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UNITED STATES OF AMERICA
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FEDERAL ENERGY REGULATORY COMMISSION

Transcontinental Gas Pipe Line Corporation
 Docket No. RP06-___

PREPARED DIRECT TESTIMONY

OF

SCOTT C. TURKINGTON
Q.
Please state your name, current position and business address.

A.
My name is Scott C. Turkington.  I am Director of Rates & Regulatory for Transcontinental Gas Pipe Line Corporation (“Transco”).  My business address is 2800 Post Oak Boulevard, Houston, Texas 77056.

Q.
Please summarize your educational and professional background.

A.              I graduated in 1976 from North Texas State University with a Bachelor of Business Administration Degree, concentrating in Economics.  In June 1976, I was employed by Panhandle Eastern Pipe Line Company as a Rate Analyst.  In 1980, I accepted a similar position with Transco.  In 1983, I was promoted to Supervisor – Market Rates and, in 1985 I was named Manager – Rates.  In 1988, I became Director of Rates, a position I held until December 1998, when I became Director of Strategic and Financial Planning for Williams Gas Pipeline (“WGP”).  In September 2000, I became Director of Business Development and Regulatory Policy in the WGP National Accounts Group.  I assumed my present position in April 2002.
Q.
Please summarize your current responsibilities with Transco.

A.
My present responsibilities entail directing all of Transco’s rate, tariff and certificate activities, including the preparation of studies and reports concerning cost of service, cost classification, allocation, and rate design contained in rate and tariff filings with the Federal Energy Regulatory Commission (“Commission”).
Q.
Have you previously submitted testimony before the Commission?

A.
Yes.  I submitted testimony on behalf of Transco in Docket Nos. RP90-8, RP92-137, RP95-197, RP97-71 and RP01-245. 
Q.
What is the purpose of your direct testimony in this proceeding?

A.
I am supporting the cost classification, cost allocation and rate design used by Transco in this proceeding.


  I am also supporting: (1) the elimination of the revenue sharing provisions under Rate Schedules PAL, ICTS and ISS, (2) the calculations underlying the discount adjustment to the rate design determinants, (3) the proposed change in methodology used to calculate commodity rates for the SunBelt and SouthCoast expansion projects, and (4) the proposed incremental pricing and limited Section 4 authority related to the replacement of base gas in the Washington Storage field.  
Q.
Are you sponsoring any statements, schedules, exhibits or tariff sheets in conjunction with your direct testimony?
A.
Yes.  I am sponsoring Statement G (Parts 1 through 4) and Schedules G-1, G-2 and G-4; Statement I; Statement J and Schedules J-1 and J-2 and all of the tariff sheets, except for the list of gathering points. All of these statements, schedules and tariff sheets were prepared under my supervision and direction.

Cost Classification, Cost Allocation and Rate Design

Q.
Please identify, in general, the cost classification and allocation methodologies that Transco used in this filing.

A.
Transco's transmission function costs have been classified and allocated using the Straight Fixed-Variable (“SFV”) methodology, which is consistent with Transco’s established practice and the Commission's policy objectives enunciated in Order No. 636.  The SFV methodology classifies fixed costs (including return on equity and related income taxes) to the demand component and variable costs to the commodity component.

Q.
Please explain what is shown in Statement I.

A.
Statement I sets forth the classification and allocation of the overall cost of service among Transco’s classes of service.  The results of that allocation are summarized on Statement I, page 1.  The remaining pages in Statement I show the classification and allocation of the cost of service by functions and classes and the various bases for allocating costs to functions. Transco has included no costs of Transmission and Compression of Gas by Others (FERC Account 858) as shown on Schedule I-4.  Schedule I-5 shows the gas account-natural gas, by month, for the base period as reflected on Transco's books and records detailing the gas received into and delivered from the system.

Q.
Please explain the service classifications used in the development of the costs shown on Page 1 of Statement I.

A.
The service classifications for the allocation of the cost of service are non-incrementally priced firm and interruptible transportation services (including the transportation component of the bundled storage services under Rate Schedules GSS, LSS, and SS-2), incrementally priced firm transportation services (i.e., Cherokee, Leidy East, MarketLink, Momentum, Pocono, SunBelt, Sundance, SouthCoast  and the Maiden Lateral and Trenton Woodbury surcharges); gathering service; Rate Schedule GSS storage service; Section 7(c) and open access storage services provided under Rate Schedules WSS/WSS-Open Access (“WSS Service”), respectively; open access storage service under Rate Schedule ESS; Emergency Eminence storage service; and Section 7(c) and open access storage service under Rate Schedules LG-A/LNG (“LNG Service”), respectively. 

 Q.
Please describe Transco's non-incrementally priced transportation services.

A.
Transco’s non-incrementally priced transportation services refers to firm and interruptible transportation services (including the transportation component of the bundled storage services under Rate Schedules GSS, LSS and SS-2) that are not priced incrementally.  In other words, the transportation rate (or transportation component of the bundled storage service rates) is calculated on Transco’s system-wide, rolled-in transmission cost of service.
No-notice firm transportation service is provided under Rate Schedule FT.  Notice firm transportation service (which currently has no subscriptions) is provided under Rate Schedule FT-N.  Certain limited quantities of firm transportation for small customers are provided under Rate Schedule FT-G at a one-part rate.  Interruptible transportation service is provided under Rate Schedule IT.  Point-to-point Section 7(c) transportation service is provided on a firm and interruptible basis pursuant to individual rate schedule agreements.  

Q.
Please describe Transco's incrementally priced transportation services.

A.
Transco’s incrementally priced transportation services are services provided pursuant to Section 7(c) or Part 284 that are priced at incremental rates generally derived from the cost of the facilities constructed to create the incremental transportation capacity.  


The Leidy East, MarketLink and Pocono firm transportation services are annual services that required the construction of incremental facilities on Transco’s Leidy Line and elsewhere in Zone 6 for the transportation of gas supplies received by Transco at the western end of the Leidy Line.  The Cherokee, Momentum, SunBelt, Sundance and SouthCoast firm transportation services are annual services provided to customers in Zones 4 and 5 from receipt points in Zones 3 and 4.

Q.
Please describe Transco’s Maiden Lateral surcharge.

A.
On November 22, 1997, Transco placed into service an expansion of the Maiden Lateral in North Carolina to permit deliveries on that lateral of an increased portion of the existing firm entitlements held by Piedmont Natural Gas Company (“Piedmont”).  The Commission authorized Transco to recover the costs associated with the expansion as a reservation rate surcharge on Piedmont's firm transportation contracts (and any permanent releases of those contracts).

Q.
Please describe Transco’s Trenton Woodbury surcharge.

A.
On November 1, 2003, Transco placed into service an expansion of the Trenton Woodbury facilities in New Jersey and Pennsylvania to permit increased deliveries on the Trenton Woodbury line of a portion of existing firm entitlements held by PECO Energy Company (“PECO”) and Virginia Power Energy Marketing, Inc. (“VAPEM”).  The Commission authorized Transco to recover the costs associated with the expansion as a reservation rate surcharge on certain of PECO's and VAPEM's firm transportation contracts (and any permanent releases of those contracts).
Q.
Please describe Transco's separately stated gathering charge.

A.
Transco assesses a separately stated gathering charge on transportation quantities that traverse facilities functionalized as gathering.  The facilities functionalized as gathering are described in more detail by Transco witness Charlotte Hutson.
Q.
Please describe Transco's storage services.

A.
Transco provides open access firm contract storage service under Rate Schedule ESS from the Eminence Storage field.  Transco also provides, as a part of its Rate Schedule FT firm transportation service, Emergency Eminence Storage Service (Emergency Eminence) to Part 284 FT transportation customers that have firm contract entitlements at the interconnection of Transco’s mainline and the Eminence Storage facility in Mississippi.  Transco provides Section 7(c) and open access firm contract storage service under (i) Rate Schedules WSS and WSS-Open Access, respectively, from its Washington Storage field located in Louisiana, and (ii) Rate Schedules LG-A and LNG, respectively, from its LNG storage facility located in New Jersey.  Additionally, Transco provides various Section 7(c) firm storage services as follows:  (1) General Storage Service rendered under Rate Schedule GSS by means of Transco's interests in the Leidy and Wharton Storage fields in Pennsylvania and the purchase of storage service from Dominion Transmission Inc. (“Dominion”) under Dominion's Rate Schedule GSS; (2) storage service rendered under Rate Schedule S-2 by means of the purchase of storage service from Texas Eastern Transmission Corporation (“Texas Eastern”) under Texas Eastern's Rate Schedule X-28; (3) Leidy Storage Service rendered under Rate Schedule LSS by means of the purchase of storage service from Dominion under Dominion’s Rate Schedule GSS and National Fuel Gas Supply Corporation ("National Fuel") under National Fuel’s Rate Schedule SS-1; (4) storage services provided under Rate Schedules SS-1 7(c) and SS-1 Open Access by means of the purchase of storage service from North Penn Gas Company (“North Penn”) under North Penn’s Rate Schedule S; and (5) storage service provided under Rate Schedule SS-2 by means of the purchase of storage and firm transportation services from National Fuel under its Rate Schedule SS-1 and Rate Schedule X-54, respectively. 
Q.
Please describe specifically the cost of service allocated to the non-incrementally priced transportation services.

A.
The cost of service for non-incrementally priced transportation services consists of:  (1) all transmission function costs exclusive of the portions of such costs which are allocated or assigned to incrementally priced services; (2) an allocated share of 15% of the Transco only storage function costs associated with the Leidy/Wharton and Washington underground storage fields; and (3) Asset Retirement Obligation (ARO) costs for the Hester storage field.
Q.
Where are the costs associated with Transco's incrementally priced transportation services reflected?

A.
Statement I, Page 2, shows a summary of the cost of service associated with the incrementally priced transportation services.  The details regarding the cost of service for these transportation services are shown in Statement I.  The cost of service of each incrementally priced transportation service, generally derived from the cost of the facilities constructed to create the incremental transportation capacity, includes an allocation of transmission operating and maintenance (“O&M”) expenses of 110% (including administrative and general expenses (“A&G”)) of what the service would otherwise be allocated on an Dt-Mile allocation alone.  Each cost of service also includes an allocated share of 15% of the Transco only storage function costs associated with the Leidy/Wharton and Washington storage fields.
Q.
Does Transco have any negotiated rate agreements under Rate Schedule FT?

A. Yes.  All of Transco's negotiated rate agreements under Rate Schedule FT pertain to expansion projects that have incrementally priced recourse rates. Costs have been allocated and rates have been designed assuming all customers under incrementally priced projects are subject to the maximum recourse rate.  Therefore, the rates calculated for all of Transco’s other services are insulated from any difference between the designed maximum recourse rate for each respective project and the rates actually charged under the negotiated rate agreements.
Q.
Where are the costs associated with the Maiden Lateral shown?

A.
Statement I, page 10, show the details of the Maiden Lateral cost of service.  Costs have been allocated to the Maiden Lateral using Transco's generally applicable cost allocation methodology.  Similar to the treatment of negotiated rate agreements, this approach insulates other customers from any difference between such allocated cost of service and the rate Transco actually charges Piedmont as calculated pursuant to the methodology specified in the Maiden Lateral surcharge agreement.
Q.
Where is Transco's gathering cost of service presented?

A.
The cost of service associated with the gathering function is set forth in Statement I, Page 18.

Q.
Please describe the allocation of costs to Transco's storage services.

A.
Transco's storage services can be divided between those which are provided using only Transco facilities and those which are provided using Transco facilities in conjunction with the purchase of storage and transportation services from upstream service providers.  The ESS, Emergency Eminence, WSS and LNG Services fall into the former category, whereas Rate Schedules GSS, LSS, S-2, SS-1 7(c), SS-1 Open Access and SS-2 fall into the latter category.



The cost of service for Transco's ESS storage service is reflected in Statement I, Page 21.  The Rate Schedule ESS cost of service consists of 40% of the total cost of service of Transco's Eminence storage field, excluding the return and taxes associated with Transco's Emergency Eminence top gas inventory.


The cost of service applicable to Emergency Eminence storage service is shown in Statement I, Page 22.  The cost of service consists of 60% of the total cost of service of Transco’s Eminence storage field, including 100% of the return and income taxes associated with Transco’s Emergency Eminence top gas inventory.
The cost of rendering service under the WSS/WSS-Open Access rate schedules is reflected on Page 30 and is obtained directly from the functionalized and allocated costs related to the Washington Storage field, less 15% of the total Washington storage field cost of service which is allocated to transportation services.  I will describe Transco’s proposed incremental pricing and request for limited Section 4 authority related to the replacement of base gas in the Washington Storage field later in my testimony.
The cost of rendering service under Rate Schedules LG-A/LNG is reflected in Statement I on Page 39 and is obtained directly from the functionalized and allocated costs related to the LNG facility. 
Q. Please continue.

A.
Transco's Rate Schedules GSS, LSS, S-2, SS-1 7(c), SS-1 Open Access and SS-2 are storage services that Transco provides in conjunction with services purchased from upstream providers.  Statement I, Page 25, shows the storage function cost of service associated with Rate Schedule GSS which consists of storage functionalized and allocated costs associated with Transco’s ownership share in the Leidy and Wharton storage fields, less 15% of such costs which are allocated to transportation services. The costs of the upstream storage service purchased under Dominion's Rate Schedule GSS are tracked under Transco's Rate Schedule GSS and, therefore, are not included in Transco’s cost of service.  Similarly, the costs of upstream services purchased by Transco to provide service under Rate Schedules LSS, S-2, SS-1 7(c), SS-1 Open Access and SS-2 are also tracked under the respective Transco rate schedules and, therefore, are not reflected in Transco's cost of service. 
Q.
Please explain the procedures used to allocate or assign costs to the various service classifications.

A.
Transco uses the K-N method to allocate A&G expenses between the gathering, storage (except for the LNG Service) and transmission functions. Transmission O&M expenses (including A&G costs allocated to the transmission function under the K-N method), have been allocated among service classifications (e.g., between non-incrementally priced transportation services and incrementally priced transportation services) on the basis of demand Dt-Miles and commodity Dt-Miles.  In accordance with the practices established in the Docket No. RP95-197 proceeding and continued in the Docket Nos. RP97-71 and RP01-245 proceedings, all of the incrementally priced services have been allocated 110% of the O&M and A&G costs which otherwise would be allocated to such services based on the Dt-Mile allocation methodology alone.  Most other cost of service items such as depreciation expense, return and income taxes have been calculated based on the specific gross plant or rate base attributable to each service. Accumulated Deferred Income Taxes have been allocated based on net plant allocation factors.  ARO costs have been directly assigned to the transmission, storage and gathering functions, including the direct assignment of the Hester related ARO costs to the non-incremental transportation services. The details of the entire allocation process are set forth in Statement I.
Q.
Has Transco continued to employ the cost allocation methodology included in its approved October 10, 2002, compliance filing in the Docket Nos. RP95-197-046 and RP97-71-038 proceeding?
A.
Yes.  The October 10, 2002, compliance filing was made to implement the roll-in of certain Leidy Line and Southern expansion projects as authorized by various Commission orders in Docket Nos.RP95-197 and RP97-71. The cost allocation and rate design methodology approved by the Commission included:


1)  the roll-in of the costs of Transco’s Leidy Firm Project (Leidy), Leidy Storage Service Project (LSS), SS-1 Project, Associated PennEast Customer Group Project (APEC), NIPPS/IEC Niagara Import Project (NIPPS/IEC), NIPPS/SE Niagara Import Project (NIPPS/SE), TEMCO/Leidy Niagara Import Project (TEMCO/Leidy), SS-2 Niagara Import Project (SS-2), FT-NT Project, Southern Expansion Project (SEP), 1994 Southern Expansion (SE94), and 1995/1996 Southern Expansion Project (SE95/96) into Transco’s system-wide rates;


2)  the allocation of A&G and supervisory and engineering costs to the rolled-in services on a volumetric basis; and



3)  the use of Transco’s Zone 6 firm transportation rate as the transportation component of Transco’s bundled storage services (i.e. GSS, LSS, and SS-2).
Q.
Has Transco reflected in this filing resolution of any of the cost allocation issues litigated in Transco’s last Section 4 rate filing in Docket No. RP01-245?

A.
No.  Pursuant to the settlement approved in that docket, resolution of the litigated cost allocation issues will be implemented on a prospective basis after a final Commission order no longer subject to rehearing.  The Commission has not yet issued such an order.
Q.
Pursuant to the Commission’s certificate orders in Docket Nos. CP92-405 and CP92-415, Transco remains subject to an “at risk” condition with respect to its pre-1998 onshore Mobile Bay facilities located in Zone 4A.  How has Transco complied in this filing with the “at-risk” condition?

A.
In allocating costs to Zone 4A, Transco has reflected a level of firm transportation subscriptions equivalent to 100% of the capacity associated with the pre-1998 onshore Mobile Bay facilities.  By doing so, costs related to unsubscribed firm capacity on the pre-1998 onshore Mobile Bay facilities are not shifted to other customers. Schedule G-4 details the costs allocated to Zone 4A.
Q.
Is Transco proposing to revise its rates for services provided under Rate Schedules ICTS or PAL?

A.
No, Transco is proposing to maintain its existing rates for ICTS and PAL service. Transco is proposing to credit base period revenues received from these services to the transmission function.  Since Transco is proposing to credit a representative level of annual revenues received from these services, it has included revised tariff sheets to remove the revenue sharing provisions for Rate Schedules ICTS and PAL.

Q.
Has Transco allocated costs to existing Rate Schedule ISS service?

A.
No, Transco did not provide any Rate Schedule ISS service during the base period. Further, Transco has not provided any Rate Schedule ISS service during the five year period preceding the filing date of this rate case. Therefore, Transco is eliminating the revenue sharing tariff provisions from Rate Schedule ISS. As explained later in my testimony, Transco is proposing to calculate the ISS rates in this case using the same methodology underlying the calculation of the current ISS rates. 

Rates and Revenue Responsibility
Q.
What does Statement J show?

A.
Statement J compares the allocated costs for all transportation and storage services to the revenues generated by such services under the proposed rates or, where applicable, revenues under discounted and negotiated rate agreements.

Q.
Please explain what is shown in Schedules J-1 and J-2.

A.
Schedule J-1 is a summary of all billing determinants used to design rates.  Schedule J-2 presents the rate design for Transco’s storage, gathering and transportation services.  The costs used in the design of rates are the functionalized, classified and allocated cost of service reflected in Statement I.
Q.
Please explain why the reservation billing determinants used in the instant filing are significantly larger than in Transco’s previous Section 4 rate filing.

A.
In April 2003, concurrent with the implementation of its 1Line service delivery system, Transco changed to daily billing from monthly billing.  Therefore, instead of including annual billing determinants calculated as daily contract demand times 12 months, it is necessary for Transco to include annual billing determinants calculated as daily contract demand times a 365 day billing period.
Q.
Why is Transco calculating its rates to five decimal places instead of four decimal places?

A.
Transco has calculated rates to five decimal places to minimize rounding differences since Transco calculates bills for services rendered on a daily basis.
Q.
Please explain the allocation to zones of the non-incrementally priced transportation service costs.

A.
The cost of service of Transco's non-incrementally priced transportation services was allocated either on a volumetric or mileage (MDt-Miles) basis as follows:

Volumetric Allocation
Mileage Allocation (MDt-Miles)
Transmission A&G costs
All other transmission function costs

Transmission S&E costs
and all revenue credits
   (Supervision & Engineering)

Leidy/Wharton storage costs


Washington storage costs

ARO – Hester


In designing the mileage-based rate components, the mileage-based commodity costs allocated to each zone are divided by the quantities traversing each respective zone to derive the zone-based commodity component of the non-incrementally priced firm and interruptible transportation service rates.  Similarly, the mileage-based reservation rate component is derived by dividing the mileage-based demand costs allocated to each zone by the total contract demand (including imputed contract demand for interruptible transportation service and Rate Schedule FT-G) traversing each respective zone.



In designing the volumetric rate components, the volumetrically allocated commodity costs are divided by the total delivered quantities to derive the volumetric commodity component of the non-incrementally priced firm and interruptible transportation service rates.  Similarly, the volumetrically allocated demand costs are divided by the total non-incrementally priced transportation service contract demand (including imputed contract demand for interruptible transportation service and Rate Schedule FT-G) to derive the volumetric reservation component applicable to non-incrementally priced firm and interruptible transportation service rates.



Accordingly, a particular customer’s incurrence of mileage allocated costs will vary depending on the number of zones traversed. Conversely, volumetrically allocated costs apply uniformly since such costs do not vary with the number of zones traversed.

Q.
What is the design of the rates for interruptible transportation service?

A.
Rates for interruptible transportation service are designed at the 100% load factor derivative of the non-incrementally priced firm transportation service rate, exclusive of any Emergency Eminence storage related costs.
Q.
What is the design of the rates for Rate Schedule FT-G?
A.
Rate Schedule FT-G rates are designed at the 60% load factor derivative of the non-incrementally priced firm transportation service rate.
Q.
What rate is included for the transportation component associated with the bundled storage services (GSS, LSS and SS-2)?

A.
The deliverability rates of the bundled storage services include Transco’s Zone 6 non-incremental transportation reservation rate, multiplied by 151, divided by 365. The injection/withdrawal rates include the Zone 6 non-incremental transportation commodity rate.
Q.
What is the design of Transco’s backhaul rates?

A.
Transco's backhaul rates are equal to the forward haul rates.
Q.
Please explain the cost allocation and rate design for the firm transportation service associated with the former PS/ACQ bundled sales contracts referred to in Schedule J-2, Pages 12 to 15.
A. 
Pursuant to Transco’s June 22, 1990 settlement filed in Docket Nos. RP87-7, et al. and approved by the Commission on June 19, 1991, the total allocated demand cost to the former PS and ACQ services is split 65% / 35%, respectively. This 65% / 35% split recognizes that the former PS service is now a winter only (December - February) FT service, while the former ACQ service is now FT service provided during the period March - November.  Rather than having the reservation rates for those services differ from the generally applicable Rate Schedule FT reservation rates, the reservation billing units have been imputed at a level to effectuate the 65% / 35% revenue responsibility.

Q.
Where is the derivation of the rates for Transco's incrementally priced transportation services shown?

A.
Schedule J-2, Pages 16-22, sets forth the derivation of the rates for Transco's incrementally priced transportation services.
Q.
Where is the derivation of the Maiden Lateral surcharge rate shown?

  A.
The Maiden Lateral surcharge rate has been derived using the methodology approved in the Commission's "Preliminary Determination on Non-Environmental Issues" issued May 30, 1997 in Docket No. CP97-193 (79 FERC ¶61,276).  Schedule J-2, page 22, shows the derivation of the rate.  As mentioned earlier in my testimony, the cost of service reflected on Schedule J-2, page 22, differs from the allocated costs shown on Statement I, page 10 because the cost of service underlying the rate calculated in Schedule J-2 is calculated in accordance with the foregoing Commission order, consistent with the agreement between Transco and Piedmont.
Q.
How were the rates for Transco's gathering service derived?

A.
Schedule J-2, Page 23 reflects the derivation of Transco's separately stated gathering rate. 
Q.
Where is the derivation of the Emergency Eminence storage rate?
A.
Schedule J-2, Page 24 shows the derivation of the Emergency Eminence storage rate that is applicable to Part 284 FT transportation service eligible for Emergency Eminence service.

Q.
Where is the derivation of the proposed rates for Rate Schedules WSS and WSS-Open Access?

A.
Schedule J-2, Page 25, reflects the derivation of the rates for Rate Schedules WSS and WSS-Open Access.
Q.
What schedule shows the derivation of the proposed storage rates for Rate Schedules ESS, GSS and LG-A/LNG?

A.
Schedule J-2, Page 26, reflects the derivation of the storage rates for Rate Schedules ESS, GSS and LG-A/LNG.
Q.
Please explain the derivation of the proposed storage rates.

A.
The rates for these services were designed utilizing the Equitable method for classifying storage function costs in which: 1) one-half of the fixed costs are assigned to the deliverability component, 2) one-half of the fixed costs are assigned to the capacity component and 3) the variable costs are assigned to the injection and withdrawal components.  I have combined the injection and withdrawal costs and billing units, and therefore the rates for injection and withdrawal are the same. 
Q.
Where is the derivation of the proposed ISS Daily Inventory Charge?

A.
Schedule J-2, Page 28, sets forth the derivation of the ISS Daily Inventory Charge.   The proposed ISS Daily Inventory Charge is based on the methodology included in Transco’s July 10, 2002 Stipulation and Agreement in Docket No. RP01-245-009 and RP01-253-003 (consolidated) as approved by the Commission on September 23, 2002 (100 FERC ¶61,298).

Q.
Where is the derivation of the proposed bundled rates for Rate Schedules GSS, LSS and SS-2 shown?

A.
Schedule J-2, Pages 29 through 31, sets forth the derivation of the rates for these storage services. 

Discount Adjustments
Q.
Is Transco proposing a discount adjustment to billing determinants for interruptible transportation?

A.
Yes. 

Q.
What methodology do you propose to calculate the discount adjustment?
A.
The methodology used to calculate the discount adjustment is the same methodology described in Opinion No. 396 (71 FERC ¶ 61,253 (May 31, 1995)). 
Q.
Please explain the methodology.

A.
First, the percentage of volumes discounted, by zonal combination, is calculated for the base period, June 1, 2005 through May 31, 2006. Those percentages, for each zonal combination, are then applied to Transco’s projected volumes for each zonal combination to determine the projected volumes subject to discounting for the test period (by zonal combination).



Then, for each zonal combination, a calculation is performed to derive the ratio of the average discount rates to the proposed maximum rates determined as if all of the projected volumes moved at the maximum rates.



Next, the ratio of the average discount rate to the proposed maximum rate, for each zonal combination, is multiplied by the projected volumes subject to discounting to determine the adjusted discount volumes. The maximum rates are then recalculated using the adjusted discount volumes.



Finally, an iterative process is employed to determine the final maximum rates for each zonal combination.  The iterative process entails the recalculation of the maximum rates based on the discount adjustments and then repeating the process until the maximum rates do not change.

Q.
Based on your calculation, what is the volume adjustment to recognize discounting?

A.
The recognition of discounting results in reductions to the test period level of IT (non-feeder) and IT Feeder of 42,108,759 Dt’s and 
40,981,574 Dt’s, respectively.


SunBelt and SouthCoast Commodity Rates
Q. Why is Transco proposing a modification to the cost allocation and rate design methodology used to derive the commodity rates for the SunBelt and SouthCoast expansion projects?
A.
The SunBelt and SouthCoast expansion projects are incrementally priced projects from receipt points in Zones 3 and 4 to delivery points in Zones 4 and 5.  In reviewing how variable costs have historically been allocated to these projects and how the resulting commodity rates have been applied, Transco discovered an inconsistency between the two projects.  Therefore, we undertook an examination of how the commodity rates for these two projects could be designed consistently, while also structuring the rates to eliminate ambiguity regarding a shipper's secondary rights under these projects.
Q.
Please explain Transco's proposed design of the SunBelt and SouthCoast commodity rates.
A.
The explanation below describes the design of separate commodity rates for each respective project. The design of the SunBelt and SouthCoast commodity rates occurs after all transmission commodity costs have been allocated among services, including each respective incremental project.


The mileaged variable costs allocated to the SunBelt and SouthCoast projects are allocated to the zones traversed by each respective project on the basis of commodity Dt-miles.  The mileage component of the commodity rate for each project is then derived by dividing the costs allocated to each zone by the total commodity volumes traversing the zone.  The volumetric component of the commodity rate (i.e. allocated variable storage costs) for each project is then added to the mileage rate components for each zonal combination to derive the total commodity rate applicable to each zonal combination under each respective project.

Q.
Are there any other projects that will reflect a similar commodity rate design as described for the SunBelt and SouthCoast projects?

A.
Yes, the Momentum and Sundance expansion projects have commodity rates designed for the first time in this case and reflect the same allocation methodology described for the SunBelt and SouthCoast projects.  


Incremental Rates under WSS-Open Access

Q.
Why is Transco proposing incremental rates under Rate Schedule WSS-Open Access?
A.
Rate Schedules WSS and WSS-Open Access contain provisions that allow certain buyers to purchase specified quantities of base gas at historical cost when they terminate service from the Washington Storage Field.  The purchase price is approximately 89 cents per Dt and is generally based on the cost of the original injected base gas.  Further, under the terms of the WSS and WSS-Open Access rate schedules, Transco is obligated to maintain sufficient base gas quantities to support the total top gas capacity entitlements of its customers.  Since natural gas prices today are significantly higher than the historical price of the original injected base gas, the higher cost of the newly injected base gas increases rate base for the WSS Service, which in turn increases the return and income taxes included in the cost of service.  Transco is proposing to collect the increased cost of service related to such replacements of Washington base gas from buyer(s) on whose behalf the newly injected base gas is or will be purchased.
Q.
When would Transco seek recovery of the higher costs of any base gas replenishment?

A.
In each instance where base gas is replenished, Transco is seeking authorization that will allow Transco to make a limited Section 4 rate filing to recover the higher costs associated with the purchase of the base gas. The filed tariff sheets include revisions to Section 8.3 of Rate Schedule WSS – Open Access and Section 9 of Rate Schedule WSS that will allow Transco to make such limited Section 4 rate filings. 
Q.
Has Transco made any base gas purchases to replenish quantities that were purchased by buyers that terminated their Washington storage service?

A.
Yes.  Transco purchased 1,655,800 Dts of base gas in April, 2006 and anticipates making another purchase of 1,710,903 Dts during the test period.
Q.
Where are the Rate Schedules WSS/WSS-Open Access costs of service shown?
A.
Statement I, Page 30, shows the total WSS/WSS-Open Access cost of service.  Statement I, Page 31 shows the allocation of the WSS/WSS-Open Access cost of service between historical/non-incremental and incremental base gas customers.
Q. 
How have the Washington storage costs been allocated between the non-incremental base gas customers and the incremental base gas customers?

A.
All of the fixed costs, excluding return and taxes, have been allocated based on deliverability and capacity; therefore, this component of the non-incremental and incremental rates is the same.  The return and income taxes are calculated separately for the non-incremental and incremental customers based on the actual cost of the injected base gas, as shown in Statement I on pages 55 and 68.

Q.
Where is the derivation of the non-incremental and incremental rates WSS/WSS-Open Access shown?

A.
The rate derivation is shown on Schedule J-2, Page 25.

Q.
Does this complete your direct testimony?

A.
Yes.

