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THE COWM SSI ON'S OPI NI ON AND ORDER OF DECEMBER 12, 1996
IN THE CI NCI NNATI GAS & ELECTRI C COVPANY' S GAS RATE CASE
CASE NO. 95-656-CGA-AIR

On January 8, 1996, The Cincinnati Gas & Electric Conpany (CGE or conpany)
filed an application to increase by $30, 603,875 the rates that it charges for gas service to
its jurisdictional customers.

The Conmi ssion has determned that CG&E is entitled to an increase of
$9, 260, 703, which represents an overall increase of 2.48 percent over current operating
revenues. For residential customers, the increase anbunts to approximately 2.36
percent. CG&E' s commercial and industrial general service rates would increase by
approximately 2.31 percent. For interruptible transportation custoners, rates would
i ncrease by approximately 5.41 percent.

In its opinion and order, the Conmi ssion established an overall rate of return of
9.67 percent, including a return on equity of 11.96 percent. 1In establishing this return on
equity, which is at the top of the staff's recommended range, the Comm ssion took into
account, anmpng other things, the conpany's efforts to reduce costs and increase
operating efficiency, the conpany's proposal to initiate gas transportation prograns for
smal | er customers, including residential customers, and CG&E' s pronpt response in
dealing with customer service conplaints raised at the local public hearings.

In the opinion and order, the Conmi ssion adopted the staff's recomendation to
reduce the amobunt of the conpany's request for rate base inclusion of costs associated
wi th the conputer database custoner service system due to significant delays and cost
overruns. The Conmi ssion al so reduced CG&E s working capital proposal to zero,
based on the staff's recomendati on. The Conmi ssion directed the conmpany to work
wi th i ndependent gas nmarketers to devel op nutually acceptable tariff arrangenents for
providing alternative gas supply choices for small custoners, including residential.
Wth respect to service conplaints raised during the | ocal hearings, the Comi ssion
directed the conpany to inplenent the proposals contained in a conpany report
regardi ng these issues, and directed the Conmission's staff to nonitor C&E s
progress in achieving the goals outlined in the conmpany's report.

This summary was prepared to provide a brief statenent of the Conmmi ssion's
action. It is not part of the Conmi ssion's decision and does not supersede the ful
text of the Conmi ssion's opinion and order.

BEFORE
THE PUBLI C UTI LI TIES COW SSION OF CHI O
In the Matter of the Application of The )

Cincinnati Gas & Electric Conpany for an
Increase in Its Rates for Gas Service to Al ) Case No. 95-656-CGA-AIR




Juri sdi ctional Customers. )
OPI Nl ON AND ORDER

The Conmi ssion, coming now to consider the application of The Cncinnati Gas &
El ectric Company to increase rates and charges pursuant to Section 4909. 18, Revised Code,
the Staff Report of Investigation, the exhibits and testinony introduced into evidence,
havi ng appointed its attorney exam ner to conduct the public evidentiary hearings and to
certify the record directly to the Conm ssion, and being fully advised of the facts and
i ssues, hereby issues its opinion and order.
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H STORY OF THE PROCEEDI NG

The Cincinnati Gas & Electric Conpany (C&E, conpany, or applicant) is an Ghio
corporation which renders gas or electric service to custoners in ten counties in
sout hwestern Chi 0. CG&E provides gas service to approxi mately 357,000 in eight counties.
C&E is a public utility and a natural gas conpany within the definitions of Sections
4905. 02 and 4905.03(A)(6), Revised Code, and, as such, is subject to the jurisdiction of this
Conmi ssi on pursuant to Sections 4905. 04, 4905.05, and 4905.06, Revised Code. C&E is a
subsidiary of Cinergy Corporation (Cinergy) pursuant to the 1994 nerger of CG&E and PSI
Resources, Inc. C®XE s present rates and charges for gas service were established by order
of this Commission in Cincinnati Gas & Electric Co., Case No. 92-1463-GA- AIR (August 26,
1993).

On Novenber 9, 1995, the applicant filed a notice of intent for an increase in rates for
gas service pursuant to Section 4909.18, Revised Code. The Comm ssion approved, by entry
dat ed Decenber 14, 1995, the requested test period beginning July 1, 1995 and

ending June 30, 1996, with a date certain of Septenmber 30, 1995. The conpany's application
to increase gas rates was filed on January 8, 1996 along with the standard filing re-

qui rements. By entry issued February 15, 1996, the Conmi ssion accepted the application

for filing as of January 8, 1996.

In accordance with the provisions of Section 4909.19, Revised Code, the staff of the
Conmi ssi on conducted an investigation of the matters set forth in the application and the
related filings. A witten report of the staff's investigation was filed on July 12, 1996 and
was served as provided by law. Objections to the Staff Report of Investigation (Staff Report
or Staff Ex. 1) were filed by the conpany and by intervenors Ofice of the Chio Consuners'
Counsel (OCC); Cincinnati Energy Consuners (CEC); the city of Cincinnati (Cty);
Sout hwestern Chio Intervention Coalition (SO C); the Home Buil ders Associ ation of
Greater Cincinnati and Ohio Vall ey Devel opment Council (Honme Builders); Stand Energy
Corporation (Stand); Man Valley Resources, Inc. (Mani Valley); GE Aircraft Engines
(GB); Enron Capital & Trade Resources (Enron); and AK Steel Conpany (AK Steel).
Intervenors Chio Council of Retail Merchants (OCRM and Enserch Energy Services filed
no objections. Stand, Manm Valley, and Enron jointly sponsored testinony as the
| ndependent Marketers Group (I MG or independent narketers). CEC and OCRM fil ed
joint briefs.

Pursuant to entry dated July 15, 1996, the public hearing in this proceeding com
nenced on August 26, 1996, at the offices of the Conmi ssion, 180 East Broad Street,
Col unbus, Ohio. The Col unbus hearing concluded on Cctober 8, 1996. Pursuant to entry
dat ed Septenmber 9, 1996, |ocal sessions of the hearing were conducted on Septenber 26,
1996 in Cncinnati and Fairfield, Ohio. The purpose of the | ocal hearings was to provide
menbers of the public affected by this application the opportunity to present statenents
concerning the proposed rate increase. Notice of the application and of the local public
heari ngs were published by the conpany in accordance with Sections 4909.19 and 4903. 083,
Revi sed Code. Posthearing briefs and replies were subnmtted on Cctober 21 and Cct ober
28, 1996. In the July 15, 1996 entry, the parties were instructed to address their objections t
the Staff Report in their initial briefs. Any objection that was not discussed was to be
deened wi thdrawn. The attorney exam ner has certified the recorded transcript of the
proceedi ng and the exhibits admtted into evidence to the Conmission for its consideration

COW SSI ON REVI EW AND DI SCUSSI ON:

Case No. 95-656-GA-AIR is before the Comm ssion upon the application of C&E
pursuant to Section 4909.18, Revised Code, for authority to increase rates and charges for
gas service to jurisdictional custoners. The conpany alleges that its existing gas base rates
are insufficient to provide it reasonabl e conmpensation for the service rendered. C&E seeks
Conmi ssi on approval of base rate schedul es which would yield $30, 603,875 in additiona
gross annual base rate revenue, which represents an increase of 8.92 percent over current
operating revenue (Staff Ex. 1, Sched. A-1).

RATE BASE

Cust omer Service System




In 1978, and again in 1983, C&XE s mmnagenent undertook an investigation of the
costs and benefits of replacing its existing customer billing system and customner
i nfornation service order system which had been in place for approximtely 20 years. Both
st udi es showed benefits outwei ghing costs for replacenent of the systemand it was
determ ned by the conpany that a new custonmer service system (CSS) was necessary to
support C&E' s customer service obligations into the future. |n June 1987, the CSS project
conmenced devel opnent with an initial target date for inplenentation of July 1990. |In late
1989, the target date was revised to July 1991 due to software design and devel opnent
requi renents. The project was expensed by C&E through the end of 1989 at a cost of $17.7
mllion (Staff Ex. 1, at 75-77).

In early 1990, the conpany requested, and received, approval to capitalize CSS
expenses with projected costs of $24 million and tangi ble benefits of $13.5 mllion
Cncinnati Gas & Electric Co., Case No. 90-277-GE-AAM (April 5, 1990). Delays in the project
were experienced in late 1990 and, by July 1991, with project costs already havi ng exceeded
the $24 mllion budget (Co. Ex. 37, RAL-6), CG&E s nmnagenent term nated interna
devel opnent of the CSS project and retai ned two outside consultants, Andersen Consulting
(Andersen) and Computer Science Corporation (CSC), to evaluate the viability of
conpleting the project (lId. at 77). Both consultants recommended conpl etion and, in
Cct ober 1991, the conpany hired CSC to conplete the CSS for a flat fee of $14,875,000 (plus
a contingency maxi mum of $1.25 million). The project was finally conpleted in July 1993 at
a total cost of $80 mllion, with a capitalized cost of $62.3 million. C&E i s now seeking
recovery of the gas operation's allocable portion of the costs (1d.).

Based on the conpany's m ssed deadlines and cost overruns, the staff concluded that
C&E m snmanaged the CSS project. Staff witness Rack testified that, in addition to m ssing
deadl i nes and exceedi ng costs, CG&E mi smanaged the CSS project by failing to sign
contractors to contracts with specified deadlines, by choosing a custon zed DB2 system
wi t hout adequate investigation, by investing in a systemwhere costs exceeded tangible
benefits, and by failing to maintain an adequate audit trail with regard to costs and
deadlines (Staff Ex. 1, at 81; Staff Ex. 12, at 3). M. Rack stated that, at the time of their
respective reviews of the CSS project, both Andersen and CSC found the CSS to be
approxi mately 50 percent conplete. Based on that estimate, the staff determined that the
cost-to-go should represent 50 percent of the total cost of the CSS. Accordingly, the staff
recommended that recovery of CSS expenses be based on the anpunt paid to CSC for
conpl eting the remaining 50 percent of the project ($14.875 nmillion x 2 = $29.75 mllion).
Based on the staff's analysis, the Chio jurisdictional share of the CSS project would be
$25.677 mllion, of which $9.348 mllion would be allocable to C&E s gas operations for
pur poses of calculating the revenue requirenent in this case (Staff Ex. 1, at 81-82; Staff Ex.
12, at 7).

OCC, CEC, and the City objected to the staff's all owance of any costs associated with
the CSS project based on their allegations that CGE m snmanaged the project. These
i ntervenors argue that no CSS costs should be recognized in this case because the company
failed to justify any amount of the costs as being prudently incurred. According to OCC,
the staff's doubling of the CSC contract anbunt gives undue recognition to costs incurred
prior to retention of CSC, which costs were not shown by the conpany to be reasonabl e.
OCC al so contends that, if the Conm ssion adopts the staff's recommendation, the
anortization period for the CSS should be 15 years, rather than the 10 years proposed by
the staff, to recogni ze the expected useful life of the system.

The conpany contends that the devel opnent of its custoner service system was
reasonably and prudently managed. Conpany witness Dick testified that the decision to
use DB2 technol ogy was reasonable at the tinme because it provided C&E with greater
flexibility to enhance the systemrather than having to replace the systemwithin a few years
(Co. Ex. 15, at 4-6). M. Dick also stated that the custom system devel oped by the conpany
was conparable to those being installed by other major utilities at the tinme, due to the | ack
of commrercially avail able software packages (Id. at 6). M. Dick indicated that custoner
i nformati on systems (CIS) simlar to CGE s CSS have normally taken six to eight years
(750 to 1,000 work years) to conplete. Because C&XE s systemwas inplenmented in six
years, with approxi mately 600 work years, M. Dick concluded that the CSS project was
conpleted in a reasonable period of tine. He stated that the $80 million cost of the project
was well with the $75 to $100 mllion range of other custom Cl'S projects with which he was
famliar (ld. at 6-7).

C&E al so argues that no | egal basis exists for disallow ng the CSS costs proposed
by the staff. The conpany clains that, despite argunents raised by the staff and OCC,




Section 4909. 154, Revi sed Code, does not permt the Conmission to disallowinclusion of
used and useful plant (the CSS) in rate base. Section 4909. 154, Revised Code, states:

In fixing just, reasonable, and conpensatory rates, joint rates,
tolls, classifications, charges, or rentals to be observed and
charged for services by any public utility, the public utilities
conmi ssion shall consider the nanagenent policies, practices,
and organi zation of the public utility. The conmm ssion shal
require such public utility to supply information regarding its
managenent policies, practices, and organi zation.

If the commission finds after a hearing that the managenent
policies, practices, or organization of the public utility are
i nadequate, inefficient, or inproper, the conmi ssion nay
recormend nanagenent policies, nmanagenent practices, or an
organi zational structure to the public utility.

In any event, the public utilities shall not allow such operating
and nmai ntenance expenses of a public utility as are incurred by
the utility through management policies or adninistrative
practices that the conm ssion considers inprudent.

The conpany argues that the Conmi ssion may disallow only operating and nai nt enance

(&M expenses under this provision, and then only to the extent that the Comm ssion
finds that the conpany's managenent practices were inprudent. CG&E contends that the
staff nade no finding of inprudence but, instead, found only that the conpany had

"m smanaged" the CSS project (Staff Ex. 1, at 81; Staff Ex. 12, at 7; Tr. XV, 49-54).
Accordingly, C&E clainms that the record in this proceedi ng does not support a finding of
management i nmprudence and the Comm ssion nust, therefore, reject the staff's proposed
exclusion of a portion of the CSS costs.

We di sagree with CGE s argument that the record does not support a finding that
at least part of the costs incurred for devel oping the CSS should be disallowed. The staff's
i nvestigation, as described in the Staff Report and M. Rack's testinony, clearly indicates
that the conpany's continued unsuccessful efforts to conplete the CSS project with in-house
personnel contributed significantly to delays and cost overruns. For exanple, the conpany
originally projected an inplenentation date of July 1990 but, due to software and other
probl ems, the conpletion date was revised to July 1991 (Staff Ex. 1, at 76). During 1991
addi ti onal software devel opment problens occurred. The CSS project |eaders were
representing to C&E s nanagenent as |ate as June 1991 that the project was only two
nont hs behi nd schedul e and shoul d be conpl eted by Septenber 1991. By July 1991, it
becanme apparent that the entire project needed to be reevaluated. C&E' s nanagenent
was then forced to retain outside consultants to evaluate the CSS and, in Novenber 1991
hired CSCto finish the project. The CSS was finally inplenented in July 1993, three years
after the original due date for the project (Id. at 75-76; Staff Ex. 12, at 3).

In addition, the delays in CSS devel opnent caused substantial cost overruns for the
project. As described by the staff, CGE budgeted $24 nillion (capitalized) for the project
in the 1990 AAMfiling (on top of the $17 mllion previously expensed from 1987). By
Decenber 1991, the capitalized costs had already exceeded $34 mllion, causing the
conpany to revise its capitalized budget for CSS to nore than $52 mllion (Co. Ex. 37,
Sched. RAL-6). Moreover, the conpany's final report on the CSS in February 1995
identified tangible benefits of $2 million for the first year of operation. Anortized over 10
years, the tangible benefits would be valued at only $20 nmillion (Staff Ex. 1, at 77; Staff Ex.
12, at 5-6). Conparing the total capitalized cost of $62.3 mllion to the quantified benefits
a further indicator that the conpany's decision nmaking was unreasonabl e.

C&E argues that Section 4909. 154, Revi sed Code, does not pernit the Commi ssion
to disallow fromrate base any portion of capital assets. The conpany clains that the statute
grants the Comm ssion authority only to disallow inprudently incurred O&M
expenditures. CG&E cites our recent Centerior decision to support its contention that the
Conmi ssi on has recogni zed the distinction between capital costs and O&M cost
di sal | ownances. Tol edo Edi son Co. and C eveland Electric Illum nating Co., Case No.
95-299-EL-AIR et al. (April 11, 1996) (hereinafter referred to as Centerior). CG&E s reliance
on the Centerior decision is msplaced. Although the Conmission cited to its authority to
di sall ow i nprudently incurred O%M expenses, the opinion and order also indicated that
Section 4909. 154, Revi sed Code, does not require us to find that "inprudent costs nust be




included in rate base". |Id. at 43. Rather, as was pointed out in the Centerior order, the
Conmi ssion's authority to disallowinprudent assets has | ong been recogni zed as an

i nherent conponent of the used and useful criteria enbodied in Section 4909.15, Revised
Code, was a recogni zed principle when Section 4909. 154, Revised Code, was enacted, and is
consistent with |ong-standing precedent of this Comm ssion and of comm ssions

t hroughout the country. See, e.g., Investigation of Perry Nuclear Power Plant, Case No.
85-521-EL-CA (January 12, 1988); Duquesne Light Conmpany v. Barasch, 488 U.S. 299 (1989).

G ven the evidence of record, we nust determ ne the appropriate allowance for the
costs incurred for the CSS project. OCC proposes a total disallowance of the CSS costs
while the staff recommends a partial disallowance based on the fixed contract amount for
CSC to conplete the project. No party disputes that the CSS has been operating since July
1993 and, as such, we do not believe that OCC s position is a reasonable renedy. W
believe that the staff's recomrendati on reasonably quantifies an appropriate allowance for
the costs incurred for the CSS. The staff's doubling of the CSC contract ($14.875 mllion x 2
= $29.750 mllion) recogni zes that the project was estimated to have been 50 percent
conpleted at the time CSC took over the project in Novenber 1991 (Staff Ex. 1, at 81).
Al t hough the conpany clainms that the project was nore than 50 percent conplete at that
time (Co. Ex. 15, at 8-9), Andersen Consulting offered its opinion in October 1991 that
"approxi mately 50% of work has been conpleted to date" (OCC Ex. 14, at 21). W concur
with the staff that, based on this independent assessnment of the status of the project, it was
reasonable to use the fixed fee portion of the CSC contract as the basis for estimating the
proper allowance for the entire project. Accordingly, we will adopt the staff's
recomendation to allow the Chio gas jurisdictional portion of the project costs ($9.348
mllion) inrate base in this proceeding. W reject OCC s argunent for a 15-year
anortization. As the staff pointed out, the tine period for anortization of the CSS was
est abl i shed by Conmi ssion entry and is reasonble conpared to other conputer systens
(Staff Ex. 6, at 21). Therefore, we believe the staff's 10-year anortization is appropriate.

When the Conmi ssion determi nes prudence it presunes that the decisions of the
utility are prudent under the circunstances existing at the tine the decision was nade.
Hi ndsight is not a factor in deternining prudence, however, a prudence determination is
made in a retrospective factual inquiry. Perry, Case No. 85-521-EL-CA (January 12, 1988)
at 10-11. The facts in this case present the Conmi ssion with such a factual inquiry. The
Conmi ssion finds that C&E failed to sustain its burden of showing that $62.3 mllion
shoul d be found to be part of the reasonable original cost of the CSS asset. Based on the
evi dence of record in this proceeding, the Commission finds that $32.55 nillion of the cost
of CSS is not reasonabl e under Sections 4909.05(E) and 4909. 15, Revised Code. Because
these costs are not eligible for rate base recognition in this case, the regulatory accounts and
records of CGRE should be restated to reflect the appropriate value of the CSS asset. As
previously noted, the reasonable original cost of CSS jurisdictional to the conpany's gas
operation is $9.348 mllion

As di scussed above, lengthy delays contributed significantly to the cost overruns
experienced in developing the CSS. As detailed in the Staff Report and staff testinony,
C&E invested in a systemwhere costs greatly exceeded benefits (Staff Ex. 1, at 77-81; Staff
Ex. 12). Gven the factors descri bed above, it is unreasonable to expect that significant
portion of the CSS costs would be recoverable fromratepayers. Mreover, as indicated by
the staff, the conpany identified only $20 million in tangible benefits associated with the
CSS project (ld. at 79). Accordingly, the staff's reconmendation to allow $29.75 mllion
($9.348 million for the Chio jurisdictional gas portion of the project) as an estimte of the
reasonabl e cost of the CSS is appropriate.

Wor ki ng Capi t al

As set forth in the Staff Report, working capital is generally defined as the average
amount of capital provided by investors in the conpany, over and above investnents in
pl ant and other rate base itens, to bridge the gap between the tinme expenditures are
required to provide service and the time collections are received for the service (Staff Ex. 1,
at 7). Section 4909.15(A) (1), Revised Code, provides in relevant part that the Conmi ssion
shal | determ ne

The valuation as of the date certain of the property of the public
utility used and useful in rendering the public utility service for
which rates are to be fixed and deternmi ned. The valuation so
determ ned shall be the total value as set forth in division (J) of
Section 4909. 05 of the Revised Code, and a reasonabl e all owance




for materials and supplies and cash working capital, as
determ ned by the public utilities conmm ssion

Consistent with prior cases, the staff calculated its total working capital recom
nendat i on based on a formula consisting of several conponents. The fornula contains a
revenue | ag and an expense |ag based on ratios derived froma lead/lag study, an

al  owance for gas enricher liquids, an allowance for materials and supplies, an allowance for
gas stored underground, and an all owance for Percentage of |ncone Paynent Plan (Pl PP)
uncol l ectibles (Staff Ex. 1, at 7 and Sched. B-5). The cash conmponent of the staff's formula
was derived fromthe | ead/lag study submitted by the conpany in a prior gas rate case
(90-390-CGA-AIR). Based on application of this formula, the staff found a negative working
capital requirenent of $9,784,739 (1d.). In accordance with prior Comm ssion orders and

Chi o Supreme Court precedent, the staff recommended a zero working capital allowance.

See, Cincinnati Gas & Electric Co. v. Pub. Uil. Conm, 67 Chio St. 3d 517 (1993); Consuners
Counsel v. Pub Util. Comm, 32 Ohio St. 3d 263 (1987); Cincinnati Bell Tel ephone Co., Case No.
84-1272-TP- Al R (Cct ober 29, 1985).

Al t hough the company objected to the staff's zero working capital recommendation
it did not raise the issue on brief. No other party opposed the staff's working capita
recomendati on. The conpany did argue on brief that the staff's calculation of revenue | ag
days was understated because it failed to consider the effect of cycle-billing (Co. Ex. 23, at
2). Staff witness Kotting disagreed with the conpany's contention. He indicated that,
al t hough C&E may close its books on a nonthly cal endar basis, expenses are incurred
continuously (Staff Ex. 6, at 7-8). W agree with the staff that expenses are incurred on a
continual basis and there is no reason to recognize an additional 15 days |lag for revenue
related to cycle-billing. Accordingly, we will adopt the staff's cal culation of zero working
capital for purposes of this proceeding.

Qut st andi ng Cust oner Refunds

OCC contends that rate base should be offset by noninvestor supplied funds rel ated
to outstandi ng customer refunds. OCC witness Hi nes stated that a 13 nonth average
bal ance in the company's Account 253.56 ($87,746) should be used to reduce CXRE s rate
base because such funds represent cash available for use by the conpany that is not
supplied by shareholders (OCC Ex. 1, at 3-4). Staff witness Kotting testified that Account
253.56 is, in effect, a holding account which tracks custonmer refund checks that have been
sent but have not yet cleared the bank (Staff Ex. 6, at 22). M. Kotting indicated that the
staff does not usually attenpt to capture check clearing lags due to the difficulty in
estimating the effect of such lags on both the revenue and expense sides (1d.).

We agree with the staff that no adjustnment should be nmade for custoner refunds that
have been sent but have not cleared the bank. As noted by M. Kotting, these funds
represent checks that have been witten and are not available for investnent by the
conpany (ld. at 23). OCC s objection is overrul ed.

Sal e of Accounts Receivabl e

In February 1996, Cinergy entered into an agreenent to sell $237 nmillion of accounts
recei vabl e, thus accelerating C&E' s collection of its accounts receivable. The staff excluded
the portion of these sales attributable to the conpany's gas revenues fromthe cal cul ati on of
the working capital allowance (Staff Ex. 1, at 8). OCC and the City objected to the staff's
cal cul ation of the gas allocation ratio used to determ ne the adjustnment for the accounts
recei vabl e sale by C&&E (OCC Ex. 1, at 5-6; City Ex. 9, at 15-17). According to OCC wi tness
Hines and City witness Hi xon, the staff inadvertently used only a portion of gas revenues in
al l ocating the accounts receivable sale (1d.). Staff witness Kotting agreed that the gas
al l ocation ratio should have been cal cul ated by dividing the total gas operating revenues by
the sum of the total gas and electric operating revenues, resulting in a ratio of .1940 (Staff
Ex. 6, at 23; Revised Sched. B-5.1). Although this adjustrment would further increase the
negative working capital calculation, it would have no revenue effect given the staff's zero
wor ki ng capital recommendation. Use of the .1940 allocation ratio would, however, slightly
| ower the expense adjustnment shown on Staff Schedule C-3.19 (by approxi mately $364, 000).

In his rebuttal testinobny, conpany w tness Lonneman cl aimed that the .1940 percent
rati o was inappropri ate because not all of the accounts receivable are included in the
accounts receivable subject to sales. M. Lonnenan testified that PIPP revenue, sales to




other utilities, interdepartnental sales, interdepartmental rents, and other revenues are not
i ncluded (Co. Ex. 37, at 9). The conpany proposes that the Conmi ssion use a ratio of .2213
for purposes of calculating the accounts receivable sale (1d., RAL-7).

Al t hough we recognize M. Lonneman's assertions in his rebuttal testinony, we
agree with the staff that the appropriate ratio for purposes of this case is .1940 percent.
Havi ng revi ewed the accounts receivabl e sales agreenent (Co. Ex. 39), it is unclear from
t hat docunent exactly what accounts receivable are not subject to sale. Even M. Lonnenman
was not famliar with the specifics of the agreenent but relied primarily on the
representati ons of other conpany enployees (Tr. XXV, 196-197). W do not believe that
C&E has adequately expl ai ned which types of accounts are excluded fromthe agreenent
and what specific costs are associated with those exclusions. The conpany did not sustain
its burden of proof on this issue and we will, therefore, adopt the staff's revised
recomendation as set forth in M. Kotting's testinony and Revised Schedul es B-5.1 and
C 3.19.

Def erred Taxes
Wor kf or ce Reducti on Costs

In the Staff Report, the staff included a deferred tax bal ance related to workforce
reduction costs (Staff Ex. 1, at 134). The staff agreed with an objection raised by C&E that,
because the staff excluded costs associated with the workforce reduction, the deferred taxes
for that itemnust also be removed (Staff Ex. 5, at 6; Co. Ex. 23, at 19). The staff's revised
position to elimnate the workforce reduction deferred taxes is reasonable and will be
adopt ed.

Truck Stock

C&XE objected to the staff's elimnation of $76,213 in deferred inconme taxes rel ated
to truck stock. The conpany clains that inclusion of deferred taxes for inventory on its
service trucks is appropriate because the conpany was required to inventory the supplies
on its trucks and a current expense item was disallowed for incone tax purposes (Co. Ex.

23, at 18).

The staff elimnated the tax because there was no current reconciling itemon
Schedul e C-4.1 and the Conmi ssion has not authorized the itemfor normalization (Staff Ex.
5, at 6). Staff witness Street stated that since the truck stock deferred incone tax bal ance
neets neither of these requirements, and based on the staff's exclusion fromrate base of this
itemin C&E s |ast gas rate case (92-1463-GA-AIR), the deferred taxes were properly
elimnated (1d.).

As the company points out on brief, it is sinply a matter of tinmng that no reconciling
itemwas included on Schedule C-4.1. Because service truck inventory is relatively stable, a
"Schedul e M' reconciling adjustment woul d not be created each year and the creation of
such a schedul e is unnecessary. Moreover, we agree with the conpany's argunent that it
has previously received permission to normalize its tax book tinmng difference and there is
no requirenent that each timng difference be authorized before nornalization can be
utilized. CG&E' s objection on this issue is sustained and the truck stock deferred tax
renoved by the staff should, therefore, be added back to the conpany's rate base for
pur poses of this proceeding.

Def erred Pensi on Cost

The City objected to the staff's failure to elimnate from Schedule B-6 of the Staff
Report the deferred income tax bal ance related to deferred pension costs in Account 190-40
(City Ex. 9, at 4-5). City witness Hixon clains that the staff sinply accepted the company's
date certain balance for Account 190-40 and included a $3,516, 334 rate base addition on
Schedule B-6 for this ambunt. According to Ms. Hixon, the $3,516,334 rate base addition for
this account should be elimnated because the conpany and the staff

have not reflected a rate base deduction for the accrued pension liability related to deferred
taxes in Account 190-40, and the conpany did not provide the amunt of this bal ance that
was al |l ocable to gas operations (ld.).




The staff responded that the deferred incone tax bal ance on Schedule B-6 of the Staff
Report associated with deferred pension cost is a net bal ance of pension contributions
(which is a deduction for tax purposes) and accrued pension expense (which is a book
expense). Staff witness Street testified that the deferred tax bal ance was nornalized and, in
this case, the net balance resulted in an addition to rate base because accrued pension
expense was greater than pension contributions (Staff Ex. 5, at 6-7).

We agree with the staff that the normalized net bal ance of the accrued pension
expense and pension contributions was properly treated as an addition to rate base. There
is no evidence that suggests this itemwas not properly considered by the staff, other than
the City's allegation that the conmpany failed to provide through discovery a requested
al l ocation of gas operations. The City's objection on this issue is overrul ed.

PI PP Uncol | ecti bl es

The City also objected to the staff's elimination of accurul ated deferred inconme taxes
related to PIPP uncollectibles (on Schedule B-6) while, at the sane tine, recognizing
deferred PIPP uncollectibles as an addition to rate base on Schedule B-5 (City Ex. 9, at 5).
City witness Hi xon stated that, since PIPP uncollectibles were included in the determ nation
of working capital on Schedule B-5, deferred taxes consistent with that PIPP uncollectibles
bal ance shoul d be reflected as a deduction to rate base (1d.).

Staff witness Hess testified that it was the staff's objective to provide the conpany an
opportunity to recover PIPP uncollectible costs not included in C&E s current PIPP
surcharge rider (Staff Ex. 9, at 2). M. Hess indicated that, if a certain fund is to be deduct
fromrate base, it nust be contributed froma noninvestor source, it must be constant with
reasonabl e certainty, and nust be available for investnent. According to M. Hess, the staff
has not, historically, recognized the tax advantage that would create the tax deferred credit
bal ance offset to the deferred expense and he could not, therefore, assune that it is a
noni nvestor source of funds (ld. at 3; Tr. XII, 141). M. Hess concluded that, because the
deferred tax credit is a noninvestor source, he does not believe that the deferred PIPP
al  owance in working capital should be net of tax (1d.).

We agree with the staff's treatnment of the deferred tax associated with Pl PP uncol -
lectibles. As noted by M. Hess, the staff did adjust test year operating revenues on
Schedule 3.1 in calculating uncollectible and Chio gross receipts tax expenses on PIPP
surcharge revenues (ld. at 2). The entire adjusted operating revenue anount was used by
the staff for calculating these amobunts and the PI PP surcharge revenues were offset to
renove any renmining effects on the revenue requirenent (Id. at 3). As M. Hess points out,
using this ampunt to further reduce gross receipts taxable revenue, as advocated by the
Cty, would deny the conpany any opportunity to recover gross receipts taxes on Pl PP
surcharge revenues. For these reasons, the City's objection is overrul ed.

Cust omer Service System

C&E objected to the staff's reduction to rate base of $3,730,425 for deferred i ncone
taxes related to the conpany's CSS. Conmpany w tness Lonnenan stated that the staff
i mproperly used the total deferred tax amount associated with the CSS as a rate base
reduction (Co. Ex. 23, at 9). M. Lonneman clainms that the reduction to rate base shoul d,
i nstead, be only $45,260 to recogni ze that C&E was deducting deferred tax bal ances for
i ncome tax purposes during the period of tine the CSS was bei ng devel oped (1d.).

Staff witness Street agreed that the staff had erred by reducing rate base by the
amount contained in the Staff Report. However, M. Street disagreed with M. Lonneman's
revi sed cal cul ati on of the appropriate rate base reduction for CSS deferred taxes (Staff Ex. 5,
at 3-4). According to M. Street, the proper rate base reduction should be $1, 369,836 in
order to reflect deferred taxes associated only with the portion of the costs paid to CSC for
conpl eting the project (1d.).

We agree with the staff's revision of this item Consistent with our decision to limt
inclusion in rate base of only a portion of the CSS costs, the deferred taxes associated with
CSS shoul d be reduced proportionally. As indicated by staff witness Street, the $45, 260
amount advocated by M. Lonnenman would only be appropriate if CSS were treated as a
first-time normalization (Staff Ex. 5, at 4). Since the CSSis a plant addition, a first-tine
normal i zati on woul d not be appropriate because additions and retirenents are continually
occurring. The staff's revised recommendation for treatnent of CSS deferred taxes, as set




forth in staff witness Street's testinmony, shall be adopted.
Rat e Base Sumary:

Consi stent with the foregoi ng di scussion, the Conmi ssion finds the jurisdictiona
rate base, as of the date certain of Septenber 30, 1995, to be as foll ows:

Jurisdictional Rate Base
(000's Onitted)

Pl ant I n Service $566, 910
Less: Depreciation Reserve (159, 421)
Net Plant In Service $407, 489
Plus: CWP 0

Wor ki ng Capi t al 0
Less: G her ltens 42,673
Jurisdictional Rate Base $364, 816

OPERATI NG | NCOVE
Transportati on Revenues

The conpany points out on brief that the staff agreed with conpany w tness
Lonnenan that transportation rates used on Schedule C-3.4 of the Staff Report were
incorrect (Co. Ex. 23, at 11). Staff witness Shehata conceded that the AK Steel rate is actual
$.24 Mcf and the Ford contract rate is $.23 Mf (Staff Ex. 7, at 3-4). M. Shehata nade an
adjustment to test year revenues consistent with these corrections (1d.). The staff's revised
transportati on revenues shall be adopted.

Uni on Light Heat & Power

C&&E provides transportation service for two other public utilities, Oxford Natura
Gas Company (Oxford) and Union Light Heat & Power (ULH&P). Oxford is an Ohio | ocal
di stribution conpany (LDC) while ULH&P is a subsidiary of C&E that operates in
Kentucky (Staff Ex. 1, at 39). The staff is concerned that C&E s custoners not contribute to
the cost of serving other LDCs' custoners. The staff points out that the Oxford contract
with CE&E was revised in 1994 (Case No. 94-796- GA- AEC) but the ULH&P arrangenent
has remai ned unchanged since CGE s |last rate case (ld. at 40). The staff indicates that
C&E' s custoners are contributing to the support of service provided to ULH&P because
revenue earned by CGRE is recorded as revenue while charges assessed by ULH&P are
i ncluded in the GCR cal culation. The staff recomends that, follow ng the issuance of this
order, CGEE be required to credit the GCR on a quarterly basis with the difference between
the rate charged by ULH&P and that charged by CGE to ULH&P ($0. 0393 MCF) until new
i nterchange agreements are negotiated in accordance with the staff's policy (1d.).

OCC supports the staff's recommendation to require a quarterly credit to the GCR
According to OCC witness Yankel, C&&E s failure to nake an adjustnent violates the
stipulation in its last rate case wherein the signatory parties agreed that the company and
the staff would work to explore a reasonabl e neans of treating revenues and costs
associ ated with the CGE/ ULH&P transportation arrangenents (OCC. Ex. 5, at 33). See,
Cincinnati Gas & Electric Co., Case No. 92-1463-GA-AIR et al. (August 26, 1993), Stipulation
at 4. OCC argues that, while it supports the staff's recomendati on, the appropriate
calculation of the differential between the rate charged by ULH&P and the rate charged to
ULH&P shoul d be based on the conpany's current firmtransportation rate (OCC Ex. 5, at
36) .

C&E contends that the Conmmi ssion is preenpted from adopting the staff's
recomendat i on because the rates charged for transportai on between CGE and ULH&P
have been approved by the Federal Energy Regul atory Conmission (FERC). G ncinnati Gas
& Electric Co., 31 FERC 62,384 (1985); Union Light Heat & Power Co. and Col unbia Gas
Transm ssion Corp., 47 FPC 325 (1972). According to the conpany, the staff's
recomendation would illegally "trap" costs by preventing the whol esaler (ULH&P) from
recovering the costs authorized by the FERC-approved rate. CG&E argues that such
trapping of costs is prohibited under United States Supreme Court precedent. M ssissipp
Power & Light Co. v. Mssissippi, 487 U S. 354 (1988), citing Nantahal a Power & Light Co. v.
Thornburg, 476 U.S. 953 (1986). 1In addition, the conpany clains that the staff has failed to




recogni ze the difference in types of service rendered by C&E to ULH&P. Conpany

wi t ness Lonnenan testified that the service provided by C&&E to ULH&P is "di spl acenment
service" - where "an actual flow of gas does not take place but a 'paper' flow occurs"” -
conpared to the full service provided by the conpany to its own transportati on custoners
(Co. Ex. 37, at 5). The conpany argues that the ULH&P rate to C&E is a FERC-approved
cost of service rate based upon specific facilities used for providing the service. The
conpany contends, therefore, that any change in these interutility rates nust be approved
by the FERC and the Comm ssion is preenpted from adopting the staff's recommendati on

We agree with the staff that a revenue adjustment is appropriate in this case to
recogni ze the differential between the rate for service provided pursuant to the
C&E/ ULH&P transportati on arrangenents. As pointed out by OCC, the conpany failed
to actively pursue a resolution of this issue pursuant to the stipulation in the conpany's | ast
rate case. The stipulation in that case specifically provided that the conpany and staff
woul d "neet promptly" to, anmong other things, develop a "reasonabl e and appropriate
Oni o ratenmaking treatnment of the costs incurred and revenues received by the Conpany for
transportation service rendered to The Union Light, Heat and Power Conpany". Ci ncinnat
Gas & Electric Co., supra, Stipulation at 4. The Conmission's adoption of this stipulation
nore than three years ago contenplated that an equitable solution would be achieved to a
probl emthat even the conpany agreed needed to be addressed. Despite this provision in
the stipulation, no subsequent agreenent was reached. Staff w tness Eggleton stated that,
when he was contacted nmore than a year ago by the conpany, he recomrended to M.
Moel l er that the CG&E/ ULH&P rate be renegotiated to elimnate the subsidy by C&E (Tr.
XXI'll, 61). M. Eggleton testified that the conpany, instead, proceeded to renew the
agreement with a rate based on a cost of service calculated in 1983 (1d. at 61-62).

We do not believe that preenption is an issue since we are not changi ng the FERC
approved rate but merely protecting Ohio jurisdictional ratepayers fromthe effects of the
FERC rate that results in a subsidization of ULH&P. Such state ratemaking authority is
clearly permssible and not preenpted by the Natural Gas Act. The conpany's argunent
cites cases involving the Federal Power Act and ignores the exenption for whol esal e
transactions of this kind that is explicitly stated in the Natural Gas Act. 15 U S.C. 8717(c).
C&E is a natural gas conmpany under the Commission's jurisdiction. Sections 4905.02,

4905. 03(A) (6), 4905.04, 4905.05, and 4905.06, Revised Code. By virtue of the arrangenments
bet ween C&E and ULH&P, CGRE receives gas from ULH&P for the use of its retai

custoners in the state of Chio. The subsidy created by the CGE ULH&P transportation
arrangenents is a matter of local concern and, thus, is within the jurisdiction of the
Conmi ssion. G ven these circunstances, the United States Supreme Court has recognized

t hat where Congress has explicitly excepted whol esal e transactions from regul ati on by

FERC, the states have the right to address issues related to these transactions. Nantahal a
Power and Light Co. v. Thornburg, 476 U. S. 953, 966 (1986). The Natural Gas Act clearly
contenpl ates state ratemaki ng authority to protect consuners notw thstandi ng FERC
jurisdiction.

W al so believe that, under the terms of the stipulation, C&&E had a duty to
negotiate in good faith with respect to resolving this issue and its failure to do so gives us
no choice but to inpose a reasonable renedy for reconciling the discrepancy recognized in
the last rate case. W have considered OCC s proposed adjustnent that the differentia
shoul d be based on the conpany's current FT rate. Based on the record evidence, however,
we believe the staff's recomrendation fairly elinmnates the differential between the rate for
service provided by C&RE to ULH& with the rate for service provided to C&E by
ULH&P. As explained in the Staff Report, a revenue adjustnent of $188,385 results fromits
recommendation. |In addition, the conpany should begin to credit the GCR on a quarterly
basi s consistent with the staff's recommendation, until the agreenents are renegotiated in
accordance with the policy set forth in the Staff Report.

For ecast ed Revenues and Customer Numbers

OCC argued that the staff erred by using C&E s 1995 | ong-term forecast report
(LTFR) as the basis for determ ning test year base revenues because the data contained in
the LTFR was based on 1993 revenues and was, therefore, stale and inaccurate (OCC Ex. 5,
at 6). OCC witness Yankel also clains that the 1995 LTFR understates the actual nunber of
residential customers during the test year, thus reducing test year revenues attributable to
C&E' s gas operations (ld. at 11-12).

Staff witness Shehata testified that the staff utilized the gas volumes and customer
nunbers contained in the 1995 LTFR for the forecasted nine nonths of the test year




(Cct ober 1995 through June 1996) because the report represented the |atest known

i nformational filing, the LTFR served as the basis for the conpany's 1996 operating budget,
and the LTFR had been approved by the Commission in April 1996 (Staff Ex. 7, at 4-5).
Cincinnati Gas & Electric Co., Case No. 95-118-GA-FOR, et al. (April 4, 1996). Although M.
Shehat a expressed reservations with OCC s proposal to use actual anmounts (due to his
concern that actual figures would not accurately reflect weather normalization), the staff
accepted OCC s recomendati on with nodifications that excluded gas cost revenue,

el i m nat ed non-GCR recovery purchased gas cost revenues for interdepartnental and
interruptible transportation (IT) custoners, and weather normalized the data (l1d. at 6-7).

The staff disagreed with OCC s proposal to increase base revenues to reflect "known"
nunbers of residential custoners. M. Shehata stated that OCC s proposed adjustnent is
based on historic trends to estimate the nunber of custoners, with a percentage custoner
i ncrease used to calculate increased revenues (ld. at 8-9). Therefore, the staff contends that
OCC s proposed revenues are not truly known (Id.).

We agree with the staff that base revenue | evels advocated by M. Yankel nust be
nodified to refl ect weather normalization (OCC Ex. 5, at 15-17; Staff Ex. 7, at 7-9). W
beli eve the revenue figures set forth in M. Shehata's testinony properly recognize the
normal i zed vol unes and shoul d be used as the basis for determ ning the revenues in this
proceeding. W also agree with the staff that OCC s proposal to adjust residential custoner
| evel s should be rejected. As staff w tness Shehata points out, OCC s is an estimate based on
trends and, as such, the revenues resulting fromOCC s analysis are not truly "known", as
OCC contends. OCC s objections are overrul ed.

Deferred Merger and Early Retirement Costs

C&E objected to the staff's exclusion fromtest year expenses the anortization of
deferred nerger costs. The conpany argues that this is its first rate case since the merger
with PSI, and the formation of Cinergy, in which C&E has had an opportunity to recover
expenses associ ated with achieving cost savings flowing fromthe nerger. Conpany
wi t ness Lonneman quantified test year benefits (primarily fromlabor savings) to C&E s
gas operations at $3,228,000 (Co. Ex. 22, at 21). M. Lonneman indicated that the costs (wth
a three-year anortization) for inplenenting an early retirenent package and other nerger
expenses were $2,022,917 (Id. at 22). The conpany clains that the order on remand in
C&E' s Case No. 91-410-EL-AIR specifically recognized that the nerger-related costs were
recoverable if the anortization period did not extend past January 1, 1999. Cincinnati Gas &
Electric Co., Case No. 91-410-EL-AIR, Order on Renmand (April 14, 1994). In that case, the
Conmi ssi on approved a stipulation which permtted CGE to retain all non-fuel savings
resulting fromthe nerger until 1999. The conpany was pernitted, pursuant to the terns of
the stipulation, to anortize costs, "for accounting purposes", related to acconplishing the
nerger over a five-year period, but not past January 1, 1999 (ld. at 2). The conpany argues
that, although the stipulation provides for anortization of the costs for accounting
pur poses, denial of rate recognition in this case would constitute an abuse of discretion
because the conpany woul d not have another opportunity to seek recovery of these costs in
rates.

The staff clains that the order on remand cited by the conpany addressed only
electric rate issues. Staff witness Kotting stated that the stipulation in that case does not
aut hori ze recovery of the merger cost deferrals in any rate proceeding. He pointed out that
anortization period runs for the sane period as the "stay out" period for electric rate
i ncreases, thus evidencing an intent to tie the deferrals only to the electric rates. M. Kott
i ndicated his belief that, as stated in the stipulation, the nerger costs were intended to be
of fset by savings in electric operations gained through the nerger (Staff Ex. 6, at 12). M.
Kotting further testified that C&G&E s attenpt to include costs associated with the conpany's
early retirenent program as nerger costs fails to recognize that CGE initiated a forner
early retirenent programprior to the nerger and the conpany has failed to show that such
costs should properly be included as nerger-related (Id. at 13-14).

The City supports the staff's exclusion of early retirenent and nmerger costs in this
proceeding. City witness Effron testified that, in addition to the reasons cited by the staff,
neither the early retirenment nor the nmerger-cost deferrals were approved by the Com
mssion (City Ex. 8, at 5). M. Effron stated that the "transaction costs" (investnent banking
fees, legal fees, consultant fees) relate solely to the change in ownership of C&E, not to the
operations of the operating conpany and, as such, should be treated as sharehol der costs.
According to M. Effron, other merger costs incurred to achieve savings should, in theory,
be recoverabl e by the conmpany, but only to the extent that those costs have not been offset




by savings prior to the tine that savings are reflected in the determi nation of rates (Id. at
6-7).

We agree with the staff and the City that the nmerger and early retirenent costs
shoul d not be included as test year expenses in this case. W agree with the City's view that
costs incurred by C&E to effect nerger-rel ated savings should only be recoverable to the
extent that such costs have not already been offset by savings realized as a result of the
nerger two years ago. As illustrated in M. Effron's testinony, the conpany is seeking to
anortize $4.3 mllion over three years for nmerger and early retirenent expenses, and is
clai m ng annual savings of $3.1 mllion (Cty Ex. 8 at 9-10). Therefore, in the two years
since the nerger, the total savings (not reflected in current rates) are in excess of $6 mllion
while the deferred costs are only $4.3 mllion. Since the nerger and early retirenent costs
have been nore than offset by the cunul ative cl ai ned savings, the staff properly excluded
recognition of those costs in this case.

Wage Expense

CG&E objected to several aspects of the staff's wage expense recomrendati on. The
conpany clained that the staff erred by failing to use the |atest wage rates, excluding | unp-
sumincentive pay, elinmnating (through allocation) a portion of the expenses related to the
servi ce conpany which is contained in the overall allocation percentage, and by failing to
use a proper allocation percentage and al |l ocati on net hodol ogy.

Staff witness Kotting agreed with the conpany's objections except for the use of the
speci fic individual group allocation percentage (Staff Ex. 6, at 15-16). M. Kotting stated
that the staff used a single O&M ratio for all |abor categories due to concerns with the
i ndi vidual ratios contained in the conmpany's application. He indicated the staff's concern
with the conpany's proposed O&M rati os being substantially higher than ratios during
1990 t hrough 1995. Because of these questions, the staff used an O&M ratio cal cul ated from
C&E' s 1995 FERC Form 2. According to M. Kotting, the staff's calculated &M rati o of
16.69 percent is very close to the average ratio for the period of 1990 through 1995 (l1d. at 16)
M. Kotting also agreed with an objection raised by the City regardi ng wage annual i zati on
based on the actual nunmber of enployees as of June 1996 (City Ex. 9, at 6; Staff Ex. 6, at 18).

OCC rai ses the argunment on brief that the conpany inproperly included in wage
expense $463, 161 related to incentive conpensation plans (OCC Brief at 61). According to
OCC, the staff recommended disall owance of these costs in the Staff Report but retracted
that position and proposed inclusion through M. Kotting's testinmony (Staff Ex. 6, at 15).
OCC argues that the objectionable incentive paynent plans are tied to earni ngs per share
goal s and, as such, the costs of the incentive plans should be borne by sharehol ders rat her
t han rat epayers.

C&E contends that the staff never considered a disall owance of any enpl oyee
conpensati on. The conpany clains that incentive conpensation is related to the cost of
rendering utility service, even if part of the conpensation is nmeasured through an earnings
per share goal (Co. Reply Brief, at 11-12). CGE asserts that its wages and sal ari es nust be
conpetitive with conpensation offered by other conpanies in the industry in order to
attract qualified applicants (Co. Ex. 7, at 1,113-1,114). The conpany maintains that its abilit
to attract qualified enployees is evidenced by its reduced operating costs and inproved
productivity.

O the changes fromthe Staff Report proposed by M. Kotting, only two issues
remain in dispute: C&E' s claimthat specific group allocations are nore appropriate than
a single wage ratio and OCC s argunment that incentive conpensation tied to earni ngs per
share shoul d be excluded from O&M expenses.

OCC contends that the Cinergy Annual Incentive Plan and the C nergy Perfornmance
Share Plan provide certain conpany executives w th additional conpensation based on
Ci nergy's earnings per share performance. OCC argues that incentive pay linked to
conpany earnings relate to profitability that inures to the benefit of sharehol ders and, as
such, sharehol ders rather than ratepayers should pay for incentive conpensation tied to
i ncreased profits (OCC Brief at 61). W disagree with OCC s objection. There is no record
evi dence whi ch suggests that the enpl oyee incentive conpensation plans cited by OCC are
i nappropriate test year wage expenses. As noted in C&E s application, the wages and
salaries offered to conpany enpl oyees are intended to provide conpetitive conpensation
in order to attract qualified personnel (Co. Ex. 7, at 1,113). OCC presented no evi dence that
such costs were not reasonably part of C&&E s overall operating costs. Gven the record




produced in this case, we agree with the staff's inclusion of the incentive conpensation

pl ans. Al though we have agreed with the staff's inclusion of these expenses, pursuant to
Section 4909. 154, Revi sed Code, we reconmend that the conpany work to nore closely tie

such incentives to the performance of enpl oyees' specific operational areas. This would
nore clearly benefit ratepayers and notivate enpl oyees to provide superior service in their
respective areas. W understand that this may involve certain matters related to the
conpany's agreenents with its unions and that it is an evolutionary process. W direct the
staff to review this issue with the conpany in the future so as to determ ne whether
progress has been nade in this area, in order that ratepayers can realize tangible benefits
fromincentive conpensation plans which are narrowmy targeted to specific work areas and
job performance. In future rate applications, the conpany will have the burden of
denonstrating that incentive conmpensation plans tend to inprove operating results and are
not encouragi ng managenment nmerely to request nore frequent and |l arger rate increases.

Wth respect to the wage ratio, we agree with the staff that the single ratio nore
accurately reflects the proper allocation for this case. As M. Kotting points out (Staff Ex. 6
at 16), individual ratios are preferable, but only if such ratios properly reflect costs. G ven
that the individual ratios proposed by the conpany were not based on the actual corporate
budgets, and because the proposed ratios are significantly higher than the average O&M
rati o over the past five years, we believe the staff's 16.69 percent ratio is reasonabl e and
shoul d be adopt ed.

Benefits Expense

The City raised an objection to the staff's recommended 19. 75 percent enpl oyee
benefits ratio. City witness Hixon testified that, since 1991, C&XE s ratio of gas enpl oyee
benefits to total enployee benefits has been only slightly higher than the ratio of gas O&M
| abor to total |abor dollars (City Ex. 9, at 7-8). However, Ms. Hixon stated that the
conpany's test year benefit ratio is much higher than its test year O&M | abor ratio. M.

H xon recomends, therefore, that the Conmi ssion reduce the benefits ratio to 16.87
percent to reflect the relationship between the ratios for benefits and labor (l1d. at 9-10).

The staff argues that the total benefits expense during the test year is reasonable.
Staff witness Kotting indicated that a nunber of factors may have affected the test year
benefits ratio (Staff Ex. 6, at 19). M. Kotting stated that the increase in test year benefits
expense was attributable to increases in enployee insurance and hospitalization costs,
i ncreases in savings incentive plan and deferred conpensation incentive plan paynents,
and inclusion of fringe benefits allocated fromPSI (Id.). M. Kotting noted that the first two
of these expenses are, for the npost part, beyond the conpany's control and the inclusion of
fringe benefits fromPSlI are due to the nerger.

We agree with the staff's recommendati on regarding the appropriate benefits to be
applied in this case. As pointed out by staff w tness Kotting, the test year increases in
benefits expense are due primarily to increased costs that are difficult to control. Moreover,
a conparison of 1995 actual benefits expenses shows that test year expenses were | ower
than actually incurred in 1995 (Staff Ex. 6, at 19-20). W believe the staff has reasonably
concluded that a benefits ratio of 19.75 percent is appropriate in this case. Accordingly, the
City's objection is overrul ed.

Accounts 874 and 894 Expense

City witness Hi xon testified that the test year |evel of expenses for Account 874
(Operation - Miins and Services) and Account 894 (M ntenance - O her) should be
reduced. Ms. Hixon clainms that, in accordance with di scovery responses provi ded by
C&E, expenses for Account 874 were reduced due to a renegotiated One Call | ocating
contract and the company not using a corrosion contractor that was budgeted for 1996. For
Account 894, the conpany indicated that small tools costs and the mcrowave radi o system
were no longer allocated to this account (City Ex. 9, at 10-12).

Staff witness Snmith testified that expenses associated with the renegotiated One Call
contract should be reflected on an annualized basis in test year expenses and that a norma
annual |evel of expense for corrosion contractor services should al so be recognized in test
year expenses. Wth respect to Account 894, Ms. Smith stated that it was the staff's
under st andi ng that expenses related to snmall tools and the microwave radi o system had
been allocated to a different account in gas operations (Staff Ex. 3, at 4-5).

Al though the City contends that adjustnents should be nmade based on reall ocation




of certain expenses fromthese accounts, staff witness Snith indicated her understanding

that the costs had been allocated to other areas but were still properly includable as test year
expenses. The City conducted no cross-examnation of Ms. Snmith on this issue and her

testimony was not rebutted by any other witness. Based on the evidence of record, we

believe the staff's recommendati on shoul d be adopt ed.

Vol unt ary Workforce Reduction Pl an

In the Staff Report, the staff recognized that C&E had initiated a voluntary
wor kf orce reduction plan (VARP) which woul d have the effect of reducing the conpany's
| abor levels. Due to the timng of the Staff Report, however, the effects of the VARP were
t hen unknown (Staff Ex. 1, at 13).

In his supplenental testinony, conpany wi tness Lonnenman provi ded additiona
details of the plan. M. Lonneman stated that 420 Ci nergy enpl oyees, 136 of whom are
C&E empl oyees, had accepted the WARP offer (Co. Ex. 23, at 13-15). 1In order to properly
mat ch annual i zed | abor expense with the workforce reduction costs, the staff anortized the
one-time WARP costs over five years and perforned additional calculations to achieve the
portion of the VARP costs that are applicable to test year |abor figures (Staff Ex. 6, at 17-18)
The conpany accepted the staff's adjustment of the WARP costs and proposes that staff
wi tness Kotting's recomrendati on be adopted (Co. Brief, at 11).

We believe the staff's adjustnent to the conpany's proposed VWRP expenses, as
agreed to by C&E, is a reasonable neans of matching the reduced | abor expenses with the
one-time VARP costs. G ven that no dispute renains regarding this issue, the staff's
recomendation will be adopted.

Rate Case Anortizati on Expense

The staff initially recomended that C&RE' s estinated $250,000 rate case expense be
anortized over a three-year period (Staff Ex. 1, at 14-15; Sched. C-3.15). C&E objected to
the staff's three-year anortization based on the conmpany's assertion that it intends to file a
rate case in 1997 to unbundl e gas service pursuant to House Bill 476 (H B. 476). Comnpany
wi t ness Lonnenman asserted that a one-year anortization of rate case expense woul d be
nore appropriate (Co. Ex. 23, at 16). On COctober 18, 1996, CGKRE late-filed an item zed
report claimng total rate case expenses of $331,909 (Co. Ex. 40).

Staff witness Smith, relying on M. Lonneman's representation that CG&E intends to
file a rate case in 1997, changed the staff's position and agreed with the company that rate
case expense should be anortized over one year (Staff Ex. 3, at 2). M. Smith conceded that
she did no i ndependent analysis of when the rates associated with a H- B. 476 filing may be
placed into effect (Tr. 11X, 13). Although she indicated sone famliarity with H B. 476, she
did not know when Conmi ssion rules would be placed into effect or whether a coment
peri od would be required (1d.).

We do not agree with the staff's revised position on this issue. Prior to this case,
C&E last filed gas rate cases in 1992 and 1990. Based on this frequency, it is reasonable to
anortize rate case expense over three years. W do not believe the conpany's stated intent
to file a H B. 476 case sonetine during 1997 is sufficient justification for reducing the
anortization period to one year. Accordingly, the rate case expenses set forth in C&E s
late-filed exhibit ($331,909) shall be anortized over three years.

Super vi sory Expenses

OCC objected to the staff's inclusion of supervisory expenses contained in C&&E s
Account 911 consistent with the staff's elinmination of related sal es and adverti si ng expenses
charged to Accounts 912 and 913. Staff witness Snmith agreed with OCC s objection that the
Account 911 supervisory expenses should be excluded (Staff Ex. 3, at 5). No party disputed
the staff's adjustment and we agree that the revised staff position on this issue should be
adopt ed.

Sal e of Accounts Receivabl e Expense

The City and OCC objected to the Staff Report's allocation ratio of gas accounts
recei vabl e sales fee (Staff Ex. 1, Sched. C3.19). Staff witness Kotting agreed with the
obj ections and presented revised cal cul ati ons for both working capital and expenses (Staff
Ex. 6, at 20; Revised Scheds. B-5.1 and C-3.19). Consistent with the discussion of this issue




contained in the rate base section, above, we agree with the staff's revised cal cul ati ons of the
allocation ratio associated with gas accounts receivable sales. The revised schedul es

attached to M. Kotting's testinony should, therefore, be adopted for both the working

capital and expense itens of this issue.

Uncol | ecti bl e Account Expense

C&EE objected to the staff's exclusion of the conpany's wite-off of pre-PlIPP
arrearages (%$1,041,000) fromits calculation of uncollectibles, without a correspondi ng
recomendati on that the conpany be permitted to increase its PIPP surcharge to recover
t hese costs. Conpany wi tness Lonneman testified that, if CG&E s recovery of this anpunt
t hrough base rates is discontinued, the conpany should be pernitted to include an
addi tional $0.0172 per MCF in its PIPP surcharge (Co. Ex. 23, at 16-17).

Staff witness Kotting stated it is the staff's expectation that these costs will be
recovered through the PIPP surcharge, as is the case for other conpanies (Staff Ex. 6, at 18;
Tr. XlIl, 49-51). In response to the staff's position on this issue, C&E submitted, on
Cct ober 21, 1996, an application to adjust the PIPP Ri der (Case No. 96-1120-GE-PIP). The
conpany requests that the application be approved and nade effective on the sane date as
the Conmmi ssion's order in this case (Co. Brief, at 7).

The entry addressing the conpany's application in Case No. 96-1120-CGE-PIP will be
i ssued subsequent to this case in order to pernmt additional time for the staff to review the
application. As indicated by entry issued Decenber 6, 1996, the conpany's application was
suspended from autonmatic approval to permit C&E and the staff additional tine to
negoti ate an acceptabl e agreenent regardi ng the conpany's application. Cincinnati Gas &
Electric Co., Case No. 96-1120-GE-PlI P (Decenmber 6, 1996).

Mar ket i ng Expenses

The City objected to the staff's failure to exclude nmarketing expenses from cost of
service charged to Accounts 907 and 908. City witness Hixon testified that, although the
staff had properly excluded marketi ng expenses from Accounts 912 and 913, several sub-
accounts of Accounts 907 and 908 (which are related to "Custoner Service and | nforna-
tional Expense") also included costs related to selling gas which should not be included for
rat emaki ng purposes (City Ex. 9, at 13-15). M. Hixon stated that the conpany had not
denonstrated that the marketing expenses included in Accounts 907 and 908 were properly
i ncludable in cost of service. M. Hi xon recommended that $2,175,808 be elimnated from
t he conpany's cost of service in this case (Id. at 15).

Staff witness Snmith testified that the staff had reviewed C&E s accounting practices
for Accounts 907 and 908 and found the conpany's practices to be in conpliance with FERC
classifications (Staff Ex. 3, at 3; Tr. IX, 20-21). M. Smith indicated that Account 907 includ
expenses related to general direction and supervision of customer service activities, the
object of which is to encourage safe, efficient, and economi cal use of the conpany's service.
She stated that FERC specifies that Account 908 shoul d include costs of |abor and naterials
for providing instructions or assistance to custoners to pronote safe, efficient, and
econom cal use of the utility's service (1d.). M. Snmith indicated that, based on the staff's
revi ew of CG&E' s description of costs included in these accounts, she believed the expenses
were properly includable for ratemaki ng purposes (l1d. at 4).

Based on the evidence of record, we agree with the staff that these expenses are
properly included in cost of service. Although FERC account classifications are not binding
on the Conmi ssion, they are instructive in this instance for ascertaining the types of
expenses that may be considered appropriate for inclusion in Accounts 907 and 908.

Moreover, the staff did not sinmply rely on the conpany's representations but also revi ewed
two nonths of expenses allocated to these accounts during the test year (Tr. IX 22). W
believe the staff's review and recommendati on concerning the marketing costs contained in
Accounts 907 and 908 was appropriate and shoul d be adopted. Accordingly, the Cty's
objection is overrul ed.

Ohi 0 Exci se Tax Expense

C&EE objected to the staff's cal culation of Ohio excise taxes as set forth on Schedul e
C-3.13 of the Staff Report. Company witness Lonneman testified that the staff had
apparently inadvertently used 3.3 percent as the percentage of interdepartnental revenues
i ncluded on that schedule (Co. Ex. 23, at 18). Staff witness Shehata agreed with the




conpany's objection, noting that the tax effect of the interdepartnmental revenue was
overstated due to a mathematical error and the correct percentage should be .33 percent
(Staff Ex. 7, at 4). W agree with the staff's anendnent to Schedule C-3.13 to reflect a
correction of the mathematical error contained in the Staff Report.

C&E currently recovers Chi o excise tax assessnents as a conponent of its rate base
cost of service. |In this case, the conpany has proposed several alternatives for recovering
its excise tax expenses, including recovery of the tax through the GCR nechani sm (Co. Ex.

22, at 10). Conpany w tness Lonnenman suggested that, due to concerns with the | awf ul ness
of GCR recovery, the conpany reconmmended that the excise tax recovery could, instead, be
acconpl i shed as a surcharge on the comodity portion of base rates or as a base rate rider
(simlar to the PIPP rider) that could be "trued-up" through periodic proceedings (1d. at
10-11). The conpany contends that recovery of the excise tax outside of base rates is

i mportant to recognize fluctuations in the tax as gas sales rise and fall (1d.).

Al t hough staff witness Crossin conceded that the conpany's base rider proposa
woul d be similar to the current PIPP rider, he indicated that the staff was concerned with
t he | awful ness of any automatic adjustnments other than for GCR costs (Staff Ex. 18, at 5; Tr.

XXIV, 97-99). City witness Effron testified that all of the proposals should be rejected by the

Conmission. M. Effron stated that the conpany has of fered no conpelling reason why the
Ohi o excise tax should treated any differently than other expenses included in base rate cost
of service. According to M. Effron, adoption of C&E s proposal would represent "an
unwarrant ed and unnecessary extension of expenses subject to true-up for over or under
recovery" (Cty Ex. 8, at 11-14).

We share the company's concern that changes in the GCCR rate, fromthat |evel used
when rates are established in a rate case, nmay cause the conpany to over or under recover
the excise tax for which it is responsible. For exanple, when the GCR rate goes above the
| evel used for setting base rates the conmpany may recover less than its tax liability and,
conversely, when the GCR rate falls below the | evel used for setting rates, the conpany
woul d recover nore than its excise tax liability. The excise taxes included in rates allows
recovery of only the anmount required on the GCR that is used when base rates are set. 1In an
era of novement towards nore w despread gas transportation and unbundling, it is
reasonabl e to distinguish the excise tax as part of the unbundling process. Such an
adjustrment will better match expenses associated with gas transportation service and hel p
mtigate over or under collection of gross receipts tax revenues in base rates. W wish to
poi nt out that we have undertaken simlar action for other LDCs with respect to
transportation rates. Although there are a nunber of conplex issues associated with
undert aki ng such an adjustnent outside of a rate case, a rate case clearly provides a vehicle
for such an adjustnment.

In order to reconcile what is essentially a revenue neutral problem we believe that
C&E should be entitled to collect an excise tax rider on bills rendered to its customners.
The rider should be a specific percent applied to the net bill. This rider should not include
any finance charges or other financial device acconpanying the calculation of the billing.
The conpany is directed to provide the Accounts & Audits staff with an annual report,
begi nning on March 1, 1997, that shows the anpbunt of the excise tax recovered, the anpunt
of the tax that woul d have been recovered without the rider, and the actual tax liability
incurred. To enhance customer understanding, the conpany is directed to explaininits
customer notice that this is not a new charge but, instead, represents an unbundling of an
amount that was previously included in rates. The notice should further explain that the
unbundling of the excise tax is intended to reconcile the conpany's tax liability and, at the
sane tinme, identify for custoners part of what nakes up the entirety of the custoner's bill

Ohi 0 Gross Recei pts Tax Expense

The City contends that the staff's calculation of C&E s gross receipts tax failed to
account for uncollectible revenues fromPIPP custonmers. City witness Hi xon testified that
Schedul e C-3.13 of the Staff Report does not recognize that a portion of the uncollectible
revenues will be billed to PIPP customers. Ms. Hixon clains that, since the staff used the
amount of PIPP rider revenue as the anmount for test year PIPP uncollectible expense, this
sanme anount should be used to further reduce the anobunt of taxable revenue for purposes
of determining the conpany's gross receipts tax (City Ex. 9, at 17-19).

As di scussed above in the PIPP Uncollectibles section, we agree with staff witness
Hess that the staff properly treated the uncollectible revenue related to PIPP customers. M.
Hess indicated that the staff initially adjusted test year operating revenues on Schedul e




C-3.1 to include PIPP surcharge revenues (Staff Ex. 9, at 2-3). The entire adjusted operating
revenue anmount was then used as the basis for calculating these expenses, offset by the

i nclusion of an ampunt identical to the surcharge revenues as an expense, in order to

renove any renmining effects on the revenue requirenent (1d.). As was noted above,

further using this amobunt to reduce gross receipts tax, as advocated by the Cty, would

deny the conmpany any opportunity to recover gross receipts taxes on PIPP surcharge

revenues. For these reasons, the City's objection on this issue is overrul ed.

Ci nergy Service Conpany Expense

CEC objected to the staff's failure to exclude fromcost of service all charges to C&E
from Cinergy Services, Inc. (CSlI) during the test year, where C&E failed to denpnstrate a
defined cost savings or other benefit accruing to C&E custoners. The staff indicated that
its investigation focused only on affirm ng that no cost increase occurred as a result of the
C&E/ CSI arrangenent (Staff Ex. 6, at 3-4). Staff witness Kotting stated that the staff
found no indication that the arrangement with CSI increased costs to the applicant (1d.).
Staff witness Buckl ey added that the staff was reluctant to exclude the CSI charges because
C&E was not required to denonstrate, at the tinme the application was filed, that cost
savings had resulted fromthe formati on of the service conpany (Staff Ex. 8, at 5). CEC did
not pursue this issue on brief and, based on the record evidence, we agree with the staff that
the CSI service costs should not be excluded fromcost of service in this case.

Weat heri zati on Fundi ng

C&E proposed to continue funding | ow income weatherization projects at its test
year budget |evel of $1,382,623. The conpany's actual test year expenses for weatherization
were $1,126,244. The staff supported the conpany's proposal and recommended t hat
C&E' s | ow i ncone weat herizati on budget of approximately $1.3 million be nmaintained
of fset possible federal cutbacks of these prograns" (Staff Ex. 1, at 99).

to

SO C proposed that C&E' s | ow i ncone weat heri zati on budget shoul d be expanded
by an additional $1 mllion to fill the funding gap left by recent federal budget cuts. SOC
wi t ness Tenhundfeld testified that these weatherization funds shoul d be channeled to the
Hone Weat herizati on Assi stance Program (HWAP), for which he is the Director (SO C Ex.
1, at 3). M. Tenhundfeld stated that HMAP is a federally funded programthat provides
energy efficiency and conservation services for |ow incone housing. HWAP also repairs
unsafe conditions in [ ow income housing, such as faulty furnaces, water heaters, and
wiring, before weatherization is undertaken (l1d. at 4-6). M. Tenhundfeld cited to a recent
study of Chi o HWAP, which showed energy savings of $194 per year based on an
i nvestment of $1,867 per residence. He stated that a new study conmi ssioned by the Chio
O fice of Energy Efficiency showed substantial savings per unit weatherized (1d. at 8-9).
SO C wit ness Robi nson, the President of the C ncinnati-Hanlton County Community
Action Agency, also testified in support of additional CGE funding for |ow income
weat herization projects. M. Robinson clainmed that, due to federal budget cuts of
approxi mately 35 percent, 400 or nore homes in the CGEE service area would not receive
weat herization (SO C Ex. 2, at 2-3).

Staff witness CGoins testified that the $1.3 mllion test year budget is a reasonable
ampunt to spend on an ongoi ng basis. She opposed additional out of test year expenses
based on cutbacks in federal funding. However, M. Goins supported SO C s position that
weat herization funds should go to progranms that conply with HWAP gui del i nes (Staff Ex.
14, at 3). C&E points out that SOC s witnesses were not willing to suggest how the
additional $1 million should be funded and that SO C s proposal would directly benefit the
agenci es headed by the SO C witnesses to the exclusion of any other contractors (Tr. XXl
59- 65) .

G ven the undi sputed evidence that federal funding cuts for weatherization have
now been inplenented, we are extrenely concerned with the plight of such prograns. As
i ndi cated by the SO C witnesses, as well as a nunmber of witnesses at the local public
hearings, cuts in weatherization prograns have an especially adverse inpact on | ow i ncone
customers who can |l east afford high utility bills. The Conmission clearly has authority,
pursuant to Section 4905.70, Revised Code, to initiate prograns that will pronote and
encour age energy conservation. W believe that an additional $700,000 per year, for a tota
comm tment of approximately $2 million, is a reasonable amount for CGE to invest in | ow
i ncome weat herization prograns. This additional $700,000 should be treated as an expense
item and spread over all customer classes consistent with the allocation of the revenue
requi renent adopted herein. 1In addition, we direct C&E TO bi d-out these additiona




weat herization funds for purposes of deternining the nost cost-effective service providers.
SO C s objection on this issue is, therefore, sustained to the extent described herein.

Del ta Revenue/ Transportati on Vol unes

During the test year, C&E had two special contracts in place for delivery of gas
service. One contract is with Ford and the other with AK Steel (formerly Arnto). The staff
considers the Ford contract to be an economi c devel opnent agreenment while the AK Stee
contract has been characterized by the staff as a conpetitive response (Tr. XXVI, 10-12). The
di stinction between the two types of contracts is nornmally relevant for purposes of
al l ocating responsibility for the revenue shortfall, or "delta revenue" (the difference between
t he revenues received by the conpany under the special contract and the revenues that
woul d have been received under the otherwi se applicable tariff rates) (Staff Ex. 17, at 5).

According to staff w tness Maag, an econom c devel opnent arrangenent offers
benefits to the conpany and ratepayers by attracting or retaining new or additiona
i ncrenental revenue that would be [ ost wi thout the special contract (Tr. XXV, 14-15). M.
Maag al so described secondary benefits from econoni c devel opnent contracts such as
i ncreased jobs, potentially increased taxes, and other business opportunities associated with
retaining or increasing load (ld.). For econom c devel opnent contracts in electric cases, the
staff has traditionally recommended a 50/50 sharing of identified delta revenues between
t he conpany and customers (Staff Ex. 17, at 6). The delta revenues associated wth
conpetitive response contracts have typically been considered the responsibility of the
conpany because of the | ack of secondary benefits flowing to ratepayers (Tr. XXVlI, 16).

In this case, the staff determ ned total delta revenues of approximately $6.9 mllion
associated with the AK Steel and Ford contracts. The staff recommends in this case that its
policy of treating delta revenues in gas and electric cases differently be maintained. Staff
wi tness Maag stated that, in electric cases, delta revenue has been treated as an adjustnent
to the revenue requirenent (a so-called Schedule A-1 adjustnent). |n gas cases, however,
the staff has recommended that an adjustnent be nade to the revenue assigned to the class
fromwhich the delta revenue was derived (Staff Ex. 20, at 3-4). This historical difference
between the two treatnents is based on the staff's experience of a greater number of gas
cases being settled, wherein the utility and customers have tended to reach an agreenent on
the sharing of delta revenue. M. Maag indicated that the staff's gas policy tends to give
conpani es an incentive for renegotiating special contracts in order to capture sone or all of
the delta revenue. At the sane tinme, there are generally fewer gas rate schedul es than
electric tariff schedules, making it easier to identify the otherwi se applicable rate for
purposes of determning the delta revenue. For these reasons, the staff recomends
continuation of the differing treatnment of delta revenues between gas and electric cases (1d.
at 5). The net result of the staff's primary recommendation is that the IT class would be
responsi bl e for approximately $2.8 nmillion of the delta revenue and the conpany woul d not
recover the remaining $4.2 mllion through rates. OCC clains that the conpany shoul d be
responsible for the entire delta revenue because the conpany entered into the specia
contracts at its own risk (See, OCC Ex. 5A)

CEC and AK Steel contend that all customers benefit fromthe special contracts
because they allow recovery of sone of the systemfixed costs fromcustoners that would
ot herwi se | eave the system and provide no contribution to fixed costs. CEC w tness
Chal fant testified that retention of the special contract |oad benefits the entire system and
the delta revenues, however they are cal cul ated, should be spread across all classes of
custonmers (CEC Ex. 5, at 18-19).

C&E' s position is that the delta revenue should be fully recovered through rates
fromall custoner classes because all customers benefit fromthe retention of the specia
contract load on the system Conmpany witness G nn indicated that, if the conpany is not
al l owed the opportunity to recover the delta revenues associated with the AK Steel contract,
C&E will invoke its right to cancel the contract. M. Lonnenan also stated that the
conpany woul d cancel the AK Steel contract if the delta revenues associated with that
contract are inmputed to C&&E (Co. Ex. 18, at 8; Co. Ex. 37, at 2-4).

The staff al so provided an "A-1" revenue requirenent cal cul ation, consistent with
past treatnent in electric rate cases. Staff witness Eggleton testified that, as described
above, econonmi c devel opnent delta revenues are split evenly between the conpany and
customers and conpetitive response delta revenues are borne entirely by the conpany
(Staff Ex. 17, at 6). Under this treatnent, the staff includes all delta revenues, whether
economn ¢ devel opnent or conpetitive response, as an adjustnent to test year revenues.




The delta revenues are, therefore, included in the calcul ati on of adjusted operating
revenues, thus reducing the overall revenue requirenent calculated on the staff's Schedul e
A-1. The recomrended increase is then allocated anong the respective classes based on the
class billing determ nants, including those of the special contracts. Thus, all custoners
benefit fromthe reduced revenue requirenent associated with the delta revenues and share
t he burden from 50 percent of the econonic devel opnent delta revenues (Id. at 7).

In the staff's A-1 adjustnent, AK Steel volunes were established at 22,800,000 MCF
and Ford throughput was cal culated at 700,000 MCF (1d.). Applying the difference between
the IT tariff rate and the AK Steel $0.24 MCF contract rate between the tariff rate and the
$0.23 Ford contract rate, to their respective volumes, the staff determined the A-1 delta
revenue to be alnost $7 million. M. Eggleton concluded that, based on an exami nation of
the revenue requirenent for the IT class, virtually no increase would be recomended for
that class absent the conpany's flexing of rates for the two special contract custoners (ld. at
8).

C&EE objected to the staff's use of 22,800,000 MCF for calculating test year revenues
associated with the AK Steel contract. The conpany clained that the volunmes utilized by
the staff do not reflect test year volumes and are speculative as to future transportation
vol unes for AK Steel (Co. Ex. 23, at 10-11). Actual test year special contract volunes were
only 17,984,600 MCF (Tr. Xl I, 45). The staff contends that, beginning in Novenber 1995, AK
Steel gas volunmes increased dramatically and actual usage was verified by the staff through
March 1996 (Staff Ex. 7, at 2-3). Based on the staff's analysis, M. Shehata recomended
that an annual i zed 22, 800, 000 MCF vol ume be used for purposes of determ ning test year
delta revenues for AK Steel (I1d.).

We believe that, in this case, the delta revenues associated with the AK Steel and
Ford contracts should be treated consistent with prior Conmi ssion decisions in electric rate
cases. The staff's recommendation to treat the AK Steel agreement as a conpetitive
response, and the Ford contract as an econom ¢ devel opnent agreenent, is the nost
appropriate treatnent under the facts and circunstances presented in this case. W
di sagree, however, with the staff's proposal to increase the AK Steel volunes to 22, 800, 000
MCF for purposes of determining the delta revenue. As indicated in the conpany's filing,
and through testinony, the actual test year special contract volunmes were | ess than
18, 000,000 MCF (Co. Ex. 2, Sched. E-4.2; Tr. XIl, 45). Mboreover, even the test year vol unes
appear to be an anomaly which is not adequately explained on the record.

The record indicates that, in C&E s |ast rate case, the special contract volumes were
only 9,882,320 MCF (Tr. XIl, 46; Tr. XXVI, 45). The record is unclear, however, as to what
caused the volunes to substantially increase fromthe | evels experienced in prior years.
There is no evidence that the increase was due to any significant increase in manufacturing
out put by AK Steel in recent years. Although M. G nn suggested that part of the increase
may have been due to a conversion to gas of one of AK Steel's facilities, the magnitude of
the i ncrease was not adequately explained during the course of the hearings (Tr. VI, 90).
Because of the unusual circunstances surrounding this extrenely large increase in the AK
Steel volunmes, we do not believe that the staff's recommended vol unes or the test year
vol unes reported by the conpany can be relied upon with confidence. W wll, therefore,
apply the A-1 delta revenue calculation in this case to the approximately 9.9 mllion MCF
reported in C&E' s |last rate case, for purposes of determ ning the revenue requirenent in
this case. W believe that rates should be based upon a reasonabl e and predictabl e revenue
stream and that use of the special contract volunes reported in the |ast case nore accurately
refl ects a reasonable level. W wi sh to enphasize that our treatnent of this issue is based
on the lack of an adequate expl anation on the record concerning the substantial volune
i ncrease for AK Steel, the uniqueness of this custoner relative to the entire CGE system
and the overall lack of record evidence on this issue. Accordingly, the revenue requirenent
calculated in this case will be determ ned based on the findings di scussed above.

Qperating I ncomre Sumary
Consi stent with the foregoi ng discussion, the Conmission finds that C&&E s gas
jurisdictional adjusted operating income for the 12 nonths ending June 30, 1996, the test

period in this proceeding, to be as set forth in the follow ng schedul e:

Adj ust ed Qperating | ncone
(000's Onitted)

Oper ati ng Revenues $382, 330




Oper ati ng Expenses
Qperation and Mai nt enance 272, 607
Depreci ation 16, 157
Taxes Qther Than Incone Tax 45,507
I ncome Taxes 12,781

Total Operating Expenses $347, 052
Net Operating |ncome $35, 278
PROPOSED | NCREASE

A conparison of jurisdictional operating revenues of $382,330 with all owabl e
jurisdictional expenses of $347,052 indicates that, under its present rates, the applicant
real i zed net operating incone for its gas operations of $35,278 based on adjusted test year
operations. Applying this dollar return to the jurisdictional rate base of $364,816, results in
a rate of return under present rates of 8.11 percent. This rate of return is bel ow that
recommended as reasonabl e by any of the witnesses testifying on the subject and, accord-

i ngly, the Conmi ssion concludes that the conpany's present rates for gas service are
insufficient to provide it reasonable conpensation for the service rendered custoners
af fected by the application.

Under the rates proposed by the applicant, additional annual gas revenues of
$26, 706, 393 woul d have been realized based on the analysis of test year operations accepted
herein. On a pro forma basis, which assunes necessary revenues and expense adjustnents
calcul ated in a manner consistent with that analysis, the proposed increase would yield
addi tional net jurisdictional income of $16, 405,298, resulting in net operating income of
$45,994,389. Applying this dollar return to the jurisdictional rate base results in a rate of
return of 12.61 percent. This rate of return exceeds that recommended as reasonabl e by any
of the witnesses testifying on the subject. Thus, the Commission finds that, although
existing rates for gas service are inadequate, the rates proposed in the application would
produce revenue which exceeds that reconmended as reasonable by any of the expert
wi tnesses. Further analysis is required to establish a reasonabl e earnings opportunity for
t he conpany.

RATE OF RETURN

The conpany, the staff, and OCC all submitted specific rate of return reconmen-
dations in this case (Co. Ex. 12; Staff Ex. 1, at 18-22; OCC Ex. 3). |In its application, C&E
requested an authorized return on conmon equity of 12.5 percent, producing an overal
cost of capital of 9.93 percent (Co. Ex. 2, Sched. D1, at 1). Conpany witness Mirin testified
that a return on conmon equity in the range of 12.0 to 12.5 percent, resulting in an overal
rate of return of 9.70 to 9.93 percent, was reasonable for C&E (Co. Ex. 12, at 12). The staff
initially recoormended a range for return on conmon equity of 10.74 to 11.76 percent, with
an overall return of 9.13 to 9.60 percent (Staff Ex. 1, at 21). |In his testinobny, staff witness
Chaney increased the staff's reconmendati on by 20 basis points, to a return on comon
equity range of 10.94 to 11.96 percent (Staff Ex. 10, at 8). OCC witness Pultz presented a rate
of return analysis which proposed a return on equity range of 9.82 to 11.05 percent (OCC
Ex. 3, at 3).

Each of the rate of return wi tnesses perfornmed vari ous anal yses to achieve their
recomendati ons. For exanple, conpany w tness Mirin perforned several discounted
cash flow (DCF) cal culations, as well as an analysis using Conparable, Earnings, Risk
Premi um and Capital Asset Pricing Mdel (CAPM nethodol ogies (Co. Ex. 12, at 3, 26).
These anal yses indicated return on equity results of between 10.5 percent to 13.0 percent,
with a mdpoint of 11.75 percent. M. Mrin stated that he would place | ess weight on the
DCF results, based on his view that historically-based nmeasures of risk reflect a downward
bi as that does not properly recognize increasing risks in the energy utility industry (Id. at
54-55). According to M. Mrin, the authorized return on equity should be established near
the top of the range of his cost of equity studies in order to fully recognize increased risks
the gas industry, to recognize C&E s weaker capital structure relative to the gas industry
average, and due to the relatively small size of C&RE s gas operations (1d.).

On brief, CGE argues that, because the top of the staff's range and the bottom of
M. Mrin's range differ by only four basis points, the Conm ssion should adopt the top of
the staff's range (Co. Brief, at 12-16) given the Commission's historical propensity for




adopting the staff's rate of return recomrendations. |In support of its argument, the

conpany cites to a nunmber of factors and acconplishnents. First, C&E notes the

increased risks it faces, in general terns and due to its size. The conpany also points to the
managenent practices and policies section of its application (Co. Exs. 4-8) where C&XRE

touts its efforts to increase custoner service and operating efficiency while reducing
operating costs. The conpany cites to its efforts to settle this rate case informally, to its
conmuni ty invol venent and support for charitable causes, and cost containment efforts

(such as decreased gas costs and | abor expense reductions). Based on these factors, C&E

urges adoption of the top of the staff's range (11.96 percent).

The staff's rate of return analysis consisted of a DCF cal cul ati on whi ch consi dered
various analysts' growth estimtes, a $1.72 dividend, and the average Cinergy stock price
fromMuy 1995 to April 1996 (Staff Ex. 1, at 20). Staff witness Chaney updated the stock
price and growh estimates through the end of August in his filed testinony. As indicated
above, M. Chaney increased the staff's recommendati on by 20 basis points over the Staff
Report. M. Chaney indicated that the updated recomendati on was necessary to
recogni ze increases in the CAPM and a 19 basis point increase in Value Line earnings
estimates for its gas and electric industry group (Staff Ex. 10, at 7-8). Including issuance co
adjustrents, the staff recomends that a 10.94 to 11.96 percent return on common equity
range be adopted (1d.).

OCC witness Pultz deternmned a return on equity range of 9.82 to 11.05 percent
based on a conpany-specific DCF anal ysis and corroborating conparabl e group and
conbi nati on conpany DCF studies, as well as a CAPM and other risk prem um anal yses
(OCC Ex. 3). M. Pultz prepared a nunber of conpany-specific DCF cal cul ati ons using
various growh projections and stock prices. He indicated his opinion that the DCF
anal yses enploying the I1BES growth rate (10.85 percent) and the projected B x R (10.21
percent) produce the nost reliable results because of the |large nunber of analysts' estimates
used by IBES and the B x R capture of sustainable growmh (l1d. at 36). M. Pultz also
conducted a DCF using Value Line growh projections. This analysis produced results of
9.66 percent using 12 nonth average stock prices and 9.41 percent using 6 nonth average
prices (l1d. at 37). Based on these conpany-specific DCF anal yses, M. Pultz believes that a
return on equity of 9.6 to 10.8 percent, exclusive of flotation costs, is reasonable (1d.).

In addition to his Cinergy-specific DCF studies, M. Pultz perforned DCF anal yses
on the sane group of gas conpani es used by conpany witness Mrin. This study produced
DCF results of 9.75 to 10.25 percent, exclusive of flotation costs (ld. at 39). He also
performed a DCF anal ysis of the group of conbination utilities used by M. Mrin which
resulted in a cost of equity of 9.5 to 10.0 percent, exclusive of flotation costs (l1d. at 41).
According to M. Pultz, these conparabl e group conparisons support his calculation of a
conpany-specific DCF for Cinergy of 9.6 to 10.8 percent. After applying the staff's issuance
cost adjustment of 1.02276 percent, M. Pultz recomends a cost of equity range of 9.82 to
11. 05 percent (1d. at 45).

After reviewing the rate of return analyses, testinobny, and argunents presented by
the parties, we conclude that the staff's recommended return on conmon equity range fairly
represents CGE' s cost of capital. Al t hough the staff relied primarily on its
conpany-specific analysis, it conducted a CAPM review, as well as conparabl e conpany
DCF cal cul ations, to test the reasonabl eness of the principal DCF study. These additiona
studi es confirned the overall reasonabl eness of the staff's recommendati on. Moreover, the
conpany has agreed with, and urges acceptance of, the top of the staff's range. The upper
end of OCC s recomendation falls within the lower part of the staff's range. Indeed, OCC
argues on brief that the Commi ssion should select a point in the |lower half of the staff's
range.

G ven the argunments expressed by the company and OCC that the appropriate
return on equity for C&E falls sonewhere between the top of the range and the | ower half
of the range, we believe that no real dispute remains that adoption of the staff's range is
appropriate in this case. Having adopted the staff's range as a reasonable estimation of
C&E' s required return on conmon equity, we must next determ ne a specific point wthin
that range. The conpany argues that the top of the range is appropriate based on the risks
it faces relative to other larger LDCs. CG&GE also cites acconplishnents such as efforts to
i mprove custoner service and operating efficiency, cost reductions, and the conpany's
support for conmunity and charitabl e causes.

On the other hand, we are mindful of a number of concerns expressed at the |oca
public hearings regardi ng custoner service issues (See, Local Public Hearing section, infra).




Wtnesses at the Cincinnati hearing described poor treatnment by CG&E s custoner service
representatives and suggested that the conpany should increase training for service
representatives to alleviate these problens (C ncinnati Tr. at 65-66, 77). |In fact, CGEE was
directed to subnmit a report to deal with the problens pointed out during the |ocal hearings
and, in the report filed Cctober 28, 1996, the conpany set forth a nunber of proposed

i mprovenents to its customer service policies and practices. As indicated below, in the
Local Public Hearings section of the order, we have conmended CG&E for its pronpt

response in filing this report and comrmitting to inproving its service.

Havi ng considered all of the factors relevant to the conpany's performance, we
believe that a point at the top of the staff's recomended range shoul d be adopted. The
selection of this point in the staff's range recogni zes C&&E' s efforts to cut costs and inprove
performance in addition to giving consideration to the shortfalls in customer service cited
by custonmers and recogni zed by the conpany in its report. The conpany's quick and
specific response to the problens cited by certain custoners indicates C&&E' s intent to
seriously deal with the situation. The adoption of this point in the range also gives sone
recognition to the increasingly conpetitive environnent in which the conpany nust
operate and is consistent with our expectation that the conpany nove aggressively to offer
nore custoner choice to small commercial and residential custoners (See, discussion bel ow
on Firm Transportation Tariffs). W believe that setting C&&E s rate of return at the top of
the range will provide an incentive for the conpany to continue to work with i ndependent
mar keters to devel op conmercially viable transportation prograns, as indicated in our
di scussion in the Rates and Tariffs section below and is consistent with our perception of
the conpany's willingness to pilot additional Ohio custonmer choice options.

Applying a cost of equity capital of 11.96 percent to the equity conponent of the
capital structure approved herein produces an overall cost of capital of 9.67 percent. The
Conmi ssion is of the opinion that a rate of return of 9.67 percent is sufficient to provide
C&E reasonabl e conmpensation for the gas service rendered to custoners affected by this
proceedi ng.

AUTHCORI ZED | NCREASE

A rate of return of 9.67 percent applied to C&E' s gas operations jurisdictional rate
base of $364,816,495 results in an allowable return of $35,277,755. Certain expenses must be
adjusted if the gross revenues authorized are to produce this dollar return. These
adj ustment s, which have been calculated in a manner consistent with the anal ysis of
accounts accepted herein, result in an increase in federal incone taxes of $3,063, 145 and in
state excise tax of $33,672. Adding the approved dollar return to the adjusted all owabl e
expenses of $347,051, 762 produces a finding that the applicant is entitled to place rates in
effect which will generate $382,329,550 in total gross annual operating revenue. This
represents an increase of $9, 260,703 over the total revenues which would be realized under
the applicant's present rate schedul es, an increase of 2.48 percent.

RATES AND TARI FFS

As part of its investigation, the staff reviewed the various rate schedul es and
provi sions governing ternms and conditions of service set out in the applicant's proposed
tariffs (Co. Ex. 2). The resulting staff recommendations (Staff Ex. 1, at 23-73) drew a nunber
of objections. The issues raised are discussed bel ow.

Mai n Ext ensi on Policy

The Hone Buil ders/ OVDC raise three issues related to C&&E s proposal in this case
to amend its existing tariffs regarding the extension of gas mains (Co. Rider X). First, the
Hone Buil ders/ OvDC clai mthat the conpany's proposal to linit the rei nbursenent
period to six years, for developers installing gas mains to a new subdivision, unfairly
benefits the conpany by prematurely cutting off reinmbursenent to the devel opers. Home
Bui | ders/ OVDC wi t ness Schoettel kotte testified that devel opers are faced with extensive
upfront costs for bringing gas into a subdivision that are not refunded by CGE unti
i ndividual |ots are devel oped and established with gas service. He stated that, since the
devel opers are essentially installing C&E' s facilities and providing it custoners, the period
of rei mbursenent should be extended to ten years (Honme Buil ders/OVDC Ex. 1, at 7).

The second issue raised by the Honme Builders/OVDC relates to the failure in the




proposed Rider X to provide conpensation to a devel oper who initially pays for a main
ext ensi on which is subsequently tapped into by a devel oper of a |later subdivision. M.
Schoettel kotte stated that, under the conmpany's proposal, the second devel oper is not
required to reinburse the first devel oper for costs incurred even though the second
devel oper benefits fromthe original main extension (Id. at 7-9).

The third i ssue pursued by the Home Builders/O/DC is that CGE s joint trench
policy unfairly benefits the conpany to the detrinent of developers. Since its inception in
the early 1990s, the joint trench programallowed for installation of all utility lines in

a conmmon trench, without cost to the devel opers, if the devel opers agreed to run conduits
under streets prior to construction to avoid having to | ater cut across streets when

i ndividual |ots are devel oped (1d. at 13-15). The conpany's proposed Rider X would require
devel opers to pay a deposit of the entire upfront cost for the joint trench

C&E contends that the Conmi ssion should approve its proposed Rider X. The
conpany argues that the proposed tariff does not change the existing | anguage with respect
to the first two issues raised by the Hone Builders/O/DC. Wth respect to the joint trench
i ssue, C&E clains that the proposed tariff sinply requires the sane deposit for al
ext ensi ons regardl ess of the construction nmethod used. The conpany nmi ntains that
chargi ng deposits for main extensions is consistent with the concept that costs for such
activities should be recovered fromthe cost causer. CG&E argues that devel opers can
recover main extension costs through the price of the |lot sold and that devel opers adm t
they earn a sizable profit on their devel opnents (Tr. XX, 18, 37).

Staff witness Crossin testified at hearing that the staff recomends C&E' s current
mai n extensi on policy be continued until such time as the Commi ssion inplenments generic
rules on main extension policies (Tr. XXII, 32-38). M. Crossin stated that the staff believes
the status quo should be maintained with respect to main extensions until new regul ations
are placed into effect (lId. at 37).

We agree with the staff's recommendation to maintain CGE s current main
extension policies until the Comm ssion addresses rules and regul ati ons pertaining to such
ext ensi ons through a generic proceeding. For the first two issues raised by the Hone
Bui | ders/ OVDC, the existing Rider X contains the sane | anguage as the tariff proposed by
C&E in this case. Thus, given our intention to consider thoroughly the issues associ ated
with main extensions in the near future, it is reasonable to delay any decision on the
obj ections raised by the Home Buil ders/OvDC. Regarding the joint trench issue, we agree
with the Hone Buil ders/OVDC that, until we have considered the argunents raised within
the context of a generic proceeding, the status quo should be nmintained. Accordingly,
since C&E's tariff does not nention how joint trench costs are to be treated, and since the
conpany's policy fromthe inception of the programhas been not to charge devel opers for
such deposits (where devel opers agree to provide underground conduits for ease of access),
t he conpany should maintain its policy of not assessing up-front customer deposits from
devel opers. This decision should not be construed as an indication of how the Comi ssion
may ultimately decide to treat such costs but is intended to reflect our desire to maintain the
status quo until all main extension issues have been fully considered in a generic
pr oceedi ng.

Revenue Sharing for Capacity Rel ease and O f-System Sal es

C&E proposed a gas cost recovery rider (Rider GCCR) that would allocate to the
conpany a share of the net revenues derived fromthe conpany's efforts in capacity rel ease
and off-system sales activities. Currently, these net revenues are credited fully to GCR
customers. In the Staff Report, and through testinmony, the staff recomended that C&E s
proposed Rider GCR be rejected based on Commi ssion policy that directs such revenues be
credited to the GCR (Staff Ex. 1, at 46-47; Staff Ex. 17, at 29-30).

The conpany argues that its efforts to market tenporarily unneeded interstate
pi pel i ne capacity should be recogni zed by allowing C&E to retain sonme of the revenues.
C&E cl ai ns that performance-based incentive nechani sns have been approved in other
parts of the country (Co. Ex. 13, at 16-18) and the GChi o Conm ssion should do the sanme in
order to be considered a "forward-|ooking jurisdiction" (Co. Brief at 36). Conpany witness
Moel l er stated that the Conmi ssion has already approved a capacity rel ease sharing
mechani sm for another Chio LDC, albeit through a stipulated case (Co. Ex. 14, at 1). The
conpany contends that the Conmi ssion should afford C&E consi stent treatnent by




approvi ng the proposed revenue sharing nmechani sns.

We agree with the conmpany to the extent that its proposal nerits further consid-
eration. W recognize that, under H B. 476, the type of progranms suggested by CGE coul d
be considered. Consistent with the intent of H B. 476, we agree that the conpany shoul d be
permtted an opportunity to retain some anount of revenues associated with capacity
rel ease and off-system sales. However, the record is not sufficiently developed in this case
for us to grant the conpany's request.

Cost of Service

As part of the standard filing requirements acconpanying its application, CGE
submtted three separate interclass cost of service (COS) studies. The first study, which the
conpany i s proposing be used in this proceeding, is based on throughput with a credit for
the IT class (Co. Ex. 2, Sched. E-3.2A). The other two COS studies are based on an
"aver age/ excess" nethodol ogy (Sched. E-3.2B) and "straight throughput", w thout the
interruptible credit (Sched. E-3.2C). Wdely varying class revenue responsibility results are
realized by applying these COS nethods. For exanple, the residential class would benefit
fromallocations based on total throughput while large industrial custoners would be
assigned | ess revenue responsibility if the average/ excess nethodol ogy were adopted (1d.).

C&E witness Lonneman testified that the conpany's throughput with an inter-
ruptible credit was designed to recognize costs of noving gas fromthe city gate to
custoners while also recogni zing the avoi ded cost benefits associated with having inter-
rupti bl e custoners on the system (Co. Ex. 22, at 32-33). Conpany w tness Ziegler indicated
that, based on his analysis of a nodel designed to assign a value to the interruptible [oad on
C&E' s system the conpany estinmates a cost of $34 million to construct nmins that would
enable CGRE to serve all interruptible load on a firmbasis (Co. Ex. 20, at 6). According to
M. Lonneman, this avoided cost benefit was credited 70 percent to interruptible custoners
and 30 percent to firmsales custoners to recognize the benefits that interruptible |oad
provides to the system (Co. Ex. 22, at 33-34). Special contract revenue was credited to al
classes in recognition of the fixed cost contributions of the special contract custoners who
may have otherw se |left the system (Co. Ex. 2, Sched. E-3.2A, at 2-3).

The staff's cost of service analysis was the subject of extensive debate. As presented
in the Staff Report, the staff presented a throughput study, although it intended to propose
an average and excess nethodology (Staff Ex. 1, at 39; Tr. XX, 73). Staff w tness Eggleton
corrected this error in his testinony (Staff Ex. 17, at 4) and staff witness Crossin supplied
supporting docunmentation regarding the staff's revised COS analysis (Staff Ex. 18). At
hearing, M. Crossin offered revisions to the COS study (Staff Ex. 18A; Tr. XXIl, 8) and |l ater
provi ded additional changes to the staff's proposed COS study to correct an error he
noti ced during cross-exanination (Staff Ex. 18B; Tr. XXV, 41-44). The staff's
recomrendati on woul d assign virtually none of the $9.25 nmillion (mdpoint of staff range)
increase to the residential class, while the IT class would be allocated the bul k of the
i ncrease (Staff Ex. 18B).

CEC/ OCRM advocat es use of the company's average/ excess COS study for pur-
poses of assigning interclass revenue responsibility. CEC witness Chalfant stated that
average/ excess is an allocation methodol ogy that is based on the excess of estimated class
peak day demands over average demands (CEC Ex. 5, at 20). He indicated that this
al l ocator is a reasonabl e nethod because it recognizes that interruptible custoners have no
call on peak day demand. M. Chalfant explained that, in his opinion, the only costs
actually incurred by an LDC to provide interruptible transportation service are variable
costs associated with transporting the custonmers' gas. He agreed, however, that it was
reasonabl e for transportation customers to provide sonme contribution to fixed costs, as |ong
as the contribution was not so great as to fail to recognize the inferiority of interruptible
conpared to firmservice (l1d.). M. Chalfant recommends that class revenue be noved to
cl ass cost of service which, for the IT class would result in a reduction from $0.537 MCF to
$0.33 MCF while increasing other classes to their respective cost of service levels (l1d. at 28).

Havi ng revi ewed each of the COS proposals presented for our consideration, we do
not believe that the interclass revenue responsibility established in this case should be based
on any of the proposed nethodol ogies. Wth respect to C&&E s throughput with an I T
credit proposal, the throughput methodol ogy does not properly recognize cost causative
characteristics of providing service. Allocation of costs based solely on volunetric factors is
unr easonabl e because such a net hodol ogy does not consider the fixed costs associated with
system operation. Fixed costs such as investnent in nains, depreciation, property taxes,




and some mai nt enance expenses are not fully recognized by the throughput method of cost
al l ocation and throughput must, therefore, be rejected. Although the conpany attenpts to
sal vage the throughput nethod with its proposed

interruptible credit, its proposal remamins flawed. As noted by M. Chal fant, the conmpany's
calculation of a $34 million value for all interruptible load fails to fully recogni ze the
di m ni shed quality of IT service (relative to firmsales service), fails to give due
consideration to gas supply benefits provided to the system (by enabling C&E to use

stored capacity to avoid buying higher-priced spot market gas during peak periods), and by
failing to recognize that assigning a value to providing firmservice may be irrelevant for
some |l arge transportation customers who may | eave the systemrather than pay firm service
rates (CEC Ex. 5, at 9-10).

We are equally concerned with some of the results advocated by CEC. Al though we
believe that IT service is, to sone extent, a |lesser quality service than firmservice, we do no
agree with M. Chalfant's proposal that the conpany's average and excess (A&E) cost of
service is appropriate in this case. M. Chalfant's recommendation fails to recognize that
sone | T customers actually took gas during periods of interruption (Tr. XX 16; Staff Ex. 17,
at 24), thus contributing to system peak. Indeed, the record is clear that sone |IT custoners
used conpany-owned peak-shavi ng propane supplies during periods of interruption (1d.).
Thus, it is appropriate that some portion of the excess conponent of the A&E be allocated to
I T custoners, contrary to M. Chalfant's suggestion. As is the case with the conpany's
proposed t hroughput cost of service study, we do not believe that the COS advocated by
CEC is sufficiently reliable for us to rely upon for purposes of establishing rates in this case

We are al so concerned with the COS recomendation put forth by the staff. The
staff's nodified proposal is flawed in several respects. Despite the staff's correction of the
Staff Report's throughput COS study to an average and excess net hodol ogy, the revenue
responsibility actually increased for the transportation class (Staff Ex. 1, at 39; Staff Ex. 17
Mor eover, although the staff's revised COS anal ysis showed a revenue deficiency fromthe
residential class, the staff recomends decreasing revenue responsibility for residentia
customers (Staff Exs. 17A, 18A, 18B). Several other anonmlies are evident in the staff's COS

proposal. First, the staff's study indicates that nore than $50 mllion in mains should be
allocated to the IT class alone, with alnmost $30 million being allocated to AK Steel (Staff Ex.
18B, at 2; Tr. XXIIl, 17). As was clearly established during the hearings, AK Steel could

likely construct a direct connection to interstate pipelines for approximtely $10 nillion
and CGEE has identified (on a direct assignment basis only) under $500,000 of nains that
could be retired if AK Steel left the system (Co. Ex. 37, at 3; Tr. VI, 81).

Anot her questionable result in the staff's COS analysis is the allocation of nore than
$5 mllion to the IT class for administrative and general (A&5 costs. Al though the IT
class is conprised of approximately 180 custoners, the staff assigned nore than half of the
total O&M costs allocated to the class solely for A&G expenses (Co. Ex. 37, at 6). Conpared
to the residential class (with nmore than 300, 000 custoners), where only 7 percent of O&M
costs are attributable to A& expense, the anonal ous results of the staff's COS
recomendati on are apparent. It is evident that the staff's analysis for A&G expense clearly
contai ns a throughput-based bias for an allocator that is not affected significantly by
volunetric factors. G ven these significant concerns with the staff's COS recommendati on
we cannot accept the staff's revenue responsibility proposal in this case.

Havi ng rejected the studi es which serve as the basis for the conpany's, CEC s, and
the staff's proposed revenue distribution, the Commission finds that, with the exception of
the services otherw se di scussed herein, revenue responsibility should be established by
assigning the base rate increase authorized on a uniform percentage basis to all
jurisdictional classes. This procedure is consistent with several previous decisions of the
Conmi ssion in which adequate cost data has not been presented upon which to allocate
revenue responsibility anong vari ous cl asses of service. See, e.g., GIE North | ncorporated,
87-1307-TP-AIR, et al. (Cctober 28, 1988), at 50; Chio Bell Tel ephone Co., Case No.
83-300- TP- AIR (January 32, 1984), at 69; Dayton Power & Light Co., Case No. 81-21-EL-AIR
(February 3, 1982), at 40. The decision to require uniformincreases across custoner classes
is certainly not our preference, but rather is the result of having a record which justifies no
ot her outcome. GIE North, supra. This uniformincrease on base rate revenue should be
cal cul at ed excl uding the contract revenue since they were treated specifically under the
delta revenue section above.

As a final natter, we agree with the staff's recomendati on that CGE shoul d




undertake a definitive |oad study for purposes of cost allocation, rate design, and opera-
ti onal managerment (Staff Ex. 1, at 72). The load study should incorporate inproved gas
demand forecasts and custonmer usage profiles. However, rather than the two year
recomendati on suggested by the staff, we direct the conpany to i nmedi ately conmence

the | oad research to further evaluate consunption by different custoner classes and

det erm ne cl ass maxi num demand for the purpose of setting rates for respective custoner

cl asses and for gas supply planning purposes. W expect the data devel oped fromthe
conpany's | oad research studies to be utilized in any subsequent rate cases filed by C&E
for cost of service purposes.

Transportation Tariffs
Interruptible Transportation (Rate IT)

CGEE proposed a declining two-block rate of $0.90 for the first 100,000 CCF/ nonth
and $0.70 for all additional volunmes taken under the IT rate, based on the full $30 mllion
rate increase requested (Staff Ex. 2, Sched. E-1, at 23). The current IT rate is $0.537. The
conpany al so proposed to reduce the $625 per nonth custonmer charge to $525 (I1d.). The
staff, based on its $9.25 mllion increase reconmendati on, proposed a declining two-block
rate of $0.925 for the first 10,000 MCF and $0. 733 per MCF thereafter, with a reduced
customer charge of $285 per nonth (Staff Ex. 18B). As indicated above, the rates established
in this case were derived fromapplication of a percentage increase to all classes.
Accordingly, the IT rate is set consistent with that discussion

The conpany al so proposed to continue the "conpetitive flexibility" portion of Rate
IT, with sone clarifying |language. This provision of Rate |IT pernmits the conpany to flex
rates, for conpetitive purposes, within a band of $0.30 per MCF and the inplicit ceiling of
the current $0.537 rate (Co. Ex. 2, Sched. E-1, at 24; E-2, at 16). Staff witness Eggleton
reconmended that the floor of this rate be increased to $0.47 based on the staff's concl usion
that the variable cost of IT service is $0.26 per MCF (Staff Ex. 17, at 31). W agree with the
conpany that the flex band floor should remain at the current $0.30 per MCF with a ceiling
set at the IT rate established herein. The staff has provided no justification why the floor
shoul d be raised to $0.47, especially considering its own IT variable cost of service
concl usi on of $0.26 per MCF

Wth respect to C&RE's attenpt to |imt future access to IT service, we disagree with
t he conpany's proposal. The conpany is proposing to grandfather existing |IT custoners
but limt future participation in IT service to custonmers located in areas of the system which
C&E has determined to be constrained (Co. Ex. 17, at 21-22). The conpany argues that IT
service should only be offered where it provides a benefit to the system such as |ocations
where a realistic chance of interruption during peak periods could occur. Conpany wi tness
Schnitzer explained that there should be a nexus between the size of the discount offered
and the value provided to the system (Co. Ex. 21, at 2-6). M. Ziegler testified that the
conpany could use its planning nodel for systeminprovenents to identify where IT
customers woul d be nost valuable (Co. Ex. 20, at 3-6). Staff w tness Eggleton
recommended that the conpany's proposal should be rejected based on his belief that
C&E' s systemis not constrained. He stated that |IT service should be offered to al
qualified custoners (Staff Ex. 17, at 14-15). M. Eggleton indicated that system
i mprovenents performed in 1994 and 1995, as well as decreases in average residentia
cust omer consunption, caused the staff to conclude that no constraints currently exist on
the C&E system (1d.).

Al t hough we do not necessarily disagree that the IT rate should be based on avoi ded
cost, in light of the fact that we have rejected all of the cost of service studies proffered in

this case, we will defer ruling on the conpany's proposal to close the IT rate until C&E s
next rate case, where we expect to have nore reliable cost of service results which can be
used to test the reasonabl eness of the conpany's proposal. Sinply put, there are too many

out st andi ng questions raised by C&E' s proposal for the Conmnission to approve it in this
proceedi ng. The conpany shoul d, therefore, continue to provide IT service to qualified IT
service applicants on a nondiscrimnatory basis until such tine as the Commi ssion has an
opportunity to review the proposal in conjunction with reliable cost of service data.

Bal anci ng, Pooling, and Tradi ng Services

Under CG&E's current tariffs, transportation custoners have an incentive to deliver




to C&E' s city gate all of their expected demand and sone anmount of excess (Tr. IIl, 86-87).
This incentive exists because underdeliveries are, in effect, cashed out inmediately while
overdeliveries are permtted to stay on the systemfor 60 days w thout penalty. The policy
reasons for encouragi ng denand/ plus deliveries arose during the late 1970s when gas
shortages were occurring (ld. at 88). |In the post FERC Order 636 era, however, the
overdelivery of gas to the LDC may have a cost associated with it to the extent LDCs i ncur
costs for storage frominterstate pipelines. As described by conpany w tness Meller, the
LDC beconmes the gate clearer for deliveries nade by shippers to the city gate because the
interstate pipelines that deliver the gas have no way to know what vol unes are consuned

by which transportation custoners behind the city gate (Id. at 111-116).

In order to attenpt to assign gate clearing costs to the cost causers, CG&E proposed
the inpl enentati on of several unbundled IT services in order for transportation customners
to manage their deliveries and consunption. The principal offering proposed by the
conpany is an interruptible balancing service (I1BS) that would be elected by IT custoners
by default when they fail to bal ance gas used with gas delivered on a daily basis. The wi der
the disparity between gas delivered and gas used the greater the bal anci ng charges that
woul d be inmposed by C&&E (Co. Ex. 17, at 23). The conpany envisions | T customers
pooling and trading daily inbalances in order to avoid incurring excessive charges under
the IBS tariff (1d.).

I T custoners, and especially independent gas marketers, view the |IBS proposal as a
harsh penalty. |MG witness Menninger testified that any | BS charges inposed on shippers
shoul d be based solely on "harnful inbalances" (inbalances that cause the LDC systemto
i ncur costs). M. Menninger indicated that although a shipper inbalance nmay cause no cost
to the LDC (such as where the inbal ance was included within a pipeline tolerance or where
ot her customers were out of balance in an opposite direction), C&E s proposal does not
recogni ze a tol erance zone or time period for the customer to correct any inbal ances (I M5
Ex. 1, at 5-9). The marketers propose the adoption of bal ancing services sinmilar to those
of fered by Colunbia Gas of Chio, in which the custoner can buy a zone of tolerance in
which to achieve nonthly balancing (Id. at 11).

In response to concerns expressed during the hearing, conpany witness G nn
presented a nodified IBS proposal in rebuttal testinony. M. Gnn stated that the com
pany's revised proposal, in which rates were reduced fromthose originally proposed wthin
tol erance zones, was offered in recognition of the nonharnful inbalance theory advanced
by M. Menninger (Co. Ex. 35, at 7-8, WAG 1). The nodified proposal would al so give
customers 4 days in which to make trades in order to achieve daily balancing (1d.). The
i ndependent marketers argue that the conpany's nodified offer still is not cost based, does
not provide sufficient custoner choice, and would be an adninistrative nightnmare to
i mpl enent (I MG Brief at 5).

The marketers al so contend that the conpany's proposed $10 fee for each trade made
bet ween shi ppers has no cost basis because C&E incurs no costs when such trades are
made and, as such, the conmpany woul d sinply net excess revenue fromthe trading fees.
The i ndependent marketers reconmend that both the original and nodified |IBS proposals
be rejected by the Conmi ssion and that an appropriate daily inbalance fee should be tied to
the firmstorage service rates paid by C&E to Colunbia Transnission (I M5 Ex. 1, at 10).
The marketers urge the Conmmission to reject the proposed IBS tariff and direct the
conpany to develop a new I T bal anci ng service that assesses fees only on harnfu
i mhal ances.

We agree with the independent nmarketers that CGE should attenpt to redesign its
proposed IBS tariff. |In order to enhance custoner acceptance, it is crucial that C&XRE
i nvol ve interested parties in the process of devel oping a workabl e bal ancing tariff. W
direct the conmpany to work with the independent narketers, and other interested entities,
to create an acceptable tariff and to subnit the proposed tariff to the Conmission within 60
days of the date of this order. The proposed tariff application should provide for daily and
nmont hl y bal anci ng service that recogni zes actual costs and nmakes a neani ngful contribution
to the fixed costs of the conmpany's interstate pipeline balancing service, including
transportation to and fromstorage. The IBS tariff should also pernit custoners to purchase
variable | evels of balancing (i.e. 5, 10, or 15 percent) and should contain overrun charges or
a ratchet provision in the event a custoner exceeds its reservation. Such a rate should
recogni ze that the service being offered is interruptible, in the event that firmservice
customers need the capacity to nmeet | oad denands. Rates for 100 percent |oad factor
situations may be appropriate, as well as daily and nmonthly cash-out provisions. The tariff
filing should al so contain a discussion of, and justification for, separate fees for trading and




pooling services. Based on the record before us, we sinply do not have sufficient

information to approve an IBS rate and tariff in this case. |In addition to the rates and terns
of the IBS tariff, the affected parties will need to work out various operational terns and
condi tions of the service.

Firm Transportati on Services

In Septenber 1994, C&E inplenented a firmtransportation (FT) program for snall
vol unme, nonresidential customers. |In this case, the conpany proposes several changes to
the FT program such as developing a nore user-friendly electronic bulletin board and
al l owi ng suppliers to begin replaci ng conmpany-assi gned capacity with their own capacity
(Co. Ex. 17, at 16-19). C&XE also proposed an experinmental residential firmtransportation
(RFT) programto begin to allow residential custoners sone choice in gas supply sources.
The RFT program woul d be inplenented initially for three years with 8,000 to 12,000
custoners participating. The programwould be structured to operate under the sane
supply management system as the existing FT program (1d.).

In response to the RFT proposal, the Staff Report set forth a nunmber of "guiding
principles" that should be followed in establishing transportation services for residentia
custonmers. These principles include ideas such as: open access service should be
econom cally efficient and reliable; custonmers should have a nunber of conpetitive choices;
pil ot programs should be sufficiently large as to attract qualified marketers and brokers; a
code of conduct should be adopted to address internal and affiliated nmarketi ng conpani es;
brokers shoul d neet basic qualification criteria; and traditional bundled services should
remain available (Staff Ex. 1, at 53-54). Through testinony, staff wtness Eggl eton expressed
concern with the conmpany's pricing and structure of the FT and RFT prograns which he
cl ai med "appear to doomthese services to failure" (Staff Ex. 17, at 12-13). M. Eggleton
i ndicated that the staff recomrends the Comm ssion open a Conmi ssion-Ordered
I nvestigation (CO) to address the problens the staff sees with C&E s small transportation
prograns (1d.).

The I MG al so rai sed a nunber of concerns it sees with both the existing FT program
and the proposed RFT program Although the marketers agree with the opportunity for
customer choice, M. Menninger identified problens with the FT programthat have caused
it to plateau at approximately 700 custoners and offer little incentive for nmarketers to
pursue new customers (IMs Ex. 1, at 12). M. Menninger indicated that there is very little
opportunity for marketers to provide savings to end-use custoners because the marketers
must pay the sane transport and storage costs that the conpany incurs (l1d.). According to
the marketers, the only difference in the base rate paid by GCR custoners and the rate paid
by the FT/RFT custoners would be the gross receipts tax on the gas comodity portion of
the bill. However, even this saving would be nore than offset by |ocal sal es taxes that
woul d be assessed on the commodity sales (Tr. VIII, 153-154). The i ndependent marketers
are al so concerned that they are confined to the sanme gas procurenent areas as the
conpany. M. Menninger stated that marketers should be free to shop the national nmarket
for gas supplies and to use interstate pipelines of their choosing (I M5 Ex. 1, at 13).
Addi ti onal areas of concern are assessnent by C&E of a $0.05 per MCF pooling fee and
expenses associated with inform ng residential custoners of the availability of the RFT
program

The i ndependent marketers claimthat the solution to nost of the problens is to
all ow marketers to bring gas to the city gate in any manner available. The only renmining
i ssues woul d then be $0.05 pooling assessnment (which the marketers clai mshould be
dropped) and a bal ancing fee (which the marketers argue should be cost-based). As a
possi bl e solution to the conpany's concerns with stranded costs/capacity if "open sourc-
ing" were permitted (Tr. VIII, 171), |IMS witness Menninger suggested that a stranded cost
surcharge could be assessed by service class, so that residential custoners with very limted
conpetitive access would only pay the surcharge based on stranded costs fromthe
residential class (I M5 Ex. 1, at 15-16). The narketers point out on brief that the critica
probl em of getting a small transportation programoff the ground lies with C&E s

upstream pi peline contracts (I MG Brief at 20-21). The conpany is unwilling to |let any of
these contracts expire until there is a solid contract with marketers to replace the capacity
and the marketers are unwilling to enter into such contracts until there is an open and

vi abl e programin place. The marketers recomend, therefore, that the Conm ssion reject
the FT and RFT tariffs and require the conpany to file (by no later than the 1997-1998
heati ng season) a revised and commercially viable RFT tariff. The independent marketers
al so request that the conmpany be ordered to subnmit a revised FT tariff, that includes open
sourcing, within 60 days fromthe issuance of the order




As the gas industry enters an era of increasing conpetitiveness, it is inperative that
LDCs begin to provide custoners, both large and snall, with opportunities to take
advant age of gas supply choices. W commrend C&E for bringing forth a proposal that
woul d begin to provide snaller customers, including residential custoners, with the
opportunity to take part in the conpetitive arena. However, we are concerned with the
[imtations contained in the conpany's proposal that appear to hinder the availability of
realistic conpetition in the C&E service area. These factors include the |ack of
opportunity for marketers to find cost cutting alternatives to the source nanagenent
currently offered under the FT tariff.

We believe that open sourcing is an inportant factor to consider in devel oping a
viable firmtransportation programfor small custoners. W direct C&RE to file, within 90
days of the issuance of this order, nodified FT and RFT tariffs that include devel opnent of
open sourcing options for marketers. The applications attached to this filing should include
a proposed solution of how the conpany intends to address issues raised by the marketers
such as how to make these transportation programs comercially viable, howto deal with
potentially stranded costs (if any), and whether a pooling assessnent is necessary or
justified. The conpany should include narketers, and other interested parties, in
di scussions related to the devel opnent of the revised tariff proposal

Resi denti al Customer Charge

C&E' s current custoner charge for residential (RS) custoners is $5.50 per nonth.
In this case, the conpany proposed to i ncrease the custoner charge to $10.00. The staff
initially recommended that the custoner charge be increased to $7.00 per nonth (Staff Ex. 1
at 45). Staff witness Crossin reduced the staff's reconmendation to $5.50 through his
testinmony and subsequent cost of service nodel runs. The staff indicated that its
recomendati on was not based on an attenpt to identify dollar for dollar recovery of
actual costs but was a reasonable estinmate of the costs incurred in providing service (Staff
Ex. 18, at 8; Attach. A Table 5). On brief, the conpany argued that the staff's origina
recommendati on ($7.00) should be adopted (Co. Reply Brief at 16-17).

We agree with the staff's revised recommendati on that the residential customer
charge should be maintained at its current level of $5.50 per nonth. W heard a great dea
of testinony at the local hearings regarding the detrinmental inpact that an increase in the
custonmer charge woul d have on | ow i ncone custoners (See, Ci ncinnati Tr., 29-30, 54, 61, 93).
We believe that it is appropriate in this case to keep the custonmer charge at its current |eve
in order to minimze rate shock that woul d ot herwi se be experienced by residentia
custonmers. Qur decision is consistent with past cases where we have identified the
principles of gradualismand rate continuity as inportant factors to be considered in setting
rates.

MANAGEMENT AND OPERATI ONS REVI EW
Affiliate Transactions

As part of the 1994 agreenent between Ci nergy Services, Inc. (CSI) and C&E, CS
renders a nonthly statenent which reflects billing information for costs charged for that
mont h. Conpany wi tness Wnger stated that CSI costs are billed to C&E as part of the
nonthly cl osing process and entries are recorded in the conpany's general |edgers to reflect
recei vabl es and payables. M. Wnger indicated that managenent reports are kept that
provi de supporting docunentation for the charges in order to satisfy the terns of the
servi ce agreement between CSI and C&RE (Co. Ex. 11, at 1-2).

Staff witness Buckley testified that the staff interpreted the 1994 agreenment to require

that an item zed bill be sent by CSI prior to paynent for services being made. CG&E clains
that requiring that a bill be sent creates an unnecessary adm nistrative burden. The staff
bel i eves, however, that having a bill from CSI would enable CG&E the opportunity to

guestion charges fromCSlI to ensure that CGE is not paying for services that are
unjustified (Staff Ex. 8, at 2-3).

We disagree with the staff that physically rendering a bill would provide ratepayers
with any additional protection fromunwarranted costs. The conpany indicated that
item zed entries are recorded to reflect charges and paynents and that supporting
docunentation is provided in support of CSI's charges. There is no evidence that the staff
found any of the charges nmade by CSI to be inproper or that C&E does not have the




ability to question charges nmade by CSI under the terns of the agreement. W agree with

the conpany that requiring CSI to physically render a copy of a nonthly bill would
constitute a redundant exercise that would not further the goal of insuring that charges are
properly assessed.

Benefit Verification System

Staff witness Buckley also indicated that the staff was concerned that CSI's goals, as a
non-regul ated subsidiary of C nergy, could conflict with the Conm ssion's goals to set fair
and reasonable rates. In order to protect ratepayer interests, the staff recommends that
C&E be required to file with the staff estimated annual savings fromthe formation of CS
by function or account and to inplement a benefit verification systemfor nonrecurring
services. M. Buckley stated that the benefit verification would enable C&E and
regul ators to assess whether products and services are being provided in a cost-effective
manner (Staff Ex. 8, at 3-4). M. Buckley indicated that a simlar verification systemis
already in place for Aneritech and Chio American Water Conpany (1d.).

C&E opposes the staff's recommendation, arguing that it inmposes an unnecessary
burden on the company. The conpany clains that the staff and the Conmi ssion al ready
have the authority to exam ne all books and records of CSI, as well as access to the books,
records, enployees of Cinergy, C&E, and all affiliates and subsidiaries (Tr. X I1, 129).

On this issue, we agree with the staff that a benefit verification systemwould be
useful. Although the Conm ssion may have the authority to exanine affiliate books and
records, for audit purposes the availability of item zed benefits accruing fromthe merger
operations would be extrenely useful to the staff. Moreover, a benefit verification system
could assist CGE in evaluating areas where CSI's services could be inproved. W do not
beli eve that inplenentation of such a procedure would be unduly burdensone to the
conpany and we direct C&E to devel op and subnmit to the staff, within 60 days of the
i ssuance of this order, a benefit verification systemconsistent with the staff's
reconmendat i on.

Aut omat ed Meter Readi ng

In the Staff Report, the staff recomrended that the Commi ssion order C&E to
conmence installation of approximtely 580,000 autonated neter readi ng (AMR) devices
by the end of 1997 and to submt progress and cost reports to the Conmi ssion every siXx
months until the AVR project is conpleted (Staff Ex. 1, at 88-89). Staff witness Hicks
testified that CGE has been studyi ng AMR systens for four years but the conpany has yet
to commt to inplenmentation of the devices. According to M. Hicks, AMR systens use
radi o or tel ephones to read neters, thus reducing |abor costs by elinmnating the need to
physically read meters (Staff Ex. 11, at 4).

CG&E opposes the staff's directive due to high installation costs and the ongoi ng
devel opnent of new technol ogies. Conpany witness Tilton stated that, in May 1996
Ci nergy's reengi neering teamreconmended installation of an AMR systemwith a three-
year plan to achieve 75 percent penetration of electric and gas neters in Ohio, |ndiana, and
Kentucky. M. Tilton testified that this recomendati on was rejected by senior
managenent as too expensive. Based on a price of $75 per neter for hardware and
installation, the conpany projected a cost of $118 nillion resulting in a pay back period of
al nost six years (Co. Ex. 19, at 3-5). M. Tilton indicated that the conpany considered three
years to be an optimal pay back period for such capital investnents (Tr.

IV, 24). The conpany believes that the useful life of current AMR technol ogy is approx-
imately five years, which would not warrant the investment of $118 million. M. Tilton
clainmed that the type of technol ogy recommended by the staff is not in use in any of the
four AMR systens in the country and that deploynment of such technology at this tinme

could hinder inplementation in the near future of digital gateway technologies (Co. Ex. 19,
at 7-8). Accordingly, CGE requests additional time to study the nost cost-effective nmeans
of AMR depl oyment.

OCC al so opposes the staff's reconmendation. OCC witness Wllians testified that
t he conpany shoul d be given the opportunity to develop fully its business plan concerning
AMR before being required to begin inmplenentation (OCC Ex. 2, at 7). M. WIlians stated
t hat C&E shoul d be given until March 1997 to subnit a report on its ongoing study of this
i ssue. OCC recomrends that the conpany update its 1994 cost/benefit anal ysis,




i nvestigate energi ng technol ogi es, and exam ne the cost inplications of |easing rather than
pur chasi ng equi prent (1d.).

We agree with the company and OCC that the staff's recommendation on this issue is
premature. Although we understand the staff's desire to nove the conpany towards nore
efficient nmetering capabilities, we are concerned with the cost inpact of the staff's proposal
The conpany notes that the burgeoning state of neter technol ogy may nake a temporary
del ay the nobst prudent econonic choice for ratepayers and the conpany alike. Moreover,
there is no evidence that the lack of i mediate AMR i npl enentation will substantially
i npact the adequacy of service for C&&E s custonmers. W believe that C&E shoul d
continue its ongoing study of the relative costs and benefits of various types of AMR
systens, including the nost recent technol ogy avail able. The conpany shoul d | ook not
only at |abor cost savings but should also review the benefits to overall custoner service
that may result from depl oynent of AMR technology. C&E should subnit its initia
report within 90 days of the date of the issuance of this order

FAS 106 Fundi ng

In 1993, the Commi ssion issued a finding and order in the generic investigation of
Fi nanci al Accounting Standard (FAS) No. 106, concerning policies with respect to
accounting and ratemaking treatnment for O her Post-Enmpl oynment Enpl oyee Benefits
(OPEB) such as health and life insurance. Investigation into the Financial |npact of FASB
Statement No. 106, Case No. 92-1751- AU-ORD (February 25, 1993). |In that order, the
Conmi ssion stated that it expected utilities to provide OPEB at the | owest possible cost to
rat epayers but decisions made by conpanies as to internal or external funding of OPEB
costs would be reviewed in subsequent rate cases (ld. at 15-16).

In this case, CGE has proposed to continue internal funding of its FAS 106 liability.
Internal funding was approved by the Conmission in C&&E s | ast several rate cases (Case
Nos. 90-390- GA- Al R, 91-410-EL-AI R 92-1463-GA-AIR, and 92-1464-EL-AIR). Funding
internally allows the conpany to use the funds for any purpose because the FAS 106 funds
are not separated fromother funds (Staff Ex. 1, at 91). The staff indicated that FAS 106
funding is in a class with pensions and nucl ear decommi ssi oni ng which, by law, are
required to be funded externally. According to the Staff Report, this is the first case in
whi ch a conpany has deternmined internal funding to be "least cost". The staff expressed
concerns about noncash factors such as security, potential nmanipulation of the funds, and
ability to pay future benefits. Accordingly, the staff recommends that the conpany
reconsider its decision to fund FAS 106 internally (1d. at 92-93).

C&E argues that an outside actuarial study perforned by Chicago Consulting
Actuaries confirns that its internal funding nmechanismis the | east cost neans of com
pliance with FAS 106. Conpany witness Terry testified that this study showed t hat
ratepayers will benefit fromlower costs by continuing internal funding. |In addition, M.
Terry stated that C&&E s fundi ng study consi dered issues such as security and
mani pul ative effects (Co. Ex. 9, at 3-5). M. Terry concluded that the staff's noncash
concerns were not valid and that, for C&E, internal funding is clearly the | east cost neans
of conpliance (1d.).

Al t hough we understand the staff's concerns, we do not believe the evidence
supports a conclusion that CGE should, at this tine, undertake external funding of FAS
106. The Staff Report shows that external funding could be as nmuch as $19 nmillion nore
expensi ve than the internal funding proposed by the conpany in this case (Staff Ex. 1, at
94). Moreover, the noncash concerns raised by the staff were addressed by the conpany
t hrough testinmony which indicated that the issues raised by the staff had been consi dered.
Qur acceptance of CG&E s internal funding methodol ogy in this case should not be
construed as an unequi vocal endorsenent of the company's current practice or as an
i ndi cati on of what funding nechani sm may be appropriate for other utilities. Rather, we
beli eve that the evidence presented in this proceeding supports a finding that internal FAS
106 funding is least cost for C&RE at this tinme. The conpany should continue to nonitor
and evaluate the relative benefits of both neans of OPEB funding on an ongoi ng basis and
shoul d report its findings in its next rate case.

Manpower Pl anni ng Process
In the Staff Report, the staff recomrended that CG&E perform a nanpower

pl anni ng process to determ ne staffing requirenents for the conpany's gas procurenent
section (Staff Ex. 1, at 73). The conpany objected to the staff's recomendation, citing a




stipul ation negotiated and approved in C&&E s 1995 GCR case. Cincinnati Gas & Electric

Co., Case No. 95-218-GA-GCR (April 4, 1996). In that case, the nanagenent/ performance

audi tor recommended that CGEE institute a formal manpower planni ng process to

determ ne the appropri ateness of the gas supply section's organi zational structure. 1In the
stipul ation adopted by the Comrission, it was agreed that this recommendati on woul d be
reviewed by the auditors in the conpany's 1997 GCR proceeding (ld.). Through testinony,

the staff withdrewits reconmendation on this issue and agreed that the GCR stipul ation
shoul d be considered controlling (Staff Ex. 17, at 34-35). W agree that the issue has been
adequately addressed in the GCR proceeding and we will review the auditor's findings in
C&E s 1997 GCR case.

LOCAL PUBLI C HEARI NGS

As indicated above, the Comm ssion held two separate | ocal public hearings in the
C&E service territory on Septenber 26, 1996. The norning session was held in downt own
Ci ncinnati and conducted by Chairman G azer and Conmmi ssioner Fergus. The evening
sessi on was conducted in Fairfield, Chio by Conm ssioner Fanelly. At the G ncinnat
hearing, 23 witnesses gave sworn statenments. In Fairfield, three witnesses gave sworn
testimony and one w tness made an unsworn statenent.

During the course of the local hearings, w tnesses expressed a nunber of concerns
with respect to the anpbunt of the proposed increase, various tariff proposals, and issues
related to C&E s custoner service. Cincinnati Cty Council nmenbers Tillery, Portune, and
Cooper testified regarding the inmpact of utility rate increases on |ow inconme custoners and
the need to keep any increase granted in this case as |ow as possible (Cincinnati Tr. at
23-31). Several other wtnesses, representing hospitals and other businesses in the
Ci ncinnati area, stated concern with the additional burden that a gas rate increase would
pl ace on their ability to conpete in conpetitive markets (l1d. at 33-53, 71-74). Some of these
wi t nesses al so indicated that the conmpany's proposed unbundl ed bal anci ng servi ces woul d
make it nore expensive for their conpanies to transport gas on the C&E system (1d.).
Resi dential and | ow i ncome custoners and advocates expressed concern with proposed
i ncreases in the customer charge and reconnection charge, as well as the ongoing ability of
customers to pay any additional gas rate increases (ld. at 54-64, 67-69, 78-94; Ex. 1).
Wtnesses at the Fairfield hearing also testified concerning the difficulties facing |ow incone
custoners, especially those custoners on PIPP (Fairfield Tr., 8-12). Two witnesses al so
stated their concerns with respect to federal funding cuts for |ow incone weatherization
prograns (ld. at 13-21).

Anot her issue raised at the local hearings relates to problens faced by customers in
dealing with C&E s custoner service representatives. One witness stated that she
experienced a negative attitude fromthe conpany's service representatives (G ncinnati Tr.
65-66). Another witness al so conplai ned about the attitude of the service representatives
when trying to make payment arrangenments (l1d. at 77). |In response to concerns expressed
by C&E s custoners, Chairman G azer directed C&RE to file a report in this case
concerning actions being taken by the conpany with respect to custoner service
representative training, cultural diversity issues, the |level of supervisor nonitoring, and
nane tags for service representatives (ld. at 66-67).

In response to this directive, C&E submtted, on October 28, 1996, a report on
customer service issues (Report). The Report states that C&RE s president, Wlliam Gealis,
assigned a teamto eval uate custoner service issues. This team engaged a consultant, AT&T
Solutions, to assist in their evaluation (Report at 1-2). CG&E also invited a nunber of
consuner advocacy organi zations, as well as nmenbers of OCC and the Conmi ssion's staff,
to a discussion of custoner service issues. As a result of these discussions, CGE identified
the foll owi ng concerns, and proposed sol utions to address the issues raised during the
di scussi ons:

(1) Conf usi on About Wiere to Pay Bills - C&E proposes to

i mpl enent a communi cation programto inform custoners of

| ocations where bills can be paid, informcustoners by phone

and maps that the 4th & Main office has relocated to Centra

Par kway, and post signs with directions to the night deposit box
on Central Parkway;

(2) Lack of Information Regarding Status of Bills and Paynent
Options - The conpany proposes to reevaluate credit/collection
policies, sponsor working sessions to better conmuni cate about




t he PI PP program and ot her paynent options, and place
mat eri al s regardi ng paynent options in waiting areas of
busi ness offices;

(3) Pr of essi onal Courtesy of Custoner Service Representatives -
C&E proposes to devel op standards for front |ine enpl oyees

and supervisors, provide cultural diversity sensitivity training
for representatives, train supervisors to coach representatives
and train service representatives to make personal introductions
and give their nanes when answering the tel ephone;

(4) Sensitivity to Low I ncone Custoner Financial Situations - The
conpany proposes to neet periodically with consuner advocate
representatives, channel information fromthese neetings into
training curriculum collaborate with social service agencies, and
provi de the Hamilton County Departnent of Human Services

wi th enpl oyee of fice space at the Central Parkway | ocation

(5) Cust omer Feedback Regardi ng Busi ness Encounters with CGE
- The conpany proposes to institute a pilot feedback program

host custoner focus groups with residential and | ow incone
customers, and increase feedback surveys fromtw ce a year to
nmonthly (Report at 3-5).

In addition to these specific proposals, C&E indicates that it plans to pursue, on a
| ong-term basis, a new custoner service nodel that will enphasize custoner service needs,
mai ntai n di al ogue wi th custoners, seek feedback regarding custonmer service experiences
by surveys and interviews, inplement training for service representatives and supervisors,
and devel op empowerment of a customer service team (ld. at 6). CG&E will al so adopt
principles for custoner service including courtesy and respect for custoners, fairness,
clarity, accessibility, and responsiveness. Finally, the report states that Cinergy is
conmitted to establishing and nmaintaining custonmer service excellence and providi ng val ue
for each custoner on a long termbasis (1d. at 7).

As indicated above, several witnesses described instances where the conpany's
customer service representatives were not responsive to custoner needs. The Commi ssion
is concerned with issues related to service provided by C&E to its custonmers and we take
the testinobny heard at these hearings very seriously. To its credit, CG&E pronptly
responded to the Commi ssion's request to report on ways to address the types of concerns
rai sed by custoners during the hearings. The conpany's report listed a nunber of
proposed inprovenments for training its custonmer service representatives and supervisors,
and for communicating better with its custoners. W believe that C&E' s report addresses
t he concerns raised during the hearing and in the neeting held subsequent to the hearing
wi th consumer advocates and the Conmission's staff. W expect CG&E to follow through
with the recomendati ons described in the report and to discuss with customers and
advocates on a regul ar, ongoing basis, how the conpany is fulfilling its conmtnments. It is
i nperative that CGE inprove service to its custoners and that it treat all custonmers with
respect and dignity in attenpting to resolve billing and paynent problens faced by | ow
i ncome customers. |In order to help ensure that C&&E s efforts are successful, we direct the
conpany to report to the Commi ssion's Consuner Services staff tw ce per year, beginning
no |later than March 1, 1997, on the conpany's success in neeting the goals set forth inits
Cct ober 28, 1996 report. W also direct the Consumer Services staff to naintain an ongoi ng
di al ogue with CGE to nonitor the conpany's efforts in inproving its service to
cust oners.

CONSUMER SERVI CES
Sti pul ati on and Reconmendati on

Many of the consumer service tariff issues raised by the staff and OCC were resol ved
pursuant to a stipulation that was submitted by the conpany, the staff, and OCC on
Cct ober 21, 1996. Each of the provisions of the stipulation are discussed below in the
order in which they appear in the agreenent.

1. Sensitivity Training

In order to nmaintain positive custonmer relations, CG&E agreed to have its customer




service representatives attend a senmi nar called "Achi eving Extraordi nary Customer

Rel ati ons". The conpany al so agreed to nonitor custoner service representatives contacts
with custoners and periodically evaluate the effectiveness of its customer service training
programns.

2. Fi nal Meter Readi ng Information

The staff raised an issue concerning the failure of custoner service representatives to
adequately informcustoners regarding their options on final neter readings (Staff Ex. 1, at
99). The conpany's tariff was amended to satisfy the staff's concerns and a script for
customer service representatives (Attachment B-1) is attached to the stipulation. This script
requires service representatives to advise custonmers that they have the right to have the
conpany make the final reading or to provide the reading thensel ves by tel ephone or by
mai |l i ng a conpany-provided card filled out by the custoner.

3. Initiation of Service and Estimated Final Bills

The staff raised issues regarding customers being infornmed of their options with
respect to initiating service and estimated final bills (Staff Ex. 1, at 99-100). Regarding
service initiation requests, C&E revised its tariff and agreed to a revised script for service
representatives answering questions with respect to initial nmeter readings (Attachnent
C-1). The revised script informs customers that they have the right to have the conpany
performan initial meter reading or to performa reading thenselves and informthe
conpany by mail or tel ephone.

Where an estimated final bill is followed by an estinated new service read, and
ei t her custoner questions the billing, the conpany will review the custoner's charges and
attenpt to come to a reasonabl e agreenment regarding the billed anount.

4, Lat e Paynent Charges

The staff reconmended revisions to C&E' s proposed tariff regarding | ate paynent
charges (Staff Ex. 1, at 100). Pursuant to the staff's request, the conpany agreed that the 1.5
percent | ate payment charge would not be applied to Pl PP custoners or those customers
bei ng backbilled in accordance with Section 4933.28, Revised Code, and would not be
applied to unpaid bal ances on budget billing plans or deferred paynent plans, except
where those plans are not tinmely paid. Upon request, residential customers will not be
assessed a | ate payment charge where there has been only one | ate paynent within a 12-
nmonth period. The conpany agreed to provide notice of these tariff changes, by bill insert,
no | ess than once per year

5. Met er Testing

Wth respect to charges assessed by the conpany for custoner-requested neter
testing, CGE may charge the customer for the costs of the test if the neter is found to be
accurate (not nore than three percent fast or slow). However, the conpany agreed not to
charge custoners for the first meter test in any 12-nonth period.

6. Transfer of Past Due Accounts

The staff recommended that CGRE revise its tariff regarding transfer of past due
accounts (Staff Ex. 1, at 101-103). The conpany agreed to revise its tariffs to make m nor
| anguage changes suggested by the staff regarding the conpany's ability to transfer unpaid
bal ances to anot her account for which the customer is responsible. The transfer would be
limted, however, to unpaid balances to accounts for like service (i.e. electric to electric and
gas to gas).

7. Mai nt enance of Service Lines

The staff made reconmendati ons regardi ng | anguage changes for C&R&E s tariff
expl ai ni ng customer responsibility for service lines (Staff Ex. 1, at 104-105). The conpany
agreed that the words "repair" and "repl acenent” woul d be substituted for "maintain"” in
describing the custoner's responsibilities with respect to |ines | ocated on the custoner's side
of the point of delivery. The conpany also agreed to add the staff's recomended | anguage
concerning federal and state pipeline safety | aws.

8. Ret ur ned Check Charge




In response to an objection raised by OCC, the conpany agreed to add | anguage to
its returned check charge tariff. The additional |anguage would require C&E to cancel its
$13.50 returned check charge, upon customer request, if the check was returned due to a
bank error.

9. Reconnection of Service Charge

Pursuant to the staff’'s recomendation, the conpany agreed to reduce its proposed
reconnection of service charge from$25 to $17 (Staff Ex. 1, at 30-31). The staff
recommended that the conpany's proposal to increase its conbination gas and electric
reconnection charge, from $22 to $31, be rejected because it would create an inconsistency
with C&E s current electric tariff which provides for a $22 conbi nation charge. In the
stipulation, the parties agreed that the conpany would i ncrease the conbi nation
reconnection charge to $25 for both its gas and electric tariffs.

10. Charge for Custoner Information

C&EE had initially proposed a $25 processing fee for each nontraditional custom
er-specific request for information, such as load profile data. The staff recomended that
t he proposal be rejected on the basis that the conpany had failed to show that such requests
had historically inposed unreasonable costs on the conpany (Staff Ex. 1, at 31-32).

Pursuant to the terns of the stipulation, the parties agreed that the conpany woul d
withdraw its proposed tariff and would, instead, anmend existing tariff Sheet No. 24.5. This
amendment requires C&E to provide, upon request, up to 25 nonths of custoner-specific
billing information with requests beyond 25 nonths billed at the conpany's cost of

providing the information.

11. Budget Billing Criteria

OCC opposed the company's proposal to allow consideration of any past due
amount, including past due anpbunts for electric service, in determ ning whether to offer
budget billing to custoners. CGE agreed to w thdraw the proposed | anguage pursuant to
the terns of the stipulation

12. Di sconnecti on Avoi dance

OCC al so opposed C&E's proposal to assess a field collection charge where a
conpany enpl oyee, whose original purpose was to di sconnect service, provided a neans to
the custoner for avoiding disconnection. The conpany agreed to withdraw this proposed
| anguage in return for OCC s withdrawal of its objection

13. Field Collection Charge

OCC rai sed issues concerning the conpany's proposed charges for collection in the
field by conpany enpl oyees. C&E agreed that such a charge would not be inposed when
service to a customer is actually disconnected and OCC agreed to withdraw its objections
on the subject.

14. Noti ce of Charges

OCC objected to the lack of notice to custoners for various charges. The conpany
agreed to include notice to custoners of the field collection charge and applicable recon-
nection charges in the conmpany's notice of disconnection to custoners. OCC agreed to
wi thdraw its objection

The stipulation and reconmendation subnmitted by the signatory parties on Cctober
21, 1996 is unopposed and resolves the mpjority of consuner service tariff issues raised in
this proceeding. Rule 4901-1-30, Chio Administrative Code (O A C.), provides for the
subm ssi on of stipulations such as the one presented in this case. Although not

bi ndi ng on the Commi ssion, stipulations are entitled to careful consideration, particularly
when the agreement is unopposed and is sponsored by parties representing a w de range of
interests. See, Cincinnati Gas & Electric Co., Case No. 82-485-EL-AIR (March 30, 1983);




Cincinnati Gas & Electric Co., Case No. 92-1463-GA-AIR et al. (August 26, 1993). See al so,
Cleveland Electric Illumnating Co., Case No. 88-170-EL-AIR (January 31, 1989). The Onio
Suprene Court has also held that stipulations between parties can be accorded substantia

wei ght by the Conmission. Akron v. Pub. Uil. Comm, 55 Chio St. 2d 155 (1978); Consuners'
Counsel v. Pub. Uil. Comm, 64 Chio St. 3d 123 (1992). Although we give substantial weight
to an unopposed settlenent, our primary concern is whether the stipulation is in the public
i nterest.

The standard of review for considering the reasonabl eness of a stipulation has been
di scussed in a nunber of prior Conm ssion proceedings. See, e.g., Cncinnati Gas & Electric
Co., Case No. 92-1463-GA- Al R, supra; East Ohio Gas Co., Case No. 93-2006-CGA-AIR
(Novenber 3, 1994); Colunbia Gas of Chio, Case No. 94-987-GA- Al R (Septenmber 29, 1994). In
consi dering the reasonabl eness of a stipulation in the cases cited above, and others, the
Conmi ssion has used the following criteria:

(1) Is the settlenent a product of serious bargaini ng anmong capabl e,
know edgeabl e parties?

(2) Does the settlenent, as a package, benefit ratepayers and the
public interest?

(3) Does the settlenent package violate any inmportant regul atory
principle or practice?

Based on our three-pronged standard of review, we find that the first criterion is
clearly net. Counsel for the signatory parties have been involved in nunerous cases before
t he Conmi ssion and the |level of detail contained in the various tariff revisions evidences
that the agreenent was the product of serious negotiation. The second criterion is also net
by the stipulation. The agreenment benefits ratepayers and the public interest by numerous
protections negotiated by the parties. For exanple, the agreenent requires ongoing
customer service representative training and review, neter reading and notice provisions,
| ate paynent charge protections, and reductions fromthe originally proposed charges for
items such as reconnection and field collection fees. Finally, the stipulation satisfies the
third criterion. The agreenent does not violate any inportant regul atory principles and,
i ndeed, furthers sound regulatory practices in the formof negotiated conproni se of
contested issues. This is especially inpressive given the diversity of interests represented in
thi s proceedi ng.

Qur review of the stipulation and reconmendation indicates that it is in the public
interest and represents a reasonable disposition of the tariff issues addressed in the
agreement. We will, therefore, adopt the stipulation to the extent and for the reasons set
forth herein.

Access to Prem ses Charges

In the Staff Report, the staff recommrended that a paragraph be deleted from C&E' s
current tariff regardi ng conpany access to custoner premises. The tariff provision at issue
provides that, in situations where judicial redress is necessary to secure access to a
customer's prem ses, the conmpany nmay collect fromcustoners a charge covering the
conpany's expenses in securing access, including court costs and attorney fees. The staff
argues that it is inappropriate for the conpany's tariffs to include a provision that would
permt the conpany to recover attorney fees and court costs because these costs are nore
appropriately addressed by the legislature or left to the discretion of the trial court (Staff E
1, at 101; Staff Ex. 13, at 2).

We agree with the staff that the tariff provision authorizing collection of court costs
and attorney fees should be deleted. Although this provision has apparently been in effect
for sone tine, we do not believe it is appropriate for the conpany to be authorized, by
tariff, to collect court costs and attorney fees through a customer's utility bills. To the ext
t hat such charges are deenmed proper by a civil court, CGE may effect collection of the
court-authorized fees by neans other than through inclusion on the conpany's utility bills.

Di sconnection Notice to Tenants
Section 4933.12(C), Revised Code, prohibits a gas utility conpany from di sconnecti ng

service to a residential custonmer during the winter heating season (Novenber 15 to Apri
15) unless the custoner's account is nore than 30 days in arrears and where the occupant of




the premises is a tenant whose landlord is responsible for paynment for the gas service,

unl ess "the conpany has, five days previously, notified the occupant of its intent to

di scontinue service to hinf. Rule 4901:1-18-05, O A C., provides additional notice

requi renents where a landlord is responsi ble for paynment of gas or electric bills. In
addition to a 14-day notice to the landlord, the utility conmpany must "nake a good faith
effort by mail or otherwise to provide individually to the custoner, and to each unit of a
multi-unit dwelling (i.e., the tenant who receives master-netered service), a ten-day notice
of the pending service disconnection" (l1d.). This notice nust be placed in a conspi cuous
place in multi-unit dwellings and the requirenent is in effect throughout the year

In the Staff Report, the staff recomrended that CG&E be required to add | anguage to
its disconnection tariff that would require the conpany to provide 10 days notice to tenants
in master-netered buildings in situations where the |andlord has requested di sconnection
of service (irrespective of payment arrearages) (Staff Ex. 1, at 105-106). Staff wi tness
Colosinmo stated that the staff's concern is for tenants who live in a master-netered buil ding
with an absentee | andlord who may request that service be disconnected (Staff Ex. 16, at 2).

C&E objects to the staff's recomendati on as overly burdensone. The conpany
argues that Section 4933.12, Revised Code, indicates the Ohio General Assenbly's intent to
limt notice to tenants to five days, and only during the winter heating season. The
conpany clains that the Commission is without jurisdiction to inpose additional notice
requirenents.

We disagree with C&&E' s |imted view of the Commission's jurisdiction in this area.
Al t hough Section 4933.12, Revised Code, provides for sone nininmmprotection of tenants'
right to notice before disconnection, our adninistrative rules clearly set forth additiona
requi renents. As noted above, the company is already required to provide ten days notice
to tenants in naster-netered dwellings (in addition to the 14 days notice to the landlord) in
situations where paynments are in arrears. W believe the staff's recomendation in this
case offers an equival ent protection to such tenants where a | andlord of a master-netered
bui |l di ng requests, for whatever reason, that service be disconnected. The staff's
recommended tariff provision does not add any additional burden to the conpany beyond
what is already intended by the Conmi ssion's di sconnect rules. The staff's
recomendati on shoul d, therefore, be adopted.

Fraud and Theft Policy

OCC rai sed an objection to the Staff Report suggesting that the conpany should be
directed to i nplenent a process to ensure that customers suspected of fraud or theft have
an opportunity to present evidence on their behalf before the conpany nmakes a fina
determ nati on (OCC Cbjection 31). Although the staff pointed to a sinilar concern, that
C&E' s custoner service representatives "seemto prejudge custoners suspected of
fraudul ent practices before obtaining the facts" (Staff Ex. 1, at 98), the staff recomended
training for service representatives to elinmnate this problem As discussed above, the
stipulation entered into by the signatory parties, including OCC, provides for service
representative training and ongoi ng nonitoring of those efforts. OCC presented no
testinmony or evidence in support of its objection and, as such, there is no basis in the record
for determining the nerits of OCC s issue.

However, this does not nean that we are not concerned with the issue raised by
OCC and, as indicated in our directive concerning customer service issues discussed above,
we are requiring CGE service representatives to undergo training to becone nore
sensitive to customer needs. W expect that our directive will also apply to service
representative actions towards custoners accused of fraud or theft of service. In the event
our Consuner Services staff becomes aware of a pattern of abuse in this regard, we expect
the staff to take appropriate action and bring any such abuses to our attention. The
conpany nmay still take appropriate action when health and safety concerns are raised by
al l eged fraud or theft of service.

Pl PP Arrearage Forgiveness

SA C has proposed that CG&E be directed to inplenent a PIPP arrearage forgive-
ness programthat woul d reduce PIPP arrearages for weatherization program participants
by up to $5 for every $1 saved (SO C Ex. 1, at 13). SO C witness Tenhundfeld stated that
this type of program would provide PIPP custoners with nore notivation to increase
energy savings if the custoners believed that the arrearages were being reduced (l1d.). He
conceded, however, that the PIPP custoner's paynents would not be reduced under his




proposal, only the arrearages (Tr. XX, 54). M. Tenhundfeld also adnmitted that he did not
know how rmuch his recomendati on would cost or how it would be funded (1d. at 78).

CG&EE opposes SO C s arrearage forgi veness proposal. The conpany clains that the
program has not been sufficiently devel oped by SO C and the | ack of details about how the
program woul d be operated and funded do not allow the Comi ssion to approve the plan
in this case. Mreover, the conpany joins the staff (Staff Ex. 14, at 4) in its argunent that
t he Conmi ssion's generic investigation into PIPP precludes the type of adjustnents
advocated by SO C. PIPP Investigation, Case No. 88-1115-CGE-PIP, et al. (Decenber 2, 1993).
In that case, the Comm ssion approved a stipulation that provided, anong other things,
that the ternms of the PI PP agreenent were to remain in place for four years (until Decenber
1997) (Id. at 20-21). The company and the staff contend that adoption of SO C s proposa
woul d violate the four year nmoratorium on changes to the PI PP program approved in that
case.

Al t hough we recogni ze the theoretical nmerits of SOC s plan to attenpt to reduce
Pl PP arrearages, the details of the proposal are sinply not sufficiently devel oped for us to
approve it in this case. As was highlighted during cross-exam nation of SOC s w tness, the
proposal woul d not reduce actual paynents nade by the weatherization participants, thus
mtigating the notivational effects that would encourage PI PP custoners to aggressively
i ncrease energy conservation. Further, we are concerned with the lack of detail concerning
how t he program woul d be funded. There are sinply too many unknown factors with
respect to SO C s recommendati on for the Comni ssion to accept the arrearage forgiveness
proposal in this case. G ven our decision not to accept SOC s proposal, we need not decide
whet her it would violate the stipulation in the 1993 generic case.

EFFECTI VE DATE

The Conmi ssion's general practice is to require that applicant utilities notify
customers of any rate increase authorized prior to the effective date of the newtariffs, and
to delay the effective date in order that custoner notification can be acconplished.

However, in instances where the Conmi ssion has not acted upon a rate application wthin

275 days of the date of the filing, and where the applicant has not invoked the provisions of
Section 4909. 42, Revised Code, to attenpt to place proposed rates in effect subject to refund,
t he Conmi ssion normally establishes the effective date of the newtariffs as the date they

are approved by entry, so as not to penalize the conpany for its forbearance. |In this case,
the 275 day period has expired. Thus, the Conmission finds that, on a bills rendered basis,
the effective date of the tariffs filed pursuant to this opinion and order shall be the date the
conpany submits four conplete, printed copies of its tariffs, pursuant to the entry

approving the formof the newtariffs. The conpany is authorized to effect the new rates for
consunption and pipeline services on a bills rendered basis follow ng the approval of the
conpany's tariffs. For mscellaneous and ancillary services, the conpany is authorized to
effect the newrates on a service rendered basis. CGE shall notify its affected custoners of
the increase in rates authorized herein by nmeans of inserts or attachnents to its billings, by
special mailing, or by a conbination of those nethods. The conpany shall subnit copies of

its proposed custoner notice for the Conmission's review at the tine the newtariffs are

filed for approval.

FI NDI NGS OF FACT:

(1) The value of all of the applicant's property used and useful for
the rendition of gas service to the jurisdictional custoners
affected by this proceeding, determined in accordance wth
Sections 4909. 05 and 4909. 15, Revised Code, as of the date cer-
tain of September 30, 1995, is not |ess than $364, 816, 495.

(2) For the 12-nonth period ending June 30, 1996, the test period in
this proceedi ng, the revenues, expenses, and net operating
i ncome realized by the applicant under its present rate schedul es
were $382, 329, 550, $347,051, 762, and $35, 277, 788, respectively.

(3) The net annual conpensation of $335, 277,788 represents a rate of
return of 8.11 percent on the jurisdictional rate base of
$364, 816, 495.




(4) A rate of return of 8.11 percent is insufficient to provide the
appl i cant reasonabl e conpensation for the service rendered to
custoners affected by the application

(5) A rate of return of 9.67 is fair and reasonabl e under the cir-
cunst ances presented by this case and is sufficient to provide the
conpany just conpensation and return on the value of its
property used and useful in furnishing gas service to its
cust oners.

(6) A rate of return of 9.67 percent applied to the rate base of
$364, 816,495 will result in net operating income of $35,277, 755.

(7) The al | owabl e annual expenses of the conpany for purposes of
this proceeding are $347, 051, 762.

(8) The al | owabl e gross annual revenue to which the applicant is
entitled for purposes of this proceeding is $382, 329, 550.

(9) The applicant's present tariffs should be w thdraw and
cancel ed and the applicant should submt new tariffs consistent
in all respects with the discussion and findings set forth above.

CONCLUSI ONS CF LAW

(1) The application in this case was filed pursuant to, and this
Conmi ssion has jurisdiction thereof, under the provisions of
Sections 4909.17, 4909.118, and 4909.19, Revised Code. Further,
the applicant has complied with the requirements of those
st at ut es.

(2) A staff investigation was conducted and a report duly filed and
mai | ed, and public hearings have been held in this case, the
witten notice of which conplied with the requirenents of
Sections 4909. 19 and 4903. 083, Revi sed Code.

(3) The existing rates and charges as set forth in the tariffs gov-
erning gas service to custoners affected by this application are
insufficient to provide the applicant with adequate net annua
conpensation and return on its property used and useful in the
rendition of gas service.

(4) A rate of return of 9.67 percent is fair and reasonabl e under the
circunmstances of this case and is sufficient to provide the
applicant just conpensation and return on its property used and
useful in the rendition of gas service to its custoners.

(5) The applicant should be authorized to cancel and withdraw its
present tariffs governing service to custoners affected by this
application and to file tariffs consistent in all respects with the
di scussion and findings set forth above.

It is, therefore,

ORDERED, That the application of Cincinnati Gas & Electric Conpany for authority
to increase its rates and charges for gas service is granted to the extent provided in this
opi nion and order. It is, further

ORDERED, That the applicant is authorized to cancel and withdraw its present
tariffs governing gas service to custonmers affected by this application and to file new tariffs
consistent with the discussion and findings set forth above. Upon receipt of four conplete
copies of tariffs conforming to this opinion and order, the Conmission will review and
approve those tariffs by entry. It is, further,

ORDERED, That the effective date of the newtariffs shall be the date the conpany




files four conmplete, final copies of its tariffs pursuant to the entry approving the formof the
new tariffs. The rates contained in the newtariffs shall be applicable to all bills rendered,

except for mscellaneous and ancillary charges, on or after the effective date. It is, further
ORDERED, That the conpany shall inmediately conmence notification to its

af fected customers of the increase in rates authorized herein by insert or attachment to its

billings, by special mailing, or by a conbination of these nethods. The conpany shal

submt a proposed formof notice to the Conm ssion when it files its tariffs for approval.

The Conmission will review the notice and, if it finds the notice to be proper, w Il approve

the notice by entry. It is, further

ORDERED, That the applicant conply with all Conmission directives set forth in
this opinion and order. It is, further

ORDERED, That nothing in this opinion and order shall be binding upon this
Conmi ssion in any subsequent investigation or proceeding involving the justness or
reasonabl eness of any rate, charge, rule or regulation. It is, further,

ORDERED, That all objections and notions not specifically discussed in this opinion
and order, or rendered noot thereby, are overruled and denied. It is, further

ORDERED, That a copy of this opinion and order be served upon all parties of
record.

THE PUBLI C UTILITIES COM SSION OF OH O

Craig A. dazer, Chairman

Jolynn Barry Butl er Ri chard M Fanel ly

Ronda Hartnan Fergus David W Johnson

DDN; geb

The conpany is not seeking recovery of the $17.7 million expensed prior to its capitaliz
1990 AAM case (90-277- CE- AAM.

OCC al so argues that the Comni ssion should fashion a remedy to prohibit PSI fromusing t
providing a credit to C&&E s ratepayers. Staff witness Kotting explained that, although the sta
with OCCin principle, there is no certainty that PSI will adopt the CSS (Staff Ex. 6, at 24).
the staff that PSI's intention regarding use of the CSSis, at this tinme, speculative and does n
Conmi ssion a reasonabl e means of allocating CSS costs. However, in the event PSI adopts CXRE' s
we expect CEE to informthe Conmission's staff of such an occurrence.

We note that in C&E' s 1991 electric rate case the Conmission clearly indicated that the
zero/ negative working capital would be addressed in future cases. Cincinnati Gas & Electric Co.
91-410-EL-AIR (May 12, 1992), at 38. |Indeed, we specifically stated that all jurisdictional uti
as the staff and intervenors, were put on notice that the Conmi ssion "may wi sh to review the iss
appropriate treatnent of negative working capital in a future case" (1d.). Despite this clear s
our desire to review the issue of negative working capital, no party, including OCC, presented o
or testinony with respect to this issue. As a result, we have no choice but to adopt the staff'
capital reconmendation. However, as we will reiterate once again fromour order in Case No. 91-
AR, we nmay wish to reconsider in the future the appropriateness of a zero working capita
recomendation in |ight of a negative working capital calculation. Accordingly, we direct all m
jurisdictional utilities which file future rate increase applications to address the policy rat
opposed to legal argunents to be nade on brief) behind their working capital positions through p
testi nmony.

We note that, at the public hearing in G ncinnati, a nunber of coments were nade regard
$6 mllion investnent in renamng Riverfront Stadium (See, e.g., Cncinnati Tr., 10, 18, 24, 30)




verified to our satisfaction that the costs associated with renaning the stadi umwere borne sole
shar ehol ders, not ratepayers.

We note that, on Novenber 8, 1996, AK Steel filed a notion to strike pages 10 through 13
reply brief wherein the staff argued that, for delta revenue purposes, the "Arnto contract” is n
| awf ul because AK Steel had not sought the Conmi ssion's approval as Arnto's successor in interes
contract. AK Steel argues that the staff never raised this issue during the course of the heari
time prior to the reply brief. W agree with AK Steel that the staff's argunents shoul d have be
at all, prior to the reply brief stage of the proceedings. Accordingly the staff's argunents on
not be considered by the Conm ssion

In a conpetitive response situation, the customer is usually not threatening to physica
territory but intends to take service from another supplier (See, Tr. XXVI, 17-18).

The staff's calculation is based on application of the current $0.537/MCF IT tariff rate
annual volune of 22.8 mllion for AK Steel resulting in tariff charges of $12.25 mllion. After
actual AK Steel revenues of $5.4 mllion, the staff derived a delta revenue anount of $6, 779, 100
same net hodol ogy, Ford delta revenues of $222,400 were calculated for a total delta revenue resu
$6, 890, 300 (Staff Ex. 17, at 7-8; OCC Ex. 5A).

Al t hough we agree with the staff's analysis in this case, we direct the staff in future
nore detailed anal ysis of any changes to its reconmendation, with reliance on criteria in addit
Li ne projected changes.

We wi sh to nake clear, also, that granting CGE a rate of return at the top of the staff
our expectation that CGE will make every effort to retain AK Steel as a custoner at least to th
term nation of the contract at the end of 1998. |In the event CG&E invokes its contractual righ
AK Steel contract and inmpose the higher tariff rate, thereby driving AK Steel off the system we
serious consideration in future rate case filings by C&E to adjusting the authorized rate of re
significantly downward. W believe that it is a prudent nmanagenent decision for C&&E to try to
AK Steel as a custoner and the conpany's failure to continue to honor the contract price, unti
end of the current contract, may well be considered by this Comm ssion to be an inprudent manage
deci sion, as noted by staff witness Maag's testinony. Beyond the contract term the Conmi ssion
reconsi der how this customer is treated for ratemaki ng purposes, including the potential for al
all revenues and plant associated with AK Steel. W do not believe, however, that conpany witne
Lonnenan's dedicated facilities allocation sufficiently recognizes all of the costs this custone
the C&RE system

For the capacity rel ease revenues, the conpany proposes to retain 20 percent of the firs
revenues, 30 percent of the second million dollars, 40 percent of the third mllion dollars, and
all net revenues above $3 nmillion. The balance of the revenues woul d continue to be credited
custonmers (Co. Ex. 13, at 14-15). For off-system sal es, C&E proposes that all net revenues, fr
dollar, would be shared equally by the conpany and GCR custoners (ld. at 16).

A&G costs are conprised of administrative and general salaries, office supplies and expe
trative expenses, outside services enployed, property insurance, injuries and danmages, enpl oyee
and benefits, franchise requirements, regulatory conmni ssion expenses, duplicate charges, genera
advertisi ng expenses, mscellaneous general expenses, and mai ntenance of equi pnment and rents (Tr
18).

Qpen sourcing is the ability of suppliers (narketers) to bring gas into the conpany's sy
source avail able, rather than being limted to the capacity assignnents specified by the conpany
Ex. 17, at 19; Tr. M I, 165-168).

We also believe it is appropriate to maintain the custoner charge for each customer clas
due to our concern with the cost of service information presented in this case. This does not n
however, that the Comm ssion is satisfied that all of the custoner charges are at appropriate le
especially those applied to transportation service. The Conmission is very interested in addres
i ssues in the next rate case.

As a final matter in the managenent and operations review section, we note that we have
conpany's accounting for its mains between high and | ow pressure, and between distribution and t
m ssion, to be inadequate. G ven the critical nature of these issues for purposes of attaining
of service information, we direct the conpany to subnit a plan to the staff, within 120 days of
reflect the segregation and identification of these costs through Uniform System of Accounts sub

Enron and M anm Vall ey Resources signed the stipulation only with respect to paragraph 1




charges for custoner information (see discussion below. SOC did not sign the agreenment but in
by letter filed October 22, 1996 that it did not oppose adoption of the stipulation. SOC s |et
however, that it believes the negotiated $17 reconnection charge shoul d be reduced or waived for
i ncome custoners.

In order to anend its electric tariff, the conpany has attached to the stipulation an AT
make the electric tariff consistent with the proposed $25 conbi nation reconnection fee in the ga

We note that paragraph 9 of the stipulation calls for the Conmission to accept and appro
application attached to the agreenent for purposes of providing a consistent reconnection charge
C&E' s gas and electric operations. Al though we agree, in principle, that the conbined $25 reco
charge is reasonable, we are concerned that approval of an increase in the conbination reconnect
charge for electric custoners, through an ATA case, could be construed as an application for an
rates. We decline, therefore, to approve the conpany's request for an increase in the conbinat
nection charge for gas or electric.

We note that the conpany failed to discuss inits brief the Comr ssion's adm nistrative
di sconnecti on, which have been in place for a nunmber of years.




