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INTRODUCTION

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 England Gas Company (“NEG” or the
“Company”). My responsibilities include all aspects of gas-supply management including
purchasing, contracting, planning, system monitoring and control and federal regulatory

monitoring and intervention.

WHAT IS YOUR BACKGROUND AND EXPERIENCE?

I began my career in the gas industry in June of 1977 as an analyst in the Rates and
Regulatory Affairs Department of Michigan Consolidated Gas (MichCon) after receiving
my MBA from the State University of New York of Albany. At MichCon, I worked on
a variety of projects and studies including pipeline rate filings, state rate cases, demand

modeling, gas-supply cost simulations, conservation planning and strategic analyses.

In 1983, I was hired by Niagara Mohawk as a Corporate Planner. In that position, I was

responsible for strategic analysis and a variety of projects in integrated resource
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planning, pipeline regulatory monitoring and intervention, both end-use based and
econometric electric and gas demand forecasting, fuel-cost forecasting and modeling and
gas market unbundling. In 1987, I joined the newly formed gas business unit as Manager
of Gas Supply Planning. While I was at Niagara Mohawk, I was involved in the
Forecasting and Planning Sub-committee of the New York Power Pool and the Planning
Committee of the New York Gas Group, serving as chairman at the time I left to join the

Providence Gas Company (“ProvGas”) in 1994.

I joined ProvGas in 1994 as the Manager of Gas Supply. In 1997, I became Assistant
Vice President. After the merger with Southern Union Company, I was named Director
of Gas Supply for the Company. My responsibilities include all aspects of gas supply
management including purchasing, contracting, planning, system monitoring and control

and federal regulatory monitoring and intervention.

I have testified in several dockets before the Federal Energy Regulatory Commission. I
have testified on market forecasts, both gas and electric and a gas-cost incentive
mechanism before the New York Public Service Commission. I have also testified

before this Commission on a number of gas-related issues.
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1L

WHAT IS THE PURPOSE OF YOUR TESTIMONY?
My testimony provides support for the estimated gas costs, forecasting methodology,
assignments of pipeline capacity to marketers and other issues relating to the Company’s

proposed GCR factors.

ARE THERE ANY ATTACHMENTS TO YOUR TESTIMONY?

Yes. I am sponsoring the following Attachments:

GLB-1 Summary of Projected Gas Cost
GLB-2 Gas Cost Details
GLB-3 Assignment of Pipeline Capacity
GLB-4 FT-2 Operational Parameters
GLB-5 Default Transportation Service
GLB-6 Comparison of Locked Prices and NYMEX Strip
GLB-7 Locked Price Gas Supplies
PROJECTED GAS COSTS

WHAT GAS PRICES ARE USED IN THE GCR FILING?

The GCR factors are based on the NYMEX strip as of the close of trading on August
18, 2003 for any purchases of supply that are not already locked in under the gas
purchasing plan. The GCR factors also reflect storage and inventory costs as of July
31 2003 and the projected fill and pricing for the gas to be injected into storage. The
hedge purchases included in the GCR calculations are shown in Attachment GLB-2 for

each individual pipeline.
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OVERALL, WHAT ARE THE PRICES AND QUANTITIES OF GAS
PURCHASED UNDER THE PLAN?

Attachment GLB-6 shows a comparison of NYMEX strip and the average unit cost of
gas purchased under the plan. Attachment GLB-7 shows the quantities purchased under
the plan for each future month, average unit price and the percentage of projected

purchases at locked in prices.

HOW DOES THE PURCHASE PLAN WORK?

The central focus of the plan is to lock in future gas prices over an 18 month horizon to
stabilize prices and protect customers from the affects of large price swings. The plan
relies on a dollar cost-averaging approach to scale in future positions, but also provides
for discretionary purchases to be made when pricing appears favorable. The purchasing
plan was recently amended to increase the amount of dollar cost-averaging purchases
from 40% to 50% and to add an incentive mechanism to reward or penalize the company
for discretionary purchases based on its performance against a dollar cost-averaging

benchmark.

HOW ARE GAS COSTS CALCULATED?
Projected gas costs are calculated using the SENDOUT model to perform dispatch
optimization on the entire Rhode Island portfolio of gas supply, pipeline transportation,

underground storage and peaking supplies. The calculation begins with a forecast of
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firm gas sales which, through the model, is broken down into daily estimated use. The
model then projects gas costs by utilizing the lowest cost supply available to meet each
day’s requirements. Generally, the pricing of various pipeline services is based directly
on the pipeline tariffs. When the Company purchases supply at locations other than
Henry Hub, the pricing point for NYMEX contracts, it uses the historical differential to
the Henry Hub price to determine the expected difference, or “basis.” Applying the basis

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 four components: (1) Supply Fixed Costs; (2) Storage

Fixed Costs include all fixed costs related to the purchase of firm gas, including pipeline

and supplier fixed reservation costs and demand charges.

The Storage Fixed Cost 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.
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1.

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 NYMEX prices of well-
head futures contracts as of the close of regular trading on August 18, 2003. Al
purchases made as part of the Gas Purchasing Program 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 November 2003

through October 2004 is shown on Attachment GLB-1.

PLEASE DESCRIBE ATTACHMENT GLB-2 PAGES 1 THROUGH 10.

Attachment GLB-2 Pages 1 through 10 shows the supporting detail for gas costs
included in the filing for the period November 2003 through October 2004. The various
schedules show the optimized, forecasted sendout by supply source and the pricing detail

by supply source and cost component.

MARKETER CAPACITY ASSIGNMENT
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HOW IS PIPELINE CAPACITY ASSIGNED TO MARKETERS?

At the time a sales service customer switches to transportation service, the portion of the
Company's contracted for interstate pipeline resources used to meet the customer's
requirements are assigned to the marketer. Pursuant to Item 1.08.0 of the Company’s
Transportation Terms and Conditions, entitled “Capacity Release,” a pro rata share of
upstream pipeline capacity is assigned to marketers serving customers who convert to
firm transportation service after October 1, 1997. The pro rata share equals the ratio of
the customer’s average normalized winter day usage to that for the system as a whole.
This share is multiplied by the amount of pipeline capacity in the Company’s portfolio to

determine the amount of capacity to be assigned.

The Company’s tariff utilizes a path-specific assignment approach that allows marketers
to select the path or paths upon which they prefer to acquire capacity. In order to reflect

the differing values of various paths, Item 1.08.0 provides:

The Company shall assess a surcharge/credit to marketers based on the
difference between the charges of the upstream pipeline transportation
capacity and the weighted average of the Company’s upstream pipeline
transportation capacity charges as calculated by the Company. To the
extent that the charges of such released pipeline capacity are greater than
the weighted average charges, the marketer shall receive credit for such
difference in charges based on the total quantity of capacity released by the
Company to the Marketer.

The weighted average charge and the surcharge/credit charges applicable to individual

pipeline paths selected by the marketer are updated at Attachment GLB-3 of this filing.
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WHAT AMOUNT OF PIPELINE CAPACITY WILL BE ASSIGNED TO
MARKETERS?

The amount of capacity assigned to marketers is a direct function of the amount of
capacity in the Company’s resource portfolio. The supply portfolio allows for a pipeline
assignment equal to 107% of each customer’s normal average winter day’s usage of the

updated pipeline assignment factor and will commence on November 1, 2003.

WHICH PATHS WILL BE AVAILABLE FOR ASSIGNMENT TO
MARKETERS?

Attachment GLB-3, page 1 shows the paths and corresponding quantities available for
assignment to marketers. In total, the Company has made available 23,200 Dth per day
of capacity on six different pipeline paths. The capacity provides marketers with the
flexibility to select paths that best fit their individual resource portfolios and
requirements. In the event an individual path is over-subscribed, the Company will

assign capacity on a pro rata basis.

PLEASE EXPLAIN THE SURCHARGE/CREDIT CALCULATION FOR EACH
ASSIGNED PIPELINE PATH?

The first step in calculating the adjustment charge for each path is calculating the system-
average cost. The derivation of the weighted-average pipeline path cost of §1.034 per

dekatherm is shown on Page 9 of 18 of Attachment GLB-3. This cost is equal to the
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sum of the 100% load factor fixed cost unit value and the system average unit variable
cost. The fixed costs can be thought of as reservation charges that reserve space on the
pipeline and insure that there is a path available to transport gas to the Rhode Island
area. The 100% load factor unit value is $0.524 per dekatherm. The system average
pipeline unit variable cost is $0.51 per dekatherm. Thus, the sum of the $0.524 100%
load factor unit fixed cost and $0.51 system average pipeline unit variable cost results in

the $1.034 per dekatherm weighted average pipeline cost.

HOW ARE THE DELIVERED COSTS FOR EACH PATH DEVELOPED?

The calculations to develop the delivered cost for each path are similar to those
described for the system average. For illustration, the calculation for the first path
(Tennessee Zone 1, shown on Attachment GLB-3, at page 6) would be comprised of a
single contract originating in Zone 1 and terminating in Zone 6. Total fixed costs of
$1,277,184 and total variable costs of $17,407,006 are shown near the bottom, right of
this page. Commodity gas costs of $15,962,873 priced at NYMEX (New York
Mercantile Exchange published price for natural gas) are subtracted from the variable
costs to arrive at non-gas variable costs, which includes any basis differential associated
with the path. The cost of the path equals the sum of the fixed unit cost of $0.500 per
dekatherm at 100% load factor plus the non-gas variable unit cost of $0.427 per
dekatherm, or $0.927 per dekatherm. The unit cost of $0.927 per dekatherm represents

the direct costs incurred by the marketer, which are paid to the transporter or other
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1V.

provider. Since these costs are $0.107 per dekatherm less than the system-average,
marketers electing this path would be charged $0.107 per dekatherm per day per month
on their bill from the Company. A summary of the individual path costs and associated
credits or surcharges, for which approval is sought, is shown on Page 1 of Attachment

GLB-3.

MISCELLANEOQUS ISSUES

IS THE COMPANY PROPOSING ANY CHANGES TO THE OPERATIONAL
PARAMETERS ASSOCIATED WITH STORAGE AND PEAKING
RESOURCES ASSIGNED TO MARKETERS?

No. The underlying underground storage and peaking contracts that govern the use of
the Company’s storage and peaking resources have not changed. Accordingly, the
operational parameters that govern marketers use of resources assigned to them under
the FT-2 service are the same as were in effect last year. Attachment GLB-4 details

those parameters.

ARE THERE ANY CHANGES TO THE DEFAULT TRANSPORTATION
SERVICE?
No. The Company will continue to provide default service for grandfathered

transportation customers based on the pricing sheet shown in Attachment GLB-5.
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ARE THERE ANY CHANGES TO THE COMPANY’S PIPELINE CAPACITY
OR LONG-TERM SUPPLY CONTRACTS?

Yes. The Company has added contracts at two locations. Both contracts will be
effective November 1, 2003 for service on Algonquin’s Hubline project. The first
contract is for 500 Dth/day with a primary firm delivery point at Algonquin’s gate in
Westerly, Rhode Island. This contract takes advantage of the Hubline project to obtain
the maximum physical delivery possible from the existing pipeline lateral to that gate.
The contract will reduce the use of LNG in that part of the system. The second contract
is for 4,000 Dth/day to the Warren gate. This contract will enable the Company to meet
the growing demand in this area of the system, eliminate a small older propane-air facility
located close to a residential area, enable the Company to terminate a more expensive
contract in the future and provide lower commodity cost supply than existing contracts.
The expansion of Algonquin pipeline on this part of its system is the first in many years

and the rates for this expansion are lower than previous similar expansions.

The increase of 4,500 Dth/day represents an increase of about 1.3% in total system
capacity. The Hubline capacity originates in Beverly, Massachusetts at the inter-connect
with the joint facilities of Maritimes and Northeast Pipeline and Portland Natural Gas
Transmission System and will provide additional supply diversity by allowing access to

new Eastern Canadian supplies.

DOES THE COMPANY HAVE ANY OTHER NEW CONTRACTS THIS YEAR?
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Yes. The Company has entered into a new five-year contract with Distrigas of
Massachusetts for LNG liquid. The maximum daily quantity is 2,700 (3 truck loads) per
day and the annual contract quantity is 657,000 Dth. The contract will be used to fill
LNG storage year round. The contract includes a fixed cost payment of $1.5 million per
year. However, the overall unit cost is the same as the cost of spot LNG currently
purchased by the Company. In addition, under this contract the Company obtained the
right to lock in NYMEX pricing for future deliveries, a feature that will enhance the
Company’s ability to hedge gas supplies under the gas purchase plan. In addition, this
contract secures critical LNG supplies at a time Whenﬂ supply is becoming more

constrained.

During this past winter, the first cold winter in many years and the coldest winter in 18
years, the Company experienced a significant increase in demand during severe cold
periods, which exceeded the demand that would be predicted by modeling based on a
simple heat load/base load degree day model. This experience indicates that the
relatively modest difference between average use per degree day and marginal use per
degree that has been observed in the past has grown considerably, increasing the need for
peaking supply. The changes that are occurring in newly built structures and in
consumer behavior are causing demand to increase at peak times even as better heating
system and insulation cause use to decline in the spring, fall and summer. In the near
future, the Company plans to file a long-term plan showing projected demand and

anticipated changes in demand and pipeline and storage capacity contracts.
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1 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

2 A Yes, it does.
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Attachment GLB-3
Docket No. 3436
September 2, 2003

Page 1 of 18
New Engiand Gas Company - Ri Companies
Preliminary Summary of Transportation Capacity Release
Pipeline Path Availability and Pricing
Nov 2003 - October 2004
New
Path to City Gate Projected Total Remaining Cost (Credit)/
Releases(a) | Available | Available IDth Surcharge
Company Weighted Average $1.034

Tennessee Zone 1 to ProvGas 2,235 5,000 2,765 $0.927 $0.107
Algonquin @ Lambertville, NJ 1,189 2,714 1,525 $1.013 $0.021
[Texas Eastern - Soutn Texas 3,914 4,044 130|  $1.471 (80.437)

Algonguin @ Lambertville, NJ
Texas Eastern - West La

Algonquin @ Lambertville, NJ 2,166 3,000 834 $1.285 (80.251)
Texas Castern - East La

Algonauin @ Lambertville, NJ 3,126 5,442 2,316  $1.171 ($0.137)
Columbia (Maumee/Downington)
at 5:1 ratio™ 0 3,000 3,000 $0.802 $0.232

Totals 11,922 23,200 11,278

(a) as of August 2003 adjusted to the Nov. 1 ratio of the Maximum Pipeline Quantity to the Average Winter Day
** Note: Marketers selecting this path are assigned 5/6 of the amount selected at the Maumee, Ohio receipt
point into Columbia and 1/5 at the Downington, Pa. Receipt into Columbia.

Alternate 2004 GSR exhibits2.xis

Marketer paths
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NEW ENGLAND GAS COMPANY Attachment GLB- 4
Docket No. 3436

September 1, 2003
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Operational Parameters
Non-Daily Metered FT-2 Storage and Peaking Resources

The following Operational Parameters are pursuant to RIPUC NEGC No. 101, Section 3,
Schedule E:

Effective Period: November 1, 2003 through October 31, 2004

Underground Storage:
Maximum Inventory Level at any time is 100% of Aggregation Pool’s MSQ-U
Minimum Inventory Levels:

November 1st 98%
December 1st 90%
January 1st 73%
February 1st 48%
March 1st 27%
April 1st 10%
Maximum Monthly Withdrawals expressed as percentage of MSQ-U:
November 10%
December 23%
January 25%
February 23%
March 22%
Maximum Daily Withdrawals:
Level of Storage Allowable Daily
Inventory Expressed ~ Withdrawal Expressed
as % of MSQ-U as % of MDQ-U
>35% to 100% 100%
>25% to 35% 85%
>10% to 25% 68%
>0% to 10% 50%

Maximum Daily Injections expressed as percentage of MDQ-U:
April - September 55%
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Peaking Inventory:

Injections are not allowed.
Inventory Level allocated on November 1, 2001 = MSQ-P

Minimum Inventory Levels:

Minimum
November 1st 100%
January 1st 81%
February 1st 42%
March 1st 14%
April 1st 8%

Maximum Daily Withdrawals = MDQ-P

MSQ-U
MDQ-U
MSQ-P

MDQ-P

Maximum Storage Quantity - Underground
Maximum Daily Quantity - Underground
Maximum Storage Quantity - Peaking
Maximum Daily Quantity - Peaking
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NEW ENGLAND GAS COMPANY
TRANSPORTATION DEFAULT SERVICE

Pnice Sheet

As indicated in Item 2.04.0 of Section 5, Schedule E of the Company’s Transportation
Terms and Conditions, two Default Transportation Services are available in the event that
a marketer stops delivering gas on behalf of Large and Extra Large FT-1 customers who
have elected to forgo the Company’s assignment of pipeline capacity:

Short-Notice Service:

OR

Advance-Notice Service:

The commodity charge for Short-Notice service
shall be the higher of:

a. The Company’s applicable firm sales rate

b. Winter (November — March) — 135% of the

Daily Algonquin Citygates average price or
135% of the Daily Tennessee Zone 6 (delivered)
average price published in Gas Daily. The
citygate (Algonquin or Tennessee) used for
pricing shall be based on the customer’s
location, load characteristics and distribution
system requirements in accordance with Item
1.08.1 of the Company’s Transportation Terms
and Conditions. The published price will be
converted to Ccf and adjusted for Company
Fuel Allowance and GET as appropriate.

Summer (April — October) — 115% of the Daily
Algonquin Citygates average price or 115% of
the Daily Tennessee Zone 6 (delivered) average
price published in Gas Daily. The citygate
(Algonquin or Tennessee) used for pricing shall
be based on the customer’s location, load
characteristics  and  distribution  system
requirements in accordance with Item 1.08.1 of
the Company’s Transportation Terms and
Conditions.  The published price will be
converted to Ccf and adjusted for Company
Fuel Allowance and GET as appropriate.

The commodity charge for Advance-Notice service
shall be the higher of:
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NEW ENGLAND GAS COMPANY

TRANSPORTATION DEFAULT SERVICE

a. The Company’s applicable firm sales rate
OR

b. Winter (November — March) — 135% of the
Algonquin Citygates Monthly Contract Index
price or 135% of the Tennessee Zone 6
(delivered) Monthly Contract Index price
published in the Gas Daily Price Guide. The
citygate (Algonquin or Tennessee) used for
pricing shall be based on the customer’s
location, load characteristics and distribution
system requirements in accordance with Jtem
1.08.1 of the Company’s Transportation Terms
and Conditions. The published price will be
converted to Ccf and adjusted for Company
Fuel Allowance and GET as appropriate.

Summer (April — October) — 115% of the
Algonquin Citygates Monthly Contract Index
price or 115% of the Tennessee Zone 6
(delivered) Monthly Contract Index price
published in the Gas Daily Price Guide. The
citygate (Algonquin or Tennessee) used for
pricing shall be based on the customer’s
location, load characteristics and distribution
system requirements in accordance with Item
1.08.1 of the Company’s Transportation Terms
and Conditions. The published price will be
converted to Ccf and adjusted for Company
Fuel Allowance and GET as appropriate.

The Company and Default Transportation Service supplier shall review the pricing of
these services annually and file any necessary revisions with the Commission concurrent
with the Company’s annual Gas Charge Clause filing.
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Summary of Gas Purchasing Program
All Transactions Through August 15, 2003
New England Gas Company - Rhode Island
Average
Menthly Monthly Wellhead/
Forecasted "Locked" Percent NYMEX  Total Cost of
Volumes-Dth Volumes-Dth "Locked" Price Purchases

2,881,377 1,704,000 5%% $4.8675 $8,294280
3,590,853 1,891,000 53% $5.0376 $9,526,083
3,872,675 1,872,400 48% $5.1639 $9,668,869
3,614,628 1,476,100 41% $5.1500 $7,601,886
3,677,545 1,326,800 36% $4.9754 $6,606,612
2,455,331 942,000 38% $4.5835 $4,317,615
1,713,502 558,000 33% $4.5044 $2,513,480
1,633,112 432,000 26% $4.5748 $1,976,325
1,614,191 390,600 24% $4.6829 $1,829,124
1,413,660 337,900 24% $4.7016 $1,588,657
1,259,202 288,000 23% $4.7706 $1,373,940
2,024,416 350,300 17% $4.8546 $1,700,552
11,569,100 $4.9267 $56,997,422

Forecasted monthly volumes based on June 2003 estimate



Attachment GLB-7

Page 2 of 3
Summary of Gas Purchasing Program
Transactions Through May 31, 2003
New England Gas Company - Rhode Island
Average
Menthly Monthly Wellhead/
Forecasted "Locked" Percent NYMEX  Total Cost of
Month  Volumes-Dth Volumes-Dth "Locked" Price Purchases
Nov-03 2,881,377 1,338,000 46% $4.6549 $6,281,730
Dec-03 3,590,853 1,506,600 42% $4.8526 $7,310,947
Jan-04 3,872,675 1,484,900 38% $4.9623 $7368,514
Feb-04 3,614,628 1,075,900 30% $4.9810 $5,359,070
Mar-04 3,677,545 1,060,200 29% $4.8070 $5,096,354
Apr-04 2,455,331 708,000 29% $4.4215 $3,130,455
May-04 1,713,502 421,600 25% $4.3652 $1,840,377
Jun-04 1,633,112 300,000 18% $4.4322 $1,329,645
Jul-04 1,614,191 232,500 14% $4.5380 $1,055,085
Aug-04 1,413,660 198,400 14% $4.5688 $906,440
Sep-04 1,259,202 162,000 13% $4.6200 $748,440
Oct-04 2,024,416 155,000 8% $4.7592 $737,676
8,643,100 $4.7627 $41,164,732

Forecasted m

onthlv volumes based on June 2003 estimate
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Summary of Gas Purchase Incentive Program

Transactions From June 1 to August 15, 2003

New England Gas Company - Rhode Island
Average
Monthly Monthly Wellhead/
Forecasted "Locked" Percent NYMEX  Total Cost of
Month  Volumes-Dth Volumes-Dth "Locked” _Price Purchases

Nov-03 2,881,377 366,000 13% $5.4988 $2,012,550
Dec-03 3,590,853 384,400 11% $5.7626 $2,215,135
Jan-04 3,872,675 387,500 10% $5.9364 $2,300,355
Feb-04 3,614,628 400,200 11% $5.6042 $2,242.817
Mar-04 3,677,545 266,600 7% $5.6649 $1,510,258
Apr-04 2,455,331 234,000 10% $5.0733 $1,187,160
May-04 1,713,502 136,400 8% $4.9348 $673,103
Jun-04 1,633,112 132,000 8% $4.8991 $646,680
Jul-04 1,614,191 158,100 10% $4.8959 $774,039
Aug-04 1,413,660 139,500 10% $4.8904 $682,217
Sep-04 1,259,202 126,000 10% $4.9643 $625,500
Oct-04 2,024,416 195,300 10% $4.9302 $962,876
2,926,000 $5.4110 $15,832,689

Forecasted monthly volumes based on June 2003 estimate



