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PREPARED REBUTTAL TESTIMONY OF JOHN M. QUINN

l. Witness Background
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS FOR THE
RECORD.
My name is John M. Quinn. My business address is 225 North

Shore Drive, Pittsburgh, PA 156212-5352.

ARE YOU THE SAME JOHN M. QUINN WHO SUBMITTED PREPARED
DIRECT TESTIMONY IN THIS PROCEEDING?

Yes | am. My direct testimony is contained in Equitable Statement
No. 1 and was part of the information filed by Equitable Gas Company on

June 30, 2008, pursuant to Title 52 of the Pennsylvania Code, Section

53.51, et seq., in support of its general base rate filing.

li. Purpose of Rebuttal Testimony
WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

My rebuttal testimony will respond to the direct testimony of Office of
Consumer Advocate (“OCA”) witnesses Roger D. Colton, and Glen A.
Watkins, Office of Trial Staff (“OTS") witness Amanda Gordon, Michael
Gruber, and Jeremy Hubert, independent Oil and Gas Association (lOGA”")
witness Diane Meyer Burgraff and IOGA/HESS Corporation witness James L.

Crist.
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My testimony will address certain issues raised by the aforementioned
witnesses while other issues raised by them will be addressed by the rebuttal

testimony submitted by other Equitable witnesses in this proceeding.

WHAT ISSUES WILL YOUR REBUTTAL TESTIMONY ADDRESS?

| will address the recovery of universal service costs, the OCA’s
revenue imputation related to negotiated delivery service agreements, the
proposed wind down of Equitable’s Agency Service Program, revenue

allocation, and rate design.

lll. OCA’s Contentions Concerning Universal Service Cost Recovery
(A) Overview
STARTING ON PAGE 3 OF HIS CORRECTED DIRECT TESTIMONY MR.
COLTON ADDRESSES EQUITABLE’'S PROPOSAL RELATED TO THE
RECOVERY OF UNIVERSAL SERVICE COSTS THROUGH RIDER D.
HAS MR. COLTON ACCURATELY DESCRIBED EQUITABLE'S
PROPOSAL?

No. Mr. Colton's testimony is factually incorrect in several areas. |
will correct several misstatements and inaccuracies throughout my rebuttal
testimony.

Before addressing the matters about which | disagree with Mr. Colton
let me state that Equitable has indeed proposed that Rider D — Universal

Service and Energy Conservation be the rate design and tariff mechanism
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selected for the recovery of costs associated with the Company’s universal
service programs. Equitable’s proposed tariff was included in Exhibit IV
ftem 53.53 IV-B-6 Supplement No. 60, Eighth Revised Page No. 96.
Equitable has proposed to recover costs associated with its Commission
approved Customer Assistance Program (“CAP”) design, the administration
of its CAP, and its Low Income Usage Reduction Program costs through
Rider D. ' Mr. Colton is correct that Equitable has proposed that Rider D be

a reconcilable surcharge applicable to non-CAP residential customers.

Q: FIRST, ON PAGE 3 OF HIS DIRECT TESTIMONY, MR. COLTON STATES
THAT “ON AN ANNUAL BASIS, THE COMPANY ESTIMATES WHAT IT
EXPECTS TO SPEND ON ITS UNIVERSAL SERVICE COSTS USING
BOTH KNOWN AND PROJECTED INFORMATION.” IS THIS AN
ACCURATE EXPLANATION OF THE COMPANY'S RIDER D
PROPOSAL?

A: No it is not. Equitable does not propose to calculate its annual
universal service costs on an annual static basis as implied by Mr. Colton.
Instead, as described in proposed Rider D, each quarter Equitable proposes
to revise, or update, either up or down, its projection of annual universal
service costs based on several variables. For example, Equitable proposes

to modify its estimate to include changes in the average annual usage of

! Equitable's LTURP is an energy conservation program which is also included as a part of the Company's
universal service programs previously approved by the Commission. Equitable witness Narkevic presents
revised Rider D tariff language in his rebuttal testimony, Equitable Statement No. 3-R, proposing to clarify
Rider D by adding LTURP as a cost to be recovered.
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current CAP customers and projected CAP additions, changes to the
quarterly residential sales rate (inciuding gas costs), changes to the average

monthly CAP payment and average LIHEAP grants.

SECOND, ON PAGE 3 OF HIS DIRECT TESTIMONY MR. COLTON
STATES THAT EQUITABLE PROPOSES A QUARTERLY
RECONCILIATION OF ITS ACTUAL EXPENDITURES TO ITS EXPECTED
EXPENDITURES. IS THIS AN ACCURATE RESTATEMENT OF
EQUITABLE'S PROPOSAL?

No, it is not. As described in paragraph IV of the Company’s
proposed Rider D, Equitable proposed an annual reconciliation of actual
total CAP costs with the actual total CAP recoveries each August. Again, as
| stated previously, Equitable proposes to adjust its projected annual costs
quarterly in order to reflect changes to several of the variables which impact

or cause changes to the annual universal service cost.

LASTLY, ON PAGE 3 OF HIS DIRECT TESTIMONY MR. COLTON
STATES THAT EQUITABLE PROPOSES, THROUGH A QUARTERLY
RECONCILIATION PROCESS, TO RETURN OVER-EXPENDITURES TO
CUSTOMERS (WITH INTEREST) OR COLLECT ITS UNDER-
EXPENDITURES (ALSO WITH INTEREST). 1S THIS AN ACCURATE

RESTATEMENT OF EQUITABLE’S PROPOSAL?
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No, itis not. As | previously stated. Equitable has not proposed a
quarterly reconciliation, nor has it proposed to include carrying charges
(interest) on over or under recoveries of actual CAP expenditures. | will

discuss carrying charges later in my testimony.

MR. COLTON STATES THAT EQUITABLE’S PROJECTION OF CAP
COSTS IS BASED ON METHODOLOGICAL FLAWS. DO YOU AGREE?
No. As | will demonstrate and discuss later, certain of the OCA’s
proposed recommendations are not consistent with other witnesses
testimony, do not pass muster when compared to actual results, and will
produce under-recoveries of CAP expenses resulting in substantial adverse

working capital impacts to Equitable.

WOULD YOU PLEASE ELABORATE ON THE INCONSISTENCIES IN
OCA’S TESTIMONY RELATED TO RIDER D?

Yes. Mr. Colton provides several recommendations to Equitable’s
calculation of CAP billed revenue that reduce the Company’s projected CAP
throughput, yet no corresponding adjustment to reduce revenue at present
rates is offered by any other OCA witness who has supported other future
test year revenue adjustments. Mr. Colton also objects to the recovery of
administrative expenses through Rider D, but no corresponding adjustment
is made to the OCA's proposed SG&A labor expense. Lastly, Mr. Colton’s

offsets to CAP credits completely ignore the Company’s future test year
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experience related to bad debt expense and working capital. | will discuss

these items in greater detail later in my rebuttal testimony.

DOES ANY OTHER PENNSYLVANIA NGDC ESTIMATE UNIVERSAL
SERVICE PROGRAM EXPENDITURES SIMILAR TO WHAT EQUITABLE
HAS PROPOSED IN THIS PROCEEDING?

Yes. Based on my review, Columbia Gas of Pennsylvania’s method
of projecting its universal program expenditures is very similar to Equitable’s

proposed methodology.

(B) OCA Proposes to Eliminate CAP Administrative costs from Rider D
WOULD YOU PLEASE EXPLAIN MR. COLTON'S ADJUSTMENT TO
REMOVE CAP ADMINISTRATIVE COSTS FROM RIDER D?

Yes. Mr. Colton recommends that Equitable should only be
permitted to recover incremental expenses through Rider D that are directly
attributable to its universal service program. According to Mr. Colton, any
expenses that are not incremental universal service program expenses

should be recovered through “base rates”, not through Rider D.

DOES THE COMMISSION'S PROPOSED RULEMAKING ORDER ISSUED
AT L-00070186 SUGGEST THAT ONLY INCREMENTAL CAP

ADMINISTRATIVE COSTS ARE ELIGIBLE FOR RECOVERY?
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No. The policy statement states that administrative costs, including

costs related to collection activities are eligible for recovery.

MR. COLTON RECOMMENDS THE REMOVAL OF $299,184 IN CAP
ADMINISTRATIVE COSTS FROM RIDER D. WERE YOU ABLE TO
LOCATE A CORRESPONDING ADJUSTMENT TO INCREASE BASE
RATE ADMINISTRATIVE COSTS BY $299,184 IN EITHER OCA WITNESS
MORGAN'S OR MR. COLTON’S TESTIMONY OR EXHIBITS?

No, | was not. The oniy discussion related to this issue that | found
appears in Mr. Colton's testimony. | found no testimony from an OCA
witness adding the adjusted administrative costs back into the Company’s
revenue requirement calculation as it should be if the Commission were to
adopt Mr. Colton's testimony. Mr. Colton himself seems to acknowledge

this at page 22 of his direct testimony.

DO YOU AGREE WITH WITNESS COLTON'S CONCLUSION THAT THE
COMPANY'S CAP ADMINISTRATIVE EXPENSES ARE NOT
INCREMENTAL?

No, | do not. In the event the Company were not required to have a
CAP universal service program, it would not incur these specific costs

related to CAP.
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DO YOU AGREE WITH MR. COLTON'S STATEMENT THAT THE
COMPANY COULD NOT IDENTIFY WHAT SALARIES AND BENEFITS
SHOULD BE RECOVERED AS A UNIVERSAL SERVICE COST?

No, | do not. The Company has tracked its costs associated with its
CAP for the 2007 historic test year. The Company incurred $168,794 of
costs associated with labor and benefits directly related to CAP in 2007. In
the event that the CAP universal service program would cease to exist, the
Company would eliminate these costs from its cost of providing distribution

service.

WOULD YOU EXPLAIN THE DIFFERENCE BETWEEN THE CAP
ADMINISTRATIVE COSTS INCLUDED IN THE RIDER D CALCULATION
OF $299,184 AND THE $168,794 PROVIDED ABOVE?

Yes. As previously mentioned, the costs totaling $168,794 represent
the actual 2007 costs incurred related to CAP administrative labor and
benefits. The $130,390 difference represented expected future test year
increases in the staff solely related to CAP administrative matters due to the

increased participation in CAP.

WERE THESE COSTS INCURRED IN THE FUTURE TEST YEAR?
The Company has not to date hired new employees to fill these

positions in 2008 despite the significant growth in CAP participants.
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DO YOU PROPOSE AN ADJUSTMENT TO THE ADMINISTRATIVE
COSTS INCLUDED BY THE COMPANY IN THE RIDER D CALCULATION
AS WELL AS A CHANGE TO THE ADJUSTMENT PROPOSED BY
WITNESS COLTON?

Yes. | am proposing that the administrative costs to be included in
the Rider D surcharge calculation be changed to $168,794, a reduction of
$130,390. Similarly, | am also rebutting Mr. Colton’s adjustment to remove
the entire $299,184 and am suggesting that his adjustment be revised to

equal the Company's reduction of costs totaling $130,390.

(C) Number of CAP Bills — Adjustment #1

MR. COLTON STATES THAT EQUITABLE'S ESTIMATE OF CAP COSTS
TO BE RECOVERED THROUGH RIDER D IS BASED ON AN
OVERSTATED NUMBER OF MONTHLY CAP BILLS THAT THE
COMPANY CAN BE EXPECTED TO ISSUE TO CAP CUSTOMERS. IS
MR. COLTON CORRECT?

No, | disagree with Mr. Colton. Mr. Colton’s opinion as to the
appropriate methodology relied upon to project the 2008 number of monthly
CARP bills is based on average historic 2007 data that, when compared to
actual experience, substantially understates the number of monthly CAP
bills which will be rendered in 2008, and, therefore, grossly understates the
CAP credits needed to be recovered through Rider D which will result in an

under-recovery of Rider D expenses.
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WOULD YOU PLEASE DESCRIBE MR. COLTON'S PROPOSED

METHODOLOGY FOR PROJECTING CAP PARTICIPATION?

Yes. The OCA recommends using an average full-time equivalent of
CAP participants from the prior year grossed-up by the growth rate
experienced during the same prior year period for purposes of projecting
CAP participants, which in turn would be used to calculate the amount of
CAP credits used in the derivation of Equitable’s proposed Rider D. For
example, under the OCA’s proposal, if one were attempting to calculate
projected 2008 CAP participation, the average monthly number of full-time
CAP participants for the entirety of 2007 must be calculated. Based on my
calculations, included in Attachment JMQ-4, the average monthly CAP
customers receiving a bill during 2007 was 15,410, and the average growth
rate for 2007 was 14.7%. Mr. Colton arrived at slightly different numbers.
He calculated the average number of monthly CAP participants to be
15,2092, and the average growth rate to be 14%. Using Mr. Colton’s
numbers, the OCA recommends that the 2008 projected full-time equivalent
participants would be 17,338 (15,209 x 1.14). The OCA then annualizes its
17,338 projected full-time CAP participants to arrive at the number of CAP

bills to be rendered during 2008 of 208,059 (17,338 x 12).

" Page 9 of Mr. Colton’s direct testimony states that the 2007 average number of CAP participants receiving
bills was 15,209. However, there is no reference or workpaper supporting Mr. Colton’s calculation and I am
unable to replicate Mr. Colton’s number using information provided by Equitable to the OCA.

10
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BASED ON NINE MONTHS OF ACTUAL CAP PARTICIPATION DURING
2008, CAN YOU COMPARE AND CONTRAST THE OCA’S
RECOMMENDATION OF 208,059 PROJECTED BILLS TO THE
COMPANY’S EXPECTED EXPERIENCE FOR 20087

Yes. | have prepared Attachment JMQ-5. Attachment JMQ-5 details
that actual CAP participation for the months of January through September
2008 has increased from 17,194 to 19,349 customers. Assuming a modest
1% per month growth for the months of October — December 20082,
Equitable projects that CAP participation by December 2008 will be 20,335
which will produce total CAP bills for 2008 of 227,145. In contrast, the

OCA'’s proposed methodology produced only 208,059 monthly CAP bills.

HOW MANY PROJECTED CAP BILLS DID EQUITABLE'S ORIGINALLY
FILED ATTACHEMENT JMQ-2 PROPOSE?

227,712,

WHAT IS THE DIFFERENCE BETWEEN THE OCA’'S PROPOSAL AND
EQUITABLE'S IN CAP COSTS TO BE RECOVERED?

The difference is $2,243,472. In other words, based on 9 months of
actual CAP participation and 3 months of a conservative estimated
participation, the OCA’s recommended methodology would have generated

a $2,243,472 under-recovery of CAP costs.

* The 1% growth rate was determined by summing the average monthly change in CAP participation for
October of 2006 and 2007and the September 2008 CAP participation level.

11
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WHAT IS THE DIFFERENCE IN CAP COSTS TO BE RECOVERED
BETWEEN THE EQUITABLE'S PROPOSED PROJECTION
METHODOLOGY AND THE 9 MONTHS ACTUAL AND 3 MONTHS
PROJECTED CAP PARTICIPATION?

It would be approximately $70,000.

BASED ON YOUR ANALYSIS, SHOULD THE COMMISSION USE THE
OCA'S PROPOSED METHODOLOGY TO ESTIMATE FUTURE CAP
COSTS TO BE COLLECTED THROUGH RIDER D?

No. Equitable's proposal projected a more accurate annual
participation rate for 2008 and therefore it should be accepted as the

appropriate methodology.

(D) Number of CAP Bills — Adjustment #2

ON PAGE 10 OF HIS TESTIMONY MR. COLTON PRESENTS A SECOND

ADJUSTMENT TO THE NUMBER OF BILLS TO BE USED TO
CALCULATE CAP EXPENSES. DO YOU HAVE ANY COMMENTS?
Yes. First, in point of clarification of a discrepancy/issue raised by
the OCA, Equitable had 18,805 active CAP customers as of July 31, 2008.
However, there were only 18,602 active CAP customers at the time July
bills were generated, i.e. not all active CAP customers were issued a bill

during the July billing cycle. | do not find this unusual given that Equitable

12
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has 21 residential billing cycles and customers are admitted to the CAP
throughout these 21 billing cycles. Clearly, if a customer is admitted to CAP
after the customer’s assigned billing cycle, the customer will not be issued a
bill for that particular month. However, in an attempt to once again reduce
the number of projected CAP bills refied upon to estimate Equitable’s Rider
D surcharge, Mr. Colton claims that his review of the Company’s CAP data
base indicates that only 98.5% of customers listed as CAP participants

received a bill that had usage associated with it.

WOULD YOU EXPECT ALL CAP BILLS TO HAVE USAGE ASSOCIATED
WITH THE THEM?

Not necessarily. If a customer only uses natural gas for space
heating it is possible that the customer wouid have no consumption during
the summer months and, as a result, generate no CAP credit. However, in
such cases the CAP customer is expected to pay his or her monthly budget
payment. As such, Equitable has included these payments in the

calculation of the average monthly CAP customer payment of $76.

WERE YOU ABLE TO CONFIRM THAT ONLY 98.5% OF CAP

PARTICIPANTS RECEIVED A BILL DURING 20077

13
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A: No. | was unable to confirm Mr. Colton’s calculation. Based on our
analysis during 2007 there were 182,907% CAP bills rendered in 2007 and

181,443 of the CAP bills contained billed usage. This equates to 99.1%.

Q: HAS THE OCA PROPOSED AN ADJUSTMENT TO THE NUMBER OF
PROJECTED CAP BILLS WHICH RELIES ON THIS THEORY THAT
98.5% OF CAP BILLS HAVE NO USAGE?

A: Yes. The OCA recommends that the projected CAP bilis should be
reduced by 1.5% because there would be no CAP credit created by a zero

consumption bill.

Q: DO YOU AGREE?

A: No. | previously demonstrated that Equitable’s methodology for
estimating CAP bills produced a more reasonable result when compared to
the 2008 nine months actual and 3 months estimated CAP participation.
This proposal, which can only result in a further under-recovery of CAP

credits, should be rejected as well.

(E) CAP Credits — OCA Adjustment #3
Q:  HAVE YOU REVIEWED THE OCA'S PROPOSED ADJUSTMENT FOR

CAP CREDITS AND DO YOU HAVE ANY COMMENTS?

“ On Page 9, line 7 Mr, Colton states that there were 185,510 actual bills rendered to CAP participants during
2007. No reference supporting this number was provided.

14
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Yes. | have reviewed Mr. Colton analysis and have attempted to
replicate his conclusions which are based on the results taken from the
Company’s response to OCA-V-12. For the most part, | have been able to
replicate Mr. Colton’s calculations. The OCA is correct that under
Equitable’s current effective, Commission-approved CAP design, CAP
participants do not earn a CAP credit untii they make their full required CAP
payment. Further, | would agree that historical evidence supports the
premise that CAP customers do not make 100% of their required CAP
payments under Equitable’s CAP design described above. However, | find
inconsistencies with Mr. Colton’s reliance on the number of CAP credits
granted by Equitable. For example, Mr. Colton's summary of potential CAP
credits versus actual CAP credits granted reveals that on average
Equitable’s CAP customers only pay their bill and earn a CAP credit 74% of
the time. However, Equitable’s bad debt rate for confirmed low-income
customers, as reported to the PUC’s Bureau of Consumer Services (“BCS”),
was 15.83%. Clearly there is a problem. Perhaps customers on CAP have
poorer payment habits than our overall average confirmed low-income

customers who may not be on CAP.

WHAT IS YOUR SOLUTION?
Equitabie has advocated in previous CAP proceedings that our
current design attempts to provide an incentive for CAP customers to pay

their monthly budget payment, i.e. CAP credits are earmned once a

15
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customer’s percentage income payment is made. Equitable is willing to
abandon this program design and provide CAP credits when a CAP
customer’s bill is rendered. Based on Equitabie’s review of other CAP
programs, this design and accounting methodology has been approved by
the Commission most recently in Columbia Gas of Pennsylvania's base rate

case.

IF EQUITABLE’S CAP DESIGN 1S MODIFIED CONSISTENT WITH YOUR
PROPOSAL IS MR. COLTON'S PROPOSED ADJUSTMENT
NECESSARY?

No. Mr. Colton’s adjustment is based upon a number of CAP credits.
Under my proposed revision to the Company’s CAP design, the number of
CAP credits Equitable has historically provided would be irrelevant. On a
going forward basis, Equitable would recognize CAP credits when a CAP
bill is issued. Therefore, each CAP bill rendered would generate a CAP

credit.

WHAT DO YOU RECOMMEND IF THE COMMISSION DOES NOT
ACCEPT YOUR CAP PROGRAM DESIGN MODIFICATION?

| recommend that Equitable be permitted to apply carrying charges of
8% per annuﬁ on over-recovered and 6% per annum on under- recovered
CAP expenses determined in August of each year as proposed by

Equitable.

16
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WHY ARE YOU RECOMMENDING THE APPLICATION OF INTEREST
ON OVER OR UNDER-RECOVERED CAP EXPENSES?

First, the concept was suggested by the OCA, and Equitable finds
the concept to be reasonable. Second, given the large variation in projected
CAP expenses to be recovered through Rider D between the Company's
proposal and the OCA’s proposal, | think it is a reasonable compromise and
would provide Equitable assurance that it will not incur incremental working
capital requirements due to the underfunding of expenses associated with

its CAP.

(F) Universal Service Cost Offsets - OCA Adjustment #4

WOULD YOU EXPLAIN THE OCA'S PROPOSED UNIVERSAL SERVICE
PROGRAM OFFSETS TO THE COMPANY’'S DETERMINATION OF
COSTS TO BE RECOVERED THROUGH RIDER D?

Yes. The OCA has proposed two offsets: a bad debt expense offset,
and a cash working capital savings offset.

The OCA'’s bad debt expense offset is premised on the assumption
that low-income customers who are behind in their payments to Equitable
and eligible to participate in the Company’s CAP, but choose not to, will
ultimately result in a bad debt expense which is currently reflected in base
delivery service rates. As CAP participation increases, low-income

customers are asked to pay a portion of their total bill based on a

17
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percentage of their income. The difference between the total bill and the
CAP customer’s payment (CAP Credit) is paid by non-CAP customers
through Rider D. Under this theory, Equitabie would realize a lower annual
bad debt expense level in base rates than it would in the absence of CAP,
Based on this assumption, the OCA concludes that the incremental CAP
funding should be reduced to reflect bad debt savings. The OCA
recommends that the offset should be equal to the incremental revenues
collected through CAP Rider D muiltiplied by the bad debt rate for confirmed
low-income customers. The OCA uses the 2007 bad debt rate for
confirmed low-income customers as reported by the Company in a report to
the Commission’s Bureau of Consumer Services. Mr. Colton calculates this
offset to be $1,221,370, which is based on the entire recommended

increase in Rider D funding proposed by the OCA ($7,715,537 x 15.83%).

DO YOU AGREE WITH WITNESS COLTON'S PROPOSED BAD DEBT
EXPENSE OFFSET AMOUNT?

No, | do not. Mr. Colton completely ignores the adjustment for bad
debt expense already made and reflected by Equitable witness Mitchell in

the Company's future test year expense claims.

DID THE COMPANY INCLUDE A BAD DEBT OFFSET IN ITS HISTORIC

TEST YEAR?

18
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Yes. The Company calculated a reduction in bad debt expense of
$1,162,312 as reflected in Exhibit I1l, item: §53.53 111.A.17 Historic Test
Year, sheet 9 of 11. This adjustment was made as the average net write-off
percentage declined in 2007 compared to 2006, in part due to the
expansion of the CAP program. The adjustment approximates the amount
proposed by witness Colton. Note also that the historic test year claim was
then used as a basis for the future test year claim. Thus, this bad debt
offset is already embedded and reflected in the future test year cost of

service.

DO YOU PROPOSE A CHANGE TO THE ADJUSTMENT PROPOSED BY
WITNESS COLTON?

Yes. | propose that witness Colton's adjustment to offset CAP
related recoverable costs be excluded as it amounts to a duplicate
adjustment. The inclusion of the OCA's offset of bad debts in Rider D would
overstate the expected bad debt offset and artificially lower the costs to be
included in the Rider D calculation for CAP below the level of what will be

incurred.

DO YOU THINK MR. COLTON’S BAD DEBT OFFSET ADJUSTMENT IS
ACCURATE?
No. | think the basis relied upon by Mr. Colton is flawed. Mr.

Colton’s adjustment focuses on an incremental funding requirement and

19
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assumes this provides a bad debt savings. This is incorrect. As the OCA -
knows, Equitable has been operating under a CAP funding settlement
whereby the Company has been at risk for all CAP credits over $.58/Mcf.
As a resuilt, Equitable’s incremental CAP funding level and resulting request
in this proceeding is quite large and should be deemed irrelevant in the
determination of a bad debt savings calculation. As stated previously, Mr.
Mitchell's proposed bad debt adjustment already includes the bad debt
savings impacts of 18,976 CAP customers. The OCA's proposa! should be

rejected.

WOULD YOU PLEASE EXPLAIN THE OCA’S SECOND PROPQOSED
OFFSET TO CAP CREDITS?

Yes. Mr. Colton’s second proposed offset is related to working
capital savings generated by the reduction in customer payments that are in

arrears once a customer joins the CAP.

DO YOU AGREE WITH WITNESS COLTON'S PROPOSED WORKING
CAPITAL SAVINGS OFFSET AMOUNT?

No, | do not. Again, the OCA completely ignores the analysis of
Equitable witness Ross who prepared a test year lead lag study which
already included the working capital savings resulting from Equitable’s CAP
program in his future test year cash working capital claim. To accept Mr.

Colton’s working capital offset amounts to double counting the savings.

20
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DO YOU THINK MR. COLTON’'S WORKING CAPITAL OFFSET
ADJUSTMENT IS ACCURATE?

No. | think the basis relied upon by Mr. Colton is flawed. Similar to
his bad debt savings offset, Mr. Colton’s adjustment focuses on an
incremental funding requirement and assumes this provides working capital
savings. This is incorrect. Again, as the OCA knows, Equitable has been
operating under a CAP funding settlement whereby the Company has been
at risk for all CAP credits over and above $.58/Mcf. As a result, Equitable’s
incremental CAP funding fevel and resulting request in this proceeding is
quite large, and should be deemed irrelevant in the determination of a
working capital savings calculation. As stated previously, Mr. Ross’
proposed cash working capital requirement is based on sound and
accepted rate making principles and already includes the working capital
savings impacts of 18,976 CAP customers. The OCA'’s proposal should be

rejected.

WOULD YOU PLEASE SUMMARIZE EQUITABLE'S REBUTTAL
POSITION RELATED TO THE OCA'S RECOMMENDATIONS FOR THE
CALCULATION OF RIDER D?

Yes. Mr. Colton’s recommendations should be rejected and my
original Attachment JMQ-2 and Supplement No. 60 Eighth Revised Page

No 96 should be accepted as filed.

21



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

IV. OTS Universal Service Cost Recovery

(A) CAP Credit Limit

HAVE YOU REVIEWED OTS WITNESS GORDON'S TESTIMONY
RELATED TO EQUITABLE'S UNIVERSAL SERVICE AND ENERGY
CONSERVATION PROGRAMS?

Yes. The OTS recommends that Equitable should follow the
Commission’s policy statement and impose a CAP maximum credit of
$1,000 for each enrolled CAP Customer. The OTS estimates that the
annual cost to Rider D customers from CAP customers exceeding the
$1,000 maximum CAP credit is in excess of $8 million. | have reviewed Ms.
Gordon's calcutations and find them to be accurate. However, | do not
agree with her recommendation. Specifically, Ms. Gordon did not address
the Commission’s proposed exemptions contained in Section 69.265(4)(vi)
of the Commission's CAP Regulations. Equitable witness Gagorik will

discuss this in more detail in her rebuttal testimony.

IS EQUITABLE CURRENTLY OPERATING ITS UNIVERSAL SERVICE
AND ENERGY CONSERVATION PROGRAMS PURSUANT TO A
COMMISSION ORDER?

Yes. Equitable, OTS, OCA and other parties submitted a joint

settiement in Docket Nos P-00062240 and M-00061959. The Commission
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approved the settlement in an Order entered September 27, 2007. | have
included the settiement as Attachment JMQ-6 to my rebuttal testimony.

Per its terms, the settlement would continue in effect until the
effective date of rates approved by the Commission in Equitable’s next base
rate case. The settlement approved Equitable’s 2007-2009 Universal
Service and Energy Conservation Plan and a funding mechanism, Rider D.
Paragraph V of the seftiement also included a provision related to CAP
consumption whereby Equitable would monitor consumption by CAP
participants to ensure that the participant is maintaining annual usage at or
below 110% of historical average usage, adjusted for weather. Provisions
were included on page 6 of the settlement describing exactly how this would
be accompilished.

Given that the settlement has only been in effect for barely over a
year, one reasonable option would be to afford Equitable the opportunity to
evaluate its progress pursuant to the terms of the settlement, and to report
on the impacts of CAP customer consumption in the Company’s next tri-
annual Universal Service and Energy Conservation Plan. If, on the other
hand, the Commission were to adopt the OTS recommendation and require
Equitable to implement a $1,000 CAP credit limit, it is my opinion that CAP
customers who exceed the credit limit would be unable to remain on the
CAP. This would result in numerous defaults on their obligations to remain
current on their Equitable accounts which ultimately would lead to

termination of service and the write-off of these accounts as uncollectible.
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WHY DO YOU BELIEVE THAT THE IMPLEMENTATION OF THE OTS
RECOMMENDATION WILL LEAD TO A HIGHER BAD DEBT EXPENSE?
As previously discussed, an average CAP customer payment is $76
per month, or $912 per year. The Company'’s historical experience under
the current payment terms reveals that only 74% of CAP customers are
able to remain current on their percentage of income monthly payment in
order to generate a CAP credit, and according to information provided to the
BCS, Equitable’s confirmed low-income customer’s bad debt rate was
15.83%. Therefore, [ believe it is reasonable to conclude that a modification
of current payment terms as proposed by the OTS will exacerbate the
Company’s CAP defauit rate and increase our future test year bad debt

write-offs.

WHO WILL BE ASKED TO PAY FOR THE INCREASE IN BAD DEBT
EXPENSE?

It will become the responsibility of non-CAP residential customers the
very same class of customers that the OTS asserts is being burdened by

not enforcing the $1,000 CAP credit limit.

IF THE OTS RECOMMENDATION IS ADOPTED, SHOULD THERE BE A

CORRESPONDING ADJUSTMENT TO EQUITABLE'S BAD DEBT
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EXPENSE , CREDIT AND COLLECTION EXPENSES, AND WORKING
CAPITAL ALLOWANCE?

Yes. | believe an adjustment would be appropriate to reflect that
CAP customers will be unable to remain current on their payment
obligations, and thus, will fall into the collections process once they have

exceeded the $1,000 limit.

(B) Rider D Recovery

ON PAGE 11 OF HER DIRECT TESTIMONY MS. GORDON STATES
THAT EQUITABLE'S CURRENT RIDER D IS NON-RECONCILABLE AND
IS ADJUSTED QUARTERLY ON A PROSPECTIVE BASIS. IS THIS
ACCURATE?

It is partially accurate. Equitable's current Rider D rate is a fixed
$.58/Mcf. The rate is not adjusted quarterly, and Equitable is at risk for
under-recoveries of its universal service expenses, i.e. currently the
mechanism is non-reconcilable. Equitable’s proposal relative to Rider D in
this proceeding is to update the Rider D rate, up or down, on a quarterly
basis to reflect changes related to quarterly gas cost changes and CAP
participation changes. In addition, on an annual basis, Equitable proposes
to reconcile actual universal service costs with estimates in order to fully
recover actual universal service costs. It is my intent to utilize quarterly
updates of known information to assist in minimizing over or under

recoveries of the Company’s universal service costs.
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DOES THE OTS SUPPORT THE COMPANY’S PROPOSED RIDER D?
No. The OTS recommends that Rider D only be adjusted
prospectively on a quarterly basis to track changes in costs with no annual
reconciliation. The OTS concludes that Equitable’s proposal seeks to use a
form of both recovery mechanisms as discussed in guidance offered by the
Commission at Docket No. M-00051923, and, in the OTS’ opinion, an
annual reconciliation mechanism does not provide an incentive for the

Company to control costs or create more cost effective measures.

DO YOU AGREE WITH THE OTS’ RECOMMENDATION?

No. As | stated earlier, Equitable’s proposal is designed to fully
recover its actual universal service program costs, as provided by statute,
while attempting to limit large over or under recoveries during the program
year due to changes in projected variables. In my opinion, Equitable is
attempting to replicate a methodology similar to that currently followed
under the Commission’s 1307(f) reguiations related to gas costs.

If however, the Commission were to decide that Equitable’s Rider D
mechanism must utilize either a periodically reconcilable surcharge, or
prospective quarterlty adjustments, as provided at Docket No. M-00051923,
Equitable requests that Rider D be reconciled periodically to recover the

actual level of costs.
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V. Negotiated Rate Revenue
AT PAGES 25 THROUGH 35 OF HIS TESTIMONY OCA WITNESS
WATKINS PRESENTS A NEGOTIATED RATE REVENUE ADJUSTMENT.
HAVE YOU REVIEWED MR. WATKINS TESTIMONY?
Yes, | have. Mr. Watkins proposes a revenue adjustment of $22.8
million for what he refers to in Schedule GAW-7 as “Foregone Revenues”

from negotiated rate customers.

IS MR. WATKINS’ NEGOTIATED RATE REVENUE ADJUSTMENT A
SIGNIFICANT ADJUSTMENT?

Yes. This adjustment is obviously a significant adjustment. It is
more than one-third and almost one-half of the Company’s requested

additional revenue increase from its filing.

HOW DID MR. WATKINS CALCULATE HIS NEGOTIATED RATE
REVENUE ADJUSTMENT?

Mr. Watkins' adjustment is calculated in his Schedule GAW-7. As
shown there, Mr. Watkins calculated an average negotiated rate per Mcf for
the negotiated deliveries under Rate GDS and Rate DDS. He then
compared the average negotiated rate to a calculated maximum tariff rate.
He then multiplied the dollar difference by the negotiated deliveries to

produce “Foregone Revenues” totaling $22,790,905. He proposes the
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adjustment stating, at page 3 of his direct testimony, that, in his view,-the

Company failed to verify or support the recovery of the revenue.

CAN THE COMPANY VERIFY AND SUPPORT ITS NEGOTIATED RATE
REVENUE?

Absolutely. The Company can verify and support its negotiated rate
revenue levels in every instance. | will address this further later in my
testimony. In my view, Mr. Watkins’ adjustment is arbitrary and
discriminatory towards Equitable Gas Company and, if adopted by the
Commission, it would be confiscatory. | will also address in more detail later
but want to point out here that several of the negotiated rate customers are
large users of natural gas. Equitable’s largest customer, United States
Steel Corporation (“U.S. Steel”), was the subject of discussion in Equitable’s
recently concluded 2008 Section 1307(f) proceeding. U.S. Steel is
Equitable’s largest delivery service customer with annual requirements in
excess of 6.9 Bcf. The total negotiated deliveries in Mr. Watkins’ Schedule
GAW-7 are 15.5 Bef. U.S. Steel is, thus, approximately 45% of the
negotiated deliveries. The U.S. Steel testimony in the 1307(f) proceeding is
attached to my testimony here as Attachment JMQ-7. It emphasizes the
importance of a negotiated rate level to U.S. Steel and the Western
Pennsylvania economy. In response to discovery in this proceeding, U.S.
Steel has advised that it would not pay a full margin rate of $2.36 per Mcf.

(See JMQ-Attachment 8). The OCA participated in the 1307(f) proceeding
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and is well aware of the circumstances involving U.S. Steel and its claim for

a negotiated rate.

WOULD YOU BRIEFLY EXPLAIN EQUITABLE'S CURRENT TARIFF
AUTHORITY FOR NEGOTIATED RATES?

Yes. Equitable’s current tariff provides the Company discretion to
negotiate with customers, or their designated agents, to establish rates at or
below the current maximum stated tariff rate. The purpose of the
negotiation procedure is to enable the company to retain customer load and
maximize revenue. The tariff provisions are not new and have been in
existence for many years. In fact, | believe the tariffs of all western
Pennsylvania NGDCs have almost identical provisions related to negotiated

rates and terms.

MR. WATKINS STATES THAT EQUITABLE HAS PROPQOSED TO
CONTINUE ITS PRACTICE OF “DEVIATING” DOWNWARD FROM
APPROVED MAXIMUM RATES FOR SELECTED CUSTOMERS. DO
YOU AGREE WITH HIS CHARACTERIZATION?

No, not at all. Rate negotiation is part of Equitable’s approved tariff in
the same way and with the same force and effect as are the maximum rate
levels that appear in the tariff. Negotiation is not a deviation. As | stated
previously, in order for Equitable to retain load and maximize revenue,

negotiated rates are absolutely essential. The fact of the matter is that

29



10

11

12

13

14

15

16

17

18

19

20

21

22

certain customers in western Pennsylvania have alternate fuel options.
Many are geographically located in NGDC overlapping service territories,
and/or in close proximity to natural gas pipelines, and/or natural gas wells.
These specially situated customers have the opportunity to shop for both
natural gas commodity service and natural gas delivery service. If all other
western Pennsylvania NGDCs continue the practice of negotiating with
these specially situated customers and/or their agents, Equitable has no
option but to continue the same practice or risk losing customers and

delivery service revenue.

ON PAGE 27 OF HIS DIRECT TESTIMONY MR. WATKINS STATES
THAT EQUITABLE IS SEEKING AUTHORIZATION TO INSULATE ITS
SHARHOLDERS FROM THE EFFECTS OF COMPETITION RESULTING
FROM THE ESTABLISHMENT OF NEGOTIATED, OR MARKET BASED
RATES. DO YOU HAVE ANY COMMENT?

Yes. | disagree with the OCA’s contention. First, as | have said, this
is the first base rate case filed by Equitable since 1997. During the
intervening twelve year period since Equitable filed its last base rate case it
has been Equitable’s shareholders who have insulated its customers from
the effects of competition. However, during this intervening period Equitable
proactively and aggressively negotiated with competitive customers in an

attempt to maximize its delivery service revenue.
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Secondly, as the Commission is aware, beginning in 2006 Equitable
Resources, Inc. and its shareholders, attempted to acquire the distribution
assets of Dominion Peoples and Dominion Hope. After nearly two years of
effort and over $25 million invested by the shareholders of Equitable
Resources it became apparent that we would be unsuccessfui in gaining the
support of the Pennsylvania Attorney General (“PA AG”) and the Federal
Trade Commission (“FTC”). The primary issue in opposition to the
acquisition identified by the PA AG and the FTC related to gas-on-gas
competition. In their view, competition, including gas-on-gas competition
would be adversely impacted (reduced) if the transaction were to be
granted. After considerable investment in time and resources the board of

directors of both companies mutually agreed to terminate the acquisition.

IS EQUITABLE REQUESTING THAT ITS CUSTOMERS SHARE IN THE
EXPENSES OF THE ABANDONED TRANSACTION IN THIS
PROCEEDING?

No, we are not. All costs associated with the transaction have been
removed from the historic and future test year, and thus, Equitable has
insulated customers from its economic impact. In Equitable’s opinion, and
as demonstrated by the Commission’s approval of the transaction, the
proposed acquisition would have provided affirmative public benefits both
through reductions in gas cost and eventually through a combined utility

cost of service delivery rates. This would have been accomplished through
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a variety of synergies including a reduction in over-lapping NGDC service
territories in western Pennsylvania, and thus, a reduction in gas-on-gas
competition. In my opinion, Equitable demonstrated, at substantial cost to
its shareholders, a desire to share with its customers the benefits of a

combined utility.

ON PAGE 27 OF HIS DIRECT TESTIMONY MR. WATKINS STATES
THAT EQUITABLE PROVIDED NO INFORMATION IN ITS APPLICATION,
TESTIMONY, OR WORKPAPERS CONCERNING ITS REQUEST TO
EXEMPT SHAREHOLDERS FROM RESPONSIBILITY FOR WHAT HE
TERMS ARE “DISCOUNTED RATE REVENUES". DO YOU HAVE ANY
COMMENT?

Yes. | think Mr. Watkins’ testimony is extremely misleading and
contrary to the facts. As | discuss at some length later in my testimony,
Equitable provided information to the OCA that was sufficient for the OCA to
withdraw a series of interrogatories that asked for information about
negotiated rate revenue for Equitable customers. Additionally, as discussed
in my direct testimony, Equitable’s last general base rate increase was filed
in 1997. Since this last rate case Equitable’s shareholders have invested
over $200 million in gross plant additions to maintain the safe and reliable
distribution of gas and substantially improve customer service. To suggest
that Equitable’s shareholders shouid bear responsibility for rates that have

been negotiated to levels below maximum tariff rates to maintain customer
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load and revenue is contrary to past Commission precedent established in

previous base rate proceedings and thus wholly unsupported.

DID EQUITABLE PARTICIPATE IN THE RECENT COLUMBIA GAS RATE
PROCEEDING?

Yes, it did. Columbia Gas of Pennsylvania’s (“Columbia”) filed its
base rate case with the Commission in January of 2008 and Equitable
intervened to monitor the proceeding and evaluate, among other things, the
issue of negotiated rates for competitive customers. Equitable’s 2008 base
rate case submitted in this proceeding is absolutely consistent with the
information submitted in its last base rate case in 1997, and more
significantly in regard to this issue of negotiated rate revenue, consistent
with the testimony and exhibits submitted by Columbia at Docket No. R-

2008-2011621.

DID THE OCA RAISE AN ISSUE OF NEGOTIATED RATE REVENUE IN
THE COLUMBIA PROCEEDING AT DOCKET NO. R-2008-2011621 AND
PROPOSE AN ADJUSTMENT FOR “FOREGONE REVENUES" IN THAT
PROCEEDING?

No, it did not even though Coiumbia has 13.8 Bcf of negotiated

throughput.
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WHAT WAS THE OCA'S POSITION IN COLUMBIA’S RATE CASE
RELATED TO COLUBMIA’'S 13.8 BCF OF NEGOTIATED THROUGHPUT?
Basically, the OCA took no position. Equitable was a party to the
Columbia proceeding and the issue was never raised by any party including
the OCA. To clarify the OCA's position, Equitable has served a request for
admissions. However, the OCA has not yet responded to the request.
Equitable asked the OCA to explain the differing positions taken by it here in
this proceeding and in the Columbia proceeding. | have attached the OCA's

response to OCA-I{-1 as Attachment JMQ-9.

WHY 1S EQUITABLE INTERESTED IN THE OCA’S POSITION ON THE
ISSUE OF NEGOTIATED RATE REVENUE IN THE COLUMBIA BASE
RATE FILING?

We are interested for two reasons. First, Equitable believes that it
would be reasonable to assume that it should be afforded the same
treatment from the OCA related to negotiated rate support that Columbia
received, a precedent if you will. To my thinking, it is not a matter of what
an OCA witness does from case to case but what the OCA itself does from
case to case. Second, Columbia is a competitor of Equitable and an
intervenor in this proceeding. As stated in my direct testimony, even
though Columbia’s delivery rates are lower than Equitable’s, Columbia still
must negotiate delivery rates for competitive customers. Obviously, the

information related to negotiated agreements is highly confidential. This
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was imparted to the OCA. The release of this type of information could

expose Equitable and its customers to further loss of load.

DID EQUITABLE PROVIDE THE SAME DEMONSTRATION AND
PRESENTATION IN THIS PROCEEDING AS COLUMBIA DID IN THEIR
BASE RATE CASE?

Yes. | believe that Equitable has made the very same demonstration
here that Columbia made in its recently concluded proceeding. Yet, in this
proceeding, the OCA has proposed a $23 million dollar adjustment for
“Foregone Revenues.” In the Columbia proceeding with the same witness,

the OCA was silent and no adjustment was proposed.

ON PAGE 28 OF HIS DIRECT TESTIMONY MR. WATKINS ASSERTS
THAT EQUITABLE DID NOT MEET A COMMISSION FILING
REQUIREMENT AT 52 PA. CODE §53.53 Ill E.11. DO YOU HAVE ANY
COMMENT?

Yes. Again, it appears that the OCA would arbitrarily hold Equitable
to a different standard than its direct competitors. Equitable provided the
information asked for in the filing requirement regulation. Pursuant to 52
Pa. Code § 53.51(c)(2) the OCA was obligated to raise this issue with the
Commission’s Secretary within 30 days of the submission of the Company’s
base rate filing or the filing is deemed perfected. It is my understanding that

the OCA did not raise this issue within the prescribed time period.
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Therefore, Equitable’s filing was deemed to have complied with the

Commission’s filing requirements.

ON PAGE 29 OF HIS DIRECT TESTIMONY MR. WATKINS INFORMS
THE COMMISSION THAT THEY SHOULD BE CONCERNED ABOUT
NEGOTIATED RATES DUE TO COMPETITIVE FORCES. DO YOU HAVE
ANY COMMENT?

Yes. This issue was raised during Equitable’s attempt to acquire
Dominion Peoples. Clearly the FTC and the PA AG do not share the OCA’s
concern on the issue of gas-on-gas competition. In fact, based on their
positions articulated to the 6" Circuit Federal Court of Appeals, they both
deem such competition appropriate and reasonable for those select few
customers who happen to be physically located in over-lapping service

territories.

BEGINNING ON PAGE 33 OF HIS DIRECT TESTIMONY, MR. WATKINS
STATES THAT HE ASKED A SERIES OF DATA REQUESTS SEEKING
INFORMATION ABOUT EQUITABLE’'S NEGOTIATED RATES IN JULY.
HE STATES THAT BY THE MIDDLE OF SEPTEMBER HE HAD NOT
RECEIVED ANY RESPONSES TO HIS INQUIRIES. DO YOU HAVE ANY

COMMENT?

36



10

11

12

13

14

15

16

17

18

19

20

21

22

Yes. | am very surprised by Mr. Watkins' testimony. | can only
describe it as misleading and incomplete. The series of data requests Mr.
Watkins refers to are OCA Set |l Interrogatories Nos. 19, 20, 22, and 23
which were served by the OCA on the Company on August 1, 2008. 1 will
explain the circumstances of these OCA interrogatories and the events that
followed the service of them in the following question and answer but what
must be recognized about the interrogatories at the outset is that, ultimately,
they were withdrawn by the OCA after Equitable provided information to the
OCA that Counsel for the OCA acknowledged to be satisfactory. That
information was sent to the OCA on September 18, 2008. The next day,
September 19, 2008, the OCA advised by email that OCA Set Il
Interrogatories Nos. 19, 20, 22, and 23 were withdrawn. | have attached a

copy of the e-mail as Attachment JMQ-10.

WOULD YOU EXPLAIN IN MORE DETAIL WHAT OCCURRED IN
REGARD TO OCA SET 1l INTERROGATORIES NOS. 19, 20, 22 AND 237
Yes. When the Interrogatories were served on August 1, 2008,
Equitable was negotiating a confidentiality agreement with the OCA and the
rest of the intervenors who were seeking access to confidential information.
On September 8, 2008 the OCA sent a letter to the Company's outside
counsel along with executed confidentiality agreement documents signed by

both the OCA and its consultants.
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OCA Set Il Interrogatories Nos. 19, 20, 22, and 23 requested highly
confidential information which was quite detailed and voluminous. After
receiving the executed confidentiality agreement documents Equitable’s
attorneys contacted the OCA in an attempt to arrive at a solution that would
satisfy the OCA’s inquiries. A conference call was held on or about
September 11, 2008 with Equitable personnel including myself, the
Company’ outside Counsel, Counsel! for the OCA, Mr. Watkins, the OTS
and its technical support staff. During the call Equitable did express
concern that the requested information was highly confidential and could
expose sensitive information to several competitors who had also
intervened in this proceeding. The focus of the discussions led to a concern
expressed by the OCA that Equitable was attempting in the rate filing to shift
revenue responsibility associated with negotiated delivery service
agreements to residential customers.

During the call Equitable attempted to demonstrate, by reference to
the cost allocation studies submitted in this proceeding, that our proposal
was not to shift revenue responsibility to the residential class. Equitable
also suggested that the highly confidential information requested could best
be viewed at the Company'’s offices in Pittsburgh where our data base of
contracts and supporting documents are housed. This proposal was
rejected by the OCA. We then offered to make the information available for
inspection at our attorney’s offices in Harrisburg. Again, this offer was

rejected.
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-Shortly after the call further communication occurred between our
Counsel and Counsel for the OCA. It was agreed that Equitable would
informally provide a summary of highly confidential negotiated rate revenue
information which would demonstrate that Equitable was not proposing a
shift of revenue responsibility to residential customers. This information was
sent to the OCA on September 18, 2008. On September 19, 2008
Equitable’s attorney received the previously mentioned email from the OCA
withdrawing OCA-11-19, 20, 22, and 23. Again, that email is attached as
Attachment JMQ-10. After reviewing the e-mail Equitable was under the
impression that the matter had been resolved.

Having participated in the foregoing and believing the matter had
been resolved to the OCA’s satisfaction and with the “series of
interrogtories” having been withdrawn, Equitable was very surprised to read
in Mr. Watkins’s testimony that he was proposing to impute $22.8 million in
incremental revenue attributed to the delta between maximum tariff rates
and Equitable's average negotiated rate. The Company was also surprised
to read that Mr. Watkins was basing this adjustment on a failure to respond
to Interrogatories that the OCA had withdrawn. In my opinion, Mr. Watkins
proposed revenue adjustment is unprecedented, inconsistent with prior
Commission rate making decisions, unsupported by any fact, and at odds
with the withdrawal of the subject interrogatories and the provision of the
information to OCA Counsel. Equitable believes it responded to such

requests. The adjustment should be disregarded.
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Q: DID EQUITABLE RESPOND TO THE OCA DATA REQUEST MENTIONED
BY MR. WATKINS AT PAGE 35 OF HIS DIRECT TESTIMONY?
A Yes. The OCA did not submit this data request until shortly before

the due date for its direct testimony and the response was not due from
Equitable until after the due date for the OCA’s direct testimony. Equitable

filed a timely response to the data request.

s BEGIN HIGHLY CONFIDENTIAL TESTIMONY ADDRESSING
NEGOTIATED RATE REVENUE™* "
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e *END OF HIGHLY CONFIDENTIAL TESTIMONY e

VI. Retail Market Issues
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BEGINNING AT PAGE 21 OF HIS TESTIMONY, MR. CRIST DISCUSSES
THE RETAIL NATURAL GAS MARKET STATING AT PAGE 22, LINES 20
THROUGH 22 THAT EQUITABLE'S CONTRACT SERVICE RATES AND
AGENCY PROGRAM ARE NOT APPROPRIATE. IS EQUITABLE
PROPOSING TO TERMINATE ITS CONTRACT SERVICE RATES?

Yes. Equitable’s Contract Service Rates are its Rate CSF — Contract
Service Firm and Rate CSI — Contract Service Interruptible. Supplement
No. 60 proposes that Rate CSF and CSlI be removed from Equitable’s Tariff.
Equitable presently serves no customers under either Rate CSF or Rate
CSl. In point of fact, Equitable has not had Rate CSF or Rate CSI
customers for many years. Equitable, of course, has the tariff authority to

negotiate rates under tariff language that it is retaining in its tariff.

IS EQUITABLE PROPOSING TO MODIFY ITS AGENCY SERVICE
PROGRAM?

Yes, it is. Equitable’s agency service is described at Rule 11.7 of the
Company's tariff rules and regulations. Rule 11.7 provides as follows:

11.7 Company Agency

If requested by the customer, and agreed to by the Company,
the Company will act as agent for the customer in securing
storage services and transportation capacity on transmission
pipelines to transport customer’'s gas to the pipeline delivery
points on the Company's system. This service shall be
administered by the Company subject to the same terms,
conditions and rates placed upon other pool operators
operating under Equitable’s tariff. The Company shall not be
responsible for storage and transportation charges incurred
on behalf of the customer, nor for the performance, non-
performance or continued availability of any pipeline
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transportation service. The charges for this service shall be

determined by negotiation between the Company and the

customer.

As explained in the tariff, agency is a transportation service. It is
provided to customers for several reasons, not the ieast of which is to
preserve the Company’s ability to retain customers who might be seeking to
move their delivery service to a competing NGDC. Agency service has
been available almost twenty years. Equitable did not propose any changes
to its agency service Program tariff language as part of Supplement No. 60.

Equitable, however, is planning to modify the use of its program as of

December 31, 2008.

DO SUPPLIERS OTHER THAN EQUITABLE ENERGY PROVIDE THE
GAS FOR THE AGENCY SERVICE PROGRAM?

Not at this time, although they have in the past.

WOULD YOU DISCUSS HOW EQUITABLE INTENDS TO HANDE ITS
AGENCY PROGRAM IN THE FUTURE?

Yes. Equitable currently offers an agency program that has been
part of Equitable’s mix of service offerings for well over twenty years, most
recently being reapproved by the Commission in Equitable’'s 1997 base rate
case despite marketer opposition. In the 2006 acquisition proceedings
wherein Equitable Resources was seeking to acquire Dominion Peoples

and Dominion Hope, the provision of agency service was a contentious
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issue. Ultimately, that issue was resolved by a settlement between
Equitable and Hess that was approved by the Commission on April 13,
2007. | have attached a copy of the settlement as Attachment JMQ-11.
This settiement would have, except in limited instances, removed Equitable
from offering agency service by transferring the existing agency customers
to our affiliated marketing entity. Eventually, in January, 2008 Equitable
Resources and Dominion Resources became frustrated with the delay in
receiving Federal approvals and mutually agreed to terminate the
acquisition. At the time, Equitable filed this base rate case it was unsure
whether it desired to continue to provide agency service in the future or

would simply allow agency service to wind down.

'WHAT DO YOU MEAN BY THE TERM “WIND DOWN’

By that term, | mean that Equitable was considering simply allowing
existing contracts to expire at the end of their term without agreeing to

further extensions.

HAS EQUITABLE BEEN AN ACTIVE AGENCY PROVIDER?

Equitable has not been aggressively utilizing its agency service for
some time. In fact, Equitable has added only one new agency account
since November, 2006, and the customer was only added to eliminate the
risk of bypass to another NGDC. Our standard agency agreement does

provide for rolling the contract over, usually on an annual basis, by the
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Company providing the customer with a re-determined rate some 60 days
prior to the end of the agreement. If the Company and customer can not
agree on a new re-determined rate at least 45 days prior to expiration of the
contract, then the re-determined rate is set by the Company based on
market prices. As a rule, prior to making the re-determined rate offer,
Equitable has contacted the customer to see what their gas supply needs
are and to determine the price the customer would want to extend the

agreement.

HAS EQUITABLE CONTNUED TO EXTEND ITS AGENCY CUSTOMER
CONTRACTS?

We have. There is significant customer demand for this service.
However, Equitable is no longer interested in remaining as the agent to
procure gas supplies for its customers. Initially, we believed that if we were
to follow the procedure already agreed to with Hess in the acquisition case

that it would be acceptable to all parties and particularly with Hess.

WHEN DID YOU BECOME AWARE THAT HESS WAS NO LONGER
INTERESTED IN SUCH AN AGREEMENT?

During the discovery phase of this proceeding it became apparent
that Hess no longer liked the terms of the deal that the Commission had

tentatively approved in 2007. Accordingly, Equitable began to reassess

“how it would handle the wind down of agency.
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HOW IS EQUITABLE PLANNING TO WIND DOWN THE AGENCY
SERVICE?

Equitable plans to ask the Commission to address Judge Corbett's
recently issued Interim Order or ask Judge Corbett to clarify the Order.
Obviously, Hess has objected to any transfer of these agency customers to
Equitable’s marketing affiliate. Nevertheless, that marketing affiliate is the
gas supplier for these customers and has procured both a gas supply and if
necessary, arranged for any hedges or other financial instruments
associated with that supply. Our customers have expressed to us that they
are very concerned that if agency ends they could lose the benefit of the
gas supply arrangements already in place. Our first concern is ensuring
that customers get the benefit of the bargains they have struck. Therefore,
our proposal would be to continue to renew contracts that expire between
now and the end of January, 2009. Contracts falling within the period would
be renewed for no longer than twelve (12) months. In the mean time, and
consistent with the terms of our agency agreements, we would notify all
customers with contracts set to be renewed on or after February 1, 2009
that Equitable has decided not to offer agency service, except in limited
circumstances, and that their agency service agreement will expire a the
end of its then current term. Customer will be advised that they can return
to tariff service or they can contact any of the gas marketers listed on

Equitable’s web-site. We will also provide, with that letter, a list of the
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marketers currently active on-the Equitable system. This notice will be
prepared with marketers and the Commission’s Bureau of Fixed Ultility
Services input and we would propose to send it to all agency customers by

December 1, 2008, to advise them of changes coming with agency service.

WHAT HAPPENS TO THE AGENCY PROGRAM AFTER THE NOTICE IS
SENT?

Agency service would continue consistent with the contracts entered
into with the agency customers. For example, a customer who accepted a
re-determined rate contract on June 1, 2008 for a one-year period will
continue to have agency service from Equitable until June 30, 2009. Prior
to the expiration of the agency contract, other customers will be again
advised in a letter similar to the one previously sent of the need to find a gas
marketer or return to tariff sales service. In other words, each month a
number of contracts will end as Equitable will not offer a re-determined rate
or, in the absence of agreement, establish a market price. Equitable’s
agency contracts expire at different time throughout the year, and a number
of the customers have elected a 24 month red-determined price. Therefore,
the vast majority of the agency customer will be gone from agency by the
end of either 2009 or 2010. There are a few longer term agreements that

Equitable will continue to honor until they expire on their own terms.
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IS EQUITABLE PROPOSING TO REMOVE THE PROVISION FROM ITS
TARIFF?

No. As stated previously, Equitable will agree to not act as an agent
on behalf of customers to secure supply services, pursuant to Section 11.7
except in the limited circumstance of a customer attempting to bypass or

otherwise leave the Equitable distribution system.

MR. CRIST CLAIMS THAT EQUITABLE REALIZES $9,146,179 OF
MARGIN FROM THE AGENCY SERVICE PROGRAM. HAS MR. CRIST
CORRECTLY ANALYZED THIS MARGIN?

No, he has not. Mr. Crist claims that the margin Equitable realizes
from operation of the Agency Program is $9,146,179, suggesting that
Equitable is at risk for the margin and would lose it if Hess or another
supplier aside from Equitable Energy would provide the gas for the Agency
Program.  Mr. Crist completely misunderstands what this amount
represents. Equitable does not make profit from the provision of agency
service. The $9,146,179 is the revenue received by Equitable for providing
the delivery service associated with the Agency Program, which is often
referred to as non-gas margin and only a portion of which would represent
return. Equitable would continue to receive this delivery service revenue
regardless of who supplies the gas — whether the supplier is an Equitable
affiliate, Hess or another natural gas supplier. Equitable would lose the

revenue if and only if the customer were to leave the Equitable system for
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the system of another local distribution company, and Hess has stated and
argued vigorously that it has never, does not now, and does not intend to

engage in or facilitate gas on gas competition.

VIl. Revenue Allocation
HAS MR. FEINGOLD PREPARED AND SUBMITTED REVISIONS TO HIS
PREVIOUSLY FILED CLASS COST OF SERVICE STUDIES?

Yes. Mr. Feingold's rebuttal testimony discusses his findings and
recommendations. | have relied upon Mr. Feingold’s studies to provide a
perspective as to the rate of return earned by the Company for each
customer class. A summary of the results of the class cost of service

studies at current rates under Mr. Feingold’s two allocation bases is as

follows:
Comparison of
Cost of Service Study Results
Class Rates of Return on Rate Base
{(at Current Rates)

Customer Class Design Day Peak & Average

RS 2.42% 3.19%

GSS 12.51% 11.83%

GSL 8.81% 5.09%

AGS (2.15%) (2.15%)

Total Company 3.80% 3.80%

HAVE THE RESULTS OF MR. FEINGOLD’S REVISED STUDIES
SUBSTANTIALLY MODIFIED THE OBSERVATIONS YOU SUMMARIZED

ON PAGE 11 OF YOUR DIRECT TESTIMONY?
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No. Under either the Design Day or Peak & Average cost of service
study methodologies the RS and AGS customer classes produce class
rates of return below the system average while the GSS and GSL customer

classes produce class rates of return in excess of the system average.

BASED ON MR. FEINGOLD’S REVISED STUDIES AS WELL AS YOUR
PREVIOUS DISCUSSION RELATED TO THE YOUR PROPOSED
REVENUE ALLOCATION CONTAINED IN YOUR DIRECT TESTIMONY,
ARE YOU PROPOSING ANY CHANGES TO YOUR RECOMMENDED
REVENUE ALLOCATION?

No | am not.

HAS YOUR PROPOSED ALLOCATION OF THE REVENUE INCREASE
BEEN ACCEPTED BY OTHER PARTIES IN THIS PROCEEDING?
No. The OCA, OTS, OSBA, and IOGA all have submitted alternative

revenue allocation proposals.

CAN YOU PLEASE SUMMARIZE THE ALTERNATIVE REVENUE
ALLOCATION PROPOSALS?

I have summarized the OCA, OTS and [OGA alternative proposals in
Attachment JMQ-12. | will address the OSBA’s proposal later in my rebuttal

testimony.
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DO YOU HAVE ANY COMMENT ON THE OCA'S PROPOSED REVENUE
ALLOCATION?

Yes. Mr. Watkins has agreed with the Company's proposalt to
allocate 100% of the proposed revenue increase related to universal service
costs to the residential class, and also agreed to set the AGS customer
class to full cost of service rates. Next, Mr. Watkins proposes to allocate
50% of the remaining system average increase or $1.320 million to the GSS
class. This was done in recognition that under current rates the GSS class
produces a higher than system average rate of return. Mr. Watkin's then
opines that since the GSL class is below the system average rate of return
under his preferred allocation study basis, the GSL class should be
assessed a higher than system average increase, or 110% of the system
average resulting in a recommended increase of $5.865 million. Mr.
Watkins recommends allocating the remaining $20.378 miliion to the RS
class.

Mr. Watkin's proposal as compared to the Company shifts $2.8
million in annual revenue responsibility from the RS class to the GSL class.
| disagree. Mr. Watkin's basis for his revenue aflocation proposal is his
reliance on his cost allocation study which suggests that the GSL class is
earning below the system average rate of return. Mr. Feingoid disagrees,

and addresses Mr. Watkin’s cost allocation study in his rebuttal testimony.
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HAS MR. WATKIN'S PROPOSED A SCALE BACK METHOD IN CASE
THE COMMISSION DOES NOT APPROVE 100% OF EQUITABLE'S
FILED FOR REVENUE INCREASE?

Yes. Mr. Watkin's proposes that any reduction in universal service
costs should be reflected in Rider D. He recommends that the AGS class
revenue allocation should be maintained at full cost of service rates, and the
remaining classes be reduced proportionally downward. With the exception
of the revenue allocation to the GSL class, Equitable does not oppose this

proposal.

DO YOU HAVE ANY COMMENT ON THE OSBA’S PROPOSED
REVENUE ALLOCATION?

Yes. Mr. Kalcic's proposed revenue allocation is based upon his
refliance on his proposed cost allocation methodology. Mr. Feingold's
rebuttal testimony discusses his disagreement with Mr. Kalcic's cost
allocation methodoiogy, and thus, | cannot support Mr. Kalcic's premise
related to his calculated revenue subsidies, nor his proposed revenue

allocation.

DO YOU HAVE ANY COMMENT ON THE OTS PROPOSED REVENUE
ALLOCATION?
Yes. It appears that Mr. Gruber does not oppose Equitable’s

proposed revenue allocation to the RS and AGS class. However, he
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proposes no revenue increase to the GSS class and a $4.382 million
increase to the GSL class. | disagree. | do not think it is reasonable to
exempt the GSS class from any revenue increase

Mr. Gruber has recommended a scale back method. Mr. Gruber
recommends that the first $3.011 million should first reduce the RS class
revenue allocation with proportional reductions thereafter to all classes. |
disagree. Unless there are approved reductions to Rider D, each class

should proportionally share in revenue reductions except for the AGS class.

DO YOU HAVE ANY COMMENT ON THE IOGA PROPOSED REVENUE
ALLOCATION?

Yes. My only comments are that for the various reasons detailed in
the rebuttal testimony of various Equitable witnesses, | have relied upon Mr.

Feingold's analysis and reject IOGA’s revenue allocation proposals.

VIii. Rate Design
HAVE ANY INTERVENORS PROPOSED ALTERNATIVES TO YOUR
RATE DESIGN RECOMMENDATIONS?
Yes. Both the OCA and OTS have submitted testimony which
opposes Mr. Feingold's proposed average monthly customer cost studies.
Mr. Feingold has submitted rebuttal testimony supporting his cost studies

while discussing errors and inconsistencies contained in the OTS and OCA
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analysis. | stand by the rate design recommendations presented in my

direct testimony.

IX. Rider C Surcharge

THE OCA DISAGREES WITH YOUR PROPOSAL TO CREATE A
SURCHARGE TO RECOVER COSTS ASSOCIATED WITH A
NEGOTIATED RETAINAGE RATE. DO YOU HAVE ANY COMMENT?

Yes. The retainage discount is essentially a gas cost. Therefore, the
value of the discount will change with gas supply cost changes. Given the
variability of the actual cost of the discount it makes little sense to attempt to
quantify the cost based on some estimate in 2008 and include the cost in
base rates. Due to the variability of costs, this particular item best lends
itself to process whereby actual costs incurred over a calendar year are

determined and reconciled or compared to actual recoveries.

X. Other Matters
MS. BURGRAFF BELIEVES THAT PRODUCERS OUTSIDE OF THE
CROOKED CREEK AREA CHARGED RATE AGS SHOULD BE GIVEN
REFUNDS. DO YOU AGREE?
| do not. Mr. Rafferty has discussed the benefits provided to all
producers and the fact that the Rate AGS tariff was initially applicable to the
entire Apolio district and later both the Apolio and Equitable districts. He

has also mentioned that producers willingly signed agreements to pay these
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charges and only later tried t use IOGA to overturn these fees after
receiving the full benefit of gathering service. As Mr. Rafferty shows all
facilities in the Apollo district, whether gathering field lines, compression or
lower pressure transmission lines are absolutely necessary to provide this
gathering service. Equitable acted prudently in obtaining producer
commitments to fund the gathering system projects and to increase their
ability to market more production and charges assessed for the use of these

facilities are appropriate and should not be refunded.

WAS THERE A RATE MORATORIUM IN EFFECT THAT WOULD LIMIT
THE USE OF RATE AGS?

There was a base rate moratorium in effect for a period ending with
January 1, 2006. It prohibited the filing of a new distribution base rate case.
There was nothing in effect that would limit the ability of Equitable to collect
gathering rate unrelated to distribution service, not was there any discussion
of a gathering rate moratorium at any time in the negotiating process. As |
participated in the negotiations, | can unequivocally state that Ms. Burgraff is
wrong if she believes that Equitable would have agreed to a small increase
in CAP funding at the expense of even higher revenues received from

gathering services.

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes it does.
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Line No.
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15

Source:

Equitable Gas Company
Number of CAP Customers Receiving Bills
Docket No. R-2008-228325

Jan-08
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec

# of CAP Customers Receiving a CAP Bill

Ave. # of CAP Customers

2007 Growth Rate: {Line 12-Line 8)/Line 8

(1) OCA-V-1, and OCA-V-12

Attachment JMQ-4

2007
Actual (1)
14,383
14,798
15,575
15,757
15,720
15,482
15,280
15,222
15,044
15,264
15,899
16,492
184,916

15,410

14.7%

2007 Actual CAP
Payments(1}
$ 966,705
1,226,890
1,270,209
1,275,988
1,210,965
1,105,084
1,053,192
1,072,293
1,049,800
1,051,719
1,083,546
1,052,473

$ 13.418,863
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Source:

Equitabie Gas Company
Number of CAP Customers Receiving Bills
Docket No. R-2008-229325

Jan-08
Mar-08
Apr-08
Apr-08
May-08
Jun-08

Jul-08
Aug-08
Sep-08
October-08
November-08
December-08

# of CAP Customers Receiving a CAP Bill

Lines 1-9: 10-13-08 email from S. Gagorik
Lines 10-12: J. Mitchell growth projections

Attachment JMQ-5

9x12 2008
CAP

Participation

17,194
17,966
18,516
18,673
18,783
18,729
18,805
19,241
19,349
19,647
20,008
20,335

227,145






PENNSYLVANIA
PUBLIC UTILITY COMMISSION
Harrisburg, PA 17105-3265

Public Meeting held September 27, 2007

Commissioners Present:

Wendell F. Holland, Chairman
James H. Cawley, Vice Chairman
Tyrone J. Christy

Kim Pizzingnlh

Petition of Equitable Gas Company for Approval to :

Increase the Level of Funding for Its Customer .
Assistance Program and to Implement an Adjustable: P-00062240
Rate Mechanism to Recover Associated Expenses :

Concerning Universal Service and Energy

Conservation Plan Costs '

Equitable Gas Company’s Universal Service and

Energy Conservation Plan Submission Pursuantto : ' M-00061959
52 Pa. Code §62.4 : ’

ORDER

BY THE COMMISSION:

We adopt as our action the Recommended Decision of Administrative Law Judge
Mark A. Hoyer dated August 15, 2007,

THEREFORE,
IT IS ORDERED:

l. That the Joint Settlement Agreement that Equitable Gas Company, the
Office of Trial Staff, the Office of Consumer Advocate, the Office of Small Business Advocate

and Allegheny County ACORN/Mon Valley Unemployed Committee have submitted at Docket
No. P-00062240 and Docket No. M-00061959 is hereby approved.



2. That Equitable Gas Company shall file a taniff supplement consistent with
the Joint Settlement Agreement to become effective on one day’s notice to the Commission, for
service rendered on or after the entry date of the Commission’s Final Order.

3. That Equitable Gas Company, the Office of Trial Staff, the Office of
Consumer Advocate, the Office of Small Business Advocate and Allegheny County
ACORN/Mon Valley Unemployed Committee shall comply with the terms and conditions of the
Joint Settlement Agreement as though each term and condition stated therein had been the
subject of an individual ordering paragraph.

. 4, That upon acceptance and approval by the Commission of the tariff
- supplement as being consistent with this Order and the Joint Settlement Agreement, the
proceedings at Docket Nos. P-00062240 and M-00061959 shall be terminated and the dockets

marked closed.
[
James J. McNulty
Secretary
(SEAL)

ORDER ADOPTED: September 27,2007

ORDER ENTERED: SEP 3 7 2007



THOMAS, THOMAS,
ARMSTRONG & NIESEN THOMAST. NIESEN -

Direct Diak: 717.255.7641

tniesen@utanlaw.com

- ——— e
%I{nrney: and C:Junce”orc al .[:m;

July 13, 2007

James J. McNuity

Secretary

Pennsylvania Public Utility Commission
Commonwealth Keystone Building

400 North Street

P. O. Box 3265

Harrisburg, PA 17105-3265

Inre: Docket Nos. P-00062240 and M-000613959
Equitable Gas Company

Dear Secretary McNulty:

Enclosed for filing in the above matter are an original and three (3) copies of the Joint Settlement
Agreement of the Office of Trial Staff, Office of Consumer Advocate, Office of Small Business Advocate,
Aliegheny County ACORN/Mon Valley Unemployed Committee and the Equitable Gas Company Division
of Equitable Resources, Inc. (the “Settling Parties”). The Joint Settlement Agreement resolves ali contested
issues in the matter. The Settling Parties represent all of the active parties to the proceeding with the
exception of the Peoples/Equitable Merger Intervenors which do not oppose the Joint Settlement
Agreement. Appended to the Joint Settlement Agreement are Statements by the OTS, OCA, OSBA and
Equitable in support of the settlement. Copies of the Joint Settiement Agreement are being served upon
Judge Hoyer and upon the persons and in the manner set forth on the Certificate of Service attached
thereto.

Please note that the Settling Parties, in Section G of the Joint Settlement Agreement, respectfully
request that the Public Utility Commission act as expeditiously as reasonably possible in this matter so that
the settiement supplement and other settlement terms and conditions become effective as soon as
possible, preferably by October 1, 2007. In its Statement in Support, Equitable Gas Company explains that
Commission action on this matter by October 1, 2007, before the 2007-2008 winter heating season, will
benefit CAP participants through open and continuing CAP enrollment and suspension of CAP customer
deposits while aliowing the Company to begin to recover the cost of these CAP program commitments. To
facilitate expeditious review and final Commission approvat by October 1, 2007, Equitable has attached a
proposed Recommended Decision to its Statement in Support.

Very truly yours,

THOMAS, THOMAS, ARMSTRONG & NIESEN
By A

Thomas T. Niesen

cc: Certificate of Service
Honorabie Mark A. Hoyer (w/encl.)
Daniel L. Frutchey, Esq. (w/encl.)

0707 1 3-McNutty {Settiament).wpo

212 Locust STReeT » Suite 500 « P.O, Box 9500 « Harmissuas, PA 17108-9500 « 717.255.7600 « Fax: 717.236.8278 » WWW.TTANLAW,COM



Before The
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Administrative Law Judge
Mark A. Hoyer, Presiding

Petition of Equitable Gas Companyfor

Approval to Increase the Level of

Funding for Its Customer Assistance

Program and to Impiement an :

Adjustable Rate Mechanism to : Docket No.
Recover Associated Expenses : P-00062240
Concerning Universal Service and :

Energy Conservation Plan Costs

Equitable Gas Company’'s Universal : :
Service and Energy Conservation Plan : Docket No.

Submission Pursuant to 52 Pa.Code : M-00061959
§62.4 :

JOINT SETTLEMENT AGREEMENT

The Office of Trial Staff ("OTS") of the Pennsylvania Public Utility Commission
("Commission”), the Office of Consumer Advocate ("OCA"), Allegheny County
ACORN/Mon Valley Unemployed Committee ("ACORN/MVUC"), the Office of Small
Business Advocate ("OSBA") and the Equitable Gas Company Division {("Equitable” or
"Company”} of Equitable Resources, Inc., parties to the above-captioned consolidated
proéeedings {hereinafter sometimes referred to collectively as "Settiing Parties”),
respectfully present this Joint Settlement Agreement for consideration and approval by
Administrative Law Judge Mark A. Hoyer and, upon his recommendation, by the

Commission.



l. The Company

The Company is the regulated utiiity division of Equitable Resources, Inc.
Equitable is engaged in the purchase, distribution, sale and transportation of natural gas
and serves over 257,000 residential, commerciat and industrial customers in the City
of Pittsburgh and adjacent territories in Allegheny, Armstrong, Butler, Clarion, Fayette,
Greene, Indiana, Jefferson, Washington and Westmoreland Counties in Southwestern
Pennsylvania.

ll. Universal Service and Energy Conservation Plan 2007-2009

On May 31, 2006, Equitable submitted its Universal Service and Energy
Conservation Plan 2007-2009 ("Plan 2007-2009") to the Commission pursuantto 52 Pa.
Code §62.4. Plan 2007-2009 proposed several modifications to Equitable’s existing
Universal Service programs.

in a Tentative Order entered August 22, 2006, at Docket No. M-00061958, the
Commission approved Plan 2007-2009 with certain modifications and provided
interested parties the opportunity to submit comments on the proposed revisions
discussed in the Tentative Order.

Comments to the Tentative Order were filed by Equitable, Pennsylvania Utility
Law Project ("PULP"), the Pittsburgh American indian Center, Mary E. Flagg and Dave
Price. PULP and Equitable filed reply comments.

By Final Order entered December 26, 2006, the Commission noted that the
comments and reply comments raised factual issues regarding the design and
operation of Plan 2007-2009 consistent with Section 1501 and Chapters 14 and 22 of
the Public Utillity Code and that the matter would be referred to the Office of
Administrative Law Judge for hearing. Concluding that the issues involved in Plan

2007-2009 are intertwined with the issues in the Petition filed by Equitable and docketed
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at P-00062240, the Commission consolidated the proceedings at M-00061959 and
P-00062240.

{If. Equitable’s Petition Re CAP Funding

On October 6, 2008, Equitable filed a petition to adjust its Rider D —Universal
Service and Energy Conservation Rider ("USECR Rider” or "Rider D"} to fund Universal
Service and Energy Conservation Programs on an ongoing basis. The Company's
proposed USECR Rider of $0.72 per Mcf represented an increase of $0.42 per Mcf to
the existing rate of $0.30 per Mcf. The proposed Rider also would have established a
quarterly adjustment filing and an annual reconciliation feature for reconciling actual
CAP costs and actual CAP recoveries.’

The petition was docketed at P-00062240 and answers to the petition were filed
by the OTS, the OCA and the OSBA. A petition to intervene was filed by the
Peoples/Equitable Merger Intervenors ("PEMI"), an ad hoc group presently consisting
of eight cammercial and industrial customers of Equitable and The Peoples Natural Gas
Company, d/b/a Dominion Peoples.

By Order entered December 26, 2006, the Commission concluded that the
petition and responsive pieadings revealed contested issues of fact and that the matter
would be referred to the Office of Administrative Law Judge for hearing. Concluding
that the issues involved in the petition are intertwined with the issues in the proceeding
concerning Plan 2007-2009 at M-00061959, the Commission consolidated the

proceedings at P-00062240 and M-00061959.

' CAP refers to Equitable’s Customer Assistance Program. The program is presently known
as the Energy Assistance Program or “EAP.” The name change to CAP, which would be consistent
with the Commission’s Policy Statement on Customer Assistance Programs and reduce confusion
with the Low Income Home Energy Assistance Program, has been postponed due to programming
and time constraints associated with Equitable Resources’ pending acquisition of Dominion Peoples
and Dominion Hope.
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IV. The Consolidated Proceedings at P-00062240 and M-00061959

The Commission assigned the consolidated proceedings to Administrative Law
Judge Mark A. Hoyer. Aninitial prehearing conference was held on February 16, 2007,
at which a schedule of various hearing, testimony submission, briefing and other dates
was agreed to by the parties and later memorialized in a Revised Prehearing Order
dated February 23, 2007. On February 23, 2007, ACORN/MVUC filed a petition to
intervene in the consolidated proceedings.

In accordance with the procedural schedule, Equitable served direct testimony
on March 16, 2007. OTS, OCA and ACORN/MVUC served direct testimony on April 27,
2007. Equitable and ACORN/MVUC served rebuttal testimony on May 16, 2007, and
OTS, OCA, ACORN/MVUC and Equitable served surrebuttal testimony on May 30,
2007. The OTS, OCA and ACORN/MVUC, in addition, propounded a substantiai
number of interrogatories, which were answered by Equitable.

Following the circulation of testimony and the completion of discovery, the
Settling Parties were able o achieve a proposed resolution of all issues addressed in
the testimony of their respective withesses. As a conseguence, a large portion of the
remainder of the litigation schedule was cancelled including the first evidentiary hearing
scheduled for June 14, 2007.

V. Terms and Conditions of Settlement

Settling Parties agree that these proceedings can be settied without further
litigation. The Terms and Conditions set forth in the following paragraphs of this Joint
Settiement Agreement present a comprehensive resolution of all issues.

Effective Period of Settlement Terms and Conditions

This Joint Settlement Agreement and the Terms and Conditions of Settlement

contained herein will be effective for the period commencing with the entry of a
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final Commission order approving this Joint Settlement Agreement and continue
in effect until the effeclive date of rates approved by the Commission in

Equitable’s next base rate case.

Modification of Proposed Rider D

Equitable will modify Rider D to efiminate the annual reconciliation of CAP
revenues and expenses and establish a fixed Rider D rate of $0.58/Mcf.
Equitable will be at risk to manage its CAP with a fixed Rider D rate of $0.58/Mcf
(inclusive of the currently effective $0.30/Mcf Rider D rate) during the effective
period of these Seftlement Terms and Conditions. The form of the tariff
supplement to implement the settlement modifications to proposed Rider D is
attached hereto as Attachment A. Equitable may file the settlement tariff
supplement to become effective on one day’s notice for service rendered on and
after the entry date of the Commission’s approval of the Joint Settlement
Agreement.

CAP Consumption

Equitable will monitor CAP participants’ consumption to ensure that the
participant is maintaining annual usage at or below 110 percent of historical
average usage, adjusted for weather. To accomplish this objective, the
Company will institute the following procedures:

1. During the CAP enroliment process, Equitable will advise the CAP
customer of the importance of energy conservation, explain that
usage will be reviewed on an ongoing basis and that unjustified
excess usage may be billed to the CAP customer. Educational
material in the form of conservation tips and a piain language
statement of the rules included in the “CAP Consumption” section
of this Joint Settiement Agreement will be provided in the CAP
brochure and sent to all CAP customers.

2. High usage CAP customers will be referred to the Company’s Low
Income Usage Reduction Program (LIURP) and receive the
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highest priority for weatherization or other energy conservation
help. High usage is defined as annual normalized usage in
excess of 200 Mcf.

Equitable will review and compare the most recent annua! usage
of CAP participants, adjusted for weather, with historical
normalized usage for these customers.

a.

When usage exceeds 110 percent of historical average
usage, adjusted for weather, Equitable will contact the
customer to discuss energy conservation techniques. The
customer will be advised that, if consumption is not
reduced by the next review, the customer may be removed
from CAP unless one of the conditions under (b) exists.

CAP participants will be exempted from (a) above if the
participant meets one or more of the exceptions identified
in the CAP Policy Statement which presently are as
follows:

i The household experienced the addition of a family
member.

ii. A member of the household experienced a serious
iliness.

fit. Energy consumption was beyond the household’s
ability to control.

iv. The household is located in housing that is or has
- been condemned or has housing code violations
that negatively affect energy consumption.

V. Energy consumption estimates have been based
on consumption of a previous occupant.

Customers removed from CAP under (a) above will need
to reduce consumption to historical usage levels, adjusted
for weather, or pay the amount of the excess usage to be
reinstated in CAP. High usage customers under 2 above
must agree to receive weatherization services for
reinstatement in CAP.

Customers removed from CAP for these reasons will be
sent a removal lefter including information describing the
steps required for CAP reinstatement.



CAP Customer Deposits

Equitable will suspend the right to request customer deposits from CAP
customers and, in the case of applicants for CAP, will provisionally suspend the
necessity for a deposit pending a decision on their application. For those not
accepted for CAP participation, customer deposits will be required.

CAP Enrollment

Consistent with its Universal Service and Energy Conservation Plan 2007-2009,
Equitable's CAP will offer open and continuing enrollment for eligible customers
without limitation on the number of participants.

CAP Arrearage Forgiveness

Equitable will continue to offer CAP arrearage forgiveness through its funding
sources already in place including the following:

. Arrearage forgiveness will be provided on a monthly basis for CAP
customers who remain current.

. The monthly CAP budget amount will continue to include an embedded
$5 co-payment that is then matched on a 3 to 1 basis, for a $20 per
month reduction in pre-program arrears until the initial program balance
has been reduced to zero.

. For customers who defauit or become delinquent with their monthly CAP
payments, arrearage forgiveness will be suspended until they make up
their missed payments and the account becomes current again. At this
time, the pending arrearage forgiveness credits will be applied reducing
the pre-program arrears balance.

Minimum CAP Payments

Consistent with its Universal Service and Energy Conservation Pian 2007-2009,
as modified by the Commission in its Tentative Order entered August 22, 2006

and as agreed upon in the Company's Reply Comments of September 21, 2006,

? Equitable’s CAP arrearage forgiveness generally eliminates CAP pre-program arrearages
in four years.
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Equitable will not increase minimum CAP payments from $25 and wifl not

request initial CAP enroliment payments.

Notice Pursuant to Dispute Procedures

Consistent with CAP Policy Guidelines, Equitable will provide notice to CAP

applicants and CAP customers pursuant to the dispute procedures outlined in

Chapter 56 and referred to in the CAP Policy Statement at 52 Pa. Code
. §69.265(5).

Preservation of issues

All issues concerning CAP cost recovery (and related universal service issues)

may be addressed in the Company's next general base rate filing and the

Setiling Parties are free to propose similar or alternative cost recovery

mechanisms at that time.
E. Evidentiary Basis

The Settling Parties believe that the testimony and exhibits sponsored by the
Company, OTS, OCA and ACORN/MVUC fully support the faimess and
reasonableness of the proposed settiement and demonstrate that it is in the public
interest. Accordingly, at the hearing held June 15, the Settling Parties proposed, with
Administrative Law Judge Hoyer's approval, that the statements of testimony and
associated exhibits of the Settling Parties, as set forth below, be admitted into the
record by stipulation without the necessity of calling witnesses to the stand for the
purpose of authenticating their respective statements and exhibits and being available
for cross examination made unnecessary by virtue of the settlement. The parties
confirm, however, as addressed at the June 15 hearing, that, to the extent that any
testimony and accompanying exhibits are inconsistent with this settiement, they are

deemed withdrawn. If for some reason the Commission should act to reject all or any
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part of this settlement, a hearing will be held on the subject issues prior to Commission

disposition:

Party

Equitable

Equitable

(ORES]

OCA

ACORN/
MVUC

Testimony and Exhibits Admitted by Stipulation

Witness

Jeffery Mitchell

John M. Quinn

Amanda Gordon

Roger D. Colton

John Howatt

Statements

Equitable St. No. 1
Equitable St. No. 1-R
Equitable St. No. 1-SR

Equitable St. No. 2
Equitable St. No. 2-R

OTS St. No. 1
OTS St. No. 1-SR

OCA St. No. 1

OCA st. No. 1-8

ACORN/MVUC St. No. 1
ACORN/MVUC St. No. 2
ACORN/MVUC St. No. 3

Attachments/Exhibits/
Scheduies

Aftachments A and B

Attachments A, B and C
Attachments A through H

OTS Exhibit No, 1
OTS Exhibit No. 1-SR

Schedules RDC-1
through RDC-8 and
Attachment A
Schedules RDC-1SR
through RDC-6SR

Exhibit JH-1
Exhibit JH-2
Exhibits JH-3 and JH-4

The Settling Parties request that this Joint Seftlement Agreement be designated

ALJ Exhibit 1 and admitted into the record as a late-filed exhibit.

F. Settlement Perspective

The Settling Parties agree that, based upon the evidence of record in this

proceeding, the resolution of the issues herein proposed is in the public interest.

Although the Settling Parties may not be in total agreement with respect to the issues

resolved by this Joint Settlement Agreement, they believe the proposed Settlement
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provides an appropriate basis for séttlement of their differences as to all issues.
Statements in support of this Joint Settlement Agreement on behalf of Equitable, OTS,
OCA, ACORN/MVUC and OSBA are attached hereto.?

This Joint Seftlement Agreement is being presented only in the context of the
proceedings at Dockets Nos. P-00062240 and M-00061959 in an effort to resolve
outstanding issues in a manner which is fair and reasonable and in the public interest.
This Joint Setliement Agreement reflects compromises on all sides and is presented
without prejudice to any position any of the Settling Parties may have advanced or may
advance in the future, and without prejudice to the positions initially advanced by the
Settling Parties on the merits of the issues. Those positions are preserved should the
Commission reject this settlement in whole or in part and in such event all parties retain
the right to litigate their respective issues. Regardiess of whether this Joint Settlement
Agreement is approved or not, no adverse inference shall be drawn, nor shall prejudice
result, to any party hereto in this or any future proceeding as a consequence of this
Joint Settlement Agreement.

This Settlement is proposed by the Parties to resolve itigation of this proceeding.
This Settlement is conditioned upon, and subject to, acceptance and adoption by the
Commission. If this Settlement, or any part thereof, is for any reason modified in any
respect by the Commission, any Party may withdraw from this Settlement in which case
the Settiement shall be of no force and effect. |f any Party withdraws from this
Settiement, it must do so in a written document, fited with the Commission and served
upon the Parties within five (5) business days after the entry of the Order modifying the

proposed Settlement. 1f the Settlement is disapproved, or if any Party withdraws from

3 PEMI, an intervenor in this proceeding, has authorized the Settling Parties to represent that
PEMI does not oppose the Joint Settiement Agreement. PEMI will submit a letter to the Commission
confirming its position regarding the Jaint Settiement Agreement.
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the Settlement foll.owing modification thereof by the Commission, the above-captioned
proceeding will continue wilh litigation on the originally proposed Petition.
G. Request for Expedited Treatment

The Settling Parties respectfully request that the Commission act as
expeditiously as reasonably possible in this matter so that the settiement supplement
and other settlement terms and conditions become effective as soon as possible,
preferably by October 1, 2007.

WHEREFORE, the Office of Trial Staff, the Office of Consumer Advocate,
Allegheny County ACORN/Mon Valley Unemployed Committee, the Equitable Gas
Company Division of Equitable Resources, Inc. and the Office of Small Business
Advocate, by their respective attorneys, respectfully request that Administrative Law
Judge Mark A. Hoyer and the Pennsylvania Public Utility Commission approve the
settlement proposed in this Joint Settlement Agreement.

Respectfully submitted,

OFFICE OF TRIAL STAFF OFFICE OF CONSUMER ADVOCATE

B

Allison Curtin Kaster, Prosecutor Christy M. Appleby
Johnnie E. Simms, Chief Prosecutor Assistant Consumer Advocate
Darryl Lawrence
Assistant Consumer Advocate
Tanya J. McCloskey
Senior Assistant Consumer Advocate
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ALLEGHENY COUNTY ACORN EQUITABLE GAS COMPANY
MON VALLEY UNEMPLOYED

COMMITTEE .
B8 [ / ™
Charles E. Thomas, Jr., Esquire
By (’Z’VéA/th /j J M\ Thomas T. Niesen, Esquire
Harry S. Géller, Esquire Daniel L. Frutchey, Esquire

John C. Gerhard, Esquire

OFFICE OF SMALL BUSINESS
ADVOCATE

NS SN )

Lauren M. Lepkoski C/
Assistant Small Business Advocate

Jont Setilernent Agreemen {Fina!l Executer Version) wpce
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SUPPLEMENT NQO.
TO

GAS - PA. P.U.C. NO. 22

EQUITABLE GAS COMPANY

A DIVISION OF EQUITABLE RESOURCES, INC.

SCHEDULE OF RATES, RULES AND REGULATIONS
FOR
GAS SERVICE IN
CITY OF PITTSBURGH
AND TERRITCRY ADJACENT THERETO

(For Lists of Communities Served, see Page No. 4)

ISSUED: EFFECTIVE:

Tariff Supplement Filed to Reflect
The Joint Settlement Agreement
In Docket Nos. P-00062240 and M-00061359

Issued

By

D. L. FRUTCHEY
SENIOR VICE PRESIDENT
EQUITABLE GAS COMPANY
225 NORTH SHORE DRIVE

PITTSBURGH, PA 15212-5861




SUPPLEMENT NO.

TO GAS ~ PA, P.U.C, NO. 22

REVISED PAGE NO. 2

EQUITABLE GAS COMPANY CANCELING REVISED PAGE NO. 2

CHANGE IN RATES AND TARIFF MODIFICATION

Rider D - Universal Service and Energy Conservation, page 96

ISSUED: ' EFFECTIVE:
D. L. FRUTCHEY
SENIOR VICE PRESIDENT



SUPPLEMENT NO.
GAS - PA. P.U.C. NO. 22

REVISED PAGE NO. 96
EQUITABLE GAS COMPANY CANCELING REVISED PAGE NO. 96

RIDER D

UNIVERSAL SERVICE AND ENERGY CONSERVATION

I. This rider provides a method of recovery of costs associated
with the Company's Universal Service and Energy Conservation
programs.

I1. This Rider shall be applicable to Rate RS, and residential

customers receiving service under rate FDS except customers
enrolled in the EAP.

III. Rate: $0.580 per Mcf

{I} Indicates Increase.

ISSUED: EFFECTIVE:
D. L. FRUTCHEY

SENITOR VICE PRESIDENT

(I



BEFORE THE
PENNSYLVANIA PUBLIC UTTLITY COMMISSION

Petition of Equitable Gas Company for :
Approval to Increase the Level of :
Funding for Its Customer Assistance :

Program and to [Implement an : Docket No. P-00062240
Adjustable Rate Mechanism to :
Recover Associated Expenses :

Concerning Universal Service and :
Energy Conservation Plan Costs

Equitable Gas Company’s Universal :
Service and Energy Conservation Plan : Docket No. M-00061959

Submission Pursuant to 52 Pa.Code :
§62.4

OFFICE OF TRIAL STAFF
STATEMENT IN SUPPORT OF
JOINT SETTLEMENT AGREEMENT
TO ADMINISTRATIVE LAW JUDGE MARK A. HOYER:
INTRODUCTION
The Office of Tnal Staff (“OTS”) of the Pennsylvania Public Utility Commission

(“Commission”™), by and through its Prosecutor, Allison C. Kaster, hereby respectfully
submits that the terms and conditions of the foregoing Joint Settlement Agreement
(“Settlement”) are in the public interest and represent a fair and just balance of the

interests of Equitable Gas Company (“Equitable™ or “*Company”) and its customers.

SETTLEMENT

1. OTS was established under the provisions of Section 306 of the Public Utility

Code, 66 Pa.C.S. § 306, in 1986 and is charged with the representation of the public



interest in proceedings relating to rates, rate-related services and application proceedings
affecting the public interest held before the Commission. Consequently, in negotiated
settlements, it is incumbent upon OTS to ensure that the public interest is served and to
quantify to what extent amicable resolution of any such proceeding will benefit the public
interest. Based upon OTS’ analysis of the filing, acceptance of this proposed Settiement
is in the public interest and OTS recommends that Administrative Law Judge (“ALJ™)
Mark Hoyer and the Commission approve the Settlement in its entirety.

2. On May 31, 2006, Equitable filed its Universal Service and Energy
Conservation Plan 2007-2009 (“Plan 2007-2009”), Docket No. M-00061959. Ina
Tentative Order entered August 22, 2006, the Commission modified and approved Plan
2007-2009.

3. On October 6, 2006, Equitable filed a Petition 1o increase its customer
assistance program funding and to implement an adjustable rate mechanism to recover
universal service and energy conservation plan costs, Docket No. P-00062240.

4. On October 26, 2006, OTS filed an Answer to Equitable’s Petition. In the
Answer, OTS requested that the Commission deny the relief requested by the Company
and refer the matter to the Office of Administrative Law Judge (“OALJ”).

5. The Commission consolidated the two docket numbers, Docket Nos. M-
00061959, P-00062240, and referred the proceeding to OALJ for the prompt scheduling
of hearings to result in the issuance of a Recommended Decision. The OALJ assigned

ALJ Hoyer as presiding officer of this proceeding.



6. A Prehearing Conference was held February 16, 2007, at which time a
procedural schedule was developed.

7. OTS filed Direct Testimony on April 27, 2007, Revised Direct Testimony on
April 30, 2007, and Surrebuttal Testimony on May 30, 2007.

8. A hearing was convened on June 15, 2007 for the purpose of entering the
testimony of the Settling Parties into the record by stipulation. At the hearing, OTS
entered OTS St. No. 1 (Revised Direct Testimony of Amanda Gordon and accompanying
exhibit) and OTS St. No. 1-SR (Surrebuttal Testimony of Amanda Gordon and
accompanying exhibit) into the evidentiary record.

9. In accordance with Commission’s policy favoring settlements, 52 Pa. Code §
5.231, the parties to the instant proceeding achieved a full and complete settlement of all
issues utilizing the mediation process.

10. The OTS submits that the Settlement represents a balance of the interests of
the Company and its customers. Accordingly, for the reasons articulated below, OTS
maintains that the proposed Settlement is in the public interest and should be approved by
the ALJ and the Commission:

a. Equitable’s Rider D rate will be fixed at $0.58/Mcf. This
represents a $0.28 increase over the existing Rider D rate of $0.30, and a $0.14 decrease
to the $0.72 rate proposed by the Company in its Petition. OTS analyzed the Company’s
filing and engaged in formal and informal discovery with the Company. Through these
efforts, OTS maintains that the Rider D rate of $0.58/Mcf is in the public interest. The

agreed upon Rider D rate allows Equitable fo recover its universal service costs, but



moderates the impact of the increase to Equitablc’s ratepayers. Pursuant to the
Settlement, the $0.58/Mcf Rider D rate will be non-reconcilable. In testimony, OTS
opposed the Company’s request for annual reconciliation and recommended that Rider D
be adjusted prospectively on a quarterly basis. OTS asserted that annual reconciliation
fails to provide an incentive to prudently incur costs or create cost effective measures if
the Company is guaranteed dollar for dollar recovery. Accordingly, this term is in the
public interest because the non-reconcilable Rider D enables enrolled CAP customers to
obtain benefits available through the CAP program while ensuring that recovery of those
costs from non-CAP customers result in just and reasonable rates.

b. The Company agreed to monitor the consumption of CAP
participants by instituting multiple procedures to ensure that CAP participation usage is at
or below 110% of historical average usage, adjusted for weather. The procedures include
educating CAP customers of the importance of energy conservation, distributing
educational materials about conservation, referring high usage CAP customers to the Low
Income Usage Reduction Program, and giving high usage customers highest priority for
weatherization. If the CAP customer exceeds 110% of historical average usage, adjusted
for weather, Equitable will contact that customer about conservation techniques and
advise that the customer may be removed from CAP if consumption is not reduced unless
the customer meets one of the express exemptions outlined in the Settlement, Customers
will be permitted to be reinstated in CAP by reducing consumption to historical levels or
paying the amount of the excess usage and agreeing to receive weatherization services.

Customers will be sent a removal letter that includes the information describing how the



customer can be reinstated in CAP. This multi-step plan is in the public interest becausé
energy conservation and personal responsibility are a vital component of universal
service programs. CAP customers must be held responsible for excessive gas usage as
the burden for paying that expense falls on non-CAP customers. As discu’ssed above, the
procedures outlined in the Settlement ensure that CAP customers are given notice of this
responsibility and gives CAP customers an opportunity to reduce consumption before
removal from the CAP program. Accordingly, the agreed upon procedures allow CAP
customers to benefit from Equitable’s CAP program, while ensuring that gas
consumption remains at an acceptable level.

C. The Settlemnent provides that Equitable will suspend deposits for
CAP customers. This settlement term serves the public interest because it alleviates the
financial burden imposed on low income customers for entry into the CAP program.

d. Equitable will not limit the enroliment number of CAP
participants. Allowing all eligible customers to enroll in CAP is in the public interest as
it ensures that eligible customers will have access to the benefits provided through
Equitable’s CAP program.

e. CAP arrearage forgiveness will continue through its current
funding sources. Through the write-down of accumulated arrearages, arrearage
forgiveness eliminates the pre-program balances of CAP customers. Accordingly, OTS
maintains that arrearage forgiveness benefits CAP customers and is in the public interest.

12. Based upon OTS’ analysis of the filing, acceptance of this proposed

Settlement is in the public interest. Resolution of this case by settlement rather than



litigation will avoid the substantial time and effort involved in continuing to formally
pursue all issues in this proceeding at the risk of accumulating excessive expense.

13. OTS further submits that the acceptance of the foregoing settlement will
negate the need for an evidentiary hearing, the preparation of Main and Reply Briefg, the
preparation of Exceptions and Reply Exceptions, and the filing of possible appeals.

14. The Scttlement 1s conditioned upon the Commission’s approval of all terms
and conditions contained therein and should the Commission fail to grant such approval
or otherwise modify the terms and conditions of the Settlement, it may be withdrawn by
the Company or OTS as provided therein.

15. OTS’ agreement to settle this case is made without any admission or prejudice
to any position that OTS might adopt during subsequent litigation in the event that the
Settlement is rejected by the Commission or otherwise properly withdrawn by any other
parties to the instant proceeding.

16. If the ALJ recommends that the Commission adopt the Settlement as
proposed, OTS agrees to waive the filing of Exceptions. However, OTS has not waived
its right to file Reply Exceptions with respect to any modifications to the terms and
conditions of the Settlement, or any additional matters, that may be proposed by the ALJ
in the Recommended Decision. OTS also reserves the right to file Reply Exceptions to

any Exceptions that may be filed by the Company.



WHEREFORE, the Commission’s Office of Trial Staff represents that it supports
the Settlement as being in the public interest and respectfully requests that Administrative
Law Judge Mark A. Hoyer recommend, and the Commission subsequently approve, the
foregoing Joint Settlement Agreement, including all terms and conditions contained

therein.

Respectfully submitted,

s, @ Kegdue -

Allison C. Kaster
Prosecutor

Pennsylvania Public Utility Commisston
Post Office Box 3265

Harrisburg, Pennsylvania 17105-3265
(717) 787-1976

Dated: July 13, 2007
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Petition of Equitable Gas Company for -
Approval to Increase the Level of Funding

for its Customer Assistance Program and

to Implement an Adjustable Rate :
Mechanism to Recover Associated Expenses :

Concerning Umiversal Service and Energy Docket No. P-00062240
Conservation Plan Costs :

Equitable Gas Company’s Universal :

Service and Energy Conservation Plan Docket No. M-00061959
Submission Pursuant to 51 Pa. Code

§62.4

STATEMENT OF THE
OFFICE OF CONSUMER ADVOCATE
IN SUPPORT OF SETTLEMENT

The Office of Consumer Advocate (OCA) finds the terms and conditions of the Joint
Settlement Agreement (Settlement) to be in the public interest for the following reasons:
I Introduction

On October 6, 2006, Equitable Gas Company (Equitable or Company) filed the
above-captioned Petition. Through the Petition, Equitable sought approval of an increase to
the level of funding for its Customer Assistance Program (CAP) and implementation of an
adjustable funding mechanism to recover associated expenses for Universal Service and

Energy Conservation Plan costs. Equitable currently has in place a Universal Service and



Energy Conservation Rider D (Rider D) which is set at 30¢/Mcf. Equitable proposed in its
Petition o increase Rider D to 72¢/Mcf and to make the mechanism adjustable on a
gquarterly basis and reconcilable annually.

Prior to filing the Petition, Equitable submitted a Universal Service and Energy
Conservation Plan 2007-2009 (Plan 2007-2009 or Plan) at Docket No. M-00061959. The
Commission issued a Tentative Order, directing Equitable to modify its Plan and provided
interested parties the opportunity to comment on the revisions. The Commission then
consolidated the Tentative Order for the Plan 2007-2009 into the instant case on December
22, 2006.

On October 27, 2006, the OCA filed its Notice of Intervention, Notice of
Appearance, and Answer to Equitable’s Petition. The Office of Small Business Advocate
(OSBA), Allegheny County ACORN/Mon Valley Unemployed Committee
(ACORN/MVUC), and the Peoples/Equitable Merger Intervenors (PEMI) also intervened in
the case. The Office of Trial Staff (OTS) filed its Notice of Appearance. The matter was
assigned to the Office of Administrative Law Judge and was Mer assigned 1o
Administrative Law Judge Mark A. Hoyer for investigation and scheduling of hearings to
determine whether the Commission’s Tentative Order on the Plan 2007-2009 should be
made final and whether Equitable’s proposed modifications to its Rider D should be
adopted.

An imtial prehearing conference was held on February 16, 2007 in order to develop
a procedural schedule. Equitable submitted Direct Testimony on March 16, 2007. The
OCA, OTS, and ACORN/MVUC submitted Direct Testimony on April 27, 2007. Equitable

and ACORN/MVUC served Rebuttal Testimony on May 16, 2007. On May 30, 2007,
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Equitable, OCA, OTS and ACORN/MVUC submitted Surrebuttal Testimony. Settlement
meetings were held, and as a result, those negotiations led to the mstant Settlement. A
hearing was held on June 15, 2007, for the purpose of submutting the stipulated testimony
into the record. The remainder of the evidentiary heanngs were cancelled.

For the reasons set forth below, the OCA submits that the proposed Settlement is in
the public mterest.
1L Discussion

The proposed Settlement provides that Equitable will modify Rider D to eliminate
the annual reconctliation of CAP revenues and expenses and establish a fixed Rider D rate
of 58¢/Mcf, inclusive of the currently effective 30¢/Mcf Rider D rate. The Company had
originally proposed a 72¢/Mcf reconcilable surcharge, a 42¢/Mcf increase. The OCA
submits that the fixed 58¢/Mcf Rider D, or a 28¢/Mcf increase, is reasonable in the instant
case. By utilizing the fixed 58¢/Mcf charge until the Company’s next base rate proceeding,
the Company will retain the incentive to manage the costs of the programs and maximize
the savings and benefits from the programs.

Equitable will also continue to offer open and continuing enrollment for eligible
customers without limitation on the number of participants, under its fixed Rider. Under the
terms of the Settlement all eligible customers will continue to be enrolled in the program.
This will ensure that the program remains available as required under the Natural Gas
Choice Act. 66 Pa.C.S. § 2203(7), (8).

Equitable has also agreed to implement a program to monitor CAP participants’
consumption to ensure that the participant is maintaining annual usage at or below 110

percent of historical average usage, adjusted for weather. The Settlement provides that



Equitable will provide a multi-step plan regarding CAP consumption that will balance the
interests of mgh-usage CAP customers with the interests of the ratepavers paying the Rider
D surcharge. Equitable will provide the following in order to address this issue: (1)
conservation education materials to CAP customers in advance of their enroliment; (2)
referrals for high usage CAP customers to the Low Income Usage Reduction Program
(LTURPY; (3) continued monitoring and review of the CAP customer’s most recent annual
usage, adjusted for weather, with their histonical normalized usage; (4) contact to CAP
customers who have higher usage to discuss conservation techniques; (5) notice to CAP
customers with high usage that they may be billed at the higher rate for this usage; (6)
application of exemptions from the requirement to pay for higher than average usage for
those customers exempted under the CAP Policy Statement; (7) notification by letter of
removal from the program if removal becomes necessary, and (8) reinstatement process for
those cusiomers removed from CAP due to high usage. The OCA submits that monitoring
high usage customers, and providing those customers with the ability to reduce any excess
usage, will assist the customer in affording service and will help to control the costs of the
program.

The Settlement also proposes several additional modifications to Equitable’s 2007-
2009 Plan. Equitable will suspend the practice of requesting customer deposits from CAP
customers, and for CAP applicants, Equitable will provisionally suspend the requirement of
a customer deposit until a final decision is reached on the CAP application. Equitable will
not increase the minimum CAP payments of $25 and will not request initial CAP enrollment

payments. The OCA supports these proposéls as beneficial to CAP customers. These



proposals make access to essential utility service more affordable and will allow CAP
customers to more easily enroll in the program and to majntain service.

Equitable will also continue to offer CAP arrearage forgiveness through its current
funding sources. The Settlement maintains the current process for arrearage forgiveness,
which provides for arrearage forgiveness on a monthly basis to reward CAP customers for
their on-time payments. With an on-time'CAP payment, including a $5 arrearage co-
payment, Equitable will match on a 3 to 1 basis the arrearage portion of the payment
through its existing funding mechanism. These provisions ensure that Equitable’s CAP
customers continue to make progress towards retiring their arrears without further increasing
costs to other customers.

The OCA submits that the proposed modifications to Rider D and the 2007-2009
Plan will benefit both CAP customers and other ratepayers. The OCA submits, therefore,
that these modifications should be adopted and are in the public interest.

III.  Conclusion

WHEREFORE, for the foregoing reasons, the Office of Consumer Advocate

submits that the proposed Settlement is in the public interest and in the best interest of

Equitable Gas ratepayers.



Respectfully submitted,

M—/
Tanya'). McCloskey
Senior Assistant Consumer Advocate
Pa. Attomey ID. No. 50044
tmccloskey@paoca.org
Christy M. Appleby
Assistant Consumer Advocate
Pa. Attorney ID. No. 85824
cappleby@paoca.org
Darryl A. Lawrence
Assistant Consumer Advocate
Pa. Attorney ID. No. 93682
dlawrence(@paoca.or

Counsel for:
Irwin A. Popowsky
Consumer Advocate

Office of Consumer Advocate
5% Floor, Forum Place

555 Walnut Street

Harrisburg, PA 17101-1923
Telephone:  (717) 783-5048

Fax: (717 783-7152
Date: July 12, 2007
94723 .doc
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STATEMENT IN SUPPORT



Before The
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Administrative Law Judge
Mark A. Hoyer, Presiding

Petition of Eqnitable Gas Company for
Approval to Increase the Level of Funding
for Its Customer Assistance Program and to : Docket No.
Implement an Adjustable Rate Mechanism : P-00062240
to Recover Associated Expenses Concerning :
Universal Service and Energy Conservation :

s e

Plan Costs

Equitable Gas Compaay’s Universal Service : Docket No.
and Energy Conservation Plan Submission : M-00061959
Pursuant to 52 Pa, Code §62.4 :

STATEMENT OF MON VALLEY UNEMPLOYED COMMITTEE AND ALLEGHENY
ACORN IN SUPPORT OF THE JOINT SETTLEMENT AGREEMENT

Mon Valley Unemployed Committee (“MVUC”) and Allegheny ACORN (“ACORN™),
signatory parties to the Joint Petition for Settlement in Dockets P-00062240 and
M-00061959, through counsel Pennsylvania Utility Law Project, find the terms and conditions of
the Settlement to be in the public interest and, in support, state as follows:

L Background

On May 31, 2006, Equitable Gas Company (“Equitable™) submitted its Universal Service
and Energy Conservation Plan 2007-2009 (“Plan 2007-2009") to the Commission pursuant to 52
Pa. Code §62.4. The Plan included several changes to Equitable’s existing Universal Service

and Energy Conservation programs.



A Tentative Order was entered on Aungust 22, 2006, at Docket No. M-00061959, wherein
the Commission approved Plan 2007-2009 with some modifications. Also in the Tentative
Order, the Commission invited interested parties to submit comments. Equitable, the
Pennsylvania Utility Law Project (“PULP”), the Pittsburgh American Indian Center, Mary E.
Flagg, and Dave Price all filed comments. PULP and Equitable also filed reply comments.

In a Final Order entered December 26, 2006, the Commission found that the comments
and reply comments regarding Plan 2007-2009 raised factual issues and referred the matter to the
Office of Administrative Law Judge for hearing. Also in the December 26, 2006 Final Order,
the Commission found that issues involved in Plan 2007-2009 were related to issues in another
matter docketed at P-00062240 involving Equitable’s request to increase its Rider D ~Universal
Service and Energy Conservation Rider to provide additional funding for its Universal Service
and Energy Conservation programs. The Commission consolidated the two proceedings at
M-00061959 and P-00062240.

The consolidated proceedings were assigned to Administrative Law Judge Mark A.
Hoyer. An initial pre-hearing conference was held on February 16, 2007. On February 23, 2007,
PULP filed a petition to intervene in the consolidated proceedings on behalf of MVUC and
ACORN. Equitable served direct testimony on March 16, 2007. The Office of Trial Staff
(*OTS"), the Office of the Consumer Advocate (“OCA”"), MVUC and ACORN served direct
testimony on April 27, 2007. Equitable and MVUC and ACORN served rebuttal testimony on
May 16, 2007. OTS, OCA, MVUC and ACORN, and Equitable served surrebuttal testimony on
May 30, 2007. After the exchange of testimony and the completion of discovery, but before the
evidentiary hearings, the Settling Parties achieved this proposed Joint Settlement Agreement.

I Terms and Conditions of Settlement

The Settlement, which is a compromise of positions arrived at through negotiation with
the various parties, improves upon Equitable’s 2007-2009 Universal Service and Energy
Conservation Programs in several ways, each of which serve the public interest. The result of

these improvements is that low-income customers may be expected to more easily and




successfully participate in Equitable’s CAP program. These program modifications, combined
with increased CAP participation, should enhance the ability of low-income residential

customers to maintain service and reconnect 10 service should a service termination occur.

Equitable agrees to suspend its right to collect security deposits from CAP customers and
from CAP eligible customers who apply for entry and who are subsequently accepted into the
CAP program. Forbearing from the collection of these security deposits will remove an
unnecessary bartier that hampers Jow-income customers’ entry and reentry into the CAP
program. It is expected that the removal of the strain of a security deposit from the fragile
budget of a low-income househald will facilitate that household’s ability to make consistent and

regular ongoing CAP payments and avoid terrnination of service.

Equitable agrees to offer open and continuing enrollment for eligible customers into the
CAP program, without limitation on the number of participants in the CAP program. Open
enrollment is a sound way to ensure a robust and growing CAP program that is available to all
eligible customers who need its assistance. 1t is expected that such a robust program, with no
carollment ceilings or program closures, will assist additional low-income customers achieve
more manageable monthly natural gas payments and help Equitable reduce the number of low-

income residential customers who suffer from service termination.

Equitable will not increase its minimum CAP payment or collect an injtial CAP
enrollment payment. It is expected that through these steps, Equitable will maintain a more
readily accessible CAP program. Higher minimum payments or any kind of entrance fee are
unaffordable to low-income customers. By agreeing not to impose such fees, Equitable will be

removing barriers to entry and ultimate program success.

Equitable agrees to provide notice of the dispute procedures outlined in Chapter 56 and
referred to in the CAP Policy Statement at 52 Pa. Code §69.265(5). It is expected that this
practice will inform CAP customers and CAP eligible customers of their rights to dispute certain
actions of the company and enable these customers to protect themselves from potential mistakes

or errors made by the company.



III. Conclusion

For each of the forgoing reasons, Mon Valley Unemployed Committee and Allegheny
ACORN submit that the terms and conditions of the Joint Petition for Settlement are in the

public interest and should be approved by the Commission.
Respectfully submitted,

Pocoy { Ml

Harry S. Geller, Esquire
John C. Gerhard, Esquire

Attomeys for: Mon Valley Unemployed Committee
& Allegheny ACORN

Pennsylvania Utility Law Project
118 Locust Street

Harrisburg, PA 17101
hgellerPUL P@palegalaid.net

jgerhardPUL P@palegalaid.net
717-232-2719

July 12, 2007
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Concerning Universal Service and
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Submission Pursuant to 52 Pa. Code §62.4:

STATEMENT OF THE OFFICE OF SMALL BUSINESS ADVOCATE
IN SUPPORT OF THE SETTLEMENT

L Introduction

The Office of Small Business Advocate (“OSBA”) is an agency of the Commonwealth of
Pennsylvania authorized by the Small Business Advocate Act (Act 181 of 1988, 73 P.S. §§
399.41 - 399.50) to represent the interests of small business consumers as a party in proceedings
before the Pennsylvania Public Utility Commission (“Commission”).

On October 6, 2006, Equitable Gas Company (*“Equitable” or “Company”) filed with the
Commission a Petition for Approval to Increase the Level of Funding for its Customer
Assistance Program and to Implement an Adjustable Funding Mechanism to Recover Associated

Expenses Concerning Universal Service and Energy Conservation Plan Costs (*Petition™).



On October 18, 2006, the OSBA filed a Notice of Intervention and an Answer {0
Equitable’s Petition.

On December 21, 2006, the Commission ordered that Equitable’s Petition and
Equitable’s Universal Service and Energy Conservation Plan Submission at Docket No. M-
00061959 be consolidated and be assigned to the Office of Administrative Law Judge (“OALI™)
for hearings and a recommended decision.

Equitable served direct testimony on March 16, 2007, The Office of Trial Staff (“OTS™),
the Office of Consumer Advocate (“OCA”™), and the Allegheny County ACORN/Mon Valley
Unemployed Commttee (“ACORN/MVUC™) scryed direct teshimony on Apnl 27, 2007.
Equitable and ACORN/MVUC served rebuttal testimony on May 16, 2007. OTS, OCA,
ACORN/MVUC and Equitable served surrebuttal testimony on May 30, 2007.

The OSBA did not file testimony.

I1. Summary of the OSBA’s Principal Concerns

On October 18, 2006, the OSBA filed an Answer in this proceeding. In its Answer, the
OSBA acknowledged that Equitable’s proposed Universal Service and Energy Conservation
Rider (*“USECR Ruder”) did not allocate universal service costs to small business customers.
The OSBA also stated in its Answer that the OSBA was entering this proceeding to ensure that
the Company’s proposed USECR Rider was not modified in order 1o require Equitable’s small
business customers to help finance low-income energy programs.

To this point in the proceeding, the OSBA has participated in negotiations which have led

to the Joint Petition for Settlement (“Settlement™).



IIl.  Settlement

The Settlement sets forth 2 comprehensive list of issues which were resolved through the
negotiation process. The OSBA does not object to the resolution of any of those issues. Of
particular interest to the OSBA is the fact that the Settlement will not impose universal service
costs on small business customers. As the OSBA’s principal concem has been resolved, signing
this Settlement enables the OSBA to conserve its resources and avoid the uncertainties inherent

in fully litigating the case.

IV.  Conclusion
WHEREFORE, the OSBA respectfully requests that the Administrative Law Judge and

the Commission approve the Settlement without modification.

Respectfully submitted,

Lavren M. Lepkoski’

Assistant Small Business Advocate
Attorney 1.D. 94800

For:
William R. Lloyd, Jr.
Small Business Advocate

Attorney 1.D. 16452
Office of Small Business Advocate

Suite 1102, Commerce Building
300 North Second Street
Harmisburg, PA 17101

(717) 783-2525

(717) 783-2831 (fax)

Dated: July 13, 2007
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Administrative Law Judge
Mark A. Hoyer, Presiding

Petition of Equitable Gas Company for

Approval to Increase the Level of

Funding for Its Customer Assistance

Program and to Implement an :

Adjustable Rate Mechanism to : Docket No.
Recover Associated Expenses : P-00062240
Concerning Universal Service and :

Energy Conservation Plan Costs

Equitable Gas Company’'s Universal

Service and Energy ConservationPlan Docket No.
Submission Pursuant to 52 Pa.Code : M-00061959
§62.4 :

EQUITABLE GAS COMPANY’S

STATEMENT IN SUPPORT OF JOINT SETTLEMENT AGREEMENT

AND NOW comes the Equitable Gas Company Division of Equitable Resources,
Inc. (“Equitable” or "“Company”), by its attorneys, and respectfully submits this statement
in support of the Joint Settlement Agreement presented in the above-captioned
consolidated proceedings:

l. Background

1. These consolidated proceedings concern Equitable’s Universal Service
and Energy Conservation Plan 2007-2009 (“*Plan 2007-2008") and its proposed Rider
D - Universal Service and Energy Conservation Rider ("USECR Rider”). in separate

Opinions and Orders at M-00061959 and P-00062240, the Commission consolidated

the proceedings.



2. The Settling Parties, viz. Equitable, the Office of Consumer Advocate
(“OCA"), the Office of Trial Staff ("“OTS"), Allegheny County ACORN/Mon Valley
Unemployed Committee (*"ACORN/MVUC") and the Office of Small Business Advocate
("OSBA"), and the Peoples/Equitable Merger Intervenors (“PEMI”), which has expressed
no opposition to the Joint Settlement Agreement, represent all active parties to the
consolidated proceedings.

3. The Settling Parties have agreed that the consolidaled proceedings can
be settied without further litigation under the terms set forth in the Joint Settlement
Agreement.

in. The Joint Settlement Agreement Is Consistent With the

Requirements of the Public Utility Code and in the Public
Interest
Policy Considerations

4. it is the policy of the Commission to encourage parties in contested
proceedings to enter into settlements. 52 Pa. Code §5.231(a). A settlement mitigates
the time and expense of litigating the matter to its ultimate conclusion. This directly
benefits all parties concerned.

5. The Joint Settlement Agreement proposes the resolution of all issues in
these consolidated proceedings. Where the active parties in a proceeding have
reached a settlement, the principal issue for Commission consideration is whether the

agreement reached is in the public interest. Pa. P.U.C. v. CS Water and Sewer

Associates, 74 Pa. P.U.C. 767, 771 (1991). Equitable submits that the resolution of the

issues proposed in the Joint Settlement Agreement is in the pubiic interest and

consistent with statutory and regulatory requirements.



Specific Settlement Terms and Conditions
6. Several specific settlement terms and conditions are presented in the
Joint Settlement Agreement. They are in the public interest as follows:

Effective Period of Settlement Terms and Conditions

This Joint Settlement Agreement and the Terms and Conditions of Settiement
will be effective for the period commencing with the entry of a final Commission
order approving the Joint Settlement Agreement and will continue in effect until
the effective déie of rates approved by the Commission in Equitable’s next base
rate case. The Settlement, thus, provides a measure of beneficial program and
rate stability for both Equitable and its CAP and other customers that would not
exist absent the settlement.

Modification of Proposed Rider D

The modification of Rider D to eliminate the proposed annual reconciliation
feature produces a fixed Rider D rate for the effective period of the settlement
terms. Aithough the Commission’'s Order at M-00051923 aliows for a
recancilable surcharge, Equitable has agreed to eliminate the reconciliation
feature in settlement of this proceeding (while preserving its right to reintroduce
a reconciliation feature in a later proceeding) in retumn for the fixed Rider D
settliement rate of $0.58/Mcf (inclusive of the currently effective $0.30/Mcf Rider
D rate). In settlement of this proceeding, Equitable has accepted the risk of
managing its CAP, with open enroliment and other features of potentially
significant additional cost, with a fixed Rider D rate of $0.58/Mcf during the

effective period of the settlement terms.



CAP Consumption

Equitable has agreed in settlement to monitor CAP participants’ consumption to
ensure that the participant is maintaining annual usage at or below 110 percent
of historical average usage, adjusted for weather. To accomplish this objective,
-the Company will institute the several procedures identified in the body of the
Joint Settiement Agreement. These procedures encourage CAP cusiomers to

adopt conservation methods and to maintain usage profiles consistent with

weather adjusted norms.

CAP Customer Deposits

Chapter 14 of the Public Utility Code allows Equitabte to collect a- customer
deposit from applicants and customers, including CAP applicants and
customers. in settlement of this proceeding and during the effective period of
the settlement terms, Equitable will suspend the right to request customer
deposits from CAP customers and, in the case of applicants for CAP, will
provisionally suspend the necessity for a deposit pending a decision on their
application. For those not accepted for CAP participation, customer deposits will
be required.

CAP Enroliment

Consistent with its Universal Service and Energy Conservation Plan 2007-2008,
Equitable will offer open and continuing CAP enroliment for eligible customers
without limitation on the number of participants. With a fixed Rider D rate for the
effective period of the settlement terms, Equitable will be at risk for the cost

associated with increases in customer enroliment for the effective period of the

settlement terms. ‘



CAP Arreéraqe Forgiveness

The Joint Settlement Agreement makes no changes in arrearage forgiveness
available to CAP customers. Equitable will continue to offer CAP arrearage
forgiveness through its funding sources aiready in place. Equitable’s CAP
arrearage forgiveness generally eliminates CAP pre-program arrearages in four
years.

Minimum CAP Payments

Consistent with its Universal Service and Energy Conservation Plan 2007-2009,
as maodified by the Commission in its Tentative Order entered August 22, 2006
and as agreed upon in the Company’s Reply Comments of September 21, 2006,
Equitable will not increase minimum CAP payments from $25 and will not
request initial CAP enroliment payments. Equitable had initially proposed to
increase minimum CAP payments to $35 and to request an initial payment for
those CAP applicants who had received a termination notice or who had not
made a payment in the most recent sixty days.

Notice Pursuant to Dispute Procedures

Consistent with CAP Policy Guidelines, Equitable will provide notice to CAP
applicants and CAP customers pursuant to the dispute procedures outlined in
Chapter 56 and referred to in the CAP Policy Statement at 52 Pa. Code
§69.265(5).

Preservation of Issues

While the parties have successfully resolved all issues in this proceeding to their
respective satisfaction, the Joint Settlement Agreement expressly recognizes
that the resolution is fimited to this case. All issues concerning CAP cost

recovery (and related universal service issues) may be addressed in the

L ‘,5'-



Company’s next general base rate filing and the Settling Parties are free to

propose similar or aiternative cost recovery mechanisms at that time.

ut. Request for Expedited Treatment

7. These consolidated proceedings were initiated many months ago by the
filing of Equitable’s Universal Service and Energy Conservation Plan 2007-2009 on May
31, 2006, and by the filing of Equitable’'s CAP Funding Petition on October 6, 2006.
Equitable believes that the terms and conditions accepted by the parties in resolution
of allissues in these consolidated proceedings are clearly in the publicinterest and asks
that the Cormmission approve the Joint Setttement Agreement in its entirety as soon as
reasonably possible and well before the 2007-2008 winter heating season for the benefit
of CAP participants and so that funding can begin to cover Equitable's CAP program
commitments including open and continuing CAP enroliment and suspension of CAP
customer deposits. To facilitate expedited treatment and final Commission approval by
October 1, 2007, Equitable has attached a proposed Recommended Decision to this

Statement in Support.



WHEREFORE, the Equitable Gas Company Division of Equitable Resources,
Inc. respectfully requests that Administrative Law Judge Mark A. Hayer recommend
approval of and the Pennsylvania Public Utility Commission approve the Joint
Settlement Agreement in full settlernent of allissues in these consolidated proceedings.

Respectfully submitted,

Byﬂﬁ- -/- Ju’-

Chariles E. Thomas, Jr., Esquire

PA Attorney ID No. 07262

Thomas T. Niesen, Esquire

PA Attorney ID No. 31379

THOMAS, THOMAS, ARMSTRONG & NIESEN
212 Locust Street, Suite 500

P.0. Box 9500

Harrisburg, PA 17108-9500

Daniel L. Frutchey, Esquire

PA Attomey ID No. 68074

Senior Vice President and General Counsel
EQUITABLE GAS COMPANY

225 North Shore Drive

Pittsburgh, PA 15212

Attorneys for

Equitable Gas Company,

a Division of Equitable Resources, inc.
EGC Statemant 1n Support (Final).wod
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Petition of Equitable Gas Company for

Approval to Increase the Level of Funding for

Its Customer Assistance Program and to :

Implement an Adjustable Rate Mechanism fo - P-00062240
Recover Associated Expenses Concerning

Universal Service and Energy Conservation

Plan Costs

and
Equitable Gas Company’s Universal Service : M-00061959

and Energy Conversation Plan Submission
Pursuant to 52 Pa. Code §62.4

RECOMMENDED DECISION

Before
Mark A. Hoyer
Administrative Law Judge

HISTORY OF THE PROCEEDING

On May 31, 2006, the Equitable Gas Company (“Equitable”) submitted its Universal

Service and Energy Conservation Plan 2007-2009 (“Plan 2007-2009) to the Public Utility

Commission (“Commission”) pursuant to 52 Pa. Code § 62.4. Plan 2007-2009 proposed several

modifications to Equitable’s existing Universal Service programs. In a Tentative Order entered

August 22, 2006 at Docket No. M-00061959, the Commission approved Plan 2007-2009 with

certain modifications and provided interested parties the opportunity to submit comments on the

proposed revisions discussed in the Tentative Order.



On October 6, 2006, Equitable filed a Petition for Approval to Increase the Level of
Funding for Its Customer Assistance Program and to Implement an Adjustable Rate Mechanism
to Recover Associated Expenses Conceming Universal Service and Energy Conservation Plan
Costs. This Petition, docketed at P-00062240, proposed an adjustment to Equitable’s Rider D —
Universal Service and Energy Conservation Rider ( “USECR Rider” or “Rider D) that would
fund Universal Service and Energy Conservation Programs on an ongoing basis and would
establish a quarterly adjustment filing and an annual reconciliation feature for reconciling actual
Customer Assistance Program (“CAP”) costs and actual CAP recovenes.

By orders entered on December 26, 2006 at each of the foregoing docket numbers (i.e.,
M-00061959 and P-00062240), the Commission consoiidated these matters and referred the
consolidated proceeding to the Commission’s Office of Administrative Law Judge for hearing
and the issuance of a recommended decision.

A telephonic prehearing conference was held on Febrnuary 16, 2007, Participating parties
included Equitable, the Commission’s Office of Trial Staff (“OTS™), the Office of Small
Business Advocate (“OSBA"), the Office of Consumer Advocate (“OCA™), and the
Peoples/Equitable Merger Intervenors (“PEMI”). The parties present for the prehearing
conference agreed to a litigation schedule that was set forth in a Revised Preheanng Order dated
February 23, 2007. Also on February 23, 2007, the Allegheny County ACORN/Mon Valley
Unemployed Committee (“ACORN/MVUC”) filed a petition to intervene in the consolidated
proceedings.

Equitable served its direct testimony on March 16, 2007. OTS, OCA, and
ACORN/MVUC served their respective direct testimony on April 27, 2007. Equitable and

ACORN/MVUC served rebuttal testimony on May 16, 2007, and OTS, OCA, ACORN/MVUC,



and Equitable served surrebuttal testimony on May 30, 2007. No testimony was presented by
either OSBA or PEMI. In addition, the OTS, OCA, and ACORN/MVUC propounded a
substantial number of interrogatonies, which were answered by Equitable.

Following the circulation of testimony and completion of discovery, the parties were able
to reach a proposed resolution of all issues addressed in the testimony. As a result, the first
evidentiary hearing scheduled for June 14, 2007, was cancelled. The parties have filed as of July
13, 2007, a Joint Settlement Agreement (“Settlement”) that is attached 1o this Recommended
Decision. Statcments in support of the Joint Settlement Agreement from Equitable, OTS, OCA,
ACORN/MVUC and OSBA are attached to the Joint Settlement Agreement. PEMI filed a letier
expressing no opposition to the Joint Settlement Agreement. The Joint Settlement Agreement is

summarized and reviewed in the discussion section that follows.

DISCUSSION

The Joint Settlement Agreement was filed with the Secretary and submitted to me by the
parties on July 13, 2007. The Settiement Agreement itself is 12 pages in length and addresses
issues related to Equitable’s Plan 2007-2009 and Rider D. It is executed by Equitable, OTS,
OCA, ACORN/MVUC and OSBA and not opposed by PEMI, being all of the parties that
participated in the case. Also attached and incorporated by reference are the supporting
statements of Equitable, OTS, OCA, ACORN/MVUC and OSBA and the no-opposition letter of
PEML

In accordance with the provisions of the Settlement, a fixed Rider D rate of $0.58 per
Mcf would be established, which would represent a $0.28 per Mcf increase over the currently

effective Rider D rate of $0.30 per Mcf. The proposed fixed Rider D rate, and all other terms



and conditions of the Joint Settlement Agreement, would become effective uy;on the entry of a
final Commission order approving the Setticment and would continue in effect until the effective
date of rates approved by the Commission in Equitable’s next base rate case.

The parties have stipulated to the evidentiary basis of the Settlement in detail. Joint
Settlement Agreement, pp. 8-9. In addition, the parties have requested that the Joint Settlement
Agreement be designated ALJ Exhibit 1 and admitted as a late filed exhibit. The request is
granted in the first ordering paragraph of this Recommended Decision.

The Commission encourages parties in contested proceedings lo try to seltle issues
among themselves. 52 Pa. Code §5.231(a). A settiement mitigates the time and expense of litigating
a matter to its ultimate conclusion. In this casc, the parties have resolved a nurr.lber of issues in a
comprehensive manner which achieves a net savings of resources for all of the parties and this
Commusston.

Where the active parties in a proceeding have reached a settlement, the principal issue for
Commission consideration is whether the agreement reached is in the public interest. Pa. PU.C. v.
CS Water and Sewer Associates, 74 Pa. PU.C. 767, 771 (1991). I conclude that the Joint
Settlement Agreement here is in the public interest and recommend that this Commission so

find.

Settlement Terms and Conditions

Preliminarily and as a threshold matter, the Joint Settlement Agreement provides that the
Terms and Conditions of Settlement will be effective for the period commencing with the entry of a
final Commission order approving the Joint Settlement Agreement and will continue in effect until

the effective date of rates approved by the Commission in Equitable’s next base rate case.



The second settlement term deals with proposed modifications to Equitable’s Rider D. In
its Petition filed at Docket No. P-00062240, Equitable proposed a USECR Rider of $0.72 per
Mcf, which represented an increase of $0.42 per Mcf to the existing rate of $0.30 per Mcf.
Under the terms of the Joint Settlement Agreement, Equitable agrees to modify Rider D to
eliminate the annual reconciliation of CAP revenues and expenses and establish 4 fixed Rider D
rate of $0.58/Mcf and to manage its CAP with a fixed Rider D rate of $0.58/Mcf (inclusive of
the currently effective $0.30/Mcf Rider D rate) during the effective period of the Settlement’s
terms and conditions. The form of the tariff supplement to implement the settiement modifications
to proposed Rider D is attached to the Joint Settlement Agreement as Attachment A. The Settling
Parties agree that Equitable may file the settlement tariff supplement to become effective on one
day’s notice for service rendered on and after the entry date of the Commission’s approval of the
Joint Settlement Agreement.

The third settiement term pertains to CAP consumption. Equitable agrees to monitor
CAP participants' consumption to ensure that the participant is maintaining annual usage at or
below 110 percent of historical average usage, adjusted for weather. To accomplish this
objective, the Company will institute the following procedures:

1. During the CAP enrollment process, Equitable will advise the CAP customer
of the importance of energy conservation, explain that usage will be reviewed
on an ongoing basis and that unjustified excecss usage may be billed to the
CAP customer. Educational material in the form of conservation tips and a
plain language statement of the rules included in the “CAP Consumption”
section of this Joint Settlement Agreement will be provided in the CAP
brochure and sent to all CAP customers.

2. High usage CAP customers will be referred to the Company’s Low Income
Usage Reduction Program (LIURP) and receive the highest priority for

weathenization or other energy conservation help. High usage is defined as
annual normalized usage in excess of 200 Mcf.

3. Equitable will review and compare the most recent annual usage of CAP
participants, adjusted for weather, with historical normalized usage for these
customers.



a. When usage exceeds 110 percent of historical average usage, adjusted
for weather, Equitable will contact the customer to discuss energy
conservation techniques. The customer will be advised that, if
consumption is not reduced by the next review, the customer may be
removed from CAP unless one of the conditions under (b) exists.

b. CAP participants will be exempted from (a) above if the participant
meets one or more of the exceptions identified in the CAP Policy
Statement which presently are as follows:

i The household experienced the addition of a family member.

i. A member of the household expenienced a serious illness.

i, Energy consumption was beyond the household’s ability to
control.

iv.  "The household is located in housing that is or has been

condemned or has housing code violations that negatively
affect energy consumption.

v. Energy consumption estimates have been based on
consumption of a previous occupant.

c. Customers removed from CAP under (a) above will need to reduce
consumption to historical usage levels, adjusted for weather, or pay
the amount of the excess usage to be reinstated in CAP. High usage
custorners under 2 above must agree to receive weatherization
services for reinstatement in CAP.

d. Customers removed from CAP for these reasons will be sent a
removal letter including information describing the steps required for
CAP reinstatement.

The fourth settlement term results in the suspension of Equitable’s night to request
customer deposits from CAP customers and, m the case of applicants for CAP, results in the
provisional suspension of the necessity for a deposit pending a decision on their application.

The parties agree that customer deposits be required for those not accepted for CAP

participation.



The ﬁﬁ}; settlement term concemns CAP enrollment. In accordance with Plan 2007-2009,
the parties agree that Equitable's CAP shall offer open and continuing enrollment for eligible
customers without limitation on the number of participants.

The sixth settlement term addresses CAP arrearage forgiveness, and Equitable agrees to
continue to offer CAP arrearage forgiveness through the funding source it already has in place.

The seventh settlement term deals with mimmum CAP payments. Consistent with its
Plan 2007-2009, as modificd by the Commussion in its Tentative Order entered August 22, 2006
and as agreed upon in the Company's Reply Comments of September 21, 2006, Equitable agrees
not to increase minimum CAP payments from $25 and not to request initial CAP enroliment
payments. |

The eighth settlement term pertains to the notice {0 be given to applicants and customers
in CAP disputcs. In accordance with CAP Policy Guidelines, Equitable agrees to provide notice
to CAP applicants and CAP customers pursuant to the dispute procedures outlined in Chapter 56
and referred to in the CAP Policy Statement at 52 Pa. Code §69.265(5).

Finally, the Settlement allows the Settling Parties to address all issues concerning CAP
cost recovery (and related universal service issues) in Equitable’s next general base rate filing.
The parties agree that they are free o propose similar or alternative cost recovery mechanisms at
that time.

As the foregoing discussion makes clear, the partics here have resolved a number of
contentious issues in a comprehensive, yet fair matter. The Settlement reflects compromises on
all sides and achieves 2 net saving of resources for all of the parties and this Commission. I

conclude that the Settlement is in the public interest and recommend that this Commission find

the same.



CONCLUSIONS OF LAW

1. The Commission has jurisdiction over the parties to and the subject matter of this
proceeding.

2. The Joint Settlement Agreement submitted by Equitable Gas Company, the
Office of Trial Staff, the Office of Consumer Advocate, Allegheny County ACORN/Mon Valley
Unemployed Commitiee and the Office of Small Business Advocate and not opposed by the
Peoples/Equitable Merger Intervenors achieves a comprehensive resolution of all matters at issue
in these consolidated proceedings.

3. Where the aclive parties in a proceeding have reached a settlement, the principal issue
for Commission consideration is whether the agreement reached is in the public interest. Pa. P.U.C.
v. CS Water and Sewer Associates, 74 Pa. P.U.C. 767, 771 (1991). The resolution of issues as

proposed in the Joint Seftlement Agreement is in the public interest and should be approved.



ORDER
THEREFORE,

IT IS RECOMMENDED:

1 That the Joint Settlement Agreement, including late filed ALJ Exhibit 1 and the
statements in support, are admitted into the record of this proceeding.

2. That the Joint Settlement Agreement as identified and admitied above, submitted
by Equitable Gas Company, the Office of Trial Staff, the Office of Consumer Advocate,
Allegheny County ACORN/Mon Valley Unemployed Committee and the Office of Small
Business Advocate and not opposed by the Peoples/Equitable Merger Intervenors at Docket Nos.
P-00062240 and M-00061959 is adopted and approved.

3. That Equitable Gas Company shall be permitted to file a tariff supplement
identical to the one attached to the Joint Settlement Agreement, to become effective on one day’s
notice, for service rendered on and after the entry date of the Commission’s approval of the Joint
Settiement Agreement;

4. That Equitable Gas Company and all parties to the Joint Settlement Agreement in
this matter shall comply with all of the terms and conditions of said Settlement as though each
term and condition had been the subject of an individual ordering paragraph.

5. That upon the acceptance and approval by the Commission of the Joint Settlement

Agreement the proceedings at Docket Nos. P-00062240 and M-00061959 shall be terminated

and marked closed.

Dated:

Mark A. Hoyer
Administrative Law Judge



Before The
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Administrative Law Judge
Mark A. Hoyer, Presiding

Petition of Equitable Gas Companyfor
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Concerning Universal Service and
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CERTIFICATE OF SERVICE

| hereby certify that | have this 13" day of July, 2007, served a true and correct

copy of the foregoing Joint Settiement Agreement in the above matter, upon the

persons and in the manner set forth below:

BY EMAIL. AND FIRST CLASS MAIL

Christy M. Appleby

Darry! A. Lawrence

Assistant Consumer Advocates
Office of Consumer Advocate
555 Walnut Street

Forum Place, 5" Floor
Harrisburg, PA 17101-1923

Email: cappleby@paoca.org

Lauren M. Lepkoski

Assistant Small Business Advocate
Office of Small Business Advocate
Suite 1102, Commerce Building
300 North Second Street
Harrisburg, PA 17101

Email: llepkosgki@state.pa.us

Allison Curtin Kaster, Prosecutor
Pennsylivania Public Utility Commission
Commonwealth Keystone Building

400 North Street

P. O. Box 3265

Harrisburg, PA 17105-3265

Email: akasler@state.pa.us

Vasiliki Karandrikas, Esquire
McNees Wallace & Nurick
P.0. Box 1166

100 Pine Street

Harrisburg, PA 17108-1166

Email. vkarandrikas@mwn.com



Harry S. Geller, Esquire

John C. Gerhard, Esquire
Pennsylvania Utility Law Project
118 Locust Street
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VIA E-MAIL AND FEDERAIL EXPRESS
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Administrative Law Judge

Pennsylvania Public Utility Commission
1103 Pittsburgh State Office Building
300 Liberty Avenue

Pittsburgh, PA 15222

Re:  United States Stee] Corporation v. Equitable Gas Company;
Docket No. C-2008-2036023

Dear Judge Corbett:

Enclosed please find two (2) copies of the Direct Testimony of Ronald D. Cerminaro,
Statement No.l, on behalf of United States Steel Corporation ("U. S. Steel"), in the above-
referenced proceeding.

As evidenced by the attached Certificate of Service, all parties in this proceeding are
being duly served with a copy of this testimony. If you have any questions, please contact us.

Very truly yours,

MCNEES WALLACE & NURICK LLC

By oo Ve

Pamela C. Polacek
Vasiliki Karandrikas
Barry A. Naum

Counsel to United States Steel Corporation
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Reger Rizzo & Damall LLP

20 N, Market Square, Suite 300
Harrisburg, PA 17101

Jerome D. Mierzwa
Exeter Associates, Inc.
Suite 310

5565 Sterrett Place
Columbia, MD 2104

Brian Kalcic

Excel Consulting

Suite 720-T
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St. Louis, MO 63105

Gary A. Jeffnies, Esq.

Dominion Retail, Inc.

501 Martindale Street, Suite 400
Pittsburgh, PA 15212-5817

Daniel L. Frutchey, Esq.
Equitable Gas Company
225 North Shore Drive
Pittsburgh, PA 15212-5861

Darlene R. Wong, Esq.

James A. Mullins, Esq.

Office Of Consumer Advocate
555 Walnut Street

5th Fioor Forum Place
Harrisburg, PA 17101-1923

Allison C. Kaster, Esq.

PA Public Utility Commission
Office Of Trial Staff

PO Box 3265
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John F. Povilaitis, Esq.

Matthew A. Totino, Esq.

Ryan Russell Ogden & Seltzer PC
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commission
: R-2008-2021160
V. : C-2008-2034000
: C-2008-2034099
Equitable Gas Company
United States Steel Corporation
v. : C-2008-2036023
Equitable Gas Company

DIRECT TESTIMONY BY RONALD D. CERMINARO
UNITED STATES STEEL CORPORATION

Q. Please state your name and business address.
A. My name is Ronald D. Cerminaro. My business address is:
United States Steel Corporation

600 Grant Street
Pittsburgh, PA 15219-2800

Q. By what company are you employed?

A. I'm employed by United States Steel Corporation ("U. S. Steel”).

Q. How long have you worked for U. S, Steel?

A. I've worked for U. S. Steel for 20 years.

Q. What is your current position with U, S, Stee]?

A. My current position is the Manager, Regional Procurement.



10
11
12

13
14

1‘5
16
17
18
19
20
21
22
23

24

What are your duties in your current position?

I am responsible for the supervision of the procurement function for U. S. Steel in
the areas of energy and other various commodities. One of my main functions is
to acquire the necessary electricity and natural gas for the corporation at an

economical price.

What is your educational and employment background prior to joining U. S.
Steel?
The following is a brief summary of my professional background and
qualifications.

BS, (Civil Engineering), University of Pittsburgh, 1975

MBA, University of Pittsburgh, 1980

Registered Professional Engineer (P.E.) 1980
Lifetime Certification as Purchasing Manager (C.P.M.) 2001

Prior to U. S. Steel, 1 was the Director of Purchasing for Presbyterian University
Hospital of Pittsburgh for approximately 6 years. Prior to that, I was an engineer

in different levels at LTV Steel for about 7 years.

Does U. S. Steel have any facilities located in the service territory of
Equitable Gas Company ("Equitable")?

Yes. The main ones are the Clairton, Edgar Thompson and Irvin Plants. Along
with our Fairless Hills Plant near Philadeiphia, we collectively refer to these
facilities as the "Mon Valley Works." Our headquarters and several additional

facilities are also in the territory. As Mr. Quinn of Equitable noted in his direct
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testimony, U. S. Steel is Equitable’s largest delivery service customer, with annual

requirements of approximately 6 Bef.

What do the U. S. Steel facilities manufacture?

Our plants in the area manufacture coke and flat rolled steel products.

Please provide some information regarding the contribution and impact of

U. 8. Steel in Southwestern Pennsylvania.

U. S. Steel is a major employer in Southwestern Pennsylvania and has a

significant impact on the community.

In the Pittsburgh region, U. S. Steel employs close to 5,000 with an annual
payroll of approximately $433.8 million. Of those 5,000 employees,
approximately 3,000 work at the Clairton, Edgar Thompson and Irvin
Plants. ~

In the Southwestern Pennsylvania region, we confribute annually well
over $1.24 billion to the area's economy through purchases with over
1,000 vendors.

U. 8. Steel paid approximately $6.7 million in local taxes for 2007 in
Southwestern Pennsylvania.

Company-insured employees and retirees supported the Pittsburgh region
medical facilities and professionals by spending $80 million on healthcare.

U. §. Steel's support of 15,000 Pittsburgh-region pensioners and surviving
spouses totaled $127 million in 2007.

All of these figures were compiled as of December 31, 2007.
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What is the purpose of your Direct Testimony?
The purpose of my Direct Testimony is to respond to the testimony of Mr. Quinn

regarding the delivery service agreement between U. S. Steel and Equitable for '

the Clairton, Edgar Thompson and Irvin Plants.

Please provide the background of U. S. Steel's negotiation of a delivery
service agreement with Equitable.

U. 8. Steel signed a delivery service agreement with Equitable on January 1,
2005, that contained a negotiated retainage rate of 1.5%. As noted in Mr. Quinn's

testimony, that agreement expired as of December 31, 2007.

Approximately 7 months prior to the expiration of the agreement, we initiated
negotiations with Equitable for a new contract. Unfortunately, the parties could

not reach an agreement prior to December 31, 2007.

As a result, U. S. Steel and Equitable entered into a three-month temporary
agreement with a temporary delivery rate and temporary retainage réte of 4%.
U. S. Steel entered into this temporary agreement in anticipation that good faith
negotiations would continue towards finalizing a long-term permanent agreement
that continued our 1.5% retainage rate. The parties again could not reach an
agreement prior to the expiration of that three-month agreement by its end date

(.e., March 31, 2008) and it is rolling over on a month-to-month basis,
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In agreeing to the three-month temporary contract, did U. S. Steel anticipate
that the retainage rate for the permanent agreement would be based solely
on a pipeline integrity study performed by Equitable?

No. We were very clear to Equitable throughout this process that we expect the
1.5% rate to continue based on multiple factors. Although the pipeline integrity
study was one factor, we believe that the 1.5% also is justified based on economic

development concerns.

Please explain the economic development impact of U. S. Steel in
Southwestern Pennsylvania. |

As 1 dets;iled earlier in my testimony, U. S. Steel's operations at the Clairton,
Edgar Thompson and [rvin Plants and other locations in the Pittsburgh region
have a large impact on our employees and others in the service territory. We are
one of the most significant employers in Southwestern Pennsylvania. A study by
the American Iron and Steel Institute: concluded that each steel industry job

generates seven jobs in other economic sectors.

In addition to this general impact, has U, S. Steel announced amy new
initiatives for the Mon Valley Works that will enhance the economic
development benefits of the facility?

Yes. Earlier this year, we announced a proposal to construct new coke batteries at
the Clairton Plant. This proposed project will not only help to retain existing jobs

in Westemn Pennsylvania, but will also create hundreds of new construction jobs
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in the Mon Valley. The combination of a 1.5% retainage rate and an appropriate

delivery service rate will aid U. S. Steel in pursuing this project.

Please explain the competitive environment for U. S. Steel's products.
Mon Valley's products compete with those of domestic and foreign producers.
Limiting the cost of inputs for the manufacture of steel to reasonable levels

contributes favorably to that competitiveness.

Do the Clairton, Edgar Thompson and Irvin Plants also face internal
competition from other U. S. Steel facilities that produce similar products?

Yes. The Mon Valley Works competes internally with all U. S. Steel facilities,
including our Gary Works in Indiana. The tariffed loss factor for natural gas

service to the Gary Works is 0.85%.

Have you calculated the economic impact on U. S. Steel from using a 1.5%
retainage rate rather than the 3.4% maximum rate requested by Equitable?

Yes. Using the same approximate usage of 6 Bef that was stated in Equitable's
testimony, we calculated the economic impact on U, S. Steel from using a 1.5%
retainage rate rather than a 3.4% retainage rate is $1.25 million per year. This is
based on an assumed natural gas price of $11.00. We think this is a conservative

estimate because the current strip price for gas is higher than $11.00.
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How does tilis compare to Equitable’s total cost of gas?

According to Item 53.64(a), Section 1, Part A, Sheet 1 of 6 in Equitable's April 1,
2008, filing, Equitable projects that its total cost of gas for the 12 months ending
September 30, 2009, will be $280,696,286. Assuming that Equitable has already
reflected recovery of the impact of the 3.4% maximum retainage in this amount,
the incremental impact of U. S. Steel's 1.5% negotiated retainage rate would
increase the total projected cost of gas to $282,262,93'8 (assuming a natural gas

price of $13.74), an increase of approximately 0.5%.

Did U. S. Steel request in discovery for Equitable to confirm that the 1.5%
retainage rate meets the marginal cost test set forth in Mr. Quinn's
testimony?

Yes. Equitable, however, has not responded to this discovery request as of the

date this testimony is being provided to the parties.

Is U. S. Steel requesting a rate lower than 1.5%?

No. We have told Equitable the retainage rate (i.e., 1.5%) and the confidential
delivery rate that we need from an economic standpoint. The Commission should
understand, however, that both elements of the contract impact our economic
evaluation. As a resull, if we do not obtain the transportation rate that we have
indicated to Equitable, then our requested retainage rate will decrease

accordingly.
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Has Equitable agreed to a retainage rate lower than 1.5% for amother
customer?
Yes. Equitable’s Exhibit IMQ-1 indicates that it agreed to a rate of 0.5% for a

customer.

U. S. Steel is requesting a 1.9% reduction to the retainage rate due to
economic development reasons (from 3.4% to 1.5%). Has Equitable agreed
to a negotiated retainage rate that is 1.9% lower than the tariffed retainage
rate based on economic development/job retention purpeses?

Yes. Eguitable's Exhibit JMQ-1 indicates that Equitable agreed to a retainage
reduction of 2.5% for a customer for this specific reason in comparison to the
currently-tariffed rate of 6.0%. Even if the contract was negotiated when the
tariffed rate was 5.0%, it still represents a negotiated reduction of 1.5%, which is

comparable to U. 5. Steel's request.

Do you have.any further comments regarding the 1.5% retainage rate?

Yes. When U. S. Steel agreed to the 4% temporary retainage rate, we did so out
of the belief that a more appropriate rate would be negotiated to take effect at the
end of the three-month period. Any retainage rate that results from this
proceeding should apply from April 1, 2008, which is the date we anticipated
having the new permanent agreement in place, or, at a minimum, from the date

that we filed our Complaint.



Finally, Equitable's testimony indicates that it may desire to transfer the
facilities serving U. S. Steel to Equitrans. Do you have any comments?

I am informed by counsel that this would require our consent and/or PUC
approval. We are willing to discuss this option \yith Equitable, but will not

commit to it.

Does this conclude your testimony?

Yes
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Pennsylvania Public Utility Commission, ef al. v. Equitable Gas Company
Docket Nos. R-2008-2029325, et al.

RESPONSES OF EQUITABLE INDUSTRIAL INTERVENORS TO
INTERROGATORIES OF EQUITABLE GAS COMPANY - SET 11

3. The direct testimony of Glenn A. Watkins, OCA Statement No. 3, page 3, lines 5
through 7, claims that Equitable has provided no support for its "revenue
deficiency"” resulting from "discounted negotiated distribution rates" and proposes
the imputation of additional revenue reflecting service to negotiated rate
customers at rates approximating $2.36 per Mcf, Please state whether U. S. Steel
would be willing to negotiate a delivery service rate of $2.36 per Mcf.

Response:

No.

Response Provided By: Ronald D, Cerminaro, U, S, Steel
10/24/2008
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Responsible Witness: Glenn A. Watkins
Qctober 20, 2008

Pa. P.U.C,etal v. Equitable: (ms Company
Daocket Nos. R-2008-2029325. et 4l and'Cx 20066800

lmc;rmgmm-leb (\Lt ll)

1. Please refer to-the direct testimony of Glenn A. Waitkins, OCA- Statement NO. 3, page 3;
fines 3 through 7, which: claims that ‘Equitable has provided no supporl for ity “revenue
deficiency” resulfing from:* “discounted negotidted distribution: rates” and also referto
.Exhibif No. 103, Schedule No. 1 sponsered by Colambia (ias Company- in‘its Base Rate

Case

(Pocket No, R-Z(l()B-QOl}G’I) it Fegard to the-approximate 14 Bef of “flexed™

Columbiavolumes.

a.

2

Response:

State the OCA’s position in the Columbia Gas procceditig relating 16 the
Columbia *flexed”™ volumes..

Identity-the OCA witness'in the Columbia procesding résponsible for reviewing-
the' Columbia “flex” volumes-and provide-a copy of all teStimony-provided by that
witniess in the Columbia proceeding.

Describe and pnwzde: a copy of the support provided by Columbia-Gas Company
in.its. BASE Rate. Case: {Docket No: R-2008:2011621) and reviewed by the-OCA
and/or ils witness in tegard fo. the approximate 14Bef of “flexed” volumes.
identified it Columbia™s-Exhibit No: 703, Schedule No: 1.

State whethier the OCA: agrees that 15 position i this proceeding coricerning
Equitable Gas Companv and what' it refers fo as “discounted nﬁg(mmed
disteibution rates™ differs from it5:posifion-in the Columbis. proceeding concer nmg
Columbia. “flexed” volimes. the OCA believés that its position:is the saméin
both-proceedings. state: fullj{ and completely the basis or bases for such belief,

I the. OCA:-believes that its pccsmoﬂ is:not the same, state fully:and completely-the
basis-or-bases for the differing positions in the two prodecdings.

Columbia’s “*flexed volumes™ were not addressed by Mr. Watkins:
Unknown by Mr. Watkins. Sée (a) above.

My, Watkins:reviewed the enfireColumbia rate filing as well as-all Columbia
responses 10 0CA data requestsin that case,. Mr. W atkins ‘does not recall if; any

information related to “flex volumes™. Colimbia®s base:rate filing materials are
publicly availuble at-the: Pennsylvanm Publie Utility Commission o availablé on-
Columbia’s website-at:.



Responsible Witriess: Glenn A. Watkifs
Ocigber.20, 2008

Pa: PU.C,, etal.v. Equitable.Gas Company
Docket Nos: R-2008-2029525; ot i and C-20066806

Responses of the Office of Consumer Advocutc to Equitablé Gas:Company
Inerrogatorids (Setl]).

Response 1o No. 1 continted:

d. See () above:.

e Se;:'(é)-aﬁove';.

00105325:doex
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Quinn, John

From: Thomas Niesen [tniesen@thomasionglaw.com]

Sent:  Friday, September 19, 2008 2:45 PM

To: Frutchey, Dan; Quinn, John; Narkevic, Robert

Subject: Highly Confidential Information Addressing Matters Re Telephone Discussion

Dan/John/Baob - See Darryl's email below.

Tom

This message and any arachments may contam confidential or privileged information and arc only for the use of the intended recipient of this message. [f vou are
not the butended recipient, please notify the sender by return email, ond delete or destroy this and all copies of this message and all attachmenss. Any unauthorized
disclosure, use, distribwtion, or reproduction of this message or any attachmenis is prohibired and may be unlawfid.

Any Federal tax advice contained herein is not intended or writren 10 be used, and cannot be used by you or any other person, for the purpose of avoiding any
penaliics that may be intposed by the Internal Revenue Code. This discloswre is made iy accordance with the rules of Treasury Department Circular 230) governing
standards of practice before the Internal Revenue Service. Any wrilten statement contained herein relating to anty Federal tax ransactiun or matter may not be used

by any person without the express prior writlen permission in each instance of a parier of “this firms 10 support the promotion or marketing of or 1o recommend any
Federal tax sransaction(s) or matier(s) addressed herein.

From: Lawrence, Darryl A. [mailto:DLawrence@paoca.org]

-Sent: Friday, September 19, 2008 2:19 PM

To: Thomas T. Niesen

Cc: Horner, Jessica; Tunito, Candis

Subject: RE: Highly Confidential Information Addressing Matters Re Telephone Discussion

Tom,

Per our phone conversation, the OCA will withdraw OCA Set 11-19, 20, 22 and 23
based on the additional information and analysis of these issues that you and the
Company have supplied.

Darryl

From' Thomas T. Nuesen [maiito: tmesen@thomaslongiaw coml
Sent: Thursday, September 18, 2008 11:30 AM

To: Lawrence, Darryt A.

Cc: Frutchey, Daniel; Quinn, John; Narkevic, Bob; Thomas, Jr, Charles

Subject: Highly Confidential Information Addressing Matters Re Telephone Discussion

Darry! - During our telephone conversation on Thursday of last week you offered to withdraw the OCA's Set il
Interrogatories 19, 20, 22 and 23 if we could show you that the negotiated rate "discounts” are being made up by
customers in the same rate class. The Interrogatories (and we recognize and appreciate your willingness to
withdraw/modify the Interrogatories if we are ultimately unconvincing to you) request a voluminous leve! of detail
related {o Equitable's negotiated rate agreements. Initially, addressing what we believe is the substance of your
interrogatories, we presume that the OCA is attempting to evaluate whether or not Equitable is maximizing the
level of negotiated delivery service revenue from competitive customers. In order to demonstrate that the
Company is indeed maximizing its negotiated agreements, the Company has prepared Highly Confidential
Attachment 1 for your review (we are providing this Highly Confidential information to you for your review only and
nat at this time as a response to any Interrogatory). Highly Confidential Attachment 1 is a list of Equitable's top 14
accounts by volume. These accounts make up 77% of the negotiated volume appearing on Exhibit 1l1-E-20 and
nearly 40% of the revenue.

. 10/27/2008 .
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Al of the customers listed in Highly Confidential Attachment 1 could elect service from another NGDC. Many of
the customers under negotiated agreements appearing in Highly Confidential Attachment 1 are large industrial
customers with instailed alternative fuel who compete in global markets. These customers employ thousands of
individuals and contribute millions of doliars to the western PA economy through taxes, and the procurement of
goods and services. Two of the customers on this list are represented in this case, and are currently negotiating
with Equitable for new delivery service contracts. One of the two customers has provided Equitable with a bona
fide written offer from another NGDC to provide delivery service. The negotiated rates paid by the Highly
Confidential Attachment 1 customers are the maximum that they will pay based on the service alternatives
available to them.

Tuming to the question of whether "discounts” remain within the same rate class, we believe it is clear from the
cost of service studies presented in Exhibit [V that the level of negotiated rates and negotiated rate "discounts”
are recorded and maintained within the same rate class and, to the extent they are made up at all, made up by
customers in the same rate class. For your ease of reference we have summarized the studies in Attachment 2.

Specifically, the cost of service analysis breaks the Company's customers into four classes: Residential, General
Service Small, General Service Large and Appalachian Gathering. Focusing on the residential class, cost of
service is allocated to the residential class. Residential cost of service is subtracted from residential service
revenue to produce a dollar and rate of return at both present and proposed residential rates. There is no carry
over of expenses or revenue from the General Service Small or Large or Gathering Service classes to the
Residential class cost of service analysis. There is no line item for negotiated rate "discount” recovery included at
any point in the Residential class cost of service analysis.

It is perhaps more clearly shown by focusing on the General Service Small and General Service Large classes
were the rate negotiating occurs. Customers within both of the GSS and GSL classes negotiate rates but the
negotiated rate levels remain within the respective classes. Exhibit [il, item IH-E-20, for both Rate GDS and Rate
DDS show a line item entry for "negotiated deliveries” both volumes and dollars. These negotiated levels are then
reflected in the cost of service analysis for the GSS and GSL classes and used to produce a doflar and rate of
return at both present and proposed GSS and GSL class rates.

As you can see from the cost of service study results, the returmns from both the GSS and GSL classes are above
the systemn average ROR of 3.8%. In fact, under both studies the GSS class is considerably above the system

average ROR which supports the premise that Equitable is attempting to contain the negotiated rates within the
GSS and GSL class, not the RS class.

Based on the cost of service results and other considerations, John Quinn then proposes to allocate $1.4 MM in
additiona! revenue responsibility to the GSS class and an additional $3 MM to the GSL class. While we believe
our revenue allocation proposal is reasonable, we recognize that it may be a matter in dispute. Regardless,
however, counter positions to our proposal wouid not seem to require discovery of specific customer rate
negotiated "discounts."

Please consider the foregoing and let us know if you wish to discuss it further.

Tom

This message and any attach may in confidential or privileged infarmation and are onlv for the use of the iniended recipient of this message. If you are not
the intended recipient, please notify the sender by return email, and deleic or destray this and all copies of this message and all aslachmenis. Any unauthorized
disclosure, use, distribution, or reproduction of this message or any attachmenis is prohibited and may be unlawfidl.

Any Federal tax advice contained herein is not iniended or writien 0 be used, and cannot be used by you or any other person, for the purposc of avoiding any
penaliies that may be imposed by the Internal Revenue Code. This disclosure is made in accordance with the rudes of Treasury Depariment Civcular 230 governing
standards of practice beforc the Internal Revenue Service. Any wrilten stal te ined herein relating to any Federal 1ax trunsaction or matter may not be used
by any person without the express prior writien permission in each instance of a pariner of this firn; to support the promotion or marketing of or to recommend any
Federal tax ransaction(s) or matier(s} addressed herein.

10/27/2008
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PRIVILEGED AND CONFIDENTIAL

SETTLEMENT DOCUMENT
November 16, 2006
Equitable Gas Company

Docket No. A-122250F5000

Settlement Agréement with Hess Corporation and
Constellation New Energy - Gas Division, LLC

Agency Program

The entire issue of exiting the Agency Service is dependent on (1) receiving a final
Commission order acceptable to Equitable and (2) closing of the stock purchase
transaction. Equitable agrees that it will not enter into any settlement with another
party to this proceeding that is inconsistent with this settlement although Equitable
may extend the existing delivery service agreements for PEMI member customers Just
as it may extend delivery service agreements for any customer.

Proposed Condiﬁons of Setﬂement

1. Equitable Gas Company (“Equitable”™) shall agree 0 not act as an agent on
- bebalf of customers to secure supply services, pursuant to Section'11.7,
Supplement No. 35 to Equitable’s Gas Tariff - PA. P.U.C. No. 22, except in
the limited circumstance of a customer attempting to bypass or otherwise leave
the Equitable distribution system. Similar treatment would exist on the
Peoples’ system until merger of the companies.

2. Equitable shall file tariff sheets amending Section 11.7, above, no later than
. thirty (30) days after closing of the stock acquisition. The revised Section 11.7
shall read as follows: “The Company may act as an agent for securing supply
services only under the following limited circumstances:-

1.
2.
3.

125438.00101/11603923v.]

The customer requests such a service of the Company.
The customer is an existing customer of the Company .

" The customer represents that it has received a bona fide offer from

another company to bypass or otherwise leave the Eqﬁtable
distribution system. :

Equitable must attempt to obtain offers for supply services from at least
three different natural gas suppliers.

. Equitable shall provide documentation to the Commission, upon

request, that the four conditions above have been met.”



PRIVILEGED AND CONFIDENTIAL
SETTLEMENT DOCUMENT
November 16, 2006

Equitable Gas Company

Docket No. A-122250F5000

Settlement Agreement with Hess Corporation and
Constellation New Energy - Gas Division, LLC

3. Equitable commits to not sign up any customers under Dominion Rate CER in
the current tariff, Supplement No. 37 to Gas PA-PUC No. 43, or any other
agency program or agency provision in the current tariff, notably the agency
programs contained in Rates GS-T and T, and to file with the PA PUC to
remove these tariff provisions from Dominion’s current and future tariffs and
that such filing to be made no later than thirty (30) days afier closing on the
stock acquisition. Equitable may seek to replace these provisions with the
proposed language contained in paragraph 2 above.

4. All existing agency service contracts executed pursuant to Section 11.7 shall be
grandfathered and assigned to Equitable’s marketing affiliate within thirty days:
of the Commission’s final order approving the stock acquisition on terms
acceptable to Equitable. All services provided in conjunction with the assigned
contracts will be subject to Natural Gas Supplier Standards of Conduct, 52 Pa.
Code § 62.142. The assignment shall be accompanied by written notice from
Equitable to its customers that the contract will terminate at the expiration of
the present term. At the time of the assignment, Equitable will also send all
customers then receiving agency service a written notice, in form and
substance mutually agreeable to Hess, Constellation and Equitable, that upon
the expiration of the assigned contracts the customers will be required to
receive their natural gas supply from an NGS of their choice. The notice shall
Iist all current NGSs, including Equitable Energy, that are licensed to supply
gas in Equitable’s service tetritory.

5. Equitable is not aware, at this time, of the method used by Dominion Peoples

with regard to its agency service. Accordingly, Equitable may elect to handle
agency service on Peoples consistent with paragraph 4, above, or as follow;:

125438.00101/11603923v.1 -
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All existing agency service contracts executed by Dominion People shall be
non-renewed by Peoples upon the expiration of their present terms. Equitable
shall cause Dominion Peoples to send its customers written notice of
termination or non-renewal within thirty days of closing on the stock purchase
transaction. Such notice shall be accornpanied by a notice, in form and
substance mutually agreeable to Hess, Constellation and Equitable and similar
1o that referenced in paragraph 4, above, advising agency customers of
Dominion Peoples that they will be required to receive their natural gas supply
from an NGS of their choice upon the expiration of their agency contract and
containing a list of all mmtthGSsthat are hcensed to supply gas in
Dominion People's service territory.

6. In the event there are any existing agency contracts executed under Section
11.7 which have terms expiring during the consideration of this Application,
Equitable shall be permitted to renew such contracts, but shall limit such
contract renewals to no longer than a twelve (12) month term. Equitable
agrees that, except in circomstances satisfying the conditions set forth in
paragraph 2 above, it will not enter into any new agcmcy contracts dunng the
consideration of the Application. :

7. Subject to 1 and 2, above, for all existing non-agency customers or for agency
customers whose contracts have expired, natural gas commodity in'the
Equitable service territories shall only be available from Equitable Gas
Company at PGC rates or from a PA PUC licensed natural gas supplier.

8. To the extent that marketers provide us with accurate information, Equitable
shall ensure the information on its website regarding available NGSs is up to
date, accurate, and does not list “Equitable Gas Company - Marketmg
Department” as a competitive supplier.

Non-agency Setﬂmem peeds:

1. As part of the proceeding combining the tariffs of Equitable and Dominion,
. Equitable commits to filing tariff provisions that promote the development of
125438.00101/11603923v.1 ‘



PRIVILEGED AND CONFIDENTIAL
SETTLEMENT DOCUMENT
November 16, 2006

Equitable Gas Company

Docket No. A-122250F5000

Settlement Agreement wnth Hess Corporation and
Constellation New Energy - Gas Division, LLC

the competitive market in the combined service territory. Prior to commencing
any proceeding to combine the tariffs of Equitable and Dominion, Equitable
agrees to form a users group of marketers to make recommendations
concerning the proposed merged tariff.

Prior to implementing the proposed changes to the Equitable ALTRA system
intended to replace Dominion Peoples® ESCRIPT system, Equitable shall
convene 3 users group of marketers who serve on the Equitable and Dominion
Peoples systems for the purposes of testing the new ALTRA syslem before it
is implemented.

Attached to this settlement term sheet is a chart listing the functions that
Equitable intends its ALTRA system to have. Equitable agrees that the users
group may recommend and Equitable will consider changes to Equitable’s
operational rules and practices that are necessary to achieve the functionality

o set forth on the chart.

AGREED TO BY:

Lot Z G

<
¢L

Goristopber X Lewis

Counsel to Hess Corporation and
Constellation New Energy - Gas Division, LLC

Randall L. Crawforﬂ ;

President - Equitable Unlmes

" 125438.00101/11603923v.1



Comparative Summary

Equitable Gas-PA Division and Dominlon Peoples
Transportation Pool Managament Functionality

Rate T {Industrial Service-Transport) {Standalone Pool]

4 Rate GS-T (General Service-Transport) {Standalone Pool] 4

Rate GDS (Genersl Dellvery Service) [Standatone Pool] -

Rate DDS {Daily Delivery Service) [Standalone Pocol)

4

- o>

T ialion Ponl Tymm Cuaud
. [Dominion Peoples __ | [Equitable
Erangnt Prossnt Clana
1 Rate NP1 (Non-Priority One Pooling Service) 1 Rate GPS (General Pooling Servico) 1 Rate NP1 (Non-Priority One Pooling $eMco)
2 RateP1 (Priority One Pooling Service) 2 Rate FPS (Firm Pooiing Service) 2 Rate P1 (Priority One Pooling Service)
3 Rate LGA (Local Gas Aggragation SqMco) 3 NA 3 Rate LGA (Local Gas Aggregation Service)

Rate GS-T (General Sarvice-Transport) [Standslone Pool]
Rate T {Industrial Service-Transport) [Standatone Pool}

Rate GPS (General Pooﬂnq Service)
Rate FPS (Firm Pooling Sefvlco)
Rate GDS (General Dellven/ Service) [Standalone Poot]

2 Rata ST- uled Withdrawal NA

Rate DOS (Dally Delivery Service) [Standglone Pool]
’mammw
[Oominton Peoples | [Equitable .
Prasant Prasant Closs -
1- Ratg ST (Storage Service) [No Notice) 1 NA Rata ST (Storage Service) [No MNotice]

Rale ST-SW (Storage Service Scheduled Withdrawsl)




. Cc;mparative Summary

Equitable Gas-PA Division and Dominion Peopies

C.IT Systems Functionality Qverview
|Dominion Peoples ESCRIPT System {Equitable ALTRA System
[A. Online Scheduling
1 Interstate Pipeline Nominations 1 Interstate Plbeline Nominations
2 Storage Nominations 2  Storage Nominations
3 Local Gas Nominations 3 Local Gas Nominations
4  Pool 'to Pool Trading 4  Pool to Pool Trading
5 Imbalance Trading 5 Imbalance Trading
[B. Online Reports
1 Dally Storage Batances 1 Dally Storage Balances
2 Direct Poaling Report 2  Direct Pooling Report
3 NP1 Pooling Reporl 3 NP1 Pooling Report
4 P1 Pooling Report 4 P1Pooling Report
5 Pool to pool transfers 5 Pool to pool transfers
6 * Storage Nominations 6  Storage Nominatlons
7 Transportation Nominations 7 Transportation Nominations *
(C. Online Downloads
1 Telemstsred Customer Usage ~ Dally 1 Telemetered Customer Usage - (Dally VIA EQT.COM)
‘1’2 Producer Metered Volumes ~ Monthly 2  Producer Matered Volumes - Monthly




| Comparatlve Summary

Equitable Gas-PA Division and Dominion Peoples

Transportation Pool Management Functionality

. Website Functionality Overviaw

[DOM.COM (Outside ESCRIPT)

 {EQT.COM (Outside ALTRA)

|A. Online Uploads

1 Customer Enroliment 1 Customer Enroliment
2 Billing Rates 2 - Biling Rates
3 Supply Source (PA versus lnterstate) 3  Supply Source (PA versus Interstate)
[B. Online Downloads
1  Pooling invoice 1 Pooling Invoice (VIA ALTRA)
2  Pool Metered Usage ‘2 Pool Metered Usage
3 Enroliment Response Flie 3 Enroliment Response File
| 4 Monthly Customer Confirmation File . 4  Monthly Customer Confirmation File
‘1 5 Activity File 5  Activity File
6 Biling File 68 Biliing File
7 PaymentFile’ 7 Payment File
8 Transfer File 8  Transfer File
|C. Customer Enroliment Mallings .
Confirmation Letter | 1 Confirmation Letter
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Equitable Gas Company, LLC

Attachment JMQ-12

Summary Revenue Allocation Proposals
Docket No. R-2008-2029325

Litigation Positions:

Proposed Proposed Proposed  Proposed
Total Non-gas  Revenue Revenue Revenue  Revenue
Revenue Increase Increase Increase increase
Party Increase RS GSs GSL AGS
EGC $ 519850 $ 40,050 § 1432 § 2950 $ 7,518
OCA (1) 51,850 37,243 1,320 5,865 7,522
OSBA (2) 51,850
OTS (3) 51,950 40,050 - 4,382 7,518
10GA (4) 57,391 47,000 10,391 - -
Average of Recommendations $ 41086 $ 3286 $ 32989 $ 5640
Summary of Percentage Increase by Class
RS GSS GSL AGS
Current Operating Revenue $ 157692 § 108301 $§ 14590 $§ 29475 § 5326
EGC 37% 10% 10% 141%
OCA (1) 34% 9% 20% 141%
OSBA (2)
OTS (3) 37% 0% 15% 141%
10GA (4) 43% 71% 0% 0%
Notes:
(1)
(2) Mr. Kalcic's revenue allocation combines a first-doliar relief, and residual scaleback to classes tied to the

Equitable's approved revneue increase,

(3) The first $3.011 MM in revenue reduction should reduce the RS class. Any additional revenue reduction

shoud be used to proportionally reduce all rate classes.
{4)



OUTLINE

ORAL REJOINDER OF EQUITABLE WITNESS
DAVID W. ROSS

L Rejoinder to OTS witness Debra Backer:
A. Adjustment to billing lag days
1. Use of AMR as a timely and accurate meter reading system

2. Improvements in customer service, collection, and billing
processes and related savings

3. Cost of estimated/erroneous meter readings — bill process
4. Use of gathering meters
5. Meter reading dates, audit exceptions and the CIS billing system

II. Rejoinder to OCA witness Lafayette Morgan

A. Short Term Incentive Compensation Payment (STIP) Expense Day Lag

1. Factors considered in incurring the STIP expense
B. Corporate Shared Services Expense Lag
1. Substantiation of the development of the expense amount
a. Actual data
b. Impact of quarterly reconciliations
2. Development of payment date

a. Use of accounting journal entries versus wire transfer dates
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PREPARED REBUTTAL TESTIMONY OF JEFFERY C. MITCHELL

I. Witness Background

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Jeffery C. Mitchell. My business address is 225 North Shore Drive,
Pittsburgh, PA 15212-5861.

Q. BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLOYED?

A. 1 am employed by Equitable Gas Company as Vice President and Controller.

Q. ARE YOU THE SAME JEFFERY C. MITCHELL WHO SUBMITTED DIRECT
TESTIMONY IN THIS PROCEEDING?

A. Yes, [ am. My direct testimony accompanied the Company’s general base rate filing

and was pre-marked for identification as Equitable Statement No. 2.

II. Purpose and Scope of Testimony

Q. WHAT IS THE PURPOSE AND SCOPE OF YOUR REBUTTAL TESTIMONY
IN <THIS PROCEEDING?

A. The purpose of my testimony is to respond to the various adjustments proposed by
witnesses for the Office of Consumer Advocate (“OCA™) and Office of Triz'xl Staff

(“OTS”). The table below identifies the witness and each adjustment by witness:

Witness Adjustments
Lafayette K. Morgan, Jr.- Collections Costs, Anode Expenses (including
OCA Cathodic Protection Costs), Customer

Experience Survey Costs, PA One Call
Expenses, Lobbying Expenses, Payroll Expenses,
‘| Pension and Post-retirement Expenses,
Regulatory Commission Expenses, Fuel
Expenses, Injuries and Damages Expenses,
Right-of-Way Mowing Expenses, Universal
Service Costs and Interest Synchronization

1
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Debra Backer- OTS Rate Case Expenses, Pension Expenses, and
Aduvertising Expenses

III. Organization of Rebuttal Testimony

Q. PLEASE DESCRIBE THE ORGANIZATION OF YOUR REBUTTAL
TESTIMONY.

A. My rebuttal testimony is organized by issues identified and addresses the
adjustments of each witness within each topic. The primary issues addressed in my
rebuttal testimony are related to expense adjustments proposed by the OCA and
OTS witnesses. These expense items will be addressed in my rebuttal testimony
based on the following order:

1) Expenses
A) Collections Costs
B) Anode Expenses

Cathodic Protection
C) Customer Experience Survey Costs
D) PA One Call Expenses
E) Lobbying Expenses
F) Payroll Expenses
G) Pension and Post-retirement Expenses
H) Regulatory Commission Expenses
I} Fuel Expenses
J) Injuries and Damages Expenses {includes Legal Settlements)
K) Right-of-Way Mowing Expenses

L) Universal Service Costs
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M) Interest Synchronization

N) Advertising Expenses

IV. Expense Adjustments

A) Collections Costs

Q.

DO YOU AGREE WITH WITNESS MORGAN’S COMMENTS REGARDING
THE INAPPROPRIATENESS OF THE COMPANY'S COLLECTIONS COST
ADJUSTMENT?

No, I do not.

PLEASE DESCRIBE THE NATURE OF THESE COLLECTIONS COSTS.

The collections costs are paid to third party collection agencies based on a
percentage of the amount of previously written off accounts receivable balances
collected from the former customer by the third party agency.

DO YOU AGREE WITH WITNESS MORGAN'S STATEMENT THAT THE
COMPANY IS ATTEMPTING TO RECOVER COSTS ACCUMULATED
BEFORE THE TEST YEAR?

No, I do not. The third party collections costs totaling $612,202 were the actual
costs incurred in the historic test year of 2007.

DO YOU AGREE WITH MR. MORGAN’S STATEMENT THAT THE
COMPANY DOES NOT INCUR SUCH ANNUAL RECURRING COSTS FOR
COLLECTIONS?

No, I do not. These costs are incurred every year, only the amount differs. Again,

the costs incurred for 2007 were $612,202.
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PLEASE PROVIDE THE HISTORIC THIRD PARTY COLLECTIONS COSTS
INCURRED BY THE COMPANY. |

Total third party collections costs incurred for 2005-2007 were as follows:

2005- $639,072

2006- $759,750

2007- $612,202

The three year average of these costs is $670,341.

DO YOU AGREE WITH WITNESS MORGAN'S COMMENT THAT THE
COMPANY'S ACCOUNTING FOR THESE COLLECTIONS COSTS IS
ESSENTIALLY AN UNAUTHORIZED DEFERRED ACCOUNTING FOR
THESE COSTS?

No, I do not. These costs were not recorded as a deferred or regulatory asset by the
Company but rather were recorded in the A/R reserve.

WHY IS THE CLASSIFICATION OF THESE COSTS IN THE A/R RESERVE
DIFFERENT THAN A DEFERRED OR REGULATORY ASSET?

Deferred or regulatory assets include costs that are incurred but not recognized in
the income statement until a later period. Such costs are then typically amortized
and recognized as expense over a period of time. Costs charged to the A/R reserve
are recognized in the income statement as a result of the Company’s quarterly
analysis of the adequacy of the A/R reserve. If these costs had been accounted for as
a deferred or regulatory asset, the Company would be claiming costs incurred over
several years and seeking recovery through amortization.

PLEASE EXPLAIN THE QUARTERLY A/R RESERVE ANALYSIS PROCESS

AND THE ADJUSTMENTS TO THE INCOME STATEMENT.

4
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The Company records an estimated amount of bad debt expense each month and a
corresponding increase to the A/R reserve. At q.uarter-cnd, the Company evaluates
the adequacy of the A/R reserve through the A/R reserve analysis process. The
process entails comparing the aged A/R balances to the A/R reserve balance, as well
as recent and histonc collection and write-off trends. Based on this analysis, the
Company determines whether or not to record additional bad debt expense to
increase the A/R reserve or to reduce bad debt expense to decrease the A/R reserve,
HOW ARE THE COLLECTIONS COSTS RECOGNIZED AND NOT
DEFERRED?

Since the A/R reserve is evaluated for adequacy and adjusted quarterly via an
applicable income statement adjustment, all reserve activity is recognized in the
income statement either directly, such as bad debt expense recorded monthly, or
indirectly, such as the collections costs.

PROVIDE A THEORETICAL EXAMPLE OF HOW COLLECTIONS COSTS
ARE RECOGNIZED.

In the month of September, the Company pays $50,000 in collections costs which
are charged to the A/R reserve, thus reducing the reserve balance. At quarter-end,
the Company completes the A/R reserve analysis which results in an A/R reserve
shortage of $500,000. The Company then records bad debt expense in the amount
of $500,000 and an increase in the A/R reserve. Had the collections costs of
$50,000 not been incurred, the A/R reserve would not have been reduced by this
amount, and the total increase in bad debt expense to fund the shortage in the A/R
reserve would only have been $450,000. Thus, the collections costs are indirectly

recognized in the income statement.
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DO YOU AGREE WITH WITNESS MORGAN’S ADJUSTMENT FOR
COLLECTIONS COSTS?

No, I do not. Irecommend that the adjustment of $612,202 actually be increased to
reflect the three-year average collections costs activity as calculated in my rebuttal
testimony to be $670,341. See Schedule JCM-2 for the calculation of this
adjustment.

DOES THIS CONCLUDE YOUR DISCUSSION ON COLLECTIONS COSTS?

Yes, it does.

B) Anode Expenses

DO YOU AGREE WITH WITNESS MORGAN’S ADJUSTMENT TO REMOVE
$269,658 FOR ANODE EXPENSES FROM THE COST OF SERVICE?

No, I do not.

PLEASE DESCRIBE WHAT THE $269,658 BALANCE RESPRESENTS IN THE
FUTURE TEST YEAR.

The $269,658 balance represents the expected and estimated costs to be incurred in
the future test year for routine inspection and maintenance.

WHY DO YOU DISAGREE WITH THE ADJUSTMENT?

1 disagree with the adjustment because these inspection and maintenance costs
cannot be capitalized per generally accepted accounting principles.

PLEASE EXPLAIN THE COMPANY’S ACCOUNTING POLICY CHANGE

THAT OCCURRED BEGINNING IN 2008.
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Please see Schedule JCM-3 that includes the Company’s response to interrogatory
OCA-.I-19 and OCAVIII-20 which describes the change in the accounting policy
and explains the difference between capital and expense related items.

PLEASE EXPLAIN THE SIGNIFICANCE OF THE CHANGE IN
ACCOUNTING POLICY.

Through evaluations made by operations personnel and the accounting group, it was
determined that large scale anode replacement will extend the useful life of the steel
pipe that is cathodically protected from corrosion via the anodes. Thus, the
Company changed the accounting policy for large scale replacement of anodes from
being recérded as an operations and maintenance (O&M) expense to being
capitalized. It is important to note that the routine inspection and maintenance of
anodes as well as replacement of anodes within a limited pipeline segment (“small
scale anodes™) are not capitalizable and are recorded as an O&M expense.
DO‘YOU HAVE AN UPDATE ON THE ESTIMATED FUTURE TEST YEAR
OPERATIONS AND MAINTENANCE EXPENSE FOR THE ROUTINE
INSPECTION AND SMALL SCALE ANODE REPLACEMENTS IN 2008?

Yes, I do. The actual O&M expense related to maintenance and small scale
replacements of anodes through September 30, 2008 is $385,126. The projected
total costs for 2008 is $513,502.

PLEASE SUMMARIZE YOUR COMMENTS ON WITNESS MORGAN’S
ANODE EXPENSE ADJUSTMENT AND PROVIDE ANY UPDATES TO THE
FUTURE TEST YEAR O&M EXPENSE.

There is no change in accounting for routine maintenance and small scale anode

replacement. Accepting the adjustment as proposed by witness Morgan will

7
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understate the O&M expense related to anode inspection and maintenance. Based
on the updated 2008 future test year anode O&M expense to be incurred, the
Company is increasing its future test year claim by $243,844, resulting in estimated
costs for 2008 of $513,502 as compared to the amount included in the Company’s
filing of $269,658.

ARE THERE ANY OTHER ANODE RELATED MATTERS ADDRESSED BY
WITNESS MORGAN?

Yes. Witness Morgan has also proposed an adjustment to reduce the future test year
O&M related to DOT compliance costs of $133,524.

DO YOU AGREE WITH THIS ADJUSTMENT?

No, I do not. Similar to my comments regarding routine inspection and
maintenance of anodes, these estimated costs of $133,524 are related to the routine
inspection, maintenance and small scale replacement of anodes on the Company’s
gathering system. Thus, these costs are recorded as O&M and must be included in
the future test year cost of service. Furthermore, these costs are exclusive of the
previously mentioned updated 2008 future test year amount of $513,502 for routine
inspection and maintenance. See Schedule JCM-4 for the calculation of these
adjustments,

DOES THIS CONCLUDE YOUR DISCUSSION ON ANODE COSTS AND DOT
COMPLIANCE COSTS?

Yes, it does.
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C) Customer Experience Study Costs

Q.

DO YOU AGREE WITH WITNESS MORGAN’S ADJUSTMENT TO
NORMALIZE CUSTOMER EXPERIENCE STUDY COSTS?

I do agree with the normalization of the customer experience study costs. However,
I do not agree with witness Morgan’s normalization adjustment to reduce future test
vear O&M expenses by $636,686. I believe the S-year period proposed by witness
Morgan is excessive and is not representative of the Company's plans for evaluating
its customer experience on an on-going basis.

PLEASE EXPLAIN THE COMPANY'S POSITION ON NORMALIZING THE
CUSTOMER EXPERIENCE STUDY COSTS.

The Company proposes that the total customer experience study costs be normalized
over a 3-year period. The Company continues to focus on means to improve
customer service. The Company plans to study customer needs and the benefit of
proposed service enhancements, and to determine if past operational improvements
have had the desired effect. The Company plans to confirm the impact to
customers of such improvements by conducting smaller, focused surveys on an
annual basis, as well as a larger scale survey every three years for comparative
changes to the 2007 baseline. Such surveys will provide valuable feedback that the
Company can evaluate and utilize to further enhance the experience of its customer
base.

PLEASE PROVIDE THE COMPANY’S PROPOSED ADJUSTMENT FOR

CUSTOMER EXPERIENCE STUDY COSTS.
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Based on the current customer survey plan, the Company will include $265,286
($795,858 divided by 3 years) in th‘e Q&M cost of service, thus reducing the original
cost of service amount by $530,572 ($795,858 less $265,286).

HOW DOES THE COMPANY'’S POSITION VARY FROM WITNESS
MORGAN’S ADJUSTMENT?

The Company proposes that witness Morgan’s reduction of the cost of service be
decreased by $106,114, which is equal to witness Morgan’s adjustment of $636,686
less the Company’s adjustment of $530,572.  See Schedule JCM-5 for the
calculation of this adjustment.

DOES THIS CONCLUDE YOUR DISCUSSION ON CUSTOMER
EXPERIENCE STUDY COSTS?

Yes, it does.

D) PA One Call Expenses

Q.

DO YOU AGREE WITH WITNESS MORGAN’S ADJUSTMENT TO REMOVE
$83,197 FOR PA ONE CALL EXPENSES FROM THE COST OF SERVICE?
No, [ do not.

DO YOU AGREE WITH THE REVISED COST PER UNIT AND
CORRESPONDING ADJUSTMENT PROPOSED BY WITNESS MORGAN?

I agrec that the unit cost for the line locates to be completed by an external
contractor in the future test year should be at a rate of $16.05 per unit compared to
the estimate that was included in the base rate filing for the future test year of

$17.50. Accordingly, | also agree with the corresponding reduction in O&M

10



10
11

12

14
15
16
17
18
19
20
21
22

23

expense of $45,742, which is equal to 31,546 line locaté x $1.45 per unit (or
$17.50 less $16.05).

DO YOU AGREE WITH WITNESS MORGAN’S ADUSTMENT FOR PUBLIC
AWARENESS COSTS?

T agree with the adjustment to exclude the public awareness costs of $10,000 as
these costs are not incremental per further review of these PA One Call related
costs.

DO YOU AGREE WITH WITNESS MORGAN’S ADUSTMENT FOR WORK
MANAGEMENT SUPPORT COSTS?

No. I disagree with the exclusion of work management support costs. Witness
Morgan comments that these costs are not incremental costs, and that only costs of
the new contract should be reflected. 1do not agree with this position because the
costs are indeed incremental as they are related to the expanded volume of work that
is not included in the historic test year. The work management support costs include
the expanded use of the contractor’s Translore system to manage the PA One Call
tickets as well as management support for the project. Thus, the contractor
management support costs of $27,455 are incremental to the historic level of costs
and should not be omitted from the cost of service.

DO YOU HAVE UPDATED INFORMATION FOR THE 2008 FUTURE TEST
YEAR?

Yes, 1 do. The projected incremental volume for the future test year is 32,420
locates, or 874 line locates higher than the 31,546 that was used to determine the
adjustment for the future test year. This increased volume will increase the future

test year PA One Call costs by $14,028. Furthermore, the Company annually incurs
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PA One Call System Charges that are payable to the state based on the total PA One
Call requests. If the PA One Call ticket is within the buffer z;>ne of the Company’s
facilities, it is then dispatchex for location within 72 hours. The unit cost for this
PA One Call System Charge is $.85 per call. The future test year currently assumes
83,000 calls at $.85 per call, or $70,550. As a result of the continued public
awareness initiatives and the increased volume of construction work in the
Company’s service region, the updated future test year volume of PA One Call
requests is expected to be 107,675 based on actual volume of 80,855 through
September 2008. This increased volume results in an increase in PA One Call
System Charges of $20,974, or 24,675 more calls x $.85 per.call. The Company
expects the on-going volume of calls subject to the PA One Call System Charges to
continue at this level.

Q. PLEASE SUMMARIZE YOUR FUTURE TEST YEAR ADJUSTMENTS.

A. See schedule JCM-6 for the summary of the future test year adjustments which
decreases the Company’s original total future test year cost adjustment of $572,000
by $20,741, for a revised adjustment total of $551,259.

Q. DOES THIS CONCLUDE YOUR DISCUSSION ON PA ONE CALL
EXPENSES?

A. Yes, it does.

E) Lobbving Expenses
Q. DO YOU AGREE WITH WITNESS MORGAN’S REMOVAL OF LOBBYING

EXPENSES FROM THE COST OF SERVICE?

12



10

11

12

13

14

15

16

17

18

19

20

21

23

I agree that lobbying expenses should not be part of the cost of service for

ratemaking purposes.

DO YOU AGREE WITH THE ADJUSTMENT PROPOSED BY WITNESS
MORGAN?

No, 1 do not. Upon reviewing witness Morgan’s direct testimony and proposed
lobbying expense adjustment, an error was identified in the Company’s response to
data request OTS-RE-78-D, item D.

PLEASE DESCRIBE THE NATURE OF THE ERROR IN THE RESPONSE TO
OTS-RE-78-D.

The response to data request OTS-RE-78-D was incorrect as it assumed that the
entire corporate allocation for Equitable Resources’ governmental affairs activities
was deemed to be related to lobbying. Upon further review, the costs included in
the future test year fotaling $122,009 represent employee labor and fringe benefits
for the corporate allocation of governmental affairs and already excluded lobbying
costs of $88,378. The Company made an adjustment to exclude the $88,378 from
the Per Books columns on Exhibit I, Item: §53.53 1I1.A.17 for the historic test year,
as the Company agrees that lobbying costs should be removed from the cost of
service (see Schedule JCM-7 for further details). Based on the Company’s updated
review of the nature of the $122,009 of allocated costs, the Company does not agree
with the adjustment proposed by witness Morgan which would improperly reduce
the cost of service for costs that are properly recoverable in the future test year.

DO YOU BAVE ANY FURTHER COMMENTS REGARDING THE

LOBBYING EXPENSE ADJUSTMENT PROPOSED BY WITNESS MORGAN?
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A. Yes, 1do. 1agree with excluding $1,584 from the cost of service for the portion of
the AGA dues attril;uted to lobbying. As such, the revised response to the data
request OTS;RE-78-D, item D. should read, “the Company’s lobbying fee expenses
for the FTY are $1,584.”

Q. DOES THIS CONCLUDE YOUR DISCUSSION ON LOBBYING EXPENSES?

A. Yes, it does.

F) Payroll Expenses

Q. DO YOU AGREE WITH WITNESS MORGAN’'S ADJUSTMENT TO REMOVE
$342,428 FOR PAYROLL AND BENEFITS EXPENSES FROM THE COST OF
SERVICE?

A. No, [ do not,

Q. EXPLAIN YOUR DISAGREEMENT WITH WITNESS MORGAN’S
ADJUSTMENT RELATED TO UNFILLED POSITIONS.

A. I disagrec with a component of the adjustment related to unfilled positions as listed
on witness Morgan’s schedule LKM-13. Two of the Compressor Operator positions
were filled on June 16, 2008 by hiring new employees (employee numbers
#99909909 and #99909986) at a total annual salary cost of $100,464. The other
remaining vacant positions identified in Schedule LKM-13 remain unfilled and will
not be filled by December 31, 2008. As such, I agree with witness Morgan's
adjustment for the Producer Services Analyst and Engineer.

Q DO YOU DISAGREE WITH WITNESS MORGAN'S COMMENTS THAT A

POSITION WAS INCLUDED TWICE IN THE FUTURE TEST YEAR.

14



10
11
12
13
14
15
16
17
18
19
20
21

22

24

Yes, I do. Please note that there is an outstanding data request to clarify this

adjustment amount. I assume that the position questioned by witness Morgan is
actually employee #99908558, whose position was vacated on December 31, 2007.
This position was then filled by hiring new employee # 99909678 on January 28,
2008 with an annual salary amount of $65,532 (per the attachment in Company |
response to OCA-IX-8). With this underlying assumption, I do not agree with the
adjustment proposed by witness Morgan related to the perceived double-counting of
labor and fringe costs.

WHY DO YOU NOT AGREE WITH THIS ADJUSTMENT?

- Tdo not agree with the adjustment since employee #99908558 was promoted into a

new role in the Customer Operations department effective January 1, 2008, and as
such, these employee costs remain in the cost of service. The new employee
#99909678 was then hired into the role vacated by employee #99908558. As a
result, the costs for both employees were properly included in the cost of service,
and removing the cost for employee #99908558 would improperly reduce the
Company’s cost of service.

DO YOU HAVE ANY FURTHER COMMENTS REGARDING THE PAYROLL
AND BENEFITS EXPENSE ADJUSTMENTS?

Yes, please see schedule JCM-8 for the calculation of the proposed adjustment to
the future test year which reduces the oniginal future test year O&M by $124,206 to
$218,222. Please also note that upon receipt of the outstanding data request, the
Company will update this response as deemed necessary.

DOES THIS CONCLUDE YOUR DISCUSSION ON PAYROLL AND

BENEFITS EXPENSES?
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Yes, it does.

Pension and Post-retirement Expenses

DESCRIBE THE BASIS FOR INCLUDING PENSION AND POST-
RETIREMENT EXPENSE IN THE COST OF SERVICE.

The Company based its historic and future test year pension and post-retirement
benefit expense on the related actuarially determined expenses in accordance with
generally accepted accounting principles. The Company also assumed the 2008
future test year expense would equal the 2007 historic test year actual expense.
DOES WITNESS BACKER AGREE WITH THIS APPROACH?

No, she does not.

DOES WITNESS MORGAN AGREE WITH THIS APPROACH?

Yes, he does.

WHY DID THE COMPANY UTILIZE THIS APPROACH RATHER THAN
INCLUDE CASH-BASED FUNDING IN THE COST OF SERVICE?

The expense-based approach for determining pension and post-retirement benefit
expense in the cost of service was used for the following reasons: the expenses are
recognized over the life of the plan based on assumptions that are subject to annual
audits and independent actuarially determined calculations; expenses are less
volatile in amount than cash payments as cash payments might only be made
periodically based on the ERISA minimum funding obligations; expenses are not
subjective as they are based on the actuarial calculations, whereas cash payments are

subjective in nature as the Company may make more payments than the required
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minimum if it so chooses; and the expenses are recorded in accordance with
generally accepted accounting principles.

DO YOU AGREE WITH THE POSITION OF WITNESS BACKER TO
EXCLUDE THE ENTIRE FUTURE TEST YEAR PENSION AND POST-
RETIREMENT BENEFIT EXPENSE?

No, 1 do not. Although I agree that the Company did not make cash payments to the
pension plan in 2007 and has not to date made cash payments in 2008 due to the
plan being funded at more than the minimum requirement in these years, it is
unreasonable to include zero costs in the cost of service for 2007 and 2008 due to
the funding status circumstances that did not require a cash payment. As an
example of the volatility of cash payments, the Company is expected to make cash
payments to the pension plan of $10.5 million for Equitable Gas Company
obligations in early 2009 based on recent changes in the funding status of the plan.
Due to this payment occurring in 2009 outside of the future test vear, witness
Backer’s approach would suggest that these costs would not be included in the
future test year cost of service. In the event that this payment were to be made in the
fourth quarter of 2008, witness Backer’s approach would suggest that this payment
be included. This would result in an increase in the cost of service by approximately
$8.0 million ($10,500,000 in 2009 funding payment less $2,457,296 future test year
expense) due to this payment. Even if witness Backer would propose to normalize
this payment over three years, the Company’s pension and post-retirement benefit
costs would still exceed $3.0 million and be slightly higher than the amount

included by the Company in the cost of service.
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PLEASE SUMMARIZE YOUR RESPONSE TO WITNESS BACKER’S
POSITION IN HER DIRECT TESTIMONY.

For the reasons previously mentioned, [ disagree with the cash-based approach to
determining the pension and post-retirement benefit cost of service. As aresult,
witness Backer’s adjustment to reduce the cost of service by $2,457,296 should not
be accepted.

DOES WITNESS MORGAN AGREE WITH THIS CASH-BASED
ADJUSTMENT FOR PENSION AND POST-RETIREMENT BENEFITS?

No, he does not. Witness Morgan is suggesting that the Company update the future
test year costs based on the updated 2008 actuarial study provided in the Company
response to data request OTS-RE-68-D.

DO YOU AGREE WITH UPDATING THE 2008 FUTURE TEST YEAR
COSTS?

Yes, I do. However, rather than utilizing the updated 2008 actuarial study included
in the Company response to data request OTS-RE-68-D, the future test year costs
should be adjusted based on a more recent update the Company received from its
actuaries.

WHAT ARE THE UPDATED PENSION AND POST-RETIREMENT BENEFIT
COSTS FOR THE 2008 FUTURE TEST YEAR?

The updated actuarially determined information has resulted in updated 2008 future
test year costs of $2,992,738 for Equitable Gas.

DOES THE COMPANY PROPOSE AN ADJUSTMENT TO THE FUTURE

TEST YEAR PENSION AND POST-RETIREMENT BENEFIT EXPENSE?
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Yes, based on the updated 2008 actuarially determined information, and after
reducing the total expense by 1.64% for West Virginia and by multiplying the total
Pennsylvania costs by the O&M percentage consistent with witness Morgan’s
calculation, the total updated pension and post-retirement benefit expense for the
future test year is $2,484,447, an increase of $27,151 from the amount included in
the future test year of $2,457,296. See schedule JCM-9 for the calculation of this
adjustment.

DOES THIS CONCLUDE YOUR DISCUSSION ON PENSION AND POST-
RETIREMENT EXPENSES?

Yes, it does.

H) Regulatory Commission Expense

Q

DO YOU AGREE WITH THE TOTAL ADJUSTMENT PROPOSED BY
WITNESS MORGAN RELATED TO THE NORMALIZATION OF
REGULATORY COMMISSION EXPENSES?

No, I do not agree with the total adjustment amount.

DESCRIBE THE AREAS IN WHICH YOU DISAGREE AND ANY PROPOSED
CHANGES TO THE ADJUSTMENTS OF WITNESS MORGAN.

First, I disagree with witness Morgan’s complete exclusion of the management audit
costs. As stated in the Company responsé to OCA-IV-15 and OTS-RE-138, the
Company expects the management audit to commence in the fourth quarter of 2008
and expects the costs to be incurred during the course of the audit. Furthermore, it is
common to recover costs associated with these mandated audits. Based on the

expected recoverability of these costs, the ability to reasonably estimate the costs,
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and the expectation of the audit commencing during the future test year, it is
reasonable to include an annual normalized expense ax;lount in the future test year.
As such, I am recommending that witness Morgan’s adjustment to reduce O&M be
decreased by $150,000 for the normalization of the management audit fees. Second,
I continue to disagree with the normalization period of five years proposed by
witness Morgan. Although the Company’s prior history of filing rate cases has been
sporadic, the Company is forecasting that another rate case will be filed in three
years based on the current ccbnomic environment and its focus on ensuring
adequate returns on its rate base. As such, I am proposing that witness Morgan’s
adjustment to reduce O&M be decreased by $140,155.

DO YOU AGREE WITH ANY COMPONENT OF THE ADJUSTMENT
PROPOSED BY WITNESS MORGAN?

Yes. Iagree with the component of witness Morgan’s calculation that excludes
costs related to West Virginia matters.

PLEASE SUMMARIZE YOUR REBUTTAL TO THE ADJUSTMENT
PROPOSED BY WITNESS MORGAN CONCERNING REGULATORY
COMMISSION EXPENSE.

The adjustment proposed by witness Morgan to reduce O&M by $298,781 should
be reduced by $290,155, resulting in a decrease in O&M of $8,626 to remove costs
related to West Virginia. See schedule JCM-10 for the calculation of this
adjustment.

DO YOU AGREE WITH THE ADJUSTMENT PROPOSED BY WITNESS
BACKER RELATED TO THE NORMALIZATION OF REGULATORY

COMMISSION EXPENSES?
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No, [ do not agree with the total adjustment amount, 1 also disagree with the
normalization period of five yearz; as proposed by witness Backer for the same
reasons identified in my response to witness Morgan.

PLEASE SUMMARIZE YOUR REBUTTAL TO THE ADJUSTMENT
PROPOSED BY WITNESS BACKER.

The adjustment proposed by witness Backer to reduce O&M by $140,155 should be
reduced to zero. However, per my response to witness Morgan, I agree to reduce
the O&M adjustment by $8,626 for the costs related to West Virginia matters. See
schedule JCM-10 for the calculation of this adjustment.

DOES THIS CONCLUDE YOUR DISCUSSION ON REGULATORY
COMMISSION EXPENSES?

Yes, it does.

D) Fuel Expenses

Q.

DO YOU AGREE WITH THE METHODOLOGY USED BY WITNESS
MORGAN IN HIS ADJUSTMENT FOR FUEL EXPENSES?

Yes, in part. ] agree with witness Morgan’s assumptions for the estimated fuel usage
which reflects a reduction in consumption over the entire future test year. 1
reviewed witness Morgan’s calculation on schedule LKM-16 and agree with the
forecasted diesel and gasoline consumption. However, 1 disagree with the price
assumption for diesel fuel of $4. I have estimated the cost per gallon of diesel fuel
at $4.24 per gallon in the Company response to OCA VIII-19. [ believe a rate of
$4.24 per gallon is more likely over the period of time the rates being set in-this

proceeding will be in effect. Using witness Morgan's estimated diesel consumption
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and the $4.24 per gallon rate, the adjustment proposed by witness Morgan that
reduced O&i\A by $69,623 will be reduced by $20,609. This results in a revised
adjustment to O&M of $49,014. See schedule JCM-11 for the calculation of this
adjustment.

DOES THIS CONCLUDE YOUR DISCUSSION ON FUEL EXPENSES?

Yes, it does.

J) _Injuries and Damages Expense

Q.

PLEASE SUMMARIZE THE COMPANY_’S POSITION FOR INJURIES AND
DAMAGES EXPENSE INCLUDED IN THE COST OF SERVICE.

The Company determined its cost of service for injuries and damages matters based
on the expenses recorded on the books of record. The 2007 historic test year
account activity was then reviewed and the adjustments to expense and the
corresponding reserve were normalized by backing these adjustments out of the cost
of service. This resulted in an increase to the cost of service for mjunes and
damages expenses of $3,145,292. Note that the future test year was assumed to
equal the historic test year for injuries and damages.

PLEASE SUMMARIZE WITNESS MORGAN"S APPROACH TO THE COST
OF SERVICE ADJUSTMENTS FOR INJURIES AND DAMAGES.

Witness Morgan proposed a normalization adjustment for injuries and damages
expense using the actual claims paid over a three-year period from 2005-2007.

DO YOU AGREE WITH NORMALIZING THIS ACTIVITY USING A THREE-
YEAR AVERAGE OF THE ACTUAL CLAIMS PAID FOR INJURIES AND

DAMAGES?
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Although the Company’s adjustments to the historic test year were calculated
differently, | agree with normalizing the activity for the historic test' year over a three
year average of claims paid. As proposed by witness Morgan, using years 2005,
2006 and 2007 to determine the average would reduce injuries and damages expense
by $2,755,953. However, I believe 2008 should be included in the three year
average.

ARE THERE ANY UPDATES TO THE FUTURE TEST YEAR FOR INJURIES
AND DAMAGES?

Yes. The 2008 total estimated payments for injuries and damages are $383,149,
which consists of $300,841 actually incurred through September 2008 and $82,308
estimated for the fourth quarter 2008.

WHAT IMPACT DOES THE 2008 UPDATE HAVE ON THE ADJUSTMENTS
FOR THE FUTURE TEST YEAR?

Using a rolling-three year average for 2006-2008, the updated three-year average for
injuries and damages is $334,175, which is $49,126 higher than the $285,049
proposed by witness Morgan. Thus, the adjustment to reduce O&M expenses
would decrease to $2,755,953 is now a reduction in O&M of $2,706,827 based on
the updated information. See Schedule JCM-12 for calculations supporting the
amounts discussed in this section of my rebuttal testimony.

PLEASE SUMMARIZE THE COMPANY’S FILING WITH RESPECT TO
LEGAL SETTLEMENT EXPENSES.

The Company also determined its cost of service for legal settlements based on the
expenses on the books of record for 2007. The 2007 historic test year account

activity was then reviewed and adjustments to expense and the corresponding

23



10
I1
12
13
14
15
16
17
18
19
20
21
22

23

reserve were normalized by backing these adjustments out of the cost of service.
This resulted in a decrease to the cost of service for legal settlement expenses of
$2,135,243. Note that the future test year was assumed to equal the historic test year
for legal settlements. |

PLEASE SUMMARIZE WITNESS MORGAN’S APPROACH TO THE COST
OF SERVICE ADJUSTMENTS FOR LEGAL SETTLEMENTS.

Witness Morgan accepted the Company’s expense-based normalization adjustment
and did not propose any adjustments to the cost of service for legal seftiement
expenses.

ARE THERE INCONSISTENCIES IN WITNESS MORGAN’S APPROACHES
TO THE LEGAL SETTLEMENT COSTS AND THE INJURIES AND
DAMAGES COSTS?

Yes, there are.

DO YOU AGREE WITH WITNESS MORGAN’S APPROACH?

No, I do not. The nature and accounting for the legal settlements is very similar to
the injuries and damages and should be treated in the same manner for the cost of
service.

DO YOU AGREE WITH NORMALIZING THE LEGAL SETTLEMENTS PA