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MEMORANDUM CONTRA INTERSTATE GAS SUPPLY, INC’S
APPLICATION FOR REHEARING
BY
THE OFFICE OF THE OHIO CONSUMERS’ COUNSEL

I INTRODUCTION

In its application for rehearing, Interstate Gas Supply, Inc. (“1GS”) has asserted
that the Opinion and Order of the Public Utilities Commission of Ohio (“PUCO?”) is
wrong because it does not allow IGS to gain a competitive advantage over the standard
service offer (“SSO”). It has provided the PUCO with neither factual nor legal reason to
do so. It cannot. The SSO is vital to consumers. To protect consumers, the PUCO

should reject IGS’s application for rehearing.

IL. RECOMMENDATIONS

A. The PUCO should reject IGS’s assignments of error related to
its proposal for “unbundling” standard service offer costs for
the same reasons it did so in the Order.

IGS asserted six assignments of error related to its proposal to “unbundle” SSO
costs.! Though these assignments of error all include different legal arguments, they are
merely variants on the same theme: IGS wants SSO customers to pay more for

distribution service so that IGS can gain an unfair competitive advantage over the SSO.

! Application for Rehearing and Memorandum in Support of Interstate Gas Supply, Inc. at 6-7 (Jan. 18,
2019) (the “IGS AFR”) (assignments of error A through F).
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The PUCO should reject IGS’s assignments of error, just as it did in its December 19,
2018 Opinion and Order (the “Order”).
i. The record supports a factual conclusion that there is
no subsidy. All of IGS’s assignments of error depend

on the existence of a subsidy, so they all fail for this
reason alone.

IGS complains that SSO customers are receiving an unlawful subsidy from

13

shopping customers as a result of the PUCO’s failure to adopt IGS’s “unbundling”
proposal.? But for there to be an unlawful subsidy, there must be first be a subsidy. And
the evidence does not support the existence of any subsidy.

The only evidence that there is any subsidy at all is the testimony of IGS witness
Edward Hess.? But the mere fact that Mr. Hess testified that there is a $23 million subsidy
does not make it so. The PUCO is not required to adopt Mr. Hess’s opinion as a finding
of fact, and indeed, it did not. Nor should it have—MTr. Hess’s testimony regarding the
alleged subsidy was deeply flawed and unreliable.

Mr. Hess’s testimony relies on the flawed belief that some distribution costs
pertain exclusively to the SSO and thus should be paid exclusively by SSO customers.
But even if one were to adopt this erroneous view, the flip side would be that some
distribution costs pertain exclusively to shopping and thus should be paid exclusively by

shopping customers. Mr. Hess calculates $23.1 million in SSO-related distribution costs

to be assigned exclusively to SSO customers, but he claims that there are $0 in shopping-

2 See IGS AFR.
3 RESA/IGS Ex. 1 (the “Hess Testimony”).



related costs that should be assigned exclusively to shopping customers.* This makes no
sense.

For example, one of Mr. Hess’s prime examples of an alleged cost that should be
allocated exclusively to SSO customers is call center costs.> According to Mr. Hess,
when a customer calls Duke to complain about the SSO, the costs that Duke incurs
responding to that call should be paid only by SSO customers.® But on the flip side, Mr.
Hess did not testify that shopping customers should pay call center costs related to
shopping customers calling the utility call center, and he did not propose reallocating any
such costs to shopping customers.” This inconsistency highlights an approach that
provides an unfair result that benefits Marketers at the expense of SSO customers.

Further, Mr. Hess demonstrated that he knows very little about these costs in the
first place and is unqualified to opine on them. For example, despite making claims about
how Duke handles calls, he did not even speak to Duke about its call-center policies, so
his claims are pure speculation.® Nor did he have personal knowledge about Marketers’
corresponding call center policies, as he relied entirely on hearsay from IGS without
verifying whether IGS’s policy is the same as other Marketers.” He knew nothing about
how many calls Duke gets about the SSO or shopping, how much time Duke spends

responding to calls about the SSO or shopping, how many calls Marketers get about

4 Hess Testimony at Exhibits JEH-1, JEH-2.
5> Hess Testimony at 7:1-18, 12:3-8.

®Tr. Vol. VI at 1158:1-5 (“Q. And your testimony is that when a customer calls Duke to complain about
the SSO, the costs involved in responding to that complaint should be paid only by SSO customers, is that
right? A. Yes.”).

" Hess Testimony at Exhibit JEH-2.
8 See Hearing Transcript at Vol. VI, p. 1131:14-16.
1Id. atp. 1161:8-21.



distribution service or shopping.'® In short, Mr. Hess speculated about certain costs, used
that speculation to justify $23 million in additional charges to SSO customers, but made
no effort to substantiate the underlying basis for his proposal.

IGS also inaccurately claims in its application for rehearing that “[n]o other
quantitative estimate of the SSO subsidy was provided in this case.”!! This is both false
and irrelevant. First, OCC witness Willis testified that there is no subsidy.12 Thus, he
quantitatively calculated the SSO subsidy at $0. IGS’s implication that Mr. Hess’s
testimony was unrebutted is false. Second, even if Mr. Hess were the only witness to
quantify the alleged subsidy, that does not mean that the PUCO is required to adopt his
opinion. The PUCO could simply reject his testimony based on its many flaws and
conclude that the record is completely devoid of reliable evidence that there is a subsidy.

The PUCO should reject Mr. Hess’s testimony because it is flawed and unreliable.
Thus, the PUCO has no basis to conclude, as a matter of fact, that there is any subsidy.
And if there is no subsidy, then there can be no unlawful subsidy. All of IGS’s
“unbundling” assignments of error depend on the existence of a subsidy. There being
none, all of IGS’s unbundling assignments of error fail.

il. IGS’s “unbundling” assignments of error are based on
the flawed premise that Duke, by providing distribution
service to customers who happen to be SSO customers,
is providing competitive services.
Duke provides distribution service to SSO customers, and it provides distribution

service to shopping customers. When it delivers electricity to these customers, it is

07d. at 1131:18-1132:3, 1160:6-11.
T'IGS AFR at 34.
20CC Ex. 22 at 7:11-13.



providing a regulated, noncompetitive service to those customers, regardless of whether
they are SSO customers or shopping customers.

The underlying premise behind IGS’s “unbundling” proposal, however, is that
Duke, merely by providing distribution service to SSO customers, is providing a
competitive service that must be paid for separate and apart from distribution costs.!?
This premise is false. By declining to adopt IGS’s proposal, the PUCO would in no way
be regulating or providing compensation for competitive services through distribution
rates.

Duke’s base distribution charges relate exclusively to non-competitive services.
IGS witness Hess’s own analysis demonstrates this. In calculating the amount that he
proposes to shift to SSO customers, he bases his analysis on various distribution-related
FERC accounts.'* Notably, he does not claim that the expenses in these accounts should
be included in Duke’s electric security plan.

If Mr. Hess believed that the costs in question were costs for competitive services,
then he would have testified that it was wholly improper to include them in distribution-
related FERC accounts in the first place. But he does not challenge Duke’s inclusion of
these costs in distribution accounts. This fatally undermines IGS’s presumption that the
Order would result in competitive costs being included in non-competitive distribution
rates. !

IGS is right that the PUCO should not charge customers for competitive services

through monopoly distribution rates. But in this case, the distribution rates approved in

13 1GS AFR at 25-27.
14 Hess Testimony at Exhibit JEH-2.
15 IGS Brief at 19-22.



the Order do not include charges for competitive services.'!® Under the Order, customers
would not be paying for non-distribution-related services through base distribution rates.
iii. The standard service offer benefits all customers. All
customers should pay the distribution costs associated
with it.

IGS proposes that distribution costs be shifted from shopping customers to SSO
customers based on the theory that certain distribution costs are related exclusively to the
SSO.!7 This proposal fails for a fundamental reason: as OCC Witness Willis explained,
all customers benefit from the existence of the SSO, so it is just and reasonable for all
SSO-related distribution costs to be allocated to the distribution function and paid by all
customers.'®

Duke is required by law to provide a standard service offer: “[A]n electric
distribution utility shall provide consumers, on a comparable and nondiscriminatory basis
within its certified territory, a standard service offer of all competitive retail electric
services to maintain essential electric service to customers, including a firm supply of
electric generation service.”!” This statute is unambiguous: the SSO must be available to

all customers, all the time. It serves as the default service for those customers who do not

want to shop, and it provides a safety net for customers when their supplier fails to

16 Of course, as OCC has demonstrated repeatedly here and in its initial brief, the Settlement would result in
unlawful charges to distribution customers for Duke’s interest in OVEC, which is a competitive service.
But those charges would be through a rider in Duke’s ESP, not through base distribution charges.

17 1GS Initial Brief at 16-24; RESA Initial Brief at 3-4; see also RESA/IGS Ex. 1 (the “Hess Testimony”) at
4:7-5:3, Exhibit JEH-1.

18 OCC Ex. 22 (the “Willis Testimony”) at 6:17-7:4.
19 R.C. 4928.141(A).



provide service for any reason, including the supplier’s bankruptcy.?® This undeniably
benefits even those customers who shop, because they could, at any moment, need or
want to revert to the SSO.

OCC Witness Willis described various ways in which the standard service offer
benefits both shopping and non-shopping customers (many of which were also identified

in the PUCO Staff’s Initial Brief?'):

. Non-shopping customers receive electric service that is
competitively bid.??

. Customers have an option to receive generation service
without engaging in the “time-consuming and sometimes
confusing process of selecting an alternative supplier.”??

. The standard service offer is a safety net for all customers,
including shopping customers, who need a generation
option when their supplier defaults.?*

. The standard service offer provides the benefit of a
“competitive price-to-compare that customers can use to
evaluate marketer offers when deciding whether to shop for
their generation.”?

As OCC Witness Willis succinctly concluded ““all customers (shoppers and non-

shoppers) benefit from the standard service offer. As such, all customers should share in

the costs of providing and administering the standard service offer.”?®

20R.C. 4928.14 (“The failure of a supplier to provide retail generation service to customers within the
certified territory of an electric distribution utility shall result in the supplier’s customers, after reasonable
notice, defaulting to the utility’s standard service offer...”).

2 PUCO Staff Initial Brief at 59-60.
22 Willis Testimony at 7:16-17.

B Id. at7:16-19.

2 Id. at 6:19, 7:20-22.

B Id. at 7:22-8:2.

2 Id. at 8:2-5. See also Duke Initial Brief at 59 (stating that it would be inappropriate to adopt the
Marketers’ recommendation because the SSO is available to all customers).
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This should be both the beginning and the end of the PUCQO’s analysis of this
issue. All customers benefit from the statutorily-required SSO, so distribution costs that
Duke incurs to provide a standard service offer should be paid by all customers. This
alone should convince the PUCO to deny the Marketers’ unfair plan to artificially

increase the costs that SSO customers pay for distribution service.

III. CONCLUSION

Protecting the SSO — available to all consumers, all the time, no matter what —
should be at the forefront of the PUCO’s consideration. IGS’s application for rehearing
asks the PUCO to go in a different direction. It seeks a regulated competitive advantage.
The PUCO should not bite, and IGS has certainly not provided any law or evidence that it

should. The PUCO should reject IGS’s application for rehearing.
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