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Summary of the Prepared Direct Testimony of Jay White
Mr. White is the Vice President, Marketing for Ts@lanada, U.S. Pipelines. His
testimony provides a broad overview of ANR Pipel@g@mpany’s (“ANR”) system and why this
rate filing is required at this time. To that e, White explains when ANR’s rates were last
reviewed and provides a summary of the industry raadket changes that have occurred since
the last rate case. Mr. White then discusses igmfisant commercial and business risks that
ANR faces going into the future as a result of ¢heBanges. Finally, Mr. White introduces

ANR'’s other withesses.
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Glossary of Terms

ANR ANR Pipeline Company

Bcf Billion cubic feet

Commission Federal Energy Regulatory Commission

Lebanon Lateral The jointly-owned lateral extending from Glen Karn, Indianato
Lebanon, Ohio

LDC Local distribution company

NGA Natural Gas Act

ROE Return on equity

SE Area Southeast Area

SE Mainline Southeast Mainline

SW Area Southwest Area

SW Mainline Southwest Mainline

Tcf Trillion cubic feet
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
ANR Pipeline Company ) Docket No. RP16 - -000

Prepared Direct Testimony of Jay White

What is your name and business address?

My name is Jay White. My business address is TWanada Corporation, 700 Louisiana
Street, Houston, Texas 77002.

What is your occupation?

| am the Vice President, Marketing for TransCanad&5. Pipelines. | am filing
testimony on behalf of ANR Pipeline Company (“ANR”)

Please describe your educational background angour occupational experience as
they are related to your testimony in this proceedhg.

| graduated from the University of Oklahoma in 199€h a Bachelor of Science degree
in Meteorology. | continued my education at thevdrsity of Oklahoma, graduating in
May 2001 with a Masters Degree in Business Admmaigin. | have been employed
with TransCanada since May 2003 in several postioncluding Business Analyst,
Manager of Pricing, Manager of Pricing and AnalysiBirector of Business

Development, Director of Marketing, and my curremtle as Vice-President of
Marketing. My responsibilities include ANR revenugeneration and financial

performance, relationship management, and the ifc@tion and development of

commercial opportunities on the ANR system.

Have you ever testified before the Federal Enegg Regulatory Commission
("*Commission”) or any other energy regulatory commssion?
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No.

What is the purpose of your testimony in this poceeding?

| provide a broad overview of ANR’s system, a higlel description of the current
market situation facing ANR, and a description e tmajor components that underlie
this filing. 1 also introduce ANR'’s other witnesse

Please generally describe the ANR system.

ANR is a corporation organized and existing urithe laws of the State of Delaware, and
has its principal place of business at 700 Lousidtreet, Houston, Texas, 77002. ANR
is a “natural-gas company” as defined by the Nat@as Act ("NGA”), 15 U.S.C.

§ 717a(6), and is engaged in the business of toaisg natural gas in interstate
commerce, subject to the jurisdiction of the Coniois.

ANR'’s system consists of approximately 9,400 mdépipeline and nearly 216
billion cubic feet (“Bcf”) of storage, and delivensore than 1 trillion cubic feet (“Tcf”)
of natural gas annually, with a peak-day deliveapacity of more than 6 BcfANR's
facilities include two main pipelines: the Southtvs&inline (“SW Mainline”), which is
the oldest portion of the ANR system entering sErn 1949, extending from Texas
north through Oklahoma, Kansas, Missouri, lowandis and into Wisconsin with a
segment extending through Indiana and into Michigand the Southeast Mainline (“SE
Mainline”), which originally went into service in956, extending from Louisiana north
through Arkansas, Mississippi, Tennessee, Kentultidiana, Ohio, and into Michigan.
A segment of pipeline through northern Indiana,dland Michigan connects the two
main branches. Broadly speaking, the ANR systemMistorically been divided into

five major areas: two traditional production arghe Southwest Area (“SW Area”) and
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the Southeast Area (“SE Area”); one traditional keararea, the Northern Area; and the
SW Mainline and SE Mainline, which historically k&d the two traditional production
areas to the traditional market area.

ANR currently utilizes its capacity to connect e¢xig markets in its traditional
market area, the Northern Area, as well as emengatgnarkets in and near Louisiana,
with traditional supply in Texas, Oklahoma, and @f Coast region, as well as newer
supply to ANR from Canada, the Rocky Mountains, &mel Appalachian and other
unconventional production areas. Through its noegrinterconnections with other
major interstate pipelines, ANR provides firm anterruptible transportation and storage
service to a vast number of customers across stesywith the majority of deliveries in
its traditional service area in the Northern Araad to emerging markets in the Gulf
Coast region.

When were ANR'’s rates last reviewed?

With the exception of certain incremental ratess particular projects, and rates for new
services implemented after November 1, 1997, ANRigent rates for service were
established as part of a settlement of its laseigdrNGA section 4 rate case in 1997,
nearly twenty years ago.

Please explain what prompted ANR to propose a ta change at this time.

It has been over 22 years since ANR filed itst leate case. During that time, ANR’s
shippers have enjoyed rate and service stabililpder TransCanada’s ownership since
2007, ANR has proactively managed and operatedpipeline in a manner that has
preserved that rate and service stability, postigpias long as possible the necessity to

file to change its base transportation and storatgss.
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As discussed below, and as explained in considerdbtail by other ANR
witnesses, ANR is proposing a rate change at thme tbecause of transformational
industry developments since the implementationhef last rate change nearly twenty
years ago. ANR'’s rates have not been reset sheEedstructuring of the natural gas
industry in the early 1990s. The industry has geanin significant ways during the
intervening twenty years. The market evolutionjomaupply basin shifts, changes to
ANR'’s customer and contract profile, and the resglimpacts on ANR’s operations
have together given rise to the need to adjust ANEXisting rate zone structure and
rates. Moreover, as a result of these changes, @\bjperation of its system has likewise
evolved and ANR has been required to make largeéataxpenditures to modernize its
system to ensure continued safe and reliable se\far its customers. These market
changes and related capital expenditures haveedsnl ANR’s actual realized return on
equity (“ROE”) dipping to approximately three pemtén the last three years.

In addition to your proposed rate-related changs, is ANR proposing any changes to
its transportation and storage services?

No, ANR has elected to focus this filing on aglsking its ongoing under-recovery of
costs that is a result of the circumstances | hdertified above and that are described
more fully in my testimony and in the testimony sutted in ANR'’s filing. ANR’s
preference is to focus strictly on the financiatemstance of the pipeline, rather than
reconfiguring services and associated flexibilitieat customers have enjoyed for over
twenty years.

Can you briefly describe the current market situation ANR faces?

Yes, as described in greater detail by ANR wsshd@owne, the natural gas market has

undergone a series of transformative changes the¢ Isignificantly affected where
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ANR’s natural gas supply is sourced, and have adsolted in the development and
expansion of markets in non-traditional market arserved by ANR. These changes
originally included a significant increase in natugas supply into ANR from non-
traditional sources such as Western Canada andRaleky Mountains, and have now
evolved to include Appalachian and other unconweesatli production areas while supply
from ANR’s traditional supply sources, off shorelfzaf Mexico and SW Area receipts,
have declined. This significant development of rge@graphical sources of supply led
originally to the construction of new and expangbgoeline capacity to export supply
from the Rockies eastward and has evolved to ieckubstantial pipeline development
and expansions into and within ANR’s traditional rket area. Furthermore, as
explained in greater detail by ANR witness Townr®argging supply mixes, particularly
the introduction of massive shale production in kharcellus and Utica shale basins,
have resulted in changing market centers as twadilly supply-short areas, such as the
Northeast, become supply-long, and declining offshmroduction and new demand has
resulted in the development of an emerging net atarkand near Louisiana, which has
traditionally been a supply-long region. As disagsdy ANR witnesses Bennett and
Towne, the increase in domestic natural gas pramluceduces the need for storage-
sourced supply to meet winter peak demand requinesneFurthermore, nearly 1 Tcf of
U.S. underground storage working gas capacity lees ladded since ANR'’s last rate
case. The combination of these factors has pudiderable pressure on the demand for,
and value of, long-term storage. The majority &ff&s storage contracts expire over the
next several years leaving ANR exposed to the &trakc challenges present in the

storage market.
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In general, how have the market changes that havtaken place over the last twenty
years affected ANR?

These tremendous changes have had profound impacANR’s current business and
operations. These impacts include but are notdunto: significant flow changes on
ANR’s system (including flow reversals); increaspgbeline competition in ANR’s
Northern Area markets resulting in increased trartgpion service discounting; low
transportation values on ANR’s SW Mainline as aultesf increased production in the
Marcellus/Utica regions in combination with incress demands from exports to
Mexico; changes to ANR’s customer portfolio and hthwse customers utilize ANR
services; decreased requirement for ANR’s long-tstonage services and, as a result, a
devaluation of its long-term storage rates; disoupbdf certain long-standing third-party
transportation arrangements to the point whereetlasangements are no longer viable;
and the need for ANR to modernize its system totrtia® new operating parameters
brought about by these market changes. | disads @& these below.

Can you describe the most significant flow chages that have occurred?

As ANR witness Towne details, receipts betweemiEe, Louisiana and Defiance, Ohio
on the SE Mainline have substantially increased|ewdeliveries on this segment have
substantially decreased, which is a transformatichange since ANR’s last rate case
filing. This has supported continued developmdrihe SE Area market that is defined
by a highly competitive natural gas transportatioarket supported by large pipeline
infrastructure capacity. The development of UNMarcellus supply and the new
emerging market demand in and near Louisiana esbirdt significant demand for north-
to-south transportation on the SE Mainline, inahgdisupport for ANR’s Southeast

Mainline System Reversal Project. In addition, AMRs expanded and modified its
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Lebanon Lateral facilities to enable east-to-wést$ into the SE Mainline in order to

accommodate new Appalachian supplies. As a re8NR secured nearly two Bcf a day
of firm natural gas transportation commitmentstsrSE Mainline at maximum rates for
an average term of 23 years. Nevertheless, assssdun more detail by ANR witnesses
Carpenter and Bennett, this fact does not mitidggiger risks and challenges that ANR
continues to face in an environment defined moem thver by increasing competition,
energy price volatility, and greater requirememtsreet its firm obligations safely and
reliably.

Please discuss the increased pipeline competiidhat has been built into ANR'’s
Northern Area markets.

As discussed in greater detaill by ANR witnesdasvne and Carpenter, ANR’s
traditional market areas have seen increased cdmpetfrom capacity additions
transporting Canadian supplies into the ANR North&rea in northern lllinois and into
Wisconsin and Michigan. Moreover, ANR was impachgdnew pipeline construction
that traversed its traditional Northern Area marketluding Guardian Pipeline, L.L.C.
and Vector Pipeline L.P.

Are there any new pipeline projects being builinto ANR’s Northern Area market?

Yes, two new pipeline projects, Spectra Enerdyexus Gas Transmission Project and
Energy Transfer Partners’ Rover Pipeline Project, @anned to directly compete with
ANR in ANR’s market area. As ANR witness Bennetplains, these two new projects
alone will provide an additional 4.75 Bcf/d of ieonental capacity to directly compete
into ANR’s Northern Area. This will significantlseduce ANR’s transportation value to
markets in the Northern Area while also displacexisting deliveries into the Midwest

region.
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How has ANR’s SW Mainline been affected by thesmarket changes?

As discussed in greater detail by ANR witnesilBdt, ANR’s SW Mainline has been
significantly affected by the increased productiorthe Utica/Marcellus basins which
has severely depressed the value of transportatiothe SW Mainline to the Northern
Area. Coupled with increasing demand for expastdiexico from the Waha Hub in

Texas, this will further reduce volumes availaldelie SW Mainline. As a result, ANR

lacks competitively priced production to fill in@&ng available capacity on the SW
Mainline, resulting in further decontracting. Cegsently, ANR faces significant

business risk from future capacity expirations co@th with very low transportation

values.

Have these market changes impacted ANR’s customeprofile and associated
shipper credit risk?

Yes, as discussed by ANR witness Towne, hisatlficANR’s customers were largely
local distribution companies (“LDC"), with minimalemand for transportation services
by natural gas-fired generation facilities and ratgas producers. However, the natural
gas market changes discussed above have resultedjan changes to ANR’s overall
customer profile. In particular, ANR’s SE MainlinBystem Reversal Project is
underpinned by natural gas producers, whose demamiige LDC demand, are not
seasonally variable. As ANR witness Bennett disessthe current customer makeup on
the SE Mainline for southbound flows is 99.7 petgaoducers and 0.3 percent LDC/end
users. Additionally, as discussed by ANR witned8esnett and Carpenter, the recent
increase in energy price volatility has affectedducers more than others, resulting in an
increased risk for ANR due to those shippers’ emglvcredit challenges. As ANR

witness Carpenter demonstrates, ANR has amongshigiest exposure to producer
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shippers, and given the significant financial puessshale gas producers are currently
facing, ANR has less protection from long-term caats than other peer pipelines. As a
result, ANR faces comparatively higher businedsthsan its peer pipelines.

Has ANR’s firm storage service been devalued byhese market changes and
increased competition?

Yes, ANR'’s storage service in its market areacreasingly sold on a shorter-term basis
at discounted rates resulting in a significant dleatgon in ANR’s long-term storage
capacity. As discussed by ANR witnesses Bennett@arpenter, ANR faces a rapidly
increasing amount of unsubscribed storage capaniits system, with more than half of
its contracted storage capacity expiring in thetrsxveral years as a result of the
dynamics discussed by ANR witnesses Towne and BenAelditionally, the declining
intrinsic and extrinsic value of storage resultsnarily from two concurrent trends: first,
increased domestic production that reduces the faredtorage to meet winter peak
demand, and second, the significant build in stiagentory capacity. As ANR witness
Carpenter explains, ANR faces considerable busings#n its storage market as a result
of these market changes coupled with the fact ANIR obtains a greater fraction of
operating revenue from storage than any of theypgoaup pipelines.

Have these market changes also impacted ANR’sdtoric reliance on third party
transportation contracts to help meet ANR’s firm sevice obligations to its shippers?

Yes, as discussed in depth by ANR witness Pallaaupply changes and resulting
transportation flows have had a significant impactANR’s ability to utilize no and low
fee third-party transportation agreements and exggmthat historically allowed ANR to
meet its firm service obligations and provide ftiltyegrated transportation and storage

services. As a result of significant market chang®e\R could no longer rely on these
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historical arrangements to meet its firm servicégabions, requiring ANR to prudently
enter into various higher-cost Part 284 contracteeplicate these historical agreements
to continue to meet its firm service obligationsitt shippers and continue to provide
operational and system benefits and flexibilityaticof ANR’s shippers.

Has ANR had to modernize or modify its system taadequately respond to these
market changes?

Yes, as described in greater detail by ANR wsshélampton, ANR has had to make
significant capital expenditures to address aginfjastructure, obsolete equipment,

engine and compressor reliability, and automatipgrades to ensure overall system
reliability and safety as it accommodates increasetichanging flows. As ANR witness

Hampton further explains, these significant capdglenditures are expected to continue
for many years into the future.

Given the significant market changes that haveacurred since ANR’s last rate case

and in view of the impacts those changes have hagpan ANR, does ANR have
significant commercial and business risk in this n& environment?

Yes, as discussed in greater detail by ANR veises Bennett and Carpenter, ANR faces
increasing competition for market share driven bytmued development of the Utica
and Marcellus shale fields. ANR faces stiff conjet into its traditional core markets,
with five competing pipelines into Wisconsin andsoto be six or seven competing
pipelines into Michigan. Additionally, ANR lost ¢hOhio market, a traditionally large
market, due to Marcellus production with no offsgftgains in other Great Lakes
markets. Furthermore, ANR’s counterparty risk esghtened, and because ANR is not
directly connected to Marcellus/Utica productiomerv, high-value liquefied natural gas
and Mexico export markets, it faces increased rketeng risk should some of its long-

term shippers default. Additionally, ANR faces smierable cost exposure from
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operating obsolete equipment and compressor uRtgr to these market changes, this
exposure was manageable given relatively low cotitig levels, but now ANR has
considerably increased risk given the changes slstl above, including higher
utilization rates and lower tolerance for down-tifoe short-term maintenance fixes.
ANR also has more risk exposure from highly dise¢edrshorter-term storage contracts
that comprise a significant portion of ANR’s stogagpntracts, with more than half of its
contracted storage capacity set to expire in thaé several years. Finally, ANR has
more exposure to declining basis differentials spiead value than its competitors with
postage stamp rates, market based rates, or dweckections to market rich or supply
rich areas.

Do you see these new risks continuing into tHfereseeable future?

Yes, in my view these risks will remain the saorebecome even more significant over
the next several years.

Has ANR experienced a decline in its realized RB over the last several years?

Yes, a primary reason why ANR is filing a seatid rate case at this time is because
ANR'’s actual realized ROE has dropped to approxatgairee percent in the last three
years.

What major rate design changes does ANR proposm this filing to reflect and
address its new market and operational realities?

To address these issues, ANR is revising its tatesflect an updated cost of service of
approximately $925 million. ANR is also proposiagrate design change intended to
increase potential recovery of costs. As discudsedANR witnesses Roscher and
Towne, ANR is proposing in its Preferred Case tatdsh a four-zone rate structure to

effectively separate its system into supply zones market zones that accurately reflect
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the evolved, new natural gas market realities dised above. This zone configuration,
which would be implemented on a prospective bas@uapproval by the Commission,
will provide ANR’s customers a unique opportunity access the various supplies and
emerging markets now available to ANR. In additias ANR witness Roscher explains
in greater detail, ANR is proposing to implementnalifferentiated rates for firm
storage services in order to redistribute costaesibility from shippers with longer
contract terms to shippers with shorter contrachse

How do ANR'’s various proposals in this case aft¢ the maximum recourse rate for
firm transportation service?

As a result of the changes proposed herein, ANRaximum recourse rate for firm
transportation service (FTS-1, FTS-3, ETS, and NN&|, on a revenue-based,
weighted-average basis, increase approximatelyeg&ept.

How do ANR'’s various proposals in this case aft¢ the maximum recourse rate for
storage service?

As a result of the changes proposed herein, ANRaximum recourse rate for firm
storage service under Rate Schedule FSS will, oevanue-based, weighted-average
basis, decrease approximately two percent.

Is ANR’s proposed transportation rate increase yistified?

Yes, ANR is entitled to have a reasonable opputy to recover its costs. The
fundamental market changes and the significant talagxpenditures required to
modernize ANR’s system to ensure system reliabiatyd safety fully justify the
proposed rate increase.

Is ANR considering a management adjustment to & filed rates?
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Yes. Even though ANR’s proposed rate increasntirely supported and justified, ANR
will consider placing lower rates into effect aéttonclusion of the suspension period if
ANR feels that significant progress towards a estént has been made in the months
following the initial filing.

Please describe the other significant aspects @&iNR'’s filing, and the responsible
witness for each.

A total of 17 witnesses (including me) are spmirgy direct testimony in this proceeding.

ANR witness John Roscher addresses ANR’s proposathidnge ANR'’s rate design to a
four-zone structure based upon the market charfgetiag ANR’s operations as well as
its supply and market areas. Additionally, Mr. Bleey discusses certain proposed
modifications to ANR’s tariff and current rate dsi

ANR witness Paul Towne is providing an overview tbhe ANR pipeline system,
including system operations and storage assets. TMwne will also provide a detailed
assessment of the various market changes thatdwawered since ANR’s last rate case
and how those changes have affected ANR’s souffceatoral gas supply as well as its
market areas. Finally, Mr. Towne will discuss hitn@se various changes support ANR’s
proposed zone design changes.

ANR witness John Hampton provides support for tkieresive capital costs that ANR
has expended during the base period in this catevdhexpend during the adjustment
period. Additionally, Mr. Hampton discusses ANReed to continue to make
substantial capital investments over the next tiyesas (and beyond) to modernize its

system in order to ensure that ANR will be ableaatinue to provide safe, reliable, and
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efficient service in the future given the signifitanarket and supply changes affecting
ANR’s system.

ANR witness Michael Vilbert provides testimony delsing the appropriate range of
ROE for ANR. Dr. Vilbert also supports the proxypgp that is used in determining the
ROE and that is also used by ANR witness Carpentéis comparative business risk
evaluation.

ANR witness Lee Bennett provides a forward-lookohigcussion of the commercial
environment and business risks that ANR anticip#tas it will face in the near term.
Mr. Bennett focuses on ANR’s business risk aslétes to ANR’'s SW Mainline, storage
and storage-related transportation, and ANR’s Skhte.

ANR witness Paul Carpenter reviews the businessfaising ANR and evaluates how
ANR'’s business risk compares with a proxy grouptbfer U.S. pipelines regulated by
the Commission. Based on that analysis, Dr. Cagpeecommends a 100 basis point
adder to ANR witness Vilbert's median ROE of 13pgEcent.

ANR witness Alexander Kirk provides an expert assemnt of gas supplies available to
ANR as well as demand factors for ANR’s serviceddtermine the economic life of the
ANR system, in support of depreciation rates spmtsdy ANR witness Crowley.
Based on his analysis, Mr. Kirk recommends an econéfe of 35 years.

ANR witness James Taylor testifies regarding th&t od retiring and removing facilities
for development of a net negative salvage rateypport of ANR witness Crowley.

ANR witness Patrick Crowley addresses depreciaimhnegative salvage. Mr. Crowley
recommends an appropriate transmission plant diepiset rate, based on an economic

life of the facilities, 3.18 percent, and a transsion negative salvage rate of 1.46
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percent. Based on the same economic life, Mr. @&ypwecommends an appropriate
storage plant depreciation rate of 1.91 percentaasibrage negative salvage rate of 0.70
percent.

ANR witness Joseph Pollard discusses the historpMR'’s third-party transportation
and storage contracts and associated Account Nooc@&s, and describes how changing
market conditions and natural gas flow patterneeh@awndered certain Part 157 contracts
no longer viable. Mr. Pollard discusses ANR’s mmiddecision to mimic these long-
standing contracts with new Part 284 contractsituee ANR'’s continued ability to meet
its firm service obligations, to provide integratgdrage and transportation services. Mr.
Pollard also explains how all ANR shippers berfedim these contractual arrangements.
ANR witness Nathan Brown addresses cost-of-seri@saes. Mr. Brown establishes
ANR'’s overall cost-of-service for the twelve-monbase period ending September 30,
2015, adjusted for known and measurable changethétest period ending June 30,
2016, as $924,950,880. This cost-of-service isthasm ANR’s actual capital structure of
35 percent debt/65 percent equity, a transmisslamt plepreciation rate of 3.18 percent,
and a rate of return on equity of 14.19 percent.

ANR witness Greg Barry addresses the methodologyg us functionalize, classify, and
allocate costs in the development of ANR’'s reséowatand delivery rates for its
numerous gathering, transmission, and storagecestviMr. Barry also discusses certain
revenue crediting for ANR’s non-core services, timpact of certain discount
adjustments, and the development of rates for eb&NR’s services given its proposed

rate design.
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ANR witness Garrett Word addresses billing deteamia and revenues. As part of his
testimony, Mr. Word addresses known and measurdtalages to billing determinants in
the test period and identifies all long-term distedl rate contracts for which ANR is
seeking a discount adjustment.

ANR witness Bruce Hopper describes the competitrgironment which led ANR to
enter into the negotiated rate contracts for whidlR is seeking a discount-type
adjustment in this case.

ANR witness David Burman addresses ANR’s propasabll in the costs and revenues
of seven expansion facilities and demonstrates dbatg so would be consistent with
Commission policy.

ANR witness Jeff Keck addresses ANR’s proposalaibin fuel costs associated with
three expansion facilities and demonstrates thamngdso would be consistent with
Commission policy. Mr. Keck also discusses theéesysbenefits associated with ANR’s
Cold Springs 1 storage facility as well as the giesequirements to transport gas to and
from ANR'’s off-system storage assets via transpiorieby others.

Does this conclude your testimony?

Yes, it does.
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