
f\V 5. 

I» 
BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

IN3 

In the Matter of the Application of Columbia ) 
Gas of Ohio, Inc., for Approval of a General ) Case No. 08-1344-GA^EXM 
Exemption of Certain Natural Gas Commodity ) S Ĵ  
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I. INTRODUCTION 

In accordance with the Commission's Entry of April 27, 2011, now cottie Commerce 

Energy, Inc.; Constellation NewEnergy, Inc.; Direct Energy Services, Inc.; Exelon Energy 

Company; Hess Corporation; Integrys Energy Services, Inc., Interstate Gas; Supply, Inc.; 

Southstar Energy Services, LLC; and Vectren Retail LLC all parties of record m th(e above styled 

proceeding and collectively participating in this proceeding as the "Ohio Gas Maifketers Group" 

("OGMG") present a single objection to the Program Outiine filed by Columbia Gas of Ohio 

("Columbia") on April 15,2011. 

The Ohio Gas Marketers Group members are all active natural gas supi>liers who are 

engaged in supplying natural gas in the Columbia Gas of Ohio service area. The OGMG has been 

an active participant in the Stakeholders Group since its inception. As regards the 2012 auction, 

the OGMG representative and many of the members attended every Stakeholder meeting. At 

these meetings the OGMG worked with Columbia and the other Stakeholders! to develop a 

suitable Program Outline for the upcoming 2012 auction. Following months of discussions, on 

April 15, 2011, Columbia filed for Commission approval a Revised Program Outline which 
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presents the procedures and key provisions for the 2012 Standard Choice Offer ("SCO"). The 

SCO shall be the way in which natural gas customers who do not have natural gas procurement 

arrangements will receive their natural gas commodity. In its SCO Program Outline, Columbia 

noted that other than the general challenge to the structure of a Standard Choice Oiffer', there was 

only one other matter to which some of the stakeholders objected. 

The single issue raised by the OGMG is the marmer and mode in which financial security 

to fund for possible supplier default is addressed. In the SCO Program Outline, as was the case 

in Columbia's two previous Standard Service Auctions, each bid winning supplier is required to 

back up the other suppliers in the event that any of the bid winning suppliers default in their load 

obligations. To protect the public, non defaulting suppliers step in to serve the load previously 

provided by the defaulting supplier at the auction clearing price. To prevent a dOmino effect of 

one defaulting bid winning supplier creating an obligation which financially imperils one or more 

of the other bid winning suppliers, each bid wirming supplier is required to post financial security 

for the benefit of the other bid winning suppliers. In that fashion, if a bid wiiming supplier 

defaults and the remaining bid winning suppliers must step in to cover at the auction price, a 

form of insurance fimds (referred to by the suppliers as the "Cross Collateral") will be made 

available to the non defauhing bid winning suppliers to enter the market and purchase the 

necessary supplies. 

The Cross Collateral is posted only by the bid winning suppliers for the benefit of the 

other bid winning suppliers to meet their back up obligation. The Program Otitline provides 

Columbia itself with separate collateral also supplied by bid winning suppliers which covers just 

Columbia's possible financial exposure in the event a bid winning supplier defaults. Because of 

' The Office of the Consumers' Counsel and Ohio Partners for Affordable Energy qualified their support for an SCO 
auction as part of the October 7, 2009 Stipulation (See page 2. Footnote 6). 



the two separate collateral provisions, no set of circumstances exists in which Cblumbia would 

receive any of the Cross Collateral fimds for its own use or to offset its obligations under the 

SCO Program. Nevertheless, over the objections of all the supplier stakeholders;, Columbia has 

proposed that the Cross Collateral security be paid to Columbia in the form of a cash deposit. 

Further, Columbia proposes no restriction on the account in which the cash deposit will be 

posted, or on the use of the cash deposit. The amount of the Cross Collateral security is estimated 

to be in the range of $35 to $40 miUion in 2012. ! 

Since discussions commenced regarding the ongoing program, the Ohio jGas Marketers 

Group requested on several occasions the use of letters of credit or surety bonds iji lieu of a cash 

deposit. A cash deposit as proposed by Columbia has two major flaws. First, it is not as secure as 

a letter of credit or surety bond. Second, a cash deposit is more expensive. The; higher cost of 

using a cash deposit should be of great concern to the Commission, as a cost of Cross Collateral 

gas will be part of the bid price which customers pay. Using lower cost letters of credit or surety 

bonds should reduce the ultimate cost of natural gas to the retail standard service cjastomer. 

Thus, the Ohio Gas Marketers request the Commission to amend Section 15 of the SCO 

Program Outline so that in lieu of supplying Columbia with a cash deposit! for the Cross 

Collateral, bid winning suppliers would provide a letter of credit or surety bond jfrom a bank or 

financial institution. 

II. ARGUMENT: THE COMMISSION MUST ELIMINATE THE MANDATORY 
CASH DEPOSIT FOR SUPPLIERS CONTAINED IN SECTION 15, 
SUBSECTION 5 OF THE APRIL 15,2011 REVISED PROGRAM OUTLINE. 

In its Opinion and Order in Case No. 08-1344-GA-EXM (December 2, 2009), the 

Commission authorized Columbia to substitute an auction in lieu of a gas cost recovery 



mechanism for service years 2010, 2011, and 2012^ pursuant to Section 4929.04,; Revised Code. 

The Opinion and Order approved a Stipulation which presented the basic program. The 

Stipulation was augmented with a Program Outline^ that provided additional detail which was 

incorporated as part of Columbia's application. Section 14 of the current Program Outline 

entitled "SSO/SCO Supplier Credit Requirements" establishes two financial assurances which 

every bid winning supplier must supply. The first financial assurance is a credit requirement 

which is set by Columbia to assure reimbursement if the bid winning supplier defaults and the 

default causes Columbia to make any expenditure. The second financial assurance is the Cross 

Collateral. Section 14 of the Program Outlme for 2011 specifies that the Cross Collateral security 

can only be paid in the form of a cash deposit. The Ohio Gas Marketers Group members 

requested that in lieu of a cash deposit, a letter of credit or surety bond be used as the Cross 

Collateral. In both the 2010 and 2011 auctions Columbia refused to accept a letter of credit and 

insisted on a cash deposit. Columbia also refiised to put the cash deposits in a segregated account 

strictly for the benefit of the bid wirming suppliers. Columbia merely posts the Cash deposits in 

its general books, and as such the Cross Collateral fimds can be attached by Colunibia's creditors. 

Both Dominion East Ohio and Vectren Energy Delivery of Ohio have cross collateral provisions 

similar to what is used in Columbia. Both Dominion and Vectren use financial instruments 

rather than cash deposits. 

In tiie Revised Program Outline filed on April 15, 2011, Section 15 lentitied "SCO 

Supplier Security Requirements" replaces Section 14 of the 2011 Program Outline. Once again 

bid winning suppliers have two sets of financial assurances. Section 15, Subsections 1-3, 

establish a financial assurance by the bid winning supplier to Columbia in the event that a default 

2 

The service runs from April I to March 31st to match the storage cycle. Thus, the current 2011 service year will 
run from April 1, 2011 through March 31, 2012. 
^ Filed on November 12, 2009. 



creates a cost to Columbia. The second financial assurance requirement is the Gross Collateral 

security designed to provide financial security to the bid winning suppliers. 

The need for the Cross Collateral for the non-defaulting bid winning suppliers stems from 

Section 15, Subsection 5, of the Revised Program Outline. To assure an uninterrupted flow of 

natural gas after a supplier default each non defaulting bid wirming supplier is responsible for a 

pro rata of the short fall. The only limit would occur if the multiple defaults pushed the backup 

requirement above 150% of its bid winning supplier's contract quantity. In other words, if a 

default occurs, the non-defaulting bid wiiming Suppliers not only must step in and physically 

cover for the shortfall, but they will only be paid the regular bid price for the extra supplies. In a 

situation where some flowing gas supplies may be constricted for any reason, or market 

conditions dictate , the price of gas could rise dramatically. 

To protect the non-defaulting suppliers financially. Section 15, Subsectioiji 5 requires all 

bid winning Suppliers to post an additional financial security for the benefit of the other bid 

winning suppliers to cover the risk of the 50% back up. The Program Outline is clear that this 

Cross Collateral among the Suppliers is not only posted just by the Suppliers, it isi strictly for the 

Suppliers - not Columbia. Subsection 5 states in part: 

This financial security shall be held and administered by Columbia 
exclusively for the benefit of the other SCO Suppliers who are 
called upon to cover for the SCO Supplier in case of their default, 
(emphasis added) 

The amount of this Supplier Cross Collateral in favor of the other Suppliers has been set 

in Subsection 5 and tariff provisions Section VIII Sheet 6, page 2 of 2, at fifty cpnts ($.50) per 

Mcf Subsection 5 and the tariff require the Cross Collateral to be a "cash deposit]'. The amount 

of money required for the Cross Collateral is significant. For the 2011 auction, given the 

projected volume of Mcf projected as required to cover the SSO load, each Supplier had to 



deposit over $2.50 million dollars per tranche. Since 16 tranches were awarded, Columbia 

collected from the Suppliers for service year 2011 more than forty million dollars ($40 million). 

For the 2012 auction the OGMG expects Cross Collateral to be roughly equal the amount 

collected in service year 2011. 

Columbia's administration of the Cross Collateral financial assurance for the bid winning 

suppliers during the standard service offer auction has not been in the best interests of the 

customers and this error should be remedied for Columbia's SCO auctions. First, Columbia did 

not establish the Supplier Pool in a separate account in a bank or insured financial institution 

with the Cross Collateral monies pledged exclusively for the benefit of the Sujppliers. Thus, 

Columbia exposed the Supplier to the potential loss of the Cross Collateral cash deposits should 

Columbia's creditors make claims or file liens upon Columbia's general assets.'' Second, by 

failing to bank or invest the cash deposit, Columbia usurped the time value of the Cross 

Collateral. Third, the use of a cash deposit is more expensive than a letter of Credit or surety 

bond from a bank or financial institution, thereby potentially raising the cost of p^icipation and 

thus the cost to the retail customers. 

As the recent events at Fairport Harbor and the Design A Riser issues of 2008 demonstrate, there is a serious 
potential for natural gas utilities to have large, unforeseen claims arising out of accidents and fires due to the 
combustible nature of natural gas. 



HI. CONCLUSION 

The Ohio Gas Marketers Group recommends that Subsection 5 of Section 15 be revised 

to permit the use of letters of credit or surety bonds in lieu of cash deposits. The letter of credit 

and surety bonds would clearly identify the other bid winning suppliers as the beneficiary with 

Columbia acting as custodian. 

Respectfiilly Submitted, 

M. Howard Petricoff 
Stephen M. Howard 
VORYS, SATER, SEYMOUR AND PEASE LLP 
52 East Gay Street 
P. O. Box 1008 
Columbus, Ohio 43216-1008 
Tel. (614) 464-5414 
Fax (614) 719-4904 
mhpetricoff(a>vorvs.com 
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The undersigned hereby certifies that a true and accurate copy of the foregoing document 

was served by regular U.S. mail, postage prepaid, or by email, where applicable,; this 9 day of 

May, 2011, on the following: 

M. Howard Petricoff 

Stephen B. Steeple 
Brooke E. Leslie 
Columbia Gas of Ohio, Inc. 
200 Civic Center Drive 
P.O. Box 117 
Columbus, OH 43216-0117 
sseiple@nisource.com 
bleslie(g),nisource.com 

David C. Rinebolt 
Colleen L. Mooney 
Ohio Partners for Affordable Energy 
231 West Lima Street 
P. O. Box 1793 
Findlay, OH 45839-1793 
drinebolt(g),aol.com 

Steven M. Sherman 
Krieg DeVauh LLP 
One Indiana Square, Suite 2800 
Indianapolis, IN 46204 
ssherman@kdlegal.com 

Larry Gearhardt 
Ohio Farm Bureau Federation 
280 North High Street 
P.O.Box 182383 
Columbus, OH 43218-2383 
lgearhardt(fl),ofl?forg 

John Dosker 
Stand Energy Corporation 
1077 Celestial Street, Suite 110 
Cincinnati, OH 45202-1113 
idosker@stand-energv.com 

Barth E. Royer 
Bell & Royer Co., LPA 
33 South Grant Ave. 
Columbus, OH 43215-3927 
BarthRover@aol.com 

Glenn Krassen 
Bricker & Eckler LLP 
1375 East Ninth Street, Suite 1500 
Cleveland, OH 44114-1718 
gkrassen@bricker.com 

David Boehm 
Boehm, Kurtz and Lowry 
36 East 7* Street, Suite 1510 
Cincinnati, OH 45202-4454 
dboehm@bkllawfirm.com 
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Samuel C. Randazzo 
McNees, Wallace & Nurik 
21 East State Street, 17* Floor 
Columbus, OH 43215-4228 
sam@mwncmh.com 

Lawrence Sauer 
Office of the Ohio Consumers' Counsel 
10 West Broad Street, Suite 1800 
Columbus, OH 43215-3485 
sauer@occ.state.oh.us 

Stephen A. Ariyan 
Sempra Energy Trading LLC 
58 Commerce Road 
Stamford, CT 06902 
Stephan.arivan@rbssempra.com 

W. Jonathan Airey 
Vorys, Sater, Seymour and Pease LLP 
52 E. Gay Sti-eet/P.O. Box 1008 
Columbus, OH 43216-1008 
wiairev@vorvs.com 

Michael D. Dortch 
Kravitz Brown & Dortch LLC 
65 E. State St., Suite 200 
Columbus, OH 43215-4277 
mdortch@kravitzllc.com 

Lisa M. Simpkins 
Christopher D. Young 
Constellation Energy Resources 
111 Market Place, Suite 500 
Baltimore, MD 21202 
Lisa, simpkins@constellation.com 
Christopher, voung@constellation.copi 

Lance M. Keiffer 
700 Adams St., Suite 250 
Toledo, OH 43064-5859 
lkeiffer@co.lucas.oh.us 

Paul Goldberg 
5330 Seaman Rd. 
Oregon, OH 43616 
pgoldberg@ci.oregon.oh.us 

Sheila H. McAdams 
Marsh & McAdams 
204 W. Wayne St. 
Maumee, OH 43537 
sheilahmca@aol. com 

Carrie E. Carbone 
Bacewell & Guiliani LLP 
1445 Ross Avenue, Suite 3800 
Dallas, TX 75202-2711 
Carrie.carbone@bgllp.com 

Thomas R. Hays 
3315 Centennial Road, Suite A-2 
Sylvania, OH 43560 
havslaw@buckeve-express.com 

Paul Skaff 
Leatherman, Wintzler, Dombey & Hart 
353 Elm Street 
Perrysburg, OH 43551 
paulskaff@iustice.com 
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James E. Moan 
4930 Holland-Sylvania Road 
Sylvania, OH 43560 
iimmoan@hotmail.com 

Brian J. Ballenger 
Ballenger & Moore 
3401 Woodville Road, Suite C 
Toledo, OH 43619 
ballengerlawbi b@sbc global .net 

Leslie A. Kovacik 
City of Toledo 
Dept. of Law 
420 Madison Ave., Suite 100 
Toledo, OH 43604-1219 
Leslie.kovacik@toledo.oh.gov 

Shaun Forkin 
Mike Griffiths 
ProLiance Energy, LLC 
2 Prestige Place, Suite 150 
Miamisburg, OH 45342 
sforkin@proliance.com 

Gary A. Jeffries 
Dominion Retail, Inc. 
501 Martindale Street, Suite 400 
Pittsburgh, PA 15212-5844 
Gary, i effries@dom.com 

Stephen A. Reilly 
Assistant Attorney General 
180 E. Broad St., 6* Floor 
Columbus, OH 43215 
Stephen.reillv@puc.state.oh.us 

David M. Perlman 
Bracewell & Guiliani LLP 
2000 K St., NW, Suite 500 
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David.perlman@bgllp.com 
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Mark S. Yurick 
Chester, Willcox & Saxbe 
65 E. State St., Suite 1000 
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mvurick@cwslaw.com 

Chris Hendrix 
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Energy Regulations & Legislation 
Wal-Mart Stores, Inc. 
2001 Southeast 10* Sti-eet 
Bentonville, Arkansas 72716-0550 
Chris.hendrix@wal-mart.com 

Dane Stinson 
Bailey & Cavalieri LLC 
l o w . Broad St., Suite 2100 
Columbus, OH 43215 
Dane.stinson@bailevcavalieri.com 
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