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UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

   Transcontinental Gas Pipe Line Corporation

     Docket No. RP06-___
PREPARED DIRECT TESTIMONY
OF 

THOMAS M. KELLEY
Q. Please state your name, current position and business address.

A. My name is Thomas M. Kelley.  I am Director of Tax Compliance for The Williams Companies, Inc. (“Williams”).  My business address is One Williams Center, Tulsa, Oklahoma 74172.

Q. Please summarize your education and professional background.

A. In May 1977, I graduated from St. Edward’s University in Austin, Texas with a Bachelor of Business Administration Degree in Accounting.  I am a C.P.A. certified in both Oklahoma and Texas. 
From July 1977 through December 1980, I worked as an auditor and in the tax department of Ernst & Whinney, an international public accounting firm, in Fort Worth, Texas.  In January 1981, I took a position with the Tax Department of Arthur Young, another international public accounting firm, in Tulsa, Oklahoma.  In 1986, I was promoted to Tax Principal.

In February 1989, I became Director of Taxes & Risk Management for Hadson Corporation in Oklahoma City, Oklahoma. Hadson was a NYSE-listed marketer and distributor of natural gas and liquefied petroleum gas, and a 49% interest-owner in an oil and gas exploration company with domestic and international operations.
In April 1993, I became Controller of American Central Gas Companies, a privately held marketer and distributor of natural gas and liquefied petroleum gas in Tulsa, Oklahoma.  From August 1994 to December 1995, I was self employed as a C.P.A.
In December 1995, I accepted a position as a Tax Manager with Williams. For the last several years, I have been Director of Tax Compliance.
Q. Please outline your current responsibilities with Williams.

A. My current responsibilities involve supervising federal and state income tax compliance, financial reporting for income taxes (including Sarbanes-Oxley), and sales and use tax compliance for Williams and its subsidiaries, including Transco.

Q. Have you previously submitted testimony in proceedings before the Commission?

A. No.


Q. What is the purpose of your testimony in this proceeding?

A. The purpose of my testimony is to support certain tax-related items included in Transco’s cost of service and rate base in this proceeding.

Q. Are you sponsoring any of the statements or schedules in Transco’s filng?

A. Yes. I am sponsoring the following schedules in Transco’s rate filing: Schedule B-1 (Accumulated Deferred Income Taxes); Schedule B-2 (Regulatory Assets and Liabilities Affecting Rate Base); Schedule H-3(1) (State Income Tax Payments); and Schedule H-3(2) (Reconciliation Between Book and Tax Basis and Related Deferred Taxes).

I am also sponsoring portions of the following statements sponsored by Transco witness Ms. Charlotte Hutson: Statement H-3 (Income Taxes) part 1, lines 7, 8, 13, 14 (Amortization of Unfunded Deferred Federal and Deferred State Income Taxes), part 2, lines 2, 5 and 7 (Add Backs, Apportionment Factors and State Income Tax Rates); and Statement H-4 (Other Taxes), regarding Franchise Tax, Sales and Use Tax, and Miscellaneous Tax.  All of the identified portions of these statements and schedules were prepared under my supervision and direction. 

Q. What base and test periods 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. Please describe Schedule B-1, Accumulated Deferred Income Taxes.

A. Schedule B-1 sets forth the accumulated deferred income taxes (“ADIT”) deducted from the test period rate base.  The schedule details the balances by month in FERC Accounts 190, 282, and 283 for each of the 12 months of the base period and the projected adjustment for test period activity in each of these accounts.  Line 242 of Schedule B-1 reflects the projected balance of $554,221,371 for ADIT as of the end of the test period.

Q. Please describe the test period adjustments reflected on Schedule B-1.

A.
I am proposing five adjustments related to ADIT.  The first adjustment to the base period increases ADIT in the amount of $32,398,659 associated with new plant additions and test period activity.  This corresponds with other test period adjustments that are being made to gas plant in service.


The second adjustment increases ADIT in the amount of $7,043,554 for the increase in the effective State Income Tax Rate from 4.34% to 5.00%.


The third adjustment decreases ADIT in the amount of $2,118,053 for the removal of ADIT related to the abandonment of the Hester Storage Facility.

The fourth adjustment increases ADIT in the amount of $927,271 for removal of ADIT related to Asset Retirement Obligations (“ARO”). 

The final adjustment increases ADIT in the amount of $15,502,361 to reflect the reclassification of negative salvage accumulated reserve to ARO accumulated reserve. 

Q.
Please describe Schedule B-2.

A.
Schedule B-2 details the regulatory asset on Transco’s books, as adjusted, which is included in Transco’s test period rate base. This asset is related to the equity component of the allowance for funds used during construction (“AFUDC”) that resulted from the requirements of the Statement of Financial Accounting Standards (SFAS) 109.  The applicable accumulated deferred income taxes are subtracted from the regulatory asset and the net amount of $54,461,360 (Line 25) is included in rate base via a reduction of ADIT as shown on Schedule B-1 (Line 241).
Q.
Please explain your input to Statement H-3.

A     
Statement H-3, which is sponsored by Ms. Hutson, reflects Transco’s state and federal income taxes.  I have provided the amounts shown on lines 7, 8, 13 and 14 of part 1 of this statement, which reflect Transco’s “South Georgia” ADIT deficit. Transco’s South Georgia deficit includes the unamortized balance, as of February 28, 2007, consistent with the settlement of Transco’s last general rate proceeding in RP01-245, plus an adjustment of $5,700,402 for the increase in the effective state income tax rate from 4.34% to 5.00%.  Transco’s adjusted deficit was then divided by the projected average remaining book life of the depreciable plant as of February 28, 2007, to determine the annual amortization.  



Further I have provided support for Statement H-3, part 2, lines 2, 4, 5, and 7.  The “Add Back” amounts (shown on line 2) reflect the amount of state income taxes not deductible for the computation of state income taxes.  The “Deduction for Federal Income Tax” (shown on line 4) provides a deduction for federal income taxes from those states which provide for such a deduction. The “Apportionment Factor” (shown on Line 5) provides the apportionment factor for allocating income to each of the included states.   The “Tax Rate” (shown on line 7) provides the statutory income tax rate for each state in which Transco files an income tax return. 

Q. 
Please explain Schedule H-3(1).

A.
Schedule H-3(1), a workpaper, provides the income taxes paid to each state during the base period.

Q. 
Please explain Schedule H-3(2).

A.
Schedule H-3(2), a workpaper, provides a reconciliation between the book and tax bases of depreciable plant and related ADIT as of the end of the most recent calendar year.

Q. 
Please explain the portions of Statement H-4, Taxes Other than Income Taxes, that you are sponsoring.

A.
I have provided the amounts shown on Statement H-4, by state, for Franchise, Sales and Use, and Miscellaneous taxes for the base period and, as adjusted, through the end of the test period.  The amounts provided are the amounts recorded on the books during the base period, as adjusted for non-recurring items. 
Q. 
Does this conclude your direct testimony in this proceeding?

A.
Yes, it does.
