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Explanatory Text

As required by Ordering Paragraph (F) of the certificate order issued  to Alliance Pipeline L.P. (“Alliance”) by the Federal Energy Regulatory Commission (“Commission”) on September 17, 1998, in Docket Nos. CP97-168-000, et al., this cost and revenue study is submitted to justify the existing recourse rates set forth in Alliance’s FERC Gas Tariff.  The study has been prepared in accordance with the requirements of the Commission’s regulations at 18 C.F.R. §154.313.  Consistent with 18 C.F.R. §154.303, this study is based on Alliance’s cost of service for the 12 months ending December 31, 2002, as adjusted for known and measurable changes.  

The study supports a cost of service of at least $328.4 million.  This compares with imputed revenues of approximately $319.5 million, derived by applying the existing maximum recourse rates to the approved recourse rate design capacity of 1,513 MMcfd, as adjusted by the thermal conversion factor set forth in Alliance’s FERC Gas Tariff.  Accordingly, a  revenue deficiency of at least $8.9 million results.  Alliance is not seeking to increase the maximum recourse rates but requests that the Commission find that this filing justifies continued use of the existing recourse rates.

Set forth below is a brief summary of the schedules and statements required by 18 C.F.R. §154.312, as well as additional information describing the basis for the adjustments to base period costs.  The instant explanatory text, along with the letter of transmittal, the submitted statements and schedules, and the prepared testimony included in Statement P, constitute Alliance’s justification for the continued use of the existing recourse rates.

Schedule A – Sets forth a summary of the cost of service for the 12 month period ending December 31, 2002, as adjusted, developed from the supporting schedules.  The cost of service includes operation and maintenance costs, depreciation expense, taxes, and return.  Adjustments to base period costs included in the cost of service are addressed below.  The cost of service totals $328,418,296.   Because Alliance performs only transportation service, the entire cost of service is functionalized as transmission.
Schedule B – Sets forth the overall gas utility rate base of $1,549,094,627.  All of the rate base is functionalized as transmission.  Applies the rate of return of 9.44% developed at Schedule F to the rate base to derive a claimed return allowance of $146,234,533.  Schedule B-1 sets forth the monthly book balances and adjustments to accumulated deferred income taxes, deducted from rate base.  Schedule B-2 is not included because Alliance is not seeking recovery of any regulatory assets or liabilities.
Schedule C – Sets forth the cost of plant as of the end of the base period, as adjusted.  The adjusted cost of plant reflects the cost of known and measurable plant additions which include compressor station upgrades, wetland restoration, and certain other minor maintenance capital projects, all of which are the subject of currently initiated projects.  As noted, the entire cost of plant is functionalized as transmission.
Schedule D – Sets forth the accumulated provision for depreciation.  
Schedule E – Sets forth total working capital of $34,480,403, which reflects the average thirteen-month balance for the period ended December 31, 2002.  A study supporting the cash working capital allowance is provided as work papers at Schedule E-1 and the supporting details are provided on Schedule E-2.
Schedule F – Shows claimed rate of return of 9.44%.  The assumed annual return on equity is 14.0%, as approved for the recourse rates by the Commission in the September 17, 1998 certificate order.  Utilizes a cost of debt of 6.93%, which reflects the base period cost of debt, adjusted for known and measurable changes, including an expected May 2003 $300 million bond issuance, carrying an effective interest rate of 6.10%, including issue costs, to replace current floating rate debt.  Utilizes a capital structure of 64.47% debt and 35.53% equity, which reflects Alliance’s actual debt leverage as of December 31, 2002, as shown on the balance sheet contained in Alliance’s FERC Form No. 2. 
Schedule G – Sets forth, in summary form, base period revenues and billing determinants, including capacity release transactions.  Base period revenues reflect Contracted Capacity of 1,325 MMcfd, adjusted to a Dth basis by the thermal conversion factor, and negotiated rates.  Also sets forth a summary of adjustment period revenues, which reflect the revised negotiated rates that became effective January 1, 2003, as well as the approved recourse rate billing determinants of 1,513 MMcfd.  Finally, Schedule G reflects an amount for unrecovered revenues representing the difference between base period, as adjusted negotiated rate revenues, and the revenues that would result from applying the existing recourse rates to the 1,513 MMcfd, adjusted to a Dth basis by the thermal conversion factor.  Total base period revenue, as adjusted is $319,494,718. 

Schedule G-1 –Sets forth the customer detail for the information summarized on Schedule G.  

Schedule H – Sets forth gas operation and maintenance expenses according to each applicable account of the Commission’s Uniform System of Accounts for Natural Gas Companies.  This schedule also sets forth certain known and measurable adjustments to as-booked expenses and total adjusted operation and maintenance expenses claimed.   The known and measurable adjustments are discussed below:

An adjustment of $252,247 is included for salary increases that were approved by the Compensation Committee of the Alliance Pipeline Inc. Board of Directors and which became effective April 1, 2003.  This item consists of: (i) salary adjustments for direct employees of Alliance Pipeline Inc.; and (ii) salary adjustments for employees of Alliance Pipeline Ltd. who perform services for Alliance Pipeline Inc.  The latter portion of the adjustment consists of only the portion of the total salary adjustment applicable to Alliance Pipeline Inc. 

An adjustment is included to reflect initiation of regular overhauls of Alliance’s mainline compressor facilities.  Proper maintenance requires such major overhauls to be undertaken at prescribed operating time milestones for all units.  Alliance’s fleet of compression units will begin reaching the initial milestones in 2003.  Alliance has an established maintenance program which prescribes a schedule for such overhauls.  That schedule requires this maintenance routine to be applied to between two and three units each year.  Accordingly, the base period O&M amounts have been adjusted by $ 2.3 million, representing the overhaul of two units, reflecting the applicable vendor’s contractual rates.

Schedule H-2 – Sets forth the gas plant depreciation, depletion and amortization, by functional classification for the 12-months ended December 31, 2002, as adjusted.

Schedule H-3 – Sets forth computation of allowance for federal and state income tax, based on the claimed return of 9.44% applied to the overall gas utility rate base, as per Schedule B.  Calculated using a combined federal and state tax rate of 40.64%.  The state tax component reflects a composite state income tax rate of 5.64%.

Schedule H-3(1) – Sets forth a reconciliation between book depreciable plant and tax depreciable plant and accumulated provision for deferred income taxes, for the base period, as adjusted.

Schedule H-3(2) – Sets forth the calculation of the composite state income tax rate.

Schedule H-4 – Sets forth a summary of taxes other than federal or state income taxes, including ad valorem, state franchise, social security, and state sales taxes, for the base period, as adjusted.  Shows expensed and accrued tax expenses per books for the base period and an adjustment of $721,676 to ad valorem property taxes to reflect the impact of an additional year of the transition from an initial cost-based tax to a combination cost-based and capitalized income-based tax.   
Statement I – Not included because: (i) all costs are fixed; (ii) Alliance provides no sales service; (iii) Alliance provides no services at market based rates; (iv) Alliance has no rate zones and does not propose to establish zones; (v) all of Alliance’s costs are allocated to Rate Schedule FT-1; (vi) Alliance has not provided service under Rate Schedule IT-1 since it commenced commercial operations and does not anticipate providing any such service in the adjustment period (and revenue, if any, would be credited to shippers); and (vii) Alliance incurred no Account 858 costs.
Statement J – Compares the total revenues, as adjusted, from Schedule G of $319,494,718, with the cost of service on Schedule A of $328,418,296.  Reflects a revenue deficiency of $8,923,578.   Schedule J-1 provides a summary of all billing determinants used to derive the recourse rates.  Schedule J-2 shows  the derivation of each rate component of each recourse rate for Rate Schedules FT-1 and IT-1.
Statement L – Balance sheet in the form prescribed by Commission’s Uniform System of Accounts as of the beginning and end of the base period.

Statement M – Income statement in the form prescribed by Commission’s Uniform System of Accounts for the base period.

Statement O – Provides a description of Alliance’s operations, including a description of how Alliance designs and operates its system.  There have been no significant changes to Alliance’s operations since the company filed its last FERC Form No. 2.  There have been no major expansions or abandonments since the Alliance system was placed into service on December 1, 2000. 

Statement P – Explanatory Text and Prepared Testimony

The foregoing discussion constitutes Alliance’s Explanatory Text. Alliance’s prepared testimony is attached hereto.  As noted in the cover letter to the instant filing, this is a rate justification filing.  If Alliance’s rates were to be set for review in an NGA Section 5 proceeding, the proponent of change would bear the burden of proof and the burden of going forward.  In that instance, Alliance would have the opportunity to file testimony answering and rebutting the case put on by the proponent of change.  Alliance expressly reserves all of its rights in that regard.
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