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I.
INTRODUCTION AND QUALIFICATIONS
Q.
Please state your name and business address.

A.
My name is Chris D. Sorensen and my business address is 2811 Hayes Road, Room 2341D, Houston, Texas 77082.

Q.
Would you please state your present occupation?

A.
My present position is the Business Development Representative for Chevron Pipe Line Company.
Q.
Please briefly state your professional experience and qualifications

A.
I have worked for Chevron Pipe Line Company since June 1979.  I have worked in all the geographical regions and with most pipelines where Chevron is involved.   I have held positions in the following areas:  Technical Services, Business Development, Customer Service, Public Affairs, Legislative, Customer Service.  I have also been a Project Manager on a number of key Chevron projects.
Q.
Briefly describe your education background.

A.
I graduated from the University of Colorado with a Bachelor of Science degree in Electrical Engineering.  I have completed fifty percent of a Master in Business Administration course work from the University of Utah.

Q.
On whose behalf are you presenting testimony in this proceeding?

A.
I am appearing on behalf of Chandeleur Pipe Line Company (“Chandeleur”)

II.
PURPOSE AND SUMMARY OF TESTIMONY
Q.
What is the purpose of your testimony?

A.
The purpose of my testimony is to address and support the policy and ratemaking considerations supporting Chandeleur’s use of the Straight Fixed Variable (“SFV”) method of cost classification, cost allocation and rate design.  In this regard, I am sponsoring Statement G, Schedules G-1 through G-6, Schedule I-2, Statement J and Schedules J-1 and J-2.  I will support the revenue and billing determinants reflected on those schedules.

Q.
What conclusions have you reached as a result of your evaluation?

A.
I have concluded that Chandeleur’s SFV rate design is consistent with Commission policy and results in rates that are just and reasonable.

III.
SYSTEMS OPERATIONS AND RATE FILING OVERVIEW
Q.
Please provide an overview of Chandeleur’s system operations.

A.
Chandeleur is a wholly owned subsidiary of Chevron Pipe Line Company.  Chandeleur’s system consists of parallel 12-inch and 16-inch pipelines that extend approximately 80 miles from two points in the Main Pass Block 41 Field in offshore Louisiana in a northeasterly direction to ChevronTexaco’s Pascagoula Refinery located at Pascagoula, Mississippi.  In addition, Chandeleur owns an 11-mile, 12-inch pipeline, the Mobile Lateral, that runs from Mobile Block 861 and connects with Chandeleur’s main line at Mobile Block 902.
Chandeleur does not own or operate any storage facilities, and does not contract for storage service.  Chandeleur has no gathering or processing facilities.  It also holds no capacity on upstream pipelines.

Q.
Please describe the receipt and delivery points on the Chandeleur system.

A.
Chandeleur presently has seven receipt meters that tender gas from various production platforms and interconnections with upstream gatherers.  Chandeleur receives production from platforms located at Main Pass Block 41, Chandeleur Sound Blocks 32 and 35 and Mobile Block 904A.  The receipt points from upstream gathering systems receive volumes from the Mobile Block 990 and Mobile Block 908 fields.

Chandeleur has four delivery points on its system.  Chandeleur can deliver up to 130,000 Dth/day to its largest delivery point - the Pascagoula Refinery.  There are also delivery points at interconnections with Gulf South Pipeline Company and Destin Pipeline Company at Pascagoula.  Finally, there is a delivery point at an interconnection with Texas Eastern Pipeline Company at Breton Sound Block 42, which is in Louisiana State waters.
Q.
What services does Chandeleur presently offer its customers?

A.
Chandeleur provides firm transportation service under Rate Schedule FT and interruptible transportation service under Rate Schedule IT.  Chandeleur also provides authorized overrun services under both of these rate schedules.
Q.
What was the last rate case filed by Chandeleur?

A.
Chandeleur has not filed a general section 4 rate case since Docket No. RP89-86-000 was filed on March 1, 1989.  The volumetric rates established in the settlement in that proceeding were superseded by SFV rates in Chandeleur’s Order No. 636 restructuring proceeding.

IV.
COST CLASSIFICATION, ALLOCATION AND RATE DESIGN
Q.
In Order No. 636, did the Commission address the cost classification methods used by pipelines to allocate costs and design rates?

A.
Yes.  The Commission expressed particular concern over whether certain methods of pipeline rate design distorted gas purchasers’ decisions due to the fact that fixed costs included in the transportation usage charges of each pipeline’s rates varied.  
The Commission stated that the differing levels of fixed costs in pipeline usage charges can hinder competition between gas sellers at the wellhead because competition would not be based on the seller’s costs and, therefore, not on their ability to compete directly with each other.  The Commission stated that the appropriate cost classification method used to allocate costs and design rates should not inhibit the creation of a national gas market of efficient gas merchants.

Q.
Did the Commission require the use of a particular cost classification method for cost allocation and rate design?

A.
Yes.  The Commission amended its regulations to require pipelines to recover their transportation costs under the SFV method.  Under the SFV method, all of a pipeline’s fixed costs are classified to the reservation component of the pipeline’s rates and are collected on the basis of contract demand determinants.  All of a pipeline’s variable costs are classified to the usage component of rates and are collected on the basis of throughput.

Q.
Are Chandeleur’s current transportation rates designed on the basis of the SFV method?

A.
Yes.  As I explained earlier, Chandeleur’s current rates were established in its Order No. 636 restructuring proceeding – Docket No. RS92-59-000.  The Commission approved rates in the restructuring proceeding that were designed on the basis of the SFV method.  Chandeleur’s has not filed a rate case for nearly fourteen years, the last full section 4 rate case filed was in Docket Nos. RP89-86-000.
Q.
Does Chandeleur propose to continue to design its rates using the SFV method of cost classification, allocation and rate design?

A.
Yes.  The rates proposed in this proceeding will continue the use of the SFV methodology.

Q.
Please explain in more detail the SFV cost classification and allocation approach used by Chandeleur that you are sponsoring.

A.
Schedule I-2 reflects the classification of Chandeleur’s costs of service based on cost behavior.  Fixed costs are constant costs that do not vary with throughput and are predominantly associated with investment.  Variable costs are costs that vary with changes in volumes or throughput.  Chandeleur has used the SFV method to classify the fixed and variable costs to demand and commodity costs.  With the SFV method, all fixed costs are classified as demand costs and all variable costs are classified as commodity costs.

Q.
Please explain how Chandeleur’s use of the SFV method meets the Commission’s objectives as expressed in Order No. 636.

A.
Use of the SFV method fosters competition by ensuring that no fixed costs are collected through the usage charge.  Chandeleur’s continued use of the SFV method assures that customers’ decisions are not affected by fixed costs in the transportation usage charge.  Therefore, Chandeleur’s continued use of the SFV rate design method satisfies the Commission’s primary concern while permitting Chandeleur to provide competitive transportation services.
V.
REVENUE AND BILLING DETERMINANTS
Q.
Please describe Statement G as well as Schedules G-1 and G-2.

A.
Statement G summarizes the revenue and billing determinant information for the base period, which consists of the twelve month period ending on June 30, 2003, and the test period.  Schedules G-1 and G-2 show monthly billing determinants and revenue information on a customer basis.  Schedule G-1 presents the base period data.  Schedule G-2 adjusts the base period data to reflect changes in billing determinants taking place within nine months of the base period that are known and measurable with reasonable accuracy.
Schedule G reflects the comparison of Chandeleur’s revenue generated by the proposed rates with the revenue generated by the currently effective rates.  The revenue comparison was determined using the projected test period billing determinants.  Chandeleur’s filing reflects a increase in revenues of approximately $3.0 million at the proposed rates.

Q.
Please describe Schedule G-3 through G-6.

A.
Schedule G-3 identifies and explains in greater detail the test period adjustments made to the base period billing adjustments.
Chandeleur does not have an “at-risk condition” attached to any of its facilities so Schedule G-4 is not applicable to Chandeleur.  Schedule G-5 is not applicable because Chandeleur does not have any credits to the cost of service.  Finally, Schedule G-6 is not applicable to Chandeleur because no miscellaneous revenues are generated by the pipeline.

VI.
DEMAND ENTILEMENTS AND THROUGHPUT DETERMINANTS
Q.
With respect to Schedule J-1, please describe how you projected firm service demand determinants.

A.
I projected firm service demand determinants of 2,700,000 Dths for Rate Schedule FT.  Chandeleur’s only remaining firm contracts are short-term agreements (i.e., terms less than one year).  I believe that this trend to either short-term firm contracts or a movement of firm shippers to interruptible contracts will continue in the future as shippers recognize that Chandeleur is not fully utilized.  Consequently, the impetus for these shippers to sign long-term firm agreements is not present.

Q.
Do the projected firm service demand determinants reflect any changes from the base period levels?

A.
Yes.
Q.
Please discuss some of the more significant demand-related adjustments that you made.

A.
I have made test period adjustments to two firm contracts to reflect negotiated contract demand reductions.  Firm contracts CF-39 and CF-38 both had decreases in contract demand levels of 2,000 Dth/day effective in March 2003.  The 2,000 Dth/day reduction is reflected on Schedule G-2 for these contracts.
I have also made test period adjustments to reflect the termination of three firm contracts during the base period.  Two of these contracts (CF-37 and CF-25) expired on January 31, 2003.  CF-37 was a capacity release contract with Union Oil Company of California that was utilized sparingly before it terminated.  CF-25 was a 10,000 Dth/day contract with El Paso Energy Marketing Company, which has not been utilized since September 2002.
Q.
Please explain the basis for your projection of total annual throughput.

A.
The aggregate projected annual quantities for all transportation services amount to 61,046,443 Dth, which includes firm service commodity quantities of 54,863,009 Dth, authorized overrun quantities of 529,918 Dth as well as interruptible service quantities of 5,653,516 Dth.  Projections were developed for each service by making appropriate adjustments to the actual data.
Q.
Please elaborate on the estimates of interruptible services.

A.
As just mentioned, I have forecasted test period projections of interruptible 5,653,516 Dth.  I imputed billing determinants of 185,869 Dth for interruptible service, this imputed level was derived on a 100 percent load factor basis.  Volumes previously shipped under interruptible contract CI-44 are now being shipped under other firm and interruptible contracts – CF-1, CF-8 and CI-60.  The test period adjustment to CI-44 reflects this shift in utilization.

VII.
RATES
Q.
Please describe the statements and schedules in the filing used to design rates.

A.
Statement J compares and reconciles the filed costs and revenues derived from the proposed rates.  Schedule J-1 summarizes the representative test period billing determinants used to derive rates.  Demands are imputed to the test period usage of the interruptible volumes on a 100% load factor basis.
Schedule J-2 shows the derivation of the rates for Rate Schedules FT and IT.  As is shown on Schedule I-2, Chandeleur’s entire cost of service consists of fixed costs and are thus classified to the reservation component.  Consequently, Rate Schedule FT does not have a commodity or usage component and the minimum firm transportation rate for the system is zero.  Consistent with Commission precedent, Chandeleur has developed the rate for Rate Schedule IT based on 100% load factor basis.

Q.
Has Chandeleur made any adjustment to its proposed billing determinants to recognize discounted transactions?

A.
No.  Chandeleur is not proposing a discount adjustment to develop rates.  Chandeleur has several firm contracts where service would be provided at a discount at the proposed rates.  By not seeking a discount adjustment, Chandeleur will have an under recovery of costs of approximately $280,000.
Q.
What are the proposed rates for Rate Schedules FT and IT?

A.
The proposed monthly reservation rate for Rate Schedule FT is $2.070 per Dth.  The daily reservation rate for Rate Schedule Ft and the 100% load factor IT rate is $0.0680 per Dth.

Q.
How do Chandeleur’s proposed rates compare with other jurisdictional OCS pipelines rates?

A.
The proposed rates are significantly lower.  Nearby competitors include Destin Pipeline Company, Southern Natural Gas Company and Dauphin Island Gathering Partner (“DIGS”).  Destin has a daily reservation rate of 23.7 cents, Southern’s daily reservation rate is 14.5 cents plus a 4.3 cent gathering fee and DIGS FT-2 daily reservation rate is 14.7 cents.  Consequently, even with the increase proposed in this filing, Chandeleur will still be providing service at a much lower rate level than these competitors.

Q.
Does this conclude your testimony?

A.
Yes, it does.
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