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INTRODUCTION 

Suburban Natural Gas Company (Suburban or Company) is a public utility under Sections 

4905.02 and 4905.03 of the Ohio Revised Code and, as such, is subject to the jurisdiction of the 

Public Utilities Commission of Ohio (Conunission). On March 19, 2008, the Commission issued 

an Opinion and Order in Suburban's Rate Case No. 07-689-GA-AIR authorizing Suburban to 

establish an infrastructure replacement program rider (IRP Rider) at a zero-dollar level. The 

Commission subsequently approved Suburban's IRP plan on September 15, 2009 and established 

initial rates that will be trued up via annual applications for rider adjustments. On May 31, 2011, 

Suburban filed an application in this proceeding to adjust its IRP Rider for costs incurred fi-om July 

1, 2010 through June 30, 2011. 

The purpose of the IRP Rider is to allow Suburban to recover the costs of replacing prone-

to~fail risers, as well as its costs related to the assumption of responsibility for the maintenance, 

repair, and replacement of customer service lines. These Comments and Recommendations 
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(Comments) present a summary of the Commission Staffs (Staff) investigation of Suburban's 

Application and Staffs findings and recommendations. 

BACKGROUND 

Suburban is an Ohio corporation engaged in the business of providing natural gas 

distribution service to approximately 15,000 customers'. The Finding and Order in Case No. 09-

573-GA-UNC approved Suburban's service line and riser replacement program (IRP Program), as 

modified by recommendations set forth in the staff report, and authorized Suburban to establish the 

IRP Riderl The Commission fiirther authorized IRP charges of $0.29, $0.58, $0.84, $1.10 and 

$0.92, per customer per month in years one through five based upon anticipated program costs and 

subject to true-up. 

The purpose of the IRP Rider is to permit Suburban to seek recovery of the costs associated 

with the replacement of prone-to-fail risers and maintenance, repair, and replacement of customer 

service lines. The costs in the IRP Rider are based upon actual amounts incurred for contractors 

plus internal costs for managing and supervising IRP activities. Specifically, Suburban is 

permitted to recover 50 percent of the program's costs on an accelerated basis over a four-year 

period, including a return based on Suburban's cost of debt. This "first" fifty percent of program 

costs are accounted for as a deduction from rate base. The remaining 50 percent of costs 

(including a return on equity established in Case No. 07-689-GA-AIR) are recovered via the rider 

Case No. 11-3234-GA-RDR, In the Matter of the Application for Approval of an 
Adjustment to the Infrastructure Replacement Rider of Suburban Natural Gas Company, filed 
August 30, 2011, at page 1. 

Case No. 09-573-GA-UNC, In the Matter of the Application of Suburban Natural Gas 
Company for Approval of an Infrastructure Replacement Plan and Related Matters, Finding and 
Order, September 15, 2009, at page 5. 
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as opposed to rate base deductions and are not accelerated. Any costs that are already included in 

base rates are not recoverable through the IRP rider^. 

Lastiy, the Commission's Finding and Order authorizing Suburban's IRP program directed 

that the Company will file an annual pre-filing notice by May 1 of each year and established a test 

year ending June 30. The Company must then file an application updating the infonnation 

contained in the pre-filing notice by August 31 and new rates are to be effective November 1 of 

each year. 

SUBURBAN'S APPLICATION 

Suburban filed its application in this case on August 30, 2011. The Company proposes to 

decrease the IRP Rider rate from $0,39 to $0.25 and that the new rate become effective on 

November 1, 2010. The rate decrease is based on Year 2 program actual costs of $33,415 offset by 

Year 1 and Year 2 over-recovery of $63,057 and anticipated Year 3 program costs of $107, 260. 

Suburban filed three schedules and the testimony of its outside consultant, Nichole 

Clement, in support of its application. The three schedules detail progress and costs associated 

with the IRP Program. Schedule 1 provides the overall program costs and recovery calculations. 

Schedule 2 details the cost of debt calculation that is used in the calculation for the four-year 

recovery of fifty percent of the Program's costs. Schedule 3 provides the retum on equity 

calculation that is used in the calculation for recovery of the remaining fifty percent of Program 

costs which will are recovered over a 45-year period. In accordance with the initial development 

of Suburban's IRP Program, the Application does not include a provision for recovery of costs 

associated with taxes. In addition, the Company also provided responses to Staff data requests to 

supplement and further support the data contained in the schedules. 
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STAFF'S INVESTIGATION SUMMARY AND COMMENTS 

The Staffs investigation was designed to determine if Suburban's application and exhibits 

justify the requested IRP revenue requirement and support the proposed annual adjustment to the 

IRP Rider rates. The Staffs comments and recommendations, by topic area, are as follows: 

Calculation of Costs and Associated Recovery 

The Staff began its review by requesting appropriate documentation supporting ali costs 

included in Suburban's Rider IRP Application. After reviewing this documentation. Staff 

requested additional detail and support as needed until it was either satisfied that the costs were 

substantiated or concluded that an adjustment was wartanted. After reviewing the data and 

information supplied, the Staff identified no inappropriate costs. 

Staff then reviewed Suburban's 50-50 split of costs, including the Company's calculation 

of its cost of debt, the proposed rate of retum, and treatment of taxes. From this review, the Staff 

has determined that the Company properly excluded gross receipts taxes. In addition, it applied 

the proper cost of debt and rate of retum to the costs of replacing prone-to-fail risers and the repair 

and replacement of customer service lines. Also, the Company properly excluded expenses 

associated with testing service lines, as these expenses are already recovered through base rates. 

Lastly, the Staff also confirmed that Suburban used the correct 45-year depreciation life provided 

for in the Commission's approval of its IRP Program. 

In keeping with the design of the IRP Program, ongoing recovery of the Company's Year 1 

and Year 2 Program expenditures will continue to be recovered in Year 3, The estimate of Year 3 

costs is being set at the same level as Year 2's estimate despite (as discussed below) the fact that 

the Company plans more replacement work in Year 3. The cost estimate for Year 3 was adjusted 

downward to reflect over-recovery of actual versus estimated expenditures in Years 1 and 2 (see 
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below) and a more accurate estimate of labor costs, which have proven to be less than costly than 

previous estimates. 

Level of Prone-to-Fail Riser Replacement 

In its Order authorizing Suburban's IRP Program, the Commission directed the Company 

to complete all prone-to-fail riser replacement within four years from the date of the Order^. 

During Year 1, Suburban replaced 283 risers. In previous Comments, the Staff questioned the 

Company's first-year number of riser replacements as well as its plans to accelerate future riser 

replacements given that it must replace approximately 1,600 risers over a four-year period in order 

to comply with the Commission's Order. The original estimate of approximately 1,600 prone-to-

fail risers has decreased somewhat due to the transfer of 110 prone-to-fail risers that are located in 

five villages where natiu-al gas service was recently transferred from Suburban to KNG Energy, 

Inc.^ The Staff would note that Suburban was not able to reach its Year 2 goal of replacing 475 

risers. It actually replaced 373 risers in in Year 2. However, the Company has projected replacing 

approximately 600 risers next year^. This increase in the replacement rate should bring Suburban 

within reasonable range of fulfilling the Commission's directive to replace all prone-to-fail risers 

within four years of its Order. 

As noted above, Suburban's actual costs for Year 2 riser replacement was less than its 

estimated costs due to fewer actual replacements and lower than expected labor costs. As a result, 

despite plans to significantly increase the number of riser replacements in Year 3, the Company is 

keeping its Year 3 costs projection the same as Year 2 costs. 
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STAFF CONCLUSIONS AND RECOMMENDATIONS 

After a thorough review of Suburban's Application and supporting documentation. Staff 

has determined that Suburban included the appropriate costs and cost estimates for recovery 

through its IRP Rider and that it provided reliable data to support the proposal. As a result, the 

Staff believes that Suburban's Application will result in a just and reasonable IRP Rider Rate and 

recommends that the Application be approved with one modification. The Staff recommends that 

the Commission in its Order approving the Application, direct Suburban to provide a monthly 

report to the Staff comparing its Year 3 progress towards replacing prone to fail risers to its 

projected 600 replacements for the period July 2011 through June 2012 as well as a comparison of 

its actual versus estimated costs. The fact that Suburban's IRP Rider is partly developed from 

projections of needed revenue to fund the IRP coupled with the Company's lower than expected 

riser replacement rates in Years 1 and 2, suggests that ongoing monitoring of the Company's Year 

3 progress and costs are warranted and prudent. 

Respectfully Submitted, 
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