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Al 

1 Supplemental Direct Testimony of 

2 Jeffrey A, Murphy 

WITNESS IDENTIFICATION AND BACKGROUND 

Please state your name, occupation and business address. 

My name is Jeffrey A. Murphy. I am employed by The East Ohio Gas Company d/b/a 

Dominion East Ohio ("DEO" or "Company") as its Director, Rates and Gas Supply. My 

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

8 Q2. Are you the same Jeffrey A« Murphy that previously submitted Direct Testimony in 
9 Case Nos. 07-829-GA-AIR, 07-830-GA-ALT, and 07^831-GA-AAM? 

10 A2. Yes. 

11 Q3. What is the purpose of your supplemental direct testimony? 

12 A3. My testimony supports the cost allocation and rate recovery aspects of the Company's 

13 Pipeline Infrastructure Replacement ("PIR") program described in the Application 

14 submitted in Case No. 08-169-GA-UNC. Pursuant to the Commission's Order in this 

15 proceeding dated May 28,2008, which I will address later in my testimony, the PIR 

16 Application is now designated as Case No. 08-169-GA-ALT. 

17 IL THE PIR COST RECOVERY CHARGE 

18 Q4. Please describe the general types of cost that the Company is seeking to recover. 

19 A4. DEO is seeking to recover costs associated with three major infrastructure-related 

20 activities: 

21 • The replacement of older-vintage bare-steel, cast- or wrought-iron and copper. 

22 • The assumption of the responsibility for installing, repairing and replacing 
23 service lines that are currently owned by end use customers. 

24 • Ongoing infrastructure replacements, pipeline relocations and system 
25 improvements. 



1 Investments in those areas impose incremental costs that the Company is seeking to defer 

2 and recover from all end use customer classes through a PIR Cost Recovery Charge. 

3 Those incremental costs consist of: 

4 • Additional depreciation expense for PIR-related gross plant additions. 

5 • Increased property taxes associated with the new PIR facilities. 

6 • A rate of return on the rate base equivalent of the net plant additions. 

7 As explained later in my testimony, the PIR program has implications for operating and 

8 maintenance expenses that must be taken into consideration as well. 

9 Q5. From what customer classes does the Company propose to recover those costs? 

10 A5. The proposed PIR Cost Recovery Charge will be applicable to all customers that receive 

11 service under DEO's sales and transportation service rate schedules. The costs will be 

12 allocated to rate schedules on the basis of cost causality. As a resuh, the PIR Cost 

13 Recovery Charges will differ from one rate schedule to the next. 

14 Q6. Why is it appropriate to recover PIR program costs through a rider mechanism? 

15 A6. There are two primary reasons. First, the magnitude of the PIR program cost would 

prevent the Company from ever earning its Commission-authorized rate of return if those 

costs were recovered through base rate cases. Second, a rider mechanism would lead to a 

much more efficient regulatory process because rates would be adjusted without the need 

to conduct fiill-blown base rate proceedings while ensuring extensive Commission 

oversight of all costs to be recovered by the rider. 

Please describe the impact of the PIR program on the Company^s jurisdictional rate 
base investment. 

The PIR program will have a considerable impact on the Company's rate base. The 

$2,662 billion estimated cost of the PIR program in 2007 dollars is nearly two-and-a-half 
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1 times the March 31,2007 rate base of $1,072 billion proposed by DEO in its current rate 

2 case. Even the yearly PIR program cost impact on rate base is substantial. The average 

3 annual cost to replace existing facilities over the proposed 25-year duration is $106 

4 million. That figure does not include the additional cost of installing customer service 

5 lines on new construction or the cost of replacing individual customer service lines that 

6 are not located on the distribution pipelines being replaced as part of the PIR program.̂  

7 In three of the past five years, new residential connections exceeded 10,000 per year. If 

8 DEO were to experience that level of customer additions in the friture, the cost of 

9 mstalling new service lines could exceed $10 million dollars per year. Thus, adding the 

10 cost of service lines on new construction alone to the cost to replace existing facilities 

11 would take the total annual cost of the program to $116 million or nearly 11% of the 

12 company's rate base investment. 

13 Q8. Why would the magnitude of the PIR program cost prevent the Company from 
14 earning its Commission-authorized rate of return if those costs were recovered 
15 through the base rate case process? 

16 A8. In a rate case, companies are required to use an actual valuation for date certain rate base 

17 and no more than nine months of estimated data for test year revenues and expenses. 

18 While there is no standard time frame under which all rate cases are processed, the period 

19 from application to rates being placed into effect typically exceeds nine months. Even if 

20 a company files its initial application with estimated data and subsequently files a two-

21 month update with the required actual information, the lag between a company's 

22 investment in rate base and rate recovery is still considerable. By the time rates are 

DEO did not include the cost of such service lines in the figures cited in the Application because those 
costs are not incremental. Customers would bear the cost themselves if DEO were not responsible for those 
installations. 



1 placed into effect, is it likely that rate base will be at least nine months out of date> and 

2 the company will have absorbed nine months' worth of additional depreciation and 

3 property tax expenses on post-date-certain plant investments. Absent a rider that 

4 provides timely recovery of PIR-related costs, the revenue requirement established in the 

5 normal rate case process will significantly under-recover actual costs and assure that 

6 DEO will not earn its authorized rate of return. Given the magnitude of PIR-related 

7 expenditures relative to rate base, that under-recovery could be substantial. 

8 Q9. Why is a rider mechanism a more efficient way to recovery PIR program costs than 
9 a traditional rate proceeding? 

10 A9. The traditional rate case process imposes a substantial burden on all regulatory 

11 stakeholders and imposes substantial costs to ratepayers. DEO's estimated rate case 

12 expense in Case No. 07-829-GA-AIR is over $1.8 million. Absent rider recovery, the 

13 Company would be compelled to file rate cases every year to recover the substantial 

14 increase in revenue requirement associated with the PIR program. Approval of DEO's 

15 rider application as proposed will result in fewer rate cases, with the result being that 

16 ratepayers will not be asked to pay that annual cost. Not only will rider recovery save 

17 ratepayers rate-case expense, DEO also expects that the PIR program will conserve the 

18 resources of agencies such as the Commission and the Office of the Ohio Consumers' 

19 Counsel. The considerable time and effort necessary to assess the many issues presented 

20 by a base rate case filing may be devoted elsewhere. 

21 Because the review of rider adjustment applications will be focused solely on PIR 

22 program scope and cost, parties will be better able to focus attention on the program and 

23 not be burdened by the multitude of other issues that must be addressed in a rate case 

24 application. Costs associated with the PIR program will become an increasingly more 



1 significant portion of customer bills over time. Focusing annual attention on the program 

2 in the context of a rider adjustment review will ensure that the PIR-related portion of a 

3 customer's bill receives maximum attention. 

4 QIO. Why will approval of the tracker mechanism proposed by DEO lead to fewer rate 
5 cases? 

6 AlO. As explained in the Application, DEO is seeking recovery of the costs of ongoing 

7 pipeline infrastructure replacements and relocations and system improvements as well as 

8 the costs associated with the targeted replacement of certain older vintage pipelines and 

9 the assxmiption of responsibility of service lines. The incremental depreciation, property 

10 tax and return on those ongoing capital expenditures are a major driver of rate cases 

11 because they contribute to higher revenue requirements. Absent a means to recover those 

12 revenue requirements, DEO will be forced to file more fi*equent base rate cases. While 

13 other factors such as increased operation and maintenance ("O&M") expenses and 

14 benefit costs will eventually lead to the need for increased base rate recovery, DEO does 

15 not anticipate that they will increase at a pace requiring fi:equent rate cases, and certainly 

16 not at the pace that PIR investments will be made. 

17 Qll . Will the PIR program better match the actual experience or performance of DEO in 
18 terms of costs and quality of service to its regulated customers? 

19 All. Yes. By more closely tying PIR-related investments made by DEO and the Company's 

20 recovery of those investments, the PIR Cost Recovery Charge better matches DEO's 

21 performance to the cost and quality of service it provides to its regulated customers. 



1 Q12. How will the Company account for the incremental costs associated with the PIR 
2 program? 

3 A12. DEO will defer the incremental depreciation expense, property taxes and O&M expenses 

4 as well as the return on rate base for the expenditures associated with its PIR program and 

5 accumulate them in account 182.3, Other Regulatory Assets. 

6 Q13, Please explain how the incremental depreciation expense wUl be quantiHed. 

7 A13. The incremental depreciation expense will be based on the cumulative PIR gross plant 

8 additions as offset by any associated retirements. The depreciation rates will be based on 

9 those authorized by the Commission for the applicable plant accounts in which the 

10 additions and retirements are booked. The resulting incremental depreciation expense 

11 recorded for each month will then be deferred and accumulated in account 182.3. 

12 Q14. How will the Company compute the incremental property taxes to be paid on PIR 
13 capital investments? 

14 A14. The incremental property taxes will reflect the cimiulative PIR capital expenditures, net 

15 of any related retirements, through the December 31 lien date of each year. The 

16 incremental property taxes to be deferred will be based on the additional property placed 

17 into service in each tax jurisdiction and the property tax rates applicable to that 

18 jurisdiction. The associated property taxes accrued for each month will be deferred and 

19 accimiulated with other expenses in account 182.3. 

20 Q15. How will DEO define the incremental O&M expenses to be considered? 

21 A15. The incremental O&M expenses to be deferred will be limited to those that, but for the 

22 existence of the PIR program and DEO's ownership of service lines, would not be 

23 incurred. In order to accommodate a fiill review of the costs and verify their incremental 

24 nature, DEO will separately identify and fiilly document the expenses. The resulting 



1 incremental O&M expense recorded for each month will be deferred without carrying 

2 costs for subsequent recovery through the PIR Cost Recovery Charge. 

3 It is worth noting that the cost associated with relocating meters outside is 

4 typically treated as an O&M expense rather than capitalized. Due to the potential 

5 magnitude of O&M expenses inciured as a resuh of an approved meter relocation plan, 

6 DEO is seeking recovery of carrying costs on those expenditures using the Company's 

7 weighted cost of debt fi'om the point of cost incurrence to the date recovery commences 

8 through an updated PIR Cost Recovery Charge. 

9 Q16. What is involved in quantifying the return on rate base associated with the 
10 program? 

11 Al 6. Each month, DEO will calculate the rate base equivalent of PIR-related expenditures 

12 based on cumulative net plant minus associated deferred income taxes and the effect of 

13 any retirements. The Company will then apply the pre-tax rate of return authorized by 

14 the Commission in Case No. 07-829-GA-AIR, and subsequent cases as appropriate, to 

15 the PIR rate base amount. The resulting amount will be credited to revenue and 

16 accumulated in accoimt 182.3 along with the incremental expenses that have been 

17 deferred. 

18 Q17. Will the Company reduce amounts recovered through the proposed PIR Cost 
19 Recovery Charge for O&M savings achieved as a result of the program? 

20 A17. Yes. The Application describes the manner in which the Company will use O&M 

21 savings generated by the program to reduce amounts that would otherwise be recovered 

22 through the rider mechanism. Those savings will arise from reductions in leak repairs, 

23 corrosion monitoring activities and Department of Transportation inspections on inside 

24 meters that may no longer be necessary if the meters are relocated outside. DEO will 



1 work with Staff to ensure that an appropriate baseline for savings calculations is 

2 quantified based on the outcome of Case No. 07-829-GA-AIR. 

3 Q18. WOl the PIR program provide other savings that will be passed on to consumers in 
4 other ways? 

5 A18. Yes. The PIR program will also reduce the volume of lost-and-unaccounted-for gas as 

6 older vintage pipelines are replaced. The reductions in system-wide lost-and-

7 unaccounted-for gas will be reflected in the annual updates of DEO's fuel retention rate 

8 and in the quarterly updates of Transportation Migration Rider - Part B. 

9 Q19. Briefly describe the process that the Company will use to request a change in the 
10 PIR rate. 

11 Al 9. In August of each year, DEO will submit an application with schedules supporting the 

12 proposed PIR Cost Recovery Charge based on the costs accumulated and bills rendered 

13 for the prior fiscal year. DEO selected a fiscal year ending June 30 to spread the 

14 Commission's review of LDCs' infrastructure rider applications throughout the year. In 

15 order to facilitate Staffs and other parties' review of the application, the Company will 

16 file a pre-filing notice 90 days prior to the application that reflects a combination of 

17 actual and projected data that will be updated for actual data in the August application. 

18 Q20. What happens to the PIR Cost Recovery Charge if the Company files another rate 
19 case? 

20 A20. The proposed accotmting approach is intended to accommodate future rate cases. All 

21 PIR costs accumulated up to the date certain of the next rate case will be recovered in the 

22 base rates set in the next rate case. Going forward, the calculation of incremental PIR-

23 related costs will reflect only post-date-certain activity. In other words, the Company 

24 will remove costs from the PIR Cost Recovery Charge once they are reflected in 

25 approved base rates. 



1 Q2L Please describe the process used to determine the PIR Cost Recovery Charge for the 
2 various rate schedules to which it will apply. 
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A21. In order to develop the PIR Cost Recovery Charge for each customer class, DEO will 

first distribute the revenue requirement associated with the various investments in the 

program. The cost of certain assets such as transmission and high-pressure distribution 

mains that are commonly used will be allocated more broadly across customer classes 

using the average excess factors in the class cost of service study supporting rates 

approved in Case No. 07-829-GA-AIR. The cost of other assets such as low-pressure 

distribution mains and service lines are more properly allocated on a customer basis to 

reflect the manner in which they are used. As noted in the Application, the revenue 

requirement for each type of investment will be allocated as follows: 

Account Investment Type 

367 Transmission Mains 

Allocator Type of Allocation 

Total Transmission Average-Excess 
Plant Capacity/Commodity 

376 

376 

380 

Distribution Mains 
- High Pressure 

Distribution Mains 
- Low Pressure 

Distribution Services 
- Main-to-Curb, Service Lines 

Total Non- . „ 
r̂  * n \ 4. A Average-Excess 
Customer Related „ r_ ,^ .. 
Distribution Plant Capacity/Commodity 
Total Services Number of 

Customers 

Total Services Nimiber of 
Customers 

Once the costs are properly apportioned among customer classes, the PIR Cost Recovery 

Charge will be developed using the following design: 



Customer Classes Rate Design Denominator 

General Sales/Energy Choice 
Transportation Service 

Large Volume General Sales/Energy 
Choice Transportation Service 

General Transportation Service/ 
Transportation Service for Schools 

Daily Transportation Service 

Fixed Monthly 
Charge 

Fixed Monthly 
Charge 

Fixed Monthly 
Charge 

Volumetric with a 
$l,000/monthcap 

NimiberofBillsin 
Preceding 12 Months 

Number of Bills in 
Preceding 12 Months 

Number of Bills in 
Preceding 12 Months 

Mcf Billed for the 
Preceding 12 Months 

2 Q22. Why has DEO proposed to limit the PIR Cost Recovery Charge to Daily 
3 TranspoHation Service ("DTS") customers to $1,000 per month? 

4 A22. Due to the large differences in usage among DEO's DTS customers, a volumetric PIR 

5 Cost Recovery Charge will more equitably distribute the cost to that class of customers 

6 than a fixed monthly charge. Limiting the total monthly charge to $1,000, however, will 

7 avoid an outcome in which the largest of those customers pay an excessive amount. 

8 Q23. Will there be an increase in rates upon Commission approval of the proposed cost 
9 recovery mechanism? 

10 A23. No. As stated in the Application, the PIR Cost Recovery Charge will initially be set at 

11 zero for all rate schedules with the first adjustment to occur in November 2009 based on 

12 fiscal year data for the twelve months ended June 2009. No adjustment will occur 

13 without further Commission review and approval. 

14 Q24. Please describe the manner in which DEO calculated the initial $1.12 per month 
15 adjustment in the PIR Cost Recovery Charge and the subsequent $0.90 increases in 
16 that monthly rate in future years. 

17 A24. The initial $1.12 per month adjustment in the PIR Cost Recovery Charge (for residential 

18 customers) and the subsequent increases of up to $0.90 per month in future years were 

19 developed using the cost of service model included as Attachment JAM 1.4 to my 

20 testimony. First, all PIR investments were divided into two groups: 1) bare steel, cast- or 

10 



1 wrought-iron, and copper pipelines and the associated service lines ("Bare Steel"); and 2) 

2 the ongoing infrastructure replacements, pipeline relocations and system improvements 

3 described in above in response to Question No. 4 ("Ongoing"). 

4 Second, DEO calculated the appropriate return on rate base, depreciation expense, 

5 and associated property tax for both groups, which provided the PIR revenue requirement. 

6 The revenue requirement was then grossed up by 4.6% for the Gross Receipts Excise Tax. 

7 Costs were then allocated to rate classes as described in the response to Question No. 21 

8 above. 

9 Third, the revenue requirement for each rate class was divided into the number of 

10 customers in each rate class (except for the DTS class, for which the charge is applied on 

11 a volumetric basis) to produce the monthly charge. The result is a charge of $ 1.12 per 

12 month in the first year for residential customers, comprising $0.58 per month for the Bare 

13 Steel component and $0.54 per month for the Ongoing component. 

14 The subsequent annual increases in the monthly charge (up to $0.90/month/year) 

15 were calculated by determining the incremental annual costs of the PIR program. To 

16 determine the amount of incremental cost, it was assimied that, without the PIR program, 

17 Bare Steel investments would not be made and an annual rate filing would be made for 

18 recovery of the Ongoing investments. The increase in monthly cost for the Bare Steel 

19 component was calculated by dividing the increased revenue requkement into the nimiber 

20 of customers (with increases ranging from $0.69 in the second year to $0.91 in the 

21 twenty-third year). The increase in the monthly charge for the Ongoing component was 

22 calculated as the increase in the revenue requirement from recovering these investments 

23 via the PIR Cost Recovery Charge compared to the revenue that would be recovered from 

11 



1 annual base rate filings; these differences are outlined in my response to Question Nos. 9 

2 and 10. The resulting change in the incremental monthly charge associated with Ongoing 

3 investments is an increase of $0.02 per month in the first year, with annual decreases 

4 ranging from $0.01 to $0.03 for the remainder of the program. The net incremental 

5 adjustment of the Bare Steel and Ongoing components is an increase in the monthly 

6 charge of $0.72 per month in the second year ranging as high as $0.90 per month in the 

7 twenty-third year. It is important to note that those figures are intended to reflect the 

8 incremental cost based on the assumptions made. As such, they do not represent 

9 projected levels of the PIR Cost Recovery Charge itself 

10 Q25. Does DEO propose to include mainline extensions needed to serve new customers in 
11 the PIR program costs to be recovered? 

12 A25. No. DEO will recover revenues from those mainline extensions in the base rates charged 

13 to those new customers. In order to avoid duplicative recovery, DEO will not include the 

14 costs associated with revenue-generating mainline extensions or other revenue-generating 

15 infrastructure investments in the amounts to be recovered by the PIR Cost Recovery 

16 Charge. 

17 III. COMPLIANCE WITH CHAPTER 4901:1-19-05, OHIO ADMINISTRATIVE 

18 CODE. 

19 Q26. Under what statute did the Company Hie the PIR Application? 

20 A26. DEO origmally filed its PIR Application under Section 4929.11 of the Ohio Revised 

21 Code. The Commission, however, by Order on Rehearing dated May 28,2008, has 

22 determined that the PIR Application constitutes an alternative rate plan and is therefore 

23 subject to Chapter 4901:1 -19-05, Ohio Administrative Code. 

12 



1 Q27, Does the PIR Application comply with Rule 4901:1-19-05, Ohio Administrative 
2 Code? 

3 A27. Yes. The substantive information required by the Commission's rules is provided in the 

4 PIR Application, filings made in Case No. 07-829-GA-AIR and the consolidated cases, 

5 or in my testimony. 

6 Q28. Rule 4901:1-19-05(C)(1) requires applicants to ''submit the exhibits described m 
7 divisions (A) to (E) of section 4909.18 of the Revised Code, and standard filing 
8 requirements pursuant to rule 4901-7-01 of the Administrative Code, (SFRs), when 
9 filing an alternative rate case.'̂  Has DEO provided this information in these cases? 

10 A28. Yes. All of the required information was included in DEO's initial Application in Case 

11 No. 07-829-GA-AIR. 

12 Q29. Rule 4901:l-19-05(C)(2)(a) requires the applicant to state 'Hhe facts and grounds 
13 upon which the application is based, and . . . set[] forth the plan's elements, 
14 transition plans, and other matters," as well as describe ''the rationale for the initial 
15 proposed tariff changes for all impacted natural gas services.'* Has DEO provided 
16 this information in these cases? 

17 A29. Yes. Information regarding the facts and grounds on which the PIR Application is based 

18 and the elements of the plans was included in Paragraphs 1 through 20 of DEO's 

19 Application in Case No. 08-169-GA-UNC. 

20 Q30. Rule 4901:l-19-05(C)(2)(b) requires the applicant to "fully justify any proposal to 
21 deviate from traditional rate of return regulation," and "[$]uch justifiication shall 
22 include the applicant's rationale for its proposed alternative rate plan, including 
23 how it better matches actual experience or performance of the company in terms of 
24 costs and quality of service to its regulated customers." Has DEO provided this 
25 information in these cases? 

26 A30. Yes. This information is generally provided in my Supplemental Testimony and in 

27 particular my responses to Question Nos. 6 through 11. 

13 



1 Q31. Rule 4901:l-19-05(C)(2)(c) requires certain comparisons "[i]f the alternative rate 
2 plan proposes a severing of costs and rates." Does the PIR program propose a 
3 severing of costs and rates? 

4 A31. No, it does not. Any increase in the price paid by customers will be directiy tied to 

5 investments and expenditures made by the Company. 

6 Q32. Rule 4901:l-19-05(C)(2)(d) states that "[i]f the applicant has been authorized to 
7 exempt any services, the applicant shall provide a listing of the services which have 
8 been exempted, the case number authorizing such exemption, a copy of the 
9 approved separation plan(s), and a copy of the approved code($) of conduct" Has 

10 DEO provided this information in these cases? 

11 A32. Yes. This information was set forth in Alt. Reg. Exhibit D to the Application filed in 

12 Case No. 07-830-GA-ALT. 

13 Q33. Rule 4901:l-19-05(C)(2)(e) requires that the applicant "provide a complete matrix 
14 showing the following: each rate, service, or regulation that is included in the plan 
15 and an explanation of how it may be affected during the term of the plan." Has 
16 DEO provided this information in these cases? 

17 A33. Yes. This information was provided in Paragraphs 21 and 22 of DEO's Application in 

18 Case No. 08-169-GA-UNC, as well as the tariff attached to that Application. Additional 

19 details regarding the effect of the plan on customer rates are provided in my 

20 Supplemental Testimony in the responses to Questions Nos. 21 through 24 as well as the 

21 cost of service model included as Attachment JAM 1.4. 

22 Q34. Rule 4901:l-19-05(C)(2)(f) requires the applicant to "provide a detailed discussion 
23 of how potential issues concerning cross-subsidization of services have been 
24 addressed in the plan." Has DEO provided this information in these cases? 

25 A34. Yes. This information was provided in DEO's Application in Case No. 08-169-GA-

26 UNC. Paragraphs 17 through 20 of the Application provide that DEO will separately 

27 account for all PIR-related expenses and investments and that all aspects of the PIR 

28 program will be subject to the review of the Commission and other intervenors. 

29 Paragraphs 21 and 22 of the Application describe a cost allocation and rate design 

14 



1 process that will provide cost-based PIR Cost Recovery Charges for each customer class 

2 using cost allocations consistent with the rates established in Case No. 07-829-GA-AIR 

3 and the related cases. The process is illustrated in greater detail in the cost of service 

4 model included as Attachment JAM 1.4 in my testimony. 

5 Q35. Rule 4901:l-19-05(C)(2)(g) requires the applicant to "provide a detailed discussion 
6 of how the applicant is in compliance with section 490535 of the Revised Code, and 
7 is in substantial compliance with the policies of the state of Ohio specified in section 
8 4929.02 of the Revised Code," as well as "a detailed discussion of how it expects to 
9 continue to be in substantial compliance with the policies of the state specified in 

10 section 4929.02 of the Revised Code, after implementation of the alternative rate 
11 plan." Has DEO provided this information in these cases? 

12 A3 5. Yes. This information was set forth in Alt. Reg. Exhibit G to the Application filed in 

13 Case No. 07-830-GA-ALT. Approval of the PIR Application will not take DEO out of 

14 compliance with R.C. 4905.35 or R.C. 4929.02, and tiius DEO's compliance with these 

15 sections will continue if the proposal is approved. 

16 Q36. Rule 4901 :l-19-05(C)(2)(h) requires the applicant to "provide the projected 
17 financial data required in section F of chapter II of appendix A to rule 4901-7-01 of 
18 the Administrative Code, through the term of the proposed plan and which reflects 
19 the effects of the proposed plan including the effects of any and all assumptions 
20 regarding changes in proposed indices." Has DEO provided this information in 
21 these cases? 

22 A36. Yes. Attachment JAM 1.4 to my testimony, which was prepared by me or under my 

23 supervision, contains the required information. Although the formattmg of the data in 

24 Attachment JAM 1.4 is not identical to that described in Section F, it nonetheless 

25 contains all of the information needed to derive that data as well as a detailed list of the 

26 assumptions used to project changes in the proposed rates. 

15 



1 Q37. Rule 4901:l-19-05(C)(2)(i) requires the applicant to "provide projected fmancial 
2 data through the term of the proposed plan under the assumption that the proposed 
3 plan is not adopted. This additional set of information shall be labeled as section 
4 G." Has DEO provided this information in these cases? 

5 A37. Yes. This information was set forth in Ah. Reg. Exhibit I to the Application filed in Case 

6 No. 07-830-GA-ALT. 

7 Q38. Rule 4901:l-19-05(C)(2)(j) requires the applicant to "submit a list of witnesses 
8 sponsoring each of the exhibits in its application." Which witnesses are sponsoring 
9 the exhibits to the PIR Application? 

10 A38. I am the responsible witness. Tim McNutt is also sponsoring testimony in support of the 

11 PIR Application. 

12 Q39. Rule 4901:1-19-05(C)(3) states, "To the extent the applicant is seeking alternative 
13 forms of rate setting than that found in section 4909.15 of the Revised Code, the 
14 applicant should detail those commitments to customers it is willing to make to 
15 promote the policy of the state specified in section 4929.02 of the Revised Code. The 
16 extent of commitments specified should be dependent upon the degree of freedom 
17 from section 4909.15 of the Revised Code requested by the applicant" Has DEO 
18 provided this information in these cases? 

19 A39. Yes. The statement required by this section was set forth in the "Statement Required by 

20 Section 4901:1-19-05(C)(3), Ohio Administrative Code" that was filed with the Ah. Reg. 

21 Exhibits in Case No. 07-830-GA-ALT. 

22 IV. CONCLUSION 

23 Q40. Does this conclude your testimony? 

24 A40. Yes. 

25 

16 
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A s s u m p t i o n s : P ipe l ine In f rast ructure Replacement Program Cost Model 
Cast Iron/Bare Steel Pipe and Related Services 

osnms 
Filing for Pipeline Infrastructure Rider in 2008, Revenue Impact in 2009 

Pipeline infrastaicture Investment starts at $72.5 million in FY 2009, increases to $78 million in FY 2011 
- Investment in Distribution LP Mains & Services escalated at 3.0%/year starting in FT 2012 
- Ail figures are in 2007 $. 

Associated Retirements have not been factored Into the cost of service model 

Book Depreciation 
-Transmission - Mains @ 2.0% (includes all regulator stations) 
-Distribution - Mains @ 1.79% (both LP and HP) 
-Distribution - Services @ 4.0% (includes both Main-Curb and Curb-Meter portion) 

Tax Depreciation 
-Transmission - Mains: 15 year MACRS 
-Distribution - HP Mains: 15 year MACRS 
-DistritHJtion - LP Mains and Services; 

2008-2010: 15 year MACRS 

2011 and beyond: 20 year MACRS 

Property Tax: 1.1% on Gross Plant (expense incurred as plant added) 

Tax Rate: 35% 

Return on Rate Base: 11.65% (with pre-tax R0E1 
Based on: 
Capital Component After Tax Pre-Tax ROE Qao Stmcture Return used for modej 

Debt 6.05% 6.05% 64.33% 3.287% 
Equity 11.90% 18.31% 45.67% 8.361% Return on Rate Base (WACC) 8.72% | 11.648%! 

First year: Assets in place for 6 months on average (for depreciation purposes) 

Functional Allocation for Depreciation Expense 
-Transmission Mains allocated based on Transmission Depreciation Expense 
-Distribution LP Mains allocated based on Customer Services portion of Distribution Depreciation Expense 
-Distribution Services allocated based on Customer: Services portion of Distributton Depreciation Expense 
- Distribution HP Mains allocated based on Capacity/Commodity portion of Distribution Depreciation Expense 

Functionaf Aflocation for Property Tax. Rate Base/Refc/rn 
-Transmission Mains ^located based on Transmission Gross Plant 
-Distribution LP Mains allocated based on Customer: Sen/ices portion of Distribution Gross Rant 
-Distribution Services allocated based on Customer: Services portion of Distribution Gross Plant 
- Distribution HP Mains allocated based on Capacity/Commodity portion of Distribution Gross Plant 

No PtSCC or incremental O&M expense impact considered 

Model does not reflect potential O&M savings nor does it quantify potential for fuel retention savings 
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Assumptions: Pipeline Infrastructure Replacement Program Cost Model 
Ongoing Pipeline Infrastructure Expenditures 

05/28/08 
Filing for Pipeline Infrastructure Rider in 2008, Revenue Impact In 2009 

Ongoing Pipeline Infrastructure investment starts at $60 million in FY 2009 
- decreases to $55.8 million in 2013 and is steady thereafter. 

Associated Retirements have not been factored into the cost of service model 

Book Depredatiori 
-Transmission - Mains @ 2.0% (Includes all regulator stations) 
-Distribution - Mains @ 1.79% (Ijoth LP and HP) 
-Distribution - Services @ 4.0% (includes both Main-Curb and Curb^Vleter portion) 

Tax Depreciation 
-Transmission - Mains: 15 year MACRS 
-Distribution - HP Mains; 15 year MACRS 
-Distribution - LP Mains and Services: 

2008-2010: 15 year MACRS 

2011 and beyond: 20 year MACRS 

Property Tax: 1.1 % on Gross Plant (expense incun^d as plant added) 

Tax Rate: 35% 

Return on Rate Base: 11.65% ̂ with pre-tax ROE) 
Based on: 
Capital Component After Tax Pre-Tax ROE Cap Structure Return used for model 

Debt 6.05% 6.05% 54.33% 3.287% 
Equity 11.90% 18.31% 45.67% 8.361% Return on Rate Base (WACC) 8.72% | 11.648% 

First year Assets in place for 6 months on average (for depreciation purposes) 

Functional Allocation for Depreciation Expense 
-Transmission Mains allocated based on Transmission Depreciation Expense 
-Distribution LP Mains allocated based on Customer: Services portion of Distribution Depreciation Expense 
-Distribution Services allocated based on Customer: Services portion of Distribution Depreciation Expense 
- Distribution HP Mains allocated based on Capacity/Commodity portion of Distribution Depreciation Expense 

Functional Allocation for PropertvTax. Rate Base/Return 
-Transmission Mains allocated based on Transmission Gross Plant 
-Distribution LP Mains allocated based on Customer: Services portion of Distribution Gross Plant 
-Distribution Services allocated based on Customer: Services portion of Distribution Gross Plant 
- Distribution HP Mains allocated based on Capacity/Commodity portion of Distribution Gross Plant 

No PISCC or incremental O&M expense impact considered 

Model does not reflect potential O&M savings nor does it quantify potential for fuel retention savings 
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jS ^ j3 SS 
CO W A A 

SooSSSK 

^ i 

IS 

- k « » 

Is 

l l 

II 

3 A 
o 

fs 



m S 

iiss 

I IS t2 

S2S8 

gSit 

'iaSs 

| l 

s 

U M 10 ^ 
S s j 2 ^ ^ ^ S o S 2 

2!g£;a^ 

Sails 

mu 
splits 
8§SS2 

nut 

131 

l̂ ii 

i 

te' 

S3§gsi 

W%i 

W U ^ 

69,717
 

838
 

2,725
 

1.807
 

75,086
 

75.453
 

900 
2.926

 
1,939

 
81.219

 

=jqc)55?fe| I i 
^ % 

lg l r§ 

- IS 

If 

li 

l § 

O CD SJ -J s j 

g^isl 

wu 
2 .-JO ,s 

,-si ^ JO ro 

A 

fg 

!i 

1̂ 

Is 

Is 
^ CD 


