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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 
 

  § 
Stingray Pipeline Company, L.L.C.  §  Docket No. RP08-___-000 
  § 
 

SUMMARY OF THE 
PREPARED DIRECT TESTIMONY OF 

ANDREW L. SCHROEDER 
ON BEHALF OF 

STINGRAY PIPELINE COMPANY, L.L.C. 
 

Stingray Pipeline Company, L.L.C. is owned fifty percent by MarkWest Energy 

Partners, L.P., and fifty percent by a subsidiary of Enbridge, Inc.  In his Prepared Direct 

Testimony, Exhibit No. SPC-46, Mr. Schroeder explains the flow of income earned by 

Stingray to MarkWest Energy Partners, L.P. (“MarkWest Energy”), a master limited 

partnership, and how federal and state income taxes are ultimately paid on that Stingray 

income by the unitholders of MarkWest Energy.   

In addition to his testimony, Mr. Schroeder sponsors Exhibit Nos. SPC-47 

through SPC-60.  
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

 § 
Stingray Pipeline Company, L.L.C. §       Docket No. RP08-___-000 
 § 
 

PREPARED DIRECT TESTIMONY OF 
ANDREW L. SCHROEDER 

ON BEHALF OF 
STINGRAY PIPELINE COMPANY, L.L.C.

 
Q.1 Please state your full name, title, and current place of employment. 1 

A. My name is Andrew L. Schroeder.  I am the Vice President of Finance, Treasurer 2 

and Assistant Secretary for MarkWest Hydrocarbon, Inc. (“MarkWest 3 

Hydrocarbon”) and MarkWest Energy Partners, L.P. (“MarkWest Energy”) 4 

(MarkWest Hydrocarbon and MarkWest Energy collectively, “MarkWest”). 5 

MarkWest’s primary offices are located at 1515 Arapahoe Street, Tower 2, Suite 6 

700, Denver, Colorado 80202, which is where my office is located. 7 

Q.2 Please briefly summarize your educational and professional background. 8 

A. I graduated from the University of Colorado magna cum laude with a Bachelor of 9 

Science in Business Administration in 1980.  I obtained a Masters in Taxation 10 

degree from the University of Denver in 1981.  I became a licensed Certified 11 

Public Accountant in 1982.  From 1981 through 1989, I worked with Touche 12 

Ross & Co. and Shenkin, Kurtz Baker & Co., P.C., initially as a tax associate and 13 

ending that period as a tax manager.  My duties included partnership tax return 14 

preparation and preparation of forecasts associated with partnership investment 15 

opportunities.  From 1989 through 1996, I worked for several energy companies 16 
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with a broad range of responsibilities including strategic planning and analysis 1 

and treasury operations.  In 1996, I became the controller of MetroGolf 2 

Incorporated, a small publicly traded company which developed and operated golf 3 

courses and driving ranges.  From 1998 through 2002, I served as a director of 4 

finance for Xcel Energy, Inc. and for Crestone Energy Ventures, a subsidiary of 5 

Northern Border Partners, with responsibilities that included managing the 6 

property and casualty insurance program for Xcel and the partnership 7 

relationships for the joint venture interests owned by Crestone Energy Ventures.  I 8 

joined MarkWest Energy in December 2002. I became the Treasurer for 9 

MarkWest Energy in July 2003 and Vice President of Finance in October 2003, 10 

and I continue to hold those positions today.  My responsibilities at MarkWest 11 

Energy include management of the company’s tax department and oversight of 12 

the insurance risk management program for the partnership and its subsidiaries. 13 

Q.3 On whose behalf are you testifying in this proceeding? 14 

A. I am testifying on behalf of Stingray Pipeline Company, L.L.C. (“Stingray”). 15 

Q.4 What interest does MarkWest Energy have in Stingray? 16 

A. MarkWest Energy owns a fifty percent interest in Starfish Pipeline Company, 17 

LLC (“Starfish”).  Starfish owns Stingray.  Enbridge Offshore (Gas Transmission) 18 

L.L.C. owns the other fifty percent of Starfish.   19 

Q.5 Have you previously testified before the Federal Energy Regulatory 20 
Commission? 21 

A. No. 22 
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Q.6 What is the purpose of your testimony in this proceeding? 1 

A. The purpose of my testimony is to address (1) the allocation of Stingray’s taxable 2 

income to MarkWest Energy, (2) the allocation of MarkWest Energy’s taxable 3 

income to its unitholders; (3) the federal income tax rates corresponding to the 4 

taxable income of Stingray that is allocated through MarkWest Energy to its 5 

unitholders; (4) the state apportionment factors to be used in calculating the 6 

weighted marginal state income tax rate for MarkWest Energy; (5) the 2007 7 

federal and blended state income tax rates applicable to MarkWest Hydrocarbon; 8 

and (6) the property damage and business interruption premiums paid by 9 

MarkWest Energy with respect to its interest in Stingray.  My analysis of how 10 

Stingray income is allocated within the MarkWest organization and the 11 

corresponding MarkWest Energy marginal federal income tax rate and state 12 

income tax apportionment factors associated with such income are used by Mr. 13 

George R. Ganz in his Prepared Direct Testimony, Exhibit No. SPC-35, to 14 

calculate a federal and state income tax rate for Stingray.  15 

Q.7 What statements, schedules, or exhibits are you sponsoring in conjunction 16 
with your testimony?   17 

A. I am sponsoring Exhibit Nos. SPC-47 to SPC-60.  18 

Q.8 Were these exhibits prepared by you or under your direction or supervision?   19 

A. Yes, all of these exhibits were prepared under my direction and supervision. 20 
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Q.9 Are you familiar with MarkWest Energy’s normal business practices with 1 
regard to the determination of its taxable income and how that taxable 2 
income is allocated to MarkWest Energy’s unitholders?  3 

A. Yes, I am.  In my position, I am responsible for the determination of MarkWest 4 

Energy’s taxable income and the allocation to its unitholders. 5 

Flow of Stingray Taxable Income to MarkWest Energy 6 

Q.10 Did MarkWest Energy receive any taxable income from Stingray in 2007? 7 

A. Yes. 8 

Q.11 Are you familiar with the steps through which Stingray’s federal and state 9 
taxable income is ultimately allocated to MarkWest Energy? 10 

A. Yes. 11 

Q.12 How much of this Stingray income is attributable to MarkWest Energy? 12 

A. Fifty percent. 13 

Q.13 Please explain why fifty percent of Stingray’s income is attributable to 14 
MarkWest Energy. 15 

A. Stingray is owned 100 percent by Starfish, and therefore all of Stingray’s income 16 

flows through to Starfish.  Each year, Starfish sends a Schedule K-1 to each of its 17 

owners identifying the amount of Starfish income for the prior year attributed to 18 

the owner for income tax purposes.  As the Schedule K-1 in Exhibit No. SPC-47 19 

demonstrates, MarkWest Energy received fifty percent of Starfish’s taxable 20 

income in 2007. 21 
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Income Allocation Under MarkWest Energy’s Partnership Agreement 1 

Q.14 What type of entity is MarkWest Energy? 2 

A. MarkWest Energy is a master limited partnership. 3 

Q.15 Please identify who held partnership interests in MarkWest Energy in 2007. 4 

A. In 2007, MarkWest Energy GP, L.L.C. (“MarkWest GP”) was the general partner 5 

with a two percent interest in MarkWest Energy.  MarkWest GP also owned the 6 

incentive distribution rights (“IDRs”) in MarkWest Energy.  MarkWest 7 

Hydrocarbon, directly and through its subsidiaries, held as of December 31, 2007 8 

12.5 percent of the limited partner interests in MarkWest Energy.  The remaining 9 

limited partner interests were owned by the public.  MarkWest Hydrocarbon’s 10 

total ownership interest in MarkWest Energy, including its approximately 90 11 

percent ownership interest in MarkWest GP, was 14.1 percent.   12 

Q.16 Has the ownership of MarkWest Energy partnership interests changed in 13 
2008? 14 

A. Yes.  On February 21, 2008, MarkWest Energy consummated the transactions 15 

contemplated by its redemption and merger agreement with MarkWest 16 

Hydrocarbon and MWEP, L.L.C., a wholly-owned subsidiary of MarkWest 17 

Energy.  A true and accurate copy of the redemption and merger agreement is 18 

attached as Exhibit No. SPC-48.  Pursuant to this agreement, MarkWest 19 

Hydrdocarbon redeemed for cash approximately 3.9 million shares of its common 20 

stock (the “redemption”).  Following the redemption, all remaining shares of 21 

MarkWest Hydrocarbon’s common stock were converted to MarkWest Energy 22 

common units (the “merger”).  As a result of the merger, MarkWest Hydrocarbon 23 
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is now a wholly-owned subsidiary of MarkWest Energy.  In connection with the 1 

redemption and merger agreement, the IDRs and the two percent interest in 2 

MarkWest Energy owned by MarkWest GP and the MarkWest Energy common 3 

units owned by MarkWest Hydrocarbon were exchanged for Class A limited 4 

partner interests in MarkWest Energy.  As a result, MarkWest Hydrocarbon now 5 

owns, either directly or through MarkWest GP, approximately 28.5 percent of the 6 

limited partner interests of MarkWest Energy, with the remaining limited partner 7 

interests held by the public.  MarkWest Hydrocarbon now has a 99 percent 8 

ownership interest in MarkWest GP.  Exhibit No. SPC-49 contains pre- and post-9 

merger organizational charts depicting the change in ownership of MarkWest 10 

Energy.   11 

Q.17 Did MarkWest Energy have a partnership agreement that was in effect in 12 
2007? 13 

A. Yes, the Second Amended and Restated Agreement of Limited Partnership of 14 

MarkWest Energy Partners, L.P. (“Second Amended Agreement”).  I have 15 

attached a true and accurate copy of the Second Amended Agreement in Exhibit 16 

No. SPC-50. 17 

Q.18 Does that partnership agreement remain in effect today? 18 

A. Yes, an amended version of that agreement is in effect today.  The Second 19 

Amended Agreement was amended to reflect the 2008 redemption and merger I 20 

previously described.  I have attached as Exhibit No. SPC-51 a true and correct 21 

copy of the Third Amended and Restated Agreement of Limited Partnership of 22 
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MarkWest Energy Partners, L.P. (“Third Amended Agreement”), which is the 1 

version of the partnership agreement in effect today. 2 

Q.19 Please describe the allocation of income under the Second Amended 3 
Agreement that was in effect in 2007. 4 

A. For 2007, taxable income was allocated to each partner pursuant to Sections 6.1 5 

and 6.2 of the Second Amended Agreement.  For federal income tax purposes, 6 

each item of MarkWest Energy’s 2007 income, gain, loss, and deduction was 7 

determined on a monthly basis, as prescribed by the general partner, MarkWest 8 

GP.  Each of these items was then allocated among the partnership interests in a 9 

manner consistent with the remedial (Section 704(c)) and basis adjustment 10 

(Sections 734 and 743) principles of the Internal Revenue Code (“IRC”).  Such 11 

allocations also took into consideration the priority given to the Incentive 12 

Distribution Rights of the partnership interests.  The Second Amended Agreement 13 

contains the details regarding all of these 2007 partnership allocations. 14 

Q.20 Has the allocation of income, gains, losses, and deductions changed under the 15 
MarkWest Energy partnership agreement in effect today? 16 

A. Yes.  Under the Third Amended Agreement, the allocation of income, gains, 17 

losses, and deductions no longer takes into account the priority given to the IDRs 18 

of the partnership interests as the IDRs no longer exist.  All allocations are based 19 

on Sections 6.1 and 6.2 of the Third Amended Agreement, subject to the remedial 20 

and basis adjustment principles of the IRC. 21 



  Exhibit No. SPC-46 
  Docket No. RP08-___-000 

Page 8 of 19 
 

Q.21 Is there any other documentation of MarkWest Energy’s allocation of 1 
taxable income? 2 

A. Yes.  Each year, MarkWest Energy completes a Form 1065 that is filed with the 3 

Internal Revenue Service (“IRS”).  Schedule K of the Form 1065 shows 4 

MarkWest Energy’s distribution of income to its partners.  The relevant portions 5 

of MarkWest Energy’s Form 1065 for 2006, including Schedule K, are contained 6 

in Exhibit No. SPC-52.  In conjunction with its Form 1065, MarkWest Energy 7 

also produces Schedule K-1’s that it sends to each of its unitholders. 8 

Q.22 Why have you not included MarkWest Energy’s 2007 Form 1065 and related 9 
2007 Schedule K-1’s as part of this filing? 10 

A. MarkWest Energy’s actual Form 1065 for 2007 is not due to be filed until 11 

October 15, 2008, and as of the date of this testimony has not been finalized.  12 

Consequently, the 2007 Schedule K-1’s have likewise not yet been finalized.  13 

However, at this time I do have available to me preliminary unitholder data 14 

compiled by PricewaterhouseCoopers (“PWC”), which, subject to revisions 15 

between now and October 15, 2008, will be used by MarkWest Energy to prepare 16 

its 2007 Form 1065 and related Schedule K-1’s.  I have conducted an analysis of 17 

this 2007 MarkWest Energy unitholder data, a copy of which is contained in 18 

Exhibit No. SPC-53.   19 

Classification of MarkWest Energy’s 2007/2008 Unitholders 20 

Q.23 Who were MarkWest Energy’s unitholders in 2007? 21 

A. Based on my analysis of the 2007 MarkWest Energy unitholder data compiled by 22 

PWC, the entity that assists MarkWest Energy in compiling unitholder 23 
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information for purposes of preparing its Form 1065 and related Schedule K-1’s 1 

each year, the partnership units of MarkWest Energy for 2007 were owned as 2 

follows: 3 

  Individuals      37.7% 4 

  Corporations / LLCs taxed as Corporations  31.7% 5 

  Mutual Funds      27.2% 6 

  Pension Funds, IRAs, Keogh, etc.     3.2% 7 

  Entities where Stingray income is UBTI    0.2% 8 

  Tax exempt entities       0% 9 

These results are reflected in my summary of the 2007 unitholder data, which is 10 

attached in Exhibit No. SPC-53.  In 2007, MarkWest Energy’s corporate 11 

unitholders included the following affiliated MarkWest entities: MarkWest GP 12 

and MarkWest Hydrocarbon. 13 

Q.24 Where does PWC get its information regarding MarkWest Energy’s 14 
unitholders? 15 

A. MarkWest Energy’s Common Units are publicly traded on the New York Stock 16 

Exchange in a manner similar to corporate stock.  Those wishing to become 17 

partners in MarkWest Energy purchase Common Units through a brokerage firm, 18 

bank, or other nominee dealing in these securities.   19 

Specific information must be gathered and maintained by MarkWest 20 

Energy regarding its partners to file a complete and accurate partnership return (or 21 

Form 1065) with the IRS.  To that end, IRC Section 6031(c) requires nominees to 22 

collect information from investors purchasing publicly traded partnership interests 23 
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and supply this information to the partnership.  IRC Section 6031(c) states, in 1 

part, “Any person who holds an interest in a partnership as a nominee for another 2 

person shall furnish to the partnership, in the manner prescribed by the Secretary, 3 

the name and address of such other person, and any other information for such 4 

taxable year as the Secretary may by form and regulations prescribe.”  In 5 

accordance with IRC 6031(c), the nominee identifies the type of entity that 6 

purchases a partnership unit through the nominee (such as a corporation or an 7 

individual).  The nominee creates a business record of the transaction specifying 8 

the type of entity that purchased the unit and supplies that information to the 9 

partnership or its agent. 10 

MarkWest Energy employs PWC which, in turn, employs the firms Wall 11 

Street Concepts (“WSC”) and Automated Data Processing (“ADP”) to 12 

accumulate and provide to PWC the MarkWest Energy partnership unit 13 

information gathered from the business records that various brokerage firms and 14 

other nominees keep in accordance with IRC Section 6031(c).  The information 15 

that WSC and ADP accumulated from these nominees includes information 16 

regarding the entity type of the MarkWest Energy partners.  In addition to the 17 

information WSC and ADP provide to PWC, unitholder information is also 18 

provided directly to PWC by firms that do not provide data to WSC or ADP.  19 

These include small banks and other small entities, as well as MarkWest Energy’s 20 

transfer agent for registered unitholders.  Finally, the unitholders themselves may 21 

provide information.  PWC uses the information from WSC, ADP, and these 22 
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other sources to compile the information needed to prepare the final MarkWest 1 

Energy Schedule K-1’s that are filed with the IRS. 2 

Q.25 You have explained that the MarkWest Energy unitholders have changed as 3 
of February 21, 2008.  How do you expect this change to impact the 4 
ownership of MarkWest Energy during the test period? 5 

A. The merger transaction will both affect the percentage of MarkWest Energy 6 

unitholders in each classification and simplify MarkWest Energy’s allocation of 7 

income amongst its partnership interests.  After the merger, MarkWest Energy 8 

now allocates its income amongst its partnership interests on an ownership 9 

interest basis, subject to the remedial and basis adjustment principles of the IRC.  10 

Based on the changes in unitholder ownership interests that occurred as a result of 11 

the merger, the partnership units of MarkWest Energy are owned, to the best of 12 

my knowledge, as follows: 13 

Individuals      28.8% 14 

  Corporations / LLCs taxed as Corporations  49.0 % 15 

  Mutual Funds      17.3% 16 

  Pension Funds, IRAs, Keogh, etc.     3.5% 17 

  Entities where Stingray income is UBTI    1.3% 18 

  Tax exempt entities       0% 19 

These results are reflected in my summary of the unitholder data for the test 20 

period, which is attached in Exhibit No. SPC-54.  MarkWest GP and MarkWest 21 

Hydrocarbon are likely to continue to be the only affiliated corporate unitholders 22 

of MarkWest Energy in 2008.   23 
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Q.26 What data did you use as the basis for your test period analysis? 1 

A. My analysis of the post-redemption/merger classification of MarkWest Energy 2 

unitholders was based on a combination of identified registered unitholders and 3 

an estimated allocation for a small portion of not yet identified unitholders.  The 4 

identified registered unitholders, which represent approximately 80 percent of the 5 

post-redemption/merger issued units, are comprised of MarkWest unitholders and 6 

the unitholders identified from MarkWest Hydrocarbon’s non-objecting beneficial 7 

owners schedule (“NOBO List”) that was received by our transfer agent as part of 8 

the redemption and merger transaction.  For the remaining 20 percent of post-9 

redemption/merger unitholders, I estimated the allocation of those unitholders 10 

using two base case sources.  First, I used the NOBO List received by our transfer 11 

agent as part of the redemption and merger transaction as the basis for estimating 12 

the allocation of the remaining non-identified 20 percent.  My test year analysis 13 

reflecting use of the NOBO List is contained in Exhibit No. SPC-54.  Second, I 14 

used the total known universe of pre-redemption/merger unitholders as the basis 15 

for estimating the allocation of the remaining post-redemption/merger non-16 

identified 20 percent.  My test year analysis reflecting use of the total known 17 

universe of pre-redemption/merger unitholders is contained in Exhibit No.  18 

SPC-55.  As shown in a comparison of Exhibit No. SPC-54 to Exhibit No.  19 

SPC-55, the estimated unitholder allocation based on the NOBO List ultimately 20 

resulted in a slightly lower effective federal income tax rate for MarkWest Energy 21 

than use of the pre-redemption/merger unitholder percentages.  In order to remain 22 
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conservative in my analysis of the test period changes, I adopted the analysis in 1 

Exhibit No. SPC-54 as my recommended test period unitholder analysis.   2 

Federal Income Tax Liability of MarkWest Hydrocarbon 3 

Q.27 At what level are taxes paid on the Stingray income within the MarkWest 4 
organization? 5 

A. After MarkWest Energy’s taxable income is allocated to MarkWest GP and 6 

MarkWest Hydrocarbon in accordance with the partnership agreement, the 7 

taxable income allocated to each of these entities is included in MarkWest 8 

Hydrocarbon’s Consolidated Return filed with the IRS. 9 

Q.28 What was MarkWest Hydrocarbon’s total 2007 income for federal income 10 
tax purposes? 11 

A. As shown in Exhibit No. SPC-56, MarkWest Hydrocarbon is estimating a total 12 

2007 taxable income of approximately $48.2 million. 13 

Q.29 What federal income tax rate will MarkWest Hydrocarbon pay on that 2007 14 
income? 15 

A. 35 percent. 16 

Q.30 Please explain how you know that the federal income tax rate for MarkWest 17 
Hydrocarbon is 35 percent. 18 

A. MarkWest Hydrocarbon is a sub-chapter C corporation, with federal taxable 19 

income for calendar year 2007 well in excess of $10 million.  As shown in Exhibit 20 

No. SPC-57, $10 million is the threshold in 2007 at which the marginal federal 21 

income tax rate for corporations switched from 34 to 35 percent.  Accordingly, 22 

MarkWest Hydrocarbon’s 2007 federal income tax rate is 35 percent.  23 
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Q.31 Do you have any reason to believe that MarkWest Hydrocarbon’s taxable 1 
income will be subject to a different federal income tax rate during the test 2 
period? 3 

A. No, not at this time. 4 

State Income Tax Liability of MarkWest Hydrocarbon 5 

Q.32 What was MarkWest Hydrocarbon’s total taxable income for state income 6 
tax purposes in 2007? 7 

A. MarkWest Hydrocarbon’s total taxable income for state income tax purposes was 8 

the same as that for federal income tax purposes – $48.2 million. 9 

Q.33 What is the 2007 state income tax rate for MarkWest Hydrocarbon? 10 

A. 3.91 percent. 11 

Q.34 Please explain the basis for this state income tax rate. 12 

A. This state income tax rate for MarkWest Hydrocarbon is a blended rate based on 13 

MarkWest Hydrocarbon’s apportionment factors for each of the states in which 14 

MarkWest Hydrocarbon is required to file a state income tax return in a given 15 

year.  My calculation of this 2007 blended state income tax rate using the 16 

MarkWest Hydrocarbon apportionment factors is shown in Exhibit No. SPC-58.  17 

As reflected in that exhibit, MarkWest Hydrocarbon filed state income tax returns 18 

in Alabama, Colorado, Iowa, Indiana, Kentucky, Kansas, Louisiana, Michigan, 19 

Mississippi, Missouri, New Mexico, North Dakota, Ohio, Oklahoma, 20 

Pennsylvania, South Carolina, Tennessee, Texas, Virginia, and West Virginia for 21 

2007. 22 
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Q.35 Do you have any reason to believe that MarkWest Hydrocarbon’s taxable 1 
income will be subject to different state income tax rates during the test 2 
period? 3 

A. No, not at this time. 4 

Calculation of MarkWest Energy’s Blended Federal Income Tax Rate 5 

Q.36 Did you calculate a 2007 federal income rate for MarkWest Energy? 6 

A. Yes.  As shown in Exhibit No. SPC-53, I calculated a 2007 base period federal 7 

income tax rate of 31.630 percent for MarkWest Energy. 8 

Q.37 Please explain how you calculated this 2007 base period federal income tax 9 
rate for MarkWest Energy. 10 

A. As shown in Exhibit No. SPC-53, I calculated a 2007 federal income tax rate for 11 

MarkWest Energy by weighting the federal income tax rates for the six categories 12 

of unitholders Mr. Ganz directed me to use by the unit ownership classification 13 

percentages I obtained by analyzing the unitholder data from PWC.  Per Mr. 14 

Ganz’s instruction, I assumed a federal income tax rate of 34 percent for all 15 

corporate unitholders other than MarkWest Hydrocarbon, a 28 percent federal 16 

income tax rate for individuals, mutual funds, and taxpaying beneficiary entities, a 17 

34 percent federal income tax rate for those for whom income from Stingray is 18 

unrelated business taxable income (“UBTI”), and a zero percent federal income 19 

tax rate for tax exempt unitholders (there were no tax exempt unitholders of 20 

MarkWest Energy in 2007).  For MarkWest Hydrocarbon’s 14.1 percent 21 

partnership interest in MarkWest Energy in 2007, I applied a federal income tax 22 

rate of 35 percent because, as I previously explained, that is the federal income 23 

tax rate that applies to MarkWest Hydrocarbon’s taxable income for 2007. 24 
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Q.38 Are there any adjustments to this blended 2007 base period federal income 1 
tax rate for MarkWest Energy that need to be made for the test period? 2 

A. Yes.  As I previously explained, the February 2008 redemption and merger 3 

changed the percentages of MarkWest Energy unitholders in each classification 4 

category.  These new unitholder classification percentages need to be applied, 5 

using the same methodology I used for 2007, to calculate a federal income tax 6 

rate for MarkWest Energy for the 2008 test period. 7 

Q.39 Have you calculated the impact these changes have on MarkWest Energy’s 8 
blended federal income tax rate? 9 

A. Yes.  As shown in Exhibit No. SPC-54, the blended test period federal income tax 10 

rate for MarkWest Energy, as adjusted for the changes in unit ownership that I 11 

know have occurred since the 2008 redemption and merger, is 31.307 percent. 12 

MarkWest Energy’s State Apportionment Factors 13 

Q.40 Did any of MarkWest Energy’s unitholders pay state income taxes on the 14 
income they received from MarkWest Energy in 2007? 15 

A. Yes. 16 

Q.41 In which states did those unitholders of MarkWest Energy pay state income 17 
taxes? 18 

A. Colorado, Kentucky, Louisiana, Mississippi, Michigan, Oklahoma, New Mexico, 19 

and West Virginia.  20 

Q.42 How do you know that MarkWest Energy income was subject to income 21 
taxes in those states? 22 

A. The Schedule K-1 data compiled by PWC identifies the state where each of the 23 

MarkWest unitholders receives its Schedule K-1.  Unitholders were identified for 24 
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each of the states I listed, and each of these states assesses a state income tax on 1 

individuals and corporate entities.   2 

Q.43 How did MarkWest Energy determine the amount of income to be 3 
apportioned to each state for state income tax purposes? 4 

A. MarkWest Energy used each of the identified state’s prescribed methods for 5 

income apportionment to determine an apportionment factor for each state.  I have 6 

attached in Exhibit No. SPC-59 a chart identifying the apportionment methods 7 

prescribed by each of the identified states for assessing the portion of an entity’s 8 

income subject to state income taxes in the state. 9 

Q.44 Have you provided an exhibit showing the calculation of the 2007 state 10 
apportionment factors for MarkWest Energy? 11 

A. Yes.  Exhibit No. SPC-60 shows my calculation of the 2007 state apportionment 12 

factors for MarkWest Energy. 13 

Q.45 Do any adjustments to MarkWest Energy’s 2007 state apportionment factors 14 
need to be made for the test period? 15 

A. No.  Even though I know that ownership of the MarkWest Energy units changed 16 

as of February 13, 2008, and I could assess that change in ownership with respect 17 

to federal income taxes, I have no information at this time regarding the states in 18 

which each of the unitholders will be residing for purposes of the 2008 tax year.  19 

Since the states of residence for a fair portion of the new unitholders is not known 20 

and measurable at this time, I recommend that no test year adjustment be made to 21 

the 2007 state apportionment factors for MarkWest Energy. 22 
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Property Damage Insurance Premiums 1 

Q.46 Did MarkWest Energy maintain an insurance policy in 2007 with respect to 2 
its interest in Stingray protecting against property damage to Stingray’s 3 
facilities? 4 

A. Yes.  5 

Q.47 What were the annual premiums for that coverage for the policy years ended 6 
April 30, 2007 and April 30, 2008? 7 

A. For the policy period ended April 30, 2007, the property damage premium was 8 

$1,463,109, which included an allocated loss load of $708,618, and the business 9 

interruption premium was $71,471.  For the policy year ended April 30, 2008, the 10 

property damage premium was $714,410 and the business interruption premium 11 

was $130,645. 12 

Q.48 What was the total amount MarkWest Energy spent on premiums during the 13 
base period for property damage and business interruption coverage? 14 

A. Based upon a pro-ration of the annual premiums for the policy years ended 15 

April 30, 2007 and April 30, 2008, MarkWest Energy spent $873,921 for its 16 

property damage premium and $122,435 for its business interruption premium 17 

during the base period. 18 

Q.49 Have there been any lapses in those insurance policies? 19 

A. No. 20 
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Q.50 Does MarkWest Energy have property damage and business interruption 1 
insurance policies for Stingray in effect today? 2 

A. Yes.  MarkWest Energy currently maintains property damage and business 3 

interruption insurance for Stingray for a policy period of May 1, 2008 to April 30, 4 

2009. 5 

Q.51 Has there been any change in MarkWest Energy’s premiums for that 6 
property damage and business interruption insurance during the test period? 7 

A. Yes, MarkWest Energy’s property damage premiums for Stingray for the policy 8 

year ending April 30, 2009 decreased from the prior policy year by approximately 9 

$122,000 to $751,524 and its business interruption premiums for the policy year 10 

ending April 30, 2009 decreased from the prior policy year by approximately 11 

$20,000 to $102,645.  Because of the substantial level of claims incurred in the 12 

summer of 2005, and the associated ongoing impact on insurance costs, despite 13 

this minor decrease in premium costs for the policy year ending April 30, 2009, 14 

MarkWest Energy’s property damage and business interruption premiums for 15 

Stingray are still one and a half times higher than the pre-hurricane premiums for 16 

the same types of coverage, and MarkWest’s current level of coverage is far less 17 

than the level of coverage it had for the policy year ended March 31, 2006.  In 18 

short we continue to pay substantially greater premiums for far less coverage than 19 

when we initially acquired our interest in Stingray in 2005. 20 

Q.52 Does this conclude your prepared direct testimony?  21 

A. Yes, it does. 22 
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Ownership Structure – Pre Merger

Starfish Pipeline 
Company, L.L.C.

Stingray Pipeline 
Company, L.L.C.

Triton Gathering, 
L.L.C.

West Cameron 
Dehydration 

Company, L.L.C.

Public

MarkWest 
Energy GP, 

L.L.C.

MarkWest Energy 
Partners, L.P.

2.0% G.P. 
interest

MarkWest    
Hydrocarbon, Inc.

89.7%

Officers / Directors

10.3%
12.2% L.P.

Interest

0.5% L.P.
Interest

85.3% L.P.
Interest

46.1%

MarkWest Operating 
Company LLC

50%

Enbridge Offshore 
(Gas Transmission) 

L.L.C.
50%
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Ownership Structure – Post Merger

MarkWest Energy 
Partners, L.P.

Public

83.1% L.P.
Interest

Officers/Directors

16.9% L.P.
Interest

Starfish Pipeline 
Company, L.L.C.

Stingray Pipeline 
Company, L.L.C.

Triton Gathering, 
L.L.C.

West Cameron 
Dehydration 

Company, L.L.C.

MarkWest Energy 
GP, L.L.C. 

MWE Class A Units

1% Interest

99% Interest

MarkWest    
Hydrocarbon, Inc.

100.0% InterestMarkWest    
Operating 

Company LLC

50%Enbridge Offshore  
(Gas Transmission) 

L.L.C.

50%
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