[Alliance Letterhead]

April 30, 2003

Hon. Magalie R. Salas
Secretary
Federal Energy Regulatory Commission
888 First Street N.E.
Washington, DC 20426

Re: 
Alliance Pipeline L.P.

Docket Nos. RP97-168-000, et al.; RP03-___-000

Dear Secretary Salas:

Pursuant to Ordering Paragraph (F) of the certificate order issued by the Federal Energy Regulatory Commission (“Commission”) on September 17, 1998, in Docket Nos. CP97-168-000, et al.,
 Alliance Pipeline L.P. (“Alliance”) submits herewith the cost and revenue study required to justify continuation of 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 and is based on Alliance’s most recently available cost of service for the twelve months ended December 31, 2002, as adjusted for known and measurable changes.  On the basis of this filing, Alliance requests that the Commission issue an order finding that Alliance has justified the continued use of the existing recourse rates in its tariff. Alliance further respectfully requests that the Commission grant any waivers of its regulations that it deems necessary in order to approve the continued use of the existing recourse rates.

Statement of Nature, Reasons, and Basis

Alliance is a limited partnership formed under the laws of the State of Delaware.  Alliance is a “natural gas company” as defined under the Natural Gas Act (“NGA”), 15 U.S.C. §§ 717-717w, and is subject to the jurisdiction of this Commission.  On December 24, 1996, Alliance filed an application requesting a certificate of public convenience and necessity under Section 7(c) of the NGA and Part 157 (Subpart E) of the Commission’s then-current optional certificate regulations to construct, operate, and maintain 886.8 miles of natural gas pipeline and related facilities extending from an interconnection with Alliance’s Canadian pipeline affiliate, Alliance Pipeline Limited Partnership, at the Canada-United States border at Renville County, North Dakota, to the Chicago area.  In conjunction with Alliance Pipeline Limited Partnership, Alliance constitutes an international pipeline system designed to transport and deliver 1.325 Bcf per day of natural gas on a firm basis from Alberta and British Columbia, Canada to interconnections with the U.S. pipeline grid.

Alliance conducted an open season in the fall of 1996, which ultimately resulted in firm capacity subscriptions of 1,325 MMcfd by a number of shippers under identical contracts with 15-year primary terms. During the open season, Alliance offered prospective shippers the option of selecting a negotiated rate, calculated under a formula, or a traditional cost-based recourse rate. The recourse rate was based on a design capacity of 1,325 MMcfd, recovery of the entire cost of service in the maximum reservation rate, a 7.5% cost of debt, a combined federal and state income tax rate of 40.5%, a 14.0% rate of return on equity, a 4% straight-line depreciation rate for pipeline assets, AFUDC calculated using a 14% rate of return on equity, and a 70/30 debt/equity ratio.  All shippers subscribing to firm capacity elected to pay negotiated rates.  Accordingly, the firm service recourse rates that are set forth in Alliance’s tariff effectively serve only as the cap on capacity release transactions.  Moreover, no interruptible transportation service has occurred on the Alliance system to date so that no shipper has paid the interruptible recourse rate.

In a Preliminary Determination issued August 1, 1997,
 the Commission concluded that Alliance’s negotiated/recourse rate proposal was consistent with the alternative rate policy statement.
  Moreover, the Commission approved Alliance’s recourse rates, subject to certain modifications.  In lieu of Alliance’s proposed design capacity of 1,325 MMcfd, the Commission required Alliance to utilize a design capacity of 1,513 MMcfd in calculating the recourse rates, based on Alliance’s maximum year round system capacity, using all available compression (except for a then-proposed back-up compressor).  The Commission recalculated Alliance’s recourse reservation and usage rates using the revised design capacity and authorized Alliance to implement the recalculated recourse rates, subject to restating them on a thermal basis.  Ordering Paragraph (L) of the Preliminary Determination required that Alliance make a filing, within three years of its in-service date, either justifying its existing rates or proposing alternative rates to be effective no later than three years after the in-service date.
 

In the Preliminary Determination, the Commission held, subject to completion of its environmental review, that issuance of a certificate to Alliance would be consistent with the public convenience and necessity.  The Commission found that Alliance had assumed the full risk of the project, as required by the optional certificate regulations.  The Commission further found that Alliance’s proposal for new service would foster increased competition in the transportation and sale of natural gas in Midwestern and eastern markets and would introduce substantial new volumes of Canadian gas into the Chicago area for further transportation in the interstate pipeline grid.  The Commission held that these additional volumes of gas would enhance supply options for all natural gas users in the Midwest.  Moreover, as a new transporter of gas, the Commission found that Alliance would increase transportation options from Canadian supply sources to United States markets and that “[a]ll United States consumers of natural gas will benefit from Alliance’s transportation service.”

The Commission’s September 17, 1998 certificate order affirmed the finding of the Preliminary Determination that approval of Alliance’s proposed pipeline was required by the public convenience and necessity and issued Alliance its requested certificate.  Ordering Paragraph (F) of the certificate order reiterated the requirement that Alliance make a tariff filing within three years after its in-service date, either justifying its existing rates or proposing alternative rates to be effective no later than three years after the in-service date.
  

On August 4, 2000, Alliance filed an application requesting authority, inter alia, to amend its NGA Section 7(c) certificate to change its initial recourse rates to reflect, to the extent known and measurable, the actual costs incurred in constructing the pipeline.  The initial recourse rates proposed in the August 4, 2000 filing were derived using a traditional cost-of-service methodology and a three-year average annual cost of service of approximately $319.5 million.  The cost-of-service was based on: (i) the actual construction costs incurred to that time, along with an estimate of the cost to complete construction of the facilities; (ii) AFUDC calculated on a project financing basis, utilizing actual debt costs and a 14% return on equity; (iii) an assumed 70% debt/30% equity capital structure; (iv) working capital reflecting operating and maintenance patterns and an allowance for debt prepayment requirements under the Alliance debt facility; (v) an estimated cost of debt of 8.18% in Year 1, 8.32% in Year 2, and 8.41% in Year 3; (vi) estimated operating and maintenance expenses; (vii) estimated property taxes; (viii) estimated capital expenses; (ix) straight-line depreciation of transmission plant over 25 years (i.e. 4% annually); and (x) a combined state and federal income tax rate of 40.5%.  

The August 4, 2000 filing designed the maximum firm recourse reservation charge using a design capacity of 1,513 MMcfd, as required by the Commission’s orders.  The interruptible and AOS recourse rates were calculated as the 100% load factor equivalent of the maximum firm recourse rate reservation charge.  The August 4, 2000 filing also reflected utilization of a design system-wide average Btu thermal conversion factor in order to state the recourse rates on a thermal basis, consistent with clarification granted in the September 17, 1998 certificate order.
  By order issued September 27, 2000, the Commission accepted Alliance’s changes to its initial recourse rates.
  The revised recourse rates currently are set forth at Substitute First Revised Sheet No. 10 of Alliance’ FERC Gas Tariff.  Alliance commenced commercial operations on December 1, 2000.

The instant filing is made in satisfaction of Ordering Paragraph (F) of the Commission’s September 17, 1988 certificate order.  Alliance submits that the cost and revenue study submitted herewith justifies the continued use of the recourse rates approved by the Commission in the certificate proceeding.  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.  Accordingly, a revenue deficiency of at least $8.9 million results.  Alliance is not seeking to increase its maximum recourse rates but rather requests that the Commission issue an order finding that Alliance has justified the continued use of the existing recourse rates.  A detailed explanation of the cost and revenue study is set forth in the Explanatory Text and the Prepared Testimony which is set forth at Statement P of this filing.

Reservation of Rights

As noted above, the instant filing constitutes justification of Alliance’s existing recourse rates and is made pursuant to a certificate condition.  This filing does not constitute a proposal by Alliance to change the initial rates approved by the Commission in Alliance’s certificate proceeding.  In the event that the Commission were to institute an investigation into Alliance’s rates pursuant to Section 5 of the NGA, the burden of going forward and the burden of proof with respect to whether Alliance’s existing rates are unjust and unreasonable, and whether any rates that any proponent of change has proposed are just and reasonable, would lie with the proponent of change.  In that instance, Alliance would have the opportunity to file testimony answering and rebutting the case put on by such proponent of change.  The filing of this rate justification study does not alter the burden of proof in any Section 5 proceeding.  Alliance expressly reserves all of its rights in that respect and any other rights that it may have under the governing statute and regulations. 

Components of the Filing

In addition to this Transmittal Letter and the Statements and Schedules required by 18 C.F.R. § 154.313, the following materials are included with the instant filing:

· A compact disk containing an electronic version of this filing. 

· A Notice of Compliance Filing in a form suitable for publication in the Federal Register

· A 3-1/2 inch diskette containing an electronic version of the Notice of Compliance Filing with the file name NT043003, in ASCII format  

Service

Alliance requests that all correspondence and communications concerning this filing be directed to the following persons:

Dennis Prince




William A. Williams
Vice President, Regulatory Strategy

James P. White
& Stakeholder Relations


Fulbright & Jaworski L.L.P.
Alliance Pipeline Inc.



801 Pennsylvania Avenue N.W.
6385 Old Shady Oak Road


Washington, D.C. 20004
Eden Prairie, MN 55344


(202) 662-0200
1-800-717-9017 

 Mr. Prince is the responsible company official to whom questions regarding the instant filing may be addressed.

Coincident with this filing, Alliance has served on all customers and all affected state regulatory commissions, by first class mail, postage prepaid, a copy of the abbreviated form of the filing provided for at 18 C.F.R. §154.208(a), as well as a copy of Statement G, as required by 18 C.F.R. §154.313(e)(9)(i).  Copies of the instant filing also are available for public inspection during regular business hours in Alliance’s offices in Eden Prairie, MN and Calgary, Alberta, Canada.

The undersigned, having full power and authority to execute this filing, states that he has read this filing and knows its contents, that the contents are true to the best of his knowledge and belief, and that the paper copies and electronic media contain the same information.

Respectfully submitted,

Alliance Pipeline L.P. 

__________________________________

By: 
Dennis Prince
Vice President, Regulatory Strategy
& Stakeholder Relations
Alliance Pipeline Inc.
Managing General Partner of 
Alliance Pipeline L.P.
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