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1. Q. Please state your name and your business address. 1 

 A. My name is Roger L. Sarver.  My business address is 180 East Broad 2 

Street, Columbus, Ohio  43215-3793. 3 

 4 

2. Q. By whom are you employed, and in what capacity? 5 

 A. I am employed by The Public Utilities Commission of Ohio as an Energy 6 

Specialist for the Utilities Department. 7 

 8 

3. Q. Please describe your educational background. 9 

 A. In 1987, I graduated from West Liberty State College with a Bachelor of 10 

Science degree in Business Administration.  In 1998, I graduated from 11 

Capital University with a Masters in Business Administration.    12 

 13 

4. Q. Please describe your professional experience.  14 

 A. From 1987 through 1988, I worked for small CPA firms performing finan-15 

cial audits of non-profit organizations, balance sheet and income statement 16 

preparation for clients, and associated tax forms.  I started with the Public 17 

Utilities Commission of Ohio in 1988 as a Gas Analyst 2.  As a Gas 18 

Analyst, I reviewed tariff filings, prepared entries for Commission consid-19 

eration, and assisted and led Gas Cost Recovery (GCR) financial audits of 20 

local distribution companies.  I was promoted to Gas Cost Recovery Super-21 

visor in 1995.  As GCR Supervisor, I had overall responsibility for all 22 



 

2 

Commission initiated GCR audits (financial and management /performance 1 

audits).  I assumed my current position as an Energy Specialist in 1998.  As 2 

it relates to GCR audits, that position includes the same responsibilities that 3 

I had as the GCR Supervisor.  4 

 5 

5. Q. What is the purpose of your testimony?  6 

 A. I’m submitting testimony in support of Staff’s audit report in Case No. 12-7 

209-GA-GCR of Northeast Ohio Natural Gas Corporation (NEO) and 12-8 

212-GA-GCR of Orwell Natural Gas Company (Orwell) collectively 9 

referred to as the “Companies”.  10 

 11 

6. Q.  What did Staff consider in preparation of its 2012 audits of Orwell and 12 

NEO?  13 

 A.  Staff considered in the 2012 audits experiences that it has accumulated 14 

through the 2010 audits of Orwell and Northeast (RS - 1 and 2), the 15 

preparation and presentation of testimony in the 2010 cases (RS - 3), the 16 

2010 hearings, post hearing settlement discussions and preparation of a 17 

stipulation (RS - 4) and the Commission Opinion and Order (O&O) in these 18 

cases.  In addition to the 2010 cases, Staff met with the Companies and 19 

their attorney to address the requirements of drafting a request for proposal 20 

for the solicitation of an asset manager.  Over the years Staff has developed 21 
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a greater understanding of the Companies’ procurement practices, 1 

regulatory compliance and management philosophy.  2 

 3 

7.   Q.  What was the key point that Staff learned from its 2010 audits of Orwell 4 

and NEO? 5 

 A.   The point that Staff took from its 2010 audits of Orwell and NEO was that 6 

the Companies’ decisions were driven by their affiliated/related parties’ 7 

interests, which resulted in higher purchased gas costs for their sales cus-8 

tomers with minimal benefit.  The Companies entered into service contracts 9 

with related parties that were unsigned, unexecuted and/or executed in a 10 

fashion that exceeded the terms of the contracts, if a contract even existed.  11 

This resulted in Orwell and NEO paying higher than normal prices for gas. 12 

At time the audits were concluding, the Companies’ management believed 13 

that the related parties were providing benefits. But no analyses of existing 14 

resources or issued request for bids for similar services from third parties 15 

were made available to Staff.    16 

 17 

8.  Q.   What did Staff recommend in the 2010 cases to minimize the influence of 18 

the related parties on Orwell and NEO?  19 

 A.   Staff found that Orwell and NEO were in the best position to procure their 20 

own interstate and local supplies and they had the personnel capable of per-21 

forming the gas procurement functions.  Based on these findings, Staff rec-22 
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ommended the Companies terminate their supply agreements with the 1 

related parties and, in the interim, initiate the process of buying their own 2 

gas individually or combined.  Staff also recommended that a request for 3 

proposal be developed by the Companies to solicit bids for an asset man-4 

ager.  5 

 6 

9.  Q.  What did Staff learn from the 2010 hearings? 7 

 A.  Staff found that its findings were largely substantiated through the com-8 

panies’ witnesses and those of the Office of Consumers’ Counsel (OCC).  9 

  10 

10.  Q.  Did the parties reach a settlement in the 2010 cases? 11 

 A.  Yes.  Staff, OCC and the Companies reached a settlement and a stipulation 12 

was signed on August 18, 2011. 13 

 14 

11.   Q.  Were there key provisions of the stipulation that Staff believed, if 15 

implemented, would alleviate its related party concerns?  16 

 A. Yes.  First, Staff agreed that several related party contracts would be 17 

terminated.  Second, the stipulation stated that Gas Natural Service 18 

Company (GNS) would act as a gas procurement manager and would be 19 

free of the restrictions currently in place by virtue of the terminated 20 

contracts between GNS and John D. Oil Gas Marketing , LLC (JDOG).  21 



 

5 

Finally, the parties agreed that the intended date for the first competitive 1 

bidding process would be November 1, 2011. 2 

 3 

12.  Q.  Did the provisions of the 2010 stipulation alleviate Staff’s related party 4 

concerns?  5 

 A.  No.  What Staff learned was the drafting of a request for proposal (RFP) for 6 

the competitive bidding process did not take a few weeks as the signatory 7 

parties had anticipated, but rather the Companies completed it over a year 8 

later, and omitted  Staff comments. See Staff witness Donlon’s testimony 9 

for greater detail on the RFP process.   10 

 11 

13.  Q.  What did Staff discover in the course of the 2012 audits of Orwell and 12 

Northeast as it related to the 2010 stipulation? 13 

 A.   Staff discovered that, even though GNS was to act as gas procurement 14 

manager and asset manager for the Companies and Brainard Natural Gas 15 

Company, GNS simply verified the rates and quantities billed to it by 16 

JDOG and then passed the bills along to the companies.  GNS did not 17 

solicit offers from other marketers.  Second, Staff discovered the agency 18 

fees billed by JDOG to the Companies for interstate purchases continued 19 

after the Commission the issuance of the O&O in October 2011.  JDOG 20 

continued to bill the agency fees to the Companies through November 2012 21 

without a contract.  These are just two examples of where Staff thought the 22 



 

6 

changes agreed to in the stipulation would allow the Companies to operate 1 

more independently of the related parties.  The executives (Board of 2 

Directors and Officers) for these Companies are the same executives for the 3 

related parties, including JDOG.  4 

 5 

14. Q. What were Staff’s recommendations in the 2012 cases? 6 

 A. Staff made the following recommendations in its audit report of NEO and 7 

Orwell: 8 

 Staff recommends NEO and Orwell examine its least cost options for meeting its 9 

sales customers’ requirements through its different supply sources on a monthly 10 

basis.  Staff believes the solicitation of bids from non-affiliated marketers as well 11 

as futures pricing will allow the companies to alter its supply mix within the 12 

physical constraints of their systems to accommodate lower priced supplies on a 13 

month to month basis.  14 

 15 

 Staff recommended in the prior audit that the Companies reject supply and asset 16 

management agreements with its related party marketer JDOG.  Staff believed 17 

these contracts were terminated with the Commission’s Opinion and Order on 18 

October 26, 2011, in which it adopted the stipulation between the Companies, 19 

Staff and OCC.  The pricing of local production was a concern that Staff raised in 20 

the prior audit and that pricing was still in place through a portion of this audit.  21 

Therefore, Staff recommends the Commission adopt Staff’s alternative pricing of 22 
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local production in this audit period.  Staff believes the JDOG pricing structure 1 

should be replaced with the following pricing structure based on the underlying 2 

pricing terms paid to local producers.  3 

 4 

Local Producers 
Avg. NYMEX 
for the Audit 

Period 

Staff Alterna-
tive Premium 
NYMEX Plus 

JDOG Premium 
NYMEX Plus 

Difference 
 

Cobra $3.834 $0.50 $1.091 $0.591 
NEO non-Cobra $3.82 $0.70          $1.61 $0.91 

Orwell $4.01 $0.25 $1.46 $1.21 
 5 
 6 

 Staff found JDOG billed its agency/broker fees to the Companies for the entire 7 

audit.  The Companies ceased seeking recovery of these fees through their GCRs 8 

as of September 2011.  These agency/broker fees were paid out of the Companies’ 9 

non-GCR revenue, thus reducing funds available for operations and dividends.  In 10 

the event that either of these Companies files an application for rate relief or issu-11 

ance of security/debt, Staff recommends that all costs for which the Company 12 

seeks to recover through their rates and/or riders be closely examined. 13 

 14 

 Staff recommends that only the Commission approved tariff provisions be offered 15 

to the Companies’ customers.  16 

 17 

 Staff recommends that NEO and Orwell use in their GCR filings their monthly 18 

sales volumes less free gas, as Staff has in its Actual and Balance Adjustment cal-19 

culations.  Staff also recommends increasing NEO’s sales volumes for the months 20 
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of March, 2010 through May, 2010 by 181,172 Mcf. Staff has accounted for these 1 

items in its AA and BA calculations.  2 

 3 

 Staff recommends the Commission adopt its AA calculations for NEO and Orwell.  4 

Staff’s calculation recognized on a weighted average basis, the prices paid to pro-5 

ducers plus a premium to compensate JDOG for their services.  This is Staff’s 6 

proposed alternative pricing of local purchases as shown below.    7 

 8 

 The differences between the Staff and the Companies’ AA calculations are not 9 

self-correcting through the GCR mechanism.  Staff recommends a reconciliation 10 

adjustment for Orwell of $234,801 in the customers’ favor, and a reconciliation 11 

adjustment for NEO of $2,457,141, also in the customers’ favor.  These reconcili-12 

ation adjustments should be applied in the first GCR filing following the Opinion 13 

and Order in this case. 14 

 15 

 The differences between the Staff and the Companies’ calculations of the BA are 16 

not self-correcting through the GCR mechanism.  Staff recommends a reconcilia-17 

tion adjustment for Orwell of $16,280 in the customer’s favor and a reconciliation 18 

adjustment for NEO of $2,201,232 in the company’s favor.  These reconciliation 19 

adjustments should be applied in the first GCR filing following the Opinion and 20 

Order in this case. 21 

 22 
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 Staff recommends that Orwell monitor its unaccounted-for-gas UFG levels as it 1 

changes out meter devices and adds new metering devices for system growth. 2 

 3 

 Staff recommends the Commission find the RFP process did not lead to 4 

competitive bids as required by the Stipulation and as ordered by the Commission 5 

in Case No. 10-209-GA-GCR, et al. Staff recommends that the bidder that was 6 

selected by the Companies be rejected.   Staff also recommends that the Com-7 

mission reject the results of the RFP process and order the Companies to start a 8 

new RFP process that includes the input of Staff, OCC and the companies’ tech-9 

nical and operational staff.   10 

 11 

 Staff recommends that the Commission reject any RFP and bid selection that the 12 

Companies may initiate prior to the incorporation of Staff and OCC input, starting 13 

as soon as March 2013.   14 

 15 

15.  Q.  Did Staff find that the same problems the Companies had experienced 16 

during the 2010 Audit Period continued to occur during the 2012 Audit 17 

Period?  18 

 A. Yes.  Many of the same problems existed.  Part of this is due to the fact that 19 

a substantial amount of time passed from the end of the 2010 Audit Periods 20 

and the time the Commission signed its Opinion and Order.   21 

 22 
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16.   Q.  When did the 2010 purchased gas cost audit periods end for Orwell and 1 

NEO? 2 

 A.  Orwell’s purchased gas cost audit period ended in June 2010 and NEO’s 3 

ended in August 2009.  4 

 5 

17.    Q.   What were the 2012 purchased gas cost audit periods for Orwell and NEO?  6 

 A. Staff audited the purchased gas costs for NEO from September, 2009 7 

through May, 2012 (33 months) and for Orwell from July, 2010 to June, 8 

2012 (24 months).  9 

  10 

18.  Q.  How much time elapsed between the start of the 2012 purchased gas cost 11 

periods and the Commission’s 2010 Opinion and Order? 12 

 A.   Sixteen months elapsed between the start of Orwell’s purchased gas cost 13 

period and the signing of the O&O.  For NEO, twenty-six months elapsed 14 

between the start of its purchased gas cost period and the Commission’s 15 

2010 O&O. 16 

 17 

19.  Q.  Prior to the Commission’s O&O, did the Companies alter their purchasing 18 

practices substantially during these periods?  19 

 A.  No.  Other than the introduction of Gas Natural Service to monitor the pur-20 

chases of supplies from JDOG and the formalizing of supply contracts, it 21 

remained relatively the same.    22 
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  1 

20.  Q.  Did the purchasing practices of Orwell and NEO change substantially after 2 

the Commission signed its 2010 O&O? 3 

 A.  No.  Staff noted there were marginal changes in how JDOG priced its local 4 

production, primarily that local production which was purchased on 5 

Cobra’s systems for NEO, but overall the concerns raised by Staff in the 6 

2010 audits were still evident in these audits.  7 

 8 

21.  Q.   What was Staff primary concern as it initiated its 2012 audit? 9 

 A.   Staff’s primary concern was JDOG’s procurement of gas for these Com-10 

panies.  Staff noted numerous instances in the 2010 audits where these 11 

Companies were used to the advantage of JDOG and to the detriment of 12 

their customers.  Staff believes that disparity existed in this audit period 13 

also.  14 

 15 

22.   Q.   In the 2010 audits, what led Orwell to procure its supplies from JDOG?    16 

 A.   At the start of the audit, Orwell was supplied gas by Orwell Natural Gas 17 

Marketing (ONG).  Shortly thereafter, ONG was merged into JDOG.  Fol-18 

lowing the merger, JDOG increased its premiums to procure interstate and 19 

local supplies.  At approximately the same time, Orwell’s name was being 20 

used by JDOG in the interstate market to purchase quantities of gas in 21 

excess of Orwell’s sales customers’ requirements in order to facilitate 22 
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JDOG’s non-sales transactions.  Staff found this treatment by JDOG of 1 

Orwell’s credit occurred at the beginning of the 2012 audit.    2 

 3 

23.   Q. In the 2010 audits, what led NEO to procure its supplies from JDOG?     4 

 A.    At the start of the 2010 audit, NEO procured the vast majority of its inter-5 

state and local supplies.  NEO still has the personnel necessary to procure 6 

supplies effectively in the interstate and intrastate markets and could 7 

acquire the supplies for Orwell and Brainard Natural Gas Company with 8 

minimal personnel changes.  NEO began to procure increasingly more of its 9 

supplies from JDOG. Both the regulated utilities and the related party had 10 

the same executive officers. These officers held the positions of Chairman - 11 

CEO, President, and Vice-President and Controller for Orwell, NEO and 12 

JDOG.  With this organizational structure, JDOG was free to utilize NEO’s 13 

name and credit in the market to purchase supplies for its transportation 14 

customers and Great Plains Exploration, another affiliate.    15 

 16 

24.  Q.   What is your recommendation for addressing the conflict of interest that 17 

exists with the Companies’ upper management and upper management of 18 

the related party marketer?  19 

  A. The Companies’ management has continually shown inconsistencies and a 20 

trend to put the interest of related parties ahead of the interests of the gas 21 

customers. Staff therefore recommends, that a Commission-ordered 22 
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investigation be opened into the Companies and all affiliated/related Ohio 1 

regulated parties, including but not limited to Northeast Ohio Natural Gas 2 

Corporation, Orwell Natural Gas Company, Brainard Natural Gas 3 

Company, Cobra Pipeline and Orwell Trumbull Pipeline. The Commission- 4 

ordered investigation should include but not be limited to a forensic audit 5 

and a management performance audit. The audits should be conducted by 6 

third party auditors chosen through an RFP process initiated by Staff. The 7 

audits shall be paid for by the Companies and should not be recoverable 8 

through rates of any kind.   9 

 10 

25.   Q.  Does Staff have any additional recommendations? 11 

 A.  Yes.  Staff found that the purchasing of local production requires the 12 

Companies involvement to ensure that the quantities billed by the producers 13 

are representative of the volumes the Companies have sold to their custom-14 

ers.  The required involvement of the Companies, coupled with their past 15 

experience in procuring local production leads Staff to recommend that at a 16 

minimum, the Companies should procure their own local production 17 

directly from producers and cease purchases of local production from 18 

JDOG.   19 

26.   Q.  Do the Companies have the personnel required to procure local production 20 

directly from producers? 21 
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       A.   Yes.  At the start of the 2010 audits, the Companies were negotiating and 1 

procuring local production directly from the producers.  2 

 3 

27.   Q.   Would the Companies contracting directly with the local producers sim-4 

plify the RFP process? 5 

        A.  Yes.  By contracting directly with the local producers, the Companies and 6 

potential bidders can focus on the procurement of interstate supplies and 7 

not the complexities of accounting for and reconciling local production 8 

purchases with customers sales.      9 

 10 

28.  Q.   Do you have any corrections to the 2012 audit report?   11 

 A. Yes.  In the Staff report, Staff referenced an organizational chart that was 12 

inadvertently omitted from the report on page 8, Table 1. Staff has included 13 

the organizational chart as RS - 5.  The second correction that needs to be 14 

made is to the audit report on page 15 in the second column of the table.  15 

The amount designated as $4.40 Dth should be changed to $4.40 Mcf.  The 16 

third change is to purchased gas costs and volumes from JDOG for Cobra 17 

Holmesville.  Staff has reduced its alternative pricing of local production by 18 

$56,262 and volumes by 75,504 Dth. Staff has incorporated these changes 19 

into its revised AA calculation as shown in RS - 6.  In its review of its 20 

purchased gas cost calculation, Staff discovered that it had not copied a 21 

formula in some months resulting in the inclusion of JDOG agency fees in 22 
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its purchased gas costs.  Staff has corrected the formula, omitted the fees 1 

and incorporated the changes in Staff Revised AA.  2 

 3 

29.  Q.   Can you briefly describe Staff’s analysis of local production as is contained 4 

in Section III of Staff’s 2012 audit report? 5 

 A.  Staff started by examining the prices paid by Orwell and NEO to JDOG for 6 

local production.  Staff then calculated the premiums earned by JDOG as 7 

the difference between the costs charged to NEO and Orwell less the 8 

amounts paid to local producers, delivery charges and shrink.  This last step 9 

allowed Staff to determine the magnitude of the premiums that JDOG was 10 

earning on local production.  11 

 12 

30.  Q.  What did Staff find in the premiums earned by JDOG on local production?  13 

 A.  Staff found the prices JDOG charged to the Companies distorted the cost of 14 

purchasing local production to where, in most months, these purchases 15 

exceeded the cost of purchasing interstate supplies, which should not have 16 

been the case.  Because of this inherent flaw, Staff sought to create pricing 17 

consistent with the underlying prices paid to producers.  18 

 19 

31.  Q.  What did Staff utilize as a basis for pricing of local production to the 20 

Companies?  21 
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 A.  Staff utilized the local production purchase agreements and pricing sheets 1 

that were provided in the 2010 audits.  These agreements/sheets represented 2 

the value a buyer was willing to pay for local production at various loca-3 

tions.  These agreements were all priced using NYMEX.   4 

 5 

32.  Q.  How did the Staff organize the local production purchase agreements? 6 

 A.  Staff organized the purchase agreements based on how JDOG billed local 7 

production to the Companies.  JDOG billed Orwell a single invoice that 8 

included fixed and monthly variable prices.  JDOG invoiced NEO sepa-9 

rately for Cobra, non-Cobra and Gatherco.  JDOG invoiced separated costs 10 

and volumes between Churchtown, Holmesville and North Trumbull.  11 

JDOG invoiced NEO for non-Cobra volumes using fixed and monthly vari-12 

able pricing.  NEO received a separate invoice from JDOG for Gatherco.  13 

 14 

33.  Q.  After the local production purchase agreements were organized according 15 

to JDOG invoicing, what did Staff do next?  16 

 A.  Staff first removed fixed prices and Gatherco pricing from its analysis.  17 

Second, Staff utilized the NYMEX based purchase agreement price paid to 18 

each producer times the monthly volumes that producer supplied to Orwell 19 

or NEO based upon JDOG’s invoices.  Third, Staff summed on a monthly 20 

basis, all of the producer purchases and volumes.  The final step was to 21 

divide the monthly purchase costs by the monthly purchase volumes to 22 
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arrive at a price per unit.  This was done for Orwell, Cobra and non-Cobra 1 

purchases.    2 

 3 

34.  Q.  What were the results of all of these calculations?  4 

 A.  Staff determined on a weighted average cost per Dth or MCF for the audit 5 

periods that the producers on Orwell were paid $4.11 per Mcf by JDOG, 6 

producers on Cobra were paid $3.376 per Dth and non-Cobra producers 7 

were paid $4.40 per Mcf by JDOG.  8 

 9 

35.  Q.  What were the weighted average NYMEX prices during the audit periods?  10 

 A.  The average NYMEX for Orwell was $4.01 per MCF.  The average 11 

NYMEX for NEO Cobra was $3.834 per Dth and $3.82 per Mcf for non-12 

Cobra.     13 

 14 

36.  Q.  How did the weighted average NYMEX prices paid by JDOG to producers 15 

compare to the weighted average NYMEX price for the audit periods?  16 

 A.   Staff found that, on average, JDOG paid producers on the Orwell system 17 

tens cents above NYMEX.  For producers supplying NEO, Cobra producers 18 

on average were paid approximately forty-six cents less than NYMEX and 19 

non-Cobra producers were paid on average fifty-eight cents above 20 

NYMEX.  21 

 22 
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37.   Q.  In the audit period, did Staff provide a table with the weighted average 1 

NYMEX calculations? 2 

 A.   Yes.  On page 15 of the audit report this table was provided.  3 

Systems 
Avg. 

NYMEX 
Price 

Weighted Avg. 
Price Paid to Pro-

ducers 

Volumes Billed to 
Companies by 

JDOG 
Dth 

Weighted Dif-
ference 

Cobra $3.834 $3.376 Dth 953,472 Dth $(0.458)  
Non- 
Cobra 

$3.82 $4.40 Dth 280,003 Mcf $0.580 

Orwell $4.01 $4.11 Mcf 63,693 Mcf $0.10 
  4 

38.  Q.  What did Staff conclude based on these weighted average NYMEX prices 5 

that producers were paid by JDOG?   6 

 A.  Staff found that weighted average prices paid to producers less the 7 

weighted average NYMEX represented a basis upon which to add a 8 

premium to recognize JDOG services.  Staff found the negative basis on 9 

Cobra was consistent with what other marketers on Cobra were paying, and 10 

reflected the ceiling price created by pricing on TCO.  Staff found that the 11 

fifty-eight cent basis on non-Cobra was likely the result of the producers 12 

delivering into an isolated system such as Orrville, where local production 13 

was the only supply for the utility.  At the same time, though, the utility 14 

was the only market for the producers, therefore the higher positive basis 15 

worked to the benefit of both parties.  Staff found that the ten cent basis on 16 

Orwell was likely the result of producers delivering into some small 17 
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isolated areas, but most producers were delivering into systems that had 1 

multiple supply sources, thus limiting the positive basis.   2 

 3 

39  Q.  Did Staff recognize in its purchased cost calculations the basis noted in 4 

question 40? 5 

 A.  No.  Staff included in its purchased cost calculation the following table on 6 

page 5 and 25.  This table recognizes in the column titled “Staff Alternative 7 

Premium NYMEX Plus” amounts added to NYMEX to arrive at the gas 8 

costs for the three categories of local production listed below.   9 

 10 

Local Producers 
Avg. NYMEX 
for the Audit 

Period 

Staff Alterna-
tive Premium 
NYMEX Plus 

JDOG Premium 
NYMEX Plus 

Difference 

Cobra $3.834 $0.50 $1.091 $0.591 
NEO non-

Cobra 
$3.82 $0.70 $1.61 $0.91 

Orwell $4.01 $0.25 $1.46 $1.21 
  11 

40  Q.  What does the “Staff Alternative Premiums NYMEX Plus” represent?  12 

 A.  Alternative Premiums NYMEX Plus represents an amount that Staff has 13 

added to the monthly NYMEX closing price to compensate JDOG for the 14 

costs that it has incurred to purchase local production, transportation and 15 

processing fees, shrinkage and still earn a premium as shown on RS -7 for 16 

Cobra Churchtown and RS - 8 for Cobra Holmesville.   17 

 18 
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41.  Q.  Do the Staff Alternative Premiums allow JDOG to earn a premium on the 1 

local purchases that it sells to NEO and Orwell? 2 

 A.  Yes.  As shown on RS - 7, the all in cost of providing NEO customers with 3 

local production on Cobra Churchtown is shown in the shaded Column 10.  4 

When summed the column totals $2,434,032.  This represents the costs that 5 

JDOG may have incurred to provide customers with gas.  Staff uses the 6 

word “may” because Staff questions the applicability of the processing fee 7 

JDOG incorporated into its calculation for volumes of gas that do not flow 8 

through the processing plant as required under the Cobra tariffs.  This aside, 9 

the revenue that is produced under Staff’s Alternative Premium by adding 10 

fifty cents to the NYMEX monthly closing prices for the audit period are 11 

shown in column 4, the other shaded column, which totaled $2,555,472.  12 

When column 10 is subtracted from column 4, the result is $121,440.  This 13 

amount divided by the volumes sold to NEO Churchtown customers 14 

produces twenty-one cents per Dth premium, which is considerably less 15 

than the ninety- six cent premium JDOG earned during the audit period.  16 

 17 

42.   Q.  Is this consistent with the findings of the Companies’ witness Overcast?  18 

 A.  No.  Mr. Overcasts assert that Staff’s Alternative Premiums will not allow 19 

JDOG to generate the revenues necessary to cover its cost of procuring 20 

local production and associated transportation services and shrinkage.  As 21 

Staff  RS – 7 and RS - 8 shows for the Churchtown and Holmesville 22 



 

21 

systems, Staff’s Alternative Premium generated sufficient revenue to cover 1 

all costs as well as a premium of over twenty cents per unit. 2 

 3 

43.  Q.  Mr. Overcast’s testimony asserts that all local production was re-priced 4 

using the Staff’s Alternative Premium.  Is that correct? 5 

 A.  No.  Staff did not re-price the fixed priced or Gatherco purchases using the 6 

Staff’s Alternative Premium.  Staff did not re-price the fixed price pur-7 

chases in any way and only reduced the Gatherco prices by the fifteen cent 8 

per unit premium that JDOG had added.    9 

  10 

44.  Q.  The Companies’ witness Overcast stated that Staff’s underlying local pur-11 

chase agreements cannot be relied upon as a basis for determining the 12 

prices JDOG paid to producers and its Alternative Premium.  Do you agree 13 

with his finding? 14 

 A.  No.  The local purchase agreements supplied to Staff in its 2010 audits 15 

were executed from 2007 through 2010, with most of them occurring in 16 

2007 and 2008.  At the time, producers were receiving the benefit of a 17 

favorable NYMEX to TCO Appalachian basis differential of twenty-five 18 

cents in 2006 to as high as thirty-five cents in 2008.  This differential has 19 

since dropped significantly, reaching a low in 2012 of four tenths of one 20 

cent, which would mean that if a local producer were to negotiate a new 21 

purchase during the 2012 audit periods, their purchase agreement with 22 
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JDOG or any other marketer would produce considerably less revenue than 1 

they did in 2007, 2008 or 2009.  This too means that if the producers did 2 

renegotiate their agreements from those provided to Staff in the prior audit, 3 

the producers were paid less for their production, and Staff’s pricing in its 4 

report overstated the costs paid to producers and understate the premiums 5 

earned by JDOG.    6 

 7 

45  Q.  The Companies witness Overcast questions Staff’s use of NYMEX as a 8 

market based price.  Why did Staff use NYMEX in its pricing? 9 

 A. Staff used NYMEX as the pricing index because all of the Companies local 10 

purchases were based on NYMEX as shown on RS - 9 and RS – 10.  Both 11 

of these exhibits show that the pricing index for local production starts with 12 

NYMEX.  Staff in its calculation used the same starting point.  13 

 14 

46.  Q.  Mr. Overcast finds that Orwell and NEO benefited by $39,000 and 15 

$747,000 respectively, by buying local production vs. interstate supplies.  16 

Do you agree with his findings?  17 

 A.  I agree with Mr. Overcast in that local production should be the lowest 18 

priced gas available to Orwell and NEO customers, but I do not agree with 19 

his calculations as shown on his Schedules 1 and 2.  20 

 21 

47.  Q.  What do you disagree with in Mr. Overcast’s Schedules 1 and 2? 22 



 

23 

 A.  In his calculations, Mr. Overcast calculates the city-gate cost of gas.  In his 1 

calculations for customers served behind Dominion East Ohio’s system 2 

(DEO), these customers’ city-gate service is priced by taking city-gate 3 

deliveries to DEO and then increasing them by the cost to move this gas 4 

across the DEO system to the Orwell and NEO systems.  The true city gate 5 

price for customers behind DEO is the city-gate price to DEO, because 6 

there was no local production during the audit that was delivered directly 7 

into the Orwell and NEO systems, thus bypassing DEO distribution and the 8 

associated charges.  Absent the ability to bypass the DEO system in its 9 

entirety, interstate and local production would have paid the DEO 10 

transportation charges.  To make these comparisons realistic in regards to 11 

the physical requirements of moving gas to customers behind the DEO 12 

system, Mr. Overcast should have excluded the DEO charges.  The 13 

exclusion of the DEO charges alone would have reduced his column titled 14 

“Transportation cost w/o local” by approximately $1.75 million for NEO 15 

and nearly four hundred thousand dollars for Orwell.  16 

 17 

48.  Q.  Did Mr. Overcast’s Schedules 1 and 2 include any other costs in the 18 

“Transportation cost w/o local” column hat simply inflated the cost of 19 

interstate supplies? 20 

 A.  Yes.  Mr. Overcast in his comparison included the demand charges paid by 21 

NEO to TCO under the column titled “Transportation cost w/o local”.  22 
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These demand charges were approximately $31,100 per month for the six 1 

summer months and $39,500 per month for the six winter months.  These 2 

TCO demand charges for the audit period were approximately $1.178 mil-3 

lion.  On the Orwell system his calculations included the fixed monthly 4 

lease charge of $1,100 per month or $26,400 for the audit period.             5 

 6 

49.  Q.  Why would these TCO demand and monthly lease charges be applicable to 7 

all volumes, not just interstate?  8 

 A.  These TCO demand charges were applicable to interstate and local produc-9 

tion volumes and these services were utilized to move local production 10 

from Cobra onto TCO to NEO customers.  These TCO services provided 11 

firm transportation and storage services that increased the ability of JDOG 12 

to sell to NEO local production.  For Orwell, the monthly lease charges 13 

were for distribution pipe, and indistinguishable as to supply source.  14 

 15 

50.      Q.        If the DEO, TCO and monthly lease charges are removed from Mr. 16 

Overcast’s Schedules 1 and 2 columns titled “Transportation cost w/o local, 17 

does interstate purchases exceed local production purchases?  18 

 19 

           A.        No. With the elimination of these charges the interstate purchases were less 20 

expensive than local production purchases.  21 

 22 
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51. Q. Does this conclude your testimony? 1 

 A. Yes, it does.  However, I reserve the right to submit supplemental testi-2 

mony as described herein, as new information subsequently becomes avail-3 

able or in response to positions taken by other parties. 4 
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