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Q.
Please state your name, business address and position with Viking Gas Transmission Company.
A.
My name is David K. Marson.  My business address is 825 Rice Street, St. Paul, Minnesota 55117.  I am a Senior Pipeline Representative at Viking Gas Transmission Company (“Viking”).

Q.
Please describe your educational and professional experience.
A.
I received a B.B.A. Degree in Business and Economics from the University of Wisconsin in River Falls in 1987.  I have worked for Viking since 1994.  Prior to working for Viking, I was employed by Northern States Power Company in the gas and electric supply areas.

Q. 
What is the purpose of your testimony in this proceeding?
A.
I will explain the revenue and billing determinants on Schedules G, J-1, and I.  I am responsible for cost allocation, rate design and will discuss the changes proposed for Rate Schedule LMS.  I am sponsoring Statement G, Schedules I-3 and I-5, Statement J, and Schedules J-1 and J-2.  


Q. 
What does Rate Schedule FT refer to?
A. 
The term "Rate Schedule FT" will be used in this testimony to refer collectively to Rate Schedule FT-A, FT-B, and FT-C.  Use of the term Rate Schedule FT reflects the fact that as of July 1, 2002, the roll-in of Rate Schedules FT-A, FT-B and FT-C will have been accomplished so that there is no difference in the rate for service under each of these rate schedules.
Description of Statement G
Q. 
Please describe Statement G, along with Schedules G-1 and G-2.

A.
Statement G summarizes the revenue and billing determinant information for the base period, which consists of the twelve month period ending on September 30, 2001, (Schedule G-1) and the test period (Schedule G-2).  




Schedules G-1 and G-2 show monthly billing determinants and revenue information on a customer basis.  Schedule G-2 adjusts the Schedule G-1 base period data to reflect changes in billing determinants taking place within nine months of the base period that are known and measurable with reasonable accuracy.  For ease of comparison with Schedule G-1, Schedule G-2 starts with the month of October.  Schedule G-2 also reflects both the primary and pro forma cases.  


  
Schedule G reflects the comparison of Viking’s revenue generated by the proposed rates with the revenue generated by the rates approved in Docket No. RP98-290-000, to be effective on July 1, 2002, the final roll-in phase of Rate Schedules FT-A, FT-B and FT-C.  The revenue comparison was determined using the projected test period billing determinants.  The comparison reflects a proposed increase in rates of approximately $12.0 million.

Q.
Please describe Schedules G-3 through G-6.
A.
Schedule G-3, along with Schedules G-1 through G-6, will be submitted within fifteen days of the filing of the rate case as provided by Section 154.312(j)(2) of the Commission's regulations, 18 C.F.R. § 154.312(j)(2).  Schedule G-3 identifies and explains the detailed test period adjustments made to the base period billing determinants.  Viking does not have an “at-risk condition” attached to its incremental expansion facilities identified as FT-D service so Schedule G-4 is not applicable to Viking.  Schedule G-5 is not applicable because Viking does not have any credits to the cost of service.  Viking has referenced Schedules G-1 and G-2 for the information required to be provided in Schedule G-6, Miscellaneous Revenues.

Q. 
Has Viking projected any discounted-rate transactions in the G Statement/Schedules?

A.
Yes, Viking has projected an FT-D discount for capacity of less than 15,000 Dths.


Representative Levels of Demand Entitlements and Throughput Determinants
Q. 
With respect to Schedule J-1, please describe how you projected firm service billing demand determinants?
A
I projected firm billing annual demand determinants of 6,389,988 Dths for FT and 294,962 Dths for FT-D, for a combined total of 6,684,950 Dths.

Q. 
Do the projected firm billing demand determinants reflect any changes from the base period levels?
A.
Yes, generally the base period firm billing determinants have been adjusted to account for contract expirations that have already occurred and short term contracts that will not be renewed.  Included in the projected billing determinants for FT is a representative level of determinants for short-term services.  The specific changes to all of the base period determinants are set forth on Schedule G-3.  To the extent that I do not reference each and every specific adjustment, they are identified on that schedule.

Q.
Please discuss some of the more significant demand-related adjustments that you made.
A.
I eliminated the Rate Schedule FT contracts of Engage #8058, NG Trading #7791, Cibola #7759, Tenaska #8039, WPS Energy #8047, TransCanada Energy #8040, Wisconsin Power & Light #4930, Poco #7765, Wisconsin Gas #7804, Wisconsin Gas #7744, and Wisconsin Public Service #4931 because they expired during the base period and were not renewed.  I moved Reliant Energy Retail contract #7758 from Rate Schedule FT contracts with terms less than one year to Rate Schedule FT contracts with terms greater than one year.  I also increased the billing determinants by adding Midwest Natural Gas #8052, NSPMN #8007, NSPMN #8013, St. Croix Valley #8046, and U.S. Energy #8066 to contracts with terms greater than one year.  




In addition to the changes in FT demand determinants mentioned above, I also reduced the demand billing determinants for FT-D contracts to recognize a reduction given to encourage a customer to reduce its capacity requirements through the first three compressor stations on the pipeline system.  The discounted customer elected primary receipt points downstream of the Emerson interconnect for similar deliveries to the Chisago interconnect.  The customer's decision benefited all Rate Schedule FT-D shippers because it reduced the cost of the Rate Schedule FT-D expansion project.  The reduction in the FT-D billing determinants reflects the shorter haul on the pipe.  To account appropriately for the reduced transportation requirements, the new FT-D billing determinants were calculated using the following formula:  (13,002 Dth X 50% of zone 1-1 FT-A demand rate) divided by the monthly FT-D demand rate.  



To determine the appropriate billing determinants to use for short-term firm, I calculated a 3-year average adjusted to reflect the elimination of certain capacity that is no longer available and the movement of Reliant Energy Retail’s contract #7758 to long-term FT service.  Therefore, the appropriate amount of short-term firm billing determinants to be used in the test period is 72,000 dth. 


Viking has reflected no test period change arising from capacity release arrangements.  Instead, the demand billing determinants and demand revenues remain with the original assignor.  This avoids double counting.  The commodity revenues associated with capacity releases are reflected in the commodity schedules with the assignee.
Q.
Please explain the basis for your projection of total annual throughput. 
A.
The aggregate projected annual quantities for all transportation services amount to 161,920,062 Dth, which includes firm service commodity quantities of 159,529,110 Dth for Rate Schedules FT and FT-D and related capacity release, as well as interruptible service quantities for Rate Schedules IT and AOT services and firm overrun services of 2,390,952 Dth.  Projections were developed for each service by making appropriate adjustments to the actual data.  The adjustments to the firm commodity throughput levels reflected the use of the average overall historical base period load factor of about 80%, as applied to the test period firm demand entitlements.  

Q.
Please elaborate on the  estimates of interruptible services.
A. 
I have forecasted test period projections of interruptible and AOT services of 2,258,500 Dth and 132,452 Dth, respectively, using a 3-year average of interruptible and AOT volumes.  I anticipate that the capacity available for these services will continue to decline due to expected high use of firm contracts as a result of Order 637, which further encouraged capacity release and segmentation.  

Q.
Please explain Schedule I-5.
A. 
Schedule I-5 is the Gas Balance in Form 2 format shown for the base and test periods.  The test period reflects the changes I have presented in Schedule G-2.

LMS Rate Schedule
Q. 
Are you proposing a change in Viking’s treatment for its Load Management Service?

A. 
Yes.  I am proposing an LMS demand rate.
Q.
What does the Rate Schedule LMS encompass?
A. 
Rate Schedule LMS provides Operational Balancing Agreements with specific allowable variances to enable point operators to stay in balance at their receipt and delivery points on both daily and monthly basis.  The daily allowed variance level is 5% unless system integrity is jeopardized.  In addition to the 5% variance levels, Rate Schedule LMS also provides certain delivery point operators with a Daily Demand Service ("DDS") that allows them to swing in excess of the 5% daily variance levels.  This Rate Schedule also provides for a commodity rate daily overrun charge for point operators with daily variances in excess of 5% or 5% plus their DDS as the case may be.  In addition this Rate Schedule provides for penalties for Unauthorized Overrun for variances in excess of 2% when an Operational Flow Order has been issued.

Q. 
Which Delivery Point Operators are eligible for the DDS?
A. 
Section 1 paragraph (b) of the Rate Schedule LMS specifies parties eligible for the DDS.  It states as follows:

(b) 
Subject to Section 7 of this Rate Schedule, Transporter shall provide a Daily Demand Service with respect to swings in excess of the 5% daily variance described in Section 4 of this Rate Schedule to Shippers which:

(i) 
operate delivery point(s) where firm, city-gate sales or transportation service was provided by Transporter on May 18, 1992 under Rate Schedules CR-2, CRL-2, SR-2 and T-9; 

(ii)
have elected to receive such service under the procedures established in Docket No. RS92-52; and 

(iii) 
have executed an operational balancing agreement specifying a daily demand quantity (DDQ) for swing service at specified delivery points, provided that the DDQ requested by a Shipper may not exceed the lesser of (a) 10,000 Dth, or (b) 100% of the maximum daily quantity provided at such delivery points under firm sales or transportation service agreements in effect on October 31, 1991. 

Daily Demand Service shall also be available on a pro rata basis to other delivery point operators not qualifying under (b) (i) above to the extent Transporter determines that there is additional capacity available for the service and that there will be no impairment of firm services.

Q. 
What was the charge for DDS when eligible Shippers/Delivery Point Operators requested Daily Demand Quantities ("DDQ") in accordance with the procedures established in Docket No. RS92-52?
A. 
There was, and still is, no demand or commodity charge for the DDS.

Q. 
Please provide the maximum level of DDQ for which each Shipper/Delivery Point Operator was eligible, the DDQ level they requested, and the DDQ level that was granted.

A.  
The following represents the contract decisions made by the Shippers/Delivery Point Operators:

	Shipper/Delivery

Point Operator
	Maximum DDQ

Eligible
	DDQ

Requested
	DDQ

Contracted


	City of Argyle,  MN
	369 Dth
	369 Dth
	369 Dth


	City of Hallock,  MN
	774 Dth
	774 Dth
	774 Dth


	City of Hawley,  MN
	504 Dth
	504 Dth
	504 Dth


	City of Lake Park,  MN
	357 Dth
	357 Dth
	357 Dth


	City of New York Mills,  MN
	644 Dth
	644 Dth
	644 Dth


	City of Perham,  MN
	1,309 Dth
	1,309 Dth
	1,309 Dth


	City of Stephen,  MN
	408 Dth
	408 Dth
	408 Dth


	City of Warren,  MN
	824 Dth
	824 Dth
	824 Dth


	Great Plains Natural Company
	7,841 Dth
	7,841 Dth
	7,841 Dth


	Midwest Gas Company
	1,098 Dth
	1,098 Dth
	1,098 Dth


	Northern Minnesota Utilities
	4,338 Dth
	4,338 Dth
	4,338 Dth


	Northern States Power Company
	10,000 Dth
	10,000 Dth
	10,000 Dth


	Peoples Gas Company
	3,127 Dth
	3,127 Dth
	3,127 Dth


	Wisconsin Gas Company
	6,445 Dth
	6,445 Dth
	6,445 Dth


	Totals
	38,038 Dth
	38,038 Dth
	38,038 Dth


Q. 
Has any additional DDS been sold since the initial elections pursuant to Docket No. RS92-52?
A. 
No, total DDQ remains at 38,038 Dth, and the 38,038 remains with the indicated entities, their successor(s), and/or their agent(s).

Q. 
Should there be a rate charged for DDS?
A.  
Yes.  There are many reasons to charge a rate for DDS.  First, charging a fee will better allocate a limited resource based on customers' perceived value.  If a customer has to pay for DDS, it may place a much greater value on the first say 100 Dth which is available to them than they do the last 100 Dth that is available to them because they will probably use the last 100 Dth less often.  A second reason for charging a rate is that DDS is only available because of the numerous assets already included in Viking’s current and proposed cost of service.  These include the pipeline, compression, linepack and changes in linepack, SCADA systems, and scheduling and gas control personnel, just to name a few.  While these assets are used to provide firm and interruptible transportation, they are also used to provide the DDS.  Therefore, DDS customers should make a just and reasonable contribution to the Viking cost of service by paying their fair share of the costs that were incurred to provide their service. 

Q. 
What is a just and reasonable method for charging for the DDS?
A. 
A just and reasonable method for charging for the DDS would be a monthly demand rate applied to the Customer's DDQ.  Customers would then be able to make an economic decision as to what level of DDQ best meets their swing requirements.

Q. 
Would existing customers retain the same level of DDQ if there was a charge?
A. 
Existing DDS customers will likely reduce their current DDQ levels if they have to pay for the service because the average daily level of DDQ being used is 6,885 Dth, an amount significantly less than the 38,038 Dth for which there are contracts.  Customers will make an economic decision based on the cost of DDS versus the avoided cost of daily overrun variance commodity charges.

Q. 
What rate does Viking propose for DDS?
A. 
Viking is proposing a $1.52/Dth monthly demand rate to be applied to contract level of DDQ.  

Q.
How was the $1.52 monthly rate derived?
A.
Viking anticipates that the market value for this service will be $0.05 per dth at a 100% load factor.  Converting this charge to a monthly reservation rate results in a $1.52 monthly rate.  This market value is based upon Viking’s knowledge and assessment of the market for this serive, taking into consideration that Northern Natural Gas, a competitor of Viking in this market, charges $1.75 for a similar service.

Q. 
What level of revenue does Viking expect to be contributed toward the cost of service at this $1.52 /Dth monthly rate?
A. 
Viking is assuming the customers' DDS load factor requirement will be similar to the firm transportation load factors that occur at these delivery points.  The load factor for these delivery points based on firm contracts during the base period was approximately 35%.  With a 6,885 Dth average daily usage level and at a 35% load factor, Viking is anticipating DDQ levels to be in the area of 19,700 Dth.  As such, Viking has included an incremental $359,328 in its revenue attributed to the demand charge for DDQ.  The cost assigned to the LMS service of $359,328 has been netted against the cost of service for FT.  See Statement I-2, line 14.

Q. 
Would Delivery Point Operators be able to avoid current cost by contracting for DDS and paying a DDQ demand charge?
A. 
That depends on how they schedule and take delivery of gas.  However, the opportunity does exist to minimize the daily variance overrun cost that are currently charged at $0.2105 Dth on a daily basis.

Cost Allocation and Rate Design

 Q.
Please explain the cost allocation and rate design approach utilized by Viking.

    A.
The cost of service was classified using the SFV method as discussed by Mr. Moorhead in his testimony, and Schedule I-3 of the filing shows the allocation of the cost of service among rate zones.  Viking has proposed no changes to the two rate zones and additive rate structure that the Commission established in implementing Viking’s Order No. 636 restructuring and approved by the Commission in Docket No. RP98-290-000.




Schedule I-3 differentiates between those costs that are influenced by mileage considerations and those that are not. The non-mileaged related costs are comprised of supervision and engineering (S&E) expenses, administrative and general (A&G) expenses, customer account expenses, and all variable costs.  The remaining costs are characterized as mileage-related costs and include all other operation and maintenance expenses, depreciation, return, and taxes.




The mileage-related costs are allocated between zones based on the respective test period demand Dth-miles determined for each zone to the total system demand Dth-miles.  Non-mileaged demand and commodity costs are allocated to each zone based on the respective test period demand and commodity determinants.  The total mileaged and non-mileaged related costs are shown by zone and by demand and commodity components.


Q.
Please describe the statements and schedules in the filing used to design rates.
A. 
Statement J compares and reconciles the costs and revenues for both the proposed and pro forma rates.  Schedule J-1 summarizes the representative test period billing determinants used to derive rates.  Demands are imputed to the test period usage of the interruptible volumes on a 100% load factor basis.  Because less than 1% of Viking's total throughput was discounted, no discount adjustment has been made to rates.  Schedule J-2 shows the derivation of each rate for which costs have been allocated.  Viking calculated the total costs of service developed in Schedule I-2 at $34,312,417, line 16, and allocated those costs to the firm and interruptible transportation services within each zone.  The demand and commodity costs were allocated to the transportation rate schedules through the use of the representative test period levels of determinants from Schedule J-1.  Maximum and minimum rates were then calculated based on the cost responsibility of the customers for each service and/or zone.

Q.
What is the proposed rate for Rate Schedule FT-D zone 1-2 service?

A.
An FT-D customer receiving transportation service from zone 1 to 2 will pay a rate of $12.6912.  This rate is equal to the sum of the FT-D Zone 1-1 rate of $11.051 plus the difference between the FT-A zone 1-1 rate of $4.4116 and the FT-A zone 1-2 rate of $6.0507.  ($11.051 + ($6.0507 - $4.4116) = $12.6912).  This rate recognizes that although the FT-D facilities were constructed entirely in zone 1, an FT-D customer can contract for service which encompasses transportation from zone 1 to 2.  Therefore, the proposed rate for FT-D 1-2 service appropriately ensures that the customer pay the FTD 1-1 rate plus a share of the cost associated with using the existing facilities needed to transport its gas from zone 1 to 2.

Q.
Is it possible for an FT-D customer to contract for zone 2-2 service?

A.
Yes.  An FT-D customer contracting for zone 2-2 service will pay the FT-A zone 2-2 rates.  This will ensure that the FT-D zone 2-2 customer pays its fair share of the costs of the zone 2 facilities used to provide its service.

Q.
 How was the rate for Rate Schedule IT set?

A.
The rate for Rate Schedule IT was developed using the category 1 FT-A rate since the category 1 FT-A rate applies to contracts with the shortest term and IT service constitutes a short-term service.

Q.
Does this complete your testimony?
A. 
Yes, it does.
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