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PLEASE STATE YOUR NAME AND POSITION WITH THE COMPANY.

My name is Kenneth S. Dybalski. My position is Director - Gas Planning, Rates,
& Federal Regulatory Affairs at the Philadelphia Gas Works.

HOW LONG HAVE YOU HELD THIS POSITION?

I assumed the position of Director - Gas Planning, Rates, and Federal Regulatory
Affairs in 2009. Prior to this position, I was the Director - Gas Planning & Rates
from 2006 to 2009 and the Manager of Gas Planning from 2001 to 2006.

WHAT ARE YOUR VARIOUS JOB RESPONSIBILITIES?

In my present position, I am responsible for developing and coordinating short
and long term planning of gas demand, gas supply, raw material expense and
revenue; overseeing the preparation of sales, sendout, revenue and fuel expense
projections; developing peak day/hour load projections; overseeing the
development of the various filings before the Pennsylvania Public Utility
Commission (PUC) and Philadelphia Gas Commission (PGC), including the
quarterly and annual Gas Cost Rate (GCR) filings; preparing the Integrated
Resource Planning Report; and providing supporting documentation for gas costs

related to PGW’s Operating Budget before the Philadelphia Gas Commission.

PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND.

I have received a BS and MBA from Temple University in Philadelphia,

Pennsylvania.
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HAVE YOU EVER PROVIDED TESTIMONY BEFORE THIS
COMMISSION?

Yes. I submitted testimony for the PGW 1307f Annual GCR Filings in Docket
Nos. R-2011-2224739, R-2010-20157062, R-2009-2088076, and R-2008-
2021348. I have also submitted testimony in PGW’s most recent base rate
proceeding (Docket No. R-2009-2139884) and PGW’s 2008 Extraordinary Rate
Request (Docket No. R-2008-2073938).

HOW IS YOUR TESTIMONY STRUCTURED

First, I describe PGW’s rate design and Gas Cost Rate (GCR) calculation
methodology. Second, I describe the level of heating degree-days utilized in this
filing. Third, I identify the methodology for determining the number of customers
and calculating firm sales. Fourth, I discuss the calculation for the Unaccounted
for Adjustment Factor (UAF). Fifth, I discuss Off System Sales and Capacity
Release credits. Sixth, I discuss the methodology for projecting soft-off volumes.

Lastly, I will discuss the reasonableness of PGW’s gas costs.

PLEASE DESCRIBE THE IMPACT OF THE PROPOSED CHANGE IN
PGW’s GCR IN THIS PROCEEDING.

PGW’s GCR on September 1, 2011 was $6.0594 and this rate was held at $6.0594
in the Company’s first quarterly GCR filing on December 1, 2011. PGW’s
second quarter GCR filing, also submitted to the PUC concurrently with this filing
decreases the GCR to $4.9783 effective March 1, 2012. The proposed rate to be
effective September 1, 2012 is $5.1876.
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PLEASE SUMMARIZE THE EVIDENCE THAT PGW IS SUBMITTING
IN SUPPORT OF ITS PROPOSED GCR ADJUSTMENT.

Tab 2 of this filing contains the sheets supporting the filing requirements of
Section 53.64 (a) for the proposed GCR for the period September 1, 2012 through
August 31, 2013.

Schedule 1 identifies the Levelized Gas Cost Rate. Specifically, this schedule
identifies the GCR Firm Sales Volumes in Mcfs (“S”), Total Applicable GCR
Expense (“C”), and adjustments for Prior Year Reconciliation and Interest (“E”).
An adjustment is also included for the Interruptible Revenue Credit (IRC).
Additionally, this schedule calculates the company’s total projected recovery of
the net GCR applicable expenses by multiplying the GCR Firm Sales Volume
times the proposed GCR to determine if these rates adequately cover the Net
Applicable GCR Expense (a Net Over/Under Recovery amount is displayed to

prove the calculation).

Schedule 2 identifies the calculation of GCR Firm Sales in Mcfs (“S”) and the
Applicable Volumes. The company utilizes Total Volumes and subtracts the
volumes associated with Firm Transportation, Interruptible Sales and AC Sales to
arrive at GCR Firm Sales (“S™). Also included in Schedule 2 are the Applicable
Volumes which is comprised of GCR Firm Sales less 20% of the sales attributable
to Senior Citizens (Senior Citizen Discount Sales) plus the Firm Transportation

Volumes.

Schedule 3 identifies the Projected Applicable Fuel Expense. Specifically, this
schedule identifies PGW’s Net Natural Gas Expense and Total Applicable
Expenses. To arrive at the Net Natural Gas Expense, the total cost of commodity
and pipeline charges for firm sales are calculated per month. Two credits are then

applied for the portion of gas costs recovered from PGW’s Interruptible Sales
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customers (i.e. the “Interruptible Credit”) and for gas used by PGW (i.e. “Gas
Used by Utility”’). Next, the Company calculates the net effect of gas supplies
being transferred into and out of storage and LNG. The result is the Net Natural
Gas Expense. To arrive at the Total Applicable Expenses in Schedule 3, the fuel
expenses for Purchased Electric and miscellaneous are added to the Net Natural

Gas Expenses to arrive at Total Applicable Expenses.

Schedule 4a (“Interest Rate Calculation”) provides the interest rate for the
over/under recovery and is calculated on the over/under recovery in calendar year
2010. Schedule 4b (“Interest Calculation™) provides the calculation of the interest
expense or credit for the period of September 2010 through August 2011 for the
under/over recovery of fuel costs and the interest for the natural gas refunds.
Schedule 4b1 - Interest Adjustment Calculation provides the calculation of the
adjusted interest expense for the January — August, 2011 period which PGW
previously refunded at an interest rate of 6% and now has been determined to be
refunded at an interest rate of 8%. Schedule 4c (“Interest on Natural Gas
Refunds™) provides information on historic refunds that have been received by the
Company resulting from various cases before the Federal Energy Regulatory
Commission and the interest on these refunds. Schedule 4d provides the

calculation of the interest for the demand and commodity charges.

Schedule 5 presents the GCR Statement of Reconciliation for the forecast period

of September 2012 to August 2013.

Schedule 6 presents the GCR Statement of Reconciliation for the actual /
estimated period of September 2011 to August 2012.

Schedule 7 presents the finalized GCR Statement of Reconciliation for the historic
period of September 2010 to August 2011.
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Schedule 8 calculates total projected recovery with the proposed GCR.

Schedule 9 shows the changes in rates identifying the proposed changes to the
GCR and distribution charge and the impact on the proposed total commodity

rate.

Schedule 10(a) shows the calculation of the Universal Service & Energy
Conservation Surcharge to be effective September 1, 2012. Schedule 10(b) is the
reconciliation of the Universal Service & Energy Conservation Surcharge for

period of September 2011 to August 2012.

Schedule 11(a) shows the calculation of the Interruptible Revenue Credit to be
effective September 1, 2012. Schedule 11(b) is the reconciliation of the
Interruptible Revenue Credit for Fiscal Year 2011.

Schedule 12(a) shows the calculation of the Other Post Employment Benefit
(OPEB) Surcharge to be effective September 1, 2012. Schedule 12(b) is the
reconciliation of the OPEB Surcharge for Fiscal Year 2012.

Schedule 13(a) shows the calculation of the Efficiency Cost Recovery Surcharge
to be effective September 1, 2012. Schedule 13(b) is the reconciliation of the
Efficiency Cost Recovery Surcharge for Fiscal Year 2012.

Schedule 14 is the Restructuring and Consumer Education Surcharge and the

Surcharge Reconciliation for FY 2012.
Schedule 15(a) and 15(b) are the calendar year 2011 reconciliation of the Supplier

and Storage Peaking Charge (SSPC) and the SSPC expense and interest

calculation.
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Schedule 16 identifies the natural gas prices that were used in the preparation of

this filing.

WHAT IS THE TIME PERIOD FOR FORECASTING PGW’S FUTURE
GAS COSTS?

PGW’s forecast period is a twenty (20) month period that commences on January
1, 2012 (two months before this filing) and eight months before the effective date
of the tariff on September 1, 2012. The 2012-13 GCR year is from September 1,
2012 to August 31, 2013, however, since the required forecast covers 20 months,

it must begin eight months earlier, consistent with Commission regulations.

PLEASE PROVIDE A GENERAL DESCRIPTION OF PGW’S RATE
DESIGN AND GCR CALCULATION METHODOLOGY.

The volumetric rates charged to PGW’s customers are the distribution charge and
the Gas Cost Rate. The distribution charge consists of the Delivery Charge; the
Universal Service and Energy Conservation Surcharge; the Efficiency Cost
Recovery Surcharge; and the Other Post Retirement Benefit Surcharge. The
Universal Service and Energy Conservation Surcharge provides for the recovery
of Customer Responsibility Program (CRP) discounts; Senior Citizen Discounts;
the costs of the the Enhanced Low Income Retrofit Program (ELIRP); and CRP
arrearage forgiveness. The Efficiency Cost Recovery Surcharge recovers the cost
of energy efficiency programs for the appropriate firm rate classes. The Other Post

Retirement Benefit Surcharge recovers the amount to fund these obligations.

The second element of the rate is the Gas Cost Rate or GCR factor. This charge is
a mechanism used to flow through the costs of natural gas costs and other raw

materials in a timely and equitable manner. The specific elements of PGW’s

GCR are set forth in PGW’s Tariff.

Page 7



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

Generally, the cost of gas purchased to serve the requirements of PGW's
customers constitutes the largest single item in the delivered price of gas. In the
past, all natural gas costs were recovered through base rates (distribution charge).
However, in the early 1970's, the price of gas lost its stability and underwent rapid
escalation during and after a worldwide oil crisis. To combat this instability and
prevent the economic harm to all parties caused by regulatory lag in reflecting
these price fluctuations in base rates, the concept of a fuel adjustment surcharge
mechanism was introduced by PGW. This mechanism provides the flexibility to
rapidly reflect current conditions without the time delay inherent in a full-scale
base rate alteration. The intent is to achieve an annual balance of the costs
incurred for fuel and its pass-through to customers. The costs for pipeline
transportation, storage capacity and related fuel prices charged by the interstate
pipeline suppliers are largely outside of distributor control. The State Public
Utility Commission oversees the pass-through of these charges and the balancing
activity. The Gas Cost Rate Section in PGW’s Tariff identifies the appropriate
formula for such a balance and the charges that may be recovered through this
mechanism. Charges for natural gas and other raw materials are included in the
GCR. In addition, the interest expense for the over or under recovery of gas costs
and natural gas refunds are also included in the GCR. No labor or profit
component is added by PGW. The GCR represents the direct pass-through of

actual costs incurred.

Only costs related to meeting customer sendout requirements, including
associated plant fuel, may be included as a fuel expense for GCR purposes.
Purchases diverted into storage and/or LNG become an expense only when
withdrawn for customer delivery. Costs associated with purchases made to supply
interruptible customers are excluded from the Total Applicable GCR Expenses
used to calculate the GCR. Also, demand costs for pipeline transportation for the

firm transportation customers are excluded from the GCR.
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Various adjustments are then made to the total applicable expenses eligible for the
GCR. Natural gas refunds and interest on the refunds are credited in the
calculation of the GCR in the fiscal year received. An adjustment is made to
correct for any over or under recovery during the previous period resulting from
differences between rates used to project the prior GCR and those actually
experienced. The interest expense or credit on the over or under recovery is
applied to calculate the total adjustment. An additional adjustment is also made
for the Interruptible Revenue Credit which is a credit that firm sales customers

receive for the interruptible sales margin.

To determine the unit level of the GCR, the remaining total expenses must be
divided by the sum of the volumes over which they can be effectively distributed
which is the GCR firm sales volume.

WHAT IS THE BASIS FOR THE PRICES USED IN DETERMINING THE
GAS COSTS USED IN THIS FILING?

The pricing methodology utilized by the Company is consistent with used in the
recent quarterly filings with the inclusion of the additional months in the 20-
month forecast. Specifically, the company utilized actual prices for January 2012
and the NYMEX Futures close data (as of January 14, 2012) for the 19 forecast
months of February 2012 through August 2013.

HOW DOES THE PROJECTED LEVEL OF GAS COSTS FOR THE

FORECAST PERIOD COMPARE WITH THE LEVEL OF GAS COSTS
FORECASTED IN THE COMPANY’S LAST ANNUAL GCR FILING?
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The level of gas costs forecasted for 2012-2013 is lower than the level PGW had
forecasted for the 2011-2012 GCR. The level of costs in the 2012-2013 period
are being influenced by the decrease in prices for natural gas compared to the

prior year.

DESCRIBE THE LEVEL OF HEATING DEGREE-DAYS THAT WERE
USED IN YOUR ANALYSIS.

The Company utilizes the temperatures recorded at the PGW Richmond Plant to
calculate the average temperature for a given day. The Company subtracts the
average temperature from 65 degrees to calculate the number of degree-days for
the day. The degree-days for all of the days in the year are aggregated to arrive at
the total number of degree-days for the year. Next, the Company calculates the
average heating degree-days for the past 30 years to arrive at the forecasted
heating degree-days in a normal year and in this filing PGW is using the 30 year
average of 4,332 degree days.

HOW HAS THE COMPANY CALCULATED THE NUMBER OF
CUSTOMERS IN EACH RATE CLASS?

PGW determined the actual number of customer billings on December 31, 2011
using the PGW Gas Sales and Revenue Reports. Next, the Marketing Department
load forecast was used to factor in the addition and loss of customers. Finally, the
customer numbers were adjusted for the loss of customers due to non-payment

terminations.

WHAT IS THE METHOLOGY FOR CALCULATING THE WEATHER
NORMALIZED BILLED SALES?
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PGW used a two step process to arrive at the appropriate level of usage
per customer. First, a trial domestic factor is developed by customer
class from sales reported for the summer months (July-September).

This average factor was then utilized in the sendout formula with the
customer counts for the months of July, August, and September 2010. A
comparison between what the formula calculates and the actual
experienced for those three months is ascertained and the trial domestic
factors are finalized to replicate the total sendout experienced. The
finalized domestic factors (DOMS) are then utilized in conjunction with
the actual sales and customer counts for the months of December 2010
through February 2011 to determine the average Mcf per degree day for
each of the individual months for the remaining temperature sensitive
load. The results are weighted by degree-days to give an average value

that is utilized as a trial value for the heating factor.

The finalized domestic factor and the trial heating factor developed, as
such, are then applied in the sendout calculations, together with
customer counts for the months of December 2010 through February
2011 (the peak winter heating period) to project an estimated sendout
for each of these months. The projected sendout is then compared with
the actual sendout. Any variation between the projected and actual is
adjusted to force the replication of the actual sendout resulting in the
determination of a finalized heating factor. The finalized heating factor
is used to forecast the heating load and monthly adjustments are made

based on monthly historic usage.

Utilizing these domestic and heating factors, billed sales are then

forecasted using 4,332 degree days and the number of customers.
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WHAT IS THE UNACCOUNTED FOR GAS PERCENTAGE USED IN
THIS FILING?

The level of unaccounted for gas used in this filing is 4.0 % and is based on a 3-

year average.

WHAT IS THE TOTAL AMOUNT OF OFF SYSTEM SALES, CAPACITY
RELEASE CREDITS, AND ASSET MANAGEMENT CREDITS THAT
ARE INCORPORATED INTO THE GCR?

PGW has projected that the amount of off system sales, capacity release credits,
and asset management credits within the GCR period of 2012-13 will amount to

$10,243,717. Of that amount, $ 7,682,788 (75%) was credited to the GCR. This

amount is based on a 3 year average.

BASED UPON THE ABOVE SUPPORTING DATA, DO YOU BELIEVE
THAT PGW’S GAS COSTS ARE REASONABLE?

Yes, PGW’s GCR only contains the direct pass-through of actual costs incurred
and projections of the same (for both gas costs and certain non-gas costs that were
previously approved by the PUC). As stated by Mr. Moser in his testimony, PGW
follows a least cost gas procurement strategy.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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INTRODUCTION

PLEASE STATE YOUR NAME AND CURRENT POSITION WITH PGW.

My name is Douglas A. Moser. My position with PGW is the Senior Vice
President of Gas Management.

PLEASE SUMMARIZE YOUR BACKGROUND AND EXPERIENCE.

I received a Bachelor of Science degree in Chemical Engineering from
Pennsylvania State University in 1979. I have also received a Masters in Business
Administration from Widener University in 1990.

I have held the following positions at PGW: Engineering Assistant; Production
Engineer; Supervisor — Gas Conditioning; Operations Engineer — Gas Processing
Department; Manager — Gas Control; Manager — Gas Acquisition; and Senior Project

Manager — Strategic Planning Department.

HAVE YOU EVER PROVIDED TESTIMONY BEFORE THIS COMMISSION?

Yes. [ submitted testimony for the PGW 1307f Annual GCR Filings in Docket Nos. R-

2011- 2224739, R-2010-20157062, R-2009-2088076, R-2008-2021348 and R-00072110.

WHAT IS THE FOCUS OF YOUR TESTIMONY IN THIS PROCEEDING?

My testimony discusses:

e PGW?s gas purchasing policies and strategies applicable to the current filing

period (i.e. FY 2013 — September 1, 2012 to August 31, 2013) and the prior GCR

period (i.e. FY 2012 — September 1, 2011 — August 31, 2012);
e PGW’s design day requirement;
e Capacity release, off-system sales and asset management fee sharing;
e Summit report recommendations;

e Storage capacity and withdrawal entitlement reductions;
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e Asset management;
e Purchasing program compliance; and

e Price analysis and buying advisory service.

PLEASE PROVIDE A GENERAL DESCRIPTION OF PGW’S GAS
DISTRIBUTION SYSTEM.

PGW’s gas distribution system is located in Southeastern Pennsylvania in the
County and City of Philadelphia. Since this is not a gas-producing area, PGW and its
natural gas customers are dependent upon the interstate natural gas pipeline system to
deliver natural gas into the PGW gas distribution system. PGW relies on the interstate
pipeline for all natural gas supply, storage, and transportation services, except for PGW’s
own on-system peak shaving facilities. PGW owns and operates a LNG facility that is
used both to meet intraday, daily and seasonal supply needs as well as to meet peak day
requirement.

PLEASE IDENTIFY PGW'S CURRENT INTERSTATE SUPPLIERS.

Spectra Energy’s Texas Eastern Transmission pipeline and Williams’ Transco
Gas Pipeline comprise the two interstate natural gas pipelines that deliver gas to PGW’s
city gates. In addition, Dominion Transmission Inc. (DTI) and Equitrans, Inc.
(Equitrans) provide natural gas storage services that PGW uses to meet winter peak
requirements. These storage services require intermediate transportation services from

Spectra Energy to deliver storage withdrawals to the PGW gas distribution system.

GAS PURCHASING POLICIES AND SUPPLY STRATEGY

DOES PGW UTILIZE A LEAST-COST PROCUREMENT POLICY IN ITS GAS
PURCHASING POLICIES AND SUPPLY STRATEGY?
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Yes.

PLEASE DESCRIBE PGW’S SUPPLY STRATEGY.

PGW’s supply strategy’ (which is currently being used during the FY 2012 GCR
period and which the Company intends to use for the FY 2013 GCR period) is a portfolio
approach in both contract structure and pricing. The portfolio approach of purchasing gas
supply allows PGW to remove some of the volatility in purchasing natural gas supplies
for its ratepayers. Without the use of the portfolio approach, the firm ratepayer would be
totally at the mercy of market volatility.

The Company’s gas supply portfolio is divided into five distinct categories: (1)
“first of the month index pricing”; (2) physical forward purchased contracts; (3) storage;
(4) winter only supply contracts; and (5) LNG.

(1) The advantage of a first of the month index arrangement is that the operational
flexibility of these contracts allows the company to increase or decrease the volume in
response to changes in sendout requirements at a known price.

(2) The Company uses a purchasing strategy to fix the price for a portion of the
gas supply each month for each of the succeeding 12 months. This strategy has the effect
of stabilizing the purchase price while removing the speculative aspect of when to

purchase the supply.

L All natural gas supply strategies are presented to the Company’s internal Supply Committee for review and
approval. The Supply Committee is comprised of senior corporate management as well as Gas Acquisition, Gas
Planning, Gas Control, Gas Supply and Regulatory departmental management. The Supply Committee meets
monthly.
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(3) The Company utilizes three pipeline storage fields which act as additional
sources of supply. The gas procured under these contracts also act as a physical fixed
price counter to market conditions.

(4) The Company enters into winter-only supply contracts. This arrangement
provides additional benefit by relieving the firm ratepayer from paying supply demand
charges any longer than is necessary.

(5) The Company operates its own liquefaction & vaporization plants and LNG
storage which serve as peak shaving facilities.

Spectra Energy and Williams Gas Pipeline represent the only interstate pipeline
facilities with physical connections to the PGW service territory. As a result, all of
PGW’s supply contracts utilize these pipelines and the contracts also recognize pipeline
receipt and delivery rights. These contracts contain the ability to “lock up” the price for
upcoming months or to have the pricing default to an agreed upon market index if there is
no market advantage in fixing a price before the month begins. As a result, PGW not
only ensures security of supply from the pipelines but also can take advantage of varying
basis differentiated pricing in the market. This differentiated pricing results from the fact
that all shippers of natural gas receive their gas at varying locations along the pipeline.
PGW uses a city-gate delivered price in comparing the various alternatives available.
The city gate delivered price is computed considering the “into the pipe price of gas” plus
all incremental charges levied by the transporting pipeline to deliver the gas to the city
gate. These prices include, but are not limited to, fuel shrinkage, transportation charges

and ACA charges.
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Additionally, PGW utilizes bundled storages and LNG to meet operational
requirements. Bundled storage contracts provide for the right both to store gas as well as
the pipeline capacity to deliver the gas to PGW when needed. The bundled storages
provide off-system storage and LNG provides on-system storage. While both types of
storages are important to fulfill operational requirements, PGW’s on-system LNG storage
is vital during peak days when customer demand exceeds the amount of gas that can be
physically provided through PGW’s city gates.

Once operational requirements are met, these assets are then used in the overall
cost saving strategies. For example, once design winter sendout requirements are
ensured, the Company may utilize bundled storage and LNG as a substitute for higher
priced gases. PGW’s summer gas procurement policy uses a similar approach to address
system supply and storage refill. The Gas Supply department also uses forecasted prices
as a benchmark to purchase gas volumes for both system supply and storage refill below
the projected cost (when possible) on a proportional basis, while leaving a portion of its
needs to default to “first of the month” pricing.

DOES PGW PURCHASE GAS FROM ANY AFFILIATED INTEREST?

No. PGW does not have any affiliated gas suppliers or pipelines.

WHILE PGW IS ENSURING THE LEAST COST PROCUREMENT, HOW DOES
IT PROVIDE FOR SYSTEM RELIABILITY?

PGW physically sources the gas in accordance with its firm pipeline paths. The
pipelines give PGW firm entitlements on their systems for the sourcing of gas for which
PGW pays a demand charge. By sourcing supply this way, PGW ensures its sole
entitlement to this space on the pipeline and can not be accused of infringement.

Transporting gas from different locations also mitigates the impact of potential regional
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disruptions because not all of the supply enters the pipe at the same location. As a result,
if there is a disruption at one location, not all of PGW’s supply will be affected.

PGW’s Gas Planning Department also runs a supply status model during the
winter operating season which recognizes normal and design winter conditions and the
latest actual balance of gas in all storage facilities. Gas Management utilizes the output
of this model to make recommendations or changes in its supply operating strategy to
ensure that peak day needs and design winter conditions can be met from that point

forward.

DOES PGW PERIODICALLY REVIEW ITS EXISTING CONTRACTS TO
DETERMINE IF THEY ARE APPROPRIATE?

Yes. PGW reviews each of its existing contracts on a regular basis to ensure that
none of the contracts are adverse to its customers’ interests. Whenever appropriate, PGW
initiates renegotiations (if the contract permits) to change the terms.

IN YOUR OPINION, ARE THE GAS COSTS INCURRED BY PGW
REASONABLE?

Yes. The 2010-2011 gas costs and the gas costs incurred to date during the 2011-
2012 period are the result of the least cost gas procurement strategy outlined in my

testimony.

DESIGN DAY REQUIREMENT

PLEASE PROVIDE AN OVERVIEW OF THE DESIGN DAY REQUIREMENT.

Details of PGW’s design day methodology and an account of the 2011/2012
winter design day requirement can be found in the responses to items 53.64 (c)(13) and

53.64(c)(14) which were provided in PGW’s February 1, 2012 GCR Filing.
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CAPACITY RELEASE, OFF-SYSTEM SALES MARGIN AND ASSET
MANAGEMENT FEES

HAS PGW BEEN RETAINING A PORTION OF NET PROCEEDS FROM
CAPACITY RELEASE CREDITS, OFF-SYSTEM SALES MARGIN AND
ASSET MANAGEMENT FEES?

Yes. During the 2008-2009 GCR proceeding (Docket No. R-2008-2021348), the
parties agreed that PGW will retain 25% of all off-system sales margins and capacity
release credits with the remaining 75% applied as an offset to purchased gas costs for the
retention period of September 1, 2008 to August 31, 2011. Likewise, during the 2011-
2012 GCR proceeding (Docket No. R-2011-2224739), the parties agreed that PGW will
retain 25% of all off-system sales margins, capacity release credits and asset management
margins/credits/fess with the remaining 75% applied as an offset to purchased gas costs
for the retention period of September 1, 2011 to August 31, 2012. The Company also
agreed to include an off-system sales margin, capacity release credit and asset
management margins/credits/fees retention proposal for the Purchased Gas Cost period(s)

beginning on September 1, 2012 in its March 1, 2012 annual 1307(f) filing.

DOES PGW HAVE A RETENTION PROPOSAL FOR THE PGC PERIODS
BEGINNING ON SEPTEMBER 1, 2012?

Yes. PGW proposes to continue the retention of 25% of capacity release credits,
off system sales margin and asset management margin/credit/fees and the application of
the remaining 75% to the gas cost rate.

DO OTHER PENNSYLVANIA NATURAL GAS DISTRIBUTION COMPANIES

(“NGDCs”) HAVE SHARING MECHANISMS FOR CAPACITY RELEASE AND
OFF SYSTEM SALES CREDITS?
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Yes. Please see Exhibit DAM-1 for a chart which provides a description of the
sharing mechanisms currently in place. Six of the largest NGDCs have sharing
mechanisms similar to PGW’s and the sharing percentage for all of the NGDCs is 25%.

HOW ARE SHARING MECHANISMS BENEFICIAL TO BOTH RATEPAYERS
AND UTILITES?

The ratepayers and the utility receive benefit from the policy because it creates an
incentive to maximize efforts to make off system sales and capacity release transactions,
thereby increasing the amounts applied to the gas cost rate and the lesser portion retained

by the utility.

SUMMIT REPORT RECOMMENDATIONS

HOW WERE THE SUMMIT REPORT RECOMMENDATIONS ADDRESSED IN
LAST YEAR’S SETTLEMENT AGREEMENT?

PGW agreed to provide an action plan addressing the Summit Report
recommendations plus a cost-benefit analysis regarding the Equitrans and Dominion
storages in the Company’s March 1, 2012 Annual Filing. PGW discusses the action plan

and cost-benefit analysis in the attached Exhibit DAM-2.

STORAGE CAPACITY AND WITHDRAWAL ENTITLEMENT REDUCTIONS

HAS PGW PGW RECENTLY ENCOUNTERED STORAGE CAPACITY AND
WITHDRAWAL ENTITLEMENT REDUCTIONS WITH RESPECT TO
ALREADY EXISTING STORAGE SERVICE AGREEMENTS?
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A. Yes. Transco experienced certain operational issues with its Washingtom Storage
Service (“WSS”)? and Eminence Storage Service (“ESS”)’ which impacted its ability to
continue the same level of service to its customers. Before filing a partial abandonment
application with the Federal Energy Regulatory Commission, Transco provided two
options to its WSS customers: 1) maintaining the same level of withdrawal entitlement
but at much higher rates; and 2) reducing the level of withdrawal entitlement at reduced
rates. Transco WSS customers, including PGW, selected the second option because
maintaining the same level of service would have required a substantial infrastructure
investment by Transco which, in turn, would have resulted in a cost increase of 41%.*
On the other hand, some of the Eminence storage caverns were in such poor condition,
Transco simply chose to file an application for partial abandonment. Please see Exhibit

DAM-3 which provides the capacity, withdrawal entitlement and cost reductions.

Q. WILL THESE REDUCTIONS IMPACT HOW PGW DEVELOPS ITS ACTION
PLAN ADDRESSING THE SUMMIT REPORT RECOMMENDATIONS?

A. Yes. Ireasonably anticipate that the Company will factor in the storage and
deliverability reductions into its evaluation of the RFP responses referenced in Exhibit

DAM-2.

2 Four of the Washington Storage Field’s forty-four wells ceased to function and the other forty wells lost flow
capacity due to damage in the reservoir rock (caused by fluid invasions).

3 Four of the Eminence Storage Field’s seven caverns have structural integrity problems. Initially, a large pressure
drop occurred in the first cavern. Next, Transco experienced additional problems with 2 other caverns requiring
Transco to reduce the pressure in those caverns by withdrawing gas. Finally, the casing in the fourth cavern
collapsed requiring Transco to take it out of service.

* Before abandonment, the annual cost of WSS was $588,000 and would have increased to $826,000 had customers
elected to maintain the same level of service.
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VIII.

ASSET MANAGEMENT

WHAT IS THE CURRENT STATUS OF PGW’S ASSET MANAGEMENT
ARRANGMENT?

PGW entered into an asset management arrangement with a third party which
involves the release of 1.5 Bef of the Washington WSS storage service for the term of
April 1, 2011 through March 31, 2012. As discussed in Exhibit DAM-2, PGW issued an
RFP on January 18, 2012 requesting proposals for the asset management of the Equitrans
and Dominion storages. PGW also plans to issue an RFP in March 2012 requesting

proposals for the asset management of all remaining storages.

PURCHASING PROGRAM COMPLIANCE

DID PGW COMPLY WITH THE PURCHASING PROGRAM SET FORTH IN
APPENDIX B OF LAST YEAR’S SETTLEMENT AGREEMENT?

Yes. Appendix B, Schedules 1 and 2 of the 2010-2011 and 2011-2012 settlement
agreements set forth the volumes which define PGW’s purchasing programs for both
years. Please see Exhibit DAM-4 which shows the volumes purchased during the period
of September 2010 to August 2011 and Exhibit DAM-5 which shows the volumes

purchased during the period of September 2011 to November 2011.°

3 Paragraph I11.2.(f) of the 20102011 settlement agreement provides:

As part of its March 1, 2011 filing, PGW will provide schedules demonstrating how it has complied with
Appendix B (Schedules 1 and 2) to this Settlement.

Paragraph I11.2.(e) of the 2011-2012 settlement agreement provides:

As part of its March 1, 2012 filing, PGW will provide schedules demonstrating how it has complied with
Appendix B (Schedules 1 and 2) to this Settlement.

10
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IX.

PRICE ANALYSIS AND BUYING ADVISORY SERVICE

PGW CURRENTLY USES PLANALYTICS ENERGY BUYER SERVICES AND
IS CURRENTLY PERMITTED TO RECOVER THE ANNUAL $125,000 FEE VIA
THE GAS COST RATE DURING THE 2010- 2011 GCR PERIOD. WHAT TYPES
OF SERVICES DOES PLANANYTICS PROVIDE TO PGW?

Planalytics provides the following services:
e Price feed from Nymex and Globex for natural gas, crude oil, heating oil and
RBOB (reformulated gasoline);
¢ Buying suggestions up to 18 months in the future;
e A charting tool for technical analysis;
e Short and medium range weather forecasts;
e Weather alerts (issued in advance of significant weather events);
e Planalytic’s pre-season hurricane forecast and in-season updates; and
e Additional energy buyer features include reporting (i.e. mark-to-market,
transaction history, etc.) and portfolio/hedging parameters.
WHAT WAS INCORPORATED INTO PGW’S 2011-2012 GCR PROCEEDING

SETTLEMENT AGREEMENT WITH REGARD TO THE PLANANLYTICS
ENERGY BUYER SERVICES?

PGW agreed to the following:

PGW is permitted to recover the Planalytics fee for price analysis and buying
advisory services (not to exceed $125,000) for the 2011-2012 GCR period.
Continued recovery of the fee beyond the 2011-2012 GCR period must be
addressed in next year’s Purchased Gas Cost proceeding.

DOES PGW WANT TO CONTINUE THE PLANALYTICS BUYING ADVISORY
SERVICES?

11



Yes. The Planalytics’ service provides a comprehensive amount of information
that the Company finds useful in the procurement of all gas supply. Nonetheless, PGW
understands that it must reach a new agreement as to the continuing recovery of the
Planalytics fee and the Company looks forward to discussing this issue with the parties

involved in this year’s proceeding.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.

12
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EXHIBIT DAM-3

Washington Storage Service Prior to 04/01/2011
Reductions Effective on 04/01/11 04/01/2011 and after
Storage Capacity (Dth) 3,335,909 3,335,909
Withdrawal Entitlement (Dth)*

Storage Level at 100% - 81% 39,246 35,115
Storage Level at 80% - 61% 35,115 31,471
Storage Level at 60% - 41% 31,771 28,512
Storage Level at 40% - 21% 26,687 23,828
Storage Level at 20% - 0% 21,522 19,283
Annual Cost $588,318 $557,140
Eminence Storage Service Prior to 04/01/2012
Reductions Effective on 04/01/12 04/01/2012 and after
Storage Capacity (Dth) 1,138,805 762,871
Withdrawal Entitlement (Dth)* 113,187 90,404
Annual Cost $1,193,868 $876,456

* Expressed in terms of daily deliverabilty.
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