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I.
INTRODUCTION

Q1.
PLEASE STATE YOUR NAME, ADDRESS AND POSITION.

A1.
My name is Bruce M. Hayes.  My business address is 10 West Broad Street, Suite 1800, Columbus, Ohio 43215-3485.  I am employed by the Office of the Ohio Consumers’ Counsel (“OCC” or “Consumers’ Counsel”) as a Principal Regulatory Analyst.

Q2.
WOULD YOU PLEASE BRIEFLY SUMMARIZE YOUR EDUCATIONAL AND PROFESSIONAL EXPERIENCE?
A2.
I graduated from the University of Kentucky in 1973 with a Bachelor of Science in Mechanical Engineering.  I joined Aetna Life and Casualty in 1973 and held various positions related to Loss Control and Safety Engineering.  In 1979, I joined Columbia Gas of Kentucky (“CKY”) as an Industrial Sales Engineer.  I transferred to Columbia Gas of Ohio (“COH”) in 1986 and held a variety of positions in economic development, marketing and sales.  During my time at the Columbia companies, I was actively involved in the development and implementation of the industrial and commercial gas transportation programs.  In the early 1980’s, I was involved in expanding CKY’s transportation program from a single self-help customer to over fifty industrial and large commercial customers by initially establishing special contract interstate transportation programs like the Fuel Oil Displacement and Special Marketing Programs.

I was also involved in a customer issue regarding intrastate transportation and valuation of gas.  We modified our methodology so that valuation of gas occurred on British Thermal units (“Btu”) value rather than volume.  This led to changes in transportation policies and billing in all the states in the Columbia Gas Distribution System.


In the 1990’s I managed the COH rate flexing or rate discounting program for industrial customers, arranged for long term capacity release to large customers and arranged discounts on Columbia Gas Transmission interstate pipelines.  I had input to the transportation and gas supply departments on issues such as transportation contracts, curtailment, enhanced banking arrangements and electronic measurement for large volume customers.

In 2002, I joined OCC as a Senior Regulatory Analyst and was promoted to Principal Regulatory Analyst in 2010.  I represent OCC on the gas committee of The National Association of State Utility Consumer Advocates and have served as an Executive Committee member with the North American Energy Standards Board.  I have participated in various Ohio Gas Cost Recovery (“GCR”) case work and Management/Performance (“M/P”) Audits beginning with my Senior Staff Engineer position with Columbia Gas of Ohio and as an analyst for the OCC.  I have taken part in a number of rate cases and accelerated infrastructure replacement and recovery cases associated with the four largest investor owned gas companies in Ohio.  I have also participated in number of external working groups related to gas transportation programs and working groups related to gas distribution companies moving toward exiting the merchant function. 

Q3.
WHAT ARE YOUR RESPONSIBILITIES AS A PRINCIPAL REGULATORY ANALYST?

A3.
My duties include research, investigation and analysis of gas filings at the state and federal levels, participation in special projects and assistance in policy development and implementation.  I am also the assigned leader of the gas team since June 1, 2008, and coordinate the activities of the members of the agency’s gas team.
Q4.
HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY OR TESTIFIED BEFORE THIS COMMISSION?

A4.
Yes.  I have testified in the following cases before the Public Utilities Commission of Ohio (“PUCO” or “Commission”):

1.
Dominion East Ohio Gas Company, Case No. 05-219-GA-GCR; 
2.
Columbia Gas of Ohio, Inc., Case Nos. 04-221-GA-GCR and 05-221-GA-GCR;  
3.
Columbia Gas of Ohio, Inc., Case Nos. 07-478-GA-UNC and 07-237-GA-UNC;
4.
Columbia Gas of Ohio, Inc., Case No. 08-1344-GA-EXM; 
5.
Dominion East Ohio Gas Company, Case No. 12-1842-GA-EXM; and
6.
I also filed written testimony in Duke Energy Ohio, Inc., Case Nos. 07-589-GA-AIR, 07-590-GA-ALT and 07-591-GA-AAM; and
7.
Dominion East Ohio Gas Company, Case No. 11-2401-GA-ALT and 08-169-GA-ALT, but did not testify at those two hearings.
Q5.
HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE ANY OTHER STATE REGULATORY COMMISSION?

A5.
Yes.  I submitted testimony on behalf of Columbia Gas of Kentucky (“CKY”), before the Kentucky Public Service Commission in CKY’s Rate Case No. 8281.
  The testimony was related to a long-term decrease in the forecasted throughput for CKY.  

Q6.
WHAT DOCUMENTS HAVE YOU REVIEWED IN THE PREPARATION OF YOUR TESTIMONY?

A6.
I have reviewed the Joint Motion to Modify Orders Granting Exemption and Motion for Bifurcation of the Capacity and Balancing Issues on an Expedited Basis and the Memorandum in Support.  This Joint Motion was filed on October 4, 2012, by Columbia Gas of Ohio, Inc.  (“Columbia” or “the Company”), the PUCO Staff (“Staff”), Ohio Gas Marketers Group (“OGMG”), Retail Energy Supply Association (“RESA”) and Dominion Retail, Inc. (collectively the “Joint Movants”).  They filed to modify the December 2, 2009 Opinion and Order and the September 7, 2011 Opinion and Order both in Case No. 08-1344-GA-EXM.  The Joint Movants filed a Stipulation with their Joint Motion, on October 4, 2012.  I also reviewed the Amended Stipulation and Recommendation (“Amended Stipulation” or “Settlement”) that the Joint Movants and the OCC signed on November 27, 2012, the testimony that Columbia, the OGMG and the Retail Energy Supplier Association filed, as well as, other documents filed in Case No. 12-2637-GA-EXM.  The Joint Movants filed the Amended Stipulation with their Amended Motion, on November 27, 2012.  I have also reviewed related documents and Opinion and Orders from other proceedings, including the Company’s previous exemption case, Case No. 08-1344-GA-EXM.  

II.
PURPOSE OF TESTIMONY

Q7. 
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

A7. 
The purpose of my testimony is to support the Amended Stipulation that Columbia, the PUCO Staff, OCC, OGMG, RESA and Dominion Retail signed.  The Amended Stipulation meets the PUCO’s three-part test for adopting partial settlements.
Q8.
PLEASE PROVIDE AN OVERVIEW OF THE AMENDED STIPULATION.

A8.
The Amended Stipulation addresses a number of important issues for Ohio natural gas customers and the natural gas suppliers that provide them service.  The Amended Stipulation addresses whether or not Columbia will exit the merchant function for non-residential customers.
  The issue in an exit from the merchant function or “Exit” proceeding involves whether the PUCO will require a natural gas utility to continue to provide customers with their historic default option to purchase natural gas through the utility -- in this instance -- through the auction-based Standard Choice Offer (“SCO”).  Under the Amended Stipulation, there could be a non-residential exit from the merchant function if participation levels in the Choice program reach seventy percent for three consecutive months.  
The Amended Stipulation contains additional protections for consumers as to whether or not Columbia could exit its merchant function for their natural gas service.  For residential consumers, Columbia would not be permitted to file an Application to exit the merchant function before the following events occur:  the residential customer Choice participation level reaches seventy percent for three consecutive months; an exit of the merchant function for non-residential customers has occurred; and at least 22 months have elapsed since the time of the non-residential exit.    
Additionally, the Amended Stipulation requires that Columbia’s program of shadow-billing will continue.  Shadow-billing provides important information about whether consumers save money or lose money compared to the standard offer that is available when the utility is providing the merchant function for supplying natural gas. 
Other significant issues benefiting consumers in the Amended Stipulation include, but are not limited to: the off-system sales and capacity release revenue sharing mechanism provides additional benefits for customers which will reduce the rate customers pay;  consumers are protected by avoiding the potential for Choice customers to be charged twice for the balancing service fee which could save a typical customer approximately $27.00 per year; and the reduction in the security deposit charged to Standard Choice Customers could save a typical customer $3.40 per year. 
Q9.   
PLEASE SUMMARIZE YOUR RECOMMENDATIONS?
A9.
I recommend that the PUCO adopt the Amended Stipulation.  (All my testimony and recommendations are subject to the first footnote in the Amended Stipulation that explains the parts where OCC didn’t join the Amended Stipulation.)  The Amended Stipulation meets the standards of the PUCO’s three-part test, as I will explain below.  
Also, the Amended Stipulation emphasizes the importance of making decisions based on information, when the public is affected.  If there is a non-residential exit from the merchant function someday, there is a requirement in the Amended Stipulation to obtain data from the results of that experience.  That data will be considered, among other things, in the event that the preconditions are met for an Application to exit the merchant function for residential service and the utility, Columbia, decides to apply for the exit.  Such information should be properly collected and analyzed.
III.
SUPPORT FOR THE AMENDED STIPULATION AND RECOMMENDATIONS.
Q10.
WHY IS THE NOVEMBER 27TH STIPULATION CALLED AN AMENDED STIPULATION?  

A10.
On October 4, 2012, a Joint Stipulation and Recommendation (“October 4 Stipulation”) was filed with the PUCO.  Signatory Parties to the October 4 Stipulation included Columbia, PUCO Staff, OGMG, RESA and Dominion Retail, but not OCC.  The Amended Stipulation, that OCC and the Joint Movants signed, supersedes the October 4th Stipulation.
Q11.
WHY DO YOU RECOMMEND THE PUCO APPROVE THE AMENDED STIPULATION IN THIS CASE?

A11.
The Commission relies upon a three-prong standard when evaluating whether to approve a Stipulation.  The Amended Stipulation, unlike the October 4th Stipulation, meets this standard. 
Q12.
WHAT ARE THE COMPONENTS OF THE PUCO’s THREE-PRONG STANDARD?
A12.
The components are
1.
Is the settlement a product of serious bargaining among capable, knowledgeable parties?

2.
Does the settlement, as a package, benefit customers and the public interest?

3.
Does the settlement package violate any important regulatory principle or practice?  
Q13.
IN YOUR OPINION DOES THE AMENDED STIPULATION IN THIS CASE ADHERE TO THE THREE COMPONENTS THAT THE COMMISSION ROUTINELY CONSIDERS WHEN DECIDING WHETHER TO ADOPT A STIPULATION?
A13.
Yes.
Q14.
IN YOUR OPINION IS THE AMENDED STIPULATION A PRODUCT OF SERIOUS BARGAINING AMONG CAPABLE, KNOWLEDGEABLE PARTIES?
A14.
Yes. The Amended Stipulation is a product of serious bargaining. Attached to my testimony is a comparison document that shows how the Amended Stipulation is improved from the October 4th Stipulation. (BMH-Attachment 1.)  The changes are numerous.  And there are a number of significant changes for consumers, in addition to the changes I have described above and some I will describe later in this testimony.  These changes are a result of serious bargaining.  In this regard, the addition of OCC as a stipulating party provides much more diversity in the Amended Stipulation than the October 4 Stipulation.  OCC adds the diversity of the state-wide advocate for Ohio residential consumers.



In this regard, OCC appreciates the PUCO Staff and other Signatory Parties for their efforts at compromise that resulted in this Amended Stipulation. 

Regarding the other element of the first prong, each of the signatory parties has a history of active participation in PUCO proceedings and is knowledgeable and capable on utility issues. 
Q15.
IN YOUR OPINION, DOES THE AMENDED STIPULATION, AS A PACKAGE, BENEFIT CUSTOMERS AND THE PUBLIC INTEREST?
A15.
Yes.  As explained in my testimony the Amended Stipulation benefits customers and is in the public interest in important ways.  .If Columbia decides to file for a residential Exit (if the preconditions are met), the Amended Stipulation would require a full evidentiary hearing. for consideration of any potential future residential exit.  The Amended Stipulation also provides OCC and others with the opportunity to challenge Columbia’s Application to Exit for residential customers, if Columbia were to file such an Application.
  
The Amended Stipulation also requires Columbia to provide to OCC, and others, the monthly shadow-billing information.  The shadow-billing information is an important tool in the analysis of bill impacts of an exit from the merchant function on non-residential customers if an Exit for those customers were to occur. 
Q16.
WHAT ARE SOME OF THE IMPORTANT MODIFICATIONS MADE TO THE OCTOBER 4 STIPULATION THAT ARE INCLUDED IN THE AMENDED STIPULATION THAT BENEFIT RESIDENTIAL CUSTOMERS AND ARE IN THE PUBLIC INTEREST?
A16.
First, the Stipulation proposes a change to the manner that balancing services are charged to customers.
  Instead of Columbia billing the Marketers for the balancing service charge, the Company will now bill the customers directly.  The Amended Stipulation provides a modification intended to protect consumers from potentially being billed twice for balancing service, once from Marketers as part of an existing bi-lateral Choice contract or through a governmental aggregation contract charged by the Marketer, and then again, by Columbia under the new billing arrangement.  In the event that a typical customer was in fact billed for the balancing service twice, the duplicate charge could cost a typical customer approximately $27.00 per year.


Another modification provided by the Amended Stipulation is made to the provision that requires Standard Choice Offer Marketers to post an additional cash security deposit based upon the tranches won through the SCO auction. 
  OCC has not signed the Amended Stipulation with regard to this provision (see Amended Stipulation footnote 1), and disagrees with the rationale supporting the fee; however, OCC has agreed not to litigate the issue based upon the totality of the settlement package that includes this fee being reduced from $0.10 to $0.06 per Mcf.
  The reduction in the deposit amount can save the average SCO customer approximately $3.40 per year,
 and could save all SCO customers $3.2 million dollars per year in retail price adder costs.


The Amended Stipulation also modifies the Off-System Sales and Capacity Release Revenues sharing mechanism from the October 4th Stipulation.  Columbia’s retained revenue is now capped annually at $14 million with the cumulative 5-year cap being reduced from $60 million to $55 million, to the benefit of customers.
  The modification also provides customers with an additional $2.5 million in revenues over 5 years that otherwise Columbia would have retained.

Q17.
DOES THE AMENDED STIPULATION ALSO IMPROVE LANGUAGE PERTAINING TO EXIT THE MERCHANT FUNCTION PROVISIONS?

A17.
Yes. The October 4 Stipulation included a provision that stated: “[t]he Parties agree that Columbia will exit the merchant function if participation in Columbia’s Choice program meets specified thresholds.”
  That sentence was removed in the Amended Stipulation.  In that regard, the Amended Stipulation is more protective of customers where it specifically states (now without any agreement that there will be an Exit): “[d]uring the five-year term of this Amended Stipulation, Columbia will not exit the merchant function for Non-Residential Customers, and will not file an Application to exit the merchant function for Residential Customers, unless and until participation in Columbia’s CHOICE program meets the specified thresholds in this Amended Stipulation and other conditions in this Amended Stipulation are met.”
  The Amended Stipulation also provides that “only” Columbia may file an Application for an Exit.
  

Furthermore, there must be at least two winter heating seasons of data compiled after a non-residential Exit prior to seeking a residential Exit.
  Also, if all preconditions are met, and Columbia decides to propose an exit of the merchant function for residential customers, then Columbia would have to file an Application to the Commission to seek an exit from its merchant function.
  There would have to be six local public hearings,
 an evidentiary hearing,
 and the PUCO would have to decide to approve the Application.
  Finally, OCC has reserved the right for it and others to challenge any Application filed by Columbia with the Commission seeking approval for an exit from the merchant function for residential customers.
  
In addition, Columbia commits to continue providing monthly Choice program status reports, and to provide parties the opportunity to challenge the Choice participation levels reported by Columbia. 

Finally, the Stipulation requires Columbia to continue its shadow-bill program after a non-residential Exit.  This is an important tool for studying the impacts of an Exit on the non-residential customers and that information might be helpful in assessing whether an Exit is positive or negative for customers in general.
Q18.
DOES THE AMENDED STIPULATION CLARIFY WHEN THE MONTHLY VARIABLE RATE PROGRAM MAY BE IMPLEMENTED?

A18. 
Yes, the Amended Stipulation improves the language pertaining to the MVR.  The MVR program cannot begin until after an exit from the merchant function for a particular class has occurred.
  This is positive for customers because under the Amended Stipulation, customers of a particular class will not be assigned to a Choice supplier through the Monthly Variable Rate until such time as there has been an Exit for that particular customer class.
Q19.
IN YOUR OPINION, DOES THE AMENDED STIPULATION PACKAGE VIOLATE ANY IMPORTANT REGULATORY PRINCIPLE OR PRACTICE?  
A19.
No it does not.  Counsel informs me that a key provision in state policy is reasonably priced natural gas service for consumers, under Ohio Revised Code 4929.02(A)(1).  Having an auction-based standard choice offer can serve that regulatory principle.  And the Amended Stipulation helps in that regard by establishing a very deliberate process, with safeguards for consumers, for any consideration of eliminating the standard offer (through an Exit).  The standard offer has been very successful for saving money for Ohio consumers.  
In addition, Counsel advises me that another key component of state policy is the promotion of diversity of natural gas supplies and suppliers, by giving consumers effective choices over the selection of those supplies and suppliers under Ohio Revised Code 4929.02(A)(3). The Standard Choice Offer has provided diversity of natural gas supplies and the Amended Stipulation serves this regulatory principle by protecting this standard offer for a period of time, and establishing due process for future consideration.     
Q20.
DOES THE AMENDED STIPULATION REQUIRE THE CONTINUATION OF THE PRACTICE OF COLUMBIA’S SHADOW-BILLING PROGRAM?
A20.
Yes.  The Stipulation requires that Columbia shall continue the shadow-billing program for both Choice non-residential and residential customers.  Shadow-billing is a good regulatory check that can provide information to protect consumers as explained below.  I additionally note, with regard to the second prong of the settlement test, that shadow billing does benefit customers and the public interest because of the information it provides.
Q21.
PLEASE DESCRIBE THE COLUMBIA SHADOW-BILLING PROGRAM AND THE INFORMATION THE PROGRAM PROVIDES?

A21. 
The Company provided the following description of its Shadow Billing Program in its response to OCC Interrogatory No. 135: “Columbia’s Choice Program Shadow Bill compares the Choice customer’s monthly billed gas costs based on the dollar value provided by the Supplier to what the customer’s billed gas costs would have been based on the applicable Columbia rate (GCR, SSO or SCO) for the applicable billing cycle, including applicable taxes and riders.”
  The computer program is run for all Choice customers once a month.  The savings or losses for customers are aggregated for that month.  A cumulative total has been maintained since the beginning of the Columbia Choice program in April of 1997.  

Q22.
DOES THE AMENDED STIPULATION REQUIRE ANY STUDIES IN THE EVENT OF A NON-RESIDENTIAL EXIT?
A22.
Yes.  

Q23.  DOES THE AMENDED STIPULATION PROVIDE GUIDANCE ON WHAT SHOULD BE STUDIED?
A23.
No.  The Amended Stipulation states:
Following the exit for Non-Residential Customers, Columbia will gather information from those customers and the SCO Suppliers regarding the impacts on customers from that exit, for use in evaluating any subsequent Application by Columbia to exit the merchant function with regard to CHOICE-Eligible Residential Customers. Columbia will then share that information with its stakeholders. The Parties recommend that the Commission instruct its Staff to meet with Columbia and its stakeholders, following Commission approval of this Amended Stipulation, to discuss and determine the parameters of this study of the Non-Residential exit from the merchant function.

The Amended Stipulation provides for a study following a residential exit, and the parameters of the study will be considered in the Stakeholder process.
IV.
CONCLUSION 

Q25.
WHAT IS YOUR RECOMMENDATION?

A25.
 The Commission should approve the Amended Stipulation for the reasons explained in my testimony.  
Q26.
DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

A26.
Yes.  However, I reserve the right to incorporate new information that may subsequently become available.
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� In the Matter of An Adjustment of Rates of Columbia Gas of Kentucky, Inc., Case No. 8281, Order (December 30, 1981).


� The Amended Stipulation contains a process for whether or not Columbia will exit the merchant function for non-residential customers, OCC is not a Signatory Party for purposes of any provision in the Amended Stipulation regarding a non-residential exit..


� Amended Stipulation at ¶32 (November 27, 2012).


� Amended Stipulation at ¶10. (November 27, 2012).


� 85 Mcf per year x $0.32 = $27.20.


� Amended Stipulation at ¶9 (November 27, 2012).


� Amended Stipulation at ¶9 (November 27, 2012).


� Based on average usage of 85 Mcf per year x $0.04 per mcf = $3.40.


�For each $0.01 of SCO Security Deposit charged to suppliers, it has been estimated to cost such Suppliers approximately $800,000; therefore, the $0.04 reduction in the SCO Security Deposit will save SCO Suppliers approximately $3.2 million. 


� Amended Stipulation at ¶18 (November 27, 2012).


� Amended Stipulation at ¶18 (November 27, 2012). (First One Million Dollars of OSS/CR Revenue is split $500,000 to Customers/$500,000 to Columbia, therefore $500,000 x 5 years = $2.5 Million).


� October 4 Stipulation at 5.


� Amended Stipulation at ¶19 (November 27, 2012).


� Amended Stipulation at ¶31 (November 27, 2012).


� Amended Stipulation at ¶31 (November 27, 2012).


� Amended Stipulation at ¶31 (November 27, 2012).


� Amended Stipulation at ¶32 (November 27, 2012).


� Amended Stipulation at ¶32 (November 27, 2012).


� Amended Stipulation at ¶32 (November 27, 2012).


� Amended Stipulation at ¶31 (November 27, 2012).


� Amended Stipulation at ¶37 (November 27, 2012).


� Response to OCC Interrogatory No. 135 Respondent: T.C. Heckathorn.


� Amended Stipulation at ¶37 (November 27, 2012).
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