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I. INTRODUCTION 1 

 2 

Q1. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION. 3 

A1. My name is Steven B. Hines.  My business address is 10 West Broad Street, Suite 4 

1800, Columbus, Ohio 43215-3485.  I am employed by the Office of the Ohio 5 

Consumers’ Counsel (“OCC” or “Consumers’ Counsel”) as a Principal 6 

Regulatory Analyst. 7 

 8 

Q2. WHAT IS YOUR EDUCATIONAL BACKGROUND? 9 

A2. I earned a Master of Business Administration degree from Ashland University in 10 

2000.  I also earned a Master of Arts degree from The Ohio State University in 11 

1981 and a Bachelor of Fine Arts degree from Ohio University in 1978. 12 

 13 

Q3. PLEASE SUMMARIZE YOUR WORK EXPERIENCE. 14 

A3. I joined the OCC in April 1984 as an Investigator I.  During the course of my 15 

employment at OCC, I have held the positions of Investigator II, Utility Rate 16 

Analyst III, Utility Rate Analyst Supervisor, Regulatory Analyst, Senior 17 

Regulatory Analyst and Principal Regulatory Analyst.  My current duties as a 18 

Principal Regulatory Analyst include research, review and analysis of utility 19 

applications for increases in rates through base rates, riders and gas cost recovery 20 

filings.  I also participate in special projects and investigations, and provide 21 

training on technical issues when necessary. 22 

23 
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Q4. HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY OR TESTIFIED 1 

BEFORE THIS COMMISSION? 2 

A4. Yes.  I have submitted testimony and/or testified before the Public Utilities 3 

Commission of Ohio (“PUCO”) in the cases listed in Attachment SBH-A. 4 

 5 

II. PURPOSE OF TESTIMONY 6 

 7 

Q5. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 8 

PROCEEDING? 9 

A5. The purpose of my testimony, if the PUCO approves an expansion and extension 10 

of the Distribution Replacement Rider Program, is to advocate that the customers 11 

of Vectren Energy Delivery of Ohio, Inc. (“Vectren” or “the Utility”) should not 12 

pay for certain costs and charges that Vectren seeks in its Application for 13 

Approval of an Alternative Rate Plan (“Application”).  Additionally, I 14 

recommend specific consumer protections that the PUCO should adopt to protect 15 

Vectren’s customers from paying unjust and unreasonable charges.  I will be 16 

addressing the following in regard to Vectren’s Application: 17 

• obsolete pipe and appurtenances;  18 

• interspersed sections of plastic pipe;  19 

• non-reimbursed public works projects;  20 

• costs related to the analysis of coated steel lines;  21 

• rate caps;  22 

• Operation &Maintenance (“O&M”) cost savings calculation: and  23 
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• the filing of a distribution rate case. 1 

 2 

III. OBSOLETE PIPE AND APPURTENANCES 3 

 4 

Q6. WHAT HAS VECTREN PROPOSED IN ITS APPLICATION WITH 5 

REGARD TO OBSOLETE PIPE AND APPURTENANCES? 6 

A6. In its Application, Vectren proposed to expand its Bare Steel/Case Iron (“BS/CI”) 7 

Replacement Program (“DRR Program” or “Replacement Program”) to include 8 

the replacement of what it claims are obsolete pipe and appurtenances -- costs of 9 

which would then be collected from customers through the Distribution 10 

Replacement Rider (“DRR”).1  Vectren proposes that only obsolete pipe and 11 

appurtenances2 encountered during the replacement of BS/CI or ineffectively-12 

coated steel pipe should be included for recovery through the DRR.  Vectren 13 

generally defines obsolete pipe and appurtenances as pipelines and system 14 

components for which replacement parts and related materials are no longer 15 

available.3  According to Vectren, common obsolete appurtenances include 16 

regulators; regulator-station components; non-standard steel pipe, including non-17 

standard sizes and material grades; and pipe processed with non-standard 18 

manufacturing processes.4 19 

1 Application at Alternative Rate Plan Exhibits at 3 (August 22, 2013). 
2 Direct Testimony of James M. Francis at 16-17 (August 22, 2013).  Obsolete appurtenances refer to those 
pipeline system components for which replacement parts and related materials are no longer available.  The 
most common obsolete appurtenances are associated with regulators and regulator station components. 
3 Application at Alternative Rate Plan Exhibits at 3 (August 22, 2013). 
4 Application at Alternative Rate Plan Exhibits at 3 (August 22, 2013). 
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Q7. WHY IS VECTREN INCLUDING OBSOLETE PIPE AND 1 

APPURTENANCES IN ITS DISTRIBUTION REPLACEMENT RIDER 2 

PROGRAM? 3 

A7. Vectren claims it is including obsolete pipe and appurtenances in the DRR 4 

Program because replacement parts and related materials are no longer available; 5 

leak or damage repair materials must be custom fabricated, resulting in high cost 6 

to repair; inefficient and extended repair times; and increased risk of reoccurrence 7 

of leaks or leakage migration.5  However, despite making this claim, Vectren did 8 

not provide any documentation or support as to how much it has cost to fabricate 9 

these parts in the past or how much it would cost to fabricate the parts in the 10 

future.  Vectren did not perform any cost benefit analysis that would have 11 

determined any savings due to replacing rather than manufacturing the parts or 12 

materials needed to make the repair.  Also, if the cost to custom-fabricate the parts 13 

or materials is less than replacing them, Vectren has failed to include the cost 14 

savings in the calculation of its O&M cost savings. 15 

 16 

Q8. IN ITS COMMENTS, DID THE PUCO STAFF HAVE ANY OBJECTION TO 17 

VECTREN INCLUDING OBSOLETE PIPE AND APPURTENANCES IN ITS 18 

DISTRIBUTION REPLACEMENT RIDER PROGRAM? 19 

A8. No.  The PUCO Staff supports Vectren’s proposal to recover the cost of these 20 

facilities through the DRR.  However, PUCO Staff emphasized that Vectren 21 

should only be allowed to recover obsolete pipe and appurtenances through the 22 

5 Application at Alternative Rate Plan Exhibits at 3 (August 22, 2013). 

4 

                                                           



Direct Testimony of Steven B. Hines 
On Behalf of the Office of the Ohio Consumers’ Counsel 

PUCO Case No. 13-1571-GA-ALT  
 

DRR when they are encountered during the replacement of BS/CI or 1 

ineffectively-coated steel pipe.6  PUCO Staff, however, also did not quantify the 2 

alternatives of custom fabricating versus repairing obsolete pipe and 3 

appurtenances, or address the fact that Vectren did not support its claim with any 4 

documentation. 5 

 6 

Q9. SHOULD THE COSTS ASSOCIATED WITH OBSOLETE PIPE AND 7 

APPURTENANCES BE COLLECTED FROM CUSTOMERS THROUGH 8 

THE DISTRIBUTION REPLACEMENT RIDER? 9 

A9. No.  Vectren has not demonstrated that there are safety and reliability issues 10 

surrounding obsolete pipe and appurtenances that sufficiently warrant the 11 

inclusion of these facilities in the DRR- - the costs of which customers will pay.  12 

The DRR Program is intended to be a safety-related program, but Vectren’s 13 

attempt to expand the DRR Program to include obsolete pipe and appurtenances 14 

appears to be driven by economics rather than safety. 15 

 16 

Q10. WHAT IS YOUR RECOMMENDATION WITH REGARD TO OBSOLETE 17 

PIPE AND APPURTENANCES? 18 

A10. The Replacement Program should not be expanded to include the replacement of 19 

obsolete pipe and appurtenances -- the costs of which would then be collected 20 

6 Comments Submitted on Behalf of the Staff of the Public Utilities Commission of Ohio at 13-14  
(October 30, 2013). 
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from customers through the DRR.  Instead, Vectren should address this economic 1 

issue through traditional distribution ratemaking.7 2 

 3 

However, if the PUCO allows the inclusion of these facilities in the DRR 4 

Program, then all of the associated O&M cost savings from including obsolete 5 

pipe and appurtenances should be quantified and reflected in the calculation of the 6 

DRR rate.  For example, the O&M cost savings from not having to custom 7 

fabricate parts should be quantified and included.  In its proposed annual cost 8 

savings formula,8 Vectren did not document or identify any O&M cost savings 9 

related to the inclusion of obsolete pipe and appurtenances.  Instead, Vectren only 10 

assumed an O&M cost savings of $28.38 per mile9 for the retirement of all other 11 

assets which include obsolete pipe and appurtenances.10  In making this 12 

projection, Vectren only rounded up from $4,471.62, which, according to 13 

Vectren, is the actual savings associated with assets retired under the Distribution 14 

Replacement Rider Program, to the $4,500 cost savings per mile it used in its 15 

proposed annual O&M cost savings calculation.11  Although Vectren recognizes 16 

there should be cost savings associated with the replacement of obsolete pipe and 17 

7 R.C. 4909.18 or R.C. 4929.111. 
8 Direct Testimony of James M. Francis at 23 (August 22, 2013). 
9 Reply Comments of Vectren Energy Delivery of Ohio, Inc. at 8. (November 13, 2013).  $4,500 per mile 
less $4,471.62 per mile = $28.38 per mile. 
10 Vectren Response to OCC Interrogatory No. 74 (Attachment SBH-B). 
11 Reply Comments of Vectren Energy Delivery of Ohio, Inc. at 8 (November 13, 2013). 
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appurtenances12 they provide no documentation, quantification or analysis of 1 

what these cost savings should be. 2 

 3 

IV. INTERSPERSED SECTIONS OF PLASTIC PIPE  4 

 5 

Q11. WHAT HAS VECTREN PROPOSED IN ITS APPLICATION WITH 6 

REGARD TO INTERSPERSED SECTIONS OF PLASTIC PIPE? 7 

A11. In its supporting testimony, Vectren proposed including the replacement of 8 

sections of plastic pipe interspersed in the BS/CI systems in the DRR Program 9 

because it continues to make economic sense to do so. 13  However, again, 10 

Vectren did not document or explain or include any analysis of what would 11 

constitute “economic sense” for the inclusion of plastic pipe in the DRR Program 12 

in its Application. 13 

 14 

Q12. DID THE PUCO STAFF ADDRESS VECTREN’S PROPOSAL TO INCLUDE 15 

INTERSPERSED SECTIONS OF PLASTIC PIPE IN THE DISTRIBUTION 16 

REPLACEMENT RIDER PROGRAM? 17 

A12. No.  PUCO Staff only specifically addressed the replacement of “vintage” plastic 18 

pipe when replaced in conjunction with a replacement project focusing on BS/CI 19 

or ineffectively-coated steel pipe.14  PUCO Staff did not address the replacement 20 

12 Vectren Response to OCC Interrogatory No. 74 (Attachment SBH-B). 
13 Direct Testimony of James M. Francis at 7 (August 22, 2013). 
14 Comments Submitted on Behalf of the Staff of the Public Utilities Commission of Ohio at 14 (October 
30, 2013). 
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of all types of plastic pipe that would be encountered during the replacement of 1 

BS/CI or ineffectively-coated steel pipe.  The Utility defines “vintage plastic 2 

pipe” as several different kinds of plastic pipe -- the most common being Aldyl-A 3 

-- which was one of the first to be used by natural gas companies as an alternative 4 

for steel piping.15  Also, again the PUCO Staff did not address the lack of any 5 

documentation or analysis regarding the interspersed plastic pipe issue. 6 

 7 

Q13. SHOULD THE COSTS OF REPLACING INTERSPERSED SECTIONS OF 8 

PLASTIC PIPE BE COLLECTED FROM CUSTOMERS THROUGH THE 9 

DISTRIBUTION REPLACEMENT RIDER? 10 

A13. Yes, but only under certain conditions.  Vectren’s testimony states that it will 11 

replace plastic pipe segments interspersed within the BS/CI systems because it 12 

continues to make economic sense to do so.16  However, Vectren has not defined 13 

in its Application what constitutes “economic sense” and has failed to perform a 14 

study or other analysis to determine what constitutes the length of a segment of 15 

plastic pipe that is more economical to replace rather than leave it in the ground 16 

and tie the new pipe into it.17 17 

18 

15 Direct Testimony of James M. Francis at 17-18 (August 22, 2013). 
16 Id. 
17 Vectren’s response to OCC Interrogatory No. 2 (Attachment SBH-C). 
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Q14. DO YOU HAVE A RECOMMENDATION AS TO WHAT METRICS SHOULD 1 

BE USED TO DETERMINE WHETHER THE PLASTIC SECTIONS OF 2 

PIPE ARE MORE ECONOMICAL TO REPLACE WHEN ENCOUNTERED 3 

DURING ITS DISTRIBUTION REPLACEMENT RIDER PROGRAM? 4 

A14. Yes.  In the recent Columbia Gas of Ohio, Inc. (“Columbia”) Infrastructure 5 

Replacement Program extension case, there was a metric established as the 6 

economical replacement point.18  Because Vectren’s Application proposal failed 7 

to address this issue, I recommend that same metric as was used in the Columbia 8 

case be used in this case to determine whether the replacement cost of 9 

interspersed plastic pipe should be included in the DRR and collected from 10 

customers.  Accordingly, plastic pipe should only be included in the DRR as 11 

follows: 12 

 For 8 inch plastic pipe – if footage is less than or equal to 205 feet, 13 

 For 6 inch plastic pipe – if footage is less than or equal to 250 feet, 14 

 For 4 inch plastic pipe – if footage if is less than or equal to 365 feet, and  15 

 For 2 inch plastic pipe – if footage if is less than or equal to 435 feet.19 16 

 17 

For example, if the Utility is replacing a two inch line, and there is an interspersed 18 

section of plastic pipe of 435 feet or less, then the Utility can replace that 19 

interspersed section of plastic pipe as part of the DRR Program, and collect those 20 

replacement costs from customers.  However, if the interspersed section of two 21 

18 In re Columbia Gas of Ohio, Inc. Infrastructure Replacement Rider Extension Case, Case No. 11-5515-
GA-ALT, Testimony of Columbia Gas of Ohio witness Eric Belle at Attachment ETB-1 (May 8, 2012). 
19 In re Columbia Gas of Ohio, Inc. Infrastructure Replacement Rider Extension Case, Case No. 11-5515-
GA-ALT, Testimony of Eric Belle at Attachment ETB-1 (May 8, 2012). 
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inch plastic pipe is longer than 435 feet, then the Utility must tie into the 1 

interspersed section or not recover the costs of the plastic pipe as part of the DRR 2 

Program. 3 

 4 

V. NON-REIMBURSED PUBLIC WORKS PROJECTS 5 

 6 

Q15. WHAT IS VECTREN REQUESTING IN REGARD TO NON-REIMBURSED 7 

PUBLIC WORKS PROJECTS? 8 

A15. Vectren is requesting to expand the DRR Program to include collection from 9 

customers for costs associated with non-reimbursed public works projects.20 10 

 11 

Q16. SHOULD VECTREN BE ALLOWED TO INCLUDE COSTS IN THE 12 

DISTRIBUTION REPLACEMENT RIDER THAT CUSTOMERS PAY 13 

RELATED TO NON-REIMBURSED PUBLIC WORKS PROJECTS? 14 

A16. No.  The Utility offered no evidence to indicate that these public works projects 15 

are related to customer safety that was at the heart of the DRR Program at its 16 

inception.  Instead, this is an economic issue.  These costs should not be paid by 17 

customers through the DRR. 18 

19 

20 Application, Alternative Rate Plan Exhibits at 4 (August 22, 2013). 
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Q17. IF THE PUCO WERE TO DETERMINE THAT THE COSTS ASSOCIATED 1 

WITH NON-REIMBURSED PUBLIC WORKS PROJECTS SHOULD BE 2 

PAID BY CUSTOMERS THROUGH THE DISTRIBUTION REPLACEMENT 3 

RIDER, THEN WHAT IS YOUR RECOMMENDATION? 4 

A17. If the PUCO allows the inclusion of non-reimbursable public works projects in 5 

the DRR Program, I recommended that costs be limited to only projects that are 6 

relocations where the Utility is in a public right-of-way, and there is a verifiable 7 

formal governmental request to relocate its facilities.  In addition, any collection 8 

of costs from customers through the DRR associated with governmental 9 

relocation projects should be limited to those projects where such relocation 10 

includes 25% plastic, or less.21 11 

 12 

Q18. WHAT IS THE PUCO STAFF’S POSITION WITH REGARD TO THE 13 

INCLUSION OF NON-REIMBURSED PUBLIC WORKS PROJECTS IN 14 

THE DISTRIBUTION REPLACEMENT RIDER PROGRAM? 15 

A18. The PUCO Staff supports Vectren’s proposal for inclusion in the DRR Program, 16 

but only if at least 75% of the pipe footage being retired on a given relocation 17 

project is BS/CI or ineffectively-coated steel pipe.22  The PUCO Staff 18 

recommends that if a relocation project does not meet the 75% threshold, then it 19 

should be excluded from DRR cost collections from customers.23 20 

21 See In the Matter of the Application of Columbia Gas of Ohio, Inc., for Approval of an Alternative Form 
of Regulation.  Case No. 11-5515-GA-ALT, Opinion and Order at 7 (November 28, 2012). 
22 Comments Submitted on Behalf of the Staff of the Public Utilities Commission of Ohio at 14-15 
(October 30, 2013). 
23 Id at 15. 
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Q19. DO YOU AGREE WITH THE PUCO STAFF’S RECOMMENDATION? 1 

A19. Yes, in part.  The PUCO Staff’s recommendation with regard to the 75% 2 

threshold is essentially the same as the recommendation I made previously.  3 

However, the PUCO Staff did not address in its Reply Comments the OCC 4 

recommendation that in order for such public works projects to be recoverable 5 

from customers under the DRR Program, the public works projects in question 6 

must be ones where: (1) the Utility is in a public right-of-way and (2) where the 7 

relocation is at the formal request of the governmental entity.24  Those two 8 

threshold questions must be answered in the affirmative before the 25% issue 9 

comes into play. 10 

 11 

VI.  COSTS RELATED TO THE ANALYSIS OF COATED STEEL LINES 12 

 13 

Q20. WHAT IS VECTREN PROPOSING WITH RESPECT TO THE COSTS 14 

RELATED TO THE ANALYSIS OF COATED STEEL LINES? 15 

A20. In its Application, Vectren proposes to expand the DRR Program to allow for the 16 

collection from customers of costs for replacing sections of steel pipe that are 17 

found to be ineffectively-coated.25  Vectren is also proposing to expand the DRR 18 

Program to include the costs associated with the analysis that identifies such 19 

projects.26 20 

24 Comments by the Office of the Ohio Consumers’ Counsel at 14 (October 30, 2013). 
25 Application, Alternative Rate Plan Exhibits at 2-3 (August 22, 2013). 
26 Id. at 3. 
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Q21. WHAT IS THE PUCO STAFF PROPOSING IN TERMS OF THE 1 

TREATMENT OF COSTS RELATED TO THE ANALYSIS OF COATED 2 

STEEL LINES? 3 

A21. In its Comments, the PUCO Staff agrees that Vectren should be allowed to 4 

recover the cost of replacing coated pipe installed between 1955 and 1971 if such 5 

pipe fails a cathodic protection test.27  According to the PUCO Staff, the cost of 6 

testing should be recoverable through the DRR when the test results indicate that 7 

the pipe fails the cathodic protection test and Vectren is able to document such 8 

results.28  Presumably then, the testing costs associated with coated pipe installed 9 

between 1955 and 1971 that does not fail cathodic protection testing will not be 10 

included in the DRR Program. 11 

 12 

Q22. WHAT IS THE MAGNITUDE OF THE POTENTIAL COSTS TO 13 

VECTREN’S CUSTOMERS TO ANALYZE COATED STEEL LINES?  14 

A22. Based on Vectren’s estimate, over the next five years of the Replacement 15 

Program (2013-2017), the cost for just analyzing coated steel pipe could range 16 

from $500,000 to $1,250,000.29  The cost for replacing the pipe would be in 17 

addition to these amounts.  Hence, it is inappropriate for Vectren to expect 18 

customers to pay for these costs without knowing the magnitude of such costs.  In 19 

the Application, Application Exhibits and Testimony filed in this case, it is 20 

unclear if the Utility is requesting collection through the DRR of the cost of the 21 

27 PUCO Staff Comments at 13 (October 30, 2013). 
28 PUCO Staff Comments at 13 (October 30, 2013). 
29 Id.  ($100,000 x 5 (years of the DRR) = $500,000.  $250,000 x 5 (years of the DRR) = $1,250,000. 
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analysis of all coated steel pipe or only the cost of the analysis related to sections 1 

of coated steel pipe that were found to be ineffectively coated. 2 

 3 

Q23. HAS THE PUCO PREVIOUSLY ADDRESSED THE TREATMENT OF 4 

COSTS RELATED TO THE ANALYSIS OF COATED STEEL LINES? 5 

A23. Yes, in the Dominion East Ohio (“Dominion”) case, the PUCO ordered Dominion 6 

to modify its Pipeline Infrastructure Replacement Program so that “the cost of 7 

testing any segment found to be effectively coated shall not be included under the 8 

[Pipeline Infrastructure Replacement] charge.”30 9 

 10 

In the Columbia Alternative Form of Regulation case, the PUCO stated that “the 11 

cost of testing any segment found to be effectively coated shall not be included in 12 

Rider [Infrastructure Replacement Rider].”31 13 

 14 

Consistent with those PUCO Orders, I recommend that Vectren’s costs of testing 15 

any segment found to be effectively coated should not be included in the DRR 16 

Program. 17 

18 

30 In the Matter of the Application of The East Ohio Gas Company d/b/a Dominion East Ohio for Approval 
to Modify and Further Accelerate its Pipeline Infrastructure Replacement Program and to Recover the 
Associated Costs, Case No. 11-2401-GA-ALT, Opinion and Order at 4 (August 3, 2011). 
31 In the Matter of the Application of Columbia Gas of Ohio, Inc., for Approval of an Alternative Form of 
Regulation, Case No. 11-5515-GA-ALT, Opinion and Order at 6 (November 28, 2012). 
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Q24. WHAT IS YOUR RECOMMENDATION WITH REGARD TO THE 1 

INCLUSION OF COSTS IN THE DISTRIBUTION REPLACEMENT RIDER 2 

TO ANALYZE COATED STEEL LINES? 3 

A24. I recommend that Vectren only be allowed to collect through the DRR the cost of 4 

the analysis that identifies sections of coated steel pipe that were actually 5 

ineffectively coated.  Over the extended five-year period of the Vectren DRR 6 

Program, this action could prevent customers from being charged between 7 

$500,000 and $1,250,000 through the DRR if no ineffectively coated steel pipe is 8 

discovered.  Vectren estimates it will spend approximately $100,000 to $250,000 9 

annually for personnel to perform this analysis.32 10 

 11 

Q25. SHOULD THE PUCO GRANT VECTREN’S REQUEST TO EXPAND THE 12 

DISTRIBUTION REPLACEMENT RIDER PROGRAM TO INCLUDE THE 13 

COSTS OF INEFFECTIVELY COATED STEEL PIPE? 14 

A25. No, Vectren’s proposal to include steel pipe that might be ineffectively coated is 15 

premature because the magnitude of the replacement costs is unknown.  In 16 

response to an OCC Interrogatory, the Utility states that it has more than 2,000 17 

miles of pre-1971 coated steel pipe.33  However, the Utility has not yet 18 

determined the number of miles of steel lines that are ineffectively coated.34  19 

Thus, Vectren is proposing to expand the DRR Program without any estimate of 20 

the magnitude of the potential cost of the expansion.  Customers should know the 21 

32 Vectren response to OCC Interrogatory No. 25 (Attachment SBH-E). 
33 Vectren response to OCC Interrogatory No. 17 (Attachment SBH-D). 
34 Vectren response to OCC Interrogatory No. 17 (Attachment SBH-D). 
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magnitude of the costs they are expected to pay, before the Utility is authorized to 1 

include such costs in the Replacement Program. 2 

 3 

VII. DISTRIBUTION RATE CASE FILING 4 

 5 

Q26. IF THE PUCO WERE TO GRANT VECTREN A FIVE-YEAR EXTENSION 6 

OF ITS DISTRIBUTION REPLACEMENT RIDER PROGRAM AS 7 

REQUESTED, DO YOU HAVE ANY RECOMMENDATIONS AS TO WHAT 8 

SHOULD OCCUR AT THE END OF THAT FIVE-YEAR PERIOD? 9 

A26. Yes.  In the event the PUCO authorizes the extension of the DRR Program for an 10 

additional five-year period in this case, then Vectren should be prohibited from 11 

seeking any other extensions of its DRR Program until it files an application to 12 

review its distribution rates pursuant to R.C. 4909.18 and 4909.19. 13 

 14 

Q27. DID THE PUCO STAFF PROVIDE ANY COMMENTS IN THIS REGARD? 15 

A27. Yes.  The PUCO Staff believes this recommendation has merit.  The PUCO Staff 16 

points out that if the DRR Program is extended another five years, with DRR rate 17 

recovery occurring through August 2019, it will be more than ten years since the 18 

PUCO last approved a distribution rate case for Vectren.35  The PUCO Staff 19 

observes further that the rate cap that will be in place for Residential and Group 1 20 

35 Reply Comments Submitted on Behalf of the Staff of the Public Utilities Commission of Ohio at 5 
(November 13, 2013). 
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General Service classes of customers will be an additional $9.25 per customer per 1 

month over the monthly distribution base rates of these customers.36 2 

 3 

VIII.  RATE CAPS 4 

 5 

Q28. HAS VECTREN PROPOSED RATE CAPS IN THIS CASE? 6 

A28. Yes.  In its Application, Vectren proposes the monthly DRR charges for 7 

Residential and Group 1 General Service customers be subject to certain rate 8 

caps.37  These rate caps are as follows: 9 

 Rider Recovery Period Cap as filed 10 

September 1, 2014 – August 31, 2015 $4.05 11 

September 1, 2015 – August 31, 2016 $5.45 12 

September 1, 2016 – August 31, 2017 $6.70 13 

September 1, 2017 – August 31, 2018 $8.00 14 

September 1, 2018 – August 31, 2019 $9.25 15 

 16 

Q29. DO YOU AGREE WITH THE RATE CAPS PROPOSED BY VECTREN? 17 

A29. No.  In its Application, Vectren provided no detailed explanation as to how the 18 

proposed caps in its Application were derived other than “they are directly related 19 

to the projected annual DRR revenue requirement and the proposed allocation of 20 

costs to be incurred under the expanded Replacement Program.”38  There is no 21 

36 Id. at 6. 
37 Application at 4. 
38 Direct Testimony of Scott E. Albertson, at Page 7, lines 6-8 (August 22, 2013). 

17 

                                                           



Direct Testimony of Steven B. Hines 
On Behalf of the Office of the Ohio Consumers’ Counsel 

PUCO Case No. 13-1571-GA-ALT  
 

documentation and analysis that supports these figures.  In addition, these capped 1 

amounts are higher than the caps that Vectren provided in responses to OCC 2 

discovery.39  The Utility has provided no sufficient explanation for the 3 

discrepancy between the two set of rate cap numbers included in its Application 4 

and those provided to OCC through its discovery responses. 5 

 6 

The capped amounts provided through discovery were a part of a complex 7 

calculation (“Caps as Calculated”) of the revenue requirement for each program 8 

year through 2017.40  A comparison of the as-filed and as-calculated41 caps is 9 

shown below: 10 

 Rider Recovery Period  Cap as filed Cap as calculated 11 

September 1, 2014 – August 31, 2015 $4.05 $3.96 12 

September 1, 2015 – August 31, 2016 $5.45 $5.36 13 

September 1, 2016 – August 31, 2017 $6.70 $6.68 14 

September 1, 2017 – August 31, 2018 $8.00 $7.94 15 

September 1, 2018 – August 31, 2019 $9.25 $9.15 16 

17 

39 Application at 4 (August 22, 2013). 
40 Vectren Response to OCC Request to Produce No. 1, Tab SMK-1 in each Excel file provided 
(Attachment SBH-F).  
41 Id. 
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Q30. WHAT IS THE TOTAL DOLLAR DIFFERENCE IF THE CAPS “AS 1 

CALCULATED” WERE TO BE APPROVED BY THE PUCO? 2 

A30. Over the five-year extended DRR collection period, the difference in revenue 3 

collected from Residential and Group 1 General Service customers between the 4 

“as filed” and “as calculated” rate cap figures would be approximately $1,317,000 5 

more, using the higher rate caps in the Application.  (See Schedule SBH-1.) 6 

 7 

Q31. DO YOU RECOMMEND THAT THE “AS-CALCULATED” RATE CAPS 8 

SHOULD BE APPLIED DURING THE DISTRIBUTION REPLACEMENT 9 

RIDER PAYMENT PERIOD (SEPTEMBER 1, 2014 THROUGH AUGUST 10 

31, 2019)? 11 

A31. If the PUCO elects to extend and expand the DRR Program, then the rate caps 12 

Vectren used in the detailed revenue requirement calculation (provided to OCC in 13 

discovery) should be applicable during the five - year DRR extension period.  14 

There is more support for the Utility’s calculation and thus more validity in those 15 

rate caps than the unsupported rate caps proposed in Vectren’s Application. 16 

 17 

Q32. DID THE PUCO STAFF ADDRESS THE ISSUE OF RATE CAPS IN ITS 18 

COMMENTS? 19 

A32. Yes.  The PUCO Staff supports Vectren’s proposed rate caps in its Application 20 

because they are in-line with annual cap increases approved by the PUCO in the 21 

infrastructure replacement cases of the other Ohio major gas utilities.42  However, 22 

42 PUCO Staff Comments at 21. 
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the PUCO Staff indicated through its Reply Comments that, “if the rate caps 1 

advocated by OCC were provided by VEDO and were derived from VEDO’s 2 

estimates of the annual revenue requirements needed to fully recover its annual 3 

DRR investments (including factoring in the Company’s proposed acceleration of 4 

the implementation pace of the Program and expansion of its scope), then the 5 

Staff agrees with OCC.”43  The PUCO Staff further stated that the most accurate 6 

projections of future rate caps should be adopted.44 7 

 8 

Q33. DID VECTREN ADDRESS THE ISSUE OF RATE CAPS IN ITS REPLY 9 

COMMENTS? 10 

A33. Yes.  Vectren disagrees with the position taken by OCC in its Comments on the 11 

rate caps.45  In its Reply Comments, Vectren noted that OCC’s claim that Vectren 12 

had provided caps in response to OCC discovery is a misrepresentation.  In its 13 

Reply Comments, Vectren claims that it explained to OCC that it had considered 14 

projected revenue requirements and then used its judgment to determine a 15 

reasonable annual cap.46 16 

17 

43 Staff Reply Comments at 5. 
44 Id. 
45 OCC Comments at 18. 
46 Vectren Reply Comments at 17. 
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Q34.  HOW DO YOU RESPOND TO VECTREN’S ASSERTIONS IN THIS 1 

REGARD? 2 

A34. OCC discovery regarding the rate caps proposed by Vectren in it Application 3 

requested that Vectren provide a detailed, step-by-step description of the 4 

calculations in rider DRR for the various recovery periods.47  In its response, 5 

Vectren provided revenue requirements for each of these years which contained a 6 

calculation of DRR rates for each of the recovery periods,48 but it did not provide 7 

an explanation as to its assumptions that were behind its “judgment” that it claims 8 

also factored into its proposed rate caps.49  The revenue requirements provided by 9 

Vectren in its response to OCC discovery does show that the capital costs, along 10 

with the associated expenses, accelerate progressively for each program period.  11 

Specifically, the information Vectren provided indicates that each annual revenue 12 

requirement is based off of the change in plant balances due to additions and 13 

retirements and other plant-related costs (i.e. depreciation, property tax, etc.).50 14 

15 

47 Vectren Reply Comments, Attachment A, Inter. No. 8. 
48 Vectren Reply Comments, Attachment A, Response to Inter. No. 8. 
49 Vectren Reply Comments at 17. 
50 Vectren Response to OCC Request to Produce No. 1, Tab JCS-2 in each Excel file provided (Attachment 
SBH-G). 
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IX.  OPERATIONS AND MAINTENANCE COST SAVINGS CALCULATION 1 

 2 

Q35. IS VECTREN PROPOSING TO INCLUDE OPERATIONS AND 3 

MAINTENANCE COST SAVINGS IN THE CALCULATION OF THE 4 

DISTRIBUTION REPLACEMENT RIDER PAID BY CUSTOMERS? 5 

A35. Yes.  In its Application, Vectren is proposing that costs collected from customers 6 

through the DRR continue to be offset by Operations and Maintenance cost 7 

savings.51  However, the Utility proposes a new O&M cost savings methodology 8 

in which it would: 1) Carry forward as an ongoing annual credit the actual O&M 9 

savings in 2012 of $274,919; and 2) Apply a credit of $4,500 per mile of Bare 10 

Steel and Cast Iron main retired beginning in 2013.52  The existing methodology 11 

compares the O&M Expenses in any given program year to a 2007 baseline of 12 

actual O&M Expenses set in Vectren’s last base rate case.53  The Utility proposes 13 

to do away with the existing methodology for calculating O&M Savings. 14 

 15 

Vectren witness James Francis further describes Vectren’s proposed methodology 16 

for determining O&M savings in his testimony where he estimates that Vectren 17 

will achieve $225,000 in annual incremental savings associated with the 18 

Replacement Program in 2013, growing to an estimated $1,125,000 of savings in 19 

51 Application at 5. 
52 Id. at 5. 
53 In the Matter of the Application of Vectren Energy Delivery of Ohio, Inc. for Authority to Amend its Filed 
Tariffs to Increase Rates and Charges for Gas Service and Related Matters, Case No. 07-1080-GA-AIR et 
al., Stipulation and Recommendation at 10 (September 8, 2008). 
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2017 (over 5 years).54  According to Mr. Francis, this would equal approximately 1 

$4,500 of annual cost savings per mile of BS/CI retired.  Vectren would also carry 2 

forward the 2012 O&M savings amount of $274,919 as a part of the total O&M 3 

Savings.55  According to the calculation of the O&M savings in witness Francis’ 4 

testimony, the total estimated amount of BS/CI O&M savings would be 5 

$1,399,919 (($225,000 x 5 years = $1,125,000) + $274,919 = $1,399,919).56 6 

 7 

Q36. DO YOU AGREE WITH VECTREN’S PROPOSED METHODOLOGY FOR 8 

DETERMINING OPERATIONS AND MAINTENANCE COST SAVINGS? 9 

A36. No.  I disagree with Vectren’s proposed methodology because the resulting O&M 10 

cost savings is not a reasonably sufficient benefit for customers to warrant the 11 

additional cost of the DRR Program expansion.  As a more balanced alternative 12 

for calculating O&M cost savings, I propose using the actual O&M cost savings 13 

amounts from the four previous DRR filings57 to set a methodology going-14 

forward.  Reliance on actual data produces a cost savings per mile of $11,032 15 

instead of the $4,500 per mile that the Utility has proposed.  (See Schedule SBH-16 

2.)  Also, instead of using 50 miles of BS/CI main replaced per year that Vectren 17 

used, in part, to develop the $225,000 estimated annual savings amount, I 18 

recommend that 53.6 miles be used as the target amount of BS/CI main replaced 19 

54 Direct Testimony of James M. Francis, at 23, lines 6-9 (August 22, 2013). 
55 Id. at 23 lines 17-19. 
56 Id. at 23 lines 22-25. 
57 Case No. 13-1121-GA-RDR, Vectren Application Exhibit No. JCS-2.  Case No. 12-1423-GA-RDR, 
Vectren Application Exhibit No. JMB-2.  Case No. 11-2776-GA-RDR, Vectren Application Exhibit No. 
JMB-2.  Case No. 10-595-GA-RDR, Vectren Application Exhibit No. JMB-2. 
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per year.  In testimony attached to its Application, the Utility indicated that it had 1 

590 miles of BS/CI main left to replace.58  Dividing this amount by the 11 years 2 

left in the Replacement Program would result in an average BS/CI main 3 

replacement rate of 53.6 miles per year.59 4 

 5 

Q37. HOW DID YOU DETERMINE THE TOTAL OPERATIONS AND 6 

MAINTENANCE COST SAVINGS USING YOUR METHODOLOGY? 7 

A37. I determined the total O&M cost savings from 2013 to 2017 by multiplying the 8 

53.6 miles times the $11,000 cost savings per mile to arrive at a total cost savings 9 

per year of $589,600.  This number compares to the $225,000 cost savings per 10 

year set forth on page 23 of James Francis’ testimony.  I then multiplied the cost 11 

savings per year of $589,600 times the five-year DRR collection period proposed 12 

by Vectren60 to arrive at the total cost savings of $2,948,000 over the five-year 13 

period.  This number compares to the $1,125,000 total cost savings set forth in 14 

James Francis’ testimony.61  Finally, adding on the $274,919 credit for year 15 

201262 brings the total O&M cost savings passed back to customers to 16 

$3,222,919, over the five-year DRR collection period.  Although not stated in the 17 

Application or testimony, the total cost savings estimate proposed by Vectren, 18 

58 Direct Testimony of James M. Francis at 5, line 5.  (443 miles of Bare Steel mains plus 147 miles of Cast 
Iron mains remaining in the system). 
59 Application at 3.  (Vectren is proposing to replace all targeted pipe by the end of 2023.) 
60 Application at 4.  (The five-year collection period from September 1, 2014 to August 31, 2019 would 
collect DRR costs for Program Years 2013 through 2017). 
61 Direct Testimony of James M. Francis at 23. 
62 Id. 
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would be $1,399,919 over the five-year period ($1,125,000 + $274,919).63  My 1 

recommended calculation, as shown on Schedule SBH-3, would generate an 2 

additional $1,823,000 in savings passed back to customers over the five-year 3 

DRR collection period, and would more fairly balance the cost of the program 4 

with actual benefits for customers. 5 

 6 

Q38. DO YOU HAVE ANY FURTHER RECOMMENDATIONS WITH RESPECT 7 

TO OPERATIONS AND MAINTENANCE COST SAVINGS? 8 

A38. Yes.  I also recommend that a guaranteed minimum level of O&M cost savings be 9 

established for each DRR Program Year.  In previous infrastructure replacement 10 

rider cases filed by Duke Energy of Ohio Inc., Dominion East Ohio and Columbia 11 

Gas of Ohio, Inc., the PUCO has approved the concept of a guaranteed minimum 12 

level of O&M cost savings.64  I recommend that, if, in any Program Year, the 13 

actual O&M cost savings (using the existing methodology comparing the O&M 14 

Expenses in any given Program Year to a 2007 baseline of actual O&M Expenses 15 

set in Vectren’s last base rate case.65) would be greater than the amount as 16 

proposed in Schedule SBH-3, the larger amount should be deducted from the 17 

63 Id. 
64 In the Matter of the Application of The East Ohio Gas Company d/b/a Dominion East Ohio for Approval 
to Modify and Further Accelerate its Pipeline Infrastructure Replacement Program and to Recover the 
Associated Costs, Case No. 11-2401-GA-ALT, Opinion and Order at 6-7 (August 3, 2011).  In the Matter 
of the Application of Duke Energy Ohio, Inc. for an Adjustment to Rider AMRP Rates, Case No. 09-1849-
GA-RDR, Opinion and Order at 5 (April 28, 2010).  In the Matter of the Application of Columbia Gas of 
Ohio, Inc., for Approval of an Alternative Form of Regulation, Case No. 11-5515-GA-ALT, Opinion and 
Order at 7-8 (November 28, 2012). 
65 In the Matter of the Application of Vectren Energy Delivery of Ohio, Inc. for Authority to Amend its Filed 
Tariffs to Increase Rates and Charges for Gas Service and Related Matters, Case No. 07-1080-GA-AIR et 
al.  Stipulation and Recommendation at 10 (September 8, 2008). 
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DRR revenue requirement calculated for that year.  For example, for Program 1 

Year 2013, if the actual O&M Savings for that year is $900,000 -- that is the 2 

amount that should be deducted from the revenue requirement instead of 3 

$864,519 as shown on Schedule SBH-3.  On the other hand, if the actual O&M 4 

cost savings for Program Year 2016 is $500,000 -- the greater amount of 5 

$589,600 as proposed by OCC on Schedule SBH-3 should be used to reduce the 6 

revenue requirement for that year. 7 

 8 

Q39. WHAT OPERATIONS AND MAINTENANCE COST SAVINGS 9 

METHODOLOGY DOES THE PUCO STAFF RECOMMEND? 10 

A39. The PUCO Staff, in its Comments, uses a methodology that varies slightly from 11 

Vectren’s proposal.  The PUCO Staff recommends that the “average of the O&M 12 

savings reported in the 2010 through the 2013 filing years (covering investment 13 

years 2009 through 2012)”66 of $294,116 be used instead of the O&M savings 14 

reported for the most recent year-2012 ($274,919).67  PUCO Staff also 15 

recommends using the $294,116 to compute an average savings-per-mile of 16 

$5,882 based upon a 50 miles-per-year replacement rate.68  In calculating the 17 

average annual O&M Savings amount of $294,116, the PUCO Staff netted the 18 

O&M cost savings reported for the mains against the savings reported for the 19 

service lines.69  20 

66 PUCO Staff Comments at 18-19 (October 30, 2013). 
67 Id. at 19. 
68 Id. at 19. 
69 Staff Reply Comments at 3-4 (November 13, 2013). 
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Q40. DO YOU HAVE ANY RECOMMENDATIONS WITH REGARD TO THE 1 

OPERATIONS AND MAINTENANCE COST SAVINGS METHODOLOGY 2 

PROPOSED BY THE PUCO STAFF? 3 

A40. Yes.  The PUCO should adopt the use of a historical four-year average as the 4 

PUCO Staff proposes.  But the PUCO should reject the PUCO Staff’s proposal to 5 

net the O&M cost savings related to mains against the costs for replacement of 6 

service lines.70 7 

 8 

The PUCO Staff’s inclusion of service line replacements in the O&M cost savings 9 

calculation is contrary to the original intent of the DRR Program -- which was to 10 

accelerate the replacement of bare steel and cast iron high pressure distribution 11 

lines because of the alleged safety threat.71  The Utility never identified service 12 

lines as a safety concern.72  The inclusion of service line replacements was done 13 

because Vectren argued that it was more cost efficient to replace the service lines 14 

as part of distribution line replacement rather than going back and replacing them 15 

afterwards.73  Because the DRR Program has been touted as a safety-focused 16 

program, the O&M cost savings should be based on the segment of the system 17 

that impacts safety -- the distribution mains only.  The inclusion of service lines in 18 

the O&M cost savings calculation completely changes the costs and benefits 19 

balance achieved by the original DRR Program. 20 

70 Id. at 18. 
71 In re Vectren Rate Case, Case No. 07-1080-GA-AIR, et al. James Francis Direct Testimony at 7 
(December 4, 2007). 
72 Id. 
73 Id. 
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The inclusion of service line replacements in the O&M cost savings calculation 1 

unreasonably reduces the customer benefits from the DRR Program.  The 2 

category of mains compares a baseline maintenance expense to actual 3 

maintenance expenses, while the service lines category has no baseline for 4 

maintenance expense.  This is because Vectren did not have responsibility for 5 

service line maintenance prior to the DRR Program which was approved in the 6 

last rate case,74 and thus there was not a valid baseline amount established at that 7 

time to measure actual service maintenance costs against.  Instead only actual 8 

maintenance expenses are included, that serve to fully reduce the O&M cost 9 

savings.  Accordingly, the PUCO should reject the PUCO Staff’s 10 

recommendation to include service line replacements in the calculation of the 11 

O&M cost savings.  If the PUCO decides to include service lines in the O&M cost 12 

savings calculation, then a surrogate baseline for which to measure service line 13 

O&M cost savings needs to be created to maintain a balance of benefits for 14 

customers. 15 

 16 

As stated above, I agree with PUCO Staff’s use of a four-year historical average 17 

to determine an estimate of overall O&M cost savings going forward, but disagree 18 

with PUCO Staff’s proposed methodology as it relates to the determination of 19 

O&M cost savings per year and savings-per-mile.  Instead I recommend a more 20 

detailed average savings-per-mile calculation based on a four-year historical 21 

average of actual mains savings divided by a four-year (2009-2012) average of 22 

74 Testimony of James M. Francis at 20-23, Case No. 07-1080-GA-AIR (December 4, 2007). 
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actual miles of main replaced.75  The PUCO Staff proposes that the PUCO adopt 1 

a methodology that nets the O&M cost savings related to mains against the costs 2 

for replacement of service lines for years 2009-2012.76  Also, the PUCO Staff’s 3 

methodology does not consider actual average miles of main replaced during the 4 

2009-2012 timeframe in the calculation of its estimated savings-per-mile. 5 

 6 

My methodology excludes the negative impact on O&M cost savings from the 7 

replacement of service lines as advocated by the PUCO Staff.77  Specifically, the 8 

PUCO Staff recommendation results in a $5,882 savings-per-mile; a cost savings 9 

per year of $294,116 and an overall savings of $1,764,616 for the period 2013-10 

2017.78  My proposal results in $11,000 savings-per-mile and a total cost savings 11 

per year of $589,600 with a total cost savings for the upcoming five-years (2013-12 

2017) of the DRR Program of $3,222,919.79  This compares to Vectren’s 13 

proposed $4,500 savings-per-mile; $225,000 cost savings per year; and overall 14 

savings of $1,399,919.80  And my recommendation of $11,000 savings-per-mile 15 

reflects the Utility’s actual savings-per-mile method except that it employs two 16 

more years (2009-2010) of actual mains maintenance savings and four years 17 

75 Schedule SBH-2. 
76 PUCO Staff Comments at 18 (October 30, 2013). 
77 Id. at 18. 
78 Id. at 19. 
79 Schedule SBH-3. 
80 Direct Testimony of James M. Francis at 23 (August 22, 2013). 
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(2009-2012) of actual miles of main replaced to arrive at a more accurate savings-1 

per-mile figure.81 2 

 3 

My method of determining savings-per-mile, cost savings per year and overall 4 

mains replacement savings is reasonable and should be adopted by the PUCO.  5 

My methodology incorporates more comprehensive information (based on the 6 

Utility’s actual experience during the first four-years of the DRR Program) than 7 

the method proposed by the Utility that relies only on a smaller subset of data 8 

from selected years. 9 

 10 

Q41. DID THE PUCO STAFF ADDRESS THE ISSUE OF GUARANTEED 11 

MINIMUM LEVEL OF OPERATIONS AND MAINTENANCE COST 12 

SAVINGS IN ITS COMMENTS? 13 

A41. No.  The PUCO Staff did not include in its Comments a recommendation for a 14 

guaranteed minimum level of savings.82  I recommend that a guaranteed 15 

minimum level of O&M cost savings be recognized for each DRR Program Year, 16 

as had been approved in previous infrastructure replacement rider cases.83  I 17 

81 Schedule SBH-2, Columns (A) and (B).  Through discovery, Vectren responded that the $4,500 credit 
per mile of BS/CI main replaced is based on a two-year average of historical mains maintenance savings 
(2011-2012). See Vectren response to OCC Interrogatory No. 74, attached hereto as Attachment SBH-B. 
82 PUCO Staff Comments at 17-19 (October 30, 2013). 
83 In the Matter of the Application of The East Ohio Gas Company d/b/a Dominion East Ohio for Approval 
to Modify and Further Accelerate its Pipeline Infrastructure Replacement Program and to Recover the 
Associated Costs, Case No. 11-2401-GA-ALT, Opinion and Order at 6-7 (August 3, 2011).  In the Matter 
of the Application of Duke Energy Ohio, Inc. for an Adjustment to Rider AMRP Rates, Case No. 09-1849-
GA-RDR, Opinion and Order at 5 (April 28, 2010).  In the Matter of the Application of Columbia Gas of 
Ohio, Inc., for Approval of an Alternative Form of Regulation, Case No. 11-5515-GA-ALT, Opinion and 
Order at 7-8 (November 28, 2012). 
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recommended that if the actual O&M cost savings are greater, for example, than 1 

$864,519 in 2013, then the greater amount should be used as the O&M cost 2 

savings that should be deducted from the revenue requirement calculation for that 3 

year.  If the PUCO grants an extension of the DRR Program, then any extension 4 

should include a guaranteed minimum level of O&M cost savings requirement, 5 

consistent with OCC’s Comments. 6 

 7 

X. CONCLUSION 8 

 9 

Q42. DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME? 10 

A42. Yes.  However, I reserve the right to incorporate new information that may 11 

subsequently become available through outstanding discovery or otherwise. 12 
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