. East, Cleveland, Ohio 44122, on behalf of Park-chio Energy, Inc.{}
. OPINION
- I,  INTRODUCTION

g was directed to promulgate a purchased gas adjustment rule that
. would.establish a uniform purchased gas adjustment clause to;be

REFORE

THE PUBLIC UTILITIES COMMISSION OF OHIO

- In the Matter of the Investigation )

Into the Gas Purchasing Practices )
and Policies of Columbia Gas of } Case No., 83-135-GA-COI
Ohio, Inc. )

In the Matter of the Regulation of )
the Purchased Gas Adjustment Clause)
Contained within the Rate Schedules) Case No. 84-6-GA-GCR
of Columbia Gas of Ohic, Inc. and )
Related Matters, )

OPINION AND ORDER

The Commission, coming now to consider the above-entitled
matter, and having reviewed the testimony and exhibits presented
at the public hearing held in this matter, and being otherwise
fully advised in the premises, hereby issues its Opinion and
Order.

- APPEARANCES:

Messrs. Thomas E. Morgan, James L. Fullin, Stephen B, Seiple
and Roger C. Post, 200 Civic Center Drive, Columbus, Chio 43215,
on behalf of Columbilia Gas of Ohio, Inc,

Mr. Anthony J. Celebrezze, Jr., Attorney General of the
state of Ohio, by Ms. Martha J. Cooper and Ms. Stephanie D.
Pestello, Assistant Attorneys General, 180 East Broad Street,
Columbus, ©Ohic 43215, on behalf of the Staff of the Public

© Utilities Commission of Ohio.

Mr. William A. Spratley, Consumers' Counsel, by Ms. Margaret
Ann Samuels, Mr, Paul A. Centolella, and Ms, Anne L. Hammerstein,
Associate Consumers' Counsel, 137 Bast State Street, Columbus,
Ohio 43215, on behalf of the residential consumers of Columbia
Gas of Chio, Inc.

Messrs. Emens, Hurd, Kegler & Ritter Co., L.P.A., by Mr.
Timothy J. Battaglia, 250 East Broad Street, Columbus, Ohioc
43215, on behalf of the Ohig 0il and Gas Association, the Metro-—-

- politan Bducational Council, and the Columbus Board of Education.

Megsrs. Vorys, Sater, Seymour & Pease, by Mr. Sheldon A.
Taft, 52 EBast Gay Street, P,0. Box 1008, Columbus, Ohio 43215, on
behalf of the Chio Manufacturers' Association.

Messrs. Vorys, Sater, Seymour & Pease, by Mr, M. Howard
Petricoff, 52 East Gay Street, P.0. Box 1008, Columbus, Ohioc
43215, on behalf of the Chioc Department of Development, Division
of Energy.

Messrs. Bricker & Eckler, by Ms. Sally W. Bloomfield, 100

¢ Bast Broad Street Columbus, Ohioc 43215, on behalf of Yankee
; Respurces, Inec.

Mr, Glenn S. Krassen, 20600 Chagrin Boulevard, 600 Towers

Pursuant toc Section 4905.302, Revised Code, this Commission -

included in the schedules of gas or natural gas canpanies sul
£o the Jux;sdiction of this Commission. BAs a result the
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Commission established Chapter 4901:1-14, Ohio Administrative
Code (D.A.C.), which is designed to separate the cost of gas from
all other costs incurred by & gas or natural gas company subject
to the jurisdiction of ¢his Compission, and to provide for each
company's recovery of these costs. Section 468¢5.302, Revised
Code, further directs that the Commission establish investigative
procedures and proceedings for the regulation of this clause.
Consequently, Chapter 4901:1-14, 0.A.C,, alsc establishes such

¥ proceedings and procedures, including periodic reports, audits
and hearings to examine the arithmetic and accounting accuracy of
the gas costs reflected in the company's gas cost recovery [(GCR)
rates, and to review each companv's production and purchssing
policies and their effect upon these rates.

iy e N AR e R S S

Columbia Gas of Ohic, Irnc. {(Columhia, COH ¢or the company) is

: a gas or natural gas company as defined by Section 4905.03(a) (5},
: {6), Revised Code, and a public utility as set forth in Section
- 4905.02, Revised Code. Columbia is, therefore, alsc a gas

company within the meaning of Sesction 4905.302(C), Revised Code,

and Chapter 4901:1-14, O.A.C. Columbia is a disztribution subsid-

iary of the Columbia Gas Bystem and Serves approximately one

million customers in approximately 360 communities widely scat-
: tered throughout the state of Ohie. The ¢ompany has operations
i in 56 counties in Okio.

Rule 4901:1~14-07, O.A.C,, and Section 4905,302, Revised

H Code, reguire that the Commiseiecn shall cornduct, or cause to be

; conducted, periodic financial and management/performance audits

1 of each gas or natural gas company. On August 15, 1924, Celumbia,
p pursuant to Rule 4901:1-14-07(C), O.A.C., and in accordance with
the Commission entry dated April 10, 1984, submitted a certifi-
cate of accountability to this Commission, The certificate was
attested to by Arthur Andersern & Co., a ocualified independent
auditing firm (Comm. Ord. Ex. 2). Pursuant te Rule 49071:1-14-
07(D}, 0.A.C., and in accordance with Commissicon entry dated
April 10, 1984, the Commission engaged the accounting firm of !
Deloitte, Haskins & Sells (DH&S or the auditor) to conduct the
management /performance audit of Columbia's gas production and
purchasing practices, The audit covered the period from June 1,
1983 to May 31, 1984, and was filed with the Commission on August
17, 1984 (Comm. Ord. Ex. 1}.

o Barn ATl WE G ¢ pomr e o s eind AT
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siti

Section 49G5.302(C), Revised Code, and Rule 4901:1-14-08(E), -
0.A.C,, require the Commission to hold a public hearipg at least
30 days after the filing of each required audit report. Rule
4901:1-14-08(B}, O.A,C., specifies that notice ¢f the hearing be
published in a rewspaper(s) of general circulation throughecut the
company's service area at least fifteen and not more than thirty
days prior to the scheduled date of hearing. UNotice was properly
made in accordance with the rule {Cclumbia Ex. 1}. The public
hearing in this matter was commenced on September '8, 1984, at
the coffices of the Commission and was ultimately concluded on
April 5, 1485,

[N
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Alsc conseolidated with the GCR proceeding is Case No. 83~
p 135-GA-C0OI, which iz the Commission~initisted audit of the gas
%? purchasing practices and pelicies of Cclumbla. That avdit was
conducted by Touche Ross & Co. (Touche-Ross or T/R) and that
report was filed on Ncvember 14, 1%83. That management audit
report contained twenty-six specific prospective recommendations
for the improvement of Columbia's gas purchasing practices. TIn
response to the Touche-Ross audit, Columbia filed an implementa-
tion plan containing the comwpany's proposal for carrying out the
recommendations contained in the Touche-Ross audit. The imple~
mentation plan was filed by Columbia on April 2, 1984,

Subseguently, zll parties in Case No. B3-135-GA-COI, and, in
additien, the public adviscry committee {PAC), attended a prehearing
conference held on April 16, 1984. At that conference all parties

SR, 1 PR s B bt SN 1 ST o 7 R Y 2t
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made suggestions for changes or additions to be made to Columbia's
implementation plan. As a result of that settlement conference
it was agreed that Columbia would file a revised implementation
plan incorporating all suggestions which had been agreed upon.
This revised implementation plan incorporating the changes was
filed on May 1, 1984 (Columbia Ex. 4). Objections to the revised
plan were filed by the Office of Consumers' Ccunsel on May 7,
1984. The staff and other parties also filed comments on the
revised plan. It was alsc agreed by the parties at the settle-
ment conference that the management/performance auditor for the
gas cost recovery proceeding (Case No. B4-6-GA-GCR} would evaluate
the reascnableness of Columbia's efforts to execute the revised
implementation plan for those recommendations agreed upon, and
a’ that the management/performance auditor would assess the reason-

ableness of Columbia's plan to meet the cbjectives of the Touche-
Ross audit for only those remaining recommendations on which the
parties did not reach an acceptable agreement {Tr. of Prehearing
Conference at 6). Thus, by Commission entry of April 10, 1984,

- DH&S was specifically directed to test the reasonableness of the
company's implementation plan. By entry of September 11, 1984,

" the gas cost recovery case and the management audit proceeding
were consolidated.

Also a part of this proceeding at one time was Case No.
84-1129~GA-UNC, which was filed by Columbia on September 28,
1984. That proceeding was initiated by Columbia wherein the )
company requested that the Commission determine the appropriate . o
operating procedure to be followed with respect to a third
exchange station (the Maumee Gate) with The East Dhio Gas Company.

. By entry of October 23, 1984, the exchange station proceeding was
consolidated with the GCR case and the management audit proceeding.
Subsequently, however, all parties to the proceeding entered into

- a stipulation and recommendation concerning the exchange gate
issue and reguested an expedited Commission decision on the matter.

" As a result, the Commission issued an opinion and order in Case

- No. 84-1129-GA-UNC on March 12, 1985. The order adopted the

. stipulation and recommendation of the parties and resolved all

. issues in that proceeding. Conseguently, that case has been

© concluded-and no matters from that proceeding remain for Commis- i

~ sion determination. _ B

Rl e LT L e

During the course of the hearing in this proceeding,
witnesses were presented by Columbia, the Office of Consumers'
Counsel (0OCC), the Chic Manufacturers' Association (OMA) and the

. Ohio Department of Development, Division of Energy {(0DOD}). The

- division of energy subsequently withdrew the bulk of its testi-

" mony regarding Columbia's forecasting methodology. Mr, William

. Eyres and Mr. Harry Watson testified as representatives for DH&S,

. After the hearing was concluded on April 5, 1985, the parties

. were given the opportunity to file post~hearing briefs on May 3,
1985 and reply briefs on May 17, 1985. The matter is now before
the Commission for final order.

© II. FINANCIAL AUDIT

e‘- _Pursuant to the Commission entry journalized April 10, 1944,
i-and Rule 4901:1-14-07(C), ©O.A.C., Columbia is required to submit -
4Lto this Commission a certificate of accountability attested to. by
. an independent .auditor. By a certificate of accountability -
l docketed” Angust 15, 1984, Arthur Anderson & Co. found that:

In our opinion, Columbia Gas of Ohic, Inc. P !
has fairly determined the GCR rates for the Lo
three-month periods ended March 6, 1984, June S
5,.1984, September 4, 1984 and December 4,
1984, in accordance with the financial
'-fprncedural aspects of the uniform purchase
‘gas - adjustment as set forth . in Chapter
" 01:1 14 and related appendices of the
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Administrative Code and properly applied the
GCR rates to customer bills,

Arthur Anderson & Co, did not identify any matters arising
from its examination which this Commission need jinvestigate
{Comm. ©Ord. Ex. 2}, The financlal audit was stipulated into
evidence by all parties without the need for cross-examination,
The Commission findsg that the financial avditor has performed the
financial audit in accordance with the Commission’s rules and
directives. The Commission Ffurther finds that the company has,
in all material aspects, complied with the rules for calculating
the GCR rates under review and that the company's GCR rates were
properly applied to customer bills,

ITI., COMMISSION DIRECTIVES

Forecasting

In Columbia's last GCR proceeding, Case No., B3-15~GA-GCR,
Opinion and Order, May B, 1984, the Commission directed the
company to report the results of its forecasting methodology
review. This directive was a result of the partjes' expressed
concerns about Columbia's more recent forecasts being less
accurate thap they had historically been. Columbiaz was also
directed to provide the Department of Development and the Commis-
sion with the forecasting model being tested by Columbia, as well
as the results of such tests., Columbia provided the required
information to the Commission and ODOD on May 31, 1984. Columbia
witness J,R. Lee indicated in his testimony in this proceeding
that Columbia has added a residential, commercial and industrial
ceconometric model for use in projecting customer gas reguirements
as suggested in Touche-Ross recommendation number 8 (Columhia Ex.
3, at 11; Columbia BEx. 4, at 21). DHES reviewed Columbia's
progress con this recommendation and found that "COH has demon-
strated via the file documentation, their commitment to improve
forecast accuracy for all customer c<lasses” (Comm, Ord. Ex. 1, at
83}, DHss did, however, make several suggestions eon the subject
of improving forecast accuracy. Columbia has accepted these
suggestions and will consider them as the company develops its
modeling capability (Columbia Ex. 3, at 11-12},

Special Marketing Activities [(Self-Help)

The Commission Entry of April 10, 1984, directed DHES to
review Columbia'’s participation in any self-help special purchase
or industrial sales program which has ernhanced the marketability
of natural gas in Columbia's service area. Ir response to this
directive, DHiS reported on the historical background of Columbia‘s
self~help program and investigated the program's current operation.
The auditor concluded that Columbia‘’s pricing policy, coupled
with the customer’s acguisition of the gas before it enters the
Columbia system, allows the service to be clearly compensatory.
Thus, with regard to the self-help program, DHaS found that
development of the transportatien gas market has proven to be
desirable and beneficial to both Columbia snd its customers
{Comm. Ord. Ex. 1, at 81). Concerning other types of transporta-~
tion and special marketing programs, DH&S found that "Columbia is
aggressively pursuing any transportation arrangement that will
avoid loss of load to alternate fuel.” {(Comm. Ord, Ex. 1, at 82).

Synthetic Natural Gas

DH&S was also specifically directed to evaluate Columbia's
decision-making process as it relates to the extension of the
Columbia LNG Green Springs contract. Columbia ING, one of the
suhsidiaries of the Columbia Gas System, bas provided synthetic
natural gasg (SNG) to Columbiaz pursuvant to 2 ten-~year contract
entered into on July 26, 1973. ‘The initial contract expired on
March 31, 1984, Columbia entered into an amended agreement on
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February 1, 1984, under which Columbia agreed to continue pur-
chasing 8NG from Columbia LNG during the peviod of april 1, 15584
through September 3¢, 1983, Under the terms of the new contract
the delivered price of the 8NG is at least five cents per Dth
less than Columbia Gag Transmission Corporation's (TL0) effective
commodity rate (Comm. Ord, Fx, 1, at 76; QCC Ex. i, at 53}.
Columbia FExhibit 1% demcnstrates that the current SNG rate is 27¢
less than TCO's commodity rate.

After review of the entire matter, DH&S found that it was
desirable to keep the SNG plant in operation, if econemically
possible to do so {(Comm. Ord. Ex. 1, at 75; Tr. II, 123). It was
the auditor's conclusicn that "the negotiations between the
parties resulted in a price below that of the commedity cost of
natural gas delivered by TCO and, accordingly it appears that the
contract benefits Columbia Gas of Chic's customers.” ({(Comm, Ord.
Ex. 1, at 76%.

OCC expressed contern that the renegotiations may not be in
Columbia's customers' best interests because of the possibility
that the commodity rate being paid to TCO wmight be subisct to
refund in the Federal Energy Regulatory Commission (FERC) bocket
Ho. TA-1-21-~G01 et al., the so-called "frauwd and asbuse” proceeding.
However, the FEHC has recently approved a stipulation and agree-
mant which was filed in that pﬁp?&eﬁlng which makes 0OCC's coneern
as to this audit pericd moot. The stipulation and agreem-nt
which was approved by the FERC results in a prospective reduction
in TCo's commodity rates rather than providing for refunds, This
prospective reduction in TCC's commodity rates will alse reduce
the price Columbia actually pays for SNG, since the price of SNG
under the contract will be at least five cents lessg than the TCD
commodity rate. Conseqguently, the Commission concludes that
Columbia has demconstrated that the renegotiation of the SNG
contract is beneficial to the company's customers,

IV, PERFORMANCE AUDIT

Prior to detailing specific findings or recommendations,
DELS set forth an overview of Columblia and some overall conclu-~
sions ¢oncerning the company. The auditor explained that histor-
ically Columbia has been a non-integrated gas distribuotien
company serving some 700 communities tied together by an affili~
ated interstate transmission company. Columbia has not, until
recently, contracted for its own gas supply, nor did it have a
transmission system. This horizontal bhasis of cperation is
changing, however, because Columbia is5 actively seeking to
precure GChic gas production, as well as gas from putside the
state. Celumbia is alsec evaluating joint venture transmission
lines to communities it serves, The auditor indicates that this
movement towards a more vertically integrated operatiocn will help
relieve some of Columbia's dependency on TCO as a malior or sole
source supplier of gas. However, these alternative sources will
not mean that all communities will b2 able to replace TCO as a
supplier and become self-sufficient (Comm. Ord. Ex. 1, at 56).

PHaS found that "insofar as these processes and activities
do not result in utneconomic duplication of service for COH vis-
a-yig TCO, it is a healthy develcopment for the company and its
customers.” (Comm., Ord. Ex. 1, at 6}. In general, the auditor
concluded that Columbia is addressing the chandges needed in
planning and procurement given the changing environment, and is

The Commission finds it proper to take administrative notice
of the stipulation and agreement which was filed in that
proceeding and formally approved by the FERC on June 25,
1985.
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making good progress in the majority of the areas examined.
following specific recommendations were made by DH&S:

A, Planning for Gas Requirements

1. Recommend COH review the variomg fore«
casting formulas developed for the model
to make sure such are formulated to fit
the operating and marketing environment
ef COH,

2. Recommend training werkshops be estab-
lighed in-house as well as sending
appropriate employees to not only
geminars currently being attended, but
"hands=-on" sessions. Based on dis-
cusgions with Marketing, Supply Plan-
ning, and Employee Relations, there
appears to bhe a need for improved
specialized training for this redefined
operating environment that impacts both
Marketing and Supply Planning. This
goes beyond the general training being
conducted as well as the provisions
being made for model implementation
training.

B, Organization

1. Recommend that COH give consideration te
reassigning the Services Section, given
the expanding responsibilities of Supply
Planning.

2. Recommend that COH give consideration te
establishing 2 Planning function for COH
due to the broad implications of the
potential results from the Booz-Allen
SBtrategic Business study being conduct-
ed.

3. Recommend that the Project Engineer be
reassigned tc the Manager - Long Range
Planning, given his credentials in
computer science and econometric model-
ing,

4. Recommend establishing a Supply Planning
Research secticon with respeonsibilities
te menitor gas supply market prices and
conditione not only irn Ohio, but at the
interstate level as well.

5. Recommend establishing a Supply Flanning
Pessarch position with responsibilities,
in part, te monitor and prepare gas
supply price studies for Ohio activity
and outside the state pricing activity,

C. Source Selectien

1. While not a recommendation, we believe
that CCH is making a concerted effort to
lower their delivered cost of gas to COH
customers when and where possible.

The
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. Negotiation and Contracting

1. Recommend that COE continue to pursue
all available cost-effective supply
sources, regardless of location.

{Comm, Ord. Ex. 1, at 6-8}).

DH§S indicated that the purpese cof its audit concerning
Columbia'e purchasing practices and policies "was to review
management practices and procedures to determine whether manage~
ment has, indeed, redefined the necessary internal method to
assure that the procured supply mix is the best strategy being
pursued over the long-term..." {(Comm. Ord. Ex. 1, p. 18),.

with regard to planning for gas requirements, the auditor
noted that historically, Columbia has planned for gas require-
ments by preparing The Blue Book, which consisted of five years
of avtual gas demand and a ten-year forecast of gas demand. The
audit notes that Columbia has taken measures to Improve load
forecasting and to respond to T/R recommendation number 8 by
developing a more sophisticated econometric model, Columbia has
retained Jensen § Associates to develep a model that will incor-
porate dats appropriate for Ohio. The auditor found that Columbia
has instituted fundamental changesg that will improve forecasting
results. The aunditor made twe recommendations with regard o
forecasting, both of which Ceolumbia has agreed to implement
(Columbia Ex. 3, at &}. OCC and the staff both stress the
importance of the auditor's recommendation related to Columbia's
need to establisgh training programs for the market and supply
planning departments in the area of statistics, forecasting
techniques, computer modeling and market research {(OCC Brief at
35-36, Staff reply brief, at 7)., While Columbiz has indicated
its intent to implement this auditor recommendation, we believe
the company should also specifically address this matter in its
testimony for the next GCR proceeding. Furthermore, the
management /performance auditor shall also review the company's
progress in implementing an appropriate training program.

The auditor reviewed the supply planming organization in
detail and also reviewed other department organizations to
understand the interactive role with supply planning. The
auditor concluded that personnel assignments and execution of
responsibilities are, generally, being handled properly. DH&S
indicated that Columbia seems to have improved its ability to
effectively monitor gas supply market prices and conditions via
the recorganized marketing and supply planning. The auditor
offered four recommendations regarding the organization of supply
plamning and other departments (Comm. Crd. Ex. 1, at 22-24).
Columbia has indicated that these recommendations are being
congiderad or are being implemented (Columbia Ex. 3, at 7).

DH&S set forth the following four primary objectives with
regard to its discussion of Columbia’s source selection:

Identify the company's supply sources which
represent the company's current strategy.

Evaluate whether current supply sources
promote adequate supply at least cost.

identify othser supply source opportunities
available to the company which would/could
promote least cost cvonaistent with adequate
supply.

Identify any independent cost/benefit studies
performed by the company detailing any
alternate source strategy.
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DH:S also set forth Columbia®s current supply strategy as
detailed in the company's 1984 Blue Bocok, The supply source
forecast is az follows:

Forecast Supply

Year (4}

Supply Source 1984 1986 1988 1989¢

1. Columbia LNG (SNG) Base Lgoaded 7.0 i i « (=

2. Local Chio Production 2.0 4.5 5.8 7.4
3. Columbia Gas Transmission (ALl

Remaining Reguirement) 88.5 82.1 94.2 82.6

4, Storage Withdrawal 1.8 SR - -

5. Other {Phase II} 1.5 3,4 -G =G

[Comm., Ord. Ex. 1, at 25).

The auditor indicated that the pipelines which supply TCO
have contractual cbligations that are not going to be resolved im
the short-to near-term. Thus, the auditor stated that Columbia's
only practical alternative for the short-term is to contract for
cost~effective Ohio production. DHES stated that Columbia has
continually inwvestigated purchases of gas from other regions of
the country but transportation and FERC authorization have each
been c¢hstacles to alternative purchases (Comm. Ord. Ex. 1, at
27). Of course this would not be the case if Celumhia had, in
the past, attempted to diversify its supply by obtaining access
to other pipelines which serve COhio,

Regarding any independent cost/benefit studies performed,
DH&S reported that Columbia had previously retained Booz-allen &
Hamilton, Inc. (Booz-allen} to prepare a feasibility study to
determine whether Columbia could increase purchasas of Ohio gas
ax an alternate source strategy. The Booz-Allen study has been
reviewed in great detail ir a pricr Columbia GCR proceeding, Case
N3, B2-83~GA-GCR., Basically, the Booz-Allen study found that it
was not economically or operationally feasible for Columbia to
gubstantially increase its purchases of 0Ohic produced gas.
However, DH&S concluded that, not withstanding the pessimistic
findings of Booz-Allen regarding Ohio purchases, Columbiaz has
committed itgself to pursuing alternate supply sources that are
cost-affective {Comm. Crd. Ex. 1, at 27}.

The auditor’s overall conclusion regarding Columbia's supply
source selection is that Columbiz is making a concerted effort to
lower the delivered cost of gas to its customers when and where
possible within the limitation of its current system, The auditor'sa
opinion was based on Columbia’s commitment to pursuing Ohio pur-
chages, purchases under the Phase II program, and purchases from
alternatives to TCO's delivery system such as the Fastern Supply
Line to Columbus {Comm. Ord. Ex. I, at 31}. The Phase II program
- is a transgportation program wherein TCO0 will transport gas
purchased by Columbia for use as a source of Columbia's system
supply. Absent this spevial program, TCC and other interstate
pipelines would normally refuse to transport gas which i=
obtained from other interstate pipelines which would replace the
pipelines' own system sales.

The auditor performed a review of Columbia's negotiation
process and the resulting comtracts. These contracts essentially
cover local Chio production or qualified gas supplies under TCO's
Phase II program, The auditor reviewed the applicable TCO tariff,
. a1l local gas purchase contracts, and the Green Springs contracet,
as well az the transportation cohtracts signed by Columbia, DHz§
. noted that Columbia has entered intoc 75 gas purchase agreements
for Ohioc production in the past two years. The company had
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executed 24 contracts in 1984 at the time of the audit, and was
negotiating 10 additional contyacts. Currently, Columbia has
projected that Ohio purchases will increazse annoally from 5,361/MMcf
in 1984, to 12,429/MMcf in 1988 (Comm. Crd. Ex. 1, at 32-33), Local
Ohio production accounted for approximately two percent of Columbia's
total purchases for 1984.

The auditor reported that various physical ard/or operational
factors affect Columbia's ability to acguire and/or transport gas
to its customers, Some of these constraints include market reguire-—
ments, location of the source of gas, pressure, prior commitments
to market, and gas guality f(Comm. Ord, Ex. 1, at 37).

DHsS explored Columbia's efforts concerning lead contrel and
supplv management, which includes the company's involvement in
conservation measures. The audit report states that "we remain
convinced that COE is supporting conservaticn for its customers
in spite of COH's disagreement on the peed for special programs
introduced into previous procaedings" {Comm. Ord. Ex. 1, at 38).
The auditor reported that during recent vears, Cclumbia has been
devising conservation programs that will benefit ite residential,
commercial and industrial customers (Comm. Ord. Ex. 1, at 38).

DH&S investigated Columbia's reporting and control of gas
receipts and deliveries and found the procedures to bhe adequate.
The auvditor made no recommendations concerning this area.

Finally, DH&S summarized Columbia's activities with respect
to improving the company's future procurement strategy. The
audit report noted that the summary gctually represents a compila-
tion of the many activities discussed in the managerment audit
report and the discussion of the twenty-six peints contained in
Columbia's revised implementation plan. Columbia's activities
for future procurement strateqy as set forth by DH&S include:

Pursuit of »n integrated strategic business
plan being developed by Booz-Allen that, more
than likely, will include strategic issues
beyond gas procuremernt,

Commitment to improve forecasting accuracy by

retaining Jenser & Asscclates to develep an -

aconometric model.

Recogniticn by management to strerngthen
specialized or technical training.

Commitment to wvertically iIntegrating its
operation which will lessen dependence upon
TCC az a sole source supplier.

Commiiment to exploring gas procurement
optione which will lead, very likely, to a
diversified supply strategy,

Commitment to implementing the Revised "Flan”
in response to Touche-Ross Andit Report.

(Comm. Ord. Ex. 1, at 43).

In spite of the DH&S findings, OCC asserts that Columbia's
purchasing practices and policies during the audit period under
review were unreascnable and imprudent., Specifically, CCC argues
that Columbia excessively relied cn the Columbia Gas System
(CGS), specifically Ceolumbia Gas Transmission Company {(TCO), for
its gas supply requirements rather than diligently pursuing
alternative ways to obtain lower-cost gas supplies from non-
affiliated sources. OCC contends that as a result of these
deficient practices andéd policies, Columbia's customers have
incurred additienal, unnecessary costs during the audit period of
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Sune 1, 1981 through May 11, 1982, GCC witnesz Donkin testified
that Columbia should have been secking to ircrease itg access to
larger ¢mantities cf lower-cost supplies from other sources, in
addition e making efforks te access limited onantirics of Chio
produced gas., Mr. Donkin stated:

With regard to the ges <osts actually ine
curred by COH in the GOP pericd, thev were
unreasonably high, COH sheuld have and could
have purchesed lowe:-cost supplies from othoyw
sources to displace higher-coszt supplies
actually purchased fvom TG, 7 demonsirate
that minimum rreasonable aestimates of the
amounts by whick COH's gas ¢osts ecould have
been reduced range betweer £11.5% million and
$13.4 miliion, and I recommend shat the
company’'s reccverable gas costgs for the GCR
pariod be reduced by amounts within that
range.

(000 Ex. 1, at 6-~7).

In Mr. Donkin's cpinion, "Columbia's actual ges costs durin
the GCE period wers unreascnably high beczuse Columbia purchased
too much gas from TCO and not snouch lower-cost gas from other
suppliers when such gas waz generall: available te independent
and prudent large retail gas distributors in the U.S.7T [OCC Ex,
1, at 73}. Mr. Deonkin's testimony indicates that Columbia
actuzlly purchased 24€.6 millicn MMBra of gas from TCQ during the
audit peried, at a commodity cost ¢of 31,011.6 millien, or about
$4.16 per MMBtr. Given that figure for gas costs incurred from
purchases from TCC, Mr. bonkin procgeseds to estimate the gas rTost
savinegs that Columbla could have achieved had Columbiz purchased
less gas from TCC and instead purchased some of the gas from
other, lower-gost souvrces. Mr, Donkin prepared two alternative
estimates of the potential savings e set forth below,

The first estimate iz based upon the 1983 performance of the
Washirgten Gas Light Company (WGLY. The estimate iz bassd upon
data contained Iin ¥Washington Cas Lighit's 1983 Annusl Report,
wharein it was reported that in 1982 Wil savad £13.4 millior by
purchasing 25.7 million MMBtu, er I percens of its reguivements,
fream nontraditicnal sources, Mr. Donkin states that if Columbia
nad replaced ZI percert of its 700 purchases {(S4.7 MMBLa) for the
audit period with gas from orher sourres, Columbia couid alsc
have besn able to save £13.4 millicon by wmaking the purchases From
other spurces at £3.846 per MMBtu. Cr, if Cciumbia had purchased
23,7 million MMEtu (the same —wolumes WSEL puvchased from alterna-
tive sources), Columbia could still realize a2 savings of $13.4
million by making the purchases a 0 psr MMBty., Essentially,
what Mr. Denkin has dene is <o i

i z 513.4 nillieon savings
and juggled the prien and ‘guresg to arrive at the Same
enrd savings figqure.

Fl

Mr. Donkin states that +this $13.4 millicn zavings 1s reascon~-
able because "it is peasorable to azsume that €08 could purchase
the same guantity of nontraditicnal szugsplies as WGI, 1.e. 25.7
milllon MMBru ici 22 percent}l and that those purchages would alge
genaerate annual savings of 13.4 milliop.” {(0GCC BEx. 2, at 7%).
The average gas €0s5tx, as calcoulataed by Mr, Dorkin, to result in
the 513,4 millicon savings would range hetween 33.80 and $3.86 per
MeDta, Fr. Donkin alsc states thet " unlontraditionsl gaz supplies
were ganervally available to gas purrhasers in the U.8. at prices
4t or below these levels, including transportation costs, during
the GCR period (OCC Ex. !, at 72~7¢}. C(Copnseguently, on the basis
of WGL'g example, ¥r. Donkin recommends that the Commilssiun order
a reconcilioation adiustment of $13.4 million to reduce Columbia's
gas cosgts during the audlit period.

Mr. Dorkin's second estimate of the savings Columbia could
have achieved during the audit period invelves three compcnents,
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totalliing $11.5 million. The first component involves 25,782,879
Dth of synthetic natural gas (SHG] that Columbia contracted to
purchase from Columbia ILNG and which was transported by TCO. iIn
its post-hearing brief, OCC asserts that Columbla participated in
the formulation of a discriminatory, anti-competitive transperta-
ticen policy which resulted in giving undue preference to the
trangportation of the SHG. In Columbia's case, the trangporta~-
tien of SNG by TCO displaced up to seven percent of TCO's sales,
OCC argues that rather than participating in the discriminatory
transportation of 5NG, Columbia should have purchased like
velumes from alternative sources and arranged to have thege
alternative wvolumes transported by TCO. OCC witness Donkin
caleulated a total savings of $9.0 million for the audit period
from these alternative purchases. This figure was arrived at by
multiplying Columbia’'s annual allotment of SNG gasz wvolumes
(25,782,679 Dth} by an estimated unit cost savings of 35%¢ per
MMBtu (OCC Ex. 1, at 76-77)., The 35¢ per MMBtu differential is
Mr, Denkin's estimate of a reasonable delivered cost of natural
gas into Columbia's system from Ohic sources (Tz. IX at 50-51).
Mr. Dorkin's testimony indicates that he made no specific calou-
lation to arrive at this figure and there were no work papers to
gupport the number {Tr. I¥X 32, 50~-51}.

For the second segment, OUC contends that Columbia could
have redeoced its actual gas costs in the audit period by approxi-
mately $2.1 millieon if the company had made full use of the
capacity available at the Parma and Lime City exchange stations,
OCL submits that an additiocnal §,078.8 MMcf of gas was available
for additional aystem supply purchases, but for Coluwsbia's
preferential treatment of some customers. Epecifically, o€
argues that Columbia gave preferential treatment to interruptible
best efforts self-help customers by accepting supplies for these
customers rather than for Columbiz's own system supply. It is
CCC's contention that the preference occurred in two areas: 1}
Columbia's fallure to attempt to use the £full best efforts
capability ©f the Lime City and Parma exchange gates and 2} the
preference given to best efforts deliveries directly into Columbia
markets. Thus, OCC asserts that if this preferential treatment
were eliminated and Columbia transported more volumes at a
reduced price for its system supply customers, 4 savings would
result., OCC has calculated the estimated savings at $2.1 million
by multiplyving the estimated additional volumes avallable {6078.6
MMcf} by an assumed unit cost savings of 35¢ per MMBtu (KU Ex.
1: at 77‘78)‘

The £inal segment o©f 0CC's second alternative proposed
recongiliation adjustment iz based upon the additional capacity
of 1,106.3 ¥MMcf now being made available at two ¥National Gas &
01l exchange stations., OCC assumes that these additicnal volumes
of gas could and should have been available during the GCR
pericd, OCC again assumes, for the purposes of calculating an
estimated savings, that Columbia cculd have purchased thesge
volumes at an estimated savings of 35¢ per MMBtu., The estimate
of savings for this segment is $0.4 wmillien (0CC Bx., 1, at
78-~79}.

SCC's second estimate of the gas costs gavings that Columbia
could have achieved in the GCUR pericd thus amounts to a total of
the three segments, or $11.5% million., A summary of the second
procedure for estimating the potential gas costs savings is get
forth below.

Annual Estimated Savings in
Degcription MMc £ Savings $ Million

Non=-58NG Supplies
transported hy TCO 25,792.7 1%¢ per MMBtu § 9.0

Other Supplies
received via:
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4. Fast Qhio Ex-

change Stations 6,078.8 15¢ per MMBea $ 2.1

b, National 011 1,186,323 35¢ per MMBtu 3§ 0.4

E Gas I

TOTAL 32,567,4 g 11.5%

0CC witness Donkin testified that these estimates of the gas
costs that Columbia could have saved for the GCR period are
reasonable. He believes the figures under either of the two
scenarics represent sound estimates of the volumes that Columbia
actually could have purchased and reasonably approximate the unit
cost savings assoclated with these replacement supplies., Conse-
guently, 0CC wiiness Donkin recommends that Columbia's recoverable
gas costs for the GCR period be reduced by an amount ranging
between §511.5 million, the amount calculated under the second
scenario, and $13.4 million, the amount calculated under the
first scenarioc (OCC Ex. 1, at 80).

In addition to the cost-savings suggestions offered by OCC
witness Donkin in direct testimony, OCC, in ity brief, details
cther alternatives by which Columbia could potentially have
raduced ite gas costs for the GUR period. OCC contends that
prudent management would have begun by at least 1981 or 1%82 to
procure alternate supplies. Conseqguently, all of OCC's propesals
for alternative supplies assume that the necessary connecticons
ware actually in place during the audit period to enable Columbia

to make the suggested purchases zlthough LU recognizes that such
was not the case,

QCL first suggests that Ceolumbia could hawve substantially
reduced its gas costs by investing in the "Fairwood Connection.”
The Fairwood Station, the somthern border station for the Columbus
market area, is approximately 15 miles from a Consoclidated Gas
Company %transmission line {Tr. V, 92). OCC contends that if
Columbia connected its facilities at the Pairwood Station with
the Consclidated Pipeline, Columbia could have saved §3 milliom
to $3.5 million during the auwvdit period due to the lower gas
coste of Censolidated. These estimated savings do not reflect
the cost of constructing the necessary line; however, it 1s OCC's
belief that Columbia's savings in gas costs from outside the
audit pericd could recoup the costs of construction. This
rationale is based on OCC's assumption that Columbia's cost to
build a 19 mile interconnect line would be half of the company's
estimate of May 1984 costs to cemstruct a 35 mile Eastern Supply
line. fThus OCC's total estimated cost for the Fairwoced Connection
would be 52,059,000 (OCC Brief at 77). As ancther alternative
OCC contends that if Columbia secured merely transportation of
gas through the Consolidated pipeline instead of purchasing gas
from Consolidated, the savings in gas costs for the GCR period
could have amounted to 32,1%0,000 to $3,677,375.

Next, OCC estimates potential gas costs savings for Columbia
through earlier construction and completion of the Maumee Exchange
Gate with The East Chio Gas Company. Ceolumbia began construction
of that exchange station in response to recommendation number 16
in the Touche~Ross Audit. The Maumee Exchange Gate was eventually
completed for Columbia'’s use in March, 1985, The exchange station
proceading was originally & part of this proceeding as Case YHo.
84-1129-GA-UNC., However, a stipulation was filed by all parties
concerning the priocrity and use of the exchange station. The
Commission issued an opinion and order on March 12, 18585 adopting
the parties® stipulation and resolving all future use issgues.

It is OCC's contention in this GCR proceeding that Columbia
should have had the gate in existence prior to the commencament
of this GCR period (i.e. June 1, 1983}, &CC believes that there
is no reason why such a gate could not have been constructed
prior to the audit period {OCC Brief at 84-81)., OCC then calcu-
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lates an estimated cost zavings based on the assumption that the
Maumee gate could have transpeorted 11,250,000 Mcf annually of gas
at & lesser price for the audit peried. o€C caleulates the lost
opportunity costs of gas purchased through the Maumee gate for
the audit period at between $2,081,250 and $4,027,500 {OCC Brief
at 82t.

oCe Purther asserts that Columbia should also have had an
additional exchange gate with East Chio to provide alternative,
iess expensive gas supplies to the Lorain~Elyria market for use
during the audit peried. OCC picked a point between Elyria and
Lorain which is less than 13 miles from a major East Chic Gas
transmission line and contends that Columbia has never analyzed
the prospect for an exchange gate at that location to serve both
markets instead of just Elyria,

Assuming that Columbia displaced BG% of its TCO deliveries
into these markets with other interstsate gas priced at S$3.60 per
Mcf, OCC contends that Columbia could have reduced its GCR period
gas costs by $7,733,317. If Ohio gas had been purchased at a
3se/Mcf or 185¢/Mcf unit cost savings, the savings wnuld fotal
56,766,653 or $3,576,659, respectively {OCC Brief at g4}, These
figures do not include any of the cost of constructing such a
gate. However, OCC suggests subtracting 52,059,800 as an esti~
mated cost of constructicon. This figure is again calculated by
taking half of the May 1984 estimated costs of constructing the
35 wile Eastern Supply Line as shown on QCC Bx. 12.

OCC alsc believes that the smaller Columbia market areas of
Portsmouth, ¥New Boston, Bast Liverpocl and Coshoecton could have
been served by purchasing gas from non~TCO suppliers during the
GCR period., OCC recognizes that these areas were not {and are
not) connected to alternative suppliers, but OCC believes each
market 1s c¢lose encugh to ancther interstate or intrastate
transmission line to have made connection feasible {OCC Brief, at
84-85). OCC estimates the cost savings from these potential
purchases at between 5534,918 and $1,283,804 based on pricesg of
$3.86 per Mcf to $4.00 per Mcf {OCC Brief at 85).

Finally, OCC contends that Columbia failed to significantly
increase its purchases of Chia Gas for direct delivery into
Columbia‘*s market areas duvring the audit period. OCC notes that
the Commission has emphasized its concern in previous orders
about the minimal amount of Ohic gas purchased by Columbia. In
Columbia's last GCR proceeding, the Commissicn also indicated its
belief that implementation of the Touche~Ross management audit
recommendations would result in increased purchases of Ohic gas
by Columbia {(Opinion and Order, May 18, 1983, at 5}, ‘"hus, in
addition to the examples already discussed, 0CC contends Columbia
previcusly had opportunities to procure other Chic produced gas
for delivery directly into nearby markets and failed to capitalize
on the opportunities, In support of its position, OCC argues
that the company's actual ability to ohtain Chic gas in just such
a manney subseguent to the audit pericd is evidence that some gasn
could and showld have been available to Columbia for use during
the audit period. oo lists Ashland, Athens, and Medina as
axamples of market areas where Columbia has been able to serve at
least part of the market's requirements by utilizing Ohio preduc-
tion. Using Columbia'sz audit pericd average Chio gas purchuase
price of $3.60 per Mcf, OCC estimates that Columbla could have
gaved $1,612,52% to $2,064,176 if it had displaced TCO gas with
ohio production in these three markets during the andit period
(OCC Brief at 98~395),

Columbria oppoBes OCC's proposed reconciliation adijustment on
a variety of grounds. CGenerally, Columbia urges the Commission
to consider the withess's gualifications and perscnal knowledga
of the subject matter ag well as his demeanor and, credibility.

. More specifically, Columbis directs the Commission's sttention to
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the assumptions made hv OCC witness Donkin and asserts that the
assumptions must be factually supported by the evidence in the
record in order to be valid and/or provide a reasonable basis for
the recommendations, It is Columbia's contention that Mr.
Donkin's assumptions are not supported by empirical studies; nor
do his experience and background lend credibility to his assump-
tions or conclusions. The company's primary argument is that:

Mr. Donkin has not provided any studies which
demonstrate what supplies are available, or
what cests would be incurred bv Columbia in
obtaining those gas supplies. Absent such
studies, it is impessible to reach a valid
cenclusion that those supplies could be
delivered to Columbia's markets at a lower
cost than TCO's commodity rate.

{Columbiz Brief, at 18). Columbia alsc asserts that its manage-
ment decisicns are to be presumed reasonable unless the evidence
convincingly demonstrates otherwise. West Ohic Gas Company Vv,
Pub, Util. Comm., 294 U.5. 63 at 72 (1935},

Columbia asserts that OCC's proposed reconciliation adjust-
ments to estimate the potential gas costs savings that Ceolumbia
could have realized during the audit pericd by purchasing from
other gas suppliers rather than TCQ are not bacsed on sound data
or sound rationale. Ceclumbia contends that CCC's first calcula-
tion, based on the example ¢of Washington Gas Light and the
savings that WGL realized by diverting some of its purchases from
TCO {its primary supplier) to an alternate supply source, must be
rejected for several reascns. The first is a legal reason; the
underlying data for the calculation is not part cof the evidentiary
record in the proceeding. Thus, Columbia belisves no weight
should be accorded this portion of the testimony since it is
based on hearsay information which was not subject to cross-
examination. It should be roted that the hearing examiner denied
the company's motion to strike the testimony which contained a
recitation of the information contained in Washington Gas Lights'
Annual Repert to shareholders. However, the erxaminer did limit
the purpose of admission by stating that "... it will be left in
for the limited purpose of establishing that was 1983's annual
report to stockholders and ncot for the facts heing true within
that report® (Tr. VII, at 115}. Thus, Columbia asserts that
since the underlving data for Mr. Donkin's c¢alculation of an
estimated saving for Columbia are not part cof the evidentiary
record, the proposed adjustment is not based on evidence of
record and is inherently unreasonable.

The second objection Columbia has to the WGL calculation is
factual. Columbhia states that the WGL evample i1z only valid if
the situation of the two utilities (WGI & Columbia)l is comparable.
Columbia asserts that the record establishes that the two com~
panies are nct comparsble: thus, a calculation of actual savings
experienced hy one company {(WGL) may heve little or no relevance
for the other company (COH). Columbia also zsserts that witness
Donkin coffered no evidentiary support for the source of the
alternate supplies at the assvmed prices of $3,86 or £3,60 per
MMBtu, nor did the witness explair how the wvolumes would be
transported to Columbia's markets.

As to OCC's second proposed reconciliatior adjustment of
511,5 million encompassing the three gegments, Columbia ohjects
on similar factual grounds. The company contends that all three
segments assume that certain conditions exist, assume certain
volumes being transported, and further assume a unit cost savings
of 35¢ per MMBtu., Obviously, to be valid, each assumption must
be reasonably supported by the evidence and have some basis in
reality. The calculations may ke accurate but to reach a reason-
able result the data being used in the calculations must represent
something approximating reality or the exercise is worthless,
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OnOD and OMA both join with Columbia to criticize OCC's
calculation regarding the volumes and pricing of gas moving
through the Columbia/Fast (hio exchange station which 0CC alleges
conld have saved $2.1 million during the audit pericd. ODOD, Oma
and Columbia all assert that the capacity assumed by OCC witneas
bonkin is not 2 realistic volume because of operating constraints,
Furthermere, the parties contend that if the exchange gate were
cperated in the manner suggestgd by Mr. Donkin, the self-help
program would have suffered, thereby harming Chic industries and
ultimately the Chio economy.

opoD, omAa and Columbia are also extremely critical of the
estimated 35¢ per MMBtu savings used in OCC*'s calculation. A
gquote from page 7 of OMA's brief sets forth Mr, Donkin's errcrs
most clearly.

Perhaps the weakest link in Mr. Donkin's
calculation came in his pricing of these volumes.
Not only did he compare an average embedded Chic
gas cost with an incremental COH principal sapplierx
gas cost {Tr. IX 50-51}, but also he developed his
Ohio gas cost not on reality but on his opinion
based upon average nationwide figures (Tr. IX %3).
While trying to defend this "vard stick measure,”
he conceded that of course there wias ne place
where COH could buy the gas at this price {Tr. IX.
compare 53 with 54). Mr. Donkin's price calcula-
tion assumed that COH could buy these variable
supplies of Ohio gas for $3.4363 per Mcf in East
Chic Gas' gathering territory, where East chio is
offering $3.60 per Mcf {Tr. IX, compare 52 with
48}, Mr. Donkin gspoke to no producers or East
Ohio employees on this issue {Tr. VIII 155, IX
34~35). He had no work papers to support his
calculations {Tr. I% 32, 50-5%1, 53).

QCC's proposed reconciliation adjustments are obvicusly
based on the premise that if Columbia were interconnected to
several interstate pipelines the company, through flexibility of
access to additional gas supplies, could have reduced its gas
costs for the GCR period under review. This Commission finds no
fault with that basic notion. However, after carefully reviewing
the two major reconciliation adjustments propossd by oCC, and the
numercug other examples offered in support thereof, it is ocur
conclusion that the evidence coffered in support of the specific
proposals simply does not warrant a finding that Ceolumbia could
actually have reduced its gas costs by the suggested amounts,
Consequently, the reconciliation adjustments proposed by OCC must
be reiected in their entirety.

However, we do conclude, after a review of all of the
testimony presented on the issue of Columbia's purchasing policies
during the aundit period, that Columbia was not at that time
aggressively pursuing all available supply options. We recognize,
as pointed out in the DHaS audit report, that there were con-
straints which made certain alternatives difficult. But many of
those congtraints were of Columbia's own making, and we believe
that had Columbia not taken the comfortable route of relying %o
the degree it did on its affiliate companies, it would have been
in a position, during the audit period, to avail itself of
alternate less expensive supplies.

We have be=en concerned for some time about Columbia's
affiliation with its major supplier, and whether that affiliation
has dampened the companv's efforts to obtain alternative supplies
of gas. Mr. Donkin has pointed out that Columbia's behavicr
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during the audit period was different from that of non-affiliated
companies, and, although we do not know if the savings were
available to Columbia to the same degree, we Go believe ¥r,
Donkin is correct in inferring that Columbia was not aggresgsively
pursuing less expensive sources of supply. Although Columbia's
purchases of Chio produced gas have been increasing, they were
during the audit period, and still are in fact, minimal.

Columbia's lovalty should be not te itg affiliates, but to
its Chio ratepayers. It appears to this Commission that Columbia's
management is overly influenced by its parent and/or sister com-
panies, and that some action is necsessary to ensure the independence
of Columbia‘s decision making. An independent board of diresctors

~ for Columbia Gas of Chio, Inc, should be established; a majority
‘ of those directors should live or work in the company's service
territory, and should not be employees of the company or associ-
ated with the Columbia Gas System. It is good, sound management
practice to have an independent majority of outside directors.
We will require Columbia to develop a plan for so reorganizing
its board of directors within a reasonable time.

Although the reccord is sufficient to show that Columbia was
imprudent in its purchasing practices during the audit period, it
does not provide a firm basis for determining the cost to Columbia’s
ratepayers of that imprudence., The fact is, the company did not
take action$ necessary to provide options, including physical
links, for obtaining gas supplies at the most competitive prices
for either the short-term or the long-term. WwWith regard te a
remedy for this imprudence, OCC provided several suggested
reconciliation adjustments, but has failed to provide a strong
enough basis for those recommendations. The Commission casnot
order a reconciliation adjustment of the magnitude recommended on
such & scant basis.

OCC's first recommendation that Columbia's gas costs were
excessive by §13 million is based on the example of Washington
Gas Light Company. However, Mr. Deonkin did not show that it is
reasonakle to assume that the savings realized by Washington Gas
Light were realizable to the same degree by Columbia. Addition-
ally, the Commission finds that the underlying data in support of
the calculation is not evidence in this record, as the examiner
propexrly limited the purpcse for which the exhibit was admitted,

Eimilaxly, QCC's second proposal containsg fatal evidentiary
flaws. All three segments ¢ontain calculations which assume that
Columbia could make alternative gas purchases for 15¢ per MMBtu
less than the company would otherwise have paid to TCO. Yet Mr.
Donkin pever adeguately explained how that figqure was derived.

The second seagment of Mr. Dorkin's recommendation also
contains some faulty assumptions and indicates a lack of operating
experience with exchange stations. The witness also demonstrated
a lack of knowledge concerning the manner in which local volumes
are prodaced and transporied gpstream of these exchange stations.
oDpOD, OMA, and Columbia are all in agreement that the exchange
station can not be physically operated in the manner suggested by
OCC. fThe Commission must agree that the record in this proceeding
establishes that the exchange gates cannot be utilized to 100% of
capacity. It is alsoc apparent from the record in this procseding
that in caleculating an available volume figure from one of the
exhihits, Mr. Donkin mistakenly construed capahility to mean
capacity {Tr. XIII¥ at §$7-98)., Mr. Donkin gsimply chose to ignore
many of the constraints upon the gate's capacity. OCC's calcula-
tions of potential savings also fail te take into account the
revenue that would be last te Columbia from nt transporting the
self~help volumes.

In zupport of its argument that Columbia extended a prefer-
ence to best efforts self-help customers, OCC points t¢ a company
memo dated Mayv 4, 14984, which recommends that certain actions be
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taken by the company in the futamre. Since the audit peried for
this proceeding ended on May 31, 1984, the memo is basically

irrelevant to this proceeding and cannot be used to establish

what Columbia's policy was for the preceding vear,

Finally, as Jjust one example of the problems contained in
CCts recommendations set forth in brief but which were not
contained in the Mr. Donkin's direct testimony, we note that the
figures to support the savings from the Fairwood Connection are
not part of the record in this case. Conseguently, there is no
way we could use these numbers,

Moreover, the management auditor appointed by the Commission,
DHES, while doubtlessly correct in the assessments which it made,
in our judgment toock a much too narrow view of both its assignment
and Columbia's purchasing cbligations. The auditor, like Columbia,
should look beyond the existing constraints, hoth physical and
economic, and make judgments based on a policy aimed at maximizing
options and flexibility,

In sum, although we have determined that Cclumbia's purxchas-
ing practices were imprudent doring the audit period, we have no
basis on which to calculate the cost of that imprudence to Chio's
ratepavers., However, the more important concern of this Commission
is that the matter of Columbia's purchasing practices is an ongoing
problem, which continues to affect Chic ratepayers, as evidenced by
the time spent in the hearings held in these consolidated cases
arguing over Touche~Ross recommendation number 3, relating to the
improvement of Columbia‘s acvess to alternate supply sources, We
believe that it is crucial that we find a sclution to this
problem, which will not result in further expense to the
ratepayers.

The debate during the hearing centered on the prioritization
<f the T/R recommendations. OCC argues that Columbia has failed
to study the feasibility of purchases from or through interstate
pipelines other than Columbia Gas Transmission Corporation,
thereby failing to comply with the T/R recommendation or even its
own revised implementaticon plan regarding that recommendation.
Columbia points out that its initial emphasis was on T/R recaom-
mendations 16, 17 and 20, dealing with increased purchases of
Ohic produced gas.

We recognize that some improvement occcurred with respect to
Columbia’s use of Ohio produced gas. There has been no showing,
however, that Columbia has taken any action to analyze the costs
and benefits of obtaining gas from interstate suppliers other
than TCC. This inaction on Columbia's part, regardless of how it
pricritized the T/R recommendations, ig evidence of Columbia's
rontinuing imprudence.

Touche-foss recommendation number 3, and Columbia's imple-
mentation thereof, created much controversy in this proceeding.
The dispute was between OCC and Columbia, and arose because of
OCC's contention that Columbia has failed to implement reascnable
management practices to obtain access to alternate sources of
supply. Associated with this contenticon is OCC's assertion that
Columbia has failed to study the feasibility of purchases from or
through interstate pipelines cother than Columbia Gas Transmiassion
Corporation, Further, OCC asserts that Columbia's revised
implementation plan commits the company to study the feasibility
of securing access to gas through interstate pipelines other than
TCO. It is OCC's belief that Columbia has failed to demonstrate
that the company has actively pursued accesas to other interstate
pipelines or that Columbia has complied with the T/R recommenda-
tion in this respect. Consequently, OCC argues that the company
has not met the requirements or objectives of its own revised
implementation plan concerning recommendation number 3.

Columbia submits that it has a difference of opinlon with OCC
as to the priority to be assigned to alternate supplies referred -
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With regard to the timetables, Event No. 2,
set for July 1, 1984 is behind schedule due
to vacations. COH expects to be back on

track within 30-45.days and anticipate no
impact on remaining dates.

The efforts being made demonstrate the
cormitment of the Company to implementing
this Recommendation.

{Comm. Ord. Ex. 1, at 48).

It is OCC's conclusion that T/R recommendation number 3 is
the single most important recommendation in the T/R report (OCC
Brief, at 3). O0CC's emphasis on this recommendaticn centers on
the securing of access to other interstate pipelines as opposed
to improving access to alternate sources of supply in general. ¢

Columbia's implementation of this specific portion of the
recommendation was to be started by an evaluation by July 1,
1984, of the prospect of being successful at the FERC regarding
the feasibility of purchases from other interstate pipelines.
The next steps, if there was an affirmative result at FERC, would
be to determine wvolumes, costs, transportation and the benefits
of such purchases (Columbia Ex. 4, at 10).

OCC notes that Columbia did notr complete its evaluation of
the prospect of being successful at the FERC by July 1, 1984, the
original target date., The DH&S audit report stated that the
company's evaluation was behind schedule due to vacations, and
. reported that Columbia had set a revised target date of August
31, 1984 (Tr. II, 171-172).

‘ OCC argues that Columbia has been inactive in pursuing the .
~ key portions of T/R recommendation number 3. In support of this
* argument, OCC notes that Columbia did not complete its evaluation
- of being successful at the FERC by the revised Auqust 31, 1984
deadline, or even by September 27, 1984, at the time of Mr. Lee's
_ deposition (Tr. VI, 10), nor was a written evaluation completed
" in mid October 1984 at the time Columbia respopded to OCC's
discovery requeste {Tr. VI, 63-64; OCC Ex. 50). OCC witness
Donkin testified that "Columbia has prepared no studies
- evaluating the prospects of being successful at the FERC
regarding the feasibility of purchases from or through other
interstate pipelines.® (OCC Ex. 1 at 25), OCC further contends
that Columbia has failed to complete any cost-benefit or econemic
studies regarding improving Columbia's access to interstate
pipelines, and that Columbia has not proceeded to the follow-up
steps in its revised jmplementation plan (Tr. VI, 60-61; OCC Ex.
47, 48; Tr. XII, 134-135).

Additionally, OCC believes that Columbia has judged the
outcome of any studies regarding obtaining access to other
interstate pipelines prier to their completion (Tr. VI 60-~61; Tr.
XIT, 134-135; OCC Ex. 47 and 48). Thus, OCC asserts that
i Columbia has already apparently concluded that obtaining access
i to interstate pipelines other than TCO would be "ill-advised"-
+ "cost inefficient" *not-economiczl™ and “a waste of its and its .

-ratepayers money" (Columbia Ex. 17, at 5, Ex. 18, at 2 and 1I}.
OCC believes that these Columbia conclusions are not only
unfounded, but reflect the company's prejudgment that Columbia
has no intentlon of pursuing large quantities of gas through
alternate interstate pipelines.

... _occ. witness Donkin testified that he believes Columbi
given.its almost total dependency on TCO as a supplier, ‘shouli
seeking ways to displace significant guantities of TCO gas
supplies fram other pipelxnes. Mr, Donkin stnted thata
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sold or delivered by other pipelines {0CC Ex. 1, at 35-37),

* Thus, 0CC recommends that the Commission find that Columbia has
. not adequately carried out its revised implementation plan with
* respect to Touche-Ross recommendation number 3. If the Commis-

sion so Finds, OCC further recommends that the Commission select

i and retain, at shareholder expense, an independent natural gas

expert to conduct the studies which OCC asserts should have been

: completed by the company. At pages 22-23 of its brief, OCC sets

forth specific items that the expert should be dlrected to

investigate. Pinally, in conjunction with OCC's emphasis on
connections to other interstate pipelines, 0OCC recommends that
the Commission direct Columbia to set a projected target for

1 obtaining large quantities of interstate gas supplies within a

reasconable period of time (OCC Brief, at 23-32).

The staff, like OCC, finds that there is an absence of
documentation and analysis of the costs and benefits of building
a connecting line between a major Columbia market area (such as
Columbus) and an alternative interstate pipeline (such as Consol-
idated Gas Transmission Corporation). This particular study, The
Fairwood Connection, is to be provided by Columbia as a result of
the stipulation in Case No. 84-1129-GA-UNC. The stipulation,
which was approved by the Commission on March 12, 1985, provides
in pertinent part:

As a vehicle to increase the diversity of its
gas purchases Columbia Gas of Chio agrees to
conduct analyses and studies regarding the
cost, benefit and feasibility of the Fairwcood
Connection and "Fastern Pipeline.” Columbia
agrees to provide the parties and file with
this Commission the Fairwood Staudy within &
months of the journalization of the order
accepting this stipulation.

{Staff Brief, at 9).

The Commission notes that as of September 27, 1985, the
Fairwood Study had not been filed by Columbia. That study should
have been filed on September 12, 1985 and is, thus, overdue. ¥We
also observe that Columbia has missed other deadlines set forth
under recommendation number 3, We conclude that Columbia has
clearly failed to demonstrate its sincere commitment to improving
its access to alternate sources of supply. We believe that
prudent, independent gas management would have aggressively
pursued this Touche-Ross awdit recommendation, thereby improving
the company's access to significant quantities of gas from other
interstate suppliers, The record adequately demonstrates that
Columbia has stalled and delayed on the implementation of this
recommendation. We believe the company's actions in this respect
are imprudent and we will not allow the excuses to continue.

Consequently, this Commission £finds it appropriate to
specifically direct that corrective action bhe taken., To such
extent as is determined by the Commission to be reasonable, the
expenditures for such corrective action will be deemed to be
contributions to capital, and will not become part of Columbia's
rate base. On or before Ncovemher 8, 1985, Columbia shall submit
a plan for improving Columbia's access to other pipelines. The
report should provide studies of several possible connections and
include detailed cost-benefit analyses. Projected costs and
volumes and estimated time periods for completion should also bhe
included. Other interested parties may also submit proposals, or
the parties may chcose to coordinate their efforts with Columbia
to reach some agreed-upon proposals. The plan(s} should be .
gsubmitted under Case No., B§4-6-GA~-GUR, and we will leave that
docket open while we monitor the actions to be taken to correct
for Columbia's past 1mprudence.
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v. INVESTIGATION INTO THE GAS PURCHASING PRACTICES AND
POLICIES OF CCLUMBIA

Ag noted earlier in this Opinion and Order, Touche Ross &
Co. submitted its report on the investigation of Columbia's gas
purchasing practices and policies on November 14, 1983. The FUCO
initiated this management audit of Columbia to assist the Commis-
gion in determining the extent to which Columbia's procurement
policies and practices enable the company to provide gas service
to its customers efficiently, safely and at the lowest possible
¢ost. Touche Ross & Co, endeavored to identify specific oppor-
tunities for Columbia's improvement and to develop recommenda-
tions for Columbia's implementation. The audit was limited to
activities and operating functions which impact Columbia's gas
procurement decisions and the management of its gas supply.

To enhance the audit process and provide meaningful public
participation, the PUCO established a ten-member public advisory
committee (PAC). The PAC met eight times during the audit period
and alsc met with the management of Columbia and TCO. The PAC
also provided Touche-Ross with a list of approximately eighty
questions which the committee felt should be considered in the
audit process,

Touche-Ross noted that the audit findings deal only with
those areas directly related to Columbia's gas purchasing prac-
tices and the findings are directed at identifying opportunities
for improvement. Those areas which were not addressed specifi-
cally in the findings and recommendations were considered by
T?uche—Ross to be adeguate and efficient (Touche-Ross Report at
3).

Touche-Ross also specifically stated that "our findings and
recommendations are prospective in nature and should not bhe used
- to evaluate historical management performance. The natural gas
distribution industry is experiencing major changes and many of
. our findings and recommendations are directly related to this
" changing environment” (Touche-Ross Report at 3).

Before setting forth the twenty-six recommendations which
were contained in the management audit, Touche-Ross provided an
overview of the Columbia System which may be useful to reiterate.
. Touche-Ross stated its belief that, in the short-term, Columbia
has only very limited control over the procurement of its supplies
of gas for distribution to its customers. Touche-Ross noted that
Columbia has one primary supplier of natural gas -- that being
TCO, which is another affiliated company in the Columbia Gas
System. Columbia's distribution system is not interconnected by
Columbia pipelines; thus, Columbiz is dependent upon TCO to
transport its supplies between markets. Tcuche~-Ross noted that
although about 80% of the rates charged to customers is comprised
of the cost of gas, Columbia's gas procurement organization can
do little to impact the cost of gas. This is because Columbia
provides TCO with a forecast of its supply requirements and then
TCO is responsible for procurement and pricing of those supplies.
Touche-~Ross observed that the PUCO hag no direct requlatory
authority over TCO since TCQ is requlated by the Federal Energy
Regulatory Commission. Touche-Ross focused the majority of its
recommendations on long-range actions Columbia should pursue
because Touche-Ross determined that there were only a limited
number of options available to Columbia which would substantially
reduce the cost of gas within a short-time frame (Touche-Ross
Report at 4),

. The Touche-Ross audit report issued on November 14, 1983,
contained twenty-six specific recommendations. Columbia subse- :
quently filed comments to that audit report on November 21, 1983,
‘expressing ‘the company's view on the audit recommendations. ' The,
company's resporise indicated itg willingness to voluntarily -
‘implement twenty-four of the twenty-six recommendaticns. ' Althou
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Columbia disagreed with portions of the audit and some of the
recommendations contained therein, the company submitted an
implementation plan on April 2, 1984. This implementation plan
was designed to provide ccmpliance with twenty-four of the
recommendations and to establish goals and timetables for compli-

ance,

As noted earlier, a prehearing conference was held on 2April

16, 1984,

with the staff, the examiner, and all parties including

representatives of the public advisory committee. All parties
were given the opportunity to suggest revisions, modifications,
deletions, and any other changes to Columbia'’s implementaticn
plan that were believed necessary. As a result of that conference
Columbia filed on May 1, 1984 its "revised implementation plan"
incorporating all suggestlons which had been agreed upon at the
conference. Consegquently, via these actions of the parties, the
focus of the management audit has shifted from the original Touche-
Ross audit to Columbia's revised implementation plan, except for
a few limited recommendations on which the parties did not reach
agreement. In this proceeding, DH&S, the management/performance
anditor retained by the Commission to perform the GCR audit, was
" specifically directed to test the reasonableness of the company's

. revised implementation plan.

Due to the significance of the management audit process we
believe it is appropriate to list at this point, the twenty-six
audit recommendations as they will be implemented by Columbia
through its revised implementation plan. Thereafter we will

discuss,
analysis.

in more detail, several of those that need further

The audit recommendations as contained in the revised imple-
. mentation plan are as follows;

1)
2)
3
4)
5)
6}

7

8)
9)

10)
11

12)
13)
18y

- Improve Marnagement by Ohjectlves Program (As
“'to Gas’ Supply Planning)

 7i;§l" Invést1qate,Conaervat;on,Heqsu:es'

Pevelop a Strategic Business Plan

Develop Viable Gas Procurement Function
Improve Access to Alternate Supply Sources
Develop Status Reporting Procedure

Develop Management Environment

Evaluate Modifying Policy of Firm Supply For
all Customers Under Al]l Conditions

Document Procedure t¢ Determine Contract
Vaolumes

Improve Forecast Accuracy

Initiate Efforts to Replace Winter Service
Tariff

Make Winter Service Nomination Decision Based
on Lowest Present Value of Gas Cost

Develop Formalized Decision Making Process
{As to Gas Supply Planning)

Develop Process to Monitor TCO Activities

Develop Gas Supply Department Procedures
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186) Investigate Building Wew Exchange Stations

7 Increase Purchases {of Chio Produced Gas)
Within East Ohio Gas Territory

18} Diversify Source of Chio Purchases

19} Investigate Amending East Ohioc Gas Exchange
Station Contract

20) Investigate Increasing Existing Exchange
Btation Capacity

21) Utilize TCO Transportation Programs

22} Assess Impact of Proposed Contract Carriage
Legislation

23) Investigate TCO Firm Delivery

24) Evaluate Impact of Ohio's Petition For a
Declaratory Order at FERC

25) Investigate Displacement Arrangements With
Interstate Pipelines

26) Develop Proactive Approach (To Ohio Gas
Purchasing Policies)

DH&S then provided an assessment of the prograss that
Columbia has made with respect to the Revised Implementation

© Plan, dated May 1, 1984, As tc each of the twenty-six points of

the plan, DH&S reviewed: {1) the timetables and strategies

* developed for each work plan, (2) the company's understanding of

the intent of each recommendation and (3) the movement towards

achieving each objective (Comm. Ord. Ex. 1 at 44}. The auditor's
asseasment is set ocut ir detail on pages 44 to 73 of the audit

report and will not be discussed at great length in this order.

It is worth remembering that the DH&S audit report was filed on

August 1, 1984. Given the length of time covered by these

 proceedings and the fact that the record was not closed until
- reply briefs were filed on May 17, 1985, it is obvious that many

circumstances changed and needed to be updated during the course
of the proceedings, Consequently, many items which wers listed
in the audit report as being in the planning or implementation

stage are now accomplished and need no further mention. We will,
therefore, concentrate our attention on just a few of the imple-

- mentation items on which the parties have focused their atten-

tion.

However, before discussing those specific items, the Commis-
sion believes some general cohservations concerning the entire
management audit process are in order. First of all, we believe
the Commission's undertaking of this audit to review the purchasing
practices and policies of one of our state's primary gas suppliers
has proven to be a positive and worthwhile endeavor. Our overall
objective in this area is, of course, to assure that gas utility
customers within our jurisdiction are able to obtain adequate
supplies ¢f gas at minimum prices.

The following discussion highlights just a few of the notable

 ,accomp1ishments resulting from the management audit process. A

new Maumee Exchange Gate is constructed and in operation and is
expected to transport approximately 22,287 Mcf/day of additional

.’ gas, primarily chic produced, to Ohio customers. Capacity at the

Parma and Lima City exchange gates has been increased by approxi-

: mately 6,000 MMcf annually, and the National 0il & Gas exchande S

stations have alsc added approxlmately 1,100 MMcf of capacity
annually. Local Ohio produced gas is expecteﬂ to increase. frum

approximately- seven and a half percent by-1990. -
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| the Pooz-Allen report and was cross-examined by the parties.  Due
' to the'-date that the Booz-Allen report was completed, DH&S w
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Furthermore, as a result of the Commission-approved settle-
ment in Case No. 84-1128-GA-UNC, Columbia will be conducting
analyses and studles regarding the cost, benefit, and feasibility
of the Fairwood Connection and “Eastern Pipeline™, Columbia has
also agreed to provide the Fairwood Study to the parties in this
proceeding and to file the study with the Commission,

Columbia has retained a consultant to assist the company in
its efforts to improve forecast accuracy for all customer classes,
Sophisticated econometric models for all classes of customers
will be incorporated inte the company's planning process in the
very near future and a residential model has already heen devel-
cped for expected use in 1985,

) Columbia alsc retained a consultant {Booz-aAllen) to assist
in preparing an overall "Plan for Planning”. This plan will
provide a schedule and timetable for compliance with Touche-Ross
recommendation number 1 ~-- "Develop a Strategic Suapply Plan.
Columbia notes that in one way or anothey, most of the other
Touche~Ross reccmmendations flow out of the new strategic gas
gupply plan,

The Commission wishes to recognize the cooperation and-
extensive efforts of many of the parties to this proceeding,
including the members of the public advisory committee. The PAC
was a novel idea for Commission proceedings and the Commission
believes the committee served a very necessary and heneficial
function, oOur appreciation is extended to them individually and
as a group.

The prehearing settlement conference held on April i6, 1984,
brought many parties with diverse interests together to attempt
to reach a collective consensus on the difficult question of
*where do we go from here?" For the most part, after extensive
and difficult discussions, a consensus was reached, The direction
was towards a new, improved, and future-sriented Columbia which
is, obviously, a large step in the right direction. Consequently,
it is our firm belief that the benefits of the management audit
process can be directly seen and will be realized by Columbia's
customers in a very real economic sense via decreased gas costs,
now and in the future.

Touche~Ross Recommendation Number 1

Strategic Business Plan

The very first recommendation made by Touche-Ross was that
Columbia should develop a strategic business plan to enable the
company to address its operational independence and efficiency,
and the changing dynamics of the patural gas industry. This
recommendation is considered by Touche-Ross, the staff, DHgS and
Columbia to be the recommendation with the highest priority. The
implementation of most of the other T/R recommendations is
directly dependent on the implementation of this recommendation.

In part because of the importance of this recommendation,
Columbjia retained the services of Booz=-Allen, an independent
consultant, to assist Columbia in the development of a "Plan for ..
Planning® (Columbia Ex. 6). The Booz-Allen report was initially
expected in Aungust 1984 but was not completed until October 1984.
The Booz-Allen report found that Columbia had in place "virtually
all of the components of what we would view as an effective gas
supply planning process" (Columbia Ex. 6, at 1-4). The report
did make several reccmmendations aimed at strengthening the
existing planning process {Tr. III, 32). Mr, Schlesinger, a
representative from Booz-Allen, appeared and testified regarding

not -able . to evaluate the results of the

“plan for Plann
{Comm,. Ord. Ex. 1, at 43). . |
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4 of the whole (Coluwmbia Reply Brief, at 2).
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Company witness Lee testified that development of the
strategic business plan is Columbia's number one pricrity fox
1985 (Tr, VI, 118), Mr, Lee's testimony alse indicates that the
supply planning department will be preparing a paper which
describes the gas industry as Columbia sees it today and where it
is headed (Tr. VI, 119). Additicnally, the department will be
conducting studies to enable Columbia to establish a range of
svarious sources of gas, from which Columbia could potentially
contract for gas over a peried of time (Tr. VI, 119).

The Commission agrees that Columbia‘'s stated goals as
expressed by Mr. Lee are appropriate and should be implemented by
the company. The staff, on brief, recommends that the 1985
management /performance auditor review Columbia's progress in
completing and implementing the "Plan for Planning"., Staff also
believes it appropriate for the management/performance auditor to
evaluate the objectives set forth for Columbiaz which are contained
within the Booz-Allen report and to report on Columbia's progress
in meeting theose objectives, The Commission concurs in these
staff recommendations and will direct the 1985 management/perform-
ance auditor to perform such an analysis.

Contained within the discussions of T/R recommendation number
1 is the parties' express recognition that the gas industry is in
a period of rapid change ({OCC Brief, at 34; Columbia Reply Brief,
at 2). Columbia states that the company currently finds itself
in a far different. position than it did in November 1983, when the
audit report was issued, or in May 1984, when the reviged imple-
mentation plan was devcloped., Columbia observes that:

[Alcecess to relatively low cost gas on the
spot market has increased dramatically, due
te expanded transportation opportunities,
This flexibility is achjeved through the use
of existing pipeline facilities, and without
the need to build expensive new facilities..,
Furthermore, as a result of the Columbia Gas
Transmission settlement in the FERC proceed-
ings.., Columbia's gas costs will be signif-
icantly reduced and held at the new low levels
for two years. In addition, TCO will he
transporting additional volumes of relatively
inexpensive gas purchased elsewhere by
Columbia.

(Columbia Brief, at 2-3}.

In light of this changing gas market, which 0CC also explic~
itly recognizes in its brief, OCC contends that Columbia’s
strategic business plan must not only serve as a rational guide~
line but that plan must also address the changes taking place
within the gas supply marketplacs (QCC Brief, at 34-35)}. Conse-
quently, OCC states that Columbia faces a redefined operating
market and must have "flexibility® in its supply planning process, |

Columbia, of course, could not agree more. It is in this -
parties should be on the ongoing development and implementation

compliance with specific recommendations which are merely a part

The Commission agrees with this general philosophy. We

i acknowledge the fact that Columbia is the business entity which

5 must ultimately make the difficult management decisions which the
% company will be facing. We recognize this and it is our .intent
i to give: the company the flexibility which it needs to prudentl_
.7 manage this gas utility company. We, as regulators, do not mike

L m;n;gement's decisions for them. Rathe:, ‘those deq;giopa"
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~ reviewed by this Commission to determine that they were made in

the ratepayer's best interest and that a reasonable basis existed
for the decision which was made.

Touche-Rogs Recommendation Number 5

Management Environment

Touche~Ross recommendation number 5 stated that Columbia
should hire senior management personnel from outside the Columbia
Gas System to fill new positions which result froiw implementing
the Touche-Ross recommendaticons. The original T/R recommenda-
tion was rejected by Columbia and replaced with a revised recom-
mendation filed with the Commission on July 2, 1984. The revised
recommendation number 5 states its goal as follows:

To communicate to all employees of COH, and
especially to those employees directly
invelved with gas supply activities, the
commitments which have been made and the new
activities that will be undertaken in the
implementation of the specific (Touche Ross)
audit recommendations; and able to provide
adeguate documentation of such matters in
order to provide an on-going reevaluation of
such implementation procedures.

Columbia's revised implementation plan and the Booz-Allen report
do not address this recommendation. The DH&S audit report lists
the status of the implemertatio~ of this recommendation as
incomplete. The staff and OCC both request that they be provided
with copies of the "white paper", which Columbia is to publish
regarding the company's implementation of alternate recommendation
number 5. The Commission concurs that Columbia should be directed
to distribute the *white paper® to all parties to this proceeding
and to implement the training module referenced in the DHgS audit
report. The "white paper" should be distributed to the parties
to this proceeding within 30 days of the date of this order.
Finally, the management/performance auditor for Columbia's next
GCR should review the impact that revised recommendation number 5
is having on creating an innovative environment for Columbia's
management and employees,

Touche-Ross Recommendation Number 12

Process to Monitor TCO Activities

Touche-Ross recommendation number 12 states that Columbia
should develop an explicit process for monitoring TCC's and other
transmission company®'s activities and formally evaluate their
impact on Columbia. Columbia has concurred with this recommenda-
tion and proceeded to establish the Federal Regulatory Activities
(FRA) section to monitor FERC activities. DH&S notes that the
draft and committee report are completed, but the final report,
which is to establish procedures for implementation of this
recommendation, is still pending, Columbia should make the final
report available to the 1985 management/performance anditor. We
also concur in OCC's and the staff's recommendation that the

: management /performance auditor shall review Columbia's activities

before the FERC, particularly in TCO proceedings, and shall alsc
report on the performance of the newly-formed FRA.

Touche-~Ross Recommendation Number 15

Investigate Conservation Measures

This T/R recommendation stated that Columbia should investi=-
gate the economic feasibility of investing in conservation
measures as a means of reducing the company's gas requirements
and consequently aveoiding costs associated with incremental
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purchases. The DH&S report lists several conservation programs
which Columbia has undertaken in recent years for the benefit of
its residential, commercial and industrial customers {(Comm. Ord.
Ex. 1, at 38-39). BAdditionally Coluwbia witness Lee testified
that Columbia is working with the energy audit coalition in order
to provide free energy audits to low-income families in Chio
{Columbia Ex. 3, at 14). 1In the revised implementation plan,
Columbia states its belief that further action should be deferred
until PUCO Case No. B83-303-GE-COI has been completed. Columbia
also notes in its reply brief at page 5 that the general assembly
is considering the weatherization and conservation issue and the
‘company would like to know these results as well before proceeding
with further plans.

Both OCC and the staff find fault with Columbia‘s progress

: on the implementation of this recommendaticn. The parties

suggest that Columbia still needs to analyze the economic
feasibility of conservation and weatherization programs to reduce
future incremental purchases. It is alsc suggested that Columbia
needs to incorporate this economic analysis into the company's
strategic planning process. The Commission agrees with these
recommendations and we will direct the company to implement them.

5 The managewment/performance auditor should also report on the

status of their implementation as directed by this order.

VI. SELF-HELP TRANSPORTATION CUSTOMERS' MONTHLY GAS BALANCES

The staff makes a recommendation in its brief that Columbia
define and document its policy for recording and balancing the
monthly volumetric balances for Columbia's self-help customers.

The staff suggests that the company should be required to estab-
lish 2 mechanism whereby excess self-help volumes will be "banked*®
and then paid back in such a manner that jurisdictional GCR
customers will not have to bear any additional costs. We find
this recommendation to have merit. The company shall develcop a
policy and procedure on this matter and provide testimony on the
subject at the next GCR proceeding. The financial auditor shall :
review the mechanism the company implements, !

FINDINGS OF FACT: 84-6-GA-GCR

1} This proceeding was initiated by the Commis-
sion by Entry dated April 10, 1985, to review
the gas procurement practices of Columbia Gas
of Ohio, Inc., the operation of its purchased
gas adjustment clause, and other related
matters.

2} The public hearing began on September 18,
1985, and concluded on April 5, 1985. Notice
of the hearing was published in accordance
with the requirements of Rule 4901:1-14-08 (B},
Ohio Administrative Code. '

3) A financial audit was performed by Arthur o
Andersen & Co., and a certificate of account- :
ability was filed on August 15, 1984.

4} Arthur Andersen found that Columbia had fairly
- determined the GCR rates in accordance with
the financial procedural aspects of Chapter
4901:1~14 and related appendices of the Chio
Administrative Code, and had properly applied
the GCR rates to customer bills.
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i 5} A management fperformance audit, conducted by
i Deloitte, Haskins & Sells, was filed on
i Augqust 17, 1984,

6} In its next GCR proceeding, Columbia should
: provide testimony on its implementation of

) the T/R recommendation that training programs
: be established for its market and supply

5 planning departments.

5 7Y  Columbia shouyld continue to implement the

4 DHsS recommendations regarding forecasting

" and the organization of the supply planning
N and other departments.

8) Columbia failed to vigorgusly pursue alterna- .
tive supply options during the audit peried. i

K 9) Columbia shall develop a policy for recording
3 and balancing and the monthly volumetric

3 balances for its self-help customers and shall
provide testimony on this matter in irs next
! GCR proceeding.

i 101 On or hefore November 1, 1985, Columbia shall
35 file a plan to indicate specifically the

3 manner by which Columbia will improve its
access to alternate sources of supply.

CONCILUSIONS OF LAW:

1% Columbia Gas of Chio, Inc. is a natural gas
company as defined by Section 4%05.03(a} (5)
and (6}, Revised Code, and is, therefore, a
public utility subject to the ijurisdiction of
this Commission. !

] 2) Section 4905.302, Revised Code, and BRule

4 4901:1-14-08, 0.A.C., require the Commission
i to review each gas or natural gas company's
G purchased gas adjustment clause at a hearing
5 to be conducted annually, unless otherwise

i ordered by the Commission.

: 3) Notice o©f the hearing was published in
compliance with Rule 4901:1-14-08(B), 0.A.C.

4) Columbia has fairly determined the GCR rates
in accordance with the financial procedural
aspects of Chapter 49%01:1-14 and related
appendices of the O.,A,C., and properly
applied the GCR rates to customer bills :
during the period under review. A

e v EE T I e L Y T RN

GriamaFr o

5) Columbia’s purchasing practices during the i
audit period were imprudent and unreascnable. '

FINDINGS OF FACT: 83-135-GA-COI

Il e S TR

1} By Entry of January 20, 1983, the Commission

- " initiated this investigation into the purchas- -
'ing practices and policies of Columbia Gas of
Chio, Inc.

{ 2) A management audit was conducted by Touche
oo Ross & Co., and the report was filed on
- . November 14, 1983.
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d 3) On April 2, 1984, Columbia filed a plan for
b the implementation of the audit proposals,
A Following an April 16 prehearing cenference,
i Columbia filed a revised implementation plan
a on May 1, 1984,

4) By Entry of April 10, 1984, Deloitte, Haskins
& Sells, the management/performance auditor
in Case No, H#4-6-GA-GCR, was directed to

. assess the reasonableness of the company 5

b implementation plan.

3 5) Columbia shall, in accordance with alternate

% T/R recommendation number 5, distribute to

b ' all of its employees, a "white paper™ de-
scribing the commitment and activities

i undertaken by the cowpany to implement

gpecific T/R audit recommendations, and shall

furnish to the parties a copy of that document

within thirty days of the date of this order.

6] Columbia shall implement T/R recommendation
number 15, redgarding the investigation of
conservatipn measures.

3| The management/performance amditor in the
company's next proceeding shall investigate
the matters indicated as remaining from the

: T/R report, and those matters shall then be

addressed as part of the GCR proceeding,

" 8} Columbia has not adequately implemented
i recommendation number 3, regarding improved
access to alternate sources of supply.

E 9) Case No. 83-13%-GA-COI should be closed as a
matter of record,

"CONCLUSIONS OF LAW:

Columbia has implemented, or is in the
process of implementing, certain of the T/R

A

] R

d 1) Pursuant to its revised implementation plan,
{

E _

I recommendations.

2) The matters to be investigated by the manage-
ment /performance auditor in Columbia's next
Bl GCR proceeding, as indicated in this Opinien
i and Order, will be reviewed in the next GCR
: case,

3} Columbia's purchasing practices have been !
imprudent by failing to aggressively pursue :
access to alternate sources of supply.

R A R

0 :‘onnzn-

It Ls, therefore,

o ORDERED, That, in its next GCR proceeding, Columbia provid
‘testimony on. its implementation of the T/R recommendation "that
i ‘training. programs be established for its marketing and supply
@ planning departments. It is, further,

i GRDERBD, That Columbia continue to implement the DHSES .
-:ecaumendations regarding forecasting and the. organization of the
K nning and other departments. It is, further,‘




83-135-Gr-COo1 ~30-
84~6-GA-GCR

ORDERED, That Columbia distribute tc all of its employees a
document describing the commitments and activities undertaken by
the companvy to implement specific T/R recommendations, and that
Columbia furnish to the parties a copy of that document within
thirty days of the date of this Crder. It is, further, ‘

CRDERED, That Columbia implement T/2 vecommendation number
15 regarding the investigation of conservation measures. It is,
further,

ORDERED, That the maragement /performance avditor in Columbia's
hext GCR preoceeding investigate the matters indicated in Section
V of this Order as still remaining from the T/R report, and that
those matters ke addressed as part of the GCR case, It is,
further,

ORDERED, That Columbia file, on or before November 8, 1985,
its plan for reorganizing its beard of directors in accordance
with this Opinion apd CQrder. It is, further,

ORDERED, That Columbia filc, on or Yefors November 2, 1985,
its plan for improving the companv's acceas to alternate sources
of supply consistent with this Opinion and Order., It is,
further,

ORDERED, That Case MNo, 83-135«GA-C0I be closed as a matter
of record. It is, further,

ORDEREL, That Colurmkia develap a pelicy for recording and
balancing the wenthly volumetric balarnces for ts self-help
customers, and provide testimony on the peolicy in itks next GCR
proceeding. It is, further,

ORDERED, That the financial aunditer in Columbia‘s next GCR
proceeding review the mechaniswm unsed by Columbiz te "bank" and
pay back self-help volumes. 1% is, further,

ORDEF®D, That a copy of this Opinion and Order he sexved on
all parties of record.
THE PUBfﬁC gTILITIES COMMISSION OF QHIO

A :‘! f -

Thomzas V. Chema, Chairman

EHTERED I THE Jﬂﬂlﬁll..,.ﬂ.ﬂ..ﬂ,ﬁ.f..1.9.5.5.
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BEFORE
THE PUBLIC (FEILIFIES COMMISSION OF OHIO

In the Matter of the Invastigation )
Into the Gas Purchasing Practices )
and Policies of Columbia Gas of JCase No. 83-135-GA-COI
nhio, Inc. )

In the Matter of the Regulation of
the Purchased Gas Adjustment Clause
Contained within the Rate Schedules
¢f Columbia Gas of Ohio, Inc., and
Related Matters,

Case No. 84-6-GA-GCR

THE OPINION OF COMMISSIONER GLORIA L. GAYLORD
DISSENTING IN PART AND CONCURRING IN BART

Most people agree that the beginning poiat for prudency, Y
when specifically dealing with public utilities, is in a [
separate opinion filed by Mr. Justice Brandeis in 1923 in
Missouri ex. rel. Southwestern Bell Telephone Co, v, Public
Service Commission in which he noted: TTTTTETTTTTTT

The term is applied for the purpose of
excluding what might be found to be
dishonest or obviously wasteful or
imprudent expenditures. Every investment
may be assumed to have been made in the
exercise of reasonable judgemzat, unless
the contrary is shown,

Generally, state commissions have seriously considered N

Justice Brandeis' admonition regarding prudent investments = —
and have interpreted his statement as requiring a rebutkal -
presumption of prudence. <

Prudency does not veguire that the best decisian be
made, only that a reasonable decision (during the specified
time period) be made. Commissions should judge in liqght of
the conditions and circumstances thst were or should have
been known to the utility at the time of its decision.

In the attached Opinian and Qrder for Case No's.,
43=-135-GA-COI and 84-6-GA-GCR on page 3 it is written:

Deloitte, Haskins and Sells (DH&S) stated

that Columbia has conbinually investigated .
purchases of gas from other regions of the

country but transportation and FERC

authorization have each been obstacles to

alternate purchases.

on page 5 of the Attached Opinion and Order in Case
No's, §31-135-GA-COT and §4-6-GA-GCR it states:
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In general, the auditar coacluded that
Columbia is addressing the changes needed

in planning and procursment given the changing
envicament, and {s making good progress in
the majority of Lhe areas examined,

Given the references to the opinicn of Justice Bramdeis
antt to statements from the audlror, Deloitte, Haskins and
sells, I am unable ko atiach the label, imprudent, t2 the
actions of Columbla %2s of Ohin during thé ftime frame of this
case,

I do feel the Commission is Sustified in reguiving
Columbia o submit a plan for impcoving Columbia's aceess to
ather pipelines. This dirsctive 1s outlined on page 20 of
the Attacheu Opinion and Ovder. With the anticipated signing
by the FERC of RM 83-1, manv of the rules and regulation in
the gas area will change. It is wy hops that Colombla Gas of
Ohio will take advantage nf the new pogsibilities open to it
ander the naw FERC guldelines,

RIA L. CGAYLORD
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