BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Pablic Unlity Commniission
V.

R-2008-2029325
Equitable Gas Company

Independent Otl and Gas Association of
Pennsylvama,

Complamant

C--20066800
Equitable Gas Company,

Respondent
DIRECT TESTIMONY
OF
DIANE MEYER BURGRAFF

On Behalf of

Che Independent Oif and Gas Association of Pennsylvania

Topics Addressed

Cost Allocation/Rate Structure/Apphication of Rate AGS

Qctober 8, 2008

{IOGA St. No. |

///20 op-

Ty,

.’)ﬂd Vd
60:1 Hd G2 AON OO

avUng g, A¥V13YI3S



9

10

—
(i

16
17

18

19

A.

A,

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Diane Mever Burgraft. My address 1s 19 Westwind Drive, Lemoyvne,
Pennsylvania 17043,

PLEASE DESCRIBE BY WHOM YOU ARE EMPLOYED AND IN WHAT
CAPACITY.

I am an independent consultant retained by the Independent Ol and Gas
Assoctation of Pennsylvania ("10GA™).

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND
EXPERIENCE.

Please see Attachment A to tius testimony.
PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY.
The purpose of my testimony is o explain the results of my investigation ot

LAY

whether Equitable Gas Company’s (“Equitable,” “the Company™ or "EGC™)
proposed Rate AGS-Appalachian Gathering Service comports with well

established cost causation and cost assigment principles.

PLEASE SUMMARIZE YOUR CONCLUSIONS AND
RECONMENDATIONS.

LEquitable's proposed Rate AGS-Appalachian Gathering Service should be
rejected. As my tesumony will describe, it 1s my opinion that Rate AGS was
originally designed and approved by the PUC for a limited purpose — o permit
EEquitable o recover some of the costs of operating, maintaining and improving
its investment in gathering facilitics acquired in 2003 {rom its altiliatc until
Liquitable was able to include such costs in its base rate case. Equitable lias not
met its burden ol proving that an expansion and continuation of Rate AGS should

be approved by the PUC as just and reasonable or that producers and marketers
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should bear vivtually alt of the cost responsibility for EGC’s gathering system.
LGC's customers, that is, system supply and transportation customers, are the
beneliciaries of EGC's gathering system investment — in the torm of lower natural
gas costs — and they should bear the cost responsibility. EGC's own tanft
provisions and Scction 1307(4) reconciliation procedures, as well as its prior
testimony and answers to interrogatorics in this current case all confinm that
system supply and transportation customers benefit from its gathering system. In
light of these admissions by EGC that both its systent supply and transportation

customers benefit from the gathering system, EGC’s rate proposal, which would

shift the cost responsibility to producers and marketers is completely at odds with
well accepted cost assignment principles and it implemented likely will result in
end user customers losing much ol the benelits of lower cost Pennsylvania
production.

[n addition, [ recommend that refunds be made for certain producers who
were inappropriately charged under Rate AGS. Also, in the event that the
Pennsylvamia Public Uulity Commission rejects my recommendation to clinninate
Rate AGS, based on policy considerations, | have sct forth an alticmative
maximum Rate AGS that represents the absolute maximum cost responsibility
that producers and marketers should bear. Finally, I make a recommendation
regarding the funding for future gathering system mvestments.

EQUITABLE'S PROPOSAL FOR RATE “AGS™

PLEASE DESCRIBE RATE AGS.
Rate AGS-Appalachian Gathering Service is a rate designed (o be charged o any

producer who delivers gas into Equitable’s gathering facilities and to any

HARR 2GS ANDOIY-2553552
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marketer who transports gas through Equitable’s gathering factlities. Itis a
“negotiated” cate with no cetling ov oor charge. [ addition, Rate AGS wcludes

.

a provision for charging “retainage,” that is, for gas uscd in gathering system
operations and for gas lost and unaccounted for on the gathering system. The
retainage provision is also negotiable with no ceiling or floor percentage.

WHAT (S EQUITABLE'S PROPOSAL FOR RATE AGS IN THIS CASE?
Equitable is not proposing to change the “subject to negotiation™ portion of Rate
AGS and the rate will continue to apply only to suppliers and macketers who use
what Equitable characterizes as its gathering “system’™ to transport natural gas to
Fquitable dehivery service customers who either use sales or transportation
service. However, Equitable is claiming that 100% of its gathering lacilities
investment, other investments that it claims are related 1o the gathertng facilities,
and almost all of expenses related o these investments, taxes plus a profiit margin,
should be recovered solely from rate AGS; since rate AGS by its terms 1s only
applicable to producers and marketers who move gas through the gathering
system, Equitable would attempt to recover 100% of these costs from suppliers
and marketers. I Equitable imposces rates and shrinkage that would recover its
alleged 1otal cost of service at proposed rates, the cost to a local producer could be

as high as $1.96 per Dth.

HISTORY O RATE AGS

IS RATE AGS CURRENTLY IN EQUITABLE’S EXISTING TARIFF OR
ISIT A NEW RATE BEING PROPOSED IN THIS PROCEEDING?

o~
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A Equitable’s Rate AGS is part of Equitable’s current tarifU but was not authorized
as a result of a base rate proceeding and s currently being apphied ditferently than
originally proposed.

Q. HOW DID RATE AGS COME INTO EXISTENCE?

A. Rate AGS, inttially called “Apollo Gathering Service™ not “Appalachian
Gathering Service,” was proposed for the [irst time i Equitable’s 2003
Application filing at Docket No. G-00031009, for approval to acquire gathering
facilitics in Armstrong and Indiana Counties from its aftiliate, Equitable Field
Services. Equitable referred to the facilitics as the “PA-North Gathering System,”
even though Equitable was serving end use customers from these facilitics.

In that Application filing, LEquitable offered the tollowing explanation for
the need for the acquisition to be approved:

Allowing a non-afTiliated third party 1o acquire the PA-

North Gathering System could place at risk, (rom both an

opcrational and a cost perspective, service to the

approximately 520 essential human needs restdenual

customers presently served by EGC along the System.

Exhibit DMB-1 at 2. (Apphcatnon Filing)
Equitable also in the same Application stated that EGC was acquiring the
gathering facilities “for use tn the public service.™ Exhibit DMB-1 at 3. Finally, in
the same Application, EGC explained that while the acquisition of the gathering
facilities “would increase rate basc and operating and depreciation expense, EGC
IS not proposing any increase in its existing rates by virtue of the proposed

acquisition.” Exhibit DMB-1 at 4.
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Instead, Equitable proposed providing a “gathering service to those
producers along the System route™ (Exhibit DMB-1 at 4) that it called Rate AGS-
Apollo Gathertng Service.

Q. WAS RATE AGS-APOLLO GATHERING SERVICE LIMITED TO A
SPECIFIC PORTION OF EQUITABLE’S GATHERING SYSTEM?

AL Yes. twas limited to the facititics betng acquired and located in what EGC
referred to m its proposed tariff as its “Apollo District.” Specifically, the proposed
tartf1 stated that “{t]his rate schedule shall be applicable throughout the Apollo
District for natural gas produced in and available for redelivery in the Apotlo
District.”

Q. PLEASE DESCRIBE RATE AGS-APOLLO GATHERING SERVICE AS
I'T WAS PROPOSED IN THE FILING AT DOCKET G-00031009 TO
ACQUIRE THE PA-NORTH GATHERING SYSTEM.

A. The rate as proposed had no ceiling or tloor charge and also had a completely
Nexible retainage provision lor gas lost, unaccounted for or used n company
operations on the gathering facilitics. Exhibit DMB-2 (Rate AGS-Apollo
Gathering Service).

Q. DID THE PENNSYLVANIA PUBLIC UTILITY COMMISSION
AUTHORIZE APPROVAL OF RATE AGS-APOLLO GATHERING
SERVICE AS A RESULT OF THE 2003 APPLICATION FILING AT
DOCKET NO. G-00031009?

A. Yes. Inapproving the acquisition by EGC of the PA-North Gathering System, the
Commisston also approved Rate AGS-Apollo Gathering Service.

Q. IN YOUR OPINION, WAS THE PUC’S AUTHORIZATION TO
IMPLEMENT RATE AGS-APOLLO GATHERING SERVICE AND
CHARGE PRODUCERS FORTHE COST TO OPERATE AND
MAINTAIN EQUITABLE'S NEWLY ACQUIRED A NORTH

GATHERING SYSTEM MEANT TO BE A PERMANENT
AUTHORIZATION?

v
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No, not atall. [n my view the Commission was approving a temporary solution to
assist Equitable i the costs of capital timprovements and the costs of operating
and maintaining these newly acquired facilitics until its next base rate casc.
Equitable had acknowledged that these costs normally “would increase rate basc,
operation and mamtenance and depreciation expense.” Exhibit DMB-1 at 4.
However, Equitable was in a rate moratorium period until January, 20006, so liling
a base rate case was not possible. My opinton is that the PUC wanted EGC 1o
acquire the facilities so that it could continue to serve the 320 end use customers
affected. Approval of the rate was a micans Lo assist Equitable with the capital and
operation and maintenance costs of the newly acquired factlities until its next base
rate casc.

HOW DID EQUITABLE’S RATE AGS-APOILLO GATHERING SERVICE
EVOLVE INTO THE CURRENT RATE AGS-APPALACHIAN
GATHERING SERVICE?

In EGC’s 2004 Sccnon 1307(1) case at Docket R-0004491534, EGC witness Robert
M. Narkevic proposed changing the name of Rate AGS-Apollo Gathering Service
to “Rate AGS-Appalachian Gathering Service™” and, as he stated in his Direct
Testunony at Docket R-00049154, he was proposing “minor changes to the
applicability and availability of the rate schedule.”™ Exhibit DMB-3 (Narkevic
(estimony).

WAS RATE AGS-APPALACHIAN GATHERING SERVICE APPROVED
AS FILED IN EQUITABLE’S 2004 1307(F) CASE?

Yes. | should note, however, that the parties affected by the change were not
parties to the procecding. The description of the change in Mr. Narkevic’s

testimony would lead those partics who were involved in that casc to reasonably

o
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believe the changes were not substantive, and certanly not intended to expand
significantly the applicability of Rate AGS.

WHAT WAS THE CHANGE TO THE LANGUAGE OF THE
“APPLICABILITY” SECTION OF THE TARIFF?

Betore the change, the taniff stated that “[t]his rate schedule shall be applicable
throughout the Apollo District for natural gas produced in and availabie for
redelivery in the Apollo District.” This section was changed to state that “[tJhese
rates shall be applicable throughout the territory scrved by the Company, i.c..
Cquitable and Apollo Districts.” Exhibit DMB-2.

WHAT IS YOUR CONCULUSION CONCERNING THIS LANGUAGE
CHANGE?

The changes made 1o Rate AGS in 2004 that expanded the applicability of the rate
beyond the Apollo District cannot be considered “minor” changes as represented
by Mr. Narkevic unless it was intended to increase some relatively nunor portion
of the PA-North Gathering System located in the Equitable District. While the
tariff language change was approved in 2004, 1 do not believe the Commission’s
intent changed at all, Rate AGS was inttially approved by the Commuission in
2003 during a rate moratorium as a result of an Applhication filing that permitted
EGC 10 acquire the PA-North Gathering System. The purpose of the rate in my
view, as [ stated previously in my testimony, was to assist EGC in maintaining
and improving the newly acquired PA-North Gathering System until its next base
rate case and during its rate moratortum. For EGC to apply the rate n any larger
context, 1.¢., (o recover costs of investments and expenses not associated with the
PA-North Gathering System, would have violated its ratc moratorium. Mr.

Narkevic's own words, that the changes were “minor wording changes,” confirms

AR 82950 I/IND(49-233 332
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that EGC was not proposing to expand Rate AGS applicability. 1 EGC has used
this rate for any other purpose than for volumes produced and redelivered
through the PA-North Gathering System, then, in my view, EGC has donc so
without Commuission authority, and 1s doing so in violation ol this Commission’s
intent when it approved the 2003 Application.

BASED ON THIS HISTORY, WHAT IS YOUR RECOMMENDATION
CONCERNING YOUR CONCLUSION?

First, to the extent that EGC has charged [OGA producers under Rate AGS for
production flowiny through facilitics other than the PA-North Gathering System
or has charged producers for gas that was injected directly into distribution
faciliies and did not flow through a gathering pipeline at atl, thosce producers arc
entitled to refunds. [ recommend that as part of a compliance tiling EGC be
directed to provide evidence that all meters billed Rate AGS were in tact on the
PA-North Gathering System and that the particular pipelines were property
classilicd as gathering tacihities. In addition, EGC should be required to furmish
maps that clearly show which specific facilities were part of the 2003 acquisition
and show that the meters billed under Rate AGS were on gathering lines n the
system acquired. Equitable has provided contradictory information concerning
the location of Rate AGS gathenng facilities on the distribution system map
provided as part of its basc rate filing. Exhibit DMB-4 (IOGA 1-43, VI-1). Also,
Equitable has relused lor security and confidentiality reasons to provide IOGA
producers with maps showing the gathering facilities. For any production billed

Rate AGS that lowed through a meter that was not on the PA-North Gathering

AR 295 H/AND9- 253552
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System or was not properly classified as a gathering line on that system, refunds
should be made.

RATE AGS TODAY

HOW IS RATE AGS USED CURRENTLY BY EQUITABLE?

Currently there are 98 producers and marketers paying Rate AGS to move gas
through Equitable’s gathering system for use as system supply and for usc by end
user transportation customers. Exhibit DMB-4 (OTS RS 14). They pay
“negotiated rates” ranging from zero to $1.00 per Dth and pay retainage
pereentages ranging from zero 1o 7.53%. Exhibit DMB-4 (I10GA {-3) The total
revenue at present rates is $3,320,4354.

ARE THERE ANY END USE CUSTOMERS PAYING RATE AGS?

No. System supply customers do not pay Rate AGS. Transportation customers do
not pay Rate AGS. Only producers of Pennsylvania gas and marketers who mject
gas inlo EGC's gathering lacilities pay Rate AGS.

HAS IOGA TAKEN ANY ACTION AGAINST RATE AGS PRIORTO
THIS PROCEEDING?

Yes. 1understand that IOGA filed a Formal Complaint against Rate AGS in
September 2006 at Docket C-2000606800 and an Amended Formal Coniplaint in
February 2008, and EGC responded with answers and new matter in October
2006 and March 2008. Exhibit DMB-5 (amended complaint and answer) The
complaint has been consolidated with this proceeding for hearing and
investigation.

RATE AGS AS PROPOSED

HAR:S 2954 /INDO4Y-253550
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A.

PLEASE RESTATE WHAT EQUITABLE 1S PROPOSING IN THIS RATE
PROCEEDING RELATIVE TO RATE AGS.

As I have noted in summary above, Equitable ts proposing in this procecding that
all of the capital costs and almost all of the operation and maintenance costs
associated with the gathering system and costs EGC deemis are related to the
gathering system plus overhead and taxes be recovered through Rate AGS. The
costs are proposed to be paid for in therr entirety by producers and marketers.
Equitable ts proposing to ratse revenue 10 $12,843,741, or by 141%, to the Rate
AGS “customer™ class.

DO YOU AGREE WITH EGC’S PROPOSAL FOR RATE AGS?

No, and | have several reasons for my opinion which are described below.

REASONS WHY RATE AGS SHOUL.D NOT BE APPROVED
PLEASE SUMMARIZE THE REASONS WHY YOU BELIEVE
EQUITABLE’S RATE AGS COST RECOVERY PROPOSAL SHOULD
NOT BE APPROVED.

IFirst, the Commission has a lustory of allocating gathering lacility costs in a
manner that assigns cost responsibility to all of the customers who recetve the
benefit of the gathering facititics through the use of low-cost local production that
tt delivers to customers through EGC’s transmission, distribution and gathering
facilitics. EGC’s proposal to assign cost responsibility tor the gathering facihities
to supplicrs and marketers is completely contrary to the Comnussion’s long
standing posilion.

Second, EGC’s position is contrary to well aceepted cost allocation
principles which mandate that utility investment and cxpenses be allocated to the

customers who benefit (rom them or cause them to be incurred by the utility. The
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gathering tucilities benetit end user customers who enjoy lower natural vas costs
as aresult of being able to receive Pennsylvania production through Equitable’s
gathering tacilities. As explamed above, EGC’s own position as recently as 2004
supports I0GA’s position that customers are responsible for costs associated with
the gathering tacilities.

Third, EGC 1s attemipting to recover the Rate AGS revenuc requirement
from “non customers”™ which is contrary (o traditional ratemaking principles.

Fourth, approval of Equitable’s Rate AGS proposal will have implications
for other natural gas distribution companics ("NGDCs™) with gathering facilitics
i the Commonwealth and could have a negative impact on availability and cost
of Pennsylvania produced gas.

Fifth and finally Equitable’s retainage proposal places cost responsibility
on the wrong parties and is also inconsistent with established cost of service

principles.

The PUC Has A Long Standing Position On The Treatment Of Gathering

Facilities ¥or Ratemaking Purposes.

HAS THIS COMMISSION APPROVED RECOVERY OF GATHERING
FACILITY COSTS IN UTILITY BASE RATE CASES IN THE PAST?

Yes. Sice the 1970°s, and most likely prior to that, this Commission has
approved the allocation of prudeatly incurred gathering facility costs to
residential, commercial and industrial ratepayers, and has sel rates to permit the
recovery of such costs from those customer groups. EGC's witness, Mr.
Feigold, in his testimony before this Commission at Docket R-832313 (a Peoples
Natural Gas Company basc rate in 1983), reccommended that gathering facility
costs be allocated only to system supply and transportation customers (then called

HARDR2OSEINDO39-253552



6

18

19

20

“selfhelp™ customers) He did not allocate any costs 1o marketers or producers
with good reason. From a cost causation standpoint, marketers and producers
should not hear the costs related to gas delivery service, only the EGC customers
receiving the delivery service who benetit from the facilitics should.

[ am not aware of any gas company in this state that has rates approved in
a base rate case that has shifted all (or even any) of the costs of its gathering
factlities onto local producers and marketers.
WITH SUCH A LONG COMMISSION HISTORY OF RATE
TREATMENT FOR GATHERING FACILITY COSTS THAT ARE IN
RATE BASE, WHAT IN YOUR OPINION HAS PROMPTED EGC TO
ATTEMPT TO SHIFT THESE COSTS TO PRODUCERS AND
MARKETERS AND AWAY FROM UTILITY SYSTEM SUPPLY AND
TRANSPORTATION CUSTOMERS?
In my view, Equitable viewed the appraval in the 2004 Scetion 1307(1) case of its
“minor wording changes™ to Rate AGS-Appalachian Gathering Service, which
allowed for recovery ol gathenng facility costs outside of a basc rate case during
Lquitable’s base rate moratorium pertod, as opening the door to permit Equitable
to shift all gathering investment costs away from the delivery service customers
who receive the benetit ol EGC's gathering facilities and Pennsylvania
production. Now that EGC has Rate AGS 1n its tarif!, it makes it casier for the
Company Lo propose its continuation and expansion, and to argue that the
producers and marketers are the primary beneliciaries of EGC's gathering
facilitiecs. While [OGA does not deny that producers and marketers, like any
other vendor, receive benetits when their product is purchased, they are not utility

customers and arc not receiving gas delivery service. [tis the utility’s customers

FEARGS 29541 INTD49-253552
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that receive benefit from a utility’s mvestiment in rate base, and it s those
customers of the utility who should pay for those benetits.
GATHERING FACILITY COSTS SHOULD BE ALLOCATED TO THE
CUSTOMER GROUPS THAT ENJOY THE BENEFITS AND CAUSE THE

COSTS TO BE INCURRED - SYSTEM SUPPLY AND
TRANSPORTATION END USERS

Q. WHY DO YOU BELIEVE THAT EGC HAS IMPROPERLY ALLOCATED
THE COSTS OF GATHERING FACILITIES AND DESIGNED RATE
AGSTO RECOVER ALL OF THE ALLOCATED COSTS FROM LOCAL
PRODUCERS AND MARKETERS?

A As Mr. Feingold indicates, the goal of a cost of service study 1s to address the
question: Twhich customer or group of custotiers causes the utility o neur
particular types ot costs?” (R.AL Feingold Direct Testimony p. 1, R-2008-
2029323) T'o do that, one must identify why the Company is incurring the cost or
what group of customers are receiving the benefit from the cost. in terms of the
gathering factlitics, EGC has incurred the gathering fuctlity costs in order to be
able o provide the benelits of a lower cost natural gas supply to 1ts system supply
and transpoitation end use customers. Thus, all customer classes — residential,
commercial and industrial - benefit from the gathering fucilitics as EGC readily
admits. Exhibit DMB-4 ( 10GA 1-28). [n addition, 3620 customers are served
dircetly from gathering lines which clearly shows another use for these lacilities
by end use customers. Mr. Feingold has ignored these tacts when proposing to
allocate virtually all the costs of gathering facilities to Rate AGS and Mr. Quinn
has completely ignored these facts when he placed the burden for the gathering

system costs on producers and marketers.

HARS29SL)/AINDOHS-2533552
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[nstead, Mr. Quinn should have eliminated Rate AGS since it had served
its Tunction between rate cases as | previously described and instructed Mr.
Feingold to allocate gathering costs not to a specific gathering service but instead
to allocate the gathering system costs to the customer classes who caused the
costs to be incurred.

PLEASE DESCRIBE SOMUE OF THE BENEFUTS THAT SYSTEM
SUPPLY AND TRANSPORTATION CUSTOMERS RECEIVE FROM
THE GATHERING FACILITIES.

System supply custozncr§ receive the benetit of lower-cost Pennsylvania supplies
that are moved from wells into EGC’s gathering system. Interstate supply can
cost morce than twice as much as Appalachian Supply including demand charges
or 25% more excluding demand charges based on 2007 gas costs information.
Regarding Appalachian supply, roughly “36% of total gas supply into the
Lquitable system, ts delivered through somie portion of these gathering assets”™
according to Mr. Wiggers recent Direct Testimony in Equitable’s 2008 Section
1307(1) case. Exhibit DMB-3 (Wiggers Direct at 24, R- 2008-2021160) In
addition, 3620 residential and both small and large general service customers
receive service directly from EGC gathening lines. Transportation customers also
recetve the benefits of local gas that ts moved through the gathering tacilitics on
its way to their places of business. [n testimony in the 2004 Section 1307([) case,
Equitable witnesses Rafferty and Quinn also explained in detail the benefits of
bringing lower cost Pennsylvania supptlics to market through gathering facility
investments in the “Northern Assct Optimization Project” (NAOP) (Exhibit
DMIB-3), and Equitable’s testimony in 1ts subsequent Scction 1307() cases has
continued to emphasize these benelits.

14
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IN LIGHT OF ALL THE BENEFITS THAT RESIDENTIAL,
COMMERCIAL AND INDUSTRIAL CUSTOMERS RECEIVE FROM
EGC'S GATHERING FACILITIES, SHOULDN'T THESE CUSTOMERS
PAY FOR THE COSTS ASSIGNED AND ALLOCATED TO RATE AGS?
Yes, absolutely. The costs were incurred for the benelit of end use system supply
and transportation customers and they should bear the cost responsibility.
DOESN'T EGC CLAIM HOWEVER THAT PRODUCERS AND
MARKETERS ARE THE PRIMARY BENEFICIARIES OF THE
GATHERING FACILITIES AND SHOULD PAY FOR THE COSTS OF
THOSE FACILITIES?

Yes, Equitable now 1s making that claimy, but that is a complete reversal of its
prior position. As recently as 2004, EGC held the view that system supply
customers should bear cost responsibility for the gathering facilitics and
improvements because they benetited directly from these investmients. Before |
expand on my answer, Lwill give a brief history ot EGC’s gathenng lacilities.

In EGC’s last base rate case of 1996-97, EGC had no gathering facilitics
since it had i years prior transferred its gathering facilities to other Equitable
affihates. Equitable Gas began to reacquire gathering assets in 1999 with the
Carnegie Gas acquisition. EGC followed with the PA-North acquisition in 2003
from Cquitable Field Services. The Crooked Creck gathering asscts were added
sometime between 2003-2006. According to Equitable’s testimony in its 2008
Section 1307(1) case, it added Crooked Creek gathering facilities from Equitrans,
LP in 2000, but a discovery response indicates the Crooked Creek facilitics were
part af the PA-North acquisttion in 2003, Exhibit DMB-4 (1QOGA [11-0).

In 2004, when EGC filed its Section 1307(6) case at Docket R-00049154,
it had recently acquired the PA-North Gathering System and had recently
received approval for its Rate AGS-Apollo Gathering Service. As previously

I3
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mentioned, EGC was in i base rate moratoriuny until January 1, 2000, Inits 2004
Scction 1307(1) case, EGC made two proposals relative 1o its gathering systen.
One received a great amount ot attention from the parties and the other did not.

The first of those proposals was to amortize the $6.6 million cost of five
gathering facility capital projects over 6 years and to recover those costs through
the 1307() gas cost process from system supply customers as gas related costs.
These projects all involved making capital improvements to the recently acquired
PA-North Gathering System and to the Camegie facilities acquired a few years
earher. These projects were collectively referred to as the “*Northern Assct
Optimization Project” or “NAQP.”

[ that 2004 filing, Mr. Railerty, a witness for EGC, on pages 19-24 of hus
Direct Testimony, described the benefits that system supply customers will enjoy
and gas cost savings that will accruc to system supply ratepayers as a result ol the
gatherimy facility vestiments. On page 24 of his Direct Testimony, Mr. Rafllerty
stated: “The Company believes there can be significant savings to PGC customers
it these projects are completed.” In his Rebuttal Testimony on page 10 in the
same docket, EGC witness Mr. Quinn stated that “the vast majority ot the benelits
associated with the project [the NAOP| will accrue to the PGC rate customers.”
Exhibit DMB-3 (Direct Testimony of Ralferty, and Rebuttal Testimony of Quinm,
at Docket R-00049154)

So in 2004, EGC’s position was that the gathering facility imvestment
beneflited systent supply customers and that those same customers should pay for

these investments.

16
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The second proposal in EGC's 2004 1307(1), the one that received no
attention {rom the parties, was Mr. Narkevie's “minor wording changes™ to Rate
AGS that I addressed earlier.

Thus, in that 2004 case, EGC had proposed two plans for recovering
gathering tacility costs from customers during their rate moratortum. The first,
called the NAOP proposal, was to collect capital investments in the PA-North
Gathering System as a part of gas costs to be recovered from system supply
customers through the 1307(f) process. The second was the Rate AGS minor
language changes that made no substantive change 10 the rate that allowed EGC
to recover some portion of PA-North Gathering Systen costs (rom producers and
marketers during EGC’s base rate moratorium and until its next basc rate case.

Clearly, in 2004 it was not EGC’s position that producers and marketers
were the primary beneficiaries of the gathering tacilitics, or it would not have
proposed to recover $6.0 million i capital investments in thosce facilities from
system supply customers. n 2004, EGC shaved [OGA’s view that systemn supply
customers are beneficiaries of the gathering facilities and should pay for their
cost.

The statutory parties in EGC’s 2004 Section 1307(f) case, namely the
OTS, OCA and OSBA, were all opposcd to EGC’s NAOP proposal to recover
gathering facility investment costs through the 1307(f) gas cost process (rom
system supply customers. Those partics did not address the Rate AGS minor

wording changes most likely because those changes did not affect their
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constituencics and because the tarilt changes described by Me. Narkevie did not
appear to be substantive.

Q. WHAT WERE THE OBJECTIONS OF THE OTS, OCA AND OSBA TO
EQUITABLE’S NAOP PROPOSAL IN EGC’S 2004 SECTION 1307(F)
CASE?

A Mr. Gruber, from OTS, stated in his Direet Testimony on page 16, that “they {the
NAQP costs| are not gas costs. They are costs associated with plant used lor the
collection and dehvery ol gas. Typically these costs are included as part of the
Company’s rate base and included in basc rates. The mclusion in the PGC would
send inappropriate signals as to the price of gas.”

Mr. Kalcie ol the OSBA stated in his Surrebuttal Testimony on page 3 in
the same case that “if such costs were properly recovered in base rates, both
transportation customers and sales customers would contribute toward cost
recovery.” {Emphasis added).

Mr. Micrzwa of the OCA also advocated recovery of these costs through
base rates and held the opinion that i a capital investment such as NAOP reduces
gas costs, the utility should be required to pursue the project regardless of a cost
recovery procedure. In his Surrebuttal Testimony, Mr. Micrzwa stated on pages
[5-16 when discussing the NAOP proposal that “witness Quinn fails 1o
distinguish between PGC customers and transportation customers in his analysis.
That 1s, he incorrectly assumes that PGC customers should bear the complete
responsibility for NAQOP costs. As 1 explained in my direet lestimony,
transportation customers should also bear NAOP cost responsibility.” Exhibit
DMB-3 (Direct Gruber at 16, Rebuttal Kaleie at 3, Surrebuttal Micrzwa at 135-106,
R-00049154).

18
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Thus, neither the Company - nor any other party in the 2004 procecding -
suggested that these NAOP gathering facility investinent costs were prinvarily to
benefit producers and marketers or that producers and marketers should bear any
of the cost responsibility.

WHAT WAS EGC’S RESPONSE TO THESE OBJECTIONS?

Mr. Quinn, in his Rebuttal Testimony on page 3, stated regarding the $6.6 mitlion
of gathering facilittes investment: “The NAOP represents direct costs incurred for
the improved deliverability of Pennsylvania produced gas to Equitable’s
distribution systent which directly benefits PGC rate customers.” Exhibit
DMB-3 {(Quinn Rebuttal at 5 (emphasis added) Docket R-00049154).

HOW WAS EGC’S 2004 SECTION 1307(F) CASE AT DOCKET R-
00049154 RESOLVED?

EGC settled the Section 1307(1) case in 2004 case and abandoned the request for
NAQOP cost recovery Irom system supply customers through its 1307(f)
mechanism. However, through Rate AGS, Equitable had found a way to continue
to recover gathering factlitics costs outside of a base rate case during its rate
moratorium period, and apparently its new view that producers and markcters
should pay for the gathering facilities in its entirely started to take shape. At the
end of 2004, three months after receiving approval for its newly worded Rate
AGS-Appalachian Gathering Service, Equitable moved all ol its gathering
facilitics (o Non-Uulity Property on its books of account,

[S EQUITABLE IN THIS PROCEEDING NOW ATTEMPTING TO
RECOVER THESE NAOP COSTS - THOSE SAME INVESTMENT
COSTS THAT EGC INSISTED IN ITS 2004 SECTION 1307(F) CASE
PROVIDED SIGNIFICANT BENEFITS TO SYSTEM SUPPLY

RATEPAYERS — FROM PRODUCERS AND MARKETERS THROUGH
RATE AGS?

HARB2USLVINDO49-253552
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Yes. as well as other gathering facility investment. The NAOP projects are all
now complete, in service and claimed in rate base. Mr. Quinn and EGC have
completely changed their minds i the last four years about who are the
beneficiaries of gathering facility investments and who should pay the costs. For
example, on page two to its Answer to Amended Complaint With New Matter in
Docket C-20066800 fifed in March of 2008, Equitable states “it is appropriate that
producers pay the cost of facilitics instalted to enable them to bring their gas to
market.” Exhibit DMB-3 - Answer at 2.

So, EGC now nsists that producers and marketers “may well be primary
beneficiaries of the gathenng system™ when just four years ago EGC insisted that
system supply customers were the primary beneliciaries. Exhibit DMB-4 ( [OGA
I-13). Over the last ninc ycars, EGC has been reacquiring gathering facilities, but
its reasons for doing so are not clear. If Equitable insists that the primary
beneficiaries of these factlities are now producers and marketers, why would £EGC
- as a public utility — want to keep acquinng these facilities and putting them i
its related rate basc instead ot using tls capital to mvest in projects that primarily
benefit its own customers?

The simple answer 1s the investments made by EGC in its gathering
facilitics arc and always have been for the benefit of its own system supply and
transportation customers. The gas that comes into EGC’s gathering facilitics is
cither used for system supply or delivered to EGC transportation customers.
Exhibit DMB-4 ( 1OGA [V-15). EGC’s customers enjoy the gas cost savings that

Pennsylvania gas provides, and EGC’'s investments in projects that improve
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deliverability of local gus should be borne by those who cause those costs (o be
icurred - the customers who obtain the benefits .

DON'T PRODUCERS AND MARKETERS RECEIVE A BENEFIT FROM
BEING ABLE TO TRANSPORT THEIR PRODUCT THROUGH
EQUITABLE'S GATHERING FACILITIES?

Yes but, the benefit they receive is not as a gas delivery service customer of

public utility service but as a supplier or vendor.

EGC IS ATTEMPTING TO RECOVER GATHERING FACILITY
INVESTMENTS FROM “NON CUSTOMERS”

DOES EGC CONSIDER PRODUCERS AND MARKETERS TO BE
CUSTOMERS OF EGC?

EGC’s view on the subject depends on the circumistances. EGC did not provide
notice to Rate AGS “customers™ of its intent to file for an increase w rales,
probably because they do not view producers and marketers as “jurisdictional
customers.” Exhibit DMB-3 — Answer at 5. EGC’s waniff also states that the
customers o whom scrvice 1s provided are comprised of “Residential
Customers,” Commercial Customers,” “Industrial Customers™ and “Heating
Customers.” EGC Tarift, First Revised Page No. 5. Thus, it scems EGC does not
treat produccrs and marketers as customers, except when it is time to bill them.

ARE THERE INSTANCES WHEN A SUPPLIER COULD BE A
CUSTOMER OF A UTILITY?

Utilites do provide some services to suppliers and markelters that are ancillary to
the provision of gas scrvice, such as balancing, banking and storage. These
services do not involve charging suppliers for rate base investiments and ongoing
operation and niaintenance of the utihity’s facilities that were installed for the

benefit of the utility’s sales and delivery service customiers.
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! Q. IFTHE PUC WERE TO ALLOW RATE AGS TO REMAIN A SERVICE
2 IN EGC'S TARIFF, AND PERMIT EGC TO RECOVER I'TS RATE BASE
3 AND RETURN ON INVESTMENT FROM PRODUCERS AND
4 MARKETERS,WOULD THE COMMISSION BE CHANGING THE
5 DEFINITION OF “THE PUBLIC” REGARDING UTILITY SERVICE?
6 A Yes, inmy view. If the Commission allows Rate AGS (o remain eftective as
7 proposed in this proceeding, and permits EGC to recover all the costs of 1ts
8 gathering lactlitics — including a returm on its investiment and overhead costs -
9 from producers and marketers who receive no natural gas utility service from
10 EGC and who are not considered “jurisdictional customers™ even by EGC itself,
1 then in my view, the definition of “public™ in terns ol utility serviee to the public
12 and the defimtion of “rate base™ in terms of “used and useful i the public
{3 service” will have been changed.
14 APPROVAL OF RATE AGS WILL HAVE IMPLICATIONS FOR OTHER
15 GAS UTHLITIES THAT HAVE GATHERING FACILITIES IN THE
16 COMMONWEALTIH AND COULD HAVE AN ADVERSE IMPACT ON THE
17 AVAILABILITY AND COST OF PENNSYLVANIA PRODUCED GAS

15 Q. WOULD THE ALLOCATION OF GATHERING FACILITY COSTS TO

19 PRODUCERS AND MARKETERS AND THE RECOVERY OF ALL

20 THESE COSTS FROM PRODUCERS AND MARKETERS HAVE AN

21 EFFECT ON THE AVAILABILITY TO EGC CUSTOMERS OF LLOCAL

22 PRODUCTION GAS?

23 A If Rate AGS 1s permitted to remain elfective as proposed in this proceeding,

24 producers and marketers in Pennsylvania — instead of system supply and

25 transportation customers — will likely be forced by all Pennsylvania wtilities that

26 have gathering investment in rate base, inte paying tor all of the costs of

27 installing, operating and maintaining utility-owned gathering facilities which

28 could have adverse consequences on the availability and cost of Pennsylvania
22
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1 produced gas supplics. Mr. Crist and individual IOGA producers will address

2 these issucs.

3 [n addition, a decision to permit recovery of gathering facility costs from
4 producers and marketers tnstead of from system supply and transportation

5 customers will achicve exactly what the statutory partics opposed in EGC's 2004
6 1307(f) case at R-00049154, i.c., shift gathering system investment from base

7 rates o gas costs.

8 EQUITABLE’S RETAINAGE PROPOSAL PLACES COST RESPONSIBILITY
9 ON THE WRONG PARTIES

10 Q. PLEASE DESCRIBE EQUITABLE'S RETAINAGE PROPOSAL UNDER
H RATE AGS.

12 A EGC 1s proposing to charge producers and marketers the costs associated with gas
3 fost and unaccounted for on the gathering facilities and company usc tucel through
14 a “negotiated” retainage percentage.

15 Q. DO YOU AGREE WITH THE COMPANY'S POSITION THAT

16 PRODUCERS AND MARKETERS SHOULD BEAR ANY OF THE COST
17 FOR GAS LOST OR UNACCOUNTED IFOR ON THE GATHERING
18 FACILITIES?
19 A No. Scparate and apart from whether gathering tacility investment should be
20 allocated entirely to producers and marketers, gas tost and unaccounted for
21 through the gathering factlitics should be paid for by system supply customers and
22 transportation customers up to a reasonable limit as a cost of operating the
23 facilitics, just as such gas costs on the distribution and transmission pipelines are
24 recovered. Above that reasonable limit, the cost should be borne by sharcholders
25 of EGC as an incentive to keep s gathering factlities functioning properly.

23
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A.

DO YOU AGREE THAT COMPANY USE FUEL SHOULD BE CHARGED
TO PRODUCERS AND MARKETERS?

No I do not. The operation of compressor stations is part of the cost of delivering
the gas (o customers and is not a cost that should be borne by producers and
marketers. In some cases, the compressor stations for which retainage under Rate
AGS s beiny charged are not even classified as “gathering plant” on EGC’s
books of account. Exhibit DMB-4. (IOGA [-41). Specifically, the majority of the
wvestments i the Creighton, Fisher, and Shocmaker compressor stations are
constdered transmission plant and approximatcely one-third of the investment in
the Village station is considered transnussion plant on GC's books. EGC is
assessing to producers and marketers costs of operating stations that are not even
gathering mvestment on EGC’s books. Compressor station tuel costs should be
borme by system supply and transportation customers as part of the operating costs
of dehivering gas o them.

RECOMMENDATION

MS. BURGRAFF, YOU HAVE EXPLAINED THE REASONS WHY YOU
BELIEVE THAT GATHERING FACILITY INVESTMENT AND
EXPENSES SHOULD BE ALLOCATED TO SALES AND DELIVERY
SERVICE CUSTOMERS RATHER THAN TO LOCAL PRODUCERS
AND MARKETERS THROUGH RATE AGS. HOWEVER, I¥ THE
COMMISSION DISAGREES WITH YOUR RECOMMENDATION AND
DECIDES THAT I'T WANTS PRODUCERS AND MARKETERS TO
CONTRIBUTE TO THE OVERALL CAPITAL, OPERATING AND
MAINTENANCE COSTS OF EQUITABLIE'S GATHERING FACILITIES,
WHAT CHANGES TO THIS RATE DO YOU RECOMNMEND?

First, Equitable should be required to prove that all of the facilities that it has
allocated or assigned to Rate AGS properly belong in that classification. Scecond,
the rates and retainage pereentages are now “negotiable” with no ceiling charge,
and Equitable proposcs no change to this. Equitable should be required (o set a

24
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maximum charge for the service under the rate schedule and adhere to the
Comnussion’s “two-pronged test” for determining when discounting is acceptable
because EGC's position is that there is no “discounting” of charges under Rate
AGS because the rates are “negottated.” In no case should a rate above the
maxinum charge be charged. (Presently EGC is charging a $1.00 per Dih
gathering rate under Rate AGS to some producers and marketers which is above
the cost of service at proposed rates of $0.89 per Dth rate not including the clfect
of retainage) Exhibit DMB-4 (10GA (-8).

WITH RESPECT TO THE FIRST ISSUE, WHAT SPECIFIC FACILITIES
ARE YOU QUESTIONING AS TO WHETHER THEY SHOUL.D BE
ALLOCATED OR ASSIGNED TO RATE AGS?

First, certain compressor facilities that are shown on Equitable’s books as
transmission compressor stations have been charged to Rate AGS, including the
fuel used m those stations. Those stations were mentioned previously in my
testimony.  Equitable shouid be required to demonstrate why the capital and
operating costs of these stations are included in Rate AGS.

Regarding the gathering lines themselves, many of these lines were
formerly part of the Carnegie and Apollo systems, and they were used to directly
serve customers. Now even though there are over 3600 customers served directly
from these hines, Equitable has classificd these lines as gathering lines and 1s
charging producers and marketers for these pipeline costs instead of the customers
who are served from them. Equitable should be required to clearly show which
facilitics are gathering and which are distribution, and why they are properly

classified as such.

[£%]
N
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Q.

DO YOU HAVE ANY OBSERVATIONS CONCERNING THE
“NEGOTIATED RATE” PROVISIONS OF RATE AGS?

Yes. EGC s cwrrently permitted to "negotiate” the transportation rate component
of Rate AGS with producers and marketers and also “negotiate”™ the retainage
percentage component.  IOGA has attempted through discovery to find out the
rcasons why Equitable charges at time less than the highest rate of $1.00 per Dth
that it 1s currently charging for gathering transportation component. Equitable did
not make clear in its response to [OGA [-3 (Exhibit DMB-4 )1l 1t was just
ignoring pait of the question on this subject or claiming confidentiality. 10GA
asked again in FOGA [11-5 (Exhibit DMB-4) and was told by Mr. Wiggers that the
rcason for the charging less than ther highest gathering rate that they currently
arc charging of $1.00 per Dth was that the rate was “negotiable.™ There is no
cetling or tloor charge for Rate AGS currently — it is completely at EGC's
discretion lor producers that have no viable cconomic altematives. Equitable is
unwitling to disclosc the reasons why they are charging the wide variety ol rates
and retainage pereentages that they are charging (o producers and marketers.

In response to discovery and as previously mentioned, the rate needed to
recover gathering altocated costs from supplicrs and marketers under EGC’s cost
study at proposed rates, without retainage, is $0.89 per Dth. Exhibit DMB-4
(IOGA [-8). EGC is estimating to add 730,000 Dth of additional gathering
throughput in the future test year at $1.00 per Dth rate. Also, EGC plans to
“negotiate” higher rates under existing agreements resulting in an additional

$391,921 of revenue i the (uture test year. Exhibit DMB-4 (IOGA V-3 and [V-

26
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4). EGC's ability to raise its rates at will lor recovery of rate base and expenses
should not be allowed.

I reccommend that EGC be required to set maximum gathering rates that
may be charged and be required to adhere to the Commission’s policics
concerning when the discounting of rates is an acceptable practice. The current
abtlity of EGC to charge whatever it wants or can extract based on “negotiation”™
is completely unfair when the other party to the negotiation (namely the producer)
has no leverage because EGC is the only cconomically viable pipeline alternative
available lor gathering the producer’s gas. EGC's proposal lo continue a
completely negotable rate amount should be rejected.

DO YOU BELIEVE RATE AGS COSTS SHOULD BE SHARED BY BOTH
UTILITY SERVICE CUSTOMERS AND PRODUCERS AND
MARKETERS WHO USE THE GATHERING FACILITIES BY WAY OF
A RATE AGS CIHHARGE?

No. IOGA’s position is that the costs of EGC's gathering facilities should be
borne by the utility service customers of the utility. As noted, [OGA’s position
was shared by Mr. Feingold when he testified before this Comission tn the base
rate case previously relerenced and has been the position of this Commission for
well aver thirty years.

Frowever, 1 this Commuission now feels that it is time to depart [rom its
long held view, and require producers and marketers — who are not customers of
the utility — as o matter ol policy to share the costs of gathering facility rate base,
expenses and overhead, then producers and marketers should only be required o

pay a share of gathering facility costs, but certainly not all of themi. Other classes
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A.

ol customers arc the primary if not sole beneticiaries of these facilities and should
be required at the very least to pay the bulk of the costs.

[ the Commission wants to make this policy decision to require producers
and marketers to share in the costs that a public utility incurs for investment in
and maintenance ot a gathering system, then the most that shoutd be charged
under Rate AGS to producers and marketers is 27 cents, based on proposed rates.
This charge was derived by taking 30% of the cost-of-service rate at proposed
rates ol 89 cents for Rate AGS as computed by EGC i response to [OGA
discovery as shown in Exhibit DMB-4 (I0GA 1-8). 30% represents the
retationship of gathering throughput to total delivernies which is a reasonable
approach i my view for apportioning some of the costs of the existing gathering
system if this policy decision is made. [ should note, however, that if the revenuc
requireinent at proposcd rates s reduced in the Ninal outcome ot this proceeding,
then the 27 cent rate that 1 have recommended under this alternative should be
reduced proportionately using the calculation 1 have described.

I want to emphasize that my strong recommendation s that producers and
marketers should not be required to pay lor gathering system facilities that are in
rate base and installed for use in the public service.

IMPACT ON RATES

IV YOUR RECOMMENDATION TO CANCEL RATE AGS 1S
APPROVED, WHAT IS THE IMPACT ON CUSTOMERS OF EGC?

As 1 have previously stated, 1 recommend that all of the costs of Equitable’s
gathering facilitics and other non-gathering costs that have been allocated o Rate

AGS be recovered from EGC's residential, commercial and industrial customers.
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Using Mr. Femgold's revised cost studies that were turnished in response
to a discovery request Exhibit DMB-4 ( 1OGA VI-3), if Rate AGS is climinated
the revenue increase required to achieve the full cost of service from the
residential class ranges from $43,160,000 to $32,441,000. FOGA recommends a
rate increase of $47,000.000 which s near the middte of the range of
reasonableness. This would be a revenue tncrease of 43% instead of the
Company’s recommendation of 37%.

For the general service classes of customers, the revenue increase required
to achieve full cost of service ranges from $4.950.000 0 $14,230.000. IOGA
recommends an increase to the general service customers of $10,391,000 or near
the middle of the range of reasonableness. This equates to an increase of 24%
over present rates instcad ol the Company’s recommendation of 10%. Exhibit
DMB-4 (I0GA VI-5).

FUTURE OF RATE AGS

DO YOU BELIEVE THAT BETWEEN RATE CASES, THAT EGC
SHOULD HAVE THE OPPORTUNITY TO IMPLEMENT A RATE OR
PROGRAM THAT WOULD ENABLE IT TO RECOVER SOME
PORTION OF GATHERING FACILITY INVESTMENT FROM
PRODUCERS AND MARKETERS UNDER SPECIFIC GUIDELINES?

[OGA would not be opposed (o a rate or program that would allow specific and
defined capital investments in gathering facilities (o be recovered in part from
IOGA members, if the investment was developed through a collaborative
approach with producers and could be shown to have significant benefit to IOGA
members while also benefiting ond use customers of EGC. The key to this
proposal is that [OGA members would have tnput up front and receive significant
benefit rom the investment, but of course the investment would have 1o be a

29
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projuect that EGC would not need to do anyway as part ol its abligation to procure
least cost supply lor s ratepayers and o matain system salety and celiability.
[OGA would favor a collaborative approach to developing such a program
after this proceeding to be filed at a future date with the Commission. Such a
program could be a “win™ for all partics il such a program encouraged investment
by EGC that it would not otherwise need to make and provide more local
production for Pennsylvania ratepaycers while providing benefit o [OGA
members by enabling them to get more gas to market,
IF EGC COULD DEMONSTRATE THAT IT HAD A CAPITAL
INVESTMENT PROJECT INCLUDED IN THIS FILING THAT FELL
INTO THE CATEGORY THAT YOU HAVE JUST DESCRIBED (THAT
IS A PROJECT THA'T BENEFITS NOT ONLY SYSTEM SUPPLY
CUSTOMERS AND TRANSPORTATION CUSTOMERS, BUT ALSO
PRODUCERS AND/OR MARKETERS AND WOULD BE A PROJECT
THAT EGC WOULD NOT NEED TO DO AS PART OF ITS
OBLIGATION TO ACQUIRE LEAST COST SUPPLY) WOULD YOU
SUPPORT A CHARGE IN THIS PROCEEDING TO PRODUCFERS
AND/OR MARKETERS FORSUCH A PROJECT?
Yes. Wiile this project may not have not gotten signiticant producer input in
advance of its development, EGC’s [uture test year project (I believe it is called
the “Limestone Project™) for $13.8 nullion for the installation of a 10,000 fect 8
inch mainline and the construction of 4 new compressor station with 4
dehydration unit to the new Eshbaugh interconnection with Dominion
Transmission may be such a project. Without additional information, [ am not
sure if it is the type of project that [ am envisioning v my proposal. If this project
enables EGC to reduce its interstate pipeline contracts for the benefit of system

supply customers or provides some other significant benefit to system supply

customers and also enables producers to get incremental gas supplics 1o market -

30
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and in addition it this project would not be cost-cflective for system supply and
(ransportation customers withoul producer contributions to the cost - then it may
be type of project that [ am envisioning where producer contributions may be
appropriate. EGC would need to demonstrate clearly what benefits acerue to
system supply and transportation customers from the project and what benelits
accrue to producers from the project. EGC would need to demonstrate that this
project would cither not need o be done anyway as part of its obligation to
acqutre feast cost supply or could not be done cost effectively for its system
supply and transportation ratepayers ahsent producer contributions.
ASSUMING EGC CAN MAKE THESE DEMONSTRATIONS THAT YOU
HAVE JUST OUTLINED, COULD CHARGING PRODUCFERS BE
APPROPRIATE FOR THIS PROJECT?

Yes. [t could be appropriate to have producers voluntarily agree to contribute a
portion ol the cost of the spectfic project if producers could receive signtlicant
benefits from the project and the project met the conditions | outlined in my
Previous answer.

DO YOU KNOW IF EGC HAS ALREADY TAKEN STEPS TO OBTAIN
PRODUCER COMMITMENT TO PAY AN INCREMENTAL
GATHERING CHARGE RELATED SPECIFICALLY TO THE
LIMESTONE 2008 CAPITAL PROJECT?

By letter-agreement dated May 1, 2007 from Mr. Rafferty to producers, EGC
explained its intent to collect an incremental $0.25 per Dth from producers who
flow more volumes because of the project. Exhibit DMB-6 (Rafferty letter) 1tis
my understanding that revenues related to the Lunestone Project are reflected in
the future test year revenues in this filing. These contributions by producers were

not treated as contributions-in-aid-of construction (“CIAC), but instead as other
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operating revenue. Of course, EGC has not vet provided any demonstration that
thits project should not be done anyway without any producer contributions as part
of its obligation to acquire least cost gas supplies. Until that demonstration s
made, producer contributions — whether as revenue or CIAC - are premature and
inappropriate. [f EGC has begun collecting contributions relative to this project,
they should be refunded until EGC clearly demonstrates that this proposal should
not be done without producer contributions under its obligation to acquire lcast
cost supplies for its customers.

TO CONCLUDE, COULD YOU PLEASE RESTATE YOUR
RECOMMENDATIONS IN THIS PROCEEDDING.

I recommend that:

1) Rate AGS be eliminated from Equitable taritt. [t has served its
purpose, that is, to permit EGC to recover a portion of the costs of the PA North
Gathering Svstem that acquired in 2003 until its next base rate case.

(2) Refunds be made to producers who were inappropriately charged
Rate AGS who have meters that were cither not on the PA North Gathering
system at all or connected o distrtbution facilities and not to gathering facilities
of EGC.

(3) EGC collaborate with producers to develop a cost-sharing program
to be filed with the Commission that encourages gathering investments when
those tuvestments can benelit not only EGC''s customers but also producers.
These investments would be those that would bring more Pennsylvania supplics
to customers of EGC but would not need o be done by EGC anyway as part ot its

obligation to acquire least cost supply or for safety and/or reliability reasons.

1o
S
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(4) Finally, | recommend that EGC refund any amounts collected from
producers relative to the Limestone project until EGC can demonstrate that the
project would not need to be done without producer contributions as part ot its
obligation to acquire lcast cost gas supply.

ARE THERE ANY OTHER ISSUES THAT YOU WOULD LIKE TO
ADDRESS IN YOUR DIRECT TESTIMONY?

Yes, to the extent that theee s outstanding discovery or discavery received within
the last day or two that s still in need of review and was past due when received, |
reserve the right to amend or supplement my direct testimony.

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

Yes it does.

HARR0541/INDO4Y-253352



Attachment A

Diane Meyer Burgraft received her B.S. from West Virginia University with a major in
mathematics and received her MUBLAL from the University of Pittsburgh. She also graduated
from a six-week full ime executive education program from the University of Pittsburgh. She
was employed for almost twenty-five years with the Peoples Natural Gas Company in Pittsburgh,
PA. There the former Mrs. Meyer, held positions of increasing responsibility beginning as a Cost
Analystworking on rate cases and budget project analyses. She was promoted to Assistant
Director ol Rates from 1981-1984, and then 1o Director of Rates from 1984-1990. She was
clected Vice President of Financial and Rates from 1991 uatil 4 corporate realignment 1997
when many financtal responsibilitics moved to CNG Corporate. After 1997 until her departure
from Peoples Gas in 1999, she was Vice President of Rates and Regulatory Affairs. As Financial
Vice President, Mrs. Burgralf was responsible for Accounting, Treasury, Rates and Budget
[unctions. For two vears she also was also responsible for the Information Technology arca.

At Peoples Gas, Mrs. Meyer testified in every base rate casc from 1981-1999, almost
every gas cost proceeding during that time frame, and many other complaint cases and other
cascs involving her tormer employer i various courts.

Simce leaving Peoples Gas, Diane Meyer Burgrall has worked as an independent
consultant and has testified tor the PA Office of Consumer Advocate and the WV Consumer
Advocate Division ol the Public Service Commussion. She has also submitted testimony in R-
00049783, a case involving Columbia Gas. She has also worked as a consultant for Gannett
Fleming, [ne. on water, wastewaler and natural gas matters.
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April 1, 2003

James J. McNulty, Secretary
Pennsylvania Public Utility Commission
Commonwealth Keystone Building

400 North Street

P. O. Box 3265

Harrisburg, PA 17105-3265

Inre: Docket No.
Application of Equitable Gas Company for Such Approvals as Are Necessary in
Connection with Its Acquisition of the PA-North Gathering System from [ts Affiliate.

Dear Secretary McNulty:

Enclosed for filing on behalf of the Equitable Gas Company Division of Equitable Resources, Inc
are an original and three (3) copies of the Company's application for such approvals as are necassary in
connection with its acquisition of the PA -North Gathernng System from its affiliate, Equitable Field Services,
LLC, and its proposed gathering service rate schedule.

If the Commission should have any questions or need any additional information, please contact
Daniel L. Frutchey, the Company's Senior Vice President and General Counsel, at 412-395-3202 or the
undersigned at 717-255-7615.

Very truly yours,

THOMAS, THOMAS, ARMSTRONG & NIESEN

Charles E. Thomas,

Encl.
cC: Office of Trial Staff (w/encl.)
Office of Consumer Advocate (w/encl.)
Office of Small Business Advocate (w/encl.)
Daniel L. Frutchey (w/encl.)
Stephen C. Rafferty (w/encl.) P
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Application of Equitable Gas Company

for Such Approvals as Are Necessary

in Connection with Its Acquisition of

the PA - North Gathering System from : Docket No.
Its Affiliate, Equitable Field Services,

LLC, and Its Proposed Gathering

Service Rate Schedule

TO THE HONORABLE PENNSYLVANIA PUBLIC UTILITY COMMISSION:

AND NOW, comes Equitable Gas Company ("EGC"), a division of Equitable
Resources, Inc., by its attorneys. and applies to the Pennsylvania Public Utility
Commussion ("Commission”) for such approvals as are necessary in connection with its
acquisition of the PA - North Gathering System from its affiliate, Equitable Field Services,
LLC ("EFS") and its proposed gathering service rate schedule. In support of this
Application, EGC represents as follows:

BACKGROUND

1. EGC is the requlated utility division of Equitable Resources, Inc. EGC is
engaged in the purchase, distribution, sale and transportation of natural gas and serves
over 259,000 residential, commercial and industrial customers in the City of Pittsburgh
and adjacentterritories in Allegheny  Armstrong, Butler, Clarion, Fayette, Greene, Indiana,
Jefferson, Washington and Westmoreland Counties in Southwestern Pennsylvania

2. EFS is a Delaware Limited Liability Company. EFS is engaged in the
provision of gathering and gas purchases from field lines and owns approximately 107
miles of gathering pipeline in Armstrong and Indiana Counties which EFS refers to as its
PA - North Gathering System. EGC provides retail natural gas scrvice to approximately

520 essential human needs residential customers along the PA - North Gathering System.



3. EGC and EFS propose to enterinto a Bill of Sale and Assignmeant pursuant
to which EGC will acquue the PA - North Gathering System from EFS.

APPRQVAL OF BILL OF SALE AND ASSIGNMENT WITH AFFILIATE

4, Section 2102(a) of the Public Utility Code, 66 Pa. C.S. §2102(a). provides
that no contract or arrangement for the purchase, sale or exchange of any property
between a public utility and any affiliated interest shali be valid or effective unless and until
stich contract has received the written approval of the Commission.

5. Section 2102(b) of the Public Utility Code, 66 Pa. C.S. §2102(b). provides
that it shall be the duty of every public utility to file with the Commission a verified copy of
contracts with affiliated interests and that the Comnussion shall approve such contracts
only if it shail clearly appear and be established upon investigation that the contract in
question is reasonable and consistent with the public interest.

6. Section 2102(b) further provides that no contract with affiliated interests
shall receive the Commission’s approval unless satisfactory proof is submitted to the
Commission of the cost to the affiliated interest of furnishing the property and that no
proof shall be satisfactory unless it includes the original or verified copies of the relevant
costrecords of the affiliated interest. The Commission may, however, where reasonable,
approve or disapprove such contracts without the submission of such cost records.

7. Allowing a non-affiliated third party to acquire the PA - North Gathering
System could place atrisk, from both an aperational and a cost perspective, service to the
approximately 520 essential human needs residential customers presently served by EGC
along the System.

8. A form of the Bill of Sale and Assignment between £GC and its affiliate,
=FS, is attached hereto as Attachiment A. An accounting exhibit showing the net book

value of the PA - North Gathering System. estimated to be roughly $500.000, will be filed

_2-



with the Commission within the next two weeks. EGC submits that the proposed
assignment is reasonable and consistent with the public intecest pursuant to Chapter 21
of the Public Utility Code.

APPROVALS, IF ANY, PURSUANT TO CHAPTER 11 OF THE
PUBLIC UTILITY CODE

9. Section 1102 of the Public Utillity Code, 66 Pa. C.S.§1102, identifies those
acts that require the approval of the Commission evidenced by the issuance of a
certificate of public convenience. Section 1102(a)(3), 66 Pa. C.S §1102(a)(3). requires
the issuance of a certificate of public canvenience for a public utility to acquire the title to
any tangible property used or useful in the public service. An acquisition is, however,
exempt from the certification requirement if the property to be acquired is to be instalied
new as a part of or consumed in the operation of the used and useful property of the
public utility. 66 Pa. C.S. §1102(a)(3)(iit).

10 EGC's acquisition of the PA - North Gathering System would seem to falt
within the exemption noted in Section 1102(a)(3)(ni). While the System is tangible
property that EGC s acquiring for use in the public service, it will be consumed in the
operation of EGC's existing used and useful property. EGC submits that its acquisition
of the PA - North Gathering System s, therefore, exempt from the certification
requirements of Chapter 11 of the Public Utility Cade but, if it is not exempt, then EGC
respectfully requests that the Commission issue a Certificate of Public Convenience

authorizing its proposed acquisition of the PA - North Gathering System from EFS.



APPROVAL OF PROPOSED GATHERING SERVICE RATE SCHEDULE

11 Although acqursition of the A - North Gathenng System would mcrease
rate base and operating and depreciation expense, EGC is not proposing any increase
in its existing rates by virtue of the proposed acquisition. At the same ime, in connection
with the acquisition of the PA - Northt Gathering System, EGC would begin providing a
gathering sefvice to those producers with facilities along the System route. Consequentiy,
a proposed gathering service rate schedule is attached hereto as Attachment B The rate
for the service will be negotiated between EGC and the producer EGC respectiutly
requests that the Commission allow the proposed gathering rate schedule to go into effect
on less than 60 days notice, immediately following the Commission's approval of this
Application and the submission of EGC’s compliance filing.

WHEREFORE, Equitable Gas Company prays that the Public Utility Commission
issue such approvals as are necessary In connection with its acquisition of the PA - North
Gathering System from its affiliate, Equitable Field Services, LLC, and its proposed
gathering service rate schedule.

Respectfully submitted,

BV_GEA:&&/Z

Charles £ Tho as\Vr., Esquire
Thomas T. Niesen, Esquire
THOMAS, THOMAS, ARMSTRONG & NIESEN
212 Locust Street, Suite 500

P.0. Box 9500

Harrisburg, PA 17108-9500

o

Danie!l L. Frutchey

Senior Vice President and General Counsel
EQUITABLE GAS COMPANY

200 Allegheny Center

Pittsburgh, PA 15212

Attorneys for Equitabie Gas Company,
a Division of Equitable Resources, Inc.

Petiion {ar Approvals wpid
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BILL OF SALE AND ASSIGNMENT

THIS BILL OF SALE AND ASSIGNMENT 15 made and entered mto 0 be
eftective as ol the  day of 2002 by and between Equitable Field
Services, 1.1.C. a Delaware limited hability company, with an office at four Allegheny
Center, 9" Floor, Pittsburgh, PA 13212, hereinafter referred o as “EFS™ and Equitable
Gas Company, a division ot Equitable Resources, Inc.. a Pennsylvania corporation, with
an oftice at 200 Allegheny Center Mall, Pittsburgh, PA 13212 heremafier referred to as
“Equitable Gas™

WHEREAS. EFS s the owner of certain gathening systems and facilities as
described 10 an Order Authorizing Abandonment and Determiuning Jurisdictional Status
of Facilitics entered on February 14, 2002 by the Federal Energy Regulatory Commission
CFERCT) and inan Assignment dated effective February 14, 2002 by and between
Fquitrans, LI and EFS;

WHIEREAS, EFS desires to bargain. sell. asstgn. transfer and convey all of its
night, tide and interest in and o certain of those pipelioes, properties and Leilities unto
Fguuable Gas including all of ts right, title and interest inall leases. deeds, casements,
road grants. licenses, permits, rights o way agrecnients, or other interests i property and
facitities relaung thereto o the extent the same are necessary or convenlent to the
continued aperation of the pipelines and appurtenant tacifities;

WHEREAS, Equitable Gas wishes (o aceept such assignmient and conveyance ot
all right, title and tnterest ol EFS inand to the propernty more particularly identified and
described below.

NOW THEREFORFE, {or and in consideration ot the premises and the mutual
promises and covenanis made by the parties hereto, and turther for and in consideration
of Ten Dollars ($10.00) cash i hand and other good and valuable consideration not
recited herein, paid unto EFS by Equitable Gas, the receipt and sufticiency of which s
hereby acknowledged, LIS does hereby GRANT, BARGAIN, SELL, ASSIGN,
CONVEY and TRANSKFER unto Equutable Gas, tts successors and assigns, all of it
right, title and interest in and o

b. Certain of those pipelines and tacilies owned by EFS and referred o as
Pennsylvania Ciathering — North (“Pa-North™) located 1in Armstrong and Indiana.
Counties, Pennsylvania known as the Atwood, Crooked Creck and Kelly
gathering scctions and generally described as follows:

(a) The Atwood section consists of approximately [8.7 miles of pipehine
varying in size from two inches to 6.625 inches in diameter and
ranging in length from six feet to 3.6 nules. The 45 lines that comprise
this section for two primary backbone structures, lines F-175 and F-
167, serve to gather the gas and deliver 1 directly to the Atwood



compressor station. The Avwood secton includes a 340 horsepower
(HEPY compressor.

(b) The Crooked Creek scction consists of approxnmately 87 miles of
pipeline varying i size from 1 inch to 20 mches wn diameter and
ranginy in length from 2 fect to FLD nules. The 147 lines that
comprise this section torm both a backbone and web-like structure.
The backbone confliguration is comprised ot Lines F-184, F-187, F-
189, F-190 and IF-200 gather the gas received from smaller pipelines
and deliver it o the Crooked Creek compressor station.

(¢) The Kelly section consists of approxumately 1.7 mdes of” pipetine
varyving in size from 2 inches to 8 inches in diameter and ranging in
length from 1347 teet to 5.222 feew. The tour fnes that comprise thus
scction form a web-like structure and gadwer gas for delivery to
Equitrans' transnussion line H-1 14,

and being more specifically desenbed and adentitied in the Abbreviated
Application {for an Order Permitting and Approving  Abandonment and
Determining Non-Jurisdictional Gathering Status of Facilities and Service
fited July 2, 2001 by Equitrans 1P (FApplication™) and in the Order
Authorizing Abandonment and Determining Jurisdictional Status of Facitives
issucd by FERC on February 14, 2002 (“Order”™) in FERC Docket No. CPOI1-
396-000 and all leases. deeds. cascments, road grants, licenses, permits, right
of way agreements or other interest in property and Tacthities relating thereto
to the extent the same are necessary or conventent to the continued operation
of the pipelines and appurtenant tacilities;

2. All attendant meters and all pressure control devices and other appurtenant
equipment, rights and privileges, including associated casements, rights of way, or
other interests in property and factlities which EI'S possesses (o the extent the
same are necessary or convenient to the continued operation of the pipelines and
factlities; and

(9%

All contracts and agreements relating primarily to or otherwise affecting the
pipelines, meters, compressor stations and facilities transferred hereunder which
are not otherwise described above.

TO HAVE AND TO HOLD the forgoing unto fquitable Gas, its successors and
assiuns.

This instrument is signed by EFS and Equitable Gas as of the date of
acknowledgement of their signatures below, but is effective tor all other purposes as of
the Effective Date of _stated above.

1o



IN WITNESS WHEREOF, the partics hereto have executed this Bill of Sale and
Asstgnment by their respective oilicers. duby hereunto authorized.

Assignor Assignee
ILquitable Field Scervices, LELC E.quitable Gas Compaay,

A division of Equitable Resources, Inc.

By: By:

X

[ts: lts:

ACKNOWLEDGEMENTS

COMMONWEALTH OF PENNSYLVANIA

COUNTY OF

{, ~ a Notary Public in and for said County and
State, do certity that the toregoing BILL OF SALE AND ASSIGNMENT was this day
produced o me in said County and State atoresaid and duly acknowledged betore me by
L known o me o be the ol
EQUITABLE FELD SERVICES, LLC.

Witness my hand this dayvot , 2003.

My commusston expires

(OFFICIAL SEAL) ~ Notary Public

)



COMMONWEALTH OF PENNSYLVANIA

COUNTY OF _

I, . a Notary Public n and for said County and
State, do certity that the foregomg BILL OF SALE AND ASSIGNMENT was this day
produced 1o me in said County and State aforesatd and duly acknowiedged betore me by
known to me to be the of

EQUITABLI GAS COMPANY, a division of Equitable Resources, lac.

Witness my hand this day ol , 2003,

My commission expires

(OFFICIAL SEATL) Notary Public
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VERIFICATION

I, STEPHEN C. RAFFERTY. Director - Gas Acquisition and Managemoent of Equitable
Gas Company, a Division of Equitable Resources, Inc. hereby state that the facts set forth in
the foregoing document are true and correct to the hest of my knowledge, information and
belief and that | expect to be able to prove the same at a hearing held iy this matter. |
understand that the statements herein are made subject to the panalties of 18 Pa. C.S. §4904

(relating to unsworn falsification to authorities).

Date: March Kl‘ 2003
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April 28, 2003 o

James J. McNulty, Secretary
Pennsylvania Public Utility Commission

Commonwealth Keystone Building
400 North Street

-
~,
-

.

Ao

P. O Box 3265 ;C_ !
Harrisburg, PA 17105-3265 ;

Inre: Docket No.

Application of Equitable Gas Company for Such Approvals as Are Necassary In
Connection with Its Acquisition of the PA-North Gathering System from lts Affiliate.
Equitable Field Services, LLC, and lts Proposed Gathering Service Rate Schedule

Dear Secretary McNuity:

On April 1, 2003, we filed the above referenced Application on behalf of the Equitable Gas
Company Division (“Equitable” or "Company”) of Equitable Resources, Inc.

In Paragraph 8 of the
Application Equitable stated that it would be submitting an Accounting Exhibit to the Public Utility
Commission which would show the net book value of the PA - North Gathering System. Four copies of
the Accounting Exhibit are enclosed. Please include the Exhibit with the original Application.

if the Commission should have any questions or need any additional information, please contact
Daniel L. Frutchey, the Company's Senior Vice President and General Counsel, at 412-395-3202 or the
undersigned at 717-255-7615

Very truly yours,

THOMAS, THOMAS, ARMSTRONG & NIESEN

it ( / : 4///\

s

Charles E. Thomas. Ji
Encl.
cc: Office of Trial Staff (w/encl.y
Office of Consumer Advocate (w/encl.) o
Office of Small Business Advocate (w/encl) (e
Daniel L. Frutchey (w/encl.)
Stephen C. Rafferty (w/encl))
H. Edwin Rodrock (w/encl.)

QRN Uy wyrd



ACCOUNTING EXHIBIT



Equitable Gas Company
QOriginal Cost and Net Book Value
PA - North Gathering System

At February 28, 2003

General

Oricinal Cost
ngmal o

Net Book
ost Value
$ 3.096 S 522
Production and Gathering 1,156,925 670,376
Total $ 1,160,021 $670,8£

LAty

SN
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Exhibit DMB-2
Rate AGS - Apollo Gathering Service
Rate AGS - Appalachian Gathering Service
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SUPPLEMENT NO. 36
GRS - PA. PLULC. NO.22
SECOND REVISED PAGE NGO, 98

EQUI'TABLE GAN COMPANY CANCELLTHG FILRST REVISED PAGE NO. 98
= e a2 =g e
RATE AGH - APOLLO GATHERING SERVICH (C)

APPLICABLELITY

This rate schedula shall be applicable throughout the Apollo District
for natural gas prnduced in and available for radelivery in the Apollae
Districk.

AVAITLABLLITY

Service under thia rate schedule is available to any party desicing to
transport gas through the gathering system for redelivery into the
Company‘'s Apollo District provided that khere exists: (1) a gas purchage
agreement with the Company: ox, a gas purchase agreement with a thircd-
party; and (2) compliance with tha provisions of thias Rate Schodule and
with all other provisions of this Tariff.

RATE,

The applicable rvate for this saervice shall be detarmined by nagotiatiou.
The Company shall retain a separvate quantity of gas for tuel, loss and
unaccounted for gas requived to provide this gatheriag servica.

TERM

Tha tarm Eor service shall be a winimum of one (L) yo2ar Leom the
conmencement, of deliveries of gaz supplies,

CHARACTER OF SERVICE

Equitabla‘s only obligabion under this Rate Schadule shall be to raceive
gas from any Appalachian receipt point and to pormit that gas to Elow
against the existimg presaure in E@iitable s facjlities. Equitable shall
nat ba obligated to lowsr such line pressure by compression or otharwisc
to accommodate raceipls from local Appalachian produacors undsr Chis Rate
Schedula.

Service under thia Rate Schedule shall ba subject to Operational Flow
Oorvders pursuant to Section 11.1) of the Rules and Regulationa of this
Tariff. Nothing in this Rate Schedule shall limit Ecuitable’s right to
interrupt gervice or Lo takae other action as may ba required to
alloviate conditions which threaten the integrity of Ltg system.

{C) Indicates Change.

ISSUED: HNovember 2%, 2003 FEECTLIVE: Navember 26, 2003

R. L. CRAWFORD
URES [DENT

ERENATAIR Wbyt godf g



SUPPLEMENT NO. 41t
TO GAS - PA, P.U.C. NO. 22

EQUITABLE GAS COMPANY THIRD REVISKED PAGE NO. 98
CAMCELLING SECOND DAGE NG, 90
” T RNTE AGH - APPALACHIAN GATHERING SRERVICR //-_ﬂ.«ﬂ_tﬁ/ﬂ’%{{/

APCLICABILILETY

Thesa rates shall be applicable vhroughout the terrvitory scived by ()
the Company, i.e., Equitable and Apollo Districts.

AVAILABILITY

Service under this rate schedule ia available to any party desircing (<)
te transport gaa through the gathering system for redelivevy into

the Company’a service tervitory it.e., Equitable and Apollo

Districts, provided that there exists: (1) a gas purchage agroement

with the Company; or, a gas purchase agreement with a thivd-party,

and (2} compliance with the provisiong of thia Rate Gchedule and

with all other provisious of this Taviff,

RATE

The applicable rate for this scrvice shall be detecrmined by
O negot.iation. The Cowpany shall retain a separate guantity of gas for
 fuel,

logs and unaceounteaed for gas requived Lo provide thiz
O Jathering service.

-
— TERM
~<

"NThe term for service ahall be a minimum of onz {1} year from tha

Facommencemcut of deliveries of gas supplies.

CHARACTER QI SERVICE

yvid

TEquitable’s only obligation under rhis Rate Schadule shall be to

Meeceive gas from any Appalachian receipt point and to permil that
gas o flow againsht the existing pressura in Equitablefs facilitins,
Equitahble shall not be obligated to lower such line prassure by
compreasion or otherwlge to accommodate roceipts from local
Appalachian producers under this Rate Schedule.

Service wnder this Rate schedule shall be subject to Opervational
Flow Orders pursuant to Section 11.13 of the Rules and Regulationas
of this Tariff. Nothing in this Rate Schedule shall limit
Equitables right to lutarrupt sevvice or to take other action as
may be required to alleviate conditlons which threaten the integrity
of its mystom.

{¢} fndicates Change

I550ED:  September 30, 2004 EFFECTIVE: October 1, 2004
1. {,. FRUTCHEY
SENIOR VICE PRUESIDENT

S R A A ' R EARS [T VAN M Ry



Exhibit DMB-3

Testimony 1n:

Docket No. R-00049154
(Relevant Page(s) Only)

EGC Witness Robert M. Narkevic (Direct)
EGC Witness Stephen C. Ratterty (Direct)
LEGC Witness John M. Quinn (Rebuttal)

OSBA Witness Brian Kalcic (Surrebuttal)
OCA Witness Jerome D. Mierzwa (Surrebuttal)
OTS Witness Michael J. Gruber (Direct)

Docket No. R-2008-2021160
Relevant Page(s) Only)

Thomas P. Wiggers (Direct)
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FQUITABLE GAS COMPANY

Prepared Direct Testimony of
Robert M. Narkevic
(Prepared April 2004)
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19

20

21

0.

Q.

0.

A.

indicating changes to the current Rate AGS  Apollo Gathering Service, discussed
below. At the time an BSS oftfenng s made, the Company will subiuit for approval
a change to the Migranon Rider B tanf 1 page soas o display sepacate Demand and

Commodity components of the L:-lactor.

V. Rate Schedule AGS - Apollo Gathiering Service
WHATIS RATE SCHEDULE AGS = APOLLO GATHERING SERVICE?
Rate Schedule AGS — Apollo Gathering Service -~ 18 a negotiated rate for
gathering natural gas in the Company’s Pa-Nooth (Crooked Creek) gathering system,

primardy in Armstrong and [ndema Counties, and in the Company’s Apollo District.

WHAT CHANGES IS THE COMPANY PROPOSING TO RATLE SCHEDULIL
AGS - APOLLO GATHERING SERVICE?

The Company s proposing o rename Rate Schedule AGS - Apollo
Giathering Service as Rate Schedule AGS - Appalachian Gathering Service. The
Company s also proposing miunor changes o the applicability and availability
scctions of this Rate Schedule. The changes can be found tn the Proposed Yaritl

Page included in the definitive tiling.

DOLS THIS CONCLUDE YOUR PREPARED DIRECT TESTIMONY?

Yes.

1



Equitable Statement No. 2
Docket No. R- 00049154
Witness: Stephen O Ratterty

Date: {//5-//(9-/ /Ai/%
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EQUITABLE GAS COMPANY

Prepared Direct Testimony of
Stephien C. Rafterty

(Prepared April 2004)
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A.

2

Q.

A,

o

PUBLIC UTILITY CODE PRIOR TO THE COMPANY ENTERING INTO THIS
CONTRACT WITH NEGS?

Yes. The Company posted a notice on its corporate webstte on March 1, 2003,
requesting proposals for firn replacement capacity. This notice was presented  to
cncourage interested parties (o submit capacity alternatives if any existed.

DI THE  COMPANY  RECEIVE COMMENTS OR  PROPOSALS  FOR
ALTERNATIVE CAPACITY?

No. To date, Equitable has not received any replacenient proposals which has
been the case with all capacity postings since the enactment of Scction 2204 of the Public
Utihity Code.

DID FQUITABLE FILE A PETITION WITH THE COMMISSION SEUKING
AUTHORIZATION TO ENTER INTO THESE NFGS CONTRACTS PURSUANT TO
SECTION 2204(c)(4), OF THE PUBLIC UTILITY CODE?

Yes. Petitions were filed on March 31, 2004 and copies were served upon the

Oftice of Tral Stalt, the Oflice of Constmner Advocate and the Office ol Small Business

Advocate.

NORTHERN ASSET OPTIMIZATION PROGRAM
PLEASE DESCRIBE THE COMPANY'S NORTHERN ASSET OPTIMIZATION
PROGRAM.
The Company’s Northern Asset Optimization Program consists of five (3)

projects designed to increase pipeline capacity, tower pressures on the gathering system

v



v

19

20

21

and ultimately increase local Appatachian production on the gutable distribution
system. These projects ace spectfic to the assets formerly associated with the Apaollo and
Carnegie Gas Companies. Soe of the benefits associated with completing these projects
include: obtaming a low-cost source of supply; reducing dependency on interstate
pipchines; reducing interstate pipeline demand costs; lowering, PGC Rates; and, reducing
unitfoperaling costs, ¢.g., compression.

WOULD YOU DESCRIBE Tl FORMER APOLLO AND CARNEGIE  GAS
COMPANIES.

Yes. The former Apollo and Camegie Gas Companies were operated as an
mtegrated natural gas pipeline system consisting of gathering lines, pipelines and locul
distribution facilitics located i West Virginia and Pennsylvania. These gadhiering systems
feed natural gas into field compressors which, in tury, deliver this gas into feeder lines
that eventually transport the gas throtugh subsequent compressor stations to the
mictropolitan Pittsburgh arca. The projects mentioned above are spectiic o these feeder
lines and compressor stattons. Carnegie Natural Gas Company and its afliliated
subsidiarics were sold by USX-Marathon Group to Equitable Resources on December 13,
1999. Consistent with the sctlement reached with the Office of Consumer Advocate m
the Camegie merger procceding at Docket No. A-121100 FOOO4, FO005 and A-1200600
F2000, these Companies are now nierged for ratemaking purposes with Equitable Gas
Company.

WOULD YOU DISCUSS THE PROJECTS MENTIONED ABOVE IN MORE

DEETAIL.
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Yes. Listed below is a briet deseription and estimated costs for cach project in the

Company’s Northern Assct Optinuzation Program:

()

(2)

(4)

(5)

Port Perry, North Versatlles, Allegheny County, PA| requires the tstallation
of an interconnection between the D383 (107 steel) and the MB1 (167 steel) mainhines
to factlitate the bi-directional movement of gas ($652,520 est.).

Penn Hills Township, Allegheny County, PA, requires the mstallation of an
interconnection between the HIS3 (167 steel) and the M81 (167 steel) mainlines to
facilitate the bi-directional movement of gas ($351,200 est.).

Creighton Township, Allégllcuy County, PA, requures the upgrade and
automation of two existing, cngines, compressors and controls at the Creighton
Compressor Station to facilitate the movement ol local Appalachian gas (51,413,434
est.).

Various townships, Allcgheny, Armstrong and Butler Countices, PA | require
that we renew approxunately 19,000 teet of the M6O7 (127 steel) and upgrade the
entire M67 pipeline between the Crerghton Compressor Station and the Shocmaker
Compressor Station. This project will facilitate higher pressures on the M6O7 pipeline
and lower pressures on the gathering system upstrcam of the Shoemaker Compressor
Station ($3,059,305 est.).

Bethel Township, Armstrong County, PA, requires the replacement of the
Shoemaker Compressor Station dehydration plant and the nstatlation of valve
automation to facilitate the movement of tocal Appalachian supplics and ensure gas

quality ($1,100,000 est.).
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Q.

The Company estinates that the completion of these projects will facilitate the
movement ol an average incremental volume o 10,000 dih/day at a total cost of
approxunately $60,370,439.

CAN YOU QUANTIFY SOME OF THE BENEFITS MENTIONED PREVIOUSLY.

Yes. As Lmentioned previously, the Company believes that by completing these
projects ttwill have the ability o obtain additional low-cast sources ot supply and also
reduce us dependency on upstream interstate pipelines. Attached to my testimony as
Exhibit SCR-1 1s a schedule that tdentities potential gas cost savings. 1 will discuss these
savings in more detail below. Basically, these gas cost savings are a cesult of avording
vartable charges on the apstream mterstate pipelines.

WHAT CHARGES COULD BE AVOIDIED?

Whenever gas is transported across aninterstate pipeline there are two types of
variable charges that the terstate pipehine assesscs; a transportation or usage fee and a
retainage fee. These tees may change ona scasonal basts. lynoring occasional basis
differentials, it typically costs more to purchase and transport gas from the Gull Coast
area than it doces to purchase local direct teed Appatachian supphics.

WHAT DOES EXHIBIT SCR-1 INDICATE?

Exhibit SCR-1 indicates the variable charges incurred to transport gas on Texas
Eastern Transnussion trom the Bast Louistana Zone (CER”) mto Equitrans and then
across Equitrans to the Company’s citygate. | have adjusted the variable charges to reflect
the seasonal differentials. For example, during January 2004 the [nside FERC Texas

Fastern Bla Index price was $6.12/dth. The varable charges assessed af that time would

@]
I~



Wi

6

19

20

21

cquad $0.731/ddh resulting 1 a total delivered eitygate rate equal to $6.85 1 dth (36.12 +
$0.73 1) 1 Equiable were 1o purchase local direet-feed Appalachian supply at an
estimated cost equal w the average ol the (nsde FERC Donunton- Appalachian and
Columbta-Appalachia Indexes, the price tor January 2004 would cqual $6.44/dth.
Therefore, the net savings during that month would equal $0.41 /dth (36851 - $6.44).
Thes methadology is also cruployed (o a stunmer month as well to ceflect the seasonal
ditferences i the transportation and retainage fees. The estumated savings during a
sammer month, such as June 2003, would cqual $0.25/dth. [ have assumed the
completion of these projects would facilitate the movemient of an average increnental
10,000 dih/Aday. Under these assumptions, the Company would expect to save
approxamately $1,156, 135 annually. [ the volumes were nereased from 10,000 dib/day
o 15,000 dth/day, these savings would increase to $1,734,203 annually.

WHAT OTHER SAVINGS COULD POTENTIALLY OCCUR [F THESE PROJECTS
ARE COMPLETTED?

As previously mentioned, the Company has a significant number of its firm
transportation and firm storage contracts expirmyg March 31, 2005, Provided operational
and reliability matters are atleviated, the potential exists to reduce the annual demand
charges associated with some ot these interstate pipelines thereby providing additional
savings to PGC customers. However, absent the completion of these projects, the
Company may not have this option.

IS THE COMPANY PROPOSING TO RECOVER THE COSTS ASSOCIATTED WITH

THESE PROJECTS IN THIS PROCEEDING?

23
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Yes. The Company belteves there can be signilicant savings to PGC customers if
these projects are completed. Inreturn, the Company is requesting approval to recover
the costs associated with these projects. Please see the Divect Testimony ol John Quinn
for additional information regarding the recovery of these costs.

WHAT OTHER OPERATIONAL CONSIDERATIONS ARE ASSOCIATED WITH
THESE PROJECTS?

The Btu content or heat value can be sigmificanty higher with local Appalachian
supply than gas that 1s transported and delivered on an anterstate pipeline. Typieally,
interstate pipeline gas has a heat content shightly higher than £,000 btu’s per cubic foot.
Appaluchinn supplies usually have a heat content equal to 1,050 - 1,080 ba’s per cubic
[mot. The reason for thus difference s that terstate pipeline supphies are processed at
extraction plants and the higher btu natural gas hydrocarbons, ¢.g., hexanes, propances,
butanes, are removed. This process does not occur with local direct feed Appalachian
supplics becanse the costs o do so are prohibitive. This high btu Appalachian supply

impacts the PGC customers and the Company i several ways.

HIGH BTU APPALACHIAN SUPPLY
WHAT IMPACT DOLS THE HIGH BTU APPALACHIAN SUPPLY HAVE ON THE
COMPANY OR THE PGC CUSTOMERS?
The high bt Appalachian supply impacts both the Company and the PGC
customers. The heat content associated with this Appalachian supply is significantly

fugher than wterstate pipeline supply, which results n the PGC customers using less gas.
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ln other words, the customers consunmie less gas because the higher btu gas burns “hotter™,
Since the customers consume less gas, the Company dehvers less gas and subscquently
experiences decreased delivery revenues.
WOULD YOU DISCUSS THE IMPACT TO PGC CUSTOMERS IN MORE DETAIL?
PGC customers benefit from higher btu gas because they consume less gas than
they otherwise would. The Compaany purchases gas supply on a dih basis. The Company
bills consumers on a mef basts. If the purchases were on a mef basis the heat content and
assoctated btu's would be rrelevant. As an example, assume a customer used 100 met
annually and the associated heuat content was equal to 1,010 btu’s per cubic loot. The
diby's that the Company purchased would equal 101 dth (100 * (1,010/1,000)). Now
assunie the heat content was mereased to 1,000 btu’s per cubic tool. [f everything on the
customer side remained the same, 1.¢., the thermostat was not changed, cooking patterns
were wdentical, ete., this customer would consume 935 mct, not 100 met (101 dth /
(1,060/1 Do),
WOULD YOU DISCUSS THE IMPACT TO THE COMPANY IN MORE DETAIL?
The Company’s current restdential delivery rate 18 $2.523/ct, If the customer
described above uses 100 met annually, the Company would receive $252.30 10 delivery
revenues (100 F $2.523) 11 the bu content increases and tis customer only uses 95 mefl
annually, the delivery revenues would be $239.68 (95 * $2.523) or a decrease of $12.62
($252.30 - $239.68). Multiply this scenario by 250,000 customers and this phenomenon s
significant.

HAS THE COMPANY ACTUALLY EXPERIENCED THIS PHENOMENON?

I~
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A.

Yes. Duning the Company’s last general rate case in 1997 the average system heat
content utithized was 1,045 btu's per cubic foot. During last year's 1 307(4) proceeding, the
Company utlized an average system heat content cqual to 1,060 biu’s per cubic foot. The
Company's annual PGC sales in mef during 1997 and 2003 were 30,123,373 and
26,268,776, respectively. Over this time peniad, the Company has experienced a
noticeable decrease iy the mef consuwned per customer. Part of this decrease is attributed
to the higher heat content of the gas purchases.

ARE THERE ANY SIGNIFICANT EVENTS THAT HAVE CONTRIBUTED TO THIS
INCREASE IN THE COMPANY'S AVERAGE SYSTEM HEAT CONTEN'T?

Yes. As | previonsty meantioned in iy testimony, liquiluhic purchased the
Carnegie Nataral Gas Company and its aftiliated subsidiaries from USX-Marathon Group
in December 1999 This purchase provided Equitable with significantly more access to
local Appalachian production. Durtng 1997, the Company purchased approximately 3.2
Bel ot local Appatachian production. By 2003, the local Appalachian production
purchases maore than doubled to 8.4 Betl
DOES TUE COMPANY HAVLE A RECOMMENDATION TO ADDRESS THE HIGH
BTU APPALACHIAN SUPPLY?

Yes. Please see the Direct Testimony of John Quinn for additional information

regarding the recovery ol these costs.

26



Equitable Statement No. 3 -
Docket No. R-00049( 54
Witness: John M. Quinn

é//%‘/. /*‘(C-; i

EQUITABLE GAS COMPANY

Prepared Rebuttal Testimony of
John M. Quinn
(Preparcd May 2004) ~: -

.,
oo DR BLS i

JUN 2.2 2004

s
-

~$,



O

16

0.

A.

Q.

PREPARED REBUTTAL TESTIMONY OF JOHN M. QUINN

I. Witness Background
PLEASE STATLE YOUR NAME AND BUSINESS ADDRESS FOR THE
RECORD.
My name 1s John M. Quinn. My business address is 200 Allegheny Center,

Pittshurgh, PA 15212,

BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLOYED?
I ant cmployed by Equitable Gas Company (CEquitable™ or “Company™), a

division of Equitable Resources, Ine., as Director of Rates.

HAVL YOU  PREVIOUSLY SUBMITTED TESTIMONY IN  THIS
PROCEEDING?
Yes, 1 osubnutted direet testimony  that has been marked as Liquitable

Statement No. 3.

Il. Purpose of Testimony

WHAT IS THE PURPOSE OIF YOUR REBUTTAL TESTIMONY IN THIS
PROCEEDING?
My rebuttal testimony will respond to proposils made in the dircet testimony

of Olfice of Consumer Advocate ("OCA”) witness Jerome D. Micrzwa, Office of



‘—d

6

16

17

18

19

20

Q.

Simall Business Advocate (COSBA™) witness Brian Kaleie, and Office of Tral Staff
C"OTS™) witness Michael Geaber. Specttically, 1 will respond to issucs rased
concerning the Company's proposal o recover expenses assoctated with the
Northern Asset Optimization Program, natural pas heating value, and ssues related

lo the flexing of fuel retamage to mcet competition.

1. Northern Asset Optimization Program

WHAT IS THE NORTHERN ASSET OPTIMIZATION PROGRAM?

A complete desenipion ot The Northern Asset Optimization Program
(NAOP) was provided i Equitable’s Statement No. 2, contaving the direct
testimony of Equitable witness Stephen C. Rafferty.  In summary, Equitable has
identilied spectfic projects which upgrade or modify existing facihities acquired by
the Company through the acquisiion of the Camegic Natural Gas Company,
including its Apollo Division, in 1999, The NAOP, estimated to cost $6.6 million,
is for the sole purpose of increasing Pennsylvania-produced natural gas volumes
into Equitable’s  distribution  system.  Benefits associated  with  the  increased
Pennsylvania production will accrue primartly to Purchased Gas Cost (“PGC”) rate
customers, the state of Pennsylvania, and the various companies which purchase the
Pennsylvania-produced  gas m licu of natural gas produced clsewhere and
transported into Equitable’s service temitory,  In his direct testimony, Mr. Rafferty
estimated the annual PGC savings associated with the NAOP 10 be between $1.2

and $1.7 mullion. No witnesses in this proceeding have contested Mr. Rafterty’s
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annual savings projections. In fact, OTS witness Mr. Gruber and OCA wilness
Micrzwa specifically agree i therr direet testimony that the Company should

undertake the NAORP,

WHAT IS EQUITABLE'S PROPOSAL RELATED TO THE NAOP?

As was the case with a stmilar proposal accepted by the Commission and
detarted in Equitable’s Restructuring Proceeding at Docket No. R-00994784 and the
Company'’s Year 2000 Scetion 1307(1) proceeding at Docket No. R-00005067, the
Net Present Value (NPV) generated from the NAOP will be extremely positive and
cconomically beneticial o the Company’s  customers.  Consistent with the
settlements i those procecdings, Fquitable s proposing to recover the cost of the
NAOP as a purchased gas demand cost through cach annual 1307(6) fifing over the
next six-year pertod, and to account for the recovery as a contribution in aid of

construction.

IS EQUITABLE PROPOSING TO RECOVER CARRYING CHARGES ON THE
$6.6 MILLION INVESTMENTT?

No.  Again, consistent with the previous settlement in Docket Nos. R-
009947834 and R-00005067, recoverics associated with the NAOP would be
classificd as a contribution in wd of construction.  As a result, under FEquitable’s
proposal, the entire $6.6 mitlien would not be included in rate base in the
Company’s next base rate filing and the Company would not earn a returm on this

investnient through rates.

)
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WHAT IS THE PRIMARY ISSUE REGARDING THE COMPANY'S NAOP
PROPOSALY

No partics to this proceeding oppose the Company's strategy to invest in the
NAOP. The pnmary contested tssue related to the Company’s NOAP proposal 1s
how, or if, the cost of the mvestinent should be reflected in rates.

The OTS, OCA, and OSBA object to Equtable’s proposal to recover the
NAOP expenses through the PGC rate. In essence, their objections relate to the
definition of gas costs and what gas cost expenses are appropnate {or inclusion in
the caleulation of the PGC rate. All three opposition parties suggest that the cost of

the NAOP should be addressed in a base rate case.

HO  THE  OCA, OSBA, OR O1TS REFERENCE ANY  COMMISSION
REGULATION(S) TO SUPPORT THEIR OPINION OF WHAT SHOULD OR
SHOULD NOT BE CONSIDERED A GAS COST?

No. The OFS did propound an interrogatory to Equitable requesting that the
Company provide all statutes and regulations that authonize the recavery of the costs
of a caputal project i a 1307(t) proceeding. lnterestingly, OTS witness Gruber did
not attach the Company’s response to his testimony.

I have attached the Corapany’s response to my rebuttal testimony as
Attachment JMQ-1. As indicated in the response, the Company believes that the
costs assoctated with the NAOP are consistent with the Commission's least cost fuel

procurcment regulations and the Comnussion’s deftition of gas costs contained in
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Q.

Section 13Q7(W) of the Public Utility Code. The NAOP represents direct costs
incurred for the improved dehiverability of Pennsylvania-produced gas to
quitable’s distribution system which direetly benetits PGC rate customers. Again,

[ do not believe that any party disputes this proposttion.

DO YOU INTERPRET THE OTS'S TESTIMONY TO IMPLY THAT TiHE
COSTS OF THE NAOP MAY BE OPPOSED FOR INCLUSION IN RATI: BASH:
IN EQUITABLLE'S NEXT BASIE RATE PROCEEDING?

Yes. When Equitable files its next base rate case, the Company s concerned
that the OTS, or other intervenors may object to the inclusion of the NAOP
investment i vate base. Mr. Gruber has carclully worded his figst answer on page
16 of Ius direct testimony, stating that “Typically these costs are included as part of
the Company’s rite base...”. The Company docs not pereeive this statement as a
ringing cadorsement that the OTS will support inclusion i rate base of the NAOP
invesuneat. As deserthed in the direet testimony of Equitable witness Rafferty, the
NAOP costs are not typical gas distnbution plant additions. A portion of the
lnvestment may ulttmately be classified as Natural Gas Production and Gathering
Plant. Based on Mr. Gruber's testimoay, the OTS wmay oppose recovering the costs

of the NAOP investunent in distribution rates.

THE OCA AND OTS WITNESSES BELIEVE THAT THE SIX-YEAR
RECOVERY PERIOD FOR THE NAOP PROPOSED BY THE COMPANY IS

UNREASONSABLE. DO YOU HAVE ANY COMMENTS?

(g
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Yes. The six-year amortization pertod was selected as a reasonable period to
rccover the NAOP costs because it approximates the breakeven point behween the
annual savings venerated {fron the propraum, conservatively estimated to be between
$1.2 to $1.7 millton annually, and one-sixth of the cost of the program ($6.6 mithon
£ 6 years = $1.1 mutlion). Therclore, during the six-year period, there ts o adverse
unpact o PGC rate customers. The annual savings will equal the wmartization ot the
costs. Because there 15 no financtal impact to PGC rate customers, the OTS's
concern that the recovery of NAOP costs through the PGC rate would send

“inappropriate price signals as to the price of gas™ 1s unfounded.

iIlF THE NAOP COSTS WERE INCLUDED IN RATE BASHE, COULD PGC
RATE CUSTOMERS BIE WORSE OFF?

For companson purposcs, | have prepared Attachment JMQ-2 that compares
the ditferences between the Company’s recomiendation and the OCA, OSBA, and
OTS positions. {f Equitable’s recommendation is accepted, the Company will
recover $6.6 million over six years and PGC rate customers will save a sunifar
amount. However, if the cost of the NAOP is included in rate base in Equitable’s
next base rate case, the Company will be afforded the opportunity to recover
incremental income taxes, property taxes, deprectation expense, and a far rate of
retum on the NOAP nvestment. It the new rates were to become effective in
January 2000, the interval between base rate cases would be almost ten (10) years. If

there were a similar interval between future rate cascs, the Company will recover

4]



N

14

15

16

17

18

19

20

N
N

[\
~

ncarly twice the cost of the onginat NAQP investment. Clearly, Equitable's

proposal is more cconomically advantageous o PG rate customers.

DO YOU BELIEVE THAT THE COMPANY (S OBLIGATED BY UHE
COMMISSION'S LEAST COST FUEL PROCUREMENT PROVISIONS TO
INVEST IN PROJECTS SUCH AS THE NAOP AS SUGGESTED BY THE
OCA?

No, the Company docs not believe that these types of projects are mandatory
as sugyested by the OCA. The OCA 1s asking the (fmn-mission to aceept the
prentise that il a capital project reduces gas costs, an NGDC should pursue the
project regardless ot the cost recovery procedure. 1 this were true, then all
Pennsylvania NGDCs would be required (o build prpelines to Appalachian
production arcas within Pennsylvania or better yet, to other low cost pas supply
sources such as the Gulf ot Mexico, and, (' they failed to do so, the OCA would be

recommending the disallowance ol gas costs in NGDC's 1307(1) proceedings.

DOES EQUITABLE, OR ANY OTHER PENNSYLVANIA NGDC, HAVE
OPPORTUNITIES SUCH AS THE NAOP?

Possibly. However we are not aware of any other NGDCs having proposed
something stnilar to the NAOP. This proposal is a unique strategic imtiative
designed to maximize opportunities created as a result of the acquisition of the
Apotllo and Camegie Systems. Equitable believes that the Commission should

encourage this type of innovation, especially considening today’s naturat gas prices

Al
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and the many projects that compete for imited capital dollars. Equitable’s NAODP
praposal correlates with the creationlgencration ot gas cost savings foc PG cate
customers. Attempts by other NGDCs to replicate Equitable’s proposal should be

held to the same gas cost savings standard.

THE OSBA STATES THAT SINCE THE LAST BASE RATL CASE
EQUITABLE HAS SPENT APPROXIMATELY $170 MILLION RELATED 1O
CAPITAL PROJECTS THAT HAVE AFFECTED GAS COSTS. DO YOU
HAVE ANY COMMENT?

Yes. dnaresponse o an O1S witerrogatory, Equitable identified i exeess of
$170 nuthon in capital expenditures spent on lierally hundreds of projects by the
Compuny smce its last base rate case that have had some effect on gas costs. In
total, Equitable has invested over $200 mllion in capital projects stice its last base
rate case. With the exception of the pipeline tnterconnection project consudered at
Docket Nos. R-00994784 and R-00005067, these projects were not for the purpose
of sccuring new and lower cost gas supplics. ICanything, the magnitude of the
Company’s capital expenditures should cmphasize the uniquencss ol the NAOP and
the previous pipeline interconnection proposal. As it did lor the carlier pipeline
interconnection proposal, the Company is sceking recovery of capital expended on a
project that produces significant gas cost savings for PGC rate customers. As in the
case ol the carlier project, the savings generated from the NAOP will prove to be tar

i exeess of the capital required o fund the project.
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IS EQUITABLE TRYING TO BY-PASS THE REGULATORY PROCESSY

No, 1t 1s not. We have not sought expedited recovery of the over $200
mitllion speat on capital projects stuee the Company's last base cate proceeding, nor
ts Mr. Gruber correct when he asserts that Equitable 1s proposing recovery of these
costs in the 1307(f) proceeding duc to the base rate moratorium currently in place.
As | have stated previously, Fquitable has spent over $200 mitlion on capital
projects since its last base rate proceeding. Nooe of that plant is currently caming a
return and Equitable ts not seeking a return on that plant in this proceeding. Neither
is Equitable proposing what has been described as Usingle issue ratemaking”™ to
attempt to recover these costs. The NAOP costs are different. They are not
distribution ptant improvements. No custowiers will be served from the NAQP
ivestment, nor will it generate a revenue stecam independently. The NAOP
mvolves the replacement of a high-pressure pipetine, a compressor station upgrade,
and wdehydration facility. These are all yas supply tacilitics, and their costs should

properly be recovered n a 1307(1) proceeding,

DO YOU AGREE WITH THE OSBA AND OCA THAT TRANSPORTATION
CUSTOMERS WILL ALSO BENEFIT IFROM THE NAOP?

They will to some extent.  Transportation customers may benefit from the
NAOP if they can secure gas supplics from a producer attached to the NAOP and
deliver the gas to Equitable.  [f this occurs, Equitable 1s not opposed to charging

transportation  customers a fee to compensate for the benelits of the NAOP.

9
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However, Gquitable believes that the vast magority of the benefits associated with

the project will acerue o PG rate customers.

DO YOU HAVE ANY COMMENTS ON THE OTS WIINESS GRUBER'S
STATEMENTS RELATED TO EQUITABLE’S BASE RATE STAY-OUT?

Yes. Referning to the NAOP proposal, Mr, Giuber accuses the Company of
attempting to circumvent the settlement at Docket No. P-00032070 for a basc rate
freeze unul January 2006, As stated carlicr, the OTS and the Company have a
difference of opinion as to the definiion of gas costs.  There s no unsavory
mottvation behind the Company’s proposal o lower gas costs (ot PGC rate
customers.  The projected gas cost savings speak for themselves. The OTS's

assertions in this regard are without foundation.

IV. Natural Gas Heating Vilue

BRIEFLY DESCRIBE THE COMPANY'S PROPOSAL RELATED 1O
NATURAL GAS HEATING VALULE.

Oune side elfect of increasing the volume of Peansylvania produced gas into
Equitable’s distribution system is a resulting increase in the overall heating value of
gas being supphied to customers. The increased heating value translates into a
reduction in usage per customer. The Company has proposed an adjustment to

reflect the impact of higher Btu gas.

10)
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WHY HAS THE COMPANY PROPOSED AN ADJUSTMENT TO REFLECT

THE IMPACT OF HIGHER BTU GAS INFHUS PROCEEDING?

The purchase of higher Bt gas for PGC supply has a dicect impact on the
Company, and since it is related to the purchasc of gas supply, it is an appropriate

1ssue to be addressed i this 1307(f) proceeding.

HAS FQUITABLE PROVIDED ANY ANALYSIS THAT SUPPORTS TS
POSITION ON THE DECLINE IN USAGE PER CUSTOMER?

Yes. Inresponse to O1S Interrogatory OTS- 1035, the Company calculated
the weather nomalized average use per residential customers. The Company’s
response s attached o my ebuttal testimony as Attachment IMQ-3. The analysis
supports Equitable’s contention that the decline m the average use per customer
colnctdes with the acquisition of the Apollo and Carnegic Systems in 1999, No

mtervenor has contested this fact.

WHAT HAVE THIE OCA, OSBA, AND QTS PROPOSED ON THIS ISSUT?
They oppose the Company’s adjustment. Their opposition is premised on
the argument that the Btu adjustment is not a gas cost, and therefose should not be
included in the PGC rate determination. Unfortunately, the OCA, OSBA, and OTS
would have the Commission ignore the adverse impact on the Company as a direct
result of its acquirtng additional Appalachian produced gas. The Btw’s directly affect
gas a customer’s costs. The savings 1n gas costs from mcremental volumes cannot

be considered in a vacuum. They are a product of the higher Btu gas. ‘The
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Commission cannot look at only the benefits to customers without considering the

related tnpact on the Company.

V. Discounting of Fuel Retention Charges

HAVE YOU REVIEWED THL OTS DIRECT TESTIMONY RELATED TO THE

Yes | have.

DO YOU HAVE ANY COMMIENTS?

Yes. Generally, Equitable supports the concept  that  dehivery scrvice
competition among NGDCs s rumous and should be examined closely by the
Comnusston. However, Mr. Gruber's testimony on this tssue contains several errors,
musstatements, and inaccuracies that require clarification in order o develop an
accurate record i this proceeding. Also, OTS witness Mr. Grouber attempts to
establish Commission policy without the benelit of an admunistrative hearing in

which all partics can participate.
ON PAGE 20 OF MR. GRUBER’S DIRECT TESTIMONY, THE OTS HAS

ATTEMPTED TO LIST EQUITABLE’S TARIFF PROVISIONS THAT PERMIT

RATE DISCOUNTING. IS THIS A COMPLETE LIST?

12
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No, it 1s not. [ addition to the OTS partial list, all other delivery charges
and monthly scrvice charges, with the exception of Rate RS, GSS and GSE, are

subject o negotiation between the Company and the Customer.

ON PAGE 21 OF MR. GRUBER'S DIRECT TESTIMONY, THE OTS STATES
THAT TYPICALLY ONLY TRANSPORTATION CUSTOMERS BENEFTY
FROM THE RATE FLEXING. DO YOU AGREE WITH THIS STATEMENT?
No | do not. Eguitable’s underlying ratemaking goal in negotiating, rates
with competitive customiers 15 to maximize the level of revenue recovered. The
revenue recavered  from compettive custoners and  non-competitive  custoniers
contributes toward  Equutable’s overall cost ot providing distribution service.
Therefore, contributions  from  competiive  transportation  customers  assisl i
lowenny the overall revenue necded to recover Equitable’s cost of service  As o

result, all customers benetit from Fquitable’s rate maximization strateyy.

ON PAGE 21 OF MR, GRUBER'S DIRECT TESTIMONY, THE OTS STATES
THAT IN THE CASE OF BALANCING, FLEXING BY THE COMPANY
TRANSFERS A PORTION OF THE COST TO SERVE A TRANSPORTATION
CUSTOMER TO THE PGC RATE CUSTOMERS. DO YOU AGREE WITH
THIS STATEMENT?

No | do not. Interestingly, on page 12 and 13 of Mr. Gruber's direct
testimony, the OTS accurately described previous rate sctilements related to the

design of Equitable’s balancing service and charges. However, his interpretation of
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Q.

0.

the results o PBI Destgn Noo 2 stoce ts inception. | helieve that the fact that

the Company chose not o do so s elling.

On page 27 of his rebuttal testimony, Mr. Rafferty characterizes the
Company’s Btu adjustment proposal as simply an attempt to be “kept
whole” with respect to reduced delivery margins that would follow trom
the completion of the NAOP project. Do vou agree?

No. As Ddiscussed on page 4 of my direct testimony., the proposed Btu
adjustment would truc-up margins dating back to the benchmark 1,045 Btu
level establishing in the Company's last base rate procecdimg. 1 the ntent of
the proposal were to keep the Company whole tor NAOP-related margin
losses only, the adjusunent mechanism would have to employ a baseline heat
content of 1,060 Btu's, .o, the heat value sdentitied i Eguitable’s last
1307(1) proceeding,.

On page 29 of his rebuttal testimoay, Mr. Rafferty offers a modification
to the Company’s Btu adjustment proposal that would credit customers
for margin gains in the event that system average Bea content falls below
1,045 Beu's per cubit foot. Is that a meaningtul concession to PGC
customers?

Not at all. Tgnormg the fact that the 1,045 B bascline is mappropriate, the
chance that the system average Btu content would fatl below that baseline is

U

de maninis.”

Company Witness Quinn

Q.

A.

On page 4 of his rebuttal testimony, Mr. Quinn references Section
1307(h) of the Public Utility Code, and repeats the Company’s position
that Section 1307(h) authorizes the recovery of the costs of a capital
project in a 1307(f) proceeding. Do you have any comment?

Yes. While the OSBA obviously does not agree with Equitable on this pomnt,
counsel informs me that a proper interpretation of Sectian 1 307(h) calls for a
legal oprmon, which the OSBA will provide i its Main Brict.

tSee the response o OTS-104

o
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0.

A.

Qu page 6 of his rebuttal testimony, Mr. Quina discusses Attachment
JMQ-2, which purports to compare the total cost (o ratepayers
associated with the Company’s NAOP cost recovery proposal to that
which would be produced in a base rate proceeding. What is your
response?

| believe that My, Quinn’s analysis provides a perfect example of single-issue
ratemaking. Inessence, looking at the revenue requirerient impact ot a single
imvestment project, like the NAOP, outside the context of a full base rate
proceeding is nusleading. Even if one were o assume that all the
assumptions utthized by Mro Quinn to compuie his base rate case result were
appropriate, tus analysis tgnores the fact that a base rate case would look at
all components ol the Company’'s revenue regquitemient.. While the NAOP
would have a posttive impact on Equitable’s revenue requirement. other
components which were previously incltuded i hase rates could provide an
ottsctting cttect. The final impact of a base rate case on ratepayers remains
uncertaim untl all revenue requirement components are examined and
quantificd. Indeed, this 1s exactly why the Conunssion does not pernnt
utilinies to engage in single-tssue ratemaking,

Beginning on page 11 of his rebuttal testimony, Mr. Quinn argues that
the savings in gas costs arising from higher Btu gas should not be
considered in a vacuum, i.c., the Commission should not ignore the
adverse impact of higher Btu gas on the Company. Do you have any
comments?

Yes. I Equitable wishes to have the Commission examine the impact of
ristng system average B content on the Company’s margins, it should file a
base rate proceedig. In no event should the Commisston sumply allow the
Company to implement its proposed Btu adjustment mechanisin. As
previously discussed, the mechanisim would compensate Lquitable for Btu
impacts that have nothing to do with the NAOP and, i approved, would allow
the Company to retroactively recover margins dating back to the time that
base rates were last set. Counsel informs nmie such an outcome would
constitute retroactive ratemaking, which s prohibited by statute,
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A.

WHATIS YOUR RECOMMENDATION CONCERNING THE
COMPANY'S PBR 2 PROPOSAL?

[t1s my recommendation that the Commission deny the Company’s
proposal to extend the expiration date of its PBR Plan No. 2. Furthermore,
the Company should be ordered to file schedules which show the
comparable monthly and annual levels of costs and revenue, versus the
guaranteed credit, for each of the previous two 1307(f) periods, before an

extension of the expiration date is considered.

NORTHERN ASSETS OPTIMIZATION

WHAT IS THE NORTHERN ASSETS OPTIMIZATION
PROGRAM?
The Northern Assets Optimization Program is a capital investment program
consisting of five projects designed to increase pipeline capacity, lower
pressures on the gathering system, and increase local Appalachian
production on the Company’s system.

The projects are described on pages 21 and 22 of Company
statement No. 2. On December 31, 2004, The Company has cstimated the

total investment in plant will be approximately $6,576,459,
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WHAT PROPOSAL IS THE COMPANY MAKING WITH
REGARDS TO THE NORTHER ASSETS OPTIMIZATION
PROGRAM IN THIS PROCEEDING?

The Company is proposing to amortize the cost of its investment as a
demand cost over a six year period. This amortization would be included
as a demand cost increasing annual gas costs by approximately $1,096,077

for the six year amortization period.

WHY IS THE COMPANY PROPOSING THIS CHANGE INTHE
RECOVERY MECHANISM FORITS INVESTMENT?
The Company 1s claiming that the completion of these projects would
potentiatly result ina savings related to the avoidance of a significant
amount of variable charges from upstream interstate pipelines. These
vartable charges would be in the form of transportation or usage fees and
the associated retainage fecs.

The Company also claims that there could be additional savings
from the reduction in demand charges if certain unnamed operational

rehability matters are alleviated.

DO YOU AGREE WITH THE COMPANY’S PROPOSAL?
[ agree with the Company’s plan to improve its network. My objection is

to the Company proposal for the recovery of its investment in plant.
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WHY DO YOU DISAGREE WITH THE COMPANY’S PROPOSAL?
The costs that the Company is proposing o include in the PGC are not gas
costs. They are costs associated with plant used tor the collection and
dclivery of gas. Typically these costs are included as part of the
Company’s rate basc and included in base rates. The inctusion in the PGC

would sead mappropriate stgnals as to the price of gas.

DO YOU HAVE ANY FURTHER OBJECTIONS TO THE
COMPANY’'S PROPOSAL?

Yes. Even if, hypothetically, this amortization was permitted to be
included in gas cost, which it should not, the Company's proposed a six
year amortization period 15 to short. By the Company’s own admission, the
avcrage service life of the plant involved would be at least 30 years.
Further, the life of a typical Appalachian natural gas may well be in excess
of 60 years. The actual life of these asscts can not be determined as yet

because the breakdown by plant account is not avatlable at this time.

WIHAT IS YOUR RECOMENDATION AS TO WHAT THE
COMMISSION SHOULD DO WITH THIS PROPOSAL?

The Commission should not allow the inclusion of non-gas costs in this
PGC or any other PGC. The Comnussion should reaffirm the distinction

between base rate costs which are to be recovered in a 1308(d) proceeding

16
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and gas costs which are recovered i a 1307(1) proceeding and deny the

Company permission to include this amortization in the PGCL

I[STHE COMPANY CURRENTLY PROHIBITED FROM FILING A
BASE RATE CASE?

Yes. In the Commission Order at Docket No. P-00032070, Equitable 1s
prohibited from filing a base rate case until January 1, 2006. This
prohibition was agreed to by the Company i a settlement of the above
docket. Theretore, it 1s my optnion that the Company’s request for a base
rate item to be included in gas cost s an attempt, by the Company, to

negate a previously agreed to settlement and should be denied.

NATURAL GAS HEATING VALUE

WHAT PROPOSAL HAS THE COMPANY MADE WITH
REGARDS TO THE NATURAL GAS HEATING VALUE?

The Company is proposing to include an amount in the calculation of the
PGC (Purchased Gas Cost) to oftset what it percetves as a shortfall in
distribution revenue due to the reduction in sales from the Company’s

purchasc and sale of gas with a higher BTU content.

7
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A.

WHAT IS THE BASIS FOR THE COMPANY'S PROPOSAL?

The Company s adding a higher BTU Appalachian gas o its supply mix.
This raises the average heat value of all gas sold on the Company’s system.
The result of a higher heat value gas 1s that customers will use less gas.
When customers use less natural gas, the Company’s non-gas revenues
decreasce, causing, what the Company would have us believe, is a revenue

shortfall.

DOES AN INCREASE IN HEAT VALUFE AFFECT THE
RECOVERY OF GAS COSTS?

No.

DO YOU AGREE WITH THE COMPANY'S PROPOSAL TO ADD
AN ADJUSTMENT, REFLECTING THE ALLEGED DECREASE IN
DISTRIBUTION REVENUE TO THE CALCULATION OF ITS
COST OF GAS?

No.

WHAT IS THE BASIS OF YOUR DISAGREEMENT WITH THE
COMPANY'S PROPOSAL?
The Company ts proposing to recover an alieged shortfall in base rate

revenue which is affecting the Company’s rate of return. It is now seeking

t8
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to rccover this claimed shortfall in an nappropnate proceeding. The
currcent procecding (s a forum for determiming the Purchased Gas Cost rate.
This proceeding ts to examine the costs and practices assoctated with
Company’s procurement of gas not the delivery of that gas. The rates set
by the Commuission in this proceeding will allow the Company to recover
tts gas cost. The rates set by the Commussion in a base rate proceeding will

allow the Company an opportunity to recover its distribution related costs.

IS THERE ANY OTHER REASON THIS TYPE OF ADJUSTMENT
IS IMPROPER?

Yes. On pages 6 and 7 of Company witness Quinn's testimony (Equitable
Statement No. 3), the witness argues that the Company, in fulfilling its least
cost procurement obligation to its customers, should be compensated for
the reduction in Mcf sales by adding a base rate adjustiment to the PGC
order ta make up for the customers using less gas.

The Compaay argues that this higher BTU content gas is preventing
the Company from caratng a fair rate of return - a base rate concept which
has no place w a PGC proceeding. If the Comuussion atlows the Company
to include costs associated with rate of return tn a PGC proceeding, it
would be tantamount to giving the Company a guarantee {oc the recovery of
rates. There are maay factors which are used to detenmune fair and

reasonable rates in a base rate proceeding. The Company’s request ts

19



OCA Statenment No. 1-S

Lo ' - .,——/,, /‘/_,::
SRR O 6/ r5/0y A4
HITREE o ' s
FIRASTRILIENY BEFORE THLE v K

PENNSYLVANIA PUBLIC UTIHLITY COMMISSION

PENNSYLVAN{A PUBLIC
UTHITY COMMISSION

DOCKET NO. R-000491 54

e e S e

EQUITABLLE GAS COMPANY

gy o o
idE b

} g' s A
g 1 p 53
tge 43 (7 X0
X2 P

SURREBUTTAL TESTIMONY
OFr

JEROME D MIERZWA =

ON BEHALIF OF THE

PENNSYLVANIA OFFICE OF CONSUMER ADVOCATE

JUNI: 2004

ASSOCIATES, INC.
5565 Stenett Place

Suite 310
Colurmbia, haeyiand 21044



[N

"o

BEFORE TIE
PENNSYLVANIA PUBLIC UTHTY COMMISSION
PENNSYLVANIA PUBLIC
UTILITY COMMISSION

DOCKET NO. R-00049154

— e —— S e -

EQUITABLE GAS COMPANY

SURREBUTTAL TESTIMONY OF JEROME D. MIERZWA

[. INTRODUCTION

Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS ADDRESS?

A. My name is ferome 1. Micrzwa, 1am a Principal and Vice Presudent with Exeter
Associates, Ine. My business address is 55635 Sterrett Place, Suite 310, Columbia,
Maryfand, 21044, Excler spectatizes in providing public utility-related consulung
SCIVICes.

0. HAVE YOU PREVIOUSLY PRESENTED TESTIMONY IN THIS

PROCELEDING?

A Yes. My prepared direct testimony was presented as OCA Statement No. |

Q. WHAT IS THE PURPOSE OFF YOUR SURREBUTTAL TESTIMONY?

Al The purpose of my swrebuttal testimony is o respond to those portions of the rebuttal
lestimony ol Equitable witnesses Stephen C. Rafierty, JTohn M. Quinn and Jetfrey S. Nebr
that addresses my direet testimony'.

Surrebuttal Testimony of Jerome D). Micrzwa Page |
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also receive a lixed creditol $1.2 oulhon. For the 12-maonth pertod ended March 2004,
PBR Desien Noo revenues have otded $5.1017 nudlion. Theretore, the Company is
projected to receive an even greater share {or the 12-moaths ending September 2004 than
it did in the prior §2-month period. Meanwhile, the PGC customers” share will remain

the same.

PBR Desipgn No. 2
WITNESS RAFFERTY DISAGREES WITH YOUR RECOMMENDATION TO
NOT EXTEND PBR DESIGN NO. 2 FOR AN ADDITIONAL YEAR. HOW DO
YOU RESPOND?
As previousty explained, the mujority ol Equitable’s capacity contracts expire on March
31,2005, This includes the Company’s contract with Liguitrans for no-notice scrvice.
PBR Design No. 2 tnvolves recovery of the costs associated with Lquitrans no-notice
service. [t would be premature and unreasonable to extend the terns and conditions of
PBR Design No. 2 beyand September 30, 2005 without knowing Equitable’s future no-
notice service contract quantitics and costs. As with PBR Destgn No. b, PBR Design No.
2 was agreed toin last year's scttiement negotiations and can be addressed i the
Company’s 2005 1307(1) proceeding. Under this approach, botly of the Company’s
PBRs would be considered simultancously, This appears to be somethimg the Company

finds desirable.

Northern Asset Optimization Program (NAOP)
WITNESS RAFFERTY CLAIMS THAT THE COMMISSION HAS

PREVIOUSLY AUTHORIZED THE RECOVERY OF CAPITAL

Surrcbuttal Festimony ot Jerome 1. Micrzwa Page 3
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Q.

INVESTMENT BY EQUITABLE OUTSIDE A BASTE RATE PROCEEDING.

DO YOU HAVE ANY COMMENTS?
Yes. First, Equitable’s recovery of capital investment outside the context of a base rate
procecding was provided for i various settlements approved by the Comnussion which
were agreed to by all the intervening parties. Furthermore, these settlements provided for
the resotution of many contested issues. Therclore, you cannot look at one of the settled
1ssucs tnisolation. Agreement among the intervening parties does not exist with respect
to the NAOP 1 thas proceeding. In addition, the recovery of Lguitable’s capital
investiment was contingent upon a demonstration of actual savings. Equitable’s NAOP
proposal in this proceeding s not contingent upon a demonstration of actual savings.

There ts no guarantee that the estimated NAOR savings will materialize,

BTU Proposal
WITNESS RAFIFERTY CLAIMS THAT THll: COMPANY'S BTU PROPOSAL
IS DIRECTLY RELATED TO I'TS NAOP PROPOSAL. WHAT IS YOUR
RESPONSIE?
Witness Ralferty claims that the Company’s Btu proposal is simply & means to be “kept
wholc™ tor reduced delivery margins due o the higher hicat content of NAOLP
Appalachian gas. This s not accurate. The Company’s Blu proposat provides lor the
recovery ob reduced detivery margins duce to mereases in the heat content of the
Company’s gas which have occurred since 1996, The Company has not even commienced
its NAOP project yet. Therctore, local gas resulting trom NAOP has not yet allected the
system. Any changes in Btu content that have occurred since 1996 arc unrefated to
NAOP. That 15 why costs such as those assocrated with the NAOP and revenue impacts
duc to changes in Buu content should be considered in the context of a basce rate case.

Surrchbutial Testimony of Jerome D). Micrzwa Page 4
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I WITNESS: JOHN M. QUINN

Q. WITNESS QUINN ALSO ADDRESSES THE NAOP AND BTU
ADJUSTMENTS. DO YOU HAVE ANY INITIAL COMMUENTS?
A. Yes. To eliminate duplication, [am limiting my response to witness Quinn’s rebuttal
testimony o aspects of thosce issucs not previously addressed 1nomy response to witness

RatTerty.

[ssue: Northern Asset Optimization Program

Q. WITNESS QOUINN CLAIMS THAT EQUITABLE BELHIVES THAT NAOP
CONSTRUCTION EXPENDITURES AREE A GAS COST AS DEFINED IN
SECTION 1307¢H0 OF THE PUBLIC UTIHITY CODE. DO YOU HAVE ANY
COMMENTS?

A. Yoes, Whether NAOP construction expenditures are a gas costs is a legal issue which will
be addressed by the OCA s attorneys in brief. Counsel intormis me that it is the OCA’s
position that NAOP construction expenditures are not a gas cost as defined by the Public
Utihiy Code.

Q. WITNESS QUINN CLAIMS THAT 11 NAOP COSTS WERL INCLUDED IN

BASE RATES, PGC CUSTOMURS COULD BE HARMED. WHAT IS YOUR
RESPONSE?

A. Witness Quinn’s claim is based o a cost of service analysis preseunted n Attachment
IMQ-2 to Jus rebuttad testimony. This cost analysts s deficient because it tatls o
recognize the reductions o operations and maimtenance expenses Equitable wall
cxperience as a result of the NAOP. In addition, witaess Quinn Fails to distinguish
between PGC customers and transportation customers i his analysis. That 1s, he

incorrectly assumes that PGC customers should bear complete responsthility o NAOP

Surrebuttat Testimony of Jerome D. Micizwa Page 15
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Issue:

Q.

costs. As explained inmy direct testimony, transportation custoniers shonld also bear
NAOP cost respousthitity.
WITNESS QUINN IHSAGREES WITH YOUR CLAIM THAT NGDCS ARE
OBLIGATED TO INVEST IN PROJECTS SUCH AS THE NAOP IF THEY
REDUCE GAS COSTS. DO YOU HAVE A RESPONSE?
NGDCs have the responsibility to munimize overall rates (PGC plus base rates) for their
customers. Pursuing capital projects which increase base rates by more than the resulting
gas cost savings would be inconsistent with this responstbility. Furthermore, as
component ot an NGDC's overall gas procurement policy, the NGDC should pursue

reasonable captal mprovements that would reduce gas costs.

BTU Propaosal
WITNESS QOUINN CELAIMS THAT THE DECLINE IN THE AVERAGE USE
PER CUSTOMER DUL TO HIGIHER BTU CONTENT GAS COINCIDES
WITH EOUITABLE'S ACQUASITION OF THE APOLLO AND CARNEGIFE
SYSTEMS IN 1999, DO YOU HAVE ANY COMMENTS?
Yes, Equitable’s B proposal fals to consider any of the savings resulting trom the
merger wlinch would offset the marcgins lost due o the decline i the average use per
customer. Considering only one aspect of the impact of the acquisition of the Apollo and
Camegie Systems constitutes sgle issue ratemaking and s a primie example

demonsteating that such ratemaking s nuproper.

Surrcbuttal Testimony of Jerome D. Micrzwa Page 16
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WHAT IS YOUR RECOMMENDATION CONCERNING THE
COMPANY'S PBR 2 PROPOSAL?

[t 1s my recommendation that the Commuission deny the Company’s
proposal to extend the expiration date of its PBR Plan No. 2. Furthermore,
the Company should be ordered to file schedules which show the
comparable monthly and annual levels of costs and revenue, versus the
guaranteed credit, for each of the previous two 1307(1) periods, before an

extenston of the expiration date 1s constdered.

NORTHERN ASSETS OPTIMIZATION

WHAT IS THE NORTHERN ASSETS OPTIMIZATION
PROGRANM?
The Northern Assets Optimization Program is a capital investment program
consisting of tive projects designed to increasc pipeline capacity, lower
pressures on the gathering system, and tnerease local Appalachian
production on the Company’s system.

‘The projects are described on pages 21 and 22 of Company
statement No. 2. On December 31, 2004, The Company has estimated the

total investment in plant will be approximately $6,576,459.
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WHAT PROPOSAL IS THE COMPANY MAKING WITH
REGARDS TO THE NORTHER ASSETS OPTIMIZATION
PROGRAM IN THIS PROCEEDING?

The Company is proposing to amortize the cost of its investment as a
demand cost over a six year period. This amortization would be included
as a demand cost increasing annual gas costs by approximately $1,096,077

for the six year amortization period.

WHY IS THE COMPANY PROPOSING THIS CHANGE IN THE
RECOVERY MECHANISM FORITS INVESTMENT?
The Company 1s claiming that the completion of these projects would
potentially result in a savings related to the avoidance of a significant
amount of variable charges from upstream interstate pipelines. These
variable charges would be in the form of transportation or usage fees and
the associated retainage fees.

The Company also claims that there could be additional savings
from the reduction in demand charges if certain unnamed operational

rehiability matters are alleviated.

DO YOU AGREE WITH THE COMPANY’S PROPOSAL?
[ agree with the Company’s plan to improve its network. My objection 1s

to the Company proposal for the recovery of its investment in plant.
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A.

WHY DO YOU DISAGREE WITH THE COMPANY’'S PROPOSAL?
The costs that the Company s proposing to include in the PGC are not gas
costs. They are costs associated with plant used for the cotlection and
delivery of gas. Typically these costs are included as part of the
Company’s rate basc and included in base rates. The inclusion in the PGC

would send inappropriate signals as to the price of gas.

DO YOU HAVE ANY FURTHER OBJECTIONS TO THE
COMPANY’S PROPOSAL?

Yes. Even tf, hypothetically, this amoruzation was permitied to be
included in gas cost, which it should not, the Company’s proposed a six
year amortizatton period is to short. By the Company’s own admission, the
average service tife of the plant involved would be at least 30 years.
Further, the ife of a typical Appalachian natural gas may well be in excess
ol 60 ycars. The actual life of these assets can not be determined as yet

because the breakdown by plant account is not avatlable at this time.

WHAT [S YOUR RECOMENDATION AS TO WHAT THE
COMDMISSION SHOULD DO WITH THIS PROPOSAL?

The Commussion should not allow the inclusion of non-gas costs in this
PGC or any other PGC. The Cominission should reaffirm the distinction

between base rate costs which are to be recovered tna 1308(d) proceeding

16
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and gas costs which are recovered i a 1307(6) proceeding and deny the

Company permission to include this amortization in the PGC.

ISTHE COMPANY CURRENTLY PROHIBITED FROM FILING A
BASE RATE CASE?

Yes. In the Commission Order at Docket No. P-00032070, Equitable s
prohibited from filing a base rate case until January 1, 20006, This
prohibition was agreed to by the Company in a scttlement of the above
docket. Therefore, it 1s my opinion that the Company’s request for a base
rate item to be included 1n gas cost 1s an attempt, by the Company, to

negate a previously agreed to setticment and should be denied.

NATURAL GAS HEATING VALUE

WHAT PROPOSAL HAS THE COMPANY MADE WITH
REGARDS TO THE NATURAL GAS HEATING VALUE?

The Company ts propostng to include an amount in the calculation of the
PGC (Purchased Gas Cost) to offset what it perceives as a shortfall in
distribution revenue due to the reduction in sales from the Company’s

purchase and sale of gas with a higher BTU content.
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WHAT IS THE BASIS FOR THE COMPANY’S PROPOSAL?

The Company s adding a higher BTU Appalachian gas to ts supply mux.
This raises the average heat vatue of all gas sold on the Company’s system.
The result of a higher heat value gas is that customers will use less gas.
When customers use less natural gas, the Company’s non-gas revenucs
decrease, causing, what the Company would have us believe, is a revenuce

shortfall.

DOES AN INCREASE IN HEAT VALUE AFFECT THE
RECOVERY OF GAS COSTS?

No.

DO YOU AGREE WITH THE COMPANY’S PROPOSAL TO ADD
AN ADJUSTMENT, REFLECTING THE ALLEGED DECREASE IN
DISTRIBUTION REVENUE TO THE CALCULATION OFITS
COST OF GAS?

No.

WHAT IS THE BASIS OF YOUR DISAGREEMENT WITH THE
COMPANY’S PROPOSAL?
The Company 1s proposing to recover an alleged shortfall in base rate

revenue which is affecting the Company’s rate of return. It 1s now seeking

18
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to recover this claimed shortfall in an inappropnate proceeding. The
current proceeding s @ torum for determining the Purchased Gas Cost rate.
This proceeding is to examine the costs and practices associated with
Company’s procurement of gas not the delivery of that gas. The rates set
by the Comumussion in this proceeding will allow the Company to recover
its gas cost. The rates set by the Commussion in a base rate proceeding will

allow the Company an opportunity to recover its distribution related costs.

IS THERE ANY OTHER REASON THIS TYPE OF ADJUSTMENT
IS IMPROPER?

Yes. On pages 6 and 7 of Company witness Quinn’s testimony (Equitable
Statement No. 3), the witness argues that the Company, in fulfilling its lcast
cost procurcment obligation to its customers, should be compensated for
the reduction in Mcf sales by adding a base rate adjustiment to the PGC in
order to make up for the customers using less gas.

The Company argues that this higher BTU content gas 1s preventing
the Company trom earning a fair rate of return — a base rate concept which
has no place in a PGC proceceding. If the Commission allows the Company
to include costs associated with rate of return in a PGC proceeding, it
would be tantamount to giving the Company a guarantee for the recovery of
rates. There are many factors which are used to determine fair and

rcasonable rates in a base rate proceeding. The Company’s request is

19
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within the natural gas industry. Equitable’s Appalachian gas purchase
agreements have varying terms, up to and including existing life-of-the-
well agreements, which provide a stabie source of supply.

Equitable’s Appalachian supply includes two types: Appalachian-
Direct and Appalachian-Transport. Appalachian-Direct refers to
Appalachian supplies that are delivered directly into the Company's
gathering systems or otherwise aggregated for delivery into the
Company's distribution system. Appalachian-Transport refers to those
Appalachian supplies that must be transported through Equitrans to the
Company's distribution system.
WHAT PERCENTAGE OF TOTAL SUPPLY DOES EACH SUPPLY
SOURCE IDENTIFIED ABOVE REPRESENT DURING THE
PROJECTED PERIOD?

During the projected period (12-month period ending September
30, 2008), Equitable anticipates that its total supply will consist of
approximately 8.06 million dekatherms (“Dth”), or roughly 30%, from
Southwest production area sources and approximately 18.64 million Dth,
or roughly 70%, from other Appalachian sources, including Appalachian—
Transport and Appalachian - Direct.
HAVE THE CURRENT SUPPLY SOURCES CHANGED WHEN
COMPARED TO THE COMPANY'S 2007 1307(F) FILING?

Only slightty. Equitable’s 2007 1307(f) filing iqdicated that its total

supply would consist of approximately 8.65 million Dth, or roughly 33%,
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actual and the assumed pressure would have a direct impact on the
metered gas volume and aiso would contribute to UFG.

PLEASE EXPLAIN HOW THE COMPANY'S UFG IS INCORPORATED
INTO THE ANNUAL 1307(F) FILING.

In the filing, the Company forecasts the quantity of UFG volumes
for the upcoming projected peniod. Using a forecast, and a projected cost
of gas, the Company develops a total annual projected expense (in
dollars), which includes the cost associated with UFG.

PRIOR TO EXPLAINING THE RESULTS OF THE UFG STUDY, PLEASE
PROVIDE A DESCRIPTION OF THE EQUITABLE SYSTEM.

As of December 31, 2007, Equitable served 258,152 residential,
commercial and industrial customers in the City of Pittsburgh and adjacent
territories in Allegheny, Armstrong, Butler, Clarion, Fayette, Greene,
Indiana, Jefferson, Washington and Westmareland Counties in
Southwestern Pennsylvania.

The Equitable system is unique in that in addition to owning
distribution assets, it also owns transmission assets as weli as a
significant amount of gathering fécitities.

HOW DID EQUITABLE COME TO ACQUIRE THESE GATHERING
ASSETS?

In December 1999, the Company acquired gathering and other

facilities from the Camegie Natural Gas Company. In June 2003, this

Commission approved the acquisition of the PA — North gathering system
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from Equitable Field Services at Docket No. G-0031009. In June 2006,
the Company acquired the Crooked Creek gathering facilities from
Equitrans, L.P.

WHY COULD THE ACQUISITION OF GATHERING FACILITIES RESULT
IN AN INCREASE IN TOTAL SYSTEM UFG?

In general, gathering facilities experience a higher level of lost and
unaccounted for gas than distribution or transmission facilities. Gathering
facilities have a different maintenance standard than distribution and
transmissions facilities. Gathering systems are constructed primarily to
transport weli-head production to transportation or distribution facilities,
not to provide service to end-use customers. The decision to invest in
gathering facilities is based on the projected level of supply from the
upstream production wells. As a result of these gathering acquisitions and
recent investments, approximately thirty-six percent (36%) of the total gas
supply into the Equitable system is delivered through some portion of
these gathering assets or aggregated into the distribution system.
PLEASE PROVIDE A SUMMARY OF THE RESULTS OF THE OVERALL
SYSTEM UFG STUDY.

The following detaiis the UFG calculation for the period November

2006 through October 2007.
Total Supply 52,741,688 Dth
Total Deliveries 49.076,058 Dth
Unaccounted for Gas 3,665,632 Dth
UFG % 6.95%

The detailed study is attached to my testimony as Exhibit TPW-7.

24
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WHY DIO THE COMPANY SELECT THE PERIOD NOVEMBER 2006
THROUGH OCTOBER 2007 FOR THE STUDY?

By choosing the period November 2006 through October 2007, the
study ends during light load conditions, which minimizes the effect of
billing cycle adjustments and assures weather conditions have a minimal
impact. |
WHAT ARE THE SUPPLY SOURCES DELIVERED ONTO EQUITABLE'S
SYSTEM?

Equitable’s supply sources include deliveries from Equitrans
through custody transfer meters and Appalachian — Direct supplies
delivered into the system.

HOW MUCH SUPPLY WAS RECEIVED FROM EQUITRANS DURING
THE STUDY PERIOD NOVEMBER 2006 THROUGH OCTOBER 20077

During the period November 2006 through October 2007, Equitable
received 33,980,782 Dth of supply from Equitrans. This represents 64%
of the total supply delivered to Equitable over this period. A detailed listing
of Equitrans custody receipts is aftached to my testimony as Exhibit TPW-
8.

HOW IS THE SUPPLY FROM EQUITRANS RECEIVED?

Equitrans custody supply consists of 113 custody transfer meters

that feed into the Equitable Gas distribution system. These demand-

based meters include 26 meters with flow computers which are on-line
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with the SCADA system and 75 meters with electronic gauges correcting
for temperature and pressure as the gas flows.

HOW MUCH SUPPLY WAS RECEIVED FROM APPALACHIAN —
DIRECT PRODUCTION DURING THE UFG STUDY PERIOD
NOVEMBER 2006 THROUGH OCTOBER 20077

During the period November 2006 through October 2007, Equitable
received 18,760,906 Dth of supply from Appalachian - Direct production.
This represents 36% of the total supply delivered to Equitable over this
period. This production was received from 1,495 points directly connected
to Equitable’s facilities. Please see Exhibit TPW-9 for a list of the
production by meter.

CAN YOU PROVIDE THE DEMAND REQUIREMENTS ON
EQUITABLE'S SYSTEM?

The demand requirements include deliveries to customers,
deliveries to Equitrans and gas used for company use. | will dascribe
each of these in more detail below.

CAN YOU PROVIDE THE CUSTOMER DEMAND FOR THE PERIOD
NOVEMBER 2006 THROUGH OCTOBER 20077

The customer demand for the period November 2006 through
October 2007 was 47,408,438 Dth. This demand represents accrued
throughput, converted to Dth, for customers served off of Equitable
facllities, based on cycle billing during the study period. Please refer to

Exhibit TPW-10 for details supporting the customer demand for the study

26
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Exhibit DMB-4
Equitable’s Responses to:

IOGA Set 1-3
I-8
I-13
1-28
I-41
[-43
111-5
111-6
V-1
[V-3
[V-15
VI-1
VI-5 (Summary pages only)

OTS RS-14
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EQUITABLE GAS COMPANY

Respunse to Interrogatones of IOGA

Customer

Type

Number

Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer

56

-

P = N Oy

10

LS

DD D DN e e Sy

— A m e N e = N = D N

Rate

Dockat No R-2008-2029325

Gathering  Retainage

G DD UG YN AA YU N YNy

LA B

(72~ R ¥ R E R ¥4 IR &7

$

$

0.1400
0.2500
0.3000
0 3500
0 4000
0.5000
0 5000
0.2500
0.3000
0.3500
0 4000
0.4500
0 4656
0 5000
0 2500
0 3000
0.3500
0.4000
0.4500
0 4655
04758
04791
0 86500
0.1656
0 2500
0.3000
0.3500
0.4500
0.4G56
0.4657
0.479

$ 05000

$
S

$

0.5500
1.0000
3

0.4656

- 0.00%

0.00%
0.00%
0 00%
0.00%
0.00%
0 00%
2.00%
500%
5.00%
5.00%
5.00%
5 00%
5.00%
5 00%
5 40%,
5 40%
5 40%
5.40%
5.40%
6 .68%
G 68%
6.68%
7 50%
0 00%
0 00%
0 00%
0.00%
0 00%
0.00%
0.00%
0.00%
0.00%
0.00%
0 00%

- 0.00%

6.68%

Item 1OGA--3



Docket Noo R-2008-2020323

fren: 1OGA-(-8

Respondent Tohn M. Quinag

Postiion: Viee President. 1.OC Rates and Gas Suppls

EQUITABLE GAS COMPANY
Response to [nterrogatornies of the
fndependent Ol and Gias Association of Pennsy vania

e 1OGA--8

Please calculate what a cost based Rate AGS would be tor cach cost-ol-service study
using, the following assumpuions: The numerator of the rate is the total cost of seevice at
proposed cates tor the Rate AGS service and the denominator is total gathering systen
throughpur.

Response:

An arithmetical caleulation which divides the total “cost of service™ at proposed rates tor
Rate AGS service, as presenied in Equitable Exhibic [V, by the wotal gathering system
throughput would not produce a cost basced rate for Rate AGS as sugyested by the question.
The cost ot service studies presented i Fguitable Fxhibin 1V are not intended 1o identily a
maximum cost of service rate for negotiated Rate AGS. Rather, the studies simply idenufty
$7.5 milbion of the $31.9 milion revenue deficicncy that should be recovered from
Equitable’s Rate AGS customers. The actual cost of service is much higher, The cost-of-
service studies do not include estimated costs ol gas related o compression or lost and
unaccounted tor volumes. The antached caleulation estimares a Rate AGS cast of service of
$1.96 per Dih.



iOGA-1-8
($000 Omitted)

1 Cost of Service $12.843
2 Billing Determinants (Dth) 14 444
3 Cost of Service Rate (Dth) $ 0.89
4 Retainage 9 00%
5 Retainage cost @ $11.916 $ 15,490
6 Total Cost $28.333
7 Total Cost of Service/Dth $ 196
Notes

1 Exhibit 1V, Item 53 53 tV-B-1(A). Sheet 1 of 85.
2 Exhibit (H

3 Line 1t/ Line2

4 Tariff retainage rate

5 June NYMEX close =$11.916

6 Line t +Line5

7 Linet+Line5



Docket No 1-2008-2026325

hea: TOGAAL-13

Respondent: John M. Quian

Positton: Vice President. DO Rates and Gas Supply

EQUITABLE GAS COMPANY
Response to Interrogatories of the
Independent Oil and Gas Associauon of Pennsvlvania

ltem:  [OCGA-(-13

Please explain why the costs of Equitable’s sathering svstem should not be allocated
solely to ts residential and general sales service customers who are the beneliciaries of’
Pennsylvama produced gas and also to those transportation customers wha transpart
Peansvivania supplies on Equitable's svstem.

Response:

Allocation of the cost of the gathering systenr solely o resideniial, general sales service,
and transportation customers would lead 10 cross subsidization. inaccurate prices sianals,
and allow producers of Pennsylvania gas who benelit trom the svstem and who may well
be the primary beneficianies ol the system w escape paying any of the pathering system
Costs.



Docket Na. R-2008-20249323

ltem: 1OGA-L28

Respoudent: John M. Oumn

Position: Vice President. 1.0DC Rates and Gras Supply

LOUITABLE GAS COMPANY
Response o nterrogatories of the
[ndependent Oil and Gas Association of Pennsylvania

lten: (OKA-L28

Does Equitable view its gathering svstem as a benelit to its ratepayers? Please explain.

Response:

Lquitabie views its gathering svstem as a benefit to its ratepavers. Customers recene
natural gas service directly from gathering lines (service from ticld lines). Absent
Fquitable’s service trom leld lines, distedtion service line extensions, for the muost part,
would be uncconomic and therelore, many customers would be depted natural gas seevice.

Equitable also believes that a benelit will exist for residential, commercial, and industeial
distribution customers of Equitable if PA production can be acquired and transported to
Equitable’s distribution system at prices less than city gate delivered interstate natural gas
supply.  Producers who use the gathering system o bring their gas 1o market also benetit
fronn the gathiering system.



[ocket No. R-2008-2029325

Beme: 1OGA--H

Respondent: Carol B Gras

Position: Mapager. Planning aod Analysts

EOUITABLE GAS COMPANY
Respounse to lnterrogatories of the
Independeat O} and Gas Association of Peansylvania

ftem:  [OGA--1

For each ol the following compressor stations, please indicate the FERC account for the
asset, its original cost. and its accumulated depreciation:

(a) Crooked Creek

(h) Atwoad

(<) Creighton

{(dy Village

() Fisher

(0 Shioemaker

(2) Hill

Please provide the information in Excel tormat.

Response:

The attached analysis provides the requested infonmation by compressor station as ol June
30, 2008, Please note, sice the Company uses the composite method w caleulate
depreciation expense, the accumulated depreciation veserve far cach station 15 an estimate
based onin-seevice dates and curreant depreciation rates.



Equitable Gas Company - PA Division
Compressor Stations by FERC Account
As of June 26, 2008

Original Accumaulated
Station FERC Acct Cost Depreciation
Atwood (Avondale) 327000 $ 6.607 $ (1,784)
333000 106,335 (37.148)
368000 334 (333
397300 3.096 (3,096)
Total $ 116.612 $ 0 (45.382)
Creighton 303000 $ 7.471 $ (2.304)
36310 21326 -
366100 239,320 (111128
368000 2404712 (333.635)
369000 333 (313)
370000 37500 (37.301)
389100 9.766 -
Total 3 2,760,032 $ (524.682)
Crooked Creek 325100 $ 2365 $ -
327000 [37.726 (72.827)
333000 2867180 H07.112)
334000 3.706 {1.526)
337000 3.066 {2.690)
J90001) 07,039 {28.400)
391000 3.806 (2.312)
394000 32576 (30.586)
39710 15,684 (8.797)
397400 4,330 (t.136)
Total $ 3.179.798 $ (535.390)
Fisher 365110 $ 3.363 $ .
306100 233,396 (928351
68000 [.0639,738 (372501
373000 199 (199)
393000 2303 {2.303)
397120 1508 {4.508)
Total S 1.903.707 ¥ (672.363)
Hill 327000 h) 64.821 ¥ (28350
733000 237491 (122.336)
368000 100,185 (8.903)

Total b 402,497 $ (139.378)




Equitable Gas Company - PA Division
Compressor Stations by FERC Account

As af June 20, 2008

Station
Shoemaker
Total
Village
Total

FERC Acct

303000
365110
366100
36600
68000
39000

397120

SO0
393000

$

$

Original

Caost

7471
4,063
423,399
772
6.113.467
43,297
2318

y 6.394 787

2.000
9516
195272
100183
79918
3.853
390,744

Accumulated

Depreciation

$ (2.304)
(146.898)
(404
(1.355,105)
(26.532)

2.318)

-

$ (1,533.362)

$ -
(3.436)
(89,722)
(8,903)
(62.734)
(3.818)

$ (170,613)




Dacket No, R-2008-2029323
lene 1OGA-1-43

Respondent: Fliomas Po Wiggers
Position: Director, Gas Supply

EQUITARBLE GAS COMPANY
Response o Interrogatories ot the
Independent Ol and Gas Association of Pennsylvania

{teny:  1OGA-E-43
Reference Equitable's response ta 52 1 Code § 53,53, LC.2, Sheet 1. Does this map

show all vathering tacilities within the scope of Rate AGS? [ not. please provide a map
shinwing these facilities.

Response:

i part, Duce to the contidential nature of this reguest. o map ot the gathering facilities 1s
available tor revies at the Jaw ottices of Thomas, Fhomas, Armistrang & Niesen, Suite
500, 212 Focust Street, Harrisburg, PA.L



Docket No. R-2008-2029323
ltem: 1OGA-H-5

Prepared by: Thomas P Wiggers
Tide: Director Gas Suppiv

LOUITARLE GAS COMPANY
Response (o luterrogatories of the
Independent Ol and Gas Association of Pennsyhvania

friecm:  1OGA-UHL-3

Follow-up to [OGA-[-3 in R-2008-2029325. Equitable did not completely answer the
question asked. Please provide a list showing the following:

Column 1: Agrecment numbers, starung at | and numbering conseeutively.
Column 2: Rate charged under Rate AGS.
Columan 3: Retaiage percentage charged under Rate AGS,

Column 9: Reason tor charging a rate in column (2) or retainage column {3) less than

the highest rate or retainage percentage showa for any agrecment.
h B Y 3

PN

Cotumn
aleernative pipeline.

I reason i cotumn (43 1s “competitive alternative " list the distance to the

Also, please explain why the attachment 1o IOGA -1-3 shows well over 100 customers while
I 3

the respotise 0 OTS-RS-14 states that there are 98 Rate AGS customers.

Response:

Please see the attached. The response to OTS-RS- 4 Hists the 1otal number of Rate AGS
customiers. The respanse w IOGA-E-3 cludes more than the total number of Rate AGS

customers because the same Rate AGS customer may be included n several of the
categorics i table included in FOGA-]-3.



EQUITABLE GAS COMPANY
Response to Interrogatonies of I0OGA

Docket No. R-2008-2029325
Item . IOGA-IN-5

Agreement # Rate
Calumn (1)

Retainage Reason for Rate
Column {2) Column (3) Column (4)

Explanation

Agreement {

Agreement 2

Agreement 3

Agreement 4

Agreement 5

Agreement 6

Agreement 7

Agreement 8

Agreement 9

Agreement 10
Agreement 11
Agreement 12
Agreement 13
Agrecment 14
Agreement 15
Agreement 16
Agreement 17
Agreement 18
Agreement 19
Agreement 20
Agreement 21
Agreement 22
Agreement 23
Agreement 24
Agreement 25
Agrecment 26
Agreement 27
Agreement 28
Agreement 29
Agreement 30
Agreement 31
Agreement 32
Agreement 33
Agreement 34
Agreement 35
Agreement 36
Agreement 37
Agreement 38
Agreement 39
Agreement 40
Agreement 41
Agreement 42
Agreement 43
Agreement 44
Agreement 45
Agreement 46

0.00% Negotiation
0.00% Negotiation
0.00% Negaotiation
0.00% Negatiation
0.00% Negaotiation
0.00% Negotiation
0.00% Negotiation
0.00% WNegotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negatiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negatiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
0.00% Negotiation
©0.00% Negotiation
0.00% Negotiation

Column (5)
See Column (4)
See Column (4)
See Column (4}
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column {4)
See Column (4)
Sec Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Cotlumn (4)
See Column (4)
See Column (4)
See Calumn (4)
See Column (4)
See Column (4)
See Columin (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)



EQUITABLE GAS COMPANY
Response to Interrogatories of IOGA

Docket No. R-2008-2029325
ltem: JOGA-I-5

Agreement #

Rate

Retainage

Reason for Rate

Explanation

Column (1) Column (2) Column (3) Column (4) Column (5)
Agreement 47  § - 0.00% Negotiation See Caoiumn (4)
Agreement 48§ - 0.00% Negotiation See Columin (4)
Agreemenl49  § 0.00% Negotiation See Column (4)
Agreement 50§ 0.00% Negotiation See Column (4)
Agreement 51§ - 0.00% Negotiation Sec Column (4)
Agreement 52§ 0.00% Negotiation See Column (4)
Agreement 53  § - 0.00% Negotiation See Column (4)
Agreement 54  § - 0.00% Negotiation See Column (4)
Agreement 55 S 0.00% Negotiation See Column (4)
Agreement 56§ - 0.00% Negotiation See Column (4)
Agreement 57  § 0.1400 0.00% Negotiation See Column (4)
Agreement 58 $ 0.2500 .00% Negotiation See Column (4)
Agreement 59  § 0.2500 0.00% Negotiation See Column (4)
Agreement60 3§ 0.2500 0.00% Negotiation See Column (4)
Agreement 61§ 0.2500 0.00% Negotiation See Column (4)
Agreement 62  § 0.2500 (.00% Negotiation See Column (4)
Agreament 63 $ 0.3000 0.00% Negotiation See Column (4)
Agrecment 64§ 0.3000 0.00% Negotiation See Column (4)
Agreement 65 $ 0.3500 0.00% Negotiation See Column (4)
Agreement66  $ 0.4000 0.00% Negotiation See Column (4)
Agreement67  § 0.4000 0.00% Negotiation See Column (4)
Agreement68  $ 0.5000 0.00% Negotiation See Column (4)
Agreement 69§ 0.5000 0.00% Negotiation See Column (4)
Agreement 70§ 0.5000 0.00% Negotiation See Column (4)
Agreement 71§ 0.5000 0.00% Negotiation See Cotumn (4)
Agreement 72§ 0.5000 0.00% Negotiation See Column (4)
Agreement 73§ 0.5000 0.00% Negaotiation Sece Column (4)
Agreement 74§ 0.5000 0.00% Negotiation See Column (4)
Agreement 75 $ 0.5000 0.00% Negotiation See Column (4)
Agreement 76  § 0.5000 0.00% Negotiation See Column (4)
Agreement 77 § 0.5000 0.00% Negotiation See Column (4)
Agreement 78  § 0.5000 2.00% Negotiation See Column (4)
Agreement 79§ 0.2500 5.00% Negotiation See Column (4)
Agreement 80 § 0.2500 5.00% Negotiation See Column (4)
Agreement81  $ 0.2500 5.00% Negotiation See Column (4)
Agreement 82  $ 0.2500 5.00% Negotiation See Column (4)
Agreement83 § 0.2500 5.00% Negotiation See Column (4)
Agreement 84  $ 0.3000 5.00% Negotiation See Column (4)
Agreement 85  $ 0.3000 5.00% Negotiation See Column (4)
Agreement 86§ 0.3000 5.00% Negotiation See Column (4)
Agreemient 87  $  0.3000 5.00% Negotiation See Column (4)
Agreement 88 3 0.3000 5.00% Negotiation See Column (4)
Agreement 89  § 0.3000 5.00% Negotiation See Column (4)
Agreement 90§ 0.3000 5.00% Negotiation See Column (4)
Agreement 91 $ 0.3000 5.00% Negotiation See Column (4)
Agreement 92 $ 0.3000 5.00% Negotiation See Column (4)



Agreement #

Column (1)
Agreement 93
Agreement 94
Agreement 95
Agreement 96
Agreement 97
Agreement 98
Agreement 99
Agreement 100
Agreement 101
Agreement 102
Agreement 103
Agreement 104
Agreement 105
Agreement 106
Agreement 107
Agreement 108
Agreement 109
Agreement 110
Agreement 111
Agreement 112
Agreement 113
Agreement 114
Agreement 115
Agreement 116
Agreement 117
Agreement 118
Agreement 119
Agreement 120
Agreement 121
Agreement 122
Agreement 123
Agreement 124
Agreement 125
Agreement 126
Agreement 127
Agreement 128
Agreement 129
Agreement 130
Agreement 131
Agreement 132
Agreement 133
Agreement 134
Agreement 135
Agreement 136
Agreement 137
Agreement 138

EQUITABLE GAS COMPANY
Response to Interrogatories of IOGA

Rate Retainage
Column {2y Column {3}
0.3000 5.00%
0.3000 5.00%
0.3000 5.00%
0.3000 5.00%
0.3600 5.00%
0.3000 5.00%
0.3500 5.00%
0.3500 5.00%
0.3500 5.00%
0.3500 5.00%
0.3500 5.00%
0.3500 5.00%
0.3500 5.00%
0.4000 5.00%
0.4500 5.00%
0.4500 5.00%
0.4500 5.00%
0.4500 5.00%
0.4656 5.00%
0.5000 5.00%
0.2500 5.40%
0.2500 5.40%
0.3000 5.40%
0.3500 5.40%
0.3500 5.40%
0.3500 5.40%
0.3500 5.40%
0.4000 5.40%
0.4000 5.40%
0.4500 5.40%
0.4500 5.40%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
0.4656 6.68%
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Reason for Rate
Column {4)
Negotiation
Negotiation
Negoliation
Negotiation
Negotiation
Negatiation
Negotiation
Negotiation
Negotiation
Negaotation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negaliatian
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negatiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation
Negotiation

Item IOGA-IL-5

Explanation
Cotumn (9)
Sece Column (4)
See Column (4)
See Calumn (4)
See Column (4)
See Coluinmn {(4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Columin (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Columin (4)
See Column (4)
See Columin (4)
See Column (4)
See Cotumn (4)
See Column (4)
See Columin (4)
See Columin (4)
See Column (4)
See Column (4)
See Column (4)
See Columir (4)
See Column (4)
See Columan (4}
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Column (4)
See Columin (4)
See Column (4)
See Column (4)
See Column (4)



E=QUITABLE GAS COMPANY
Response to Interrogatones of tOGA

Docket No. R-2008-2029325
ltem: 1OGA-IN-H

Agreement # Rate Retainage Reason for Rate Explanation

Column (1)

Column (2) Column (3}

Column (4)

Column (5)

Agreement 139 $ 0.4656 6.68% Negotiation See Column (4)
Agreement 140 $ 0.4656 6.68% Negotiation See Column (4)
Agreement 141  $ 0.4656 6.68% Negotiation See Column (4)
Agreement 142 § 0.4656 6.68% Negotiation See Column (4)
Agreement 143  $ 04756 6.68% Negotiation See Column (4)
Agreement 144 $ 0.4756 6.68% Negotiation See Column (4)
Agreement 145§ 0.4791 6.68% Negatiation See Cotumn (4)
Agreement 146§ 0.4791 6.68% Negotation See Column (4)
Agreement 147  $ 0.4791 6.68% Negotiation See Column (4)
Agreement 148 3 0.4791 6.68% Negotiation See Column (4}
Agreement 149 § 0.4791 6.68% Negotiation See Column (4)
Agreement 150 § 0.4791 6.68% Negotiation See Column (4)
Agreement 151 § 0.4791 6.68% Negotiation See Column (4}
Agreement 152§ 0.4791 6.68% Negotiation See Column (4)
Agreement 153 $ 0.6500 7.50% Negotiation See Column {4)
Agreement 154  § (.6500 7.50% Neqotiation See Column (4)
Agreement 155 § 0.6500 7.50% Negotiation See Column (4)
Agreement 156  § 0.6500 7 .50% Negotiation See Column (4)
Agreement 157 § 0.6500 7.50% Negotiation See Columun (4)
Agreement 158 $ 0.1656 0.00% Negotiation See Column (4)
Agreement 158 § (.2500 0.00% Negotiation See Column (4)
Agreement 160§ 0.2500 0.00% Negotiation See Coluimn (4)
Agreement 161  § 0.2500 0.00% Negotiation See Column (4)
Agreement 162 $ 0.2500 0.00% Negotiation See Column {4)
Agreement 163 5 0.3000 0.00% Negotiation See Column (4)
Agreement 164 § 0.3500 0.00% Negotiation See Column (4)
Agreement 165  $ 0.3500 0.00% Negotiation See Column (4)
Agreement 166  § 0.4500 0.00% Negotiation See Column (4)
Agreement 167 % 0.4656 0.00% Negotiation See Column (4)
Agreement 168 $ 0.4657 0.00% Negotiation See Column (4)
Agreement 169 $§ 0.4791 0.00% Negotiation See Column (4)
Agreement 170§ 0.5000 0.00% Negotiation See Column (4)
Agreement 171§ 0.5000 0.00% Negotiation See Column (4}
Agreement 172§ 0.5500 0.00% Negotation See Column {4)
Agreement 173  § 1.0000 0.00% Negotiation Seae Column (4)
Agreement 174§ - 0.00% Negatiation See Column (4)
Agreemem 175 % 0.00% Negotiation See Column (4)
Agreement 176 % - 0.00% Negotiation See Column (4)
Agreement 177  § - 0.00% Negotiation See Column (4)
Agreement 178 § 0.4656 6.68% Negotiatian See Columin (4)



Docket No. R-2008-2029325
ltean: [OGA-TH-6

Prepared by Thomas P Wigyers
Tule: Dircetor Gas Supply

FEOUITABLLE GAS CONPANY
Response to Interrogatones ol the
tndependent O and Gas Associanon ol Peansylvania

ltew: 1OGA-IH-6

(a}

(h)

()

Response:

When did Fyuitable acquire and begin to operate the Crooked Creck pathering

system’!
Frony what company did Equitable acquire this system?
Did Equitable seck and obtain approval from FERC and/or the Pa PUC tor the

acquisition of this system? 1 s0, please provide copies ol the regulatory request(s)
and the regulatory approval(s). [Fnot, please explain why not,

Please see the atachments.
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CHARLES E. THOMAS, JR. www. ttanlaw. com ”
J— CHArLES . THOMAS
S e
Direct Dial: (717) 255-7615 FIRM (7171 255-7600 (1913 - 1998)
E-Mail: cthomasju@utaniaw.cont FAN 12170 230 -R27H

April 1, 2003

James J. McNulty, Secretary
Pennsyivania Public Utility Commission
Commonwealth Keystone Building

400 North Street

P. O. Box 3265

Harrisburg, PA 17105-3265

Inre: Docket No.
Application of Equitable Gas Company for Such Approvals as Are Necessary in

Connection with Its Acquisition of the PA-North Gathering System from Its Affiliate,
Equitable Field Services, LL.C, and Its Proposed Gathering Service Rate Schedule

Dear Secretary McNulty:

Enclosed for filing on behalf of the Equitable Gas Company Division of Equitable Resources, Inc.
are an original and three (3) copies of the Company's application for such approvals as are necessary in
connection with its acquisition of the PA-North Gathering System from its affiliate, Equitable Field Services,
LLC, and its proposed gathering service rate schedule.

If the Commission should have any questions or need any additional information, please contact
Daniel L. Frutchey, the Company's Senior Vice President and General Counsel, at 412-395-3202 or the

undersigned at 717-255-7615.
Very truly yours,

THOMAS, THOMAS, ARMSTRONG & NIESEN

By @ WA
oY1,

Charles E. Thorhas,

Encl.

cc: Office of Trial Staff (w/encl.)
Office of Consumer Advocate (w/encl.)
Office of Small Business Advocate (w/encl.)
Daniel L. Frutchey (w/encl.)
Stephen C. Rafferty (w/encl.)

030401McNuRY wprd



Before The
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Application of Equitable Gas Company

for Such Approvals as Are Necessary

in Connection with Its Acquisition of :

the PA - North Gathering System from : Docket No.
Its Affiliate, Equitable Field Services, :

LLC, and Its Proposed Gathering

Service Rate Schedule

TO THE HONORABLE PENNSYLVANIA PUBLIC UTILITY COMMISSION:

AND NOW, comes Equitable Gas Company (‘EGC"), a division of Equitable
Resources, Inc, by its attorneys, and applies to the Pennsylvania Public Utility
Commission (“Commission’} for such approvals as are necessary 0 connection with its
acquisition of the PA - North Gathering System from its affiliate, Equitable Field Services,
LLC (“EFS”) and its proposed gathering service rate schedule. In support of this
Application, EGC represents as follows:

BACKGROUND

1. EGC is the regulated utility division of Equitable Resources, Inc. EGC is
engaged in the purchase, distribution, sale and transportation of natural gas and serves
over 259,000 residential, commercial and industrial customers in the City of Pittsburgh
and adjacentterritories in Allegheny, Armstrong, Butler, Clarion, Fayette, Greene, Indiana,
Jefferson, Washington and Westmoreland Counties in Southwestern Pennsyivania.

2. EFS is a Delaware Limited Liability Company. EFS is engaged in the
provision of gathering and gas purchases from field lines and owns approximately 107
miles of gathering pipeline in Armstrong and Indiana Counties which EFS refers to as its
PA - North Gathering System. EGC provides retail natural gas service to approximately

520 essential human needs residential customers along the PA - North Gathering System.



3. EGC and EF S propose to enter into a Bill of Sale and Assignment pursuant
to which EGC will acquire the PA - North Gathering System from EFS.

APPROVAL OF BILL OF SALE AND ASSIGNMENT WITH AFFILIATE

4. Section 2102(a) of the Public Utitity Code, 66 Pa. C.S. §2102(a), provides
that no contract or arrangement for the purchase, sale or exchange of any property
between a public utility and any affiliated interest shall be valid or effective unless and until
such contract has received the written approval of the Commission.

5. Section 2102(b) of the Public Utility Code, 66 Pa. C.S. §2102(b). provides
that it shall be the duty of every public utility to file with the Commission a verified copy of
contracts with affiliated interests and that the Commission shall approve such contracts
only if it shall clearly appear and be established upon investigation that the contract in
question is reasonable and consistent with the public interest.

Q. Section 2102(b) further provides that no contract with affiliated interests
shall receive the Commission’'s approval unless satisfactory proof is submitted to the
Commission of the cost to the affifiated interest of furnishing the property and that no
proof shall be satisfactory unless it includes the original or verified copies of the relevant
costrecords of the affiliated interest. The Commission may, however, where reasonable,
approve or disapprove such contracts without the submission of such cost records.

7. Allowing a non-affiliated third party to acquire the PA - North Gathering
System could place at risk, from both an operational and a cost perspective, service to the
approximately 520 essential human needs residential customers presently served by EGC
along the System.

8. A form of the Bill of Sale and Assignment between EGC and its affiliate,
EFS, is attached hereto as Attachment A. An accounting exhibit showing the net book

value of the PA - North Gathering System, estimated to be roughly $500,000, will be filed

2-



with the Commission within the next two weeks. EGC submits that the proposed
assignment is reasonable and consistent with the public interest pursuant to Chapter 21
of the Public Utility Code.

APPROVALS, IF ANY, PURSUANT TO CHAPTER 11 OF THE
PUBLIC UTILITY CODE

9. Section 1102 of the Public Utility Code, 66 Pa. C.S. §1102, identifies those
acts that require the approval of the Commission evidenced by the issuance of a
certificate of public convenience. Section 1102(a)(3), 66 Pa. C.S. §1102(a)(3), requires
the issuance of a certificate of public convenience for a public utility to acquire the title to
any tangible property used or useful in the public service. An acquisition is, however,
exempt from the certification requirement if the property to be acquired is to be installed
new as a part of or consumed in the operation of the used and useful property of the
public utility. 66 Pa. C.S. §1102(a)(3)ii).

10.  EGC's acquisition of the PA - North Gathering System would seem to fall
within the exemption noted in Section 1102(a)(3)(iii). While the System is tangible
property that EGC is acquiring for use in the public service, it will be consumed in the
operation of EGC's existing used and useful property. EGC submits that its acquisition
of the PA - North Gathering System is, therefore, exempt from the certification
requirements of Chapter 11 of the Public Utility Code but, if it is not exempt, then EGC
respectfully requests that the Commission issue a Certificate of Public Convenience

authorizing its proposed acquisition of the PA - North Gathering System from EFS.



APPROVAL OF PROPOSED GATHERING SERVICE RATE SCHEDULE

11.  Although acquisition of the PA - North Gathering System would increase
rate base and operating and depreciation expense, EGC is not proposing any increase
in its existing rates by virtue of the proposed acquisition. At the same time, in connection
with the acquisition of the PA - North Gathering System, EGC would begin providing a
gathering service to those producers with facilities along the System route. Consequently,
a proposed gathering service rate schedule is attached hereto as Attachment 8. The rate
for the service will be negotiated between EGC and the producer. EGC respectfully
requests that the Commission allow the proposed gathering rate schedule to go into effect
on less than 60 days notice, immediately following the Commission's approval of this
Application and the submission of EGC’s compliance filing.

WHEREFORE, Equitable Gas Company prays that the Public Utility Commission
issue such approvals as are necessary in connection with its acquisition of the PA - North
Gathering System from its affiliate, Equitable Field Services, LLC, and its proposed
gathering service rate schedute.

Respectfully submitted

By

Charles E. Thorga
Thomas T. Niesen,
THOMAS, THOMAS, ARMSTRONG & NIESEN
212 Locust Street, Suite 500

P.0O. Box 9500

Harnsburg, PA 17108-9500

Daniel L. Frutchey

Senior Vice President and General Counsel
EQUITABLE GAS COMPANY

200 Allegheny Center

Pittsburgh, PA 15212

Attorneys for Equitable Gas Company,

a Division of Equitable Resources, Inc.
Petition for Approvals wpd

4.



ATTACHMENT A



BILL OF SALE AND ASSIGNMENT

THIS BILL OF SALE AND ASSIGNMENT is made and entered into to be
cifective as of the  day ot , 2002 by and between Equitable Field
Services, LELC, a Delaware himited liability company, with an office at Four Allegheny
Center, 9" Floor, Pittshburgh, PA 15212, herenafter referred to as “EFS™ and Equitable
Gas Company, a division of Equitable Resources, Inc., a Pennsylvania corporation, with
an oftfice at 200 Allegheny Center Mall, Pattsburgh, PA 15212 hereinafter referred to as
“Equitable Gas™.

WHEREAS, IS is the owner of certain gathering systems and facilities as
described in an Order Authonzing Abandonment and Determining Jurisdictional Status
of Facilitics catered on February 14, 2002 by the Federal Encrgy Regulatory Commuission
(“FERC™) and tn an Assignment dated ctfective February 14, 2002 by and between
Equitrans, LI" and EFS;

WHEREAS, LIS desires to bargain, sell, assign, transfer and convey all of its
nght, title and interest in and to certain of those pipelines, properties and facilitics unto
Equitable Gas including all of its right, title and interest in all leases, deeds, casements,
road grants, ltcenses, permits, rights of way agreements, or other interests in property and
facilitics relating thercto (o the extent the same are necessary or convenient to the
continucd operation of the pipelines and appurtenant facilities;

WHEREAS, Equitable Gas wishes to aceept such assignment and conveyance of
all cighy, title and interest of EFS in and to the property more particularly identified and
described below.

NOW THEREFORE, for and in consideration of the premises and the mutual
promiscs and covenants made by the parties hereto, and further for and in consideration
of Ten Dollars (310.00) cash in hand and other good and valuable consideration not
recited herein, paid unto EFS by Equitable Gas, the receipt and sufficiency of which s
hereby acknowledged, EFS docs hercby GRANT, BARGAIN, SELL, ASSIGN,
CONVEY and TRANSFER unto Equitable Gas, its successors and assigns, all of its
right, title and tnterest in and to:

1. Certaun of those pipelines and facilities owned by EFS and referred to as
Pennsylvania Gathering — North (“"a-North™) located in Annstrong and Indiana,
Counties, Pennsylvania known as the Atwood, Crooked Creek and Kelly
gathering sections and generally described as follows:

(a) The Atwood section consists of approximately 18.7 miles of pipeline
varying in size from two inches to 6.625 inches in diameter and
ranging in length from six fect to 5.6 miles. The 45 tines that comprise
this section for two primary backbone structures, lines 1°-175 and F-
167, serve to gather the gas and dehiver it directly 1o the Atwood



compressor statton. The Atwood section includes a 340 horsepower
(HPY compressor.

(h) The Crooked Creek scction consists of approximately 87 niles of
pipeline varying tn size from 1 inch to 20 inches in diameter and
ranging I1n length from 2 feet to 11.] miles. The 147 lines that
comprise thts section form both a backbone and web-like structure.
The backbone configuration is comprised of Lines F-184, F-187, -
189, F-190 and F-200 gather the gas received from smaller pipelines
and deltver it to the Crooked Creek compressor station.

(c) The Kelly section consists of approximately 1.7 miles of pipeline
varying in size from 2 inches to 8 inches in diameter and ranging in
length from 1547 feet to 3,222 feet. The four lines that comprise this
section form a web-iike structure and gather gas tor delivery to
Lzquitrans' transnussion line H-114.

and being more specifically described and identitied in the Abbreviated
Application for an Order Permitting and Approving  Abandonment and
Determining Non-Jurisdictional Gathering Status of Facilitics and  Service
filed July 2, 2001 by [Cquitrans LP (“Application™) and in the Order
Authorizing Abandonment and Determiaing Jurisdictional Status of Facilities
issued by FERC on February 14, 2002 (“Order™) in FERC Docket No. CPOI1-
396-000 and all feases, deeds, casements, road grants, licenses, permits, right
of way agrecments or other interest in property and facilities relating thereto
to the extent the same are necessary or convenient (o the continued operation
of the pipelines and appurtenant facilities;

b

All attendant meters and atl pressure control devices and other appurtenant
equipment, rights and privileges, including associated casements, rights of way, or
other interests 1 property and facilities which EFS possesses to the extent the
same are necessary or convenient to the continued operation of the pipelines and
facilities; and

3. All contracts and agreements relating primarily to or otherwise afiecting the
pipelines, meters, compressor stations and f{acilities transferred hercunder which
are not otherwise described above.

TO HAVE AND TO HOLD the forgoing unto Equitable Gas, its successors and
assigns.

This instrument is signed by EFS and Equitable Gas as of the date of
acknowledgement of their signatures below, but is eftective for all other purposes as of
the Effective Date off stated above.

{3



IN WITNESS WHEREOF | the parties hereto have executed this Bill of Sale and
Assignment by their respective oflicers. duly hereunto authorized.

Assignor Assignee
Equitable Field Services, LL.C Equitable Gas Company,
A division of Equitable Resources, Inc.

By: By:
Its: Its:

ACKNOWLEDGEMENTS

COMMONWEALTH OF PENNSYLVANIA

COUNTY OF

I, . a Notary Public in and for said County and
State, do certify that the foregoing BHLL OF SALE AND ASSIGNMENT was this day
produced to me in satd County and State aforesaid and duly acknowledged before me by
_ , known to me to be the of
EQUITABLE FELD SERVICES, LL.C.

Witness my hand this day of , 2003.

My commission expires

(OFFICIAL SEAL) Notary Public



COMMONWEALTH OFF PENNSYLVANIA

COUNTY OF

[, , @ Notary Public in and for said County and
State, do certify that the foregoing BILL OF SALE AND ASSIGNMENT was thus day
produced to me in said County and State aforesaid and duly acknowledged before me by
known t0 me (o be the __of
EQUITABLE GAS COMPANY, a division of Equitable Resources, Inc.

Witness my hand this day of , 2003,

My commission expires

(OFFICIAL SEAL) Notary Public



ATTACHMENT B



SUPPLEMENT HNO.

GAL - PAL PLUC. NO.22

SECOND REVISED PAGE NO. 98

EQULTARLE GAS COMPANY CANCFLLTING FIRST REVISED PAGE NO. 98

PATE AGS - APOLLO GATHERIIG SERVICE ()
APPLICARBILITY

This rate schedule shall be applicable throughout the Apollo District
for natural gas produced in and available for redelivecy in the Apollo
Districe.

AVATLABILITY

Service under this rate schedule is available to any party desiring to
transport gas through the gathering system for redelivery into the
Company’s Apollo District provided that rthere exits: (1) a gas purchase
agreement with the Company; or, a gas purchaso agreement with a third-
party having service under a Company transportation Rate Schedule has
been executed; and (2) compliance with the provisions of this Rate
Schedule and with all other provisions of this Taviff.

BATE

The applicable rate for this service shall be determined by
negotiation. The Company shall retain a separate quantity of gas fLor
fuel, loss and unaccounted for gas required to provide this gathering
service.

TERM

The term for service shall be a winimum of onge (1) year from the
commencement of deliveries of gas supplies.

CHARACTER OF SERVICE

Equitable’s only obligation under this Rate Schedule shall be to
receive gas from any Appalachian receipt puint and te permit that gas
to flow against the existing pressure in Equitable’s facilities.
Equitable shall not be obligated to lower such line pressure by
compression or otherwise to accommodate receipts from local Appalachian
producers under this Rate Schedule.

Service under this Rate Schedule shall be subject to Operational Flow
Orders pursuant to Section 11.13 of the Rules and Regulations of this
Tariff. Nothing in this Rate Schedule shall limit Equitable’s right to
interrupt scrvice or to take other action as may be required to
alleviate conditions which threaten the integrity of its system.

{C} Indicates Change.

[350ED: EFFECTIVE:
R. L. CRAWFORD
PRES TDENT






VERIFICATION

I, STEPHEN C. RAFFERTY, Director - Gas Acquisition and Management of Equitable
Gas Company, a Division of Equitable Resources, Inc., hereby state that the facts set forth in
the foregoing document are true and correct to the best of my knowledge, information and
belief and that | expect to be able to prove the same at a hearing held in this matter. |
understand that the statements herein are made subject to the penaities of 18 Pa. C.S. §4904

(relating to unsworn falsification to authorities).

Date: March 3! 2003




CHARLES E. THOMAS, JR.

Direct Dial: (717) 255-7615
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April 28, 2003

James J. McNulty, Secretary
Pennsylvania Public Utility Commission
Commonwealth Keystone Building

400 North Street
. O. Box 3265

Harrisburg, PA 17105-3265

Inre: Docket No.
Application of Equitable Gas Company for Such Approvals as Are Necessary in
Connection with Its Acquisition of the PA-North Gathering System from Its Affiliate,
Equitable Field Services, LLC, and Its Proposed Gathering Service Rate Schedule

CHARLES E. THOMAS
(1913 - 1998)

Dear Secretary McNuity:

On April 1, 2003, we filed the above referenced Application on behalf of the Equitable Gas
Company Division (“Equitabie” or “Company”) of Equitable Resources, inc.
Application Equitabie stated that it would be submitting an Accounting Exhibit to the Public Utility

Commission which would show the net book value of the PA - North Gathering System.

In Paragraph 8 of the

Four copies of

the Accounting Exhibit are enclosed. Please include the Exhibit with the original Application.

If the Commission should have any questions or need any additional information, please contact
Daniel L. Frutchey, the Company's Senior Vice President and General Counset, at 412-395-3202 or the
undersigned at 717-255-7615.

Encl.

Very truly yours,

THOMAS, THOMAS, ARMSTRONG & NIESEN

By M«ﬂ[“}"

Charles E. Thomas J

~C: Office of Trial Staff (w/encl.)
Office of Consumer Advocate (w/encl.)
Office of Small Business Advocate (w/encl.)
Daniel L. Frutchey (w/encl.)
Stephen C. Rafferty (w/encl )
H. Edwin Rodrock (w/encl.)

0304Z8McNutty wid



ACCOUNTING EXHIBIT



Equitable Gas Company
Original Cost and Net Book Value
PA - North Gathering System
At February 28, 2003

Plant Original Cost

General $ 3,096
Production and Gathering 1,156,925
Total $ 1,160,021

Net Book
Value

% 522

670,376

$670,898



N COMMONWEALTH OF PENNSYLVANIA
DHOBWD PENNSYLVANIA PUBLIC UTILITY COMMISSION
puc P.O. BOX 3265, HARRISBURG, PA 17105-3265 JeserLy puease

-nmuu

G-0003 1009
JUNE 1, 2003

THOMAS T NIESEN

THOMAS THOMAS ARMSTRONG AND NIESEN
212 LOCUST STREET

P O BOX 9500

HARRISBURG PA 17108-9500

Re: Affiliated Interest Agreement Between Equitable Gas Company and
LEquitable Field Services, LLC

Pear Mr. Niesen:

On April 1, 2003, Lquitable Gas Company (“Equitable Gas™) and Equitable Field
Services, LLC (“Equitable Field Services™) filed an Affiliated Interest Agreement. This
agreement is filed in accordance with the requirements of Section 2102(b) of the Public Utility
Code, 66 Pa. CS. §2102(h). Oa May 22,2003, the Commission extended the period for
consideration of this Agreement unul further order of the Commission. The Agreement is
necessary for Equitable Gas™ acquisition of the PA -North Gathering System from its affiliate,
Lquitable Field Services.

Upon review of the compantes’ fiting, it does not appear that this filing is unreasonable or
contrary to the public interest. Therefore, this filing is hereby approved. However, approval of
this filing does not constitute a determination that such filing s consistent with the public
interest, and that the assoctated costs or expenses are reasonable or prudent for the purposes of
determining just and reasonable rates. Furthermore, the Commission’s approval is contingent
Gpoit the possilily tal subsequeiil audils, evicws, and wyuiry, in auy Cutnrnission proceeding,
may be conducted, pursuant 1o 66 Pa. C.S. §§2102, ef seq.

In addition, this approval will apply only to the agreement(s), service(s), matters, and
parties specifically and clearly defined under this instant fiting as well as under any associated
and previously filed filings.

Jdm}:ﬁ ‘ MLNuIty
Secretary

cc: Kerry Khnefelter, FUS
Janet Patrick, Secretary's Burcau



Pocket No. R-2008-2029323
lens: TOGA-IV -

Respondent: Robert M. Narkevie
Position: Manaver, Rales

FOQUITABLE GAS COMPANY
Response 1o Interrogatorics ol the
Independent Oil and Gas Association of Peansylvania

fem: KOGA-V-)

Referming o the response 10 TOGA T4 (R-2008-2029325), please explain specifically
what adjustments were made 0 2007 Rate AGS throughput o arrive at the forecast, using
fioe iwem adjusunents as follows:

2007 Rate AGS throughput

Adjustment |}

(Explatn adjustment and then quaatily)
Adjustiment 2

(Explain adjustment and then quantify)

Total with Adpustients = Forecasted  Rate AGS throughpa

Kesponse:

Plcase see attached.



Equitable Gas Company
Docket No. R-2008-2029325
(OGA-IV-1

2007 Rate AGS throughput

Adjustment 1 - Expiration of gas purchase agreements
Adjustment 2 - Estimated well declines; producers

exercising competitive offers; line abandonment
Adjustment 3 - Projected additions

Forecasted Rate AGS throughput

Dth

17,129,949
(2,693,998)

(721,798)
730,000

14,444 153

5% decline ({17.129,949 - 2,693.998) X 5%)
approximately 2,000 per day of increased throughput



Docket No. R-2008-2029325
brem: 1OGA -1V -3

Respondent: Robert M. Narkevie
Position: Manager, Rages

FOUTTABEE GAS COMPANY
Respoitse to fnterrogatories of the
Independent Onl and Gas Assoctation ol Pennsylvania

Itemy: JOGA-NV-)

Follow-up o [OGA -3 (R-2008-2029323). Please provide all workpapers and assumptions
used to derve future test year revenue. The answer o [OGA -3 did not provide
workpapers or assumptions, and the references to the other mterrogatones, {OGA 1-33 aad
I0GA -3, also did not provide workpapers and assumptions.

Response:
The assumptions used to derive Tuture test year reveaue are simifar (o the assumptions used

ta derive future test year throughiput shown in response 1o [OGA-IV -1 Please see the

attached which quantifies those assumptions.



Equitable Gas Company
Docket No. R-2008-2029325
IOGA-IV-3

2007 Rate AGS Revenue

Adjustment 1 - Expiration of gas purchase agreements

Acdjustment 2 - Estimated additionat revenue due to
negotiated rate increases

Agjustment 3 - estimated well declines; producers
exercising competitive offers: line abandonment

Adjustment 4 - Projected additions

Forecasted Rate AGS throughput

S

5.169.989
(727.263)
391,921

{238.193)
730,000

5,326,454

5% cecline in throughput @ avg. rate of $.33
approximately 2,000 per day of increased throughput



Dacket No. R-2008-2020325
lien: [OGA-IV-1S

Preparcd by, Thomas PP Wiggaers
Titke: Director Gas Supply

EQUIETABLE GAS COMPANY
Response 1o Interrogatories ol the
Independent Ol and Gas Assoctabion of Pennsylvania

flem:  IOGA-IV-LS

Are there situations on Equitable’s system where producers or marketers are retaining
title 1o the gas and using Lquitable’s gathering system simply ro get their gas o a
connectton where the gas can be sold ol system? 1 so, please provide the volunies of gas
sold oft syster, by moath from January 2007 theough the presend, that is
producer/marketer titled PA production that is coming in through Equitable’s gathering
systeni.

Response:

At this time, Lquitable ts not aware of any sitnation where producers or marketers are
retaining title to PA production and using Fguitable’s gathering syvstem o get their gas to a
connection where the gas can be sold offsysienm.



Dockelt No, R-2008-2020323
ltenm: {OGA-V-|

Pecpared by Thomas £ Wiggers
Title: Director Cias Supply

COUITABLE GAS COMPANY
Response o Interrogatories ot the
fndependent Ol and Gas Association of Pennsy v ani

ftem:  1OGA-VE-T
Reference the response to 1OGA [-13 (C-20066800). Please provide a copy ol the
destribution system nap (Equitable'’s response 1o 32 Pa. Code § 33.531C.2, Sheet 1)
identitving the gathering facilities within the scope of Rate AGS that are showa on this

map.

Response:

The distribution sy stem map provided n Lyuitable’s response 1o 32 Pa. Code § 3333100,

Sheet 1 does notinclude gathering assets.



Docket No. R-2008-2029325

item: {OGA-VI-3

Respondent: Russeil AL Feingold

Position: Vice President — Black & Veatch Corporation

EQUITABLE GAS COMPANY
Response 1o Interrogatories of the
Independent Qif and Gas Association of Pennsylvania

ltem:  [OGA-VI-3

Pleasc rerun the cost of service at present rates under both methodologices using the following
assumption in place ol the current inethod of assigning and allocating Rate AGS costs, and provide
the results: Appoition all of the costs assigned or allocated to Rute AGS to the remaining, classes of
customers (RS, GS and GSL.) using total system throughput by customer class (RS, GS and GSL) as
the allacation factor.

Response:

Please see attached response, including 1OGA-VI-3A for the Design Day method and [OGA-VI-3B
for the Peak and Average method.

In the response, all costs that had been assigned using “AGS Direet’ were functionalized to
Production & Gathering, classified as Commodity and allocated using ~Gas_Deliveries”

Revenue from Rate AGS. and the related incoie tax expense computed at the statutory ride, were
eliminated.



14
15
16
17
18

19

21

COSY OF SERVICE STUDY- FU1 ...€ TEST YEAR ENDED 12/31/2008

Revenues at Current Rates

Operating Revenue

Other revenue / Adjustments
Net revenues

Operating Expenses
Operations, Customer, A&G
Depreciation expense
Taxes other than income
Operating expenses
Income tax expense
Total Operating Expenses

Income at Present Rates

Rate Base
Return on Rate Base at Present Rates

Revenue Requirement at Ful: Cost of Service
Qperating expenses

Income tax expense
Additional expenses

Income at Full Cost of Service
Return on Rate Base at full Cost of Service

Revenue INCREASE (DECREASE) to Achieve fuii
Cost of Service

EQUITABL" S COMPANY

DOCKET N

Total

152,305
61
152,366

105,498
23,471
2186
131,155
2129

133,284

19,082

131,155
25,531
1218
157,206

N L

Response ¢ 154

J08-2029325 PRESENT RATES - DESIGN D2 AU

SHEE:® 1 OF 85

General General Appalachian
Residential Setvice - Service - Gathering
Service (RS) Small (GSS) Large (GSLY Service (AGS)
108,258 14,584 29,463 0
43 € 12 ¢
108,201 14,590 26.475 0
83,288 7125 16,086 C
17,778 1.285 4,411 0
1,537 180 459 g
102,600 8,589 19,956 0
1485 221 413 )
104,095 £,81G 20,380 0
4,206 5781 9,095 0
429,046 37.314 116,893 ()}
Q.98% 15.49% 178%
160,742 13.540 35475 Q
102,600 8,589 19,966 0
18,781 1,632 5,117 (Q)
1,219 ¢} Q Q
122,600 10,223 25,083 0]
38,142 1317 10,392 G
£.89% 8.89% 8.89%

52,441 (1050 6.000 9
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14

15
16
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COST OF SERVICE STUDY- FU, _«xE TEST YEAR ENDED 12/31/2008

Revenues at Current Rates

Operating Revenue

Other revenue ¢ Adjustments
Net revenues

Operating Expenses
Operations, Customer, A&C
Depreciation expense
Taxes other than income
Operating expenses
Income tax expense
Tota! Operating Expenses

Income at Present Rates

2 Rate Base

Return on Rate Base at Present Rates
Revenue Requirement at Full Cost of Service
Operating expenses

Income tax expense
Additional expenses

income at Full Cost of Service
Return on Rate Base at Full Cost of Service

Revenue INCREASE (DECREASE]} to Achieve Full
Cost of Service

EQUITABL™ S COMPANY

DOCKET &

Total

152,305
61
152 366

105,498
23,471
2.186
131,155
2128
133,284

18,082

283,233
327%
209,757
131,155
25531

1218
157,906

21,852
8.89%

57,391

008-2029325

cOTBIT IV
Resoonse 1 t-58

PRESENT RATES - PEAK & AVERAC =00

General Generat

Residentiat Service - Service -
Sepvice (RS) Small (GSS)  Large (GSL)
108,258 14,584 28,463
43 € 12
108,301 14,580 29,475
80,036 7,205 18.258
16,546 1,335 5,59G
1,473 182 530
98,055 8,723 24,377
1517 220 392
99,572 8,842 24,770
8728 2.648 4,705
393.351 28.799 151,103
2.22% 14.96% 211%
151,462 13,870 44 425
Qg 055 8,723 24,377
17,218 1.698 8614
1,219 0 ¢
116.492 10,421 30,992
34,969 3.449 13432
9 849%, 8.89% 8 89%
43,160 (720} 14,950

SHEET 1 OF 85

Appalachian
Gathering
Service (AGS)



Dockel No. R-2008- 2029328
fiem: OTS-RS-14-D
Respondent: Raobert N Narkevic
Position: NMuereer, Raies

LOUTTABLE GAS CONPANY
Response to lnterrogitories ol the
Oftice of I'rial Stat?

frem:  OUS-RN-14-D

Proside aschedule showing the monthly castomer levels by rate class for the historic

peciod and te projecied nionthly costomer levets by rate chiss for the futare period.
Response:

I’lease see the attached schedule.



EQUITABLE GAS COMPANY
Docket No. R-2008-20258325

OTS RS-14

Jan-20C7
Feu-2007
r'-.’;as-ZQO?
Apr-2007
iay-2007
Jun-20C7
Jul-2007
Aug-2007
Sep-2607
Qct-2007
Nov-2007
Dec-2007

Jan-2008
Feb-2008
t1ar-2008
Apr-2008
fAay-2008
Jun-2008

Jul-2008
Aug-2008
Sep-2008
Qci-2608
Nov-2008
Dec-2008

Historic Test Year

RS CAP GSS GSL FDS 30S DDS AGS
211137 14382 12 559 g1 14,952 3,177 3 98
211,694 14,763 13,586 815 12 508 381 3 g8
21: 078 15,575 12,588 772 14 277 2,178 3 se
200219 15.756 13614 83 13,897 3.17C 3 58
208,512 15,720 12,518 631 3,404 3,166 2 SE]
208,057 15482 13470 832 13,260 2174 3 48
207,723 15,280 13,470 831 13,127 3139 3 98
207.880 15,222 13,446 524 12,662 2,140 2 98
208,182 15044 13,482 623 12,855 3,116 2 o8
208,130 15264 13,521 523 12,742 2,105 2 98
211,012 15,899 13,688 826 12.563 3,067 3 g8
211,710 16,462 12,714 662 12,478 3082 3 o8

Future Test Year

RS CAP GSS GSL FDS GDS DDS AGS
208,543 18,976 12,589 19 14,952 3,178 3 98
207,514 18,976 13,586 816 4 608 3,180 3 g8
207,675 18,978 13,586 772 14375 3,175 2 g8
205,569 18,975 13614 83% 13.897 2.16¢ 3 ge
205,257 18,576 13516 831 15,404 3,159 3 98
204 563 18,976 12,470 832 13,260 1,170 3 g8
204,027 18,976 13,470 i 13,127 3138 3 gg
204,125 18,975 13,648 624 12 462 2438 2 g8
204,250 18,575 13,482 523 2,855 3,109 2 g8
205,418 18,978 13,531 623 12,742 2,104 3 98
207 935 18,978 12688 626 12 563 3,098 3 98
209,226 18,976 13,714 662 12,478 3,062 3 a8
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Docket No. C-20066800
[OGA’s Amended Complaint
Equitable’s Answer to Complaint




BEFORE TUHLE
PENNSYLVANIA PUBLIC UTTLITY COMMISSION

Independent Ohl and Gas Assocution of
Pennsvivani
Docket Na. C- 20066804

Equitabte Gas Company

AMENDED
FORMAL COMPLAINT OF
INDEPENDENT OH. AND GAS ASSOCIATION OF PENNSYLVANIA

Parsuant 1o 66 Pa. C.S50§ 700 and 32 Pa. Code §8 3.21-5.22. 591, the Independent On!
and Gas Association of Pennsyivama (CTOGA™T) subiits this foroal complamt, as aunended, on
behalf ot us natural gas local producer miembers against the vates. ers and conditions ot
Equitabie Gas Company's ("Fquitable™y gathering scrvice tanttt provisions (Rute AGS) and
Fquitable's practices concernmnyg, the gathering and transportation of 1OGA members’
Pennsylvania natural sas production through Fgattable's pipeline system.

L INTRODUCTION & SUMMARY O COMPLAINT

Dehivered Pennsylvania natural gas production (" Appalachian supply™) s geacraily lower
(- cost than natural gas fron the Sowthiwest production arcas of the Gulf of Mexico, Texas and
Louisiana due to the tack ol interstate pipehine denand transportation and/or shrinkage charges.
Appalachian supply also provides reliability benelits to Equuable’s papeline system and othey
cost beaeits to Equitable's customers. The Commission's wansportation regulations expressly
state that the development of Peansylvania natural gas should be promoted "because st will
achiieve benefits which accrue to gas atilitics and their customers.™ As implemented by
Equitable, its Rate AGS unreasonably tmpedes the development of Pennsylvanta uatural gas

production and discrunmates aganst local production sold to Equitable.

AR niwiE 2



What Fyguitable considers o be "wathenng” facilities are essential facilities for
Lguitable’s provision of public utiluy services. These fuerhities are required Tor BEquttable to: (1)
acquire and distnbute Appalachian supply to BEquitable's sales service customers; (21 transport
Appalachian supply for marketers for resale and delivery to Equitable’s delivery service
custoners; and (3) transport Appalachian supply from the wellhead through to wholesale or

o

retail customers served by other natucal gas disteibution utifitics ("NGDC's"). Accordingly,

L]

Equitable's "gathering” facilitics are part of the system aad facilitics Eguitable uses to provide
pubtic utility scervice 1o end usce customers, then supplicers and tocal producers.

Equttable’s "gathering” facilities are indistingushable fromats distribution pipehne
system that trinsports and dedivers natural vas to Eguitable’s end user distnbution custoniers (or
delivers 1t to the ety gates ot other NGDCs). The costs of Equatable's distiibution system are the
responsibitity of Equitable (for which it secks 10 be compensated theough the retal delivery
services 1t charges) and not that of natural gas supplicrs or pipelines that deliver gas to Equitable
to be dehivered to end user customers. Eguitable chiarges cach end user customer a dehvery
charge which 1s or should be designed) to recover a return of and on the imvestiment Equitable
has made v such facthues, as weldl as all associated expenses. Equitable should not be permitied
to charge natural gas producers or transporters again for faciliues used o move natural gas once
tthas been dedivered to Eguitable's pipetine tacthues.

[OGA 15 not opposcd to separate fees for transportation ot its members' Appalachian
supply through and out of Equitable's pipehine system for delivery to wholesale or retaid
customers served by other gas utilities or tor enhanced factlitics or services that benefit only
local producers, as other gas utilitics charge. But Equitable's existing rate AGS goes much
further than dus in charging local producers tor costs that are part of Equitable's provision off

utihity service o tts end use customers. Moreover, Fyuitable's additional charges for the use of
| 8
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its chstribution system discriminate against local producers selling Appalachian supply to
Equitable because these charges are not imiposed upon thued -party manketers whao deliver their
natural gas supply o Equitable tor transportation and eventual delivery o end user customers.
Nor are third-party marketers charged "gathering” fees or shrinkage under Rate AGS on
Appatachtan supply sold by TOGA member local producers 1o the thied party marketers for
transportation and delivery by Equitable to the markcters' customers over the sae tactlitics as
Appatachian supply sold o Equitable.

Accordingly, IOGA requests that the Comnussion direct Equitable to cancel Rate AGS.
Unless cancelled, Equitable’s Rate AGS wilf estabhish a dangerous precedent that will cncourage
other gas uttlitics to intlict similae harm on the local producers in their service terntorics by
separately charging for the costs o service that henelit all customers and system rehabthity and,
theretore, should be recovered in base rates..

Even o the Comumission were o somchow conclude that it is appropriate to charge local
producers for the use of Equitable's distiibution system over and above us charges to end users,
the “negotiated™ gathering and shrmkage rates (rates for gas for fuel, lost and unaccounted for
gas) presented 1o or imposced on TOGA member local producers are grossly excessive, unjust and
unrcasonable. n addinon, Rate AGS charges currently paid by 10GA member producers were
determined by Equitable and ilegally maposed on producers without negotiations with the
producers. The "negotiated” rates demanded by Equitable ace based on whatever Equitable
belicves it can charge and collect, and far exceed any actual incremental cost incurred by
Equitable i gathenng, transporting and distribviting additional local production (if there was any
additional gas produced). The resultis that Equitable is over-recovering actuat costs and double-
recovennyg certain costs (such as shrinkage), and carning an excessive and unreasonable return

on ity ivestient in this partion o its utthty bustaess.

HAR G782



As of Taouaey 2008 Egudtable is also imposing, or atempiing o impose, umbaterally
determined, an ncreased non-negotiated cliarge of $0.50/D on 10GA mcmber producers under
Rate AGS and 15 attempting to cocree producers into accepting this charge by refusing to sct new
meter taps tor FOGA member producers unless the producers "agree” to the $0.50/Dih vate. [n
additon to violating, the exphictt terms of Rate AGS, Equitabie’s actions violate its obligation
uirder Seetions 1317 and 1318 of the Code to pursuc a teast cost lucl procurement policy, as well
as the Comnussion's regulations promoting the development and use of Pennsylvanta natural gas
and prohubiting unrcasonable restrictions on producer access o gas utlity tactlitics.

The Public Utitity Code requires every public utidity o tuspish and maintain adeguade,
cllicient, sate, and veasonable service and facthities, and 1 make all changes and mmprovements
tots seevice and facthities as necessary or proper for the acconunodation, convenicnee and safcty
of its patrons, cmployees, and the public. The Public Utifity Code also requires all rates for
services and facilities provided by a public utility to be just and reasonable, which means rates

that provide tor the recovery of the reasonable costs of the services and facitittes used and usciul

member local producers are currently "customers™ of Equilable's “gathering service” and are
entitled to the protections of the Code against the provision of unjust and unreasonabie service,
lacilities and rates, as well as the Code provisions providing, (or refunds of unlaw ful charges
collected by Egnitabte.

I support of its complaing, as amended, Complainant avers as tollows:

AR 6781 2



I THE PARTIE

S

i The Complamant is the Independent Ol and Gas Associanon of Pennsyivinia

("TOGA™), a non-profit trade assoctation representing, Pennsylvania idependent oil and natural

gas producers and Commission-hicensed marketers and natucal gas supphiers ("NGSs™. 1OGA's

contact information is:

Louts D). D'Amico, Exceutive Directlor

Independent Oif and Gas Association of Peansylvinia
115 VIP Dove, Suite 100

Wexford, PA 15090-7900

Ph. (724) 9313-7306

Fax (724) 933-7310

mlo@ziogapa.ory

2. [OGA's attorneys  this matter are:

Kevia J. Moody, Lisq.
Attorney LD, No. 34307
Daniel Clearfield, Lsq.
Attorney L1 No. 26183
Wolt, Block, Schorr and Solis-Cohen LLP
213 Market Steeet, 9th Floor
PO, Box 865

Harrisbury, PA 17108-0805
Pho(717)237-71060

Fax (717) 237-7101
kmoody@woliblock.com

delearfieldewoltblock.com

3. IOGA’s Pennsylvania natural gas producer members sell (or want to sell) therr

local natural gas production ("Appalachian supply™) to Equitable or nts affitiates or thied-party

NGSs for resale to Equitable’s sales service customers and its delivery service customers.

+. IOGA’s Pennsylvania natural pas producer members deliver {or want to deliver)

thewr Appalachian supply to Equitabie’s pipeline Factlities for transportaiion by Equitable and

resale by thind-party NGSs to wholesale or end use transportation customers served by other

natural gas distnibution compames ("NGDCs").

HAKR G310



5. TOGA’S Pennsvivamia-hicensed NGS producer members want 1o deliver their
Appadachian supply o Eguitable's pipeline facilittes for ransportation by Equitable and sale
cirectly 1o therr own retail customers on Equitable’s system or on other NGDO sysicms.

0. The Respondent 1s Equitable Gas Company ("Lquitable™), an unincorporated
division of Equutable Resources, lne. which operates as a public utility as detined in Section 102
of the Public Utility Code ("Code™) and a natural gas distibution company ("NGDC") as detined
in Scetion 2202 of the Code. Equitable’s PUC utility code is 121100,

7. Equitable provides public utility services as defined i Scetion 102 of the Code,
including natural gas distreibution service and natural gas supply serviees as defined in Scction
2202 afthe Code.

5. Equitable's provision of the services desenibed in paragraph 7 above 1s subject 1o
the jurisdiction and authority of the Pennsylvania Public Utility Comumission ("PUC or
“Commission”), the Code.' including the Natwral Gas Choiee and Competition Act.” and the
Commission's regulations.”

9. As part ob s distethution system, Equitable owns and/or operates natural gas
pipeline facilies in western Pennsylvania which Equitable uses in its provision ot public utiliy
services o obtain, transport and deliver natural gas, icluding Appalachian supply, to 11s sales
service customers and its delivery service custoimers.

10, As part of tts distribution system, Equitable owns and/or operates natural gas

pipeline factliies mowestern Pennsylvana which Equitable uses o transport and deliver natural

‘ 60 Pa. C.5. §8§ 101-3316.
: 660 Pa. C.S.§8 2201-2212 (“Gas Choice and Competition Act™).
>

For example, 52 Pa. Code § 60.1 (relating to development of Pennsylvania natural gas
productton) and § 60.2(8) (relating to access to gas utility fucilitics).

6 -
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gas, cliding Appatachion supply, that is marketed or sold by NGSs 1o their reta] customers
and 1o Equiable's dehvery service customers.

e As part ot tts distribution system, Equitable owns andfor operates natural gas
pipeline factlitics o western Pennsylvania which can be used by Equitable Lo transport natural
gas, including Appalachian supply, (or ulumate delivery to the pipeline svstems ol other NGDCs

for sale or resale to wholesale or retatl customers served by other NGDCs.

. BACKGROUND

12 Delivered Appalachian supply is gencrally tower i cost than natural gas from the
Southwest production arcas of the Gull of Mexico, Texas and Louisiana. The prumary reason is
that there are no mterstate pipetine demand. transportation and/or shrinkage charges paid by
consunees up o the potnt ol delivery o Egmtable's system.

£3. Ll addition to fower cost, delivered Appalachian supply provides other cost or
celability beactits to Equitabic’s customers, such as reducing dependency on interstate pipehines,
reducing interstate pipehine demand costs, lowerg, purchasced gas cost ("PGC™) rates, and
reducing unitfoperating costs (such as compression).

14, Delivered Appalachian supply tmproves the reliability of Equitable's pipetine
system and its natural gas utlity services.

3. There wre end use customers and local production meters located on the same
portions of Equitable's distribution pipeline network .

16. Lquitable provides pubtic uality scrvice 1o retat gas customers through natural
gas pipeline factlites owned and operated by one or more pipeline affiliates of Equitable,

17 Equitable's distribution pipeline facilitics are essential for Equitable's provision

of public utihity scrvice to its end use customers, their supplicrs and local producers.

AR 67831 2



ts. IOGA member tocal producers are currently customers of Equitable’s “enthering
service™ nnder Rate AGS.

19 Same 10GA member producers own and/or operate thewr own gathenag lines that
deliver therr Appalachian production directly into Equitable’s distribution pipelines.

20. Equitable 1s charging, or attempting to charge, producers who oswn and/or operate
thetr own gathering lines for gatherning service tinder Rate AGS.

2L Ownership of L and responsibibity 1o dehiver, FOGA member local producers’
Appalachtan supply sold to Equitable tor its sales service custoniers passes to Equitable when the
gas leaves the local producers’ tactlities and enters Lguitable's distribution pipehine network.

22 Ownership ot and responsibdity for LOGA member local producers” Appatachian
supply sold or transported o Equitable's delivery service custamers passes, and Equitable's
responsibility to transport and deliver begms, when the gas leaves the local producers! factlities
and cnters Equitable's distribution pipehine network.

23 (n June 2003, the Comupusston approved Cguitable's aftilaed mterest agrecment
filing and imital Rate AGS ar Docket No. G-0003 1009, but the Conundssion did not determine
that the filing or il rate schedule AGS was consistent with the public interest, or that the
assoctated costs or expenses were reasonahle or prudent for the purposes of determining just and
reasonable rates. The Commission's approval was also expressly contingent upon subscequent
audits, I:C\'fCWS and tnquiry meany Commission proceeding.

24 In it apphication at G-0003 1009, Equitable acknowledged that the “PA-Nodth
Gathermg Systen” it acquired would become part of its distribution rate hase on which ts
delivery service rates are detenmimed.

25 Equitable’s Rate AGS charges local producers Tor the st time tor the use of

Equitablc's disirtbution pipeline network.
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AL Rate AGS states that the gathenng rate "shall be determimed by
negotiation,” and that bguirable "shall retamn aoseparate quantity ot vas tor fuel, Toss and
uriaccounted tor gas | shrinkage | required o provide this gathering scrvice.”

20. Fquitable's tanft Rude P4 (C"Shrnkage™) Tor Egquuable's dehivery and pooling
service states that Equitable’s retention allowanee for delivery service sheinkage 1s 3% of the
total volume of gas dehivered mto its system on behalf ot a delivery seerviee, or end-use
transportation, customer.

27. Fguitable's tarttt Rule M tor Equitable's delivery and pooling serviee states that
in addition o the 3% delivery service shrnkage vate, Equitable may retnn a portton of all Apotio
Distnet transportation as compressor (el not weexcead 3%, with the portion to be established in
cich customer's service contract based upon the actual service to be provided by Equitable.

28, Equitable's Rate AGS and Rule T4 permat Equitable o charge s delivery
service customers for shrinkage on the same gas volimes transporied over the same {acithties tor
which Eguitable charges tocal producers tor shrmkage.

249 Lpon iforntion and beliet, Equitable o tact does charge sts dehivery service
custonicrs for shimnkage under Rule THA on the same gas volumes transported over the same
factlitics tor which Fquitable charges 1OGA member local producers for shrinkage ander Rate
AGS.

30. [0 2005, Eqratable completed the Apolla District "Northern Asscet Oplunization
Program ("NAOP™) which consisted ol five (3) projects Equutable asserted would merease
pipctine capacity, lower pressures and increase local natural gas production on the Apollo
Disteict portion of Equitable's distribution pipeline network.

3 Upon mtormation and belicet, Equitable has recovered, or attiempted to recover,
Apollo District NAOP costs through rates nnposed, or sought to he naposed, on 1OGA member

Y
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tocal producers' volumes transported on both the Apollo District and Eguitable Disteict portions
of Equuable's distribution pipedine network.

32 Upon idosmation and behiet, Equitable charges 1OGA member local produccers
more than §% combined for shomkage and tuel on volumes transported over the Apotlo District
portion of Lquitable’s distribution network.

RRN Upon intormation and belict, costs of Equitable's facilitics and shrinkage
recovered through Rate AGS charges are also by recovered through Equitable's sades service
rates and delivery service rates.

RE X Upon intormation and beliet, Equitable does not charge third-party marketers for
the use of the distribution system over and above the transportation and delivery service rates
charged to end user custorpers.

35 Upon informanon and behiet, Equitable does not charge gathering fees or
shrinkage under Rate AGS on Appalachian supply sold by [OGA member local producers to
third-party nerketers tor aansportation and delivery by Equitable to the nurketers' customiers
over the same distribution pipeline Gicdites as local praduction sold 1o Eguitable.

16. Rate AGS charges currently patd by HOGA member producers were deternnned
by Equitable and imposcd on producers and were not the product of negouations with the
producers.

37 As of January 2008, Equitable has been imposing, or attempling to qapose, an
tncreased nan-negotiated charge of $0.56/Dth un 1OGA member producers uander Rate AGS.

38. Lyuitable has retused, and 1s continuing to refuse, o sel new meter taps for {OGA
member producers undess the producer agrees to sign a contract agreetng to pay the creased

non-negotiated Rate AGS charge.

- 10
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V.

GROUNDS FOR RELIEF

COUNT I

EQUITABLE'S RATE AGS, AND EQUITABLE'S PRACTICES UNDER COLOR

OF AUTHORITY OF RATE AGS, ARE UNLAWEFUL, UNJUST AND
UNREASONABLE IN VIOLATION OF SECTION 1301 OF TIH, PUBLIC
UTILITY CODFE BECAUSE THEY PERMIT EQUITABLE TO CHARGE
LOCAL PRODUCERS FOR COSTS THAT ARE NOT THEIR
RECSPONSIBHLITY.

39. Paragraphs 1 through 35 are incorporated herein by reference.

40, The distribution pipeline facthties Equitable owns and/or operates 1o provide

public utthity scrvices constitute property used and usctul in the public service and ace, upon

information and belief, part of Equitable's rate base as defined i Secnon 102 of the Code.

41, Section 1361 of the Code requires every vate denanded by pablte utdity to be

. ol
“just and reasonable.

42 Rates are justand reasonable it they permit the utdity (o recover the reasongble

costs ol its plant and facihities used and usclul i providing public utbity services, and an

opportunity o carn a teasottable or faie ceturn thercon,”

43 ICis Tongstanding rateamakimyg principle that curvent attlity customers should pay

only the costs of providing current utility sceviee based upon the costs of the utility's property

that ts “used and uscful in service to the public.”

n

O

00 Pa. €5 § 1301,

Com. v. Duguesne Light Co. 366 A 2d 242 245 (P 19763 ("The Commission has an
ongoing duty (o protect the public (rom unreasonable rates while insaring that public

utility companies arce permitted o charge rates sufficient o cover their costs and provide

a reasonable rate of return.”).

Barasehov, oo PPUC 491 A2 94, 104 (Pa. 1983 Pennsvivania Electric Company: v,

Pa P UC 02 X 2d 130, 135 (Pa. 1985).
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41 Scctions U301 and 2203¢a).(h)( 2y ol the Code require every gas utility to provide
and nuuntam adequate, eficient, sate and reasonable scrvice and Beethines, including
siprovenicats that are “necessary or proper o the accommaodation, convenienee, and satety of
its patrons, ecmployces, and the public”” and maintenance or upgrades necessary to micet retail
gas customer requircinents conststent with the unlity's obligation o provide safe and rehable
service.”

4. The costs of Equitable's "used and usetul™ property includes s costs of
complying with ts obligations under Scctions 1301 and 2205()(b)(2) of the Code, such as the
Apolto Distnet NAODP projects, because complying with these obligatnons provides reliability
and cost benelits to Equitable's pipeline system and cost henelits o Equitable's end use
custoimers.

40 The ownership o TOGA member local producers’ Appalachian supply passes o
the purchascers Eguutable, Bguiable's delivery service customers, or miarketers, as the case may
be - when the gas feaves the local producers' tacrlities and enters Equitable’s distoibution pipeline
network.

+47. Fquitable’s responsibility to transport or deliver [OGA member local producers’
Appalachian supply also begins when the gas leaves the focal producers' acthines and enters
Fquitable's distributon pipeline network.

48. Lquitable charges end user customers a delivery service rate and a shrinkage
charge that are intendad to compensate Equitable for the costs of transporting natural gas

delivered to Equuable's distetbution system to the end user customers’ mieters.

‘ 66 Pa. C.S.§ 1501,

*

00 Pa. C.S. 8§ 2205(a)(b)(2).
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44, Egrtable's Rane AGS s anlawful unjust and unrcasonable heciuse it pennns
qqurtable to charge TOGA member local producers or costs ot what s, et adelivery seoviee
tuncton, the costs ol which are (or should be) recovered through Equitable's sales service and
delivery service rates,

S0, While the Commussion permitted LEqguitable's Rate AGS to become effective, the
Commission did not determme that it was consistent with the public mterest to permit Equitable
(o charge sepacate catherig, fees or that scparate "negotiated™ gathening fees under Rate AGS
constituted jpust and reasonable rates.

COUNT 11

AS IMPLEMENTED BY EQUITABLE, RATE AGS MSCRIMINATES AGAINST
FLOCAL PRODUCERS IN VIOLATION OF SECTION 1304 OF THE CODE.

51 Pacagrapls [ theoopeh 35 and 40 through 50 are incorporated herem by reterence.
52 Scetion 1304 ot the Code prolubits rates that subject any person o "any

unrcasonable prejudice or disadvantage. ™’

AR Ulnder Rate AGS, Hyuttable cluwges tocal praducers, including TOGA members,
for the use of 1ts distribution network on Appalachian supply volumes sold 10 Eguitable for its
end user customers,

54 However, Lquitable does not charge third-party marketers for the use of its
distribution system over and above the transportation and delivery service rates charged to end
HSCT CUSLAIACES,

53. Equitable also does not charge gathenng eates or shrinkage on Appalactuan

supply sold by tOGA member local producers (o third-party marketers for transportation and

66 Pa. C.5. 8 1304,

- 13-
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dedrvery to the nurketers” costomers over the swe gathering acthities as Appalachin supply

suld o Eguuable.

0. Accordingly, as implemented by Equitable, s Rate AGS discrunnates against
local producers selling Appalachian supply to Equitable, i violation of Section 1304 of the

Code.
COUNT 1

EQUITABLE'S RATE AGS, AND EQUITABLE'S PRACTICES UNDER COLOR
OF AUTHORITY OF RATE AGS, ARE UNLAWIEUL, UNJUST AND
UNREASONABLE IN VIOLATION OF SECTION 1301 OF THE PUBLIC
UTILITY CODE BECAUSE THEY PERMIT EQUITABLE TO RECOVER
MORLE THAN THE REASONABLE COSTS OF, AND A REASONABLE
RETURN ON, WHAT EQUITABLE CONSIDERS A "GATHERING" PORTION
OF TS DISTRIBUTION NETWORK.

"

-l

Parageaphs 1 throagh 35 aod 40 through 56 are incorporated hiecem by reference.

38, Section 130 ot the Code requires every rate demanded by a public utidity 1o be
"rust and reasonable """

AVE Eguitable's Rate AGS s unlaw ful, unjust and anrcasonable as 1t has been
tplenmented becme Egntable has successtully demanded that Tocal producers pay rates that
produce for Equitable a returm on what Equitable constders a "gathering” portion of its
distnibution network that L exceeds a Gor return onits investient after compensating it for all
reasonable expensces.

60. As aresult of Equitable’s Rate AGS and Equitable's practices under color of
authonty of Rate AGS, Lquitable s able to dictate extremely Gavorable rates, terms and
conditions ot service which have harmed - and will continue to significantly harm - 1OGA

member local producers.

o 66 Pa C.S.§ 1301
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Ol To the extent that Eguuable s permitted w charge tocal prodacers for a "eathering
service" it may only be pernmtted o churee o rate that docs not allow Equitable w reecive more
than a Lare or reasonable ceturm on its investiment, alter accounting for atl relevant and reasonable
cxpenses.

61 10GA 15 not opposed to separate charges, as other gas utilitics unpose, for
transportation of its members” Appalachian supply through and out of Equitable's pipeline system
for dehivery to wholesale or end use customers served by other gas utilities, to the extent that
Equitable docs not recover this cost in some other vate.

63 LOGA also does not oppose separate fees for incremental costs Liquitable
expertences formprovements (o its distribution network that provide enhanced tacilities and
services that henelit only [OGA member tocal producers.

64, To the extent Equitable’s existing sales service and delivery service rates do not
provide Equitable with the opportunity to recover its reasonable costs of seevice, imcluding the

costs of what Equitable considers o “wathering™ portion ol its distribution network, and a
reasonable return thercon, Equitable’s remedy s o make the necessary fthings with the
Comunussion to adjust its base rates to recover, through just and reasonable cost-based rates, the
costs ol s distribution pipeline netwaork used to provide public unlity service and a reasonable
return on these costs.
COUNT IV
FQUITABLE'S RATE AGS, AND EQUITABLE'S PRACTICES UNDER COLOR
OF AUTHORITY OF RATE AGS, ARE UNLAWFUL, UNJUST AND
UNREASONABLE IN VIOLATION OF SECTION 1301 OF THE PUBLIC
UTILITY CODE BECAUSE THEY PERMUT EQUITABLE TO DOUBLLE
RECOVER FIS COSTS FOR SHRINKAGE AND WHAT EQUITABLE
CONSIDERS TO BE "GATHERING" FACILIUTTES.
65, Paragraphs | through 38, through 50, and 38 through 64 arc incorporated herein

by reference.
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66. Equitable's separate "gathering” rates and shrnkage inposed pursoant o Rate
AGS permit Equitable to charge amounts {or the use o what Fquitable considers a "gathering”
portion of its distribution pipeline network over and above Equutable's charges tor the use of its
distribution network wneluded in its sales, delivery and transportation service rates. This permits
Equitable to double recover costs for the use of these distribution network facilities, and
therefore 1s unjust and unreasonable.

07. Equitable's Rate AGS is also unlaw{ul, unjust and unrcasonable because it pernuts
Equitabte to recover shrinkage (gas tor fucl, tost gas and unaccounted for gas) on Appalachian
supply transported from TOGA member focal producers even though Equitable recovers
shrinkage from s delivery service custoniers on the sime Appalachion supply volumes
transported over the sanie portion of Equitable's distiibution network. This permits Equitable o
double recover costs tor shrinkage and, with respect to Appalachian supply volumes transported
on Liquitable's Apollo District tacilitics, even more than twice the shrinkage costs.

EQUITABLE'S INMPOSITION ON [OGA MEMBER PRODUCERS OF ANY

UNILATERALLY DETERMINED, NON-NEGOTIATED RATE UNDER RATE

AGS VIOLATES THE EXPLICIT TERMS OF RATE AGS AND S

THEREFORE IN VIOLATION OF SECTIONS 1301 AND 1303 OF THE PURLIC
UTILITY CODE.

68. Paragraphs | througlh 38 arc mcorporated herein by reference.
09, The common and approved usage of the word “negotiation” s "the action or

process of negotiating or being negotisted,” while the common and approved usage ol the word
"negotiate” 1s defined as "to arrange for or bring about through conference, discussion, and

ol
compromise.”

Webster's Noul New Collegiare Dictionary (1991) at 791,

- 16 -
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70 By s explicit terms, Rate AGS doces not anthorize Equatable 1o unlaterally
deternne and impose, or attempt W nnpose, any charge under Rate AGS wathout the agreement
of the producer artived at through negotiation.

71, Byus explicit terms, Rate AGS does not provide for any charge other than a
negotiated rate.

72. Rate AGS does not provide a range of rates, Hoor and ceiling rates, or a detault
rate which the Comumussion has determined to be just and reasonable for Equitable to impose
unifaterally it the negotiations required by Rate AGS are unsuccesstul.

73. I negotiations under Rate AGS are unsuccesstul and no negotiated rate s
possible, FOGA asserts that Equitable must tile a proposed rate (either by amending Rate AGS or
by proposing i new rate) for approval by the Comaitssion pursuant o Scection 1308 ol the Codye
before it can lawfully charge IOGA member producers new and wcreased charges under Rate
AGS.

74. The Commisston has not delegated (and may not legally defegatey wo Equitable s
authority to deternnae ajust and reasonable rate under Rate AGS.

75. Section 1301 of the Code requires every rate demanded by a public utihty to be

A

- l
"just and reasonable.®
76, Section 1303 of the Code states that "no public uuhty shall, directty or idieectly,

by any device whatsoever, or in anywise, demand or recerve™ a greater or less vate “{or any

service rendered or o be rendered by the public atility than that speailicd” in the utility's tanifts

“ TSR
approved by the Commission.

. 66 Pa. C.S. § 1301

06 Pa. C.S. § 1303
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77. [mpaosttion of a rate that s not authorized by Equitable's tat s anjust,
unrcasonable wnd unfwful.

78. Equitable’s achons in unilaterally determining and imposing, or atteinpting to
impose, non-negotiated charges under authority of Rate AGS on 1OGA member producers
violates the explicit terms of Rate AGS, and therclore s unjust, unreasonable and unlaw ful in
violatton of Sections 1301 and 1303 of the Code.

79. Equatable’s actions mamitaterally determming and tmposing, or altempting o
tmposc, non-neypotiated charges under avthority of Rate AGS on TOGA member producers usurp
the Commussion's authority to determine a just and reasouable rate under Rate AGS and is

theretore tllegal pursuant to Sections 1301 and 1303 ot the Code.

COUNT Vi

FQUITABLE'S REFUSAL TO SETUNEW METER TAPS FOR IOGA MEMBER

PRODUCERS' LOCAL PRODUCTION VIOLATES EQUITABLE'S

OBLIGATION TO PURSUE A LEAST COST FUEL PROCUREMENT POLICY.

K. Pacagraphs | through 38 and 69 through 79 are incorporated haem by reference.

8l Equitable’s refusal to set new meter taps for [OGA member producers unless
they agree (o sign contracts agreeing to pay Equitable's new wilaterally deteramed, wmcereased
non-ncgotiated Rate AGS charge of $0.50/Dth - prevents new local Appalachian supplies from
being dehvered o Equitable’s pipeline system for Equitable system supply ov for supply to end
use customers ol Commission hicensed NGSs.

52. Scctions 1317 and 1318 ot the Code vequire Equitable to pursue a least cost fucel

) UL
procurctent pohey.

|1

66 Pa. C.S.§8 1317, 1318,
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83 As delivered, locally produced Appalachian supply s cencrally fower 1 cost than
natural cas from the Southw est production areas of the Guif of Mexico, Texas and Tonisiaa,

g {
Equitable's retusal o set new meter Gips tor HOGA member producers unless they aveee o pay

| i i X P}
Equitable's new unilaterally determined, tnereased non-negotiated Rate AGS charges violates
Eguitable's oblication under Scections 1317 and 1318 of the Code. 1t also potentially denies
o -

customers aceess o lower priced, locally produced pas,

COUNT VY

EQUITABLE'S REFUSAL TO SET NEWIOGA MEMBER LOCAL

PRODUCTION METER TAPS VIOLATES THE COMMISSION'S

REGUUATIONS CONCERNING THE DEVELOPMENT AND USLE OF

PENNSYLVANIA NATURAL GAS AND PRODUCER ACCESS TO

EQUITABLE'S GAS PIPELINE FACILITIFS,

84. Paragraphs S0 theough 83 ncorporated heram by reference.

85. The Commission’s regulatians state that the "devetopment of Peansylvania natural
gas should be promoted, because o will achieve benefits that accrue to was utilities and ther
customers.”'

86. [ its recent Sectian 1307¢1) procecdings, Bquitable has touted the benetits of
Pennsylvania natucal gas to pipeline system rehability and its end use customers.

87. The Commisston's regulations prohibit a Class A gas utihity, such as Lquitable,
from “"unrcasonably restrict]inyg ] Conmmonwcealth natural gas producer aceess to gas utihity
facilitics "'

8X. Equitable’s refusal o set new micter taps for JOGA member producers’

Pennsylvania natural gas production unless they agree to pay Equitable's new unilaterally

s < . .
52 Pa. Code § 6001

52 Pa. Code § 60.2(8).

19 -
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determined, increased non-negotinted Rate AGS charge of SO0/ violtes the Comniission’s
reculations requiny Equitable o promote the development and use of Penosylvania natural gas
and s therelore unlaw ful.

89. Lquitable’s refusal to set new meter taps lor 10GA member producers’
Pennsylvania natural gas production unless they agree to pay Equitable's new vnilaterally
deternmmed, increased non-negotiated Rate AGS charge violates the Commission's regulations
that prohibit Equitable trom unrcasonably restricting 1OGA member producers’ aceess o

Fgmiable's gas utthity facilities and s therelore unlaw tul,

COUNT VIl

FEQUITABLE MUST BE REQUIRED TO REFUND ALL UNLAWEFUL,
CHARGES COLLECTED UNDER AUTHORITY OF RATE AGS.

90. Counts | through VI are herehy incomporated by reference.

9i. Scetton 1312y ol the Code authorizes the PUC o order the refund ot any rate
recerved by a pubbic atdity 1 the Conunission determimes that the rate was unjust, unreasoniable,
i violation of any Commusston regulation or order, or in excess of the applicable rate i an

. . Py

existing and effective tanitt.

92. For the reasons st torth in Counts [Hthrough VUL Equitable's charges under
authority o Rate AGS are, and have been, unjust, unreasonable, in violation of Equitable's Rate

AGS and i excess of the applicable rate(s) i authorized by Equitable’s existing and cltective

tanift.
93. Accordingly, Equitablce's collection from {OGA member producers ol unjust,
unrcasonable and untawiul charges under authority of Rate AGS s untawtul.

00 Pa. C.8.§ 131 2(a).

.20 -
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O, In accordance with Scetton 13 02(a) of the Code, Egutable mast be reguived 1o
refund all such unbnw fid charges pad by [OGA membar producers, plus interest at the fegal rate

ofinterest from the date of cach nnlaw tul payment.

V. CONCLUSION

Unless cancelled, Equitable’s Rate AGS will establish a dangerous precedent that will
encourage other gas utihities to dlict sinatac harm on the local producers in their service
terrntories by separately charging for the costs of service md factlities that benetit all customers
and thercfore should be recovered through base rates.
VI RELIEF REQUESTED

WHEREFORE, tor the reasons sct forth above, JOGA respectiully requests that thie
Pennsylvania Public Unhity Comnission sustain this Complaint and:

I Darect Egurtable o cancel Rate AGS, effective immediately.

2. Drreet Equitable to eelund o 1OCGA member producers all idaw tul

charges under Rate AGS cofleated by Equitable from 1OGA member producers.

3 Hothe Commission determines that Equitable's existing base rates do not provide
Lquitable with an opportunity 1o recover its reasonable costs ol service and tacilines, mcluding
what Equitable considers "gathering” tacihtics, and a reasonable or fair return thereon, 10GA
requests that the Commission direct Eguitable to make the necessary Nlings, within 660 days of
the entry of the Comnussion's Order, to enable the Commission, in accordance with Section
1309(a) of the Code, to establish Equitable’s just and reasonable base rates that provide Equitable
with an opportunty to recover tts reasonable costs ot service and facttitics, and a reasonasble or

fair retuen thercon.

AT
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4.

public mterest

Girant such othes and (orther retied as the Comumisson determiines to be i the

Respecttutly submuitted,

Lovo (W perly

Daniel Clegrficld, lfsq?é

Kevin 1. Moody, Esquire

Wolf, Block, Schorr and Solis-Cohen 1P
213 Muarket Street, 9th Floor

Hamisburg, PA 17101

(717y237-7173

Attorneys tor the Independent Oil and Gas
Assoctation of Pennsylvania

Dated: September 14, 2006, amcended February 1, 2008
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VERIFICATUON

Lo Louis D DY Amico. hereby venty that Fam Baeonteee Dhicector ot the
Independent Ol and Gas Association of Pennsvivanta ([OCGA), that Lam anthonzed o
make this verttwatton on behal Cotl TOGA L that the facts sat forth above are triue and
correct (o the best ot my knowledge, intormation and behet. andd that TOG expects 1o be
able to prove the e at o hearmg held i this mager. This verihication is made subject
tao the penaltics relating to unsworn falstication w anthorites as prescribed by 18 o

CS. § 4904,

S DY

Lows 1Y D Amico
Vxecutive Director

Independent Ol and Gas Assoctation of
~ - LIS sy T
! ,_’ - ;--} Pennsvivania
i ~ Yy
Dated: \;]_(.Ui_ - :j“)‘-‘)’ﬁ_



Before The
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Independent Qil and Gas : Docket No. C-20066800
Association of Pennsyivania :

V.

Equitable Gas Company

ANSWER TO AMENDED COMPLAINT WiTH NEW MATTER

AND NOW , comes Equitable Gas Company, a division of Equitable Resources,
inc.. ("Equitable” or "Company"). by its attorneys, and, following a brief introduction and
summary and utilizing the headings from the Amended Complainl. answers in seriatim
fashion, pursuant to 52 Pa. Code §5.61, the Amended Complaint of the Independent
Oil and Gas Association of Pennsylvania ('TOGA"). as follows:

I. INTRODUCTION AND SUMMARY OF ANSWER TO AMENDED COMPLAINT

Over the past 8 years, 2000 through 2007, Equitabie has invested capital in
excess of $18.5 million in gathering lines and other gathering related facilities including
compression and dehydration equipment. in addition to these capital expenditures the
Company has incurred significant gathering related operation and maintenance ("O&M")
expenses. For example, during 2006 and 2007, the Company's annual gathering
related O&M expenses were $2.03 million and $2.21 million, respeclively. These
investments have opened up Appalachian production arcas in Western Pennsylvania
expanding the ability of Appalachian producers, including members ol IOGA, to bring
locally produced naturat gas lo markel. A measure of the success of the investment is
shown by the substantial and significantincrease inlocally produced gas purchased by
Equitable for purchased gas cost purposes. From 2000 through 2007, Equitable’s

purchases of local Pennsylvania produced gas increased from 2.16 Bef annually to 9.25



Bef annually and the dollars it paid to local Pennsylvania producers for gas delivered
directly into the Equitable system increased from $5.56 milion to $72.9 mllion, an
increase of $67.34 miliion on an annual basis. Having received such extreme monetary
benefits from the increased gathering abilily, it is appropriate that producers pay the
cost of the facilities installed to enable them to bring their gas to market.

Equitable’s investment in gathering lines and other gathering facilities is not part
of its Pennsylvania utility rale base. Equitable’s investiment in gathering facilities is all
of recent occurrence well subsequent to Equitable's 1996-1997 most recent prior hase
rate proceeding. Additionally, Equitable Field Services, LLC, from which Equitable
acquired the PA-North Field Gathering Systemy in 2003 was not a Pennsylvania
jurisdictional entity and Equitable acquired those assets and has operaled those
facilities as a non-PA jurisdictional field gathering system. Consistent therewith,
Equitable is recording its more recent investment in gathering facililies, inciuding most
ofits Northern Assel Optimization Program, as Non-Utility Properly. Contrary to IOGA’s
contention, gathering facilities are distinguishable from distribution pipetine. Gathering
facilities should not be lumped together with distribution pipeline. 10GA s trying {o avoid
contributing to the cost of the very gathering facilities from which they so clearly benefit.
Such cost avoidance should not be allowed.

Reduced to the realissue at stake here. this Amended Complaint identifies that
IOGA members have production that apparently is being subsidized on other NGDCs,
and 10GA wants the Commission (0o require Equitable to do the same. Equitable
believes producers are economically able lo cover the appropriate costs, including
gathering costs and shrinkage, based on the current prices for natural gas and the
outiook for future gas prices. IOGA would force ratepayers, who are already burdened
with gas costs that are two to three times the level they were paying only a few years
ago, to further enrich IOGA members by subsidizing the gathering costs associated with

2.



acquiring local production. Equitable has invested a considerable amount in gathering
plant because it recognizes thatiocal production benefits its ratepayers lo some degree.
However, clearly, IOGA imembers are the primary beneficiary of this increased
investment and they should not be allowed a “free ride” at either Equitable’s or our
ratepayers’ expense.

Il. THE PARTIES

1. Admitted as stated.'
2. Admitted as stated.
3. Admitted in part and denied in part. Equitable admits that IOGA’s

Pennsylvania members sell local production to Equitable, its affiliates or third party
NGSs for resale o sales and transportation customers. Equitable is without knowledge
of what JOGA members "want” to do as expressed in the parenthetical of paragraph 3
of the Amended Complaint and, if relevant, proof thereof is demanded.

4. Admitted in part and denied in part. Equitable admits that 1OGA’s
Pennsylvania members deliver their Appalachian supply to Equitable's pipeline,
including both distribution and gathering facilities, for transportation by Equitable and
resale by Natural Gas Suppliers ("NGS”"} to Equitable’s delivery service customers or
to wholesale or end use customers served by other nalural gas distribution companies
("NGDC"). Equilable is without knowledge of what IOGA members "want” to do as
expressed in the parenthetical of paragraph 4 of the Amended Complaint and, if

relevant. proof thereof is demanded.

’ Aithough Equitable admits that Complainantis IOGA, Equitabie has no knowledge whether
I0GA is a non-profit trade association or whether IOGA's financial statements support its claims ot
non-profit status. Equitable, additionally. has no knowledge of which, if any, IOGA members IOGA
purports 1o represent in this proceeding. No list of purponed 1OGA members is attached o the
Amended Complaint. Equitable demands proof of the averment details presented in Paragraph 1 of
the Amended Complaint.
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5. Denied as stated. Equitable is without knowledge of whal IOGA members
“‘want” lo do as expressed in paragraph 5 of the Amended Complaint and, if relevaat,
proof thereof is demanded.

6. Admitted as stated.

7. Admitted as stated.

8. Paragraph 8 of the Amended Complaint is a conclusion of law lo which
no response 1s required. {f an answer is deemed necessary, Equitable submits that it
provides services subject to the junsdiction and authority of the Public Utitity
Commission {("Commission” or "PaPUC") under the terms and provisions of the Public
Utility Code and the rules and regulations of this Commission.

9. Admitted as stated but with the ciarification that the PaPUC jurisdictional
“distribution system” does not include the gathering facilities at issue in this complaint
proceeding.

10.  Admitted as stated bul with the clarification that the PaPUC jurisdictional
“distribution system” does not include the gathering facilities at issue in this complaint
proceeding.

11, Admitted as stated but with the clarification that the PaPUC jurisdictional
“distribution system” does not include the gathering facilities at issue in this complaint
proceeding.

Ill. BACKGROUND

12.  Admitted as stated.

13.  Admitted in part and denied in parl. Equitable admits that delivered
Appalachian supply can be cost beneficial vis-a-vis Southwest production supply.
Equitabie denies, however, the blanket averment that Appalachian supply is more

reliable. Appalachian supply may be less reliable than Southwest supply and may



require more in operaling coslts for compression, maintenance and measurement and
have higher average lost and unaccounted for gas levels.

14, Denied as stated. See paragraph 13, supra.

15. Admitted as stated but with the clarification that the PaPUC jurisdictional
“distribution pipeline network” does not include the gathering facilities at issue in this
complaint proceeding.

16.  Admitted as stated in that Equitable receives the majorily of its gas supply
through one or more pipeline affiliates of Equitable.

17.  Admitled as stated but with the understanding that “distribution pipeline
facilities” do not include gathering facilities.

18. Admitted in part and denied in part. Equitable admits that IOGA member
producers pay for gathering service under currently effective Rale AGS. Equitable
denies, however, any suggestion that I0GA members are PaPUC jurisdictional
“customers” of Equitable similar, for example, to residenlial or commercial customers
of Equitable.

19. While Equitable believes that "some” IOGA member producers may own
and/or operate their gathering lines, Equitable has no knowledge of the specific identity
of those member producers or the details pursuant to which they own or operate
gathering lines. Prool thereof accordingly is demanded.

20.  Admitted wilth the understanding that Rate AGS is not a charge for
gathering lines that a producer may own and/or operale.

21. Paragraph 21 of the Amended Complaint is a conclusion of law to which
no response is required. I, however, an answer is deemed necessary, Equitable
submits that each contract with the various Appalachian producers contains language

addressing the transfer of title and those contracts speak for themselves.



22. Paragraph 22 of the Amended Complaint is a conclusion of law to which
no response is required. [f, however, an answer is deemed necessary, Equitable
submits that each contract with the various Appalachian producers contains language
addressing the transfer of title and those conlracts speak for themselves.

23.  Admilted in part and denied in part. In a lelter dated June 11, 2003, at
Docket No. G-00031009, the Commission addressed the Affiliated Interest Agreement
between Equitable Gas Company and Equitable Field Services, LLC, and concluded
that the filing did not appear to be unreasonable or contrary to the public interest and
stated further, miter alia, that approval was contingent upon the possibility that
subsequent audits, reviews and inquiry, in any Commission proceeding may be
conducted, pursuant to 66 Pa. C.S. §§2101, et seq.

24.  Denied as stated. Although the acquisition of the PA-North Gathering
System could have increased rate base and operating and depreciation expense,
Equitable did not propose any increase in rates as a result of the acquisition and,
instead, proposed and inslituted a negotiated Rate AGS - Appalachian Gathering
Service. Equitable acquired the PA-North Gathering System assets and has operated
the faciliies as a non-jurisdictional field gathering system. It has recorded the
acquisition as Non-Ulility Property.

25. Denied as stated. Rate AGS is a charge for using or benefitling from the
investments made to the gathering system.

26.  Admittedin partand denied in part. Equitable’s Tariff Rule 11.4 concerns
shrinkage but provides that the retention allowance for delivery service shrinkage is 6.0
percent of the total volume delivered into its syslem on behalf of commercial and
industrial customers and 8.0 percent of the total volume delivered into its system on
behalf of all other customers. Tariff Rule 11.4 does not address shrinkage associated

with gathering service.



27. Admitted in part and denied in part. Tariff Rule 11.4 concerns shrinkage
but provides that, in addition lo the shrinkage rate addressed in paragraph 26, supra,
Equitable reserves the right to retain a portion of all Apollo Districl lransportation
volumes as compressor fuel. Tariff Rule 11.4 does not address shrinkage associated
with gathering service.

28. Denied. Rate AGS does nol address charges to delivery service
customers. Rule 11.4 does not address shrinkage associated with gathering service.

29.  Denied. tOGA member local producers are charged through Rate AGS
for the benefit received from Equitable’'s investment in gathering facilities including
shrinkage through the gathering system. Delivery service customers do not pay a Rate
AGS shrinkage fee.

30.  Admitied in part. The Northem Asset Optimization Program ("NAOP")
consisted of five projects designed to increase pipeline capacity, lower pressures on the
gathering system and ultimately increase local Appalachian production into the
Equitable system.

31.  Denied. Equitable is recovering through Rate AGS from [OGA members
the Apollo District NAOP costs related to gathering facilities.

32.  Denied. Equitable does not charge any IOGA member more than 8%
combined for shirinkage and fuel on volumes transported.

33.  Denied. The cost of and some portion of the shrinkage associated wilh
the gathering system are intended to be recovered through Rate AGS.

34.  Admitted with the understanding and clarification that “distribution system”
refers to Equitabie’'s Pennsylvania jurisdictional distribution system which does not
include the gathering system or facilities.

35. Denied. While Equitable believes there may be a de minimus amount of
gas sold by producers to marketers that has so far escaped payment of gathering
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charges or shrinkage under Rate AGS, it is Equitable’s intention to assess Rate AGS
fees to any producer that benefits from gathering investiment.

36.  Denied. Rate AGS raies are the product of negotiations with producers.

37.  Denied. While Equitable did seek to charge and has charged certain
producers a Rate AGS of $0.50 per Dth beginning November 2007, the charge was
mutually agreed to between the producer and Equitable. If a producer complained
about the charge, Equitable did not pursue the charge.

38.  Denied. In October 2007, Equitable began to decline to set new meter
laps. See Paragraph 81, infra.

IV. GROUNDS FOR RELIEF
COUNT

39.  Equitable’s answers to paragraphs 1 through 38 are incorporated herein
by reference.

40.  Paragraph 40 of the Amended Complaintis a conclusion of faw to which
no response is required. If. however, an answer is deemed necessary, Equitable
submits that the distribution pipeline facilities it owns and/or operates to provide public
utility services constitute property used and useful in the public service. In contrast,
however, new investment in gathering facilities, which are the point of reference for this
praceeding, are not presently reflecled in rate base and have been accounted for by
Equitable as Non-Ultility Property.

41. Paragraph 41 of the Amended Complaint is a conclusion of law to which
no response is required. {f, however, an answer is deemed necessary, Equitable
submits that Section 1301 of the Public Utility Code provides that “[e]very rate made,
demanded, or received by any public ulility ... shallbe just and reasonable.” Equitable’s
rates are in full comphiance with the requirements of Section 1301 of the Code and

established ratemaking principies.



42.  Paragraph 42 of the Amended Complaint is a conclusion of law to wi.nch
no response is required. If, however, an answer is deemed necessary, Equitable
submits that its rates are in full compliance with the requirements of Section 1301 of the
Code and established ratemaking principles.

43. Paragraph 43 of the Amended Complaint is a conclusion of law to which
no response s required. If, however, an answer is deemed necessary, Equitable
submits that its rates are in full compliance with the requirements of Section 1301 of the
Code and established ratemaking principtes.

44 Paragraph 44 of the Amended Complaint is a conclusion of law to which
no response is required. If, however, an answer is deemed necessary, Equitable
submits that Sections 1501 and 2205(a) and (b}{2) of the Public Utility Code provide
variously that every public utiiity shall furnish and maintain adequate, efficient, safe and
reasonable service and facilities and shall make such improvements as shall be
necessary or proper for the accommaodalion, convenience, and safety of its patrons,
employees and the public and further that nothing in Chapter 22 of the Code shall
prevent the NGDC fromy maintaining and upgrading its system to meet retail gas
customer requirements consislent with the requirements of Section 1501 or compliance
with other statutory and regulalory requirements. Equitable’s service and facilities are
in full compliance with all requirements of Sections 1501 and 2205 of the Code.
Equitable, moreover, denies that the Code requires Equitable to construct and maintain
a nelwork of pipelines for the purpose of bringing local production gas to market.
Section 2205(b)(1) of the Code provides that an NGDC shall not have an obligation (o
install nonstandard facilities, either as to type or location, for the purpose of receiving
natural gas from the naturat gas supplier uniess the supplier or its retail gas customer

pays the full cost of the facilities.



45.  Paragraph 45 of the Amended Complaint is a conclusion of law to which
no response 1s required. f, however, an answer is deemed necessary. Equitable
submits that the cosls of projects such as the NAOP should be considered "used and
useful” and included in Pennsylvania jurisdictional rates if the Commission concludes
in this or some olher proceeding that local producers are not abligated to pay for the
cost of facilities necessary lo gather the producers’ gas and bring it to market. See also
the response to paragraph 44, supra. incarporated herein by reference

46.  Paragraph 46 of the Amended Complaint is a conclusion of law to which
no response is required. If, however, an answer is deemed necessary, Equitable
submits that each contract with the various Appalachian producers contains language
addressing the transfer of title and those contracts speak for themselves.

47. Paragraph 47 of the Amended Complaint is a conclusion of law 1o which
noresponseisrequired. I, however, an answer is deemed necessary, Equitable denies
that it has a ‘responsibility” to transport or deliver 10GA member producers’
Appalachian supply. Equitable, however, has constructed significant gathering facilities
in recent years o facilitale the bringing of IOGA member producers’ gas to market.
IOGA member producers have a “responsibility” to contribute lo paying the cost of such
facilities.

48.  Denied. The shrinkage charged to end user customers through the
delivery service rate is intended to compensate Equitable for the costs of transporting
gas through the Pennsylvania jurisdictional distribution system. Costs for transporting
gas through the gathering system to the distribution system are intended 1o be
recovered through charges such as Rate AGS.

49.  Denied. Rate AGS is neither unlawful, unjust nor unreasonable but is
rather lawful, just and reasonable. Equitable has acquired and constructed significant

gathering facilities in recent years to facilitate the bringing of IOGA member producers’
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gas to markel. it is reasonable and appropriate that IOGA members contribute to the
payment of the costs of these facilities whether in the form of a tariff rate or otherwise.
Instead of recognizing their responsibility, IOGA members attemipt (o avoid it by
claiming that gathering is a delivery service function. This is inappropriate and done
only for their own economic self-interest. Measured by Equitable’s purchased gas cost
purchases alone, local producers are receiving $67.34 million more on an annual basis
than they were receiving prior to Equilable’s investment in gathering facilities. 10GA
members are economically positioned to contribute to the cost of these facilities.

50.  Paragraph 50 of the Amended Complamt is a conclusion of law to which
no response is required. (f, however, an answer is deemed necessary. Equilable
submits that, while IOGA may aliege that the Commission made no determination that
Rate AGS is consistent with the public interest, the Commnussion stated that the Rate
AGS did not appear to be unreasonable or contrary to the public interest. 10GA
members have benefillted tremendously from the investment made by Equitable in
gathenng facilities. tis reasonable and appropriate that IOGA members contribute to
the payment of the costs of these facilities whether in the form of a tanff rate or
otherwise,

COUNT Il

51. Equitable’s answers to paragraphs 1 through 50 are incorporated herein
by reference.

52.  Paragraph 52 of the Amended Complaint is a conclusion of law to which
no response is required. If, however, an answer is deemed necessary, Equitable
submits that Section 1304 of the Public Utitity Code provides that “{n}o public utility shall,
as lo rates ... subject any person, corporation, or municipal corporation to any
unreasonable prejudice or disadvantage. Equitable’s rates are in full compliance with

the requirements of Section 1304 of the Code and established ratemaking principles.
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53. Denied. Under Rate AGS, Equitable does not charge local producers for
the use of Equitable’s Pennsyivania jurisdictional distribution network.

54. Admitted as stated.

55. Denied. While Equitable believes there may be a de minimus amount of
gas sold by producers to marketers that has so far escaped payment of gathering
charges or shrinkage under Rate AGS, it is Equilable’s intention to assess Rate AGS
charges to any producer that benefits from gathering investment.

56.  Paragraph 56 of the Amended Complaint is a conclusion of law to which
no response is required. [f, however, an answer is deemed necessary, Equitable

submils that its Rate AGS is not discriminatory. Equitable submits further that it does

not implement Rate AGS in a discriminatory fashion in violation of Section 1304 of the

Code.
COUNT I
57. Equitable’s answers to paragraphs 1 through 56 are incorporated herein
by reference.
58. Paragraph 52 of the Amended Complaint is a conclusion of law to which

no response is required. If, however, an answer is deemed necessary, Equitable
submits that Section 1301 of the Public Utility Code provides that “[e|very rate made,
demanded, or received by any public utility ... shall be just and reasonable.” Equitable’s
rates are i {ull compliance with the requirements of Section 1301 of the Code and
established ratemaking principles.

59. Denied. Rate AGS is neither unlawlul, unjust nor unreasonable but is
rather lawful, just and reasonable. Equitable has acquired and conslructed significant
gathering facilities in recent years to facilitate the bringing of IOGA member producers’

gas to market. The return produced by Rate AGS on those gathering facilities is not



excessive. To the contrary, the costs associated with the gathering of IOGA member
gas exceed the revenue received through Rate AGS.

60.  Denied. [OGA members have benefited tremendously from the
investment made by Equitable in gathering facilities. Itis reasonable and appropriate
that IOGA members contribute o the payment of the costs of these facilities whether
in the form of a tanff rate or otherwise. Measured by Equitable’s purchased gas cost
purchases alone, locat producers are receiving $67 .34 million more on an annuai basis
than they were receiving pror to Equitable’s investment in gathering facililies.

61. Denied. The return produced by charges to local producers is not
excessive. See the response to paragraph 59, supra, incorporated herein by reference.

62. Admilted as staled that IOGA does not oppose separate charges for
transportation of its members’ gas through and out of Equitable’s system for delivery to
the extent that Equitable does not recover this cost in some other rale.

63. Admitted as stated that IOGA ailso does not oppose separate charges for
incremental costs incurred by Equitable for improvements to the distribution network
that provide enhanced facilities and services that benefit only IOGA members. The
improvements made by Equitable to the gathering system (while not part of the
Pennsylvania jurisdictional distribution network) benefit IOGA members. It is
reasonable and appropriate that IOGA members contribute to the payment of the costs
of these faciliies whether in the form of a tariff rate or otherwise.

64. Denied. IOGA's suggestion that sales service and delivery service rates
should bear the cost ol improvements to the gathering system that benefit IOGA
members and thal these same tOGA members should not contribute, whether in the
form of a tarilf rate or otherwise. to the payment of the costs of the facilities from which
they so clearly benefit is inherently unreasonable and contrary to the requirements of

the Public Utility Code. Rather than adjust base rales, IOGA should acknowiedge the
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reasonableness of Rate AGS and the appropriateness of its continued application to
IOGA members for their use of Equitable’s gathering system.
COUNT v

65.  Equitable’s answers to paragraphs 1 through 64 are incorporated herein
by reference.

66.  Denied. Separate gathering rates and shrinkage collected pursuant to
Rate AGS effect recovery of costs associated with the gathering system and not the
Pennsylvania jurisdictional distribution network. There is no double recovery of costs
through Rate AGS.

67. Denied. Rate AGS is neither uniawful, unjust nor unreasonable but is
rather lawful, just and reasonable. [OGA members have henefitted tremendously from
the investment made by Equitable in gathering facilities. It is reasonable and
appropriate that IOGA members contribute to the payment of the costs of these facilities
whether in the form of a tariff rate or otherwise. Separate gathering rates and shrinkage
collected pursuant to Rate AGS effect a partial recovery of costs associated with the
gathering system and not the Peansylvania jurisdictional distribution network. Thereis
no double (or further) recovery of shrinkage.

COUNT V

68. Equitable’s answers lo paragraphs 1 through 67 are incorporated herein
by reference.

69.  Paragraph 69 of the Amended Complaint is a conclusion of law or
argument concerning a term in Equitable’s Tariff Rate AGS to which no respanse is
required. If, however, an answer is deemed necessary, Equitable submits that
Webster's Ninth New Collegiate Dictionary (1991) speaks for itself. Equitable has no
knowledge of what IOGA may mean by “"common and approved usage.” Accordingly,

proof thereof is demanded.
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70. Denied. The "explicit terms” of Rate AGS are presented in Rate AGS
which speaks for itsell.  The RATE paragraph of Rate AGS provides that “{tjhe
applicable rate for this service shall be determined by negotiation.” While IOGA argues
that Rate AGS does not authorize Equitable to unilaterally determine and impose any
charge under Rate AGS withoul the agreement of the producer, that same producer has
no right under Rate AGS to impose its own rate by unilaterally refusing to negotiate and
then dechning to pay for the service and facilities used to bring producer gas to markel.
Requiring IOGA members and Pennsylvania producers to pay the gathering and other
costs of bringing their gas to market is entirely consistent with the Public Ulility Code
and established requlatary principles.

71, Denied. The "explicit terms” of Rate AGS are presented in Rate AGS
which speaks for itself. The RATE paragraph of Rate AGS provides that “[tjhe
applicable rate for this service shall be determined by negotiation.” Equitable denies
that this language allows IOGA to dictate the charge under Rate AGS. Requiring IOGA
members and Pennsylvania producers to pay the gathering and other costs of bringing
their gas to market is entirely consistent with the Public Utility Code and establishied
requlatory principles. See Paragraph 70 above.

72. Denied. The "explicit terms” of Rate AGS are presented in Rate AGS
which speaks for itself. The RATE paragraph of Rate AGS provides that “{tlhe
applicable rate for this service shall be determined by negotiation.” While IOGA argues
that Rate AGS does not provide a range of rates, floor and ceiling rates or the default
rale to be imposed if negotiations are unsuccessful, it is unreasonable for IOGA 0
suggest that a negotiated rate for gathering service hat presents no floor or ceiling
allows {OGA to impose its own rate by unilaterally refusing to negotiate and then
declining to pay for the service and facilities used to bring producer gas to market.

Requiring I0OGA members and Pennsylvania producers to pay the gathering and other
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coslts of bringing their gas to market is entirely consislent with the Public Utitity Code
and eslablished requlatory principles.

73.  Paragraph 73 of the Amended Complaint is a presentation of IOGA’s
assertion or position concerning Rate AGS and a conclusion of law to which no
response is required. If, however, answer is deemed necessary, Equitable submits that
Section 1301 of the Public Utility Code provides that every rate made, demanded, or
received by any public utility for a regulated utility service shall be “just and reasonable.”
Requiring lOGA members and Pennsylvania producers to pay the gathering and other
costs of bringing their gas to markel is entirely consistent with the Public Utility Code
and established regulatory principles. A gathering service provided using non-utility
gathering plant tacilities is ultimalely a non-utility, non-jurisdictional service, the charges
for which may be lawiully increased without Commission approval.

/4. Paragraph 74 of the Amended Complaint is a conclusion of law {o which
no response is required. If, however, answer is deemed necessary, Equitable submits
that the Canunissian has not delegated autharity to determine a just and reasonable
rate under Section 1301 of the Public Utility Code. A gathering service provided using
non-utility gathering plant facilities is ultimately a non-utility, non-jurisdictional service
the charges for which may be legally delegated by the Commission. Indeed. the
Commission may have no jurisdiction over these charges in the first instance.

75.  Paragraph 75 of the Amended Complaint is a conclusion of law to which
no response is required. if, however, answer is deemed necessary, Equitable submits
that Section 1301 of the Public Utility Code provides that “[e]very rate made, demanded,
or received by any public utility ... shall be just and reasonable.” Equilable’s rates are
in full compliance with the requirements of Section 1301 of the Code and established

ratemaking principles.
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76. Paragraph 76 of the Amended Complaint is a conclusion of law to which
no response is required. I, however, answer is deemed necessary, Equitable submits
that Section 1303 of the Public Utility Code provides that "[njo public utility shall, directly
or indirectly, by any device whatsoever, or in anywise, demand or receive from any
person, corporation, or municipal corporation a greater or less rate than for any service
rendered or to be rendered by such public utility than that specified in the tariffs of such
public utility applicable thereto.” Equitable’'s rates are in full compliance with the
requirements of Section 1303 of the Code.

77.  Paragraph 77 of the Amended Complaint is a conclusion of taw to which
no response is required. If, however, answer is deemed necessary, Equitable denies
that it has imposed a rate not authorized by its tariff or otherwise charged rates that are
unjust, unreasonable or unlawful.

78.  Paragraph 78 of the Amended Complaint is a conclusion of law to which
no response is required. {f, however, answer is deemed necessary, Equitable denies
that it has violated the terms of Rate AGS or otherwise charged rates or attemipted to
charge rates that are unjust, unreasonable or unlawful.

79.  Paragraph 79 of the Amended Complaint is a conclusion of taw to which
no response is required. 1If, however, answer is deemed necessary, Equitable denies
thatitis altempting to unilaterally impose a rate under Rate AGS. IOGA members have
no right under Rate AGS to impose their own rates by unilaterally refusing to negoliate
and then declining to pay for the service and facilities used to bring producer gas to
market. Requiring IOGA members and Pennsylvania producers to pay the gathering
and other costs of bringing their gas to market is entirely consistent with the Public
Utility Code and established regulatory principles. Providing a gathering service using
non-utility gathering plant facilities is ultimately a non-utility, non-jurisdictionat service

the charges for which may be lawfully increased without Commission approval.
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COUNT Vi

80. Equitable’s answers to paragraphs 1 through 79 are incorporated herein
by reference.

81.  Denied. In Equitable’s last 1307(f) proceeding, Lost and Unaccounted
for Gas ("LUFG") was an issue and the statement of Vice Chairman Cawiey issued
August 30, 2007, focused on the need to review the high levels of LUFG in the 2008
proceeding. Accordingly, beginning in October 2007, Equitable began to review the
sources of its LUFG. Al such time, it decided to suspend new taps on its gathering
system until it could complete the LUFG study. Subsequent to October 2007, new taps
were made only for producers whose tap(s) had been approved prior to October 2007
This resulted in 21 new taps having been made since the suspension of new taps was
undertaken. Of the 21 taps, only four were for producers that had previously agreed to
pay the $0.50 per Dih rate. The remainder were added at their pre-existing rates which
were less than $0.50 per Dth.

82. Paragraph 82 of the Amended Complaint is a conclusion of law to which
no response is required. if, however, answer is deemed necessary, Equitable admits
that Section 1317 and Section 1318 of the Public Utility Code speak for themselves.

83.  Paragraph 83 of the Amended Complaint is a conclusion of law to which
no response is required. If, however, answer is deemed necessary, Equitable denies
the allegations presented in Paragraph 83. Requiring I0GA members and
Pennsylvania producers to pay the gathering and other costs of bringing their gas to
market ts entirely consistent with the Public Utility Code and eslablished regulatory

principles. The alternative, essentially sought by fOGA in this proceeding, is that these
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costs be borne by the ratepaying public.  Such an alternative may well not be in the
public interest -
COUNT Vit

84. Equitable’s answers to paragraphs 1 through 83 are incorporated herein
by reference.

85.  Admitted as stated that Section 60.1 of the Commission's Rules and
Regutations slates that the "development of Pennsylvania natural gas shouid be
promoted, because it will achieve benefits that accr(ne to gas utiliies and their
customers.”

86. Denied as stated. While Equitable has identified benefils associated with
Pennsylvania supply in 1307(f) proceedings, Pennsylvania supply, like Appalachian
supply generally, may be less reliable than Southwest supply and may require more in
operaling costs for compression, maintenance and measurement and have higher
average lost and unaccounted gas levels.

87. Denied as stated.  Section 60.2(8) of the Commission's Rules and
Regulations states as follows:

The tariff may not unreasonably restrict Commonwealth natural gas
producer access to gas utility facilities.

Equitable is not unreasonably restricting Pennsylvania producer access either to its
ulitity or gathenng facilities.

88.  Paragraph 88 of the Amended Complaint is a conclusion of law 10 which
no response i1s required. if, however, answer is deemed necessary, Equitable denies

that itis acting in an uniawful manner. Equilable’s desire to charge producers a Rate

2 n the “Conclusion” section of its Amended Complant IOGA argues that "unless cancelled,
Equitable’s Rale AGS will establish a dangerous precedent that will encourage other gas utilines to
inflict similar harm on the local producers in their service territories by separately charging for the
costs of service and (acilities that benefit all customers and therefore should be recovered through
base rates.” The allocation of gathering and other costs to IOGA members and Pennsylvania
producers is neither a “dangerous precedent” nor a "hacm” to these producers.
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AGS of $0.50 per Dth is entirely reasonable, consistent with Commission Rules and
Regulations and lawful,

89. Paragraph 89 of the Amended Compilaintis a conclusion of law to which
no response is required. 1, however, answer is deemed necessary, Equitable denies
that it is acting in an unlawful manner. Equitable’s suspension of new meter taps is
entirely reasonable, conststent with Commission Rules and Regulations and lawful.

COUNT vl

90.  Equitable’s answers to paragraphs 1 through 89 are incorporated herein
by reference.

91.  Paragraph 91 of the Amended Complaint is a restatement of a statutory
provision and a conclusion of law to which no response is required. If, however, answer
ts deemed necessary, Equilable submits that Section 1312(a) of the Public Utility Code
speaks for itself.

92. Paragraph 92 of the Amended Complaint is a concluston of law to which
no response is required. If, however, answer is deemed necessary, Equitable denies
the allegations presented in Paragraph 92. Equitable’s rates and charges. including
rates and charges under Rate AGS, have at all times been just and reasonable and in
compliance with the requirements of the Public Utility Code and applicable ratemaking
and regulatory principles.

93. Paragraph 93 of the Amended Complaint is a conclusion of law to which
no response is required. If, however, answer is deemed necessary, Equitable denies
the allegations presented in Paragraph 93. Equitable’s rates and charges to I0GA
members, including rates and charges under Rate AGS, have at all times been just and
reasonabie and in compliance with the requirements of the Public Utility Code and

applicable ratemaking and regufatory principies.
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94. Paragraph 94 of the Amended Complaintis a conclusion of law to which
no response is required. If, however, answer is deemed necessary, Equitable denies
the allegations presented in Paragraph 93. Equilable’s rates and charges, including
rates and charges under Rate AGS, have at all times been just and reasonable and in
compliance with the requirements of the Public Utility Code and applicable ratemaking
and regulatory principles. 1OGA members are not entilied to refunds of any amount.

NEW MATTER

1. The charges challenged by IOGA are part of negotialed contracts
between Equitable Gas Company and individual IOGA member producers.

2. Equitable invested and is continuing to invest significant sums in
gathering related facilities in consideralion of and reliance upon these negotiated
contracts. These investments, which have totaled in excess of $18.5 million and are not
part of Equitable’s rate base or ulility cost of service, would not have been made to the
extent they were without the contractual commitments of IOGA members.

3. I0GA members have benefitted from Equitable’s investmentin gatherning
faciliies. Indeed as noted in the foregoing Answer, as a consequence of Equitable’s
investments, IOGA members have increased the value of lhe natural gas sold by them
to Equitable from a modest $5.56 million in calendar year 2000 to $72.9 miltion in
calendar year 2007 and on a volumetric basis from 2.16 Bef purchased by Equitable in
calendar year 2000 to 9.25 Bcf purchased by Equitable in 2007,

4. IOGA member producers will continue to be bound by the terms of therr
individual contracts with Equitable regardless of the outcome of this proceeding.

5. Having contractually agreed (o pay such charges, IOGA should not be
permitted to use this Commission's good offices to launch a collaleral altack on existing

non-public contracts entered into voluntarily and not involving a regulated utility service.
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6. IOGA should not be permitted to use this Commission to foist the
contractual obligalions of its members which have produced significant revenues for
such members onto the backs of Equilable’s residential ratepayers.

WHEREFORE, Equitable Gas Comipany, a division of Equitable Resources, Inc.,
prays that the Pennsylvania Public Utility Commission dismiss the Amended Complaint
of the Independent Oil and Gas Association of Pennsylvania.

Respectfullygubmitted,

By 'H/ -~

Charles E. Thoma#, Jr., Esquire

Thomas T. Niesen, Esquire

THOMAS, THOMAS, ARMSTRONG & NIESEN
212 Locust Street, Suite 500

2.0. Box 9500

Harrisburg, PA 17108-9500

Danief L. Frutchey, Esquire
Chief Regulatory Officer
EQUITABLE UTILITIES
225 North Shore Drive
Pittsburgh, PA 15212

Attorneys for
Equitable Gas Comipany

Date: March 10, 2008

Answer L Aneaged Canydaat (Fnalj a1
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VERIFICATION

I. Stephen C. Rafferty, Senior Vice-President, hereby state that the facts

set forth in the foregoing Amended Answer to Amended Complaint are true and

correct to the best of my knowledge, information and belief and that | expect

Applicant to be able to prove the same at a hearing held in this matter.

l
understand that the statements herein are made subject to the penalties of 18

Pa. C.S. § 4904 (relating to unsworn falsification to authorities).

tephen C. Rafterty
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Before The
PENNSYLVANIA PUBLIC UTILITY COMMISSION

independent Qil and Gas : Docket No. C-20066800
Association of Pennsylvania :

V.

Equitable Gas Company

CERTIFICATE OF SERVICE

i hereby cerlify that t have this 10" day of March 2008, served a true and correct
copy of Equitable Gas Company’'s Answer to the Amended Complaint with New Matter
of the independent Oil and Gas Association of Pennsylvania, upon the persons and in

the manner set forth below:

BY FIRST CLASS MAIL

Kevin J. Moody, Esquire Johnnie E. Simins, Director

Wolf, Block, Schorr and Solis-Cohen, LLIP Office of Trial Staff

213 Market Street, 9" Floor Pennsylvania Public Utitity Commission
P.0O. Box 865 Commonwealth Keystone Building
Harrsburg, PA 17108-0865 400 North Street

P. 0. Box 3265
Harrisburg, PA 17105-3265

irwin Popowsky, Esquire William Lioyd, Esquire

Consumer Advocate Smail Business Advocate

Office of Consumer Advocate Office of Small Business Advocale
555 Walnut Streel Suite 1102, Commerce Building
Forum Place, 5™ Floor 300 North Second Street
Harrisburg, PA 17101-1923 Harrisburg, PA 17101

A

Thomas T. Niesen
PA Attorney 1D No. 31379
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EQUITABLE

“Dalivering Evacyday Excaliance”

Date: May 1, 2007
Dear Producer,

As you may be aware, Equitable Gas Company (“Equitable™) has made numerous enhancements
to the former Apollo District during the past several years in an effort (o stimulate and increase
local Appalachian production. During this time, Equitable has incurred significant costs in
operating, maintaining and tmproving the distribution/gathering facilities in this area.

Equitable is willing to continue making improvements, change operating conditions where
feasible and ultimately increase local Appalachian production if producers are willing to
compensale Equitable for some of the costs incurred. Any producer that is not willing to
compensate LEquitable for these costs may be prohibited from flowing incremental volumes and
may possibly be curtailed during low-demand periods. Equitable is secking reimbursement {from
only those producers that will directly benefit from these on-going projects.

Specifically, Equitable has a project that will be undertaken in the next several nonths 1f demand
warrants. This project is described in more detail below:

(1).  Eshbaugh Interconncction with Domtinion Transmission, Clarion County, PA
lnstall 10,000 feet of 87 steel mainline (1,000 psig MAOP). [nstall (2) 1,350 BHP units
and a dehydration unit in an cffort to facilitate the northwest movement of 10,000 —
12,000 dth/day inte Dominion Transmission.

Equitable is proposing an incremental yathering charge equal to $0.25/dth. This incremental
charge will be in addition to any other applicable charges currently being assessed. This
incremental charge is specifically related o the project described above and will be assessed on
only those mcters that directly benefil from the completion of this project,

If the above terms and conditions are acceptable, please sign and date in the space provided
below and return to me by fax at 412-395-3335.

Accepte_(}f?}ﬂd Agreed o AV Sincerely,
this — ./"' ,d9)y Of ,...-"/“"' s -/‘_i{:.(’/, . )
7/ "“ —

Stephen C. Rafterty,
Vice-President, Utility
Asset Management

A Division of EQUITABLE RESOURCES
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PLEASE STATE YOUR NAME ADDRESS, OCCUPATION AND CAPACITY IN
WHICH YOU ARE PARTICIPATING IN THIS MATTER.

My name is Diane Mever Borgralll My address is 19 Westwind Drive, Lemovne, PA
17043, 1 am an independent consultant retained by the Independent Oil and Gas
Association of Pennsyivania (“"IOGA™) 10 investigate issucs concerning the existing and
proposed Rate AGS of Equitable Gas Company (“Equitable™ or “EGC™ or “*Company™).
PLEASE STATE THE PURPOSE OF YOUR REBUTTAL TESTIMONY.

The purpose of my rebuttal testimony is to respond 1o the Direct Testimony of Mr.
Gruber of the Office of Trial Staff ("OTS™), Mr. Kalcic on behalf of the Office of Small
Business Advocate, ("OSBA™) and Mr. Watkins on behalf of the Office of Consumer
Advocate (COCA™).

PLEASE SUMDMARIZE YOUR CONCLUSIONS,

OTS and OSBA have apparently accepted that the “customer class™ Rate AGS should
recover all of Equitable’s investment in gathering lacilitics and costs assigned to Rate
AGS from producers and marketers. OCA expressly states that Equitable’s Rate AGS
cost yecovery proposal 1s reasonable because “Eguitable’s gathering service is a totally
different hine of busimess™ from its distribution operations. [n my direct testimony. |
noted that all three statutory advocates had, in the past. supporied recovering gathering
Factlity costs from end use customers. 1 am hopeful that alter careful reconstderation, the
statutory parties will recognize that the cost of gathering facilitics used by Equitable Gas
to provide lower cost and rehiable Pennsylvania production to its end use customers
should be reflected in the rates paid by those end use customers and included in base
rates. and that the statutory parttes will support the assignment of Rate AGS costs to end

use cuslamers.
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PLEASE DESCRIBE THE OTS AND OSBA TESTIMONY IN THIS
PROCEEDING CONCERNING RATE AGS.

[t appears that both OTS and OSBA have merely accepted the four (4) customer
classifications in Equitable’s cost of service studies and Equitable’s position that 100% of
Equitable™s investment in gathering facilitics and other costs assigned to Rate AGS
should be recovered from producers and marketers under Rate AGS.

IN YOUR OPINION, DOES THE OTS AND OSBA TESTIMONY INDICATE
SUPPORT FOR ASSIGNING EQUITABLE'S GATHERING FACILITY COSTS
TO PRODUCERS AND MARKETERS BASED ON COST CAUSATION
PRINCIPLES?

No. Neither witness appears to have made any specific analysis of the reasons that these
costs are incurred by Cquitable, Netther witness expressiy climms that cost causation and
allocation principles support Equitable’s proposal to recover its gathering tacility costs
from producers and marketers, nor do they offer any explanation for their acceptance of
the Company’s proposal. As 1 explamed in my direet testimony, both OTS and OSBA
have in the past on many occasions supported imclusion of gathering system costs in base
rates 10 be recovered from end nse customers. Examples are the National FFuel Gas
("NFG™) 2004 base rate case at Docket R-000490356 and Eqguitable’s 2004 PGC case al
Docket R-00049154 involving the Northern Asset Optimization Project ("NAOP™)
related to Equitable’s gatherimg facilities. In the latter case. Mr. Gruber testified that:
“The Company’s proposal 1o include NAOP costs i the PGC not onldy places the

recovery ol these costs n the wrong procecding but the shortened recovery period

violates the fundamental principle of rate making that all customers should pay for the

cost of supplving vas they use ... Exh. DMB-7 (Docket R-00049154, Gruber

Surrchuttal at 3. emphasis added). Although Mr. Gruber's testimony goes to the sisoyear

amortization period as not heimg consistent with cost causivion principles m that it
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relicves [uture ratepayers for cost responsibility for assets that have a life of well over six
vears, his statement also confirms his view that the end use of customers of EGC. that is
those who are using the supply delivered through the gathering facilities, should pay for
those facilities. and should pay for them m basce rates not in gas costs. Neither Mr.
Gruber or Mr. Kalcie suggested at any time in that 2004 Equitable PGC case that
gathering facility costs should be borne by marketers or producers. nor did OTS or OSBA
support such a position in the NFG case previously relerenced.

PLEASE DESCRIBE THE OCA TESTIMONY IN THIS PROCEEDING
CONCERNING RATE AGS.

The OCA™s Mr. Watkins expressly supports as reasonable Equitable’s proposal to recover
100% of Equitable’s investment in gathering facilities and most of the associated
expenses from producers and marketers under Rate AGS. Mr. Watkins™ rationale for his
support of Equitable’s proposal is that "Eqguitable’s gathering service is a totally differem

line of business fron its natural gas distribution operations.”

DO YOU AGREE WITH MR. WATKIN'S RECOMMENDATION AND
RATIONALFLE?

No. Mr. Watkins™ testimony mdicates that perhaps he does not fully appreciate the use of
gathering assets by end use customers of Equitable and the integral role these assets play
i quitable’s mecting its least cost gas procurement obligation.

Although Mr. Watkins was nota witness for the OCA m 1EGC’s 2004 gas cost
procecding concerning the NAOP investment. Mr, Micrzwa was. OCA’s wilness
Mierzwa. just as Mr. Kalcie and Mr. Gruber. testified that both sales and transportation
customers should bear responsibility for the costs of the NAOP gathenng svstem
nvestment. My, Micrzwa also stated OCA s legal position ““that NAOP construction

expenditures are not gas costs as defimed by the Public Utitity Code.™ Txhibit DMB-3.
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Perhaps Mr. Watkins does not understand that the Pennsylvania gas that flows
through EGCs gathering facilities is not moving off svstem for producer profit but is all
being used tor customers served off the gatherning facilities directlv and also moved nto
EGCs transmission and distribution system 1o serve EGC customers, thus benefiting all
of EGCs end user customers. Perhaps he also does not understand that EGC actively
acquired gathering asscts since 1999 and in seeking approval tor such acquisitions has
described the end use customer benefits that will result from such acquisitions. Perhaps
Mr. Watking does not understand that EGC did not acquire and wmprove gathering assets
for a separate hne of business. but acquired and improved these assets because the
dehivery of least cost supplics to its junisdictional castomers 1s EGCs Iine of business. In
Nanonal Fuel Gas™ 2004 base rate case at Docket R-00049656. Mr. Watkins as a witness
far the OCA supported National Fuel Gas™ position that its production and gathering
asscts should be recovered from end use customers in base rates. Mr. Watkins has not
offered any explanation as 10 why gathernng assets of Equitable should be treated
differently than Nattonal Fuel Gas™ gathering asscts for ratemaking purposes. | am
hopeful that after he has an opportunity to review all of the facts in this proceeding. he
will reconstder his position.

Returming to EGC. contrary to My, Watking view, EGC has never itsell ¢claimed
that 1t was acquiring gathering assets as a separate line of business. On the contrary,
EGC has consistently acknowledged its obligation to its customers to acquire least cost
gas supply and the role of its gathering facilities in mecting that obligation. Equitable has
described the benefits of its gathering system 1o 15 end use customers 1o estabhish

complhance with its least cost gas procurement obhgation. For example. in Equitable™s
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2004 Section 1307(f) case concenming NAOP project improvements to its gathering assets
acqurred from Carncgie and Apollo Gas Companics. Equitable’s Mr. Quinn in his
Rebuttal Testimony testified that:

The NAQP. estimated to cost §6.0 miullion, is for the sole purpose
of imcreasig Pennsylvania-producced natural gas volumes into
Lquitable’s distribution system. Benefits associated with the
increased Pennsylvania production will accrue primarily to
Purchased Gas Cost ("PGC™) rate customers. the state of
Pennsylvania. and the various companes which purchase the
Pennsylvanis-producced gas in licu of natural gas produced
clsewhere and transported into Equitable’s service territory. Exh,
DMB-3 (emphasis added).

More recently, inits March 2007 response to the PUCTs 20035 Management

Efficiency Investigation ("MELT) recommendation that Equitable investigate s high

levels of unaccounted for gas C"UFGT) and inniate cost-effective efforts to reduce UFG
fevels. Equitible described to the PUC the benefits to its end usce costomers of its
gathering facilities:

As vou may well know. Equitable operates both distribution and
gathering facihines. The gathenng factlities tend to be older and (o
have higher UFG than distribution facilitics. However. these
gathermg faciities are important 1o our customers as they allow
Equitable direct access to lower cost gas supplics produced locally
and reduce LEguitable's need to maintain expensive mterstate
pipcline capacity.

Exhibit DMB-7 (Docket No. D-0SMEL020, Comments. Responscs
and Implementation Pran of Equitable Gas Company. 3/29/07, p.
3) temphasis added).

And. as recently as June 12, 2008, a mere 18 davs before Equitable hited this base rawe

cuse, n responsc 10 the question “Doces the Company's ownership of gathering systems
benefit PGC customers?” Eqguitable™s Mr. Wiggers in his Rebuttal testimony in

Equitable’s 2008 1307(1) procecdimnyg testified that;
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A. Yes. Inaddition to serving approximately 3,500 customers
from these gathering faciliies for whom service from distribution
[imes 1s not an option, as Equitable increases the level of
Appalachian production that flows onto its gathering lacilitics, it
becomes less reliant on interstate pipeline supphics. This reduces
the variable costs assoctated with transporting gas from the Texas
and Louisiana production arcas to Western Pennsylvania. 1t also
protects Pennsylvania customers from the supply nisks associated
with relving on a gas supply located primanly in hurmcane-prone
regions. In the future, the Company will look to further reduce its
contractual capacity on upstream pipelines. as it did in 2006, when
the Company was able to reduce its contractual capacity on
Equitrans by 55,528 dth per dayv. which equates 10 approximately
$3.3 million of annual savings. Exh. DMB-7 (Docket No. R-2008-
2021160, Wiggers Rebuttal at 7-8).

Agam and agam Equitable has consistentty argued that its gathermg facilities benetit its
cnd use customers.

WHAT IS THE EFYFECT OF HAVING GATHERING FACILITY COSTS PAID
FOR ONLY BY PRODUCERS AND MARKETERS. AS FGC PROPOSES?

I EGC prevails in this proceeding, its gathering facility investments will become exactly
that  pas costs. The costs of the gathering facilities will not disappear from customers’
bills but mstead will just become part of gas costs to the extent producers are able o
include these costs in the cost of Pennsyilvania supplics sold to Equitable for sysiem
supply or sold (o Equitable’s trunsportation customers. Fo the extent producers’
Pennsyivania production becomes unprofitable to deliver to EGC as a result of Rate AGS
charges, Equitable and its customers will be deprived of this lower cost supply which
would need to be replaced by costher supphies delivered through the interstate pipelines.
The costs of EGCTs gathering facilitics ultimately will be borne by consumers of EGC's
natural gas service.

INYOUR VIEW, DOES I'T ACTUALLY MAKE A DIFFERENCE TO THE END

USE CUSTOMER AS TO WHETHER THESE GATHERING SYSTENM COSTS
ARE IN BASE RATES OR IN GAS COSTS?

FEAR 833001 ENINLID. 233822 -6 -
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Yes. it does. As EGC has proposed Rate AGS, there is no ceiling rate. 1 Rate AGS s
approved as filed, EGC will be able to charge as much as it can extract from producers
and marketers for moving Pennsylvania supplics through the gathering system. Rate
AGS will continue to be profitable for EGC as it has since 1ts inception in 2003 beiween
rate cases and EGC will have no maximum as to the rate it charges through Rate AGS. If
EGC is permitted to recover all of its gathermg system investment from producers and
marketers with no cetling rate in place, the cost of Pennsvlvania production will increase
because producers will be forced to include the costs charged by EGC in the prices they
charge for Pennsvivania supplics to the extent that they are contractually able to do so.
I, instead, the cost recovery for gathering facility investment remans as a component of’
sales and delivery rates, then there 1s Comnussion oversight o the gathering related rates
charged to the end use customer. In both cases. the costs of the gatherning facilitics wall
be paid for by those who use and benefit from the gathering facthities, which are the end
usc customers of EGC. but keeping the costs in base rates provides more protection for
the ratepayver m terms of Commission oversight.

IN SUMMARY. WHAT DO YOU CONCLUDE FROM THE REVIEW OF
WITNESSES GRUBER, KALCIC, AND WATKINS?

It 1s understandable that the statutory parties want to keep any LEquitable rate increase
imposed on their particular constituencics as low as possible. However. gathering factlity
costs on EGC are not gomg 1o disappear if they are removed from end user basce rates.
Ultimately end use customers wall need 1o pay for the pipeline facilities that bring
Pennsvivania supplics to their homes and businesses. Or. il these costs cannot be passed
on in the contracts that producers have with gas supplicrs. including Equitable. Equitable

customers may lose aceess to Pennsyhvania produced gas. as producers either find other
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means of moving their gas to market that does not require them (o payv these Rate AGS
charges or they shut in their production.

The question that 1s before this Commission is will the gatherimg facility
mvestment costs continue to be part of basc rates for end usc customers, as they have
been for more than thirty years, or will these costs be shified 1o gas costs which will not
onlv impact the price of Pennsylivania supply but also the availability of Pennsvivania
supply?

It 1s my opinton that the existing procedure of recovering gathering lacility costs
in basc rates has worked well and served consumers well over the vears in making
Pennsyhvania supply avaitable for its citizens. There is no need to change the approach
for recovery of these costs and nisk the adverse consequences to customers not only on
LEGCs system but throughout the Commonwealth. Rate AGS was authonzed as an
mterim solution between rate cases as an outcome of Equitable’s 2003 Application Nling
to acquire asscts of the Tormer Apollo Gas vtility, which used those assets to serve its end
usc customers. Rate AGS has served is purpose and enriched EGC by over five million
dollars m additional revenue per vear between rate cases to help to pav for mvestments
and operation and maintenance expenses related to its 2003 acquisition. Rate AGS
should not now be expanded but instead should be eliminated from EGCs taniff. EGC
should recover the costs of its gathering investments in the same manner as has heen
authonzed for other natural gas distribution miihues i the Commonweahh for well over
thirty vears.

DOES THAT CONCLUDE YOUR REBUTTAL TESTINIONY?

Yos. thank vou very much.
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Docket No. R-00049154
{Relevant Page(s) Only)

OTS Witness Michacl Gruber (Surrcbuttal Testimony)

Docket No. D-OSMEN020
(Relevant Page(s) Only)

Comments. Responses & Implementation Plan of
Equitable Gas Company. March 29, 2007

Docket No. R-2008-2021160
(Relevant Pagers) Only)

EGC Witness Thomas P. Wiggers (Rebuttal Testimony)



OTS Statement No. 1-SR

Witness: Michael J. Gruber
Date: June 11, 2004
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PENNSYLVANIA PUBLIC UTILITY COMMISSION

V.
{§i17 8241701 T EQUITABLE GAS COMPANY
bhi“ﬁfﬁ?
Docket No. R-00049154

RARARTHIN

Surrebuttal Testimony

~2
NOCKBTER of S
JUN 2 2 2004 Michael J. Gruber ;_ &
OfTice of Trial Staff
Concerning:

Cash-in/Cash-out Pricing
Balancing Tolerances
Northern Assets Optimization Program amortization
Performance Based Rates: PBR 1 - Off-system Sales and Capacity Release
PBR 2 - No Notice Service
Natural Gas Heating Value
Flexing of Tariff Charges for Competition



10

11
17

15
16
17
18
19
20
2}

22

23

24

25

26

If either of the situations indicated by these statements exists, there is a
fundamental difference of opinion between Company management and OTS in the
nature of what PBRs are intended to produce, and it is time for the Commission to

review the Company’s management practices.

ARE YOU IN AGREEMENT WITH MR. RAFFERTY’S REPRESENTATION
FOR INCLUDING THE NAOP COSTS IN THE PGC?
No. At Pages 21 and 22 of Statement No. 2-1, Company witness Rafferty testified as

follows:

*“I'wo of the projects involve upgrading and automating compressor stations.
The cost for these two projects is estimated to be approximately $2.5 MM.
Another project involves the renewal of approximately 19,000 feet of 12" stecl
at a projected cost of approximately $3.1 MM. This project is located between
the two compressor stations and is necessary because the existing infrastructure
would not facilitate the movement of additional high-pressure gas. The last two
projects involve interconnects between various distribution and transmission
systems. These projects are downstream of the compressor stations and are
required to facilitate the movement of the additional gas afier it has been
compressed. The cost for these two interconnects is estimated to be
approximately $1.0 MM.”

These five projects associated with the NAOP are capital improvements to the
Company’s gathering, distribution and transmission systems. They are not gas costs
rccoverable 1n a PGC procecding but capital investment costs recoverable in a
1308(d) proceeding.

The example cited by the Company has no bearing on this proposal. The

Settlement was negotiated based upon the evidence and situation as it existed at that
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time. The little bit of information the Company has presented shows that there was
more to the approval of the treatment of the plant in question than just an approval for
it to be put in gas cost rates. The plant, at that time, was not a capital investment in
plant owned by the Company, but a contribution in aid of construction to a third party
to improve the Company’s ability to acquire less expensive gas (Page 23, Lines 21-23
of Company witness Rafferty’s Statement No. 2-1). Further, the recovery was not
through the 1307(f) rate, but through a pre-existing surcharge established to recover
non-gas costs.

The Company’s proposal to include the NAOP costs in the PGC not only
places the recovery of these costs in the wrong proceeding but the shortened recovery
penod violates the fundamental principle of rate making that all customers should pay
the cost of supplying gas they use. The recovery of these costs over six years charges

present customers for costs which should be borme by future customers.

DOES THE COMPANY’S REBUTTAL TESTIMONY PROVIDE ANY
JUSTIFICATION FOR ITS BTU PROPOSAL?
No. At Page 27, Lines 21 and 22 of Statement No. 2-1, Company witness Rafferty

testified as follows:

“The Company’s Btu proposal is simply to be “kept whole” on these reduced
delivery margins.”



225 Norh Shore Drive
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GAS

Delivering Evervday Excellence ™

March 28. 2007

Mr. Dennis P Hosler, Audit Manager
Burcau of Audits

Pennsylvania Public Utility Commission
PoO. Box 3263

Harrisburg PA J71038-3265

RE: Management Efficiency Investigation:
Dear Mr. Hosler:

Enclosed you will iimd a copy of the Comments, Responses and - Implementation Plan of
Lquitable Gas Company, a division of Equitable Resources. Inc. (the "Company™ ). with respect o the
above-referenced Management Efficiency Investigation.

As yvou will see the Company has aceepted in full all ot the follow-up recommendations.
except m these instances where we believe comphance has already been achieved. that were made by
the Burcau of Audits as a result of its review of the Company's implementation of the 2003 Focused

Audit.

If you have any questions regarding the Company's filing. please contact Bob Narkevie at
412-395-3248.

Very truly yowrs,

Daniel L. Frutehev

Semor Viee President and General Counsel
DLE:Imd

Enclosure



The MET recognizes that Equitable was able 1o reduce its capital project backlog from
427 projects in 2001 to 372 projects in 20040 Accordingly the ME! recommends a continuation
of cfforts to reduce the project backlog, Equitable believes it has substantially complied with the
recommendation. as the backlog m projects as of vear end 2003 stood at 47, Further

improvement in 2006 will be reported shortly.

The METL also noted substantial improvement in reducing the backlog ot Class 2 leaks.
but recommends that repairs be completed in all outstanding Class 2 leaks over one-vear old and
to keep current on future Class 2 leaks. Eguitable is proud to report that i elimimated the backlog
ol Class 2 leaks in the first quarter of 2006 and 1s now current on all new Class 2 Jeaks.

Theretore. the follow-up recommendation has been aceepted and the task is completed.

‘The MEL further recommends that Equitable investigate the causes of high Jevels of
unaccounted for gas (UFG) and mitiate cost-ctfective efforts 1o reduce HIFG levels. As 1s noted
in our response. Equitable takes the tssue of UFG very seriously. especially in this era of high pas
prices. Accordingly. this issue will be addressed in Equitable’s 2007 1307(1 filing. as it has been
m every annual pas costrecovery filing. A vou may well know, Equitable operates both
distribution and gathering facilities. The gathering facihinies tend to be older and 10 have higher
UIFG than distribution faciitics. However. these gathering faciliies are important 1o our
customers as they allow Equitable direet aceess to lower cost gas supplies produced locally and
reduce Equitable's need 1o maintain expensive interstate pipeline capacity, Very few
Pennsyvlvania NGDCs have gathering lacilities. including many of the companies to which
Equitable’s UFG s compared. Nevertheless. Equntable will aceept the follow-up
recommendation and further investigate the sources of UEFGL I that regard. third-party hine hits
are part of the UFG problem. The MET recommends greater scrutiny of such hits, as well as
recovery of damages from parties hiting our hines. Lqguitable’s response sets Torth our procedure
for deahing with line hits, inclading our procedure for the recovery of damages. Equitable has
three employvees dedicated o investigating third-party damage to pipelines. and our claims
department in 2005 recovered 71% of the estimated damages in which the excavitor was at fault.
These recovery numbers have improved in 20006, as contractors have begun to recognize that
Equitable will hold them accountable for pipeline damage. I should be noted that Equitable's
clforts to prevent damage o s pipelines have allowed it 1o exeeed the AGA's Best Practices
Benchmark in this category, As noted previousiy, Equitable apgressively pursues contractors that

domage our hines and reports ine hits o the Department o Labor and Industry for regulatory

3



Equitable Statement No. 3-R
Docket No. R-2008-2021160
Witness: Thomas P. Wiggers
Date:

EQUITABLE GAS COMPANY

Prepared Rebuttal Testimony of
Thomas P. Wiggers
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PREPARED REBUTTAL TESTIMONY OF THOMAS P. WIGGERS
WITNESS BACKGROUND
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Thomas P. Wiggers. My business address is 225
North Shore Drive, Pittsburgh, Pennsylvania 15212,

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Equitable Gas Company {"Equitable” or the
"Company”). a division of Equitable Resources, Inc., as Director, Gas
Supply.

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY [N THIS
PROCEEDING?
Yes. | submitied direct testimony that has been marked as

Equitable Statement No. 3.

PURPOSE OF TESTIMONY

WHAT IS THE PURPQOSE OF YOUR REBUTTAL TESTIMONY IN THIS

PROCEEDING?

In my rebutial testimony, | will respond to various contentions in the

direct testimony of Office of Trial Stalf ("OTS") witness Michael Gruber,

Office of Consumer Advocate ("OCA") withess Jerome D. Mierzwa and

Pennsylvania Office of Small Business Advocate ("OSBA”) witness Brian

Kalcic. Specifically, | will respond to Mr. Gruber's recommendation that

the Company's retention allowance should be the same as the delivery
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is comparing Equitable 1o companies that do not have similar asset
portfolios. One of the NGDC's in the comparison has on-system storage
which can significantly skew the UFG results. Additionally, several of the
NGDC's listed own primarily distribution facilities and have minimal, if any,
gathering facilities. In general, gathering facilities experience a higher
level of UFG and Company use gas than distribution systems. Therefore,
you would expect a company like Equitable that owns a significant amount
of gathering facilities to have higher UFG and Company use gas
experience than other Pennsylvania jurisdictional NGDC's that do not own
gathering facilities.

DOES THE COMPANY'S OWNERSHIP OF GATHERING SYSTEMS
BENEFIT PGC CUSTOMERS?

Yes. In addition to serving approximately 3,500 customers tfrom
these gathering facilities for whom service from distribution lines is not an
option, as £quitable increases the level of Appalachian production that
flows onto its gathering facilities, it becomes less reliant on interstate
pipeline supplies. This reduces the variable costs associated with
transporting gas from the Texas and Louisiana production areas to
Western Pennsylvania. It also protects Pennsylvania customers from the
supply risks associated with relying on a gas supply located primarily in
hurricane-prone regions. In the future, the Company will look to further
reduce its contractual capacity on upstream pipelines, as it did in 2006,

when the Company was able to reduce its contractual capacity on
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Equitrans by 55,528 dth per day, which equates to approximately $3.3
milhon of annual savings.

PLEASE SUMMARIZE MR. GRUBER'S RECOMMENDATION
REGARDING THE COMPANY'S TRACKING AND REPORTING OF UFG
AS WELL AS EFFORTS TO REDUCE UFG ON ITS SYSTEM.

Mr. Gruber recommends that the Commission order the Company
to track and report its efforts to reduce its UFG annually in its 1307(f)
filings, and if the Company can not further reduce its UFG in future filings
he opines that the Commission should take whatever action it deems
necessary to encourage the Company to reduce its UFG.

WHAT STEPS CAN THE COMPANY TAKE TO FURTHER REDUCE
UFG ONITS SYSTEM?

As stated previously in my rebuttal testimony, the primary
contributor to Equitable’s UFG is the level of UFG experienced on its
gathering facihties. In order to reduce total system UFG, the Company
must focus on lowering the UFG on its gathering facilities while at the
same time continue to take sleps to reduce UFG on the distribution
system. However, at some point, the cost of repairing and replacing a
gathering system with a customer density such as in Apollo outweighs the
potential savings from UFG reductions.

WHAT ACTIONS CAN THE COMPANY TAKE TO REDUCE THE LEVEL

OF UFG ON ITS GATHERING FACILITIES?
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PLEASE STATE YOUR NAME, ADDRESS, AND TITLE .

My name is Diane Mever Burgraff. My address i1s 19 Westwind Drive, Lemoyne,
PA17043, 1 am an mdependent consultant representing the Independent Oil and
Gas Association of Pennsylvania (*"IOGA™) in this procceding.

PLEASE STATE THE PURPOSE OF YOUR SURREBUTTAL
TESTIMONY.

The purpose of my surrcbuttal testimony is (o respond 1o the rebuttal testimony of
Messrs. Rafferty, Dalena, Quinn and Feingold representing of the Equitable Gas
Company ( “the Company.” "Equitable,” or "EGC™), and Mr. Kalcic of the Office
of Small Busmess Advocate { "OSBA™).

PLEASE SUMMARIZE YOUR SURREBUTTAL TESTIMONY,

Fach of the Company withesses and the OSBA witness have fuiled 1o support the
Company’s position that this Comnussion should depart from its Jong held view
that Pennsylvama natural gas production is a Jow cost source of supply that is
benehcial o ratepavers in this Commonwealth. These witnesses have also failed
to provide reasons why this Commission should depart from its long held position
that a utility’s costs of owning and operating pathering facilitics that bring
Pennsvlvania production to utihty ratepayers should be recovered in the rates
charged 1o restdential, commereial and industrial ratepavers in the same manner
that this Commission has approved in numerous base rate cases dating back al
least thirty vears,

Witness Rafferty

WHATISSUES THAT YOU HAVE ADDRESSED DOES MR, RAFFERTY,
ADDRESS IN HIS REBUTTAL TESTIMONY?

HARRZIORG T INDOIO. 2SS
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Mr. Rafferty describes Equitable’s gathering facilities, provides a history and
cvolution of Rate AGS, discusses the Northern Asset Opltimization Project
("NAOP™) and the Limestonce project, and ofters his rcasons why Equitable’s Rate
AGS cost recovery proposal should be approved.

WHAT IS YOUR RESPONSE TO HIS REBUTTAL TESTIMONY
CONCERNING THE HISTORY AND EVOLUTION OF RATE AGS?

Mr. Rafferty begins his scction on Rate AGS stating that he doesn’t agree with
my presentation of the history. but then he procecds to deseribe an embellished
version of same history of Rate AGS that | presented. As [ first explamed in my
Direct Tesumony, Rate AGS came into existence as i@ result of a 2003 Application
filing by Equitable to acquire the PA-North Gathering Svstem from its affiliate.
Equitable Ficld Services. As Mr. RafTerty desceribes it “Since Equitable was not
proposing any merease i rates by virtue of the proposed acquisition, it needed @
mechanism to fund the acquisttion and the improvements that would occur in the
future. Absent this mechanism. Rate Schedule AGS [Apollo Gathering Serviee|.
Equitabie would not have acquired those facilities and made thosc
mprovements.” Rafferty Rebuttal at 9.

This is completely consistent with my Dircet Testimony, in which |
cxplained that EGC filed an application to acquire the PA-North Gathering
Svstem and sought approval of Rate AGS to fund the investment and ongoing
operation and mamntenance expense related to the acquisition. Equitable did not
scek general rate relicf at the time to pay for this acquisition - 1t could not because
Equitable wis i a base rate moratorium until Fanuary 2006, However, I also note

that the 2003 Apphication filing did not state Mr. Raflerty’'s qualificition

I
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described above — that the 2003 acquisition was contingent upon approval of Rate
AGS as proposed and would not be made unless proposed Rate AGS was
approved.

Mr. Rafterty goes on to explain how the Apollo District facihities acquired
n 1999 were contiguous and overlapped the PA-North Gathering System. which
required that the “Apphcability™ section of the initial Rate AGS-Apollo Gathering
Service tanfT state that 1t applied 1o the entire Apollo District. As I stated in my
Direct Testimony in this proceeding. EGC stated in its 2003 Application that the
“although acqusition of the PA-North Gathering System would increasce rate base
and operating and depreciation expense. EGC is not proposing any increase in
rates by virtue of the proposed acquisition.” Exhibit DMB-1 (Application at 4},
Thus Rate AGS came to be because of a particular acquisition and Rate AGS was
approved specifically to fund that particular acquisition. Rate AGS as approved
was never intended by the Commisstion to be a blank check to permit Equitable to
start charging every producer on its system for the privilege of deliverning gas to
EGC.

Mr. Rafterty’s explanation of how the rate evolved from “Apollo
Gathering Serviee™ into “Appalachian Gathering Serviee™ is a basic admission
that EGC implemented the 2004 changes to Rate AGS in a manner not consistent
with Equitable’s testimony i its 2004 Scection 1307(6) proceeding or the terms of
Rate AGS. EGCs 2004 PGC testimony did not address a signilicant expansion
of the apphicability of Rate AGS beyond the PA-North Gathering System to

encompass Equitable’s distribution factlitics. Inats 2004 Section 1307¢1) filing

(V]
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with the Commission. Mr. Narkevic stated that the changes 1o Rate AGS were
“minor changces to the avatlability and applicability sections.™ Specifically, his

entire testimony Justifving the change of Rate AGS from Apollo Gathering

scrvice to Appalachian Gathering Service consisted of the following two
questions and answers:

Q. WHAT IS RATE AGS-APOLLO GATHERING
SERVICE?

A. Rate Schedule AGS - Apollo Gathering Service ~ is
a negotiated rate for gathering natural gas in the
Company’s PA-North Crooked Creek gathering system
primarily in Armstrong and Indiana Counties and in the
Company’s Apollo District.

Q. WHAT CHANGES IS THE COMPANY
PROPOSING TO RATE SCHEDULIE: AGS-APOLLO
GATHLERING SERVICE?

Al The Company 1s proposing to rename Rate
Schedule AGS-Apollo Gathering service as Rate AGS-
Appalachian Gathering Service. The Company is also
proposing ninor changes to the applicability and
avanlability sections of this Rate Schedule. The changes can
be found in the Proposcd Tariff page included in the
definttive hihing. (Emphasis added).

] note that the “Applicability™ section of the 2004 wartfT filing stated that
“[s]ervice under this rate schedule is available 1o any party desiring 1o transport

gas through the gathering system for redelivery to the Company’s service

territory i.e.. Eqguitable and Apollo Districts, . . . . " The only change to this
sentence in 2004 from the original Rate AGS was that “service territory i.e..
Apollo and Equittable Districts™ replaced “Apollo District.”  The limitation of the
original rate schedule to gas transported “through the gathering system™ was

retamued i the 2004 version.
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There was no reason for the other parties to the 2004 proceeding, namely
the statutory advocates. to belicve that the changes to Rate AGS proposed by
EGC were substantive because of Mr. Narkevie™s representation that the changes
were “minor.” Also. since Rate AGS inntially had come into effect through an
acquisition filing the prior year, these parties, the AL and the Commission would
have rightfully thought that EGC proposed changes related only 1o the acquired
property. Now — four vears later - Equitable confirms that after the 2004 gas cost
case it implemented Rate AGS contrary to its terms by applving it to
Pennsylvanta production flowing through meters directly on Equitable’s
distribution and low-pressure transmission system. (Rafferty Rebuttal at 13) Rate
AGS is limited by its terms to transportation “through the gathering system.”™ In
addition, by changing the applicability 1o include the Equitable District. EGC now
claimis that it expanded the apphcabihity of Rate AGS to include gas flowing into
facilities that had no refationship to its 2003 acquisition. But, the partics who
would have been affectied by Equitable’s significant expansion of Rate AGS in
2004 - producers — were given no notice of such a change when the filing was
made. Specificallv regarding the applicabibity of Rate AGS to distribution and
low-pressure transmission lines. this 1s not mentioned at all in the Company’s
2004 filing and tesumony or in the proposed Rate AGS tanff. Indeed. it is
apparent now  with the benefit of Mr. Ratferty’s admission - that Equitable
intended to expand Rate AGS 1o deliveries of Pennsylvania production into the

distribution and low-pressure transmission svstems.
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Apparently. Equitables™ representation that it needed Rate AGS o fund
the acquisition and the improvements that would occur™ (Rafferty Rebuttal at 9)
retated o the 2003 acquisinon was long forgotien by EGC just a vear later when
Equitable saw an opportunity in 2004 to implement Rate AGS in a manner that
would increase its revenue during its rate moratorium by expanding Rate AGS 1o
gas dehivered into the distribution and transmission systems and 1o gas delivered
into facilitics that were not part of 1ts 2003 acquisition - contrary to Mr.
Narkevic’s seemingly innocuous testimony.

Lquitable’s after-the-fact revisionist history continues with Mr. Raflerty’s
current assertion that the NAOP improvements pnmarily benefited producers with
Pennsylvamia production. so producers should pay for them - and thus the NAOP
investment was the reason EGCs proposed and implemented the 2004 expansion
of Rate AGS. However, in that same 2004 Scctron 1307(f) case. Lquitable
proposed that the sume NAOP mvestment be recovered i its entirety from

residential,_ commercial and industrial customers through a six-vear amortization

1o be included as a component of PGC demand charges. The reason given was
that end usc customers primarily benefited from these investments. Thus, Mr.
Rafterty’s clatms in bis Rebuttal Testimony in this proceeding as to why Rate
AGS expansion was justified in 2004 makes no sense at all. and is clearly an
after-the- fact rationale created o jusufy Equitable’s Rate AGS cost recovery
proposal in thts procecding and should not be given any weight,

As Istated. EGC has applied its Rate AGS in a manner inconsistent with

the plnmn Janguage of the tanifland its own sworn representations to the

6
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Commission. Producers who have meters attached to distribution or low-pressure
transmission lines (meters not on gathering lines) and producers who have meters
lines not on the PA-North Gathering Svsiem or outside of the service arca
acquired in the 2003 acquisition should have their Rate AGS payvments relunded
{with interest). Putting aside the specific limiting Yanguage in Rate AGS. if the
purpose of Rate AGS was to recover costs assoctated with new NAOP gathering
system investiments. as Mr. Rafferty now claims in his Rebuttal Testimony. then it
makes no sense at all to charge Rate AGS to producers who inject gas directly
into a distribution or transmission line. The costs of EGC’s distribution and
transnussion facilities were already in base rates in 2004, There is no justification
to charge producers in addinonal fee to inject their gas into an existing pipeline
system when the costs of the system were alrcady in basce rates.

Equitable should not be permitted to implement Rate AGS in a manner
contrary to its original. stated and limited purpose and contrary to Equitable’s
clear representations m 2004 by being able to keep Rate AGS revenues charged
on meters that were (a) not part of the 2003 acquisition or (b) on distribution or
transmission lines. EGC argues that the expansion of Rate AGS in 2004 to
include the “Equitable Distriet™ gives them the authority to charge Rate AGS on
all gathering facilities regardless of whether the facilities had any relationship to
the 2003 acquisition (an argument that in my view must be rejected since EGC
was in a rate moratorium and this argument is inconsistent with the sworn
testimony of its witness that the change to "Eguitable District” only made a

“minor” change). EGC has no defense whatsoever for charging Rate AGS to
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locally produced gas that is injected direetly into distribution or transmission
pipchines since by domg so Equitable ts m clear violation of its tariff.  Gas
delivered directly into the distribution or transmission syslem is not gas
transported “through the gathering system for redelivery™ into EGC’s distribution
system, as required by the tanff language contained in Rate AGS.

Later in my testimony. | will address Mr. Quinn’s conmiments about the rate
moratorium.

PLEASE COMMENT ON MR. RAFFERTY’S DISCUSSION OF THE
NAOP IN HIS REBUTTAL TESTIMONY.

I his Rebuttal Testimony on page 14, Mr, Rafferty asserts that additional loeal
production has occurred because of the NAOP investments. His testimony leaves
the impression that Rate AGS charges have helped to pay for that investment. (In
fact. the title of the section on page 13 of Mr. Rafferty’s rebuttal about increased
production is “Rate AGS Benefits'NAOP Project/Limestone Compressor
Project.”™) I that 1s in fact the case. and the Commission finds that EGC legally
applicd Rate AGS to fund EGC s capital mvestments in gathering lacihtics, then

the producers” payments are contributions in aid of construction ("CIACT). so that

the entire depreciated origimal cost of the investments would not now be claimed
in rate base. That 1s not the case. however, and Equitable has not treated the
producer pavments as CIAC. The resultis that producers are being asked to pay
again for mvestment that they have already paid for - according to Equitable’s
own lestimony.

11 1s more than ironie that just four vears ago. in its 2004 PGC case. EGC

argued that residential customers should pay for the NAQP projects as CIAC
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(Exhibit DMB-3 (Docket R-00049154, Quinn Rebuttal at 3) through a proposcd
six-vear amortization of NAOP costs as an add-on to PGC demand costs. but now
is arguing that Rate AGS was meant to pay for these same NAOP investments
since the rate was first introduced but that producers should not have these
payments treated as CIAC. The problem with Mr. Rafferty’s current testimony 1s

that 1 the same 2004 gas cost case EGC thus made both proposals — recovery of

the NAOP costs from customers through the PGC through a six-year amortization
and vecovery from producers through Rate AGS. Therefore, it is clear that Rate
AGS as onginally proposed and as changed in 2004 was not mtended to cover the
NAOP invesunents at all, contrary to Mr. Rafferty’s testimony in this proceeding.
but was mstead 1ntended to enrich EGC.

PLEASE COMMENT ON MR. RAFFERTY'S TESTIMONY ON THE
LIMESTONE PROJECT.

This projeet appears 1o be one that mayv provide benefits to producers in addition
to end use customers and. if that 1s the case. some producer contributions may
ulimately be appropriate. My proposal regarding this project is described momy
Dircet Tesumony. | will defer to the producer members of tOGA (o discuss
exactly what was communicated 1o them with respect to the Limestone Project
and with respeet 1o the impact on EGC’s interstate pipeline contracts.

PLEASE COMMENT ON DOMINION PEOPLES PRODUCTION
ENHANCEMENT SERVICE (“PES™) PROGRAM ANDITS
RELATIONSHIP TO RATE AGS.

Nr. RafTerty points to the Dominion Peoples PES program as a justification for
Rate AGS on the basis that if other NGDCs can have separate rates 1o charge

produccrs to deliver gas to their systems. then so should EGC. Although T am not

HAR R303Q ) INDOO 283550
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fammhar with all the detanls of the PES program, 1 do know that it is not at all like
EGCs Rate AGS proposal. First of all. the Dominion Peoples PES is a non-
tarifted program and scrvice, and Peoples has not asked for Commission authority
to charge producers under the PES. The program was developed by mutuai
agreement between Domimon Peoples and producers. The Dominion Peoples PES
charges for specific capital investments and does not attempt to collect from
producers all of Domimon Peoples™ costs of owning and operating existing
gathermg facilities. Consistent with cost causation principles and the
Commisston’s long held position, the costs of Peoples™ gathering facilities are
included m base rates charged to restdential, commercial and industrial
ratepavers. Peoples progran is related to specific new capital investments where
Peoples and the produccers collaborate through the Project Review Commitiee 1o
agree on projects which provide clear benefits to Peoples. Peoples™ customers and
the producers.

DO YOU AGREE WITH MR. RAFFERTY THAT RATE AGS FEES WILIL.
HAVE NO BEARING ON THE AVAILABILITY OF LLOCALLY
PRODUCED GAS. AND THAT HISTORY SHOWS HIM TO BE
CORRECT?

No. The NAOP projects were specifically designed to increase local gas for the
benelit of residential. commercial and industrial customers, according to
Equitable’s testimony i its 2004 Section 1307(1) case. As gas contracts expire
and as producers look to the future. they will take actions that benefit them
cconomically and if they are not able to recover their costs for particular wells
through the prices they receive for their gas on EGC's svstem. it is only logical

that they will look for more profitable opportunities to market their vas. It

10
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appears from My, Dalena’s testimony that now EGC would welcome that outcome
even though that would be completely inconsistent with Equitable’s
representation to the PUC inits Section 1207(1) cases after 1t acquired gathering
asscls.
PLEASE COMMENT ON THE FORMULA YOU RECOMMENDED IN
YOUR DIRECT TESTIMONY REGARDING YOUR ALTERNATIVE
POSITION AND WHY MR. RAFFERTY'S REBUTTAL TESTIMONY
NOW REQUIRES A CHANGE IN THE FORMULA.
In my Direet Testimony in this proceeding, | recommended that if this
Commission determines that as a matter of policy. that producers and marketers
should now bear a portion of the costs of gathering facilitics owned an operated
by a natural gas utdity in this Commonwealth, that the relationship of gathering
dehveries to total svsten deliveries could be a way to assign a portion of costs 1o
producers and marketers. Inmy formula, T used Rate AGS bilhing determinants
divided by total system dehiveries to arrive at a percentage of 30%. 1 applied that
to the unit cost gathering cost of service at proposed rates of 89 conts per Dth as
computed by EGC i response 1o TOGA 1-8 and arrived at a producer maximum
rate of 27 cents.

Now in Mr. Rafferty’s rebuttal testimony on page 13, ] have learned that
EGC has applicd Rate AGS to throughput that never passes through their
gathering system. T had assumed that “gatherimyg throughput™ and Rate AGS
dehivenies were approximately the same guantity. except for the volumes
dehivered directly into the distnbution system as described in the testimony of
10GA withess Hillebrand. The gatherimg throughput quantity has not vet been

furnished in response to any discovery question that requested the information. to

11
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the best of my knowledge. [ did inquire about the quantity when attempting to get
obtain the breakdown of gathering throughput by system supply and
transportation gas. but was told by Mr. Narkevie i response to 10GA 1-9 (Exhibi
DMB-8) that the breakdown that 1 requested was not available for the histonic or
future test year. It was a surprising response since EGC's witness Wiggers was
able to provide a breakdown of the same information going back for five vears
immediately preceding the test year i response to IOGA 1-10. Exhibit DMB-8 (
I0GA 1-9 and 10GA 1-10). Now that Mr. Rafferty has explained clearly that Rate
AGS is applicable to local gas entering EGC through Jow-pressure transmission
or distribution hines, | must revise my alternative recommendation caleulation as
follows, Since my 30% calculation used. in the numerator. billing determinants
for Rate AGS (and we now know the billing determinants under Rate AGS and
gathering throughput are not the same or even necessanly similar quantities). 1 am
rccommending that gathering throughput — whatever that volume is - should be
divided by total delivertes to caleulate the pereentage of costs that should be
borne by producers and marketers under my alternative recommendation. The
billing determinant number of 14.444.000 Dith should not be used in the
calculation since it includes velumes bilied under Rate AGS that never passed
through EGC’s gathering system.

PELEASE COMMENT ON MR, RAFFERTY’'S DISCUSSION ABOUT T
LIMESTONE AND FISHER PROJECTS AND THE IMPACT OF THESE
PROJECTS ON FUTURE RATE AGS REVENUES.

EGC has two projects planned that will permit more tocal production to flow on
EGC s svstem. The first. the Limestone Project, is a $13.8 mithion dolar project
to mstall 10,000 feet of 8 inch maing a new compressor station with a dehvdration

12
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unit to connect to the new Eshbaugh connection with Dominion Transmission
{(“"DTI™). This project is included in the future test vear additions and has in
service date of fourth quarter 2008 (according to Ms. Gras in response to
mtcrrogatory OTS-RB-18D). The second project, for $10 million dollars, which
involves a new Fisher compressor station with dehydration and i new DV
interconnccet. has been cancelled for 2008 according 1o Fguitable’s response to
OCA 1V-24 Attachment. Mr. Rafferty discusses these projects on page 15 of his
rcbutial testimony and states that these projects “are designed to discharge 12,000
dih/day.” From Equitable’s responses to JOGA TV-1 and V-3 ( DMB Exhibit 3)
concerning adjustments for the future test vear relating 1o additonal Rate AGS
revenues atl proposed rates. Equitable has added only 2.000 Dth per day of
increascd throughput as a future test year revenue adjustment and has not
explamed what, 1l any, project(s) that throughput adjustment relates to.
Obviously. when Limestonce and Fisher are complete and operating at full
capacity, there will be additional growih in Rate AGS revenues well above the
2,000 Dth per dav level.

Equitable should be required 1o furnish more details as 1o these projects.
espeaially Limestone since its costs are included in the future test year. as (o
whether the 2.000 Dth per day of increased throughput used a revenue adjustment
15 an accurate representation of the throughput growth that is expected from the
major project. in the first year of 1ts operation as well as the next few vears, 1
Izquitable has understated its estimate. then there is the ability for Equitable to

recetve revenues well i excess of amounts authorized at the conclusion of this

JIAK K308 L INDIRO. 253357
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proceeding, if Rate AGS is permitted to remain in EGCs tarifT and Equitable’s
cost recovery proposal 1s approved.

Again. I emphasize that producer contributions to the Limestone project
that have already been collected from producers should be refunded as premature,
or at the very least should be treated as contributions in aid of construction.
Equitable has vet to demonstrate that the Limestone and Fisher projects arc not
required to be done anyway as part of EGC’s least cost fuel procurement
obligation without producer contributions. EGC neceds to prove that these
additional local production volumes related to Limestone and then Fisher into
DTIwill not enable EGC to lower its pipeline contract costs on DT as was
represented to [IOGA witness Bauer.

Witness Dalena

PLEASE DESCRIBE MR. DALENA’S REBUTTAL TESTINONY.

Mr. Dalena begins his testimony discussing the mvestments that EGC has made in
vathering facilities since 1999 and why he believes that it is only appropriate thal
producers pay for the cost of the investment in facilitics and operation of the
facihities that were installed for them to deliver their gas to market.”™ Dalena
Rebuttal at 5.

WHAT IS YOUR RESPONSE TO MR. DALENA'S TESTIMONY?

First of all. no one forced EGC to acquire the Carnegic and Apollo Gas company

facthties, and certainly Equitable did not acquire these facilities for producers 1o

deliver their gas to market. As Mr. Dalena states (p. 12 of his rebuttal Testimony

in this proceeding). Equitable is not operated “as a producer benevolent socicty.”
I EGCTs mvestments were primarnty (o benefit local gas producers. why then did

14
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EGC propose 1o recover $6.0 million dollars for costs related to improving its

gathering system through the PGC from sales customers just four vears ago? Inits

2004 PGC case, EGC testfied that sales customers were the primary beneficiaries

— and. thus. the primary reason that EGC was incurring the costs of thesc
gathening facihities and improvements.

It seems that EGC’s new position - that producers and marketers are the
primary beneficiaries/cost causcrs of its gathening facilities - started 1o take shape
when EGC realized that it was more profitable to charge produccers and marketers
for its gathering facilites under “negotiated™ rates with no ceiling, and EGC
apparently concluded that the Commission would be less concerned about levels
of Tost and unaccounted for gas ("LUFG™) on EGC’s gathering lacilities if the
LUFG costs were being recovered primarily from producers rather than from
sales customers through the PGC or from transportation customers.

It is interesting to read Mr. Dalena’s testtmony and compare it with the
testimony of Mr. Rafferty in the recent Equitable PGC cases. Mr. Dalena states
that interstate and “other Appalachian supplics are noticeably less expensive” than
Pennsylvania production. This statlement is not only completely incorrect (as My,
Cnist desenibes i s surrebuttal testimony) but 1t rises the question why EGC
vested in Pennsylvanta gathering facilities to bring Pennsvivania gas to its end
usc customers. Reviewing Mr. Rafferty’s testimony over the last four years of
gas cost cuses provides the answer, which tells o much different story than Mr.

Dalena’s.

.....
o
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! Let’s hegin with Mr. Rafferty’s Direct Festimony (pp. 32-33) in EGC’s

2 2005 PGC casc at Docket R-00050272 discussing Equitable’s investment in
R Camegic Natural Gas Company and its affiliated subsidiarics, and improvements
4 1o that system:
5 Q. HAS EQUITABLE BEEN COMPENSATED
6 THROUGH RESIDENTIAL RATES FOR THIS
7 INFRASTRUCTURE INVESTMENT?
8 Al No. Nevertheless, in conjunction with the producing
9 community great strides have been madc in increasing deliveries
10 into Equitable. For example, in 1997, Equitablc purchased
1! approximately 3.2 Bef of local Appalachian production. By 2003,
12 the local Appalachian production purchases more than doubled to
13 8.4 Bef. We anticipate even greater increases in future years. |
4 mention this becausce as the level of Tocal production increases, the
15 Western Pennsylvania cconomy also is siimulated with increases in
1o tax revenue. new employment opportunitics for drillers and
17 pipcline crews and the resulting trickle down effect on this
18 increased deliverability. Every BCE of increased production adds
19 approximately $6.000.000 into the community at today’s prices for
20 natural gas.
21 Q. ARE THERE OTHER BENEFITS?
22 Al Yes. As the production ramps up, Equitable 1s able to
23 make plans o reduce its reliance on interstate pipeline supplics and
24 sive on the vanable costs assoctated with transporting this gas
25 from the Texas, Louisiana producing arcas to Western
20 Pennsylvania. These avoided transportation costs arc certainly a
27 benefit to our customers and in the future witl allow the Company
28 to reduce its level of pipeline capacity it must maintain for such
29 transportation. This should translate into lower PGC costs.
30 Next is Mr. Rafferty’s Direct Tesuimony (p.10) in the 20006 PGC case. Docket R-
31 00001295:
32 Q. WHY HAVE THE COMPANY'S SUPPLY
33 SOURCES CHANGIED?
34 Al The Company continues to increase the amount of
35 Appalachian-Direct supplics that it purchasces. The
30 continuous improvements regarding the Company’s
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Northern Asset Optimization Project (“NAOP™) affords
Equitabic the opportunity to obtain additional low cost
sources of supply and also reduccs its dependency on
upstream interstate pipelines.”

Nextis Mr. Rafferty’s Direct Testimony (p. 9) in the 2007 PGC case,

Docket R-00072111. making the exact same statement again:

Q. WHY HAVE THE COMPANY'S SUPPLY
SOURCES CHANGED?

A. The Company continues 1o increasce the amount of

Appalachian-Direct supplies that it purchases. The

continuous improvements regarding the Company’s

Northern Asset Optunization Project (“NAOP”) affords

Equitable the opportunity to obtain additional low cost

sources of supply and also reduces its dependency on

upstream interstate pipelines.”

Thus, Mr. Rafferty believes that “Appalachian-Direet” supplies (that is.
Pennsvivanta produced gas that enters EGC''s system through transmission or
distnbution or gathering facilitics and does not come into EGC through an
mierstate pipeline) is lower in cost than interstate supphies. Mr. Dalena. on the
other hand. clinms that only producers benefit from EGCs gathering lacilities and
that Appalachian gas from West Virginia delivered through Equitrans is a better
buy for LGC’s ratepayers than Appalachian-Dircct supplies. 1T Mr. Dalena is
correct. then EGC's reasons for increasing Appalachian-Direct supplies as Mr.
Rafferty describes in the above guotes from the PGC cases make no sense and call
into guestion the veracity of Eqguitable’s statements to the Commission that 1s
purchases of Pennsylvania production comply with the Public Utility Code lcast
cost gas procurement requirements. It scems obvious that Mr. Dalena’s testimony
in this case s a contrived Justification to help support Equitable’s proposal 1o

recover all gathering facility investment from producers and marketers, rather

17
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than a rejection of Mr. Rafferty’s consistent and repeated testimony to the
contrary in Equitable’s PGC cases before Equitable had an interest in asserting
otherwisc.

As Mr. Dalena puts it, “Equinable’s customers do not nced IOGA’s
production.”™ Dalena Rebuttal at 9. If that is the casc. why did EGC invest in
acquiring and improving gathering facilities? Mr. Dalena now says Equitable did
so 1o benefit producers and marketers even though Mr. Dalena now also says
Equitable is not a “producer benevolent socicty.”™ Obviously, Equitable’s
customers did need IOGA™s Pennsvivania production if we believe Mr. Rafferty’s
PGC tesimony quoted above related to the vears 2004-2007 and in the testumony
of the other EGC witnesses in the 2004 PGC case referenced in my Direct
Testimony.

The entire argument that producers and marketers should pay for all of
EGC’s gathering svstem comes down to this. EGC can make more money from
its gathering facilities 1f 1t can charge rates with no ceiling to producers who have
no other viable economic choices than it can charging end use customers under
Commission rates that have a ceiling. Moreover, if it can collect maore revenue by
charging higher rates under Rate AGS than it projects in this filing at proposed
rates, the additional revenues will flow to sharcholders. In additon, it EGC is
able to charge producers for EGC’s high level of lost and unaccounted for gas
CC"LUFGT) on its gathering fucilities, then EGC does not have to worry about
trving o reduce its gathering LUFG levels to a reasonable amount since the costs

would be transferred 1o producers. The problem with EGC's plan from the

I8
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perspective of restdential, commereial and industria) ratepavers is that EGC's
proposal will result in less Pennsylvania production in the long term for customers
which accordig 1o Mr. Rafferty will cost customers more money and be harmful
to the Western Pennsylvania ecconomy. The beneliciary of EGC's Rate AGS cost
recovery proposal will only be EGC.

WHAT DOES MR. DALENA SAY ABOUT EQUITABLE’S 2004 SECTION
1307(F) CASE?

On pages 11-12 of his Rebuttal Testimony, Mr. Dalena discusses Equitable’s
2004 PGC case when EGC proposed a $6.6 million six-year amortization of
gatherimg system investment in the NAOP and states that “EGC did not seck base
rate (whether as distribution or as gathering) treatment of these costs.”™ He states
that there were projected offsetting PGC gas cost savings.

WHAT IS YOUR RESPONSE TO THIS TESTIMONY?

Mr. Dalena apparently fails to understand my point in raising the 2004 PGC casc
in this proceedmg. The pomnt of my discussion of the NAOP proposal by EGC
was to show that EGC justified its mvestment in the NAOP gathering system

capital projects because of benefits to end usce customers of EGC., not because of

henelits to Pennsylvama producers. Equitably stated in 2004 testimony that the
NAOP improvements were made to benefit EGC's sales customers, and EGC
sought recovery from PGC customers in the 2004 PGC casce because EGC sid
the NAOP mvestments would reduce gas costs and so PGC customers should pay
for the mvestments. Now, four vears later. EGC has totally jettisoned that
argument to support its argument mn this proceeding that the costs of EGC's
gathering svstem should be paid for solely by producers and marketers,

19



T R N

§)

~J

9

10

11

PLEASE COMMENT ON MR. DALENA'S STATEMENT THAT
EQUITABLE GAS COMPANY IS A DISTRIBUTION COMPANY “FIRST
AND FOREMOST.”

I find Mr. Dalena’s statement contradictory. EGC’s position is that it invested by
its own count “$19 milhon in gathering lines and other gathering related
facilities™ in the vears 2000-2007 (Dalena Rebuttal at 4) and another $13.8
million in the Limestone Project in 2008 for plant that its says provides ne
significant benefit for its jurisdictional residential. commercial and industrial
customers. {f LGC s a distribution company “first and foremost.” then these
mvestments in the gathering system would make no sense. These investments
only make sensc if their purpose was to provide lower cost gas to Equitable’s
customers as [OGA submits. and as Mr. Rafferty has stated so many times in
Equitable’s PGC casces.

PLEASE COMMENT ON MR. DALENA'S TESTIMONY CONCERNING
LOST AND UNACCOUNTED FOR GAS ON THE GATHERING
SYSTEM.

In his rebuttal testumony beginning on page 15, Mr. Dalena asserts that when
Equitable acquired the Apollo gathering asscts in 1999, Equitable was “unaware
of any significant level of unaccounted for gas.™ Mr. Dalena had previously
stated (p. 12 of his Rebuttal Testimony in this proceeding) that Equitable’s NAOP
cost recovery proposal in 2004 “was made several vears before the high level of
unaccounted for gas on gathering facihities was discovered.”™ 1 note that Mr.
Dalcna refers only to “unaccounted for™ gas and not “lost™ gas, but I assume he
means both. It scems that perhaps EGC did not ook closely enough at the
condition of the assets 1t acquired rom Carnegic in 1999 and now wants another

group. namely producers. 1o pay for the gas thats leaking from an old pipehne
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system. As stated previously, no one forced EGC to purchase the Carnegie and

Apollo svstems. If EGC made a poor economic choice, its sharcholders - not the

Jurisdictnional customers of EGC and not producers - should pay for excessive

gquantities of lost and unaccounted for gas, and Equitable should have taken action
to actually repair or replace these facilities vears ago.

O

DOES MR. DALENA AGREE THAT PRODUCERS WILL BE ABLE TO
SHIFT RATE AGS COSTS INTO GAS SUPPLY COSTS?

No. Mr. Dalena says this will not happen because “Equitable will simply refuse to
buy the gas.” This seems 1o be the theme of Mr. Dalena’s heavy handed
approach. Either producers pay for EGC's entire gathering system and eat the
costs and not pass them along 1o customers, or ¢lse EGC will just stop buving
Pennsylvania gas and switch 1o gas from West Virgimia that must come into EGC
through EGC’s affiliate. Equitrans. Western Pennsylvania producers made

decisions 1o drill wells based on the cconomics at the ume they drilled. Now:,

EGC s attempting 1o change the rules after the facts 1. to shift 1o producers the
entire cost of EGC s gathering system alter producers have made their
imvestments in wells and connected them 1o EGC s system. Mr. Dalenas
obviausly content with having Pennsvivania producers pav the bill for a possible
poor cconomic decision made by EGC 1o buy the old Apollo and Camegic
pipehine facilities that were and are in need of repair or replacement. rather than
having EGC sharcholders payv for this decision.

In summary, Mr. Dalena’s testimony conflicts with Mr. Rafferty’s
testimony concermng what 1511 the best imterest of EGC's ratepavers regarding

the purchase of Pennsylvania supplies. If EGC prevails based on Mr. Ralferty’s
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and Mr. Dalena’s current testimony and argument - that Equitable made
investments in gathering facthities for the benefit of producers and marketers -~
then the Equitable Resources corporate family can be profitable cither way.  If
producers arc charged rates with no ceiling (and especially on increased volumes
they may not accounted lor in rates with respeet to the Limestone project)
Equitable Resources profits. In addition. if producer are charged for all the lost
and unaccounted for gas on the gathering system, EGC sharcholders are protected
since they will not be paying for this gas. For those producers who refuse to pay
the Rate AGS charges. EGC s corporate family will make additional profit
throughits affiliate when EGC buys West Virginia gas for storage on and dehivery
through Equitrans. The losers m this whole scheme are the end use customers of
EGC that in the long term will lose the benefits of Pennsvlvania production
consistently and repeatedly deseribed by Mr. Rafferty.

Witness Quinn

WHAT DOFEFS MR, QUINN SAY IN HIS REBUTTAL TESTIMONY
CONCERNING YOUR TESTIMONY?

Mr. Quinn briefly discusses why he doesn’t agree with my posttion on refunds of
Rate AGS charges to producers dehivering PA gas directly into the transnssion or
distribution system or into gathering lines not part of the 2003 acquisition. Since

I discuss this issue in my carlier testimony concerning Mr. Rafferty. 1 will not
repeat that discussion here. Mr. Quinn also mentions the January 1, 2000 basc rale
moratorium that [ discussed in my dircet testimony.

DO YOU HAVE ANY COMMENTS ON MR. QUINN'S RATE
MORATORIUM TESTINIONY?

9
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Yes. While Mr. Quinn does not deny that EGC was in a rate moratorium during
its 2004 PGC case, he wears his “producers are not customers™ hat to arguce that
rate increases to recover the cost of plant investment and Q&M expenses from
producers and marketers was not part of the rate moratorium. As | mentioned
my Direet Testimony. EGCTs position on whether producers and marketers are
“customers” depends on the situation. EGC has no problem with charging
producers and marketers, as customers, for all of the costs allocated 1o ity
gathering system and all of the lost and unaccounted for gas on its gathering
system. as it proposes m this proceeding. but Equitable otherwise does not
consider producers to be customers. LGC cannot have it both ways. Producers
and miarketers cannot be customers for the purpose of cost recovery but not be
customers when it is time to adhere to a rate moratorium or when it 3s ime (o
provide produccers with notice of rate increases, such as the lack of notice to
producers amd marketers in this proceeding.

In the spring of 20040 while EGC was agreeing to the rate moratorium. it
was at the same time planning ways to recover gathering costs through Rate AGS
and through a surcharge 1o the PGC rate based on a s1x vear amortization ol $0.6
million m NAOP costs. OTS witness Gruber argued m Equitable’s 2004 PGC
case that Equitable™s PGC amortization proposal to recover gathering
improvements through the PGC violated EGC's rate moratorium. Apparently the
OTS considered gathering investment 1o be part of the rate moratorium even
though My, Quinn. now. docs not. Exh. DMB-3 (Docket ROOGO4Y1584. Gruber

Dircetat 17).

B
'



I Mr. Quinn also attempts in his argument to distinguish between gathering

2 and distribution rate base, as if “gathering™ rate base should not be part of a

3 “distribution” rate moratorium. Quinn Rebuttal at 61, Equitable savs now that at

4 the time of the 2004 PGC casce. assets classifred 1o Production and Gathering Plant

5 accounts and the assocrated operation and maintenance expense accounts were not

6 part of the rate moratorium. Why EGC would have drawn such a distinction al

7 that ime is not clear since this Commission has a tong history of treating

8 Production and Gathering Plant in service no differently from ‘Transmission.

9 Distnbution and General Plant in service for ratemaking purposes as it applics to
10 ratc moratortums. Mr. Quinn’s distinction. however has served EGC well since
11 Rate AGS provided over §5 milhon dollars to EGC in the historic test vear alone.
12 Even using EGCs flawed logic as to what should be part of a rate
13 moratorium, Mr. Quinn has still not explained why gas flowing directly into a
14 transnusston or distribution line should have been be charged Rate AGS.

15 According to Mr. Quinn’s rate moratonum discussion: “There was nothing in

16 effect that would Tt the abihity of Equitable o collect [sic] gathering rate

17 unrclated to distribution service. not {sic| was there any discussion of a gathering
18 rate moratorium at any time i the negotiating process.” What was or was not

19 discussed during the negotiation process is irrelevant. as the rate moratorium

20 language was clear and comaned no such qualification as suggested by Mr.

21 Quinn.

22 Mr. Quinn also offers no explanation at all as to why EGC should be

23 recovering Rate AGS charges from producers who are not transporting gas
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“through the gathering system™ as expressly requored in both the original Rate
AGS and the currently effective Rate AGS. He also fails to explain why he would
think that parties would carve out specific parts of rate base, such as gathering
assets. in a scttlement concerning a basce rate moratortum. but not reduce the
“carve-ouls” to writing. Using Mr. Quinn’s logic. parties must Jist each umt of
property that is part of a rate moratorivm or else the unhsted property is fair game
for rate increases.

Witness Feingold

WHAT DOES MR. FEINGOLD SAY IN HIS REBUTTAL TESTIMONY
CONCERNING YOUR TESTIMONY?

Mr. Feingold disagrees with my cost of serviee recommendation. He defends his
apportionment of gathering facihities costs to a separate gatherg rate, attempis to
distinguish his cost allocation methods in the 1983 Peoples Gas case from the
current proceeding. and uses the Federal Energy Regulatory Commission
("FERCT) and the State of Oklahoma to defend his posttion that he appropriately
allocated gathering costs 1o producers ind marketers instead of to the end use
customers of EGC. Mr. Femngold apportions the costs of EGC's gathering
facthtics to producers and marketers only under a service called Rate AGS. Mr.
Femgold spends several paragraphs in his rebuttal defending s study and why it
i1s reflective of cost causation principles. He also attempts to distinguish “cost
causation” from “who benefits™ from a service on page 27 of his Rebuttal.
WHAT ARE YOUR COMMENTS CONCERNING THIS TESTIMONY?
Generally. a customer class that causes a cost 10 be incurred receives some benefit

from the cost being mcurred. but to be clear 1t1s my positton that the residential,

IR
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commercial and industrial end use customers of EGC caused Equitable to icur
gathering facilitics costs ~ capital investment and operatton and maintenance
expenses — and those same customer classes should pay for these costs. All end
usec customer classes of EGC make use of Pennsylvania gas, and the investments
made in gathering facilitics were made to serve those customers, notwithstanding
the revisionist history in the rebuttal testimony of Mr. Rafferty and Mr. Dalena.
The question to ask is “why did EGS incur the costs?” The answer obviously 1s to
provide low cost gas supply to its customers.

Mr. Feingold's attempts to distance himself from his testimony m the 1983
Pcoples Gas case at Docket R-832315 as if the gas industry then was a different
world, but i fact he apparently was unaware that Peoples Gas was way ahead of
the curve on gas unbundling. Peoples Gas was engaged in transportation services
by another name in 1983 and soon thereafter began transportation service that 1s
similar in many respects to the services in effect today. FERC Order 430 had
litde to do with what was happening at the distribution level as Western
Pernmsylvama gas companies fought to keep load on their svstems during the
demise ol the basie ron and steel industry in Pittsburgh. Mr. Feingold. as the cost
of service witness for Pecoples i its 1983 base rate case, recommended that all of
Peoples™ gathering lacilitics be paid for by end use customers. FHe never stated or
recommended that producers and markcters pay for any cost related to Peoples’
gathering svstem. His lengthy discussion in his rebuttal in this case on
unbundhng and FERC Order 436 really has nothing at all to do with the fact tha

he has changed his position as 1o who should pay the costs related 1o gathermy
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facihitics of a state regulated natural gas utility — and nothing at all to do with why
he has changed his position. which he does not explain.

Mr. Feingold savs that “there was no rate ¢lass for the provision of
gathering service and no opportunity for me to assign a proportionate share of
Peoples™ total cost of service inits cost of service study to a rate class that didn’t
exist.” Feingold Rebuttal at 29. What Mr. Feingold fails to mention, however. is
that Mr. Feingold didn’t just testify on the issue of Peoples Gas gathering
facilitics in the 1983 casc at Docket R-832315. He also was the Peoples Gas rate
design witness in 1ts next base rate case three years later after Peoples had alrcady
in place in its tarifl unbundled transportation services such as Rate HITS-
Interruptible Interstate Industrial Transportation Service. Inthe 1980 casce for
Peoples Gas at Docket R-860310. Mr. Feingold specifically reccommended the

creation of an unbundled gathering transportation rate for Peoples Gas 1o be

charged to commercial and mdustrial transportation customers that utthized the
Peoples Gas gathering facilities. Dockets R-850270 & R-860310., Feingold Direct
at 30, His rate design also recovered gathering facilities costs through sales rates
from residential and commercial customers.

Mr. Feingold's arguments about how different the gas industry was in the
mid-1980°s in Western Pennsylvania is not relevant to his complete change of
position as to who should be responsible for paying the costs of gathering
facilities owned and operated by a state regulated natural gas utility, and to a large
degree is also not an accurate factual historical account of the Western

Pennsvivama market. Peoples did have unbundled serviees in the 19807s and did
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have transportation scrvices in the 1980°s and Mr. Feingold never at any time then
suggested or recommended that producers or marketers should pay for the cost of
gathering facilities in either of the cases he was involved in for Peoples Gas., As
stated carlier, he has changed his position in this procecding without any
explanation.

In rebuttal of Mr. Donkin for the OCA in Peoples™ 1986 base rate casc al
R-860310, Mr. Feingold stated that “the process of rate design before the FERC
does not involve anything comparable 1o the interclass clement of rate design at
the state level.”™ Thus. it surprising that Mr. Feingold talks so much about FERC
policics In trving to rebut my testimony in this proceeding regarding interclass
cost of service. Mr. Feingold also fails to point out that even after FERC Order
430 and after the unbundling of gathering systems at the federal level, this
Commission still continued (o approve the recovery of gathering facility costs
from end use customers in this Commonwealth in base rate cases up to the
present.

Finally, as to the argument that a case in Oklahoma supports his position, |
do not have to look to the State of Oklihoma to support my position. 1 can just
look at the thirty vears of history of ratemaking in this Commonwealth. In cach
base rate case that 1 am aware of where a natural gas utihity has gathering
facthuies.  gathering system costs have been recovered through rates from
residential. commercial and industrial customers. Mr. Feingold bas offered no

Jegitimate reason why this Commission should change that ratemaking principle,

28
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Witness Kalcic

WHAT DOES MR. KALCIC SAY IN HIS REBUTTAL TESTIMONY
CONCERNING ISSUES YOU HAVE ADDRESSED?

Mr. Kalcie, as with Mr. Watkins (OCAY and Mr. Gruber (OTS). has taken the
position in his direet testimony that the Company's Rate AGS cost recovery
proposal is acceptable. In rebuttal. Mr. Kalcie has now changed his position
somewhat by saying that with respect to the gathering facilities ““producers and
marketers should pay a portion of the associated costs.” Kalcic Rebuttal at 15.

DO YOU HAVE ANY COMMENT ON MR. KALCIC'S CHANGE IN
POSITION?

Yes. Trontcally Mr. Kalcic believes that my position - that end use of customers
ol EGC should pay for the gathering facilitics - to be unreasonable, even though
it s exactly the same positton that OSBA has taken in base rate cases involving
other gas utilities in this state that have gathering facilities, namely National Fuel
Gas Distnbution ( “NIFFGD™ or “National Fuel™) and Peoples Natural Gas
(“Pcoples Gas™). Mr, Kalcic makes no mention of why Equitable’s gathering
facilities should be treated differently for ratemaking purposes than the gathering
facitities of Peoples Gas or National Fucl. Mr. Kalcic just ofters the Company’'s
standard but illogical argument that the gathering system helps bring producers’
Pennsylvania gas to market. Under such a theory and taken 1o its logical
conclusion. why should end use customers pay for any costs at all. since
ultimately transmission and distribution lines and facilities also help get interstate
gas to market. so interstate pipelines should also pay those costs.

DOES MR. KALCIC ADDRESS ANY OTHER 10GA ISSUES?
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Yes. My Kaleic also comments on I1OGAs alternative position that if this
Commission makes a policy decision that producers and marketers should now
and going forward help pay a portion of intrastate gathering facilities owned an
operated by Pennsylvania regulated natural gas distribution utitities, l0GA’s
proposed alterpative to 1ts primary position of a maximum ratc of 27 cents/dth to
be charged to producers and marketers should be adopted. As | described carlier
i my testimony. this alternative was calculated under a mistaken assumption and
thus is overstated because the numerator of the fraction of gathering throughput 1o
total dehiveries. was overstated. So the correct percentage is lower than 30%. 1
stated i my Direct Testimony in this proceeding that iff EGC's full requested
revenue requirement is reduced. IOGAs share of costs and the alternative rate
(which is now lower than 27 cents) should be reduced accordingly using the
formula described.

Mr. Kalcie takes issuc with my use of “total system deliveries™ in the
denominator of the calcutation. Ths recommended change to my calculation is as
follows: “Rate AGS’s share of such costs should be determined by dividing
gathering throughput by the sum of gathering throughput and 1otal volumes
consumed by customers that are served from Equitable’s gatherimg hines.”™ Kalcic
Rebuttal at 16, Since residential, commercial and industrial customers make use
of local gas, the usc of total deliveries as a denominator in the calculation is
appropriate. But is not just 3620 customers on EGC’s system that usc local gas. it
15 alb of EGC s customers. My calculation is an attempt 1o calculate the

percentage of all dehveries that use the gathering svstem. Mr. Kaleie's
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recommendation and his revised formula would require producers to pay ncarly
all the costs assigned to Rate AGS and is just not rational. He makes this
recommendation even though it is completely inconsistent with OSBA s position
in the NFGD and Peoples Gas base rate cases mentioned earlier and Equitable’s
consistent and repeated testimony in its PGC cases. Mr. Kalcic’s
recommendation makes no sense and should be rejected.

IN CONCLUSION, PLEASE SUMMARIZE YOUR SURREBUTTAL
TESTIMONY.

The Company and the OSBA have offered no rcasons why this Commission
should depart from its long held views as 1o the role of Pennsylvania supply in
satisfving the needs of Pennsylvimia consumers. They also have offered no
reasons why this Commssion should change its position that end use customer
classcs are responsible for the costs of gathering facilities owned and operated by
natural gas utlities in this Commonwealth. Pennsylvania consumers have come
1o depend on Pennsylvama supply and this case 1s not the time 1o jeopardize the
(uture of Pennsylvania gas supplics or the cost of that supply to help Equitable
Gas realize additional revenue by authorizing a “negotiated™ rate mechanism that
has no ceting and for which there will be little if any oversight once approved.
DOES THAT CONCLUDE YOUR SURREBUTTAL TESTIMONY.

Yes. but 1reserve the right to respond in oral rejoinder to the surrebuttal

testimony of other parties concerning these issucs.
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Exhibit DMB-8

Equitable’s Responses to:

IOGA Set 1-9
I-10



Docket No. R-2008-2029325
ltem: 10GA-I-9

Respondent: Robert M. Narkevic
Position: Manager. Rates

EQUITABLE GAS COMPANY
Response 10 Interrogatories of the
Independent Qi and Gas Association of Pennsylvania

Item: 10GA-I-9

Please provide the future test year gathering system throughput and the historic test year
gathering throughput separately for: (a) systemn supply and (b} transportation.

Response:

The future test year gathering system throughput and the historic test vear gathering
throughput were not tracked by system supply and transportation.



Docket No. R-2008-2029325
hem: KOGA-1-10

Respondent: Thomas P. Wiggers
Position: Director, Gas Supply

EQUITABLE GAS COMPANY
Response 10 Interrogatories of the
Independent Oil and Gas Association of Pennsylvania

ltem:  TOGA-I-10

Please provide the gathering svstem throughput for each calendar vear 2002 through 2006
separately for: {a) system supply and (b) transportation.

Response:
System Supply Transportation
(MMDth) (MMDth)
2002 2.4 6.0
2003 1.0 8.)
2004 20 11.7
2005 5.0 10.6

2006 8.3 8.4



I0GA St. No. 2

BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION
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PLEASE STATE YOUR NAME, AND DESCRIBE BY WHOM YOU ARE
EMPLOYED AND IN WHAT CAPACITY.

Mv name is Keith Mangini. | am the President of Huntley & Huntley, Inc., with its
headquarters located at the Penn Office Building, Suite 100, 4314 Old William Penn
Highway, Monrocville, PA. | have worked at Huntley & Huntley for about thirty (30)
years and have held a succession of positions.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.

I have a B.S. in Geology from West Virgima University, and | have completed post-
graduate work in Petroleum Engineering at the University of Pittsburgh.

PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY.

The overall purposc of my testimony 1s to support the positions of the Independent Qil
and Gas Association of PA (“IOGA™) in this matter. More specifically, I show that
Huntley & Huntlcy operates its own gathering system and docs not rely on the gathering
lincs operated by Equitable Gas Company (“Equitable’ or “utility”) for which Equitable
has charged us under Rate AGS. | explain how Equitable has denied us access to its
pipeline facilities by failing to install new taps and meters on a timely basis. [nitially,
Equitable refused to set the taps unless Huntley & Huntley agreed to pay a fifty cent per
Dth ($0.50/Dth) “gathering charge™ plus a five percent (5%) shrinkage or retamage fee
under Rate AGS, and then Equitable demanded higher rates. Huntley & Huntley does not
believe that such charges are either reasonable or justified under Equitable’s tariff, and
accordingly does not believe it can or should agree to such contracts. Equitable's refusal
to set new taps unless we agree to these terms and conditions amounts to an attempt to
coerce us to accept these terms if we want to be able to scll our gas for the benefit of

Equitable’s customers and. of course, Huntley & Huntley and its investors. Having
q 3 3 2
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invested substantial capital in a series of five new wells, Huntley & Huntley has been
unable to produce any gas from these new wells. Even if Equitable belatedly installs new
meters and taps and allows these wells to begin production, Huntley & Huntley and its
investors have alrcady suffered and will continue to suffer irreparable losses as a result of
Equitable’s actions.

Most recently, Equitable has said it cannot accept new gas because its pipelines
arc allegedly operating at full capacity. Ishow why this does not apply to our new meter
tap locations and does not justify Equitable’s continuing refusal to set the new taps we
have requested. Finally, [ also explain how Equitable’s operational actions have
unreasonably restricted the flow of Huntley & Huntley’s local production and otherwise
adversely aftected Huntley & Huntley's operations on Equitable’s system.

PLLEASE DESCRIBE HUNTLEY & HUNTLEY AND ITS OPERATIONS.

Huntley & Huntley is a relatively large volume producer of Pennsylvania natural gas and
a member of IOGA. We employ about 16 people in Western Pennsylvania. We
carrently have approximately three hundred (300) active wells feeding gas into
Equitable's distribution pipeline system. Many of Huntley & Huntley’s wells are located
within Equitablc’s service area and are extremely close to end users. In one instance,
Huntley & Huntley delivers gas into the utility’s distribution lines at a location that is
approximately 100 to 150 feet away from an electric gencration station that is a very
large gas consumer. Furthermore, many of Huntley & Huntley’s wells are located in
towns or boroughs that are suburban in character and are located in the greater Pittsburgh
arca. Thesc wells are located in parks, golf courses, cemeteries, industrial sites, and other
areas within Equitable’s service territory. None of Huntley & Huntley wells in western

Pennsylvania are connected to any other pipeline system. Out of Huntley & Huntley's
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300 existing wells, about 225 are nowhere near any other gas pipeline system.
Realistically, these 225 wells are completely captive to Equitable.

Our 300 wells collectively produced approximately six (6) million BTUs
(“MMBTUs") of gas per day in 2007. This equates to roughly 2.1 to 2.2 Billion
Decatherms (“Dth”) of Pennsylvania natural gas delivered into Equitable's system during
2007. At the present time, Huntley & Huntley sells about fifty percent (50%) of its
Pennsylvania gas dircctly to Equitable. Huntley & Huntley sells the remaining fifty
percent (50%) of its output to a leading natural gas marketer (Hess Corporation) that
operates on the Equitable distribution system.

WHY DOES EQUITABLE BUY YOUR GAS, IN YOUR OPINION?

Use of Pennsylvania gas increases the reliability of service for end users on Equitable’s
distribution system. The gas is less likely to be interrupted because it is produced locally
and docs not have to be transported long distances in an interstate pipeline. Moreover,
Huntley & Huntley typically sclls gas to Equitable at about one-half of the utility’s
delivered all-in price to residential consumers and less than the all-in cost of interstate
supply. Of course, when Huntley & Huntley delivers gas directly into Equitable’s
distribution lines, the utility is only required to transport the gas a very short distance to
end users. Only a small amount of utility infrastructure is required to move this gas to
consumers. Accordingly, as Equitable has indicated in testimony to the PUC. if more gas
could be produced in western Pennsylvania and delivered to end users located on
Equitable’s system. the utility’s costs should be further reduced, which ultimately should
benefit Equitable’s ratepayers.

PLEASE DESCRIBE HUNTLEY & HUNTLEY’S FACILITIES AND
CONNECTIONS TO EQUITABLE’S PIPELINE FACILITIES.

TAR:RISST. 1/INDO49- 283532 -3
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With the possible exception of four meters, all 300 wells that Huntley & Huntley operates
in western Pennsylvania feed into the Equitable’s distribution pipelines, or what we call
*Old Equitable” pipe, meaning Equitable’s system before it began reacquiring gathering
facihities. Huntley & Huntley has connections to Equitable’s distribution lines in North
Huntington Township, and in many areas within Allegheny County, including North
Versailles Township, Monroeville, Wall Borough, Trafford, Oakmont Borough and
Springdale Borough. Huntley & Huntley typically hooks into Equitable lines that are
approximately four (4) inches to twenty (20) inches in diameter and that operate at a
pressure of 25 pounds per square inch (“psi”). This 25 psi pressure is one of the utility’s
distribution operating pressures, not a gathering pressure. As to those four meters, two of
them are inactive. The other two move only maybe 250 Mcf/day into Equitable’s system
and only one of these. in my opinion, is connected to the Crooked Creek facilities.

DOES HUNTLEY & HUNTLEY USE ANY GATHERING FACILITIES IN ITS
OPERATIONS?

Yes, but with the possible exception of the two active meters noted above, none of
Huntley & Huntley’s wells connect to “gathering™ lines operated by Equitable. Instead,
Huntley & Huntley opcrates its own gathering system. This system includes roughly fifty
(50) miles of gas pipeline. Our coverage arca in western Pennsylvania is roughly twenty
(20) miles long and five (5) miles wide. These lines feed into distribution lines operated
by Equitable, which are used to serve end users located in Equitable’s system. Huntley &
Huntley’s gathering lines typically operate at pressures of fifty (50) to one hundred
twenty (120) psi. Regulators are used to reduce the pressure as gas moves from Huntley

& Huntley’s gathering lines into Equitable’s distribution hines. Huntley & Huntley

HAR:R2IBRT I/INDCLO-253552 -4 -
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regulators generally allow gas to flow freely though the Huntley & Huntley gathering
system and into Equitable’s distribution lines at a pressure sct point of 25 psi.

HAS EQUITABLE CHARGED HUNTLEY & HUNTLEY UNDER RATE AGS?
Yes. Reluctantly, Huntley has been paying a $0.25/Dth *“gathering” fee to Equitable
under Ratc AGS for approximately the last two and one-half (2.5) years. We did not
negotiate this fee. Equitable just called us and said this is what we had to pay to move
our gas. From September 2005 production through the June 2008 production month, the
fee has gencrated $994.740 for Equitable, but has produced no direct or known benefits
for Huntley & Huntley. We have questioned the utility’s representatives as to the basis
for these charges. Equitable’s representatives (including Steve Rafferty and Willy Drane)
have indicated to me and to my collcagues that the gathering charges are required to
support improvements to the utility’s gathering system. Yet we have pointed out that
Huntley & Huntley's wells are not located on gathering lines operated by Equitable (with
the onc or two exceptions noted above). We also have explained that, to our knowledge.
any improvements to the utility’s gathering lines are in Armstrong County and Clarion
County, which are not areas in which Huntley & Huntley has any wells.

DOES HUNTLEY & HUNTLEY HAVE PRODUCTION CONNECTED TO
OTHER GAS UTILITIES?

Yes. We have two sites on Old Equitable pipe in which production exists and flows to
Dominion Peoples’ system. Otherwise, none of Huntley & Huntley wells in western
Pennsylvania are connected to any other pipeline system. Out of Huntley & Huntley's
300 existing wells, about 225 are nowhere near any other gas pipeline system.

Realistically. these 225 wells are completely captive to Equitable.

wn
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PLEASE DESCRIBE HOW HUNTLEY & HUNTLEY DETERMINES
WHETHER TO DRILL NEW WELLS FOR CONNECTION TO EQUITABLE’S
SYSTEM.

Before drilfing new wells in the vicinity of Equitable’s distribution lines, Mike
Hillebrand, Vice-President of Huntley & Huntley, or I generally confer with Equitable’s
officers and employees for the purpose of ensuring that the utility will be able to accept
and transport the new gas. Among other things, these consultations focus on the distance
from any new wells to Equitable’s 25 psi distribution lines, on whether these lines have
the capacity nceded to accept additional gas, and on whether new easements or rights-of-
way are needed in order to link the new wells to Equitable’s lines. Tvpically. we contact
Stephen C. Rafferty of Equitable by telephone, and we identify the area where we are
planning to drill new wells. Much of Huntley & Huntley’s drilling activity is located in
arcas designated by Equitable as Region A or Region B, with Region B being the most
common area. Typically, Mr. Rafferty then authorizes Huntley & Huntley's
represcnlatives to meet with Equitable’s representatives at the utility’s local office. For
Region B production. the assigned office 1s located in McKeesport, Pennsylvania. A
meeting is then held, and the participants review the available maps and diagrams,
determine the distances to Equitable’s 25 psi lines, assess whether Equitable’s lines have
enough capacity, evaluate whether any additional rights-of-way must be acquired, and
address other logistical or engineering issucs.

YOU STATED EARLIER THAT EQUITABLE HAS REFUSED TO SET NEW

METER TAPS AND METERS FOR SOME NEW WELLS. WHY DID HUNTLEY
& HUNTLEY DRILL THESE NEW WELLS?

Hunttey & Huntley does not proceed with well dnilling within Equitable’s service
territory unless the Equitable representatives have indicated m advance that it will be

feasible to connect the well(s) into Equitable’s lines. Accordingly, consistent with the
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process described above, in August or September of 2007, Huntley & Huntley’s
representatives contacted Mr. Rafferty at Equitable regarding plans for five new wells in
Region B. Consistent with past practice. Mr. Rafferty encouraged us to meet in
Equitable’s McKeesport office with Mr. Willy Drane and Mr. Bill Brown. Mr. Mike
Hillebrand and Mr. Eric Finley of Huntley & Huntley then met with the utility’s
representatives at this office. Equitable’s representatives indicated that the utility would
be able 10 take the gas from these new wells. Each of the new wells was found to be
close to the existing 25 psi on the utility’s distribution lines, and these lines had the
capacity to move this gas. The participants recognized that acquisition of additional
rights-of-way was not required. They also recognized that four new taps could be used
for these five new wells. (One of the taps could be used by two nearby wells. The other
three taps would each be used for one well.) Based upon this meeting and the position
taken by the utility, Huntley & Huntley decided to move forward with the drilling of
these ncw wells.

WHEN WERE THESE NEW WELLS COMPLETED?

We completed the installation of these five new wells, which are located within
Equiable’s service territory and near Equitable’s distribution lines, at the end of 2007 in
November and/or December.

DID HUNTLEY & HUNTLEY REQUEST NEW METER TAPS AND METERS
FOR THESE NEW WELLS?

Yes, consistent with our past practice, 1 requested the installation of taps on Equitablc’s
website. I also contacted Steve Rafferty of Equitable and requested installation of new
mcter taps for these wells. Consistent with the prior discussions described above, | asked

Equitable to install lour taps that would be used to service the five new wells. Copices of

NAR:R2887.1/INDO9-253552 -7-
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the website receipts covering Huntley & Huntley’s requests for taps are attached as
Exhibit KM-1.

WHAT WAS EQUITABLE’S RESPONSE TO YOUR REQUESTS?

Equitable’s representatives initially indicated to me and to my colleagues that these taps
would not be installed unless Huntley & Huntley agreed to pay a fifty cent ($0.50)
gathering charge and a five percent (5%) shrinkage (or retainage) amount. Then
Equitable demanded higher rates, and most recently Equitable has said it cannot accept
our new gas because its gathering pipelines allegedly are operating at full capacity.

IN YOUR OPINION, IS EQUITABLE’S MOST RECENT REASON FORITS
REFUSAL TO INSTALL YOUR NEW TAPS A VALID REASON?

No. I have no reason or basis to believe that this applies to our requested meter tap
locations or that Equitable’s distribution pipelines, to which our wells are connected
through our own gathering lines, are operating at full capacity. On the basis of a
discovery response, Equitable has now agreed. 10GA asked Equitable whether our new
metler tap request sites were Jocated on any portion of Equitable’s system that is operating
at full capacity, and Equitable’s response is no. Our taps are (a) through (¢) on the
discovery response, which is attached as Exhibit KM-2.

IN VIEW OF THIS RESPONSE, HAS EQUITABLE NOW AGREED TO
INSTALL YOUR NEW TAPS?

No, Equitable has not contacted us to tell us that it will install them.

ARE YOU AWARE OF ANY OTHER VALID REASON FOR EQUITABLE’S
REFUSAL TO INSTALL THESE NEW TAPS?

No. According to Equitable’s answer to IOGA’s amended complaint and Equitable’s
discovery responscs, Equitable has imposed a “moratorium”™ on new meter taps because

of its concern that adding incremental gas to the gathering system will increase

HAK: 2887, 1/INDO4D. 283852 -8-
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Equitable’s level of lost and unaccounted for (“LUFG”) on the gathering system. As the
production from these five new wells will not flow through Equitable’s gathering system,
that rcason does not justify Equitable’s continued refusal to install these new taps.
Morcover, Equitable has installed new meter taps since this so-called moratorium has
been in place,

IS THE COST OF INSTALLING THE NEW METER TAPS PREVENTING
EQUITABLE FROM INSTALLING THEM?

No. Huntley & Huntley purchases and supplies the meters mecting Equitable’s
specifications. Typically, Huntley & Huntley also purchases and supplies any gas
regulators needed to reduce the pressure of the gas moving from its gathering lines
(which have one maximum allowable operating pressure), if necessary, to Equitable’s
distribution lines (which have a lower maximum allowable operating pressure). Huntley
& Huntley also supplies additional gas treatment equipment to improve the quality of the
gas for end users, if necessary.

IS THE TIME FOR INSTALLATION OF NEW TAPS AND METERS
PREVENTING EQUITABLE FROM INSTALLING THEM?

Not in my opinion. Installation of a new tap and a new meter typically is completed by
Equitable within one work day.

ARE ADDITIONAL OPERATIONAL COSTS FOR THE NEW METERS
PREVENTING EQUITABLE FROM INSTALLING THE TAPS?

No. Once the new meter is installed, the utility should bear little or no additional
operating costs. Utility personnel do rcad the meters periodically, but that is not a
difficult or time-consuming task. In fact, it is no more difficult than reading one of
Equitable’s customer meters.

WHAT HAS BEEN THE EFFECT ON HUNTLEY & HUNTLEY OF
EQUITABLE’S REFUSAL TO INSTALL THESE NEW TAPS?

PLAR:R2RST INDUAY-253582 -9 -
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Equitable’s actions have harmed Huntley & Huntley in numerous ways. To start with, if
the utility is allowed to impose a $0.50 “gathering charge” on all production from our
company’s wells, this would equate to a cost of roughly $1.0 — S1.1 million per year.
Likewise, 1f imposed on all production from Huntley & Huntley’s wells, Equitable’s 5%
“shrinkage” or “retainage” fee would produce a direct cost of another $1.0 to $1.1
million. These new charges, together with the delays caused by Equitable’s refusal to
install new meter taps, have harmful economic effects. In fact, by itself, additional delay
in the installation of new taps significantly reduces the return earned by Huntley &
Huntley and by its investors. This in turn will discourage new investment in natural gas
production in Pennsylvania. As investors recognize that there are delays in starting
production and that such delays could be of unknown duration, investors will view these
projects as having increased risks and uncertainties. This will inevitably make it morc
difficult to attract new investment for exploration and drilling. As risks increase,
investors will also seek a higher ratc of return. In my view, this will inevitably tend to
discourage exploration and dnlling within Equitable’s service territory. In fact, we have
several Icases on old Equitable pipe that we have intentionally not drilled due this
situation.

Additionally, during the period in which the wells are installed but are not
producing gas. Huntley & Huntley must make quarterly “shut-in”* pavments to the
landowners who own the land on which the wells are installed. As a result, Huntley &
Huntley incurs additional costs, but receives no operating revenuc from these wells.
While the landowners receive “shut-in” payments, their compensation is far lower than it

would be if the wells were in production. When production begins, the landowners are

HAR-82887.1/INDDO9-233552 -10 -
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entitled to royalty payments, which are based upon a share of the gross sales proceeds on
the gas. As of this date, however, the landowners who signed the leases for these five
new wells are not receiving any royalty payments. Like Huntley & Huntley, the
landowners are suffering economic losses as a dircct result of Equitable’s refusal to
install the necessary taps and meters. This in turn damages Huntley & Huntley’s
relationships with the landowners, thereby discouraging other property owners from
entering into leases with our company.

In all probability, as this delay continues, it will also cause physical deterioration
in the gas fields. Afier a well is drilled, water generally is injected into the well for the
purpose of stimulating gas flow. Water and sand are used to break up the sandstone rock
and allow the gas to flow more freely. If production does not actually begin, however,
the water is not removed in the usual way and will damage the surrounding gas rescrvoir.
The water often will cause swelling in the clay found in pores within these formations.
This reduces porosity, which frequently reduces the volume of gas that can be produced.

Equitable's refusal to sct meter taps for our new Pennsylvania production wells
harms us in other ways as well. First, in some areas, our new wells draw gas from ficlds
also used by other producers. New production wells must be connected as soon as
possible becausc every day that the new meter taps are not set we lose the ability to draw
the natural gas that other producers arc drawing from the same source. Second, in
addition to losing an undeterminable amount of gas to other producers, under the "rule of
capture” we have no right to claim damages against these other producers for taking the
gas from the common field. Third, our ability to fulfill our contractual obligations to

Hess Corporation 1s jeopardized, creating the possibility of a permancent loss of goodwill.

HAR:K2RRT. 1 INDO49.2 53357 -11 -
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Fourth, the utility’s refusal to set these meter taps has impaired our ability to lock in
favorable prices through hedging. Since there is uncertainty with respect to Huntley &
Huntley’s production volume, it is extremely difficult, if not impossible, to engage fully
in physical hedging. The overall effect of Equitable's refusal to set meter taps for our
new Pennsylvania production wells is to reduce our revenues, weaken our compctitive
position in the market, and diminish the Pennsylvania natural gas supply available on
Equitable's system and in Western Pennsylvania.

As stated above, at no time has Equitable told Huntley & Huntley that it cannot
nstall our new production meter taps due to safety or rehability concems. Evidently, the
utility is secking to increase its own revenue without regard to the economic injurics
attributable 10 its actions,

HAS EQUITABLE TAKEN ANY ACTIONS THAT HAVE AFFECTED
HUNTLEY & HUNTLEY'S OPERATIONS?

Yes. Inrecent years, the utility has sct Huntley & Huntley’s regulators to operate at a
pressure of 23.5 psi. Yet Equitable sets its own regulators to operate at the 25 psi
maximum allowable operating pressure, thereby allowing Equitable’s systems to have
primary flow. As aresult. during very cold temperatures, and espectially at night, the
Huntley & Huntley gas either does not flow or does not flow at a rate anywhere close to
capacity, while gas on Equitable’s own gathering lincs continues to flow. Equitable has
refused to install taps and meters required for new wells, and also has failed to respond
on a timely basis to requests for meter replacement. In a number of instances, Huntley &
Huntley has informed the utility that particular meters are inoperative and has requested
mstallation of replacement equipment. Many times, however, Equitable has simply

refused to respond to these requests. Recently, the utility also has refused to share its
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meter readings with Huntley & Huntley. In the past, Equitable would provide the
monthly meter readings 1o Huntley & Huntley and would identify the specific day within
the month on which production would begin (the “on day”) and the specific day on which
monthly production would end (the “off day”). Now the utility refuses to provide this
information, which makes it considerably more difficult for Huntley & Huntley to
accurately track monthly production and to check the figures supplied by Equitable.

WHAT IS YOUR UNDERSTANDING OF EQUITABLE’S RATE AGS COST
RECOVERY PROPOSAL IN THIS PROCEEDING?

Equitable is requesting to be able to continue charging producers for transportation over
what Equitablc calls its gathering system, and is secking to recover an additional $7.5
million, or over 124%, in additional Rate AGS revenue.

IF EQUITABLE’S RATE AGS COST RECOVERY PROPOSAL IS ADOPTED

BY THE COMMISSION, HOW WILL IT EFFECT HUNTLEY & HUNTLEY’S
GAS OPERATIONS IN WESTERN PENNSYLVANIA?

If the Commission approves Equitable’s proposal but agrees with us that our production
is not subject to Rate AGS, approval will not adversely affect us. However, if the
Commission rules that our production is subject to Rate AGS and Equitable is able to
increase our gathering rates, production flowing through those meters may no longer be
profitable to produce, depending on the price of gas. We are already considering moving
as much of our gas from Equitable’s system and not drilling on their pipe in the future, so
subjecting our production to higher charges under Rate AGS could be the last straw.

WHAT SHOULD THE COMMISSION DO ABOUT THE RATE AGS CHARGES
HUNTLEY & HUNTLEY HAS ALREADY PAID?

The Commission should order Equitable to refund all these charges, with interest.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.

HAR-S28E7. ZINDOSY. 253582 - 13-
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Pressure: 150
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Docket No. R-2008-2029323
ttem: 10GA-V-5

Prepared by: Thomas P. Wiggers
Title: Director Gas Supply

EQUITABLE GAS COMPANY
Response to Interrogatories of the
Independent Oil and Gas Association of Pennsylvania

Item:  JOGA-V-3

Are any of the following new meter tap request sites located on any portion of the
pipeline svstem identified in vour response 1o No. | above? 1f so, for each new meter lap
site please identify the particular pipeline portion and provide a pipeline map indicating
these sites.

(a) Westmoreland County. North Huntington Township
GPS Latitude: 40.351864
GPS Longitude: 79.768238

{b) Allegheny County, Monroeville Township
GPS Latitude: 40.397542
GPS Longitude: 79.802494

{c) Allegheny County. Monreeville Township
GPS Latitude: 40401714
GPS Longitude: 79.749408

{d) Allegheny Township, Monroeville Township
GPS Latitude: 40.396806
GPS Longitude: 79.797489

(¢} Allegheny County. White OQak Borough Township
GPS Latitude: 40.329778
GPS Longitude: 79784189

() Westmoreland County. Trafford Borough
GPS Latitude: 40.381279
GPS Longitude: 79.756123

() Allegheny County. Monroevilte Township
GPS Latitude: 40.42422
GPS Longitude: 79.79076

(h) Allegheny County, South Versailles Township
GPS Latitude: 40.36047
GPS Longitude: 79.79698

Response:

Yes. The meter tap request identilied in part () is located on a portion of the pipeline
svstem identiticd in the respense 10 TOGA-V-1, Please see the attached map for more
detatl.
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PLEASE STATE YOUR NAME, AND DESCRIBE BY WHOM YOU ARE
EMPLOYED AND IN WHAT CAPACITY.

My name is Mike Hillebrand. 1am the Vice-President of Huntley & Huntley, Inc.
(“Huntley & Huntley”). I have worked at Huntley & Huntley for about eleven (11) years,
and I have worked in natural gas exploration and production since 1986.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.
T have a B.S. in Petroleum And Natural Gas Engineering from Pennsylvania State
University.

PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY.

The purpose of my testimony is support JOGA’s position in this matter and to cooberate
the testimony of my colleague, Keith Mangini, concerning Equitable Gas Company’s
(“Equitable” or “utility”) refusal to install our new taps and the adverse effects of
Equitable’s actions on Huntley & Huntley, Equitable’s customers and the western
Pennsylvania economy.

PLEASE DESCRIBE HUNTLEY & HUNTLEY AND ITS RECENT WELL
DRILLING ACTIVITIES.

As Mr. Mangini explains, Huntley & Huntley is a leading natural gas producer in western
Pennsylvama. Our company completed the construction of five new production wells in
the last two months of 2007. Huntley & Huntley, however, has been unable to begin
production from these wells because Equitable has refused to install the required meters
and taps.

WHY HAS EQUITABLE REFUSED TO INSTALL THESE TAPS?

1 spoke directly to Stephen C. Rafferty, an Equitable Vice-President (at least at that time)
regarding the utility’s actions. Eric Finley, an engineer who reports to me, also has

spoken directly to an Equitable field manager or field supervisor, Willy Drane. My,

NAR.82886.1/IND(49.253852 -1-
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Rafferty and Mr. Drane stated that Equitable will not install any new meters or taps
unless Huntley & Huntley agrees to pay a $0.50 per Decatherm “gathering charge,” plus
a 5% “retainage fee” or “shrinkage fee.”

WHAT WAS YOUR RESPONSE?

A. I explained to Equitable’s representatives that, with the possible exception of the two

active meters noted by Mr. Mangini, Huntley & Huntley does not transport any gas
through gathering lines operated by the utility. Instead, our gas flows through Huntley &
Huntley’s own gathering lines. The utility’s representatives have never denied this basic
fact. Furthermore, as I have explained to Equitable’s representatives, a 5% “retainage” or
“shrinkage” charge under Rate AGS cannot possibly be justified on gas delivered directly
into distribution lines. “‘Shrinkage” should be minimal or non-existent on gas moving
short distances in distribution lines. In addition, | have explained that there is no
justification for charging both producers under Rate AGS and end users under Tariff Rule
11.4 for “shrinkage” on the same lines. Here again, in my conversations with the utility’s
representatives, they have never adequately addressed these fundamental points.

WHERE ARE HUNTLEY & HUNTLEY’S WELLS LOCATED?

A. Many of Huntiey & Huntley’s wells are located in boroughs and townships within

Allegheny County, in areas close to Pittsburgh. Our wells are located in city parks, golf
courses, cemeteries, industrial areas, and in other areas. As a result, Huntley & Huntley
1s producing gas in areas that are very near to end users located on Equitable’s

distnbution lines.

Q. HOW IS HUNTLEY & HUNTLEY’S PENNSYLVANIA PRODUCTION

DELIVERED TO EQUITABLE’S PIPELINES?

HAR:82880.1/IN1)040-253552 -2-
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The gas produced by Huntley & Huntley is delivered through Huntley & Huntley’s
gathering lines and into Equitable’s distribution system. To my knowledge, no gas
produced by Huntley & Huntley is delivered through gathering lines owned or operated
by the utility or its affiliates, other than possibly the two active meters mentioned above.

HAS EQUITABLE’S REFUSAL TO SET THESE NEW TAPS AFFECTED
HUNTLEY & HUNTLEY’S OPERATIONS?

Yes. As explained in Mr. Mangini’s affidavit, Equitable’s refusal to allow production by
thesc wells has directly harmed Huntley & Huntley. To start with, the utility’s actions
have temporarily prevented the company from generating any revenue on these five
wells. Even if these wells are eventually hooked up to the utility and even if they still
have approximately 20 years of production, which is uncertain, revenue produced at the
back end of this 20 year lifespan has a substantially lower present value than revenue that
could have been produced now or during the last few months.

By preventing the production of natural gas from these new wells, Equitable’s
actions have damaged Huntley & Huntley’s relationships with landowners, especially
with the landowners who entered into leases authorizing the installation of these wells.
Based upon our company’s prior track record, these landowners expected to receive
royalty payments from Huntley & Huntley within a short period of time after the wells
were installed; however, royalty payments are tied to the gross sales proceeds from the
wells, and royalties are due only when the wells are actually producing gas. In
accordance with the leases, Huntley & Huntley is making shut-in payments to these
landowners, but these payments arc much lower than the royalties that the landowners
would receive if Equitable had installed the necessary taps and meters. Accordingly, due

to Equitable’s refusal to install these taps. Huntley & Huntley’s reputation in the

HAR:82886.1/INDO3R-253582 -3-
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landowner community is being damaged, which will make it more difficult to obtain
leases in the future.

The utility’s refusal to install the required meters and taps also has impaired
Huntley & Huntley’s ability to engage in hedging. Where appropriate, Huntley &
Huntley uses physical hedges to lock in natural gas prices, With respect to the five wells
left untapped by Equitable, however, since the initial production date and the volume of
gas that will be produced are highly uncertain, it is extremely difficult, if not impossible,
to make hedging decisions. Effectively, this means that Huntley & Huntley has been
denied the ability to lock in sales prices in the usual manner.

Additionally, the utility’s delay will in all likelihood produce physical
deterioration in the gas reservoirs. Consistent with Huntley & Huntley’s standard
practice, fresh water was injected tnto these wells in order to stimulate production. The
wells are drilled 1n sandstone formations. Water and sand are pumped in to crack or
break up the rock. Typically, at least half of the water is then pumped out when
production begins. Yet these five wells are now inactive. As a result, much more of this
water will be absorbed into the clay found in pores within the sandstone formation. This
will actually reduce the porosity of the sandstone and will impair Huntley & Huntley’s
ability to reach the maximum production levels.

Furthermore, the utility’s actions have harmed and will continue to harm Huntley
& Huntley’s relationships with its investors. Historically, for most wells, our investors
have supplied two-thirds or three-quarters of the necessary capital. Their participation is
absolutely critical to further exploration and drilling in western Pennsylvania. As

investors become aware of the risks associated with Equitable’s refusal to install essential

HAR:B28K6.1/IND0A9. 253552 -4 -



taps and meters, they will be more reluctant to invest in future wells and may insist upon
a higher rate of retumn. In either case, the number of new wells will alimost certainly
decline, and production in western Pennsylvania will be lower than it would otherwise
be.

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A, Yes.

NARB2886.1/INDOLD-253552 -5
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PLEASE STATE YOUR NAME, AND DESCRIBE BY WHOM YOU ARE
EMPLOYED AND IN WHAT CAPACITY.

My name is D. Marc Jacobs, Jr. I am a Vice President of Penneco Oil Company
(“Penneco™), whose headquarters is located at 6608 Route 22, P.O. Box 300, Delmont,
PA. I have worked at Penneco for about 23 years in various positions.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND.

I have a BS degree in Theology from Hyles Anderson College.

PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY.

The overall purpose of my testimony is to support the positions of the independent Oil
and Gas Association of PA (“IOGA”) in this matter. More specifically. the purpose of
my testimony is to explain Penneco’s operations on Equitable Gas Company’s
(“Equitable™) system and our dealings with Equitable concerning requests for new meter
taps and meters for our new production. [ also cxplain the harm caused by Equitable’s
refusal to set our requested new mater taps and meters, and the adverse conscquences to
our company, Equitable's customers and the development of new Pennsylvania
production on Equitable’s system if Equitable’s Rate AGS cost recovery proposal is
approved.

PLEASE DESCRIBE PENNECO AND ITS OPERATIONS.

Penneco is a Commission-licensed natural gas supplier (A-125104) and a producer of
Pennsylvania natural gas through wells located on the pipeline system of Equitable as
well as on the systems of other PUC-regulated utilities. Penncco is a member of [OGA.
We employ about 50 people in our gas operations. Penneco currently has about 145 local
production wells located on Equitable's pipeline system. About 115 of these wells are

nowhere near any other gas pipeline so, realistically, these wells are completely captive

HAR:B2R93.(/INDO44-253552 -1-



9

10

11

12

14

15

16

17
18

19

20

21

HARKIROI T/INDO49. 283552 -

to Equitable. At the present time, we sell nearly 100% of our Pennsylvania production on
Equitable’s system to Equitable for system supply. We transport a very small amount of
our own gas on Equitable’s system and sell it to end users.

DOES EQUITABLE CHARGE PENNECO UNDER RATE AGS?

Yes. Equitable charges us under Rate AGS and deducts the charges from its pavments to
us for our gas.

DO YOU HAVE AN OPINION WHY EQUITABLE BUYS YOUR GAS?

Yes. My understanding is that gas utilities in Pennsylvania are required to purchase the
least cost gas. Our Pennsylvania production is traditionally a lower cost, more reliable
supply compared to gas delivered through the interstate pipelines. We sell our gas to
Equitable based on the DTI index, so the costs do not include interstate pipeline charges.

DOES PENNECO HAVE PENNSYLVANIA PRODUCTION CONNECTED TO
OTHER GAS UTILITIES?

Yes, we have about 800 wells connected to the pipelines of other utilities, including
Dominion Pecoples, T.W. Phillips Oil and Gas Company, Columbia Gas Company of PA
and Columbia Gas Transmission Corporation.

ARE YOU FAMILIAR WITH EQUITABLE’S RATE AGS COST RECOVERY
PROPOSAL IN THIS PROCEEDING?

Yos.

WHAT IS YOUR UNDERSTANDING OF EQUITABLE’S PROPOSAL?
Equitable wants to charge producers and marketers. rather than end-use customers, for
what Equitable calls its gathering system. Equitable is sceking over $7 million, or over
124%, in additional Rate AGS revenue, from producers and marketers,

HAS PENNECO NEGOTIATED THE CHARGES IT PAYS UNDER RATE AGS?

(R
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No. Equitable just calls us and tells us what the new rates are when our gas purchase
agrecements are nearing their expiration.
IF EQUITABLE’S PROPOSAL IS ADOPTED BY THE COMMISSION, HOW

WILL IT EFFECT PENNECO'S GAS OPERATIONS IN WESTERN
PENNSYLVANIA?

If Equitable is able to increase our gathering rates by 124%, production flowing through
those meters may no longer be profitable to produce depending on the price of gas. If gas
is no longer profitable to produce on Equitable’s system, Penneco would have to move its
local production off Equitable’s system or shut it in. This would adversely affect
Equitable’s customers by depriving them of traditionally lower priced and more reliable
Pennsylvania production. Also, in view of the significant investment to drill a well,
reduced volumes and revenucs would also require us to scale back our development of
new Pennsylvania production on Equitable’s system or stop altogether. Finally,
significantly reduced volumes and revenues would have adverse consequences for our
employees and the economy in Western Pennsylvania.

DID PENNECO DRILL ANY NEW WELLS RECENTLY FOR CONNECTION
TO EQUITABLE’S SYSTEM?

Yes. During 2007, we drilled a local production well (Trafford Borough #1) located in
Westmoreland County., Pennsylvania, that was ready for connection to Equitable's
pipeline system (also located in Westmoreland County) in early 2008. Another well
(Emmick Unit/Rusnak) located in South Versailles Twp, Allegheny County was finished
on August 28, 2008 and is also ready for connection to the nearby Equitable pipeline
system. We also planned on drilling another local production well (Pedula) in 2008 for
connection to Equitable’s pipeline system. Other producers, which include an Equitable

affthate in the casc of our Emmick Umit (Rusnak) well, operate in reiative close
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proximity to these new wells and therefore could draw gas from the same geological
horizons.

WHY DID PENNECO DECIDE TO DRILL THESE WELLS?

In accordance with past practice, I made “market inquiries” to Equitable before we
decided to drill these new wells. A market inquiry is simply a request to Equitable to
confirm that the area in which Penneco wants 1o drill has pipelines with the capacity to
receive the new production, meaning that there is a market for the gas and no pipeline
system constraints. Usually | fax a map detailing Penneco’s area of interest and
Equitable will fax back either my map with the available pipelines drawn in — often with
notes about pipcline size and capacity, and system pressure — or a corresponding
Equitable map showing this information.

If Equitable responds signifying that there is a pipeline with available capacity,
we proceed to make arrangements to drill the well and request a meter tap and a “turn in
line™ (TIL) date. We currently have 7 wells (5 in Allegheny County and 2 in Armstrong
County) for which significant “'pre-drilling” actions have been initiated as a result of such
responses.

HAVE THESE WELLS BEEN COMPLETED?

Yes. The Trafford Borough #1 well was completed June 19, 2008. The Emmick Unit
(Rusnak) well was “drilled in” August 28, 2008. The Pcdula well has not been drilled,
although we are ready to dnll it in the next month or two.

DID ANY OF YOU ASK EQUITABLE TO INSTALL NEW METER TAPS AND
METERS FOR THIS NEW PRODUCTION?

Yes. In accordance with Equitable's procedure, as summarized above, Penneco online

requests through Equitable's website for three (3) new meter taps for the Trafford
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Borough # 1, Pedula and Rusnak (unitized as Emmick Unit) production wells on January
31, 2008 (Trafford Borough #1, requested TIL date 5/1/08) and on April 1, 2008 (Pedula
and Rusnak. requested TIL dates 6/1/08). Copics of the market inquiries, Equitable’s
responses. the online meter tap requests, and emails identifying the purchaser of the gas
and estimated daily volume for each of these new wells are attached as Exhibit DMJ-1. 1
havc since learned that the request for the Pedula tap included a map correctly showing
the location, but the GPS coordinates were incorrect. The correct GPS coordinates for
this meter tap location are Latitude 40.405359, Longitude 79.767694.

WHAT WAS EQUITABLE’S RESPONSE TO YOUR REQUESTS?

As in the past, we did not reccive any written approval or denial from Equitable in
response to thesc online meter tap requests. In the past, after the online requests the next
correspondence from Equitable is gencrally the invoice for the tap materials and
installation. The only time we have received a written response to an online meter tap
rcquest was when Equitable denied a tap request after Equitable had confirmed in its
written response to our market inquiry that the Equitable pipeline “appeared to be a
viable alternative” for our new production.

WHAT DID YOU DO AFTER RECEIVING NO RESPONSE FROM EQUITABLE
TO YOUR REQUESTS.

Afler we received no responses whatsoever to the Trafford Borough #1, Pedula and
Rusnak meter tap requests, I called Willy Drane. my contact at Equitable, during the first
weck of August 2008 for an update. The gist of our discussion was that there is a
“moratorium” on new meter taps because of the then-ongoing negotiations between
Equitable and IOGA concerning IOGA’s complaint against Rate AGS., and that they

would be glad to set the new taps when they were given the “green light” from

HAR:82893. 1/INDU49-253552 -5-
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headquarters. On August 14, 2008, I faxed another request for the taps to Willy Drane
and asked what rate was required to sct these taps. Equitable has not responded.

HAVE THESE TAPS BEEN INSTALLED?

No.

ARE YOU AWARE OF ANY REASONS OTHER THAN THE MORATORIUM
WHY THESE TAPS HAVE NOT BEEN INSTALLED?

Yes. We learned in the beginning of September 2008 that Equitable is claiming that it
cannot set our requested taps because 1ts gathering pipelines are operating at full capacity.

WHAT IS YOUR RESPONSE?

Even if that is true for some portions of Equitable’s system, we do not believe that reason
applies to our three (3) requested taps. In a discovery response, Equitable stated that the
Trafford Borough and Rusnak taps are not located in areas of full capacity, but identified
the Pedula tap as located on a pipeline operating at full capacity. A copy of Equitable’s
response is attached as Exhibit DMJ-2. However, as ] stated above, the GPS coordinates
for this tap that we provided to Equitable were incorrect. We believe that if Equitable
had the correct GPS coordinates, which it now does because we also resubmitted our
Pedula request online with the correct coordinates on September 30, 2008 , its response
concerning the Pedula tap location would have been the same as for the other two
because it is in the vicinity of the other two tap request locations.

WHAT IS THE EFFECT ON PENNECO’S GAS OPERATIONS OF
EQUITABLE’S REFUSAL TO SET THESE NEW METER TAPS?

Equitable’s refusal to set meter taps for these new wells harms Penneco in the following
ways. First, our new wells will draw gas from fields to which other producers have

access. These fields include wells owned by Equitable's production affiliates.  So, any

JIARBINI1NDNGD.253542 -0 -
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delay in flowing gas from our new wells reduces the volumes we can draw because the
wells have limited useful hves.

Sccond, we losc an undeterminable amount of gas to other producers. Under the
"rule of capture” we have no right to claim damages against these other producers for
taking the gas from our common field.

Third, after a well is drilled, water gencrally is injected into the well for the
purpose of stimulating gas flow. Water and sand are used to fracture and prop open the
sandstone rock to allow the gas to flow more freely from beyond the wellbore. This is
known in the industry as a "frac" job. However, if production does not actually begin,
the water is not removed in the usual way and can damage the surrounding gas reservoir.
The water often will cause swelling in the clay found in pores within these formations.
This can reducc porosity and permeability, which would diminish the volume of gas that
can be produced. Thus, the physical deterioration of the surrounding gas reservoir of
Trafford Borough #1 will incrcase the longer frac water remains becausc no gas is
flowing, which will continue to reduce the volune of gas that can be produced (Emmick
Unit had a natural flow negating the need to frac for the time being).

Fourth. Penneco’s ability to use its new production to lock in favorable prices
through hedging is impaired because we are uncertain of our production volumes.
PLEASE SUMMARIZE PENNECO’S POSITION,

The overall effect of Equitable’s Rate AGS cost recovery proposal, if adopted, and
Equitable’s refusal to set meter taps for our new Pennsylvania production wells, will be to
decrease our revenues and financial resources and thus weaken our competitive position

in the market, force us to shift our drilling program off of the Equitable system. and

HARRZEOL INDOLY-252552 -7-



diminish the non-Equitable affiliated Pennsylvania natural gas supply available on
Equitable’s system and in Western Pennsylvania.

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A. Yes.

FAR:S2803.1/INDD49-252552 -8-
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Your request has been submitted. Please print this information for your records. I Close '

Meter Tap Request

Date: 113172008
Request Type: New meter set
Total Estimated Vol: {75

Pressure: 30

Gas Quality: <1100

Meter Number:

Company Name:

Penneco Ol Company

Company Contact:

D. Marc Jacobs, Jr.

Company Address:

6608 Rte. 22, Delmont, PA 15626

Company Phone:

7244688232

Company Fax: 7244688230
Company Emaik: dmarcj@penmnceco.com
Location State: PA

Location County: Westmoreland
Location Quad: Braddock

Location Township:

Trafford Borough

Location Site:

Tratford Borough #1

Laocation District:

Equitable Gas

Location Pipcline
Num:

GPS Latitude:

40.581279

GPS Longitude:

79.756125

Requested Turn In
Line Date:

03°01/2008

Addional info:

2" plastic on 3rd Street or Homewood Avenue (per Bill Brown map and ficld

visit)

Anached File:

Checked

Acknowledgement :

TRUI:

hitps:/www.eqt.com/GasMeasurement/metertaprequestasp?pass= 3&mail=egtmitap@eqt.... 1/31/2008




Marc Jacobs

m: Matt Jacobs
ent: Thursday, January 31, 2008 2:53 PM
To: ‘TWiggers@eaqat.com’
Cc: tpetersen@eqt.com’; Marc Jacobs
Subject: New Tap Request
Tom,

Please be advised that Equitable Gas will be the marketer for the following new tap request:

Well Name: Tratford Borough #1
Township: Trafford Borough
County: Westmortcland

Est. Daily Volume: 75 mcf
Requested Turn n Date: 5/1/08
Shipper: Equitable Gas

Shipper Contact: Tom Wiggers
Shipper Phone #: (412) 385-3347

Thanks,
Mathew S. Jacobs

Penneco Oil Company
6608 Rt. 22, P. O. Box 300
“~imont, PA 15626
1) 468-8232 - (Phone)
.4} 468-8230 - (Fax)



a, United States

]

Trafford .Wo«ocw:.in%:,o?_m:& Co. -

hn =n R
ST VR % AN
:If R Pl \ / AN
T LTS ,,,../ //

—
-
B~

N
—
er—

WiReRest

/’/
-
R
et

“Kelvington Park |

-

= \"

Monroevilie

Trafford, Pennsy.

! ey

. PR : K
R L
T D TOAv, - A
\ @ T oee
SR s My
Yo ; T <)
! ’.,!-\_J! R ﬂ//".
. " S e e /.//
v i, SN
@ . e
£2 -
o n
Zs
>
-
NN
AN
, T e e
= ~~-Mosside_Blvd—— -~

0.6

0.4
Govermmen of Canaca

91.2002

¢

0.2
Canadiar authoniles €

o mi

032 Navigatan Technalagies. & rights reseved. Th's dala Ingudes Inormalon La<en wih permession tearm

z

reseit Corp, and/or its supphars, All nghLs reserved, hliosiwww, Mcrosofl cor/sireats

by Geegrachc Dala Technoiagy, Inc. Al nohis reserved @

15'anstics Caraca andror (Gecmmtics Canada), all Aghts reserved

<

pynght % 15E8-2053
yNg

Copyngni 200

Co
=
&



(724)468-8232 office  (724)468-8230 fax
dmarcj@penneco.com

;COMPANY,INC. -

To: Bill Brown - Equitable Gas From: D. Mare Jacobs, Jr.
Fax:  412-395-3655 Pages: 2

Phone: Date:  7/19/2007

Re: Market Inquiry — Trafford Borough, ccC:

Westmoreland Co.

O Urgent [0 For Review [ Pltease Comment [J Please Reply (] Please Recycle

* Comments: Do you represent any pipelines w/ capacities o receive production gas in or around the
area identified on the attached map (Trafford Borough, Westmoreland Co.) ? Please advise.

éﬁ‘ﬁ@
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Page 1 of |

Your request has been submitted. Please print this information for your records. | Close

Meter Tap Request
Duate: 4/1/2008
Request Type: New meter set
Total Estimated Vol: {50
Pressure: 20
Gas Quality: <1100
Meter Number:
Company Name: Penneco Oil Company
Company Contact: D. Marc Jacobs, Jr.
Company Address: 6608 Route 22, Dehnont, PA 15626
Company I"hone: 7244688232
Company Fax: 7244688230
Company Email: dmarcj@penneco.com
Location State: PA
Location County: Allegheny
Location Quad: Mclkeesport
Location Township:  [South Versailes |
Location Site: Rusnak (GMMI(L )
Location District: quuitable‘tas .
Location Pipeline
Num:
GPS Latitude: 40.36047
GPS Longiude: 79.79698
Requested Tarn In 060172008
Line Date:
Additional Into:
Altached Jle:
Checked TRUE
Acknowledpement :

blipsZ/Avww. cqreom/GasMeasurement/metertaprequest. asp?pass=3& matl=cgemtrap@eqt.... 4/1/2008



Marc Jacobs

n: Matt Jacobs
—.nt: Tuesday, Aprit 01, 2008 3:11 PM
To: ‘tpetersen@egqt.comn’
Cc: Marc Jacobs
Subject: FW: New Tap Request

fyi
Mathew S. Jacobs

Penneco Ol Company
6608 Rt. 22, P. O. Box 300
Detmont, PA 15626

{724) ABB-8232 - (Phone)
{724) 468-8230 - (Fax)

From: Matt Jacobs

Sent: Tuesday, Aprit 01, 2008 3110 PM
To: Twiggers@eqt.com'

Subject: New Tap Rerquest

Tom,

Please be advised lhal Equitable Gas will be the marketer for the following new tap request:

**| Name: Rusnak #1

qship” South Versailles
—utinty: Allegheny
Esl Daily Volume: 50 mci
Requested Turn In Date” 6/1/08
Shipper Equitable Gas
Shipper Contact: Tom Wiguers
Shipper Phone #: (412) 395-3347

Thonks,
Mathew S. Jacobs

Penneco Oil Company
6608 R1. 22, P. O. Box 300
Delment, PA 15626

(724) 468-8232 - (Phone)
(724) 468-8230 - (Fax}
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Marc Jacobs

m: DoNotReply@eql.com
_unt: Tuesday, April 01, 2008 1:.53 PM
To: Marc Jacobs
Subject: New Meter Tap Request

Your request has been submitted.
Meter Tap Request
Date: 4/1/2008
Request Type:

Total Estimated Vol:

New meter setl
S0

Pressure: 20

Gas Quality: <1100

Meter Number:

Company Name : Penneco 01l Company
Company Contact : D. Marc Jacobs, Jr.
Comprany Address: 6608 Route 22, Delmont, PA
Company Phone: 7244688232

Company Fax: 724468823¢Q

Company Email: dmarcj@penneco. com
Location State: PA

Location County: Alleaheny

Location Quad: McKeesport

Location Township: South Versailles
Location Site: Rusnak

Jocation District: Equitable Gas
Locaticn Pipeline Num:

GP$S latitude: 40.36047

~n5 Longitude: 79.779698

uested Turn In Line Date: 06/01/2008
.itional Infa:
Attached File:

Checked Rcknowlerdgement TRUE

Please print this

informatioen

15626

for

your records.
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Your request has been submitted. Please print this information for your records. | Close ]

Page 1 of

Meter Tap Request

Date: 4/1/2008
Request Type: New meter set
Total Estimated Vol: |50

Pressure: 20

Gas Quality: <1100

Meter Number:

Company Name:

Penneco O1l Company

Company Contact;

D. Marc Jacobs, Ir.

Company Address:

0608 Roule 22, Delmont, PA 15626

Company Phone:

7244688232

Company Fax: 7244688230
Company Email: dmarcj@penneco.com
[Location State: PA

Location County: Allegheny

Location Quad: Braddock

Location Township:  {Monroeville

Location Site: Pedula

Lacation District:

Equitable Gas

[.ocation Pipeline
Num:

GPS Latitude:

40.42422

GPS Longitude:

7979070

Acknowledgement :

Requested Turn In 06/0172008
{ine Date:

Additional Info:

Attached File:

Checked TRUIL:

bttps:/fwww cyt.com/GasMeasurement/metertaprequest.asp?pass=3& mail=cgemiriap@eqt ...

47172008



Marc Jacobs

a: Matt Jacobs
LY & Tuesday, April 01, 2008 3:12 PM
To: ‘tpetersen@eygt.com’
Cc: Marc Jacobs
Subject: FW: New Tap Request

fyi
Mathew S. Jacobs

Penneco Oil Company
6608 Rt. 22, P. O. Box 300
Delmont, PA 15626

(724) 468-8232 - (Phone)
(724) 468-8230 - (IFax)

From: Matt Jacobs

Sent: Tuesday, April (11, 2008 3:07 PM
To: TWiggers@eqt.com'

Subject: New Tap Request

Tom,

Please be advised thal Equitable Gas will be the marketer for the following new tap request.

‘v~ Name: Pedula #1
iship: Monroeville
wunty: Allegheny

Est. Daily Volume: 50 mcf
Requested Turn In Date: 6/1/08

Shipper: Equitabie Gas
Shipper Conlact Tom Wigygers
Shipper Phone #: (412) 395-3347

Thanks,
Mathew S. Jacobs

Penneco Ol Company
6608 Rt. 22, P. O. Box 300
Delmont, PA 15626

(724) 468-8232 - (Phone)
(724) 468-8230 - (Fax)
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*iarc Jacobhs

.m: DoNotReply@eqgt.com
Sent: Tuesday, April 01, 2008 1:41 PM
To: Marc Jacobs
Subject: New Meter Tap Request

Your reqguest has been submitted. Please print this information for your records.
Meter Tap Request

Date: 4/1/2008
Reguest Type: New metor set
Total Estimated Vol: 50
Pressure: 20
Gas Quality: <1100
Meter Number:
Company Name: Penneco 0il Company
Company Contact: . Marce Jacobs, Jr.
Company Address: 6608 Route 22, NDelmont, PA 15626
Company Phone: 7244688232
Company Fax: 7244688230
Company Email: dmarcj@penneco. com
Lo¢ation State: BA
Location County: Allegheny
T.ocation Quad: Braddock
Location Township: Monroeville
Lecation Site: redula
Location District: Lquitable Gas
Location Pipeline Num:
ey Lavitude: 40.32422

Longitude: 72.79076

aested Turn In Line Date: 06/01/2008

suditional TInfo:
Atvached File:
Checked Acknowledgement TRUE



{724)468-8232 office  (724)468-8230 fax
dmarcj@penneco.com

- PENNECO Ol

' COMPANY,INC.

To: Bill Brown — Equitable Gas From: D.Marc Jacobs, Jr.

Fax:  412-305-3655 Pages: 2

Phone: Date:  §/3/2007

Re: Market hquiry — Monroeville/Pilcaim CccC:

[J Urgent [J For Review O Please Comment [ Please Reply O Piecase Recycle

e Comments: Do you represent any pipelines w/ capacities o receive production gas in or around the
area identified on the attached map (Monroeville/Pitcairn area, near the intersection of Beechwood
and Grandview Avenues)? Please advise.
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Exhibit DJM-2



rochet No. R-2008-2029325
tterme 1OGA-V-S

Prepared by: Fhomas Po Wiggers
Tide: Direciar Gas Suppiv

EQUITABLE GAS COMPANY
Response 10 Interiopatoiies ol the
Independent Oif it Gas Association ol Pennsylvinia

ftemn: JOGA-V-3

Are any of the Tollowing new nieter p request sites Jocated on any purtion of the

pipeline svstent identified in vour 1esponse (o No. 1 above? 11 so. for cach new meter tap

site please Wentify the paricatar pineline portion and provide o pipeline map indicating

these sifes.

(a) Westnioreland County, Nerth Fluntington Township
GPS Latitude: 63518644
GPS Longitide: 79708258

(b) Allegheny Coumy, Momoeviile Towaship
GPS Latiiude: 0 397502
GPS Longiiude: 79802004

(c: Altegheny Counmy, Momoeville Township
GPS Latitude: 03071
GES Lonpitude: 79740108

(d Alleghens Township, Monroesitle Townstap
GPS Lamnude: 396300
GPS Longitude: 707457489

() Atievheny Coun o Whiie Ouak Borough Township
GPS | atitude, 329778
GPS Lanpitude: 79 780189

(f Westmoreluk! Comnty, Traftord Borough
GPS Latitude: JO3RI270
GPS Longitude: 79756123

(1) Allegheny Coupty. Monroeville Township
GPS Linitude: 042422
GPS Longitde: 797907

(i Allegheny County. South Versailles Township
GIS Lanitude: 036047
GPS Longitade: 79.79698

Response:

Yes. The meier gy regquest identiticd i part (2) 13 locsted an a portion ot the pipeline
syt identified sy the response to [OGAN- L Please see ihe attached nuap for o

detal
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IOGA St. No. 4-S8R

BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commission

\'2 : R-2008-2029325
Equitable Gas Company : /// Lﬁ/q‘/
/

Independent O1l and Gas Association of :
Pennsylvama, : kd.,(,(

Complainant :

V. : C-20066800

Equitable Gas Company,

Respondent

SURREBUTTAL TESTIMONY

OF

D. MARC JACOBS, JR.
On Behalf of

The Independent Oil and Gas Association of Pennsylvania

Topics Addressed

Benefits of Gathering Facilities
New Meter Tap & Meter Approval Process
Negotiation of Rate AGS Charges

November 14, 2008 T ‘mﬂ%
A
Y l Q‘_N\\!\\S%
RO u\)‘.@.ﬁp‘\)
ESAIPT-Y
PP et

HIAR:RIG683.1/INDO49-253552
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PLEASE STATE YOUR NAME, ADDRESS AND DESCRIBE BY WHOM YOU
ARE EMPLOYED AND IN WHAT CAPACITY.

My name is D. Marc Jacobs, Jr. [ am a Vice President of Penneco Oil Company
(“‘Penneco”), whose headquarters is located at 6608 Route 22, P.O. Box 300, Delmont,
PA. Thave worked at Penneco for about 23 years in various positions.

HAVE YOU PROVIDED TESTIMONY IN THIS PROCEEDING?

Yes, I provided direct testimony explaining Penneco’s operations on Equitable Gas
Company’s (“Equitable™) system and our dealings with Equitable concerning Rate AGS
and our requests for new meter taps for our new Pennsylvania production. [ also
explained the harm causcd by Equitable’s refusal to install our new meter taps and the
adverse cffects of approval of Equitable’s Rate AGS cost recovery proposal.

PLEASE STATE THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY.

The purpose of my surrcbuttal testimony is to respond to the rebuttal testimony of Mr.
Stephen C. Rafferty of Equitable.

PLEASE SUMMARIZE YOUR SURREBUTTAL TESTIMONY.

Contrary to Mr. Rafferty’s attempts to justify Equitable’s Rate AGS, Mr. Rafferty’s
testimony actually makes IOGA’s point and shows why producers should not pay for all
of Equitable’s initial investment in its gathering facilities or the cost of past capital
improvements to these facilities in Rate AGS charges going forward. According to Mr.
Rafferty, producers have already paid for much of these investments, even though while
produccrs were making those payments Equitable was telling the PUC that these
investments primarily benefited its sales customers. With respect to meter tap refusals,
Mr. Rafferty ignores my testimony that Equitable had indicated to Penneco many months

ago that our requested new meter tap locations were “viable™ as a result of the positive
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and specific “market inquiry” responses, suggesting that pipelines with available capacity
and a market (demand) exist, and despite Mr. Rafferty’s testimony, that has not changed.
Finally, contrary to Mr. Rafferty’s testimony, | have no “memory lapse” of negotiations
with him concerming charges under Rate AGS because, as 1 stated in my direct testimony,
we had no such negotiations.

PLEASE DESCRIBE MR. RAFFERTY’S TESTIMONY CONCERNING

EQUITABLE’S GATHERING FACILITY INVESTMENTS AND THEIR
BENEFITS.

Mr. Rafferty asserts that certain 2002-03 projects (Hill Station, Fisher Station) and the
NAOP improvements in 2004-05 provided benefits to producers delivering gas directly
into the distribution system as well as producers delivering into thesc gathering facilities.
For these reasons, he says that it is appropriate that all producers, regardless of where
they deliver their gas, were properly assessed charges under Rate AGS in the past and are
properly assessed these charges going forward.

WHAT IS YOUR RESPONSE TO THIS TESTIMONY?

1 do not dispute that Mr. Rafferty has worked diligently to address the concerns of local
producers with overcoming system constraints to increasing the volumes of Pennsylvania
production on Equitable’s system. However, Penneco always viewed Mr. Rafferty’s
efforts as motivated first by what’s best for Equitable Resources, not what is best for
producers. Penneco certainly appreciates Mr. Rafferty’s efforts, but that should not be
viewed as support for Equitable’s argument that producers should pay for all gathering
system investments and that gathering charges are appropriate on all Pennsylvania
production dclivered directly into Equitable’s distribution system. My understanding has
been that Rate AGS applied only to Pennsylvania production transported through the

gathering facilities, although 1 have not been sure exactly what those facilities arc. But

_2.
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do know that much of our production, including the production that would flow through
the new meter taps we have requested, flows directly into the distribution system.

WHAT DOES MR. RAFFERTY SAY ABOUT PENNECO’S CAPTIVE WELLS?

On pages 18 and 19 of his rebuttal testimony, Mr. Rafferty disputes that Penneco has
wells that are captive to Equitable on the basis that there are other pipelines in Western
Pennsylvania.

DO YOU HAVE ANY COMMENT ON MR. RAFFERTY'S TESTIMONY ON
THIS POINT?

His general statement that Equitable is not the only pipeline in Western Pennsylvania to
which producers have access is based only upon Huntley & Huntley’s testimony
describing where Huntley’s wells are located. [ don’t believe this general statement
rebuts my spccific testimony that over 115 of Penncco’s wells are captive to Equitable.
Mr. Rafferty also fails to address the fact that after a well has been drilled and
interconnected to Equitable, that production is captive to Equitable if the rates or
operational considerations change after interconnection in a way that makes that
production unprofitable to Penneco, and there are no other viable pipelines close enough
with different cost and operational considerations to make that production profitable with
a new Interconnection,

WHAT DOES MR. RAFFERTY SAY ABOUT HOW PRODUCERS DECIDE
WHERE TO DRILL.?

On pages 19-20 of his rebuttal testimony, Mr. Rafferty describes what factors producers
consider when determining where to drill and which pipeline to connect to their new
production.

DO YOU HAVE ANY COMMENT ON MR. RAFFERTY’S DISCUSSION OF
THESE FACTORS?
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1A While Mr. Rafferty does a good job of summarizing and describing what factors

2 producers consider, he fails to appreciate that these arc the very factors that render a well
3 captive once the well has been drilled and then the rate changes or the accessibility to the
4 pipcline changes.

5 Q. WHAT DOES MR. RAFFERTY SAY ABOUT THE DOMINION PEOPLES
6 PRODUCTION ENHANCEMENT SERVICE PROGRAM?

7 A On pages 21-22 of his rebuttal testimony, Mr. Rafferty describes the Dominion Peoples

8 Production Enhancement Service (“PES”) program as showing agreement by IOGA

9 producers to pay for gathering related facilities and investments that increase the
10 production and movement of IOGA producers’ Pennsylvania production. He then says
11 this indicates IOGA’s agreement with Equitable’s Rate AGS cost recovery proposal in
12 this case.

13 Q. WHAT IS YOUR RESPONSE TO THIS TESTIMONY?

14 A The problem with Mr. Rafferty’s analogy is that the Dominion People PES charges are

15 projcct specific. IOGA and Dominion Peoples first collaborate to identify operational
16 constraints to increased PA production or throughput and then discuss measures to
17 allcviate the constraints. Dominion Peoples does the necessary studies and engineering
18 work and then IOGA producers discuss whether the project makes sense from a
19 cost/benefits analysis, considering the rate necessary to reimburse Dominion Peoples for
20 the cost of the investment and/or improvements. If the project makes sense bascd on the
21 cost/benefit analysis, IOGA producers vote on whether to approve the project and rates.
22 This program differs significantly from Equitable’s proposal in this case, which is
23 to asscss Rate AGS charges on all production delivered into both the gathering and
24 distribution facilities, but the charges are not credited to any particular gathering

-4 -
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investment. In other words, Equitable is proposing system-wide charges that are neither
uniform, project specific, nor limited in duration.

WHAT DOES MR. RAFFERTY SAY ABOUT YOUR TESTIMONY THAT THE
RATE AGS CHARGES PENNECO PAYS WERE NOT NEGOTIATED?

On pages 23-24 of his rebuttal testimony, Mr. Rafferty questions my sincerity in not
being able to recall meetings that supposedly occurred during which he and 1 negotiated
gathering and rctainage charges under Rate AGS.

DO YOU HAVE ANY COMMENT ON THIS TESTIMONY?

Yes. 1do not have a “memory lapse™ with respect to the rate negotiations because we did
not have any. My direct testimony was forthright and sincere, and I stand by my
testimony that [ did not negotiate the Rate AGS charges that Penneco has been paying to
Equitable because Equitable simply calls us and tells us what the rate is going to be when
the contracts are up for renewal. Mr. Rafferty rhetorically asks if our rates were not
negotiated, why would not Equitable simply have charged Penneco the highest fees
possible ($1 for gathering and 7.5% retainage). My response is that | do not know why
Equitable told us the charges they did.

WHAT DOES MR. RAFFERTY SAY ABOUT YOUR TESTIMONY

CONCERNING EQUITABLE’S REFUSAL TO INSTALL PENNECO’S NEW
METER TAPS?

On pages 24-25, Mr. Rafferty supports Equitable’s refusal to set specific meter taps that
we requested earlier this year for new PA production by saying that Penneco was aware
of flow restrictions on that portion of their system before drilling those particular wells,
so we dniled those wells at our own risk.

DO YOU HAVE ANY COMMENT ON THIS TESTIMONY?
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Yes. Mr. Rafferty attaches correspondence he says shows Penneco’s recognition of flow
restrictions on the pipelines where our new meter taps were requested. The problem is
that this correspondence relates to Equitable’s distribution system in the Oakmont area,
whercas our tap requests were to connect to Equitable’s distribution system in the
Monroeville area. The flow restrictions he is talking about and that we discussed were on
the Oakmont scgment of Equitable’s distribution system, and the relief that | asked about
in that correspondence was in response to Equitable’s telling me that they were doing
some system improvements in the Murrysville area that they believed would alleviate the
flow restrictions in the Oakmont area. [ certainly was not acknowledging any flow
restrictions related to the Monroeville area wherc our requested taps are located, and |
still do not believe Equitable has provided any legitimate opcrational reason why these
taps cannot be made.

Their most recent assertion in the rebuttal testimony of Mr. Rafferty and Mr.
Dalena is that their base load demand served by Pennsylvania production has reached the
saturation point throughout their whole system. | acknowledge that there are limits on
how much PA production the Apollo gathering facilities can accommodate, but 1 do not
agree that this necessarily affects the available capacity for Pennsylvania production
downstream of Apollo. As Mr. Rafferty and Mr. Dalena acknowledge, the bulk of the
Pennsylvania production enters Equitable’s system in the north, upstream of Penneco’s
production that {lows directly into the distribution system, including the Monroeville
area. Instcad of backing off or shutting in Pennsylvania production downstream of
Apollo as a result of increased throughput on Apollo, Equitable could back off some of

its interstate supplies and maintain the regulation set points at the feed points on the
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downstream distribution pipelines at the operating line pressure to permit more
Pennsylvania production on these distribution pipes, which are closer to the customer
demand on the distribution system.

On page 25, Mr. Rafferty also disputes that Equitable approved Penncco’s tap
requcsts for the Monroeville area. However, in my direct testimony (page 4 lines 4-11), 1
detail the cooperative procedure (referred to as “market inquiry”) that has been
established over the years for identifying pipclines with capacitics to receive production
gas on the Equitable system. A positive response from our Equitable contact always
signified that the “pre-drilling” operations could begin. But Mr. Rafferty doesn’t view
this as “official” prior approval. The problem with Mr. Rafferty’s prior approval
approach is that Equitable wants information on the tap applications that cannot be
provided until after preliminary enginecring and site work is done and sitc selection 1s
done, and that cannot bc done until after it is determined that a location includes a viable
pipeline. | think Mr. Rafferty’s description of the factors producers consider when
deciding whether and where to drill shows this. That is why we make market inquirics
initially and ask Equitable whether our desired site is in the vicinity of a viable pipeline.
As 1 stated in my direct testimony (page 4 line 12), if Equitable responds positively, then
we proceed to do the other preliminary work to drill the well and obtain the information
so we can make our tap request. The procedure that Mr. Rafferty is suggesting is not the
procedure that actually occurs, and is not a workable procedurc either. The real problem
here is that Equitable has not communicated to producers a uniform meter tap
application, review and approval process. [t is apparent from the testimony of Huntley &

Huntley and Kriebel that Equitable’s tap review process is not uniform.
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1 Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

2 A. Yes.
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PLEASE STATE YOUR NAME, AND DESCRIBE BY WHOM YOU ARE
EMPLOYED AND IN WHAT CAPACITY.

My name is Milissa Bauer. ] am the Vice President of Administration for Kriebel
Minerals, Inc. (*Kriebel”), which is located at 633 Mayfield Road, Clarion, PA. I have
worked at Kriebel for about 18 years and have held a succession of positions,

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.
1 have a Bachelor of Science Degree in Business Administration from Clarion University
of Pennsylvania.

PLEASE DESCRIBE THE PURPOSE OF YOUR GAS TESTIMONY.

The overall purpose of my testimony is to support the positions of the Independent Oil
and Gas Association of PA (“IOGA”) in this matter. More specifically, the purpose of
my testimony is to explain our operations on Equitable Gas Company’s (“Equitable”)
system, our dealings with Equitable concerning a request for a new meter tap and meter
for our new production on the Three Rivers Pipeline, and Equitable’s charges for the use
of its new Limestone Project pipeline. 1 also point out the adverse consequences to our
company, Equitable’s customers and the development of new Pennsylvania production
on Equitable’s system if Equitable’s Rate AGS cost recovery proposal is approved.
Finally, I also describe actions Equitable has taken that restrict the flow of Kriebel's
Pennsylvania production on Equitable’s system.

PLEASE DESCRIBE KRIEBEL AND ITS OPERATIONS.

The overall purpose of my testimony is to support the positions of the Independent Oil
and Gas Association of PA (“IOGA”) in this matter. More specifically, the purposc of
my testimony is to explain our operations on Equitable Gas Company’s (“Equitable™)

system, our dealings with Equitable concerning a request for a new meter tap and meter
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for our new production on the Three Rivers Pipeline, and Equitable’s charges for the use
of its new Limestone Project pipeline. I also point out the adverse consequences to our
company, Equitable’s customers and the development of new Pennsylvania production in
western Pennsylvania if Equitable’s Rate AGS cost recovery proposal is approved.
Finally, I also describe actions Equitable has taken that restrict the flow of Kriebel’s
Pennsylvania production on Equitable’s system.

PLEASE DESCRIBE KRIEBEL AND ITS OPERATIONS,

Kriebel is a producer of Pennsylvania natural gas in Western Pennsylvania and a member
of IOGA. We employ about 70 people working directly and indirectly in our gas
operations. We currently have approximately 317 active wells feeding gas into
Equitable's pipeline system. Out of our 317 existing wells, about 96 are nowhere near
any other gas pipeline system so, as a practical matter and a matter of economics, these
96 wells are completely captive to Equitable. The rest of our wells are located such that
we have Dominion Peoples as a viable alternative pipeline system for our Pennsylvania
production.

Our wells on Equitable’s system collectively produced approximately 3,050 Mcf
of gas per day in 2007. This equates to roughly 1,093,400 or Mcf of Pennsylvania
natural gas delivered into Equitable’s system during 2007. At the present time, we sell
approximately 15% to 20% of our Pennsylvania gas to Equitable for system supply,
depending upon whether or not Equitable permits our gas to flow. We sell our remaining
production to natural gas marketers that operate on other systems, such as Dominion
Pcoples, Columbia Gas of PA, DTI and TCO.

DOES EQUITABLE CHARGE KRIEBEL UNDER RATE AGS?
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Yes. Equitable charges us under Rate AGS on our production sold to Equitable and
deducts these charges from its payments to us for our gas.

WHY, IN YOUR OPINION, DOES EQUITABLE BUY YOUR GAS?

I believe gas utilities in Pennsylvania have an obligation to purchase the least cost gas.
Our Pennsylvania production can be purchased at reduced rates due to the need to not pay
transportation charges into the state or from other local distribution systems. Our gas is
generally sold to Equitable based on the NYMEX price plus a small increment basis, and
the cost is generally lower than the delivered cost of interstate supply. Also, use of
Pennsylvania produced gas increases the reliability of the product to the end users on
Equitable’s system. The gas is less likely to be interrupted because it is produced locally
and does not have to be transported long distances in an interstate pipeline.

DOES KRIEBEL HAVE PENNSYLVANIA PRODUCTION CONNECTED TO
OTHER GAS UTILITIES?

Yes, we have about 983 wells connected to Dominion Peoples’ system.

ARE YOU FAMILIAR WITH EQUITABLE’S RATE AGS COST RECOVERY
PROPOSAL IN THIS PROCEEDING?

Yes.
PLEASE PROVIDE YOUR UNDERSTANDING OF EQUITABLE’S PROPOSAL.

Equitable is asking for producers and marketers to pay for its entire investment in what
Equitable calls its gathering system, but Equitable is not proposing any particular
gathering or retainage rates under Rate AGS. Instead, Equitable wants the provisions in
Rate AGS permitting these charges to be determined by negotiation to continue
unchanged. Equitable is sceking over $7 million in additional annual revenue from
producers and marketers under Rate AGS, an increasc of 124%.

HAS KRIEBEL NEGOTIATED THE CHARGES IT PAYS UNDER RATES AGS?

-3
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Yes, in part. We have been able to negotiate these charges for our production that has
Dominion Peoples as an alternative. Otherwise, when our gas purchase agreements with
Equirtable for our captive wells have approached expiration, many times we have not
known our new rates until we receive our production statement from Equitable about two
months after the production month — basically a “take it or leave it” situation.

IF EQUITABLE’S PROPOSAL IS ADOPTED BY THE COMMISSION, HOW

WILL IT EFFECT KRIEBEL’S GAS OPERATIONS IN WESTERN
PENNSYLVANIA?

If the PUC permits Equitable to increase its rates by up to 124%, then Kriebel will move
its gas from Equitable, where it is not captive, to Dominion Peoples, where it will flow at
much lower costs. Where Kriebel has gas that is captive to Equitable, Kriebel will leave
those wells producing to Equitable however, this will make that area unattractive for
future drilling. Not only will Equitable lose future local gas, but due to the declining
nature of a gas well, Equitable’s revenue will fall to the point where they may not be able
to recover the additional $7.5 million plus that they are requesting. I believe it is more
sound business sense to have Equitable’s gathering rates competitive with Dominion
Peoples, so that Equitable would continue to be a viable option to producers. Then
producers would continue their natural gas drilling in areas where Equitable has existing
lines, so Equitable would not only increase their throughput but also increase their
gathering revenue stream by increased volumes, not fees. Further, Pennsylvania
landowners will lose value of their gas leasc assets because Equitable’s fees are not
competitive with the fees charged by other local distribution companies. This would be a
loss for the Pennsylvania landowner who will not receive royalties, a loss for
Pennsylvania producers, and a loss for Equitable and its customers because producers
will not use their facilities. Equitable will be spending money and not recovering it due

-4-
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to a lack of or decline in natural gas throughput. Finally, significantly reduced volumes
and revenues 1o Kriebel because of Equitable’s gathering fee would have adverse
consequences for our employees and the economy in western Pennsylvania where they
live and work.

DID KRIEBEL DRILL ANY NEW WELLS RECENTLY FOR CONNECTION TO
EQUITABLE’S SYSTEM?

Yes, in 2007 we completed installation of a new well for connection to the Three Rivers
Pipeline which we understood, based on an order of the Federal Energy Regulatory
Commission (“FERC™), was going to be sold to Equitable Gas.

DID YOU ASK EQUITABLE TO INSTALL A NEW METER TAP AND METER
FOR THIS NEW PRODUCTION?

Yes, we made this request (D. Miller 1ap) via Equitable Gas’s online process on
September 27, 2007.

DID YOU RECEIVE RESPONSE TO YOUR ONLINE REQUEST?

Yes, eventually we recetved a written approval letter on December 12, 2007, and an
invoice from Equitable requesting payment of $7,050. That invoice also directed us to
make the payment to Equitable Gathering, LLC, but we made the payment to Equitable
Gas because the address for Equitable Gathering was the same as for Equitable Gas, so
our accounting department thought it was the same company. A copy of that invoice is
attached as Exhibit MB-1, and copies of my correspondence with Mr. Rafferty on behalf
of Equitable Gas are attached as Exhibit MB-2.

DID THAT LETTER STATE WHEN THE D. MILLER TAP WOULD BE
INSTALLED?

No, but in response to my email inquiry concerning what [ thought at the time was an

unrelated matter, Mr. Steve Rafferty on October 31, 2007, told me Equitable received the
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FERC order approving the abandonment of the Three Rivers Pipeline and stated that “we
are moving ahead (quickly) with installing taps.” A copy of that email response is
attached as Exhibit MB-3.

WAS THAT NEW TAP AND METER INSTALLED QUICKLY?

No it wasn’t, even though we remitted payment quickly on January 3, 2008.

ARE YOU AWARE OF ANY REASONS WHY IT WASN’T INSTALLED
QUICKLY?

Yes. In that same October — November 2007 timeframe Equitable, through Mr. Rafferty,
sent us and other producers a proposed producer “aggregation” agreement under Rate
AGS and a letter stating that effective November 1, 2007, Equitable was going to begin
assessing an “‘aggregation” fee of $0.50/Dth on “direct feed” Pennsylvania productions.
Equitable said we had to sign the new agreement agreeing to this new Rate AGS
aggregation fee for our gas to continue flowing. The unrelated matter I mentioned above
was my question to Mr. Rafferty asking where in Equitable’s taniff it stated this $0.50
rate. This was a much higher rate than the rate in our existing and expiring contracts, but
Mr. Rafferty was including in this new $.50 rate all of our gas meters feeding to the
Equitrans Crooked Creek area to put them at $0.50 per Dth also, from $0.4656/Dth plus
6.68% retainage. Because Mr, Rafferty changed the Equitrans Crooked Creek gas and
the Equitable/Apollo gas at $0.50, we would have had a total savings of approximately
$4,000 per month in gathering charges. Kriebel signed an agreement on November 14th,
2007 with Equitable at the $0.50 rate, but with an exception stating that once an
agreement or understanding between JOGA and Equitable was negotiated, Kriebel’s rate
would be consistent with the IOGA and Equitable negotiated rate. Then on January 10th,

2008, Equitable sent us new contracts and said they were not going to honor the contract
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signed on November 14th, 2007, and that we must sign this new agreement which
reverted all the meters back to the previous rates. Kriebel was upset that after the gas had
fed from November through January, with Kriebel expecting to pay the rates in the
contact signed on November 14th, 2007. Kriebel had no choice but to sign the new
agreement, so Kriebel added a clause to the agreement stating that Kriebel would pay the
rate eventually negotiated by JOGA and Equitable. Kriebel sent the agreement to
Equitable and they initialed that clause and returned a signed agreement to Kriebel. Afier
this, 1 sent many emails to Equitable asking when the D. Miller tap would be installed,
but despite extensive communications, I received no answer when it would be installed or
why it hadn’t been installed.

HAS THAT TAP BEEN INSTALLED?

No, not as of the date of my testimony, and just recently (on October 6, 2008) we were
informed us that our meter would not be sct until December due to “the line not being

operational.”

WHO INFORMED YOU OF THIS?

Equitable Gas did, through Tanya Yolton, Scnior Gas System: Analyst.

BUT WASN’T KRIEBEL DIRECTED IN DECEMBER 2007 TO REMIT
PAYMENT FOR THE TAP TO EQUITABLE GATHERING?

Yes, but I didn’t attach significance to that because we were dealing with Mr. Rafferty
and other Equitable Gas people whom we had always dealt with on Equitable Gas meter
issues. So | wasn’t surprised when Ms. Yolton told us this last week when our tap would
be set. Also, ! just learned from an Equitable discovery response received by IOGA on
October 6, 2008. that the Threc Rivers Pipeline was sold 1o Equitable Gathering, LLC

rather than Equitable Gas. A copy of that discovery response is attached as Exhibit MB-
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4. We have no reason to distinguish between the Equitable companies, based on our
dealings with them. We had an agreement with Equitable Gas through Mr. Rafferty for
the gathering rate on the Three Rivers Pipeline. 1t seemed that our $7.050 cost for the D.
Miller tap increased to approximately $10,000, then to over $16,000 after Equitable
Gathering was involved and the contracts were received. Because of a significant
increase in the cost of another tap (DiCesare) and increased gathering rates demanded by
Equitable for that production, we moved production from the DiCesare well to Dominion
Peoples. At a meeting in April 2008, Mr. Rafferty and the other Equitable people said
the tap would be approximately $10,000. At this meeting Mr. Rafferty and the other
Equitable people did and said nothing to indicate they were not Equitable Gas. We do not
know when dealing with Equitable whether Rafferty is wearing his “Equitable Gas™ hat
or “Equitable Gathering” hat or Equitable Midstream™ hat or some other Equitable
company hat. Finally, Mr. Rafferty told Ms. Yolton, who we have dealt with many times
on Equitable meter issues, to get involved with the D. Miller tap contracts — and we're
glad to the extent it moved things along - but we are confused why Mr. Rafferty would

be doing this if it was Equitable Gathering’s pipeline.

Q. ARE YOU AWARE OF EQUITABLE’S NEW LIMESTONE PROJECT

PIPELINE?

A. Yes, it is an interconnection with Dominion Transmission’s (DTI) interstate pipeline.

Q. DOES KRIEBEL HAVE PENNSYLVANIA PRODUCTION AVAILABLE FOR

TRANSPORTATION OVER THE NEW LIMESTONE PROJECT PIPELINE?

A. Yes.

Q. HAS KRIEBEL AGREED TO ANY CHARGES FOR TRANSPORTATION OF

GAS OVER THE NEW LIMESTONE PROJECT PIPELINE?
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Yes, we agreed to what Equitable described as an “incremental gathering” charge of
$0.25/Dth.

HAS KRIEBEL PAID THIS CHARGE?

No. Although Equitable told me in April 2008 that this new pipeline would be in service
in May 2008, it was not, and Equitable hasn’t told me since when this new pipeline will
be placed in service and our production will flow.

DO YOU HAVE ANY REASON TO DOUBT THAT KRIEBEL’S PRODUCTION

WILL FLOW ON THIS NEW PIPELINE AND KRIEBEL WILL PAY ONLY
THAT INCREMENTAL CHARGE?

Yes. This pipeline was to be in service to relieve pressures in the pipelines north of
Allegheny County, the former Apollo system described by Equitable Gas as the PA-
North Gathering System, and to save Equitable money on their long haul fees. The
reason the incremental charge was only $0.25 was because Equitable said they would be
saving money on their fees they paid for gas availability from other interstate pipeline
systems. It was to be a “win/win” for Equitable and local producers. Equitable
approached Kriebel on this win/win opportunity for local production moving off of
Equitable and offsetting their other fees. Kriebel was requested to sign the agreement
and email it Mr, Rafferty so that he would be able to show Mr. Crawford that Kriebel was
willing to pay the $0.25 increment fee and this would make the project a win/win for all
constituents. However, since we signed this agreement in 2007, Equitable has abandoned
their desire to work with the Jocal producers and we no longer have faith that they will
continue the “win/win” spirit of negotiations. Since our existing contracts are expiring
soon, we are concerncd that Equitable will try to extract additional incremental gathering

charges indirectly on our production that flows to the Limestone Project.
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HAS EQUITABLE TAKEN ANY ACTIONS THAT HAVE AFFECTED
KRIEBEL’S GAS OPERATIONS?

Yes, quite a few.

Equitable changed their statements to no longer show the specific day within the
month on which production would begin (the “on day”) and the specific day on which
monthly production would end (the “off day”). By Equitable making this change,
Kriebel is no longer able to easily verify Equitable’s reading against the Kriebel meter set
beside the Equitable gas meter for specific production. Without this information, it is
considerably more difficult and inefficient to accurately track monthly production and to
check Equitable’s figures against the producer’s figures.

We submitted on-line requests for the Greene Mountain (T5085) and Leechburg
Apollo (T3001) meters to be changed from chart recorder to electronic measurement on
6/2/08. We are requesting this change so that we can see corrected readings, in order to
accurately compare our master meter readings to the sales purchase meter. We spoke
with Jeff Davis at some point after this request, and was told the request could be
completed. However, Mr. Davis has since left Equitable, and the meters have not been
changed.

We requested 1o receive our monthly production statements via an electronic
format in order to expedite our processes to analyze the data. This request was refused.

In May, 2008 we received prior period adjustments totaling a negative
$49,261.84. Most of these adjustments, or $44,713.63, were from variances we reported
from August and September, 2006 production. The adjustments were paid with
December, 2006 and January, 2007 statements. The reasoning behind the large

adjustment was Equitable necded to adjust all other meters because of a change in our

- 10 -
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overall average price received with the change in our incremental production. This
negative prior period adjustment came 17 and 18 months after the original adjustments
were posted.

On our July, 2008 statement (May production), we found the rate incorrect. We
notified Eileen Merlina on 7/21/08 and was told the trigger did not pull correctly. This
resulted in an overpayment of $23,799.99. This adjustment has not been made yet. We
notified Equitable again on 8/18/08 and 9/18/08, and was told we would see the
adjustment on the October, 2008 statement.

On our August, 2008 statement, we were paid for 15,813 Dth on the Beatty #1
meter (16012) for May, 2008 production. It would take us roughly 9 months to produce
that volume of gas through the meter, as the average production is 1650 Dth/month. We
were told it was a mistake and since there was a trigger on our gas, the Beatty and all
other meters would be adjusted the following month by Ms. Merlina on 8/18/08. When
we received the September, 2008 statement, we received a negative adjustment of 15,813
Dth on only the Beatty meter. We requested all meters be adjusted correctly via an e-
mail to Ms. Merlina on 9/18/08, and received a response from her on 9/22/08 stating she
would contact appropriate departments within Equitable and respond back to us. We
have not heard anything from her since.

On our September, 2008 statement, we were paid on the Highland School District
#1 meter (16131). We never set a meter here. We were paid for 3 Dth. We notified Ms.
Merlina 9/18/08, and adjustment should be nctted against October, 2008 payment.
DOES TiHlS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.

-1 -
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INVOICE

DATE:
225 North Shore Drive 12/07/2007
Pittsburgh, PA 15212-5861
www.eqt.com INVOICE #
£G-20070002
Bill Te:
Don Sprouse
Kriebel Minerals, Incorporated
833 Mayfield Drive
Clarion, PA 16214
) DESCRIPTION AMOUNT
Tap, meter installation and appurtenant faclities (D Miller) $ 7,050.00
Payment Is due 90 days from invoice date. Late payment wiil result in immedlate revocation
of capacity/tap approval{s) and require resubmission of any associated ¢capacitytap requests.
Payment of this involce constitutes acceptance of (1) the terms and conditions contained in
the Company’s Interconnection and gathering agreements and/or (2} the terms and conditions
of service contained in any applicable tariff, breach of which may resuit in termination of service.
TOTAL | § 7,050.00

Make all checks payable to Equitable Gathering

Piease return payment to:
Equitable Gathering

Attn: Eileen Merlina

Gas Acquisition Departmant

225 North Shore Drive — 3rd Floor
Pittsburgh, PA 15212-5881
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Summary of H-156 Correspondence

8/21/07 Emailed Steve Rafferty Sent Message: Last update we heard on the H-156 line was that
the 60-day waiting period with the Abandonment Filing should be complete in September. Then
Equitable would turn this line into a Gathering line and it would probably be called D-15677 s that stll
accurate information? Any idea of the timeline approving a meter request. how much a tap would be. any
costs. shrink. gathering. efc.??

8/22/07 Steve Rafferty replied Replied Message: the.line designation is irrelevant...we are still
waiting for FERC to approve the abandonment (we're expecting it to be sometime in Sept.)...not sure
what the final operating pressures will be...I'm thinking around 100 - 150 psig...if you have a location(s) for
a tap request, submit it.. .we are approving them...} expect them to be in-service as early as
October/November this year.....tap costs should be $5,000 - $10,000 retainage/shrink will be ~2.5%
gathering charges will be ~$0.70/dth ...let me know your thoughts. ..

8/28/07 Emailed Steve Rafferty Sent Message: Gathering seems high? Can we get fees similar
1o our other Equitable meters?

8/28/07 Steve Rafferty replied Replied Message: no...we need to pay for the line and make
investments to enable the gas to be moved various places.. .other producers are willing to pay something
close to these numbers....the lowest] would consider is $0.60/dth and 2.5% retainage...

8/28/07 Emailed Steve Rafferty Sent Message: JB is thinking more like .50 -- like Pa Pep.Tap
Costs: Clarification on if it is $5.000 - $10.00077?

8/28/07 Steve Rafferty Replied Replied Message: This isn't part of Pa Pep...as | stated earlier,
we are making a significant investment in acquiring these facilities, including compression...it's possible if
there are enough commitments, over time, | can lower the rate...! suggest some type of re-opener after 2
years....

8/28/07 Steve Rafferty Replied Replied Message: | think the tap costs should be closer to
$5,000...I'm waiting for confirmation on this...

8/29/07 Emailed Steve Rafferty Sent Message. What is the operating pressure?

8/29/07 Steve Rafferty Replied Replied Message: not final yet...we're thinking the maximum

operating pressure will be 250 psig......I suggest making your assumptions based on the 250 psig if you
plan on delivering gas year-round.. ..

8/28/07 Steve Rafferty replied Replied Message: | think the tap costs should be closer to
$5.000...I'm waiting for confirmation on this

9/27/07 Don Sprouse applied on line for DiCesare Family Partership and D Miller taps

10/31/07 Emailed Steve Rafferty Sent Message: (forwarded Don's tap request email from
9/27/07) Any updates on these meter requests on H-156? We need to drill the DiCesare well within the
next few weeks or we will lose the lease.. .but we need 1o know we Il have the meter before drilling the
wefl



10/31/07 Steve Rafferty replied Replied Message: Let's discuss tomorrow am?
11/1/07 JB and | called Steve Rafferty .. ........... ... ..

12/7/07 Emaziled Steve Rafferty Sent Message: At the beginning on November we talked about
ihe 2 meter tap requests we made for H-156. and you told me we were approved. We haven't received
any further documentalion or letters regarding those. What is the next step for us?

No answer

12/12/07 Received letter and $7.050 invoice from Equitable approving the D Miller Tap Request and
DiCesare Family Partnership Tap Request.

12/12/07 Sent $7050 to Equitable for DiCesare Family Partnership invoice (Tap. Meter installation and
appurtenant facilities)

1/3/08 Sent $7050 to Equitable for D Miller invoice (Tap. Meter installation and appurtenant facilities)

1/4/08 Emailed Steve Rafferty Sent Message: What are the gas quality requirements for our
new meter taps on H-1567 When the line is switched from Equitrans to Gathering. will it have a higher
moisture content?

1/7/08 Emailed Steve Rafferty Sent Message: We also need to know the line pressure on this
line.

1/14/08 Steve Rafferty replied Replied Message: attached is the interconnect agreement that
will be used for H-156 deliveries. Please review and call me after you have reviewed. The MAOP
{maximum allowable operating pressure) will be 400 psig....

2/14/08 Emailed Steve Rafferty Sent Message. Over the last couple of days. we ve been trying
to contact Dave Spencer regarding setling the new meters. but haven't had much luck getting a
response. Also yesterday we ran into a couple of your field guys in the area and they are not aware of
the new meters. JB is gettiny concerned. Can you please give me an update?

D Milier

DiCesare Family Partnership

2/14/08 Steve Rafferty Replied Replied Message: | have a call into him.. the field guys may not
be aware of this but they will be shortly....

2/22/08 Steve Rafferty Replied Replied Message: Hope to have the interconnect agreement
and the drawings/schematics to you next week. They are in the process of being approved.... For your
records.. the rates for the 3 Rivers pipeline have changed somewhat... final rates are as follows. ...
retainage = 4% gathering charge = $0.60/dth Originally, | think | told you the rates were around 2.5%
retainage and $0.70/dth gathering charge.... Let me know if this meets your approval and we can get
moving on the gas purchase contract.... Thanks!

2/22/08 Emailed Steve Rafferty Sent Message: In your email below on 8/28/07. you told us 2.5%
retainage  That is the amount we told Milissa and Jim Kriebel to get these wells approved Now we have
{o g6 back to them and explam an increase i our costs  We'd prefer io be able to rely on the amounts
thai we were otiginally guoted



2/22/08 Steve Rafferty Replied Replied Message: The retainage went up but the gathering
charge went down.....based on $8 gas the difference is immaterial....we can discuss if you need to??

2122108 Emailed Steve Rafferty Sent Message: The gathering you quoted on 8/27/07 was
$ 60 ..no change. Why did the retainage go up?

No response

2/25/08 Emailed Steve Rafferty Sent Message: Go ahead and process the Agreements for our 2
meter taps intc H-156

2/25/08 Steve Rafferty Replied Replied Message: Please confirm you are agreeable to the
$0.60/dth gathering charge and 4% retainage.....

2125/08 Emaied Steve Rafferty Sent Message: Yes.

3117108 Emaited Steve Rafferty Sent Message: Any update on gelting the Agreements

completed for us?

3/25/08 Emailed Steve Rafferty Sent Message: Milissa and JB have requested that | emaif again
asking for the Agreements. Is there a problem with the Agreements. or should we expect them soon?

3/25/08 Steve Rafferty Replied Replied Message: This week...they are being finalized..sorry it
is taking so long.

4/21/08 We were invited to a meeting at Equitable’s office to review H-156 information. It was at this
meeting that we were told the fees will have an additional $.20 and 3.72% shrink. (this is in addition to
the previously disclosed amounts of $.60 and 4% shrink.)

We were also told we are required to have a Continuous Gas Sampler, estimated to cost $2500.
Also required is an RTU and must meet their specifications. We were told to contact Pam Ryan for those
specifications.

We were told that when Pam meets us in the field she would be able to give us more specifics on
the requirements.

4/21/08 Emailed Pam Ryan to meet us in the field next week and also to fet her know that Shane Kriebel
would be contacting her reqarding Equitable’s telemetry meter requirements,

4/23/08 Shane emailed Pam Ryan asking if we can use Thermo RTUs instead of Eagle RTUs. Shane
also attached the specifications of the Thermos.

5/5/08 No replies from Shane's email. So | forwarded that email to Pam asking if she has reviewed the
Thermo specifications. Asked for any feedback so that we can get our unit ordered. Also asked Pam for
the specifications on the continuous gas sampler.

5/7/08 Emailed Pam again for specifications on the RTU and continuous gas sampler.
5/7/08 Pam replied that we are meeting on site tomorrow and will discuss equipment specifics.

5/9/08 Received email'from Jeff Davis informing us that Pam Ryan decided that Equitable will require
Eagle RTUs.



5/30/08 Interconnect Agreement and Gas Gathering Agreement were emailed to Milissa to be signed
6/16/08 Interconnect Agreement and Gas Gathering Agreement were forwarded to me

6/16/08 Emailed Al the contracts for his review. His comments as follows: “ | have scanned the
documents and find them to be drafted for the benefit of Equitable. The documents appear 1o be quite
harsh; i.e. 10yr term, Equitable has the right to vary and change the terms, $.60 gathering fee, etc.

It is unclear to me if we get firm transportation, or if it is interruptible? What is intended? Do we have
any ability to negotiate the terms, or is Equitable dictating the deal?”

7/1/08 Emailed Jeff Davis that the contracts needed to be Kriebel Minerals Inc. — not Kriebel Gas Inc.
7/2/08 Received new contracts in Kriebel Minerals

7/18/08 Received call from Jeff Davis that the total cost for D Miller Tap is now $16,052.05. He emailed
a spreadsheet detailing that amount. | told him that we were invoiced $7,050 in December and it was
already paid. He said the remaining balance needs to be paid. He said that they need the signed
Agreements and additional fees in order to set the taps. He requested that | send the agreements to Kim
Balinti. Contract Administrator.

7/28/08 Sent the following to Kim Balinti, Contract Administrator.

1. Gathering interconnect Agreement

2. Gas Gathering Agreement

3. A letter explaining that we are no longer taking the DiCesare Family Partnership well to
Equitable because of the high fees. Therefore the $7,050 that we've already paid for that
meter should be applied to the balance due on D Miller. That gives us a balance due of
$1,952 and a check was issued and mailed with the letter and agreements for that.

9/11/08 Tonya Yolton called asking when we will return the contracts. | explained that everything was
mailed to Kim Balinti on 7/28/08. Tonya called back later in the day and said that she found the
agreements on Kim's desk and will get them signed and returned to me,

9/25/08 Received the fully executed Gathering Interconnect Agreement. but not the Gas Gathering
Agreement.

10/2/08 Emailed Tonya about the missing Gas Gathering Agreement and she said she is waiting on an
internal signature and will send as soon as possible.

10/2/08 Emailed Tonya explaining that the 3 checks issued to Equitable have not been cashed. Asked if
she wants the checks reissued — no response yet.

Date Issued Check # Amount Comments
12/13/07 21295 87,050 DiCesare Meter Tap
1/3/08 21508 $7.050 D Miller Meter Tap

7/18/08 23095 $1,952 Balance due for D Miller Tap
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From: SRafferty@eqt.comn [mallto:SRafferty@eqt.com)
Sent: Wednesday, October 31, 2007 1:47 PM

To: Milissa Bauer

Subject: RE: Tarriff

it's the same $0.50...not an addition....

e
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From: Milissa Bauer [mailto:MBauer@kriebelgas.com]
Sent: Wednesday, October 31, 2007 12:35 PM

To: Rafferty, Stephen

Subject: RE: Tarriff

Steve:
I heard about the 3 River's pipeline. so that is great. Can you get our vequest instatled Lirst?

On the AGS, 1 thought there was something that said it was to be 3.30, because some producers were
paving $.25 and some were paying $.50. From what F am hearing in the gas paich, Equitable is saving
Producer’s need to pav the $.50 under AGS and pay another $.50 under the Dominion/Equitable
agreement. Is that correct? My understanding from our previous conversations, was that the $.50 was the
same as the Dominion/Equitable zgreement and not in addition to that, Please et me know if that is

correct. Thanks

Milissa Bauey
Vice President of Administration
{814) 226-41060, ext. 115
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From: SRafferty@eqt.com [malito: SRafferty@eqt.com]
Sent: Wednesday, October 31, 2007 10:22 AM

To: Milissa Bauer

Subject: RE: Tarriff

It's Rate Schedule AGS in the tariff.....doesn’'t mention the $0.50...only a negotiated rate...

On another note. _.we received the FERC Order tast week approving the ebandonment of the 3 Rivers
pipeline...we are moving ahead (quickly} with installing taps...

From: Milissa Bauer [maﬂto:MBauer@krIebelgas.com]
Sent: Wednesday, October 31, 2007 9;08 AM

To: Rafferty, Stephen

Subject: Tarriff

Hi Steve:
Jim Kriebel wanted me to find the tariff that shows the gathering on Apollo/Carnegie at

%_‘:0 [Ler dth. Can you direct me to that? I can’t seem fo locate it on the Equitable website
anks. .

Milissa Bauer
Vice President of Administration
(814) 226-4160. ext. 11S
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Docket No. R-2008-2029325

Item: IQGA-VI-]

Respondent: John M. Quinn

Position: Vice President, LDC Rates and Gas Supply
Page 1 of 2

EQUITABLE GAS COMPANY
Response to Interrogatories of the
Independent Oil and Gas Association of Pennsylvania

Hem: JOGA-VIH-]

Follow-up to IOGA I1-7, concerning the FERC Order at Dkt, No. CP07-410-000 (October
24, 2007).

(a) To what company was the 58.3 mile portion of the Three Rivers Pipeline and
associated compressor stations sold, and when?

(b If the sale was to an affiliate of Equitrans or Equitable Gas Company, please
explain how the affiliate intends to use these assets, and how this use is consistent
with the following representations by Equitrans and Equitable Gas Company to
FERC in the FERC proceeding:

Equitrans states that is has been informed by Equitable
that subject to the Commission's approval of the proposed
abandonment, Equitable will use the acquired pipeline facilities 10
establish interconnections with regional production sources. Thus
the line will be integrated into Equitable's Local Distribution
Company to gather and transport locally produced gas to its
customers.

(c) Please provide copies of documents submitted to FERC in compliance with the
FERC Order which granted, to Equitrans, "permission and approval under NGA
Section 7(b) to abandon the facilities by sale to Equitable [Gas Company],” and
please explain how the sale of this portion of the Three Rivers Pipeline and
associated compressor stations, if any. to an entity other than Equitable Gas
Company complies with FERC's order.

Response:

(a) Equitable Gas Company was not involved in the sale of Three Rivers Pipeline. On
information and belief, it was sold to Equitable Gathering, LLC. Itis also our
understanding that this sale was conswmmated on April 11, 2008.

(b) Equitable Gas Company does not run Equitable Gathering, LLC nor is it involved
in its business planning. As for the quotation in the interrogatory, it should be
noted that Equitable Gas Company did not make any representation to the FERC.
The application was submitted and prepared under the exclusive control of
Equitrans, L.P. Although Equitable Gas Company had initialty sought to acquire
the Three Rivers Pipeline. a business decision was made 1o begin a process of
limiting Equitable Gas Company's business to that of a traditional local distribution
company. That involved not expanding its existing gathering operations beyond
those already under construction. Equitrans was informed of Equitable Gas
Company's decision. and counsel for Equitrans communicated the change in
purchaser to the FERC.



(¢}

Docket No. R-2008-2029325

Item: 10GA-VIII-1

Respondent: John M. Quinn

Position: Vice President, LDC Rates and Gas Supply
Page 2 of 2

See the answer to (b) above. Equitable has no documents related to Equitrans
communications with the FERC. It is Equitable Gas Company's understanding of
the application as requesting permission to abandon certain assets by sale. That is
the authority that was granted to Equitrans and which it exercised as noted in (a)
above,
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PLEASE STATE YOUR NAME, AND DESCRIBE BY WHOM YOU ARE
EMPLOYED AND IN WHAT CAPACITY.

My name is Milissa Bauer. 1 am the Vice President of Administration for Kriebel
Minerals, Inc. (“Kricbel”), which is located at 633 Mayficld Road, Clarion, PA. | have
worked at Kriebel for about 18 years and have held a succession of positions.

HAVE YOU PROVIDED TESTIMONY IN THIS PROCEEDING?

Yes. I provided direct testimony to support the positions of the Independent Oil and Gas
Association of PA (“IOGA”) in this matter. My direct testimony explained our
operations on Equitable Gas Company’s (“Equitable™) system, our dealings with
Equitable concerming a request for a new meter tap and meter for our new production on
the Three Rivers Pipeline, and Equitable’s charges for the use of its new Limestone
Project pipeline. 1 also pointed out the adverse consequences to our company,
Equitable’s customers and the development of new Pennsylvama production on
Equitable’s system if Equitable’s Rate AGS cost recovery proposal is approved. I also
described actions Equitable has taken that restrict the flow of Kriebel’s Pennsylvania
production on Equitable’s system.

PLEASE STATE THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY.

The purpose of my surrebuttal testimony is to respond to a few statements of Mr. Stephen
Rafferty of Equitable.

WHAT DOES MR. RAFFERTY SAY ABOUT KRIEBEL’S CAPTIVE WELLS?

Mr. Rafferty disagrces that the producers submitting testimony in this case, including
Kricbel, have wells captive to Equitable. He says that because we operate a number of

wells over acreage covering “considerable distances” and there are a number of local
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distribution company (“LCD™"} and interstate pipeline operations in the arca, that we have
ready access to other pipelines.

WHAT IS YOUR RESPONSE TO THIS TESTIMONY?

Wells that are already connected to Equitable are captive unless significant money is lard
out to move this well’s natural gas to another local distribution system. Many wells are,
at various times, in their productive lives. If a well 1s producing later in its productive
life, the economics would not warrant additional cash outlays. Therefore, this well has
become captive to Equitable. However, I note that on page 19, lines 17-20, of his rebuttal
testimony, Mr. Rafferty admits that producers may not have other options.

WHAT DOES MR. RAFFERTY SAY ABOUT HOW PRODUCERS DECIDE
WHERE TO DRILL?

Mr. Rafferty describes a host of cost considerations that determine where a producer
drills and decides which pipeline to produce into. But he does not cite one very
important item, and that is the costs assessed by the LDC. Producers will access the net
value to them at the wellhcad, which includes the costs and shrink deducted by the LDC.
Equitable’s costs for gathering and shrink must be in line with their competition,
otherwise producers will only utilize their system as a last resort or they will decide not to
drill wells in an area because costs are too high.

ARE EQUITABLE’S COSTS FOR GATHERING AND SHRINKAGE IN LINE
WITH THEIR COMPETITION?

No. Mr. Rafferty uses Kricbel’s movement of the DiCesare tap and production to
Dominion Peoples because of a significant increase in the tap cost and increased
gathering rates as an examplc of the availability of competitive alternatives to Equitable.
But this example clearly illustrates that Equitable’s meter fees, line operating pressures,

and fees for gathering and shrink are not competitive with other LDCs. That i1s why
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Kriebel took this production from Equitable and moved it to PNG where the net value
reccived at the well head would be higher.

DOES MR. RAFFERTY COMPARE DOMINION PEOPLES AND EQUITABLE
FOR ANY OTHER REASON?

Yes, Mr. Rafferty says that even though Equitable and Dominion Peoples have been
charging producers for several years for gathering facility related investment and
expenses, both utilities have continued to experience increased local production levels.
But Mr. Rafferty’s testimony assumes that the Rate AGS charges into the future will be
competitive with other LDCs. Since the new rates proposed by Equitable (89 cents/Dth
just for gathering) are not competitive with other LDCs, history cannot be used as an
indication of future results.

WHAT DOES MR. RAFFERTY SAY ABOUT THE LEVEL OF KRIEBEL’S
LOCAL PRODUCTION ON EQUITABLE’S SYSTEM DURING THIS TIME?

He reports Kricbel’s increased production volumes and total dollars paid during the
period 2000-07, as well as the Rate AGS fees collected from Kriebel in dollars and as a
percentage of total dollars paid to Kricbel.

DO YOU HAVE ANY COMMENT ON THIS TESTIMONY?

Yes. As Mr. Rafferty’s schedule (Attachment SCR-11) shows, we did not pay Rate AGS
fees during 2000-02 and only minimal fees during 2003, as Rate AGS became effective
November 26, 2003 (Exh. DMB-2). So Mr. Rafferty’s calculation of Rate AGS fees as a
percentage of dollars paid to Kriebel is understated. The correct percentage is 3.8%
(excluding all 2003 volumes), not 3.32%. But this calculation misses the point of my
testimony concerning the adverse effect of increased Rate AGS fecs in Kriebel’s
opcrations. [ did not say that payment of significantly increased fees would jeopardize

the overall financial health or profitability of Kricbel. [ stated that the increased fees
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could make production from those particular wells subject to Rate AGS unprofitable to
continue to produce on Equitable, consistent with my testimony above concerning cost
considcrations.

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

A. Yes, but I reserve the right to respond to any other party’s surrebuttal testimony

concerning these issues.
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HAVE YOU PRESENTED TESTIMONY IN THIS PROCEEDING?

Yes. | presented direct testimony on behalf of the Independent Oil and Gas
Association of Pennsylvania (“JOGA”) and Hess Corporation (“Hess™).

ON WHOSE BEHALF ARE YOU SUBMITTING THIS SURREBUTTAL
TESTIMONY?

IOGA.

WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?

My surrebuttal testimony will respond to much of the rebuttal testimony of
Equitable Gas Company (“Equitable” or “Company’) witness Dalena regarding
the value of locally produced gas to the customers of the Company, as well as Mr.
Feingold’s reliance on FERC’s standards for assigning costs to shippers.

WHAT STANDARDS DOES MR. FEINGOLD RELY UPON TO SUPPORT
HIS COST ALLOCATION TO PRODUCERS?

Mr. Feingold relies upon FERC standards. But, if one does closely examine the
FERC comments that arc cited by Mr. Feingold they support IOGA’s position —
not his. He claims that FERC has a position that the costs of transporting natural
gas should be assigned to the “shipper.” The shipper in the case of local
production delivered into the gathering system is Equitable when the gas is

purchased by Equitable, and it is the end user transportation customer when the

gas is purchased by a marketer on behalf of the transportation customer. In both
cases, title to the local gas passes to the purchaser as soon as it is delivered into
the gathering facilitics. In both instances, Equitable alrcady charges a rate for
transportation — the distribution rate. So, even according to Mr. Feingold,
gathering facility costs should be assigned to and paid by end user customers. not

the gas sellers.
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WHAT IS THE MAIN THEME OF MR. DALENA'S REBUTTAL
TESTIMONY?

The areas of Mr. Dalena’s rebuttal that address my testimony had a very
consistent theme of “Pennsylvania-produced gas is the highest cost and least
desirable gas supply from Equitable’s perspective.” This theme is exactly the
opposite of what Equitable has been testifying to for years in their annual
purchased cost gas (“PGC") rate proceedings, and is also opposite of what Mr.
Dalena himself testified in the 2006 failed acquisition attempt.

WHAT DOES MR. DALENA SAY ABOUT EQUITABLE’S GATHERING
FACILITY INVESTMENTS?

On page 4 of his testimony rcbuttal testimeny, Mr. Dalena claims that Equitable
has invested $19 million in improvements on gathering system pipelines that arc
designed to bring local Pennsylvania gas to market.

IS THIS AN ACCURATE PORTRAYAL?

No. Mr. Dalena is incorrect in stating that $19 million was spent entirely on the
gathering system pipelines. The response to data request IOGA I-1 (Exhibit JLC-
5) in IOGA’s complaint case points out that many of the improvements were
classified to transmission and distribution facilities accounts. From the years
2000-07, $3.6 million of improvements were made that were classified as
gathering. Thosc improvements do not enable producers to move their gas to off-
system markets, that is, to access a wide varntety of purchasers of natural gas
available through conncctions with an interstate pipeline system. The response to
data request IOGA TII-1 (Exhibit JLC-5) in the base rate case states that “for the
calendar years 2005, 2006, and 2007, all of the gas entering Equitable’s gathering

factlities, net of lost and unaccounted for gas and compressor fuel was delivered
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to customers of Equitable Gas.” Those gathering systcm improvements Mr.
Dalena references were made so that Equitable was able to obtain additional
Pennsylvania production gas for one market, the system supply of the Equitable
Gas distribution utility. This has been a benefit to the customers of Equitable
Gas.

WHAT WAS THE SOURCE OF THE FUNDS FOR THOSE
INVESTMENTS?

Mr. Dalena’s testimony gives the impression that Equitable altruistically invested
$19 million of is own money, but that is not accurate. The response to IOGA V-
3 (Exhibit JLC-5) shows that in 2007 alone Equitable collected $5,169,989 from

producers under Ratc AGS. In the years that Rate AGS has been in cffect (since

2003) the Company has collected their investment from the gas producers to pay

for these piping improvements, according to Mr. Rafferty’s rebuttal testimony.

WHAT DOES MR. DALENA SAY ABOUT THE NATURE OF
PENNSYLVANIA PRODUCED GAS?

On page 6, Mr. Dalcna expresscs his opinion that Pennsylvania produced gas
cannot be a substitute for Southwest gas delivered to Equitable through their
pipeline affiliate Equitrans.

DO YOU AGREE?

No. Data provided by the Company illustrate that Pennsylvania produced gas has
been increasing as a portion of the Company’s system supply, while Southwest
gas has been decreasing as a portion of the Company's system supply. This is
what I mean when [ say that Pennsylvania produced gas has been a substitute or

replacement for Southwest gas.
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HOW DOES PENNSYLVANIA PRODUCTION FLOW ON EQUITABLE’S
SYSTEM?

On page 6 of his testimony, Mr. Dalena states that Pennsylvania gas flows evenly
on a continuous basis and is not decreased in the summertime and increased in the
wintertime when customer demand increascs.

IS HIS TESTIMONY ACCURATE?

No. As evidenced in the Company’s 2008 1307f filing (Docket Number R-2008-
2021160) Item 53.64 (c) (a), Section I, Part D, Sheet 2 of 4 and Section I, Part B,
Sheet 2 of 6 (Revised) (Exhibit JLC-6), the seasonality of Pennsylvania gas is
clear. The Summary of 2007 Actual data shows the three summer months of
June, July and August for total Appalachian purchases to be 1,906,699 Dth and
the three winter months of December, January, and February to be 3,269,161 Dth.
That illustrates a summer decrease of 41%. In their 2008 Estimate the
Appalachian Direct was broken out from the Total Appalachian volumes. The
three summer months total 214,612 Dth compared to the threc winter months of
675,000 Dth, which is an even greater summer decrease of 69%. Another
illusiration 1s demonstrated in Equitable’s response to OCA 1-21 (Exhibit JLC-5)
which I am including along with my Exhibit JLC-7 based on that data. The flow
of Pennsylvania gas, similar to Southwest gas is increased in the wintertime to
supply the greater customer demands due to seasonal heating requirements. Mr.
Dalena’s contention that Pennsylvania gas flows evenly on a continuous basis is
just plain wrong.

YOU MENTIONED EARLIER THAT MR. DALENA’S TESTIMONY IS

THAT PENNSYLVANIA GAS IS HIGHER COST THAN INTERSTATE
GAS. WHAT IS MR. DALENA’S SUPPORT FOR THIS POSITION?
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Mr. Dalena has constructed an exhibit that purportedly illustrates that the cost of
Pennsylvania produced gas is higher than the cost of interstate gas that flows
through Equitable's affiliate

WHAT IS YOUR RESPONSE TO THIS EXHIBIT?

There are many fallacies contained in this exhibit and in my opinion purported
conclusions are not valid. Mr. Dalena has constructed his exhibit by not
descnbing the aggregate cost of gas supplics and selectively choosing data from a
moment in time that illustrates the point he is trying to make. Such data is not
representative of the actual situations which Equitable has experienced over
several ycars in terms of the cost of their system supply gas. My first comment
on this exhibit is that it 1s exactly a snapshot in time. Mr. Dalena selected October
2008 as the basis for the price data he cites to construct his comparison. Such a
snapshot is totally inappropriate for a comparison of the gas supply costs of the
Equitable system. A review of PGC data illustrates clearly that for scveral years
interstate gas supply was the more expensive source of gas compared to
Pennsylvania production.

My second comment 1s that the starting point for the comparison, the
index or purchase price of gas, is not a fair starting point. In the Pennsylvania
Appalachian case and the Equitrans Gathering examples Mr. Dalena sclected the
Nymex settled price of October 2008 was $7.472/Dth. For the Interstate example
Mr. Dalcna sclected the TETCO East Texas Index of $6.53/Dth. One can sce that
the spread between these two numbers is $0.94. However, if a dozen year history
of this data is examined as | did in my Exhibit JLC-7, one can see that the average

difference is not $0.94, but instcad $0.43. This indicates that there has been no

-5-
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significant change in the historic price differential to warrant the logical result of
Mr. Dalena’s testimony: that Equitable should be buying all Southwest gas to
serve its customers. It scems Mr. Dalena has deliberately picked his month of
comparison at an extreme point which skews the result. In fact, the difference in
the two indices has not been that great since February 2006. Mr. Dalena’s
comparison is not valid.

My third comment is that Mr, Dalena’s assumption of a lost and
unaccounted for factor for Pennsylvania Appalachian of 10% to 20% is arbitrary
and overstated. He used tariffed retainage amounts in the Interstate examples of
5.8% on TETCO and 3.7% on Equitrans. His 10% to 20% numbers for
Pennsylvania Appalachian are not part of any tariff and not contained in the
current local production contracts as an acceptable retainage percentage, but
merely amounts submitted in this proceeding while Equitable had submitted an
LUFG study in its 2008 PGC proceeding (which was pending after Equitable
made its base rate filing) supporting its tariffed retainage of 6% and 8% for
transportation customers (Rule 11.4).

WHAT IS THE COST OF PENNSYLVANIA PRODUCTION IN MR.
DALENA’S EXHIBIT?

Mr. Dalena assumed an $0.89/dth gathering cost for Pennsylvania Appalachian
gas. But this is not appropriate because it includes the sunk cost of the gathering
investments at the full proposed rate increase. See IOGA responses to Equitable
[1-10 and I11-64 (Exhibit JLC-5). Clearly $0.89 grossly cxaggerates the cost of
Pennsylvania gas, which is the deception that Mr. Dalena was attempting.

WHAT IS A MORE RELIABLE COMPARISON OF THE COST OF
PENNSYLVANIA GAS AND SOUTHWEST GAS?

-6-
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A more rcliable comparison of the data would usc the true costs of interstate gas
and Pennsylvania produced gas. The data from Equitable Gas’ 2008 PGC
proceeding would be a more reliable indicator because that data encompasses the
gas supply costs for the entire year. Looking at my exhibit of data from the
Company’s 2008 PGC filing (Docket Number R-2008-2021160), ltem 53.64 (c)
(a), Section I, Part D, Sheet 2 of 4 and Section 1, Part B, Sheet 2 of 6 (Revised)
(Exhibit JLC-6), it can be seen that Pennsylvania produced gas is actually less
expensive than interstate gas. [ used this exhibit earlier to iltustrate the
seasonality of local production. Now | am using the Company’s exhibit to
demonstrate the lower cost of Pennsylvania gas. Using 2007 Actual data and
calculating the Appalachian purchase cost by dividing $72,688,925 by 9,869,200
Dth results in $7.36/Dth. The southwest purchases for that period were
$58,302,851 divided by 6,289,883 Dth which results in $9.26/Dth,

Looking at what the Company calls “Estimated Purchased Gas Costs” for
2008-2009, which includes the month of October 2008 used in Mr. Dalena’s
exhibit, similar calculations are:

— Appalachian Direct: $21,309,274 / 2,248,441 Dth = $9.47/Dth

~ Appalachian Transport: $68,959,641 / 6,970,500 Dth = $9.89/Dth

— Southwest: $49,062,398 / 4,660,602 Dth = $10.52/Dth
So if one looks at commodity costs it is clcar from the Company’s own evidence
that local Pennsylvania gas is less expensive Southwest gas. This is why the

Company has consistently testified in their PGC cases that local gas is beneficial
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to their customers and why the Company continues to expand its purchases of
local gas.

WERE YOU ABLE TO CONSTRUCT A SIMILAR COMPARISON USING
MONTHLY DATA?

Yes. The data contained in the response to the PGC data request OCA I-1 was
examined. 1have included that data request and the data tables as an exhibit. 1
have added the average numbers at the bottom of each of the three categorics of
gas supply. The price relationships remain the same with the highest cost being
Southwest at $9.92/Dth, then Appalachian Transport at $9.56/Dth, and the lowest
being Appalachian Dircct at $9.13/Dth.

ARE THERE OTHER COSTS INVOLVED?

Yes. There are the cxpensive upstream demand charges.

WHAT ARE THE DATA FOR THOSE CHARGES?

From the same PGC filing, looking at the Actual costs for 2007 the Demand is
listed as $52,299,042 and the 2008-2009 Estimate is $52,049,793. The Estimate
costs are actually broken down in the Company’s table into “Upstream Demand
Costs” and “Equitrans Demand Costs™.

WHAT ARE EACH OF THOSE COSTS?

The Upstrcam Demand costs, which are the costs of the TETCO Pipeline, are
$17,357,551, and the Equitrans costs are $34,692,242. So the affiliate pipeline
demand costs are approximately twice the non-affiliate costs.

WHERE DOES THE TETCO PIPELINE ORIGINATE?

That pipeline brings gas from Texas up to Pennsylvania, approxtmately 1,200

miles.
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WHERE DOES THE EQUITRANS PIPELINE ORIGINATE?

That pipeline brings gas from West Virginia to Pennsylvania, approximately 200
miles.

DOES EQUITABLE AGREE WITH I0GA THAT PENNSYLVANIA

PRODUCTION IS A NECESSARY PART OF ITS SUPPLY FOR ITS
CUSTOMERS?

No. On page 9 Mr. Dalena states that if Pennsylvania production were to
disappear tomorrow or return to the level of 10 years ago, that the customers of
Equitable gas would be unaffected.

WHAT IS YOUR RESPONSE TO THIS TESTIMONY.

Mr. Dalena’s comments reverse a long-standing company position and is not
consistent with the data shown above. This is the first time anyone from Equitable
has expressed the thought to not incorporate Pennsylvania produced gas in its gas
supply plan. Traditionally, Equitable’s supply strategy has included using
Pennsylvania produced gas, and this has increased over the past years. In the

2008 PGC case, which was pending when Equitable filed its basc rate case,

Company witness Wiggers stated: “l would expect the percentage of supply from
other Appalachian sources to continue to increase during the next several years
and the percentage form the Southwest production area to decline accordingly.”
{Equitable St. No. 3, p. 8, lines 3-6).

MR. DALENA CITES A 100 YEAR PERIOD WHERE EQUITABLE DID

NOT OPERATE WITH PENNSYLVANIA PRODUCTION. IS THIS
ACCURATE?

No. Historically Equitable operated gas wells, and in fact still does have
operating gas wells which they own and produce gas for use on their system.

They have always had Pennsylvania production as part of their gas supply mix.

-9.
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DOES MR. DALENA SAY ANYTHING ABOUT THE RELIABILITY OF
PENNSYLVANIA GAS?

Yes. On page 9 Mr. Dalena acknowledges that Pennsylvania Gas is relatively
reliable.

WHAT VALUE DOES THIS STATEMENT HAVE?

According to the PGC testimony provided by Equitable witnesses, the reliability
of Pennsylvania gas is desirable and has value. Mr. Wiggers states: “Multiple
pricing options have enabled the Company to encourage the development of new
supplies while attempting to reduce price volatility and operational uncertainties
that have been customary within the natural gas industry.” (Equitable St. No. 3,
p. 6, hnes 21-23).

WHAT IS THE PURPOSE OF PENNSYLVANIA GAS ON EQUITABLE’S
SYSTEM?

According to Mr. Dalena (p. 11), Equitable’s baseload demand 1s entirely satisfied
by the purchase of local Pennsylvania gas.

IS THIS STATEMENT ACCURATE?

No, it is not. Reviewing PGC data it can be seen that the baseload demands of
Equitable are met in part with Pennsylvania produced gas, but not exclusively.
Examining the 2007 actual data it can be scen that the summer load for July,
August and Septecmber totaled 1,001,659 Dth from Appalachian Purchases or
73.5% of the total and 382,598 Dth from Upstream Pipeline Supply or 26.5% of
the total. The Company did not break out the data in their exhibit but has testified
elsewhere that Appalachian Purchases consist of Appalachian Direct

(Pennsylvania gas) and Appalachian Transport (gas that flows through Equitrans).

-10-
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In fact, there is still room for growth of Pennsylvania based gas provided on a
continuous year around basis.

ON PAGE 12 MR. DALENA EXPLAINS THAT IT WAS THE
COMPANY'S VIEW THAT THEIR INVESTMENT IN GATHERING
SYSTEM IMPROVEMENTS WOULD BE RECOVERED BY

REDUCTIONS IN PGC GAS COSTS. DOES NOT THIS TESTIMONY
SUPPORT YOUR POINT?

Yes, the Company clearly believed that increased use of local gas production
would result in savings of interstate pipeline costs for customers.

WHO SHOULD BEAR THE EXPENSE OF LOST AND UNACCOUNTED
FOR GAS?

In the case of the Apollo acquisition it should clearly be borne by the shareholders
of Equitable Resources. [f Equitablc was lax on their due diligence associated
with this piping acquisition, as Mr. Dalena scems to acknowledge indirectly, they
should not be permitted the safety net of having customers or producers pay an
extraordinary amount to improve this leaky system or to pay for an extremely
high LUFG charge. At the time of acquisition, Equitable stated they were not
going to recover any acquisition costs associated with this system. Just becausc
scveral years have passed and Equitable allegedly has only recently learned of the
mistakes they made in their assessment prior to purchase, this does not create a
Justiftcation for attempting to recover such costs now from customers or
producers. The leaky pipes would have been evident in 1999 when the system
was operating at 8 psig. Equitable’s position that they did not know how leaky
those pipes were until the operating pressure increased is a transparent excuse for
not making the necessary repairs when they should have and a transparent after

the fact rationalization to support putting the LUFG costs on producers.
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ONCE GAS PRODUCERS HAVE DRILLED A WELL THAT BECOMES
CONNECTED TO THE EQUITABLE SYSTEM, DO THEY HAVE A
STRONG NEGOTIATING POSITION WITH RESPECT TO CHARGES
EQUITABLE MAY ASSESS THEM IN THE FUTURE?

No. This is best evidenced by Mr. Dalena's testimony on page 16, line 14, where
he disputes Ms. Burgraff’s testimony that under Equitable’s proposal gathering
costs will become PGC *“gas costs™ by firmly stating “unequivocally this will not
happen. If producers were to demand such a price (that includes increased
gathering costs), Equitable would simply refuse to buy the gas as Equitable has
many other supply options.”

ON PAGE 17 MR. DALENA STATES THAT YOU DID NOT PROVIDE

ANY PROOF THAT PENNSYLVANIA GAS WAS LOWER COST. DOES
SUCH PROOF EXIST?

Yes. With thec many years of Company PGC filings, 1 was surprised when I read
Mr. Dalena’s comment because [ did not expect the Company to do a complete
reversal of its position regarding the attractiveness of Pennsylvania gas and its
cost advantages. The proof which I relied on is the Company’s testimony and
exhibits in their PGC cases. My surrebuttal testimony contains many references
and exhibits from the 2008 PGC case.

ON PAGE 19 MR. DALENA CITES A SECTION OF THE

PENNSYLVANIA CODE. WHAT IS THE RELATIONSHIP OF THAT
SECTION IN THIS PROCEEDING?

I am not sure. In my direct testimony I cited the sections from Chapter 60 that
addressed development of local Pennsylvania gas. Section 60.1 specifically
states: “The development of Pennsylvania natural gas should be promoted,
because it will achieve benefits that accrue to gas utilities and their customers.”

That is clcarly addressing local gas production. Section 60.2 states: “The tariff

-12-
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may not unreasonably restrict Commonwealth natural gas producer access to gas
utility facilities.” Mr. Dalena cites a section that refers to natural gas
transportation customers, which is really not a topic that I addressed in my direct
testimony, except when discussing the Agency program, and otherwise is not
involved in this case.

ON PAGE 19 MR, DALENA CLAIMED THAT EQUITABLE DOES NOT
PURCHASE GAS FROM ITS AFFILIATE AND OFFERS THAT AS AN
INDICATION THAT EQUITABLE RESOURCES WILL NOT ACT IN ITS

FINANCIAL SELF-INTEREST IF AN OPPORTUNITY AROSE. IS HIS
STATEMENT CORRECT?

No. It 1s wrong on both claims. Equitable docs indeed buy gas from its affiliate as
described in Attachment 1 to Item 53.65(1) in the 2008 PGC filing (Exhibit JLC-
8). My direct testimony was describing actions that Equitable Resources could
take prospectively, and one of those actions is purchasing gas from their
production or marketing affiliates. Equitable Resources’ presentations to the
financial community have stressed their role as a production company and
downplayed their role as a regulated public utility.

MR. DALENA CLAIMS ON PAGE 20 TO HAVE “DEMONSTRATED
THAT THESE INTERSTATE DELIVERED GAS VOLUMES UNLIKE

PENNSYLVANIA PRODUCTION ARE TRULY LOW COST.” WAS THIS
DEMONSTRATED?

No. [ already discussed Mr. Dalena’s contrived exhibit. That one sclf-serving
example does nothing to refute years of evidence in the Company’s own PGC
filings. Those filings state clearly that Pennsylvania production is their low cost
gas source. Mr. Dalena should also reread my direct testimony where I cite his
coworker, Mr. Quinn, who states: “Equitable also believes that a benefit will exist

for residential. commercial, and industrial distribution customers of Equitable if
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Pennsylvama production can be acquired and transported to Equitable’s
distribution system at prices less than city gate delivered interstate natural gas
supply.”™ (Equitable Response to IOGA 1-28).

FINALLY ON PAGE 21 MR. DALENA TAKES ISSUE WITH YOUR
COMMENT THAT ONCE A PRODUCER DRILLS A WELL THAT IS

CONNECTED TO EQUITABLE’S SYSTEM THAT THEY ARE CAPTIVE
TO THE SYSTEM. HOW DOES HE REFUTE YOUR CLAIM?

In his response, Mr. Dalena does not address my points regarding producers

having no negotiation capability once they are hooked into the Equitable system.

Perhaps this is because he already laid out his “negotiation” technique carlier
when he pointed out that Equitable could simply not buy Pennsylvania producer
gas as they have many other supply options.

PLEASE SUMMARIZE YOUR RESPONSE TO MR. DALENA’S
TESTIMONY CONCERNING PRODUCER ISSUES.

Mr. Dalcna’s claims that Pennsylvania gas is the high cost supply source of
system gas is the opposite of what the Company has been stating 1n their PGC
filings for ycars. It is a contradiction of Company witness sworn testimony,
including Mr. Wiggers, the Director of Gas Supply, and Mr. Quinn, the Vice
President of Marketing and Rates. Lastly, it is in conflict with Mr. Dalena’s own
sworn testimony. In the failed acquisition case in 2006, when Mr. Dalena was
asked about the impact of the merger on the natural gas supply market, he stated
that the Company believed that ““the combination of the two companies will
increase access to locally produced direct feed gas.” He goes on to extol the
benefits of Pennsylvania gas by testifying that: “Natural gas fed directly into our
distribution system allows NGSs to reduce their need to contract for more

expensive upstream pipeline capacity.”

-14-



Pennsylvania gas has long been recognized by the Commission as a
desirable and reliable component of gas supply for the customers. The Company
should not be permitted to institute new, higher charges for obtaining local gas
because that disadvantages the customer. The Company should stand by its
testimony in other regulatory proceedings and develop additional capabilities to
bring local gas to customers so that all can benefit.

DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

Yes, but I reserve the right to respond in oral rejoinder to other parties’ surrebuttal

testimony concerning the issues addressed in my surrebuttal.

-15-



Exhibit JLC-5
Equitable’s Responses to:
Docket No. C-20066800
I0GA 1-1
Docket No. R-2008-2029325

I0GA I-3

IOGA I-28
I0GA 111-1
IOGA TV-3

Docket No. R-2008-2021160

OCA I-1
OCA I-21
OCA I1I-1

IOGA’s Responses to Equitable:
Docket No. R-2008-2029325

Equitable 11-10
Equitable 11-64



Lquitebte Gas Company
Summary of Cupital Expenditures 2000 - 2607

16G4-1-1
[FrRC Acer ] Neccriptinn [ 2000 2001 2002 2003 2004 2008 2006 2007 Totsl |
NATURAL GAS PRODUCTION & GATHERING PLANT
325.1  Praducing Lands 2,365 2,365
3382 Producing Leaseholds -
3253 Gas Righrs 3.861 3.861
3284 Righis of Way 2.228 2,228
3255 Other Land and Land Rights 351 S5t
326 Other Plant and Miscellancous Equipmeat -
327 Field Compressor Station Structures 1,317 56.099 37416
128 Fietd Mcasunng & Reguiating Station Stnwtures 9,872 9872
329 Other Structures -
330 Producing Gas Wells-Well Construction -
331 Proaducing Gas Well,-Well Equipment -
332 Field Lincs 1.342 223,607 - - 414,405 = 1,305,148 134,893 2,890,393
343 Field Compressor Station Equipment - B - - 3373 - 618,731 - 622,306
334 Fieid Measuring & Regulating Station Equipment 59.477 $9.477
233 Drilling & Cleaning Equipment N
36 Purificasion Lquipment .
337 (ther Equipment 6% SR
33 Unsuccessful Esploration & Development Costs -
Tatal Natural Gas Production & Gathering Plant 13342 124607 - - 429169 - 2.049.05¢ 914,893 1,649,067

TRANSMISSION FLANT
kLN Land and Land Rights
3652 Rights of Way
36 Structures and Improyemients

367 Maing . 48.956 - 2.884.100 - 9.15% - 358,603 3,500,798

368 Campressar Stanon Equipment 188,747 - 358,433 1917936 2,187.282 700,396 1.964.223 60,036 7,714.004

369 Measuring and Regulating Staticn Equipment 19121 1.48) - 19,193 52327 5,804 {8.044)  (138.0248) (102,142

170 Communication Cquipment -

7 Other Equipment -
Total Trensmission Plunt 474,869 33,437 458,443 4R21,229 2162608 715338 1,956,18) 270,615 10912,720

DISTRIBUTION PLANT

374 Land & Land Righrs -

37% Struttures and Improvements -

376 Mains 166,798 198,323 138.47) 446,001 246 740 22786062 - - 1,491 495

377 Compressor Station Equipment



Docket No. R-2008-2029325
Item: JOGA-I-3

Respondent: Thomas P. Wiggers
Position: Director, Gas Supply

EQUITABLE GAS COMPANY
Response to Interrogatories of the
Independent Oil and Gas Association of Pennsylvania

ftem:

I0GA-1-3

(a) Please list the number of customers currently using Rate AGS and provide the
information in a tabular format listing customers by number (not name) separating the
customers into the following categories: producer, end user, marketer, other. Please
provide the information in Excel format.

(b) For each customer listed in (a), please list next to the customer the rate currently
being paid by the customer. If the customer is paying a discounted rate (i.e., a rate less
than the highest rate currently being charged) please provide the reason for the discount
next to the rate. If the reason is a competitive alternative, list the distance of the
alternative pipeline and the name of the pipeline’s owner (i.e., Dominion Peoples, 1
mile, etc) that the customer could use. If the reason for the discount rate is not a
competitive alternative, explain why a discount is being offered.

() For each customer listed in (a), adding onto the schedule prepared in (b) add
another column showing the level of shrinkage (or retainage) being charged by customer.
If the retainage rate for a customer is less than the maximum amount currently being
charged under Rate AGS please also explain why the customer is receiving a discount
from maximum retainage charged.

Response:

Please see the attached for a list of the current gathering and retainage charges being
assessed to Rate AGS customers. All Rate AGS charges are negotiated. The agreements
related to the attached are confidential and are in possession of each IOGA member who is
a party to the agreement. The agreements could be made available to counsel on a Jimited

and confidential basis pursuant to terms of an appropriate confidentiality agreement and
protective order.



EQUITABLE GAS COMPANY

Response to Interrogatories of IOGA

Customer

Type

Number

Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
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0.1400
0.2500
0.3000
0.3500
0.4000
0.5000
0.5000
0.2500
0.3000
0.3500
0.4000
0.4500
0.4656
0.5000
0.2500
0.3000
0.3500
0.4000
0.4500
0.4656
0.4756
0.4791
0.6500
0.1656
0.2500
0.3000
0.3500
0.4500
0.4656
0.4657
0.4791
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$ 0.5500

$ 1.0000
$

$ 0.4656

-

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.40%
5.40%
5.40%
5.40%
5.40%
6.68%
6.68%
6.68%
7.50%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
6.68%

ltem: IOGA-I-3



Docket No. R-2008-2029325

Item: IOGA-1-28

Respondent: John M. Quinn

Position: Vice President, LDC Rates and Gas Supply

EQUITABLE GAS COMPANY
Response 1o Interrogatories of the
Independent Oil and Gas Association of Pennsylvania

Item: 10GA-1-28

Does Equitable view its gathering system as a benefit to its ratepayers? Please explain.
Response:

Equitable views its gathering system as a benefit to its ratepayers. Customers receive
natural gas service directly from gathering lines (service from field lines). Absent
Equitable’s service from field lines, distribution service line extensions, for the most part,
would be uneconomic and therefore, many customers would be denied natural gas service.

Equitable also believes that a benefit will exist for residential, commercial, and industrial
distribution customers of Equitable if PA production can be acquired and transported to
Equitable’s distribution systern at prices less than city gate delivered interstate natural gas
supply. Producers who use the gathering system to bring their gas to market also benefit
from the gathering system.



Docket No. R-2008-2029325
Item: IOGA-1II-1

Prepared by: Thomas P. Wiggers
Title: Director Gas Supply

EQUITABLE GAS COMPANY
Response to Interrogatories of the
Independent Oil and Gas Association of Pennsylvania

Item: [OGA-HI-1
For calendar years 2005, 2006 and 2007, what percentage of gas entering

Equitable's system through its gathering facilities is delivered to customers of
Equitable Gas?

Response:

For the calendar years 2005, 2006 and 2007, all of the gas entering Equitable’s gathering
facilities, net of lost and unaccounted for gas and compressor fuel was delivered to
customers of Equitable Gas.



Equitable Gas Company
Docket No. R-2008-2029325
I0GA-IV-3

2007 Rate AGS Revenue

Adjustment 1 - Expiration of gas purchase agreements

Adjustment 2 - Estimated additional revenue due to
negotiated rate increases

Adjustment 3 - estimated well declines; producers
exercising competitive offers; line abandonment

Adjustment 4 - Projected additions

Forecasted Rate AGS throughput

$

$

5,169,989
(727.263)
391,921

(238.193)
730,000

$

5,326,454

5% decline in throughput @ avg. rate of $.33
approximately 2,000 per day of increased throughput



Docket No. R-2008-2021160
Item: OCA-I-1

Respondent: Robert M. Narkevic
Position: Manager, Rates

EQUITABLE GAS COMPANY
Response to Interrogatories of the

Office of Consumer Advocate

Item: OCA-I-1 cu

Please provide an explanation of, identify the assumptions made in, and provide a copy of
all workpapers, correspondence, or other documentation, including computer spreadsheet
files, supporting the derivation of the projected monthly purchase volumes and rates for all

gas supply and transportation sources during the period February 2008 through
September 2009.

Response:

Please see the attached schedules which support the rates used by EGC for gas supply and
transportation. Also, please refer to the responses for OCA 2, OCA 3, OCA 4, and OCA 5,
discussing the detail for projecting monthly volumes.



Equitable Gas Company

Estimate of Southwest Gas Purchases for the Period
February 2007 through September 2008

Estimated Estimated

NYMEX Retainage
February 2008 $ 7.996 $ 103
March $ 8.660 $ 112
April $ 8.668 $ 1.01
May $ 8.680 3 1.01
June $ 8.730 $ 1.01
July $ 8.806 $ 1.02
August $ 8.872 $ 1.03
September $ B8.885 $ 1.03
October $ 8.870 $ 1.04
November $ 9.260 P 1.07
December $ 9.580 $ 111
January 2008 $ 9.800 $ 1.14
February $ 9.785 $ 113
March $ 9.535 $ 1.1
April $ 8.285 $ 096
May $ 8.215 $ 095
June $ 8.265 $ 096
July $ 8.325 $ 0.97
August $ 8.380 $ 097
September $ 8.392 $ 097

€ B PP YL

Estimated

AL A A EH BB LG

Variable
Costs

0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833

0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833

City-Gate

¢ NN PO WYYV

I DA H PO WP NYH

Cost
$/Dth

9.1
9.86
9.76
8.77
9.83
9.91
9.98
10.00

10.09
10.42
10.77
11.02
11.00
10.72
9.33
9.25
9.31
9.37
9.44

9.45-

SHEET 1 of 3



Equitable Gas Company SHEET 2 0of 3
Estimate of Appalachian Costs

February 2007 through September 2008

Estimated
Appalachian . Estimated
Estimated Estimated Direct Feed Variable Estimated
NYMEX Basis Cost Costs Retainage

February 2008 $ 7.996 $ 0414 $ 8.41 $ 0.0168 $ 0.38
March $ 8.660 $ 0.382 $ 9.04 $ 0.0168 $ 0.43
April $ 8.668 $ 0.326 $ 8.99 $ 0.0168 $ 0.41
May $ 8.680 $ 0.319 $ 9.00 $ 0.0168 $ 0.41
June $ 8.730 $ 0.312 $ 9.04 $ 0.0168 $ 0.41
July $ 8.808 $ 0315 $ 9.12 $ 0C.0168 $ 0.41
August $ 8.872 $ 0.315 $ 9.19 $ 0.0168 $ 0.41
September $ 8.885 $ 0312 $ 9.20 $ 0.0168 3 0.40
Oclober $ 8.970 $ 0.322 $ 9.29 % 0.0168 $ 0.42
November $ 9.260 $ 0.322 $ 9.58 $ 0.0168 $ 0.43
December $ 9.580 $ 0322 $ 9.90 $ 0.0168 $ 0.44
January 2008 $ 9.800 $ 0.322 $ 10.12 $ 0.0168 $ 0.45
February $ 9.785 $ 0.322 $ 10.11 $ 0.0168 $ 0.45
March $ 9535 $ 0.322 $ 9.86 $ 0.0168 $ 0.44
April $ B8.285 $ 0.322 $ 8.61 $ 00168 $ 0.39
May $ 8.215 $ 0.322 $ 8.54 $ 0.0168 $ 0.39
June $ 8.265 $ 0.322 $ 8.59 $ 0.0168 $ 0.39
July $ 8.325 $ 0322 $ 8.85 $ 00168 $ 0.39
August $ 8.380 $ 0322 $ 8.70 $ 0.0168 $ 0.39
September $ 8.392 $ 0.322 $ 8.71 $ 0.0168 $ 0.39

Estimated
Appalachlan
Transport
Cost

8.81
9.49
9.42
9.42
9.46
9.55
9.62
9.62

LR R R

9.73
10.03
10.38
10.59
10.57
10.31

9.01

8.94

8.99

9.06

9.11

9.13

WO DO PGNPV



1307f OCA |1 Estimated Estimated Estimated Variable Costs City-Gate Cost

Southwest Gas NYMEX Retainage $.Dth
February-07 $7.996 $1.03 $0.0833 $9.11
March $8.660 $1.12 $0.0833 $9.86
April $8.668 $1.01 $0.0833 $9.76
May $8.680 $1.01 $0.0833 $9.77
June $8.730 $1.01 $0.0833 $9.83
July $8.806 $1.02 $0.0833 $9.91
August $8.872 $1.03 $0.0833 $9.98
September $8.885 $1.03 $0.0833 $10.00
October $8.970 $1.04 $0.0833 $10.09
November $9.260 $1.07 $0.0833 $10.42
December $9.580 $1.11 $0.0833 $10.77
January-08 $9.800 $1.14 $0.0833 $11.02
February $9.785 $1.13 $0.0833 $11.00
March $9.535 $1.11 $0.0833 $10.72
April $8.285 $0.96 $0.0833 $9.33
May $8.215 $0.95 $0.0833 $9.25
June $8.265 $0.96 $0.0833 $9.31
July $8.325 $0.97 $0.0833 $9.37
August $8.380 $0.97 $0.0833 $9.44
September $8.392 $0.97 $0.0833 $9.45

$9.92

Average



1307f OCA 11
Appalachian Gas

February-07
March

April

May

June

July
August
September
October
November
December
January-08
February
March
April

May

June

July
August
September

Estimated Estimated
Appalachian Appalachian
Estimated Estimated Direct Feed Estimated Estimated Transport
NYMEX Basis Cost Variable Costs Retainage Cost
$7.996 $0.414 $8.41 $0.0168 $0.38 $8.81
$8.660 $0.382 $9.04 $0.0168 $0.43 $9.49
$8.668 $0.326 $8.99 $0.0168 $0.41 $9.42
$8.680 $0.319 $9.00 $0.0168 $0.41 $9.42
$8.730 $0.312 $9.04 $0.0168 $0.41 $9.46
$8.806 $0.315 $9.12 $0.0168 $0.41 $9.55
$8.872 $0.315 $9.19 $0.0168 $0.41 $9.62
$8.885 $0.312 $9.20 $0.0168 $0.40 $9.62
$8.970 $0.322 $9.29 $0.0168 $0.42 $9.73
$9.260 $0.322 $9.58 $0.0168 $0.43 $10.03
$9.580 $0.322 $9.90 $0.0168 $0.44 $10.36
$9.800 $0.322 $10.12 $0.0168 $0.45 $10.59
$9.785 $0.322 $10.11 $0.0168 30.45 $10.57
$9.535 $0.322 $9.86 $0.0168 30.44 $10.31
$8.285 $0.322 $8.61 $0.0168 $0.39 $9.01
$8.215 $0.322 $8.54 $0.0168 50.39 $8.94
$8.265 $0.322 $8.59 $0.0168 $0.39 $8.99
$8.325 $0.322 $8.65 $0.0168 $0.39 $9.06
$8.380 $0.322 $8.70 $0.0168 $0.39 $9.11
$8.392 $0.322 $8.71 $0.0168 $0.39 $9.13
$9.13 $9.56
Average Average
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Jan-07  Feb-87 Mar-07 Apr-07 May-07 Jonr-07 Jol-07  Aug-07 Sep-07  Oct-07
Appalachian Appalachian
Production Production Total
Month Direct Feed Gathering Appalachian
Jan-07 393312 508.372 901,684
Feb-07 365,349 488.335 853,684
Mar-07 291,962 589,853 881,815
Apr-07 405,838 414,184 820,022
May-07 415,942 320,389 736,331
Jun-07 306.816 311,322 618,138
Jul-07 316,979 295451 612,430
Aug-07 311.867 284 449 596,316
Sep-07 307,814 269,637 577,451
Qct-07 319,488 323,696 643,184
Nov-07 124,060 590,496 714,556
Dec-07 127,911 637,391 765,302
Jan-08 130,344 780,239 910,583
Feb-08 116.363 844 881 961,244
Totals: 3,934,045 6,658,695 10,592,740
Column #: 1 2 Sumof 1 and 2
Fquifable
Information OCA-1-21-2nd
Reference OCA-1-21-2nd Revised Revised

910,583

961,244

Nov-07 Dce-07 Jan-08 Febh-08




Docket Na. R-2008-2021160
Item: OCA-1I-1

Respondent: Thomas P. Wiggers
Position: Director, Gas Supply

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

ltem: OCA-II-}

Reference the response to OCA-1-21 Revised. Please explain:

a.

b.

Response:

a)

b)

<)

how much of the local gas flows over Equitable’s gathering facilities;

the extent to which the producers supplying the local production are assessed a
retainage charge; and

how PGC customers are assured of not paying for LUFG incurred on local
production supplies purchased by transportation customers.

For the period January 2007 through February 2008, approximately 63% of the
local gas received utilized Equitable’s gathering facilities. Please see the attached
OCA-1-21-2™ Revised for monthly detail.

Please see the response to OCA-111-4.

End-use transportation customers are assessed retainage on loca) production
consistent with Rate AGS and distribution retainage as per Tariff Rule 114, with
the exception of end-use transportation customers who receive discounted
retainage percentages as discussed in the Direct Testimony of John Quinn.




EQUITABLE GAS COMPANY Docket No. R-2008-2021160

Response to Interrogatories of the item : OCA-il-1
Office of Consumer Advocate item : OCA-l-21-2nd Revised
Local Locat
Interstate Production Production

Month Pipelines Direct Feed Gathering Total

(Dth) {Dth) (Dth) {Dth)
Jan-07 2,033,668 393,312 508,372 2,935,350
Feb-07 2,361,566 365,349 488,335 3,215,249
Mar-07 1,915,665 291,862 589,853 2,797,479
Apr-07 1,616,530 405,838 414,184 2,436,552
May-07 1,182,815 415,942 320,389 1,919,146
Jun-07 861,083 306,816 311,322 1,479,229
Jul-07 621,993 316,979 295 451 1,234,423
Aug-07 741,846 311.867 284,449 1,338,162
Sep-07 585,163 307,814 269,637 1,162,614
Oci-07 801,954 319,488 323,696 1,445,138
Nov-07 1,529,138 124,060 590,496 2,243,694
Dec-07 2,427,706 127,911 637,391 3,193,008
Jan-08 2,561,760 130,344 780,239 3,472,343

Feb-08 2,786,438 116,363 844.881 3,747,682



Responses of Independent Oil and Gas Association of Pennsylvania
to the Interrogatories and Request for Production of Documents
from Equitable Gas Company, Set 11
Docket Nos. R-2008-2029325_ et al. and C-2066800

Equitable-11-10:

10. (Page 14; ines 11-14) 1 the true cost of local Pennsylvania production is more
expensive to Equitable’s customers than the prevailing market price of interstate gas. should
Equitable continue to purchase focal Pennsylvania production” It the answer 1o this question s
anything but “no.” please explain how this 1s consistent with a least cost procurement mitiabive.

Response:

Any camparnison of focal Pennsylvania production costs and terstate gas costs would have to
include upstream transportation and storage costs for interstate gas and exclude any factors that
are not the responsibility of local Pennsylvanta production (i.e.. fost and unaccounted for gas
factors). That being sand, gas supply acquisition strategy attempts to minimize gas purchase
costs while assuring there 1s adeguate. rehable supply. There is not a simple “ves™ or “no™
answer to this question.

Response provided by James L. Crist

HARRIZTO UINDO38. IS 1SRD



Responses of Independent Oil and Gas Association of Pennsylvania
to the Interrogatories and Request for Production of Documents
from Equitable Gas Company, Set ]

Docket Nos. R-2008-2029325, ¢f al. and C-209661300

Fquitable-11-04:

64, (Page 14): Please provide the ccononue or financial analvsis that Ms. Burgraft relics
upon in support of the statement. “lnterstate supply can cost more than twice as much as

bz

Appalachian Supply includmg demand charges or 25% more excluding demand charges hased
on 2007 gas costs miormation.”

Response:

Ms. Burgraft compared the total unit cost ol local versus iterstate supply using the “total”
columu for the 2007 gas cost information in Equitable’s response 1o {OGA -7, The cost of
Fquitable’s gathering svstem was not factored into the calculation as part of the cost of focal

supply, nor should 1t be.

Response provided by Diane M. Bureraft

TTAR 83270 [INTHLL0 23330



Exhibit JLC-6

Docket No. R-2008-2021160

Summary of Estimated Purchased Gas Costs
(1072008 - 09/2009)

Summary of 2007 Actual Purchased Gas Costs
(Total Costs)



Lige
No

14
15
16

Purtheses
Fouthwest
Quaztity . D
Rate - ¥Dth
Cost- §

Adpalachisn - Drect
Quantity - Dh
Rate - YDt
Cost-§

Appalachian - Transpost
Quantity - Dth
Rate - $/Dth
Cost-3

t von Slorage
Quantity - Dih
Rate - ¥Dth
Cost-§

Total Purchase Cost - §

Fhis: EQT Storuge Withdrawals
Quuntity - Dth
Rate - $/Dth
Cost - §

Total Commodity Cost for
Lmmediate Consumption - §

Qther Purchased Gas Costs - §
Upstream Demand Costs
Equitrans Demend Costs
Total Othor Costs - §

Total Puschased Gas Costs - §

LESS:

Capacity Relense/Standby Credits - §

Falancing Credits

Pennsylvania Division

<, 70{'—‘ d Purcl

d Gus Costs

for the Peniod October 2008 Uwough Scptember 2009

2008 2009
Oclober  November  Decemb Januwy Februwy  March Apnil May June Jul August  September Toml
() 2} 3) 4 (&)} (6} (&) (8) [} (10) an (12} un
414,114 7,753 646,323 522,527 979,344 633,999 1,261,007 195,533 0 0 0 0 4,660,602
10.34 10.65 11.04 11.30 11.26 10.98 940 9.29 9.34 941 947 9.47
4,280,099 82,597 7137998 5,904,877 1,028,948  6,959452 1851437  1,§16,9% [ ° 0 0 49,062,398
225,000 205,000 225,000 225,000 225,000 225,000 225,000 225,000 127410 98,026 87,104 155,901 2,248,441
9.51 9.79 10.14 10.37 1034 10.08 3.67 .57 2.62 868 873 8.73
2,139469 2,007,719 2282344 2,334,094 2326219  2,268844 ) 950,469 1,929,094  1,098370 850,743 760,309  L36L,600 21309274
675,000 615,000 675,000 675,000 675,000 675,000 675,000 675,000 382,500 395,250 395,250 457,500 6,970,500
9.9% 10.25 1061 10.85 10.81 10.5% 9.08 8.98 9.03 9.09 9.14 9.15
6,737,324 6302371  7,162.742  71,324074 7299523 1120655 6,128,111 6,061,474 3,453,517 3,592,457 3612994  4,18¢400 68,959,641
0 Q 0 0 0 [
* 9.00 0.00 0.00 0.00 0.00
[ 0 [] 0 0 [}
13,136,892 8,392,687 16,583,084 15,563,045 20,654,690 16348951 19,930,017 9,807,558 4551887 4443200 4373303 5546000 139,331,313
¢ 1,700,000 2,800,000 3,300,000 2,900,000 2,300,000 0 0 0 0 9 0 13,000,000
0.00 1.9987 7.9987 7.9981 7.9987 7.9987 0,00 000 0.00 0.00 0.00 0.00
0 13,597,790 22396360 26395710 23,196230 18397010 0 0 [ 0 0 0 103,983,100
13,136,892 21,990477 38.979.444 41,958,755 43850920 34745961 19,930,017 9,807,558 4,551,887 4.443,200 4373303  5.546,000 243314413
1,400,262 1,511,146  LS11,144d 1,511,144 1,511,046 1,511,144 1,400,262 1,400,262 1,400,262 1400262 1,400,262 1,400,262 17,357,551
2,610,256 3284090  3,284090 3284090 3284090 3284090 2610256 2610.236 2,610,256  2610,256 2610256 2,610,256 34,692,242
4010818 4795234 4795234 4,795,234 4795234 4795234 4010518 4010518 4010518 4010518 4,010,518 4,010,518 52049793
17,147,410 26788710 43774677 46,753,989 48646154 39,541,195 23.940,535 13813076 83562405  $4537i8 8383820 9,536,318 295364206
801,426 778,408 778,408 778,408 778408 770,400 881,428 861,426 801,426 681,428 551,426 681,426 8,522,028
360,701 607,938 878225  1,050.221 928,604 775,114 504,835 260,765 190,609 100,825 190,119 198,579 6,145,804
16,123,28) 25399364 42,118,044 44925330 46938881 37987672 22774174 12,8863884 7710359 7601467 7532275 8696513 280696286 -
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13

Equitsbie Gas Company
Pennyylvania Division

Sumnary of 2007 Actual Purchased Gas Costa

{Toiat Costs}
Deserption January Febriary Mach April May June July August September October November December Totat
[¢)) (2) (¢]] ) &)} 6) Y] (8) (84} t10) (i (12) ayn
COMMODITY
Appaiachian Purchases .
Purchases + Dth 954,181 1129312 1,276,673 641,957 839,089 1,250,729 303,976 351,994 405,739 463,234 1,016,648 1.185,668 9,869,200
Appalachian Cost 2108290 3724350 10,039.757  5.624.126 7096,600 10373803 2238361  2,509032 2,546,850  3.281.239 8.224.767 9901.751  72,688.92%
Upstream Pipeting Supply
Purchases - Dih 549,358  1,247.222 879.193 339,124 134,360 121,249 123,840 128,214 128,744 113,226 1,12),364 1,399,189 6,289,883
Total Cost 8637872 12,002,344 762431  4,37249¢ (41,221 903,136 860,861 71831 603,046 792,859 £.695028 11983337 38,307 385t
Cashin
Tows Cost {21937y 37364 ] 242,37 61976 710 3t 103,245 11,362 ¢ 776,387
Total Commodity Cost
of Purchases 10,766,161 20,698,957 18.822.187 10,369,227 7,055.379 10519412 2161,198 3222423 3,149,936 4,177,343 16941154 21,885,088 131,768,163
Storage Withdsawals « Dth 2,795,620 3,027,253 1,746,063 1,381,016 0 0 ¢ 0 0 o 566,430 585311 16,101,693
Storage Comunodity Costs 20,790,206 24,074,355  13,490.543 11,081,207 ¢ 0 0 0 0 [ 4,178,673 4,321,506 77,936,690
Storage Withdrawal Costs 28,825 34,802 18,052 9,529 [ 0 '] 0 9 *] 3,250 3,428 98,884
Total Storage Costs 20,816,031 24,109,357 13,508,595 11,090,736 0 0 0 4] 0 ] 4,183,523 4326931 78035574
Total Comunodity Cost
of Gas 31,582,192 44,808,314 32,330,782 2),459.963 7.055,379 10519412 3162198 3,222,123 3149934 4177343 20125077  26.212,019 209,803,737
Qther Purchased Ges Coxs
Demand 4,432,176 4478201 6519708 3,908,190 3,890,885 39050727 3914804 3916993 3,919,842 1923,M5 4728440 4,760,785 52,299,042
Total Current Moath Gas Cost 36,014,368 49.286 516 38 CSO|49O 25|368| 133 JOIWOIZM 15,424 484 7076002 739,16 7069 776 8101288 23853317 30,97_‘._."805 2&102,779
Gradils to PGC -
Standiy Service 239,747 239,147 239,747 219,47 239,747 239747 239,747 239,747 239,747 39,247 239,747 219,747 2.876,939
Cash Qut 400,244 224,336 436,360 18,618 395,011 (34,502) 0 ] 90,088 ] 128,140 764,240 2,923,038
OfF sysiem/Cap rcicase sharing 525,627 693,271 934,975 262,792 38,853 244,386 94,170 184,565 39,636 {140,045) 139,779 104,847 3,172,856
Balancing Credit 930973 1,173,032 680.749 536,106 236.841 181,828 186,739 185.621 199177 282,365 605,473 859,407 6,078,311
Total Credits ta PGC 1,096,590  2,130885 2291831 (077163 1,410,452 631,458 $20.658 609,931 618,648 332,067 113,038 1,968,242 150351162
Total 1307(f) Gas Cost 33917778 45933630 16, SS8658 24,290,890 9535813 14793026 6535346  6.529,184 6451129 7719228 24,740,379  29,004,56) 247051618
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Exhibit JLC-7

Comparison Index of TETCO and NYMEX



Exhibit JC: Comparision of Tetco and NYMEX
TETCO NYMEX  NYMEX- TETCO

Jan-96 $ 205 § 345 % 1.40
Feb-96 $ 182 § 234 % 0.52
Mar-96 $ 196 $ 275 % 0.79
Apr-96 $ 223 % 278 § 0.55
May-96 $ 213 § 221§ 0.08
Jun-96 3 225 § 236 % 0.11
Jul-86 3 256 % 265 § 0.09
Aug-96 $ 219 § 232 § 0.13
Sept-96 $ 169 § 185 § 0.16
Oct-96 3 173 % 183 3 0.10
Nov-96 $ 261 § 265 § 0.04
Dec-96 $ 369 $ 390 § 0.21
Jan-97 3 392 § 400 % 0.08
Feb-97 % 275 § 299 § 0.24
Mar-97 $ 163 § 1.78 § 0.15
Apr-97 $ 173 $ 181 § 0.08
May-97 $ 203 § 212 § 0.09
June-97 § 220 $§ 235 § 0.15
Juy-97 $ 206 $§ 215 § 0.09
Aug-97 $ 210 § 216 § 0.06
Sept-97 $ 245 § 252 % 0.06
QOct-97 $ 293 § 335 § 0.42
Nov-97 $ 317 & 327 § 0.10
Dec-97 $ 238 $ 258 $ 0.20
Jan-98 $ 216 $ 231 § 0.15
Feb-98 $ 192 § 200 $ 0.08
Mar-98 $ 216 $ 229 § 0.13
Apr-98 $ 222 § 230 % 0.08
May-98 $ 221 % 226 $ 0.05
June-98 $ 195 % 202 9 0.07
July-98 $ 228 § 236 § 0.08
Aug-98 $ 188 § 194 § 0.06
Sept-98 $ 154 § 167 $ 0.13
Qct-98 $ 195 § 203 § 0.08
Nov-98 $ 191 § 197 § 0.06
Dec-98 $ 203 § 215 § 0.12
Jan-99 $ 168 $ 177 % 0.09
Feb-99 $ 174 § 181 § 0.07
Mar-99 $ 156 § 167 % 0.1
Apr-99 $ 181 % 185 § 0.04
May-99 $ 229 § 235 § 0.06
Jun-99 $ 215 § 223 % 0.08
Jul-99 $ 220 $ 226 § 0.06
Aug99 $ 253 § 260 $ 0.07
Sep-99 $ 279 § 291 % 0.12
Oct-99 $ 242 §$ 256 $ 0.14
Nov-99 $ 294 § 309 § 0.15
Dec-99 $ 203 §$ 212§ 0.09
Jan-00 $ 227 % 234 % 0.07
Feb-00 $ 254 % 261 § 0.07



Exhibit JC: Comparision of Tetco and NYMEX
NYMEX- TETCO

Mar-00
Apr-00
May-00
Jun-00
Jul-00
Aug-00
Sep-00
Oct-00
Nov-00
Dec-00
Jan-01
Feb-01
Mar-01
Apr-01
May-01
Jun-01
Jul-01
Aug-01
Sep-01
Oct-01
Nov-01
Dec-01
Jan-02
Feb-02
Mar-02
Apr-02
May-02
Jun-02
Jul-02
Aug-02
Sep-02
Oct-02
Nov-02
Dec-02
Jan-03
Feb-03
Mar-03
Apr-03
May-03
Jun-03
Jul-03
Aug-03
Sep-03
Oct-03
Nov-03
Dec-03
Jan-04
Feb-04
Mar-04
Apr-04

PP PO PP PP A PBPAP P PP DD PR R P NN A NN

PO P YN

TETCO

2.54
2.81
3.00
4.28
4.24
3.70
4.46
5.13
435
5.86
9.83
6.02
4.79
5.21
473
3.61
3.07
3.06
2.2
1.75
3.08
2.22
2.50
1.94
2.31
3.32
3.25
3.26
3.15
2.85
3.156
3.58
4.05
4.05
468
5.45
9.00
5.02
4.97
5.82
5.18

4.82
432
4.34
474
6.03
546
493
5.21

AP PP DOBPOPDPREBOHNRPNDADADPLRADOPDADODDAAADARORNRNAL NN NP N PR PN A

NYMEX

2.60
2.90
3.08
4.41
4.37
3.66
4.62
5.31
4.54
6.02
9.98
6.29
5.00
5.38
4.89
3.74
3.18
3.17
2.30
1.83
3.20
2.32
2.56
2.01
2.39
3.47
3.32
3.42
3.28
2.98
3.29
3.69
4.13
4.14
499
5.66
9.13
5.15
5.12
595
5.29
4.69
493
443
4.46
4.86
6.15
5.78
5.15
5.37

PO PODPADOPAODPAPPRAPADPADPARADPARDPARPARPRODAPRPAPLROBALNPAPADNAD L PO RO P NN PN NP

0.06
0.09
0.09
0.13
0.13

(0.04)
0.16
0.18
0.19
0.16
0.15
0.27
0.21
0.17
0.16
0.13
0.11
0.11
0.09
0.08
0.12
0.10
0.06
0.07
0.08
0.15
0.07
0.16
0.13
0.13
0.14
0.11
0.08
0.09
0.3
0.21
0.13
0.13
0.15
0.13
0.11
4.69
0.1
0.11
0.12
0.12
0.12
0.32
0.22
0.16



Exhibit JC: Comparision of Tetco and NYMEX
TETCO NYMEX  NYMEX-TETCO

May04 $ 580 $ 594 § 0.14
Jun-04 $ 668 $ 6.68
Jul-04 $ 6.14 § 6.14
Aug-04 $ 605 § 6.05
Sep-04 $ 488 § 508 § 0.20
QOct-04 $ 556 $ 572 $ 0.16
Nov-04 $ 734 % 763 § 0.29
Dec-04 3 758 $ 798 § 0.40
Jan-05 $ 579 § 621 $ 042
Feb-05 $ 581 § 6.29 § 0.48
Mar-05 $ 597 % 630 % 0.33
Apr-05 $ 714 § 732 % 0.18
May-05 $ 652 § 6.75 § 0.23
Jun-05 $ 588 $§ 6.12 § 0.24
Jul-05 $ 6.78 $ 6.98 $ 0.20
Aug-05 $ 743 % 765 § 0.22
Sep-05 $ 1029 $ 1085 § 0.56
Oct-05 $ 1260 § 1391 § 1.31
Nov-05 $ 1205 $ 1383 § 1.78
Dec-05 $ 863 $§ 1118 § 2.55
Jan-06 $ 933 $ 1143 § 2.10
Feb-06 % 727 § 8.40 § 143
Mar-06 $ 670 § 711 § 0.41
Apr-06 $ 657 $ 723 § 0.66
May-06 $ 6.65 $ 720 §$ 0.55
Jun-06 $ 556 § 593 § 0.37
Jul-06 $ 562 $ 589 § 0.27
Aug-06 $ 671 § 7.04 § 0.33
Sep-06 $ 638 §% 682 0.44
Oct-06 $ 3.78 § 420 § 0.42
Nov-06 $ 676 $ 715 § 0.39
Dec-06 $ 746 % 832 § 0.86
Jan-Q7 $ 556 §$ 584 § 0.28
Feb-07 $ 653 $ 692 §$ 0.39
Mar-07 $ 694 §$ 755 % 0.61
Apr-07 $ 697 § 756 % 0.59
May-07 $ 747 % 751 $ 0.34
Jun-07 $ 724 § 759 §$ 0.35
Jul-07 $ 661 $ 693 §% 0.32
Aug-07 $ 578 § 6.11 § 0.33
Sep-07 $ 515 § 543 § 0.28
Oct-07 $ 6.06 $ 642 § 0.36
Nov-07 $ 688 $ 727 % 0.39
Dec-07 $ 651 § 720 § 0.69
Jan-08 $ 683 $§ 717 § 0.34
Feb-08 $ 766 $ 800 § 0.34
Mar-08 $ 846 % 8§93 § 0.47
Apr-08 3 g11 § 958 § 047
May-08 $ 1075 $ 1128 § 0.53
Jun-08 $ 1116 § 1192 § 0.76



Exhibit JC: Comparision of Tetco and NYMEX
TETCO NYMEX  NYMEX-TETCO

Jul-08 $ 1264 $§ 1311 $ 0.47
Aug-08 $ 879 $§ 922 % 043
Sep-08 $ 770 $ 839 § 0.69
Oct-08 $ 653 $§ 747 § 0.94
Nov-08 $ 566 $§ 647 $ 0.81

$ 0.43



Exhibit JLC-8

Docket No. R-2008-2021160

Equitable Gas Company’s
Attachment 1 to Item 53.65(1)



Equitable Gas Company
Attachment 1 to ltem 53.65(1)

Appalachian Gas

Equitable
Energy LLC Equitable Equitable (a)
{Equitrans Energy LLC Energy LLC Market
Term ~__Delivered) (OT1) {TCO) Price
($/Dth) ($/Dth) ($/Dth) ($/Dth)
February 7, 2007 9.05 n/a
February 15 10.455 10.455
July 1 6.935 6.935
August 7.98 (b) 6.43
Seplember 7.08 {b) 5.81
October 31 7.40 7.235
December - 7.553 ‘ 7.69

(é.) Prices listed for purchases made on the first day of the month are based on
Inside FERC's Gas Market Report. Prices listed for purchases made after the

first of the month are based on the Gas Daily Midpoint and represent actual fiow dates.

(b.) Prices listed were triggered prior to actua! month in which the gas flowed and were
reflective of market conditions at that time.
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HAVE YOU PRESENTED TESTIMONY IN THIS PROCEEDING?

Yes. I presented direct testimony on behalf of the Independent Qil and Gas
Association of Pennsylvania (“IOGA”™) and Hess Corporation (“Hess”).

ON WHOSE BEHALF ARE YOU SUBMITTING THIS SURREBUTTAL
TESTIMONY?

I0GA.

WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?

My surrebuttal testimony will respond to much of the rebuttal testimony of
Equitable Gas Company (“Equitable” or “Company”) witness Dalena regarding
the value of locally produced gas to the customers of the Company, as well as Mr.
Feingold’s reliance on FERC’s standards for assigning costs to shippers.

WHAT STANDARDS DOES MR. FEINGOLD RELY UPON TO SUPPORT
HIS COST ALLOCATION TO PRODUCERS?

Mr. Feingold relies upon FERC standards. But, if one does closely examine the
FERC comments that are cited by Mr. Feingold they support IOGA’s position —
not his. He claims that FERC has a position that the costs of transporting natural
gas should be assigned to the “shipper.” The shipper in the case of local

production delivered into the gathering system is Equitable when the gas is

purchased by Equitable, and it is the end user transportation customer when the
gas is purchased by a marketer on behalf of the transportation customer. In both
cases, title to the local gas passes to the purchaser as soon as it is delivered into
the gathering facilities. In both instances, Equitable already charges a rate for
transportation — the distribution rate. So, even according to Mr. Feingold,
gathering facility costs should be assigned to and paid by end user customers, not

the gas sellers.
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WHAT IS THE MAIN THEME OF MR. DALENA’S REBUTTAL
TESTIMONY?

The areas of Mr. Dalena’s rebuttal that address my testimony had a very
consistent theme of “Pennsylvania-produced gas is the highest cost and least
desirable gas supply from Equitable’s perspective.” This theme is exactly the
opposite of what Equitable has been testifying to for years in their annual
purchased cost gas (“PGC”) rate proceedings, and is also opposite of what Mr.
Dalena himself testified in the 2006 failed acquisition attempt.

WHAT DOES MR. DALENA SAY ABOUT EQUITABLE’S GATHERING
FACILITY INVESTMENTS?

On page 4 of his testimony rebuttal testimony, Mr. Dalena claims that Equitable
has invested $19 million in improvements on gathering system pipelines that are
designed to bring local Pennsylvania gas to market.

IS THIS AN ACCURATE PORTRAYAL?

No. Mr. Dalena is incorrect in stating that $19 million was spent entirely on the
gathering system pipelines. The response to data request IOGA I-1 (Exhibit JLC-
5) in IOGA’s complaint case points out that many of the improvements were
classified to transmission and distribution facilities accounts. From the years
2000-07, $3.6 million of improvements were made that were classified as
gathering. Those improvements do not enable producers to move their gas to off-
system markets, that is, to access a wide variety of purchasers of natural gas
available through connections with an interstate pipeline system. The response to
data request [IOGA II-1 (Exhibit JLC-5) in the base rate case states that “for the
calendar years 2005, 2006, and 2007, all of the gas entering Equitable’s gathering

facilities, net of lost and unaccounted for gas and compressor fuel was delivered

-2
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to customers of Equitable Gas.” Those gathering system improvements Mr.
Dalena references were made so that Equitable was able to obtain additional
Pennsylvania production gas for one market, the system supply of the Equitable
Gas distribution utility. This h.35 been a benefit to the customers of Equitable

Gas.

WHAT WAS THE SOURCE OF THE FUNDS FOR THOSE
INVESTMENTS?

Mr. Dalena’s testimony gives the impression that Equitable altruistically invested
$19 million of is own money, but that is not accurate. The response to IOGA IV-
3 (Exhibit JLC-5) shows that in 2007 alone Equitable collected $5,169,989 from
producers under Rate AGS. In the years that Rate AGS has been in effect (since
2003) the Company has collected their investment from the gas producers to pay
for these piping improvements, according to Mr. Rafferty’s rebuttal testimony.

WHAT DOES MR. DALENA SAY ABOUT THE NATURE OF
PENNSYLVANIA PRODUCED GAS?

On page 6, Mr. Dalena expresses his opinion that Pennsylvania produced gas
cannot be a substitute for Southwest gas delivered to Equitable through their
pipeline affiliate Equitrans.

DO YOU AGREE?

No. Data provided by the Company illustrate that Pennsylvania produced gas has
been increasing as a portion of the Company’s system supply, while Southwest
gas has been decreasing as a portion of the Company's system supply. This is
what I mean when I say that Pennsylvania produced gas has been a substitute or

replacement for Southwest gas.
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HOW DOES PENNSYLVANIA PRODUCTION FLOW ON EQUITABLE’S
SYSTEM?

On page 6 of his testimony, Mr. Dalena states that Pennsylvania gas flows evenly
on a continuous basis and is not decreased in the summertime and increased in the
wintertime when customer demand increases.

IS HIS TESTIMONY ACCURATE?

No. As evidenced in the Company’s 2008 1307f filing (Docket Number R-2008-
2021160) Item 53.64 (c) (a), Section L, Part D, Sheet 2 of 4 and Section I, Part B,
Sheet 2 of 6 (Revised) (Exhibit JLC-6), the seasonality of Pennsylvania gas is
clear. The Summary of 2007 Actual data shows the three summer months of
June, July and August for total Appalachian purchases to be 1,906,699 Dth and
the three winter months of December, January, and February to be 3,269,161 Dth.
That illustrates a summer decrease of 41%. In their 2008 Estimate the
Appalachian Direct was broken out from the Total Appalachian volumes. The
three summer months total 214,612 Dth compared to the three winter months of
675,000 Dth, which is an even greater summer decrease of 69%. Another
illustration is demonstrated in Equitable’s response to OCA I-21 (Exhibit JLC-5)
which I am including along with my Exhibit JLC-7 based on that data. The flow
of Pennsylvania gas, similar to Southwest gas is increased in the wintertime to
supply the greater customer demands due to seasonal heating requirements. Mr.
Dalena’s contention that Pennsylvania gas flows evenly on a continuous basis is
just plain wrong.

YOU MENTIONED EARLIER THAT MR. DALENA’S TESTIMONY IS

THAT PENNSYLVANIA GAS IS HIGHER COST THAN INTERSTATE
GAS. WHAT IS MR. DALENA’S SUPPORT FOR THIS POSITION?
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Mr. Dalena has constructed an exhibit that purportedly illustrates that the cost of
Pennsylvania produced gas is higher than the cost of interstate gas that flows
through Equitable's affiliate

WHAT IS YOUR RESPONSE TO THIS EXHIBIT?

There are many fallacies contained in this exhibit and in my opinion purported
conclusions are not valid. Mr. Dalena has constructed his exhibit by not
describing the aggregate cost of gas supplies and selectively choosing data from a
moment in time that illustrates the point he is trying to make. Such data is not
representative of the actual situations which Equitable has experienced over
several years in terms of the cost of their system supply gas. My first comment
on this exhibit is that it is exactly a snapshot in time. Mr. Dalena selected October
2008 as the basis for the price data he cites to construct his comparison. Such a
snapshot is totally inappropriate for a comparison of the gas supply costs of the
Equitable system. A review of PGC data illustrates clearly that for several years
interstate gas supply was the more expensive source of gas compared to
Pennsylvania production.

My second comment is that the starting point for the comparison, the
index or purchase price of gas, is not a fair starting point. In the Pennsylvania
Appalachian case and the Equitrans Gathering examples Mr. Dalena selected the
Nymex settled price of October 2008 was $7.472/Dth. For the Interstate example
Mr. Dalena selected the TETCO East Texas Index of $6.53/Dth. One can see that
the spread between these two numbers is $0.94. However, if a dozen year history
of this data is examined as I did in my Exhibit JLC-7, one can see that the average

difference is not $0.94, but instead $0.43. This indicates that there has been no
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significant change in the historic price differential to warrant the logical result of
Mr. Dalena’s testimony: that Equitable should be buying all Southwest gas to
serve its customers. It seems Mr. Dalena has deliberately picked his month of
comparison at an extreme point which skews the result. In fact, the difference in
the two indices has not been that great since February 2006. Mr. Dalena’s
comparison is not valid.

My third comment is that Mr. Dalena’s assumption of a lost and
unaccounted for factor for Pennsylvania Appalachian of 10% to 20% is arbitrary
and overstated. He used tariffed retainage amounts in the Interstate examples of
5.8% on TETCO and 3.7% on Equitrans. His 10% to 20% numbers for
Pennsylvania Appalachian are not part of any tariff and not contained in the
current local production contracts as an acceptable retainage percentage, but
merely amounts submitted in this proceeding while Equitable had submitted an
LUFG study in its 2008 PGC proceeding (which was pending after Equitable
made its base rate filing) supporting its tariffed retainage of 6% and 8% for
transportation customers (Rule 11.4).

WHAT IS THE COST OF PENNSYLVANIA PRODUCTION IN MR.
DALENA’S EXHIBIT?

Mr. Dalena assumed an $0.89/dth gathering cost for Pennsylvania Appalachian
gas. But this is not appropriate because it includes the sunk cost of the gathering
investments at the full proposed rate increase. See IOGA responses to Equitable
11-10 and 11-64 (Exhibit JLC-5). Clearly $0.89 grossly exaggerates the cost of
Pennsylvania gas, which is the deception that Mr. Dalena was attempting.

WHAT IS A MORE RELIABLE COMPARISON OF THE COST OF
PENNSYLVANIA GAS AND SOUTHWEST GAS?

-6-
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A more reliable comparison of the data would use the true costs of interstate gas
and Pennsylvania produced gas. The data from Equitable Gas’ 2008 PGC
proceeding would be a more reliable indicator because that data encompasses the
gas supply costs for the entire year. Looking at my exhibit of data from the
Company’s 2008 PGC filing (Docket Number R-2008-2021160), Item 53.64 (c)
(a), Section I, Part D, Sheet 2 of 4 and Section I, Part B, Sheet 2 of 6 (Revised)
(Exhibit JLC-6), it can be seen that Pennsylvania produced gas is actually less
expensive than interstate gas. I used this exhibit earlier to illustrate the
seasonality of local production. Now I am using the Company’s exhibit to
demonstrate the lower cost of Pennsylvania gas. Using 2007 Actual data and
calculating the Appalachian purchase cost by dividing $72,688,925 by 9,869,200
Dth results in $7.36/Dth. The southwest purchases for that period were
$58,302,851 divided by 6,289,883 Dth which results in $9.26/Dth.

Looking at what the Company calls “Estimated Purchased Gas Costs” for
2008-2009, which includes the month of October 2008 used in Mr. Dalena’s
exhibit, similar calculations are:

— Appalachian Direct: $21,309,274 / 2,248,441 Dth = $9.47/Dth

— Appalachian Transport: $68,959,641 / 6,970,500 Dth = $9.89/Dth

— Southwest: $49,062,398 / 4,660,602 Dth = $§10.52/Dth
So if one looks at commodity costs it is clear from the Company’s own evidence
that local Pennsylvania gas is less expensive Southwest gas. This is why the

Company has consistently testified in their PGC cases that local gas is beneficial
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to their customers and why the Company continues to expand its purchases of
local gas.

WERE YOU ABLE TO CONSTRUCT A SIMILAR COMPARISON USING
MONTHLY DATA?

Yes. The data contained in the response to the PGC data request OCA I-1 was
examined. I have included that data request and the data tables as an exhibit. I
have added the average numbers at the bottom of each of the three categories of
gas supply. The price relationships remain the same with the highest cost being
Southwest at $9.92/Dth, then Appalachian Transport at $3.56/Dth, and the lowest
being Appalachian Direct at $9.13/Dth.

ARE THERE OTHER COSTS INVOLVED?

Yes. There are the expensive upstream demand charges.

WHAT ARE THE DATA FOR THOSE CHARGES?

From the same PGC filing, looking at the Actual costs for 2007 the Demand is
listed as $52,299,042 and the 2008-2009 Estimate is $52,049,793. The Estimate
costs are actually broken down in the Company’s table into “Upstream Demand
Costs” and “Equitrans Demand Costs”.

WHAT ARE EACH OF THOSE COSTS?

The Upstream Demand costs, which are the costs of the TETCO Pipeline, are
$17,357,551, and the Equitrans costs are $34,692,242. So the affiliate pipeline
demand costs are approximately twice the non-affiliate costs.

WHERE DOES THE TETCO PIPELINE ORIGINATE?
That pipeline brings gas from Texas up to Pennsylvania, approximately 1,200

miles.
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WHERE DOES THE EQUITRANS PIPELINE ORIGINATE?

That pipeline brings gas from West Virginia to Pennsylvania, approximately 200
miles.

DOES EQUITABLE AGREE WITH 10GA THAT PENNSYLVANIA
PRODUCTION IS A NECESSARY PART OF ITS SUPPLY FOR ITS
CUSTOMERS?

No. On page 9 Mr. Dalena states that if Pennsylvania production were to -
disappear tomorrow or return to the level of 10 years ago, that the customers of

Equitable gas would be unaffected.

WHAT IS YOUR RESPONSE TO THIS TESTIMONY.

Mr. Dalena’s comments reverse a long-standing company position and is not
consistent with the data shown above. This is the first time anyone from Equitable
has expressed the thought to not incorporate Pennsylvania produced gas in its gas
supply plan. Traditionally, Equitable’s supply strategy has included using
Pennsylvania produced gas, and this has increased over the pasf years. In the
2008 PGC case, which was pending when Equitable filed its base rate case,
Company witness Wiggers stated: “I would expect the percentage of supply from
other Appalachian sources to continue to increase during the next several years
and the percentage form the Southwest production area to decline accordingly.”
(Equitable St. No. 3, p. 8, lines 3-6).

MR. DALENA CITES A 100 YEAR PERIOD WHERE EQUITABLE DID

NOT OPERATE WITH PENNSYLVANIA PRODUCTION. IS THIS
ACCURATE?

No. Historically Equitable operated gas wells, and in fact still does have
operating gas wells which they own and produce gas for use on their system.

They have always had Pennsylvania production as part of their gas supply mix.

-9-
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DOES MR. DALENA SAY ANYTHING ABOUT THE RELIABILITY OF
PENNSYLVANIA GAS?

Yes. On page 9 Mr. Dalena acknowledges that Pennsylvania Gas is relatively
reliable.

WHAT VALUE DOES THIS STATEMENT HAVE?

According to the PGC testimony provided by Equitable witnesses, the reliability
of Pennsylvania gas is desirable and has value. Mr.lWiggers states: “Multiple
pricing options have enabled the Company to encourage the development of new
supplies while attempting to reduce price volatility and operational uncertainties
that have been customary within the natural gas industry.” (Equitable St. No. 3,
p. 6, lines 21-23),

WHAT IS THE PURPOSE OF PENNSYLVANIA GAS ON EQUITABLE’S
SYSTEM?

According to Mr. Dalena (p. 11), Equitable’s baseload demand is entirely satisfied
by the purchase of local Pennsylvania gas.

IS THIS STATEMENT ACCURATE?

No, it is not. Reviewing PGC data it can be seen that the baseload demands of
Equitable are met in part with Pennsylvania produced gas, but not exclusively.
Examining the 2007 actual data it can be seen that the summer load for July,
August and September totaled 1,061,659 Dth from Appalachian Purchases or
73.5% of the total and 382,598 Dth from Upstream Pipeline Supply or 26.5% of
the total. The Company did not break out the data in their exhibit but has testified
elsewhere that Appalachian Purchases consist of Appalachian Direct

(Pennsylvania gas) and Appalachian Transport (gas that flows through Equitrans).

-10-
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In fact, there is still room for growth of Pennsylvania based gas provided on a
continuous year around basis.

ON PAGE 12 MR. DALENA EXPLAINS THAT IT WAS THE
COMPANY'S VIEW THAT THEIR INVESTMENT IN GATHERING
SYSTEM IMPROVEMENTS WOULD BE RECOVERED BY

REDUCTIONS IN PGC GAS COSTS. DOES NOT THIS TESTIMONY
SUPPORT YOUR POINT?

Yes, the Company clearly believed that increased use of local gas production
would result in savings of interstate pipeline costs for customers.

WHO SHOULD BEAR THE EXPENSE OF LOST AND UNACCOUNTED
FOR GAS?

In the case of the Apollo acquisition it should clearly be borne by the shareholders
of Equitable Resources. If Equitable was lax on their due diligence associated
with this piping acquisition, as Mr. Dalena seems to acknowledge indirectly, they
should not be permitted the safety net of having customers or producers pay an
extraordinary amount to improve this leaky system or to pay for an extremely
high LUFG charge. At the time of acquisition, Equitable stated they were not
going to recover any acquisition costs associated with this system. Just because
several years have passed and Equitable allegedly has only recently leamned of the
mistakes they made in their assessment prior to purchase, this does not create a
justification for attempting to recover such costs now from customers or
producers. The leaky pipes would have been evident in 1999 when the system
was operating at 8 psig. Equitable’s position that they did not know how leaky
those pipes were until the operating pressure increased is a transparent excuse for
not making the necessary repairs when they should have and a transparent after

the fact rationalization to support putting the LUFG costs on producers.

-11 -
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ONCE GAS PRODUCERS HAVE DRILLED A WELL THAT BECOMES
CONNECTED TO THE EQUITABLE SYSTEM, DO THEY HAVE A
STRONG NEGOTIATING POSITION WITH RESPECT TO CHARGES
EQUITABLE MAY ASSESS THEM IN THE FUTURE?

No. This is best evidenced by Mr. Dalena's testimony on page 16, line 14, where
he disputes Ms. Burgraff’s testimony that under Equitable’s proposal gathering
costs will become PGC “gas costs” by firmly stating “unequivocally this will not
happen. If producers were to demand such a price (that includes increased
gathering costs), Equitable would simply refuse to buy the gas as Equitable has
many other supply options.”

ON PAGE 17 MR. DALENA STATES THAT YOU DID NOT PROVIDE

ANY PROOF THAT PENNSYLVANIA GAS WAS LOWER COST. DOES
SUCH PROOF EXIST?

Yes. With the many years of Company PGC filings, I was surprised when I read
Mr. Dalena’s comment because I did not expect the Company to do a complete
reversal of its position regarding the attractiveness of Pennsylvania gas and its
cost advantages. The proof which I relied on is the Company’s testimony and
exhibits in their PGC cases. My surrebuttal testimony contains many references
and exhibits from the 2008 PGC case.

ON PAGE 19 MR. DALENA CITES A SECTION OF THE

PENNSYLVANIA CODE. WHAT IS THE RELATIONSHIP OF THAT
SECTION IN THIS PROCEEDING?

I am not sure. In my direct testimony I cited the sections from Chapter 60 that
addressed development of local Pennsylvania gas. Section 60.1 specifically
states: “The development of Pennsylvania natural gas should be promoted,
because it will achieve benefits that accrue to gas utilities and their customers.”

That is clearly addressing local gas production. Section 60.2 states: “The tariff

-12 -
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may not unreasonably restrict Commonwealth natural gas producer access to gas
utility facilities.” Mr. Dalena cites a section that refers to natural gas
transportation customers, which is really not a topic that I addressed in my direct
testimony, except when discussing the Agency program, and otherwise is not
involved in this case.

ON PAGE 19 MR. DALENA CLAIMED THAT EQUITABLE DOES NOT
PURCHASE GAS FROM ITS AFFILIATE AND OFFERS THAT AS AN
INDICATION THAT EQUITABLE RESOURCES WILL NOT ACT IN ITS

FINANCIAL SELF-INTEREST IF AN OPPORTUNITY AROSE. IS HIS
STATEMENT CORRECT?

No. It is wrong on both claims. Equitable does indeed buy gas from its affiliate as
described in Attachment 1 to Item 53.65(1) in the 2008 PGC filing (Exhibit JLC-
8). My direct testimony was describing actions that Equitable Resources could
take prospectively, and one of those actions is purchasing gas from their
production or marketing affiliates. Equitable Resources’ presentations to the
financial community have stressed their role as a production company and
downplayed their role as a regulated public utility.

MR. DALENA CLAIMS ON PAGE 20 TO HAVE “DEMONSTRATED
THAT THESE INTERSTATE DELIVERED GAS VOLUMES UNLIKE

PENNSYLVANIA PRODUCTION ARE TRULY LOW COST.” WAS THIS
DEMONSTRATED?

No. I already discussed Mr. Dalena’s contrived exhibit. That one self-serving
example does nothing to refute years of evidence in the Company’s own PGC
filings. Those filings state clearly that Pennsylvania production is their low cost
gas source. Mr. Dalena should also reread my direct testimony where I cite his
coworker, Mr. Quinn, who states: “Equitable also believes that a benefit will exist

for residential, commercial, and industrial distribution customers of Equitable if

-13-
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Pennsylvania production can be acquired and transported to Equitable’s
distribution system at prices less than city gate delivered interstate natural gas
supply.” (Equitable Response to IOGA I-28).

FINALLY ON PAGE 21 MR. DALENA TAKES ISSUE WITH YOUR
COMMENT THAT ONCE A PRODUCER DRILLS A WELL THAT IS
CONNECTED TO EQUITABLE’S SYSTEM THAT THEY ARE CAPTIVE
TO THE SYSTEM. HOW DOES HE REFUTE YOUR CLAIM?

In his response, Mr. Dalena does not address my points regarding producers

having no negotiation capability once they are hooked into the Equitable system.

Perhaps this is because he already laid out his “negotiation” technique earlier
when he pointed out that Equitable could simply not buy Pennsylvania producer
gas as they have many other supply options.

PLEASE SUMMARIZE YOUR RESPONSE TO MR. DALENA’S
TESTIMONY CONCERNING PRODUCER ISSUES.

Mr. Dalena’s claims that Pennsylvania gas is the high cost supply source of
system gas is the opposite of what the Company has been stating in their PGC
filings for years. It is a contradiction of Company witness sworn testimony,
including Mr. Wiggers, the Director of Gas Supply, and Mr. Quinn, the Vice
President of Marketing and Rates. Lastly, it is in conflict with Mr. Dalena’s own
swom testimony. In the failed acquisition case in 2006, when Mr. Dalena was
asked about the impact of the merger on the natural gas supply market, he stated
that the Company believed that “the combination of the two companies will
increase access to locally produced direct feed gas.” He goes on to extol the
benefits of Pennsylvania gas by testifying that: “Natural gas fed directly into our
distribution system allows NGSs to reduce their need to contract for more

expensive upstream pipeline capacity.”

-14-



Pennsylvania gas has long been recognized by the Commission as a
desirable and reliable component of gas supply for the customers. The Company
should not be permitted to institute new, higher charges for obtaining local gas
because that disadvantages the customer. The Company should stand by its
testimony in other regulatory proceedings and develop additional capabilities to
bring local gas to customers so that all can benefit.

DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

Yes, but I reserve the right to respond in oral rejoinder to other parties’ surrebuttal

testimony concerning the issues addressed in my surrebuttal.

-15-



Exhibit JLC-5

Equitable’s Responses to:
Docket No. C-20066800
IOGA I-1
Docket No. R-2008-2029325

IOGA I-3

I0OGA I-28
IOGA III-1
IOGA IV-3

Docket No. R-2008-2021160

OCAI-1
OCA I-21
OCA III-1

IOGA’s Responses to Equitable:
Docket No. R-2008-2029325

Equitable II-10
Equitable I1-64




Bqultable Gas Company
Summary of Capital- Expendiiures 2000 - 2007

10GA-1-1
[FERC Acet | ) Description [ 2000 2001 2002 2003 2004 2005 2006 2007 Totsl |
NATURAL GAS PRODUCTION & GATHERING PLANT
325.1  Producing Lands 2,365 2,365
3252  Producing Leascholds -
3253  GasRights 3,861 3.861
3259 Rights of Way 2228 2,228
3255 Other Land and Land Rights. 551 551
326" Other Ptant and Miscelluncous Equipment -
327 Ficld Compressor Station Structures 1,317 56,099 $7,416
328 Field Mcrsuring & Regulating Station Structures 9,872 9,872

329 Other Structuces .
330 Producing Gas Wetls-Weil Construction -
331 Producing Gas Wells-Well Equipment -
332 Ficld Lines 1,342 224,607 - - 414,405 - 1,305,146 944,893 2,590,393

333 Field Comp Station Equip - - - . 3,575 - 618,731 - 622,306
334 Field Measuring & Regulating Station Equip 59,477 59,477

335 Drilling & Cleaning Equipment -
36 Purification Cquipment -

337 Other Equipment 598 598
338 8 ful Exploration & Develop Cosls -
Total Natural Gas Production & Gatbering Plant 1,342 224,607 - - 429,169 . 2,049,056 944,393 3,649,067
TRANSMISSION PLANT

365.1  Land snd Land Rights
3652  Rightsof Way

366 Su and Imp
367 Mains . 48,956 . 2,884,100 . 9.138 - 358603 3,300,798
368 Comp Station Equip 155,747 458443 1,917,936 2,157.282 700,396 1964225 60036 7,714,064

369 Muaspring and Regulating Station Equipment 19,124 4,481 - 19,193 5327 5,804 (8,044)  (148,029) (102,142)

370 Commumication Equipment -

mn Other Equipuvent -
Totad Transmission Plant 474,869 53437 458,443 4,821,229 162,608 715338 1,956,181 270615 10,512,720

DISTRIBUTION PLANT
374 Land & Land Rights -
375 Structures snd Imp 8
376 Mains 166,795 198325  [58.471 446001 246,241 2275662 - - 3491495

i Comp Station Equipment



Docket No. R-2008-2029325
Item: I0GA-1-3

Respondent: Thomas P. Wiggers
Position: Director, Gas Supply

EQUITABLE GAS COMPANY
Response to Interrogatories of the ,
Independent Oil and Gas Association of Permsylvania

Item:  [0GA3

(a) Please list the number of customers currently using Rate AGS and provide the
information in a tabular format listing customers by number (not name) separating the

customers into the following categories: producer, end user, marketer, other. Please
provide the information in Excel format.

(b) For each customer listed in (a), please list next to the customer the rate currently
being paid by the customer. If the customer is paying a discounted rate (i.e., a rate less
than the highest rate currently being charged) please provide the reason for the discount
next to the rate. If the reason is a competitive alternative, Jist the distance of the
alternative pipeline and the name of the pipeline’s owner (i.., Dominion Peoples, 1
mile, etc) that the customer could use. If the reason for the dsscount rate is oot a
competitive alternative, explain why a discount is being offered.

() For each customer listed in (2), adding onto the schedule prepared in (b) add
another column showing the level of shrinkage (or retainage) being charged by customer.
If the retainage rate for a customer is less than the maximum amount currenﬂy being
charged under Rate AGS please also explain why the customer is receiving a discount
from maximum retainage charged.

Response:

Please see the attached for a list of the current gathering and retainage charges being
assessed to Rate AGS customers. All Rate AGS charges are negotiated. The agreements
related to the attached are confidential and are in possession of each IOGA member who is
a party to the agreement. The agreements could be made available to counsel on a limited

and confidential basis pursuant to terms of an appropriate confidentiality agreement and
protective order,



EQUITABLE GAS COMPANY

Response to Interrogatories of IOGA

Customer

Type

Number

Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer
Marketer

- -
& ) &
<\ N >Nt

NNE ANl

-
©w

- Phoeh wd N e e e A N 0N

Rate

Docket No. R-2008-2029325

Gathering Retainage

$

0.1400
0.2500
0.3000
0.3500
0.4000
0.5000
0.5000
0.2500
0.3000
0.3500
0.4000
0.4500
0.4656
0.5000
0.2500
0.3000
0.3500
0.4000
0.4500
0.4656
0.4756
0.4791
0.6500
0.1656
0.2500
0.3000
0.3500
0.4500
0.4656
0.4657
0.4791

P APANRNAADDAPDAANDNARADPADNANDAPAARPP A ARG

$ 0.5000

$ 0.5500
$ 1.0000
$
$ 0.4656

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.00%
5.00%
5.00%
5.00%
5.00%
6.00%
5.00%
5.00%
5.40%
5.40%
5.40%
5.40%
5.40%
6.68%
6.68%
6.68%
7.50%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
6.68%

item: IOGA--3



Docket No. R-2008-2029325

Itemn: JOGA-I1-28

Respondent: John M. Quinn

Position: Vice President, LDC Rates and Gas Supply

EQUITABLE GAS COMPANY
. Response to Interrogatories of the
Independent Oil and Gas Association of Pennsylvania

Item: 10GA-1-28

Does Equitable view its gathering system as 2 benefit to its ratepayers? Please explain.
- Response:

Equitshle views its gathering system as a benefit to its ratepayers. Customers receive
natural gas service directly from gathering lines (service from field lines). Absent
Equitable’s service from field lines, distribution service line extensions, for the most part,
would be umeconomic and therefore, many customers would be denied natural gas service.

Equitable also believes that a benefit will exist for residential, commercial, and industrial
distribution customers of Equitable if PA production can be acquired and transported to
Equitsble’s distribution system at prices less than city gate delivered interstate natural gas
supply. Producers who use the gathering system to bring their gas to. market also benefit
from the gathering system.



Docket No. R-2008-2029325 -
Item: I0GA-II-1

Prepared by: Thomas P. Wiggers
Title: Director Gas Supply

- EQUITABLE GAS COMPANY
Response to Interrogatories of the
Independent Oil and Gas Association of Pennsylvania

Item: IOGA-II-1
For calendar years 2005, 2006 and 2007, what percentage of gas entering

Equitable's system through its gathering facilities is delivered to customers of
Equitable Gas?

Response:

For the calendar years 2005, 2006 and 2007, all of the gas entering Equitable’s gathering
facilities, net of lost and unaccounted for gas and compressor fue] was delivered to
customers of Equitable Gas.



Equitable Gas Company
Docket No. R-2008-2029325

IOGA-IV-3
$

2007 Rate AGS Revenue $ 5,169,989
Adjustment 1 - Expiration of gas purchase agreements (727,263)
Adjustment 2 - Estimated additional revenue due to 391,921

negotiated rate increases
Adjustment 3 - estimated well declines; producers

exercising competitive offers; line abandonment (238,193) 5% decline in throughput @ avg. rate of $.33
Adjustment 4 - Projected additions 730,000 approximately 2,000 per day of increased throughput

Forecasted Rate AGS throughput $ 5,326,454



Docket No. R-2008-2021160
Item: OCA-I-1

- Respondent: Robert M. Narkevic
Position: Manager, Rates

~ EQUITABLE GAS COMPANY"
Response to Interrogatories of the
.. Office of Consumer Advorate

Item: OCA-I-1 R
Please provide an explanation of, identify the assumptions made in, and provide a copy of
all workpapers, correspondence, or other documentation, including computer spreadsheet
files, supporting the derivation of the projected monthly purchase volumes and rates for all
gas supply and transportation sources during the period February 2008 through

September 2009.

Response:
Please see the attached schedules which support the rates used by EGC for gas supply and

transportation. Also, please refer to the responses for OCA 2, OCA 3, OCA 4, and OCA 5,
discussing the detail for projecting monthly volumes. .



Equitable Gas Company

Estimate of Southwest Gas Purchases for the Period

February 2007 tl_\rough September 2008

February 2008
March

April

May

June

July

August
September

Qctober
November
December
January 2008
February
March

April

May

Junse

July
August
Saptember

PP PBHAPAPDOH A P Y D E B NP

Estimated
NYMEX

7.996
8.660
8.668
8.680
8.730
8.808
8.872
8.885

8.970
8.260
9.580
9.800
9.785
9.535
8.285
8.215
8.265
8.325
8.380
8.392

Estimated
Retainage

1.03
1.12
1.04
1.01
1.01
1.02
1.03
1.03

1.04
1.07
1.11
1.14
1.13
1.1
0.96
0.95
0.96
0.97
0.97
0.97

BB APDAPAAD AL AD A B WP

DB DD LBPLLY BD PP OPPPHL P

Estimated

Variable
Costs

0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833

0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833
0.0833

City-Gate

DI PP HEH NN WP PP BL

Cost

$/Dth

91
9.86
8.78
9.77
9.83
9.91
9.98
10.00

10.09
10.42
10.77
11.02
11.00
10.72
9.33
9.26
8.31
9.37
9.44

9.45-

SHEET 1 of 3

—~



Equltable Gas Company SHEET 2 of 3
Estimate of Appalachian Costs
February 2007 through September 2008

Estlmated Estimated

Appalachian . Estimated Appalachian

Estimated Estimated Direct Feed Variable Estimated Transport
NYMEX Basis Cost Costs Retainage Cost

February 2008 $ 7.998 $ 0414 $ - 8.41 $ 00168 $ 0.38 $ 8.81
March $ 8660 $ 0.382 $ 9.04 $ 0.0168 $ 0.43 $ 9.49
April $ B8.p68 $ 0326 $ 8.99 $ 001868 $ 0.41 $ 2.42
May $ 8.680 $ 0318 $ 9.00 $ 0.0168 3 0.41 . $ 9.42
June $ 8.730 $ 0312 $ 9.04 $ 0.0168 $ 0.41 - $ 9.48
July $ 8.808 $ 0315 $ 9.12 $ 00168 $ 0.41 o8 9.55
August $ 8872 $ 0315 $ 9.19 $ 0.0168 $ 0.41 $ 8.62
September $ 8.885 $ 0312 $ 8.20 $ 0.0168 $ 0.40 - $ 9.62
October- $ 8670 $ 0.322 $ 9.29 .$ 0.0168 $ 0.42 - $ 8.73
November $ 9.260 $ 0322 $ 9.58 $ 0.0168 $ 0.43 $ ° 10.03
December '$ 9.580 $ 0.322 $ 9.90 $ 0.0168 $ 0.44 " $ 10.38
January 2008 $ .9.800 $ 0322 $ 10.12 $ 0.0168 $ 0.45 $ 10.58
February $ 8785 $ 0322 $ 10.11 $ 0.0168 $ 0.45 $ 10.57
March $ 9.535 $ 0.322 $ 9.86 $ 0.0168 $ 0.44 $ 10.31
April $ 8.285 $ 0.322 $ 8.61 $ 0.0168 $ 0.39 $ 8.01
May $ 8.215 $ 0322 $ 8.54 $ 0.0168 $ 0.39 $ 8.94
June $ 8.265 $ 0322 $ 8.59 $ 0.0168 $ 0.39 $ 8.99
July $ 8.325 $ 0322 $ 8.85 $ 0.0168 $ 0.38 $ 8.06
August $ 8.380 $ 0322 $ 8.70 $ 0.0168 $ 0.39 $ 9.11
September $ 8.392 $ 0322 $ 8.7 $ 0.0168 $ 0.39 $ 8.13



1307f OCA 11 ' Estimated ' Estimated Estimated Variable Costs City-Gate Cost

Southwest Gas NYMEX Retainage $.Dth
February-07 $7.996 $1.03 $0.0833 $9.11
March $8.660 $1.12 $0.0833 $9.86
April $8.668 $1.01 $0.0833 $9.76
May $8.680 $1.01 $0.0833 $9.77
June $8.730 $1.01 $0.0833 $9.83
July $8.806 $1.02 $0.0833 $9.91
August $8.872 $1.03 $0.0833 $9.98
September $8.885 $1.03 $0.0833 $10.00
October $8.970 $1.04 $0.0833 $10.09
November $9.260 $1.07 $0.0833 $10.42
December $9.580 $1.11 $0.0833 $10.77
January-08 $9.800 $1.14 $0.0833 $11.02
February $9.785 $1.13 $0.0833 $11.00
March $9.535 $1.11 $0.0833 $10.72
April $8.285 $0.96 $0.0833 $9.33
May $8.215 $0.95 $0.0833 $9.25
June $8.265 $0.96 $0.0833 $9.31
July $8.325 $0.97 $0.0833 $9.37
August $8.380 $0.97 $0.0833 $9.44
September $8.392 $0.97 $0.0833 $9.45

$9.92

Average



1307f OCA 11
Appalachian Gas

February-07
March
April

May

June

July
August
September
October
November
December
January-08
February
March
April

May

June

July
August
September

" Estimated Estimated
Appatachian Appalachian
Estimated Estimated Direct Feed  Estimated Estimated Transport
NYMEX Basis Cost Variable Costs Retainage Cost
$7.996 $0.414 $8.41 $0.0168 $0.38 $8.81
$8.660 $0.382 $9.04 $0.0168 $0.43 $9.49
$8.668 $0.326 $8.99 $0.0168 $0.41 $9.42
$8.680 $0.319 $9.00 $0.0168 $0.41 $9.42
$8.730 $0.312 $9.04 $0.0168 $0.41 $9.46
$8.806 $0.315 $9.12 $0.0168 $0.41 $9.55
$8.872 $0.315 $9.19 $0.0168 $0.41 $9.62
$8.885 $0.312 $9.20 $0.0168 $0.40 $9.62
$8.970 $0.322 $9.29 $0.0168 $0.42 $9.73
$9.260 $0.322 $9.58 $0.0168 $0.43 $10.03
$9.580 $0.322 $9.90 $0.0168 $0.44 $10.36
$9.800 $0.322 $10.12 $0.0168 $0.45 $10.59
$9.785 $0.322 $10.11 $0.0168 $0.45 $10.57
$9.535 $0.322 $9.86 $0.0168 $0.44 $10.31
$8.285 $0.322 $8.61 $0.0168 $0.39 $9.01
$8.215 $0.322 $8.54 $0.0168 $0.39 $8.94
$8.265 $0.322 $8.59 $0.0168 $0.39 $8.99
$8.325 $0.322 $8.65 $0.0168 $0.39 $9.06
$8.380 $0.322 $8.70 $0.0168 $0.39 $9.11
$8.392 $0.322 $8.71 $0.0168 $0.39 $9.13
$9.13 $9.56
Average Average



1,000,000

900,000

800,000

700,000

600,000

500,000

400,000

901,684
o 881,815

853,684

820,022

S

Jan-07 Feb-07 Mar-07 Apr-07 May-07 Jun07 Jul-07 Aug-07 Sep07

Appalachian Appalachian
Production Production Total
Month Direct Feed Gathering Appalachian
Jan-07 393312 508,372 901,684
Feb-07 365,349 488,335 853,684
Mar-07 291,962 589,853 881,815
Apr-07 405,838 414,184 820,022
May-07 415,942 320,389 736,331
Jun-07 306,816 311,322 618,138
Jul-07 316,979 295,451 612,430
Aug-07 311,867 284,449 596,316
Sep-07 307,814 269,637 577,451
Oct-07 319,488 323,696 643,184
Nov-07 124,060 590,456 714,556
Dec-07 127,911 637,391 765,302
Jan-08 130,344 780,239 910,583
Feb-08 116,363 844 881 961,244
Totals: 3,934,045 6,658,695 10,592,740
Column #: 1 2 Sum of 1 and 2
—Equitable
Information OCA-1-21-2nd
Reference OCA-1-21-2nd Revised Revised




Docket No. R-2008-2021160
Item: OCA-II-1

Respondent: Thomas P. Wiggers
Position: Director, Gas Supply

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

Item: OCA-II-1

Reference the response to OCA-I-2]1 Revised. Please explain:

a.

b.

Response:

b)

<)

how much of the local gas flows over Equitable’s gathering facilities;

the extent to which the producers supplying the local production are assessed a
retainage charge; and

how PGC customers are assured of not paying for LUFG incurred on local
production supplies purchased by transportation customers.

For the period January 2007 through February 2008, approximately 63% of the
local gas received utilized Equitable’s gathering facilities. Please see the attached
OCA-1-21-2™ Revised for monthly detail.

Please see the response to OCA-1-4.

End-use transportation customers are assessed retainage on local production
consistent with Rate AGS and distribution retainage as per Tariff Rule 11.4, with
the exception of end-use transportation customers who receive discounted
retainage percentages as discussed in the Direct Testimony of John Quinn.



EQUITABLE GAS COMPANY Docket No. R-2008-2021160

Response to Interrogatories of the ltem : OCA-lII-1
Office of Consumer Advocate Item : OCA-|-21-2nd Revised
- Local Local
Interstate Production Production

Month Pipelines Direct Feed Gathering Total

(Dth) (Dth) (Dth) (Dth)
Jan-07 2,033,668 393,312 508,372 2,935,350
Feb-07 2,361,566 365,349 488,335 3,215,249
Mar-07 1,915,665 291,962 589,853 2,797,479
Apr-07 1,616,530 405,838 414,184 2,436,552
May-07 1,182,815 415,942 320,389 1,919,146
Jun07 861,083 306,816 311,322 1,479,221
Jul-07 621,993 316,979 205,451 1,234,423
Aug-07 741,846 311,867 284,449 1,338,162
Sep-07 585,163 307,814 269,637 1,162,614
Oct-07 801,954 319,488 323,696 1,445,138
Nov-07 1,529,138 124,060 590,496 2,243,694
Dec-07 2,427,706 127,911 637,391 3,193,008
Jan-08 2,561,760 130,344 780,239 3,472,343

Feb-08 2,786,438 116,363 844,881 3,747,682



Responses of Independent Oil and Gas Association of Pennsylvania
to the Interrogatories and Request for Production of Documents
from Equitable Gas Compaay, Set I1
Docket Nos. R-2008-2029325, et al. and C-2066800

Equitable-1I-10:

10.  (Page 14; lines 11-14) If the true cost of local Pennsylvania production is more
expensive to Equitable’s customers than the prevailing market price of interstate gas, should
Equitable continue to purchase local Pennsylvania production? If the answer to this question is
anything but “no,” please explain how this is consistent with a least cost procurement initiative.

Response:

Any comparison of local Pennsylvania production costs and interstate gas costs would have to
include upstream transportation and storage costs for interstate gas and cxclude any factors that
are not the responsibility of local Pennsylvania production (i.e., lost and unaccounted for gas
factors). That being said, gas supply acquisition strategy attempts to minimize gas purchase
costs while assuring there is adequate, reliable supply. There is not a simple “yes” or “no”
answer to this question.

Response provided by James L. Crist

HAR:83270.1/IND049-253552



Responses of Independent Oil and Gas Association of Pennsylvania
to the Interrogatories and Request for Production of Documents
from Equitable Gas Company, Set I]

Docket Nos. R-2008-2029325, et al. and C-209661300

Equitable-11-64:

64. (Page 14): Please provide the economic or financial analysis that Ms. Burgraff relies
upon in support of the statement, “Interstate supply can cost more than twice as much as
Appalachian Supply including demand charges or 25% more excluding demand charges based
on 2007 gas costs information.”

Response:

Ms. Burgraff compared the total unit cost of local versus interstate supply using the “total”
column for the 2007 gas cost information in Equitable’s response to IOGA [-7. The cost of
Equitable’s gathering system was not factored into the calculation as part of the cost of local
supply, nor should it be.

Response provided by Diane M. Burgraff

HAR:83270.1/INDO49-253552
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Summary of Estimated Purchased Gas Costs
(10/2008 - 09/2009)

Summary of 2007 Actual Purchased Gas Costs
(Total Costs)
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Equitable Gas Compmny

Pernsylvania Division
Summary of 2007 Actual Purchased Gas Costs
(Total Costs)
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Exhibit JLC-7 (REVISED)

Comparison Index of TETCO and NYMEX



REVISED Exhibit JC: Comparision of Tetco and NYMEX
TETCO NYMEX  NYMEX- TETCO

Jan-96 $ 205 $ 345 § 1.40
Feb-96 $ 182 § 234 $ 0.52
Mar-96 $ 196 § 275 $ 0.79
Apr-96 $ 223§ 278 % 0.55
May-96 $ 213 § 221§ 0.08
Jun-96 $ 225 § 236 $ 0.11
Jul-96 $ 256 $ 265 § 0.09
Aug-96 $ 219 $ 232 § 0.13
Sept-96 $ 169 $§ 185 § 0.16
Oct-96 $ 173  § 183 § 0.10
Nov-96 $ 26t $ 265 § 0.04
Dec-96 $ 369 § 390 § 0.21
Jan-97 $ 392 % 400 $ 0.08
Feb-97 $ 275 % 299 § 0.24
Mar-97 $ 163 $ 178 § 0.15
Apr-97 $ 173 $ 181 § 0.08
May-97 $ 203 § 212 % 0.09
June-97 $ 220 § 235 § 0.15
July-97 $ 206 $ 215 § 0.09
Aug-97 $ 210 § 216 §$ 0.06
Sept-97 $ 245 $§ 252 § 0.06
Qct-97 $ 293 $ 335 § 0.42
Nov-97 $ 317  § 327 § 0.10
Dec-97 $ 238 § 258 $ 0.20
Jan-98 $ 216 $ 231 §$ 0.15
Feb-98 $ 192 § 200 $ 0.08
Mar-98 $ 216 § 229 § 0.13
Apr-98 $ 222 $§ 230 § 0.08
May-98 $ 221 $§ 226 § 0.05
June-98 % 195 § 202 § 0.07
July-98 $ 228 $§ 236 $ 0.08
Aug-98 $ 1.88 $ 194 § 0.06
Sept-98 $ 154 § 167 § 0.13
Oct-98 $ 195 § 203 § 0.08
Nov-98 $ 191 § 197 $ 0.06
Dec-88 $ 203 § 215 § 0.12
Jan-99 $ 168 § 177 § 0.09
Feb-99 $ 174 § 181 § 0.07
Mar-99 $ 156 § 167 § 0.1
Apr-99 $ 181 § 185 §$ 0.04
May-99 $ 229 § 235 % 0.06
Jun-99 $ 215 § 223 $ 0.08
Jul-99 $ 220 % 226 $ 0.06
Aug-99 $ 253 $§ 260 $ 0.07
Sep99 $ 279 $ 291 § 0.12
Oct-99 $ 242 $ 256 §$ 0.14
Nov-99 $ 294 § 3.09 0.15
Dec-99 $ 203 § 212 % 0.09
Jan-00 $ 227 % 234 § 0.07
Feb-00 $ 254 $ 261 $ 0.07
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10.85
13.91
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11.92
13.11
9.22
8.39
7.47

POAAPARPHDPLPLPAPDPARADODOPDDPAANDNAADDNDDPDADOB DD APDPDABRBRODPDAAPARODLAARARPRDADPADPRADPAARNRAD

0.20
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0.40
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0.37
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0.39
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0.39
0.61
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0.69
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Nov-08 $ 566 $ 647 3§ 0.81
$ 0.29
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Equitable Gas Company
Attachment 1 to ltem 53.65(1)

Appalachian Gas

Equitable
Energy LLC Equitable Equltable (a.)
(Equitrans Energy LLC Energy LLC Market
Term ~_ Delivered) (DT1) (TCO) Price
(3/Dth) (3/Dth) (3/Dth) ($/Dth)
February 7, 2007 9.05 n/a
February 15 10.455 10.455
July 1 8.935 6.935
August 7.98 (b) 6.43
September 7.98 (b) 5.61
October 31 . 7.40 7.235
December 7.563 ' 7.69

(é.) Prices listed for purchases made on the first day of the month are based on
Inside FERC's Gas Market Report. Prices listed for purchases made after the

first of the month are based on the Gas Daily Midpoint and represent actual flow dates.

{b.) Prices listed were triggered prior to actual month in which the gas flowed and were

reflective of market conditions at that time.



