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BEFORE
THE PUBLIC UTILITIES COMMISSION OF QHIO

in the Matter of the Application of )

Columbia Gas of Ohio, inc., for Approval )

of a General Exemption of Certain Natural )

Gas Commodity Sales Services or Ancillary ) .
Services from Chapters 4905, 4909, and 4935 ) Case No. 08-1344-GA-EXM
except Sections 4905.10, 4935.01, and )

4935.03, and from specified sections of )

Chapter 4933 of the Revised Code. )

PETITION OF OHIO PARTNERS FOR AFFORDABLE ENERGY
TO CONTINUE STANDARD SERVICE OFFER (S80) AUCTIONS

Ohio Partners for Affordable Energy (‘OPAE") hereby respectfully petitions
the Public Utilities Commission of Ohio (“PUCQ") to deny approval fo the pmposed
standard choice offer (“SCQ"} auction and continue the Standard Service iOffar
("880") auctions which have provided significant consumer benefits. |
l. Introduction

Ohio has been a pioneer in permitting markets to determine natura} gas
prices. Beginning in 1985, Ohio introduced access to competitive marketé by
permitting large customers to source gas directly from suppliers during a @eﬂod of

shortages. /n the Maiter of the Commission-Ordered Investigation of the Availabliity

of Gas Transportation Service Provided by Ohio Gas Distribution Ulilities ?ro End-Use

Customers, Case No. 85-800-GA-CO1, Entry (August 20, 1985). The Geniteral
Assembly and PUCO have inexorably moved to use competitive markets ;“to
establish the prices paid by consumers for natural gas. A settlement with Columbia
Gas of Ohio (COH) in the late 1990’s created the first ‘Choice’ program fc{r
residential and small commercial customers, larger customers having been freed to
pursue competitive in earlier proceedings. In the Matter of the Application of

[1]

] ap
that the imaged appescilg are
e cat t:ngeﬂ“. repreduction of a case file .
acmcuratg deli ip the regular course of buriness
o —= Date processed ..

tachniciean . ' MAq?“ég 20“

oand
Bh:l W 6- AVHIIBL

T-159 P@EE2/8016 F-589

Al ORI INGEC-03A1303

7



05-85-"11 13:1@ FROM-Ohio Partners for Af 4194258862 T-159 P@@83/8610 F-509

Columbia Gas of Ohio, Inc., for Approval of a General Exemption of Certain Natural
Gas Commodity Sales Services or Ancillary Services, Case No, 08-1344-GA-EXM,
Opinion and Order {December 2, 2009}, approving Stipulation and Recormmendation
of October 7, 2009.

At the time: Choice was initiated for small customers, utilities were ﬁurchasing
natural gas through a purchased gas adjustment clause as authorized by b.R.C.
4905.302, generally referred to as a Gas Cost Recovery (GCR) mechanis:rn, under
which utility purchasing departments obtained a portfolio of long-, medium-, and
short-term wholesale supply contracts as necessary to meet the obligatioﬁ {o serve
all customers. Large users were subject to curtailment in order to ensure .isupply for
what were referred to as human needs customers: residential customers; schools;
hospitals; and, other entiies for which natural gas service is essential. Th;e
purchasing decisions of the utilities were and are reviewed by the Staff of i*the PUCO
for prudence, and other parties are permitted to review the filing and offeré
comments, I

For many years the wholesale natural gas markets were an insider%ns' game,
dominated by vertically integrated natural gas companies and independeﬂft
producers. The Federal Energy Regulatory Commission (FERC), at the p;rodding of
Congress and its own volition, refereed the development of a market suitéd to the
unigue characteristics of the participants. Ultimately, FERC broke up the }fertically-
integrated companies, splitting producers from pipelines from distribution utilities.
See FERC Order Nos. 436 and 636, and The Natural Gas Wellhead Decontrol Act of
1989, PL 101-80, 103 Stat. 157 (1989). :

Aiter the approval of Choice programs, it rapidly became apparent %that
marketers could provide lower prices than the utility purchasing departmehts.
Utilities purchasing wholesale supply were driven by their duty to provide service to
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human needs customers; that franstated into a portfolio of contracts of vairying
terms, a version of hedging focused on physical supply. The new retailer';‘. took
advantage of the requirements established by the PUCO to ensure service would be
provided to human needs customers, and turned to the NYMEX and othe:r wholesale
markets to source natural gas at much lower prices. In the early years of éChoice in
Ohio, savings of 20-25% of the commodity cost were not uncommon. Thi:s
tremendous benefit to residential and other human needs customers unfdrtunately
lasted only a short time. ‘

in some distribution utilities, purchasing policies suddenly sharpened and
prices declined significantly, matching and sometimes besting the offefinés of retail
marketers. In order to promote competition, the PUCO modified GCR rules permit
monthly variable pricing for customers that continued to purchase natural fgas from
distribution utilities. The monthly price was based on the market price, th{)ugh |
certain adjustments were continued to ensure the distribution company recovered its
costs. Distribution utilities remained responsible for providing a standard ;servica
offer available to customers that chose not to shop, either from a lack of éwareness
or interest, and those who tested the competitive market and found it wanting.

Duke Energy — Ohio continues to operate under the GCR statute, éThe other
three major Ohio utilities have converted to setting pricing through auctioris. These
auctions are not ;ctuaily about the price of the natural gas commodity. R‘f.ather, the
auctions establish the overhead costs for delivering natural gas. The actﬁal price for
the natural gas is set at the monthly NYMEX closing price. Basically, the bidding
focuses on determining the price for the overhead which is combined with the price
set by the NYMEX close to establish the rate customers pay. Given that the GCR
process also produced a price based on adding similar costs incurred by fhe utility to
the NYMEX close, the two methods are comparable. Unlike the GCR process, when
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a distribution utility bids out the right to supply standard service customers@, the
PUCO has chosen to exempt the utility from the audit and prudency review process,
substituting oversight of the bidding process and thus ensuring that consu:mers are
protected from a flawed market to set the overhead rate. There remains no
protection for customers from manipulation of the NYMEX price. |

in the case of COH, the current auction is for wholesale supply which is
referred to as Standard Service Offer, or SSO. The filing to which this petition
responds seeks fo establish a natural gas procurement program which as#igns
customers to competitive natural gas retail suppliers (CNGRS) as retail cubtomers at
an overhead price established through an auction, which woulkd set a Stanédard
Choice Offer (SCQ). Under an SCQ, the price of the natural gas is set at @he
monthly NYMEX closing price, the same as the SSO. The major difference is that
the customers are considered ‘retail’ customers of the marketers. In addiﬁon,
customers who choose to shop cannot return to the SCO service unless tﬁey
affirmatively request it. If they do not, they are assigned randomly to marlq?eters at
the lowest variable price offered by that marketer and can switch after a slflort period
of time to another supplier.

Marketers serving retail customers are responsible for procuring pi#eline
capacity and storage resources, the commodity itself, and manage all the details
associated with moving the gas through the transportation system. When ;a
distribution utility serves this same load through wholesale purchases, theéwholesale
supplier is responsible for these matters. For the retail customers that ha\ée not
chosen a marketer — either because they had a bad experience with a corﬁpeﬁtive
supplier; have other things on their minds; or, simply do not care — the différence

hetween an SSO and an SCO is academic.
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This description reflects a customer viewpoint. The bidding for an $SO and
an SCO operates in the same manner and has produced basically the sarhe
overhead price. The price of the natural gas is still set by the monthly NYMEX close
under either approach. ‘

The overhead rates resulting from the auction are below the back dfﬁce costs
in the industry. What thistells you is that the competition among the market
participants is based on their ability to source natural gas at prices below tiihe
rﬁonthly NYMEX close. There are a variety of strategies to accomplish thi;p,
including owning production and skillfully navigating the wholesale market@through
both the NYMEX and the over-the-counter markets. The latier is where th%e majority
of wholesale natural gas transactions occur, not the NYMEX. ‘

Establishing prices for families and small businesses through whcl?sate or
retail standard offers in combination with other pricing options provided by retail
marketers has benefited consumers. First, retail marketers forced down GCR rates.
Then, retail markets forced distribution companies to change how standard offer
prices were established. Now a robust competitive market, in the form of $SO
and/or SCO auctions exisis for customers who do not want to shop or whd cannot
shop. Customers that are uninterested in the competitive market, or decicie that
further participation is counter to their interests take service under SSO or SCO
regimes, generally at prices below those available from marketers. ’

ThFI\, instant case derives from a seftlement reached in this docket afnd
approved by the PUCQ. Under the terms of the agreement, parties may ﬁetition the
Commission to forego the transition to an SCO auction and retain an SSO: wholesale
auction approach for establishing standard offer prices. In the Matter of the
Application of Columbia Gas of Qhio, Inc., for Approval of a General Exempfion of
Certain Natural Gas Commodity Sales Services or Ancillary Services, Case No. 08-
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P
r

1344-GA-EXM, Opinion and Order (December 2, 2009), approving Stipuiafiion and

Recommendation of October 7, 2009.

li. Petition 7

A natural gas company, as defined by O.R.C. 4805.03(A)5),is a priic
utility “engaged in the busingss of supplying natural gas for lighting, powen% or
heating purposes to consumers within this state.” The policy of Ohio is to
promote the availability of “...reasonably priced natural gas services and gii.'mds."
O.R.C. 4929.02(A)(1). COH currently complies with these statutory requitémenté
by operating a customer choice program and providing default service throijgh a
wholesale/SS0 auction. |

There is no evidence of record that an SCO auction is superior to an 880
auction or that it is preferable in achieving the policy of the state of Qhio. éSO
auctions have produced prices that are often below those in the competitivé
market, as have SCO auctions. Auction results in cases where both an SQO and
an SCO auction have been held demonstrate that the price outcome is |
essentially the same. Both approaches produce reasonable prices as reqtiired
by statute. !

There are no indications that an SCO “promotes the availability of
unbundled and comparable natural gas services and goods that provide
...consumers with the supplier, price, terms, conditions, and quality optionsé... -
O.R.C. 4929.02(A)(2). There is no conclusive evidence that an SCO is su;iaerior
to an S80 in meeting these goals. The Columbia S5O has provided custoémers
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with a defauit service option at a reasonable price, while not inhibiting maﬂceters
from offering alternatives to consumers. -

The only reason for moving from an 880 to an SCO is thatitis a sﬁep
closer to an exit by the natural gas utility from the merchant function; i.e.l. téhe role
of serving as a supplier of last resort for customers. An exit of the merchant
function by a monopoly distribution utility would create a scenario where
customers are forced to shop for an essential energy service. EXiting the
merchant function would resuit in a company like Columbia no longer fiﬂing the
definition of ‘natural gas utility’ under O.R.C. 42056.03(A)(5), because it woisld no

longer supply natural gas to end-use customers.

There is no reason for moving fo an SCO.
Il. Conclusion

Natural gas is an essential service. In a modern society, ensuring .
consumers have access to a commodity they depend on for heating, cooking and
hot water, among other end uses, is critical. The policy of the State of Dhib is to
utilize competitive markets where appropriate to determine the commaodity, price.
The SSO has achieved this goal. The market is open fo marketers wishinig fo
offer consumers competitive options. The auction approach ensures a |
reasonably priced standard offer for those that do not wish to source natuljal gas
in the marketplace. The movement to an SCO does not advance the ccmpetitwe
market. There is no evidence that it stimulates competition, and it fails to I;aeneﬂt

consumers when compared to an $S0 auction.
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Consumers are not clamoring for this change. The transition to an $CO
will not result in lower prices for customers nor enhance competition. The
Commisgsion should not bless an unnecessary proposal. Legislation or regulation

that does nothing for consumers is a waste of time for all involved. The proposed

\Respectfully submltte

David C. Rmebolt

Colleen L. Mooney

Ohio Partners for Affordable Energy
231 West Lima Street !
P.O. Box 1793 i
Findlay, OH 45838-1793
Telephone: (418) 425-8860

FAX: (419) 425-8882

e-mail: cmooney2@columbus.rr. _o,g
drinebolt@aol.com

program should be rejected.
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| hereby certify that a copy of the foregoing Petition was served by %reguiar

U.8. Mail upon the parties of record identified below in these cases on this oth day of

May 2011.

Stephen B, Seiple
Columbia Gas

200 Civie Center Drive

PO Box 17

Columbus, OH 43216-0017

David F. Boehm

Boehm, Kurtz & Lowry

36 East Seventh §t., Suite 1510
Cincinnati, OH 45202

John Dosker

Stand Energy Corperation
1077 Celestial St., Suite 110
Cincinnati, OH 45202

David C. Rinebo

SERVICE LIST

William VWright
Aftorney General's Office

Public Utilitles Commission of Ohip

180 East Broad Street, 8 Floor
Columbus, OH 43215

Stephen M. Howard

Vorys, Sater, Seymour & Pease
PO Box 1008

Columbus, OH 43216-1003

Steven M. Sherman

Krieg DeVault

One Indiana Square, Suite 2800
indianapolis, IN 46204-2079

Joseph P. Setio

Office of the Ohio Consumers’ Counsel
10 West Broad &t., Suite 1800
Colummbus, OH 43215

Larry Gaarhardt

Ohio Farm Bureau Federation
PO Box 182383

Columbusg, OH 43218-2383

Howard Petricoff

Verys Sater Seymour & Pease
PO Box 1008

Columbus, OH 43216-1008




