KEEGAN WERLINLLP

ATTORNEYS AT LAW
265 FRANKLIN STREET

BOSTON, MASSACHUSETTS 02110-3113 TELECOPIERS:
(617) 951- 1354
(617) 951-1400 (617) 951- 0586

April 1, 2005 =
VIA HAND DELIVERY :
Luly Massaro, Commission Clerk , R
Public Utilities Commission '
89 Jefferson Boulevard

Warwick, RT 02888 Sy

RE: Docket No. 3436, Interim Gas Cost Recovery Filing

Dear Ms. Massaro:

Enclosed please fine an original and nine copies of the testimony of Peter Czekanski and
Gary Beland in support of the above-referenced filing. The proposed GCR rates reflect the
customer class-specific factors necessary for New England Gas Company to collect a projected
increase in summer period variable gas costs. Please note the Company is not attempting to
achieve a zero deferred balance at October 31, 2005. Rather, the Company is attempting only to
capture the projected increase in summer period variable gas costs over the forecasted variable
costs underlying the currently effective GCR recovery factors. This is necessary to respond to
significantly increased gas prices through the May through October 2005 GCR period.

In this filing, the Company has updated gas costs and gas-cost collections with actual data
through February 28, 2005, and updated the March through October 2005 gas-cost forecast based
on the March 28, 2005 NYMEX and the GPIP through February 28, 2005. The proposed GCR
factors would take effect with gas consumed on or after May 1, 2005.

Thank you for your attention to this filing.

Sincerely,
KMl e
Cheryl M. Kimball

(R.1. Bar # 6458)

Enclosure
cc: Service List
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Peter C. Czekanski. My business address is 100 Weybosset Street,

Providence, R1 02903.

WHAT IS YOUR POSITION AND RESPONSIBILITIES?

I am Director of Pricing for the New England Gas Company (“NEGC” or the
“Company”). My responsibilities include overseeing the design, implementation and

administration of rates charged by NEGC. I also direct the development of the

Company’s sales and revenue forecast.

HAVE YOU PREVIOUSLY TESTIFIED IN THIS DOCKET?
Yes, 1 have previously in Docket No. 3436 Gas Cost Recovery (“GCR”) filings.
WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to describe the calculation of the proposed Gas Cost
Recovery (“GCR™) charges to be effective with consumption on and after May 1, 2005
for the following services: (1) firm sales service to the Residential Non-Heating and
Heating rate classes and (2) Commercial and Industrial ("C&I") customers in the
Small, Medium, Large and Extra Large rate classes. My testimony will also address

the Natural Gas Vehicle (“NGV”) rate.
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DO YOU HAVE ANY ATTACHMENTS TO YOUR TESTIMONY?

Yes. I am sponsoring the following Attachments:
PCC-1 Deferred Gas Cost Balances without Updated GCR
PCC-2 Amended GCR Factors
PCC-3 Deferred Gas Cost Balances with Updated GCR
PCC-4 Bill Impact Analysis
PCC-5 NGV Tariff
WHY IS THE COMPANY PROPOSING TO AMEND THE CURRENTLY

EFFECTIVE GCR RATES?

The Company is proposing to amend the currently effective GCR rates so that
customers using gas this summer are paying rates reflective of the costs being incurred
by the Company for that gas. As discussed in the testimony of Mr. Beland, the current
GCR rates are based on a filing made by the Company in September 2004 that relied
on projections of gas costs through October 2005. Since that time, gas costs have
escalated and baéed on recent natural gas futures listed on the New York Mercantile
Exchange (“NYMEX?”), gas costs for the sik—month period May 2005 through October
2005 have increased significantly. The proposed GCR factors are intended to capture
only the increase in variable gas costs for the six-month period May through October

2005.
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WHAT IS THE PROJECTED DEFERRED GAS COST BALANCE FOR THE
END OF OCTOBER IF THE COMPANY DOES NOT CHANGE THE GCR

RATES?

Based on actual gas costs and gas cost collections data through February 2005, and the
updated gas cost forecast reflected in Mr. Beland’s testimony Attachment GLB-4, the
GCR deferred balance as of October 31, 2005 is projected to be approximately $11.7
million without a change in the currently effective GCR rate. Attachment PCC-1,

pages 1 and 2 presents the GCR deferred balance activity by month.

IS THE COMPANY PROPOSING TO AMEND THE GCR FACTORS SUCH
THAT A ZERO DEFERRED BALANCE IS ACHIEVED ON OCTOBER 31,

2005?

No. The Company is proposing to amend only the Supply Variable Component of the
currently effective GCR factors so that the summer-time increment of variable gas
costs caused by the higher than forecasted prices is collected from firm customers over
the period May 2005 through October 2005. This would ensure that summer period

gas costs are recovered from customers in a timely and equitable manner.

PLEASE PROVIDE AN OVERVIEW OF THE DEVELOPMENT OF THE

PROPOSED GCR RATES.
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As previously mentioned, the Company is proposing to amend the Supply Variable
Component of the currently effective GCR factors only. Accordingly, the $4,376,199
of additional projected gas costs identified in Mr. Beland’s Attachment GLB-2, would
be divided by forecasted firm through-put for the period May 2005 through October
2005. For the six months ended October, projected firm through-put is 6,287,689 dth.
Thus, the currently effective Supply Variable Component of the GCR would be
increased by $0.696/dth, resulting in an amended Sup}v)l‘y Variable Component of
$7.208 per dth. Attachment PCC-2 presents the proposed GCR factors for effect on

May 1, 2005.

WHAT IS THE IMPACT OF THE AMENDED GCR ON THE ENDING GCR

DEFERRED BALANCE?

Implementing the proposed GCR factors would result in a projected end-of-period
deferred balance of approximately $7.3 million. Attachment PCC-3, pages 1 and 2
presents the GCR deferred balance activity based on the March 28, 2005 NYMEX,
updated locked purchases, and amended GCR collection factors résulting in the end-

of-period balance of $7.3 million.

HAS THE COMPANY ANALYZED THE BILL IMPACTS OF THE

PROPOSED CHANGES FOR CUSTOMERS?

Yes. If the proposed GCR factors were to take effect, a residential heating customer

using 239 therms over the six months May through October would experience an

F:\pricshar\Dkt 3436 - GCR\une 2005 Filing\Testimony-PCC 4-1-05.doc
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increase of approximately 4.9 percent, or $17 versus the currently effective GCR
factors. A summary of bill impacts for customers with various levels of consumption

over the six-month period is provided on Attachment PCC-4.

Q. IS THE COMPANY PROPOSING A CHANGE TO THE NATURAL GAS

VEHICLE (“NGV”) RATE?

A. Yes. The commodity charge component of the NGV rates is based on the supply
variable costs identified in the Company’s GCR filing. Accordingly, the NGV
commodity charge is being updated to reflect the supply variable costs included in this

filing. A revised NGV tariff is provided as Attachment PCC-5.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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ATTACHMENT PCC-5

Section 7
New England Gas Company Miscellaneous Services
A Division of Southern Union Company Schedule A, Sheet 1
RIPUC NEGC No. 101 Third Revision

NATURAL GAS VEHICLE SERVICE
RATE 70

1.0 NATURAL GAS VEHICLE SERVICE

1.1 AVAILABILITY: This rate is available for compressed natural gas dispensed
at Company-owned fueling stations for the purpose of
fueling natural gas vehicles.

No other use of gas will be included in this rate for billing

purposes.

1.2 RATES: Customer Charge: | $5.00 per month
Energy Charge:
Distribution Charge: $0.1697 per Therm
Commodity Charge: $0.7370 per Therm

1.3 MINIMUM RATE:  Customer Charge

1.4 GENERAL RULES AND
REGULATIONS: The Company's General Rules and Regulations in Section 1
of RIPUC NEGC No. 101, as in effect from time-to-time
and where not inconsistent with any specific provisions
hereof, are a part of this Schedule.

1.5 RHODE ISLAND GROSS
EARNINGS TAX: The application of the above rates are subject to the Rhode

Island Gross Earnings Tax provisions in Section 1,
Schedule D.

2.0 INTERRUPTIBLE NATURAL GAS VEHICLE SERVICE

2.1 AVAILABILITY: Gas service is available under this rate to any customer
requiring natural gas as a motor fuel for motor vehicle
operations.

Customer must have dual-fuel capability for the use of an
alternate fuel which may be substituted for gas when gas is

Issued: April 1, 2005 e s . Effective: May 1, 2005
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ATTACHMENT PCC-5

Section 7
New England Gas Company Miscellaneous Services
A Division of Southern Union Company Schedule A, Sheet 2
RIPUC NEGC No. 101 Third Revision

NATURAL GAS VEHICLE SERVICE
RATE 70

not available under this tariff, or customer must have use of
a vehicle powered by an alternate fuel which may be
substituted for the NGV vehicle when gas is not available
under this tariff.

2.2 RATES: The interruptible rate shall be set for the upcoming month
after 10:30 a.m. five (5) business days prior to the
commencement of that month. Upon setting the non-firm
service rate, if the Company obtains a new, lower gas
supply, the rate may be reduced prior to the first calendar
day of the month. The customer must notify the Company
by 9:00 a.m. two (2) business days prior to the
commencement of that month of the intention to take
Interruptible Natural Gas Vehicle Service.

Customer Charge: ~ $5.00 per month

Energy Charge:
The rate for interruptible service will be equal to the

Company's incremental gas cost, $.085/Therm margm,
plus $.15/Therm for the cost of compression.

A% B SR RO R

2.3 MINIMUM RATE: Customer Charge

2.4 GENERAL RULES AND
REGULATIONS: The Company's General Rules and Regulations in Section 1
of RIPUC NEGC No. 101, as in effect from time-to-time
and where not inconsistent with any specific provisions
hereof, are a part of this Schedule.

2.5 RHODE ISLAND GROSS
EARNINGS TAX: The application of the above rates are subject to the Rhode
Island Gross Eamnings Tax provisions in Section 1,

Schedule D.
2.6 NOTIFICATION OF
INTERRUPTION/
Issued: April 1, 2005 Effective: May 1, 2005

Fi\pricshar\Dkt 3436 - GCR\une 2005 Filing\PCC-5 NGV -tariff.doc



ATTACHMENT PCC -5

Section 7
New England Gas Company Miscellaneous Services
A Division of Southern Union Company Schedule A, Sheet 3
RIPUC NEGC No. 101 ' Third Revision
NATURAL GAS VEHICLE SERVICE
RATE 70
CURTAILMENT: Customer will curtail or discontinue service when, in the

sole opinion of the Company, such curtailment or
interruption is necessary in order for it to continue to supply
the gas requirements of its firm customers at such time.

2.7 FAILURE TO
CURTAIL: For any period that a customer fails to curtail the use of gas
as requested by the Company, the rate for gas consumption
will be equal to the highest cost gas required to meet

demand during the curtailment period, plus $1.55 per
Therm.

Issued: April 1, 2005 v Effective: May 1, 2005
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New England Gas Company Gary L. Beland
Testimony

Docket No. 3436

April 1, 2005

Page 1 of 7

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Gary L. Beland, and my business address is 100 Weybosset Street,

Providence, Rhode Island 02903.

'WHAT ARE YOUR POSITION AND RESPONSIBILITIES?

I am Director of Gas Supply for New Eﬁgland Gas Company (“NEGC” or fhe
“Company”). My responsibilities include all aspects of gas-supply management
including purchasing, contracting, planning, system monitoring and control and federal

regulatory monitoring and intervention.

HAVE YOU PREVIOUSLY TESTIFIED IN THIS DOCKET?
A. Yes, my most recent testimony in support of the Gas Cost Recovery (“GCR”) rates was

for the rates approved for effect on November 1, 2004.
Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

My testimony provides support for the updated gas costs estimates and other issues

relating to the Company’s proposed GCR factors.

f\pricshar\dkt 3436 - ger\june 2005 filing\testimony-glb 4-1-05r.doc
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New England Gas Company Gary L. Beland

Testimony
Docket No. 3436
April 1, 2005

Page 2 of 7
Q. ARE THERE ANY ATTACHMENTS TO YOUR TESTIMONY?
A. Yes. Iam sponsoring the following Attachments:
GLB-1 NYMEX Comparison September Filing vs March 28, 2005
GLB-2 Supply Variable Cost Comparison
GLB-3 Summary of Projected Gas Cost
GLB-4 Gas Cost Details
GLB-5 Comparison of Locked Prices with March 28, 2005 NYMEX
GLB-6 Summary of Gas Purchasing Program
Q. WHY IS IT NECESSARY TO REQUEST AN INCREASE IN THE GCR AT
THIS TIME?
A. Gas prices have increased substantially from those projected in the Company’s original

September 1, 2004 GCR filing. In particular gas prices for the summer of 2005 are
higher than projected in the September 2004 filing. Attachmént GLB-1 shows the

£21

NYMEX future prices used in the original GCR 1iling and

[aF
o
&
=]
=
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i
£
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=
o

actual NYMEX closing prices for the period November 2004 through April 2005, as

well as the current futures prices as of the March 28, 2005 NYMEX close.

As the graph shows, the actual prices for November 2004 through April 2005 are $0.46
per dekatherm higher on average than the NYMEX prices projected in the original
filing. The future prices for May through October 2005 are an average of $1.28 higher

than the original filing.

fpricshar\dkt 3436 - ger\june 2005 filing\testimony-glb 4-1-05r.doc



10

—
p—

12

13

14

15

16

17

18

19

20

New England Gas Company Gary L. Beland

Testimony
Docket No. 3436
April 1. 2005
Page30f7

HOW DO THE COMPANY’S LATEST LOCKED PURCHASES COMPARE

WITH THE SEPTEMBER 2004 FORECAST?

In the Company’s September 1, 2004 GCR filing, total summer purchase requirements
(excluding storage fill) were 5,875,551 dth. Of this quantity, the price associated with
approximately 20 percent, or 1,147,483 dth, was already “locked” in under the
provisions of the Company’s gas purchasing plan. The citygate value of those locked
purchases was $6,791,025, for an average rate of $5.918/dth. Consequently, as of
September 1, 2004, the price was not locked in for approximately 80 percent of 2005
summer purchase requirements (excluding storage refills), or 4,728,068 dth. Based on
the August 12, 2004 NYMEX settlement prices, the value of the non-locked purchases
was $30,513,846, or $6.454/dth. Under the Company’s gas purchasing plan, through
February 28, 2005, the Company has locked-in prices for 3,110,900 dth for the six
summer months at a cost of $20,125,760, or $6.469/dth. As a result, non-locked
purchases are currently projected to be 2,764,651 dth at a cost of $21,555,311 based on
the March 28, 2005 NYMEX. Attachment GLB-2 summarizes the Company’s locked
and non-locked purchases for the six summer months. As shown, variable gas costs are
currently projected to be $4,376,199 greater than previously forecast due to higher

projected gas prices.

HAVE FIXED COSTS IN THIS FILING CHANGED FROM THE ORIGINAL

GCR FILING?

f\pricshar\dkt 3436 - ger\june 2005 filing\testimony-glb 4-1-05r.doc
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Yes. Fixed costs have been updated to incorporate a rate reduction associated with
Algonquin contracts that takes effect in April. These changes have been used by Mr.
Czekanski to calculate the projected deferred cost over the remainder of the GCR year.
However, the rate change requested in this filing has been calculated based solely on the

increased variable costs.

HOW HAS THE COMPANY UPDATED COMMODITY PRICES AND
VOLUMES IN THIS FILING?

The filing includes actual gas cost results for November through February. The
Company has also included in its calculation of gas costs the actual March and April
NYMEX closing prices and the impact of NYMEX prices for the period May through

October 2005, based on NYMEX prices as of March 28, 2005.

WHAT GAS COSTS ARE USED IN THE GCR FILING?

Attachment GLB-3 provides a summary of the projected gas costs reflected in this
filing. As indicated above, the variable commodity GCR costs are based on the
NYMEX strip as of the close of trading on March 28, 2005 for purchases of supply that
are not already locked in under the Plan. The GCR costs also reflect storage and
inventory costs as of March 1, 2005 and the projected fill and pricing for gas to be
injected into storage. The purchases made under the Plan that are included in the GCR

calculations are shown in Attachment GLB-4 for each individual pipeline.
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OVERALL, WHAT ARE TﬁE PRICES AND QUANTITIES OF GAS
PURCHASED UNDER THE PLAN?

Attachment GLB-5 shows a comparison of the March 28, 2005 NYMEX strip and the
average unit cost of gas purchased under the Plan. Attachment GLB-6 shows the
quantities purchased under the Plan for each future month, the average unit price and the

percentage of projected purchases at locked in prices.

HOW WERE GAS COSTS CALCULATED?

Projected gas costs were calculated using the SENDOUT model results as shown in the
September 1, 2004 GCR filing, updated for actual purchased quantities and the
NYMEX strip pricing as of March 28, 2005. When the Company purchases supply at
locations other than Henry Hub, the pricing point for NYMEX contracts, the Company
used the historical differential to the Henry Hub price to determine the expected
difference, or “basis.” Applying the basis differential to the NYMEX pricing creates a

reasonable estimate of the expected invoice cost of the supply.

HOW DID THE COMPANY CATEGORIZE THE PROJECTED GAS COST
COMPONENTS?

Gas costs are broken down into five components: (1) Supply Fixed Costs; (2) Storage
Fixed Costs; (3) Supply Variable Costs; (4) Storage Variable Product Costs; and (5)

Storage Variable Non-Product. The Supply Fixed Costs include all fixed costs related

fpricshar\dkt 3436 - ger\june 2005 filing\testimony-glb 4-1-05r.doc
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to the purchase of firm gas, including pipeline and supplier fixed reservation costs and

demand charges.

The Storage Fixed Cost component includes all fixed costs related to the operation and
maintenance of storage including fixed storage demand charges, fixed costs associated
with delivery of storage gas to the Company's distribution system, and local production

and storage costs.

The Supply Variable Cost component includes all variable costs of firm gas, including
the commodity costs and expenses incurred to transport gas. Commodity costs included
in the Supply Variable Cost component reflect the sum of purchases made under the
Gas Purchasing Program and projections of gas costs based on the NYMEZX prices of
wellhead futures contracts as of the close of regular trading on March 28, 2005. All
purchases made as part of the Plan were fixed price agreements and there were no call

options, collars and/or other financial-related transactions.

The Storage Variable Cost component includes all variable costs related to the
operation, maintenance and delivery of storage gas, including storage injection and
withdrawal costs, delivery of storage gas to the Company's distribution system, and the
cost of LNG and LPG supplies. A summary of gas costs included in the GCR and
disaggregated into these cost components by month for the period March 2005 through

October 2005 is shown on Attachment GLB-3.
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New England Gas Company

Q. PLEASE DESCRIBE ATTACHMENT GLB-4 PAGES 1 THROUGH 19.

A. Attachment GLB-4 Pages 1 through 19 shows the supporting detail for gas costs
included in the filing for the period April 2005 through October 2005. The various
schedules show the optimized, forecasted sendout by supply source and the pricing

detail by supply source and cost component.

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes, it does.
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