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�Q.	Please state your name and business address.

A.	Kent E. Miller, 1111 South 103rd Street, Omaha, Nebraska 68124-1000.

Q.	What is your present occupation?

A.	I am Vice President - Pricing and Storage for Northern Natural Gas Company ("Northern").

Q.	Would you briefly describe your educational background and work experience?

A.	In May 1979, I graduated from Iowa State University with a Bachelor of Science in Civil Engineering.  I was employed by Northern in March 1981 in the Engineering Department.  After holding various technical positions in Engineering and Planning, in March 1988, I transferred to the Marketing Department as an account manager. In September 1990, I was promoted to director of Transportation Administration.  In September 1998, I was appointed Regional Vice President of Marketing for Northern with primary responsibility for Northern’s storage services.  In February 2000, I assumed the position of Vice President, Marketing and Storage for Northern and in July 2003 I assumed the position of Vice President, Pricing and Storage.

Q.	Have you previously testified before the Federal Energy Regulatory Commission ("Commission")?

A.	Yes. I provided testimony in Northern’s 2003 rate case, Docket No. RP03-398-000.

Q.	Please describe your current position with Northern.

A.	As Vice President of Pricing and Storage for Northern, I am responsible for Northern's short-term firm and interruptible transportation primarily in the Field Area and all of the storage services provided pursuant to Northern’s FERC Gas Tariff.  

Q.	Please give a description of Northern’s Market Area, Field Area, and Gulf Coast.

A.	Northern’s Market Area consists of the upper Midwest geographic area north of Northern’s Field/Market Demarcation line ("Demarc"), which is located at Clifton, Kansas.  Northern delivers gas to local distribution companies ("LDCs"), endusers, marketers, and other interstate pipeline companies via town border stations and interconnects located throughout the entire Market Area.  The Field Area refers to the geographic area south of Demarc.  The Field Area serves two diverse markets--it primarily serves as a supply source for Market Area deliveries and secondarily serves markets within the Field Area, including off-system markets served through interconnection points with other interstate and intrastate pipelines.  Northern's Gulf Coast facilities are non-contiguous offshore facilities located in offshore Texas and Louisiana areas, with distinct services provided through these facilities.

SUMMARY

Q.	Please summarize your testimony in this proceeding.

A.	My testimony is divided into three sections.  Section 1 describes in detail Northern’s seasonal load profile, customer base, and competitive factors affecting contract demand and throughput.

	Section 2 supports Northern’s Test Period Market Area and Field Area transportation and storage volumes, including a description of all Test Period adjustments.  Section 2 also sets forth the aggregate contract entitlement under Rate Schedules TF, TFX, LFT, GS�T and FDD and describes the adjustments included in the Test Period demand billing determinants.

	Section 3 includes a summary of Northern’s rate and service proposals.  Some of these changes are being proposed for implementation on March 1, 2004 ("Primary March 1 Changes"), and some on a prospective-only basis following a Commission order on the merits or a settlement ("Prospective Changes").  While I will generally describe the basis for and nature of each change, Northern Witness Kirk will describe the corresponding changes to the tariff sheets.  Northern Witness Mary Kay Miller will discuss the policy aspects of Northern’s rate and service proposals.

Q.	Please identify the exhibits you are sponsoring.

A.	I am sponsoring the following exhibits:

Exhibit No. NNG-15�Northern’s 3-Year Average Monthly Market Area and Demarcation Deliveries

��Exhibit No. NNG-16



Exhibit No. NNG-17



�NYMEX Natural Gas Prices



Map of Northern’s Market Area with Competing Pipelines

��Exhibit No. NNG-18

�Map of Northern’s Field Area Pipeline Interconnects

��Exhibit No. NNG-19

�March NYMEX Open Interest Positions��Exhibit No. NNG-20�Schedule G-3, which is included in the Notice of Rate Change Volume II and incorporated herein by reference

��Exhibit No. NNG-21�Carlton Surcharge – Carlton vs. Ventura Price Differential ��

NORTHERN'S SEASONAL LOAD PROFILE, CUSTOMER BASE AND FACTORS AFFECTING CONTRACT DEMAND AND THROUGHPUT

Seasonal Load Profile And Customer Base  

Q.	Please describe Northern’s seasonal load profile.

A.	Northern’s seasonal load profile varies by geographic area.  The pattern for Market Area winter volumes is characterized by a large demand for natural gas to meet LDCs’ and end users’ peak day requirements on cold winter days for residential and commercial heating loads and sustained industrial use.  Northern’s peak load in the Market Area occurs during the winter heating season months of November through March.  The December through February period, in particular, is when Northern’s system typically experiences the highest loads.  During 2003, Northern’s Market Area Peak Day was 4.31 Bcf/d on January 22.  It is not uncommon during this period to experience days when the combined firm and interruptible demand for natural gas throughput services exceeds Northern’s pipeline capacity.  Exhibit No. NNG-15 illustrates Northern’s average monthly load profile over the three-year period of April 2000 through March 2003.  In the Field Area, Northern’s seasonal load profile depends on the ultimate destination of the gas which is primarily Northern’s Market Area.  Volumes delivered from the Field Area (i.e., Demarcation) to the Market Area generally match the increased Market Area requirements in the winter and the decreased Market Area requirements in the summer.  Northern’s Field Area primarily exists to serve Market Area load requirements and operates on an integrated basis with the Market Area.

In the summer, Northern’s Field Area primarily serves:  (1) off-system markets through interconnections with interstate and intrastate pipelines; (2) price sensitive markets including electric generating loads; and (3) other market needs such as deliveries into storage.  As a result of these market demands, volumes delivered to off-system markets within the Field Area tend to be greater in the summer than in the winter season.  However, the value Northern receives in the summer for this volume is significantly less than the maximum tariff rate.  Both the Field Area and Market Area are used to deliver volumes to both Northern and off-system storage during the summer.

Q.	Please describe Northern’s current Market Area customer base.

A.	Northern predominantly serves LDCs in the Market Area and, to a lesser extent, also serves industrial customers such as taconite producers, agricultural products processors such as soybean processing plants and ethanol plants, oil refiners, electric generation plants, and ammonia fertilizer plants.  The LDCs have a seasonal load pattern characterized by higher, less predictable demands during the winter due to the heating requirements of their residential and small commercial customers.  Endusers such as ethanol facilities continue to comprise a growing segment of Northern’s shippers.  These customers have more of a predictable, baseload need to accommodate their process activity, with some seasonal load pattern as well due to their heating requirements.  The electric generating plants are another type of enduser in Northern’s Market Area and are generally characterized as being either natural gas peaking plants or natural gas intermediate plants, i.e., simple cycle or combined cycle.  This segment of the industrial market can be very unpredictable in its demand load pattern, placing Northern at risk regarding the recurring level of throughput from this market.

Major Factors Impacting Northern Markets
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A.	In the Market Area, the most significant factors are competition from other pipelines at existing dual connected markets, peak shaving, higher gas prices, alternate fuels (residual fuel oil and coal) for the fuel switchable portion of the electric generating and industrial markets, and the relative cost of gas in determining the viability of producing industrial goods at a price that will clear the market (e.g., ammonia-based fertilizer plants).  In addition, Northern faces significant bypass risk in the Market Area, which has resulted in increased discounting pressure.  In the Field Area, Northern experiences intense competition from other pipelines given the lack of direct-connected markets and split-connected gas supplies.  In both the Market Area and Field Area, Northern is faced with increased discounting pressures as a result of competition from capacity release transactions and will face additional discounting pressure with the implementation of expanded segmentation on its system.  In addition, another major factor impacting Northern’s markets has been the financial problems facing the energy industry as evidenced by numerous credit downgrades as well as bankruptcies.  In Docket No. GT02-38-000, Northern demonstrated that the financial condition of shippers on its system had deteriorated to record low levels, which necessitated changes to Northern’s creditworthiness provisions.  As a result of the weakened financial condition of the energy industry, the number of buyers and sellers in the marketplace has dropped significantly.  This has reduced liquidity in the marketplace and increased Northern’s risk profile by reducing the number of parties willing to purchase transportation and storage capacity.  I will further explain each of these factors that impact competition on Northern’s system.  

Market Area Competition

Q.	Please explain the competition that Northern faces in providing transportation services in its Market Area.

A.	Northern’s Market Area customers, including LDCs and industrial end-users, have numerous options which are in direct competition with Northern's services.  These competitive options include other pipelines, peak shaving, alternate fuels, capacity release volumes, and rebundled sales transactions at alternate delivery points.  Competition on Northern’s system has intensified due to a number of recent changes affecting Northern’s market environment, which include increased threat of bypass, the market trend to shorter term contracts for pipeline capacity instead of longer-term contracts (i.e., greater than 5 years), increased discounting by Northern in competing with capacity releases at reduced values, and an apparent strong market for rebundled sales transactions which are generally made to incremental gas users using the pipeline's alternate delivery point flexibility.  Given the choices available in this highly competitive marketplace, a shipper will choose the option with the lowest effective cost.  In order for Northern to compete to serve these needs, Northern needs to price its services to match the shippers’ alternatives and meet new market demand.  Today, Northern competes by offering price discounts.

Q.	What pipeline competition does Northern face in its Market Area?

A.	Northern’s traditional LDC markets have access to a number of alternative pipelines.  Specifically, Natural Gas Pipeline Company of America (“NGPL”), ANR Pipeline Company, Minnesota Intrastate Transmission System, Northern Border Pipeline Company ("Northern Border"), Viking Gas Transmission Company, Great Lakes Gas Transmission Limited Partnership, and Guardian Pipeline provide competitive transportation services which can deliver directly to Northern’s existing customers in the Market Area.  The capacity of the competing pipelines has increased over the last few years as a result of recent expansions as well as new pipelines.  For example, there have been two expansions of Northern Border’s system, adding approximately 1.2 Bcf/day of capacity and a significant level of new Canadian supplies into the market. Further, two new pipeline projects have been added: the Alliance Pipeline in 2000, which has approximately 1.3 Bcf/day of capacity and the Guardian Pipeline in 2002, which delivers to the Wisconsin market and directly competes with Northern. 

Q.	How does Northern intend to address this competition in the marketplace?

A.	Northern recognizes that to compete with these new expansion projects, the pipeline facilities it uses to provide service to its customers must be reliable, cost-effective and operated at maximum efficiency.  In order to meet the changing market demand, Northern’s rate structure must provide increased seasonality, as well as rates that vary based on contract length in order to address the risks Northern faces with respect to shippers opting for shorter-term contracts.  Additionally, Northern continually strives to provide new types of services and enhance its existing services in anticipation of marketplace demands, and also to provide more value in its existing services.  Examples of such new services include expanded LFT service in the Market Area during the winter, the ability to negotiate varying hourly take commitments, and preferred deferred delivery service, which provides an alternative interruptible storage service.  In addition, in this filing, Northern is proposing a new rate schedule to address small customer deliveries (SVNN).

Q.	Please explain the peak shaving alternative.

A.	LDCs typically have available peak shaving capability which allows them to respond quickly to short-term increases in peak load by injecting additional supply, e.g., liquefied natural gas or propane, into their distribution systems.  This capacity displaces Northern’s transportation service for the most volatile peaks that occur in Northern’s temperature sensitive market.  Peak shaving facilities allow a customer to displace pipeline transportation and storage services.

Q.	Please describe the competitive pressures from alternative fuels.

A.	Many of Northern’s electric generating and industrial customers have the ability to switch to coal and fuel oil and will do so depending on the price differential between natural gas and these alternative fuels.  Northern has been required to discount at a level matching the alternate fuel cost to obtain and retain volumes with these price-sensitive, fuel-switchable markets.  In the recent past, natural gas prices have experienced severe fluctuations, with prices reaching record levels, as shown on Exhibit No. NNG-16.  During 2003, natural gas prices continued to be volatile and again spiked to high levels.  Higher prices coupled with high levels of volatility indicate greater price swings and greater price risk.  For example, the price swing of $5.00 gas at 80% volatility is greater than the price swing of $2.50 gas at the same 80% volatility level.  Thus, the higher prices of natural gas make transportation services more susceptible to competition from alternate fuels.

Q.	Does the high cost of natural gas have any other impact on alternative fuel market transactions?

A.	In addition to the impact of the cost of the gas itself, increased natural gas prices increase pressure on Northern to discount due to the fuel component of its rates.  Gas prices in 2002 and 2003 were above previous years’ levels.  Northern has not seen any indication of extended periods of low volatility for natural gas prices; therefore, severe price fluctuations, including higher gas prices, are expected to continue during the Test Period.  As a result, Northern faces increased competition in serving a market with alternatives and will be required to discount more volumes.  Take for example a situation whereby a particular transportation transaction is valued at 10 cents and a shipper pays 2% fuel.  If the cost of gas is $4.00, the fuel component is approximately 8 cents, requiring Northern to discount the transaction to 2 cents in order to serve the market.  If the cost of gas increases to $5.00, the fuel component is now approximately 10 cents, effectively precluding Northern from serving the market, as it cannot charge a zero transportation rate that would result in free service.  

Q.	Please describe the specific markets Northern serves which are sensitive to the price differential between natural gas and alternative fuels.

A.	Electric generation and industrial users are sensitive to interfuel pricing.  Coal producers aggressively market their product in large volumes to electric generators and certain industrial loads such as taconite producers by using long- and short-term arrangements at low prices with take commitments.  As natural gas prices increase, or as alternative fuel prices drop, these markets continually re-evaluate fuel decisions, potentially resulting in reductions in Northern’s throughput.  For example, the taconite market in Minnesota and Michigan is very sensitive to changes in natural gas prices.  Many of these customers have the ability to switch to coal or fuel oil.  If they do not currently have the ability to switch to alternate fuels, continued high natural gas prices provide an incentive for these end users to invest in facilities that will accommodate the alternate fuel.  Northern has had limited success in retaining these markets through use of discounting; as alternate fuel prices drop or gas prices rise, these markets will be extremely difficult to retain and discounting will likely be even greater.  It is likely there will be cases where the spread between the natural gas commodity cost and the alternate fuel delivered cost is so large that the natural gas transportation component will not have enough flexibility to impact a decision to use the alternate fuel.  In fact, there have been recent examples where the delivered cost of natural gas compared to alternate fuel pricing has influenced proposals for new power plants that may displace natural gas consuming plants. 

Q.	Please describe such examples.

A.	There are electric generation plants attached to Northern’s system which currently use natural gas.  However, there is a large power plant that is under construction in Northern’s Market Area that will use coal as fuel for electric generation.  Had coal not been selected as the fuel choice, the new generation plant likely would have been gas-fired.  The equivalent gas load of the new power plant, if natural gas had been selected would have been approximately 90,000 MMBtu/d.  In addition, there are at least two other large coal plants being planned in Northern’s Market Area.

Q.	Do industrial customers face other business risks that may impact throughput on Northern?

A.	Yes.  Taconite producers, for one, are directly dependent upon the health of the steel industry.  Taconite producers have indicated that increased competition from foreign suppliers and an overall decline in steel production have had a direct impact on taconite production. Therefore, natural gas deliveries to the taconite market have declined and have resulted in a decrease in throughput on Northern’s system that is reflected in Northern’s base period.  We have many other industrial end users similarly dependent on the health of their downstream customers.

Q.	Are other markets sensitive to swings in natural gas prices?

A.	Ammonia fertilizer plants are sensitive to swings in gas prices.  Natural gas is the principal feedstock and represents a large percentage of the total product cost.  An increase in natural gas prices places the output from these plants at a competitive disadvantage, which may place the plants’ status as natural gas markets at risk.  When natural gas becomes non-competitive due to pricing, ammonia fertilizer plants on Northern’s system have been idled, forcing the market to seek alternative sources for ammonia supplies, e.g., imports.

Q.	What other factors influence the Market Area throughput on Northern’s system?

A.	Northern faces significant bypass risk that continuously threatens to reduce throughput and increases pricing pressure in Northern’s Market Area.  One recent example of bypass is by the City of Hutchinson, Minnesota, which has constructed and placed into service a bypass line.  This new pipeline originates at an interconnection with Northern Border in southern Minnesota and extends northward to the City of Hutchinson.  This pipeline also passes near the City of New Ulm, Minnesota.  Both of these municipalities have terminated virtually all of their firm entitlement with Northern.  As a result of the construction of this new bypass pipeline, Northern will experience a direct reduction of firm entitlement and annual throughput on its system in 2004.  Further, this new pipeline is also attempting to attract other customers who are currently served by Northern’s system.  As shown on Exhibit No. NNG-17, there are at least four major interstate pipelines that cut across the state of Minnesota, which is Northern’s largest service area, and are located a short distance from the Minneapolis/St. Paul area, which is the largest metropolitan area served by Northern.  This shows the significant bypass risk Northern faces in its Market Area.  Additionally, other large markets on Northern’s system similarly face pipeline competition.  For example, Northern competes with ANR Pipeline, NGPL, and Northern Border in serving the Quad Cities on the Iowa/Illinois border.  Also, Northern competes with NGPL in serving markets in Omaha and Lincoln, Nebraska and Des Moines, Iowa and competes with Northern Border in serving Cedar Rapids, Iowa. Each of these areas present a real risk of bypass for Northern.  To compete with these alternatives, Northern discounts its transportation services depending on competitive conditions in order to avoid the loss of firm entitlement and throughput associated with potential bypasses.  Even when a competitive pipeline has not been built, Northern continues to be at risk for future bypasses to such markets and must discount its rates appropriately to retain the competitive loads. This competition has resulted in both a reduction of firm entitlement and throughput on Northern’s system and a reduction in transportation revenues.  

Q.	Are there other markets in which Northern has had to aggressively compete to address the threat of bypass?

A.	One prominent and ongoing example of the real risk Northern faces is Minnegasco’s request for proposal (RFP) that was issued in mid-2003 requesting parties to bid on the ability to bypass Northern for over 330,000 MMBtu/d of capacity directly into the Minneapolis market.  The RFP also requests parties to submit bids to serve Minnegasco’s future growth needs.  With other current and future loads in the proximity of any proposed bypass pipeline, the load loss could be even greater.  

Q. 	Are there any specific market or supply issues that will affect throughput on Northern’s system?

A.	Yes.  One specific customer that has previously purchased service from Northern has elected to terminate its transportation service due to the termination of a specific upstream supply agreement.  This contract termination is more fully discussed in the Throughput, Contract Quantities, and Discounted Revenues section of my testimony. 

Q.	Please explain the effect of current capacity release pricing and utilization on Northern's ability to compete.

A.	Capacity utilization on Northern’s system is affected by the two distinct situations.  First, during the off-peak or summer season, firm shippers have an excess amount of firm transportation capacity.  The combination of available capacity from Northern and excess capacity that is held by Northern’s shippers and subsequently released creates a significant supply/demand inequality that dramatically reduces transportation prices during these periods.  Northern’s firm shippers release their capacity at very low price levels to recoup at least some level of their fixed costs.  As a result, during off-peak periods there is an abundance of available capacity, which results in increased price competition and the downward spiraling of prices for transportation services.  During the off-peak season, Field Area capacity release values for deliveries to Demarc are consistently below one cent, and it is not unusual to see this Field Area capacity released during the summer for values as little as 1/2 of one cent ($0.005).  In the summer, Market Area capacity is released for values averaging approximately nine cents.  The continued abundance of capacity release volumes has materially influenced pricing in the secondary market, significantly degrading Northern’s ability to market its capacity in the primary market, as holders of excess firm capacity release such capacity at rates of as low as five cents to recoup even the slightest revenues.  As a result, these distortions have injected increased price pressure into the short-term firm and interruptible transportation markets in both the Field and Market Areas.  Thus, the current capacity release market operates as a distressed market in which numerous firm shippers offer excess capacity at extremely low prices.  

	Second, in the Market Area, capacity is released in the winter heating season with recall rights because firm shippers may need such capacity to serve traditional markets during peak periods.  Capacity releases with recall options have decreased the released value when compared to capacity releases that are non-recallable on Northern’s system.  This in turn reduces the price at which Northern competes to sell short-term firm and interruptible transportation services, which directly compete with the capacity release market.  During the 2002/2003 winter, Market Area capacity release values averaged 30 cents, or approximately 60% of Northern’s winter transportation rate.  The recallability option during the winter heating season has the same effect on competition and pricing as the excess capacity released onto the market during the off-peak season -- increased pricing competition and the downward pressure on prices for transportation services. 

Q.	Please explain the impact of competition from bundled sales at alternate delivery points on Northern’s system.  

A.	The market for this service is often referred to as the unregulated gray market and is often conducted by parties that bundle gas supplies with previously purchased firm transportation.  The service is sold as a delivered service.  It is not subject to a maximum regulated rate.  Due to the development of this unregulated market following the implementation of Order No. 636, Northern must contend with unregulated sellers who make bundled gas sales by generally utilizing an existing shipper’s alternate delivery point capabilities as provided by Northern’s tariff.  

Q.	Do firm shippers on Northern’s system use the capacity for markets other than those for which the capacity was purchased?

A.	Yes.  

Q.	Please explain.

A.	Unregulated gray market transactions compete with Northern’s firm or interruptible transportation options, which do not contain bundled supply.  These transactions use firm transportation agreements that were sold to the original shipper based on the original shipper’s market.  In these instances, the capacity is used for alternate markets that would otherwise buy incremental transportation capacity from Northern.  These transactions do not take place through the posting of capacity as is the case with capacity release or Northern’s sale of its generally available capacity.  In bundled transactions, which are priced on a combined supply and transportation capacity basis, the transportation rate is normally not disclosed to the market, which tends to disguise the true value of pipeline capacity, making it more difficult for the pipeline to compete in selling its capacity.

Q.	Is this the only instance where firm shippers on Northern’s system use the capacity for markets other than those for which the capacity was purchased?

A.	No.  In many cases, agents for a shipper will realign capacity on their principal’s contract by using alternate points to serve other short-term markets.  This use of capacity also impedes Northern’s ability to sell incremental capacity to the alternate markets.

Q.	Please explain the impact on competition as a result of the implementation of additional capacity segmentation rights required by the Commission in Northern’s Order No. 637 proceeding.  

A.	While segmentation under Order No. 637 has not yet been implemented on Northern’s system, this will clearly impact the ability of Northern to make incremental capacity sales from its generally available capacity.  Virtual segmentation rights in the Market Area will allow shippers the ability to separate the various value components of their transportation agreement and more effectively use the overall level of entitlement that is currently sold.  Physical segmentation in the Field Area will allow shippers the ability to in effect multiply the capacity that is currently in their transportation agreements.  This will be accomplished by the ability to sub-divide long-haul agreements into multiple shorter-haul agreements, without a corresponding increase in demand revenues for Northern.  Any increase in the ability of shippers to schedule additional volumes on the same agreement will create competition for both capacity release and Northern’s sale of available capacity, which will create additional downward pricing pressure for transportation capacity. In addition to creating downward pricing pressure, the ability of shippers to multiply the full amount of their capacity will displace Northern’s ability to sell transportation services at levels that have been previously sold by Northern.

Q.	What role have state commissions played with respect to contracting of pipeline capacity on Northern?

A.	State commissions review the level of entitlement under contract by the LDC’s they regulate on Northern’s system and some state commissions tend to encourage shorter-term pipeline contracts and other short-term capacity alternatives such as peak shaving, promote construction of bypass pipelines, promote multi-pipeline competition, and verify the reasonableness of capacity reserve margins in light of competitive alternatives.  These actions can discourage customers from extending their underlying contracts or entering into new long-term contracts on Northern’s system, both of which result in lost market opportunities into the future.  

Q.	Are there any other influences that serve to promote shorter term contracting on Northern’s system?

A.	Yes.  The Right of First Refusal (ROFR) contract extension process is a process that provides for the likelihood of shorter terms.  ROFR, in general, provides incentives for customers to extend their contracts for a term of only one year.  The shipper’s rights as prescribed by the FERC in regard to extending any contracts subject to the ROFR provisions requires them to match the term of any competing bids on their capacity.  The rights for customers holding the capacity where no bids are received provide them with the option to retain their capacity, and future ROFR extension rights, by only contracting for the minimum term of one year.  The ROFR process guarantees that shippers can decide at the last moment whether they want to retain their capacity and promotes an annual “jump ball” for capacity re-contracting under these same ROFR provisions, resulting in shippers actually receiving a short-term option for continued service.  Thus, the ROFR process is a disincentive for shippers to enter into long-term contracts and creates the incentive for shippers to contract for 1-year terms.

Q.	How has the weakened financial condition of the industry affected competition on Northern’s system? 

A.	As I mentioned earlier in my testimony, the credit situation in the natural gas industry has become so severe that it has adversely impacted not only marketers but also LDCs on Northern’s system.  Some of Northern’s LDCs have experienced credit rating downgrades and have been rendered non-creditworthy under Northern’s tariff.  To the extent such shippers cannot provide Northern with security to support their current contractual obligations, Northern will be forced to suspend service or terminate their contracts.  The firm markets must be provided service, but it remains uncertain as to who will step in to meet the existing demand and what terms of service the shippers will require.

	Northern expects that LDCs will continue to hold pipeline capacity to meet their firm requirements; however, the subscription of capacity by LDCs is likely to involve reduced amounts and only enough to meet obligations to serve core requirements and their seasonal markets.  There is no guarantee that loads formerly served by Northern’s LDCs will be re-subscribed in the same quantities or even whether they will be subscribed on Northern’s system.  

Field Area Competition 

Q.	What competitive influences affect throughput in Northern’s Field Area?

A.	In the Field Area, Northern faces pipe-to-pipe competition, competition from split connected supplies and markets, competition from extremely low prices for released capacity due to the abundance of capacity release activity in the Field Area, and will face competition from the implementation of physical segmentation as previously addressed.  

Q.	Please explain further the pipe-to-pipe competition and the competition from other pipelines having split connects.

A.	This competition in the Field Area is intense due to the significant number of capacity alternatives available to transport volumes to various markets and the greater number of capacity alternatives to transport volumes away from various supply basins.  The affected markets include Northern’s traditional Midwest markets, the Mid-Continent intrastate markets, the Texas intrastate markets, Eastern markets, and California markets.  The affected supply basins include Permian, Anadarko, and Hugoton, and supplies from the Rocky Mountain region.  For example, the recent Trailblazer expansion has introduced additional competition from Rocky Mountain supplies.  Further, the Pony Express Pipeline, which accesses Rocky Mountain supplies, also offers a competitive source of supply for the Market Area that could displace longer haul transportation from alternate supply sources in Northern's Field Area.  The vast number of interconnecting pipeline alternatives available to Northern’s shippers in the Field Area are shown in Exhibit No. NNG-18.  With respect to competition from split-connected supplies, Northern is connected to natural gas processing plants in the Field Area, which are also connected to other pipelines.  These split-connected plants provide producers and marketers with numerous pipeline options and thus exert downward pressure on throughput and revenues in the Field Area.

Q.	Has the Field Area been impacted by expansions not connected to Northern?

A.	Yes.

Q.	Please explain.

A.	Throughput levels in Northern’s Permian area have been impacted due to an increase of Rocky Mountain gas supplies being delivered to California.  This has caused a change in regional pipeline flows that impede Northern’s ability to compete to provide transportation deliveries to Permian markets.  The increase attributable to Rocky Mountain supplies is approximately 900,000 MMBtu/day.  This has displaced other supplies that normally would serve California market requirements such as supplies from the Permian basin.  This displaced Permian supply now is directly delivered into the Permian market, displacing other supplies that previously were transported by Northern to meet California market requirements.  

Q:	Please explain further.

A:	Prior to this occurrence, summertime Permian supplies were delivered to the California peaking market, East-of-California gas-fired power generation market, and the Texas intrastate market.  Northern also serves a portion of the Texas intrastate market needs.  After this occurrence, Permian suppliers lost a portion of their historic California peaking demand load.  This created increased supply competition for the already competitive Texas intrastate market.  Rather than adding an additional pipeline’s transportation cost, Permian suppliers first choose to deliver their supplies to these markets directly from the western pipelines (that otherwise would have transported this gas to California), resulting in reduced requirements from Northern.

Q.	Please explain how capacity is used in the Field Area.

A.	In Northern’s Global Settlement in Docket No. RP92-1, Northern’s traditional LDC Market Area shippers agreed to subscribe to 100% of Field Area capacity at Demarc ("TFF" entitlement) on a 12-month basis for a term of four years from the implementation of the Global Settlement.  This Global Settlement provision reflected the fact that the Field Area was built and designed to meet Market Area LDC requirements.  During periods when the Field Area capacity is not required to meet the Market Area shippers’ requirements, it is available for sale in the capacity release market.  Furthermore, due to the availability of competitively priced Canadian and Rocky Mountain supplies in the summer that are delivered directly into Northern’s Market Area, the level of TFF capacity supplying the Market Area has been greatly reduced and there is significant capacity offered for release.  Consequently, the extremely low prices for released capacity in the Field Area, especially in the summer, has an even greater competitive impact on Northern’s Field Area firm and interruptible transportation services.

Market for Storage Service   

Please describe Northern’s storage services.

A.	Northern provides firm storage service pursuant to the FDD Rate Schedule and interruptible storage service pursuant to the IDD Rate Schedule.  As of January 1, 2004, Northern implemented interruptible storage services pursuant to its PDD Rate Schedule, recently approved in Northern’s Order No. 637 proceeding.  Storage service provided pursuant to the FDD Rate Schedule is primarily purchased by LDC and end use shippers who use the service to provide daily balancing and as a source of reliable firm winter supply.  

Q:	Please describe the differences between the PDD and IDD Rate Schedules.

A:	The storage service provided pursuant to both rate schedules is interruptible.  The PDD Rate Schedule provides for a higher scheduling priority than the IDD Rate Schedule, but lower than Northern’s FDD Rate Schedule.

Q:	Does Northern expect to increase the level of its storage throughput or revenues due to providing services under the PDD Rate Schedule?

A: 	No.  As described more fully below, shippers purchase Northern’s interruptible storage services (whether that is IDD or PDD) based on seasonal price differentials that exist due to the fact that natural gas is traded on a forward basis on the NYMEX.  Virtually all of these shippers take advantage of this opportunity solely for arbitrage purposes, not for the need to meet any particular physical delivery requirement.  The existence of a new Northern rate schedule (PDD) has no impact on the NYMEX seasonal price differentials or the liquidity of natural gas trading on Northern’s system. Shippers will simply shift from purchasing IDD service to purchasing PDD service to capture these price differential opportunities.

Q.	What market changes do you see impacting the interruptible services provided by Northern?

A.	Interruptible storage service has been primarily purchased by marketers wanting to take advantage of month-to-month and seasonal price differentials.  The value of the storage capacity has dropped significantly, and there are less storage volumes being transacted since the peak years of 2001 and 2002.  The value of the storage capacity during these years were at very high levels.  Today, there are less storage volumes being transacted because there are fewer parties available with whom to transact.  As previously mentioned, a major factor impacting Northern’s markets has been the financial problems facing the energy industry.  Numerous credit downgrades and bankruptcies have affected shippers on Northern’s system.  As a result of the weakened financial condition of the energy industry, the number of buyers and sellers in the marketplace has dropped dramatically.  This has significantly reduced the number of parties purchasing storage services.  Many parties completely closed down their trading businesses and no longer transact business at all.   In 2002, Aquila Energy Marketing Corporation, Pancanadian Energy Services L.P., Mirant Americas Energy Marketing, L.P., Williams Energy Marketing & Trading Co., Reliant Energy Services, Inc., Dynegy Gas Transportation, Inc., and El Paso Merchant Energy, L.P. were among Northern’s highest volume and revenue storage customers but now are no longer in the trading business, no longer willing to do storage transactions, or no longer creditworthy.  In 2003, Duke Energy Trading and Marketing, LLC continued this trend by eliminating its short-term trading business.

Q. 	How is the value of interruptible storage capacity determined by parties transacting?

A.	If a party is injecting gas into storage one month and withdrawing gas from storage in a later month, the party determines the value of the gas when it will be sold (withdrawn), subtracts the value of the gas when it is purchased (injected) and deducts the time value of money it costs the party to pay for the gas one month and receive payment for the gas in a later month.  Once that “spread” is determined, the party deducts a margin for itself.  The difference between the spread and the party’s margin is what the party is willing to pay for the interruptible storage capacity.  The storage parties typically hedge the NYMEX contract price and the location basis to secure the financial value of the purchase and sale.

Q.	Why has the value of interruptible storage capacity dropped significantly over the past two years?

A.	The value of interruptible storage capacity has dropped due to fewer trading parties in the energy industry and reduced market liquidity.  Therefore, wider bid-ask spreads for both NYMEX natural gas futures contracts and location basis are much more common, particularly for longer-term spread transactions.  The wider bid-ask spreads for NYMEX and location basis cause the value to hedge the gas sold (withdrawal) to be lower and the value to hedge the gas purchase (injection) to be higher, thus reducing and, in many cases, eliminating the value of the spread for the interruptible storage service.  Lower liquidity also reduces the number of available transactions since many of the future months on the NYMEX do not even trade on a daily basis. 

Q:	Please further describe the reduced liquidity.

A:	Liquidity of traded NYMEX futures contracts can be measured in terms of change in open interest positions.  Open interest is defined as the total number of open long or short contracts at the close of each day’s trading.  The reporting of open interest essentially measures the depth of the market, with open interest increasing as the number of long or short positions increases; and open interest decreasing as the number of long or short positions decreases.  Increasing liquidity can be associated with increasing open interest, while decreasing liquidity can be associated with decreasing open interest.

Exhibit No. NNG-19 illustrates the decrease of open interest positions on NYMEX natural gas futures since the 2001/2002 period.  In the example, the number of open interest positions for March 2002 futures as measured on the first trading day of February 2001 through the first trading day of January 2002 equaled 287,675.  The number of open interest positions for March 2003 futures as measured on the first trading day of February 2002 through the first trading day of January 2003 equaled 289,899 or a slight increase of 1%.  The number of open interest positions for March 2004 futures as measured on the first trading day of February 2003 through the first trading day of January 2004 equaled 226,249 or a reduction of 22%, depicting the reduction of liquidity in calendar 2003 from calendar 2001 and 2002.

In addition, due to the credit situation in the energy industry, the cost of credit is higher for many parties, and many parties are taking less transaction risk and requiring a higher rate of return on their transactions.  Thus, parties are requiring much higher margins for themselves than they had in the past few years and in some instances are precluded from trading more than one season or one year in the future due to counterparty credit concerns. 

THROUGHPUT, CONTRACT QUANTITIES AND DISCOUNTED REVENUES

Overall Throughput 

Q.	What is the total Market Area and Field Area throughput that Northern is reflecting in this proceeding?

A.	Exhibit No. NNG-20 consists of Schedule G-3, which sets forth Northern’s demand and commodity throughput levels.  Schedule G-3 reflects total Test Period firm and interruptible throughput of 1,507,893,690 MMBtu in Northern’s Market Area and Field Area, which reflects a decrease of 19,908,284 MMBtu over the total Base Period throughput.  The Test Period throughput is comprised of 839,661,146 MMBtu in the Market Area and 668,232,544 MMBtu in the Field Area.  These Test Period volumes reflect adjustments to Northern’s Base Period Market Area firm and interruptible deliveries of 858,285,053 MMBtu and Field Area deliveries of 669,516,921 MMBtu.  This reflects a decrease of 18,623,907 MMBtu in the Market Area and a reduction of 1,284,377 MMBtu in the Field Area.  

Q.	Please explain how Northern developed the Market Area and Field Area Test Period throughput as set forth in Exhibit No. NNG-20.

A.	The Test Period throughput was developed by starting with the actual volumes transported by Northern during the Base Period from October 2002 through September 2003.  The Base Period throughput under firm and interruptible agreements was adjusted to reflect Test Period known and measurable changes, including the effects of current and expected competition, as well as actual market experiences to establish representative throughput volumes.  The specific Market Area and Field Area adjustments are described below.

Market Area Throughput

Q.	Please describe Northern’s Test Period Market Area throughput by type of service.

A.	Approximately 99% of Northern’s Test Period Market Area throughput is transported pursuant to firm transportation service agreements under Northern’s firm transportation Rate Schedules TF, TFX, LFT, and GS�T.  The remaining 1% is comprised of interruptible transportation under Rate Schedule TI.  These percentages generally mirror Northern’s Market Area throughput profile for the Base Period, in which 97% of throughput was delivered under firm transportation agreements and 3% of throughput was delivered under interruptible service agreements.

Q.	What specific adjustments did Northern make to the Base Period Market Area commodity volumes? 

A.	Northern has made adjustments to reflect:  (1) weather normalization; (2) the increased volumes related to new contracts; and (3) the impact of contract terminations.

Q.	Please explain the weather adjustment.

A.	The volumes were adjusted to reflect normalization of weather.  This adjustment results in increased volumes when the Base Period is warmer than normal and reduced volumes when the Base Period is colder than normal.  The Base Period Market Area commodity volumes were reduced by approximately 12.7 Bcf to reflect the fact that the weather was 6.8 % colder than normal during the Base Period.

Q.	Please explain the adjustment related to new contracts.

A.	Northern increased the Test Period Market Area commodity volumes by approximately 3.6 Bcf to reflect increased loads associated with new ethanol and agricultural plants, which commenced during the test period.  

Q.	Please explain Northern’s adjustment for contract terminations. 

A.	The volumes were adjusted to reflect contract terminations due to bypass of Northern’s system.  Two of Northern’s Market Area customers, the City of Hutchinson and the City of New Ulm decided not to extend their existing contract entitlement on Northern’s system and to bypass Northern’s system by constructing a competing pipeline.  They did, however, purchase de minimus amount of entitlement to allow for deliveries at the point.  During the Base Period, Northern delivered 3.3 Bcf to the City of Hutchinson and 1.3 Bcf to the City of New Ulm.  These customers received service under Rate Schedules SMS, TF, TFX and TI.  This change will reduce Northern’s firm and interruptible transportation services.  As a result, Northern reduced its firm Market Area commodity volumes by approximately 4.5 Bcf and its interruptible Market Area commodity volumes by approximately 0.04 Bcf.

Q.	Did Northern attempt to retain the referenced bypass load?

A.	Yes, in addition to making multiple contract offers that Northern believed presented a lower cost and better alternative to the City of Hutchinson, Northern actively participated in Hutchinson’s proceeding before the Minnesota Public Utility Commission in which it sought approval to construct the 90-mile pipeline.  Furthermore, upon receipt of the Minnesota Commission order approving the pipeline, Northern appealed the matter to the Minnesota Court of Appeals.  

Q:	Are there any other significant throughput losses that Northern will experience during the test period?

A:	Yes.  In January 2004, Northern received a notice of termination of Transcontinental Gas Pipe Line Corporation’s (Transco) TFX transportation service agreement to be effective within 30 days.  Northern had provided firm transportation service on a year-round basis of 40,000 MMBtu/d at Northern’s maximum tariff rates. This agreement was used by Transco to transport its gas purchases related to the Great Plains Coal Gasification Project from the NBPL/Ventura interconnect to the NGPL/Glenwood interconnect.  Transco is terminating its gas purchase agreement and, therefore, terminating its transportation agreement on Northern.

Field Area Throughput

Q.	Please describe Northern’s Test Period Field Area throughput by type of service.

A.	Approximately 82% of Northern’s Test Period Field Area throughput is transported pursuant to TFX and TFF service.  The remaining 18% is comprised of interruptible transportation under Rate Schedule TI.  These percentages mirror Northern’s Field Area throughput profile for the Base Period, in which 82% of throughput was delivered under firm transportation agreements and 18% of throughput was delivered under interruptible service agreements.  

Q.	What adjustments were made to the Base Period throughput?

A.	The Base Period throughput has been reduced by approximately .2 Bcf due to contract terminations and 1.1 Bcf due to bypass. 

Q.	Please explain the effect of bypass in Northern’s Field Area. 

A.	As I previously mentioned, two of Northern’s Market Area shippers are constructing pipelines that bypass Northern’s system.  These shippers held firm entitlement in Northern’s Field Area as well as in its Market Area.  Approximately 1.1 Bcf represents the Field Area portion (TFF) of the contract terminations due to bypass by the City of Hutchinson and the City of New Ulm.

Gulf Coast Throughput

Q.	Please describe Northern’s Test Period throughput for its Gulf Coast facilities.

A.	Northern made adjustments to Base Period volumes to reflect projected production declines. 

Q.	Please explain the adjustment due to production declines.

A.	Northern reduced its Base Period Gulf Coast volumes by approximately 13.4 Bcf due to projected production declines.  This projected decline is estimated to be approximately 18% based on actual flow decreases experienced on these systems.



Contract Quantities

Q.	Please explain the basis for the MDQs by customer set forth on Schedule G-3.

A.	Schedule G-3 sets forth the Base Period and Test Period MDQs by customer.  The Test Period MDQs reflect currently effective MDQs, as adjusted to reflect known and measurable changes.

Q.	Please describe these adjustments.

A.	Northern adjusted its Market Area contract quantities to reflect entitlement associated with expansion projects, contract expirations, and contract terminations due to bypass.  The Field Area contract quantities have been adjusted to reflect contract expirations, the resale of TFF capacity in the Field Area, and the impact of physical segmentation.  The Gulf Coast contract quantities have been adjusted to reflect contract expirations.

Q.	Please explain the adjustments made in the Market Area. 

A.	Northern has made adjustments to reflect new contracts pursuant to facility additions to serve ethanol and agricultural plants.  The new contract entitlement was offset in part by expiring service agreements and the two contract terminations due to bypass in the Market Area.  

Q.	Please explain the adjustment related to contract reductions in the Field Area.

A.	Northern’s firm MDQs for Field Area TFF has been adjusted to reflect annual MDQ reductions of approximately 1.1 Bcf related to contract terminations. 

Q.	Please explain the adjustment related to the resale of TFF capacity in the Field Area.

A.	Northern has made an adjustment to reflect an increase of approximately 0.5 Bcf of annual MDQ for the Field Area based on assumptions that Northern will resell in the winter a portion of the TFF capacity under the terminated contracts discussed above.  

Q.	Please explain the adjustment related to physical segmentation.

A.	As I mentioned previously, physical segmentation in the Field Area will allow shippers the ability to multiply the capacity that is currently in their transportation agreements by sub-dividing long-haul agreements into multiple shorter-haul agreements.  Any increase in the ability of shippers to schedule additional volumes on the same agreement will create competition for both capacity release and Northern’s sale of available capacity.  As a result, Northern has made an adjustment of 0.6 Bcf for annual MDQ reductions attributable to implementation of physical segmentation in the Field Area.  

Q.	Is there an adjustment to Gulf Coast contract quantities?

A.	Yes.  Northern has made an adjustment to reflect approximately 0.2 Bcf of annual MDQ reductions in Gulf Coast contract quantities due to contract expirations.  Such adjustment is set forth in Schedule G-3 of Exhibit No. NNG-20.

Storage Volumes 

Q.	Please describe Northern’s storage volumes by type of service.

A.	Northern has available storage capacity of 59.3 Bcf, of which 14 Bcf is reserved for operational system use.  The remaining 45.3 Bcf is available for sale to third parties pursuant to Northern’s firm deferred delivery ("FDD") service under Rate Schedule FDD and interruptible deferred delivery service under Rate Schedules IDD and PDD.  

Q.	Is Northern’s firm deferred delivery service fully subscribed?

A.	Northern’s FDD service is fully subscribed through May 2004.  Northern is currently completing a ROFR process for 7.5 Bcf of FDD service beginning in June 2004.  Northern only received valid bids for 1.7 Bcf of FDD capacity.  The ROFR parties are currently in the process of deciding whether to match these bids and whether to re-contract for their expiring capacity.  Until then, storage capacity is available for sale on an interruptible basis under Rate Schedules IDD and PDD.

Q.	Did Northern make any adjustment to the volumes under its deferred delivery services?

A.	Yes. Northern made an adjustment to reflect the addition of PDD volumes under its recently approved PDD Rate Schedule in Docket No. RP00-404-000. 

Q.	Would you please explain the adjustment for PDD volumes?

A.	Yes.  Northern included an adjustment of 2 Bcf of capacity based upon the Commission’s acceptance of Northern’s compliance filing in Docket No. RP00�404�000 on October 31, 2003.  There were no PDD volumes in the Base Period.  Northern expects to provide 2 Bcf of PDD service based on the projection that certain IDD shippers would prefer to use PDD service rather than IDD service.

 

Discount Adjustment in Test Period Revenues 

Q.	Do Northern’s G-3 Schedules reflect any changes in volumes due to discounting?

A.	Yes.  Adjustments were made to the level of discounted volumes for the Test Period in the Market Area, Field Area and Gulf Coast Area.  The volumes associated with discounted transactions in the Market Area were increased to reflect increased competitive pressures, which I have previously discussed, and the impact of higher natural gas prices.  This competition has put downward pressures on transportation prices and, thus, has forced Northern to more aggressively discount its service rates.  In the Field Area, volumes from discounted transactions were increased to reflect competitive pressures due to physical segmentation and reduction in the number of counter parties willing to purchase firm capacity in the Field Area.  In the Gulf Coast Area, volumes from discounted transactions were increased to reflect the impact of competition from multiple partners that own capacity on the pipeline. 

Q.	Why does Northern discount its rates?

A.	Northern selectively discounts its rates as required by competitive market forces in order to retain existing markets and to grow incremental markets.  In the absence of discounting, Northern would lose significant load to competing pipelines and alternative fuels.  Further, Northern’s marketing environment, characterized by several recent pipeline expansions, bypass threats, and the implementation of physical segmentation under Order No. 637, will likely force Northern to discount even more aggressively to retain load.

Does Northern have any contracts with affiliates?

A:	Yes.  Northern has a number of firm and interruptible transportation and storage contracts with its affiliate, MidAmerican Energy Company (MidAmerican).  However, virtually all of these contracts were entered into before Northern became affiliated with MidAmerican. 

Q.	What is the significance of the fact that most of the agreements were entered into before MidAmerican became an affiliate?

A.	If a contract was entered into before MidAmerican and Northern became affiliated then, by definition, it is not an affiliate transaction.  Thus, there are no affiliated transaction issues with respect to such contracts.

Q:	When did MidAmerican and Northern become affiliated?

A:	MidAmerican became affiliated when Northern was purchased by MidAmerican Energy Holdings Company on August 16, 2002.  MidAmerican Energy Holdings Company is also the parent company of MidAmerican Energy Company.

Q:	Has Northern entered into any new transportation contracts with MidAmerican at a discounted rate since the companies became affiliated?

A:	Yes.  Northern has 2 new discounted TFX agreements currently in effect since MidAmerican and Northern became affiliated.

Q:	Please describe the terms of these discounted transportation arrangements.

A:	The first agreement provides 33,000 MMBtu/d of firm capacity from the primary receipt points Demarc and Ventura to various Zone ABC delivery points beginning November 1, 2003 and continuing through March 31, 2004 at a discounted monthly reservation charge.  The second agreement provides 2,500 MMBtu/d of firm capacity from the primary receipt point Demarc to various Zone ABC delivery points beginning December 1, 2003 and continuing through March 31, 2004 at a discounted monthly reservation charge.  

Q:	What was the justification for providing MidAmerican discounted rates for these transportation services?

A:	The discounted rates were provided based upon competitive conditions in Northern’s Market Area at the time the contracts were entered into, which included an analysis of the capacity release market as well as other “seasonal” markets served by Northern.

Q:	Were the same rates made available to non-affiliated shippers? 

A:	Yes.  Northern sold a significant amount of Zone ABC capacity to non-affiliated shippers that reflected the same seasonal value. 

Q:	Is there other evidence that the discounted rates to MidAmerican are appropriate?

A:	Yes.  Certain shippers sold released capacity for the same time period in the Market Area at prices that were significantly below the rates at which Northern sold its capacity to MidAmerican.  

Q:	Did Northern enter into any new IDD transactions with MidAmerican at discounted rates since the companies became affiliated?

A:	Yes, however, all such transactions have since expired. 

PRIMARY CHANGES PROPOSED TO BE IMPLEMENTED ON MARCH 1, 2004

FDD ROFR Provisions (tariff language to clarify current procedures)

Q: 	Why is Northern proposing changes to its tariff language with regard to FDD ROFR provisions?

A.	Northern is proposing to clarify its tariff language regarding the FDD ROFR process in order to more clearly delineate the bid awarding procedures related to the FDD ROFR open seasons.  The mechanics of the ROFR process, as reflected in the current tariff language which applies to both transportation and storage services, does not fully address the uniqueness of storage capacity.  Due to the homogeneous nature of FDD capacity, parties are able to bid on multiple packages included in the ROFR process. Northern’s proposed language clarifies the bidding and matching process in order to ensure that the ROFR open season is completed within the timeline specified in Northern’s tariff.

Q:	Does this process diminish any of the rights held by any FDD ROFR party?

A:	No. The revised tariff sheets simply delineate the FDD ROFR process ROFR parties use to indicate which bids they are willing to match.  The FDD ROFR party will receive a notice that indicates all of the bids that were received for its capacity.  The ROFR party will be asked to indicate whether it is willing to match each bid and, if any ROFR capacity did not receive bids, whether it is willing to extend the remainder of its capacity.  After receiving all of the bid matching notices from each ROFR party, Northern will then match FDD bids with their multiple priorities against those ROFR shippers who are willing to match any particular bid.  Without this process, the timing requirements outlined in the tariff for completing the ROFR process may not be met and as a result neither shippers nor Northern would be able to plan for the upcoming FDD season.

PROSPECTIVE SERVICE CHANGES

Enhanced Rate Seasonality – Changes in Tier Relationship Factors

Q.	What is the purpose of reflecting seasonality in Northern’s rates?

A.	With increased seasonality, Northern is able to price its services to more accurately reflect the value of capacity to shippers.  Northern’s markets recognize that the utilization of capacity during the winter months is greatly increased due to the higher requirements of a temperature sensitive market.  This high utilization and higher demand for service directly reflects the value of the capacity.  Northern typically receives maximum tariff rates for winter capacity while discounts are more prevalent for summer capacity.  The higher value of capacity in winter months is also seen in the capacity release values experienced by shippers.  Providing for more seasonality in the rate design more appropriately reflects the value of the capacity on Northern’s system for both Northern’s available capacity and for capacity released by Northern’s firm shippers.

Q.	Is Northern proposing to change its existing seasonal rate structure?

A.	Yes. Northern proposes to modify the existing monthly tier relationship factors (TRFs) applicable to its firm transportation rates in both the Market Area and the Field Area to reflect additional rate seasonality such that its rates for winter service would be higher during the months of December through February than during the months of November and March, and the rates for its summer service would be lower during the months of May through September than during the shoulder months of April and October.  Northern Witness Kirk explains the specific changes Northern is proposing to its seasonal rate structure and monthly tier relationship factors.   

Q.	Why is Northern proposing these changes?

A.	As explained above, Northern’s winter capacity is more valuable than its summer capacity.  There is also a relative value difference within each season.  Northern’s system experiences the highest loads of the winter season in the months of December, January and February, as shown in Exhibit No. NNG-15.  The months of November and March tend to have significantly lower levels of heating degree-days than December, January and February.  This relates directly to lower heat sensitive load requirements, lower system utilization and, therefore, a relatively lower capacity value.  In the same way during the summer season, the months of April and October have significantly higher load requirements and higher capacity utilization than the remaining months of May through September, as shown in Exhibit No. NNG-15, and, therefore, have a higher capacity value.  Northern’s proposal prices these months more appropriately in terms of the value of the capacity.  

Q.	How do Northern’s proposed changes to the TRFs affect existing customers’ contracts?

A.	Northern’s customers have indicated a desire to enter into shorter-term contracts with certain months of service that more closely match their load requirements, including in many cases less than 12 consecutive months of service for periods of 1 year or less.  Through the TFX Rate Schedule shippers have the ability to tailor entitlements on a month-by-month basis that more closely reflects their load requirements.  In order to accommodate these changes in customer demand, Northern must have a rate structure that more accurately reflects system utilization, the costs of providing service over these shorter periods of time, and the value of such capacity.  Northern’s proposed rate structure with enhanced seasonality will more accurately reflect system utilization and seasonal differences in the cost of providing service and capacity value, convey proper price signals as to the cost and value of capacity, result in economically efficient decisions as to the contracting for capacity, and promote the efficient utilization of capacity on Northern’s system.  Northern’s customers have numerous diverse needs based upon their specific circumstances.  It is Northern’s desire to provide a rate structure for Northern’s shippers to meet their unique market requirements in both the Market and Field Areas.  

Q.	Please continue with your discussion of the need to convey proper price signals and more accurately reflect seasonal differences in the cost and value of service.

A.	The enhanced seasonal rate structure is necessary to send all shippers appropriate price signals and to use pricing to efficiently allocate capacity.  The Market Area is highly weather-sensitive, with a peak demand profile in the winter season, capacity constraints, and much lower demand in the summer off-peak season.  The pipeline was designed to meet the peak winter season demand and customers place a higher value on capacity during the December through February months of the winter season.  As a result, accurate price signals are needed to reflect the true cost of providing firm service during the December through February months of the winter season.  As previously discussed, there is a direct relationship between the value of capacity and the requirements for the capacity.  The requirements for the capacity are shown on Exhibit No. NNG-15, which shows the highest utilization during the months of December through February, followed by the remaining winter months of November and March, followed by the shoulder months of April and October.  Northern and its customers will be able to make better contracting and pipeline expansion decisions if the costs of serving unmet demand are recognized and if transportation pricing appropriately reflects the costs and values of the capacity during these different seasonal periods.  

Q.	Are there other reasons supporting increased seasonality on Northern’s system?

A.	Yes.  The further development of seasonal rates is an important step to adapt traditional rate setting approaches to the current marketplace.  Shippers are becoming more and more comfortable with shorter-term transportation arrangements and capacity is now traded on a daily basis through capacity release and alternate point mechanisms.  Market centers and pooling points provide other daily capacity liquidity.  Northern’s existing rates need to reflect enhanced seasonality in order provide useful price signals for these shorter-term transportation arrangements.  

Q.	Please continue. 

A.	The seasonal rate structure will also promote efficient use of Northern’s capacity and aid in the determination of when market expansions are warranted.  Northern’s recent Market Area expansions have been developed primarily to meet LDC residential market growth.  Increased rate seasonality will provide the necessary price signals to LDCs, other market participants, and Northern to pursue economically efficient expansions necessary to meet market requirements.

Q:	How does this proposal differ from the seasonality proposal in Docket No. RP03�398�000 (2003 rate case)?

A:	In the 2003 rate case, Northern proposed the following tier relationship factors for TF5 service for the months of November through March:

November�December�January�February�March��1.50�2.33�2.33�2.33�1.50��	Northern’s current proposal enhances seasonality by increasing the tier relationship factors during the peak winter months of December through February and decreases the tier relationship factors in the shoulder months of November and March.  The proposed tier relationship factors are:

November�December�January�February�March��0.50�3.0�3.0�3.0�0.50��Daily TFX/LFT Rate

Q:	What is Northern proposing with respect to the TFX/LFT rate for daily TFX/LFT service?

A:	Currently, the daily TFX/LFT reservation rate equals the monthly TFX rate divided by 30.4, which is effectively a 100 percent load factor rate.  The proposed rate would be effectively at a 50 percent load factor. 

Q:	Why is this appropriate?

A:	It is appropriate to recognize the manner in which the TFX/LFT customers use Northern’s system.  TFX/LFT service is short-term in nature and is in essence a premium service that has been priced on the basis of the long-term service.  The TFX/LFT shipper has the choice of being able to get on and off of Northern’s system on a monthly or daily basis, while receiving firm service from Northern.  As such, the TFX/LFT shipper that contracts for capacity for only one day does not pay a cost comparable to the costs paid by other firm shippers that contract for a month or longer period of time.  When a TFX/LFT shipper contracts for firm transportation service for periods of less than one month, Northern may be precluded from selling this same capacity that the TFX/LFT shipper has contracted for to another shipper on a long-term basis, such as TFX service for that month or for the full season.  Economically, there is a lost opportunity cost for Northern and its long-term customers, since the TFX/LFT shipper is not contracting for this capacity for every day of the month.  This also prevents Northern from selling this same capacity to a longer-term TFX or TF customer, which would contribute to system costs and thereby reduce rates for other Northern customers.  An example illustrates this point.  Assuming Northern has sold 500 MMBtu/d of capacity for transportation in the Market Area for the first few days in December (December 1st through the 5th) to a TFX/LFT shipper, Northern could not sell the same capacity for the entire month or longer to another customer since this daily capacity at the beginning of the month is already taken.  While Northern would not be precluded from selling the remaining month’s capacity to another shipper, many supply and market arrangements are arranged for a full month and Northern may have lost this market opportunity. Furthermore, the longer-term customers have made a commitment and paid up-front for the costs of Northern’s pipeline facilities.  The daily TFX/LFT customers do not properly compensate the system.  This is clearly inequitable since the very same facilities are needed to provide the firm service which the daily customers desire.  Designing the daily TFX/LFT reservation rate on a 50 percent load factor basis addresses this inequity and recognizes the premium service that daily TFX/LFT customers receive.

Small Customer DDVC Tolerance

Q.	Please describe Northern’s proposal to change the Small Customer tolerance.

A.	Northern proposes to change the Small Customer Daily Delivery Variance Charge (DDVC) tolerance level, which is currently the greater of 5% of all scheduled volumes at the point or 650 MMBtu/d.  Specifically, Northern proposes that the tolerance be the lesser of one-half of the Small Customer’s total aggregate contract MDQ or 650 MMBtu/d. 

Q	Why is Northern proposing this change in the Small Customer tolerance level?

A.	Northern’s proposed provision would limit the customer’s tolerance level based on the customer’s current MDQ.  There is no reason for any customer to have a tolerance level that exceeds 50% of its total entitlement.  Small customers enjoy a much larger tolerance percentage than any other customer on Northern’s system due to their perceived inability to manage the administration associated with their daily business. Having tolerance levels equaling 50% of their peak firm entitlement clearly still provides such a benefit.  Maintaining the existing 650 MMBtu/d entitlement level for small customers provides such customers a full service MDQ pipeline option at no cost.  Maintaining such large tolerance levels for every small customer regardless of their individual firm entitlement provides an incentive for the smaller customers in this class to reduce entitlement levels and yet obtain virtually free firm service on Northern’s system since there are not any consequences for overtaking deliveries up to this tolerance level on any normal operational day or any SOL day.  A customer should not be allowed to reduce entitlement on Northern, retain a de minimus amount of capacity, and thereby obtain an excessive tolerance percentage.  For example, a small customer with a firm load of 650 MMBtu/d currently has a daily scheduling tolerance level also of 650 MMBtu/d, regardless of the firm entitlement the small customer had purchased to serve this load.  If this customer elected to reduce its entitlement to a minimal level (at the time of contract termination) the customer would only need to schedule a minimal volume on Northern’s system and the tolerance enables the customer to take excessive volumes at its delivery point and still not incur any daily delivery variance charges, even on SOL days.  Even customers in the Small Customer class need to have some incentive to retain an appropriate level of firm entitlement and to schedule appropriately.  

Fuel Methodology Changes

Please describe Northern’s proposal to change its fuel provisions.

A.	Northern is proposing to modify its fuel methodology in two respects.  First, Northern proposes to change the methodology to develop its fuel and UAF percentages in the annual PRA by using a 3-year averaging method for the base fuel rate only, as opposed to the current methodology that is based on one year.  The change to a 3-year averaging method merely involves taking the sum of the most recent three-year fuel or UAF volumes and dividing the total by the sum of three years of the applicable 3-year throughput volumes.  The true-up, however, will continue to be collected year-to-year, consistent with the current PRA mechanism.  In other words, the 3-year averaging does not apply to the true-up component.  Second, Northern is proposing to modify the methodology used to derive the Field Area Mainline fuel percentages such that the Field Area would be divided into four fuel retention areas rather than the current two for purposes of recovering fuel costs.  Specifically, Northern proposes to modify the current methodology used to develop the Field Area mainline fuel percentages by splitting the current Field mainline fuel for MIDs 1-7 and MIDs 8-16B into four fuel retention areas: Permian Mainline, Permian Lateral, MidContinent Mainline and MidContinent Lateral.  The fuel associated with the Mainline will be that used at the compressor stations that are on the mainline that runs from the Kermit compressor station in Winkler County, TX to the Demarcation point at the inlet to the Clifton compressor station in Clay County, KS (“Kermit to Demarc Line”).  The Permian Mainline fuel retention area will be comprised of the Mainline stations in MIDs 1-7.  The MidContinent Mainline fuel retention area will be comprised of the Mainline stations in MIDs 8-16B.  The Permian Lateral fuel retention area will be comprised of the compressors in MIDs 1-7 that are not on the Kermit to Demarc Line. The Mid-Continent Lateral fuel retention area will be comprised of the compressors in MIDs 8-16B that are not on the Kermit to Demarc Line.  A diagram showing the new fuel sections is included in Northern Witness Kirk’s testimony.  The Field Fuel will remain as currently in effect; however, the tariff will just set forth a Field Fuel rate for each MID, i.e., there will be 16 fuel percentages on one tariff sheet rather than the 16 x 16 Field Fuel matrix in Northern’s current tariff, which is reflected on four tariff sheets.  

Q.	Please explain why Northern is proposing to develop fuel and UAF percentages using a 3-year averaging method. 

A.	Northern is proposing to develop its fuel and UAF percentages based on a 3-year average in order to smooth out year-to-year swings in the fuel and UAF percentages, thereby giving Northern’s shippers greater fuel cost certainty through less annual volatility.  The current PRA mechanism, where actual experience for the current 12-month PRA period becomes the base for the next PRA period, relies on the upcoming year being identical to the previous year in all respects (e.g., weather and shipper determined supply sources).  As a result, under the current methodology, which uses only the most recent one-year period, fluctuations in weather or shipper behavior have resulted in significant swings in the fuel and UAF percentages from year to year.  The 3-year average approach attempts to soften the change in Northern’s fuel and UAF percentages when the previous year is not identical to the upcoming year, thereby smoothing out year-to-year swings.  The proposed modification should also reduce the amount of overrecovered or underrecovered volumes from year to year.  The PRA period that follows a year that has dramatically higher fuel use (due to weather, etc.) would create a dramatically higher fuel rate for the next PRA period.  If the next PRA period has a relatively normal or lower than normal fuel use, a rather large overcollection of fuel may occur.  The opposite situation may occur if a low fuel use period is followed by a high fuel use period.  Averaging usages over three years creates a levelizing effect to the benefit of all shippers.

Q.	Please explain why Northern is modifying the fuel retention areas in the Field Area at this time.    

A.	Northern proposes this new methodology in order to more accurately reflect fuel usage on its system and match the costs that shippers pay for fuel to the amount of fuel they are responsible for using.  Further, this proposal simplifies the fuel matrix in Northern’s tariff for transactions in the Field Area. 

Q.	How is the new methodology similar to the current methodology?

A. 	In essence, the proposed methodology is similar to the existing methodology in that the mainline fuel percentages in the fuel retention area will be derived by dividing the fuel used in the fuel retention area by the throughput in the fuel retention area.   

Q.	Why is Northern’s proposal appropriate for the market?

A.	As previously addressed, the transportation rates required to maintain transportation opportunities for shippers in the Field Area are very competitive.  Having fuel associated with Field Area laterals included in the Field Area mainline fuel costs creates artificially high fuel rates for these highly price competitive transactions.  Shippers should not be precluded from certain Field Area transactions that only utilize capacity on the mainline because of the inclusion of lateral line fuel costs which shippers in these transactions do not use.  Fuel rates that properly reflect fuel usage will serve shipper needs and maximize throughput on Northern’s system.  Due to the recent trend to higher natural gas prices and the continued volatility in the market place, in order to remain competitive, Northern needs a fuel methodology which closely assigns fuel costs to shippers based on fuel usage.  

Term-Differentiated Rates

Please describe Northern’s proposal to implement term-differentiated rates.

A.	Northern Witness Mary Kay Miller describes Northern’s proposal to implement term-differentiated rates (TDRs).  Under its proposal, Northern’s firm transportation rates will vary by contract term, with a higher rate for shorter-term contracts and a lower rate for longer-term contracts.  As Northern Witness Mary Kay Miller explains, Northern is proposing three categories of term-differentiated rates.  Category 1 applies to contracts with terms of less than 3 years and is the highest term-differentiated rate.  Category 2 applies to contracts with terms of three years or more, but less than 5 years and reflects Northern’s filed return on equity.  Category 3 applies to contracts with terms of 5 years or more and is the lowest term-differentiated rate.  

Q.	What incentives are created by term-differentiated rates?

A.	As explained earlier, the ROFR process encourages shorter-term contracts. By differentiating the rates charged by contract term, Northern proposes to encourage long-term contracts and properly reflect costs, risks and benefits.  Term-differentiated rates provide a better balance of the different fixed cost responsibility and risks presented by long-term and shorter-term shippers.  The higher rate for short-term contracts (less than three years) recognizes the higher costs and risks of short-term contracts.  The proposed rate differential allows shippers with obligations to serve long-term markets to sign up for long-term TF contracts without unfairly requiring them to bear a disproportionate share of costs and risks as compared to shorter-term customers.  Properly reflecting in rates the different costs and risks presented by contracts with different terms will provide an incentive to shippers with long-term needs to secure their transportation for service requirements for longer periods of time.

Carlton Commodity Surcharge 

Q.	What is Northern proposing with regard to the Carlton Commodity Surcharge?

A.	Northern is proposing to revise the Carlton Commodity Surcharge to reflect more recent pricing conditions.  Northern is proposing that the surcharge be reduced from $0.0175 to $0.004. 

Q.	Please describe the background of the Carlton Commodity Surcharge.

A.	Upon implementation of Order No. 636, and as a result of the reduction in Northern’s merchant service, Northern and its customers agreed that volumes previously provided by Northern’s merchant service needed to be sourced by the customers at Northern’s interconnect with Great Lakes Transmission L.P. (Great Lakes) at Carlton, MN.  To ensure that Northern has sufficient operational volumes to meet firm Market Area requirements during the heating season, Northern and its customers entered into a settlement in 1996 (the Carlton Resolution) that requires certain customers to deliver up to 250,000 MMBtu/day into Northern’s pipeline at the Great Lakes interconnect.  The settlement also provided that incremental shippers would share in the requirement for the Carlton volumes through the assessment of a Carlton Commodity Surcharge, which would be refunded to the shippers actually sourcing the volumes at Carlton.  The initial Carlton Commodity Surcharge was $0.04. 

Q.	You stated that the current Carlton Commodity Surcharge is $0.0175.  When did it change from the original $0.04?

A.	The surcharge changed to $0.0175 as part of a settlement of Docket No. RP01-382-000.  In that docket, Northern filed to adjust the surcharge for the same reason Northern is making this current proposal, i.e., to reflect more current market conditions as to the gas price differential that exists between Carlton and Ventura.

Q: 	Please describe the method used to calculate the gas price differential at Carlton versus Ventura-based supplies.

A:	To examine recent pricing at Carlton and Ventura, Northern used daily prices as published in Gas Daily over a three-year period.  Gas Daily values are used as posted on transaction days only.  The summarized data is shown in Exhibit No. NNG- 21.  Since Gas Daily does not post prices for the NNG/Great Lakes interconnect location, Carlton supply prices are determined by taking MichCon valued gas (Gas Daily posted prices for the Great Lakes/Michigan Consolidated Gas Company interconnect in Michigan) and subtracting the variable cost of transporting these volumes on Great Lakes.  The Great Lakes west to east rates were used.  These rates involve a fuel rate of 2.32768 % and a commodity rate of $.0129/MMBtu/d.  The Ventura prices used in the analysis are also as posted in Gas Daily.

	The Carlton supply price differential was examined for the period November to March from 1999 to January 2004 and the seasonal average is shown on Exhibit No. NNG-21.  Given the fluctuations in prices over the past 5 winters, Northern proposes to use only the most current three winters (November 2001 to March 2002, November 2002 to March 2003, and November 2003 to January 2004).  Using all of the past 5 winters would result in an elimination of the Carlton surcharge, based primarily upon the anomalous pricing in the winter of November 2000 to March 2001.  

	The basis differentials indicate that pricing has narrowed between Ventura and Carlton.  The Seasonal Average Price Differential between Ventura and Carlton is $0.06/mmbtu for the most current three winters as shown on Exhibit No. NNG-21.  

Q: 	How did you derive the Carlton Commodity Surcharge?

A:	Consistent with the methodology used to derive the original Carlton Commodity Surcharge, I multiplied the Carlton premium of $0.06 by 7%, which results in a surcharge of $0.004.  The 7% factor as used in the original Carlton proceeding represents the approximate percentage of the 250,000 MMBtu/d Carlton requirement divided by Northern’s peak day entitlement. 

SVNN Service 

Q.	Please describe Northern’s new Small Volume No-Notice ("SVNN") Service.

A.	Northern proposes to provide a no-notice service for small volume customers with contracted total firm entitlement of 5,500 MMBtu per day or less.  This service will provide small customers with an additional tool for managing daily market swings.  All eligible customers would have the option of either purchasing this new service or existing services offered by Northern.

Q.	What are the essential features of the proposed service?

A.	Rate Schedule SVNN provides a combined transportation and balancing service.  The customers using the service will arrange for their supply and then submit nominations to Northern in accordance with the tariff, which may include a standing transportation nomination.  As physical deliveries to its market swing, the resulting daily difference between scheduled and actual quantities will be automatically injected into or withdrawn from the shipper's balancing account by Northern.  Any accumulated differences between scheduled and actual receipt point volumes at the end of the month will be resolved pursuant to the shipper's balancing account.

Q.	What is the primary benefit of purchasing this service as opposed to purchasing separate storage and transport services?

A.	This service provides small volume customers with an option to avoid the time-consuming management associated with daily nominations and the acquisition of daily swing supplies.  Such simplification and efficiencies will assist in attracting additional loads to Northern’s system and ease the administrative burden for shippers whose primary focus is not the transportation of natural gas.

Q.	Does Northern see a particular market that this service would serve?

A.	Yes.  Northern expects that new ethanol plants, in particular, would take advantage of this service option.  

Q.	Please describe the parameters of SVNN service.

A.	Northern’s Small Volume No-Notice Service would be subject to the following provisions.  First, customers who purchase this service must use it to meet all firm entitlement requirements.  That is, no firm transportation can be purchased under any other firm rate schedule for the same delivery point or zone.  Second, customers may utilize interruptible transportation under Northern’s Rate Schedule TI; however, any TI volumes nominated and scheduled shall be deemed as first through the meter and any imbalance will go to the shipper’s SVNN account. Third, if a shipper desires firm entitlement greater than 5,500 MMBtu per day, its entire firm entitlement under Rate Schedule SVNN would be automatically converted to Rate Schedule TF or TFX depending on the remaining term of the shipper’s contract, and any balancing arrangements would be converted to service under Rate Schedule FDD, PDD, or IDD, whichever is applicable.

Q.	What are the charges for SVNN service?

A.	SVNN shippers will pay monthly demand charges for the service and will pay applicable commodity fees for the transportation services used.  In addition, they will pay balancing fees for the swings between the scheduled quantity and actual takes which are balanced via storage.  The balancing fee also includes a monthly balancing account charge per MMBtu if a SVNN customer accumulates a storage inventory and an annual balancing charge per MMBtu for any storage quantities held past April 30 of each year.

Q.	Are scheduling penalties applicable to SVNN service?

A.	Yes.  DDVC's are applicable but only on SOL or Critical days and would apply to actual takes in excess of SVNN firm entitlement, plus any scheduled overrun or TI volumes.  In addition, SVNN customers may also be subject to receipt point penalties at non-OBA receipt points.

Billing Overrun Volumes

Please describe Northern’s proposed change in billing overrun volumes. 

A.	Currently, so long as a shipper’s total quantity delivered for all points under its contract is equal to or less than the total MDQ under its contract and a shipper does not schedule overrun volumes, the shipper pays the applicable firm commodity rate for the scheduled volumes or actual volumes, if different from scheduled volumes.  This is true even if the shipper actually takes more than its scheduled volume and more than its MDQ at any point (zone) under its contract.  Northern is proposing to revise its current billing mechanism such that a shipper whose actual takes at any point (zone) under its contract exceed the volumes scheduled at that point and the MDQ specified at that point (zone) will be charged the applicable interruptible rate instead of the firm commodity rate for such excess volumes.  However, if the shipper’s actual takes at a point exceed the shipper’s MDQ at such point but such shipper has the volume scheduled as alternate firm volumes at that point, the shipper would continue to be billed the firm commodity rate for such volumes. 

Why is Northern proposing this billing modification?

A.	Northern is proposing this modification in order to encourage shippers to purchase the amount of contract entitlement actually needed at the respective point or zone and to schedule volumes appropriately based upon the MDQ they have contracted for.  To the extent a shipper takes volumes in excess of its MDQ at any point and in excess of quantities it has scheduled at such point, it is appropriate that the shipper pay for such excess takes at the higher interruptible rate since the shipper is receiving a higher quantity of service than the amount contracted for on a firm basis.  This modification will enable Northern to better manage its system to the benefit of its shippers.

Zone Delivery Point Qualifications and Minimum MDQ

Q:	Please describe Northern’s proposal.

A:	Northern is clarifying its tariff to more clearly define that LDCs must own significant facilities that are necessary for the distribution of natural gas downstream of Northern’s delivery point in order for such delivery point to be included in the LDC’s operational zone.  Northern is also proposing to implement a minimum MDQ requirement at delivery points in order for the delivery point to be included in an LDC’s operational zone.

Q:	Why is Northern proposing such requirements?

A:	The current tariff language is inadequate to effectively define which points should be included in an LDC’s operating zone.  The tariff currently permits any point in which an LDC owns downstream facilities to be included in the LDC’s operating zone.  The problem arises in attempting to define what qualifies as downstream facilities.  Downstream facilities should be defined as those necessary to facilitate the distribution of natural gas from Northern to the end use customer.  However, the current tariff language permits an overly broad interpretation.  

	Zone nominations, scheduling and billing are an accommodation to LDC’s that own, manage and control downstream deliveries for their end use customers.  There must be a rational relationship between the inclusion of any point in an LDC’s zone and the fact that the LDC is actively involved and has a significant stake making deliveries downstream of Northern’s delivery point. 

Q:	Does the current tariff language raise other concerns?

A:	Yes. Including a delivery point in an operational zone provides a competitive advantage for LDCs to serve the customers at the point.  As competition increases on Northern’s system, the opportunity currently exists for LDCs to attempt to include additional delivery points in their operational zones in order to gain a competitive advantage over shippers that do not have zone delivery capabilities.  For example, assume an ethanol plant is being constructed near Northern’s pipeline and the ethanol plant is building, owning and maintaining the pipe from Northern’s TBS to the plant.  Under the current tariff language, it could be argued that if an LDC installed an odorant device downstream of the TBS, such device would satisfy the tariff definition of downstream “facility.”  If so, then the LDC could include this point in its operational zone.  Such a result is inappropriate, not only due to the reliability issues it raises, but also due to the anti-competitive issues that could result. Northern's proposal places all shippers on a level playing field in serving markets. 

Does Northern’s proposal impact existing LDC delivery points included in an operational zone?

Northern proposes to grandfather delivery points included in an LDC’s operational zone as of March 1, 2004. 

Q.	Please explain why Northern is proposing to implement a minimum MDQ requirement at delivery points in order for such point to be included in an LDC's operational zone.

A.	Northern is implementing a minimum MDQ requirement of 50 MMBtu/day at any town border station or each delivery point included in an operational zone under firm service agreements.  This is necessary to provide greater assurance that customers have matched their firm entitlement with the market demand at each delivery point.  Currently, some shippers have entitlement levels of zero at individual delivery points.  Contract entitlement levels should accurately reflect a shipper’s firm loads at each individual point.

Q:	What possible consequences are there to system operation if shippers have not properly contracted for entitlement on a branchline?

A:	Northern is concerned that, if customers have not matched their firm requirements with firm purchases of entitlement on the system, Northern's system may be unable to meet all of the requirements that shippers place on the system on peak days.  In particular, Northern is concerned about the ability to serve its firm service requirements on constrained branchlines if a particular shipper is taking volumes in excess of its firm contracted service.  Given the lack of flow control at each TBS in the Market Area, Northern is attempting to assure that shippers have properly matched their firm service purchases from Northern with their firm load requirements.

Does Northern’s proposal to grandfather zone points also apply to the minimum MDQ requirement?

A.	No.  The requirement to accurately reflect firm loads should apply to all delivery points included in an LDC’s operational zone.

Q.	Does this conclude your Prepared Direct Testimony?

A.	Yes.  
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Kent E. Miller, being duly sworn according to law, deposes and says: that he has read and is familiar with the contents of the attached “Prepared Direct Testimony of Kent E. Miller,” submitted on behalf of Northern Natural Gas Company in the matter of Northern Natural Gas Company in Docket No. RP04-____-000 before the Federal Energy Regulatory Commission; that if asked the questions contained in said prepared testimony, his answers in response thereto would be as shown in said testimony; that the facts contained in said answers are true to the best of his knowledge, information, and belief; and that he hereby adopts these answers as his own.
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Subscribed and sworn to before me, a Notary Public in and for the state of Nebraska, this ______ day of ________________ 2004.
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