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Summary of the Prepared Direct Testimony of Paul Towne

Mr. Towne is the Manager, Strategy for TransCan&ll8, Pipelines. He provides an
overview of the ANR Pipeline Company (“ANR”) systemcluding historical background, and
describes changes that have occurred on the sgatem ANR filed its last general section 4 rate
case in 1993. First, Mr. Towne describes ANR’deys including the principal areas that make
up the system and how the system currently is dtvithto rate zones for ratemaking purposes.
He explains how ANR traditionally transported ga®nf supply areas located in the
Midcontinent (the Southwest Area or “SW Area”) dhd Gulf of Mexico (the Southeast Area or
“SE Area”) through its Southwest Mainline (“SW Méme”) and Southeast Mainline (“SE
Mainline”) to its Northern Area markets (primarWisconsin and Michigan). He also describes
how ANR historically delivered into Ohio via theintly-owned Lebanon Lateral off of its SE
Mainline. He then summarizes ANR’s current sevenezrate structure.

Second, Mr. Towne describes the way in which AN&/stem operations, supply and
market dynamics, and the competitive environmeat ANR faces have changed since ANR’s
last rate case. That rate case was filed overdeeades ago when ANR was implementing
restructured operations pursuant to Order No. G3& since that time there have been
transformative changes in the natural gas markegpthat have had significant impacts on
ANR'’s operations. In particular, there have beajomchanges in the sources of natural gas

supply that is transported on ANR’s system, andketaareas have developed and/or expanded



Docket No. RP16- _ -000
Exhibit No. ANR-003

in regions that were not traditional market areaxvexd by ANR. New and expanded supply
sources into ANR have altered demand for transporntgervices, changed flows from original

pipeline design conditions, increased pipeline cetitipn and converted traditional market areas
into supply areas.

Finally, Mr. Towne discusses how these changes@upgiNR’s proposal to implement
changes to its rate zone structure on a prospeadisis, by reducing the number of rate zones on
its system from seven to four and how this change henefit shippers and ANR alike by
fostering competitive opportunities and maximizitigg use of ANR’s system by facilitating

access to all sources of supply available for partation on ANR
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Glossary of Terms

Alliance Pipeline L.P.
ANR Pipeline Company
Billion cubic feet
Billion cubic feet per day

Cheyenne Plains Gas Pipeline CompanC.

Columbia Gas Transmission, LLC

Federal Energy Regulatory Commission
Dominion Transmission, Inc.
Energy Information Administration

Enable Gas Transmission, LLC

The jointly-owned lateral extendirggn Glen Karn, Indiana to
Lebanon, Ohio

Liquefied natural gas

A segment of ANR’s SW Mainline extemglithrough Indiana
and into Michigan

Natural Gas Pipeline Company of America
Northern Border Pipeline Company
Northern Natural Gas Company

Rockies Express Pipeline LLC

The second phase of REX that interected with ANR’s SE
Mainline

The initial phase of REX that interconeectvith ANR’s SW
Mainline

Energy Transfer Partners Rover Pipeline Btoje



RP94-43 Settlement

SE Area

SE Mainline

SW Area

SW Mainline

TBO

TC Offshore

Texas Gas

Texas Eastern

TGPL

Tie Line

Vector

Docket No. RP16- _ -000
Exhibit No. ANR-003

Stipulation and Agreement datdber 17, 1997 in ANR
Pipeline Company, Docket No. RP94-43-016

Southeast Area
Southeast Mainline
Southwest Area
Southwest Mainline
Transportation by others
TC Offshore LLC
Texas Gas Transmission, LLC
Texas Eastern Transmission, LP
Tennessee Gas Pipeline Company

A line from Defiance, Ohio to Bridgman, dhigan that
connects ANR’s SE and SW Mainlines

Vector Pipeline L.P.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
ANR Pipeline Company ) Docket No. RP16 - -000

Prepared Direct Testimony of Paul Towne

l. INTRODUCTION
What is your name and business address?

My name is Paul Towne. My business address is sGanada Corporation, 700
Louisiana Street, Houston, Texas 77002.

What is your occupation?

| am the Manager, Strategy for TransCanada, U®liRes. | am filing testimony on
behalf of ANR Pipeline Company (“ANR”).

Please describe your educational background angour occupational experience as
they are related to your testimony in this proceedhg.

| earned a B.B.A. degree from Sam Houston Stateddsity in December 1984. Over
the last 24 years | have been employed in the staer natural gas pipeline business.
During this time | have held various positions witltreasing responsibilities as an
employee of regulated interstate natural gas mipsliinvolved in daily operations,
marketing, business development, and strategy denrent. My current position is in
the Strategy department within TransCanada, U.geliRes. In this role I am
responsible for providing energy market analysigpsuting the Business Development
and Marketing departments. My group is responsibteunderstanding current and
longer-term energy market fundamentals. In my rpgositions, | managed a group

responsible for selling shorter-term pipeline atawtage services, and | have sold longer-
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term pipeline and storage capacity when serving/lasager, Marketing and Business
Development for Tennessee Gas Pipeline CompanyRIT{s | have been responsible
for developing, implementing and marketing a variet services on TGPL. | have also
been responsible for overseeing the development exedution of plans to ensure
regulatory compliance and had primary responsybitit revenue forecasting and budget
reconciliation for several pipelines and storagmpganies.

Have you ever testified before the Federal Enegg Regulatory Commission
("*Commission”) or any other energy regulatory commssion?

Yes, | testified before the Commission in ANR StmaCo., Docket No. RP12-479-000.

What is the purpose of your testimony in this poceeding?

My testimony will provide an overview of the AN system, including historical
background, and will describe changes that havaroed on the system since ANR filed
its last general section 4 rate case in 1993.

First, | will provide an overview of ANR’s systenncluding the various areas
that make up the system and how the system cwrentlivided into rate zones for
ratemaking purposes. Second, | will describe they in which ANR’s system
operations, supply and market dynamics, and thepetitive environment that ANR
faces have changed since ANR’s last rate caset rateacase was filed over two decades
ago, when ANR was implementing restructured opamatipursuant to Order No. 636,
and there have been dramatic changes on ANR’smyist¢he decades since that time.
Finally, 1 will explain why these changes suppoNRs proposal to implement changes
to its rate zone structure on a prospective bagiseducing the number of rate zones on
its system from seven to four.

Are you sponsoring any exhibits in addition to yourtestimony?
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Yes, | am sponsoring the following exhibits:

Exhibit No. ANR-004  ANR SW Area Map with receiptchdelivery points

Exhibit No. ANR-005  ANR SE Area Map with receiptcadelivery points

Exhibit No. ANR-006  ANR Northern Area Map with egpt and delivery points

Exhibit No. ANR-007  ANR Mainline Map with receiphd delivery points

Exhibit No. ANR-008  ANR Receipts and Deliveries ®3ggment Data

Exhibit No. ANR-009  Maj. Changes in Nat. Gas Trabapacity 1998-2008

Exhibit No. ANR-010  EIA Natural Gas Gross Withdi@#and Production

Exhibit No. ANR-011  EIA Natural Gas Wellhead Pdce

Exhibit No. ANR-012  EIA Additions to Capacity on.&l Natural Gas Pipeline
Network: 2005

Exhibit No. ANR-013  EIA Additions to Capacity on.&l Natural Gas Pipeline
Network: 2007

Exhibit No. ANR-014  EIA Drilling Productivity

Exhibit No. ANR-015  EIA Natural Gas Pipeline Prde

Exhibit No. ANR-016  EIA NE & OH Consumption; Maid@es/Utica Prod.

Exhibit No. ANR-017 Natural Gas Annual Respond@uoery System EIA-191

OVERVIEW OF THE ANR PIPELINE SYSTEM

Q. Please provide a general description of the ANBipeline system.

A: ANR originated with the construction of the Migan Wisconsin Pipeline in 1949, which
was designed to connect production sources in wesixas and Oklahoma to points in
Michigan, Wisconsin and adjoining states to thetlsoun 1957, the American Louisiana

Pipeline was constructed to connect productioncgsum southern Louisiana to markets
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in Michigan. Also in 1957, a 22-inch-diameter liftem Defiance, Ohio, to Bridgman,
Michigan (the “Tie Line”), was constructed to conoh&he two pipelines.

Today, ANR’s system consists of approximately 9,400es of pipeline and
nearly 216 billion cubic feet (“Bcf”) of storage émelivers more than 1 trillion cubic
feet of natural gas annually, with a peak-day @elivcapacity of more than 6 Bcf.
ANR’s facilities include two main pipelines: the@@&hwest Mainline (“SW Mainline”)
extending from Texas north through Oklahoma, Kanskssouri, lowa, lllinois and into
Wisconsin with a segment extending through Indiand into Michigan (“Michigan
Leg”), and the Southeast Mainline (“SE Mainline”tending from Louisiana north
through Arkansas, Mississippi, Tennessee, Kentueldiana, Ohio, and into Michigan.
The Tie Line connects the two main branches. AR awns storage facilities located
in Michigan and purchases additional storage cap&om third-party storage providers.
As discussed more fully by ANR witness Pollard, AMBs purchased transportation
capacity on third-party systems (referred to aar$portation by others” or “TBQO”) to
integrate its storage facilities and also to ensed@bility for ANR’s transportation
services.

The ANR system is divided into five major areaswo ttraditional production
areas, the Southwest Area (“SW Area”) and the Sxadh Area (“SE Area”); one
traditional market area (the Northern Area); the BMinline; and the SE Mainline. The
latter two historically linked the production areasthe market area. A map depicting

these areas is shown in Figure 1.
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Exhibit No. ANR-004 is a map showing all of ANR’sceipt and delivery points
in the SW Area. Exhibit No. ANR-005 is a map shagviall of ANR’s receipt and
delivery points in the SE Area. Exhibit No. ANR&® a map showing all of ANR'’s
receipt and delivery points in the Northern Are&xhibit No. ANR-007 is a map
showing all of ANR’s receipt and delivery points the SW Mainline and SE Mainline.

How is ANR’s system currently divided into zonedor ratemaking purposes?
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ANR currently employs a seven-zone rate strigctuiThe SW Area and SE Area each
constitute a separate rate zone, and the Northexa éonstitutes a separate zone (ML-7).
The SW Mainline is divided into two separate segimieihe SW Southern Segment (ML-
5) and the SW Central Segment (ML-6), and the Sknline likewise is divided into two
segments, the SE Southern Segment (ML-2) and théeBiiral Segment (ML-3). Figure

2 depicts the current zone boundaries.

L ——
&
Ny
P
8
" L g
NEBRASK A L) &
(6) SOUTHWEST CENTRAI™ |
\ u
' p <
\ e [ ouns
(5) SOUTHWEST SOQUTHERN ’
(3)SOUFHEAST CENTRAL
e
~ \ 3 KENTUCKY p -
\ 1 \-‘;‘.A
{4) SOUTHWESTWREA g . 1)
n— i/ )
o
3
£ /
(2) SOUTHEAS T SOUTHERN <'—\—’\ 1
) \ W
: "
J 3
~ ¥
Qb TransCanada N ! 2N, .‘:\
SYSTEM MAP RN TR < ~ \
ANR PPELINE Yy A 7 « 4 &7 -\
GEOGRAPHICAL LOCATION 5 e & o \
UPDATED 12/31/2014 5o 1V SOUTHEASTAREA ¥~ y¥ \ :
A NORDA '
ANR PIPELINE MEXICO P k. y 7 . 2
s midaesy J v \ Figure
{ \
/ \ a\

Can you describe the general characteristics dhe facilities for each of the major
areas on ANR'’s system?

Yes, | will begin with the SE Area. This pomiaf ANR’s system includes the pipelines
and laterals that extend east and south of ANRspressor station near Eunice,
Louisiana, a compressor facility that has becon@nknas the Southeast Headstation or
simply Eunice. The Eunice compressor station ésddmarcation point between the SE

Area and the SE Mainline. The SE Area is compasletivo operational areas: the
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Louisiana System — East, commonly referred to a&s Ratterson System, and the
Louisiana System — West, generally known as thea@henier System. The Patterson
and Grand Chenier Systems formerly included certdishore facilities, but these
facilities were spun down to ANR’s subsidiary, T@fsbore LLC (“TC Offshore”), in
2012.

Supply into the Patterson System comes primaritynfrthe Eugene Island
Operating Area through TC Offshore, with additiosalpply from other natural gas
processing plants delivering into the system nedtePson, Louisiana. Supply into the
Grand Chenier System comes primarily from TC Offghfacilities that extend into the
West Cameron Offshore Area and connect to Higimés@ffshore System. The SE Area
facilities, including receipt and delivery poingse shown on Exhibit No. ANR-005.

The SE Area traditionally functioned primarily assapply area for ANR.
However, as | discuss more fully in Section Illlro§ testimony, the decline in receipts
from the Gulf of Mexico, coupled with increased @em for deliveries into the SE Area,
has resulted in the SE Area increasingly becomingtanarket area on ANR’s system.

Please describe the SE Mainline.

The SE Mainline encompasses two rate zones, Min® ML-3, which are operationally

interdependent and indistinguishable. The SE Nanéxtends from Eunice, Louisiana
to Defiance, Ohio. ANR is also a partial ownertfwlexas Eastern Transmission, LP
(“Texas Eastern”)) of the Lebanon Lateral, whiclheexls from the jointly-owned Glen

Karn compressor station in Indiana to the latertdisninus near Lebanon, Ohio. A
wholly-owned ANR lateral from Glen Karn connecte thebanon Lateral with ANR'’s

SE Mainline at Sulphur Springs, Indiana. The Mla@d ML-3 facilities, including

receipt and delivery points, are shown on Exhilmt ANR-007.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Exhibit No. ANR-003
Page 8 of 41

Supply from Texas, Oklahoma, Louisiana and Arkansagers ML-2, while
supply from the Rockies and Appalachia regionsrerit#-3. ANR’s two largest market
areas are on opposite ends of the SE Mainline: Niirthern Area (ML-7) and the SE
Area in southern Louisiana. As | discuss moreyfirlSection Il of my testimony, ANR
formerly made significant deliveries off of the laeton Lateral in ML-3, but due to the
development of the Utica and Marcellus shale foionat ANR'’s deliveries off of the
Lebanon Lateral are now minimal. ANR’s SE Mainlmaw transports supplies received
from the Lebanon Lateral, so that the SE Mainlunections as a supply header.

Please describe the SW Area.

The SW Area is composed of a triangle-like sefagilities, at the top of which is the
ANR compressor station located near Greensburgs&&aigenerally referred to as the
Southwest Headstation or Greensburg). The soutbwe$eg of the triangle extends
from Greensburg to ANR’s E.G. Hill compressor statithat straddles the Oklahoma-
Texas border. The eastern leg of the trianglereld from Greensburg to a compressor
station located in Custer County, Oklahoma. Theeha the triangle extends from E.G.
Hill southeast through ANR’s Gageby Creek Compresaation, and then to Custer.
The SW Area facilities, including receipt and dehy points, are shown on Exhibit No.
ANR-004.

The SW Area is primarily a supply region with lietdk local delivery markets,
primarily due to the relatively low population ihig region. Excess supply is exported
from the Anadarko Basin via interstate and intri@spapelines that connect with distant
end-use markets. The SW Area also operates asriketmzenter that receives local
supply and supply shipped from the Permian and Redupply basins. These supplies

are aggregated and transported to various markdtsei Midwest and the Northeast as
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well as into other pipelines transporting supplyagvirom the Anadarko Basin. Supply
from the Rocky Mountains enters the ANR systemha SW Area from Colorado
Interstate Gas Company, L.L.C., and Cheyenne Pla@s Pipeline Company, L.L.C.
(“Cheyenne Plains”). Gas is transported betweerPdgrmian Basin and ANR on El Paso
Natural Gas Company, L.L.C. and Transwestern Ripgliompany, LLC.

Please describe the SW Mainline.

ANR’s SW Mainline extends from Greensburg to ANR compressor station near
Sandwich, lllinois. The SW Mainline encompasses tate zones, ML-5 and ML-6.
The ML-5 and ML-6 facilities, including receipt argklivery points, are shown on
Exhibit No. ANR-007. The two SW Mainline rate zengerform different operational
functions. ML-5 is primarily confined to Kansasithva very small segment in Nebraska
and in western Missouri. Commercial activity insthate zone is limited to relatively
small bidirectional flows between ANR and South8tar Central Gas Pipeline, Inc. The
ML-5 pipeline segment primarily functions as anemgion of the SW Area, namely to
aggregate and transport gas from a supply-rictoretp markets located to the north of
ML-5. By contrast, ML-6 has no local or pipelinermected supply to supplement
supply flowing into and within the zone, and duanaltiple interconnections with local
end-use markets in Missouri and lowa, ML-6 is a ketrarea while ML-5 functions
essentially as a supply area.

Please describe the Northern Area.

ANR’s Northern Area (ML-7) rate zone is an intated network between Wisconsin and
Michigan utility markets and storage fields thate atconnected by ANR pipeline
infrastructure in northern Illinois and Indiana extling east into northwest Ohio. That

network is augmented by TBO agreements and stobggethers agreements with
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pipelines and storage operators in Northern Miahigad through Michigan’s Upper
Peninsula. The Northern Area is ANR’s largest raarrea as shown in Figure 3;
indeed, as | noted previously, the ANR system wagrally constructed primarily for

the purpose of transporting supplies to the Nornti#eea.

Mmcf/d

ANR Delivery by Area
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Supporting data for Figure 3 is included in Exh¥d. ANR-008.

As | discuss more fully below in Section Ill of ngstimony, ANR also receives
substantial deliveries of Canadian supply in thethern Area, but the Northern Area
continues to function as a market area and marketec due to the highly integrated
network of competitive pipelines and storage fidliist support multiple published liquid
trading points. The Northern Area facilities, unding receipt and delivery points, are
shown on Exhibit No. ANR-006.

You mentioned that ANR has storage fields in théNorthern Area. How does ANR
use its storage assets?

Storage plays a significant role on ANR'’s systeapresenting approximately 45 percent
of winter deliverability. ANR operates six storafyelds that are directly connected to

the system and four that are connected to Greaed dBas Transmission Limited
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Partnership. ANR contracts for additional storagpacity with other storage service
providers; one is directly connected to ANR’s systeith the remainder connected to
other pipelines. All told, nine of the storagddierelied upon by ANR are discontiguous
to its system, and approximately 75 percent of ANRtorage deliverability is
discontiguous to its system. ANR provides storagd related transportation services
that rely upon integrated storage facility openagioather than limiting customers to
allocated capacity in individual storage facilitiedich is both beneficial for customers
and more efficient for ANR system operations. Effi@re, ANR relies upon service
agreements with other pipelines to operationalllamze and integrate ANR’s operated
storage network with its contracted storage sesvevided by others. As ANR witness
Pollard explains in greater detail, these contdhstervice agreements provide essential
operational flexibility necessary for the integrhtg#orage and transportation operations
on ANR’s system. Exhibit No. ANR-069 shows ANR’'sormge fields and the
transportation facilities used to integrate thaszlifies.

What functions has ANR’s system historically sered?

Historically, ANR existed primarily to transporatural gas from traditional supply
basins in the Midcontinent and the Gulf of MexicoNorthern Area markets. ANR’s
system was designed to serve base-load marketseamolerature-sensitive loads in
Wisconsin and Michigan that were characterized igy lhemand in the winter and low
demand in the summer. ANR’s SW and SE Mainlinesrajed primarily as

unidirectional pipelines that flowed gas supplynfrtraditional production areas, the SW

and SE Areas, to the Northern Area.
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lll.  EVOLUTION OF THE ANR SYSTEM SINCE ITS LAST RAT E CASE
What is the basis for ANR’s currently effectiverates?

With the exception of certain incremental rates particular projects and rates for new
services implemented after November 1, 1997, ANRisent generally effective system
rates are the result of a settlement of ANR’s {gsteral Section 4 rate case in Docket
No. RP94-43 (“RP94-43 Settlement”). ANR filed titate case on November 1, 1993,
which was the effective date of ANR’s commencemehtrestructured operations
pursuant to Order No. 636, and ANR’s revised ratest into effect, subject to refund,
on May 1, 1994. The RP94-43 Settlement was filedOctober 1997, and the
Commission approved it in an order dated Febru&yl998. The rates established by
the RP94-43 Settlement became effective as of Nbeerh, 1997.

Did the RP94-43 Settlement reflect ANR’s currenseven-zone rate structure?

Yes, it is my understanding that the RP94-43I&eent continued in effect the seven-
zone rate structure that the Commission require®R Adlimplement in ANR’s Order No.
636 restructuring proceeding. As ANR witness Resdaxplains, the seven-zone rate
structure reasonably reflected the flow of gas t\RAs system at that time.

You stated that ANR'’s filing of its last rate cae coincided with the commencement

of restructured operations on ANR’s system pursuanto Order No. 636. How did
that timing impact the rate case?

Restructuring pursuant to Order No. 636 changedrly every aspect of the long-
standing existing commercial environment for int&s pipelines. Pipelines were
confronted with the challenges of abrogating loagr supply contracts, creating and
seeking approval for new tariffs with expanded spartation and storage services,
developing and implementing electronic bulletin tasa overhauling nomination and

scheduling systems with new timelines, and revagpiolume allocation and billing
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systems. These were just a few of the major ahmgdls. The dizzying array of

challenges facing pipelines and their shippers tledlecisions about necessities and
priorities for change, particularly in light of thencertainty about the as-yet-unknown
commercial environment and future business impbcat that were presented by the
requirements of Order No. 636. Thus, when ANRdfilts Docket No. RP94-43 rate

case, its primary focus was on positioning the Ipipeto address the immediate

challenges presented by the new regulatory enviembnrather than trying to predict

how the vast uncertainty presented by the changeasiry landscape would ultimately

play out.

To take just one example of the business environrtigat was unknown to
industry participants at the time, the Gas InduSitgndards Board, which later became
the North American Energy Standards Board, wouldelbgp standardized business
procedures, communications protocols, and nomindiimelines and practices. ANR,
like many other pipelines at that time, sought taintain stability for those business
practices that did not require immediate changgjgodarly given the uncertainty about
the future. There may have been business elerttf@att&NR and its shippers would like
to have addressed at that time, but those issuespmadently left for the future given the
enormous changes being managed when ANR filed tdok& No. RP94-43 rate case.
Since ANR filed its last rate case, have thereebn changes in the natural gas

marketplace in general and in particular with respet to the ANR system, that have
affected ANR’s operations and competitive environmet?

Yes, over the last two decades, there have traasformative changes in the natural gas
marketplace that have had significant impacts orRANbperations. In particular, there
have been major changes in the sources of natasalsgpply that is transported on

ANR'’s system, and market areas have developed aerdftanded in regions that were
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not traditional market areas served by ANR. New awrpanded supply sources into
ANR have altered demand for transportation seryigmmnged flows from original
pipeline design conditions, increased pipeline oetitipn and converted traditional

market areas into supply areas. | will disciresé changes below.

Supply Changes

Please summarize the changes in sources of gap@y that flow on ANR’s system
that have taken place since 1994.

As | explained above, ANR historically existedrparily to transport natural gas from
traditional supply basins in the Midcontinent ahé Gulf of Mexico to Northern Area
markets. As shown on Figure 4, ANR received 62¢marof its supply from the SE Area

and SW Area combined while 27 percent of its supydyg received in the Northern Area.

% of total annual receipts

80% Teo% ANR Percent age of Supply Receipts
70% - Figure 4

60% -
50% -
40% -

27%
30% - =
20% -
10% - 3%

0% T T T T T T T T T T T T T T T
1994 1996 1998 9000 9002 9004 9000 5008 ,010 012 HouA

==fl==SE + SW Areas === Northern Zone SE Mainlineg  e===S\W Mainline

The data underlying Figure 4 are provided in Exthid. ANR-008. ANR has seen a
number of changes in its overall supply profile ceinthe RP94-43 Settlement.
Specifically, ANR has seen developments with respec (1) increased supply received

into the Northern Area, primarily supply importewrh Canada; (2) declining receipts
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from offshore Gulf of Mexico; (3) increased recsigtom the Rocky Mountain region
into the mainlines; (4) rising gas prices during tearly to mid-2000s leading to
increasing unconventional production; (5) the cardion of significant west-to-east
pipeline infrastructure delivering supply into ANRSoutheast Mainline; (6) increased
receipts from Marcellus/Utica; and (7) decliningcepts into the Southwest Area.
Exhibit No. ANR-009 is a presentation prepared hy 3&ames Tobin for the U.S. Energy
Information Administration (“EIA”) in November 2008/ajor Changes in Natural Gas
Transportation Capacity, 1998-2008. This presentation describes major changes in
supply and pipeline infrastructure during that time

How did Canadian supply come to play an increaserole on the ANR system?

In 1998, Northern Border Pipeline Company (“Netn Border”) expanded and extended
its pipeline to connect Western Canadian supply wipelines and markets in the Great
Lakes region resulting in deliveries into ANR’s Migan Leg in an area known today as
ANR’s Joliet Hub. In addition, Alliance Pipeline.R. (“Alliance”) constructed its
pipeline facilities to deliver rich gas from Weste€anada to the Aux Sable Liquid
Products plant in Channahon, lllinois, leading &sidue gas from this plant being
delivered into ANR in the Michigan Leg area. Thepmn Figure 5 below illustrates the
numerous interconnections at ANR’s Joliet Hub, akelacenter established by ANR in

2003.
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In 1994, 0.2 percent of ANR'’s total supplies weeeeived into the Michigan Leg; by
2001, these receipts accounted for sixteen peodehe total supply into ANRprimarily
due to receipts from Northern Border and Alliance.

The additional supply transported on Northern Bom®d Alliance was largely
absorbed by growing demand in the Great Lakes megiath the remainder being
transported from Chicago to Ontario via Vector kigeL.P. (“Vector”), which entered
service in 2000. Figure 6 shows the increasinglsupeceipts into the Michigan Leg

since 1994.
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4500 ANR Supply Receipts by Area
Figure 6
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Supporting data for Figure 6 are provided in Extin. ANR-008.

Has the trend of increasing Canadian supply intéhe Michigan Leg continued to the
present day?

Yes, in 2015, supply received into ANR from tlwéchigan Leg grew to 26 percent of
ANR’s total supply, and 36 percent of ANR’s totalpply (other than storage
withdrawal) is received in the Northern Area (ML-&ps shown in Figure 4. This is an
increase from the 27 percent of total supply rem@iin the Northern Area in 1994,
although it is down from the peak of 42 percentaifl supply in 2005, due to other
supply source developments | will discuss below.

What developments have taken place with respetd Gulf of Mexico supplies since
19947

As shown in Figure 7, receipts from offshore fGafl Mexico production into ANR’s SE

Area peaked in 1996 at approximately 2.0 billiobicdeet per day (“Bcf/d”).
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2,500 - ANR SE Area Receipts and Deliveries
Figure 7
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The data underlying the above graph are provide&xhibit No. ANR-008. Supply
received into ANR’s SE Area declined steeply a#@02, and by 2007 ANR'’s receipts in
this area were approximately 1.0 Bcf/d, or halthef 1996 peak. Supply into ANR’s SE
Area has continued to decline, and as of 2015liofighe 2007 volume (0.5 Bcf/d).

Please describe how ANR has been affected by e@éypments related to Rocky
Mountain supplies.

Production in the Rocky Mountain region roserphain the 2000s, spurred by rising
natural gas prices. Figure 8 shows the gross aagas production volumes as reported

by the EIA for Colorado, Wyoming and Utah from 138fough September 2015.
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The EIA data underlying Figure 8 is included in ExhNo. ANR-010. Production
growth in the Rockies strained existing pipelindrastructure which led to the
construction of new and expanded pipeline capaatych as KN Interstate Gas
Transmission Company’s Pony Express Line and Teaitly Pipeline Company LLC, to
export supply from the Rockies to serve demandastezn regions. Cheyenne Plains was
constructed to deliver Rockies supply to Greensbuttgere it connected with pipeline
infrastructure delivering into Midwest markets. €gbanne Plains began delivering into
ANR in the SW Area at Greensburg in 2004, and agldiepeak annual delivery into
ANR in 2009. These developments are also descrnib&dhibit No. ANR-009 at 10-11.
More importantly, the initial phase of Rockies Eegs Pipeline LLC (“REX West”) was
constructed to relieve pipeline capacity constgaoit of the Rockies and connected to
ANR in the SW Southern Zone (ML-5) in 2008, and saduently was extended further

east (“REX East Leg 1”) to interconnect with ANRsstem near Shelbyville, Indiana, in




10

11

12

13

14

15

16

Exhibit No. ANR-003
Page 20 of 41

2009. REX West deliveries into ANR’s SW Mainlineased after 2009, while deliveries
into the SE Mainline have increased.

What effect did rising natural gas prices have n ANR'’s supply situation?

As | briefly noted above, natural gas priceserggeadily from historical levels beginning
in the early 2000s until 2008 as shown in FigurevBich triggered increased supply

being developed and produced in the Rockies.

EIA - U.S. Natural Gas Wellhead Price
$9.00 - (Dollars per Th_ousand Cubic Feet)
Figure 9
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The EIA data underlying Figure 9 is included in ExhNo. ANR-011.

In addition, natural gas prices were driven highgrgrowing market demand,
particularly for power generation, and an overahaltenging domestic supply
development outlook. Hurricanes Rita and Katrieeesely damaged substantial natural
gas infrastructure in the Gulf of Mexico in 200%sulting in decreased offshore
production, which raised concerns about anticipatedply shortages, which further
supported higher prices. The expected shortfalldomestic supply also spurred
investment in new liquefied natural gas (“LNG”) asification terminals and associated

pipeline infrastructure to accommodate increasedrabgas imports. Rising natural gas
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prices also supported increased investment in daenpsoduction, particularly in the
Fort Worth Basin in northern Texas and in the Qotdalley/Haynesville/Bossier
formations in northeast Texas and northwest Lon&ia Growing production in these
areas initially supported intrastate pipeline isfracture expansion projects, and
eventually led to the development of new and expdndterstate pipeline capacity from
Texas and eastward into Louisiana, Mississippi, laegbnd. Details about natural gas
supply and pipeline capacity additions during timse are provided in a report titled
Additions to Capacity on the U.S. Natural Gas Pipeline Network: 2005 prepared by the
EIA Office of Oil and Gas in August 2006, included Exhibit No. ANR-012 and in
Additions to Capacity on the U.S Natural Gas Pipeline Network: 2007 prepared by the
EIA Office of Oil and Gas in July 2008, included &sxhibit No. ANR-013.
Unconventional supply developed in response todrigtatural gas prices in Oklahoma
and Arkansas led to additional pipeline capacityndpeonstructed eastward connecting
with interstate pipelines delivering into northeand eastern markets. Eventually the
high natural gas prices promoted increased expdorainto unconventional supply
sources in the U.S. Northeast and the developmém¥arcellus and Utica shale
resources. Ultimately, domestic natural gas sugpbwth in response to higher prices
supported new and expanded pipeline infrastrucamee of which connected with ANR
principally increasing receipts into the Southéaainline.

Please discuss the development of west-to-eagbgline capacity that delivers Texas
and Midcontinent supplies into ANR’s SE Mainline.

Intrastate pipeline systems in northern Louiaidbegan delivering some of the growing
supply from northeast Texas and northwest LouisiataANR’s SE Mainline via three

new intrastate pipeline interconnections: Regemtyastate Gas LP (2006); Louisiana
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Intrastate Gas (2007); and the Acadian Gas Pipdéipgtem Haynesville Extension
(2012). Enable Gas Transmission, LLC’s (“Enableimerly CenterPoint Energy Gas
Transmission) CP Line Expansion from Carthage irtheast Texas to interconnections
with interstate and intrastate pipelines at Pelig/nn northwest Louisiana, was one of
the first of many new west-to-east interstate [mgelprojects developed to connect
rapidly growing supply in Texas, Oklahoma and Arsa with existing pipeline
infrastructure delivering to markets in the Midwastl East. Some of these new pipeline

facilities are depicted on Figure 10:
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The CP Line Expansion began delivering into ANRE $®lainline through a new

interconnection in 2007. Texas Gas TransmissidiC's (“Texas Gas”) Greenville
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Lateral and Midcontinent Express Pipeline LLC’s neyeline began delivering into the
SE Mainline in 2009, as did REX East Leg 1. Twavrmpelines, ETC Tiger Pipeline,
LLC, and Fayetteville Express Pipeline, LLC, beghativeries into the SE Mainline in
2010. All told, eight new pipeline interconnectere completed and began delivery into
ANR’s SE Mainline between 2006 and the end of 20Bupply received from these
eight pipelines into the SE Mainline was approxehatl.0 Bcf/d in 2012. Figure 11

illustrates the trend for receipts and deliver@sgoints on the SE Mainline since 1994.
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The data underlying the above graph are providétkhibit No. ANR-008.

Would you describe the impact of the developmendf Marcellus and Utica shale on
the pipeline industry in general?

Natural gas production from the Marcellus andcdltshale formations has impacted

nearly every pipeline in North America, and ANRhs exception. | refer specifically to
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Marcellus and Utica because they are the two largmsrces of the rapidly expanding
production in the Appalachian region, although tlag by no means the only two
producing formations in the U.S. Northeast. Figli2e which is derived from the EIA

Drilling Productivity Report — December 2015 (indéd as Exhibit No. ANR-014)

illustrates the rapid supply growth in these twgioas. The Marcellus region produced
less than 2 Bcf/d in 2010, but is now producingriyea6 Bcf/d, an increase of 800
percent, while production from the Utica region gaswn from just under a reported 0.7

Bcf/d in December 2013 to 3.1 Bcf/d in December2G@iL440 percent increase.

Volume (MMcf/d)

Marcellus & Utica Production
EIA Drilling Productivity - Dec 2015
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Combined, these two regions currently produce ngaeeach day than any other region
in North America. To put this in context, prodoctifrom the Marcellus and Utica
region combined in 2010 could have been transpdiyed single modern high-pressure

42-inch diameter pipeline with 2.0 Bcf/d of capgcifToday, it would require more than
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eight additional pipelines of this size to tranggbe combined supply increase from the
Marcellus and Utica regions over the past five gear

As a direct result of this development, interstaipeelines transporting from the
Gulf Coast into and through the Marcellus and Utiegion, including TGPL, Texas
Eastern, Columbia Gulf Transmission, LLC, Columbizas Transmission, LLC
(“Columbia Gas”) and Transcontinental Gas Pipe [@Qmmpany, LLC, have been or are
currently being modified to reverse flow back tee t&ulf Coast, with one or more
announced projects for each pipeline. See Exhibit ANR-015. Pipelines from the Gulf
Coast into the Great Lakes region, including ANRxds Gas, Natural Gas Pipeline
Company of America (“NGPL”), and Trunkline Gas Cany, LLC, have experienced
the same phenomenon, with the growing Marcellusltich supply currently delivering
(or expected to deliver) into those pipelines vid REX reversal; (2) the Dominion
Transmission, Inc. (“DTI”), and Texas Eastern reads (including supply from these
two pipelines through the Lebanon Lateral reversat)d (3) the proposed Energy
Transfer Partners’ Rover Pipeline Project (“Rover”)

How have these developments specifically affect&ANR?

Simply stated, EIA-reported natural gas productirom Marcellus and Utica is greater
than the total reported annual natural gas consomgar the nine-state U.S. Northeast
region and Ohio combined, as shown in Figure 13ichvis derived from EIA data

included as Exhibit No. ANR-016.
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Excess Marcellus and Utica production was initiadlyported to Canada, but more
recently shippers have contracted for pipeline ctypanto the Great Lakes, Southeast
and Gulf Coast regions in an effort to capturekeashare in these nearby consuming
regions. In response to this situation, ANR cullgehas three projects that are either
complete or under way that increase receipts ioSE Mainline from Marcellus and
Utica, which provides shippers with access to Giedtes, Midwest and Gulf Coast
markets. These projects include: (1) reversimgjtiintly-owned Lebanon Lateral and
expanding ANR’s wholly-owned facilities to receiaditional supply from Texas
Eastern’s capacity on the lateral; (2) expanding ekisting REX Shelbyville meter to
receive additional supply from REX reversal and agon projects into the SE
Mainline; and (3) preparing for a new pipeline nctnnect with Rover to receive
Marcellus/Utica production near ANR’s Defiance coegsor station at the north end of
the SE Mainline.

Supply received into ANR on the SE Mainline haseady transformed this

pipeline segment into the one of the largest supgdyons on the ANR system, as shown
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in Figure 4, and these new supply-driven projects expected to ensure that the SE
Mainline will continue to be a major source of slyppn ANR.

Please describe how supply has changed in the SAvea.

As shown in Figure 14, supply receipts into 8% Area peaked in 1996, then declined
sharply to their lowest level in 2001, which codes with the timing for new supply

being received into the Northern Area from NorthBorder and Alliance.

ANR SW Area Receipts
Figure 14
1,000.0 916.8
900.0 845.5
800.0 776.9
700.0
L 6000 682.1 701.6
=
o
g 5000
= 4000
300.0
200.0
100.0
0.0
< n (Vo] ~ o0 [e2] o - o o < n Vo] ~ (o] (o)) o — (o] m < n
QO OO OO OO OO OO O O O O O O O O O O o «w o o o
a O 0O 0O OO0 00 O O O O O O O O O O O O o o o o
i i i i i i o o o o o (g\] (g\] (g\] (g\] (g\] (g\] (g\] (g\] (g\] (g\] (g\]

The data underlying the above graph are provideétkhribit No. ANR-008.

Supply receipts into the SW Area began increasftegy 2001 as domestic supply
began to increase in response to rising naturalpgass, particularly supply from the
Rockies and from unconventional production souioesorthern Texas and Louisiana
and in Oklahoma and Arkansas. As | discussed gusly, Cheyenne Plains began
delivering into the SW Area at Greensburg in 2004éwards the end of the decade, new
pipeline construction led to decreasing delivems the SW Area. REX was extended

to Ohio in 2009 and later, the construction of Ritigeline from Opal, Wyoming to
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Malin, Oregon which went into service in July 201ihally eliminated pipeline capacity
constraints from the Rockies. In addition, newepiges and expansion projects
constructed during the 2007 to 2011 time frameraadport new unconventional supply
from Texas, Louisiana, Oklahoma and Arkansas edaslgpply from these regions to
reach markets in the east. Thus, supply recempbsthe SW Area once again declined
sharply after 2010, and by 2015, supply receiptsfallen to approximately 2001 levels.

How have these supply changes into the SW Arempacted ANR?

At the time of the RP94-43 Settlement, supplgeieed into the SW Area exceeded the
amount that could be transported for its shippeisguthe SW Mainline facilities alone.
ANR was able to accommodate the firm requiremehtisscshippers by utilizing TBO
agreements. Specifically, ANR transported fromeasburg to the Northern Area on
Northern Natural, and transported from Custer ® 8t Mainline on Enable. These
TBO arrangements provided shippers with accesséaled supply and provided ANR
with a flexible alternative to expanding the SW Maie. This flexibility proved useful
when new supply coming into the Northern Area i®@G@&nd 2001 increased shipper
demand for capacity capable of accessing this nearby supply and diminished
demand for capacity from the SW Area. ANR was ableeduce costs and its capacity
from the SW Area by terminating its TBO with NotheNatural in response to shifting
supply and shipper demand.

As supply shifted again in response to rising radtgas prices and supply from
Rockies and from unconventional sources grew, tieguln increasing supply receipts
into the SW Area from the lower 2001 levels, ANRie@d upon the remaining Enable
TBO to meet shipper demand for capacity from the A& that exceeded the amount of

capacity provided by the SW Mainline facilities. owever, as noted above, the large
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increase in west-to-east pipeline capacity fromoarentional sources in Oklahoma,
Texas, Arkansas and Louisiana coincided with redsegply receipts into the SW Area
after 2010. TBO flexibility once again proved udeds ANR was able to again reduce
costs and capacity from the SW Area in responsgetdining shipper demand for this
capacity by terminating the Enable TBO in 2015. AdlRRvenues from capacity sold for
transportation of supply receipts in the SW Areaehadiminished as the amount of
available capacity underpinned by TBOs has declimedesponse to reduced shipper
demand for this capacity.

Can you summarize the effect of these changestiwrespect to ANR’s overall supply
mix?

Yes, as shown in Figure 6, ANR received a daigrage of 3.7 Bcf/d of gas supply into
its system annually since 1994 (excluding recefpim on-system storage). In 1994,
approximately 70 percent of this supply was reativeANR'’s traditional supply areas:
46.7 percent in the SE Area and 22.4 percent irbilveArea. An additional 21.7 percent
was received in the Sandwich-to-Wisconsin segmdnthe Northern Area. By
comparison, as shown in Figure 4, in 2015, rouging-third of ANR’s total supply was
received in each of the north, south and middleigas of the system, with 36 percent of
its supply received in the Northern Area, 32 perdenthe SW Area and SE Area
combined (18.6 and 13.3 percent, respectively)3hdercent in the Southeast Mainline.
The largest change has been the declining supphy &ffshore Gulf of Mexico that was
replaced by increased supply received into the i¢ont Area, primarily imported from
Canada and by supply into the SE Mainline from g@urces in northern Louisiana,
(2) west-to-east pipelines out of Texas, Oklahoara Arkansas, (3) the Rockies, and

(4) Marcellus and Utica production. The declinesupply receipts into the SW Area led
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ANR to reduce its TBO capacity, which capacity laldwed ANR to transport more gas
from the SW Area than it could on the SW Mainlineng. As a result, ANR has
experienced a diminished ability to generate trartgpion revenue on this portion of its

system.

Market Changes

Please summarize the changes that ANR has seeithwespect to market areas on its
system that have taken place since 1994.

ANR has experienced several major developmener ohe last 20 years that have
affected the market areas on its system. Theskidec (1)increased pipeline

competition in ANR’s Northern Area markets; (2) Apgchia supply growth reducing

ANR'’s deliveries into Ohio and Northeast marke®);ificreased demand for deliveries
into the Louisiana market area and (4) increasedpetition for storage and associated
transportation from new and expanded storage dgpaci

What changes have occurred in ANR’s market areas Wisconsin and Michigan?

The biggest change to ANR’s Northern Area maslatcurred when the Northern Border
extension (1999) and Alliance (2000) were consadicand ANR began receiving

additional Canadian supplies into northern lllinogar Chicago. Access to an alternative
supply option imported from Canada into ANR’s Nerti Area underpinned short-haul
pipeline expansions within the region, which in ntuenabled shippers to reduce
contracted long-haul capacity from the SW Area #el SE Area. ANR responded to
requests for short-haul expansions in the regiotih \&i series of expansion projects
beginning in 1999, as summarized in the table guia 15, which is derived from

information found on EIA’s website.
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ANR Wisconsin Expansion Projects - Figure 15

Project Name Docket Completed Additional Capacity
Number Date (MMcf/d)
ANR Wisconsin Loop Expansion | CP97-765 11/1/1999 190
ANR Wisconsin Expansion Il A CP99-241  12/15/2000 109
ANR Wisconsin Expansion IIB CP99-241  12/15/2001 40
ANR WestlLeg Expansion CP02-434 10/1/2004 220
ANR EastLeg Expansion CP04-51 11/1/2005 143.4
ANR NorthLeg Expansion CP04-01 12/16/2005 105
ANR Wisconsin 2006 Expansion Project CP05-364  12/15/2006 168.2
ANR Wisconsin Project Expansion CP08-465 10/28/2010 97.9
Marshfield Reduction Project CP11-539 11/1/2012 101.1

The source of this information is provided inhibit No. ANR-015.

The Commission also approved the Vector Pipelirgept that was constructed
to deliver Canadian supply received from Allianced aNorthern Border to lllinois,
Indiana, Michigan, and Ontario, providing shippestorage customers and end-use
consumers with a competitive new alternative topsugrom ANR’s SE and SW
Mainlines. Increased supply from Canada into rmarthlllinois also underpinned
Guardian Pipeline, L.L.C. (“Guardian”), a new pipel that was completed in 2002 into
Wisconsin from connections with Northern Border #iliance and also connected with
Vector, Midwestern Gas Transmission Company, NG#id, ANR.

How has increased Ohio-sourced supply affected MR’s deliveries into Ohio
markets?

Until 2014, Ohio was one of the largest delivarytlets for shippers on ANR, with
deliveries into Columbia Gas, DTI, and Texas Eastéa the Lebanon Lateral being the
principal outlets from the SE Mainline into OhioHowever, due to the growing
Marcellus and Utica production in the Appalachiggioe that | have described
previously, Pennsylvania and Ohio have transforrfiedh states where natural gas

consumption exceeded production to states thatrerpoess supply, as shown in Figure
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13. From 1994 through 2012, deliveries throughLileanon Lateral to pipelines in Ohio
represented the largest volume of deliveries frompp segment on ANR’s SE Mainline.
Figure 16, supporting data for which is included B®hibit No. ANR-008, depicts

deliveries by segment and meter from the SE Magndimce 1994.

MMcf/d

1,000 ANR SE Mainline - Figure 16
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Deliveries from the SE Mainline through the Lebahateral began to decline in 2009 as
Marcellus and Utica production increased, and leyehd of 2014 deliveries from ANR
through the Lebanon Lateral to pipelines in Ohie wanimal.

How did ANR respond to this development?

Beginning in 2009, as Figure 11 shows, suppliumes received into the SE Mainline
exceeded delivered volumes from the SE Mainlinegad that continues today. In 2014,
ANR and Texas Eastern, joint owners of the Lebdreteral, reversed flow on that line,
enabling ANR to receive supply from Texas Eastard BTI for delivery into the SE

Mainline. ANR also performed its Southeast Maiali®ystem Reversal Project in
response to shipper demand for “backhaul” capdimiy three recently reversed pipeline

interconnect meters: REX at Shelbyville and th&aBeEastern and DTl meters into the
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Lebanon Lateral. Shippers also acquired SE Mart@pacity from the proposed Rover
interconnect meter near Defiance and deliveringntdANR pooling point at Eunice and

other nearby delivery meters. As a result, the Mknline is ANR’s second largest

supply receipt area, with over 1 Bcf/d receivedisstn Eunice and Defiance in 2015 and
with shippers subscribed to additional capacityrfnoorth-to-south expecting to receive
supply from Rover when that pipeline interconnattis complete. In summary, as
shown in Figure 11, deliveries out from points glahe SE Mainline have declined

steadily since 1994 while volumes received fromnfmiinto the SE Mainline have

increased.

How has the SE Area changed?

Until 2005, ANR received more supply from the 8Eea than from any other area on its
system. However, as | discussed previously, supagipts into the SE Area declined
steadily as previously discussed. In 2011, dabgeirom points in the SE Area exceeded
the total supply from receipt points within thearas shown in Figure 7. Operationally,
this required gas flow to be reversed through Eitacdeliver into the SE Area from the
SE Mainline. As ANR witness Bennett explains, heere it is unlikely that ANR will
experience further increases in demand in this. area

What changes have you observed in storage?

Natural gas prices rose during the early 2000sled by concerns about adequate gas
supply, as | have discussed previously and showhRigare 9, this price rise spurred
investments in production and LNG import capacityoaspurred investments and in
natural gas storage capacity and deliverability. ewN Commission regulations
implementing legislation making it easier for neatural gas storage entrants to obtain

market-based rate authority also contributed t@stwment in new storage capacity. As



10
11

12

13

14

15

16

17

18

19

20

21

22

23

24

Exhibit No. ANR-003
Page 34 of 41

shown in Exhibit No. ANR-017, natural gas storageking capacity in the U.S. lower
48 states was expanded by 803 Bcf from 3,863 B&0@5 to 4,666 Bcf in 2014; a
20.8% increase. Michigan, which has more storagekkiwg gas capacity than any other
state, increased capacity from 634.1 Bcf in 2006756 Bcf in 2014. Louisiana recorded
the second largest increase in storage workinggpacity for any state during this same
period, with working gas capacity expanding frond 32Bcf to 454.1 Bcf, an increase of
129.1 Bcf. Mississippi, another state where ANRomated and operates, recorded the
largest increase in storage working gas capacityngduhis period, with storage capacity
nearly tripling from 69.5 Bcf to 201.2 Bcf, an iease of 131.7 Bcf.

What has been the impact on ANR as a result ohis increased storage working gas
capacity?

Increased storage capacity allowed domesticrabtyas production to grow by increasing
the amount of capacity available for excess pradndo be stored. This led to lower
natural gas prices and also dampened seasonal giffeeentials. Increased storage
working gas capacity and the associated increaseakimum daily deliverability have

increased the competitive storage alternativeslaaito customers. Supply from new
or expanded storage working gas capacity compeitésgas transportation from other
supply sources connected to the pipeline, andnipact of this increased competition is
magnified when a new or expanded storage fieldmected to other pipelines, as this
provides an additional competitive transportatigetian for supply to reach storage.
Increased available storage working gas capacitlylawer seasonal price differentials
have combined to increase competition for ANR’srage capacity and associated
transportation services. ANR witness Bennett dessrthis development and its impact

on ANR in his testimony.
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What has been the overall impact on ANR’s systenof the supply and market
changes you have described?

The changes | have described have significarlysformed the flow patterns and supply
and market dynamics on ANR’s system from those ¢kated at the time of the Docket
No. RP94-43 rate proceeding 20 years ago. ANRskas new supply imported from
Canada into the Northern Area, which both enabled mterstate pipelines to deliver
into each of ANR’s two largest traditional NortheArea markets, Wisconsin and
Michigan, and resulted in the Northern Area bec@mNR’s largest source of system
supply. Declining production from the offshore Gof Mexico was partially offset by
increased production in the Rockies that was fiedtvered into the SW Mainline but
now is delivered into the SE Mainline. Unconventb supply in Texas, Oklahoma,
Arkansas and Louisiana delivered via new pipelinerconnect meters into the SE
Mainline, coupled with the supply from the Rockiggnsformed the SE Mainline into a
significant supply header that delivers into thertNern Area and into the SE Area as
Gulf of Mexico supply continues to decline.

Most recently, unprecedented rapid production ginoWwvom unconventional
sources in the Marcellus and Utica shale formaticmstinues to flood into pipelines,
such as ANR, that traditionally flowed from the GGloast to Northeast and Midwest
markets. As a result, shippers are acquiring taglable existing and expanded pipeline
capacity on major interstate pipelines to transporthe Gulf Coast. New pipelines to
transport growing supply from Appalachia to adjdcerarkets are in various stages of
planning or construction, with Rover expected tbvee into ANR’s SE Mainline while

also increasing competition in ANR’s Northern Aagal into Canada.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Exhibit No. ANR-003
Page 36 of 41

Simply stated, the Northern Area, the zone withléingest historical and current
delivered volumes, is now the zone with the largegiply receipt volumes. Four new
interstate pipelines have been built into and thhoANR’s largest markets (Guardian,
Alliance, Northern Border and Vector), with eacloyding competitive alternatives in
the Northern Area. It is expected that Rover, 8pdénergy’s Nexus Gas Transmission
Project, and perhaps other pipelines with suppynfiMarcellus and Utica will further
increase competitive pressure on ANR in the Northérea. The SE Area that
historically was ANR’s zone with the most supplgepts now has more deliveries than
receipts. The SE Mainline, which did not direatgeive any meaningful supply volume
in 1994 other than the supply from the Gulf of Mexithrough Eunice, now receives
supply directly from new pipeline and storage iotemects, including supply from
several pipelines that did not exist in 1994. Ehegerconnects provide supply into
ANR from the Rockies and from unconventional sosiriceTexas, Oklahoma, Arkansas,
Louisiana and Appalachia regions.

Please summarize these impacts.

ANR historically served the principal functiori transporting gas supply from the SW
and SE Areas for delivery to markets in the Nomha&rea. Now however, the market
changes described above have resulted in a varietygpacts on ANR: the development
of new sources of supply and new pipeline infragtite has resulted in increased
competition in the Northern Area; increased demérdtransportation from the SE

Mainline to the SE Area and changes to the histandirectional flows on the SE

Mainline; declining revenue generating opportusitiom the SW Area; and decreased

demand for ANR storage as a result of significaaw storage capacity and deliverability
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additions and dampening of seasonal gas priceréiffals. ANR anticipates that this

state of affairs will continue for the foreseeatirire.

V. MARKET SUPPORT FOR PROPOSED RATE ZONES
What changes does ANR propose to make to its eking rate zone structure?

As explained by ANR witness Roscher, ANR propo&e consolidate its existing seven
rate zones into four zones. Specifically, ANR megs to combine the existing SW Area
and ML-5 zones into a single zone; to combine thstiag ML-6 and ML-7 zones into a
single zone; and to combine the existing ML-2 arld 3/zones on the SE Mainline into a
single zone. ANR does not propose to move any Zmnadaries, but three existing
boundaries will be eliminated: the boundary betwde SW Area and ML-6 zones; the
boundary between the ML-6 and ML-7 zones; and thendary between the ML-2 and
ML-3 zones. A map depicting the resulting four esns included as Figure 2 in the
testimony of ANR witness Roscher. These changesldvbecome effective on a
prospective basis following a Commission order apjmg ANR’s proposal.

Please explain why ANR proposes to combine exigjj rate zones ML-2 and ML-3.

Since 2009, supply received into the SE Mainlbetween Eunice and Defiance has
exceeded deliveries from this segment. Supply fieras, Oklahoma, Louisiana and
Arkansas enters the SE Southern segment (ML-2)ewsdupply from the Rockies and
Appalachia regions enters the SE Central segmeht3M All supply entering the SE
Mainline is received from intrastate or interstgipelines. As | have explained
previously, ANR’s largest deliveries from point®mrd the SE Mainline had been into
interstate pipelines via the Lebanon Lateral. &astern markets that had been served by

those volumes are now served in large measure iplysérom Marcellus and Utica. As
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a result, ANR’s two largest market outlets are ppasite ends of the SE Mainline: the
Northern Zone (ML-7) and the SE Area in Southernuis@na. ANR’s proposal to
combine ML-2 and ML-3 would create a single rateeteader. Combining the ML-2
and ML-3 rate zones into a single zone removesraiicial barrier to competition by
eliminating an unnecessary zone access chargeraindirey supplies within these zones
to serve adjoining markets on equal terms. ThiB fester increased competition
between supplies entering ANR from the south andhfthe north, while providing all
supplies with an equal opportunity to compete farkats in the Northern Area and the
SE Area, as well as for the few markets along tBeM&inline.

Does ANR anticipate that demand in the SE Area W continue to exceed supply
from the SE Area for the foreseeable future?

Yes, due to the decline in offshore Gulf of Mexisupply, deliveries into ANR’s SE

Area from the offshore Gulf are less than the ayerannual delivery volumes between
Eunice and Patterson in the SE Area. Gas routit@hs through Eunice from north to

south on a daily basis when supply is less thaivalgl requirements south of Eunice.
Strong demand for pipeline capacity from receiping®in ML-3 to Louisiana has led

ANR to reverse the SE Mainline flow capability, aAfIR has entered into significant
long-term contracts for north-to-south flow on tB& Mainline. This demonstrates
market support for deliveries into southern Louisiawhere ANR already provides
supply aggregation services at Eunice that funcegually regardless of ultimate
nomination or flow direction.

Have the developments you cite affected the opronal characteristics of the SE
Mainline?

Yes, as ANR witness Hampton explains in greatitail, the development of

bidirectional flows on the SE Mainline has resultedhe creation of a point of zero flow
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(or “null point”) through the SE Mainline. The hyloint is the receipt point from which
gas physically flows both north and south at anyegipoint in time. The creation of
reverse flow capability on the Lebanon Lateral ahd changes at the Shelbyville
interconnection with REX has had significant imgagh ANR’s SE Mainline operations.
Although the null point is still associated with yesville and Fayetteville receipts, gas
is often free-flowing both north and south throwdlhof the stations south of the Portland
compressor station. These operational developmientiser demonstrate that the SE
Mainline as a whole functions as a single suppladee and supports the proposed
consolidation of ML-2 and ML-3 into a single ratene.

Please explain why ANR proposes to combine th&isting SW Area and ML-5 rate
zones.

As | have explained previously, the SW Southeagment (ML-5) of ANR’'s SW
Mainline serves essentially the same function asSW Area, in that ANR receives gas
supply in ML-5 primarily from the SW Area and traosts it to markets that are
downstream of ML-5, with minimal deliveries to pts within ML-5. As | described
with respect to combining ML-2 and ML-3, combinitige SW Area and ML-5 rate
zones into a single zone would create a headeemysthereby removing artificial
barriers to competition by eliminating an unnecesz®ne access charge and enabling
supplies within these zones to serve adjoining etarkn equal terms. Further, the SW
Area and ML-5 are located in states where the fitadluction within each state exceeds
total consumption in that state, and so ultimatbly SW Area and ML-5 operate in an
integrated manner to provide pipeline export cagdoom the region.

Why does ANR believe it is appropriate to combie the existing ML-6 and ML-7
rate zones?



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Exhibit No. ANR-003
Page 40 of 41

As | have explained, the SW Central segment @JLof ANR’s system functions as a
market area, in that ANR delivers considerably ngas off of its system in ML6 than it
receives in that zone. As a result, combining Miastd ML-7 will create a single
geographic market area zone. ANR'’s proposal woardove the zone access charge for
existing ML-7 shippers to a region that is exclespva market area; removing the zone
access charge for ML-6 shippers provides expandeglsa to supply and storage options
without the additional zone access charge they twely. Shippers in both zones will
benefit from expanded alternate point options.

Why is ANR proposing to change from its existingseven-zone rate structure to a
four-zone structure at this time?

As | have discussed above, ANR’s supply and miarkonditions have evolved

dramatically since ANR’s last rate case. WhereBi&RAraditionally transported natural
gas from the Midcontinent and Gulf of Mexico to kets in its Northern Area, ANR

now transports gas from a variety of sources thdt bt exist in 1994, including

additional Canadian supplies, shale gas that eAldR's system on the southern end of
the SE Mainline, Marcellus and Utica shale gas ém&rs ANR’s system on the northern
end of the SE Mainline, and Rocky Mountain supptieg enter ANR'’s system on the SE
Mainline at Shelbyville. In addition, ANR has déyged substantial new market
opportunities in Louisiana. As explained in greadetail by ANR witness Roscher,
ANR believes that implementing its proposed founeaate structure reflects these
developments and will benefit shippers and ANR eliky fostering competitive

opportunities and maximizing the use of ANR’s systby facilitating access to all

sources of supply available for transportation &NRA

Does this conclude your testimony?
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A: Yes, it does.
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