasts up to 65 HDD. The daily demand for
SCO Supplier's customer load tranches will be forecast in the same manner.

. If needed, VEDO may adjust its forecast methodology to respond to operational
requirements in order to address excessive daily and monthly system imbalances.

. The $S0 forecasts will be the net of the total daily system requirements projection reduced
by Choice forecasts and Large Transporter nominations {See attachment 21C).

. For forecasts on days that ars projected to be 66 heating degree days or colder, VEDO will
use regression based forecasting methodology for all daily requirements forecasts.

. Regression based forecasting methodology will be used to dstermine Choice, 5SSO and
SCO design peak day forecasts.
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22. Reserved for Future Use

Page 31 of 94



23. City-Gate Allocations

. VEDO will utilize the same city-gate allocation methodology and processes in the SSO/SCO
Phases for SS0/SCO Suppliers as [s used in its Choice Program for Choice Suppliers.

. VEDO’s distribution system is comprised of operating areas that can only receive volumes
from specific city-gates as well as operating areas that can be supplied from multiple city-
gates.

. City-gate Allocations are required to ensure that:

a. supply and demand in each operating area remain in balance,

b. system reliability is maintained, and

c. operational performance standards and tolerances are considered.

. VEDO has established city-gate allocation tables that outline a range of minimum and
maximum delivery percentages by city-gates on the VEDO system, including local
production, based on temperatures and/or operating system demand criteria.

. The percentages are recalculated and communicated to Suppliers periodically. Absent
unforeseen circumstances, a four month minimum pre-notification will be provided on
changes to the city-gate aliocation tables.

. A 8S0 City-gate allocation non-compliance charge will be assessed on the quantity
difference if the SSO Supplier's Daily Pipeline Nomination is less than the minimum or
greater than the maximum city-gate allocation requirements.

. See Attachment 23A for the current City-gate Allocation Table.

. See Attachment 23B for SSO Phase (Phase 1) City-gate Allocation Table.
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24. BTU Value

. VEDO'’s GCR customers are billed volumetrically in Ccf.

. For 880/SCC customer billing purposes, the monthly NYMEX settliement price will be
converted to Ccf each month using a standard annual BTU Value.

. For each SSO/SCOC annual period, the standard BTU Value will be set at the BTU Value for
tha most recent twelve months just prior to the auction.

. Attachment 24A provides the monthly BTU Value for the last 2 % years on the VEDO
system.

. The Company’s applicable monthly system BTU value will be used in converting customers’
Ccf volumes to therms in the Monthly Volume Reconciliation calculation.
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25. Migration to/from Choice - SSO Phase

. Once the SSO Phase is initiatad, there will continue to be customer migration to and from
Choice each meter read day, since the VEDO Choice program allows customers to switch
on their next meter read date.

. Any migration will impact both the SS0 and Choice demand profiles, either increasing or
decreasing them which in turn will cause a pipeline capacity short position and equally
offsetting long position between the two Supplier groups.

. For that reason, VEDO-released capacity will follow customers migrating from S80O to
Choice. The VEDO capacity fransferred will represent approximately 75% of the migrating
customers’ peak load.

. Likewise, pursuant to Section 19, Choice Suppliers will also hold VEDO-released capacity,
and that capacity will follow customers migrating from Choice to SSO service.

. 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 calcutated 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 capacity must arrange any acquisition of gas inventory
necessary under the circumstances.

. Released capacity, CRPs, and the TCO PDA may be changed intra-month should large
Cheice migrations occur.
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26. Choice — Mandatory Capacity Release

. The proposed Merchant Exit Transition requires a revision to Choice Program rules relating

to Capacity Release. Currently, capacity release is optional for Choice suppliers picking up
additional customers from sales service. In order to achieve VEDQ's Exit Transition, it is
necessary to require partial mandatory Capacity Release (See Section 19).

. VEDO will retain capacity of about 75% of total system requirements (not including Large

Transporter loads) which will be released to Choice Suppliers and SSO/SCO Suppliers.

. VEDOQ’s requirement for mandatory capacity release facilitates:

a. Allowing VEDO capacity to follow the customer upon migration to ancther Choice
Supplier or S30/SCO Supplier.

b. Utilization of a collective approach to system balancing.

¢. Enhanced reliability resuiting from VEDQ's ability to recall about 75% of the capacity
from a defaulting Choice or SS0/SCO Supplier.

. This change will be effective upon the Initiation Date of the SSO Phase. (See the Proposed

S50 Tariff Sheets for the revisions to the Choice tariff sheets.)

. A new Choice Supplier Agreement reflecting this change, and others, will need to be

executed by Choice Suppliers.
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27. SSO Supplier Agreement

1. 8S0 Suppliers must execute an SSO Supplier Agreement containing the terms and
conditions applicable to the relationship between VEDO and SSO Supplier. (See the
Proposed SSO Supplier Agreement.)
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28. SSO Supplier Qualifications

. SS0O Supplier Applicants must agree to execution of an SSO Supplier Agreement (see

Section 27).

. SSO Supplier Applicants must meet SSO Supplier Creditworthiness Requirements (see

Section 29).

. SS0 Suppliers must agree to comply with all Merchant Exit Transition rules and

requirements as reflected in the Program Outline, 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 during the SSO Phase.

. To be eligible to participate in the auction as an S5O Supplier, a potential S5O 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 altemate 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
ili. Other preliminary technical/supply requirements
d. Acknowledge Receipt of Auction Rules and Procedures and agree to be bound by
those rules and procedures
e. Acknowledge Receipt of Customer Load Profile data
f. Attend and Participate in Pre-Application Meeting
g. Attend and Participate in Trial Auction, if held
h. Acknowledge Receipt from VEDO of the Pre-Qualification Notice (corfidential to
each potential SSO Supplier and the Auction Administrator) setting forth the
maximum pumber of tranches for which the SSO Supplier is qualified to bid
i. Execute a Confidentiality Agreement with VEDO (to allow VEDQ access to request
financial information for VEDO creditworthiness evaluation and to require non-
disclosure of VEDO Pre-Qualification Notice, described above).

. 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 alt of the other
parties involved.
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8.

28. SSO0 Supplier Qualifications (cont’)

Registered 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 controfling interest or 10% or greater stake in ancther
bidder or have any relationship that would provide financial or other incentives based on the

outcome of bidding efforts.

10. In addition to certifying the preceding, registered bidders must also certify that they will

1.

maintain the confidentiality of their bidding strategy and not retain any bidding advisors or
consultants providing similar service ta 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 nights awarded in the auction

immediate termination of any other arrangements with VEDO

forfeiture of any monies owed to the bidder by VEDO

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

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

coTw

®
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29. SSO0 Supplier Creditworthiness Requirements

. SS0 Supplier Applicants must be pre-qualified to bid up to two {2} tranches. Pre-

qualification shall include a creditworthiness evaiuation and all Suppliers must mest
Vectren's creditworthiness requirements in advance of participation in the auction (see
appendix 29A for collateral requirements). Potential Bidders will have their
creditworthiness assessed against exposures thal include 150% of the tranches that they
intend to bid on. This is to allow for sufficient credit to enable an S50 Supptier to accapt
up to a 50% increase in its tranche size in the event of a Supplier Event of Defauk.

. Final creditworthiness requirements shall be communicated to SSO Supplier Applicants at

the time that initial information packages for auction participation are sent to potential
bidders. The creditworthiness requirements shall include the timelines and process for
evaluations, a detailed list of the information required to complete the evaluation and the
methodology for calculating the amount of credit exposure.

. VEDQ will continue to review the factors that may result in credit risk exposure to

ratepayers, other S50 Suppliers and Vectren resulting from the SSO auction and the
ongoing performance of gas supply obligations for recipients of SSO icad tranches. The
current expected sources of credit risk exposure include, but are not limited to, the
following:
a. The ohe-time sale of gas inventorias in VEDO storage to SSO Suppliers;
b. Monthly pipefine and storage capacity charges that are due to the pipelines for
VEDO capacity released to SSO Suppliers;
¢. Inthe event that a Supplier under-delivars or fails to deliver gas to meet the
requirements of a ioad tranche — the cost of replacement gas supply and
capacity, as necessary;
d. Inthe event that a Supplier's aver or under delivery results in VEDO system
charges, the value of such charges;
g. inthe event that a Supplier's non-performance results in penalties or fees
charged ic VEDO - the recovery of these fees in full,

. Upon the awarding of tranches to SSO Suppliers, a liquid coltateral requirement to be

collected and used in the event of an SSO Supplier default to offset the financial hardship
harne by remaining SSO Suppliers in the event that they are required to accept a some
portion or all of a defaulting Supplier's tranche at the retail price adjustment set at the
original auction.

. SS0 Supphiers shall grant VEDO a perfected first priority security interest in 10% of the

SCQ of Supplier's VEDO-released TCO storage and shall have the right to claim up to all
volumes in storage inventory to meet the needs of a Supplier's load in an Event of Default
by the Supplier.
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29. SSO Supplier Creditworthiness Requirements (cont’)

€. SSO Suppliers shall grant VEDO a perfected first priority security interest in any SSO
Customer Payments billed by VEDO or altematively provide Company for the duration of
the Choice Program with a cash deposit or an irrevocable letter of credit acceptabie to
Company equal to the sum of the expected fwo consecutive highest monthly customer
revenue payments. VEDO shall have the right to offset such collateral against any
obligations or financial responsibilities that an SSO may have as stipulated in the SSO
Supplier Agreament and the Tariff in an Event of Default.

7. VEDO shall not be responsible for providing any Financial Assurance to SSO Suppliers as
long as VEDO continues ta perform in compliance with the Merchant Exit Transition
Program.
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30. SSO Supplier Failure to Perform

. Inthe event of supplier default, VEDO will initiate and coordinate POLR responsibilities (see
Section 36).

. in conjunction with VEDO's provision of POLR Coordinator services, VEDO will notify the
defaulting SSO Supplier of the occurrence of the Event of Default and will identify the
remedies available to cure the Event of Default which must be cured within a maximum of 5
days of the notice.

. Inthe event that a Defaulting SSO Supplier fails to cure the Event of Defautt the SSO
Supplier will be terminated from further participation in the SSO or Choice Programs. The
Defaulting SSO Supplier's VEDO-released storage capacity, secured gas in storage, and
VEDO-released transportation capacity wilt inmediately be recalled for the provision of
POLR service, per Section 36.
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31. SSO0 and Choice Supplier Monthly Statements

. 8§80 Supplier Monthly Statements will be rendered each month by the 25th day of the

month, for the prior month's activity.

. VEDO will pay the S50 Suppliers a pro-rata share of the total 550 dollars billed to

customers for each revenue month (i.e. total SSO dollars billed divided by number of
tranches). The SSO sales volumes hilled to customers will also be allocated on a pro-rata
basis to S50 Suppliers based on each Supplier's number of tranches.

. VEDQ will pay the Choice Suppliers for the dollars billed to their Choice customers for the

revenue month (see appendix 31A for timeline), as is currently done.

. SS0 Supplier Monthly Charges include the following:

a. Financiai Evaluation Charge - A $50.00 charge per financial evaluation.

k. Nomination Error Charge - A $0.50 per Dth Nomination Error Charge based upon the
quantity difference between the SSO Supplier's daily pipeline nomination and the
pipeline daily confirmed volume delivered to VEDO, for each day of difference.

c. DDQ Non-Compliance Charge - A $15.00 per Dth for the daily difference between the
tranches DDQ and the aggregate deliveries which includes scheduled slorage injections

or withdrawals.

d. City-Gate Allocation Non-Compliance Charge - A $5.00 per Dth City-Gate Allocation
Non-Compliance Charge for any daily city-gate scheduled nomination less than the

minimum or greater than the maximum city-gate allocation requirement.

e. OFO Non-Compliance Charge - A $35.00 per Dth for any volumes over or under the
specified restriction (Soe ssction 38)

f. Storage Non-Compliance Charge -
i. A $15.00 per Dth charge for the first two occurrences during the term of the
contract
it. A $35.00 per Dth charge for the third and subsequent occurrences during the
term of the contract
iii. Supplier is considered in default upon the fifth occurrence
» Charges apply to any volumes greater than the VEDO-established
maximums or less than the VEDO-established minimums for the daily
injection and/or withdrawal requirements or monthly inventory
requirements.
s Charges will apply daity for any volumes outside the monthly inventory
requirements for that month
NOTE: In the event that TCO allows daily over-injection or over-withdrawal rights,
Company shall not impose the Storage Non-Compliance Charge on any volumes
injected or withdrawn greater than the maximum daily injection limits set by
Company. However, over-injection and over-withdrawal rights do not preclude the
TCO Storage Holders from maintaining their daily storage inventory levels within the
limitations set by the Company.
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31. SSO0 and Choice Supplier Monthly Statements (cont’)

g. Related Charges - Supplier shalt reimburse VEDO for all charges VEDOQ incurs in

connaction with interstale pipeline transportation of SSO Supplier-Delivered Gas
including any gas costs, penalty charges, or cash-outs.

h. System Balancing Charge - The gas costs and monthly Imbalance cash-outs

payable by/to the Transporiers will be allocated among the Suppliers based on their
proportion of TCO storage (monthly CRP).

i. Monthly Reconciliation Amount - Charge/payment as determined by the Monthly

Usage Reconciliation. The price utilized will be the IFERC Gas Markst Report First-of-
the-month price for Columbia Gas Transmission Corp, Appalachia.

J. Propane Supplies Charge -The cost of propane or alternate supplies provided by
Company for Suppliers

k. POLR Charge - Any charges associated with providing provider of last resort services
due to the default of Supplier.

l. Storage Inventory Transfer — Charges/payments associated with purchasing or selling
storage inventory from/to VEDO.

m. Delivery Point Cashout Amounts - Charges/payments associated with Pipeline

Delivery Point cashouts, OBA settlements, or other related costs, allocated prorata to
Suppliers.
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32. Monthly Volume Reconciliations

. The Choice Delivery/Usage Volume Reconciliation currently takes place annually, with a
quarterly review. Upon implementation of the SSO phase, SSO/SCO Suppliers and Choice

Suppliers will be reconciled on a monthly basis, iwo months afier the month of flow using the
methodology described below.

. On a monthly basie, Company will determine Pool's/Tranche's Effective Deliveries and compare
them ta the Pool's/Tranche’s Required Deliveries in order to determine the Pocl's/Tranche’s
monthly variance to be recongiled. Because monthly reconciliation variance volumes are
reflected in the TCO storage balances held by the Suppliers, the variance volumes will be
reconciled between SSO/SCO and Choice Suppliers by charging those SS0O/SCO and Choice
Suppliers whose Required Deliveries are less than their Effective Deliveries, and paying those
SS0 and Choice Suppliers whose Effective Deliveries are greater than their Required
Deliveries, at identical prices. The price utilized will be the IFERC Gas Market Report First-of-
the-month price for Columbia Gas Transmission Corp, Appalachia.

. The PooFs/Tranche’s Effective Deliveries will be the sum of the Supplier's Pool's/Tranche's
deliveries to the city-gats, plus their proportional share of propane and TCO storage activity.

. The Poofs/Tranche's Required Deliveries will be determined by dividing the Pool's/Tranche’s
actual usage by the total non-Choice through-put volumes which established their share of
customer billing. The share of billing is multiplied by the total system Effective Deliveries which
consists of total non-Choice system throughput, propane volumes and the monthly net TCO
Storage activity.

. Such recongciliations will be performed the second month following the end of the month of flow
in order {o have sufficient time to obtain all billed usage for the applicable period and prior usage
adjustments. (See appendices 32A & 32B for reconciliation calculation example, and billing
timsline respectively.}

. Choice Suppliers will be reconciled under the existing Choice reconciliation process the month
preceding the SSO implementation. In order for the Choice Suppliers to migrate from the
current reconciliation methodology of determining the imbalance using billed volumes to using
estimated prorated volumes for the calendar month in the $SO phase, VEDO will include the
estimated prorated volumes for the month prior to the SSO phase with their billed volumes for
that same month in their final reconciliation.

Page 44 of 94



33. SSO Supplier Candidate Education

. One or more educational mestings will be held prior to the SSO auction with those Suppliers
interested in bidding on VEDO SSO tranches.

. All topics in VEDQ’s Merchant Exit Transition Program Qutline will be discussed in detail.

. The meeting(s) will be held prior to Supplier candidates submitting their SSO Supplier
Application and undergoing creditworthiness evaluations.
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34. SSO Customer Billing

. §S0O Customers will be billed at the monthly SSO Price per Cef for all usage within a
calendar month.

. 830 Customers will continue to be billed on a cycle basis, with SSO Rider rate proration
on a calendar month basis. The rate proration is currently done on a Days Use basis
which assumes average daily usage over the billing period. The billing system wil be
revised to reflect Heating Degree Day proration which prorates the estimated heating
portion of the load based on degree days.

. Due to SSO Rider rate proration, the SSO Customers will not see on their bills a unit
5SSO0 rate equal to the calendar month NYMEX plus the Retail Price Adder, per Cof. It
will be a blended rate crossing two months.

. SS0 Customers will be subject to the Exit Transition Cost Rider.

. 5S0 Suppliers names will not appear on SSO customers' bills.
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35. SSO0O/SCO Uncollectible Accounts

1. Uncollectible Accounts for SSO Service and SCO Service will be recovered through the
Uncollectible Expense Rider, similar to current GCR uncollectible accounts and Choice
uncollectible accounts (for which VEDO purchases the receivables).
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36. POLR Responsibilities — SSO Phase

. VEDO js currently the Provider of Last Resart (FOLR) 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, VEDO does not have recall rights
to the Choice Suppliers’ capacity in the event of a defauit. 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 Choice 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.

. Inthe 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 tarff sheets will hold the defaulting SSO Supplier
financially responsible.

. Defaulting Suppliers will be required to reimburse VEDO and other 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 defaults during the
5350 Phase:

a. VEDOQ, S50 Suppliers, Choice Suppliers, and Large Transporters/ Pool Operators would
all be involved.

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

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

i. S§S0/Choice Suppliers collectively will provide supply to meet POLR needs, using
their individual VEDO-released TCO storage inventories. The withdrawn storage
inventory will be subsequently replaced with the raplacement cost assessed to the
defaulting Supplier.

ii. [If VEDO determines that the daily quantity of gas needed due to supplier defauli(s)
may affect the reliability of the systam, an OFQ 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’)

ii. 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 meast some portion of
the immediate needs of the defaulting Supplier's customers. VEDO will ¢laim the
defaulting Supplier’s storage inventory as needed to meet the defaulting Supplier's
customer loads.

iv. VEDOC will fill any remaining shortfail 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
month 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.  Ifa Choice Supplier defaults, per the Choice Tariff, VEDO will 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 SSO Supplier defaults or non-defaulting Choice Suppliers do not assume the
customers of a removed Choice Supplier:

. 1. The existing SSO 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 iranche 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. Ifthere are only three winning bidders in the SSO auction and one Supplier
defaults during the term, the two remaining SSO 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

. Pipelina 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 VEDO’s EBB two days priar to the start of

the S30 Phase, in addition to the min/max storage injectionfwithdrawal limits and daily
inventory level requirements.

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

usages will be prorated, as of the $SO Initlation Date.

. Supphiers’ receivables will be shown on the S50 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 (OFO)

1. VEDO may issue an Operational Flow Order (OFOQ), in its reasonable discretion, as
spacified in this section, upon determination that an action is required in order to:

a. allsviate 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 1o the various interstate pipeline companies’ balancing requirements, as stated
in their FERC approved gas tariffs

—n

direct Suppliers to different city-gates or institute different city-gate delivery aliocations
due to system maintanance or system constraints

g. any other condition warranting a change to delivery requirements

2. AnOFO may be may issued on a non-discriminatory basis to all Suppliers delivering gas to
VEDUO's city-gates, all Suppliers within individual Programs, or an individual non-complying
Supplier, when necessary in Company's sole judgment.

3. Company will post the OFO notice via their EBB notifying Supplier(s} of the following:
a. Start date of the OFO
b. End date of the OFO
c. Expected duration if no end date is specified

d. Specifics delivery requirements and or resirictions (i.e. no deliveries can be accepted at
a particular city-gate due 1o maintenance; Supplier out of compliance with their storage
min/max limits or inventory balance requirements; ,a Cold Weather OFQ restricting
deliveries less than the Supplier's DDQ); a Wam Weather OFO restricting deliveries
greater than the Supplier's RDQ; etc.)

4. Violations of OFO requirements will be subject to a $35.00 charge per Dth for any volumes
over or under the specified restriction.

5. 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 OFQ notice to their
EBB. However, VEDO reserves the right to in unforeseen circumstances to issue an OFO
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 VEDO system based on the collective
nominations to that point. Differences between the actual deliveries through the Delivery Point
meters and the nominations to thosa 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 monthiy basis.

. Texas Eastern = Red Lion Point

a. DBAin place.

b. Imbalances are managed to minimal levels through TETCO Gas Controf adjusting flow.
¢. Month-end imbalance carries month 1o month.

d. Imbalance is not cashed out.

‘4. 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 cashad out.

. Panhandle — Glen Kam, Hollansburg, and Rural Points

a. OBAin place.

b. Imbalance is managed to minimal levels through VEDO gas conirol 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

. 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 Shests)

. The new Rider will recover incremental 850 and SCO Phase implementation costs :
including but not limited to the following: (See Attachment 40A for estimates)

a IT

b. Call Center

c. Biling

d. Education programs

e. Other implementation costs

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

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

b. any stranded gas supply costs, inciuding migration costs from VEDO's Choice program,
if any

¢. any incremental POLR costs not recovered from a defaulting SSO Supplier,
d. any imbalance costs not recovered from a Large Transporters/Pool Operators,

e. gas costs incurred by Company when diverting Customers’ transportation gas quantities
during a curtailment {see Tariff Sheet No. 70, paragraph 11.81.(9)),

f. other costs determined to be applicable to all SSO/SCO andfor Choice customers,

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

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

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

. VEDO's Tariff will be revised as necessary to incorporate separate and distinct tariff sheets
applicable to SSO Service and SSO Suppliers. (Ses proposed Tariff Sheets)

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

. All Rate Schedules listad under Section 8 and all other tariff sheets (as applicable) will
reference "SSO Rider” rather than “GCR Rider”.

. Add SSO Supplier Rate Schadule and Terms and Conditions {similar to Pooling Service rate

schedules and Terms and Condilions) 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. SSO Suppliers’ names will not appear on customers’ bills; however the Customer
Education Working Group will investigate including the names of the S50 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 commadity cost easier.

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

Timeline for phase 1

March o 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 refations and community relations strategies.

March 2003

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

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

Breakdown of the services we'll be providing and detalls on the estimates for each
category.

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

Budget estimate: $80,000

Medla Relations

Story pitches.

Op/Eds regarding choice, GCR changes and customer apportunities.

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 utifity reporters, explain the GCR
changes, let people ask questions and pravide examples.

» & = @

Budget estimate: %B80,000
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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-hehind for community groups, media, etc.

¢ Put on a *Choice Fair’ where the community can gather information about the program, find
out about available gas marketers and take home collateral material. 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

s Radio
Quidoor
Direct mail
Television
Newspaper -

Estimate; $300,000

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

Qhio 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 foliowing:

a. Uses < 150,000 Ccf/year
b. Is not past due at time of enrollment
- 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 will be
eligible under the updated parameters.
c. Is not currently enrolied with a gualified Supplier
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44. VEDO Design Peak Day Forecast

. VEDO'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.

. The linear regression model variables include:

Variable Coefficient (in Mcf)
PkDayHDD65 . 1520.12
PkDayHDD55 4616.40
| Lag_HDDS5 910,61
WinterWind 2003.23
DeliveriesTrend 0.7
AR(1) 0.918
MA(1) -0.555

a. HDDGB5 and HDDSS - captures the non-linear refationship between average temperature
*+ and demand.

b. LagHDDS5S5 - 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

go

In this example, VEDO peak day has -14.5 F current day temperature, 11.5 F previous
day temperature and 18.3 mph winter wind speed.

The equation is:

CurrentDayTemplmpact +L.agDayTemplmpact + CurrentDayWinterWindimpact +
DeliveriesTrend + ARMACorrection

= 441,689.6 + 39,611.5 + 34,119.7 + 76,821.5 + ARMACorrection
= 592,342 + ARMACorrection
= 592,174 MCF

3. 2007 VEDO 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 08,833
Sales Peak Day Demand 383,761
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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.

. VEDOQ intends to net the credit exposures of individual Suppliers of SSO/SCO and Choice
Programs.

. The cccurrence and continuation of an Event of Default on either 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 VEDO's service area.

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

monthly pipeline and storage capacity charges that are due to the pipslines 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
SSQO 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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47. Large Transporter Imbalance Provisions

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

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

. Changes to the Large Transporter Balancing Provisions and billing practices would
include:

a.
b.

Monthly zero percent tolerance

Revise Daily Cash-outs to include over-deliveries on Cold OFQ days, and under-
deliveries on Warm OFO 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 nolice.

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.

Large Transporter cash-outs will be reviewed as part of the annual ETC Rider
audit.

Creditworthiness assessments will be conducted on Large Transport Peol
Operators and Large Transportation Customers to cover the exposure to
S580/5CCO 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, number of SSO and Choice customers, S50 and Choice volumes by
rate schedule, participation rates by rate schedule, number of S50 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 Phase is the next phase of the transition for VEDO’s Merchant Exil and will be

comprised of a minimum of two successive annual auctions. It will replace the VEDO S8O
Phase.

. SCO will not be a PUCO-regulated sales service to be provided by VEDOQ. It will be a Choice

service offered on PUCO-regutated 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 Auclion, as described in Section 52.

. The loads of all former SSO/SCO Customers will be assigned to specific Choice Suppiiers

who will be their Standard Choice Cffer 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 assigned.

. Under SCO Service:

a. VEDO will bill customers at the SCO Price per Ccf (See Section 53).
b. In addition, all Riders applicable to S5O customers will continue to apply to SCO
customers

. 8CO Suppliers will be subjact to all SSO Supplier requirements identified in VEDO's Merchant

Exit Transition Program Outline, with the only excepfions 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 {0 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 SCO 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 an that Choice Supplier’s then standard monthly
variable rate.

. In the limited instances describad above, a customer may be assigned to a Choice Supplier

upon customer contract termination cr customer contract expiration. In order io 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.

. Al $80 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 SCO Supplier DDQ and
SCO Suppliers will hecome 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.

. 1f 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

1. 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 Offar Service
¢. Rate 341 — Dual Fuel Standard Choice Offer Service

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 custorners must have converled 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 wil)
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 purposss.

. VEDO’s SCO load will consist of al SS0O/SCO customer volumes in Mcf, plus a
proportionate share of VEDO's PIPP load. For each auction, the SCO quantities will be
divided as equally as passible 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 joad tranches (33% of total SCO gquantities) will be awarded to
any individual bidder.

. A pro-rata share of VEDQ'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 wilt hire an independent auctionser to canduct a descending clock auction.

. A descending clock auction will be held in the same fashion as the 5SSO Auction (see
section 9).
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53. 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 SCO 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 alf pipeline demand and
variable costs and gas commodity costs incurred by the SCO Suppilier 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 aspecis of cost
and risk relating to the provision of SCO Service as described in this Program
Cutiine.

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

. For the SCO Phase, SCO Suppliers will serve a propontionate share of the PIPP Customers
loads. The PIPP estimated loads will be included in the customaer load tranche estimates
provided to the SCO bidders prior o auction.

. The PIPP customers’ accounts will continue to be separately identified in the Company's
billing system as PIPP customers; their accounts wilt not be specifically linked to SCO
Suppliers.

. Each day, the PIPP laads 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 SCO
Customers,
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§5. Customer Load Allocation to SCO Suppliers

. Each SCO Supplier will be allocated actual customers’ loads on a pro-rata basis based on the

criteia 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:

a. Peak Day Usage

b. Geographical area

c. Credit Ranking {take in consideration non-Choice eligible)

d. Residential and Commercial

e. PIPP Load

. Enroliments wili 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
{o 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 to the customer’s premise.

. Absent an affimnative selection of a specific Choice Supplier, loads of new premises in the

VEDOQ territory will be assigned to a SCO Supplier on a sequential basis.

. 8CO 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 tolfrorii 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 58A.

. 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 offsetling long
pasition between the among the Suppliers.

. As with SSO Phase, VEDO released capacity will foilow migrating customers. The VEDOQ
portion will represent approximately 75% of the migrating customer’s ioad.

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 calculaied 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 acquisition of gas
inventory necessary under the circumstances.
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57. SCO Supplier Qualifications

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

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

. 8CO Supplier must be CRNG certified and maintain that certification during the period in
which the SCO Supplier serves in that capacity and be VEDO Approved. in order to obtain
a VEDO appravad status, Supplier must pass all testing criteria of EDI files as specified by
VEDOQ.

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

. The purposs 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. :

. To be 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 docurments is vital and no exceptions will be made.

. Requirements inciude 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 :
it. Applicant's preliminary capacity and supply plans to supply those
tranches
iii. Other prefiminary technicai/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 Parlicipate in Trial Auction, if held
Acknowledge Receipt from VEDO of the Pre-Quaiification Notice (confidential to
each potential SCO Supplier and the Auction Administrator) setting forth the
maximum number of tranches for which the SCO Supplier is gualified to bid
Execute a Confidentiality Agreement with VEDO (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.

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.

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

10. Registered bidders may not have a controiling interest or 10% or greater stake in another

11.

12

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 fimited 1o, the loss of:

any rights awarded in the auction

immediate termination of any other arangements with VEDO

forfeiture of any monies owed to the bidder by VEDO

attomeys’ fees and court cosls incurred in any litigation that anises from failure to abide
by the certifications, and

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

aoom

@
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58. SCO Tariff Revisions

. VEDO’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 jisted under Section 51 and all other tanff sheets, as applicable, will
reference "SCO Rider” rather than “SSO Rider”.

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

schedule and Terms and Conditions) setting forth the requirements of SCO Suppliers
praviding SCO Service.

Page 74 of 94



59. SCO Supplier Agreement

1. SCO Suppliers must execute an SCO Supplier Agreement containing the terms and
conditions applicahle 1o the relationship between VEDO and SCO Supplier. (See
Proposed SCO Contract)
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60. - SCO Supplier Monthly Statement
1. 8CO Supplier Monthly Statement will be rendered each month by the 25th day of the month,
for the prior month's activity.

2. VEDQ will pay the SCO Suppliers the total SCO dollars billed to their SCO
customers for each revenue month as well as a pro-raia portion of the PIFP
customers’ SCO billings.

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

4. SCOQ Supplier Manthly Charges are identical to the Charges identified in Section 31 for SS0O
Suppliers.
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61. SCO Customer Billing

. 8CO Customers will be billed at the monthly SCO Price per Ccf for all usage within a calendar
month.

. SCO Customers wilt continue to be billed on a cycle basis, with SCO Rider rate proration on a
calendar month basls. The rate proration is currently done on a Days Use basis which assumes
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 SCQ Customers will not see on their bills a unit SCO rate
equal to the calendar month NYMEX plus the Retail Price Adder, per Cef. It will be a blended
rate crossing two months.

. SCO 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 working group.

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

. One or more educational meetings will be held pricr to the SCO auctions with those
Suppliers interested in bidding on VEDQ SCO customer [oads.

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

. The meeting(s} will be held prior to Supplier’s submitting their SCO Supplier
Application and undergoing 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
SS0 Suppliers in Section 29.
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65. SCO Supplier Failure to Perform

1. 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 wilt take place approximately 45 days prior to the end of the SS0
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 credit ranking.

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

. Customer movement toffrom Choice wiil take place on cycle.

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

. PIPP customers will not be “enrolied® with a SCO Supplier, but the total PIPP load will be
split proporticnally among the SCO Suppliers.
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67. Customer Education = SCO Phase

1. AWorking Group approach will be used for developing the customer education
commumication,

2. The message to customers will necessarily depend on the Working Group's decisions on
how and whether o 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 appsar 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 fo March 2010

Execute media relations and community relations strategies.

Mareh 2010
Distribute second survey afler 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, PUCO and VEDQ) 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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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 SS0/SCO, Choice, and Large Transporters/Pool Operators comply with
their various Programs’ rules. The non-gas portion of those charges include
DDQ non-compliance charges, Imbalance Cashout premiums and discounts,
and OFO non-compliance Charges. Those charges currently are credited to all
Choice eligible customers via the PIPP Rider. As part of the Exit Settlement,
Veciren 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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1. Phase1-
a.
b.

-~ 0 a0

73. New Processes Tested by Phase

S50 Phase:
Market-based standard pricing

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

VEDO coordinated callective POLR services

Mandatory capacity reiease for SSO and Choice Suppliers

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

2. Phase 1.5~ SCO Phase:

a.
b.
c.

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

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

. The settling parties propose that the Commission approve both the SSC Phase and
SCOC Phase in its order regarding the settiement. The S50 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 associaled with implementing the CIS changes will be recovered via the Exit
Transition Cost Rider.

High Level Systems Development Plan to support SSO include:
i. Develop and implement new forecasting model to include daily/monthly slorage
injection/withdrawal reguirements.

ii. 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 SS0O and Choice Suppliers’ statements to reflect the
new tariff charges and balancing provisions.
iii. Ability to reverse back ta GCR.
iv. Ability to handle defaulting Suppliers {(POLR).
v. Changes to Large Gas Transportation daily/monthly tolerances, and OFO
1.  Cash-out provisions.
vi. Variance reporling requirements.

. High Level Systems Development Plan to support SCO 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.).

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 contracis are not being renewed, and have not made an affirmative election
to SCO service or a specific Choice Supplier.

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

Modify system requirement of customer having to bill on VEDQ sales service once
before it will aliow 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).

Moadification to current EDI file transactions to auto-create new enrollments
transactions for SCO customer, fransfers, and to create auto-drop fransactions for
SCO customers shut-offs.
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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 io GCR
Sales Service at any time during the SSCeor SCO Phase. VEDO also retains
the right to petition the Commission to revert to GCR service.

. SSQ/SCO Supplier Agreements must reflect the possibility of reversion to
GCR service as a risk taken on by the Suppliers.

. Processes for unwinding SSO/SCQO/Choice Supplier TCO 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 reverfed 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 PUCO.
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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 AdmihistrationNEDO Hedging

. 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.

in the 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 o a later month-end date depending on the PUCOQ-approved initiation
date of Phase 1.

VEDO has hedged winter supply, November 2007 through March 2008, through
its Advance Purchases Program, using its standard practice of hedging
approximately 75% of its expected winter deliveries. But it has not hedged
beyond March 31, 2008, in anticipation of the initiation of SSO Service.

VEDO will not restart hedging through advance purchases beyond March 31,
2008, due to the expected implementation of S5O 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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McNees Wallace & Nurick we

atterneys al law

August 1, 2007

Steven R. Brennen

Director, Utilities Department

Doris E. McCarter

Director, Service Monitoring and Enforcement Department
Public Utilittes Commission of Ohio

180 East Broad Street

Columbus, Ohio 43215

NOTICE OF INTENT

Directors Brennen and McCarter:

Pursuant to Rule 4901:1-19-04(A), O.A.C., Vectren Energy Delivery of
Ohio, Inc. hereby gives notice of its intent to file an application for exemption of
commodity sales service as set forth in Section 4929.04, Revised Code no
soaner than thirty days after the date of this letter.

Very truly yours,

gt

Attorney for Vectren Energy Delivery
of Ohio, Inc.

21 EAST STATE STREET, 17™ FLOOR, COLUMBUS, OHIO 43215 » TEL: 614-469-8000 » FAX: 614-469-4653 -
' WWW MWN.COM

HAZLETON, PA » LANCASTER, PA‘E‘STATE COLLEGE, PA « HARRISBURG, PA « WASHINGTON, DC


http://WWW.MWN.COM

RECEIVED~DOCKE TING DIV

BEFORE 00IDEC 2] AMIG: 6
THE PUBLIC UTILITIES COMMISSION OF OHIO
In the Matter of the Application of ) P U C G
Vectren Energy Delivery of Ohio, Inc. )
for Approval of a General Exemption of )
Certain Natural Gas Commodity Sales )
Services or Ancillary Services from ) Case No. -GA-EXM
Chapters 4905, 4909, and 4935 except ) '
Sections 4905.10, 4935.01, and 4935.03, )
and from specified sections of Chapter 4933 )
. of the Revised Code. }
APPLICATION AND EXHIBITS
Gretchen J. Hummel, Esq.
Trial Attorney
McNees Wallace & Nurick LLC
FifthThird Center
21 East State Street
17" Floor

December 21, 2007

Columbus, Ohio 43215

Telephone: (614) 469-8000
Telecopier: (614) 469-4653
ghummel@mwncmh.com

and

Robert E. Heidorn, Esq.

Vice President and General Counsel
Vectren Corporation

PO Box 209

Evansville, IN 47708-0209
Telephone: (812) 491-4203
Telecopier: (812) 491-4238
rheidom@vectren.com

Attorneys for Vectren Energy
Dellvery of Ohio, Inc.


mailto:ghunrimel@mwncnnh.com
mailto:rheidom@vectren.com

BEFORE
. THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of

Vectren Energy Delivery of Ohio, Inc.

for Approval of a General Exemption of
Certain Natural Gas Commodity Sales
Services or Ancillary Services from
Chapters 4905, 4909, and 4935 except
Sections 4905.10, 4935.01, and 4935.03,
and from specified sections of Chapter 4833
of the Revised Code.

Case No, -GA-EXM

St S’ it ottt Smapl et “Nmuall’ Nt

APPLICATION

. December 21, 2007
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of

Vectren Energy Delivery of Ohio, Inc.

for Approval of a General Exemption of
Certain Natural Gas Commodity Sales
Services or Ancillary Services from
Chapters 4905, 4909, and 4935 except
Sections 4905.10, 4935.01, and 4935.03,
and from specified sections of Chapter 4333
of the Revised Code.

Case No. -GA-EXM

R e o o i il S g

APPLICATION

Vectren Energy Delivery of Ohio, Inc. (“VEDQ"), the applicant in this proceeding,
iS a natural gas company providing service to 320,000 customers in the state of Ohio, of
which approximately 320,000 are expected to be affected by this application.

Applicant submits this application pursuant to Section 4929.04 of the Revised
Code, for approval of an exemption from chépters and sections of the Revised Code
'speciﬁed in Section 4929.04, Revised Code, for the provision of all commodity sales
services. This exemption will affect customers served by VEDO Rate Schedules 310
(Residential Sales Service), 315 (Residential Transportation Service), 320 (General
Sales Service), 325 (General Transportation Service), 330 (Large General Sales
Service), 340 (Interruptible Sales Service), 341 (Dual Fuel Sales Service), 345 (Large
General Transportation Service), 380 (Pooling Service [Large General]), and 385

(Pooling Service [Residential and General]). Additionally, two new rate schedules

{C23831:}



applicable to suppliers (Rate 395 — SSO Supplier Service and Rate 396 — SCO Supplier
Service) are proposed. Application Exhibits | through VI are attached to this application
and are incorporated herein.

This Application is also submitted pursuant to Section 4929.11, Revised Code,
for approval of the proposed Exit Transition Cost (“ETC") Rider, the purpose of which is
to recover Merchant Function Exit transition costs from affected customers. This rider
will recover incremental implementation costs and recover/pass back specified costs.
This application is also made pursuant to Section 4905.13, Revised Code, for all
applicable accounting authority necessary to implement the ETC Rider.

The Applicant requests the Commission to consider the facts and proposals set

forth in this application and to approve the applicant's request for an exemption.

Respectfully submitted,
‘\-"“":u,,am Al L. L{-Q-W
derrold L. Ulrey U

Vice President, Regulatory Affairs and Fuels

Jobet £ Hoocds
Robert L. Goocher
Vice President and Treasurer

Company Official to be Contacted
Regarding the Application:
Jerrold L. Ulrey

Mailing Address:
One Vectren Square
Evansville, Indiana 47708

Telephone Number:
812-491-4206

Attorney for Applicant:
Gretchen J. Hummel

{C23831:}



McNees Wallace & Nurick LLC
Fifth Third Center

21 East State Strest, 17" Floor
Columbus, Ohio 43215
614-469-8000
ghummel@mwncmh.com
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VERIFICATION

STATE OF INDIANA
SS

i

COUNTY OF

I, Jerrold L. Ulrey, Vice President, Regulatory Affairs and Fuels, and |, Robert L.
Goocher, Vice President and Treasurer of the Vectren Corporation hereby verify that
the information contained in this application is tfrue and correct to the best of our
knowledge.

<ot U,
VicePresident, Regulatory Affairs ﬁ Fuels

foleit L. Proche

Vice President and Treasurer

) -
Sworn and subscribed before me this X ﬂ day of A@ﬁw{(n_, , Kooy |

R

it A, ‘L
Notar;l( Public | ) ‘ \\“\“umu,%
Sharen K. TRader|dhn Seeiler,
Printed ~J 3 Z
| S { Sg Y02
Warr C.K 2 QQ’ £
County =f. ~~ §
. -7 " o
My term expires: __ /4 ~ (7~ 2008 Cr LI
(SEAL)
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CERTIFICATE OF SERVICE

| hereby certify that a copy of the faregoing Application and Exhibits was served

upon the following parties of record this 21st day of December 2007, via electronic

transmission, hand-delivery or ordinary U.S. mail, postage prepaid.

retchen J{{Hummel

PARTIES OF RECORD

Maureen Grady

Office of the Ohio Consumers’ Counsel
10 West Broad Street

Suite 1800

Columbus, Ohio 43215

Michae! Kurtz

Boehm, Kurtz & Lowry
36 East Seventh Street
Suite 1510

Cincinnati, OH 45202

Bruce Mcintosh
Mcintosh & Mcintosh
15 East Eighth Street
Suite 300 West
Cincinnati, OH 45202

Ellis Jacobs

Attorney at Law

Legal Aid Society of Dayton
333 W. First Street, Suite 500
Dayton, OH 45402

Howard Petricoff

Vorys, Sater, Seymour and Pease
52 East Gay Street

PO Box 1008

Columbus, OH 43216-1008

John Bentine

Chester, Willcox & Saxbe LLP
65 E. State Strest

Suite 1000

Columbus, OH 43215

David Rinebolt

Ohio Partners for Affordable Energy
231 West Lima Street

Findlay, OH 45839-1793

Dane Stinson

Bailey Cavalieri |LLC
10 West Broad Street
Suite 2100

Columbus, OH 43215

Tim Stewart

Lewis & Kappes

1700 One American Square
Indianapolis, IN 46282-0003

W. Jonathan Airey

Vorys, Sater, Seymour & Pease LLP
52 E. Gay Street

PO Box 1008

Columbus, OH 43216-1008



Jerry Westerfield
Proliance

111 Monument Circle
Suite 2200
Indianapalis, IN 46204

John Dosker

Stand Energy

1077 Celestial Street
Rockwood Building, Suite 110
Cincinnati, OH 45202

Vem Margard

Assistant Attorney General

Public Utilities Commission of Ohio
180 East Broad St, 9" Floor
Columbus, OH 43215
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INTRODUCTION

This Application is the result of a development process engaged in by Vectren
Energy Delivery of Ohio, Inc.'s ("VEDQ") Merchant Function Working Group, which has
been meeting regularly since October 2006. The Merchant Function Working Group
included all of VEDO’s Choice commodity suppliers, other interested commodity
suppliers, the Ohio Farm Bureau Federation, the Ohio Office of Consumers’ Counsel,
Ohio Partners for Affordable Energy, and the Commission Staff. It is anticipated that
continuing discussions of the Working Group will result in a consensus agreement
based on the proposals in this Application with revisions to be submitted to the
Commission for approval. In response to the requirements of Rule 4901:1-19-04,

0.A.C., the following exhibits are submitted with the Application for approval;

Application Exhibit | ..........................o.L Summary of Application
Application Exhibit Il ................................ Testimony of Jerrold L. Ulrey
Application Exhibit Il ... ... Testimony of Robert Lawson
Application Exhibit {V.............................. Testimony of Perry M. Pergola
Application ExXhibit V..................cooeiiine Testimony of Scott A. Albertson
Application Exhibit Vl.................oceviiiii Testimony of Michael Roeder
Application Exhibit VIL.............. ... Current and Proposed Tariffs

And Supporting Rationale

(E Schedules)

A Motion for Waivers (“Motion™) of certain requirements of certain provisions of
Rules 4901:1-19-06 and 4901:1-19-09, O.A.C. will be sought in light of the extensive
discussions which preceded this filing, during which interested parties engaged in
significant informal discovery and analysis of the proposals contained herein as they
were being developed. This Motion will be filed at the same time as the filing of this

Application.
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OBJECTIVES

Since VEDO acquired its distribution system in November 2000, when alt VEDO
customers (except large transport customers) were limited to VEDO sales service
subject to gas cost recovery (“GCR”) requirements, VEDO has successfully initiated
services pursuant to which every VEDO customer has an opportunity to choose an
alternative supplier for commodity services. At this point, approximately 75,000
residential and commercial VEDO customers and nearly all of VEDO’s large voiume
customers are served by a commodity supplier other than VEDO. The result is that
almost haif of VEDQ’s annual commeodity load is already comprised of non-utility sales

service.

This Application seeks approval for two phases which are intended to serve as a
sequential process pursuant to which VEDO will transition from the provision of
commeodity service to an environment in which VEDO exits the merchant function and
all VEDO customers are receiving commaodity from non-utility commodity suppliers. The
exit will acknowledge VEDO's business role as a distribution service provider by
appropriately relieving it from the sales function from which it, by law, can earn no profit
and by providing a measured transition by which the sales function can ultimately be
served by non-utility suppliers in a competitive market. There are two primary
objectives of Phase |, SSO Service: (1) to encourage a competitive market in which
customers can make informed choices among expanded reliable commaodity Sewice
product alternatives offered by multiple suppliers, and, (2) to initiate a process by which
the orderly exemption from VEDQ’s obligation to provide commodity sales service can

ultimately be accomplished. The auction provided for in Phase | will result in SSO

{C24639:} 9



Service and is intended to provide a first step toward the transfer of the remainder of
commodity serviée by VEDO to competitive retail natural gas suppliers (‘*CRNGS") as
outlined in Phase 1.5. The auction provided for in Phase 1.5 will result in SCO Service
and is intended to achieve an identifiable tariff-based relationship between eligible
customers and CRNGS suppliers through a Choice service offered on PUCO-regulated
standard terms and conditions, including a standard price developed at auction. (Based
on VEDO consultations with Federal Energy Regulatory Commission staff, VEDO
anticipates that prior to any auction, VEDO will have either received further clarifications
from the Federal Energy Regulatory Commission conceming capacity release
consistent with FERC's recent Notice of Proposed Rulemaking on capacity release, or,
in the alternative, that VEDO will have filed a request to the FERC for a waiver of certain
of FERC’s capacity release provisions.) The final step, not addressed in this
application, would be Phase 2, or a “Full Choice”, paradigm which would involve a
direct retail relationship between all customers and CRNGS suppliers, with customers
making service choices from a menu of products offered by suppliers in a competitive

market environment.

RATIONALE

Phase | will begin to address and eliminate issues that have challenged the
development of a fully competitive market since the inception of VEDO's customer
choice program in 2003. Implementation of Phase | will eliminate the confusion and
inaccuracies that the constantly-reconciling nature of the gas cost recovery ("GCR™)

calculation injects into the evaluation customers make about the competitive choices
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available. Customer education efforts during Phase 1 will begin to inform VEDO
customers of the transition from the provision of commodity service by VEDO to
alternative suppliers. This transition phase is expected to generate significant, vibrant
supplier effort to compete in VEDO’s market and to provide a greater variety of products
to address customer needs.

Phase 1.5, from a customer perspective, will look very much like Phase 1. The
only noticeable difference will be that the customer bill will indicate the CRNGS supplier
responsible for providing the customers commodity. All customers will be billed an
auction-determined standard choice price. Customer education will be undertaken so
that customers understand the changes to their service. From an operations
perspective, many of the IT and mechanical changes required to support SCO Service
are those required to support a full merchant function exit in a future Phase 2
environment. Phase 1.5, therefore, provides a low risk opportunity to test and evaluate
operational performance levels necessary in order to make a full merchant function exit

successful.

TARIFFS AFFECTED

The following is a list of the tariffs affected by SSO Service and SCO Service:

850 Service
Shoet No, | Description
2 Tariff Sheet Index
10 Rate 310 Residential Sales Service
11 Rate 315 Residential Transportation Service
12 Rate 320 General Sales Service
13 Rate 325 General Transportation Service
14 Rate 330 Large General Sales Service  °
15 Rate 340 Interruptible Sales Service
16 Rate 341 Dual Fuel Sales Service

{C24639:} 4



17 Rate 345 Large General Transportation Service
21 Rate 385 Pooling Service (Residential and General)
22 Rate 395 SSO Supplier Service
31 Gas Cost Recovery Rider (suspended)
33 Back up Sales Service Rider (deleted)
35 Migration Cost Rider (suspended)
36 Balancing Cost Rider (suspended)
38 Standard Sales Offer Rider
41 Exit Transition Cost Rider
50 Transportation Terms and Conditions {Large General)
51 Nomination and Balancing Provisions {Large General and Pool Operator)
52 Pooling Service Terms and Conditions (Residential and General)
53 Supplier Pooling Agreement (deleted)
54 Unaccounted for Gas Percentage
55 SS0 Supplier Terms and Conditions
59 General Terms and Conditions (T & C) Applicable to Gas Service —
Definitions
70 General T & C Applicable to Gas Service — Curtailment Procedures
71 General T & C Applicable to Gas Service — Operational Flow Crders
72 General T & C Applicable to Affiliate Code of Conduct
79 General T & C Applicable to Gas Service - Amendments
SCO Service
shost o, | Descrioton
2 Tariff Sheet Index
10 Rate 310 Residential Sales Service
11 Rate 315 Residential Transportation Service
12 Rate 320 General Sales Service
13 Rate 325 General Transportation Service
14 Rate 330 Large General Sales Service
15 Rate 340 Interruptible Sales Service
16 Rate 341 Dual Fuel Sales Service
22 Rate 395 SSO Supplier Service (deleted)
23 Rate 396 SCO Supplier Service
38 Standard Sales Offer Rider (deleted)
41 Exit Transition Cost Rider
44 Standard Choice Offer Rider
50 Transportation Terms and Conditions (Large General)
52 Pooling Service Terms and Conditions (Residential and General)
54 Unaccounted for Gas Percentage
55 SSO Supplier Terms and Conditions (deleted)
56 SCO Supplier Terms and Conditions
59 General Terms and Conditions (T & C) Applicable to Gas Sewlce -
Definitions
{C24639:} 5




70 General T & C Applicable to Gas Service — Curtailment Procedures

71 General T & C Applicable to Gas Service — Operational Flow Orders

APPROACH AND TIMELINE

VEDO understands that customers and other stakeholders may not be prepared
to flash cut to a full retail environment in which all eligible commodity customers have a
direct retail relationship with a CRNGS supplier and VEDO provides no commodity
service. Accordingly, while VEDO remains committed to full exit from the merchant
function, this proposal is made to move toward that end in two transitional phases.
Phase 1 will be an interim model in which VEDQ will continue to provide commodity
sarvice from the SSO initiation date until a subsequent March 31st using an auction
process. VEDO will conduct a descending clock auction consistent with that conducted
by Dominion East Ohio Gas Company as a result of the Commission’s Opinion and
Order in Case No 05-474-GA-ATA. The details of the auction are set out in Application
Exhibit IV. In order to provide a transition from VEDO's current commodity procurement
hedging strategy to unhedged standard prices, the SSO Service price during the initial
three winter months of the Phase 1 period will be hedged as described in the testimony
of VEDO Witness Perry M. Pergola. VEDO's GCR customers will become SSO Service
customers on the SSO initiation date, pursuant to the terms and conditions of the
relevant proposed tariffs in Application Exhibit VII.

Approximately six weeks prior to the end of the SSO Phase, VEDO will conduct
an SCO Service auction, in the same manner as the SSO Service auction, the details
of which are set out in Application Exhibit No. iV. The auction will be for a twelve

month period. SCO Service will be a Choice Service offered on PUCO-regulated

{C24639:} 6




standard terms and conditions, including price, as set out in the relevant proposed
tariffs in Application Exhibit VII. Bidders in the SCO Service auction must be certified
CRNGS suppliers. VEDO's SSO Service customers will become SCOQO Service
customers on the SCO initiation date. Choice customers will not be permitted to
migrate to SCO Service, but SCO Service customers will be encouraged to migrate to
competitive Choice Service throughout the period SCO Service is offered. The loads
of all former SSO Service customers will be assigned to specific Choice suppliers who
will be their SCO Service supplier, except for PIPP Customers, whose load will be
setved on a proportionate basis by the SCO Service suppliers (similar to SSO Service)
but will not be specifically assigned. SCO Service will be offered for the initial year,
and if Phase 2 Full Choice settlement is not reached with the parties and approved by
the Commission by six weeks prior to the initial SCO period termination, another SCO
Service auction will be held for a subsequent annual period, and so on thereafter.

In order to minimize the risk and consequences of supplier default in both
Phase1 and 1.5, an individual supplier will be limited fo serving no more than one third
of the total volumes to be acquired through the auction process. As described in
Application Exhibit IV, VEDO, SSO Service suppliers (SCO Service suppliers in Phase
1.5), Choice Service suppliers, and Large Transporters/Pool Operators would all be
involved in the provider-of-last-resort (“POLR"} function, with VEDO serving as

coordinator.

{C24639:} 7



CUSTOMER EDUCATION

VEDO will conduct a customer education program developed in consultation with
a self-assigned sub-committee of the Merchant Function Exit Working Group. The
purposes of the education plan are (&) to provide VEDO an opportunity to explain its exit
plans to its customers and (b) to ensure that its customers understand their commodity
service options, the implications of their choices, and the available customer
protections. The customer education development process and plan are described in

Application Exhibit No. VI.

COST RECOVERY

An Exit Transition Cost ("ETC") Rider will be established to recover Merchant
Function Exit transition costs from all SSO Service, SCO Service, and Choice Service
customers. This reconcilable rider will recover incremental SSO Service and SCO
Service implementation and ongoing operating costs (including customer education

costs). Additionally, the rider will recover/pass back costs such as residual GCR

- variances and migration costs, residual incremental POLR costs, and residual

transporter imbalance costs. This rider is discussed in detail in Application Exhibit V.

GCR AUDITS AND LONG TERM FORECAST REPORTS (“LTFR")

Pursuant to Section 4929.04, Revised Code, Commission approval of this

Application will relieve VEDO from, among other things, the statutory and rule

requirements for GCR management performance (“M/P”) and financial audits and LTFR
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filing requirements. While VEDO will no longer be subject to LTFR filing requirements,
VEDO will routinely prepare a design day peak forecast which will be updated annually

and provided to the Merchant Function Exit Working Group members for review.

MERCHANT FUNCTION EXIT WORKING GROUP PROCESS

VEDO's Merchant Function Exit Working Group will meet regularly as needed
throughout Phases 1 and 1.5 to conduct ongaoing evaluation of the SSO Service and the
SCO Service and to continue ongoing discussions related fo the development and
implementation of Phase 2. As a part of this evaluation, the group will consider the
results of an annual audit that will be conducted to review the costs and revenues
arising from the implementation of Phases 1 and 1.5, as described in Application Exhibit
V. Parenthetically, the required annual review of VEDO’s Uncollectible Expense Rider
will be conducted and reported on the same schedule as the new annual audit. The

group will also continue discussions for the development of a Full Choice environment.

{C24632:} 9



Application Exhibit Il

BEFORE
THE PusLIc UTiILITIES COMMISSION OF OHIO

In the Matter of the Application of

Vectren Energy Delivery of Ohio, Inc.

for Approval of a General Exemption of
Certain Natural Gas Commodity Sales
Services or Ancillary Services from
Chapters 4905, 4909, and 4935 except
Sections 4905.10, 4935.01, and 4935.03,
and from specified sections of Chapter 4933
of the Revised Code.

Case No. -GA-EXM

T v e Nt Sogge? gt gt “uga Seugut

PREPARED DIRECT TESTIMONY
OF JERROLD L. ULREY
ON BEHALF OF
VECTREN ENERGY DELIVERY OF OHIO, INC.

Gretchen J. Hummel, Esq.
Trial Attorney

McNees Wallace & Nurick LLC
FifthThird Center

21 East State Street

17" Floor

Columbus, Ohio 43215
Telephone: (614) 469-8000
Telecopier: {(614) 4694653
ghummel@mwncmh.com

and

Robert E. Heidomn, Esq. ‘

Vice President and General Counsel
Vectren Corporation

PO Box 209

Evansville, IN 47709-0209
Telephone: (812) 491-4203
Telecopier: (812) 491-4238
rheidorn@vectren.com

. December 21, 2007 Attorneys for Vectren Energy
Delivery of Ohio, Inc.


mailto:gliummel@mwncmh.com
mailto:rheidorn@vectren.com
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BEFORE
THE PuBLIc UTiLITIES COMMISSION OF OHIO

In the Matter of the Application of

Vectren Energy Delivery of Ohio, Ing,

for Approval of a General Exemption of
Certain Natural Gas Commodity Sales
Services or Ancillary Services from
Chapters 4905, 4909, and 4935 except
Sections 4805.10, 4935.01, and 4935.03,
and from specified sections of Chapter 4933
of the Revised Code.

Case No. -GA-EXM

et St St e g gt Saprt gt

PREPARED DIRECT TESTIMONY
OF JERROLD L. ULREY

Please state your name and business address.

My name is Jerrold L. Ulrey. My business address is One Vectren

Square, Evansville, Indiana, 47708.

Q. By whom are you employed and what is your titie?

A. | am Vice President, Regulatory Affairs and Fuels for Vectren Utility

Holdings, Inc., the parent company of Vectren Energy Delivery of Ohio,
Inc. (“VEDO").

Q. Please describe your educational background.
In 1975, | obtained a Bachelor of Science Degree in Industrial
Management from Purdue University. In 1985, | obtained a Masters of

Business Administration degree from Indiana University.



10
11
12
13
14
15

16.

17

18
19
20

21

Please describe your professional experience and current
responsibilities.

| have been employed by Vectren Corporation {or its predecessor
company, Indiana Energy, Inc.) since 1981. My primary focus has been in
regulatory affairs and gas supply. | assumed my current position in 2001
and am responsible for coordinating the Vectren utilities’ involvement in

regulatory proceedings. | also oversee Vectren’s gas supply activities.

What is the purpose of your testimony in this proceeding?

This testimony is responsive to the filing requirements of Section
4929.04(A), Revised Code; and Rule 4901:1-19-04(C)(1), (C)3), and
(CX5), O.AC. My testimony describes how VEDQ's proposal is in
substantial compliance with the State of Ohio’s natural gas policies as set
forth in Section 4929.02, Revised Code. It should be noted that, in its
September 13, 2008, Opinion and Order in Case No. 05-1444-GA-UNC
and based on substantially the same information, the Commission has
previously found VEDO in substantial compliance with Section 4929.02,

Revised Code.

SECTION 4929.02, REVISED CODE REQUIREMENTS

Please describe how the Company’s proposal is In substantial
compliance with the State of Ohio’s natural gas policy as set forth in

Section 4929.02(1), Revised Code - Promote availability to
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consumers of adequate, reliable, and reasonably priced natural gas
services and goods.

Currently all of VEDO's retail customers, except the PIPP customers, have
access to both sales and transportation service options. PIPP customers
may receive only sales service, although their supply could be provided by

an altemnative supplier depending upon semi-annual PIPP RFP results.

Sales service is distribution service coupled with gas supply purchased by
the customer from VEDO at regulated prices. Regarding sales service,
GCR priced gas supply is currently available to all customers under
VEDO's various sales rate schedules. The GCR price is a Commission-
approved price that includes balaﬁcing accounts reflecting gas costs that
were over or under-recovered in prior months based on actual GCR prices

billed to customers.

Transportation service is distribution service only, with the customer
purchasing gas supply at negotiated prices from a supplier other than
VEDOQ. Transportation service is currently available to all of VEDO's retail
customers under one of two programs. In fact, about 50% of VEDO’s total
annual throughput is pursuant to these two transportation services. First,
Choice Transportation is available to Residential and General Service
customers under the Residential and General Transportation Service rate
schedules. Choice customers become part of a pool of customers that is

supplied by customers’ selected supplier. Under the second program,
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Large General Transportation Service, VEDQ's largest customers, may

~ gelect their own gas supplier, and be part of a customer pool as well, at

their option. Under both programs, VEDO is the provider of the

distribution service.

Under the Company's proposaed Standard Sales Offer ("SS0O” or “Phase
1") Service, a regulated sales service will continue to be available to all of
VEDO's retail customers. SSO customers will pay VEDO’s distribution
charge as well as a Commission-approved monthly standard market price
(without balancing accounts) based on NYMEX natural gas futures prices
plus an auction-estabiished retail price adjustment. Under Applicant’s
proposed Standard Choice Offer (“SCO” or “Phase 1.5") Service, a
regulated Choice Transportation service will be available to Choice eligible
customers only. The price to be paid by SCO customers will continue to
be comprised of VEDO's distribution charge and a Commission-approved
monthly standard price based on NYMEX natural gas futures prices pius
an auction-established retail price adjustment which is defined in VEDO
witness Perry M. Pergola’s testimony. However, because VEDO will no
longer have a sales service and SCO Service will be available only to
Choice eligible customers, any Large General Sales customers will be
required to transfer to Large General Transportation Service by the start of

the SCO Phase.
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The Corhpany‘s proposal includes mandatory recallable capacity release
of approximately 75% of 880, SCO, and Choice suppliers’ loads, firm
capacity and supply reviews for the remaining 25%, and well-designed
collactive approaches to system balancing and Provider of Last Resort
("POLR") service using storage capacity released to suppliers, VEDQ's
proposal and SCO suppliers assure the continuing adequacy and

reliability of gas supply deliveries for all customers.

In addition, Choice suppliers must be PUCO-certified and VEDO-certified
in order to provide service to Choice customers. And Choice suppliers
must adhere to a Code of Conduct contained in VEDO's tariff. These are

important requirements to ensure the reliability of supply to customers.

Applicant's proposals for SSO and SCO Service will maintain the
availability to consumers of adequate, reliable, and reasonably priced

natural gas services and goods.

Please describe how the Company's proposal is in substantial
compliance with the State of Ohio’s natural gas policy as set forth In
Section 4929.02(2), Revised Code - Promote availability of unbundied
and comparable natural gas services and goods that provide
wholesale and retail consumers with the supplier, price, terms,
conditions, and quality options they elect to meet their respective
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In January 2003, VEDO implemented the Choice Transportation service
described above to provide unbundled services to Residential and
General Service customers. Today, over 75,000 customers, about 25% of
those eligible, have elected Choice service and are obtaining gas supply
from one of five VEDQ-approved Choice suppliers. These Choice
suppliers have offered a variety of prices to meet the needs and desires of
customers, including fixed rates for 1 and 2 year periods, monthly variable

rates, and capped rate products.

A number of potential new Choice suppliers are actively participating in
the VEDO Merchant Exit Transition Working Group that led to this
Application. Their active participation in VEDQO’s Choice market can be
expected as soon as the Application is approved and the sales service
GCR pricing is replaced by the standard market pricing for SSO (and
subsequently SCO Services), creating a more “level playing field”. The
level playing field results from the SSO and SCO prices (collectively
“*Standard Pricing”) which reflects market prices and eliminates the GCR
balancing accounts, thereby becoming more comparable to unbundled
service (Choice) pricing. The new participants will increase the number of
suppliers available to offer unbundled service to Choice-eligible
customers. The Customer Education sub-group, described in VEDO
witness Michael Roeder's testimony, is developing plans for two years of

media communication to promote customer awareness of the availability
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of comparable gas services to Residential and General Service Sales

customers.

VEDO’s Large General Transportation Service has been in place for many
years. Creditworthy suppliers may act as Pool Operators per VEDO's
Rate 380. Eleven suppliers are selling unbundled gas supply to
approximately 628 Large General Transportation customers in VEDO'’s
service area. The Company's proposal for SSO and SCO Services woukd
impact the Large General Transportation Service only tangentially, as
described in the testimony of VEDO witness Scott E. Albertson.
Customers under this service would continue to receive unbundied and

comparable service.

VEDQO does not provide transportation or sales service to whaolesale

customers.

Please describe how VEDO’s proposal is in substantial compliance
with the State of Ohio’s natural .gas policy as set forth in Section
4929.02(3), Revised Code - Promote diversity of natural gas supplies
and suppliers, by giving consumers sffective choices over the
selection of those supplies and suppliers.

All of VEDO's customers have effective choices over the selsction of
services today, as described above. VEDO recognizes that the GCR
pricing, with its balancing accounts, can make the comparison to Choice

pricing offers difficult. The two proposed Exit Transition Phases will utilize
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standard market pricing (without balancing accounts) which will provide
price transparency and improve the comparability of the Standard Pricing

to the Choice price offers.

Please describe how the Company’s proposal is in substantial
compliance with the State of Ohio’s natural gas policy as set forth in
Section 4929.02(4), Revised Code - Encourage innovation and market
access for cost-effective supply and demand side natural gas
services and goods.

Regarding demand side natural gas services, VEDO has a base rate-
funded (at $1.1 million per year) low-income weatherization program
administered by Ohio Partners for Affordable Energy (‘OPAE”). The
Company also has a VEDO-funded Demand Side Management (“DSM”)
program, also administered by OPAE, applicabie to customers with
incomes up to 300% of poverty level, roughly 60% of VEDO customers, at

$1.0 million per year.

The Standard Pricing service utilized in both the SSO and SCO Phases,
including the retail price adjustment auction, is an innovative approach for
the transition to merchant exit. It provides competitive market-priced
supply that is more easily compared to Choice offers, thereby encouraging
more Choice suppliers to enter VEDO’s market. A more competitive
supply market in the VEDO service area should induce the innovations in

natural gas services and goods that will meet various customer needs.
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Please describe how VEDO’s proposat Is in substantial compliance
with the State of Ohio’s natural gas policy as set forth in Section
4929.02(5), Revised Code - Encourage cost-effective and efficient
access to information regarding the operation of the distribution
system of natural gas companies in order to promote effective
customer choice of natural gas services and goods.

VEDO currently provides a number of reports to the Commission
regarding the operation of its distribution system. An Annual Report is
filed with the Commission each year. SG Reports containing sales and
revenue information are provided monthly fo the Commission. Monthly,

VEDO provides current Choice Statistics Reports to PUCO and OCC staff.

In addition, through its Merchant Exit Transition and Transportation
Matters Working Groups, which include both Commission and OCC staff
participants, VEDO provides information regarding the operation of its

distribution system.

In the 880 and SCO phases, IVEDO will provide additional reports on
information relating to Choice customers and suppliers, as well as the
functioning of the SSO and SCQ phases, as described in the testimony of
Mr. Albertson.
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Please describe how the Company’s proposal is in substantial
compllance with the State of Ohio’s natural gas policy as set forth in
Section 4929.02(6), Revised Code - Recognize the continuing
emergence of competitive natural gas markets through the
development and implementation of flexible regulatory treatment.

The various merchant exit discussions of several large local distribution
companies demonstrate the continuing emergence of competitive natural
gas markets in Ohie. There has been increased interest from potential
Choice suppliers in the Ohio markets because of the merchant exit
discussions and, in particular, the Phase 1 Exit proceeding of Dominion
East Ohio ("DEOQ”). Further, new suppliers to VEDO's service area have

actively participated in VEDO’s Merchant Exit Transition Working Group.

The Merchant Exit Transition proposed by this Application appears to be
fully contemplated by the Commission’s Regulation at 4929.04, which
allows for exemption from commodity sales service for natural gas utilities,

pursuant to flexible altemative regulatory treatment.

Please describe how VEDO’s proposal is in substantial compliance
with the State of Ohio’s natural gas policy as set forth in Section
4929.02(7), Revised Code - Promote an expeditious transition to the
provision of natural gas services and goods in a manner that
achieves effective competition and transactions between willing

buyers and willing sellers to reduce or eliminate the need for

10
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regulation of natural gas services and goods under Chapters 4905
and 4909 of the Revised Code.

VEDO's Choice program has been in place for 4% years. About 25% of
VEDC's eligible customers are now served under retail agreements with
Choice suppliers. VEDO has well designed and _soundly operating
systems and procedures to ensure delivery of reliable supply to those
Choice customers while maintaining overall system reliability. The Choice
operating and information systems are in place and fully capable of
accommodating increased Choice customer participation as expected as
the SSO and SCO phases create a level playing field for Choice subpliers

and customers.

The VEDO Merchant Exit Transition plan as reflected in the Application is
designed to provide an expeditious transition up to full competition (“Full
Choice” or “Phase 2") through two phases, SSO (“Phase 1) and SCO
("Phase 1.5"). Both phases provide incremental progress to full
competition, testing different aspects of the systems and procedures
applicable to a Full Choice environment. Although the two phases are
meant to prepare the VEDO service area for Full Choice, through
attraction of additional Choice suppliers and the growth in numbers of
Choice customers, Phase 2 is not part of this Application. Any final

movement to Full Choice would be the subject of continuing collaborative

1"
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efforts of the working group and another Commission proceeding in the

future.

Please describe how the Company's proposal is in substantial
compliance with the State of Ohio’s natural gas policy as set forth in
Section 4929.02(B), Revised Code - Promote effective competition in
the provision of natural gas services and goods by avoiding
subsidies flowing to or from regulated natural gas services and
goods.

VEDO and the working group have continuously pursued removal of any
subsidies between regulated (sales) and non-regulated (Choice) natural
gas services. The result of this effort has included the development of the
Balancing Cost Rider at the outset of the Choice program 1o properly
recover the costs of balancing Choice customer loads and crediting that
recovery to the GCR customers, who were paying through the GCR for
the storage used to balance Choice loads. It also includes the subsequent
revision of that Balancing Cost Rider when its reserve margin component
was eliminated. Most recently, based on working group discussions and
the recommendation of the GCR auditor, VEDO moved contract storage
carrying costs recovery from base rates to the GCR. This revision was
necessary and appropriate because sales customers were being
subsidized by Choice customers, who were paying for storage-related

carrying costs that benefited only the sales customers. On top of the

12
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subsidy, the Choice customers were also paying any storage camying
costs imbedded in their Choice suppliers’ commodity offers. This change
removed a large subsidy being provided to the sales customers by the

Choice customers.

Under the SSO and SCO services, the GCR will be eliminated aﬁd alt
standard service customers will receive the standard market price, so the
balancing account will no longer interfere with current market pricing.
Because VEDO’s pipeline capacity will be released on an equivalent basis
to all SSO, SCO, and Choice suppliers, who will coliectively provide
system balancing services, the Balancing Cost Rider can be eliminated
and SS0O, SCO and Choice suppliers can each consider identical system

balancing costs in their pricing.

The remaining disparity between the SSO and Choice customers may be
the taxes applicable to the supply portion of their bills. The SSO
customers, who are utility sales customers, will pay a Gross Receipts
Excise Tax on the supply portion of their bilis, whereas the Choice
customers, who receive commodity from non-utility suppliers, will continue
to pay the state and local use taxes. This disparity will be eliminated in
the SCO phase, when all customers will receive supply from non-utility
standard choice suppliers and will therefore pay the state and local use

taxes.

13
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Please describe how VEDO’s proposal is in substantial compliance
with the State of Ohio’s natural gas policy as set forth in Section
4929.02(9), Revised Code - Ensure that the risks and rewards of a
natural gas company's offering of non-jurisdictional and exempt
services and goods do not affect the rates, prices, terms, or
conditions of non-exempt, regulated services and goods of a natural
gas company and do not affect the financial capability of a natural
gas company to comply with the policy of this state specified in this
section.

VEDO's Choice program implemented in 2003 reflected terms and
conditions found appropriate by the Commission. Any impacts on the
existing sales customers were considered in the development and
approval of VEDO’s Choice tariff. As described above, subsequently the
working group identified and the Commission has approved changes to
the Choice program to eliminate identified disparities between Choice and

Sales customers’ services.

Under the Application, revisions to the current Choice and Large General
Transportation Service rate schedules and related terms and conditions
are required to implement the proposed Merchant Exit Transition plan.
The changes are described in detail in the testimony of Mr. Albertson.
None of these changes would materially impact the services provided to

Choice and Large General Transportation customers or their suppliers.

14




10
11

12

13
14
15
16
17
18

19

20

21

The Merchant Exit Transition plan will require one group of cumrent sales
customers to convert from sales service to transportation service prior to
Phase 1.5. Large General Sales Service customers may remain sales
customers during the proposed Phase 1, the SSO phase, but will be
required to select an altemnative supplier prior to the initiation of the SCO

phase.

Approval of the Application should not affect the financial capability of
VEDO to continue to comply with the natural gas policy of this state.
There are some costs that will arise due to the Merchant Exit Transition
plan - billing system changes, customer education, consuiting and legal
fees, etc. — but those costs will be recovered through the proposed Exit

Transition Cost Rider.

Please describe how VEDO’s propoasal is in substantial compliance
with the State of Ohio’s natural gas policy as set forth in Section
4929.02(10), Revised Code - Facilitates the State’s competitiveness in
the global economy.

VEDO's well functioning Large General Transportation Program ensures
gas supply is a positive factor for Large General Customers located in or

considering locating in VEDO’s service area.

A level playing field, which would be established by the standard market

pricing in the SSO/SCO phases, should atiract more Choice suppliers,

15
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increasing the innovative services available to small and medium sized

businesses in VEDOQ's service area.

Please describe how the Company’'s proposal is in substantial
compliance with the State of Ohio’s natural gas policy as set forth in
Section 4929.02(11), Revised Code - Facilitate additional choices for
the supply of natural gas for residential consumers, including
aggregation.

Municipal aggregation is currently and will prospectively be available to
residential customers of electing communities in VEDO's service area.
The Choice program systems and procedures can readily accommodate

aggregation customers.

As described above, the standard market pricing in the SSO/SCO phases
replaces the GCR price, and provides an option that a customer can more
easily compare to competitive Choice product and price offers. VEDO's
Merchant Exit Transition plan should attract more Choice suppliers to

provide additional choices to Choice-eligible customers.

RULE 4901:1-19-04, O.A.C., REQUIREMENTS

Q.

Is VEDO currently subject to effective competition in the provision of
each commodity Sales Service, and do its customers currently have
reasonably available alternatives for each commodity service?

Yes. As described in detail above, and as supported by the testimony of

VEDO witness Dr. Robert Lawson, VEDO is subject to effective

16
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competition in the provision of its commodity sales services. All VEDO
customers currently have alternatives to VEDO Sales Service, with their
ability to participate in the appropriate VEDO transportation program —

Choice or Large General Service transportation.

It is VEDO’s belief, and one of the guiding principles behind its decision to
exit the merchant function, that the competition to sell supply to
Residential and General Service customers can be made much more
effective through standard market pricing in the SSO and SCO phases. In
addition, new suppliers should be attracted to VEDO's serviqa area dus to
its Exit Transition Plan, which should result in increased alternatives to

each commodity service.

Does VEDO have clear and accurate written materials related to
service and product offerings, which promote effective customer
choice and provision of adequate service?

Yes. Choice information is currently available to customers via Vectren’s
website and its call center. Competitive suppliers supplement VEDO's
informational efforts through solicitation materials sent to potential
customers. VEDQ's Call Center representatives provide a list of current
Choice suppliers upon customer request. No advertising currently takes

place.

17
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Please see the testimony of Mr. Roeder for a discussion of the planned
Customer Education program to be implemented in the 5SSO and SCO

phases.

Please describe VEDO's commodity sales service, the potential
number of customers for each service, an& the availability of
upsiream capacity needed to support the service.

Each of the commodity sales services is reflected in VEDQ's tariff for gas

service, as shown in the testimony of Mr. Albertson.

Residential Gas Sales Service (Rate 310), which has approximately
224,000 customers, is a full requirements sales service currently priced at
GCR rates. This class consumes approximately 18,670,000 Mcf per year.
General Gas Sales Service (Rate 320), which has approximately 21,000
customers, is also a full requirements service priced at GCR rates. Rate
320 is available to non-residential customers using less than 15,000 Ccf
per year. This class consumes approximately 8,771,000 Mcf per year.
Large General Gas Sales Service (Rate 330), which has approximately 20
customers, is a full requirements sales service priced at GCR rates. This
class consumes approximately 620,000 Mcf per year. Dual Fuel Sales
Service (Rate 341), which has two customers, is an interruptible sales
servioé priced at GCR rates. This class consumes approximately 4,500

Mcf per year.

18
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Under the Merchant Exit Transition plan reflected in the Application,
upstream capacity, including storage, will be allocated to suppliers equal
to approximately 75% of each supplier's projected loads. The remaining
25% of capacity must be provided by the suppliers themselves and will be

subject to periodic firm capacity reviews.

Does VEDO offer distribution services in a fully open, equal, and
unbundled basis to all of its customers and may customers
reasonably acquire commodity sales service from suppliors other
than VEDO?

Yes. Please see my testimony above which describes in detail VEDO’s

service offerings and compliance with this requirement.

Will the proposals contained in this Application result in undue
discrimination for similarly situated customers?

No. VEDO's public utility services are available on a comparable and non-
discriminatory basis. VEDO offers its regulated service or goods to all
similarly situated customers, including any persons with whom it is
affiliated or which it controls, under comparable terms and conditions.
Such services, terms, and conditions and rates have been reviewed and

approved by the Commission and are currently incorporated in VEDO’s

tariff.

The above will continue to be true under the SSO and SCQO Services

proposed in the Application.

19
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Q. How will the proposals in this Application apply to VEDO’s
PIPP customers?

VEDOC's PIPP customers will receive standard pricing in both the SSO and
the SCO phases, which could result in reductions from current rates due
to the retail price adjusiment being set in a competitive auction. However,
PIPP customers will still not be able to select an alternative Choice

supplier in that they do not qualify for Choice service.

Please describe the internal process VEDO will have in place for
addressing customer complaints and inquiries.

VEDOQ’s Call Center representatives will receive training on standard
market pricing, providing eligible Choice supplier names to customers in
both the SSO and SCO phases, and explaining the SCO supplier's role in
the SCO phase. The complaint escalation process internal to the VEDO
Call Center is as follows. Should a call not be resolved at the first point of
contact the call center specialist will seek assistance from VEDO'’s
customer service help desk. This help desk is staffed with more senior
level agents and team leaders to assist in the resolution of customer calis.
Should this step of the internal process fail to achieve a satisfactory
outcome, then the caller will be transferred to a call center supervisor to
attempt resolution. If a complaint is registered through the PUCO or OCC
consumer affairs areas, then VEDO follows the Ohio Administrative Code

for complaints and complaint-handling procedures (4901:1-13-10).

20
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Does VEDO have a code of conduct which is compliant with the
requirements of Sections 4906.32 and 4929,02, Revised Code, which,
among other things, addresses the flow of information betwesn
employees involved in providing exempt and non-exempt services?

Yes. VEDO currently has an Affiliate Code of Conduct in the Choice
section of its tfariff for gas service which has been reviewed by the
Commission for compliance with all applicable regulations, first in Case
No. 02-1566-GA-ATA, in which VEDO's customer choice program was
established, and most recently in VEDO's last base rate case, Case No.
04-571-GA-AIR. In the current Application, in the proposed tariff changes,
this Affiliate Code of Conduct has been moved to the General Terms and

Conditions section of VEDQ's tariff as Sheet No. 72.

Does this conclude your direct testimony?

Yes.

21
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BEFORE
THE PusLIc UTILITIES COMMISSION OF OHIO

in the Matter of the Application of

Vectren Energy Delivery of Ohio, Inc.

for Approval of a General Exemption of
Certain Natural Gas Commodity Sales
Services or Ancillary Services from
Chapters 4905, 4909, and 4935 except
Sections 4905.10, 4935.01, and 4935.03,
and from specified sections of Chapter 4933
of the Revised Code.

Case No. -GA-EXM

PREPARED DIRECT TESTIMONY
OF DR. ROBERT LAWSON

Please state your name and business address.
Robert A. Lawson

Professor of Economics & George H. Moor Chair
Department of Economics and Finance

Schoot of Management

Capital University

1 College and Main

Columbus, Ohio 43209-2394

Q. Onwhose behalf are you offering direct testimony?

I am testifying on behalf of Vectren Energy Delivery of Ohio, Inc. (VEDO).

Q. Would you please summarize your educational, publications and work
experience?

A. | earned a B.S. degree (summa cum laude) in economics from the Honors
Tutorial College at Ohio University in 1988, and an M.3. and Ph.D. in economics

from Florida State University in 1991 and 1992 respectively.
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| taught at Shawnee State University in Portsmouth, Ohio from 1992-1996. Since
then, | have been a professor at Capital University in Columbus, Ohio, and have
been promoted first from assistant to associate professor in 1999 and then to full
professor in 2002. In 2001, | was named the George H. Moor Chair at Capital
University. | have taught over a dozen different courses but spacialize in
teaching political economy, price theory-microeconomics, public finance, labor,
and comparative systems. | have worked with varioug public policy institutes
including the Buckeye Institute, the Fraser Institute (Canada), the Cato Institute,
the National Center for Policy Analysis, the Mackinac Institute and others. | have
previously testified as an expert on behalf of the Ohio Gas Marketing Group
(Case No. 05-474-GA-UNC).

| have co-authored 11 editions of the Economic Freedom of the World, an annual
report that benchmarks the progress toward economic liberalism around the
world. This report has been cited widely in the popular press (including for
example, The Economist) and in over 300 academic journal articies and books. |
am the author or co-author of 27 joumél articles, 9 articles published in edited

volumes, 5 book reviews, 12 policy reports and numerous other shorter works.

What is the purpose of your testimony today?

The purpose of my testimony is to demonstrate the degree of competitive
behavior in the market for natural gas in relation to the proposed VEDO Merchant
Exit Transition (“MET"). This testimony is responsive to the filing requirements of

Section 4929.04(B), Revised Code; and Rule 4801:1-19-04(C)(2), O.AC.
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Please describe the standard market pricing relationships that are
proposed by VEDQ in this Application.

in the Standard Sales Offer (“SSQO”) phase, standard service pricing will be
based on the results of a wholesale auction. The auction will determine a retail
price adjustment that will be added to the settlement NYMEX price for a given
month to develop that month's standard market price. The winning SSO
suppliers will be awarded an undifferentiated share of the total sales
requirements. In the Standard Choice Offer (“*SCO”) phase, customers will again
be served through auction-driven standard market pricing. However, rather than
the suppliers being awarded an undifferentiated share of total . sales
requirements, suppliers will be allocated tranches based on requirements of
identified customers. The identity of the SCO supplier will be made known to the
consumer and the identity of the consumer will be made known to the SCO
supplier, thus a nascent, non-contractual relationship will be developed, giving
the consumer an opportunity to seek other competitive products offered by the
SCO supplier and the SCO supplier an opportunity to offer alternative

competitive products to the consumer.

Can you comment on henefits of a market based pricing in general?

The simplest and most primitive function of prices in any market is to serve as a
rationing device to equate the quantities of a good available from suppliers with
the quantities desired by the buyers. One risk associated with any scheme to
charge non-market based prices is that the price will be set so that these two

quantities do not meet and there will be a shortage (if the price is “too low”™} or a
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surplus (if the price is “too high™). But this function of “clearing the market” is in

many ways not the most important function of prices.

The real advantage of markét based pricing is how market prices communicate
information and provide proper incentives to buyers and sellers. Nobel Laureate
F.A. Hayek best described this function of prices in his 1945 article, “The Use of
Knowledge in Society.” If the supply of a particular commodity is temporarily
down or if the demand is temporérily high (it does not matter which and it is
important that it does not matter which), the price of this commodity will rise.
This price increase will immediately communicate to people all that they need to
know: They had better economize on the use of this commodity. Market prices
also send important, and underappreciated, signals to suppliers. Higher prices
encourage producers to try to expand production or divert it from other areas to
the area of the highest value. Natqral gas and other utility markets often face .
significant shifts in both supply (e.g., Katrina) and demand (e.g., hot summers
and cold winters) that need to be dealt with in some manner. The decentralized
market price system, as Hayek argued, handles these things more efficiently

than any other centralized method.

Generally speaking, govemment set rates try to mimic market rates so that if
supply and demand conditions dictate an increase in price then the government
will eventually increase the price; and if the supply and demand conditions
dictate a decrease in price then the govemment will eventually decrease the
price. The problem lies in the word eventually. The fact of the matter is that we

have less natural gas and nothing can be done to alter this fundamental fact at
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least in the short run. Consumers have to cut back on the use of gas. There is
no other option. The question is how to achieve this. If we are using market
pricing, then the problem is easily solved by increasing the price. People will see
the higher price and wilf find ways to use less. To be sure, this is a very difficult
thing to do, and people are inclined to blame the price or the market in general
for this disruption to their daily lives and pocketbooks, but the price is merely the
messenger. The problem was that gas supply was disrupted. If we have
government set pricing, then what happens to price during the period of this
disruption? The answer is nothing. The price has been set for the period in
question and that is that. Consumers will not get the information to economize
on gas and so they will not. Shortages are one possible result. Another possible
outcome is that the government would have to step in to arbitrarily reduce use by
some users (one example of this is rolling brownouts in electricity markets). In
short, government based pricing fails to send the proper signals to consumers
(and producers) when supply and demand conditions change. To be sure, the
government price will eventually catch up to the market, but it will do so in the

wrong time period.

Are there times that market based pricing would not be appropriate?

Yes. Market pricing is less than fully efficient in four important areas: monopoly,
public goods, externalities, and information asymmetries. The latter three are not
factors in the natural gas market and are not relevant to this testimony. The
argument about monopoly can be broken down into two parts: natural monopoly

and collusion.
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A natural monopoly can be defined as a situation in which a single firm can
effectively supply an entire market place at lower average cost than could be
achieved using any larger number of firms. This is an argument about
economies of scale. The nature of technology may exist so that having more
than one firm in the market would result in higher average costs for everyone.
The cost advantages of the single large firm would dictate that a single large firm
would prevail in the competition of the market. An argument for government
price regulation often rests on the desire to regulate such natural monopolies. A
plausible argument can be made that the natural gas distribution network (at the
local, retail level) is a natural monopoly. Having multiple competing gas lines
running to homes and businesses is likely to be more expensive for everyone
than having a single gas line network. But this case is not about the distribution
network; it is about the production and sale of the natural gas itself, as
distinguished from the problem of transporting the gas to peoples’ homes and
businesses. There is no argument that | am aware of that suggests that there
are significant economies of scale in the production of natural gas itself. Many
natural gas suppliers can simultaneously exist in the market without causing an

increase in average costs for the gas itself.

Even if the market is not a natural monopoly we still would be concerned with the
prospect that firms will collude to act like a monopoly. In the case of natural gas,
my understanding is that the number of wholesale suppliers is sufficiently large
that collusion is not likely and, mast importantly, the market is structured to be

open 1o - new entrants should collusion take place.
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The bottom line is that there are special cases in which market-based pricing is
problematic. The good news is that these cases do not apply in the case of the

production/sale of natural gas.

Can you comment on the degree to which the product is of substantially
the same quality provided by any or all of the sellers?

The product in question, natural gas, is homogeneous in the eyes of consumers
regardless of the regulatory rules of the game. That is, there is no significant
ability on the part of natural gas providers to differentiate their products on the
quality dimension, though in a choice-driven environment, natural gas providers
may offer differentiated pricing plans or customer services of other kinds. it
should be noted that gas consumers will be similarly treated in every respect
related to the distribution network. That is, the distribution charges for standard

service and Choice service are essentially identical.

On the supplier side, all standard service suppliers (currently, as well as under
the SSO and SCO phases) are similarly situated in terms of the requirements to
enter the market and provide services. VEDO will coordinate the provider-of-last-
resort (POLR) and system balancing functions. Currently, as well as during the
SSO and SCO phases, VEDC will handle commodity issues with standard
service customers and Choice providers will handle commadity issues with their
customers. VEDO will continue to handie distribution issues for customers at all

times.
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Can you comment on the degree to which buyers and sellers are readily
able to enter or leave the market and switch between buyers and sellers
(i.e. entry and exit barriers)?

Historically, the ability of new firms to enter natural gas markets was heavily
restricted by regulatory barriers that guaranteed local public utilities monopoly
rights over their service areas. With the current Choice Plan, new firms are
encouraged to enter to compete directly for customers against the public wtility.
The SSO phase of the VEDO MET would allow gas providers to indirectly
compete for all customers by buying at auction the right to provide certain
portions of VEDO's defauit supply. In the SCO phase, firms would compete to
purchase the rights to supply loads for identified customers. After certain basic
certification requirements (set by PUCO and VEDO) are satisfied, any qualified
natural gas provider should be allowed to bid in the SSO or the SCO phase

auctions.

Can you comment on the degree to which buyers and sellers have readily
avallable information about the “market”?

The srﬁooth functioning of markets requires that participants have information
about the choices they face. But information is scarce and market participants
will never have completely perfect information. Nevertheless, compared with
many other everyday product markets (e.g., cell phones) that offer a dizzying
array of products and terms, the natural gas market is one where we can safely
assume congsumers understand the nature of the market reasonably well.

Natural gas has the characteristic of being homogeneous so consumers have no
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particular difficulty judging the quality of the gas provided by firm A versus firm B.
It is also a product with which consumers have a lot of experience. There is littie
doubt that they understand that turning up the heat in the winter will cause the

gas bill to increase at the end of the month.

One of the advantages of the SCO phase over the SSO phase of the VEDO MET

is that it provides consumers with more information about the nature of the

natural gas market. Currently VEDQ is the default provider for the consumers in
its service area. But few consumers may understand that VEDO is really just the
middleman between the gas producers and regional/national distributors and its
customers. Even under the SSO phase where VEDO’s standard pricing would
be based on the auction bids of these firms, the consumers could still suffer the
misimpression that VEDO actually purchases and transports natural gas for
ultimate use of its customers. In fact, in the SSO phase, VEDO merely
distributes gas from its city gate to the local consumers and handies the billing,
emergency, and customer service functions. In the SCO phase, when
consumers are matched with identiﬁablé gas providers, consumers would have
more information about the market. The SCQ phase is, in essence, more

transparent than the SSO phase (or the current system).

Opponents of market-driven pricing and consumer choice in the natural gas
market are generally eager to argue that consumers need to have more
information about markets. But more market prices, competition and choice give
consumers more information not less. The fallback position of opponents seems

to be that competition is too confusing for consumers to understand. This is an
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odd position to take in a nominally free society that allows people to freely
engage in a wide array of complicated transactions such as contracting for cell
phone services with almost no “protection” from government. In a choice
environment, natural gas consumers will choose from among a handful or
perhaps more providers selling a homogeneous product with a limited range of
pricing options. How hard is that for consumers to understand? Yes, people
make mistakes in markets because of limited information, but of all the markets
to worry about in this regard, the natural gas market would be pretty far down the

list.

Can you comment on how and to what degree the product is available in
the relevant market from alternative providers (Alternative providers in the
relevant market (i.e. number of sellers), respective share of the market,
expected growth in the market, expected growth in suppliers and their
respective shares, affiliations between suppliers)?

Currently, VEDO services approximately 70% of the service area as the natural
gas supplier while approximately 26% is handled by one of four Choice
providers, two of which are non-regulated VEDO affiliates (one of which serves
only commercial customers). These figures alone tell us very little about the
degree of compstitiveness in the VEDO service territory. Ultimately, the question
of competitiveness addresses the relationship between the availability of
alternative providers and the degree of compstition. In this context, there are
geveral different common approaches used to determine whether a market is

competitive.
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Number of Firms/Concentration Measures. First, one approach would look

simpiy at the number of firms engaged in selling natural gas and assume that a
large number of firms in a market means we have compefition, whereas only one
firm (i.e., a monopoly) means no competition. Economists however are not clear
on how many firms you need to have to achieve a competitive result. To be sure,
the greater the number of firms, the better the likelihood of securing a competitive
price in the market, but there is no “magic number” of firms beyond which we can
say with certainty that we will have a fully competitive result. In some cases, two
firms may be enough to result in competitive price. Of course having only two
firms invites an opportunity for collusion between the fims so we may instead get
monopoly-like prices. There is no well-defined economic theory to help us
predict which result we will get in the real world. It is also not easy to determine
the definition of the market in terms of counting firms. s it the number of natural
gas firms only or is it the number of natural gas, electricity, and heating oil firms
in the market that we should count? After all, electricity and heating oil are
competing products with natural gas and could be considered a part of the
“energy market” broadly defined. An equally problematic approach, for all the
same reasons, would be too look at market share concentration ratios for the top
firms or other measures of market concentration (e.g., Herfindahl-Hirschman

index).

Pricing/Profit Margins. Second, one may attempt to measure directly the degree

of competition by looking at the margins between price and average (or

sometimes marginal) cost. This is the approach taken when using a Lemer

1
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index. If we have competition, then there should be no profit margin (in an
economic sense) but if we have monopoly we would expect to find a profit
margin. There are serious problems with this approach. One problem is that the
no profit result applies in the “long run” and we simply do not know how long the
economic concept of the long run is in terms of actual time; we do know however
that the length of time necessary for long run adjusiments to take place will vary
considerably from industry to industry. Short run profits do happen in competitive
markets all the time (as do short run losses) and their existence at a point in time
is absolutely no evidence of collusion or a lack of competition. A second problem
is that calculating profit margins requires detailed knowledge of the costs and
risks facing the firm that no outsider can possibly know and indeed the firm itself

may have only a vague idea about.

Contestability. Third, we can try to judge the competitiveness of a marketplace

by its “openness” to new entrants. i a market has only one firm, but faces
potential competition from new entrants (i.e., it is “contestable”), it may stil
charge a competitive price in order to deter entrants. In many ways this is the
most satisfactory way to view the issue. If we had a contestable market in which
only one firm or a small group of colluding firms were charging high monopoly-
like prices, we would expect the new entrants to come in and compete away the
high prices. The key thing from this point of view is to determine how open the
market is o new entrants. f new entrants can enter a market easily, then my
view is that we may rest easy that the market will approximate a competitive

result in the long run.

12
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The SS0O and SCO auctions are essentially designed to maximize the amount of
contestability in the market. By opening up the service area to bidders, the goal
is to increase the number of firms interested in the market, both in terms of
entities interested in the bid processes and in terms of traditional competitive
retail suppliers. The relatively large number of firms in the VEDO MET working
group seems to festify favorably toward this point. This does not necessarily
mean that all natural gas providers will decide to bid in any ensuing auctions, the
important point is that they could. [f there is litile interest at first in the VEDO
auctions and priceé increase a bit, then other firms will sense a profit opportunity
in the next auction. Of course, bidding firms know that if they take advantage of
any short run opportunity to increase prices, they will only succeed in attracting
more competitors in the next round. This sort of entry and exit competition is
highly effective in keeping prices near competitive levels even if the number of

firms in the market at any point in time appears low.

Can you comment on the data and calculations necessary to measure
market concentration (Four-firm concentration ratio, Herfindahl-Hirschman
index, Lerner index, etc.)?

For the reasons cited above, static measures of concentration ratios, HH
indexes, or Lerner indexes are not very useful in understanding the degree of

competitiveness in a dynamic market.

Does this conclude your testimony?

Yes, it does.

13
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Q. Pilease state your name and business address.
A. Perry M. Pergola
One Vectren Square,

Evansville, Indiana, 47708

By whom are you employed?

A | am Director, Gas Supply for Vectren Utility Holdings, Inc. ("VUHI"), the
immediate parent company of Vectren Energy Delivery of Chio, Inc.
("VEDQ" or “the Company”). | hold the same position with two other utility
subsidiaries of VUHI - Southern Indiana Gas and Electric Company

(“Vectren South™) and Indiana Gas Company, Inc. (*Vectren North™).
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Please describe your educational background.

in 1982, | graduated from Duquesne University with a Bachelor of Science

_degree in Accounting. In 1988, | graduated from Robert Morris University

with a Master of Business Administration degree, majoring in Finance.

Please describe your professional experience.

| have 23 years of natural gas industry experience, primarily in the areas
of gas supply and capacity management. Prior to my current position at
VUHI for the last four years, | worked for 14 years in numerous positions
at Consolidated Natural Gas Company, which is now part of Dominion
Resources. My responsibilities were primarily with the interstate pipeline
affiliate and local distribution companies. | also have 5 years of energy
trading experience with unregulated affiliates of Duke Energy Corporation

and PG&E Corporation.

What are your present duties and responsibilities as Director, Gas
Supply?

I am responsible for the management of the activities of the Gas Supply
department including gas supply planning, hedge strategy, and the
acquisition of capacity and gas supplies for VUHI's three gas distribution

utilities.
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What is the purpose of this testimony in this proceeding?

The purpose of my testimony is to provide explanation on the following
topics for both the Standard Sales Offer ("SS0”) Service and the Standard
Choice Offer ("SCO”") Service phases of VEDO’s proposed Merchant Exit
Transition:

s« 3880 and SCO Pricing Mechanism;

s SS0 and SCO Auction Process;

s VEDO’s ability to maintain reliability during both the SSO and SCO
Phases including the Provider-of-Last-Resort (“POLR”)
coordination; and

+ Exemption from the current GCR regulations

My testimony will be organized into the sections described above.

§$50 and SCO Pricing Mechanism

What are the SSO and SCO prices?

The SSO and SCO price each month will compensate SSO and SCO
Suppliers for all of their costs of providing the respective standard offer
service for the entire term of each phase. In addition, these prices,
adjusted to Ccf, will be billed to SSO and SCO customers for the volumes

used during each calendar month.
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What are the components of the SSO and SCO prices for each
month?

With the limited exception of December 2008 through February 2009
which | will address later, the SSO and SCO price each month will be
based on the NYMEX natural gas futures settlement price for such month
converted to Mcf using a standard BTU value plus the retail price
adjustment determined in the respective SSO and SCO auctions. This will
be a price per Mcf. It will be converted to a price per Ccf for SSO and
SCO customer billing purposes. The SSO and SCO customer price per
Ccf will then be used for the Commission’s “Apples-to-Apples” price

comparison posting.

Why does the Company propose that the SSO and SCO prices be a
function of the NYMEX natural gas futures settlement for the
upcoming month?

NYMEX prices are the most visible indicator of natural gas futures prices
available. The NYMEX, or New York Mercantile Exchange, is the world's
largest physical commodity futures exchange on which contracts for future
deliveries of multiple forms of energy, including natural gas, are traded.
The Commission recognized the NYMEX as the best source of future
pricing information in its January 12, 2005, Entry in Case No. 04-1912-GA-
UNC when it made the NYMEX price the de facto benchmark for monthly

GCR filings. Using a NYMEX-based price will provide continuity in the
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overall pricing approach and will enable the SSO and SCO prices to
reflect current market pricing thus sending accurate price signals to

consumers.

Please explain the retail price adjustment component of the $SSO and
SCO prices.

The retail price adjustment will be determined for the term of the
applicable exit transition phase by the outcome of the respective auction
process for each phase. The retail price adjustment will compensate
Suppliers for all interstate pipeline demand and variable costs, VEDO
system balancing responsibilities, unaccounted for gas volume variances,
actual variations from the average BTU values used in price and daily
delivery volume determinations, volume variations resulting from proration
of 88O and SCO prices among calendar months in monthly customer
billing, volume risk associated with winter SSO price hedging, other
hedging costs if any, and all other aspects of cost and risk relating to the

provision of SSO and SCO service.

Other than the monthly NYMEX settlement price and the retail price
adjustment, are there any other components for either the SSO or
SCO price for each month?

There will be no other companents of the SCO price. However, in the
SS0O Phase, for the three winter months of December 2008 and January

and February 2009, the SSO price will be hedged by using a costless
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collar, The SSO price for these three months will be established at the
weighted average of 40% of the NYMEX settlement price and 60% of the

collared NYMEX price.

Why has VEDO proposed to hedge a portion of the SSO prices
during the three winter months?

VEDO has proposed that a portion of the SSO price during the initial
winter months of the S50 phase be hedged to serve as a pricing transition
for the sales (SS0O) customers from the current GCR sales service. Under
the current GCR pricing mechanism, VEDO has typically hedged a portion
of projected normal winter season deliveries for GCR customers via the
combination of withdrawals of gas supply from storage at the weighted
average cost of gas inventory and fixed priced purchases made in

advance of the month of delivery.
SSO and SCO Auction Process

Please describe the SSO auction process that VEDO proposes.

VEDO proposes an auction approach based largely on the Request for
Proposal ("RFP") process that was utfilized by Dominion East Ohio
("DEQ"} in Case No. 05-474-GA-ATA. The SSO auction will determine the
SS0 price applicable to VEDO’s sales customers’ usage requirements
(including PIPP customers), with pre-qualified, creditworthy suppliers

bidding for the right to serve a “tranche”, or portion of those requirements.
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As described in greater detail in the Application, VEDO will conduct this

SS0 auction approximately six weeks before the SSO phase is initiated.

How will VEDO select which suppliers to invite to participate in the
S$S0 auction?

As VEDO has done with its PIPP RFP process, VEDO will send the bid
package to all suppliers currently providing commeodity service to
customers through VEDO's pooling programs, all suppliers who have
participated in VEDO's merchant exit working group process, and any
supplier serving the DEQC market. In addition, VEDO will send the
information to any wholesaie supplier that has sold gas to the Company
for system supply during the prior twelve months. Because VEDO's
existing wholesale suppliers are not required to be certified by the Public
Utilities Commission of Ohio ("PUCO” or “Commission”), VEDO will not
include a requirement that bidders be a Commission-certified competitive
retail natural gas supplier to participate in the SSO auction. The bid
packages distributed to potential suppliers will require submission of
information that will demonstrate a supplier's technical and financial

capabilities to perform as required during the term of the applicable phase.

Can VEDO conduct the SSO auction and award tranches to suppliers
without Commission approval?
No, after an initial determination by VEDO of the integrity of the auction

and the acceptability of the results, VEDO will request Commission
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approval of the awards after they have been reviewed with Staff. That
oversight gives the Commission an opportunity to assess the bidding

process and resulting prices before approving the recommended awards.

Please describe the type of auction VEDO proposes to conduct in
order to choose the SSO Suppliers.

VEDO proposes to conduct a descending clock auction which will proceed
in a series of rounds, very similar to the SSO auction performed by DEO.
At the beginning of each round, the auctioneer announces the price per
Mcf, and each potential supplier bids the number of tranches it is willing
and able to supply at that price. As the price declines from one round to
the next, in this case at $.05/Mcf decrements, a bidder can bid the same
or fewer numbers of tranches than it bid in the preceding round, but
cannot bid more tranches. The auction ends when the number of

tranches bid equals the number of tranches being awarded.

However, if the number of load tranches bid in the latest round is less than
the number being procured, the descending clock auction reverts to the
price at the previous round and begins using $.01/Mcf decrements. The
auction continues with $.01 decrement rounds untili the number of
tranches bid matches those offered. If the auction reaches a point where
the tranches bid once again are less than the tranches offered, the

auctioneer will award tranches to the final round bidders at the previous
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round price on a percentage basis using their bids from the previous

round.

Will the process for the SCO auction he any different than for the
SS0 auction?

The process for the SCO auction will be identical to the SSO auction. The
only difference being proposed by VEDO is the requirement that each

bidder be a Commission-certified competitive retail natural gas supplier.

VEDQO’s Ability to Maintain System Reliability

What measures has VEDO included in its exit fransition program in
order to maintain reliability of supply during the SSO and SCO
phases?

There are several ways that the Company will ensure continued reliability
of gas supplies for all Choice eligible customers. First and foremost, the
Company will require all SSO, SCO, and Choice Suppliers to take
mandatory capacity assignment of all the Company’s interstate firm
transportation and storage capacity for the entire term of the respective
8S0 and SCO phases. The combination of this released interstate firm
capacity and the allocation of capacity from VEDO's on-system propane
air facilities will equal approximately 75% of the total system peak day
demand requirements for all of VEDO's Choice eligible customers. VEDO
will retain recall rights to all of this released capacity. This mandatory

capacity release requirement:



10
11
12
13
14
15
16
17
18
19

20

21

« enables the VEDO released capacity to follow the customer to the
new supplier upon customer’'s migration to/from a Choice Supplier;
« enables the utilization of VEDO released storage fo achieve a
collective approach to balancing the VEDO operating system and
providing POLR services in the SSO and SCO phases, which
reduces costs to customers; and
e enhances reliability resulting from VEDO's ability to recall 756% of
the capacity from a defaulting Choice or SSO/SCO Supplier.
In addition to the mandatory released capacity described above, for the
term of the applicable SSO and SCO phase, VEDO will require each
SSO/SCO  Supplier to obtain sufficient firm interstate pipeline
transportation and/or storage capacity with the primary delivery points to
the VEDO city gates and/or city-gate firm gas supply arrangements to
meet 100% of the monthly design peak day demands for its tranches, less
the capacity released to each supplier by VEDO. This requirement
assures that the suppliers replacing VEDO as the commodity provider
have the wherewithal to make deliveries under the same design day
conditions that the Company uses in its gas supply planning process.
Further, the Application states that VEDO will coordinate the POLR

provisions in the event of a Choice, SSO, or SCO Supplier default.

VEDO proposes to have the supply requirements in both the SSO and

SCO phases bid out in six equally sized tranches. By bidding out supply

10
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responsibilities in tranches, VEDO is able to mitigate the impact of any
one supplier defaulting on its delivery obligation. VEDO will limit the SSO
and SCO tranches awarded to any individua! supplier to one-third of the
total supply requirement. Other standard service offer auctions have
successfully used a tranche approach to avoid concentrating too much

supply responsibility to any one supplier.

How will system balancing be impacted in the SSO and SCO phases
in comparison to today’s environment?

Currently, VEDO provides system balancing for ali of its customers —
GCR, Choice, and Large Transportation. This balancing is accomplished
primarily through the use of VEDO's Columbia Gas Transmission (TCO)
storage, with a no-notice injection or withdrawa! each day to cover any

systern imbalance.

in the SSO and SCO phases, VEDO will not retain any portion of TCO
storage to perform the system balancing function. Instead, the holders of
VEDO's released TCO storage capacity will collectively provide system
balancing by receiving an allocation of daily system imbalances through
Pre-determined Allocations (PDAs). The collective system balancing will
be accomplished through the following conditions on the TCO storage
capacity release:

* Suppliers must agree to allow their storage (indiyidually, and in the

aggregate) to be used to balance the VEDO system.

"
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¢ Suppliers must agree to follow VEDQO-established minimum and
maximurmn bandwidths for daily storage injection or withdrawal, and
minimum inventory levels, to ensure sufficient storage inventory
and capacity to balance the VEDO system sach day.

¢ The TCO storage capacity may not be re-released by the Supplier.

+« VEDO must be provided access to information about the Supplier's
TCO storage nominations and balances at all times. All SSO/SCO
and Choice Suppliers will be required to enter into a TCO Agency
Agreement giving VEDQO the rights to access all nomination,
contracts and storage information.

o Suppliers must agree to allow VEDO to shift released capacity
among the Suppliers at the start of each month to reflect monthly
Choice load migrations, or intra-month if a large Choice migration
OCCuUrs,

The PDA agreement with TCO will be updated monthly and will assign a
percentage of VEDO system imbalances each day to each TCO capacity
holder, based on their proportion of total VEDO-released TCO storage
capacity. TCQ will treat those PDA amounts as daily storage activity for

each of the Suppliers.

How will POLR responsibilities be impacted during the SSO and SCO

phases?

12
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The current POLR responsibility involves temporarily providing supply to
Choice customers in the event of a Choice Supplier default. The Choice
Supplier Agreement and relevant tariff sheets aiso hold the defaulting
Choice Supplier financially responsible. Eventually, the customers of a
removed Choice Supplier are assumed by non-defaulting Choice

Suppliers or revert to sales service,

in tﬁe SS0/SCO phases, the POLR responsibility will expand to include
temporarily providing supply to cover tranche loads in the event of an
SSO/SCO Supplier default. The SSCO/SCO Supplier Agreements and
relevant tariff sheets will hold the defaulting Supplier financially
responsible. Defaulting Suppliers will be required to reimburse for any
incremental POLR costs incurred. Any incremental costs not recovered
from defaulting Suppliers will be included in the proposed Exit Transition
Cost Rider.

The following approach to POLR will be used during the SSO/SCO
phases:
o VEDO, SSO/SCO Suppliers, Choice Suppliers, and Large
Transporters/ Pool Operators will all be involved.
o VEDO will act as the POLR Coordinator, identifying the need for

POLR supply and notifying the non-defaulting SSQ/SCO and

Choice Suppliers.
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¢ |n the event of supplier default or other need for POLR Service,

VEDO will take the following short-term action with regard to

obtaining POLR supply.

1.

SS0O/SCO/Choice Suppliers collectively will provide supply
to meet POLR needs, using their individual TCO storage
inventories. The withdrawn storage inventory will be
subsequently replaced with the cost assessed to the
defaulting Supplier, when appropriate.

If VEDO determines that the daily quantity of POLR gas
needed may affect the reliability of the system, an
Operational Flow Order ("OFQ") will be issued to ensure that
Large Transporters/Pool Operators are not under delivering
versus their Transport Customer usages during the OFQ
period.

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

VEDO will fill any remaining shortfall by acquiring additional

temporary capacily and supply or city-gate deliveries.

14
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IV.

In the event of a Supplier default, VEDO will coordinate the
provision of POLR service for the defaulting Suppliers
customer loads for the remainder of the biling month in
which the default occurs, and the subsequent month, or until

an alternate solution is effectuated.

In the event of a Supplier removal, VEDO will take the following action

with regard to an alternate solution:

If a Choice Supplier defaults, per the Choice Tariff, VEDO will offer

non-defaulting Choice Suppliers the option of assuming the

customers of the defaulting supplier. If there are no takers, the

customers will revert to standard service (SSO or SCO).

If an SSO/SCO Supplier defaults or Choice Suppliers do not

assume the customers of a removed Choice Supplier:

1.

The existing SSO/SCO Suppliers’ loads will be increased to
cover the defaulted load on a pro rata basis. Incremental
load will be limited to 50% of the initial tranche size.

For the portion of load quantity greater than 50% of initial
load tranche size, that load will be assigned to a new
SSO/SCO Supplier based on an abbreviated auction

process.

Exemption from the Current GCR Regulations

15
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From what GCR regulation requirements wili VEDO be exempt with
this transition from the current GCR sales service to the SSO sales
service?

With the transition from GCR sales setvice, VEDO will no longer need to
formally file an annual Long Ternm Forecast Report of Natural Gas
Demand, Gas Supply, and Resources. As currently performed, VEDO will
continuously update its peak day demand model to reflect changes in
customer counts, customer usage patterns, and model variables in order

to have the proper mix of capacity assets to meet customer demands.

Additionally, VEDO will not be regularly subject to the GCR management
performance audit as it is today. While the proposal calls for an end to
management performance audits upon exemption from the GCR
regulations, VEDO understands that the Commigssion has the authority to
order a special management performance audit at any time as it deems

necessary.

Does this conclude your prepared direct testimony?

Yes, it does.

16
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PREPARED DIRECT TESTIMONY
OF SCOTT E. ALBERTSON

Please state your name and business address.

A, Scott E. Albertson, One Vectren Square, Evansville, indiana, 47708.

By whom are you employed? -

A. I am Director of Regulatory Affairs for Vectren Utility Holdings, Inc.
(“VUHI™), the immediate parent company of Vectren Energy Delivery of
Ohio, Inc. ("VEDO"). | hold the same position with two other utility
subsidiaries of VUHI -- Southern Indiana Gas and Electric Company d/b/a
Vectren Energy Delivery of Indiana, Inc. ("Vectren South”) and Indiana
Gas Company, Inc. dbla Vectren Energy Delivery of Indiana, Inc.

(“Vectren North”).



10
11
12
13
14
15
16

17
18
19
20
21

Please describe your educational background.
| received a Bachelor of Science degree in mechanical engineering from

Rose-Hulman Institute of Technology in 1984.

Are you a Registered Professional Engineer?
Yes. | have been a professional engineer in Indiana since 1990

(registration number 900464).

Please describe your professional experience.

| have over 23 years experience in the utility indusiry, primarily in the
operations and engineering areas. | began my career with Ohio Valley
Gas Corporation in a project engineering position. 1 have worked at VUHI
and its predecessor companies since 1987 in a variety of positions
including Operations Staff Manager, Assistant Chief Engineer, Director of
Engineering Projects, and Director of Engineering. Prior to assuming my
current role in 2004, | was Director of Technical Services with
responsibility for engineering and technical support for all VUHI utility

operations

What are your present duties and responsibilities as Director of
Regulatory Affairs?
I have responsibility for the regulatory matters of the regulated utilities

within VUHI, including proceedings before the Public Utilities Commission
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of Ohio {‘the Commission”) and the Indiana Utility Regulatory

Commission.

Have you previously testified hefore the Commission?

Yes. | filed testimony in Case Nos. 04-220-GA GCR and 05-220-GA-GCR
on VEDO'’s Financial and Uncollectible Expense Audits. | also filed
testimony in Case No. 07-10B1-GA-ALT related to VEDO’s proposal to

implement a Distribution Replacement Rider.

What O.A.C. filing requirements is this testimony responsive to in
this proceeding?
My testimony is responsive to the filing requirements of Rule 4901:1-19-

04(C}6), O.A.C.

What is the purpose of this testimony in this proceeding?

The purpose of my testimony is to support VEDO's Tariff for Gas Service
(“Tariff") attached to the Application as Application Exhibit No. VII. | am
responsible for and sponsor the E-1, E-2, and E-3 schedules. My
testimony will also discuss: 1) proposed changes to the Choice Program
and associated tariff sheets, 2) proposed changes to the Large Géneral
Transportation Program and associated tariff sheets, 3) the addition of
Rate Schedules applicable to Standard Sales Offer (*SSO”) and Standard
Choice Offer (“SCQO") Suppliers, 4) the new Exit Transition Cost (‘ETC”)
Rider, 5) changes, if any, to cases with special customer arrangements

pursuant to Section 4805.31, Ohio Revised Code, that are affected by this
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application, 8) the proposed annual financial audit, and 7) periodic

reporting to the Commission during the SSO and SCO Phases of VEDO’s

Exit Transition.

How is your testimony organized?

My testimony is crganized as follows:

. Changes to Choice Program

. Changes to Large General Transportation Program

L. Tariff Changes
A Introduction
B. Changes to Choice Tarnff Sheets
C. Changes to Large General Transportation Service Tariff
Sheets
D. SSO/SCO Supplier Service
E. ETC Rider

IV. Description of cases with special arrangements pursuant to Section

4905.31, Ohio Revised Code affected by this application

V. Annual Financial Audit

VI.  Periodic Reparting

CHANGES TO CHOICE PROGRAM

Please summarize the proposed changes to the Choice Program

resulting from the Exit Transition Plan.
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VEDOQO's existing Balancing Cost Rider, applicable to Choice
Suppliers, recovers a portion of Columbia Gas Transmission
Corporation (“TCQ") storage costs to compensate GCR customers
for balancing provided to Choice customers. In its Exit Transition
Plan, VEDO proposes to release its TCO storage to each Choice,
SS80 and, in the future, SCO Supplier on a pro-rata basis. The
holders of VEDO-released TCO storage capacity will collectively
provide system balancing by receiving an allocation of daily system
imbalances through Pre-determined Allocations (*PDAs”) with TCO.
Because they will be paying for TCO storage directly through the
release, Choice Suppliers will no longer pay balancing costs for
their Choice pools through the Balancing Cost Rider and the Rider

will therefore be suspended.

Release of VEDO's capacity will no longer be optional for Choice
Suppliers. As of the start of the SSO Phase, Choice Suppliers will
take mandatory release of VEDO's contracted pipeline capacity at
that time. VEDO will release such capacity to Choice Suppliers
based upon approximately 75% of the peak design day demand of
each Choice Supplier's pool. Terms and conditions of the capacity

release will be specified in pipeline capacity release forms.
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3. Choice Suppliers will no longer receive annual and quarterly
delivery and usage volume reconciliations. VEDO will perform
reconciliations for each Choice Supplier on a monthly basis, the

second month following the end of the month of flow.

When will the proposed changes to the Choice Program become
effective?
All changes to the Choice Program will become effective upon the

initiation date of the SSO Phase.

CHANGES TO LARGE GENERAL TRANSPORTATION PROGRAM

Please summarize the proposed changes to the Large General
Transportation Program.
The proposed changes are described in the Schedule E-3 Narratives. The

following highlights the major changes:

1. Large General Transportation Service customers will no longer
carry forward any over/funder delivery imbalance quantities to the
following month. The monthly allowed carryover for Large General
Transportation customers will be revised from 5% to 0%.
Therefore, effective with the start of the SSO Phase, all monthly
overfunder delivery imbalance quantities less than 5% will be

cashed out with VEDO with no premium or discount applied.
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Daily Balancing Provisions will apply to over-deliveries during a
Cold Weather OFO and to under-deliveries during a Wam Weather
OFO unless VEDO determines that the over/under deliveries in

excess of the daily tolerance are helpful to the system.

The gas cost portion of all Large Transportation Program cashout
charges, currently applied to the GCR, will be recovered
from/passed back to SSO/SCO and Choice Suppliers in their

monthly statements.

Creditworthiness evaluations will be conducted for Large General
Transportation customers to mitigate risk exposure to SSO/SCO

and Choice Suppliers for monthly balancing services.

When will the proposed changes to the Large Transportation

Program become effective?

All changes to the Large Transportation Program will become effective

upon the initiation date of the SSO Phase.

TARIFF CHANGES

A.

Introduction

Please describe Schedule E-1.

Scheduie E-1 consists of four parts. Schedule E-1A (SSO) is a clean copy

of the proposed changes to the VEDQO tariff to implement the SSO Phase.

Schedule E-1A (SCQ) is a clean copy of the proposed changes from
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Schedule E-1A (SSQ) to implement the SCO Phase. Schedule E-1B

(8S0) and Schedule E-1B (SCO) are red-lined ("track changes”) copies of
the proposed tariff changes to implement the SSO and SCO Phases as

described above.

Please describe Schedule E-2.
Schedule E-2 contains a clean copy of the current tariff sheets that VEDO

is proposing to update.

Please describe Schedule E-3.

Schedule E-3 provides the rationale for the proposed tariff changes
included in this fiing. Schedule E-3 (SS0) and Schedule E-3
(8CQ) are included and describe the rationale for the changes to
implement each Phase of the exit. These schedules provide cross-
referencas to Schedules E-1 and E-2 through the use of the Tariff Sheet
ldentifier, which indicates whether the tariff sheet being described is in the
proposed SSO tariff (E-1) or the curmrent tariff (E-2). The Schedule E-3
narratives explain in detail the proposed changes and the rationale behind
those proposed changes. My testimony highlights the most important

changes reflected in the Schedule E-3 narratives.

B. Changes to Cholce Tariff Sheets
Is VEDO proposing to make any administrative changes to its

existing Cholce tariff sheets?
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Yes. Under the existing Choice Rate Schedules (Rate 315, Sheet No. 11;
Rate 325, Sheet No. 13; and Rate 385, Sheet No. 21) and the Pooling
Service Terms and Conditions (Sheet No. 52), the term “Supplier” has

been changed to “Choice Supplier”.

Please describe the proposed changes to Rate 315 (Sheet No. 11).

The ETC Rider has been added te the "Riders” section of this tariff sheet.

Please describe the proposed changes to Rate 325 (Sheet No. 13).

The ETC Rider has been added to the “Riders” section of this tariff sheet.

Please describe the proposed changes to Rate 385, Pooling Service

(Residential and General) (Sheet No. 21).

Following are the proposed changes to Rate 385:

1. Additional charges and credits have been added to the newly-
named “Monthly Statement” section as follows: Nomination Error
Charge, City-Gate Allocation Non-Compliance Charge, Storage
Non-Compliance Charge, Monthly Reconciliation Amount, Meter
Operator Charges, System Balancing Amount, POLR Amount,

Customer Billing Amount and Related Charges (pages 1 and 2 of

4).

2. “Peaking Supplies Charge” has been changed to “Propane
Supplies Charge” and additional language has been added (page 2
of 4).
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3. The Balancing Cost Rider has been eliminated from the “Riders”

section (page 2 of 4).

4. The “Requirements for Choice Supplier Participation® section has
been updated to reflect the additional credit exposure resulting from
the release of storage and pipeline capacity to Choice Suppliers
and the desire to ciarify that the creditworthiness requirements of
Choice Suppliers shall be consistent with those of Large General
Transportation Service Customers, Pocl Operators, SSO/SCO
Suppliers and other entities who have a direct impact on the

rehiability of VEDO’s system (pages 3 and 4 of 4).

Please describe the proposed changes to the Balancing Cost Rider
{Sheet No. 36).
The Balancing Cost Rider will be suspended beginning with the initiation

date of the SSO Phase, as discussed previously.

Please describe the proposed changes to the Pooling Service Terms
and Conditions (Residential and General) (Shest No. 52).
Following is a list of proposed changes to the Pooling Service Terms and

Conditions:

1. Additional definitions have been added to the “Definitions” section
as follows: Load Tranche or Tranche, Pre-determined Allocation

(“PDA" and SSO/SCO Supplier (pages 1 and 2 of 16).

10
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Additional language has been added to the “Pool's Usage’

definition (page 2 of 16}.

The “Mandatory Assignment of Pipeline Capacity” section has been
updated to reflect mandatory release of pipeline capacity to Choice

Suppliers (page 10 of 16).

A “Monthly Reassignment of Capacity” section has been added to
describe that transportation and storage capacity released to
suppliers will follow customers to their new suppliers upon their
migration to and from Choice service with monthly reassignment of
capacity to suppliers based on their Peak Design Day Demands

(page 10 of 16).

An “Operational System Balancing” section has been added to
describe that holders of VEDO's released TCO storage (Choice
and SSO/SCO Suppliers) will callectively provide system balancing
(page 10 of 16). |

A “Provider of Last Resort (“POLR") section has been added
explaining that Choice and SSO/SCO Suppliers are required to
temporarily provide supply to cover Choice and SS0O/SCO
Suppliers loads in the event of a default by another supplier (page

11 of 16).

11
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10.

Added language to “Daily Scheduling of Directed Delivery
Quantities” section to reflect TCO storage capacity conditions that
have been established for the purpose of Choice and SSO/SCO
Suppliers collectively balancing the system (pages 13 and 14 of
16).

The “Volume Reconciliations” section has been changed to
“Monthly Volume Reconciliations” and updated to reflect that
reconciliations will be done on a monthly basis instead of a

quarterly and annual basis (page 14 of 16).

The “Allocation of Propane Supplies” and “Supplier Withdrawal or
Termination” sections have been updated with changes to be
effective beginning with the initiation date of the SSO Phase (pages

13, and 15 of 16).

The “Operational Flow Orders” section has been deleted and a new
Section 12 has been added to the General Terms and Conditions
(Sheet No. 71) applicable to Choice and SS0O/SCO Suppliers and

Large Transporters.

Please describe the proposed changes to the Supplier Pooling

Agreement (Sheet No. 53)

A significant rewrite of the Supplier Pooling Agreement will be necessary

to reflect the Exit Transition Plan and is the subject of on-going discussion

12
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Q.

among VEDO’s Exit Working Group participants. The Supplier Pooling

Agreement has been deleted from the Tariff in its entirety.

C. Changes to Large General Trangportation Service Tariff Sheets
Please describe the proposed changes to Rate 345, Large General

Transportation Service {(Sheet No. 17).

The “Creditworthiness Evaluation” section has been added to reflect that
VEDO shall perform creditworthiness evaluations of Large Transportation
customers consistent with VEDO’s standard creditworthiness evaluation

practices (page 3 of 3).

Please describe the proposed changes to Large General
Transportation Terms and Conditions {Sheet No. 50).
Foliowing is a list of proposed changes to the Large General

Transportation Terms and Conditions:

1. The “Backup Sales Service” section has been deleted in its entirety.
There are no ionger any customers taking Backup Sales Service,
and given VEDO's proposed transition away from sales service,
this service will cease as of the start of the SSO Phase (page 2 of
5).

Please describe the proposed changes to Large General
Transportation and Pool Operator Nomination and Balancing

Provisions (Shest No. 51).

13
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Following is a list of proposed changes to the Large General

Transportation and Pool Operator Nomination and Balancing Provisions:

The overfunder delivery imbalance cashout percentage has been
changed from 5% to 0%. There will be no carry forward of any
over/under imbalance quantities to the foliowing month (page 4 of

6).

The “Operational Flow Order Imbalance Provisions” section has
been changed o reflect that Daily Balancing Provisions will apply to
over-deliveries during a Cold Weather OFO and to under-deliveries
during a Warm Weather OFQO unless VEDO determines that the
overfunder deliveries in excess of the daily tolerance are helpful to

the system (page 5 of 6).

Gas cost portions of all cashouts relating to imbalances and all
incremental gas costs and pipeline penalties will be recovered from
or credited to suppliers providing system balancing through
Company-released storage, (page 6 of 6). Nomination Error
Charges, City-Gate Non-Compliance Charges and the non-gas cost
portion of imbalance cashouts will be also be credited to the

suppliers.

Please describe the proposed changes to Pooling Service Terms and

Conditions (Residential and General (Sheet No. 52).

14
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The Affiliate Code of Conduct language has been moved to a new tariff

sheet, Sheet No. 72.

D. Rates 395 and 396 — SSO/SCO Supplier Service
Please describe the new Rate Schedules 395 {Sheet No. 22) and 398

(Sheet No. 23).

New Rate Schedules 395 and 396, similar to Rate 385, are being
established to describe SSO and SCO Supplier Service. Associated SSO
and SCO Supplier Terms and Conditions are reflected on Sheet Nos. 55

and 56, respectively.

E. Exit Transition Cost (“ETC”) Rider
Please desacribe the ETC Rider (Sheet No. 41).

The ETC Rider has been established to recover various incremental
implementation costs and other costs of VEDO's Exit Plan from all sales
and Choice customers. This Rider is proposed to be applicable to the

following Rate Schedules: Rates 310, 315, 320, 325, 330, 340 and 341.

What costs and revenues will be recovered/passed back through the
ETC Rider?

This rider will recover all incremental SSO/SCO Phase implementation
costs which include: 1) Business system (e.g. information technology)
development costs, 2) Informational and educational costs, 3) Call center

costs, 4) Billing costs and 5) Other implementation costs, such as tax
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consulting, and FERC legal fees as required to obtain authority to engage

in the Application proposals as designed.

The ETC Rider will also recover/pass back the following: 1) GCR
variances remaining as of the implementation of SSO service, 2) any
stranded gas supply costs related to customer migration to Choice, 3) any
incremental POLR costs not recovered from a defaulting SSO/SCO or
Choice Supplier, 4) any imbalance costs not recovered from Large
General Transportation customers/Pool Operators, 5) gas costs incurred
by Company when diverting customers' transportation gas quantities
during a curtaiment (see Sheet No. 70, paragraph 11.B1.(2)), and 7) other

costs applicable to ail SSO/SCO and Choice customers.

Please describe the ETC Rider filing process with the Commission.

The ETC Rider will be filed with the Commission quarterly and will reflect
the reconciliation of actual costs recoverable and actual costs incurred,
with any under or over recoveries being recovered or returned through the

ETC Rider over a subsequent twelve month period.

What are the estimated implementation costs for the S80 and SCO
Phases?

The current estimates for implementation of the 88O and SCO Phases
are approximately $1.1 million and $2.4 million, respectively. VEDO
continues to refine these estimates, and actual costs may vary as

additional implementation requirements are finalized. Additionally, as

16



10
11
12
13
14
15
16

17

18

19
20

21

V.

discussed by VEDO witness Michael F. Roeder, customer education costs
are expected to be approximately $1 million in each Phase.

Are there any planned additional expenses for the implementation of
the 8SO and SCO Phases?

Additicnal annual O & M expenses, approximately $800,000 initially, will

be incurred in order to implement and operate during the SCO Phase.

Does VEDO propase to roll the Choice Program Migration Costs into
the ETC Rider?

Yes. VEDO plans to incorporate the existing Migration Cost Rider
Balance as part of the ETC Rider. The Migration Cost Rider recovers all
costs incurred for VEDO's gas supply commitments that are no longer
required due to customer migration from Residential or General Sales
Services to Residential or General Transportation Services, including but
not limited to the costs associated with no longer needed pipeline capacity
entitlements. Currently the Migration Cost Rider balance is approximately

$492,000, which will be credited to customers via the ETC Rider.,

CASES WITH SPECIAL ARRANGEMENTS PURSUANT TO SECTION
4905.31, OHIO REVISED CODE, AFFECTED BY THIS APPLICATION

Are there any Cases with special arrangements pursuant to Section
4905.31, Ohio Revised Code, that will be affected by this application?
No.

17



