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Q.
Please state your name, business address, and position with Xcel Energy, Inc.  

A. My name is James A. Smith.  I am employed by Xcel Energy Services Inc. (“XES”) as a Principal Rate Analyst in the Revenue Analysis Group within Government and Regulatory Affairs.  XES is the “service company” subsidiary of Xcel Energy Inc., a registered holding company, that provides corporate and other services to the utility operating companies and other subsidiaries of Xcel Energy Inc., including Viking Gas Transmission Company (“Viking”).  My business address is 414 Nicollet Mall, Minneapolis, Minnesota, 55401.

Q. What are your current responsibilities?

A. I prepare various financial and operational analyses, jurisdictional cost of service studies and revenue requirement determinations for Xcel Energy Inc.’s various public utility operating company subsidiaries and Viking.  This involves the combination and consolidation of operating revenues, expenses, capital investment and operating data, and assignment and allocation of the appropriate amounts to utility and regulatory jurisdictions.

Q. What is your educational and professional background?

A. Exhibit No. VGT-2, Schedule 1, contains a complete resume of my educational and professional background, including the proceedings and subject matters in which I have previously testified.

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

A. First, I will provide support for Viking’s overall cost of service and rate base presentation.  Second, I will testify to the operation and maintenance costs (O&M); depreciation, depletion and amortization expense (DD&A); income taxes; and cost classification.  I will further separate the overall cost of service for the presentation of our primary and pro forma positions.

The following statements and schedules that support my testimony were prepared under my supervision:

	Statement A
	Overall Cost of Service

	Statement B
	Rate Base and Return

	Statement C
	Cost of Plant

	Statement D
	Accumulated Provisions for Depreciation and Amortization

	Statement E
	Working Capital

	Statement F
	Weighted Cost of Capital

	Statement H-1
	Operation and Maintenance Expense

	Statement H-2
	Depreciation and Amortization Expense 

	Statement H-3
	Income Taxes

	Statement H-4
	Taxes Other Than Income Taxes

	Statement I
	Miscellaneous Schedules


Q. Please discuss how Viking's Primary and Pro Forma Cases affect the computation of the overall cost of service.  

A. Under Viking’s Primary Case, separate costs of service are developed for Viking's pre-1999 expansion facilities ("Existing Facilities") and the incremental facilities that were built as part of the 1999 expansion project to provide Rate Schedule FT-D service.  The term "Rate Schedule FT" refers to the roll-in of the rates for Rate Schedules FT-A, FT-B and FT-C, which was approved by the Commission in Docket No. RP98-290-000.  The complete roll-in of Rate Schedules FT-A, FT-B and FT-C rates will be effective July 1, 2002.  The incremental transmission facilities (Rate Schedule FT-D) were placed into service as authorized by the Commission in Docket No. CP98-761-000.  I have titled the separate cost of service computations as Existing Facilities and Rate Schedule FT-D.  



Under Viking’s Pro Forma Case, the costs of service for Viking's pre-1999 expansion system and FT-D service are combined to calculate a single cost of service to support the Pro Forma rates for service.   The roll-in of Rate Schedule FT and FT-D will be referred to as "Rate Schedule FT-X."

Q.
Have you prepared separate cost of service statements to present Viking's primary and pro forma positions?
A.
No, both the primary and pro forma positions are presented on the statements and schedules listed above. Viking’s cost of service is presented on Statement A.  For each component of the cost of service summarized on Statement A, Statements B through E and H-1 through H-4, column (c) reflects Viking's cost of service on a rolled-in basis.  Generally columns (d) and (e), or the last two columns on a particular schedule, present Viking's cost of service necessary to support its primary position and establish rates, accordingly.

Q.
What are the Base and Test Periods utilized by Viking for this filing?
A.
Viking uses a Base Period reflecting the actual data for the twelve months ended September 30, 2001, in this proceeding.  The Base Period data has been taken from the books and records of the company, which have been maintained in conformity with the Uniform System of Accounts as proscribed by the Commission.  The Test Period incorporates adjustments to the Base Period which are known and measurable with reasonable accuracy and which will occur during the nine months following the end of the Base Period.

Cost of Service

Q. Identify the total jurisdictional cost of service in this proceeding as shown on Statement A and provide an overall view of what the Statement includes.

A. The total jurisdictional cost of service in this proceeding is $38,026,514, which is shown on Statement A, column (c), line 8.  Statement A summarizes the cost components included in the cost of service for the Test Period.   The components of the cost of service are developed in the other schedules submitted in this proceeding.  The reference column identifies the other schedules submitted in this proceeding and provides the necessary support for the indicated line items.



Statement A begins with column (c), titled “Rolled-In Treatment,” which, as stated above, represents Viking’s pro forma position and is the sum total cost of service of all of Viking’s jurisdictional operations.  The “Transmission Service Rate Schedule Existing,” shown on column (d), represents Viking’s mainline system prior to the addition of the FT-D incremental facilities.  Column (e), titled “Rate Schedule FT-D,” shows Viking’s cost of service for the facilities related to Rate Schedule FT-D.

Q. Please describe how you developed the separate costs of service for the two rate schedules listed above beginning with Statement B, Rate Base. 

A.
Viking maintains its transmission plant in a manner that separately identifies its book investment for the incremental FT-D facilities, as well as the existing facilities.  The identification is also true for the accumulated depreciation and accumulated deferred income tax (ADIT).  The only allocations that were necessary were the allocations of working capital and the assignment of general and intangible plant.  Working capital was allocated to the separate rate bases based on miles of pipe allocation factor.  General and intangible plant accounts were spread to the separate rate bases using a labor factor or miles of transmission pipe factor, depending on the cost nature of the account being allocated.  For example, transportation equipment plant, Account No. 392, was allocated to the Existing Facilities and FT-D separate rate bases using the labor allocator based on the assumption that Viking’s employees were the primary users of the transportation equipment.  Each of the individual cost items allocated are shown on Statement I.  

Q. Please describe the assignment of O&M expense to the existing and incremental facilities.

A. All labor costs were assigned directly to the Existing Facilities except for labor costs included in Account No. 856 “Mains Expense - Operating” and Account No. 863 “Mains Expense – Maintenance.” Labor costs included in Account Nos. 856 and 863 were allocated to the Existing Facilities and FT-D costs of service on the basis of miles of transmission main.  The FT-D incremental facilities consist of a 45-mile, 24-inch diameter loop of Viking’s mainline system.  The result of the calculation assigned 1 percent (1%) of field labor O & M expense to the FT-D facilities, or $29,541. 



O&M expenses, other than labor, were allocated on the basis of miles of transmission main.  Administrative and General operating and maintenance costs were allocated based on the KN method of allocation.

Q. Please explain why miles of pipe is an appropriate method of allocating costs for the Viking system.  


A. Miles of pipe is an appropriate method to use to allocate O&M expenses since all of the pipe for both the mainline system and the looping are 24 inch diameter.  It is a common denominator in that certain maintenance costs are directly related to the length of pipe.  Such costs are line inspection and brush clearing and grass cutting of right of ways.  Using plant investment as a basis for allocation would unfairly allocate too much cost to the FT-D facilities because of the disparity of investment cost of newer facilities versus older facilities.

Q. Please discuss the assignment of costs to Existing Facilities and Rate Schedule FT-D for Statements H-2, H-3 and H-4.  

A. For Statement H-2 (Depreciation and Amortization), General and Intangible plant items were allocated to Existing Facilities and Rate Schedule FT-D facilities based on either a labor or miles of transmission pipe allocation factor.  For Schedule H-3 (Federal and State Income Taxes), Equity AFUDC is computed separately for each facility. 



All labor related costs included on Statement H-4 (Taxes Other Than Income Taxes) were allocated based on a labor factor.  Ad valorem taxes and fuel use taxes were allocated based on miles of transmission pipe. 

Rate Base

Q. Will you please explain Statement B.

A. This statement summarizes Viking’s overall rate base.  Details of items included in rate base are shown in statements identified in the Reference Column (b).  Line 12 shows the claimed overall return on the rate base.

Q. How did you develop the cost of net utility plant used to compute the rate base shown on Schedule B?

A. Statement C summarizes the cost of gas plant.  The cost of gas plant is based upon the actual per book amounts as of the end of the Base Period, adjusted to reflect known and measurable changes in plant that are projected to occur during the Test Period.  Statement D summarizes the accumulated balance of depreciation, depletion and amortization (“DD&A”) adjusted through the end of the Test Period.  Netting the investment in gas plant from Statement C by the accumulated DD&A reflected in Statement D results in the net plant shown on line 5.



Based on the Prepared Direct Testimony of Mr. Lovinger, I have included in Statement C a line item for acquisition premium of $24,555,726, and in Statement B I have included the accumulated balance of amortization projected through June 30, 2002 of $14,814,476.  Although Viking maintains accumulated deferred income taxes (“ADIT”) on its books for the acquisition premium, that ADIT balance has not been reflected as a rate base adjustment.  Prior to the instant proceeding, Viking had not requested rate treatment for the acquisition premium in its rates; therefore, the ratepayers have not paid this cost and are not entitled to the benefit of the balance of ADIT accumulated on Viking’s books through the end of the test period.

Q.
Is the full amount of the unamortized portion of the acquisition premium included in the rate base?

 A.
No.  Mr. Lovinger’s testimony shows commensurate savings to Viking’s customers that permit inclusion in rate base of approximately 81% of the unamortized portion of the acquisition premium.
Q. Please provide an overview of Viking’s proposed level of ADIT shown on line 6 of Statement B.

A.  Viking’s balance in Account No. 282 for the pre-expansion facilities was significantly affected by NSP’s acquisition of Viking from Tennessee Gas Pipeline Company (“Tenneco”) on June 10, 1993, through a stock purchase.  For income tax purposes, the parties made a timely election under Section 338(h)(10) of the Internal Revenue Code.  As a result of the election, the purchaser of the stock is treated as a purchaser of Tenneco’s assets for federal income tax purposes.  As such, a taxable event occurred on the date of the purchase and, as a result, Viking’s ADIT balance was reduced to zero on the date of the purchase.  The ADIT balance reflected on line 6 has been accrued from the purchase date forward and projected through the end of the test period.  Mr. Lovinger’s testimony discusses this in more detail with respect to the Commission’s commensurate benefit test. 


Q.
Please provide an explanation of Schedule B-1.
A. Schedule B-1 lists all categories of tax timing differences for which ADIT was generated.  In each case a determination was made, in accordance with §154.305 of the Commission’s regulations, as to whether those ADIT balances were related to rate base or cost of service.  The items related to rate base or cost of service were used to computate rate base on Statement B.  

Q. 
Please provide an explanation for the addition to rate base of a regulatory asset for self-insurance.

A. 
In Viking’s previous rate case, Docket No. RP98-290-000, the Stipulation and Agreement ("S&A") provided for Viking to establish a reserve for self-insurance.  The account was established on Viking's books through a credit to Account No. 228.1, Accumulated Provision for Property Insurance and a charge to Account No. 924, Property Insurance.  The annual allowance provided in the S&A was $20,000 and, accordingly, Viking charged the reserve for expenses it incurred for property damages not covered by insurance.  Any balance accumulated above chargeable expenses would be recognized in rate base.




Viking experienced expenses not covered by its insurance policies far in excess of the annual $20,000 provided for in the S&A.  These expenses were charged to the reserve account.  The reserve is thus substantially under-funded.  Later in this testimony, I support an increase to the allowance to bring the reserve to a sufficient balance necessary to cover Viking’s self-insurance exposure.  Viking is requesting rate base recognition for the deficiency in Account No. 228.1.  The under-funded balance currently on Viking’s books is $222,625, as shown on line 9 of Statement B.  


Q. Please provide an explanation of your proposed increase to rate base for Regulatory Commission expense of $502,753.

A. Viking estimates that it will incur approximately $832,593 in regulatory commission expense to resolve this rate case.  In addition, at the end of the Test Period, Viking will have unamortized rate case expense of $71,204 remaining from its previous case, Docket No. RP98-290-000.  I am recommending a three-year amortization of the cost of the current rate case and the remainder of the prior case for a total of $903,797 as a test period adjustment to Account No. 928, Regulatory Commission Expense.  The inclusion of $502,753 in the rate base provides an appropriate allowance so that Viking can recover its time value of money until the regulatory commission expense is fully amortized.  

Q. How did you arrive at a level of $502,753?

A. The average unamortized balance for the three year period would be one-half of the $903,797 amount to be amortized, or $451,898.  If the full unamortized balance at the end of the test period was included in the rate base, Viking would have the opportunity to over collect.  If the average unamortized balance of $451,898 is used, Viking would not fully recover the time value of the cost incurrence.  Viking would initially under-collect because the unamortized balance at the end of the test period is $903,797.  Of course, at the end of the amortization period, Viking would be over collecting because the average unamortized balance would be in excess of the actual unamortized balance.  To allow Viking to collect its actual time value for the unamortized balance, I have calculated, through a present value analysis, an appropriate level for an addition to rate base that amounts to $502,753.   

Q. Please continue your description of Statement B. 

A. The total rate base is shown on line 10.  The return allowance, based in part on the cost of common equity capital as supported in the testimony of Mr. Raymond Cassidy, is shown on line 12.  The return applicable to the Rate Schedule Existing  rate base is 12.60%.  The return applicable to the Rate Schedule FT-D rate base is 9.40%.  These returns represent Viking’s primary position.  On a rolled-in basis, which is Viking’s pro forma position, the applicable return would reflect a weighted cost of capital of 11.90% as shown on Statement F-2 line 4 column (e).  I will discuss the capital structures used for Rate Schedules Existing  and FT-D service in more detail later in my testimony.
Q. Please explain the Test Period adjustments to gas plant shown on Statement C.

A. Column (d) sets forth the plant additions through the end of the Base Period and Column (g) reflects the projected plant additions through the end of the Test Period.  The plant balances and projected plant additions through the end of the Test Period are detailed by account on Schedule C-1.    



Q. Are you proposing that an accounting change be recorded on Viking’s books to recognize the proposed reclassification shown on Schedule C-1(1)?

A. Yes.  The proposed changes are necessary to record a reclassification and will be made on Viking’s plant records and financial statements before the end of the Test Period.     

Q. Please describe Statement D.

A. Statement D reflects the amount of accumulated depreciation, depletion and amortization ("DD&A").  The DD&A at the beginning of the Base Period is shown in column (c).  Additions and reductions to DD&A occurring during the Base Period are shown as a net amount in column (d) and adjustments to these amounts to reflect additional accumulated DD&A for the Test Period are shown in column (g).

Q. Please explain how you arrived at the total accumulated provision for DD&A, as adjusted, and set forth on column (h).

A. To ensure consistency with the plant numbers shown on Statement C, the book amounts for DD&A, at the end of the Base Period, were projected as balances that were expected to accumulate through the end of the Test Period based on plant in service at the end of the Base Period.  In addition, DD&A balances were adjusted to reflect plant additions projected to be recorded before the end of the Test Period to the extent DD&A begins to accrue.  Thus, the net plant numbers shown on Statement B are a representation of what the number would be at the end of the Test Period. 

Q. Explain the derivation of Materials and Supplies and Prepayments reflected on Statement E.

A. Statement E reflects, in summary form, the components of working capital allowance shown on Statement B as part of rate base.  The supporting details are set forth in Schedule E-1.  Materials and Supplies represent an average of the 13 month-end balances ending September 30, 2001.  Prepayments represent an average of the 13 month-end balances ended September 30, 2001, as adjusted, for costs Viking records on its books in Account No. 165.  For ratemaking purposes, it was necessary to adjust the amount recorded on Viking’s books to reflect how the charges for insurance coverage are projected to flow from the Parent Company (Xcel Energy) over a period of a year subsequent to the Base Period.

Q. Please explain your addition to the working capital allowance for prepaid interest.

A. Viking incurred prepaid interest in securing its financing for the purchase of the pipeline from Tenneco and for its incremental expansions of the pipeline.  I have included in working capital the projected balance at the end of the Test Period in the amount of $355,188 for the unamortized debt acquisition costs.  This treatment is consistent with a recent order issued by the Commission in Kansas Pipeline Co., 83 FERC ¶ 61,107 (1998).  The amortization of the prepaid interest or debt acquisition cost is used to compute debt cost as I will discuss later in my testimony.   

Capital Structure

Q. 
Please briefly discuss Statement F.
A. 
To develop the appropriate capitalization, I started with Viking's financial statements prepared as of the end of the base period projected through the end of the test period.  Statement  F-5 reflects a separate capitalization for Existing and FT-D Services.   Separate debt was issued to finance the facilities related to the FT-D service and those facilities were primarily financed with debt.  Thus, it is appropriate to recognize a capitalization for the FT-D service that represents the manner in which the facilities were financed.  Furthermore, Viking’s primary case, which reflects FT-D rates determined on an incremental basis, further supports the use of a separate capitalization.



Statement F-2 is Viking’s total capitalization and supports its pro forma tariff sheets which provide for the roll-in of Rate Schedule FT-D.
Q.
Is it necessary to make an additional adjustment to the capital structure? 

A.
Yes.    

Q. 
Please explain.
A. 
Mr. Lovinger’s Prepared Direct testimony justifies inclusion in rate base of the premium paid by NSP to purchase the Viking system from Tennessee.  If the Commission ultimately disallows the premium in total or in part, a corresponding adjustment will need to be made to the capitalization.  Because the premium was primarily financed with debt, the capitalization should be adjusted to remove debt equal to the disallowance of the proposed capitalized premium.  Thus, if the Commission, for instance, disallows $5.0 million of the capitalized premium proposed by Viking to be included in the rate base, a like amount of debt should be removed from the capitalization.  This proposed adjustment recognizes the inequity to Viking of using a capitalization that includes debt that finances an asset that is not permitted to be included in the determination of rates.  




The acquisition premium for Viking was entirely financed by the Series A debt issue currently recorded on Viking’s books.  On June 30, 2002, the Series A debt issue will have a remaining balance of $11,377,868.  To the extent that any of the acquisition premium is not included in the rate base, an adjustment to the amount of Series A debt issue included in the capital structure is necessary to remove that portion of the acquisition premium not included in rate base.  

Q.
Did you adjust the capital structure for part of the acquisition premium that is not being included in rate base?

A.
Yes.  Earlier in my testimony I indicated that approximately 81% of the unamortized acquisition premium was proposed by Viking to be included in the rate base.  I therefore recommend an adjustment to the amount of Series A long-term debt included in the capitalization for the portion of unamortized acquisition premium not included in rate base.  My calculation of the cost of service includes an adjustment to remove $2,228,830 of Series A long-term debt from the capitalization along with its related costs.  

Q. 
Please discuss the development of the capital structure at issue in this case that finances the total test period rate base.
A. 
The total capital on Viking’s books on June 30, 2002, is projected to include long term debt (net of current maturities) of $38,041,201 and common equity of $50,462,672.  The removal of $2,228,830 from the debt amount will produce the following capital structure:


VIKING GAS TRANSMISSION COMPANY


TOTAL ROLLED-IN (FT-X) CAPITAL STRUCTURE


AS OF JUNE 30, 2002

	
	Amount
	Ratio

	Long Term Debt
	$35,812,372
	  41.51%

	Common Equity
	  50,462,672
	  58.49

	Total
	$86,275,044
	100.00%


Q. 
Please discuss the development of the capital structure that finances the test period rate base for the FT-D Incremental Service Rate.
A. 
The assets in the rate base that support the FT-D Incremental Service Rate have a net original cost of $18,641,568.  Series D of Viking’s long term debt is the primary source of financing for these assets.  The principal amount outstanding of this issue (net of current maturities) on June 30, 2002, will be $15,000,000.  The balance of the FT-D rate base, $3,641,568, is financed with common equity.  The capital structure is as follows:


VIKING GAS TRANSMISSION COMPANY


FT-D CAPITAL STRUCTURE


AS OF JUNE 30, 2002



	
	Amount
	Ratio

	Long Term Debt
	$15,000,000
	  80.47%

	Common Equity
	    3,641,568
	  19.53

	Total
	$18,641,568
	100.00%


Q. 
Please discuss the development of the capital structure for the test period in this case that supports the rate base for the Rate Schedules for the Existing Facilities.

A. 
The Rate Schedules for the Existing Facilities includes assets in the rate base that are financed by the long term debt issues:  Series A (net of the exclusion of $2,228,829 explained earlier), Series B and C, and the remainder of Viking’s common equity.  The capital structure is as follows:

                   VIKING GAS TRANSMISSION COMPANY


EXISTING FACILITIES (FT) CAPITAL STRUCTURE


AS OF JUNE 30, 2002



	
	Amount
	Ratio

	Long Term Debt
	$20,812,372
	  30.77%

	Common Equity
	  46,821,104
	  69.23

	Total
	$67,633,476
	100.00%


Q. 
Please explain how you computed the cost of long term debt.
A. 
The cost of debt for each issue is equal to the amount of the annual interest expense plus one year’s amortization of the debt issuance expense divided by the principal amount outstanding.  The cost rates are computed on Schedule No. 2.

Q. 
Are the unamortized balances of the debt issuance expenses included in the cost of money as part of rate computation?
A. 
No.  These amounts are included in the rate base as a regulatory asset.  If they were included in the cost of money as a component of the rate of return, these balances would be double counted.

Q. 
What rate of return on rate base is appropriate for the various rate schedules at issue in this case?
A. 
The rate of return on rate base should be 12.60 percent for the Existing Facilities rate schedules and 9.40 percent for the FT-D rate schedule as shown on Statement F-5.  The rate of return for the total company on a rolled-in basis should be 11.90 percent as shown on Statement F-2.  The computation of these returns are based on the capital structures developed in my testimony.  The costs of debt is computed on Schedule No. 1 attached hereto and Mr. Cassidy recommended the return on common equity of 15 percent.

Operation and Maintenance Expense

Q. Please explain Adjustment Numbers 1 through 12 in Statement H-1.

A. Adjustments 1 and 2 eliminate from the Base Period book expenses related to FERC Annual Charges and GRI expenses that are recoverable by separate surcharges.



Adjustment 3 eliminates Viking’s expenses for fuel and gas losses because Viking’s fuel used and losses are tracked pursuant to Section 26 of the General Terms and Conditions of its Tariff.  The tracker tariff provision was approved by the Commission in Docket No. RP98-197, in a Letter Order issued May 29, 1998.




Adjustment 4 adjusts Viking’s Base Period labor costs charged to O&M.  To arrive at an appropriate Test Period level, the September payroll levels were annualized.  Added to the annualized September payroll were Viking’s updated staffing level changes, projected promotions, salary and wage increases, overtime, and appropriate incentive pay through the last month of the Test Period.  The percentage of labor capitalized and charged to capital work orders was normalized.  The Base Period was not an appropriate period to use in developing a labor to capital ratio since Viking is not likely to experience the level plant additions experienced in the Base Period. 


Adjustment 5 reflects changes in employee benefits due to:  (a) changes in labor costs, (b) current pension expense, (c) increase costs for health-related benefits, and (d) Viking’s responsibility for Other Post-Employment Benefits.  The proposed adjustment for Other Post-Employment Benefits represents Viking’s current obligation. 



Adjustment 6 reclassifies various costs from Account No. 426 that were recorded below the line, to Account No. 930.2, Miscellaneous General Expense.



Adjustment 7 is made to reflect Viking’s pension benefit obligation for Viking as a stand-alone entity.



Adjustment 8 eliminates two out of period expense credits occurring in the Base Period.  The first adjustment reverses a credit for the collection of a bad debt previously written off in a period outside of the Base Period and the second reverses the recording a double payment of a legal bill made prior to the Base Period. 



Adjustment 9 accounts for Viking’s amortization of its projected regulatory Commission cost to resolve the instant rate case and complete recovery of costs incurred in its previous rate case.  Viking’s projects that this proceeding’s cost will approach $832,593 by the end of the Test Period.  Viking is accounting for the cost as a regulatory asset on its books.  In addition, the unrecovered rate expense from Docket No. RP98-290-000 will be $71,204 at the end of the Test Period.  I am proposing to amortize the unrecovered expenditures over a three-year period, or $301,266 per year.



Adjustment 10 annualizes the effect of increases for Viking’s exposure for self-insurance.  Viking’s assuming of the risk for self-insurance reduces premium costs and thus lowers rates.  My testimony above discussed the provision in the S&A addressing Viking’s self-insurance and the fact that the allowance provided in the prior rate case was insufficient to cover Viking’s self-insurance exposure.  Based on its costs incurred since the last rate case, Viking is seeking to substantially increase its allowance of $20,000 as permitted in Docket No. RP98-290-000.  Viking is thus proposing to include in its rates $155,591 to establish not only an appropriate reserve on its books to cover potential losses but to recover the deficiency in the reserve due to the prior period loss. 



Adjustment 11 is made to reflect the cost of the pipeline inspection program to insure continuous safe operation and to provide the necessary cost of establishing Viking’s own gas control needs in light of FERC’s Notice of Proposed Rulemaking (“NOPR”), Docket RM01-10-000, Standards of Conduct for Transmission Providers, 96 FERC ¶ 61,334 (2001).  

Q.
Please explain why Viking will need to incur additional cost with respect to the Commission’s NOPR.

A. Currently Viking’s gas control needs are provided by Viking’s parent, Northern States Power Company dba Excel Energy, Inc. pursuant to a formal Gas Coordinating Agreement.  The Base Period includes $235,000 of payments Viking has made to Xcel Energy for the gas control services rendered.  If the NOPR becomes final in its current form, Viking will be required to establish a pipeline gas control function independent of Xcel Energy’s energy affiliated entities.  Viking calculates that annually it will incur $580,000 for setting up and operating a separate gas control function.  In addition Viking will incur $150,000 of training and start up costs.  Viking already has $235,000 in its Base Period, the additional test period gas control costs are $345,000 plus $30,000 (1/5th of the startup costs) for a total test period adjustment of $375,000.

Q. Please continue discussing test period costs for internal inspection that is part of Adjustment 11.

A.
Viking’s annual pipeline integrity program consists of performing internal pipe inspections or hydrostatic pressure testing to detect potential cracks, corrosion weaknesses or other pipe wall defects.  Two months beyond the close of the Base Period, Viking incurred $290,000 of costs to internally inspect 180 miles of transmission mainline using a  high resolution magnetic flux leakage (“MFL”) internal inspection tool that detects pipe wall thickness losses.  During 2002 Viking plans to spend $350,000 to perform internal pipeline inspection using an ultra sonic internal inspection tool  that is used to detect for possible cracks.

Q.
What else is contained in Adjustment 11?

A.
Viking is upgrading its communication wide area network (“WAN”) between compressor stations to improve its voice and data access and enhance the operation of its system.  Compressor station personnel will have voice and data communication capabilities not currently in place.  Viking will incur $134,212 additional costs to upgrade its WAN communication system.

Q.
Please continue with your discussion of Adjustment 12.

A.
Adjustment 12 is made to reflect the increased cost of insurance premiums, predominantly in the property damage and workers compensation areas.  Also reflected is the additional premium necessary to maintain a $250,000 deductible provision in Viking’s property damage coverage.  

Depreciation and Amortization Expense

Q.
Please explain Statement H-2.

A.
Statement H-2 shows DD&A expense for the test period after reflecting the test period adjustments to plant and the refined rates for depreciation and amortization as supported in the testimony of Mr. Edward Feinstein.  Statement H-2 also reflects the proposed changes to the negative salvage rate for the Existing transmission facilities and a proposed negative salvage rate for the FT-D transmission facilities.  The negative salvage rate proposed for the Existing facilities is also supported by Mr. Feinstein.  

Q. Please explain your proposed amortization of cost from the acquisition adjustment to Account No. 406.

A. The cost of the amortization adjustment is included in Account No. 114.  It is being amortized over a 15-year period.  I propose to maintain the same amortization period.
Taxes

Q. Please describe the method of computing the federal and state income tax rates used in Statement H-3 and the method used to determine the adjustment for Equity AFUDC.

A. State income taxes are composed of taxes payable to the States of Minnesota, Wisconsin and North Dakota.  Currently effective tax rates were used in the calculation.  The taxable income for each state was apportioned by applying the allocation formulas required by the laws of each state. 



The adjustment for accumulated funds used during construction (“AFUDC”) was determined using a composite depreciation rate for the sum total of all of the transmission sub-functions, applied to the total equity AFUDC Viking currently has on its books.
Q. Please briefly describe the contents of Statement H-4.

A. Statement H-4 lists taxes other than income taxes.  Each type of tax is shown by federal and state jurisdiction.  The per book amounts on a total company basis for the Base Period are shown in column (b) and the adjustments to these taxes are shown in column (c).  Column (d) shows the adjusted totals.

Q. Please discuss the proposed adjustment on Statement H-4.

A. The proposed adjustment reflects the actual payment made in December to the State of Wisconsin necessary to true-up Viking’s actual ad valorem tax liability in Wisconsin for 2001.

Q. Please explain Schedule I.

A. Statement I includes all of the allocation formulas used to functionalize costs among the Existing Facilities and FT-D facilities.  Schedule I-2 shows the classification of costs between fixed and variable supported by Witness Moorhead.

Q. Does this conclude your testimony?

A. Yes, it does.

STATE OF MINNESOTA
)





)  ss.

COUNTY OF RAMSEY
)



Before me, the undersigned Notary Public in and for the said county in said state, appeared James A. Smith, who being by me first dully sworn deposes and says that he is the individual identified and responding to questions in the attached direct testimony and that the same is true and correct to the best of his knowledge, information and belief.

______________________________




James A. Smith     



Sworn to and subscribed before me on this_____day of  December, 2001

___________________________​__




      Notary Public        

My Commission expires:

_______________________

Schedule 1

Mr. James A. Smith

Principal Rate Analyst – Revenue Analysis, Government & Regulatory Affairs

414 Nicollet Mall, Minneapolis, Minnesota  55101

CURRENT RESPONSIBILITIES (Xcel Energy Services Inc.)

(March 1991 - Present)

Within the scope of this position, jurisdictional cost of service studies and revenue requirement determinations are prepared for the Company.  Data is gathered from various departments throughout the Company related to revenues, expenses and plant investment.  Appropriate assignments and allocations are made of amounts to utility and jurisdiction.

PREVIOUS EMPLOYMENT
	London Diagnostics, Inc.; Controller
	1990-1991

	JAS & Associates; Providing Contract  Consulting Services to Natural Gas Utilities
	1989-1990

	Midwest Energy Company/Donovan Companies, Inc.; Director, Rates
	1981-1989

	Donovan Companies, Inc.; Assistant Director, Rates
	1977-1981

	Donovan Companies, Inc.; Rate Analyst
	1967-1977


EDUCATION
St. Thomas University, Bachelor of Arts Accounting

PREVIOUS TESTIMONY
	Jurisdiction
	Subject
	Docket No.

	North Dakota – NSP ND Gas
	Cost of Service
	PU-400-00-521

	South Dakota – AMPI Pipeline Inc.
	Cost of Service
	NG-00-004

	FERC-Viking Gas Transmission
	Cost of Service
	RP-98-290-000

	South Dakota – NSP SD Gas
	Cost of Service
	NG-97-021

	Minnesota - NSP Gas
	Revenue Requirements
	GR-97-1606

	Minnesota - NSP Gas
	Revenue Requirements
	GR-92-1186

	Iowa
	Revenue Requirements
	RPU-85-19

	Florida
	Capital Structure
	840268

	Minnesota
	Capital Structure
	GR-83-333

	Minnesota
	Capital Structure
	GR-81-780

	Iowa
	Capital Structure
	RPU-82-47

	Minnesota
	Revenue Requirements
	GR-80-472

	Iowa
	Revenue Requirements
	RPU-77-15/78-29

	Iowa
	Revenue Requirements
	RPU-76-44

	Minnesota
	Revenue Requirements
	GR-77-221

	Iowa
	Revenue Requirements
	RPU-502

	Iowa
	Revenue Requirements
	RPU-367
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