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UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Viking Gas Transmission Company
)
Docket No. RP02-____

PREPARED DIRECT TESTIMONY OF

HENRY E. KILPATRICK, JR.

ON BEHALF OF
VIKING GAS TRANSMISSION COMPANY

Q.
Please state your name, company affiliation and business address.
A. 
My name is Henry E. Kilpatrick, Jr.  I am an Associate of Brown, Williams, Moorhead & Quinn, Inc. at 1155 15th Street, NW, Suite 400, Washington, DC 20005.

Q.
Briefly describe your educational and professional background.
A. 
 I worked for the Federal Energy Regulatory Commission from September 1977 through September 1993.  As an economist in the Office of Economic Policy and the Office of Pipeline and Producer Regulation at the Commission, I analyzed the markets of natural gas pipelines, oil pipelines, and electric utilities to determine whether sufficient competition had been demonstrated to constrain market power.  I provided expert testimony on economic and other technical matters including cost allocation, rate design and market power in oil pipeline markets, econometric modeling, natural gas pipeline cost recovery, purchasing practices (including prudence) and gas pipeline certificates.  I also provided expert testimony on Alaska North Slope prices and have done extensive work on projects in the areas of government electronic commerce, electric utility deregulation, electric and gas utility entry into the telecommunications industry, statistical analysis and benefit-cost analysis. 



I have a Ph.D. in Public Policy from George Mason University, an M.A. in Economics from Pennsylvania State University and a B.S. in Business Administration - Economics from Valdosta State University.  I am a member of the American Economic Association, Southern Economic Association, the International Atlantic Economic Society and the Policy Studies Organization.  I have published a number of articles and book reviews in the trade press, professional journals, and edited volumes.  A more detailed resume is contained in Appendix A.

Q.
What is the purpose of your testimony?

A.  
The purpose of my testimony is to provide an inflation adjustment for Mr. Lovinger and Mr. Mickelberg to use in their Prepared Direct Testimonies.  I find that the Producer Price Index (PPI) is the appropriate index to use to adjust Viking's costs for inflation where such adjustment is necessary.
Q. 
Please support the inflation factors used by Mr. Lovinger’s and Mr. Mickelberg.

A. 
Using statistical sampling methods, the US Bureau of Labor Statistics (BLS) generates a number of monthly price indexes to determine the changes in price levels over time.  In particular, it constructs two larger indexes for the calculation of price changes over time.  The Consumer Price Index (CPI):  All Urban Consumers, as seasonally adjusted measures price changes faced by final consumers.  While the CPI measures changes in a select number of urban areas, the index is widely used as a measure of inflation in the US.  The Producer Price Index (PPI):  Finished Goods measures price changes of inputs and measures inflation faced by manufacturers.  The tables published by BLS may be found in Exhibit No. VGT-17.  

Q. 
What is the inflation rate as measured by the CPI for the period in question?
A. 
First, I will calculate the change in price levels between June 1992 and the end of 1998.  With a base period, 1982-84, set at 100, the index at the end of May 1992 was 139.7, as shown in Exhibit No. VGT-17.  The index at the end of December 1998 stood at 163.9.  Hence the price level according to the CPI rose 17.3% [(163.9-139.7)/139.7] over this period of time.  At the end of December 2000, the index was 174.0.  Hence, as measured by the CPI, the inflation rate for the end of 1998 to the end of 2000 is 6.2%.

Q. 
What is the inflation rate, as measured by the PPI, for the period in question?
A. 
Measured the same way as above and using the relevant PPI price levels, the inflation rates are 6.4% and 6.6% respectively.  As Exhibit No. VGT-17  shows, the PPI index at the end of May 1992 was 123.2.  The index at the end of December 1998 stood at 131.1.

Q.
Which index is most appropriate for your analysis?
A. 
The CPI better measures the inflation rate faced by final consumers of gas, while the PPI better measures inflation faced by intermediate consumers.  The PPI is usually a more conservative index than the CPI since it does not contain additional price changes from the wholesale to retail level.  However, over short periods of time, this may not be the case as you can see by my second calculation where the PPI is slightly higher than the CPI over the two-year period.  I recommend using the PPI since Viking provides a wholesale rather than a retail service.  

Q.
Would it be appropriate to use either index?

A 
Yes, it would, but I recommend the PPI as generally the more conservative of the two indices.

Q.
Please summarize your testimony.
A. 
I provide the appropriate inflation factor to  value savings in O&M expenses and to adjust costs in Viking’s Cost of Facilities Retirement study.

Q.
Does this conclude your testimony?

A.
Yes, it does at this time.

IN THE DISTRICT
)

OF COLUMBIA
)


Before me, the undersigned Notary Public, in and for the District of Columbia, personally appeared Henry E. Kilpatrick, who being by me first duly sworn, deposes and says that he is the individual identified and responding to the questions in the attached direct testimony and that the same is true and correct to the best of his knowledge, information and belief.








____________________________


Sworn to and subscribed before me on this _____ day of December, 2001.
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Notary Public

My Commission expires:

                        







Exhibit No. VGT -___

Consumer Price Index

(http://data.bls.gov/cgi-bin/surveymost)

	Original Data Value 

Series Id:    CUUR0000SA0
Not Seasonally Adjusted
Area:         U.S. city average
Item:         All items
Base Period:  1982-84=100

	Year
	Jan
	Feb
	Mar
	Apr
	May
	Jun
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec
	Ann Avg
	HALF1
	HALF2

	1991
	134.6
	134.8
	135.0
	135.2
	135.6
	136.0
	136.2
	136.6
	137.2
	137.4
	137.8
	137.9
	136.2
	135.2
	137.2

	1992
	138.1
	138.6
	139.3
	139.5
	139.7
	140.2
	140.5
	140.9
	141.3
	141.8
	142.0
	141.9
	140.3
	139.2
	141.4

	1993
	142.6
	143.1
	143.6
	144.0
	144.2
	144.4
	144.4
	144.8
	145.1
	145.7
	145.8
	145.8
	144.5
	143.7
	145.3

	1994
	146.2
	146.7
	147.2
	147.4
	147.5
	148.0
	148.4
	149.0
	149.4
	149.5
	149.7
	149.7
	148.2
	147.2
	149.3

	1995
	150.3
	150.9
	151.4
	151.9
	152.2
	152.5
	152.5
	152.9
	153.2
	153.7
	153.6
	153.5
	152.4
	151.5
	153.2

	1996
	154.4
	154.9
	155.7
	156.3
	156.6
	156.7
	157.0
	157.3
	157.8
	158.3
	158.6
	158.6
	156.9
	155.8
	157.9

	1997
	159.1
	159.6
	160.0
	160.2
	160.1
	160.3
	160.5
	160.8
	161.2
	161.6
	161.5
	161.3
	160.5
	159.9
	161.2

	1998
	161.6
	161.9
	162.2
	162.5
	162.8
	163.0
	163.2
	163.4
	163.6
	164.0
	164.0
	163.9
	163.0
	162.3
	163.7

	1999
	164.3
	164.5
	165.0
	166.2
	166.2
	166.2
	166.7
	167.1
	167.9
	168.2
	168.3
	168.3
	166.6
	165.4
	167.8

	2000
	168.8
	169.8
	171.2
	171.3
	171.5
	172.4
	172.8
	172.8
	173.7
	174.0
	174.1
	174.0
	172.2
	170.8
	173.6

	2001
	175.1
	175.8
	176.2
	176.9
	177.7
	178.0
	177.5
	177.5
	178.3
	 
	 
	 
	 
	176.6
	 







ExhibitNo. VGT-___

Producer Price Index: Finished Goods

(http://data.bls.gov/cgi-bin/surveymost)

	Original Data Value 

Series Id:  WPUSOP3000
Not Seasonally Adjusted
Group:      Stage of processing
Item:       Finished goods
Base Date:  8200

	Year
	Jan
	Feb
	Mar
	Apr
	May
	Jun
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec
	Ann 

	1991
	122.3
	121.4
	120.9
	121.1
	121.8
	121.9
	121.6
	121.7
	121.4
	122.2
	122.3
	121.9
	121.7

	1992
	121.8
	122.1
	122.2
	122.4
	123.2
	123.9
	123.7
	123.6
	123.3
	124.4
	124.0
	123.8
	123.2

	1993
	124.2
	124.5
	124.7
	125.5
	125.8
	125.5
	125.3
	124.2
	123.8
	124.6
	124.5
	124.1
	124.7

	1994
	124.5
	124.8
	124.9
	125.0
	125.3
	125.6
	126.0
	126.5
	125.6
	125.8
	126.1
	126.2
	125.5

	1995
	126.6
	126.9
	127.1
	127.6
	128.1
	128.2
	128.2
	128.1
	127.9
	128.7
	128.7
	129.1
	127.9

	1996
	129.4
	129.4
	130.1
	130.6
	131.1
	131.7
	131.5
	131.9
	131.8
	132.7
	132.6
	132.7
	131.3

	1997
	132.6
	132.2
	132.1
	131.6
	131.6
	131.6
	131.3
	131.7
	131.8
	132.3
	131.7
	131.1
	131.8

	1998
	130.3
	130.2
	130.1
	130.4
	130.6
	130.7
	131.0
	130.7
	130.6
	131.4
	130.9
	131.1
	130.7

	1999
	131.4
	130.8
	131.1
	131.9
	132.4
	132.7
	132.9
	133.7
	134.7
	135.1
	134.9
	134.9
	133.0

	2000
	134.7
	136.0
	136.8
	136.7
	137.3
	138.6
	138.6
	138.2
	139.4
	140.1
	140.0
	139.7
	138.0

	2001
	141.2
	141.4
	140.9
	141.8
	142.7
	142.1(P)
	140.7(P)
	141.1(P)
	141.7(P)
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Associate

Brown, Williams, Moorhead & Quinn, Inc., Energy Consultants

1155 15th St, NW, Suite 400

Washington, DC 20005

(202) 775-8994

(202) 223-9159 (fax)

http://www.bwmq.com

EXPERIENCE

Consulting







January 1995 to present

· Associate: Brown, Williams, Moorhead & Quinn, Inc. since March 2000.  Consulting projects for energy industry clients, including regulatory advice, statistical studies, market power analysis, supply and demand issues, energy hedging, expert testimony. 

· Arbitrator in multi-million dollar claim case between a multinational oil company and its insurers.

· Performed study of excise tax policy, including statistical analysis, in several Midwestern states for a public policy research organization.

· Consulting and appearance on witness list in a case involving Alaska North Slope natural gas prices for an oil company to help client settle the case (appearance based upon previous FERC testimony in a TAPS case). 

· Provided statistical help to client involved in airline litigation.

· Submitted and helped others submit proposals for consulting projects and grants in the areas of government e-commerce, electric utility deregulation, regional industrial policy, Internet usage survey and craft brewing policy issues.

The Institute of Public Policy, George Mason University, Fairfax, VA, Research Fellow, September 1993 to January 2000 (currently Senior Fellow and Associate Assistant Professor, School of Public Policy)

· Directed a regulatory analysis of the nationwide problem of disposal of used computers for a DOE contract.

· Theoretical and empirical research of industrial structure and technology adoption of advanced industrial nations (primarily the U.S. and Japan).

· Researched, wrote and presented scholarly papers on the theory and application of dynamic increasing returns to scale in high-tech industries, regions, processes and large-scale technologies.

· Forecasted benefits of intelligent transportation systems scenarios; conduct study on generalized costs of air transport. Provided technical assistance on highway and transit finance for a project assessing the transportation needs of the National Capitol Region.

Economist and Industry Economist, Federal Energy Regulatory Commission, Office of Economic Policy, Washington, D.C., November 1991 to September 1993, Office of Pipeline and Producer Regulation, Oil Pipeline Branch, September 1977 to November 1991:




 



· Analyzed sales markets of natural gas pipelines, petroleum pipelines, and electric utilities to determine if competition would produce a more efficient outcome than regulation.  Wrote memoranda and met with top-level Commission officials and staff to inform them of the outcomes of these investigations and to make recommendations on the policy implications of these studies.  

· 
Investigated and prepared testimony on the issues of market power, competition and price. Expert witness for the Commission Staff in formal hearings before administrative law judges on economic and other technical subjects.  This includes oil pipeline cost allocation and rate design, competition and market power in oil pipeline markets, econometric modeling, natural gas pipeline cost recovery, purchasing practices (prudence issues) and gas pipeline certificate issues. Used advanced technical knowledge of the gas and oil pipeline industries to assist other economists, lawyers and analysts in their investigations.

· As an interdisciplinary team member, advised the Commission on how to restructure the natural gas pipeline industry in accordance with its orders and met with interested parties in order to negotiate and carry out this restructuring.

· 
Acted as technical project manager or member of a team in preparing Staff's position in these cases.  

· Participated in settlement conferences to resolve issues without formal hearings, assisted attorneys with legal briefs and other filings necessary to conduct cases, and directed the work of less senior professional staff in the preparation of testimony and exhibits.

Teaching Experience





January 1997 to January 2001

· Politics of urban government, George Mason University Public and International Affairs Department (for an accelerated bachelor's degree program), February, May, June 1999, February 2000, and December 2000.  

· Decision sciences (statistics) courses to undergraduate business majors, GMU School of Business Administration, January 1997 to August 1997.

EDUCATION

Ph.D., Public Policy, George Mason University

MA, Economics, Pennsylvania State University  

Concentration:  Industrial Organization and Econometrics

BS, Business Administration (Economics), Valdosta State University

PROFESSIONAL AFFILIATIONS

American Economic Association

Southern Economic Association

International Atlantic Economic Society

Policy Studies Organization

PUBLICATIONS

Published Papers, Chapters, Essays and Studies

"Complexity Theory, Spontaneous Order and Friedrich Hayek: Are Spontaneous Order and Complexity Essentially the Same Thing?" Complexity, 6.3 (2001).

 "US Public Policy Towards a Dynamic Increasing Returns Industry," Chapter 26, in Handbook of Global Economic Policy, edited by Stuart S. Nagel.  NY: Marcel Dekker, Inc., 2000.

"The Impact of Excise Taxes on State Finances in Michigan, Indiana and Ohio." Tax Research and Analysis Center Research Paper, November 1996. 

With Dennis H. Melvin, "The Trended vs. Depreciated Original Cost Controversy: How Real Are the Real Returns?"  Energy Law Journal, 12.2 (November 1991): 323-37.

"Why Fully Allocated Cost Does Not Die a Natural Death."  Public Utilities Fortnightly, 124. 10 (9 November 1989): 24-27.

DOCTORAL DISSERTATION 

Empirical Complexity: A Study of Dynamic Increasing Returns in the Semiconductor Industry, July 1998.  

· White Paper

“Broadband Regulatory Issues: Access to Public Utility Right-of-Way and Division of Revenues,” Computer Science and Telecommunications Board of the National Academy of Sciences, National Research Council, CSTB Broadband Study on “The Last Mile,” June 2000. 

· Working Papers

"Some Useful Methods for Measuring the Benefits of Social Science Research."  Impact Assessment Discussion Paper No. 5, International Food Policy Research Institute (IFPRI), 1998.

"Measuring the Benefits of Policy-Oriented Social Science Research: Can We Get Beyond Subjectivity and Judgment?"  The Institute of Public Policy Working Paper 96:8.  

· Encyclopedia Entries

“Policy Research, Measuring the Benefits of.” Encyclopedia of Public Administration and Public Policy, NY: Marcel Dekker, Inc, forthcoming 2002.

“Utilities Industry,” Encyclopedia of the Great Depression and the New Deal, NY: M.E. Sharpe, March 2001.

· Papers and Monographs In Progress or Submitted for Publication 

With D. Maillat, and J.H.P. Paelinck, "Rendemenrs croissants dynamiques spatialisés (Spatialised Dynamic Increasing Returns)."

With Jean H. P. Paelinck, "A Note on Modeling and Testing Dynamic Increasing Returns."

“Dynamic Increasing Returns and Electric Power:  Central Vs. Distributed Generation.”

· The New Brewer:  Selected articles on the economics of the craft brewing industry:

"Industry Revealed."  The New Brewer, 14.2 (March-April 1997): 11-14 (an evaluation of the Association of Brewer’s 1996 statistical survey of the craft brewing industry).

"Will What Made Milwaukee Famous Make a Winner Out of Portland?"  The New Brewer 11.1 (January-February 1994): 26.

"Restaurant and Brewpub Statistics." The New Brewer 10.3 (May-June 1993): 29-31.

"An Economist's View of '92."  The New Brewer 9.3 (May-June 1992): 31-32.

"Brewpub Economics."  The New Brewer 9.2 (March-April 1992): 15-16.

"What Economists Know About Your Beer (Besides How to Drink It)."  The New Brewer 8.6 (November-December 1991): 30-32.

"Life Cycle of the Brewpub (Part 2)."  The New Brewer 8.1 (January-February 1991): 25-26.

"Life Cycle of the Brewpub (Part 1)."  The New Brewer 7.4 (July-August 1990): 22-23.

"Beer Sales and the Business Cycle."  The New Brewer 7.2 (March-April 1990): 19-21.

BOOK REVIEWS

From Biology to Sociopolitics: Conceptual Continuity in Complex Systems by Heinz Herrmann. Published in Emergence: A Journal of Complexity Issues in Organization and Management 1.2 (1999): 170-72.

Global Competition Policy by Edward M. Graham and J. David Richardson (eds.).  Published in Society of Government Economists Bulletin (November 1998): npn.

Power Structure: Ownership Integration and Competition in the U.S. Electric Industry by John E. Kwoka, Jr.  Published in Managerial and Decision Economics, 19.2 (1998): 37.

The New Illustrated Guide to the American Economy: Second Edition by Herbert Stein and Murray Foss.  Society of Government Economists Bulletin (January 1996): npn. 
Institutional Economics Revisited by Shigeto Tsuru. Published in Southern Economic Journal 61.3 (October 1994): 551-52. 

States and the Economy: Policymaking and Decentralization by Robert H. Wilson.  Published in Society of Government Economists Bulletin (February 1994): npn.

An Analysis and History of Inflation by Don Paarlberg. Published in Society of Government Economists Bulletin (April 1993): npn.

Regulatory Finance by H. E. Thompson. Published in Southern Economic Journal 58 (April 1992): 1139-40.

Industrial Market Structure and Economic Performance: Third Edition by David Ross and F. M. Scherer.  Published in Society of Government Economists Bulletin (October 1991): npn.

FORMAL PAPERS PRESENTED AT PROFESSIONAL CONFERENCES

With Jean H. P. Paelinck,  “Dynamic Increasing Returns, Intellectual Property Rights, Lock-in and Competition Policy: the Case of the Software Industry,” presented at the SGE Sessions of the Allied Social Scientists Association, Boston, MA, January 7, 2000.

"Dynamic Increasing Returns, Lock-in and Competition Policy: An Empirical Look at the Craft Brewers versus the Major Brewing Industry," presented at the Southern Economic Conference, New Orleans, LA, November 22, 1999.

With J. H. Kuiper, D. Maillat, and J.H.P. Paelinck, "Rendemenrs croissants dynamiques spatialisés (Spatialised Dynamic Increasing Returns)," presented at the annual conference of the ASRDLF (Association de Science Régionale de Langue Française), Hyères, France, September 1, 1999.

With J.H.P. Paelinck and Roger R. Stough, "Dynamic Increasing Returns in the Region: An Empirical Study of Dynamic Regional Industry Growth, " presented at the Southern Regional Science Association Conference in Richmond, VA, April 16, 1999.

With Roger R. Stough, "Dynamic Increasing Returns in US, Japanese and World Semiconductor Production," presented at the Southern Economic Conference, Baltimore, MD, November 9, 1998.

"Government Policy Towards a Dynamic Increasing Returns Industry: the Computer Industry," presented at the Allied Social Sciences Association Conference in Chicago, IL, January 3, 1998.

"Government Policy Towards a Dynamic Increasing Returns Industry," presented at the Southern Economic Conference in Atlanta, GA, November 21, 1997.

"Measuring the Benefits of Policy-Oriented Social Science Research: Can We Get Beyond Subjectivity and Judgment?” presented at the International Food Policy Research Institute's symposium, Measuring the Benefits of Social Science Research, Washington, DC, April 5, 1997.

"Government Policy Towards a Dynamic Increasing Returns Industry,” presented at the Allied Social Sciences Association Conference in New Orleans, LA, January 6, 1997.

"Empirical Complexity: A Study of Dynamic Increasing Returns in the Semiconductor Industry," presented at the Southern Economic Conference in Washington, DC, November 25, 1996.

"Dynamic Increasing Returns, Technological Growth, Lock-in and Hysteresis, and Leapfrogging in World Markets,” presented at the Southern Economic Conference, New Orleans, LA, November 1995.

"Increasing Returns and its Applicability to the Environment for Regional Growth," presented at the Applied Geography Conference, Washington, DC, November 8, 1995.

"Increasing Returns to Scale, Technological Growth, Lock-in and Hysteresis, and Leapfrogging in World Markets," presented at the Southern Economic Conference, New Orleans, LA, November 1994.

"Cost Minimization Strategies in the U.S. and Japan: Vertical Integration vs. the Keiretsu," presented at the Southern Economic Conference, Orlando, FL, November 1993.

"Are Institutional Economics and Industrial Policy Related?" presented at the Eastern Economic Association Conference, Washington, DC, March 1993.

"Is Asymmetric Information a Problem in Public Utility Regulation?"  Presented at the Southern Economic Conference, Nashville, TN, November 1991.

"Do Real Rates Under Depreciated Original Cost Regulation Really Decline?"  Southern Economic Conference, Atlanta, GA, November 1990.

Also serve as discussant and chair of sessions at these meetings, primarily in sessions on public utility, industrial organization and behavioral economics topics and refereed papers for Management Science and The Annals of Regional Science.
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