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Q.
Please state your name, business address and position with Viking Gas Transmission Company.

A.  
My name is Laureen L. Ross McCalib.  My business address is 825 Rice Street, Saint Paul, Minnesota 55117.  I am Vice President, Marketing and Public Affairs at Viking Gas Transmission Company ("Viking").  

Q.  
Please describe your educational and professional experience.

A.  
I am an honors graduate of Gustavus Adolphus College, St. Peter, Minnesota with a Bachelor of Arts Degree in English.  I hold a Masters of Arts Degree from the University of Minnesota-Duluth in English and a Masters of Business Administration Degree from the Carlson School of Management in Minneapolis, Minnesota.  I began work at Northern States Power Company - Wisconsin ("NSPW") in 1986 in market research and marketing, and after two years moved to Power Supply Services, where I conducted economic analyses on hydroelectric projects and long term electric planning requirements.  Subsequent to that, I held a position with NSPW's Gas Utility, where I was responsible for analyzing natural gas requirements and for procuring natural gas supplies and transportation, including the negotiation of short and long term supply and transportation contracts.  In 1993, I moved to the corporate headquarters of Northern States Power in Minneapolis, Minnesota in Corporate Strategy, where my responsibilities included long term business planning and evaluation of corporate mergers and acquisitions.  In 1997, I joined Viking Gas Transmission Company as Manager of Business Development.  In 1997, I became Vice President of Public Affairs.  I assumed my current responsibilities in 2000. 

Q.  
Have you previously testified before any regulatory bodies?  

A. 
Yes.  I have developed and presented testimony before the Public Service Commission of Wisconsin on gas supply issues and new service territory natural gas expansions.  I have also prepared and presented testimony submitted before the National Energy Board of Canada on NSPW's gas supply portfolio and acquiring long-term transportation capacity on the TransCanada Pipeline system.  
Q.
What is the purpose of your testimony in this proceeding?
A.
I will discuss the implementation of term-differentiated rates on the Viking system and explain changes to various tariff provisions that Viking is proposing.

TERM DIFFERENTIATED RATES

Q.
Please describe how and why Viking proposes to differentiate its firm transportation rates on the basis of contract term?

A.
Viking proposes that its firm transportation rates vary by customer contract term.  To accomplish this objective, Viking proposes a higher base rate for shorter-term contracts and a lower base rate for longer-term contracts.  By differentiating the rates Viking will charge by term, Viking proposes to encourage long-term contracts.  Mr. Adrian Moorhead discusses the incentives created by term-differentiated rates in greater detail in his Direct Testimony.

Q.
How will Viking determine the level of rates that would apply to shorter-term and longer-term contracts?

A.
The rates are differentiated by either increasing or decreasing the return on equity and recalculating the reservation component of Viking’s firm transportation rates for each category of term-differentiated firm transportation service.  The level of return which is applied to each term-differentiated category was developed based on the returns on equity developed by Mr. Cassidy in his testimony.  In his testimony, Mr. Smith calculates an after tax weighted average cost of capital of 11.90% that he adjusts to 11.32% or 12.49% to reflect the asymmetrical risk that Viking faces based on varying lengths of contract.  These after tax weighted average cost of capital percentages calculated are based on returns on equity ranging from 14.00% to 16.00%.  Viking assigned a higher return on equity to shorter-term contracts and a lower return on equity for longer term contracts.

Q.
Please describe the term differentiated categories of firm transportation rates that Viking proposes.

A.
Viking proposes to establish three categories of term differentiated rates.  Category 1 rates apply to contracts with terms of less than three (3) years and is the highest term-differentiated rate.  Category 2 rates will apply to contracts with terms of three (3) years or more, but less than five (5) years.  Category 2 reflects Viking’s filed return on equity.  Category 3 rates will apply to contracts with terms of five (5) years or more. 

Q.
Please discuss how contracts were grouped in the various term categories for the purpose of applying term-differentiated rates.

A.
Each service agreement will be measured from December 31, 2001 until the first possible termination date under the service agreement.  (See Tariff Sheet Nos. 12, 15B, and 15G.)  Therefore, a 7-year service agreement with a primary term ending January 1, 2006 would be considered to have a 4-year term as of December 31, 2001 and the Category 2 rates would apply to that agreement.  Category 2 rates would apply even if the service agreement contained a roll-over or evergreen provision, because January 1, 2006 remains the first possible termination date for that agreement. 

Q.
How would customers’ contracts for Rate Schedule FT-B, FT-C and FT-D service be categorized for term differentiated rates?

A.
In Viking’s primary case, contracts for customers taking Rate Schedules FT-B and FT-C service would be categorized into Category 2.  Likewise, under Viking’s pro forma case, which reflects the roll-in of FT-D service,  FT-D customers’ contracts would be categorized into Category 2.  These customers signed long term contracts under Viking’s 1996, 1997 and 1999 expansions under which the initial rates for service were priced on an incremental basis and the long term contracts provided support for the projects.  Rolling-in these facilities into the general system rates should not result in these customers receiving an unwarranted benefit by having their contracts categorized to the highest term category rates, i.e., 5 years and greater.  Therefore, Viking proposes that customer contracts for Rate Schedules FT-B, FT-C and FT-D service be categorized into Category 2, which reflects the base filed return on equity. 
Q.
How did Viking determine the return on equity to apply to each category of contract term?

A.
The 15% return on equity used for Category 2 rates is derived from Mr. Smith’s after tax weighted average cost of capital of 11.90% and reflects the overall risk that Viking faces.  Applying a 14% return on equity for Category 3 rates results in an after tax weighted cost of capital calculation of 11.32% and reflects the lower risk associated with such long term contracts.  Applying a 16% return on equity results in an after tax weighted cost of capital of 12.49% that is used for Category 1 rates and reflects the applicable cost for the higher risk associated with shorter-term contracts.  Consequently, the difference in rates between each category of term differentiated rates is based on a 1% change in the return on equity used to develop each rate.


The calculation of these term differentiated rates is set forth on Schedule J-2-TDR, pages 2-4.  Schedule J-2-TDR, page 1 summarizes the rates for each term differentiated category.

Q.
After Viking determined the term differentiated rates, please explain how those rates were applied to the cost of service to ensure proper recovery of the revenue requirement.

A.
Using Viking’s Schedule J-2, I determined the remaining term of each transportation contract.  As previously mentioned, contracts that were part of the FT-B, FT-C and FT-D expansions were placed into Category 2.  I next made adjustments to re-categorize the remaining contract demand for contracts with remaining terms of less than 3 years.  

Q.
Why did you re-categorize the remaining contract demand in the less than 3 year category to the 3 to 5 year category or the 5 year and greater categories?

A.
In the process of assigning volumes to each of the new rate categories, I considered the effect that differentiating rates by term will have on the contracting practices of shippers.  If term differentiated rates are implemented, some shippers that currently rely on shorter-term contracts will very likely shift to contracts with terms between 3 and 5 years or, in some cases, terms of 5 years and greater in order to avail themselves of the relatively cheaper maximum rates that apply to that category of contracts.  My re-categorization adjustments reflect that fact.  In particular, the contracts that were re-categorized were originally long term contracts that are near the end of their terms.  My decision to re-categorize these particular contracts was based on whether these customers were directly connected to Viking, connected to other supply sources, or had other pipeline alternatives.  The adjustments which were made are addressed on Exhibit No. VGT-7.

Q.
Please continue.

A.
After the appropriate percentage of contract demand under each term-differentiated category was determined, billing determinants were assigned to each term-differentiated category.  This was accomplished by multiplying the percentage of contract demand associated with each term contract category by the Zone 1-1, Zone 2-2 and Zone 1-2 billing determinants.  I then multiplied the appropriate term differentiated rate by the determinants in each of the categories to determine the appropriate level of revenue collection when compared to Viking’s cost of service.  Schedule J-2-TDR, pages 5-7 demonstrates this process and confirms that the level of revenues generated by the term differentiated rates appropriately recovers Viking’s revenue requirement.

TARIFF CHANGES

Q.
Is Viking proposing any changes to its tariff services in this rate case?

A.
Yes.  Viking is proposing to roll-in the rate for FT-D service into rates for Viking’s Rate Schedules FT-A, FT-B and FT-C services.  The proposed FT-D roll-in is discussed in detail in Ms. Derks’ testimony.

Q.
Is Viking proposing any other tariff changes in this case?

A.
Viking is proposing to allow the scheduling of interruptible service by price and to terminate interruptible service agreements when the shipper to that interruptible service agreement is no longer taking service from Viking.  Viking is also proposing to adopt a charge for LMS service.  Mr. David Marson discusses the proposed charge for LMS service in detail in his Prepared Direct Testimony.

Q.
Please discuss the proposed changes to interruptible service.

A.
Viking is proposing that interruptible service be scheduled by price to ensure that interruptible service goes to the shipper that values it the most.  This is consistent with well-established Commission precedent.  See Viking Gas Transmission Company, 63 FERC ¶ 61,104 at p. 61,686 (1993).  Viking’s FERC Gas Tariff already allows for the curtailment of interruptible service by price.  Moreover, the Commission has approved similar proposals.  See Iroquois Gas Transmission System, L.P., 62 FERC ¶ 61,167 at p. 62,172 (1993).  Viking would exclude the scheduling of Rate Schedule AOT service to primary delivery points from this requirement.




Viking is also filing for authority to terminate an interruptible service agreement after providing the shipper with 30 days notice if the shipper for the identified interruptible service agreement has not used service on the Viking system under any type of Viking agreement for at least one year.  Viking is making this change so as to be able to remove from its files those interruptible contracts that are no longer used.  Viking is making this change for housekeeping reasons.  Any shipper so terminated may request a new interruptible contract pursuant to the tariff.

Q.
Does this complete your testimony?
A.
Yes, it does.

STATE OF

COUNTY OF

Before me, the undersigned Notary Public in and for the said county in said state, personally appeared _________________, who being by me first duly sworn, deposes and says that she is the individual identified and responding to the questions in the attached direct testimony and that the same is true and correct to the best of her knowledge, information and belief.

___________________________

Sworn to and subscribed before me on this ____ day of December, 2001.

____________________________

Notary Public

My Commission expires:
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