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Executive Summal'y

In 2008, the General Assembly enacted the Natural Gas Conservation and Ratemaking

Efficiency Act (the "Natural Gas Conservation Act" or "Act") authorizing natural gas utilities

(1) to file conservation and ratemaking efficiency plans that are intended to promote improved

energy efficiency and increased conservation and (2) to implement ratemaking mechanisms that

"decouple" the recovery of a utility's allowed distribution revenue (i.e., its "non-gas" revenue)

from the level of consumption of natural gas by its customers. The Natural Gas Conservation

Act also requires the Virginia State Corporation Commission ("SCC" or "Commission") to

provide a report to the Governor, the Speaker of the House of Delegates, the President Pro

Tempore of the Senate, and the Chairs of the House and Senate Conmlittees on Conmlerce and

Labor regarding the implementation of the Act by December 1,2009, and annually by such date

each year thereafter until December 1, 2013. This repOlt is the second such report tendered by

the Commission in compliance with this requirement. The first repOlt was fi led on December I,

2009.

Thus far, three natural gas utilities have received approval for conservation and

ratemaking efficiency plans with the Commission. Virginia Natural Gas, Inc. ("VNG") filed an

application seeking approval of its plan on July 3,2008. Columbia Gas of Virginia, Inc.

("Columbia") and Washington Gas Light Company ("WGL") filed applications seeking approval

of their plans on June 8, 2009, and September 29,2009, respectively. VNG's proposed plan was

approved with modifications, and VNG was permitted to place its proposed decoupling rate

adjustment mechanism into effect on January 1,2009. Columbia's plan was approved with

modifications, and Columbia was permitted to place its proposed decoupling rate adjustment

mechanism into effect on December 31,2009. WGL's proposed plan was approved with
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modifications, and WGL was permitted to place its proposed decoupling rate adjustment

mechanism into effect on May I, 2010.

All three natural gas utilities examined their efficiency programs utilizing the Participant,

Rate Impact Measure ("RIM"), Total Resource Cost ("TRC"), and Program Administrator

("PA") Tests. The Participant Test measures the impact of the program on those customers who

are direct participants in a program, i.e., the customers who actually receive the incentive or

service. The RIM Test measures the net impact on the utility's customers as a whole, with no

focus on the participants' direct benefits. The TRC Test measures the overall impact on both

pmticipants and non-participants. The PA Test estimates the impact on the utility in its

administration of the program and its avoidance of alternative resource costs. In considering

these tests, it should be noted that they rely on projections that m'e likely to vm'y from actual

experience. Some estimates are difficult to predict with any significant degree of accuracy.

Consequently, actual costlbenefit test results will likely vary, perhaps significantly, from the

utilities' estimates. FlUther, costlbenefit tests do not consider any increases or decreases in a

utility's non-gas revenue that might m'ise from the implementation of decoupling mechanisms.

Generally, the utilities' estimates indicate that, for their proposed programs, cost/benefit

results will show that costs exceed benefits under the RIM Test but that benefits will exceed

costs under the other tests. Failure of the RIM Test indicates that customers that do not

pmticipate in the proposed programs will be negatively impacted by the proposed plans. These

negative impacts may be offset by benefits to pmticipants to the extent that the programs pass the

TRC Test.
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All three utilities proposed decoupling rate adjustment clauses designed to produce

average non-gas revenues! per customer equal to the average non-gas revenue per customer

produced by the rates and test-year conditions established in earlier proceedings in accordance

with the Act's definition of "allowed distribution revenue." The test years used in the filings

were calendar year 2005 or earlier. These somewhat dated test years effectively provide

adjustments for changes in average weather-normalized usage that may have occurred between

then and now. Average weather-normalized usage and non-gas revenue is, in reality, impacted

by a number of factors. These factors include changing customer lifestyles, customer

demographics, housing sizes, furnace and appliance efficiencies, customer price and inflation

elasticities, customer awareness, and other factors unrelated to the utilities' offerings of

efficiency programs. All tlu'ee utilities have experienced declines in average weather normalized

customer usage since 2005. As such, the decoupling rate clauses adjust for the aforementioned

changes as well as those changes attributable to utility-sponsored efficiency programs.

In summary, Virginia's tlu'ee largest natural gas utilities have implemented energy

conservation plans that include the offering of various efficiency programs to customers. The

preliminary results of these plans indicate that the Natural Gas Conservation Act has or will

stimulate utility investment in energy and conservation programs.

Sufficient evidence does not yet exist to conclude that these investments are

cost-effective under either the RIM or TRC Tests. Initial estimates indicate that these

investments will be beneficial from some perspectives, but the estimates also show that the

utilities' efficiency plans may negatively impact non-gas rates paid by consumers and that

1 Non-gas revenues are those revenues that are intended to provide a return on utility investments and to recover
non-purchased gas related expenses that include depreciation expenses, operating and maintenance expenses, and
taxes. The recovery of costs associated with purchasing natural gas supplies for resale to customers are not
considered to be non-gas revenues.
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non-patiicipants in programs will be adversely impacted. Additionally, the cost/benefit results

do not consider any revenue impact resulting from the implementation of decoupling

mechanisms. Such revenue changes could significantly impact the costs and benefits of a

utility's plan when viewed from a utility customer's perspective.

Further, it is likely that the decoupling mechanisms adopted pursuant to the Act will

increase utilities' non-gas revenues as compared to the revenues that the utilities would

otherwise have received.2 Such increases can be attributed to the Act's definition of"allowed

distribution revenue" and the related requirement that this definition serve as the basis for

decoupling mechanisms. To illustrate tillS point, the current actual results indicate that, since its

inception, VNG's decoupling mechanism has compensated the company approximately

$7.7 million for forecasted energy reductions of approximately 18 million Ccfs. However,

VNG's own estimates indicate that its programs have generated actual reductions ofless than

491,000 Ccfs, so consumers are paying for a level of energy reductions that are not occurring.3

The Commission will continue to mOllltor results of the utilities' efficiency plans and repoli to

the Governor and General Assembly as directed.

2 The Natural Gas Conservation Act allows gas utilities to propose plans and decoupling mechanisms outside the
context of comprehensive rate proceedings, in which all revenues are reviewed for reasonableness to
consumers and fairness to utilities.
3 The resnlts were similar for Columbia's and WGL's programs. Specifically, Columbia's decoupling mechanism
enabled it to collect additional non-gas revenue of nearly $3.2 million based on assumed usage reductions of 8.4
million Ccfs. However, Columbia's engineering estimates indicate that its programs have generated actual
reductions ofapproximately 77,000 Ccfs. WGL's decoupling mechanism enabled it to collect additional non-gas
revenue of $219,275 from ratepayers during a period in which WGL had not yet implemented its conservation and
energy efficiency programs.
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Introduction

In 2008, the General Assembly enacted the Natural Gas Conservation and Ratemaking

Efficiency Act (the "Natural Gas Conservation Act" or "Act,,)4 authorizing natural gas utilities to

file conservation and ratemaking efficiency ("CARE") plans that are intended to promote

improved energy efficiency and increased conservation, and authorizing the utilities to

implement ratemaking mechanisms that "decouple" the recovery of a utility's allowed

distribution revenue from the level of consumption of natural gas by its customers. The Natural

Gas Conservation Act also requires the Virginia State Corporation Commission ("SCC" or

"Commission") to provide a repolt to the Governor, the Speaker of the House of Delegates, the

President Pro Tempore of the Senate, and the Chairs of the House and Senate Committees on

Commerce and Labor regarding the implementation of the Act by December 1,2009, and

annually by such date each year thereafter until December 1, 2013. Tllis repOlt is the second

such repOlt tendered by the Commission in compliance with this requirement. The first report

was filed on December 1,2009.

The Natural Gas Conservation Act

The Natural Gas Conservation Act authorizes natural gas utilities to file CARE plans that

include: (i) a normalization component to remove the effect of weather from the determination

of conservation and energy efficiency results; (ii) a decoupling mechanism; (iii) cost-effective

conservation and energy efficiency programs; (iv) provisions for the needs of low-income or

low-usage residential consumers; and (v) provisions to ensure that rates and service to non­

pmticipating classes of customers m'e not adversely impacted. Such plans may include one or

more residential, small commercial, or small general service classes but cannot apply to lmge

commercial or large industrial customer classes. The SCC must allow a utility that implements a

42008 Va. Acts ell. 639.



CARE plan to recover, through regulated rates, its costs associated with cost-effective

conservation and energy efficiency programs. Utilities that demonstrate reductions in

annualized, weather-normalized usage per customer have the opportuni ty to earn an incentive of

up to a fifteen percent share of the independently verified net economic benefits created by the

programs. The SCC is prohibited from reducing a utility's profit (as determined by its authorized

return on equity capital) as a result of the implementation of a CARE plan.

The Natural Gas Conservation Act consists of §§ 56-600, 56-60 I, and 56-602 of the Code

of Virginia ("Code"). These statutes respectively set forth definitions; describe the objectives of

efficiency plans; and establish specific elements, conditions, and incentives for efficiency plans

and decoupling proposals. Key definitions set forth in § 56-600 of the Code include:

"Allowed distribution revenue" means the average annual, weather-nol7nalized,
nongas commodity revenue per customer associated with the rates in effect as
adopted in the applicable utility'S last Commission-approved rate case or
pelfol7nance-based regulation plan, multiplied by the average number of
customers selved.

"Cost-effective conselwltion and energy efficiency program" means a program
approved by the Commission that is designed to decrease the average customer's
annual, weather-nol7/wlized consumption or total gas bill, for gas and nongas
elements combined, or avoid energy costs or consumption the customer may
othenvise have incurred, and is determined by the Commission to be cost-effective
after analyzing such program using the Total Resource Cost Test, the Societal
Test, the Program Administrator Test, the Participant Test, the Rate Impact
Measure Test, and OIly other test the Commission reasonably deems appropriate.
The Commission may detel7nine the weight to be given to a test. Without
limitation, rate designs or rate mechanisms, customer education, customer
incentives, and weatherization programs are examples of conselwltion and
energy efficiency programs that the Commission may consider.

"Decoupling mechanism" means a rate, tariffdesign or mechanism that decouples
the recovery ofa utility's allowed distribution revenue from the level of
consumption ofnatural gas by its customers, including (i) a mechanism that
adjusts actualnongas distribution revenues per customer to allowed distribution
revenues per customer, such as a sales adjustment clause, (ii) rate design changes
that substantially align the percentage offixed charge revenue recovelY with the
percentage ofthe utility's fixed costs, such as straight fixed variable rates,
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provided such mechanism includes a substallfial demand component based on a
customer's peak usage, or (iii) a combination ofclauses (i) and (ii) that
substantially decreases the relative amount ofnongas distribution revenue
affected by changes in per customer consumption ofgas.

"Fixed costs" means any and all of the utility's nongas costs ofservice, together
with an authorized retum thereon, that are not associated with the cost ofthe
natural gas commodity flowing through and measured by the customer's meter.

"Revenue-neutral" means a change in a rate, tariff design or mechanism as a
component ofa conservation and ratemaking efficiency plan that does not shift
annualized allowed distribution revenue between customer classes, and does not
increase or decrease the utility's average, weather-normalized nongas utility
revenue per customerfor any given rate class by more than 0.25 percent when
compared to OJ the rate, tariffdesign or mechanism in effect at the time a
conservation and ratemaking efficiency plan is filed pursuant to this chapter or
(ii) the allocation ofcosts approved by the Commission in a rate case using the
cost ofsell'ice methodology set forth in § 56-235.2 or a peljormance-based
regulation plan anthorized by § 56-235.6, where a plan isfiled in conjunction
with such case.

Section 56-601 A of the Code identifies the following objectives for alternative rate designs and

other mechanisms, where feasible:

1. Provide utilities with better tools to work with customers to decrease the
average customer's wlllual average weather-normalized consumption ofnatural
gas;

2. Provide reasonable assurance ofa utility's ability to recover costs ofserving
the public, including its cost-effective investments in conservation and energy
efficiency as well as injrastl'llcture needed to provide or maintain reliable service
to the public;

3. Reward utilities for meeting or exceeding conselwltion and energy efficiency
goals that may be established pursuant to the Virginia Energy Plan (§ 67-100 et
seq.);

4. Provide customers with long-term, meaningful opportunities to more efficiently
consume natural gas and mitigate their expenditures for the natural gas
commodity, while ensuring that the rate design methodology used to set a utility's
revenue recovel)' is not inconsistent with such conservation and energy efficiency
goals;

5. Recognize the economic and environmental benefits of efficient use ofnatural
gas; and
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6. Preserve or enhance the utility bill savings that customers receive when they
reduce their natural gas use.

Subdivision B of § 56-601 authorizes natural gas utilities to implement alternative rate designs

and other mechanisms that:

1. Replace existing utility rate designs or other mechanisms that promote
inefficient use ofnatural gas with rate designs or other mechanisms that ensure a
utility's recove/)' of its authorized revenues is independent of the amount of
customers' natural gas consumption;

2. Provide incentives for natural gas utilities to promote conservation and energy
efficiency by granting recove/)' of the costs associated with cost-effective
conservation and energy efficiency programs; and

3. Reward utilities that meet or exceed conse/vation and energy efficiency goals
on a weather-nol7nalized, annualized average customer basis through the
implementation of cost-effective conse/vation and energy efficiency programs.

Section 56-602 of the Act contains key provisions regarding the filing and consideration of

CARE plans and decoupling mechanisms. Among other things, these provisions:

• limit the applicability of decoupling clauses and efficiency plans to residential, small
commercial and small general service customer classes;

• mandate that efficiency plans include: "(i) a normalization component that removes
the effect of weather from the determination of conservation and energy efficiency
results; (li) a decoupling mechanism; (iii) one or more cost-effective conservation and
energy efficiency programs, (iv) provisions to address the needs of low-income or
low-usage residential customers, and (v) provisions to ensure that the rates and
service to non-participating classes of customers are not adversely impacted,,;5

• permit phased or targeted implementation of rate or tariff design changes and
efficiency programs;

• require the Commission to allow natural gas utilities to recover their incremental
costs associated with cost-effective efficiency plans;

• require participating utilities "to file annual reports showing the year over year
weather-normalized use of natural gas on an average customer basis, by customer
class, as well as the incremental, independently verified net economic benefits created

5 Va. Code § 56-602 A.
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by the utility's cost-effective conservation and energy-efficiency programs during the
previous year,,;6

• require the Commission to grant a reasonable opportunity for participating utilities to
earn performance based incentives of up to 15 percent of the independently verified
net economic benefits resulting from their efficiency plans if target levels are met;
and finally,

• preserve the Commission's authority under §§ 56-234.2, 56-235.2, or 56-235.6, but
provide that the Commission may not reduce an authorized return on common equity
or other measure of utility profit as a result of the implementation of a natural gas
CARE plan.

6 Va. Code § 56-602 E.
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CARE Plans Filed with the Commission

To date, three natural gas utilities have filed CARE plans with the Commission. Virginia

Natural Gas, Inc. ("VNG") filed an application seeking approval of its plan on July 3,2008.

Columbia Gas of Virginia, Inc. ("Columbia") and Washington Gas Light Company ("WGL")

filed applications seeking approval of their plans on June 8, 2009, and September 29, 2009,

respectively. These filings and additional amendments are described in greater detail as follows.

Virginia Natural Gas, Inc.

VNG's Application

VNG filed its proposed CARE plan on July 3, 2008. In its ming, VNG proposed to

spend $7.5 million to implement various efficiency and conservation programs for residential

customers over a three-year period. These initiatives included the Community Outreach and

Consumer Education Program, the Seasonal Check-up Program, the Low-Income Weatherization

Program, the Pilot ENERGY STAR® Residential New Construction Program, and three other

programs designed to promote installation of higher efficiency furnaces and water heaters.

VNG examined various efficiency programs utilizing the Participant, Rate Impact

Measure ("RIM"), Total Resource Cost ("TRC"), and Program Administrator ("PA") Tests. The

Participant Test measures the inlpact of the program on customers who directly participate in a

program, i.e., the customers who actually receive the incentive or service. The RIM Test

measures the net impact on the utility's customers as a whole with no focus on participants'

direct benefits. The TRC Test measures the overall impact on both participants and non­

participants. The PA Test estimates the impact on the utility in its administration of the program

and its avoidance of alternative resource costs. These costlbenefit tests rely on a number of

projections that are likely to vary from actual experience. Some of these estimates are difficult
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to predict with any significant degree of accuracy. It is also important to note that the

costlbenefit tests do not consider increases or decreases in the utility's non-gas revenue that

might arise as a result of the implementation of decoupling mechanisms. The results of VNG's

analyses, as presented in its application, are summarized in the following table:

VNG Program Results

Pl'ogram Pal'ticipant RIM TRC PA
Test Test Test Test

Benefit/Cost Ratio
Seasonal Check-Up 2.43 0.86 2.10 6.39
Low-Income Weatherization 3.07 0.67 2.07 2.07
Tank Water Heater 2.09 0.66 1.37 1.92
Tankless Water Heater 2.29 0.69 1.58 2.21
Space Heating 1.88 0.73 1.38 2.77
ENERGY STAR Pilot 2.52 0.90 2.26 8.82
Summarv of All Programs 2.32 0.66 1.32 1.92

A benefit-to-cost ratio greater than 1.00 indicates that a program's expected benefits are

greater than expected costs. Ratios less than 1.00 indicate that a program's expected costs

exceed its expected benefits. These results show that, for the efficiency measures examined,

benefits exceeded costs for all tests except the RIM Test, which no program passed. This

indicated that VNG's non-participating customers would be negatively impacted by VNG's

proposed CARE plan. VNG's estimates of the number of participating customers indicated that

approximately 3.9% of its residential customers would benefit from the proposed programs in a

given year while 96.1 % of such customers would be adversely impacted by VNG's offering of

these programs. Based on VNG's estimates, all of the proposed programs passed the TRC Test.

Consequently, it was expected that benefits to program participants would exceed the negative

impacts on non-participants in the programs. VNG estinlated that the proposed programs would

produce net benefits of $39.5 million over a ten-year period.
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VNG also proposed to implement a revenue decoupling adjustment, Rider D, in

conjunction with its proposed programs. Applicable to VNG's residential rate schedules, Rider

D would consist of monthly rate adjustments with an annualltue-up. These rate adjustments

were designed to produce average non-gas revenues per customer equal to the average non-gas

revenue per customer produced by the rates and test-year conditions established in Case No.

PUE-2005-00057.7 VNG proposed to base the calculation of Rider D on actual changes in the

non-gas revenues of all residential customers from those reflected in the test year used in that

case, the twelve months ending March 2005. As such, VNG's decoupling mechanism essentially

assumed that the only factor impacting the average weather-normalized usage and non-gas

revenue per customer would be the efficiency programs it proposed. VNG ignored changes in

average weather-normalized usage that may have occurred since March 2005. In actuality,

average weather-normalized usage and non-gas revenue is impacted by a number of factors

including changing customer lifestyles, customer demographics, housing sizes, fiJrnace and

appliance efficiencies, customer price and inflation elasticities, customer awareness, and other

factors umelated to VNG's energy efficiency programs. As such, Rider D would adjust for the

aforementioned changes as well as those changes actually driven by the company's energy

efficiency programs.

VNG did not request an incentive share of the independently verified net economic

benefits created by its conservation and energy efficiency programs. Such a request could be

made in the future.

1 This proceeding established VNG's performance-based regulation plan. See Application ofVirginia Natural Gas,
Inc., For approval ofa pelformance based rate regulation methodology pursuant to Vti'gtilia Code § 56-235.6, and
General Rate Case Filing ofVirginia Natural Gas, Inc., For investigation ofjustness and reasonableness ofcurrent
rales, charges, and terms and conditions ofservice in compliance with prior Commission Order, Case Nos.
PUE-2005-00057 and PUE-2005-00062, 2006 S.C.C. Allll. Rept. 341, Order (July 24, 2006).
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Commission's Final Order

On December 23, 2008, the Commission issued its Order approving VNG's CARE plan

with modifications and authorizing VNG to implement its decoupling mechanism effective

January I, 2009.8 The Commission's Order included specific discussion of numerous issues,

including detailed discussion of two controversial elements of VNG's proposed plan: the impact

on non-participants in the Energy Conservation Plan ("ECP") programs, and the impact on

VNG's recovery of non-gas revenues. In discussing the impact of VNG's plan on

non-patticipants, the Commission's Order stated that the ECP passes all the tests except the RIM

Test, which is also called the Non-Participant Test because it measures the rate impact on non-

participating customers. The Commission also noted that the Natural Gas Conservation Act

embodies the ratemaking premise that non-participating customers may pay more for service so

that the utility can recoup revenue lost from those who patticipate and conserve, making it

difficult for many programs to pass the RIM Test. With regard to VNG's proposed programs,

the Commission found that the RIM Test results highlight the limited residential customer

patticipation expected in the ECP and that "it is reasonably appropriate to consider the number of

customers targeted, and the type of programs that they at'e targeted with, as patt of the ECP."g

Because of this concern, the Commission imposed two conditions on VNG's ECP:

(1) that for the Plan to be cost effective under the Act, the annual funds proposed
by the Company should be allocated in a manner that appreciably increases the
realistically possible number of participants in significant conservation measures;
and (2) that this shall be accomplished by increasing the allocation of funds for
the Programmable Thermostat Program .... 10

& See Application ojVirginia Natural Gas, Inc., For approval to implement a natural gas consell'alion and
ralemaking efficienc), plan including a decouplillg mechanism and to record accounting entries associated with
such mechanism, Case No. PUE-2008-00060, 2008 S.C.c. Ann. Rep!. 566, Order Approving Natural Gas
Conservation and Ratemaking Efficiency Plan (Dec. 23, 2008).
9 !d. at 571. The Commission noted in Footnote 20 that the Revised Stipulation would likely increase participation
because it included a $4.00 coupon for air filters and a Progranmlable Thermostat Program with 5,000 expected
participants.
10 Id.
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In summary, the Commission's Order sought to mitigate the disparate impact of VNG's plan on

participants and non-participants by broadening the scope of incentives such that a greater

number of customers could participate in CARE programs.

The Order also addressed the impact ofVNG's proposed decoupling mechanism on the

company's non-gas revenues. The Commission recognized that in VNG's performance-based

ratemaking ("PER") plan, it was found that VNG's annual non-gas revenues should decrease by

$9.83 million and that this reduction was not instituted on the condition that VNG constl11ct a

certain pipeline and freeze rates for five years. The Conunission described this second condition

as "a necessary and obviously critical component of our approval of that plan.,,1l Next, the

Conunission explained that VNG's proposed Revenue Normalization Adjustment Rider, though

not technically a rate increase under the Natural Gas Conservation Act, nevertheless functions as

a rate increase because it increases rates to residential customers through a "sales adjustment" so

that VNG's guaranteed revenue for the residential class can be collected regardless of volume of

gas consumed by that class. The Commission approved VNG's plan but stated that residential

customers may ultimately pay a higher price for non-gas service than under the company's PER

plan. 12 Notably, the Natural Gas Conservation Act allows utilities to propose plans and

decoupling mechanisms outside the context of comprehensive rate proceedings. Consequently,

an increase in VNG's earnings could occur without a corresponding examination of the

reasonableness of those earnings.

Plan Amendments

VNG initiated its plan and decoupling mechanism on January 1,2009. VNG

subsequently filed a request with the Commission on July 16, 2009, requesting permission to

II [d. at 574.
12 !d. at 574-75.
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modify aspects of its conservation and energy efficiency programs for the first year of its

three-year CARE plan. The requested modifications included: (i) expanding the eligibility

requirements for the low-income weatherization program to match the eligibility requirements of

VNG's partner agencies; (ii) shifting allocated dollars from the low-income weatherization

program to the space heating program; (iii) combining the programmable thermostat rebate

program with the free progranmlable thermostat program; (iv) shifting allocated dollars from the

programmable thermostat program to the tankless water heater program; and (v) allowing for

additional participation in the space heating and tankless water heater programs by shifting

allocated dollars from the consumer outreach program, in addition to the dollars reallocated from

the low-income weatherization and programmable thermostat programs. The request was

approved by the Commission on November 10,2009.13 A copy of the Commission's Order is

Attachment A to this Report.

VNG filed for a further amendment of its CARE plan on December 17,2009. Generally,

VNG sought authorization to further align its program eligibility requirements with those of

partner agencies; to shift allocated dollars between already approved programs; to align rebates

between programs and/or increase rebate amounts; to expand programs receiving reallocated

dollars; to cany over any unused budgeted funds and administrative costs for a program from

one year to that same program's budget and costs in future program years; and to allocate federal

American Recovery and Reinvestment Act of 2009 funds among programs in a manner

consistent with the guidelines for such funds.

The Commission denied this request by Order of April 14, 2010, out of concern that

VNG's proposed funding reallocation would raise issues of creating potential savings for a

13 Application of Virginia Natural Gas, Inc" To modify its consen/afion and ratemakillg efficiency piau, Case No.
PUE-2009-00070, 2009 S.C.c. Ann. Rep!. 509, Final Order (Nov. 10, 2009).
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smaller customer group, funded by a larger customer group. The Commission also provided

modifications to VNG's amendment, including: no shifting of funds from the low-income

weatherization program to VNG's space heating program; shifting only one-half of proposed

dollars between programs with the remaining one-half of funds not expended; limiting the

authority to shift funds between programs to, at most, 25% of that program's fund allocation; and

declaring that funds not expended on programs during a CARE plan year not be spent, serving to

lowel' overall CARE plan expenditures. The Commission further stated that VNG must file

annual reports starting May 3, 2010, and on each May 1 thereafter for the duration of the CARE

plan. 14

On June 14,2010, VNG filed an application to accept the Commission's modifications

and seeking authority to amend its CARE plan once again. In this compliance filing, VNG

accepted the modifications of the Commission's April 14, 2010 Order. The Commission found

that VNG's filing was in compliance with the findings and requirements of its prior Order. The

Commission noted that, since many of the CARE programs included amendments that had not

been in effect for a full year, it would continue to review these programs' costlbenefit analyses,

in patt to determine whether these programs should be continued if VNG were to file to extend

its CARE plan. 15 A copy of this Order is Attachment B to this Report.

VNG's 2009 Annual RepOit

On May 4,2010, VNG filed its 2009 Annual Report of its CARE plan with the

Commission. VNG discussed the vat'ious aspects of its recent education and outreach efforts,

1..\ See Application a/Virginia Natural Gas, Inc., For authority to amend its Consen'afion Gild Ratemakillg
Efficienc)' Plan, Case No. PUE-2009-00139, Doc. Con. Cen. No. 100430003, Finat Order (April 14,2010).
15 Application ofVirginia Natural Gas, Inc., For authorit)' to amend its Consen'ation and Ratemaking Efficienc)'
Plan, Case No. PUE-2009-00139. Doc. Con. Cell. No. 100730218, Order Approving Modifications and Amended
Application (July 23, 20tO).
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provided a summary of participation numbers in each program, and estimated the savings

associated with those programs.

Additionally, VNG performed cost/benefits analyses on its CARE programs based on

2009 pmiicipation. According to VNG, the 2009 evaluations were performed utilizing two

savings assumptions: (I) future savings will be equal to the savings measured in VNG's billing

analysis; and (2) savings will be equal to the savings measured in VNG's engineering analysis. 16

The results ofthe updated cost/benefit tests as measured in the billing analysis are summarized in

the following table:

Test Results Under Billing Analysis

Program Pal·ticipant RIM TRC PA
Test Test Test Test

Benefit/Cost Ratio

Seasonal Check-Up 0.90 0.40 0.36 1.07
Low-Income Weatherization 4.47 0.56 2.49 2.49
Tank Water Heater 3.71 0.55 2.03 2.58
Tankless Water Heater 2.62 0.52 1.35 1.89
Space Heating 1.83 0.52 0.95 1.91
ENERGY STAR Pilot 2.17 0.64 1.39 5.43
Programmable Thermostat 10.65 0.62 6.63 6.63
Summary of All Programs 2.92 0.56 1.62 2.65

16 Billing analysis is the development ofan estimate of measure savings by evaluating specific customer
consumption data. Engineering analysis is the development of an estimate of measure savings using engineering
relationships, such as efficiency of a new appliance versus the efficiency of a comparable old appliance. The
engineering analysis used to assess the programs in the Annual Report is the same analysis used in VNG's initial
application.
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Cost/benefit tests results as measured in the engineering analysis are summarized as

follows:

Test Results Under Engineering Analysis

Program Participant RIM TRC PA
Test Test Test Test

Benefit/Cost Ratio

Seasonal Check-Up 2.01 0.54 1.07 3.14
Low-Income Weatherization 4.47 0.56 2.49 2.49
Tank Water Heater 3.58 0.54 1.94 2.47
Tankless Water Heater 3.15 0.55 1.73 2.43
Space Heating 1.54 0.48 0.74 1.49
ENERGY STAR Pilot 2.17 0.64 1.39 5.43
Programmable Thermostat 7.97 0.60 4.79 4.79
Summary of All Programs 2.65 0.54 1.43 2.35

These results show that, for the efficiency measures examined, benefits exceeded costs

with three exceptions. First, under the RIM Test, costs exceeded benefits for all ofVNG's

proposed programs. This indicates that CARE program non-participants are negatively impacted

by the programs. Second, for the Seasonal Check-Up Program, under VNG's billing analysis

costs exceed benefits for all but the Program Administrator Test; conversely, under the

engineering analysis, benefits exceed costs for all but the RIM Test. VNG's Annual Report

stated that the engineering analysis estimate is more representative of customer experience with

the program because the billing analysis does not include a full year of customer experience with

the program. As such, VNG recommended continuing the program. Third, for the Space

Heating Program, costs exceed benefits for both the RIM and the TRC Tests under both the

billing and engineering analysis estimates. Despite tlus result, VNG recommended continuing

this program, primarily because federal stimulus dollars became available in 20 I0 to help defray

the company's investment in the program, resulting in the program being cost-effective under a

TRC analysis at that time.
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Results of VNG's Plan: January through September 2009

VNG began offering incentives under its plan in March 2009. A summary of results for

January through September 2009 foUows. 17

January - September 2009 Results

Program expenditures associated with customer rebates and other offerings:

Annual natural gas usage reductions associated with program expenditures:

Revenue deficiency recovered through the revenue decDupling mechanism:

Usage reductions tied to collections under the revenue decQupling mechanism:

Results of VNG's Plan: October 2009 through August 2010

$923,683

116,136 Ccfs

$4,681,024

9,755,057 Ccfs

Based on updated information submitted by VNG to the Commission Staff, the number

of incentives provided to custome1"S and the associated estimated annual natural gas usage

reductions for October 2009 through August 2010 are shown below:

October 2009 - August 2010 Results

Air Filter COll ODS 3,529 -11.8 -41,642

Free Thermostat 9,288 -18 -167,184

Pro rammable Thermostat Rebate 270 -18 -4,860

Seasonal Check-V 782 -37 -28,934

S ace Heating 986 -77 -75,922

Tank \Vater Heater 186 -45 -8,370

Tankless Water Heater 451 -78 -35,178

Low-Income Weatherization 223 -52 -11,596
73 -18 -1,314

I

17 TillS information lVas reporled in more delail in the Commission's December 1, 2009 Report
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VNG also provided its year-to-date program expenditures. Those expenditures are as follows:

Program Expenditures Through August 2010

Seasonal Check-U

Pro ranmmble Thermostat Rebates

Low-Income Weatherization

Tank Water Heater

Tankless \Vater Heater

S ace Heatin

Free Pro ammabie Thermostat

Communit Education and Outreach

Air Filter COll on

ENERGY STAR New Constructioo

$25.519

$0

$140,000

$27,563

$201,506

$409,630

$227,064

$655,425

$14,152

$0

$135,578

In addition to undertaking the measures listed above, VNG continued its revenue decoupling

mechanism, Based on VNG's monthly submittals related to this factor, the Commission Staff

compiled the following information for the period of October 2009 through August 2010:

Comparison of Decoupling Mechanism Collections and Cd Sales

Oct $ (263,732) 6,354,355 6,440,480 86,125

Nov $ (645,002) 13,659,771 12,286,560 (1,373,211)

Dec $ 742,558 29,446864 27,926,960 (1,519,904)

Jan $ 620,971 37,033,506 39,644,170 2,610,664

Feb $ 1,163,710 29,887,406 33,337,270 3,449,864

March $ (597,373) 19,674,224 19,283,720 (390,504)

Apr $ 1,077,886 13,544,587 6,829,170 (6,715,687)

May $ 500,806 6,417,305 3,793,180 (2,624,125)

June $ 196,535 3,302,706 2,609,850 (692,856)

July $ 119,148 2,841,986 2,369,189 (472,797)

Au ust $ 127,501 2,935,816 2,429,140 (506,676)

I I
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This table shows that the operation of the decoupling mechanism enabled VNG to collect

additional non-gas revenue of approximately $3.0 million from ratepayers from October 2009

through August 2010. The calculations suppOiting this collection effectively assume that VNG's

efforts have produced usage reductions of almost 8.2 million Ccf during this period. Further,

since its inception, VNG's decoupling mechanism has compensated the company for usage

reductions of approximately 18 million Ccf and allowed it to collect additional non-gas revenue

of nearly $7.7 million from its ratepayers. By contrast, VNG's own estimates indicated that the

measures installed pursuant to its plan would produce cumulative annual savings of only

491,136 Ccf. 18

This result can be attributed to the use of a stale test year for establishing the "allowed

distribution revenue." Any utility's decoupling mechanism functions to decouple the recovery of

allowed distribution revenue from that utility's customers' consumption of natural gas. Allowed

distribution revenue is calculated based on the utility's rates adopted in its last SCC-approved

rate case or petformance-based regulation plan,19 which in VNG's case was the twelve months

ending March 2005. VNG's average normalized non-gas revenue per customer has declined

significantly since then due, at least in part, to customer-initiated efficiency efforts. As noted

above, VNG's decoupling mechanism has compensated the company for energy reductions of

approximately 18 million Ccfs while VNG's own estimates indicated that its programs would

generate reductions of approximately 491,000 Ccfs. Thus, use of the specified non-gas revenue

as required by the Natural Gas Conservation Act provides significant additional revenue to VNG

above compensation needed to offset lost revenues attributable solely to VNG's efficiency

efforts.

18 This includes reductions of 116,136 Ccf per year, attributable to measures taken in 2009, in addition to the
375,000 Ccf reduction estimated for the current period.
19 Va. Code § 56-500, definitions of "allowed distribution revenue" and "deeoupling mechanism."

17



Columbia Gas of Vh'ginia, Inc.

Columbia's Application

On June 8, 2009, Columbia filed a proposed CARE plan to offer incentives to its

residential and small commercial customers. Columbia estimated that its plan would save

customers $41 million over twenty years and that individual participants could save from $90 to

$350 annually. Columbia's proposed CARE plan was comprised of five principal components

(I) a variety of conservation and energy efficiency programs; (ii) provisions to address the needs

of low-income residential customers; (iii) a mechanism to recover the costs associated with

CARE programs on a timely basis; (iv) an annual performance-based incentive mechanism for

the delivery of conservation and energy efficiency benefits through an adjustment to the

company's Purchased Gas Adjustment ("PGA") mechanism; and (v) a natural gas decoupling

mechanism in the form of a sales adjustment clause. Columbia proposed that its plan be

approved for three calendar years (2010-2012) and requested an effective date for the plan of

December 31, 2009.

Columbia's proposed plan included a portfolio of six conservation and energy efficiency

programs, described below.

Education and Outreach. These efforts would include company employee and customer

education, general community outreach programs, the "Utiliwize" program branding effort,

customer bill presentation, and the coordination with state and local stakeholders of

communication of common information. Specifically, Columbia proposed to create a web page

to provide information about the programs and to utilize other conmmnication tools to provide

information to customers including periodic bill inserts, news releases, and direct information
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provided to senior citizen organizations, faith-based organizations and charitable organizations

within its service territory.

Home Savings Program. This program would provide financial incentives to residential

customers who purchase qualifying high-efficiency natural gas equipment for newly constructed

or existing homes or take celtain steps to weatherize existing homes. To receive the incentives,

customers would have to submit completed application forms with supporting documentation.

The following measures were planned for the initial program offering:

• ENERGY STAR Natural Gas Storage Water Heater,
• ENERGY STAR Natural Gas Tankless Water Heater,
• ENERGY STAR Natural Gas Furnace,
• High efficiency Windows,
• Increasing Attic Insulation,
• Increasing Floor Insulation,
• Petforming Duct Sealing, and
• Performing Duct Insulation.

Web-based Home Audit Program. Columbia proposed this program to provide an

opportunity for residential customers, including low-income customers, to participate in home

energy audits. The audit would be completed electronically or via mail. Upon audit completion,

the customer would receive a customized repmt recommending home improvements that could

be implemented to reduce natural gas usage. Energy efficiency measures could include

recommendations requiring little or no customer investment, those requiring an investment with

savings sufficient to justify the investment, recommendations not expected to generate sufficient

savings, and other energy efficiency tips. Examples of energy efficiency measures that could be

recommended in the report include water heater blankets, low-flow showerheads, faucet aerators

and hot water pipe insulation.

Business Savings Program. This proposed program would provide financial incentives to

existing Columbia small general service customers purchasing qualifying high efficiency natural

19



gas equipment for newly constructed (except where noted) or existing facilities, or to take steps

to improve efficiency of certain equipment. To receive incentives, customers would have to

submit completed application forms with supporting documentation. Among the measures

proposed for the initial program offering were:

• Low-Flow Pre-Rinse Spray Valve (Retrofit Applications),
• High-Efficiency Coin-Op or Laundromat Clothes Washer,
• ENERGY STAR Gas Storage or Tankless Water Heater,
• Direct Contact Gas Water Heater,
• High-Efficiency Gas Furnace,
• Infrared Heater,
• Boiler Tune-up, and
• Outside Air Reset Controls.

Business Custom Program. Tllis proposed program was intended to provide an avenue

for small general service customers to propose projects and receive incentives for measures not

contained in the Business Savings Program. Participants would provide submittals for a firm

quantity of natural gas reduction through the installation of conservation and energy efficiency

measures in return for a fixed rebate of $10 per MCF up to a 50% cap equal to a percentage of

the eligible incuned project cost. Eligible projects would be installed at small general service

customer facilities. The Business Custom Program required customers to submit to Columbia

specific information for each project and to conduct energy engineering and savings verification

at their own cost. This project information would be provided in two reports, one before and one

after installation. Incentives would be paid directly to participating customers meeting program

requirements.

Residential Low-Income Program. Columbia's proposed Residential Low-Income

Program was designed to address the implications of significant increases in funding levels

provided for low-income home weatherization programs under the 2009 American Recovery and

Reinvestment Act. Specifically, Columbia proposed to fund, in collaboration with the Virginia
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Department of Housing and Conm1Unity Development ("DHCD") and other agencies, technical

training for qualified energy auditors. Columbia would communicate information about the

availability of low-income weatherization funding programs through its communication

channels.20 Columbia planned to utilize energy auditors trained through the DHCD-funded

program to provide assessments for eligible customers.

Columbia examined its proposed efficiency programs utilizing various costlbenefits tests,

the results of which are displayed in the following table.

Columbia Program Results

Program Participant RIM TRC PA
Test Test Test Test

Benefit/Cost Ratio
Home Savings Program 2.3 0.8 1.0 1.2
Business Savings Program 2.3 0.9 1.0 1.4
Business Custom Program 5.9 1.0 1.3 1.5
Web-based Audit Program 30.1 1.3 3.3 2.8
Summary of All Programs 2.9 0.8 1.0 1.2

Columbia's estimates indicated that four measures in the Business Savings Program and one

measure in the Home Savings Programs had TRC ratios less than 1.00, indicating that the costs

outweighed the benefits for these programs. Additionally, Columbia's estimates indicated that

under the RIM Test costs for the company's plan as a whole would exceed benefits. As such, the

plan would raise Columbia's average non-gas rates.

Columbia proposed a rate adjustment clause that provides for class-specific estimates of

its conservation and energy efficiency program costs, to be applied to customers' bills as

surcharges applicable separately to the residential and small general service customer classes.

The initial surcharge billing would begin with the proposed effective date of Columbia's CARE

20 The DHCD maintains a tist of weatherization providers located throughout Virginia with whom low-income
customers may apply for weatherization benefits. See
hllp:f/www.dhcd.virginia.govfHousingPreservationRehabilitationfPDFsfweatherization_providers.pdf

21



plan. Subsequent surcharge factors would be billed beginning with the first billing unit for

January each year thereafter.

In addition, after the first year of the CARE plan, the company would compare actual

program costs with the costs recovered via the rate adjustment clause and calculate a hue-up of

the prior year's under- or over-recovered expenses. Tills amount would be added or subtracted

from the estimated costs for the next year. The total of the current estimated costs and the

reconciliation, as determined by customer class, would be divided by the applicable customer

class's estimated volumes for the applicable year to determine the rate adjustment factor for that

year.

Columbia also proposed a Revenue Normalization Adjustment ("RNA"), intended to

align Columbia's annual actual billed non-gas distribution revenue with a pre-established level of

annual distribution revenue. The pre-established annual distribution revenue was based on a

revenue study derived from Columbia's most recent rate proceeding and was based upon average

weather-normalized customer usage in calendar year 2005. As such, Columbia's proposed RNA

would, like VNG's, adjust for changes in factors unrelated to its proposed efficiency programs.

These other factors may include changing customer lifestyles, efficiency measures undertaken by

customers on their own initiative, housing sizes, furnace and appliance efficiencies, and future

natural gas prices.

Finally, Columbia requested an incentive equal to fifteen percent of the net present value

of the cumulative projected gas cost savings over the life of each program minus the net present

value of the recovered CARE program costs. The proposed incentive would be a flat rate

shared-savings mechanism intended to allow Columbia's shareholders to share in the net benefits

created by the CARE programs.
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SUlmnary of the Proceeding

On June 23,2009, the Commission issued a procedural Order regarding Columbia's

application, assigning the case to a Hearing Examiner. The Hearing Examiner conducted a

hearing to receive public comments on October 19,2009, and an evidentiary hearing on October

28,2009. During the latter hearing, Columbia, the Commission Staff, and the other parties

submitted a stipulation with modifications to Columbia's proposed CARE plan and

recommended that those modifications be accepted.

Among other things, the Stipulation modified the programs to be offered by Columbia;

amended Columbia's proposed incentive mechanism to vary the incentive level according to the

achievement of specified goals and actual savings generated by the programs; and modified

Columbia's decoupling mechanism to eliminate the impact of weather differences on revenues

collected through that mechanism.

On November 4,2009, the Hearing Examiner issued his report, finding that the proposed

Stipulation represented a reasonable compromise of the interests of Columbia and its customers.

Commission's Final Order

On December 4,2009, the Commission issued its Order approving Columbia's plan as

modified by the Stipulation and as recommended by the Hearing Examiner.21 A copy of that

Order is Attachment C to this Report. Among other things, the Commission found that

Columbia's CARE plan represents a revenue neutral plan and utilizes a decoupling mechanism

consistent with the Natural Gas Conservation Act. The Commission fUlther found that

Columbia's CARE plan should be approved effective December 31, 2009. 22

21 Application afColumbia Gas a/Virginia, [Jlc., For approval fa implement a natural gas consen/afion and
ratemaking efficienc), pial/ inell/ding a decol/pling mechanism, Case No. PUE-2009-00051, 2009 S.c.c. Ann. Rept.
484, Final Order (Dec. 4. 2009).
22 Id. al 486.

23



The Commission also considered the impact of the RNA decoupling mechanism on

non-pmticipating customers who engage voluntarily in conservation or energy efficiency

measures outside of the CARE plan, stating that such customers would no longer see lower

contributions to Columbia's distribution costs as a result of curtailing gas usage. The

Commission further noted that, despite the uncertain nature of the natural gas price projections

over the life of the CARE programs, the record reflected that the projected gas costs used to

measure the company's CARE plan benefits were reasonable and the CARE programs were cost­

effective, particularly given the contribution toward costs of federal American Recovery and

Reinvestment Act funds. 23

Notably, any reduction in benefits to non-participating customers who voluntarily engage

in energy efficiency measures outside the CARE plan would increase Columbia's earnings. As

previously noted, the Natural Gas Conservation Act allows utilities to propose plans and

decoupling mechanisms outside the context of rate proceedings. Consequently, an increase in

Columbia's earnings could occur without a corresponding examination of the reasonableness of

those earnings.

Plan Amendments

On August 23, 2010, Columbia filed a proposed amendment to its CARE plan to suspend

the free water heater insulation blanket measure that is pmt of the Web-Based Home Audit

Program. This program's audit results include measures that customers can implement for free,

including, among other things, water heater insulation blankets. Columbia's experience had

revealed that customers would not likely install many of these blankets because this is a complex

task and requires ongoing maintenance. Columbia expressed potential safety concerns that could

arise if the blankets were not properly installed.

23 Id. at 486-87.
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Columbia proposed that the $1,926 spent for water heater blankets given to participants,

as well as the cost of other water blankets the company had already purchased, would be

absorbed by Columbia and would not be passed through to ratepayers. Columbia further

represented that, since up to 33.3% of funds budgeted for this appliance could be reallocated to

other CARE measures, the company planned to use these funds toward low-flow shower heads

and free faucet aerators, two other options that are free to customers through the Web-Based

Home Audit Program. Columbia stated it did not plan to spend the other water heater blanket

funds, saving ratepayers $75,250. The application also included a revised Stipulation, signed by

all original signatories, related to suspending the water heater blanket measure.

On August 27, 2010, the Commission entered a procedural Order24 (Attachment D to this

Report) requiring Columbia to provide public notice of this proposed amendment and allowing

time for comments on the application. In accordance with § 56-602 B of the Code requiring

action within 120 days on amended plan filings, the Commission must enter an Order by

December 21, 2010, approving or denying the amendment.

Preliminary Results of Columbia's Plan

The Commission approved Columbia's CARE plan effective as of December 31, 2009,

and Columbia began offering incentives under its plan in April 2010. In early June 2010,

Columbia provided Commission Staff with an update on plans for CARE program evaluation,

measurement, and verification. Columbia's Annual Reports are due May 1 of each year the

CARE plan is in effect.

24 AppUcatioll o/Columbia Gas a[Virginia, Inc., For allthority fa amend its natural gas conservation Gild rate
making efficiency plan, Case No. PUE-20 I0-00099, Doc. Can. Cen. No. 100870705, Order for Notice and
Comment (Aug. 27, 2010).
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Based on further preliminary information submitted by Columbia to the Commission

Staff, the numbers of CARE plan incentives provided to customers from April through August

2010 are as follows:

Number of Incentives Disbursed Through August 201025

Furnace 0 19 30 12 17 78

Tank Water Heater 0 9 6 0 I 16

Tankless 'Vater Heater 0 14 15 8 10 47

Insulation 0 2 I 50 179 232

Windows 0 0 3 1 4 8

Faucet Aerators 182 286 118 292 490 1,368

Low Flow Shower Heads 91 143 59 146 245 684

Pi e Insulation - 2 ieces 38 54 16 28 180 316

\Vater Heater Blankets 38 54 16 28 0 136

Columbia also provided the following estimated annual natural gas usage reductions associated

with the above totals:

Estimated Annual Usage Reductions by Program

Furnace 78 70.2 5,476

Tank Water Heater 16 18.2 291

Tankless Waler Heater 47 74.7 3,511

Insulation (square feet) 264,806 0.06 15,888

Windows (square feet) 1,604 0.38 610

Faucet Aerators 1,368 4.2 5,746

Low Flow Shower Heads 684 55.5 37,962

Pipe Insulation - 2 pieces 316 13.4 4,234

Water Heater Blankets 136 21.1 2,870

Columbia also provided year-to-date program expenditures, detailed in the following table:

25 The incenlives lisled are for parlicipalion in Ihe Home Savings Program or Web-based Home Audit Program. No
incentives for business-related programs were given during tius time period.
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Program Expenditures Through August 2009

Education and Outreach

Home Savin s Pro ram

Web-based Audit

Low-Income Pro am

Business Savin s Pro ram

Business Custom Pro am

$195,536

$115,593

$127,703

$75,000

$236

$0

$396,995

In addition to undertaking the CARE programs listed above, Columbia also initiated its revenue

decoupling mechanism, Based on Columbia's monthly submittals of its revenue decoupling

adjustment factor, the Commission Staff compiled the following information:

Comparison of Decoupling Mechanism Collections "<Ind Ccf Sales

Jan 1,280,371 48,781,105 46,103,614 (2,677,491)

Feb 819,571 45,391,486 44,003,024 (1,388,462)

March 257,493 35,188,118 34,923,053 (265,065)

Apr 247,625 22,586,050 22,042,737 (543,313)

May 217,793 11,435,572 10,753,509 (682,063)

June 280,898 7,870,683 6,950,613 (920,070)

(31,432) 5,360,929 5,519,119 158,190

110,443 5,202,836 3,162,376 (2,040,460)

This table shows that the operation of Columbia's decoupling mechanism has enabled the

company to collect additional non-gas revenue of nearly $3,2 million from ratepayers, The

calculations supporting this collection assume that Columbia's energy efficiency efforts have

produced usage reductions of approximately 8.4 million Ccfs during January through August

2010, By contrast, Columbia's estimates indicate that the CARE measures, once installed,

would produce annual savings of roughly 76,588 Ccfs,
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As with VNG, this result can be attributed to the use of a stale test year for establishing

the "allowed distribution revenue." Any utility's decoupling mechanism functions to decouple

the recovery of allowed distribution revenue from that utility's customers' consumption of

natural gas. Allowed distribution revenue is calculated based on the utility's rates adopted in its

last SCC-approved rate case or performance-based regulation plan,26 which in Columbia's case

was the twelve months ending December 31, 2005.27 Columbia's average normalized non-gas

revenue per customer has declined significantly since that time due, at least in part, to customer-

initiated efficiency efforts. As noted above, Columbia's decoupling mechanism will compensate

the company for energy reductions of approximately 8.4 million Ccfs while Columbia's own

estimates indicate that its programs have generated reductions of 76,588 Ccfs. As such, use of

the specified non-gas revenue as required by the Natural Gas Conservation Act provides

significant additional revenue to Columbia above compensation needed to offset lost revenues

attributable solely to Columbia's efficiency efforts. In accordance with the Act, Columbia

proposed its plan and decoupling mechanism outside of the context of a rate proceeding, in

which the Commission examines the justness and reasonableness of a utility's revenues and

earnings.

Washington Gas Light Company

WGL's Application

On September 29, 2009, WGL filed a proposed CARE plan to offer incentives to its

residential customers, small commercial and industrial customers, and small group metered

apartment customers. WGL estimated that its plan would save customers $12.8 million over

26 Va. Code § 56-500, definitions of "allowed distribution revenue" and "decoupling mechanism."
27 See Application of Columbia Gas ofVirginia, Inc., For approval ofa pe/formance based rate regulatiou
methodology pursuallt to Va. Code § 56-235.6, Case No. PUE-2005-00098, 2006 S.C.c. Ann. Rept. 366, Final
Order (Dec. 28, 2006).
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three years and that individual residential customers participating in the various measures could

save $106 annually. WGL's proposed CARE plan was comprised of four principal components:

(i) a portfolio of conservation and energy efficiency programs; (ii) a mechanism to recover the

costs associated with those programs on a timely basis; (iii) an annual performance-based

incentive mechanism associated with the delivery of conservation and energy efficiency benefits

through an adjustment to the company's PGA mechanism; and (iv) a natural gas decoupling

mechanism in the form of a sales adjustment clause to adjust actual non-gas distribution revenues

per customer to allowed distribution revenues per customer. WGL proposed that its plan be

approved for three years and requested the plan be effective the first day of the billing cycle

month immediately after Commission approval.

WGL's proposed plan consisted of a portfolio of eight conservation and energy efficiency

programs, as described below.

Energy Efficiency Education Program. This program was intended to raise the

awareness of the importance of energy conservation among WGL customers and to teach

customers how they could take advantage of program offerings to conserve natural gas and lower

their energy bills.

Heating System Check-up Program with Programmable Thel7nostat Option. This

program would provide residential customers with a $30 incentive towards either the cost of a

seasonal check-up of their heating system or a credit towards a programmable thermostat and its

installation. The check-up would provide customers with infOimation on low-cost and easily

implemented energy efficiency measures.

Boiler/Furnace Replacement Program. This program would provide residential

customers with a $250 incentive to cover pmt of the incremental cost for the installation of a
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high-efficiency natural gas boiler with an efficiency of 85% or greater. Further, this program

would provide residential customers with a $500 incentive for the installation of a high-

efficiency natural gas boiler with an efficiency of 90% or greater.

Water Heater Replacelllellt Progralll. This program would provide residential customers

with an incentive to replace existing water heaters with more energy efficient natural gas water

heaters. WGL would provide a $50 incentive for the installation of a natural gas water heater

with an energy factor of 0.62 or greater and a $250 incentive for the installation of a high-

efficiency natural gas water heater with an energy factor of 0.82 or greater.

Natural Gas Nell' HOllies PrograllllVith ENERGY STAR. This program was proposed to

encourage residential customers to install ENERGY STAR-rated natural gas equipment in new

residential constlUction. In addition to the water heater and natural gas furnace incentives, an

additional $250 would be applied towards the cost of the ENERGY STAR inspections, testing,

and modeling.28 To be eligible for the program, a residential customer would be required to

have natural gas for both space heating and water heating.

COllllllercial Efficiency Progralll. This program would provide commercial customers

with incentives to offset the costs of weatherization and high-efficiency equipment installation.

An incentive of up to $10,000 could be provided to commercial customers' energy efficiency

proposals meeting a celtain standard. Examples of qualifying energy efficiency measures

include high-efficiency natural gas equipment, including water heaters, booster heaters, food

service equipment, and hydronic heaters. Other measures could include installation of attic/roof

insulation, windows, duct sealing, and other weatherization.

28 The ENERGY STAR home construction standard provides for a home that is at least 15 percent more efficient, or
uses 15 percent less energy. than the same home built under the 2003 International Energy Conservation Code.
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Low-II/come EI/ergy Assistal/ce Program. Under this proposed program, WGL would

provide funding to a state agency that administers the federal weatherization assistance

programs, Community Housing Partners Corporation ("CHPC"), who had indicated the need to

develop and increase the number of energy auditors working with the low-income population. In

developing a program budget, WGL assumed a contribution of $1,650 per home (for 100

participants) to be applied toward the activity agreed upon with the CHPC, such as the training

of energy efficiency auditors.

Residel/tial Essel/tial Service Program. WGL proposed to spend $100,000 to assist

low-income residential customers with winter gas bills by providing a credit to eligible

customers during the months of November through April.

WGL examined its efficiency programs utilizing various costlbenefits tests, and the

results are summarized below.

WGL Program Results

Pl'Ogram Participant RIM TRC PA
Test Test Test Test

Benefit/Cost Ratio
Seasonal Check-up 1.9 0.6 1.2 2.8
Water Heater (.62 EF) 2.0 0.6 1.2 2.3
Water Heater (.82 EF) 1.9 0.6 1.1 2.2
Boiler / Furnace (.85 EF) 2.0 0.6 1.3 2.5
Boiler / Furnace (.90 EF) 1.7 0.6 1.0 2.0
New Home 3.6 0.6 2.2 2.2
Summarv of All Programs 2.0 0.6 1.2 2.3

WGL's estimates indicate that, as a whole, CARE plan costs exceed benefits. As such, the plan

would raise WGL's average non-gas rates.

WGL proposed a rate adjustment clause that provides for class-specific estimates of the

company's conservation and energy efficiency program costs to be applied to customers' bills as

monthly surcharges applicable separately to the residential class, small customers within the
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commercial and industrial class, and small customers within the group metered apartment class.

The initial surcharge billing would begin with the proposed effective date ofWGL's plan.

Subsequent surcharges would be billed on a montWy basis thereafter.

In addition, WGL proposed that after the first year of its CARE plan, it would compare

actual program costs with the costs recovered via the rate adjustment clause and calculate a

true-up of the prior year's under- or over-recovered expenses. This amount would be added or

subtracted from the estimated costs for the next year.

WGL also proposed a decoupling mechanism intended to align WGL's annual actual

billed non-gas distribution revenue with a pre-established level of annual distribution revenue.

This level is based on a revenue study calculated in WGL's most recent rate proceeding and was

based upon average weather-normalized customer usage in calendar year 2005.29 As such,

WGL's proposed decoupling mechanism would, like VNG's and Columbia's, adjust for changes

in factors unrelated to WGL's proposed efficiency programs.

Finally, WGL requested an incentive of 15% of the net present value of the net economic

benefits (defined as the difference between WGL's costs to offer the CARE programs and

customer savings) in the first year. The proposed incentive would be a flat rate shared-savings

mechanism intended to allow WGL's shareholders to share in the net benefits created by its

energy efficiency programs.

Summary of the Proceeding

On October 21, 2009, the Commission issued its procedural Order regarding WGL's

application, assigning the case to a Hearing Examiner. The Hearing Examiner held an

29 Application of Washington Gas Light COli/pony, For a general increase in rates,fees, charges and revisions to
the tenJlS alld conditions ofselvice as well as approval ofa pelfo17llance-based rate regulation methodology ullder
Va. Code § 56-235.6, Case No. PUE-2006-00059, 2007 S.C.C. Ann. Rept. 315, Final Order (Sept. 19,2007),
modified by 2007 S.C.C. Ann. Rept. 320, Order Granting Petition for Reconsideration (Oct. 5, 2007).
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evidentiary hearing on February 1 and 9, 2010, and issued his report on February 19,2010. He

found that WGL's CARE plan should be approved with modifications but that the proposed

Residential Essential Service and Commercial Efficiency Programs should not be approved. The

Hearing Examiner recommended that funds related to the Residential Essential Service Program

be applied to WGL's weatherization plan for low-income customers.

Commission's Final Order

On March 26,2010, the Commission issued its Order approving WGL's plan as modified

and recOillinended by the Hearing Examiner.3o Among other things, the Connnission rejected

the Residential Efficiency Program and the COillinercial Efficiency Program and approved the

Boiler/Furnace Replacement Program with only a $250 incentive for equipment with an

efficiency of at least 85%.31 A copy of the Order is Attachment E to this Report.

The Commission's Order also discussed the impact ofWGL's plan on non-p81iicipating

customers who engage voluntarily in conservation or energy efficiency measures outside the

CARE plan, stating that such customers would no longer see lower contributions to WGL's

distribution costs as a result of curtailing gas usage. The Commission found, however, that

WGL's decoupling mechanism meets the standards of § 56-602 A of the Code and therefore

approved it.32 The Commission also ordered WGL to file repOlis each year the CARE plan is in

effect, st81iing August 1, 2011.33

Plan Amendment

On July 22, 2010, WGL filed an application to amend its CARE plan to allow it to

extend its CARE plan to small commercial and industrial ("C&I") customers and group metered

30 Application ofWashing/on Gas Ligh/ Company, For approval ofnaillral gas conse'Ta/ion and ralemaking
efficiency plan including a decollpling mechanism, Case No. PUE-2009-00064, Doc. Con. Cen. No. 100360098,
Order Approving Natural Gas Conservation and Ralemaking Efficiency Plan (Mar. 26, 20 I0).
31 !d. at 13-14.
"[d. at 15-16.
33 !d. at 10-11.
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apmiment ("GMA") customers using 30,000 therms of gas or less per month.34 The company's

proposed CARE plan for these customers consisted of four main components: (I) a pOlifolio of

seven rebate programs, a Commercial Custom Program, and a Community Outreach aud

Education Program to encourage conservation and the efficient use of natural gas; (2) a CARE

ratemaking adjustment that would adjust the actual non-gas distribution revenues per customer to

the allowed level of distribution revenues per customer approved in WGL's most recent rate

case;35 (3) a CARE cost adjustment that would allow WGL to recover the costs of its proposed

CARE plan through a monthly surcharge to customers' bills; and (4) a performance-based

incentive mechanism.

On November 18,2010, the Commission issued an Order36 (Attachment F to this RepOli)

denying WGL's application to mnend its CARE plan, citing as the t1u'eshold issue whether

WGL's proposed CARE plan amendment meets the requirements of § 56-602 A, which allows

CARE plan participants to "include one or more residential, small commercial, or small general

service classes" but excludes "large commercial or large industrial classes of customers." The

Conunission explained that WGL's approved tariff does not currently include separate rate

schedules for "small" and "large" C&I and GMA classes of customers and that the class cost of

service study and revenue appOliiOlilllent performed in WGL's last rate case did not account for

separate "small" and "large" conunercial rate classes. The Conilllission noted that WGL can

amend its tariff to include distinctive "small" and "large" commercial customer classes and

34 Section 56-602 A of the Code provides that a CARE plan "shall not apply to large commercial or large industrial
classes of customers." Since the Company does not have any separate rate schedules segregating any specific
"large commercial or large industrial classes ofcustomers," WGL proposed that its CARE plan apply only to its
C&I and GMA customers using 30,000 thelnlS of gas or less per month.
35 Application a/Washington Gas Light Company, For a generai increase inrates,/ees. charges and revisions to
the terms and conditions 0/sen,ice as well as approval 0/0 pellormance-based rate reglilationmethodology IInder
Va. Code § 56-235.6, Case No. PUE-2006-00059, 2007 S.C.C. Ann. Rep!. 315, Final Order (Sept. 19,2007).
36 Appiication 0/Washington Gas Light Company. For allthority to amend its natllral gas consenation and
ratemaking efficiency plan, Case No. PUE-2010-00079, Doc. Con. Cen. No. 101120321, Order on Application to
Amend Conservation and Ratemaking Efficiency Plan (Nov. 18, 2010).
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perform a class cost of service study including these rate classes in its next rate case, scheduled

to be filed by February 1,2011.37

Preliminmy Results ofWGL's Plan

The Commission approved WGL's CARE plan to be effective on May 1,2010, and WGL

began offering its conservation and energy efficiency programs on November I, 20 IO. As such,

no information is available at this time regarding incentives provided to customers 01' natural gas

usage reductions related to WGL's programs.

WGL did, however, begin collecting its revenue decoupling mechanism effective May I,

2010. Based on WGL's monthly submittals of collections for its revenue decoupling adjustment

factor, the Commission Staff compiled the following information:

Comparison of Decoupling Mechanism Collections and Revenue

The operation ofWGL's decoupling mechanism has enabled the company to collect additional

non-gas revenue of$219,275 from its ratepayers to date. This result can be attributed to the use

of a stale test year for establishing the "allowed distribution revenue." Any utility's decoupling

mechanism functions to decouple the recovery of allowed distribution revenue from that utility's

customers' consumption of natural gas. Allowed distribution revenue is calculated based on the

37 Application afWashington Gas Light Company, For a general increase in rates, fees, charges and revisions 10

the terms and conditions ofservice as well as approval ofa pelformance-based rate regulation methodology under
Va. Cade § 56-235.6, Case No. PUE-2006-00059, 2007 S.C.C. Ann. Rept. 315, 318-19, Final Order (Sept. 19,
2007). As noted in the Final Order, the February 1,2011 filing must include a class cost of service study already, so
it should not be burdensome to the Company to perform such a study including the "small" and "large" class
designations.
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utility's rates adopted in its last SCC-approved rate case or performance-based regulation plan,38

which in WGL's case was the twelve months ending December 31, 2005. As is the case with

VNG and Columbia, WGL's average normalized non-gas revenue per customer has declined

since that time due, at least in part, to customer-initiated efficiency effOlts. As such, use of the

specified non-gas revenue as required by the Natural Gas Conservation Act provides additional

revenue to WGL over and above compensation needed to offset lost revenues attributable to

WGL's efficiency efforts. In accordance with the Natural Gas Conservation Act, WGL proposed

its plan and decoupling mechanism outside of the context of a comprehensive rate proceeding in

which the Commission examines the justness and reasonableness of a utility's revenues and

earnings.

38 Va. Code § 56-500, definitions of "allolVed distribution revenue" and "decoupling mechanism,"
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Conclusion

The Commonwealth's tlu'ee largest natural gas utilities have developed and implemented

conservation and ratemak:ing efficiency plans that include offering various efficiency programs

to customers in conjunction with decoupling mechanisms pursuant to the Natural Gas

Conservation Act. Those decoupling mechanisms are designed to decouple the recovery of a

utility's allowed distribution revenue from the level of consumption of natural gas by its

customers. The results so far indicate that the Natural Gas Conservation Act will in fact

stimulate utility investment in energy and conservation programs. Sufficient evidence does not

yet exist to conclude that these investments are cost-effective under either the RIM or TRC

Tests. Initial estimates generally indicate that these investments will be beneficial from some

perspectives. However, these same estimates indicate that the natural gas utility CARE plans

may negatively impact the non-gas rates paid by natural gas consumers and that non-participants

in the programs offered pursuant to these plans will be negatively impacted. Additionally, the

cost/benefit results do not consider any revenue impact that might be attributable to the

implementation of decoupling mechanisms. Such revenue changes could significantly impact

the costs and benefits of a utility's overall conservation plan when viewed from a utility

customer's perspective.

Further, initial results indicate that the utilities' decoupling mechanisms have increased

the utilities' non-gas revenues as compared to the revenues that the utilities would otherwise

have received. Such increases can be attributed to the Natural Gas Conservation Act's definition

of "allowed distribution revenue" and the related requirement that this definition must serve as

the basis for decoupling mechanisms. The Commission will continue to monitor actual results of

the utilities' CARE plans and report to the Governor and General Assembly as directed.
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On July 16, 2009, Virginia Natural Gas, Inc. ("VNG" or the "CompanY"}~filec0vithtHe
.' (»

State Corporation Commission ("Commission") a Motion for Waiver and Application to Modify

its Conservation and Ratemaking Efficiency ("CARE") Plan as approved by the Commission in

Case No. PUE·2008-00060 ("Application,,).l Filed with the Application was the direct

testimony of Cathie J. France, Director of Governmental Regulations at AGL Services Company.

The Company seeks permission to modify certain aspects of its conservation and energy

efficiency programs for the first year of its 3-year CARE plan. The modifications include:

(i) expanding the eligibility requirements for the low-income weatherization programto match

the eligibility requirements of the Company's partner agencies;2 (ii) shifting allocated dollars

from the low-income weatherization program to the space heating program; (iii) combining the

programmable thermostat rebate program with the free programmable thermostat program;

(iv) shifting allocated dollars from the programmable thermostat program to the tankless water

heater program; and (v) allowing for additional participation in the space heating and tankless

I Application ofVirginia Natural Gas, inc,. For approval to implement a natural gas conservation and ratemaking
efficiency plan including a decal/piing mechanism and to record accounting entries associated with such
mechanism, Case No. PUE-2008·00060, 2008 S.C.C. Ann. Rept. 566, Order Approving Natural Gas Conservation
and Ratemaking Efficiency Plan (Dec. 23, 2008).

2 Eligibility has expanded for the Company's partner agencies as a result of their receipt of funds pursuant to the
American Recovery and Reinvestment Act of2009 ("Stimulus Act").



water heater programs by shifting allocated dollars from the consumer outreach program in

addition to the dollars reallocated, as described above, from the low-income weatherization and

programmable thermostat programs.

On August 12,2009, the Commission issued an Order for Notice and Comment, which

among other things: (I) directed the Company to provide notice to the public, and (2) provided

an opportunity for interested persons to comment on the Application. The Commission received

one comment submitted electronically from a VNG customer who urged the Commission to

approve increasing the amount of customer rebates for the purchase of certain energy efficient

appliances. This customer advised that she had delayed purchasing a more efficient heating

system upon learning that there was no money for rebates presently available in the VNG

program. On October 6, 2009, comments were filed by the Office of the Attorney General's

Division of Consumer Counsel ("Consumer Counsel"). Consumer Counsel stated that it had not

identified any issues of concern within the proposed modifications. Consumer Counsel also

stated support for utilities' efforts to obtain Stimulus Act funding for thc costs of energy

efficiency and conservation programs that would otherwise be charged to ratepayers.

Accordingly, Consumer Counsel stated that it does not object to VNG's application to modify its

CARE plan.

NOW THE COMMISSION, upon consideration of the fJlings herein and applicable law,

is of the opinion and finds that VNG should be allowed to modify certain aspects of its

conservation and energy efficiency programs during the first year of its 3-year CARE plan

pursuant to Va. Code § 56-602 B.
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Accordingly, IT IS ORDERED THAT:

(I) Pursuant to Va. Code § 56-602 B, the amendment to the first year of the 3-year

CARE Plan of VNG as approved in Case No. PUE-200S-00060, is hereby approved.

(2) VNG's request for permission to modify certain aspects of its conservation and

energy efficiency programs, as set forth in VNG's Application in this proceeding, is granted;

(3) There being nothing further to come before the Commission in this proceeding, this

case is hereby dismissed from the Commission's active docket and the papers filed herein placed

in the Commission's file for ended causes.

AN ATTESTED COPY hereof shall be sent by the Clerk of the Commission to:

Bernard L. McNamee, Esqnire, McGuireWoods, LLP, One James Center, 901 East Cary Street,

Richmond, Virginia 23218-4030; C. Meade Browder, Jr., Senior Assistant Attorney General,

Division of Consumer Counsel, Office of Attorney General, 900 East Main Street, 2nd Floor,

Richmoud, Virginia 23219; and the Commission's Office of General Counsel and Divisions of

Energy Regulation and Economics and Finance.
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CASE NO, PUE-2009-00139
For Authority to Amend its Conservation
and Ratemaking Efficiency Plan

ORDER APPROVING MODlFICAnONS
AND AMENDED APPLICATION

On December 17,2009, Virginia Natural Gas, Inc, ("VNG" or the "Company"), by

counsel, filed an application with the State Corporation Commission ("Commission") to modify

its three-year Conservation and Ratemaking Efficiency Plan ("CARE Plan" or the "Plan")

approved in Case No, PUE-2008-00060' for the second and third year of the Plan

("Application"), The modifications to the CARE Plan set out in the Company's Application

included: (i) expansion of the eligibility for low-income weatherization programs to seventy-five

percent of the median income up from 175% of the poverty level, as authorized in the Plan

approved in Case No, PUE-2008-00060, so as to match the eligibility requirements now being

used by VNG's partner agencies, the Southeastern Tidewater Opportunity Project and the

Williamsburg/James City County Community Action Network, as a result of their receipt of

funds pursuant to the American Recovery and Reinvestment Act of2009 (the "Stimulus Act");

(ii) authority to shift the program's eligibility requirements to match the partner agencies'

eligibility requirements should these requirements change in the future; (iii) authority to shift

allocated dollars from the low-income weatherization program to the space heating

I Application ofVirginia Naturol Gas, Inc., For approval la Implement a natl/ral gas conservation and ratemaking
efficiency plan including a decol/pling mechanism and to record accounting entries associated with such
mechanism, Case No, PUE-2008-00060, 2008 S,C,C. Ann, Rep!. 566, Order Approving Natural Gas Conservation
and Ratemaking Efficiency Plan (Dec, 23, 2008) ("December 23, 2008 Order"),



(high-efficiency furnace) program; (iv) authority to align the rebate for a programmable

thermostat of the customer's choice with the free programmable thennostat program and to

maximize the seasonal checkup program as llpproved in the December 23, 2008 Order;

(v) authority to increase the rebate amount for the seasonal checkup program from Twenty-five

Dollars ($25) to Fifty Dollars ($50) each; (vi) expansion of participation in the space heating

(high-efficiency furnace) rebate, tankless water heater rebate, and tank-style water heater rebate

programs; (vii) authority to shift dollars from the low-income weatherization, programmable

thermostat and seasonal checkup programs to the space heating (high-efficiency furnace) rebate,

tankless water heater rebate, and tank-style water heater rebate programs for the remainder of

years two (2) and three (3) of the Plan and to increase participation further by accepting federal

stimulus dollars to fund additional rebates for these three (3) programs upon distribution of those

funds by the Virginia Department of Mines, Minerals and Energy; (viii) authorization to

reallocate up to one-third of the budgeted funds for each program or measure to another program

or measure within a CARE Plan year without prior approval from the Commission;

(ix) authorization to carry over into the following program year any unused budgeted funds for a

program or measure to the same program or measure for the following program years;2 unused

administrative costs in any program or measure would also be carried over to the following year;

and (x) authorization to allocate Stimulus Act funds among eligible conservation and energy

efficiency programs and measures in any manner that is consistent with funding guidelines

applicable to such Stimulus Act funds in order to maximize the availability and utilization of

such funds.

2 According to the Company's Application, VNO proposed to advise the Commission Staff in advance of any such
reallocation or carry-over of budgeted funds.
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On January 25, 20 I0, the Commission entered its Order for Notice and Comment

("Order"). Among other things, the Order directed VNG to publish notice of its Application

throughout the Company's service territory in Virginia and serve a copy of the Order on local

governmental officials in the Company's service territory. The Order also invited interested

persons and the Commission Staff to file, on or before March 11, 20 I0, written comments on the

issues presented in the case and directed the Company to file, on or before March 25, 2010, any

response to the comments filed in the proceeding.

On February 26, 2010, VNG, by counsel, filed proof of the notice and service required by

Ordering Paragraphs (2) and (3) of the Order.

Comments were filed by the Office of the Attorney General and Diane Ribble on

March 11,20 IO. Also on March 11,2010, the Commission Staff filed a letter advising that it

was not filing comments in the proceeding.

On March 16, 2010, VNG filed its Reply Comments.

On April 14, 2010, the Commission entered its Final Order) in this matter, in which it

denied VNG's application as filed. In its Final Order the Commission made the following

findings:

First, we find that VNG's proposed reallocation of funds
among certain programs raises an issue of creating potential
savings to a smaller group of customers funded by an even larger
body of customers, who incur higher rates as a result thereof. To
address this issue, we find that the following modifications to
VNG's proposed CARE Plan amendments would need to be made:
(I) shift no funds from the low-income weatherization program to
the space heating program; (2) shift one-half of VNG's proposed
$579,852 from the programmable thermostat program to the space
heating program, with the remaining one-half of such funds not to

l See Application ofVirginia Nall/ral Gas. Inc.• For AI/fhority fa Amend ils Conservation and Ralemaking Efficiency
Plan, Case No. PUE·2009·00139, Doc. COil. Cell. No. 428114, Final Order (April 14,2010) (hereinafier "Final
Order1l

).
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be expended (which results in cost savings to the larger body of
customers); (3) shift one-half of VNG's proposed $67,304 from the
seasonal check-up program to the water heater programs, with the
remaining one-half of such funds not to be expended (which results
in cost savings to the larger body of customers); (4) limit VNG's
authority to shift funds from a program - without Commission
approval - to no more than 25% of that program's fund allocation;
and (5) any funds not expended on the programs designated thereto
during a CARE Plan year shall not be spent and shall serve to
lower the overall expenditures ofthe CARE Plan.

Accordingly, since § 56-602 B of the Code of Virginia
requires the Commission either to 'approve or deny, within
120 days, a natural gas utility's application to amend a previously
approved plan,' we deny VNG's Application to amend its CARE
Plan as filed.

Second, we note that the Company's Application did not
include quantitative data concerning the cost effectiveness of these
programs before and after the proposed amendments. We will
require VNG to file in this docket with the Clerk of the
Commission an annual report pursuant to § 56-602 E of the Code,
beginning May 3, 2010, ... and continuing on May I of every year
thereafter during the term of the Company's CARE Plan....

The annual reports required herein will provide important
infonnation to the Commission concerning whether the Plan
programs are cost effective and warrant continuation or whether
they should be modified or discontinued. Indeed, any subsequent
request from VNG to amend or extend its CARE Plan shall
incorporate the results from these annual reports.4

On May 25, 2010, VNG filed "Virginia Natural Gas, Inc.'s Acceptance of Modifications

and Amended Application" ("May 25, 2010 Filing"). On June 14, 20 I0, VNG requested leave to

withdraw its May 25, 2010 Filing and filed in its place a revised version of its "Application to

Accept Commission's Modifications and for Authority to Amend its Conservation and

Ratemaking Efficiency Plan and Verifications of Virginia Natural Gas, Inc." (hereinafter

"Compliance Filing"). In its Compliance Filing, VNG accepted the modifications to the CARE

4 Jd., Final Order at 6-8 (footnotes omitted).
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Plan set forth in the Commission's Final Order and affirmed that the Company's modifications to

its CARE Plan set out in its Compliance Filing will: (I) shift no funds from the low-income

weatherization program to the space heating program; (2) shift one-half of the proposed

$579,852 from the programmable thermostat program to the space heating (high-efficiency

natural gas furnace) program, with the remaining one-half of such funds not to be expended;

(3) shift one-half of the proposed $67,304 from the seasonal check-up program to the high

efficiency natural gas water heater programs, with the remaining one-half of such funds not to be

expended; (4) limit VNG's authority to shift funds from a program without prior Commission

approval to no more than 25% of that program's fund allocation; and (5) retain any funds not

expended in the programs designated thereto during a CARE Plan year in order to lower overall

expenditures of the CARE Plan.

NOW THE COMMISSION, upon consideration ofVNG's Compliance Filing, and

having been advised by its Staff, is of the opinion and finds that VNG should be permitted to

substitute its Compliance Filing for the May 25, 2010 Filing and to implement the proposals set

forth in its Compliance Filing, effective as of the date of this Order.

In this regard, we note that § 56-602 B of the Code of Virginia grants a utility like VNG

"the right to refile, without prejudice, an amended plan or amendment within 60 days" of a denial

of a plan or amendment by the Commission. Thereafter, the Commission has "60 days to

approve or deny the amended plan or amendment." VNG's Compliance Filing represents VNG's

60-day filing made after the denial of its initial application to amend its CARE Plan. After a

review ofVNG's Compliance Filing, we find that it complies with the findings and requirements

in the Final Order. We recognize that many ofVNG's CARE Plan programs include

amendments thereto that have not been implemented for a full twelve months. We will,

5



, .

therefore, continue to review the costlbenefit analyses associated with these programs to consider

whether the programs remain cost-effective during the tenn ofVNG's Plan and to detennine

whether the programs should be continued in the event the Company files to amend or extend its

CARE Plan further.

Accordingly, IT IS ORDERED THAT the amendments to VNG's CARE Plan set forth in.

its June 14,2010 Compliance Filing are hereby approved, effective as of the date of this Order.

AN ATTESTED COPY hereof shall be sent by the Clerk of the Commission to:

Shannon Omia Pierce, Esquire, AGL Resources Inc., Ten Peachtree Place, 15th Floor, Atlanta,

Georgia 30309; Bernard 1. McNamee, Esquire, Kristian M. Dahl, Esquire, and Elaine S. Ryan,

Esquire, McGuireWoods LLP, One James Center, 901 East Cary Street, Richmond, Virginia

23219; Ashley B. Macko, Assistant Attorney General, Office of the Attorney General, Division

of Consumer Counsel, 900 East Main Street, Second Floor, Richmond, Virginia 23219; Diane

Ribble, 2446 Tyler Way, Salem, Virginia 24153; and a copy shall be delivered to the

Commission's Office of General Counsel and Divisions of Energy Regulation, Economics and

Finance, and Public Utility Accounting.
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On June 8, 2009, Columbia Gas of Virginia, Inc. ("Columbia" or "CompanY") ~ed aIl1

application with the State Corporation Commission ("Commission") pursuant to Chapter 25 of

Title 56 (§§ 56-600 et seq.) of the Code of Virginia ("Code") seeking approval to implement a

natural gas conservation and ratemaking efficiency plan ("CARE Plan" or "Plan"), which

includes a decoupling mechanism ("Application"). The Application advised that the Plan

"includes a portfolio of programs and incentives designed to promote conservation and energy

efficiency among Columbia's residential and small general service customer classes and a

decoupling mechanism that adjusts actual non-gas distribution revenue for participating customer

classes to the allowed distribution revenue previously approved by the Commission.'"

The Company proposed that the Plan be approved for a three-year period (2010, 2011,

and 2012), at which time Columbia would return to the Commission seeking further approval to

continue or modify the Plan. Columbia asked that the Commission approve the Plan effective

December 31,2009 (the first billing unit for the Company's January 2010 billing cycle).

According to the Application, the Company's Plan has five (5) principal components:

(i) a variety of cost-effective programs and incentives designed to promote conservation and

energy efficiency among the Company's residential ("RS") and small general service ("SGS")

1 Application at I.



customer classes; (ii) provisions to address the needs oflow-income customers; (iii) a

mechanism to recover the costs associated with these programs on a timely basis; (iv) an annual

performance-based incentive mechanism for the delivery of conservation and energy efficiency

benefits, which is based upon a verification process that measures conservation results on a

weather-normalized basis; and (v) a natural gas dccoupling mechanism in the form of a sales

adjustment clause that (a) adjusts actual non-gas distribution revenue per customer to "allowed

distribution revenue" as defined in § 56-600 of the Code, (b) is revenue neutral, and (c) does not

shift annualized distribution revenue between customer classes.

Columbia's proposed Plan, as set out in its Application, contains six (6) programs with

thirty (30) conservation and energy efficiency measures that the Company estimates will save

0.3% - 0.5% of the Company's annual sales each year for the life of the measures proposed in the

Plan. Over the initial three-year term of the Plan, the Company proposed to spend $9 million on

these programs. For that expenditure, the Company projected that its customers will save

"$41 million over the life of the measures for a three year program cycle, the net present value of

which is more than $22 million".2 The Company maintained in its Application that individual

customers who participate in the various measures offered under the conservation and energy

efficiency programs can save $90 to $350 per year, and that the cost to an average residential

customer for providing the residential programs is approximately $10 per year.

Columbia's proposed CARE Plan will offer (i) two programs for residential customers,

including a web-based home audit program and a program with incentives for investments in

high efficiency natural gas equipment and certain home weatherization measures; (ii) funding for

training and education to increase the number of energy auditors who support low-income

21d. a16.
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weatherization programs; (iii) a community education and outreach program; and (iv) two

programs for the small general service customer class, including a program with incentives for

investments in high efficiency equipment and a program to provide customer-specific

conservation and energy efficient solutions for larger SGS customers with customized systems.

The Company proposed. pursuant to § 56-602 (D) of the Code. to recover the incremental

costs associated with its conservation and energy efficiency programs by means of a surcharge

labeled in its Application as the CARE Program Adjustment ("CPA"). The proposed CPA

provides for class-specific projections of the costs of the Company's proposed conservation and

energy efficiency programs to be included on customers' bills as a surcharge applicable

separately to the RS and SGS customer classes. The proposed CPA is $0.1 37!Mcf for RS

customers and $0.032!Mcffor SGS customers for the first year of the CARE Plan.

The Company's Application also represented that Chapter 25 of Title 56 (§§ 56-600

el seq.) of the Code (the "Act") permits the Company to receive up to fifteen percent (15%) of

the independently verified net economic benefits created by its cost-effective conservation and

energy efficiency programs. Columbia's Application proposed to recover this incentive through

an adjustment to its Purchased Gas Adjustment ("PGA") mechanism.

The Company's Application maintained that under the Company's current rate design,

Columbia is permitted to recover the majority of its costs based on a charge per cubic foot of

natural gas sold or transported, even though the majority of the Company's non-gas costs are

fixed. The Company contended that its existing rate design creates a disincentive for it to

encourage its customers to reduce their natural gas consumption. Columbia therefore proposed a
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decoupling mechanism in the fonn of a Revenue Nonnalization Adjustment ("RNA")) to be

applied separately to the Company's residential and small general service customer classes that

adjusts non-gas distribution revenue to allowed distribution revenue. According to Columbia, its

"allowed distribution revenue" is determined based on the rates in effect under the Company's

performance-based regulation ("PBR") Plan approved by the Commission in Case No.

PUE-2005-00098.4

Columbia's proposed CARE Plan also included a provision requiring it to perfonn a

second eamings sharing test on behalf ofnon-participating classes of customers. The Company

explained that "[i]fthe sharable eamings calculated under this CARE Plan Earnings Test for any

non-participating customer class are greater than the sharable earnings that result from the

current PBR Earnings Test calculation, the difference will be added to the PBR sharable earnings

for that non-participating customer class. ,,5 The Company asserted that the use of a second

eamings test ensured that the rates and services of non-participating classes of customers would

not be adversely impacted by its proposed Plan.

On June 23, 2009, the Commission entered an Order for Notice and Hearing ("Order") in

this case. This Order assigned a Hearing Examiner to the case, set the matter for hearing on

October 19,2009, and established a procedural schedule governing participation in the captioned

case for the Company, respondents, public witnesses, and the Commission Staff.

'For purposes of the RNA, the Company's RS customer class is defined as all customers taking service under Rate
Schedules RS and RTS as well as residential customers taking service under Rate Schedule EDS. Similarly, the
Company's SGS customer class is defined as all customers taking services under Rate Schedules SGS and SGrS as
well as small general service customers taking service under Rate Schedule EDS.

4 See Application a/Columbia Gas ofVirginia. Inc" For approval ofa performance based rate regulation
methodology pursuant to Va. Code § 56-235.6, Case No. PUE.2005.00098, 2006 S.C.C. Ann. Rept. 366, Final
Order (Dec. 28, 2006); Application at Ii.

, Application at 12.
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In the June 23, 2009 Order. interested parties were provided the opportunity to participate

as respondents. On July 20. 2009. the Office of the Attorney General, Division of Consumer

Council ("OAG"), gave notice of its intent to participate in the captioned proceeding. In

addition. on August 4. 2009, the Virginia Industrial Gas Users' Association ("VIGUA") filed a

notice of participation in the proceeding.

On October 19,2009, a public hearing was convened before Michael D. Thomas,

Hearing Examiner ("Hearing Examiner" or "Examiner"). No public witnesses appeared at this

hearing. During the public hearing, counsel for the Commission Staff made a motion to continue

the proceeding to permit the continuance of settlement discussions among the case participants.

Staff counsel advised that counsel for Columbia, the OAG. and VIGUA did not oppose the

Staffs motion. The Hearing Examiner granted Staffs motion for continuance and continued the

hearing to October 26, 2009.

On October 22, 2009, the Staff filed an additional Motion for Continuance ("Motion") in

which the Staff requested an additional continuance to October 28, 2009, in order to facilitate the

timely review and analysis of additional information provided by Columbia and to explore

whether a resolution of the issues raised in the case could be reached. Staff advised that none of

the other case participants objected to a continuance of the evidentiary hearing to October 28.

2009.

On October 23. 2009, the Hearing Examiner granted the Staffs October 22, 2009 Motion.

At the hearing convened on October 28, 2009. a Proposed Stipulation and

Recommendation ("Stipulation") was presented to the Hearing Examiner for his consideration.

Counsel appearing during the course of the captioned proceeding included: Edward L. Flippen,

Esquire, Bernard L. McNamee. Esquire, and James S. Copenhaver. Esquire. counsel for the
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Company; Sherry H. Bridewell, Esquire, Kerry R. Wortzel, Esquire, and GleIm P. Richardson,

Esquire, counsel for the Commission Staff; Ashley B. Macko, counsel for the OAG; and

Michael J. Quinan, Esquire, counsel for VIGUA. During the October 28,2009 hearing, all

prefiled testimony and exhibits were marked and admitted into the record without

cross-examination. The Company also submitted proof of compliance with the notice'

requirements set forth in the Commission's Order for Notice and Hearing, which was received as

Exhibit A. During the hearing, the case participants supported the Stipulation and requested the

Hearing Examiner to recommend that the Commission adopt the Stipulation. The Stipulation

and its attachments were collectively identified as Exhibit 14 and received into the record.

At the conclusion of the proceeding, the Hearing Examiner advised that he anticipated

recommending that the Commission accept the Stipulation. Thereafter, the case participants

waived their right to comment on the Hearing Examiner's Report.

On November 4, 2009, the Hearing Examiner issued his Report in this proceeding. In his

Report, the Hearing Examiner summarized the testimony and discussed the provisions of the

Plan, as modified by the Stipulation. In his discussion ofthe issues, among other things, the

Hearing Examiner noted that Columbia's Plan, as modified by the Stipulation, reflected the

withdrawal of the Boiler Tune-Up Measure, the High-Efficiency Gas Hot Water Boiler

(> 2,500,000 btulhr) Measure, and the High-Efficiency Gas Steam Boiler (> 2,500,000 btulhr)

Measure, leaving twenty-seven (27) individual conservation and energy efficiency measures. 6

The Examiner noted that during 20 I0 and 2011, the CARE Plan will be supplemented by

approximately $382,500 in federal funding under a program administered by the Virginia

Department of Mines, Minerals and Energy in accordance with the American Recovery and

6 Report ofMichael D. Thomas, Hearing Examiner, Doc. Con. No. 420713, at 33 (Nov. 4, 2009). Hereafter, this
document will be cited as "Hearing Examiner's Report."
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Reinvestment Act (HARRAH).7 Funds received under ARRA, or any other funding secured by

the Company for the benefit of customers, will supplement amounts to be collected under the

CPA and will provide additional funding for Columbia's CARE programs.8 Columbia will not

recover ARRA funding from its customers as part of the CPA. Further, Columbia updated its

cost-effectiveness analysis to reflect the application of ARRA funds to eligible measures.9

According to the Hearing Examiner, the casc participants agreed that the resulting programs and

measures included in the CARE Plan, as revised by the Stipulation, should be approved based on

the updated cost-effectiveness analysis and a reasonable weighting of the various cost/benefit

tests. 10

According to the Hearing Examiner, under the Plan, as revised, Columbia will invest

$8.5 million in excess of the ARRA funds over three (3) years in its Plan measures. II The

Stipulation also included revised CARE program expense projections set out in the Stipulation at

page 4. 12 The Hearing Examiner noted that the Stipulation provided that the CARE Plan would

be effective for a three (3) year period commencing December 31,2009, except that the recovery

of incentive amounts through Columbia's Actual Cost Adjustment mechanism in its tariff will

continue beyond an extension, revision, modification, or termination of the CARE Plan, as

described in the Stipuiation,I3 Under the terms of the Stipulation, the Company must file for

, Id

SId

, Id

" Id.

II /d.

12 Id

Il Id. at 35.
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approval to extend, modify, or renew the CARE Plan beyond December 31,2012, or it will

terminate. 14

The Hearing Examiner found that the Company's CARE Plan, as modified by the

Stipulation, satisfies the statutory requirements for natural gas conservation and ratemaking

efficiency plans set out in the Act, 15 According to the Hearing Examiner, Columbia's Plan meets

the statutory definition of "Conservation and ratemaking efficiency plan" found in § 56·600 of

the Code. 16

The Hearing Examiner noted in his Report that the Company's CARE Plan meets the

requirements of § 56-602 A of the Code in that it: (i) provides six (6) conservation and energy

efficiency programs with twenty-seven (27) individual measures for its RS and SGS customer

classes, but not its commercial or large industrial customer classes; (ii) includes a normalization

component that removes the effect of weather from the determination of conservation and energy

efficiency results; and (iii) incorporates an RNA that adjusts the Company's non-gas distribution

revenue to "allowed distribution revenue," as that term is defined in the Code.17 Thc Hearing

Examiner commented that:

Taking into consideration the ARRA [American Recovery and
Reinvestment Act] funding and the multi-perspective approach to
evaluating the costlbenefits of the programs and individual
measures, the CARE Plan provides one or more cost-effective
conservation and energy efficiency programs. The CARE Plan has
a dedicated program to address the needs of low income residential
customers and low-usage customers may participate in the
Web-Based Home Audit Program and the Home Savings Program.

I' Ed.

IS !d. at 39.

16]d.

17 Ed
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,
Finally, the CARE Plan does not adversely impact the rates of the
Company's non-participating customer classes.18

In sum, the Hearing Examiner found that:

(I) The Stipulation represents a reasonable compromise of the
interests of the Company and its customers;

(2) The Company's CARE Plan, as modified by the Stipulation,
meets the requirements of the Natural Gas Conservation and
Ratemaldng Efficiency Act, §§ 56-600 to 56-602 of the Code; and

(3) The Stipulation reasonably addresses other substantive issues
affecting the Company's CARE Plan. 19

The Hearing Examiner recommended that the Commission enter an order that: (i) adopts

the findings of his Report; (ii) adopts the Stipulation set forth as Attachment A to that Report;

(iii) approves the Company's CARE Plan, as modified by the Stipulation; (iv) directs the

Company to implement its CARE Plan effective December 31,2009; (v) directs the Company to

file its revised CARE Plan tariff pages with the Commission Staffwithin thirty (30) days of the

entry of the Commission's Final Order; and (vi) dismisses the case from the Commission's

docket of active proceedings.2o

NOW UPON CONSIDERATION of the Company's Application, the record developed

herein, the Hearing Examiner's Report dated November 4, 2009, and the applicable statutes, the

Commission is of the opinion and frnds that the recommendations of the Hearing Examiner's

Report are supported by the record and should be adopted; that Columbia's Plan filed on June 8,

2009, as modified by the Stipulation (Attachment A hereto), is consistent with the requirements

ofthe Act, represents a "revenue neutral" conservation and ratemaking efficiency plan as

" ld

" Id. at 41.

20 ld.
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contemplated by § 56-602 B of the Code, includes a decoupling mechanism that is "revenue

neutral" as that term is defined in § 56-600 of the Code, and that such decoupling mechanism is

otherwise consistent with the Act; that the terms of the Stipulation and its attaclunents should be

incorporated herein by its attaclunent hereto; that Columbia's CARE Plan as amended by the

Stipulation should be approved effective December 31, 2009, the first billing unit for the

Company's January 2010 billing cycle; that within thirty (30) days of the entry of this Final

Order, Columbia should file revised tariff sheets with the Division of Energy Regulation for

Implementation of this Plan; and that this case should be dismissed from the Commission's

docket of active proceedings.

While we find that the Company's proposed CARE Plan, as modified by the Stipulation,

should be approved, we note that the RNA decoupling mechanism mandated by § 56-602 A of

the Code may produce lower benefits for non-participating customers who engage voluntarily in

conservation or energy efficiency measures outside of the CARE Plan. Without the RNA, for

example, customers who lower their thermostats to reduce their gas usage realize two separate

and distinct benefits under the Company's current volumetric rates: (i) a reduction in their gas

costs, and (ii) a reduction in their contributions to the Company's distribution costs. However,

thc proposed RNA will reduce the savings or benefits that can be realized by such customers

because the RNA will prevent customers from lowering their contributions to the Company's

distribution costs by curtailing gas usage. Nevertheless, § 56-602 A of the Code mandates that a

CARE Plan "shall include ... a [RNA] decoupling mechanism;" and the Commission shall

approve such RNA decoupJing mechanism if it meets the statutory standards.

In accepting the Plan proposed in the Stipulation, we note that the record demonstrates

that the projection of the price of natural gas over the life ofthc measures included in the Plan is
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characterized by significant uncertainties. Accordingly, it is difficult to predict accurately the

total benefits to consumers that will be produced by the Plan with any degree of certainty given

the current and likely future volatility of natural gas prices. Nonetheless, based on the record

developed in this proceeding, it appears for purposes of this evaluation, that the projected gas

costs used to measure the benefits of the Plan are reasonable and that the various measures under

the Plan are cost effective, as costs are partially defrayed with federal ARRA SUbsidies.

Moreover, the estimated lifetime total ofnatural gas savings of3,271,687 Mcfprojected over the

life of the Plan measures set out at page 4 of the Stipulation represents a significant reduction in

the consumption of natural gas, consistent with the statutory policy.

We commend the case participants on their successful efforts to design a

performance-based incentive (described at pages 5-8 of the Stipulation) mechanism that

calculates Columbia's share of the Plan benefits based upon actual gas prices rather than

projected gas costs. Columbia's incentive mechanism incorporates the use of actual natural gas

prices in calculating the net economic benefits from Columbia's measures by multiplying the

cumulative gas usage reductions by the jurisdictional weighted average commodity costs of gas

for each year.21 Such approach, in our view, avoids the vagaries inherent in any long term

projection ofnatural gas prices.

Accordingly, IT IS ORDERED THAT:

(1) The findings and recommendations of the November 4, 2009 Hearing Examiner's

Report are hereby adopted.

" Stiputation Attachment A hereto, at 7.
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(2) In accordance with the findings made herein, the Stipulation identified as Attachment

A hereto is adopted, and its terms are hereby incorporated into this Order by its attachment

hereto.

(3) The Company's CARE Plan set forth in its Application, as modified by the

Stipulation attached hereto, shall be approved, effective December 31,2009, the first billing unit

for the Company's January 2010 billing cycle.

(4) The Company shall include a separate line item for the revenue normalization

adjustment ("RNA") in its bills to customers who are subject to the RNA.

(5) Consistent with the findings made herein and the Stipulation attached hereto,

Columbia must file for approval to extend, modifY, or renew the CARE Plan beyond

December 31, 2012, or the Plan will terminate.

(6) Consistent with the findings made herein and the Stipulation attached hereto,

Columbia shall file its revised CARE Plan tariff sheets with the Division of Energy Regulation

within thirty (30) days of the entry of this Final Order.

(7) There being nothing further to be done herein, this case shall be dismissed from the

Commission's docket of active proceedings, and the papers filed herein shall be placed in the

Commission's file for ended causes.

AN ATTESTED COPY hereof shall be sent by the Clerk of the Commission to:

James S. Copenhaver, Assistant General Counsel, Columbia Gas ofVirginia, Inc., 1809 Coyote

Drive, Chester, Virginia 23836; Edward L. Flippen, Esquire, and Bernard L. McNamee, Esquire,

McGuireWoods LLP, One James Center, 901 East Cary Street, Richmond, Virginia 23219;

Ashley B. Macko, Assistant Attorney General, Division of Consumer Counsel, Office of the

Attorney General, 900 East Main Street, Second Floor, Richmond, Virginia 23219; Michael J.
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Quinan, Esquire, Christian & Barton, L.L.P" 909 East Main Street, Suite 1200, Richmond,

Virginia 23219; and the Commission's Office of General Counsel and Divisions of Energy

Regulation, Economics and Finance, and Public Utility Accounting,
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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION ATTACHMENT A

APPLICATION OF

COLUMBIA GAS OF VIRGINIA, INC.

For approval to implement a natural gas
conservation and ratemaking efficiency plan
including a decoupling mechanism

)
)
)
)
)
)
)

CASE NO. PUE-2009-0005I

PROPOSED STIPULATION A."iD RECOMMENDAnON

This Proposed Stipulation and Recommendation ("Stipulation") represents the agreement

between Columbia Gas of Virginia, Inc. ("CGV" or "the Company"), the Staff of the State

Corporation Commission ("Staff"), the Office of the Attorney General Division of Consumer

Counsel ("Attorney General") and the Virginia Industrial Gas Users' Association ("VlGCA")

(collectively, "the Stipulating Participants") resolving all issues raised by the Stipulating

Participants relating to the Application filed by CGV on June 8, 2009 ("Application") for

approval of a Conservation and Ratemaking Efficiency ("CARE") Plan applicable to residential

and small general service customer classes. The Stipulating Participants stipulate, agree and

recommend that this Stipulation be adopted and that the CARE Plan proposed by CGY be

approved, as modified below.

(I) Except as modified by this Stipulation, the Stipulating Participants agree that the

Company's CARE Plan as set fOJ1h in its Application should be approved, including: (i) the

Company's Education and Outreach Program, Home Savings Program, Web-Based Home Audit

Program, Residential Low-Income Prof,'l'am, and Business Custom Program; (ii) the CARE

Program Adjustment ("CPA") that provides for the recovery of conservation and energy

efficiency program costs on a timely basis; and (iii) the CARE Plan earnings test that is designed

to ensure that non-participating classes of customers are not adversely impacted.



Conservation and Energy Efficiencv Programs

(2) CGV's CARE Plan will include a portfolio of six programs with 27 individual

conservation and energy efficiency measures ("programs" and/or "measures". as applicable). The

conservation and energy efficiency programs and measures are listed below and correspond to the

descriptions, where applicable, contained in the Company's Application:

Education and Outreach Program

Home Savings Program
• ENERGY STAR Natural Gas Storage Water Heater in New and Existing Homes*
• ENERGY STAR Natural Gas Tanklcss Water Heater in New and Existing Homes*
• High-Efficiency Natural Gas Furnace in New and Existing Homes*
• High-Efficiency Windows in Existing Homes
• Increasing Attic Insulation in Existing Homes
• Increasing Floor Insulation in Existing Homes
• Performing Duct Sealing in Existing Homes
• Performing Duct Insulation in Existing Homes

Web-Based Home Audit Program
• Free Water Heater Blanket
• Free Low-Flow Showerheads
• Free Faucet Aerators
• Free Hot and Cold \Vater Pipe Insulation

Residential Low-Income Program

Business Savings Program
• Low-Flow Pre-Rinse Spray Valve (Retrofit Applications)
• High-Efficiency Coin-Op or Laundromat Clothes Washer
• ENERGY STAR Gas Storage Water Heater (:5 75.000 btulhr)*
• High-Efficiency Gas Storage Water Heater (> 75.000 btu'hr)
• ENERGY STAR TankJess Water Heater « 200,000 btulhr)*
• High-Efficiency Tankless Water Heater (2: 200.000 btulhr)
• ENERGY STAR Gas Boiler « 300,000 btulhr)*
• High-Efficiency Gas Hot Water Boiler (2: 300.000 btu/hr and < 2,500.000 btulhr)
• High-Efficiency Gas Steam Boiler (2: 300.000 btulhr and < 2,500,000 btulhr)
• Direct Contaet Gas Water Heater
• High-Efficiency Gas Furnace (AFUE 2: 90%)*
• High-Efficiency Gas Fumace (AFUE 2: 92%)*
• High-Efficiency Gas Furnace (AFUE 2: 94%)*
• Infrared Heater
• Outside Air Reset Controls

-'-'--'---



Business Custom Program

(3) The Company anticipates that, during 2010 and 201 I, the CARE Plan will be

supplemented by approximately $382,500 in funding from the C.S. Department of Energy

("DOE") under a program administered by the Virginia Department of Mines. Minerals and

Energy ("DMME"), in accordance with the American Recovery and Reinvestment Act

("ARRA"). to be applied to certain high efficiency appliance and equipment rebates. Any

funding received under ARRA, or any other funding secured by the Company for the benefit of

customers, will supplement amounts to be collected under the CPA and will provide additional

funding for CARE programs. The measures that are eligible for ARRA funding are denoted by an

asterisk in the list in Paragraph 2 of this Stipulation. The Company will not recover ARRA

funding from CGV's customers as part of the CPA.

(4) The Company performed an updated cost effectiveness analysis on the above-

referenced programs and measures to reflect the application of ARRA funds to eligible measures

and the elimination of three Business Savings Program measures that were included in the

Company's initial Application. l For purposes of settlement, the Stipulating Participants agree

that the programs and measures to be included in the CARE Plan should be approved based on the

updated cost effectiveness analysis and a reasonable weighting of the various cost'benefit tests.

The conservation and energy efficiency programs are designed to achieve the gross annual natural

gas savings set forth in the table below.

I The Company wiIhdrew the Boiler Tune-Up Measure. !he High-Efficiency Gas Hot Water Boiler (> 2.500.000
btuihr) Measure. and the High-Efficiency Gas Steam Boiler (> 2.500.000 btuihr) Measure. The Company also
incol]lorated updated cost information from the DOE with respecl to the ENERGY ST.l\R Gas Boiler « 300.000
btuihr) Measure.
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REVISED Gross Annual Natural Gas Savings Proj~ctions at tht' Customer Meter
(Incremental Annual Mel Saved)

Program Sector Year 12 Year 2 Vear 3 3·Yr Lifetime
Total Total

Education and Outreach All - . - I -

Home Savings Program Res. 23,949 35.631 47,389 106,969 : 2.102,699

Web-based Home Audit Program Res. 25,305 25.305 25,305 75.914 759,142

Residential LowRlncome Program Res.
,

- i- i - . -
Business Savings Program Sm. Gen SeN 4,530 ! 6,795 9.061 20.386 334,415

Business Custom Program Sm. Geo SeN - 1,676 3,352 5.029 75,431

Total Savings (MCF) 53,785 69,407 85,107 206,298 3,271.687

Savings as a Percentage of 2008
0.34% 0.43% 0.51% 1.28%

Residential Sales
Savings as a Percentage of 2008

0.05% 0.09% 0.14% 0.28%SGS Sales i

(5) The Company plans to invest approximately $8.5 million in excess of the ARRA

funds over three years on the conservation and energy efficiency measures set forth herein.> The

costs of the conservation and energy efficiency programs and measures will be collected through

the CPA as set forth in the initially proposed CARE Plan. The program level budget projections

are set forth in the table below.

REVISED Program Expense Projections
(Includes DC!sign, Administration l Customer Incentives, Evaluation and Outreach)

2010 2011 2012 !

Program
Budget Budget Budget I 3·Vr Total

Projections Projections Projections BUdget
(2009$) (2009$) (2009$) Projections

Education and Outreach $380,000 I $385,000 $435.000 $1.200.000

Home Savings Program $1.207,369 $1.661,370 $2.460,583 $5,329.322

Web·based Home Audit Program $315.664 8233,998 $233.998 $783.659

Residential Low-Income Program $150,000 $150.000 $150.000 $450.000

Business Savings Program $192,328 $155,196 $213,149 $560.672

Business Custom Program $- $103,177 $102.274 $205,451

Total $2,245.361 $2,688,741 $3,595,003 $8.529.104

(6) The Company will be authorized to reallocate up to one-third (33.3%) of the

budgeted funds for an individual measure (including up to a pro-rata share of the program

::': Includes only the savings attributed to participants enrolled in that year only, The savings in Years:?: and 3 are
incremental to the previous year's savings.
'The Company may nol recover more lhan the approximate!!' $8,5 million proposed in the Company's CARE Plan.
as amended by this Stipulation, and recovered by the Company through the CPA. unless other amounts are approved
by the Commission. The ARRA funding will not be recovered through the CPA.

4



administration costs) to another measure or program within a CARE Plan year without prior

approval from the Commission. Similarly. the Company will be authorized to reallocate up to

one-third (33.3%) of the budgeted funds for a program without individual measures (including up

to a pro-rata share of the program administration costs) to another measure or program within a

program year without prior Commission approval. Commission approval will be required to

reallocate funds in excess of the foregoing budget limits from such measure(s) or program(s).

The Company will also be permitted to carryover into the following program year any unused

budget funds for a measure (or program without individual measures) to the same measure or

program for the following program year. Unused administrative costs in any program may also

be carried over to the following year. However. the Company will advise the Staff in advance of

any such reallocation or carry-over ofbudgeted funds. Measure level budgets for the Home

Savings Program, Web-Based Audit Program and Business Savings Programs are reflected in

Attachment I to this Stipulation. The Company will also be authorized to allocate ARRi\ funds

among eligible conservation and energy efficiency programs and measures in any manner that is

consistent with funding guidelines applicable to such ARRA funds in order to maximize the

availability and utilization of such funds.

Performance-Based Incentive Mechanism

(7) CGV's performance-based incentive is designed to provide the Company with the

opportunity to earn an incentive of up to J5% of actual independently verified net economic

benefits created by CGV's portfolio of cost-effective conservation and energy efficiency

programs. CGV's pelfOlmance-based incentive is set forth in Section 17.13 of the Company's

General Terms and Conditions, which is included in Attachment 2 to this Stipulation. Below is a

summary of the performance incentive contained in the General Terms and Conditions.
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(8) CGV will be penl1itted to recover a percentage of independently verified net

economic benefits resulting from efficiency measures implemented during each year of the CARE

Plan. based upon its success in meeting predetermined usage reduction targets established for that

year. The performance-based incentive will be calculated in the following manner:

(a) The Perfonnance Incentive Rate used to determine the level of

performance-based incentive earned. if any. will be determined by

comparing the annual savings expected to be achieved by the programs

and/or measures in the year of installation to the usage reduction target.

The usage reduction targets for the CARE Plan are based upon the

cumulative savings calculated for all panicipants in the programs andlor

measures, measured from the year of installation. TIle usage reduction

targets for the CGV CARE Plan are as follows:

2010: 53.785 Mcf

2011: 123,192 Mcf

2012: 208,298 Mcf

The Perfonl1ance Incentive Rate will be determined by the annual savings

expected to be achieved by the installed programs andior measures as a

percentage of the above usage reduction targets, as shown in the following

table:

Percentage of Usag~ Performance Incentive Rate

Reduction T~rget Achieved

Less than 50 % None

50% to 59% 5%

60% 10 69% 10%

70% or greater ; 15%) i
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The Perfonnance Incentive Rate for all subsequent years (Year 4 and

beyond) will equal the Perfonnance Incentive Rate achieved in Year 3.

(b) The usage reductions for each measure will be calculated for each year of

the measure's useful lifetime. Usage reductions attributed to the measure's

first year and last year will be pro-rated to account for the level ofnatural

gas savings achieved in that year based upon the month of the measure's

installation and the measure's deemed operational lifetime, respectively.

The Company will develop a detailed table ofthe monthly attribution of

energy savings for each measure which will be provided to the Commission

Staff in advance of the Company's filing for the perfonnance incentive.

The savings attribution will be stipulated for each measure and based upon

the measure's operational parameters and weather. Non-weather dependent

measure savings will be equally distributed for each month of the year.

Weather-dependent measure savings will be attributed by the equipment's

operational characteristics and the heating degree-days for the region.

(c) The net economic benefits for the Program Year will be calculated by

subtracting the annual program costs from the annual benefits. The annual

benefits will be calculated by multiplying the cumulative usage reductions

calculated above by the jurisdictional weighted average commodity cost of

gas ("WACCOG") for each year. The annual program cost used for the

perfonnance incentive calculation is the sum the cost of CARE Plan

programs for each year amortized over a 16 year period. which represents

7



the weighted average of the measure lives of the measures included in each

program.

(d) The performance incentive will be calculated by multipJ)~ng the

Performance Incentive Rate by the net economic benefits for each year

during the effective life of any measure implemented under the Care Plan.

(e) An illustrative example of the Performance Incentive calculation is set

forth in Attachment 3.

(9) The perfonnance-based incentive will be included in the Company's Annual Cost

Adjustment ("ACA") mechanism. The perfonnance-based incentive will be in addition to any

other revenue requirements or rates established pursuant to § 56-235.2 or § 56-235.6 and

independent of any computation ofshared revenues under an approved performance-based

regulation plan. Consistent with § 56-602 G, the performance-based incentive shall not reduce an

authorized return on common equity or other measure of utility profit.

(10) TIle perfonnance-based incentive associated with approved conservation and

energy efficiency programs and measures shall be recoverable, subject to measurement and

verification, through future ACA filings regardless of extension, modification, tennination. or

continuing applicability of the CARE Plan.

Measurement and Verification

(11) -nle independent measurement and verification ("M&V") of the net economic

benefits oftlle Company's conservation and energy efficiency programs shall follow industry

accepted methodologies such as, but not limited to, the International Perfonnance Measurement

and Verification Protocol ("IPMVP") and American Society of Heating Refrigeration and Air­

Conditioning Engineers ("ASHRAE") Guideline 14. The measurement and verification structure

will utilize an IPMVP M&V method (Option A, B, C or D), as necessary, to verify the net

8



economic benefits. M&V activities will include a calculation of the annual level of savings

associated with efficiency measures implemented duting the corresponding CARE Plan years and

detennine the period over which such savings will occur. based upon the effective life of the

efficiency measure, as established by industry standards at the time of the revie\\·. M&V

activities will be conducted for each of the three CARE Plan program years. The annual level of

savings associated with efficiency measures implemented during the corresponding CARE Plan

years as verified duting the M&V process will be applied to the years beyond the three year

CARE Plan program period. The Company will retain a qualified independent contractor other

than Nexallt and who is unaffiliated with Columbia, its parent company, subsidiaries or affiliates

to independently measure and verify the net economic benefits associated with the programs

identified herein.

(12) M&V activities will include a statistically significant level of direct sampling in

order to validate measure impacts. Sampling may include, but is not limited to, verifying

assumptions for key independent variables that are included in the savings calculations as well as

validating measure lifetimes, estimated net-to-gross ratios. and customer incremental costs. The

Company will work with the independent M&V contractor to establish the level of sampling that

aligns the costs of the M&V activities with the level of sayings risk and the proposed e\'aluation

budgets estimated in the Company's CARE Plan.

Decoupling Mechanism

(13) COV's Revenue Normalization Adjustment ("RNA"), which is a decoupling

mechanism in the form of a sales adjustment clause, will be designed to adjust actual weather·

nonnalized non·gas distribution revenues per customer to "allowed distribution revenues" per

customer as that tenn is defined in § 56-600 of the Conservation and Ratemaking Efficiency Act

("the Act"). The RNA will be applied separately to the Company's residential and small general

9



service customer classes. The Company's RNA, as defined in this Stipulation, is reflected in

Section 12.7 of the Company's General Tenns and Conditions, which is included in Attachment

24 to this Stipulation.

Additional Items

(14) The CARE Plan will be effective for a three year period commencing December

3I, 2009, except tbat the recovery of incentive amounts through the ACA mechanism shall

continue beyond an extension, modification or termination of the CARE Plan as described herein.

CGY must file for appro\'al to extend, modify or renew the CARE Plan beyond December 31.

2012 or it will terminate as per its original term.

(15) TIle Stipulating Participants stipulate as follows with respect to the evidentiary

record:

a. CGV's Application and Attachments and the Pre-Filed Direct Testimony,

Attachments and Exhibits of Company witnesses Carl Le\'ander, Matt

Gibbs, Brentley K. Archer, Robert C. Innes and Robert E. Horner, filed on

June 8. 2009, shall be made part of the record without cross examination.

b. TIle Pre-Filed Direct Testimony, Attachments and Exhibits of Staff

witnesses John A. Stevens, Richard W. Taylor and Mark K. Carsley. filed

on September 28, 2009, shall be made part of the record without cross

examination.

c. The Pre-Filed Rebuttal Testimony, Attachments and Exhibits of Company

witnesses Michael D. Anderson, Matt Gibbs, and Robeli E. Homer, filed

on October 8, 2009, shall be made part of the record without cross

examination.

4 Attachment 2 also includes a revised index and rate sheets. that reflect the modifications set forth in this. Stipulation.
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(J 6) The Stipulating Patticipants agree that this Stipulation represents a compromise for

the purposes of settlement of this case only and shall not be regarded as a precedent with respect

to any ratemaking principle, any proceeding initiated under the Act. or any other principle in any

future rate case, except as specifically set forth herein. None of the signatories to this Stipulation

necessarily agrees with the treatment of any particular item. any procedure followed, or the

resolution of allY particular issue in agreeing to this Stipulation other than as specified herein,

except that the Stipulating Participants agree that the resolution of the issues herein. taken as a

whole, and the disposition of all other matters set forth in this Stipulation are in the public

interest. This Stipulation is conditioned upon and subject to acceptance by the Commission and is

non-severable and of no force or effect and may not be used for any other purpose unless accepted

in its entirety by the Commission.

(17) In the event that the Hearing Examiner does not accept the Stipulation in its

entirety, inclUding the issuance of a recommendation to approve the Stipulation, each of the

signatories herein retain the right to withdraw support for the Stipulation. In the event of such

action by the Hearing Examiner, any of the signatories to the Stipulation will be entitled to give

notice exercising its right to withdraw support for the Stipulation; provided. however, that the

signatories to the Stipulation may, by unanimous consent. elect to modify the Stipulation to

address any modifications required. or issues raised. by the Hearing Examiner or the Commission.

Should the Stipulation not be approved, it will be considered void and have no precedential effect.

and the signatories to the Stipulation reserve their rights to participate in all relevant proceedings

in the captioned case notwithstanding their agreement to the terms of the Stipulation. If the

Hearing Examiner or the Commission chooses to reject the Stipulation, an ore tenus hearing shall

be convened at which time testimony and evidence may be presented by the case participants and

cross-examination may OCCUl'.

J I



Accepted and Agreed to this28f1/day of October, 2009.

COLUMBIA GAS OF VIRGINIA, INC.

7

STAFF OF THE VIRGINIA STATE
CORPORATION COMMISSION

OFFICE OF ATTORNEY GENERAL
DMSION OF CONSUMER COUNSEL

VIRGINIA INDUSTRIAL GAS USERS'

~~""'~----
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Attachment 1
Page 1 of3

Table . Home Savings Proqram Measure Summary

Year 1 Year 2 Year 3
Program Program Program

Minimum Efficiency Incentive AdminfSb'atlve IncentIve Administrative Incentive Administrative
Measure Size Cate~orv ReQuirements 8udqet Costs Budget Costs Budqel Costs Total

ENERGY STAR Gas
s 75.000 bt1,l/hr

ENERGY STAR
$ 16,583 $ 23,300 ~ 62.150 ~ 102,033

Storage Water Heater (EF' 0.62)

eNERGY STAR
" 200,000 btu/hr

ENERGY S"rAR
12.075Tankless Waler Heater (EF2:082) $ 8.302 $ $ 31,697 $ 52,074

ENERGY S'iAR Gas
< 225,0<10 btu/hr AFUE I!: 90%furnace $ 103,582 $ 150.664 • 395.494 $ 649,i'41

ENERGY STAR
--_.-

High-Efficiency \/\/indows Only (NO
(North,Cl::nttal)

Windows w PatiofSwingJng Doors,
U-factOl :>: 0 32- $ 48.329 S 72.494 $ 96.659 $ 217,483

Skylights)
...- SHGC S 0,40 _._---

AWe Insulation· - Minimum increment at R-
$ 711.368 $ 1,067.052 $ 1,422.735 $ 3.201.1S~

19 added 1------
Floor Insulation- - MinImum InClement of R-

$ 29,750 $ 44,626 $ 59,501 • 1~3.Jj17

- 19 addl':ld .._----
Duet Sealing" Minimum 10 feet in Must complEde per pres

$ 2;000 $ 4,000 $ 6,000 , 12,000unCOnditioned space standards -- -----_._--
Minimum 10 feet of un~

Duct losul..too wilh R·6
O~Jct Ins~lla1ion· insulated ductwork in $ 2,500 $ 5.000 $ 7,500 $ 1&,000

unconditioned space or h'Ohi:J(

ProQram Administrative Costs
..

.. $ 284,955 $ 282,160 S 378.846 $ £145,961
Total 1$ 922.414 I $ 284.955 $ 1.379.211 I S 282.160 I S 2.081.737 I $ 378,846 $ 5:3'29.322..



Attachment 1
Page 2 of3

ps .T bl 1 B -a e l.lsmes:;> aVlnas: !OOram Measure Summary

Year 1 Year 2 Year3
Program Program Prosram

Minlmum Efficiency Incentive Admlnistratlve Incentive Admillistrattve Incentive Administrative
Measure Size Catectorv Reauirements Budaet Costs BudClet Costs BUdqet Costs Total

Low-Flow Prl:j-Rinse
SprayVaJve :S 1.6 gprn s: 1.6gpm $ 2,342 • 3,513 $ 4,683 S 10.538

(Retrofit Only) ------Hfgh-Efficiency Coin-Op
or Laundromat Clothes

Front Load ~ 3.5 ft3 ENERGY STAR (MEF ~
$ 42S $ 643 $ 858 $ 1.930

Washer Top Load::; 4,0 ft3 1.8 atld WF:Ii 7 5)

ENERGY $TAR. Gas
ENERGY STARStorage Water Healer {S :S 75,000 btulhr $ 390 • 575 $ 1,550 $ 2.515

15.000 btufhr) (EF ~ 0.62)

High-Efficiency Gas -- --_.,-- --
Storage Water Heater (> :> 75,000 btufhr Et ~82% $ 2.607 $ 3.911 $ 5.214 S 1 1,732

75,000 btuJh(j ------
ENERGY STAR

ENERGY STARTankless Water Heater < 200,000 btuJhr $ 3,64$ $ 5,469 $ 11.B66 S 21,OBO
« 200,000 btUlhr) (EF 0: 0.82)

High Efficiency Tankless
Water Heater {2: 200,000 .2: 200.000 btulhr EI:i!:62% $ 2.597 $ 3.895 $ 5,193 $ 11.685

btu/hr}
-. --.----- ._------

ENERGY STAR Gas
ENERGY STARBoiler < 300,000 btu/hr $ 1,643 $ 2,465 $ 6,5'/3 $ 10,68::!

_. i.< 300,000 biulhrJ (AFUE (: 85%)

H1uh·Efficiency Gas Hot -- -_.._----
Water Boiler ~ 300,000 btulhr and :::;

Et::90% $ 17,497 $ 26,245 $ 34,994 S 78.736
_ .(<: 300,000 btulhr) 2,500.000 b~lJlhr _._---- 1------

IIJgh-EffJdency Gas
.2: 300.000 btu/hr and $Steam Boiler

2,500.000 btu/hr
Et ~ 82% $ 12,656 $ 18,999 $ 25,3:$2 $ 56.996

-- (;:: 300,000 btu/hr) - f--.-_.- 1----------
DIrect Contact Gas

Water Heater
:. 300,000 btl)/hr Et::911% $ 1,246 $ 1,870 $ 2,403 $ 5.609

-- - \------ ----'-"~-..-,- -
Illglt-Etflciency Gas

< 225,000 btu/hr AFUE (: 90% $ 439 $ 659 $ 3,514 $ 4.61 It'urnace (AFUE .2: 90%)
-- _. ------ ----'- _ ....

Nigll-EtJicumcy Gas
< 225.000 btufhr AFUE <:: 92% $ 3,294 $ 4,941 • 13,176 $ 21,411

Fllfnace (AFUE ?:: 92%)

- _.__.- ~. ...
! Ilgh·Efficiency Gas

< 225.000 btu/hr AFUE~ 94% $ 3.294 $ 4,941 $ 10.541 $ 18.n5
rmnace (AFUE <: 94%)
."-- ._---_.- -_._._-----

Infrared Heater Any Size
My Gas-Fired Infrared

$ 447 $ 67\ $ .95 S 2,014

O{llSida Air Reset
Heating Sy~tel'l1 _ 1------- .._----_..

Arly Size
Install Boiler Olltsidtl Ail • 1.357 $ 11.U36 $ 14.715 $ 33,109

Controls Restl!..S;2!,l.trOi.. - -.. - - --- -._.. --- - . --_.-
c-.___ Program Adminlstralive Costs $ 132,434 $ 65.364 $ 71.:'!.53 $ 269.251

-- Total 1$ 59,894 $ 132.434 $ ~ 8~~_. 65.364 ! 141.696 $ ._,._?-~ I.~= ..~ 5GO~E.·



Attachment 1
Page 3 of3

ddT bl :3 W, • cb~base Home Au it Pro~ramMeasure Summary
Year 1 Year 2 Y~ar3

Program Progrnm Program
Minimum Etficiency Incentive Administrative Incentive Admin[sttative InCentive Administrative

Measure Size Cat-eaorv Requirements Budoet Costs BUdaet Costs aUd~et Costs Total
Water Heater Blankets - $ 37.625 $ 37,625 $ 37.625 $ 112.675

Low Flow Showerhead::. $ 10.750 $ 10.750 $ 10,750 $ 32,250

Faucet Aerators $ 8.063 $ 8,063 $ 8,063 $ 24.188
Pipe Insulation - $ 16.125 $ 16,125 $ 16.125 $ 46.3?5

Program Administrative Costs ..
$ 243,10' $ 161,435 $ 161.435 $ 565.971

Total $ 72.563 $ 243.101 Is 72,563 S 161.435 $ 72.563 $ 151,435 $ 753.659
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(c) Unusual Bill Extended Payment Plan

At the request of any residential Customer who uses gas as the primary source for space
heating, an extended paymenl plan may be devised wherein the excess cost over the
normal bill can be amortized over several payments. Wnh this arrangement, a Customer is
permitled to pay a part of the excess amount over varying periods in addition to the
Customer's regular monthly bill.

12.7 Revenue Normalization Adjustment (RNA)

(a) The RNA will be calculated for each billing month separately for the residential and small
general service Customer Classes. For purposes of the RNA. the Company's Residential
Customer Class is defined as all customers taking service under Rate Schedules RS.
RTS, and residential customers taking service under Rate Schedule EDS. For purposes
of the RNA, the Company's Small General Service Customer Ciass is defined as all
customers taking service under Rate Schedules SGS. SGTS and commercial and
industrial customers taking service under Rate Schedule EDS.

(b) RNA Calculation

(i) Base Monthly Normalized Non-Gas Revenue Per Bill (BMNR) - Utilizing the
monthly base non-gas revenue and number of bills corresponding to the rates
established by the Commission in the Company's most recent rate case or
performance based ratemaking proceeding in which its base non-gas rates were
increased, decreased or confirmed, and separately for each applicable Customer
Class, divide each applicabte billing month's wealher normalized non-gas revenue
by the corresponding number of bills for that month. The resulting BMNR's are in
the table below:

I i Small General IResidential I Service
BMNR I BMNR i

Rate Schedules

I
Rate Scheduies ,,

RS. RTS and SGS. SGTS and i
Month EDS EDS I

January $58.51 $162.05
Februarv 54.44 157.73
March 43.60 132.16
Aorit 32.42 95.55
Mav 21.70 65.74
June 18.00 57.99
Julv 16.00 48.73
Auqusl 16.10 50.29
September 16.10 52.83
October 18.66 61.97
November 25.30 76.59
December 40.00 115.33
Annual Allowed ,
Distribution I
Revenue $360.83 $1.076.96 ;
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(ii) Authorl%ed Monthly Normali%ed Non-Gas Revenue (AMNR) - The AMNR is
calculated by multiplying the applicable billing month's BMNR from the table in
Section 12.7(b)(i) by the actual number of bills for that billing month, separately for
the Residential and Small General Service Customer Classes.

(iii) Weather Adjusted Monthly Booked Revenues (WAMBR) - The WAMBR is the
applicable billing month's non-gas revenue recorded on the books of the Company
adjusted to remove the effects of colder or warmer than normal weather pursuant to
Section 12.7(c) and excluding the revenue resulting from the billing of the RNABF
pursuant to Section 12.7(e), which shall be calculated separately for the Residential
and Commercial Small General Service Customer Classes. The WAMBR for the
Industrial Small General Service Customer Class will be equal to the non-gas
revenue recorded on the books of the Company unadjusted for weather.

(iv) Revenue Normali%ation Adjustment (RNA) - The RNA will be equal to the
difference of the AMNR minus the WAMBR for the applicable billing month, which
shall be calculated separately for the Residential and Small General Service
Customer Classes.

(c) WAMBR Calculation - Weather normalized volumes, calculated separately for the
Residential and Commercial Small General Service Customer Classes, as determined in
Section 12.7(c) shall be utilized in Section 12.7(c)(vi) to calculate the applicable billing
month's WAMBR 10 be used in calculating the RNA pursuant to Section 12.7(b)(iv).

(i) Actual Heating Degree Days (AHDD) - The average of twenty-one billing units
where for each billing unit, AHDD is the average hourly temperature for each day
subtracted from a reference temperature of 62 degrees for residential customers or
67 degrees for commercial customers, but not less than zero, for the cumulative
days of the billing month.

(ii) Normal Heating Degree Days (NHDD) - The average of twenty-one billing units
making up a billing month where for each billing unit, NHDD is the average for the
30 years ended 2005 of the AHDD for each day. accumulated for the days of the
billing month as set forth in the table below:

Month Normal HDD I Normal HDD '
Residential I SGS Commercial ;

January 772 936
february 727 873
March 545 689
Aorll 316 449
Mav 108 200
June 18 56
Julv 0 0
AUQust 0 0
September 0 0
October 51 113
November 221 346
December 512 668
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(iii) Base Load Monthly Volumes (BLMV) - The average consumption per customer
per month, measured in Mcl, for the two months with the lowest consumption per
cuslomer per billing day from the period of the three immediately preceding
summer months, of JUly, August and September, updated annually.

(iv) Actual Monthly Volumes (AMV) - The actual voiume of gas consumed per
customer, measured in Mcf for the billing month.

(v) Weather Normalized Billing Volume (WNBV) - The WNBV for each billing month
to be used in the calculation of the weather adjusted non-gas revenue pursuant to
Section 12.7(c)(vl) will be equal to the value caiculated in the following equation:

\VNBV = ([(AMV- BLMVj x (NHDD/AHDD)] .., BLMV)* ;; ofBills

(vi) WAMBR - A bill frequency distribution will be created for each rate schedule
applicable to the RNA pursuant to Section 12.7(a) for each billing month for the
usage levels that coincide with the rate blocks of each rate schedule to determine
the WNBV volumes by rate block. For customers billed utilizing the Company's
"Distributive Information System', the OGIVE method will be used to create the
monthly bill frequencies. For customers billed utilizing the Company's "Gas
Measurement Billing System' the monthly bill frequencies will be created by
accumulating volumes for each rate block on a customer by customer basis.

For each rale schedule applicable to the RNA the WAMBR will be equal to the sum
of the products of each rate block's current non-gas volumetric rates times the
weather adjusted rate block's volumes plus the applicable rate schedule customer
charge times the number of bills.

(d) RNA Billing Factor (RNABF) Calculation

(i) The RNABF for Ihe Residential Customer Class will be equal to the amount derived
in 12.7(b)(iv) plus or minus any prior months' under or over applied RNA. divided
by the estimated normalized volumes of sales and retail choice service to the
Residential Customer Ciass for the second succeeding billing month following the
billing month's RNA. For example, the Residential Customer Class' RNA for the
January billing month will be divided by the Residential Customer Class' estimated
volumes for the March billing month to determine the applicable RNABF.

(Ii) The RNABF for the Small General Service Customer Class will be equal to the
amount derived in 12.7(b)(iv) piUS or minus any prior months' under or over applied
RNA, divided by the estimated normalized volumes of sales and retail choice
service to the Small General Service Customer Class for the third succeeding
billing month following the billing month's RNA. For example, the Small General
Service Customer Class' RNA for the January billing month will be divided by the
Small General Service Customer Class' estimated volumes for the April billing
month to determine the applicable RNABF.

Effective Date: December 31, 2009
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(i) The RNABF determined in 12.7(d)(i) for the Residential Class will be applied to the
Residential Customer Class' bills beginning with the first billing unit for the second
succeeding billing month following the billing Month's RNA. For example. the
Residential Customer Ciass' RNA for the January billing month would be bilied
beginning with the first biliing unit for the March billing month.

(ii) The RNABF determined in 12.7(d)(ill for the Small General Service Customer
Class will be applied to the for the Small General Service Customer Ciass' bills
beginning with the first billing unit for the third succeeding biliing month following
the billing Month's RNA. For example. the Small General Service Customer Class'
RNA fOT the January billing month would be billed beginning with the first billing unit
for the April billing month.

(f) Annual Allowed Distribution Revenue True-up (AADRT)

(i) At the end of each calendar year, for each applicable customer class, the average
number of customers wili be computed by dividing the year's total bills by twelve.

(Ii) The Annual Allowed Distribution Revenue (AADR) for each applicable Customer
Class wili be computed by multiplying the average number of customers computed
in Section 12.7(f)(i) above by the sum of the BMNR for the year.

(iii) The AADRT will be equal to the difference in the sum of the monthly AMNR's
computed in Section 12.7(b)(ii) for the year minus the AADR computed in Section
12.7(f)(ii).

(iv) The AADRT wili be included with the RNABF calculation pursuant to Section
12.7(d) for December of each year and billed to the Residential Customer and
Small General Service Customer Classes pursuant to Section 12.7(e) above.

12.8 CARE Program Adjustment (CPA)

(a) Customer bills applicable to the Residential and Small General Service Rate Schedules
identified in Section 12.7(a} shall include an adjustment providing for the recovery of
costs associated with conservation and energy efficiency programs approved by the
Commission. A CPA will be determined separately for each appltcable Customer Class.

(b) The CPA will be comprised of a Current Factor to be effective during the billing months of
January through December of each year, commencing with the first billing unit for
January 2010, and a Reconciling Factor to be effective during the billing months of
January through December of each year, commencing with the first biliing unit for
January 2011.

Effective Date: December 31, 2009
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(i) The Current Factor for the 12 month period beginning January of each year shall be
determined separately for the Residential and Small General Service Customer
Classes by dividing the total projected costs for the upcoming 12 month period
beginning January of each year of conservation and energy efficiency programs
approved by the Commission and attributable to such Customer Class by the
applicable estimated 12 month normalized volumes of sales and retail choice service.

(ii) Projected costs of conservation and energy efficiency programs shall include utility
expenditures. Incentive payments to customers, and those costs not elsewhere
recovered in base non-gas rates including, but not limited to, incremental Company
labor and related expenses, consultant fees and expenses, vendor fees and expenses,
and office supplies and expenses incurred in the implementation and operation of the
such conservation and energy efficiency programs.

(iii) Costs will be attributable to the applicable Customer Classes as follows:

1. Program costs directly attributable to a specific conservation or energy efficiency
program will be directly assigned to the Customer Class to which such program
applies. The program costs direCtly assigned to each Customer Class wili be
separately totaled and compared to derive a ratio, by class, to be used to allocate
other conservation or energy efficiency program costs between Customer
Classes.

2. All other conservation or energy efficiency program costs, shall be allocated on
the basis of the ratios derived in 12.8(c)(iii)(1).

(d) Reconciliation Factor

(i) The Reconciling Factor for each Customer Class will be equal to the difference
between the actual costs of conservation and energy efficiency programs approved
by the Commission, as described in Section 12.8(c)(iii), for the 12 month period
ended October of each year, and the CPA collections from customers for the 12
month period ended October of each year. plus or minus any under or over applied
Reconciliation Factor from the previous year, attributable to such Customer Class.
The costs of conservation and energy efficiency programs shali Include Interest as
computed in Seclion 12.8(d){II), for the twelve month period ended October. The
over/under collection derived above will be collected from or credited to customers
within the corresponding Customer Class over a twelve month period commencing in
the next succeeding January billing month utilizing eslimated normalized twelve
month sales and retail choice volumes for the applicable Customer Class.

(II) The Company shali compute interest (income or expense) by applicable Customer
Ciass on that portion of the actual collections from customers that differs from the
actual conservation or energy efficiency program costs. Interest will be caiculated
based on the monthly average over/under collected balance, tor the 12 month period
ended October, utilizing the Company's short-term borrowing interest rate.

Effective Date: December 31, 2009



COLUMBIA GAS OF VIRGINIA
GAS TARIFF
FIFTH REVISED VOLUME NO.1

GENERAL TERMS AND CONDITIONS
ALL RATE SCHEDULES

(continued)

ORIGINAL SHEET NO. 432e

(iii) Notwithstanding Ihe foregoing provisions of 12.8(d)(i) and (ii). the inilial Reconcilialion
Factor shall be calculated based on Ihe actual period of costs and collections rather
than a 12 month period.

13. SERVICE VIA FARM TAPS ON HIGH PRESSURE INTERSTATE PIPELINES

Where the service line and related facilities of a Customer taking service under Rate SChedute RS,
RTS, SGS, SGTS. ACS, ACTS, UGLS or UGLTS are interconnected directly to a high-pressure
interstate pipeline, the Company's obligation to serve such Customer is contingent upon the interstate
pipeline making gas service available to Company to serve such Customer. The Company makes no
warranty, express or implied. as to neither the length of time such natural gas service will be available,
nor its availabiiily at any specific point in time.

14. NEW SPACE HEATING SERVICE

In order to safeguard continued good service to its present Customers. to enable it to attach new space
heating loads in an orderly manner, and to enable it properly to anticipate and plan for future
requirements of its Customers, the following additionat terms and conditions shall apply to the sate of
gas for space heating:

(a) The obligation of the Company to supply gas for space heating to any Customer shall be
condilioned upon the filing by the Customer of a written application and the issuance by the
Company of a written approvat;

(b) The obligation of the Company to iSSUe written approval to a proposed Customer for gas for
space heating purposes shall be condilioned upon the existence of Customer facilities
adequate to carry the load involved;

(c) The obligation of the Company to supply gas under an approval shall be conditioned upon the
installation of the space heating equipment within a reasonable time after the issuance of the
written approval; and

(d) The obligation of the Company to supply gas for space heating in commercial and industrial
classifications in excess of 1,000,000 Btu per hour input shall be condilioned, when such is
necessary in the discretion of the Company to protect service to other classes of Customers,
upon the installation by the Customer of standby equipment and its undertaking to use such
equipment when so requested by the Company.

15. TRANSPORTATION SERVICE RATE SCHEDULES TS1rrS2, LVTS and LVEDTS • ADDITIONAL
TERMS AND CONDITIONS

15.1 Heat Content Adjustment

When Company receives Customer's gas from an interstate pipeline on a dekatherm (one
million Btu) basis, for redetivery to Customer's faciiilies on an Mcf basis, Company will make a
heat content adjustment:

Effective Date: December 31, 2009
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An adjustment for nel revenues received by the Company during the period from
rate schedule CSPS Optional Services EBS and SIS per Section 10(b); and

The commodity based penalties and charges collected by the Company
pursuant to Section 10.6 of the General Terms and Conditions.

An adjustment applicable only to Rate Schedules RS, RTS, SGS. and SGTS for
the Company's share of any performance based incentives for delivering
conservation and energy efficiency benefits calculated pursuant to Section
17.13.

(b) Application to Next PGA

The amount derived in Section 17.6(a) shall be diVided by estimated Mcf quantities of
gas to be sold during the nexl twelve months for each firm sales rale schedule specified
in Section 17.1(a) and the resulling unit rale shall be reflected in Ihe Purchased Gas
Adjustment for a twelve-month period commencing wilh the second PGA quarter after the
ending month of the Determination Period specified in Section 17.6(a) (December
quarter), or for such period of less than twelve months as may be required to fully refund
or recover the amount described in Section 17.6(a) above. The demand amount derived
in Section 17.6(a) shall be divided by the total estimated Mcf quantities of gas to be sold
during the next twelve months for each firm rate schedUle including the estimated
transportation volumes for transportation rate schedules RTS, SGTS, and UGLTS.

Any customer electing service under Rate Schedules RS, RTS, SGS, SGTS, UGLS or
UGLTS shall be subject to the entire ACA factor as derived in Section 17.6(a) for only a
period equivaient to the number of months of the prior 12 month period during which such
customer was served under Rate Schedules RS, SGS, or UGLS. The Customer shall be
subjecllo the demand portion of the ACA as derived in 17.6(a) monlhs for only a period
equivalent to the number of months of the prior twelve month period during which the
Customer was served under Rate Schedule RTS, SGTS. or UGLTS.

17.7 Revenues From Off-System Sales and Capacity Release

(a) Definitions

(i) "Off-System Sales Margin" shall mean revenues received by the Company
from the sale of unbundled or re-bundled gas supply and capacity products
plus savings generated by the transaction(s) in the form of costs avoided as a
resuit of the transaction(s) ("Avoided Costs"), less the costs caused by the
transaction. Off-System Sales Margin excludes Operational Transaction Cost
as defined in Section 17.7(a)(iv) below. Off-System Sales arrangements
include flowing gas saies, Incremental gas sales, exchanges, and asset
management arrangements.

Effective Date: December 31, 2009
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(a) The CPPI as computed in Seclion 17.13(b) below will be recovered from customers served under
Rate Schedules RS, RTS, SGS, SGTS and EDS pursuant to Seclions 17.6(a)(ix).

(b) For the twelve months ending December 31 of each year in which measures implemented
pursuant to the CARE Plan are generating benefits and usage reductions meet one of the largets
set forth in Section 12.8(d), the CPPI will be equat to a percentage of the net economic benefits
for the year, as set forth below. Net economic benefits will be calculated by totaling the
monetized energy benefits for the year and subtracting a pro-rated share of the recovered CARE
Program costs pursuant to Seclion 12.8. The total energy benefits are defined as the sum of the
usage reductions attributed to all participants in CARE Plan programs in that year measured from
the date of installation through the end of the measure's deemed operational Iffetime, valued at
the actual cost of gas for that year. The CPPI will be calculated separately for each applicable
CARE Program Customer Class as defined in Section 12.7. following the formula contained in
Section 17.13(c).

(c) The CPPI mechanism for each year that the benefits are achieved from the CARE Program
pursuant to 17.13(b) is shown mathematically as follows:

Eq. (l)

Where:

CPPI, = Ihe performance incentive for year I. The performance incentive will be

calculated for each year that a measUre installed in a CARE Program year is

operating within its deemed operational Iffetime. (S)

Rale, = the percent share of the net benefits as described in 17.13(d) (%)

MCF,.; = the verified natural gas savings for any measure i installed during a CARE

Program year detivering savings in year I as described in 17.13 (e). (MCF)

WACCOG, = the Company's jurisdictionat weighted average commodity cost of gas

in year I ($JMCF)

x = the number of indiVidual measures in the CARE program

Cp,.aRoc-, = the allocated Care Program costs for year t as described in 17.13(1)

amortized over a 16 year period. ($)
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(d) The rate is a function of the company's program-to-date annual savings (on a volumetric basis)
targets for that program year. The rate increases based upon the company's level of
achievement toward the target as follows:

• At less than 50%, no incentive will be earned for that year.

• At 50 percent to 59.9 percent of the savings larget, the rate equals 5 percent.

• At 60 percent to 69.9 percent of the savings target. the rate equals 10 percent.

• At 70 percent and above of the savings target. the rate equals 15 percent.

The usage reduction targets for the CARE Plan are based upon the savings attributed to all
participants in the CARE Program measured from the year of installation to year t as follows:

2010: 53,785 mcf

2011: 123,192mcf

2012: 208,298 mcf

The rate for all subsequent years (2013 and beyond) will equal the rate determined in 2012.

(e) The natural gas savings is calculated for all measures participating in the CARE Program from
the month of installation through year t, within the measure's deemed operational lifetime.
Natural gas savings attributed to the measure's first year and last year will be pro-rated to
account for the level of natural gas savings achieved in that year based upon the month of the
measure's installation and the measure's deemed operational lifetime; respectively.

Measure impacts will be based upon the Company's annual measurement and verification
report (M&V Report) conducted in each of the three CARE Plan program years. The impacts
documented in the annual M&V Report will be stipulated for years beyond the three year CARE
program period. M&V activities will not be conducted after the third CARE Program year.

(f) The annual Care Program Cost allotment (Cp",,,,,.,) is calculated by amortizing the recovered
program costs In each program year pursuant to Section 12.8 over a 16-year period. The
calculation is as follows:

Program Year (t) Equation
C

C :::;~
/M.alloc.J 16

2

3-16

17

18
c -c - p'.,

pr..nilo:.- -]6
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Cpa.l ~ the program costs recovered in CARE Program year (I) pursuant to Section
12.8 ($)

Effective Date: December 31, 2009
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Application of Columbia Gas of Virginia, Inc.,
For authority to amend its natural gas

conservation and ratemaking efficiency plan
Case No. PUE-201O-00099

Order for Notice and Comment
dated August 27, 2010.
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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

AT RICHMOND, AUGUST 27, 2010

APPLICATION OF

COLUMBIA GAS OF VIRGINIA, INC,

For authority to amend its natural gas
conservation and rate making efficiency plan
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CASE NO. PUE~2610.ro0099'

ORDER FOR NOTICE AND COMMENT

On December 4, 2009, the State Corporation Commission ("Commission") entered a

Final Order in Case No, PUE-2009·00051, I which approved a three-year Conservation and

Ratemaking Efficiency ("CARE") Plan for residential and small general service classes of

customers of Columbia Gas of Virginia, Inc, ("Columbia" or the "Company"), effective

December 31, 2009, pursuant to Chapter 25 of Title 56 (§§ 56-600 et seq,) of the Code of

Virginia ("Code").

On August 23, 2010, Columbia, by counsel, filed an application to amend its CARE Plan,

together with a request for the provisional waiver of the requirement to refile the information

required by the instructions pertaining to Schedule 48 in 20 VAC 5-201-90, Instructionsfor

schedules and exhibits for Chapter 201, or in the alternative, a request for the Commission to

take judicial notice of the information responsive to Schedule 48 filed in Case No,

PUE-2009-00051, and a request for expeditious consideration of the application without a

hearing ("Application"). In its Application, Columbia advises that its proposed amendment to its

CARE Plan has the limited effect of suspending the free water heater insulation blanket measure

within the Company's Web-Based Home Audit Program. According to the Application, the

Web-Based Home Audit Program, which is targeted to residential customers, includes an on-line

, See Application a/Columbia Gas ofVirginia, Inc" For approval 10 implement a nalural gas conservation and
ratemaking efficiency plan including a decoupling ,"echanism, Case No. PUE-2009-00051, 2009 S.C.c. Ann.
Rept. 484, Final Order (Dec. 4, 2009).



home energy audit. Columbia explains that the on-line home energy audit results in the

generation of a customized report recommending home improvements that can reduce the

customer's energy usage, including a number of measures that can be implemented without cost

to the customer. The measures provided by the Company tbat may be implemented without cost

to the customer currently include natural gas storage water heater insulation blankets, low-flow

shower heads, faucet aerators, and pipe insulation. Columbia's Application alleges that the

Company's experience to date with the distribution of water heater insulation blankets indicates

that customers will not likely install significant numbers of the water heater insulation blankets

because the installation of water heater insulation blankets on natural gas storage water heaters

can be complex and requires ongoing maintenance in order to function properly. Columbia

further notes that the complexity of installation raises potential safety concerns with water heater

insulation blankets that are installed incorrectly.

Columbia states in its Application that 136 water heater insulation blankets have been

issued to CARE Plan participants to date, representing a cost of $1,926. The Company's

Application proposes that the expenditures for these water heater insulation blankets, as well as

the cost of all other water heater insulation blankets purchased to date as part of Columbia's

WarmWise Program, will be absorbed by the Company and will not be passed through to the

Company's ratepayers through the CARE Program Adjustment ("CPA,,)2 and will not otherwise

be included in the Company's base rates or Purchased Gas Adjustment mechanism.

The Company's Application states that, as permitted by the Commission's Final Order in

Case No. PUE-2009-0005I, up to 33.3% of the funds budgeted for the water heater insulation

blanket measure are eligible to be allocated to support other measures within the CARE Plan.

'2 According to Columbia's Application, the incremental costs associated with the Company's conservation and
energy efficiency programs are recovered by means of the CPA surcharge pursuant to § 56-602 Dof the Code.
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Columbia advises that it plans to reallocate 33.3% ($37,625) of the funds budgeted for the water

heater insulation blanket measure equally between the free low-flow shower head measure and

the free faucet aerator measure, each of which are within the Web-Based Home Audit Program.

Columbia proposes that the remaining 66% of the funds budgeted for use as part of the water

heater insulation blanket measure will not be spent, resulting in a reduction of the CPA and

corresponding savings for all ratepayers of $75,250.

Columbia avers that the proposed amendment to its CARE Plan does not address any

other Conservation and Energy Efficiency Programs within the previously approved CARE Plan.

Therefore, Columbia maintains that the materials filed in support of the CARE Plan approved in

Case No. PUE-2009-00051 will not change as a result of its proposed amendment. Columbia's

Application includes a revised Stipulation relating to the suspension of the water heater

insulation blanket measure that is supported by the Company, the Office of the Attorney General,

the Commission Staff, and the Virginia Industrial Gas Users' Association. The Stipulation also

includes as Attachment 1 thereto a revised cost effectiveness analysis as required by Schedule

48(7) of20 VAC 5-201-90.

The Company requests that the Commission take judicial notice of the information

responsive to Schedule 48 filed in Case No. PUE-2009-00051 or, in the alternative, that the

Commission grant a waiver of the requirement to refile such information in this proceeding to

the extent that such information would be duplicative of that filed in Case No. PUE-2009-00051.

Columbia also asserts that publication of notice of its Application would significantly diminish

the benefits resulting from the reduced expenditures on water heater insulation blankets. The

Company therefore proposes that it be permitted to satisfy any public notice requirements by

3



means of a bill insert that would be directed to residential and small general service customers in

the event that public notice is deemed necessary.

The Company represents in its Application that Schedule 48(1) though (6) and (8)

through (12) required by 20 VAC 5-201-90, filed in Case No. PUE-2009-00051, would not

change as a result of the proposed amendment to the CARE Plan. It maintains that, if amended,

Columbia's CARE Plan will continue to satisfy § 56·602 B of the Code, which requires a CARE

Plan to include: (i) a normalization component that removes the effect of weather from the

determination of conservation and energy efficiency results; (ii) a decoupling mechanism;

(iii) one or more cost-effective conservation and energy efficiency programs; (iv) provisions to

address the needs oflow-income or low-usage residential customers; and (v) provisions to ensure

that the rates and service to non-participating classes of customers are not adversely impacted.

NOW THE COMMISSION, having considered the Company's Application and the

applicable law, is of the opinion and finds this matter should be docketed; that Columbia should

provide public notice of its Application via bill inserts to Columbia's residential and small

general service customers; that an opportunity should be afforded for interested persons to file

comments on the Company's Application; and that Columbia should be afforded an opportunity

to respond to any comments filed by interested persons in this proceeding.

Accordingly, IT IS ORDERED THAT:

(1) Columbia's Application shall be docketed and assigned Case No. PUE·201 0-00099.

(2) Columbia's request for a waiver of the requirements of Schedule 48 of

20 VAC 5-201-90 is hereby granted to the extent that the information necessary to satisfY the

requirements of 20 VAC 5-201-90, Schedule 48, is duplicative of the information filed in Case

No. PUE-2009-0005 I.

4



(3) On or before October 19,2010, Columbia shall complete the notice to the public of

its Application via bill inserts, employing the following notice, which shall be sent to all of

Columbia's residential and small general service customers in the Company's service territory

within the Commonwealth of Virginia:

NOTICE TO THE PUBLIC OF AN APPLICATION BY
COLUMBIA GAS OF VIRGINIA, INC., TO AMEND ITS

NATURAL GAS CONSERVATION AND RATEMAKING
EFFICIENCY PLAN

CASE NO. PUE-2010-00099

On December 4,2009, the State Corporation Commission
("Commission") entered a Final Order in Case No.
PUE-2009-00051, which approved a three-year Conservation and
Ratemaking Efficiency ("CARE") Plan for residential and small
general service classes of customers of Columbia Gas of Virginia,
Inc. ("Columbia" or the "Company"), effective December 31,
2009, pursuant to Chapter 25 of Title 56 (§§ 56-600 el seq.) of the
Code of Virginia ("Code").

On August 23,2010, Columbia, by counsel, filed an
application to suspend the free water heater insulation blanket
measure within the Company's Web-Based Home Audit Program.
According to the Application, the Web-Based Home Audit
Program, which is targeted to residential customers, includes an
on-line home energy audit. The on-line home energy audit results
in the generation of a customized report recommending home
improvements that can reduce the customer's energy usage,
including a number of measures that can be implemented without
cost to the customer. The measures provided by the Company that
may be implemented without cost to the customer currently
include natural gas storage water heater insulation blankets,
low-flow shower heads, faucet aerators, and pipe insulation.

Columbia's Application maintains that the Company's
experience to date with the distribution of water heater insulation
blankets indicates that customers will not likely install significant
numbers of the water heater insulation blankets because the
installation of water heater insulation blankets on natural gas
storage water heaters can be complex and requires ongoing
maintenance in order to function properly. The Company noted
that the complexity of installation raises potential safety concerns
with water heater insulation blankets that are installed incorrectly.

5



Columbia explains in its Application that 136 water heater
insulation blankets have been issued to CARE Plan participants to
date, representing a cost of $1 ,926. The Company proposes that
the expenditures for these water heater insulation blankets, as well
as the cost of all other water heater insulation blankets purchased
to date as part of Columbia's WarmWise Program, will be
absorbed by the Company and will not be passed through to
Columbia's ratepayers through the CARE Program Adjustment
("CPA"), a charge that recovers the incremental costs associated
with the Company's conservation and energy efficiency program,
and will not be included in the Company's base rates or Purchased
Gas Adjustment mechanism.

Columbia proposes to reallocate 33.3% ($37,625) of the
funds budgeted for the water heater insulation blanket measure
equally between the free low-flow shower head measure and the
free faucet aerator measure, each of which are within the
Web-Based Home Audit Program. Columbia proposes that the
remaining 66% ofthe funds budgeted for use under the water
heater insulation blanket measure will not be spent, resulting in a
reduction of the CPA and corresponding savings for all ratepayers
of at least $75,250.

Columbia filed an updated cost effectiveness analysis as
Attachment I to Attachment A to its Application, reflecting the
suspension of the free water heater insulation blanket measure and
the reallocation of33.3% of the funds previously earmarked for the
water heater insulation blanket measure to the free low-flow
shower head measure and the free faucet aerator measure. The
details of Columbia's proposal with respect to the suspension of the
water heater insulation blanket measure are set forth in the
Company's Application. Interested parties are encouraged to
review Columbia's Application and supporting documents for all
the details of the Company's proposal.

The Commission entered an Order for Notice and
Comment that, among other things, directed the Company to
provide notice to the public and provided interested persons an
opportunity to comment on the Company's Application.

A copy of the Company's Application may be obtained at
no charge by requesting a copy of the same from the Company's
counsel, James S. Copenhaver, Esquire, Columbia Gas of Virginia,
Inc., 1809 Coyote Drive, Chester, Virginia 23836. The
Application and related documents are also available for review in

6



the Commission's Document Control Center, Tyler Building, First
Floor, 1300 East Main Street, Richmond, Virginia, between the
hours of 8: 15 a.m. and 5:00 p.m., Monday through Friday,
excluding holidays. Interested persons may also download
unofficial copies of the Application and associated documents
from the Commission's website: http://www.scc.virginia.gov/case.

On or before November 3, 20 I0, interested persons may
file written comments on Columbia's Application with Joel H.
Peck, Clerk, State Corporation Commission, c/o Document Control
Center, P.O. Box 2118, Richmond, Virginia 23218-2118.
Interested persons desiring to submit comments on the Company's
Application electronically may do so by following the instructions
on the Commission's website: http://www.scc.virginia.gov/case.
Comments shall refer to Case No. PUE-2010-00099.

COLUMBIA GAS OF VIRGINIA, INC.

(4) On or before September 17,2010, Columbia shall serve a copy of this Order for

Notice and Comment on the chairperson of the board of supervisors and county attorney of each

county, and upon the mayor or manager (or upon equivalent officials) of every city and town in

which Columbia provides service in the Commonwealth ofVirginia. Service shall be made by

personal delivery or by first class mail, postage prepaid, to the customary place of business or

residence of the person served.

(5) Columbia shall promptly make a copy of the Application available to the public, who

may obtain a copy of the Application at no charge by requesting a copy of the same in writing

from the Company's counsel, James S. Copenhaver, Esquire, Columbia Gas of Virginia, Inc.,

1809 Coyote Drive, Chester, Virginia 23836. The Application and related documents shall also

be available for interested parties to review in the Commission's Document Control Center, Tyler

Building, First Floor, 1300 East Main Street, Richmond, Virginia, between the hours of8:15

a.m. and 5:00 p.m., Monday through Friday, excluding holidays. Interested persons may also

7



download unofficial copies of the Application and related documents from the Commission's

website: http://www.scc.virginia.gov/case.

(6) On or before November 3, 20 I0, interested persons may file written comments

concerning Columbia's Application with Joel H. Peck, Clerk, State Corporation Commission,

c/o Document Control Center, P.O. Box 2118, Richmond, Virginia 23218-2118. Interested

persons desiring to submit comments on the Company's Application electronically may do so by

following the instructions on the Commission's website: http://www.scc.virginia.gov/case.

Comments shall refer to Case No. PUE-2010-00099.

(7) On or before November 10,2010, the Company may file with the Clerk of the

Commission any response it intends to offer to the comments filed by interested persons in this

proceeding.

(8) On or before November 10,2010, the Company shall provide the Commission with

proof of the notice and service required by Ordering Paragraphs (3) and (4).

(9) The Company shall respond to written interrogatories or requests for the production

of documents within seven (7) business days after the receipt of the same. Except as so

modified, discovery shall be in accordance with Pmt IV of the Commission's Rules of Practice

and Procedure.

(10) This matter is conti nued generally pending further order of the Commission.

AN ATTESTED COpy hereof shall be sent by the Clerk of the Commission to:

James S. Copenhaver, Assistant General Counsel, Columbia Gas of Virginia, Inc., 1809 Coyote

Drive, Chester, Virginia 23836; Bernard L. McNamee, Esquire, mId Elaine S. Ryan, Esquire,

McGuireWoods LLP, One James Center, 901 East Cary Street, Richmond, Virginia 23219;

Ashley B. Macko, Assistant Attorney General, Division of Consumer Counsel, Office of the

8



Attorney General, 900 East Main Street, Second Floor, Riclunond, Virginia 23219; Michael J.

Quinan, Esquire, Christian & Barton, L.L.P., 909 East Main Street, Suite 1200, Riclunond,

Virginia 23219; and a copy shall be delivered to the Commission's Office of General Counsel

and Divisions of Energy Regulation, Economies and Finance, and Public Utility Accounting.

9
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For approval of natural gas conservation
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WASHINGTON GAS LIGHT COMPANY

For approval of natural gas conservation
and ratemaking efficiency plan including
a decoupling mechanism

',: ;":"":;--!':' (\f'l·~·l-·::l'·'

CASE NO. PUE'2009·00064·· ...

ORDER APPROVING NATURAL GAS
CONSERVATION AND RATEMAKING EFFICIENCY PLAN

On September 29, 2009, Washington Gas Light Company ("WGL" or "Company") filed

with the State Corporation Commission ("Commission") an application ("Application") pursuant

to Chapter 25 ofTitle 56 (§§ 56·600 e/ seq.) ("Act") of the Code of Virginia ("Code") seeking

approval to implement a natural gas conservation and ratemaking efficiency plan ("CARE

Plan").

The Company's proposed CARE Plan includes: (1) various programs to encourage

energy efficiency and conservation by residential customers, certain small commercial and

industrial ("C&I") customers, and certain small group metered apartment ("GMA") customers;

and (2) a decoupling mechanism that adjusts the Company's actual non-gas distribution revenues

to the level of non-gas distribution revenues approved by the Commission in the Company's

most recent rate case proceeding, Case No. PUE-2006-00059,' for those customer classes

eligible to participate in the programs?

I Application a/Washington Gas Light Company, For a general increase in rafes,[ees, charges and revisions to the
lerms and candilions ofservice as well as approval ofa performance-based rale regll/alion melhod%gy IInder Va.
Code § 56-235.6, Case No. PUE-2006·00059, 2007 S.C.C. Ann. Rept. 315, Final Order (Sept. 19,2007).

, See Report of Howard P. Anderson, Jr., Hearing Examiner, at J (Feb. 19,2010) ("Hearing Examiner's Report").



The Company proposes that its CARE Plan be approved for a three-year period. Over the

first three years of the proposed CARE Plan, the Company estimates spending $7.8 million in

conservation-related activities on behalf of customers. Based on the Company's calculations,

customers can expect to save more than $12.8 million over the lifetime of the efficiency

measures offered through the proposed programs.3

The proposed CARE Plan has four major components: (i) a portfolio of conservation and

energy efficiency programs (in addition to a customer outreach and education program) and

programs targeted at residential low income customers; (ii) the CARE Cost Adjustment

("CCA"), which is designed to track and to recover the expenses associated with implementation

ofthe above programs; (iii) a decoupling mechanism, the CARE Ratemaking Adjustment

("CRA"), which is in the form of a sales adjustment clause; and (iv) an annual

performance-based incentive mechanism for delivering conservation and energy efficiency

benefits.4

The proposed CARE Plan includes eight distinct conservation and energy efficiency

programs and low income programs: (I) an Energy Efficiency Education Program; (2) a Heating

System Check-up Program with a Programmable Thermostat Option; (3) a BoilerlFumace

Replacement Program; (4) a Water Heater Replacement Program; (5) a Natural Gas New Homes

Program with ENERGY STAR<Il>; (6) a Commercial Efficiency Program; (7) a Low Income

Energy Assistance Program; and (8) a Residential Essential Service Program.s

'id. (citation omitted).

41d at 2.

S /d. at 2-3.
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The Heating System Check-up Program with Programmable Thermostat Option would

provide residential customers with a $30 incentive towards either the cost of a seasonal check-up

of their heating system or a credit towards the purchase and installation of a programmable

thermostat.6 The Company's projected annual costs for this program are $278,800.1

The BoilerlFumace Replacement Program would provide residential customers with a

$250 incentive to cover a portion of the incremental cost for the installation of a high efficiency

natural gas boiler with an efficiency of 85% or greater ("85% efficiency"). A customer that

installs a natural gas boiler or furnace with an efficiency of 90% or greater ("90% efficiency")

would receive a $500 incentive.8 The Company's projected annual costs for this program are

$480,468.9

The Water Heater Replacement Program would provide a $50 incentive for the

installation of a standard natural gas water heater with an energy factor of 0.62 or greater, or a

$250 incentive for the installation of a high efficiency natural gas water heater with an energy

factor of 0.82 or greater. IO The Company's projected annual costs for this program are

$433,952. I I

The Natural Gas New Homes Program is intended to encourage residential customers to

install highly energy efficient Energy Star-rated natural gas equipment in residential new

6 Jd at 5. Customers would be notified of this program through bill inserts, direct mail, contractors, and the
Company's website. Jd

7 Ex. 8 at CGS-l (Shay direct).

• Hearing Examiner's Report at 5.

9 Ex. 8 at CGS-l (Shay direct). This amount is allocated as follows: Ca) $53,088 to the 85% efficiency program;
and Cb) $427,380 to Ihe 90% efficiency program. Ex. 9 at PHR-I, Stmnl. 2, Pages 4-5 (Raab direct).

10 Hearing Examiner's Report at 5.

II Ex. 8 at CGS-l CShay direct).
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construction. The customer would be required to have natural gas for both space heating and

water heating to participate in the program and to receive the full $250 incentive. This program

would be limited to the first 1,000 participants. 12 The Company's projected annual costs for this

program are $250,000. 13

The Commercial Efficiency Program is an incentive program for commercial customers

to offset the costs of weatherization and high efficiency equipment installation. The Company

would evaluate commercial customers' energy efficiency proposals and provide an incentive if

the proposal is cost-effective, i.e., meets the standard of 80% of the Total Resource Cost Test

("TRC"). Incentives would be capped at the greater of80% ofTRC benefits or a maximum of

$10,000. 14 The Company's projected annual costs for this program are $500,000. 15

The Energy Efficiency Education Program is intended to provide customers with

information on the importance of energy conservation and the various programs in which they

may participate. 16 The Company's projected annual costs for this program are $291,780,'7

The Low Income Energy Assistance Program would provide funding to agencies that

administer the federal weatherization assistance programs. The Company assumed, for

" Hearing Examiner's Report at 5:6. The Company would inform potential participants through builders, bill
inserts) direct mail, contractors, and a website. [d.

" Ex. 8 at CGS-l (Shay direct).

14 Hearing Examiner's Report at 6.

" Ex. 8 at CGS-l (Shay direct).

16 Hearing Examiner's Report at 6.

11 Ex. 8 at CGS-I (Shay direct).
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budgeting purposes, that it would spend $165,000 annually on this program to be applied to

activities agreed upon with the Community Housing Partners Corporation. IS

The Residential Essential Service Program would provide a per therm credit to be applied

to the usage of eligible low income customers during the months of November through April.

To be eligible for the Residential Essential Service Program, customers must use gas as their

principal source of space heating, be certified by the Department of Social Services to be eligible

for the Low Income Home Energy Assistance Program, and be current on their bill payments.

The Company's projected annual costs for this program are $100,000. 19

In sum, the Company anticipates an annual expenditure of $2.6 million divided among all

energy efficiency and low income programs. The Company plans to outsource the

administrative function of each program, with a Company staff position responsible for the daily

activities of each program and any vendor relationships. At the completion of each year of

implementation, the Company would hire an independent third party to analyze the programs'

performance.2o

On October 21, 2009, the Commission issued an Order for Notice and Hearing that,

among other things, directed the Company to provide notice of its Application, established a

procedural schedule, and assigned this matter to a Hearing Examiner.

An evidentiary hearing was held before the Hearing Examiner on February I and 9, 2010.

18 Hearing Examiner's Report a15. The Community Housing Partners Corporation, which serves all of Northem
Virginia and the Company's cuslomers in the Shenandoah region, would disseminate informalion ahoullhe Low
Income Energy Assislance Program, and lhe Company would also use its communications channels to inform and
educate customers of the program. Id.

191d aI3·5.

20 Id al 6.
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On February 19,2010, Hearing Examiner Howard P. Anderson, Jr., issued the Hearing

Examiner's Report, which included the following findings:

1. The Company's CARE Plan set forth in the Application, as modified
[by the Hearing Examiner's Report], should be approved;

2. Due to insufficient notice, the Company's entire Shenandoah C&I and
GMA classes must be excluded from the Company's CARE Plan at
this time;

3. The Company should be directed to ensure that net present value
benefits of the proposed programs are not shared or transferred
between rate classes;

4. The Company should perform a second earnings test that will ensure
[that the excess earnings under the Company's existing
performance-based regulation plan that would otherwise accrue to]
non-participants in the CARE Plan are not affected by the CRA;

5. The Company's annual reconciliation of its [Weather Normalization
Adjustment ('WNA')] and CRA should be performed simultaneously
and reflected in customers' August bills;

6. The Company should explain the CRA and CCA to customers by bill
notice and post relevant information on the Company website;

7. The Company should provide an explanation of the mechanics of the
performance incentive mechanism in its tariffs;

8. The Company's proposed decoupling mechanism (CRA) and CCA are
appropriate and should be approved; and

9. The Company's proposed [Residential Essential Service] plan should
not be approved for the reasons stated [in the Hearing Examiner's
Report], and the ftmds designated for this program should be applied
to the Company's weatherization plan for low-income customers.21

On or before March 2, 20 I0, the following participants filed comments on the Hearing

Examiner's Report: WGL; the Commission's Staff ("StaffU
); and the Office of the Attorney

General, Division of Consumer Counsel ("Consumer Counsel").

21 Id al 25.26.
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NOW THE COMMISSION, having considered this matter, is ofthe opinion and finds

that the Company's CARE Plan, as modified in accordance with the findings made herein and

subject to the requirements in this Order, satisfies the statutory provisions of the Act and is

therefore approved.

Code of Virginia

Section 56-602 A of the Code provides in part as follows:

Notwithstanding any provision of law to the contrary, each natural gas
utility shall have the option to file a conservation and ratemaking
efficiency plan as provided in this chapter. Such a plan may include
one or more residential, small commercial, or small general service
classes, but shall not apply to large commercial or large industrial
classes of customers. Such plan shall include: (i) a normalization
component that removes the effect of weather from the determination
of conservation and energy efficiency results; (ii) a decoupling
mechanism; (iii) one or more cost-effective conservation and energy
efficiency programs; (iv) provisions to address the needs of
low-income or low-usage residential customers; and (v) provisions to
ensure that the rates and service to non-participating classes of
customers are not adversely impacted. Such plan may also include
provisions for phased or targeted implementation of rate or tariff
design changes, if any, or conservation and energy efficiency
programs.

Section 56-602 B of the Code directs in part as follows:

The Commission shall approve or deny, within 180 days, a natural gas
utility's initial application for any revenue-neutral conservation and
ratemaking efficiency plan that allocates annual per-customer fixed
costs on an intra-class basis in reliance upon a revenue study or class
cost of service study supporting the rates in effect at the time the plan
is filed. A plan filed pursuant to this subsection shall not require the
filing of rate case schedules .... The Commission shall approve such
a plan ... if it finds that the plan's ... proposed decoupling
mechanism is revenue-neutral and is othenvise consistent with this
chapter.

Section 56-600 ofthe Code includes definitions of some of the terms used above,

including the following:
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'Allowed distribution revenue' means the average annual,
weather-normalized, nongas commodity revenue per customer
associated with the rates in effect as adopted in the applicable utility's
last Commission-approved rate case or performance-based regulation
plan, multiplied by the average number of customers served.

'Conservation and l'atemaking efficiency pJan' means a plan filed by a
natural gas utility pursuant to this chapter that includes a decoupling
mechanism.

'Cost-effective conservation and energy efficiency program' means a
program approved by the Commission that is designed to decrease the
average customer's annual, weather-normalized consumption or total
gas bill, for gas and nongas elements combined, or avoid energy costs
or consumption the customer may otherwise have incurred, and is
determined by the Commission to be cost-effective after analyzing
such program using the Total Resource Cost Test, the Societal Test,
the Program Administrator Test, the Participant Test, the Rate Impact
Measure Test, and any other test the Commission reasonably deems
appropriate. The Commission may determine the weight to be given
to a test. Without limitation, rate designs or rate mechanisms,
customer education, customer incentives, and weatherization programs
are examples of conservation and energy efficiency programs that the
Commission may consider.

'Decoupiing mechanism' means a rate, tariff design or mechanism that
decouples the recovery of a utility's allowed distribution revenue from
the level of consumption of natural gas by its customers, including
(i) a mechanism that adjusts actual nongas distribution revenues per
customer to allowed distribution revenues per customer, such as a
sales adjustment clause, (ii) rate design changes that substantially align
the percentage of fixed charge revenue recovery with the percentage of
the utility's fixed costs, such as straight fixed variable rates, provided
such mechanism includes a substantial demand component based on a
customer's peak usage, or (iii) a combination of clauses (i) and (ii) that
substantially decreases the relative amount of nongas distribution
revenue affected by changes in per customer consumption of gas ....

'Revenue-nell/raJ' means a change in a rate, tariff design or mechanism
as a component of a conservation and ratemaking efficiency plan that
does not shift annualized allowed distribution revenue between
customer classes, and does not increase or decrease the utility's
average, weather-normalized nongas utility revenue per customer for
any given rate class by more than 0.25 percent when compared to
(i) the rate, tariff design or mechanism in effect at the time a
conservation and ratemaking efficiency plan is filed pursuant to this
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chapter or (ii) the allocation of costs approved by the Commission in a
rate case using the cost of service methodology set forth in § 56-235.2
or a performance-based regulation plan authorized by § 56-235.6,
where a plan is filed in conjunction with such case.

Section 56-602 E of the Code mandates as follows:

The Commission shall require every natural gas utility operating under
a conservation and ratemaking efficiency plan approved pursuant to
this chapter to file annual reports showing the year over year
weather-normalized use of natural gas on an average customer basis,
by customer class, as well as the incremental, independently verified
net economic benefits created by the utility's cost-effective
conservation and energy-efficiency programs during the previous year.

Section 56-602 F of the Code requires a performance-based incentive as

follows:

The Commission shall grant recovery, on an annual basis, of a
performance-based incentive for delivering conservation and energy
efficiency benefits, which shall be included in the utility's respective
purchased gas adjustment mechanism. The incentive shall be
calculated as a reasonable share of the verified net economic benefits
created by the utility's cost-effective conservation and energy
efficiency programs, and may be recovered over a period of years
equal to the payback period or discounted to net present value and
recovered in the first year. In structuring this incentive, the
Commission shall create a reasonable opportunity for a utility to eam
up to a 15 percent share of such independently verified net economic
benefits upon meeting target levels of such benefits set forth in a plan
approved by the Commission. The level of net economic benefits to
be used as the basis for such calculation shall be the sum of customer
savings less utility costs recovered through subsection D, measured
over the number of years of the payback period, rounded up to the next
highest year. The incentives authorized by this subsection shall be in
addition to any other revenue requirements or rates established
pursuant to § 56-235.2 or 56-235.6 and independent of any
computation of shared revenues under an approved performance-based
regulation plan.

CARE Plan

We approve, subject to the requirements set forth herein, the following six residential

programs: (I) Energy Efficiency Education Program; (2) Heating System Check-up Program
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with a Programmable Thennostat Option; (3) the 85% efficiency portion of the Boiler/Furnace

Replacement Program; (4) Water Heater Replacement Program; (5) Natural Gas New Homes

Program with ENERGY STAR<Il>; and (6) Low Income Energy Assistance Program.22

We conclude that the CARE Plan shall be modified in order to be found cost effective

under the Act. Staff testified that when all residential program costs are considered, the

estimated costs could significantly exceed the estimated benefits.23 We find that Staff's analysis

is sufficient to establish that the residential programs are not cost effective as originally proposed

by WGL. The cost impact on customers - particularly those not eligible or otherwise not

participating in these programs - is of concern. We also conclude, however, that the following

changes - which are further discussed below - enable the CARE Plan as limited herein to meet

the relevant statutory requirements at this time: (i) rejection ofthe Residential Essential Service

Program; (ii) rejection of the 90% efficiency portion of the Boiler/Furnace Replacement

Program; and (iii) implementation of a perfonnance-based incentive plan incorporating all utility

program costs that would be recovered from ratepayers, which reduces the maximum potential

perfonnance-based incentive.

In addition, the CARE Plan is limited to a three-year period beginning on May 1,2010.

On or before August I, 20 II, and each August I thereafter, the Company shall file an annual

" We further note that this is WGL's first request to implement a CARE Plan, and none ofthe participants in this
case have objected to these specific programs on an individual basis.

23 See, e.g., Ex. 13 at MKC-2 and MKC-3 (Carsley direct). Moreover, contrary to WGL's assertions, we find that it
is reasonable to consider performance-based incentive costs when evaluating the cost effectiveness of the CARE
Plan. As noted by Staff, performance·based incentive costs are actual costs that will be recovered from cuslomers
for implementing the CARE Plan. See, e.g., Staffs March 2, 2010 Comments at 7-10. This is also consistent with
the more recent CARE plans approved by the Commission. While the CARE Plan approved for Virginia Natural
Gas (Case No. PUE·2008·00060) did not include any performance-based incenlive for the utility, the CARE Plan
approved for Columbia Gas of Virginia ("Columbia Gas") (Case No. PUE-2009·00051), which includes a
performance-based incentive, was found by Staff to be cost effective - even considering performance incentive costs
- due to Columbia Gas' receipt of federal stimulus funds. See, e.g., Hearing Examiner's Report at 25; Tr. 309.
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report that measures and verifies the actual results of the CARE Plan. As required by § 56-602 E

of the Code, such reports shall also show "the year over year weather-normalized use of natural

gas on an average customer basis, by customer class, as well as the incremental, independently

verified net economic benefits created by the utility's cost-effective conservation and

energy-efficiency programs during the previous year." We will specifically evaluate whether

there is a showing of demonstrated savings from the programs. We also note that while there is

no assurance that customers as a whole will benefit from implementation of these programs, the

limited scope of the CARE Plan approved herein will assist in subsequent evaluations of whether

to continue these or related programs in the future.

Further, in this regard, the Company shall maintain strict and detailed identification and

accounting of its program-specific and common costs and shall identify pr9gram-specific

benefits as wel1.24 For example, the Company shall specifically identify how - and what portion

of- the costs of the Low Income Energy Assistance Program are achieving actual, verifiable

energy use reductions in the homes oflow income consumers. Moreover, all costs should be

scrutinized to ensure that such expenditures are closely and definitely related to the programs

approved herein and are not used, for example, to serve general marketing or public relations

purposes. The annual reports required herein will provide significant information in evaluating

whether certain programs are cost effective and warrant continuation or modification thereof.

Indeed, any subsequent request from WGL to amend or to extend its CARE Plan shall

incorporate the results from these annual reports.

Next, as recommended by the Hearing Examiner, WGL shall: (a) ensure that net present

value benefits of the proposed programs are not shared or transferred between rate classes;

24 In addition, the annual report shall identify the number of participants in each of the programs approved herein.
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(b) perfonn a second earnings test to ensure that the CRA neither positively nor negatively

impacts non-participants' sharing of excess earnings under the Company's existing

perfonnance-based regulation plan; (c) perfonn annual reconciliation of its WNA and CRA

simultaneously, which shall be reflected in customers' August bills; (d) explain the CRA and

CCA to customers by bill notice and by posting relevant infonnation on the Company's website;

and (e) provide an explanation of the mechanics of the perfonnance-based incentive mechanism

in its tariffs.2s

We reject WGL's proposed perfonnance-based incentive proposal and, rather, approve

the same performance-based incentive plan methodology as approved by the Commission as part

of Columbia Gas' CARE Plan.26 As required for Columbia Gas, WGL's usage reduction targets

shall be based upon the cumulative gas usage savings, calculated for all participants in the

programs measured from the year of installation as detennined from the Company's costlbenefit

analysis. As we explained in approving Columbia Gas' incentive plan, this incentive mechanism

incorporates the use of actual natural gas prices in calculating net economic benefits by

multiplying the cumulative gas usage reductions by the jurisdictional weighted average

commodity costs of gas for each year - and this approach, in our view, avoids the vagaries

inherent in any long-tenn projection of natural gas prices. Furthennore, we fmd that all utility

program costs (which are ultimately borne by ratepayers) should be netted against customer

"See, e.g., Hearing Examiner's Report at 26. We also fmd that the CRA shall be listed as a separate line on
customers' bills, and that the bill shall contain a notation that non-gas billing rates contain additional CARE Plan
charges (with a reference to a Company website where customers can get more infonnation on the CARE Plan and
on the calculation of non-gas billing charges). See, e.g., Ex. 15 at 41 (Abbott direct).

26 Hearing Examiner's Report at 23. The Company did not objecllo this recommendation. WGL's February 26,
2010 Comments at 7-8.
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savings to detennine the net economic benefits upon which to apply the perfonnance-based

incentive?7

We reject WGL's proposed Residential Essential Service Program and the projected costs

associated therewith.28 This program is not designed to promote conservation; rather, this

program "would provide a per thenn credit applied to the usage of eligible low-income

customers during the months ofNovember through April. ,,29 In addition, Consumer Counsel

states that "[n]ot only would a flat per thenn credit not promote conservation, ... it is directly at

odds with conservation because [WGL's] program would reduce the cost of gas for certain

customers, thereby sending the opposite price signal, contrary to efficient conservation,'030

Rejection of this program, however, does not mean that there are no low-income assistance

programs as part of the CARE Plan. As noted above, we have approved the Low Income Energy

Assistance Program, which is specifically designed to assist low-income customers. Moreover,

as previously noted, the Low Income Energy Assistance Program approved above will continue

to be evaluated - in accordance with the annual reports required herein -to detennine whether

specific reductions in energy consumption are actually accruing to low income consumers as a

27 This would include, for example, total customer. incentive costs, total utility costs, education program costs,
program administralion costs, and evaluation and measurement costs. See. e.g., Ex. 13 al MKC-2 and MKC-3
(Carsley direct). Accordingly, WGL shall prepare a revised performance·based incentive plan that complies wilh
the method approved for Columbia Gas and that reflects the speciflc details attendant to the programs approved
herein for WGL.

" Contrary to the Hearing Examiner's recommendation, these costs shall not be reallocated elsewhere in the CARE
Plan.

29 Hearing Examiner's Report at 23.

,. Consumer Counsei's March 2, 2010 Commenls at 3. Furthermore. we reject WGL's contention that the Act was
intended "to allow for programs, other than conservation programs, to address the needs of [WGL's] low-income
customers." WGL's February 26, 20 I0 Comments at II.
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direct result of this program and, thus, whether the program proves to be cost effective in

practice.

We further conclude that the 90% efficiency portion of the BoilerlFumace Replacement

Program, and the projected costs attendant thereto, shall be rejected at this time. Staff notes that

based on the $500 credit proposed by WGL, "after the performance incentive for the program is

taken into account, implementation of the BoilerlFumace Replacement 2: 90% Program actually

will raise the average cost of energy services for WGL customers.,,31 As a result, the

BoilerlFumace Replacement Program approved hereiJi is limited to a $250 incentive for

equipment replacement with an efficiency of 85% or greater.

We also do not approve WGL's proposed Commercial Efficiency Program and the

projected costs associated therewith. We agree with the Hearing Examiner and Staff that WGL

has not established that this program satisfies the statutory requirements for the CARE Plan.32

The Company, however, asserts that the Commission previously approved a similar program as

part of the CARE Plan for Columbia Gas, which "provides the precedent for

Commission·approval ofa custom commercial program (filed pursuant to the [Act)) in which

energy efficiency proposals are evaluated by the til/lily (and not the Commission) on a

case·by-case basis, using a methodology approved by the Commission,'033 Thus, WGL

concludes that the Commission must approve its proposal because it is "the same type of custom

1I Ex. 13 at 17 (Carsley direct).

32 See. e.g., Hearing Examiner's Report at 24; Staff's March 2, 20 I0 Comments at 12-15.

" WGL's February 26, 2010 Comments at 4 (emphasis in original).
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commercial program that the Commission has already approved for Columbia Gas, ,,34 We do

not find, as suggested by the Company, that WGL's proposal is substantially the same as that

approved for Columbia Gas.35 In addition, we do not find that WGL's proposed Commercial

Efficiency Program is cost effective under the Act; for example, Staff explains that the "proposed

incentive awards under [this] program produce some rather bizarre results[, where the] incentive

payments could potentially exceed the costs that a customer actually incurs to undertake a

conservation and energy efficiency project,,,36

Finally, while we find that the Company's proposed CARE Plan, as approved herein,

satisfies the relevant statutory requirements, we note that the CRA decoupling mechanism

mandated by § 56-602 A of the Code may produce a negative effect on non-participating

customers who engage voluntarily in conservation or energy efficiency measures outside of the

CARE Plan. Without the CRA, for example, customers who lower their thermostats to reduce

their gas usage realize two separate and distinct benefits under the Company's current volumetric

rates: (i) a reduction in their gas costs; and (ii) a reduction in their contributions to the

Company's distribution costs, The proposed CRA, however, will reduce the savings or benefits

that can be realized by such customers because the CRA will prevent customers from lowering

" Id. at 5. WGL further contends that "based on its approval of the Business Custom Program for Columbia Gas,
the Commission has no basis for not approving [WGL's] commercial custom program because [WGL's] proposed
program is aiso cost effective and consistent with § 56-600 [of the Code], as the Commission has interpreted that
provision in the Columbia Gas proceeding." Id. at7.

" For example, the Hearing Examiner concludes that "there is insufficient information in the record of this
proceeding or in the Columbia Gas final order and Stipulation to make that determination." Hearing Examiner's
Report at 24, WGL also identifies certain distinctions between the two programs, See. e,g" WGL's February 26,
20 I0 Comments at 6, Moreover, the Company did not establish that its proposal would reasonably produce
substantially the same results as the program previously approved for Columbia Gas,

" Staff's March 2, 20 I0 Comments at II, Having rejected the only business program proposed by WGL, we need
not reach the questions herein regarding: (I) potential rate discrimination among, and how to derme, the Company's
large commercial and industrial customers for purposes of the Act: and (2) WGL's defective notice to its
Shenandoah C&I customers, See, e.g., Hearing Examiner's Report at 22-23: Staff's March 2, 2010 Comments at
12-15.
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their contributions to the Company's distribution costs by curtailing gas usage. Nevertheless,

§ 56-602 A of the Code mandates that a CARE Plan "shall include ... a [CRA] decoupling

mechanism," and the Commission is required to approve such decoupling mechanism ifit meets

the statutory standards.

Accordingly, IT IS HEREBY ORDERED THAT:

(I) A three-year conservation ratemaking and efficiency plan, as permitted by § 56-600

el seq. of the Code of Virginia, is approved as set forth in this Order Approving Natural Gas

Conservation and Ratemaking Efficiency Plan and shall become effective on May 1,2010.

(2) WGL shall forthwith file revised tariffs and terms and conditions of service,

including a revised performance-based incentive mechanism, with the Commission's Division of

Energy Regulation in accordance with this Order Approving Natural Gas Conservation and

Ratemaking Efficiency Plan.

(3) This matter is dismissed.

AN ATTESTED COPY hereof shall be sent by the Clerk of the Commission to: Meera

Ahamed, Esquire, Washington Gas Light Company, 101 Constitution Avenue, N.W.,

Washington, D.C. 20080; Ashley B. Macko, Assistant Attorney General, Division of Consumer

Counsel, Office of Attorney General, 900 East Main Street, 2nd Floor, Richmond, Virginia

23219; and'the'Commission's Office of General Counsel and Divisions of Energy Regulation,

Economics and Finance, and Public Utility Accounting.
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WASHINGTON GAS LIGHT COMPANY

For authority to amend its natural
gas conservation and ratemaking
efficiency plan

CASE NO. PUE-2010-00079

ORDER ON APPLICATION TO AMEND
CONSERVATION AND RATEMAKING EFFICIENCY PLAN

On March 26, 2010, the State Corporation Commission ("Commission") entered an

"Order Approving Natural Gas Conservation and Ratemaking Efficiency Plan" that approved a

three-year Conservation and Ratemaking Efficiency ("CARE") Plan for the residential customers

of Washington Gas Light Company ("WGL" or "Company"), effective May 1, 2010, pursuant to

Chapter 25 of Title 561 of the Code of Virginia ("Code,,).2

On July 22, 20 I0, WGL filed an application ("Application,,)3 to amend its CARE Plan to

allow the Company to extend its CARE Plan to small commercial and industrial ("C&I")

customers and group metered apartment ("GMA") customers using 30,000 therms of gas or less

per month.4 C&I customers and GMA customers using more than 30,000 therms of gas per

I Va. Code §§ 56-600 el seq. (hereinafter, "CARE Act").

2 Applicalion olWashington Gas Lighl Company, For approval Olnall/ral gas .conservation and rale~laking
efficiency plan including a deCal/piing mechanism, Case No. PUE-2009·00064, Doc. Con. Cen. No. 100360098,
Order Approving Natural Gas Conservation and Ratemaking Efficiency Plan (Mar. 26, 20 I0).

3 The term "Application" as used herein refers to the Application as filed on July 22, 2010, as well as the revised
direct testimony and eXhi.bits of Paul H. Raab filed by WGL on August 27, 2010.

4 Section 56-602 A of the Code provides that a CARE Plan "shall not apply to large commercial or large industrial
classes ofcustomers." Since the Company does not have any separate rate schedules segregating any specific "iarge
commercial or large industrial classes ofcustomers," WGL proposes that its CARE Plan apply only to its C&l and
GMA customers using 30,000 therms ofgas or less per month.



month, customers receiving service under WGL's interruptible rate schedules, and customers in

the Shenandoah Division industrial firm classes will be excluded from the CARE Plan.

The Company's proposed CARE Plan for its small C&I and GMA customers consists of

four (4) principal components: (I) a portfolio of seven (7) rebate programs, a commercial

custom program, and a community outreach and education program to encourage conservation

and the efficient use of natural gas by small C&I and GMA customers; (2) a CARE Ratemaking

Adjustment ("CRA") that adjusts the actual non-gas distribution revenues per small C&I and

GMA customer to the allowed level of distribution revenues per customer approved in WGL's

most recent rate case before the Commission;s (3) a CARE Cost Adjustment ("CCA") that will

allow the Company to recover the costs of its CARE Plan for small C&I and GMA customers

through a monthly surcharge to such customers' bills; and (4) a performance-based incentive

mechanism that will allow WGL to retain a share of the verified net economic benefits produced

by the CARE Plan for its small C&I and GMA customers.

The Company requests that its CARE Plan amendment be approved for a three-year

period, effective November 1,2010. The Company's total proposed expenditures for its CARE

Plan for small C&I and GMA customers is $2,221,530. For the portfolio of prescriptive rebate

programs, WGL estimates that savings per participating commercial customer will be between

$71 and $101,301. The Company further estimate~ a $12,238 savings for every $2,000 spent on

the commercial custom rebates.6

l Application ofWashington Gas Light Company, For a general increase in rates,[ees, charges and revisions to the
terms and conditions ofservice as well as approval ofa performance-based rate regulation methodology under Va.
Code § 56-235.6, Case No. PUE-2006·00059, 2007 S.C.C. Ann. Rept. 315, Final Order (Sept. 19,2007).

6 Application at 10.

2



The proposed CARE Plan for small C&I and GMA customers includes nine distinct

conservation and energy efficiency programs: (I) a Low Flow Pre-Rinse Spray Valve Rebate

Program; (2) an ENERGY STAR0 Gas Storage Water Heater « 75,000 BtuIhr) Program; (3) an

ENERGY STAR Gas Storage Water Heater (2:. 75,000 Btu/hr) Program; (4) an ENERGY STAR

Tankless Water Heater (2:. 200,000Btufhr) Program; (5) a Direct Contact Gas Water Heater

Program; (6) an Infrared Heater Program; (7) an Outside Air Reset Controls Program; (8) a

Commercial Custom Program; and (9) a Community Outreach and Customer Education Program

for small C&I and GMA customers.

WGL's Application further proposes that the CRA approved by the Commission for the

Company's residential customers in Case No. PUE-2009-00064 be applied to those small C&I

and GMA customers eligible to participate in the CARE Plan. The CRA is a decoupling

mechanism that will adjust a small C&I or GMA customer's actual non-gas distribution revenues

to the allowed level of distribution revenues per customer approved in the Company's most

recent rate proceeding, Case No. PUE-2006-00059, adjusted for customer growth. A separate

CRA factor will be computed each billing cycle month for the C&I and GMA rate schedules to

establish a credit or surcharge to the distribution charges contained in those rate schedules, and

the CRA will be shown as a separate line item on customers' bills.

WGL also proposes that the CCA approved by the Commission for the Company's

residential customers in Case No. PUE-2009-00064 be applied to those small C&I and GMA

customers eligible to participate in the CARE Plan. The CCA is designed to recover the

incremental costs associated with the Company's implementation of the CARE Plan for its small

C&I and GMA customers. According to WGL's Application, the Company will track the costs

associated with the implementation and administration of the CARE programs for its small C&I
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and GMA customers and recover those costs through a monthly surcharge. At the end of each

twelve-month period of the CARE Plan, the Company will calculate the actual expenditures for

the commercial programs, compare that to projected program costs recovered through the CCA,

and provide a "true-up" for the amount recovered, if necessary, that will be applied to the CCA

the following year. Based on the proposed expenditures of$2,221,530 for conservation and

energy efficiency programs over the proposed three-year period, the Company's Application

represents that an annual CCA for a typical small C&I and GMA customer using 5,594 therms

per year is projected to be $30.30.7

Finally, WGL proposes to earn a performance-based incentive based on the

independently verified net economic benefits produced by its CARE Plan for small C&I and

GMA customers, as authorized by § 56-602 F of the Code. Accordingly, the Company proposes

to include the costs and savings of the proposed CARE Plan for its small C&I and GMA

customers in the calculation of the performance-based incentive mechanism approved by the

Commission in Case No. PUE-2009-00064.8

On July 30, 20 I0, the Commission entered an Order for Notice and Comment that,

among other things, directed WGL to provide notice of its Application; provided an opportunity

for interested persons to submit written comments on the Application; and required the

Commission Staff ("Staff') to investigate the Application and file a Staff Report containing its

findings and recommendations on the Application.

On August 27, 2010, WGL filed a Petition for Leave to File Revised Testimony of

Witness Paul H. Raab ("Witness Raab"), along with a copy of the revised direct testimony of

7 Application at 12.

• Id.
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Witness Raab9 On September 13,2010, the Staff filed its Staff Report on the Application. 10 On

that same date, the Office of the Attorney General's Division of Consumer Counsel ("Consumer

Counsel") also filed comments ("Comments") on the Application. On September 24, 2010, the

Company filed the Response of Washington Gas Light Company to the Staff Report

("Response").

Consumer Counsel raises three primary issues in its Comments: CARE program costs,

customer classes, and the performance incentive target. First, Consumer Counsel notes that

WGL's proposal includes a higher overall program cost for its seven proposed prescriptive rebate

programs than was approved for the fifteen programs approved by the Commission for

implementation by Columbia Gas of Virginia, Inc. ("CGV"). Consumer Counsel also comments,

concerning the Commercial Custom Program, that WGL seeks to spend $1.5 million, whereas

CGV was approved to spend approximately $205,000 for its Business Custom Program over a

similar three-year period. Consumer Counsel further states that, unlike CGV, none ofWGL's

program costs are offset by funds from the American Recovery and Reinvestment Act. II

Second, Consumer Counsel discusses § 56-602 A of the Code, which permits a CARE

Plan to "include one or more residential, small commercial, or small general service classes," but

does not permit participation by "large commercial or large industrial classes of customers."

Consumer Counsel notes that, though the CARE Act speaks of "classes" of customers, WGL

does not distinguish between small and large commercial and industrial classes in its tariff and

thus proposes to determine eligibility for participation based on a usage cut-off of 30,000 therms

9 On September 3, 2010, the Commission entered an Order Granting Motion to File Revised Testimony that
accepled for filing Witness Raab's revised direct testimony.

10 On September 16, 2010, StatT filed revised pages 23, 24, and 37 to its September 13, 20 I0 StatT Report.

II Consumer Counsel Comments a13.
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per month. '2 Consumer Counsel states, "[w]hile WGL's proposal appears to be a good.faith

attempt to comply with the spirit of the CARE law, it is not clear that it complies with the letter

of the law.,,13 Consumer Counsel also points out that, should the Commission allow WGL to

define what are "small" and "large" customer classes outside of its current tariff for purposes of

the CARE Act, the Commission would also have to determine whether the cut-off of 30,000

therms is the appropriate point of demarcation for program participation. 14 Consumer Counsel

further questions, among other things, whether WGL's GMA customers should be deemed

residential or commercial customers for the purpose of applying the CARE Act.

Concerning performance incentives, Consumer Counsel recommends that the

performance incentive targets in the Company's current tariff be raised to account for the

additional savings potential of any CARE programs the Commission approves. 15

In the Staff Report, Staff raises issues related to the definition of a customer class; the

calculation of costlbenefit ratios; the incentives offered for the Outside Air Reset Controls

Program, the Direct Contact Gas Water Heater Program, the ENERGY STAR Tankless Water

Heater Program, and the Infrared Heater Program; the scale and scope of the Commercial

Custom Program; the calculation of the CRA; the collection of the CCA; the need to update the

usage reduction targets used in the calculation of the Performance Incentive; and concerns with

the duration of the proposed CARE Plan amendments.

Staff first expresses the same concerns as Consumer Counsel about the use of the term

"class" in the CARE Act and the lack of distinction between small and large C&I and GMA rate

II Id. at 4·5.

" Id. at 5.

14 /d.

"ldat6·7.
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classes in WGL's existing tariff. 16 Staff also evaluates the results of the Company's cost/benefit

tests, noting that WGL did not calculate cost/benefit results for the Commercial Custom

Program. 17 For the seven prescriptive rebate programs, Staff notes that the calculations of

cost/benefit tests do not include program costs such as administrative costs and costs for

evaluation, measurement, and verification. According to Staff, "[i)gnoring these costs in the

calculation of cost/benefit ratios will inflate most of the individual program ratios, thus making

some programs appear cost-effective when they are nol.,,18 Staff expresses specific concern with

the ENERGY STAR Gas Water Heater « 75,000 Btu/hr) and (?: 75,000 Btu/hr) Programs,

which have net present value benefits of$22 and $347, respectively, without any program

costs.19 Staff further suggests that including program costs in cost/benefit ratio calculations only

in the aggregate, as did WGL Witness Raab, "will have an effect of encouraging utilities to

promote sub-optimal portfolios of energy efficiency programs designed to maximize their

allowed perfonnance incentive rather than the energy efficiency benefits to their customers. ,,20

Staff also suggests amending the incentives for four rebate programs. For the Outside

Air Reset Controls Program, Staff claims that WGL's proposed incentive exceeds the

incremental cost of installation and proposes the incentive be reduced from $880 to $208, or

approximately 25% of the incremental cost of the equipment?' For the Direct Contact Gas

Water Heater Program, Staff recommends that the flat incentive of$8,450 proposed by WGL be

16 Staff Report at 8-11.

"/d. a118.

18 /d. at 19.

"/d. at 21.

2°/d. at 22.

21 /d at 23.
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replaced with a variable amount, based upon the size of the unit, equal to one dollar per thousand

Btu per hour.22 For the ENERGY STAR Tankless Water Heater and Infrared Heater Programs,

Staff recommends that the $500 and $110 rebates be replaced with a variable amount, based

upon the size of the unit, equal to two dollars per thousand Btu per hour.23

Concerning the Commercial Custom Program, Staff expresses concern with the scale and

scope of the program compared to CGV's Business Custom Program. Staff notes that WGL's

proposed incentive budget is $1.5 million over three years, compared to CGV's incentive budget

of $52,500 over a two-year period?4 Staff further notes that WGL's Commercial Custom

Program could include fifty or more participants per year, compared to CGV's total of fifteen

participants over two years?S Staff claims that this WGL program alone could cost an average

commercial customer $70.86 over the program's three-year duration, in addition to

administrative costs and the cost ofperformance incentives for the program?6 Staff recommends

that, if WGL is allowed to implement the Commercial Custom Program, the Commission limit

the program to an annual incentive amount of$26,250 and that WGL verify the installation of all

equipment before incentives are awarded?7

Staff also takes issue with WGL's proposed calculation of the CRA, the purpose of which

is to adjust annual billed non-gas distribution revenue to what the CARE Act defines as the

22 Id.

" Id.

24 Id. a126.

" Id.

26 Id. at 27.

" Id. aI28-29.
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Allowed Distribution Revenue ("ADR") per customer class participating in the CARE Plan.28

Staff explains that the basis for the ADR, as required by the CARE Act, is the class revenue

numbers and class Cost of Service ("COS") Study from a utility's last rate case. According to

Staff, the last COS Study, revenue apportionment, and rate design that WGL developed were

based on the whole C&I and the whole GMA rate classes, with no numbers specifically

calculated for "small" C&I and GMA customers.29 Staff believes that WGL's approach, which

backs out customer count and revenues associated with the "large" C&I and GMA customers
,

from the monthly ADRs, is unsatisfactory because such a calculation would not necessarily

result in "the same monthly ADRs that would have been computed in the last rate case had the

[c]lass COS [S]tudy separated costs out to these newly defined subsets of customers, and the

revenue apportionment and rate design been developed accordingly. ,,30 Staff urges that, if the

Commission accepts WGL's plan to define subsets of existing C&I and GMA customers, the

Commission also require the Company, in its next rate filing due by February 1,2011, to develop

an alternative class COS Study and alternative rate design using small C&I, small GMA, large

C&I, and large GMA classes.31

Concerning the CCA, the sales adjustment clause, Staff suggests that the costs associated

with any newly approved programs be collected through a separate CCA for C&I and GMA

customers independent of that already approved for residential customers.32 Addressing the

" /d. at 29.

21 Id. at 30.

30 Id. at 30-3 J.

1I Id. at 32.

J2 Id. at 33.
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proposed perfonnance incentive, Staff urges that the usage reduction targets be updated to reflect

those programs the Commission approves for the small C&I and small GMA customers.33

Finally, Staff comments on the duration of the CARE Plan amendments. Staff notes the

current CARE programs for residential customers started May 1, 2010, and WGL requests the

amended programs for eligible commercial and industrial customers begin November 1,2010.

Staff urges the Commission, if it approves the amended CARE programs, to move the effective

date of the amendments to start upon Commission approval but end upon the expiration of the

previously approved CARE programs.34

WGL's Response opposes most of Staff's and Consumer Counsel's concerns and

recommendations. The Company agrees to Staff's request to calculate separately the CCAs for

residential customers and for small C&I and GMA customers eligible to participate in the CARE

programs.3S WGL argues that its definition of "large" C&I and GMA customers is consistent

with a prior Commission Order approving a 30,000 thenn threshold for Shenandoah Gas

Company customers and is consistent with the intent of the CARE Act, which itself does not

define what are "large" commercial and industrial customers.36 The Company also claims that it

is not creating a new "class" of customers because WGL's tariff already includes a block rate for

customers that use 30,000 or more thenns per month.37 WGL asserts that its position is more in

keeping with the language and intent of the CARE Act and would allow approximately 24,800

33 Id. at 33-34.

l4 Id. at 35.

3l WGL Response at 4.

36 WGL Response at 5·6 (citing Application ofShenandoah Gas Company, Far authority 10 increase ils rales and
chargesfor gas service and {a revise ils loriffs, Case No. PUE·1997·006 I6, 1998 S.C.C. Ann. Rep!. 375, Final
Order (July 16, 1998)).

31 Id. at 8.
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customers to participate in the CARE Plan, versus the Staff position that would exclude all C&I

and GMA customers from participation.38

The Company also objects to the suggestion that its proposal creates rate discrimination,

stating that "there is no unreasonable difference in the rates between Washington Gas's small

and large commercial customers. ,,39 The Company asserts that small and large commercial

customers are not "like" customers because of differences in their usage, which can be seen in

the use of different distribution charges for various customer rate blocks. Further, WGL claims

that any distinction between customers is not rate discrimination but is consistent with the intent

of the CARE Act.4o

WGL argues against Staff's suggestion that the Company defer consideration of the

CARE amendment proposal until February 1,20 II, when WGL makes its next general rate

filing. The Company claims that, as there is no period by which the Commission must make a

decision on a rate filing, pUlling off consideration of the amendment "would thwart the 'time

certain' 120-day period provided in the CARE Act" for a decision on the CARE amendment.41

Concerning Staff's request to align the annual true-up for the respective residential and

commercial CARE programs, WGL suggests that there is no benefit to this suggestion since the

true-ups will be calculated separately.42

Finally, WGL defends its portfolio and proposed budget amounts as cost-effective. The

Company agrees with the Staff's suggestion to alter the incentive for the Outside Air Reset

J8 Id.

39 Id. at 9 (emphasis in original).

4·ld. at 10.

" Id. at II.

42 Jd. at 12.
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Control Program to $208, but it disagrees with the Staffs other proposals to make certain

individual program incentives variable. WGL notes that its incentives "are based on the

Company's expertise and marketing experience with its commercial customers" and argues that

higher incentives encourage participation.43 Similarly, concerning the Commercial Custom

Program, WGL notes that the reduction in budget suggested by Staff would drastically limit

customer participation.44

NOW THE COMMISSION, based upon the record, is of the opinion and finds as

follows:

The threshold issue in this case is whether WGL's proposed CARE Plan amendment

meets the requirements ofthe CARE Act, specifically § 56-602 A, which allows CARE Plan

participants to "include one or more residential, small commercial, or small general service

classes" but excludes "large commercial or large industrial classes of customers." Further,

§ 56-602 B requires the Commission to approve or deny a CARE Plan "that allocates annual

per-customer fixed costs on an intra-class basis in reliance upon a revenue study or class cost of

service study supporting the rates in effect at the time the plan is filed." Section 56-602 C

provides that "[tJhe Commission shall approve such a plan or amendment if it finds that the

plan's or amendment's proposed decoupling mechanism is revenue-neutral, is consistent with this

chapter [Chapter 25 of Title 56J, and is otherwise in the public interest, including any findings

required by § 56-235.2 or 56-235.6."

WGL's approved tariff does not currently include separate rate schedules for "small" and

"large" C&I and GMA classes of customers. Further, the class COS Study and revenue

43 Id. at t3.14.
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apportionment perfonned in WGL's last rate case did not account for separate "small" and

"large" commercial rate classes. WGL's proposed solution, backing out the customer count and

revenue numbers associated with the subsets of large C&I and large GMA customers from the

monthly allowed distribution revenues,45 is not a sufficient substitute for a class COS Study

including separate "small" and "large" classes of C&I and GMA customers. Such a calculation

would not necessarily result in the same monthly ADRs produced using a class COS Study

including the costs ofthese separate customer classes. Accordingly, we cannot approve WGL's

proposed CARE Plan amendment at this time.46 Our ruling will not inordinately delay small

C&I and GMA customers from participation in CARE programs because WGL can amend its

tariff to include distinctive "small" and "large" commercial customer classes, as required by the

CARE Act, and perfonn a class COS Study including these additional rate classes in its next rate

case, scheduled to be filed in a few months, by February 1,2011.47

4S Section 56-600 defines "allowed distribution revenue tl as lithe average annual, \Yeather-nonnalized, nongas
commodity revenue per customer associated with the rates in effeci as adopted in the applicable ulility's last
Commission·approved rale case or performance·based regulalion plan, multiplied by the average number of
customers served. II

"This ruling is also consistent with our prior ruling in a case concerning Virginia Natural Gas, Inc's CARE Plan,
where we found thai "'[t]he statuIe speaks in terms oflhe residential, small commercial, small general service, large
commercial and large industrial classes ofcustomers.... [T]he Act does not permillhe Commission 10 create
subsets ofclasses within Ihe residential class as identified by statute.''' Application ofVirginia Natural Gas, Inc.,
For approval to implemenl a nalural gas conservation and ralemaking efficiency plan including a decoupling
mechanism and to record accounting entries associated with slIch mechanism) Case No. PUE·2008-00060, 2008
S.C.C. Ann. Rept. 566, 572, Order Approving Natural Gas Conservation and Ratemaking Efficiency Plan (Dec. 23,
2008) (quoting, in part, the comments of Consumer Counsel).

" Application ofWashington Gas Light Company, For a general increase in rates, fees, charges and revisions 10 Ihe
lerms and conditions ofservice as well as approval ofa performance-based rate regulation methodology rlnder Va.
Code § 56-235.6, Case No. PUE-2006·00059, 2007 S.C.C. Ann. Rept. 315, 318·19, Final Order (Sept. 19,2007).
As noted in the Final Order, the February 1,2011 filing must include a class COS Siudy already, so it should not be
burdensome to the Company to perform such a study including the "small" and "'arge" class designations.
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The CARE Act requires, where the Commission is denying a proposed CARE

amendment, that it state specifically the reasons for such deniaJ.48 Accordingly, we offer the

following as guidance for future amendments.

As an additional preliminary malter, it is unclear whether the GMA class should be

treated as a residential, commercial, or industrial class of customers under the CARE Act. We

note that for this filing WGL appears to treat the GMA class as a form of commercial customer

class. A future filing should clarify how GMA customers are being treated for purposes of the

CARE Act, either as residential, commercial, or industrial customers, and the basis for this

treatment.

In general, in any CARE filing we note a preference for each utility to provide its own

assumptions and analysis. This provides a utility the opportunity to develop and recommend

programs that are best suited to its customers and the dynamics of its service territory. The

programs developed for one utility may not necessarily be the best choice or in the public interest

for another. Further, more granularity in describing proposed programs and the assumptions

behind them will assist the Commission in considering and making the findings required by the

CARE Act.

In particular, concerning program cost allocation, WGL states that there are

approximately $600,000 in proposed program costs that it cannot allocate among the separate

proposed programs, representing approximately 27% of the total cost WGL seeks to recover

through this filing. However, failure to include program costs in costlbenefit calculations can

tend to inflate individual program ratios. Where possible, program costs should be allocated or

assigned to individual programs for inclusion in the costlbenefit tests. Where the Company

48 Va. Code § 56-602 B.
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believes this is not possible, it should provide a list of program costs by category with an

explanation why these costs cannot be allocated to individual programs.49

We also stress that costlbenefit tests must be performed for all proposed programs. We

cannot find programs to be "cost-effective conservation and energy efficiency programs" unless

we can analyze them "using the Total Resource Cost Test, the Societal Test, the Program

Administrator Test, the Participant Test, the Rate Impact Measure Test, and any other test" we

find appropriate.50 The CARE Act mandates that CARE programs be cost-effective before they

can be approved by the Commission. Moreover, the burden of proof is on the applicant to show

its proposed CARE programs are cost-effective. In cases such as the Commercial Custom

Program, no costlbenefit tests were performed by WGL even though the Company anticipated

spending more than $1.5 million on this program alone. Where proposed program costs are

uncertain due to the flexible nature of the program, smaller trial programs that can be enlarged

after proven effective may best ensure that customer dollars are spent wisely. The program costs

incurred for the Commercial Custom Program should also be set at a level that prevents

imposing an unreasonable cost burden on those commercial and industrial customers who do not

participate in the CARE Plan. The impacts on participating and non-participating customers

should also be clearly identified.

Additional concerns with the Commercial Custom Program include the Company's

proposal for random auditing to verify that the customer has installed the equipment for which a

" We also note, with regard to cosVbenefit tests, that a score of 1.0 means that the cost of a program does not exceed
its benefits, i.e., it is a break-even score. For a program with a cosVbenefit result at or barely surpassing 1.0 without
the inclusion of program costs, including such costs may rendcr the program not cost effective.

50 Va. Code § 56·600, definition of "Cost-effective conservation and energy efficiency program." See also
Commonwealth of Virginia, Slale Corporation Commission, Report /0 the Governor a/the Commonwealth of
Virginia and the Virginia General Assembly, "Repon: Study to Determine Achievable and Cost-effective Demand·
side Management ponfolios Administered by Generating Electric Utilities in the Commonwealth Pursuant to
Chapters 752 and 855 of the 2009 Acts of the Virginia General Assembly" at 33 (Nov. 15,2009).
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rebate application has been received. In such a program where each customer proposal is

unique, all equipment installations and project savings should be verified before rebates are

given. The programs should also analyze free ridership percentages and estimates of thermal

savings, as well as the potential for excluding some customer-proposed energy efficiency

measures that involve fuel switching and those that would result in customers meeting, rather

than exceeding, applicable energy code criteria or standard industry practice.

As for rebates, in at least one proposed program, the Outside Air Reset Controls Program,

the initial rebate of $880 may exceed the incremental cost of installing the controls, providing

participants a windfall. WGL agreed to reduce the proposed incentive to $208, as recommended

by Staff. We also agree with this recommendation. CARE programs should not be designed to

provide windfalls to certain customers paid for by other customers, but rather to provide them

"with long-term, meaningful opportunities to more efficiently consume natural gas and mitigate

their expenditures for the natural gas commodity ..." and to "enhance the utility bill savings that

customers receive when they reduce their natural gas use."SI Additionally, for the Direct Contact

Water Heater Program, ENERGY STAR Tankless Water Heater Programs, and Infrared Heat

Program, WGL proposed flat rebate amounts for these programs. Since customer savings may

vary based upon the size of the qualifying units installed through the programs, the size of the

incentives for these programs should be similarly varied, as recommended by Staff. Where

practicable, correlating rebates with energy savings is appropriate where those savings will vary.

Finally, the WGL-proposed CARE Plan amendment did not include updated usage

reduction targets to reflect the additional CARE Plan programs in its performance incentive

mechanism. These targets should be updated to reflect usage savings for any proposed CARE

" Va. Code § 56·60 I A 4 and A 6.
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program in a future filing with the Commission. Implementation of amendments should also be

in synchronization with CARE Plan programs already approved so that annual true-ups will

coincide.

Based upon the foregoing, accordingly, IT IS ORDERED THAT:

(I) WGL's Application is denied.

(2) This matter is continued pending further order of the Commission.

AN ATTESTED COpy HEREOF shall be sent by the Clerk of the Commission to:

Beverly J. Burke, Esquire, Bernice K. McIntyre, Esquire, and Meera Ahamed, Esquire,

Washington Gas Light Company, 101 Constitution Avenue, NW, Washington, D.C. 20080; C.

Meade Browder, Jr., Esquire, and Ashley B. Macko, Esquire, Division of Consumer Counsel,

Office of the Attorney General, 900 East Main Street, Second Floor, Richmond, Virginia 23219;

and a copy shall be delivered to the Commission's Office of General Counsel and Divisions of

Energy Regulation, Public Utility Accounting, and Economics and Finance.
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