ORIGINAL l

“STATEOFTNDTANA— " WA

INDIANA UTILITY REGULATORY COMMISS ON

VERIFIED JOINT PETITION OF INDIANA GAS
COMPANY,INC., SOUTHERNINDIANA GAS
AND ELECTRIC COMPANY AND THE BOARD
OF DIRECTORSFOR UTILITIESOF THE
DEPARTMENT OF PUBLICUTILITIESOF THE
CITY OF INDIANAPOLIS,ASSUCCESSOR
TRUSTEE OF A PUBLICCHARITABLE TRUST,
d/b/a CITIZENSGAS & COKEUTILITY,
PURSUANT TO IND. CODE § 8-1-2.5 ¢t seqg.

FOR APPROVAL OF AN ALTERNATIVE
REGULATORY PLAN WHICH WOULD
ESTABLISH APILOT UNIVERSAL SERVICE
PROGRAM

CAUSE NO. 42590

APPROVED:  pyuG 1 g 2004

N’ N N Nt N St St Nt S vt et e '

BY THE OM
David W. Hadley, Commissioner
Thomas Cobb, AdministrativeL aw Judge

On March 4,2004, IndianaGas Company, Inc. d/b/a Vectren Energy Delivery of Indiana,
Inc. (“IGC”), Southern Indiana Gas & Electric Company, d/b/a Vectren Energy Delivery of
Indiana, Inc. ("SSIGECO™) and the Board of Directorsfor Utilities of the Department of Public
Utilities of the City of Indianapolis, as Successor Trustee of a Public Charitable Trust, d/b/a
Citizens Gas & Coke Utility (*'Citizens") (collectively, the " Petitioners"), filed a Verified Joint
Petition seeking approval of Alternative Regulatory Plans ("ARPS") under which each Petitioner
would implement a pilot "Universal Service Program™ upon Commission approva of their
respective ARPs.

On March 5, 2004, IGC and SIGECO (together “Vectren”) entered into a Stipulation and
Settlement Agreement with the Indiana Office of Utility Consumer Counselor ("OUCC"), and
filed it with the Commission. Also, on March 5, 2004, Citizens entered into a Stipulation and
Settlement Agreement with the OUCC and filed it with the Commission. The Stipulations set
forth the provisions of each Petitioner's proposed ARP, including the terms and conditions
governing their respective Universal Service Programs.

On March 12,2004, Citizens Action Coalition of Indiana, Inc. ("CAC") filed a Petition to
Intervene and to be made a party in the proceeding, which was granted by Docket Entry dated
March 18, 2004. An ad hoc group of Joint Petitioners' customers known as the Manufacturing
and Health Providing Customers (""MHPC") filed a Petition to Intervene on April 5,2004, which
the Commission also granted by Docket Entry on April 7,2004.

On April 30,2004, Petitioners and the OUCC entered into and filed with the Commission
Amended Stipulation and Settlement Agreements. The primary difference between the original
Stipulations and the amended Stipulations was that under the amended Stipulations, customers



eligibleto participate in the Program would receive one of threetiered percentage reductionsin
their bills based on certain criteria. Under the original Stipulations, each petitioning utility's
eligible low income customers were to receive the same flat percentage reduction approved by
that utility.

Also on April 30, 2004, Joint Petitioners filed the Direct Tesiimony and Exhibits of
Gregory A. Sawyers, Citizens Director of Customer Services, and L. Douglas Petitt, Vectren's
VicePresident of Government Affairs, in support of the Amended Stipulations. The OUCCfiled
the Direct Testimony and Exhibits of Mathew G. Parsell in support of the Amended Stipulations
on April 30,2004.

On May 28, 2004, CAC filed the Direct Testimony and Exhibits of Roger D. Colton and
MHPC filed the Direct Testimony of Nicholas Phillips, Jr. Joint Petitionersfiled the Rebuttal
Testimony of Mr. Sawyers and the Rebuttal Testimony of Mr. Petitt on June 7, 2004. Also on
June 7, 2004, CAC's witness Colton and MHPC's witness Phillips filed cross-answering
testimony.

Prior to the June 17, 2004 evidentiary hearing, the Parties engaged in ongoing settlement
discussions. As aresult of those discussions, the Parties reached a settlement in principle of all
issuesin this proceeding.

Pursuant to notice duly published as required by law, the public evidentiary hearing was
commenced in Room TC-10 of the Indiana Government Center South on June 17, 2004 at 9:30
am. Petitioners, the OUCC, CAC and MHPC appeared, by counsel, and participated in the
evidentiary hearing. During the hearing, Petitioners' Direct Testimony and Exhibits and
Rebuttal Testimony were admitted into evidence without objection. The Direct Testimony and
Exhibits of the OUCC, CAC and MHPC, aso were admitted into evidence without objection, as
well as Intervenors' cross-answering testimony. At the close of the public evidentiary hearing,
the Commission scheduled a settlement hearing for purposesof considering aformal settlement
agreement to befiled by the parties and any evidencein support of that agreement.

On July 15, 2004, Petitioners, the OUCC, CAC and MHPC entered into and filed with
the Commission a "Stipulation and Settlement Agreement Among All Parties® (the
"Stipulation™). A copy of the Stipulationis attached hereto and incorporated herein by reference.
Also on July 15, 2004, Petitionersfiled the Supplemental Testimony and Exhibits of Gregory A.
Sawyersand L. Douglas Petitt in support of the Stipulation.

Pursuant to notice duly published as required by law, a settlement hearing was
commenced in Room TC-10 of the IndianaGovernment Center South on August 5,2004 at 9:30
AM. Petitioners, the OUCC, CAC and MHPC appeared, by counsel, and participated in the
settlement hearing. Prior to going on the record, the Presiding Officers were advised that
Douglas A. Karl would adopt the Supplemental Testimony and Exhibits of L. Douglas Petitt.
During the hearing, Petitioners Supplemental Testimony and Exhibits were admitted into
evidence without objection. The Stipulation was admitted into evidence as Joint Exhibit 1. No
party cross-examined Joint Petitioners' witnesses with respect to their Supplemental Testimony.
However, Joint Petitioners’ witnesses Gregory A. Sawyers, on behalf of Citizens, and Douglas
A. Karl, on behalf of Vectren, responded to questionsfrom the Presiding Officers as a panel.



Based on the applicablelaw and evidence of record, the Commission now finds:

1 Commission Jurisdicti _and N I notice of the hearing in this
Cause was given as required by law. Citizens, IGC and SIGECO respectively published legal

notice of thefiling of the Petition seeking approval of an ARP, as required by I.C. 8-1-2.5-6(d).
Proof of publication of the notices was made a part of the record at the hearing. Citizensis a
municipally owned gas utility subject to the Commission's jurisdiction under 1.C. 8-1-11.1-1.
IGC and SIGECO are "public utilities* and "gas utilities” subject to the Commission's
jurisdiction. Each of the Joint Petitioners is an "energy utility” under 1.C. 8-1-25-2. The
Commission has jurisdictionover the parties and the subject matter of this proceeding.

2. Petitioners Characteristics. 1GC is an operating public utility incorporated
under the laws of the State of Indiana, and has an office at 20 N.W. Fourth Street, Evansville,
Indiana. 1GC has charter power and authority to engage in, and is engaged in the business of
rendering gas distribution service solely within the State of Indianaunder indeterminate permits,
franchises, and necessity certificates heretofore duly acquired. |GC owns, operates, manages,
and controls, among other things, plant, property, equipment and facilities, which are used and
useful for the production, storage, transmission, distribution and furnishing of gas service to
approximately 542,500 ultimate consumers in 311 communities and adjacent rural areasin 49
countiesin the north central, central, and 'southern portionsof Indiana.

SIGECO is an operating public utility incorporated under the laws of the State of Indiana,
and has an office at 20 N.W. Fourth Street, Evansville, Indiana. SIGECO has charter power and
authority to engage in, and is engaged in the business of rendering both gas and electric public
utility service in the State of Indiana. SIGECO owns, operates, manages, and controls, among
other things, plant and equipment within the State of Indiana used for the production,
transmission, delivery and furnishing of service to approximately 132,500 ultimate electric
customersand 144,000 ultimate gas customers in southwestern Indiana.

Citizens is a municipally owned gas utility and has its principal office at 2020 North
Meridian Street, Indianapolis, Indiana. Citizens has the power and authority to engagein, andis
engaged in, the business of rendering gas distribution service solely within the State of Indiana
under theterms of Ind. Code § 8-1-11.1. Citizensowns, operates, manages, and controls, among
other things, plant, property, equipment and facilities, which are used and useful for the
production, storage, transmission, distribution and furnishing of gas service to approximately
262,000 residential, commercial and industrial customersin and around Marion County, Indiana.

3. The Stipulation and Resulting ARPs. Under the terms of the Stipulation, each
Petitioner would implement a two-year pilot " Universal Service Program™ ('Program’) to begin
on January 1, 2005 and end on December 31, 2006. During the term of the pilot Program,
Petitioners' participating low-income customers will pay a reduced rate for natural gas service.
Petitioners may seek to implement the same or a different universal service type program to
begin any time after the pilot Program terminates on December 31, 2006. However, any
subsequent program shall beinitiated by anew petitionfiled with the Commission.

In response to questions from the Presiding Officers during the settlement hearing,
Petitioners’ witness Sawyers indicated that the January 1, 2005 start date was chosen to ensure
that as many eligible low income customers as possible will be enrolled in the Program prior to
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itsimplementation. Customersenrolled prior to the January 1, 2005 start datewill pay a reduced
ratefor gas servicefor afull twelvemonth period.

a Eligibility Requirements and Assistance Provided.  Eligible low-income
customerswill be enrolled in the Program by existing Community Action Agencies through the
State's Energy Assistance Program (“EAP”) enrollment process. During the settlement hearing
Petitioners witnesses indicated that their respective Companies already had begun working with
the Community Action Agencies in their service areas to ensure that they are notified quickly
when a new low-incomecustomer enrolls.

In order for low-income customers to be eligible for assistance from the proposed
Program, the following criteria must be satisfied: (i) the customer's gross household income
must be at or below levelsestablishedfor assistancefrom the State's EAP; (ii) the customer must
enroll in and qualify for assistance from the State's EAP; (iii) the customer's account must be
designatedas residentia gas service; (iv) the customer must reside at the service address; and (v)
theremust be only one (1) account in the customer's name.

Petitioners are projecting a combined annua enrollment in the pilot Program of 21,000
low-income customersfor IGC and SIGECO and 16,000 for Citizens. These estimates are based
on prior enrollment in the State's EAP program. The only limit placed on enroliment in the
Program is the requirement that an eligible customer must enroll in and receive funding from the
State's EAP program. Once funding for the State's EAP program is exhausted or the end of the
enrollment period is reached (i.e., May 31*), enrollment in the Program will end.

The net bill (not including their EAP benefits) for Citizens and Vectren's low-income
customers eligible to participate in the Program, during its first year, will be reduced by an
agreed percentage. The State's Benefit Matrix, used in the EAP application process, will
determine which percentage reduction an eligible customer will receive. The pre-determinedtier
structurewas established jointly by the Family and Social Services Administration (""FSSA™) and
Petitioners, using prior heating season low-incomedata. Prior to the start of the second year of
the Program, FSSA and Petitioners will use the Program's first year heating season data to
determine if any adjustments are needed to the percentages or the tier structure, subject to
approval by the Commission.

Under theterms of the Program, each participating cust'omer's EAP grant will continueto
be applied directly to customer bills, in the same manner asit hasin the past and at the sametime
as it otherwise would have. During the first year of the Program, the combined benefit of the
discount tiers and the standard EAP benefits will represent an approximate 27%, 40% or 50%
reduction in the overall heating costs to Citizens eligible low-income customers and an
approximate 35%, 50% or 60% reduction in the overall heating costs to Vectren's eligible low-
income customers.

Under the pilot Program, additional funds will be provided for the weatherization of
homes of participating customers. Citizens will increase its annua weatherization program
funding to a minimum of $500,000 annually during the two years o the pilot Program.! 1GC
will designate $200,000 annually for use in weatherization projects. These fundswill be used so

! Citizens will dedicate previously committed GCA50 funds to support theincreased weatherization activity.
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that customers enrolled in the Program with the highest annual usage can be referred to the State
weatherization program, or one of Citizens' or | GC's weatherization programs.

b. Program Funding with Respect to Citizens. Citizenswill fund its pilot Programin
the following manner. First, al weatherization costs and tiered percentage customer bill
reduction amounts will be placed into Citizens' "Universal Service Fund," as a balance to be
recouped. Citizens then will apply against this balance $950,000 from its existing support
programs (Warm Heart Warm Home Foundation, Weatherization Funds, GCA 50 Funds) and
$912,000 in new contributionsfrom its unregulatedfunds.

In accordance with the Stipulation and Settlement Agreement approved in Cause No.
41605 on December 11, 2002, Citizens will pass through to its customers via the Customer
Benefit Distribution (“CBD”) a per unit credit that is at least equal to the amount of Citizens
recovery through the CBD of FAS106 and FAS71 costs (""Matching Funds™). The Matching
Funds amount to $1,288,000 annually during the term of the pilot Program.

Citizens will incorporate per unit charges into its "Customer Benefit Distribution/
Universal Service Program Funding Tracker' to recover any unfunded balancein the " Universal
Service Fund" for residential, commercial and industrial customers (including low-income
customers participating in the Program). The charges will be imposed commensurate with
Program implementation. Initialy, the per dekatherm charge assessed Large Volume and
Interruptible customerswill be one-half cent ($0.005) and the per dekathem chargefor Citizens
remaining customers will be equivalent to the per dekatherm Matching Funds. The charge will
be trued up, to be effective January 1, 2006, the start of thelast year of the pilot Program, but in
no event will the per dekatherm charges during the last year of the Program exceed one cent
($0.01) for Large Volume and Interruptible customersand the per dekatherm Matching Fundsfor
Citizens' remaining customers.

In the event afunding deficit exists at the end of the pilot Program, Citizens may create a
regulatory asset and continue to use the above funding mechanism, or for good cause shown,
propose an alternate method to recover such deficit, without carrying charges. In the event
surplus funding exists a the end of the pilot Program, then such surplus will be included in
Citizens subsequent CBD, unless Citizens obtains Commission approval to utilize such surplus
to assist in funding a subsequent Program.

C. Program Funding With Respect to Vectren. Vectren will fund its pilot Programin
the following manner. First, all customer bill reductionswill be placed into IGC and SIGECO’s
respective "Universal Service Funds,” as a baance to be recouped. Vectren then will apply
against this balance al of IGC’s and SIGECO’s " Share the Warmth" annual funding totaling
$500,000, plus funds collected from donors and matched by IGC and SIGECO in accordance
with the terms of the " Share the Warmth™ Program. Vectren also will contribute $25,000
annually fromits "' below-the-line" income to the " Universal Service Fund".

Any unfunded balancein the Vectren "Universal Service Fund will be recovered from
per unit charges through a Rider (“the USF Ride™), incorporated as part of residential,
commercial, and industrial distribution charges (includinglow-incomecustomers participatingin
the Program). The Vectren USF Rider will be implemented commensurate with Program
implementation based on estimates of eligible customer needs. Initidly, the per dekatherm
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charge on the USF Rider will be five cents ($0.05) for residential customers, three cents ($0.03)
for commercial customers and one-half cent ($0.005) for transportation customers. The USF
Rider will be trued up, to be effective January 1, 2006, the start of the last year of the pilot
Program, but in no event will the per dekatherm charges during the last year of the Program
exceed seven cents ($0.07) for residential customers, five cents ($0.05) for commercia
customers and one cent ($0.01) for industrial customers. Any increase or decreaseto the USF
Rider will be applied proportionately across customer classes.

In the event thereis any remaining deficiency at the end of the Program term, IGC and
SIGECO may create a regulatory asset and recover (without carrying charges) such deficiency
from their respective customersin the form of per dekatherm charges that do not exceed the
abovelimits. In the event surplusfunding exists a the end of the pilot Program, then the surplus
will be returned to customers, unless IGC and SIGECO obtain Commission approval to useit to
assist in funding a subsequent Program.

d. Annual True-Up. On June 30, 2005, Petitionerswill review the pilot Program to
determine whether their initial per dekatherm charges need to be revised. Petitioners will file
any revisionsto their respectiveRiders, consistent with the limitationsdescribed above, pursuant
to the Commission's thirty (30) day filing procedures and serve the other parties to this
proceeding with copies of any such filing. Upon Commission approva under the 30-day filing
process, or otherwise, revised charges would take effect on January 1,2006.

e Notice. The stipulation provides that each Joint Petitioner will provide notice
describing the benefit and purposes of the program and the respectivefunding mechanismstwice
each year, which notice will be included in residential, commercial and industrial customers
bills. The notice will reflect that the program is a result of an agreement, which has been
approved by the Commission as a pilot program.

f. Miscellaneous Provisions. The Stipulation states that Petitioners have agreed to
absorb all costs associated with administering their respective Programs. However, each
Petitioner will continue to track the administrative costs for review and considerationin future
filings relating to the continuation of the Program after December 31, 2006. Any recovery by
Petitionersof administrative costsislimited to 5% of the cost of their respective Programs.

Petitioners will retain 50% of any net savings resulting from reduced write-offs of bad
debt. The remaining 50% of such net savings will be re-depositedinto the respective " Universa
Service Funds.' If, at the conclusion of the Program, a share of the net savings remains due to
customers, such savings will be provided to customers through the GCA or other appropriate
meansfor transportation customers.

On or before June 30™ of each year of the pilot Program, Petitionerswill submit reports
to the Commission and provide copies to the OUCC, MHPC and CAC, showing all necessary
and pertinent information from the previous heating season, which will permit the Commission
and the Parties to evaluate the performance and effectiveness of the Program in achieving its
goals and purposes.

The Stipulation further provides that in the event that during the term of the pilot
Program any of the Petitioners has a base rate case pending before the Commission, such case
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shall not override the terms of the Stipulation. In any such base rate case, the respective
Petitioner's test year and pro forma expensesfor the twelve (12) monthsfollowing the end of the
test year shall neither include administrative costs related to the Program, nor any reduction to
bad debt expenseresultingfrom the Program.

4. Discussion and Findings.
a Approval of the Program Under the AUR Act. Petitioners are "energy utilities”

that commenced this Cause for the purpose of seeking Commission approval to implement
ARPs, pursuant to I.C. 8-1-2.5. Section 6(a) of the AUR Act authorizes the Commission to
adopt alternative regulatory procedures, and establish rates and charges that are in the public
interest, and enhance or maintain the value of the utility's energy services or properties. The
alternative regulatory plans and practices authorized by the AUR Act include practices,
procedures, and mechanisms focusing on the price, quality, reliability, and efficiency of service.
[.C. 8-1-2.5-6(a)(1).

Petitioners witness Petitt testified that the Program will result in rates and charges
applicable to Petitioners low-income customers that will promote efficiency. (LDP-S a 4.)
Vectren's qualifying low-income customerswill receive at least 35% and up to a 60% reduction
in their monthly gas bill, taking into account their annual EAP grants. Citizens qualifying low-
income customers will receiveat least 27% and up to a 50% reduction in their monthly gas hill,
including their annual EAP grants. These discounts are intended to make winter heating bills
more manageable for Petitioners low-income gas customers and provide them with an
opportunity to bresk the cycle of disconnection and reconnection. This break in the cycle is
expected to reduce service terminations, costs related to collections, customer arrearages and
Petitioners' outstanding accounts receivable. (LDP at 6.) Petitioners witness Sawyerstestified
that the remainder of Petitioners’ customers will benefit from the anticipated decreasein number
of defaults, and untimely payments, which otherwise would have resulted in higher costs being
imposed on them. (GAS-Sat 11)

According to Petitioners, the Program will further promote energy efficiency by requiring
participants to be responsiblefor a manageable portion of their natura gas bill, thereby giving
them an incentive to monitor and reduce usage, and if possible, to lower their monthly gas bills.
Petitioners testified that the weatherization aspects of the Program are designed to promote
energy efficiency through conservation.

Based on the fact that al parties have joined in the Stipulation and on Petitioner's
testimony that Petitioners' respective Programswill promote efficiency in the rendering of retail
energy services, the Commission finds that the approva of the terms of Petitioners' respective
Programsthrough ARPs, asenvisioned by I.C. 8-1-2.5, et seq., is appropriate.

b. Terms of Petitioners Respective Programs. The Stipulation was the result of
extensive negotiations among the parties. The Commission has consistently observed that:
"Indiana law strongly favors settlement as a means of resolving contested proceedings.”” Re
Indianapolis Power & Light Co., (IURC 8/24/95), Cause No. 39936, p. 7 (citations omitted).
The policy is consistent with expressions to the same effect by the Supreme Court of Indiana
See, e.g., Mendenhall v. Skinner & Broadbent Co., 728 N.E.2d 140, 145 (Ind. 2000) (*The
policy of the law generally is to discourage litigation and encourage negotiation and settlement
of disputes.™)




Nevertheless, State law imposes a somewhat different burden on administrative agencies
reviewing settlementsthan may be the case with regard to civil courts:

[Slettlement carries a different connotation in administrative law and practice
from the meaning usually ascribed to settlement of civil actionsin acourt. While
trial courts perform a more passive role and allow the litigants to play out the
contest, regulatory agencies are charged with a duty to move on their own
initiative where and when they deem appropriate. Any agreement that must be
filed and approved by an acency loses its status as a strictly private contract and
takes on a public interest gloss. Indeed, an agency may not accept a settlement
merely because the private parties are satisfied; rather, an agency must consider
whether the publicinterest will be served by accepting the settlement.

Citizens Action Coalition of Indiana, Inc. v. PS Energy, Znc, 664 N.E.2d 401, 406 (Ind. Ct.
App.1996) (citationsomitted).

Furthermore, any Commission decision, ruling, or order, including the approval of a
settlement, must be supported by specific findings of fact and sufficient evidence. United States
Gypsum, 735 N.E.2d at 795 (citing Citizens Action Coalitionv. Public Service Co., 582 N.E.2d
330, 331 (Ind. 1991)). The Commission’s own procedura rules require that settlements be
supported by probativeevidence. 170 1.A.C. 1-1.1-17(d). Therefore, before the Commissioncan
approve the Stipulation, we must determine whether the evidence in this Cause sufficiently
supportsthe conclusion that the Stipulation is reasonable, just, and consistent with the purpose of
IndianaCode § 8-1-2, and that such agreement servesthe public interest.

In this matter the parties havefulfilled any reasonable requirement of probative evidence
in support of their settlement in an exemplary manner.

Petitioners witnesses Sawyers and Petitt testified that the cost of gas commodity in the
market place hastraded at levels greater than five timesthe cost level in thelate 1990°s. (LDP at
5.) Petitioners state that these high energy costs create a disproportionate burden on low-income
customers. (Id.;;GAS a 6) Petitionerstestified that the increasein natural gas costs, along with
a downturn in the general economy, has resulted in a greater percentage of customers on
Petitioners’ systems who have experienced difficulty in paying for their gas service. (LDPat 5;
GAS at 6-7).

Petitioners anticipate the Program, as set forth in the Stipulation, will provide needed
assistance to their respective low-income customers by reducing their costs and making winter
heating bills more manageable. (GAS-S at 11.)*> Petitioners further expect the Program to
decreasethe number of defaults, and untimely payments, which otherwise ultimately would have
resulted in higher costs being imposed on the remainder of Petitioners’ customers. In responseto
guestions from the Presiding Officers during the settlement hearing, Petitioners witnesses
indicated that weatherization of low-income customer homes, will not be reduced during the

2 The provisionsof the Stipulation with regard to administrativecosts require some clarification. The net savings
resulting from reduced write-offs of bad debt is calculated by subtracting administrativecosts of the program from
the estimated write-off savings. Fifty percent of that net savings is then put back into the respective Universa
Service Funds, while the remaining savings will be kept by the Petitioners.
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term of the Program. Petitionerswill continue their current weatherization efforts and intend for
the funds set aside under the Stipulation to be their minimum investment in weatherization
projects.

We note that the Program incorporates terms proposed by all of the partiesinvolved in
this proceeding. For instance, the percentage discount tiers agreed upon by Petitioners and the
OUCC in the original Stipulations were modified in the July 15, 2004 Stipulation to conform to
recommendations made by CAC’s witness Colton. We also note that the parties and the
Commission all have arolein evaluating the Program's effectivenessduring the annual reporting
process. In addition, all of the parties have an opportunity to participatein determining the data
to be collected in order to effectively evaluate the Program. In response to questions from the
Bench, Petitioners witnesses stated that they also would welcome the participation of the
Commission or its staff. This evaluation process will provide valuableinsight in considering any
future proposal made by Petitioners to continue the Program beyond its two-year term or to
launch a new universal servicetype program.

The Commission recognizes the importance of fully informing ratepayers of the
provisionsof the stipulation and its effects. In responseto questionsfrom the Presiding Officers,
Petitioners agreed to include the Commission Division of Consumer Affairs in the process of
reviewingthe bill inserts and other information to be made availableto ratepayers.

The Stipulation and the ARPs contained therein will provide significant benefits to
Petitioners low-income customers. The Commission finds that this proposal should be
approved in itsentirety.

The Commission further finds that the evidence submitted constitutes substantial,
probative evidence sufficient to support approval of the Stipulation and the ARPs included
therein. Our approval of the Stipulation includes the necessary approval of the ARPs. Wefind
that approval of the Stipulation and incorporated ARPsisin the publicinterest, is reasonableand
in conformancewith all statutory requirements.

5. Conclusion. Wefind, based upon the applicable law and evidence presented that
the Stipulation and the ARPs set forth therein are reasonable, in the public interest and should be
approved. With regard to future citation of the Stipulation and Order, we find approva herein
should be construed in a manner consistent with our findingsin In Re Richmond Power & Light,
Cause No. 40434 (IURC 03/19/97).

IT IS THEREFORE ORDERED BY THE INDIANA UTILITY REGULATORY
COMMISISON that:

1. The Stipulation filed on July 15, 2004 is hereby approved, and the terms and
conditions thereof shall be and hereby are incorporated herein as part of this Order, subject to
Finding 5 herein.

2. Petitioners shall file tariff sheets consistent with the Stipulation, which shall become
effective upon filing with and the approval of the Commission's Gas/Water/Sewer Division.

3. ThisOrder shall becomeeffective on and after the date of its approval.
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McCARTY, HADLEY,RIPLEY AND ZIEGNER CONCUR; LANDIS ABSENT:
APPROVED:
AUG 1 8 2004

| hereby certify that theaboveisatrue
and cor rect copy of the Order asapproved.

iy luid actiq

Nancy E. Manley
Secretary tothe Commission
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STIPUL TION A EN T 5IEEMEN’

AMONGALL PARTIES

Joint Petitioners, the Board of Directorsfor Utilities of the Department of Public Utilities
of the City of Indianapolis, as Successor Trusteeof a Public CharitableTrust, d/b/a CitizensGas
& Coke Utility (" Citizens™), IndianaGas Company, Inc. d/b/a Vectren Energy Delivery of
Indiana, Inc. ("IGC") and Southern Indiana Gas & Electric Company, d/b/a Vectren Energy
Délivery of Indiana, Inc. (""SIGECQO"), the IndianaOffice of Utility Consumer Counselor
("OUCC"), and Intervenors, Manufacturing and Health Providing Customers("MHPC") and
CitizensAction Coalition of Indiana, Inc. (“CAC”) (collectively, the"' Parties™) having been duly
advised by their respective staff, expertsand counsdl, stipulate and agree that the following terms
represent an alternativeregulatory plan, and afair, reasonableand just resolutionof the issues
involved in this proceeding, subject to their incorporationinto a non-appeal ablefinal order of the
Indiana Utility Regulatory Commission (the “Commission™) without modification or further

conditionthat may be unacceptableto any Party hereto ("Find Order™). If the Commission does



not approvethis Stipulation and Settlement Agreement Among All Parties (the "' Agreement™) in
its entirety, the Agreement shall be deemed null and void and withdrawn, unless otherwise
agreed to in writing by the Parties.

l. BACKGROUND

On March 4,2004, Joint Petitionersfiled their Verified Joint Petition seeking approval of
an alternativeregulatory plan for each Joint Petitioner, which would allow each Petitioner to
implement a pilot " Universa Service Program.” On March 5,2004, IGC and SIGECO
(collectively"Vectren'™) entered into a Stipul ation and Settlement Agreement with the OUCC,
and filed it with the Commission. Also, on March 5,2004, Citizensentered into a Stipulation
and Settlement Agreement with the OUCC and filed it with the Commission.

On March 12,2004, CAC filed a Petition to Intervene and to be made a party in the
proceeding. The Commissiongranted CAC’s Petition to Intervene by Docket Entry dated March
18,2004. MHPC filed a Petition to Interveneon April 5,2004, which the Commission granted
by Docket Entry dated April 7,2004.

On April 30,2004, Joint Petitionersand the OUCC entered into and filed withthe
Commissiontheir Amended Stipul ation and Settlement Agreements. Also on April 30,2004,
Joint petitionersfiled the Direct Testimony and Exhibitsof Gregory A. Sawyers, Citizens
Director of Customer Services, and L. DouglasPetitt, Vectren’s Vice President of Government
Affairs, in support of the Amended Stipulations. The OUCC filed the Direct Testimony and
Exhibitsof Mathew G. Parsell in support of the Amended Stipulationson April 30,2004.

On May 28,2004, CAC filed the Direct Testimony and Exhibitsof Roger D. Colton and

MHPC filed the Direct Testimony of Nicholas Phillips, Jr. Joint Petitionersfiled the Rebuttal



Testimony of Gregory A. Sawyersand L. Douglas Petitt on June 7,2004. Also on June 7,2004,
CAC’s witness Colton and MHPC’s witness Phillipsfiled cross-answering testimony.

Prior to the June 17,2004 evidentiary hearing, the Partiesengaged in settlement
discussions. Asaresult of those discussions, the Partiesreached a settlement of all issuesinthis
proceeding, under theterms of which they agreethe Commission should enter an Order approving
an aternativeregulatory plan for each Joint Petitioner as outlined below.

II. TERMSAND CONDITIONSOFAGREEMENT

Joint Petitionerswill implement atwo-year pilot Universal ServiceProgram (the
"Program') to begin on January 1,2005 and end on December 31,2006. Under the Program,
Joint Petitioners low-income customerseligiblefor the Program will pay a reduced rate for
natural gas service, as set forth in paragraph A below. The weatherization costs and the amounts
resulting from the bill reduction provided will be accumulated for recovery in a* Universa
Service Fund" described in paragraph C below.

The Joint Petitioners may seek to implement the same or adifferent universal servicetype
program ("' Subsequent Program') to begin any time after the Program terminateson December
31,2006. Any Subsequent Program shall be initiated by a new petition filed with the
Commission, and the petitioner shall bear the burden of proof that such Subsequent Program
should be approved by the Commission.

A. Discountsto Eligible Customers

1. Citizens.

Thenet bill for Citizens' low-incomecustomerseligibleto participatein thefirst year of

the Program will be either 9%, 18% or 24% |lower than the residential gas servicebill. The

State's Benefit Matrix, used in the Energy Assistance Program (“EAP”) application process, will
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determine which percentage reduction an eligible customer will receive. The pre-determinedtier
structure was established jointly by the Family and Social Services Administration ("FSSA™) and
Citizens, using prior heating season low-incomedata. Prior to the start of the second year of the

Program, FSSA and Citizenswill usethe Program'’s first year heating season datato determineif
any adjustments are needed to the percentagesor thetier structure.

During thefirst year of the Program, the combined benefit of the discount tiers and the
standard EAP benefitswill represent an approximate 27%, 40% or 50% reduction in the overall
heating coststo Citizens' eligible low-income customers.

2. Vectren.

The net bill for Vectren's low-income customers eligibleto participatein thefirst year of
the Program will be either 15%, 26%, or 32% lower than the residential gasservicebill. The
State's EAP Benefit Matrix, used in the EAP application process, will determine which
percentage reduction an eligible customer will receive. The pre-determinedtier structure was
established jointly by the FSSA and Vectren, using prior heating season low-income data. Prior
to the start of the second year of the Program, FSSA and V ectren will use the Program'’s first year
heating season datato determine if any adjustments are needed to the percentages or thetier
structure.

Duringthefirst year of the Program, the combined benefit of the discount tiers and the
standard EAP benefitswill represent approximate 35%, 50% or 60% reduction in the overall
heating coststo Vectren's eligiblelow-income customers.

B Program Eligibility Requirementsand Enrollment

L. Eligibility. Inorder for low-income customersto be eligiblefor assistance

from the Program, the following criteriamust be satisfied:
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a . Thecustomer's gross household income must be at or below levels

established for assistancefrom the State's EAP;

b. The customer must enroll in and qualify for assistancefrom
the State's EAP,
C. The customer's account must be designated as residential gas
service;
d. The customer must reside at the service address; and
e Theremust be only one (1) account in the customer's name.
2. Enrollment. Eligiblelow-income customerswill be enrolledin the

Program by existing Community Action Agencies through the EAP application enrollment
process.
C. Program Funding
1. Citizens
Both weatherization funds and the difference between the bill that otherwisewould be
payable by Program eligible customersfor residential gas service under Citizens approved and
authorized rates after reduction for the standard EAP benefits and the net bill to be paid by
Program participants will be recovered first from contributions Citizenswill make from existing
support programsand new contributionsdescribed in paragraph J, below. Citizens' funding of
the Program will work asfollows:
(a) all weatherization costs and customer hill reductionswill be placed into Citizens
Universal Service Fund as a balance to be recouped,;
(b) thefundsfrom Citizens' existing support programsand new contributionswill be

applied against the balance; and



(c) in accordancewith the Stipulation and Settlement Agreement approved in Cause
No. 41605 on December 11,2002, Citizenswill passthrough to its customersviathe Customer
Benefit Distribution (" CBD) aper unit credit that is at |east equal to the amount of Citizens
recovery throughthe CBD of FAS106 and FAS71 costs ("Matching Funds™). The Matching
Funds amount to $1,288,000 annually during the term of the pilot Program.

(d) Citizenswill expand and incorporateinto Rider C (the" Customer Benefit
Distribution/Universal Service Program Funding Tracker') per unit chargesto recover any
unfunded balancein the Universal Service Fund for residential, commercial, and industrial
customers (including low-incomecustomers participating in the Program). The chargesto be
added to Rider C will be imposed commensuratewith Program implementation. Initially, the per
dekatherm charge assessed Large Volume (Gas Rate No. D5) and Interruptible (Gas Rate No.
D8) customerswill be one-half cent ($0.005) and the per dekatherm chargefor Citizens
remaining customerswill be equivalent to the per dekatherm Matching Funds described in
subparagraph (c) above. Rider C will be trued up once, to be effective January 1,2006, the start
of the last year of the pilot Program, as described in paragraph D below, but in no event will the
per dekatherm charges during the last year of the Program exceed one cent ($0.01) for Gas Rate
Nos. D5 and D8 and the per dekathenn Matching Fundsfor Citizens' remaining customers.

In the event additional funds are required, Citizenswill utilize a portion of its
weatherizationfunds to the extent permitted under paragraph F to make up the difference. Inthe
event afunding deficit exists at the end of the pilot Program, Citizensmay createa regulatory
asset and continueto utilize the funding mechanism described in this paragraph C, or for good
cause shown, propose an alternate method to recover such deficit, without carrying charges. In

the event surplusfunding exists at the end of the pilot Program, then such surplusshall be
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includedin Citizens subsequent CBD, unless Citizens obtains Commission approval to utilize
such surplusto assist in funding a Subsequent Program.
2. Vectren
The difference between the bill that otherwisewould be payable by Program dligible
customersfor residential gas service under Vectren's approved and authorized rates after
reduction for the standard EAP benefitsand the net bill to be paid by Program participantswill
be recovered first from contributionsV ectren will make from existing support programs
described in paragraph J, below. Vectren's funding of the Program will work asfollows:
(@) all customer bill reductionswill be placed into IGC and SIGECO’s respective
Universal Service Funds as a balanceto be recouped;
(b) thefundsfrom Vectren's existing support programswill be applied against the
balance; and
(c) any unfunded balance in the " Universal Service Fund™ will be recovered from per
unit charges (“'the USF Rider""), incorporated as part of residential, commercial, and industrial
distribution charges (including low-income customers participatingin the Program). The Rider
will be implemented commensurate with Program implementationbased on estimates of igible
customer needs. Initially, the per dekatherm charge assessed will be five cents ($0.05) for
residential customers(Rate 10: Indiana Gas; Rate 110: SIGECO), three cents ($0.03) for
commercia customers(Rates 20 and 40: Indiana Gas, Rate 120 Sales: SIGECO) and one-half
cent ($0.005) for transportationcustomers(Rates 45, 60 and 70: IndianaGas; Rates 120,
transportation, 160 and 170: SIGECO). The USF Rider will betrued up once, to be effective
January 1,2006, the start of the last year of the pilot Program, as described in paragraph D

below, but in no event will the per dekathenn charges during the last year of the Program exceed
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seven cents ($0.07) for residential customers, five cents ($0.05) for commercia customersand
one cent ($0.01) for industrial customers. Any increaseor decreaseto the USF Rider will be
applied proportionately across customer classes. Inthe event that thereisany remaining
deficiency at the end of the Program term, IGC and SIGECO may create a regulatory asset and
recover (without carrying charges) such deficiency from their respective customersin the form of
per dekatherm chargesthat do not exceed the foregoing maximum limits. In the event surplus
funding exists at the end of the pilot Program, then such surplus shall be returned to customers,
unless IGC and SIGECO obtain Commission approval to utilize such surplusto assist in funding
a Subsequent Program.

D. Annual True-Up

On June 30,2005, Joint Petitionerswill review the pilot Program to determine whether
theinitial charges set forth in subparagraphs C.1.d and C.2.c. above need to be revised. Joint
Petitionersshall file any revisionsto their respective Riders pursuant to the Commission's thirty
(30) day filing procedures. Joint Petitionersshall servethe other Parties with copiesof any filing
for arevisionto their respectiveRiders. Upon Commissionapproval under the 30-day filing
process, or otherwise, the revised Riders would take effect on January 1,2006.

E.° Notice

Each Joint Petitioner will provide notice describingthe benefits and purposes of the
Program and the respective funding mechanisms twice each year, which notice will beincluded
inresidential, commercial and industrial customers' bills. The notice will reflect that the
Programis aresult of an agreement, which has been approved by the Commissionas a pilot

Program.



E Weatherization of Low Income Homes
1. Citizens
Citizenswill increaseits annual weatherization program funding to a minimum of
$500,000 annually during the two yearsof the Program. These fundswill be used so that
customersenrolledin the Program with the highest annual usage can be referredto the State
weatherizationprogram, or Citizens weatherization program. These fundswill be reflected in
the" Universal Service Fund" and dealt with for recovery in the same manner described in
paragraph C.1.
2. Vectren

IGC will designate$200,000 annually for use in wesatherization projects. These funds
will be used so that customersenrolled in the Program with the highest annual usage can be
referred to the State weatherization program, or one of IGC’s weatherizationprograms. These
fundswill bereflected in the' Universal Service Fund" and dealt with for recovery in the same
manner describedin paragraph C.2.

SIGECO hasapending"DSM" proposal, whichis not included in this part of the
pilot Program; thus SIGECO will not provide incremental weatherization.

"G. Service Terminations

Joint Petitionerswill continueto protect all eligible Program customersfrom service
terminationfrom December 1 through March 15, as provided in Ind. Code § 8-1-2-121.

H. Pilot Program: Number of Participants

Under the pilot Program, Joint Petitioners are projecting a combined annual
enrollment of 21,000 low-income customersfor IGC and SIGECO and 16,000 for Citizens.

These estimates are based on prior enrollment in the State's EAP program. The only limit placed
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on enrollment in the Program is the requirement that an eligible customer must enroll in and
receive funding from the State's EAP program. Oncefundingfor the State's programis
exhausted or the end of the EAP enrollment period is reached (i.e., May 31*), enrollment in the
Program will end.
l. Reporting Requirements
On or before June 30™ of each year of the pilot Program, Joint Petitionerswill submit
reportsto the Commission and provide copiesto the OUCC, MHPC and CAC, showing all
necessary and pertinent information from the previous heating season, which will permit the
Commissionand the Partiesto eval uate the performance and effectivenessof the Programin
achieving itsgoals and purposes. All parties may participate in determining what data should be
collected during the Program and Joint Petitionerswill engage Roger D. Colton to assist in that
process. The combined maximum amount to be paid by Joint Petitionersto Mr. Colton shall be
$10,000, which amount shall not be included as an administrative expense under paragraph K.
J. Contributions by Joint Petitionersto Support the Program
Joint Petitionerswill contributeto the Program to offset a portion of their respective
Universal Service Fund balance as follows:
1. Citizens
Citizenswill contributeto its Universal Service Fund $950,000 per year from its
various support programs currently in place for low-incomecustomers(Warm Heart Warm
Home Foundation (" WHWH), WeatherizationFunds, GCA 50 Funds) and $912,000 in new
unregulated funds.
2. Vectren

All of IGC’s and SIGECO’s "' Share the Warmth" annual funding totaling $500,000,
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plusfundscollected from donors and matched by IGC and SIGECO in accordance with theterms
of the"* Sharethe Warmth™ Program, will be contributed annualy to Vectren's Universal Service
Fund. Inaddition, Vectrenwill contributeto the Universal Service Fund $25,000 annually from
its"* bel ow-the-line" income.

K.  Administrative Costs

Joint Petitioners will absorb all costs associated with administering the pilot Program.

However, Joint Petitionerswill continueto track (i.e., monitor and report) the administrative
costs of the pilot Program for review and considerationin futurefilingsrelating to any
Subsequent Program. Any recovery by Joint Petitionersof administrativecostswill be limited to
5% of the cost of their respectivePrograms. The cost of the Program is defined as
weatherization costs and customer bill reductions. Any administrativecosts recovered shall not
include any amounts previoudly recovered under the procedures set forth below.

Joint Petitioners will retain 50% of any net savingsresulting from reduced write-offs
of bad debt. The remaining 50% of such net savingswill be re-depositedinto the respective Joint
Petitioners Universal Service Funds.

For the purposes of estimating the Program write-off savings, Joint Petitioners will
report, as their benchmarksfor the most recent fiscal year, EAP customer write-offsand write-
offsas apercent of total revenue. At the end of each subsequent fiscal year, each of the Joint
Petitionerswill provideits EAP customer write-offsand total revenuedata. Thiswill enablean
estimate of write-off savings attributableto the Program by multiplying the benchmark write-off
percent by the current year's total revenues and comparing the product to the actua write-offs
experienced. Other reasonable evidence and estimatesal so may be considered. The Partieswill

work together to reach agreement on the EAP write-off savingsattributableto the Program. In
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the event an agreement can not be reached, the Partieswould take the issue to the Commission
for resolution. -

The estimated write-off savings, if any, will be adjusted by the amount of associated
Program administrativecosts. Program administrativecostswill be subject to audit and may
Include costs associ ated with necessary system changes; increased customer inquiry volumes,
training costsfor both Joint Petitioners' and Community Action Agencies support staff; and
communication and education expensesto support the changesto the State's EAP Program. In
addition, Program administrative costs will include an amortization of the start up costs
associated with the Program, including legal fees and consulting fees. These administrative costs
will be amortized over the life of the Program and are also subject to audit. The EAP write-off
savingsnet of the Program administrativecosts will be multiplied by 50% to determinethe
amount to be re-depositedto the Joint Petitioners' Universal Service Funds.

If, at the conclusion of the Program, ashare of the net savingsremainsdueto
customers, Joint Petitioners agreethat such savings shall be provided to customersthrough the
GCA or other appropriate meansfor transportation customers.

L. Effect on FutureRate Cases

In the event that during the term of the pilot Program any of the Joint Petitioners has
pending before the Commission a base rate case, such case shall not override the termsof this
Agreement. In any such base rate case, the respective Joint Petitioner's test year and pro forma
expensesfor the twelve months following the end of the test year snall neither include
administrativecostsrelated to the Program, nor any reduction to bad debt expenseresulting from

the Program. Rather, the administrativecost of the Program, and its likely favorable reduction of
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bad debt expense, will be considered through the net savings cal cul ation provided for in
paragraph K above.

M.  Presentation of this Agreement to the Commission

The Parties shall support this Agreement before the Commission and request that the
Commission accept and approve this Agreement without any changes or conditions(s)
unacceptableto any party. The Partiesagreethat this Agreement shall be submitted to the
Commission for approval on the condition that if the Commission failsto approvethis
Agreementin itsentirety without any changesor condition(s) unacceptableto any of the Parties,
this Agreement and the supporting evidence shall be withdrawn, and the Commission shall
conduct a second prehearing conference, set another procedural schedule and continue with the
litigation of this Cause at the point whereit was suspended or dismissthe proceeding, at the
option of the Parties.

N Public Announcementsand MarketingMaterials

The OUCC will have an opportunity to review and concur with Joint Petitioners
public announcements and marketing materials. Following Commissionapproval of the
Program, Joint Petitioners will includeinformation about the Program on their websites and
include a brief description of the OUCC, itsrole, contact informationas well as providealink to
the OUCC’s own web page. All marketing materials used by Joint Petitionersregardingthe
Program should provide brief information about the OUCC, itsrole, as well asthe relevant
contact information.

0. Effect and Use of Agreement

1. There are no other agreementsin existence between the Parties relating to the
matters covered by this Agreement which in any way affect this Agreement.
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2. This Agreement shall not constitute nor be cited as precedent by any personor
deemed an admission by any Party in any other proceeding except as necessary
to enforceits terms before the Commission, or any tribunal of competent
jurisdictionon these particularissues. This Agreement is solely the result of
compromise in the settlement process and, except as provided herein, is
without prejudiceto and shall not constitute awaiver of any position that any
of the Partiesmay take with respect to any or all of the issuesresolved herein
in any futureregulatory or other proceeding.

3. The undersigned have represented and agreed that they are fully authorized to
executethis Agreement on behalf of their designated clients, and their
successors and assigns, who will be bound thereby.

4. In the event that the Commissionentersa Final Order changingor modifying
thetermsof this Agreement, the Partiesshall indicate on the record within
twenty (20) days after entry of the Order whether such changes or
modifications are acceptable.

5. The provisions of this Agreement shall be enforceable by any Party, in any
tribunal of competent jurisdiction, including but not limited to the
Commission.

6. The communications and discussionsduring the negotiationsand conferences
attended by the Parties, their attorneys, and their consultants have been
conducted on the explicit understanding that said communi cationsand
discussionsare or relateto offersof settlement and thereforeare privileged.

All prior drafts of this Agreement also are or relate to offers of settlement and
arethereforeprivileged.

7. The Partiesshall not appeal or seek rehearing, reconsiderationor a stay of any
Final Order entered by the Commission approving the Agreement in its
entirety without changes or condition(s) unacceptableto any Party (or related
ordersto the extent such orders are specifically implementingthe provisions
of this Agreement) and shall support this Agreement in the event of any appeal
or arequest for rehearing, reconsideration or a stay by any person not a party
hereto.

Accepted and Agreed on this E_%y of July, 2004.
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INDIANA GASCOMPANY, INC., and
SOUTHERN INDIANA GAS &
ELECTRIC COMPANY, INC.,, d/b/a
VECTREN ENERGY DELIVERY

OF INDIANA, INC.

ot ey

By: Robert E. Heidorn (#1y. #14264-49)
Vice President and General Counsel
Vectren Corporation

20 N. Fourth St., P.O. Box 209
Evansville, IN 47702-0209

THE BOARD OF DIRECTORSFOR
UTILITIES OF THE DEPARTMENT OF
PUBLICUTILITIESOF THE CITY OF
INDIANAPOLIS,AS SUCCESSOR TRUSTEE
OF A PUBLIC CHARITABLETRUST

D/B/A CITIZENS, GéS & COKEUTILITY

By: Mi _Cracrafif( Atty. #3416-49)
Steven W. Krohne (Atty. #20969-49)
Hackman Hulett & Cracraft, LLP

One IndianaSquare, Suite 2400
Indianapolis, IN 46204-2030

MANUFACTURING AND HEALTH
PROVYIDING CUSTOMERS

n K Widkes, Jr. (Atty. #1230-49)
art (Atty. #2189-49)
Lewis & Kappes, P.C.

1700 One American Square

Box 82053

Indianapolis, IN 46282-0003

INDIANA OFFICE OF UTILITY
CONSUMER COUNSELOR

a

o & Be

/"Anne E. Becker
Randall C. Helmen
Indiana Office of Utility Consumer Counselor
IndianaGovernment Center North
100 N. Senate Avenue, Room N501
Indianapolis, Indiana 46204-2208

CITIZENSACTION COALITION
OF INDIANA, INC.

By:/Jerome E. Polk (Atty. # 23712- 49)
Michael A. Mullett (Atty. #10124-03)
Mullett, Polk & Associates, LLC

309 W. Washington Street, Ste. 233
Indianapolis, IN 46204

G:\Citizens Gas & Coke Utility\CG-Vectren Energy Delivery\Pleadings\USF Stip-Clean.doc

15



