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1                  P R O C E E D I N G S

2                COMMISSIONER KEMERAIT:  Good afternoon.

3     Let us come to order and go on the record.  I am

4     Commissioner Karen M. Kemerait, presiding

5     Commissioner for this hearing, and with me this

6     afternoon are Chair Charlotte A. Mitchell and

7     Commissioner ToNola D. Brown-Bland.

8                I now call for hearing Docket Number

9     G-39, Subs 46 and 47, In the Matter of an

10     Application of Cardinal Pipeline Company, LLC for a

11     General Increase in Its Rates and Charges, and

12     that's with G-39, Sub 47; and to Provide the

13     Depreciation Rate Study that is required by the

14     Commission's Rule R6-80.  And that's in

15     G-39, Sub 46.

16                On October 26th of 2021, Cardinal

17     Pipeline Company, LLC, which I will refer to as

18     Cardinal or the Company going forward, filed its

19     depreciation rate study as of December 31, 2020, in

20     G-39, Sub 46.

21                On February 10, 2022, Cardinal filed a

22     notice of its intention to file a general rate case

23     application pursuant to Commission Rule R1-17(a).

24                Also on February 10th of 2022, Cardinal
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1     filed a request for a waiver of three Commission

2     requirements generally applicable to the filing of

3     a rate case.

4                On March 15, 2022, Cardinal filed its

5     application and its direct testimony and exhibits

6     in support of the application's request to increase

7     Cardinal's rates and charges.

8                On March 28th of 2022, the Public Staff

9     filed a motion requesting that the Commission issue

10     an order consolidating Cardinal's depreciation

11     study as filed in G-39, Sub 46 with its general

12     rate case application in G-39, Sub 47.

13                On April 4th of 2022, the Commission

14     issued an order consolidating these dockets.

15                Also on April 4, 2022, the Commission

16     issued an order granting Cardinal's request for

17     waivers.

18                On April 7, 2022, the Commission issued

19     an order establishing general rate case and

20     suspending rates.

21                On May 2nd of 2022, the Commission

22     issued an order scheduling an investigation,

23     establishing intervention and testimony due dates

24     and discovery deadlines, and requiring public
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1     notice.  And I'll refer to that order as the

2     scheduling order going forward.

3                Among other things, the scheduling order

4     set this matter to be heard at an expert witness

5     hearing beginning today, Monday, July 11th of 2022,

6     at 1:00 p.m. in Commission Hearing Room 2115, on

7     the second floor of the Dobbs Building, located at

8     430 North Salisbury Street in Raleigh,

9     North Carolina.

10                On June 10, 2022, the Public Staff filed

11     the direct testimony and exhibits of Roxie McCullar

12     and John R. Hinton.

13                On June 13th of 2022, the Public Staff

14     filed the direct testimony and exhibits of

15     Sonja R. Johnson and Neha Patel.

16                On June 17, 2022, the Public Staff

17     submitted corrected exhibits of witness Patel.

18                On June 27, 2022, Cardinal filed the

19     rebuttal testimony and exhibits of Cardinal

20     witnesses Haag and Miller.

21                On July 5, 2022, Cardinal, the Public

22     Staff, and Piedmont Natural Gas Company,

23     Incorporated, which is Piedmont going forward --

24     and these parties are collectively referred to as
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1     the stipulating parties going forward -- filed with

2     the Commission the stipulating parties' settlement

3     agreement and stipulation.

4                Also on July 5, 2022, Cardinal filed the

5     settlement supporting testimony and exhibits of

6     witnesses Miller, Haag, and Fall; and the Public

7     Staff filed the settlement supporting testimony and

8     exhibits of witnesses Hinton and Johnson.

9                On July 6, 2022, the stipulating

10     parties, along with Public Service Company of

11     North Carolina, Incorporated, which is PS&C going

12     forward -- and collectively, these companies are

13     called the movants -- filed a joint motion to

14     excuse witnesses and cancel the evidentiary

15     hearing, which is the joint motion.

16                On July 8, 2022, the Commission issued

17     an order allowing in part and denying in part the

18     joint motion to excuse witnesses.  Among other

19     things, the order excused all of Cardinal's

20     witnesses and Public Staff witness McCullar, and

21     found good cause to receive their testimony and

22     exhibits into evidence at the hearing, but declined

23     to excuse Public Staff witnesses Hinton, Patel, and

24     Johnson.
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1                And so that brings us to today.

2     Pursuant to North Carolina General Statute Section

3     138A-15(e), I remind members of the Commission of

4     our duty to avoid conflicts of interest and inquire

5     at this time as to whether any Commissioner has any

6     known conflict of interest with respect to this

7     docket.

8                (No response.)

9                COMMISSIONER KEMERAIT:  Let the record

10     reflect that I have no such conflict and that my

11     fellow Commissioners have not identified any such

12     conflict.

13                I now call upon counsel for the parties

14     to announce their appearance for the record

15     beginning with the applicant.

16                MR. KAYLOR:  Good afternoon,

17     Chair Kemerait, members of the Commission.

18     Robert Kaylor on behalf of Cardinal Pipeline

19     Company.

20                COMMISSIONER KEMERAIT:  Thank you,

21     Mr. Kaylor.

22                MS. HOLT:  Good afternoon.  I'm

23     Gina Holt with the Public Staff here on behalf of

24     the using and consuming public, and appearing with
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1     me today is Public Staff attorney Reita Coxton.

2                MS. ATHENS:  Good afternoon,

3     commissioners, Kristin Athens from the law firm of

4     McGuireWoods appearing on behalf of Piedmont

5     Natural Gas Company.

6                MS. GRIGG:  Good afternoon.

7     Mary Lynne Grigg with McGuireWoods on behalf of

8     PS&C.

9                COMMISSIONER KEMERAIT:  Thank you,

10     counsel.

11                Are there any public witnesses who wish

12     to be heard regarding this matter before us today?

13                (No response.)

14                COMMISSIONER KEMERAIT:  Seeing that

15     there are no public witnesses here today, are there

16     any preliminary matters that we need to discuss

17     before we begin with the evidentiary hearing?

18                MR. KAYLOR:  I'm not sure if we need to

19     introduce testimony from the excused witnesses at

20     this time or if you'd prefer that we wait until a

21     later time.

22                COMMISSIONER KEMERAIT:  So,

23     Mr. Kaylor, I think we will begin by having the

24     testimony.  You can make a motion, beginning with
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1     the applicant, to admit the testimony of the

2     Company.

3                MR. KAYLOR:  Thank you.  So then we

4     would move the Company's application into the

5     record in both dockets.  We would move the direct

6     testimony of Kerri Miller, Michael Cousino,

7     David Haag, and Steven Fall and their exhibits as

8     they have been marked; the rebuttal testimony of

9     David Haag and Kerri Miller; the supplemental [sic]

10     testimony of David Haag, Kerri Miller, and

11     Steven Fall; as well as the settlement agreement

12     between the stipulating parties.

13                We ask that all that testimony plus all

14     the marked exhibits be introduced into the record

15     as if the parties were here and gave that testimony

16     in person.

17                COMMISSIONER KEMERAIT:  Thank you,

18     Mr. Kaylor, the motion is allowed.

19                (Application of Cardinal Pipeline

20                Company, LLC, Miller Direct Exhibit

21                KM-002, Miller Rebuttal Exhibit KM-004,

22                Haag Direct Exhibits DH-002 through

23                DH-005, Fall Direct Exhibits CPC-0002

24                through CPC-0007, and Settlement
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1                Agreement and Stipulation were admitted

2                into evidence.)

3                (Whereupon, the prefiled direct,

4                rebuttal, and settlement testimony of

5                Kerri Miller; the prefiled direct

6                testimony of Michael Cousino; the

7                prefiled direct, rebuttal, and

8                settlement testimony of David Haag; and

9                the prefiled direct and settlement

10                testimony of Steven Fall were copied

11                into the record as if given orally from

12                the stand.)

13
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I. Identification of Witness 1 

Q. Please state your name, current position, and business address. 2 

A. My name is Kerri H. Miller.  I am a Lead Regulatory Analyst for Cardinal 3 

Operating Company, LLC, as Operator of Cardinal Pipeline Company, LLC 4 

(“Cardinal”).  My business address is 2800 Post Oak Boulevard, Houston, 5 

Texas 77056. 6 

 

Q. Please summarize your education and professional background.  7 

A. In 2006, I graduated from the Indiana University of Pennsylvania with a 8 

Bachelor of Arts degree in Economics.  In August 2006, I was employed by 9 

Strategic Energy, as a Power Portfolio analyst where I created purchasing 10 

strategies for wholesale electric customers. From May 2008 until April 2020, I 11 

was an Energy Industry Analyst with the Federal Energy Regulatory 12 

Commission (“FERC”).  From May 2008 until my departure, I focused on the 13 

cost of service for interstate natural gas pipeline and electric utility 14 

proceedings in the Office of Administrative Litigation. In April 2020, I joined 15 

the Transcontinental Gas Pipe Line Company, LLC (“Transco”) Rates and 16 

Regulatory Department as a Lead Regulatory Analyst. 17 

18 

16
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II.  Purpose of Testimony 1 

Q. What is the purpose of your testimony in this proceeding? 2 

A. The purpose of my testimony is to support Cardinal’s application in this case 3 

(“Application”).  I will (1) provide a brief description of Cardinal; (2) provide 4 

a brief description of Cardinal’s Application in this docket; (3) support the 5 

various elements of Cardinal’s test period cost of service and rate base, 6 

including test period adjustments and the amortization of excess deferred 7 

income taxes (“EDIT”); (4) support the billing determinants used in the 8 

derivation of Cardinal’s rates; (5) support the allocation of the cost of service 9 

between Cardinal’s two zones; (6) support the continued use of Cardinal’s 10 

existing rate design methodology in the derivation of the Cardinal rates in this 11 

proceeding; and (7) request authority to place certain pipeline integrity 12 

management costs in a deferred account for proposed future collection.  While 13 

I support the calculation of the overall rate of return, the capital structure, cost 14 

of debt, and rate of return on equity component are supported by the testimony 15 

of Cardinal’s expert witness, Mr. David J. Haag, in Exhibit DH-001.  The 16 

Accumulated Deferred Income Taxes (“ADIT”), as well as federal and state 17 

income taxes are supported by the testimony of Mr. Michael P. Cousino in 18 

Exhibit MC-001.  The depreciation and negative salvage rates are supported 19 

by the testimony of Mr. Steven R. Fall in Exhibit CPC-0001. 20 

21 
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Q. Have any exhibits been filed as a part of your testimony? 1 

A. Yes.  I am sponsoring the following Schedules and Statements which are 2 

included in Exhibit KM-002:   3 

Schedule 1  Present Rates 4 

Schedule 2  Proposed Rates 5 

Schedule 3  Original Cost of Property Used and Useful 6 

Schedule 4  Present Fair Value (Cardinal elects not to use) 7 

Schedule 5  Accumulated Depreciation 8 

Schedule 6  Materials and Supplies 9 

Schedule 7  Cash Working Capital 10 

Schedule 8  Revenues, Expenses and Rates of Return 11 

Schedule 9  Income Statement and Balance Sheet 12 

Statement A  Overall Cost of Service 13 

Statement B  Rate Base and Return 14 

Statement C  Original Cost of Plant 15 

Statement D Accumulated Provision for Depreciation, Depletion and 16 

Amortization 17 

Statement E  Working Capital 18 

Statement F  Rate of Return, Cost of Capital, and Cost of Debt 19 

Statement G  Quantities and Revenues 20 

Statement H-1  Operation and Maintenance Expenses 21 

Schedule H-1(a) Tracked Costs Workpaper 22 

19
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Schedule H-1(b) Property and General Liability Insurance Workpaper 1 

Schedule H-1(c) Rent Expense Workpaper 2 

Schedule H-1(d) Rate Case Expense Workpaper 3 

Schedule H-1(e) Pipeline Integrity Management Deferral Workpaper 4 

Statement H-2 Depreciation, Depletion and Amortization Expense 5 

Statement H-3(a) Reverse South Georgia Workpaper 6 

Statement H-4  Taxes Other than Income Taxes 7 

Statement I  Cost Allocation and Rate Design 8 

 

Q. What test period has Cardinal used in preparing this rate filing? 9 

A. Under North Carolina statutes and the rules of the NCUC, Cardinal is required 10 

to use a 12-month test period as a basis for determining future expenses.  In 11 

this proceeding, the test period in Cardinal’s rate filing consists of a twelve-12 

month period ended December 31, 2021, adjusted for changes which are 13 

known and measurable with reasonable accuracy.  14 

 

Q. Were these Schedules and Statements prepared by you or under your 15 

direction? 16 

A. Yes, they were. 17 

18 

20



Testimony of Kerri H. Miller 
Docket No. G-39, Sub 47 

Exhibit ___ (KM-001) 
Page 6  

 
 

III. Identification of Cardinal 1 

Q. Please describe Cardinal and its business. 2 

A. Cardinal Pipeline Company, LLC is a limited liability company originally 3 

formed on December 6, 1995, in the name of Cardinal Extension Company, 4 

LLC to acquire and extend an existing pipeline owned by the original Cardinal 5 

Pipeline Company, LLC in North Carolina.  Cardinal’s members and their 6 

ownership percentages are: TransCardinal Company, LLC, a wholly owned 7 

subsidiary of Williams Partners Operating LLC (45%); PSNC Cardinal 8 

Pipeline Company, a wholly owned subsidiary of Public Service Company of 9 

North Carolina, Inc. (33%) (“PSNC”); and Piedmont Intrastate Pipeline 10 

Company, a wholly owned subsidiary of Piedmont Natural Gas Company, 11 

Inc. (22%) (“Piedmont”). Cardinal is managed by a committee consisting of 12 

representatives from each member company.  Cardinal Operating Company, 13 

LLC, a wholly owned subsidiary of Williams Partners Operating LLC, 14 

designed and constructed Cardinal and serves as the operator of the Cardinal 15 

system.   16 

Cardinal is an intrastate natural gas pipeline extending from Transco’s 17 

Compressor Station 160 in Rockingham County, North Carolina to the 18 

Raleigh, North Carolina area and provides 478,450 dekatherms (“Dth”) per 19 

day of firm natural gas transportation capacity to customers in North Carolina. 20 

The Cardinal pipeline system consists of (a) the original 24-inch-diameter, 37-21 

mile Cardinal Pipeline, which originates in Rockingham County, North 22 

21
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Carolina, and extends to the southeast of Burlington, North Carolina to 1 

provide 134,550 Dth per day of firm natural gas transportation capacity, (b) 2 

the 24-inch-diameter Cardinal Extension, which was placed into service on 3 

November 1, 1999, and extends approximately 67-miles from Burlington, 4 

North Carolina to the Raleigh, North Carolina area adding 144,900 Dth per 5 

day of firm natural gas transportation capacity, and (c) the 2012 Expansion 6 

Project, which was placed into service on June 1, 2012, and includes facilities 7 

to uprate Cardinal’s Clayton meter station and construct a greenfield gas 8 

compressor station (Compressor Station 161) adding 199,000 Dth per day of 9 

firm natural gas transportation capacity. Cardinal’s service is divided into two 10 

zones, Zone 1 consisting of service on the original Cardinal Pipeline facilities 11 

and Zone 2 consisting of service on the combined Cardinal Extension and 12 

2012 Expansion Project facilities (collectively, “Cardinal Expansion”). 13 

 

IV. Description of Application 14 

Q. Please explain why it is necessary to file this rate case. 15 

A. On March 15, 2017, Cardinal filed an application in Docket No. G-39, Sub 38 16 

seeking to adjust its rates and charges for natural gas service. On June 9, 2017, 17 

Cardinal, PSNC, Piedmont, and the Public Staff filed a Joint Stipulation in 18 

settlement of all aspects of Cardinal’s rate application. The NCUC approved 19 

the Joint Stipulation on July 27, 2017, in its “Order Decreasing Rates” (“July 20 

27 Order”). The Joint Stipulation and Ordering Paragraph 5 of the July 27 21 
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Order requires Cardinal to file a rate case no later than March 15, 2022.  In 1 

compliance with the Joint Stipulation and the July 27 Order, Cardinal is 2 

submitting the instant Application. 3 

Q. What is Cardinal seeking in this Application? 4 

A. The Application seeks the approval of an adjustment in the Cardinal rates that 5 

were established in Docket No. G-39, Sub 38, as adjusted by Docket Nos. M-6 

100, Sub 138 and G-39, Sub 42 to comply with the federal corporate income 7 

tax reduction (“Federal Income Tax Reduction Filing”), sufficient to allow 8 

Cardinal to recover its cost of service including a just and reasonable return on 9 

its investment, as supported in the testimony of Mr. David Haag in Exhibit 10 

No. DH-001.  11 

The Application proposes rate changes that would produce an overall 12 

increase from the rates approved in the July 27 Order, as adjusted by the 13 

Federal Income Tax Reduction Filing, which allowed Cardinal to charge rates 14 

designed to produce annual operating revenues of $11,719,364.  With the 15 

known and measurable changes identified later in my testimony, Cardinal’s 16 

proposed rates in this Application result in a cost of service of $12,638,895, 17 

which is a $919,530 increase in revenue.  Appendix I to the Application 18 

provides a summary of the proposed changes in revenue by zone. 19 

23
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(Lines 4-6) are supported by Statements H-3 and H-4.  The return on rate base 1 

amount (Line 7) is supported by Statement B.  As further described below, the 2 

amortization for the EDIT Regulatory Liability is supported by Statement H-3 

3(a) and the Pipeline Integrity Regulatory Asset is supported by Schedule H-4 

1(e). 5 

 

Q. Please describe Cardinal’s test period Rate Base as shown on Schedule 8, 6 

Page 1, as supported by Statement B of Exhibit ___ (KM-002). 7 

A. Statement B summarizes the various items making up Cardinal’s test period 8 

rate base of $57,088,934 and presents an overall return on the rate base 9 

computed at 8.72%, which is supported later in my testimony and the 10 

testimony of Mr. David Haag in Exhibit DH-001.  The test period rate base 11 

includes the December 31, 2021, balance for gas plant in-service supported by 12 

Statement C, the accumulated provision for depreciation, depletion and 13 

amortization supported by Statement D, working capital supported by 14 

Statement E, and the rate base-related accumulated deferred income taxes 15 

supported by Statement B-1. Cardinal’s test-period recorded rate base has 16 

been adjusted (1) to remove non-rate base items from deferred taxes; and (2) 17 

to remove the impact of Asset Retirement Obligation (“ARO”) on rate base.  18 

19 
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Q. Please describe Cardinal’s ADIT as shown on Statement B-1 of Exhibit 1 

___ (KM-002). 2 

A. Statement B-1 reflects Cardinal’s ADIT and regulatory asset deducted from 3 

the test period rate base.  The amount of ($26,415,420) shown on Line 68 of 4 

Statement B-1 is supported by Mr. Michael Cousino in Exhibit MC-001. 5 

 

Q. Please describe Cardinal’s Gas Plant in Service, shown on Schedule 3 and 6 

Statement C of Exhibit ___ (KM-002). 7 

A. Schedule 3 shows a summary of Cardinal’s Gas Plant in Service at its original 8 

cost as recorded on Cardinal’s books as of December 31, 2021, as adjusted.  9 

The original cost of Cardinal’s plant, which is made up of Transmission Plant, 10 

Intangible Plant and General Plant, is $156,507,839.  Statement C provides a 11 

detailed description of the plant items and their original cost.  Cardinal’s gas 12 

plant in service has been adjusted to remove $6,013 of ARO costs.  The ARO 13 

recorded on Cardinal’s books are for sections of the 24-inch mainline where 14 

there is a removal obligation.  Consistent with Commission policy, Cardinal is 15 

proposing to collect its ARO through a negative salvage rate and has proposed 16 

a negative salvage rate sufficient to recover the estimated retirement and 17 

decommissioning costs of all its facilities. 18 

As shown on Statement I-1(a), Line 26, Cardinal’s adjusted gas plant 19 

in service is made up of original Cardinal plant facilities at a cost of 20 
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$28,166,694 (Zone 1) and the Cardinal Expansion facilities at a cost of 1 

$128,347,157 (collectively, Zone 2).  2 

 

Q. Please explain Cardinal’s Accumulated Depreciation as shown on 3 

Schedule 5 and Statement D of Exhibit ___ (KM-002). 4 

A. Schedule 5 sets forth Cardinal’s test period accumulated depreciation, by 5 

zone.  The December 31, 2021, balance in the Accumulated Provision for 6 

Depreciation of Gas Utility Plant Account (“Accumulated Reserve”) is 7 

($73,410,809). Cardinal’s Accumulated Reserve is made up of ($73,355,857) 8 

associated with plant facilities and $54,951 of ARO costs. The Accumulated 9 

Reserve balance has been adjusted to remove the $54,951 of ARO costs. The 10 

resulting Accumulated Reserve used in the calculation of Cardinal’s rate base 11 

is ($73,355,857). 12 

 

Q. Please describe Cardinal’s Working Capital, supported by Schedule 6, 13 

Schedule 7, and Statement E of Exhibit ___ (KM-002). 14 

A. Schedule 6 details the components of working capital shown in Statement B 15 

as part of rate base, and Schedule 7 states that Cardinal is not claiming an 16 

allowance for cash working capital. Cardinal’s working capital is comprised 17 

of operating and construction supplies, stores, and line pack.  The amount of 18 

working capital included in rate base is based on Cardinal’s average working 19 

capital balance in each of these accounts for the thirteen months ending 20 
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December 31, 2021. The calculation of the thirteen-month average is shown 1 

on Statement E.  The average working capital amount as of December 31, 2 

2021, is $346,360. 3 

 

Q. Please describe Cardinal’s Capital Structure and cost of debt as shown on 4 

Statement F of Exhibit ___ (KM-002). 5 

A. The capital structure and cost of debt on Statement F is supported in Mr. 6 

David Haag’s testimony in Exhibit DH-001.  Statement F reflects an imputed 7 

capital structure comprised of 60% equity and 40% long-term debt and an 8 

average cost of debt of 5.25%.  9 

 

Q. Please describe Cardinal’s O&M Expense (including administrative and 10 

general expense) as supported by Statement H-1 of Exhibit ___ (KM-11 

002). 12 

A. Statement H-1 is a summary by FERC account and functional classification of 13 

O&M expenses for each month of the test period, the adjustments to various 14 

O&M expenses, and the total, as adjusted, O&M expenses included in 15 

Cardinal’s cost of service.  A detailed narrative explanation of, and the basis 16 

and supporting work papers for, each of the 5 adjustments is included in 17 

Statement H-1 (Statement H-1(a) through Statement H-1(d)).  Consistent with 18 

Cardinal’s existing rate design and historical practice, Cardinal has classified 19 

these costs as fixed (Statement H-1, Page 2, Line 32). 20 
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Q. Please briefly describe the O&M expense adjustments, which are detailed 1 

in Schedule H-1(a) through Schedule H-1(d), beginning with Adjustment 2 

No. 1 – Electric Power and Fuel Costs. 3 

A. Adjustment No. 1, in the amount of $30,607, eliminates costs that are tracked 4 

by Cardinal, i.e., the cost of fuel and electric power.  These costs are not 5 

recovered in base rates; instead, they are recovered in Cardinal’s electric 6 

power and fuel tracking mechanism. 7 

 

Q. Please describe Adjustment No. 2 – Insurance Premiums. 8 

A. Adjustment No. 2 is required to reflect known and measurable changes in 9 

Cardinal’s General Liability and Property Insurance premiums.  This 10 

adjustment, in the amount of $22,908, reflects the 2021-2022 insurance 11 

premiums that went into effect in October 2021. 12 

 

Q. Please describe Adjustment No. 3 – Rent Expenses. 13 

A. Adjustment No. 3, reflects known and measurable changes to Cardinal’s test 14 

period cost of building rent, in the amount of $2,528.  In 2021, Cardinal 15 

signed a five-year lease renewal effective August 1, 2021, for its offices in 16 

Apex, North Carolina.  This adjustment normalizes the lease agreement over 17 

five (5) years to provide Cardinal a full year cost.  18 

19 
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Q. Please describe Adjustment No. 4 – Legal Expenses. 1 

A. Adjustment No. 4, adjusts Account No. 923, outside services employed, to 2 

normalize outside legal expenses.  Although Cardinal is billed annually for 3 

outside legal expenses, these expenses double in a rate case year.  Since 2021 4 

was not a rate case year, this adjustment will normalize rate case expenses 5 

over five (5) years, the presumed rate period of the rates proposed in the 6 

Application, resulting in a total annual increase to operation and maintenance 7 

expense of $2,400. 8 

 

Q. Please describe Adjustment No. 5 – Rate Case Expenses. 9 

A. Adjustment No. 5, reflects an amortization of projected rate case expenses 10 

assuming a fully litigated proceeding.  Total projected rate case expenses 11 

representing consultant fees are estimated at $250,000.  Cardinal proposes to 12 

amortize these costs over five (5) years, the presumed rate period of the rates 13 

proposed in the Application, resulting in a total annual decrease to operation 14 

and maintenance expense of $11,225. 15 

 

Q. Would you explain Cardinal’s annual Depreciation Expense as shown on 16 

Schedule 5 and Statement H-2 of Exhibit ___(KM-002)? 17 

A. On October 26, 2021, Cardinal filed a Depreciation Rate Study in Docket No. 18 

G-39, Sub 46 (“Depreciation Rate Study”), in accordance with Rule R6-80, 19 

which requires natural gas utilities to file a depreciation study every five 20 
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years.  The rates shown on Schedule 5 and Statement H-2 were presented in 1 

the Depreciation Rate Study and further supported in this Application by the 2 

testimony of Mr. Steven R. Fall in Exhibit CPC-0001.  3 

Statement H-2 calculates Cardinal’s annual depreciation, depletion and 4 

amortization expense of $4,048,466 using the rates included in Cardinal’s 5 

Depreciation Rate Study.  Statement H-2 further provides the actual annual 6 

depreciation, depletion and amortization expense recorded on Cardinal’s 7 

books as of December 31, 2021, in the amount of $3,856,754. 8 

 

Q. Please describe the calculation of Income Taxes shown on Statement H-3 9 

of Exhibit ___ (KM-002). 10 

A. Statement H-3 supports the computation of the $1,127,285 in income taxes 11 

supported by Mr. Michael Cousino in Exhibit MC-001 in the Application.  12 

 

Q. Please describe the amortization period for flow back of the excess 13 

deferred income taxes (“EDIT”), relating to certain reductions in the 14 

corporate income tax rates, supported by Mr. Michael Cousino in Exhibit 15 

MC-001. 16 

A. As described by Mr. Michael Cousino in Exhibit MC-001, the EDIT relating 17 

to reductions in the corporate income tax rates, specifically the reduction of 18 

the Federal Income Tax Rate from 35% to 21% and the reduction of the North 19 

Carolina Corporate Income Tax rate from 3% to 2.5%, will be flowed back to 20 
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customers using the Reverse South Georgia Method and amortized over the 1 

remaining service life of the assets.  This flow back period is derived by 2 

dividing the Net Depreciable Plant over the annual depreciation expense, 3 

thereby estimating the remaining depreciable life of the assets.  Using that 4 

method, Cardinal calculated a flow back period of 26.69 years, as shown on 5 

Line 8 of Statement H-3(a).  Dividing the excess deferred taxes over the flow 6 

back period of 26.69 years generates an annual amortization of ($514,668), as 7 

shown on Line 11 of Statement H-3(a).  This amount is a reduction to 8 

Cardinal’s cost of service, which is included on Line 8 of Statement A.  9 

 

Q. Has Cardinal fully amortized the EDIT addressed by Paragraph 5 of the 10 

Joint Stipulation approved by the July 27 Order in Docket No. G-39, Sub 11 

38? 12 

A. No.  The EDIT associated with the reduction in the North Carolina corporate 13 

income tax change down to 3% addressed in that Joint Stipulation was to be 14 

amortized over a 5-year period beginning August 2017.  This EDIT is 15 

projected to fully amortize August 31, 2022. 16 

17 
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Q. How does Cardinal plan to accomplish the flow back to its shippers, in 1 

this proceeding, of the remaining unamortized balance of the EDIT 2 

addressed by Paragraph 5 of the Joint Stipulation approved by the July 3 

27 Order in Docket No. G-39, Sub 38? 4 

A. Due to the uncertainty of the effective date of new rates in this proceeding, 5 

and in order to accomplish the complete flow back of that EDIT while not 6 

over- or under-amortizing that amount, Cardinal has not reflected the 7 

amortization of this EDIT in the rates in this Application, and is proposing to 8 

flow back, in lump-sum payments, each shipper’s respective share of the 9 

unamortized EDIT balance in accordance with the following schedule: 10 

  
Effective Date of Rates Total Unamortized EDIT Balance 

May 1, 2022 ($154,887) 

June 1, 2022 ($110,849) 

July 1, 2022 ($66,811) 

August 1, 2022 ($22,773) 

September 1, 2022 $21,265 

October 1, 2022 $65,303 

November 1, 2022 $109,341 

December 1, 2022 $153,379 

January 1, 2023 $197,417 

February 1, 2023 $241,455 
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 Within 30 days of the effective date of new rates in this proceeding, Cardinal 1 

will refund to its shippers the applicable amount of unamortized EDIT balance 2 

if the effective date of rates is on or before August 1, 2022.  If the effective 3 

date of rates is on or after September 1, 2022, Cardinal will create a regulatory 4 

asset for the respective amount listed above for recovery in future rates.  This 5 

proposal gives effect to and will fulfill the agreement of the parties under 6 

Paragraph 5 of the Joint Stipulation, while remaining consistent with the 7 

requirement of the Joint Stipulation and Ordering Paragraph 5 of the July 27 8 

Order that Cardinal file a rate case no later than March 15, 2022. 9 

 

Q. How does Cardinal plan to allocate the applicable lump sum payment to 10 

its shippers? 11 

A. Cardinal proposes to allocate the applicable lump sum payment consistent 12 

with the EDIT allocation methodology underlying the 2017 Joint Stipulation 13 

Exhibit A – Settlement Cost of Service by Zone, i.e. by a rate base zonal 14 

allocation factor. 15 

 

Q. Please describe what is shown on Statement H-4 of Exhibit ___ (KM-002). 16 

A. Statement H-4 reflects Cardinal’s taxes other than income taxes, i.e., 17 

employment and property taxes for the 12-months ended December 31, 2021, 18 

of $523,228, adjusted to include the North Carolina Public Utility Regulatory 19 

Fee.  The adjusted taxes other than income tax expense is $539,659. 20 
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VI. Request for the Continuation of Deferred Treatment of Certain Pipeline 1 

Integrity Expenses  2 

Q. Please explain how Cardinal intends to collect the deferred pipeline 3 

integrity expenses (regulatory asset) established under Docket No. G-39, 4 

Sub 38. 5 

A. In Docket No. G-39, Sub 38, Cardinal received the approval in the July 27 6 

Order on the Joint Stipulation to defer certain pipeline assessment costs for 7 

amounts paid for services necessary to be compliant with the United States 8 

Department of Transportation Pipeline and Hazardous Materials Safety 9 

Administration (“PHMSA”) regulations and to ensure the safety and integrity 10 

of the Cardinal Pipeline.  In 2018, Cardinal completed its assessment and 11 

incurred $412,056 in expenses which was placed in a deferred account 12 

(regulatory asset) for recovery in future rates. In this proceeding, as detailed 13 

on Schedule H-1(e), Cardinal is seeking to collect these expenses over five (5) 14 

years, the presumed rate period of the rates proposed in the Application, for an 15 

annual amortization of $82,411.  16 

Q. Please explain why Cardinal is requesting to continue its deferred 17 

treatment of Pipeline Integrity Expenses. 18 

A. Cardinal has implemented its Integrity Management Program to comply with 19 

the rules of the PHMSA and to ensure the safety and integrity of the Cardinal 20 

Pipeline.  Cardinal’s Integrity Management Program requires an assessment of 21 
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its pipeline every 7 years.  Cardinal performed its last assessment in 2018 and 1 

will perform its next assessment in 2025.  Because the O&M for the test year 2 

does not include any expenses for the required pipeline assessment, Cardinal 3 

is proposing to place the actual costs of the 2025 assessment in a deferred 4 

account (regulatory asset) for proposed recovery in future rates. 5 

 

Q. What is Cardinal’s estimate of O&M expense to be incurred for the 2025 6 

assessment? 7 

A. Cardinal anticipates that the O&M costs for its 2025 assessment will be 8 

approximately $450,000.   9 

 

VII. Request for Deferred Treatment of Cybersecurity Expenses  10 

Q. Is Cardinal proposing a new mechanism to address the extraordinary 11 

costs it will incur in response to another Federal mandate? 12 

A. Yes.  With the increasing Cybersecurity threat to critical infrastructure and 13 

recent cyber-attacks within our industry, governmental agencies are 14 

mandating hardening of critical infrastructure against these cyber threats. 15 

Cardinal assets are included in these mandates.  These hardening efforts may 16 

require replacement of non-compliant equipment that cannot be secured, and 17 

deployment of new technologies to support Multifactor authentication.  These 18 

activities are resource intensive.  Cardinal continues to work with the 19 
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governmental agencies driving these efforts to look for effective ways to meet 1 

these mandates in the most cost effective and efficient way.  2 

 

Q. Please explain why Cardinal is requesting deferred treatment of 3 

Cybersecurity Expenses. 4 

A. Cardinal is requesting deferred treatment of cybersecurity expenses because 5 

the O&M for the test year does not include any expenses for Cardinal to be 6 

compliant with Federal mandates.  Cardinal is proposing to place the actual 7 

costs incurred in a deferred account (regulatory asset) for proposed recovery 8 

in future rates. 9 

 

Q. What is Cardinal’s estimate of O&M expense to be incurred for 10 

Cybersecurity? 11 

A. Cardinal anticipates that the O&M costs will be approximately $175,000 to 12 

$1.2 million.  However, this is a preliminary cost estimate as the Department 13 

of Homeland Security’s Transportation Security Administration may mandate 14 

pipeline owners/operators to implement additional cybersecurity mitigation 15 

measures.  Since these costs are unpredictable and material in nature, this 16 

could place additional pressure on Cardinal to file a rate case and threaten the 17 

stability of Cardinal’s rates. 18 
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Q. How does Cardinal propose to collect the deferred Cybersecurity O&M 1 

costs in its next rate case? 2 

A. Cardinal is proposing to amortize the deferred O&M cost for recovery in 3 

future rates.  At this time, Cardinal is not proposing to defer any capital costs 4 

incurred as a result of complying with Federal mandates. 5 

 

VIII. Billing Determinants and Throughput 6 

Q. Please provide an overview of the services provided by Cardinal. 7 

A. Cardinal is a fully subscribed pipeline offering firm transportation service in 8 

two zones under Rate Schedule CFT.  Cardinal also offers excess firm 9 

transportation service designated as Excess CFT.  All Excess CFT revenues 10 

are flowed back to the CFT shippers.  Cardinal has had no Excess CFT 11 

revenues since its inception. 12 

 

Q. Please describe Statement G. 13 

A. Statement G sets forth, by zone, the actual revenues, billing determinants and 14 

throughput compared to the proposed revenues, billing determinants and 15 

throughput.  16 

The proposed annual revenue shown on Statement G, Column E, Lines 17 

8-13, is calculated using the proposed billing determinants multiplied by the 18 

proposed rates.  Cardinal’s costs have historically been collected solely in its 19 

demand rates, and I am not proposing to change this practice.  Usage 20 
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determinants are also shown on Statement G but are not used in determining 1 

Cardinal’s proposed revenue.  The resulting proposed annual revenue is 2 

$12,638,895, a $919,530 increase from Cardinal’s currently allowed revenue 3 

(Column E, Line 21). 4 

 

IX. Cost Classification and Rate Design 5 

Q. Please identify, in general, the cost classification and allocation 6 

methodologies that Cardinal used in this filing. 7 

A. Cardinal has continued to design its transportation rates using the 8 

methodology underlying its current rates, which methodology was initially 9 

approved by the Commission in its order certificating Cardinal in Docket No. 10 

G-39.  Consistent with Cardinal’s existing rate design methodology, 11 

Cardinal’s costs are classified as fixed and are recoverable through Cardinal’s 12 

Zone 1 and Zone 2 reservation charges.  Further, the CFT transportation 13 

service rates have been designed based on 100% of shipper contract 14 

entitlements by zone. 15 

 

Q. Please explain what is shown in Statement I. 16 

A. Statement I sets forth the classification and allocation of the overall cost of 17 

service between Cardinal’s rate zones.  Cardinal has three firm transportation 18 

rate zones – Zone 1A, Zone 1B and Zone 2.  The Zone 1 costs and rates relate 19 

to the facilities that were part of the original Cardinal Pipeline and the Zone 2 20 
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costs and rates relate to the Cardinal Expansion facilities.  In the design of the 1 

proposed Zone 1 rates, Cardinal has used, where available, the actual rate base 2 

and associated costs of the Zone 1 facilities as recorded on the books of 3 

Cardinal as of December 31, 2021.  In determining the rate base for each 4 

zone, Cardinal computed the accumulated deferred income taxes for Zone 1 5 

by comparing the book and tax basis in the gas plant in service for that zone 6 

and allocating the remainder to Zone 2, as shown in footnote 3 of Statement I-7 

1.  Further, the rate base includes materials and supplies that were allocated 8 

between the two zones using a gross plant allocation factor, as shown in 9 

footnote 1 of Statement I-1. 10 

The allocation of Cardinal’s cost of service by zone is shown on 11 

Statement I-1 (Lines 8 through 14). Certain costs including O&M expenses, 12 

pipeline integrity deferral, EDIT amortization, income taxes, and taxes other 13 

than income are allocated between Zone 1 and Zone 2 using a rate base 14 

allocation factor, as shown in footnote 2 of Statement I-1.  The overall cost of 15 

service for Zone 1 is $1,814,222 and for Zone 2 is $10,824,673.  The Zone 1 16 

cost of service is then divided between Piedmont and PSNC based upon their 17 

ownership shares in the original Cardinal Pipeline of approximately 36% and 18 

64%, respectively (see Footnote 1 of Statement I-2). 19 

The Zone 1A monthly demand rate is determined by dividing the Zone 20 

1A costs by Piedmont’s annual demand determinants of 745,200 Dth (62,100 21 
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Dth/day x 12 months).  The daily demand rate is computed by multiplying the 1 

monthly demand rate by 12, and then dividing the result by 365.  2 

The Zone 1B monthly demand rate is determined by dividing the Zone 3 

1B costs by PSNC’s annual demand determinants of 869,400 Dth (72,450 4 

Dth/day x 12 months).  The daily demand rate is computed by multiplying the 5 

monthly demand rate by 12, and then dividing the result by 365. 6 

The Zone 2 monthly demand rate is determined by dividing the Zone 2 7 

costs by the annual demand determinants of 4,126,800 Dth (343,900 Dth/day 8 

x 12 months).  The daily demand rate is computed by multiplying the monthly 9 

demand rate by 12, and then dividing the result by 365. 10 

 

Q. Have you proposed a change to the cost allocation or rate design methods 11 

underlying the calculation of Cardinal’s existing rates? 12 

A. No.  The cost allocation and rate design methods underlying the calculation of 13 

Cardinal’s proposed rates are the same methods underlying the calculation of 14 

Cardinal’s current rates. 15 

 

Q. Are you supporting the rates shown on Schedule 2? 16 

A. Yes. Cardinal’s proposed rates, shown on Schedule 2 were developed as 17 

previously described and are supported by Statement I-1.  18 

19 
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IX. Revenue Impact of the Application 1 

Q. Please explain the revenue impact of the Application, as detailed on 2 

Schedule 8 of Exhibit ____ (KM-002). 3 

A. Schedule 8, which consists of three pages, provides an overview of the impact 4 

of the proposed rates in the instant Application on Cardinal’s revenue and the 5 

resulting return on rate base. Schedule 8, Page 1, provides a statement of gross 6 

revenues received, operating expenses and net operating income for return on 7 

investment for the twelve months ended December 31, 2021, as recorded on 8 

Cardinal’s books, Cardinal’s rate of return on its original cost rate base, and 9 

rate of return on common equity.  The revenue requirement Cardinal is 10 

proposing in this Application represents an increase of $919,530 from 11 

Cardinal’s most recently approved rates in Docket No. G-39, Sub 42.  12 

Schedule 8, Page 3, details the adjustments to the recorded rate base, expenses 13 

and revenues contained in the instant Application, and the resulting rate of 14 

return on rate base. 15 

Page 2 of Schedule 8 shows the overall return on investment and 16 

return on equity embedded in Cardinal’s present and proposed rates.  Upon 17 

acceptance, the proposed rates will allow Cardinal an 11.04% return on 18 

common equity (Line 9, Column E) and an overall return of 8.72% on its 19 

investment (Line 10, Column F). 20 

21 
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Q.  Are you supporting any other schedules? 1 

A. Yes.  I am supporting Schedule 9-A and Schedule 9-B. Schedule 9-A is 2 

Cardinal’s statement of income as of December 31, 2021.  Schedule 9-B is 3 

Cardinal’s balance sheet for the twelve months ended December 31, 2021. 4 

 

Q. Does this complete your testimony? 5 

A. Yes, it does. 6 
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PREPARED REBUTTAL TESTIMONY OF 
KERRI MILLER 
ON BEHALF OF 

CARDINAL PIPELINE COMPANY, LLC 
 

INTRODUCTION 

Q. Please state your name, current position, and business address. 1 

A. My name is Kerri H. Miller.  I am a Lead Regulatory Analyst for Cardinal 2 

Operating Company, LLC, as Operator of Cardinal Pipeline Company, LLC 3 

(“Cardinal”).  My business address is 2800 Post Oak Boulevard, Houston, Texas 4 

77056. 5 

Q. Are you the same Ms. Miller who submitted prepared direct testimony 6 

(Exhibit No. KM-001) in this proceeding? 7 

A. Yes. 8 
 

Q. Are you sponsoring any Exhibits? 9 

A. Yes. I am sponsoring Exhibit No. KM-004, which was prepared by me or under my 10 

direction and supervision. I will refer to this exhibit in my testimony. 11 

Q. Please provide a brief overview of the purpose and scope of your rebuttal 12 

testimony. 13 

A. The purpose of my testimony is to respond to testimony filed by the North Carolina 14 

Utility Commission Public Staff (“Public Staff”) witnesses Sonja R. Johnson and 15 

Neha Patel on June 13, 2022 in this proceeding.  16 
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Q. Please summarize Ms. Johnson's recommendations from her testimony. 1 

Ms. Johnson recommends certain accounting and ratemaking adjustments and 2 

incorporates the adjustments recommended by other Public Staff witnesses from 3 

the Public Staff’s Energy and Economic Research Division. 4 

 Specifically, Ms. Johnson has made adjustments to reflect gas plant in 5 

service, accumulated depreciation, and Accumulated Deferred Income Taxes for 6 

actual entries recorded on Cardinal’s books through March 31, 2022. In addition, 7 

Ms. Johnson has made adjustments to Cardinal’s filed depreciation expense by 8 

reflecting various depreciation rate changes that were recommended by Public Staff 9 

witness Ms. McCullar and applying those rates to the actual gas plant in service as 10 

of March 31, 2022.  11 

 Further, Ms. Johnson has recommended an adjustment to Cardinal’s filed 12 

amortization of its Excess Deferred Income Taxes (“EDIT”). Her adjustment 13 

utilizes the IRS-Approved Reverse South Georgia methodology for determining the 14 

amortization period for the flowback to customers. 15 

 Ms. Johnson also incorporates the recommendations of Public Staff witness 16 

Mr. Hinton regarding the overall cost of capital, capital structure, embedded cost 17 

of long-term debt, and return on common equity. The rebuttal testimony of 18 

Cardinal’s expert witness Mr. David J. Haag will address those recommendations 19 

on behalf of Cardinal. 20 
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 As a result of Ms. Johnson’s adjustments, Public Staff recommends that 1 

Cardinal’s revenue requirement be reduced by $639,404 from the annualized 2 

revenue of test year revenues produced by current rates. 3 

Q.  Please summarize Ms. Patel’s recommendations from her testimony. 4 

A. Ms. Patel’s areas of investigation in this proceeding include: (1) review of 5 

Cardinal’s billing determinants; (2) review of the zonal allocation of costs; (3) 6 

evaluation of Cardinal’s allocation of the cost of service between Cardinal’s two 7 

zones; (4) derivation of Cardinal’s rates; (5) evaluation of Cardinal’s integrity 8 

management costs and its request to place certain pipeline integrity costs in a 9 

deferred account for proposed future collection; and (6) evaluation of Cardinal’s 10 

request for deferred treatment of certain cybersecurity expenses. 11 

Q.  What concerns regarding the recommendations of Ms. Johnson and Ms. Patel 12 

do you address in this rebuttal testimony? 13 

A. In this rebuttal testimony, I will address certain errors reflected in Ms. Johnson’s 14 

testimony related to the calculation of total gas plant in service, depreciation 15 

expense, working capital, and the amortization of excess deferred income taxes 16 

(“EDIT”). Those errors result in the cost of service calculated by Public Staff being 17 

understated and, along with an error reflected in Ms. Patel’s representation of the 18 

appropriate amount of Zone 2 billing determinants which I address in my testimony, 19 

result in Public Staff’s recommended rates for Cardinal derived by Ms. Patel being 20 

understated.  21 
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GAS PLANT IN SERVICE 

Q. How has Ms. Johnson calculated her total gas plant in service? 1 

A. Ms. Johnson used plant in service on Cardinal’s books as of March 31, 2022 of 2 

$156,586,972, which includes ($6,013) of Asset Retirement Obligations (“ARO”). 3 

Q. Is it appropriate to include ARO’s in the calculation of total gas plant in 4 

service? 5 

A. No. Consistent with Commission policy, Cardinal collects its ARO through a 6 

negative salvage rate.1 Therefore, since Cardinal is recovering its ARO in the form 7 

of a negative salvage rate on its transmission plant, all other ARO costs recorded 8 

on Cardinal’s books should be removed from the design of Cardinal’s rates. When 9 

Cardinal’s gas plant in service is adjusted to remove ARO costs, the March 31, 10 

2022 balance is $156,592,986. 11 

Q. Has Ms. Johnson agreed that ARO should have been removed from the 12 

calculation of total gas plant in service for ratemaking purposes? 13 

A. Yes. In response to a Cardinal discovery request, CPC-Staff-5.4 attached hereto in 14 

Exhibit KM-004, Public Staff agrees that it is appropriate to remove ARO capital 15 

for ratemaking purposes in the calculation of total Gas Plant In-Service. 16 

  

 
1 FIN 47 – Order Approving Deferred Accounting in Docket G-5, Sub 474. (PSNC) 
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DEPRECIATION EXPENSE 

Q. Please explain how Ms. Johnson calculates depreciation expense in this 1 

proceeding. 2 

A. According to Ms. Johnson’s testimony on Page 7, she calculated depreciation 3 

expense by applying the various depreciation rates recommended by Public Staff 4 

witness Ms. McCullar to the actual plant in service as of March 31, 2022.  5 

Q. Do you agree with Ms. Johnson’s approach to calculating depreciation and 6 

negative salvage expense? 7 

A. Yes, as described on Page 7 of Ms. Johnson’s testimony, she indicates that Public 8 

Staff has applied the recommended depreciation and negative salvage rates 9 

proposed by Public Staff witness Ms. McCullar to the actual depreciable plant in 10 

service as of March 31, 2022. However, Exhibit I, Schedule 3 referenced by Ms. 11 

Johnson as support for Public Staff’s calculation of and adjustments to depreciation 12 

expense shows that Ms. Johnson has applied the recommended depreciation and 13 

negative salvage rates to depreciable plant in service as of December 31, 2021, and 14 

not as of March 31, 2022. 15 

Q. Has Ms. Johnson calculated a revised depreciation expense since the 16 

publishing of her direct testimony? 17 

A. Yes. In response to a Cardinal discovery request, CPC-Staff-5.5 attached hereto in 18 

Exhibit KM-004, Ms. Johnson calculates a revised depreciation expense of 19 

$4,060,636 after removing ARO amounts from gas plant in service.  20 
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Q. Do you agree with the calculation of Ms. Johnson’s revised depreciation 1 

expense in CPC-Staff-5.5? 2 

A. No. Cardinal has determined that Ms. Johnson incorrectly included fully 3 

depreciated general plant for Account No. 390, Structures and Improvements, in 4 

her calculation of depreciation expense in her response to CPC-Staff-5.5. 5 

Q. What do you believe is the appropriate level of depreciation and negative 6 

salvage expense using the depreciation and negative salvage rates proposed 7 

Ms. McCullar? 8 

A. Using the actual depreciable gas plant in service as of March 31, 2022, I believe 9 

the depreciation and negative salvage expense should total $4,060,108. Please see 10 

Exhibit No. KM-004 for supporting calculations. 11 

WORKING CAPITAL 

Q. Do you agree with Ms. Johnson’s calculation of and adjustment to working 12 

capital shown on Exhibit I, Schedule 2? 13 

A. No. Cardinal provided updated working capital balances as of March 31, 2022 in 14 

response to a Public Staff discovery request, Public Staff 5-4, which when taking 15 

the 13-month average balance from March 2021 to March 2022, Public Staff’s 16 

working capital as shown on Exhibit I, Schedule 2, is $334,821. However, in review 17 

of workpapers provided by Public Staff in response to a Cardinal discovery request, 18 

CPC-Staff-3.1 attached hereto in Exhibit KM-004, shows that Public Staff’s 13-19 
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month average for working capital should be $357,899, which Cardinal contends is 1 

the appropriate amount to include in rate base.  2 

Q. Has Ms. Johnson acknowledged that the working capital on Exhibit I, 3 

Schedule 2, should have been $357,899? 4 

A. Yes. In response to a Cardinal discovery request, CPC-Staff-5.2 attached hereto in 5 

Exhibit KM-004, Public Staff agrees that its 13-month average for working capital 6 

should be $357,899. 7 

AMORTIZATION OF EDIT 

Q. Describe Public Staff’s calculation of the amortization of the Excess Deferred 8 

Income Taxes (“EDIT”) on Exhibit I, Schedule 3-1. 9 

A. Public Staff agrees with Cardinal’s use of the IRS-approved Reverse South Georgia 10 

Method to calculate the annual amortization of the EDIT regulatory liabilities 11 

determined by Cardinal totaling $13,737,017. In determining the amortization 12 

period, Public Staff has divided total depreciation expense into net depreciable 13 

plant and calculates an average remaining life (amortization period) of 20.26 years. 14 

Q. Do you agree with Public Staff’s approach to calculating the amortization 15 

period of the EDIT regulatory liabilities? 16 

A. Cardinal agrees that the Reverse South Georgia method is appropriate in this 17 

proceeding for calculating the amortization of EDIT; however, Public Staff has 18 
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incorrectly included negative salvage expense in its calculation of the average 1 

remaining life, and therefore has understated the amortization period. 2 

Q. Why is it appropriate to remove negative salvage expense in the calculation of 3 

the amortization period of the EDIT regulatory liabilities? 4 

A. Negative salvage expense represents the pre-collection of dollars to be used for the 5 

ultimate terminal decommissioning of a pipeline’s assets. Unlike depreciation, it 6 

has no bearing on the rate of loss in service value not restored by current 7 

maintenance. Nor does it reflect the rate of wear and tear, decay, action of the 8 

elements, inadequacy, obsolescence, changes in the art, or changes in demand and 9 

requirements of public authorities that would dictate the average remaining life of 10 

an asset. Therefore, in determining the average remaining life, only depreciation 11 

expense should be used in the Reverse South Georgia. 12 

Q. What are the ramifications for understating the amortization period of EDIT 13 

in rates? 14 

A. I have been advised that, if Cardinal, while under IRS audit, is found to have flowed 15 

back excess deferred income reserves faster than the average rate assumption 16 

method (ARAM) or an approved alternative method, such as the Reverse South 17 

Georgia used in this proceeding, it would be considered in violation of the 18 

depreciation normalization requirements of Section 203(e) of the Tax Reform Act 19 

of 1986. I also have been advised that the effect of this violation would cause public 20 

utility property as defined by IRC Section 168(c) to no longer qualify for 21 
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accelerated depreciation (MACRS) and force the use of straight-line depreciation, 1 

for federal income tax purposes, over the regulatory life of the affected property. 2 

The impact to Cardinal would be the loss of the most tax advantaged method of 3 

depreciation for determining its taxable income. 4 

Q. What amortization period does Cardinal propose to use for EDIT in this 5 

proceeding? 6 

A. The deprecation rates recommended by Public Staff witness Ms. McCullar are 7 

roughly identical to the depreciation rates filed by Cardinal in this proceeding. 8 

Therefore, Cardinal continues to contend that the appropriate average remaining 9 

life is 26.69 years, as calculated by Ms. Miller, which properly excludes negative 10 

salvage expense. 11 

BILLING DETERMINANTS AND RECOMMENDED RATES 12 

Q. Do you agree with Ms. Patel’s recommended rates shown on Exhibit B of her 13 

testimony? 14 

A. I do not. First, Ms. Patel’s representation of the Zone 2 annual Demand billing 15 

determinants in Dekatherms (“Dths”) is incorrect. Zone 2 determinants are 16 

comprised of the Transportation Contract Quantities for two service agreements 17 

between Piedmont Natural Gas Company, Inc. and Cardinal; and two service 18 

agreements between Public Service Company of North Carolina, Inc. and Cardinal 19 

that total 332,270 Mcf per day. Using a conversion factor of 1,035 British Thermal 20 

Units per standard cubic foot of natural gas, the total Zone 2 billing determinants, 21 
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in Dths, is 343,900 Dths per day. Therefore, the appropriate annual billing 1 

determinants for calculating monthly demand rates for Zone 2 is 343,900 x 12 2 

months = 4,126,800 Dths. 3 

Q. Has Ms. Patel acknowledged that the appropriate annual billing determinants 4 

for Zone 2 is 4,126,800 Dths? 5 

A. Yes. In response to a Cardinal discovery request, CPC-Staff-5.7 attached hereto in 6 

Exhibit KM-004, Public Staff acknowledges that the annual Zone 2 billing 7 

determinants should be 4,126,800 Dths. 8 

Q. Please continue. 9 

A. Overall, Cardinal does not agree with Ms. Patel’s proposed rates, not solely because 10 

of the determinants discrepancy discussed above, but also because Ms. Patel’s rates 11 

rely on recommendations to adjust certain cost items by Public Staff witnesses 12 

Hinton, Johnson, and McCullar. While the depreciation rates recommended by 13 

Public Staff witness Ms. McCullar are roughly identical to the depreciation rates 14 

filed by Cardinal in this proceeding, I have shown herein that there are certain errors 15 

related to Ms. Johnson’s recommendations and Cardinal’s expert witness Mr. 16 

David J. Haag has presented Cardinal’s objections to the recommendations of 17 

Public Staff witness Mr. Hinton. 18 

Q. Does Cardinal still assert that the rates proposed by Cardinal in this 19 

proceeding are just and reasonable? 20 
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A. Yes. Based on Cardinal’s expert witness David Haag’s rebuttal testimony in Exhibit 1 

No. DH-006, and in light of the errors described herein, including Public Staff’s 2 

acknowledgement of most of such errors, Cardinal continues to believe that its as-3 

filed rates are just and reasonable and should be approved as such in this 4 

proceeding. 5 

Q. Does this conclude your prepared Rebuttal Testimony? 6 

A. Yes, it does. 7 
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SETTLEMENT TESTIMONY OF 

KERRI MILLER 
ON BEHALF OF 

CARDINAL PIPELINE COMPANY, LLC 
 

Q. Please state your name, current position, and business address. 1 

A. My name is Kerri H. Miller.  I am a Lead Regulatory Analyst for Cardinal 2 

Operating Company, LLC, as Operator of Cardinal Pipeline Company, LLC 3 

(“Cardinal”).  My business address is 2800 Post Oak Boulevard, Houston, Texas 4 

77056. 5 

Q. Are you the same Ms. Miller who submitted prepared direct testimony 6 

(Exhibit No. KM-001) and prepared rebuttal testimony (Exhibit No. KM-003) 7 

in this proceeding? 8 

A. Yes. 9 
 

Q. Please provide a brief overview of the purpose and scope of your settlement 10 

testimony. 11 

A. My settlement testimony explains cost of service and rate design adjustments to 12 

Cardinal’s filed case as reflected in the Settlement Agreement and Stipulation 13 

(“Stipulation”) in this proceeding filed on July 5, 2022 by Cardinal, the Public Staff 14 

– North Carolina Utilities Commission, and Piedmont Natural Gas Company 15 

(collectively, “Stipulating Parties”). My settlement testimony also addresses certain 16 

other components of the Stipulation. 17 
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Q. Do you believe the Stipulation is in the public interest and otherwise just and 1 

reasonable? 2 

A. Yes. The Stipulation was negotiated as a package and reflects compromises by the 3 

Stipulating Parties representing diverse and, at times, competing interests. The 4 

Stipulation results in economic benefits to Cardinal’s customers through the cost 5 

reductions agreed to by the Stipulating Parties. In addition, entering into this 6 

Stipulation avoids costly litigation expenses and provides rate certainty for the 7 

Stipulating Parties. The Stipulation constitutes a reasonable resolution of the issues 8 

in this proceeding and is, therefore, in the public interest and otherwise just and 9 

reasonable. 10 

Q. Please explain the adjustments to Cardinal’s cost of service as agreed to in the 11 

Stipulation, and the associated impact to revenue. 12 

A. The cost-of-service adjustments in the Stipulation represent a reduction of 13 

$1,124,271 from the cost of service included in Cardinal’s general rate case 14 

application filed on March 15, 2022. 15 

  The individual cost of service adjustments in the Stipulation can be 16 

categorized as follows: 17 

Rate Base 18 

The Stipulating Parties agree to use gas plant in service, accumulated depreciation, 19 

working capital, and accumulated deferred income taxes as of March 31, 2022. This 20 

settlement modification results in a $723,088 downward adjustment to Cardinal’s 21 

rate base. 22 

58



Settlement Testimony of Kerri Miller 
Docket No. G-39, Subs 46 and 47 

Page 3 of 6 
 

  Return on Rate Base 1 

The Stipulating Parties agree to use a weighted overall rate of return of 7.34% 2 

which is multiplied by the agreed-upon rate base to calculate the overall allowed 3 

return. For further support underlying this calculation, please see the settlement 4 

testimony of Mr. David J. Haag on behalf of Cardinal for details regarding the 5 

agreed-upon capital structure and overall cost of capital. 6 

  Operating Expenses 7 

The Stipulating Parties agree to the operating expense as supported in my direct 8 

testimony, Exhibit No. KM-001, and the direct testimony of Public Staff witness 9 

Ms. Sonja Johnson. 10 

 Deferred Pipeline Integrity Expenses under Docket No. G-39 11 

The Stipulating Parties agree on a five-year annual amortization of $82,411 for 12 

certain pipeline assessment costs incurred in 2018 for services necessary to be 13 

compliant with the United States Department of Transportation Pipeline and 14 

Hazardous Materials Safety Administration, commencing with the effective date of 15 

rates in this proceeding. 16 

 In addition, Stipulating Parties have agreed to the continued deferral of 17 

certain future pipeline integrity expenses as described in the direct testimony of 18 

Public Staff witnesses Ms. Neha Patel and Ms. Sonja Johnson. 19 

Depreciation Expense 20 

The Stipulating Parties agree to calculate depreciation expense using the updated 21 

gas plant in service as of March 31, 2022, and applying the associated depreciation 22 
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and negative salvage rates presented in the direct testimony of Public Staff witness 1 

Ms. Roxie McCullar. Please see the settlement testimony of Mr. Steven Fall on 2 

behalf of Cardinal for additional details supporting the agreed-upon depreciation 3 

and negative salvage rates. 4 

Income Taxes 5 

The Stipulating Parties agree to a composite tax rate of 22.975% which is 6 

comprised of the Federal Corporate Income Tax of 21% and North Carolina 7 

Corporate State Income Tax Rate of 2.5%. For further support of these tax rates, 8 

please see the direct testimony of Cardinal witness Mr. Michael Cousino, Exhibit 9 

No. MC-001. 10 

Excess Deferred Income Taxes (“EDIT”) and Associated Amortization 11 

The Stipulating Parties agree that the unamortized balance of EDIT is $13,737,017, 12 

which is comprised of two regulatory liabilities: 1) EDIT as a result of the decrease 13 

in the Federal Corporate Income Tax Rate from the Tax Cut and Jobs Act of 2017, 14 

and 2) EDIT as a result of the decrease in the North Carolina State Corporate 15 

Income Tax Rate from 3% to 2.5% for taxable year beginning on or after January 16 

1, 2019. This EDIT balance is further supported by the direct testimony of Cardinal 17 

witness Michael Cousino, Exhibit No. MC-001. In addition, the Stipulating Parties 18 

agree to use the Reverse South Georgia method for the flowback of EDIT and have 19 

agreed on an annual amortization of ($518,652) over 26.49 years. 20 

Furthermore, the Stipulating Parties agree to include language within the 21 

Stipulation to protect Cardinal if it is found to have flowed back EDIT reserves 22 
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faster than the average rate assumption method (ARAM) or an approved alternative 1 

method (South Georgia) and to be in violation of the depreciation normalization 2 

requirements of Section 203(e) of the Tax Reform Act of 1986.  3 

Q.  Please explain the Stipulation with regards to Rate Design. 4 

A. The Stipulating Parties agree on total annual billing determinants reflected in 5 

Statement I-2 of Exhibit KM-002 submitted with my direct testimony. In addition, 6 

the Stipulating Parties agree that the methods employed by Cardinal in determining 7 

the cost of service applicable to each zone and the specific rates shall be the 8 

methods employed on Exhibit KM-002, Statement I of my direct testimony. 9 

Q.  Please explain how the remaining unamortized balance of EDIT from G-39, 10 

Sub 38 will be treated. 11 

A. The Stipulating Parties agree that in order to accomplish the complete flow back of 12 

the EDIT addressed by Paragraph 5 of the Joint Stipulation approved by the July 13 

27, 2017 Order in Docket No. G-39, Sub 38, Cardinal will, within 30 days of the 14 

effective date of rates in this proceeding, refund to its shippers the applicable 15 

amount of unamortized EDIT balance in accordance with Exhibit C to the 16 

Stipulation, which is supported by my direct testimony, Exhibit No. KM-001 at 17 

page 18. If the effective date of rates in this proceeding is on or after September 1, 18 

2022, Cardinal will establish a regulatory asset for the applicable amount of over-19 

amortized EDIT, as shown on Exhibit C to the Stipulation, and defer collection, 20 

without carrying costs, to Cardinal’s next general rate proceeding. 21 
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Q.  Are there any other aspects of this Stipulation that you would like to address? 1 

A. Yes. The Stipulating Parties have agreed that the effective date of settlement rates 2 

will be on the first day of the first month following a Commission Order approving 3 

the settlement rates. Additionally, Cardinal has agreed to file a general rate case on 4 

or before March 15, 2027.  5 

Q. What is your overall conclusion regarding the Stipulation? 6 

A. As I have stated previously, the Stipulation constitutes a reasonable resolution of 7 

the issues in this proceeding. Therefore, Cardinal submits that the Stipulation is in 8 

the public interest and otherwise just and reasonable. 9 

Q. Does this conclude your prepared Settlement Testimony? 10 

A. Yes, it does. 11 

62



 
         Exhibit ____ (MC-001) 

 
BEFORE THE 

 
 

NORTH CAROLINA UTILITIES COMMISSION 
 

 Docket No. G-39, SUB 47 
 
 

 
 
 
 

DIRECT TESTIMONY 
OF 

MICHAEL COUSINO 
 

ON BEHALF OF 
 

CARDINAL PIPELINE COMPANY, LLC 
 
 
 
 
 
 
 
 

March 15, 2022 

63



 Testimony of Michael P. Cousino 
Docket No. G-39, Sub 47 

Exhibit ___ (MC-001) 
Page 1  

 

 

I. Identification of Witness 1 

Q. Please state your name, current position, and business address. 2 

A. My name is Michael P. Cousino. I am a Tax Consultant – Planning for The Williams 3 

Companies, Inc. (“Williams”). My business address is 2800 Post Oak Boulevard, 4 

Houston, Texas 77056. 5 

 

Q. Please summarize your education and professional background. 6 

A. I graduated from the University of St. Thomas in St. Paul, Minnesota in July 1983 and 7 

received a Bachelor of Arts Degree in Accounting. I am a Certified Public Accountant 8 

in the State of Texas.  9 

I began working for Transco Energy Company in March 1985 as a Tax Analyst in the 10 

Corporate Tax Compliance Department. From May 1995 through November 2002, I 11 

worked as a Tax Analyst in the Williams Tax Compliance Department, focusing on 12 

federal income tax compliance and financial reporting for regulated entities. From 13 

November 2002 through March 2019, I worked in the Transcontinental Gas Pipe Line, 14 

LLC (“Transco”) Rates Department as a Rates Analyst. In March of 2019, I began work 15 

in the Williams Regulatory Tax Department. 16 

 

Q. Please outline your current responsibilities with Cardinal Pipeline Company, 17 

LLC (“Cardinal”). 18 

A. My current responsibilities involve supervising the preparation of studies as well as the 19 

financial reporting of Cardinal’s income taxes.  20 
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Q. Have you previously submitted testimony before the North Carolina Utilities 1 

Commission (“NCUC”) or any other regulatory Commission? 2 

A. I have not previously submitted testimony before the NCUC. I submitted testimony 3 

before the Federal Energy Regulatory Commission (“FERC”) in Transcontinental Gas 4 

Pipe Line Company, LLC’s general NGA section 4 rate proceedings in Docket No. 5 

RP12-993, et al. and RP18-1126, et al. 6 

 

Q. What is the purpose of your testimony in this proceeding? 7 

A. The purpose of my testimony is to support certain tax-related items included in 8 

Cardinal’s cost of service and rate base in this proceeding.  9 

 

Q. Are you sponsoring any statements or exhibits related to your direct testimony? 10 

A. Yes. I am sponsoring the following schedules in Cardinal’s rate change filing, included 11 

in the testimony of Mrs. Kerri Miller in Exhibit No. KM-002.  12 

Schedule B-1   Accumulated Deferred Income Taxes 13 

Statement H-3  Allowance for Income Taxes 14 

 

Q. Were the exhibits, statements, and supporting schedules you are sponsoring 15 

prepared by you or under your supervision? 16 

A. Yes, all identified statements and schedules to which I am testifying were prepared 17 

under my supervision and direction. 18 
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Q. Please describe Schedule B-1, Accumulated Deferred Income Taxes (“ADIT”). 1 

A. Schedule B-1 provides detailed ADIT balances, by specific cumulative timing 2 

difference (“CTD”), recorded in Accounts 190, 282, and 283 for the test period ending 3 

December 31, 2021. In addition, Schedule B-1 details those regulatory assets and 4 

liabilities that impact rate base. The total rate base ADIT as of the end of the test period 5 

is $26,415,420. 6 

 

Q. Please describe any adjustments made to the ADIT balances. 7 

A. Adjustments to the ADIT balance include the removal of CTDs which do not impact 8 

rate base. The CTDs classified as non-rate base are those items not related to Plant, 9 

Property, and Equipment. Removal of non-rate base CTDs totaled a reduction of 10 

$49,402 to the ADIT liability balance.  Further, a removal of the Reverse South Georgia 11 

Regulatory Liability of $331,039 as of December 31, 2021, for the unamortized excess 12 

ADIT (“EDIT”) due to the reduction in North Carolina Corporate Income Tax rate 13 

down to 3%, results in a net-of-tax reduction of $254,983 to the ADIT liability. The 14 

adjustments result in a total reduction to the ADIT liability of $304,385.  15 

The EDIT for the reduction in the North Carolina Corporate Income Tax rate down to 16 

3% was addressed in the Joint Stipulation filed by the parties in Cardinal’s previous 17 

rate proceeding in Docket No. G-39, Sub 38 and approved by the NCUC on July 27, 18 

2017. Paragraph 5 of the Joint Stipulation provides for the amortization of that EDIT 19 

over a 5-year period. Cardinal is proposing to flow back the remaining unamortized 20 
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EDIT amount in a lump sum payment to its shippers, coincident with the effective date 1 

of new rates in this proceeding, as more fully described in the testimony of Mrs. Kerri 2 

Miller in Exhibit No. KM-001. 3 

 

Q. Please describe the Regulatory Assets and Liabilities included in Rate Base ADIT. 4 

 Included in rate base are the Regulatory Asset - AFUDC Equity, and the Regulatory 5 

Liability - Reverse South Georgia for the reduction of Federal Income Tax Rate from 6 

35% to 21% under the Tax Cuts and Jobs Act of 2017 (“TCJA”) and the reduction of 7 

the North Carolina Corporate Income Tax Rate from 3% to 2.5%.  8 

  9 

 The Regulatory Asset – AFUDC Equity, with a balance of $728,603, relates to the 10 

equity component of the allowance for funds used during construction (“AFUDC”), 11 

which is necessary to offset the ADIT on the equity portion of AFUDC. That ADIT is 12 

recorded pursuant to Generally Accepted Accounting Principles (“GAAP”) and the 13 

FERC Uniform System of Accounts, but the addition of this “credit” to ADIT is offset 14 

by a “debit” to a regulatory asset. Because both are simply journal entries with a net 15 

impact of zero, rate base is not affected. This offset accomplishes that result.   16 

 The Regulatory Liability – Reverse South Georgia of $13,737,017 is the total amount 17 

of EDIT to flow back to customers due to reductions in corporate income tax rates, 18 

specifically the reduction of the Federal Corporate Income Tax Rate from 35% to 21% 19 

under the TCJA of 2017 and the reduction of the North Carolina Corporate Income Tax 20 

rate from 3% to 2.5%.  21 
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The first reduction for the decrease in the Federal Corporate Income Tax Rate, resulted 1 

in a liability, including an income tax gross-up, of $13,440,983. Cardinal filed with the 2 

NCUC on November 9, 2018, a compliance filing under Docket No. M-100, Sub 148 3 

and Docket No. G-39, Sub 42, which provided in Exhibit D a detailed calculation of 4 

the liability. By order issued in those dockets on December 17, 2018, the NCUC 5 

granted Cardinal’s request to file its proposal to flow back this liability by no later than 6 

March 15, 2022, which is the filing date of this proceeding. 7 

The second reduction for the decrease in the North Carolina Corporate State Income 8 

Tax Rate from 3% to 2.5% for taxable years beginning on or after January 1, 2019 9 

resulted in a liability, including an income tax gross-up, of $296,034. 10 

 

Q. Please describe the methodology for amortizing the EDIT shown on Statement 11 

H-3(a) the Reverse South Georgia workpaper of Exhibit ___ (KM-002). 12 

A. The Reverse South Georgia workpaper details the calculation of the Reverse South 13 

Georgia amortization, or flow back, of EDIT.  Due to the changes in Cardinal’s 14 

effective income tax rates, a net regulatory liability for EDIT has been calculated.  The 15 

net EDIT in the amount of $13,737,017, shown on Line 3 of Statement H-3(a), will be 16 

flowed back to customers, using the Reverse South Georgia method in order to avoid a 17 

tax normalization violation.  Reverse South Georgia is an IRS approved method to 18 

determine the amortization period for the flow back of EDIT resulting from income tax 19 

rate changes as a reduction to the cost of service, over the remaining service life of the 20 
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assets. The remaining service life calculation is supported by Mrs. Kerri Miller in 1 

Exhibit No. KM-001 and within the workpapers in Exhibit No. KM-002. 2 

 

Q. Please describe the income tax rates used in the calculation of the income Tax 3 

Gross-up on Schedule H-3. 4 

 The income tax rates used in the tax gross-up computation are comprised of the Federal 5 

Corporate Income Tax of 21% and North Carolina Corporate State Income Tax Rate 6 

of 2.5%, for a composite rate of 22.975%. 7 

 

Q. Does that conclude your direct testimony? 8 

A. Yes. 9 
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PREPARED DIRECT TESTIMONY OF 
DAVID J. HAAG 
ON BEHALF OF 

CARDINAL PIPELINE COMPANY, LLC 
 

I. WITNESS AND CASE INTRODUCTION 1 

Q.1 Please state your name and employer. 2 

A. My name is David J. Haag.  I am President and Chief Executive Officer of Brown, 3 

Williams, Moorhead & Quinn, Inc. (“BWMQ”), a nationally recognized energy 4 

consulting firm based in the Washington, D.C. area. 5 

Q.2 What is the nature of the work performed by your firm? 6 

A. BWMQ offers technical, economic, and policy assistance to the various segments 7 

of the natural gas pipeline industry, oil pipeline industry, and electric utility 8 

industry on business and regulatory matters. 9 

Q.3 Please briefly state your educational and professional background. 10 

A. My personal curriculum vitae, which is found in Exhibit No. DH-002, details my 11 

career and work experience in the energy industry.  12 

 I joined BWMQ as Chief Executive Officer in September 2019 and became 13 

President and Chief Executive Officer in September 2020.  Prior to this position, I 14 

was employed at a number of energy companies in roles of increasing responsibility 15 

as detailed in Exhibit No. DH-002.  Over the course of my career, I have 16 

participated in numerous rate case and certificate proceedings before the Federal 17 

Energy Regulatory Commission (“FERC” or “Commission”) on behalf of multiple 18 

regulated companies.  I have filed expert testimony and/or submitted affidavits on 19 

numerous topics, including rate design, proxy groups, cost of capital and rate of 20 
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return on equity, business risk assessment, capital structure, cost classification, cost 1 

allocation, billing determinants, discount adjustments, market power, and other rate 2 

and tariff related issues. 3 

 I graduated with Honors from the University of Calgary, Canada with a 4 

Bachelor’s Degree majoring in Economics and minoring in Management.  I have 5 

also completed a Graduate Certificate in Public Utility Regulation and Economics 6 

from New Mexico State University.  In addition I am currently completing my 7 

Master’s Degree in Economics with a specialization in Public Utility Regulation 8 

and Economics at New Mexico State University.  Since 2013, I have instructed a 9 

Seminar for the Center for Public Utilities at New Mexico State University on the 10 

determination of an interstate natural gas pipeline’s regulated cost of service.  I am 11 

also a Dean of the Energy Bar Association Energy Law Academy, and am 12 

responsible for the courses on natural gas industry regulation. 13 

Q.4 Are you sponsoring any exhibits in conjunction with your direct testimony? 14 

A. Yes, I am sponsoring the following exhibits: 15 

Exhibit No. DH-001  Prepared Direct Testimony of David J. Haag 16 

Exhibit No. DH-002:  Curriculum Vitae of David J. Haag 17 

Exhibit No. DH-003:  DCF Analysis 18 

Exhibit No. DH-004:  CAPM Analysis 19 

Exhibit No. DH-005:  Proxy Group Capital Structures and Cost of Debt 20 

Q.5 Were all of the exhibits described in your previous answer prepared by you? 21 

A. Yes, all of the exhibits filed herewith were prepared by me.  22 
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II. SCOPE OF TESTIMONY AND SUMMARY 1 

Q.6 On whose behalf are you testifying in this proceeding? 2 

A. I am testifying on behalf of Cardinal Pipeline Company, LLC (“Cardinal”). 3 

Q.7 Please provide a brief overview of the scope and purpose of your testimony. 4 

A. The purpose of my testimony is twofold.  Firstly, I undertake the required analysis 5 

to determine the appropriate cost of capital for Cardinal to include in its cost-of-6 

service calculations in this proceeding.  This determination includes a 7 

recommended after-tax rate of return on equity (“ROE”), cost of debt, as well as a 8 

capital structure for Cardinal in order to determine a just and reasonable cost of 9 

capital for Cardinal’s natural gas transportation services.  My recommended ROE 10 

is calculated using the results of the Discounted Cash Flow (“DCF”) and Capital 11 

Asset Pricing Model (“CAPM”) models as applied to both a core and expanded 12 

proxy group of natural gas pipeline companies. 13 

 Secondly, I discuss and support the reasonableness of the imputed capital 14 

structure proposed to be utilized by Cardinal for ratemaking purposes in this 15 

proceeding. 16 

Q.8 How is your testimony organized? 17 

A. My testimony is organized as follows: 18 

• In Section III – Facility Background, I provide a brief overview of the 19 

Cardinal system. 20 
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• In Section IV – Cost of Capital - Background, I define the concepts of cost 1 

of capital and rate of return on equity, and discuss how just and reasonable 2 

results are calculated. 3 

• In Section V – Proxy Group, I discuss in detail how I selected the proxy 4 

group entities in this proceeding, as well as why each of these entities is 5 

appropriate for inclusion in either the core or expanded proxy groups for 6 

Cardinal at this time. 7 

• In Section VI – DCF Analysis, I provide an overview of the DCF model and 8 

discuss how I have applied this financial model to the proxy groups in this 9 

proceeding and also present the resulting range of calculated returns. 10 

• In Section VII – CAPM Analysis, I provide an overview of the CAPM 11 

model and discuss how I have applied this financial model to the proxy 12 

groups in this proceeding and also present the resulting range of calculated 13 

returns. 14 

• In Section VIII – Recommended Rate of Return on Equity, I discuss the 15 

relative levels of risk faced by Cardinal as compared to the proxy groups, 16 

and also explain why the median rate of return on equity (as calculated on 17 

a pre-tax basis using the DCF model), is appropriate for determining just 18 

and reasonable rates for Cardinal. 19 

• Finally, in Section IX – Capital Structure and Cost of Debt, I discuss and 20 

support the appropriate capital structure and cost of debt to be used by 21 

Cardinal for its cost-of-capital in this proceeding. 22 
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Q.9 How have you determined the cost of equity for Cardinal? 1 

A. I have determined the after-tax rate of return on equity using publicly-available 2 

market and financial data applied to a proxy group of natural gas pipeline 3 

companies to assess the relative risk, and hence the cost of equity, for Cardinal.  To 4 

make this determination, I have relied upon two well-recognized financial models, 5 

namely the DCF and CAPM.  These models were applied using publicly-available 6 

market data from the Cardinal proxy group. 7 

Q.10 Please summarize your findings and recommendations. 8 

A. The results of my analysis indicate that Cardinal should reflect an after-tax ROE of 9 

11.04% and a cost of debt of 5.25% for its cost of capital in this proceeding.  This 10 

ROE represents the median of the range of returns produced by the DCF model 11 

using the core proxy group (as further supported by both the CAPM model and the 12 

results from the expanded proxy group in this proceeding).  The median of the range 13 

from the core proxy group is the appropriate level of ROE for Cardinal at this time 14 

given the relative level of risks that Cardinal faces as compared to the much larger 15 

and more diversified core proxy group entities. 16 

My recommended debt cost of 5.25% reflects the current average cost of 17 

debt of the entities included in the core proxy group.  This is a reasonable debt cost 18 

to use for rate making purposes in light of the fact that as of May 2022 (which is 19 

the maturity date of its long-term debt issuance), Cardinal will have paid off all of 20 

its long-term debt.   21 
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Similarly, with regards to an appropriate capital structure, given that 1 

Cardinal will not be issuing any stand-alone replacement debt and instead will be 2 

financed entirely by equity from its corporate parents, I recommend that Cardinal 3 

utilize an imputed capital structure of 60% equity and 40% debt for rate-making 4 

purposes at this time. 5 

III. FACILITY BACKGROUND6 

Q.11 Please provide a brief description of the Cardinal pipeline.7 

A. Cardinal is a North Carolina intrastate natural gas pipeline consisting of 8 

approximately 104 miles of 24-inch diameter pipeline.  The owners of Cardinal 9 

include subsidiaries of The Williams Companies, Inc., Public Service Company of 10 

North Carolina, Inc. (“PSNC”), and Piedmont Natural Gas Company, Inc 11 

(“Piedmont”). 12 

The pipeline system consists of (1) the original 24-inch diameter, 37-mile 13 

Cardinal Pipeline, which originates in Rockingham County, North Carolina and 14 

extends to the southeast of Burlington, North Carolina and provides 134,550 15 

dekatherms (Dth) per day of firm natural gas transportation capacity, (2) the 24-16 

inch diameter Cardinal Extension, which was placed into service on November 1, 17 

1999, and extends approximately 67-miles from Burlington, North Carolina to the 18 

Raleigh, North Carolina area providing 144,900 Dth per day of firm natural gas 19 

transportation capacity, and (3) the 2012 Expansion Project, which was placed into 20 

service on June 1, 2012, and added 199,000 Dth per day of firm natural gas 21 
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transportation capacity through the installation of compression in Guilford County, 1 

North Carolina. 2 

IV. COST OF CAPITAL - BACKGROUND 3 

Q.12 What is cost of capital? 4 

A. In the simplest of terms, cost of capital is the return expected by those who provide 5 

capital (i.e., funding) for a given entity. There are two major sources of capital for 6 

an entity; namely debt and equity.  Debt is provided primarily through corporate 7 

bonds and / or loans made to the entity by financial institutions, while equity is 8 

provided by investors, either public or private.  Investors who invest in an entity 9 

expect a return commensurate with the entity’s risks – known as a rate of return on 10 

equity (“ROE”), and lenders require interest payments on the funds loaned to the 11 

company – the cost of debt - these costs reflect the underlying risks of the entity.  12 

The cost of capital for an entity is the weighted average rate of the return on equity 13 

and the cost of debt, as determined in the market. 14 

  The cost of common equity is the rate of return that investors require from 15 

a company’s common stock, which is determined by the market price of the 16 

common stock.  Specifically, the rate of return required by investors is reflected by 17 

the market through changes in the entity’s stock price.  When an entity’s stock price 18 

decreases, the rate of return to investors from dividends will increase (all else being 19 

equal), causing the cost of equity for the company to increase.  The opposite also 20 

holds true. 21 
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Q.13 What is return on equity? 1 

A. Return on equity is a measure of the financial performance of a company.  2 

Mathematically, it is determined by dividing net income by shareholders' equity at 3 

a given point in time. 4 

Q.14 How is a fair and reasonable rate of return on equity determined for a 5 
regulated natural gas pipeline? 6 

A. In determining an allowed ROE for a regulated natural gas pipeline, the U.S. 7 

Supreme Court’s opinions in Bluefield Water Works & Improvement Co. v. Public 8 

Service Commission of West Virginia (“Bluefield”), 262 U.S. 679 (1923), and 9 

Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944) 10 

(“Hope”) provide that the ROE for a regulated entity should be commensurate with 11 

the return on investments in other enterprises having comparable risks. 12 

The assessment of the returns received by entities with comparable risks is 13 

generally made using a proxy group.  The goal is to determine an ROE that is 14 

sufficient to (1) maintain the financial integrity of the enterprise in question, (2) 15 

enable the company to attract new capital (as necessary), and (3) provide a return 16 

to the common equity investor that is in line with the returns of investments in other 17 

enterprises of comparable risk. 18 

Regulated natural gas pipelines are typically faced with the rebuttable 19 

presumption that all natural gas pipelines fall into a broad range of average risk 20 

absent highly unusual circumstances.  Thus, as a starting point, regulators typically 21 
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set a pipeline’s rate of return on equity at the median of the range of reasonable 1 

returns determined from a risk appropriate proxy group.1 2 

Q.15 Why is it necessary to use a proxy group to determine an appropriate rate of 3 
return? 4 

A. The current market cost of common equity applicable to the regulated utility is 5 

generally viewed as the proper cost-based standard for determining an appropriate 6 

rate of return.  To estimate the market costs of common equity for a natural gas 7 

pipeline entity, two financial models are commonly used.  These models are the 8 

Discounted Cash Flow (“DCF”) model and the Capital Asset Pricing Model 9 

(“CAPM”).  Both of these models require, amongst various other inputs, stock price 10 

and dividend related information in order to estimate the level of ROE required by 11 

investors.   12 

Given these data requirements, it is not possible to directly calculate a DCF 13 

and CAPM return for Cardinal, as Cardinal is not a publicly traded, stand-alone 14 

entity.  Therefore, the utilization of a proxy group of publicly traded natural gas 15 

pipeline companies is necessary to estimate a range of ROEs that the market 16 

requires for an investment in an entity that is comparable to Cardinal.  A proxy 17 

group is simply a group of representative natural gas pipeline entities with similar 18 

risks used to set a range of reasonable returns for a regulated natural gas pipeline.   19 

 
1 For an example from FERC, see Portland Natural Gas Transmission System, Opinion No. 524, 142 FERC 
¶ 61,197 (2013), order on reh’g, Opinion No. 524-A, 150 FERC ¶ 61,107 (2015). 
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Q.16 How have you determined an appropriate cost of capital for Cardinal in this 1 
proceeding? 2 

A.  In order to determine an appropriate cost of capital to be used by Cardinal in this 3 

proceeding, I have calculated both an ROE and cost of debt for Cardinal utilizing 4 

two risk appropriate proxy groups – a core proxy group and an expanded proxy 5 

group.  Specifically, I have determined an appropriate ROE range for Cardinal 6 

using the results of the DCF model.  As a check on the reasonableness of the DCF 7 

results, I have utilized the CAPM model.  This is consistent with the reality that 8 

investors are not likely to rely only on the results of only a single model.  The data 9 

and calculations used in the DCF and CAPM models are provided in my attached 10 

Exhibits and are described in detail later in my testimony. 11 

I have also recommended that Cardinal utilize an imputed hypothetical 12 

capital structure to ensure that a just and reasonable cost of service is calculated. 13 

Furthermore, in light of the fact that, as of May 2022, Cardinal will not have 14 

any long-term debt on its books, I have utilized the average cost of debt calculated 15 

across all of the core proxy group entities in order to calculate an appropriate cost 16 

of debt for Cardinal to use for ratemaking purposes at this time. 17 

V. PROXY GROUP 18 

Q.17 How did you select a proxy group for Cardinal in this proceeding? 19 

A. At this time there are no stand-alone publicly traded intrastate pipeline companies 20 

that can be used to form a comparable proxy group for Cardinal.  Many of the 21 

companies that own intrastate pipelines are also heavily involved in other upstream 22 
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activities including: exploration and production, gas gathering and processing, as 1 

well as various gas treatment processes.  However, there are a number of publicly 2 

traded entities that do own material levels of regulated interstate natural gas 3 

pipelines in addition to owning intrastate pipeline assets.  These entities are 4 

generally more focused on the natural gas pipeline business line that Cardinal is 5 

involved in. 6 

Therefore, in order to determine a risk appropriate proxy group of natural 7 

gas pipeline entities in this proceeding for Cardinal, I began by seeking to identify 8 

all entities currently recognized as natural gas pipeline entities, using the list of 9 

entities classified by Value Line as being part of either the “Oil/Gas Distribution” 10 

(a total of 13 entities) or “Pipeline MLP” industries (a total of 31 entities) as of 11 

December 2021.  I evaluated each of these 44 companies and selected those entities 12 

that currently own material levels of regulated interstate natural gas transmission 13 

pipelines.  The list of the Value Line entities that I reviewed, as well as the results 14 

of my initial screening, are as follows: 15 

Table 1 – Potential Proxy Group Entities 16 

Company Name 
Value Line 

Classification Initial Screening Result 

Altus Midstream 
Oil/Gas 

Distribution No material interstate natural gas pipelines 

Antero Midstream Corp. 
Oil/Gas 

Distribution No material interstate natural gas pipelines 
Blueknight Energy 
Partners LP LLC Pipeline MLPs No material interstate natural gas pipelines 

BP Midstream Partners LP Pipeline MLPs No material interstate natural gas pipelines 

Cheniere Energy Inc. 
Oil/Gas 

Distribution Potential proxy group entity 

Cheniere Energy Partners 
L.P. Pipeline MLPs Potential proxy group entity 
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Clean Energy Fuels Corp. 
Oil/Gas 

Distribution No material interstate natural gas pipelines 
Crestwood Equity Partners 

LP Pipeline MLPs Natural gas assets are primarily storage assets 

DCP Midstream LP Pipeline MLPs No material interstate natural gas pipelines 
Delek Logistics Partners 

LP Pipeline MLPs No material interstate natural gas pipelines 

Enbridge Inc. 
Oil/Gas 

Distribution Potential proxy group entity 

Energy Transfer LP Pipeline MLPs Potential proxy group entity 

EnLink Midstream, LLC 
Oil/Gas 

Distribution No material interstate natural gas pipelines 
Enterprise Products 

Partners L.P. Pipeline MLPs No material interstate natural gas pipelines 

Genesis Energy LP Pipeline MLPs No material interstate natural gas pipelines 

Global Partners LP Pipeline MLPs No material interstate natural gas pipelines 

Green Plains Partners LP Pipeline MLPs No material interstate natural gas pipelines 
Hess Midstream Partners 

LP Pipeline MLPs No material interstate natural gas pipelines 

Holly Energy Partners LP Pipeline MLPs No material interstate natural gas pipelines 
Kimbell Royalty Partners, 

LP Pipeline MLPs No material interstate natural gas pipelines 

Kinder Morgan Inc. 
Oil/Gas 

Distribution Potential proxy group entity 

Lehigh Gas Partners LP Pipeline MLPs No material interstate natural gas pipelines 
Magellan Midstream 

Partners L.P. Pipeline MLPs No material interstate natural gas pipelines 
Martin Midstream Partners 

L.P. Pipeline MLPs No material interstate natural gas pipelines 

MPLX LP Pipeline MLPs No material interstate natural gas pipelines 

NGL Energy Partners LP Pipeline MLPs No material interstate natural gas pipelines 

NuStar Energy LP Pipeline MLPs No material interstate natural gas pipelines 
Oasis Midstream Partners 

LP Pipeline MLPs No material interstate natural gas pipelines 

ONEOK, Inc. 
Oil/Gas 

Distribution Potential proxy group entity 

PBF Logistics LP Pipeline MLPs No material interstate natural gas pipelines 
Pembina Pipeline 

Corporation 
Oil/Gas 

Distribution Potential proxy group entity 

Phillips 66 Partners LP Pipeline MLPs No material interstate natural gas pipelines 
Plains All American 

Pipeline L.P. Pipeline MLPs No material interstate natural gas pipelines 

Plains GP Holdings, L.P. Pipeline MLPs No material interstate natural gas pipelines 

Rattler Midstream LP Pipeline MLPs No material interstate natural gas pipelines 
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Shell Midstream Partners 
L.P. Pipeline MLPs No material interstate natural gas pipelines 

Sprague Resources LP Pipeline MLPs No material interstate natural gas pipelines 
Suburban Propane 

Partners, L.P. Pipeline MLPs No material interstate natural gas pipelines 
Summit Midstream 

Partners LP Pipeline MLPs No material interstate natural gas pipelines 

TC Energy Corporation 
Oil/Gas 

Distribution Potential proxy group entity 

Tellurian Inc. 
Oil/Gas 

Distribution Primary business is LNG export 

Western Midstream 
Partners Pipeline MLPs No material interstate natural gas pipelines 

The Williams Companies 
Inc. 

Oil/Gas 
Distribution Potential proxy group entity 

World Fuel Services 
Corporation 

Oil/Gas 
Distribution No material interstate natural gas pipelines 

As shown in Table 1, the initial screen provided the following nine entities that are 1 

recognized natural gas pipeline companies for potential inclusion in the Cardinal 2 

proxy group: 3 

1. Cheniere Energy Inc. (“Cheniere”) 4 

2. Cheniere Energy Partners, L.P. (“Cheniere Partners”) 5 

3. Enbridge Inc. (“Enbridge”) 6 

4. Energy Transfer LP  (“Energy Transfer”) 7 

5. Kinder Morgan Inc. (“Kinder Morgan”) 8 

6. ONEOK, Inc. (“ONEOK”) 9 

7. Pembina Pipeline Corporation (“Pembina”) 10 

8. TC Energy Corporation (“TC Energy”)  11 

9. The Williams Companies, Inc. (“Williams”) 12 

83





Testimony of David J. Haag 
Docket No. G-39, Sub 47 

Exhibit No. DH-001 
Page 15 

 

   
 

Partners are not currently investment grade and therefore will not be included in the 1 

Cardinal proxy group at this time, in order to ensure that the proxy group is risk 2 

appropriate for Cardinal. 3 

Table 2 – Potential Proxy Group Entities - Credit Ratings 
Company Name Standard and Poor's Moody's Fitch Ratings 

Cheniere BB Ba3 n/a 

Cheniere Partners BB Ba2 BB+ 

Enbridge BBB+ Baa1 BBB+ 

Energy Transfer BBB- Baa3 BBB- 

Kinder Morgan BBB Baa2 BBB 

ONEOK BBB Baa3 BBB 

Pembina BBB n/a n/a 

TC Energy BBB+ Baa2 A- 

Williams BBB Baa2 BBB 

Q.20 Have any of the remaining seven entities cut or reduced their dividend within 4 
the past six months? 5 

A. No.  None of these seven entities have reduced or cut their dividends in the past six 6 

months.  Further, each of these entities pays a regular dividend.2 7 

Q.21 Why is it important that a potential proxy group entity has not recently cut or 8 
reduced its dividend? 9 

A. When an entity cuts its dividend, its calculated dividend yield immediately changes.  10 

This often leads to changes in anticipated growth rates as well, causing instability 11 

in the entity’s stock price, thereby distorting DCF results. 12 

 
2 As companies headquartered in Canada, Enbridge, Pembina, and TC Energy pay their respective dividends 
in Canadian dollars, on a quarterly (Enbridge, TC Energy) or monthly (Pembina) basis.  Therefore, the actual 
dividend amount received by U.S. stockholders will fluctuate based on the effective Canadian / U.S. dollar 
exchange rate. 
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Q.22 Please discuss your next screening criteria. 1 

A. My next screening criteria requires that the entity have a positive five-year earnings 2 

growth estimate as reported by the Institutional Broker’s Estimate System 3 

(“IBES”).  As I discuss in greater detail later in my testimony, both the DCF and 4 

CAPM financial models require as an input an anticipated growth rate that is relied 5 

upon by investors.  The IBES growth rate is a widely available growth rate 6 

commonly used by investors and is publicly available via the Yahoo! Finance 7 

website.3 8 

  From a risk perspective, entities that have been assigned a negative IBES 9 

growth rate are expected to experience a decline in earnings.  Therefore, to avoid 10 

anomalous or illogical results when estimating the return on equity required by 11 

investors in natural gas pipelines, I recommend the exclusion of any entities with a 12 

negative IBES growth rate from the Cardinal proxy group at this time. 13 

Q.23 Do each of the remaining seven entities currently have a positive five-year 14 
earnings growth estimate as reported by IBES? 15 

A. No.  Table 3 below shows the IBES growth rates for each of these seven entities as 16 

of December 2021.  As shown, Energy Transfer does not currently have a positive 17 

IBES growth rate estimate and therefore will be excluded from the Cardinal proxy 18 

group at this time.  19 

 
3 https://finance.yahoo.com/ 
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Table 3 – Potential Proxy Group Entities – IBES Growth Estimates 

Company Name IBES Growth Estimate 

Enbridge 8.11% 

Energy Transfer -6.90% 

Kinder Morgan 7.39% 

ONEOK 9.86% 

Pembina 10.61% 

TC Energy 1.55% 

Williams 2.00% 

Q.24 Have any of the remaining six entities been involved in any material merger 1 
or acquisition activity in the latest six-month period? 2 

A. While each of these entities are regularly involved in the acquisition and / or 3 

divestiture of midstream assets, the majority of these transactions are small in 4 

comparison to the overall size and market capitalization of these entities and are 5 

therefore not material.  Nevertheless, the following is a summary of recent merger, 6 

acquisition, and divestiture activity for these entities, none of which I consider to 7 

be material.   8 

 On June 7, 2021, Enbridge announced that it had entered into a definitive 9 

agreement to sell its 38.9% non-operating minority ownership interest in Noverco 10 

Inc. (“Noverco”) to Trencap L.P. for $1.14 billion in cash.  Closing of the 11 

transaction was completed in December 2021.  Enbridge stated that the sale 12 

proceeds will initially be used to repay short term debt, and on this basis the 13 

transaction is expected to be neutral to distributable cash flow per share.4 14 

 
4 See: https://electricenergyonline.com/article/energy/category/mergers-acquisitions/58/903614/enbridge-
announces-1-14-billion-sale-of-its-financial-interest-in-noverco.html 
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More recently, on October 12, 2021, Enbridge announced that it had closed 1 

on its previously announced agreement with EnCap Flatrock Midstream to acquire 2 

Moda Midstream Operating, LLC for $3.0 billion in cash.  The transaction provides 3 

Enbridge with a 100 percent operating interest in the Ingleside Energy Center, and 4 

related crude oil pipeline and logistics infrastructure, located near Corpus Christi, 5 

Texas, along with a 20 percent interest in the FERC regulated 670-thousand-barrel-6 

per-day Cactus II Pipeline. 7 

  Recent activity for Kinder Morgan includes a $310 Million acquisition of 8 

Kinetrex Energy, a renewable natural gas developer which includes two domestic 9 

LNG production and fueling facilities as well as various renewable natural gas 10 

facilities.  The Kinetrex acquisition closed on August 20, 2021. 11 

On July 9, 2021, Kinder Morgan closed on its $1.225 Billion acquisition of 12 

Stagecoach Gas Services LLC.  The Stagecoach assets include four regulated 13 

natural gas storage facilities with a total FERC-certificated working gas capacity of 14 

41 billion cubic feet and a network of FERC-regulated natural gas transportation 15 

pipelines with multiple interconnects to major interstate natural gas pipelines.  In 16 

the first quarter of 2021, Kinder Morgan and Brookfield Infrastructure Partners L.P. 17 

sold a 25% minority interest in Natural Gas Pipeline Company of America LLC to 18 

a fund controlled by ArcLight Capital Partners, LLC for $830 million. 19 

  As of December 2021, ONEOK, Inc. has not announced any recent material 20 

merger, acquisition, and divestiture activity. 21 


















































































































































































































































































































































































































































































































































