Gary A. Dodge, #0897
HATCH, JAMES & DODGE
10 West Broadway, Suite 400
Salt Lake City, UT 84101
Telephone: 801-363-6363
Facsimile: 801-363-6666
Email: gdodge@hjdlaw.com
Attorneys for Complainants

BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH

In the Matter of the Formal Complaint
Against Questar Gas Company Regarding
Nomination Procedures and Practices for
Transportation Service Customers

Docket No. 14-057-19

PREFILED DIRECT TESTIMONY
OF RICK PEMBERTON

The Complainants in this docket hereby submit the Prefiled Direct Testimony of Rick

Pemberton of Continuum Energy Services, LLC (previously known as Seminole Energy

Services, LLC).

DATED this 7™ day of August 2014.

HATCH, JAMES & DODGE

/sl

Gary A. Dodge



Attorneys for Complainants



CERTIFICATE OF SERVICE

| hereby certify that a true and correct copy of the foregoing was served by email this 71"
day of August 2014 on the following:

Questar Gas Company:
Colleen Larkin Bell
Jenniffer Nelson Clark
Barrie McKay

Division of Public Utilities:
Patricia Schmid
Justin Jetter
Chris Parker
Artie Powell
Carolyn Roll

Office of Consumer Services:
Brent Coleman
Michele Beck
Danny Martinez

Utah Association of Energy Users:
Gary Dodge
Kevin Higgins
Neal Townsend

Nucor Steel:
Damon E. Xenopoulos
Jeremy R. Cook

Federal Executive Agencies:
Karen White
Christopher Thompson
Gregory Fike
Thomas Jernigan

US Magnesium:
Roger Swenson

Summit Energy:
Larry R. Williams

colleen.bell@questar.com
jennifer.clark@questar.com
barrie.mckay@questar.com

pschmid@utah.gov
jjetter@utah.gov
chrisparker@utah.gov
wpowell@utah.gov
croll@utah.gov

brentcoleman@utah.gov
mbeck@utah.gov
dannymartinez@utah.gov

gdodoge@hjdlaw.com
khiggins@energystrat.com
ntownsend@energystrat.com

dex@bbrslaw.com
jrc@pkhlawyers.com

Karen.White.13@us.af.mil
Christopher. Thompson.5@us.af.mil
Gregory.Fike@us.af.mil
Thomas.Jernigan@us.af.mil

roger.swenson@prodigy.net

larry@summitcorp.net



Utility Cost Management Consultants:

Floyd J. Rigby FloydR@ucmc-usa.com
Travis R. Rigby TravisSR@ucmc-usa.com
Bruce Floyd Rigby Bruce@ucmc-usa.com

The Home Builders Association of the State of Utah:
Ross Ford ross@utahhba.com

Dunford Bakers, Inc.:

Dale Hatch dhatch@dunfordbakers.com
Utah Asphalt Pavement Association:
Douglas E. Griffith dgriffith@keslerrust.com
Reed Ryan reed@utahasphalt.org
Emery County Economic Development:
Michael McCandless mikem@emery.utah.gov
David Blackwell daveb@emery.utah.gov

Industrial Gas Users:
William J. Evans bevans@parsonsbehle.com
Vicki M. Baldwin vbaldwin@parsonsbehle.com

Shell Energy North America (US), L.P.:

Katherine B. Edwards kbe@kbelaw.com
John Paul Floom jpf@kbelaw.com
Erica L. Rancilio elr@kbelaw.com

Amy Gold amy.gold@shell.com

/sl




Complainants Exhibit 3.0
Direct Testimony of Rick Pemberton
UPSC Docket 14-057-19

BEFORE

THE PUBLIC SERVICE COMMISSION OF UTAH

Direct Testimony of Rick Pemberton

On behalf of Complainants

Docket No. 14-057-19

August 7, 2014



10

11

12

13

14

15

16

17

18

19

20

21

Complainants Exhibit 3.0

Direct Testimony of Rick Pemberton
UPSC Docket 14-057-19

Page 1 of 13

Introduction

Please state your name and business address.

My name is Rick Pemberton and my business address is Continuum Energy Services,
LLC (“Continuum™) 3732 SW Spring Creek Lane, Topeka, KS 66610.

By whom are you employed and in what capacity?

I am employed by Continuum as Director of Commercial and Industrial Sales, Central
Region. | am currently the acting Director of Commercial and Industrial Sales,
Western Region which includes sales in the State of Utah.

What is the nature of Continuum’s business?

Seminole Energy Services, LLC was formed in 1998 as a non-regulated natural gas
provider or marketer of natural gas to commercial and industrial customers. On
August 1, 2014 Seminole changed its name to Continuum. In Utah, Continuum
currently provides sales service to approximately 30 natural gas customers on the
Questar Gas Company (“QGC”) system served under QGC’s TS Rate Schedule. Our
QGC TS Rate Schedule customers include hospitals and medical centers, foundries,
hotels, food processors and other end users of natural gas.

What is the purpose of your testimony?

The purpose of my testimony is to demonstrate how the unilateral changes made by
QGC to its long standing scheduling and nomination services on July 1, 2014 without
the consent of the customers and without the Commission’s approval (1) are

detrimental to the transportation customers of QGC, (2) will complicate scheduling
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and nomination procedures for all parties during critical periods, (3) create
discriminatory and anti-competitive problems, and (4) are not required or standard in
the industry. The testimony presented leads to my recommendation that the changes
in scheduling and nomination services implemented on July 1, 2014 should not be
allowed to stand. If they are allowed to stand, | propose that the entire TS Rate
Schedule and other provisions of the Tariff regarding imbalances and tolerances must
be revisited by the Commission. The service offered to the TS Rate Schedule
customers has been drastically changed without review of the impacts to Utah
consumers or approval by the Commission.

Testimony

Change in policy is detrimental to QGC transportation customers.

Q.
A.

What is the change in policy?

Simply put, QGC unilaterally terminated pooling services, which had been offered by
QGC for years previous, which allowed marketers to aggregate both supply sources
and customer deliveries.

How is this change detrimental to a TS Rate Schedule customer?

The change creates additional costs to the QGC customer and additional risks.

How does the change in policy create additional costs to the TS Rate Schedule
customer?

First, the pooling of customers’ daily and monthly usages insulated each individual

customer from costly daily and monthly balancing penalties. In the aggregate,
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Continuum’s customers may have been in balance or within tolerance on a daily and
monthly basis, causing no harm to QGC’s system integrity. Individually, however,
each customer may have been out of balance and in so being could be heavily
penalized according to the QGC’s imbalance tariff language. This creates unjust and
unreasonable charges to the ratepayers of QGC when no harm is actually done to
QGC.

Under the QGC tariff, customers must monitor their daily gas deliveries and
must make adjustments to those daily deliveries to ensure a balance between gas
received by QGC and gas consumed. The tariff allows a +/- 5% tolerance daily before
penalties can be accessed. Daily penalties provided for in the tariff equal the higher
of $1.00 per MMBtu or the difference between the monthly market price and the daily
market price plus $0.25 per MMBtu. During this last winter that daily imbalance
penalty could have been as high as $20.81 per MMBtu. By pooling all of the
marketer’s customers together, the +/- 5% tolerance is manageable. Without the
pooling arrangement, each customer must stand alone and smaller customers will
never fall within the tolerance level.

Can you provide an example?

A. Yes. | will use as an example actual customer nomination and usage data from
July 2014 for one small customer and for one larger customer. Usage data for these
customers is shown in Exhibit A (Complainants Exhibit 3.1). During July 2014 the

difference between the monthly market price and the daily market price was less than
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$1.00 per MMBtu on each day of the month, so the potential daily penalty would be
equal to $1.00 per MMBu for all volumes on a daily basis consumed outside the +/-
5% tolerance. Asshown in the first table of Exhibit A, the smaller customer consumed
93 MMBtu for the month with a delivery by Continuum of 118 MMBtu. As shown
the daily nominations were equal to either 3 or 4 MMBtu on a daily basis and the 5%
tolerance equates to 0 MMBtu per day. Therefore, in application there is no tolerance
for this customer and it could be penalized for every volume of imbalance. The
customer’s usage luckily hit the nomination four days. The potential penalty totaled
$55 and equated to $0.59 per MMBtu.

As shown in the second table in Exhibit A, the larger customer used a total of
1,541 MMBtu for the month. The daily nomination was equal to 39 or 51 MMBtu per
day. The tolerance equated to either 2 MMBtu to 3 MMBtu per day. The tolerance
was small but was enough so that the transport customer would not be penalized in 17
days. The total potential penalty would have been $85 or only $0.06 per MMBtu.

The third table in Exhibit A reflects the total daily nominations made by
Continuum during the month and the actual consumption reported by QGC for the
Continuum customers by day. With the pooling service provided by QGC prior to
July 1, 2014, Continuum nominated a monthly delivery of 58,877 MMBtu with a daily
nomination ranging from 1,770 to 2,217 MMBtu per day. Over the month, the pool
stayed within the QGC 5% daily tolerance on all days but three, and the potential

penalty was limited to $5,132.
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To summarize, had Continuum been permitted to continue pooling its
customers’ supplies during July 2014, the collective balance would have been within
QGC’s 5% daily imbalance tolerance window most days, resulting in limited potential
penalties. Without the pooling services in July 2014, the sum of all of Continuum’s
customers’ potential daily penalties, calculated in the same manner as the example,
would total $17,856. Moreover, this data is for a summer month and Continuum did
not experience any serious supply or transportation disruptions. Imbalance risks and
penalties are likely to be more pronounced in winter months when supply disruptions
are more common. These imbalances are primarily the result of natural variations in
consumer usage. In aggregate, the imbalances are minor and would not significantly
impact Questar Gas or its other customers. Because Continuum is now not permitted
to use pools for its customers’ supplies, however, those customers now face significant
additional risks and potential penalties.

Without the pooling service, the smaller customer in my example could be
penalized on its entire daily imbalance since it had, in application no tolerance. If the
imbalance language remains the same and the pooling service is eliminated, the
imbalance language in the tariff will discriminate against smaller users, in effect
offering no tolerance whatsoever and will result in unjust and unreasonable costs.

The tariff provision allowing only a 5% tolerance was written when QGC’s
policy was to allow aggregation pools for supplies and deliveries. The 5% tolerance

is unjust and unreasonable for customers if they must now stand alone because QGC
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has eliminated the pooling service. The pooling service should be restored. If it is
not, the tolerance windows and imbalance penalties must be adjusted.

Will other increased costs be caused by the change in the longstanding scheduling
and nomination services implemented by QGC on July 1, 2014?

Yes. Continuum purchases its natural gas from a wholesale natural gas supplier that
provides the gas for Continuum at the city-gate. The new policy requires that the
wholesaler must nominate a supply for each of Continuum’s customers for delivery to
the city-gate on a daily basis. Prior to the change in policy the wholesaler would
nominate a single volume to be delivered to Continuum at the city-gate. The new
policy creates significant additional work for the wholesale supplier; dividing up the
previous single volume into more than 30 nominations on a daily basis, and potentially
during each of four cycles each day, which will greatly increase the time spent on
nominations and the subsequent cost of doing business on the QGC system, which, in
turn, will ultimately increase the costs to the consumers. If the increased costs of
doing business on the QGC system cannot be passed on to the consumers, marketers
and wholesale suppliers may leave the market area, which would dampen competition
and further increase costs.

Please explain further how the change in policy creates additional risks to the TS
Rate Schedule customers.

Prior to July 1, 2014, QGC allowed the pooling of a marketer’s supply sources at the

city-gate, which insulated end-use customers from any daily fluctuations in supply
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from an individual supply source. The new policy requires that a supply point on the
interstate pipeline system must be tied directly to an individual customer, which then
exposes that customer to any supply disruption of that specific supply source and
exposes that customer to subsequent imbalance penalties that incur due to the
imbalance between the nominated delivery and actual consumption.

The sum of all aggregated supply sources may not be detrimental to the safe
operation of the utility’s system, but each supply source on its own, delivered to
individual customers on a point-to-point basis, may be out of balance by more than
the tolerance allowed and customers will be subject to costly penalties.

With the pooling of supplies and suppliers, any disruption of a single supply
source, whether due to a force majeure event, maintenance requirement, or market
conditions, could be remedied quickly. With the requirement of point-to-point
nominations, replacement of lost supplies with subsequent multiple daily nominations

would be much more burdensome, time consuming and costly to all parties.

Change in policy will complicate scheduling and nomination procedures for all parties during

critical periods

Q.

In addition to the complications and risks inherent in scheduling discussed
previously are there any other concerns with the change in nomination
procedures?

Yes. Customers served under the TS Rate Schedule are offered service on a firm basis

for a contracted portion of their requirements and on an interruptible basis for the
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remaining portion of their requirements. The firm daily volume is subject to a Firm
Demand Charge which is billed each month and the firm service portion of the TS
Rate Schedule is not subject to the interruption provisions of the QGC tariff. The
interruptible portion of the TS Rate Schedule service is offered on a reasonable efforts
basis and is subject to the interruption provisions of the tariff. During a critical period,
it would be in the Utah customer’s best interest to have the marketer who understands
and knows each of the individual customer’s requirements pooling the required
supplies and deliveries as opposed to a natural gas wholesaler who is concerned only
with the sale of gas supply. The transfer of the knowledge from the marketer to the
nominating party would be time consuming and risky for the individual consumer.
The simplistic “point-to-point” nomination will be much more complicated during
critical periods with the differing levels of services selected under the TS Rate
Schedule by each individual customer.

A further complication due to the changed nomination procedure involves the
timeliness of receiving actual customer usage data. Typically Continuum receives the
previous day’s actual meter reading data from QGC after noon the day after gas flow.
This is well after the pipeline’s cycle 1 timely nomination deadline for the next day of
flow. For cycle 1 nominations, Continuum must use the history of usage for each
customer that is at least two days previous to make an estimate and provide its
suppliers the information to make nominations for each individual customer the next

day. This estimate, using two-day-old history and nominating one day in advance,
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must fall within 5% of the individual customer’s actual usage in order to avoid
potential daily penalties authorized in QGC’s tariff. If corrections are to be made after
receipt of the previous day’s data, Continuum must inform its suppliers of each
individual adjustment necessary for nominations during cycle 2. If incremental

supplies are required, they are typically more expensive, if they are even available.

Change in policy will create anti-competitive problems.

Q.

How does the change in policy create discriminatory and anti-competitive
problems?

Anti-competitive effects will occur if current gas suppliers elect not to continue selling
gas to Utah TS Rate Schedule customers at the city-gates, leaving that market less
liquid and more dominated by QGC’s marketing function. Discriminatory impacts
will occur to Utah TS Rate Schedule customers because they will be subjected to costs
and risks to which they were not previously exposed, and to which similar QGC
customers will not be exposed.

With the additional responsibilities and burdens transferred to Continuum’s
suppliers, the cost of the supply will increase. The pooled sales services of QGC will
appear much more attractive than the services Continuum can offer the QGC prospects
without the ability to pool supplies and deliveries.

In addition, Continuum is now forced to provide confidential and proprietary
information to its potential competitors. By requiring nominations on a point-to-point

basis, Continuum customers must be identified to our gas suppliers in order for them
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to make nominations on the interstate system for delivery to QGC. In order to properly

nominate, details of our confidential contracts with end-users must be disclosed.

Other pipelines are FERC regulated and utilities still offer pooling.

Q.

Do other utilities in the market areas served by Continuum offer pooling services
for supplies and for deliveries?

A. Yes. Continuum operates in 23 states as a retail marketer to industrial and
commercial customers. In Continuum’s Central Region of which 1 am most familiar,
Continuum serves 31 distinct utility/pipeline/state combinations; for example Black
Hills Energy/Northern Natural Gas Company — lowa, and Black Hills
Energy/Northern Natural Gas — Kansas are two different utility/pipeline
combinations because of the different rate structures and delivery requirements of
both the utility and pipeline in the different states. Of the 31 different
pipeline/utility/state combinations, | have identified only three that do not offer
pooling serves. The other 28 pipeline/utility/state combinations offer pooling
services to the benefit of their customers. Among the larger interstate pipelines of the
referenced combinations are Northern Natural Gas, Natural Gas Pipeline Company
of America, ANR Pipeline Company, Southern Star Central Gas Pipeline, Panhandle
Eastern Pipe Line Company, Tallgrass Interstate Gas Transmission and Texas
Eastern Transmission. Among the larger referenced LDC utilities are Black Hills
Energy, Ameren Corporation, Alliant Energy, MidAmerican Energy, Oklahoma

Natural Gas, Kansas Gas Service Company and Laclede Energy.
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There are many examples of pooling tariffs and form agency agreements.
The Missouri Gas Energy tariff, for example, specifically allows “aggregation”
(Section A.4, Sheet No. 59.1):

https://www.missourigasenergy.com/MGE/companylinfo/gogreen.jsp?xacontent=Co

mpany%20-%20T ariffs&xatitle=Company%?20-

%20Profile&xaimg=0&xasubtitle=Tariffs%20Book&xaimgright=OverviewCompan

yiInfo.jpg

The Atmos Energy Kansas tariff authorizes pooling or aggregation via an
“Aggregation Service Agreement” (“Kansas Rates” attachment; Section C.1, Sheet
77 of 110; see also pages 80 and 94):

http://www.atmosenergy.com/about/tariffs.html?st=KS#tariffs

Xcel Energy’s Colorado tariff includes a form “Agency Agreement”
(“Natural Gas Rate Book,” “Entire Natural Gas Tariff Book”, Sheets T38-T42) and
provide for “Aggregate Balancing” (Sheet T41):

http://www.xcelenergy.com/About Us/Rates & Regulations/Rates, Rights & Serv

ice Rules/CO Requlatory Rates and Tariffs

The use of aggregation pools is standard in the industry. If these utilities offer
balancing services to their end-users in other states, I do not understand why QGC

should not do the same for its Utah business customers.


https://www.missourigasenergy.com/MGE/companyInfo/gogreen.jsp?xacontent=Company%20-%20Tariffs&xatitle=Company%20-%20Profile&xaimg=0&xasubtitle=Tariffs%20Book&xaimgright=OverviewCompanyInfo.jpg
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Conclusion and Recommendations

Please summarize the impacts of the change in the long standing scheduling and
nomination practices implemented by QGC on July 1, 2014 which eliminated the
use of aggregation pools for the scheduling and balancing of supplies and
deliveries to consumers.

The use of pools for the aggregation of supply and deliveries is standard in the natural
gas industry throughout the country and is offered by almost all utilities that receive
gas from FERC regulated interstate pipelines. Nearly all of these utility tariffs provide
for balancing pools and have been approved and supported by the States’” public utility
or public service commissions. QGC’s unilateral elimination of aggregation pool
services has exposed Utah’s businesses to higher costs and a higher risk of imbalance
penalties and interruption of supply. The new nomination and balancing procedures
are unreasonable and burdensome and are anti-competitive in operation.

I recommend that QGC be required to provide suppliers and TS Rate
Schedule customers the option of aggregated pooling services. | recommend that the
changes in scheduling and nomination services imposed by QGC on July 1, 2014 on
its TS customers and their suppliers should not be allowed to stand. If they are
allowed to stand, | recommend that the entire TS tariff should be revisited by the
Commission. The services and values offered under the TS Rate Schedule have been
drastically changed without review of the impacts to Utah consumers or approval by

the Commission.
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