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Executive Summary

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 Senaie 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. This report is the second such report tendered by
the Commission in compliance with this requirement. The first report was filed on December 1,
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

it



modifications, and WGIL, was permitied to place its proposed decoupling rate adjustment
mechanism into effect on May 1, 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
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. In considering
these tests, it should be noted that they rely on projections that are likely to vary from actual
experience. Some estimates are difficult to predict with any significant degree of accuracy.
Consequently, actual cost/benefit test results will likely vary, perhaps significantly, from the
utilities’ estimates. Further, cost/benefit tests do not consider any increases or decreases in a
utility’s non-gas revenue that might arise 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 customeis that do not
participate in the proposed programs will be negatively impacted by the proposed plans. These
negative impacts may be offset by benefits to participants {o 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 three utililties 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 three 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 perspecﬁves, but the estimates also show that the

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

! 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 arc not
considered to be non-gas revenues.



non-participants 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.? 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 this 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 Cefs. However,
VNG’s own estimates indicate that its programs have generated actual reductions of less than
491,000 Ccfs, so consumers are paying for a level of energy reductions that are not occurring.3
The Commission will continue to monitor results of the utilities’ efficiency plans and report to

the Governor and General Assembly as directed.

? The Natural Gas Conservation Act allows gas uiilities 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,

* The results 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 Cefs. However, Columbia’s engineering estimates indicate that its programs have generated actual
reductions of approximately 77,000 Cefs. 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.



Introduction

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 (o
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 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 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, This report is the second
such report tendered by the Commission in compliance with this requirement. The first report
was filed on December I, 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-
participating classes of customers are not adversely impacted. Such plans may include one or
more residential, small commetrcial, or small general service classes but cannot apply to large

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

#2008 Va. Acts ch. 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 opportunity 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, 56-601, 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-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.

“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 Conmmission to be cost-effective
dafter 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 Conunission 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.

"Decoupling 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 custonter, 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 revente
affected by changes in per customer consumption of gas.

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

"Revenue-neutral” 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-norinalized nongas utility
reveniie 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 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 56-601 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 annual average weather-normalized consumption of natural

2as;

2. Provide reasonable assurance of a utility's ability to recover costs of serving
the public, including its cost-effective investments in conservation and energy
efficiency as well as infrastructure needed to provide or maintain reliable service

to the public;

3. Reward utilities for meeting or exceeding conservation 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 recovery is not inconsistent with such conservation and energy efficiency

goals;

5. Recognize the economic and environmental benefits of efficient use of natural
gas; and



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 ufility rate designs or other mechanisms that promote
inefficient use of natural gas with rate designs or other mechanisms that ensure a
utility's recovery 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 recovery of the costs associated with cost-effective
conservation and energy efficiency programs; and

3. Reward utilities that meet or exceed conservation and energy efficiency goals
on a weather-normalized, annualized average customer basis through the
implementation of cost-effective conservation 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; (it) 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”;’

e 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.



by the utility's cost-effective conservation and energy-efficiency programs during the

previous year”;®

* 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,

e 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.

¢ Va. Code § 56-602 E.



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 filing, 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 impact 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 cost/benefit tests rely on a number of

projections that are likely to vary from actual experience. Some of these estimates are difficult



to predict with any significant degree of accuracy. It is also important to note that the
cost/benefit 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 Resuits

Program Participant | RIM TRC PA

Test Test Test Test

Benefit/Cost Ratio

Seasonal Check-Up 243 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
Summary 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 estimated that the proposed programs would

produce net benefits of $39.5 million over a ten-year period.



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 annual true-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, furnace and
appliance efficiencies, customer price and inflation elasticities, customer awareness, and other
factors unrelated 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 veritfied net economic
benefits created by its conservation and energy efficiency programs. Such a request could be

made in the future.

7 This proceeding established VNG’s performance-based regulation plan. See Application of Virginia Natural Gas,
Inc., For approval of a performance based rate regulation methodology pursuant to Virginia Code § 56-235.6, and
General Rate Case Filing of Virginia Natural Gas, Inc., For investigation of jusiness and reasonableness of current
rates, charges, and terms and conditions of service in compliance with prior Conmission Order, Case Nos,
PUE-20035-00057 and PUE-2005-00062, 2006 S.C.C. Ann. Rept. 341, Order (July 24, 2006).



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 1, 2009.® 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-participants, 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 participate 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
participation expected in the ECP and that “it is reasonably appropriate to consider the number of
customers targeted, and the type of programs that they are targeted with, as part of the ECp.”
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 . . e

8 See Application of Virginia Natural Gas, Inc., For approval to implement a natural gas conservation and
ratemaking efficiency plan including a decoupling mechanism and fo record accounting entries associated with
such mechanisnt, Case No. PUE-2008-00060, 2008 S.C.C. Ann. Rept. 566, Order Approving Natural Gas
Conservation and Ratemaking Efficiency Plan {Dec. 23, 2008).

% Id. 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 Programmable Thermostat Program with 5,000 expected
participants,

% 1.



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 of VNG’s proposed decoupling mechanism on the
company’s non-gas revenues. The Commission recognized that in VNG’s performance-based
ratemaking (“PBR"”) 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 construct a
certain pipeline and freeze rates for five years. The Commission described this second condition

»l Next, the

as “a necessary and obviously critical component of our approval of that plan.
Commission 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 PBR
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

14, at 574.
2 1d. at 574-75.



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 requirenients 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 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 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, 2009.7 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 aiready approved programs; to align rebates
between programs and/or increase rebate amounts; to expand programs receiving reallocated
dollars; to carry 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 realiocation would raise issues of creating potential savings for a

i Application of Virginia Natural Gas, Inc., To modify its conservation and ratemaking efficiency plan, Case No.
PUE-2009-00070, 2009 S.C.C. Ann. Rept. 509, Final Order (Nov. 16, 2009).

11



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
lower 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’ cost/benefit analyses,
in part to determine whether these programs should be continued if VNG were to file to extend
its CARE plan."> A copy of this Order is Attachment B to this Report.

VNG’s 2009 Annual Report

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

Commission. VNG discussed the various aspects of its recent education and outreach efforts,

Y See Application of Virginia Natural Gas, Inc., For authority to amend its Conservation and Ratemaking
Efficiency Plan, Case No. PUE-2009-00139, Doc. Con, Cen, No. 100430003, Finat Order (Aprit 14, 2010).

1> Application of Virginia Natural Gas, Inc., For authority to amend its Conservation and Ratemaking Efficiency
Plan, Case No. PUE-2009-00139, Doc. Coen. Cen. No. 100730218, Order Approving Modifications and Amended

Application {July 23, 2010).



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 participation. According to VNG, the 2009 evaluations were performed utilizing two
savings assumptions: (1) future savings will be equal to the savings measured in VNG’s billing
6

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

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

the following table:
Test Results Under Billing Analysis

Program Participant | 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 (.95 1.91
ENERGY STAR Pilot 2.17 0.64 1.39 543
Programmable Thermostat 10.65 0.62 6.63 6.63
Summary of All Programs 2.92 0.56 1.62 2.65

‘6BﬁﬁnganmyﬁskthedevdopnwntofmleﬁhnMeofnwamwesaﬁngsbyevahaﬁngspedﬁccuﬁonwr
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 VING’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 315 0.55 1.73 2.43
Space Heating 1.54 0.48 0.74 1.49
ENERGY STAR Pilot 2,17 0.04 1.39 543
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 of VNG’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 engincering 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 this result, VNG recommended continuing
this program, primarily because federal stimulus dollars became available in 2010 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 follows."”

January — September 2009 Resulis

Program expenditures assoclated with customer rebates and other offerings: $923,683
Annual natural gas usage reductions associated with program expenditures: 116,136 Ccfs
Revenue deficiency recovered through the revenue decoupling mechanism: 54,681,024
Usage reductions tied to collections under the revenue decoupling mechanism: 9,755,057 Ccis

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

Based on updated information submitted by VNG to the Commission Staff, the number
of incentives provided to customers and the associated estimated annual natural gas usage
reductions for October 2009 through August 2010 are shown below:

QOctober 2009 — August 2010 Results

Prog 8 RE ; g
Air Filter Coupons 3,529 -11.8 -41,642
Free Thermostat 9,288 -18 -167,184
Programmable Thermostat Rebate 270 -18 -4,860
Seasonal Check-Up 782 -37 -28,934
Space Heating 986 =77 -75,922
Tank Water Heater 186 -45 -8,370
Tankless Water Heater 451 -78 -35,178
Low-Income Weatherization 223 -52 -11,596
Th ba 1,314

' This information was reported in more detail 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

Seasonat Check-Up $25,519
Programmable Thermostat Rebates 50
Low-Income Weatherization $140,000
Tank Water Heater . $27,563
Tankless Water Heater $201,506
Space Heating $409,630
Free Programmable Thermostat $227,064
Community Education and Qutreach $655.425
Air Filter Coupon $14,152
ENERGY STAR New Construction 50
_Other Expenses $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 Cef 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 3 742,558 29,446864 27,926,960 (1,519,904
Jan b 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 3 (597,3713) 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 3 119,148 2,841,986 2,369,189 (472,797)
501 2,935,816 2,429,1

1k

16



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 supporting this collection effectively assume that VNG’s
efforts have produced usage reductions of almost 8.2 million Cef during this period. Further,
since its inception, VNG’s decoupling mechanism has compensated the company for usage
reductions of approximately 18 million Cef and allowed it to collect additional non-gas revenue
of nearly $7.7 million from its ratepayets. By contrast, VNG’s own estimates indicated that the
measures installed pursuant to its plan would produce cumulative annual savings of only
491,136 Cef."®

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,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 Cefs 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.

13 This includes reductions of 116,136 Ccf per year, aliributable to measures taken in 2009, in addition fo the
375,000 Ccf reduction estimated for the current period.
¥ Va. Code § 56-500, definitions of “allowed distribution revenue” and “decoupling mechanism,”



Columbia Gas of Virginia, 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
(1) 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 cormhunity 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 communication {ools to provide

information to customers including periodic bill inserts, news releases, and direct information



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 certain 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,

Performing 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
enecrgy audits, The audit would be completed electronically or via mail. Upon audit completion,
the customer would receive a customized report 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
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gas equipment for newly constructed {except where noted) or existing facilities, or o take steps
to improve efficiency of certain equipment. To receive incentives, customers would have to
submit completed application forms with suppotting 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, This 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 incurred 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 Community 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.”® Columbia planned to utilize energy auditors trained throngh the DHCD-funded
program to provide assessments for eligible customers.

Columbia examined its proposed efficiency programs utilizing various cost/benefits 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 59 1.0 1.3 1.5
Web-based Audit Program 30.1 1.3 33 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

2 The DHCD maintains a list of weatherization providers located throughout Virginia with whom low-income
customers may apply for weatherization benefits. See
http:/fwww.dhed.virginia.gov/HousingPreservationRehabilitation/PDFs/weatherization_providers.pdf
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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 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. 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 fo
align Columbia’s annual actual billed non-gas distribution revenue with a pre-established level of
annual distribution revenue. The pre-esiablished 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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Summary 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 othei' 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.*! 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 further found that

Columbia’s CARE plan should be approved effective December 31, 2009.%

= 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-2009-00051, 2009 8.C.C. Ann. Rept.
484, Final Order (Dec. 4, 2009),

% 1d. at 486.
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The Commission also considered the impact of the RNA decoupling mechanism on
non-participating 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.?

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
deCOLIpIing 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 part 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.

2 1d. 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 inciuded 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 Order™ (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 reqguiring
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.

* Application of Columbia Gas of Virginia, Inc., For authority to amend its natural gas conservation and rate
making efficiency plan, Case No, PUE-2010-00099, Doc. Con. 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 2010%

-PFOET;

Furnace 0 19 30 12 17 78
Tank Water Heater 0 9 6 0 1 16
Tankless Water Heater 0 2! 15 8 1] 47
[nsulation ¢ 2 { 50 179 232
Windows 0 0 3 i 4 8
Faucet Aerators 182 286 118 292 490 1,368
Low Flow Shower Heads 91 143 59 146 245 684
Pipe Insulation — 2 pieces 38 54 16 28 180 316
Water Heater Blankets

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

with the above totals:

Estimated Annual Usage Reductions by Program

Furnace 78 T0.2 5470
Tank Water Heater 16 18.2 291
Tankless Water 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 42 5,746
Low Flow Shower Heads 684 55.5 37,962
Pipe Insulation - 2 pieces 316 134 4,234
Water Heater Blankets 136 21.1 2,870

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

% The incentives listed are for participation in the Home Savings Program or Web-based Home Audit Program. No
incentives for business-related programs were given during this time period.
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Program Expenditures Through August 2009

Education and Outreach $195,536

Home Savings Program $115,593
Web-based Audit $127,703
Low-Incoine Program $75,000
Business Savings Program 5236
Business Custom Program

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 and Cef Sales

Jan $ 1,280,337 48,781,105 46,103,614 (2,677,495
Feb $ 819,571 45,391,486 44,003,024 (1,388,462}
March b 257,493 35,188,118 34,923,053 (265,065}
Apr $ 247,625 22,586,050 22,042,737 (543,313}
May 3 217,793 11,435,572 10,753,509 (682,063)
June $ 280,898 7,870,683 6,950,613 (920,070)
July $ (31,432} 5,360,929 5,519,119 158,190
3 110,443

This table shows that the operation of Columbia’s decoupling mechanism has enabled the
company fo 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
fast SCC-approved rate case or performance-based regulation plan,”® 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

WGLs Application

On September 29, 2009, WGL filed a proposed CARE plan to offer incentives to ifs
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 %74, Code § 56-500, definitions of “allowed distribution revenue” and “decoupling mechanism.”
7 See Application of Columbia Gas of Virginia, Inc., For approval of a performance based rate regnlation
methodology pursuant to Va. Code § 56-235.6, Case No. PUE-2005-00098, 20006 5.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 annuval 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 belfow.

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 Thermostat 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 information 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 part 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 Replacement Program. 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 New Homes Program with ENERGY STAR. This program was proposed to
encourage residential customers to install ENERGY STAR-rated natural gas equipment in new
residential construction. 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.®  To be eligible for the program, a residential customer would be required to
have natural gas for both space heating and water heating,

Commercial Efficiency Program. 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 certain 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.

% The ENERGY STAR home construction standard provides for a home that is at least 1S 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-Income Energy Assistance 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.

Residential Essential 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 cost/benefits tests, and the

results are surmmarized below.

WGL Program Results
Program 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
Summary 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 of WGIL’s plan.
Subsequent surcharges would be billed on a monthly 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 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 cfficiency 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

® Application of Washington Gas Light Company, For a general increase in rates, fees, charges and revisions to
the terms and conditions of service as well as approval of a performance-based rate regulation methodology under
Va. Code § 56-235.6, Case No, PUE-2006-00059, 2007 S.C.C. Ann. Repl. 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 fo 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 recommended by the Hearing Examiner.®® Among other things, the Commission rejected
the Residential Efficiency Program and the Commercial Efficiency Program and approved the
Boiler/Furnace Replacement Program with only a $250 incentive for equipment with an
efficiency of at least 85%." A copy of the Order is Attachment E to this Report.

The Commission’s Order also discussed the impact of WGL’s plan on non-participating
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.*> The Commission also ordered WGL to file reports each year the CARE plan is in
effect, starting August 1, 2011 23

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 |

*® Application of Washington Gas Light Company, For approval of natural gas conservation and ratemaking
efficiency plan including a decoupling mechanism, Case No, PUE-2009-00064, Doc. Con. Cen, No. 100360098,
Order Approving Natural Gas Conservation and Ratemaking Efficiency Plan (Mar. 26, 2010).

*'Id. at 13-14.

2 Id. at 15-16.

¥ Id. at 10-11.
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apartment (“GMA”) customers using 30,000 therms of gas ot less per month.** The company’s
proposed CARE plan for these customers consisted of four main components: (1) a portfolio of
seven rebate programs, a Commercial Custom Program, and a Community Qutreach and
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 Ievel of distribution revenues per customer approved in WGL’s most recent rate
case;> (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 Order’® (Attachment F to this Report)
denying WGL’s application to amend its CARE plan, citing as the threshold issue whether
WGL’s proposed CARE plan amendment meets the requirements of § 56-602 A, which aliows
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
Commission 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 apportionment performed in WGL’s last rate case did not account for
separate “small” and “large” commercial rate classes. The Commission noted that WGL can

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

* 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 of customers,” WGL proposed that its CARE plan apply only to its
C&Il and GMA customers using 30,000 therms of gas or less per month.

¥ Application of Washington Gas Light Company, For a general increase in rates, fees, charges and revisions to
the terms and conditions of service as well as approval of a 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).

¢ Application of Washington Gas Light Company, For authority to amend its natural gas conservation 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.%

Preliminary Results of WGL's Plan

The Commission approved WGL’s CARE plan {o be effective on May 1, 2010, and WGL
began offering its conservation and energy efficiency programs on November 1, 2010. As such,
no information is available at this time regarding incentives provided to customers or natural gas
usage reductions related to WGL's programs,

WGL did, however, begin collecting its revenue decoupling mechanism effective May 1,
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

6,072,850 6,064,544

3,924,891 4,005,725
39698

The operation of WGL’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

7 Application of Washington Gas Light Company, For a general increase in rates, fees, charges and revisions to
the terms and conditions of service as well as approval of a performance-based rate regulation methodology under
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 I, 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 pait, to customer-initiated efficiency efforts. 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.

% Va. Code § 56-500, definitions of “allowed distribution revenue” and “decoupling mechanism.”

36




Conclusion

The Commonwealth’s three largest natural gas utilities have developed and implemented
conservation and ratemaking 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
petspectives. 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 repoit to the Governor and General Assembly as directed.
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On July 16, 2009, Virginia Natural Gas, Inc. ("VNG" or the ”Company""j%ﬁled%ith tCﬁ%
State Corporation Commission ("Commission") a Motion for Waiver and Application to Modify
its Conservation and Ratemaking Efficiency ("CARE") Plan as approved by the Cdmmission in
Case No, PUE-2008-00060 ("Application"),! 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 modiﬁéations include:
(i) expanding the eligibility requirements for the low-income weatherization program to match
the eligibility requirements of the Company'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 programmable thermostat program;
(iv) shifting aliocated dollars from the programmable thermostat program to the tankless water

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

! Application of Virginia Natural Gas, Inc., For approval to implement a natural gas conservation and ratemaking
efficiency plan including a decoupling mechanisin and to record accounting entries associated with such
mechanism, Case No. PUE-2008-00060, 2008 5.C.C. Ann, Rept. 566, Order Approving Natural Gas Conservation
and Ratemaking Efficiency Plan {(Dec. 23, 2008).

? Eligibility has expanded for the Company's pariner agencies as a result of their receipt of funds pursuant to the
American Recovery and Reinvestment Act of 2009 ("Stimulus Act™).



water heater programs by shifting allocated doliars 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: (1) 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 electronicatly from a VNG customer who urged the Cominission 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 the 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 filings 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.



Accordingly, IT IS ORDERED THAT:

(1) 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-2008-00060, is hereby approved.

(2) VNG’s request for permission to modify certain aspects of its conservation and
energy efficiency programs, as st 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, Esquire, 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, 2™ Floor,
Richmond, Virginia 23219; and the Commission's Office of General Counsel and Divisions of

Energy Regulation and Economics and Finance.
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VIRGINIA NATURAL GAS, INC. ' B
CASE NO. PUE-2009-00139
For Authority to Amend its Conservation

and Ratemaking Efficiency Plan

ORDER APPROVING MODIFICATIONS
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 Redovery and Reinvestment Act of 2009 (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

' Application of Virginia Natural Gas, Inc., For approval to implement a natural gas conservation and ratemaking
efficiency plan including a decoupling mechanism and to record accounting entries associaled 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) (“December 23, 2008 Order").
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(high-efficiency furnace) program; (iv) authority to align the rebate for a programmable
thermostat of the customer's choice with the free programmable thermostat program and to
maximize the seasonal checkup program as approved 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 fuqu 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;? 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.

? According to the Company's Application, VNG proposed to advise the Commission Staff in advance of any such
reaflocation or carry-over of budgeted funds.
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On January 25, 2010, 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, 2010, written comments on the
issues presented in the case and directed the Company to file, on or b.efore 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, 2010, 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:
(1) 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

3 See Application of Virginia Natural Gas, Inc., For Authority to Amend its Conservation and Ratemaking Efficiency
Plan, Case No, PUE-2009-60139, Doc. Con. Cen. No. 428114, Final Order {(April 14, 2010} (hereinafer "Final

Order").
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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 of the 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 1 of every year
thereafter during the term of the Company's CARE Plan. . . .

The annual reports required herein will provide important
information 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.?

On May 285, 2010, VNG filed "Virginia Natural Gas, Inc.'s Acceptance of Modifications
and Amended Application” ("May 25, 2010 Filing"). On June 14, 2010, 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." (hercinafter

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

4 Id., 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: (1) 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 of VNG'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 Comrission 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 of VNG's Compliance Filing, we find that it complies with the findings and requirements
in the Final Order, We recognize that many of VNG's CARE Plan programs include

amendments thereto that have not been implemented for a full twelve months, We will,
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therefore, continue to review the cost/benefit analyses associated with these programs to consider
whether the programs remain cost-effective during the term of VNG's Plan and to determine
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 L. 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") ged an’

application with the State Corporation Commission ("Commission") pursuant to Chapter 25 of
Title 56 (§§ 56-600 ef 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")

! Application at 1.




customer classes; (ii) provisions to address the needs of low-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 decoupling mechanism in the form of a sales
adjusiment 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, ¢ontains 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 miliion".*> 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; (it} funding for

training and education to increase the number of energy auditors who support low-income
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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. i

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' bilis as a surcharge applicable
separately to the RS and SGS customer classes. The proposed CPA is $0.137/Mcf for RS
customers and $0.032/Mcf for SGS customers for the first year of the CARE Plan.

The Company's Application also represented that Chapter 25 of Title 56 (§§ 56-600
et seq.) of the Code (the "Act") permits the Company to receive up {o 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



decoupling mechanism in the form of a Revenue Normalization Adjustment ("RII\IA“)3 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.*

Columbia's proposed CARE Plan also included a provision requiring it to perform a
second earnings sharing test on behalf of non-participating classes of customers. The Company
explained that "[i]f the 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

"> The Company asserted that the use of a second

for that non-participating customer class.
carnings 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.

3 For purposes of the RNA, the Company's RS customer class is defined as ali customers taking service under Rate
Schedules RS and RTS as well as residentia! 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 SGTS as
well as small general service customers taking service under Rate Scheduje EDS.

* See Application of Columbia Gas of Virginia, Inc., For approval of a performance based rate regulation
methodology pursuant to Va. Code § 56-235.6, Case No PUE-2005-00098, 2006 5.C.C. Ann. Rept. 366, Final
Order (Dec. 28, 2006); Application at 11.

5 Application at 12,



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
Councif ("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
Staff's motion., The Hearing Examiner granted Staff's 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 Staff's 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



Company; Sherry H. Bridewell, Esquire, Kerry R. Wortzel, Esquire, and Glenn P. Richardson,
Esquire, counsel for the Commission Staff:; Ashley B. Macko, counsel for the OAG; and
Michae! 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. Thereafier, 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. Inhis

Report, the Hearing Examiner summarized the testimony and discussed the provisions of the
Plan, as modified by the Stipulation. In his discussion of the 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 biw/hr) Measure, and the High-Efficiency Gas Steam Boiler (> 2,500,000 btu/hr)
Measure, leaving twenty-seven (27) individual conservation and energy efficiency measures.®
The Examiner noted that during 2010 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

® Report of Michael D. Thomas, Hearing Examiner, Doc, Con. No. 420713, at 33 (Nov. 4, 2009). Hereafter, this
document will be cited as "Hearing Examiner's Report.”



Reinvestment Act ("ARRA™.” Funds reccived 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.® Columbia will not
recover ARRA funding from it.s customers as part of the CPA. Further, Columbia updated its
cost-effectiveness analysis to reflect the application of ARRA funds to eligible measures.”
According to the Hearing Examiner, the case 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, '

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.'! The
Stipulation also included revised CARE program expense projections set out in the Stipulation at
page 4.'2 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 tarift will
continue beyond an extension, revision, modification, or termination of the CARE Plan, as

described in the Stipulation.13 Under the terms of the Stipulation, the Company must file for

1d
8 1d
Id.
13 Id
"rd
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approval to extend, modify, or renew the CARE Plan beyond December 31, 2012, or it will
terminate.'*

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.’* 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.'¢

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 ifs 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.'” The Hearing
Examiner commented that:

Taking into consideration the ARRA [American Recovery and
Reinvestment Act] funding and the muiti-perspective approach to
evaluating the cost/benefits of the programs and individual
measures, the CARE Plan provides one or more cost-gffective
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.

" 1d.
% 1d at 39.
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Finally, the CARE Plan does not adversely impact the rates of the
Company's non-participating customer classes.'®

In sum, the Hearing Examiner found that:

(1) 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
Ratemaking Lfficiency Act, §§ 56-600 to 56-602 of the Code; and

(3) The Stipulation reasonably addresses other substantive issues
affecting the Company's CARE Plan."®

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 Staff within 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.?®

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 finds 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

of the Act, represents a "revenue neufral” conservation and ratemaking efficiency plan as

isld
¥ 1d atdl.
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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 Cade, and that such decoupling mechanism is
otherwise consistent with the Act; that the terms of the Stipulation and its attachments should be
incorporated herein by its attachment 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 Janoary 2010 billing eycle; 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,
the 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 decoupling 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 of the 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 of natural gas savings of 3,271,687 Mcf projected 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 statuiory 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 a;verage commodity costs of gas
for each year.?' Such approach, in our view, avoids the vagaries inherent in any long term
projection of natural gas prices.

Accordingly, [T IS ORDERED THAT:

(1) The findings and recommendations of the November 4, 2009 Hearing Examiner's

Report are hereby adopted.

! Stipulation 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 of Virginia, Inc., 1809 Coyote
Drive, Chester, Virginia 23836; Edward L. Flippen, Esquire, and Bernard I.. 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; Michae! J.

12



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 ) [
) L
COLUMBIA GAS OF VIRGINIA, INC. ) '
) CASE NO. PUE-2009-00051
For approval to implement a natural gas )
conservation and ratemaking efficiency plan )
inclhuding a decoupling mechanism )

PROPOSED STIPULATION AND RECOMMENDATION

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 (“VIGUA™)
{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 CGV be
approved, as modified below.

(1)  Except as modified by this Stipulation, the Stipulating Participants agree that the !
Company’s CARE Plan as set forth 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 Program, and Business Custom Program,; (ii) the CARE
Pi'ogram Adjustment (*“CPA”) that provides for the recovery of conservation and energy
efficiency program costs on & timely basis; and (iii) the CARE Plan eamings tesi that is designed

to ensure that non-participating classes of customers are not adversely impacted.




Conservation and Energy Efficiency 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

* & & & o @

ENERGY STAR Natural Gas Storage Water Heater in New and Emsung Homes*
ENERGY STAR Natural Gas Tankless 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

Weh-Based Home Audit Program

*

* & @

Free Water Heater Blanket

Free Low-Flow Showerheads

Free Faucet Aerators

Free Hot and Cold Water Pipe Insulation

Residential Low-Income Program

Business Savings Program

» & & 9 4 » & &+ ¢ * »

Low-Flow Pre-Rinse Spray Valve (Retrofit Applications)

High-Effictency Coin-Op or Laundromat Clothes Washer

ENERGY STAR Gas Storage Water Heater (< 75.000 btu/hr)*
High-Efficiency Gas Storage Water Heater (> 75.000 btu‘hr)

ENERGY STAR Tankless Water Heater (< 200,000 btu/hr)*
High-Efficiency Tankless Water Heater (> 200.000 btu‘hr)

ENERGY STAR Gas Boiler (< 300,000 btwhr)*

High-Efficiency Gas Hot Water Boiler (> 300.000 btw/hr and < 2,500.000 btuwhr)
High-Efficiency Gas Steam Boiler (> 300,000 btu/hr and < 2,500,000 btu‘hr)
Direct Contact Gas Water Heater

High-Efficiency Gas Furnace (AFUE > 90%)*

High-Efficiency Gas Furnace (AFUE > 92%)*

High-Efficiency Gas Furmace {AFUE > 94%)*

Infrared Heater

Outside Air Reset Controls

D




Business Custom Program

3) The Company anticipates that, during 2010 and 2011, the CARE Plan will be
supplemented by approximately $382,500 in funding from the U.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 elirninatio.n of three Business Savings Program measures that were included in the
Company’s initial Application.! For purposes of settlernent, 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.

"'The Company withdrew the Boiler Tune-Up Measure. the High-Efficiency Gas Hot Water Boiler (> 2.500.000
biwhr) Measure, and the High-Efficiency Gas Steam Boiler (> 2.500.000 buw/hr) Measure. The Company also
incorporated updated cost information from the DOE with respect to the ENERGY STAR Gas Boiler (< 300.000
bm/hr) Measure.
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REVISED Gross Annual Natural Gas Savings Projections at the Customey Mefer
{(Incremental Annual Mef Saved)

Program Sector Year 1° Year 2 Year 3 13.;:] E".;ztti;?e
Education and Outreach All - - - - -
e Home Savings Program Res. 23,949 35.631 47382 L 106,969 2,102,699
Web-hased Home Audit Program Res. 25,305 25,305 25,305 75914 759,142
Residential Low-Income Program Res. - - - - | -
Business Savings Program | Sm., Gen Serv 4,530 6,795 9.081 20,386 | 334,415
Business Custom Program | Sm. Gen Serv - 1,676 3,352 5.029 75,431
Total Savings (MCF) 53,785 69,407 85,107 208,298 3,271,687
Sevings as & Percontage ;féggg 0.34% | D043% | 081%] 1.28%
Savings as a Per‘"’e"‘agggfg;gi | 005% | 009% | 0t4%| 028%

(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 wil] 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 Design, Administration, Customer Yncentives, Evaluation and Outreach)

2010 2011 2012
Budget & .
Program Proje(::%ons Prsjzcé%cfns Prsjlé?:?i?ns 3;,:;90;? I

(2000%) {2009%) (2009%) Projections
Education and Oulreach $380,000 $385,000 $435,000 $1.200.000
Home Savings Program 51,207,369 $1,661.370 $2.460,583 $5.320.322
Web-hrased Home Audil Program $315,664 $233,598 $233.998 5783,659
Residential Low-Income Program $150,000 $150.000 $160,000 $450,000
B 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 realiocate 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 enrolied in that vear only. The savings in Years 2 and 3 are

incremental to the previous vear’s savings.

*The Company may not recover more than the approximately $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 amounis are approved
by the Commission. The ARRA funding will not be recovered through the CPA,
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administration costs) to another measure or program within a CARE Plan year without prior
approval from the Commission. Similarly. the Company wil] 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 reguired to
reallocate funds in excess of the foregoing budget limits from such measure(s) or program(s).
The Company will also be permitted 1o carry over 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 io the following year. However. the Company will advise the Staff in advance of
any such reallocation or carry-over of budgeted funds. Measure level budgets for the Home
Savings Program, Web-Based Audit Program and Business Savings Prpgrams are reflected in
Attachment 1 to this Stipulation. The Company will also be authorized to allocate ARRA 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 cam an incentive of up to 15% of actual independently verified net economic
benefits created by CGV’s portfolio of cost-effective conservation and energy efficiency
prégrams. CGV'’s performance-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 isa

summary of the performance incentive contained in the General Terms and Conditions.
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(8) CGV will be permitted to recover a percentage of independently verified net
cconomic 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 Performance Incentive Rate used to determine the level of
performance-based incentive eamed. if any, will be determined by
comparing the annual savings expected (o 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 participants in the programs andror
measures, measured from the year of installation, The usage reduction
targets for the CGV CARE Plan are as follows:

2010: 53.785 Mcf

2001 123,192 Mcef

2012: 208,298 Mcf
The Performance Incentive Rate will be determined by the annual savings
expected to be achieved by the installed programs and:or measures as a
percentage of the above us'age reduction targets, as shown in the following

table:

Percentage of Usage Performance Incentive Rate

Reduction Target Achieved

Less than 50 % None
50% 10 59% 5%
60% to 69% 10%

T0% or greater 15%




(b)

()

The Performance Incentive Rate for all subsequent years (Year 4 and
beyond) will equal the Performance Incentive Rate achieved in Year 3.
The usage reductions for cach 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 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.
The Company will develop a detailed table of the 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 performance 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-davs for the region.

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 comulative usage reductions
calculated above by the jurisdictional weighted average commodity cost of
gas (“WACCOG”) for cach year. The annual program cost used for the
performance incentive calculation is the sum the cost of CARE Plan

programs for each year amortized over a 16 year period. which represents




the weighted average of the measure lives of the measures inchided in each
program.

(d)  The performance incentive will be calculated by mukiplying the
Performance Incentive Rate by the net economic benefits for each vear
during the effective life of any mecasure implemented under the Care Plan.

(e) An illustrative example of the Performance Incentive calculation is set
forth in Attachment 3.

(9)  The performance-based incentive will be included in the Company’s Annual Cost
Adjustment (*ACA”) mechanism. The performance-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 of shared revenues under an approved performance-based
regulation plan. Consistent with § 56-602 G, the performance-based incentive shall not reduce an
authorized return on cominon equity or other measure of utility profit.

(10) The perfonmance-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, termipation. or
continuing applicability of the CARE Plan.

Measurement and Verification

(11)  The independent measurement and verification (“M&V”) of the net economic
benefits of the Company’s conservation and energy efficiency programs shall follow industry
accepted methodologies such as, but not limited to, the International Performance 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




economic benefits. M&V activities will include a calculation of the annual level of savings
associated with efficiency measures implemented during the corresponding CARE Plan years and
determine 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 review. M&V
activitics will be conducted for each of the three CARE Plan program years. The annual Ievel of
savings associated with efficiencyv measures implemented during the corresponding CARE Plan
years as verified during the M&V process will be applied to the vears beyond the three year
CARE Plan program period. The Company will retain a qualified independent contractor other
than Nexant and who is unaftiliated with Columbia, its parent company, subsidiaries oy 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 aré 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 1o establish the level of sampling that
aligns the costs of the M&V activities with the level of savings risk and the proposed evaluation
budgets estimated 1n the Company’s CARE Plan.

Decoupling Mechanism

(13) CGV’s Revenue Normalization Adjustment (“RNA"), which is a decoupling
mechanism in the form of a sales adjustient clause, will be designed to adjust actual weather-
normalized non-gas distribution revenues per customer to “allowed distribution revenues” per
customer as that term 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



service customer classes. The Company’s RNA, as defined in this Stipulation, is reflected in
Section 12.7 of the Company’s General Terms and Conditions, which is inchuded in Attachment
2% 10 this Stipulation.
Additional Items
(14)y  The CARE Plan wili be effective for a three vear period commencing December
31, 2009, except that the recovery of incentive amounts through the ACA mechanism shall
continue beyond an extension, modification or termination of the CARE Plan as described herein.
CGV must file for approval to extend, modify or renew the CARE Plan bevond December 31.
2012 or it will terminate as per its original term.
(15)  The Stipulating Participants stipulate as follows with respect to the evidentiary
record:
a. CGV’s Application and Attachments and the Pre-Filed Direct Testimony,
Attachiments and Exhibits of Company witnesses Car] Levander, 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. The 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 Robert E. Horner, 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.
10



{16) The Stipulating Participants agree that this Stipulation represents a compromise for
the purposes of settiement 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 othef principle in any
future rate case, except as specifically set forth herein. None of the signatories to this Stipulation
necessarily agrees with the treatrment of any particular item. any procedure followed, or the
resolution of any 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 1s conditioned upon and subject to acceptance by the Comimission and is
non-severable and of no force or effect and may not be used for any other purpese 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. 1n 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 partici;;ate in all relevant proceedings
in the captioned case notwithstanding their agreement to the terms of the Stipulation. If the

Hearing Examiner or the Comumnission chooses to reject the Stipulation, an ore fenus hearing shall
be convened at which time testimony and evidence may be presented by the case participants and

cross-examination may oceur.

J1



Accepted and Agreed to this28"day of October, 2009.

COLUMBIA GAS OF VIRGINIA, INC.
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Attachment 1

Page 1 of 3
Table 1. Home Savings Program Measuce Summary
Year 4 Year 2 Year 3 1T
Program Pragram Program
Minimam Efficiency Incentive Adminlsirative Intcentive Adminisirative Incentive Administrative
Measure Size Category Requirements Budget Costs . Budget Costs Budget Costs Total
ENERGY STAR Gas ENERGY STAR
Storage Water Heater S 75,000 btuthr {EF 2 0.82) $ 16,583 b 300 9 52.150 * 102083
ENERGY STAR . ) ENERGY STAR 2,07
Tankless Waler Heater |~ 200-000 btuhr (EF 0 62) $ 8302 v 12078 o me s s
ENERGY ST,
) r:; C‘ZR Gas < 225,000 biuihr AFUE 2 90% $ 108,562 $ 150,664 5 395494 $ 649,741
High-Efficiency Windows Only (No E:E:fgeifrgl?
. e 17,48
Windows® Paliofzznr[siggl::tgs )Doors. Unfactor 50 32 3 48,329 $ 72,494 5 96.659 $ 217,483
o Y SHGC 5 0.40 S— S
Altic tnsulation” . Mmunurx;énac;za::nt of it~ $ 711.368 5 1,067.052 $ 1422735 $ 3,201,185
Floor Insulation™ - Minimur inciement of R 29,750 5 44,626 s 58,501 B 133,877
19 addud i
_— Minimum 10 feel In  {Must compltele per PTCS;
o s
uct Sealing unconditioned space stancards s 2000 s 4.000 s 5000 A
Mirimum 10 feet of un- ,
Duct Insulation™ insulated ductwark it | OV lnsm:' l"}d Wi RS | ¢ 2,500 $ 5.000 $ 7.500 $ 14,640
uncondilioned space or highat
Program Administrative Cosis $ 284,955 $ 282,160 ] 378,846 | & 948,961
Totzl . 1 5 922414 | ¢ 28495518 1379211 | § 28216018 20817371 § 378,846 [ 8 5,328,322




Attachment 1
Page 2 of 3

Table 2, Business Savings Program Measure Summary
Yaar 1 Year 2 Year3
Program Program Program
Mintmum Efficiency Incentive Administrative Incentive Administrative lncentive Administralive
Measure Size Category Requiremeants Budget Costs Budget Cosgts Budget Costs Total
Loew-Flow Pra-Rinse
Spray Valve < 1.6 gpm $1.8gpm $ 2,342 3,613 $ 4,683 $ 10,538
{Retroft Only) e
High-Efficiency Coin-Op
Front Load 3.5 #3 | ENERGY STAR (MEF =
or Laundromat Clothes Top Load & 4.0 3 1.8 and WF s 7 5) $ 428 643 $ 858 $ 1,930
Washer |
ENERGY STAR Gas
Storage Water Heater (5| = 75,000 btu/hr ENE?‘:“; ﬁ:‘“‘R $ asg 575 $ 1,550 $ 2.515
75,000 btu/hr) (EF20.62)
High-Efficiency Gas
Storage Water Heater (» > 75,000 btufar Et z 82% 3 2,607 3,871 $ 5214 $ 11,732
75,000 biu/he) ]
ENERGY STAR .
Tarkless Water Heater | < 200,000 btuhr EN;?E’*‘;SETAR 5 3,646 5,469 s 11.966 $ 21,080
{< 200,000 biu/he) { 82)
High: Efficiency Tankless
VWater Heater (2 200,0608] = 200,000 btuhr Etz82% 3 2,597 3,805 s 5,193 $ 11,685
btushr}
ENERGY STAR Gas e 1  — T N} T
Boler < 300,008 btu/hr B STAR s 1,643 2,465 s 6.573 $ 10682
(% 300,006 bhu/hn) (AFUE 2 85%)
High-Efficiency Gas Hot
Watar Boiler 2 3g%ggooggu$r anas Bt 2 0% 5 17,497 26,245 5 34994 $ 78736
- {z 300,000 btufhr) -240, dd
High-Efficiancy Gas
Steam EBoiier x 3;"5-330038":{[‘;“" = Etx 82% s 12,666 18,999 s 25,332 $ 56996
(2 300,000 biwhr) N0 v e
Direct Contact Gas % e,
Wator Heater > 300,000 btulhr E12 90% $ 1,248 1,870 3 2,493 __f____lwﬁ-_f_"f’?_
High-Efficiency Gas
Furnace (AFUE 2 0%) | < 225,000 Biuihy AFUE 2 90% ] 439 559 $ 3,514 $ 4811
High-Efficiency Gas . =
Fuinace (AFUE 2 92%) < 226,000 biusty AFUE 2 32% 3 3,294 4,941 $ 13,178 3 21,4113
thigh-Efficiency Gas . . ry
Futace (AFUE = 9wy | < 225000 bruhe AFUE 2 94% 5 3.284 4,941 $ 10,541 S R
Inirared Heater Any Size A”’Hi:;;\':rgd!:g":'“ 5 447 671 $ 895 § 2,014
Sunside Ar Resel . imstall Goiler Oitside A . "  aa 109
3,108
i Contrals Any Size Reset Contro! 5 f.337 11,038 ¥ wnsl (3B
- Program Administrative Costs $ 132,434 $ 65,364 §... 71353 ¢ 289,251 |
Totai $ 59624 | & 132,434 89,8325 65364 | § 141,696 [§ 71458 560.672




Attachment 1
Page 3 of 3

Tabie 3, Web-based Home Audit Program Measure Summary
Year 1 Year 2 Yeae 3
Program Fregram Program
Minimurn Efficiency Incentive Administrative incentive Administiative Incentive Administrative
Measure Size Category Requirements Budget Costs Budget Costs Budget Costs Total

Waler Heater Blankets - - 3 37.625 s 37,625 $ 37 625 3 112,875
Low Fiow Showerhgads - - 3 10,750 s 10780 $ 12,750 $ 32,250
Faucet Aerators - . $ $ 3 24,188
Pipe insulation - . $ $ 48375
Program Adminisiralive Costs k 161,435 | $ 585.971

Total 151,435 | § 763,689




ATTACHMENT 2

Sheets 3 and 3A
Sheets 403 and 404
Sheets 432 — 432e
Sheet 441

Sheets 444a — 4d4c



Cotunthia Gas of Virginia. lac.
Gas Tani(t
Fifeh Revised Volume MNo. 1

Fuurteentls Revised Sheel No. 3
Superseding Thirteenth Sheet he. 3

Base Billing
Base Gas Nop-Gas Base Rate POA Refunds ACA TCRC CPA Rate
1172672008 423072002 112602008 57292009 112672008 117262008 12002 120312009 £273).200%

1l 12] ja=1=1| F 15 161 [&]] 18} [ e p e ]
Ttestdential Sates Service (153 (Tor customers that were gof on Residential Transpuriztion Service IRTS) in the Yast 12 munths)
Frst & Mef Shapn 52,054 .50y S4G.000 Seuul SO Se000 §6.126 3065
Next 45 Mef AL 2551 2.85] ©.000 L0 00 [C3ie] A 298
Eyver 500 Mcf GLue 25 e 1 (1,000 L.00¢ 1400 {400 G2y Qb8
Customer Charae 1238 SE22% S§i2.2¢
Residential Sufes Seevice (R3] {for cusiomers that were on Residential ‘l ransportation Service (RTS) in the Jast 12 months)
Firsi % Mef SO.040 5291¢ STy SC000 4000 SOL00G SO.000 St iy 53 D6
hext 68 Mcfl L.0G0 2R3) 2858 £,080 6.000 L.oto §.0U0 @126 295
Over 50 Mcf G000 ey 2 Q.00 {100 {000 0.090¢ Lo 2852
Customer Charge $12.2% 51228 Siz.ns
Metered Propanc Sepvice (MPS)

{Same as "RE"} NA

Smal} General Serviee (SGS) ffor customers that were not on Small General Transportation Service (SGTS) in the last 12 munths)
Firs1 20 Mef 0000 51520 Sy SG.O00 SOLT00 S0.u00 SO.0U0 50,027 14
Next §0 Mcf {000 1,789 1.789 G.000 Q.00 0.000 0.004 o2~ 1.8t¢
Next 908 Mef 0,004 1733 1353 0400 0000 0.000 0009 [1iaa 1780
Next L300 Mel .60 1.692 1692 0.000 000 0.000 0.000 0.027 LTie
Over 2500 Mef 0.U00 Le3y 1.659 000 000 0000 0000 0.0 1.686
Custamer Charge §233% 523,23 §2%.2s
Small General Service {SGS? (for customers thal were on Smaft General Transporiation Secvice (SGTS) in the fast 12 months)
Firss 20 Mcf S0.000 55,920 51920 S6.000 S0.000 $0.000 50,004 §6.007 31947
Neat BO Mef 0.000 1.7%¢ 1.789 £.000 0000 ¢.000 .00 [Xih HEH
Next 900 Met 0.0600 1.75: 3353 0000 [1Ri00) .00 0000 0027 1.780
Mext LSOO Ml 0000 1.602 HE 0400 0.000 0.000 0.0 0.02" 171¢
Over 500 Mef 0006 i63g 1.65% {000 0.600 20K [T H ¢627 1636
Customer Charge §23.25 523703 $23.25
Alr Conditioning bervice (ACS)
Alf Volumes Alove Base Lead $0.0000 £4.0000 S0.0000 50.0000 50,000 S000h $0.00E A S0.000
Custatmer Charge 1Applizable RS or 868 Customer Charge)
Uninelered Gus Llght Service {UGLS) (for customers that were not on bpmetered Gas Light Transportation Service (UGLTS} In the Jast 12 months)
First S1apdard Bumer 3060 34443 $4.45 51000 Sb.0g0 SUO00 $0.000 NA 44,445
Esch Additional Bumer 000 2540 84 000 G000 00060 D606 NA 2540
UNMETERED GAS LIGHT SERVICE (UGLS) (for cuslomers {hat were on Unmetered Gas Light Transportation Servige (PGLTY) in the last 12 months)
First Standard Bums 50.60 $4.£45 34.4% $0.000 50000 50.00¢ 30.000 NA S4.d4:43
Each Addiiona] Bumier 0.00 3840 .84 GO0 0.0 0.600 6000 NA 2340

Wilh the excepriop of Colurmn 3 the above rates are eftective with neter readings ot and alier 1he stated dates




Ver Fina) Order 1 Case Nos. PLE. 200500098 gud PUE-2003 (M1 00
Columbin Gas of Virginiu. Inc,

Gas Tardf

Fifth Revised Velume No. ]

Fourtecnth Hevised Sheet ho. JA
Superseding Thirteentb Skeet No. 3A

Rase Biliing
Base Gas Ron-Gus Base Harte PGA Refunds ACA TCRC Clra Rale
1172672008 F1126:2002 F11262008 572973009 12672008 112262008 1172082 123122009 TL3E2009
13} i2} [A=1-2j 14} | i6] {7 18] {9=3 47 Satre THY)

Residential Transporiation Service [RTS) {for cusiomers that were not on Residential Sales Service (RS)in the Jast 12 menths)

First 3 Mol S0.000 $2.919 $2.93y SO0 Su.pal SU.600 SO0 S0 ixy Si.06b
wext 45 Mef 0.000 258 $2.851 0.004 0.000 HRL1] {000 G129 2940
Over 50 Mcf 0.000 722 §2.323 0.004 0.600 i34 0.000 G134 s
Custemer Charge 512258 SE2.23 §12.25
Residentlat Transporiation Service (RTS) {for customers that wese on Residential Safes Servier (RSy in the last 12 monthst

First 5 Mef $6.000 52914 5243y 0000 $E.000 S0.600 50,000 $617% 53068
nNext 4% Mel' 0000 2859 2351 0.000 o400 0.000 0.000 0.12% 2980
Cver 50 Mel 0000 ] 2723 0000 0.000 0.000 10.000 0.82% 2857
Customer Charge 81208 1228 1228
Smatt General Transportalion Service (SGTS} {fur customers that were pot an Small General Service {SGS) o the last 12 monthsy

Firs1 20 Mcl 50.000 $1.920 5L $0.000 e $0.000 S0.U50 s0.60° S04
Next 80 Mcf 0.600 1.78% £.789 0600 GO0 0.000 £.000 002" 1.81¢6
Wext 900 Mel 0,600 1,752 1783 0.000 00400 {.0DY 4000 Q02" 1.780
Nexat 1,500 Mcf .00 1.692 1.692 0.000 U000 0000 0000 0.0 1.719
Over 2500 Mefl G000 1659 1659 000 0.000 0.000 0.000 u.oaT 1.656
Customer Charge $23.25 52325 51328
Small General Transportation Service (SGTS}{for customers that were on Small Generat Service (SGSyin the last 12 months)

First 20 Mcf 50.000 51.920 81930 $0.060 S0.000 50.000 $4.000 0037 SL947
Next 80 Mcf 0.000 1.78% 1.789 0.060 0.000 £.000 0BG 0027 186
Next §00 Mer 0.000 1.753% 1.753 .00 0.000 0000 6.000 0007 EI80
Next 1,500 Mef G000 1.693 §.692 0.000 0.00% 0.600 0.000 027 1.719
Over 2500 Mef £.000 1.659 1.659 .00 0.000 {800 0.008 0027 | 656
Customer Charge $23.2% s222%8 52325
.Aly Conditioning Transportation Service {ACTS)

Al ¥plumes Above Base Load S0.006 SU.0000 $U.0000 30,000 Soaue S{.0D0 SCt NA $6.000
Custoiner Charge {Applicable RTS or SGTS Customer Charge)

Unmetered Gas Light Transportztion Service (LGLTS) (for customers (hat were nog on L nmetered Gas Light Sales Serviee (LGLSHin the 125t 12 mos)

First Standard Bumer S0.000 $4.445 54,443 $0.000 $0.000 $6.000 SO.U00 NiA 4445
Each Additional Bumer . - 1840 1LR49 0.000 0.000 0.000 G000 oA XL
Unmetercd Gas Light Transportatlun Service (UGLTS) {for customers that were on Unmetered Gas Light Sales Service (UGLS) in the last 12 mios)

First Standard Bumer S0.000 54.445 54.445 S0.060 $0,000 50,060 $0.000 NA $4.445
Eech Additional Bumer - R 3840 2.000 0.000 0.000 0000 NeA 3840
Enhanced Batanting Service (EDS) $0.734 0.0060 0734 (00631 0.000 1.000 0.000 NA 0.67%
System Entegration Service {515} $1.460 (¢.500 L4640 0.306 0000 6.000 0.000 N'A 1.7606

With the exception of Column 3. the above rates are effective with meter readings on and afier the siatcd dates.

Per Final Qrder in Casc Noy, PUE-2003-00098 and PUE-2005-08106
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12,7

(c)

GENERAL TERMS AND CONDITIONS
ALL RATE SCHEDULES
(continued)

Unusual Bill Extended Payment Plan

At the request of any residential Customer who uses gas as the primary source for space
heating, an extended payment plan may be devised wherein the excess cost over the
normal bill can be amortized over several payments. With this arrangement, a Customer is
permitted {o pay a part of the excess amount over varying periods in addition to the
Customer's regular monthly bilk.

Revenue Normalization Adjustment (RNA)

{a}

(b)

The RNA will be calculated for each billing month separatsly for the residential and small
general service Customer Classes. For purposes of the RNA, the Company's Residential
Customer Ciass is defined as all customers taking service under Rate Schedules RS,
RTS8, and residential customers taking service under Rate Schedule EDS. For purposes
of the RNA, the Company’s Small General Service Customer Class is defined as all
customers taking service under Rate Schedules SGS. SGTS and commercial and
industrial customers taking service under Raie Schedule EDS.

RNA Calculation

(i Base Monthly Normalized Non-Gas Revenue Per Bill {(BMNR) - Utilizing the
monthly base non-gas revenue and numbar of bills corresponding o 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 rales were
increased, decreased or confirmed, and separately for each applicable Customer
Class, divide each applicable biiting monti's weather normalized non-gas revenue
by the corresponding number of bills for that month. The resulting BMNR's are in
the table below:

Small General
Residential Service
BMNR BMNR i
Rate Schedules Rate Schedules |
RS, RTS and SGS. 8GTS and
Month EDS EDS
January $58.51 $162.05
February 54.44 157.73
March 43.60 132.16
April 32.42 95.55
May 21.70 65.74
June 18.00 57.99
July 16.00 48,73
August 16.10 50,29
September 16.10 52,83
Qctober 18.66 61.97
November 25.30 76.59
December 40.00 115.33
Annual  Allowed
Distribution [
Revanue $360.83 $1.076.96 :

Effective Date: December 31, 2009
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(c)

{in

(iif)

GENERAL TERMS AND CONDITIONS
ALL RATE SCHEDULES
(continued)

Authorized Monthly Normalized Non-Gas Revenue (AMNR) - The AMNR is
calculated by mulliplying 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.

Weather Adjusted Monthly Booked Revenues {(WAMEBR) - The WAMBR is the
applicable billing monih'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{¢) and excluding the revenue resulting from the billing of the RNABF
pursuant o Section 12.7{e), which shall be calculaied separately for the Residential
and Commercial Small General Service Cusiomer 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 Normalization Adjustment (RNA) - The RNA will be egual to the

difference of the AMNR minus the WAMBR for the applicable tilling month, which
shall be calculaled separately for the Residential and Small General Service
Customer Classes.

WAMBR Calculation — Weather normalized volumes, calcuiated separately for the
Residential and Commercial Small General Service Customer Classes, as determinad in
Seclion 12.7(c) shall be utilized in Section 12.7(c){vi) to calculate the applicable billing
month's WAMBR to be used in calculating the RNA pursuant to Section 12, 7(b)(iv).

(i

Actuail Heating Degree Days (AHDD) ~ The average of twenty-one billing units
where for each billing unil, AHDD is the average hourly temperalure for each day
subtracted from a reference temperature of 62 degrees for residential customers or
87 degrees for commercial customers, but not less than zero, for the cumulative
days of the billing month.

Normal Heating Degree Days (NHDD) - The average of twenty-one billing units
making up a billing month where for each billing unit, NMDD 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 Normai HDD
Residential | SGS Commercial :
January 772 936
February 727 873
March 545 589
Aprit 316 449
ay 108 200
Juneg 18 56
July 0 0
August 0 0
September 0 0
October 51 113
November 221 - 346
December 512 668

Effective Date: December 31. 2009



COLUMBIA GAS OF VIRGINIA

GAS TARIFF

FIFTH REVISED VOLUME NO. 1 ORIGINAL SHEET NO. 432b

(iii)

(iv)

(vi)

GENERAL TERMS AND CONDITIONS
ALL RATE SCHEDULES
{continued)

Base Load Monthly Volumes {BLMV} - The average consumgplion per customer
per month, measured in Mef, for the two months with the lowest consumplion per
customer per billing day from the period of the three immediately preceding
summer months, of July, August and September, updated annoally.

Actual Monthly Volumes {AMV} - The actual volume of gas consumed per
customer, measured in Mcf for the billing month.

Weather Normalized Billing Volume {(WNBV} - The WNBV for each billing month
to be used in the calculation of the weather adjusied non-gas revenue pursuant o
Section 12.7(c){vi} will be equal to the vaiue calculated in the foliowing equation:

WNBV = ([(AMV- BLMV) x (NHDD/AHDD)] ~ BLMV)* £ of Bills

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 thal coincide with the rate blocks of each rate schedule to determine
the WNBVY 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 custorers 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 rate schedule applicable 1o the RNA the WAMBR wili be equa! to the sum
of the products of each rate block's current non-gas volumelric 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

{H

(i)

The RNABF for the Residential Customer Class will be equal io 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 Class for the second succeeding billing month following the
billing month's RNA. For exampile, 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.

The RNABF for the Smalt General Service Cuslomer Class will be equal to the
amount derived in 12.7{b){iv} plus or minus any priar manths' under or over applied
RBNA, divided by the estimaied normalized volumes of sales and retail choice
service fo the Small General Service Customer Class for the third succeeding
billing month foliowing 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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(e)

{f)

®

(i)

GENERAL TERMS AND CONDITIONS
ALL RATE SCHEDULES
{continued)

RNA Biliing

The RNABF determined in 12.7{d)i} for the Residenlial Class will be applied to the
Residential Customer Class’ bills beginning with the first billing unit for the second
succeeding billing manth following the billing Month's RNA. For example. the
Residential Customer Class’ RNA for the January biliing month would be billed
beginning with the first billing unit for the March billing month.

The RNABF determined in 12.7(d){il} for the Small General Service Customer
Class will be applied to the for the Smait General Service Customer Class' bills
beginning with the first billing unit for the third succeeding billing month following
the billing Month’'s RNA. For example, the Small General Service Customer Class'
RNA for the January bliing month would be billed beginning with the first billing unit
for the Aprii billing month,

Annual Allowed Distribution Revenue True-up (AADRT)

{®

(i)

(i)

(v}

At the end of each calendar year, for each applicable customer class, the average
number of customners will be computed by dividing the year's total bills by twelve.

The Annual Altowed Distribution Revenue {AADR) for each applicable Customer
Class will be computed by multiplying the average number of customers compuled
in Section 12.7(f)i) above by the sum of the BMNR for the year.

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).

The AADRT will be included with the RNABF calculation pursuant fo Section
12.7{d) for December of each year and billed to the Residential Customer and
Small General Service Cusiomer Classes pursuant to Section 12.7(e) above.

12.8 CARE Program Adjustment (CPA)

(a)

(b)

Customer bilis applicabile o the Residential and Small Genearal 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 applicable Customer Class.

The CPA will be comprised of a Current Factor to be effective during the billing months of
Januvary through December of each year, commencing with the first billing unit for
January 2010, and a Reconciling Factor to be effective during the biling months of
January through December of each vear, commencing with the first billing unit for
January 2011,

Effective Date: December 31, 2008
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(continued)

{c} Current Factor Calculation

(M)

{if)

The Current Factor for the 12 month period beginning January of each year shall be
determined separately for the Residential and Small General Service Cusiomer
Classes by dividing the total projected costs for the upcoming 12 month period
beginning January of each year of conservalion and energy efficiency programs
approved by the Commission and atiribulable to such Customer Class by the
applicable estirmated 12 month normalized volumas of sales and retail choice service.

Projected costs of conservation and energy efficiency programs shall include utility
expenditures. incentive payments to cuslomers, and those cosis hot elsewhere
recovered in base non-gas rates including, bui not fimited 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.

Cosis will be attributable {o the applicable Customer Classes as foliows:

1.  Program costs direclly attributable to a specific consetvation or energy efficiency
program will he directly assigned to the Customer Class to which such program
applies. The program costs direclly assigned to each Customer Class will 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 aliocated 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)(il}), 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 Faclor from the previous year, attributable to such Customer Class.
The costs of conservation and energy efficiency programs shall inciude interest as
computed in Section 12.8(d){if), for the twelve monih period ended October. The
over/under collection derived above wilt be collected from or credited to customers
within the corresponding Customer Class over a twelve month period commencing in
the next succeeding January biiling month ulilizing estimated normalized twelve
month sales and retail choice volumes for the applicable Customer Class.

The Company shall compute interest (income or expense) by applicable Customer
Class on that porlion of the actual colflections from customers that differs from the
actual conservation or energy efficiency program costs. Interest will be calculatad
hased on the monthly average overfunder collecied balance, for the 12 month period
ended Oclober, ulilizing the Company's shorl-term borrowing interest rate.

Effective Date: December 31, 2008
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14,

15,

GENERAL TERMS AND CONDITIONS
ALL RATE SCHEDULES
(continued)

(i) Notwithstanding the foregoing provisions of 12.8(d)({i} and {ii). the initial Reconciliation
Factor shall be calculaled based on the aciual period of cosis and collections rather
than a 12 month period.

SERVICE VIA FARM TAFS ON HIGH PRESSURE INTERSTATE PIPELINES

Where the service line and related facilities of a Customer taking service under Rate Schedule RS,
RTS, SGS, SGTS. ACS, ACTS, UGLS or UGLTS are interconnected direcfly to a high-pressure
interstate pipefine, 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 nsither the length of fime such nalural gas service will be available,
nor its availability at any specific point in lime.

NEW SPACE HEATING SERVICE

in order to safeguard continued good service to its present Customers, {0 enable it to attach new space
heating loads in an orderly manner, and lo enable it properly to anticipale and plan for fulure
requirements of its Customers, the following additional terms and conditions shall apply to the sale of
gas for space healing:

{a) The obligation of the Company to supply ges for space heating to any Customer shall be
conditioned upon the filing by the Customer of a written application and the issuance by the
Company of a written approval,

(b} The obligation of the Company to issue written approval to a proposed Customer for gas for
space heating purposes shall be conditioned upon the existence of Customer facilities
adequate to carry the load involved;

{c) The obligation of the Company to supply gas under an approval shali be conditioned upon the
installation of the space heating equipment within a reasonable time after the issuance of the
writien 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 Bty per hour input shall be conditioned, 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 eguipment and its undertaking to use such
equipment when so requasted by the Company.

TRANSPORTATION SERVICE RATE SCHEDULES TS1/TS2, LVTS and LVEDTS - ADDITIONAL
TERMS AND CONDITIONS

15.1  Heat Content Adjustment
When Company receives Cusiomer's gas from an interstate pipeline on a dekatherm {(one

million Btu) basis, for redelivery to Customer's facilities on an Mcf basis, Company will make a
heat content adjustment:

Effective Date: December 31, 2009
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{continued)

{vii) An adjustment for net revenues received by the Company during the period from
rale schedule CSPS Optional Services EBS and SIS per Section 10{b}); and

{viii} The commaodily based penallies and charges collected by the Company
pursuant to Seclion 10,6 of the General Terms and Conditions.

(ix) An adjustment applicable only lo Rale Schedules RS, RTS, SGS. and SGTS for
the Company's share of any performance based incentives for delivering
$0n1s§rvalion and energy efficiency benefits calculated pursuant to Section

7.13.

Application to Next PGA

The amount derived in Section 17.6(a) shall be divided by estimated Mef quantities of
gas o be sold during the next twelve months for each firm sales rate schedule specified
in Section 17.1{a) and the resulling unit rale shall be reflected in the Purchased Gas
Adjustment for a twelve-month period cornmencing with the second PGA quarter afier the
ending month of the Determination Period specified in Seclion 17.6(a) (December
quarter), or for such period of less than twelve months as may be required to fully refund
ar 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 lo be sold
during lhe next twelve months for each firm rale schedule including the estimated
transportation volumes for transportation rate schedules RTS, SGTS, and UGLTS.

Any cusiomer electing service under Rate Schedules RS, RTS, §GS, SGTS, UGLS or
UGLTS shall be subject to the entire ACA factor as derived in Section 17.6(a) for only a
period equivalent 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
subject to the demand portion of the ACA as derived in 17.6(a} months 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. of UGLTS.

17.7  Revenues From Off-System Sales and Capacity Release

(a)

Definitions

(i) “Ofi-System Sales Margin™ shall mean revenues received by the Company
from the sale of unbundied or re-bundled gas supply and capacity products
plus savings generated by the transaction(s) in the form of costs avoided as a
result of the {ransaction(s) {(“Avoided Costs”), less the costs caused by the
transaction. Off-System Sales Margin excludes Operational Transaction Cost
as defined in Section 17.7(al{iv) below. Off-System Sales arrangements
include flowing gas sales, incremental gas sales, exchanges, and asset
management arrangements.

Effective Date: December 31, 2009
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(continued)

17.13 CARE Program Performance Incentive (“CPPI")

{a)

{b)

()

The CPP! as computed in Section 17.13({b) below will be recovered from customers served under
Rate Schedutes RS, RTS, SGS. SGTS and EDS pursuant lo Sections 17.6(a)(ix).

For the twelve months ending December 31 of each year in which measures implemented
pursuant fo the CARE Plan are generating benefils and usage reductions meet one of the targeis
set forth in Section 12.8(d}), the CPPI will be equal lo a percentage of the net economic benefits
for the year, as set forth below. Net economic benefits will be calculated by totaling the
mongtized energy benefits for the year and subiracting a pro-rated share of the recovered CARE
Program costs pursuant to Section 12.8. The total energy beneflts are defined as the sum of the
usage reductions attributed {o all participants in CARE Plan programs in thal year measured from
the date of insiallation through the end of the measure's deemed operational lifetlime, 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. foliowing the formula containgd in
Section 17.13(c).

The CPP! mechanism for each year that the benefits are achieved from the CARE Program
pursuant to 17.13(b} is shown mathematically as follows:

A
CPPI, = Rate, - [Z (MCF Y wACCOG, —cm_ﬂ,,w_,} Eq. (1)

i=1

Where:

CPPI, = the parformance inceniive for yaar £ The performance ingentive will be
calculated for each year that a measure instalted in 2 CARE Program year is
operating within its deemed operational lifetime. ($)

Rate; = the percent share of the net benefits as described in 17.13(d) (%)

MCF,; = the verlified natural gas savings for any measure i installed during a CARE
Program year defivering savings in year ¢ as described in 17.13 (e). (MCF)

WACCOG, = the Company’s jurisdictional weighted average commodity cost of gas
in year { (§/MCF)

X = the number of individual measures in the CARE program

Cpa.atast = the allocated Care Program costs for year t as described in 17.13(f)

amortized over 3 16 year period. ($)

Effactive Date: December 31, 2009
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{continued)
{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 ibe company's level of
achievement toward the target as follows:

«  Atless than 50%, no incentive will be earned {or thal year.

« A1 50 percent o 59.9 percent of the savings target, the rate equals 5 percent.
¢ At 80 percent to 69.9 percent of the savings targel, 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 Flan are based upon the savings affributed 1o all
participants in the CARE Program measured from the year of instaliation to year t as foliows:

2010: 53,785 mof
2011 123,192 mef
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 alt measures participating in the CARE Program from
the month of instaliation through year f, within the measure's deemed operational lifelime.
Naturai gas savings atiributed 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; respeclively.

Measure impacts will be based upon the Company's annual measurement and verification
report {M&Y Report) conducted in each of the three CARE Plan program years. The impacis
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.

e annual Care Program Cost allotment (C,: aiecy) is celoulate amortizing the recovere

f Th 1 Care Prog Cost allot Cpa, is calculated by rtizing th d
program cosis in each program year pursuani to Section 12.8 over a 18-year period. The
cajculation is as follows:

Program Year (f} Equation
1 i _ Cpn.l
pa.aliae.s
16
C Ca
2 : Cpa.alfuc,z = —difé_l' + _";g—
3-16 7 Cﬂfz.u.’foc.r = iﬂ’(‘” + C}ng + Clpgl
USROS L. . SR
17 i — Cpu.'_‘ pall
pa.allocs 16 ; 16
C 2.7
18 C_m..nho:.' = —h]fé—

Effective Date: December 31. 2009
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Where :

Cpay = the program cosis recovered in CARE Program year {{) pursuant to Section
12.8 (%)

Effactive Date: December 31, 2009




ATTACHMENT 3



Attachment 3
Page 1A of 2

Exgmple Perdormance-based tnoentive Calcutation

Atitte vohent LT AT ERR RACILEE OO,
M
i )\ - i ey
[Thug smagus tardulooth basurta fof 1he CAAL $an e bayed A par your ol Imbanadion i
yar | T epia bt Crnarn | ine o 3}
1 her L =¥ Yaui §
Iareivrntal i Tarpet e Byl Py AL 308
FHAamamal EATIS Al PrCg WO Tare e
C ymidatever Tasyntinn Tas ¥ X o
S umraaljus B Ayl .o Al 13
Clarmaiain & 14 Tar Ty o
T ImaTOn Lumiive Habe| o] 15%]
ap
& Prcm— 8, o mad Fmpna Ly math yase [y et {TreL s et il 1
L Halural phs saviris piribyled e the Mubagusas {3l Th" il iaet yabl it B rowibel K 2poount K sl of rekrsl Jas, savinge ot Hareyo i thad et beemd yoon the
n ot oty o, ot iy o, 11k Ly
PR BT ymar]
1 T L 1 7 [ 4 [ . 3 3 . 10
RApriod AAAE Anpwohed Arewl Ragmtind Adwrumd Akt Arvvab d Larrikaiive
Lty Pavgrask bevingn | Fromrem Mevines | Progrem Ravines Progun lavitge | Progrus Tandngs Fropowm Revings | Aahieved annes) | Avnieved dnnusl | Adtlored Ansmsl | Adhipvng dops! | Aghieved annant | Anrieves ansust [ aohievmd Aonsal | aainivved deagsl [ Ashervd Asnusl
L] [ L] mcr| mcry (L] Prophis havnge | Proguom. Luvivgs. | Projrus Guvinge | Progeam duvings | Frogram. Suriage | Srogram Saings | Prapam bavings | Pragros Bavisgs b Program breags | Proorem Sudngs
Yoar 4 Ymae 2 Yeard Litoayate rYaars) Youl ¥ Your ¥ Yuat T Or Yasct | MER vaary [MEF) Yaar 3 NCP] Yaat d MEH] Yaur b JREFY amr & [CE] Ymme ¥ WCH Year s [ioryvan s | (uCH) Yemrid
o Pramfioe by ot s et Doty ) TiE > b} T3 an [ £H [ 3079, FXTY] ’ FIC) e au - -
S Nty GG oL ) S0 o WA »x i ) 1 ) - 3z - I Yy 7y ) m * ) T ay
EliERC Tk o Vg s wepter Hpaurs (s 1 a [ iz 2 n P, iE] 1, 2o 232 FYil ETTA ¢EL) Frtl Thd
o7 G Lerwng e W g Mabiar {x Fr) [ a7 0y I P FTE ] a "o W LT it n oy
JC-EaRC T AN ¥itipes Wikte? Wywies {2 00900 o/ FTh JE 7l I i) D 1] 147 i3] 11 o ] izl ¥
Tark i Wrpiee o nfhe] i FT) 5T Ty 168 FLS 3o I . T e [ ™ k) ) Fas
S MERIY FLAT G B 12 I QOB WA/ 2} ) S 7] n ” ) Tt~ [ ey ) ] ) [T [T
T o . E— LY 2 LI LAY L9, 104 EN Lid, [ 3H)
e 30 (o A e ) ey \aar Lrer Y a7
CH ) o) He FE] FC] 10 1302, LY F30 LI ] LS L%
[ o) 27 3 4, 7 Fial kil il 1 Ficd
o in 10 kO ity I, ) m T
n T} T, 104 o k7] 173 e ) k)
v ] i) Mo - ') 0 £
3 17 - e ) - 13T, a8y FH ) asp AN
F¥) T3 Tas T H T A %) X 2,08 Lok O
0 IT) ET) Hi A R Laae | o, 3,80 1804 a0
0 3 23 }awn . 12T ¥ 7 FI¥.id I 9,77
T ! FXLT) T 13, D o= 1) ) S8 on.
2 L¥:.] Ckcl] TP 11 s 2k XN 1 314 BLE8Y PO
2T m L [z ) EXE ) L T3
1y, i [ T PR il Tl F3 b
oy “ n K » [T 0 i oy sy T
FX T ipe %0 D) o =il [T ST Tema T e e
1804 FE LT - L8 1182, 11, Arp (O 3 % SEl . voayy
1P S 2 LT ] .- LI
) i FYz) FXITS [ Lirs n 1] 3; 2L, 2 Fra1E
I 1) ) o) 153 s 3 o ) 1] oa Jap
o £y o o [ . - . — I . - -
] I P 1RR007 Jaa 003 riany T3 0% [Ny




[y n

B 1 15 1% 17 a Y 1 2 23 14
[T Cumdaiia Curmmaiive Crmlath Comitatn utwsiatinet G atrvn Luamialive Ctialatins vt
Adtiarewd Arvusal | aebbevet sl | Astiessd ANmnl T puhlevit Ansunl § Aghisv Annust | Actkrrad Aneyal | Achimesd Anrim | Aahiavid sl | aqnieves Anvaal | Adhised arval
Pragrom: Prageam Lauags | Progrem suvings | Progem Baviogs | Frogren Frogram Pragiom bRy Progren davings
TRER Veurar | [WOF) Yaursz ) Yaar 13 Yaur 44 Huir 9 Yt 45| JUGP) Tume 47 P Yot 1 WP | Y 16 Huwr T0
v - - - . T T - - -
At W ETY ] - : 3 v . -
[v 2 127 139 £ T . . - -
1) 0 -y [ Ty ie) Y e - N
AR X S ] ol hicd i — % 2 1 b2l
[T ) T ™ T [y 5y 0 . .
Jad [T _a T W ey e Ikt — [y
PATS [N FXIT) AT iKY EAF EALT] 213 a0 DY)
54T XD 1747 1,747 _ pTar T, A7 37T 3747 3747 1,047
F¥T) T _h1%0 ) 3 LI 1310, L1 Wil
ar ki Ty T I, bl Fidl T 77r
7 ran £ N ) F) kT T ) )
b i 2 1 ) 350 2 3 L)
F1) 1 N i0) ) KETRi b 208 _TH )
aany Y =y T o Ay JAr 1 D . 7
EXT) A I8 daa] YT ) - - - :
Y k) 2,04 ) 104 L 180w Jh0x
W [T 4 3v7 237 a7 tFaid B 7ey ] e )
L) .3 L} ) 1] L) Bank FAre Y
S1m1 YT Tae M 31,0 o e P T [
Kol I3v Im 7av 1 2 I L 23N
] nr FoX Y aill 137 33 P, D
L) aay - . Ty o ) a8 af)
) e ¥ - p - B : Py P
Yoy YTy 1847 v L . - P " T
LX) T I - T p ) - -
A7 sl 287 - 4 . - . - N
1578 25 Y5 30N 303 | 75, () . P
ZH] La3til TN FETY ] FECT) T Y G ) T

Attachment 3
Page 1B of 2



Attachment 3
Page2A of 2

Arepdl
FmgOn [P ALkl ' (M e, [T

Vb 3 Homed ot L) Yeurt Yaars Tour? Yeed Vaory war 10 Sowr 32 torr 1 [y Heet 15 Yaur 8 e

ATl Raretcrian? WALCOG AP 4 as [y LE EATY IS 1a6]% TAT | 5 R hfalE k)% ] s3] iy T [T w4ild P | & SK
T
fa— w00 i muts WAGE DG
Yewrd Yo Yeurd Yrard Yaned Yeard Yaur Your B Yaary remr' 10 Hasrld o 52 foer 13 Yeurid Vaarls Yasr 14 Voar 17
Program AeaaMtad 5 13081482 [ % PN [ XX 122702105 | 3 1,255, 20%81 f 3 el [t Trnatdad 1 iYstwad s ABacan s RELCNOREY T3 LM Ty 1aAnM2M iy LovAI6kle)  Iniraseds |3 lozaniw]$  sariieoos |3 10GLATIen
Hewx
[Brosram Coar Toead
Veurd Yours Yot Yaet 7 Yew e
[rams 1 Alinemalin, H 173 gocoa 1% FAon.m IO 00 175 0000, 17%,00000 | 133.000.0 srvoonmo |5 47,000.00
oK [TERE] a7 300 66, frerr- ek 00 730000 A BT R 128000
af ) FALOOOOD Fronno0 | 1 10000 {5 2L LI Ti0om 0| L 30 DO0n0o § 4 230, 000470
A5 000 1 3 FLIAD0 $a3408 I ES 343,300 | § X WAZEDG | % a0 )% Loy x
Yaur 3 Yaar 7 Vo | M & i Yaar b Yaur 3 Vaur 8 Tt Yot 1D Yumt 3 Yomt Fear 13 Fuoas Bd Yaor 14 Yt 18 Yewr LY
LTSN FrrEE- k) ST a4 | 4 T Y ICREYEY X0, | 3 Bagae] L HEXm | 1 B S a1 |y saaiek ] s el ABLTBI) S ABDALD | S
Thap 't
Lot "
Veas 1O Yons 11 aar b1 Yaar 13 o (A wms 47
F 3 Y . 1% ] [E2)
I aalawe | 4 TAYATO! b YoLa4s | 3 TNATE % D
AL




LR Read
WA T

G2 s,

T
= 3 I [ 3 1 - 1 [ Rrer 1
b 1 rk aramo %
1 ] !
i — 1 —_
¥E s, [: 1Ty T AL Ty LTS Ty Gy
XN T - 3] - A1 3 I Xl
QL% [TLTTY WG s, ey Ty Y [Ty KLawep [y Ly [Ty -y Th -
[rott $ ] ot S Jeaic (AN sseu € Gt <] Eer = ot 4] srm
Tuewon L L=y G v LN o W T

T30 g7a8eg
€ JmImERY



ATTACHMENT D

Application of Columbia Gas of Virginia, Inc.,
For authority to amend its natural gas
conservation and ratemaking efficiency plan
Case No. PUE-2010-00099
Order for Notice and Comment
dated August 27, 2010.



COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

AT RICHMOND, AUGUST 27, 2010 Cl=rmrrmrorinE

APPLICATION OF 00 15627 P 320

COLUMBIA GAS OF VIRGINIA, INC. SECERPR .
CASE NO. PUE:2010-00099
For authority to amend its natural gas

conservation and rate making efficiency plan

ORDER FOR NOTICE AND COMMENT

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
D¢cember 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, Instructions for
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 Pian 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 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-2009-0005t, 2009 S.C.C. Ann.
Rept. 484, Final Order (Dec. 4, 2809).
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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 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 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 instailed 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")? 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-2009-00051, 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 D of the Code.
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Columbia advises thét it plans to reallocate 33.3% ($37,625) of the funds budgeted for the water
keater 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, resuiting 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-2002-00051 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 | thereto a revised cost effectiveness analysis as required by Schedule
48(7) of 20 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
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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;

(it} 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.

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-2010-00099.

(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-2009-00031.
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(3) On or before October 19, 2010, Columbia shall complete the notice to the public of
its Application via bill inserts, employihg 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 NOQ. PUE-2016-00099

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 ef 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 customet'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.
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Columbia explains in its Application that 136 water heater
insulation blankets have been issued to CARE Plan participanis 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 acrator measure, each of which are within the
Web-Based Home Audit Program. Columbia proposes that the
remaining 66% of the 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 teast $75,250,

Columbia filed an updated cost effectiveness analysis as
Attachment | to Attachment A to its Application, reflecting the
suspension of the free water heater insulation blanket measure and
the reallocation of 33.3% of the funds previously earmarked for the
water heater insulation blanket measure to the free low-flow
shower head measure and the free faucet acrator 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 suppoiting 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
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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,sce.virginia.gov/case.

On or before November 3, 2010, interested persons may
file written comments on Columbia's Application with Joel H.
Peck, Clerk, State Corporation Commission, ¢/o Document Contro}
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.scec, virginia.gov/case,
Comments shali 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 of Virginia. 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 of 8:15

a.m. and 5:00 p.m,, Monday through Friday, excluding holidays. Interested persons may also
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download unofficial copies of the Application and related documents from the Commission's

website: http//www.sce.virginia.gov/case.

(6) On or before November 3, 2010, interested persons may file written comments
concerning Columbia's Application with Joel H. Peck, Clerk, State Corporation Commission,
¢/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 instruct_ions 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
proéf 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 Part [V of the Commission's Rules of Practice
and Procedure.

(10) This matter is continued 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 Genera! Counsel, Columbia Gas of Virginia, Inc., 1809 Coyote
Drive, Chester, Virginia 23836, Bernard L. McNamee, Esquire, and 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
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Attorney General, 900 East Main Street, Second Floor, Richmond, Virginia 23219; Michael J.
Quinan, Esquire, Christian & Barton, L.[..P., 909 East Main Street, Suite 1200, Richmond,
Virginia 23219; 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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ATTACHMENT E

Application of Washington Gas Light Company
For approval of natural gas conservation
and ratemaking efficiency plan
including a decoupling mechanism
Case No. PUE-2009-00064
Order Approving Natural Gas Conservation
and Ratemaking Efficiency Plan
dated March 26, 2010.



COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

AT RICHMOND, MARCH 26,2010 CLY.\ 00 7igE
2000 Han :
APPLICATION OF hn 2b A G 32
WASHINGTON GAS LIGHT COMPANY CASE NO. PUB-2000:00064" 77"

For approval of natural gas conservation
and ratemaking efficiency plan including
a decoupling mechanism

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 Comrnisrsion ("Commission") an application ("Application") pursuant
to Chapter 25 of Title 56 (§§ 56-600 et seq.) ("Act") of the Code of Virginia ("Code") seeking
approval to implement a natural gas conservation and ratemaking efficiency plan ("CARE
Pian"),

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 approvéd 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.?

! Application of Washington Gas Light Company, For a general increase in rates, fees, charges and revisions to the
terms and conditions of service as well as approval of a 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).

? See Report of Howard P. Anderson, Jr., Hearing Examiner, at | (Feb. 19, 2010) ("Hearing Examiner’s Report").
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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.”

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
of the 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.*

The proposed CARE Plan includes eight distinct conservation and energy efficiency
programs and low income programs: (1) an Energy Efficiency Education Program; (2) a Heating
System Check-up Program with a Programmable Thermostat Optiohn; (3) a Boiler/Furnace
Replacement Program; (4) a Water Heater Replacement Program; (5) a Natural Gas New Homes
Program with ENERGY STAR®, (6) a Commercial Efficiency Program; (7) a Low Income

Energy Assistance Program; and (8) a Residential Essential Service Program.’

3 1d. (citation omitted).
“Id, at 2.

S id. at2-3.
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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.® The Company's projected annual costs for this program are $278,800.”

The Boiler/Furnace 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.? The Company's projected annual costs for this program are
$480,468.°

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.’® The Company's projected annual costs for this program are
$433,952."

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

¢ Jd at 5. Customers would be notified of this program through bill inserts, direct mail, contractors, and the
Company's website. /d.

7 Ex. 8 at CGS-1 (Shay direct).
* Hearing Examiner's Report at 5,

° Ex. 8 at CGS-1 (Shay direct). This amount is allocated as follows: (a) $53,088 to the 85% efficiency program;
and (b) $427,380 to the 90% efficiency program. Ex. 9 at PHR-I, Stmnt. 2, Pages 4-5 (Raab direct).

" Hearing Examiner's Report at 5.

' Ex. 8 at CGS-1 (Shay direct).

S6009EQ0T



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.” The Company's projected annual costs for this
program are $250,000,'3

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 of 80% of TRC benefits or a maximum of
$10,000." The Company's projected annual costs for this program are $500,000."

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.'® 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

12 Hearing Examiner's Report at 5-6. The Company would inform potential participants through builders, bill
inserts, direct mai, contractors, and a website, /d,

" Ex. 8 at CGS-1 (Shay direct).
" Hearing Examiner's Report at 6,
'* Ex. 8 at CGS-1 (Shay direct).
¥ Hearing Examiner's Report at 6.

'"Ex. 8 at CGS-! (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. '®

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 Compaﬁy's projected annual costs for this program are $100,000."

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.?

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 1 and 9, 2010,

¥ Hearing Examiner's Report at 5. The Community Housing Partners Corporation, which serves all of Northern
Virginia and the Company's customers in the Shenandoah region, would disseminate information about the Low
Income Energy Assistance Program, and the Company would also use its communications channels to inform and
educate customers of the program. Id.

¥ 1d at 3-5.

2 1d at 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:

I.

The Company's CARE Plan set forth in the Application, as modified
[by the Hearing Examiner's Report], should be approved,;

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; '

The Company should be directed to ensure that net present value
benefits of the proposed programs are not shared or transferred
between rate classes;

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,;

The Company's annual reconciliation of its [Weather Normalization
Adjustment ( WNA"] and CRA should be performed simultaneously
and reflected in customers' August bills;

The Company should explain the CRA and CCA to customers by bili
notice and post relevant information on the Company website;

The Company should provide an explanation of the mechanics of the
performance incentive mechanism in ifs tariffs;

The Company's proposed decoupling mechanism (CRA) and CCA are
appropriate and should be approved; and

The Company's proposed [Residential Essential Service] plan should
not be approved for the reasons stated {in the Hearing Examiner's
Report], and the funds designated for this program should be applied
to the Company's weatherization plan for low-income custorers.*

On or before March 2, 2010, the following participants filed comments on the Hearing

Examiner's Report: WGL; the Commission's Staff ("Staff"); and the Office of the Attormey

General, Division of Consumer Counsel ("Consumer Counsel").

2 g at 25-26,
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NOW THE COMMISSION, having considered this matter, is of the 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; (iti) 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
aplan, ., if it finds that the plan's . . . proposed decoupling
mechanism is revenue-neuiral and is otherwise consistent with this
chapter,

Section 56-600 of the 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 ratemaking efficiency plan’ 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.

'Decoupling 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-neutral’ 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 earn
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: (1) Energy Efficiency Education Program; (2) Heating System Check-up Program
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with a Programmable Thermostat 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®; and (6) Low Income Energy Assistance Program.??

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.? 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 of the Residential Essential Service
Program; (ii) rejection of the 90% efficiency portion of the Boiler/Fumnace Replacement
Program; and (iit) implementation of a performance-based incentive plan incorporating all utility
program costs that would be recovered from ratepayers, which reduces the maximum potential
performance-based incentive.

In addition, the CARE Plan is limited to a three-year period beginning on May 1, 2010.

On or before August 1, 2011, and each August 1 thereafter, the Company shall file an annual

2 We further note that this is WGL's first request to implement a CARE Plan, and none of the participants in this
case have objected to these specific programs on an individual basis.

3 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 customers
for implementing the CARE Plan. See, e.g., Staff's 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 incentive 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 iés program-specific and common costs and shall identify program-specific
benefits as well. ! 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 of low 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;

2 In addition, the annual report shall identify the number of participants in each of the programs approved herein.
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(b) perform a second eamirigs test to ensure that the CRA neither positively nor negatively
impacts non-‘participants' sharing of excess earnings under the Company's existing
performance-based regulation plan; (c¢) perform 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 information on the Company's website;
and (e) provide an explanation of the mechanics of the performance-based incentive mechanism
in its tariffs.?’

We reject WGL's proposed performance-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.?® As required for Columbia Gas, WGL's usage reduction targets
shall be based upon the cumnulative gas usage savings, calculated for all participants in the
programs measured from the year of installation as determined from the Company's cost/benefit
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-term projection of natural gas prices. Furthermore, we find 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 find 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 information on the CARE Plan and
on the calculation of non-gas billing charges). See, e.g., Ex. 15 at 41 (Abbott direct).

* Hearing Examiner's Report at 23. The Company did not object to this recommendation. WGL's February 26,
2010 Comments at 7-8.
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savings to determine the net economic benefits upon which to apply the performance-based
incentive.?’

We reject WGL's proposed Residential Essential Service Program and the projected costs
associated therewith, 2 This program is not designed to promote conservation; rather, this
program "would provide a per therm credit applied to the usage of eligible low-income
customers during the months of November through April."?* In addition, Consumer Counsel
states that "[n]ot only would a flat per therm 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."°
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 notéd, the Low Income Energy Assistance Program approved above will continue

to be evaluated — in accordance with the annual reports required herein — to determine whether

specific reductions in energy consumption are actually accruing to low income consumers as a

7 This would include, for example, total customer incentive costs, total utility costs, education program costs,
program administration costs, and evaluation and measurement costs. See, e.g.,, Ex. 13 at MKC-2 and MKC-3
(Carsley direct), Accordingly, WGL shall prepare a revised performance-based incentive plan that complies with
the method approved for Columbia Gas and that reflects the specific 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,

 Hearing Examiner's Report at 23.

% Consumer Counsel's March 2, 2010 Comments 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, 2010 Comments at 11, :
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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 Boiler/Furnace 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 Boiler/Furnace Replacement > 90% Program actually

W1 As aresult, the

- will raise the average cost of energy services for WGL customers.
Boiler/Furnace Rep]acement‘Program approved herein 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 2
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 of a custom commercial program (filed pursuant to the [Act]) in which
energy efficiency proposals are evaluated by the ufility (and not the Commission) on a

case-by-case basis, using a methodology approved by the Commission."*® Thus, WGL

concludes that the Commission must approve its proposal because it is "the same type of custom

M Ex. 13 at 17 (Carsley direct).

32 See, e.g., Hearing Examiner's Report at 24; Staff's March 2, 2010 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."** We do
not find, as suggested by the Company, that WGL's proposal is substantially the same as that
approved for Columbia Gas,*® 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 resultsf, where the] incentive
payments could potentially exceed the costs that a customer actually incurs to undertake a
conservation and energy efficiency project,"*

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

* 1d, 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 also cost effective and consistent with § 56-600 [of the Code], as the Commission has interpreted that
provision in the Columbia Gas proceeding." /d. at 7.

¥ 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,
2010 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.

3 Staff's March 2, 2010 Comments at 11. Having rejected the only business program proposed by WGL, we need
not reach the questions herein regarding: (1) potential rate discrimination among, and how to define, the Company's
targe commercial and industrial customers for purposes of the Act; and (2) WGL's defective notice to its
Shenandoah C&E 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 if it meets
the statutory standards,

Accordingly, IT IS HEREBY ORDERED THAT:

(1) A three-year conservation ratemaking and efficiency plan, as permitted by § 56-600
et 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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Application of 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
dated November 18, 2010

ATTACHMENT K



COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

AT RICHMOND, NOVEMBER 18,2010 ~ + ~ "'% “~F[CE
LARNa P gy
APPLICATION OF C
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LV

WASHINGTON GAS LIGHT COMPANY CASE NO. PUE-2010-00079

For authority to amend its natural
gas conservation and ratemaking
efficiency plan

ORDER ON APPLICATION TO AMEND
CONSERVATION AND RATEMAKING EFFICIENCY PLAN

On March 26, 20i0, 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") Pian for the residential customers
of Washington Gas Light Company ("WGL" or "Company"), effective May 1, 2010, pursuant to
Chapter 25 of Title 56 of the Code of Virginia ("Code").?

On July 22, 2010, WGL filed an application ("Application")® 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." C&I customers and GMA customers using more than 30,000 therms of gas per

' Va, Code §§ 56-600 ef seq. {hereinafter, "CARE Act™).

2 Application of Washington Gas Light Company, For approval of natural gas conservation and ra{er;aaking
efficiency plan including a decoupling mechanisni, Case No. PUE-2009-00064, Doc. Con, Cen, No. 100360098,
Order Approving Natural Gas Conservation and Ratemaking Efficiency Plan (Mar. 26, 2010).

* The term "Application” as used herein refers to the Application as filed on July 22, 2010, as well as the revised
direct testimony and exhibits 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 of customers." Since the Company does not have any separate rate schedules segregating any specific "large
commercial or large industrial classes of customers,” WGL proposes that its CARE Plan apply only to its C&I and
GMA customers using 30,000 therms of gas or less per month.
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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: (1) 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;’ (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 estimates a $12,238 savings for every $2,000 spent on

the commercial custom rebates.®

3 Application of Washington Gas Light Company, For a general increase in rates, fees, charges and revisions lo the
terms and conditions of service as well as approval of a 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).

§ Application at 10.
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The proposed CARE Plan for small C&I and GMA customers includes nine distinct

conservation and energy efficiency programs: (1) a Low Flow Pre-Rinse Spray Valve Rebate

TCEQALZITAT

Program; (2) an ENERGY STAR® Gas Storage Water Heater (< 75,000 Bawhr) Program; (3) an
ENERGY STAR Gas Storage Water Heater (> 75,000 Btw/hr) Program; (4) an ENERGY STAR
Tankless Water Heater (> 200,000Btwhr) 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 Qutreach 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
Cé&T 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&l



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

1CZEBGZTTIOT

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.”

Finally, WGL proposes to eamn 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.°

On July 30, 2010, 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,
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Witness Raab.® On September 13, 2010, the Staff filed its Staff Report on the Application.'® 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
CGYV 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 of WGL's
program costs are offset by funds from the American Recovery and Reinvestment Act.!!

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

® On September 3, 2010, the Commission entered an Order Granting Motion to File Revised Testimony that
accepted for filing Witness Raab's revised direct testimony.

* On September 16, 2010, Staff filed revised pages 23, 24, and 37 to its September 13, 2010 Staff Report.

! Consumer Counsel Comments at 3.

TCEGBZTITAT



per month.'? 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."" 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.'* 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.'>

In the Staff Report, Staff raises issues related to the definition of a customer class; the
calculation of cost/benefit ratios; the incentives offered for the Qutside 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 concems 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

2 id. at 4-5.
B id. ats.
“rd.

1% 1d at 6-7.
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classes in WGL's existing tariff.'® 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.!” 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 not."** Staff expresses specific concern with
the ENERGY STAR Gas Water Heater (< 75,000 Btw/hr) and (> 75,000 Btu/hr) Programs,
which have net present value benefits of $22 and $347, respectively, without any program
costs.!” 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 performance incentive rather than the energy efficiency benefits to their customers. "2
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

'8 Staff Report at 8-11.
Y 1d. at i8.
"® 1d. at 19.
¥ 1d. a2l
©1d. at 22.

Mg 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.”* 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.

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.2* 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.”> 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 of performance incentives for the program.?® 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.”’

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

2 1d,
Brd.
2 1d. a1 26.
2 1d.
% 1d. at 27,

7 id. a1 28-29,
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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 Cé&I and the whole GMA rate classes, with no numbers specifically
calculated for "small” C&I and GMA customers.” 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."m Staff urges that, if the
Commission accepts WGL's plan to define subsets of existing C&! 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.*!

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.’? Addressing the

% 1d. at 29.
? 1d. at 30.
* 1d. at 30-31.
" 1d. at 32.

2 14 ar 33,
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proposed performance 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.*

TCZEGCTTOT

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.**

WGL's Response opposes most of Staff's and Consumer Counsel's concerns an.d
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 partici;.)ate in the CARE
programs.”® WGL argues that its definition of "large” C&I and GMA customers is consistent
with a prior Commission Order approving a 30,000 therm 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.3¢ 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 therms per month.>” WGL asserts that its position is more in

keeping with the language and intent of the CARE Act and would allow approximately 24,800

B 1d. at 33-34.
M 1d. at 35.
3% WGL Response at 4,

3 WGL Response at -6 (citing Application of Shenandoah Gas Company, For anthority to increase its rates and
charges for gas service and to revise its fariffs, Case No. PUE-1997-00616, 1998 8.C.C. Ann. Rept. 375, Final
Order (July 16, 1998)).

Mid 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.*®

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."*® 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 btocks. Further, WGL claims
that any distinction between customers is not rate discrimination but is consistent with the intent
of the CARE Act,*’

WGL argues against Staff's suggestion that the Company defer consideration of the
CARE amendment proposal until February 1, 2011, 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, putting off consideration of the amendment "would thwart the 'fime
certain' 120-day period provided in the CARE Act" for a decision on the CARE amendment, '
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.*?

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

B

% 1d. at 9 (emphasis in original).
©1d at 10,

rd. attl.

2 1d. at 12.

It
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Control Program to $208, but it disagrees with the Staff's 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.® Similarly, concerning the Commercial Custom
Program, WGL notes that the reduction in budget suggested by Staff would drastically limit
customer participation,**

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 of the 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 "[t}he 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 56], 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

2 1d. at 13-14,

1d.

12

TZEGZTTIOTL



apportionment performed 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&l and large GMA customers from the
monthly allowed distribution revenues,* 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 of these separate customer classes. Accordingly, we cannot approve WGL's
proposed CARE Plan amendment at this time.* Our ruling will not inordinately delay small
Cé&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 perform 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.%

* Section 56-600 defines “allowed distribution revenue” as “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 rale case or performance-based regulation plan, muliiplied by the average number of
customers served."

*% This ruling is also consistent with our prior ruling in a case concerning Virginia Natural Gas, Inc's CARE Plan,
where we found that "“'[tihe statute speaks in terms of the residential, small commercial, small general service, large
commercial and large industrial classes of customers. . .. [T]he Act does not permit the Commission to create
subsets of classes within the residential class as identified by statute." Application of Virginia Natural Gas, Ine.,
For approval to implement a natural gas conservation and ratemaking efficiency plan including a decoupling
mechanism and to record accounting entries associated with such 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).

T Application of Washington Gas Light Company, For a general increase in rates, fees, charges and revisions to the
terms and conditions of service as well as approval of a performance-based rate reguiation methodolegy under Va.
Code § 56-235.6, Case No. PUE-2006-00059, 2007 S.C.C. Ann. Rept. 315, 318-19, Final Qrder (Sept. 19, 2007).

As noted in the Final Order, the February 1, 2011 filing must include a class COS Study already, so it should not be
burdensome to the Company to perform such a study including the "small" and "targe" class designations.
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The CARE Act requires, where the Commission is denying a proposed CARE

1.43

amendment, that it state specifically the reasons for such denial.”™ Accordingly, we offer the

following as guidance for future amendments.

As an additional preliminary matter, 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 cost/benefit calculations can
tend to inflate individual program ratios. Where possible, program costs should be allocated or

assigned to individual programs for inclusion in the cost/benefit tests. Where the Company

%8 ya, 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.®

We also stress that cost/benefit tests must be performed for all proposed ﬁrograms. 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.’® 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 cost/benefit 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 aiso 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 cost/benefit tests, that a score of 1.0 means that the cost of a program does not exceed
its benefits, /.e., it is a break-even score, For a program with a cost/benefit result at or barely surpassing 1.0 without
the inclusion of program costs, including such costs may render the program not cost effective.

% Va. Code § 56-600, definition of "Cost-effective conservation and energy efficiency program.” See also
Commonwealth of Virginia, State Corporation Commission, Report fo the Governor of the Commonwealth of
Virginia and the Virginia General Assembly, "Report: Study to Determine Achievable and Cost-effective Demand-
side Management Portfolios Administered by Generating Electric Utilities in the Commonwealth Pursuant to
Chapters 752 and 855 of the 2009 Acts of the Virginia Generat 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 Qutside 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."! 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

5! va, Code § 56-601 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:

(1} WGL's Application is denied.

(2) This matter is continued pending further order of the Commission.

AN ATTESTED COPY HEREOQF 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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