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June 2, 2007
Alan R. Schriber, Chairman, /
Ronda Hartman Fergus,
Paul A. Centolella,
Valerie A. Lemmie,
Donald L. Mason.
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Re: In the matter of the regulation of the purchased gas adjustment clause
contained within the rate schedules of the East Ohio Gas Company dba Dominion
East Ohio and related matters in Case Number 05-219-GA-GCR.

Dear Honorable Chairman Dr. Alan R. Schriber, and fellow Commissioners,
The Commission stated in its entry on rehearing on March 21, 2007 the following:

1. “The Commission found that, based on the evidence, it was unable to
conclude that DEO's purchases of gas were unreasonable, unlawful,
or improper and that the evidence presented did not support the
allegations of fraud.” (Pg. 1,(1))

2. “In this case, we determined that the settlement process clearly
involved serious bargaining by knowledgeable, capable parties." (Pg.
2'39 (6)'

I, Paul T. Kroll, testified pursuant to an OCC subpoena on September 14, 2006 at
the hearing held in the above referenced case. In the event that the conclusion stated
below is rejected, this Commission should, in the alternative, make a request of the West
Virginia Public Service Comnission to participate in the audit involving affiliated
transactions described more fully below. The conclusion stated below, would generate
approximately $15 million for 2003 alone, in refunds to the Ohio ratepayers.

Subsequent to the September 14, 2006 hearing, the Honorable Judge Marks
compelled Dominion on Febmary 7, 2007 to respond to my Discovery Requests, Sets
Four and Five, and to supplement responses to Sets One and Three, in my civil suit in the
West Virginia court system. Additionally, in Dominion Hope’s (DH) Consolidated Cases
before the West Virginia Public Service Commission, in which 1 am an intervenor, I have

submitted prepared direct testimony, prepared supplemental direct testimony, and rebuttal
testimony.

The purpose of my testimony in the West Virginia proceedings was to bring about
fair and honest disclosure of material facts refating to purchased gas activities of DH, as
conducted by the Dominion's LDC Gas Supply Group, and the resultant impacts on
reported net income of DH. 1 also examined the affiliated transactions that have yielded
income to stockholders during rate moratorium periods, income which would not have
occurred absent the involvement of affiliates in transactions that were not arm’s-length. 1
also identified significant inconsistencies in Dominion's filings, data request responses
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and testimony from various proceedings that were direct attempts to mislead the
applicable state Commissions..

In response to WV Commission’s Staff data requests, [ have submitted over 1200
documents, to date. Additionally, on May 4, 2007, Commission’s Staff filed a Motion for
Continuance of Hearing, or In The Alternative, Bifurcation of Dominion Hope's Purchase
Gas Adjustment Cases from the Consolidated Proceedings. On May 7, 2007 the WV
Commission’s Staff filed a Corrected Motion for Continuance of Hearing or Bifurcation
correcting certain typographical errors, line spacing errors and attached Exhibts 1-4.

(Enclosed Under Separate Caover).

In these motions Commission’s Staff stated that,” It has come to the attention of
the Commission’s Staff that in past years, approximately as far back as 2003, Hope Gas,
Inc., doing business as Dominion Hope, may have engaged in certain gas supply purchase
practices, which may be in direct violation of West Virginia Code sections 24-2-4¢ and
Rule 43 of the Commission’s Tariff Rules. Staff stated additionally that, “The
information that Staff received on May 4, 2007, pursuant to a data request propounded on
intervenor Paul T. Kroll indicates, upon initial examination, that the PSC may not have
received such required information while Dominion Hope has been in PGA mode and
that certain suspect practices may have been engaged in by Dominion Hope and affiliates
to the detriment of the West Virginia ratepayers.”

On May 7, 2007 the West Virginia Public Service Commission agreed with Staff's
Motion that time be allowed for an independent aundit to be conducted concerning issues
stated in Staff’s motion. The Commission agreed with Staff and held the hearing on the
evidentiary portions of the Consolidated Cases beginning May 7, 2007 and bifurcated
DH's PGA cases from the Consolidated Proceedings. The Commission, additionally
agreed with Staff, that there would be two hearings, but only one order in the
Consolidated Proceedings and a separate procedural schedule for the bifurcated cases
would be issued. (Enclosed).

Recent available information will provide you with sufficient evidence to
determine that DEQ's purchases from DH, both under the so-called “volume flexible” gas
sales agreements (May 1999 through April 2002) and DEO’s purchases from third party
marketers who were so-called “straddle “ counterparties of DH (May 2002 through
October 2003), were unreasonable, unlawful and improper. And, this evidence, only
recently made available, validates that these purchases represent intentional misconduct
and fraud on part of the Dominion companies. If recovery of additional purchase gas
costs by DEO from its GCR customers, resulting from these volume flexible purchases
from DH and “put” volume purchases from DH’s straddle counterparties is ultimately
disallowed by the PUC of Ohio, this would result in refunds to Dominion East Ohio
ratepayers upwards of, approximately $40 million.

You will find that the enclosed documents, which were either recent company
responses or in the company’s possession for approximately a year before the signing of
the Stipulation, that do not support the testimony given by DEQ’s witnesses in their



depositions or at the hearing in DEQ’s GCR. This material does not support the story
given by the company in its Initial Brief, Reply Brief nor in its Memorandum Contra
Application for Rehearing of Office of the Ohio Consumers’ Counsel.

CONCLUSION: THE PUC SHOULD NOW REJECT
THE STIPULATION

Arguments:

1. Further cross examination of Ronald Walther, by Miss Hotz,
“Q. Did Dominion Hepe ever find another counter-party to
purchase the gas that it purchased through the straddle
transactions after East Ohio stop purchasing it from them?
A. Occasionally Dominion Hope sold to Peoples Gas, but largely
when East Ohio dropped out, East -- Dominion Hope dropped out
of straddles”. (Tr. I, p. 217).

March 30, 2007, Re: Paul T. Kroll v. Hope Gas Inc. et. al., Civil Action No.05-
C-457-1, Defendants’ Responses to Plaintiff's Fifth Set of Discovery Requests. Enclosed.

Discovery Request No. 21: When Dominion East Ohio ceased purchasing gas from
Dominion Hope at first-of-the-month prices in tandem with Dominion Hope's “straddle”
arrangements, did Dominion Hope immediately cease “straddle” activity? If not, please
explain.

RESPONSE: No. After May 2002, the structure of the arrangement was revised such
that Dominion East Ohio ceased purchasing related gas supplies from Dominion Hope
and began purchasing such supplies directly from Dominion Hope's straddle transaction
counterparties. The revised structure continued until October 2003.

Analysis:

This information makes it clear that the company intentionally misled and
misinformed the regulators in order to avoid a more detailed inspection of how DH
was able to generate significant “straddle” revenues without DEO purchasing first-
of-the-month-index price gas directly from DH. Additionally, these transactions
were accomplished without DEQ requesting proper reimbursement by DH or DH's
straddle transaction counterparties for DEO purchasing gas directly from DH's
straddle transaction counterparties only when they exercised their “put” option.



2. Initial Brief filed by Dominion East Ohio, page 8 line four,” DEO
was not a connter-party to Hope's so-called straddle transaction (Tr. a
at I1, and p.230),”

The company was compelled to release information that now provides evidence
to clearly demonstrate that DEQ was involved in a concerted effort to defraud its GCR
customers. On March 8, 2007, March 20, 2007 and March 30, 2007, only after
compelled by the Judge, Dominion made available documents that the company was fully
aware existed, and that if presented at the time of the negotiation of the Stipulation or at
the Ohio hearing, would likely have resulted in a forensic audit of DEQ’s gas purchasing

practices.
The following is but one example:

A Natural Gas Sale Transaction Confirmation and Agreement between (SELLER)
Dominion Hope Release and (BUYER) Occidental Energy Marketing Inc.,

Type of Transaction: Firm,
Term: November 1, 2002 -November 30, 2002,

Special Terms: “Deal is part of two straddles -- each straddle is 10,000 DT/D Hope will
bill Oxy $120,000 and $140,000= $261,000. Hope sells 20,000 DT/D to Oxy every day
and when gas is put, it will be sold to East Ohiio (sic).”

{Kroll's Direct Testimony filed April 5, 2007 in Dominion Hope's Consolidated Cases,
Exhibit Number 4). Enclosed (bold and underlining added for emphasis).

Analysis:

DEO was a vital counterparty to DH's straddle scheme. The special terms
section of the above referenced agreement with Occidental Energy Marketing, Inc.
{(OEMI) confirms that DH with OMEI executed this transaction under the guise of a
straddle, however, only represents a simple purchase gas agreement.

OMEI committed to purchase from DH 20,0600 DT/D every day of the

month (See Enclosed, two November 2002 Straddle “deal sheets” for 10,000DT/D
cach and an Invoice from DH te OMEI for November 2002 for 20.000DT/D or

 600,000Dts for the month, at the first-of-the-month index price of §4.43).

However, when OMEI exercised its put option with DH of 20,000 DT/D,
OMEI sold the put volumes directly to DEOQ. Additionally, when OMEI exercised
its put option with DH, OME] sold the gas it purchased from DH on that day at
$4.43 also directly to DEO_at the first-of-the-month index price of $4.43, a ”wash
sale”.

This resulted in DEO purchasing from OME], only on days when OMEI
exercised its “put” option with DH. DEO purchased the put volume of 20,000
DT/D, plus the volumes that DH sold to OMEI on put days of 20,000DT/D. These
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two purchases by DEO totaled 40,000DT/D and sold by OMEI to DEO for $4.43.
(See Enclosed, THE EAST OHIO GAS COMPANY INTERSTATE PURCHASES
FOR THE PRODUCTION MONTH OF NOVEMBER 2002, reflecting purchases
from OMEI for 40,000DT/D at $4.43 on the flow days of November 2, 3,4, 5,6, 7, 8,
9,10, 11, 12, 13, 14, 15, 16, 17, 18 and 19 of 2002).

Dominion Hope retained the so-called ”straddle” revenues of $261,000 paid
by OMEI and DEO agreed as part DH's straddle agreement to purchase from
OMEI only on the “put” days (18 days).

This 40,000DT/D purchase for a total of 720,0600DTs at $4.43, resulted in
DEO knowingly and willingly providing OMEI with a free put option. Therefore,
DEO knowingly purchased sach supplies directly from DH's straddle counterparties
only on days when DH's straddle counterparties’ had secured gas at a price, which
assured them that their put option was "in the money.” A put option is in-the-
money when the gas commodity is secured at a price below the strike price. Which
simply stated, DH’s straddle counterparties did not wait for the daily cash price to
be posted, which is the average of all contracts executed. The counterparties had a
target (FOMI) price to beat, and whenever they could secure gas below the target
price, they simply exercised their put option.

Therefore, all DEQ’s gas purchases from DH under the guise on the so-called
volume flexible basis were made when the counterparty had secured gas below the
FOMI and was totally irrespective of the posted daily price by Gas Daily for
Dominion's South Point price. This purchased gas activity was something DEQ was
also capable of doing on its own, if it so chose. Bat, it did not. However, it did
choose to purchase gas from DH (from May 1999 through April 2002) only when
straddle counterparties exercised their put options (excluding base load purchases
from DH). To find it more simply stated, one only has to refer to MPH, Attachment
3, Ron Walther, Director of DRI’s LDC Gas Supply, (Transcript page 79 lines 16-
25, and page 80 lines 1-15), "In other words, if Mirant, in exercising its put option,
sold gas to Dominion Hope at a first-of-the-month price, Dominion Hope would turn
around and sell that gas to Dominion East Ohio for the first-of-the-month price”.

Michael P. Haugh’s Exhibit 4, last page, footnote (a), specifically stated that,
"Daily Price is the Midpoint of the Daily Price Survey in Gas Daily for Dominion,
South Point." The Commission in rendering its decision concerning the Stipulation
never recognized this fact. Additionally, the Commission needs to further explore
how and when gas traders make their purchasing decisions.

In the Commission's OPINION AND ORDER issued January 31, 2007 at
page 11 it discusses DEO only purchasing gas from Dominion Hepe on one day in
March of 2000, This Commission must realize that the Daily Price listed on MPH
Exhibit 4, for March 1, 2000, is the midpoeint of a survey of gas contracts executed
on February 29, 2000 by gas traders for delivery for March 1, 2000. This execution
requirement is necessary in order that gas can be nominated and scheduled for next
* business day delivery. Additienally, DH’s straddle counterparties, by agreement,
had until 10:45 a.m. of each day to notify DH of their intent of whether to exercise a
put or call option. Therefore, a simple explanation of why DEO purchased gas from



DH, on March 1, 2000 is because DH’s straddle counterparty executed a contract
for delivery on March 1, 2000 prior to 10:45 a.m. on March 1, 2000 below their
target FOMI price. Again, something DEO was capable of doing on its own, if it
chose to do so, however, it did not.

In summary, for each example sited in the Commission OPINION AND
ORDER, if DEO had incorporated the same purchasing strategy as DH's straddle
counterparties, it too, would have purchased gas for delivery on the same days and
at a price below the target FOMI price, and not necessary at the Daily Price Survey
reported in Gas Daily for Dominion, South Point. This same purchasing strategy, if
incorporated by DEQO, would have saved Ohio ratepayers millions.

Additionally, the DEQ’s transaction information of 2003 reveals the most
compelling new evidence that the LDC Gas Supply Group and DEO were involved in a
concerted effort to defraud GCR customers by purchasing gas at the FOMI price solely
for the benefit of Dominion stockholders and should be reviewed by this Commission,

After being compelled by the West Virginia Public Service Commission to
respond, below is Dominion Hope’s response in Dominion Hope's Consolidated Cases,
Case No. 06-0441-G-PC, et. al., Reguesting Party; Kroll, Data Requests Set; First,
Question Number 003 b.

Question: For each gas sale and straddle sale identified on the “GSG Revenue Summary"
memorandurm in response to 3a, please provide:

i. the deal sheet,

ii. the confirmation and/or sales sale agreement,

iii, the invoice, and.

iv. for each gas sale for which the duration of flow was not the entire month, identify the
specific dates and quantities of flow,

Answer: See attached documents.
Preparer of Response: Ronald Walther, dated 05/04/2007.

Company’s response included Dominion Hope's straddle deal sheets number 5760
for February 2003 and 5850 also for February 2003 that reflected on straddle deal sheet,
the following inscription; "put to EOG”. (Enclosed).

Furthermore, and again after being compelled by the West Virginia Public Service
Commission to respond to WV 5taff’s Third Set of Data Requests, the company on April
24, 2007 provided the following responses to Staff’s Question Numbers 015 and 016.
(Enclosed).



Question Number 015: Please provide the amount of any premiums paid to Dominion
Hope's affiliate Dominion East Ohio during the time Dominion Hope was selling gas to
Dominion East Ohio in relation to Dominion Hope's straddie arrangements. Please
provide the date that each premivm was paid.

Answer; $343,125.00 -- Invoiced 10/27/00
$577,762.50 -- Invoiced 11/11/00
$343,125.00 -- Invoiced 01/04/01
$216,000.00 -- Invoiced 01/11/01
$577,762.50 -- Invoiced 01/12/01
$577,762.50 - Invoiced 03/29/01
$521,850.00 -- Invoiced 03/29/01.

Preparer of Response: Ronald Walther, dated 04/20/2007,

Analysis:

These amounts totaling $3,157,387.50 were invoiced from DEQ to Dominion
Hope. Included in this amount was $2,057,775, representing the amount for months
in 2000, 2 base-period for a Dominion Hope’s base rate filing. The total amount of
$1,099,612.50, inveiced by DEO on 03/29/01 is for the month of FEBRUARY 2001.
The invoices reflect the billing party, as the LDC Gas Supply Group, agent for East
Ohio Gas Company and billed to, the LDC gas Supply Group, agent for Hope Gas,
Inc. for GIC Charges. Theses are the only payments made to DEQ between May
1999 and December 2003 for reducing “Dominion Hope’s risk related to straddle
transactions entered into by Dominion Hope.”

Question Number 016: Please provide an explanation of how the premiums were
determined as requested in request number 15. Please provide all supporting
documentation including applicable agreements.

Answer: Premiums paid were based on Dominion Hope's valuation of Dominion East
Ohio's purchasing gas on a volume flexible basis from Dominion Hope, which reduced
Dominion Hope’s risk related to straddle transactions entered into by Dominion Hope
and third party marketers. Attached are refated documents.

Preparer of Response: Ronald Walther, dated 04/24/2007.

Analysis:

The facts above reflect that, indeed, DEO was without a doubt, a vital
counterparty to the so-called "straddle arrangements" of Dominion Hope, as
orchestrated by LDC Gas Supply Group of Dominion Resource Services, Inc.,
under the direction of Ronald Walther.



3. “There is no issue in this case regarding what DEO knew and when
DEO knew it”. (DEO Reply Brief in Case No. 05-219-GA-GCR page

20, Argument A, 5).
Analysis:

Kroll's Direct Testimony filed April 5, 2007 in DH's Consolidated Cases, Exhibit
Number 7. (Enclosed). This exhibit includes three phone mail messages from the
Director of pricing and regulatory affairs for Pennsylvania and West Virginia that
indicate very clearly that Mr. Murphy and Mr. Walther were very concerned about
DEOQ's exposure in DH’s August 1, 2003 Purchased Gas Costs recovery filing. The
company was given ample opportunity to rebut this testimony relating to these
management concerns, however, the company chose not to address these conversations in
their prepared rebuttal testimony.

The actual recordings of these phone mail messages, plus the transcripts
were in the company's possession a full year before the negotiations began that
produced the Stipulation in the above referenced DEO’s GCR case. Therefore, the
settlement process clearly did not involve “serious bargaining by knowledgeable and
capable parties.” Only one party to the Stipulation was knowledgeable and capable
of bringing forth the truth but elected not to do so. Only one party intentionally
kept the other signatory parties in the dark. This ultimately proved to be to the
benefit of Dominion shareholders and to the deiriment of the ratepayers in Ohio.

CONCLUSION: THE PUC SHOULD NOW REJECT THE STIPULATION

This Commission should now know that the company was the only fully
knowledgeable party to the Stipulation that was approved and adopted. And that the
company intentionally misinformed and misled the Commission and the signatory parties
to the Stipulation in order to prevent full disclosure of material facts related to DEO’s
risk and exposure in DH’s straddle scheme, information the company knew at the time of
signing the Stipulation existed.

Furthermore, the facts show that the final report of the Liberty Consulting Group
was filed on May 22, 2006 and the Stipulation was filed on July 7, 2006. It took DEO
only 43 days to secure a Stipulation among the signatory parties, which amounts to DEO
retaining for its stockholders, approximately $1 million a day while negotiating the
Stipulation. The facts indicate that from the date the OCC gave Notice to take
Depositions upon Oral Examination and Request Production of Documents, specifically
relating to DEO’s purchases from Dominion Hope on June 29, 2006, the company and
the signatory parties signed the Stipulation within only eight days of the above referenced
OCC Notice. This ultimately assuring DEQO of otherwise disallowable costs being
recovered from DEQ’s ratepayers, something that company management anticipated
would not be possible, if caught. This was, however, avoided by having the signatory
parties agree not to conduct an audit of prior periods relating to affiliated transactions
about which the OCC was attempting to secure additional facts and information.




Again, whether this Commission should rely on the testimony of company
witnesses or should review the deal sheets, sales agreements and confirmations and
invoices plus have a forensic audit conducted, is critical in determining if the Stipulation
is detrimental to the Ohio ratepayers.

As recently as April 25, 2007, before the Public Service Commission of West
Virginia, and DH's Consolidated Cases, Mr. Walther, in his Prepared Rebuttal
Testimony, acknowledged that Dominion Hope received a cost free gas loan from DEQ,
in order 1o avoid purchasing high cost gas in January of 2003 while DH was in a rate
freeze. DH was given the opportunity, by DEQ, to repay the loan in later months of
April, May, and June 2003. This was done all to the benefit of Dominion shareholders.
Mr, Walther stated on page 11 of his Prepared Rebuttal Testimony that, "However, rather
than Dominion Hope purchasing gas on the market and selling it to its customers at a
loss, Dominion Hope borrowed gas from Dominion East Ohio. Dominion Hope purchase
gas in later months and return the gas in-kind to Dominion East Ohio". (Enclosed under
separate cover).

So, to the extent that the above actions of Dominion East Ohio and the LDC Gas
Supply Group, acting on behalf of Dominion East Ohio, violated the Ohio Revised Code,
specifically, Title 49, Chapter 4905.33 and Chapter 4905.35, is a question to which the
ratepayers of Dominion East Ohio now deserve a full and complete answer.

Sincerely Yours,

20T el

Paul T. Kroll

SEE COPY of CHARLESTON WEST VIRGINIA GAZETTE, MAY13, 2007,
ARTICLE. (Enclosed).

Enclosures

x¢:  Jim Perro, Ohio Attorney General,
Jamie L. Migden-Ostrander, Ohio Consumers’ Counsel,
Billy Jack Greg-Director, West Virginia Consumer Advocate Division, and
Darrell McGraw, Jr., West Virginia Attorney General.
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PUBLIC SERVICE COMMISSION
OF WEST VIRGINIA
CHARLESTON

At a session of the PUBLIC SERVICE COMMISSION OF WEST VIRGINIA in the
City of Charleston on the 14th day of May, 2007.

CASE NO. 05-1120-G-30C

HOPE GAS, INC., dba DOMINION HOPE
Rule 30C application for adjustment period commencing
November 1, 2005,

CASE NO. 06-0441-G-PC

EQUITABLE RESOURCES, INC. and HOPE GAS, INC., dba

DOMINION HOPE
Joint Petition for Consent and Approval for the sale of all
of the stock of Hope Gas, Inc., by its parent company,
Consolidated Natural Gas Company ic Equitable
Resources, Inc., with Equitable Resources, Inc., being the
surviving parent company of Hope Gas, Inc.

CASE NO. 06-0605-G-GI

HOPE GAS, INC., dba DOMINION HOPE ,
Petition of the Consumer Advocate Division requesting
that the Commission initiate a general investigation into
Dominion Hope's method of accounting for gas in storage
and motion to consolidate this proceeding with Case No.
06-0441-G-PC.,

CASE NO. 06-0998-G-30C
EQUITABLE GAS COMPANY
Rule 30C application to adjust purchased gas costs,

CASE NO. 06-1003-G-30C
HOPE GAS, INC., dba DOMINION HOPE
Rule 30C application to adjust purchased gas costs,

COMMISSION ORDER

By this Order the Commission initiates a focused management audit of Hope Gas, i
Inc., dba Dominion Hope (Dominion Hope), to the extent described herein.

© 7 prblic Seivicé Comrhission
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On May 4, 2007, Commission Staff (Staff) filed a “Motion for Continuance of
Hearing or in the Alternative Bifurcation of Case Nos. 05-1120-G-30C and 06-1003-G-30C
from the Consolidated Proceedings” (as corrected by a May 7, 2007 Staff filing, collectively
referred to as the Motion). In support of its Motion, Staff argued that, based upon allegations
obtained from Intervenor Paul T. Kroll, Dominion Hope may have engaged in practices that
could enure to the detriment of West Virginia ratepayers. Staff further argued that if the
allegations obtained from Mr. Kroll are true, it could potentially impact the assumptions
relied on by Staff in developing Dominion Hope’s purchased gas rates in Case Nos.
05-1120-G-30C and 06-1003-G-30C and might have an impact on the proposed sale of the
common stock of Dominion Hope to Equitable Resources, Inc., in Case No. 06-0441-G-PC.
The Commission heard argument from all parties regarding this issue on the morning of
May 7, 2007, the first of four days of hearing in the above-referenced cases.

After reviewing Staff’s Motion and considering the arguments made by the parties,
the Commission ruled from the bench during the May 7, 2007 hearing to the effect that a
final order could not issue until the matters raised by Staff’s Motion had been investigated
and the results of that investigation presented during a subsequent hearing in these
consolidated cases.

On May 10, 2007, counsel for Dominion Hope moved that the Commission defer the
testimonies of Mr. Kroll and Dominion Hope witness Ronald D. Walther until completion
of the investigation described above. The Commission, at the May 10, 2007 hearing,
considered the arguments by the parties and granted Dominion Hope’s motion to defer.

DISCUSSION

Rule 2.6.1 of the Commission’s Rules for the Government of Gas Utilities and Gas
Pipeline Safety, 150 CSR 4 (Gas Rules) provides:

To establish a procedure for examination of management practices and
policies to determine whether the entity being audited is operating with
efficiency and utilizing sound management practices. The purpose of a
management audit is to disclose operating areas that are efficient or inefficient,
to identity areas for improvement, and to form recommendations for changes,

Gas Rule 2.6.2.c authorizes the Commission to engage in a “focused management
audit™ of one or several specific areas of a utility’s management and operations. Gas Rules
2.6.4 and 2.6.5 authorize the Commission to develop a request for quotes (RFQ) to hire a
qualified outside auditing firm to be paid for by the audited entity.

By this Order the Commission will initiate a focused management audit to review the
activities of Dominion Hope in regard to the allegations raised by Staff in its Motion. The

" 'Public Service Commission
of West Virginia
Charleston - . 2




Commission will direct its Administration Division to develop the RFQ, with the assistance
of Staff, for the Commission’s approval. The focused management audit will be conducted
by a qualified outside auditing firm and will be paid for by Dominion Hope. The
Commission will waive the “Implementation of Recommendations” process contained in Gas
Rule 2.6.6. because the Commission’s processing of these cases presents the logical forum
for review and resolution of the filed focused management audit. After the qualified outside
auditing firm files the completed focused management audit with the Commission, the parties
to these cases will have 10 daysto file a response and direct testimony addressing the focused
management audit. Simultaneous rebuttal testimony will be due 10 days thereafter. The
Commissjon will hold a second hearing shortly thereafter to take evidence and hear argument
on the results of the focused management audit in addition 1o the deferred testimonies of
Mr. Kroll and Mr. Walther. The second hearing will be scheduled by a subsequent order.

FINDINGS OF FACT

1. Staff filed a Motion raising questions regarding management practices of
Dominion Hope that may have an impact on several agpects of these cases.

2. Dominion Hope moved that the Commission defer the testimonies of Mr. Kroll
and Mr. Walther until completion of the focused management audit.

ONCLUSIONS LAW
1. Gas Rule 2.6 authorizes the Commission to conduct management audits.

2. A focused management audit conducted by a qualified cutside auditing firm
will address Dominion Hope’s management practices in regard to the allegations raised by
Staff in its Motion.

3. It is reasonable to waive the “Implementation of Recommendations™ process
contained in Gas Rule 2.6.6. because the Commission’s processing of these cases presents
the logical forum for review and resclution of the filed focused management audit.

4. Beéause the testimonies of Mr. Kroll and Mr. Walther are closely related to the
subject matter of the focused management audit initiated by this Order, it is reasonable to
defer taking those testimonies until the second hearing in these cases.

T o e e Commiiesion
of West Virginia
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pm
ORDER

1T IS THEREFORE ORDERED that a focused management audit is hereby initiated
to address Dominion Hope’s management practices in regards to the allegations raised by
Staff in its Motion and the possible impact of those allegations on the assumptions relied on
by the Staff in developing Dominion Hope’s purchased gas rates in Case Nos.
05-1120-G-30-C and 06-1003-G-30-C and any impact that those allegations might have on
the proposed sale of the common stock of Dominion Hope to Equitable Resources, Inc.

IT IS FURTHER ORDERED that the Commission’s Administration Division shall
develop a request for quotes to hire a qualified outside auditing firm to conduct the focused
management audit. The Commission’s Administration Division shali promptly develop the
RFQ and present it to the Commission for approval within 30 days of the date of this Order.

IT IS FURTHER ORDERED that the RFQ shall include the requirement that the
qualified outside auditing firm complete the focused management report within 30 days or
within such additional time as requested for good cause.

IT 1S FURTHER ORDERED that the cost of the focused management audit shall be
paid promptly by Dominion Hope and Dominion Hope is encouraged to assist in all
reasonable manners in carrying out the focused management audit.

1T IS FURTHER ORDERED that upon submission of the focused management audit
the parties shall use the following procedural schedule:

Simultaneous Response and Direct
Testimony from all parties regarding the
focused management andit.

Due within 10 days of the date the
focused management audit is submitted
to the Commission.

Simultaneous Rebuttal Testimony from all
parties.

Due within 20 days of the date the
focused management audit is submitted
to the Commission.
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ITISFURTHER ORDERED that the Commission's Executive Secretary serve a copy
of this Order upon all parties of record by facsimile transmission and by United States First
Class Mail and upon Commission Staff by hand delivery.

A Trae Cogry, Tepte: { E "
Sandes Sqeive
Executiva Setreiary

JIW/Kim
060441cj.wpd
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Eckert Seamans Cherin & Mellott, PLLC TEL 304 594 1000
2400 Cranberry Square FAX 304 594 1181
N s Morganiown, WV 26508-9209 www _eckertseamans.com

April Morgan Hincy
304-594-1000
shincy@eckertseamans. com

March 30, 2007

I. Michael Benninger, Esq.

Wilson, Frame, Benninger & Metheney, P.L.L.C.
151 Walnut Street

Morgantown, WV 26505

Re:  Paul T. Kroll v. Hope Gas, Inc. et al.
Civil Action No.: 05-C-457-1

Dear Mike:

Enclosed please find our clients’ responses to your Fifth Set of Discovery Requests, To facilitate
your review, I have taken the liberty of providing hard copies of the documents you requested. If
yon still require the information in an electronic form, please let me know and further advise as
to whether a cd would be an acceptable “computer diskette.”

Also, please note that the information responsive to Request No. 1 is still being compiled. I will
forward the same ag soon as it is completed, which should be early next week.

Thank you for your attention to this matter. If you have any questions in the meantime, please
do not hesitate to contact me. s

AMH/ru

Enclosure

APR 3 2007

MORGANTOWN, wv PITTSBURGH, FA HARRISBURG, PA PHILADELPHIA, PA BOSTON, MA WASHINGTON, DC
WILMINGTON, DE SOUTHPOINTE, PA ALCDOA CENTER, PA
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IN THE CIRCUIT COURT OF HARRISON COUNTY, WEST VIRGINIA

PAUL T. KROLL,

Plaintiff,
Civil Action No. 05-C457-1
V.

HOPE GAS, INC. d/b/a Dominion

Hope, a West Virginia Corporation;
DOMINION RESOURCES SERVICES, INC.,,
a Virginia Corporation; WILLIAM E,
McKEOWN; and RONALD D. WALTHER, }

T e S S

Defendants.
PLAINTIFF'S COMBINED DISCOVERY
REQU TO DEFENDA 2TH
DISCOVERY REQUEST NO. 1: Please provide a complete monthty history
of Dominion Hope's gas purchase activity for the years 2002 and 2003. Provide
the company's response on computer diskette in Excel format. The history
should include the following:

A Rates paid to each supplier (including peaking service and
purchases which were not necessary for sale to Tariff customérs or
for injection into storage) by component (i.e., demand, commodity,
etc.);

B. The applicable quantity for each component identified in part A;

C The applicable costs for each component identified in Part A;




DISCOVERY REQUEST NO. 19: In what month and year did Dominion
East Ohio's volume-flexible purchase agreements with Dominion Hope begin?

RESPONSE: May 1999.

DISCOVERY REQUEST NO. 20: In what month and year did Dominion
East Ohio's volume-flexible purchase agreements with Dominion Hope end?

RESPONSE: May 2002.

DISCOVERY REQUEST NOQ. 21: wWhen Dominion East Ohio ceased
purchasing gas from Dominion Hope at first-of-the-month prices in tandem with
Dominion Hope's "straddie" arrangements, did Dominion Hope immediately cease
"straddle" activity? If not, please explain.

RESPONSE: No. After May 2002, the structure of the arrangement was revised
such that Dominion East Ohio ceased purchasing related gas supplies from
Dominion Hope and began purchasing such supplies directly from Dominion

Hope's straddle transaction counterparties. The revised structure continued untii
October 2003.

DISCOVERY REQUEST NO. 22: Please provide copies of P. Greg Nicholes'
expense statements for the months of May, June, July, August and September

for years 2003 and 2004.




RESPONSE: Defendants object to Discovery Request No. 22 on the grounds that
it is not relevant and not likely to lead to relevant information,

Respectfully submitted,

Defendants, by Counsel:

Eckert Seamans Cherin & Mellott, PLLC

April Morgan Hing Var No.8831
Eckert Seamans Cherin & Mellott, LLC
2400 Cranberry Square, Second Floor
Morgantown, WV 26508-9209

304-594-1000

John J. Myers

Eckert Seamans Cherin & Mellott, LLC
Pa. 1.D. No. 23596

Eckert Seamans Cherin & Meliott, LLC
44th Floor, 600 Grant Street
Pittsburgh, PA 15219

412-566-5900

YA




CERTIFICATE OF SERVICE
I certify that on thi@ day of 07, I served a true copy of the

foregoing discovery responses on counsehfor plaintiff via facsimile as follows:

J. Michael Benninger, Esq.
Paul T. Farrell, Jr. Esq.
Wilson, Frame, Benninger & Metheney, P.L.L.C.
151 Walnut Street
Morgantown, WV 26505




BEFORETHE PUBLIC SERVICE COMMISSION OF WEST VIRGINIA
CHARLESTON

CASE NO. 05-1120-G-30C

HOPE GAS, INC., dha DOMINION HOPE,
Rule 30c Application for adjustment period commencing
November 1, 2005.

CASE NO. 06-0441-G-PC
EQUITABLE RESOURCES, INC. AND
HOPE GAS, INC., dba DOMINION HOPE,
Joint Petition for Consent and Approval for the sale
Of the stock of Hope Gas Inc., by its parent company,
Consolidated Natural Gas Company to Equitable
Resources, Inc., with Equitable Resources, Inc., being &
the surviving parent company of Hope Gas Inc.

CASE NO. 06-0605-G-GI

HOPE GAS, INC., dba DOMINION HOPE,
Petition of the Consumer Advocate Division requesting
That the Commission initiate a general investigation into
Dominion Hope’s method of accounting for gas in storage.

CASE NO. 06-0998-G-30C
EQUITABLE GAS COMPANY,
Rule30C application to adjust purchased gas costs

CASE NO. 06-1003-G-30C
HOPE GAS, INC., dba DOMINION HOPE, _
Rule30C application to adjust purchased gas costs.

EXHIBITS TO

E§< Wi s Naos.
DIRECT TESTIMONY RPN, 7

PAUL T. KROLL

April 5, 2607




TIME-CRITICAL ITEM g owar Eﬁﬁ% fax
Dominion" March 12, 2007 Glan Allor, 23080-6711
103083

Pags 1 of %

PLEASE DELIVER IMMEDIATELY UPON RECEIPT TO:
Ocoidenta) Ensrgy Marksiing, inc.
Atin:  Scott Wells Fax No: 713-2157488

From: Cralg Colombo Fax Bo: B04-787-5478
NATURAL GAS SALE TRANSACTION CONFIRMATION AND AGREEMENT

Base Contract No: GIC-29470 Effective Date:  October 01,2002

Transaction No: 103553

We are pleased o confinm the varbal agreement of Oetober 30, 2002, between Dominkon Hope Releuss {SELLER) and Occltiantu)
Enargy Barkeling, Int. {BUYER) =s descibed below.

Type of Transaction: FIAM

This s a *FIRM” sale contract, consistant with the genemliy applicabie provisions sat forth in the Base Sales Contract and thoss
provisions made specitically appiicable hersto by an "F* section desighation.

Term: Novambert 1, 2002 - November 30, 2002

From: Te: ¥olume Price par MMETL) {orvh USD Agder  Dolivery Pokuls) Pinelhg
HNov. 01, 2002  Nov, 30, 2602 10000 Par Day. (FGONGYAPPMONTHLYS 0 COM SP-TTT  DTI
Noe. 01, 2002 Hov, 30, 2002 10000 Per Dey. JFIONGIAFPIMONTHLY] 0 DoOM&eP-TTT DU

Speclal Terms: Daal is part of 2 straddies- each siraddla is 10,000DT/D Hope will bill Oxy $120,000 & $141,000
=$261,000. Hope salls 20,000 DT/ to Oxy every day and when gas is put, it wifi be sold o East Ohiio.

Agreed and Accepled:

Pominion Bope Release (SELLER) Occidental Energy Marketing, ine. (BUYER)
BY: BY:

TITLE: TOLE:

DATE: DATE:

It this daecription Is contrary 10 our virbal agreement, please notify Vipinka Power by the tlose of the second Business Day following receipt Your
fallure to notify Vieginia Fowsr of any sush contrary understanding by such fime consiifutes yout condlrmation of the transaction as descibed abova,

Verbal agreements regarding Transactions ara binding,  The parties agree that lephons conversations may be recorded; that such recardings ara
valid prood of talephonic Transackions; and that they are admiselble svidence in the evant of a disputa,

Al deals are subject 10 cradit approvat,

EXHIBIT

o
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2 {"Phonemail® Telaphbmic message to Panl T. Kroll from
3 William E. McKecwn on Monday, December 1€, 2002
A at 5:14 p.=.) -
| 5 WILLI2M McKEOWW: Hey, Panul. 1It's Bill., I got
6 a couple things. One, just want to check to make sure
. 7 you guys are still coming up on Wednesday. We're
8 planning our luncheon schedule for 1 o'clock, so 1 didn‘£
9 know what time you guys were going to get in here but, if
10 you want to get in a little earlier, if we have any
11 issues, we can talk about those.
12 The second thing is, T was having a conversaéion
13 with Ron Walther this afternocon. He was telling me about
i4 the special deal revenues and how much it would go in
15 East Ohio's way wgrsus Hope and it sounds like Hope is
16 collecting a fairly high raveﬁne numbar.
17 I know that last case we were (rying to keep
18 that number down to a minimum and Ron said that thexe's
19 about $800, 000 that could be booked in November/December
20 that could be diverted to Eazst Ohio.
21 I told him it made senge to me that we do‘that,
22 but I wanted to check with you to see if there were any
23 reasons you guys were thinking that we wanted te show
24 that: Then, related to that, he was . .saying ——
25 We probably can't do this, but he could at least
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15
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25

check with the accounting group to see if we can divert
some of what was already in there ifior Hope over to Bast
Ohio, but he told me that his sense was thaﬁ you quys
didn't seem like you were too worried about it being
reflected on Hope's books, so I just wanted to talk with -
you about that beforé he does anything with it, so give

me a call when you get a minute. I'm at 6840._ Bye.

_—arw e w
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("Phonamail"™ Telephone message to Paunl T, EKroll from
William E. McKeown on Thursday, July 24, 2003 at
9:46 a.m.) .
WILLIAM McKECWN: Hey, Paunl. It's Bill., I
talked to Jeff Murphy this morning on the straddle issue

and, as I mentioned the other day, he'd left me a

‘Message.

They are cchcerned about the exposure fhat they

have there; although, after we talked it through, what we

both agreed was, at this point, whether Hope puts it in
at zero or $4 million, there's a reasonable'chaﬁce that
Byron is going to look inte this and discover it and
there's not much we can do, so Jeff said that his only
request of us is whichever way we think causes the least

review and possibility of them bringing that up is his
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preference on the thing, so if you want to talk about
ig -~

I got to run to a meeting that staﬁts in a
minute here but, if you want to talk about what we should
do there, give me 2 call. I guess my sense is that
putting it in at zero still may be our betier option, but
I can go either way on this thing. If you have strong
feelings én what causes least exposure for us. Seg ya.

("Phonem=il®" Telephone message to Paul T, Kroll from
Willizm B. McKeown on Monday, July 28, 2003 at 4:55 p.m.)
. WILLIAM McKEOWN: Hey, Paul. It's Bill. Sue
1ooked at Ron's testimony. He makes one statement in
there that, if we were not in a moratorium situation,
that we wouldn't be doing those type of transactions so,
if we put it at zero, that at least makes things
consistent there,

I talked to Ron again a little bit more about it
and I think he's just sort of a little concerned about
the transactions which, obwviocusly, those guys are the
cones who entered into this stuff, and reiterated that he
knows that East Chio is somewhat concerned about this,
too, but again he left 1t up to us on where to go with
this.

I actually have to leave in a couple of minutes

[
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for a perscnal thing, but probably you and I just need to
talk one last time on this and make sure we're okay with

where we're going with this thing. If we need to do that

& tonight, I should be home after like 9 o'clock.

I guess it's no different than talking tomorrow

morning, but I should be in a little after 7:00 tomorrow

and maybe we cah just come to some conclusion. on this.

See vya.

P
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Dominion Hope
500 Davissor. Fun Road, Clarsburg, WV 26301

Mailing Address: RO, Box 2868
Clatksburg, WV 26302-2868

Wb Address: www.don.com

April 24,2007

Meyishi Peasl Blair, Esquire
WV Public Service Commission
P.O.Box 812

Charleston, WV 25323

Re:  Hope Gas, Inc. dba Dominion Hope
Case No. 05-1120-G-30C
Case No. 06-0441-G-PC
Case No. 06-0605-G-CI
Case No. 06-1003-G-30C
Equitable Gas Company
_ Case No. 06-0998-G-30C
Dear Mrs. Blair:

Please find enclosed the responses to the Commission Staff’s Third Request for
Information to Dominion Hope, Numbers 009, 010, 011, 012, 013, 014, 015 and 016.

If you have any questions about the enclosed data, please do not hesitate to let me
know.

Carol Farmer
Regulatory & Pricing Analyst

Enclosures -

cc: (wienc)  Sandra Squire, Executive Secretary
David A. Sade, Esquire
Michael Majoros, Esquire
Richard Goitlieb, Esquire
Daniel L. Frutchey, Esquire
Mark O. Webb, Esquire

. Stephen H. Watts, [1, Esquire

Kathryn Reed Bayless, Esquire
Elaine C. Lippman, Esquire
George A. Patterson, III, Esquire
Ruben D, Gomez, Esquire
James D. Kauffelt, Esquire
E. D. McDonald, Esquire






