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Introduction and Qualifications

Q.
Please state your name and business address.
A.
My name is Alan R. Lovinger, and my business address is 1155 15th Street, N.W., Suite 400, Washington, D.C.  20005.

Q.
By whom are you employed and in what capacity?
A.
I am a Vice President with the firm of Brown, Williams, Moorhead & Quinn, Inc.

Q.
What are the services offered by the firm?
A.
The firm provides technical and policy assistance to the various segments of the natural gas, oil, and electric industries on business and regulatory matters.

Q.
Please briefly describe your 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, where I completed significant coursework in Accounting.  Prior to joining Brown, Williams, Moorhead & Quinn, I was employed by the Federal Energy Regulatory Commission (“FERC” or “Commission”) as a senior Accountant.  I was employed by FERC for twenty-five years, from 1966 to 1969 and from 1976 to 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 matters before the Commission.  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 Pensions.
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.
Did you provide testimony in proceedings before FERC while employed at FERC?
A.
Yes, I prepared testimony and exhibits in a number of proceedings while employed at FERC.  They are listed in Attachment A.

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

Purpose of Testimony
Q.
What is the purpose of your testimony?
A. 
The purpose of my testimony is to present and support the cost of service used by Chandeleur Pipe Line Company (“Chandeleur”) to develop transportation rates for services rendered on its natural gas pipeline system.
The cost of service analysis and related supporting schedules consists of the following Statements:

Statement A - Total Cost of Service

Statement B – Rate Base and Return Allowance

Statement C – Cost of Facilities

Statement D – Accumulated Provisions for Depreciation and Amortization

Statement E – Working Capital

Statement F - Capital Structure and Cost of Capital

Statement H - Operation and Maintenance Expenses
Statement H–2 - Depreciation and Amortization Expense

Statement H-3 - Income Tax Allowance

Statement H-4 – Taxes Other than Income Taxes

Statement I – Miscellaneous Schedules
Q.
Please support the test year used by Applicants in this proceeding.
A.
In general, the “test year” concept refers to the analysis of costs and revenues, for a base period consisting of a consecutive 12-month period followed by a 9-month adjustment period.  The costs and revenue considered in this 21-month period is used as a basis for the purpose of establishing just and reasonable rates.  Chandeleur‘s Base Period uses actual data for the twelve-months ending June 30, 2003.  The base period data has been taken directly from the books of Chandeleur, which have been maintained in conformity with the Commission’s Uniform System of Accounts.  In some instances certain costs have been reflected in the cost of service as appropriate based on allocations from Chandeleur’s parent, Chevron Pipeline (“CPL”).  As discussed in more detail below, all allocations were performed using methods supported by clear Commission precedent.  The Test Period incorporates adjustments to the Base Period that are known and measurable with reasonable accuracy and will occur during the 9-months following the end of the Base Period, or by March 30, 2004.

Cost of Service
Q.
Identify the total jurisdictional cost of service in this proceeding as shown on Statement A and provide an overall view of what the statement includes.
A.
The total jurisdictional cost of service in this proceeding is $5,972,623 shown on Statement A, column (c), line 7.  Statement A summarizes the cost components included in the cost of service for the Test Period.  The components of the cost of service are developed in the other attached statements submitted in the exhibit.  The reference column identifies the other statements that provide the necessary support for the indicated line items.

Q.
Are you responsible for all components of the cost of service study?
A.
I am responsible for all components of the cost of service study except capital structure, cost of capital, and depreciation and negative salvage rates.  The capital structure and the cost of debt were taken directly from the capital structure supported in the Direct Testimony of Chandeleur’s witness Raymond Cassidy.  The depreciation and negative salvage rates are supported in the Direct Testimony of Chandeleur’s witness Edward Feinstein.
Rate Base

Q.
Will you please explain Statement B.
A.
This statement summarizes Chandeleur’s overall rate base.  Details of items included in rate base are shown in statements identified in the reference column.  Line 8 shows the claimed overall return on rate base.  

Q.
How did you develop the cost of net plant used to compute the rate base shown on Statement B?
A.
Statement C summarizes the cost of gas plant.  The cost of plant is based upon actual book amounts recorded by Chandeleur and by its parent on behalf of Chandeleur and other affiliates.  The investment in plant reflects those amounts booked at the end of the Base Period adjusted to reflect known and measurable changes that will occur during the 9-month Adjustment Period.  Statement D summarizes the accumulated provision for depreciation and amortization adjusted through the end of the Test Period.
Q.
You state that Schedules C and D reflect certain costs of plant held by Chandeleur’s parent, Chevron Pipeline (“CPL”), on behalf of Chandeleur.  Please explain.
A.
CPL maintains general plant and equipment for use by a number of affiliates.   CPL does not formally allocate the costs of ownership or maintaining the facilities to its affiliates. Consequently, because Chandeleur’s books do not reflect the cost of owning and maintaining general plant and equipment on its books, an allocation of such costs were reflected in the cost of service model.  The allocation was based on a plant investment ratio based on CPL Plant of $561.6 million and Chandeleur’s plant of $24.5 million, or 4.36%.
Q.
Continue with your explanation of Statement B.

A.
The working capital on line 4 is supported on Statement E and is made up primarily of prepayments and materials and supplies that are recorded on CPL’s books on behalf of Chandeleur.  An allocation was made utilizing the Modified Massachusetts formula.  The Modified Massachusetts Formula allocates costs on the basis of a three legged ratio consisting of plant, revenue and labor, and was used/approved by the Commission in Opinion 444, 32 FPC 993, @ 1022.  The balance of accumulated deferred income tax (“ADIT”) is reflected on line 6.  Chandeleur maintains its books in accordance with FERC’s policy of full normalization, and its provision for ADIT represents full recognition of book/tax timing differences.  The net rate base is reflected on line 7, and after multiplying the overall rate of return of 10.5% reflects a return allowance of $748,598 on line 8.

Q.
Please describe Schedules C and D.
A.
Schedule C is a summary of the total plant that will be expected to be in service by the end of the Test Period, March 30, 2004.   Schedule C-1 provides a detailed description of plant in service.  Office furniture, transportation equipment and communication equipment listed under the heading General Plant represents an allocation from CPL. The plant investment ratio was used here as well.  Chandeleur projects that the close out of CWIP and new plant additions both to general and transmission plant will increase plant by $431,202.
Statement D reflects the accumulated additions to the provisions for accumulated depreciation and amortization through the end of the Base Period and the reductions to the provision for depreciation due to the retirement of plant.  The Test Period adjustments reflect a projection of accumulated amortization and depreciation through March 30, 2004.
Operation and Maintenance Expense

Q. 
Please describe Schedule H.

A.
Schedule H-1 presents the operation and maintenance expenses for the twelve months of the Base Period followed by a column labeled Test Period adjustments.  Schedule H-1(1)(a) reflects the same data for labor costs.  Test Period adjustments for labor costs reflect the Base Period labor numbers increased by a 2.4% to reflect a scheduled increase to become effective on January 1, 2004.  Outside Services, Account No. 923 includes overhead costs allocated by CPL to Chandeleur.  The allocations are consistent with FERC policy in that costs that can be directly assigned are directly assigned, and only those costs that cannot be directly assigned are allocated using the previously-mentioned Modified Massachusetts Formula.    The Test Period adjustment for outside services was based on projected budgeted cost increases and consulting services with regard to increasing delivery alternatives from the existing Chandeleur system through acquisition of the existing Mobile Area Gathering System ("MAGS") facilities. The projected cost for both budgeted cost increases and additional consulting services is $366,425
The cost for property insurance of $320,000 includes the premiums for both self-insurance and payments for risk polices.  This cost is the result of an allocation from CPL.  The Test Period adjustment for regulatory commission expense represents an amortization of the cost of outside help including rate consultants, attorneys and engineers assisting in the preparation of the rate filing and the projected costs for assisting in settlement negotiations, interrogatories, hearings and various filings before FERC.
Depreciation and Amortization

Q.
Please describe Statement H-2.

A.
Statement H-2 calculates a comparison of depreciation, negative salvage and amortization expenses using the existing rates and those rates supported by Chandeleur’s witness Edward Feinstein.  The plant numbers are end of Test Period, and general plant, as described above, is an allocation from CPL.  The depreciation rates used for general plant conform to the rates used by CPL.

Federal and State Income Taxes

Q.
Please continue by describing Statement H-3.
A.
Statement H-3 shows the computation of the Federal and State income tax allowance included in the cost of service.  The income tax allowance is based on the equity portion of the return allowance and is computed using a blended state and Federal corporate composite income tax rate of 38.55%.
Taxes Other Than income Taxes
Q.
Please describe Statement H-4.

A.
This schedule shows ad valorem and franchise taxes for the applicable states in which Chandeleur operates.  All payroll taxes are included in H-2 labor numbers as part of the labor-loading factor.
Statement I

Q.
Please explain why Chandeleur is not filing Statement I.

A.
The Chandeleur pipeline system consists of one function that is not zoned.  Further, all costs are classified as fixed costs.  Chandeleur has no compression, thus costs that the Commission generally classifies as variable do not apply to Chandeleur.  See Schedule I-2.  Thus, all cost detail that is needed for the computation of rates on Statement J can be taken directly from Statement A.
Q.
Does that conclude your testimony?

A.
Yes.

