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1 Q. WOULD YOU P L E A S E STATE YOUR NAME AND BUSINESS 

2 ADDRESS? 

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

4 Harrisburg, Pennsylvania 17105-3265. 

5 

6 Q. BY WHOM A R E Y O U E M P L O Y E D AND IN WHAT CAPACITY? 

7 A. I am employed by the Pennsylvania Public Utility Commission in the Technical 

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

9 

10 Q. P L E A S E D E S C R I B E T H E R O L E OF OTS IN R A T E PROCEEDINGS. 

11 A. OTS was established by the legislature and is responsible for protecting the public 

12 interest in rate proceedings. The OTS analysis in this proceeding is based on-its 

13 responsibility to represent the public interest. This responsibility requires the 

14 balancing of the interests of ratepayers and the Company. 

15 

16 Q. WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 

17 BACKGROUND? 

18 A. Attached to my testimony as Appendix A is a statement which describes my 

19 educational background and my employment experience. 

20 

21 Q. WHAT IS T H E PURPOSE OF YOUR TESTIMONY? 



1 A. The purpose of my testimony is to present the OTS position on three issues in this 

2 proceeding. The first issue concerns the Company's Performance Based Rate 

3 initiatives. Second, I address the Company's practice of discounting various tariff 

4 charges to customers who claim a competitive alternative and charging the 1307(f) 

5 customers for the revenues lost due to the discount. Third, the Office of Trial 

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

7 

8 PERFORMANCE BASED RATES 

9 Q. WHAT ARE PERFORMANCE BASED RATES (PBR) PLANS? 

10 A. A performance based rate plan refers to any device by which the Company retains 

11 revenue it would not be entitled to as a way of giving the Company an incentive to 

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

13 . PGC rate. 

14 

15 Q. HAS THE COMPANY HAD PBR PLANS IN THE PAST? 

16 A. Yes. The Company has had two separate and distinct plans in the past. The first 

17 PBR dealt with Other Capacity Revenue and the second dealt with the recovery of 

18 no notice service costs. 

19 

20 Q. WHAT IS THE HISTORY OF THE COMPANY'S PBR INCENTIVE PLAN 

21 FOR OTHER CAPACITY REVENUE? 



1 A. In the Company's 2001 Section 1307(f) proceeding, Docket No. R-00027135, the 

2 Commission approved a plan for the Company to provide a guaranteed credit and 

3 performance based incentive which would reward the Company for its efforts in the 

4 management ofits capacity release and off-system sales. Under this plan, the 

5 Company guaranteed a $1.2 million annual credit to offset PGC costs for the period of 

6 October 31, 2001 through September 30, 2003. Subsequently, in the Company's 2002 

7 Section 1307(f) proceeding. Docket No. R-00027135, the Commission approved a 

8 one year extension of the plan to September 30, 2004. Under the extension, the 

9 guaranteed credit was reduced to $ 1.0 million, with the provision for an additional 

10 credit for the first $200,000 of any capacity release and/or off-system sale over the 

11 $1.0 million level. The Company is permitted to retain any revenue generated over 

12 and above the $1.2 million dollar level. In the Company's 2003 PGC proceeding, 

13 Docket No. R-00038166, the parties agreed to extend the PBR Design No. 1 through 

14 September 30, 2005. The sharing of the net revenue during the extension year 

15 (beginning October 1, 2004) was $ 1.5 million to the ratepayer with the Company 

16 keeping any net revenue over $1.5 million. In the Company's 2004 PGC proceeding, 

17 Docket No. R-00049154, the annual credit was raised to $1.75 million for the PGC 

18 period October 1,2004 through September 30, 2005. 

19 However, in the Company's 2005 PGC proceeding, Docket No. R-

20 00050272, the guaranteed credit mechanism was abandoned because the 

21 Commission determined that it disproportionately benefited Equitable's 

22 shareholders at the expense of PGC customers. The Commission determined that 



a properly designed PBR provides a 75% credit to the PGC customers of the 

revenue from off-system sales and capacity release with the Company retaining 

the remaining 25% on a pre-tax basis. 

WHAT IS CAPACITY R E L E A S E ? 

Capacity release is a mechanism through which a holder of firm transportation 

capacity on upstream pipelines can allocate, release or assign, on a permanent or 

temporary basis, all or part of such capacity to others. Normally, this is 

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

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

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

WHAT A R E OFF-SYSTEM SALES? 

An off-system sale is the sale of natural gas to a customer who is not located 

within the Natural Gas Distribution Company's ("NGDC") service territory. The 

off-system sale is usually made by using off-peak downstream interstate pipeline 

capacity that is reserved for the firm retail customers of the NGDC. 

19 Q. WHAT A R E T H E T H R E E C A T E G O R I E S OF OFF-SYSTEM SALES? 
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1 A. The three categories of off-system sales are: (1) Market Area Sales; (2) 

2 Production Area Sales; and (3) Specific Purchase Sales. 

3 Market Area Sales are those sales that have a delivery point in the market 

4 area relatively close to the company's system. Gas is delivered using the 

5 company's capacity on its upstream pipelines. The Company uses upstream 

6 capacity to make off-system sales. 

7 Production Area Sales are those sales which have a delivery point in the 

8 natural gas production area. I f no capacity or only production area capacity is 

9 used to market the sale then the sale is considered to be a Production Area Sale. 

10 Specific Area Sales are those sales made after the first of the month, where 

11 there was a specific gas purchase made for the sale. If, after the company's first of 

12 the month purchases are nominated and scheduled, the company has the 

13 opportunity to purchase additional gas and couple it with available capacity to 

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

15 

16 Q. WHEN CAN AN OFF-SYSTEM SALE BE MADE? 

17 A. Off-system sales can be made when the company does not need firm gas supplies 

18 and capacity for sales to the PGC customers. 

19 

20 Q. DOES T H E COMPANY'S TESTIMONY PRESENT A PROPOSAL F O R A 

21 PBR INCENTIVE C R E D I T FOR O F F SYSTEM SALES AND CAPACITY 

22 R E L E A S E ? 



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

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

3 a desire to discuss the PBR structure in settlement negotiations. 

4 

5 Q. IF THE COMMISSION DOES NOT ACT TO EXTEND THE SHARING OF 

6 THE REVENUE FROM OFF SYSTEM SALES AND CAPACITY 

7 RELEASE, WHAT WOULD HAPPEN? 

8 A. My counsel advises me that the Company would no longer be permitted to retain any 

9 of the savings from off-system sales or capacity release and the total revenue would 

10 revert to the PGC customers. 

11 

12 Q. WHAT DO YOU RECOMMEND FOR THE SHARING OF OFF SYSTEM 

13 SALES AND CAPACITY RELEASE REVENUE? 

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

15 customers)/25% (Company) sharing mechanism. 

16 

17 Q. WHY IS THE 75%/25% SHARING MECHANISM AN APPROPRIATE 

18 DIVISION OF THE REVENUE FROM OTHER CAPACITY REVENUE? 

19 A. The revenue from the transactions in other capacity revenue belongs to the ratepayer. 

20 The sharing of profits is merely a device to provide the Company an incentive to 

21 make additional revenues for the ratepayer. The Commission has previously 

22 determined that a 75%/25% split of the profits provides a sufficient incentive for the 



1 Company to make off-system sales and capacity release transactions. This incentive 

2 benefits the Company and ratepayers because, as the Company seeks to maximize its 

3 profits under the sharing mechanism, the PGC portion increases. The Commission's 

4 adoption of a 75%/25% sharing mechanism in the 2005 Equitable PGC proceeding 

5 should continue in the 2006 proceeding. 

6 

7 FLEXING OF FUEL RETENTION/SHRINKAGE AND 

8 TRANSPORTATION MIGRATION RIDERS 

9 Q. WHAT IS FLEXING? 

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

11 competitive reasons. 

12 

13 Q. HAS THE COMMISSION RECENTLY CONSIDERED THIS ISSUE? 

14 A. Yes. On pages 43-44 of the Commission Order in the 2005 Equitable PGC 

15 proceeding, Docket No. R-00050272, the Commission stated: 

16 . "It is unreasonable to allow a gas utility to transfer 
17 the costs of discounts in retainage and other gas 
18 delivery requirements to captive PGC customers 
19 where these costs were incurred in order to entice a 
20 customer from a jurisdictional NGDC or as a reaction 
21 to defend against another jurisdictional gas utility... 
22 [I]n the next Section 1307 (f) investigations, any 
23 discounts incurred in order to compete with a 
24 jurisdictional natural gas utility will not be allowed to 
25 be recovered from other customers, including any 
26 PGC customers." 



1 Q. DO YOU HAVE ANY ADJUSTMENT IN THIS PROCEEDING FOR THE 

2 EFFECT OF FLEXING? 

3 A. No. The Commission's 2005 Order determined that recovery of discounts/waivers 

4 from PGC customers commencing with the 1307(f) rate effective October 1, 2006 

5 will not be permitted unless the Company meets the exceptions outlined in the 

6 Commission Order. Given that the Company is permitted to recover retainage and 

7 migration rider discounts for the October 1, 2005 to September 30, 2006 historic 

8 period, OTS does not have any adjustments at this time. However, to the extent 

9 that the Company will seek recovery of the costs of these discounts from PGC 

10 customers prospectively, OTS will oppose such cost recovery and make the 

11 necessary adjustments to ensure that Equitable complies with the Commission's 

12 2005 Order. 

13 

14 Q. AS ALTERNATIVE R E L I E F TO THE COMPANY RECOVERING THE 

15 COST DEFICIENCY OF FLEXING FROM PGC CUSTOMERS, WHAT 

16 HAS THE COMPANY REQUESTED? 

17 A. If the Commission does not permit Equitable continued recovery of the retainage 

18 cost deficiency from PGC customers, on advice of counsel, Company witness 

19 Quinn requested that the Commission issue an order declaring that delivery 

20 service agreements containing retainage discounts executed prior to the 

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

22 unenforceable. 



1 Q. DO YOU A G R E E WITH T H E COMPANY'S REQUESTED 

2 A L T E R N A T I V E R E L I E F ? 

3 A. No. Because the Company is permitted recovery of discounts during the historic 

4 period, OTS maintains that the Company's requested relief is not appropriate at 

5 this time. Moreover, I have been instructed by counsel that the contractual relief 

6 requested is inappropriate in Equitable's PGC proceeding because its purpose is to 

7 determine the proper recovery of purchased gas costs. The agreements between 

8 the Company and its delivery service customers are not at issue in the present 

9 proceeding because the Commission's 2005 Order clearly prohibits utilities from 

10 recovering discounted retainage costs solely from PGC customers to entice a 

11 customer from a jurisdictional NGDC or as a reaction to defend against a 

12 jurisdictional gas utility, but it did not prohibit the actual discounting or waiving of 

13 those costs. Accordingly, Equitable's requested alternative relief is improper at 

14 this time and is raised in an improper forum. 

15 

16 HEDGING 

17 Q. HAS THE COMPANY PRESENTED A HEDGING PLAN? 

18 A. Yes. Attachment B to Equitable Statement No. 4 is titled "Proposed 2006'Gas 

19 Supply Hedging Program". 



1 Q. WOULD YOU EXPLAIN YOUR UNDERSTANDING OF T H E 

2 COMPANY'S HEDGING PLAN AS IT IS SET F O R T H IN ATTACHMENT 

3 A TO E Q U I T A B L E STATEMENT 4? 

4 A. The Company's hedging proposal has two parts. The first part deals with the 

5 Company's "Appalachian Supplies" and the second part is its Interstate pipeline 

6 supplies. 

7 The Appalachian supplies part of the plan would allow local producers to 

8 lock-in a price for a given quantity of gas for a given period of time. When this is 

9 done the Company would sell identical NYMEX contracts for the identical 

10 volumes and terms of gas. The intent is to establish a price that is representative 

11 of current market conditions. 

12 With respect to the interstate pipeline aspect of the plan, the Company is 

13 attempting to fix the price of gas on an amount of gas between 25% and 50% in 

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

15 period. 

16 _ 

17 Q. HAS T H E COMPANY P L A C E D ANY LIMITATIONS ON ITS HEDGING 

18 PLAN? 

19 A. Yes. The Company will only proceed with the plan i f there is a consensus among 

20 the Office of Consumer Advocate (OCA), the Office of Small Business Advocate 

21 (OSBA) and the Office of Trial Staff (OTS) that the program is appropriate and is 

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

10 



1 Q. DO YOU AGREE WITH THE COMPANY'S HEDGING PLAN? 

2 A. No. 

3 

4 Q. WHY DO YOU DISAGREE WITH THE COMPANY'S HEDGING PLAN? 

5 A. The Company is legally required to pursue a least cost procurement policy. To the 
t 

6 extent that the Company is seeking pre-approval that its proposed hedging 

7 program satisfies its least cost procurement obligations under the Public Utility 

8 Code, OTS cannot agree to the Company's condition requiring a consensus that it 

9 has satisfied its 1307(f) obligations. OTS will not waive its right to examine the 

10 results of the plan and the reasons behind the actions taken in connection with the 

11 hedging in the Company's PGC proceedings. Therefore, to the extent that the plan 

12 requires OTS to find that the Company's future hedging satisfies its least cost 

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

14 Equitable's proposed hedging plan. 

15 

16 Q. DO YOU HAVE ANYTHING ELSE TO ADD AT THIS TIME? 

17 A. I have nothing further at this-time, but I am awaiting several interrogatory 

18 responses concerning spot market purchases and off system sales. Therefore, I 

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

11 



MICHAEL J. GRUBER 

Appendix A 

Education and Professional Background 

In May 1976,1 received a B. S. in Civil Engineering from The Pennsylvania State 
University. After graduation, I was hired by the Pennsylvania Public Utility Commission 
and worked in the Valuation Section of the Bureau of Rates and Research in the area of 
electric and telephone valuation and depreciation. When the Bureau was realigned into 
Divisions, I specialized in telephone valuation and depreciation. Later, I was transferred to 
the Engineering Section of the Electric Division to work on electric company valuation 
and depreciation. 

In October 1977,1 participated in a special depreciation training program sponsored 
by Western Michigan University in Kalamazoo, Michigan, entitled "Fundamentals of 
Service Life Forecasting". 

In the fall of 1977 and spring of 1979,1 successfully completed accounting courses 
at the Harrisburg University Center, which were sponsored by Elizabethtown College. 

From 1977 through early 1987,1 was a Fixed Utility Valuation Engineer 
responsible for review and evaluation of claims for depreciation, original and trended 
original cost valuations, construction work in progress, plant held for future use, materials 
and supplies, and extraordinary property Joss claim in many electric and telephone rate 
proceedings before this Commission. 

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

I took part in the early stages of the "1979 Triennial Review of The Bell Telephone 
Company of Pennsylvania Depreciation Review", which was submitted to this Commission 
and the Federal Communications Commission (FCC) for review and comment prior to the 
FCC's prescribing of annual depreciation rates for the next three-year period. 

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



When the Office of Trial Staff reorganized in February of 1994,1 was assigned the 
position of Assistant to the Division Chief, (of the newly formed) TelecommunicationsAVater 
Division of the Office of Trial Staff. 

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

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

Early in my time at the Public Utility Commission, I was a Fixed Utility Valuation 
Engineer in the following major rate proceedings before the Pennsylvania Public Utility 
Commission: 

1) The Duquesne Light Company at Docket No. R.I.D 373 
2) The Pennsylvania Electric Company at Docket No. R.I.D 392 
3) The Metropolitan Edison Company at Docket No. R.I.D 434 
4) The Bell Telephone Company of Pennsylvania at Docket 

Nos. R.I.D 367 and R-79060719 
5) The Bethel and Mt. Aetna Telephone and Telegraph Co. at Docket 

No. R-77090452 
6) The Mid-Penn Telephone Corporation at Docket No. R-77090462 
7) The Commonwealth Telephone Company at Docket No.R-77090482 

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

I have testified in the following cases: 

General Telephone Company of Pennsylvania at R-7910062 
West Penn Power Company at R-80021082, F-842632, and R-850220 
Pennsylvania Power & Light Company at R-8003114, R-822169, 

R-842651, and R-00973954 
Philadelphia Electric Company at R-80061225, and R-842590 
Metropolitan Edison Company at R-80051196, R-811601, and R-842770 
Pennsylvania Electric Company at R-80051197, R-811602, and R-842771 

Pennsylvania Power Company at R-811510, R-832409, R-850267, and 
R-870732 
UGI Gas at R-821899, and R-870602 
Duquesne Light Company at R-850021, R-860378, and R-870651 



Shickshinny Water Company at R-870764 
Marion Height Water Company at R-870774 
National Fuel Gas Distribution Company at R-881125, R-891218, 
R-00942991, and R-00963779 
Arrowhead Public Service Corporation at R-891557 
Duquesne Light Company at P-900485 
General Public Utilities at P-910502, and G-900240 
LP Water & Sewer at G-910255, A-230242, A-211770 
Sunshine Hills Water Company at R-912023 
West Penn Power at R-00922378 
MPW Utilities Inc. at A-230026 
Public Service Water Company at A-210025F002 
UGI Utilities Inc., (Electric) at R-00932862, and R-00973975 
Pennsylvania American Water Company at R-00932670 
National Utilities Inc. at R-00932670 
Newtown Artesian Water Company at R-00943157 
IntraLATA Interconnection Investigation at 1-00940034 
MFS Intelenet of PA at A-310203 
Alltel at P-981423 
Equitable Gas Co., 1307(f), Docket Nos. R-00016132, and R-00005067 
Pike County Power & Light, Docket No. R-00011872 
UGI Utilities, Inc. - Gas Division, Docket No. R-00016376 
Wellsboro Electric Company, Docket No. R-00016356 
T. W. Phillips Gas and Oil Company, Docket No. R-0005807 
Equitable Gas Co. Restructuring Filing, Docket No. R-00099784 
P.F.G. Gas, Inc. and North Penn Gas Companies, Docket No. R-0005277 
T. W. Phillips Gas and Oil Company - Restructuring Filing, R-994790 
T. W. Phillips Gas & Oil Company, R-00016898 
The Peoples Natural Gas Company d/b/a Dominion Peoples, R-00027134; 
The Peoples Natural Gas Company, P-00021952 
Philadelphia Gas Works - Restructuring Filing, M-00021612 
Duquesne Light Company - POLR, P-00032071 
Penn Estates Utilities-Water, R-00038429 
Penn Estates Utilities-Sewer, R-00038498 
National Fuel Gas Distribution, R-00049108 
Equitable Gas Company, R-00049154 
PPL Electric Utilities Corporation, R-00049255 
Valley Energy, Inc., R-00049345 
UGI Utilities, Inc., R-00049422 
Township of Falls - Sewer, R-00049557 
National Fuel Gas Distribution Corp., R-00049656 
National Fuel Gas Distribution Corp., R-00050216 
Equitable Gas Company, R-00050272 



Some of the issues I have testified on include: 

1) Depreciation and Service Life Analysis 
2) Customer Contributions In Aid of Construction 
3) Customer Advances for Construction 
4) Construction Work in Progress 
5) Material and Supplies 
6) Post Test Year Plant Additions 
7) Loan Financing and Repayment 
8) Utility Plant Used and Useful in the Public Service 
9) Cost of Gas 
10) Take or Pay Obligations of Gas Utilities 
11) Rules and Regulations for New Telecommunications Services 
12) Contractual Obligations Between Utilities 
13) Rate Structure and Tariff Issue 
14) Excess Utility Plant Investment 
15) Cost of Service and 
16) General Prudence Issues 
17) 1307(f) Gas Purchase Issues 
18) Stranded Electric Costs 
19) Chapter 30 Issues 
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1 Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS 

2 ADDRESS? 

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

4 Harrisburg, Pennsylvania 17105-3265. 

5 

6 Q. ARE YOU THE SAME MICHAEL GRUBER WHO SUBMITTED OTS 

7 STATEMENT NO. 1? 

8 A. Yes, I am. 

9 

10 Q. WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY? 

11 A. This testimony will respond to rebuttal testimony presented by Company 

12 Witnesses Quinn (Equitable Statement No. 3-R) and Rafferty (Equitable Statement 

13 No. 4-R). 

14 

15 Q. WHAT SPECIFIC ISSUES WILL YOUR SURREBUTTAL ADDRESS? 

16 A. I will address portions of Company Witness Quinn's testimony dealing with off-

17 system sales and capacity release revenue and the discounting of tariff charges, 

18 and Company Witness Rafferty's testimony dealing with negotiated discounted 

19 pipeline capacity contracts, carrying charges on unused gas in storage, and 

20 hedging. 



1 Q. WHAT DID MR. QUINN SAY ABOUT THE OWNERSHIP OF OFF-

2 SYSTEM SALES AND CAPACITY RELEASE? 

3 A. On page 2 of his rebuttal testimony Mr. Quinn states: 

4 "...Equitable's believes that i f PBR Design No. 1 is not 
5 extended the program terminates and the Company will retain 
6 100% of the savings or revenue generated from transactions 
7 historically covered by PBR Design No. 1. " 
8 

9 Q. DO YOU AGREE WITH MR. QUINN'S STATEMENT? 

10 A. No. 

11 

12 Q. WHY DON'T YOU AGREE WITH MR. QUINN'S STATEMENT? 

13 A. If, as the Company believes, it was entitled to retain the entire amount of the capacity 

14 release and off-system sales revenue (margin) barring action by the Commission, the 

15 Company would be in violation of the law. The statue which controls the PGC 

16 procedure does not allow the Company to make a profit on the sale of gas. It is only 

17 by special permission of the Commission that the Company can retain any profit as 

18 an incentive to work harder at capacity release and off-system sales. Further, all of 

19 the expenses which make it possible for the Company to make capacity releases and 

20 off-system sales are being paid for by ratepayers, not stockholders. As such, any 

21 revenue from capacity release and off-system sales should reimburse the PGC 

22 customers for the use of assets paid for by the PGC customers. Therefore, it is clear 

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

24 release and off-system sales would belong to PGC ratepayers. 



1 Q. HAS MR. QUINN RESPONDED TO OTS TESTIMONY CONCERNING 

2 DISCOUNTED TARIFF CHARGES? 

3 A. Yes, Mr. Quinn stated that OTS ignored Equitable's 2005 demonstration that it 

4 satisfied the Commission's requirements set forth in the Commission Order at 

5 Docket R-00050272. Accordingly, Mr. Quinn concluded that the methodology is 

6 acceptable to OTS and that it complies with the requirements. 

7 

8 Q. DO YOU AGREE WITH MR. QUINN'S INTERPETATION OF YOUR 

9 TESTIMONY? 

10 A. No. Mr. Quinn completely misunderstood my direct testimony. He is of the opinion 

11 that OTS is agreeing that the Company has met the burden of proof with regard to 

12 the discounted tariff rates. However, if you read my direct testimony, it is clear that 

13 the OTS position is that this is not the proper time to address this issue. The 

14 Commission has allowed the Company to continue its discounting of tariff 

15 provisions through September 2006. However, after September 2006, there are 

16 certain conditions which must be met to continue allowing the inclusion of these 

17 discounts in rates. Whether the ratepayers have received a net benefit cannot be 

18 determined until the actual gas costs and the cost of flexing are known. The 

19 appropriate time to address this issue is when the Company actually makes its claim 

20 in the E-factor for the value of the discounted retainage. 



1 Q. WHAT HAS COMPANY WITNESS RAFFERTY SAID ABOUT THE 

2 RENEGOTIATION OF ITS PIPELINE CAPACITY CONTRACT? 

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

4 Q- HAS THE COMPANY ATTEMPTED TO 
5 RENEGOTIATE ANY OF ITS CAPACITY 
6 CONTRACTS? 
7 
8 

A. Yes. The Company has aggressively pursued 
opportunities to renegotiate some of its capacity 

9 contracts. Specifically, Equitable has attempted to 
10 renegotiate and restructure its contract with Texas 
11 Eastern. To date, these attempts have been 
12 unsuccessful. 
13 Q- HOW DOES THE COMPANY BELIEVE 
.14 DISCOUNTED RATES ASSOCIATED WITH 
15 THESE CAPACITY CONTRACTS SHOULD BE 
16 TREATED? 
17 A. As described above, the negotiated rate discount could 
18 be in lieu of a standard capacity release transaction. 
19 The net effect is that PGC customers would ultimately 
20 pay less whether it is through a capacity release 
21 mechanism credited to maximum rates or a negotiated 
22 discount from maximum rates. Therefore, the 
23 Company believes that these types of transactions, i f 
24 they would materialize, should also be considered part 
25 
26 

of PBR Design No. 1. 

27 Q. DO YOU AGREE WITH THIS POSITION? 

28 A. No. 



1 Q. WHY DO YOU DISAGREE WITH THIS POSITION? 

2 A. I f the Company is successful and is able to renegotiate its pipeline capacity 

3 contracts to obtain a lower rate, this lower renegotiated rate should go into the 

4 calculation of the PGC. A lower negotiated rate is not a capacity release and 

5 should not be considered part of PBR No. 1. The Company has a duty to follow a 

6 least cost procurement strategy. Therefore, the Company should not be rewarded 

7 for doing what is expected in pursuing its normal responsibilities. 

8 

9 Q. WHAT DOES MR. RAFFERTY SAY ABOUT CARRYING CHARGES ON 

10 UNUSED STORAGE GAS? 

11 A. On page 19 of his rebuttal testimony, Mr. Rafferty states: 

12 The Company is proposing to recover in PGC rates the 
13 carrying charges associated with deferred storage withdrawals 
14 or "rolling the storage inventory to a future period". The 
15 Company is only proposing to recover these costs i f it can 
16 demonstrate that this action provided benefits to PGC 
17 customers. 
18 

19 Q. WHAT JUSTIFICATION DOES THE COMPANY PROVIDE FOR 

20 ALLOWING THIS CARRYING CHARGE? 

21 A. The Company points out that its last base rate case was almost ten years ago and 

22 that it has increased its storage assets considerably since that proceeding. Mr. 

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

24 therefore, they are not included in base rates. 



1 Q. WHAT IS YOUR POSITION ON ALLOWING THE COMPANY TO 

2 RECOVER A CARRYING CHARGE ON ITS ROLLED OVER STORAGE 

3 INVENTORY? 

4 A. The Commission should not allow the Company to include a carrying charge on 

5 the rolled over storage. An NGDC is permitted to earn a return on its 13 month 

6 average stored gas in base rates. To permit the Company to accrue carrying 

7 charges in a PGC proceeding allows the Company to collect twice for the same 

8 assets. 

9 The fact that the Company did not have these assets at the time of its last 

10 base rate proceeding is not a justification to allow these proposed carrying charges 

11 in a PGC proceeding. NGDCs are permitted to collect a return on its investment 

12 in stored gas in a base rate proceeding. In the absence of a base rate proceeding, 

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

14 

15 Q. WHAT DOES MR. RAFFERTY SAY ABOUT THE COMPANY'S GAS 

16 HEDGING PROPOSAL? 

17 A. On page 22 of his rebuttal testimony, Mr. Rafferty states: 

18 "Equitable is not seeking pre-approval that its proposed 
19 Program satisfies least cost procurement obligations.. .The 
20 Company is asking the OTS, as well as the OCA and the 
21 OSBA, to recognize that the Program is appropriate and the 
22 "hedging concept" is consistent with least cost purchasing 
23 obligations." 



1 Q. DOES THIS CHANGE YOUR POSITION ON WHETHER OTS SHOULD 

2 BE WILLING TO AGREE TO THE COMPANY'S HEDGING PLAN? 

3 A. No. The plan as set forth by the Company does not necessarily comply with its 

4 least cost procurement obligation. It may act as a surrogate for least cost 

5 purchasing but the main intent of the Company's plan seems to be stable rates 

6 rather than lowest rates. 

7 

8 Q. DO YOU HAVE ANYTHING ELSE TO ADD AT THIS TIME? 

9 A. No. 
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1 Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS 

2 ADDRESS? 

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

4 Pennsylvania 17105-3265. 

5 

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

7 A. I am employed by the Pennsylvania Public Utility Commission in the Technical 

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

9 

10 Q. PLEASE DESCRIBE THE ROLE OF OTS IN RATE PROCEEDINGS. 

11 A. OTS was established by the legislature and is responsible for protecting the public 

12 interest in rate proceedings. The OTS analysis in this proceeding is based on its 

13 responsibility to represent the public interest. This responsibility requires the 

14 balancing of the interests of ratepayers and the Company. 

15 

16 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

17 A. The purpose of my testimony is to present the OTS position on the Equitrans refund 

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

19 put forth by the Company. 



1 EQUITRANS REFUND 

2 Q. WHAT IS THE EQUITRANS REFUND? 

3 A. Equitrans filed a general rate case with FERC on December 1, 2003, and has been 

4 collecting its filed-for rates, subject to refund, since September 1, 2004. Since that 

5 time, Equitable has been paying the higher filed-for rates for Equtirans3 interstate 

6 services and has recovered those costs from its PGC customers. A settlement of the 

7 Equitrans general rate case has occurred at FERC. Accordingly, PGC customers are 

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

9 

10 Q. WHAT IS THE AMOUNT OF THE EQUITRANS REFUND? 

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

12 

13 Q. WILL THE ENTIRE REFUND BE CREDITED AGAINST FUTURE 

14 PURCHASED GAS COSTS? 

15 A. No. On November 23, 2005, the Company filed a Petition, Docket No. P-

16 00052192, with the Commission requesting the authority to use approximately $7 

17 million of the $9 million refund for the benefit of low-income customers during the 

18 2005-2006 winter heating season. In that Petition, Equitable stated that residential 

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

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

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

22 income energy assistance is available only to residential customers, Equitable 



1 proposed to use only the S7 million residential customer portion of the refund for 

2 the benefit ofits low-income customers. By Order entered December 15,2005, the 

3 Commission granted Equitable's Petition. 

4 

5 Q. WHAT IS THE COMPANY'S PLAN FOR REFUNDING AMOUNTS IN 

6 EXCESS OF $7 MILLION TO PGC CUSTOMERS? 

7 A. The Company did not provide a refund proposal in its Direct Testimony or exhibits. 

8 However, in response to an OSBA interrogatory, the Company stated that it will 

9 credit the difference between the $7 million and $9 million to commercial 

10 customers and credit any refund amount in excess of the $9 million to both 

11 residential and commercial customers. 

12 

13 Q. DID OSBA DIRECT TESTIMONY ADDRESS THE EQUITRANS REFUND 

14 ISSUE? 

15 Yes. In the Direct Testimony of OSBA witness Brian Kalcic, the OSBA agreed 

16 with the Company's proposal to assign $2 million to commercial customers and to 

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

18 customers. 



1 Q. DO YOU AGREE WITH THIS PLAN? 

2 A. No. 

3 

4 Q. WHY DO YOU DISAGREE WITH THE REFUND PROPOSAL? 

5 A. The commercial and industrial (C&I) customers are entitled to their proportionate 

6 share of the Equtirans supplier refund. However, C&I are entitled to no more or 

7 less then they would have received had the refund been flowed through the E-factor 

8 in normal fashion without any advancement of the refund to the residential 

9 customers. Under the proposal endorsed by the OSBA, C&I customers would 

10 receive a disproportionate amount of the refund. 

11 

12 Q. HOW WOULD A SUPPLIER REFUND NORMALLY BE RETURNED TO 

13 PGC CUSTOMERS? 

14 A. Supplier refunds are included as a component of the E-factor. Had the refund been 

15 received prior to the filing of the annual PGC and handled in the normal fashion, the 

16 refund would have been reported on line 4 of Item 53.64(a), Section I , Part A, Sheet 

17 2 of 6. The refund would be divided by 24,249,100 Mcf in PGC sales and all PGC 

18 customers would have received the same credit on a per Mcf basis. 



1 Q. WHAT PROPORTIONATE AMOUNT WOULD FLOW TO RESIDENTIAL 

2 CUSTOMERS AND C&I CUSTOMERS? 

3 A. At Item 53.64(a), Section I , Part B, Sheet 1 of 8, the Company broke down the 

4 projected PGC sales by customer class. The residential class sales are 20,208,839 

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

6 

7 Q. IF THE COMPANY WERE TO RECEIVE A $9 MILLION REFUND, 

8 WOULD THE C&I CUSTOMERS BE ENTITLED TO $2 MILLION? 

9 A. No. The proper distribution would be $7,497,000 (83.3%) to residential and 

10 $1,503,000 (16.7%) to C&I customers. Since the residential customer class has 

11 already been advanced $7 million of its proportionate share, the residential 

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

13 million. 

14 

15 Q. WHAT IS OTS' RECOMMENDATION FOR THE APPROPRIATE 

16 DISTRIBUTION OF THE EQUITRANS REFUND? 

17 A. The refund is projected to be in excess of $9 million. Obviously the first $7 million 

18 would go to Equitable to reimburse the Company for the advanced CAP funding. 

19 The next $1,403,361 would go to the C&I customers. All amounts in excess of 

20 $8,403,361 would be flowed through the E-factor to the benefit of all PGC 

21 customers. 



1 Q. HOW DID YOU DETERMINE T H E C&I CUSTOMERS PROPORTIONATE 

2 SHARE OF $1,403,361? 

3 A. As I previously stated, residential customer sales are 83.3% of total sales. The $7 

4 million advance would be the residential customer's proportionate share (83.3%) of 

5 some total amount that would be calculated by dividing the $7 million by .833 the 

6 result being $8,403,361. By crediting C&I customers with the first $1,403,361, 

7 balance has been restored between the residential and the C&I customer classes. 

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

9 

10 Q. DO YOU HAVE ANYTHING E L S E TO ADD AT THIS TIME? 

11 A. No, that concludes my testimony. 
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Education: 
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St. Joseph's University, Philadelphia, Pa. 1994 
Bachelor of Science in Business Administration, Elmhurst College, Elmhurst 111. 1981 

Additional Education: 

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

Business Experience: 

Commonwealth of Pennsylvania 
Public Utility Commission 
Office of Trial Staff 
Fixed Utility Financial Analyst 2004 - Present 
Responsible for performing studies and analysis of revenues and expenses and other 
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Borough Manager 1997-2000 
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the business office, and the coordination of the activities of the following departments: 



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

Pepperidge Farm, Inc 
Plant Manager 1982-1991 
As Resident Executive, my responsibilities included all activities related to the 
manufacture and distribution of fresh and frozen bakery, cookie and cracker products at 
facilities in Downers Grove, Illinois and Lakeland, Florida. Major responsibilities 
included the development and administration of plant operating and capital budgets and 
the coordination of the following functions: Engineering, Maintenance, Production, 
Distribution, Accounting, Purchasing, Human Resources, and Information Systems. 

Assisted in the following Cases: 

Borough of Quakertown - Rate Case - R-00049555 
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Meadows Sewer Co. - Rate Case - R-00050672 
Wilcox Water Co. - Rate Case - R-00050781 
Lancaster Waterfund - Rate Case - P.-000501167 

Testified in the following Cases: 

City of Lancaster Sewer Fund - Rate Case - R-00049862 
Mesco Inc. - Rate Case - R- 00050678 
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Aqua Pa - Rate Case - R-00051030 
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1 Direct Testimony of Brian Kalcic 

2 

3 Q. Please state your name and business address. 

4 A. Brian Kalcic, 225 S. Meramec Avenue, Suite 720, St. Louis, Missouri 63105. 

6 Q. What is your occupation? 

7 A. I am an economist and consultant in the field of public utility regulation, and 

8 principal of Excel Consulting. My qualifications are described in the 

9 Appendix to this testimony. 

10 

11 Q. On whose behalf are you testifying in this case? 

12 A. I am testifying on behalf of the Office of Small Business Advocate 

13 ("OSBA"), which is representing small business customers served by 

14 Equitable Gas Company ("Equitable" or "Company"). 

15 

16 Q. What is the subject of your testimony? 

17 A. I will address Equitable's proposals regarding: a) the Performance Based Rate 

18 (PBR) Design No. 1 credit mechanism; and b) the 2006 Gas Supply Hedging 

19 Program. 



1 In addition, I will discuss the Company's response to the events 

2 surrounding the Energy Information Administration's ("EIA") release of its 

3 November 24, 2004 Weekly Gas Storage Report ("Report"), and explain how 

4 the Company's expected refund from Equitrans, L.P. ("Equitrans") should be 

5 credited to customer classes. 

7 Q. Please summarize your recommendations. 

8 A. Based upon my analysis of the Company's filing, I recommend that Your 

9 Honor and the Commission: 

10 

11 • extend the current PBR Design No. 1 mechanism, which credits PGC 

12 customers with 75% of applicable revenues and allows Equitable to retain 

13 25% of such revenues; 

14 • approve the Company's proposed 2006 Gas Supply Hedging Program; and 

15 • approve a PGC rate for non-residential customers that is $0,495 per Mcf 

16 lower than that of residential customers at the conclusion of this 

17 proceeding. 

18 

19. 

20 



1 PBR Design No. 1 

3 Q. Mr. Kalcic, please describe the Company's current Performance Based 

4 Rate (PBR) Design No. 1 crediting mechanism. 

5 A. PBR Design No. 1 is the sharing mechanism that applies to the revenues that 

6 the Company receives from capacity release, off-system sales and certain 

7 other transactions that involve use of Equitable's upstream pipeline capacity 

8 or storage assets. PBR Design No. 1 currently provides a credit to PGC 

9 customers in the amount of 75% of the above revenues. Equitable retains the 

10 remaining 25%. 

11 

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

13 A. The mechanism expires on September 30, 2006. 

14 

15 Q. What is Equitable's proposal with respect to PBR Design No. 1 ? 

16 A. Equitable has declined to provide a specific proposal with regard to PBR 

17 Design No. 1. Instead, the Company indicates its desire to negotiate a new 

18 PBR Design No. 1 mechanism "in settlement discussions with the parties."1 

19 

1 See Equitable Statement No. 4 at 36. 



1 Q. Does the Company's filing reflect any PBR Design No. 1 credits for the 

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

3 A. No, it does not. 

4 

5 Q. When was the Company's current PBR Design No. 1 mechanism 

6 established? 

7 A. The mechanism was established in the Company's last 1307(f) proceeding, 

8 i.e.. Docket No. R-00050272. 

9 

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

11 00050272? 

12 A. Yes. 

13 

14 Q. What did the Commission conclude? 

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

16 00050272, the Commission stated, in part: 

17 

18 We believe that under a properly designed PBR construct, these 
19 revenues will provide credits to PGC customers and provide a 
20 market incentive to Equitable to maximize asset value by. 
21 enhancing shareholder returns. To attain this balance, the OTS 
22 correctly argued that a PBR construct that provides a 75% credit 



1 to PGC customers and allows Equitable to retain 25% of 
2 revenues on a Pre-Tax basis is a fair distribution of benefits. 
3 Without this level of sharing, the incentive to Equitable to 
4 maximize these revenues, at the expense of minimizing PGC 
5 gas costs, becomes counterproductive to consumers. The 
6 surrebuttal testimony of Brian Kalcic in this case clearly 
7 established that this recommendation lies within the bounds of 
8 reasonableness in relation to other Commission-approved PBR 
9 mechanisms. (Order at 33.) 

10 

11 Q. What do you recommend with respect to PBR Design No. 1 ? 

12 A. Given the extensive litigation of this issue in Docket No. R-00050272,1 

13 conclude that it is both reasonable and appropriate that the current 75%/25% 

14 sharing mechanism be continued. 

15 

16 Hedging Program 

17 

18 Q. Mr. Kalcic, does Equitable have a formal hedging program in place at 

19 this time? 

20 A. No. 

21 

22 Q. Has the Company submitted such a hedging proposal in this proceeding? 

23 A. Yes. The Company's proposed 2006 Gas Supply Hedging Program 

24 ("Program") is presented in Attachment B to Equitable Statement No. 4. 



2 Q. Is Equitable requesting comment from the parties on its proposed 

3 Program? 

4 Yes. In fact, Equitable indicates that unless a consensus is reached among the 

5 OSBA, OCA and OTS that the Program is appropriate, the Company will not 

6 go forward with its implementation. 

7 

8 Q. What are the main features of the Program? 

9 A. Equitable proposes to hedge from 25% to 50% of its total projected interstate 

10 pipeline purchases during the April through October period. In addition, the 

11 Company proposes to hedge from 10% to 20% ofits projected interstate 

12 pipeline purchases during the November through March period. Equitable 

13 indicates that its hedging would be executed via purchases of either: a) New 

14 York Mercantile Exchange ("NYMEX") natural gas futures contracts; or b) 

15 fixed-price supplies. Finally, Equitable states that any gains or losses that 

16 might result from its hedging activities would flow through the PGC 

17 mechanism. 

19 Q. Does the OSBA have any concerns about the Company's hedging 

20 proposal at this time? 



1 A. No. The Company's plan to hedge a portion of its interstate purchases in 

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

3 gas price volatility. 

4 

5 EIA's November 24, 2004 Weekly Storage Report 

6 

7 Q. Mr. Kalcic, please provide a brief description of the OSBA's position 

8 concerning the events surrounding the release of the Report, as presented 

9 in Docket No. R-00050272. 

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

11 events that led to a spike in natural gas market prices. Those events were 

12 triggered by an erroneous storage report issued by EIA on November 24, 

13 2004, which in turn arose out of an apparent clerical error by an employee of 

14 Dominion Transmission, Incorporated ("DTI"). The OSBA argued that the 

15 Company had an obligation to take legal action to recover the excess 

16 purchased gas costs attributable to the reporting error. 

17 

18 Q. Did the OSBA and Equitable reach a settlement on this issue? 

19 A. Yes. The parties agreed that Equitable would report on the status of any class 

20 action related to the EIA Report in its next 1307(f) proceeding. 



2 Q. Has Equitable done so? 

3 A. Yes. The Company has identified a class action complaint that was filed in 

4 Kanawha County Circuit Court, West Virginia, in February 2005, which was 

5 subsequently removed to the U. S. District Court.2 

6 

7 Q. What is Equitable's status in the West Virginia complaint case? 

8 A. The Company indicates that it is presently monitoring the proceeding, but that 

9 it intends to seek class action intervention upon final determination of a 

10 proper venue (unless a "more appropriate action" is instituted in the interim). 

11 

12 Equitrans Refund 

13 

14 Q. Mr. Kalcic, does Equitable expect to receive a refund from Equitrans 

15 before the conclusion of this proceeding? 

16 A. Yes, it does. 

17 

18 

19 

See Equitable Statement No. 4 at 41-42. 



1 Q. What is the source of the Equitrans refund? 

2 A. As explained by Mr. Rafferty, Equitrans filed a general rate case (at Docket 

3 No. RP04-97) before FERC on December 1, 2003, and has been collecting its 

4 filed-for rates from Equitable, subject to refund, since September 1, 2004. As 

5 a result of a recent settlement in the Equitrans case, Equitable's customers 

6 will experience "a significant reduction" from the current (i.e., filed-for) 

7 Equitrans rates, along with a refund pertaining to the difference between the 

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

9 

10 Q. What is the expected amount of the refund? 

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

12 

13 Q. Was the refund available at the time of the Company's filing on April 1, 

14 2006? 

15 A. No. FERC did not issue its Final Order approving the Equitrans settlement 

16 until April 5, 2006. As a result, the refund is not reflected as a credit to 

17 Equitable's expected future purchased gas costs. 

18 

19 

20 



* 1 Q. When does Equitable expect to receive the refund? 

2 A. The effective date of the Equitrans settlement is June 1, 2006. Equitrans is 

3 required to refund customers no later than sixty (60) days after the effective 

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

5 

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

7 conclusion of this proceeding? 

8 A. No. 

10 Q. Why not? 

11 A. The Commission issued an order in Docket No. P-00052192 granting the 

12 Company's petition to advance $7 million of the expected refund toward a 

13 program to maintain service to low-income customers during the 2005-2006 

14 winter heating season. As Equitable did advance the $7.0 million, only the 

15 amount of the actual refund in excess of $7.0 million is available for credit 

16 against future purchased gas costs in this proceeding. 

17 

18 Q. How does the Company propose to credit the amount of the refund in 

19 excess of $7.0 million to its PGC customers? 



1 A. In response to OSBA-I-4, part (a), the Company explains that it intends to 

2 credit the difference between $7 million and $9 million to commercial (i.e., 

3 non-residential) customers, and to credit any refund amount in excess of $9.0 

4 million to both residential and commercial customers. 

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

7 A. In its petition, Equitable identified a total expected refund of $9.0 million. 

8 The Company also calculated that the residential portion of the Equitrans 

9 refund was approximately $7.0 million, while the commercial portion was 

10 approximately $2.0 million. In its Order in Docket No. P-00052192 at 14-15 

11 approving the petition, the Commission stated: 

12 

13 Accordingly, the Commission accepts Equitable's proposal to 
14 use the residential customer portion of the one-time supplier 
15 refund from Equitrans to assist low-income customers in 
16 meeting their energy needs this winter. (Emphasis supplied.) 
17 

18 Thus, Equitable maintains that its proposed application of any refund in 

19 excess of $7.0 million "fully comports with the Commission's Order in 

20 Docket No. P-00052192."3 

21 

See the Company's response to OSBA-I-4, parts (a) and (c). 

11 



1 Q. Do you agree? 

2 A. Yes, I do. The Company's proposal recognizes that residential customers 

3 have already received their proper share of the (first) $9.0 million in refunds. 

4 Assigning the next $2.0 million (i.e., $9.0 million minus $7.0 million) to 

5 commercial customers is necessary to credit non-residential customers with 

6 their fair share of the (first) $9.0 million. Finally, the Company's proposal to 

7 credit any refund in excess of $9.0 million to all customers will insure that 

8 both residential and non-residential customers benefit from any excess 

9 amounts. 

10 

11 Q. Would the Company's proposal to assign $2.0 million of the 

12 Equitrans refund to commercial customers result in a different 

13 PGC rate for residential and non-residential customers at the 

14 conclusion of this proceeding? 

15 A. Yes, it would. 

16 

17 Q. By how much would the residential and non-residential PGC rates 

18 differ? 

19 A. The Company's proposed PGC rate, before the application of any Equitrans 

20 refund, is $11.28 per Mcf. Per the Company's response to OCA-I-2, the total 

12 



1 projected throughput (i.e., usage) of non-residential sales customers over the 

2 October 1, 2006 through September 30, 2007 1307(0 period is 4,040,261 

3 Mcf. Dividing $2.0 million by 4,040,261 Mcf produces a non-residential 

4 credit of $0,495 per Mcf, or a non-residential PGC rate of $11.28 minus 

5 $0,495 or $10,785 per Mcf. 

6 

7 Q. Do you recommend that the Commission recognize the above PGC rate 

8 differential of $0,495 per Mcf at the conclusion of this proceeding? 

9 A. Yes, I do. 

10 

11 Q. Does this conclude your direct testimony? 

12 A. Yes. 

13 

14 



APPENDIX 

Qualifications of Brian Kalcic 

Mr. Kalcic graduated from Illinois Benedictine College with a Bachelor of Arts 

degree in Economics in December, 1974. In May, 1977 he received a Master of Arts 

degree in Economics from Washington University, St. Louis. In addition, he has 

completed all course requirements at Washington University for a Ph.D. in Economics. 

From 1977 to 1982, Mr. Kalcic taught courses in economics at both Washington 

University and Webster University, including such subjects as Microeconomic and 

Macroeconomic Theory, Labor Economics and Public Finance. 

During 1980 and 1981, Mr. Kalcic was a consultant to the Equal Employment 

Opportunity Commission, St. Louis District Office. His responsibilities included data 

collection and organization, statistical analysis and trial testimony. 

From 1982 to 1996, Mr. Kalcic joined the firm of Cook, Eisdorfer & Associates, 

Inc. During that time, he participated in the analysis of electric, gas and water utility 

rate case filings. His primary responsibilities included cost-of-service and economic 

analysis, model building, and statistical analysis. 

In March 1996, Mr. Kalcic founded Excel Consulting, a consulting practice 

which offers business and regulatory services. 

Mr. Kalcic has previously testified before the state regulatory commissions of 

Delaware, Kansas, Kentucky, Maine, Massachusetts, Minnesota, Missouri, New 

Jersey, New York, Ohio, Oregon, Pennsylvania, Texas, and the Bonneville Power 

Administration. 
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Docket No. R-00061295 
Item: OSBA-M 
Respondent: Stephen C. Rafferty 
Position: Vice-President. Utility Asset Management 

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

Item: OSBA-I-4 

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

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

b. Would Equitable propose to reflect any refund in excess of S7.0 million toward 
purchased gas costs in this proceeding? If so; please identify the latest date 
Equitable could receive an Equitrans refund in order to reflect the actual refund 
amount in excess of $7.0 million in this proceeding. 

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

Response: 

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

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

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



Docket No. R-00061295 
Item: OCA-I-2 
Respondent: Robert M. Narkevic 
Position: Manaser. Rates 

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

Item: OCA-I-2 

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

Response: 

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



Equitable Gas Company 
1307f Interim Period Projected Throughput 
(Mcf) 

Sales 
Residential 
Commercial 
Industrial 

Total 

Transportation 
Residential 
Commercial 
Industrial 

Total 

Feb-06 

3,382,609 
619,242 
' 8,636 

478,660 
1,368,907 
1,400,417 

Mar-06 

2,736,776 
529,083 

7,428 

387,600 
1,280,814 
1,224,862 

Apr-06 

1,639,446 
321,718 

4,802 

4,010,487 3,273,287 1,965,966 

234,874 
807,323 
761,348 

Mav-06 

669,743 
165,125 

2,606 
837,474 

96,449 
507,274 
422,399 

3,247,984 2,893,276 1,803,545 1,026,122 

JUn-06 

354,297 
111,016 

2,065 

467,378 

51,322 
394,879 
334,738 

780,939 

Jul-06 

363,505 
106,497 

1,898 
471.900 

53,033 
352,962 
346,965 
752,960 

Item: OCA-I-2 
Respondent: Robert M. Narkevic 
Position: Manager, Rates 

Aug-06 

362,726 
112,936 
1,948 

477,610 

53,033 
340,070 
343,341 

736.444 

Sep-06 

402,455 
119,698 
1,871 

58,837 
385,285 
352,722 

Total 

9,911,557 
2,085,315 

31,254 

524,024 12,028,126 

1,413,808 
5,437,514 
5,186,792 

796,844 12,038,114 



Equitable Gas Company 
13071 Projected Period Projected ThTougtiput 
(Mel) 

Hem: OCA-l-2 
Respondent: Robert M. Narkevic 
Position: Manager, Rates 

Oct-06 Nov-06 Dec-06 Jan-07 Feb-07 IVIar-07 ADr-07 Mav-07 Jun-07 Jul-07 Aua-0? SeD-07 To la l 

Sa les 
Resident ia l 1,079.353 2,108,612 3.222.205 3.887,113 3,382,608 2.736.776 1,639,446 669,742 354.297 363,505 362,726 402,456 20,208,839 
Commerc ia l 229.199 381,233 573.422 712,893 619.242 529.083 321,718 165.126 111,016 106,497 112.936 119,698 3,982,063 
Industrial - 3,453 5,445 8,213 9,833 8,636 7,428 4,802 2,606 2,065 1,808 1,948 1,871 58.190 

Total 1,312,005 2,495.290 3.803,840 4,609,839 4,010,486 3.273.287 1,965,966 837,474 467,378 471.900 477,610 524,025 24,249.100 

T r a n s p o r t a t i o n 
Resident ial 156,923 303.338 459,248 551,215 478,660 387,600 234.874 96,449 51,322 53,033 53.033 58,837 2,884,532 
Commerc ia l 650.148 925,583 1,303,451 1,531.553 1,368.907 1,280.614 807,323 507.274 394,879 352.862 340,070 385,285 9,848,249 
Industrial 577,908 895,742 1,323,830 1,616,538 1,400,417 1.224,862 761,348 422.399 334,738 346.965 343,341 352,722 9.600,810 

Tola l 1.384.979 2,124,663 3,086,529 3,699,306 3,247,984 2,893.276 1,803,545 1,026,122 760.939 752,960 736,444 796,844 22,333,591 
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l Surrebuttal Testimony of Brian Kalcic 
2 
3 
4 Q. Please state your name and business address. 
5 A. Brian Kalcic, 225 S. Meramec Avenue, St. Louis, Missouri 63105. 
6 
7 Q. Have you previously submitted direct testimony in this proceeding? 
S A. Yes. 
9 

10 Q. What is the subject of your surrebuttal testimony? 
11 A. My surrebuttal testimony responds to. certain points raised in the rebuttal 
12 testimony of Company witness Robert M. Narkevic and OTS witness Janet 
13 Markovich on the subject of the Equitrans Refund. 
14 
15 Company Witness Narkevic 
16 

17 Q. On pages 4-5 of his rebuttal testimony, Mr. Narkevic discusses how the 
18 Company would propose to credit Comniercial and Industrial ("C&I") 
19 customers with their separate share of the Equitrans refund. In 
20 particular, Mr. Narkevic indicates that Equitable does not intend to 
21 create two different PGC rates, as suggested in your direct testimony. 
22 Instead, Equitable proposes to provide a one-time bill credit to C&I 
23 customers based upon annual usage.1 Is the Company's proposal for a 
24 one-time C&I refund acceptable to the OSBA? 
25 A. Yes, it is. 
26 
27 OTS Witness Markovich 
28 
29 Q. On page 4 of her rebuttal testimony, Ms. Markovich states that she 
30 disagrees with your proposal to assign $2.0 million of the Equitrans 

1 At page 5 of Equitable Statement No. 1-R, Mr. Narkevic states: 
"The total credit for the C&I customers will be divided by the annual throughput of the C&I 
customers identified to determine a unit rate. The unit rate will then be multiplied by the throughput 
for each of these customers to determine the individual credit to be applied. The one-time bill credit 
will completely refund the portion due C&I customers while alleviating the confusion of two separate 
PGC rates." 

1 



1 

refund to C&I customers, and to credit any refund in excess of $9.0 
million (i.e., the initial $7.0 million residential advance plus the $2.0 

3 million C&I credit) to both residential and C&I customers via the PGC. 
4 Why does Ms. Markovich disagree with your proposal? 
5 A. While Ms. Markovich agrees that C&I customers are entitled to their 
6 proportionate share of the Equitrans supplier refund, she claims "C&I are 
7 entitled to no more or less then (sic) they would have received had the refund 
S been flowed through the E-factor in normal fashion without any advancement 
9 of the refund to the residential customers." 

10 

11 Q. How would Ms. Markovich calculate the C&I refund? 
12 A. Ms. Markovich proposes to calculate the separate C&I refund on the basis of 
13 the Company's projected E-factor throughput (i.e., Mcf) for the period 
14 October 1, 2006 through September 30, 2007. Specifically, Ms. Markovich 
15 notes that the Company's total projected annual E-factor throughput is 
16 24,249,100 Mcf, of which 83.3% is residential sales and 16.7% is non-
17 residential sales. Ms. Markovich divides the $7.0 million residential advance 
18 by OTS' deemed residential share of 83.3% to arrive at $8)403,361.2 Of the 
19 $8,403,361 figure, residential customers have received an advance of $7.0 
20 million. Ms. Markovich concludes that by crediting C&I customers with 
21 $83403,361 minus $7.0 million, or $1,403,361, the balance will have been 
22 restored between the Company's residential and C&I customers.3 

23 

24 Q. Do you agree with OTS' proposed 83.3%-residential / 16.7%-C&I 
25 split? 
26 A. No. As previously noted, the OTS' proposed split is based on projected 
27 rather than actual usage figures. Counsel informs me that the Commission's 
28 Order at Docket No. P-00052192 did not adopt a sharing formula based on 
29 projected sales, as proposed by OTS. 
30 

" Working backwards, a residential share of 83.3% times 58,403,361 equates to the $7.0 million advanced by 
Equitable to residential customers. 
3 Under the OTS' proposal any Equitrans refund in excess of $8,403,361 would be shared on an equal (i.e., $/Mcf) 
basis by all PGC customers, via an E-factor credit. 



1 Q. What are the sharing percentages that appear in the Commission's 
2 Order at Docket No. P-00052192? 
3 A. The Commission adopted Equitable's representation that residential PGC 
4 customers paid for 81.4% (or approximately $7.0 million) of the Equitrans 
5 interstate services provided to Equitable, and that non-residential customers 
6 paid for 18.6% (or approximately $2.0 million). 
7 

8 Q. Mr. Kalcic, if the Commission intended that the 81.4%/18.6% sharing 
9 percentages (rather than the cited $7.0 million and $2.0 million dollar 

10 figures) be applied to the Equitrans refund, what would be the resulting 
11 split between residential and C&I customers? 
12 A. Residential customers have been advanced $7.0 million. Dividing $7.0 
13 million by 81.4% equals $8,599,509, which would equate to a one-time C&I 
14 refund of $1,599,509 (i.e., $8,599,509 minus $7.0 million). Any Equitrans 
15 refund in excess of $8,599,509 would be shared proportionately by all 
16 customers via a credit to Equitable's E-factor. 
17 

18 Q. Does this conclude your surrebuttal testimony? 
19 A. Yes. 
20 
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1 I. INTRODUCTION 

2 Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS 

3 ADDRESS. 

4 A. My name is Jerome D. Mierzwa. I am a principal and Vice President with Exeter 

5 • Associates, Inc. My business address is 5565 Sterrett Place, Suite 310, . 

6 Columbia, Maryland 21044. Exeter specializes in providing public utility-related 

7 consulting services. 

8 Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

9 EXPERIENCE. 

10 A. I graduated from Canisius College in Buffalo, New York, in 1981 with a Bachelor 

11 of Science Degree in Marketing. In 1985,1 received a Masters Degree in Busi-

12 ness Administration with a concentration in finance, also from Canisius College. 

13 In July 1986, I joined National Fuel Gas Distribution Corporation ("NFGD") as a 

14 Management Trainee in the Research and Statistical Services Department 

15 ("RSS"). I was promoted to Supervisor RSS in January 1987. While employed 

16 with NFGD, I conducted various financial and statistical analyses related to the 

17 company's market research activity and state regulatory affairs. In April 1987, as 

18 part of a corporate reorganization, I was transferred to National Fuel Gas Supply 

19 Corporation's ("NFG Supply's") rate department where my responsibilities 

20 included utility cost of service and rate design analysis, expense and revenue 

21 requirement forecasting and activities related to federal regulation. I was also 

22 responsible for preparing NFG Supply's Purchased Gas Adjustment ("PGA") 

23 filings and developing interstate pipeline and spot market supply gas price 

24 projections. These forecasts were utilized for internal planning purposes as well 

25 as in NFGD's 1307(f) proceedings. 
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1 In April 1990, I accepted a position as a Utility Analyst with Exeter Associ-

2 ates, Inc. In December 1992,1 was promoted to Senior Regulatory Analyst. 

3 Effective April 1,1996,1 became a principal of Exeter Associates. Since joining 

4 Exeter Associates, I have specialized in evaluating the gas purchasing practices 

5 and policies of natural gas utilities, utility class cost of service and rate design 

6 analysis, sales and rate forecasting, performance-based incentive regulation, 

7 revenue requirement analysis, the unbundling of utility services and evaluation of 

8 customer choice natural gas transportation programs. 

9 Q. HAVE YOU PREVIOUSLY TESTIFIED IN REGULATORY PROCEED-

10 INGS ON UTILITY RATES? 

11 A. Yes. I have provided testimony on more than 100 occasions in proceedings 

12 before the Federal Energy Regulatory Commission ("FERC"), utility regulatory 

13 commissions in Delaware, Georgia, Illinois, Indiana, Louisiana, Montana, 

14 Nevada, New Jersey, Ohio, Rhode Island, Texas and Virginia, as well as before 

15 this Commission. 

16 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? • 

17 A. Exeter Associates, Inc. was retained by the Pennsylvania Office of Consumer 

18 Advocate ("OCA") to review Equitable Gas Company's ("Equitable" or "the 

19 Company") 2006 1307(f) Purchased Gas Cost ("PGC") filing. My testimony 

20 presents the results of my review. 

21 Q. HAVE YOU PREPARED EXHIBITS TO ACCOMPANY YOUR TESTIMONY? 

22 A. Yes, I have. Schedules JDM-1 through jpM-6 are attached to my direct 

23 testimony. Schedule JDM-1 summarizes my adjustments to the Company's 

24 projected purchased gas costs and presents a revised 2006 PGC rate. 

25 Q. PLEASE SUMMARIZE YOUR FINDINGS AND RECOMMENDATIONS. 
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1 A. My findings and recommendations are as follows: 

2 
3 • Historically, Equitable has reserved sufficient interstate pipeline capacity 
4 to meet the design peak day requirements of its PGC and choice 
5 transportation customers, and the standby service and balancing 
6 requirements of its general transportation customers. In response to the 
7 recent significant increase in the price of natural gas, Equitable's 
8 customers have reduced their demand for natural gas. The model utilized 
9 by the Company to estimate its customers' design peak day requirements 

10 fails to adequately account for this decrease in demand, and overstates 
11 the Company's design peak day requirements by approximately 30,000 
12 Dth. Equitable should aggressively pursue the realignment of its interstate 
13 pipeline capacity portfolio to match the design peak day requirements of 
14 its customers; 

15 • The fuel retention charge included in the Company's analysis of whether 
16 customers receiving a fuel charge discount provide a contribution to fixed 
17 costs should be increased to 7.9 percent to reflect actual recent lost and 
18 unaccounted-for ("LUFG") and company use experience; 

19 • The costs associated with fuel retention discounts should be recovered 
20 from all customers by increasing the Company's generally applicable fuel 
21 retention charge to 10 percent; 

22 • Standards should be adopted with respect to the discounting of fuel 
23 retention and base rate charges under which Equitable cannot discount 
24 fuel retention charges by a greater percentage than it has discounted the 
25 applicable base rate charges; 

26 • Equitable's proposal to include carrying charges on deferred storage 

27 withdrawals should be rejected; 

28 • • Equitable should be given authority to proceed with its hedging program; 

29 • Equitable's exchange transactions have had an adverse impact on PGC 
30 customers, and PGC rates should be adjusted to eliminate the adverse 
31 impact of these transactions; and 

32 • Equitable should make a demonstration that its decision not to proceed 
33 under Virginia Power Energy Marketing storage management services 
34 arrangement was consistent with least cost gas procurement. If it cannot 
35 do so, PGC customers should be credited with the benefits which would 
36 have accrued under the arrangement. 
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1 Q. WHAT IS THE OVERALL IMPACT OF YOUR RECOMMENDATIONS ON 

2 EQUITABLE'S 2006 PGC RATE? 

3 A. As shown on Schedule JDM-1, my recommendations result in a decrease in 

4 Equitable's 2006 PGC rate of 14 cents to $11.14 per Mcf from the $11.28 per Mcf 

5 rate proposed by the Company. 

6 

7 II. BACKGROUND 

8 Q. BEFORE CONTINUING, PLEASE DESCRIBE THE TIME PERIODS 

9 RELEVANT TO YOUR INVESTIGATION. 

10 A. The historic review period refers to the time period February 1, 2005 through 

11 January 31, 2006. As part of the 1307(f) review process, Equitable's actual gas 

12 procurement activity during the historic review period is examined for consistency 

13 with least cost gas procurement standards. The 2005 PGC period consists of the 

14 period October 1, 2005 through September 30, 2006. Actual and projected 

15 purchased gas costs and revenues experienced by Equitable during the 2005 

16 period are reconciled, and any undercollections or overcollections are reflected in 

17 determining the PGC rate applicable during the 2006 PGC period. The 2006 

18 PGC period extends from October 1, 2006 through September 30, 2007. The 

19 2006 PGC rate will reflect estimated purchased gas costs for that period, 

20 adjusted for 2005 PGC period purchased gas cost net undercollections or 

21 overcollections. 

22 Q. BRIEFLY DESCRIBE EQUITABLE'S CURRENT GAS SUPPLY 

23 DELIVERY ARRANGEMENTS. 

24 A. Gas supplies are delivered to Equitable under various transportation 

25 arrangements with its interstate pipeline affiliate, Equitrans L.P. ("Equitrans"). 
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1 Equitable is not directly interconnected with any other interstate pipeline. 

2 Equitrans' facilities are located primarily in the Appalachian region of 

3 Pennsylvania and West Virginia. Insufficient quantities of gas are available for 

4 purchase in Equitrans' and Equitable's service territories to meet Equitable's 

5 requirements. Therefore, gas must be delivered to Equitrans from other 

6 producing regions such as the Gulf Coast of the United States. To accomplish 

7 this, Equitable reserves firm capacity on interstate pipelines upstream of 

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

9 regions to Equitrans. The primary upstream interstate pipeline delivering gas to 

10 Equitrans on Equitable's behalf is Texas Eastern Transmission. Gas delivered 

11 by Texas Eastern or other interstate pipelines to Equitrans may be delivered to 

12 Equitable on a current basis, or injected into Equitrans' storage facilities and 

13 redelivered at a later time. Equitable purchases storage sen/ice from Equitrans 

14 under several rate schedules. Equitable also purchases storage service from 

15 Dominion Transmission, Inc. ("DTI"). Deliveries by Texas Eastern are utilized to 

16 fill DTI storage. Gas withdrawn from DTI storage is delivered to Equitable by 

17 Equitrans. Small quantities of Appalachian region gas supplies are delivered 

18 directly to Equitable's system. 

19 

20 III. DESIGN PEAK DAY AND CAPACITY ENTITLEMENTS 

21 Q. WHAT IS A DESIGN PEAK DAY? 

22 A. Design peak day is an extremely cold day that is expected to occur once every 

23 10 to 20 years which a natural gas distribution company ("NGDC") selects and 

24 utilizes for capacity planning purposes. An NGDC would generally estimate its 
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1 customers' requirements (or demands) under design peak day conditions and 

2 secure various capacity resources sufficient to meet those requirements. 

3 Q. WHAT DESIGN PEAK DAY CRITERIA IS USED BY EQUITABLE FOR 

4 CAPACITY PLANNING PURPOSES? 

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

6 temperature of -10oF (75 heating degree days) and an average windspeed of 

7 15.8 mph. 

8 Q. DOES EQUITABLE SECURE CAPACITY TO PROVIDE FOR THE 

9 " DELIVERY OF GAS SUPPLIES TO ITS SYSTEM IN SUFFICIENT 

10 QUANTITIES TO SERVE ALL OF ITS CUSTOMERS? 

11 A. No. Equitable reserves sufficient capacity to meet the design peak day 

12 requirements of its PGC sales and its small customer choice transportation 

13 customers. General transportation customers are responsible for securing their 

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

15 requirements of its general transportation customers. 

16 Q. HOW DO THE CAPACITY REQUIREMENTS OF EQUITABLE'S 

17 CUSTOMERS COMPARE TO THE CAPACITY PORTFOLIO SECURED 

18 BY EQUITABLE? 

19 A. Equitable has secured a total of 473,091 Dth per day of capacity. This includes 

20 458,091 Dth of interstate pipeline capacity and 15,000 Dth of Appalachian gas 

21 supplies which are delivered directly to the Equitable system. Equitable projects 

22 the total design peak day capacity requirements of its customers to be 480,883 

23 Dth. Of these requirements, 443,430 Dth is necessary to serve PGC sales and 

24 choice transportation customers, 24,168 Dth is necessary for the provision of 

25 standby service and 13,285 Dth is necessary for the provision of balancing 
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1 service to general delivery service transportation customers. Thus, based on 

2 Equitable's projections, the Company currently has a capacity shortfall of 

3 approximately 8,000 Dth (480,833 Dth minus 473,091 Dth). 

4 Q. BRIEFLY DESCRIBE HOW EQUITABLE DEVELOPED ITS ESTIMATE 

5 OF DESIGN PEAK DAY DEMANDS. 

6 A. Equitable utilized a multiple regression analysis to develop a predictive equation 

7 that models total daily system requirements (or sendout). That is, based on 

8 ' historical daily data, Equitable develops an equation that forecasts the daily 

9 sendout of all customers on its system based on daily heating degree days 

10 ("HDD") and windspeed. The Company's selected design peak day criteria are 

11 then input into the equation to arrive at a forecast of total system sendout under 

12 design peak day conditions. The sendout of general-transportation customers is 

13 deducted from the total system design peak day sendout estimate to determine 

14 the amount of capacity that Equitable should reserve to serve its PGC and choice 

15 transportation customers. 

16 Q. WHAT IS THE PREDICTIVE EQUATION CURRENTLY UTILIZED BY ' 

17 EQUITABLE PEOPLES FOR ESTIMATING TOTAL SYSTEM SENDOUT? 

18 A. The predictive equation utilized by Equitable in this proceeding is as follows 

19 (Dth): 

20 Total Sendout = 38,539.8 + (8,032.8 x 75 HDD) + (-233.7 x 15.8 MPH) 

21 This equation is determined from Equitable's multiple regression analysis. The 

22 constant in the equation (38,539.8) reflects estimated daily non-temperature 

23 sensitive usage on the Equitable's system. The equation further indicates that 

24 daily sendout will increase by 8,032.8 Dth for each heating degree day 
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.1 experienced and will decline by 233.7 Dth for each 1 MPH increase in the 

2 average daily windspeed. 

3 Q. WHAT IS THE COMPANY'S TOTAL SYSTEM DESIGN PEAK DAY 

4 SENDOUT FORECAST? 

5 A. The total system sendout forecasted by the Company's predictive equation under 

6 design peak day conditions is 637,308 Dth. 

7 Q. HOW ARE THE PREDICTIVE CAPABILITIES OF A MODEL SUCH AS 

8 THE COMPANY'S TYPICALLY MEASURED? 

9 A. In multiple regression analysis, the value of a dependent variable is estimated 

10 based on the values of the independent variables. In the Company's model, the 

11 dependent variable is total system sendout, and the independent variables are 

12 heating degree days and windspeed. The accuracy of the predictive capabilities 

13 of a model such as the Company's sendout model can typically be measured by 

14 the R-Squared. The R-Squared measures the degree to which the equation 

15 explains the historical variation in the dependent variable, and the equation's 

16 ability to explain historical variation can sometimes be used as a proxy to gauge 

17 the model's predictive capabilities. At one extreme, an R-Squared of 0 indicates 

18 that the equation cannot explain any of the historical variation of the dependent 

19 variable. An R-Squared of 1 indicates that the model fully explains the variation 

20 in the dependent variable. The R-Squared of the Company's model is .9434. 

21 This means that during the historical period analyzed by the Company, the 

22 independent variables were able to predict approximately 94 percent of the 

23 variation in the dependent variable sendout. 

24 Q. UNDER WHAT CIRCUMSTANCES WOULD THE R-SQUARED NOT BE 

25 A GOOD INDICATOR OF A MODEL'S PREDICTIVE CAPABILITIES? 
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1 A. The R-Squared would not be a good indicator of a model's predictive capabilities 

2 if the underlying behavior experienced during the historical period is not reflective 

3 of behavior during the future period. 

4 Q. WHAT HISTORICAL TIME PERIOD WAS UTILIZED TO DEVELOP THE 

5 COMPANY'S PREDICTIVE EQUATION? 

6 A. Equitable utilized January and February 2005 daily sendout, temperature and 

7 windspeed data to develop its predictive equation. 

8 Q. DOES THE MODEL DEVELOPED BY EQUITABLE PROVIDE A 

9 REASONABLE ESTIMATE OF THE COMPANY'S DESIGN PEAK DAY 

10 SENDOUT? 

11 A. No, it does not. As shown on Schedule JDM-2, I have utilized the Company's 

12 predictive equation to calculate projected total sendout for each day during the 

13 period January 2006 through February 2006 based on actual heating degree 

14 days and windspeed. As shown there, on all but one day during this 59-day 

15 period, the Company's model overestimated actual sendout. For the entire 

16 period, on average, the Company's model overestimated actual sendout by over 

17 11 percent. If the Company's model produced reasonable estimates, it would be 

18 expected that the model would have both overestimated and underestimated 

19 actual sendout on a nearly equal number of days, and that on average, the 

20 difference between estimated and actual sendout would be near 0 percent. This 

21 is because arithmetically, under multiple regression analysis, the sum of the 

22 errors of the regression equation is zero. That is, the resulting regression 

23 equation reflects the line which minimizes forecast error. To do this, the sum of 

24 the errors must be zero. 
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1 Q. WHY DO YOU BELIEVE THAT THE COMPANY'S MODEL 

2 CONSISTENTLY OVERESTIMATES ACTUAL SENDOUT? 

3 A. Gas prices during the winter of 2005-2006, like energy prices in general, were 

4 significantly higher than the prices that existed during the period utilized to 

5 develop the Company's model. In response to these high gas prices, Equitable's 

6 customers have reduced their demand for natural gas. It is anticipated that 

7 natural gas prices will remain high for the foreseeable future. 

8 Q. HAVE YOU PREPARED AN ALTERNATIVE FORECAST OF 

9 EQUITABLE'S TOTAL SYSTEM DESIGN PEAK DAY SENDOUT? 

10 A, Yes. I have prepared an alternative forecast of Equitable's total system design 

11 peak day sendout using the Company's model structure based on data from the 

12 period January through February 2006. The alternative forecast is presented on 

13 Schedule JDM-3. The alternative forecast estimates total system design peak 

14 day sendout to be 575,307 Dth, which is approximately 62,000 Dth less than the 

15 Company's projection. A portion of the decline in Equitable's design peak day 

16 sendout is attributable to reduced usage by general transportation customers for 

17 which Equitable does not secure capacity. As shown on Schedule JDM-4,1 

18 estimate that of the 62,000 Dth reduction to design peak day requirements, 

19 approximately 25,000 Dth is attributable to the reduced demands of general 

20 transportation customers. In addition, as previously indicated, Equitable had 

21 secured approximately 8,000 Dth less capacity to meet the requirements of the 

22 customers on whose behalf it secures capacity. Thus, Equitable currently 

23 secures approximately 30,000 Dth of capacity in excess of its customers design 

24 peak day requirements. 
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1 Q. WHAT COURSE OF ACTION DO YOU RECOMMEND EQUITABLE 

2 PURSUE? 

3 A. Equitable just recently entered into 5-year contracts for capacity based on its 

4 overstated design peak day forecast. Equitable should have recognized that 

5 high gas prices could impact on its customers' requirements, and incorporated 

6 the potential for such in its contracting practices. It did not. Equitable should 

7 aggressively pursue the realignment of its interstate pipeline capacity portfolio to 

8 match the design peak day sendout requirements of its customers. This would 

9 include attempting to renegotiate its current contracts, releasing excess capacity 

10 and examining whether its proposed merger with Dominion Peoples will provide 

11 opportunities to shed capacity. 

12 Q. HAVE YOU PREPARED A SCHEDULE QUANTIFYING THE IMPACT OF 

13 YOUR RECOMMENDATION? 

14 A. No. At this time, the extent to which Equitable will be able to realign its capacity 

15 portfolio and any associated cost savings is uncertain, therefore, an adjustment 

16 to purchased gas costs is not warranted at this time. 

17 

18 IV. FUEL RETENTION CHARGES 

19 Q. WHAT ARE FUEL RETENTION CHARGES? 

20 A. A portion of the gas delivered to an NGDC is lost or otherwise unaccounted-for 

21 ("LUFG"). In addition, a portion of the gas delivered to an NGDC is used in 

22 company operations. Currently, approximately 5.0 percent of deliveries to 

23 Equitable are either LUFG or used in company operations (collectively "losses"). 

24 That is, for example, if 1,000 Mcf is delivered to Equitable, only 9,500 Mcf is 

25 delivered to customers. For sales customers, LUFG and company-use gas is 
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1 recovered through PGC rates. For transportation customers, these losses are 

2 typically recovered through a fuel retention charge. That is, if the fuel retention 

3 charge is 5.0 percent, and if a transportation customer expects to consume 9,500 

4 Mcf, it must deliver 1,000 Mcf to Equitable. The 500 Mcf difference would be 

5 retained by Equitable as compensation for LUFG and company use gas. 

6 Q. HAS THE COMPANY HISTORICALLY DISCOUNTED ITS FUEL 

7 RETENTION CHARGE? 

8 A. Yes. The discounting of fuel retention charges was addressed by the 

9 Commission in the Company's 2005 1307(f) proceeding (Docket No. R-

10 00050272). 

11 Q. WHAT DID THE COMMISSION FIND WITH RESPECT TO THE 

12 DISCOUNTING OF FUEL RETENTION CHARGES IN THE COMPANY'S 

13 2005 1307(f) PROCEEDING? 

14 A. The Commission found that Equitable was discounting fuel retention charges in 

15 response to competition from other Pennsylvania NGDCs, and that the costs 

16 associated with these discounts were being recovered from PGC customers. 

17 The Commission found that this was not a reasonable practice, and ruled that 

18 fuel retention charges could only be discounted under certain circumstances. 

19 More specifically, the Commission determined that, effective October 1, 

20 2006, a two pronged test must be administered in order to determine if it is 

21 reasonable to discount fuel retention charges. First, the individual customer must 

22 fall under at least one of the following circumstances: 

23 
24 1. A customer may obtain service through a direct bypass; 

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

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

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

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

7 Second, the existing customer charges should also recover the marginal cost of 

8 delivering gas to ensure a contribution to fixed costs. 

9 Q. WHAT IS THE COMPANY PROPOSING WITH RESPECT TO THE 

10 DISCOUNTING OF F U E L ' R E T E N T I O N CHARGES IN THIS 

11 PROCEEDING? 

12 A. There are currently seven customers that Equitable offers discounts from the 

13 otherwise applicable 5 percent fuel retention charge. These customers are 

14 identified numerically on Equitable Exhibit JMQ-1. For Customer 1, effective 

15 October 1, 2006, this discount will no longer be offered. Therefore, there are six 

16 customers for whom the discounting of fuel retention charges remains an issue. 

17 For Customer 2, the Company claims that the actual level of losses from the 

18 pipeline facilities which serve this customer is 1.5 percent, and based on a fuel 

19 retention charge of 1.5 percent, Customer 2 will provide a contribution to fixed 

20 costs. Customers 3 and 4 provide a contribution to fixed costs at the otherwise 

21 applicable 5 percent fuel retention charge. Customers 5 and 6 also provide a 

22 contribution to fixed costs based on the 5 percent fuel retention charge; however, 

23 none of the six circumstances which the Commission required to offer a fuel 

24 retention charge discount apply to Customers 5 and 6. Customers 5 and 6 

25 receive a fuel retention charge discount as a result of competition with another 

26 Pennsylvania NGDC. The Company contends that Customer 7 receives service 
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1 through dedicated facilities served directly by an interstate pipeline, and that no 

2 fuel retention charge should be assessed to this customer. 

3 With respect to the fuel retention charge discounts currently provided to 

4 Customers 5 and 6, if the Commission denies recovery of the costs associated 

5 with the discount, the Company is requesting that the Commission issue an order 

6 declaring that the contracts with these customers are illegal and unenforceable 

7 and order Equitable to immediately begin negotiation with these customers to 

8 obtain a fuel retention charge consistent with the Commission's policy. 

9 Q. DOES THE COMPANY'S ANALYSIS SUPPORT A FINDING THAT THE 

10 DISCOUNTS OFFERED TO THE REMAINING SIX CUSTOMERS " 

11 SATISFY THE COMMISSION'S REQUIREMENTS AS SET FORTH IN 

12 THE COMMISSION'S ORDER AT DOCKET NO. R-00050272? 

13 A. For Customers 1-4 and 7, the Company's analysis appears to support a finding 

14 that the discounts satisfy the requirements set forth by the Commission in Docket 

15 No. R-00050272. However, as discussed below, there are several modifications 

16 to the discounting of fuel retention charges and the recovery of the associated 

17 costs that should be adopted. First, the fuel retention charge included in the 

18 analysis of whether a customer provides a contribution to fixed costs should be 

19 increased to 7.9 percent. Second, the costs associated with fuel retention 

20 charge discounts should be recovered from all customers, not just PGC sales 

21 customers. Finally, standards should be adopted with respect to the discounting 

22 of retainage charges and base rates. 

23 Q. WHY SHOULD EQUITABLE UTILIZE A FUEL RETENTION CHARGE OF 

24 7.9 PERCENT IN ITS ANALYSIS OF WHETHER A CUSTOMER 

25 PROVIDES A CONTRIBUTION TO FIXED COSTS? 

Direct Testimony of Jerome D. Mierzwa Page 14 



1 A. Over the past three years, LUFG has averaged 6.9 percent of total deliveries. 

2 Company use is approximately 1.0 percent of total deliveries. Since the fuel 

3 retention charge is intended to recover the costs associated with LUFG and 

4 company-use, the fuel retention charge utilized in the Company's analysis should 

5 be increased to 7.9 percent. 

6 Q. WHY SHOULD THE COSTS ASSOCIATED WITH FUEL RETENTION 

7 CHARGE DISCOUNTS NOT BE RECOVERED SOLELY FROM PGC 

8 CUSTOMERS? 

9 A. Approximately 50 percent of the Company's throughput is transportation sen/ice. 

10 Since all gas is subject to being lost and otherwise unaccounted for, and since all 

11 services are supported by company operations that also utilize gas, there is no 

12 basis to limit the recovery of fuel retention charge discounts to only PGC 

13 customers. 

14 Q. HOW COULD FUEL RETENTION CHARGE DISCOUNTS BE 

15 RECOVERED FROM TRANSPORTATION CUSTOMERS WHO DO NOT 

16 RECEIVE A DISCOUNT? 

17 A. To recover fuel retention charge discounts from transportation customers who do 

18 not receive a discount, the fuel retention charge assessed to these customers 

19 should be increased to recover a pro rate share of the discounts. This would be 

20 accomplished by raising the generally applicable retainage charge to 10 percent 

21 (Schedule JDM-5). This recommended fuel retention charge reflects Equitable's 

22 recent loss experience of 7.9 percent and a pro rata allocation of discounts. If the 

23 retainage charge is not increased, transportation customers would continue to be 

24 assessed a retainage charge of 5 percent, while PGC customers would 

25 effectively pay a retainage charge of nearly 13 percent (Schedule JDM-5). This 
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1 disparity would occur because in addition to paying for retainage on a system 

2 average basis, PGC customers would also be paying for all of the fuel retention 

3 charges not collected from transportation customers. 

4 Q. WHAT IS YOUR CONCERN WITH RESPECT TO THE ABILITY OF 

5 EQUITABLE TO DISCOUNT BOTH BASE RATES AND FUEL 

6 RETENTION CHARGES? 

7 A. By granting discounts to fuel retention charges, Equitable is able to increase the 

8 recovery of base rate margins from the transportation customers to whom 

9 discounts are granted. The cost of these fuel retention discounts would then be 

10 automatically recovered from other customers through the operation of the PGC 

11 mechanism. These discounts may be substantial, especially as gas costs have 

12 increased. It is unreasonable to leave to Equitable's discretion the extent to 

13 which fuel retention charge discounts should be granted to select customers in 

14 competitive situations, while offering Equitable the ability to automatically collect 

15 these discounts through its PGC rates. Standards should be established with 

16 respect to the discounting of base rates and fuel retention charges. 

17 Q. WHAT STANDARDS DO YOU RECOMMEND? 

18 A. I recommend that Equitable not discount fuel retention charges to a 

19 transportation customer by a greater percentage than it has discounted the 

20 applicable base rate charges. 

21 Q. ARE YOU PROPOSING AN ADJUSTMENT TO PGC RATES TO 

22 REFLECT THE ADOPTION OF YOUR RECOMMENDATIONS 

23 CONCERNING FUEL RETENTION CHARGES AND DISCOUNTS? 

24 A. No. The PGC rates projected in the Company's filing generally assume that the 

25 same retainage charge assessed to transportation customers will be applicable 
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1 to PGC customers. As just explained, Equitable is proposing to recover fuel 

2 retention charge discounts solely from PGC customers, and the fuel retention 

3 charge currently assessed to other non-discounted transportation customers (5 

4 percent) is less than the Company's recent loss experience (7.9 percent). As a 

5 result, PGC customers will effectively pay a higher fuel retention charge than 

6 transportation customers. This higher charge is not reflected in the Company's 

7 PGC rate projections. The cost consequences of the higher fuel retention charge 

8 to PGC customers will not be realized until actual gas costs and gas cost 

9 recoveries are reconciled. Therefore, I am not proposing an adjustment to PGC 

10 rates to reflect my recommendations concerning retainage charges. However, I 

11 have prepared Schedule JDM-5 to show the impact of adopting my 

12 recommendations on the gas costs of PGC customers during the reconciliation of 

13 actual gas costs and recoveries. As shown here, my recommendations would 

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

15 

16 V. CARRYING COSTS ON GAS IN STORAGE INVENTORY 

17 Q. • WHAT IS EQUITABLE PROPOSING IN THIS PROCEEDING WITH 

18 RESPECT TO CARRYING COSTS ON GAS IN STORAGE INVENTORY? 

19 A. The costs associated with purchasing gas supplies that are injected into storage 

20 during the summer are initially paid for by the Company. During the winter, when 

21 those gas supplies are withdrawn, the Company is reimbursed by PGC 

22 customers for the cost of .the gas injected into storage. The Company is 

23 responsible for the carrying charges associated with the gas in storage inventory. 

24 As explained in greater detail in the testimony of Equitable witness Stephen C. 

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

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

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

4 circumstances are presented, that it be able to include as a purchased gas cost 

5 the carrying charges associated with the deferred storage withdrawals. 

6 Q. SHOULD EQUITABLE'S PROPOSAL CONCERNING THE CARRYING 

7 CHARGES ON DEFERRED STORAGE WITHDRAWALS BE ADOPTED? 

8 A. No, Equitable's proposal should be rejected. The recovery of carrying charges 

9 on gas in storage inventory is provided for in an NGDCs base rates. Equitable's 

10 current base rates currently include an allowance for the recovery of storage 

11 inventory carrying charges. Since its last base rate case in 1996, Equitable has 

12 " experienced cost increases as well as cost decreases which affect the level of 

13 base rate margins it is able to realize. The Company's desire to selectively 

14 adjust one element of base rates while ignoring other items which may have 

15 increased base rate margins constitutes single issue ratemaking and should be 

16 rejected. In addition, the Company's proposal is vague and incomplete, 

17 containing no details as to how carrying charges on deferred withdrawals will be 

18 determined. 

19 

20 VI. HEDGING PROGRAM 

21 Q. DOES EQUITABLE CURRENTLY HAVE A FORMAL HEDGING 

22 PROGRAM? 

23 A. No. However, the Commission's Order in last year's 1307(f) proceeding at 

24 Docket No. R-00050272 directed the Company to prepare and submit a formal 
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1 hedging program. The Company's proposed hedging program is included as 

2 Attachment B to the testimony of witness Rafferty. 

3 Q. BRIEFLY DESCRIBE SOME OF THE SALIENT FEATURES OF 

4 EQUITABLE'S PROPOSED HEDGING PROGRAM. 

5 A. Equitable is proposing to hedge between 25 and 50 percent of its projected 

6 summer monthly purchases and 10 to 20 percent of its monthly winter 

7 purchases. Equitable will use NYMEX futures contracts and fixed priced physical 

8 purchases to hedge its gas supplies. Generally, purchases will be hedged 4 to 

9 18 months prior to delivery. Equitable met with stakeholders to explain its 

10 hedging plan proposal and to answer questions. 

11 Q. SHOULD EQUITABLE BE GIVEN APPROVAL TO PROCEED WITH ITS 

12 HEDGING PROGRAM? 

13 A. Yes. Equitable's proposed hedging program appears reasonable. 

14 

15 VI!. EXCHANGE REVENUES 

16 Q. BRIEFLY DESCRIBE EXCHANGE TRANSACTIONS. 

17 A. There are two primary types of exchange transactions - parks and loans. Under 

18 a park transaction, an NGDC accepts the delivery of gas from a third-party during 

19 a particular period, typically over a month, and returns the gas to the third-party 

20 at a later point in time. Under a loan transaction, an NGDC delivers gas to a 

21 third-party during a particular period, and the gas is returned by the third-party at 

22 a later point in time. NGDCs are compensated by third-parties for performing 

23 these transactions. 

24 Q. COULD YOU IDENTIFY IN GREATER DETAIL THE COMPANY'S 

25 REVIEW PERIOD EXCHANGE TRANSACTIONS? 
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1 A. 

2 

3 

4 

5 

6 Q. 

7 

8 A. 

9 

10 Q. 

11 

12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Yes. Equitable engaged in three park transactions during the period subject to 

review in this proceeding. Shown below are the salient features of each 

transaction. 

Summary of Review Period Exchange Park Activity 

Delivery to Returned Monthly Total 
No. Company by Company Quantity Fee 

1 April 2005 December 2005 200,000 $150,000 
2 May 2005 November 2005 300,000 165,000 
3 July 2005 December 2005 155,000 155,000 

Total $470,000 

HOW ARE THE REVENUES GENERATED BY THESE EXCHANGE 

TRANSACTIONS TREATED? 

Exchange transaction revenues are shared 75 percent to PGC customers and 

the Company retains 25 percent. 

DID EQUITABLE'S EXCHANGE TRANSACTIONS HAVE AN ADVERSE 

IMPACT ON PGC CUSTOMERS? 

Yes. When Equitable accepts the delivery of gas under an exchange 

transaction, that gas is either injected into storage or is used by Equitable to 

meet current customer requirements. When the gas is returned, Equitable must 

either withdraw additional gas from storage or purchase additional gas supplies. 

Under the identified exchange transactions, the price of gas was significantly less 

when gas was delivered to Equitable than when Equitable returned the gas. This 

adversely affected PGC customers as the following example demonstrates. 

Under exchange transaction one, Equitable accepted the delivery of gas in 

April 2005, when the market price of gas was $7,323 per Dth, and returned that 

gas in November 2005 when the market price of gas was $11.180 per Dth. In 
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1 order to return this gas, Equitable would have been required to purchase more 

2 $11.180 per Dth gas than it would have absent the obligation to return the gas. 

3 The gas returned in November 2005 may have been withdrawn from storage, but 

4 the withdrawn gas could have permitted Equitable to defer the purchase of 

5 $11.180 per Dth gas. Either way, the exchange transaction caused Equitable to 

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

7 worth $7,323 per Dth and paid it back with $11.180 per Dth gas, with PGC 

8 customers responsible for the cost difference. 

9 Q. IS THE REVEALED FUTURE MARKET PRICE OF GAS AT THE TIME 

10 EQUITABLE AGREED TO THESE EXCHANGE TRANSACTIONS A 

11 RELEVANT CONSIDERATION? 

12 A. No. By agreeing to these exchange transactions as it did, all of the risk that gas 

13 prices would be higher when gas was returned was placed on PGC customers. 

14 Equitable bore none of the risk. This is unreasonable. Equitable could have 

15 engaged in financial transactions which would have reduced this risk for PGC 

16 customers, but it elected not to do so. 

17 Q. WHAT WAS THE ADVERSE IMPACT OF EQUITABLE'S EXCHANGE 

18 ACTIVITIES ON PGC CUSTOMERS? 

19 A. As shown on Schedule JDM-6, the adverse impact of these transactions on PGC 

20 customers was increased costs of $3,548,200, and PGC rates should be 

21 adjusted accordingly. 

22 Q. HAS THE COMMISSION PREVIOUSLY FOUND THAT EQUITABLE'S 

23 EXCHANGE TRANSACTIONS ADVERSELY AFFECTED PGC 

24 CUSTOMERS? 
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1 A. Yes. In the Company's 2005 1307(f) proceeding at Docket No. R-00050272, the 

2 Commission found that Equitable's exchange activities adversely affected PGC 

3 customers and ordered the Company to compensate PGC customers for the 

4 adverse impact. 
5 
6 
7 VIII. VIRGINIA POWER ENERGY MARKETING 
8 STORAGE MANAGEMENT ARRANGEMENT 

9 Q. PLEASE DESCRIBE THE STORAGE MANAGEMENT ARRANGEMENT 

10 PROPOSAL EQUITABLE RECEIVED FROM VIRGINIA POWER 

11 ENERGY MARKETING ("VPEM"). 

12 A. On December 10, 2004, Equitable received a proposal from VPEM for storage 

13 management services. Under that proposal, effective December 1, 2005 through 

14 March 31, 2007, Equitable would release 1,750,000 Dth ofits seasonal DTI 

15 storage capacity and 35,000 Dth per day of related daily storage transportation 

16 capacity. VPEM would then deliver gas from DTI storage during the winter at 

17 predetermined daily quantities. These daily quantities ranged from 9,695 Dth to 

18 15,062 Dth. In the summer, VPEM would refill the DTI storage and charge 

19 Equitable DTI index prices for this gas. In return, VPEM agreed to pay Equitable 

20 $2.6 million over the term of the arrangement. Equitable initially accepted 

21 VPEM's storage management services proposal. Equitable had a similar 

22 arrangement with VPEM during the 2004 PGC period. 

23 Under the proposed arrangement with VPEM, Equitable was to be paid 

24 $1.3 million in June 2005, and the remaining payment was to be made after the 

25 December 1, 2005 effective date. At the time of the proposal, Equitable had in 

26 place an incentive mechanism which would have entitled the Company to fully 
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1 retain the initial June 2005 payment of $1.3 million. The remaining payment 

2 would have been shared with PGC customers. 

3 Q. DID VPEM BEGIN PROVIDING STORAGE MANAGEMENT SERVICES 

4 TO EQUITABLE ON DECEMBER 1, 2005? 

5 A. No. In last year's 1307(f) proceeding, the OCA argued that this arrangement with 

6 VPEM created additional risk of higher gas costs for PGC customers. Because 

7 of this increased risk, the OCA argued that the $2.6 million fee to be realized 

8 under the arrangement should be fully credited to PGC customers. In his 

9 Recommended Decision ("RD"), the ALJ agreed with the OCA that the VPEM 

10 arrangement placed additional risks upon PGC customers and recommended 

11 that the VPEM payment be fully credited to PGC costs. In response to the ALJ's 

12 RD, Equitable made a decision to rescind the VPEM storage services 

13 arrangement. The parties and the Commission did not learn of Equitable's 

14 decision to rescind the VPEM agreement until Equitable filed Exceptions in that 

15 proceeding. In the Commission's September 28, 2005 Order, the Commission 

16 granted Equitable's exception in part and found that it was within Equitable's 

17 managerial discretion to cancel the VPEM agreement and, therefore, there was 

18 no longer an issue surrounding disposition of the VPEM storage services fee. 

19 However, the Commission's September 28, 2005 Order expressly made no 

20 finding whether Equitable's rescission of the VPEM agreement was consistent 

21 with least cost procurement principles and stated that the issue could be raised in 

22 Equitable's 2006 1307(f) proceeding. Equitable filed a Petition for 

23 Reconsideration seeking reconsideration of the Commission's determination that 

24 the decision to rescind the VPEM agreement could be reviewed in Equitable's 

25 1307(f) proceeding. In its Order on Reconsideration entered February 27, 2006, 
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1 the Commission granted Equitable's request for reconsideration and held that the 

2 decision to rescind the VPEM contract was within Equitable's managerial 

3 discretion and that there was no longer any issue remaining for review in the 

4 2006 1307(f) proceeding. The OCA has appealed this Order, and one of the 

5 issues pending in that appeal is whether the Commonwealth Court should 

6 remand to the Commission the issue of whether Equitable's decision to rescind 

7 the contract should be subject to review in this year's 1307(f) proceeding. 

WHAT IS YOUR CONCERN WITH EQUITABLE'S DECISION NOT TO 

PROCEED WITH THE VPEM ARRANGEMENT? 

Least cost gas procurement principles should have determined whether to 

proceed under the VPEM storage services arrangement. That is, if the payments 

from VPEM to Equitable represented a reasonable payment for incurring the 

additional risk posed by the VPEM agreement, Equitable should have proceeded 

with the arrangement. 

DID EQUITABLE PERFORM ANY SORT OF ANALYSIS TO DETERMINE 

THE IMPACT OF THE VPEM ARRANGEMENT ON PGC CUSTOMERS 

BEFORE DECLINING THE PROPOSAL? 

No. 

. WHAT DO YOU RECOMMEND? 

I recommend that Equitable make a demonstration that its decision not to 

proceed under the VPEM arrangement was consistent with least cost gas 

procurement. If Equitable cannot do so, I recommend that PGC customers be 

credited with the benefit that would have accrued under the VPEM arrangement. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

Yes, it does. 
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Schedule JDM-1 

EQUITABLE GAS COMPANY 

Summary of OCA Adjustments to 2006 PGC Rate 
(Mcf) 

Company Projection 

Adjusted Cost of Gas 

Amount Source 

$273,622,391 Item 53.64(a), Section I, Part A, Sheet 1 

OCA Adjustments 

Exchange Transactions 

OCA Adjusted Cost of Gas 

($3,548,220) Schedule JDM-6 

$270,074,171 

Projected Sales 24,249,100 Item 53.64(a), Section I, Part A, Sheet 1 

OCA 2006 PGC Rate $11.14 

Company 2006 PGC Rate $11.28 Item 53.64(a), Section I, Part A,. Sheet 1 

OCA 2006 PGC Rate Adjustment ($0.14) 



Schedule JDM-2 

EQUITABLE GAS COMPANY 

Comparison of Actual and Projected Sendout Utilizing Company Model 
(Dth) 

January 2006 February 2006 
Day Actual Projected Difference Day Actual Projected Difference 

1 195,397 ' 246,061 50,664 1 225,579 245,850 20,271 
2 194,377 213,906 19,529 2 163,208 181,915 18,707 
3 200,957 230,369 29,412 3 193,045 237,677 44,632 
4 178,219 205,406 27,187 4 215,643 228,756 13,113 
5 261,378 293,393 32,015 5 311,762 331,967 20.205 
6 333,980 357,585 23,605 6 295,587 324,776 29,189 
7 294,148 309,856 15,708 7 308,091 349,879 41,788 
8 188,322 189,340 1,018 8 330,091 374,165 44,074 
9 185,712 204,821 19,109 9 324,675 365,805 41,130 
10 162,702 206,107 43,405 10 285,347 318,356 33,009 
11 161,135 172,737 11,602 11 281,701 325,921 44,220 
12 165,051 173,508 8,457 12 327,337 373,534 46,197 
13 116,491 149,386 32,895 13 314,960 332,926 17,966 
14 315,989 323,514 7,525 14 214,867 236,953 22,086 
15 297,129 342,080 44,951 15 142,823 149,059 6,236 
16 244,024 262,336 18,312 16 123,956 148,989. 25,033 
17 204,459 220,537 16,078 17 271,565 356,042 84,477 
18 320,777 300,210 (20,667} 18 420,517 477,703 57,186 
19 171,881 197,116 25,235 19 364,563 422,478 57,915 
20 117,371 124,938 7,567 20 296,048 341,987 45,939 
21 244,440 253,299 8,859 21 269,905 293,673 23,768 
22 222,483 261,939 39,456 22 209,534 246,224 36,690 
23 262,504 294,398 31,894 23 225,510 268,336 42,826 
24 266,417 276,626 10,209 24 244,831 269,715 24,884 
25 341,130 348,384 7,254 25 257,103 268,149 11,046 
26 365,871 366,132 261 26 343,070 389,763 46,693 
27 252,946 278,425 25,479 27 320,627 373,978 53,351 
28 175,237 181,798 6,561 28 268,934 334,071 65,137 
29 160,417 164,681 4,264 -
30 171,024 213,509 42,485 
31 268,422 293,556 25,134 

Subtotal 7,040,390 7,655,951 615,561 7,550,879 8,568,647 1,017,768 
8.7% 13.5% 

TOTAL 14,591,269 16,224,598 1,633,329 
11.2% 



Schedule JDM-3 

EQUITABLE GAS COMPANY 

Estimate of Design Peak Day Sendout 
Based on Sendout from January - February 2006 

(Dth) 

Dependent Variable: Dth 
Method: Least Squares 
Sample(adjusted): 1/02/2006 2/28/2006 
Included observations: 58 after adjusting endpoints 
Convergence achieved after 7 iterations 

Variable Coefficient Standard Error t-Statistic Probability 

Constant 
Heating Degree Days 
Average Wind Speed 
AR(1) 

26,158.44 
6,997.79 
1,538.87 

0.17 

9,075.80 
258.28 
686.88 

0.15 

2.88 
27.09 
2.24 
1.18 

0.0057 
0.0000 
0.0292 
0.2425 

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

Inverted AR Roots 

0.9540 
0.9515 

15,573.5700 
13,100,000,000.0000 

(640.1193) 
1.9374 

0.1700 

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

248,204.7000 
70,711.3000 

22.2110 
22.3531 

373.7012 
0.0000 

Projected Design Day Sendout: 
Constant 
Heating Degree Days 
Wind 

75 
15.8 

26,158 
524,834 
24,314 

Total 

Company Forecast 

OCA Adjustment 

575,307 

637,308 

(62,001) 



Schedule JDM-4 

EQUITABLE GAS COMPANY 

Calculation of Excess Capacity 
(Dth) 

OCA Adjustment to Desigh Peak Day Forecast (62,001) 

Excess Capacity in Current Portfolio (8,000) 

Projected Transportation Requirements 

2005 (Exhibit JSN-3) 193,879 

2006 169,422 

Change in Design Day Transportation Requirements (24,457) 

Adjustment to Capacity Requirements (29,544) 



EQUITABLE GAS COMPANY 

Estimated Impact of Retainage Recommendations on PGC Customers 
(Mcf) 

Schedule JDM-5 

Line No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

7.90% 

Projected 2006 PGC Period Volumes 

PGC Sales 
Transportation 

Total 

Fuel Charge Discounted Volumes 

Tolal Non-Fuel Discounted Volumes 
Total Transportation Non-Fuel Discounted Volumes 

Actual Loss Experience 

Required Retainage 

Retainage from Discounted Volumes 

Additional Retainage to be Recovered 

Retainage as a Percent of Non-Discounted Volumes 

Curent Retainage Charge 

Required Increase in Retainage Charge 4.94% 

Retainage Collected from Transportation Customers at Existing Charge 

Retainage from Transportation Customers at Sytem Average 

Overcollection of Retainage from PGC Customers 

Cost of Gas 

Cost Impact on PGC Customers 

Effective Retainage Charge to PGC Customers 

Source/Calculation 

9.94% 

5.00% 

24,249,100 
22,333.591 

46,582.691 

7.499,641 

39,083,050 
14.833,950 

3,995,692 

109,734 

3,885,958 

780.734 

1,637,752 

857,018 

$10.5400 

$9,032,967 

12.8% 

OCA-l-2 
OCA-I-2 

Lines 3 + 4 

OCA-ll-16, less Customer 1 

Line 6 - Line 8 
Line 4 - 9 

OCA Statement No. 1 

(Line 6/(1 - Line 13}-Line 6 

OCA-ll-16 

Line 15-17 

Line 19/ Line 10 

Per Tariff 

Line 21 - 23 

(Line 11/(1 - Line 23} - Line 11 

(Line 11/(1 - Line 21)-Line 11 

Line 29 - 27 

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

Line 31 x 33 

(Line 19-27)/Line 15 



Schedule JDM-6 

EQUITABLE GAS COMPANY 

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

(Dth) 

Delivery to Equitable Delivery to Shipper Market Price 
Transaction Month Market Price Month Market Price Quantity Difference Adjustment 

1 April 2005 $7,323 December 2005 $11,180 200,000 $3,857 $771,400 

2 May 2005 $6,748 November 2005 $13,832 300,000 $7,084 $2,125,200 

3 July 2005 $6,976 December 2005 $11,180 155,000 $4,204 $651,620 

Total $3,548,220 
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SURREBUTTAL TESTIMONY OF JEROME D. MIERZWA 

I. Introduction 

1 Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS AD-

2 DRESS. 

3 A. My name is Jerome D. Mierzwa. I am a principal and Vice President with Exeter 

4 Associates, Inc. My business address is 5565 Sterrett Place, Suite 310, 

5 Columbia, Maryland 21044. Exeter specializes in providing public utility-related 

6 consulting services. 

7 Q. HAVE YOU PREVIOUSLY PRESENTED TESTIMONY IN THIS 

8 PROCEEDING? 

9 A. Yes. My prepared direct testimony was presented as OCA Statement No. 1. 

10 Q. WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY? 

11 A. The purpose of my surrebuttal testimony is to respond to those portions of the 

12 rebuttal testimony of Equitable's witnesses Jeffrey S. Nehr, John M. Quinn and 

13 Stephen C. Rafferty that address my direct testimony. 

14 

15 II. Witness Jeffrey S, Nehr 

16 Issue: Design Day Analysis 

17 Q. WITNESS NEHR CRITICIZES THE DESIGN DAY STUDY PRESENTED 

18 IN YOUR DIRECT TESTIMONY AND PRESENTS AN ALTERNATIVE 

19 DESIGN DAY STUDY UTILIZING BOTH 2005 AND 2006 HISTORICAL 

20 DATA. THE ALTERNATIVE STUDY INDICATES THAT THE 

21 COMPANY'S DESIGN DAY REQUIREMENTS AND CAPACITY 

22 ENTITLEMENTS ARE IN BALANCE. WHAT IS YOUR RESPONSE? . 
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1 A. At this time I cannot completely respond to witness Nehr's criticisms and the 

2 alternative study because I cannot validate the results of witness Nehr's 

3 alternative study. I will respond further to witness Nehr upon the receipt and 

4 analysis of the data utilized by witness Nehr. This data has been requested 

5 through discovery. 

6 Q. IS IT UNDERSTANDABLE THAT WITNESS NEHR HAS ELECTED TO 

7 ABANDON THE DESIGN DAY STUDY PRESENTED IN HIS DIRECT 

8 TESTIMONY? 

9 A. Yes. The design day study presented in witness Nehr's initial testimony was 

10 flawed and simply not defendable. This initial study concluded that customer 

11 usage decreased as wind speed increased. This is inconsistent with rational 

12 relationships and thus witness Nehr's initial study should be given no 

13 consideration. 

14 Q. WITNESS NEHR CLAIMS THAT YOU DID NOT QUANTIFY YOUR 

15 FORECAST THAT NATURAL GAS PRICES WOULD REMAIN HIGH. 

16 WHAT IS YOUR RESPONSE? 

17 A. It is unnecessary for me to independently prepare a forecast of natural gas 

18 prices. Market prices for natural gas in the future are currently listed on the New 

19 York Merchantile Exchange ("NYMEX"). NYMEX prices are widely used as a 

20 natural gas price benchmark. As shown on Schedule JDM-7 attached, natural 

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

22 Q. WITNESS NEHR CLAIMS THAT THE LACK OF SNOW FALL OR SNOW 

23 COVER CAN REDUCE CUSTOMER USAGE. WHAT IS YOUR REPLY? 
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1 A. Snow cover can also reduce customer usage. For example.-snow can increase 

2 reflective solar heat gain and can also serve to insulate homes and other 

3 structures. 

4 

5 UI. Witness John M. Quinn 

6 Issue: PBR Design No. 1 

7 Q. THE COMPANY BELIEVES THAT IT IS ENTITLED TO RETAIN 100 

8 PERCENT OF THE REVENUES GENERATED FROM TRANSACTIONS 

9 HISTORICALLY COVERED BY PBR DESIGN NO. 1 IF THE PBR 

10 DESIGN NO. 1 INCENTIVE MECHANISM EXPIRES. DOES THE OCA 

11 AGREE? 

12 A. No. The transactions historically covered by PBR Design No. 1 include capacity 

13 release, off-system sales and exchange activities. Also included are asset 

14 management arrangements. Counsel advises me that if the PBR Design No. 1 

15 incentive mechanism expires, the Company is not entitled to retain any of the 

16 revenues from these transactions. From a policy perspective, the Company's 

17 proposal is unreasonable. It would result in ratepayers paying all the costs 

18 incurred to support the program, while being totally excluded from any share of 

19 the benefits. 

20 

21 Issue: Fuel Retention Discounts 

22 Q. WITNESS QUINN CLAIMS THAT YOU HAVE COMMITTED TWO 

23 ERRORS IN SCHEDULE JDM-5 WHICH DEVELOP THE FUEL 

24 RETENTION CHARGES APPLICABLE TO THE VARIOUS CUSTOMER 

25 CLASSES. PLEASE ADDRESS MR. QUINN'S FIRST CONCERN. 
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1 A. Witness Quinn claims that I have incorrectly calculated the fuel retention rate for 

2 all transportation throughput to be 7.9 percent. He claims that the appropriate 

3 fuel retention charge for transportation customers with temperature and pressure 

4 compensating meters should be 2.5 percent. Witness Quinn relies on witness 

5 Rafferty for the 2.5 percent charge. Witness Quinn then concludes that I have 

6 overstated the fuel retention charge applicable to PGC customers. Witness 

7 Quinn claims that the fuel retention charge assessed to PGC customers is 6.4 

8 percent, not the 12.8 percent set forth on Schedule JDM-5. 

9 Witness Rafferty's 2.5 percent fuel retention charge for customers with 

10 temperature and pressure compensating meters is based on an overall system 

11 lost and unaccounted-for gas ("LUFG") and company-use factor of 5 percent 

12 (collectively "losses"). Fuel retention charges should be set to recover 

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

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

15 claimed by witness Quinn is inaccurate. I address witness Rafferty's fuel 

16 retention charge claims later in my surrebuttal testimony. 

17 Witness Quinn's claim that the effective fuel retention charge assessed to 

18 PGC customers is 6.4 percent is based on a calculation which is flawed and 

19 illogical. As subsequently explain in greater detail, witness Quinn's proposed 

20 alternative calculation incorrectly assumes that losses will decline if certain 

21 customers are charged a lower fuel retention charge when, in fact, Equitable's 

22 loss experience is unaffected by the fuel retention charge assessed'to individual 

23 customers. Fuel retention volumes are a physical measure, and that 

24 measurement does not affect losses. Therefore, witness Quinn's calculation is 

25 simply wrong. 
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1 As shown on Schedule JDM-5, based on actual experience, Equitable's 

2 losses are expected to be 3,995,692 Mcf.1 Under witness Quinn's calculation 

3 losses are expected to be only 2,451,721 Mcf. Maintaining the fuel retention 

4 charge at 5 percent will not reduce Equitable's loss experience by 1,543,971 Mcf 

5 (3,995,692 Mcf minus 2,451,721 Mcf) as witness Quinn's calculation implies. 

6 Q. WHAT ABOUT THE SECOND ERROR WITNESS QUINN CLAIMS IS 

7 INCLUDED ON SCHEDULE JDM-5? 

8 A. Witness Quinn claims that the Company's projected commodity cost of gas, 

9 rather than its PGC rate, should be utilized to show the effect of my 

10 recommendations. The actual effect of my recommendations would be based on 

11 the actual commodity cost of gas experienced by Equitable during the 2006 PGC 

12 period. Thus, I will not dispute witness Quinn's claim to base my estimate of the 

13 impact of my recommendations on Equitable's projected commodity cost of gas 

14 rather than its PGC rate. Attached to my surrebuttal is a Revised Schedule JDM-

15 5 which reflects Equitable's projected commodity cost of gas. Revised Schedule 

16 JDM-5 also contains other modifications which I explain in my response to 

17 witness Rafferty. 

18 Q. WITNESS QUINN DISAGREES WITH YOUR PROPOSAL TO LIMIT 

19 FUEL RETENTION CHARGE DISCOUNTS TO THE PERCENTAGE 

20 DISCOUNT APPLIED TO BASE RATES CHARGES. WHAT IS YOUR 

21 RESPONSE? 

22 A. It appears that witness Quinn believes that it is inappropriate for the Commission 

23 to refine any policy it has adopted. There are a number of reasons why witness 

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

' tn Revised Schedule JDM-5,1 adjust this amount to 3,820.567 Mcf. 
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1 restricted from even considering additional policy related to an area of existing 

2 policy. Moreover, in my opinion, the Commission has not adopted a specific 

3 policy with respect to trade-offs between the discounting of base rates and fuel 

4 retention charges. Further, I would note that in T.W. Phillips Gas & Oil Company 

5 Docket No. R-00051134, the ALJ approved similar discounting procedures and a 

6 final order in that docket is pending before the Commission. Finally, no party to 

7 Equitable's 2005 1307(f) at Docket No. R-0050272 recommended that a net 

8 benefits test be adopted for the discounting of fuel retention charges. Thus, no 

9 party should be prohibited from adopting a position not raised in last year's 

10 proceeding. 

11 

12 IV. Witness Stephen C. Rafferty 

13 Issue: Design Peak Day 

14 Q. WITNESS RAFFERTY CLAIMS THAT THE COMPANY'S CAPACITY 

15 SHORTFALL IS 22,792 DTH, NOT 8,000 DTH AS YOU CLAIM IN YOUR 

16 DIRECT TESTIMONY. DO YOU HAVE ANY COMMENTS? 

17 A. Yes, the difference between the capacity amounts is 15,000 Dth, and relates to 

18 15,000 Dth of Appalachian gas which Equitable has secured. This is recognized 

19 by witness Rafferty, and is clearly explained in my direct testimony. The 

20 difference has no impact on either of our positions. This is because in 

21 determining the amount of capacity which Equitable should shed, the 15,000 Dth 

22 of Appalachian gas is considered a capacity resource. Thus, this portion of 

23 witness Rafferty's rebuttal is of no consequence and does not impact my 

24 recommendation. 
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1 Q. AT PAGE 7, LINES 19-21 OF HIS REBUTTAL TESTIMONY, WITNESS 

2 RAFFERTY IN REFERENCING YOUR DIRECT TESTIMONY STATES, 

3 "IN LIEU OF THE STANDARD CAPACITY RELEASE TRANSACTIONS 

4 THE COMPANY COULD ATTEMPT TO NEGOTIATE RATES THAT ARE 

5 DISCOUNTED FROM THE PIPELINE'S MAXIMUM TARIFF RATES." IS 

6 THIS STATEMENT IN YOUR DIRECT TESTIMONY? 

7 A. No, it is not. 

8 Q. WITNESS RAFFERTY THEN RECOMMENDS THAT ANY DISCOUNTS 

9 ASSOCIATED WITH CAPACITY CONTRACTS WHICH THE COMPANY 

10 MAY BE ABLE TO REALIZE SHOULD BE CONSIDERED UNDER PBR 

11 DESIGN NO. 1. DO YOU HAVE ANY COMMENTS? 

12 A. Yes. Witness Rafferty raises this proposal for the first time in his rebuttal 

13 testimony and the proposal should, therefore, be rejected. In addition, for all 

14 other NGDCs in Pennsylvania, the benefits from such discounts are flowed 

15 through to PGC customers. Similar treatment is warranted for any discounts 

16 realized by Equitable. 

17 

18 Issue: Fuel Retention Discounts 

19 Q. WITNESS RAFFERTY IS UNCERTAIN AS TO HOW YOU DEVELOPED 

20 THE 7.9 PERCENT FIGURE TO BE USED IN THE NET BENEFITS TEST 

21 TO DETERMINE WHETHER A CUSTOMER PROVIDES A 

22 CONTRIBUTION TO FIXED COSTS. PLEASE RESPOND. 

23 A. Witness Rafferty claims that he is not sure how I arrived at my 7.9 percent figure 

24 because supporting documents were not provided. This is surprising since the 

25 supporting documents were Company-supplied data responses and were 
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1 identified in the OCA's response to Company data request No. 11 (see Schedule 

2 JDM-8). Witness Rafferty is aware of this response. In Schedule SCR-1-R, 

3 witness Rafferty utilizes information from data request No. 11 to identify the 

4 Company's recent LUFG experience. 

5 Q. WITNESS RAFFERTY CLAIMS THAT THE COMPANY'S RECENT LUFG 

6 EXPERIENCE IS 6.58 PERCENT, NOT THE 7.9 PERCENT WHICH YOU 

7 HAVE CLAIMED. WHAT IS YOUR RESPONSE? 

8 A. I do not claim in my direct testimony that the Company's LUFG experience has 

9 been 7.9 percent. In my direct testimony I explain that the Company's fuel 

10 retention charges should be sufficient to recover LUFG and company-use gas. 

11 In my direct testimony, I collectively refer to LUFG and company-use gas as 

12 "losses". The 7.9 percent figure included in my direct testimony reflects the 

13 Company's recent LUFG experience of 6.9 percent plus company-use 

14 experience of 1.0 percent. 

15 Q. WITNESS RAFFERTY CLAIMS THAT THE COMPANY'S LUFG 

16 EXPERIENCE HAS BEEN 6.58 PERCENT, NOT 6.9 PERCENT. 

17 PLEASE EXPLAIN THIS DIFFERENCE. 

18 A. The 6.9 percent LUFG figure identified in my direct testimony is based on an 

19 average of the Company's actual annual LUFG experience recorded in 2003, 

20 2004 and 2005 (See Schedule JDM-8). Witness Rafferty's 6.58 percent figure is 

21 based on actual experience for the same 3-year period. However, under witness 

22 Rafferty's calculation, LUFG for the entire 3-year period was divided by actual 

23 throughput for the entire 3-year period rather than calculating an LUFG percent 

24 for each year separately and then computing an average. I will accept witness 
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1 Rafferty's methodology and utilize 6.58 percent as the Company's recent LUFG 

2 experience. 

3 Q. WITNESS RAFFERTY CLAIMS THAT EVEN THOUGH THE 

4 COMPANY'S RECENT LUFG EXPERIENCE HAS BEEN 6.58 PERCENT, 

5 5 PERCENT SHOULD CONTINUE TO BE UTILIZED IN THE NET 

6 BENEFITS TEST. WHAT IS YOUR RESPONSE? 

7 A. Witness Rafferty claims that customers with temperature and/or pressure 

8 compensating meters should not be held to the same contribution to LUFG as 

9 those customers without temperature and/or pressure compensating meters. As 

10 subsequently discussed, I will adjust my fuel retention recommendations to 

11 differentiate between these two categories of customers. In addition, as 

12 previously explained, company-use gas should be recovered through fuel 

13 retention charges. Witness Rafferty's recommendations completely ignore 

14 company-use gas. 

15 Q. WHY SHOULD FUEL RETENTION CHARGES PROVIDE FOR THE 

16 RECOVERY OF A PORTION OF COMPANY-USE GAS? 

17 A. The costs associated with gas used in company operations are not included in 

18 base rates. Unless company-use gas is reflected in the design of fuel retention 

19 charges, as I have done, all company-use gas would be recovered from PGC 

20 customers. As I explained in my direct testimony, this result, which is included in 

21 witness Rafferty's proposal, would be unreasonable. 

22 Q. WITNESS RAFFERTY CLAIMS THAT LUFG RESPONSIBILITY FOR 

23 CUSTOMERS WITH TEMPERATURE AND/OR PRESSURE 

24 COMPENSATING METERS IS 2.5 PERCENT. DO YOU AGREE? 
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1 A. No. In a Lost and Unaccounted for Gas Study ("LUFG Study") prepared several 

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

3 temperature and pressure compensating meters was 979,863 Mcf, which at the 

4 time represented 58 percent of total LUFG (See Schedule JDM-9, at pages 9 and 

5 11). He thus concludes that the LUFG attributable to customers with 

6 temperature/pressure compensating meters is approximately one-half the current 

7 fuel retention charge of 5.0 percent. However, when the LUFG Study was 

8 prepared, Equitable's LUFG experience was only 3.4 percent. Even witness 

9 Rafferty acknowledges that Equitable's LUFG experience has increased 

10 significantly since that time (3.4 percent to 6.58 percent, which is a 94 percent 

11 increase). The LUFG amount associated with the lack of temperature and 

12 pressure compensating meters is relatively fixed, and may have actually declined 

13 since the LUFG Study was prepared. This is because Equitable.is continually 

14 replacing non-temperature/pressure compensating meters with 

15 temperature/pressure compensating meters. Thus, the impact of 

16 temperature/pressure compensating meters on LUFG has likely declined. 

17 Q. EARLIER YOU INDICATED THAT YOU WOULD MODIFY YOUR FUEL 

18 RETENTION CHARGE RECOMMENDATIONS TO ACCOUNT FOR THE 

19 LUFG ASSOCIATED WITH THE LACK OF TEMPERATURE/PRESSURE 

20 COMPENSATING METERS. PLEASE DISCUSS YOUR 

21 MODIFICATIONS. 

22 A. The modifications to my fuel retention charge recommendations to reflect the 

23 LUFG associated with non-temperature/pressure compensating meters are 

24 presented on Revised Schedule JDM-5. There I attribute 979,863 Mcf of LUFG 

25 to the lack of temperature/pressure compensating meters, and assume that PGC 
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1 and residential transportation customers do not have temperature/pressure 

2 compensating meters. As shown on revised Schedule JDM-5, the fuel retention 

3 charge which should be assessed to commercial and industrial transportation 

4 (collectively "general transportation") customers is 6.53 percent, and the fuel 

5 retention charge applicable to PGC and residential transportation customers is 

6 10.02 percent. Failure to increase the generally applicable fuel retention charge 

7 for general transportation customers to 6.53 percent would improperly result in 

8 the collection of approximately $1.767 million from PGC customers. 

9 Q. WITNESS RAFFERTY CLAIMS THAT NONE OF THE PARTIES TO THIS 

10 PROCEEDING CHALLENGED THE COMPANY'S TESTIMONY THAT 

11 CUSTOMERS HAVING TEMPERATURE AND PRESSURE 

12 COMPENSATING METERS SHOULD NOT BE ASSESSED A FUEL 

13 RETENTION CHARGE OF 5.0 PERCENT. IS THIS ACCURATE? 

14 A. No. In my direct testimony I recommended that the fuel retention charge 

15 assessed to non-fuel charge discounted transportation customers be increased 

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

17 certainly included in that group. 

18 Q. THE COMPANY CLAIMS THAT FUEL RETENTION CHARGE 

19 DISCOUNTS ARE BEING RECOVERED FROM ALL CUSTOMERS AS 

20 YOU SUGGEST IN YOUR DIRECT TESTIMONY. IS THIS CORRECT? 

21 A. No. Witness Rafferty's claim is based on his belief that customers with 

22 temperature and pressure compensating meters are paying a retention charge of 

23 5.0 percent, when the appropriate fuel retention charge for these customers is 

24 2.5 percent. As I just explained, the appropriate retention charge for such 

25 customers is 6.53 percent, not 2.5 percent. 
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1 Q. WITNESS RAFFERTY CLAIMS THAT DUE TO THE BENEFITS 

2 RECEIVED BY TRANSPORTATION CUSTOMERS FROM THE 

3 COMPANY'S NORTHERN ASSET OPTIMIZATION PROGRAM 

4 ("NAOP"), PGC CUSTOMERS SHOULD PAY A HIGHER FUEL 

5 RETENTION CHARGE THAN TRANSPORTATION CUSTOMERS. DO 

6 YOU HAVE ANY COMMENTS? 

7 A. Yes. Both PGC and transportation customers benefit from Equitable's NAOP. In 

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

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

13 Q. PLEASE SUMMARIZE YOUR RECOMMENDATIONS CONCERNING 

14 FUEL RETENTION CHARGES. 

15 A. The fuel retention charge, which should be included in the Company's net 

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

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

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

19 charge effectively assessed to PGC customers would also be 10.0 percent. 
20 
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1 Issue: VPEM Storage Management Arrangement 

2 Q. IN YOUR DIRECT TESTIMONY YOU RECOMMENDED THAT PGC 

3 CUSTOMERS BE CREDITED WITH THE $2.6 MILLION FEE WHICH 

4 WOULD HAVE ACCRUED TO PGC CUSTOMERS IF EQUITABLE HAD 

5 NOT RESCINDED THE VPEM OFFER. WITNESS RAFFERTY ' 

6 DISAGREES WITH THIS RECOMMENDATION. WHAT IS YOUR 

7 RESPONSE? 

8 A. Witness Rafferty claims that I have failed to provide any evidence that PGC 

9 customers were adversely impacted by the Company's decision to rescind the 

10 VPEM offer and, therefore, the Company's decision was consistent with least 

11 cost gas procurement. Counsel informs me that the burden of such a 

12 demonstration rests with the Company. Equitable has failed to meet its burden 

13 of proof on this issue. 

14 Q. WITNESS RAFFERTY CLAIMS THAT YOUR RECOMMENDATION 

15 CONCERNING THE VPEM STORAGE MANAGEMENT ARRANGEMENT 

16 IS ANALYSIS BY HINDSIGHT. WHAT IS YOUR RESPONSE? 

17 A. In last year's proceeding, it was my recommendation to fully credit the VPEM fee 

18 to PGC customers, with PGC customers being held responsible for any increase 

19 in purchased gas costs resulting from the Arrangement. I have not changed my 

20 position on this issue. Therefore, witness Rafferty's claim of hindsight analysis is 

21 misplaced. 

22 Q. AFTER REVIEWING THE REBUTTAL TESTIMONY OF WITNESS 

23 RAFFERTY ON THE VPEM ARRANGEMENT, ARE YOU PROPOSING 

24 ANY MODIFICATIONS TO THE AMOUNT TO BE CREDITED TO PGC 

25 CUSTOMERS? 
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1 A. Yes. Witness Rafferty claims that PGC customers received a capacity release 

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

3 performed under the VPEM Arrangement. Thus, the $2.6 million credit to PGL 

4 customers would be reduced accordingly (see Schedule JDM-10). I accept 

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

6 

7 Issue: Time Differentiated Exchanges 

8 Q. WITNESS RAFFERTY CLAIMS THAT THE COMPANY'S PARK 

9 TRANSACTIONS HAD NO ADVERSE IMPACT ON PGC CUSTOMERS 

10 AS YOU CLAIM IN YOUR DIRECT TESTIMONY. WHAT IS THE BASIS 

11 FOR THIS POSITION? 

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

13 transactions was carried as an imbalance, or "stored," on the Equitrans system 

14 until it was returned to the counter parties. The Company claims it did not 

15 withdraw additional gas from storage or purchase additional gas to effectuate 

16 these transactions. In support of his claim, witness Rafferty identifies certain 

17 monthly imbalances that Equitable carried on Equitrans. 

18 Q. DO YOU HAVE ANY INITIAL COMMENTS CONCERNING WITNESS 

19 RAFFERTY'S CLAIMS? 

20 A. Yes, If Equitable was able to park third-party gas on the Equitrans system during 

21 the summer months and accept delivery of the parked gas during the winter for 

22 third parties, it should have engaged in such transactions for PGC customers, not 

23 third parties. Engaging in park transactions for PGC customers could have 

24 reduced Equitable's purchased gas costs. That is because Equitable could have 

25 purchased lower cost gas during the period April-July 2005, and "stored" that gas 

Surrebuttal Testimony of Jerome D. Mierzwa Page 14 



1 on Equitrans until November and December 2005. Thus, during November and 

2 December 2005 when gas prices were much higher, Equitable could have taken 

3 delivery of the lower cost stored gas, thereby reducing Equitable's need to 

4 purchase higher cost gas during November and December 2005. Therefore, 

5 failure to perform such transactions for PGC customers is inconsistent with least 

6 cost gas procurement. 

7 Q. BEYOND WHETHER EQUITABLE SHOULD HAVE PERFORMED PARK 

8 TRANSACTIONS FOR THE BENEFIT OF PGC CUSTOMERS, HAS 

9 WITNESS RAFFERTY ADEQUATELY DEMONSTRATED THAT THE 

10 PARK TRANSACTION GAS WAS CARRIED AS AN IMBALANCE ON 

11 EQUITRANS? 

12 A. No. Witness Rafferty's explanation and demonstration is incomplete, selective 

13 and misleading. The total quantity of gas associated with the park transactions 

14 was 655,000 Dth. Shown on Schedule JDM-11 are the monthly imbalances 

15 Equitable carried on Equitrans during the term of the park transactions. As 

16 shown there, by the time all of the park volumes were initially delivered to 

17 Equitable by the end of July 2005, the imbalances which Equitable carried on 

18 Equitrans exceeded the park volume quantity of 655,000 Dth. As further shown 

19 on Schedule JDM-11, it appears that the parked gas was carried on Equitrans 

20 until the end of September 2005. However, by the end of October 2005, 

21 Equitable's imbalance on Equitrans declined to only 83,314 Dth. Thus, Equitable 

22 could not have utilized the imbalance gas on Equitrans to return the parked gas 

23 in November and December 2005. The gas which was returned under the park 

24 transactions must have either been purchased during November and December 

25 2005 or withdrawn from storage as I explained in my direct testimony. 
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1 Q. WITNESS RAFFERTY CLAIMS THAT THE NYMEX PRICES YOU 

2 UTILIZE IN DEVELOPING YOUR ADJUSTMENT HAVE NOTHING TO 

3 DO WITH THE PARK TRANSACTIONS. WHAT IS YOUR RESPONSE? 

4 A. Witness Rafferty believes NYMEX prices have nothing to do with the park 

5 transactions because he claims that Equitable purchased no gas to effectuate 

6 these transactions. As just explained, this is wrong because these park 

7 transactions were supported by the purchase of additional gas supplies in 

8 November and December 2005. 

9 I have used NYMEX prices as a proxy for the market price of gas at the 

10 time the gas was accepted by Equitable and returned by Equitable. NYMEX 

11 prices closely reflect the prices paid by Equitable for the gas it purchases. In last 

12 year's proceeding in which the Commission accepted a similar adjustment, 

13 NYMEX prices were utilized to calculate the amount of the adjustment. 

14 Q. WITNESS RAFFERTY CLAIMS THAT EVEN IF HE ACCEPTS YOUR 

15 CLAIM CONCERNING THE SOURCE OF THE GAS RETURNED 

16 UNDER THE PARK TRANSACTIONS, YOU DID NOT TAKE INTO 

17 CONSIDERATION THE POSSIBILITY OF WITHDRAWING ADDITIONAL 

18 GAS FROM STORAGE. IS THIS CORRECT? 

19 A. No. As I explained in my direct testimony, if the gas came from storage, it could 

20 have been used to serve PGC customers rather than effectuate the park 

21 transactions. This would have reduced the quantity of high cost gas the 

22 Company would have been required to purchase in November and December 

23 2005. Thus, witness Rafferty's alternative calculation of the adverse impact of 

24 the park transactions, based on the assumption that the gas came from storage, 

25 is wrong and is without merit. 
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1 Q. WITNESS RAFFERTY CLAIMS THAT BECAUSE THE WEATHER 

2 EXPERIENCED IN ITS SERVICE TERRITORY WAS WARMER THAN 

3 NORMAL, THERE WAS A SURPLUS OF STORAGE WHICH COULD 

4 HAVE BEEN USED TO SUPPORT THE PARK TRANSACTIONS. WHAT 

5 IS YOUR RESPONSE? 

6 A. Witness Rafferty's claim is hindsight analysis and is simply wrong and 

7 misleading. The gas under the park transactions was returned to third parties in 

8 November and December 2005. Together, November and December 2005 were 

9 colder than normal. It was not until January that the weather turned warmer -

10 than-normal. Unless the Company had the ability to accurately predict the future, 

11 the Company could not have known the winter was going to be warmer than 

12 normal. As just explained, if the gas was withdrawn from storage to complete the 

13 park transactions, the withdrawn gas could have been used to serve PGC 

14 customers, and would have reduced the need to purchase high-cost gas on 

1.5 behalf of PGC customers. 

16 Q. WITNESS RAFFERTY RECOMMENDS THAT THE FEE CREDITED TO 

17 PGC CUSTOMERS AS A RESULTS OF THE EXCHANGE 

18 - TRANSACTIONS BE USED AS AN OFFSET TO THE AMOUNT OF 

19 YOUR PROPOSED DISALLOWANCE. SHOULD THE $470,000 FEE 

20 CREDITED TO PGC CUSTOMERS OFF-SET A PORTION OF YOUR 

21 RECOMMENDED DISALLOWANCE? 

22 A. No. PGC customers are entitled to the fee under the PBR Design No. 1 sharing 

23 procedures. Those sharing procedures implicitly assume no adverse gas cost 

24 impact from the eligible transactions. Considering the fee credited to PGC 

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

2 Issue: Carrying Charges on Deferred Storage Withdrawals 

3 Q. IN HIS REBUTTAL TESTIMONY, WITNESS RAFFERTY PRESENTS A 

4 NUMERICAL EXAMPLE INDICATING HOW THE COMPANY'S 

5 PROPOSAL WOULD BE STRUCTURED. WHAT IS YOUR RESPONSE 

6 TO THE COMPANY'S EXAMPLE DEMONSTRATING THE OPERATION 

7 OF ITS PROPOSAL? 

8 A. In my direct testimony, I recommended that the Company proposal to collect 

9 carrying charges on deferred storage withdrawals should be rejected because, 

10 among other things, the proposal was vague and incomplete, containing no 

11 details as to how carrying charges on deferred withdrawals will be determined. 

12 Witness Rafferty's Schedule SCR-4-R, which attempts to provide additional 

13 detail, reveals little insight into how the Company's proposal will operate. It does 

14 not explain of how deferred inventory balances will be determined. Equitable's 

15 proposal is ill-conceived and unexplained, and should be rejected. Attempting to 

16 provide additional detail during the rebuttal phase of this proceeding should not 

17 be permitted. Such detail should have been included in the Company's direct 

18 case. 

19 Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY? 

20 A. Yes, it does. 
21 
22 89263 
23 
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Schedule JDM-1 
Revised 6/13/2006 

EQUITABLE GAS COMPANY 

Summary of OCA Adjustments to 2006 PGC Rate 
(Mcf) 

Company Project ion 

Adjusted Cost of Gas 

Amount Source 

$273,622,391 Item 53.64(a), Section I, Part A, Sheet 1 

OCA Adjustments 
Exchange Transactions 
VPEM Arrangement 

OCA Adjusted Cost of Gas 

($3,548,220) .Schedule JDM-6 
($2,040,000) Schedule JDM-10 

$268,034,171 

Projected Sales 

OCA 2006 PGC Rate 

24,249,100 Item 53.64(a), Section I, Part A, Sheet 1 

$11.05 

Company 2006 PGC Rate $11.28 Item 53.64(a), Section I, Part A, Sheet 1 

OCA 2006 PGC Rate Adjustment ($0.23) 



EQUITABLE GAS COMPANY 

Eslimated Impact of Retainage Recommendations on PGC Customers 
(Mcf) 

Schedule JDM-5 
Revised 6/13/2006 

Line No. 
1 
2 
3 

3a 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

15a 
15b 
15c 
15d 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

37a 
37b 
37c 

Projected 2006 PGC Period Volumes 

PGC Sates 

Residential Transportalion 
General Transportallon 

Total 

Fuel Charge Discounted Volumes 

Tolal Non-Fuel Discounted Volumes 

Total General Transportation Non-Fuel Discounted Volumes 

Actual Loss Experience 7.58% 

Required Retainage 

Non-Temperalure/Pressure Compensated LUFG 

Retainage to be Collected from All Customers 

Retainage from Discounted Volumes 

Relainage to be Recovered from All Non-Discounted Customers 

Relainage to Recover Line 19 from Non-Discounled Volumes 6.53% 

Current Retainage Charge 5.00% 

Required Increase in Retainage Charge 1.53% 

Source^ Calculation 

Retainage Collected from General Transportation Customers at Existing Charge 

Retainage tram General Transportation Customers at Syslem Average 

Overcollection of Relainage from PGC Customers 

Cost of Gas 

Cost Impact on PGC Customers 

Effective Relainage Charge to PGC/Residential Transport Customers 
Retainage Assessed to All Non-Discounted Customers 
Non-Temperalure/Pressure Meter LUFG 

Total 

24.249,100 
2.684.532 

19.449.059 

46.582.691 

7,499,641 

39,083,050 
11,949,418 

3,820,567 

(979.863) 

2,840.704 

(109,734) 

2.730.970 

628.917 

834.978 

206,062 

$8.5760 

$1,767,184 

6.53% 
3.49% 

10.02% 

OCA-I-2 
OCA-I-2 
OCA-I-2 

Lines 3 + 4 

OCA-ll-16. less Customer 1 

Line 6 - Line 8 
Line 4 - 9 

OCA Statement No. 1 

(Line 6/(1-Line 13)-Line 6 

OCA-ll-16 

Line 15-17 

(Line19/Line10) + Line19 

Per Tariff 

Line 21 - 23 

(Line11)/(1 - Line 23) - Line 11 

(Line 11/(1 - Line 21) -Line 11 

Line 29 - 27 

Exhibil JMQ-3 

Line 31 x 33 

Line 21 
(Line 15b/(Line 16+ 17 - 15b) 
Line 37a + 37b 



Schedule JDM-7 

EQUITABLE GAS COMPANY 

Listed NYMEX Prices as of June 12, 2005 
(Dth) 

Month Price Month Price 

July 2006 $6,172 April $7,367 
August 6.454 May 7.157 
September 6.796 June 7.252 
October 7.236 July 7.352 
November 8.416 August 7.452 
December 9.666 September 7.592 
January 2007 10.246 October 7.772 
February 10.266 November 8.522 
March 10.071 December 9.272 
April 8.201 January 2010 9.747 
May 8.026 February 9.772 
June 8.126 March 9.552 
July 8.241 April 7.082 
August 8.336 May 6.892 
September 8.456 June 7.012 
October 8.626 July 7.122 
November 9.356 August 7.227 
December 10.056 September 7.322 
January 2008 10.546 October 7.472 
February 10.561 November 8.267 
March 10.301 December 9.022 
April 7.751 January 2011 9.482 
May 7.516 February 9.472 
June 7.611 March 9.247 
July 7.706 April 6.737 
August 7.806 May 6.567 
September 7.927 June 6.682 
October 8.092 July 6.797 
November 8.857 August 6.892 
December 9.577 September 6.977 
January 2009 10.042 October 7.092 
February 10.067 November 7.832 
March 9.827 December 8.572 



Schedule JDM-8 

PENNSYLVANIA PUBLIC UTILITY COMMISSION 
v. 

EQUITABLE GAS COMPANY 
Docket No. R-00061295 

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

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

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

Response 

Please see the responses to OCA-111-4 and OCA-I-31 which show LUFG experience for 

the last three years as follows: 

LUFG 
2003 5.4% 
2004 6.8 
2005 8.5 

Average 6.9% 

a. Please see the response to OCA-111-4 for the 1.0 percent company-use figure. 

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



Schedule JDM-9 

Docket No. R-00061295 
Item: OCA-n-35 
Respondent: Stephen C. Rafferty 
Position: Vice-President, Utility Asset Management 

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

Item: OCA-II-35 

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

Response: 

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



EQUITABLE GAS COMPANY 

PENNSYLVANIA DIVISION 

LOST AND UNACCOUNTED FOR GAS STUDY 



PENNSYLVANIA UNACCOUNTED FOR GAS {UFG} STUDY REPORT 
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Ecui tabls Gas Comoany conducted a study to more accurate ly d e f i n e 
and undirscand. the magnitude and causes ot unaccounted-for-gas (UFG) i n 
i t s Psansvlvania D i s t r i b u t i o n . Operations. Es tabl isMnc the UFG l e v e l 
f o r a year ' s ooera t ion i s necessary tecause i t i s an operat ing expense 
considered y e a i l y when the Conroany f i l e s i t s eimual 1307(f) cas -cose 
proceedinas. I n order to detennine the l eve l o f UFG over a t w e l v e 
month pe r iod covering the annual cost adjustment per iod, t h i s study w i l l 
i d e n t i f y the s o e c i f i c fac tors con t r ibu t ing to the losses and t n e n 
determine the VFG volumes associated wi th each f a c t o r . This repor t : 
w i l l a lso prcnnde a s o l i d foundation f o r making recemmencations t o 
reduce or more accura te ly measure UFG. Ecuitahle recognizes the f a c r 
t h a t detenainina o r accounting f o r UFG., and a l l o c a t i n g the r e s p e c t i v e 
volumes to a l l the d i f f e r e n t causes, i d e n t i f i e d , - is- general ly not an easy 
t a s k . UFG has been an industry concern f o r many years and t h i s i s no 
excep t ion t o Equi table Gas Ccmpany. 

DE?XHZTXClH OF UFG 

UFG i s g e n - r a l i y defined as the d i f fa rencs fcetween the measured 
cas volume received i n t o " the d i s t r i h u t i o n system and the measured eras 
volume that *5 recorded as d e l i v e r i e s . More s p e c i f i c a l l y , I n t e l l i g e n c e 
Press, I nc . defines UFG i n t h e i r "Natural Gas and E l e c t r i c i t y Glossary" 
as f o l l c w s : 

"Th- dir-arence between 'the t o t a l gas ava i lah ie frcm a l l sources 
arc"" the"~total cas accounted f o r as sales, net interchange and 
cenroanv use. This d i f fe rence includes leakage cr ether a c t u a l 
losses", discrsoancies due to meter inaccuracies, va r i a - i ens o r 
temperature and/or pressure,, and ocher var ian ts , p a r z i c u i a r ^ . 
h i l l i n g , l a g . • 

Th° UFG l e v e l can he e i the r a pes i t ive number, which wou_.'. 
i n d i c a t e tha t more cas was purchasad than sold, or i t can he a nega t i ve 
number, which would ind ica te the eppesics , i . e . , mere gas was so ld t h a n 
ourchased. I n e i t he r s i t ua t i on i = ^ ioccrzant to i d e n t i f y the causas 

_w j , . - r r r n i ̂ v " 1 and eilniinace -or recuce chsm. The t n a t ccncrinuced Co tne ur-̂ r J — 
_ . , ^. - _ = ='-^-ncniics ar.c oubl ic safecv. Leal-iace, eras 
reasons Cinr.s i s necess^-* <=—- - . - • 
f - e - u arc t h i - d Dartv dadaae ccntrihu-e to u.-G and can af fecz che saracy 
o f the custcmars. Econcmically, a?G rapresencs gas chat was c i—hssec 
bun net so ld cr de l ivered therehy i.-cicazi.-g icse r - / - i u e s . 

There are b a s i c a l l y two types cz un^cccun-rc ^cr gas: 

• Cperacicnal 

• Accsur.cir-c 



Operational UFG occurs because of the operational practices o f 
purchasing, transporting and s e l l i n g gas. Some of the factors t h a t 
c o n t r i b u t e t o operational UFG are; measurement inaccuracies, leakaae, 
temperature and pressure compensation, t h e f t , t h i r d party damage, etc. 

Accounting UFG re s u l t s from t r a n s f e r r i n g the actual information 
i n t o data and l a t e r conmiling i t i n t o various reports. Some of che 
f a c t o r s t h a t contribute to accounting UFG are; manual data e n t r i e s , 
c h a r t i n t e g r a t i o n , enc. 

I n d i v i d u a l l y or together, operational UFG and accounting UFG 
comprise the t o t a l UFG volume f o r a nacuxal gas d i s t r i b u t i o n or 
transmission system. • These various factors are described i n d e t a i l 

• throughout t h i s report. 

WHY PERFORM A UFG 5TPDY? 

One bf the recommendations contained i n Che Company's most recent 
management au d i t performed pursuant to Section 515 of the Public U t i l i t y 
Code, i s to undertake a thorough program to determine and a l l e v i a t e the 
s p e c i f i c causes of l o s t and unaccounted f o r gas. The Company's 
implementation plan that was f i l e d i n response t o the management audit 
c a l l s f o r t h i s UFG study to be completed by December 31, 1297. 

The study w i l l determine and a l l e v i a t e , where applicable, the 
s p e c i f i c causes of l o s t and unaccounted f o r gas. The study w i l l 
i d e n t i f y the components of UFG, wi t h p a r t i c u l a r emphasis on leakage i n 
the d i s t r i b u t i o n system. Although UFG i s i n e v i t a b l e , knowing the 
q u a n t i t y and the sources i s c r i t i c a l to ccrnplying with regulations, and 
developing r a t e structures. 

T y p i c a l l v , unaccounted f or gas expenses are recovered i n the 
Annual Purchased Gas Cost Fili n g s (1307 (f).. I n the f i l i n g Equitable 
forecasts the quantity of UFG volumes f o r the upccming projected uericd. 
Using a forecast, and a projected cost cf gas. Equitable develops a 
t o t a l annual projected expense ( i n dollars) which includes the cost 
associated w i t h UFG. 

Equitable chose the ACA period Octcber 1355 to September 1S37, as 
the t e s t year f o r Quantifying an annual CFG volume for the fo l l c w i n c 
reasons: 

\ 

a. I t coincides with the pence new races cc inco e f f e c t 
October 1 of each year, thereby making i c easier to adius; 
races on an annual basis, i f necessary. 

b. Daca used w i l l rep res en c the most current i n f ormacicr available 
and wi 11 be more representee ive c f che current d i scr ibut i c n 
svstem ef f i c i e n c v as cotcssd tc m s c t n c a l experience. 



STUDY A5gaOACH MP l£^T3.QTlQh0^^s 

T h - cbjecc-ive o f the s tudy was t o i d e n t i f y and q u a n t i f y , w i t h some 
d e a r i e o f c e r t a i n t y , t h e v a r i o u s 'sources o f Unaccounted For Gas (UFG) i n 
E c n k t a b l e ' s Pennsylvania d i s t r i b u t i o n system f o r a twelve-month p e r i o d 
e i d i n o September 30 • 1S97 ( the ACA p e r i o d ) . The se lec ted p e r i o d ( O c t o b e r 
199S ^ t h r o u g h S e p t e ^ e r 1997} spans bo th w i n t e r and summer seasons 

t h e r e b y gua ran t ee ing : 
(1) . t h a t t he s t udy approach captures the r e a l i t y o r o u r 
accountincr o rocednres , and, 
(2) . a t ho rouon e x a m i n a t i o n , - a t a m i n i m a l co s t r and" w i t h i n a 

, , _ • ^ TmTnf* t h e maior c o e r a t i c n a l f a c t o r s t n a t reasonable tune rrame, l - L L t l 

c o n t r i b u t e t o UFG. 

• These o p e r a t i o n a l f a c t o r s were grouped i n t o f o u r ma jo r components . 

• accoun t ing methodologies 

• " gas leakage 

• measurement iLnaccuracies , and 

• gas t h e f t 

T h - a l l o c a t i o n c r i t e r i a ' f o r a l l o f the f a c t o r s i d e n t i f i e d was 
b a s e d on v a l i d h i s t o r i c a l exper ience , i n d u s t r y - w i d e a c c e p t e d 
t h e o r e t i c a l review and sound s t a t i s t i c a l a n a l y s i s . For i n s t a n c e , when 

. - - M ^ •ir1=r-n"-mc-i es Boy le ' s Law s ta tes t n a t t h e v o i u m e c o n s i a e n n c measurement i naccu rac - e^ , 
o f a eras i s i n v e r s e l y p r o p o r t i o n a l to the a b s o l u t e pressure o f the gas 
w h i l - " c h a r g e ' s Law s t i t e s t h a t t h e amount o f change i n e i t h e r t h e 
o r e s s u r e o r volume o f a gas i s d i r e c t l y p r o p o r t i o n a l t o t he changes i n 
t h e a h s o l u t e temcera ture o f t h a t gas . I n c a l c u l a t i n g tne t e m p e r a t u r e 
and u - e s s u r e e f f ' e c t s c n UFG t h e r e f o r e , these w e l l knevm and a c c e p t e a 
f a c t s w i l l be r e c c c n i z e d . Fur ths rmore , s ince we are d e a l i n g w i t h n c n -
i d e a l eras under n o i - i d e a l s i t u a t i o n s , a i l app lxcan le rormulae use^i m 
c a l c u l a c i a c UFG l e v e l s , w i l l have c o r r a c t i c n f a c t o r s wnere n e c e s s a r y . 

. ^ _ „ f-^T- t-h^ e^^ect o f an i n d i v i d u a l mecer ' s 
These f a c t o r s w i l l compensate t o r c n - e 

• M i r T-oTar=s t o temcera ture , p ressure , e i e v a c i o n , c o e r a t i n g environment as i t r—at—* <->-' — -
a n d eras c u a l i t v . , 

" — u i t a b l - - e -o rds cas on b o t h v o l u m e t r i c (Met ) , ana energy o r n e a t 
c o n t e n t " b a s i s (Dth) . E q u i t a b l e conducted t h i s s tudy on a v o l u m e t r t c 
b a s i s t o e l i m i n a t e anv d i f f i c u l t i e s w i t h c o n v e r t i n g cetween v o i u m e t r r c 

-TJ— T>ipc T h i s aenrcach w i l l a iso p resen t a cemmen measurements anc energy va lues . --^-^ &=-^- . 
measurement n i a c f orm f o r a l l c o n t r i b u t i n g - a c t o r s . F u r c n s - c r e , 

a d j u s t m e n t s w i r e r e c o n c i l e d tc min imize , - i f not t o c a n v e n m m a c e , t n e 

= f - = i . — c Qf a-—cuntmc e s ^ i ^ 1 - - 5 - — - -
- cve^" 1" 1 svste^i UFG l e v e l exper ienced ever t n e ^he scucv c u a n t - ^ i e s ove -̂r ^ 

• - " . " ,-r-~~~=r--->c roT-fver ies tneterec cut cc i . c u i c = n i e ' s 
s c u c v c e n c c cv s u n t r a c . ^ n g c ^ _ _ . . . , 

. " „ —- th.~ volume mecered m c c i q j r c a r i e s c i s t r m u c i c n svstem t__m L - i - * ^ 
" T U O C : ^ racuTts w i l l be ccneerec t o tr^e u.-C- l e v e r s 

c i s t n ^ u t i c n system. These res-—^ 



o b t a i n e d f o r a twelve-monnb r o l l i n g average b e g i n n i n g i n June 1996 up t o 
a n d i n c l u d i n g Sent ember 1997. T h i s approach i s designed t o demonstrace 
t h e dynamic na tu re o f UFG. A l s o , I t i s impor t an t to choose a p e r i o d t h a t 
m i n i m i z e s the e f f e c t o f abnormal weather c o n d i t i o n s . By choos ing the 
p e r i o d October 1995 through September 1997 the o b j e c t i v e o f e n d i n g the 
s t u d v d u r i n g l i g h t l oad c o n d i t i o n s i s ach ieved . This min imizes t h e 
e f f a c e o f b i l l i n g c y c l e ad jus tments and assures t h a t weather c o n d i t i o n s 
have a m i n i m a l impact . . 

. A n a d d i t i o n a l o b j e c t i v e o f t h i s s tudy was to i s o l a t e s e c t i o n s o f 
t h e d i s t r i b u t i o n system w i t h the i n t e n t t o t a r g e t areas w i t h h i g h UFG 
r a t e s and then c o n t r o l , a c t i v i t i e s w i t h i n t h a t s e c t i o n to reduce t h e UFG 
l e v e l . The e n t i r e Pennsylvania d i s t r i b u t i o n system was m a n u a l l y 
i n v e s t i g a t e d f o r segments t h a t a r e ; f e d b y custody meters between 
E q u i t a b l e Gas CcraDany and Emi i t r ans L . P., and a re n a t u r a l l y i s o l a t e d so 
t h a t comnar ing p h y s i c a l d e l i v e r i e s wi th" metered, consumption volumes , i s 
a c h i e v a b l e w i t h o u t any major equipment expend i tu re . B a s i c a l l y these 
segments a r e dead-end systems which are s u p p l i e d by one o r two d e l i v e r y 
m e t e r s . T h i s ana lys i s i d e n t i f i e d 28 segments t h a t had these 
c h a r a c t e r i s t i c s . • The metered consumption volumes f r c m each end u s e r 
a s s o c i a t e d w i t h these segments were downloaded over a couple o f months 
a n d cenroared t o o h y s i c a l d e l i v e r i e s f rom each o f the segment's c i t y g a t e 
d e l i v e r y cus tody meters. The UFG l e v e l observed f r c m these 28 segments 
were t h e n e x t r a n o l a t e d to o v e r a l l system • UFG. The 28' n a t u r a l l y 
o c c u r r i n c , i s o l a t e d segments presents a ze ro -cos t s o l u t i o n because 
equ ipmen t c u r r e n t l y i n se rv ice can be u t i l i z e d . 

W h i l e a g rea t e r number o f i s o l a t e d systems would be d e s i r a b l e , the 
l o o p e d c o n f i g u r a t i o n of the urban and suburban d i s t r i b u t i o n sys tem, 
makes t h e i n s t a l l a t i o n o f sub-raeners econcmica l l y i n - f e a s i b l e . The 
d o w n l o a d f r o m these segments, which covers a g e o g r a p h i c a l l y d i v e r s e 
a r e a , r en re san t s consunrotion data f o r abcut 4,000 customers, most c f 
w h i c h a r e r e s i d e n t i a l . 

DESCHZPTION OF '•SYSTSt 

Ecrui t a b l e ' s Pennsylvania D i s t r i h u t i o n System c o n s i s t s o f 
a p p r o x i m a t e l y 3,081 mi les o f p i p e i n c l u d i n g 479 miles o f 2" d i a . c r 
l e s s , 1,405 mi les between 2" d i a . and 4" d i a . , 30S miles between 4" d i a . 
and 3" d i a . , 135 miles between 3" d i a . and 12" d i a . , and 20= mi l e s eve r 
12" d i a . The svstem covers 4,225 square m i l e s and d e l i v e r s gas cc 
a p p r o x i m a t e l y 253,71= customers i n the Scuchwestem Pennsy lvan ia 
c o u n t i e s c f Al iechenv , Armscrcng, Eucier, Green, j n c i a n a , Wasnmgtcr. , 

and Westmoreland. 
Gas supp ly to the system i s d e l i v e r e d f r o m p i p e l i n e i n t e r c o n n e c t s 

w i ch Ecrui c tens and bv Pennsvlvania .-.ppaiacman Wei i s l e e c t n g c i r e c t i y 

i n t o t h e svscem. Ecu i t ab le Gas dees tec own scorage f a c i l i t i e s bu t 

u t i l i z e s unscrean nice l i n e sccraca. 



E q u i c r H n s ' i z i c a r s z a t e c r H n s m i s s i c n system d e l i v e r s supply f r c m t h e 
Southwest: v i a Tennessee Gas p i p e l i n e a t t he B r a d f o r d Woods i n t e r c o n n e c t 
and f r c m Texas E a s t e r n P i p e l i n e a t t he Deimont, M o r r i s , and P r a t t 
i n t e r c o n n e c t s : Ken tucky A p o a l a c h i a n p r o d u c t i o n i s d e l i v e r e d i n t o t h e 
E q u i t r a n s sys tem a t the Waynesburg and F a l l e n Timber i n t e r c o n n e c t s . 
West V i r g i n i a anH Pennsy lvan ia A p p a l a c h i a n p r o d u c t i o n i s d e l i v e r e d 
d i r e c t l y i n t o E q u i t r a n s f r c m v a r i o u s p r o d u c t i o n f i e l d , s y s t e m s . 
E q u i t r a n s Gas C o n t r o l Department u t i l i z e s a Pandata SCADA sys tem t o 
m o n i t o r E q u i t a b l e ' s d a i l y gas demand and p rov ide a sa fe and r e l i a b l e 
s u p p l y w h i c h i s d e l i v e r e d t h r o u g h 113 custody meters i n t o t h e 
d i s t r i b u t i o n svs t em. These meters i n c l u d e 40 w i t h f l o w ccmputers w h i c h 
a r e o n - l i n e w i t h t h e SCADA system, 64 w i t h e l e c t r o n i c gauges c o r r e c t i n g 
f o r t e n r o e r a t u r e and p res su re as t h e gas f l o w s , and 9 m i s c e l l a n e o u s 
m e t e r s c o r r e c t e d f o r p r e s s u r e . These meters are t e s t e d no l e s s t h a n 
a n n u a l l y t o v e r i f y accu racy and' r e l i a b i l i t y . 

E q u i t a b l e Gas 83 meters measur ing Pennsylvania A p p a l a c h i a n 
p r o d u c t i o n d i r e c t l y i n t o - t he d i s t r i b u t i o n system. Th i s measurement i s 
r e p o r t e d m o n t h l y w i t h gauges t h a t a r e c o r r e c t e d f o r p ressure . 

E q u i t a b l e Gas 49 company owned Pennsylvania Appa l ach i an w e l l s 
f e e d i n g d i r e c t l y i n t o the d i s t r i b u t i o n system. 

The ' - f o l l o w i n g schedule r e f l e c t s t he va r ious d e l i v e r i e s b y s o u r c e 
o f s i iDDly f o r October 1996 t h r o u g h September 1997: 

S u p p l y D e s c r i p t i o n Mcf. % of T o t a l 

" E q u i t r a n s I n t e r s t a t e P i p e l i n e 47,518,72= 97.35% 
P e n n s y l v a n i a A n p a l a c h i a n P r o d u c t i o n * 1,181,947 2.40% 
Appalar 'm ' a-n Company Wel l s 123,657 . 25% 
T o t a l 49,224,325 100.00% 

See At t achment 1 which r e p o r t s t he va r ious p o i n t s o f d e l i v e r i e s ' 
(FOIs) i n t o E c u i t a b l e ' s d i s t r i b u t i o n system and Attachment 2 w h i c h i s ah 
Equi. t a b l e svstem. map . 
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STUDY RESULTS SUMMARY 

The UFG s tudy p e r i c d o f October 152S th rough Sep camber 1 ° 9 7 was 
s e l e c t e d t o r e p r e s e n t the c u r r e n t ACA p e r i o d . The f o i l o w i n c d e t a i l s t h -
UFG c a l c u l a t i o n f o r t h i s s p e c i f i c s t u d y . 

T o t a l Supply 43,224,329 Mcf 
Accrued Throughput 4 7,54 a,135 Mcf 
Unaccounted f o r Gas 1,675,144 Mcf 
UFG Percentage 3 . 4 * 

A d d i t i o n a l l y , UFG l e v e l s have been c a l c u l a t e d based upon 12 m o n t h 
r o ^ l ~ n g p e r i o d s b e g i n n i n g i n June 1S96 and ending i n September 1937 T h * 
r e s u l t s f r c m t h i s a n a l y s i s r e f l e c t a range o f UFG between 3.3 ar^d 3 s 
p e r c e n t . ' . 

ACCOUNTING RSSPLTS 5UHH5RY 

A c c o u n t i n g compcnents can b i a s the r e p o r t e d gas r e c s i n c 
d e l i v e r y volumes and thus c o n t r i b u t e t o the o v e r a l l UFG l e v e 1 

A d j u s t m e n t s were made f r c m the f o l l o w i n g account ing e lements t o e i t h e -
t h e t o t a l supp ly volumes o r the accrued throughput volumes t o r e f l e c t 
t h e c o r r e c t UFG volume f o r t h i s s t u d y p e r i c d . 

* Recorded gas purchases were apprcximacely 20,134 t v c f hicrh-=-
then the metered d e l i v e r i e s . 

* I n d u s t r i a l and cciamercial s a l e s r e f l e c t e d the a c t u a l d ^ i - f v ^ r e ^ 
volumes o f these customer c lasses du r ing Chis s t u d v . 

* Exchange gas Cocaied 10 ,201 Mcf . 3, l e i Mcf b e l c n c s ' Co a t h i r d 
p a r t y and was suhcracred f r c m the Cocal supp lv v o l u m e . 2 0^0 
Mcf be lcncs to Che Ccmpany end was. added to t he t o t a l s u u a W 
volume. 

* T h i r d p a r t y t r a n s p o r t gas i s i nc luded i n the c e c a l s u n c l v 
volumes end a i so i s i n c l u d e d i n che accrued chrcughput volume's ." 

* The vclumes associa ted w i t h Che Ccmpany w e l l s , tnanv c f w r i t " - 1 dr-
ne t have meters , are i n c l u d e d i n che t c c a i supp lv v c i e m - s . 

* a n a l y s i s c f cyc le b i l l i n g r e s u l t e d i n an i n c r e a s e c- t ^ * 
accrued ch rc tc rnuc v c l u m e s ' c f 41,2 = 2 Mcf. 



The d a i l y , normal operanion o f -the d i s t r i h u t i o n system r e q u i r e s 
t h e Company t o use cas t h a t i s unmetered and/or unrepor ted . E v e r y 
a t t e m p t " i s made t o r e c o r d s i g n i f i c a n t losses o f cas, assoc ia ted w i t h 
t hese" o p e r a t i o n s , t o a s s i s t i n the d e t e r m i n a t i o n o f appropr i a t e UFG 
l e v e l s . S i x (6) oo e ra t i ons were ana lyzed t o determine what p o r t i o n o f 
t h e t o t a l . UFG volumes cons i s t ed o f o p e r a t i o n a l company gas usage. The 
vo lumes a s s o c i a t e d w i t h these o p e r a t i o n s amounted t o approximate ly 711 
Mcz. 

IiHAXAGS RESULTS SCMHART * 

System leaJcace i s a major c o n t r i b u t o r t o unaccounted f o r g a s . 
' A l t h o u g h " leakage surveys are conducted r e g u l a r l y w i t i u n the d i s t r i b u t i o n 
s y s t e m " the e x a c t number o f o u t s t a n d i n g l eaks a t any one t i m e i s 
d i f f i c u l t t o d e t e r m i n e . Dur ing t h i s s tudy p e r i o d i t was es t imated t h a t 
623 ,384 Mcf o f t h e t o t a l UFG volume can be a t t r i b u t e d t o leakage i n t h e 
P e n n s y l v a n i a d i s t r i b u t i o n system. • 

E o u i t a b l e has numerous programs designed t o m i t i g a t e the e f f e c t s 
o f sy s t em l e a k a g e . Some of these-.programs i n c l u d e : the r e d u c t i o n o f i d l e 
s e r v i c e l i n e s , " t h e renewal o f s e r v i c e l i n e s and main l ines and the 
abandonment o f d u a l f a c i l i t i e s . 

MEA5UH5MSHT HSStTLTS SUHSGRY 

The m e t e r ' s o p e r a t i o n a l environment has a d i r e c t impact cn t h e 
v o l u m e o f gas t h a t i s a c t u a l l y r e g i s t e r e d by the meter . Several o f t h e 
f a c t o r s t h a t a f f e c t the measurement o f the gas i n c l u d e ; tempera ture 
e f f e c t s , o r e s su re e f f e c t s , meter inaccurac ies i n c l u d i n g the e f f e c t s c f 
f a s t ekd" s low meters , gas q u a l i t y end e l e v a t i o n d i f f e r e n c e s . 

• Temperature e f f e c t s c o n t r i b u t e d app rox ima te ly 667, a i l Mcf t o 

the UFG volume. 

* Pressure e f f e c t s c o n t r i b u t e d approx ima te ly 312,052 Mcf to t he 

UFG vo lume . 

Meter i n a c c u r a c i e s can cccur f r c m severa l t n tngs , i n c l u d i n g d i r t 
and d e b r i s i n the gas stream, d i s t i l l a t e s , e t c . As the meter becomes 
w o r n i t mav have a tendency to r e g i s t e r f a s t c r s low. The a n a l y s i s o f 
f a s t and s'icw meters i n d i c a t e d t h a t an e f f e c t c f 40,865 Mcf can be 
a t t r i b u t e d t o f a s t meters w i t h i n the c i s t r i - b u t i c r . system. This r e s u l t 
w i l l decrease the t o t a l CFG volume by an i d e n t i c a l amount, i . e . . t he 
vo lumes r e g i s t e r e d cn the meters were a c t u a l l y h ighe r than what the 
mecer u h v s i c z l l v cassec. 
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T h e f t occurs when someone tempers w i th e meter or i t s p i p i n g i n 
such a way tha t the volume registered- i s less than the actual gas usage, 
o r , when "someone i l l e g a l l y restores t h e i r service and uses metered gas 
w i t h o u t Comoany permission. Regardless of the method used to s t e a l gas , 
t h e f t con t r ibu tes to the Company's unaccounted f o r gas volume. 

Inves t iga t ions o f p o t e n t i a l t h e f t a c t i v i t y are i n i t i a t e d by 
i n t e r n a l audi t c o n t r o l s , company employees, law enforcement personne l , 
and t h i r d pa r ty hot l i n e ' t i p s . Invest igat ions are performed by a 

•dedicated f u l l - t i m e s t a f f of employees,. inc luding f i e l d i n v e s t i g a t o r s , 
and an I n v e s t i g a t i o n Coordinator. Tra ining sessions are conducted 
a n n u a l l y w i t h both law enforcement and company employees t o r e i n f o r c e 
t h e f t de t ec t i on techniques i n the f i e l d . 

Dur ing t h i s s tudy period i t was determined tha t anprox imnte ly 
12,976 Mcf was the r e s u l t o f t h e f t . 

The f o l l o w i n g tab le summarizes the breakdown of the UFG volumes 

f o r t h i s study: 

Descr ip t ion Mcf 
T o t a l Unaccounted f o r Gas l ,S7o ,144 

Ooerational Company Gas Usage \ (711) 

E f f e c t o f Fast and Slow Meters 40,866 

LeaJcaae (623,384) 

Temoerature (657,811) 

Pressure (312,052) 

T h e f t (12,976) 
Unexola lned/Other UF-̂  100,076 

ACcacrrnHG RESULTS 

Inherent i n UFG are accounting components that bias the r e p o r t e d 
'gas r e c e i p t of d e l i v e r y volumes and thus contr ibute Co the o v e r a l l UFG. 
Denendinc" cn the s ize and ccmplercity of a company's system, t h i s 
a c c o u n t i i c data mav net t r u l y indicate what i s a c t u a l l y received i n t o 
the system and. what i s delivered out cf the system dur ing a s p e c i f i e d 
t ime p e r i c d . Accounting adjustments are necessary and are a r o u t i n e 
f u n c t i o n to correct f o r estimates made at end-cf-per icd c los ings and f o r 
e t h e r e r ro r s tha t may cccur as a resul t c f manual e n t r i e s . These 
adjustments are recorded i n the pericd cf discovery and p r i o r p e r i c d 
numbers are usual ly not revised. This exercise causes records co r e f l e c t 
vclume cor rec t ions f o r o r i c r periods chat h^ve no r e i ^ c i c n Co the a c t u a l 
e o e r a t i n a condicions thac occurred during the s p e c i f i c pe r i od c f s t u d y . 
I t i s imtortanc co recognize chsss factors when a r - i y r i n g a s p e c i f i c 
e e r i c d to determine the acpropriace UFG l e v e l . These f a c t o r s may 
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i n c l u d e ; che c y c l e b i l l i n g ad jus tment s , recorded gas purchases , 
i n d u s t r i a l and commercial sa les , exchange gas and t h i r d p a r t y t r a n s p o r t 
gas . O t h e r a c t i v i t i e s where gas usage i s n o t b i l l e d and a f f e c t UFG 
l e v e l s i n c l u d e unmetered and /o r un repo r t ed o p e r a t i o n a l ccmpany gas 
usage. A l l o f these elements are d e s c r i b e d . i n d e t a i l below. 

• Recorded Gas Purchases 

Recorded gas purchases are u t i l i z e d t o c a l cu l a t e Account ing UFG. 
These uurchases , however, may i n c l u d e adjustments t o p r i o r p e r i o d s . 
Each month e s t ima tes are r eco rded to c a l c u l a t e t ha t months t o t a l gas 
o u r c h a s e s . The f o l l o w i n a month, ad jus tments are made to the p r e v i o u s 
months e s t ima tes t o a c c u r a t e l y r e f l e c t the purchased volumes. The 
g o a l o f ' t h i s a n a l y s i s i s to make any necessary adjustments t o the gas 
purchases f o r t he p e r i o d October i596 through September 1-997 t o 
r e f l e c t a c t u a l purchases and compare t h i s Account ing UFG to t h e 
measured C o e r a t i o n a l UFG. 

Over- a " long o e r i o d o f t ime these adjus tments , due t o a v e r a g i n g , 
a r e l e s s i n f l u e n c e d by c u r r e n t " s h o r t - t e r m f l u c t u a t i o n s . M u l t i y e a r 
averages would t h e r e f o r e r ep resen t a c t u a l gas metered i n t o and g u t o f 
t h e system and represen t a UFG l e v e l i n d i c a t i v e o f the o p e r a t i n g UFG. 
However, when a n a l y z i n g a s p e c i f i c p e r i o d t h i s type o f ana ly s i s c a n 
be d e c e i v i n g . The Company determined, as a r e s u l t o f the above 
a n a l y s i s , t h a t the s tudy p e r i o d recorded purchases were a p p r o x i m a t e l y 
20 ,134 Mcf h i a h e r r 'nm the metered d e l i v e r i e s d u r i n g - t h i s p e r i o d . 
T h i s a n a l y s i s "revealed t h a t t he a c t u a l gas purchases were e x t r e m e l y 
c l o s e t o the metered - d e l i v e r i e s and would have an i n s i c n i f l e a n t 
e f f e c t on the t o t a l UFG. The Ccmpany has concluded t h a t u s ing t h e 
a c t u a l metered d e l i v e r i e s as opposed t o t he gas purchases r e c o r d e d 
d u r i n d the s t udy c e r i o d would r e s u l t i n a DFG l e v e l t h a t was more 
a c c u r a t e and p r e c i s e . 

• I n d u s t r i a l and Commercial Sales 

M o n t h l y usace i s es t imated a t times by the B i l l i n g Department f n r 
anv i n d u s t r i a l c r commercial custcmer whose meter read i s n o t 
r e c e i v e d i n t ime f o r the month ly r e c o r d i n g of th roughput . T h i s 
e s t i m a t e o f consunmtion i s " t rued -up" to a c t u a l once the meter r e a d 
volume i s r e c e i v e d by the B i l l i n g Department. This " t r u e - u p " 
t v c i c a l l v occurs the f o l l o w i n g month. 

" A n v ad jus tments t ha t may have cccur red dur ing Cctcber 1595. t h a t 
were f o r Settember 1595 consumption shou ld be remcved f r cm t h e 
t h r o u g h p u t ""associated w i t h the i n d u s t r i a l and cemmert ia l s a l e s 
c l a s s e s f o r Cctcber 1555. S i m i l a r l y , any adjustments t h a t cccu r red i n 
C c t c b e r 1557 t h a t were asscc ia tec w i t h consumption c u r i n g September 
1997 s h c u i d be added tc the t h r c u g h t u t assoc ia ted w i t h che i n d u s t r i a l 
sua ccrnmerciai sa les classes f o r t h a t p e r i o d . 

'.2 



Duzring t h i s study ner icd there were no incidences of es t imated 
reads f o r the i n d u s t r i a l o r large commercial sales classes. A l l 
meters associated wi th these groups were read as scheduled. The sma l l 
commercial customers were not analyzed since any variance between the 
a c t u a l read and the estimated read would have an i n s i g n i f i c a n t e f f e c t 
on the t o t a l UFG f o r th i s p e r i o d . 

• Exchange Gas 

Exchance cas i s cas which i s received frcm one par ty i n exchange 
f o r gas d e l i v e r e d to that p a r t y , usual ly at another l o c a t i o n and 
o f t e n i n a disulacement arrangement. Ecuitable current ly has one such 
agreement whereby Eouitable receives gas on behalf o f a custcmer and 
d e l i v e r s tha t same volume to tha t custcmer at another l o c a t i o n . I f 

- the volume received on behalf o f that custcmer i s not exchanged 
d u r i n g the same month, then UFG leve l s can be d i s to r t ed . 

D u r i n g the study period i t was determined that a t o t a l exchange 
volume of 10,201 Mcf was de l i ve red i n to the d i s t r i b u t i o n system. 
8 ,161 Mcf belongs to a t h i r d p a r t y and was deducted fram the . t o t a l , 
system supoly. The d i f fe rence o f 2,040 Mcf was added to the t o t a l 
system sucnly and included i n the calculat ions to determine • the UFG 
volume f o r the study period. 

• T h i r d Par ty Transport Gas 

As p r ev ious ly mentioned, the f i n a l Pennsylvania PUC Order i n 
E o u i t a b l e ' s 1597 1307 [ f} proceedings s t ipula tes that system-wide UFG 
l e v e l should be retained on a l l throughput, regardless of c lass . UFG 
can be ca lcu la t ed i n two ways. The f i r s t method i s to exclude a l l the' 
end user t ransoor t gas f rcm the t o t a l volumes received i n t o the 
system and also frcm the t o t a l volumes del ivered cut c f the system. 
T h i s method would determine the UFG leve l associated wi th only r e t a i l 
sa les classes. This UFG l e v e l can be d i s to r t ed and mis lead ing 
however, i f atrorooriate UFG l e v e l i s net -assicned to the t r a n s p o r t 
c lass ' . The second method i s to include the transport volumes i n the 
t o t a l • volumes received i n t o the system and the t o t a l volumes 
d e l i v e r e d cut • o f the system. This method which determines a system-
wide UFG, i s the meched u t i l i z e d by the Company i n th i s study. F i r s t 
c f a l l , i t complies wi th the Ccmmissicns r u l i n g and secondly, i t 
i n d i c a t e s mere accurate UFG l e v e l s . 

• Ccmpany Wells 

Ecu i t ab le Gas current i v owns f c r ty -nme (45) gas wells , whi ch f e e d 
c i r e c t l v i n t o the Pennsylvania d i s t r i b u t i o r . system. Only f i v e (E) c f 
these wel ls are ecuioced w i t h meters, which measure the d e l i v e r y 
volume. For the remaining urjne-tsrsd wel l s , d e l i v e r / vciums i s 
es t imated mcnthlv using the Minute Rise Test method. The Minuts P.iee 



T e s t (see actachment 3) c a l c u l a t e s d e l i v e r a h i l i c y by c e n t e r i n g t n e 
f i e l d l i n e p ressure ( w i t H gas s lewing) t o t he increase i n p r e s s u r e 
i n s i d e t he w e l l c a s i n g i m m e d i a t e l y a f t e r t h e w e l l has bean s h u t - i n 
f o r a s o e c i f i e d t i m e p e r i o d / i n t e r v a l . Th i s method has been used i n 
t h e n a t u r a l gas i n d u s t r y f o r o v e r 60 y e a r s . Since t h i s i s o n l y a 
s c i e n t i f i c e s t i m a t e , measurement e r r o r w i l l be inheren t i n d e l i v e r y 
volumes c a l c u l a t e d w i t h t h i s method. A d d i t i o n a l i n a c c u r a c i e s , a r e 
i n t r o d u c e d by ' u n c a l i b r a t e d gauges, and t a k i n g pressure read ings a t 
imoroDer t ime i n t e r v a l s . An i n t e r n a l s t u d y was conducted back m 
1 « 7 9 " wh ich comoared metered p r o d u c t i o n t o c a l c u l a t e d p r o d u c t i o n , 
and ' the r e s u l t s i n d i c a t e d t h a t t h e r e was a d i f f e r e n c e -of 

i ^ Tva^rent f o r t he Pennsylvania w e l l s . A n v a o o r o x r m a t e l y two (2*) perce— - W J -
dTscreuancy between the estimated deliveries and the . actual 
delivekes frcm these Compiny "wells contributes directly to the UFG. 

• C y c l e B i l l i n g 

Sales ' t o most o f E c u i t a b l e ' s 253,715 customers a re reed a n d 
r e c o r d e d on a b i l l i n c c y c l e b a s i s . Not a l l meters can b e - r e a d on t h e 
l a s t day o f each rftench t h e r e f o r e , meters a re separated i n t o d i f f e r e n t 
r o u t e s o r books and are read by the meter reader on app rox ima te ly t h e 
same dav each month. Each r o u t e o r book r e f e r s - t o a. separate b i l l i n g 
c y c l e . E o u i t a b l e . c u r r e n t l y has 21 b i l l i n g c y c l e s . Most l a r g e m e t e r s 
and a l l t r a n s o o r t meters are r e a d on a ca lendar month ba s i s s o t h e i r 
volumes are i o t cons ide red i n t h i s ' a n a l y s i s . . 

The b i l l i n g c y c l e e f f e c t i s the d i f f e r e n c e between sales on a 
c a l e n d a r yea r bas i s and sa les c n a b i l l i n g c y c l e ba s i s . To i l l u s t r a t e 
t n e e - f - c t c y c l e b i l l i n g can have cn UFG, consider the f o l l o w i n g 
examnle-. Volumes read f r o m meters between the f i r s t o f the month a n d 
t h e " i s * o f the mcnth are r e p o r t e d and accounted f o r i n t h a t 

i i rnuciw" seme o f tha t cansumntion a u o l i e s t o t n e e a r t i c u l a r montn. haweve_, ŝ mc: ^~ -
r r n u n t i n c records a r e prenared cn a c a l e n d a r 

orevious mcnth. ^ec^-usa accai-ui ._, ~ r 
month ba s i s , consumotion read on a cyc le b a s i s must be conve r t ed t o 
o b t a i n an auoroximate ca lendar mcnth volume, r e f e r r e d t o as t h e 
m o n t h l y accrued t h roughpu t . • I f i n ^ j p a r t i c u l a r example, t h e 
c u r r e n t month was ex t remely warm, r e p r e s e n t i n g lower usage- ccmparecL 

, . rSnn S^HD 1 " / d i v i d i n c the volume bv the number t o the o rev ious mcntn tnen s—iv-y 
o f cavs* would tend t o o v e r s t a t e the c u r r e n t months consumption ana 
imc—scac - t h - n-ev ieus mcnths censumccicn. The p rav ious months 
unders ta tement would have a p o s i t i v e impact , an increase , en the L , ^ 
l e v e l f o r f i a t p e - i o d . I n summary, c u r i n g pe r iods wnen the gas l e a n 
i « i n c r e = = i r c - c the f a l l , gas purchases tenc to be h i g h e r t h a n 
t - d e l W e - " ^ and" UFG l e v e l s wcuid be a r t i f i c i a l l y h i g h . Conver se ly , 
d u - " c o e - c d s when the gas l oad i s decreas ing , e .g . tne s p r i n g , gas 
o u r c h l s e s t e r c t o be lower than the d e l i v e r i e s and tne c o r r e s p e n e m g 
UFG i s a r t i f i c i a l l y lew c r i n seme cases c c u m ce n e g a t i v e , ( r e t e r t c 

schamat ic) 
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EquitaJDle records sales voltaiss cn en accrual basis. To assign t h e 
c y c l e b i l l i n g volumes more accurately, the Company uses a ccmpucer-
based u n b i l l e d revenue lacdel to a l loca te . Based on d a i l y 
temperatures and corresponding degree days, the variable and baseload 
ccmoonenc o f the cycle b i l l i n g monthly data i s used to ob ta in t he 
calendar month consumption. The sales volumes recorded each mcnth 
"would then represent sales made during the calendar ' month. 
Consequently, ' the DFG levels as determined based on the d i f f e r e n c e 
between recorded gas purchases and accrued throughput volumes are n o t 
sub jec t to the s i g n i f i c a n t d i s t o r t i o n s that would r e su l t when sa les 
are recorded on as b i l l e d basis . 

As a r e s u l t of cycle b i l l i n g , accrued throughput volumes must be 
es t imated and d i f f e rences between actual and estimated accrual sa les 

"volume w i l l occur. This methcd subsequently produces inaccurate UFG 
l e v e l s . I n order "to determine the e f f e c t of such d i f ferences on t he 
UFG l e v e l f o r t h i s study period the Ccmpany re-estimated the o r i g i n a l 
u n b i l l e d throuchnut volumes. This new estimate was based on t h e 
b i l l e d usage per decree day f o r the months of October 1S96 and 
October 1997. The b i l l e d usage per degree day f o r October 1956 was 
used to re-est imate the u n b i l l e d volumes f o r September 1996. Once 
t h i s was ca lcu la ted the revised unb i l l ed throughput f o r October 1S56 
could- be determined. S imi l a r l y , the b i l l e d usage f o r October 1997 was 
u t i l i z e d to reca lcu la te the u n b i l l e d throughput volume f o r . September 
1997. This analysis r e s u l t e d . i n an increase i n the accrued throughput 
d u r i n g the study pe r iod of 41,932 Mcf. This increase i s included, i n 
the t o t a l accrued throughput volumes. 

GNKSTZXHD AND/OR 0HR3P0RTSD OFEXATZGHSI* CCK?A#Y GAS USAGE 

The d a i l y , normal oueration o f the d i s t r i b u t i o n system r equ i r e s 
Equ i t ab le to use gas that i s unmetered and/or unreported. This gar 
was metered as a rece io t i n to the system, but was not metered as c. 
d e l i v e r y . Therefore, the recorded del ivery vclumes are unders ta ted 
cans i n c a oos i t i v e con t r ibu t ion to UFG. Ecui table i d e n t i f i e d s ever. 
s p e c i f i c oberaticns which were- considered to be cont r ibu tors to t he 
UFG l e v e l ca lcula ted during t h i s study per icd . These size operat ions 
a re ; f a c i l i t y blow-down and purge gas, d r ip operations, pneuiiacic 
instrument ' usage, gas sampling and analysis equipment, press-ore 
r e d u c t i o n on intermediate-pressure sar/ ice l i n e i n s t a l l a t i o n s and 
r e l i e f valve ccerat ions . In a l l , the ccmpany gas usage cur ing the 
s tudv t e r i o d i s aooroximately "711 Met. 

. - a c i l i t v Blcw-dcwn and Purge Gas 
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Unme£°r=<l or ur;recorded gas usage occurs during several ooerat ions 
which requi re gas volumes to be vented to the atmosohere. These 
operations inc lude; new pipe i n s t a l l a t i o n s ( including mainlines and 
service l i ne s ) , mainline and service l i n e renewals (excludinc-
intsrmediate-pressure service l i n e renewals which are discussed 
below) , mainl ine and service l i n e abandonments, meter or r e g u l a t o r 
changes ( i nc lud ing meter bypasses) , meter or regulator insoect ions 
and new meter o r new regulator i n s t a l l a t i o n s . The studv p e r i o d 
c o n t r i b u t i o n to DFG from these combined sources i s estimated to be 
410 Mcf. 

• Dr ip Operations 

The D i s t r i b u t i o n Department maintains a composite l i s t o f a l l 
p i p e l i n e d r i p loca t ions that are p e r i o d i c a l l y chehked to ensure gas 
i s capable o f f l o w i n g without any r e s t r i c t i o n s . I f blockac-e i s 

. detected the p i p e l i n e i s purged to remove any l iqu ids and r e s to r e 
f l o w c a p a b i l i t i e s . When these locations are checked and l i c u i d s are 
purged, some unreported gas volume is also vented. The c o n t r i b u t i o n 
t o DFG from t h i s source i s estimated to be 20 Mcf. 

1 Pneumatic Instrument Usage * ~~ 

The design o f many of the instruments that are used i n the 
d i s t r i b u t i o n system t o pos i t ion and cont ro l valves, which u i c i m a t e l v 
c o n t r o l gas oressure and flow., rsqurre them to vent cas to the 
atmosphere. The volume of cas that i s vented to the atmosohere. f r c m 
these instruments i s considered company usage. The study o e r i o d 
c o n t r i b u t i o n of instrument usage i s apprcrci-nacely 245 Mcf. 

" Gas Same l i n e and Anal vs i s Equipment 

Gas i s vented to atmosphere and also consumed i n sanmlinc and 
analyzing the phvsica l properties of the gas, such as the a tu content 
or the s p e c i f i c g r a v i t y . This information i s essential to determiiis 
the cor rec t b i l l i n g volumes and also to convert these volumes t o 
dekatherms f o r b i l l i n g purposes. These vclumes ere net metered and 
thus, they contr ibute d i r ec t l y tc DFG. I t i s estimated that a volume 
of 5 Mcf was a r e s u l t cf gas sampling and enalysis eeuitment used i n 
ccera t ions . 

Pressure Reducricr. cn Ir^termediate-pressure service l i n e renewals 



Duzring- intsrniediaxs-pressuxs and high-pressure service l i n e 
renewals" i c i s Che company's p o l i c y to, reduce the operat ing p ressure 
f r c m the normal coera t ing l e v e l to a l e v e l of 5 psig or lower . T h i s 
p o l i c y i s adhered" t o f o r sa fe ty reasons. During the course o f t h i s 
r e d u c t i o n cas is- vented to the atmosphere which i s ne i the r metered 
no r recorded . Dur ing the study p e r i c d i t i s estimated that 31 Mcf was 
' a t t r i b u t e d t o t h i s element. 

• R e l i e f Valve Operations 

Pressure r e l i e f valves are used to prevent pressures w i t h i n gas 
f a c i l i t i e s f rom exceeding al lowable operat ing pressure l i m i t s . I n t h e 
event the pressure would increase beyond the allowable o p e r a t i n g 
pressure l i m i t , the r e l i e f valves w i l l open and vent the gas to the 
atmosphere. Again, t h i s gas i s unmetered and .unreported. Annual 
maintenance insoect ions and t e s t i n g o f these f a c i l i t i e s may r e s u l t i n 
a d d i t i o n a l unmetered and unreported gas usage. The con t r i bu t i on - t o 
the QFG l e v e l d u r i n g the study p e r i o d f rcm t h i s source was determined 
t o be m i n i m a l . 

•34.46% 

52.81 
(QFaciity Sfow-dcwn snd Purge Gas 
IB Drip Operstions 

•0.70% 
•4.26% 

• M Pnetimanc instrument Usace 

[•Gas Sampling and Analysis equipment i 
130.00% 'XFressure ResuCian on lntermed:s:s 

i 

j B Refief Vslve OceraUans 

a57;57%. 
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Introd'uct.ioii: 

System leakage .is a major concrlbutor to unaccountad f o r gas 
(DFG) . Leakaae i s defined as unintentional escapes of gas from d i e 
in s i d e of a pioe. LeaJcage i n a gas d i s t r i b u c i o n system can occur on a 
main l i n e , service l i n e , or at a j o i n t or f i t t i n g . LeaJcage can occur as 
a r e s u l t 'of; corrosion, t h i r d p a rty damage, outside force ( i . e . e a r t h 
movements such as earthquakes, washouts, land s l i d e s , f r o s t s , l i g h t n i n g 
etc.) 

Leakage surveys are regularly conducted on Equitable's 
d i s t r i b u t i o n system to detect and .monitor syscem leakage. The volume o f 
gas passing through a leak i s dependent on the. size of the leak and the 
operating pressure of the system where the leak occurs. The l o s t gas 
due t o mainline leakage i n the Pennsylvania d i s t r i b u t i o r . system was 
ca l c u l a t e d t o be 53.0,654 Mcf. The l o s t gas due to service l i n e leakage 
was calculated to be 112,73 0 Mcf. The t o t a l leakage equals 623,3 84 Mcf. 

The f o l l o w i n g factors are kncwn to contribuce to leakage i n 
Equitable's Pennsylvania d i s t r i h u t i o n syscem: 

• I d l e service lines 

• Corrosion 

*• J o i n t leakage 

• T h i r d - n a r c y damage 

• Dual m a i n l i n e f a c i l i c i e s 

• L i n e pack 

• Age of f a c i l i c i e s 

Cracks, breaks 

Oucside force 

Material defect 

Construction defect 
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m,_ - -IT • ^n r -n inc l i s t of crccrrains cha t E c u i t a b l e b ^ s 
Tbe r o l l c w m c i s an o n g o J - - - -

_ , , . . . _ " - ^ i-av^c-e o n i t s e n t i r e d i s t r m u c i c n s y s t e m . 
e s t a b l i s n e d to , rennce l eaxage t-**- . . . - _ . 
^ . - . _ . - „ - r ^"nc t o these a c t i v i t i e s a re o r e s a n t e c 
S t a t i s t i c a l i n r o r m a t i o n r a i - ac -ng 
b e l o w : 

1. Reduction of i d l e service l i n e s 

Year 

1396 
1995 
1994 
1593 
1992 
1991 
1990 
1939 

No. of I d l e 
S/L C u t - o f f s 

493 
630 
577 . 
521 
390 
872 

1,283 

2." Renewed s e r v i c e l i n e s {main t o carb) 

Number Renewed 
Year 

1955 
1995 
1554 
1553 
1352 
19 91 
1990 
1559 

3 . Renewed m a i n l i n e 

4,.230 
4,892 
4, 991 
5, 57S 
5,281 
5, 078 
4, 710 
4,775 

r ecu acre Renewed 

1955 

1555 

125,853 

135,351 

154,555 
1554 
i - ̂  ~ 

252,243 

1552 
203,537 

-, Q c - 201, 

1550 
152,735 



4. P l a s t i c p i p e i n s t a l l e d 

Year 

1596 
1595 
1994 
1393 
1992 
1591 
1950 
1389 

M i l e s o f 
FE Pioe 

831 
824 

811 
7S7 
702 

644 • 
605 
557 

Miles of 
Other Pipe 
(ST,CI,WI,CO) 

2,250 
2,272 
2,292 
2,329 ' 
2,377 
2,364 
2^335 
2,413 

T o t a l M i l e s 

3, 081 
3, 096 
3,103 
3 ,036 
3, 079 
3, 008 
2, 990 
2, 970 

5- Coated Dioe 

Year 

1356 
1995 
1994 
1993 
1592 
1991 
1950 
1939 

Miles of 
Coated Pioe 

532 
956 
809 
860 
813 
753 
773 
765 

Miles of 
Unprotected 
Coated Pioe 

138 
130 
106 
115 
133 
133 
126 
12 S 

Miles o f Pioe 
(Protected) 

794 
825 
703 
745 
635 
655 
647 
640 

6. Leaks r e p o r t e d / r e p a i r e d 

Number Number R e p a i r e d -

Y e a r R e o o r t e d R s o a i r e d C la s s 1 C l a s s 2 C l a s s 3 

1556 6 , 6 1 1 3 ,415 535 2, 372 154 

1 5 55 7 ,220 4 ,53 5 735 3, 557 ^ Z -1 

19 94 a, 8 3 1 5 ,14 8 865 4, 007 2 7 5 

1953 5, 705 6 ,125 '335 4, 974 316 

5, 033 5, 536 540 4 , S3S 203 

1 9 5 1 3 ,633 4 ,553 654 3, 541 313 

1550 7, 5 4 1 4 ,453 ' 375 3 ,712 154 

13 S 5 7 , 5 3 1 4, 560 S43 4, 211 20 1 

20 



7". LeaJcs repaired f r c m reportable/non reportable inc iden ts 

Main l i n e : 

Causa 1996 1995 1594 1553 1552 1591 1550 1589 

Corrosion 1393 1723 2104 2431 2156 1545 155Q 2543 
Th-S^d P a r t v 93 98 135 142 56 63 S4 74 
Outside Fores 0 . . 0 0 - 0 0 0 0 0 
Const. E e f e c t 8 13 14 8 Q 5 10 Q 

M a t e r i a l D e f e c t 22 23 23 14 15 7 Q 8 
Othp"" 72 97 96 114 153 108 33 86 

Service l i n e : 

Causa 1996 1995 1554 1593 1992 15 9 1 

1550 1939 

Corrosion 1461 1593 1854 2492 2315 2155 1613 200 S 
T h i r d Party 154 202 251 282 175 '180 147 87 
Outside Force 0 0 0 0 0 0 0 0 
Const. Defect 21 22 21 10 7 7 6 XO 
M a t e r i a l D e f e c t 33 26 17 27 23 15 17 23 

160 13 9 122 97 124 254 5S . 74 

Outside contractors wcrkinc- near natural gas p ioe l ines w i l l 
i nadver ten t ly damace the p ipe causing gas to escane to the 
atmosphere. The best way to prevent t h i r d par ty damacre i s 
through a "one-cal l" program. Ecuitable u t i l i s e s and a c t i v e i v 
pa r t i c ipa tes i n the Pennsylvania One-Call Program. 

S, Main l i n e renlacsmenc program 

Equitable has an cn-going main l i n e replacement prcctram us 
new p l a s t i c o r ca thodica l ly protected pipes to reduce ieaxace 
cn i t s d i s t r i b u t i c n system. Eefer to Attachments 4 and 5. 

9. Cast i r c n cine 

Equitable has an on-gcing program to reduce cast ircn tits" in 
its distributicn svszem. 

i 0. Service l ines and be use l i n e s 

Ever*/ service l i n 2 and hcusa l ine i s tested befcre c-; 
i s i n i t i a t e d c r restored. 
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1 1 . Leak surveys 

Leak surveys are conducted r e g u l a r l y . Susiness d i s c r i c c s a r e 

surveyed once every year w h i l e a l l o t h e r areas are su rveyed 

once every t h r e e years . 

12. i n t e r n a l p i p e camera 

E q u i t a b l e u t i l i z e s an i n t e r n a l p i p e l i n e i n spec t ion camera t o 
d e t e c t l e aks on i t s d i s t r i b u t i o n system. 

C a l c u l a t i c m : 

The f l o w r a t e f o r l o w pressure l eaks was de termined by a t e s t conducted 
i n 1989 by E c u i t a b l e ' s Technica l Service Group. A capped s e c t i o n o f 
p i p e w i t h 33" l e a k s , ooe ra t ing a t 12 inches w . c - was metered and 
d e t e r m i n e d t o f l o w 1.2 Mcf /day . The annual f l o w ra te per low p re s su re 
l e a k can t h e n be c a l c u l a t e d as f o l l o w s : 

( 1 . 2 M c f / d ^ y / " 33" leaks) (365 days/year) = 13.27 Mcf / l e a k / y e a r 

The f l o w r a t e f o r h i a h oressure l eaks was d e r i v e d by u t i l i z i n g the same 
s e c t i o n n i n e and o e r f o r m i n g a ne twork ana lys i s u s i n g the GASSS computer 
s o f t w a r e " f'rom Stoner Associates , I n c . A f l o w r a t e c f 8.973 M c f / d a y i s 
t h e r e s u l t a t an oo era t i n g pressure o f 15 p s i g . S i m i l a r t o the above 
c a l c u l a t i o n , h i g h pressure annual f l o w ra te per l e a k i s as f o l l o w s : 

(8.. 973 M c f / d a y / 33 leaks) (365 days/year) = 95.25 Mcf / l e ak / y e a r 

A t o t a l o f 9513 m a i n l i n e leaks were i d e n t i f i e d based cn the t o t a l number 
o f l e a k s r e o o r t e d and- the t o t a l number c f l e aks r epa i r ed d u r i n g the 
1594 , 1555, "and 1556 leakage survey o f the e n t i r e system. Using th=; 
r a t i o t o ' c l a s s i f y leaks cn low pressure vs . l eaks cn h i g h p re s su re , t he 
f o l l c w i n c can be developed: 

(5513. leaks) (0.53) = l c w ? ^ s s u r = leaks 
(5513 leaks) (0.47) = 4471 high pressure leaks 

Sv a o o l - ^ n c 13.27 Mcf / l eak /yea r and 55.25 M c f / l e a k / y e a r to the number c f 

l e w ' p r e s s u r e and h i g h pressure leaks r e s p e c t i v e l y , tne f c l l o w i n g can be 

d e r i v e d : 
(5042 L . ? . leaks) (13.27 M c f / l e a k / y e a r ) = 65,507 »cz 

• (4471 E.P. leaks) (55.25 Mct / l eak /yea r ) = 443,747 Mcf 

the ma in l ine system leakage cat be c a l c u l a t e d as 510,6=4 M c f . 
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ADiarox in i acs Iy 2100 croscamer owned s e r v i c e l i n e s were r ep l aced f o r 
l e k k e c e between the c e r i o d o f October 15SS t o September 1997. The 
l e a k a g e a s s o c i a t e d w i t h these s e r v i c e l i n e s i s c a l c u l a t e d as f o l l o w s : 

(2100 l e a k s ) (0.53)- = low pressure leaks 
(2100 l e a k s ) (0-47) = 987 h i g h pressure leaks 

3v a o o l v i n g 13.27 M c f / l e a k / y e a r and 59.25 M c f / l e a k / y e a r to the number o f 

l o w p r e s s u r e and h i g h p r e s su re l eaks r e s p e c t i v e l y , the f o l l o w i n g can be 

d e r i v e d : 
{-I1T3 L . P . "leaks) (13.27 Mcf / l e a k / y e a r ) = 14,770 Mcf 
( 587 E.P. l e a k s ) (99-25 Mcf / l e a k / y e a r ) = 97,560 Mcf 

The r e f o r e , t h e s e r v i c e l i n e leakage can be t o t a l e d as 112,730 M c f . 

The c u m u l a t i v e t o t a l a t t r i b u t e d t o leakage i n ' t h e d i s t r i b u t i o n syscem i s 

6 2 3 , 3 8 4 M c f . 

The d i f f — e n c e t h a t occurs , as a r e s u l t o f the meter r e g i s t e r i n g 
more o r l e s s eras t h a n a c t u a l l y f l o w e d , may c o n t r i b u t e s u b s t a n c i a l l y t o 
DFG. The meters o o e r a t i c n a l environment has a d i r e c t impact on t h e 
v o l u m e o f cas t h a t i s a c t u a l l y r e g i s t e r e d by the meter . A c c u r a t e 
measurement o f t he cas vclume i s a f u n c t i o n of the meter and the f a c t o r s 
u s e d t o a d j u s t the meter read . Some o f the f a c t o r s t n a t a f f e c t t h e 
measurement o f the oas i n c l u d e ; t empera tu re , pressure , tne o p e r a t i o n o f 
t h e m e t e r ( f a s t o r s l o w ) , e l e v a t i o n , gas q u a l i t y , e t c . These f a c t o r 
a r e d i s c u s s e d i n d e t a i l be low. 

TEMPEPJ^TURE EFFECTS 

r Q r b i l l i n c m i m e s e s . E c u i t a b l e assumes tha t the^ fi^ced t e m p e r a t u r e 
o f che cas i s a i "a cons t an t £0 degrees Fahrenhei t . I t should be n c t e c 
t h a - ^ q - I i t a b l e > s r e s i d e n t i a l and seme sma l l ccrnmercial meters are ncc 
cemoeracu re ccmoensated. Since a p o s i t i v e _ d isplacement mecer ( any 
d i a o h r a c m o r r c t a r v meter) s imply counts the number c f t imes t h a t a 
-• " • , - - n n = ^ -r-v d"1 f ^ s r encs between cne a c t u a l cas 
t u c e a volume i s t i l l e c , . ^ - / < 

j ~,a^ t- = fn-noT-E,cure w i l l cause an e ^ r c r m temo e r a cu re anc an assumed - e - ' ^ — 
- " -, w . , - ,— vo 7 , 1 T r .es . Furchermcre, cnese c lasses c r 

c a i c u l a t m c tne measurec g^--5 ^ — 1 

" __cp-nS-1--?ve, and hence the maScricv c f t h e i r c u s t o m e r s a r e c e n e r a i l y aeat-sc-a -< ^ -" , _ r-r- r'-^3 h s a c i n c seascn (Mcvemner c-iroucn Mar my ccnsuirrcuicn occurs cur-ng c— t— - -
. • • -j (-=5 c^Tice^acures are a t c i a l owes t , eJic 

wnen amoienc anc n a t u r a l g « 1 —'t-
. n ' f-'neer I n c t n s t wcrds, s ince ^ c v e r 

measurement i n a c c u r a c i e s are ^ne r — = — — ^ ' 



t an roe ra tu res axe c h a r a c t a r i s t i c o f t he h i g h - l o a d heaciag season, t h e r e 
i s a t endency f o r m e t e r s Co r e g i s t e r low on an annual ba s i s . 

The reason t h a t temperacure so s i c n i f i c a n t l y a f f e c t s the r ead ings 
i s t h a t meters a r e c a l i b r a t e d t o a c c u r a t e l y r e g i s t e r a s t andard c u b i c 
f o o t o f cas a t -60 decrrees F a h r e n h e i t , which i s the base tempera tu re 
e s t a b l i s h e d by A m e r i c a n N a t i o n a l Standard Z - 1 3 2 . 1 , i ssued i n 1969. 
V a r i a t i o n s f r o m t h i s 60 degrees Fahrenhei t t - r o e r a t u r e w i l l cause 
i n a c c u r a c i e s i n measurement. 

Gas c o n t r a c t s as temperatures decrease, and t h e r e f o r e l e s s volume 
w i l l be measured a t temperatures below 60 degrees F a h r e n h e i t . 
C o n v e r s e l y , h i g h e r volumes w i l l be measured a t temperatures above 60 
decrees F a h r e n h e i t . Char les ' . Law i s the b a s i c r u l e o f phys ics t h a t 
gove rns t h i s t empera tu re -vo lume r e l a t i o n s h i p o f gas and can be s t a t e d as 
f o l l o w s : 

T l / T2 = V I / V2 

where : T l = A b s o l u t e base tempera ture ; T2 = Absolute f l o w i n g tempera ture 
V l = Volume a t base c o n d i t i o n s ; V2 = Volume r e g i s t e r e d on meter 

N o t e : t h e t emoera tu res i n degrees Fahrenheit , must be conver ted t o t h e . 
RanJcine" s c a l e b y adding the degrees F t o 460. 

I f f o r example, the meter i s designed t o measure the gas a t 60 
dec rees F and the" m e t e r i n g temperature i s a c t u a l l y 40 degrees ? and t h e 
m e t e r has measured one cub ic f o o t , t he f o l l o w i n g would occur ; 

• 60 460 = V I f t h e r e f o r e , 52a_ = V l ,-

40 - 450 1 c u b i c f o o t . 500 1 cubic f o o t 

so ; V I = 1.04 (1 cubic f c o c j ; V l = 1.04 cubic f e e t 

The r e s u l t i s f o r every cub ic fooc r e g i s t e r e d cn the gas mete; 
i n d e x , 4 % more o r 1.04 cubic f e e t a c t u a l l y passed through the me te r 
(when c o n v e r t e d back t o base c c n d i t i c n s ) . I n summary, i f no c o r r e c t i c r . 
f a c t o r was a p p l i e d , the end user r e c e i v e d 4% more gas than they would be 
b i l l e d f o r , w h i c h w o u l d r e s u l t i n a 4V UFG l e v e l . 

Seve ra l s t u d i e s conducted p r e v i o u s l y , i n c l u d i n g P a c i f i c Gas and 
E l e c t r i c Ccmpanv, Mav 1590 and Southern C a l i f o r n i a Gas Company, 1552, 
c o n c l u d e d tha t the gas cesrperatnre i n r e s i d e n t i a l o r smal l meters t ends 
t c f o l l o w che - ambient cemperarure. Ecu i t ab l e conductsc a t e t r p i r i c a l 
s t u d v i n i t s West V i r c i n i a D i s t r i b u t i c n System to determine what e f f e c t 
t e m c e r a t u r e c c m r e n s a t i c n had cn CTFG. The s tudy was concucted f rom J u r y 

ihrouch June 30, 1SS7. A consecut ive twelve mcntns' 

was s e l e c t e d t o r s f l s c " messursasr-cs d u r i n g a consecut ive hea t i ng season 
; rder tc o r o v i c e an accurate assesarriSr-C 

n c n - n e a t m c seascn a .̂c — 



or bo th Che p o s i t i v e and negative e f f e c t s o f temperature comoensaticn o r 
sales volumes. 

E q u i cable i n s t a l l e d a temperature ccoroensated r e s iden t i a l mecer i n 
s e r i e s w i t h a non-temperature compensated meter at twenty (20) l o c a t i o n s 
i n i t s service t e r r i t o r y . These se lec ted locat ions were reoresencacive 
o f Equ i t ab le ' s customer base. The 20 sample locations enccmoassed a 
geographical area representing 72.46% of the custcmer base. 

The 20 sample meters were read cn a monthly basis. The temoerature 
compensated meters were o f the same general type as the non-temoerature 
compensated meters i n series; i . e . , meter capacities were the same. 
Accuracy tests were a l so performed to ensure s i m i l a r i t y between b o t h 
meters . 

A f t e r c o l l e c t i n g the monthly meter readings from each of t h e 
sample loca t ions , Equitable compared the compensated and nan-ccmoensated 
readings f o r each l o c a t i o n - An ertror 'calcuiat ion was performed based 
upon the monthly t o t a l measurements f o r each loca t ion . 

The r e su l t s o f t h i s temperature study revealed that over the o a s t 
e igh teen months the average e r ro r has been about -0.20V. I n o the r words , 
the volume that r e su l t ed from the tenroerature compensated meters was 
approximate ly 0.20% higher r'p^n what was calculated wi th Charle 's Law 

Apply ing t h i s me thcdolcgy t o the study period revealed ttha t 
667, a i l - Mcf - was a t t r i b u t e d Co temperature e f f e c t s . 

PBESSTOS EFFSCT5 

Equi table Gas assumes that the metered gas pressure i s a cons tan t 
8 ounces o r 0.5 p s i g . f o r Chose r e s i d e n t i a l and small commercial 
customers who are served by d i s t r i c t regulators on the low-ores su r e 
system. For those custcmer Chat are on an intermediate-pressure or h i c h . -
pres'sure system, service regula tors would be required. These s e r v i c e 
r e g u l a t o r s are also set at a normal operat ing pressure of 0.5 nsi - -
These regula tors do noC mainta in a constant pressure ac a l i f l o w 
r a t e s . Ac times, the regulators are manually adjusted which would caus = 
the pressure to vary accordingly. Any d i f f e r e n c e that occurs between cl---
a c t u a l and the assumed pressure would have a d i rec t imoact on ' the 
metered gas volume and also would con t r ibu te to the UFG volume. 

Meters are ca l i b r a t ed to accura te ly record a standard cub"' c f e c t 
a t gas a t . 14.73 pounds per square i n c h atmospheric (psia) , which i s the 
atmcspheric pressure aC sea l eve l as reccgnizsd by American M a t i c n a i 
Standard Z-132.1 . Atmcspheric pressure i s the pressure of che" casecus 
envelope thac surrounds the ear th . I t var ies depending on a l t i t u d e a r c 
ba rcms t r i c condit ions or changes i n the weather. The aver ace atrr .cs ther ic 
p-assure i n the Pennsvlvania service area i s approicimateiv -14.4 r ^ i a . 
Gauge pressure i s che l i ne oressure tha t i s eppesed by che oressure c f 
Hhs auncstHiere. The d i a l cauge used to measure the pressure i n a mete r 
c r p i p s w i l l ind ica te the cauge pressure. 
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E o v l e ' s Law cavams the press i i re-volume r e l a c i o n s h i ? o f gas and 

s t a t e s t h a t t h e volume o f a g iven mass o f gas i s i n v e r s e l y p r o p o r t i o n a l 

t o t h e a b s o l u t e p ressure o f the gas . Mathemat i ca l ly i t can be e x p r e s s e d 

as f o l l o w s : 

V I = _ 
V2 PI 

w h e r e : 
V I = Volume a t base c o n d i t i o n s ; • V2 - Volume r e g i s t e r e d on meter 
P I = A b s o l u t e base pressure ; ?2 = Absolute l i n e (meter) p re s su re 

N o t e : The abso lu t e base pressure i s 14.73 p s i a . 
The a b s o l u t e l i n e (meter) pressure i s c a l c u l a t e d b y a d d i n g 
t h e gauge pressure to t he average atmospheric p r e s s u r e . 

S u b s t i t u t i n a t he absolute base pressure , t h e ' average a t m o s p h e r i c 

. p r e s s u r e and the" gauge pressure i n t o the ,above equat ion y i e l d s t h e 

f o l l o w i n g : 

Volume m u l t i o l i e r = A b s o l u t e l i n e pressure ; 
A b s o l u t e base pressure 

- { 14.4 OS i a + a.5 o s i c ) = 1.01154 f V l ) 

14.73 psra 

T b Q ^ s ^ 0 > . 2 tv.e chance i n volume under these cond i t ions i s l ' : i S 4 % . 

E v e r y t i m e a meter r e g i s t e r s the consumption o f 1 cubic f o o t , a c t u a l l y 

1.01154 c u b i c f e e t were d e l i v e r e d . 

U s i n g , s t udy p e r i o d data i t was _ determined thac a p p r o x i m a t e l y 

3 1 2 , 0 5 2 Mcf was the r e s u l t c f pressure e j e c t s . 

METER INACCURACIES 

A new meter u l a c e d i n se rv i ce i s designed to measure d r y , c l e a n 
n a t u r a l cas a c c o r a t e l v . However, t he gas f l o w i n g through the syscem r s 
n o t c o m o l e t e l v c l e a n . EvenCualiy the f l o w i n g gas w i l l a f f e c t t ne meters 

. " ^ ,*_-,—..-;=!-slv. For in s t ance , d i s t i l l a t e mav d r / ana cause Cnem t o measure ii_-c—L . -
- ^ me r = r- o r i f a c e c 1 ates have a c endencv t c o u t t n e n e a r m c s o t «. i_u_ni.— '» 

• , - - - - ^ J-. rno ^ s tream. D i r t and e r i c mav c o l l e c t cn c e t m c k e a r r cm a e o n s m tne g^s 
~, _ _ _ = — r nprx-r- Teacher, wh ich has C r a d i c i c n a i l v been che i m c e l l e r s or a r o t a r y me-s-. « 

- ." . . . .-r-ir.j c - i =n. when i c became c r / ' and c f t e n usee m c iannracm m e t c r j , v<cu_w 
d e v e i o n C - S C K S These are seme c f the reasons way meters a re e i t n e r 

f i e l d t e s t e d o e r i c d i c a l l y c r are p a r t c f a meter exenange p rogram. A t 

^ d c? scheduled c y c l e , mecers are remcved f r c m s e r / i c e , 

t a s c e d f c - accurac / , scheduled f o r r e p a i r as necessary and a g a i „ 

r e t u r n e d t o s e ^ i c e f o r anocher scheduled p e n c e c- t ia ia . 



The P e n n s v l v a n i a Pub l i c U t i l i t y Commission s ta tes i n t n e C h a p t e r 
S3 Codes t h a t each cas meter s h a l l be i n gocd o r d e r and s h a l l be c o r r e c t 
a t a l l r a t e s o f f l o w t o w i t h i n + 2% f a s t o r s low b e f o r e b e i n g i n s t a l l e d . 
Any c u s t o m e r whose meter r e g i s t e r s more than 2=r f a s t i s e n t i t l e d t o a 
r e b a t e f o r t h a t volume o f gas consumed t h a t i s over the 2% t h r e s h o l d . 

Any m e t e r t h a t leaves the E q u i t a b l e Gas Company Meter Shop i s 
e x p e c t e d t o meet o r exceed the f o l l o w i n g o u t - t e s t r e q u i r e m e n t s : 

(1) . No meter s h a l l r e g i s t e r more t h a n 0.5% s low . 
(2) . No meter s h a l l r e g i s t e r more t h a n 0.5% f a s t . 

M e t e r accuracy has improved a t E q u i t a b l e Gas Company due t o t h e 
f o l l o w i n g programs t h a t have been i n p l a c e s i n c e 1975; 

• E l i m i n a t e a l l Class B and Class C t i n mete r s . 
Class A = 0 - 500 - c f h 
Class B . = 500 - 1500 c f h 
Class C = over 1500 c f h 

• Reolaca 4 % and 5 EMCO meters w i t h r o t a r y m e t e r s . 

• Downsize commercial and i n d u s t r i a l meters t o make sure t h e 
c a o a c i t y o f the meter meets t he customers needs . 

• S ince 1.385, a l l new commercia l and i n d u s t r i a l merer s e t s 
a r e s o e c i f i e d to have r o t a r y meters f o r i n s t a l l a t i o n . 

Fo r t h e y e a r end ing December 3 1 , 1926, the accuracy o f t h e m e t e r s 
t e s t e d by t h e Meter Shop can'be i l l u s t r a t e d as f o l l o w s : 

% OK o v e r 2% o v e r 2% 

No. Of meters ± 11 s - c w Za.st 

Clas s A 2,557 100% 0% ' Q% 
C l a s s 5 301 84.7% 14.5% 0.7% 
Clas s C 249 81.1% 1 0 . I V " 8 . 3 * 

THE EFFECTS OF FAST AND SLOW METERS . 

To i l l u s t r a t e • t he e f f e c t s t h a t f a s t c r slew meters can h a v e 
c o n s i d e r t h e f o l l c w i n c ercairole. Assume t n a t the a c t u a l q u a n t i t y c f ga; 
t h a t i s purchased i s 10,000 cubic f e e t , b u t the purchase meter i s 2 ' 
f a s t , i . e . , me=surine mere gas than wnat a c t u a l l y passes t h r o u g h t h ; 
m e t e r . The meter read would i n d i c a t e 10,000 c u b i c f e e t was p u r c h a s e d , 
however , t h e a c t u a l vclume tha t was purchased was o n l y 5,300 c u b i c f e e t 
Assume t h i s oas was then s o l d Co a custcmer whese meter was 2% s l e w 
i . e . , - e a s u r i n c less cas than what a c t u a l l y passes t h r o u g h the m e t e r 
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Ac-a in , che mecar r a a d would i n d i c a t e 10,000 cubic f e e t was s o l d , 
however , 10,200 c u b i c f e e t a c t u a l l y passed through Che-meter. The t o t a l 
d i f f e r e n c e between t h e gas t h a t was purchasad and che gas cha t was s o l d 
w o u l d be 400 c u b i c f e e t o r 4% unaccounced f o r gas. 

The gas l o s t due t o f a s t and slow meters was d e t e r m i n e d b y 
u t i l i z i n g meter i n - t e s t s t a t i s t i c s suppl ied by the Meter Shop. These 
s t a t i s t i c s a re kep t on a month ly cumulat ive bas i s b e g i n n i n g w i c h t h e 
f i r s t o f t he year . ' S ince t h i s p a r t i c u l a r s tudy p e r i o d encompasses two 
c a l e n d a r years the exac t da ta necessary to co inc ide w i t h the s t u d y 
p e r i o d was n o t a v a i l a b l e . The cumula t ive monthly data f o r t he v s a r 1557 
( as o f November 30, 1997 ) was used to approximate "the e f f e c t s o f f a s t 
and s l o w meters f o r t h i s s tudy p e r i o d . 

I n - t e s t meter analyses were reviewed f o r 2,955 m e t e r s . The-
f o l l o w i n g t a b l e i l l u s t r a t e s the r e s u l t s o f these i n - t e s t s . 

0-0.5% 0-0.5% 0.6-2% 0.5-2% OVER 2% OVER 2% 
OK FAST SLOW FAST SLOW FAST SLOW TOTAL 

9S 635 627 865 628 15 " 49 2,965 
3.24% 23.10% 21.15% 29.17% 21.13% 0.51% 1.65% 100.00%' 

y r n u l t i o l v i n g these percentages hy the a p p l i c a b l e "average e r r o r " 
zh c a t e g o r y , an e s t ima ted e r r o r can be a p p l i e d Co the e n t i r e 

By 
f o r each c a t e g o r y 
s y s t e m t h r o u g h p u t as f o l l o w s : -

(23.10%) (0.25% error) (47,543,185 Mcf) 27,459 Mcf FAST 

(21.15%) (0,25% error) (47,548.185 Mcr) 25,141 Mcf SLOW 

(29.17%) (1.3% error) (47,548,185 Mcf) 180,307 Mcf FAST 

(21.18%) (1.3% error) (47,548,185 Mcf) = 130,919 Mc: SLOW 
(0.51%) (2%* errarj (47,548,185 Mcf) 4,850 Ma* FAST 
(1.65%) (2%-error) (47,548,185 Mcf) 15,550 Ma SLOW 

E f f e c t s • o f f a s t me i t e r s = ( 27 ,459 + ISO,307 + 4 ,850 ) 

E f f e c t s o f s l aw 'me te r s = (25,141 + 130,519-+ 15,S90' 
= 212, SIS Mc: 
= 171,750 Mc: 

The d i f f e r e n c e between the fasc and slew meters r e s u l t s i n an i n c r e a s e 
:he UFG vclume c f arurcxi-macely 40, Mcf (Eas t ) . 
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GAS QUALITY 

The Quality of the gas that i s being delivered can also have 
impact on DFG l e v e l s . I f the gas i s not ccmpletely dry i t may c o n t a i n 
hydrocarbons end water. When these components are removed, a s l i g h t l y 
l e s s e r volume i s available f o r del i v e r y . Equitable receives the m a j o r i t y 
of i t s gas from Eouitrans, L.P. This gas i s assured to be p i p e l i n e 
c r u a l i t y before i t "enters the Equitable Gas d i s t r i b u t i o n system. However, 
a small percentage of gas i s delivered frcm Company wells and t h i r d 
o a r t y wells and the q u a l i t y of t h i s , gas i s important.. Equitable monitors 
the q u a l i t y of t h i s gas to ensure there i s no residual effect on UFG 
l e v e l s . (See attachment #6) 

ELEVATION 

As we have seen previously, the actual q u a n t i t y of gas. d e l i v e r e d 
t o a meter i s .obtained by m u l t i p l y i n g the metered volume by a number o f 
c o r r e c t i o n f a c t o r s . One of these factors, the pressure m u l t i p l i e r 
(discussed i n the pressure effects section above) varies l i n e a r l y withL 
the atmospheric pressure. As the atmospheric pressure decreases w i t h 
e l e v a t i o n " so w i l l the pressure m u l t i p l i e r . The actual gas d e l i v e r e d f o r 
a g i v e n metered volume w i l l decrease w i t h an increase i n elevation. "For 
those d i s t r i b u t i o n companies that operate .in a geographically diverse 
area, cons i s t i n e of s i c n i f i c a n t elevation .differences, this, e l e v a t i o n 
e f f e c t can have"a substantial impact on UFG l e v e l s . Since Equitable docz 
not ooerate i n an area with substantial differences i n elevation t h i s 
e f f e c t was determined to have a minimal e f f e c t on the UFG volume. 

THEFT RESULTS 

Thef t occurs when scmeone tampers w i t h a meter or i t s p i p i n g i n 
such a way tha t the volume regis tered i s less than the actual gas usage, 
o r , when scmeone i l l s c a i l y restores t h e i r service and uses metered gas 
w i t h o u t ccmpanv permission. Regardless of the-method used to s t e a l gas, 
t h e f t contr ibutes tc the company's unaccounted f o r gas vciuine. cc^mcn 
forms of t h e f t include the f o l l o w i n g : 

• Unauthorized r e s to ra t ion c f service by removal of seals and locks . 

• Meter tampering which Ltvcives medifvine the meter d i a l index such 
t h a t the meter "reciscers less than actual censumccicn 

The i n s t a l l a t i o n c f p ip ing which by-passes the meter. 



• U n a u t h o r i z e d use o f a ccmpany by-pass , w h i c h i s o n l y t o be used 
d u r i n g maintenance (meter changes) t o p r e v e n t s e r v i c e i n t e r r u p t i o n t o 
t h e l i r g e r commerc ia l and i n d u s t r i a l cus tomers . 

* M e t e r r e v e r s a l 

• S t o l e n meters 

T W i ' T STATISTICS 

O c t c b e r 1 - 1596 t o Sep tember 3 0 , 1597 

Number o f Accounts I n v e s t i g a t e d _ 4,043 

C o n f i r m e d T h e f t S i t u a t i o n s 1 8 2 

E s t i m a t e d Revenue Loss $ 122,492.38 

Revenue Recover an * ' -

E s t i m a t e d Gas Loss Due t o The'ft (Mcf) 22,975 

S i n c e 1987, E q u i t a b l e Gas Ccmpany has implemented a T h e f t R e d u c t i o n 
I n c e n t i v e Prcc^am (Attachment: 57) which m o n e t a r i l y rewards employees o f 
E c u i t a b l e Gas" f o r d i s c o v e r i n g and r e p o r t i n g any susp ic ious c o n d i t i o n s 
t h a t may r e s u l t i n t h e f t o f gas. i f t h e f t i s d i s c o v e r e d , i t i s 
c a t e g o r i z e d , and t h e employee r e p o r t i n g che t h e f t i s rewarded u s i n g t h e 
f o l l o w i n g g u i d e l i n e s : 

1. ' U n a u t h o r i z e d Meter Tom-On (Metered T h e f t ) F i f t y d o l l a r s 

($50.00) p e r i n c i d e n c . 

2 . Bypasses, S t o l e n Ke--e_^( ' = - -* 1 — 1 1 

f i v e d o l l a r s (575.00) p e r i n c i d e n c , p l u s t e n 
10%) c f Che recovered revenue. S t o l e n cas volume i s 

l e d . 
-=£P f c r the d o l l a r emcunt t h a t i s a c t u a l l y 

T h e f t ] Seventy 

e ic imaced and che t h i e f i s b i l l e d . The ernplcyee i s p a i d 10% 

ccmmissicn i n c: 

r ecove red . 

S ince che p rog ram ' s incepc icn , cne n ^ c e r c t r e p c r t e c e r e c t cases 

have i n c r e a s e d , due co the i n c e n t i v e p l an â _d the e:tper-_ise c f t n - f i ^ l t 

i n v e s t i c a t o r s . 
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Two r ecen t n o n - r e s i d e n t i a l t h e f t cases i n v o l v e d the use o f a 
ccmpanv bypass t o d i v e r t a major percentage o f the gas a round t h e m e t e r . 
The t h e f t s " were r e o o r t e d by E q u i t a b l e Gas Company R e g u l a t o r - M e t e r 
s e r v i c e p e r s o n n e l , who n o t i c e d t h a t the loc3cs were b r o k e n o f f t n e 
comoany by-passes (ccmDauy by-passes a l low the meter t o be changed 
w i t h o u t se ' rv ice i n t e r m o t i o n ) d u r i n g r o u t i n e main tenance . The 
m a i n t e n a n c e crew submi t t ed an Employee Report o f Suspected Energy T h e f t 
Form and subseouent lv , a f i e l d i n v e s t i g a t i o n was i n i t i a t e d . I t y a s 
d i s c o v e r e d t h a t " ho les were d r i l l e d i n the ccmpany by-pass s t o p c o c k , 
a l l o w i n g . a percentage o f the f l o w i n g gas t o be d i v e r t e d a round t h e m e t e r 
w h i l e i t arroeared thac the s t opcock was c l o s e d . Once t h i s i l l e g a l 
t a n r o e r i n c w i i d i scove red , E o u i t a b l e Gas f i e l d personnel e s t i m a t e d c h e 
s t o l e n g i s volume by r eco rd ing meter readings a t c e r t a i n t i m e i n t e r v a l s 
(comoany bypass i n c losed p o s i t i o n ) w i t h a l l gas appl iances o p e r a t i n g a t 
t h e i r f u l l d u t y c y c l e . A heat f a c t o r and a base l o a d were c a l c u l a t e d , 
a n d t h e n the t o t a l es t imated b u m was determined by u s i n g t h e a c t u a l 
decrree days f o r the t h e f t p e r i o d . From t h i s t o t a l e s t ima ted c o n s u n r o t i o n , 
t h e b i l l e d volume was sub t r ac t ed , and the s t o l e n , o r unaccoun ted f o r 
(HAFJ volume, was r e o o r t e d and used i n che c o u r t • p roceed ings . The amount 

•of s t o l e n gas f o r t h e p e r i o d Octcber , 1396 th rough September, 1997 i s 
e s t i m a t e d as f o l l o w s : 

Non-Residential Theft; 

Xncident #1: 

Degree Days During P e r i c d 4238 * 

Use pe r Degree day - 2 S 8 

Base load/month 22.5 

T o t a l Es t imated Usage 13 i l 

Less B i l l e d Usage 2 6 3 

S t o l e n (UAF) Volume 1 0 4 8 M c i 

m c i d e n t #2 : 
Degree Days During P e r i c d 
Use pe r Degree Day 
Ease load/month 

4238 * 
.288 

= d 

T o t a l Est imated Usage 
Less B i l l e d Usage oa I 

S t o l e n (UAF) Volume M c = : 

H c t h cases ccmornec, acc_i_i^e- --<- —̂ ~:=* <=• • ' - - l —- ^ -

t o t a l 12,975 Mcf o f s t o l e n gas, which i s approx imate ly 13% c f t h e s t o l e n 

cas c u r i a e the o e r i c d . 



* Theft : was discovered i n February, 1597. Period r e f l e c t s DAF f^ora 
October, 1996 through February, 1597, i nc lus ive . 

Inves t iga t ions o f p o t e n t i a l t h e f t a c t i v i t y are i n i t i a t e d bv 
i n t e r n a l audi t cont ro ls , company employees, law enforcement nersonnel" 
and t h i r d pa r ty hot l i n e t i p s . Inves t iga t ions .are performed bv a 
ded ica t ed f u l l - t i m e s t a f f of employees, i nc lud ing f i e l d i n v e s t i c a t o r s 
and an Inves t iga t ion Coordinator. Training sessions are' conducted 
a n n u a l l y w i t h both law enforcement and company employees to r e i n f o r c e 
t h e f t de tec t ion techniques i n the f i e l d . 

Po t en t i a l t h e f t o f service inves t iga t ions are i n i t i a t e d bv the 
f o l l o w i n g sources; 

Hot Line Tips 

Anyone who suspects t h e f t or suspicious a c t i v i t y may c a l l i - aoo-431-
OSCLL number to report t h i s a c t i v i t y to Equitable Gas Comoanv. Durinc 
t he pe r iod of study, 15 ca l l s were received and inves t igated , and 7 
r e s u l t e d i n gas t h e f t . 

T h e f t Reduction Incent ive Program Tips 

The Thef t Reduction Incentive Program encourages employees to reoor t 
gas t h e f t by rewarding the employee. Current ly , any emclovee who 
suspects t h e f t may f i l l - o u t an Employee Report of Susoected Enercv 
T h e f t form (Attachment £3) and submit t h i s to the f i e l d inves t ic ra tor 
coord ina to r . During the study period", 253 forms were received and 
inves t iga t ed , and 75 o f them re su l t ed i n gas t h e f t . 

I d l e consumption memos 

When a customer's ,gas i s turned o f f , and t h e i r sub s ecu en t met=r 
readings indicate that consumption occurs a f t e r the f i n a l b i l l i n c 
date , t h i s i s known as id le ccnsumpticn. The mainframe detects and 
generates i d l e ccnsumpticn memcs (Attachment #9} cn a d a i l v bas is , 
coordinated wi th the meter read cyc le . During the srudv oe r i cd 122 
i d l e ccnsumnticn memcs were f i e l d inves t ica ted . 

Men-pay shu t -e f f memcs 

Any custcmer who has the i r gas service turned o f f cue to ncn-oa--—.en; 
must be racnecked t e r i c d i c a l l y Cc s^s i i C^.=ir gas ssir / ics has baei 
r e s to red i l i e c a l l v . The mainframe generates a l i s t i n g ( 



j?10) o f non-paying cnmed-off customers on a d a i l y t a s i s , c o o r d i n a t e d 
w i c h the meter read cycle . During the study per iod, 753 i d l e 
consumption memos were f i e l d inves t iga ted . 

Meter Reader repor ts 

Meter readers are to reoor t any suspicious a c t i v i t y on a d a i l y r e p o r t 
(Attachment #11} submitted a t the end of each day w i t h t h e i r d a i l y 

paoerworic. To f a c i l i t a t e r e p o r t i n g of a suspicious cond i t i on i n t ne 
- f i e l d , there i s a dedicated " t h e f t 0 bu t ton on the hand-held ITRGN 
u n i t t ha t the reader 'may depress which marks a meter number as one 
. tha t needs inves t iga t ed . Most meter readers submit an Employee Report 
o f Suspected Energy Thef t form i n add i t i on to the d a i l y repor t s t o 
reap incen t ive p lan monetary rewards. 

H i - L o f a i l u r e reports 

When a customer's gas consumption increases or decreases beyond t h e 
bounds of a standard acceptable threshold, a Ei-Lo f a i l u r e memo 
(A.ttachment '#12) i s generated by the mainframe computer to i n i t i a t e 
an i n v e s t i g a t i o n . Current ly, the -threshola i s plus -or minus 10 
p e r c e n t . The customer's usage h i s t o r y , use per degree day (hea t 
f a c t o r ) , and h i s t o r i c heat ing degree days are used i n th-t • r - r -
c a l c u l a t i o n s . During the study pe r iod , 671 i d l e Ei-Lo Fa i lu re siemos, 
( i n c l u d i n c low and zero f ac to r review) were f i e l d inves t iga ted . 

• Low Factor and Zero Factor revnew 

The heat f a c t o r i s used to estimate a customer'• s ccnsumpticn ba r - - t.-. 
t h e i r h i s t o r i c consumption and the respective heating degree days f c r 
t h a t pe r iod . For various reasons ( inc lud ing t h e f t ) , custcmeLu-
have t h e i r b i l l corrected, and i t i s r e f l e c t e d i n t h e i r consumption 
h i s t o r y w i t h a code. Any time the computer encounters a c o r r e c t e d 
b i l l when i t i s t r v i n g - to ca lcula te the customer's heat f a c t o r , i t 
r e t u r n s a "lew f ac to r " or a "zero f a c t o r " , i n d i c a t i n g that t he 
respec t ive account'needs audited and inves t iga ted . 

M a n i f o l d Vacancy r e t o r t s 

Whenever a meter i s removed and reclaimed, but the service l i n e has 
ne t been phys i ca l l y disconnected ( c u t - e f f ) , a phencrtencr. c a l l e d 
M a n i f o l d Vacancy cendit ien i s c rea tec Since tne pnystcai 01?= 
connect i c n frcnT che main l i n e co che custcmer'5 -.eter a a n i f o l d 
e:-:ists, there i s pc te r . t i a i f c r t h e f t . Computer generated l i s t i n g s c t 



t h e s e m a n i f o l d vacaac ies a te d i s t r i b u t e d t o i n v e s t i g a t o r s f o r 
p e r i o d i c f i e l d i n v e s t i g a t i o n - I f t h i s c o n d i t i o n e x i s t s f o r e l e v e n 
(11) months , the s e r v i c e l i n e w i l l be scheduled f o r abandouinenc . 

P-epeat O f f e n d e r s f i l e 

Any cus tomer w i t h a h i s t o r y o f t h e f t i s k e p t i n h a r d copy and 
r e v i e w e d b y the I n v e s t i g a t i o n C c o r d i n a t o r a t h i s / h e r d i s c r e t i o n . T h i s 
f i l e i s e f f e c t i v e i n t r a c k i n g gas th i eves t h a t p r o g r e s s i v e l y become 
more s o p h i s t i c a t e d w i t h t h e i r t h e f t method. One (1) r e p e a t o f f e n d e r 
was c a u g h t d u r i n g rhe s tudy p e r i o d . V i o l a t i o n o f p r o b a t i o n 
payment schedules may prompt: another f i e l d i n v e s t i g a t i o n . 

anc-

T h e f t P r a v e n t i o n 

E q u i t a b l e has an ongoing program t o combat t h e f t o f s e r v i c e . The 
f o l l o w i n g t e c h n o l o g i c a l developments have been i n i t i a t e d , and mav be 
i n s t a l l e d t o prevent t h e f t o f a repeat o f f e n d e r o r a p o t e n t i a l t h e f t 
l o c a t i o n : 

•• ' P l a s t i c a n d / o r meta l s w i v e l guards 

• Case-hardened, meter index d i a l screws 

• Red snap s ea l index d i a l screw 

" S e a l w i r e connected t o d i a l screw 

• A u t o m a t e d Meter Readinc Devices 

CTHZ^ RESULTS NOT QOAITTIFTABLE 

• S u p e r - compress i b i 1 i t y 

S u p e r - c c m o r e s s i b i i i t y i s a t e r n used t o d e s c r i b e the rr.anne. 
w h i c h n a t u r a l ' gas ccmoresses. N a t u r a l gas compresses by a g r e a t e r an 
Chan t h a t computed by Charles ' and Boyle ' s C-as Laws. The t e m . s t 
c c m u r e s s i b i l i t y descr ibes the d e v i a t i o n f r c m the bas ic gas l a w s ' i 
s t a t e . The d e v i a t i o n i s small at lew pressures but becomes s i c n i f i 
a t h i o h o ra s su re s . 



The b a s i c oas laws thac have been developed by Charles and B o y l e 
a o o l y t o p e r f e c t ^ gases . However, most gases behave i n a "manner s l i g h t l y 
d i f f e r e n t than t h e f o r m u l a e i n d i c a t e . Th i s d e v i a t i o n v a r i e s a c c o r d i n g t o 
t h e c o m o o s i t i o n , s o e c i f i c g r a v i t y , p ressure and temperature o f t he g a s : 

When t h e t emoera tu re and p ressure inc reases the s u p e r - c o m p r e s s i b i l i t y o r 
t h e gas i nc reases and l e s s volume passes th rough the meter . A s u p e r -
c o m p r e s s i b i l i t y f a c t o r w i l l conver t meter readings a t f l o w i n g c o n d i t i o n s 

t o a s t a n d a r d vo lume . 
The. e f f e c t s o f super - c o n m r e s s i b i l i t y were de termined to be minima. ! 

o n t h e UFG volume f o r t h i s s t u d y . 

* Low f l o w p i l o t r e g i s t r a t i o n accuracy 

Based on a s t u d y w h i c h was pe r fo rmed by B r o o k l y n Onion Gas, C l a s s 
A m e t e r e r r o r s were de te rmined t o be " 1.2* slow a t p i l o t . f l o w . What 
B r o o k l y n Onion had p roven i n t h i s s tudy was t h a t a c t u a l p i l o t l o a d 
e r r o r s ranged f r o m 1.4% s low f o r a gas range t o 1% slow f o r space 
h e a t e r s . I t i s i m o o r t a n t t o no te t h a t as more appl iances use e l e c t r o n i c 
i o n i t i o n the e f f e c t o f p i l o t e r r o r w i l l be reduced . For t h i s r eason i t 
w i s d e t e r m i n e d t h i s e f f e c t had a min ima l impact on the UFG volume f a r 
t h i s s t u d v . 

Resu l t s o f Study bv Area o r Zone: 

• X n t r o d u c t i o n 

E q u i t a b l e ' s Pennsv lvan ia ' s D i s t r i b u t i o n System was des igned t c 
d e l i v e r " u n - i n t e r r u p t i b l e "gas supply t o end users under peak and d e s i g n 
dav wea the r c o n d i t i o n s . As t h i s system eicpanaed and e v o l v e d , numerous 
l o c o s and m u l t d o l e d e l i v e r y p o i n t s were • added to p re se rve sysce- . 
i n t e c r i t v . The "na tu re o f t h i s de s ign" n a t u r a l l y d i s cou raged t n e 
p r o l i f e r a t i o n o f c lo sed , o r i s o l a t e d subsystems, which wou ld be 
b e n e f i c i a l f o r an unaccounted t o r gas s tucy . 

I d e a l l y , c o n c e n t r a t e d geographic areas w i t h n i g h a c t i v e l e a k a g e 
s t a t i s t i c s , ' o l d e r o i o i n c , in te rmediace pressure , and a hcmcgeneous 
r e o r e s e n t a t i o n o f a l i custcmer classes would comprise an u n a c c o u n t e n 
f o r eras i n v e s t i c r a t i c n zone. Al though there are seme areas w i t h i n 
E c u i t a b l e ' s Pennsylvania d i s t r i b u t i c n system tna t meet t h i s c r i t e r i a , 
t h e r e c u r r e n t l y e x i s t s no econcmical means c f measuring the gas w h i c h i s 
d e l i v e r e d to se zones. E x o r b i t a n t costs would be i n c u r r e d t o i s o l a t e 
t o n e s t h r cucb che i n s t a l l a t i o n o f [mul t ip le sun-meters c r p h y s i c a l 

s e p a r a t i o n o f t he d i s t r i b u t i c n p i p i n g tc i s o l a t e tne lecpec sys tems, 

t h i s s t u d v , a z e r o - c o s t so i u t i c n i s d e s i r a b l e and t h e r e f o r e , u t i l i z e d . 



Me t i a d o l o 

An a l t e m a c i v e Co geograpi i ic zones i s to seek end i a v e s c i g a c a 
n e c u r e l l v i s o l a t e d o i o e l i n e segments i n h e r e n t t o che e x i s t i n g 
d i s t r i b u t i o n system- I n t h i s c o n t e x t , - i s o l a t e d " means chat t h e r e 
e x i s t s a r e c e i o t p o i n t ( c i t y gate) w i t h an e x i s t i n g custoay mecer, and 
f r o m t h a t p o i n t downstream t o meCered end use r s . There are t w e n t y - e i g h t 
(23) seoments which meet the p h y s i c a l c r i t e r i a f o r a UFG s tudy . 

The n e x t s teo i s Ga the r ing end-user ca t a . . Segments were matched 
w i t h t h - i - end u s i r s b v ccraoaring the geographic i n f o r m a c i o n ( s t r e e t 
names,' z i o codes, e t c . ) n o t e d on the . p i p e l i n e maps Co the E q u i t a b l e Gas 
Comoany custcmer i n f o r m a t i o n system (CJCS) . Once a l i s t i n g o f t h e end-
u s e i s was comoi l ed , a download o f the b i l l e d consumption f o r each end-
u s e r f o r a s p e c i f i e d o e r i o d (on a b i l l i n g c y c l e bas is ) was o b t a i n e d . 
A f t e r ad jus tmen t s f o r b i l l e d and u n - b i l l e d c a l c u l a t i o n s , the volumes 
were t h e n comnared t o ca lendar .month d e l i v e r y volumes r e p o r t e d b y 
E q u i t r a n s . The" d i f f e r e n c e between the two volumes would be the l e v e l o t 
DFG f o r t h a t segment. 

L i m l t a t i o n a 

S i n e - 71% o f the t w e n t v - e i g h t (23) segments are l o c a t e d i n r u r a l 
a r e a s , an accu ra t e count o f end users i s d i f f i c u l t t o compile -because 
a d d r e s s i n f o r m a t i o n i s e i t h e r i n a c c u r a t e or ou tda ted . A l s o , a g r e e t 
number o f customers ' a r e l o c a t e d on l a r g e f a rms , a t s i g n i f i c a n t l o n g 
d i s t a n c e s f r c m the d i s t r i b u t i o n main l i n e s . Only a p h y s i c a l c o u n t , 
w h i c h i s t ime consuming and v e r y l a b o r i n t e n s i v e , would a c c u r a t e l y 
r = f l — n a l l c f the end users assoc ia ted wich o r . d e c t c eacn segment. Or 
t h e t v e n t v - e i c h t (28) secmients, e leven (11) have s u f f i c i e n t and r e l i a b l e 
end u s e r ' i n f o ' r m a t i o n t o i n i t i a t e the UFG s tudy w i t h o u t a - f i e l d c o u n t . 
The t o t a l number c f end users a v a i l a b l e i n these eleven (11) segmentr 
was a p p r o x i m a t e l y 2,300 w i t h the m a j o r i t y o f them being r e s i a e n t i a i . 

R e s u l t s and Co T T T T T" 3 T 1t3 

Ccmcarinc che end user metered volumes co che EcuiCrans d e l i v e r i e s 
r e v e a l e d "a p e c e n c i a l oroblem w i t h the i n t e g r i t y o t the caca c o i l e c t e c . 
The l e v e l c f UFG exce r i enced by comparing chese volumes was suspec t . 

I t " i s r i c h l y " u n l i k e l v thac chis r e s u l t i s a c o i n c i d e n c e . The 

p r o b a b l e source's c f t h i s apparent anomaly i n the s tudy r e s u l t w i l l be 

examined and e x p l a i n e d . 

The d i s c r e o a n c v can be a t t r i b u t e d t o cne c r a l i c f the f o l l o w i n g : 

1. i n a c c u r a t e Custcmer Account i n f c r m ^ t i c n . 
G a c c r a t h i c i n f o r m a t i c n , such as s t r e e t names, t i p codes, anc 

c o l i t i c a l s u b d i v i s i o n s vera used cc tnacth custcmer accounts w i t -

d a t a s t o - e d <n the CICS i n f o m a t i o n system. Given t h a t mcst c f t h e 
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systems axe s i tuacsd" i n r u r a l a r eas , stireec names ana adaresses may 
c o r f l i c t w i t h the i n f o r m a t i o n shown on Company maps. l a aca1c2.cn/ 
cus tomers t h a t a re l o c a t e d on p r i v a t e p r o p e r t y (R/WJ may n e v e r be . 
a c c o u n t e d f o r , un l e s s an a c t u a l f i e l d count i s -perrormea. 

2. B i l l i n a Cyc le S y n c h r o n i c i t y . 
„ " . ^1 (e;pcment) d e l i v e r i e s on a c a l e n a a r m o n t h 
E o u i t r a n s r e o o r t s c i t y c a ^ e iseguiti—<-j 
. " . „ . " . l t - = irnicTue b i l l i n c c y c i e a s s o c i a t e d w i t n 
b a s i s . S ince eacn segment has a UJ—wn= ^ — _ j 
i t s geoaxaDhica l l o c a t i o n . , t h e r e w i l l a lways be e r r o r s a s s o c i a t e d 
w i t h t h ^ l e a d / l a c o f the c y c l e . U n t i l a method i s d e v i s e d t o o b t a i n 

,- „\ J -T -̂irp-r-'-ies on a ca l enda r mcnth b a s i s , cus tomer (secment) d e l i v e - i e ^ . , , . . . , , , _ CT,KT»^r t o o u t o f p e r i o a aaius tments m c l u r p n g measurements w i l l be sxih^ect ca uu.i- ^ f J 
b i l l e d o r u n b i l l e d c a l c u l a t i o n s . 

3 . D u r a t i o n o f S tudv. 
As a r e s u l t o f i h e l i m i t a t i o n s a l r e a d y met ionea , e q u i t a b l e was o n l y 

a b l e t o ana lyse t h r e e months o f consumption d a t a . A U f g S tudy s h o u l d 

i n c l u d e t w e l v e {12) consecu t ive months pr o a t a . 

Suacres t ions f o r f u t u r e s t udy 

, - _ - - . _ n r t o t a i : , v e l i m i n a t e e r r o r s , t h e f o l l c w i n c m o r d e r t o recnice i ^ . no t coud.—jr 

s h o u l d be imolemented: 

1) F i e l d counts s h o u l d be t aken f o r a l l 28 segments under s t u c y t c 

ensure accu ra t e end user i n f o r m a t i o n . 
2) D e l i v e r y i n f o r m a t i o n o b t a i n a b l e f r o m E q u i t r a n s f o r each c i t y 

ga t e (SOI) s h o u l d be .matched w i t h b i l l i n g c y c l e s a s s c c i a t e c 
w i t h end users c n each segment. 

. , o.-.ra. 1 ^r-mprtrs connected t o tnese svstems s n o u l d b e 
3) New business ceveJ-ocmenL^ — 

r e - l - c t - - cn c u r r e n t man dccumenCaticn. 

4) New customers served v i a each o f che segmencs s h o u l d be 

a u t o m a t i c a l l y updated inCo source f i l e s f o r OFC- s t u c y Co e n s u r e 

accura t e r e c o r d keep ing . 
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RHCOMMSNDATZONS 

ACCOntTTING 

• R e p o r t i n g o f l i n e pack 

L i n e pack r e f e r s to the change i n i n v e n t o r y o f E q u i t a b l e ' s 
d i s t r i b u t i o n system. Gas purchases c o u l d be a d j u s t e d f o r l i n e p a c k . As 
l i n e Back i nc r ea se s , i t causes a co r r e spond ing inc rease i n l i n e p r e s s u r e 
a n d a l s o an i nc rease i n i n v e n t o r y . UFG may be o v e r s t a t e d i f seme o f t h e 
s u p p l i e s a re i n the l i n e pack. I n t he f u t u r e t o t a l s u p p l i e s s h o u l d "be 
a d j u s t e d t o r e f l e c t t he changes i n l i n e pack. 

• Company W e l l s 

C u r r e n t l y , f i v e (5) o f the f o r t y - n i n e • (45) Ccmpany owned w e l l s 
have; m e t e r s . ~The volumes f rom the r ema in ing w e l l s are e s t i m a t e d each 
m o n t h w i t h t he Minu te Rise method. I n the f u t u r e t h e Company may want t o 
i n s t a l l meters a t those l o c a t i o n s where p r o d u c t i o n volumes can be 
s i g n i f i c a n t . Accura te measurements f r c m these w e l l s w i l l r educe t h e 
e r r o r a s s o c i a t e d w i t h UFG. 

• O p e r a t i o n a l Company Gas Usage 

S ince r e l a t i v e l y l a r g e volumes o f purge gas can be a s s o c i a t e d w i t h 

n o r m a l d i s t r i h u t i o n ooera t i ens , c o n s i d e r a t i o n should • be g i v e n t c 

i n c o r p o r a t e these volumes inco the accoun t ing records f o r c a l c u l a t i n g 

UFG l e v e l s . 

• Pneumatic Ins t ruments 

E o u i t a b l e con t inues to eva lua te the gas usage o f p n e u m a t i c 
i n s t r u m e n t s . Methods t o reduce gas losses a s s o c i a t e d w i t h t h e s e 
i n s t r u m e n t s are i n c o r r c r a t e d i n t o the des ign o f new f a c i l i t i e s , and 
e x i s t i n g f a c i l i t i e s are conver ted when e c o n c m i c a l l y z s a s m i e c r when r e 
des i c m i s ne cess a r / . 

:ZAKAC-E 

• Leak d e t e c t i o n Program 

The UFG s t u d y i n d i c a t e s t h a t E q u i t a b i e ' s c u r r s n ; 
„ - . r - *ec - -n i i ^ 1 ro^uc^nc Che number c f l eaks ar.c t he ca-t r c c r a m nas reen Si_ccsso-ui — L - , — -

l e s s as s c c i a t sd w i t h these 1 saxs An e a r l i e r s t u d y conduc ted i n 



1539 i n d i c a t e d t h a t approximaCely 565,322 Mcf was aCCribuCed t o Isakacre 
i n t h e d i s t r i h u t i o n system. Th is c u r r e n t s t u d y i n d i c a t e s t h a t 6 2 3 , 3 8 4 
Mcf i s t he r e s u l t o f leakage i n t h e d i s t r i h u t i o n system. A p o l v i n c 
f u r t h e r - i m p r o v e d l e a k d e t e c t i o n techn iques w i l l undoubted ly c o n t i n u e t o 
r e d u c e f u t u r e l eakage r a t e s . 

• Pennsy lvan ia One-Cal l Program 

Coacini ie t o a c t i v e l y p a r t i c i p a t e i n the Pennsylvania o n e - c a l l 
p r o g r a m . Th is p rogram e f f e c t i v e l y min imizes the number o f t h i r d o a r t y 
damages t o the Company's n a t u r a l gas p i p e l i n e s . 

• Temperature E f f e c t s 

I n s t a l l t empera tu re c o r r e c t i n g devices on r e s i d e n t i a l me te r s a t a n 
a d d i t i o n a l cos t o f a p p r o x i m a t e l y $15.00 p e r meter. ' Pennsy lvan i a has 
a p p r o x i m a t e l y 233,000 r e s i d e n t i a l cus tcmers . Assuming the me te r change 
c y c l e i s 20 y e a r s , t h e azinual cos t s a s s o c i a t e d w i t h t h i s r ecommenda t ion 
w o u l d be $174,753.00 

• Pressure E f f e c t s " 

C a l c u l a t e t h e ha r erne t r i e p re s su re f o r des igna ted e l e v a t i o n a r e a c 
w i r h i n t h e Pennsv lvan i a s e rv i ce t e r r i t o r y . T h i s would be s i m i l a r t o w h a t 
i s c u r r e n t l y done w i t h the B tu zones. The r e s u l t i n g b a r o m e t r i c p r e s s u r e s 
w o u l d t h e n h e - u s e d t o c a l c u l a t e a volume m u l t i p l i e r t o de t e rmine e a c h 
months usace. 

* Monetary I n c e n t i v e 

A. monetary i n c e n t i v e f o r 3^ p a r t y h o t l i n e t i p s , w i t h t h e 
s t i p u l a t i o n t h a t t h e f t must be d i s c o v s r e d i n o r d e r t o r e c e i v e t he c a s h 
r e w a r d . The i n f o r m a n t s shcuid remain ancnymcus, as f a r as anv c o u r t 
p r o c e e d i n g s are concerned, f c r t h e i r s a f e t y . 

* E s t i m a t i n g Unrepor ted T h e f t 

C u r r e n t I v , E c u i t a b l e Gas dees ne t i n c o r p o r a t e any methcdclccrv f o r 
e s t i m a t i n c u n r e o o r t e d cas t h e f t . Seme u t i l i t y ccitrpanies • use an c c c s 
r a t i o t e c h n i q u e , w h i c h uses s t a t i s t i c s o b t a i n e d i n p r ev ious s t u d i e s f r o m 
o c h s r ~ i 1 " i^c; ( i ^ c l u c i n c e l e c t r i c ) t o e s t i m a t e the p robab le amcunr c^ 
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u z i r e n o r t e d / m i d i s c a v e r s d s t o l e n g a s . These volumes ana i n c l u d e d i n t h e i r 
unaccounced f o r aas c a l c u l a t i o n s . Regardless o f wh ich method i s used , 
t h e amount o f u n r e p o r t e d t h e f t s h o u l d be cons idered f o r i n c l u s i o n i n 
f u t u r e unaccounted f o r gas s t u d i e s . 

• I n t e r n e t Websi te 

R e c e n t l y E o u i t a b l e Gas deve loped i t s I n t e r n e t w e b s i t e . G iven t h e 
s i t e ' s i n c r e a s i n a p o o u l a r i t y , t h e c o n s t r u c t i o n o f a "wanted" page, 
where cash rewards " f o r any i n f o r m a t i o n r e g a r d i n g s u s p i c i o u s t h e f t 
a c t i v i t y would be p o s t e d t o e n t i c e browsers t o r e p o r t t h e f t . I n 
a d d i t i o n , p i c t u r e s o f byoasses, and a n t i - t h e f t mechanisms ( such as s t o p 
l o c k s , n u t c u a r d s ) , ' and vacan t m a n i f o l d s should be d i s p l a y e d -so t h e 
o u b l i c knows" what t o l o o k f o r . An e s p l a n a c i c n o f what gas t h e f t i s , and 
"the c u r r e n t c r i m i n a l p e n a l t i e s , a s s o c i a t e d w i t h i t may s e r v e as a 
d e t e r r e n t . 

CONCLUSION 

Unaccounted f o r oas i s an unavo idab le s i t u a t i o n t h a t eve-.- :.: 
cas u t i l i t v .encounters . Anv r e d u c t i o n i n the amount o f unaccoun ted f o r 
cas f r o m a i v cause whatsoever , becomes a mcnetary s a v i n g and. c r e a t e s a 
"source o f a d d i t i o n a l revenue f o r t he Company. Eowever, any c o s t s t h a t 

a r e t o be absorbed by the custcmer must be taken i n t o c o n s i d e r a t i o n 
b e f o r e imo lemen t ina such a c t i o n s . I t has been the purpose o f t h i s r e p c r 

t o d e t e r m i n e the a c t u a l UFG l e v e l w i t h i n the E c u i c a b i e Gas Ccr-
d i s t r i b u t i c n svstem and co e v a l u a t e the major f a c t o r s c c n t r i b u c ^ j c~ 
i t . The cechnicues and me chads prcpcsed and used i n t h i s r e p o r t g i v e 
r e a s o n a b l e r e s i l e s wh ich s h c u i d be improved upon and r e f i n e d as. -v^r« 

e x o e r i e n c e *s aa ined . Th i s scudy w i l l be used Co deve lop an e f f e c t i v e 
o r c o r a m f o - c o n t r o l l i n c and r e d u c i n g the losses a s s o c i a t e d w i t h L , G . 
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Schedule JDM-10 

EQUITABLE GAS COMPANY 

Adjustment to PGC Rates to Credit VPEM 
Storage Management Fee 

Item Amount 

VPEM Fee $2,600,000 

less: Capacity Release (560,000) 

Net Credit $2,040,000 



Schedule JDM-11 

EQUITABLE GAS COMPANY 

Summary of Imbalances Carried on Equitrans 
(Dth) 

Ending Monthly 
Month Balance Change 

March 2005 (218,742) 
April 45,487 264,229 
May 449,896 404,409 
June 536,828 86,932 
July 673,038 136,210 
August 883,568 210,530 
September 799,350 (84,218) 
October 83,134 (716,216) 
November 417,161 334,027 
December (343,778) (760,939) 
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PREPARED DIRECT TESTIMONY OF 
' TIMOTHY W. MERRILL 

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

2 A. My name is Timothy W. Merrill. My business address is NRG Energy Center 

3 Pittsburgh LLC ("NRG" or "Company"), 111 South Commons, Pittsburgh, PA 

4 15212. 

5 

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

7 A. I am employed by NRG as its Vice President and General Manager. In this 

8 capacity, I am responsible for all aspects of the business of making, distributing, 

9 and selling steam, hot water, and chilled water. These responsibilities include 

10 procuring the necessary fuels at the lowest price, overseeing the operational 

11 management of the facility, maintaining customer relations, and being responsible 

12 for all regulatory affairs. 

13 

^ j 14 Q. How long have you been NRG's General Manager? 

15 A. I have been General Manager for almost three years. 

16 

17 Q. Do you have previous experience in the energy business? 

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

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

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

22 

23 Q. What is the purpose of your testimony in this proceeding? 

24 A. The purpose of my testimony is to describe NRG's service territory and customer 

25 base, its Delivery Service Agreement ("DSA") with the Equitable Gas Company, 

26 Inc.("Equitable"), and the reasons why the DSA is in the public interest. 

27 
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1 Q. Why has NRG intervened in this proceeding? 

2 A. NRG intervened in this proceeding because, in Equitable's 2005 1307(f) 

3 proceeding, issues were raised concerning the fact that (1) Equitable had, in 

4 compliance with its tariff, negotiated certain discounts and waivers of charges and 

5 contracts with its natural gas transportation customers; (2) Equitable had 

6 apparently sought recovery from its purchased gas cost customers ("PGC 

7 Customers") of waived charges and discounts it accorded some of its 

8 transportation customers; and (3) on a forward-going basis, the Commission put 

9 Equitable on notice that it would have to justify recovery of discounted or waived 

10 charges from its PGC Customers in a future 1307(f) proceeding. In the 

11 Commission's Order at R-00065250, however, the Commission identified 

12 categories of delivery service customers where the public interest might justify 

13 Equitable's continued recovery of discounted and waived charges from its PGC 

14 Customers. As I explain below, NRG believes that its DSA is in the public 

15 interest and supports Equitable's position that it should be allowed to collect 

f ) 16 discounted and waived charges from its PGC Customers in the future. 

17 

18 Q. Are you familiar with the testimony of Equitable's witness John M. Quinn that 

19 was prefiled in this proceeding? 

20 A. Yes, Tarn. 

21 

22 Q. Is NRG identified in Mr. Quinn's testimony? 

23 A. Yes, NRG is identified as "Customer No. 3. 

24 

25 Q. I am showing you a document that has been marked for purposes of identification 

26 as NRG Exhibit No. 2. Can you identify that document? 

27 A. Yes. It is a copy of NRG's DSA with Equitable. 

28 

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

30 highlight what charges have been waived or discounted? 

( ) 
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, " 1 A. Yes, retainage is $.06/Mcf. Balancing and transition charges are waived. And, 

2 the transportation rate is discounted from the maximum rate to $0.80/Mcf plus 

3 annual escalation. I would note that, in exchange, NRG committed to using 

4 natural gas for the production of its steam, and chilled and hot water, as opposed 

5 to using its alternative fuel(s). 

6 

7 Q. What is the term of the contract? 

8 A. Ten (10) years. 

9 

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

11 A. Yes, he does. 

12 

13 Q. Does Mr. Quinn acknowledge that the DSA with NRG provides positive benefits 

14 to Equitable's other customers? 

15 A. Yes, he does. 

O 16 

17 Q. Mr. Quinn states that NRG faced a probable loss of load without the discounts 

18 and that NRG was prepared to provide evidence of that to the Commission. Are 

19 you providing such evidence? 

20 A. Yes, I am. 

21 

22 Q. Please describe NRG's customer base. 

23 A. NRG provides steam and hot and chilled water service to commercial customers 

24 located on Pittsburgh's North Side. NRG serves 17 customers (in 28 buildings) in 

25 Pittsburgh's 22n d Ward and its serves one location ~ the Camegie Science Center 

26 ("CSC") - in Pittsburgh's 21 s , Ward. 

27 

28 Q. Describe NRG's eighteen (18) customers in more detail. 

29 A. NRG's customer base is composed, in predominant part, of eleemosynary and 

30 non-profit or educational institutions. Its biggest customer, comprising almost 

( ) 31 50% ofits load and revenues, is the Allegheny General Hospital ("AGH"). This 
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" ^ 1 hospital is a quaternary care hospital, a major teaching hospital and its Stage 1 

2 Shock Trauma Center was the first one in the region. I have included, as NRG 

3 Exhibit No. 3, more information about AGH. 

4 As I stated above, NRG provides service to the Camegie Science Center, a 

5 non-profit institution providing educational learning exhibits and experiences. I 

6 have included as NRG Exhibit No. 4 more information about CSC. 

7 We provide service to the Community College of Allegheny County, the 

8 Carnegie's Warhol Museum, Allegheny Center Alliance Church, a Kindred 

9 Healthcare hospital, PNC Park, a Pittsburgh School District elementary school, 

] 0 and the local post office. We also provide services to several commercial 

11 properties, Allegheny Center and Foster Square Apartments. 

12 

13 Q. What is Allegheny Center? 

14 A. Allegheny Center is an urban redevelopment project that was developed in the 

15 early 1960's. Originally, it provided apartment living space, office space, and 

16 retail shopping establishments (departments stores, a grocery store, etc.) within a 

17 enclosed mall. Unfortunately, for a number of reasons, the project did not take 

18 off as the developers planned. The shops and stores moved out and office building 

19 vacancy rates have been high for years. 

20 

21 Q. Describe the North Side as a community and economic base. 

22 A. Pittsburgh's North Side was once a separate city, Allegheny City, that was 

23 forcibly annexed to Pittsburgh in the early years of the 20th Century. Over the 

24 years, it has not flourished economically as has downtown Pittsburgh. While 

25 economically depressed may be too harsh a characterization, it has not attracted 

26 growth and development. Such development that is only recently occurring as a 

27 result of the construction of the new baseball park (PNC Park, a customer) and the 

28 new football stadium (Heinz Field, not a customer) has had to be given a new 

29 appellation - North Shore - in order to differentiate itself from the North Side's 

30 pejorative image in order to attract businesses and the public. The dividing line 

( ) 31 between the two is an elevated highway and train track. In the end, I have to say 
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^ 1 that a common characteristic of NRG's customers is financiai uncertainty. NRG's 

2 six largest customers account for 92% ofits steam and chilled water sales. Of 

3 these six, three are non-profit organizations (AGH, CCAC, Camegie Museums), 

4 and three are, while for-profit organizations, either in marginally profitable 

5 industries (Kindred Healthcare) or are themselves marginally profitable 

6 (Allegheny Center and the Pittsburgh Pirates). 

7 

8 Q. Under what rates does NRG serve AGH and CSC? 

9 A. NRG has recently signed new contracts with both AGH and CSC. NRG has a 

10 tariff rate that allows it to negotiate rates that are discounted from its full cost rate, 

11 i.e.. Rate 3. We have to use Rate 3 in situations where NRG is competing for our 

12 customers or prospective customers with other heating and cooling service 

13 providers or energy service companies ("ESCOs"). 

14 

15 Q. Was NRG competing with ESCOs when it negotiated its contracts with AGH and 

( ) 16 the CSC? 

17 A. Yes. We were in head-on-head competition with Constellation Energy Services 

18 for the hospital's business. It took us about five (5) years to consummate our 

19 contract with AGH. AGH, like all healthcare institutions, is under extreme 

20 pressure to hold costs down. Therefore, it was duty bound to make sure that it 

21 was receiving the most economical heating and cooling services. In the end, 

22 NRG was told that the economic comparison was pretty close. 

23 

24 Q. How were you able to close the deal with AGH? 

25 A. A critical element of the price NRG could offer AGH was the transportation 

26 contract I was able to negotiate with Equitable. The negotiated transportation 

27 costs in that contract dramatically reduced NRG's total fuel costs, and those 

28 reductions are passed along directly to AGH and the other customers. Indeed, it 

29 was those fuel cost reductions, and other potential fuel cost reductions to be 

30 gleaned from certain capital investments that I believe were responsible in 

( ) 31 allowing our proposal to be successful over that of our competition. 

12-1127.1 5/19/06 



1 
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2 Q. What would have happened to NRG had it not retained the hospital as a 

3 customer? 

4 A. f am sure that the loss of the hospital would have so severely affected our 

5 revenues that NRG would have started on a death spiral. A good example of 

6 recent death spiral in the district energy industry is what recently happened to 

7 Community Central Energy Company in Scranton (which is just now - after years 

8 of being in the death spiral - terminating its business). With AGH being such a 

9 large portion of NRG's load, the necessary increase in charges to remaining 

10 customers would have forced them, one by one, to leave the system. The 

11 incremental cost to such customers of installing their own heating and cooling 

12 equipment, let alone the environmental consequences of many more energy 

13 conversion plants, is simply not in the public interest. 

14 

15 Q. How important were the discounts negotiated in the DSA with Equitable to 

j 16 NRG's ability to retain customers.? 

17 A. As I said, I believe those discounts were critical to NRG's survival, especially to 

18 our ability to retain AGH. When I arrived, there seemed to be a general consensus 

19 among customers that AGH was leaving the NRG system and was about to erect 

20 its own boiler house and chiller plant. 

21 

22 Q. Was the DSA essential to stabilizing NRG's existing infrastructure arrangements 

23 on the North Side? 

24 A. Yes. Again, i f the hospital left us, it would have had a negative ripple effect on 

25 all of our customers. 

26 

27 Q. Is the same situation true with respect to the CSC? 

28 A. The same is true. Negotiating a better transportation arrangement with Equitable 

29 allowed NRG to reduce fuel costs, thereby directly keeping the CSC's energy 

30 costs more manageable for them. 

U 
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i I Again, both of these customers are non-profit institutions — entities that 

2 are critical to keeping the North Side a viable community 

3 

4 Q. How does DSA affect NRG's other customers? 

5 A. It effects them in the same way. The DSA produced savings that flow directly to 

6 the religious institution, community college, etc. These institutions, and their 

7 survival, are the key to keeping the North Side from totally falling apart. 

8 

9 Q. Equitable witness Quinn notes that NRG has the present capability to use 

10 alternative fuels. Is this correct? 

11 A. Yes. NRG has burned #2 fuel oil in the past and could do so in the future. 

12 Several years ago, while we were trying to negotiate a new transportation 

13 arrangement with Equitable, because NRG's air quality permit allows the burning 

14 of #2 fuel oil only upon gas emergencies, I sought permission from the Allegheny 

15 County Health Department ("ACHD") (the air quality regulator) to be able to 

) 16 bum oil. NRG subsequently obtained from ACHD an amendment to its operating 

17 permit if certain equipment were installed. In the DSA, I gave up that pending 

18 ability to bum oil on a regular basis. Further, i f NRG were to bum #2 oil instead 

19 of gas, there certainly would be a negative effect on the rest of Equitable's 

20 customers because the revenue attributable to NRG would be lost and would have 

21 to be made up by the remaining customers. It, therefore, is not in Equitable's 

22 customers' interest for NRG to bum #2 oil. Another alternative fuel is electricity. 

23 In the DSA, NRG committed to not installing any more electric driven chiller 

24 capacity apart from that being put in place this year. 

25 

26 Q. So, again, do you agree with Equitable Wimess Quinn' opinion on p. 10 of his 

27 testimony, that NRG's DSA provides positive benefits to Equitable's customers? 

28 A. Yes, I do. 

29 
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1 Q. Are there any other reasons why you believe Equitable should be allowed to 

2 recover waived and discounted charges associated with NRG's contract from its 

3 PGC customers? 

4 A. Yes, there is one more. 

5 

6 Q. What is it? 

7 A. Given my almost thirty-five (35) years of experience in this industry, I am 

8 convinced that, not only are Equitable's basic transportation rates excessive, but 

9 NRG's transportation rate itself provides a substantial return (far above its 

10 average rate of return) to Equitable, and that NRG is, for all intents and purposes, 

11 actually subsidizing Equitable's PGC customers when it pays its negotiated rate 

12 of$.80/Mcf. 

13 

14 Q. On what do you base that conclusion? 

15 A. As I have said, I have been in this industry for a long time. 1 began negotiating 

{^J 16 transportation rates with gas utilities when they first began in the 1970's. In the 

17 1980's and 1990's, as a consultant and a gas marketer, I negotiated transportation 

18 rates with utilities from Illinois to Michigan, to West Virginia and Ohio, through 

19 Pennsylvania, and up into New York and New England. My long familiarity with 

20 industrial users has made me fully acquainted with what large volumes customers 

21 pay their utility for transportation. Prior to joining NRG, I once installed a bypass 

22 of a LDC to an interstate pipeline because the LDC refused to negotiate 

23 transportation rates. While it has been a while since I have seen an LDC cost of 

24 i service study, I saw enough years ago to know that transportation rates of between 

25 $0.15 and $0.30 provided an adequate (at or above system average) rate of return 

26 for loads (and load factors) comparable to that of NRG. Hence, when I became 

27 aware that Equitable was charging a rate of $0.30 to a neighboring district energy 

28 facility, I was not surprised that that facility felt it was paying too much (relative 

29 to what it actually cost Equitable to transport its gas). Equitable would say that 

30 their rate was that low because that facility had a competitive alternative, an 

( ) 31 alternative that the facility ultimately utilized when it left the Equitable system. 
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^ 1 However, I believe that were a cost of service study to be performed of that 

2 facility's impact on the system, the facility would be providing an adequate return 

3 to Equitable. 

4 

5 Q. Please summarize the reasons why it is in the public interest for Equitable to be 

6 allowed to collect discounts and waived charges associated with NRG's DSA 

7 from its PGCs. 

8 A. There are five primary reasons: 

9 1. As Mr. Quinn and I both demonstrate, Equitable's customers are not 

10 subsidizing NRG's service, irrespective of the discounts. 

11 2. NRG is an established provider of district heating and cooling services 

12 on the North Side of Pittsburgh. The North Side is a community 

13 struggling to reemerge as a vibrant economically viable neighborhood. 

14 AH its fuel costs are passed on to its customer base which is composed 

15 primarily of health, educational and other eleemosynary institutions. 

(^J) 16 As I see it, keeping NRG's rates down is an economic development 

17 issue. 

18 3. NRG has relied on its negotiated transportation rates with Equitable to 

19 negotiate contracts with its large customers. 

20 4. NRG can bum #2 fuel oil. If it does so, all revenue from NRG would 

21 be lost to Equitable's remaining customers. 

22 5. Equitable's transportation rate to NRG is significantly higher than 

23 industry norms. 

24 

25 Q. Do you believe the public interest reasons just stated adequately justify the 

26 continuation of NRG's DSA with Equitable Gas? 

27 A. Yes. I believe, moreover, that there is one more reason why the DSA is in the 

28 public interest. Given a twenty (20) year old Commission policy that encouraged 

29 utilities to compete with one another to attract and maintain load, NRG and 

30 Equitable entered into a commercial transaction. While I understand that times 

( ) 31 have changed, and that while it may be desirable to preclude such competition 
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i j I going forward. I don't think the Commission should be oblivious to the 

2 commercial consequences of historical transactions that stemmed from its earlier 

3 actions. Equitable's attempt to cancel the DSA with NRG is but one example of 

4 such a commercial consequence. 

5 Indeed, 1 believe other commercial consequences of high gas costs should 

6 be explored by the Commission along with its changing the permissive gas-on-gas 

7 competition (ending the "Gas Wars") strategy. For example, in a high cost gas 

8 world, the BTU content of gas can no longer be ignored. For years, the 

9 Commission has not enforced a rigorous policy with respect to Equitable's testing 

10 and verifying BTU content. Those customers, such as NRG, which buy gas on a 

11 dth basis but have it transported on a MCF basis cannot afford to have Equitable 

12 verify the heating content of the gas on a less than rigorous verification schedule. 

13 Similarly, in a high gas cost world. Equitable should have to verify and manage 

14 on an ongoing basis what its retainage factor is. Accepting "Line loss and 

15 unaccounted for gas" without a rigorous examination of the actual amounts 

( J 16 should not continue. Indeed, Equitable should be given a financial incentive by 

17 the Commission to drive this percentage down. Along with the maintenance of a 

18 24X7 delivery system, the minimization of line loss should be a key management 

19 objective. My interaction with the industry over the years suggests to me that, in 

20 the case of Equitable, there has been little or no attention to this very costly - in a 

21 high gas price world - management issue. 

22 

23 Q. Does that complete your testimony? 

24 A. Yes, it does. 

i ) 

1241 J7.I 5/19/06 J Q 



NRG EXHIBIT "1" 



o 

NRG Exhibit No. 1 

Educational and Professional Experience 
Of 

Timothy W. Merrill 

Graduated from Yale University, BE - Metallurgy 

Graduated from University of Pittsburgh, MBA 

Employed in several steel mills in operations and maintenance capacities 

Corporate energy purchaser (natural gas, electricity, fuel oil, industrial gases) for 
five (5) steel mills, which led to the submittal of testimony to various state 
commissions, and the predecessor to the FERC, about natural gas and electricity 
curtailment plans, and the making of energy policies 

Founded Industrial Energy Services Company, one of the country's first natural 
gas marketing companies in 1976 which I owned and operated for seventeen (17) 
years 

Participated in the development of the spot gas market through the submittal of 
comments and testimonies at various state commissions and FERC 

Created and led as an Executive Director the predecessor to the Pennsylvania 
Independent Oil and Gas Association 

Consulted with independent producer and industrial end users about energy 
policies, and gas transportation rates 

Formed Competitive Energy Services Company, a consulting company for gas 
and power marketing companies which led to participation in the development of 
competitive energy markets in a number of states 

Joined NRG Energy Center Pittsburgh in 2003, as Vice President and General 
Manager 

U 
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NRG Exhibit No. 2 

Equi table Gas Company Delivery Service Agreement 

THIS AGREEMENT ("Agreement") is made as of ihe 5* day of May 2005. by and between EQUITABLE GAS COMPANY, a 
division of Equitable Resources, Inc.. having its principal offices at 200 Allegheny Center Mall, Pittsburgh, Pennsylvania 15212-5352. 
(hereinafter called "Equitable") and NRG ENERGY CENTER PITTSBURGH, LLC, having its principal offices at H I South Commons 
Avenue. Pittsburgh, PA, 15212 (hereinafter called "NRG"). As used in (his Agreement, Equitable and NRG are also referred to herein 
individually as a "Party" and collectively as the "Parties". 

NRG and Equitable, intending to be legally bound, and in consideration of the promises contained herein, agree as follows: 

1. Ddrvtry Service. NRG will furnish natural gas to Equitable, at the Receipt Point(s) set forth on Exhibit A, and Equitable will 
deliver natural gas to NRG (hereinafter called "Delivery Service"), at the Delivery Point(s) set forth on Exhibit B, atlached hereto and 
incorporated by reference herein. Delivery Service shall be in accordance with the provisions of Equitable's currently efTeciive Schedule of 
Rates, Rules and Regulations for Gas Service on file with the Pennsylvania Public Utility Commission (hereinafter called "Commission"), as 
the same may be amended or superseded in accordance with the rules and regulations of the Commission. The maximum daily quantity 
(hereinafter called •'MDQ") of natural gas that Equitable shall be obligated lo deliver for NRG, the designation of the Delivery Poini(s) ai 
which Equiiable shall deliver or cause gas to be delivered to or for NRG, and the Receipt Point(s) at which NRG shall deliver or cause gas to 
be delivered io Equitable, are set forth in Exhibits A and B, as the same may be amended from time-to-time by written agreement of the 
parties hereto. NRG will purchase all ofits requirements for natural gas delivery service from Equitable. 

2. Nominations. NRG or its designee shall request that Equitable deliver to NRG, at the Delivery Point(s), specific quantities of 
natural gas by contacting Equitable and requesting deliveries up to its MDQ. Al l nominations shall be made in accordance with Equitable's 
nomination procedures as amended from time-to-time. Nominations must be in writing using the designated form of Equitable or entered on 
the Equitable's Electronic Bulletin Board. 

3. Delivery Rale. Equitable will provide Delivery Service to NRG under Equitable's currently effective Rate Schedule GDS on file 
with the Commission, and/or any new or superseding rate schedule, or like schedule as may be renamed from time-to-time (hereinafter called 
"Rate Schedule GDS"). NRG will pay Equitable for Delivery Service in accordance with the terms set forth under Part B, Delivery Rate, on 
Exhibit A. 

4. Term/Right to Match. The Initial Term of this Agreement shall be set forth in Exhibit A. Unless terminated upon at least forty-
five (45) calendar days' written notice by either party prior to the end o f the Initial Term, or any extension thereof (the "Current Term"), this 
Agreement shall renew for successive additional one-year terms. Termination shall be effective as of the last day of the last billing month of 
the applicable Initial or Current Term. Equitable shall have the right, but not the obligation, to extend this Agreement by matching any 
written bona fide offer received by NRG from a competing entity to provide natural gas delivery service. NRG must provide this competing 
offer to Equitable no later than 1/1/2014. Equitable will advise NRG ofits decision to match the terms and conditions of the competing offer 
no later than 2/1/2014. In the event Equitable elects to match the competing offer, NRG agrees to extend this Agreement pursuant to those 
terms and conditions. 

5. Warranty of Title & Gas Quality. NRG warrants that it will have good title to all natural gas delivered to Equitable for 
transportation, and that it will indemnify Equitable and save it harmless from all suits, actions, debts, accounts, damages, costs, losses and 
expenses arising from or out of adverse claims of any and all persons to said gas. 

6. Gas Qualify. Natural gas delivered for NRG shall conform to the quality standards of Equitable's Engineering Specification 86-1-
036, or any subsequent revisions thereof. Equitable shall have the right to refuse to accept any non-conforming gas, including any gas of a 
total healing value of less than 1,000 Btu per cubic foot. Should any non-conforming gas enter Equitable's facilities and cause damage to 
metering, regulating or other equipment, or interruption of service. NRG shall reimburee Equitable for the reasonable costs to repair such 
damage and for any related and reasonable costs which Equitable may incur to restore service or to repair facilities to its customers, including 
payments made by Equitable to customers in settlement of claims arising out of such occurrence. 

7. Billing and Paymcot, 

a. Equitable's bill for service shall be rendered monthly, in electronic format. 

b. NRG will pay Equitable its bill in ftill no later than two (2) business days after the date on which NRG received the bill 
electronically. 

c. I f Equitable does not receive payment in full of its bill within five (5) business days after the date on which NRG received 
the bill electronically, a late payment charge of 1.5% per month wil l be applied to the unpaid portion, pro rated daily, until 
the bill, including accumulated.late payment charges, has been paid in full . 
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d. I f Equitable docs not receive payment in ful l o f its bill wi th in thirty (30) calendar days after the date on which NRG 
received the bil l electronically. NRG shall be in default o f this Agreement and this Agreement may be terminated at 
Equitable's option, upon thirty (30) calendar days' prior written notice to NRG. 

c. Equitable wi l l read NRG's meters on a monthly basis and w i l l make reasonable efforts to do so on the nexl to the last 
business day o f each month. 

f. I f NRG. in good faith, disputes any portion o f Equitable's b i l l . then, notwithstanding the above, NRG shall pay only ihe 
undisputed portion in accordance with the terms set forth above and shall notify Equitable in wri t ing o f the amount that 
NRG disputes and the reasons for the dispute. Imeresi on the disputed portion shall accrue from the sixth (6*) business 
day after the date on which NRG received the disputed bi l l electronically until the date o f payment o f the disputed portion 
o f the bil l ( i f payment o f the disputed portion is agreed to by the Parties or required by resolution o f their dispute) at a 
monthly rate equal to 1.5%, pro-rated daily. I f NRG's dispute cannot be resolved by the Parties within ninety (90) 
business days fo l lowing NRG's written notice o f the dispute, then either Party may refer the dispute to arbitration pursuant 
to Section 17. 

8. Financial Responsibil i ty. If, in Equitable rs reasonable opinion, the financial responsibility o f NRG has become impaired, then as 
a condition to Equitable's continued performance, NRG may be required to furnish a satisfactory guaranty, letter o f credit, security deposit, 
prepayment or other security. In the event NRG (a) fails to furnish such satisfactory security, (b) fails to cure a default under the terms o f this 
Agreemenl wi thin three (3) business days o f demand, or (c) becomes bankrupt or insolvent however evidenced, then Equitable shall have the 
right to suspend or terminate ils services hereunder wi th regard to any and all transactions with NRG. The foregoing right shall be in addition 
to any other rights or remedies Equitable may have, including recovery o f any monetary losses on transportation and recovery of reasonable 
anomeys' fees. Each Party reserves the right to set o f f any amounts i l owes the other Party under this Agreement against amounts the other 
Party owes hereunder. Each Party authorizes the other Party to recover all costs associated with the collection o f debts from the authorizing 
Party, including, without l imitation, reasonable allomeys' fees and collection agency fees. In order to assess financial responsibility, NRG 
agrees to provide financial statements and other reasonably requested credit information at a minimum on an annual basis. 

9. Force Majeure . I f by reason o f Force Majeure, either Party is prevented, whol ly or in part, from carrying out its obligations under 
this Agreement, such Party shall be excused from performance hereunder during the continuance o f any inability so caused. "Force Majeure" 
shall mean any occurrence or condition that is not reasonably within the control o f the Party affected. Notwithstanding the foregoing, 
changed market conditions or other general economic causes are nol Force Majeure events. The affected Party shall notify the other Party o f 
a Force Majeure event as soon as reasonably possible. 

10. Subjugat ion. This Agreement and the respective obligations o f the Parties hereunder are subject to (a) valid laws, orders, rules and 
regulations o f duly constituted authoriiies having jurisdiction and (b) Equitable's tar i f f on fi le wi th the Commission, as amended from time-
lo-time. In the event o f any conflict between this Agreement and (a) the Pennsylvania Public Uti l i ty Code or other statutory provision; (b) 
any regulation or order o f the Commission; or (c) Equitable's applicable tar i f f provisions, items " a " through " c " shall govern, in that order o f 
precedence, as to the conflict. 

11. Renegotiat iop/Early Termina t ion . I f any material term (as defined below) o f this Agreement is rendered either illegal or 
unenforceable by the (a) enactment o f a Pennsylvania statutory provision or Commission regulation, (b) issuance o f an order by any 
Pennsylvania or federal court, (c) entry o f a Commission order, or (d) change in Equitable's tariff, such that the economic value o f ihis 
Agreement to either Party is materially and adversely affected, then Equitable and NRG agree to negotiate in good faith an amendment to this 
Agreement or a new Deliveiy Service Agreement to address the effect o f any such occurrence. I f the Parties are unable to agree to an 
amendment or a new Delivery Service Agreement wi thin thirty (30) calendar days fol lowing the occurrence that led to such negotiations, 
either Party thereafter may terminate this Agreement upon written notice to the other Party. I f Equitable elects to terminate. Equitable must 
give at least 90 days' prior written notice to NRG. Any such termination shall be effective as o f the date set forth in ihe Party's written 
notice. For purposes o f this section, "material term" is defined as each o f the terms set forth under Part B, Delivery Rate, on Exhibit A . 

12. Representations. Each Party represents and warrants to the other Party that, on the date hereof: (a) it is duly organized, validly 
existing and in good standing under the laws o f the state in which it is domici led; (b) it possesses all power and authority necessary for i l to 
enter into this Agreement and to perform its obligations hereunder; (c) this Agreement constitutes the legal, valid and binding obligation o f 
such Party enforceable against it in accordance with the respective terms hereof; (d) the execution, delivery and performance hereof w i l l not 
cause such Party to be in violation o f any other agreement or law, regulation, order, court process or decision to which il is a Party or by 
which it or its properties are bound or affected; (e) it is not relying upon any representations (whether written or oral) o f the other Party other 
than the representations expressly set forth in this Agreement; and (f) it has all regulatory authorizations, certificates and documentation as 
may be necessary and legally required for it to execute and deliver this Agreement and to perform its obligations hereunder. 

13. Assignment. Neither party may assign this Agreement without the express written consent o f the other Party. Notwithstanding the 
foregoing, either Party may assign this Agreement to a successor in interest to all or substantially all o f the business assets o f that Party 
without the other's prior written consent. 

GDS-00065 

DD - Page 2 Of 6 
112387.3 



o 

14. ConfidtPtifllift- The terms and conditions of ihis Agreement and all information exchanged by the Parties or acquired by them in 
connection with Iheir negoiiaiion and performance under this Agreemenl shall be kept confidential by the Parlies. If any of the terms and 
conditions of this Agreement or other confidential information are required lo be disclosed by law or by order of a court or govemmenial 
authority having proper jurisdiction, the Party being required to disclose shall make every effort to request and retain the confidentiality of 
the terms and conditions of this Agreemenl or other confidential infonnation and, in particular, the Right to Match set forth in Section 4 and 
the Delivery Rate set forth in Part B of Exhibil A, to the maximum extent permitted by law. Nothing contained rn this Agreement shall 
preclude either Parly from disclosing any of the foregoing to its financial and legal advisors, lenders, or employees who have a need lo know, 
subject to these same conditions of confidentiality. 

15. Notices. All notices or other written communicalions required or permitted by this Agreemenl shall be sent by overnight mail, as 
follows, and, unless olhtfrwise provided in this Agreemenl, shall be deemed to have been given upon receipt: 

a. If to Equitable: Director, Sales and Marketing 
Equitable Gas Company 
225 North Shore Drive 
Pittsburgh, PA 15212-5861 

b. If to NRG: General Manager 
NRG Energy Center Pittsburgh, LLC 
111 South Commons Avenue 
Pittsburgh, PA 15212 

16. Miscellaneous. 

a. No modification of the terms and provisions of this Agreemenl shall be or become effective except by the execution of 
written amendment by both Parties. 

b. The interpretation and performance of this Agreement shall be in accordance with the laws of ihe Commonwealth of 
Pennsylvania. 

c. This Agreement may be executed in multiple counterparts (including, without limitation, those transmitted via facsimile), 
each of which shall constitute an original, and all of which together shall constitute one and the same instrument. 

d. This Agreement constitutes the entire Agreement and supersedes any prior agreements or understandings, written or oral, 
between the Parties with respect to the subject matter hereof. Delivery Service Agreement. 

17. Arbitration. Any controversy or claim arising out of or relating to this Agreement, or the breach thereof, shall be resolved by 
binding arbitralion in accordance with the commercial arbitralion rules of the American Arbitration Association ("AAA"). Judgment upon 
the award rendered by the arbitrators may be entered in any court having jurisdiction thereof. In any arbitration under this Section, each 
Party shall appoint one (I) arbitrator and the Parties1 appointees then shall appoint a third, neutral arbitrator within thirty (30) days in 
accordance with the AAA's rules. The third, neutral arbitrator shall be a person who has at least five (5) years of experience in the natural 
gas industry. All arbitration hearings shall be held in Pittsburgh* Pennsylvania, unless the Parties agree otherwise. The Parties shall maintain 
the confidentiality of all arbitration proceedings conducted under this Section, including the arbitrators' decision, in accordance with Section 
14, except to the extent necessary to enforce the arbitrators' decision before a court or regulatory agency. 

NRG ENERGY CENTER PITTSBURGH, LLC EQUITABLE GAS COMPANY, 
jr\ f ) a division of Eqyi^ble Rcsourpfs, Inc. 

Signature: Y fc^J H M ,Y \ t ^ - t 

( J 

Signature: fy&dit'J 

Name: Timothy W. Merrill Name: Randall Crawford 

Title: General Manager Title: President, Equitable Gas Company 

Date: \ / \ ( ^ jT", 2*>C> ̂  Date: 
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Exhibil A to 

Equitable Gas Company DeJivery Service Agreement 

NRG acknowledges and agrees lhal Equitable will provide the Delivery Service as defined in ihe Agreement and set forth below: 

A. INITIAL TERM 

The Agreement shall commence on 5/1/2005 and continue in full force and effect through 4/30/2015. 

B. DELIVERY RATE 

Except as provided otherwise below, for each Mcf of gas delivered to the Delivery Poinlfs) shown on Exhibit B, NRG will pay 
Equitable a delivery rate set forth in Rate Schedule GDS, subject to the provisions of Section 3 of ihe Agreement. 

For the period extending from 5/1/2005 through 4/30/2010: 

• The delivery rale for the first 90,000 Mcf of usage each month shall be $0.80/Mcft inclusive of shrink equal to $0.06/Mcf. 
• The delivery rale for monthly usage in excess of 90,000 Mcf shall be $0.41/Mcf, inclusive of shrink equal to $0.06/Mcf. 

For the period extending from 5/1/2010 through 4/30/2015: 

• The delivery rates for the first 90,000 Mcf of usage each month shall be the following, inclusive of shrink equal to 
$0.06/Mcf: 
- J0.82/Mcf for 5/1/2010 through 4/30/2011 
- $0.84/Mcf for 5/1/2011 through 4/30/2012 
- $0.87/Mcf for 5/1/2012 through 4/30/2013 
- $0.90/Mcf for 5/1/2013 through 4/30/2014 
- $0.93/Mcf for 5/1/2014 through 4/30/2015 

• The delivery rale for monthly usage in excess of90.000 Mcf shall be $0.4I/Mcf, inclusive of shrink equal to $0.06/Mcf. 

For the entire term extending from 5/1/2005 through 4/30/2015: 

• Should NRG install and operate gas-fired power generation equipment such that NRG's monlhly gas usage exceeds 90.000 
MCF per month for three consecutive months. Equitable and NRG agree to renegotiate a delivery rate below $0.41/Mcf 
(inclusive of shrink) for the unexpired term of this Agreement. 

• NRG shall no£ elect Firm Standby service. 
• Balancing shall be waived. 
• Transition shall be waived. 
• Shrinkage shall be equal to $0.06/Mcf, as included in Equitable's delivery rates to NRG. 
• Applicable Btu Conversion shall apply. 
• The monthly service charge shall be fixed at $1,743.00 for all meters currently served under this Agreemenl. 
• During the term of this Agreement, NRG agrees not to consume any fuel oil, propane, or geothermal energy for the 

purpose of producing steam, hot water, or chilled water, except in the event of Force Majeure or other interruption of 
natural gas deliveries by Equitable. Additionally, NRG agrees not to install any electric-powered equipment that would 
displace Equitable's natural gas deliveries to NRG during the term of the Agreemenl, except for the third electric chiller 
project scheduled to be installed by NRG during 2005. If NRG engages in any of ihe foregoing activities, other than ihe 
exceptions noted, Equitable's deliveries io NRG will be billed at the maximum delivery rates specified in Rate Schedule 
GDS until such time as NRG ceases the impermissible activity. Additionally, NRG will be subject to damages equal to the 
mathematical product of the volumes of Equitable's delivery service thai were displaced by the impermissible activity and 
the difference between the maximum GDS delivery rate and the applicable delivery rates set forth tn this Agreement. 

:. NRG S CURRENT ESTIMATE OF DELIVERIES (In McO 
(For information on/y) 

Month Volume Month Volume Month Volume Month Volume 
Jan 78,500 Apr 51,100 Jul 75,600 Oct 47.500 
Feb 66,800 May 55,600 Aug 81,000 Nov 48,600 
Mar 61,500 Jun 73,900 Sep 63,500 Dec 72,400 
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D. MAXIMUM DAILV QUANTITY (MDQ) 

NRG's MDQ is 5000 Mcf. 

E. POINT (S> OF RECEIPT AND DELIVERY 

The Poinl(s) of Receipt for all gas to be received from NRG for transportation by Equitable hereunder shall be at either Tepe 
Measuring Station, Jefferson Borough, Allegheny County, or at Pcterman's Comer Regulating Station, Penn Hills Township, 
Allegheny County, or at various district regulators along Equitrans, LPH-152 line. All gas shall be delivered to NRG at the 
delivery point(s) shown on Exhibit B. 

NRG ENERGY PITTSBURGH, LLC EQUITABLE GAS COMPANY, 
' s\ si Asi ^ /~\ a d ' v ' s ' o n 0 f Equitable Resources, Inc^ . -

Signature: 
/ ^ < W M / ^ U Signature: Rcr,cJ<vA ^ L U M 

Name: Timothy W. Merrill Name: Randall Crawford 

Title: General Manager Title: President, Equitable Gas Company 

Date; Date: 

o 
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Exhibit B (o 
Equitable Gas Company Delivery Service Agreement 

Delivery Points for NRG Energy Center Pittsburgh, L L C 
Customer 1000153 

Location Number Meter Number Facility Address 
217274 5228166147 HIS. Commons Avenue 

Pittsburgh, PA 15212 
7091790165 111 S. Commons Avenue 

Pittsburph, PA 15212 
7091800166 HIS. Commons Avenue 

Pittsburgh, PA 15212 
7529895982 111S. Commons Avenue 

Pittsburgh, PA 15212 
7564860716 111 S. Commons Avenue 

Pittsburgh, PA 15212 
7858214487 111 S. Commons Avenue 

Pittsburgh, PA 15212 
309732 5385770255 1117 Reedsdale Street 

Pittsburgh, PA 15233 

NRG ENERGY PITTSBURGH, LLC 

O Signature: V ^ ^ ^ J f f ^ Signature 

Name: 

Title: 

Date: 

Timothy W. Merrill 

General Manager 

EQUITABLE GAS COMPANY, 
a division of Equitable Resources, Inc.. 

Signature: 

Name: 

Title: 

Date: 

'Equitable Resources, Inc^ -

Randall Crawford 

President, Equitable Gas Company 
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NRG Exhibit No. 3 

Allegheny Genera! Hospital Facts* 

Founded in 1885 on Pittsburgh's historic North Side, Allegheny General Hospital has 
earned an international reputation for excellence and innovation in the care of patients, 
medical education and research. Serving Pittsburgh and the surrounding five-state area, 
the 829-bed academic health center offers a wide array of medical and surgical services. 

Over the past eight years, Allegheny General has been recognized by U.S. News & 
World Report magazine as one of "America's Best Hospitals" for a number of clinical 
specialties, including cancer treatment, orthopaedic surgery, digestive diseases, 
neurology, neurosurgery, hormonal disorders, urology, rheumatology and geriatric 
medicine. The hospital has also been lauded as one of America's top 25 medical centers 
by the AARP's Modem Maturity magazine, which also identified Allegheny General as 
the nation's top hospital for the treatment of renal diseases and the second-leading center 
for the treatment of heart disease. 

Solucient Inc., one of the health-care industry's leading quality research organizations, 
recognizes Allegheny General as a Top 100 hospital in the country for both orthopaedic 
surgery and the treatment of stroke. 

Allegheny General was the first hospital in the region to receive designation as a Level I 
Shock Trauma Center, which is the highest designation available, and our LifeFlight 
aeromedical service was the first to fly in the northeastern United States. 

As one of the largest tertiary facilities in the region, Allegheny General - and its 
Suburban Campus in nearby Bellevue - offers the most advanced care available in other 
specialty areas as well, including colorectal surgery, diagnostic and interventional 
radiology, emergency medicine, endocrinology, gastroenterology, general surgery, 
allergy/immunology, anesthesiology/pain medicine, internal medicine, bariatric/weight 
loss surgery, minimally invasive surgery, neonatology, nephrology, 
obstetrics/gynecology, cardiology, cardiothoracic surgery, ophthalmology, 
otorhinolaryngology, pediatrics, physical medicine and rehabilitation, plastic and 
reconstructive surgery, psychiatry, critical care medicine, infectious disease, oncology, 
pathology and laboratory medicine, reproductive medicine and infertility, vascular 
surgery, urogynecology, maternal and fetal medicine, pulmonary medicine, radiation 
oncology, rheumatology, transplant surgery, oral and maxillofacial surgery, dental 
medicine and nutrition. 

Allegheny General's highly regarded sports medicine program serves as the official 
medical provider for the Pittsburgh Pirates professional baseball club and the Washington 
Wild Things minor league baseball team. The hospital also supports and directs 
numerous scholastic sports medicine programs. 
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The hospital has a number of other nationally recognized, disease-specific comprehensive 
centers, including those for lung and thoracic disease, digestive health, minimally 
invasive surgery, diabetes, hearing and balance disorders, vascular diseases, orthopaedics, 
spasticity and movement disorders, multiple sclerosis, neuro-oncology, neuromuscular 
diseases, epilepsy, cranial nerve disorders, skull base and endoscopic neurosurgery, 
spinal disorders, child and adolescent psychiatry, wound care and genetic disease. 

Our Cancer Center is one of the nation's most advanced facilities, offering patients access 
to state-of-the-art programs for the complete spectrum of malignant disease, including 
centers for lung, esophageal, prostate, breast, colon and rectal, liver, brain, pancreatic, 
gynecologic, head and neck, and blood-borne cancers. Allegheny General is the gateway 
to some of the most prominent research into breast and colorectal cancer treatment and 
prevention through studies conducted by the National Surgical Adjuvant Breast and 
Bowel Project. This cancer research initiative, supported by the National Cancer 
Institute, is based on the Allegheny General campus and coordinates the efforts of more 
than 6,000 medical professionals in the study of breast and bowel cancer. 

Allegheny General Hospital-Suburban Campus offers a complete array of surgical, 
medical, rehabilitative or emergency care. The facility houses the Institute for Advanced 
Pain Medicine, the Sleep Disorders Center and a magnetic resonance imaging facility. 

The Rehabilitation Center at AGH-Suburban Campus is a 40-bed facility that offers 
comprehensive nursing and therapy services for patients recovering from orthopaedic and 
neurological injuries and diseases. The facility's comprehensive Brain Injury Program 
includes an eight-bed unit for patients who have suffered a brain injury or those who have 
experienced other types of neurological impairments. A state-of-the-art bone 
densitometry unit offers preventative measures for those at risk of developing 
osteoporosis, and stereotactic-guided aspirations are now being performed to provide 
patients with a less invasive procedure for the early detection and treatment of breast 
cancer. AGH - Suburban Campus1 Emergency Department maintains benchmark 
standards of efficiency and patient satisfaction, and strives tp treat every patient within 30 
minutes of arrival. 

A long-standing commitment to education and research remains a cornerstone of 
Allegheny General Hospital's philosophy, as evidenced by its affiliation with 
Philadelphia-based Drexel University College of Medicine and ongoing, innovative 
research studies in the neurosciences, medical oncology, human genetics, cardiovascular 
and pulmonary diseases, orthopaedics and trauma. 

A member of the West Penn Allegheny Health System, Allegheny General Hospital 
admits nearly 32,000 patients and logs about 56,000 emergency visits and 28,000 surgical 
procedures each year. Approximately 1,250 physicians and 4,600 employees share the 
hospital's commitment to excellence in patient care, medical education and research. 

U 
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NRG Exhibit No. 4 

Camegie Science Center Facts 

Recipient of the 2003 National Award for Museum Service, Camegie Science Center 
inspires and entertains by connecting science and technology with everyday life. In 
addition to providing valuable scientific experiences, Camegie Science Center engages in 
outreach programs that serve Pittsburgh's diverse community. The Science Center is 
located on Pittsburgh's North Shore along the banks of the Ohio River and is accessible to 
persons with disabilities 

Camegie Science Center opened on October 5, 1991. Its is not unlike the story of the 
river that flows past its doorstep. Just as the Allegheny and the Monongahela converge to 
create the great Ohio, two very unique local institutions joined to create this exciting 
museum. 

Carnegie Museums of Pittsburgh 

Pittsburgh industrialist and steel magnate Andrew Camegie envisioned a cultural 
complex where Pittsburghers of every age, occupation and income could enjoy what he 
called the "noble quartet: art, science, music and literature." The Camegie Institute, 
which originally included the Museum of Natural History, Museum of Art, Library and 
Music Hall, opened November 25, 1895, in Pittsburgh's Oakland neighborhood. From its 
inception, the Camegie strove to bring contemporary developments in the "four nobles to 
the public". In a time before mass media, the only way for common Pittsburghers to see 
what artists and researchers from the US and around the world were doing was to bring 
samples of their work to Pittsburgh by ship and by train - aircraft and tractor-trailers were 
yet to be invented! This mission led to the creation of the Camegie International art 
exhibition in 1896 and powered the Institute's efforts in collecting the fossil dinosaur 
bones for which it is still known today. When Camegie died in 1919, he had given away 
the great majority of his fabulous wealth. The Museums and Library stand today as a 
distinctive reminder of the fortune he made in the steel industry and remain as a 
testament to Carnegie's vision and generosity. 

The Buhl Planetarium and Institute of Popular Science 

On October 24, 1939, Pittsburgh became home to the fifth major planetarium in the 
United States, the Buhl Planetarium and Institute of Popular Science. The Buhl was a 
gift to the people of Pittsburgh from the $11 million Buhl Foundation in memory of its 
founder, Henry Buhl, Jr. (1856-1927). Mr. Buhl made his fortune as co-owner of the 
successful Boggs and Buhl Department Store on the Northside, and specifically 
suggested that part of his foundation funds be used to support initiatives in his beloved 
neighborhood. To this end, the foundation endowed the Buhl, with a planetarium in 
honor of Henry's wife Louise. 
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The Buhl became a gateway to scientific knowledge and careers in scientific pursuits for 
generations of Pittsburghers. Its centerpiece was the "Theater of the Stars, a planetarium 
featuring a Model II Zeiss Star Projector that could accurately display 9,000 of the 
brightest stars in the sky. The Buhl housed a Foucault Pendulum, a device that 
demonstrates the earth's rotation on its axis. On the rooftop, a siderostat telescope 
automatically followed a star or planet across the sky. The Buhl also had some of the 
world's first interactive exhibits, which featured push buttons that set off alarms in a 
control room, where a staff person would play the appropriate record to provide an audio 
explanation of the exhibit - the height of innovation at the time! 

Always devoted to public education, the Buhl encouraged young people to explore the 
world of science and became the meeting place for dozens of groups interested in 
scientific and technological pursuits. The Buhl was a model for supporting the scientific 
education of the people of Pittsburgh, initiating the prestigious science fair that still 
engages young scientists today. During World War I I , it trained the military in celestial 
navigation. In 1954, the Miniature Railroad & Village opened at the Buhl, combining 
model trains with western Pennsylvania history. In 1958, the Buhl began the Junior 
Space Academy as a local response to the launch of Sputnik and the dawn of the Space 
Age. 

Carnegie Science Center: Merging the Buhl and Carnegie Institute 

By the 1980s, the original Buhl building was aging and options for expansion and growth 
were considered. When expansion of the existing building was ruled out, the site where 
Camegie Science Center now stands was chosen for the Buhl's relocation. As options for 
expansion of the newly renamed Buhl Science Center were explored, it became apparent 
that a whole new institution was evolving, requiring increased staffing in development, 
building services, science education and public relations. 

At this point, the Camegie Institute indicated an interest in merging with the Buhl. The 
merger was completed with the approval of each institution's Board in 1987, and in 1989, 
the new building planned for the banks of the Ohio River was renamed Camegie Science 
Center. Ground was broken on October 5, 1989, and Camegie Science Center opened 
two years later. The Henry Buhl, Jr. Planetarium and Observatory was reinvented in the 
new facility, becoming a mainstay of the CSC experience. 

Today, people from around the globe recognize the name and reputation of Camegie 
Science Center and its traveling exhibits and planetarium shows. From Atlantic to 
Pacific, Europe to Australia, programs and exhibits developed by Camegie Science 
Center enlighten, inspire and entertain scores of museum and planetarium visitors. CSC 
is a national example for integration into its community, and in 2003 was recognized for 
its exceptional level of community service with the National Award for Museum Service, 
the highest honor ofits kind, at a White House ceremony with First Lady Laura Bush. 
Closer to home, former visitors to the Buhl and CSC tell of the experiences that inspired 
them to become scientists, educators, entrepreneurs even astronauts and Olympic 
athletes! 


