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

A.
My name is Gregg E. McBride, and I am Vice President of Rates and Economic Analysis for Algonquin Gas Transmission Company ("Algonquin").  Algonquin's offices are located at 5400 Westheimer Court, Houston, Texas  77056.

Q.
What is your educational background?

A.
I received a Bachelor of Science degree in Accounting from Eastern Illinois University in 1978.

Q.
Please describe your course of employment with Algonquin and the scope of your current duties and responsibilities for Algonquin. 

A.
I have been employed with Duke Energy Corporation and its predecessor corporations, PanEnergy Corp. and Panhandle Eastern Corp., since January 1979.  I have held positions in the Regulatory Affairs Department of those corporations' respective natural gas pipeline companies for over 16 years.  I have presented testimony for the pipeline companies in numerous proceedings before the Federal Energy Regulatory Commission ("Commission").  In addition, I have held positions of responsibility in the Investor Relations, Marketing and Capacity Management departments for the corporations listed above.  As part of my current responsibilities, I oversee the preparation of various rate and tariff filings that Algonquin files with the Commission.  My responsibilities also include the preparation of economic analyses for various projects on Algonquin's behalf.

Q.
What is the purpose of your testimony in this proceeding?

A.
In the November 7 Order, the Commission held that the charges proposed by Algonquin in its October 9, 2003 tariff filing in this proceeding were "based on the most recently approved costs of the AFT-1(X-38) and AFT-CL(X-37) services" and therefore could be used to replace the existing two part rates, provided that they were re-filed to reflect updated test period costs.  November 7 Order, at P 19.  The November 7 Order noted that "[i]t is appropriate, in proposing new incremental rates, to reflect the most recent cost of service and billing determinants as required by the Commission's test period regulations."  November 7 Order, at P 10.  In accordance with the directives of this order, I am sponsoring the updated cost of service and rate design for the one-part volumetric rates applicable to service on the Manchester Street and Brayton Point facilities.  

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

A.
I am sponsoring the following statements and schedules:  Statements A, B, C, D, E, F-1, F-2, F-3, H-1, H-2, H-3, H-4, H-4(1), and J, and supporting Schedules B-1, C-1, E-2, and H-3(1).  These statements and schedules were all included in Appendix C of the November 26 Filing and are hereby included in and become a part of my testimony.  

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

A.
Yes, all of these statements and schedules were prepared under my direction and supervision.  

Q.
Are there other statements and schedules contemplated by the Commission's regulations in Part 154 that are not included as part of the November 26 Filing?

A.
Yes.  Appendix C of the November 26 Filing included the statements and schedules necessary to reflect the most recent cost of service and to revise the billing determinants to reflect the 12 months ending September 30, 2003, thereby meeting the requirements of the November 7 Order.  Certain statements and schedules were not included in this compliance filing because they were not necessary for the updating of costs and billing determinants for these two projects.  

Q.
Please explain generally how Algonquin updated the costs and data to reflect the most recent cost of service and billing determinants in this proceeding. 

A.
Algonquin updated its cost of service to reflect actual data for the 12 months ending September 30, 2003.  Ms. Sabra Harrington, Vice President and Controller for Algonquin, provided me with the data reflected in the statements and schedules.  As verified by Ms. Harrington, the data included in this filing reflects the results in Algonquin's books and records, except as noted in my testimony.  

Q.
How did Algonquin assign system-wide operation and maintenance ("O&M") expenses to the AFT-1(X-38) and AFT-CL(X-37) services?

A.
Consistent with Commission policy, Algonquin has allocated certain costs on the basis of the ratio of (i) gas plant in service for the Manchester Street and Brayton Point facilities, which are recorded in separate plant sub-accounts, to (ii) the total Algonquin gas plant in service as of September 30, 2003, as reflected in Algonquin's books.  Algonquin has applied this plant ratio to its system-wide transmission O&M and administrative and general ("A&G") expenses (less gas costs, GRI and ACA).  The resulting ratios were 6.25% for the Manchester Street facilities and 1.59% for the Brayton Point facilities.  See, e.g., Transcontinental Gas Pipe Line Corp., 101 FERC ¶ 63,022, at ¶ 289 (2002); Northwest Pipeline Corp., 87 FERC ¶ 61,266 (1999), order on reh'g, 96 FERC ¶ 61,049, at p. 61,120 (2001). 

Q.
Were any other cost items assigned in this way?

A.
Yes.  Algonquin's system-wide working capital and payroll taxes were allocated to the AFT-1(X-38) and AFT-CL(X-37) services using the same gross plant factors. 

Q.
Has Algonquin used a 9-month test period to project cost of service underlying the AFT-1(X-38) and AFT-CL(X-37) rates?

A.
No.  Given the unique circumstances surrounding this filing, as discussed by Mr. Kruse, Algonquin's rate request was immediate in nature and Algonquin requested rates effective as of the day after the original filing.  Instead of the traditional test period concept of Part 154, Algonquin therefore has relied on its most recent actual experience for the 12 months ended September 30, 2003 for its cost of service and rate calculations.  As noted above, this approach is consistent with the Commission’s requirement that Algonquin submit an updated cost of service to justify its rates.  

Q. 
What adjustments, if any, were made to the actual data for 12 months ended September 30, 2003?  

A.
There were no adjustments made to actual data for changes that might occur after September 30, 2003.  However, the following items were eliminated from Algonquin's transmission O&M and A&G expenses before these expenses were assigned to the two projects:  (i) gas costs which are recovered separately under Algonquin's FRQ mechanism, and (ii) ACA and GRI amounts that are recorded as expenses on Algonquin's books but are recovered as separate surcharges under its  FERC tariff.  

Q.
Please describe the statements that set out the calculations for the cost of service for the 12-month period described above. 

A.
Statement A summarizes the overall cost of service for the AFT-1(X-38) and AFT-CL(X-37) services for the 12-month period ending September 30, 2003.  As shown on Line 7, the total cost of service for AFT-1(X-38) is $9,623,667 and for AFT-CL(X-37) is $2,212,895.  The cost of service consists of O&M expense, depreciation expense, income taxes, other taxes, and return based on an overall rate of return of 11.21%, as developed in Statements H-1, H-2, H-3 and H-4, and B, respectively.  Additional information regarding the rate of return is included in the testimony of Richard J. Kruse, Exhibit No. ___(RJK-1) and Professor J. Peter Williamson, Exhibit No. ___(JPW-1). 

Q.
Please explain Statement B. 

A.
Statement B summarizes the rate base and return as derived in Statements C, D, E, and Schedules B-1 and F-2.  The rate base consists of the sum of net plant and working capital, reduced by accumulated deferred income taxes.  The rate base for the Manchester Street and Brayton Point facilities is $33,509,165 and $4,641,925, respectively.  The overall rate of return of 11.21% yields an overall return on rate base of $3,756,377 and $520,360 for the AFT-1(X-38) and AFT-CL(X-37) services, respectively.  

Q.
Please describe Schedule B-1. 

A.
Schedule B-1 sets forth the accumulated deferred federal and state income taxes deducted from the rate base for the AFT-1(X-38) and AFT-CL(X-37) services as of September 30, 2003.  The total deferred income taxes deducted from rate base for the Manchester Street and Brayton Point facilities are $9,027,381 and $1,384,323, respectively.  These amounts were calculated based on the difference between the total book depreciation and tax depreciation from the in-service date of each project through September 30, 2003.  Algonquin is omitting Schedule B-2 because there are no regulatory assets or liabilities associated with these facilities. 

Q.
Please describe the contents of Statement C and its supporting schedules.

A.
Statement C provides a summary of the cost of plant for Accounts 101 through 107, 117.1 and 117.2.  The total costs of plant for the Manchester Street and Brayton Point facilities are $54,747,973 and $13,927,659, respectively.  Schedule C-1 shows the detail of the plant balances for Gas Plant in Service for the facilities as of September 30, 2003.  

Q.
What is contained in Statement D? 

A.
Statement D sets forth accumulated depreciation, depletion and amortization from Account 108, Account 111, and Account 115 as of September 30, 2003.  These totals are incorporated in Statement B to determine total rate base for the Manchester Street and Brayton Point facilities.

Q.
Please explain Statement E and Schedule E-2. 

A.
Statement E reflects the components of working capital shown in Statement B as part of the rate base.  Schedule E-2 shows Algonquin’s 13 monthly balances, from September 1, 2002 through September 30, 2003 for materials and supplies (Account 154) and pre-payments (Account 165), allocated to the Manchester Street and Brayton Point facilities.  The average of these 13 monthly balances is $71,804 for the Manchester Street facilities and $18,267 for the Brayton Point facilities.  The working capital does not include a separate allowance for cash working capital.  Algonquin allocated the system-wide monthly balances to the AFT-1(X-38) and AFT-CL(X-37) services using the same plant ratios used to allocate O&M and A&G expenses as shown above. 

Q.
Please explain Statement F-1. 

A.
Statement F-1 explains that Algonquin is proposing a return on equity of 16% for the AFT-1(X38) and AFT-CL(X-37) services.  This rate of return is endorsed by Mr. Richard J. Kruse, Exhibit No. ___(RJK-1), and Professor Williamson, Exhibit No. ___(JPW-1), in light of the risks associated with the recovery of costs of service for these facilities.  

Q.
Please explain Statement F-2. 

A.
Statement F-2 shows the detail of Algonquin's capital structure, the debt and equity costs and the resulting overall rate of return.  Algonquin is using its actual capital structure, as of September 30, 2003, of 46.49% long-term debt and 53.51% equity, which was provided to me by Ms. Harrington.  As shown on Statement F‑2, Algonquin is using a cost of debt of 5.71% which is Algonquin's actual cost of long-term debt capital as of September 30, 2003.  

Q.
Please explain Statement F-3. 

A.
Statement F-3 sets out Algonquin's cost of long-term debt capital.  The sources of debt are shown, along with the calculation of the weighted average 5.71% debt cost.  

Q.
Please explain Statement H-1. 

A.
Statement H-1 shows by FERC account Algonquin's transmission O&M and A&G expenses assigned to the AFT-1(X-38) and AFT-CL(X-37) services.  Algonquin has developed these transmission O&M and A&G expenses by first removing gas costs and ACA and GRI expenses from its per book numbers and then multiplying the netted twelve months of actual expenses ending September 30, 2003 by the same plant ratios used to allocate O&M and A&G expenses above.  The resulting allocated transmission O&M and A&G expenses were $2,696,881 and $686,084 for the AFT-1(X-38) and AFT-CL(X-37) services, respectively. 

Q.
Has Algonquin made any changes in or adjustments to the book values in the accounts other than applying the percentage attributable to the Manchester Street and Brayton Point facilities?

A.
As noted above, Algonquin has deducted from the total Algonquin transmission O&M and A&G expenses gas costs subject to recovery in its FRQ, as well as ACA and GRI amounts.  Since ACA and GRI are surcharges added to customers' bills, reflecting these charges in the total transmission O&M and A&G expenses would lead to double recovery.  Other than the removal of these items, no adjustments to the book transmission O&M and A&G expenses were made.

Q.
Please explain why only transmission O&M and A&G expenses were reflected on Statement H-1.

A.
O&M expenses other than transmission O&M and A&G were considered to be inapplicable to the Manchester Street and Brayton Point facilities.  For instance, no storage-related line items are included in this statement because there are no storage facilities associated with the AFT-1(X-38) or AFT-CL(X-37) services on Algonquin's system.  Thus, Statement H-1 includes only transmission O&M and A&G expenses.  

Q.
Please explain Statement H-2. 

A.
Statement H-2 shows the depreciation, depletion and amortization expense allocated to the AFT-1(X-38) and AFT-CL(X-37) services.  The depreciation rate for AFT-1(X-38) service is the Commission-approved system rate of 1.81%.  Algonquin Gas Transmission Co., 95 FERC ¶ 61,077, at p. 61,229 (2001).  The depreciation rate for the AFT-CL(X-37) service is the Commission-approved depreciation rate of 4.00%.  These depreciation rates were applied to the September 30, 2003 depreciable gas plant in-service balances to derive the depreciation expense for the two projects.  Algonquin Gas Transmission Co., 87 FERC ¶ 61,008 (1999).
Q.
What is reflected in Statement H-3? 

A.
Statement H-3 shows the computation of $256,740 and $1,554,783 in state and federal income taxes, respectively, for the Manchester Street facilities, and $35,826 and $216,957 in state and federal income taxes, respectively, for the Brayton Point facilities, for the 12-month period ending September 30, 2003.  Based on the composite state income tax rate developed on Statement H-3(1), Algonquin has calculated state income taxes on Line 10 by multiplying the applicable taxable income by the composite state income tax rate of 5.46374%.  Algonquin has calculated the federal income taxes on Line 11 by multiplying the applicable taxable income by the federal income tax rate of 35%.  

Q.
What is reflected in Statement H-4?

A.
Statement H-4 shows the property taxes by state assigned to the Manchester Street and Brayton Point facilities.  These amounts were allocated using the actual tax payments for those states during the twelve month period ending September 30, 2003.  Statement H-4(1) calculates the payroll taxes for the Manchester Street and Brayton Point facilities for the twelve month period ending September 30, 2003, using the allocation ratios of plant costs for the respective facilities to the total Algonquin plant.  Applying the same plant allocation ratios of 6.25% for the Manchester Street facilities and 1.59% for the Brayton Point facilities to the total payroll taxes, Algonquin has allocated $51,580 and $13,122 of payroll taxes to the AFT-1(X-38) and AFT-CL(X-37) services, respectively. 

Q.
Please explain the rate design for firm services used by Algonquin in this proceeding. 

A.
Algonquin has developed one-part volumetric rates for the firm AFT-1(X-38) and AFT-CL(X-37) services in this proceeding.  To determine these rates, Algonquin has divided the cost of service, as reflected on Statement A, by annual volume determinants projected using the average annual load factor over the past five years, as described below.

Statement J shows the computation of the proposed firm rate for AFT-1(X-38) service by dividing the AFT-1(X-38) cost of service by the annual volume determinants equal to a 45% average annual load factor.  The proposed firm rate for AFT-CL(X-37) is calculated by dividing the AFT-CL(X-37) cost of service by the annual volume determinants equal to a 5% average annual load factor.  

Q.
Please explain how you established the level of annual volume determinants used to design the AFT-1(X-38) and AFT-CL(X-37) rates for firm services. 

A.
In establishing the level of determinants for firm services, Algonquin had to determine the appropriate balance between (i) a rate design that will recover its cost of service associated with the Manchester Street and Brayton Point facilities, and (ii) the realities of the marketplace.  As a result, Algonquin is undertaking significant risk with respect to the selected annual volume determinants.  

As more fully explained by Mr. Kruse, whether Algonquin recovers its costs of service pursuant to the rates proposed in this filing will depend on how the Manchester Street and Brayton Point facilities are used in the future.  Algonquin currently has no firm contracts for service on those facilities and it is not evident what shippers will use these facilities.  USGen has indicated in the bankruptcy proceeding that it no longer will require firm transportation contracts on Algonquin.  Consequently, as Mr. Kruse indicates, the risk that Algonquin will not be able to sell this capacity on a firm basis is extremely significant, particularly with respect to the Brayton Plant facilities that extend only to the Brayton Point generating facility.  

As a review of recent annual load factors at these facilities demonstrates, the quantities of natural gas transported on the Manchester Street and Brayton Point facilities have been declining.  The actual load factor for the 12-month period ending September 30, 2003 for the Manchester Street facilities was only 30.1% as shown on page 2 of Statement J.  Similarly, as shown on page 4 of Statement J, the actual load factor for the 12-month period ending September 30, 2003, for the Brayton Point facilities was only 1.0%. 

While Algonquin has attempted to design a rate that will provide at least an opportunity to recover some of its costs of service on the incremental facilities from the appropriate shippers, it is unlikely that these rates will recover all of its costs of service.  Algonquin has used the five-year average of actual annual load factors for the Manchester Street and Brayton Point facilities to design the AFT‑1(X‑38) and AFT‑CL(X‑37) rates.  The five year average annual load factors for the Manchester Street and Brayton Point facilities are 46.2% and 4.0%, respectively, and Algonquin has utilized annual volume determinants of 45% and 5% in developing the AFT-1(X-38) and AFT-CL(X-37) rates, respectively.  In view of the fact that more recent deliveries on the Manchester Street and Brayton Point facilities have been materially below these levels and that Algonquin now has no firm contracts on those facilities, it is a virtual certainty that these design determinants will not be achieved.  Algonquin could have justified rates materially above those requested, but the realities of the marketplace make it very unlikely that such rates could actually be collected.

Q.
How did you determine the interruptible rates for these facilities under Rate Schedule AIT-2? 

A.
As required by the Commission's November 7 Order, and consistent with Commission policy and precedent, Algonquin has designed interruptible rates for the AIT-2(X-38) and AIT-2(X-37) services equal to the 100 percent load factor rates of the firm AFT-1(X-38) and AFT-2(X-37) rates, respectively.  

Q.
What is the Commission's policy with respect to load factors and calculation of the interruptible rate?

A.
Generally, the Commission provides that interruptible rates should be designed in such a manner that the total rate that an interruptible shipper would pay for service during a month should equal, on a per unit basis, the total amount paid by a firm shipper who contracted for that same quantity in a month, when that firm shipper takes 100% of its contractual quantities during the month.  As a result of using a one-part volumetric rate for firm services with the firm customer paying on a per-unit basis, the necessary result is that the 100% load factor rate for interruptible service equals the same rate as the firm rate design produces.  By way of example, the total amount paid by an interruptible shipper taking 100 units per month at a rate of $0.6138 per Dth would equal $61.38.  Likewise, the total amount paid by a firm shipper taking 100 units per month under its firm contract at a volumetric rate of $0.6138 per Dth would equal $61.38.  As reflected above, the total amount paid in both circumstances is the same.

Q.
Does Algonquin's rate structure comply with this Commission principle with respect to interruptible rates?

A.
Yes.  As noted above, Algonquin's interruptible rates are equal to the 100% load factor rates of the corresponding firm rates for service on the Manchester Street and Brayton Point facilities.  As shown on Statement J, the AIT-2(X-38) rate of $0.6138 is the 100% load factor rate of the firm AFT-1(X-38) rate.  The AIT-2(X-37) rate of $1.0105 is the 100% load factor rate of the AFT-CL(X-37) rate.  

Q.
Does this conclude your prepared direct testimony? 

A.
Yes.
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