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UNITED STATES OF AMERICA
 BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
Black Marlin Pipeline Company              
)                           Docket No. RP07-___-000
PREPARED DIRECT TESTIMONY
OF
TIMOTHY D. BRENNAN
Q. 

Please state your name and business address.
A. 
Timothy D. Brennan, 2800 Post Oak Boulevard, Houston, Texas 77056.
QUALIFICATIONS
Q. 

For whom do you work and in what capacity? 
A. 
Among other duties, I serve as Manager, Commercial Development for Black Marlin Pipeline Company.  
Q.

Please describe your work experience and educational background.

A.
I graduated in May 1984 with a B.S. in accounting and business administration from Emporia State University, Emporia, Kansas.  My experiences over the past twenty years have been primarily with natural gas including: accounting, scheduling, gas trading, and the commercial activities centered on producer services related to gathering, processing and transportation, generally in the Gulf of Mexico.  I have also been involved on a limited basis with oil gathering services in the Gulf of Mexico.
SUMMARY
Q.

Would you please describe your responsibilities in this case?

A.
Yes.  I have overall responsibility for Black Marlin’s filing in this proceeding.  In summary, I will list the statements that I am sponsoring.  I will explain why Black Marlin requires the rate increase proposed in this proceeding and what is likely to happen if Black Marlin is not granted significant rate relief.  I will discuss, in general terms, the decline in throughput on Black Marlin's system; I will also provide an overview of certain accounting issues related to this filing.  Lastly, I will introduce the other witnesses who will be sponsoring testimony in this proceeding.

EXHIBITS SPONSORED
Q.
What exhibits are you sponsoring?

A.

I am sponsoring the following exhibits:

Exhibit No. BMP-2


Statement M

Exhibit No. BMP-3


System Map

BLACK MARLIN’S FINANCIAL CONDITION
Q.

Please describe why Black Marlin initiated this rate case.
A.
Black Marlin filed this rate case because of its distressed financial condition.  The cause of Black Marlin's distressed financial condition is its continuing decline in throughput exemplified by a 74 percent decline in throughput from 2004 levels to 2005, and which is continuing.   Black Marlin’s financial situation is dire.  For the 12 months ending June 30, 2006 (the “Base Period”), Black Marlin incurred an operating loss of almost $2 million (or approximately $1.2 million excluding depreciation).  See Exhibit No. BMP-2.  Black Marlin is in real need of rate relief or else it will be compelled to seek abandonment authorization from the Commission to cease operations.  For this reason, Black Marlin has filed this rate case and urgently requests that its proposed rates be made effective December 1, 2006 with a nominal suspension period.  This is the first rate filing made by Black Marlin since that filed in June of 1998 in FERC Docket. No. RP98-274.  Black Marlin’s proposed rates are based upon an annual cost of service of $2,966,836 utilizing actual costs for the Base Period, adjusted for known and measurable changes for the 9 months ending March 31, 2007 (the “Test Period”).  The cost of service in this rate filing is essentially the same cost of service level filed almost 9 years ago in Docket No. RP98-274.  Black Marlin's cost of service is discussed in detail in the testimony of Black Marlin Witness Neustaedter.  The resultant revenue increase of approximately $2.8 million that Black Marlin is seeking is driven almost solely by the significant decline in throughput experienced on its system.  
Q.
Is Black Marlin proposing any changes to its rate design?

A.
No.  Black Marlin’s proposed rates do not reflect any change to its existing rate design, but merely reflect an increase in its rates in order to remedy Black Marlin’s losses in income.

IMPLEMENTATION DATE

Q.
Is Black Marlin seeking special relief from the Commission regarding the implementation of its rate increase?
A.
Because of Black Marlin's financial situation, as discussed previously, Black Marlin requests that the Commission allow its proposed rate increase to become effective, subject to refund, December 1, 2006, following 30 days notice and a nominal suspension period.  However, in the event the Commission does not grant Black Marlin's request, alternatively, Black Marlin requests that the Commission permit (1) a portion of Black Marlin’s rate increase to become effective, subject to refund, on December 1, 2006, following 30 days notice and a nominal suspension period, and (2) then the full rate increase to become effective, subject to refund, on May 1, 2007, following a maximum 5-month suspension period.  The  implementation of this partial rate increase on December 1 will allow Black Marlin an opportunity to recover only its "out-of-pocket" expenses, which consist of operation and maintenance expenses, administrative and general costs and non-income related taxes.  This will allow Black Marlin some relief from its continuing operating losses and provide its customers with some relief from the overall rate increase being proposed.  In addition, Black Marlin requests that it be allowed to defer the booking of depreciation expense and negative salvage until May 1, 2007.  The development of such partial rate proposal for the period December 1, 2006 through April 30, 2007 is supported in the testimony of Black Marlin Witness Neustaedter.

DESCRIPTION OF BLACK MARLIN’S SYSTEM

Q.

Please describe Black Marlin’s system.

A.
Black Marlin’s system was originally constructed and placed in service in 1967.  It is principally located in the Gulf of Mexico, offshore Texas.   Although it has been subject to the Commission’s jurisdiction as an interstate pipeline, Black Marlin is essentially a small offshore gathering system.  Black Marlin’s system consists of 67 miles of 16-inch diameter pipeline and 6.9 miles of 8-inch diameter pipeline and extends from the shallow waters of the federal offshore production area to an onshore separation and dehydration facility located at Texas City, Texas.  Black Marlin transports both natural gas and gas condensate to the separation and dehydration facility and then delivers the natural gas to any one of three pipeline interconnects located in close proximity to the separation facility.  Please see Exhibit No. BMP-3 for a map of Black Marlin’s system.  

BLACK MARLIN’S THROUGHPUT
Q.

Please describe Black Marlin’s customer base.
A.
Under Black Marlin’s Commission-approved Gas Tariff, Black Marlin offers firm transportation service under Rate Schedules T-1 and FTS and interruptible transportation service under Rate Schedule ITS.  All of Black Marlin’s existing shipper customers subscribe to only interruptible service under Rate Schedule ITS.  Thus, Black Marlin is not guaranteed any minimum level of revenue that it would otherwise collect via reservation charges were it providing firm transportation service.  Two of its shipper customers subscribe for over 70 percent of the quantities transported by Black Marlin.  
Q.
What is Black Marlin's current level of throughput?
A.
Black Marlin’s annual throughput has declined from an average of 24,407,286 MMBtu over the years 1999 through 2004, to only 5,280,587 MMBtu in 2005, further dropping to only 3,357,808 MMBtu during its Base Period. 
Q.

Are there expectations that this trend will reverse itself?

A.
No.  Black Marlin's throughput is tied to the remaining deliverability of the wells connected to its system.  And as Black Marlin Witness Dixon explains in his testimony, there is no new production scheduled to come online in the near future.
Q.
Will discounting Black Marlin's rates increase throughput on its system?
A.
No.  As Black Marlin Witness Dixon more fully addresses in his testimony, and as I have stated above, Black Marlin's decline in throughput is a function of the declining reserves and deliverability of the mature production connected to its system.

Q.

What throughput level has Black Marlin used to design its rates?
A.
During the Base Period, Black Marlin transported an average of approximately 9,200 MMBtu per day.    Due to termination of production activity in certain producing areas as well as the identification of certain non-recurring transportation activity, Black Marlin has made certain Test Period adjustments to its Base Period throughput, reducing the billing determinants on which the proposed rates are based to approximately 7,652 MMBtu per day.  Black Marlin Witness Dixon will describe in detail the adjustments made to Base Period throughput to arrive at these Test Period billing determinants in his testimony.
OVERVIEW OF ACCOUNTING ISSUES

Q.
Has Black Marlin discovered any accounting issues when preparing its filing for this rate case?
A.

Yes.
Q.

Please explain.

A.
As more fully discussed and supported in Black Marlin Witness Neustaedter's testimony and exhibits, certain historical accounting errors were discovered in the preparation of this filing.  The accounting issues addressed by Black Marlin Witness Neustaedter include a correcting entry to the books for depreciation expense, the exclusion from Gas Plant in Service of certain costs related to the acquisition of Black Marlin by its previous owners, and the correction of a transposition accounting entry related to the retirement of certain facilities as part of a pipeline replacement project installed by a previous owner.  These accounting adjustments are reflected as Test Period adjustments to the Base Period, which Black Marlin Witness Neustaedter will discuss in more detail.  These accounting adjustments essentially offset one another.  That is, when all these accounting adjustments have been made, Black Marlin’s proposed rates are roughly the same as they would have been had these accounting issues not been discovered.  Please note that none of these accounting issues have affected the existing rates paid by Black Marlin’s shippers, as they all arose after Black Marlin’s existing rates were approved in 1998.  
INTRODUCTION OF BLACK MARLIN’S WITNESSES

Q.

Is there anything else about which you would like to testify at this point?

A.
Yes.  I would like to introduce all of Black Marlin’s other witnesses in order to complete my overview of Black Marlin’s rate case filing in this proceeding.  These witnesses are:

- Kevin M. Dixon who will testify as to Black Marlin’s historical and projected throughput;

- Charles E. Olson who will testify as to Black Marlin’s capital structure and rate of return; and
- Robert W. Neustaedter who will testify as to the accounting matters discussed above as well as Black Marlin’s cost of service and rate design.

CONCLUSION

Q.

Does this conclude your prepared direct testimony?

A.

Yes, it does.  Thank you.
