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I. INTRODUCTION 
In this case, Duke Energy Ohio (“Duke” or “the Utility”) is requesting a change in rates and services it provides to Marketers for transporting and storing gas, in lieu of collecting such costs from its Gas Cost Recovery (“GCR”) customers. Specifically, Duke seeks to modify the rates in its Rider FBS (Firm Balancing Service) and Rider EFBS (Enhanced Firm Balancing Service) to ensure that GCR customers are not improperly allocated certain costs.
 Duke has also proposed to modify terms under its Full Requirements Aggregation Service (“FRAS”) and Gas Trading Service (“GTS”). According to Duke, customers who pay GCR rates could be charged for the additional costs if Duke’s Application is not approved.
 These costs arise from Duke’s decreased ability to meet GCR peak day needs as a result of decreased usage of the EFBS tariff by Marketers. Duke’s proposed modifications would require Marketers who use more than 20,000 Dth/day to use its EFBS service.
 OCC supports the changes proposed by Duke, for the reasons discussed in detail below.
II. Factual background

Duke currently provides two types of balancing services to Marketers, Firm Balancing Service (“FBS”) and Enhanced Firm Balancing Service (“EFBS”). Marketers served under FBS must deliver a Target Supply Quantity (“TSQ”) on a daily basis, which is forecasted. Gas is injected or withdrawn from storage based on the difference between the TSQ and the actual usage of the Marketers.
 The costs of storage used to provide FBS are initially borne by GCR customers, of which approximately 201,000 are residential customers.
 Duke then collects the estimated portion of storage costs associated with daily balancing from Marketers through Rider FBS. Marketers are charged a simple volumetric rate for the service. Duke then credits the money collected from Marketers to GCR customers. 

EFBS allows Marketers to more directly manage their delivered quantity and provides them with more flexibility.
 Marketers may deliver more or less gas than is required by the TSQ. Then, actual weather data is used to calculate a Backcast Supply Quantity (“BSQ”), which is compared to the amount delivered by the Marketer.
 The 
difference between the amount delivered and the BSQ is held in a bank for the Marketer. The variations that can occur on a daily and monthly basis are subject to limits set in the EFBS tariff.
 This method more closely conforms to how storage is used. Marketers are charged both a demand charge and a volumetric rate.
 
When compared to the FBS service, the EFBS service is more expensive because it providers a greater level of flexibility and more value for the Marketer.
 This flexibility provides a benefit with Marketers being better able to take advantage of the seasonal price fluctuations in the cost of gas. Accordingly, Marketers choosing EFBS service pay the full value of their share of Duke’s storage costs. These revenues are again passed on to GCR customers as a credit.

OCC sought intervention in this proceeding on February 5, 2015, to protect the interests of Duke’s GCR residential customers. OCC was granted intervention on March 25, 2015, along with the Retail Energy Supply Association (“RESA”) and Interstate Gas Supply (“IGS”). 

III. STANDARD OF REVIEW
The standard of review for a utility seeking to modify an existing rider specified in a tariff is found in R.C. §4909.18.
 It states that after a hearing the “burden of proof to show that the proposals in the application are just and reasonable shall be upon the public utility.” Additionally, R.C. §4905.22 mandates that every public utility furnish necessary and adequate service and facilities, and that all charges for any service to consumers must be just and reasonable. It is state policy to “[p]romote the availability to consumers of adequate, reliable, and reasonably priced natural gas services and goods.”
  The PUCO must review the Utility’s proposal, with these standards in mind.  
IV. ARGUMENT
Residential GCR customers should pay rates that are no more than what is reasonable and lawful under Ohio law.
 It is neither reasonable nor lawful for residential GCR customers to pay rates associated with services that are unrelated to the cost of serving them, including costs they do not cause. Here, absent Duke’s proposal, residential GCR customers would be forced to pay rates that include costs that they do not cause. Because the EFBS service is undersubscribed, Duke would likely have to purchase gas on the spot market during colder than normal weather, when prices are high, and sell gas on the spot market during warmer than normal weather, when prices are low.
 As OCC witness Hayes stated in his testimony, “[t]he additional costs for these spot purchases or any losses on forced sales would be charged to the GCR and then could be potentially flowed through to GCR customers.”
 Duke recognizes that cost causers (Marketers) and not residential GCR customers should pay the costs associated with such spot market transactions.
 Therefore, Duke’s Application and testimony are reasonable. In contrast, RESA and IGS make general accusations not supported by evidence in the record that are, in any event, beyond the scope of the Application. 

A. The PUCO Should Approve Duke’s Application. Without the Modifications Proposed by Duke, GCR Customers Will Be At Risk For Paying Rates That Are Not Related to the Providing GCR Service to them. 
A gradual migration of customers from the GCR to the Choice program
 has led to a significant switch by Marketers from EFBS service to FBS service.  This switch has placed increased demands on the storage system maintained and operated by Duke.
 This changing demand has made it difficult for Duke to maintain storage balances within Federal Energy Regulatory Commission approved requirements. As Duke Witness Kern stated in his testimony:

[T]he level of storage that we have right now is really necessary to avoid penalties and because we can't control the weather and we can't control weather forecasters, you know, we sometimes need as much storage as we have in order to account for these situations where there's a lot more load than what the weather forecasters had predicted.

As a result, Mr. Kern concluded that Duke may be required to purchase or sell gas on the spot markets in order to keep the system in balance, depending on weather.
 
Without the modifications proposed by Duke, the costs related to these spot market purchases would be charged to GCR customers.  Yet, the fact remains that the purchases would not be needed to meet the needs of GCR customers. Instead, Duke would be incurring the costs in order to balance the entire system, as a result of actions taken by the Marketers.
 As Duke Witness Kern explained in his testimony:
When we don’t have enough suppliers voluntarily choosing EFBS, we get into the situation where almost all of the GCR load is being met with storage, and so the only way we have to control the storage, how much is coming in or out on a daily basis, is to go out into the spot market and, like you said, either buy or sell gas in order to control.

Purchasing gas on the spot market to meet GCR customers’ needs on a peak day is a rare situation for Duke -- but may become increasingly likely if its Application is not approved.
 Duke witness Kern testified that Duke does not rely of spot market purchases to serve the peak day needs of its GCR customers.
 He also stated that he is aware of no Local Distribution Company that would rely on spot market purchases to meet the peak day needs of residential customers. Finally, he added that the spot market purchases would put GCR customers at risk of paying higher gas costs, even though the gas would not be needed to meet GCR customers’ needs.
 
When Marketers take FBS service instead of EFBS, (the situation Duke is facing and the impetus for its Application), there would be less Firm Transportation available to meet GCR customers’ needs. Duke under such circumstances would have to rely more on storage.
 Were Duke to rely more on storage, it could be forced to buy gas on the spot market. This would put residential GCR customers at the mercy of the potentially volatile spot market.
 Importantly, balancing its system with spot market purchases is not an abstract issue -- Duke had trouble balancing its system in the winter of 2013-2014 and was forced to purchase gas on the spot market in the winter of 2015.
 

If the FBS and EFBS tariffs are not modified, Duke readily admits that the increased costs of purchasing gas on the spot market would be charged to GCR customers.
 In other words, GCR customers would subsidize costs caused by the Marketers. But, as OCC Witness Hayes confirmed in his testimony, such subsidization would not result in fair, just, and reasonable rates to Duke’s residential GCR customers.
 
Duke’s solution to this issue is to require suppliers with a Maximum Daily Quantity above 20,000 Dth/day to take service under the EFBS tariff.
 OCC’s review indicates that Duke’s proposed solution to this problem should adequately address the concern and prevent the GCR customers from shouldering the costs of providing service to non-GCR customers.
 
RESA claims that Duke’s proposal discriminates against larger Marketers by depriving them of the ability to choose between FBS and EFBS service.
 RESA’s claim fails to account for the fact that any costs caused by large Marketers switching to FBS from EFBS could place a burden on GCR customers. And it is belied by RESA witness Scarpitti, who acknowledges that additional costs would otherwise be shouldered by GCR customers.


Nearly 54% of Duke’s residential gas customers are served by the GCR. As it relates to the issue raised in its Application, Duke’s proposed solution would further the goal of ensuring that the rates paid by those customers are fair, just, and reasonable.
 Moreover, Duke’s Application conforms to cost causation principles by preventing GCR customers from bearing costs that are not related to the provision of GCR service and are instead caused by Marketers. 
Duke’s Application ensures that GCR customers bear only the costs that are associated with providing service to them.  Customers should not have to pay for the costs associated with Duke’s balancing services to Marketers. The PUCO should approve Duke’s Application.
B. The PUCO Should Reject The Issues That Were Raised by RESA and IGS That Extend Beyond The Scope Of Duke’s Application. 

RESA and IGS raised certain claims regarding the unbundling of services that are not part of Duke’s Application and therefore not properly in front of the PUCO. Duke filed an Application under R.C. §4909.18 to adjust their rates in Rider FBS and EFBS. This proceeding is limited to those issues. As the Supreme Court of Ohio explained in Cleveland Electric Illuminating Company v. PUCO, “The scope of the Commission’s inquiry does not extend to matters not put in issue by the applicant and not related to the rates which are the subject of the application.”
 The Court held that issues that are unrelated and outside the scope of the application may not be brought into a proceeding under R.C. §4909.18. The PUCO has the authority to examine only those rates related to the rates that are at issue in the application.
 The key element in determining whether rates are related to those at issue in the application is whether they are collecting the costs at issue in the application.
 RESA and IGS are seeking to examine costs unrelated to the costs at issue in the Application. 

RESA and IGS argue that the PUCO should “open a docket to address existing subsidies embedded in Duke’s distribution rates in order to calculate a credit for all customers.”
 But Duke’s Application is entirely focused on Riders FBS and EFBS and recovering the costs associated with storage capacity used to provide those services. Issues that stem from Duke’s regular distribution base rates are outside the scope of this proceeding because they were not raised in the Application.
 RESA and IGS’s issues regarding the Choice program and any alleged subsidies should not be addressed in a case that deals with two very specific riders.

RESA and IGS also argue that these alleged subsidies are contrary to the policies set out in R.C. §4929.01(A). Ohio law and PUCO regulations provide a means for customers and individuals to bring complaints against a utility if they are being harmed by a utility that is violating Ohio law -- a complaint case.
 Despite making these broad and general allegations, neither RESA nor IGS have ever filed a formal complaint on this issue at the PUCO.
 If RESA and IGS can support their broad allegations, then they should do so in a Complaint Case filing. The PUCO should not permit RESA and IGS to hijack a case limited to two Rider issues and turn it into a broad case reviewing the Choice program and the cost underlying the service provided by Duke. 
C. RESA and IGS Failed To Establish Their Claims Regarding Alleged Subsidies In Base Distribution Rates.
RESA and IGS have not provided any evidence of the existence or magnitude of the purported subsidies flowing to GCR customers. RESA Witness White repeatedly made overly broad general claims regarding the existence of alleged subsidies, yet there is no quantification or any substantive evidence to support his claims.
 RESA and IGS simply make vague claims about what has occurred in other states.
 

In fact, contrary to IGS’s allegations, to the degree there are any subsidies in Dukes rates regarding the Choice program, the testimony of Duke Witness Kern reveals that those paying Duke’s distribution base rates are subsidizing Marketers.
 Mr. Kern testified that Duke has entire departments devoted to managing the customer Choice program. Duke does the billing for the vast majority of the marketers. In fact, employees in Duke’s city gate operations devote a majority of their time to managing the Choice program.
 Yet, Mr. Kern testified that these costs are not collected from Marketers through any fee, but instead are included in distribution base rates.
 It is quite possible that rather than Marketers subsidizing Duke’s costs, the opposite is in fact true -- Duke’s GCR customers are subsidizing and reducing the overhead costs for Marketers. 
RESA and IGS failed to support any of their allegations regarding rate subsidies. The PUCO should therefore reject them. 
V. CONCLUSION
Duke’s Application to modify its FBS and EFBS riders provides a reasonable and appropriate solution to the balancing issue that has plagued Duke’s system. The issue results from the gradual migration of customers from GCR service to Choice service and the resulting undersubscription by Marketers to EFBS service. 
Duke’s solution is to require the large Marketers who have the capability, to use EFBS service, thus ensuring that the customers that cause a cost are the customers that pay for the cost. Duke’s proposal prevents GCR customers from paying for costs not incurred to provide GCR service. Duke’s proposal also ensures that Duke is able to meet its peak day needs for GCR customers and keep the entire system in balance.

Finally, RESA and IGS’s assertions about alleged subsidies-- not properly before the PUCO -- should be rejected. Therefore, the PUCO approve Duke’s Application, which is in the best interests of Duke’s residential customers. 
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