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Q.
Please state your name and business address.
A.
My name is Michael L. Jablonske and my business address is 825 Rice Street, St. Paul, Minnesota, 55117.

Q.
By whom are you employed and in what capacity?
A.
I am employed by Viking Gas Transmission Company (“Viking”) as Vice President of Operations.

Q.
Briefly describe your educational and professional background.
A.
I received my Bachelor of Mechanical Engineering Degree from the University of Minnesota in June 1981.  I have worked for Viking since 1996.  Prior to working for Viking, I was employed by Northern States Power Company for fifteen years holding various management and engineering positions in gas distribution, gas control, gas peaking plant, and electric generation.

Q.
Briefly describe your current duties and responsibilities?
A.
As Vice President of Operations, I am responsible for directing the overall operation, maintenance, and engineering activities of Viking.

Q.
Briefly describe the purpose of your testimony in this proceeding.
A.
I am providing background on Viking’s proposed negative salvage allowance.  Viking has based this allowance on the Cost of Facilities Retirement study that was conducted by Mr. Hussein Sallak of Fluor Daniel Williams Brothers as part of Viking’s 1998 Rate Case proceeding (“RP98-290”).  Mr. Mark Mickelberg of Viking has updated the Cost of Facilities Retirement study based on facilities that Viking has added to its system since 1998.  Mr. Mickelberg’s update also applies an inflation factor based on the Producer Price Index.  The Cost of Facilities Retirement study is used by Mr. Edward Feinstein to develop Viking’s negative salvage rate.  The Prepared Direct Testimony of Mr. Mickelberg addresses the updating of the cost of retiring Viking’s facilities and the Prepared Direct Testimony of Mr. Feinstein addresses the calculation of the negative salvage rate.

Q.
Briefly discuss the negative salvage value that Viking has adopted.

A.
As Mr. Feinstein discusses in his Prepared Direct Testimony, Viking is proposing a negative salvage rate of 1 percent, for the pre-expansion transmission plant and a negative salvage rate of .10 percent for the 1999 expansion transmission plant (Rate Schedule FT-D service).  Viking is proposing a negative salvage rate of .89 percent on a rolled-in basis.  These rates are designed to recover, over the average remaining life, the $30,463,000 that Mr. Mickelberg found Viking would spend to retire its transmission facilities.  

Q.
Why is Viking proposing to adopt a negative salvage allowance at this time?

A.
In the past, net negative salvage could generally be ignored.  That is, it was assumed that gross salvage would equal the cost of retiring depreciated plant.  When this assumption is correct, the determination of depreciation is expedient and does not result in distortions to the accumulated reserve.  




In recent years, however, inflation has increased the costs of retiring depreciated plant to levels that exceed, by many times, the gross salvage value of the retired assets.  Accordingly, Viking is currently recovering a negative salvage allowance under the Settlement Agreement that resolved Viking's 1998 rate case. 

Viking believes that customers who currently benefit from Viking’s facilities should pay for a share of the costs that are incurred when Viking abandons those facilities.  Use of a negative salvage value is intended to spread these costs over the average remaining life so that no one group of customers is responsible for the costs incurred when Viking’s facilities are ultimately abandoned.

Q.
Briefly describe the assumptions underlying Mr.  Mickelberg’s testimony.
A.
In 1998, Viking authorized Mr. Sallak of Fluor Daniels Williams Brothers to conduct a retirement cost study based on partial removal of the pipeline.  This included the abandonment in place and sealing of the mainline and lateral pipeline, the removal of above-ground structures, and the filling with grout of all state and federal highways and railroad crossings.  As to the compressor and measuring stations and communication facilities, this includes removal of the equipment, the demolition of the remaining buildings, foundations and fencing, and the clean-up and restoration of the sites. 

In conducting the study, Mr. Sallak estimated the salvage value of pipeline, compressor units, towers and other equipment.  Mr. Sallak also factored in credits for the sale of land on which the compressor and measuring stations had been located.  These estimates are based on current prices for salvage and land.  Finally, Mr. Sallak included a cost contingency of fifteen percent. 

Mr. Mickelberg has updated the 1998 study performed by Mr. Sallak to include additional facilities that Viking has added to its system between 1998 and 2001.  These additional facilities include over 50 miles of 24-inch mainline, approximately 12 miles of lateral line, and seven new meter stations. The study was then updated based on the use of an inflation factor to adjust the costs to 2001 dollars. 

Mr. Mickelberg also addresses these updates in his Prepared Direct Testimony. 

Q.
Why did Viking adopt partial pipeline removal?
A.
Viking considered two different retirement methods:  partial pipeline removal and complete pipeline removal.  Complete pipeline removal requires that the entire line be dug up and removed.  It is more expensive than partial pipeline removal, involves a more lengthy process, and causes greater impact to landowners.  In light of these differences, Viking determined that the partial pipeline removal method is the more appropriate retirement method to use in terms of cost, time and environmental impact.

Q.
Briefly describe the basis for any other assumptions used in retirement cost study.

A.
Viking determined that it is most prudent to restore the compressor station and measuring station sites to the original land conditions.  This allows the property to be sold and used for similar purposes as the surrounding land.  Therefore, Viking directed Mr. Sallak to assume that the buildings, foundations, and equipment would be demolished and removed and that complete site restoration would then be performed.  Viking has directed Mr. Sallak to assume that Viking would be able to secure all requisite permits and approvals required for the retirement described above. 

Q.
Overall, how would you describe the retirement costs that Mr. Mickelberg arrived at through his study?
A.
Due to the adoption of the partial pipeline removal method rather than the complete pipeline removal method, I would describe Mr. Mickelberg’s estimate of retirement costs as extremely conservative.  Moreover, the study excludes costs that are too difficult to quantify, which in turn understates retirement costs.

Q.
Does this conclude your direct testimony?

A.
Yes, it does.
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