1

Docket No. RP06-___


Statement P


Exhibit No. T-12

Page 1 of 29

UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Transcontinental Gas Pipe Line Corporation             Docket No. RP06-___
PREPARED DIRECT TESTIMONY

OF

CHARLOTTE HUTSON
Q.
Please state your name, current position, and business address.

A.
My name is Charlotte Hutson. I am Manager of Rates for Transcontinental Gas Pipe Line Corporation (“Transco”). My business address is 2800 Post Oak Boulevard, Houston, Texas 77056.

Q.
Please summarize your education and professional background.
A.
In May 1985, I graduated from the University of St. Thomas with a Bachelor of Business Administration Degree in Accounting. In July 1985, I accepted a position with Transco as a Gas Accountant.  In May 1987, I was promoted to Accounting Supervisor.  In April 1992, I became Supervisor of Gas Scheduling, and was promoted to Manager of Gas Scheduling in December 1994.  In February 1996, I became Manager of Cost of Service.  I attained my current position in May 1999.

Q.
Please outline your current responsibilities with Transco.

A.
My current responsibilities involve supervising the preparation of studies and reports concerning Transco’s cost of service and rate design contained in rate and tariff filings with the Federal Energy Regulatory Commission (“FERC” or “Commission”).
Q.
Have you previously submitted testimony before the Commission?

A.
Yes.  I submitted testimony on cost of service issues in Transco’s general rate proceedings in Docket Nos. RP97-71 and RP01-245. I also submitted testimony on cost of service issues in Pine Needle Operating Company, LLC’s general rate proceedings in Docket Nos. RP02-407 and RP06-336.
Q.
What is the purpose of your testimony in this proceeding?

A.
The purpose of my testimony is to support Transco’s cost of service and rate base used in its rate filing in this docket. My testimony also supports Transco’s refunctionalization of certain production area facilities from transmission to gathering for rate and accounting purposes. 
Q.
Are you sponsoring any of the statements, schedules or other portions of Transco’s rate filing?

A.
Yes. I am sponsoring the following statements, schedules and exhibits:

ITEM   



DESCRIPTION                  
Statement A


Overall Cost of Service

Statement B


Rate Base and Return

Statement C


Cost of Plant
Schedule C-1


Detailed Plant Accounts
Schedule C-2


Estimated Additions to Gas Plant in Service
Schedule C-3


Storage Projects for Base and Test Period
Schedule C-5


Gas Utility Plant not rendering service

Statement D


Accumulated Provision for Depreciation and Amortization

Schedule D-1


Depreciation Reserve Not Approved by the Commission

Statement E


Working Capital

Schedule E-1


Cash Working Capital Claimed

Schedule E-2


Materials, Supplies, and Prepayments

Schedule E-3


Natural Gas Stored Quantity and Cost
Statement G-5, Part 5

Summary of Other Revenues

Schedule G-5


Summary of Other Revenues
Schedule G-6


Miscellaneous Revenues
Statement H-1


Operation and Maintenance Expenses

Schedule H-1(1)

Expenses Associated with Accounts 810, 811, and 812

Schedule H-1(1)(a)

Labor Costs

Schedule H-1(1)(b)

Materials and Other Charges

Schedule H-1(1)(c)

Quantities Applicable to Accounts 810, 811, and 812

Schedule H-1(2)(a)

Fuel Use or Gas Losses – Account 823
Schedule H-1(2)(b)

Advertising Expenses - Accounts 913 and 930.1
Schedule H-1(2)(c)

Office Supplies and Expenses - Account 921
Schedule H-1(2)(d)

Administrative Expenses Transferred (Credit) - Account 922
Schedule H-1(2)(e)

Outside Services Employed - Account 923
Schedule H-1(2)(f)

Employee Pensions and Benefits - Account 926
Schedule H-1(2)(g)

Regulatory Commission Expenses - Account 928
Schedule H-1(2)(h)

Duplicate Charges (Credit) - Account 929
Schedule H-1(2)(i)

Miscellaneous General Expenses - Account 930.2
Schedule H-1(2)(j)

Intercompany and Interdepartmental Transactions

Schedule H-1(2)(k)

Lease Payments

Statement H-2, Part 1

Depreciation, Amortization, and Negative Salvage Expenses

Statement H-2, Part 2

Asset Retirement Obligation Expense

Schedule H-2(1)

Reconciliation of Depreciable Plant
Statement H-3


Allowance for Income Taxes

Statement H-4
Taxes Other than Income Taxes

Schedule H-4


Ad Valorem Tax Worksheet
Statement L


Balance Sheet
Statement M


Income Statement

Statement O


Description of Company Operations

Exhibit T-13


Hester Cost of Service and Rate Base

Exhibit T-14


Transmission Facilities Reclassified as Gathering

Exhibit T-15


Map of Refunctionalized Facilities
Q. 
What base and test period have been used in preparing Transco’s rate filing?
A. The test period in Transco’s rate filing consists of a base period of the twelve months ended May 31, 2006, adjusted for changes which are known and measurable with reasonable accuracy and which will become effective within nine months thereafter, i.e., by February 28, 2007.  Base period data has been taken from Transco’s books and records, which are maintained in conformity with the Uniform System of Accounts prescribed by the Commission.

Q.
Were the exhibits, statements, and supporting schedules you are sponsoring prepared by you or under your supervision?

A.
Yes, and all statements and schedules to which I am testifying are incorporated herein by reference.

Accounting Changes
Q.
What recent changes in accounting rules require adjustments in this rate proceeding?
A.
Accounting changes for employee stock option compensation, asset retirement obligations and pipeline assessment costs have created the need to make adjustments.

Q.
How have the rules regulating the accounting for stock options compensation changed?

A.
In December 2004, the Financial Accounting Standards Board (“FASB”) issued Financial Accounting Standard (FAS) No. 123(R) - Share-Based Payments, which requires compensation costs for all share-based awards (including grants of stock options) to employees to be recognized in the Statement of Income based on their fair values. FAS No. 123 (R) was implemented by Transco on January 1, 2006.

Q.
Please describe the changes to the accounting rules governing asset retirement obligations.
A.
In March 2005, FASB issued its Interpretation 47, “Accounting for Conditional Asset Retirement Obligations – an Interpretation of FASB Statement No. 143” (“Accounting Standard”). The Accounting Standard clarified that an asset retirement obligation (“ARO”) arises from a legal obligation to perform an asset retirement activity even if the timing of the retirement is not known. Transco adopted the Accounting Standard requirements in December 2005, estimating future legal retirement obligations for certain assets.
Section 154.315 of the Commission’s regulations addresses a natural gas company’s rate case filing requirements related to ARO’s. The company may seek to recover non-rate base costs related to ARO’s, but all ARO cost components that would impact the calculation of rate base, such as gas plant and related accumulated depreciation and accumulated deferred income taxes, must be removed from the rate base calculation. Transco’s instant filing complies with Section 154.315 of the Commission’s regulations and the Accounting Standard.
Q.
What changes have been initiated with respect to the Pipeline Safety Improvement Act of 2002?

A.
Following the enactment of the Pipeline Safety Improvement Act of 2002 and the Department of Transportation’s resulting requirement that all pipelines implement an integrity management program, the Commission issued its Order on Accounting for Pipeline Assessment Costs, 111 FERC ¶ 61,501 (2005).  Starting January 1, 2006, this order requires that costs incurred in preparing instructions for operations and maintenance activities, costs incurred to identify high consequence areas, costs incurred to maintain a record-keeping system, and costs incurred to inspect, test and report on the condition of plant to determine the need for repairs or replacements are to be charged to maintenance expense in the period the costs are incurred.  Prior to this order, Transco capitalized virtually all of these costs.  The Commission allowed amounts that were capitalized prior to January 1, 2006 to remain capitalized.


Cost of Service

Q. Please describe Transco’s overall cost of service, shown on Statement A.

A.
Statement A, consisting of a single page, summarizes the items included in Transco’s overall cost of service for the base period, as adjusted, totaling $1,131,526,068 (Line 9).  The cost of service consists of operation and maintenance expenses (“O&M”), depreciation, depletion and amortization of gas plant in service, ARO expense, income and other taxes, revenue credits, and an 11.45 percent overall (after-tax) return on test period rate base. The $312,332,348 shown on Line 1 reflects the total O&M expenses, as shown on Statement H-1, Part 1, Line 130. The total depreciation, amortization and negative net salvage expense of $232,378,060 is shown on Statement H-2, Part 1, Line 37. The ARO expense of $31,499,689 is detailed on Statement H-2, Part 2, and further supported in the testimony of Transco’s witness Mr. Edward H. Feinstein. Income and other taxes included on Statement A are detailed in Statements H-3 and H-4, and amounts shown for return, $337,834,832 (Line 7), and revenue credits ($7,012,525) (Line 8), are detailed on Statements B and G-5, respectively.
Q.
Included in your cost of service is an adjustment to remove the cost of service related to Transco’s operation and ownership of the Hester Storage Field. What is the basis for this adjustment?
A.
Transco is in the process of pursuing the necessary authorizations to abandon the Hester Storage Field (“Hester”). Thus, included in Transco’s cost of service is an adjustment to remove the cost of service associated with Hester. The anticipated date for receiving the necessary authorizations to abandon Hester is subsequent to the end of the test period in this proceeding. However, because the field is not currently operational, Transco is removing the test period Hester cost of service from its rates. A schedule detailing the total Hester cost of service adjustment of ($2,860,992) is shown on my Exhibit No. T-13. 
Q.
Are any Hester-related costs included in Transco’s cost of service?

A.
Only Transco’s ARO expense for the Hester facilities, in the amount of $2,648,014, is included in the cost of service. Mr. Feinstein’s testimony supports the ARO, which is calculated based on the estimated cost and timeline for the abandonment and removal of the Hester facilities.

Rate Base

Q.
Please describe Statement B, Rate Base.

A.
Statement B summarizes the various items making up Transco’s test period rate base of $2,950,522,548 and presents the overall return on the rate base computed at 11.45 percent. The test period rate base includes total plant reduced by the accumulated provision for depreciation, depletion and amortization, working capital, and accumulated deferred income taxes. The various items comprising Transco’s rate base are adjusted to remove the ARO amounts recorded in Transco’s FERC Accounts 101, 108, 190, 282 and 283. The resulting balances are supported by the statements and schedules identified in the reference column of Statement B. Support for the accumulated deferred income taxes, shown on Statement B-1, is found in the testimony of Transco witness Mr. Thomas M. Kelley, while the overall rate of return, shown on Statement F, is supported in the testimony of Transco witnesses Dr. Charles E. Olson and Mr. Frank J. Ferazzi.
Q.
Please describe Schedule B-2, Regulatory Assets and Liabilities. 
A.
Schedule B-2, which Mr. Kelley also supports, reflects the regulatory asset related to the equity component of Allowance for Funds Used During Construction (“AFUDC”) that resulted from the requirements of the Statement of Financial Accounting Standards 109.  The applicable deferred taxes are subtracted from the regulatory asset and the net amount is included in rate base via a reduction in accumulated deferred income taxes, as shown on Schedule B-1, Line 241.
Q.
Please describe the contents of Statement C and its supporting schedules.

A.
Statement C provides a summary of the cost of plant. The total cost of plant of $7,177,292,298, as shown on Statement B (Line 5), includes the plant items detailed on Statement C of $7,215,725,451 (Line 12), excluding Construction Work in Progress of $38,433,153 (Line 11). The cost of plant is based upon the actual cost of plant as of May 31, 2006, adjusted for the additions and retirements that Transco expects to be complete within nine months after the end of the base period.  The net additions for the nine-month period subsequent to May 31, 2006, total $192,103,686 and such amount represents the composite of the plant additions, reductions and transfers shown in the columns labeled “Adjustments” and “Eliminations.”


Schedule C-1, Part 1, details by FERC account the base period plant shown on Statement C, as adjusted for test period additions and retirements. Besides the test period additions and retirements, Transco is including two adjustments to plant in service: (1) the refunctionalization of certain facilities between FERC accounts, and (2) the removal of ARO balances from the plant accounts.

As discussed more fully later in my testimony, Transco is making an adjustment to refunctionalize certain facilities with an original cost of $253,829,965 from “Transmission Plant” accounts to “Production Plant” accounts, consistent with the Commission’s determinations in Docket Nos. CP01-32-000, 96 FERC ¶ 61,115 (2001); CP01-104-000, 96 FERC ¶ 61,118 (2001); and CP01-369-000, 96 FERC ¶ 61,246 (2001).  This adjustment, which nets to zero, is included in the column labeled “Refunctionalization.”  Further details regarding the refunctionalized facilities are shown on Schedule C-1, Part 2.
Transco’s adjustment to remove ARO amounts recorded in its gas plant related accounts is being made in compliance with Section 154.315 of the FERC regulations. Specifically, the requirement that all cost components related to asset retirement obligations that would impact the calculation of rate base, such as gas plant and related accumulated depreciation and accumulated deferred income taxes, may not be reflected in rates and must be removed from the rate base calculation.


Schedule C-2, which consists of two parts, lists work orders included in FERC Account 107, “Construction Work in Progress,” and FERC Account 106, “Completed Construction, Not Classified,” that are included in Transco’s rate base.  The work orders included in Schedule C-2 are projected to be closed to plant in service during the nine-month period subsequent to the end of the base period.  This schedule provides a description, project identification number, docket number (if applicable), and amount for each project.  Certain significant categories of capital expenditures detailed in Schedule C-2 include environmental and safety costs, such as costs associated with compliance with the Clean Air Act, pipeline replacements, and computer software testing, enhancement and development costs.


Schedule C-3 presents details for each storage field owned, the costs of which are included in FERC Account 101 – Gas Plant in Service, per Schedule C-1, Lines 40 and 50. Schedule C-3 shows the storage injections, withdrawals, base and top gas quantities by field for each month in the base period, and as adjusted, through the end of the test period.
Q.
Are any notable adjustments to Transco’s base gas reflected in the test period storage costs shown on Schedule C-3?

A.
Yes. There are two notable adjustments to Transco’s base gas balance. First, Transco is removing the base gas in the Hester Storage field from Transco’s rate base. The Hester base gas adjustment removes 11,929,728 dekatherms (“Dts”) of base gas valued at $2,976,131.
Second, Transco is adjusting the Washington Storage Service (“WSS”) base gas balance by 1,710,903 Dts, valued at $17,795,102, to reflect the anticipated replacement of base gas that was sold to a WSS-Open Access shipper during the base period. The base gas replacement complies with Section 8 of Rate Schedule WSS-Open Access in Transco’s FERC gas tariff, which permits certain WSS-Open Access shippers to purchase base gas when those shippers no longer receive service from the Washington Storage Field and requires Transco to maintain sufficient base gas to support total top gas capacity entitlements of its WSS customers. Transco projects that this replacement will occur during the test period at a projected cost equivalent to the August 4, 2006 Henry Hub gas futures settlement price for the month of December 2006.
Q.
What is contained in Statement D? 
A.
Statement D, consisting of three parts, reflects the amount of accumulated depreciation, depletion and amortization as of the beginning of the base period, the additions and reductions during the base period, and the resulting test period amounts, which reflect additional accumulated depreciation and amortization for the period June 1, 2006 through February 28, 2007. Further, Statement D reflects adjustments to: (1) refunctionalize the accumulated reserve associated with assets that are being moved from Transmission Plant to Production Plant FERC accounts; (2) remove the accumulated reserve associated with the Hester storage and transmission assets; (3) remove the ARO amount recorded in FERC Account 108; (4) remove the accumulated reserve associated with Gas Plant Held for Future Use; and (5) remove the negative salvage accumulated reserve balance. Transco is removing the negative salvage reserve balance, adjusted for test period additions, because the balance is included as a reduction in the calculation of ARO expense.  The test period balance of $3,762,090,737 for accumulated provision for depreciation shown on Statement D, Part 1, Line 22, is included in the calculation of Rate Base (Statement B, Line 6). 


Statement D, Part 2, supports the test period accumulated reserve for depreciation. Transco’s depreciable base at the end of the base period, adjusted for estimated additions, is $6,916,895,296. The test period accumulated reserve for depreciation of $125,220,464 is calculated using the depreciation rates contained in Appendix B to the Stipulation and Agreement in Docket No. RP01-245.


Statement D, Part 3, supports the test period balance in FERC Account 108 – Retirement Work in Progress. The amount of $12,277,978 is the estimated cost to remove certain facilities during the test period. 
Q.
Please explain the contents of Schedule D-1.

A.
Schedule D-1 shows the depreciation reserve book balance applicable to that portion of the depreciation rate that is not yet approved by the Commission. As shown on Schedule D-1, Transco has included in the instant filing a 10-year life of lease depreciation rate for leasehold improvements to its Houston office facilities. The previous depreciation rate for the Houston office of 5% was based on a 20-year lease, which expired in 2004. Transco has entered into a new, 10-year lease of space in its Houston office building, and in order to account for recent improvements to its office space, Transco depreciates the leasehold improvements over the life of the new lease agreement. Transco’s witness Mr. Feinstein supports the current 10% depreciation rate for leasehold improvements, and further supports depreciation of future leasehold improvements over the remaining life of Transco’s lease. 
Q.
Please describe the contents of Statement E and Schedules E-1 through E-3. 
A. Statement E details the components of the working capital.  The test period amount of $89,542,358 is shown in Statement B as a part of rate base.  Statement E shows these components in summary form, the supporting details of which are set out in Schedules E-2 and E-3.  As stated on Schedule E-1, Transco is not claiming an allowance for cash working capital in the instant proceeding.



Schedule E-2, Part 1, shows the amounts claimed in working capital for materials and supplies, non-gas prepayments, and fuel stock for the 13 months ended May 31, 2006.  The adjusted 13-month average balance computed for each of these working capital accounts is recorded as part of the Working Capital presented on Statement E. Schedule E-2, Part 2, further details the test period adjustment to working capital due to anticipated increases in prepaid insurance costs. This adjustment reflects anticipated increases in Transco’s insurance premiums as a consequence of the catastrophic hurricanes that impacted the Gulf Coast region in 2005.


Schedule E-3 shows the actual and adjusted natural gas stored current for the base period and the test period, showing the monthly injections, withdrawals and balance of gas quantities and the amounts associated with such balances.



Schedule E-3, Page 4, details the calculation of the 13-month average projected working capital balance related to the Eminence-System Flexibility Account (working gas). The beginning balance, shown on Line 60, reflects the actual balance in the Eminence working gas as of December 2005.  The test period level is calculated by adjusting the beginning balance to reflect a full inventory level for the 60% of Eminence capacity that is currently dedicated to Emergency Eminence Storage Service under Rate Schedule FT.  The Eminence test period working gas additions for the months of January and February 2006 are priced at the weighted average cost of gas for the base period. 


Consistent with Transco’s elimination of all costs associated with the Hester Storage Field from the rates filed in this proceeding, Transco has removed the cost of the working gas associated with the Hester Storage Field. The adjustment of ($54,998) shown on Line 96 of Schedule E-3 reflects the removal of the Hester Storage Field top gas.


The 13-month average base period balance in working capital related to Transco’s Liquefied Natural Gas (“LNG”) Account is $749,005. The LNG tanks were at an appropriate level at the end of the base period, so no test period adjustment is necessary, other than the use of the 13-month base period average. The total investment for LNG is required because the withdrawals are loaned to the customers at the time of withdrawal and are returned at a subsequent time in accordance with the provisions of Transco’s Rate Schedules LG-A and LNG.

Miscellaneous Revenues

Q.
Please describe Statement G, Part 5, and Schedule G-5.

A.
Statement G, Part 5, and its supporting Schedule G-5, Parts 1 through 7, reflect revenues received by Transco that are credited to the cost of service. Transco has included $7,012,525 as a credit to the cost of service shown on Statement A, mostly related to the actual base period revenues collected for trading fees and liquids transportation, and amounts collected under Rate Schedules LG-S, PAL and ICTS, to which no costs have been allocated.
Q.
Please explain what is shown on Schedule G-6.

A.
Schedule G-6, Parts 1 through 3, shows Miscellaneous Revenues for the base period and as adjusted for the test period.

O&M Expense including A&G Expense
Q.
Please explain what is shown in Statement H-1.

A.
Statement H-1 is a summary by FERC account and functional classification of O&M expenses for each month of the base period, the adjustments to such O&M expenses, and the total as adjusted O&M expenses included in Transco’s cost of service.  A detailed narrative explanation of, and the basis and supporting work papers for, each of the 20 adjustments is included in Statement H-1 (Statement H-1, Parts 2 through 21).
Q.
Please briefly describe the O&M expense adjustments, which are detailed in Statement H-1, beginning with Adjustment Nos. 1 through 3.
A.
Adjustment No. 1, in the amount of ($194,639,038), eliminates all purchased gas costs from Transco’s cost of service.


Adjustment No. 2, in the amount of ($2,741,970) eliminates the base period expense associated with the FERC Annual Charge Adjustment (“ACA”). The Commission has permitted special tracking authority for the ACA expense and, thus, it is excluded from Transco’s cost of service.


Adjustment No. 3, in the amount of ($52,341,663), excludes certain other costs that are tracked by Transco, i.e., the cost of fuel and electric power, as well as the cost associated with upstream storage and transportation services purchased from others.  As a result, the underlying costs of service for the GSS, LSS, SS-1, SS-2 and S-2 services reflect only the Transco cost component, if any, of such services.  Although these tracked costs have been excluded from Transco's cost of service, the filed rates reflect the charges which Transco has filed to collect as of October 1, 2006, the proposed effective date of the rates filed in this docket.  When Transco moves its proposed rates into effect on March 1, 2007 (assuming a five month suspension period), the filed rates will be adjusted, as necessary, to reflect the upstream suppliers’ charges which Transco is authorized to collect in rates as of that date.  This approach allows Transco to reflect the appropriate rate and fuel levels at various points in time without encumbering the cost of service with numerous complicated adjustments which are unnecessary because of the tracked nature of these various services and cost components.
Q.
Please explain Adjustment No. 4.
A.
Adjustment No. 4, in the amount of ($202,016), removes amounts related to the Gulfstream Natural Gas System which were recorded on Transco’s books during the base period.
Q.
Please describe Adjustment No. 5.
A.
Adjustment No. 5, in the amount of $8,389,017, is required to reflect anticipated increases in O&M expense related to integrity management costs required under the Pipeline Safety Improvement Act of 2002. As I noted above, in compliance with the Commission’s Order on Accounting for Pipeline Assessment Costs, on January 1, 2006, Transco began to expense its costs related to integrity management assessment activities. Transco has included in its cost of service the anticipated annual amount of pipeline integrity management costs to be expensed during the twelve months ended February 28, 2007. 
Q.
What is reflected in Adjustment Nos. 6 through 8?
A.
Adjustment No. 6, in the amount of $9,480,358, adjusts Transco’s labor costs to reflect the anticipated test period cost of salaries and wages. Transco’s anticipated labor expense is calculated based upon Transco’s base period labor expense, as adjusted for anticipated salary increases, and for the filling of a combination of open complement and new positions, during the test period.   

Adjustment No. 7, in the amount of $492,142, adjusts Transco’s thrift plan expense to reflect an increase in the amount due to higher test period labor costs.
Adjustment No. 8, in the amount of $374,775, is required to reflect Transco’s test period cost of building rent.
Q.
Please describe Adjustment No. 9.
A.
Adjustment No. 9, in the amount of $1,150,932, reflects a test period amount for Transco’s stock option expense. This adjustment is being made in accordance with FAS No. 123(R), as previously discussed, which requires the company to expense stock option compensation costs based on their fair values. Stock option expense related to options that have been granted to Williams’ corporate employees is similarly adjusted in the testimony of Transco witness Paul Reynolds.  
Q.
How is the fair value of the stock options determined?

A.
Williams uses a Black-Scholes option pricing model to determine on a current basis the fair value of stock options as of the grant date. The model considers various factors, including the exercise price of the option, the term of the option, the current market price of each share underlying the option, expected volatility and dividends, and the risk-free interest rate.  Once these factors are considered, the company recognizes the determined compensation cost over the period in which the employee is entitled to receive the award.

Q.
Please describe Adjustment No. 10 through 17.
A.
Adjustment No. 10, in the amount of ($3,701,245), adjusts Transco’s annual FASB No. 106 (Other Post-Employment Benefits) (“FAS No. 106”) expense in accordance with Article I, item 6, of the April 12, 2002 Stipulation and Agreement in Docket No. RP01-245. In determining its FAS No. 106 expense included in rates, Transco has reflected the collection, over a ten-year period, of the amount of the regulatory asset expected to be recorded in FERC Account No. 182.3 as of February 28, 2007. Transco has provided as part of this filing supporting details of the calculation of Transco’s FAS No. 106 expense.
Adjustment No. 11, in the amount of $918,335, reflects the removal of an out-of-period, non-recurring credit to expense recorded in Account No. 930.2 during the base period.


Adjustment No. 12, in the amount of $305,638, is required to reflect known and measurable changes in Transco’s regulatory expenses for the twelve months ended February 28, 2007. Because the regulatory expenses incurred year-to-year vary, Transco’s proposed test period regulatory expense is the average expense incurred during the six years beginning June 1, 2000. 


Adjustment No. 13, in the amount of $648,370, reflects an increase in Transco’s deferred stock expense. Williams changed its stock compensation plan beginning with the spring 2006 annual awards to effectively reduce the number of stock options granted to management employees, while increasing the number of deferred stock awards to such employees.  The impact of the program change required a test period adjustment to reflect a representative annual level of deferred stock expense. This adjustment is calculated using the estimated annual cost of the spring 2006 awards. Deferred stock expense related to the stock compensation plan for Williams’ corporate employees is similarly adjusted, as discussed in Mr. Reynolds’ testimony. 


Adjustment No. 14 is an adjustment to Corporate Overhead Expense of ($10,323,640). Mr. Reynolds’ testimony provides the details supporting this adjustment.


Adjustment No. 15, in the amount of $576,041, removes from Transco’s cost of service the credit balance recorded in Account No. 904, Uncollectible Accounts.



Adjustment No. 16, in the amount of ($1,196,298), reflects the removal of the cost of maintaining the Hester storage facility.
Adjustment No. 17, in the amount of $15,656,627, reflects an increase in Transco’s annual property insurance expense. The increase in property insurance premiums is due to the catastrophic hurricanes that occurred in the Gulf Coast region during 2005. 
Q.
Please explain Adjustment Nos. 18 and 19.
A.
Adjustment No. 18, in the amount of $2,498,082, removes a prior period adjustment from the base period pension expense. The prior period adjustment relates to a correction in the actuarially calculated pension expense for the period January 2003 through May 2005.

Adjustment No. 19, in the amount of $6,276,453, adjusts the base period level of pension expense, as corrected in Adjustment No. 18, to reflect the amount required as Transco’s cash contribution in the most recent actuarial study. 
Q.
Please describe Adjustment No. 20.
A.
Adjustment No. 20 is necessary to reclassify certain base period O&M costs that are currently recorded in transmission accounts to corresponding production function accounts. The costs that are being reclassified, which were allocated using test period Dt-miles, are costs associated with operating the facilities that are being refunctionalized in the instant proceeding.

Depreciation Expense

Q.
Please explain what is shown in Statement H-2, Part 1, and Schedule H-2(1).
A.
Statement H-2, Part 1, shows the depreciation, depletion, and amortization expense for the base period, the test period adjustments and the total depreciation, depletion and amortization expense, as adjusted, of $232,378,060. The proposed depreciation rates that are used in the calculation of Transco’s depreciation expense are supported by Transco’s witness Edward H. Feinstein. The negative salvage rates that are used in the calculation of Transco’s depreciation expense are supported by Transco’s witnesses Mr. Feinstein and Mr. James S. Taylor. 


Schedule H-2(1) shows the reconciliation of depreciable plant per Statement H-2 and investment in gas plant per Statement C. In addition, the resulting depreciation, depletion and amortization expense is broken down among the accounts to which it has been charged.  

ARO Expense
Q.
Please describe Statement H-2, Part 2.
A.
Statement H-2, Part 2, summarizes the computation of the $31,499,689 of ARO expense that is supported in Mr. Feinstein’s testimony and shown on Statement A, Line 3. The ARO is made up of three components: (1) the $18,053,362 annual amortization of the regulatory asset, computed as of the end of the test period, and amortized over the remaining useful life of each asset; (2) the annual accretion amount of $11,763,648, which is the three-year average annual accretion amount based on the projected accretion period of March 2007 through February 2010, and (3) the annual depreciation amount of $1,682,679, which is computed as of the original in-service date of each asset and depreciated over its remaining useful life.

Federal and State Income Taxes

Q.
Please describe Statement H-3, and the related schedules.
A.
Statement H-3, consisting of two parts, shows the computation of $158,939,328 in income taxes for the test period.  The return shown on Line 2 is from Statement B, Line 13.  The amounts shown on lines 7, 8, 13 and 14 are in connection with the South Georgia accumulated deferred income tax deficit. The South Georgia amount is supported by Transco’s witness Mr. Thomas Kelley. The adjustment to reflect amortization of the equity portion of the AFUDC represents the accumulated equity portion of capitalized AFUDC based on actual plant in service as of May 31, 2006, multiplied by the weighted-average depreciation rate in this proceeding. Line 3 reflects the deduction for interest and debt expense, which is calculated by multiplying the weighted-average cost of debt included in the capitalization in Statement F by rate base.  State income taxes of $19,156,055 shown on Line 12 are derived by multiplying the applicable taxable income apportioned to each state by the individual state income tax rates. Further support for the calculation of Transco’s state income taxes is provided on Statement H-3, Part 2.
Q.
Please explain Statement H-4, Taxes Other than Income Taxes.
A.
Statement H-4 reflects the taxes other than income taxes that are included in Transco’s cost of service on Statement A, Line 4, in the amount of $65,554,336.  The tax categories that are included in “Taxes Other Than Income Taxes” are franchise tax, employment tax, sales and use tax, miscellaneous tax and property tax. The property tax amount included in the cost of service of $50,265,000 is calculated using Transco’s estimated plant in service, by state, at February 28, 2007, multiplied by each state’s current rate of assessment. The employment tax amount of $8,598,869 is the total base period employment tax amount accrued, adjusted for the taxes associated with Transco’s anticipated increase in gross labor expense during the test period. The detailed support for the property tax amount included in rates is shown on Schedule H-4.  Mr. Kelley is supporting the amounts for Sales and Use Tax, Franchise Tax and Miscellaneous Tax.

Other Statements

Q.
Please describe Statements L and M.

A.
Statement L, Part 1, reflects Transco’s balance sheet as of the beginning and end of the base period. Also shown, as Statement L, Part 2, is the unaudited, consolidated balance sheet for The Williams Companies, Inc. as of June 30, 2005 and June 30, 2006.


Statement M, Part 1, is an unaudited Statement of Income and Retained Earnings for Transco for the twelve months ended May 31, 2006.  Also shown, as Statement M, Part 2, is an unaudited, consolidated Statement of Income for The Williams Companies, Inc. for the twelve months ended June 30, 2006. The notes from Transco’s 2005 FERC Form 2 are presented in Statement M, Part 3.  

Q.
Please explain Statement O.

A.
Statement O reflects major expansions and abandonments since the last general rate case and contains a description of how Transco designs and operates its system.

Refunctionalization of Certain Transmission Facilities to Gathering

Q.
What is Transco’s proposal regarding the refunctionalization of certain transmission facilities as gathering?
A.
Transco proposes to reclassify certain assets from transmission plant accounts to jurisdictional gathering plant accounts, consistent with various Commission orders, cited earlier in my testimony, as explained in more detail below.
Q.
Why is Transco proposing to refunctionalize these transmission facilities as gathering?
A.
On November 20, 2000, Transco filed an Abbreviated Application for Order Authorizing Abandonment of Facilities in Docket No. CP01-34-000 seeking authorization to abandon certain offshore Texas facilities on its North Padre Island Lateral and the Central Texas Gathering System (“CTGS”) by sale to Williams Gas Processing – Gulf Coast Company, L.P. (“Gas Processing”). Gas Processing filed a contemporaneous request for a declaratory order in Docket No. CP01-32-000 requesting that the Commission determine that the facilities included in Transco’s abandonment application would be classified as nonjurisdictional gathering facilities upon transfer to Gas Processing. On July 25, 2001, the Commission approved the abandonment and determined that all of these facilities performed a gathering function. Effective December 2001, Transco transferred the North Padre Island Lateral facilities to Gas Processing; however, Transco has not transferred to Gas Processing any of the CTGS facilities.
On March 12, 2001, Transco submitted an application in Docket No. CP01-103-000 seeking Commission approval to abandon certain facilities located on Transco’s North High Island/West Cameron Gathering System by sale to Gas Processing. Gas Processing filed a contemporaneous request for a declaratory order in Docket No. CP01-104-000 seeking a Commission determination that these facilities would perform a gathering function upon transfer to Gas Processing. On July 25, 2001, the Commission issued an order authorizing Transco to spin down the North High Island/West Cameron facilities identified in Transco’s application. However, the Commission found that, upon acquisition by Gas Processing, only the facilities located at or upstream of the North High Island Block 10 interconnect would perform a gathering function. Transco has not yet transferred to Gas Processing any of the North High Island/West Cameron facilities.

On May 18, 2001, Transco submitted an application in Docket No. CP01-368-000 seeking approval to abandon by sale to Gas Processing certain facilities located offshore and onshore on Transco’s Central Louisiana Lateral. On the same date, Gas Processing filed a petition in Docket No. CP01-369-000 requesting that the Commission declare that the facilities it proposed to acquire from Transco will, upon transfer to Gas Processing, perform a gathering function. On August 31, 2001, the Commission issued an order authorizing Transco to spin-down the Central Louisiana facilities identified in Transco’s application, and found that, upon acquisition by Gas Processing, those facilities, except for the 16-, 20-, and 24-inch looped lines between Vermilion Block 67 platforms and the Cow Island plant, perform a gathering function. Subsequently, on April 19, 2005, due to developments in another proceeding, the Commission vacated Transco’s abandonment authority with respect to a 12.43-mile long, 24-inch diameter pipeline facility downstream of the interconnection with offshore facilities owned by Jupiter Energy Corporation, finding that those facilities perform a jurisdictional transmission function. Transco has not transferred to Gas Processing any of the Central Louisiana facilities.
Q.
What facilities is Transco proposing to refunctionalize?
A.
Exhibit T-14 summarizes the locations and associated plant costs of the facilities that are to be refunctionalized. The facilities on the list are consistent with the facilities that the Commission found perform a gathering function, adjusted for facilities that have been added to the laterals the Commission determined would perform a gathering function subsequent to the Commission’s applicable abandonment and declaratory orders. Exhibit T-15 is a map depicting the locations of the facilities that are to be refunctionalized.
Q.
Are any tariff modifications necessary due to the refunctionalization?

A.
Yes. Transco has amended the list of gathering points included in Transco’s tariff on sheet nos. 33A–33E. The list of gathering points reflected on these revised tariff sheets is provided for reference purposes only, and shall in no way limit Transco’s ability to apply its separately stated gathering charge at any locations where facilities on Transco’s system are designated as gathering. Transco will endeavor to update the tariff list of gathering points periodically as gathering locations are added or removed from Transco’s system.

Q.
Does that conclude your direct testimony?

A.
Yes.
