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Q.
Please state your name and business address.

A.
My name is J. Peter Williamson.  My business address is 89 Main Street, West Lebanon, New Hampshire  03784, and P.O. Box 5160, Hanover, New Hampshire  03755.

Q.
What is your occupation? 

A.
I am the Laurence F. Whittemore Professor of Finance Emeritus at the Amos Tuck School of Business Administration, Dartmouth College.  I have retired from teaching and continue to act as a consultant to various organizations, both business and nonprofit institutions, on matters pertaining to corporate finance and investments.  I have testified in numerous proceedings before the Federal Energy Regulatory Commission and other regulatory agencies regarding cost of equity, capital structure and other financial matters.  My education and qualifications are set out in some detail in my Exhibit No. __(JPW-2).

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

A.
This case concerns the appropriate charges for recovery of costs associated with certain pipeline facilities known as the Manchester Street and Brayton Point facilities.  Algonquin Gas Transmission Company ("Algonquin") had constructed these facilities to provide firm transportation service to electric generation plants now owned by USGen New England, Inc. ("USGen").  Algonquin’s filing initiating this proceeding was necessitated by the rejection of the pre-existing firm transportation contracts by USGen, which has declared bankruptcy.  I have been asked to verify the capital structure, the cost of long-term debt, and the cost of common equity appropriate for use in determining the revised rates for the Manchester Street and Brayton Point facilities.

Summary

Q.
Please summarize your verification of the capital structure that should be used for Algonquin.

A.
For purposes of this proceeding, Algonquin is using its own capital structure, as of September 30, 2003, of 53.51% equity and 46.49% debt.  Algonquin does its own debt financing, without guarantees from its parent.  The 53.51% equity ratio is well within the range of equity percentages allowed by the Commission in prior cases, and therefore is consistent with the Commission's guidelines for capital structure set out in Opinion No. 414-A.  Transcontinental Gas Pipe Line Corp., 84 FERC ¶ 61,084 (1998).  As such, this capital structure is reasonable.

Q.
Please summarize your verification of the cost of long-term debt for Algonquin.

A.
Algonquin proposes to use the actual cost of its outstanding debt of 5.71% as its cost of debt in this proceeding. 

Q.
Please summarize your verification of the cost of equity for Algonquin.

A.
Algonquin proposes to use 16% as its cost of equity in this proceeding.  It is impossible to establish directly the cost of equity for Algonquin because Algonquin has no equity securities that are publicly traded.  Algonquin is indirectly 100% owned by Duke Energy Corporation.  My overall approach to verification of the proposed cost of equity was to determine the required return on common equity for a set of publicly traded proxy companies and to adjust this cost of equity to reflect the risk for Algonquin.  In determining the cost of common equity for these proxy companies, I relied on the Discounted Cash Flow ("DCF") method.

Q.
Please describe your use of the DCF method.

A.
I applied the DCF method to five publicly traded proxy pipeline companies:  Enterprise Products Partners L.P. ("Enterprise"), GulfTerra Energy Partners, L.P. (formerly El Paso Energy Partners, L.P.) ("GulfTerra"), Kinder Morgan Energy Partners, L.P. ("KMEP"), Kinder Morgan, Inc. ("KMI"), and Northern Border Partners, L.P. ("Northern Border").  I shall explain my choice of these five companies later in this testimony.

Q.
Using your set of five proxy companies, how did you proceed?

A.
I determined the dividend yields for the proxy companies, as the DCF model requires.  Then I turned to forward-looking estimates of growth.  I made use of analysts' earnings growth projections reported by I/B/E/S International, Inc. ("IBES").  I believe that the combination of dividend yields and IBES-reported earnings growth forecasts is the most reliable measure of the cost of common equity for use in the DCF model.  However, the Commission has decided in recent years to make use of a combination of forecasts of earnings growth from IBES and forecasts of Gross Domestic Product ("GDP") growth from three (now two) different sources, in combination with dividend yields.  The Commission’s most recent statement of its policy is set out in Opinion No. 414-A, Transcontinental Gas Pipe Line Corp., 84 FERC ¶ 61,084 (1998).  I therefore applied the Commission’s methodology.

Q.
What were your conclusions from application of the DCF method to the proxy companies?

A.
Making use of the set of five proxy pipeline companies, the GDP growth forecasts of the Energy Information Administration ("EIA") and Global Insight, the IBES-reported earnings growth forecasts, and the Commission's DCF methodology, I found the mean and median to be 15.25%.

Q.
In the past, the Commission has used El Paso Corp. ("El Paso") and The Williams Companies, Inc. ("Williams") as proxy companies in gas pipeline rate proceedings.  Why did you not include those two companies?

A.
I believe the inclusion of El Paso and Williams to be inappropriate at the present time.  Briefly, both companies have encountered serious difficulties with their energy trading operations, and have drastically reduced their dividends.  As a result, I do not believe that the two companies continue to be suitable for inclusion in a DCF analysis, which is designed for companies with significant dividends.  Further, since their stock prices and dividend distributions have plunged for reasons that I understand have little to do with pipeline operations, neither company at present is a useful representative of the gas pipeline industry. 

Q.
What is your final conclusion with respect to the cost of equity for gas pipelines and for Algonquin?

A.
I believe that, on the basis of the analysis of five proxy pipeline companies, the cost of equity for gas pipelines is about 15.25%.  The cost of equity for the Manchester Street and Brayton Point facilities is determined by an upward adjustment to the required return on equity for the set of proxy companies to reflect additional risks associated with the recovery of the costs of the Manchester Street and Brayton Point facilities.

Algonquin's Capital Structure

Q.
You have said that Algonquin's actual capital structure of 53.51% equity and 46.49% debt is a reasonable one.  What is the basis for your conclusion?

A.
The Commission has made clear in decisions beginning with Opinion No. 414-A that a test of reasonableness is a comparison of the company's equity ratio to equity ratios accepted by the Commission in past cases.  For example, in Williams Natural Gas Co., the Commission confirmed its acceptance of Williams' 64.29% equity ratio as "not anomalous when compared to other equity ratios approved by the Commission."  86 FERC ¶ 61,232, at p. 61,856 (1999)  The language of the Williams decision was quoted in Northwest Pipeline Corp., 92 FERC ¶ 61,287, at p. 62,005 (2000), as well as in Transcontinental Gas Pipe Line, 90 FERC ¶ 61,279, at p. 61,936 (2000).  The importance of comparisons to capital structures approved by the Commission for gas pipeline companies was emphasized in Opinion No. 414-B, Transcontinental Gas Pipe Line Corp., 85 FERC ¶ 61,323, at p. 62,265 (1998).  I show in my Exhibit No. __(JPW-5) a table of equity ratios approved in nine recent FERC decisions, ranging from a low of 55% to a high of 68.9% equity.

Algonquin's Cost of Long-Term Debt

Q.
On what is Algonquin's proposed cost of long-term debt of 5.71% based?

A.
Algonquin's proposed cost of long-term debt is based on its actual cost of outstanding debt as of September 30, 2003, as noted in Statement F-1 of Algonquin's November 26 compliance filing in this proceeding. 

DCF Method for Cost of Equity

Q.
Please explain the DCF method for determining the cost of equity.

A.
The origin of the DCF method can be found in the work of John Burr Williams, published in 1938 and entitled The Theory of Investment Value.  Williams said the value of a share of stock is the discounted present worth of all the dividends to be received on that share.  The equation he set out is:



Share Value = Div1/(1+i) + Div2/(1+i)2 + Div3/(1+i)3 + . . .


where Div1 is the dividend to be received next year; Div2 is the dividend to be received in the following year, and so on until the dividends cease.  (The Theory of Investment Value, pp. 55- 56.)  The denominator in each term in the right hand side of the equation is a discount factor and i is (in Williams' words) the "interest rate sought by the investor."  He went on to point out that if dividends are expected to grow at a constant rate g, then Div2 = Div1(1+g) and so on, and Div1= Div0(1+g), where Div0 is the dividend in the year just past.  (The Theory of Investment Value, pp. 87-88.)  Further, if we assume that the stream of dividends is infinite then the equation above becomes:  




Share Value = Div0(1+g)/(i-g)

Williams also considered cases in which dividends are not expected to grow at a uniform rate and produced somewhat more complicated equations incorporating changes in the rate of growth.

Q.
Is it the Williams equation you used in your determination of the cost of common equity for Algonquin?

A.
I used the equation in a different form.  Williams was concerned with determining the value of a share of stock.  His starting point was the investor's desired rate of return.

Professors M. J. Gordon and E. Shapiro turned the Williams equation around to the form generally recognized as the DCF equation for the cost of common equity.  In an article published in 1956, Gordon and Shapiro pointed out that if we start with a figure for the value in the Williams equation we can calculate the investor's desired rate of return.  ("Capital Equipment Analysis:  The Required Rate of Profit," 3 Management Science 102, October 1956.)  If the market price is used for value, then the equation will give us the rate of return required by the market.

The Gordon and Shapiro version of Williams' constant growth equation is:




Share Price
P0 = Div0/(k-g)




so that 

k = Div0/P0 + g

where k is the rate of return required by the market (not necessarily by any particular investor), Div0 is the dividend in the year just ended and P0 is the price at the point in time when k is determined.

Q.
Did you use the equation above in your determination of the cost of common equity for Algonquin?

A.
Not quite.  There is a small difference between the Gordon and Shapiro equation:




k = Div0/P0 + g

and the Williams equation, which can be rewritten as:




k = Div1/P0 + g




  = Div0(1+g)/P0 + g

The difference is due to Williams' assumption that dividends are paid once a year at the year end, while Gordon and Shapiro assumed that they are paid continuously.  Neither assumption is quite correct, and the Commission has expressed a preference for a third formulation:




k =  (1+.5g)y + g



where
k = market required rate of return;



y =
Div0/P0 = current dividend yield (current annual dividend divided by current market price);




g = dividend growth rate;

and
(1 + .5g) = dividend adjustment factor for quarterly dividend payments.

I have used the FERC formula above, and applied it to the proxy companies.

Q.
In Enbridge Pipelines (KPC), the Commission appears to have stated that the adjustment factor (1+.5g) for quarterly dividend payments is not permissible.  100 FERC ¶ 61,260, at p. 61,967 (2002).  Is your adjustment then incorrect?

A.
I believe there is some confusion in the Enbridge decision.  The Commission Staff dealt with the adjustment in a different way in that proceeding, a way which leads to exactly the same result as the adjustment I have described, and seems to have been acceptable to the Commission.

Q.
Please describe the Staff method of adjusting the dividend yield.

A.
In Opinion No. 414-A, the Commission relied on Staff testimony that averaged the "continuous" dividend yield with the "discrete" dividend yield.  The continuous yield is the ratio Div0/P0, from the Gordon and Shapiro formula above.  (See Exhibit No. S-20, p. __, in Docket Nos. RP95-197 and RP96-44.)  The discrete yield is calculated as (Div0/P0) x (1+g), from the Williams equation above.  Averaging the two leads to the same result as (Div0/P0) x (1+.5g).  

In the Enbridge case, the Staff witness actually set out the formula using the adjustment factor (1+.5g) (see Exhibit No. S-20, p. 13), but used the continuous and discrete yields to determine his cost of equity for each proxy company (see Exhibit No. S-20, p. 2).  

To make the calculation quite clear, I shall use both the adjustment I have described and Staff’s adjustment in my exhibits, to show that they are equivalent.

The Use of Proxy Companies

Q.
Please explain the use of proxy companies for the application of the DCF model.

A.
The "market based" DCF model can only be applied to companies for which the common stock is publicly traded.  Almost all of the natural gas pipeline companies that are regulated by the FERC are to my knowledge not themselves publicly traded.  They are subsidiaries of diversified natural gas companies that are publicly traded.  It has been the practice of the FERC to apply the DCF model not to regulated natural gas pipelines directly, but to a set of proxy companies that are publicly traded and are what the Value Line, Inc. ("Value Line") calls "diversified natural gas companies."

Q.
How did you choose your particular set of proxy pipeline companies?

A.
I first considered the publicly traded companies that I have used in recent testimony and that the Commission has used in decisions involving gas pipelines, including Opinion No. 414-A.  The six proxy companies used in Opinion No. 414-A were Coastal Corporation ("Coastal"), El Paso Energy Corporation, now El Paso Corporation, Enron Corp. ("Enron"), Panhandle Energy ("Panhandle"), Sonat Inc. ("Sonat"), and Williams.  Since that time Coastal, Panhandle and Sonat have ceased to be publicly-traded.  Enron is bankrupt, and the only remaining companies are El Paso and Williams.  Both of those companies have encountered serious problems (unrelated, I believe, to the operations of their pipelines) that make them inappropriate as proxy companies.  

Q.
Please explain more fully why El Paso and Williams are no longer appropriate choices as proxy companies.

A.
The stock price of El Paso has dropped from a high of $47 per share in May 2002 to about $6 currently, I believe, largely because of problems with its trading activities and lack of liquidity.  El Paso's annual dividend has been cut to $0.16 per share from $0.872 per share, making doubtful the suitability of a DCF analysis, which depends on dividends.  In its March 2003 report, Value Line described the company as "a speculative long-term holding," and in its June 2003 report continued to use the term "speculative" in describing El Paso.  As a result, a DCF analysis applied to El Paso is not a measure of the current cost of equity to a gas pipeline.  

Similarly, the stock price of Williams dropped precipitously from about $24 per share to about $1 per share, and has recovered to only about $9, again in part because of trading activities and liquidity problems.  In addition, Williams reduced its annual dividend from $0.80 per share to $0.04 per share.  In effect, Williams came almost as close as possible to ceasing dividends without quite doing so.  One cent per share per quarter is, I believe, close to the minimum dividend a company could pay and still claim not to have suspended its dividends altogether.  This makes Williams almost a non-dividend-paying company, and the DCF methodology was not intended for application to a company that does not pay dividends.

Neither company is representative of the gas pipeline industry at the present time and neither should be used in a DCF analysis to determine the cost of equity for gas pipelines.

Q.
Please continue with your description of your proxy companies.

A.
I have replaced the now unusable group with Enterprise, GulfTerra, KMEP, KMI, and Northern Border.  Enterprise owns participating interests in several gas pipelines.  GulfTerra is the former El Paso Energy Partners, L.P., a publicly traded partnership with its units listed on the New York Stock Exchange.  It has both gas and oil operations, with the gas operations predominant.  KMEP has been known as primarily an oil pipeline company for many years, but has diversified substantially into gas pipelines.  KMI, which until October 1999 was known as KN Energy, Inc., is a major natural gas pipeline company.  Northern Border is a publicly traded partnership with its units listed on the New York Stock Exchange.  It is mainly engaged in the operation of several FERC-regulated gas pipeline systems, including interests in Northern Border Pipeline, Midwestern, and Viking.

Q.
Have you prepared an exhibit showing the contributions of the various segments of each of your proxy companies to the company's income?

A.
Yes.  In Exhibit No. __(JPW-3), I show the contributions to a measure of the company income from the various segments of each proxy pipeline company.  The income measure varies from company to company and is the one used by the company in its segment analysis.  

Q.
What conclusions do you draw from Exhibit No. __(JPW-3)?

A.
It is clear from the exhibit that gas pipelines and storage are the major contributors to income for GulfTerra, KMI, and Northern Border.  

Enterprise is heavily engaged in both gas and oil pipelines.  It is difficult to determine the relative contributions of each from data in the company's annual reports.  Enterprise owns 100% of Cypress and Acadian gas pipelines, 50% of Stingray, and smaller percentages of five other gas pipelines.

KMEP has for some years been used in rate cases as an oil pipeline proxy company, but the company has also been acquiring major gas pipelines, including Trailblazer.  I conclude that KMEP is an appropriate proxy in both gas and oil pipeline rate cases.  

Q.
Is it true that four of your five proxy companies – Enterprise, GulfTerra, KMEP and Northern Border – are publicly traded master limited partnerships ("MLPs")?

A.
Yes.

Q.
Is there any reason for the Commission to reject the inclusion of MLPs in your set of proxy companies?

A.
I believe not.  While Algonquin is a corporation rather than a limited partnership, I believe it is significant that the Commission has relied in its most recent oil pipeline rate case decision exclusively on MLPs as proxy companies.  Mobil Oil Corp. v. SFPP, L.P., Opinion No. 435, 86 FERC ¶ 61,022 (1999).  I do not believe that in any of its pipeline decisions the Commission has referred to differences between MLPs and corporations as a reason for disqualifying either of them for use as proxy companies.  In Opinion No. 435, the Commission Staff recommended the use of both incorporated pipeline companies and MLPs as proxies in the same oil pipeline case, without drawing any distinction between the incorporated form and the limited partnership form.  Mobil Oil Corp. v. SFPP, L.P., Opinion No. 435, 86 FERC ¶ 61,022 (1999).

Criteria to be Satisfied for the DCF Method

Q.
What criteria are to be used for the determination of the cost of common equity?

A.
The Supreme Court has established the criteria in Bluefield Water Works v. PSC, 262 U.S. 679, 692-93 (1923), and FPC v. Hope Natural Gas Co., 320 U.S. 591, 605 (1944).  The utility must be allowed a rate of return commensurate with returns on investments in other enterprises having corresponding risks, one that assures confidence in the utility's financial integrity and one that maintains its credit and enables it to attract capital.

Q.
Do these criteria require a methodology that is based on measurement of actual investor expectations?

A.
Yes.  The regulated utility must be able to attract investment capital in a free and competitive capital market.  It must offer investors the prospect of a competitive rate of return, and its allowed rate of return must therefore reflect investor expectations.

Market Based DCF Model 

Q.
The DCF model that you have set out in your testimony is:

k =  (1+.5g)y + g

What is the basis for stating that the DCF model that you have described is "market based"?

A.
The element y in the formula is the dividend yield actually available in the market place for a particular stock.  It is, as I have stated above, the dividend per share, a known quantity for any particular stock, divided by the quoted market price of a share of stock, a known number and one established in a free market where shares are traded frequently.  There is rarely any significant dispute over the value of y to be used in the DCF model in any particular case.

For the value of g to be market based, it must reflect the growth rate expected by the investment community for the particular company.

Dividend Yield (y)

Q.
How did you determine the dividend yield for each of your proxy companies?

A.
I averaged the high and low prices for each company over the most recent six months, and divided the average price into the annualized dividend to arrive at a yield for each company.  The prices, dividends, and yields are shown in Exhibit No. __(JPW-4).

Q.
Does the Commission generally favor the use of six-month averages to compute yields for use in the DCF model?

A.
Yes.  This was the conclusion in Boston Edison Co., Opinion No. 299, 42 FERC ¶ 61,374 (1988) and Blue Ridge Power Agency, et al., 55 FERC ¶ 61,509 (1991).

Investor Expected Growth (g)

Q.
Is the determination of the value of g as straightforward as the determination of y?

A.
No. There are practical difficulties in determining the market based growth rate g.  First, not all investors may have the same growth expectation.  Second, growth expectations may vary depending upon the length of the future period for which the growth rate is to apply, and there is no entirely objective way to determine the correct period for the market based growth rate to be used in the DCF method.  In theory, the model I have described calls for a growth rate "to infinity."  But as a practical matter, investors are not interested in expected growth to infinity.  There is evidence that investors generally have little use for growth forecasts that purport to go beyond about five years, because such forecasts are believed unlikely to be reliable.  

There are different sources of values for g.  At one time witnesses in rate cases made extensive use of historical growth rates as predictors of future growth rates.  Subsequently, published growth forecasts prepared by professional security analysts began to be available.  These forecasts presumably incorporate all that can be learned from history plus the expertise of the analysts in judging the future for a particular company.  Different analysts, of course, provide different forecasts, but there is generally a range of agreement.

Q.
How, in your judgment, should the growth rate g be determined for use in the DCF equation?

A.
First, it is important to note that the growth rate g is the growth rate expected by the market, that is, by investors as a whole.  It is not necessarily a correct growth forecast; the market may be wrong.  But the cost of common equity to a regulated enterprise depends upon what the market expects, not upon what is actually going to happen.

Since the DCF method requires the use of growth rates expected by investors, it is important to use the best evidence of the growth rates actually expected by the investment community.  There is a body of empirical evidence showing that the most reliable measure of investor-expected growth rates for use in the DCF model is the set of growth forecasts published by professional security analysts.

IBES Growth Forecasts

Q.
Please explain how you made use of IBES-reported growth forecasts.

A.
IBES is a service sold by subscription.  The FERC is one of the subscribers.  IBES regularly collects five year earnings growth forecasts from about 2,400 security analysts for about 5,000 companies.  The forecasts are tabulated and distributed monthly to subscribers.  I made use of the earnings growth forecasts published on September 18, 2003, for my chosen proxy companies.

Q.
Are the earnings growth forecasts reported by IBES strictly five-year forecasts?

A.
IBES identifies them as "long-term growth" forecasts, although they are based on five year projections.  So far as investors are concerned, I believe that a five-year forecast is regarded as "long-term."

Use of the Commission's Two-Stage Growth Model

Q.
Please explain the Commission's two-stage growth DCF model.

A.
The Commission appears to have been troubled in recent years by the question whether published growth forecasts satisfy the assumption of the DCF model that the value of g is the investor expectation for a long enough period to justify the model's use.  As I have noted, in theory the model requires a growth expectation "to infinity."  As a practical matter, there are no published forecasts of corporate earnings growth that purport to go beyond about five years.

The model the Commission has turned to is a two-stage growth model, making use of the IBES-reported earnings growth forecasts that I have discussed and also of the average of forecasts of long-term growth in GDP derived from three sources.  Until 2001, the sources were the EIA, DRI/McGraw Hill, Inc. ("DRI"), and The WEFA Group ("WEFA"), the latter two of which are economic forecasting organizations.  In 2001, DRI and WEFA combined to form Global Insight and now produce a single forecast.  In Opinion No. 414-A, the Commission decided to give the short-term (IBES-reported) growth forecast a weight of two-thirds and the long-term (GDP) forecast a weight of one-third, because "long-term projections are inherently more difficult to make, and thus less reliable, than short-term projections."  Opinion No. 414-A, 84 FERC at p. 61,423.

Q.
In your judgment, does the Commission's two-stage model accurately reflect the process by which investors make the decision to buy or sell shares of stock?

A.
I believe that the use of the two-stage growth forecast does not accurately reflect investor behavior, and that the Commission's method does not qualify as a true "market based" method.

Q.
Did you nevertheless perform your analysis using the Commission's two-stage growth model?

A.
Yes.  The results are shown in Exhibit No. __(JPW-4).

Q.
Please explain your exhibit.

A.
To the dividend yields and the IBES-reported growth rates, I have added the GDP growth rate forecast as the Commission has prescribed.  The mean of the two sources of long-term GDP growth forecasts is 5.87%.  I have given a 2/3 weight to the IBES-reported earnings growth rate forecast and a 1/3 weight to the GDP growth rate forecast in arriving at weighted average growth rates.

The end result of the exhibit, for the set of proxy companies, is a mean and a median of 15.25%.

Q.
What is your conclusion with respect to the cost of equity for gas pipelines at the present time?

A.
I believe that on the basis of the analysis of five proxy companies, the cost of equity for gas pipelines is approximately 15.25%.

Cost of Equity for Manchester Street and Brayton Point Facilities

Q.
You have said that Algonquin is proposing a cost of equity of 16% in this proceeding.  Is 16% is a fair and reasonable cost?

A.
I believe it is.  In light of USGen's rejection of the pre-existing contracts that were to provide a means for payment, Algonquin's risk of recovering its costs for the Manchester Street and Brayton Point facilities is well above average.  In his testimony, Mr. Richard J. Kruse discusses the special risks related to recovery of the costs of these facilities created by a conflict between the Commission's incremental rate policy and policies encouraging expanded rights and flexibility for customers receiving service under open access rate schedules.  (See Exhibit No. __(RJK-1))

Q.
Please explain briefly the nature of this risk.

A.
Mr. Kruse describes these circumstances in detail in his testimony, and I am relying on his description as the factual basis for my conclusions.  Mr. Kruse describes a policy environment that has evolved from one in which gas pipelines provided service that was strictly limited to terms set forth in contracts with customers to an environment in which certain contractual limitations have been largely eliminated.  Under past Commission policy, certain customers, for example those served by incremental facilities, would enter into a contract that specified a route that could be used to serve specific receipt and delivery points.  During the past decade, Commission policy has evolved so that these contractual rights and limitations are much less meaningful.  Under current Commission policy, customers are given broad, flexible rights to access receipt and delivery points across the entire pipeline system.  This access – at no extra cost to the customer – has tended to make contractual rights and limitations materially less meaningful.  This change in Commission policy has created particular risks for companies with facilities that are incrementally priced.  The ability of lower-cost system-wide services to be used to serve markets previously limited to service under incremental contracts creates both an opportunity and an incentive for customers to avoid the costs of the incremental facilities and to use the lower-cost service.  

Under Algonquin's pre-October 10, 2003 tariff, shippers under the open access rate schedules had the ability to service markets previously limited to service under incremental contracts without payment of the associated rates.  The tariff sheets effective October 10, 2003 restrict access to the Manchester Street and Brayton Point delivery points to those shippers paying the revised incremental AFT-1(X-38) or AFT-CL(X-37) rates.  In addition, in light of USGen's rejection of its firm contracts, Algonquin has attempted to reflect a rate that will provide an opportunity to recover the cost of service on the incremental facilities.  As Mr. Kruse indicates, however, it is unlikely that Algonquin will actually recover its costs.  These circumstances have caused a significant increase in the risk associated with the recovery of the costs of the Manchester Street and Brayton Point facilities.  Accordingly, the adjustment in the median 15.25% cost of equity resulting from the proxy group to the proposed 16% cost of equity is commensurate with this additional risk and the 16% cost of equity is reasonable.  Furthermore, the problems created by the policy conflict described by Mr. Kruse still exist with respect to other services on Algonquin.  

Q.
Does this conclude your testimony?

A.
Yes.  It does.
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