HIGH ISLAND OFFSHORE SYSTEM

Statement of Nature, Reason and Basis for Changes

In the settlement of HIOS’ last rate proceeding in Docket No. RP94-162, HIOS agreed to make a new rate case filing by September 18, 1998.  Such filing date was extended to January 1, 2003 by Commission order issued October 8, 1998.  Accordingly, HIOS is compelled to make the instant filing in compliance with the settlement and Commission orders in Docket No. RP94-162.

The rates included in the revised tariff sheets filed herewith are designed to recover HIOS’ overall cost of service developed using a base period for the twelve months ended September 30, 2002, adjusted for known and measurable changes through June 30, 2003.

The principal reason for the tariff change filed herein is to reflect the following changes:

(a) Reduced rate of recovery for the HIOS transmission system plant investment;

(b) Increased rate of recovery for the negative salvage provision;

(c) Increased cost of capital which results in an overall rate of return of 12.45%, which is required to afford HIOS the opportunity to earn a fair and reasonable rate of return as further explained in Statements F and P;

(d) A management fee of $9.6 million which is required to compensate HIOS’ management for the risk of continuing to operate the HIOS system and to provide the incentive for efficient operation of HIOS. 

(e) Declining levels of transportation volumes.

The proposed rates will result in decreased total system revenue of approximately $.5 million annually below the currently effective rates.  In addition, HIOS has removed or modified outdated provisions in its tariff.

