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March 4, 2008
Ms. Kimberly D. Bose, Secretary

Federal Energy Regulatory Commission 

888 First Street, NE

Washington, DC   20426


Re:
Saltville Gas Storage Company L.L.C.


Docket No. RP08-___-000

Dear Ms. Bose:

Pursuant to Section 4 of the Natural Gas Act (“NGA”)
 and Part 154 of the regulations of the Federal Energy Regulatory Commission (“FERC” or “Commission”), 18 C.F.R. Part 154 (2007), Saltville Gas Storage Company L.L.C. (“Saltville) hereby files to make changes effective April 1, 2008, in the rates and terms applicable to Saltville’s various services (“Rate Filing”).  A detailed explanation of the rate and tariff changes proposed herein is set forth in this letter and in the testimony submitted herewith.

The Rate Filing has three volumes.  As required by Section 154.4(a), Saltville submits an original and 12 copies of the following:

Volume I

Volume I contains this transmittal letter, including Appendices A through D:
a. Appendix A contains the Statement of Nature, Reasons, and Basis for the Rate Filing.

b. Appendix B contains a table illustrating the changes resulting from the Rate Filing, in compliance with Section 154.7(a)(6) of the Commission’s regulations.
  
c. Appendix C contains clean and redlined versions of the revised tariff sheets, showing all additions and deletions (in compliance with Section 154.201(a)).

d. Appendix D contains the certification required by Section 154.308.

In addition, in compliance with Part 154 of the Commission’s regulations (18 C.F.R. Part 154), this Volume I contains Statements A through J, L, M, and O, together with related schedules and workpapers sufficiently detailed to support the rate changes being proposed herein.

Volume II Contains:

In compliance with Part 154 of the Commission’s regulations (18 C.F.R. Part 154), this Volume II contains Statement P testimony.
Volume III Contains:
The third volume is the CEII Volume with material that includes Critical Energy Infrastructure Information (“CEII”).  Saltville is submitting an original plus two copies of this volume, as opposed to the original and 12 copies of all other materials.  The CEII information is enclosed separately and should be treated as confidential pursuant to Order No. 630, et seq.  This information is marked “CONTAINS CRITICAL ENERGY INFRASTRUCTURE INFORMATION—DO NOT RELEASE” and should be treated as confidential, for use by Commission Staff only and not to be released to the public.  

SUMMARY

This Rate Filing is Saltville’s first rate proceeding.  The Commission, in the order issuing certificates to Saltville, as amended,
 required Saltville to restate its initial rates every year of the “phased” development of the project and required Saltville to file a cost and revenue study in September of 2008.  
Saltville is filing this Rate Filing to satisfy the certificate condition relating to the submission of a cost and revenue study, and to reflect (i) certain changes in costs and revenues from the assumptions underlying the rates approved by the certificate order, as well as (ii) the costs and revenues associated with the acquisition of Spectra Energy Early Grove Company’s storage facility (“Early Grove Facility”) and Spectra Energy Virginia Pipeline Company’s storage facility (“Virginia Storage Facility”) (collectively, the “Virginia Storage Project”).  Given this change in operating capacity as well as the addition of the costs and revenues associated with the Virginia Storage Project during the test period, a comparison of the increase in potential revenues is reflected in Exhibit No. SGS-5, which shows a 35 percent increase in revenue.  As noted in Mr. Gibson’s Prepared Direct Testimony, Saltville is not likely to recover this full amount of revenue due to the fact that most of its customers pay negotiated rates.
Saltville is also proposing a tariff revision to reflect that Saltville will collect fuel through a company use gas and fuel charge rather than through a monetary charge.  
EFFECTIVE DATE (18 C.F.R. § 154.7(a)(3))

Saltville proposes that the rates and tariff modifications proposed herein become effective as of the proposed effective date of April 1, 2008, or the first day of any month at the end of any suspension period.  Saltville requests waiver of Section 154.207 of the Commission’s regulations,
 and any other waivers that may be necessary in order for the Revised Tariff Sheets to become effective as of the proposed effective date, or the first day of any month at the end of the suspension period.
IMPLEMENTATION
Pursuant to Section 154.7(a)(9) of the Commission’s regulations,
 Saltville files this motion to place the revised tariff sheets filed herewith into effect at the expiration of any suspension period set by the Commission, provided that the tariff sheets are approved as filed and without condition.  In the event that the tariff sheets filed herewith are not approved as filed and without condition, Saltville reserves the right to file a later motion to place such tariff sheets into effect.  However, in accordance with Section 154.206,
 Saltville reserves the right to file whatever motion is necessary to ensure that the suspended rates placed into effect at the end of the suspension period reflect the impact of any intervening tariff filings that the Commission has accepted.

COMPLIANCE WITH ELECTRONIC REQUIREMENTS AND ORDER NO. 568
In accordance with Rule 201l(b) of the Commission's Rules of Practice and Procedure, 18 C.F.R. § 385.201l(b), Saltville is filing the proposed tariff sheets on a 3 ½ -inch diskette with the file name TF030408.ASC.  In compliance with Section 154.201(a) of the Commission's regulations, 18 C.F.R. § 154.201(a), Saltville is filing an original and twelve copies of a marked version of the proposed tariff sheets, showing additions to and deletions from the currently effective tariff.  In compliance with Section 154.4,
 the two compact diskettes labeled “Saltville – Rate Case Filing,” contain the electronic version of this Rate Filing.

POSTING/SERVICE (18 C.F.R. §§ 154.2(d), 154.207 and 154.208)

Copies of this Rate Filing are being posted in accordance with Section 154.207 of the Commission’s regulations, 18 C.F.R. §154.207.  In accordance with Section 154.208 of the Commission’s regulations, 18 C.F.R. §154.208, copies of this Rate Filing are being mailed or, if requested, transmitted by electronic mail to all affected customers of Saltville and interested state commissions.

WAIVERS (18 C.F.R. § 154.7(a)(7))

While Saltville knows of no other waivers that are necessary to permit this Rate Filing to become effective as requested (in addition to the requested waiver of Section 154.207 of the Commission’s regulations), Saltville respectfully requests that, should the Commission determine that any additional waivers are required, the Commission grant such waivers as are necessary to make this Rate Filing effective as requested.

COMMUNICATIONS AND SERVICE (18 C.F.R. § 385.203(b)(3))

All correspondence and communications regarding this Rate Filing should be addressed to the following:

	*Gregg E. McBride

Vice President of Rates and

Economic Analysis

Lisa A. Moore

Director, Rate Strategy

Saltville Gas Storage Company L.L.C.

5400 Westheimer Court

P.O. Box 1642

Houston, Texas  77251-1642

(713) 627-5319

gemcbride@spectraenergy.com

	Richard J. Kruse
Vice President, Rates and Regulatory Affairs, and Chief Compliance Officer
Spectra Energy Transmission, LLC
5400 Westheimer Court

P.O. Box 1642

Houston, Texas  77251-1642

(713) 627-5368
rjkruse@spectraenergy.com


	Henry S. May, Jr.
*Anita R. Wilson
James E. Olson

Vinson & Elkins L.L.P.

1455 Pennsylvania Avenue, NW
Suite 600
Washington, DC  20004-1008
(202) 639-6776
awilson@velaw.com

	Christine M. Pallenik, Esq.

Associate General Counsel

Saltville Gas Storage Company L.L.C.

5400 Westheimer Court

P.O. Box 1642

Houston, Texas  77251-1642

(713) 627-5241
cmpallenik@spectraenergy.com



*
Persons designated to receive service pursuant to Rule 2010 of the Commission’s Rules of Practice and Procedure.

If you have any questions related to these matters, please contact the undersigned at 713-627-5319.

Respectfully submitted,


/s/   Gregg E. McBride


Gregg E. McBride

Vice President of Rates and Economic Analysis

Saltville Gas Storage Company L.L.C.

March 4, 2008
Attachments

APPENDIX A

STATEMENT OF NATURE, REASONS AND BASIS 

Appendix A

Statement of Nature, Reasons and Basis

In accordance with Section 154.7(a)(6) of the Commission’s regulations,
 Saltville hereby provides a statement of the nature, reasons and basis for the instant Rate Filing.

On November 10, 2003, in Docket No. CP04-13-000, Saltville filed an application with the Commission requesting authorization to construct, own, operate and maintain natural gas storage facilities.  The Commission issued Saltville a certificate of public convenience and necessity in an order dated June 14, 2004.
  Following a compliance filing and request for rehearing, the Commission issued an order amending Saltville’s certificate on November 22, 2004.
  By the June 14 Order and November 22 Order, the Commission approved Saltville’s tariff and Saltville’s rates.  This Rate Filing (i) satisfies the requirement that Saltville make a rate review filing by September 2008 pursuant to the Commission’s November 22 Order,
 and (ii) reflects the additional costs and revenues associated with the Virginia Storage Project.

Base Period and Test Period
This Rate Filing utilizes “base period” data taken from Saltville’s books and records for the 12 months of actual experience from December 1, 2006 to November 30, 2007, as adjusted through the adjustment period ending August 31, 2008 (the end of the test period).  Test period adjustments allow the proponent of the rate change to adjust base period data for changes which are known and measurable with reasonable accuracy and which will become effective by the end of such test period.  
The most significant adjustments to the operating and maintenance expenses are: (1) the inclusion of costs related to the acquisition of the storage assets of Spectra Energy Virginia Pipeline Company (“Virginia Storage”) and Spectra Energy Early Grove Company (“Early Grove”); (2) the elimination of costs as a result of the sale of Saltville’s evaporator plant and associated assets; (3) changes to the Spectra Energy corporate structure and cost increases related to Saltville’s operations; (4) the elimination of compressor fuel costs in conjunction with the establishment of a company use gas and fuel charge, as explained by Mr. Gregg E. McBride in his Prepared Direct Testimony; and (5) revisions to certain of the intra-company cost allocation methodologies used by a number of departments within Spectra Energy Corp.  

The most significant adjustments to the cost of plant are: (i) the acquisition of the storage assets of Virginia Storage and Early Grove, (ii) projected costs associated with the addition of a new meter station at Chilhowie to support deliveries into the system of East Tennessee Natural Gas L.L.C. and (iii) projected costs to reflect the addition of base gas at Saltville.
Rates

Statements A and J of this Rate Filing reflect a cost-of-service of $29,359,600, which, as shown on Schedule J-2, yields a maximum recourse rate for storage service under Rate Schedules FSS as follows: Space Reservation Charge (annual) of $1.067/Dth, Withdrawal Reservation Charge (monthly) of $2.428/Dth, Injection Reservation Charge (monthly) $4.877/Dth, and a Withdrawal and Injection Usage Charge $0.088/Dth, and under Rate Schedule ISS, ILS and IPS as follows: Storage Capacity Charge (monthly) of $0.377/Dth plus a Withdrawal and Injection Usage charge of $0.088/Dth, when the proposed billing determinants and other rate design parameters are factored into the design of the rate.  
Revenues and Billing Determinants

Statement G, sponsored by Mr. Joe A. Payne in his Prepared Direct Testimony, shows that the revenue requirement for this Rate Filing is approximately $29 million.  Given the change in operating capacity as well as the addition of costs and revenues attributable to the Virginia Storage Project during the test period, a comparison of the increase in potential revenues is reflected in Exhibit No. SGS-5, which shows a 35 percent increase in revenue.  As noted in Mr. Gibson’s Prepared Direct Testimony, Saltville is not likely to recover this full amount of revenue due to the fact that most of its customers pay negotiated rates.
The billing determinants are being adjusted to reflect changes in the contractual entitlements.  These changes include the expiration of certain contracts, new contracts, and projected sales of capacity, explained by Mr. Patrick T. Gibson in his Prepared Direct Testimony, during the base and test period.  The billing determinants are also being adjusted to reflect the acquisition of the Virginia Storage Project.  Finally, Saltville is projecting less interruptible revenue to reflect a downward trend in the usage of Saltville’s interruptible services.

Treatment of Early Grove Facility and the Virginia Storage Facility
Saltville adjusts its cost of service to include the costs and revenues related to the acquisition of the Virginia Storage Project.  As Mr. Patrick T. Gibson testifies, the Virginia Storage Project will improve service to those who had previously been customers of the Early Grove and Virginia Storage Facilities, as well as to pre-existing customers of Saltville.  The Virginia Storage Project will result in increased reliability and operational flexibility for the customers of all three facilities due to the pooling of storage capability and the streamlining and simplification of the nomination, scheduling, and delivery processes.  Since the Virginia Storage Project will result in only one regulated entity and one tariff for the three storage facilities, the Virginia Storage Project will simplify customer contracting, account management, rate structures, service, and the accounting, legal, and regulatory processes.

Capital Structure

In accordance with Commission precedent Saltville will use the capital structure of its indirect parent, Spectra Energy Partners, LP (“SEP”).
  SEP’s projected total capitalization, as adjusted, of $1,804,936,154 is comprised of $687,287,500 of long-term debt, and $1,117,648,654 of equity.  The resulting debt to equity ratio of SEP’s projected capitalization is approximately 38 percent debt to 62 percent equity.  As Mr. Gregg E. McBride explains in his testimony, since Saltville will be a wholly-owned, indirect subsidiary of SEP and Saltville does not issue its own debt, it is therefore appropriate consistent with Commission policy for Saltville to use the capital structure and cost of debt of SEP for purposes of calculating rates.

Rate of Return
Saltville proposes a rate of return on equity of 13.5 percent.  Factoring in Saltville’s proposed capital structure and cost of long term debt of 6.27 percent, Saltville’s proposed overall rate of return is 10.75 percent.  In his testimony, Mr. Robert B. Hevert provides a range of reasonable rates of return on equity by examining a group of five proxy companies engaged in natural gas storage, the same line of business as Saltville.  Using the discounted cash-flow methodology, Mr. Hevert demonstrates that a return on equity of 13.5 percent is well within the zone of what the Commission considers just and reasonable.  In this regard, Mr. Hevert establishes that the range of reasonableness for the cost of equity for the set of gas storage proxies is 12.54 percent to 14.34 percent, with a mean of 13.54 percent, and a median of 13.52 percent and a midpoint of 13.44 percent. 

Tariff Changes
Saltville is proposing to add a company use gas and fuel charge to its tariff that will recover company use gas and fuel, in kind.  Saltville has not historically had a separate charge for company use gas and fuel but has instead included such costs as operating and maintenance expenses.  Adding the company use gas and fuel charge thus is economically no different for customers, but Saltville is proposing to do so for two reasons.  First, it will increase the transparency of the company use gas and fuel.  Second, it will promote efficiency by encouraging Saltville to economize its company use gas and fuel, thereby potentially reducing overall costs for customers. 
APPENDIX B

CHANGES RESULTING FROM FILING

Appendix B

Changes Resulting from Filing

The following table (in compliance with 18 C.F.R. § 154.7(a)(6)) sets forth a quantified summary comparing the cost of service, rate base and throughput (rate design determinants) underlying the rates proposed in this Rate Filing, as compared to the same information from Saltville’s last rate proceeding in Docket No. CP04-13.

	
	This Filing
	CP04-13

	Cost of Service
	$29,359,600
	$16,794,651

	Rate Base
	$103,128,350
	$86,267,462

	Throughput
	
	

	     MSQ
	5,562,000 Dth
	4,929,000 Dth

	     MDWQ
	306,821 Dth/d
	411,000 Dth/d

	     MDIQ
	152,742 Dth/d
	205,000 Dth/d

	     Injection/ Withdrawal Usage
	17,478,950 Dth
	19,716,000 Dth


The following table (in compliance with 18 C.F.R. § 154.7(a)(8)) compares the storage rates proposed in this Rate Filing to the last underlying rates found by the Commission to be just and reasonable. 

	
	This Filing
	CP04-13

	Space Reservation (annual)
	$1.607
	$1.020

	Withdrawal Reservation (Monthly)
	$2.428
	$1.019

	Injection Reservation (Monthly)
	$4.877
	$2.043

	Withdrawal Usage
	$0.088
	$0.061

	Injection Usage
	$0.088
	$0.061


Subsumed in the above is the impact of the Virginia Storage Project.  Given the change in operating capacity as well as the addition of costs and revenues associated with the Virginia Storage Project during the test period, a comparison of the increase in potential revenues is reflected in Exhibit No. SGS-5, which shows a 35 percent increase in revenue.  
APPENDIX C

REVISED TARIFF SHEETS

APPENDIX C

Revised Tariff Sheets

(Proposed Effective Date: April 1, 2008)

(continued on next page)

APPENDIX C

Revised Tariff Sheets

(Proposed Effective Date: April 1, 2008)

(continued from previous page)

APPENDIX D
CERTIFICATION

CERTIFICATE OF SERVICE

I hereby certify that I have served this Rate Filing (other than the CD and CEII Volume) upon all affected customers of Saltville Gas Storage Company L.L.C. and interested state commissions.

Dated at Houston, Texas, this 4th day of March, 2008.

/s/  David A. McCallum


David A. McCallum
On behalf of
Saltville Gas Storage Company L.L.C.

DC 742952v.8








� 	5 U.S.C. §717c.


� 	18 C.F.R. § 154.4(a) (2007).  In accordance with Section 154.302(b) of the Commission’s regulations, 18 C.F.R. § 154.302(b), Saltville is providing the Director, Office of Energy Market Regulation, with a copy of its 2006 FERC Form No. 2. 


� 	18 C.F.R. § 154.7(a)(6) (2007). 


� 	18 C.F.R. § 154.201(a) (2007).


� 	18 C.F.R. § 154.308 (2007).


� Saltville Gas Storage Company L.L.C., 109 FERC ¶ 61,200 (2004).


� 	18 C.F.R. §154.207 (2007).


� 	18 C.F.R. § 154.7(a)(9) (2007).


� 	18 C.F.R. § 154.206 (2007).


� 	18 C.F.R  § 154.4 (2007).


� 	18 C.F.R § 154.7(a)(6) (2007).


� 	Saltville Gas Storage Company L.L.C. 107 FERC ¶ 61,267 (2004) (“June 14 Order”).


� 	Saltville Gas Storage Company L.L.C., 109 FERC ¶61,200, at P 24 (2004) (“November 22 Order”).


� 	November 22 Order at P 24.


� 	The Virginia Storage Project includes the Spectra Energy Early Grove Company’s storage facility (“Early Grove Facility”)and Spectra Energy Virginia Pipeline Company’s storage facility (“Virginia Storage Facility”).


� 	SEP will acquire the ownership interests in Saltville from Spectra Energy Corp prior to the end of the test period.


� 	See, Transcontinental Gas Pipe Line Corporation, 84 FERC ¶ 61,084, at pp. 61,417-18 (1998) (Opinion No. 414-A).
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