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UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Pine Needle LNG Company, LLC                                  Docket No. RP06-___
PREPARED DIRECT TESTIMONY

OF

CHARLOTTE HUTSON
Q.
Please state your name, current position, and business address.

A.
My name is Charlotte Hutson. I am Manager of Rates for Pine Needle Operating Company, as Operator of Pine Needle LNG Company, LLC (“Pine Needle”). My business address is 2800 Post Oak Boulevard, Houston, Texas 77056.

Q.
Please summarize your education and professional background.
A.
In May 1985, I graduated from the University of St. Thomas with a Bachelor of Business Administration Degree in Accounting. In July 1985, I accepted a position with Transcontinental Gas Pipe Line Corporation (“Transco”) as a Gas Accountant.  In May 1987, I was promoted to Accounting Supervisor.  In April 1992, I became Supervisor of Gas Scheduling, and was promoted to Manager of Gas Scheduling in December 1994.  In February 1996, I became Manager of Cost of Service.  I attained my current position in May 1999.

Q.
Please outline your current responsibilities with Pine Needle.

A.
My current responsibilities involve supervising the preparation of studies and reports concerning Pine Needle’s cost of service and rate design contained in rate and tariff filings with the Federal Energy Regulatory Commission (“FERC” or “Commission”).
Q.
Have you previously submitted testimony before this Commission?

A.
Yes.  I was Pine Needle’s witness on cost of service issues, and financial and business risks in its last general rate proceeding in Docket No. RP02-407. I was also one of Transco’s witnesses in Docket Nos. RP97-71 and RP01-245.
Q.
What is the purpose of your testimony in this proceeding?

A.
The purpose of my testimony is to present and support all components of Pine Needle’s cost-of-service, except for the cost of capital and the depreciation rates used in the development of Pine Needle’s rates. Second, my testimony supports the billing determinants used in the derivation of Pine Needle’s rates; and finally, my testimony supports the continued use of Pine Needle’s existing allocation and rate design methodologies in the derivation of the Pine Needle rates in this proceeding.
Q.
How is the rate of return on equity that is set forth in your testimony supported?

A.
The rate of return on equity that is set forth in my testimony is supported by Pine Needle’s expert witness, Dr. Charles E. Olson.  The range of returns is provided by Dr. Olson, who has the overall responsibility for the determination that Pine Needle’s filed rate of return on equity in this case is appropriate. Further Dr. Olson’s testimony presents his assessment of Pine Needle’s financial and business risks, and explains his conclusion that Pine Needle should be placed at the median of the range of returns on common equity for natural gas pipelines.

Q.
How are the depreciation rates that are set forth in your testimony supported?

A.
The depreciation rates that are used in the calculation of Pine Needle’s depreciation expense are supported by Pine Needle’s expert witness, Edward H. Feinstein.

Q.
Are you sponsoring any of the statements, schedules or other portions of Pine Needles rate filing?

A.
Yes. I am sponsoring the following statements and schedules:


ITEM



DESCRIPTION
Statement A


Overall Cost of Service

Statement B


Rate Base and Return

Schedule B-1


Accumulated Deferred Income Taxes

Schedule B-2


Regulatory Assets and Liabilities

Statement C


Cost of Plant
Schedule C-1


Detailed Plant Accounts
Schedule C-2


Estimated Additions to Gas Plant in Service
Schedule C-3


Storage Projects for Base and Test Period
Statement D


Accumulated Provision for Depreciation and Amortization

Schedule D-1


Depreciation Reserve Not Approved by the Commission

Statement E


Working Capital

Schedule E-1


Cash Working Capital Claimed

Schedule E-2


Materials, Supplies, and Prepayments

Schedule E-3


Natural Gas Stored Quantity and Cost
Statement F-1


Rate of Return Claimed

Statement F-2


Rate of Return and Cost of Capital
Statement F-3


Cost of Long Term Debt Capital

Statement F-4


Preferred Stock Capital

Statement G


Summary of Quantities and Revenues

Schedule G-1


Base Period Quantities and Revenues

Schedule G-2


Adjustment Period Quantities and Revenues

Schedule G-3


Summary of Billing Determinants Adjustments
Schedule G-4


At-Risk Revenue

Schedule G-5


Summary of Other Revenues

Schedule G-6


Summary of Miscellaneous Revenues

Statement H-1


Operation and Maintenance Expenses

Schedule H-1(1)

Expenses Associated with Accounts 810, 811, and 812

Schedule H-1(1)(a)

Labor Costs

Schedule H-1(1)(b)

Materials and Other Charges

Schedule H-1(1)(c)

Quantities Applicable to Accounts 810, 811, and 812

Schedule H-1(2)(a)

Fuel Use or Gas Losses – Account 823
Schedule H-1(2)(b)

Advertising Expenses - Accounts 913 and 930.1
Schedule H-1(2)(c)

Office Supplies and Expenses - Account 921
Schedule H-1(2)(d)

Administrative Expenses Transferred (Credit) - Account 922
Schedule H-1(2)(e)

Outside Services Employed - Account 923
Schedule H-1(2)(f)

Employee Pensions and Benefits - Account 926
Schedule H-1(2)(g)

Regulatory Commission Expenses - Account 928
Schedule H-1(2)(h)

Duplicate Charges (Credit) - Account 929
Schedule H-1(2)(i)

Miscellaneous General Expenses - Account 930.2
Schedule H-1(2)(j)

Intercompany and Interdepartmental Transactions

Schedule H-1(2)(k)

Lease Payments

Statement H-2


Depreciation, Amortization, and Negative Salvage Expenses

Schedule H-2(1)

Reconciliation of Depreciable Plant
Statement H-3


Allowance for Income Taxes

Schedule H-3(1)

State Income Tax Payments
Schedule H-3(2)

Reconciliation between Book and Tax Depreciable Plant

Statement H-4


Taxes Other than Income Taxes

Schedule H-4


Ad Valorem Tax Worksheet
Statement I


Summary of Cost of Service Classified

Schedule I-1


Functionalization of Cost of Service

Schedule I-2


Classification of Cost of Service

Schedule I-3


Allocation of Cost of Service

Schedule I-4


Transmission and Compression of Gas by Others

Schedule I-5


Gas Account – Natural Gas
Statement J


Comparison of Operating Revenues with Cost of Service

Schedule J-1


Summary of Billing Determinants

Schedule J-2


Derivation of Rates 


Statement L


Balance Sheet
Statement M


Income Statement

Statement O


Description of Company Operations

Q. 
What base and test period have been used in preparing Pine Needle’s rate filing?
A. The test period in Pine Needle’s rate filing consists of a base period of the twelve months ended January 31, 2006, adjusted for changes which are known and measurable with reasonable accuracy and which will become effective within nine months thereafter, i.e., by October 31, 2006.  Base period data has been taken from Pine Needle’s books and records, which are maintained in conformity with the Uniform System of Accounts prescribed by the Commission.

Q.
Were the exhibits, statements, and supporting schedules you are sponsoring prepared by you or under your supervision?

A.
Yes, and all statements and schedules to which I am testifying are incorporated herein by reference.
Description, Corporate Structure and Control
Q.
Please provide a brief background of Pine Needle.
A.
Pine Needle LNG Company, LLC is a limited liability company formed on August 8, 1995, under the North Carolina Limited Liability Company Act, for the purpose of constructing and operating a liquefied natural gas (“LNG) storage facility in Guilford County, North Carolina. On November 27, 1996, in Docket No. CP96-52-000, the Commission granted Pine Needle 7(c) certificate authorization to build and operate the Pine Needle LNG storage facility (“Facility”). 77FERC ¶ 61,229 (1996).

On May 1, 1999, Pine Needle put into service a storage facility consisting of two storage tanks, each capable of storing two billion cubic feet (Bcf) of natural gas equivalent, an LNG truck loading and unloading station, a ten inch diameter inlet pipe for receipts from Transco, a twenty-four inch diameter outlet pipe for deliveries into Transco’s mainline, and a metering and regulating station. Pine Needle serves customers in North Carolina, Georgia, and Alabama, with a capacity to liquefy 20 million cubic feet of gas per day (MMcf/d), vaporize 400 MMcf/d, and provide 4 Bcf of gas storage. 
Q.
Please outline the corporate structure within which Pine Needle is owned and operates.

A. Pine Needle is owned by five companies, collectively referred to as members. Pine Needle’s members and their ownership percentages are: Piedmont Interstate Pipeline Company (40%); TransCarolina LNG Company (35%); PSNC Blue Ridge Corporation (17%); Hess Pine Needle Company (5%); and Municipal Gas Authority of Georgia (3%). Pine Needle is managed by a committee consisting of representatives from each member company.  Pine Needle Operating Company, a wholly owned subsidiary of Transco, operates the Facility and provides various services for Pine Needle under the terms of a Construction, Operation and Maintenance agreement between Pine Needle and Pine Needle Operating Company. Pine Needle Operating Company is reimbursed by Pine Needle for costs and expenses incurred to operate the Facility and render services.  
Cost of Service

Q. Please describe Pine Needle’s overall cost of service, shown on Statement A.

A.
Statement A, consisting of a single page, summarizes the items included in Pine Needle’s overall cost of service for the base period, as adjusted, totaling $20,717,522 shown on Line 7.  The cost of service consists of operation and maintenance expenses (“O&M”), depreciation, depletion and amortization of gas plant in service, income and other taxes, and an 11.01 percent overall return on rate base. The $2,592,637 shown on Line 1 reflects the total O&M expenses, as shown on Statement H-1, Line 127. The total depreciation, amortization and negative net salvage expense of $5,374,769 is shown on Statement H-2, Line 13. The development of total federal income taxes of $3,261,607, and total state and local income taxes of $690,625 is shown on Statement H-3, part 1, Lines 11 and 12, respectively. Other taxes, in the amount of $584,237 are supported on Statement H-4, Line 8. The return on rate base of $8,213,647 is shown on Statement B, Line 9. 
Q.
Please describe Statement B, Rate Base.

A.
Statement B summarizes the various items making up Pine Needle’s test period rate base of $74,601,695 and presents an overall return on the rate base computed at 11.01 percent.  This overall rate of return is supported by the testimony of Pine Needle witness Dr. Charles E. Olson.  The test period rate base includes total plant reduced by the accumulated provision for depreciation, depletion and amortization, working capital, and a reduction for accumulated deferred income taxes.  The various items comprising Pine Needle’s rate base are detailed in the statements and schedules referred to in the reference column of Statement B.  

Q.
Please describe Schedule B-1, Accumulated Deferred Income Taxes.

A. Schedule B-1 sets forth the accumulated deferred income taxes deducted from the test period rate base.  Schedule B-1 details the balances by month in FERC Accounts 190, 282, and 283 for each of the 12 months of the base period, and the projected adjustment for test period activity in each of these accounts.  Line 51 of Schedule B-1 reflects ($14,309,138), the projected balance for accumulated deferred income taxes as of the end of the test period.

Q.
Please describe what is contained in Schedule B-2, Regulatory Assets and Liabilities?

A.
Schedule B-2 reflects the regulatory asset related to the equity component of Allowance for Funds Used During Construction (AFUDC) that resulted from the requirements of the Statement of Financial Accounting Standards (SFAS) 109.  The applicable deferred taxes are subtracted from the regulatory asset and the net amount is included in rate base via a reduction of accumulated deferred income taxes as shown on Schedule B-1, Line 50.

Q.
Please describe the contents of Statement C and its supporting schedules.

A.
Statement C provides a summary of the cost of plant. The total cost of plant as shown on Statement B (Line 2) includes the plant items detailed on Statement C, in the amount of $108,774,289 (shown on Line 4).  The cost of plant is based upon the actual cost of plant as of January 31, 2006 adjusted for additions and retirements that Pine Needle expects to be complete within nine months after the end of the base period.  The net additions for the nine-month period subsequent to January 31, 2006 total $138,239. This amount represents the composite of the plant additions, reductions, and transfers shown in the columns labeled “Adjustments” and “Eliminations” on Statement C.  Details, by FERC account, of the amounts included in rate base shown on Lines 1 through 3 of Statement C are presented on Schedule C-1.


Schedule C-2 lists work orders included in FERC Account 107, “Construction Work in Progress” and FERC Account 106, “Completed Construction, Not Classified” that are included in Pine Needle’s rate base.  The work orders included on Schedule C-2 are projected to be closed to plant in service during the nine-month period subsequent to the end of the base period.  This schedule provides a project ID number, description, and amount for each work order.



Schedule C-3 requires the presentation of detailed information regarding storage projects owned and storage projects under contract to the company including the costs that are included in FERC Account 101 (Gas Plant in Service, per Schedule C-1, Line 13), and the base and system gas storage quantities and associated costs for the base and test periods.  Pine Needle has no base or system gas and as such, the only relevant information presented on Schedule C-3 relates to Gas Plant in Service.  

Q.
What is contained in Statement D, which supports Pine Needle’s accumulated provisions for depreciation, depletion, amortization, and abandonment?
A.
Statement D, consisting of 3 parts, reflects the amount of accumulated depreciation, depletion and amortization as of the beginning of the base period, the additions and reductions during the base period, and the resulting test period amounts.  The amount included in rate base of ($20,261,097) is shown on Line 3 of Statement B.


Statement D, Part 2 supports the test period accumulated reserve for depreciation. Pine Needle’s depreciable base at the end of the base period, adjusted for estimated additions is $105,384,983. As stated on Statement D, Part 3, Pine Needle does not project any retirements from Gas Plant in Service during the test period. The test period accumulated reserve for depreciation of $2,098,614 is calculated using the depreciation rates contained in Appendix A to the Stipulation and Agreement in Docket No. RP02-407.

Q.
Please explain the contents of Schedule D-1.

A.
Schedule D-1 explains that Pine Needle has not reflected in its depreciation reserve book balance any amounts related to depreciation rates not yet approved by the Commission.

Q.
Please describe the contents of Statement E and Schedules E-1 through E-3. 
A. Statement E details the components of working capital shown in Statement B as part of rate base.  Statement E shows these components in summary form, the supporting details of which are set out in Schedules E-2 and E-3.  As stated on Schedule E-1, Pine Needle is not claiming an allowance for cash working capital in the instant proceeding.



Schedule E-2 shows the amounts claimed in working capital for materials and supplies, stores expense, and non-gas prepayments, for the thirteen months ended January 31, 2006.  The adjusted thirteen-month average balance computed for each of these working capital accounts is recorded as part of the Working Capital presented on Statement E.   As stated on Schedule E-3, Pine Needle has no gas stored underground.

Q.
Please explain Statement F-1.
A.
Statement F-1 is a narrative summary providing Pine Needle’s rationale for the stated rate of return which is required to attract new capital and to allow Pine Needle a reasonable rate of return in light of present economic and regulatory conditions.
Q.
What is contained in Statement F-2?

A.
Statement F-2 shows the capitalization, capital structure, cost of debt, and the claimed return on equity of Pine Needle. Further, Statement F-2 reflects the weighted cost of each capital class based on the capital structure and the overall rate of return claimed for the base period, as adjusted through the end of the test period. 

Q.
Please describe Pine Needle’s proposed capital structure as shown on Statement F-2.
A.
Pine Needle has used its own projected test period capital structure to determine its overall rate of return and return on rate base in this case.  The use of Pine Needle’s own capital structure reflects the practice proposed by Pine Needle and accepted by the Commission in Pine Needle’s initial rate proceeding in Docket No. CP96-52 and continued in its most recent rate proceeding in Docket No. RP02-407. 
Q.
Please describe Pine Needle’s proposed cost of debt as shown on Statement F-2.
A.
The cost of debt as shown on Statement F-2 is supported on Statement F-3. Statement F-3 shows the weighted average cost of Pine Needle’s only debt instrument to be 6.86 percent. In Docket No. CP96-52, the Commission accepted Pine Needle’s proposed financing and required Pine Needle to use its actual cost of debt in calculating rates.  Pine Needle does not expect to issue additional debt instruments, and therefore is proposing to continue to include its actual cost of debt of 6.86 percent in the calculation of its overall rate of return shown on Schedule B.

Q.
Please describe Pine Needle’s proposed cost of equity as shown on Statement F-2.
A.
Pine Needle is claiming a rate of return on equity of 13.60 percent, which is at the median of the range of returns on equity for natural gas pipelines as developed by Pine Needle’s expert witness Dr. Charles E. Olson. 
Q.
Please continue your description of Statement F-2.
A.
Column G of Statement F-2 shows the weighted cost of each capital component, which is derived by multiplying the cost of capital in Column F by the capital ratios in Column E.  The overall after-tax rate of return of 11.01 percent is simply calculated by adding the weighted cost of each capital component.
Q.
Please explain Statement F-4.
A.
Statement F-4 is included to comply with the Commission’s regulations. Pine Needle has no preferred stock capital and projects no such capital for the adjustment period.
Q.
Please explain what is shown in Statement H-1.

A.
Statement H-1 is a summary by FERC account and functional classification of O&M expenses for each month of the base period, the adjustments to such O&M expenses, and the total as adjusted O&M expenses included in Pine Needle’s cost of service.  A detailed narrative explanation of, and the basis and supporting work papers for, each of the 10 adjustments is included in Statement H-1 (Statement H-1, Parts 2 through 11).
Q.
Please briefly describe the O&M expense adjustments, which are detailed in Statement H-1.
A.
Adjustment No. 1, in the amount of ($195,879), eliminates gas imbalance costs included in Pine Needle’s cost of service.

Adjustment No. 2, in the amount of ($9,168), eliminates the base period expense associated with the FERC Annual Charge Adjustment (“ACA”). The Commission has permitted special tracking authority for the ACA expense and, thus, it is excluded from Pine Needle’s cost of service.

Adjustment No. 3, in the amount of ($1,767,606), excludes certain other costs that are tracked by Pine Needle, i.e., the cost of fuel and electric power.

Adjustment No. 4, in the amount of $79,734, reflects Pine Needle’s adjustment to Pension and Benefits due to higher test period labor costs.

Adjustment No. 5, in the amount of $190,196, adjusts Pine Needle’s labor cost to reflect an increase in the direct labor that will be charged to Pine Needle in the test period
Adjustment No. 6, in the amount of $7,500, reflects the annual amount of Pine Needle’s Department of Transportation (DOT) User Fee.  The DOT User fee charged to LNG Storage facilities is determined annually based on its total storage capacity.  Facilities such as Pine Needle with capacity in excess of 500,000 barrels are assessed $7,500 a year.   No DOT User Fees were recorded on Pine Needle’s books during the base period due to a payment error.

Adjustment No. 7, in the amount of $9,000 reflects Pine Needle’s adjustment to its Regulatory Commission expenses in order to capture costs related to the filing of its rate case.  Due to the cyclical nature of such costs, Pine Needle has amortized the estimated total costs over a five-year period.

Adjustment No. 8, in the amount of $66,134 reflects an increase in Pine Needle’s all risks property and excess liability insurance for the test period.

Adjustment No. 9 in the amount of $7,080 reflects an increase in the A&G transferred expense. Consistent with the language in the Construction, Operation and Maintenance agreement between Pine Needle and Pine Needle Operating Company, Pine Needle reimburses Pine Needle Operating Company for its A&G expenses at a rate of 5 percent of the direct labor charged to Pine Needle. Adjustment No. 9 adjusts the A&G amount to equal 5 percent of the total test period labor.
Adjustment No. 10 in the amount of $27,000 reflects a reclassification of an agency fee incorrectly recorded in FERC account 431 to FERC account 921. 

Q.
Please explain what is shown in Statement H-2 and Schedule H-2(1).
A.
Statement H-2 shows the depreciation, depletion, and amortization expense for the base period, the test period adjustments and the total depreciation, depletion and amortization expense, as adjusted.  The proposed depreciation rates shown on Statement H-2 are supported in the testimony of Pine Needle’s witness Mr. Edward Feinstein. Schedule H-2(1) shows the reconciliation of depreciable plant per Statement H-2 and investment in gas plant per Statement C.  
Q.
Pine Needle has included a Statement H-3.  Is Pine Needle a taxpaying entity and if not, explain why it is entitled to an income tax allowance?

A.
On May 4, 2005, the Commission issued a “Policy Statement On Income Tax Allowances” in Docket No. PL05-5-000. The policy adopted by the Commission permits an income tax allowance for all entities or individuals owning public utility assets provided that entity or individual has an actual or potential income tax liability to be paid on income from those assets. As a North Carolina limited liability partnership, Pine Needle is not a taxable entity for income tax purposes. However, 97 percent of its members on an ownership basis have an actual or potential income tax liability on the income from the Pine Needle assets. The Municipal Gas Authority of Georgia, a 3 percent partner in Pine Needle, is a public entity and is not subject to corporate income tax. The ultimate corporate taxpaying entity for each of the member companies is shown on Exhibit No. PN-___ (CH-2).
Q.
How has Pine Needle accounted for the fact that the Municipal Gas Authority of Georgia is not a taxpaying entity?

A.
Pine Needle has reduced the federal and state income taxes by 3 percent for the purpose of designing rates.  This is consistent with the Commission’s decision in CP96-52-000 (75 FERC ¶ 61,121) which found that “because Pine Needle will never incur any liability for the payment of corporate income tax on its earnings applicable to the Municipal Gas Authority of Georgia, Pine Needle should not include in its cost of service any corporate income tax component attributable to the Municipal Gas Authority of Georgia.”
Q.
Please explain the derivation of the federal and state income taxes, shown on Statement H-3.

A.
Statement H-3, consisting of two parts, shows the computation of $3,952,232 in income taxes for the test period.  The return shown on Line 2 is from Statement B, Line 9.  Line 3 reflects the deduction for interest and debt expense, which is calculated by multiplying the weighted-average cost of debt included in the capitalization in Statement F by rate base. Line 4 of Statement H-3, Part 1, shows the taxable portion of the return allowance.
Line 6 shows the Federal income tax allowance computed by using the current Federal corporate income tax rate of 35 percent.  Line 7 reflects the calculation of the state income tax allowance.  The total state income taxes were derived by multiplying Pine Needle’s total taxable income by the North Carolina state income tax rate of 6.90 percent, presented on Statement H-3, Part 2. The total computed federal income tax amount of $ 3,261,607 is shown on Line 11 and the total computed state income tax amount of $690,625 is shown on Line 12. Pine Needle has included only 97 percent of the calculated income taxes in its design of rates to recognize that the Municipal Gas Authority of Georgia has no income tax liability associated with its share of Pine Needle’s earnings. 
Q.
Please explain Schedule H-3(2).

A.
Schedule H-3(2) provides a reconciliation between book depreciable plant and tax depreciable plant as of the end of the most recent calendar year.

Q.
Please explain Statement H-4, Taxes Other than Income Taxes.
A.
Statement H-4 shows taxes other than income taxes which consists of employment, property and sales and use taxes, for the base period and as adjusted for the test period.  The base period property taxes have been adjusted to reflect the actual payments made in 2005.  The base period employment taxes have been adjusted to reflect the increase in labor expense anticipated to occur within the test period.
Billing Determinants and Revenue
Q.        Please provide an overview of the services provided by Pine Needle.

A.
Pine Needle offers services under Rate Schedules LNG-1 and LNG-2.  Rate Schedule LNG-1 provides for firm LNG storage service consisting of the liquefaction, storage, vaporization and delivery of natural gas; and Rate Schedule LNG-2 provides interruptible LNG truck loading service.
Q.
Please describe Statement G and Schedules G-1 through G-4. 

A.
Statement G depicts in summary form, pursuant to the Commission’s Regulations, the revenues and billing determinants for the base period and the base period as adjusted, by account, by type and by rate schedule.

Schedule G-1 sets forth the base period actual revenues and billing determinants by month, by customer and by rate schedule.  Also shown are the actual base period storage injection and withdrawal quantities and revenues.  Schedule G-2 shows the adjustment period revenues, billing determinants and storage injections and withdrawals in a format similar to Schedule G-1.

Schedule G-3 reflects adjustments to the billing determinants.  Pine Needle is not proposing any adjustments to its base period actual billing determinants.

Schedule G-4 is included to comply with the Commission’s Regulations and shows that Pine Needle has no facilities or revenues for which the Company has been placed “at risk” by the Commission. 

Q.
Please describe Schedules G-5 and G-6.

A.
Schedules G-5 and G-6 as required by the Commission’s Regulations reflect any Other Revenues or Miscellaneous Revenues collected by Pine Needle.  Schedules G-5 and G-6 reflect that there were no Other Revenues or Miscellaneous Revenues recorded by Pine Needle for the base period and Pine Needle is not proposing any adjustments for the test period.
Cost Classification and Rate Design
Q.
Please identify, in general, the cost classification and allocation methodologies that Pine Needle used in this filing.

A.
Pine Needle has continued to design its storage service rates utilizing the methodology underlying its current rates, which methodology was approved by the Commission in its order certificating the Pine Needle project in Docket No. CP96-52 and continued in Docket No. RP02-407.  Pursuant to that methodology, Pine Needle assigns 100 percent of its cost of service to the deliverability component of its storage service rates.  Since all of Pine Needle’s storage customers have the same number of days of service (i.e. their capacity is equal to 10 times daily deliverability) it is not necessary to design a separately stated capacity charge.



Further, the LNG-2 storage rates have been designed based on the cost per unit of capacity at a 100 percent load factor utilization.

Q.        Please explain Statement I.

A.    
Statement I sets forth the classification and allocation of a pipeline’s overall cost of service amount into its classes of service. Statement I consists of Schedules I-1 through I-5.  

Q.
Please describe Schedules I-1 through I-3.

A. 
Schedules I-1 through I-3 provide details regarding the function and classification of Pine Needle’s cost of service, and whether or not Pine Needle has zone-based rates. The Pine Needle system consists of a single location storage function that is not zoned. All of Pine Needle’s costs are classified as fixed. Pine Needle’s cost of service is allocated 100 percent to the one firm storage service that it offers.
Q.
Please describe Schedule I-4.

A.
Schedule I-4 shows the costs recorded in FERC Account 858, Transmission and Compression of Gas by Others. Pine Needle has no Account 858 costs.

Q.
What is included in Schedule I-5, Gas Balance?

A.
Schedule I-5 shows Pine Needle’s Gas Account in the form required by FERC Form No. 2 pages 520 and 521. The schedule shows the gas received into and delivered from Pine Needle for the base period.
Q.        Please describe Statement J and its supporting schedules.

A.
Statement J compares the allocated costs for Pine Needle’s storage service to the revenues generated by such service under the proposed rate.  Schedule J-1 is a summary of the billing determinants used to derive Pine Needle’s rates. Schedule J-2 presents the rate design for Pine Needle’s storage service.  The costs used in the design of rates are the functionalized, classified and allocated cost of service reflected in Statement I.
Other Statements

Q.
Please describe Statements L and M.
A.
Statement L reflects Pine Needle’s balance sheet as of the beginning and end of the base period. Statement M, Part 1, is an unaudited Statement of Income and Retained Earnings for Pine Needle for the twelve months ended January 31, 2006.  The notes from Pine Needle’s 2005 FERC Form 2A are presented in Statement M, Part 2.  

Q.
Please explain Statement O.
A.
Statement O contains a description of how Pine Needle designs and operates its system. There have been no major expansions or abandonments since Pine Needle was placed into service.

Q.
Does that conclude your testimony?

A.
Yes.

