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WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS
ADDRESS?
My name is Michael J. Gruber. My business address is P. O. Box 3265,

Harrisburg, Pennsylvania 17105-3265.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

[ am employed by the Pennsylvania Public Utility Commission in the Technical

Division of the Office of Trial Staff as a Fixed Utility Valuation Engineer.

PLEASE DESCRIBE THE ROLE OF OTS IN RATE PROCEEDINGS.
OTS was established by the legislature and is responsible for protecting the public
interest in rate proceedings. The OTS analysis in this proceeding is based on-its
responsibility to represent the public interest. This responsibility requires the

balancing of the interests of ratepayers and the Company.

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL

BACKGROUND?
Attached to my testimony as Appendix A is a statement which describes my

educational background and my employment experience.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?
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The purpose of my testimony is to present the OTS position on three issues in this
proceeding. The first issue COHCGI.'DS the Company’s Performance Based Rate
initiatives. Second, I address the Company’s practice of discounting various tariff
charges to customers who claim a competitive alternative and charging the 1307(f)
customers for the revenues lost due to the discount. Third, the Office of Trial

Staff is opposed to the Company’s desire for pre-approval of its hedging plan.

PERFORMANCE BASED RATES

WHAT ARE PERFORMANCE BASED RATES (PBR) PLANS?
A performance based rate plan refers to any device by which the Company retains
revenue it would not be entitled to as a way of giving the Company an incentive to

enhance its performance to the benefit of PGC customers by further reducing the

PGC rate.

HAS THE COMPANY HAD PBR PLANS IN THE PAST?
Yes. The Company has had two separate and distinct plans in the past. The first
PBR dealt with Other Capacity Revenue and the second dealt with the recovery of

no notice service costs.

WHAT IS THE HISTORY OF THE COMPANY’S PBR INCENTIVE PLAN

FOR OTHER CAPACITY REVENUE?
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In the Company’s 2001 Section 1307(f) proceeding, Docket No. R-00027135, the
Commission approved a plan for the Company to provide a guaranteed credit and
performance based incentive which would reward the Company for its efforts in the
management of its capacity release and off-system sales. Under this plan, the
Company guaranteed a $1.2 million annual credit to offset PGC costs for the period of
October 31, 2001 through September 30, 2003. Subsequently, in the Company’s 2002
Se;:tion 1307(f) proceeding, Docket No. R-00027135, the Commission approved a
one year extension of the plan to September 30, 2004. Under the extension, the
guaranteed credit was reduced to $1.0 million, with the provision for an additional
credit for the first $200,000 of any capacity release and/or off-system sale over the
$1.0 million level. The Company is permitted to retain any revenue generated over
and above the $1.2 million dollar ‘level. In the Company’s 2003 PGC proceeding,
Docket No. R-00038166, the parties agreed to extend the PBR Design No. 1 through
September 30, 2005. The sharing of the net revenue during the extension year
(beginning October 1, 2004) was $1.5 million to the ratepayer with the Company
keeping any net revenue over $1.5 million. In the Company’s 2004 PGC proceeding,
Docket No. R-00049154, the annual cred;t was ra-ised to $1.75 million for the PGC
period October 1, 2004 through September 30, 2005.

However, in the Company’s 2005 PGC proceeding, Docket No. R-
00050272, the guaranteed credit mechanism was abandoned because the
Commission determined that it disproportionately benefited Equitable’s

shareholders at the expense of PGC customers. The Commission determined that
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a properly designed PBR provides a 75% credit to the PGC customers of the
revenue from off-system sales and capacity release with the Company retaining

the remaining 25% on a pre-tax basis.

WHAT IS CAPACITY RELEASE?

Capacity release is a mechanism through which a holder of firm transportation
capacity on upstream pipelines can allocate, release or assign, on a permanent or
temporary basis, all or part of such capacity to others. Normally, this is

accomplished through pre-arranged transportation or through the pipeline’s

electronic bulletin board. The original holder of the firm transportation capacity

may recover up to the maximum tariffed rate through a bidding of the capacity.

WHAT ARE OFF-SYSTEM SALES?

An off-system sale is the sale of natural gas to a customer who is not located
within the Natural Gas Distribution Company’s (“NGDC”) service territory. The
off-system sale is usually made by using off-peak dow;lstrc;aam interstate pipeline -

capacity that 1s reserved for the firm retail customers of the NGDC.

WHAT ARE THE THREE CATEGORIES OF OFF-SYSTEM SALES?
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The three categories of off-system sales are: (1) Market Area Sales; (2)
Production Area Sales; and (3) Specific Purchase Sales.

Market Area Sales are those sales that have a delivery point in the market
area relatively close to the company’s system. Gas is delivered using the
company’s capacity on its upstream pipelines. The Company uses upstream
capacity to make off-system sales.

Production Area Sales are those sales which have a delivery point in the
natural gas production area. If no capacity or only production area capacity is
used to market the sale then the sale is considered to be a Production Area Sale.

Specific Area Sales are those sales made after the first of the month, where
there was a specific gas purchase made for the sale. If, after the company’s first of
the month purcha§es are nominated and scheduled, the company has the
opportunity to purchase additional gas and couple it with available capacity to

make an off-system sale, the company will do so.

WHEN CAN AN OFF-SYSTEM SALE BE MADE?
Off-system sales can be made when the compa:ny does not need firm gas supplies

and capacity for sales to the PGC customers.

DOES THE COMPANY’S TESTIMONY PRESENT A PROPOSAL FOR A

PBR INCENTIVE CREDIT FOR OFF SYSTEM SALES AND CAPACITY

RELEASE?
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No. On page 36 of Equitable Statement No. 4, Mr. Rafferty states that the Company

is not making a recommendation on how the PBR would be structured and expressed

a desire to discuss the PBR structure in settlement negotiations.

IF THE COMMISSION DOES NOT ACT TO EXTEND THE SHARING OF
THE REVENUE FROM OFF SYSTEM SALES AND CAPACITY
RELEASE, WHAT WOULD HAPPEN?

My counsel advises me that the Company would no longer be permitted to retain any
of the savings from off-system sales or c—apacity release and the total revenue would

revert to the PGC customers.

WHAT DO YOU RECOMMEND FOR THE SHARING OF OFF SYSTEM

SALES AND CAPACITY RELEASE REVENUE?

I recommend that the Commission order the Company to continue the 75% (PGC

customers)/25% (Company) sharing mechanism.

WHY IS THE 75%/25% SHARING MECHAI\—HSM AN APPROPRIATE
DIVISION OF THE REVENUE FROM OTHER CAPACITY REVENUE?
The revenue from the transactions in other capacity revenue bellongs to the ratepayer.
The sharing of profits is merely a device to provide the Company an incentive to
make additional revenues for the ratepayer. The Commission has previously

determined that a 75%/25% split of the profits provides a sufficient incentive for the
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Company to make off-system sales and capacity release transactions. This incentive
benefits the Company and ratepayers because, as the Company seeks to maximize its
profits under the sharing mechanism, the PGC portion increases. The Commission’s
adoption of a 75%/25% sharing mechanism in the 2005 Equitable PGC proceeding

should continue in the 2006 proceeding.

FLEXING OF FUEL RETENTION/SHRINKAGE AND

TRANSPORTATION MIGRATION RIDERS

WHAT IS FLEXING?

Flexing is the waiving of all or part of any explicitly tariffed charge for

competitive reasons.

HAS THE COMMISSION RECENTLY CONSIDERED THIS ISSUE?
Yes. On pages 43-44 of the Commission Order in the 2005 Equitable PGC
proceeding, Docket No. R-00050272, the Commission stated:

“It is unreasonable to allow a gas utility to transfer
the costs of discounts in retainage and other gas
delivery requirements to captive PGC customers
where these costs were incurred in order to entice a
customer from a jurisdictional NGDC or as a reaction
to defend against another jurisdictional gas utility...
[I]n the next Section 1307 (f) investigations, any
discounts incurred in order to compete with a
jurisdictional natural gas utility will not be allowed to
be recovered from other customers, including any
PGC customers.”
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DO YOU HAVE ANY ADJUSTMENT IN THIS PROCEEDING FOR THE
EFFECT OF FLEXING?

No. The Commission’s 2005 Order determined that recovery of discounts/waivers
from PGC customers commencing with the 1307(f) rate effective October 1, 2006
will not be permitted unless the Company meets the exceptions outlined in the
Commission Order. Given that the Company is permitted to recover retainage and
migration rider discounts for the October 1, 2005 to September 30, 2006 historic
period, OTS does not have any adjustments at this time. However, to the extent
that the Company will seek recovery of the costs of these discounts from PGC
customers prospectively, OTS will oppose such cost recovery and make the

necessary adjustments to ensure that Equitable complies with the Commission’s

2005 Order.

AS ALTERNATIVE RELIEF TO THE COMPANY RECOVERIN G THE

COST DEFICIENCY OF FLEXING FROM PGC CUSTOMERS, WHAT

“HAS THE COMPANY REQUESTED?

If the Comrﬁission does not permit Equitable continue;i recovéry of the retainage
cost deficiency from PGC customers, on advice of counsel, Company witness
Quinn requésted that the Commission issue an order declaring that delivery
service agreements containing retainage discounts executed prior to the

Commission’s 2005 Order be declared against public policy, illegal and

unenforceable.
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DO YOU AGREE WITH THE COMPANY’S REQUESTED
ALTERNATIVE RELIEF?

No. Because the Company is permitted recovery of discounts during the historic
period, OTS maintains that the Company’s requested relief 1s not appropriate at
this time. Moreover, I have been instructed by counsel that the contractual relief
requested is inappropriate in Equitable’s PGC proceeding because its purpose is to
determine the proper recovery of purchased gas costs. The agreements between
the Company and its delivery service customers are not at issue in the present
proceeding because the Commission’s 2005 Order clearly prohibits utilities from
recovering discounted retainage costs solely from PGC customers to entice a
customer from a jurisdictional NGDC or as a reaction to defend against a
jurisdictional gas utility, but it did not prohibit the actual discounting or waiving of
those costs. Accordingly, Equitable’s requested alternative relief is improper at

this time and is raised in an improper forum.

HEDGING
HAS THE COMPANY PRESENTED A HEDGING PLAN?

Yes. Attachment B to Equitable Statement No. 4 is titled “Proposed 2006 Gas

Supply Hedging Program”.
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WOULD YOU EXPLAIN YOUR UNDERSTANDING OF THE

COMPANY'’S HEDGING PLAN ASIT IS SET FORTH IN ATTACHMENT

A TO EQUITABLE STATEMENT 4?

The Company’s hedging proposal has two parts. The first part deals with the
Company’s “Appalachian Supplies” and the second part is its Interstate pipeline

supplies.

The Appalachian supplies part of the plan would allow local producers to
lock-1n a price for a given quantity of gas for a given period of time. When this is
done the Company would sell identical NYMEX contracts for the identical
volumes and terms of gas. The intent is to establish a price that is representative
of current market conditions.

With respect to the interstate pipeline aspect of the plan, the Company is
attempting to fix the price of gas on an amount of gas between 25% and 50% in

the summer period and between 10% and 20% of the purchased gas for the winter

period.

HAS THE COMPANY PLACED ANY LIMITATIONS ON ITS HEDGING
PLAN?

Yes. The Company will only proceed with the plan if there is a consensus among
the Office of Consumer Advocate (QCA), the Office of Small Business Advocate
(OSBA) and the Office of Trial Staff (OTS) that the program is appropriate and is

conéistent with least cost purchasing obligations (Equitable Statement No. 4, p. 7).

10
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DO YOU AGREE WITH THE COMPANY’S HEDGING PLAN?

No.

WHY DO YOU DISAGREE WITH THE COMPANY’S HEDGING PLAN?
The Company is legally required to pursue a least cost prdcurement policy. To the
extent that the Cofnpany 1s seeking pre-approval that its proposed hedging
program satisfies its least cost procurement obligations under the Public Utility
Code, OTS cannot agree to the Company’s condition requiring a consensus that it
has satisfied its 1307(f) obligations. OTS will not waive its right to examine the
results of the plan and the reasons behind the actions taken in connection with the
hedging in the Company’s PGC proceedings. Therefore, to the extent that the plan
requires OTS to find that the Company’s future hedging satisfies its least cost

procurement obligation, it is my recommendation that OTS not sign off on

Equitable’s proposed hedging plan.

DO YOU HAVE ANYTHING ELSE TO ADD AT THIS TIME?
I have nothing further at this-time, but I am awaiting several interrogétory
responses concerning spot market purchases and off system sales. Therefore, I

reserve the right to file supplemental testimony when [ have finished my analysis.

11



MICHAEL J. GRUBER

Appendix A

Education and Professional Background

In May 1976, I received a B. S. in Civil Engineening from The Pennsylvania State
University. After graduation, I was hired by the Pennsylvania Public Utility Commission
and worked in the Valuation Section of the Bureau of Rates and Research in the area of
electric and telephone valuation and depreciation. When the Bureau was realigned into
Divisions, I specialized in telephone valuation and depreciation. Later, | was transferred to
the Engineering Section of the Electric Division to work on electric company valuation

and depreciation.

In October 1977, I participated in a special depreciation training program sponsored
by Western Michigan University in Kalamazoo, Michigan, entitled "Fundamentals of
Service Life Forecasting".

In the fall of 1977 and spring of 1979, I successfully completed accounting courses
at the Harrisburg University Center, which were sponsored by Elizabethtown College.

From 1977 through early 1987, I was a Fixed Utility Valuation Engineer
responsible for review and evaluation of claims for depreciation, original and trended
original cost valuations, construction work in progress, plant held for future use, materials
and supplies, and extraordinary property loss claim in many electric and telephone rate
proceedings before this Commission.

- In July 1978, I participated in a special depreciation training program sponsored by
Western Michigan University at Calvin College 1n Grand Rapids, Michigan, entitled
"Dynamics of Life Estimation”. ‘

- - I took part in the early stages of the "/979 Triennial Review of The Bell Telephone
Company of Pennsylvania Depreciation Review", which was submitted to this Commission
and the Federal Communications Commission (FCC) for review and comment prior to the
FCC’s prescribing of annual depreciation rates for the next three-year period.

Under the Commission’s reorganization in 1987, I was assigned to the Office of
Trial Staff, Engineering Section, and Analysis Division. In May of 1987, I was appointed
as Supervisor of the Engineering Section, Engineering and Rate Design Division of the
Office of Trial Staff, and was responsible for all rate-base, engineering and depreciation
1Ssues.



When the Office of Trial Staff reorganized in February of 1994, I was assigned the
position of Assistant to the Division Chief, (of the newly formed) Telecommunications/Water

Division of the QOffice of Trial Staff.

My duties, as Assistant to the Division Chief of the Telecommunications/Water
Division of the Office of Trial Staff, involved informal training of entry level engineers
and work on unusual issues which occur in the various rate proceedings before the
Commission in which the Office of Trial Staff becomes involved.

I currently work as a Fixed Utility Valuation Engineer III working on a variety of
utility filings.

Early in my time at the Public Utility Comﬁ‘nission, I was a Fixed Utility. Valuation
Engineer in the following major rate proceedings before the Pennsylvania Public Utility

Commission:

1) The Duquesne Light Company at Docket No. R.1.D 373

2) The Pennsylvania Electric Company at Docket No. R.I.D 392

3) The Metropolitan Edison Company at Docket No. R.1.D 434

4) The Bell Telephone Company of Pennsylvania at Docket
Nos. R.I.D 367 and R-79060719

5) The Bethel and Mt. Aetna Telephone and Telegraph Co. at Docket
No. R-77090452

6) The Mid-Penn Telephone Corporation at Docket No. R-77090462

7) The Commonwealth Telephone Company at Docket No.R-77090482

In addition, I have been a Fixed Utility Valuation Engineer in various other
informal rate investigations.

I have testified in the following cases:

General Telephone Company of Pennsylvania at R-7910062 _
- West Penn Power Company at R-80021082, F-842632, and R-850220
Pennsylvania Power & Light Company at R-8003114, R-822169,
R-842651, and R-00973954
Philadelphia Electric Company at R-80061225, and R-842590
Metropolitan Edison Company at R-80051196, R-811601, and R-842770
Pennsylvania Electric Company at R-80051197, R-811602, and R-842771

Pennsylvania Power Company at R-811510, R-832409, R-850267, and
R-870732

UGI Gas at R-821899, and R-870602

Duquesne Light Company at R-850021, R-860378, and R-870651



Shickshinny Water Company at R-870764

Marion Height Water Company at R-870774

National Fuel Gas Distribution Company at R-881125, R-891218,
R-00942991, and R-00963779

Arrowhead Public Service Corporation at R-891557

Duquesne Light Company at P-000485

General Public Utilities at P-910502, and G-900240

LP Water & Sewer at G-910255, A-230242, A-211770

Sunshine Hills Water Company at R-912023

West Penn Power at R-00922378

MPW Utilities Inc. at A-230026

Public Service Water Company at A-210025F002

UGI Utilities Inc., (Electric) at R-00932862, and R-00973975
Pennsylvania American Water Company at R-00932670

National Utilities Inc. at R-00932670

Newtown Artesian Water Company at R-00943157

IntraLATA Interconnection Investigation at I-00940034

MFS Intelenet of PA at A-310203

Alltel at P-981423

Equitable Gas Co., 1307(f), Docket Nos. R-00016132, and R-00005067
Pike County Power & Light, Docket No. R-00011872

UGI Utilities, Inc. — Gas Division, Docket No. R-00016376
Wellsboro Electric Company, Docket No. R-00016356

T. W. Phillips Gas and Oil Company, Docket No. R-0005807
Equitable Gas Co. Restructuring Filing, Docket No. R-00099784
P F.G. Gas, Inc. and North Penn Gas Companies, Docket No. R-0005277
T. W. Phillips Gas and Oil Company — Restructuring Filing, R-994790
T. W. Phillips Gas & Oil Company, R-00016898

The Peoples Natural Gas Company d/b/a Dominion Peoples, R-00027134;
The Peoples Natural Gas Company, P-00021952

Philadelphia Gas Works — Restructuring Filing, M-00021612
Dugquesne Light Company - POLR, P-00032071

Penn Estates Utilities-Water, R-00038429

Penn Estates Utilities-Sewer, R-00038498

National Fuel Gas Distribution, R-00049108

Equitable Gas Company, R-00049154

PPL Electric Utilities Corporation, R-00049255

Valley Energy, Inc., R-00049345

UGI Utilities, Inc., R-00049422

Township of Falls - Sewer, R-00049557

National Fuel Gas Distribution Corp., R-00049656

National Fuel Gas Distribution Corp., R-00050216

Equitable Gas Company, R-00050272




Some of the issues I have testified on include:

1)
2)
3)
4)
5)
6)
7)
8)
9)
10)
11)
C12)
13)
14)
15)
16)
17)
18)
19)

Depreciation and Service Life Analysis

Customer Contributions In Aid of Construction

Customer Advances for Construction

Construction Work in Progress

Material and Supplies

Post Test Year Plant Additions

Loan Financing and Repayment

Utility Plant Used and Useful in the Public Service

Cost of Gas

Take or Pay Obligations of Gas Utilities

Rules and Regulations for New Telecommunications Services
Contractual Obligations Between Utilities -
Rate Structure and Tariff Issue

Excess Utility Plant Investment

Cost of Service and

General Prudence Issues

1307(f) Gas Purchase Issues

Stranded Electric Costs

Chapter 30 Issues
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WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS

ADDRESS?

My name is Michael J. Gruber. My business address is P.O. Box 3265,

Harrisburg, Pennsylvania 17105-3265.

ARE YOU THE SAME MICHAEL GRUBER WHO SUBMITTED OTS
STATEMENT NO. 1?

Yes, [ am.

WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?
This testimony will respond to rebuttal testimony presented by Company
Witnesses Quinn (Equitable Statement No. 3-R) and Rafferty (Equitable Statement

No. 4-R).

WHAT SPECIFIC ISSUES WILL YOUR SURREBUTTAL ADDRESS?

I will address portions of Company Witness Quinn’s testimony dealing with off-
system sales and capacity release revenue and the discéunting of tanff charges,
and Company Witness Rafferty’s testimony dealing with negotiated discounted
pipeline capacity contracts, carrying charges on unused gas in storage, and

hedging.
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WHAT DID MR. QUINN SAY ABOUT THE OWNERSHIP OF OFF-
SYSTEM SALES AND CAPACITY RELEASE?
On page 2 of his rebuttal testimony Mr. Quinn states:
“...Equitable’s believes that if PBR Design No. 1 is not
extended the program terminates and the Company will retain
100% of the savings or revenue generated from transactions
historically covered by PBR Design No. 1.
DO YOU AGREE WITH MR. QUINN’S STATEMENT?

No.

WHY DON’T YOU AGREE WITH MR. QUINN’S STATEMENT?

If, as the Company believes, it was entitled to retain the entire amount of the capacity
release and off-system sales revenue (margin) barring action by the Commission, the
Company would be in violation of the law. The statue which controls the PGC
procedure does not allow the Company to make a profit on the sale of gas. It is only
by special permission of the Commission that the Company can retain any profit as
an incentive to work harder at capacity release and off-system sales. Further, all of
the expenses which make it possible for the Company to make capacity releases and
off-system sales are being paid for by ratepayers, not stockholders. As such, any
revenue from capacity release and off-system sales should reimburse the PGC
customers for the use of assets paid for by the PGC customers. Therefore, it is clear

that, barring any action by the Commission, 100% of the revenue from capacity

release and off-system sales would belong to PGC ratepayers.
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HAS MR. QUINN RESPONDED TO OTS TESTIMONY CONCERNING
DISCOUNTED TARIFF CHARGES?

Yes, Mr. Quinn stated that OTS ignored Equitable’s 2005 demonstration that it
satisfied the Commission’s requirements set forth in the Commission Order at
Docket R-00050272. Accordingly, Mr. Quinn concluded that the methodology is

acceptable to OTS and that it complies with the requirements.

DO YOU AGREE WITH MR. QUINN’S INTERPETATION OF YOUR
TESTIMONY?

No. Mr. Quinn completely misunderstood my direct testimony. He is of the opinion
that OTS is agreeing that the Company has met the burden of proof with regard to
the discounted tariff rates. However, if you read my direct testimony, it is clear that
the OTS position is that this i1s not the proper time to address this issue. The
Commission has allowed the Company to continue its discounting of taniff
provisions through September 2006. However, after September 2006, there are
certain conditions which ﬁlust be met to continue allowing the inclusion of these
discounts in rates. Whether the ratepayers have received a net benefit cannot be
determined until the actual gas costs and the cost of flexing are known. The
appropriate time to address this issue is when the Company actually makes its claim

in the E-factor for the value of the discounted retainage.
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Q. WHAT HAS COMPANY WITNESS RAFFERTY SAID ABOUT THE

RENEGOTIATION OF ITS PIPELINE CAPACITY CONTRACT?

A. On pages 7 and 8 of his rebuttal testimony Company witness Rafferty states;

Q.

A.

HAS THE COMPANY ATTEMPTED TO
RENEGOTIATE ANY OF ITS CAPACITY
CONTRACTS?

Yes. The Company has aggressively pursued
opportunities to renegotiate some of its capacity
contracts. Specifically, Equitable has attempted to
renegotiate and restructure its contract with Texas
Eastern. To date, these attempts have been
unsuccessful.

HOW DOES THE COMPANY BELIEVE
DISCOUNTED RATES ASSOCIATED WITH
THESE CAPACITY CONTRACTS SHOULD BE
TREATED?

As described above, the negotiated rate discount could
be in lieu of a standard capacity release transaction.
The net effect is that PGC customers would ultimately
pay less whether it is through a capacity release
mechanism credited to maximum rates or a negotiated
discount from maximum rates. Therefore, the
Company believes that these types of transactions, if
they would materialize, should also be considered part
of PBR Design No. 1.

Q. DO YOU AGREE WITH THIS POSITION?

A. No.
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WHY DO YOU DISAGREE WITH THIS POSITION?

If the Company is successful and is able to rencgotiate its pipeline capacity
contracts to obtain a lower rate, this lower renegotiated rate shou'ld go into the
calculation of the PGC. A lower negotiated rate is not a capacity release and
should not be considered part of PBR No. 1. The Company has a duty to follow a
least cost procurement strategy. Therefore, the Company should not be rewarded

for doing what is expected in pursuing its normal responsibilities.

WHAT DOES MR. RAFFERTY SAY ABOUT CARRYING CHARGES ON
UNUSED STORAGE GAS?
On page 19 of his rébuttal testimony, Mr. Rafferty states:

The Company is proposing to recover in PGC rates the

carrying charges associated with deferred storage withdrawals

or “rolling the storage inventory to a future period”. The

Company is only proposing to recover these costs if it can

demonstrate that this action provided benefits to PGC

customers.
WHAT JUSTIFICATION DOES THE COMPANY PROVIDE FOR
ALLOWING THIS CARRYING CHARGE?
The Company points out that its last base rate case was almost ten years ago and
that it has increased its storage assets considerably since that proceeding. Mr.

Rafferty argues that storage assets have been added since the last base rate case,

therefore, they are not included in base rates.
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WHAT IS YOUR POSITION ON ALLOWING THE COMPANY TO
RECOVER A CARRYING CHARGE ON ITS ROLLED OVER STORAGE
INVENTORY?

The Commission should not allow the Company to include a carrying charge on
the rolled over storage. An NGDC is permitted to earn a return on its 13 month
average stored gas in base rates. To permit the Company to accrue carrying
charges in a PGC proceeding allows the Company to collect twice for the same
assets.

The fact that the Company did not have these assets at the time of its last
base rate proceeding is not a justification to allow these proposed carrying charges
in a PGC proceeding. NGDC’s are permitted to collect a return on its investment
in stored gas In a base rate proceeding. In the absence of a base rate proceeding,

this PGC proceeding should not be a forum for single issue ratemaking.

WHAT DOES MR. RAFFERTY SAY ABOUT THE COMPANY’S GAS

HEDGING PROPOSAL?
On page 22 of his rebuttal testimony, Mr. Rafferty states:

“Equitable is not seeking pre-approval that its proposed
Program satisfies least cost procurement obligations... The
Company 1s asking the OTS, as well as the OCA and the
OSBA, to recognize that the Program is approprniate and the
“hedging concept” is consistent with least cost purchasing
obligations.”



DOES THIS CHANGE YOUR POSITION ON WHETHER OTS SHOULD
BE WILLING TO AGREE TO THE COMPANY’S HEDGING PLAN?
No. The plan as set forth by the Company does not necessarily comply with its
least cost procurement obligation. It may act as a surrogate for least cost
purchasing but the main intent of the Company’s plan seems to be stable rates

rather than lowest rates.

DO YOU HAVE ANYTHING ELSE TO ADD AT THIS TIME?

No.
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WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS

ADDRESS?

My name is Janet Markovich. My business address is P. O. Box 3265, Harrisburg,

Pennsylvania 17105-3265.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed by the Pennsylvania Public Utility Commission in the Technical

Division of the Office of Trial Staff as a Fixed Utility Financial Analyst.

PLEASE DESCRIBE THE ROLE OF OTS IN RATE PROCEEDINGS.
OTS was established by the legislature and is responsible for protecting the public
interest in rate proceedings. The OTS analysis in this proceeding is based on its
responsibility to represent the public interest. This responsibility requires the

balancing of the interests of ratepayers and the Company.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

. The purp“ose of my testimony is to present the QTS position on the Eqﬁitrans refund

issue in response to the OSBA endorsement of a refund proposal that has yet to be

put forth by the Company.
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EQUITRANS REFUND
WHAT IS THE EQUITRANS REFUND?

Equitrans filed a general rate case with FERC on December 1, 2003, and has been
collecting its filed-for rates, subject to refund, since September 1, 2004. Since that
time, Equitable has been paying the higher filed-for rates for Equtirans’ interstate
services and has recovered those costs from its PGC customers. A settlement of the
Equitrans general rate case has occurred at FERC. Accordingly, PGC customers are

entitled to a refund of the difference between the filed-for rates and settled rates.

WHAT IS THE AMOUNT OF THE EQUITRANS REFUND?

The Company estimates that the refund will be in excess of $9 million.

WILL THE ENTIRE REFUND BE CREDITED AGAINST FUTURE
PURCHASED GAS COSTS?

No. On November 23, 2005, the Company filed a Petition, Docket No. P-
00052192, with the Commission requesting the authority to use approximately $7
million of the $9 million refund for the benefit of low-income customers during the
2005-2006 winter heating season. In that Petition, Equitable stated that residential

PGC customers paid for 81.4% (approximately $7 million) and commercial

- customers paid for 18.6% (approximately $§2 million) of the Equitrans interstate

services provided to Equitable by its pipeline supplier Equitrans. Because low

income energy assistance is available only to residential customers, Equitable
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proposed to use only the $7 million residential customer portion of the refund for
the benefit of its low-income customers. By Order entered December 15, 2003, the

Commission granted Equitable’s Petition.

WHAT IS THE COMPANY’S PLAN FOR REFUNDING AMOUNTS IN
EXCESS OF $7 MILLION TO PGC CUSTOMERS?

The Company did not provide a refund proposal in its Direct Testimony or exhibits.
However, in response to an OSBA interrogatory, the Company stated that 1t will
credit the difference between the $7 million and $9 million to commercial
customers and credit any refund amount in excess of the $9 million te both

residential and commercial customers.

DID OSBA DIRECT TESTIMONY ADDRESS THE EQUITRANS REFUND

ISSUE?

Yes. In the Direct Testimony of OSBA witness Brian Kalcic, the OSBA agreed
with the Company’s proposal to assign $2 million to commercial customers and to

credit any refund in excess of $9 million to both residential and non-residential

customers.
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DO YOU AGREE WITH THIS PLAN?

No.

WHY DO YOU DISAGREE WITH THE REFUND PROPOSAL?

The commercial and industrial (C&I) customers are entitled to their proportionate
share of the Equtirans supplier refund. However, C&I are entitled to no more or
less then they would have received had the refund been flowed through the E-factor
in normal fashion without any advancement of the refund to the residential
customers. Under the proposal endorsed by the OSBA, C&l customers wou_ld

receive a disproportionate amount of the refund.

HOW WOULD A SUPPLIER REFUND NORMALLY BE RETURNED TO
PGC CUSTOMERS?

Supplier refunds are included as a component of the E-factor. Had the refund been
received prior to the filing of the annual PGC and handled in the normal fashion, the
refund would have been reported on line 4 of Item 53.64(a), Section I, Part A, Sheet
2 of 6. The refund would be divided by 24,249,100 Mcf in PGC sales and all PGC

customers would have received the same credit on a per Mcf basis.
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WHAT PROPORTIONATE AMOUNT WOULD FLOW TO RESIDENTIAL

CUSTOMERS AND C&1 CUSTOMERS?
At Item 53.64(a), Section I, Part B, Sheet 1 of 8, the Company broke down the.
projected PGC sales by customer class. The residential class sales are 20,208,839

Mcf, or 83.3% of total sales. The C&I classes comprise 16.7% of total sales.

IF THE COMPANY WERE TO RECEIVE A $9 MILLION REFUND,
WOULD THE C&I CUSTOMERS BE ENTITLED TO $2 MILLION?
No. The proper distribution would be $7,497,000 (83.3%) to residential and
$1,503,000 (16.7%) to C&l customers. Since the residential customer class has
already been advanced $7 million of its proportionate share, the residential

customer class would be entitled to an additional $497,000 based on a refund of $9

million.

WHAT IS OTS’ RECOMMENDATION FOR THE APPROPRIATE
DISTRIBUTION OF THE EQUITRANS REFUND?

The refund is projected to be in excess of $9 million. Obviously the first $7 million
would go to Equitable to reimburse the Company for the advanced CAP funding.
The next $1,403,361 wou_ld go to the C&l customers. All amounts in excess of

$8,403,361 would be flowed through the E-factor to the benefit of all PGC

customers.
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HOW DID YOU DETERMINE THE C&I CUSTOMERS PROPORTIONATE
SHARE OF $1,403,361?

As I previously stated, residential customer sales are 83.3% of total sales. The $7
million advance would be the residential customer’s proportionate share (83.3%) of
some total amount that would be calculated by dividing the $7 million by .833 the
result being $8,403,361. By crediting C&I customers wi‘th the first $1,403,361,
balance has been restored between the residential and the C&I customer classes.

Any refund in excess of $8,403,361 should be shared equally by all PGC customers.

DO YOU HAVE ANYTHING ELSE TO ADD AT THIS TIME?

No, that concludes my testimony.



APPENDIX A

Janet M. Markovich

Applicable Educational and Professional Background

Education:

Master of Science in Business Administration, Concentration in Finance,
St. Joseph’s University, Philadelphia, Pa. 1994
Bachelor of Science in Business Administration, Elmhurst College, Elmhurst I11. 1981

Additipnal Education:

NARUC Utility Rate School - October 2004
The Many Voices of Wall Street — October 2004
Telephony and Telecommunications — December 2004

Business Experience:

Commonwealth of Pennsylvania

Public Utility Commission

Office of Trial Staff

Fixed Utility Financial Analyst 2004 - Present

Responsible for performing studies and analysis of revenues and expenses and other
related financial and economic data as required to process rate increase requests, 1307 (f)
purchased gas cost filings and general tariff revisions.

Commonwealth of Pennsylvania

Department of Corrections

Budget Analyst I and II 2003-2004

Responsible for coordinating the General Fund section of the business office as required
to monitor spending, collect data and generate budgets, re-budgets and various

projections.

Borough of Minersville

Borough Manager 1997-2000
Responsibilities under the direction of the Borough Council included the supervision of

the business office, and the coordination of the activities of the following departments:



Streets, Sewer Treatment Plant and Collection System, Code, Health, and Grant
Administration. Addition responsibilities included the development and administration of
budgets for the General, Water, and Sewer Funds.

Pepperidge Farm, Inc
Plant Manager 1982-1991
As Resident Executive, my responsibilities included all activities related to the

manufacture and distribution of fresh and frozen bakery, cookie and cracker products at
facilities in Downers Grove, Illinois and Lakeland, Florida. Major responsibilities
included the development and administration of plant operating and capital budgets and
the coordination of the following functions: Engineering, Maintenance, Production,
Distribution, Accounting, Purchasing, Human Resources, and Information Systems.

Assisted in the following Cases :

Borough of Quakertown — Rate Case — R-00049555
National Fuel Gas Distribution — Rate Case — R-00049656
TW Phillips Gas and Oil Co. — 1307(f) — R- 00040059
Myers Gas Company — Rate Case — R-00050259

PECO Energy Company — 1307(f) — R — 00050537

UGI Utilities, Inc. Gas Division — 1307(f) — R — 00050539
Trigen- Philadelphia Energy Corporation — R — 00050781

Participated in the following Cases:

City of Bethlehem Water Fund — Rate Case - R-00050671
Wonderview Water Inc. — Rate Case - R-00050659
Meadows Sewer Co. — Rate Case — R-00050672

Wilcox Water Co. — Rate Case — R-00050781

Lancaster Waterfund — Rate Case — R-000501167

Testified in the following Cases:

City of Lancaster Sewer Fund — Rate Case — R-00049862
Mesco Inc. — Rate Case — R- 00050678

TW Phillips 1307(f) — R-00051134

Aqua Pa — Rate Case — R-00051030
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Direct Testimony of Brian Kalcic

Please state your name and business address.

Brian Kalcic, 225 §. Meramec Avenue, Suite 720, St. Louis, Missouri 63105.

What is your occupation?
[ am an economist and consultant in the field of public utility regulation, and
principal of Excel Consulting. My qualifications are described in the

Appendix to this testimony.

On whose behalf are you testifying in this case?
I am testifying on behalf of the Office of Small Business Advocate
(“OSBA”), which 1s representing small business customers served by

Equitable Gas Company (“Equitable” or “Company™).

What is the subject of your testimony?
I will address Equitable’s proposals regarding: a) the Performance Based Rate
(PBR) Design No. 1 credit mechanism; and b) the 2006 Gas Supply Hedging

Program.
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In addition, I will discuss the Company’s response to the events
surrounding the Energy Information Administration’s (“EIA”) release of its
November 24, 2004 Weekly Gas Storage Report (“Report”), and explain how
the Company’s expected refund from Equitrans, L.P. (“Equitrans™) should be

credited to customer classes.

Please suminarize your recommendations.
Based upon my analysis of the Company’s filing, I recommend that Your

Honor and the Commission:

e extend the current PBR Design No. | mechanism, which credits PGC
customers with 75% of applicable revenues and allows Equitable to fetain
25% of such revenues; |

o approve the Company’s proposed 2006 Gas Supply Hedging Program; and

e approve a PGC rate for non-residential customers that is $0.495 per Mcf
lower than that of residential customers at the conclusion of this

proceeding.

I3
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PBR Design No. 1

Mr. Kalcic, please describe the Company’s current Performance Based
Rate (PBR) Design No. 1 crediting mechanism.

PBR Design No. 1 is the sharing mechanism that applies to the revenues that
the Company receives from capacity release, off-system sales and certain
other transactions that involve use of Equitable’s upstream pipeline capacity
or storage assets. PBR Design No. 1 currently provides a credit to PGC
customers in the amount of 75% of the above revenues. Equitable retains the

remaining 25%.

When does the current PBR Design No. 1 mechanism expire?

The mechanism expires on September 30, 2006.

What is Equitable’s proposal with respect to PBR Design No. 1?
Equitable has declined to provide a specific proposal with regard to PBR
Design No. 1. Instead, the Company indicates its desire to negotiate a new

PBR Design No. 1 mechanism “in settlement discussions with the parties.”

' Sec Equitable Statement No. 4 at 36.
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Does the Company’s filing reflect any PBR Design No. 1 credits for the

projected period, i.e., October 1, 2006 through September 30, 2007?

No, it does not.

When was the Company’s current PBR Design No. 1 mechanism
established?
The mechanism was established in the Company’s last 1307(f) proceeding,

1.e., Docket No. R-00050272.

Was the PBR Design No. 1 mechanism litigated in Docket No. R-

000502727

Yes.

What did the Commission conclude?

In its Opinion and Order, entered September 28, 2005, in Docket No. R-

00050272, the Commission stated, in part:

We believe that under a properly designed PBR construct, these
revenues will provide credits to PGC customers and provide a
market incentive to Equitable to maximize asset value by
enhancing shareholder returns. To attain this balance, the OTS
correctly argued that a PBR construct that provides a 75% credit
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to PGC customers and allows Equitable to retain 25% of
revenues on a Pre-Tax basis is a fair distribution of benefits.
Without this level of sharing, the incentive to Equitable to
maximize these revenues, at the expense of mimimizing PGC
gas costs, becomes counterproductive to consumers. The
surrebuttal testimony of Brian Kalcic in this case clearly
established that this recommendation lies within the bounds of
reasonabieness in relation to other Commission-approved PBR
mechanisms. (Order at 33.)

Q. What do you recommend with respect to PBR Design No. 1?7
Given the extensive litigation of this issue in Docket No. R-00050272, 1
conclude that it is both reasonable and appropriate that the current 75%/25%

sharing mechanism be continued.

Hedging Program

Q. Mr. Kalcic, does Equitable have a formal hedging program in place at
this time?

A. No.

Has the Company submitted such a hedging proposal in this proceeding?
Yes. The Company’s proposed 2006 Gas Supply Hedging Program

(“Program”) is presented in Attachment B to Equitable Statement No. 4.
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Q.

Is Equitable requesting comment from the parties on its proposed
Program?

Yes. In fact, Equitable indicates that unless a consensus is reached among the
OSBA, OCA and OTS that the Program is appropriate, the Company will not

go forward with its implementation.

What are the main features of the Program?

Equitable proposes to hedge from 25% to 50% of its total projected interstate
pipeline purchases during the April through October period. In addition, the
Company proposes to hedge from 10% to 20% of its projected interstate
pipeline purchases during the November through March period. Equitable
indicates that its hedging would be executed via purchases of either; a) New
York Mercantile Exchange (“NYMEX”) natural gas futures contracts; or b)
fixed-price supplies. Finally, Equitable states that any gains er losses that
might result from its hedging activities would flow through the PGC

mechanism.

Does the OSBA have any concerns about the Company’s hedging

proposal at this time?
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A. No. The Company’s plan to hedge a portion of its interstate purchases in

each month should help reduce the exposure of Equitable’s sales customers to

gas price volatility.

EIA’s November 24, 2004 Weekly Storage Report

Q. Mr. Kalcic, please provide a brief description of the OSBA’s position
concerning the events surrounding the release of the Report, as presented

in Docket No. R-00050272.

A. In Docket No. R-00050272, the OSBA presented testimony describing the

events that led to a spike in natural gas market prices. Those events were
triggered by an erroneous storage report issued by EIA on November 24,
2004, which in turn arose out of an apparent clerical error by an employee of
Dominion.Transmission, Incorporated (“DTT1”). The OSBA argued that- the |
Compémy had an obligation to take legal action to recover the excess

purchased gas costs attributable to the reporting error.

Q. Did the OSBA and Equitable reach a settlement on this issue?
Yes. The parties agreed that Equitable would report on the status of any class

action related to the EIA Report in its next 1307(f) proceeding.
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Q. Has Equitable done so?
Yes. The Company has identified a class action complaint that was filed in
Kanawha County Circuit Court, West Virginia, in February 2005, which was

subsequently removed to the U. S. District Court.”

Q. What is Equitable’s status in the West Virginia complaint case?
The Company indicates that it is presently monitoring the proceeding, but that
it intends to seek class action intervention upon final determination of a

proper venue (unless a “‘more appropriate action” is instituted in the interim).

Equitrans Refund

Q. Mr. Kalcic, does Equitable expect to receive a refund from Equitrans
before the conclusion of this proceeding?

A. Yes, it does.

? See Equitable Statement No. 4 at 4142,
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Q. What is the source of the Equitrans refund?

A,

As explained by Mr. Rafferty, Equitrans filed a general rate case (at Docket
No. RP04-97) before FERC on December 1, 2003, and has been collecting its
filed-for rates from Equitable, subject to refund, since September 1, 2004. As
a result of a recent settlement in the Equitrans case, Equitable’s customers
will experience “a significant reduction” from the current (i.e., filed-for)
Equitrans rates, along with a refund pertaining to the difference between the

Equitrans settiement- and filed-for rates, dating back to September 1, 2004.

What is the expected amount of the refund?

Equitable indicates that it expects to receive a refund in excess of $9 million.

Was the refund available at the time of the Company’s filing on Apfil 1,
20067

No. FERC did not issue its Final Order approving the Equitrans settlement
until April 5, 2006. As a result, the refund 1s not reflected as a credit to

Equitable’s expected future purchased gas costs.
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When does Equitable expect to receive the refund?
The effective date of the Equitrans settlement is June 1, 2006. Equitrans is
required to refund customers no later than sixty (60) days after the effective

date, which means Equitable should receive the refund by August 1, 2006.

Will the total refund be credited against future purchased gas costs at the

conclusion of this proceeding?

No.

Why not?

The Commission issued an order in Docket No. P-00052192 granting the
Company’s petition to advance $7 million of the expected refund toward a
program to maintain service to low-income customers during the 2005-2006
winter heating season. As Equitable did advance the $7.0 million, only the
amount of the actual refund in excess of $7.0 million is available for credit

against future purchased gas costs in this proceeding.

How does the Company propose to credit the amount of the refund in

excess of $7.0 million to its PGC customers?
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A. Inresponse to OSBA-I-4, part (a), the Company explains that it intends to
credit the difference between $7 million and §9 million to commercial (i.e.,
non-residential) customers, and to credit any refund amount in excess of $9.0

million to both residential and commercial customers.

Q. What is Equitable’s reason for applying the credit in the above fashion?

A. Inits petition, Equitable identified a total expected refund of $9.0 million.
The Company also calculated that the residential portion of the Equitrans
refund was approximately $7.0 million, while the commercial portion was
approximately $2.0 million. In its Order in Docket No. P-00052192 at 14-15

approving the petition, the Commission stated:

Accordingly, the Commission accepts Equitable’s proposal to
use the residential customer portion of the one-time supplier
refund from Equitrans to assist low-income customers in
meeting their energy needs this winter. (Emphasis supplied.)
Thus, Equitable maintains that its proposed application of any refund in

excess of $7.0 million “fully comports with the Commission’s Order in

Docket No. P-00052192.7

? See the Company’s response to OSBA-1-4, parts (a) and {c).
{1
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Do you agree?

Yes, [ do. The Company’s proposal recognizes that residential customers
have already received their proper share of the (first) $9.0 million in refunds.
Assigning the next $2.0 million (i.e., $9.0 million minus $7.0 million) to
commercial customers is necessary to credit non-residential customers with
their fair share of the (first) $9.0 million. Finally, the Company’s proposal to
credit any refund in excess of $9.0 million to a// customers will insure that

both residential and non-residential customers benefit from any excess

amounts.

Would the Company’s proposal to assign $2.0 million of the
Equitrans refund to commercial customers result in a different
PGC rate for residential and non-residential customers at the
conclusion of this proceeding?

Yes, it would.

By how much would the residential and non-residential PGC rates
differ?
The Company’s proposed PGC rate, before the application of any Equitrans

refund, is $11.28 per Mcf. Per the Company’s response to OCA-1-2, the total

12
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projected throughput (i.e., usage) of non-residential sales customers over the
October 1, 2006 through September 30, 2007 1307(f) period is 4,040,261
Mcf. Dividing $2.0 million by 4,040,261 Mcf produces a non-residential
credit of $0.495 per Mcf, or a non-residential PGC rate of $11.28 minus

$0.495 or $10.785 per Mcf.

Do you recommend that the Commission recognize the above PGC rate
differential of $0.495 per Mcf at the conclusion of this proceeding?

Yes, I do.

Does this conclude your direct testimony?

Yes.



APPENDIX

Qualifications of Brian Kaicic

Mr. Kalcic graduated from Illinois Benedictine College with a Bachelor of Arts
degree in Economics in December, 1974. In May, 1977 he received a Master of Arts
degree in Economics from Washington University, St. Louis. [n addition, he has
completed all course requirements at Washington University for a Ph.D. in Economics.

From 1977 to 1982, Mr. Kalcic taught courses in economics at both Washington
University and Webster University, including such subjects as Microeconomic and
Macroeconomic Theory, Labor Economics and Public Finance.

During 1980 and 1981, Mr. Kalcic was a consultant to the Equal Employment
Opportunity Commission, St. Louis District Office. His responsibilities included data
collection and organization, statistical analysis and trial testimony.

From 1982 to 1996, Mr. Kalcic joined the firm of Cook, Eisdorfer & Associates,
Inc. During that time, he participated in the analysis of electric, gas and water utility
rate case filings. His primary responsibilities included cost-of-service and economic
analysis, model building, and statistical analysis.

In March 1996, Mr. Kalcic founded Excel Consulting, a consulting practice
which offers business and regulatory services.

Mr. Kalcic has previously testified before the state regulatory commissions of
Delaware, Kansas, Kentucky, Maine, Massachusetts, Minnesota, Missouri, New
Jersey, New York, Ohio, Oregon, Pennsylvania, Texas, and the Bonneville Power

Administration.
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Docket No. R-00061295

Item: OSBA-1-4

Respondent: Stephen C. Rafferty

Position: Vice-President, Utility Asset Management

EQUITABLE GAS COMPANY
Response to Interrogatories of the
Office of Consumer Advocate

Jtem: QSBA-I-4

Reference page 22, lines 5-11 of Equitable Statement No. 4.

a.

n
LS——

Response:

a.

Please explain in detail how any actual refund amount in excess of $7.0 million
would be "reflected in the future purchased gas costs.”

Would Equitable propose to reflect any refund in excess of $7.0 million toward
purchased gas costs in this proceeding? If so, please identify the latest date
Equitable could receive an Equitrans refund in order to reflect the actual refund
amount in excess of $7.0 million in this proceeding.

Please explain in detail how the Company's proposed application of any refund
amount in excess of $7.0 million, as given in response to part (a) above, comports
with the Commission's Order in Docket No. P-00052192, at 14-15, which states:
"Accordingly, the Commission accepts Equitable's proposal to use the residential
customer portion of the one-time supplier refund from Equitrans to assist low-
income customers in meeting their energy needs this winter." (Emphasis supplied.)

Any actual refund amount in excess of $7.0 million would be "reflected in the
future purchased gas costs” as a separate credit or interstate pipeline refund.
Pursuant to the Commission's Order in Docket No. P-00052192, at 4, “.. .Equitable
explains that the refund related to services paid for by PGC customers can be
broken down as follows: 81.4 % (or approximately $7 million) is for residential
customer service and 18.6 % (or approximately $2 million) is for commercial
customer service...” Therefore, the refund portion between $7 million and $9
million will be credited to commercial customer service. Any refund amount in
excess of $¢ million will be credited to residential and commercial customer

service.

Equitrans received a Final Order from FERC approving their Stipulation and
Agreement (“Settlement™) on April 5, 2006. The effective date of this Settlement is
June 1, 2006. Pirsuant to the Settlement, Equitrans agreed to refund customers no
later than sixty (60} days after the effective date. Therefore, Equitable expects to
receive a refund no later than August 1, 2006.

The Company believes the proposed application of any refund amount in excess of
$7.0 million, as detailed in the response to part a above, fully comports with the
Commission's Order in Docket No. P-00052192.



Dacket No. R-00061295

Item: OCA-I-2

Respondent: Robert M. Narkevic
Position: Manager, Rates

EQUITABLE GAS COMPANY
Response to Interrogatories of the
Office of Consumer Advocate

Jtem: OCA-I-2

Please provide an explanation and all workpapers, calculations and supporting
documentation, showing the derivation of projected monthly sales and transportation
volumes separately by customer class for the period February 2006 through
September 2007,

Response:

Please see the attached workpapers. The Company looks at several factors when preparing
its projections, including: A historic use per heating degree day, a base use per customer
and the number of customers.



Equitable Gas Company
1307f Interim Period Projected Throughput

{Mcf)

Sales
Residential
Commercial
Industrial

Total

Transportation
Residential
Commercial
industrial

Total

- L] »
ltem: OCA-I-2
Respondent: Robert M. Narkevic
Position: Manager, Rates
Feb-06 Mar-06 Apr-06 May-06 Jun-06 Jul-06 Aug-06 Sep-06 Total
3,382,609 2,736,776 1,638,446 669,743 354,297 363,505 362,726 402,455 9,911,557
519,242 529,083 321,718 165,125 111,016 106,497 112,936 119,698 2,085,315
] 8,636 7,428 4,802 2,608 2,065 1,898 1,948 1,871 31,254
4,010,487 3,273,287 1,965,966 837,474 467,378 471,900 477 610 524,024 12,028,126
478,660 387,600 234,874 ' 96,449 51,322 53,033 53,033 58,837 1,413,808
1,368,907 1,280,814 807,323 507,274 394,879 352,962 340,070 385,285 9,437,514
1,400,417 1,224 862 761,348 422 359 334,738 346,965 343,341 352,722 5,186,792
3,247 984 2,893,276 1,803,545 1,026,122 780,939 752,960 736,444 796,844 12,038,114



Equitable Gas Company
13071 Projected Period Projected Throughput
{Mci}

Oct-06 Nov-06 Dec-06
Sales
Residential 1,079,353 2,108,812 3,222,205
Commercial 229,198 381,233 573,422
Industrial - 3,453 5,445 8,213
Tolal 1,312,005 2,495,290 3,803,840
Transporation
Residential 156,923 303,338 459 248
Cammercial 650,148 925,583 1,303,451
Indusirial 577,908 895,742 1,323,830
Tolal 1,584,979 2,124,663 3,086,529

Jan-07

3887113
712,893
9,833

— 83
4,608,839

551,215
1,531,553
1,616,538

—_— =

3,699,306

4 -

Feb-07 Mar-07
3,382,608 2,736,776
619,242 529,083
8,636 7,428
4,010,486 3.273.287
478 66Q 3BT.600
1,368,907 1,280,814
1,400,417 1,224 862
3,247,984 2,893,276

tem; OCA.L-2

e
L J

Respondent; Robert M, Narkevic
Posillon: Manager, Rates

Apr-07 May-07 Jun-07 Jul-07 .07 Sep-07 Tolaj
1,639,448 669,742 354,287 363,505 262,726 402,456 20,208,839
321,718 165,126 111,016 106,497 112,938 119,698 3,982,083
4,802 2,606 2,085 1,898 1,948 1,871 58,108
1,865,966 837,474 467,378 471,900 477,610 524,025 24,249,100
234 874 96,449 §1322 53,033 53,033 58,837 2,884,532
807,323 507,274 394,879 352,962 340,070 385,285 9 848,249
761,348 422 399 334,738 346,965 343,341 352,722 9,600,810
1,803,545 1,026,122 760,239 752,860 736,444 796,844 22,333,591
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Surrebuttal Testimonv of Brian Kalcic

Please state your name and business address.
Brian Kalcic, 225 S. Meramec Avenue, St. Louis, Missouri 63105.

Have you previously submitted direct testimony in this proceeding?
Yes.

What is the subject of your surrebuttal testimony?

My surrebuttal testimony responds to certain points raised in the rebuttal
testimony of Company witness Robert M. Narkevic and OTS witness Janet
Markovich on the subject of the Equitrans Refund.

Company Witness Narkevic

Q.

A

On pages 4-5 of his rebuttal testiinony, Mr. Narkevic discusses how the
Company would propose to credit Commercial and Industrial (“C&I”)
customers with their separate share of the Equitrans refund. In
particular, Mr, Narkevic indicates that Equitable does not intend to
create two different PGC rates, as suggested in your direct testimony.
Instead, Equitable proposes to provide a one-time bill credit to C&I
customers based apon annual usage.I Is the Company’s proposal for a
one-time C&I refund acceptable to the OSBA?

Yes, it is.

OTS Witness Markovich

Q. On page 4 of her rebuttal testimony, Ms. Markovich states that she

disagrees with your proposal to assign $2.0 million of the Equitrans

' At page 5 of Equitable Statement No. 1-R, Mr. Narkevic states:

“The total credit for the C&I customers will be divided by the annual throughput of the C&I
customers identified to determine a unit rate. The unit rate will then be multiplied by the throughput
for each of these customers to determine the individual credit to be applied. The one-time bill credit
will completely refund the portion due C&I customers while alleviating the confusion of two separate

PGC rates.”
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refund to C&I customers, and to credit any refund in excess of $9.0
million (i.e., the initial $7.0 million residential advance plus the $2.0
million C&I credit) to both residential and C&I customers via the PGC.
Why does Ms. Markovich disagree with your proposal?

While Ms. Markovich agrees that C&I customers are entitled to their
proportionate share of the Equitrans supplier refund, she claims “C&I are
entitled to no more or less then (sic) they would have received had the refund
been flowed through the E-factor in normal fashion without any advancement
of the refund to the residential customers.”

How would Ms. Markovich calculate the C&I refund?

Ms. Markovich propoeses to calculate the separate C&I refund on the basis of
the Company’s projected E-factor throughput (i.e., Mcf) for the period
October 1, 2006 through September 30, 2007. Specifically, Ms. Markovich
notes that the Company’s total projected annual E-factor throughput is
24,249,100 Mcf, of which 83.3% is residential sales and 16.7% is non-
residential sales. Ms. Markovich divides the $7.0 million residential advance
by OTS’ deemed residential share of 83.3% to arrive at $8,403,36l.2 Of the
$8,403,361 figure, residential customers have received an advance of $7.0
million. Ms. Markovich concludes that by crediting C&I customers with
$8,403,361 minus $7.0 million, or $1,403,361, the balance will have been
restored between the Company’s residential and C&I customers.

Do you agree with OTS’ proposed 83.3%-residential / 16.7%-C&I
split?

No. As previously noted, the OTS’ proposed split is based on projected
rather than actual usage figures. Counsel informs me that the Commission’s
Order at Docket No. P-00052192 did not adopt a sharing formula based on
projected sales, as proposed by OTS.

* Working backwards, a residential share of 83.3% times $8,403,361 equates to the §7.0 million advanced by

3Equitf:lbie to residential customers.
Under the OTS’ proposal, any Equitrans refund in excess of $8,403,36! would be shared on an equal {i.e., $/Mcf)

basis by all PGC customers, via an E-factor credit.

2
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What are the sharing percentages that appear in the Commission’s
Order at Docket No. P-00052192?

The Commission adopted Equitable’s representation that residential PGC
customers paid for 81.4% (or approximately $7.0 million) of the Equitrans
interstate services provided to Equitable, and that non-residential customers
paid for 18.6% (or approximately $2.0 million).

Mr. Kalcic, if the Commission intended that the 81.4%/18.6% sharing
percentages (rather than the cited $7.0 million and $2.0 million dollar
figures) be applied to the Equitrans refund, what would be the resulting
split between residential and C&I customers?

Residential customers have been advanced $7.0 million. Dividing $7.0
million by 81.4% equals $8,599,509, which would equate to a-one-time Cé&l
refund of $1,599,509 (i.e., $8,599,509 minus $7.0 millien). Any Equitrans
refund 1 excess of $8,599,509 would be shared proportionately by. all
customers via a credit to Equitable’s E-factor.

Does this conclude your surrebuttal testimony?
Yes.
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I. INTRODUCTION

| WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS

ADDRESS.
My name is Jerome D. Mierzwa. | am a principal and Vice President with Exeter
Associates, Inc. My business address is 5565 Sterrett Place, Suite 310,
Columbia, Maryland 21044. Exeter specializes in providing public utility-related
consulting services.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND

EXPERIENCE.
[ graduated from Canisius College in Buffalo, New York, in 1981 with a Bachelor
of Science Degree in Marketing. In 1985, | received a Masters Degree in Busi-
ness Administration with a concentration in finance, also from Canisius College.
In July 1986, | joined National Fuel Qas Distribution Corporation (*NFGD") as a
Management Trainee in the Research and Statistical Services Department
(*RSS"). | was prométed to Supervisor RSS in January 1987. While employed
with NFGD, | conducted various financial and statistical analyses related to the
company's market research activity and state regulatory affairs. In April 1987, as
part of a corporate reorganization, | was transferred to National Fuel Gas Supply
Corporation’s (“NFG Supply’s”) rate department where my responsibilities
included utility cost of service and rate design analysis, expense and revenue
requirement forecasting and activities related to federal regulation. [ was also
responsible for preparing NFG Supply's Purchased Gas Adjustment ("PGA”")
filings and developing interstate pipeline and spot market supply gas price
projections. These forecasts were utilized for internal planning purposes as weli

as in NFGD's 1307(f) proceedings.

Direct Testimony of Jerome D. Mierzwa Page 1
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In April 1990, | accepted a position as a Utility Analyst with Exeter Associ-
ates, Inc. In December 1992, | was promoted to Senior Regulatory Analyst.
Effective April 1, 1996, | became a principal of Exeter Associates. Since joining
Exeter Associates, | have specialized in evaluating the gas purchasing practices
and policies of natural gas utilities, utility class cost of service and rate design
analysis, sales and rate forecasting, performance-based incentive regulation,
revenue requirement analysis, the unbundling of utility services and evaluation of
customer choice natural gas transportation programs.

HAVE YOU PREVIOUSLY TESTIFIED IN REGULATORY PROCEED-

INGS ON UTILITY RATES?

Yes. | have provided testimony on more than 100 occasions in proceedings
before the Federal Energy Regulatory Commission (“FERC?”), utility regulatory
commissions in Delaware, Georgia, lllinois, Indiana, Louisiana, Montana,
Nevada, New Jersey, Ohio, Rhode Island, Texas and Virginia, as well as before
this Commission.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

Exeter Associates, Inc. was retained by the Pennsylvania Office of Consumer
Advocate ("OCA”) to review Equitable Gas Company’s ("Equitable” or "the
Company”) 2006 1307(f) Purchased Gas Cost ("PGC”) filing. My testimony
presents the results of my review.

HAVE YOU PREPARED EXHIBITS TO ACCOMPANY YOUR TESTIMONY?
Yes, | have. Schedules JDM-1 through JDM-6 are attached to my direct
testimony. Schedule JDM-1 summarizes my adjustments to the Company’s
projected purchased gas costs and presents a revised 2006 PGC rate.

PLEASE SUMMARIZE YOUR FINDINGS AND RECOMMENDATIONS.

Direct Testimony of Jerome D. Mierzwa

Page 2




1 A My findings and recommendations are as follows:

2

3 e Historically, Equitable has reserved sufficient interstate pipeline capacity

4 to meet the design peak day requirements of its PGC and choice

5 transportation customers, and the standby service and balancing

6 requirements of its general transportation customers. In response to the

7 recent significant increase in the price of natural gas, Equitable’s

8 customers have reduced their demand for natural gas. The model utilized

9 by the Company to estimate its customers’ design peak day requirements
10 fails to adequately account for this decrease in demand, and overstates
11 the Company's design peak day requirements by approximately 30,000
12 Dth. Equitable should aggressively pursue the realignment of its interstate
13 pipeline capacity portfolio to match the design peak day requirements of
14 its customers;
15 » The fuel retention charge included in the Company’s analysis of whether
16 customers receiving a fuel charge discount provide a contribution to fixed
17 costs should be increased to 7.9 percent to reflect actual recent lost and
18 unaccounted-for ("LUFG") and company use experience;
19 ¢ The costs associated with fuel retention discounts should be recovered
20 from all customers by increasing the Company’s generally applicable fuel
21 retention charge to 10 percent;
22 « Standards should be adopted with respect to the discounting of fuel
23 retention and base rate charges under which Equitable cannot discount
24 fuel retention charges by a greater percentage than it has discounted the
25 applicable base rate charges;
26 e FEquitable’s proposal to include carrying charges on deferred storage
27 withdrawals should be rejected;
28 . « Equitable should be given authority to proceed with its hedging program;
29 ¢ Equitable’s exchange transactions have had an adverse impact on PGC
30 customers, and PGC rates shouid be adjusted to eliminate the adverse
31 impact of these transactions; and
32 ¢ Equitable should make a demonstration that its decision not to proceed
33 under Virginia Power Energy Marketing storage management services
34 arrangement was consistent with least cost gas procurement. If it cannot
35 do so, PGC customers should be credited with the benefits which would
36 have accrued under the arrangement.

Direct Testimony of Jerome D. Mierzwa Page 3
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WHAT IS THE OVERALL IMPACT OF YOUR RECOMMENDATIONS ON
EQUITABLE'S 2006 PGC RATE?
As shown on Schedule JDM-1, my recommendations result in a decrease in
Equitable's 2006 PGC rate of 14 cents to $11.14 per Mcf from the $11.28 per Mcf

rate proposed by the Company.

Il. BACKGROUND

BEFORE CONTINUING, PLEASE DESCRIBE THE TIME PERIODS
RELEVANT TO YOUR INVESTIGATION. |
The historic review period refers to the time period February 1, 2005 through
January 31, 2006. As part of the 1307(f) review process, Equitable's actual gas
procurement activity during the historic review period is examined for consistency
with least cost gas procurement standards. The 2005 PGC period consists of the
period October 1, 2005 through September 30, 2006. Actual and projected
purchased gas costs and revenues experienced by Equitable during the 2005
period are reconciled, and any undercollections or overcoliections are reflected in
determining thé PGC rate applicable during the 2006 PGC period. The 2006
PGC period extends from October 1, 2006 through September 30, 2007. The
2006 PGC rate will reflect estimated purchased gas costs for that period,
adjusted for 2005 PGC period purchased gas cost net undercoliections or
overcollections. .
BRIEFLY DESCRIBE EQUITABLE’S CURRENT GAS SUPPLY
DELIVERY ARRANGEMENTS.
Gas supplies are delivered to Equitable under various transportation

arrangements with its interstate pipeline affiliate, Equitrans L.P. (“Equitrans”).

Direct Testimony of Jerome D. Mierzwa Page 4




(== I (o B = e T = I &) B - S o B b R

N N N N N A s o e A A e
BOW N A O @ N OO O R W N A

Equitable is not directly interconnected with any other interstate pipeline.
Equitrans’ facilities are located primarily in the Appalachian region of
Pennsylvania and West Virginia. Insufficient quantities of gas are available for
purchase in Equitrans’ and Equitable's service territories to meet Equitable’s
requirements. Therefore, gas must be delivered to Equitrans from other
producing regions such as the Gulf Coast of the United States. To accomplish

this, Equitable reserves firm capacity on interstate pipelines upstream of

‘Equitrans which provides for the delivery of gas from more remote gas producing

regions to Equitrans. The primary upstream interstate pipeline delivering gas to
Equitrans on Equitabie’s behalf is Texas Eastern Transmission. Gas delivered
by Texas Eastern or other interstate pipelinés to Equitrans may be delivered to.
Equitable on a current basis, or injected into Equitrans’ storage facilities and
redelivered at a later time. Equitable purchases storage service from Equitrans
under several rate schedules. Equitable also purchases storage service from
Dominion TraﬁsmiSSion, Inc. ("DTI"). Deliveries by Texas Eastern are utilized to
fill DTI storage. Gas withdrawn from DTI storage is delivered to Equitable by
Equitrans. Small quantities of Appalachian region gas supplies are delivered

directly to Equitable’s system.

Ill. DESIGN PEAK DAY AND CAPACITY ENTITLEMENTS

WHAT IS A DESIGN PEAK DAY?
Design peak day is an extremely cold day that is expected to occur once every
10 to 20 years which a natural gas distribution company (“NGDC"} selects and -

utilizes for capacity planning purposes. An NGDC would generally estimate its

Direct Testimony of Jerome D. Mierzwa

Page 5




—

| e T 1 T L 1 o o A N N N N A Gy
g W N A O O N R W NN -

e & R = s T => I & 1 B - /% B A&

customers’ requirements (or demands) under design peak day conditions and

secure various capacity resources sufficient to meet those requirements.
WHAT DESIGN PEAK DAY CRITERIA IS USED BY EQUITABLE FOR
CAPACITY PLANNING PURPOSES?

The design peak day utilized by Dominion Peoples is a winter day with a mean

temperature of -10°F (75 heating degree days) and an average windspeed of

15.8 mph.
DOES EQUITABLE SECURE CAPACITY TO PROVIDE FOR THE

DELIVERY OF GAS SUPPLIES TO ITS SYSTEM IN SUFFICIENT
QUANTITIES TO SERVE ALL OF ITS CUSTOMERS?
No. Equitable reserves suﬁiéient capacity to meet the design peak day
requirements of its PGC sales and its small customer choice transportatioﬁ
customers. General transportation customers are responsible for securing their

own capacity. Equitable reserves capacity to meet the balancing and standby

. requirements of its general transportation customers.

HOW DO THE CAPACITY REQUIREMENTS OF EQUITABLE’S

CUSTOMERS COMPARE TO THE CAPACITY PORTFOLIO SECURED

BY EQUITABLE?
Equitable has secured a total of 473,091 Dth per day of capacity. This includes
458,091 Dth of interstate pipeline capacity and 15,000 Dth of Appalachian gas
supplies which are delivered directly to the Equitable system. Equitable projects
the total design peak day capacity requirements of its customers to be 480,883
Dth. Of these requirements, 443,430 Dth is necessary to serve PGC sales and
choice transportation customers, 24,168 Dth is necessary for the provision of -

standby service and 13,285 Dth is necessary for the provision of balancing

Direct Testimony of Jerome D. Mierzwa
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service to general delivery service transportation customers. Thus, based on
Equitable’s projections, the Company currently has a capacity shortfall of
approximately 8,000 Dth (480,833 Dth minus 473,091 Dth).

BRIEFLY DESCRIBE HOW EQUITABLE DEVELOPED ITS ESTIMATE

OF DESIGN PEAK DAY DEMANDS.
Equitable utilized a multiple regression analysis to develop a predictive equation
that models total daily system requirements (or sendout). That is, based on
historical daily data, Equitable develops an equation that forecasts the daily
sendout of all customers on its system based on daily heating degree days
("HDD”} and windspeed. The Company’s selected design peak day criteria are
then input into thé equation to arrive at a forecast of total system sendout under
design peak day conditions. The sendout of general transportation customers is
deducted from the total system design peak day sendout estimate to determine
the amount of capacity that Equitable should reserve to serve its PGC and choice
transportation customers. .

| WHAT IS THE PREDICTIVE EQUATION CURRENTLY UTILIZED BY
EQUITABLE PEOPLES FOR ESTIMATING TOTAL SYSTEM SENDOUT?

~ The predictive equation utilized by Equitable in this proceeding is as follows

(Dth):

Total Sendout = 38,539.8 + (8,032.8 x 75 HDD) + (-233.7 x 15.8 MPH)
This equatjon is determined from Equitable’s multiple regression analysis. The
constant in the equation (38,539.8) reflects estimated daily non-temperature
sensitive usage on the Equitable’s system. The eduation further indicates that

daily sendout will increase by 8,032.8 Dth for each heating degree day

Direct Testimony of Jerome D. Mierzwa
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experienced and will decline by 233.7 Dth for each 1 MPH increase in the
average daily windspeed.

WHAT IS THE COMPANY'S TOTAL SYSTEM DESIGN PEAK DAY

SENDOUT FORECAST?
The total system sendout forecasted by the Company’s predictive equation under
design peak day conditions is 637.,308 Dth.

HOW ARE THE PREDICTIVE CAPABILITIES OF A MODEL SUCH AS

THE COMPANY'S TYPICALLY MEASURED?
In multiple regression analysis, the value of a dependent variable is estimated
based on the values of the independent variables. in the Company’s model, the
dependent variable is total system sendout, and the independent variables are
heating degree days and windspeed. The accuracy of the predictive capabilities
of a model such as the Company’s sendout model can typically be measured by
the R-Squared. The R-Squared measures the degree to which the equation
explains the historical variation in the dependent variable, and the equation’s
ability to explain historical variation can sometimes be used as a proxy to gauge
the model's predictive capabilities. At one extreme, an R-Squared of 0 indicates
that the equation cannot explain any of the historical variation of the dependent
variable. An R-Squared of 1 indicates that the model fully explains the variation
in the dependent variable. The R-Squared of the Company’s model is .8434.
This means that during the historical period analyzed by the Company, the
independent variables were able to predict approximately 94 percent of the
variation in the dependent variable sendout.

UNDER WHAT CIRCUMSTANCES WOULD THE R-SQUARED NOT BE

A GOOD INDICATOR OF A MODEL’S PREDICTIVE CAPABILITIES?

Direct Testimony of Jerome D. Mierzwa Page 8
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The R-Squared would not be a good indicator of a model's predictive capabilities
if the underlying behavior experienced during the historical period is not reflective
of behavior during the future period.

WHAT HISTORICAL TIME PERIOD WAS UTILIZED TO DEVELOP THE

COMPANY'S PREDICTIVE EQUATION?
Equitable utilized January and February 2005 daily sendout, temperature and
windspeed data to develop its predictive equation.

DOES THE MODEL DEVELOPED BY EQUITABLE PROVIDE A

REASONABLE ESTIMATE OF THE COMPANY’S DESIGN PEAK DAY

SENDOUT?
No, it does not. As shown on Schedule JDM-2, | have utilized the Company's
predictive equation to calculate projected total sendout for each day during the
period January 2006 through February 2006 based on actual heating degree
days and windspeed. As shown there, on all but one day during this 59-day
period, the Company’s model overestimated actual s_endout. For the entire
period, on average, the Company’s model overestimated actual sendout by over
11 percent. If the Company’s model produced reasonable estimates, it would be
expected that the model would have both overestimated and underestimated
actual sendout on a nearly equal number of days, and that on average, the
difference between estimated and actual sendout would be near O percent. This
is because arithmetically, under multiple regression analysis, the sum of the
errors of the regression equation is zero. That is, the resulting regression
equation reflects the line which minimizes forecast error. To do this, the sum of

the errors must be zero.

Direct Testimony of Jerome D. Mierzwa . Page 9
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WHY DO YOU BELIEVE THAT THE COMPANY’S MODEL

CONSISTENTLY OVERESTIMATES ACTUAL SENDOUT?
Gas prices during the winter of 2005-20086, like energy prices in general, were
significantly higher than the prices that existed during the period utilized to
develop the Company’s model. In response to these high gas prices, Equitable’s
customers have reduced their demand for natural gas. It is anticipated that
natural gas prices will remain high for the foreseeable future.

HAVE YOU PREPARED AN ALTERNATIVE FORECAST OF

EQUITABLE'S TOTAL SYSTEM DESIGN PEAK DAY SENDOUT?
Yes. | have prepared an alternative forecést of Equitable’s total system design
peak day sendout using the Company’s model structure based on data‘from the
period January through February 2006. The alternative forecast is presented on
Schedule JDM-3. The alternative forecast estimates total system design peak
day sendout to be 575,307 Dth, which is approximately 62,000 Dth less than the
Company'’s projection. A portion of the decline in Equitable’s design peak day
sendout is attributable to reduced usage by general transportation customers for
which Equitable does not secure capacity. As shown on Schedule JDM-4, |
estimate that of the 62,000 Dth reduction to design peak day requirements,
approximately 25,000 Dth is attributable to the reduced demands of general
transportation customers. In addition, as previously indicated, Equitable had
secured approximately 8,000 Dth less capacity to meet.the requirements of the
customers on whose behalf it secures capacity. Thus, Equitéble currently
secures approximatély 30,000 Dth of capacity in excess of its customers design

peak day requirements.

Direct Testimony of Jerome D. Mierzwa Page 10
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WHAT COURSE OF ACTION DO YOU RECOMMEND EQUITABLE

PURSUE?
Equitable just recently entered into 5-year contracts for capacity based on its
overstated design peak day forecast. Equitable should have recognized that
high gas prices could impact on its customers’ requirements, and incorporated
the botential for such in its contracting practices. It did not. Equitable should
aggressively pursue the realignment of its interstate pipeline capacity portfolio to
match the design peak day sendout requirements of its customers. This would
include attempting to renegotiate its current contracts, releasing excess capacity
and examining whether its proposed merger with Dominion Peoples will provide
opportunities to shed capacity.

HAVE YOU PREPARED A SCHEDULE QUANTIFYING THE IMPACT OF

" YOUR RECOMMENDATION?

No. At this time, the extent to which Equitable will be able to realign its capacity
portfolio and any associated cost savings is uncertain, therefore, an adjustment

to purchased gas costs is not warranted at this time.

IV. FUEL RETENTION CHARGES

WHAT ARE FUEL RETENTION CHARGES?
A porﬁoh of the gas delivered to an NGDC is lost or otherwise unaccounted-for
(‘LUFG"). In addition, a portion of the gas delivered to an NGDC is used in
company operations. Currenfly, approximately 5.0 percent of deliveries to
Equitable are either LUFG or used in company operations (collectively “losses”).
That is, for example, if 1,000 Mcf is delivered to Equitable, only 9,500 Mcf is

delivered to customers. For sales customers, LUFG and company-use gas is

Direct Testimony of Jerome D. Mierzwa Page 11
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recovered through PGC rates. For transportation customers, these losses are
typically recovered through a fue! retention charge. That is, if the fuel retention
charge is 5.0 percent, and if a tr;anqurtation customer expects to consume 9,500
Mcf, it must deliver 1,000 Mcf to Equitable. The 500 Mcf difference would be
retained by Equitaﬁle as compensation for LUFG and company use gas.
HAS THE COMPANY HISTORICALLY DISCOUNTED ITS FUEL
RETENTION CHARGE?
Yes. The discounting of fuel retention charges was addressed -by the
Commission in the Company's 2005 130?(f) proceeding (Docket No. R-
00050272).
WHAT DID THE COMMISSION FIND WITH RESPECT TO THE
DISCOUNTING OF FUEL RETENTION CHARGES IN THE COMPANY'S
2005 1307(f) PROCEEDING? .
The Commission found that Equitable was discounting fuel retention charges in
response to competition from other Pennsylvania NGDCs, and that the costs
associated with these discounts were being recovered from PGC customers.
The Commission found that this was not a reasonable practice, and ruled that
fuel retention charges could only be discounted under certain circumstances.
More specifically, the Commission determined that, effective October 1,
2006, a two pronged test must be administered in order to determine if it is
reasonable to discount fuel retention charges. First, the individual customer must

fall under at least one of the foliowing circumstances:

1. A customer may obtain service through a direct bypass;

2. A customer receives service through facilities which do not incur the
system average retainage percentage,
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3. A competitive offer is received from a non-jurisdictional entity;

4. Economic development and job retention issues impact the rate paid
by the customer,;

.
»

5. A customer receives a bona fide competitive offer from an alternative
energy source; or

6. Other instances in which a utility has properly exercised its discretion.

Second, the existing customer charges should also recover the marginal cost of
delivering gas to ensure a contribution to fixed costs.

WHAT IS THE COMPANY PROPOSING WITH RESPECT TO THE

DISCOUNTING OF FUEL RETENTION CHARGES IN THIS

PROCEEDING?
There are currently seven customers that Equitable offers discounts from the
otherwise applicable 5 percent fuel retention charge. These customers are
identified numerically on Equitable Exhibit JMQ-1. For Customer 1, effective
October 1, 2006, this discount will no longer be offered. Therefore, there are six
customers for whom the discounting of fuel retention charges remains an issue.
For Customer 2, the Company claims that the actual level of losses from the
pipeline facilities which serve this customer is 1.5 percent, and based on a fuel
retention charge gbf 1.5 percent, Customer 2 will provide a contribution to fixed
costs. Customers 3 and 4 provide a contribution to fixed costs at the otherwise
applicable 5 percent fuel retention charge. Customers 5 and 6 also provide a
contribution to fixed costs based on the 5 percent fuel retention charge; however,
none of the six circumstances which the Commission required to offer a fuel
retention charge discount apply to Customers 5 and 6. Customers 5 and 6
receive a fuel retention charge discount as a result of competit.ion with another

Pennsylvania NGDC. The Company contends that Customer 7 receives service

Direct Testimony of Jerome D. Mierzwa

Page 13




O 0 ~N O O AW N -

N R RN NN N A A e e wA e ah A e
A W N 2O WO R WN a,D

through dedicated facilities served directly by an interstate pipeline, and that no
fuel retention charge should be assessed to this customer.

With respect to the fuel retention charge discounts currently provided to
Customers 5 and 6, if the Commission denies recovery of the costs associated
with the discount, the Company is requesting that the Commission issue an order
declaring that the contracts with these customers are illegal and unenforceable
and order Equitable to immediately begin negotiation with these customers to
obtain a fuel retention charge consistent with the Commission’s policy.

DOES THE COMPANY'S ANALYSIS SUPPORT A FINDING THAT THE

DISCOUNTS OFFERED TO THE REMAINING SIX CUSTOMERS -

SATISFY THE COMMISSION'S REQUIREMENTS AS SET FORTH IN

THE COMMISSION'S ORDER AT DOCKET NO. R-000502727
For Customers 1-4 and 7, the Company’s analysis appears to support a finding
that the discounts satisfy the requirements set forth by the Commission in Docket
No. R-O{5050272. However, as discussed below, there are several modifications
to the discounting of fuel retention charges and the recovery of the associated
costs that should be adopted. First, the fuel retention charge included in the
analysis of whether a customer provides a contribution to fixed costs should be
increased to 7.9 percent. Second, the costs associated with fuel retention
charge discounts should be recovered from all customers, not just PGC sales
customers. Finally, standards should be adopted with respect to the discounting
of retainage charges and base rates.

WHY SHOULD EQUITABLE UTILIZE A FUEL RETENTION CHARGE OF

7.9 PERCENT IN ITS ANALYSIS OF WHETHER A CUSTOMER

PROVIDES A CONTRIBUTION TO FIXED COSTS? '

Direct Testimony of Jerome D. Mierzwa Page 14
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Over the past three years, LUFG has averaged 6.9 percent of total deliveries.
Company use is approximately 1.0 percent of total deliveries. Since the fuel
retention charge is intended to recover the costs associated with LUFG and
company-use, the fuel retention charge utilized in the Company’s analysis should
be increased to 7.9 percent. |

WHY SHOULD THE COSTS ASSOCIATED WITH FUEL RETENTION

CHARGE DISCOUNTS NOT BE RECOVERED SOLELY FROM PGC

CUSTOMERS?
Approximately 50 percent of the Company’s throughput is transportation service.
Since all gas is subject to being lost and otherwise unaccounted for, and since all
services are supported by company operations that also utilize gas, there is no
basis to limit the recovery of fuel retention charge discounts to only PGC
customers. |

HOW COULD FUEL RETENTION CHARGE DISCOUNTS BE

RECOVERED FROM TRANSPORTATION CUSTOMERS WHO DO NOT

RECEIVE A DISCOUNT?
To recover fuel retention charge discounts from transportation cdstomers who do
not receive a discount, the fuel retention charge assessed to these customers
should be increased to recover a pro rata share of the discounts. This would be
accomplished by raising the generally applicable retainage charge to 10 percent
(Schedule JDM-5). This recommended fuel retention charge reflects Equitable’s
recent loss experience of 7.9 percent and a pro rata allocation of discounts. If the
retainage charge is not increased, transportation customers would continue to be
assessed a retainage charge of 5 percent, while PGC customers woﬁld

effectively pay a retainage charge of nearly 13 percent (Schedule JDOM-5). This
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disparity would occur because in addition to paying for retainage on a system
average basis, PGC customers would also be paying for all of the fuel retention
charges not collected from transportation customers.
WHAT IS YOUR CONCERN WITH RESPECT TO THE ABILITY OF
EQUITABLE TO DISCOUNT BOTH BASE RATES AND FUEL
RETENTION CHARGES?
By granting discounts to fuel retention charges, Equitable is able to increase the
recovery of base rate margins from the transportation customers to whom
discounts are granted. The cost of these fuel retention discounts would then be
automatically recovered from other customers through the operation of the PGC
mechanism. These discounts may be substantial, especially as gas costs have
increased. It is unreasonable to leave to Equitable’s discretion the extent to
which fuel retention charge discounts should be granted to select customers in
competitive situations, while offering Equitable the ability to automatically collect
these discounts through its PGC rates. Standards should be established with
respect to the discounting of base rates and fuel retention charges.
WHAT STANDARDS DO YOU RECOMMEND?
| recommend that Equitabie not discount fuel retention charges to a
transportation customer by a greater percentage than it has discounted the
applicable base rate charges.
ARE YOU PROPOSING AN ADJUSTMENT TO PGC RATES TO
REFLECT THE ADOPTION OF YOUR RECOMMENDATIONS
CONCERNING FUEL RETENTION CHARGES AND DISCOUNTS?
No. The PGC rates projected in the Company’s filing generally assume that the

same retainage charge assessed to transportation customers will be applicable
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to PGC customers. As just explained, Equitable is proposing to recover fuel
retention charge discounts solely from PGC customers, and the fuel retention
charge currently assessed to other non-discounted transportation customers (5
peréent) is less than the Company’s recent loss experience (7.9 percent). As a
result, PGC customers will effectively pay a higher fuel retention charge than
transportation customers. This higher charge is not reflected in the Company's
PGC rate projections. The cost consequences of the higher fuel retention charge
to PGC customers will not be realized until actual gas costs and gas cost
recoveries are reconciled. Therefore, | am not proposing an adjustment to PGC
rates to reflect my recommen&ations concerning retainage charges. However, |
have prepared Schedule JDM-5 to show the impact of adopting my
recommendations on the gas costs of PGC customers during the reconciliation of
actual gas costs and recoveries. As shown here, my recommendations would

decrease the gas costs of PGC customers by approximately $9.0 miilion.

V. CARRYING COSTS ON GAS IN STORAGE INVENTORY

© WHAT IS EQUITABLE PROPOSING IN THIS PROCEEDING WITH

RESPECT TO CARRYING COSTS ON GAS IN STORAGE INVENTORY?
The costs associated with purchasing gas supplies that are injected into storage
during the summer are initially paid for by the Company. During the winter, when
those gas supplies are withdrawn, the Company is reimbursed by PGC
customers for the cost of the gas injected into storage. The Company is
responsible for the carrying charges associated with the gas in storage inventory.
As explained in greater detalil in the testimony of Equitable witness Stephen C.

Rafferty, there are times when the cost of purchasing gas may be less expensive
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than the cost of gas in storage inventory. Under such circumstances, the

Company claims that it may be beneficial to PGC customers to defer the

“withdrawal of gas from storage. The Company is proposing that if such

circumstances are presented, that it be able to include as a purchased gas cost
the carrying charges associated with the deferred storage withdrawals.

SHOULD EQUITABLE'S PROPOSAL CONCERNING THE CARRYING

CHARGES ON DEFERRED STORAGE WITHDRAWALS BE ADOPTED?
No, Equitable's proposal should be rejected. The recovery of carrying charges
on gas in storage inventory is provided for in an NGDC's base rates. Equitable’s
current base rates currently include an allowance for the recovery of storage
inventory carrying charges. Since its last base rate case in 1996, Equitable has
experienced cost increases as well as cost decreases which affect the level of
base rate margins it is able to realize. The Company’s desire to selectively
adjust one element of base rates while ignoring other items which may have
increased base rate margins constitutes single issue ratemaking and should be
rejected. In addition, the Company’s proposal is vague and incomplete,
containing no details as to how carrying charges on deferred‘withdrawals will be

determined.

VI. HEDGING PROGRAM

DOES EQUITABLE CURRENTLY HAVE A FORMAL HEDGING
PROGRAM?
No. However, the Commission’s Order in last year's 1307(f) proceeding at

Docket No. R-00050272 directed the Company to prepare and submit a formal
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hedging program. The Company's propo;c,ed hedging program is included as
Attachment B to the testimony of witness Rafferty.
BRIEFLY DESCRIBE SOME OF THE SALIENT FEATURES OF
EQUITABLE'S PROPOSED HEDGING PROGRAM.
Equitabie is proposing to hedge between 25 and 50 percent of its projected
summer monthly purchases and 10 to 20 percent of its monthly winter
purchases. Equitable will use NYMEX futures contracts and fixed priced physical
purchases to hedge its gas supplies. Generally, purchases will be hedged 4 to
18 months prior to delivery. Equitable met with stakeholders to explain its
hedging plan proposal and to answer questions.
SHOULD EQUITABLE BE GIVEN APPROVAL TO PROCEED WITH ITS
HEDGING PROGRAM?

Yes. Equitable’s proposed hedging program appears reasonable.

Vil. EXCHANGE REVENUES

BRIEFLY DESCRIBE EXCHANGE TRANSACTIONS.
There are two primary types of exchange transactions -- parks and loans. Under
a park transaction, an NGDC accepts the delivery of gas from a third-party during
a particular period, typically over a month, and returns the gas to the third-party
at a later point in time. Under a ioan tranéaction, an NGDC delivers gas to a
third-party during a particular period, and the gas is returned by the third-party at
a later point in time. NGDCs are compensated by third-parties for performing
these transactions.

COULD YOU IDENTIFY IN GREATER DETAIL THE COMPANY'S

REVIEW PERIOD EXCHANGE TRANSACTIONS?
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Yes. Equitable engaged in three park transactions during the period subject to
review in this proceeding. Shown below are the salient features of each

transaction.

Summary of Review Period Exchange Park Activity
- Delivery to Returned Monthly Total
No. Company by Company Quantity Fee
1 April 2005 December 2005 | 200,000 $150,000
2 May 2005 November 2005 300,000 165,000
3 July 2005 December 2005 | 155,000 155,000
Total $470,000

HOW ARE THE REVENUES GENERATED BY THESE EXCHANGE
TRANSACTIONS TREATED?
Exchange transaction revenues are shared 75 percent to PGC customers and
the Company retains 25 percent.
DID EQUITABLE’'S EXCHA.NGE TRANSACTIONS HAVE AN ADVERSE
IMPACT ON PGC CUSTOMERS?
Yes. When Equitable accepts the delivery of gas under an exchange
transaction, that gas is either injected into storage or is used by Equitable to
meet current customer requirements. When the gas is returned, Equitable must
either withdraw additional gas from storage or purchase additional gas supplies.
Under the identified exchange transactions, the price of gas was significantly less
when gas was delivered to Equitable than when Equitable returned the gas. This
adversely affected PGC customers as the following example demonstrates.
“Under exchange transaction one, Equitable accepted the delivery of gas in
April 2005, when the market price of gas was $7.323 per Dth, and returned that

gas in November 2005 when the market price of gas was $11.180 per Dth. in

Direct Testimony of Jerome D. Mierzwa

Page 20




O 0 ~N OO O AN -

N N N N N A a e A A A A oA e
B W N 2O O 0N, R W N - O

order to return this gas, Equitable would have beén required to purchase more
$11.180 per Dth gas than it would have absent the obligation to return the gas.
The gas returned in November 2005 may have been withdrawn from storage, but
the withdrawn gas could have permitted Equitable to defer the purchase of
$11.180 per Dth gas. Either way, the exchange transaction caused Equitable to

purchase additional gas at $11.180 per Dth. In essence, Equitable accepted gas

worth $7.323 per Dth and paid it back with $11.180 per Dth gas, with PGC

customers responsible for the cost difference.
IS THE REVEALED FUTURE MARKET PRICE OF GAS AT THE TIME
EQUITABLE AGREED TO THESE EXCHANGE TRANSACTIONS A
RELEVANT CONSIDERATION?
No. By agreeing to these exchange transactions as it did, all of the risk that gas
prices would be higher when gas was returned was placed on PGC customers.
Equitable bore none of the risk. This is unreasonable. Equitable could have
engaged in financial transactions which would have reduced this risk for PGC
customers, but it elected not to do so.
WHAT WAS THE ADVERSE IMPACT OF EQUITABLE’S EXCHANGE
ACTIVITIES ON PGC CUSTOMERS?
As shown on Schedule JDM-6, the adverse impact of these transactions on PGC
customers was increased costs of $3,548,200, and PGC rates should be
adjusted accordingly.
HAS THE COMMISSION PREVIOUSLY I-=OUND THAT EQUITABLE'S
| EXCHANGE TRANSACTIONS ADVERSELY AFFECTED PGC
CUSTOMERS?
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Yes. Inthe Company's 2005 1307(f) proceeding at Docket No. R-00050272, the
Commission found that Equitable’s exchange activities adversely affected PGC
customers and ordered the Company to compensate PGC customers for the

adverse impact.

Vill. VIRGINIA POWER ENERGY MARKETING
STORAGE MANAGEMENT ARRANGEMENT

PLEASE DESCRIBE THE STORAGE MANAGEMENT ARRANGEMENT

PROPQOSAL EQUITABLE RECEIVED FROM VIRGINIA POWER

ENERGY MARKETING (“VPEM?).
On December 10, 2004, Equitable received a proposal from VPEM for storage
management services. Under that proposal, effective December 1, 2005 through
March 31, 2007, Equitable would release 1,750,000 Dth of its seasonal DT!
storage capacity and 35,000 Dth per day of related daily storage transportation
capacity. VPEM would then deliver gas from DT! storage during the winter at
predetermined daily quantities. These daily quantities ranged from 9,695 Dth to
15,062 Dth. In the summer, VPEM would refill the DTl storage and charge
Equitable DTI index prices for this gas. In return, VPEM agreed to pay Equitable
$2.6 million over the term of the arrangement. Equitable initially accepted
VPEM's storage management services proposal. Equitable had a similar
arrangement with VPEM during the 2004 PGC period.

Under the proposed arrangement with VPEM, Equitable was to be paid
$1.3 million in June 2005, and the remaining payment was to be made after the
December 1, 2005 effective date. At the time of the proposal, Equitable had in

place an incentive mechanism which would have entitied the Company to fully
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retain the initial June 2005 payment of $1.3 million. The remaining payment
would have been shared with PGC customers.

DID VPEM BEGIN PROVIDING STORAGE MANAGEMENT SERVICES

TO EQUITABILE ON DECEMBER 1, 20057
No. In last year's 1307(f) proceeding, the OCA argued that this arrangement with
VPEM created additional risk of higher gas costs for PGC customers. Because
of this increased risk, the OCA argued that the $2.6 million fee to be realized
under the arrangement should be fully credited to PGC customers. In his
Recommended Decision (“RD"), the ALJ agreed with the OCA that the VPEM
arrangement placed additional risks upon PGC customers and recommended
that the VPEM payment be fully credited to PGC costs. In response to the ALJ’s
RD, Equitable made a decision to rescind the VPEM storage services
arrangement. The parties ana the Commission did not learn of Equitable’s
decision to rescind the VPEM agreement until Equitable filed Exceptions in that
proceeding. In the Commission’s September 28, 2005 Order, the Commission
granted Equitable’s exception in part and found that it was within Equitable’s
managerial discretion to cancel the VPEM agreement and, therefore, there was
no longer an issue surrounding disposition of the VPEM storége services fee.
However, the Commission’s September 28, 2005 Order expressly made no
finding whether Equitable’s rescission of the VPEM agreement was consistent
with least cost procurement principles and stated that the iséue could be raised in
Equitable's 2006 1307(f) procéeding. Equitable filed a Petition for
Reconsideration seeking reconsideration of the Commission's determination that
the decision to rescind the VPEM agreement could be reviewed in Equitable’s

1307(f) proceeding. In its Order on Reconsideration entered February 27, 2006,
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the Commission granted Equitable’s request for reconsideration and held that the
decision to rescind the VPEM contract was within Equitable’'s managerial
discretion and that there was no longer any issue remaining for review in the
2006 1307(f) proceeding. The OCA has appealed this Order, and one of the
issues pending in that appeal is whether the Commonwealth Court should
remand to the Commission the issue of whether Equitable’s decision to rescind
the contract should be subject to review in this year's 1307(f) proceeding.

WHAT 1S YOUR CONCERN WITH EQUITABLE'S DECISION NOT TO

PROCEED WITH THE VPEM ARRANGEMENT?
| east cost gas procurement principles shouid have determined whether to
proceed under the VPEM storage services arrangement. That is, if the payments
from VPEM to Equitable represented a reasonable payment for incurring the
additional risk posed by the VPEM agreement, -Equitable should have proceeded
with the arrangement.

DID EQUITABLE PERFORM ANY SORT OF ANALYSIS TO DETERMINE

THE IMPACT OF THE VPEM ARRANGEMENT ON PGC CUSTOMERS

BEFORE DECLINING THE PROPQOSAL?
No.

.WHAT DO YOU RECOMMEND?
I recommend that Equitable make a demonstration that its decision not to
proceed under the VPEM arrangement was consistent with-least cost gas
procurement. If Equitable cannot do so, | recommend that PGC customers be
credited with the benefit that would have accrued under the VPEM arrangement.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.
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Company Projection

Adjusted Cost of Gas

OCA Adjustments

Exchange Transactions

OCA Adjusted Cost of Gas

Projected Sales

OCA 2006 PGC Rate

Company 2006 PGC Rate

OCA 2006 PGC Rate Adjustment

Schedule JDM-1

EQUITABLE GAS COMPANY

Summary of OCA Adjustments to 2006 PGC Rate

(Mcf)

Amount

Source

$273,622,391

{$3,548,220)

$270,074,171

24,249,100

$11.14

$11.28

{$0.14)

ltem 53.64(a), Section |, Part A, Sheet 1

Schedule JOM-8

ltem 53.64(a), Section |, Part A, Sheet 1

ltem 53.64(a), Section |, Part A, Sheet 1



Schedule JDOM-2
EQUITABLE GAS COMPANY

Comparison of Actual and Projected Sendout Utilizing Company Model

(Dth)
January 2006 February 2006
Day Actual Projected Difference Day Actual Projected Difference
1 195,397 246,061 50,664 1 225,579 245,850 20,271
2 194 377 213,806 19,529 2 163,208 181,915 18,707
3 200,957 230,369 29,412 3 193,045 237,677 44,632
4 178,219 205,406 27,187 4 215,643 228,756 13,113
5 261,378 293,393 32,0158 5 311,762 331,867 20,205
6 333,980 357,585 23,605 6 295,587 324,776 29,189
7 294 148 309,856 15,708 7 308,091 349 879 41,788
8 188,322 189,340 1,018 8 330,091 374,165 44,074
g 185,712 204,821 19,108 9 324,675 365,805 41,130
10 162,702 206,107 43,405 10 285,347 318,356 33,008
" 161,135 172,737 11,602 11 281,701 325,921 44,220
12 165,051 173,508 8,457 12 327,337 373,534 46,197
13 116,491 149,386 32,895 13 314,960 332,926 17,966
14 315,988 323,514 7,525 ) 14 214,867 236,953 22,086
15 297,129 342,080 44 951 15 142,823 149,059 6,236
16 244,024 262,336 18,312 16 123,956 148,989, 25,033
17 204,459 220,537 16,078 17 271,565 356,042 84,477
18 320,777 300,210 (20,567} 18 420,517 477,703 57,186
19 171,881 197,118 25,235 19 364,563 422,478 57,915
20 117,371 124,938 7,567 20 296,048 341,987 45,939
21 244,440 253,299 8,859 21 269,905 293,673 23,768
22 222,483 261,939 39,456 22 209,534 246,224 36,690
23 262,504 294,398 31,894 23 225,510 268,338 42 826
24 266,417 276,626 10,209 24 244 831 269,715 24 884
25 341,130 348,384 7,254 25 257,103 268,149 11,046
26 365,871 366,132 261 26 343,070 389,763 46,693
27 252,946 278,425 25,479 27 320,627 373,978 53,351
28 175,237 181,798 6,561 28 268,934 334,071 65,137
29 160,417 164,681 4,264 -
30 171,024 213,509 42,485
31 268,422 293,556 25,134
Subtotal 7,040,390 7,655,951 615,561 © 7,550,878 B,568,647 1,017,768
B.7% 13.5%
TOTAL ) 14,581,269 16,224,508 1,633,329"

11.2%



Dependent Variable: Dth
Method: Least Squares
Sample(adjusted): 1/02/2006 2/28/2006

EQUITABLE GAS COMPANY

Estimate of Design Peak Bay Sendout

(Dth)

Included observations: 58 after adjusting endpeints

Convergence achieved after 7 iterations

Variable

Constant

Heating Degree Days
Average Wind Speed
AR(1)

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
Durbin-Watson stat

Inverted AR Roots

Projected Design Day Sendout:

Constant

Heating Degree Days

Wind

Company Forecast

OCA Adjustment

Coefficient

26,158.44
6,997.79
1,5638.87

0.17

0.9540

0.9515

15,573.5700
13,100,000,000.0000
(640.1193)

1.9374

0.1700

75
15.8

Based on Sendout from January - February 2006

Standard Error

9,075.80
258.28
686.88

0.15

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
F-statistic
Prob(F-statistic)

Schedule JOM-3

t-Statistic

2.88
27.09
2.24
1.18

Probability

0.0057
0.0000
0.0292
0.2425

248,204.7000
70,711.3000
222110
22.3531
3737012 |
0.0000

26,158
524,824
24,314

575,307

637,308

(62,001)



EQUITABLE GAS COMPANY

Calcufation of Excess Capacity
(Dth)

OCA Adjustment to Desigh Peak Day Forecast
Excess Capacity in Current Portfolio
Projected Transportation Reguirements

2005 (Exhibit JSN-3) 193,879
2006 169,422

Change in Design Day Transportation Requirements

Adjustment to Capacity Requirements

Schedule JDM-4

(62,001)

(8,000)

(24,457)

(29,544)



Schedule JOM-5

EQUITABLE GAS COMPANY

Estimated Impact of Retainage Recommendalions on PGC Customers

(Mcfh

Projected 2006 PGC Period Volumes

PGC Sales
Transportation

Total
Fuel Charge Discounted Volumes

Total Non-Fuel Discounted Volumes
Total Transportation Non-Fuel Discounted Velumes

Actual Loss Experience 7.90%
Required Retainage

Retainage from Discounted Volumes

Additional Retainage to be Recovered

Retainage as a Percent of Nan-Discounted Valumes 2.94%
Current Retainage Charge 5.00%
Required increase in Retainage Charge 4.94%
Retainage Collected from Transportation Customers at Existing Charge
Retainage from Transportation Customers at Sytem Average
Qvercollection of Retainage from PGC Customers

Cost of Gas

Cost Impact on PGC Custamers

Effective Retainage Charge to PGC Customers

Sourcel/Calculation

24 249,100 OCA-1-2
22,333,591 OCA-I-2
46,582,691 Lines 3 + 4
7,499,641 QCA-li-18, less Customer 1
39,083,050 Line 6 - Line 8
14,833,950 Lined -9

QCA Statement No. 1

3,995,692 (Line 6/1 - Line 13} - Line 6
108,734 QCA-II-18
3,685,958 Line 15 - 47

Line 19/ Line 10

Per Tariff
Line 21-23
780,734 {Line 11/{1 - Line 23} - Line 11
1.637.762 (Line 11/{1 - Line 21) - Line 11
857,018 Line 29 - 27
$10.5400 ltem 53.64(a), Section |, Part A, Sheet 1
$9,032,967 Line 31 x 33 -
12.8% {Line 19 - 27)/ Line 15



Adjustment to the PGC Rates to Remove the
Adverse Impact of Exchange Activities

EQUITABLE GAS COMPANY

Schedule JDM-6

(Dth)
Delivery to Equitable Delivery to Shipper : Market Price
Transaction Month Market Price Month Market Price Quantity | Difference | Adjustment
1 April 2005 $7.323|December 2005 $11.180 200,000 $3.857 $771,400
2 May 2005 $6.748|November 2005 $13.832 300,000 $7.084 $2,125200
3 July 2005 $6.976]|December 2005 $11.180 155,000 $4.204 $651,620
Total $3.548,220
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SURREBUTTAL TESTIMONY OF JEROME D. MIERZWA

I Introduction

WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS AD-
DRESS.
My name is Jerome D. Mierzwa. | am a principal and Vice President with Exeter
Associates, Inc. My business address is 5565 Sterrett Place, Suite 310,
Columbia, Maryland 21044. Exeter specializes in providing public utility-related
consuiting services.
HAVE YOU PREVIOUSLY PRESENTED TESTIMONY IN THIS
PROCEEDING?
Yes. My prepared direct testimony was presented as OCA Statement No. 1.
'~ WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?
The purpose of my surrebuttal testimony is to respond to those portions of the
rebuttal testimony of Equitable’s witnesses Jeffrey S. Nehr, John M. Quinn and

Stephen C. Rafferty that address my direct testimony.

Il. Witness Jeffrey S. Nehr

Issue: Design Day Analysis

Q.

WITNESS NEHR CRITICIZES THE DESIGN DAY STUDY PRESENTED
IN YOUR DIRECT TESTIMONY AND PRESENTS AN ALTERNATIVE
DESIGN DAY STUDY UTILIZING BOTH 2005 AND 2006 HISTORICAL
DATA. THE ALTERNATIVE STUDY INDICATES THAT THE
COMPANY'S DESIGN DAY REQUIREMENTS AND CAPACITY
ENTITLEMENTS ARE IN BALANCE. WHAT IS YOUR RESPONSE? :

Surrebuttal Testimony of Jerome D. Mierzwa Page 1
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At this time | cannot completely respond to witness Nehr’s criticisms and the
alternative study because | cannot validate the results of witness Nehr's
alternative study. | .wiH respond further to witness Nehr upon the receipt and
analysis of the data utilized by witness Nehr. This data has been requested
through discovery.
IS IT UNDERSTANDABLE THAT WITNESS NEHR HAS ELECTED TO
ABANDON THE DESIGN DAY STUDY PRESENTED IN HIS DIRECT
TESTIMONY?
Yes. The design day study presented in witness Nehr's initial testimony was
flawed and simply not defendable. This initial study concluded that customer
usage decreased as wind speed increased. This is inconsistent with rational
relationships and thus witness Nehr's initial study should be given no
consideration.
WITNESS NEHR CLAIMS THAT YOU DID NOT QUANTIFY YOUR
FORECAST THAT NATURAL GAS PRICES WOULD REMAIN HIGH.
WHAT IS YOUR RESPONSE?
It is unnecessary for me to independently prepare a forecast of natural gas
prices. Market prices for natural gas in the future are currently listed on the New
York Merchantile Exchange (‘"NYMEX"). NYMEX prices are widely used as a
natural gas price benchmark. As shown on Schedule JDM-7 attached, natural

gas prices are expected to remain high for the foreseeable future.

WITNESS NEHR CLAIMS THAT THE LACK OF SNOW FALL OR SNOW

COVER CAN REDUCE CUSTOMER USAGE. WHAT IS YOUR REPLY?

Surrebuttal Testimony of Jerome D. Mierzwa
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A. Snow cover can also reduce customer usage. For example,-snow can increase
reflective solar heat gain and can also serve to insulate homes and other

structures.

lll. Witness John M. Quinn

Issue: PBR Design.No. 1

Q. THE COMPANY BELIEVES THAT IT IS ENTITLED TO RETAIN 100
PERCENT OF THE REVENUES GENERATED FROM TRANSACTIONS
HISTORICALLY COVERED BY PBR DESIGN NO. 1 [F THE PBR
DESIGN NO. 1 INCENTIVE MECHANISM EXPIRES. DOES THE OCA
AGREE?

A. No. The transactions historically covered by PBR Design No. 1 include capacity
release, off-system sales and exchange activities. Also included are asset
management arrangements. Counsel advises me that if the PBR Design No. 1 |
incentive mechanism expires, the Company is not entitled to retain any of the
revenues from these transactions. From a policy perspective, the Company’s
proposal is unreasonable. It would result in ratepayers paying all the costs
incurred to support the program, while being totally excluded from any share of

the benefits.

Issue: Fuel Retention Discounts

Q. WITNESS QUINN CLAIMS THAT YOU HAVE COMMITTED TWO
ERRORS IN SCHEDULE JDM-5 WHICH DEVELOP THE FUEL
RETENTION CHARGES APPLICABLE TO THE VARIOUS CUSTOMER
CLASSES. PLEASE ADDRESS MR. QUINN'S FIRST CONCERN.

Surrebuttal Testimony of Jerome D. Mierzwa Page 3
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Witness Quinn claims that | have incorrectly calculated the fuel retention rate for
all transportation throughput to be 7.9 percent. He claims that the appropriate
fuel retention charge for transportation customers with temperature and pressure
compensating meters should be 2.5 percent. Witness Quinn relies on witness
Rafferty for the 2.5 percent charge. Witness Quinn then concludes- that | have
overstated the fuel retention charge applicable to PGC customers. Witness
Quinn claims that the fuel retention charge assessed to PGC customers is 6.4
perce.nt, not the 12.8 percent set forth on Schedule JDM-5.

Witness Rafferty’s 2.5 percent fuel retention charge for customers with
temperature and pressure compensating meters is based on an overall system
lost and unaccounted-for gas ("LUFG”") and company-use factor of 5 percent
(collectively “losses”). Fuel retention charges should be set to recover

experienced losses. As | explained in my direct testimony, the 5 percent figure is

well below Equitable’s actual loss experience. Thus, the 2.5 percent charge

claimed by witness Quinn is inaccurate. | address witness Rafferty’s fuel
retention charge claims later in my surrebuttal testimony.

Witness Quinn’s claim that the effective fuel retention charge assessed to
PGC customers is 6.4 percent is based on a calculation which is flawed and
illogical. As subsequently explain in greater detail, witness Quinn’s proposed
alternative calculation incorrectly assumes that losses will decline if certain
customers are charged a lower fuel retention charge when, in fact, Equitable’s
loss experience is unaffected by the fuel retention charge assessed to individual
customers. Fuel retention volumes are a physical measure, and that
measurement does not affect losses. Therefore, witness Quinn’s calculation is

simply wrong.

Surrehuttal Testimony of Jerome D. Mierzwa Page 4
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As shown on Schedule JDM-5, based on actual experience, Equitable’s
losses are expected to be 3,995,692 Mcf." Under witness Quinn’s calculation
losses are expected to be only 2,451,721 Mcf. Maintaining the fuel retention
charge at 5 percent will not reduce Equitable’s loss experience by 1,543,971 Mcf
(3,995,692 Mcf minus 2,451,721 Mcf) as witness Quinn’'s calculation implies.

WHAT ABOUT THE SECOND ERROR WITNESS QUINN CLAIMS IS

INCLUDED ON SCHEDULE JDM-57
Witness Quinn claims that the Company’s projected commodity cost of gas,
rather than its PGC rate, should be utilized to show the effect of my
recommendations. The actual effect of my recommendations would be based on
the actual commodity cost of gas experienced by Equitable during the 2006 PGC
period. Thus, [ will not dispute witness Quinn’s claim to base my estimate of the
impact of my recommendations on Equitable’s projected commaodity cost of gas
rather than its PGC rate. Attached to my surrebuttal is a Revised Schedule JDM-
5 which reflects Equitable’s projected commodity cost of gas. Revised Schedule
JDM-5 also contains other modifications which | explain in my response to
witness Rafferty.

WITNESS QUINN DISAGREES WITH YOUR PROPOSAL TO LIMIT

FUEL RETENTION CHARGE DISCOUNTS TO THE PERCENTAGE

DISCOUNT APPLIED TO BASE RATES CHARGES. WHAT IS YOUR

RESPONSE?

It appears. that witness Quinn believes that it is inappropriate for the Commission
td refine any policy it has adopted. There are a number of reasons why witness

Quinn’s belief is wrong. The Commission should not have its hands tied and be

! in Revised Schedule JOM-5, | adjust this amount to 3,820,567 Mcf.
Surrebuttal Testimony of Jerome D. Mierzwa Page 5
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Issue:

restricted from even considering additional policy related to an area of existing
policy. Moreover, in my opinion, the Commission has not adopted a specific
policy with respect to trade-offs between the discounting of base rates and fuel
retention charges. Further, | would note that in T.W. Phillips Gas & Oil Company
Docket No. R-00051134, the ALJ approved similar discounting procedures and a
final order in that docket is pending before the Commission. Finally, no party to
Equitable’s 2005 1307(f) at Docket No. R-0050272 recommended that a net
benefits test be adopted for the discounting of fuel retention charges. Thus, no
party should be prohibited from adopting a position not raised in last )-(ear’s

proceeding.

IV. Witness Stephen C. Rafferty

Design Peak Day
WITNESS RAFFERTY CLAIMS THAT THE COMPANY'S CAPACITY
SHORTFALL IS 22,792 DTH, NOT 8,000 DTH AS YOU CLAIM IN YOUR
DIRECT TESTIMONY. DO YOU HAVE ANY COMMENTS?
Yes, the difference between the capacity amounts is 15,000 Dth, and relates to
15,000 Dth of Appalachian gas which Equitable has secured. This is recognized
by witness Rafferty, and is clearly explained in my direct testimony. The
difference has no impact on either of our positions. This is because in
determining the amount of capacity which Equitable should shed, the 15,000 Dth
of Appalachian gas is considered a capacity resource. Thus, this portion of
witness Raf‘feﬁy’s rebuttal is of no consequence and does not impact my

recommendation.

Surrebuttal Testimony of Jerome D. Mierzwa Page 6
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A
Q.

A

AT PAGE 7, LINES 19-21 OF HIS REBUTTAL TESTIMONY, WITNESS

' RAFFERTY IN REFERENCING YOUR DIRECT TESTIMONY STATES,

“IN LIEU OF THE STANDARD CAPACITY RELEASE TRANSACTIONS
THE COMPANY COULD ATTEMPT TO NEGOTIATE RATES THAT ARE
DISCOUNTED FROM THE PIPELINE'S MAXIMUM TARIFF RATES.” IS
THIS STATEMENT IN YOUR DIRECT TESTIMONY?

No, it is not.

WITNESS RAFFERTY THEN RECOMMENDS THAT ANY DISCOUNTS
ASSOCIATED WITH CAPACITY CONTRACTS WHICH THE COMPANY
MAY BE ABLE TO REALIZE SHOULD BE CONSIDERED UNDER PBR

DESIGN NO. 1. DO YOU HAVE ANY COMMENTS?

Yes. Witness Rafferty raises this proposal for the first time in his rebuttal
testimony and the proposal should, therefore, be rejected. In addition, for all
other NGDC's in Pennsyivania, the benefits from such discounts are flowed
through to PGC customers. Similar treatment is warranted for any discounts

realized by Equitable.

issue: Fuel Retention Discounts

Q.

A

WITNESS RAFFERTY IS UNCERTAIN AS TO HOW YOU DEVELOPED
THE 7.9 PERCENT FIGURE TO BE USED IN THE NET BENEFITS TEST
TO DETERMINE WHETHER A CUSTOMER PROVIDES A
CONTRIBUTION TO FIXED COSTS. PLEASE RESPOND.

Witness Rafferty claims that he is not sure how | arrived at my 7.9 percent figure
because supporting documents were not provided. This is surprising since the

supporting documents were Company-supplied data responses and were

Surrebuttal Testimony of Jerome D. Mierzwa Page 7




w o ~N o Rk, WN -

N N N NN =S e o e e ad A .
AW O ON A D @O 0N N AW N~ O

identified in the OCA’s response to Company data request No. 11 (see Schedule
JDM-8). Witness Rafferty is aware of this response. In Schedule SCR-1-R,
witness Rafferty utilizes information from data request No. 11 to identify the
Company's recent LUFG experience.
WITNESS RAFFERTY CLAIMS THAT THE COMPANY'S RECENT LUFG
EXPERIENCE IS 6.58 PERCENT, NOT THE 7.9 PERCENT WHICH YOU
HAVE CLAIMED. WHAT IS YOUR RESPONSE?
I do not claim in my direct testimony that the Company's LUFG experience has
been 7.9 percent. in my direct testimony | explain that the Company’s fuel
retention charges should be sufficient to recover LUFG and company-use gas.
In my direct testimony, | collectively refer to LUFG and company-use gas as
“losses”. The 7.9 percent figure inclu.ded in my direct testimony reflects the
Company's recent LUFG experience of 6.9 percent plus company-use
experience of 1.0 percent.
WITNESS RAFFERTY CLAIMS THAT THE COMPANY'S LUFG
EXPERIENCE HAS BEEN 6.58 PERCENT, NOT 6.9 PERCENT.
PLEASE EXPLAIN THIiS DIFFERENCE.
The 6.9 percent LUFG figure identified in my direct testimony is based on an
averaée of the Company’s actual annual LUFG experience recorded in 2003,
2004 and 2005 (See Schedule JODM-8). Witness Rafferty’s 6.58 percent figure is
based on actual experience for the same 3-year period. However, under witness
Rafferty’s caiculation, LUFG for the entire 3-year period was divided by actual
throughput for the entire 3-year period rather than calcd]ating an LUFG percent

for each year separately and then computing an average. | will accept witness

Surrebuttal Testimony of Jerome D. Mierzwa , Page 8
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Rafferty’s methodology and utilize 6.58 percent as the Company’s recent LUFG
experience.
WITNESS RAFFERTY CLAIMS THAT EVEN THOUGH THE
COMPANY'S RECENT LUFG EXPERIENCE HAS BEEN 6.58 PERCENT,
5 PERCENT SHOULD CONTINUE TO BE UTILIZED IN THE NET
BENEFITS TEST. WHAT IS YOUR RESPONSE?
Witness Rafferty claims that customers with temperature and/or pressure
compensating meters should not be held to the same contribution to LUFG as
those customers without temperature and/or pressure compensating meters. As
subsequently discussed, | will adjust my fuel retention recommendations to
differentiate between these two categories of customers. In addition, as
previously explained, company-use gas should be recovered through fuel
retention charges. Witness Rafferty's recommendations completely 'ignore
company-use gas.
WHY SHOULD FUEL RETENTION CHARGES PROVIDE FOR THE
RECOVERY OF A PORTION OF COMPANY-USE GAS?
The costs associated with gas used in company operations are not included in
base rates. Unless company-use gas is reflected in the design of fuel retention
charges, as | have done, all company-use gas would be recovered from PGC
customers. As | explained in my direct testimony, this result, which is included in
witness Rafferty’s proposal, would be unreasonable.
WITNESS RAFFERTY CLAIMS THAT LUFG RESPONSIBILITY FOR
CUSTOMERS WITH TEMPERATURE AND/dR PRESSURE
COMPENSATING METERS IS 2.5 PERCENT. DO YOU AGREE?

Surrebuttal Testimony of Jerome D. Mierzwa
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No. In a Lost and Unaccounted for Gas Study ("LUFG Study”) prepared several

years ago, the Company determined that the LUFG attributable to the lack of

temperature and pressure compensating meters was 979,863 Mcf, which at the
time represented 58 percent of total LUFG (See Schedule JODM-9, at pages 9 and
11). He thus concludes that the LUFG attributable to customers with
temperature/pressure compensating meters is approximately one-half the current
fuel retention charge of 5.0 percent. However, when the LUFG Study was
prepared, Equitable’s LUFG experience was only 3.4 percent. Even witness
Rafferty acknowledges that Equitable’s LUFG experience has increased
significantly since that time (3.4 percent to 6.58 percent, which is a 94 percent
increase). The LUFG amount associated with the lack of temperature and
pressure compensating meters is relatively fixed, and may have actually declined
since the LUFG Study was prepared. This is because Equitable.is continually
replacing non-temperature/pressure compensating meters with
temperature/pressure compensating meters. Thus, the impact of
temperature/pressure compensating meters on LUFG has likely declined.
EARLIER YOU INDICATED THAT YOU WOULD MODIFY YOUR FUEL
RETENTION CHARGE RECOMMENDATIONS TO ACCOUNT FOR THE
LUFG ASSOCIATED WITH THE LACK OF TEMPERATURE/PRESSURE
COMPENSATING METERS. PLEASE DISCUSS YOUR
MODIFICATIONS.
The modifications to my fuel retention charge recommendations to reflect the
LUFG associated with non-temﬁerature/pressure compensating meters are
presented on Revised Schedule JDM-5. There | attribute 979,863 Mcf of LUFG

to the lack of temperature/pressure compensating meters, and assume that PGC

Surrebuttal Testimony of Jerome D. Mierzwa . Page 10
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and residential transportation customers do not have temperature/pressure
compensating meters. As shown on revised Schedule JDM-5, the fuel retention
charge which should be assessed to commercial and industrial transportation
(collectively “general transportation™) customers is 6.53 percent, and the fuel
retention charge applicable to PGC and residential transportation customers is
10.02 percent. Failure to increase the generally applicable fuel retention charge
for general transportation customers to 6.53 percent would improperly result in
the collection of approximately $1.767 million from PGC customers.
WITNESS RAFFERTY CLAIMS THAT NONE OF THE PARTIES TO THIS
PROCEEDING CHALLENGED THE COMPANY’'S TESTIMONY THAT
CUSTOMERS HAVING TEMPERATURE AND PRESSURE
COMPENSATING METERS SHOULD NOT BE ASSESSED A FUEL
RETENTION CHARGE OF 5.0 PERCENT. IS THIS ACCURATE?
No. In my direct testimony | recommended that the fuel retention charge

assessed to non-fuel charge discounted transportation customers be increased

- to 10 percent. Customers with temperature/pressure compensating meters were

certainly included in that group.
THE COMPANY CLAIMS THAT FUEL RETENTION CHARGE
DISCOUNTS ARE BEING RECOVERED FROM ALL CUSTOMERS AS
YOU SUGGEST IN YOUR DIRECT TESTIMONY. IS THIS CORRECT?
No. Witness Rafferty’s claim is based on his belief that customers with
temperature and pressure compensating meters are paying a retention charge of
5.0 percent, when the appropriate fuel retention charge for these customers is
2.5 percent. As | just explained, the appropriate retention charge for such

customers is 6.53 percent, not 2.5 percent.

Surrebuttal Testimony of Jerome D. Mierzwa Page 11
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Q. WITNESS RAFFERTY CLAIMS THAT DUE TO THE BENEFITS
RECEIVED BY TRANSPORTATION CUSTOMERS FROM THE
COMPANY'S NORTHERN ASSET OPTIMIZATION PROGRAM
("NAGP”}, PGC CUSTOMERS SHOULD PAY A HIGHER FUEL

RETENTION CHARGE THAN TRANSPORTATION CUSTOMERS. DO

YOU HAVE ANY COMMENTS?

" A.  Yes. Both PGC and transportation customers benefit from Equitable’s NAOP. In

the response to OCA-I-59, witness Rafferty stated with respect to the NAOP:

“Transportation customers would receive the same benefits
that the PGC does. In other words, there is less reliance on
the upstream interstate pipelines and there are variable
transportation cost savings.”

Q. PLEASE SUMMARIZE YOUR RECOMMENDATIONS CONCERNING

FUEL RETENTION CHARGES.

A The fuel retention charge, which should be included in the Company’s net

benefits test and assessed to general transportation customers, is 6.53 percent.

The fuel retention charge, which should be assessed to residential transportation

customers, is 10.0 percent. Under these recommendations, the fuel retention

charge effectively assessed to PGC customers would also be 10.0 percent.

Surrebuttal Testimony of Jerome D. Mierzwa
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Issue: VPEM Storage Management Arrangement

Q.

IN YOUR DIRECT TESTIMONY YOU RECOMMENDED THAT PGC

CUSTOMERS BE CREDITED WITH THE $2.6 MILLION FEE WHICH

WQULD HAVE ACCRUED TO PGC CUSTOMERS IF EQUITABLE HAD

-NOT RESCINDED THE VPEM OFFER. WITNESS RAFFERTY

DISAGREES WITH THIS RECOMMENDATION. WHAT IS YOUR

RESPONSE?
Witness Rafferty claims that | have failed to provide any evidence that PGC
customers were adversely impacted by the Company’s decision to rescind the
VPEM offer and, therefore, the Company’s decision was consistent with least
cost gas procurement. Counsel informs me that the burden of such a
demonstration rests with the Company. Equitable has failed to meet its burden
of proof on this issue. |

WITNESS RAFFERTY CLAIMS THAT YOUR RECOMMENDATION

CONCERNING THE VPEM STORAGE MANAGEMENT ARRANGEMENT

IS ANALYSIS BY HINDSIGHT. WHAT IS YOUR RESPONSE?
In last year's proceeding, it was my recommendation to fully credit the VPEM fee
to PGC customers, with PGC customers being held responsible for any increase
in purchased gas costs resulting from the Arrangement. | have not changed my
position on this issue. Therefore, witness Rafferty’s claim of hindsight analysis is
misplaced.

AFTER REVIEWING THE REBUTTAL TESTIMONY OF WITNESS

RAFFERTY ON THE VPEM ARRANGEMENT, ARE YOU PROPQOSING

ANY MODIFICATIONS TO THE AMOUNT TO BE CREDITED TO PGC

- CUSTOMERS?

Surrebuttal Testimony of Jerome D. Mierzwa Page 13
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Yes. Witness Rafferty claims that PGC customers received a capacity release

credit of $560,000 which would not have been received had the Company

Issue:

performed under the VPEM Arrangement. Thus, the $2.6 million credit to PGL
customers would be reduced accordingly (see Schedule JDM-10). | accept

witness Rafferty’s refinement to my proposed $2.6 million credit.

Time Differentiated Exchanges
WITNESS RAFFERTY CLAIMS THAT THE COMPANY’S PARK
TRANSACTIONS HAD NO ADVERSE IMPACT ON PGC CUSTOMERS
AS YOU CLAIM IN YOUR DIRECT TESTIMONY. WHAT IS THE BASIS
FOR THIS-POSITION?

Witness Rafferty claims that the gas delivered to it under the three park

transactions was carried as an imbalance, or “stored,” on the Equitrans system
until it was returned to the counter parties. The Company claims it did not
withdraw additional gas from storage or purchase additional gas to effectuate
these transactions. In support of his claim, witness Rafferty identifies certain
monthly imbalances that Equitable carried on Equitrans.
DO YOU HAVE ANY INITIAL COMMENTS CONCERNING WITNESS
RAFFERTY’S CLAIMS?
Yes, If Equitable was able to park third-party gas on the Equitrans system during
the summer months and accept delivery of the parked gas during the winter for
third parties, it should have engaged in such transactions for PGC customers, not
third parties. Engaging in park transactions for PGC customers could have
reduced Equitable’s purchased gas costs. That is because Equitable could have

purchased lower cost gas during the period April-July 2005, and “stored” that gas

Surrebuttal Testimony of Jerome D. Mierzwa Page 14
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on Equitrans until November and December 2005. Thus, during November and
December 2005 when gas prices were much higher, Equitable could have taken
delivery of the lower cost stored gas, thereby reducing Equitable’s need to
purchase higher cost gas during November and December 2005. Therefore,
failure to perform such transactions for PGC customers is inconsistent with least
cost gas procurement.
BEYOND WHETHER EQUITABLE SHOULD HAVE PERFORMED PARK
TRANSACTIONS FOR THE BENEFIT OF PGC CUSTOMERS, HAS
WITNESS RAFFERTY ADEQUATELY DEMONSTRATED THAT THE
PARK TRANSACTION GAS WAS CARRIED AS AN IMBALANCE ON
EQUITRANS ?
No. Witness Rafferty's explanation and demonstration is incomplete, selective
and misleading. The total quantity of gas associated with the park transactions
was 655,000 Dth. Shown on Schedule JDM-11 are the monthly imbalances
Equitable carried on Equitrans during the term of the park transactions. As
shown there; by the time all of the park volumes were initially delivered to
Equitable by the end of July 2005, the imbalances which Equitable carried on
Equitrans exceeded the park volume quantity of 655,000 Dth. As further shown
on Scheduie JDM-11, it appears that the parked gas was carried on Equitrans
until the end of September 2005. However, by the end of October 2005,
Equitable’s imbalance on Equitrans declined to only 83,314 Dth. Thus, Equitable
could not have utilized the imbalance gas on Equitrans to return the parked gas
in November and December 2005. The gas which was returned under the park
transactions must have either been purchased during November and December

2005 or withdrawn from storage as | explained in my direct testimony.
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WITNESS RAFFERTY CLAIMS THAT THE NYMEX PRICES YOU
UTILIZE IN DEVELOPING YOUR ADJUSTMENT HAVE NOTHING TO
DO WITH THE PARK TRANSACTIONS. WHAT IS YOUR RESPONSE?
Witness Rafferty believes NYMEX prices have nothing to do with the park
transactions because he claims that Equitable purchased no gas to effectuate
these transactions. As just explained, this is wrong because these park
transactions were supported by the purchase of additional gas supplies in
November and December 2005.
| have used NYMEX prices as a proxy for the market price of gas at the
time the gas was accepted by Equitable and returned by Equitable, NYMEX
prices closely reflect the prices paid by Equitable for the gas it purchases. In last
year's proceeding in which the Commission accepted a similar adjustment,
NYMEX prices were utilized to calculate the amount of the adjustment.
WITNESS RAFFERTY CLAIMS THAT EVEN IF HE ACCEPTS YOUR
CLAIM CONCERNING THE SOURCE OF THE GAS RETURNED
UNDER THE PARK TRANSACTIONS, YOU DID NOT TAKE INTO
CONSIDERATION THE POSSIBILITY OF WITHDRAWING ADDITIONAL
GAS FROM STORAGE. IS THIS CORRECT?
No. As | explained in my direct testimony, if the gas came from storage, it could
have been used to serve PGC customers rather than effectuate the park
transactions. This would have reduced the quantity of high cost gas the
Company would have been required to purchase in November and December
2005. Thus, witness Rafferty’s alternative calculation of the adverse impact of
the park transactions, based on the assumption that the gas came from storage,

is wrong and is without merit.
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WITNESS RAFFERTY CLAIMS THAT BECAUSE THE WEATHER
EXPERIENCED IN ITS SERVICE TERRITORY WAS WARMER THAN
NORMAL, THERE WAS A SURPLUS OF STORAGE WHICH COULD
HAVE BEEN USED TO SUPPORT THE PARK TRANSACTIONS. WHAT
IS YOUR RESPONSE?
Witness Rafferty’s claim is hindsight analysis and is simply wrong and
m'isieading. The gas under the park transactions was returned to third parties in
November and December 2005. Together, November and December 2005 were
colder than normal. it was not until January that the weather turned warmer -
than-normal. Unless the Company had the ability to accurately predict the future,
the Company could not have known the winter was going to be warmer than
normal. As just explained, if the gas was withdrawn from storage to complete the
park transactions, the withdrawn gas could have been used to serve PGC
customers, and would have reduced the need to purchase high-cost gas on
behalf of PGC customers. |
WITNESS RAFFERTY RECOMMENDS THAT THE FEE CREDITED TO:
PGC CUSTOMERS AS A RESULTS OF THE EXCHANGE
TRANSACTIONS BE USED AS AN OFFSET TO THE AMOUNT OF
YOUR PROPOSED DISALLOWANCE. SHOULD THE $470,000 FEE
CREDITED TO PGC CUSTOMERS OFF-SET A PORTION OF YOUR
RECOMMENDED DISALLOWANCE?
No. PGC customers are entitled to the fee under the PBR Design No. 1 sharing
procedures. Those sharing procedures implicitly assume no adverse gas cost
impact from the eligible transactions. Considering the fee credited to PGC

customers would be inconsistent with the PBR Design No. 1 sharing procedures.

Surrebuttal Testimony of Jerome D. Mierzwa Page 17




Issue: Carrying Charges on Deferred Storage Withdrawals

Q.

89263

IN HIS REBUTTAL TESTIMONY, WITNESS RAFFERTY PRESENTS A

NUMERICAL EXAMPLE INDICATING HOW THE COMPANY'S

PROPOSAL WOULD BE STRUCTURED. WHAT IS YOUR RESPONSE

TO THE COMPANY’S EXAMPLE DEMONSTRATING THE OPERATION

OF ITS PROPOSAL?
in my direct testimony, | recommended that the Company proposal to collect
carrying charges on deferred storage withdrawals should be rejected because,
among other things, the proposal was vague and incomplete, containing no
details as to how carrying charges on deferred withdrawals will be determined.
Witnes§ Rafferty"s Schedule SCR-4-R, which attempts to provide additional
detail, reveals little insight into how the Company’'s proposal will operate. It does
not explain of how deferred inventory balances will be determined. Equitable’s
proposal is ill-conceived and unexplained, and should be rejected. Attempting to
provide additional detail during the rebuttal phase of this proceeding should not
be permitted. Such detail should have been included in the Company’s direct
cése. '

DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

Yes, it does.

Surrebuttal Testimony of Jerome D. Mierzwa Page 18




QCA Statement No. 1-S

BEFORE THE

PENNSYLVANIA PUBLIC UTILITY COMMISSION

PENNSYLVANIA PUBLIC
UTILITY COMMISSION

DOCKET NO. R-0061295

EQUITABLE GAS COMPANY

SCHEDULES TO THE
SURREBUTTAL TESTIMONY
OF

JEROME D. MIERZWA

ON BEHALF OF THE

PENNSYLVANIA OFFICE OF CONSUMER ADVOCATE



Company Projection

Adjusted Cost of Gas

OCA Adjustments
Exchange Transactions
VPEM Arrangement

OCA Adjusted Cost of Gas

Projected Sales

OCA 2006 PGC Rate

Company 2006 PGC Rate

OCA 2008 PGC Rate Adjustment

Schedule JDM-1
Revised 6/13/2006

EQUITABLE GAS COMPANY

Summary of OCA Adjustments to 2006 PGC Rate

(Mcf)

Source

Amount

$273,622,391

($3,548,220)
($2,040,000)

$268,034,171

24,249,100

$11.05

$11.28

($0.23)

Item 53.64(a), Section |, Part A, Sheet 1

.Schedule JOM-6

Schedule JDM-10

[tem 53.64(a), Section |, Part A, Sheet 1

Item 53.64(a), Section |, Part A, Sheet 1



Line No.

EQUITABLE GAS COMPANY

Estimated Impact of Retainage Recommendations on PGC Customers

(Mcf)

Projected 2006 PGC Period Volumes
PGC Safes
Residential Transportation
General Transportation
Total

Fuel Charge Discounted Volumes

Total Non-Fuel Biscounted Volumes
Total General Transportation Non-Fuel Discounted Volumes

Actugl Loss Expesience ) 7.58%
Required Retainage
Non-Temperature/Pressure Compensated LUFG
Retainage to be Collected from All Customers
Retainage from:Discounted Volumes
Ralainage to be Recovered from All Non-Discounted Customers
Retainage to Recover Line 19 from Non-Discounted Volumes 6.53%
Cument Retainage Charge 5.00%
Required Increase in Retainage Charge 1.53%
Retainage Collecled from General Transportation Customers at Existing Charge
Retainage from General Transportation Customers at Sysiem Average
Overcollection of Relainage from PGC Customers
Cost of Gas l
Cost Impact on PGC Customers
Effective Retainage Charge to PGC/Residential Transport Customers
Retainage Assassed to All Non-Discounted Customers

Non-Temperature/Pressure Meter LUFG
Total

24,248,100
2,884,532
19.448.059

45,582,691

7,499,641

39,083,050
11,849,418

3,820,567

(979.863)
2,840,704

(109,734)
2,730,870

628,917
834,978
206,062
$8.5760
$1.767.184
B.53%

3.48%
10.02%

Schedule JDM-5

Revised 6/1372006
Source/Caleulation
0OCA-l-2
QCAA-2
QCA-I-2
Limes 3 + 4

OCA-H-18, less Cuslomer £

Line 6 - Line 8
Line4-9

OCA Statement No. 1

{Line B/{1 - Line 13} - Line 8

QCA-I1-18

Line 15-17

{Line 19 / Line 10} + Line 18
Per Taritf

Line 21 - 23

(Line 113/(1 - Ling 23} - Line 11
{Line 11/{1 - Line 21) - Line 11
Line 29 - 27 '

Exhibit JMQ-3

Line 31 x 33

Line 21

{Line 15b/(Line 16 + 17 - 15
Line 37a + 37b



Month

July 2006
August
September
October
November
December
January 2007
February
March
April

May

June

July
August
September
October
November
December
January 2008
February
March
April

May

June

July
August
September
October
November
December
January 2008
February
March

EQUITABLE GAS COMPANY

Listed NYMEX Prices as of June 12, 2005

Price

$6.172
6.454
6.796
7.236
8.416
9.666
10.246
10.266
10.071
8.201
8.026
8.126
8.241
8.336
B.456
8.626
9,356
10.056
10.546
10.561
10.301
7.751
7.516
7.611
7.706
7.806
7.927
8.092
8.857
9.577
10.042
10.067
9.827

(Dth)

Month

April

May

June

July
August
September
October
November
December
January 2010
February
March
April

May

June

July
August
September
October
November
December
January 2011
February
March
April

May

June

July
August
September
October
November
December

Schedule JDM-7

Price

$7.367
7.157
7.252
7.352
7.452
7.592
7.772
8.522
9.272
8.747
9.772
9.552
7.082
6.892
7.012
7.122
7.227
7.322
7.472
8.267
9.022
9.482
8.472
9.247
6.737
6.567
6.682
6.797
6.892
6.977
7.092
7.832
8.572



Schedule JDM-8

PENNSYLVANIA PUBLIC UTILITY COMMISSION
v.
EQUITABLE GAS COMPANY
Docket No. R-00061295

Office of Consumer Advocate’s Responses to
Equitable Gas Company’s Interrogatories and Requests for Production of Documents

11.  Refer to page 15, lines 1-2 of OCA Witness Mierzwa's Direct Testimony. Provide copies
of all workpapers, analysis, or studies relied upon supporting your statement that over the
last three years LUFG has averaged 6.9 percent of total deliveries and company use 1s
approximately 1.0 percent of total deliveries.

a. Please explain whether your statement that Company use is approximately 1.0
percent of total deliveries is also based on a three-year average.
Response

Please see the responses to OCA-II-4 and OCA-I-31 which show LUFG experience for

the last three years as follows:

LUFG
2003 5.4%
2004 6.8
2005 8.5
Average 6.9%
a. Please sée the response to OCA-III-4 for the 1.0 percent company-use figure.

This reflects actual experience in 2005 (472,545/49,045,723).



Schedule JDM-9

Docket No. R-00061295

Item: OCA-I-35

Respondent: Stephen C. Rafferty

Position: Vice-President, Utility Asset Management

EQUITABLE GAS COMPANY
Response to Interrogatories of the
Office of Consumer Advocate

Item: OCA-II-35

Please provide all supporting calculations and workpapers for the Company’s proposed 2.5
percent retainage factor.

Response:’

Please reference page 11 of the attached Lost and Unaccounted for Gas Study (“LAUF
Study™). The total unaccounted for gas during this study period was 1,676,144 Mcf. The
amounts associated with temperature and pressure affects are 667,811 Mcf and 312,052
Mcf, respectively. Therefore, temperature and pressure combined represent approximately
50% of the total lost and unaccounted for gas [(667,811 + 312,052) + 1,676,144 = 58.46%).
The Company’s current total system lost and unaccounted for gas is approximately 5%.
Therefore, 50% of 5% equals 2.5%:



EQUITABLE GAS COMPANY

PENNSYLVANIA DIVISION °

LOST AND UNACCOUNTED FOR GAS STUDY
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TNTRQDUCTION

Ecquitable Gas Commany conducted a study to morea accurzizly define
and understand, the magnitude and causas of unzccountad-for-gas (UFG) in
its Pemnsylvania Distributiom. Opezations. Establisbing the UFG level
for a year‘s operation is necsssary because it is an operating expense
considered yearly when che Compauy files its amnual 1307(Z) gas cosc
proceadings. In order ta determine the level of UrG over a twalve
month period covering the apmual cost adjustment period, this study will
identify the specific factors contributing to the losses azd then
determine the UFG volimes associaced with each factor. This report
will also provide a solid foundation for mzking reccmmencaticns €0
raduce or more accurataly mezsure UFG. Ecuitable recconizes the fact
rhst determining or accounting for UFG, 2nd zliloczting the raspective
volumes to all the differsnt causes. identiZiad,” is generxzlly not an easy
task. UFG has been an ipdustry concsra for meny years and this is 1o

exception to Equitable Gas Company .

DEFINITION OF UFG

ined as the diffarsnce between tke measurad

UFG is generally def
distripution system ané thg mezsured gas

cas volume received into the
volume that is recordéded as gdeliveriss. Morz specificzlly, Intelligencs
Drass, Inc. defines UFG im toeir sNarturszl Gas andé Electricity Glosszsry"

as follcws:

i

nrhe diffarsmce betwean the total gas availabls frcm zll scurces
2nd rhe total czs zccountad LGr as szli=as, hat intarchznce =nd

n
r

I

company usa. This cdiffarsace includes lazkage cr otber actual
lcsses, discrepancias cue Lo meter inaccurzcies, verizticns of
gnd oczar vEriants, pacciculasrT

temmerzturs and/or Drassure..
hilline lzg.¥ '

The UFG level czn be either 2 LG
indicats that mors gas wes purciased t
number, which would indicats the cooposic

2 ,i.a., mocrz ¢as was sald tpe—
purchzsad. In eicher situatien 3! imperzanC to icentily che czusas
thzt copcrikursd to the UFE level & : = -
razéons thls is necessaTy &2 S0CRCM-TS '
theft znd third party damage CCDT
of the cuscemers. Eccnemically
kuT nct scld or celiverad thersfy

I -
® ACCouniin

'

S
-



Operational UFG occurs becausa of the operationz] practices of
purchasing, traosvorcing and selling ges. Some of the factars thzt
contributs to operational UFG ar=s; measurement inaccuracies, leakage,
tamperature and pressure compensation, theit, third parcty damage, erc.

Accounting UFG results from transferring the actuzl information
into data and later compiling it into various reports. Scme of che
factors that contribute to accouncing UFE ars; manual data entries,
chart integration, etc. ‘

Individually or together, operaticnzl UFG and accounting UFG
comprise the totzl UFG volume Tor & natural gas distribution or
transmission system.  Thess various factars are described in dersil
. throughout this raport. '

WEY PERFORM A UFG STUDY?

One of the recommendations contzined in the Company’s most racent
management audit performed pursuant to Section 516 of the Public Urilicy
Code, is to undertake a thorough urc:cr-"am to detzrmine and alleviate the
specific causes of lost and unaccounted for gas. The Company’s
implementation plan that was filed in response to the management audit
calls for this UFG study to be completad by Decsmber 31, 1287,

The study will determine and azllevizte, whers applicable, the
specific causes of lost and unaccmmiead for gas. The study will
idancify the compoments of UFG, with particular emphasis on lezkage in
the distribution system. BAlthcugh UFG is imsviceble, knowing the
guantiry apd the sources is critical to complying with regularioms and
daveloping rate structurss.

Typically, unaccounted for g¢as expenses &rs racoverad ia rthe
Annual Purchased Gas Cost Filines ([1307(f}. In the filing Egquitshie
forecasts the cuantity of UFG volumes for th= upccming projected peried.
Using & forecast, and a projected cost ef gas, Eguitable develcrs &z
total arpuzl projectsd expense (in doilars) wiich includes the cost
associated with UFG.

Equitable chose the ACA period Octcher 1386 to Septamber 1997, os
the test yezr for quantifyinc an amnual §F6 volume for cthe folicwiang
rasssons: .

. A\

2. It coincides wizh the pericd new raiss cc ingo zffsct [ i.=.,
Occoper 1 of each yszr, thersby maiing it eszsiar o adiusc
rzc=s on an anaval basis, if necsessary.

n. Dzcx vsed will recressnt Lhe WMGST currsnt informzcicor aveliszdie
a2 =] he currsns disctrimucids

T mm RAam eyl e =
TrLose. T2 IECCIrLCTE sSETILENG

ge.

I



STUDY ADDROACE AND METIODQLOGIZS

The cbijective of the study was to identify and quancify, with scme
degrze of certainry, the variocus ‘sourcss of Unzccomtsd For Gas (UrFG) in
Equitable’s Peansylvaniz distributicn systam for a twelve-mcnth pericd
ending September 10-1297 (rhe ACR period) . The selecced period (October
19986 through September 1897} spans botz wintex end summer sazsSonS

thereby guarantraeing: _
(1). that the study approach  capiurss the reality of oux

accounting procsdures, and, :

{2). a thorouch examinatiom, .32t 2 ‘minimzl c=st, and’ wichin =z
reasonable time Lrame, the mzjor ocperaticnmal facuors that
contributz to Or&- .

Thesa Qpeg_—ationa,l fachors wexre g':ouped into four mzjox ccn‘rnonent.s; .

* accowmting methadologies
® “gas leakage
e measurement inaccuracies, and

* gas theit .

X 10

The allocation cziteria for all of the Cfactors identifiad wa
based on valid historical  experience, industry-wide  accepred
theorstrical. raview aznd sound statisticzl amzlysis. Fer instancs, when

considering measursment insccuracies, Boyle’s ILzwW Statas that the volume
of a cas is inversaly mrcaor"'-onal to the zhsoluts prassurz of the <=S
whila Charle’s Law scatas that the amcunt of chznce in either the
prassurs or volume of & gas is cir=st iy preporticpal to the changes in
the zhsoluta tagperaturz of that gas. In czlculating the temperzcu
and pressurs effects cn UG ,thersfors, these well known and accepce
fzcts will be rzccgnized. furchermorz, simcs we ars dealing with nonr-
idezl cas undex ncn-idéal situarions, a1l applicabla formmilae ussd in
czlculzring UFG levels, will have corrac-icn factors whers pecessaT/.
Thesz facrtors will ccmpensats for the effact of an individual mer'=-'-‘-’s
cverating enviropment as it relaces to tammeraturs, Drassura, elsy cicon,
and cas guality.

Soud tzbls racorss
conbsnz hasis (Dta).
ragis Co elimin=cz a=v b
mezsursments and enerty vzlues. This
211 contributizg E2070Ts.

25 on boch veirmetzic (MeI), and enercy or has:C
12 concuczad this study on & velumsizIc

wich copvarcing fetwesn volumernzTic

iajwhate ach wi '1_ 2lso orasenk £ cormcic

mezsurament placform  for
zfjescments wers raccmeilad to mimimizs,
efZac—s of accouncing estimzias ané prisr ceri

Tha study cuancifies cverz11l system G:C

szucy cTezicd by suscyacting daliveriss meI

dizcribucicn  swyscam  £Tea the voinme macarad
discriruzicn sysczm. Thesa roguizs will be comgazzd I the GT2 lzvels



obtained for a twelve-monch rolling averace becimming in June 1936 up to
and including September 1997. This approzch is designed to demonscrars
the dymamic pature of UFC. RAlso, It is important to choosz 2 period thac
minimizas the eSfect of =zbomormal weather conditions. By choosine the
pericd Octoper 1996 throuch Septempexr 1227 the aobjective of ending the
study during light load conditioms is achieved. This minimizes ths
effect of billing cycle adjustments and assurss that weather conditions
have a minimal impacrt. . .

.An addition=) objective of this study was to isclats sactions of
the distribution syscem with the infant to target areas with high UFG
rates and then control acrivities within that section to reducs the UFG
level. The entire F:-’emsylvania distribution systam was manually
investigatad for secments that are; fad by custody metars between
Equitable Gas Ccmpany and Eguitrans L. P., and axz nat:u:g!_.l. isolated so
that comparing physical deliveries with metered conSumption volumes, is
achievehle without any major eguipment expenditure. Basically thesa
segqments ar= dead-end syscems which are supplizd by one or two delivery
metars. This analysis identified 28 sagments that had thesa
characteristics. ' The meterad consumptlon volumes fzrom each end user
assaciated with thess secments wers downloaded over z couple of meonrhs
ané cempzred to physical deliveries from e=ch of the segment’s city cats
delivery custody meters. The UFG level observed Ircm these 28 segments
wera then extrapolatad to overall system UFG. The 28 gpaturslly
occurring, isolaced segments DIrasants 2 zI2ro-cost soiution bheczuse

ad :

equipment currently in sarvice can be utilized. _

Wnile a graater pumber of isolatzd systems would be desirable, the
locooed conficurarion of the urbzn znd suburban distributicn gyscam,
ma}c;-_s the i;stallaticn of sub-meters econcmically in-fzasinls.,  Ths
Cownlozd from thess segments, which covers 2 geograppically divarse
&rea, r=prasants conswption data for sctcut 4,000 custcmers, most of

which zra rasidential,

DESCRIZTION OF "S¥sST=EM

Ecuitznla’s Cermngylvania Disczibutico Svscem consists oz

zpproximscelv 3,081 miles of pipe izcleding 479 miles of 2" diz. cr
lsss, 1,205 miles betwesn 2" cila. and &" diz., 80§ milss Cacwesn 47 diz
znd 8" dia., 185 miles pezwean 87 diz. and 13" diz., &z ' cvar

(:
\ c
12¢ diz. The sgyscam covars 4,235 scuzTa miles and cz

'
g-
[}

oximately Z33,7L3 USTCMeIS

=
countises ¢ 2llscheny, 2A-WSTITRC,
gnd Wescmorsiznd.

Ges suzoly fo the svsizd

is deliivrzrsc

with Eguitams az-d by Cennsyvivaniz azpalach
ings the svstem. Ecuitszziza Ga2s5 cGoes ook
urilizes upsirsam pipeiine sisTECE.

[a))



EQuitrans’ jnrersrate transmissicn systam delivers supply frem the
Sourhwest via Tennessea Gas Pipelina af the Bradford Woods intercommect
znd from Texzs Easctern Dipeline at the Delmont, Morris, and Pracc
interconmects: Kentucky Appalachian production is delivered into thre
Equitrans gystam ar the Waynesburg and Fallen Timber incercommects.
West Virginia and Pemnsylvania »Rppalachian production is deliverad
directly into Equitrans frem various preduction field systems.
Equitrans Gas Control Department utilizss a Pandata SCADA svstem to
monitor Equitable’s daily gas demand and provide a safe and zeliable
supply which is deliverad throuch 113 custoedy metsrs inta the
distributien svstem. These meters incluce 40 wirh fliow computers wnich
gre on-line with the SCADA systam, 62 with electronic gauges correcring
for tamperature and prassure 25 Che gas flows, and 9 miscellanscus
meters corrected for pressura. ThHesa metsers ara tested no less than
ennually to verify accuracy and reliability. ' '

Equitable Gas bas 83 meters measuring Peonsylvania Appalachian
vroduction directly into--the distribution system. This measuremenc is
reported manthly with gauges that ars corrected for prassure.

Egquitable Gas has 49 company owned Pemnsylvania Appalachizn wells
faeding directly into the distribution system. '

The ‘following schedunle r=flects the verious deliveries by scuzce
of supply for October 199§ througn Septamber 1997:

Suooly Descriptian Mct. 5 of Total
" Equitrans Interstats Pipeline 47,218,728 87.325%
Pannsylvenia Appalachizn Produccicn & 1,185,947 2.40%
Anpalachizn Comany Wells 123,657 _25%

Tatzal 492,224 1329 100.00%

See Attschment 1 whichk regorts ta2 varipus poincs of deliver-ies

(BOIs} into Equitzble’s discribution system and Atcachment 2 woich is ax

Equitznle system map.

~I



Supply (Mc)

Bl Equitrans Intersiste Fipeline :

57—.‘)45:':“ j Fennsyivania Appalachian |
®O22% ' producion ;

W Appalachian Camgpany We!lsie
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"sTUDY RESULTS STMMARY

The UFG study pericd of Octcber 199§ throuch Septamber 1287 wasg
selected to represent the cur—ant ACA period. The follewing derails the
UrG czlculation for this specific study. - )

Total Supply 45,224,328 McE
Aecued Throughput 47,548,185 McT
n=ccount=d for Gas 1,676,144 Mcf
UFG Parcencage - 3.4 %

Addivionally, OFE 1levels have bean calculztad bzses upon 12 moenth
rolling periods beginning in June 1996 and ending in Saptamber 1997, The
results frem this analvsis reflect a renge of UFG betweén 3.3 znmd 3.4
bexcent. ‘

ACCOUNTING RESULTS SUMMARY

Accounting compenents c=no bias  the raported gas  racsips  of
delivery volomes and thus concributz to the gverzli Urg 1 1
ag

=
l\djuscments wers mzde frem the following accounting elemenrs Lo eithex
the total supply volumes or the accrued throughpus volumes o raflect

t2e corract UFG volums for this study pericd.

* Rzcorded gas purchsses Wwers zapproximzizsly 20,334 McZ hich=x

then tha metsrad deliverises.

ry

- e . .
2C {2 acruzl daliverad

* Industrial znd ccmmercizl salss raflec

falla)

volumes of these customer classas during this studsy,

* FExckange gzs totsled 10,201 McI., 8,181 Mc: Leicnos to z thirs
party =nd was sukcracted fzcm the toral semply velume. 2, 040

8]
Mcf relengs to the Company and was added Co tha totzi gusmalyr

volume,
* ThirZ parzy crenepers c@s is incivded in the rpzzzl zimeies
valumas end zise iz iacludad ia t3e acrmued th-sushnus velumes

* The vclimes assccizced with the Cempany wells, many of which do

nOT hzvs mersars, arsz incliy

11}



The daily, ormal operation of -the distribution svscem reguires
use cas thst is uzmmeterad and/or unrsported. Every
accempt is made to rocord significanc lossas of’' ges, associzted wich
theses cperations, te assist in the derermimation of appropriats UFG
levels. Six (6) overztions were znalyzed to determine what portion of
the totazl. UFG vol;]me,s consisced of operational company gas usage. The
se operaticns zmountad to approxdimeiely 711

the Company to

volumes associated with the
McE .

LEAKAGE RESULTS SUMMARY . .

‘ System 1eaka'ge is a major contribucar to unaccountzd for cas.
.Althqugh' leakage surveys are conducted regularly within the distribution
system, the exact mmber of outstanding lssks at any one time is
di £ficult to determine. During this study period it was estimstad that
§23,384 Mcf of the totzl UFG volume czn be attributed to -lezkzge in ths

Pennsylvenia distribution system.

Equitabls hss pumerous programs desicned to mitigats the efiscts
at syst—em lezkage. Scme of these.programs include: the reducrtion of idie
service lines, the r=mewel of service lines zand mainlines and the
zbandonment of duzl facilities. -

MEASUREMENT RESULTS SUMMART

The meter’s cperzticpal environment has a diracc impact cn the
volume of cas that is acrtually registersd By tlhe meter. Saverzl of the
factors rthar affsct the mezsursment of the gas include; temperzturs

effects, prassurs effects, meter imaccuracias iacluding the effscts cf
fast end slow metsrs, cas gquality &and elsveticn diffsrences.

s+ Temperaturz effects contributad approximataly 687,811 McE €o

the UFG volime.

UFG volume.

Magar izaccurecies ¢anm CECIT
ané dshris inm the gas stream, distillates,
worm it may have a tendency o r=gl
fzst and sicw meczrs iadicztad taz
act—imurss Ko fzst metsrs widhin €3
w:ll dacmrszss tha roczl CFG volume Sy an lcsnzicsl amoen:,
volumes ragiscersd cn Che MEL2ETE WEDS gcouzliv nighsr

meter ghvsically rcassed

10



T=ZFT RESULTS SUMMART

Theft occurs when scmeane C2WPeTs with 2 m_eti‘-r or its piping in
such 2 way that the volume r2gis tered is less than the acruzl gas usace,
cr, when scmeane illsgzlly ras;or=-s their service and uses meterzé cas
without Company permission. Regerdless of the methed usad to steal gas,
thefr contributes to the Compamy’s unaccountad for gas volume. '

Investigations of poteatizl thefr activity are iniciated by
intermal audir eontrols, company emplovess, law enforcement personnel,
and third party hot line tips. Investigations are performed by =z
-dedicated full-time scafi of emplovyees,. including field investigztors,
and azn Iovestigation Caordimator. Training sessions are conductad
anmually with both law enforcement and company esployess to reinforce
theft detection tachnigques in the field. .

During this study period it was ce!:em..ned that atmrommc.te‘y
12,976 Mcf was the result of theft. '

The following table summarizes the brazkdown of the UFG volumes

for this study: ’ :

Description Mo
Total Unaccounced [or £as 1,676 '144
Operational Company G2S Usage ] {711)
Efzacr of Fast and Slaw Metzaxs 40,355
Lazkage {623,384}
Tamperaturs (687,811}
Yrassure 1 (312,052)
Theft -] (12,978}
Unexgl a_.:!."d.fOC“E" Bz : )} 100,078

ACCOGNT NG RESULTS

a8

Tnharent in UFG ars accotmeing compepents that bias the repcrzc
‘cas raceipc of delivery valumes &nd thus ccootributs to the overzll
Decending cn the siz=z and complexity of a2 company’s  syszen,

aCcountine dara mav not CTuly incdiczia whzt is actuslly —acalived

[

r=r=ad out cf the systzm during 2 sgeciii=zd

thae systam and what is cel
time pericd. Accouncing adjuscments &r: pecs

in

s2rv and arz z rouci
functicn ta corracr For escimatas mace at e”'i ci- P ericd closings and oz
¢Ther errers tozc may ccols a5 & I= L £ Ths

- 4

afjuscmencs ars racarsed ia the pericd cf C‘lscu-fu__f
L

TUmcers ars usualiy not ravissc. This exzrcisz
veiume cor—sezions For pricr pericds tnaf bave
coerzting condicicns fhat coouTTe4 GuTring

Iz is imporzanc ©o racochi

cericd £o  darsrmins o



include; the c¢ycle billing adjustments, recorded gas purchases,
industrial and commerciazl salss, excohangs cas and third party transporc
cas. Other acrivities whers ga5 usage is not billed and affacc UFG
levels include upmersred znd/or umreportad operationzl company gas

usage. A1l of these elements are descTibed.in detail below.

¢ Recorded Gas Purchnases

Recorded gas purchasas ara ucilized to calculare Accounting GrFG.
These purchzsess, hcwever, may include adjustments ta prior periods.
Each month estimatas ara racorded to czlculate that menchs totzl ¢as
purchases. The following momilh, adjuscments arz made to the previous
months estimates to accurately raflect the purchased wvolumes. The
goal of this =nalysis is to make any necessary adjustments to the gas
purchases for the period October 1296 through September 1997 to
reflect actual purchases and CcomDAT: this Accounting UFG teo the
measured Cperaticnal UFG.

Over z long period of time these adjustments, due ta averaging,
are less infiuenced by current  short-term fluctuations. Multiyear
averages would therefors represent zctuzl gas meterad into zad cut of
the system and rapresent a UFG 1evel indicative of the gperating UFG.
However, wnen an=zlyzing 2 snecific period this type of amalysis can
be decsiving. The Compeay detarmined, 2s a result of the ahave
analysis, that the study period racorded purch=ses wera approximataly
20,134 Mcf hicher than ths metarad deliveriss during-this period.
This analysis Tevesled thar the actuzl gas purchasas were excramely
clase to the metarad . delivariss and would bave an ingicmificant
eff=ct on the rtoczl GFG. The Cempeny has concluded that using the
actual metsrsd deliveriss as opposed to the c2s purchases racorded
during the sctudy reriod would rasult in a Ur¢ level that was mor=

accurste and precisa.
+ Indwestrial and Commercial Szlas
is estimazzd at times by the Billinc Department Inr

cemmercial custcmer whosa mertar raad is nobt

This

Monthly uszce
eny iancustrizl or

raceived in rime for the monthly racording of threouchzu

estimate of consumccion is "trusd-upl L0 scrugl cmcs the mesar razd
volume is ==caives Ly che -3illing Department. This “Irzs-upt

tvoiczllyv occurs the following moncl. .
heve cccur—=24 during Cozckbexr 1235, fhaco

2oy adjuscments thac mMEY
g= i8¢ consumpiicr should ke ramoved Zram che

—a
(BN



During this study pericd thers wer2 no incidences of estimztad
reads for the industrial or large commercial sales classas. 211
metars associarad wich thess groups wera raad as scoedulsd. The smzll
commercial customers were pot znalyzed sincs any veriance betwesn Che

actuzl rezd and the estimated rs2d would have an insignificant effacc
on the total UFG for this period.

fi
IT
{0

Exchznge Cas

Exchange gas is gas which is recsived {zcm one patty im exchange
for gas deliverad to ghat parcy, usually at another location znd
often in a displacement azrangement. Eguitzhle cufrently has one such
agraement whereby Equitzble receives gas on behalf of a custcmer and
delivers that same volume to that custcmer at aporher location. IF
.the volume raceived on behalf of that custcmer is not exchanged
Guring the same meonth then UFG levels can be distortad.

During the study period it was detarmined that a total exchange
volume of 10,201 Mcf was deliversd into the distribution system.
8,161 Mcf belongs to a third party and wes deductad from the.totzl.
systam supply. The difference of 2,040 Mcf was added to the toral
systam supply and inciuded in the czlculztions to determize  cha UFG -
volume for the study period.

Third Parcy Transport Gas
As praviously mencigped, the fiznal DPemnsylveniz PUC Ordesr iz

Tguitable’s 1997 1307(F) proceedings stipulatas that system-wida TrF
level should be ratzined on all throuchpuc, regardiass of class. UFG

can be czlculatad in twao weys. The fizst methed is to exclude 21l ths
end user transoors css from the totzl volumes raceived incc the
¥ =

system ard alsa frcm the toezl volomes deliversd cut of the sysc
This methed would determine the UFG level assgciated with cnly rac

sales classes. This UFG level can be distortzd anéd misleading
nowever, if azpprooriatz UFG level is ncc -assicped to the treznspors
class. The sac:;nd methed is to include the transpor: volumes inm tha
toczl - volumes received into the syszam and the tgtal volumes

a
o
p

deliverad cur of rthe systczm. This methed which detzrminss z svstam-
wide GFZ, is the mesned ucilized by the Company in this study. Fizsz
Gf 2il, iz complies wich the Commissiess relizng zod szoondly, iz

Eouriczinia Gas cur—anzly gwns fcroy-znims (48] gz2s wells, wihizh Zz=-
Giraczly inrs rhe PBenpsvivania ciscTimutisn systam. Qoiy Ziwve (3) cf
Lhesa wells azs ecuippes witl mecers, which measurz the delivery
volume. Ter rthe ramainize umeisrzd wglls, deliver; veiums i3
estimaczad menchiy using che Minugs fisze Tzast mercaad. The Mizesz 231==



(see actachment 1) calculatas deliverability by ccmparing rhe

T=sc
field line pressura (with gas ficwing) to the incrsasa in prassu~a
insidae the well casing jmmediztely aftar the well h=zs bean shutr-in

for a specified time peri od/incervel, This method has been used in
the parural gas industry for over 60 yesrs. Since this is only 2
scientific estimats, weasurement error ‘will be inhersnt in delivery
volumes calculated with this method. Adcditional inaccuracies. zre
introduced by uncalibraced gauges, and taking pressurs rsadings 2t
improper rime intervals. An jgternzl study was conducted back in
1979, which comparsd metered production to calculated productiom
and  the results indicated that there was a differance .Q
approxcimarely twe (2%) percent for the Pemnsylvenia wells. An
discrepancy Dbetween the astimated deliveries and the . acousl

Geliveries frcm these Company wells concributes dirsctly to the UFG.'

(gl

Cycle Billing

S2lss . ts most of Ecuitzble’s 253,715 customers ars read and
racarded on a billing cycle basis. Not all meters czn be- rzad on the:
lzst day of ezch tenth thersfors, mektars ares separested into different
routas or books and ars read by the met2r raader on approximately the
same day each month. Each route or beok refers to a. separats billing
cycle. Eguitable. currsatly has 21 billing cycles. Most large wmezars
end 211 rransport meters axe r=zé on a calendar month besis sg their
volumes ars not considered in this analysis. '

The billing cycle efiect 1is the differancs betwesn szl=s on &
czlendar yesr basis and sales co & billing cwcle hasis. To illustrats
the effsct cycle billing cz=an hzve cp UFG, consider the £clliowing
exzmple: Volumes re=ad from metsrs betwesn the firxst of the meonch znd
the 15% of the month ars raporcad and  accounted for in chat
serticular month. Eowever, scme of that cansumption zppllies tg tihe
srevious mench. Beczuse accounbing r2cords ars pregar=d co a calencs
month basis, consumpcicn read on 2 cycle basis must be copverzed to

cbt=in  an aporoximats calendar menth volume, referrad to as the
monthly accrued thrcughput. . T£ in this parcicular exampls, the
emely waTm, recresanting lower usace, comparad

current month was ext
o the pravicus mc2cl bhen simply dividinc the volume by the numcer

c? Gavs weuld tard to cversTih=2 the cuzzrsns menths consumccion and
pmdersrats  the previcus  MCDLRS cooswunpoicn. The pravigus montis

underscacemenc would pzve & pcsi-iVE impacz, &1 incrazsa, con ths USG
summa~s, during pericds whnen the cas lcad

level for that pericd. In
£

is inczs==zsing, =2.¢. the all, cas= purchases tand to ke hicher tham
che deliveriaeg znd UFG lavals werlid be erTificizliv bich. Cooverssliy,
Curinc pericds wnen the gas lcad is decrzzsing, e.£. To2 spri: =

su::h;sés rang ©o e lower ChEn {28 deliveries and tLae

&?G ig ar:ifi iz31y low cr iz scmE CES52F czulid De pEcEoivs

schematic)



Equitable rscords sales volumes o &1 accrual besis. To zssign the
cycle billing volumes more accarately, the Companmy USas 2 compucar-
based upbilled revenue mecel Lo zllocate. Based on dzily
tzmperaturss and corrsspanding decres days, the varisble and basel aad
component of the cycle billing mcnthly data is used to obcain the
calendar month consumption. The szles volumes racorded e=zcn menth
would them represent sales made during the calsndar ' menth.
Conseguently, the UF: levels &S decermined based on - the differsoce
between recorded gas purchases and accrued throughput volumes ars npot
subject to the significsnt distortions that would result when szles
are recorded on as billed basis. .

A$ a result of cyele billing, acczued throughput volumes musc be
estimarsd and differsnces betwesn actual and estimatsd azccruzal sales
‘volume will occur. This method subseguently produces inaccurztz UEG
levels. In order to detérmine the effsact of such diffsrencas on the
UFG level for this study peri iod the Cempany re-estimated the oricinal
unbilled th::cughput volumes. This new estimate was based op the
billed usage per decree day for the wonths of October 1936 and
Octchber 1397. The billed usage per degres day for October 1926 was
used to re-astimate the umbilled volumes for September 1896. Qncs
this was caleularad the ravised unbilled throughpur for Octeber 1296
could be determined. Similarly, the billed usage for October 1897 wes
utilized to recalculata the vopilled throughput volume for Saptamber
1987. This anzlysis resulted in zn increzse in the accrued throughkout
during the study period of 41,992 Mci. This incrasse is included in

the total accrued throughput volumes.

OMMETERED A..'D/OR UNEZDORTSD OPIRATTIONAT COMEANY GAS USAGE

The dazily, normzl operation of the distribution systam raguiras
Equitzhls to use gas Lhat is unmetsrad eand/or unrsnortas. This casn
was metsrsd 25 a r=ceipt inco tha sys:sm-, buZ was pot mecersd =s &
delivery. Thersfors, the recordad delivery velimes ars understzced
causing a positive contribucicn to UrG. Ecuritable identifiad sawvern

cific operaticns wiich were: considersd to be contriburors to o
LT‘C level caleularad diring this study pericd. Thasa six cperazians
ars; facility blew-down acé Durze g2s, ¢rip opezarions, cppewm=ric

-1

ﬂJ

instromen: wuszce, cas sapoling and analysis ecuipmenz, grassuss
reducrian op incarmedizce-crassure  service lime insgzllizcions  &nd
ralief valve coersrions. In &ll, the cocmpaay cas usage during ths

stucy period is approximetaly 711 HcI.

)

* Fecilizy Zigw-down and Purze (&3

—
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Uometersd or unrscorded gas USage occurs during ssveral ouerztions
which reguirs gas volumes to be vencad to the zatmosphers. Thesa
aperations include; new pipe installarions inciudipng mainlineg ang
service linass), mezinline and searvice line remewals (excludinc
i.ntsraﬁadiata-pressure service line ramewals which are discussaé
below), mainline eund sexvice line zbandonments, mecer or regulator
changes (including metsr bypasses], meter or regulator inspecrions
and new meter or pew regulator installarions. The study perioed
contribution to UFS from thessz combined sources is estimzatsd ta be
410 Mct.

Drip Operzticps

The ' Distribution Department maintains a composita lise of a1l
pipeline drip locatioms that are periodically chetked to easure gas
is capable of flowing without 2wy restrictions. If blockzce is
detzccad the pipeline is purged to remove any licquids and restors
‘flow capabilities. When these loczationms ars checksd and liguids ars
pu‘ged,'scme unraported gas volume is also vented. The concribution
to UFG from this squrce is estimated to be 20 Mcf.

Prieumzstic Instcrument Uszge

The design of many of the instrments that 2rz usad in the
d_ist:ribucion‘syst:em to position and ccntzol valves, which uloimaziely
control cas pressurs znd flow, reguira them to vent cas to the
atmosphere. The volume of gas that is ventad to the atmosohers. frem
these instruments is considered company usaca. The szudy peried

conbriburion of inscrument psace 1s approximataly 245 MeE,

Gzs Sampling and Apalysis Ecquipment

Gas is ventsd to actmospbzrz and 2lse consumed in sampling and
analyzing the physical properties of the ¢as, such &s the Bru centsncs
or the specific gravity. This informaticn 1is esssacizl to datarmine
the c:ar::-ac: billing volumes and alss to canver: thesa volumas to
Cekathezms for billing purpcses. Thesza
Thus, thev concribute di:e::ly‘ tc U=Z.

O S Mc® wzs 2 rasulr of ges sampliing @md

crerzficns,

P-:ESEU-:E Rcd’_ - - crn T:;-nmeg_lacg—::,rassu‘:e saTries line men=ywzl=

ey -
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During inte-mediata-pressursz anéd Thich-pressurz service lin
remawals, it is the Company’s Policy to, rsduce the operating prassura
from the normel cperzting level to a level of 5 psig or lower. This
policy is adherad tg for safety r=2somns. During the course of thisg
reduction cas is vented to the armosphere which is neither mersred
nor recorded. During the study pericd it is estimatad that 31 McE was
‘attriburad to this element.

Relief Valve Operzticns

Pressurs razlief valves a2re used to prevent prassurss within cg=zs
facilities from exceeding alloweble c¢perzting pressurs limits. In the
event the pressure would increase beyand the allcowable operzting
pressure limit, the relief valves will open and vent Lhe gas ko the
atmosphere. Agam this gas is unmetered and unreported. Anm_a"\
maintenance inspections and testing of these facilities may result in
z2dditional urmeterad and u;nreuor—ad g2s usace. Ths contribution to

the UFS level during the scudy per::.oa frem this source was dersrmined

Lo be minimal.
M -

W34.46%

[OFachty Slow-dtwn and Purge Gas
| 3o Operations
[10.70%. 1 X Prneymarde insttument Usace
W4.55% |EIGas Sampling and Anzalysis :::(umx—:ent

H0.60% Jlcnzssur.tz Recucion on Intermmedisie
' ERefief Valve Ocerstians

aOs7.57%.



Introducticn:

System leskage is a major concributor to upsccountad for gas

(OFG) . Lesk=ae is defined as unintentional esczpes of cas from the
inside of 2 pipe. Lezkace in 2 g&s discrihucion sysitam czn accur onm a

mein line, service linme, or at 2 joint or fitcing. Lezkace can occur as
a rasult of; corzosicn, third pazity dzmage, outside force (i.e. earth
movemencs such as earchauskass, washouts, land slides, frasts, lighcning
etrc.) .
Leakage surveys are regularly concectsd  on Equitahle’s
distribution system to detsct and monitor syscam lezkace. The volume of
gas passing through a leak is dependent on the. size of the lezk and the
operating pressurs of the systam where the lezk occurs. The lost gas
due to mainline lesksge in the Penasylvenia distribution system was
calculatad to be 510,654 McZ. The lost gas due te servica lins lezkage
was czlculated to be 112,730 Mcs. The total lezkage equals 23,384 Mcf.

——

The following facrors ars kacwn to contrihute to lezkace in
Eouitable’s Perméylveniz distribution SYsSTEm: B

e Idle service lines

¢ Corzosion

° Joint lezksce

® Third-pa-ty dsmsce

® Dual rnai_n_'_ine fzcilicies
® Line pack

® Rce of fecilities

% Cracks, brzsks

¢ Qurside foxcs

* Mztsrial def=zch

* Constructicn Csiszct

s’



The following is an ongoing lisc of proorams that Zguizzhle has

established to  raduce leakage O its encira distribubicn systam

Sratiscical ipformation zalating =9 these activicies are prasentad

below: - - ) )
1. Reductiom of idle sarvice lines

No. of Idle

Year . s/L Cut-offs
1956 423
1985 ' 630
1994 ' - STT
1993 621
1892 ' 3sa
1391 872
je20 _ 1,283
1,234

1389 : 1,214

2 nenewed service lines (mzin To cuzd)

Year Numker Renewed
1995 4,280
1995 4,832
1894 4,3%1
1983 5,578
1952 5,281
1991 3,078
19290 £,710
1589 - 4,778

3 Rencwes main line
vaz— Fcorzoa Renswed
1ces 126,853
1ggs 135,351
1964 194, 55%
soes 222,148
18832 163,987
ioss 101,922
ize0 133, 78¢

—t
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Milasg of
_ Miles of Ocher Pipe
Ya=r pT. Dipe (sT,CI,WL,CU) Totzl Miles

1956 g31 2,250 3,081
1995 B24 2,272 3,086
19904 gil 2,292 3,143
1993 787 2,328 ° . 3,0%8
15292 702 2,377 3,a7¢e
1991 g14 - 2,384 3,008
1920 . 6§05 . 2,385 ) 2,920
1589 557 2,413 2,270

5. Cozted pipe

Miles oi

Milas of Urprotected " Milzs of Pipe
Year Ccatsd Pipe Cocated Pice (Protecrad]
1336 933 118 794
1295 958 130 ars
1994 802 106 703
1993 85Q 113 T2z
1282 gia 133 €35
1891 723 133 o
12¢<0 773 12g 647
1289 765 125 640

-

6. Leaks rasorred/zspaired

Numbe Numbez __Benaired
Vas~— Ramgro=ad  Renairad Class 1 Class 2 Class 3

REeTOrLsC E— e
150g §,621 3,412 cas 2,872 iz
1ega 8,831 £,112 86z 4,007 273
1_993 5‘705 5,129 BEE 4,97;': :::.5
1cs3 e, 032 3,536 540 2,523 205
13¢1 3 533 &, 953 §33 3,82 3z3
secg 7 gac 4,453 57 3,712 134
saze 7,831 2, ¢60 543 4,381 Z0z



7.

10.

Lezks repaired frcm reportable/mon raportzbls incidentsg

Mzain line:

Causa 1396 1595 1884 1993 1952 1991 1889 1cge
Corresicn 1383 1723 2104 2431 2186 1545 158g 23a
Third Party 83 9 1335 142 58 63 54 7

Outside Force 6 .. 0
Const., Defect 8 i3
Marerial Defect 22 23
QOther 72 87

[
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Service line:

Causa 1996 1995 1984 1993 1982 1891 1359 1559
Cor-osion 1261 1553 1864 2432 2315 2169 1813 200<
Third Party 164 202 281 282 178 180 17 g7
Outside Force 0 e 0 a 0 0 a a
Copst. Defect 23 22 Z1 10 7 7 € 10
‘Matarial Defect 33 26 17 27 28 15 15 23
Gther 166 139 122 37 124 254 eg .74
Outside camntrzctors werking pear psturel cas pipelines will
inadvertencly damage the pipe causing gas to esczpe to the
atmcsphers. The best way Lo prevent {2ird patty damsge is
tl':l:ou;_;h a "cne-czll" progwam. Equirzble utilizes and zccoivalsw
p&::icipé:es in the Pemnsylvznia Ope-Call Progrzm. -

Mzin line reglacemeni procram

Eguitable has an cn-going main lins raplacemenc p:
new plastic or c=thedically protactad pi 2
en its discziburicn system. Reisr To Atuizchments 4 ané =

Eguitable has an op-goinc rrogrEm [ rafucs Czsr irgo —iez 1o
ics discrisucicn syscam.

Sarricas lines z=nc hcusz llinss

Svery savrica lina and hovsz lize iz cfested tbefgrs cazs szz—ricoa



11. Leax surveys

Lezk surveys are conductad I=gwl culzrly.  Rusiness discricts are
surveyed oncs every Yesr while all othsr arsas &rs surveved

once every thre=z years.

12. Internal pipe camera

Equitable utilizes an intarnal vipeline inspection czmeza to
detect leaks on its distribution systam.

Calculatdion:

The flow rate for low pressure leaks was detfzrmiped by & tsst conducts
in 1988 by Ecu:.t:;.—.o"e. s Tachnical Service Groun. R capped section of
pipe with 33 leaks, operating &t 12 inches w.c. was merarad and
detarmined to flow 1.2 Mcf/day. The sepmazl flow zate per low Drassurs
lesk c2n then be calculated as follows: |

(1.2 McZ/dzy / 33 leaks) (365 days/yesT) = 13.27

bh

—

icz [/ lazk / ye=x

The flaw razte for high prassurse lezks was darived by utilizing the szme

section pipe znd performiag 2 network zmz2lvsis usiae the GASSS computar

softwars frem Stomer Associzctes, Iac. A flow racs of §.873 MeZ z/Czv is
the rasult =t an operating pressurz of 15 psig. Similar to the zbove

czlculztion, high pressuzs amnual flow rzt2 per lesX is as follicgws:

days/yez=) = $£2.25 Mcf / leak / veszT

W

(8.573 Mcif/ézy [/ 33 le=ks) (36

2 tcrzl of 9513 mainline 1 were idencifisd bzsed on the torzl number
of lazks ramorted znd- the toral number ¢f l=aks rapairad durinc the
1294, 1less, -and 1956 laakage SUrvey of the entirs syscsm. Usizng ths<
rztio to classify lezks cn low prassurs Vs. 1ezks con bich prassurz, tize
following czn be dsvelcped:

i

gsurs 2nc bEicn TIE
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Approximztely 2100 cusTamer owned S@Ivice lines were raplaced for
saksce batwesn the pericd of October 1226 to Sepismbex 1837. Th
ezkage associatad with these gservige limes is czlculatzs as Iollows:

]
[t

(]

1113 low pressura lezXks
987 high pressure lezaks

(2100 le=ks) (0.53)
{2100 le=ks) (G.47)

8v apolying 13.27 Mcf/lezk/year and 59.25 Mct/lezk/ye=zr to the mumber of
low mressurs and high pressura lezks raspectively, the Ifollowing czn be
derived: ’ '

{1213 L.P. leaks) (13.27 Mc?/ieak/year}) = 14,770 Mcf
{ e87 H.P. lezks) (95.25 McF/lazk/yezr] = 57,2860 McE

Therafore, the service line leakage can be totaled as 112,750 McZ.

The cunmlative total attributed to leskzge in the distribution system is
.623,384 Mci.

MEASTUREMENT RESULTS

The @iffarsnce that occurs, as & rasult of the meter rag ag
mera or less gas than actuslly flowed, may conbributs to
UFC. -The metsrs ogpersticmal envirooment bhes a dirzct impacz on the
valums of g5 tha-t ig actually racistersd by the mefar. 2ccursts
mezsurament of the gas vciume is 2 funcricn of the mez2xr aad the facrors
ussd Lo adjust the metsx re=d. Scme of the factors thzt affsct the
measuTament of the gas incluce; Lamperaturs, prassuts, tae oce-z=iticn of
the meczr (Zast or slow), elaveticn, cas cuality, etc. Thess faczor:

ara discussed in detail belcw.

TEMBERATORE EFFECIS

s

emperacurs compensarzd. Since & rcositive displecemsnc
simply cgunts the pumcer cf
Gifferancs befwesan Chz

czmoaratuse will csuss



temperatures are charactaristic of
=

E.-'_.'E h.-_’C:'.-D.",_Ioaﬂ hE_-t;nC 58250n, [hera
is a tendency for metars ta r_"-‘“-.;."Su —CW

on zn annual hasis.

The reasan that temperaturs S0 sicnificzncly 27Z2cts the resadings
is that meters ava czlibrated to accurataly register a standazd cubic
faot of gas at 60 degzases Fzhrenbeit, which is the bases tamperztura
established by American National Stczndard 2-132.1, dissued in 1969,
Variations from this 60 degress Faarenhelt temperztura will czause
inaccuracies in messurament.

Gas contrracecs as LAWDeraturas Gec—e2se, and thersfore lsss volume
will be measured at temperaturas below 60 degress Fabremheit.
Conversely, higner volumes will be mezsurad at temperatures zbave 60
degress Fahrenbeit. Charlaes’ Law is the basic rule of physics that
coverns this temperaturs-volume rzlationship of gas and can be statad as
follows: .

TL / T2 = V1 [/ V2

Absolute flowing temperzturs
Volume registerzd on mecar

Absolute base temperztura; T2
V1 = Volume at basa conditions; V2 .

Nats: the temperzturss in degreses Fghranpeit. must be cooverced to ths
REIJJCE_BE_ scale by adding the degrzss F ta 480.

£
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M
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=
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_Tf for example, Che metsr 1is dasigned to mezsur= the gzs at 60
degrzes F znd the mekbering tamperatur?2 is actually 40 cdegrees F and the
méter has messurad cne cubic fcot, the following would cccur;

60 + 450 = sl ; therziore, 520 = Vi ;
40 + 480 1 cubic oot - =ae I cubic focot
s3; vi = 1.04 (1L cubic fcoti ; V1 = 1.04 cubig f==z

The rasult 3is fFor evary cubic oot ragisterad on the ¢as mets:
=

index, 4 % mera or 1.04 cubic f==t acrually passad thrcugh Che mezes

{(when convercad back to basa conditicons). In su ry, if no eorraciichk
fzeter was zprlied, the end usar rzcaeived 4% morz ga2s than thev would be
hillad for, which would raselc im 2 &% TFG level

Several scudies conoucnas pravicusly, inciuding Pacific Gzs axnc
Sleccric Ccurpe:\_:fr Mz 1824 znd Scucherm Csliforoxz G=s Company, 13°Z,
concluded tha:z the cas cempergflTz 1 TEs ‘antial or smell mezars tsncsE
ce follow rthe Toulnzbiz conducisf an smpizical
sTucy in _:5 viasr Viroisml weEram o dsizxrminge wi=z =2Sf=z-ocC

srucy was cancucIss fTom July

CormEoolCive TWElvE montoas’

$¢5 thwsvpgh Junma 30, 1F

cpgeounivya hesrcdns

— —_—— - i

CEMRErsSours Ccormoensat
I, 1
=



of both the positive and negacive eff2cts of temperaturs compensation on
szleg volumes.

Equirable installed z temperabtusz compensated residenrisl mecar in
series with a non-temperature compensztsd meter at twenty (20) locations
in irs serrice territory. Theses selz=crted locations were represanrzsive
of Ecuitable’'s customer base. The 20 sample locztions encompassed =
geographiczl area representing 72.46% of the custcmer besa.

The 20 sample meters wers r=2ad cn a menthly basis. The temperarura
Compensated meters wers of the same general CyDe as the non-temmerzture
compensated meters ip series, i.e., metsr czpacities wersz tha szme.
Accurzcy tests were zlso performed to ensure similariry betwesn both
meters. ' N

After collecting the monthly meter readings from each of th
sample locations, Eguitable comparad the compensat2d and nan-ccmpenszte
rzadings for each location. An errar czlculation was performed base
upon the monthly total weasurements for each location.

| The results of this tsmperatuzrs study reveszled that ovér the past
eighteen months the average error has besm about -0.20%. In other words,
the volume that reswltsd from the Cemperatura compensatad merers wes
epproximately a0.20% hicher than whzb was calculated with Chzrlars Taw.

Applying this methedolegy to the study pericd ravealad that
687,811 Mci-was actributed to tamperaturs effzcrs.

‘Dd 1

PRESSURE EFFECTS

Eguitshle Gzs assumes that the metsred Las pressurz is 2 copsczns
B ouncas or 0.5 psig. for those rssidential and small commeraizl
Customers who azz served by district raculators oo the low-pres
SYStTem. For thosa custcmer fhat 2r2 on an intzrmediate-pressura or L
pDrassurs systam, service rzculators would be racuires. These Sa‘_'_—,r'zcg
raculators are also set at a normal cmerziing prassurs of Q.5
These requlatrors do nat meintain a constant pressurs ar all
rates. An times, the rsgulators are manually adjustad which would czus=
the pressures to vary accordingly. Rny diffsrance that ccours becwear ci.
acrtual apd the assumed pressure would have a direct impacz op tie
metarad gas volume and also would contributz ko the UFG vaolume .

Metars ara calibrsted to accurataly raoord a standssd cuhic faac

O g&s§ ar, 1¢.73 pounds per scuar: inch atmestheric (psiz), which fe phe
eséura at sez level as racsocnized hy Americe~ Nacicmal

is the prassuzrz of the czssous

{
1]
-

Atmcspheric DressuY

envelicpe that surrourds the ez-=h. II VErliss dependinc on zgicicude amd
Sarcmacric conditions or changes in The weather. The zversce azrocswneric
prassurs in the Ppenpnsvlveniz sarrica aXss is ECproximacely .1:__1_::51;__
Cauge pressura is cae ‘line prassura Clef 1s copesad oy the ‘_.::assu;a cZ
the atmosphars, The cial czuce uUsad ¢ M2ESUra Che pressura im z moe-s<

cr pipe will indicars the caucz Drassc



Bovle’'s Law governs the pressure~volume relationship of gas and
statss that the volume of a given mass of gcas is inversely prooorciomal
to the ansolura pressura of the gas. Mathemazically it czn be exprassad

as follows:

Vi = o2
. V2 Pl
whers:

V1l = Volume at base conditions; V2 = Volume rzgistered on meter
D1 = Ahsolute bzse prassurs ; P2 = Absolute line (meter) pressuxra

Note: The ahsoluts base prassurs is 14.73 psia.
The absolute line (mefer) Drassur2 is calculatad by adding
the gauge pressur:s EO rhe averazge atmospheric prassure,

Substituting thoe absoluts base pressure, the average atmosvheric
.prassure and the gauge Ppressuce into the -above eguzticn yis=lds the

tollowing:

Volume multiplier = Absolurs line pressurs ;
' Absoluts basa Dressurs

~{ 1a2.4 psia + 0.5 psig } = 1.033154 £ V1)
14.73 psia :

=

Tharafors, the chznge ia velume under these conditions is 17154%.
Toat, 1

the consumption of 1 cubic

Evaery time a2 met=r registers
1.01154 cubic faet werz deliverad.
was derarmnined that aporowimacaly

Using study pericd datz 1
312,052 Mcf was the rasult of Dras

METER INACCULRACIE

A new meter placed in service is desicped Lo measura &xy, clseEn
nacurzl gzas ac:—"u:a‘ca"_v. However, the gas flowing threough the sysctam 1s
not complztalv cleaz.-zve._tua”v t owing cas will zZisc: the mEIars
and c=u;a o ; Fer inscence, digtillzoz may Cry
ouc the bes Oriface plates hzve 2 tandency €2
cet nick Dirz zad ¢rit may cslilact cn
the imce rich has tradizicpnzlly be=n
used 1_;_ when 1T heczme &=y -".c".n cizsm
cevelco rzascns Wiy megsrs zrz sither
fi=lc2 -tes 2 mecar erchancs TrIgrIm. AT
tha and gcars ers removed Ircm sersiice,
tascad _ rzoair &s necsssary and  EgELT
recurned o se—rice for ancchar scheduled pericd cf tima.
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The Permnsylvapia Public grility Commission stztes in the Chaptaxr
S3 Codes that each cas metsr shall be in gocd oxder zmd shall be c:::r:_-:act
at 211 rztas of flow ro withian + 2% £2sC or slow beforz being insczlled.
Any customer whose metsr registers mora2 then 2% fast is entitled to =
rebate for that volume of gas consumed that is over the 2% threshald.

o

Anv merer that leaves the Equitable Gas Company MetaZ Shop is
expecrad to mest or excesd the following oul-test requirsments:

(1) . No meter shall register more than 0.5% slow.
{2) . No meter shzll regiscter more than 0.5% fast.

Mater accuracy has improved at Ecuitable Gas Company due to the
following programs that have been in place sincs 1975;
‘e Eliminate all Class B and Class C tin metsxs,
Class & 0 5Q0 "cth
{lass B = 500 - 1500 cfh
Class C gver 1500 cfa
®* Replacs 4 ¥ and 5 EMCD metsrs with rotzzv metexrs .

]
!

® Downsize commercial and industrial mecszs to maks surs thes
capacdicy of the metar mME2SS the customers m=aeds.

® Sinee 1985, zll pew commercial and industrizl meczer secs
are specified te hzve rotazy msrars for instzliation.

For the year ending Decsmber 31, 1996, the accuracy of the megs=rs
tastac by the Metesr Shop can be illustcrzted s follows:

¥ OK cver 2% ovar 2%
No. Of meters + 2% slcw fast
Class A 2,597 100% 0% 0%
Class E 361 84.7% 14 6% Q0.7%
Class C 249 81.1% 10.1% 5.8%

m . The mecazr r2ad
ke zcrual velume cThat wes pursizsed was crnly £,300 cumiz fzsc.

tesume this cas was Coen sold Lo & CLSTIMEr wiCSeE maiar Wwes 1% =low,

., measuring less cas Than whar acTually passes thTough o



Acain, the mecer rezd would incicare 10,000 cubic fest was sold,
bhowever, 10,200 cubic feet accually passed through the metsr. The tocal
diffarence between the cas that was purchased and ':31'3_5'55 that was sold
would be 400 cubic fzet or 4% uwnaccoumtad for gas.

: The gas lost due to fast and slow meters was detammined by
utilizing meter in-test statistics supplied by the Meter -Shop. These
staristics are kept on 2 monchly cumlative basis begimning with th=
first of the year. Since this particular srudy pericd encompassas two
calendar years the exact data necessary o coincide with the scudv
period was not available. The cumulative monthly datz for the vazx 199:;
( as of November 30, 1997 )} was used to zpproximate the efiacrs of fast
and slow mekters for this study period.

In-test meter analyses were reviewed for 2,565 mersrs. The:
following table illustrates the results of these in-tescs.

005% 005% 052% 0.62% OVER2% OVER2% . -
oK FAST SLOW FAST SLOW FAST SLOW  TOTAL

ea ga5 627 8es 623 15 ©o48 2885
3049 23.10% 21.15% 29.17% 21.18%  051% 1.83%  100.00%

Bv multiplying thess percentages by the applicablz "averace e-wor”
for each category, an estimatad erzar 2 be zpplied to the entira
§ystam throughput as f£ollaws:

(23.10%) (0.25% error) (47,548,185 Mc?) = 27458 Mc? FAST

(21.15%) (0.25% emcr) (47,348,185 Mci) = 25,141 Mc?  SLOW

{29.17%) (1.3% evor) (47,548,185 Mc)) = 180207 Mc’  FAST

(21.18%) (1.3% emor) (47,549,185 Mc) =  130919Mcd SLOW

{0.91%) (2% emur) | (47,548,185 Mc) = 4850Mcf FAST

(1.65%) (2%+enor) (47,548185Mc) = 15,850 Mcf  SLOW

Zffacts of fast meters = (27,433 + 180,307 + 4,850) = 232,816 Mc=
Effzcts of slgw meters = (25,141 + 130,%31% + 15,830) = 171,750 McS
The diffsrance hetwsgan rhe fzso 2nd slow meiars rasulis in zn i-crzzss
L9 the U-Z voclume cf ~v-:1:,_,:::;-na'-=-1v 20,888 Mc® {Fazsc).



GAS QUALITY

The quality of the gas that is being dalivered can also have an
impact on UFG levels. If the gas is not ccmpletely dry it mey contaia
hydrocarbons 2nd weter. When these combanents are removed, a slightly
lesser volume is aveilable for delivery. Equitable receives the majoritv
of its gas from Equitreps, L.P. This cas is assured to be pipeline
quzlity befcre it —em:e:s the Equitable Gas distribution system. However,
a2 small percentage of gas is deliversd from Compzay wells and thirg
party wells znd the quality of this. gas is important.. Equitable monicors
the quality of this gas to ensurs thers is no residual effect on GFG
levels. (See attachment %§) '

ELEVATION

2As we have sesn previously, the actual guanrity of gas deliverad
te a meter is obtzined by multiplying the mecared volume by a mumber of
corraction factors. Cne of these factors, the pressura multipliers
(discussed in the pressurs effects section shove) varies lindarly with
the ztmospheric pressure. As the atwospheric pressure decrsases with
elavation, so wiil the prsssurs mllltipli&j:. The actual cas deliversd for
2 given metered volume will decraase with an increase in elevatian. "For
those discribution cowpsnies that operata in a gecgrappically civersa
araz, consisting of significant elevation diffsrences, this. elevaticn
effact can have a subsczntizl impact on UFG levels. Since Equitahle dost
nok operats in zn arsz with swescenbkial differsnces in elevetion t_..".I;S
effect was Getsrmined to heve 2 minimal effsct on the UFG volume.

o

T==rT RESTLTS

Thefr occurs when scmecne Lampers with 2 meta2r or its piping in
such a wey that the vciume rzgistered is less than the actuzl cas uszce,
or, when scmespe illegzlly rsstorss thelr servics and uses meizrac cas
Regardiass of the -method vsed te sizzl cas,

B

withcout compeny permissic
thefr contribucas Co Cas compEny’ s umaccmumiad 0T gES Velums. Commen
forms of thafy includs the followliac:

—— b !

e Unauchorired rascerzcion cf sarvics by ramcval of s2als and locks.

ing the meEtszr £izl inder zuch

zczuzl cznsumptlicn

23



e Unauthorized uss of a ccmpany by-pass, which is orly to be used

during mairtenznce (meter chances) Lo pravent service Intarruption to
the lzrger commercial and incdustzizl custcmers.

*» MegCer raverszl

« Stolen metsrs

TERTT STATISTICS
Qctcher 1, 1296 to Sentembe= 30, 1997

Number of Accounts Investigated . ) e, 043

Confirmed Theft Situ=stions 182

Estimatad Revenua LOSs $§ 122,452.88
Ravenue Recoversad . § 99,838.54
Estimzted Gas Lass Dus to Taeft (McT) 13,875 -

Since 1987, Feuitzhle Gas Company nes implem

fi
r
1]
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M
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!
r
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'
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Tnaencive Procram (Accachment #7) which monetsxily
Zguitzble Gas for discovering and rzoorting any suspicious candition
. s . .

that may result in thefz of ¢3S I tae

caczcorized =nd rhe emplcyee reporting tha theft is rzwarded using thz
11

1. Uneuthorized Me
{$30.0Q0) pexr incident.

2. Sypasses, Stolsn Mezars, =rec
Thefz] Sevesnzy fiwve ceilzzs (375 mclican: : =z
zercent {i0%) cf rChe C2COVIIE =2 is
estimacad znd the thisf is bl 10%
ccmmizsien in czsh for k28 aczuslily
ragoverss.

Since the prigzem’s izcepilcoln, cZ rzpcorisc czs=s

nz72 incrszsed, cdue ©g che iacencive piaa an e gxsETIise fizl<

-



Two racent non-rssidential theft cases involved the use of =
company bynass to divert a major pexcentage of the gas around the metar.
Th= thefts wera repartad Dby Equitzble CGas Company Regulator-Mster
Sarvice persammel, who noticesd that the locks werse broken off the
company by-passes (cempamy by-passes 2llow the meter to be charnged
without service interruptiom) during routine maintanance. The
Mzintenance craw submitted an Employee Report of Suspecta2d Energy Theftc
Form &and subsesguently, a field imvestigation was iniriated. It was
discoversd that holes wers drilled in the company by-pass stopcock,
allowing.a percsntage of the flowing cas to be divertad around the meter
while it appeared that the stapcock was closed. Omce this illegzl
tampering was discovered, Equitable Gas field personnel estimzsted the
stolen gas volume by recorcing meter raadings at certain time intsrvals
{company bypass in closed position) with all gas zppliances operating at
their full duty cycle. A heat facter and a basa load wers czlcunlzts=d,
and then the total eshlmated burn was determined by using the actual
degrse dzys for the theft pericd. From this totzl estimetad consumption,
he billed volume was subtracted, and the stolem, or unaccounted IZor
(UAF) volume.was reported and used in the court. proceedincs. The amount
‘of stolen gas for the peried Octcber, 15896 through Sestember, 1997 is

estimatad as follows:

Non-Residential Thefi:
Incidant £1: )

Decrea Days During Pericd 4238 *
Use per Degree day .Z88
Bzsa load/month 22.5
Total Estimatad Usage 1311
Less Billed Usace 263
Stolen (WAF) Volume 1048 Me:Z

Incident #2:

Degrae Days During Pericd 41338 *
Usa per Degra2 Day .288
Bzsa load/month .4
Toczl Esrimarad Usacgs 1333
.ess Billad Oszge ga7
Srolsn (GAS) Volume 854 Mcs
Barh czses combined, acItounosd IST ED estimarac
9735 Mcf of scal cas, wrhich is approiimaczsly



&

Theft was discoversd in February, 1997. Period reflects DRT from

Octobar, 19296 through February, 1997, inciusive.

Investigactions of potentizl theft activity ar2 iniriarsgd bv

intarnzl aundit controls, company employees, lazw enforcement Dersconnel,
and third party hot 1line tips. Investigations .are performed by a
dedicated full-time stafi of employeses, including field investicators,
and an Investigation Coordinztor. Training sessions arz’ conduccad
annually with both lazw enforcement znd company employesss to rezinforcs
thefg detacricn technigues in coe fi=ld.

Potanma.. theft of se-vice mvesrn =tions are initiszresd by the

following sources:

Eot Line Tips

Anyone who suspects theft or suspicious activity may c21l 1-800-431-
0801 mmber to report this activity to Eguitable Gas Company. Durine
the period of study, 15 czlls wer= rzceived and investigatasd, aznd 7
resulted in gas thefi.

Theft Reduction Incentive Prcoczam Tips

The Thait Reduction Incentive Progzzm encourages emplovees to razor:s
g2s theft by rewarding the employes. Currently, zmy emplovee who
Suspects thef: pay fill-ocut zn Emplove= Repart of Suspectzd Enercy

Theft form (Attachment #8) and submit this to the field investigator

coordimater. During the study rperiod, 283 forms wers ra2ceived and
investicatad, and 73 of them rasultad in cas thef:.

Idle consuvmption memos

When a custcmer’'s gas is turmed off, and their subsaquent meter

readings indicate thsc consumption cecurs after the finzl hilling

czge, this is koown as idls consumpticn. The maitfreme dacscrs and
5

e,
sneratess idle consumpcicn memcs (3Ztachmenc #S8) cn oz daily basis
Sordinzcad with the menax :

ldlie coosumpiicn memes Wers

Mon-pav souc-cif memcs

Amy customer whe pas chosir gas sesUice Turmed ofF cuz oo nCon-pEvmEnD

57
gz



e

£10) of nen-pavinc turmed-ofi custcmers on a daily basis, ccordinatacd
with the meter read cvcle. During the study period, 753 idlis

consummtion memos were field investigated.

Metar Readsr reparts

Metar readers are to rsport any suspicious activity on 2 daily reporc
(Attachment #11) submitted at the end of each day with their daily
paperwork. To facilitate reportimg of a suspicious condition iz the
-field, there is a dedicated "theft® button on the hand-held ITRCN
vnit that the rezder ‘may depress wiich marks a metar mmber as one
.thac nesds investigated. Most metexr rezders submit zn Emn" owes Rencro
of Suspected Energy Theit form in addition to the dallv raporis to

reap incentive plan monetary rewards. .

Hi-To failurs reports

When 2 customer’s gas consumption increases or decrzases bevond the
bounds of a standard acceptable threshold, 2 Ei-Lo Zailurz memo
(Attachment ‘512) is generated by the ma2inframe computar to iniciats
=n _investigation. Cur-antly, the threshold is plus or mines 310
percent. The customer’s usage bhistory, use per degrae day (he=c
factor), and historic heating degzes days ars unsad in the - TeTc
calculations. puring t:he study period, €71 idle Ei-To Fziluve memos,
(including low and zara factor raviaw) wers £ield imvestigztad.

Low Fzeror and Zero Factar review

The haszt factgr is used bo esTimaTts & CUSTOmMEr’S Consuw
their historic consumption and the respective heat*_::g
that period. For various rea2sons (imcluding theit), cuszomel:

hawve their bill corraccad, and it is reflected in thelr consumption
rime the coADUtsr encsuntars & csrraci=c

history with 2 c=de. RAuy
Pill wkhem ic is p—sine. to czlcualata the customer’'s kest fzotgr, ic
rarurng =z "isw fzcior" or a r"zero fzctor! indieztine thaz o=

L]
rezspec=ive zccounc nesds suditad 2o imvestigars

Whenever z mers=r is rzmoved and Trecislmed, IDul Ihns sEIvicg ilns nas
11y  éiscoamectes  (cun-cfl, & zThnenz@encn czllisd




these manifold vecancies are distributed to invesc tors for

periodic fisld investigztion. IZ this condition exists for elieven
(11) months, the service line will be schednled for abzndonment .

* Renezr Offenders file

Any cuscomer with a history of theft is kept in hard copv and
reviewed by the Investigation Ccordinator at his/her discrstion. This
file is affactive in tracking gas thieves thar procrasss ively tecome
mor= sophisticated with their theft method. One (1) repeat affznder
was caught during the scudy pezied. Vieolation of praobation and.
payment schedules may prompt amocher field invescigziion.

Theft Brsvention

—

Equitable has an ongoing prog-am to combat t*’efn. of service. The

following technolegical develgoments have been initiared, 22d may be
installed to prevent theft of a r=peat of."="c'.=*' 0r = pgotancizl chefc
location

¢ 'Dlastic and/or metal swivel gL‘.iﬂ‘riSA

. 2sz-~hardened metsr index dial scraws
* PRad snap sezl index dial sczaw

* Se3] wira commectad to dizl scTaEw

* Autcmatad Meter Reading Devices

CT==R Z=STLTS NCT QUANTIFIAZLZ

®* Super-gomprassihility

Super-comprassinilicy is 2 tarm ussd to descriis the mazon=- in

wiich ragurzl gzes compressas. Nacurzl €25 comprassas by

thza thab computsd by Cherlas’ and 2ovls’s Gas Laws.

comprassikilivy descrines deviaricn frcm the Lasic
sczze. The devizrcion is smeii aC low orassuTas bue tfeczmes
&% hich prassuires



The ba51c gas laws that hzve besn develcoped by Chzarles znd Bovie
apply to perfect gases. Fowever, MCST gases behave in z marmex slichcliy
diffsrant than the formulze L_a_c;t:_- This deviation veries accordinc to
the composition, specific gravity, Dprassurs and ktemperzturz oif the cas.
Wihien the temperature and pressure inczezsas the super-compressibility of
the gas increases and less volume passas through the meter. A super-
c:murass:_bw_llty factor will copvert metzar readings at flowing conditions
to a2 standard volume.

.The effeccs of supe:-cgr@ress:'_':sility werg determined to be minimal
cn the UFG volume for this study. . .

® Low flow pilot registration accuracy

Based on a study which was perf‘oruied by Broeklyn Upion Gas, Clzass
A meter errors were detsrmined to be- 1.2% slow at pilot flow. What
Brocklyn Union had proven in this stucy was that actuzl pilot load
errors ranged from 1.4% slow for 2 cas range to 1% slow for spacs
heaters. It is important to Dote that as mor= a:rn"*anc:ﬂs use elscrronic
ignition the effect of pilot error will ‘be reduced. Far this rzasan it
was Qatemeﬂ this effect hzd a minimal impmact on the UFE volume far
chis study.

Results of Study Dv Area or Zone:

‘Intr-oduction

(

Equitzble’s Damnsylvaniz’s Discrinution System was designes tc
Geliver un-interruptible gas supply to encd usars under pezk and design
dzy weather copditions. © As this svstem e..r.:ncxea anc evolved, nDumerous
lccos and mulriple c:,ﬂT’V‘:"'V 'DO ints wers - added to P".”ESEI‘\J’E SYsSt="
in::a'"*itv Tiae “parura of this desicn - naturzlly discourzged x:'na-
prolifesrarion of closed, OF igalatad subsystams, wiich would Lbe
beneficial for an unaccounted for gas stucy.

Idezlly, concentrated ceacrzphic az22s with nicn active leakage
scatistics, older piping, intermedizcs prassure, and & homcgensous,
reprasantation of afl__‘:_- c-.‘).-st:mer clzsses weuld comprise an unsccouctsad
Zfor cas mvastw_'gawcn sone. Alrhcuch thexz ar2 scme arass  wichin

Litenla’g :annsv.x,—cm; digrriburicn sysCEm Lhac mesi chis

:L—lere curTantly exists no ecs snemiczl mezns of messuring the cas which is
deliverss tg Chese zones. ZXcrlitanc CCSTS woculéd ks incurzad to isclizte
ncres throuch the imsczllsticn of suh-metars c©r Thysizsl
ssperzticn O:'f' the discribucicn piping L2 : : :i‘-_e 1CG‘:-E"‘ svEitams. I
this study, z zsro-csss sciuicn is CESIIES:
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Methadolocy

An altermative to geogrephic zZames is ta sesk 2nd invescigate
nerurally isolatsd pipeline segments inherenc to the existing
- T in rais cootext, sisglatad” means thst rhers

) with an existing custody mecer, and

distribution system.
exists a receipt point (city gate _
from that point downstrezm LO meterad end users. There ars twanty_gi ghe
(28) secments which meet the paysical cziteria for a UFG study.

Tr;e next sten is gathering end-usar dzata. Seoments warz matched
with their ernd users by ccmparing the gecgraphic information (screst
nzmes, zip codes, etc.) noted on the .pipeline maps to the Equitable Gas
Commany customer informatiom syscem (CICS). Once 2 listing of the end-
users was compiled, a download of the billed consumprion for each enc-
user for a specified period (om 2 billing cycle basis) was obtained.
After. ad'j‘llst‘ﬂ;?_"lts for billed and um-billed calculations, the volumes
were them compared to calendar !month delivery volumes repartaed By
Equitrans. The difference between the two volumes would be the level ok
-GrG for thart segment.

Limitations

Since 71% of the twenty-sight (28] secwents ars located in rural

arsns, an accurate count of esd usars is difficnlt to compile -keczuse
alddrass information is either insccurzis or outdated. Alsp, a graat
pumber of customers arz locatsd on lavge farms, at significant long
distamces from the distribution main lines. Only a physical count,

which is rime co ing and very lakmor iatensive, would accurzoely
reflacrs all of the end users associared with or.tied tc ezch sacment. OFf
@lsven (11) bave sufficient and ralizble

ne twenty-eichi (28) secments, . L ooz
end usar informstion to initiata the UFE stucy without a-field count.

The total pumcer cof enc users avzilanle in thesa eizven (1l) secmenits

was aporoximacsly 2,300 with the majority of them being residencial.

Results and Comments

Compa—ina the end user meterad volumes €O tie Equitrens delivaries
ravesled a pocencial problem with the integmity of the datz csllsciad.

The lavai af UFG armerisnced by Comparing these velumes was sustect.

Te iiaiy, Lhar this resuls 1§ e coincidencs. Tha
Lg T 2 I
Drobanle sourcaes of this apparant ancmaly 12 LaR Stucy rasulc wiil b=
sxaminad and exglained.
Thze discranancy czn be aTCribulsc ©F ©R8 CI &-L CL I8 LO-.OWIng
1 Tnzcecurzes Cuscomer Acccund 1AZSImatlcn.
Cacorzshic infsrmecicm, Suck &S STIESRC Dames, o3 scss, e2nd
Colicicsl suncivisicns werz usec [0 HETID CRSIZHST CTSUNTE Wito
;iacn stor2d in the CICS infcrmacion sysczm. Givan ther wmosc ¢S chs
= Led e e ok 2= -—= =T



svstems are situaced in rurzl 27235, STIeSn Dames end addresses mav
conflict with the information shawn on Commany WEDS . In addicicn,
customers that are laocated om privats property (R/W)} may never be
ield count is -periformed. ’

!
l..l

accountad for, unless an actual

2. Billing Cycla Synchronicity.

Equits reports citygete {segment) geliveries on a czlend=r month
basis. Since each segment bas 2 unigue billing cycis assccizatsd with
its gesgraphical locatiom., there will 2lways be erxrors associatad
with the lead/lag of the cycle. Until a method is devised ta cobtain
customer {secment) de1:1.ve’:1es an  a czlendax wcnih bzsis,
measursments will be subject to out of period adjustmencs including
billed or umbilled czlculations.

3. Duxation of Stu.dv. . : .
As a result of the limitations alrsady mehidned, ‘Equitable was only

a_nle to analyze three montbs of consumtion data. A Ufg Study should
include twelve (12) consscutive mont.h.s of catz.

Sucoesticns for future studv

In order to rsduce ii noC tocally eliminate exrcrs, the following

should be implemented:

1) Field counts should be taked for 211 28 sacments undsr srudy tC
engurs acruratse ené user "_n__or'nat"cn.

2) Delivery informaticn abtzinzble frem Equitrzns for each city
czta (POI) should be metched with billinc cyclzs zssccizt=d
with end psers cn esca segment.

1) New busimess developments CoDne £

raflerred cn curzent MED Socumentaticn.
4) New custcmers sarved via gezch ©f Che secmenis saculd De
avtomaticzlly u'f.:c‘.f.-.f:=‘ﬂ jnto sourcs files for UF3 stucy o ensure

——
co2a

o thasa svstems shculd ke

scourate racord keaping.



RECOMMENDATTIONS

ACCOUNTING

®* Reporting of line pack

Line pack r=fers to the change in inventory of Eguitable'’'s
distribution system. Gas purchases could be adjusted for lins pack. is
line pack incrsases, it causes a corresceonding increase in line prassurs
and also an increase in imveatery. UFG ma2y be overstatad if scmé of the
supnlies are in the line pack. In the futurs total supplies should be
adjusced to reflect the cheages in lipe pack. :

* Company Wells

Currencly, five (5) of -the forty-nine . {42) Ccmpany owned wells
have metsrs. The volumes from the remzining wells arz astimated e=z=ch
month with the Mimite Rise method. In the furure the Compzny may want to
insta=1l meters at those locations where production volumes czn be
significant. Accurats measursments frcm thesa wells will xraduce the
errgor assaociztsd with OFC.

® (Operational Company G2s Uszga

Since relatively large volumes of purge gzs czn De associztsd wit
narmzl distributicn overaticns, consideration should - he given to

Fhy

or cslculscinc

incorporace these vaolumes inra thea acsountiog racords
UrG lav=ls.

8 Pnevmatic Instruments

Equitable ccnoinues €9 eveluzbz -the gzs usaga of oneuvmaric

insr—uments. Methcds ta raduce gas lossas associatsd wizh  thesa
insgruments ars incorperatsd inca the desicn of new fzcilizias and
E as, 1

- ——— -

axisrinc fzciliriass ars comvertad when ecopcmically fza2siblia ¢gr when r=-

The UF3 scudy indicziss Liat

orecrzm has cesn succsssiul 12 raducing
lecss zssccizcad wizh thesz lezks. An gzaxlier siudy conducTsd inm Jums



1589 indicared that aporoximately 262,233 McI was attributed to leskage:
in the distribution :_;yn'stam. This current stucdy indicates that 623,384
McZ is the result of lezkage in rhe distribution system. Applying
furcher-improved lezk decection t2chnigues will undoubtadly continue to

reduce future laakage ratas.

® Pemnsylveniz One-Csil Progrzm

Concimie rpo actively parcicipate in the Pennsylveniz opne-csll
program. This program effsctively minimizes Che pumber of third parcy
dazmages Co the Company’s natural gas pipelines.

MEASUREMENT

® Temperature Effects

Install remperature corrscting devices on rasidential mersrs ac anp
2dédirionz]l cost -Qf apprnximatély $15.00 per metar. Pemnsylvaniz hnzs
gpproximately 233,000 rasidenrial customers. Assuming the meter chance
cycle is 20 years, the annusl costs assaciated with this raccmmendzaticn
would bhe $174,756.00 .

® DPrassure Effacts

Czlculata the barcmetric prassurs for desicgnated eleveticn z-—szc
within the Pemnsylvania sexvice territory. This would be simila> to what
is curzanrly écn; with the Btu zones. The ra2sultinc barcmerric pressuras
would then -be-used ta eczlculate 2 volume gultiplisr to detzrmine ezch

months ns aga.

A menecary imcenciva for 37 party kot line tips, wiph th
stinoulazicop thHat thefc musc he discoversd in order tg racsiva cha c=sk
award mculé remzin zzonymous, as f£2r as any  cours

c for theiz safz=cy

nramcrz2< Theft
Gas dces NCC 12QTIZSOracs &ny methedsice, Ffo-
2sTimarine umrenorz=sd cas thefi. Scme urilizy comcaniss -usa zn edds
rETio taohnicuae, which vuses statistics cofEined in previcus sgudias Froo
cchsr wzilicisg (ingluding eleczzig) {2 estimace the zrokarl: smeusz of



unraported Jundiscoversd stolen gas. These vclumes ara included in cheix
rions. Regaxdless of which method is used,

tnaccounged for gas czalcula
rhe amount of unrescrcad their should be considered for inclusien in

future unaccountad for gas studies.

& Tntrarnet Wehsite

Recently, Equitzble Gas developed its Intermet websits. Given the
site’s increasing populaxity, the comstruction of 2 ‘wanteds page.
whera cash rewards for any jnform=tion ragarding susoiciocus thefc
activity would be posted to entice browsars o report thefc. Ia
addition, pictures of bypasses, and anti-theft mechanisms (such as stop
locks, nut cuazds), and vacant menifolds should ke displaved .so the
public kocws what to lock for. An explanaticn of what gas thefc is, ard

the current criminal Pe_na1r_las assadiated with it mayv sezve as a

daterrent.,

CONCLOSTION

is =n unavoidabie situaticn that every - ik
gas utility encounters. ARy raduction in tChe aZmoumit of unzsccountad iQr
cas from zoy cause whatsgever, beccmes 2 menetzTy szving and. crazias =
source of additional revemue for the Company. Fowever, zzy Costs that
zr2 to be zbsorbed by the custcmer MRSt pe tzken inte considsrstion
befars implementing suca actions. It bas heer ths purpese of thisg rzrorc
Lo c:e:-a"—L'__e the accuzl UFG level wi tnin the Ecuitanles Gas Corr
distrinuricn system and to evaluats the mzjor fzctors coneribil_.g oo
iz. The tachrnicues znd metiods preposad and used in Taie rzoozt give
raasonanls rasults wihil cn sbhould ke "E!’“..QVE'J tcen gnd wafined az —ano=
riance is gained. This stucy will be usad to cevalgop an eifizccive

exgerisnce is gained. This stucdy Wi~ Le uS2< LO BE¥VL-UD 22 =i-=c
¢ reducing tie losses assccizozd with UFG.

Unacecountad for czEs

proecram for controlling an



EQUITABLE GAS COMPANY

Adjustment to PGC Rates to Credit VPEM
Storage Management Fee

Itemn Amount
VPEM Fee $2,600,000
less: Capacity Release (560,000)

Net Credit $2,040,000

Schedule JDM-10



Schedule JDM-11

EQUITABLE GAS COMPANY
Summary of Imbalances Carried on Equitrans
(Dth)
Ending Monthly
’ Month Balance Change
March 2005 (218,742)
April 45,487 264,229
May 449,896 404,409
June 536,828 86,932
July 673,038 136,210
August 883,568 210,530
September 799,350 (84,218)
October 83,134 (716,2186)
November 417 161 334,027

December (343,778) (760,939)
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PREPARED DIRECT TESTIMONY OF
TIMOTHY W. MERRILL

Q. Please state your name and business address for the record.

A My name 1s Timothy W. Memnll. My business address is NRG Energy Center
Pittsburgh LLC (“NRG” or “Company™), 111 South Commons, Pittsburgh, PA
15212.

Q. By whom are you employed and in what capacity?

A. I am employed by NRG as its Vice President and General Manager. In this
capacity, I am responsible for all aspects of the business of making, distributing,
and selling steam, hot water, and chilled water. These responsibilities include
procuring the necessary fuels at the lowest price, overseeing the operational
management of the facility, maintaining customer relations, and being responsible

for all regulatory affairs.

Q. How long have you been NRG’s General Manager?
A. I have been General Manager for almost three years.
Q. Do you have previous experience in the energy business?

A. Yes. I have attached a copy of my past work experience as NRG Exhibit No. 1.

Q. Do you have experience in the natural gas industry?

A, Yes, for most of my professional life, I have been involved in that industry.

What is the purpose of your testimony in this proceeding?

2

A. The purpose of my testimony is to describe NRG’s service territory and customer
base, its Delivery Service Agreement (“DSA™) with the Equitable Gas Company,
Inc.(“Equitable”), and the reasons why the DSA is in the public interest.

124127.1 5N19/06 l
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Why has NRG intervened in this proceeding?

NRG intervened in this proceeding because, in Equitable’s 2005 1307(f)
proceeding, issues were raised concemning the fact that (1) Equitable had, in
compliance with its tariff, negotiated certain discounts and waivers of charges and
contracts with its natural gas transportation customers; (2) Equitable had
apparently sought recovery from its purchased gas cost customers (“PGC
Customers™) of waived charges and discounts it accorded some of its
transportation customers; and (3) on a forward-going basis, the Commission put
Equitable on notice that it would have to justify recovery of discounted or waived
charges from its PGC Customers in a future 1307(f) proceeding. In the
Commission’s Order at R-00065250, however, the Commission identified
categories of delivery service customers where the public interest might justify
Equitable’s continued recovery of discounted and waived charges from its PGC
Customers. As I explain below, NRG believes that its DSA is in the public
interest and supports Equitable’s position that it should be allowed to collect

discounted and waived charges from its PGC Customers in the future.

Are you familiar with the testimony of Equitable's witness John M. Quinn that
was prefiled in this proceeding?

Yes, | am.

Is NRG identified in Mr. Quinn's testimony?
Yes, NRG is identified as "Customer No. 3.

I am showing you a document that has been marked for purposes of identification
as NRG Exhibit No. 2. Can you identify that document?
Yes. Itis acopy of NRG’s DSA with Equitable.

While acknowledging that the document speaks for itself, would you please

highlight what charges have been waived or discounted?

1241271 S/E5/06 2
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Yes, retainage is $.06/Mcf. Balancing and transition charges are waived. And,
the transportation rate is discounted from the maximum rate to $0.80/Mcf plus
annual escalation. I would note that, in exchange, NRG committed to using
natural gas for the production of its sieam, and chilled and hot water, as opposed

to using its alternative fuel(s).

What is the term of the contract?

Ten (10) years.

Does Mr. Quinn support the continuation of the discounts provided to NRG?

Yes, he does.

Does Mr. Quinn acknowledge that the DSA with NRG provides positive benefits
to Equitable’s other customers?

Yes, he does.

Mr. Quinn states that NRG faced a probable loss of load without the discounts
and that NRG was prepared to provide evidence of that to the Commission. Are
you providing such evidence?

Yes, I am.

Please describe NRG’s customer base.

NR(G provides steam and hot and chilled water service to commercial customers
located on Pittsburgh’s North Side. NRG serves 17 customers (in 28 buildings) in
Pittsburgh’s 22" Ward and its serves one location - the Carnegie Science Center

(“CSC”) - in Pittsburgh’s 21% Ward.

Describe NRG’s eighteen (18) customers in more detail.
NRG’s customer base is composed, in predominant part, of eleemosynary and
non-profit or educational institutions. Its biggest customer, comprising almost

50% of its load and revenues, is the Allegheny General Hospital (“AGH™). This

1241271 3M1%/06 . 3
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hospital is a quaternary care hospital, a major teaching hospital and its Stage 1
Shock Trauma Center was the first one in the region. I have included, as NRG
Exhibit No. 3, more information about AGH.

As 1 stated above, NRG provides service to the Carnegie Science Center, a
non-profit institution providing educational learning exhibits and experiences. |
have included as NRG Exhibit No. 4 more information about CSC.

We provide service to the Community College of Allegheny County, the
Camegie’s Warhol Museum, Allegheny Center Alliance Church, a Kindred
Healthcare hospital, PNC Park, a Pittsburgh School District elementary school,
and the local post office. We also provide services to several commercial

properties, Allegheny Center and Foster Square Apartments.

What is Allegheny Center?

Allegheny Center is an urban redevelopment project that was developed in the
early 1960’s. Originally, it provided apartment living space, office space, and
retail shopping establishments (departments stores, a grocery store, etc.) within a

enclosed mall. Unfortunately, for a number of reasons, the project did not take

off as the developers planned. The shops and stores moved out and office building

vacancy rates have been high for years.

Describe the North Side as a community and economic base.

Pittsburgh’s North Side was once a separate city, Allegheny City, that was
forcibly annexed to Pittsburgh in the early years of the 20" Century. Over the
years, it has not flourished economically as has downtown Pittsburgh. While
economically depressed may be too harsh a characterization, it has not attracted
growth and development. Such development that is only recently occurring as a
result of the construction of the new baseball park (PNC Park, a customer) and the
new football stadium (Heinz Field, not a customer) has had to be given a new
appellation — North Shore — in order to differentiate itself from the North Side’s
pejorative image in order to attract businesses and the public. The dividing line

between the two is an elevated highway and train track. In the end, [ have to say

1241271 1908 4
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that a common characteristic of NRG’s customers is financial uncertainty. NRG’s
six largest customers account for 92% of its steam and chilled water sales. Of
these six, three are non-profit organizations (AGH, CCAC, Camegie Museums),
and three are, while for-profit organizations, either in marginally profitable
industries (Kindred Healthcare) or are themselves marginally profitable

(Allegheny Center and the Pittsburgh Pirates).

Under what rates does NRG serve AGH and CSC?

NRG has recently signed new contracts with both AGH and CSC. NRG has a
tariff rate that allows it to negotiate rates that are discounted from its full cost rate,
i.e., Rate 3. We have to use Rate 3 in situations where NRG is competing for our
customers or prospective customers with other heating and cooling service

providers or energy service companies (“ESCOs”).

Was NRG competing with ESCOs when it negotiated its contracts with AGH and
the CSC?

Yes. We were in head-on-head competition with Constellation Energy Services
for the hospital’s business. It took us about five (5) years to consummate our
contract with AGH. AGH, like all healthcare institutions, is under extreme
pressure to hold costs down. Therefore, it was duty bound to make sure that it
was receiving the most economical heating and cooling services. In the end,

NRG was told that the economic comparison was pretty close.

How were you able to close the deal with AGH?

A critical element of the price NRG could offer AGH was the transportation
contract I was able to negotiate with Equitable. The negotiated transportation
costs in that contract dramatically reduced NRG’s total fuel costs, and those
reductions are passed along directly to AGH and the other customers. Indeed, it
was those fuel cost reductions, and other potential fuel cost reductions to be
gleaned from certain capital investments that I believe were responsible in

allowing our proposal to be successful over that of our competition.

124127.1 5/19/06 5
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What would have happened to NRG had it not retained the hospital as a
customer?

[ am sure that the loss of the hospital would have so severely atfected our
revenues that NRG would have started on a death spiral. A good example of
recent death spiral in the district energy industry is what recently happened to
Community Central Energy Company in Scranton (which is just now - after years
of being in the death spiral — terminating its business). With AGH being such a
large portion of NRG’s load, the necessary increase in charges to remaining
customers would have forced them, one by one, to leave the system. The
incremental cost to such customers of installing their own heating and cooling
equipment, let alone the environmental consequences of many more energy

conversion plants, is simply not in the public interest.

How important were the discounts negotiated in the DSA with Equitable to
NRG's ability to retain customers.?

As I said, I believe those discounts were critical to NRG's survival, especially to
our ability to retain AGH. When [ arrived, there seemed to be a general consensus
among customers that AGH was leaving the NRG system and was about to erect

its own boiler house and chiller plant.

Was the DSA essential to stabilizing NRG’s existing infrastructure arrangements
on the North Side?
Yes. Again, if the hospital left us, it would have had a negative ripple effect on

all of our customers.

Is the same situation true with respect to the CSC?
The same is true. Negotiating a better transportation arrangement with Equitable
allowed NRG to reduce fuel costs, thereby directly keeping the CSC’s energy

costs more manageable for them.

1241271 5/19/06 6
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Again, both of these customers are non-profit institutions -- entities that

are critical to keeping the North Side a viable community

How does DSA affect NRG’s other customers?
It effects them in the same way. The DSA produced savings that flow directly to
the religious institution, community college, etc. These institutions, and their

survival, are the key to keeping the North Side from totally falling apart.

Equitable witness Quinn notes that NRG has the present capability to use
alternative fuels. Is this correct?

Yes. NRG has burned #2 fuel oil in the past and could do so in the future.
Several years ago, while we were trying to negotiate a new transportation
arrangement with Equitable, because NRG’s air quality permit allows the burning
of #2 fuel oil only upon gas emergencies, I sought permission from the Allegheny
County Health Department (“ACHD”) (the air quality regulator) to be able to
burn o1l. NRG subsequently obtained from ACHD an amendment to its operating
permit if certain equipment were installed. In the DSA, I gave up that pending
ability to burn o0il on a regular basis. Further, if NRG were to burn #2 oil instead
of gas, there certainly would be a negative effect on the rest of Equitable's
customers because the revenue attributable to NRG would be lost and would have
to be made up by the remaining customers. I, therefore, is not in Equitable's
customers' interest for NRG to burn #2 oil. Another alternative fuel is electricity.
In the DSA, NRG committed to not installing any more electric driven chiller

capacity apart from that being put in place this year.

So, again, do you agree with Equitable Witness Quinn’ opinion on p. 10 of his
testimony, that NRG's DSA provides positive benefits to Equitable's customers?
Yes, I do.

124127.1 5/19/06 7
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Q. Are there any other reasons why you believe Equitable should be allowed to
recover waived and discounted charges associated with NRG’s contract from its

PGC customers?

A. Yes, there is one more.
Q. What 1s it?
A. Given my almost thirty-five (35) years of experience in this industry, | am

convinced that, not only are Equitable’s basic transportation rates excessive, but
NRG’s transportation rate itself provides a substantial return (far above its
average rate of return) to Equitable, and that NRG is, for all intents and purposes,

actually subsidizing Equitable’s PGC customers when it pays its negotiated rate

of $.80/Mcf.
Q. On what do you base that concluston?
Al As I have said, | have been in this industry for a long time. 1 began negotiating

transportation rates with gas utilities when they first began in the 1970’s. In the
1980°s and 1990’s, as a consultant and a gas marketer, I negotiated transportation
rates with utilities from Illinois to Michigan, to West Virginia and Ohio, through
Pennsylvania, and up into New York and New England. My long familiarity with
industrial users has made me fully acquainted with what large volumes customers
pay their utility for transportation. Prior to joining NRG, ] once installed a bypass
of a LDC 1o an interstate pipeline because the LDC refused to negotiate
transportation rates. While it has been a while since I have seen an LDC cost of
service study, I saw enough years ago to know that transportation rates of bétween
$0.15 and $0.30 provided an adequate (at or above system average) rate of return
for loads (and load factors) comparable to that of NRG. Hence, when I became
aware that Equitable was charging a rate of $0.30 to a neighboring district energy
facility, I was not surprised that that facility felt it was paying too much (relative
to what it actually cost Equitable to transport its gas). Equitable would say that
their rate was that low because that facility had a competitive alternative, an

alternative that the facility ultimately utilized when it left the Equitable system.

£24127 | 5/19/06 8
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However, | believe that were a cost of service study to be performed of that
facility’s impact on the system, the facility would be providing an adequate return

to Equitable.

Please summarize the reasons why it is in the public interest for Equitable to be
allowed to collect discounts and waived charges associated with NRG’s DSA
from its PGCs.

There are five primary reasons:

1. As Mr. Quinn and I both demonstrate, Equitable's customers are not
subsidizing NRG's service, irrespective of the discounts.

2. NRG is an established provider of district heating and cooling services
on the North Side of Pittsburgh. The North Side 1s a community
struggling to reemerge as a vibrant economically viable neighborhood.
All its fuel costs are passed on to its customer base which is composed
primarily of health, educational and other eleemosynary institutions.
As | see it, keeping NRG’s rates down is an economic development
issue.

3. NRG has relied on its negotiated transportation rates with Equitable to
negotiate contracts with its large customers.

4, NRG can burn #2 fuel oil. If it does so, all revenue from NRG would
be lost to Equitable's remaining customers.

5. Equitable’s transportation rate to NRG is significantly higher than

industry norms.

Do you believe the public interest reasons just stated adequately justify the
continuation of NRG’s DSA with Equitable Gas?

Yes. 1believe, moreover, that there is one more reason why the DSA is in the
public interest. Given a twenty (20) year old Commission policy that encouraged
utilities to compete with one another to attract and maintain load, NRG and
Equitable entered into a commercial transaction. While I understand that times

have changed, and that while it may be desirable to preclude such competition

124127, 5/15/06 9
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going forward, I don’t think the Commission should be oblivious to the
cominercial consequences of historical transactions that stemmed from its earher
actions. Equitable’s attempt to cancel the DSA with NRG is but one example of
such a commercial consequence.

Indeed, 1 believe other commercial consequences of high gas costs should
be explored by the Commission along with its changing the permissive gas-on-gas
competition (ending the “Gas Wars”) strategy. For example, in a high cost gas
world, the BTU content of gas can no longer be ignored. For years, the
Commission has not enforced a rigorous policy with respect to Equitable’s testing
and verifying BTU content. Those custorners, such as NRG, which buy gascon a
dth basis but have it transported on a MCF basis cannot afford to have Equitable
verify the heating content of the gas on a less than rigorous verification schedule.
Similarly, in a high gas cost world, Equitable should have to verify and manage
on an ongoing basis what its retainage factor is. Accepting “Line loss and
unaccounted for gas” without a rigorous examination of the actual amounts
should not continue. Indeed, Equitable should be given a financial incentive by
the Commission to drive this percentage down. Along with the maintenance of a
24X7 deltvery system, the minimization of line loss should be a key management
objective. My interaction with the industry over the years suggests to me that, in
the case of Equitable, there has been little or no attention to this very costly —in a

high gas price world — management issue.

Does that complete your testimony?

Yes, it does.

1241271 5/19/06 10
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NRG Exhibit No. 1

Educational and Professional Experience
Of
Timothy W. Merntl

Graduated from Yale University, BE — Metallurgy
(raduated from University of Pittsburgh, MBA
Employed in several steel mills in operations and maintenance capacities

Corporate energy purchaser (natural gas, electricity, fuel oil, industrial gases) for
five (5) steel mills, which led to the submittal of testimony to various state
commissions, and the predecessor to the FERC, about natural gas and electricity
curtatlment plans, and the making of energy policies

Founded Industrial Energy Services Company, one of the country’s first natural
gas marketing companies in 1976 which I owned and operated for seventeen (17)
years

Participated in the development of the spot gas market through the submittal of
comments and testimonies at various state commissions and FERC

Created and led as an Executive Director the predecessor to the Pennsylvania
Independent Oil and Gas Association

Consulted with independent producer and industrial end users-about energy
policies, and gas transportation rates

Formed Competitive Energy Services Company, a consulting company for gas
and power marketing companies which led to participation in the development of
competitive energy markets in a number of states

Joined NRG Energy Center Pittsburgh in 2003, as Vice President and General
Manager
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NRG Exhibit No. 2

Equitable Gas Company Delivery Service Agreement

THIS AGREEMENT ("Agreement”) is made as of the 5% day of May 2005. by and between EQUITABLE GAS COMPANY. a
division of Equitable Resources, Inc.. having its principal offices at 200 Allegheny Center Mall, Pitsburgh, Pennsylvania 13212-5352,
(hereinafter called "Equitable™) and NRG ENERGY CENTER PITTSBURGH, LLC, having its principal offices at 111 South Commons
Avenue, Pittsburgh, PA, 15212 (hereinafier called "NRG™). As uscd in this Agreement, Equitable and NRG are also referred 10 hercin

individually as a "Party™ and collectively as the "Parties”.
NRG and Equitable, intending 1o be legally bound. and in consideration of the promises contained herein, agree as follows:

1. Delivery Service. NRG will fumnish natural gas 10 Equitable. at the Receipt Poini(s) set forth on Exhibit A, and Equitable will
deliver natural gas to NRG (hercinafier called “Delivery Service™), at the Delivery Point(s) set forth on Exhibit B, antached hereto and
incorporated by reference herein. Delivery Service shall be in accordance with the provisions of Equitable’s currenily effective Schedule of
Rates, Rules and Regulations for Gas Service on file with the Pennsylvania Public Utility Commission (hercinafier called ~Commission™), as
the same may be amended or superseded in accordance with the rules and regulations of the Commission. The maximum daily quantity
(hereinafter called “MDXQ™) of natural gas that Equitable shall be obligated to deliver for NRG, the designation of the Delivery Poini(s) at
which Equitable shall deliver or cause gas to be delivered to or for NRG, and the Receipt Point(s) at which NRG shall deliver or cause gas 10
be delivered to Equitable, are set forth in Exhibits A and B, as the same may be amended from time-to-time by writien agreement of the
parties hereto. NRG will purchase all of its requirements for natural gas delivery service from Equitable.

2. Nominations. NRG or its designee shall request that Equitable deliver to NRG, at the Delivery Poimi(s), specific quantitics of
natura! gas by contacting Equitable and requesting deliveries up 10 its MDQ. All nominations shall bc made in accordance with Equitable’s
nomination procedurcs as amended from time-1o-time. Nominations must be in writing using the designated form of Equilable or entered on

the Equitable’s Electronic Bulletin Board.

3. Delivery Rate. Equitable will provide Delivery Service to NRG under Equitable’s currently effective Rate Schedule GDS on file
with the Commission, and/or any new or superseding rate schedule, or like schedule as may be renamed from time-to-time (hereinafier called
“Rate Schedule GDS™). NRG will pay Equitable for Delivery Service in accordance with the terms set forth under Part B, Delivery Rate, on

Exhibit A.

4. Term/Right to Match.  The Initial Term of this Agreement shall be set forth in Exhibit A. Unless terminated upon at least forty-
five (45) calendar days' written notice by either party prior to the end of the Initial Term, or any extension thereof (the "Current Term”), this
Agrecment shall renew for successive additional one-year terms. Termination shatl be effective as of the last day of the last billing month of
the applicable Initial or Current Term. Equitable shall have the right, but not the obligation, to extend this Agreement by matching any
written bona fide offer received by NRG from a competing entity to provide natural gas delivery service. NRG must provide this competing
offer to Equitable no later than 1/1/2014. Equitable will advise NRG of its decision to match the terms and conditions of the competing offer
no later than 2/1/2014. In the event Equitable elects to match the competing offer, NRG agrees 10 extend this Agreement pursuant to those

terms and conditions.
5. Warranty of Title & Gas Quality. NRG warrants that it will have good title to all natural gas delivered to Equitable for

transportation, and that it will indemnify Equitable and save it harmless from all suits, actions, debis, accounts, damages, costs, losses and
expenses arising from or out of adverse claims of any and all persons to said gas.

6. as Quality. Natural gas delivered for NRG shall conform o the quality standards of Equitable’s Engineering Specification 86-1-
036, or any subscqucnl revisions thereof. Equitable shall have the right to rcfusc to accept any non-conforming gas, including any gas of a
tatal heating vatue of less than 1,000 Btu per cubic foot. Should any non-conforming gas enter Equitable’s facilities and cause damage to
metering, regulating or other equipment, or interruption of service. NRG shall reimburse Equitable for the reasonable costs to repair such
damage and for any related and reasonable costs which Equitable may incur to restore service or to repair facilities to its customers, including
payments made by Equitable to customers in settlement of claims arising out of such occurrence.

7. Billing and Payment.

a Equitable's bill for service shall be rendered monthly, in electronic format.

b. NRG will pay Equitable its bill in full no later than two (2) business days after the date on which NRG received the bill
clectronically.

If Equitable daes not receive payment in full of its bill within five (5) business days afier the date on which NRG received
the bill electronically, a late payment charge of 1.5% per month will be applied to the unpaid portion, pro raled daily, until
the bill. including accumulated late pay ment charges, has been paid in full.
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d. If Equitable docs not receive payment in full of its bill within thirty (30) calendar days afler the date on which NRG
received the bill electronically. NRG shall be in default of this Agreement and this Agrcement may be tenminated at
Equitable's option, upon thirty (30) calendar days™ prior written notice to NRG.

Equitable will read NRG's meters on a monthly basis and will make reasonable efforts to do so on the next 1o the last
business day of each month.

f. If NRG. in good faith, disputes any pertion of Equitable’s bill, then, notwithstanding the above, NRG shall pay only the
undisputed portion in accordance with the 1erms set forth above and shall notify Equitable in writing of the amount thal
NRG disputes and the reasons for the dispute. Interest on the disputed portion shall accrue from the sixth (6%) business
day after the date on which NRG reccived the disputed bill electronically until the date of payment of the disputed portion
of the bill (if paymeni of the disputed portion is agreed 10 by the Parties or required by reselution of their dispute) at a
monthly rate equali 1o 1.5%, pro-rated daily. [f NRG's disputc cannot be resolved by the Parties within ninety (90)
business days following NRG's writien notice of the dispute, then either Party may refer the dispute to arbitration pursuant

1o Section 7.

8. Financial Responsibility. I, in Equitable’s reasonable opinion, the financial responsibility of NRG has become impaired, then as
a condition to Equitable’s continued performance, NRG may be required to fumnish a satisfactory guaranty, letter of credit, security deposit,
prepayment or other security. In the event NRG (a) fails 1o furnish such satisfaciory security. (b) fails to cure a default under the terms of this
Agreement within three (3) business days of demand, or (¢} becomes bankrupt or insolvent however evidenced, then Equitable shall have the
right to suspend or terminate its services hereunder with regard to any and al] transactions with NRG. The foregoing right shall be in addition
to any other rights or remedies Equitable may have, including recovery of any monelary losses on transportation and recovery of reasonable
anorneys’ fees. Each Party reserves the right 10 set ofT any amounts it owes the other Party under this Agrecment against amounts the other
Party owes hereunder. Each Party authorizes the other Panty to recover all costs associated with the collection of debts from the authorizing
Party, including, without limitation, reasonable attorneys’ fees and collection agency fees. In order lo assess financial responsibility, NRG
agrees to provide financial-stalements and other reasonably requested credit information at 2 minimum on an annual basis.

9. Force Majeure. If by reason of Force Majeure, cither Party is prevented, wholly or in part, from carrying oul its obligations under
this Agreement, such Party shall be excused from performance hereunder during the continuance of any inability so caused. "Force Majeure”
shall mean any occurrence or condition that is not reasonably within the control of the Party affecled. Notwithstanding the foregoing,
changed market conditions or other general economic catses are not Force Majeure events. The affected Party shall notify the other Party of

a Force Majeure event as soon as reasonably possible.

10. Subjugation. This Agreement and the respective obligations of the Parties hereunder are subject to (a) valid laws, orders, rules and
regulations of duly constituted authorities having jurisdiction and (b) Equitable’s tariff on file with the Commission, as amended from time-
to-time. In the event of any conflict between this Agreement and (a) the Pennsylvania Public Utility Code or other statutory provision; (b)
any regulation or order of the Commission; or (c) Equitable’s applicable tariff provisions, items ~a™ through “c” shall govern, in that order of

precedence, as to the conflict.

. Renepotiation/Early Termination, |f any material term (as defined below) of this Agreement is rendered either illegal or
unenforceable by the (a) enaciment of a Pennsylvania statutory provision or Commission regulation, (b) issuance of an order by any
Pennsylvania or federal count, {c) entry of a Commission order, or {d) change in Equitable's tariff, such that the economic value of this
Agreement to either Pasty is materially and adversely affected, then Equitable and NRG agree to negotiate in good faith an amendment to this
Agreement or 2 new Delivery Service Agreement to address the effect of any such occurrence. If the Parties are unable to agree to an
amendment or a new Delivery Service Agreement within thirty (30) calendar days following the occurrence that led to such negotiations,
either Party thercafier may terminate this Agreement upon written notice to the other Party. If Equitable elects 1o terminate, Equitable must
give at least 90 days’ prior written notice to NRG. Any such termination shall be effective as of the date set forth in the Party's written
notice. For purposes of this section, “material term™ is defined as-each of the terms set forth under Part B, Delivery Rate, on Exhibit A.

12. Representations. Each Party represents and warrants 1o the other Party thai, on the date hereof: (a) it is duly organized, validly
existing and in good standing under the laws of the state in which it is domiciled; (b) it possesses all power and authority necessary for it to
enter into this Agreement and to perform its obligations hereunder; (c) this Agreement constitutes the legal, valid and binding obligation of
such Party enforceable against it in accordance with the respective terms hereof: (d) the execution. delivery and performance hereof will not
causc such Party to be in violation of any other agreement or law, regulation, order, court process or decision to which it is a Party or by
which it or its properties are bound or affected; (e} it is not relying upon any representations (whether written or oral) of the other Party other
than the representations expressly set forth in this Agreement; and (f) it has all regulatory authorizations, certificates and documentation as
may be necessary and legally required for it to execute and deliver this Agreement and to perform its obligations hereunder.

13. Assignment. Neither party may assign this Agreement without the express written consent of the other Party. Notwithstanding the
forcgoing, either Party may assign this Agreement to a successor in interest 1o all or substantially all of the business assets of that Party

without the other’s prior written consent.
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14. Confidentialify. The terms and condilions of this Agreement and all information exchanged by the Pariies or acquired by them in
connection with their negotiation and performance under this Agreement shall be kept confidential by the Parties. 11 any of the terms and
conditions of this Agreement or other confidential information are required to be disclosed by [aw or by order of 2 count or governmenia)
authority having proper jurisdiction, the Party being required to disclose shall make every cffort to request and retain the confidentiality of
the terms and conditions of this Agreement or other confidential information and, in particular, the Right to Match set forth in Section 4 and
the Delivery Rate set forih in Pant B of Exhibit A, to the maximum extent permitied by law. Nothing contained in this Agreement shall
preclude either Party from disclosing any of the foregoing 1o its financial and legal advisors, lenders, or employees who have a need to know.

subject to these same conditions of confidentiality.

15. Notices. All notices or other writien communications required or permitted by this Agreement shall be sent by overnight mail, as
follows, and. unless otherwise provided in this Agreement, shall be deemed to have been given upon receipt:
a. If 1o Equitable:  Director, Sales and Marketing
Equitable Gas Company
225 North Shore Drive

Pinsburgh, PA 15212-5861

b. If to NRG: General Manager
NRG Energy Center Pittsburgh, LLC
111 South Commons Avenuc
Pittsburgh, PA 15212

16. Misceliancous.
a No modification of the terms and provisions of this Agreememt shall be or become effective except by the execution of
written amendment by both Parties.
b. The interpretation and performance of this Agreement shall be in accordance with the laws of the Commonwealth of
Pennsylvania,
c. This Agreement may be executed in multiple counterparts (including, without limitation, those transmitted via facsimile),

each of which shall constitute an original, and alt of which together shall constiwute onc and the szme instrument.

d. This Agreement constitutes the entire Agreement and supersedes any prior agreements or understandings, wrilten or oral,
between the Parties with respect to the subject matter hercof, Delivery Service Agreement,

I7. Arbitration. Any controversy or claim arising out of or relating 1o this Agreement, or the breach thereof, shall be resolved by
binding arbitration in accordance with the commercial arbitration rules of the American Arbitration Association (*AAA™). Judgment upon
the award rendered by the arbitrators may be entered in any court having jurisdiction thereof. In any arbitration under this Section, each
Party shall appoint one (1) arbitrator and the Parties’ appointees then shall appoint a third, neutral arbitrator within thirty (30) days in
accordance with the AAA's ules. The third, neutral arbitrator shall be a person who has at least five (5) years of experience in the natural
gas industry. All arbitration hearings shall be held in Pittsburgh, Pennsylvania, unless the Parties agree otherwise. The Parties shall maintain
the confidentiality of all arbitration proceedings conducted under this Section, including the arbitrators’ decision, in accordance with Section
14, except to the extent necessary 10 enforee the arbitrators’ decision before a court or regulatory agency.

NRG ENERGY CENTER PITTSBURGH, LLC EQUITABLE GAS COMPANY,

—— A a division of Eqyitable Resour, lnc
Signature: { &.-u\-ﬁ M,HM" w Signature: @
Name: Timothy W.3 Mermill e: Randall Crawford
Title: General Manager Title: President, Equitable Gas Company
Date: Wan-% _C_L 2t \/ Date:
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Exhibit A to
Equitable Gas Company Delivery Service Agreement

NRG acknowledges and agrees thal Equitable will provide the Delivery Service as defined in the Agreement and set forth below:

A.

INITIAL TERM

The Agreement shall commence on 5/1/2005 and continue in full force and efTect through 4/30/2015.

DELIVERY RATE

Except as provided otherwise below, for each Mcf of gas delivered 1o the Delivery Poini(s) shown on Exhibit B, NRG wilt pay
Equitable a delivery rate set forth in Rate Schedule GDS, subject 1o the provisions of Section 3 of the Agreement.

For the period extending from 5/1/2005 through 4/30/2010:

The delivery rate for he first 90,000 Mcf of usage each month shall be $0.80/Mcf, inclusive of shrink cqual to $0.06/Mcf.
The delivery rate for monthly usage in excess of 90,000 Mcf shall be $0.41/Mcf, inclusive of shrink equal to $0.06/Mcf.

For the period extending from 5/1/2010 through 4/30/2015:

»

The delivery rates for the first 90,000 Mcf of usage each month shall be the following, inclusive of shrink equal to
$0.06/Mcf:

- $0.82/Mcf for 5/1/2010 through 4/30/2011

- $0.84/Mcf for 5/1/2011 through 4/30/2012

- $0.87/Mcf for 5/1/2012 through 4/30/2013

- $0.90/Mcf for 5/1/2013 through 4/30/2014

- $0.93/Mcf for 5/1/2014 through 4/30/2015

The delivery rate for monthly usage in excess of 90,000 Mef shall be $0.41/Mcf, inclusive of shrink equal to $0.06/Mcf.

For the entire term extending from 5/1/2005 through 4/30/2015;

Should NRG install and operate gas-fired power generation equipment such that NRG's monthly gas usage exceeds 90.000
MCF per month for three consecutive months, Equitable and NRG agree 1o rencgotiate a delivery rate below $0.41/Mcf
{inclusive of shrink) for the unexpired term of this Agrecment.

NRG shall not elect Firm Standby service.

Balancing shall be waived.

Transition shall be waived.

Shrinkage shall be equal to $0.06/Mcf, as included in Equitable’s delivery rates to NRG.

Applicable Btu Conversion shall apply.

The monthly service charge shali be fixed at $1,743.00 for all meters currently served under this Agreement.

During the term of this Agreement, NRG agrees not 1o consume any fuel oil, propane, or geothermal energy for the
purpose of producing steam, hot water, or chilled water, except in the event of Force Majeure or other interruption of
natural gas deliveries by Equitable. Additionally, NRG agrees not to install any clectric-powered equipment that would
displace Equitable’s natural gas deliveries to NRG during the term of the Agreement, except for the third electric chiller
project scheduled to be installed by NRG during 2005. 1f NRG engages in any of the foregoing activities, other than the
exceptions noted, Equitable’s deliveries 10 NRG will be billed at the maximum delivery rates specified in Rate Schedule
GDS until such time as NRG ceases the impermissible activity. Additionally, NRG will be subject to damages equal to the
mathcmatical product of the volumes of Equitable’s delivery service thal were displaced by the impermissible activity and
the difference between the maximum GDS delivery rate and the applicable delivery rates sct forth in this Agreement.

NRG'S CURRENT ESTIMATE OF DELIVERIES (In Mcf)
(For information only})

Month Volume | Month Yolume | Month Volume | Month Yolume
Jan 78.500 Apr 51,100 Jul 75,600 | Oct 47.500
Feb 66,800 May 55,600 Aug 81,000 | Nov 48,600
Mar 61,500 Jun 73,900 Sep 63,500 Dec 72,400
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D. MAXIMUM DAILY QUANTITY (MDQ)
NRG's MDQ is 5000 Mcl.

E POINT {S) OF RECEIPT AND DELIVERY
The Point(s) of Receipt for all gas to be received from NRG for transportation by Equitable hereunder shall be at either Tepe
Measuring Station, Jefferson Borough, Allegheny County, or at Peterman’s Comner Regulating Station, Penn Hills Township,
Allegheny County, or al various district regulators along Equitrans, LP H-152 line. All gas shall be delivered to NRG at the
delivery point{s) shown on Exhibit B.

NRG ENERGY PITTSBURGH, LLC EQUITABLE GAS COMPANY,

—_— = a division of Equitable Resources, Inc,
Signature: / W%V/\ZL“ @ Signature: /’“ i’gndsw{ Z. ﬁ///

Name:

Title:

Date:

Timothy W. Merril Name: Randall Crawford
General Manager Title: President, Equitable Gas Company
N — -/
Ha—b; A L m J Date:
{ [
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Exhibit B to
Equitable Gas Company Delivery Service Agreement

Delivery Points for NRG Energy Center Pittsburgh, LLC
Customer 1000153

Location Number Meter Number Facility Address
217274 5228166147 111 S. Commons Avenue
Pittsburgh, PA 15212
7091790165 111 S. Commons Avenue
Pitsburgh, PA 15212
7091800166 111 S. Commons Avenue
Pittsburgh, PA 15212
7529895982 111 8. Commons Avenue
Pinsburgh, PA 15212
7564860716 111 8. Commons Avenue
Pittsburgh, PA 15212
7858214487 111 S, Commens Avenue
Pittsburgh, PA 15212
309732 5385770255 1117 Reedsdale Street
Pittsburgh, PA 15233

NRG ENERGY PITTSBURGH, LLC

m [(/)ZJA,\ (ﬁ

Signature:

Name: Timothy W. Merill

Title: General Manager

Date: ﬂﬁ") \5{; 2/:’)() f/

EQUITABLE GAS COMPANY,

a division of Equitable Resources, Inc.
Signature: de,,yb( "_'.’ o “M
Name: Randall Crawford

Title: President, Equitable Gas Company
Date:
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NRG Exhibit No. 3
Allegheny General Hospita! Facts’

Founded in 1885 on Pittsburgh's historic North Side, Allegheny General Hospital has
earned an international reputation for excellence and innovation in the care of patients,
medical education and research. Serving Pittsburgh and the surrounding five-state area,
the 829-bed academic health center offers a wide array of medical and surgical services.

Over the past eight years, Allegheny General has been recognized by U.S. News &
World Report magazine as one of "America's Best Hospitals" for a number of clinical
specialties, including cancer treatment, orthopaedic surgery, digestive diseases,
neurology, neurosurgery, hormonal disorders, urology, rheumatology and geriatric
medicine. The hospital has also been lauded as one of America's top 25 medical centers
by the AARP's Modern Maturity magazine, which also identified Allegheny General as
the nation's top hospital for the treatment of renal diseases and the second-leading center
for the treatment of heart disease.

Solucient Inc., one of the health-care industry's leading quality research organizations,
recognizes Allegheny General as a Top 100 hospital in the country for both orthopaedic
surgery and the treatment of stroke.

Allegheny General was the first hospital in the region to receive designation as a Level 1
Shock Trauma Center, which is the highest designation available, and our LifeFlight
aeromedical service was the first to fly in the northeastern United States.

As one of the largest tertiary facilities in the region, Allegheny General - and its
Suburban Campus in nearby Bellevue - offers the most advanced care available in other
specialty areas as well, including colorectal surgery, diagnostic and interventional
radiology, emergency medicine, endocrinology, gastroenterology, general surgery,
allergy/immunology, anesthesiology/pain medicine, internal medicine, bariatric/weight
loss surgery, minimally invasive surgery, neonatology, nephrology,
obstetrics/gynecology, cardiology, cardiothoracic surgery, ophthalmology,
otorhinolaryngology, pediatrics, physical medicine and rehabilitation, plastic and
reconstructive surgery, psychiatry, critical care medicine, infectious disease, oncology,
pathology and laboratory medicine, reproductive medicine and infertility, vascular
surgery, urogynecology, maternal and fetal medicine, pulmonary medicine, radiation
oncology, rheumatology, transplant surgery, oral and maxillofacial surgery, dental

~ medicine and nutrition.

Allegheny General's highly regarded sports medicine program serves as the official
medical provider for the Pittsburgh Pirates professional baseball club and the Washington
Wild Things minor league baseball team. The hospital also supports and directs
numerous scholastic sports medicine programs.

" Extracted from Allegheny General Hospital’s website (www.wpahs.org).



W,

The hospital has a number of other nationally recognized, disease-specific comprehensive
centers, including those for lung and thoracic disease, digestive health, mimimally
invasive surgery, diabetes, hearing and balance disorders, vascular diseases, orthopaedics,
spasticity and movement disorders, multiple sclerosis, neuro-oncology, neuromuscular
diseases, epilepsy, cranial nerve disorders, skull base and endoscopic neurosurgery,
spinal disorders, child and adolescent psychiatry, wound care and genetic disease.

Our Cancer Center is one of the nation's most advanced facilities, offering patients access
to state-of-the-art programs for the complete spectrum of malignant disease, including
centers for lung, esophageal, prostate, breast, colon and rectal, liver, brain, pancreatic,
gynecologic, head and neck, and blood-borne cancers. Allegheny General is the gateway
to some of the most prominent research into breast and colorectal cancer treatment and
prevention through studies conducted by the National Surgical Adjuvant Breast and
Bowel Project. This cancer research initiative, supported by the National Cancer
Institute, is based on the Allegheny General campus and coordinates the efforts of more
than 6,000 medical professionals in the study of breast and bowel cancer.

Allegheny General Hospital-Suburban Campus offers a complete array of surgical,
medical, rehabilitative or emergency care. The facility houses the Institute for Advanced
Pain Medicine, the Sleep Disorders Center and a magnetic resonance imaging facility.

The Rehabilitation Center at AGH-Suburban Campus is a 40-bed facility that offers
comprehensive nursing and therapy services for patients recovering from orthopaedic and
neurological injuries and diseases. The facility's comprehensive Brain Injury Program
includes an eight-bed unit for patients who have suffered a brain injury or those who have
experienced other types of neurological impairments. A state-of-the-art bone
densitometry unit offers preventative measures for those at risk of developing
osteoporosis, and stereotactic-guided aspirations are now being performed to provide
patients with a less invasive procedure for the early detection and treatment of breast
cancer. AGH - Suburban Campus' Emergency Department maintains benchmark
standards of efficiency and patient satisfaction, and strives to treat every patient within 30
minutes of arrival.

A long-standing commitment to education and research remains a comerstone of
Allegheny General Hospital's philosophy, as evidenced by its affiliation with
Philadelphia-based Drexel University College of Medicine and ongoing, innovative
research studies in the neurosciences, medical oncology, human genetics, cardiovascular
and pulmonary diseases, orthopaedics and trauma.

A member of the West Penn Allegheny Health System, Allegheny General Hospital
admits nearly 32,000 patients and logs about 56,000 emergency visits and 28,000 surgical
procedures each year. Approximately 1,250 physicians and 4,600 employees share the
hospital's commitment to excellence in patient care, medical education and research.
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NRG Exhibit No. 4
Camegie Science Center Facts’

Recipient of the 2003 National Award for Museum Service, Carnegie Science Center
inspires and entertains by connecting science and technology with everyday life. In
addition to providing valuable scientific experiences, Carnegie Science Center engages in
outreach programs that serve Pittsburgh's diverse community. The Science Center is
located on Pittsburgh's North Shore along the banks of the Ohio River and is accessible to
persons with disabilities

Carnegie Science Center opened on October 5, 1991. Its is not unlike the story of the
river that flows past its doorstep. Just as the Allegheny and the Monongahela converge to
create the great Ohio, two very unique local institutions joined to create this exciting
museum.

Carnegie Museums of Pittsburgh

Pittsburgh industrialist and steel magnate Andrew Carnegie envisioned a cultural
complex where Pittsburghers of every age, occupation and income could enjoy what he
called the "noble quartet: art, science, music and literature.” The Carnegie Institute,
which originally included the Museum of Natural History, Museum of Art, Library and
Music Hall, opened November 25, 1895, in Pittsburgh's Oakland neighborhood. From its
inception, the Carnegie strove to bring contemporary developments in the "four nobles to
the public”. In a time before mass media, the only way for common Pittsburghers to see
what artists and researchers from the US and around the world were doing was to bring
samples of their work to Pittsburgh by ship and by train - aircraft and tractor-trailers were
yet to be invented! This mission led to the creation of the Carnegie International art
exhibition in 1896 and powered the Institute's efforts in collecting the fossil dinosaur
bones for which it is still known today. When Carnegie died in 1919, he had given away
the great majority of his fabulous wealth. The Museums and Library stand today as a
distinctive reminder of the fortune he made in the steel industry and remain as a
testament to Carnegie's vision and generosity.

The Buhl Planetarium and Institute of Popular Science

On October 24, 1939, Pittsburgh became home to the fifth major planetarium in the
United States, the Buhl Planetarium and Institute of Popular Science. The Buhl was a
gift to the people of Pittsburgh from the $11 million Buhl Foundation in memory of its
founder, Henry Buhl, Jr. (1856-1927). Mr. Buhl made his fortune as co-owner of the
successful Boggs and Buh! Department Store on the Northside, and specifically
suggested that part of his foundation funds be used to support initiatives in his beloved
neighborhood. To this end, the foundation endowed the Buhl, with a planetarium in
honor of Henry's wife Louise.

" Exiracted from the Carnegie Science Center website (www. camegiesciencecenter.org).
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The Buhl became a gateway to scientific knowledge and careers in scientific pursuits for
generations of Pittsburghers. lts centerpiece was the "Theater of the Stars, a planetarium
featuring a Model 1 Zeiss Star Projector that could accurately display 9,000 of the
brightest stars in the sky. The Buhl housed a Foucault Pendulum, a device that
demonstrates the earth's rotation on its axis. On the rooftop, a siderostat telescope
automatically followed a star or planet across the sky. The Buhl also had some of the
world's first interactive exhibits, which featured push buttons that set off alarms in a
control room, where a staff person would play the appropriate record to provide an audio
explanation of the exhibit - the height of innovation at the time!

Always devoted to public education, the Buhl encouraged young people to explore the
world of science and became the meeting place for dozens of groups interested in
scientific and technological pursuits. The Buhl was a model for supporting the scientific
education of the people of Pittsburgh, initiating the prestigious science fair that still
engages young scientists today. During World War I1, it trained the military in celestial
navigation. In 1954, the Miniature Railroad & Village opened at the Buhl, combining
model trains with western Pennsylvania history. In 1958, the Buhl began the Junior
Space Academy as a local response to the launch of Sputnik and the dawn of the Space
Age.

Carnegie Science Center: Merging the Buhl and Carnegie Institute

By the 1980s, the original Buhl building was aging and options for expansion and growth
were considered. When expansion of the existing building was ruled out, the site where
Carnegie Science Center now stands was chosen for the Buhl's relocation. As options for
expansion of the newly renamed Buhl Science Center were explored, it became apparent
that a whole new institution was evolving, requiring increased staffing in development,
building services, science education and public relations.

At this point, the Carnegie Institute indicated an interest in merging with the Buhl. The
merger was completed with the approval of each institution's Board in 1987, and in 1989,
the new building planned for the banks of the Ohio River was renamed Carnegie Science
Center. Ground was broken on October 5, 1989, and Carnegie Science Center opened
two years later. The Henry Buhl, Jr. Planetarium and Observatory was reinvented in the
new facility, becoming a mainstay of the CSC experience.

Today, people from around the globe recognize the name and reputation of Carnegie
Science Center and its traveling exhibits and planetarium shows. From Atlantic to
Pacific, Europe to Australia, programs and exhibits developed by Carnegie Science
Center enlighten, inspire and entertain scores of museum and planetarium visitors, CSC
i5 a national example for integration into its community, and in 2003 was recognized for
its exceptional level of community service with the National Award for Museum Service,
the highest honor of its kind, at a White House ceremony with First Lady Laura Bush.
Closer to home, former visitors to the Buhl and CSC tell of the experiences that inspired
them to become scientists, educators, entrepreneurs even astronauts and Olympic
athletes!



