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INTRODUCTION: TC "INTRODUCTION:" \f C \l "1" 
Duke Energy Ohio (DE-Ohio) submits this Reply Brief in response to the Post-Hearing Briefs of the Staff of the Public Utilities Commission of Ohio (Staff), the Office of the Ohio Consumers’ Counsel (OCC) and Ohio Partners for Affordable Energy (OPAE) (collectively Parties).  The only contested issues are: (1) whether the Commission should approve modified straight fixed variable (SFV) rates or a decoupling rider; and (2) if a decoupling rider is approved, should the Commission adopt OCC’s so-called “consumer safeguards.”  DE-Ohio agrees with the Staff’s Post-Hearing Brief.  DE-Ohio submits the following response to OCC’s and OPAE’s arguments relating to modified SFV rates and decoupling.

ARGUMENT: TC "ARGUMENT:" \f C \l "1" 
I.
The evidence presented by DE-Ohio and Staff demonstrates that modified SFV rates are just and reasonable. TC "I.
The evidence presented by DE-Ohio and Staff demonstrates that modified SFV rates are just and reasonable." \f C \l "2" 
The OCC and OPAE challenge the modified SFV rates on several grounds, alleging that DE-Ohio and Staff presented no evidence to support the rate design; the customer charge violates the gradualism doctrine; the rate design is an unreasonable response to the utility’s declining use per customer; and that decoupling is superior to modified SFV rates.
  These arguments are without merit, and DE-Ohio responds to each of these arguments below.
As a threshold matter, the OCC argues that DE-Ohio incorrectly claims that a partial stipulation exists on the rate design issue.
  The OCC is incorrect.  A partial stipulation exists on the rate design issue because all the stipulating parties agreed to the Staff’s modified SFV rates, except for OCC and OPAE.  The stipulating parties include, among others, DE-Ohio, Staff and People Working Cooperatively, Inc. (PWC).  PWC represents low income residential consumers.
  OCC goes to great lengths to point out that PWC did not object to the Staff Report or present evidence on this issue.
  But this is immaterial because PWC ultimately supported the Staff’s position on modified SFV rates.  The OCC does not want to admit that this partial stipulation exists because the OCC knows that the partial stipulation should be approved under the Public Utilities Commission of Ohio’s (Commission) three-prong test for approving stipulations.
The OCC and OPAE next argue that neither DE-Ohio nor Staff presented any “studies, surveys or objective data” to support the benefits of modified SFV rates or the impact of such rates on low income customers.
  This argument is feckless.  DE-Ohio introduced testimony from Donald L. Storck and Paul G. Smith.  The Staff presented testimony from Mr. Stephen E. Puican.  The evidence included National Association of Regulatory Utility Commissions (NARUC) resolutions; rate designs adopted by other states; a study of Percentage of Income Payment Plan (PIPP) customer usage in DE-Ohio’s service area; and a study of gas usage by customer income level in Missouri Gas Energy’s service area.  This evidence, which is summarized in DE-Ohio’s initial brief, supports that modified SFV rates are just and reasonable.
OCC argues that the PIPP study has little probative value because a study by the Ohio Department of Development’s Home Weatherization Assistance Program (HWAP) found that low income customers in Ohio used less energy than PIPP customers.  Yet, the study itself notes that the sample size of customers located in DE-Ohio’s service area was small; thus, the results have questionable significance for DE-Ohio.  Even if the HWAP study’s results were applied to DE-Ohio’s service area, the low income customer usage would still exceed the average DE-Ohio residential usage thus reaffirming that the modified SFV rates will benefit low income customers.  
The OCC criticizes DE-Ohio and Staff for presenting no evidence to support the assertion that modified SFV rates are simpler and easier to understand than a decoupling rider.
  This point is self-evident and does not require customer surveys to establish.  A fixed monthly customer charge is widely used and accepted in other industries such as telephone, cable television, and internet services.  Electric customers often choose a fixed bill option known as budget billing.  Conversely, it is obvious that an ordinary lay person would not understand a weather normalized decoupling rider without some explanation.  The hearing evidence on weather normalization shows how complex the annual decoupling proceedings could be, and how difficult they would be to explain to an ordinary lay person.  The Commission should therefore reject OCC’s argument.

The OCC contends that modified SFV rates are improper because they result in intra-class subsidy, where low volume users subsidize high volume users.
  This statement is indicative of how misguided the OCC’s arguments on this point are, even in the face of plain fact.  It has been established that virtually all of the Company’s costs of providing gas delivery service are fixed.  Consequently, decreasing the fixed charge and increasing the volumetric rate necessarily means that high usage customers increasingly subsidize low usage.  This fact is unassailable.  The record evidence demonstrates that the proposed modified SFV rates reduce intra-class subsidies as all customers in the class appropriately pay the same amount, which represents their share of system fixed costs, to be connected to DE-Ohio’s system.  
Rate designs for a customer class do not perfectly assign costs to to the cost causing customers because the rate design must be equitable for the entire class as a whole, rather than each customer within the class.  SFV rates are such a rate design because it is a design that is fair to each class and closely matches costs to individual customers.  It is uncontested that the present volumetric rate design results in intra-class subsidies where high volume users subsidize low volume users for payment of DE-Ohio’s fixed costs.  In any event, the record evidence established that for the average residential customer modified SFV rates has essentially the same impact as decoupling.
  Further, OCC’s proposed decoupling with consumer safeguards retains much of the volumetric subsidy embedded in current rates.
The OCC and OPAE criticize the modified SFV rates as a “rush to judgment” that should have been adopted by using a workshop process and customer surveys.
  No requirement exists for every change in Commission practice to be vetted through a workshop or customer surveys.  The Commission routinely makes policy decisions in the context of rate cases and other proceedings, such as electric utilities’ transition plan and rate stabilization plan cases.  The Commission therefore should reject this argument.  Even the decoupling rider proposal, if approved, would be a significant change to the establishment of retail gas distribution rates in Ohio.
The OCC and OPAE also criticize the modified SFV rates as a violation of the gradualism principle.
  As an initial matter, the OCC and OPAE continue to disregard the fact that residential customers pay $11.77 in fixed monthly charges, not the $6.00 repeatedly claimed by OCC and OPAE.
  The Company’s current total residential fixed charge is $11.77 per month comprised of a $6.00 per month fixed charge called a “customer charge” and a $5.77 per month fixed charge called the Rider AMRP.  Nevertheless, giving weight to the substance rather than the form of the argument, the total fixed charge is currently $11.77 per month for residential customers rather than $6.00 per month.  So the “fixed” monthly charge is already nearly double what OCC and OPAE represent.  
The OCC’s and OPAE’s gradualism argument also ignores the fact that the increase to the fixed monthly charge is substantially offset by a reduction to the volumetric charge for most customers and fully offset by a reduction to the volumetric charge for the average customer.  Further, the OCC’s and OPAE’s gradualism argument ignores the fact that natural gas prices have increased dramatically and have become significantly higher and more volatile in recent years.  
The impact of this trend in natural gas prices is a clarion call to action that state commissions are responding to nationwide with either SFV rates or decoupling.  The OCC’s and OPAE’s reliance on Commission precedent established at times when the commodity gas prices were much lower and much less volatile is more evidence that they are simply missing the point of the modified SFV proposals.  This evidence is well documented by the NARUC resolutions on this point, and the number of other states that have adopted SFV rates or decoupling.  The Commission should change its rate design policy in light of changing natural gas market conditions.  Modified SFV rates should lead to more conservation and energy efficiency programs.  Reducing overall demand through conservation and energy efficiency programs will decrease demand for natural gas which should decrease natural gas prices and price volatility.  This is sound regulatory policy.  Finally, OCC and OPAE apparently believe that gradualism is the only rate design principle the Commission should consider, and ignore the fact that the proposed modified SFV rates are a reasonable balance of many rate design principles, as discussed in DE-Ohio’s initial brief.
The OCC argues that the Commission should reject modified SFV rates because the rates would lead to a “death spiral” of low use customers leaving natural gas service, which would spread the cost to remaining users.
  OCC offers no evidence to support that this will occur.  OCC also ignores the fact that a decoupling rider would effect low income customers in the same manner as the proposed modified SFV rates.  Both rate designs would increase the monthly customer charge.  The main difference is that modified SFV rates would impose charges in real time, while a decoupling rider would impose some charges the following year, through an adjustment to the rider rate.  Moreover, any loss of the small number of very low use customers would probably be minimal, would reflect customer demand response to proper price signals, and will be counter-balanced by increased customer growth.  Ultimately, the impact on the utility and remaining customers would be negligible.  The OCC’s argument on this point is meritless.
OCC argues against modified SFV rates because DE-Ohio has allegedly failed to establish that it has declining revenues and, hence, has no need for the new rate design.  The OCC mistakenly argues that there is no relationship between usage and total revenues.  To the extent that the rate design includes a volumetric rate, revenue will decline with declining sales.  Even if customer growth offsets some of the loss, it is indisputable that lower sales per customer will result in lower revenue.  
OCC witness Mr. Gonzalez admitted that DE-Ohio has suffered declining use on a per customer basis.
  Moreover, the OCC supports decoupling, where according to Ms. Midgen-Ostrander, “the regulatory commission establishes a utility’s revenue requirements to ensure that the company can recover its fixed costs plus a reasonable return.”
  Modified SFV rates accomplish the same purpose, and deserve support for this reason.
The OCC argues against modified SFV rates because a decoupling rider allegedly provides greater benefits.
  This is another feckless argument.  Importantly, modified SFV rates are a form of decoupling because both rate designs “decouple” the link between the utility’s cost recovery and volumetric charges.  The OCC’s discussion of decoupling benefits disregards the many benefits provided by modified SFV rates.  DE-Ohio discussed these benefits at pages 10-13 of its initial brief.  Clearly, the benefits of “decoupling” through modified SFV rates outweigh the benefits of a “decoupling” through an annual sales adjustment tracker.  

For all of the foregoing reasons, the evidence presented by DE-Ohio and Staff supports the just and reasonable nature of modified SFV rates.

II.
Modified SFV rates eliminate the utility’s disincentive to promote conservation and energy efficiency, and do not significantly impact the customer’s incentive to conserve. TC "II.
Modified SFV rates eliminate the utility’s disincentive to promote conservation and energy efficiency, and do not significantly impact the customer’s incentive to conserve." \f C \l "2" 
The Commission should approve the modified SFV rates because modified SFV rates remove the utility’s disincentive to promote conservation and energy efficiency, and do not significantly impact a customer’s incentive to conserve.  In rejecting modified SFV rates, the OCC and OPAE mistakenly focus on the customer’s incentive to conserve, while ignoring the utility’s disincentive to promote conservation and energy efficiency.  Moreover, the OCC and OPAE overlook that modified SFV rates have no significant impact on the customer’s incentive to conserve.  
The OCC argues that modified SFV rates violate Ohio law, which incorporates a state policy encouraging development of demand-side management (DSM) programs.
  The OCC is mistaken.  Modified SFV rates encourage development of DSM programs by removing the utility’s disincentive to promote these programs.  The (NARUC) expressly stated that SFV rates remove the utility’s disincentive to adopt conservation and energy efficiency programs.
  Modified SFV rates actually promote the state policy favoring DSM programs and do not violate this policy as argued by OCC.

Next OCC and OPAE incorrectly argue that modified SFV rates send the wrong price signal to customers.
  OCC, yet again, fails to grasp fundamental long-standing ratemaking principles.  Modified SFV rates send the correct price signal to customers because each customer pays their fair portion of DE-Ohio’s fixed costs thereby: (1) avoiding any subsidy by higher volume users of low volume users for recovery of these fixed costs.
, and (2) any savings gained by energy efficiency measures exclusively benefits the customer insofar as they avoid the high commodity cost of natural gas.  Modified SFV rates benefit the Company by mitigating the impact such conservation has on its ability to earn a fair rate of return.  It is bad public policy and clearly unfair to have DE-Ohio’s shareholders subsidize energy efficiency due to fixed costs being recovered through a volumetric rate.
OCC argues that modified SFV rates significantly impact a customer’s incentive to invest in energy efficiency, and prevent customers from taking control of their bills.
  This argument is meritless.  DE-Ohio concedes that modified SFV rates may have a negligible impact on the payback period for a few customers’ energy efficiency investments, as will the decoupling rider proposed by the OCC, but customers who have made energy efficiency investments will still reap the benefits of these investments.
  
OCC incorrectly argues that modified SFV rates prevent customers from controlling their bills, and do not remove the customers’ disincentive to invest in energy efficiency.  In fact, if modified SFV rates are adopted, customers would still have a great deal of control over their natural gas bills, and would still have strong incentives to invest in energy efficiency.  This is true because the commodity portion of the customers’ bill, which is 100% volumetric-based and 100% avoidable, would remain the most significant component of the bill.  OCC admitted this in an article written by Ms. Janine Migden-Ostrander describing decoupling, but which also applies to modified SFV rates: 

Moreover, the distribution service under today’s rates represents only 20 to 30 percent of a customer’s whole bill….[and under decoupling] they are saving on 70 to 80 percent of the bill through reduced supply costs.


Ms. Migden-Ostrander’s statement shows that the commodity portion of the bill is the most significant component of the customer’s bill, an argument DE-Ohio and Staff have frequently stated.  So, contrary to the OCC’s assertions in its Initial Brief, customers would still have significant control over their natural gas bills and a significant incentive to invest in energy efficiency if modified SFV rates are adopted.

Her article also suggests that, if a utility’s disincentive to promote conservation and energy efficiency is removed (which could occur through decoupling or SFV), it would benefit customers because this could lead to lower demand for natural gas and, hence, would lower commodity prices.
  
In summary, the Commission should approve modified SFV rates because this would eliminate the utility’s disincentive to promote conservation and energy efficiency, and would not significantly impact the customer’s incentive to conserve.
III.
Modified SFV rates, along with the pilot low income program, benefit low income customers because low income customers tend to be high users and because the pilot program provides lower rates for low income/low use customers TC "III.
Modified SFV rates, along with the pilot low income program, benefit low income customers because low income customers tend to be high users and because the pilot program provides lower rates for low income/low use customers" \f C \l "2" 
OCC and OPAE argue that modified SFV rates will harm low income customers and that the pilot low income program serves no purpose.
  These arguments are without merit.  The PIPP customer data indicated that the average PIPP customer consumes approximately 1,000 ccf per year, which is approximately 25% more than the average non-PIPP customer; so, modified SFV rates will actually reduce the annual cost for the average PIPP customer (and thus, the cost of the PIPP program), and presumably for the average low income customer as well.
  This was simply the best evidence available for examining the impact of modified SFV rates on low income customers.  Moreover, this conclusion was supported by a recent study conducted by Missouri Gas Energy.
  
The low income pilot program will mitigate the impact of modified SFV rates on low income, low use customers.  This is a novel program and deserves support from all stakeholders.  The OCC and OPAE signed the Stipulation supporting the low income program.

The program benefits participants through lower rates and may keep them from becoming PIPP customers which will benefit all customers.  DE-Ohio may expand the program in the future after reviewing the initial program impacts with Staff and interested stakeholders.  Other utility companies may adopt this same type of program.  The results from DE-Ohio’s program will benefit the other utilities and their customers where similar programs may be adopted.  In sum, the pilot low income program’s benefits are many, and the program was supported by all stipulating parties.  The pilot low income program offers a meaningful way to mitigate the impact of modified SFV rates on low income, low use customers.  
Based on the reasons articulated above, the modified SFV rates, together with the pilot low income program, benefit low income customers

IV.
If the Commission adopts decoupling, the Commission should approve DE-Ohio’s decoupling proposal rather than OCC’s proposed consumer safeguards TC "IV.
If the Commission adopts decoupling, the Commission should approve DE-Ohio’s decoupling proposal rather than OCC’s proposed consumer safeguards" \f C \l "2" 
If the Commission adopts decoupling, the Commission should approve DE-Ohio’s decoupling proposal rather than OCC’s proposed consumer safeguards because OCC’s proposal is inconsistent with the Stipulation and unsupported by the evidence.

OCC witness Wilson Gonzalez argued in favor of various “consumer safeguards” for decoupling in his direct testimony, but OCC only argued in favor of one of these consumer safeguards in its Post-Hearing Brief – that the Commission should approve a different weather normalization methodology.  DE-Ohio therefore, assumes that OCC has abandoned its argument for other types of decoupling consumer safeguards which DE-Ohio has already addressed in its initial brief.

Contrary to OCC’s arguments, DE-Ohio uses a reasonable weather normalization methodology.  OCC initially suggests that Mr. Riddle, DE-Ohio’s weather normalization witness, is not qualified to perform weather normalization because his education is in agricultural economics rather than meteorology.
  The OCC failed to voire dire Mr. Riddle and did not seek to disqualify him as an expert in the field.  The Commission therefore, should disregard OCC’s allegation.  

However, the OCC fails to recognize that Mr. Riddle has extensive experience in utility energy modeling and forecasting.  One cannot argue that weather does not play an important role in energy use or that it is not a key component of energy forecasting models.  To that end, Mr. Riddle, who has 21 years of experience in evaluating the relationship of weather and energy within the context of energy forecasting models, is eminently more qualified as an expert regarding weather normalization than OCC’s witness, Mr. Yankel, who is an engineer.

Mr. Riddle testified that DE-Ohio uses a ten-year weather normalization methodology because this is the best predictor of normal weather for the forecasted portion of the test period.
  He based this conclusion on an analysis of the accuracy of 10-year vs. 30-year weather normalization for prior periods.
  DE-Ohio used a 10-year weather normalization in its last gas rate case.
  Mr. Riddle also used a 59ºF base temperature for calculating heating degree days (HDDs) because he performed a regression analysis showing that 59ºF was the temperature at which heating load begins.
  Mr. Riddle also noted that Columbia Gas of Ohio uses a 62ºF base temperature for calculating HDDs.
  

Perhaps the best evidence of the reasonableness of DE-Ohio’s sales forecast methodology is that Blue Ridge Consulting Services, Inc. (BRCS), the independent financial auditor, concluded that DE-Ohio’s sales forecast, using the 10-year weather normalization and 59ºF base temperature for calculating HDDs, was reasonable.  BRCS concluded that DE-Ohio’s sales forecasting method:
…uses generally accepted processes, data inputs, data sources and statistical techniques to produce a weather normalized load forecast.  The Company’s backcasting analysis demonstrates that, at the Company level, the forecast provides a reasonable estimate of sales.


The Staff relied on the BRCS audit in the Staff Report.
  Based on the foregoing, DE-Ohio submits that, if the Commission approves a decoupling rider, the Commission should allow DE-Ohio to continue using its weather normalization methodology for the decoupling mechanism.
CONCLUSION: TC "CONCLUSION:" \f C \l "1"  

For the foregoing reasons, the Commission should reject OCC’s and OPAE’s arguments, and approve the Stipulation, including the modified SFV rate design.  In the alternative, the Commission should approve the Stipulation, the customer charges as initially filed by DE-Ohio and a decoupling rider; but without OCC’s proposed inappropriate and unnecessary consumer safeguards.
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