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UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Viking Gas Transmission Company
            )            Docket No. RP02-_____

PREPARED DIRECT TESTIMONY OF

ALAN R. LOVINGER

ON BEHALF OF

VIKING GAS TRANSMISSION COMPANY
Q.
Please state your name and business address.
A. 
My name is Alan R. Lovinger and my business address is 1155 15th Street, NW, Suite 400, Washington, D.C.  20005.

Q.
Please state your occupation.
A. 
I am a Vice President with the firm of Brown, Williams, Moorhead & Quinn, Inc.  (BWMQ).

Q.
What are the services offered by your firm?
A. 
The firm offers technical and policy assistance to the various segments of the natural gas, oil pipeline, and electric industries on business and regulatory matters.  Many of the firm’s engagements involve matters before the Federal Energy Regulatory Commission and state regulatory bodies in which BWMQ provides clients technical and policy assistance as well as expert testimony in formal proceedings.

Q.
Please briefly describe your educational background and training.
A. 
I graduated from Bryant College in 1966 with a B.S. Degree in Business Management.  In 1966 I enrolled in an MBA program at Texas Tech University majoring in accounting.  Prior to joining Brown, Williams, Moorhead & Quinn, I was employed by the Federal Energy Regulatory Commission (hereinafter referred to as “FERC” or “Commission”) as a senior accountant.  I was employed by FERC for twenty-five years, over two time periods: from 1966 through 1969 and from 1976 through February 1998.  My work at the Commission was primarily related to cost of service matters with an emphasis on income tax matters.  I provided expert testimony on accounting and accounting-related policy issues before the Commission in rate proceedings.  I also presented expert testimony on cost of service matters and provided accounting and tax advice and assistance on projects involving construction of facilities to serve new or expanded markets.



I represented the Commission in dealings with the Internal Revenue Service on income tax issues that arose in various rate proceedings and also assisted the Commission on rulemakings for such cost of service matters as tax normalization, cash working capital and Post Retirement Benefits Other than Retirement.


Between 1970 and 1976, I was employed as an Internal Revenue Agent.  As an agent, I was involved in the auditing of individuals, partnerships and publicly held corporations.  

Q. 
Have you provided testimony in proceedings before the FERC while employed at FERC?
A. Yes, I have presented testimony and exhibits in several proceedings while employed with FERC.  They are listed in Attachment A.

Q.
Have you submitted testimony before FERC in your current capacity?
A.
Yes, they too are listed in Attachment A.  

Purpose of Testimony

Q. 
Please explain the purpose of your testimony in this proceeding?

A. 
The purpose of my testimony is to evaluate whether Viking’s proposal to include a portion of the remaining unamortized premium that Northern States Power Company ("NSP") paid in 1993 for acquiring Viking by stock purchase from Tennessee Gas Pipeline Company ("Tennessee") in the computation of Viking’s rates in this proceeding is consistent with Commission policy.

Q. 
Should Viking be allowed to recover the remaining unamortized premium in its rates?

A. 
It would be  appropriate and consistent with Commission policy for Viking to include $9,741,253 of the remaining $11,970,000 of the unamortized premium as a rate base item in computing Viking’s rates in this proceeding.

Q. 
Please discuss the purchase of Viking from Tennessee.

A. 
Tennessee built the Viking system in the late 1950s as the northern division of Midwestern Gas Pipeline Company, a Tennessee subsidiary.  Eventually, Midwestern spun off its northern system to be a separately operated affiliate as Viking Gas Transmission Company.  On June 10, 1993, Tennessee sold Viking to NSP, a customer on the Viking system.  On the sale date, Viking had approximately $80.0 million in plant investment and a net depreciated balance of approximately $15.0 million.  NSP’s purchase of Viking included a premium of approximately $30.2 million.

Q.
How was the sale recorded on NSP’s books?
A. 
NSP purchased the stock of Viking from Tennessee and Viking thus became a subsidiary of NSP.  For regulatory purposes, Viking’s FERC books of account continued to be maintained using FERC’s original cost accounting requirements.  The premium was recorded in Account No. 114, Gas Plant Acquisition Adjustment, consistent with Commission policy.  Beginning with the date of the purchase, Viking has been amortizing the premium below the line for financial reporting purposes.  In Docket No. RP98-290, which was Viking's previous rate case and  only rate proceeding since the purchase from Tennessee, Viking did not request rate recognition for the premium recorded in Account No. 114.  Viking has been amortizing the premium over a 15-year term and will have 6 years remaining as of July 1, 2002, the proposed effective date of rates in this proceeding.

Overview of Commission’s Precedent and Policy

Q. 
Please summarize  Commission policy and precedent on including a “premium”  in rate base when the purchase price exceeds net depreciated original cost.
A. 
The Commission’s general policy on the proper rate treatment for amounts paid to acquire jurisidictional facilities has been to recognize net book value of the facilities.  Arkla Energy Resources, ¶ 61 FERC ¶ 61,004 at 61,037 (1992); Northern Natural Gas Company, 33 FERC ¶ 61,030 (1985), reh’g denied, 35 FERC  ¶ 61,114 (1986).



However, use of the net depreciated original cost has never been absolute because an inflexible original cost policy would create disincentives.  Commission policy permits facilities to be included in rate base at the full purchase price when the acquisition produces substantial ratepayer or public benefits.  Commission recognition of this exception as part of its general rule governing rate making treatment of acquired property dates to at least 1962.  See United Gas Pipe Line Co., 25 FPC 26, 65 (1961).  In United, the Commission first established its “commensurate test.”  The Commission developed the “prudent investment” standard effectively finding that once a public utility places jurisdictional facilities in service, those same facilities should not be sold to another utility for a higher price to increase the purchaser’s rate base.   



Embodied in this “prudent investment” standard is the concept a pipeline may include any increase to rate base (and therefore cost to the ratepayer) from an acquisition if the pipeline can show that such an increase provides benefits to the pipeline’s customers commensurate with the increased costs.  Id., at 56 (emphasis added)



The Commission further developed the commensurate test in Locust Ridge Gas Company, 29 FERC ¶ 61,052 (1984).  Here, the Commission clarified United by stating that if a regulated utility wanted rate base treatment of additional amounts, the utility would have to prove that benefits, equal to excess acquisition costs and measurable in dollars, were conferred on its ratepayers.  Id., at 61,114.

Q.
Please state how this test is applied.

A. 
The test is applied in the following manner:  Once a utility verifies specific dollar savings that result from the ownership change, the utility may use an equivalent amount of the premium paid to compute the utility's rates.  For instance, if a utility demonstrates specific savings of $400,000 and the inclusion of $1,000,000 of premium in rate base generates $400,000 from return, taxes and amortization, then the utility can recognize $1,000,000 of acquisition cost in rate base.

Q. 
Has the Commission addressed the application of the commensurate test?

A. 
Yes.  The Commission has issued an order on the appropriate amount of excess acquisition costs to include in rates under the the commensurate test.  The case involves storage facilities sold by Mid-Louisiana Company (Mid-La) to Transcontinental Gas Pipe Line Corporation (Transco), Mid-Louisiana Gas Co. and Transcontinetal Gas Pipe Line Corp., 7 FERC ¶ 61,316 (1979).

Q. 
Please summarize the Transco facts and the rate treatment approved by the Commission for the acquisition premium.

A. 
Mid-La agreed to sell its Hester storage field to Transco.  The purchase price reflected the depreciated original cost of the storage facility plus the estimated tax liability Mid-La would incur as a consequence of the sale.  The amount paid in excess of original cost was $926,652 and, accordingly, was recorded as an acquisition adjustment by Transco.  Although Transco attempted to adjust its rates by amortizing the premium and placing the unamortized premium in its rate base, the ALJ and the Commission rejected this proposed rate treatment.  However, consistent with the commensurate test, the Commission permitted a portion of the premium to be used in computing the rates.  The Commission permitted Transco to amortize the $673,348 difference between the adjusted tax and book-depreciated basis at the date of the sale  over the remaining depreciable life of the Hester field.  The annual amortization was used to increase the tax base to compute the income tax allowance.

Q. 
What is the logic behind the Commission’s Mid-La findings?
A. 
The Commission recognized that the purchased storage facility under Transco would serve the same storage customers served by Mid-La but there were fundamental book/tax timing differences between the computation of storage rates by Mid-La and Transco.  Transco normalized tax-timing differences while Mid-La used a flow-through method.  Under a “flow-through” method, rates are initially lower as the benefits of tax timing differences reduce rates and rates are higher in later years once the income tax obligations became due.  With normalization, the effect on rates is less dramatic because the impact of tax timing is normalized over the entire depreciable life of the facility.



The facts indicated that Mid-La’s Hester storage customers would have experienced higher rates due to the facility reaching a “turnaround” point and Mid-La, as a consequence, had a tax obligation coming due because it used a flow-through method.  With the ownership transfer, the Hester customers were relieved of this obligation because Transco normalizes for book/tax timing difference and Mid-La’s tax obligation would, ordinarily, not be reflected.  Thus, the storage customers would have avoided this obligation had the Commission not permitted any rate recognition of the premium.  The Commission stated:



Had Mid-La retained the property, it would have raised its rates in later years because book depreciation on the annual basis would have begun to exceed annual tax depreciation.  Ultimately, at the end of Hester field’s useful life, accumulated book and tax depreciation would have equaled one another.  But owing to the sale, the rate increase never occurred and a portion of the original cost which, judging by Mid-La’s accumulated book depreciation, would seem to have been recouped from customers, was not recouped.  By this decision, therefore, we seek to ensure only that, despite the sale, the full original investment in the field will be recouped by the utilities which have operated the field. 

Id., at 61,683.

Q.
What conclusion have you reached from Mid-La?
A. 
The Commission attempted to place Hester’s storage customers in the same position they would have been if Mid-La had continued ownership.  The Commission effectively computed the increased tax obligation Mid-La’s customers would have incurred if ownership had not changed and permitted Transco to recognize an equivalent amount of dollars in its rates.  The commensurate savings to Hester storage customers was the tax effect on the $673,348.  Therefore, under the Commission’s commensurate test, Transco was permitted to reflect in its rates the tax effect on the same $673,348.  

Q. 
Please continue with your discussion of Commission precedent and policy. 

A. 
While the Commission allows companies to include the excess of purchase price over depreciated book cost in rates, it does so primarily when the acquired pipeline was a converted oil pipeline, when an intrastate pipeline was converted to an interstate service, or when the United commensurate test was satisfied.  

Q. 
What are the Commission's criteria for including the full purchase price in rate base?

A. 
In recent years, the Commission has generally used a “two prong” test that is also referred to as the “benefit exception” test.  The policy permits a pipeline to include acquired property in cost of service at full purchase price if the applicant meets either of the two prongs:  (1) an applicant must show that an acquired pipeline is being used for a new public use (such as oil to gas or interstate to intrastate) and the purchase price is less than the cost of constructing a comparable new facility or (2)  the commensurate test.

Analysis Prepared to Determine Appropriate Premium to Include in Rate Base

Q. 
Have you analyzed Viking's costs under NSP and Tennessee's ownership  under the Commission’s commensurate test? 

A.
Yes, I have. 

Q. 
What have you concluded?
A. 
After careful consideration of various cost items, I have concluded that Viking, under NSP’s ownership, has met the Commission’s commensurate test.  Under NSP's ownership, Viking's operation and maintenance expense is considerably lower.  The reduced operation and maintenance expense provided Viking's shippers a commensurate benefit of lower rates.  In addition, I have concluded that Viking’s balance of accumulated deferred income taxes (ADIT) is significantly higher under the new ownership due to NSP’s Section 338 of the Internal Revenue Regulations election.  Recording this higher ADIT balance reduces rate base and, accordingly, provides Viking's shippers a commensurate benefit that is clearly supported by the Mid-La decision.  Finally, by analyzing Viking’s fuel retention history over a number of years, I have concluded that expansions to Viking’s system during NSP ownership resulted in more efficient, reliable and flexible pipeline operations.  This overall efficiency reduced gas retention obligations of Viking’s shippers and thus provides specific commensurate benefits to those shippers. 

Q. 
Did the ratepayers realize identifiable benefits from NSP's Viking acquisition?

A. 
As demonstrated by the facts and cost analysis in my testimony, Viking’s customers have realized substantial benefits--both operational and on a cost savings basis--in the past and will continue to benefit in future years from NSP’s purchase of Viking.  The cost analysis clearly shows that the Commission’s “commensurate test” is met by the ADIT savings discussed above, more efficient management of operating costs, and flexible operating efficiencies due to system expansion resulting in reduced fuel retention.  Accordingly, Viking should be permitted to recognize in its rates an unamortized premium balance of $9,741,253.

Q.
In your testimony above you discussed application of the commensurate test.  You suggested that savings of $400,000 would equate to permitting $1,000,000 in rate base because $1,000,000 would generate $400,000 in the cost of service.  Based on Viking’s specific request for a return allowance and amortization of the capitalized premium, please provide your proposed computation for each $1,000,000 of premium to be allowed in rate base.

A.
The starting point is the capitalization supported by Mr. Smith for the FT shippers.  I have converted the return allowance to a pre-tax basis of 19.17% for ease of computation.  The rate used by Viking to amortize the premium is 6.667%.  Thus, for each $1,000,000 of premium in rate base, the return and taxes equal $191,700 and the amortization equals $66,672, for a total of $258,372. 



Thus, for each $258,372 of commensurate saving that can be demonstrated, Viking should be entitled to include in rate base $1,000,000 of premium. 

(1) Operation and Maintenance Expense

Q. 
Please analyze your findings on operation and maintenance expense.
A. 
I reviewed Viking's operation and maintenance expense experience under Tennessee and NSP ownership.  The change in ownership significantly reduced operating costs and provided significant savings to Viking’s customers. 

Q. 
What did you review to conclude that Viking’s operating costs have decreased under NSP’s ownership.
A. 
I reviewed Form 2s for Viking for the years just prior to NSP's acquisition and the subsequent years through the year 2000.  Without exception, Viking’s operating costs have been considerably lower than those under Tennessee ownership.  Most important, the downward trend in operating costs indicates that Viking maintains significant cost control.  However, that Viking's operating costs are lower under NSP ownership does not equate to a commensurate benefit to customers.  In my opinion, such a showing must be made in the context of a rate proceeding.



I have reviewed the Viking Settlement (S&A) for Viking's last rate case  under Tennessee ownership (Docket No. RP92-48), which was filed with the Commission on January 21, 1993 and approved in Viking Gas Transmission Co., 63 FERC ¶ 61,166 (1993).  I have attached, in Exhibit No. VGT-9, pages 1-4, a copy of Appendix A, page 2 of 6 to the S&A, which contains a summary of the overall settlement cost of service for Docket No. RP92-48.  The total overall cost of service is $14,528,255, of which $10,000,000 is for operation and maintenance expense.  



Viking’s overall cost of service filed in the most recent rate case Settlement in Docket No. RP98-290, Appendix A, shown in Exhibit No. VGT-9, pages 5-9, reflects an overall cost of service for the pre-expansion pipeline, or existing system of $16,599,455, of which only $9,229,533 represents operation and maintenance expense.  This represents $770,467 less than the cost incurred by Viking some six years earlier.  The $770,467 is even more significant when you consider six years of inflation.

Q. 
Please explain why you are comparing only the O&M expense for the existing system in Docket No. RP98-290, as reflected on Exhibit No. VGT-9, pages 5-9, and not the O&M of $9,704,412 shown for the total system.

A. 
To the extent possible, I am trying to make an “apple to apple” comparison of the Viking system as it existed in 1992.  The pre-expansion system, for the most part, is the same system that was purchased from Tennessee. 

Q.
Why are you making a cost comparison of just O&M expenses?
A. 
The approximately $2.0 million cost of service increase reflected in Docket No. RP98-290 from the Docket No. RP92-48 cost of service is caused by additions to plant amounting to $12,678,055, which were independent to the costs of the individually certificated Rate Schedules FT-B, FT-C and FT-D expansions, and related increases in property taxes.  The plant additions were placed into service to improve system operation and should not be considered for purposes of applying the Commission’s commensurate test.  Furthermore, O&M costs are controllable.  Viking has been able to maintain its operating costs at a fairly constant level when considering inflation and three major expansions placed into service over the last five years.  Thus, Viking’s customers have greatly benefited from NSP’s management abilities.

Q. 
Please explain why you are comparing costs for the prior rate case and are not comparing costs for the current rate case?

A. 
A major element of the Docket No. RP98-290 Settlement was the roll-in of expansion facilities.  The costs for the pre-expansion facilities have thus been combined with the FT-B and FT-C expansions.  Thus, to make an apple-to-apple comparison, such costs would have to be separated and a number of allocations made.  Such an analysis is definitely possible, but in my opinion, not necessary.  

Q.
Please explain why you do not feel that such an analysis is necessary.
A. 
Viking’s operation and maintenance expense has been fairly stable over the years since the NSP acquisition notwithstanding the rather large expansions that occurred under NSP ownership.  It is my opinion that separating operation and maintenance cost between pre and post expansion will not produce a meaningful variation to my analysis.

Q. 
Based on your analysis of the operation and maintenance expense, what  are you recommending?

A. 
As shown by my Exhibit No. VGT-9, I am recommending a reduction of $770,467 in operating costs which is clearly a commensurate benefit that has been realized by Viking’s shippers.  The analysis, shown on Exhibit No. VGT-9, indicates that a commensurate benefit of $770,467 would permit Viking to include in rates in the instant proceeding $2,982,007 of its unamortized premium.  The $2,982,007 was determined in the following manner.  As explained above, for each $1,000,000 of premium included in the determination of rates the cost of service will increase by $258,372.  Using a simple equation, if $1,000,000 equals $258,372, a savings of $770,467 would equal $2,982,007 of premium.  Exhibit No. VGT-9, page 10, Item 3 analysis shows that the inclusion of $2,982,007 of premium increases the cost of service by $770,467.  (The settled return allowance and depreciation rate dictate the level of premium that is permitted in rate base)

Q. 
You testify that Viking's shippers realize a commensurate benefit of $770,467.  Does that benefit reflect inflation that accrued between the effective date of the rates in Docket No. RP92-48 and the effective date of the rates in Docket No. RP98-290?

A.
No, it does not.

Q. 
Have you calculated the inflation impact on the cost disparity between Tennessee and NSP ownership?

A. 
Yes.  I asked Dr. Kilpatrick to calculate an appropriate inflation factor.  After carefully considering the CPI and the PPI, Dr. Kilpatrick testified that the PPI is the appropriate inflation factor  and that it measured an increase of 6.4% between the effective dates of the two rates cases.  Applying the 6.4% to the $10,000,000 of operation and maintenance would increase the level of operation and maintenance expense by an additional $640,000.  Thus, the commensurate benefit realized by Viking’s NSP ownership would increase by $640,000.  This additional amount would translate into an additional $2,477,044 of the premium in rate base, as shown on Exhibit No. VGT-9, page 10, Item 2. 

Q.
Have you analyzed the capacity used by the FT-A shippers in 1993 versus the capacity used in the year 2000?

A.
Yes, I have.

Q.
Were the FT-A customers better able to use their existing capacity due to Viking’s system expansions under NSP’s ownership?

A.
Yes, they were.  The expansions have created more opportunities for FT-A shippers to use the unutilized system capacity.  This can be demonstrated by comparing the unutilized capacity in 1993 of 6.3 Bcf with the unutilized capacity in 2000 of 4.6 Bcf.  The customer use of this additional capacity of 1.6 Bcf equates to additional billings units used to design rates thus providing for further customer benefits.  This economy of scale results in lower costs per unit of throughput. 

Q.
Have you quantified this additional commensurate benefit realized by Viking’s shippers.

A.
No, I have not.  However, the increased utilization further supports my  analysis of the commensurate benefit of operation and maintenance expense presented above.  Viking operated the system at a higher percentage of utilization and did so with substantially less operating costs.  

(2) Accumulated Deferred Income Taxes

Q. 
In you testimony above, you state that NSP purchased Viking by purchasing Viking’s stock.  How was the sale recorded by the parties pursuant to the Internal Revenue Service Regulations?

A. 
For income tax purposes and pursuant to the agreement between the buyer and seller, the parties made a timely election under § 338(h)(10) of the Internal Revenue Code to permit NSP to treat the purchase of stock as equivalent to the purchase of Viking’s assets.  This is generally referred to as a “deemed sale of assets” in the IRS regulations.  As a consequence of the election, the stock purchase price was allocated to Viking’s assets permitting Viking, under NSP’s ownership, to recognize a stepped-up tax basis for Viking’s depreciable assets.  A further consequence of the parties’ election, pursuant to § 338(h)(10), resulted in Tennessee recognizing a taxable gain computed by the allocated stock purchase price, as allocated to Viking’s depreciable assets, netted by its remaining tax depreciable basis in its depreciable property on the date of the sale.  

Q. 
Did the election under § 338(h)(10) of the Internal Revenue Code have any impact to Viking’s costs as recorded on its FERC book of accounts?

A.
Yes. 

Q.
Please explain.
A. 
As required by FERC regulations, Part 201, Balance Sheet Chart of Accounts, Account No. 282, D, and under IRS Regulations, Viking was required to recognize the implications of the sale of assets by Tennessee on its books of account with respect to accumulated deferred income tax (ADIT).  Accordingly, the taxable event caused by Tennessee’s sale of assets resulted in the liability recorded on Viking’s books for ADIT on the date of sale being due and payable to the US Treasury.  Thus, Viking’s ADIT balance on the date of purchase was reduced to zero.  By not reflecting the implications of the sale of assets and the impact to ADIT as described, Viking would have been in violation of IRS normalization rules.

Q. 
Are you aware of any rulings by IRS that suggest that IRS would have found a normalization violation if Viking maintained the former owner's balance in ADIT?

A. 
IRS issued a Private Letter Ruling, PLR 9447009 (August 4, 1994), finding that there would be a normalization violation if, subsequent to the acquisition date and the deemed sale of assets of a natural gas transmission company, the gas company’s rate base was reduced for the balance in ADIT attributable to accelerated depreciation on public utility property before the acquisition date.  Like NSP’s purchase from Tennessee, the buyer and seller also made an election pursuant to § 338(h)(10).   The facts of the Viking purchase and the facts in the Private Letter Ruling are almost identical.

Q.
Are you aware of any FERC precedent related to your testimony?

A. 
Yes.  In Koch Gateway Pipeline Co., 74 FERC ¶ 61,088 (1996), FERC addressed the very transaction addressed by the IRS in PLR 9447009, described above.  FERC found that the ADIT was extinguished on the date of the sale.  Thus, it is clear that Viking properly accounted for ADIT reflecting a zero balance on the date of sale.

Q. 
Why is this issue germane with respect to the issue of whether the premium as recorded on Viking’s books is appropriate for rate treatment in this proceeding?

A. 
As I will demonstrate later in my testimony, Viking has recorded a significant balance of ADIT on its books for pre-expansion transmission facilities that is being used as a reduction to rate base, as shown on Exhibit No. VGT-9, pages 12-15.  Such balance is in conformance with the FERC uniform system of accounts and in accordance with Viking’s earlier election under § 338(h)(10).  Furthermore, my testimony will also show that if Viking remained under Tennessee’s ownership, the pre-expansion transmission facilities would have virtually no balance in ADIT.  Thus, Viking’s customers have benefited by the prior determination in underlying rates and will continue to benefit with the approval of the rates in the current docket for the accumulation of an ADIT balance significantly in excess of a balance in ADIT that would have been maintained by the prior owner.   

Q. 
Please provide specific details to support your position on ADIT.

A. 
On the date Viking was purchased by NSP, Viking’s balance in ADIT reverted to zero as explained earlier in my testimony.  This was a significant decrease in ADIT. In fact, the balance of ADIT in Docket No. RP92-48 for the transmission assets was approximately $2.5 million.  Effectively, Viking began accruing ADIT all over again with a step-up in its tax depreciable property to an amount equal to Viking’s remaining book depreciable plant.  Based on the amount of ADIT accrued on Viking’s books as of the date of purchase, I have estimated that the step-up in tax depreciable basis was approximately $6.0 million.



The income tax consequence of the acquisition of Viking by NSP shows that Viking’s current customers have realized a significant rate advantage due to NSP and Tennessee’s election pursuant to § 338(h)(10) of the Internal Revenue Code.  This is because Viking, when owned by Tennessee was at or near its “turn-around” point in the accumulation of ADIT, and the ADIT balance would have decreased significantly over the ensuing years.  At the same time, NSP’s Viking was accruing significant yearly ADIT additions.  



On July 1, 2002, the date Viking’s rates will become effective in this proceeding, Viking will have accrued $974,297 of ADIT on its books for the pre-expansion transmission facilities.  See Exhibit No. VGT-9, page 12, for the computation of the $974,297.  I have calculated that Viking, under Tennessee’s ownership on July 1, 2002, would have had a balance of ADIT remaining of approximately $374,713 or some $599,584 less for the very same facilities.  The overall cost of service impact of a reduction in rate base of $599,584 based on Viking’s filed return allowance is $114,940.  Applying the commensurate benefit to the appropriate level of premium to include in rate base results in an adjustment of $444,864.  See Exhibit No. VGT-9, page 10, Item 5, to support the computation.

Q.
Are these costs in addition to those identified as O & M?

A.
Yes.

(3) Gas Retention

Q. 
Are there any additional cost items that amount to a commensurate benefit to Viking’s ratepayers from the change in ownership?

A. 
Yes, Viking’s shippers have realized a significant benefit primarily due to Viking’s latest expansion.  The expansion  resulted in Viking’s system being more efficient, reliable and flexible.  The overwhelming system benefit translates to significant reductions in retained fuel and this benefit can be directly attributed to Viking’s change in ownership.  Thus, if it were not for the change in ownership, Viking’s shippers would be accruing much larger gas retainages.  

Q.
Please explain how NSP's acquisition of Viking resulted in Viking's expansions projects.

A.
Prior to the purchase of Viking by NSP, there were no expansions to the Viking system.  Viking was owned by Tenneco, which also owned Tennessee Gas Pipeline Company and Midwestern but Viking did not connect to either Tennessee or Midwestern.  Instead Viking provided upstream gas transportation service to shippers that were also transporting gas across the ANR pipeline system as well as to shippers located in Minnesota and western Wisconsin.  Indeed approximately 49.8 percent of Viking's gas was transported to ANR at the Marshfield interconnect.




Because ANR competed with Tennessee to provide service to the Chicago market, Viking while owned by Tenneco, had a disincentive to expand the Viking system.  NSP, however, had no such disincentive.  Consequently, since NSP's acquisition of Viking by NSP, Viking has greatly expanded its pipeline system through four separate looping projects.  These expansions resulted in approximately 100,000 Dth/day of increased capacity.  By comparison, there were no expansions under Tenneco since 1970. 

Q.
How did these expansions result in benefits to Viking's customers?

A.
As discussed above, the expansions made Viking's system operate more efficiently and reliably and have reduced the use of fuel on Viking's system.  As a result, Viking's customers have received significant fuel savings.

Q. 
Have you calculated the reduction in fuel retainage as a result of Viking’s latest expansion?

A. 
I have used 1999 as a base year simply because the latest expansion was placed into service in the latter part of 1999.  The very next year, Viking began realizing significant reductions in fuel retained from its shippers.  Exhibit No. VGT-9, page 11, calculates the savings for years 2000 and 2001.  The savings amounts to $5,948,758.  Because Viking is not proposing to treat future expected savings for the retainage, the commensurate benefit attributed to the savings will be limited to the past benefits earned by shippers through the year 2001.  To reflect the commensurate benefit in rates, I am proposing to amortize the past saving over the remaining amortization term of the premium, or over 6 years.  The annual amortization is $935,966 per year.  This amount translates to $3,622,550 of premium in rate base, see Exhibit No. VGT-9, page 10, Item 4. 

Q. 
Does this conclude your testimony?

A. 
Yes, it does.

IN THE DISTRICT
)

OF COLUMBIA
)


Before me, the undersigned Notary Public, in and for the District of Columbia, personally appeared Alan R. Lovinger, who being by me first duly sworn, deposes and says that he 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 his knowledge, information and belief.









_____________________

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








____________________________









Notary Public

My Commission expires:

Attachment A

Testimony and Exhibits

Presented before the FERC

While Employed by FERC



National Gas Storage Corporation


CP76-492



Natural Gas Pipeline Company of America

RP77-98 & RP78-78



South Texas Natural Gas Gathering Company
RP77-59 & RP78-58



Tennessee Gas Pipeline Company


RP77-62



Consolidated Gas Supply Corporation

RP77-7 & RP78-88



Florida Gas Transmission Company


CP74-142



Cities Service Gas Company



RP79-76



Consolidated Gas Supply Corporation

CP80-346



Columbia Gulf Transmission Company

RP75-105, et al.



United Gas Pipe Line Company


RP82-57 & RP83-52



Mountain Fuel Resources



CP80-274



Ozark Gas Transmission System


RP84-53



Trunkline Gas Company



RP83-93



High Island Offshore System



RP85-37



Pacific Offshore Pipeline Company


RP85-34



Overthrust Pipeline Company



RP85-60



Trailblazer pipeline Company



RP85-66



Williston Basin Interstate Pipeline


RP86-10



Southern Natural Gas Company


RP86-63



Transcontinental Gas Pipe Line Corporation

RP87-07-000



ANR Pipeline Company



RP89-161-000



Carnegie Natural Gas Company


RP88-131-000



Williston Basin Interstate Pipeline


RP89-34-000



Southern Natural Gas Company


RP92-134-000



Equitrans, Inc.





RP93-62 & RP93-187



Gaviota Terminal Company



IS94-23-000



Northern Natural Gas Company


RP95-189



Northern Border




RP96-45



Williams Natural Gas Company


RP96-173, et al.

Testimony and Exhibits

Presented before the FERC

While Employed by BWMQ

Northern Natural Gas Company

 
RP98-203 

California Power Exchange Corporation

ER98-210, et al, 

Kansas Pipeline Company



RP99-485-000,

Dominion Transmission, Inc.



RP00-632-000


