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I.
INTRODUCTION

Q1.
PLEASE STATE YOUR NAME, ADDRESS AND POSITION.

A1.
My name is Wilson Gonzalez.  My business address is 10 West Broad Street, Suite 1800, Columbus, Ohio, 43215-3485.  I am employed by the Office of the Ohio Consumers’ Counsel (“OCC” or “Consumers’ Counsel”) as a Senior Regulatory Analyst. 

Q2.
DID YOU FILE DIRECT TESTIMONY IN THIS PROCEEDING ON BEHALF OF THE OHIO CONSUMERS’ COUNSEL?

A2.
Yes.

Q3.
WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS PROCEEDING?
A.3.
I am responding to the recommendation to implement what Staff has characterized as a straight fixed variable (“SFV”) rate design 
 that is in the prefiled testimony of Stephen E. Puican (who is testifying on behalf of the Staff of the Public Utilities Commission of Ohio (“Commission” or “PUCO”) and in the supplemental testimony of Paul G. Smith, and Donald L. Storck (who are testifying on behalf of Duke Energy Ohio (“Duke” or “Company”).  The SFV that the PUCO Staff recommends would require Duke’s 392,599 residential consumers
 to pay monthly rates that include a customer charge in the amount of $25.33 by year two of the stipulation instead of the current $6.00 customer charge.

II.
DECOUPLING MECHANISM COMPARED WITH SFV RATE DESIGN

Q4.
MR. PUICAN STATES THAT THE SFV RATE DESIGN ACHIEVES THE “PROPER BALANCE” BETWEEN GRANTING UTILITIES MORE CERTAINTY IN RECOVERY OF THEIR AUTHORIZED RETURN AND REMOVING THE UTILITY DISINCENTIVE TO PROMOTE ENERGY EFFICIENCY TO ALLOW CONSUMERS SOME CONTROL OVER THEIR BILLS.
  DO YOU BELIEVE THAT A SFV RATE DESIGN PROVIDES THE PROPER BALANCE ASSERTED BY STAFF?
A4.
No.  While it is true that a SFV rate design will stabilize utility revenue and remove the utility disincentive to promote energy efficiency, a properly designed decoupling mechanism, which should be implemented in conjunction with a low customer charge (i.e. $6.00 per month), would accomplish these same two goals.  The superiority of a decoupling mechanism to a SFV rate design, however, is that the decoupling mechanism also maintains the customer incentive to engage in energy conservation.  The SFV rate design does not maintain the customer incentive to conserve and further mutes the price signal to the customer.  

Therefore, a decoupling mechanism provides more of a “proper balance” than a SFV rate design.  I would recommend that the Commission allow adequate time for an evaluation of the current Vectren pilot decoupling rider
 which was supported by the Staff before rushing to adopt the more extreme SFV rate design.

Q5.
IS A SFV RATE DESIGN PREFERABLE TO DECOUPLING AS STATED 
IN PAGE 5 OF THE STAFF TESTIMONY?

A5.
No, and it is quite the contrary.  A decoupling mechanism achieves the same goals of a SFV rate design without removing the price signal for the consumer to conserve.  An SFV rate design presents the consumer with a de facto declining block rate as demonstrated in Exhibit WG - 2 of my direct testimony.  This is not the price signal consumers should be getting as marginal commodity costs stand to increase over time, and distribution system costs continue to increase as the Company continues its AMRP main replacement program, replaces customer Risers and in the future potentially incurs costs by transitioning to an Automatic Meter Reading (“AMR”) metering system.  As further mentioned in my direct testimony, an SFV rate design also suffers from the following additional problems:
 

1. SFV rate design is regressive on low usage and low income customers;

2. SFV rate design may cause very small usage customers to drop off the system;

3. SFV rate design violates the “gradualism” doctrine of rate design.

III.
SFV RATE DESIGN AND LOW INCOME CUSTOMERS

Q6.
IS A SFV RATE DESIGN MORE LIKELY TO BENEFIT LOW INCOME CUSTOMERS AS ALLEGED IN THE STAFF AND COMPANY TESTIMONY?

A6.
No.  There are a number of legitimate questions concerning the Staff and Company witness arguments.  First, they identify Percentage of Income Payment Plan (“PIPP”) customers as representing the larger universe of low income customers in Duke’s service territory.  This is incorrect.  The number of PIPP accounts for Duke is only 10,019
 whereas a better estimate of the number of low income households (at 150% of the poverty level) in Duke’s service territory can be as large as 100,000 of which over 66,000 reside in Hamilton County.  This better estimate is based on the 2000 U.S. Census data and information contained on the PUCO’s 

website,
  as demonstrated in Table 1 below.
 

	Ratio of Income to Poverty Level by Duke Area (2000 Census)

	Area Name
	<50%
	50-74%
	75-99%
	100-124%
	125-149%
	Totals

	
	
	
	
	
	
	 

	Adam-Scio
	2,809
	2,587
	2,513
	2,868
	2,586
	13,363

	Brow-Cler
	2,113
	2,104
	2,281
	2,487
	3,058
	12,043

	Butler
	4,789
	2,751
	3,490
	3,178
	4,548
	18,756

	Clin-Faye-High
	1,475
	1,409
	1,763
	2,088
	2,133
	8,868

	Hamilton
	18,366
	10,327
	11,757
	12,267
	14,027
	66,744

	Warren
	947
	640
	952
	1,226
	1,464
	5,229

	
	
	
	
	
	
	 

	Totals
	 
	 
	 
	 
	 
	125,003

	Ratio of Income to Poverty Level by Duke County (PUCO Website)

	County Name
	<50%
	50-74%
	75-99%
	100-124%
	125-149%
	Totals

	Adams
	562
	517
	503
	574
	517
	2673

	Brown-Clermont
	2,113
	2,104
	2,281
	2,487
	3,058
	12043

	Butler
	4,789
	2,751
	3,490
	3,178
	4,548
	18756

	Clinton 
	0
	0
	0
	0
	0
	0

	Hamilton
	18,366
	10,327
	11,757
	12,267
	14,027
	66744

	Warren
	947
	640
	952
	1,226
	1,464
	5229

	
	
	
	
	
	
	 

	Totals
	 
	 
	 
	 
	 
	105445


If we take the ratio of Duke’s natural gas residential customers to their residential electric customers and multiply this ratio conservatively by the higher populated Hamilton County, we would get a better proxy of the number of Duke’s low income customers or approximately 44,000 customers (392,599/600,000 * 66,744).  Since PIPP customers (versus the greater number of low income customers not in PIPP) represent only approximately 23 percent of the low income households in Duke’s largest county served, the use of them (by Duke and the PUCO Staff) as a proxy for low income households is incorrect and misleading.  Furthermore, one would expect PIPP customers to exhibit a higher energy usage bias relative to non-PIPP low income customers because the latter have not availed themselves of the PIPP program, presumably because most of them use less energy and therefore are either better able to pay their bills or would not be better off under the PIPP program.  This has in fact been borne out in the latest Ohio Home Weatherization Assistance Program Impact Evaluation which found that PIPP weatherization participants “used 20% more energy than non PIPP [low income] participants.”
  Therefore, PIPP customers cannot serve as a random sample representing the universe of low income customers.  If the energy usage of the large non-PIPP low income accounts were averaged with the relatively small number of PIPP accounts, the average total low income usage would be much less than the higher PIPP average being used by Mr. Puican and Mr. Smith to support the SFV rate design.  Also, non PIPP low income customers have a greater immediate need to conserve energy in order to manage their costs. The SFV takes away that very necessary option.


A second concern with the testimony in support of an SFV rate design relates to the fact that the weatherization programs such as the Home Weatherization Assistance Program (“HWAP”) and predecessor programs have been implemented by the Ohio Department of Development since 1977.
  Programs have existed in Duke’s Ohio territory and the Company has most recently funded these at the $2 million level.  Many low income households have been weatherized in that time.  With average net savings from weatherization in the 231 therms per single family home in the Duke service territory per year,
 this also works to reduce the energy usage of low income household relative to the average Duke customer.  In 2006 alone, the Duke-sponsored programs “reached over 1500 people or households through in-home services and education programs.”
    


A third concern with the testimony in support of an SFV rate design relates to the fact that the low income customers are more likely to rent an apartment than to own their own home and therefore use less energy.  Table 2 below shows that 40% of the households in Hamilton Country rent, and of the 40% who rent, 83% rent apartments.

	Hamilton County, OH - General Population Housing Statistics

	Type of Unit
	# in county
	% of Total

	Owner Occupied Units
	      207,533 
	60%

	Renter Occupied Units
	      139,257 
	40%

	Total Units
	      346,790 
	 

	
	
	

	% of Renters renting apartments
	 
	83%


Table 3 below reveals that 81% of low income households in Hamilton County rent.

	Hamilton County, OH - Low Income Population Housing Statistics

	
	
	
	

	Type of Unit
	# in county
	% of Total
	

	Owner Occupied Below Poverty Level
	         7,741 
	19%
	

	Renter Occupied Below Poverty Level#
	       34,013 
	81%
	

	Total
	       41,754 
	
	

	
	
	
	

	# Includes any rented property, regardless of single or multi-family status

	x more detail information was not available below the poverty level
	

	
	
	
	

	Source: 2000 Census Tables H7, H32, H73, HCT24
	
	


According to the 2001 national Residential Energy Consumption Survey, single family energy usage is significantly higher than multifamily apartment units.  This is demonstrated in Table 4 below where single family homes use 83 mmbtus whereas multifamily apartment complexes use from 71.7 to 28.4 mmbtus.  

Total BTU Consumption Per Household (Million Btu)

	Fuel
	Total
	Single Family
	2-4 Units
	5 or more Units

	Natural Gas
	72.4
	82.0
	71.7
	28.4


Taken together the information suggests that the majority of low income customers rent, and a majority of them rent apartments.  Couple this with the fact that renters consume less natural gas than customers in single family homes, and we have another reason to question the Company and PUCO Staff’s version of the consumption level of low income households.

For the three reasons outlined above, I believe that a majority of low income households will be worse off with a SFV rate design than with a low customer charge and a volumetric rate (even with decoupling).  Overall, the proposed SFV rate design will have the perverse impact of transferring income from low income households to high income high usage households with big homes.  One would also expect the number of PIPP customers to increase with the implementation of a SFV rate design relative to a rate design with a lower customer charge as low income customers experience higher bills, further aggravating the level of the PIPP rider.  

Q7.
DO YOU BELIEVE THAT THE PILOT LOW INCOME TARIFF THAT IS PART OF THE STIPULATION WILL REMEDY THE SFV’S TRANSFER OF INCOME FROM LOW INCOME HOUSEHOLDS TO HIGH INCOME HOUSEHOLDS AND PROVIDE RELIEF TO LOW INCOME HOUSEHOLDS?

A7.
No.  The pilot program will only provide relief for five thousand low income customers or only approximately 11% of the estimated low income customers served by Duke in Hamilton County, and a lower percentage of customers in the 175 % of poverty level group.  Nor will it help the low usage customers in the 176 – 250% of poverty guideline who are not eligible for state or federal assistance and will be harmed by the SFV rate design.

IV.
CONSUMER ENERGY EFFICIENCY DECISION MAKING

Q8.
DO YOU CONCUR WITH THE PUCO STAFF’S TESTIMONY THAT “ARTIFICIALLY INFLATING THE VOLUMETRIC RATE BEYOND ITS TRUE VARIABLE COST BASIS SKEWS THE ANALYSIS AND WILL CAUSE AN OVER-INVESTMENT IN CONSERVATION?”

A8.
No, I do not concur for the following reason.  For years, compelling arguments have been made that market failures in the energy efficiency markets have led to underinvestment in energy efficiency.  These barriers include:

· Market barriers, such as the well-known “split incentive” barrier, which limits homebuilders’ and commercial developers’ motivation to invest in energy efficiency for new buildings because they do not pay the energy bill; and the transaction cost barrier, which chronically affects individual consumer and small business decision-making.

· Customer barriers, such as lack of information on energy saving opportunities, lack of awareness of how energy efficiency programs make investments easier, and lack of funding to invest in energy efficiency.

· Public policy barriers, which can present prohibitive disincentives for utility support and investment in energy efficiency in many cases.

· Utility, state, and regional planning barriers, which do not allow energy efficiency to compete with supply-side resources in energy planning.

· Energy efficiency program barriers, which limit investment due to lack of knowledge about the most effective and cost-effective energy efficiency program portfolios, programs for overcoming common marketplace barriers to energy efficiency, or available technologies.

Duke also recognized these residential market barriers when it made its demand-side management (“DSM”) application in Case No. 06-91-EL-UNC and stated:

“Duke Energy Ohio does not intend to develop and offer DSM programs for large energy users since the needs of those users can be effectively met in the market place.  Instead, it is the remaining market of residential and small/medium size business users for which Duke Energy Ohio sees the need to offer DSM programs.  Those users tend to be overlooked by energy service companies because the level of individual savings is small.  However, collectively, the savings can be significant, making this an important effort. These smaller consumers also have the most market barriers hindering action including lack of information, expertise, training, and capital. Duke Energy Ohio, working with the Interested Stakeholders, has developed a wide-ranging set of 

DSM programs to address these market barriers for all consumers in its targeted consumer classes.”
 


Furthermore, natural gas energy efficiency programs have environmental benefits and reduce CO2 that in the advent of the future passing of federal mandatory greenhouse gas legislation may lead to an increase in the price of natural gas.

Q9.
DUKE WITNESSES SMITH, STORCK AND ZIOLKOWSKI HAVE ALL STATED THAT CUSTOMERS WILL GET THE PROPER PRICE SIGNAL FROM A SFV RATE DESIGN SINCE THE VARIABLE COMMODITY COST REPRESENTS FROM 66 TO 75% OF A CUSTOMERS’ BILL.  DO YOU AGREE?

A9.
No.  Although the commodity costs do represent the largest portion of a residential customer’s bill, economic theory teaches us that consumers make decisions on the margin.
  As Exhibit WG-3 of my direct testimony demonstrated, moving from the current $6 customer charge to the $15 charge in the Company’s original application, or to the PUCO Staff’s proposed $25.33 customer charge in year two, will significantly decrease the payback and overall savings of a consumer’s energy efficiency investment, which in turn, may impact their decision to invest in energy efficiency.  In this way, a SFV rate design 

undercuts energy efficiency when compared to a rate design with a small fixed charge and a large volumetric charge.

V.
HISTORY OF GRADUALISM IN STAFF REPORTS AND COMMISSION ORDERS
Q10.
COMPANY WITNESS SMITH STATES IN HIS TESTIMONY IN SUPPORT OF THE STIPULATION THAT THE SFV RATE DESIGN “BENEFITS ALL RESIDENTIAL CUSTOMERS BY REDUCING DISTRIBUTION COSTS DURING THE WINTER HEATING SEASON WHEN NATURAL GAS BILLS ARE THE LARGEST.” IS THIS A MAJOR BENEFIT FOR CONSUMERS?

A10.
I do not believe that this is a major benefit for customers.  Currently Duke residential customers can already subscribe to budget billing to levelize their monthly bills over the year so the SFV rate design benefit attributed by the Company witness is already available to Duke residential customers.  The fact that only approximately 20% of Duke residential customers subscribe to budget billing means that 80% of customers have decided not to pay higher bills during the non-winter months.

Q11.
IS THE PUCO’S STAFF SFV PROPOSAL CONSISTENT WITH PRINCIPLES OF GRADULAISM?

A11.
No.  Based on a review of numerous gas rate cases over the past 20 years, the increase from the current customer charge of $6.00 to $20.25 and $25.33 as proposed by the PUCO Staff is significantly greater than any prior customer charge increase for an Ohio gas utility (See Rebuttal Attachment WG-2).  Prior to this case, the PUCO Staff generally recommended a customer charge equal to or less than the calculated average customer charge and within $2.00 or $3.00 dollars of the then-current customer charge.  The PUCO Staff Report in those cases often mentioned gradualism as a basis for its recommendation.  Gradualism is a rate design principle in which a regulator attempts to minimize the impact of rate changes on the industry and customers.  In addition, the Commission seemed to apply the same principles of gradualism in adopting or establishing customer charges in Orders that were within a few dollars of the then-current customer charge.  



I am not aware of any instances during this time frame in which the Staff recommended or the Commission established a customer charge that increased by the $14.25 or $19.33 magnitude proposed by the Staff in this case.  I do not believe that a proposed increase of the magnitude represented by the Staff proposal is consistent with the principles of gradualism that have long guided both the Staff and Commission. 

VI.
CONCLUSION

Q12.
DOES THIS CONCLUDE YOUR TESTIMONY?

A12.
Yes, however, I reserve the right to supplement my testimony to incorporate new information that may subsequently become available. 
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� Tr. Vol.__ (March 5, 2008) at __.


� OCC Interrogatory 095 (Rebuttal Attachment WG-1).


�Staff Ex. No. 3 (Puican) at 4.


� Vectren Energy Delivery of Ohio, Inc., Case No. 05-1444-GA-UNC.


� Staff Ex. No. 3 (Puican) at 5.


� OCC Ex. No. 5 (Gonzalez Direct Testimony) at 14-21.


� Staff Ex. No. 3 (Puican) at 5-6, Duke Ex. No. 22 (Storck) at 15, Duke Ex. No. 29 (Smith) at 6.


� OCC Ex. No. 15 (Company response to Staff Data Request 17-075).


� While there are more Duke electric customers than natural gas customers in Ohio, I would expect more of an overlap between the two in Hamilton County.


� The information from these tables was obtained from the PUCO’s website and from the 2000 census.  After obtaining the available census information, I ran a search to see counties served by CG&E. (Duke was not listed as a service provider.)  There were two ways to look at the census data, by area or by county.  When done by area, multiple counties were grouped together. I present that information in the first table. After looking at county maps for service areas on the PUCO website, I separated out the counties served by Duke and stated numbers for only those counties.  The reason for doing this was that the area information would overstate due to the inclusion of counties outside of Dukes service area.  This is what accounts for the difference in totals between the two tables.  According to the maps on the PUCO website, I saw no service being provided in Clinton County by CG&E (although it is listed as a service county of CGE) and therefore a zero is shown.  


Counties Served by CGE http://www.puc.state.oh.us/website/coldfusion/gascnty/gascntylist.cfm?gasco=CGE&submit=Get+Counties 


County Maps on PUCO website                         http://www.puc.state.oh.us/pucogis/newcntymaps/gascnty.html


Census Source:  Source: 2000 Census of Population and Housing, PUMS-A (Ohio) [machine-readable data file] / prepared by the Census Bureau.


� OCC Ex. No. 16 (Ohio Home Weatherization Assistance Program Impact Evaluation) at 29.  Note that page 88 of that study states that the non-participants compared with the weatherization participants had lower incomes.


� OCC Ex. No. 16 (Ohio Home Weatherization Assistance Program Impact Evaluation) at 1.


� Id. at 22.


� Duke Energy Community Partnership 2006 Annual Report, page 3.


� Staff Ex. No. 3 (Puican) at 7.


� See “National Action Plan for Energy Efficiency,” US DOE/EPA, July 2006, page ES-5.  These market failures are also recognized in the Concurring Opinion of Commissioners Paul A. Centolella and Valerie A. Lemmie in Vectren Energy Delivery of Ohio, Inc., Case No. 05-1444-GA-UNC, Supplemental Opinion and Order, pages 4 -5.


� In the Matter of the Application for Recovery of Costs, Lost Margin, and Performance Incentive Associated with the Implementation of Electric Residential Demand Side Management Programs by The Cincinnati Gas & Electric Company, Case No. 06-91-EL-UNC, Amended Application (August16, 2006) at 6.


� “Real choices are rarely conditioned by total utilities; it is marginal utilities that are relevant to choices concerning a little more or a little less.” Economics, Lipsey and Steiner, 6th edition, 1981, page 132.
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