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THE PUBLIC UTILITIES COMMISSION OF OHIO

INTRODUCTION

On April 29, 2008, the Office of the Ohio Consumers’ Counsel (OCC) filed a plead​ing in the case docket that Staff believes warrants a response.  OCC’s pleading relies upon legislation
 then pending before the General Assembly as Amended Substi​tute Senate Bill No. 221 (the Act).  OCC characterizes the Act as “additional authority” in support of maintaining the status quo and a rate design that, in these times of declining natural gas sales and aggressive customer conservation, has become an increasingly inef​fective cost- recovery mechanism.  The Staff submits this brief response to show how OCC’s reliance upon the Act is misplaced and actually belied by the words of the new law.  The Staff will demonstrate how the provisions of the Act, that OCC relies upon, actually support the straight-fixed variable (SFV) rate design that the Staff advocates.  In short, the Act provides no support whatsoever for the OCC’s position.
DISCUSSION


OCC’s filing contains certain revealing admissions that undermine its posi​tion.  OCC acknowledges that the Act recognizes the potential use of decoupling mecha​nisms by natural gas utilities and further that the Act evinces a “legislative intent to allow utili​ties to request decoupling to deter erosions of their revenues. . . .”  Staff’s proposed SFV levelized rate design is a form of decoupling.  A major premise underlying Staff’s rate design proposal is to address chronic revenue erosion experienced by Duke Energy Ohio (Duke) and attributable to declining natural gas sales brought on by persistently higher commodity prices and increased customer conservation efforts.  The record shows that approximately $6 million of the total $34 million rate increase sought by Duke, or nearly 18 percent, is attributable to declining cus​tomer usage.  Duke projects that its gas opera​tions will earn a return of only 5.62%, well below that authorized (9.27%) by the Com​mission in the company’s last base rate case filed in 2001.
  

In simplest terms, the Staff’s rate design proposal promotes recov​ery of fixed costs through a demand (fixed) rate component rather than through a variable rate component.  Current rate design makes fixed cost recovery largely depend​ent upon gas sales, despite the fact that Duke’s costs to provide gas distribution service to residential customers are almost exclusively fixed in nature.
  By proposing an SFV rate design that largely elimi​nates this historical linkage and levelizes cost-recovery throughout the year, the Staff provides Duke with a reasonable opportunity to recover its fixed costs of providing distri​bution service and to earn a reasonable return on its investment to provide this service, while providing rate predictability for customers.

The Staff submits that the express language of the Act fully contemplates its pro​posed SFV levelized rate design.  Specifically, new R.C. 4929.01(O) defines a “revenue decoupling mechanism” as follows:

“Revenue decoupling mechanism” means a rate design or other cost recovery mechanism that provides recovery of the fixed costs of service and a fair and reasonable rate of return, irrespective of system throughput or volumetric sales.


The levelized SFV rate design that Staff supports is intended to achieve the very purposes described in the language of the new statute, including providing Duke with an opportunity to earn a fair and reasonable return on its investment regardless of actual system throughput or volumetric sales.  Importantly, the Act demonstrates a legislative preference to encourage rate design/cost recovery mechanisms that promote recovery of distribution service costs largely without regard to gas sales and consumption.  The Staff’s levelized SFV rate design, by collecting more fixed costs through a fixed charge, is a strong move in the direc​tion contemplated by the statute.  That the statute does not use the words “straight fixed variable” means little since the new law describes both the concept and function of the Staff’s proposed rate design.  Also important is the fact that Staff’s rate design will remove present, significant disincentives for Duke to more actively promote and participate in conservation and emergency efficiency programs, also types of activities that the Act seeks to promote.  The Staff’s SFV rate design con​tains a number of other benefits as previously outlined in the Staff’s Brief.
 


A letter recently filed in the case docket also supports the Staff’s reading of the Act as supportive of its SFV rate design proposal.  Submitted by Representative Shannon Jones, 67th House District, who serves as Vice Chair of the Public Utilities Committee and who is a co-sponsor of the Act, the letter notes that OCC’s interpretation of the Act is strained at best and can only be sustained “by ignoring the specific definition of a decoupling mechanism in Sec​tion 4929.01.”  The Staff is appreciative of Representative Jones’ taking the time and opportunity to offer her clarifying views on this matter.

CONCLUSION


In closing, the Staff submits that its proposed SFV rate design is the very type of cost recovery mechanism contemplated under new R.C. 4929.01.  Staff believes its pro​posal also applies established ratemaking principles, including gradualism, that the Commis​sion has employed for years.


The Staff respectfully requests that the Commission adopt its proposed SFV rate design as a way to better match cost recovery and cost causation and to address the 
chronic revenue erosion experienced by Duke, both goals expressly contemplated under the Act.
Marc Dann
Ohio Attorney General

Duane W. Luckey
Section Chief

/s/ Thomas G. Lindgren

Thomas G. Lindgren

William L. Wright

Sarah J. Parrot

Assistant Attorneys General

Public Utilities Section

180 E. Broad St., 9th Floor

Columbus, OH  43215

614.466.4397 (telephone)

614.644.8764 (fax)

thomas.lindgren@puc.state.oh.us
william.wright@puc.state.oh.us
sarah.parrot@puc.state.oh.us
Attorneys for the Staff of

The Public Utilities Commission of Ohio

PROOF OF SERVICE


I hereby certify that a true copy of the foregoing Memorandum Contra Statement of Additional Authority submitted on behalf of the Staff of the Public Utilities Commis​sion of Ohio, was served by regu​lar U.S. mail, postage prepaid, hand-delivered, and/or delivered via electronic mail, upon the fol​low​ing par​ties of record, this 8th day of May, 2008.

/s/ Thomas G. Lindgren


William L. Wright
Assistant Attorney General

Parties of Record:

	Larry S. Sauer

Jeffrey Small

Joe Serio

Assistant Consumers’ Counsel

Office of the Ohio Consumers’ Counsel

10 West Broad Street, Suite 1800

Columbus, OH  43215-3420

sauer@occ.state.oh.us
small@occ.state.oh.us
serio@occ.state.oh.us
John Finnigan, Jr.

Associate General Counsel

Duke Energy Ohio, Inc.

2500 AT II

139 East Fourth Street

Cincinnati, OH  45201

john.finnigan@duke-energy.com
Howard Petricoff

Vorys, Sater, Seymour & Pease

P.O. Box 1008

52 East Gay Street

Columbus, OH  43215-1008

mhpetricoff@vssp.com
John Dosker

Stand Energy Corp.

1077 Celestial Street

Suite 110

Cincinnati, OH  45202-1629

jdosker@stand-energy.com
David F. Boehm

Ohio Energy Group

Boehm, Kurtz & Lowry

36 East Seventh Avenue, Suite 1510

Cincinnati, OH  45202

DBoehm@bkllawfirm.com

	Colleen L. Mooney

Ohio Partners for Affordable Energy

1431 Mulford Road

Columbus, OH  43212

cmooney2@columbus.rr.com
Thomas O’Brien

Bricker & Eckler

100 South Third Street

Columbus, OH  43215

tobrien@bricker.com
David Rinebolt

231 West Lima Street

P.O. Box 1793

Findlay, OH  45839-1793

drinebolt@aol.com
Mary W. Christensen

Christensen & Christensen

100 East Campus View Boulevard

Columbus, OH  43235-4647

mchristensen@columbuslaw.org
Michael L. Kurtz

The Kroger Company

Boehm, Kurtz & Lowry

36 East Seventh Avenue, Suite 1510

Cincinnati, OH  45202

mkurtzlaw@aol.com
John W. Bentine

Interstate Gas Supply, Inc.

Chester, Willcox & Saxbe

65 East State Street, Suite 1000

Columbus, OH  43215-4213

jbentine@cwslaw.com



� 		At the time OCC submitted its filing, the legislation had not yet been signed into law by Governor Strickland.  The Governor signed the bill on May 1, 2008.


� 		See Staff Post-Hearing Brief at 7.


� 		See Id. at 7-8.


� 		See Staff’s Post-Hearing Brief at 9-10.
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