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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Southwest Gas Storage Company § Docket No. RP07-__-000

PREPARED DIRECT TESTIMONY
OF
MICHAEL T. LANGSTON

Please state your name and business address.

My name is Michael T. Langston. My business address is 5444 Westheimer Road,
Houston, Texas 77056.

On whose behalf are you testifying in this proceeding?

I am testifying on behalf of Southwest Gas Storage Company (“Southwest Gas
Storage”).

What are your responsibilities with Southwest Gas Storage?

I am Senior Vice President, Government and Regulatory Affairs with primary
responsibility for rate and regulatory matters for Southwest Gas Storage. Ihold the
same positions with Panhandle Eastern Pipe Line Company, LP; Florida Gas
Transmission Company, LLC; Trunkline Gas Company, LLC; Trunkline LNG
Company, LLC and Sea Robin Pipeline Company, LLC.

Please describe briefly your educational and professional background.

I received a Bachelor of Science Degree in Electrical Engineering with honors
from the University of Texas at Austin in 1975. Ireceived a Master of Business

Administration from Southern Methodist University in Dallas, Texas in 1978. 1
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was employed by Mobil Pipeline Company from 1975 to 1979 in various positions
in their engineering and project development departments. From 1979 to 1986, I
was employed by Texas Oil & Gas Corp. and its affiliate, Delhi Gas Pipe Line
Corporation, holding various positions in corporate planning, special projects, and
project development. I joined Southern Union Company (*“Southern Union”) in
September 1986 and have been employed by Southern Union and its affiliates
since that time, holding various positions involving gas supply, gas marketing, gas
control, contract administration, business development, and state and federal
regulatory areas. I am also a Registered Professional Engineer in the states of
Texas, Oklahoma, and Louisiana.
Have you previously testified or présented testimony before the Federal
Energy Regulatory Commission (“Commission”)?
Yes. I provided testimony in Docket No. RP07-513-000 on behalf of Sea Robin
Pipeline Company, LLC, in Docket No. RP07-34-000 on behalf of Southwest Gas
Storage Company, in Docket No. RP06-614-000 on behalf of Transwestern
Pipeline Company, LLC, in Docket No. RP04-249-000 on behalf of Florida Gas
Transmission Company, LLC, and in Docket No. RP88-44-000 on behalf of
Southern Union Gas Company.
What is the purpose of your testimony?
The purpose of my testimony is to: (1) provide the background of this proceeding;

(2) discuss the overall rate filing, return on equity, capital structure, and testimony
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and support offered by other Company witnesses; (3) describe the current business
risks; and (4) discuss various other factors affecting the cost of service.
Please briefly describe the prepared testimony of Southwest Gas Storage’s
other witnesses in this proceeding.
First, Mr. Lawrence J. Biediger, Senior Director of Rates, describes the overall
Cost of Service calculations including Rate Base and Return, Accumulated
Deferred Income Taxes, Regulatory Assets and Liabilities, Depreciation, Operation
and Maintenance Expenses, Federal and State Income Taxes, At-Risk Revenues,
Other Revenues, Miscellaneous Revenues and Gas Balance.
Second, Mr. Rickey J. Brocato, Manager of Cost of Service, describes the Gas
Plant, Accumulated Provision for Depreciation, Working Capital and Taxes Other
Than Income.
Third, Mr. William W. Grygar, Vice President of Rates & Regulatory, will
describe cost classification, cost allocations, and overall rate design. In addition,
he will describe the Base Period revenues and billing determinants, and the Test
Period revenues and billing determinants.
Fourth, Ms. Karen G. Benson will discuss the basis for the reclassification of the
base gas from recoverable to non-recoverable.
Fifth, Mr. Edward H. Feinstein, with Brown, Williams, Moorhead, and Quinn will
provide support for Southwest Gas Storage’s proposed depreciation rates.

Sixth, Mr. Robert B. Hevert, President of Concentric Energy

Advisors, provides support for Southwest Gas Storage’s cost of equity capital.
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Seventh, Mr. James S. Taylor, with Brown, Williams, Moorhead, and Quinn will

provide support for Southwest Gas Storage’s proposed negative salvage costs.

What exhibits are you presenting in this proceeding?

I am responsible for the following exhibits:

Exhibit No. Reference

SGS-2

SGS-3

SGS-4 Statement F-2

SGS-5 Statement F-3

SGS-6

SGS-7

SGS-8

SGS-9

SGS-10

SGS-11

SGS-12

Description

System Map

Proposed Tariff Sheet

Capitalization

Debt Capital

FERC Allowed Certificate Returns

Southwest Gas Storage/Panhandle

Storage Agreement

Agreement with Tenaska Gas Storage,
LLC

General Terms and Conditions —
Section 17.6

Billing for Third-Party Storage for
April and May 2007

Request for Proposals for Third-Party
Storage Service

Compilation of Bids for Third-Party
Storage Service
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SGS-13 Historical Reclassification of Storage
Base Gas
SGS-14 Trial Stipulation — Base Gas
Reclassification
SGS-15 Schedule C-2(4) Cost of North Hopeton Base Gas

Background

Please describe the corporate structure under which Southwest Gas Storage is
owned and operated?

Pan Gas Storage, LLC d/b/a Southwest Gas Storage Company is a wholly-owned
subsidiary of Panhandle Eastern Pipe Line Company, LP (Panhandle), which is
wholly owned by Southern Union Company. Southern Union Company provides
certain corporate level management services for Southwest Gas Storage and
Panhandle provides various management and operational services for Southwest
Gas Storage. When services are provided, appropriate operating costs and/or
management costs are charged to Southwest Gas Storage, accordingly.

Please describe the Southwest Gas Storage facilities?

Southwest Gas Storage is a natural gas company whose primary business function
is the operation of underground natural gas storage facilities in interstate
commerce, subject to the jurisdiction of the Commission. Southwest Gas Storage
currently operates four underground natural gas storage facilities located in Meade
County, Kansas; Woods County, Oklahoma, Morgan and Sangamon Counties,
Tlinois; and Livingston and Washtenaw Counties, Michigan. The Borchers North

and the North Hopeton storage fields, which are located in Kansas and Oklahoma
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respectively, comprise the West Area storage facilities. The Waverly and Howell
storage fields, which are located in Illinois and Michigan, respectively, comprise
the East Area storage facilities.

All available capacity from the West Area storage facilities and the East
Area storage facilities is aggregated in the respective areas. The aggregate use
from four different storage sources permits Southwest Gas Storage to offer a
greater level of storage flexibility. The storage fields are connected to Panhandle’s
transmission system. A map showing the location of the storage fields and their
proximity to the Panhandle transmission system is included in Exhibit No. SGS-2.
What services does Southwest Gas Storage offer?
Southwest Gas Storage provides open access storage of natural gas under Rate
Schedules FSS (Firm Storage Service) and ISS (Interruptible Storage Service)
pursuant to its blanket certificate authority under Subpart G of Part 284 of the
Commission Regulations in Docket No. CP90-1014-000 and Docket No. CP97-
237-000, respectively. These are traditional type storage services providing for the
injections into storage during the summer period (April through October) and
withdrawals during the winter heating season (November through March), which
as the Commission has recognized helps to moderate otherwise high gas prices.
The West Area facilities have a 100-day withdrawal profile. The East Area
facilities have a higher 67-day withdrawal profile.
Southwest Gas Storage currently has one contract under Rate Schedule FSS

with its parent Panhandle, which was entered into pursuant to a settlement
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approved by the Commission. This contract expires on March 31, 2009. A copy
of this service agreement is included in Exhibit No. SGS-7. Southwest Gas
Storage does not have any interruptible customers under Rate Schedule ISS. In
fact, there has been no request for interruptible storage service for several years.

Overview

Please explain the selection of the Base Period and Test Period in this filing.
The Base Period in this filing is the twelve months ended April 30, 2007. The
Base Period data has been adjusted to reflect known and measurable changes in
revenues and costs for the nine-month period ending January 31, 2008
(“Adjustment Period”). The Base Period, as adjusted in this manner, is referred to
in Sea Robin’s filing and testimony as the “Test Period”.
What is the overall Cost of Service utilized by Southwest Gas Storage in this
filing?
Southwest Gas Storage has filed a cost of service totaling $50,448,945, as shown
on Exhibit No. SGS-34 and discussed in Mr. Biediger’s testimony.
What rate design methodology is utilized by Southwest Gas Storage?
Southwest Gas Storage continues to utilize the Straight Fixed Variable rate design
methodology which the Commission previously approved in Docket No. CP90-
1014-000. In addition, Southwest Gas Storage is utilizing the same classification,
cost allocation and rate design as those utilized in developing the current rates.
This is discussed in more detail in the testimony of Mr. Grygar.

When was the last Southwest Gas Storage rate proceeding?
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Rates applicable to Southwest Gas Storage facilities were approved by the
Commission in Docket No. CP90-1014-000. Such rates were also confirmed in the
settlement reached in Docket No. CP97-237-000. Southwest Gas Storage was also
ordered in RP07-34-000, a NGA Section 5 case, to file a Cost and Revenue Study.
Such study was filed on February 20, 2007, and such study was updated in
Southwest Gas Storage’s filed answering testimony in that case on June 22,2007.
Did the filing in RP07-34-000 indicate a need for an increase in rates?
Yes. The filing in RP07-34-000 indicated a cost of service level of $ 48,867,953,
as compared to a cost of service level approved in the last case of approximately
$44 million.
If the case in RP07-34-000 was ongoing, what is the reason for this filing?
Several parties in RP07-34-000 raised issues about the applicability of an
appropriate adjustment period following the Base period. As such, in this
proceeding, there is no question as to the applicability of a nine month adjustment
period following the base period, and in this case the Test Period ends January 31,
2008.
Is the cost of service level proposed in this case different than the level filed in
testimony in RP07-34-000?
Yes. The cost of service level in this case has been updated for the most recent
known and measurable costs, as forecast through January 31, 2008. These reflect

changes in labor, supplies and expenses, corporate allocation costs, and update of
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plant balance forecasts, among others. These changes are supported in the
testimony of Mr. Biediger and Mr. Brocato.
What are the major reasons for the rate increase?
The main reason for the increase in rates is an increase in costs, particularly third
party storage costs and reclassification of base gas, which are somewhat offset by
reductions in depreciation and other expenses.
Do you have an exhibit that shows the tariff sheet for the proposed rates?
Yes. My Exhibit No. SGS-3 includes copies of the tariff sheet which sets forth the
proposed rates for Southwest Gas Storage’s storage services.

Fuel Retention

Has Southwest Gas Storage made adjustments to the fuel rates on the system?
No. Southwest Gas Storage makes bi-annual adjustments to its fuel retention
percentages pursuant to Section 16 of its General Terms and Conditions of its
FERC Gas Tariff, First Revised Volume No. 1. The next fuel tracker filing is
scheduled to become effective November 1, 2007.

Capitalization and Return

What capitalization is included in this filing?

Southwest Gas Storage has utilized the actual debt/equity levels of its parent,
Panhandle Eastern Pipe Line Company, LP, as shown in Statement F-2, contained
in my Exhibit No. SGS-4.

What is Panhandle’s capital structure that has been utilized in this

proceeding?
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The most current data available is Panhandle’s capital structure at April 30, 2007.
Exhibit No. SGS-4 compiles the debt capital and equity capital data from
Panhandle’s FERC books and records. As shown on Exhibit No. SGS-4 the capital

structure is as follows:

Amount ($000) Percentage

Debt $ 717,428 39.85%
Equity 1,082,752 60.15
Total $1.800,180 100.00%

What cost of debt capital is Southwest Gas Storage proposing in this
proceeding?

Panhandle’s cost of debt capital is 6.51 percent. A schedule showing the current
debt capital, cost of each issuance, and the amortization of costs associated with
debt retirements is reflected in Exhibit No. SGS-5. This cost of debt capital
reflects a March 2007 refinancing.

What return on equity is Southwest Gas Storage requesting in this filing?
Southwest Gas Storage proposes a return on equity of 13.00 percent. This level is
consistent with the recommendations of Mr. Hevert in his Exhibit No. SGS- 64.
Given the risk factors facing Southwest Gas Storage, this return is clearly justified.
This level is also consistent with the recent FERC authorized rates for pipeline
expansion projects as well as the range of equity rates authorized by the

Commission over a long history in pipeline rate filings. Attached as Exhibit No.
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SGS-6 is a listing of certificate filings for pipeline expansions and the associated
returns approved for those projects.
Is the requested return on equity consistent with capital requirements,
investor expectations, and risks?
Yes. The Commission has struggled with this issue. In the Kern River Case (117
FERC § 61,077 (2006)), the Commission rejected the use of companies in the DCF
calculations that were structured as master limited partnerships (“MLPs”). The
basis was that a portion of the distributions to unit holders could be considered a
return of capital as opposed to the payment of a dividend. However, the
Commission recognized that a significant number of companies are utilizing an
MLP structure, and in the Mojave Case (118 FERC { 61,252 (2007)), invited
parties to propose additional criteria for the use of MLPs in the DCF calculations
as part of a proxy group.

As Mr. Hevert outlines, capital markets have accepted MLP structures, and
provided greater market valuations for such structures. As such, it is clear that
investors have a preference for holding equity in a company structured as an MLP.
With the recent decision of United States Court of Appeals for the DC Circuit in
ExxonMobil Oil Corporation vs. FERC issued May 29, 2007, the issue of the
appropriateness of the Commission allowing an income tax recovery for regulated
operations held as MLPs, pursuant to the Commission policy statement (111 FERC
61,139 (2005)) has eliminated a potential cost recovery uncertainty of placing

regulated operations within MLP structures. As such, there seems to be significant
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support for allowing MLPs into a determination of an appropriate return
calculation.
Has the Commission recognized the need to include MLP’s in proxy groups?
Yes. On July 19, 2007, the Commission issued a Proposed Policy Statement in
Docket No. PL07-2-000, Composition of Proxy Groups for Determining Gas and
0il Pipeline Return on Equity. Therein, the Commission addresses a proposed
substantive change to the process by which the appropriate rate of return on equity
(“ROE”) is determined for companies like Southwest Gas Storage. Specifically,
the Commission proposes for the first time to allow MLPs to be included in the
proxy group used in its Discounted Cash Flow (“DCF”) model to develop a range
of returns for companies with corresponding risks to determine the ROE.
Are there limitations in the Proposed Policy Statement regarding the inclusion
of MLPs in proxy groups?

A. The Commission proposed several limitations on the use of MLPs in proxy
groups. Those included 1) a cap on the “dividend” used in the DCF analysis at
the pipeline’s reported earnings, thus adjusting the amount of the distribution to
be included in the DCF model, and 2) a requirement to provide a multi-year
analysis of past earnings to show that the MLP does have stable earnings to
support a finding that the cash to be included in the DCF calculation is likely to
be available for distribution.

Q. What is the primary concern of the Commission in proposing these

limitations?



10

11

12

13

14

15

16

17

18

19

20

21

EXHIBIT NO. SGS-1
Docket No. RP07-__-000
Page 13 of 24

A. The Commission is concerned that a portion of the distributions from an MLP

that exceed the earnings of the MLP is a return of capital. Such return is already
considered in ratemaking in the form of depreciation. Therefore, the
Commission proposes to cap the “distributions” at the earnings level to solve this
issue.
Will the Commission’s final Policy Statement affect this Section 4 case?
Yes. Southwest Gas Storage may need to file supplemental testimony to address
any change that the Commission may adopt in the final Policy Statement regarding
the use of MLPs in proxy groups.
What is the overall return for Southwest Gas Storage?
The overall average cost of capital is 10.41 percent. The derivation is included in
Exhibit No. SGS-4. The weighted average cost of capital reflects Southwest Gas
Storage’s parent’s current capital structure at April 30, 2007.
Does Southwest Gas Storage consider its proposed overall return to be
reasonable?
Yes. Southwest Gas Storage operates in a very competitive environment, and other
third party storage services are available as an option to services offered by
Southwest Gas Storage. Given the business risks facing Southwest Gas Storage,
this return is reasonable, and as noted, consistent with other returns authorized by
the Commission.

Please explain the business risks facing Southwest Gas Storage.
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Southwest Gas Storage has several factors that give rise to risk in its operations.
These factors include 1) single turn service, 2) limited ability to offer more flexible
service, 3) physical reservoir performance risk, and 4) increasing competition from
new storage providers.
Please discuss the single turn service limitation.
Southwest Gas Storage operates reservoirs that provide a basic service, injection of
gas into the reservoir during the injection months of April through October, and
withdrawal of gas during the winter months of November through March. The
nature of these reservoirs does not enable them to be cycled multiple times during
the year, as are salt dome storage facilities, or facilities with greater physical
capabilities. This physical operational limitation requires that historic markets,
such as local distribution companies, are the main market for the type of services
offered by Southwest Gas Storage.
Are there other markets that Southwest will not be able to serve as a result of
the physical limitations of Southwest Gas Storage’s operations?
Yes. More flexible facilities, such as salt dome storage facilities, are able to cycle
many times per year, on the order of 8-10 turns per year. As such, these facilities
are able to serve short duration peaking needs, such as gas fired peak electric
generation units. Southwest Gas Storage does not currently have facilities that
could serve such short term peaking markets.

What physical reservoir risks does Southwest Gas Storage operate under?
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As evidenced by the abandonment filing for a portion of the North Hopeton storage
reservoir, in Docket No. CP07-69-000, the actual performance of these reservoirs
can vary substantially from what is originally expected. As such, as Southwest
Gas Storage operates its facilities, such operations must take care not to affect the
overall performance characteristics of the fields through actions such as
overpressure, dewatering, injection or withdrawal too quickly, or other actions that
may impact the long term performance of the reservoirs.
What other business risk factors will affect Southwest Gas Storage?
New and expanded storage facilities, which are either rate regulated, or are allowed
to charge market based rates will continue to enter the market, and as such, offer
alternatives to Southwest Gas Storage facilities. In addition, as evidenced by the
Enstor filing recently, there are companies that are looking at packaging regulated
services into market based rate offerings. As such, Southwest will face new
service offerings that it may not be able to duplicate in the market.

Cost of Service Issues

Are there other issues that have been included in the cost of service
calculations?

Yes. Iwill review 1) changes proposed in depreciation rates, 2) inclusion of third-
party storage service costs, 3) proper reclassification of storage base gas, and 4)
applicability of costs related to the North Hopeton Storage Field.

Depreciation Rates

Southwest Gas Storage proposing changes to its depreciation rates?
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Yes. The depreciation rate applicable to storage plant was previously set at 3.6%.
As shown in the cost of service calculations shown in Exhibit No. SGS-38 in Mr.
Biediger’s testimony, Southwest Gas Storage is proposing a depreciation rate of
1.95%, and a negative salvage rate of 0.97%.
How were these rates developed?
These rates are supported by the analysis presented in Exhibit No. SGS-51, the

testimony of Mr. Feinstein and Exhibit No. SGS-79, the testimony of Mr. Taylor.

Third Party Storage Cost

Please discuss Southwest Gas Storage’s need to acquire additional working
storage capacity.

Earlier this year Southwest Gas Storage determined that the working storage
capacity at the North Hopeton storage field would not support the service
obligations for firm storage service under Rate Schedule FSS. While the North
Hopeton storage field had a certificated design capacity of 10,000,000 Dt, the field
could only provide 3,500,000 Dt of working storage, a 6,500,000 Dt shortfall.
Southwest Gas Storage’s contract with Panhandle requires a maximum annual
quantity of 37,807,753 Dt from the West Area facilities of which 10,000,000 Dt
was to be provided by North Hopeton. A copy of the storage service agreement
with Panhandle is included in Exhibit No. SGS-7. In order to have sufficient
working storage capacity for its customer, Southwest Gas Storage contracted for
5,800,000 Dt from Tenaska Gas Storage, LLC (“TGS”). A copy of this agreement

is attached as Exhibit No. SGS-8.
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Since Panhandle has not always fully utilized the storage capacity it has
contracted with Southwest Gas Storage, could Southwest Gas Storage elect
not to contract for this additional capacity from TGS?
No. Southwest Gas Storage has a contract with Panhandle to provide the specified
storage capacity and deliverability, pursuant to its tariff. Panhandle relies on that
contracted capacity, as well as other third party storage agreements, to provide
tariff storage services to its customers, including winter peaking capacity. As such,
if Southwest Gas Storage failed to fulfill its Commission approved service
obligations, then ultimately Panhandle’s customers would suffer, since Panhandle
could not provide the jurisdictional services it has contracted to provide.
Does Southwest Gas Storage dictate how its customer utilizes the storage for
which they contract?
No. Once storage capacity is contracted for, the customer will determine how, or
if, they will utilize the contracted amounts. In this case, while Panhandle utilizes
the capacity it contracts with Southwest Gas Storage to provide service to
customers, such utilization is ultimately determined by market demand, weather
influences, alternatives available to the customers, flowing gas price
considerations, and other factors unique to each individual customer. Regardless,
the obligation of Southwest Gas Storage is unchanged to stand ready to meet the
firm commitments under its contracts and tariff.
Will the price volatility in the Natural Gas market, and the long term supply

considerations, affect overall storage utilization in the future?
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Yes. It is clear that customers are able to derive substantial economic benefit from
having storage available to them, and this results in overall lower prices for their
customers. As such, as prices continue to be volatile, storage provides a method to
mitigate this price volatility, as well as ensuring that gas is available to utility type
customers who need winter peaking volumes during weather driven market
demand.
Please describe the contract with TGS.
The contract with TGS provides Southwest Gas Storage with working storage
capacity that replicates the storage service for the West Area under Rate Schedule
FSS. TGS will provide 5,800,000 Dt of working storage capacity with a maximum
daily redelivery quantity of 58,000 Dt, which equates to a 100-day service. This is
the equivalent storage service profile that Southwest Gas Storage provides with its
West Area facilities. The contract term is effective from April 1, 2007 to March
31,2009. This contract term conforms to Southwest Gas Storage’s contract with
Panhandle, which is currently scheduled to terminate on March 31, 2009. For this
storage service Southwest Gas Storage will pay $1,015,000 per month or
$12,180,000 annually.
Where is the delivery point for the service provided by TGS?
Southwest Gas Storage will deliver and receive quantities of gas to and from
storage at TGS’s Field Zone Pool Point on the Panhandle system. When
Panhandle schedules gas for storage injections, Southwest Gas Storage will either

deliver some of the gas to TGS at the Panhandle Field Zone Pool Point or inject the
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gas in North Hopeton or Borchers North. Similarly during the withdrawal period,
Southwest Gas Storage will request storage volume redelivery from TGS at the
Panhandle Field Zone Point. As shown on Exhibit No. SGS-2, the West Area
storage fields are connected to Panhandle in the Field Zone.
Does Southwest Gas Storage need additional Commission authority to acquire
third-party storage capacity?
No. Southwest Gas Storage has express authorization from the Commission to
acquire off-system third-party storage and related transportation service pursuant to
Section 17.6 of its FERC Gas Tariff, First Revised Volume No. 1. Exhibit No.
SGS-9 is a copy of this tariff provision. Pursuant to the policy established in Texas
Eastern Transmission Corporation (95 FERC 61,056 (2001)), the Commission
accepted Southwest Gas Storage tariff provision in Docket No. RP01-450-000 on
July 6, 2001.
Has Southwest Gas Storage commenced storage injections under the TGS
contract?
Yes. Southwest Gas Storage nominated and scheduled initial storage injections
commencing April 10, 2007. The initial injection quantity was 28,420 Dt/d.
During April and May 2007, Southwest Gas Storage injected 607,260 Dt and
899,000 Dt, respectively. A copy of the TGS invoice for service provided during
April and May 2007 is attached as Exhibit No. SGS-10. The invoiced amounts

have and will continue to be paid in the normal course of business. Southwest Gas
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Storage anticipates that based on customer demand, it will fully utilize the TGS
storage service as part of its overall storage contract commitments.
If Southwest Gas Storage was unable to provide 6,500,000 Dt working storage
capacity at the North Hopeton field, why did Southwest Gas Storage only
acquire 5,800,000 Dt from TGS?
During 2006-2007 Southwest Gas Storage increased the working storage inventory
level at the Borchers North storage field by 700,000 Dt. The Borchers North field
is the other storage field that supports the West Area storage capacity. As such,
with the reduction of 6,500,000 Dt of capacity from North Hopeton, and the
additional capacity of 700,000 Dt available at Borchers North , Southwest only
needed to contract for 5,800,000 from TGS to meet its contractual commitments.
Since the cost of this storage is significantly higher than the rates charged by
Southwest Gas Storage, did Southwest Gas Storage pay too much for the TGS
storage capacity?
No. After determining that additional working storage capacity was needed,
Southwest Gas Storage issued a Request for Proposals (RFP) to solicit bids from
storage service providers. Exhibit No. SGS-11 is a copy of the RFP. Exhibit No.
SGS-12 is a compilation of the bids that Southwest Gas Storage received in
response to its RFP. These data shows that the current market price for storage
range from $2.787 to $4.464 per Dt of storage capacity.

How do these rates compare to the cost of capacity acquired from TGS?
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Southwest Gas Storage will pay TGS $12,180,000 annually for 5,800,000 Dt of
storage capacity. This equates to $2.10 per Dt. Southwest Gas Storage was able to
achieve a better price than indicated by the bids that were submitted during the
RFP process.
What do you conclude should be included in Southwest Gas Storage cost of
service for third-party storage costs?
Southwest Gas Storage has demonstrated that additional storage capacity is needed
to support its West Area contractual commitment to provide 100-day storage
service. Southwest Gas Storage made every effort to acquire competitively priced
storage capacity. As demonstrated by the offers received during the RFP process,
Southwest Gas Storage was able to achieve a better price than initially offered.
Accordingly, Southwest Gas Storage can properly include $12,180,000 in its cost
of service for third-party storage services, and the recovery of these costs is
appropriate in rates.

Base Gas Reclassification

Please explain Southwest Gas Storage’s need to reclassify base storage gas
inventory from recoverable to non-recoverable?

The reclassification of storage base gas from Account No. 117 (Gas Stored
Underground — Non-Current) to Account No. 352.3 (Non-Recoverable Storage
Gas) is an accounting determination that does not require Commission certificate
authorization. Account No. 352.3 is one of the storage gas plant sub-accounts of

Account No. 101 (Gas Plant In Service). The current balance in Account No.
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352.3 is $8,762,277 as shown in Southwest Gas Storage witness Mr. Brocato’s
Exhibit No. SGS-47, Page 2, Line No. 15, Column (e). Over the years certain
storage base amounts have been reclassified from recoverable to non-recoverable
base gas as accounting determinations require. The Commission’s Uniform
System of Accounts provides that volumes that are non-recoverable but are used to
maintain pressure and deliverability should be recorded in Gas Plant Account
352.3, Non-Recoverable Gas. Exhibit No. SGS-13 is a listing of previous transfers
of storage base gas to Account 352.3 (Non-Recoverable Storage Gas). The latest
major transfer occurred in 1991.
What was the basis for this transfer?
Prior to the transfer of the North Hopeton, Waverly and Howell storage facilities to
Southwest Gas Storage, the facilities were owned and operated by Panhandle.
Panhandle proposed a reclassification of storage base gas at the Waverly storage
field in a rate proceeding in Docket No. RP91-229-000. Panhandle proposed to
reclassify 15.566 Bcefor $3,078,195. The Commission Staff recommended that
only 6.231 Bef or $1,144,094 should be reclassified. Ultimately this issue was
resolved with a Trial Stipulation between Panhandle and the Commission Staff.
The Trial Stipulation resulted in 11.1 Bef or $2,156,687 to be reclassified from
Account No. 117 to Account No. 352.3 as non-recoverable base gas. Exhibit No.
SGS-14 is a copy of this Trial Stipulation.
Has Southwest Gas Storage made a determination that the storage gas plant

accounting requires an adjustment?
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Yes. Southwest Gas Storage’s storage reservoir engineer, Ms. Benson, has
analyzed the base gas inventory to determine how much of storage base gas
inventory is economically recoverable when the storage fields are no longer
operating. Her testimony and evaluation demonstrates that 26.6 Bcf of storage
base gas can no longer be considered as recoverable and should be reclassified to
Account 352.3 as non-recoverable.
Why should this adjustment be made at this time?
When the Company’s cost of service is being updated and re-evaluated, it is
appropriate for this accounting to be incorporated into the analysis. In this
proceeding, the Commission is establishing prospective rates for Southwest Gas
Storage. This element of Gas Plant in Service should be properly reflected in the
cost of service used to derive rates. When storage base gas is determined to be
non-recoverable, Southwest Gas Storage is entitled to recovery of its costs from the
current rate payers.

North Hopeton Base Gas

What certificate authority is being requested for North Hopeton?

On January 26, 2007, Southwest Gas Storage requested certificate authorization
under Section 7(b) and 7(c) of the Natural Gas Act to purchase an additional 3 Bef
of base gas and adjust the maximum working storage capacity from 10 Bef to 3.5
Bcf of the North Hopeton Storage field located in Woods County, Oklahoma. The

3 Bef of base gas is needed to sustain the working storage capability of this field.
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What adjustment to the cost of service is needed to reflect the base gas
acquisition?
Upon Commission authorization Southwest Gas Storage will purchase 3 Bef of gas
for the additional base gas at North Hopeton. Southwest Gas Storage estimated
that the base gas will cost $22.5 million. Market prices are expected to be similar
at the time Southwest Gas Storage would acquire the gas following Commission
approval of the certificate application in Docket No. CP07-69-000. Once acquired,
the cost of the base gas will be included in Account No. 117 (Gas Stored
Underground — Non-Current). Exhibit No. SGS-15 shows the derivation of cost of
acquiring the 3 Bef. Mr. Brocato’s Exhibit No. SGS-47, Page 1 reflects the
inclusion of the base gas in Gas Plant.

Conclusion

Based on your testimony, and other Southwest Gas Storage witnesses in this
proceeding, what is the appropriate cost of service level for Southwest Gas
Storage?
As discussed in the testimony, the cost of service level, which reflects the
adjustments noted, totals $50,448,945. The rates applicable for the services
offered by Southwest Gas Storage that are derived from this cost of service are
shown in Exhibit No. SGS-3.
Does this complete your prepared direct testimony?

Yes, it does.
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NON-INTERNET PUBLIC

INFORMATION

Exhibit No. SGS-2, Detailed System Map, has been designated as Non-Internet Public
("NIP"), and as such has been removed and filed under separate tab as "Non-Internet

Public".

Public access to this document is available through the Public Reference Room at the
Federal Energy Regulatory Commission, 888 First Street, NE, Washington, DC 20426,

email address, public.referenceroom@ferc.gov.

Southwest Gas Storage Company
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SOUTHWEST GAS STORAGE COMPANY

FERC GAS TARIFF Twentieth Revised Sheet No. 5
First Revised Volume No. 1 Superseding Nineteenth Revised Sheet No. 5
CURRENTLY EFFECTIVE RATES
Each rate set forth on this tariff sheet is the currently effective rate pertaining to the
particular rate schedule to which it is referenced, but each such rate is separate and independent
and the change in any such rate shall not thereby effect a change in any other rate schedule.
Maximum Minimum
Rate Per Dt Rate Per Dt
(1) (2)
RATE SCHEDULE FSS
Capacity Charge $ 0.4057 (1) $ -
Deliverability Charge 2.8421 (1) -
Injection Charge 0.0137 0.0137
Withdrawal Charge 0.0137 0.0137
Authorized Overrun Charge 0.0934 -
ACA Unit Charge 0.0016 0.0016
Fuel Reimbursement
West Area Storage Facilities
Injection 1.41 % 1.41 %
Withdrawal 0.55 0.55
East Area Storage Facilities
Injection 3.04 3.04
Withdrawal 1.43 1.43
RATE SCHEDULE ISS
Inventory Charge $ 0.1385 $ 0.0274
Authorized Overrun Charge 0.0934 0.0137
ACA Unit Charge 0.0016 0.0016
Fuel Reimbursement
West Area Storage Facilities
Injection 1.41 % 1.41 %
Withdrawal 0.55 0.55
East Area Storage Facilities
Injection 3.04 3.04
Withdrawal 1.43 1.43
(1) Maximum rate applicable for capacity release.

Issued by: Michael T. Langston Effective: September 1, 2007
Sr. Vice President
Issued on: August 1, 2007
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SOUTHWEST GAS STORAGE COMPANY

Debt Capital

Southwest Gas Storage Company has utilized the long-term debt outstanding of its parent,
Panhandle Eastern Pipe Line Company, LP, as of April 30, 2007, the latest data available.
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RATE SCHEDULE FSS
FIRM STORAGE SERVICE
FORM OF STORAGE SERVICE AGREEMENT

CONTRACT NO. 900050

This Agreement, is made and entered into as of the 1st day of

April r 1989 , by and between Pan Gas Storage
Company d/b/a Southwest Gas Storage Company (“Seller”) and Panhandle
Eastern Pipe Line Compan (“Buyer”). 1In consideration of mutual
covenants and agreements as herein set forth, both Seller and Buyer
covenant and agree upon the following terms and conditions:

ARTICLE 1 - SERVICE

Seller agrees to inject and withdraw at the interconnection of

Panhandle Eastern Pipe Line Company's transmission facilities and
Seller's East Area Storage Facilities and West Area Storage Facilities,

as defined in Sections 6.1 (0) and (p) of Rate Schedule Fss,
respectively, and store on a firm basis, quantities of natural gas as
described in Section 6.3 of Rate Schedule Fss. Buyer elects tha

following:

East Area Storage Facilities:
21,860,137 Dt.

Maximum Annual Quantity (MSQ):
121,445 pt.

Maximum Injection Quantity (MIQ):
326,271 Dt.

Maximum Withdrawal Quantity (MWQ):

West Area Storage Facilities:
35,128, 600 Dt.

Maximum Annual Quantity (MSQ):
195,159 pt,

Maximum Injection Quantity (MIQ):
351,286 Dt.

Maximum Withdrawal Quantity (MwQ):

ARTICLE 2 - TERM

above. This Agreement shall r
five (5) years from the initial date for service and

thereafter shall continue in effect until terminated by Seller or Buyer
upon at least six (6) months prior written notice to the other, as of
any date not earlier than the date of expiration of the Primary term.

-000
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RATE SCHEDULE FSS
FIRM STORAGE SERVICE
FORM OF STORAGE SERVICE AGREEMENT
(Continued)

ARTICLE 3 - RATES AND CHARGES

r contracted for hereunder, Buyer
ective applicable rates and charges
filed with the Commission, as such

For the services provided o

any such changes in the terms or rate levels

under Rate Schedule FSS and the applicability thereof, the General Terms
isi ' ££, subject to

For the information of Buyer, Exhibit A hereto states the rates
and charges anticipated to be effective and applicable to the service
agreed to hereunder as of the date first stated above; but, the terms of
this Rate Schedule FSS, other applicable pProvisions of Seller’s Tariff,
and the Regulations and Orders of the Commission shall control in the
event of any conflict with the rates and charges stated on Exhibit a

hereto.
ARTICLE 4 -~ FUEL REIMBURSEMENT

In addition to coll
Article 3, Seller shall retain the percentage

ARTICLE 5 - GENERAL TERMS AND CONDITIONS

The Storage Service Agreement and al1) terms for Service hereunder

are subject to the further provisions of the General Terms and
Conditions of Rate Schedule FSS, as such may be modified, supplemented,

and the Commission's Regulations thereunder. sSuch General Terms and
Conditions, as may be changed from time to time, are by this reference
incorporated in their entirety into this Agreement and made an integral

part hereof.
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RATE SCHEDULE FSS
FIRM STORAGE SERVICE
FORM OF STORAGE SERVICE AGREEMENT
(Continued)

ARTICLE 6 - SUCCESSION AND ASSIGNMENTS

This Agreement shall be bindin

any successor(s) to either Seller or

acquisition.
der under the Provisions of any

other instrument which it has

ecurity for indebtedness.

ARTICLE 7 - CANCELLATION OF PREVIOUS CONTRACTS

This Agreement supersedes and cancels the following Storage
Service Agreement (s) between the parties hereto:

Rate Schedule 5-1

ARTICLE 8 - NOMINATIONS AND NOTICES

Periodic scheduling of the quantities of service requested

hersunder must be provided by Buyer to Seller, at the times and
according to the procedures specified in Section 6.4 of the General
Terms and Conditions. Except as otherwise specified, any other notice,
request, demand, statement or bill provided for in the General Terms and
Yy other notice which either Seller or Buyer may desire

Conditions. and an
to give to the other(s), shall be in writing and shall be considered as

eguivalent,
follows:

Buyer:

Billing:
Panhandle Eastern Pipe Line Company
Attn: Capacity Management

P. 0. Box 1642
Houston, Texas 77251-1642



RATE SCHEDULE Fss
FIRM STORAGE SERVICE
FORM OF STORAGE SERVICE AGREEMENT
(Continued)

Scheduling and
Notification:

Panhandle Eastern Pipe Line Company
Attn: Capacity Management

P. O. Box 1642

Houston, Texas 77251-1642

Phone: (713) 627-5623

Fax: (713) 627-5769

All Other:

Panhandle Eastern Pipe Line Company
Attn: Capacity Management

P. O. Box 1642

Houston, Texas 77251-1642

Phone: - (713) 627-5623

Fax: (713) 627-5769

Seller:

Payments:

Southwest Gas Storage Company
Attn: Cash Management

P. 0. Box 1311

Houston, Texas 77001-1311

Scheduling and
Nomination:

Southwest Gas Storage Company
Attn: Gas Control Operations
P. 0. Box 1642

Houston, Texas 77251-1642
Phone: (713) 627-5621

Fax: (713) 627-5769

All Others:

Southwest Gas Storage Company
Attn: Marketing Administration
P.O. Box 1642

Houston, Texas 77251-1642
Phone: (713) 627-4765

FAX: (713) 627-4829

Exhibit No. SGS-7
Docket No. RP07-

Page 4
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RATE SCHEDULE FSS
FIRM STORAGE SERVICE
FORM OF STORAGE SERVICE AGREEMENT
{Continued)

both Seller and Buyer have caused this
n several counterparts by their respective
Y authorized to do so, as of the date first

IN WITNESS WHEREOF,
Agreement to be executed i
officers or other persons dul

stated above.

Panhandle Eastern Pipe Line Company
JVBY: ot 0. @4p0 s
A ritle: _ Uice Presidint

EXECUTED __ Marp 20 , 18 49

Buyer:

ATTEST/WITNESS:

By:

Title: _ - @

 EXECUTED J/’Af[ , 1999

Southwest Gas Storage Company

g$/By:
” Title: Vice Presidens
EXECUTED _JMNMaach 30 , 13 99

ATTEST/WITNESS:

By: awvdo :
Title: UJ.Li’/\M

EXECUTED 3-.3] , 19 99
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RATE SCHEDULE FSS
FIRM STORAGE SERVICE
FORM OF STORAGE SERVICE AGREEMENT
(Continued)

EXHIBIT A
Storage Service Agreement
For
Firm Storage Service
Under Rate Schedule F3§

RATES

500050

Contract Neo.
Panhandle Eastern Pipe Line Company

Buyer:

Charge Description Rate Per Dt.
\

Deliverability Charge $2.849%6
Capacity Charge $0.3419
Injection Charge $0.0015
Withdrawal Charge $0.0015
Fuel Reimbursement
West Area Storage Facilities
Injection 1.28%
Withdrawal 0.51%
East Area Storage Facilities
Injection 2.19%
0.99%

Withdrawal
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AMENDMENT TO STORAGE AGREEMENT

Parties: SOUTHWEST GAS STORAGE and

PANHANDLE EASTERN PIPE LINE COMPANY

The above parties, by their execution of the Exhibit A referenced
below, hereby agree to amend their <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>