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PUCO MISSION:

To ensure all residential and business consumers access
to adequate, safe, and reliable utility services at fair
prices, while facilitating an environment that provides
competitive choices.
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Chairman Hagan, members of the committee, thank you for the opportunity

to testify today regarding natural gas.

As you have been hearing, natural gas prices are expected to reach historic
highs this winter heating season. These high prices will not only affect Ohio,
but the entire country. Energy sources including natural gas, oil, gasoline,
and coal are all subject to markets thousands of miles away and are hitting

all-time price highs.

Most of Ohio’s natural gas comes from producers in the Gulf of Mexico
area. Producers operate in a competitive market, and the rates they charge
the local utility for natural gas are based on market forces nationwide, and

are not subject to PUCO regulation.

As we have all become aware over the past few years, the production of
natural gas in the United States and Canada has not increased sufficiently to
keep pace with the increased demand by consumers. Although there is
currently no shortage of natural gas, the declining supply relative to demand
IS expected to continue to cause market prices to be above historical levels
and to react sharply to any substantial increase in demand such as occurs

during winter cold spells.

In addition, the increasing reliance on natural gas as the fuel of choice for
new electric generation has been a major factor in the increasing demand of
natural gas. Consumption levels of natural gas for electric generation in the

United States now exceed the amount used by the residential sector.



It is also important to keep in mind that several separate and distinct
industries produce, transport, and distribute natural gas throughout Ohio.
These segments are production companies, transmission companies,
distribution companies, and marketers. The PUCO has regulatory authority
over distribution companies and has some responsibility for marketers, but

does not directly oversee other aspects of the industry.

Gas Cost Recovery

Although natural gas prices are subject to markets, the PUCO ensures that
the utility does not profit on the natural gas itself — what the utility pays is
exactly what the customer pays. The price of natural gas, reflected on a
customer’s bill as the Gas Cost Recovery (GCR) rate, constitutes about 75-
80 percent of customers’ bills. That cost is then passed through to customers
on a dollar-for-dollar basis with no mark-up or profit to the natural gas
company. Only the actual costs of the natural gas are recovered through this

process.

Companies earn profits through the distribution of gas, not through its
purchase and resale. Ohio’s large local distribution companies now file
monthly adjustments to their gas cost recovery rate, rather than quarterly
adjustments. As natural gas prices started to increase and market volatility
became evident last winter, the PUCO encouraged the utilities to file
monthly adjustments to the GCR. The PUCO believes that monthly GCR
rates better reflect the market price of natural gas in times of extreme price
volatility. Allowing GCR rates to more closely track changes in market

prices not only helps avoid large future true-ups, but also gives better price



signals to customers considering whether to switch to an alternative

competitive supplier.

The PUCO monitors and audits each change in the GCR to ensure that the
company is not making a profit through the GCR on the cost of natural gas.
The companies are authorized, by law, to make adjustments (increases or
decreases) to the GCR as long as they can show that no profit is included in

the adjustments.

The PUCO also audits each company’s management policies and
performance to determine whether it has purchased reliable gas supplies at
the lowest possible price. The GCR audit process is necessary because
natural gas is a commodity that is bought and sold in the marketplace. The
price is determined by the supply and demand of the product, thus requiring
a constant review of the process. To ensure the accuracy of GCR
calculations, financial audits are conducted every year. Errors are reconciled

through the refund and reconciliation adjustment in subsequent periods.

Every two years, a management performance audit is also conducted for the
largest local natural gas distribution companies. These audits are conducted
with the assistance of qualified professional auditing firms. Any costs that
are determined not to be prudent are disallowed and are refunded to the
customers through the refund and reconciliation adjustment in future

periods.



Natural Gas Distribution

The price customers pay for having natural gas delivered to homes and
businesses is a regulated price that comprises about 25 percent of the total
bill and is set by the PUCO. The profits earned on this distribution rate vary
year to year. The colder the temperatures the faster the meters spin and the

higher the bills. In warmer years, the opposite is true.

About 90 percent of the natural gas used in Ohio comes from the Gulf of
Mexico region and approximately 10 percent comes from private wells
within the state. Although gas production is not regulated by the PUCO,
local gas companies, on behalf of their customers, have purchased this
commodity and arranged for its transport to their distribution facilities since
the 1930s.

Natural Gas Pipelines and Storage

The winter months of November through March typically account for about
two-thirds of yearly residential natural gas consumption. Natural gas utilities
plan to meet a significant portion of this demand by storing natural gas
during the summer months when prices are lower. That natural gas is then
used for consumption during the winter months where the lower priced

storage gas helps mitigate winter season prices.

Ohio utilities use storage to meet approximately 50 percent of winter
consumption. With the exception of Dominion East Ohio which has the
good fortune of sitting on geological formations that are conducive to being
used for storage, Ohio utilities have virtually no physical storage within their
service areas. Therefore, Ohio companies often need to purchase more

expensive storage directly from the interstate pipelines.



A natural gas company’s access to interstate pipelines that transport natural
gas from the producing regions to the local utility is also a major factor that
affects relative prices. Ohio’s natural gas companies access other pipelines,
as they are able, but most companies are unable to obtain a significant
portion of its system requirements from these alternative pipelines, primarily
due to their relatively limited physical access to those pipelines. This is due
to the greater distance from those pipelines to major market areas. The
greater distance from other pipelines equates to higher overall costs if the

company were to build facilities to interconnect with those pipelines.

Ways Consumers Can Prepare for the Winter Heating Season

Recognizing that natural gas prices could be higher this winter, the PUCO
has proactively reached out to Ohioans to provide them with important
information as they prepare for the winter heating season. There are a
number of assistance programs available to help customers reconnect and

maintain their natural gas service this winter.

One program that anyone can take advantage of is budget billing offered
through the local utility companies. Budget Billing spreads out the cost of
energy used during high-demand times of the year. Instead of seeing an
Increase in winter heating bills, budget billing breaks down total yearly

usage into manageable monthly bills.

Recently, the PUCO issued the Winter Reconnect Order for the 21°
consecutive year as a way for Ohioans to have their home heating service
restored. Beginning Oct. 17, 2005, a customer can pay the amount owed or
$175, whichever is less, plus a service reconnection fee of no more than $20

to have their natural gas service reconnected or maintained if the customer



has been issued a disconnection notice. This program is available for one-
time use through April 14, 2006. There is no income eligibility requirement
to use the order. However, participants in the program must also sign up for
one of the payment plans available to pay the past-due balance on their
utility bill. Last year, more than 217,000 customers utilized the winter
reconnect order. If a customer is at or below 150 percent of the federal
poverty guideline, he or she is eligible to use the Emergency Home Energy
Assistance Program (E-HEAP) funds to pay the $175.

Customer assistance programs based upon a household’s income are also
available to help residential customers with their home heating costs. The
assistance may be in the form of a reduction of a heating bill and/or a set
amount based on income to be paid each month. Programs include:

o Percentage of Income Payment Plan (PIPP)
Home Energy Assistance Program (HEAP)
Winter Crisis Program
Extended Payment Plans

0O O O O

Energy Assistance for Military Personnel and their families

Home heating conservation practices can also go a long way toward savings
on heating bills. Home conservation practices include replacing damaged
weather-stripping on doors and windows, checking home insulation, and
inspecting ductwork for damage. Customers should also consider having
their heating system checked and tuned-up if needed. Purchasing a
programmable thermostat for the home, available at most local home
Improvement stores, enable customers to set the home temperature for

various times of the day, which can help conserve natural gas usage.



Lastly, natural gas choice programs give customers the choice of staying
with their local utility at the current Gas Cost Recovery (GCR) rate or
switching to a marketer that guarantees a variable or fixed rate for a
specified length of time. The choice programs, offered to customers of
Columbia Gas of Ohio, Dominion East Ohio, Cincinnati Gas and Electric,
and Vectren Energy Delivery of Ohio enable those customers to purchase
natural gas from a supplier at an agreed-upon price, and have it delivered to

their home or business by the local utility.

The PUCO certifies the natural gas suppliers to ensure that they are sound
companies, and PUCO rules govern suppliers’ marketing and solicitation
practices and ensure that contracts with customers contain sufficient

information to enable customers to make informed choices.

The PUCO provides straight-forward, unbiased information to assist
customers in choosing a natural gas supplier through its Apples to Apples
charts. The PUCO updates the Apples to Apples charts regularly in a
comparison chart format to keep customers aware of suppliers’ offers. The
Apples to Apples charts are the only charts in the state that require suppliers,
under penalty, to provide accurate information about their latest offers.
However, with the recent volatility of natural gas prices, published price
offers and contracts terms are subject to change. The PUCO always
encourages customers to check with suppliers to verify offers before signing

a contract.



Conclusion

In conclusion, there are no easy answers to address the high natural gas
prices that are resulting from the volatility of the marketplace. The PUCO
recognizes the complexity of natural gas pricing issues. However, the
ultimate remedy to high natural gas prices rests with our nation’s energy

policy going forward.

Meanwhile, the PUCO remains vigilant in its scrutiny of the purchasing
practices of Ohio’s natural gas companies and remains committed to
educating Ohioans about customer assistance programs, conservation

measures, and natural gas choice programs.

Thank you for the opportunity to appear before you today. Chairman Hagan,
if you or members of the committee have questions, | would be happy to

answer them.
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Understanding Residential Natural Gas Prices

Across the U.S. natural gas bills have been higher than those seen during the same time period in
previous years. This information is provided to help you understand the reasons for the increased costs
in Ohio and assist you in keeping your gas bill as low as possible.

Why are natural gas prices rising?

Ohio’s local natural gas utilities and suppliers purchase natural gas from producers, who are typically
located in the Gulf of Mexico region. Producers operate in a competitive market and are not subject to
regulation. The prices they charge local natural gas utilities for natural gas are dependent upon many
factors, including weather, supply, and demand.

Over the past few years, overall production of natural gas in the U.S. and Canada has declined, but
demand from consumers has continued to rise. The price increases that have occurred have led to rise
in drilling activity, but these new natural gas wells are not as productive as previously existing wells.
Although there is currently no natural gas shortage, declining supply relative to demand is expected to
continue to cause market prices to remain above historical levels. Substantial increases in demand, such
as those occurring during winter cold spells, can cause prices to react sharply.

In August 2005, Hurricane Katrina and its aftermath significantly disrupted natural gas production
capability off the shores of Louisiana, Mississippi, and Alabama. The storm impacted hundreds of
offshore wells, dozens of onshore processing facilities, and miles of pipeline. As the industry rebuilds
itself in the region, short term spikes in the price of natural gas are likely, resulting from the more
limited supplies that are available to meet the remaining demand. It remains to be seen whether any
long lasting effects may surface.

Why don’t the local distribution companies buy natural gas from Ohio producers?

Some of the smaller natural gas providers do purchase natural gas from Ohio wells exclusively and the
larger utilities purchase Ohio gas to the extent it is available. Although there are natural gas wells in
Ohio, these wells alone can produce only a fraction of the natural gas necessary for the entire state.

What is the Gas Cost Recovery (GCR)?

Consumers pay only for the actual cost of natural gas. This cost is reflected on a natural gas bill as the
gas cost recovery, or GCR, rate. The GCR is the price that a local natural gas utility pays to purchase
natural gas and to transport the gas from the producing region to its service territory for business and
residential use. That cost is then passed through to consumers on a dollar-for-dollar basis. By law,
natural gas utilities are not allowed to make a profit on the sale of natural gas. Natural gas utilities are
only allowed to profit from the distribution of natural gas.

The GCR represents the portion of your bill that is most affected by changing natural gas prices. If you
are participating in a customer choice program and have selected an alternative natural gas supplier,
the GCR portion of your bill is replaced by the alternative gas supplier’s charge on your bill.



The GCR calculations in Ohio contain not only the projected price of the natural gas, but also
adjustments that correct past under-or-over recoveries of gas costs. These adjustments ensure that no
profit is being made by the utility, but also that the utility recovers only those costs to which it is
entitled.

Historically, the GCR has been adjusted every three months. The PUCO has recently begun shifting to
monthly GCR updates in order to more closely match those rates to actual market prices. Over time,
this will reduce the adjustments that need to be made and should help reduce the drastic fluctuation of
prices. More frequent updates will also provide consumers with better pricing signals by which to
consider whether to switch to an alternative choice provider.

What is the PUCO’s role?

State law in Ohio mandates that GCR costs be passed on to customers on a dollar-for-dollar basis. The
PUCO monitors and audits each change in the GCR to ensure that the natural gas utility is not making
a profit through the GCR on the cost of natural gas. The natural gas utility is authorized, by law, to
make adjustments (increases or decreases) to the GCR as long as the natural gas utility can show that
no profit is included in the adjustments and that the costs are prudently incurred.

The PUCO also audits each natural gas utility’s management policies and performance to determine
whether it has purchased reliable gas supplies at the best possible price. The GCR audit process is
necessary because natural gas is a commodity that is bought and sold in the marketplace. The price is
determined by the supply and demand of the product, thus requiring a constant review of the process.

What can | do to lower my usage so that my bills are not so high?

You can lower your usage by following energy efficiency tips such as checking your insulation and
lowering your thermostat. You can also ask your local utility about budget plans to spread out your gas
costs over a 12-month period. If you live in an area offering a natural gas choice program, you may
want to shop for an alternative gas supplier. Low-income residents may qualify for energy assistance
programs through the Ohio Department of Development. The PUCO also provides a “Three C’s of
Winter Heating” guide and “Natural Gas Energy Efficiency” brochure, which provide information to
help reduce natural gas bills.

The PUCO regularly updates a comparison chart of the certified natural gas suppliers’ offers. The
Apples to Apples comparison charts include a list of the PUCO-certified suppliers that are actively
enrolling customers, the suppliers’ phone numbers and Web sites, price options, total rate, average
annual cost of each plan, and basic terms of the contracts offered. To receive a free copy of the most
recent comparison chart, call the PUCO’s consumer hotline at (800) 686-PUCO (7826) or visit the PUCO
Web site at www.PUCO.ohio.gov.

If you would like to know more about the PUCO or have utility-related questions or concerns,
contact the PUCO at:
(800) 686-PUCO (7826)
(800) 686-1570 (TDD/TTY)
In Columbus only:
(614) 466-3292
(614) 466-8180 (TDD/TTY)
www.PUCO.ohio.gov

The Public Utilities Commission of Ohio
Bob Taft, Governor ¢ Alan R. Schriber, Chairman
Commissioners: Ronda Hartman Fergus, Judy A. Jones, Donald L. Mason, Clarence D. Rogers, Jr.
180 E. Broad Street, Columbus, Ohio 43215-3793 + An Equal Opportunity Employer and Service Provider
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Budget Billing for Natural Gas and Electric Service:
How it Works

Fluctuating energy prices can have a dramatic influence on monthly energy bills. In addition to
following conservation tips and considering competitive supplier options, consumers can take
advantage of budget billing to offset increased energy costs for heating during the winter months and
cooling during the summer months.

Budget billing is a program, offered by Ohio’s regulated electric and natural gas distribution
companies, that spreads out the cost of energy used during high-demand times of the year. Instead of
seeing an increase in winter heating bills or summer cooling bills, budget billing breaks down total
yearly usage into manageable monthly bills.

How does budget billing work?

Your utility company will review your usage history. Based on that information and expected energy
prices, the company will determine your budget amount. You will pay that amount throughout the
budget billing period, which usually runs from August through July. Some companies offer different
programs, such as quarterly budget billing.

At the end of the budget period the company will review your actual usage. You will then receive a bill
for an amount that may be higher or lower than your budget amount. This is called a “true-up” or
settlement. The true-up makes sure that what you paid on the budget plan matches what you actually
used during the budget period. You may either receive a credit if you paid too much during the budget
period, or have to pay the difference if you did not pay enough during the budget period.

The company will then adjust your budget payment for the next period based on the previous period’s
actual usage.

What happens if energy prices decrease or increase during the budget period, or if | use more energy
than was expected?

During the budget period, your utility company may review your budget amount, usage, and energy
prices. The utility company may make adjustments to your budget amount so that your budget amount
more accurately reflects your usage and energy prices. At the end of the budget year, when you receive
your true-up amount, any over or under collection will be taken care of at that time.

How do | sign up for budget billing?

Contact your natural gas or electric utility company. They can provide you with specific information.
Each utility company may have different budget periods and budget plans available. Be sure to ask
when the budget period begins and when adjustments to your budget amount can be made.



Since budget periods usually begin in August, the later in the year you sign up, the higher your budget
amount will be.

If you would like to know more about the PUCO or have utility-related questions or concerns,
contact the PUCO at:
(800) 686-PUCO (7826)
(800) 686-1570 (TDD/TTY)
In Columbus only:
(614) 466-3292
(614) 466-8180 (TDD/TTY)

www.PUCO.ohio.gov

The Public Utilities Commission of Ohio
Bob Taft, Governor ¢ Alan R. Schriber, Chairman
Commissioners: Ronda Hartman Fergus, Judy A. Jones, Donald L. Mason, Clarence D. Rogers, Jr.
180 E. Broad Street, Columbus, Ohio 43215-3793 ¢+ An Equal Opportunity Employer and Service Provider
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Winter Reconnect Order: Maintain Your Electric and Natural Gas Service

What is the Winter Reconnect Order?

The Winter Reconnect Order is issued by the Public Utilities Commission of Ohio (PUCO) on an annual
basis. The order allows residential customers who are disconnected or being threatened with
disconnection the opportunity to pay a designated amount to have their service restored or maintained.

Who offers the Winter Reconnect Order?

All regulated natural gas and electric companies must comply with the Winter Reconnect Order and
allow residential customers who are disconnected or being threatened with disconnection the
opportunity to pay a designated amount to have their service restored or maintained.

When can the Winter Reconnect Order be used?

The Winter Reconnect Order may be used once during each heating season, which usually runs from
mid-October through mid-April.

How much is a customer required to pay with the Winter Reconnect Order?

Residential customers are required to pay no more than $175 to maintain service under the
reconnection order. If the customer’s service has already been disconnected, the customer must pay the
$175 and possibly a reconnection fee of no more than $20 to restore service.

What is a reconnection charge?

A reconnection charge is one that has been approved by and is on file with the PUCO. The Winter
Reconnect Order procedures do not allow companies to charge more than they otherwise are allowed
in their filing as a reconnection charge. Any company that does not have a reconnection charge may not
assess one.

Who is eligible to use the Winter Reconnect Order?

There is no income eligibility requirement to use the Winter Reconnect Order. Any residential customer
who is served by a regulated utility company may use the Winter Reconnect Order, while it is in effect,
to maintain or restore his or her service.

How does a customer sign up for the Winter Reconnect Order?

There is no sign up required. If a residential customer’s service has been disconnected for non-payment
or is being threatened with disconnection, he or she may pay the required $175 (plus any applicable
reconnection charge not to exceed $20) to the utility company and follow the company’s procedures to
get reconnected. If paying at an authorized agent, the customer will also need to call the utility with the
receipt number to report the payment.



How long will it take to get service restored after the payment is made?

Customers who have a current account with the company can have their service restored the same day
if payment is made and the customer contacts the company with the receipt number prior to 12:30 p.m.
If payment is received after 12:30 p.m., the service will be restored the next business day. Accounts
which have been finaled may be treated as new accounts and restoration time could be longer.

Can the $175 payment be made by an agency?

Yes. If a customer is at or below 150 percent of the federal poverty guideline, he or she is eligible to use
the Emergency Home Energy Assistance Program (E-HEAP) funds to pay the $175.

What if the customer owes more than $175 to the utility company?

If the customer is on the Percentage of Income Payment Plan (PIPP), the remaining default amount
would continue to be carried as an arrearage and the customer will make his or her first PIPP payment
the following month. If the customer is not eligible for PIPP, he or she is required to agree upon a
payment arrangement with the utility company.

Per Rule 4901:1-18-04 of the Ohio Administrative Code, the utility companies must offer:

¢ A payment plan that requires either six equal monthly payments on the arrearages in addition
to full payment of current bills; or

¢ A payment plan that requires payment of one-third of the balance due each month (arrearages
plus current bill).

Can the utility company require a security deposit before reconnecting service?

Yes. However, the total amount the company may require a customer to pay, including the security
deposit, may not exceed the Winter Reconnect Order amount for reconnection ($175 plus a possible
reconnection fee of no more than $20).

Will the Winter Reconnect Order procedures apply when the residential customer has had service
disconnected at a different address, even if the disconnection was some time ago?

Yes. Regardless of when or at which address the residential customer has had his or her service turned
off voluntarily or disconnected for non-payment, the special reconnection procedures apply.

If you would like to know more about the PUCO or have utility-related questions or concerns,
contact the PUCO at:
(800) 686-PUCO (7826)
(800) 686-1570 (TDD/TTY)
In Columbus only:
(614) 466-3292
(614) 466-8180 (TDD/TTY)

www.PUCO.ohio.gov
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