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Q.	Please state your name and business address.


A.	David A. Kolarik, 1111 South 103rd Street, Omaha, Nebraska 68124.


Q.	By whom are you employed and in what capacity?


A.	I am a planning engineer for Northern Natural Gas Company ("Northern").


Q.	Please describe your educational background and experience.


A.	I received a Bachelor of Science degree in Mechanical Engineering from Kansas State University in 1972.  From 1972 to 1977, I was on active duty with the United States Air Force (USAF) serving as a Weather Officer.  During my first year of active duty in the USAF I attended graduate school at the University of Oklahoma in Meteorology.  I received a Masters of Arts degree in Management from the University of Nebraska in 1976.  After leaving the USAF, I joined Northern's Marketing Division in September 1977 as an Energy Utilization Consultant.  From 1978-1998, I held various supervisory and management positions at Northern including Director, Marketing Strategy Development, Director, Marketing Research and Central Region Vice President-Transportation Marketing.  In 1999, I began working as a Principal Engineer in the Operations Division.  I have over 25 years of experience in the natural gas pipeline industry.  I currently specialize in developing cost estimates for pipeline and storage projects as well as pipeline modeling.


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


A.	Yes, I previously testified in the 1980s regarding Northern's Large Volume Contract Service, and I submitted direct testimony in Docket No. RP03-398-000.  


Q.	Briefly describe the purpose of your testimony in this proceeding.





A.	My prepared direct testimony will address the costs of retiring Northern’s onshore transmission and storage facilities, including pipelines, laterals, compressor stations, and meter stations.  I prepared a study which estimates the cost of retiring such facilities.  Northern Witness Feinstein will address the calculation of negative salvage rates for onshore transmission and storage facilities based on this study.  In addition, I am sponsoring a retirement study of Northern’s offshore facilities, which supports Northern’s proposal to recover the costs of Northern's FAS 143 asset retirement obligation, as discussed by Northern Witness Lillo.


Q.	What exhibits are you sponsoring in this proceeding?


A.	I am sponsoring the following Exhibits:


Exhibit No. NNG-27�
Retirement Study -- Onshore Transmission and Storage Facilities �
�
�
�
�
Exhibit No. NNG-28�
FAS 143 Retirement Study for Offshore Facilities �
�
Confidential�
�
�
�
�
�
Q.	Please summarize the assumptions underlying your Retirement Study -- Onshore Transmission and Storage Facilities, Exhibit No. NNG-27.


A.	This study addresses the costs of retiring Northern's storage and onshore transmission facilities.  In this study, I assumed: (1) pipeline having a diameter of 10” or less could be abandoned in place; (2) all larger diameter pipeline would be removed and sold for scrap; (3) crossings for all pipe diameters would be filled with concrete, capped and left in place; (4) all above ground pipeline facilities would be removed; (5) all compressor stations and meter stations would be removed and restored to their original condition; (6) foundations would be removed to a level of 2 feet below the surface; (7) any pipe left in place at compressor station locations would be filled with concrete and capped; and (8) sites would be cleaned and restored and land would be sold and credited against the project.  Where possible, I used costs incurred by Northern for past removal projects to develop removal costs for my study.  In past removal projects, the salvage contractor assumed in its bid that it would retain any salvage value, except for the salvage value of steel pipe.


Q.	Why did Northern assume abandonment in place for smaller diameter pipeline?


A.	It is much more economical to abandon pipe in place.  Pipe removal is expensive and very disruptive from a right-of-way (ROW) point of view.  Abandonment in place avoids the costs of removal and the costs of restoring ROW.


Q.	Why did Northern assume larger pipe would be removed?


A.	Once cathodic protection is discontinued, the pipe will gradually corrode.  Eventually, voids will develop and ground subsidence may result.  This could create hazardous conditions for farmers and others.  Removal is the best way to manage this issue.


Q.	Why did Northern assume compressor sites and meter stations would be restored to their original condition?


A.	In many locations, private easement agreements and/or local authorities require removal of unused buildings and site restoration.  Also, removal of unused buildings eliminates maintenance costs, taxes and liability associated with vacant buildings and equipment.


Q.	Does your study include all retirement costs?


A.	No, the study is very conservative.  Many costs are excluded because they are very difficult to quantify.  For example, in some locations removal of small diameter pipe (10" or less) may be required.  Also, salvage value may be very low depending on the condition of the pipe removed.  ROW costs could be much higher than was assumed for segments near metropolitan areas or in very rolling terrain.  Thus, the study generally understates retirement costs.


Q.	Please describe the pipeline facilities addressed by your study.





A.	Northern’s transmission assets include approximately 16,174 miles of pipeline, 944,981 horsepower of compression and 1,826 receipt and delivery points.  Storage assets include 3 underground storage fields, 2 LNG storage facilities, and approximately 47,725 horsepower of compression and 170 miles of pipe.  


Q.	Based on your study, what are Northern’s estimated retirement costs?





A.	The estimated retirement cost of Northern’s onshore transmission facilities is $698,346,925.  These costs are shown on Table 1 to Exhibit No. NNG-27.  The estimated retirement cost of Northern's underground and LNG storage facilities, including associated surface piping, is $29,510,225.  These costs are shown on Table 2 to Exhibit No. NNG-27.  


Q.	How did you determine removal or abandonment costs for pipeline?


A.	The Timberline Software Corporation Precision Estimating Program (Timberline Program) was used to estimate removal costs for 10-mile long segments of each diameter range.  The Timberline Program is a software program used to estimate construction costs based on actual historical cost information.  The Timberline Program includes typical road, river and rail crossings so individual crossings did not need to be estimated.  The Timberline Program was used to account for ROW damages, company labor, and third-party inspection, and to provide credit for the salvage value of removed pipe.  The Timberline Program costs were then compared to removal or abandonment projects that Northern has carried out in recent years.  A per mile cost for each diameter range was developed using a composite of the above information.  This per mile cost was then applied to Northern’s pipeline system.  These costs are shown in Table 1 to Exhibit No. NNG-27.


Q.	What value did you place on removed pipe, valves and other equipment sold for salvage?


A.	Location is a large determinant of the value of used pipe.  Scrap dealers consider transportation costs, pipe coating and possible alternative uses when bidding on used pipe.  For this study an average price of $61.20 per ton was used based on recent disposals by Northern.


Q.	What costs were used for ROW damages?


A.	For pipelines that have a diameter of 10" or less, removal was not assumed.  However, some damages would be incurred when crossings are filled with concrete and capped.  ROW damage costs of $50/rod were used for three percent of the mileage for such pipelines.  ROW damages were used for all of the mileage of larger diameter pipelines.  For pipeline greater than ten inch and up to 28", ROW damages of $60/rod were used.  For pipeline greater than 28”, ROW damages of $65/rod were used.  All ROW damage costs were based on recent experience by Northern.


Q.	What type of contractor would be used to remove pipeline facilities?


A. 	Because Northern’s pipeline crosses many other underground facilities such as communications lines, other pipelines and drainage tiles, it was assumed that contractors skilled with pipeline construction would be used for removal activities.  


Q.	How did you determine removal costs for compressor stations?


A.	It was first assumed that all above-ground facilities, including foundations at each compressor station, would be removed to a level of at least 2 feet below the surface.  Any pipe left in place would be filled with concrete and, after all removal work was completed, the site would be restored to its original condition. Second, the compressor units were categorized because removal costs would be different depending on the type of unit involved.  For example, a combustion turbine driven compressor represents a large block of horsepower and would be less expensive to remove than groups of horizontal or vertical units having the same horsepower.  Units in gas producing or field areas are typically less expensive to remove, so these units were categorized separately.  Additional costs were added for large compressor stations having 6 or more individual compressor units because these large stations include more ancillary equipment such as yard piping and auxiliary buildings.  Next, Northern’s experience with actual compressor unit demolition was reviewed to determine applicability across all compressor units and stations.  For past removals, all salvage value went to the demolition contractor as an offset to the contractor’s bid and this was assumed to be the case for future removals.  Finally, a composite cost of removal per 1000 horsepower was developed for each compressor type based on Northern’s experience with past and proposed removals.  A summary of cost estimates for compressor station removal is shown in Table 1 to Exhibit No. NNG-27.


Q.	What value was used for land resale?


A.	An average land value of $10,000 for each compressor station site was credited against the demolition costs.


Q.	Please describe how removal costs for meter stations were determined.


A.	Northern’s 1,826 receipt and delivery points were divided into three categories.  The first category contains large interconnects, which are mostly with other pipeline companies.  The second category contains delivery points that serve primarily utilities at town border stations (TBS).  The third category contains all other meter stations such as connections with producers and plants.  The removal process for meter stations assumes individual meters would be isolated and removed prior to any pipeline removal work.  Contractors that would be used for this work would have to be trained to disconnect Northern’s facilities from downstream facilities owned by others.  After removal, the site would be restored to its original condition and seeded with grass.  A removal cost of $50,000 per meter station was used for the large stations.  This is approximately 10 percent of new installation cost.  For the TBS facilities, contractor estimates were requested.  An estimate of $40,000 to remove a typical TBS was received from Minnesota Limited Inc., a company that Northern has used extensively to construct pipeline facilities.  An estimate of $35,000 per site was used in the study for this type of work.  Other interconnects are typically smaller and easier to remove.  A cost of $10,000 per site was used for the third category of meter station.  A cost summary for removal of meters is shown on Table 1 to Exhibit No. NNG-27.


Q.	What removal costs were used for ROW taps?


A.	ROW taps would have to be removed in advance of any pipeline removal.  However, the taps could be removed in large groups so there would be significant economies of scale.  A cost of $500 per tap was used.


Q.	What land values were used for meter station sites after equipment is removed?


A.	Values will vary a great deal depending on location.  An average of $2,500 per site was used.


Q.	How were cost estimates developed for removal or abandonment of Northern’s storage compressors and storage pipeline facilities?


A.	Removal costs for the compressors and pipeline at each storage field and LNG facility were based on the same assumptions that were used for the pipeline transmission facilities.


Q.	How were costs determined for plugging storage wells?


A.	A cost estimate of $25,200 per well was received from Netherland, Sewell & Associates, Inc. for costs to plug individual wells.  When third party inspection, company labor and ROW costs were added, a well removal cost of $35,280 was calculated.


Q.	What other facilities would be removed when underground storage facilities are retired?


A.	A liquids plant at Cunningham, an amine treater plant at Bushton that is used to treat gas from the Lyons field, and an amine treater plant at Redfield would also be removed.


Q.	How were removal costs developed for these plants?


A.	In 1999, a natural gasoline plant was removed at Holcomb, Kansas at a cost of $260,000.  Estimates were developed for the removal of the liquids and treater plants based on this cost and differences in the relative scale and complexity of the individual plants.


Q.	How were removal costs estimated for the two LNG facilities?


A.	The horsepower assumptions that were used for the transmission facilities were also used for the compression at the LNG facilities.  However, there is a large amount of ancillary equipment including refrigeration and boiler facilities and a large tank capable of holding the equivalent of 2 Bcf at each of the facilities.  It was estimated that demolition of these facilities and returning the land to its original condition would cost approximately $3 million per site.  This is approximately 10% of original construction cost and was arrived at after reviewing “A Survey of Depreciation Statistics” completed in 1996-97 by the AGA Accounting Services Committee.  A summary of costs for storage facility abandonment is shown in Table 2 to Exhibit No. NNG-27. 


Q.	What values were used for sale of the storage facility land?


A.	While the underground storage fields are relatively large, Northern typically owns only the land needed for surface facilities.  The sites were assigned a value of $10,000 each, once the sites are restored.


Q.	What assumptions were made for disposal of materials other than pipe?


A.	All salvage value would go to the contractor and it was assumed that the contractor on each individual project would consider the value of any scrap in his bid.  The contractor would be responsible for costs of disposal and hauling all materials to an appropriate landfill or other disposal facility.  Northern employees and third party inspectors would ensure that all materials were disposed of according to applicable laws and regulations.    


Q.	What environmental costs were assumed in the study?


A.	Only normal and routine environmental activities were assumed.  These involved primarily restoring the site to its original appearance and vegetative condition.  Again, this assumption reflects the conservative approach I have employed.


Q.	Please summarize the basic assumptions underlying the FAS 143 Retirement Study for Offshore Facilities, Exhibit No. NNG-28.


A.	The estimated retirement costs for Northern's FAS 143 retirement obligation are shown in Attachment 1 to Exhibit No. NNG-28.  It was assumed that each pipeline lateral or segment would be abandoned in its entirety and would require only one contractor mobilization/demobilization.  Forward planning would allow work to be accomplished in the spring or summer when costs would be lower.  Even in the best of scheduling circumstances, weather would occasionally cause delays.  Thus, a 15% weather contingency was assumed for all estimates.  Finally, it was assumed facilities would be abandoned in a logical sequence.  For example, a platform would not be abandoned until all connecting laterals had first been disconnected.


Q.	What assumptions were made regarding which offshore facilities can be abandoned in place and which must be removed?


A.	It was assumed that offshore pipelines would be abandoned in place once they have been flushed and filled with water but that risers and other facilities connecting underwater pipelines to platforms and platforms would be removed. 


Q.	What more specific offshore assumptions were made?


A.	It was assumed that the downstream operator would accept any liquids remaining in the pipeline without charge.  It was also assumed that current environmental regulations would apply.


Q.	What assumptions were made for the onshore facilities associated with Northern's offshore facilities?


A.	It was assumed that all onshore pipe facilities would be removed.


Q.	How were cost estimates developed?


A.	Cost estimates for certain of Northern's offshore pipeline facilities obtained from Epic Divers, Inc. were utilized by Northern in conjunction with other necessary costs such as right-of-way permitting, inspection, as-built drawings, and engineering to derive the total cost to remove as shown on Attachment 1 of Exhibit No. NNG-28.  Epic recently performed offshore removal work for Northern.  Epic based their costs on meter depth, type of connecting line diameter, and line length.  


Q.	What other methods were used to develop estimates?


A.	Northern’s engineering department developed the remainder of the removal estimates, including those for the onshore facilities, using primarily the Timberline estimating program discussed earlier.  However, as allowed by the Timberline Program, Northern’s engineers made adjustments based on recent experience and Epic’s estimates.


Q.	What costs were used for onshore salvage value?


A.	For onshore removals a salvage value for steel pipe of  $51/ ton was used.  It was assumed that any other salvageable materials would become the property of the contractor and would be considered in his removal bid.


Q.	Does this conclude your Prepared Direct Testimony?


A.	Yes, it does.


�
AFFIDAVIT





STATE OF NEBRASKA			§


						§


COUNTY OF DOUGLAS			§





David A. Kolarik, 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 David A. Kolarik,” 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.








					_____________________________


						David A. Kolarik





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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