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Q.	Please state your name and business address.


A.	 Thomas A. Mertz, 1111 South 103rd Street, Omaha, Nebraska


Q.	What is your present occupation?


A.	I am the Vice President of Field Operations for Northern Natural Gas Company ("Northern").


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


A.	In 1993, I graduated from Buena Vista University, Storm Lake, IA with a Bachelor of Administration in Business Management.  In September of 1979, I joined Northern as a Metallurgist Technician for the research and development department.  In December of 1989, I transferred to field operations as a Pipeline Supervisor at Ventura, IA.  From 1990 - 1993, I became a Pipeline and Compressor Supervisor at Ventura, IA and Owatonna, MN.  In December of 1993, I transferred to Northern’s facility planning department in Omaha, NE as a Planner III.  In March 1996, I transferred to Northern’s Beatrice, NE region as a Regional Director and was responsible for the operations and maintenance of compression, pipeline and two underground natural gas storage facilities.  In September 2000, I transferred to Houston, TX and became the Regional Director for the Lafayette, LA region and was responsible for the operations and maintenance of Florida Gas Transmission Company (FGT), Enron Oil Transportation Trading (EOTT), and Northern's systems.  In July of 2002, I transferred to Omaha, NE as a Senior Director responsible for Pipeline Integrity for Northern.  In October 2003, I became the Senior Director of Field Operations for Northern.  In April 2003, I became Vice-President of Field Operations for Northern.


Q.	Have you previously submitted testimony before the Federal Energy Regulatory Commission ("Commission" or "FERC")?


A.	No.


Q.	What are your current job responsibilities?


A.	I am responsible for the safe and reliable operation and maintenance of Northern's operational assets.  These assets include the pipeline, compression, liquid natural gas (LNG), underground natural gas storage, measurement and related facilities.


Q.	What is the purpose of your testimony?


A.	I will present testimony on two issues.  First, I will address the primary reasons Northern's operation and maintenance (O&M) expenses have increased.  Second, I will support Northern's proposed change to its gas quality specifications.


Increased O&M Costs Related to Northern’s Operations


Q.	Please describe Northern's operational assets in more detail.


A.	Northern operates a network of natural gas pipelines extending from the Permian Basin in Texas to the upper Midwest.  The system includes approximately 16,500 miles of pipeline, with 4.4 billion cubic feet per day (Bcf/d) of Market Area peak capacity, and five natural gas storage facilities with a storage capacity of 59 Bcf, including 4 Bcf of LNG.  Measured in pipeline miles, Northern's system is the largest in the United States.


Q.	Please explain the primary reasons for the increase in O&M costs associated with Northern's operations.


A.	Increased O&M costs are due to increases associated with the Pipeline Safety Act, the operational costs for new assets, and Northern's overall maintenance of the system to assure safe and reliable pipeline operation.


Q. 	Please expand on the increased costs associated with the Pipeline Safety Act.


A.	The Pipeline Safety Act requires natural gas pipeline operators to perform inspections on sections of their pipelines that are identified as high consequence areas (HCA).  The goals of this pipeline integrity management program include increased assurance to the public, improved integrity management systems within pipeline companies, and improvement in the government's role in validating integrity management.  The Act requires pipeline operators to begin a baseline assessment of HCA within two years and to complete 50% of the baseline assessments within five years.  It further provides for a ten-year program to test all HCA and reverify HCA every seven years thereafter.  To perform these inspections, Northern will modify some of its pipelines to allow for in-line inspection (ILI).  The inspections, which include direct assessment, ILI and hydrostatic pressure testing, are all recorded as operating expenses and therefore result in higher O&M costs.  The Pipeline Safety Act also requires natural gas pipeline operators to develop preventive and mitigation measures.  Operators are to consider additional actions specific to their systems to enhance public safety.  Inspection, modification and administration costs related to the Pipeline Safety Act will be ongoing costs.


Q.	What is the estimated annual cost of the work to comply with the pipeline safety rules?


A.	Northern has completed a baseline assessment cost estimate and plans to invest approximately $25 million per year for the next 10 years to comply with the Pipeline Safety Act.  This consists of the pipeline facility modifications and roughly $5 million per year related to the actual running of smart pigs, hydrostatic tests and direct assessment.  This estimate does not include any costs to repair facilities.  Northern has a request pending at FERC to capitalize these costs, consistent with an order issued to Northwest Pipeline Corporation, but has not yet received approval.  Therefore, Northern has currently reflected such costs in this filing as O&M.  Northern Witness Mary Kay Miller discusses in more detail the accounting treatment for these costs.


Q.	Please explain Northern's other system integrity initiatives.


A.	Northern began operating pipeline facilities in the 1930s.  It still operates and maintains pipe that is part of the original construction.  To ensure the continued safe and reliable operation of its pipeline system, Northern continually updates its system integrity initiatives.  Northern's system integrity initiatives include:  gas quality, risk assessment, drip and dead leg management, vibration analysis, shallow and exposed pipe management and corrosion management.  Addressing the risks involved in these matters is a major factor in the safe and reliable operation and maintenance of Northern's system. 


Q.	What enhancements to ongoing maintenance programs has Northern implemented?


A.	Northern enhanced its programs to identify and inspect isolated sections of pipelines and other gas handling facilities that could trap liquids that are corrosive in nature.  Other enhancements include Northern's corrosion management programs such as ILI inspection's at Northern's Cunningham and Lyons underground natural gas storage fields, hydraulic modeling at Northern's Cunningham, Lyons and Redfield underground natural gas storage fields, ILI inspection of certain sections of pipeline with a higher probability of defects, injection of biocides and corrosion inhibitors into additional sections of pipeline and increased pipeline pigging.  The corrosion management enhancements help ensure the safety of our employees and the public, and provide for reliable operation of the pipeline. 


	In addition, as a result of erosion, changes in farming methods, movement of creeks and rivers, property development, etc., some of Northern’s pipelines have become shallow or exposed.  Northern modified its maintenance programs in 2003 to identify and mitigate risk due to shallow and exposed pipe.  Parts of the shallow and exposed pipeline program contain enhanced landowner education in farmland erosion management to help prevent erosion in areas where Northern’s pipeline is located.


Q.	What other enhancements has Northern implemented?


A.	In 2003, Northern also modified its risk assessment program.  Inspectors from outside the company inspected all of Northern’s critical compressor stations, underground storage and LNG facilities.  In 2004, Northern will continue with these inspections on all of its receipt and delivery facilities.  As a result of these inspections, Northern will incur costs in response to any findings.  Depending upon the findings, such costs may be O&M or capital.  


Incremental costs associated with the operation and maintenance of Northern's underground storage in the State of Kansas include Mechanical Integrity Testing (MIT) on all storage wells.  MIT testing for storage wells in the State of Kansas is mandated by the Kansas Corporation Commission (KCC) and is to be completed on a five-year cycle.  The MIT testing program began in 2003.  In addition to MIT testing, the KCC requires monthly annulus pressure readings on storage wells.  The KCC also now issues annually an operating permit for Northern to operate storage fields located in Kansas.  Assessments for these operating permits began in 2003 and will be ongoing.  Finally, to ensure continued deliverability and injection performance in all of Northern's storage fields, Northern has enhanced its well work-over program.  


Finally, as a result of the continuing change to gas quality coming into Northern’s system, Northern has placed gas quality monitoring equipment at additional receipt points where, in the past, no quality issues existed.  The equipment includes additional moisture monitors and H2S monitors with automatic shutoff values. The purpose of this equipment is to ensure that harmful products do not enter Northern's system and cause damage.  The gas quality initiative is an enhancement to the corrosion management program.


Changes to Northern's Tariff for Gas Quality Standards


Q.	What tariff changes is Northern proposing with respect to gas quality standards?


A.	Northern is proposing to change Section 44 (Quality) by lowering the acceptable levels of oxygen (O2) and carbon dioxide (CO2) for gas received into Northern's pipeline system.  Gas would only be allowed into the system if the O2 constituted less than 0.02% by volume, and the CO2 constituted less than 1.0% by volume.


Q.	Why is Northern proposing these changes?


A.	In August of 2000, the Office of Pipeline Safety (OPS) issued an advisory after a pipeline ruptured on El Paso’s system near Carlsbad, New Mexico.  The advisory stated that, “The Office of Pipeline Safety is issuing the bulletin to owners and operators of natural gas transmission pipeline systems to advise them to review their internal corrosion monitoring programs and operations.  Operators should consider factors that influence the formation of internal corrosion, including gas quality and operating parameters.  Operators should give special attention to pipeline alignment features that may contribute to internal corrosion by allowing condensates to settle out of the gas stream.


This action follows a review of incidents involving internal corrosion, some of which resulted in loss of life, injuries, and significant property damage.  OPS’ preliminary investigation of a recent gas transmission pipeline incident found wall thinning on damaged pipe associated with the incident.  The wall thinning is consistent with that caused by internal corrosion."


What other research supports Northern's proposal to tighten the gas quality standards?


A.	A variety of research done by the National Association of Corrosion Engineers (NACE) and the Pipeline Research Council International (PRCI) supports the gas quality standards proposed by Northern.  For example, PRCI PR-15-9312, Carbon Dioxide/Hydrogen Sulfide Corrosion Under Wet Low-Flow Gas Pipeline Conditions in the Presence of Bicarbonate, Chloride, and Oxygen, page 4-1 states: “Oxygen in natural gases at concentrations as low as 100 ppmv can cause pitting of carbon steel.  Pitting rates on the order of 100 mpy can occur.  No other corrosive species (e.g., CO2 or H2S) are required for such severe pitting to occur ... Literature references suggest that limiting oxygen concentration to no more than 10 ppmv may be sufficient to reduce oxygen-induced corrosion in gas transmission pipelines to acceptably low levels.”  Page 4-2 states: “General corrosion rates and pitting susceptibility of carbon steel increases as CO2 partial pressures in natural gases are increased.  As with oxygen, CO2, alone, can induce pitting of carbon steel in aqueous solutions, and an allowable CO2 concentration for natural gases below which CO2-induced corrosion of wet carbon steel will not occur has not been established.”


Because of the OPS advisory and the industry research, Northern proposes to tighten the gas quality standards for gas received into Northern’s system.  Of particular concern is the integrity of storage systems, where water and high pressures can magnify the impact of corrosive contaminants.  Oxygen thresholds under the new standard would be lowered to levels that Northern can reasonably measure with current technology and equipment.  Carbon dioxide would be lowered to a threshold that results in partial pressures low enough to minimize corrosion in wet systems.


Q.	What gas quality standards do other pipelines use?


A.	Pipelines have a variety of standards.  Natural Gas Pipeline Company of America, Colorado Interstate Gas, Trailblazer Pipeline and Kinder-Morgan Energy all have a threshold of 0.001% for oxygen for gas entering their systems.  Southern Star has a threshold of less than or equal to 1% for CO2.  Pipeline systems with higher water present should have tighter standards because of the tendency of these corrosive components to interact and magnify the corrosive potential on the pipeline.


Q.	What gas supplies could be affected by Northern's proposed gas quality standards?


A.	The most common source of oxygen is from low-pressure gathering systems that have been in production for decades.  Carbon dioxide enters Northern’s system with gas produced in the Rocky Mountains and in some areas of west Texas. 


Q.	Does this conclude your Prepared Direct Testimony?


A.	Yes.
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AFFIDAVIT





STATE OF NEBRASKA			§


						§


COUNTY OF DOUGLAS			§





Thomas A. Mertz, 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 Thomas A. Mertz", 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.








					_____________________________


						Thomas A. Mertz





Subscribed and sworn to before me, a Notary Public in and for the state of Nebraska, this ______ day of ________________ 2004.





(Seal)





					_____________________________


						     Notary Public
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