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Q.
Please state your name, business address and position with Viking Gas Transmission Company.

A.
My name is Mary A. Derks.  My business address is 825 Rice Street, St. Paul, Minnesota 55117.  I am Vice President, Financial Operations at Viking Gas Transmission Company (“Viking”).

Q.
Please describe your educational and professional experience.
A.
I received a B.B.A. Degree in Accounting and Mathematics from the University of Wisconsin in Eau Claire in 1988.  I have worked for Viking since 1993.  Prior to working for Viking I was employed by Northern States Power Company for seven years in the gas supply and internal audit areas.

Q.
What is the purpose of your testimony in this proceeding?
A.
The purpose of my testimony is to provide an overview of the case, describe the purpose of Viking's filing and provide an overview of Viking system operations and services.  I had overall responsibility for the preparation of the rate filing and as such, I am the primary Company witness with respect to all policy matters.  I provided direction to other witnesses presenting testimony for this proceeding.  I am also testifying on Viking's proposal to roll-in the Rate Schedule FT-D expansion facilities and I am sponsoring Statements L, M and O. 

The Prepared Direct Testimony of James A. Smith will address Viking’s overall cost of service, rate base and capital structure.  Mr. Smith is also sponsoring Statements A and B, Schedules B-1 and B-2, Statement C, Schedules C-1 and C-3, Statement D, Schedule D-3, Statement E, Schedule E-2, Statements F-1-F-5, Statement H-1, Schedules H-1(1)(a)-H-1(1)(d), Schedules H-1(2) and H-1(2)(b)-H-1(2)(j), Statement H-2, Schedule H-2(1), Statement H-3, Schedules H-3(1)-H-3(2), Statement H-4, Schedule H-4 and Schedule I-1.

The Prepared Direct Testimony of Mr. Adrian Moorhead will discuss the policy rationale for adopting term differentiated rates on the Viking system.  Mr. Moorhead is also sponsoring Schedule I-2.  The Prepared Direct Testimony of Ms. Laureen Ross McCalib will address the implementation of term differentiated rates and an automatic termination provision for Rate Schedule IT when a shipper fails to use any Viking service for a year.  The Prepared Direct Testimony of Mr. Alan Lovinger will address premium recovery by Viking.  

The Prepared Direct Testimony of Edward Feinstein will address the depreciation rates to be applied to Viking’s depreciable transmission and general plant and the appropriate allowance for negative salvage for the transmission plant.  Mr. Feinstein will also address the appropriate depreciation rates for the term differentiated rates.  The Prepared Direct Testimony of Michael L. Jablonske will address the retirement cost study that Mr. Jablonske used to provide information used by Mr. Feinstein in developing Viking’s negative salvage allowance.  The Prepared Direct Testimony of Mr. Mark Mickelberg supports the update of the cost of retirement study that Mr. Jablonske uses in his testimony.  The Prepared Direct Testimony of Mr. Henry E. Kilpatrick, Jr. will support the inflation adjustments used in the rate case

The Prepared Direct Testimony of Mr. Reno Cassidy will address the appropriate rate of return on equity.  The Prepared Direct Testimony of Mr. David Marson will address the representative levels of throughput and entitlements used to determine the rates.  Mr. Marson will also address cost classification and rate design, as well as the charges for LMS service.  Mr. Marson is sponsoring Statement G, Schedules I-3 and I-5, Statement J and Schedules J-1 and J-2.  

Q.
What are the purposes of Viking’s filing?

A.
Pursuant to the Settlement filed in Docket No. RP98-290-000, Viking committed to file a Section 4 general rate case by December 31, 2001.  Thus, the primary purpose of this filing is to adjust Viking’s rates for jurisdictional services to reflect current and projected costs and changes in demand on Viking’s system in accordance with the terms of the Settlement in Docket No. RP98-290-000.  This filing reflects an increase in annual jurisdictional revenue of approximately $12 million compared to the rates currently in effect.

Viking is also filing this rate case to seek prospective rolled-in rate treatment of the facilities installed during the 1999 mainline expansion project approved by the Commission in Docket No. CP98-761-000.  Because Viking is proposing prospective rolled-in treatment, Viking has filed both primary and pro forma tariff sheets.

The primary tariff sheets, proposed to be effective on July 1, 2002, continue the rate treatment associated with the rates for Rate Schedules FT-A, FT-B and FT-C and reflect the fact that, under the terms of the Settlement in RP98-290-000, these rates will be completely rolled-in effective July 1, 2002 and the incremental rate treatment associated with the rate for Rate Schedule FT-D service.  The pro forma tariff sheets, proposed for prospective implementation after final disposition of this case, treat the costs and volumes of the 1999 expansion facilities as being rolled-in to the pre-expansion rates.

Q.
Please summarize the reasons for Viking's filing and its proposals.

A.
As discussed above, Viking is making this filing to comply with the requirements of the Settlement in Docket No. RP98-290-000 that Viking file a Section 4 rate case before the end of 2001 and to comply with the terms of the Rate Schedule FT-D precedent agreements which required Viking to seek roll-in of Rate Schedule FT-D.  Accordingly, Viking is seeking to roll-in Rate Schedule FT-D.  Viking is also proposing term-differentiated rates, an LMS demand rate, to recover a portion of the remaining acquisition premium, to change IT scheduling priority to ensure that capacity is allocated to those IT shippers that value it the most and to provide for the termination of IT contracts with shippers who have not exercised any contractual rights for firm, interruptible, or load management services for at least one year.

Q.
Please explain the change to Viking's rates that Viking is proposing.
A.
Viking's proposed rate increase is the result of increased costs faced by Viking in providing service, as well as the recovery of the acquisition premium, which, as further discussed by Mr. Lovinger in his Prepared Direct Testimony, is justified by offsetting commensurate ratepayer benefits.  Viking has faced increased costs with respect to maintaining pipeline integrity, updating the station control system that interfaces with the SCADA system, and other costs associated with operating the pipeline system.  In addition, Viking is seeking a somewhat higher return on equity to better reflect changes in the business environment faced by Viking.   

System Operations and Rate Filing Overview
Q.
Please provide an overview of Viking’s system operations.
A.
Viking is a 496-mile long interstate pipeline system which extends from the Canadian/U.S. Border near Emerson, Manitoba to an interconnect with ANR Pipeline Company (ANR) near Marshfield, Wisconsin.  In addition to its main interconnections with TransCanada at Emerson and with ANR at Marshfield, Viking has four additional interconnects with Northern Natural Gas Company (“Northern Natural”) at Chisago, Cambridge, and Genola, Minnesota, and Polk, Wisconsin.  Viking does not have any production or gathering facilities or system storage.

The Viking system is comprised of approximately 496 miles of 24-inch diameter mainline, with 94 miles of additional 24-inch mainline looping.  Viking operates eight compressor stations with 29 compressor units (23 reciprocating, 6 turbines) that total 68,950 horsepower.  Viking also operates 54 meter stations.

The Viking system is used primarily to transport imported Canadian gas to Midwestern markets.  Approximately 60 percent of the natural gas received into the Viking system is delivered to the ANR system at Marshfield.  The remaining gas is delivered to intermediate markets along the Viking system.

Q.
What services does Viking presently offer its customers?
A.
Viking provides firm transportation services under Rate Schedules FT-A, FT-B, FT-C and FT-D and interruptible transportation services under Rate Schedules IT, AOT and firm overrun, a load management service under Rate Schedule LMS and a park and loan service under Rate Schedule PAL.  Pursuant to the Settlement in Docket No. RP98-290-000, Rate Schedule FT-A, FT-B and FT-C are being rolled-in and will have the same rate effective as of July 1, 2002. 




The term "Rate Schedule FT" will be used in this testimony to refer collectively to Rate Schedules 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 rates for service under these Rate Schedules. 

Q.
What rate is Viking proposing for its Rate Schedule PAL service?

A.
Viking is proposing to retain the use of its interruptible rate as its rate for Rate Schedule PAL service.  To date, Viking has had only very limited use of its PAL service so Viking is proposing to continue using its Rate Schedule IT rate for its PAL service.  Because PAL service is an interruptible service, use of the IT rate is justified.  The actual PAL revenue of $17,952 was used to reduce the FT cost of service prior to developing the FT rates.  See Line 15 of Statement I-2(1).

ROLLED-IN TREATMENT FOR 1999 EXPANSION FACILITIES

Q.
Please provide a brief history of Viking’s 1999 expansion project.


A.
On September 3, 1998, Viking filed an application for a Section 7(c) certificate authorizing it to construct and operate approximately 45 miles of pipeline looping facilities.  In its “Order Issuing Certificate and Granting Abandonment” on April 15, 1999 in Docket No. CP98-761-000 (87 FERC ¶ 61,068), the Commission granted certificate authority to Viking to loop its system to provide under Rate Schedule FT-D 28,200 Dth/day of winter pipeline capacity, 33,200 Dth/day of shoulder month capacity (October and April), and 22,200 Dth/day of summer capacity.  The Commission approved incremental rates consisting of demand charges of $10.65 Dth/month for service from Emerson to any Zone 1 delivery point and $13.69 Dth/month for service from Emerson to any Zone 2 delivery point.  The Commission approved the application of Viking’s existing commodity and fuel rates under Viking’s currently effective Rate Schedules FT-A, FT-B and FT-C for the 1999 expansion shippers.  The demand charge was designed to recover all fixed costs of the project based on its full design capacity.  

The Commission recognized that Viking could seek to roll the costs of the facilities into its system-wide rates in a later rate case.  The Commission also noted that the looping benefited all of Viking’s current customers by improving the flexibility and reliability of Viking’s mainline system.  Viking Gas Transmission Company, 87 FERC ¶ 61,068, at p. 61,281 (1999) (“The looping will enhance the flexibility and reliability of Viking’s mainline system and will benefit all current customers.”).

Q.
How does the Commission evaluate the proper rate treatment to be applied to new and existing facilities?

A.
In the “Statement of Policy on the Certification of New Interstate Natural Gas Pipeline Facilities” (“Statement of Policy”) issued by the Commission on September 15, 1999 in Docket No. PL99-3-000, 88 FERC ¶ 61,227, the Commission set forth its policy on granting certificate authorizations for the construction of major new pipeline facilities.  The Commission identified the threshold question as whether the project can proceed without subsidies from existing customers.  Id. at p. 61,745.  Discussing its “no financial subsidies rule,” the Commission stated:  “[T]his will usually mean that the project would be incrementally priced, if built by an existing pipeline, but there are cases where rolled in pricing would prevent subsidization of the project by the existing customers.”  Id.  




The Commission noted that rolled-in pricing is appropriate when the incremental project was made possible by earlier more costly expansions.  Id. at p. 61,746.  The Commission also found that rolled-in pricing is appropriate where the pipeline has vintages of capacity and charges customers different prices for the same service under incremental pricing.  The Commission stated:  “Those customers could be allowed to exercise a ROFR at their original contract rate except when the incremental capacity is fully subscribed and there are competing bids for the existing customer’s capacity.  In that case, the existing customer could be required to match the highest competing bid up to a maximum rate which could be either an incremental rate or a “rolled-up rate” in which costs for expansion are accumulated to yield an average expansion rate.”  Id.






Most important, the Commission recognized that projects that provided system benefits did not constitute a subsidy and were subject to roll-in.  The Commission stated:  “Projects designed to improve existing service for existing customers, by replacing existing capacity, improving reliability or providing flexibility, are for the benefit of existing customers.  Increasing the rates of the existing customers to pay for these improvements is not a subsidy.  Under current policy these kinds of projects are permitted to be rolled in and are not covered by the presumption of the current pricing policy.”  Id. at p. 61,746 n. 12.

Q.
Do the 1999 expansion facilities qualify for rolled-in treatment under the Statement of Policy?

A.
Yes.  The 1999 expansion facilities, which consist of approximately 45 miles of mainline looping and provide an undifferentiated mainline transportation service, qualify for rolled-in treatment because the benefits these facilities provide to existing shippers substantially outweigh the incremental cost associated with roll-in.  As discussed in greater detail below, rolling in the 1999 expansion facilities will reduce the capital costs to existing shippers by approximately $1.18 million and the fuel costs by approximately  $1.363 million.  The 1999 expansion project would also benefit pre-1999 expansion shippers by reducing their allocation of common costs and by increasing the average life of Viking’s contracts with its shippers.  In addition, as discussed below, the 1999 expansion facilities provide significant additional benefits to existing customers by increasing overall system reliability.

Q.
What would be the rate impact on pre-expansion customers of rolling-in the 1999 expansion project?

A.
Rolling in the 1999 expansion facilities would have only a very minor rate impact on pre-expansion customers.  It would increase the 100 percent load factor rate for Category 2 Zone 1-1 pre-1999 expansion shippers by $0.0081 per dekatherm or 5.53 percent, for Category 2 Zone 1-2 pre-1999 expansion shippers by $0.0119 per dekatherm or 5.87 percent, and for Category 2 Zone 2-2 pre-1999 expansion shippers by $0.0034 per dekatherm or 4.04 percent. Given the significant system-wide benefits provided by the 1999 expansion facilities, roll-in of those facilities is clearly warranted under Commission policy.




Q.
You mentioned earlier that the 1999 expansion project would benefit pre-1999 expansion shippers by reducing their allocation of common costs and by increasing the average life of Viking’s contracts with its shippers.  Could you explain these benefits in more detail?

A.
Yes.  Under the Commission’s cost allocation precedent, expansion shippers will pay their fair share of the pipeline’s common costs, in addition to the pure incremental costs of the expansion project itself.  The spreading of these common costs over a larger number of units of service provides a temporary rate-reducing benefit for Viking’s pre-1999 expansion customers, while the incremental rates remain in effect. 

In addition, the expansion shippers have 15-year contracts, which are the contracts with the longest remaining term on the Viking system.  Under rolled-in rates, the expansion shippers would be available to share in an allocation of capacity turn-back costs in the event Viking becomes undersubscribed at some future date.  This would reduce the pre-expansion shippers’ risk exposure for capacity turn-back costs.
Q.
Please discuss the impact on capital costs from rolling-in the 1999 expansion facilities.

A.
Rolling-in the 1999 Expansion Facilities also has a significant effect on the cost of capital.  By rolling-in the 1999 Expansion Facilities, the percentage of debt is increased and the percentage of equity is decreased.  




Viking's filed case appropriately reflects incremental capital costs for the FT-D service.  Mr. Cassidy supports this treatment on the theory that the incremental capitalization represents the financing of the Rate Schedule FT-D facilities.  The capitalization is also consistent with Viking's certificate filing supporting the initial Rate Schedule FT-D rates.  The incremental capitalization reflects a ratio of 20 percent equity versus the capitalization for the existing service of 69 percent.  On a rolled-in basis, the equity ratio is reduced from 69 percent to 58 percent.  The cost of service impact on this change in capital costs is $1.18 million.  This is a significant reduction in capital cost that will be realized by the FT shippers on roll-in.

Q.
Have the 1999 expansion facilities reduced Viking's overall fuel usage requirements?

A.
Yes.  With the mainline looping from the 1999 expansion in-service, Viking has experienced operational efficiencies which have reduced Viking's overall fuel usage requirements.  As such, Viking's overall fuel retention requirements have decreased since 1999.  In 1999, Viking's fuel usage requirement was 2.38 percent of the throughput.  In 2000, this dropped to 2.19 percent and, in 2001, it is forecasted to be approximately 1.91 percent.

Q.
Can you quantify these benefits in economic terms?
A.
Yes.  In 1999, Viking's actual fuel usage was 3,985,906 Dth, and based on 1999 Emerson index prices (the same index Viking utilizes when determining monthly cash out prices) the value of this fuel was approximately $8,392,000.  The value of this same 3,985,906 Dth of fuel at 2000 Emerson index prices would have been approximately $15,611,000.   The value of this 3,985,906 Dth of fuel at 2001 Emerson index prices would have been approximately $16,223,000.  Finally, the value of this 3,985,906 Dth of fuel at forecasted 2002 Emerson index prices (based on the NYMEX future price and a $0.1052 basis differential) is expected to be $12,591,000.




In fact, in 2000, Viking used an actual 3,702,674 Dth of fuel with a corresponding value (at 2000 Emerson index prices) of approximately $15,194,000.  In 2001, Viking expects to use approximately 2,965,801 Dth of fuel with a corresponding value (at 2001 Emerson index prices) of approximately $10,691,000.  Viking projects the 2002 fuel usage to be 3,530,000 Dth and if that usage is priced at the  2002 NYMEX as adjusted for a Henry Hub to Emerson basis differential, the value is estimated to be $11,227,000.  Comparison of these figures indicates that Viking customers have already received $417,000 in fuel saving benefits in 2000 and will receive $5,532,000 in fuel savings in 2001.  Based on forward price curves, the Viking customers could receive approximately $1,363,000 of savings in 2002 and beyond.

Q.
Does the mainline looping from the 1999 expansion project provide  any other benefits to existing shippers?

A.
Yes.  Because the 1999 expansion facilities are mainline looping facilities, they necessarily benefit pre-1999 expansion customers by increasing system reliability.  The Commission has explicitly noted, for example, that “all customers derive some benefits from mainline facilities no matter when the facilities are added to the system.” Columbia Gas Transmission Corp., 79 FERC ¶ 61,160, at p. 61,754  (1997), that “[a] mainline loop provides increased reliability to all customers regardless of who has the contract to the increased amount of capacity that the looping allowed,”  Tennessee Gas Pipeline Co., 80 FERC ¶ 61,070, at 61,213 (1997), and that “looping protects customers from unexpected outages . . . In times of peak demand, customers downstream of the previous single line would simply have lost service without the use of any additional facilities.”  Id. at p. 61,211.




Looping also results in a small increase in Viking’s system line-pack, which enhances the flexibility of Viking’s system operations.  In addition, the incremental firm forward-haul capacity created by the looping creates additional opportunities for firm backhaul service and for forward-haul and back-haul interruptible service and capacity releases, to the extent the expansion shippers do not require their full capacity entitlements.

The 1999 Expansion Project also benefits Viking’s pre-1999 expansion shippers because: (1) even under incremental rates, expansion shippers will bear an allocation of Viking’s system costs in addition to the cost of the expansion project itself, and (2) Viking’s contracts with the expansion shippers extend the average length of contracts Viking has with its shippers and, under a rolled-in rate scenario, reduces the exposure faced by Viking’s pre-expansion shippers that is associated with the risk of bearing a future allocation of capacity turn back costs.

Q.
What benefits do the additional looping from the 1999 expansion provide to pre-1999 expansion shippers?

A.
The Commission has specifically recognized the significant reliability and operational benefits to existing customers that flow from expansion projects that depend on the addition of mainline looping and mainline compression.  For example, in Tennessee 80 FERC at 61,211, the Commission noted that:

The [incremental] facilities include 73.7 miles of looping and 17,300 horsepower of new and additional compression.  Almost all of the looping was along what had previously been a single line system.  Thus, the looping protects customers from unexpected outages along approximately 70 miles of the previous single line.  The additional compression also provides additional system reliability, since it protects customers from compressor outages.  In addition, the pipeline can more easily schedule necessary maintenance without disruption in service to any customer.  While Distribution contends that outages can be addressed by backflows and other means, the Commission disagrees.  In times of peak demand, customers downstream of the previous single line would simply have lost service without the use of any additional facilities.  Moreover, even at other times, the looping and additional compression can allow continued service without the complicated scenarios envisioned by Equitable.

Based on these findings, the Commission authorized the roll-in of a looping and compression project on the Tennessee system that is much larger in scope than Viking’s 1999 expansion project.

In my prior discussion of the benefits of the 1999 expansion, I described the reliability, flexibility and expanded service benefits that are inherent in any mainline looping project.  The looping involved in the 1999 expansion would provide these same benefits to pre-expansion shippers.  Thus, pre-expansion customers will experience reduced risk of service losses due to pipeline outages and will also benefit from additional line-pack, an increased availability of firm back-haul service, and an increased opportunity for capacity releases and interruptible service.

Q.
Is there any way to quantify the economic benefits derived from this enhanced system reliability?

A.
Not completely.  It is worth noting, however, that a loss of Viking capacity would affect not only flows on Viking, but also upstream flows on NOVA and TransCanada and downstream flows on ANR.  Thus, a loss of Viking capacity could cause a Viking shipper to lose the ability to use capacity it had reserved on NOVA and TransCanada (at a cost of about US$ 0.38 per dekatherm on a one hundred percent load factor basis) and ANR (about US$ 0.16 per dekatherm on a one hundred percent load factor basis).

Q.  
Can you provide any specific examples of how the mainline looping on Viking has benefited Viking's pre-expansion shippers?

A.
Since 1996, Viking has had four major looping projects that have resulted in the looping of approximately 94 miles or more than 18 percent of Viking's mainline.  These looping projects have provided additional reliability to all of Viking's pre-expansion shippers.  The benefits provided by these looping projects are most apparent when viewed in conjunction with the maintenance and replacement projects that are part of Viking's ongoing pipeline integrity program.  




Viking uses hydrostatic testing and in-line inspection tools on different segments of its pipeline system to insure the integrity of the Viking facilities.  Viking's looping of its pipeline system allows Viking to maintain all firm deliveries when Viking lowers operating pressures on affected loop segments during the testing and repairs of anomalies identified during these tests.  




A vivid example of the benefits provided by Viking's expansion projects is provided by Viking's ability to maintain flowing gas during the testing and repairing of its existing mainline pipeline system near the Hallock Station.  In 1998, Viking performed a hydrostatic test on the 20 miles of existing pipe directly downstream of the Hallock Station.  This work was expected to take seven days, assuming the test was successful.  However, the hydrostatic test failed for a five mile section of the pipeline.  Because of this failure, Viking had to replace these five miles of existing mainline before the facilities could be placed back in service.  As a result, this section of pipeline mainline, through which all of Viking's deliveries from TransCanada flow, was out of service for 71 days as Viking made the necessary facility replacements.  Because of the looping, 390,000 Dth/day of existing customer firm capacity was able to be maintained during these tests.  




But for the looping, this outage on Viking would have had a significant economic impact to its existing customers.  If you assume that these customers would have had stranded capacity on NOVA and TransCanada while the line was out of service and the 100 percent load factor cost of capacity on these two upstream pipelines was approximately $0.38 Dth/day, Viking shippers could have experienced up to approximately $148,000/day in stranded costs.  Even if they were able to mitigate about half of these costs, the shippers would have still been subject to stranded costs of approximately $75,000/day over a 71 day period.  This equates to $5,325,000 of potential stranded costs.  While this replacement took place at a location that was looped in the 1996 expansion project, the potential for maintenance and the associated economic impacts on the pre-expansion pipeline that parallel the 45 miles of mainline installed during the 1999 expansion project is just as real.

Q.
Has Viking rolled-in other expansions?

A.
Yes.  In the Settlement of Docket No. RP98-290-000, Viking was allowed a phased roll-in of the 1996 Expansion Project and the 1997 Expansion Project.  In total, these projects added approximately 43 miles of mainline looping and 23,500 hp of new compression to the system.  The settled cost of service for these facilities was approximately $6.1 million and created about 840,000 demand billing determinants.  In comparison, in this proceeding, the 1999 Expansion Project has a filed cost of service of approximately $3.3 million and approximately 275,000 associated billing demand determinants. 

Q.
Does this conclude your testimony?

A.
Yes.
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