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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 various segments of the natural gas and oil industries on business and regulatory matters, including natural gas ratemaking, and also offers technical and policy assistance in electric matters. 

Q.
Please briefly describe your background and training.
A.
I graduated from Bryant University 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 (Commission) as a senior Accountant 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 before the Commission on accounting and Accounting-related policy matters as well as on cost-of-service matters.  I also 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 Commission while employed there?
A.
Yes, I prepared testimony and exhibits in a number of proceedings while employed at Commission.  They are listed in Exhibit No. TU-2 (Lovinger).

Q.
Have you submitted testimony before the Commission in your current capacity?
A.
Yes, these submissions, too, are listed in Exhibit No. TU-2 (Lovinger).

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 Trans-Union Interstate Pipeline, L.P. (“Trans-Union”) to develop transportation rates for services rendered on its natural gas pipeline system.  


The cost-of-service analysis and related supporting schedules are identified as Exhibit No. TU-3 (Lovinger).   The cost-of-service study consists of the following Schedules:

Schedule A - Total Cost-of-Service

Schedule B – Rate Base and Return Allowance

Schedule F - Capital Structure and Cost of Capital

Schedule H - Operation and Maintenance Expenses

Schedule H-2 – Depreciation Expense

Schedule H-3 – Income Tax Allowance

Schedule H-4 – Taxes Other than Income Taxes

Schedule J – Rates Schedule

Q.
Please summarize the results of your cost-of-service analysis.
A.
My cost-of-service analysis indicates a total cost-of-service of $8,688,020 and results in an all-inclusive firm transportation rate of $ 1.6455/MMBtu, and an interruptible transportation rate of $0.0541/MMBtu.  These rates represent a rate decrease from the currently effective rates of $1.8324/MMBtu for the reservation rate and $0.0602/MMBtu for the daily interruptible rate.

Q.
Please provide a brief background of the Trans-Union System.

A.
On July 26, 2000, in Docket No. CP00-47, the Commission granted Trans-Union Natural Gas Act section 7(c) certificate authorization to construct and operate a 41.7 mile, 30‑inch pipe with a capacity of 444,000 MMBtu/day, extending from a interconnection with Texas Gas Transmission, LLC to an interconnection near El Dorado, Arkansas with a gas-fired 2,700 megawatt electric power generation facility owned by Trans-Union’s affiliate, Union Power Partners, L.P. (“Union Power”).  104 FERC ¶ 61,315 (2000) (“Certificate Order”). To date, Union Power has been Trans-Union’s sole shipper.  Entegra Power Group, LLC is Trans-Union’s and Union Power Partner’s ultimate parent. The Certificate Order found that Trans-Union’s initial rates complied with Sections 284.7(e) and 284.10 of the Commission’s regulations and, therefore, approved initial rates of $1.8324 for firm transportation and $0.0602 for interruptible transportation.  However, the Commission required Trans-Union to justify these initial rates based on its actual operations three years from the date of initial service.  The instant restatement of its initial rates represents Trans-Union’s compliance with the Certificate Order.

Q.
Please support the test year used by Trans-Union 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.  Trans-Union‘s Base Period uses actual data for the twelve-months ending October 31, 2005.  The base period data has been taken from the books of Trans-Union.  In some instances certain costs have been reflected in Exhibit No. TU-3 (Lovinger) as appropriate based on allocations from Trans-Union’s affiliate, Union Power.  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 July 31, 2006.

Cost-of-Service 

Q.
Identify the total jurisdictional cost-of-service in this proceeding as shown on Schedule A of Exhibit No. TU-3 (Lovinger) and provide an overall view of what the Schedule includes.
A.
The total jurisdictional cost-of-service in this proceeding is $8,688,020 as shown on Schedule A, column (c), line 6.  Schedule 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 Schedules submitted in the exhibit.  The reference column identifies the other Schedules 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 and cost of capital.  The capital structure and the cost of debt were taken directly from the capital structure supported in the Direct Testimony of Trans-Union’s witness Raymond Cassidy.  
Rate Base

Q.
Will you please explain Schedule B.
A.
This Schedule summarizes Trans-Union’s overall rate base.  Details of items included in rate base are shown in Schedules 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 Schedule B?
A.
The cost of plant is based upon actual book amounts recorded by Trans-Union as is the accumulated depreciation.  The cost of net plant represents the actual construction costs incurred by Trans-Union in constructing its pipeline facilities, which costs were reported to the Commission in Docket No. CP00-47-000 on October 2, 2003, reduced by accumulated depreciation.  The Test Period depreciation was projected through the end of the Test Period July 31, 2006 as reflected in the computation on Schedule H-2.   

Q.
Continue with your explanation of Schedule B.

A.
The working capital on line 4 represents a composite of several prepayments and a portion of materials and supplies that are recorded on Union Power’s books on behalf of Trans-Union.  The balance of accumulated deferred income tax (“ADIT”) is reflected on line 5.  The computation of the amount of ADIT reflected on line 5 was prepared in accordance with the Commission’s policy of full normalization and its provision for ADIT represents full recognition of book/tax timing differences.  Page 2 of Schedule B begins the computation of ADIT on January 1, 2005 rather than Trans-Union’s in service date.  The assets of Trans-Union were sold on January 1, 2005, thus the amount of ADIT was reduced to zero on the date of the sale.  The net rate base is reflected on line 6 and after multiplying the overall return allowance of 9.77% reflects a return allowance of $3,519, 453 on line 8.

Q.
Please describe Schedule F.

A.
Schedule F reflects the proposed capitalization that includes both the cost of debt and the cost of equity.  Trans-Union’s witness Cassidy will be supporting Schedule F.

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.  Administrative and General (“A&G”) - Salaries, Account No. 920 includes overhead costs allocated by Union Power to Trans-Union. The allocations of A&G are consistent with Commission policy, that is, costs that can be directly assigned are made, and only those costs that cannot be directly assigned are allocated using the Modified Massachusetts Formula (“MMF”).  The MMF allocates overhead costs based on the average of three ratios – (1) the ratio of the pipeline’s direct labor costs to the consolidated group’s direct labor costs; (2) the pipeline’s gross plant amounts to the consolidated group’s gross plant amounts and (3) the pipeline’s net revenues to the consolidated group’s net revenues.  See Enbridge Pipelines (KPC), Docket No. RP99-485-002, 102 FERC ¶ 61,304, p 61,973 n.6 (2003).
Q.
Have you prepared a worksheet that supports the MMF computation of the $1,203,378 allocated to Trans-Union as reflected in Account No. 920?

A.
Yes, the worksheet follows Schedule H and is titled “Worksheet No. 1” which supports the $1,203,378.

Q.
Please provide an explanation of Worksheet No. 1.

A.
The worksheet begins with a ratio of Trans-Union’s revenue, labor and plant investment to the consolidated revenue, labor and plant investment of Trans-Union’s parent.  The average of Trans-Union’s three legs is 5.61%.  The worksheet further reflects the consolidated G&A expenses for Union Power in the amount of $21.4 million.  Multiplying the 5.61% times the $21.4 million produces $1.2 million for Trans-Union’s applicable share.
Q.
Please continue describing Schedule H.
A.
The Test Period adjustment for Regulatory Commission expense was based on cost incurred to date and costs to be incurred prior to the end of the test period for rate consultants and legal services in the assistance in preparing the instant rate filing.  In addition, further legal expenses will be incurred by Trans-Union for the remainder of this proceeding and in preparing the open access tariff submitted with this rate case.  Additionally, expenditures will also be incurred for a consultant that is reviewing compliance with the Department of Transportation regulations.   



The Test Period adjustment for pipeline maintenance expense, Account No. 863, is due to costs Trans-Union will incur in the test period to be in compliance with the Pipeline Safety Act of 2004 and includes the yearly fee paid to Department of Transportation.  Further, certain maintenance projects are needed to maintain reliable service on the pipeline system.  Such maintenance is currently underway.  Trans-Union expects such maintenance to continue in the foreseeable future.



The final adjustment is to recognize the Commission’s ACA charge in the amount of $47,113, which was calculated by multiplying the latest Commission ACA charge by Trans-Union’s annual throughput.  Trans-Union has not previously had a tariff sheet on file with the Commission authorizing it to collect these costs.  Trans-Union will file concurrently with this rate case an open access tariff that among other things will seek to collect such costs.   
Depreciation 

Q.
Please describe the computation of depreciation cost as reflected on Schedule H-2.

A.
The depreciation expense is computed by multiplying the Commission- authorized depreciation rate of 3.3% approved in Docket No. CP01-37 by the plant investment as reflected on Schedule B, line 1.  Schedule H-2 also reflects the computation of accumulated depreciation through the end of the test period.
Federal and State Income Taxes

Q. 
Please continue by describing Schedule H-3 of your Exhibit No. TU-3.
A.
Schedule 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 the Federal corporate composite income tax rate of 40.46%.  The composite tax rate of 40.46% converts to a gross-up rate (generally referred to as the “tax-on-tax” rate) of 67.954%.   The gross-up of the tax rate is necessary because both the equity return and tax allowances are taxable.  Thus, the tax allowance must be significant enough to cover the applicable federal and state income taxes so that the utility, after paying its tax obligation, is able to clear its allowed equity return.  The formula for calculating the gross-up tax rate is:



Gross-up Tax Rate = Composite Tax Rate/(1-Composite Tax Rate) 
Q.
Is Trans-Union a taxpaying entity and if not explain why it is entitled to an income tax allowance?

A.
Although Trans-Union is a limited partnership its ultimate owners are taxpaying corporate entities.  As a limited partnership, Trans-Union’s taxable income or loss is distributed up its ownership chart and is ultimately recognized in the taxable returns of its corporate owners.  Trans-Union and its affiliated owners went through a reorganization in 2004 that was finalized on January 1, 2005.  As a result, the affiliate group is now owned by its former debt holders that consist of 35 banking institutions.  The Commission Policy Statement in Docket No. PL05-5-000, issued in May 2005, provides for a corporate tax allowance in instances where a limited partnership’s owners are taxable corporate entities.  
Taxes Other Than Income Taxes
Q.
Please describe Schedule H-4.

A.
This schedule shows ad valorem, payroll and unemployment taxes for the applicable states in which Trans-Union operates.   

Schedule J

Q.
Please explain the computation of rates on Schedule J.

A.
The Trans-Union system consists of a transmission function that is not zoned.  Further, all costs are classified as fixed therefore there is no need to classify costs between fixed and variable.  The designed capacity of 440,000 MMBtu was approved in Trans-Union’s certificate filing CP01-37.  To be consistent with the Commission’s policy and its order in Docket No. CP01-37, the computation of rates on Schedule J has been computed using Trans-Union’s total design capacity.  Further, the design of the interruptible rate is based on 100% load factor of the FT rate.  Based on the cost of service of $8,688,020, the monthly reservation rate is $1.6455/MMBtu and the daily interruptible rate is $0.0541/MMBtu.  
Q.
Does that conclude your testimony?
A.
Yes.
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I, Alan R. Lovinger, being duly sworn, states that he is the Alan R. Lovinger whose prepared direct testimony in the above-captioned proceeding accompanies this Affidavit.

Alan R. Lovinger further states that such testimony is a true and accurate statement of his answers to the questions contained therein and that he does adopt those answers as his sworn testimony in this proceeding.

_____________________________

Alan R. Lovinger 

Subscribed and sworn to before me

this ______ day of September 2005.

_____________________________

Notary Public

My Commission expires:  ________

