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Q. 
Please state your name and address.

A.
My name is J. Scott Jenkins.  My business address is Nine Greenway Plaza, Houston, TX  77046.

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

A.
I am Manager of Reservoir Engineering for El Paso Field Services (“EPFS”) a subsidiary of El Paso Corporation ("El Paso") and Manager of Supply Appraisal for the El Paso Eastern Pipeline Group, a division within El Paso.
Q.
Please describe your educational background.

A.
I received a Bachelor of Science degree in Geology from the University of Houston in 1974.  In 1981, I received a Master of Business Administration from the same institution with a concentration in Finance.

Q.
What is the purpose of your testimony in this proceeding?

A.
I am sponsoring testimony with regard to the depreciable, or economic, life of the assets used to calculate depreciation rates for HIOS.

Q.
Please describe your duties at El Paso.

A.
My primary duties are directly related to my testimony in this case and pertain to the development of gas production forecasts related to the estimation of depreciable, or economic, life for pipeline assets.  

Q.
What experience do you have on these issues?

A.
Since the time of first being employed by ANR Pipeline Company ("ANR") (the original operator of HIOS) in 1974, my primary job has been to estimate gas reserves and forecast gas production. I have held several positions within the Reserves and Availability Department of ANR and was named Director of that group in November 1986.  In that position, I was responsible for overseeing all reservoir engineering and geological studies with respect to ANR gas supply.  In February 2001, ANR was merged into El Paso.  At that time, I was named Manager of Supply Appraisal for the Eastern Pipeline Group of El Paso, supervising a group of professionals charged with scouting for and forecasting gas supplies for ANR, Tennessee Gas Pipeline and Southern Natural Gas Company. In May of the same year, I was also named Manager of Reservoir Engineering for EPFS, supervising a group of professionals charged with scouting for and forecasting gas and oil supplies for all of the assets operated and managed by EPFS, including HIOS.

Q.
Do you have any other experience pertinent to this testimony?

A.
Yes, I have served on the Potential Gas Committee (“PGC”) since 1983 in various positions including President of the PGC, and Chairman of the Board, as well as Chairman of the Gulf Coast Area work committee.  The PGC is a voluntary organization that publishes biennial estimates of potential gas resources (as opposed to proved reserves) for the United States.  I am also a Certified Petroleum Geologist of the American Association of Petroleum Geologists.

Q.
What depreciable life do you recommend for HIOS in this case?

A.
The economic or depreciable life of HIOS is directly tied to the gas supplies that can be transported through HIOS in the future.  
Based on gas supply studies conducted by me or under my supervision, which are summarized in my attached exhibits, I recommend a depreciable life of 10 years for HIOS, although my analysis demonstrates that a life as low as 7 years could be supported.
Q.
What exhibit are you sponsoring?

A
I am sponsoring the following exhibits:


Exhibit No.    HIO-77

HIOS gas forecast


Exhibit No.    HIO-78

HIOS shelf gas production from existing wells

Exhibit No.    HIO-79

HIOS well statistics

Exhibit No.    HIO-80

HIOS reserve statistics

Exhibit No.    HIO-81

HIOS shelf forecast parameters

Exhibit No.    HIO-82

HIOS shelf gas production from existing and new wells

Q.
Please explain.

A.
The gas supply studies conducted under my supervision were designed to project the level of likely gas volumes adjacent to HIOS, which HIOS could reasonably be expected to transport in the future.  My studies are summarized in Exhibit No. HIO-77, which is a chart that compiles different sources of likely gas supply, including my forecast of production from existing wells connected to HIOS on the Outer Continental Shelf (“Shelf”).  These existing Shelf wells connected to HIOS are described in my testimony and exhibits as “HIOS Shelf Existing Wells”.   I have also included in the graph shown on Exhibit No. HIO-77, certain data for new Shelf wells expected to be completed in the future which would likely be connected to HIOS (“HIOS Shelf New Wells”), as well as existing deepwater wells connected to HIOS via the East Breaks Gathering System (“EBGS”) and deepwater wells expected to be completed and which may possibly be connected to HIOS in the future (“Deepwater Future”).  An economic limit on operation of HIOS was calculated to be 273 MMcf/d based on annual operating expenses of $18,198,792 (provided by HIOS witness Schaller), a transportation rate of 17 cents per dekatherm (provided by HIOS witness Mosley), and an average Btu content of 1075 Btu/Mcf (18,198,792/.17/(1075/1000)/365/1000 = 273 MMcf/d).  273 MMcf/d is the average volume which must be transported by HIOS to recover HIOS’ filed annual operating costs as proposed in this case, and at the 17 cent transportation rate proposed in this case.  Connection by HIOS to sufficient reserves to allow transportation of this volume therefore defines the limit on the economic life of HIOS.   

Q.
What are the historical production trends for sources connected to HIOS, and how do those trends relate to the economic life you are projecting for HIOS?

A.
For HIOS, historical production volumes peaked at over 1400 MMcf/d in 1982 and have declined to 700 MMcf/d in 2002.  Consistent with this trend, my supply forecast in this case indicates that production will decline to the economic limit of 273 MMcf/d in 2009, representing a 7-year depreciable life for HIOS, if the Deepwater Future volumes are excluded from consideration.  As I will explain below, there can be no assurance that the Deepwater Future volumes will be drilled or connected to HIOS.  Thus, I could reasonably support an economic life of only 7 years for HIOS, based upon my study.   Even though the Deepwater Future reserves are speculative, I have decided to include some of these reserves in an attempt to develop a reasonable economic life for HIOS.

My forecast shows that production will decline to the economic limit of 273 MMcf/d in 2013, representing an 11-year depreciable life, if the Deepwater Future volumes are included.  Thus, the range established for HIOS’ economic life, based upon the study in this case, is from 7 years to a maximum of 11 years.  I believe it is reasonable to include some of the Deepwater Future volumes in the study and recommendations in this case.  However, given the speculative nature of these volumes, as I will describe later in my testimony, I do not think it is reasonable to assume that the upper limit of Deepwater Future volumes would actually flow on HIOS.  Accordingly, I am recommending an economic life of 10 years for HIOS, which represents an economic life at the upper end of the established range.  

Q.
Please describe the methodology you used to forecast the production which can possibly be connected to HIOS in the future.

A.
Exhibit Nos. HIO-78 through HIO-82 provide backup for my forecast of existing and future Shelf wells which should be considered in this case.  My staff performed a “vintaging” study on all Shelf wells currently connected to HIOS to establish trends for the number of wells added per year, reserves per well, start rate per well, and the associated decline factors for each well.  The wells completed in each year from 1978 through 2000 were accumulated into “vintages”.  Production from each vintage was plotted and forecasted using hyperbolic and exponential declines (Exhibit No. HIO-78). The composite of all vintage forecasts for 1978 through 2002 represents the amount of gas expected to be produced in the future from HIOS Shelf Existing Wells, assuming no new wells are drilled.  I would note that these volumes decline below the 273 MMcf/d economic limit in 2004, representing a 2-year depreciable life, if only HIOS Shelf Existing Wells are considered (Exhibit No. HIO-77).
Average well information was also determined by dividing each vintage by the number of wells completed that year.  The forecasts were divided by the number of wells to determine average reserves and initial flow rate per well (Exhibit No. HIO-79).  Statistics were also developed on the number of wells added each year (Exhibit No. HIO-80). The statistics subsequently derived from the historical vintage data for the HIOS Shelf Existing Wells were used to forecast future vintages of HIOS Shelf New Wells.  Exhibit No. HIO-81 shows the parameters used.  HIOS Shelf New Wells are wells which have yet to be drilled on the Shelf in this mature producing province, but can be forecast with reasonable certainty through “vintaging” analysis of historical trends.  

Q.
Is “vintaging” a concept that is used in the industry to forecast gas reserves?

A.
Yes.  Vintaging is used by several organizations within the industry, including the PGC, to analyze historical production trends.  El Paso has successfully applied these techniques in many “mature” producing areas to forecast future production.  My assumption is that HIOS will have access to new Shelf supplies represented by this vintaging approach, although there is no guarantee that such production will occur or be connected to HIOS.  Using the vintaging techniques, I would note that the sum of production forecasts for HIOS Shelf Existing Wells and HIOS Shelf New Wells fall below the 273 MMcf/d economic limit in 2006 for a 4-year depreciable life. See Exhibit Nos. HIO-77 and HIO-82.
Q.
Are there additional volumes of gas which should be considered to estimate depreciable life for HIOS?

A.
Yes. In order to fairly represent the total picture, deepwater volumes from fields producing into EBGS should be included.  Also, additional speculative volumes from undrilled deepwater prospects which may produce gas in the future (“Deepwater Future”) should also possibly be considered.

Q.
How did you forecast the deepwater volumes from EBGS?

A.
EBGS is a non-jurisdictional pipeline which gathers deepwater gas and transports such gas from the platform in 4500 feet of water 80 miles northeast to a connection with HIOS in 350 feet of water.  I have considered gas volumes expected to be produced into EBGS, including the Diana, Hoover, Madison and Marshall fields.  My staff prepared forecasts using decline analysis based on publicly available data on reserves, production, geology, reservoir characteristics, and analogous fields. The EBGS forecast is the result of that analysis. I would note that the sum of production forecasts for HIOS Shelf Existing Wells, HIOS Shelf New Wells and EBGS falls below the economic limit of 273 MMcf/d in 2009 for a 7-year depreciable life for HIOS.  The sum of these three components is a fair representation of volumes we can expect to flow to HIOS with reasonable certainty in the future.  However, in order to be reasonable in this case, I have also added possible deepwater volumes which may eventually be connected to HIOS.  

Q.
How did you forecast Deepwater Future volumes?

A.
There can be no assurance that additional future deepwater prospects will be drilled and connected to HIOS.  Geology, geophysics, and economics drive deepwater exploration and development decisions for the companies that drill and produce gas in the deepwater area.  For these producers, individual wells cost between 15 and 50 million dollars, and production systems range from subsea to floating platforms and cost from 50 million to over 1 billion dollars.  Pipelines in the deepwater area typically cost a million dollars per mile to construct, which must be factored into production decisions.  Further, the geology of the deepwater area is complex including structural, stratigraphic and combination traps influenced by salt movements and faulting.  Even though improved seismic technology has helped to image these potential traps prior to drilling, such technology still lacks much of the detail that would reduce the risk of drilling in the deepwater area, especially near salt bodies typically associated with the larger prospects.  The high risk of commercial failure and high exploration costs dictate that only prospects with large potential will be drilled.  Once a commercial discovery is made it takes 2 to 10 years to develop.

Q. 
How have you determined reasonable deepwater volumes to include in your study?

A.
The Deepwater Future volumes that I have included in my study are derived from El Paso’s proprietary database which has estimates on all active deepwater prospects in the Gulf of Mexico.  The database estimates start with resource potential for each active prospect.  This potential is then reduced for various elements of risk related to geology, commercial considerations, and the competition by pipelines for connection of such future supplies. Production profiles based on existing producing fields were applied to each prospect to generate a forecast of future production.  Such individual prospect forecasts were added together to generate a “risked” portfolio, or one which has been adjusted for the various risk elements I have just described.  I am then forecasting that this “risked” portfolio may be accessible to HIOS in the future, although there is no realistic guarantee that any such future volumes will be produced, or connected to HIOS.    

Q. 
Is such forecasting of future production valid?

A.
While the individual estimates of prospects can be inaccurate, experience has demonstrated that a portfolio estimate of the type I have formulated is a good approximation of total future supplies, assuming HIOS is able to successfully compete for the connection of new deepwater supplies.  With the addition of the Deepwater Future layer I have projected to the total HIOS forecast, the projected HIOS gas supply falls below the 273 MMcf/d economic limit in 2013, showing a depreciable life for HIOS of 11 years.

Q.
Should the Deepwater Future volumes realistically be considered to determine depreciable life?

A.
While there is no assurance that such prospects will be drilled or commercially developed, or that HIOS will win the connection of any such deepwater supplies, I believe the risking process I have briefly described gives a reasonable expectation of HIOS’ competitive share of future deepwater supplies.

Q.
What are the risks in this assumption?

A.
Competition for gas supplies in the deepwater area can be fierce.  HIOS lost the connection of the Boomvang/Nansen fields to Williams even though the pipeline route of EBGS traversed the discovery leases meaning that a connection of such volumes to EBGS would require only a few miles of new pipeline, whereas Williams’ pipeline was 80 miles away from the discovery leases.  HIOS also lost the connection of the Gunnison project to Stingray.  These two new competitor deepwater pipelines decrease the chance of connection to HIOS for many future deepwater prospects because such competing pipelines are now closer to these prospects.  In addition to the competitive pipeline risk, commercial development of gas supplies is very difficult to achieve in deepwater due to the complex geology and geophysics, and the enormous cost of drilling and development.  For example, Shell recently abandoned its leases on the BAHA prospect in 7000’ of water after conducting exploratory drilling and finding apparently non-commercial hydrocarbons.
Futhermore, if commercial discoveries are made by majors such as Shell and BP, such major producers often prefer to build their own deepwater gathering pipelines to connect such gas supplies to Shelf infrastructure they control, bypassing pipelines such as HIOS.  Much of the deepwater acreage leased south of HIOS is owned by major producing companies.  Moreover, very few producers other than the major producers are creditworthy enough to finance deepwater developments which range from $50 million to well over $1 billion.  Finally, deepwater developments tend to be oil prone with gas as a by-product.  Associated gas produced with the oil may be re-injected into the reservoir to improve oil recovery.  Technology is also being developed to convert the gas to liquids.  Thus, under these scenarios, the gas in a deepwater project might never be produced into a gas pipeline such as HIOS.  In short, there is no guarantee that any deepwater gas will be produced or transported on HIOS.

Q.
Does this conclude your testimony?

A.
Yes.
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