10

11

12

13

14

15

16

EXHIBIT NO. TW-30
Docket No. RP06- -000
Page 1 of 25

UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Transwestern Pipeline Company, LLC § Docket No. RP06-  -000

PREPARED DIRECT TESTIMONY
OF
SHELLEY A. CORMAN

Please state your name and business address.

My name is Shelley A. Corman and my business address is 5444 Westheimer Road,
Houston, Texas; 77056.

By whom are you employed and in what capacity?

I 'am currently the Senior Vice President and Chief Commercial Officer of
Transwestern Pipeline Company, LLC (“Transwestern”) wherein my responsibilities
include approving transportation agreements, managing customer relationships, and
developing pipeline facilities projects.

Please briefly describe your educational background and work experience.

I have worked in the pipeline industry for over 21 years in a variety of commercial,
legal and regulatory roles. From 1985 to 1988, I was employed by Transcontinental
Gas Pipe Line Corporation in the rate department. From 1988-1992, I held regulatory
positions with Florida Gas Transmission Company (“FGT”). From 1992-1996, I held
marketing positions for FGT. From 1996-2002, I held positions as Sr. Counsel, Vice
President of Government Affairs and Vice President of Gas Logistics for Enron

Transportation Services Company. I assumed my current position in 2002.
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I'hold a Bachelor of Science degree in Mineral Economics from Pennsylvania
State University and a Master of Business Administration and Doctor of Jurisprudence
from the University of Houston.
Have you previously testified or presented testimony before the Federal Energy
Regulatory Commission?
Yes. Isponsored testimony in FGT rate proceedings in Docket Nos. RP89-50,
RPI1-187 and RP05-103.

Purpose of Testimony

What is the purpose of your prepared direct testimony in this proceeding?
I will discuss the market dynamics on Transwestern, the supply and market areas
served by Transwestern, its customers, and its competitors. Transwestern faces
significant competitive pressures and market risks in the foreseeable future. I will
discuss Transwestern’s firm capacity holders, shifts in the types of customers, the levels
of capacity subscription, the value of capacity, and the length of contract term on
Transwestern. Finally, I will support Transwestern’s discounting practices, Test Period
contract demand and throughput levels, and revenue levels for short-term firm and
interruptible services.

Exhibits
What exhibits are you sponsoring?

I am sponsoring the following exhibits:
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Exhibit No. Reference Description
TW-31 Historical Contract Levels and

Throughput East and West, and
Historical IT Revenues and
Volumes

TW-32 History of Transwestern
Expansions

TW-33 Excess Interstate Pipeline Capacity
Delivering to California

TW-34 Schedule G-3(a) Adjustments to Reservation
Quantities
Schedule G-3(b) Adjustments to Usage Quantities

Were these exhibits prepared by you or under your supervision or direction?
Yes.

Background
Briefly describe Transwestern’s market areas.
Transwestern serves markets in California, Arizona, New Mexico and Texas. In
September 2006, Transwestern expanded its service to include Southwest Gas
Corporation’s (“SWGas”) Las Vegas, Nevada markets.

At the California border, Transwestern delivers to Southern California Gas
Company (“SoCalGas”) and Pacific Gas and Eléctric Company (“PG&E”), both local
distribution companies (“LDCs”), and Mojave Pipeline Company (“Mojave”), an
interstate pipeline. Traditionally, California shippers were the primary markets on the

Transwestern system. In fact, in 1991 SoCalGas made up 100% of Transwestern’s
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reservation revenue and held 100% of Transwestern’s firm contracts.! In 1995, when
Transwestern’s Settlement was filed and approved in Docket No. RP95-271 (“Global
Settlement™), SoCalGas and other California utilities respectively comprised 85% of
reservation revenue and held 68% of firm contracts. As of May 2006, the last month of
Transwestern’s Base Period, California utilities reflected 26% of Transwestern’s
reservation revenues and 17% of Transwestern’s firm contracts.

At the junction of the Topock lateral with the mainline, near the California
border, Transwestern makes deliveries to SWGas, as well as deliveries to the South
Point power plant from a point on the Topock lateral.

~Further east in Arizona, Transwestern makes deliveries to UNS Gas, Inc.
(“UNS?”) at various points and to SWGas, both local distribution companies.
Transwestern also delivers to the Griffith power plant and to Nucor Steel Kingman,
LLC (“Nucor Steel”), an industrial end-user.

In New Mexico, Transwestern delivers to PNM Gas Services (“PNM”), an
LDC, at nine major interconnects across seven counties. In the Blanco Hub area,
Transwestern delivers San Juan gas supplies into two interstate pipelines, El Paso
Natural Gas Company (“EPNG”) and Questar Southern Trails Pipeline (“Southern
Trails”). In August 2006, Transwestern added a new delivery point to serve several
power plants operated by Southwestern Public Service Company.

In May 2006, shippers transporting gas to delivery points in the East of Thoreau

Area of Transwestern’s pipeline system made up 34% of Transwestern’s reservation

! See Transwestern’s 1991 FERC Form 2 data.
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revenues and 38% of Transwestern’s firm contract levels. Transwestern delivers to
numerous interconnections with six interstate and six intrastate pipelines off the east
end of its system, enabling shippers to reach mid-continent and Texas intrastate markets
as well as Keystone Storage in Winkler County, TX. Several end-users, including
Southwest Cheese in Curry County, New Mexico and Owens Corning in Randall
County, Texas, also are served by Transwestern.
Briefly describe Transwestern’s pipeline system and the access to natural gas
supplies off of the Transwestern system.
Transwestern’s pipeline system accesses three natural gas supply basins: San Juan,
Permian and Anadarko. The San Juan Basin is located in northwestern New Mexico
and southwestern Colorado. Transwestern transports San Juan Basin gas for its
shippers from the north end of its San Juan lateral, in the Ignacio area, and from the
Blanco Hub area of its San Juan lateral. Transwestern also indirectly accesses Rockies
supplies on its San Juan lateral via its interconnections with two interstate pipelines,
Northwest Pipeline Corporation (“NWPL”) in the Ignacio area and TransColorado Gas
Transmission Company (“TransColorado”) in the Blanco Hub area. Supplies on the
San Juan lateral are then transported on Transwestern’s mainline facilities west to
Arizona and California markets or on Transwestern’s mainline facilities east, through
its West Texas and Panhandle laterals to New Mexico and Texas markets and interstate
and intrastate pipeline interconnections in Texas.
The Permian Basin is located in southeastern New Mexico and western Texas.

Transwestern transports Permian gas from receipt points on its West Texas lateral
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either westward to New Mexico, Arizona and California markets or eastward to New
Mexico and Texas markets/interconnections. The Anadarko Basin is located in
southwestern Oklahoma and the Texas Panhandle. Minimal supplies from the
Anadarko Basin remain connected to Transwestern’s system, though supplies may be
received via pipeline interconnects on Transwestern’s Panhandle lateral.

Transwestern originally transported only Anadarko and Permian supplies to

SoCalGas. In 1992, Transwestern’s San Juan lateral was placed in-service, providing
San Juan Basin gas with access to California and Arizona customers.
Please describe the market circumstances surrounding Transwestern’s ten-year
Global Settlement with its customers.
Transwestern’s system was placed in service in 1960 to serve SoCalGas, transporting
gas from the Permian Basin to Transwestern’s interconnection with SoCalGas at
Needles, California. SoCalGas originally held 763,281 MMBtu/day of firm capacity on
Transwestern, but exercised rights to stepdown its capacity to 306,000 MMBtu/day on
November 1, 1996. Transwestern’s Global Settlement addressed this turnback and
locked-in Transwestern’s rates and fuel reimbursement percentages for ten years.
SoCalGas’ turnback capacity accounted for approximately $51.3 million in annual
revenue. Transwestern and its firm customers agreed to a shared cost surcharge for five
years: in year 1 the sharing was 50/50, in years 2-5 the sharing was 75% Transwestern
and 25% Transwestern’s firm customers, and in years 5-10 Transwestern bore 100% of

the risk of replacing the lost revenues. During the Global Settlement period,
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Transwestern has managed its system in an attempt to restore its level of cost recovery
despite reduced transportation levels to the California market.
How did Transwestern manage its turnback risk?
Transwestern responded by increasing transportation service in other areas, including
its San Juan and east end business. In December of 1996, Transwestern placed in
service an expansion of its San Juan lateral (from Blanco to Thoreau), acquired an
ownership interest in NWPL’s Ignacio to Blanco line to gain access to supplies for
Transwestern customers from the Ignacio area of Colorado, and modified its mainline
compressor stations between Thoreau and Station 9 to allow San Juan gas to physically |
flow east. In 1998, Transwestern further expanded its San Juan Basin access by
200,000 MMBtu/day on its Ignacio to Blanco line. Its Gallup Expansion in May of
2000 added 50,000 MMBtu/day from Blanco to Thoreau on the San Juan lateral and
restored Transwestern’s mainline west capacity to 1.1 Bef/day from Thoreau to the
California border.

As depicted in Exhibit No. TW-31, Transwestern has experienced a constantly
changing market environment. Following a period of reduced demand in the mid-
1990’s, demand for West capacity had increased again by year 2000. In 2002,
Transwestern placed in service its Red Rock expansion which increased Transwestern’s
mainline west capacity to 1.21 Bef/day.

Since 2003, Transwestern has again been in an environment of reduced west
demand and reduced west capacity values. Demand has shifted eastward and

Transwestern responded by placing another expansion of its San Juan lateral in service
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in May 2005, with contracts to delivery points off the east end of Transwestern’s
system.
Exhibit No. TW-32 details the history of expansions on Transwestern’s system.
Market Risk
Please summarize the competitive environment in which Transwestern operates.
Transwestern’s traditional market area, California, has many competitive choices for
natural gas service.> Several interstate pipeline companies deliver gas to the California
border and into the state of California. California also enjoys a choice of supply
sources via these interstate pipelines and its own in-state production. Western
Canadian Sedimentary Basin supplies may be acéessed through the TransCanada GTN
System (“GTN”).. Kemn River Gas Transmission Company (“Kern”) transports Rockies
supplies from southwestern Wyoming into southern California. Similar to
Transwestern, EPNG delivers supplies from the San Juan, Permian and Anadarko
Basins to California. As shown on Exhibit No. TW-33, the total interstate pipeline
capacity delivering to California is 9.7 Bcef/day.
California natural gas demand is expected to grow at only an annual average
rate of 0.5 % from 2006 to 2025, and from 6.2 Bef/day in 2006 to 6.6 Bef/day in 2016.
This forecasted growth is a combination of anticipated growth in the electric generation
market, slower growth in residential and commercial markets, and a 0.4 % annual
decline in the industrial sector.’ As a result, the 2006 California Gas Report concludes

that there is a long-term surplus of pipeline capacity. Exhibit No. TW-33 details the

? See http://www.energy.ca.gov/html/energysources.html.
* 2006 California Gas Report at p. 12.
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current level of excess interstate pipeline capacity of 3.5 Bef/day.

California anticipates a new source of West Coast supply from liquefied natural
gas (“LNG”). Sempra Energy’s 1 Bef/day Baja LNG terminal is under construction
and proposed to be operational in 2008. According to the California Energy
Commission’s (“CEC”) September 2005 Natural Gas Market Assessment, this supply is
expected to be available to California through reverse flow on the Transportadora de
Gas Natural (“TGN”), Gasoducto Bajanorte, and North Baja System Pipelines. Sempra
has also announced that it is pursuing an expansion of the Baja terminal to 2.5 Bcf/day.*
A number of additional West Coast LNG facilities are proposed or under development.’
While it is possible that not all of .the proposed LNG facilities will be built, the market’s
perception of plentiful options has squeezed both the price and term of interstate
pipeline capacity to California.

Transwestern’s Arizona customers are currently served by EPNG or, due to
geographic proximity, could be served by EPNG. Transwestern’s markets in New
Mexico, primarily PNM, also are or could be served by EPNG.

Transwestern’s east-end markets are pipeline interconnects and, therefore, have
many interstate and intrastate pipeline alternatives. Only 5% of Transwestern’s east-
end reservation revenue came from end-use customers in 2005. Moreover, the east-end
business is a very short-term business, based almost entirely on the current favorable

gas pricing differential between the lower San Juan and higher Waha Hub, West Texas

* See Sempra LNG Press Release dated March 13, 2006.
* See e.g., hitp://'www.energy.ca.gov/Ing/documents/W EST_COAST_PROJECTS PROPOSALS.PDF.
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pricing points. Other than contracts associated with expansions, approximately 46% of
east-end capacity is subscribed under contracts with terms of one year or less.
Please summarize in general Transwestern’s capacity subscription process in this
competitive environment.
Transwestern’s available capacity, for the current month and monthly for five years
prospectively, is posted on its website and updated daily. Customers are able to see
capacity that is available to be subscribed on a firm basis at receipt point(s), delivery
point(s), and on mainline segments of Transwestern’s system. Per Section 24 of the
General Terms and Conditions of its tariff, Transwestern is obligated to conduct bid
solicitations for available mainline west and San Juan lateral capacity. Prior to
subscribing any such capacity, Transwestern posts a notice of available capacity and
receives bids. Bids are ranked and awarded according to net present value. Bids often
indicate that shippers are only willing to subscribe for the capacity at a discount.
Transwestern is not obligated to accept discounted bids. However, if Transwestern
rejects the bids, it means that the capacity remains unsubscribed or will need to be
posted for bid solicitation again at a future time. Accordingly, Transwestern accepts
discounted bids as a means to maximize revenues by the firm subscription of its system
capacity.
The process for re-contracting with an existing shipper having rights of first
refusal (“ROFR”) is much the same. If an existing shipper elects to have its capacity
posted for bid, Transwestern posts a bid solicitation similar to the process described

above, with the only exception being that the existing shipper retains the right to match
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any bids that are deemed acceptable to Transwestern. Again, while Transwestern does
have the choice to reject discounted bids, it faces the risk that the capacity will remain
unsubscribed. Occasionally, an existing shipper with ROFR elects not to post its
capacity for bid, but instead chooses pursuant to Section 13 (B) of Rate Schedule FTS-1
to negotiate with Transwestern prior to any bid solicitation. Ultimately, Transwestern
faces the choice of whether to agree to a discount or allow the capacity to potentially
remain idle.
How do you evaluate whether a particular discount is necessary to maximize use
of the system?
Because there is a surplus of interstate capacity available to serve California markets,
LDCs, end-users and marketers seek pricing in line with the competitive alternatives on
other pipelines. Some of the relevant data points are other pipeline discount postings,
capacity release transactions, as well as data provided in state regulatory proceedings.
In addition, marketers serving spot markets or selling gas at the California border will
not commit to transportation costs that exceed the forward gas price “spread.” The
spread is the expected difference between the price of gas at the California border less

the price of gas at the supply basin (e.g., the Blanco Hub). Forward spreads can be

derived from forward basis quotes such as those published in Platt’s Gas Daily.
Transwestern assesses both the competitive alternatives and contemporaneous price
spread information in determining whether to agree to a discount. This is the basis of

the discounts to which Transwestern has agreed.
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Please discuss the changing profile of Transwestern’s customers and the
increasing level of risk associated with the value of Transwestern’s capacity.
Traditionally, Transwestern’s capacity was subscribed by markets (LDCs and end-
users). Over the last decade, the trend has been for producer-marketers to purchase
Transwestern’s capacity to ensure access to attractive markets for their supplies. In
1992, 83% of Transwestern’s firm deliveries were for LDCs, 15% for marketers and
2% for producers. In the Test Period, 31% of Transwestern’s capacity is held by LDCs,
3% by end-users, 18% by marketers, and 47% by producer-marketers. In
Transwestern’s experience, markets tend to have a longer-term perspective with goals
of reliability and supply assurance. Transwestern’s experience with producer-
marketers holding é greater proportion of its capacity has been a desire for shorter-term
agreeménts and alternate point flexibilities to afford them more opportunities to reach
the markets that value the gas most, while maintaining flow from the production area
and reducing take-away bottlenecks. As the conduit between markets with tremendous
supply access alternatives and suppliers in pursuit of the best gas price in a volatile
market, Transwestern has the challenge of positioning its system to compete and adapt.
Please summarize the term of Transwestern’s portfolio of contracts and level of
capacity subscription.
Except in the case of expansion projects, Transwestern’s customers are increasingly
unwilling to contract for terms longer than 3-4 years. The overall remaining weighted
average life of Transwestern’s contracts is approximately 4 years. On the mainline

west portion of Transwestern’s system in the Test Period, there is 248,609 MMBtu/day
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of capacity unsubscribed. Another 129,664 MMBtu/day of firm contracts expire in
2007, 148,500 MMBtu/day expire in 2008, and 120,000 MMBtu/day expire in 2009. In
total, 50% of Transwestern’s mainline west capacity is either unsubscribed or will be
subject to contract renewal within the next three years.

While other portioﬁs of Transwestern’s system currently are more fully
subscribed, the contracts are also characterized by shorter terms. The average term of
Transwestern’s east of Thoreau contracts (other than those associated with expansions)
is approximately 2 years.

Please describe recent and proposed expansions by competitors from supply areas
accessed by Traqswestern and into market areas served by Transwestern.

EPNG placed two expansion projects in service, adding 550 MMcf/day of incremental
capacity to its south mainline system which can serve California and Arizona markets
(in November 2002, EPNG’s Line 2000 Conversion project went in service, adding 230
MMcf/day and in June 2004, EPNG placed its Power-up expansion project in service,
adding another 320 MMcf/day of capacity). EPNG implemented its Bondad expansion
project in April 2004, adding 140 MMcf/day of access to San Juan supplies to its
system. In December 2005, EPNG’s Line 1903 project went in service, providing
incremental capacity of 502 MMcf/day with access to Rockies supplies and increased
access to San Juan supplies for EPNG’s south system. Most recently, EPNG has
announced its plans to develop a storage facility in Eloy, Arizona (40 miles southeast of
Phoenix) that would store up to 3.5 Bef of gas and is projected to be in service by 2010.

Kern began a series of expansions in 2002 as well. In May 2002, Kern placed



10
11
12
13
14
15
16
17
18
19

20

EXHIBIT NO. TW-30
Docket No. RP06- -000
Page 14 of 25
in service a 135 MMcf/day expansion and in 2003, an approximately 885 MMcf/day
(925 MMcf/day in winter) expansion supported by less expensive Rockies supply
availability.
In July 2002, Southern Trails was placed in service, bringing another 80

MDMcf/day of San Juan access to serve California markets.

Sempra Energy’s Baja LNG terminal has received all its permits and is under

- construction. Commercial operation is expected in early 2008 with a proposed average

production of 1 Bcf/day. An underlying assumption of the CEC’s most recent gas
assessment is the reversal of flow of the TGN and Baja Norte pipelines to deliver Baja
LNG supplies to the state of California. As of August 2006, there are five LNG
projects proposed to be located in California. These projects and their proposed
average production capacity are the Cabrillo Deepwater Port LNG Facility (800
MMcf/day), the Clearwater Port LNG Project (800 MMcf/day), the Long Beach LNG
Facility (700 MMcf/day), the Ocean Way LNG Terminal (800 MMcf{/day), and the
Pacific Gateway LNG Facility (600 MMcf/day). These projects total 3.7 Bcf/day of
production capacity.’

In January 2005, Red Cedar Gathering began operating a dry gas system to
bring gas from the northern San Juan area south to the Blanco Hub. The project had an
initial capacity of approximately 110 MMcf/day and effectively bypassed

Transwestern’s Ignacio to Blanco line, south of the La Plata A Compressor Station.

% California Energy Commission website, West Coast LNG Projects and Proposals Status Update August 9,
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Please discuss the California Public Utility Commission’s (“CPUC”) proceeding
that has impacted re-contracting efforts on Transwestern.
As Transwestern approached the timeframe for renegotiation of several of its firm
agreements under the Global Settlement, including SoCalGas’ and PG&E’s
agreements, the CPUC was holding a proceeding under its Order Instituting
Rulemaking process issued January 22, 2004 (“OIR”). The proceeding was separated
into two phases. A final order in Phase 1 was issued September 2, 2004, which
addressed the level of interstate pipeline capacity that should be held by the utilities and
established a pre-approval process for contracting for such capacity, to allow the
utilities to make timely, guided decisions concerning such capacity. For any agreement
with a volume of greater than 100 MMcf/day (for PG&E and SoCalGas), 20 MMcf/day
(for San Diego Gas & Electric Company (“SDG&E”)), or with a term greater than three
years, the utilities were required to consult with CPUC staff, Office of Ratepayer
Advocates (“ORA”) and The Utility Reform Network (“TURN”) to gain their support
prior to making an advice filing. This meant that the utilities showed discount
proposals to the advisory group before any contract agreements were reached. The |
order in Phase 1 also granted authority to SoCalGas and PG&E to negotiate reduced
amounts of capacity and to terminate expiring contracts with Transwestern and EPNG.
Phase 2, which is still underway, will address firm access rights on SoCalGas among
other issues such as operational balancing and gas quality specifications.

Please discuss SoCalGas’ 2005 stepdown of capacity on Transwestern.
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Following its contractual stepdown in 1996, SoCalGas continued to hold two firm
agreements on Transwestern. The first agreement (contract no. 8255) was for 306,000
MMBtu/day from the East of Thoreau Area (accessing Permian and Anadarko supplies)
to the California border and the second agreement (contract no. 20715) was for 200,000
MMBtu/day from the Blanco Hub (accessing San Juan supplies) to Transwestern’s
mainline at Thoreau for 200,000 MMBtu/day. Both agreements were scheduled to
terminate on October 31, 2005, with ROFR notice due on October 31, 2004. The
CPUC’s final decision in the OIR, September 2, 2004, was issued in the midst of
Transwestern’s negotiations with SoCalGas. The SoCalGas, SDG&E and PG&E
proposals in the OIR proceeding specified their intent to diversify their interstate
pipeline capacity portfolios and the CPUC agreed:

“We recognize that a diverse portfolio approach for the holding of

interstate capacity across supply basins and interstate pipelines

- with staggered terms maximizes opportunities to benefit core

customers with enhanced supply reliability and gas price stability.

Also, there is no opposition to the diversification concept.

Therefore, we will grant SoCalGas’ and SDG&E’s requests for

authorization to diversify their portfolios of firm interstate pipeline

capacity holdings to access gas from multiple gas production

basins and other sources, and to negotiate reduced amounts of

capacity and to terminate their expiring contracts on the EPNG and

Transwestern pipelines in conjunction with preserving their rights

of first refusal (ROFR) for firm capacity on these interstate

pipelines.””
Such authority also was granted to PG&E with respect to its upcoming contract

expirations on Transwestern and EPNG, while the CPUC’s reference to “other sources”

encompasses LNG facilities which will access California’s natural gas market in

7D.04-09-022, September 2, 2004, CPUC Rulemaking 04-01-025, page 22.
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subsequent years. In Transwestern’s negotiations, SoCalGas indicated its intent to not
renew 306,000 MMBtu/day of its Permian access on Transwestern, due to
uncompetitive supply pricing, and to renew its 200,000 MMBtu/day San Juan access,
together with mainline west capacity, subject to Transwestern’s ability to discount to
compete with Rockies delivered alternatives and EPNG’s lower fuel rate.®
Did SoCalGas have other options for fulfilling its core interstate capacity
requirements?
Yes, SoCalGas had other alternatives to retaining its 200,000 MMBtu/day of capacity
on Transwestern. SoCalGas’ agreement for 1.3 Bcf/day of capacity on EPNG was
terminating August 31, 2006, with its ROFR notice due February 28, 2005. Though
only 666,000 MMBtu/day of such capacity had San Juan receipts, EPNG had other
shipper contracts with San Juan receipts (approximately 135,000 MMbtu/day)
terminating prior to SoCalGas’ contract, that could be recontracted by SoCalGas.
SoCalGas also was aware that Transwestern had 255,000 MMBtu/day of other Global
Settlement contracts with expiration dates in 2007, some of which would potentially not
be renewed (which was in fact the case, as neither ConocoPhillips Company nor El
Paso Marketing, L.P. renewed their Global Settlement agreements). Acquisition of
capacity through capacity release on Kern and EPNG was a viable option. Kern
recently had been marketing 90,000 MMBtu/day of capacity turned back through
Mirant Corporation’s bankruptcy proceeding and a number of other shippers, holding

significant capacity totaling 774,104 MMBtu/day, had been identified by Kern in its

¥ At the time of the negotiations, EPNG’s San Juan to California fuel rate was 3.27%, compared to
Transwestern’s 4.75%.
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rate case proceeding to “pose a threat of bankruptcy-related turn-back”.’ Transwestern
considered such shippers to be prime candidates for permanent capacity release to
SoCalGas, at a discount. In fact, SoCalGas did complete a capacity release transaction
for 45,122 MMBtu/day of this capacity, as I describe next. Additionally, on
November 22, 2004, Kern announced an Open Season for a further expansion of its
system with incremental capacity of between 200 MMcf/day to 500 MMcf/day to
California, Nevada or Utah.!°

Q. What events ultimately set the mark for the level of discount granted to SoCalGas
by Transwestern?

A. Though SoCalGas’ agreement with EPNG was not scheduled to terminate until August
31, 2006, ten months beyond the term of its agreemeﬁt with Transwestern, SoCalGas
completed its re-contracting negotiations with EPNG and filed an Expedited Advice
Letter for El Paso Contracts with the CPUC on December 22, 2004."!  SoCalGas’
Precedent Agreement with EPNG provided for 750 MMcf/day of San Juan to
California capacity at an average 100% load factor rate of $0.3009 plus EPNG’s tariff
fuel. SoCalGas’ arrangement with EPNG was approved by the CPUC and set the
expectation for the value of San Juan to California capacity at the CPUC. In the same
timeframe, SoCalGas was able to acquire 45,122 MMBtu/day through capacity release
on Kern from the Rockies to California at a rate of $0.20 for December 1, 2004 through

October 31, 2007.

® Kern Docket No. RP04-274-000, Data Response No. 69, to Calpine Energy Services, LP, August 5, 2004.

1 See Kern’s website, Press Release, “Kern River Announces Open Season”, Salt Lake City, Utah — November
22,2004.

"' SoCalGas Advice No. 3443 under D.04-09-022.
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What was the result of Transwestern’s contract renewal negotiations with
SoCalGas?
SoCalGas turned back 106,000 MMBtu/day of capacity on Transwestern from the East
of Thoreau Area to the California border (a revenue reduction of approximately $13.5
million annually). SoCalGas’ renewal is under two agreements totaling 200,000
MMBtu/day from Transwestern’s Blanco Hub to the California border at a reservation
rate of $0.22 from November 1, 2005 through October 31, 2006 and $0.30 from
November 1, 2006 through the term of the agreement. The first agreement for 100,000
MMBtu/day has a term from November 1, 2005 through March 31, 2009 and the
second agreement for 100,000 MMBtu/day has a term from November 1, 2005 through
March 31, 2011. SoCalGas’ renewal rates on the 200,000 MMBtu/day of capaciity
represent a further reduction to Transwestern in annual revenue of $17.8 million in year
one, $12.0 million in years two and three, $18.4 million in year four, and $23 million in
year five. Overall, beginning November 1, 2005, the SoCalGas contract termination
and partial renewal totaled a reduction in annual revenue to Transwestern of $31.4
million in year one, $25.5 million in years two and three, $32 million in year four, and
$36.5 million in year five of the contracts. Though the 106,000 MMBtu/day of
capacity from East of Thoreau to the California border may be subscribed at some time
and offset a portion of the $13.5 million, due to recent uncompetitive Permian pricing,
such capacity currently remains unsubscribed on a long-term basis.

Please discuss Transwestern’s subsequent negotiations with PG&E concerning its

recent contract renewal on Transwestern.
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PG&E has two firm agreements on Transwestern, the first for 150,000 MMBtu/day
(contract no. 21175) from the Blanco Hub (accessing San Juan supplies) to Thoreau
and the second for 150,000 MMBtu/day (contract no. 21165) from Thoreau to the
California border. Both agreements will terminate on March 31, 2007. Transwestern
and PG&E have negotiated a renewal agreement for the same volume, 150,000
MMBtu/day, from the Blanco Hub to the Califbrnia border at a reservation rate of
$0.30. As a practical matter, the discounted reservation rate under PG&E’s renewal
was arrived at because of the prior acceptance and pre-approval by the CPUC in
SoCalGas’ Advice Letters for its renewals on EPNG and Transwestern. The term of
PG&E’s new contract on Transwestern is for three years beginning April 1, 2007.
Please describe Transwestern’g Arizona marKkets, its customers, contract levels
and characteristics.
Transwestern serves two power plants in Arizona, the Griffith and Calpine South Point
plants. Both plants are dual connected to Tfanswestern and EPNG. Moreover, while
the plants have the combined ability to burn up to approximately 220,000 MMBtu/day,
no capacity is contracted on a primary basis to these plants. Clearly, the fuel suppliers
to these plants feel comfortable utilizing alternate point flexibility, the secondary
market and interruptible service for these plants.

Transwestern also makes deliveries to UNS, an LDC serving communities in northern

Arizona. Some of these LDC loads also are served by EPNG. Nucor Steel, an
industrial end-user in northern Arizona, is connected only to Transwestern, but has not

taken gas at the facility since March 2003.
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Please describe Transwestern’s New Mexico markets, its customers, contract
levels and characteristics.
PNM’s broad service territory and highly seasonal winter peaking demand creates some
challenging gas supply logistics. In 2005, Transwestern and PNM jointly expanded the
largest interconnect point at Rio Puerco near Albuquerque, NM. The point has bi-
directional flow capability; in the summer, PNM delivers San Juan-produced gas to
Transwestern for re-delivery to Keystone storage and in the winter, gas flows back to
PNM for heating requirements. In 2005, PNM and Transwestern negotiated an
extension of their firm transport agreement (expires February 2010) and increased the
maximum daily quantity from an average of 5,000 MMBtu/day up to 8,200
MMBtu/day. The load is seasonal to meet the winter peaking requirements of PNM’s
commercial and residential consumers. To ensure gas deliverability to its customers,
PNM maintains dual supply feeds from Transwestern and EPNG at most of its
interconnect points.
Please describe Transwestern’s east end markets, its customers, contracts levels
and characteristics.
Transwestern’s east-end business is a fairly recent phenomenon, based on current gas
flow economics. In 1995, Transwestern made piping modifications at compressor
stations to allow San Juan gas to physically flow east between Thoreau and Compressor
Station 9 for the first time and had firm commitments for east delivery of San Juan
supplies totaling approximately 130,000 MMBtu/day. Transwestern’s 1996 San Juan

Expansion increased Transwestern’s San Juan east firm commitments by over 210,000
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MMBtu/day.

Over the last several years, gas prices in West Texas and on the Panhandle
lateral have traded at prices higher than gas at San Juan Basin prices. Accordingly,
producer-marketers are interested in transporting gas from the San Juan Basin eastward.
As of May 2006, the last month of the Base Period, Transwestern had 469,000
MMBtu/day of firm commitments for San Juan gas flowing east. The majority of this
firm capacity is associated with the 2005 San Juan Expansion.

As of May 2006, approximately 480,000 MMBtu/day of east-end contracts
relate to gas received in the east and delivered to other market centers in the east.
Seventy percent of these contracts are held by marketers or producer-marketers.

Do you have any discounted contracts with affiliates? If so, please explain.
Transwestern has two discounted contracts with an affiliate, Southern Union Gas
Energy, Ltd. Both contracts have receipts in the East of Thoreau Area with deliveries
in the East of Thoreau Area. One contract is for 1,020 MMBtu/day (contract no.
101603) and the second contract is for 1,800 MMBtu/day (contract no. 101604). Both
agreements have a term from April 1, 2006 through March 31, 2007. Effectively, both
agreements are extensions of contracts that were in place from April 1, 2005 through
March 31, 2006 with Richardson Energy Marketing, Ltd (contract nos. 101229 and
101232, respectively) prior to Sid Richardson Energy Services being purchased by
Southern Union Company. The rates under the extension agreements reflected market

demand for the capacity at the time of the negotiation and increased from the previous

rates.
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Please discuss Transwestern’s adjustments to Base Period reservation billing
determinants.
Exhibit No. TW-34 details the proposed adjustments made to the Base Period actual
reservation and usage quantities. Pages 1 through 9 of Exhibit No. TW-34 reflect
Transwestern’s adjustments to the reservation quantities. The adjustment for usage
quantities are shown on Pages 10 through 19 of Exhibit No. TW-34. The actual data
for the Base Period is from June 1, 2005 through May 31, 2006. The Test Period is
from June 1, 2006 through February 28, 2007. There are six proposed adjustments to
the reservation quantities.
Please discuss the adjustment for the contract reservation units.
Adjustment ‘1 has been made to credit releasing shippers for replacement shippers’
capacity and Adjustment 2 has been made to debit replacement shippers for releasing
shippers’ capacity. The intent of Adjustments 1 and 2 is to reflect capacity release
reservation quantities under the original shippers’ contracts. Adjustment 3 has been
made to eliminate month-to-month contracts. Adjustment 4 has been made to annualize
and normalize contracts that started within the Base Period. Adjustment 5 has been
made to eliminate: 1) contracts that terminate within the Base Period or Test Period, 2)
other terminating contracts where Transwestern has completed the ROFR process and
the contracts have not been extended, and 3) contracts where Transwestern has
executed a renewal contract. Adjustment 6 has been made to include and annualize: 1)
contracts that start within the Test Period (unless such contracts also terminate within

the Test Period) and 2) renewal contracts that have been executed by Transwestern
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(where the original contracts are eliminated in Adjustment 5 above). The reservation
billing determinants at the end of the Test Period result in the following subscription
levels on Transwestern’s system: 79% mainline West of Thoreau, 98% Blanco to
Thoreau, 71% Ignacio to Blanco, and 100% East of Thoreau.
How were the usage quantities adjusted?
Comparable adjustments, as described above, were made for the usage volumes to
reflect Test Period throughput levels. Since the replacement shippers are responsible
for the payment of the usage rate, these volumes were not returned to the releasing
shippers’ contracts.
Please discuss Transwestern’s short-term firm, interruptible, PNR, and FTS-2
revenue.
As mentioned above in explanation of Adjustment 3, month-to-month firm contracts
have been eliminated from the billing determinants. Predominantly, the capacity
subscribed on a monthly basis in the Base Period is now otherwise subscribed under
contracts with longer terms.

The projected Test Period revenues attributable to Rate Schedule ITS-1 are
approximately $1.3 million. The Base Period interruptible quantities associated with
transactions on Transwestern’s East of Canadian River facilities that were abandoned
by sale in Docket No. CP06-59 were eliminated in the Test Period. As depicted in Page
2 of Exhibit No. TW-31, Transwestern’s IT revenues have averaged $1.3 million
annually over the last three years.

Transwestern’s Park ‘N Ride Service (“PNR”) is seldom used. Actual Base
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Period and projected Test Period annual PNR revenues are less than $100,000. No
adjustments were made to PNR or FTS-2 Base Period quantities.

Does this complete your prepared direct testimony?

Yes, it does.
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TRANSWESTERN PIPELINE COMPANY, LLC

Historic Contract Levels and Throughput
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TRANSWESTERN PIPELINE COMPANY, LLC

Historical IT Revenues and Volumes.
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TRANSWESTERN PIPELINE COMPANY, LLC

History of TW Expansions

Capacity (MMcf/d) — Thoreau to points west
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TRANSWESTERN PIPELINE COMPANY, LLC

Excess Interstate Pipeline Capacity

Delivering Gas to California

TransCanada GTN System 2090

El Paso Natural Gas Company - North| 2000
El Paso Natural Gas Company - South 1777
Kern River Gas Transmission Company 1735
Questar Southern Trails Pipeline 80
Transwestern Pipeline Company 1210
Transportadora de Gas Natural Pipeline 174
Sum of Delivery Capacity| 9066

Pipelines Passing Through California 685

. Total} 9751

Projected 2006 California Demand 6200
‘Excess Pipeline Capacity ‘3551

Information from Revised Reference Case in Support of the
2005 Natural Gas Market Assessment, September 2005,
California Energy Commission Staff Report.
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Docket No. RP06-

Schedule G-3(b)
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