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UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Transcontinental Pipe Line Corporation


Docket No. RP06-___
PREPARED TESTIMONY OF 

PAUL W. NELSON
Q.
Please state your name, occupation, and business address.

A.
My name is Paul W. Nelson.  I am Director, Finance, Business Process Outsourcing for The Williams Companies, Inc. (“Williams”).  My business address is One Williams Center, Tulsa, Oklahoma 74172.

Q.
Please summarize your educational and business experience.

A.
I graduated from Oklahoma State University in 1977 with a Bachelor of Science degree in Accounting.  I am a Certified Public Accountant in the state of Oklahoma.  I began working for Williams in 1991 as the Supervisor of General Accounting for one of its subsidiaries, Williams Energy Company.  In 1992, I was named Manager of General Accounting for another subsidiary, Williams Pipe Line, and in 1993, I was promoted to Director of Transportation Accounting, Williams Pipe Line.  From 1994 to 2002, I was Controller and Treasurer for three different Williams business units, Williams Pipe Line, Williams Energy Group -Petroleum Services, and Williams Energy Services - Petroleum Services.  In 2002, I assumed the role of Director of General Accounting for Williams and in 2004 took my present position. 

Q.
Have you previously submitted testimony in proceedings before the Federal Energy Regulatory Commission (“FERC”)?
A.
Yes.  I testified in Williams Pipe Line’s rate case in Docket No. IS90-21. I also submitted testimony in Northwest Pipeline Corporation’s general rate proceeding in Docket No. RP06-416. 

Q.
What is the purpose of your testimony in the present case?

A.
I will provide information about Williams’ business process outsourcing to IBM and support for the ongoing IBM outsourcing costs included in the overall cost of service supported by Transco witness Charlotte Hutson.

Q.
What business functions does Williams outsource to IBM?

A.
Williams has outsourced components of its information technology, finance and accounting, and human resources functions.  

Q.
When did Williams arrive at the decision to outsource these functions?

A.
As Williams reduced its size in 2002 and 2003, the company’s management evaluated steps that could be taken to better manage its costs for the delivery of services associated with various corporate support functions.  With the assistance of outside consultants, Williams determined that it could benefit from an outsourcing arrangement.  After considering proposals from several potential service providers, Williams determined it would use the services of one potential provider, IBM.  

Q.
When did the outsourcing begin?

A.
Williams’ contract with IBM was signed on June 1, 2004, and the outsourcing became effective on July 1, 2004.

Q.
How are IBM’s outsourcing service charges billed to Williams and then subsequently directly charged to Williams’ business unit subsidiaries and Williams corporate?

A.
Each month IBM invoices Williams a fixed amount based on a contractually agreed annual service charge.  The fixed service charge is based on an estimated, contractually agreed number of units of consumption of IBM services including, for example, number of accounts payable invoices processed monthly.  IBM also invoices Williams for variable service charges based upon the actual consumption of services above or below the contractually agreed units of consumption, after consideration of a “tolerance band,” generally 3% above or below the estimated, contractually agreed units of consumption.  Williams then determines a per unit charge for each unit of consumption determined by the following formula:

Fixed charge + variable charge / total units of consumption = per unit charge to be charged to each business unit subsidiary and Williams corporate based on each entity’s units of consumption.  
The base charge for direct consumption is determined by the direct units of consumption multiplied by the per unit charge as determined in the above formula.
Q.
How are the IBM outsourcing costs that are allocated or assigned to Transco reflected on Transco’s books?

A.
As previously described, IBM charges are invoiced to Williams each month. Williams then directly charges each business unit subsidiary, as well as the Williams corporate functions, for the IBM services directly consumed by each respective entity. It is my understanding that the amounts charged to Transco based on Transco’s direct consumption of services are booked to FERC Account No. 923.  The IBM costs that are directly charged to Williams’ corporate functions (based on their direct consumption) are allocated to Transco and the other Williams business unit subsidiaries using the Modified Massachusetts formula.  These costs are recorded by Transco in FERC Account No. 930.2. 
Q.
What is the basis for the ongoing IBM outsourcing costs that Transco has included in its overall cost of service in this proceeding?

A.
Transco is seeking recovery of the actual ongoing IBM outsourcing costs incurred during the base period (i.e. the twelve months ended May 31, 2006) of $16,506,188.70.   This amount is net of adjustments related to the December 2005 water main break and transition cost in connection with the IBM outsourcing agreement, as described in Mr. Paul Reynolds’ direct testimony on behalf of Transco. This amount is a combination of direct charges based on Transco’s units of consumption and Transco’s share of the Williams corporate function costs that have been allocated among the business unit subsidiaries using the Modified Massachusetts formula.
Q.
Do you believe that the base period amount of $16,506,188.70 is a representative annual amount of ongoing costs for Transco after considering any known and measurable changes that may occur during the test period (i.e., during the 12 months ending on February 28, 2007)?
A.
Yes, I believe this amount is representative of ongoing annual costs. The base period of this case is essentially the second year of the IBM outsourcing arrangement. I believe the costs incurred by Transco during the base period reasonably represent the likely, ongoing annual costs to Transco in upcoming years.  
Q.
Does this conclude your direct testimony?

A.
Yes it does.
