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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Florida Gas Transmission Company § Docket No. RP10-___ -000

PREPARED DIRECT TESTIMONY
OF
DEBRA E. THOMPSON

Please state your name and business address.

My name is Debra E. Thompson. My business address is 5444 Westheimer Road,
Houston, Texas 77056.

On whose behalf are you testifying in this proceeding?

I am testifying on behalf of Florida Gas Transmission Company, LLC (“FGT”).
What are your responsibilities with FGT?

I am Coordinator of Cost of Service within the Rates and Regulatory Affairs
Department for the Panhandle Energy Pipeline Group. In this capacity I work for
FGT.

Please briefly describe your educational background and work experience.

[ hold a Bachelor of Business Administration in Accounting from the University
of Houston. [ began my career with FGT in June 1975 and held various positions
of increasing responsibility within the Accounts Payable and Corporate Tax
Departments. In 1988, I joined the Rates and Certificates Department as a Rate

Analyst and, in January 1991, I assumed my present position.
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Have you previously submitted testimony before the Federal Energy
Regulatory Commission?
Yes. I have submitted testimony in Black Marlin Pipeline Company, Docket No.
RP93-70-000, Black Marlin Pipeline Company, Docket No. RP98-274-000, and
Florida Gas Transmission Company, Docket No. RP04-12-000.
What is the scope of your testimony in this proceeding?
I will testify in the following areas as they relate to the Cost of Service for FGT’s
Non-Incremental and Incremental Facilities:
1) Accumulated Deferred Income Taxes;
2) Regulatory Assets;
3) Operation and Maintenance (“O&M”) Expenses; and
4) Income Taxes
What Exhibits are you sponsoring in this proceeding?
I am sponsoring the following exhibits and schedules, which support my testimony
and have been prepared by me or under my direction. As stated by FGT Witness
Rickey J. Brocato, separate statements and schedules were prepared for the Non-
Incremental and Incremental Facilities using the extensions “.1” for statements and
schedules containing data related to the Non-Incremental Facilities and “.2” for
statements or schedules for the Incremental Facilities. If no such extension was
used, the statement or schedule applies to both the Non-Incremental Facilities and
Incremental Facilities. The heading on each statement or schedule also identifies

whether it relates to the Non-Incremental Facilities or the Incremental Facilities.



10
11

12

13

14

15

16
17

18

19
20

21

22

EXHIBIT NO. FGT-32
Docket No. RP10- -000

Page 3 of 39

For the sake of clarity, I will discuss the exhibits and schedules for the Non-

Incremental Facilities first, and then discuss the corresponding exhibits and

schedules related to the Incremental Facilities.

Exhibit No.

FGT-33

FGT-34

FGT-35

FGT-36

Exhibit No.

FGT-37

FGT-38

FGT-39

FGT-40

NON-INCREMENTAL FACILITIES

Reference

Schedule B-1.1

Schedule B-2.1

STATEMENT H-1.1

STATEMENT H-3.1

INCREMENTAL FACILITIES

Reference

Schedule B-1.2

Schedule B-2.2

STATEMENT H-1.2

STATEMENT H-3.2

Description

Accumulated Deferred
Income Taxes

Regulatory Assets

Operation and
Maintenance Expenses

Income Taxes

Description

Accumulated Deferred
Income Taxes

Regulatory Assets

Operation and
Maintenance Expenses

Income Taxes
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What Base Period is utilized by FGT for this filing?

FGT has used a Base Period reflecting the actual data for the twelve months ended

May 31, 2009, in this proceeding. Adjustments were incorporated for known and

measurable changes, which will occur during the nine months succeeding the end

of the Base Period, through February 28, 2010 (“Adjustment Period”). The Base

Period, as adjusted for changes occurring in the Adjustment Period, is referenced

as the “Test Period.”

NON-INCREMENTAL FACILITIES

Please explain Exhibit No. FGT-33 as it relates to the Non-Incremental
Facilities.

Exhibit No. FGT-33, Page 1, sets forth the Accumulated Deferred Income Taxes
by FERC account for the Non-Incremental Facilities. Columns (a) through (1)
show the balances in FERC Accounts 190, 282 and 283 for each month of the
Base Period. Column (m) reflects the changes in the provision for Deferred
Income Taxes projected to occur during the Adjustment Period, including changes
resulting from plant additions and retirements; tax and book depreciation; and
other related entries projected to be recorded during the Adjustment Period.
Column (n) on Page 1 eliminates the Accumulated Deferred Income Taxes not
claimed in Rate Base and Column (o) reflects the resulting Test Period
Accumulated Deferred Income Taxes of ($103,726,626) included in the derivation

of the Test Period Rate Base, as supported in the prepared direct testimony of FGT
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Witness Brocato. Page 2 of Exhibit No. FGT-33 identifies the individual
components that comprise the Accumulated Deferred Income Taxes in FERC
Accounts 190, 282 and 283, and indicates those claimed in Rate Base.
Please explain Exhibit No. FGT-34 as it relates to the Non-Incremental
Facilities.
Exhibit No. FGT-34 sets forth the Regulatory Assets for the Non-Incremental
Facilities included in Test Period Rate Base. These Regulatory Assets include
those established pursuant to Commission Order issued September 24, 1997 in
Docket Nos. RP96-366, et al. for: 1) the deficiency in FGT’s accumulated
deferred income taxes due to the change in the corporate income tax rate enacted
by the Revenue Reconciliation Act of 1993 (“Unfunded Deferred Income Tax
Regulatory Asset”), and 2) the excess of FGT’s postretirement benefits other than
pension expense recorded on an accrual basis over such expenses on a pay-as-you-
go basis recorded since FGT’s adoption of Statement of Financial Accounting
Standards No. 106 on January 1, 1993 (“FAS No. 106 Regulatory Asset”).
Line 1 of Exhibit No. FGT-34 reflects the unamortized balances at
May 31, 2008 associated with the Unfunded Deferred Income Tax Regulatory
Asset and the FAS No. 106 Regulatory Asset. Lines 2 through 13 reflect the
balances for each month of the Base Period and Line 14 shows the Base Period
ending balances at May 31, 2009. The adjustments on Line 15 represent the

amortization to occur during the Adjustment Period. The total projected balance
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at February 28, 2010 of $434,439 reflected on Line 16, Column (c), has been
carried forward to FGT Witness Brocato’s Exhibit No. FGT-20, Line 6.
Will you now turn to Exhibit No. FGT-35 and explain the cost allocations
that underlie that exhibit?
The August 25, 1992 Stipulation and Agreement in Docket No. CP92-182, et al.
(“Phase III Settlement”) required that an incremental cost of service be utilized to
derive rates for Rate Schedule FTS-2 for service through the Incremental
Facilities. In order to segregate the costs of FGT’s expansions from the costs
related to FGT’s Non-Incremental Facilities, FGT established separate accounting
records for each system. As stated by FGT Witness Michael T. Langston, FGT
continues to allocate indirect or shared O&M Expenses in conformance with the
methodology agreed to in the Phase III Settlement, even though the agreement has
expired. The only exception is Administrative and General (“A&G”) expenses,
which are allocated utilizing the “Kansas-Nebraska methodology™’ (“KN
methodology”) pursuant to the Settlement in Docket No. RP04-12-000, as
approved by Commission order dated December 21, 2004 (“2004 Settlement”).
Are there additional cost allocations that impact FGT’s O&M Expenses?
Yes. Pursuant to the Order Issuing Certificate and Granting Abandonment
Authority dated June 20, 2005 in Docket No. CP05-64-000 and the August 20,

2004 Facility Operation and Maintenance Reimbursement Agreement, as amended

' As described in Kansas-Nebraska Natural Gas Co., Inc. ("Kansas-Nebraska”), 53 FPC 1691, 1721
(1973).
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March 3, 2005 (“O&M Reimbursement Agreement”), Florida Power & Light
Company (“FPL”) reimburses FGT on a monthly basis for ongoing O&M
Expenses incurred, directly and indirectly, in the operation and maintenance of the
Compressor Station 22/Turkey Point North facilities (“Station 22 Facilities”). To
determine the level of reimbursement from FPL for indirect O&M Expenses, FGT
utilizes the same methods used to allocate indirect O&M Expenses between its
Non-Incremental and Incremental Facilities. Specifically, a portion of FGT’s
indirect O&M Expenses are attributed to the Station 22 Facilities using the
methodology agreed to in the Phase III Settlement, with the exception of A&G
expenses, which are allocated following the KN methodology. Direct O&M
Expenses related to the Station 22 Facilities, as well as the allocated indirect O&M
Expenses are excluded from the O&M Expenses claimed in the instant
proceeding.
Would you now begin to explain the schedules that comprise Exhibit No.
FGT-35?
Pages 1 and 2 of Exhibit No. FGT-35, Columns (a) through (d), summarize the
O&M Expenses for the Non-Incremental Facilities for the twelve months of actual
experience ended May 31, 2009; the adjustments to these Base Period expenses in
Columns (e) through (h); and the total O&M Expenses, as adjusted, in Columns (i)
through (1). The O&M Expenses are shown by FERC account and are subdivided
between labor, supplies and expenses (“S&E”) and gas cost. O&M Expenses, as

adjusted, for the Non-Incremental Facilities total $66,577,337 as shown on Page 2,
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employees. Column (a) on Pages 28 and 29 reflects Base Period labor by FERC
account, as reflected on Schedule H-1(1)(a).1 of the instant filing. Columns (b)
and (c¢) adjust Base Period labor for other adjustments to O&M Expenses
discussed below that impact labor. Column (d) on Pages 28 and 29 removes labor
related to the second pay period in April 2009, as well as May 2009 Base Period
labor. Salary increases were first reflected in employees’ paychecks on April 24,
2009. An average salary increase of 3.7 percent is applied in Column (f) to the net
adjusted labor reflected in Column (e). The total adjustment of $648,050 is shown
on Line 16, Column (f) of Page 29.

Please describe Adjustment No. 2 to O&M Expenses as it relates to the Non-

Incremental Facilities.

Adjustment No. 2 for $45,162, on Page 30 of my Exhibit No. FGT-335, reflects the

projected increase in the cost of S&E through the end of February 2010. Pages 31
and 32 of Exhibit No. FGT-35 show the series of wholesale price indices
published by the U.S. Department of Labor, Bureau of Labor Statistics that were
utilized to project the level of cost increase to S&E of 0.26 percent. Column (a)
on Page 30 reflects Base Period S&E by FERC account, as reflected on Schedule
H-1(1)(b).1 of the instant filing, with the exception of expenses recorded in FERC
Account 858, Transmission and Compression of Gas by Others, which are
excluded from this adjustment. Column (b) adjusts Base Period S&E for other

adjustments to O&M Expenses discussed below that affect S&E. The S&E factor
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Line 23, Column (1). This amount is included as Total Operating Expenses in the

Overall Cost of Service for FGT’s Non-Incremental Facilities, as shown on Line 3

of FGT Witness Brocato’s Exhibit No. FGT-19. Pages 3 through 16 of my

Exhibit No. FGT-35 set forth the O&M Expenses for the Non-Incremental

Facilities, by month, between labor and S&E, and also identify those O&M

Expenses directly assigned or to be allocated between FGT’s Western Division

and Market Area.

Have you itemized the adjustments to Base Period O&M Expenses for the

Non-Incremental Facilities?

Yes. Adjustments to Base Period O&M Expenses for the Non-Incremental

Facilities total $9,289,758 (Page 2, Line 23, Column (h)). Page 17 of Exhibit No.

FGT-35 identifies each adjustment and provides a brief description and the

amount for each adjustment. Pages 18 through 27 set forth, by adjustment

number, the FERC accounts adjusted and the categories impacted (i.e., labor,

S&E, or gas cost). Details of each O&M adjustment for the Non-Incremental

Facilities are set forth on Pages 28 through 60.

Please describe Adjustment No. 1 to O&M Expenses.

Adjustment No. 1 for $648,050, as calculated on Pages 28 and 29 of my Exhibit

No. FGT-35, normalizes salary increases which became effective during the
twelve-month period ending May 31, 2009, as projected through the end of
February 2010. This adjustment includes merit increases necessary to continue

FGT’s policy of maintaining compensation programs that will attract and retain
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0f 0.26 percent is applied in Column (d) to the net adjusted S&E reflected in

Column (c¢) to arrive at Adjustment No. 2 totaling $45,162.

Has the Commission approved a Cost of Service including S&E increases
measured by the indices you are recommending?

Yes, it has. Although the Commission did not address the issue directly because
there was no exception to the Administrative Law Judge’s (“ALIJ's”) Decision,
Opinion No. 395 in Panhandle Eastern Pipe Line Company’s proceeding in
Docket No. RP91-229-000, 71 FERC 961,228 (1995), affirmed in pertinent part
the ALIJ's Decision, 68 FERC 963,008 at 65,094 (1994), which approved cost
increases which had actually occurred during the Base and Test Periods of that
proceeding measured by the use of these indices.

Please explain O&M Adjustment No. 3.

The purpose of Adjustment No. 3, shown on Page 33 of Exhibit No. FGT-35 in

the amount of ($93,167), is twofold. First, it eliminates entries related to the
valuation of line pack pursuant to Order Nos. 581, et seq., and to costs and
revenues arising from system balancing activities that are settled pursuant to
Section 19.1 of the General Terms and Conditions (“GTC”) of FGT’s FERC Gas
Tarift, Fourth Revised Volume No. 1 (“Tariff”). These entries are not considered
in establishing FGT’s transportation rates.

Secondly, Adjustment No. 3 eliminates the cost of gas and electricity

used in FGT’s utility operations, as well as gas lost from FGT’s system or
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otherwise unaccounted for. These costs are recovered separately through FGT’s

Fuel Reimbursement Charge set forth in Section 27 of the GTC of FGT’s Tariff.

Please explain the adjustments to Transmission Expense that comprise

Adjustment No. 4 as it relates to the Non-Incremental Facilities.

Adjustment No. 4, summarized on Page 34 of my Exhibit No. FGT-35, is an

adjustment to Transmission Expenses totaling $9,542,277, which includes: 1) an
increase in FGT’s pipeline safety user fee; 2) an increase in environmental
expenses related to Greenhouse Gas monitoring; 3) the exclusion of O&M
Expenses associated with certain offshore facilities; 4) the annualization of
expenses for transmission of gas by others; 5) an increase in class location work;
6) pipeline integrity assessment costs; and 7) the amortization of an environmental
remediation regulatory asset.

Please explain the adjustment to increase FGT’s pipeline safety use fee.

The derivation of this adjustment is set forth on Page 35 of my Exhibit No. FGT-
35, and begins on Line 1 with the Department of Transportation’s actual fiscal
year 2009 pipeline safety user fee assessed FGT in the amount of $977,029. A
portion of this fee is allocated to the Station 22 Facilities on Line 2 in accordance
with the O&M Reimbursement Agreement. The remaining balance on Line 3 of
$969,268 is then allocated between the Incremental and Non-Incremental
Facilities based on the Phase III Settlement with the results shown on Lines 4 and
5, respectively. Of the total to be allocated, $565,761 has been attributed to the

Non-Incremental Facilities for the Test Period. Lines 6 and 7 compare the Test
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Period user fee for the Non-Incremental Facilities with the actual Base Period
expense. The difference of $97,581 on Line 8 equals the adjustment to FERC
Account 850, Operation Supervision and Engineering, for the increase in FGT’s
pipeline safety user fee attributed to the Non-Incremental Facilities.
Please explain the adjustment related to Greenhouse Gas monitoring.
The Environmental Protection Agency (“EPA”) issued a proposed rule titled
“Mandatory Reporting of Greenhouse Gases,” which was published in the Federal
Register on April 10, 2009. The proposed rule will require the annual monitoring
of Greenhouse Gas emissions at compressor stations along FGT’s system. The
primary goal of this regulation is to obtain a more exact Greenhouse Gas
inventory, not only from FGT, but from all industrial sources for use in any
Greenhouse Gas reduction law that may be passed by Congress. A final rule will
be issued before the end of 2009 and requirements for the collection of data will
become effective January 1, 2010. Page 36 of Exhibit No. FGT-35 reflects the
projected annual costs associated with the monitoring of Greenhouse Gas
emissions at FGT’s compressor stations. For purposes of this adjustment, the total
cost of $624,000 on Line 7 has been allocated to the Station 22 Facilities and
between the Non-Incremental and Incremental Facilities based on certificated
horsepower, which is set forth on Page 37. The resultant adjustment to FERC

Account 853, Compressor Station Expenses, for the Non-Incremental Facilities is

$215,342, as shown on Line 9 of Page 36.
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Please explain the adjustment to exclude O&M Expenses associated with
certain offshore facilities.
As footnoted on Page 38 of Exhibit No. FGT-35, a certificate application was filed
by FGT on September 3, 2009, in Docket No. CP(09-461-000, requesting
authorization to abandon its obligation to provide transportation service utilizing
its ownership interest in the Matagorda Offshore Pipeline System. The adjustment
on Page 38 in the amount of $98,656 simply eliminates Base Period O&M
Expenses recorded in FERC Account 856, Mains Expenses, related to these
offshore facilities. The adjustment actually increases O&M Expenses due to the
elimination of some out-of-period reversals recorded during the Base Period.
Has FERC Account 858, Transmission and Compressioh of Gas by Others
been adjusted?
Yes. Page 39 of Exhibit No. FGT-35 reflects an adjustment of $160,900. Page 1
of FGT Witness Lawrence J. Biediger’s Exhibit No. FGT-51 sets forth this
adjustment in detail.
What adjustment was made to Transmission Expense with respect to class
location work?
FGT is required from time to time to test and sometimes upgrade portions of its
system by pipe replacement in accordance with class location regulations issued by
the Department of Transportation’s Pipeline and Hazardous Materials Safety
Administration under Title 49, Part 192 of the Code of Federal Regulations

(“CFR”). Page 40 of Exhibit No. FGT-35 identifies hydrostatic testing projects
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scheduled during the Adjustment Period, along with the associated expenses,
related to class location changes for FGT’s Non-Incremental Facilities. It is
anticipated that future annual costs will decline significantly from the Adjustment
Period costs. Therefore, the total on Line 8 in the amount of $8,332,023 has been
adjusted on Line 9 to an annual representative cost of $1,666,405. FERC Account
863, Maintenance of Mains, has been increased by this amount.
Please describe the adjustment to Transmission Expense related to pipeline
integrity assessment costs.
Article IX of the 2004 Settlement and Section 26 of the GTC of FGT’s Tariff
provide for the recovery of depreciation expense and pretax return on certain
defined capital expenditures during the term of the 2004 Settlement through a
surcharge (“Capital Surcharge”). In order to implement a Capital Surcharge, FGT
was required to incur a threshold of $20 million of eligible capital cost
expenditures closed to gas plant in service on the Non-Incremental or Incremental
Facilities, evaluated separately. Pursuant to the 2004 Settlement and Section 26,
eligible capital cost expenditures include, but are not limited to, costs to assess the
integrity of FGT’s pipeline in high consequence areas (“HCAs”) in compliance
with the Pipeline Safety Improvement Act of 2002 and regulations issued
thereunder. Such pipeline integrity assessment costs include those incurred for in-
line inspections (or smart pigging), hydrostatic testing, or direct assessments. In

accordance with the 2004 Settlement and Section 26, these Capital Surcharge
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provisions will terminate with the effectiveness of revised base tariff rates for

FGT.

In June 2005, FERC issued an order in Docket No. AI05-1-000 requiring
that pipeline assessment costs of a pipeline integrity management program be
accounted for as maintenance and charged to expense in the period incurred.

Upon the termination of the Capital Surcharge provisions with the effectiveness of
new rates, FGT will begin expensing costs incurred for smart pigging, hydrostatic
testing, or direct assessments in HCAs in accordance with Docket No. AI05-1-
000. Page 41 of my Exhibit No. FGT-35 shows the projected pipeline integrity
assessment costs for the Non-Incremental Facilities over the next five years. Also
included are costs associated with required measures to prevent pipeline failure or
to mitigate the consequences of a pipeline failure in HCAs. The total on Line 6 of
$35,776,908 is divided by 5 to arrive at an average annual cost of $7,155,382, as
shown on Line 7, to be incurred over the next five years. FERC Account 863,
Maintenance of Mains, has been adjusted by this amount.

Please provide an explanation of the adjustment to Transmission Expense to
amortize FGT’s environmental remediation regulatory asset.

FGT incurs expenses associated with the assessment, remediation, and monitoring
of soil and groundwater contamination resulting from prior waste management
practices at Rio Paisano (located near Falfurrias, Texas) and FGT’s Compressor
Station 11. Such expenses incurred during the Base Period were charged against a

previously established reserve and cleared from O&M Expenses. FGT’s projected
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environmental remediation costs associated with Rio Paisano and Compressor
Station 11 to be incurred beginning April 1, 2010 through the year 2017 were
recorded as a Regulatory Asset in the amount of $1,147,086. On Page 42 of
Exhibit No. FGT-35, FGT has reflected an amortization of this amount over 7.75
years, based on the number of months between April 1, 2010 and December 31,
2017. This results in an annual amortization of $148,011 as reflected on Line 3, of
Page 42. An adjustment to increase FERC Account 867, Maintenance of Other
Equipment by this amount has been made.

What adjustments to A&G Expenses are included in Adjustment No. 5 as it

relates to the Non-Incremental Facilities?

Adjustment No. 5, summarized on Page 43 of Exhibit No. FGT-35, is a net credit

adjustment to A&G expenses in the amount of ($471,617), which includes: 1) an
increase in software maintenance costs; 2) an increase in insurance expenses; 3) a
reclassification of regulatory amortization; 4) an increase in the net periodic cost
for postretirement benefits other than pensions (“OPEB”); 5) an increase in the
savings plan match; 6) the exclusion of expired amortizations; 7) the amortization
of projected regulatory expenses; and 8) the removal of ACA expenses.

Please explain the adjustment to increase in software maintenance costs.
FGT and its affiliates have purchased and are implementing software developed
and supported by a third party to replace their current SCADA systems. FGT will
begin paying its share of an annual fee to the third party to obtain ongoing support

and enhancements ensuring system availability and improvements to its business
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processes. Page 44 of my Exhibit No. FGT-35 shows the derivation of this
adjustment. Line 1 on that page shows FGT’s expected increase annually in
software support costs related to the new SCADA system in the amount of
$114,000. A portion of this increase is allocated to the Station 22 Facilities on
Line 2 in accordance with the O&M Reimbursement Agreement. The remaining
balance on Line 3 of $113,131 is then allocated between the Incremental and Non-
Incremental Facilities based on the KN methodology with the results shown on
Lines 4 and 5, respectively. Of the total to be allocated, $81,672 has been
attributed to the Non-Incremental Facilities resulting as an increase to Account
923, Outside Services Employed for the Test Period.
Please explain the increase in insurance expenses.
This adjustment seeks to normalize the Base Period activity for the net increase in
insurance costs incurred during the Adjustment Period related to FERC Account
924, Property Insurance, or Account 925, Injuries and Damages. FGT’s insurance
premiums for the 2009-2010 coverage period are listed on Page 46 of Exhibit No.
FGT-35, with the totals reflected by FERC account on Line 1, Columns (a) and (b)
of Page 45 of Exhibit No. FGT-35. Portions of these premium costs are allocated
to the Station 22 Facilities on Line 2 in accordance with the O&M Reimbursement
Agreement. The differences on Line 3 are then allocated between the Incremental
and Non-Incremental Facilities on Lines 4 and 5, respectively, utilizing the factors
applied to FERC Accounts 924 and 925 prescribed by the KN methodology. Of

the totals allocated, $1,021,351 and $1,389,838 have been attributed to the Non-
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Incremental Facilities for FERC Accounts 924 and 925, respectively. Lines 6 and
7 compare these Test Period premium costs for the Non-Incremental Facilities
with the comparable expenses recorded during the Base Period. The differences
set forth on Line 8, Column (a) of $247,358 and Column (b) of $139,257 represent
the adjustments to increase FERC Accounts 924 and 925, respectively, for the
Non-Incremental Facilities.
Please explain the reclassification of regulatory asset amortization.
As described earlier, a FAS No. 106 Regulatory Asset was established pursuant to
Commission Order issued September 24, 1997 in Docket Nos. RP96-366, et al.
Further, Article VI, Section 6, of the 2004 Settlement authorized FGT to continue
to include amortization of $104,028 for this Regulatory Asset in its annual cost of
service until the unamortized balance is fully recovered. The monthly
amortization is recorded in FERC Account 407.3, Regulatory Debits, prescribed
by the Uniform System of Accounts. Page 47 of Exhibit No. FGT-35 reflects the
adjustment to reclassify the portion of this annual amortization attributed to the
Non-Incremental Facilities (based on the KN methodology) to FERC Account
926, Employee Pensions and Benefits, for purposes of deriving the Cost of Service
in the instant filing.
Please explain the adjustment to A&G Expenses to reflect an increase in
OPEB net periodic cost.
Page 48 of Exhibit No. FGT-35. Line 1, reflects FGT’s estimated 2009 OPEB net

periodic cost in the amount of $2,112,941. This estimate was provided by FGT’s
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actuary on February 23, 2009 and is net of the Medicare Part D federal subsidy
offered to sponsors of retiree healthcare benefit plans that provide a prescription
drug benefit that is at least actuarially equivalent to the Medicare Part D
prescription drug benefit. The estimate on Line 1 is also reflective of an
amendment to FGT’s postretirement benefit plan adopted in September 2008 to
provide for a defined dollar benefit with an account balance to be used for the
payment of retiree contributions for FGT employees who retire on or after
October 1, 2008.

A portion of the OPEB net periodic cost on Line 1 of Page 48 is allocated
to the Station 22 Facilities on Line 2 in accordance with the O&M Reimbursement
Agreement. The remaining balance on Line 3 of $2,096,853 is then allocated
between the Incremental and Non-Incremental Facilities based on the KN
methodology with the results shown on Lines 4 and 5, respectively. Of the total
allocated, $1,557,167 has been attributed to the Non-Incremental Facilities for the
Test Period. Lines 6 and 7 compare the Test Period net periodic cost for the Non-
Incremental Facilities with the comparable Base Period expense. The difference
0f $752,273 on Line 8 represents the adjustment to increase FERC Account 926,
Employee Pensions and Benefits, for FGT’s net periodic cost with respect to the
Non-Incremental Facilities.

Please discuss the adjustment to increase the savings plan match.
Effective with the January 16, 2009 pay date, FGT’s savings plan match increased

from 100 percent on the first 2 percent deferred and 50 percent on the next 3
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percent to 100 percent of the first 5 percent deferred. Pages 49 and 50 of Exhibit
No. FGT-35 set forth the calculation to normalize the Base Period expenses to
reflect this increase in the company match. Specifically, Lines 1 through 12
calculate an average savings plan match per pay period factoring in the salary
increase described earlier that was first reflected in employees’ paychecks on
April 24, 2009. The resultant average is annualized on Line 12 and reflected in
Column (j). The savings plan match attributed to FGT’s annual incentive payout
is determined on Lines 13 through 16 with the result shown on Line 16 in Column
(j). The actual Base Period company match activity for January through May 2009
cross-charged to and from FGT’s affiliates is averaged on Lines 17 through 27,
with annualized amounts shown in Column (j). The total of these annualized
amounts on Lines 17 through 27, along with the annualized amounts on Lines 12
and 16 described above are summed to arrive at a Test Period savings plan match
before capitalization on Line 28 of $1,439,351.

A portion of the savings plan match on Line 28 is allocated to the Station

22 Facilities on Line 29 in accordance with the O&M Reimbursement Agreement.
The remaining balance on Line 30 of $1,428,392 is then allocated between the
Incremental and Non-Incremental Facilities based on the KN methodology with
the results shown on Lines 31 and 32, respectively. Of the total allocated,
$1,060,754 has been attributed to the Non-Incremental Facilities. Next, this
amount is reduced by the average savings plan match capitalized during the Base

Period from January through May 2009. The result on Line 34 of $848,205 is
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compared to the actual Base Period expense on Line 35 for the Non-Incremental

Facilities. The difference of $112,962 on Line 36 represents the adjustment to

increase FERC Account 926, Employee Pensions and Benefits, for FGT’s savings

plan match with respect to the Non-Incremental Facilities.

Would you next please explain the exclusion of expired amortizations that are

part of Adjustment No. 5.

Article VI, Sections 3 and 4 of the 2004 Settlement authorized FGT to amortize
over a five-year period beginning April 1, 2004: 1) its allocated share of the costs
to fully fund and terminate the Enron Corp. Cash Balance Plan, and 2) regulatory
commission expenses associated with Docket Nos. RP04-12, et al. These
amortizations expired during the Base Period. Page 51 of my Exhibit No. FGT-35
reflects the Base Period amounts excluded from FERC Accounts 926 and 928 for
the” Non-Incremental Facilities’ share of these amortizations.

Have you made any other adjustments for regulatory expenses that are part

of Adjustment No. 5?

Yes. FERC Account 928, has been adjusted to include the recovery of estimated
regulatory expenses to be incurred in the instant rate proceeding. The estimated
expenses are summarized on Lines 1 through 3 on Page 52 of Exhibit No. FGT-
35. FGT is proposing to recover the total projected costs on Line 4 of $624,400
over a five-year period. A portion of the annual amortization on Line 5 of
$124,880 is allocated to the Station 22 Facilities on Line 6 in accordance with the

O&M Reimbursement Agreement. The remaining balance on Line 7 of $123,928
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is then allocated between the Incremental and Non-Incremental Facilities based on

the KN methodology with the results shown on Lines 8 and 9, respectively. Of the

total allocated, $89,467 has been attributed to the Non-Incremental Facilities for

the Test Period. Lines 10 and 11 compare the Test Period expense for the Non-

Incremental Facilities with the actual Base Period expense. The difference of

$82,054 on Line 12 represents the adjustment to FERC Account 928 to increase

FGT’s regulatory expenses with respect to the Non-Incremental Facilities.

Adjustment No. 5 also removes the Base Period FERC Order No. 472

Annual Charge expenses for the Non-Incremental Facilities, as shown on Line 1,
Page 53 of my Exhibit No. FGT-35. These expenses are collected through a
separate surcharge as set forth in Section 22 of the GTC of FGT’s Tariff,

Please describe Adjustment No. 6 as it relates to the Non-Incremental

Facilities.

Adjustment No. 6 corrects three types of misclassified expenses. First, Pages 54

and 55 simply reclassify Base Period expenses from one O&M FERC account to

another. Second, Page 56 of Adjustment No. 6 reclassifies O&M Expenses as

S&E that were incorrectly recorded as labor during the Base Period. Third, Pages
57 through 59 reclassify, by removing from O&M Expenses, certain expenses
inadvertently recorded as such during the Base Period. Due to the fact that A&G
expenses are allocated at a FERC account level throughout FGT’s Base Period to
the Station 22 Facilities and between the Non-Incremental and Incremental

Facilities, it was necessary on Pages 57 through 59 to replicate these monthly
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allocations in order to determine the appropriate adjustments for these specific

misclassified transactions. Adjustment No. 6 totals ($91,409) for the Non-

Incremental Facilities as shown on Page 59, Line 14, Column (m).
Did you eliminate expenses that did not pertain to FGT’s Base Period for the
Non-Incremental Facilities?

Yes. Adjustment No. 7, totaling ($289,538), eliminates various entries recorded

during the Base Period for the Non-Incremental Facilities that relate to prior
periods. Page 60 of Exhibit No. FGT-35 summarizes by FERC account the
amounts removed from the O&M Expenses claimed for the Non-Incremental
Facilities in the instant filing.

Is FGT itself subject to income taxes?

No. As a limited liability company, FGT is a pass-through entity for tax purposes
and, therefore, is not itself subject to income taxes. However, the ultimate owners
of FGT are subject to actual or potential income tax liability on their shares of
FGT’s income.

Does the Commission’s Policy Statement on Income Tax Allowances> (“Policy
Statement”) authorize an income tax allowance in the case of an interstate
pipeline that is a pass-through entity for income tax purposes?

Yes. The Policy Statement authorizes an income tax allowance in cases where
partnerships or similar pass-through entities own the assets of a regulated public

utility to the extent that the owner or owners of the pass-through entity are subject
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to actual or potential income tax liability on their shares of the pass-through
entity’s income.
What factors does the Commission consider when authorizing an income tax
allowance for a pipeline that is a pass-through entity for income tax
purposes?
The Commission considers the pipeline’s owners and their tax status. If there is
more than one level of pass-through entities, the Commission evaluates the owner
where ultimate tax liability resides and whether such owner has actual or potential
income tax liability on income from the pipeline (id. at Par. 42.) An income tax
allowance is authorized regardless of the type of entity or individual which
ultimately owns the public utility assets, “provided that an entity or individual has
an actual or potential income tax liability to be paid on that income from those
assets.” (id. Par. 32.)
Please identify the owners of FGT.
FGT is wholly owned by Citrus Corp. The ownership of Citrus Corp. is divided
50/50 indirectly through subsidiaries of Southern Union Company (“Southern
Union”), a Delaware corporation, and El Paso Corporation (“El Paso”), also a
Delaware corporation.
Are the ultimate owners of FGT subject to actual or potential income tax

liability with respect to income from FGT?

Inquiry Regarding Income Tax Allowances, 111 FERC ¥ 61,139 (2005).
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Yes. Southern Union and El Paso, as corporations, are subject to the corporate
marginal tax rate of 35 percent, and 50 percent each of FGT’s income is included
in the determination of Southern Union’s and El Paso’s federal and state income
tax liability.
What Federal and State Income Tax allowances are included in the Cost of
Service for the Non-Incremental Facilities?
The allowances for Federal and State Income Taxes related to the Non-
Incremental Facilities are shown on Lines 7 and 8 of my Exhibit No. FGT-36 and
equal $30,722,992 and $4,557,771, respectively.
Please explain the Federal Income Tax computation for the Non-Incremental
Facilities shown on your Exhibit No. FGT-36.
The Federal Income Tax allowance related to the Non-Incremental Facilities is
computed based on the applicable Return on Rate Base for the Non-Incremental -
Facilities of $78,183,539, as determined on FGT Witness Brocato’s Exhibit No.
FGT-20. The Return is reduced on Line 2 by Interest and Debt Expense of
$21,267,543, the calculation of which is set forth on Exhibit No. FGT-44, Page
10, of FGT Witness William W. Grygar’s prepared direct testimony. This
reduction insures FGT’s ratepayers are given the benefit of this deduction in the
Income Tax computation. The Return after Federal Income Tax Adjustments is
calculated on Line 4 in the amount of $56,915,996. A tax-on-tax factor of

53.846154 percent is applied to the Return after Federal Income Tax Adjustments
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to compute Federal Income Taxes of $30,647,075, shown on Line 5. The tax-on-
tax factor is based on the statutory tax rate of 35 percent.

Please explain Line 6 labeled “South Georgia — Federal Tax Deficiency.”

As discussed earlier, an Unfunded Deferred Income Tax Regulatory Asset was
established for the Non-Incremental Facilities pursuant to Commission Order
issued September 24, 1997 in Docket Nos. RP96-366, et al. FGT’s settlement
allowance for Income Taxes in Docket Nos. RP96-366, et al. included $46,884
($75,917 adjusted for the tax-on-tax effect) designed to facilitate the collection of
these deficient deferred taxes over time. Article VI, Section 7, of the 2004
Settlement authorized FGT to continue to include $75,917 in its annual Cost df
Service until the deficient deferred income taxes are fully recovered. Line 6
together with the Federal Income Taxes calculated on Line S total $30,722,992
(Line 7), which represents the total Federal Income Tax allowance claimed in the
Cost of Service on FGT Witness Brocato’s Exhibit No. FGT-19, Line 7.

How were State Income Taxes for the Non-Incremental Facilities computed?
A tax-on-tax factor of 5.205129 percent, based on FGT’s effective composite state
tax rate of 4.9476 percent, was applied to the sum of the Return after Federal
Income Tax Adjustments (Line 4) and the Federal Income Tax allowance (Line 5)
to compute the claimed State Income Tax allowance of $4,557,771, as shown on
Line 8, related to the Non-Incremental Facilities. This amount has been carried

forward to FGT Witness Brocato’s Exhibit No. FGT-19, Line 8.
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INCREMENTAL FACILITIES

Please explain Exhibit No. FGT-37 as it relates to the Incremental Facilities.
Exhibit No. FGT-37, Page 1, sets forth the Accumulated Deferred Income Taxes
by FERC account for the Incremental Facilities. Columns (a) through (1) show the
balances in FERC Accounts 190, 282 and 283 for each month of the Base Period.
Column (m) reflects the changes in the provision for Deferred Income Taxes
projected to occur during the Adjustment Period, including changes resulting from
plant additions and retirements; tax and book depreciation; and other entries
projected to be recorded during the Adjustment Period. Column (n) on Page 1
eliminates the Accumulated Deferred Income Taxes not claimed in Rate Base and
Column (o) reflects the resulting Test Period Accumulated Deferred Income Taxes
0f'($443,734,961) included in the derivation of the Test Period Rate Base, as
supported in the prepared direct testimony of FGT Witness Brocato. Page 2 of my
Exhibit No. FGT-37 identifies the individual components that comprise the
Accumulated Deferred Income Taxes in FERC Accounts 190, 282 and 283, and
indicates those claimed in Rate Base.

Please explain Exhibit No. FGT-38 of the Filing.

Exhibit No. FGT-38 sets forth the Regulatory Assets for the Incremental Facilities
claimed in Test Period Rate Base, as reflected on FGT Witness Brocato’s Exhibit
No. FGT-26. First, pursuant to Commission Orders dated January 15, 1993 and
April 21, 1993 in Docket Nos. CP92-182, et al., FGT established a regulatory asset

to record the difference in the amount of straight-line depreciation expense for
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book purposes and the amount of plant costs recovered in rates (“Levelization
Adjustment Regulatory Asset”). Secondly, regulatory assets were established
pursuant to Preliminary Determinations issued July 30, 1999 and November 22,
2000 in Docket Nos. CP99, et al. and CP00-40, et al., respectively, related to
certain facilities placed in service early in the Phase IV and Phase V expansions
(“Early In-Service Facilities Regulatory Asset”).
Line 1 of Exhibit No. FGT-38 reflects the unamortized balances at
May 31, 2008 associated with the Levelization Adjustment Regulatory Asset and
the Early In-Service Facilities Regulatory Asset. Lines 2 through 13 reflect the
balances for each month of the Base Period and Line 14 shows the Base Period
ending balance at May 31, 2009. The adjustments on Line 15 represent the
amortization to occur during the Adjustment Period. The total projected balance
at February 28, 2010 of $447,623,189 reflected on Line 16, Column (c) ﬁés been
carried forward to FGT Witness Brocato’s Exhibit No. FGT-26, Line 6.
Will you now turn to Exhibit No. FGT-39 and explain that exhibit as it
relates to the Incremental Facilities?
Pages 1 and 2 of my Exhibit No. FGT-39 Columns (a) through (d), set forth the
O&M Expenses for the Incremental Facilities for the twelve months of actual
experience ended May 31, 2009; the adjustments to these Base Period expenses in
Columns (e) through (h); and the total O&M Expenses, as adjusted, in Columns (i)
through (1). The O&M Expenses are shown by FERC account and are subdivided

between labor, S&E and gas cost. The annual O&M Expenses, as adjusted, for the
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Incremental Facilities total $37,976,351, as shown on Page 2, Column (1), Line 23.

This amount is included as Total Operating Expenses in the overall Cost of

Service for FGT’s Incremental Facilities, as shown on Line 3 of FGT Witness

Brocato’s Exhibit No. FGT-25. Pages 3 through 10 of Exhibit No. FGT-39 set

forth the O&M Expenses for the Incremental Facilities, by month, between labor

and S&E.

Have you detailed the adjustments to actual O&M Expenses for the

Incremental Facilities?

Yes. Adjustments to the Base Period O&M Expenses for the Incremental

Facilities total $3,035,997 (Page 2, Column (h), Line 23). Page 11 of Exhibit No.

FGT-39 identifies each adjustment and provides a brief description and the

amount for each adjustment. Pages 12 through 21 set forth, by adjustment

number, the FERC accounts adjusted and the categories impacted (i.e., labor,

S&E, or gas cost). Details of the O&M adjustments for the Incremental Facilities

are shown on Pages 22 through 34.

Would you briefly explain each of the O&M adjustments to the Incremental

Facilities?

Adjustment No. 1, Pages 22 and 23 of Exhibit No. FGT-39, normalizes salary

increases that became effective during the Base Period in the same manner as was
described above for the Non-Incremental Facilities. Column (a) on Pages 22 and

23 reflects Base Period labor by FERC account as set forth on Schedule
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H-1(1)(a).2 of the instant filing for the Incremental Facilities. Columns (b) and (c)
adjust Base Period labor for other adjustments to O&M Expenses discussed below
that affect labor. Column (d) on Pages 22 and 23 remove labor expenses
associated with the second pay period in April 2009, as well as May 2009 Base
Period labor. The average salary increase of 3.7 percent is applied in Column (f)
to the net adjusted labor reflected in Column (e). The total adjustment of
$290,376 is shown by FERC account in Column (f) on Pages 22 and 23.

Please describe Adjustment No. 2 to O&M Expenses as it relates to the

Incremental Facilities.

Adjustment No. 2 is identical to Adjustment No. 2 of Exhibit No. FGT-35

described above, but for the Incremental Facilities. Line 21, Column (d) of
Exhibit No. FGT-39, Page 24, reflects an adjustment of $19,554, which represents
the projected increase in the cost of S&E through the end of February 2010 for the
Incremental Facilities. Column (a) on Page 24 reflects Base Period S&E by FERC
account as set forth on Schedule H-1(1)(b).2 of the instant filing for the
Incremental Facilities. Once again, expenses recorded in FERC Account 858 are
excluded from this adjustment. Column (b) adjusts Base Period S&E for other
O&M adjustments discussed below affecting S&E for the Incremental Facilities.
The S&E factor of 0.26 percent supported on Pages 31 and 32 of my Exhibit No.
FGT-35 is applied in Column (d) on Page 24 of Exhibit No. FGT-39 to the net

adjusted S&E reflected in Column (c¢) resulting in Adjustment No. 2 totaling

$19,554.
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Please explain O&M Adjustment No. 3 of Exhibit No. FGT-39.

Adjustment No. 3 in the amount of ($22,031), shown on Page 25 of Exhibit No.

FGT-39 eliminates the cost of gas used in FGT’s utility operations. These costs
are recovered separately through FGT’s Fuel Reimbursement Charge set forth in
Section 27 of the GTC of FGT’s Tariff.

Please explain the adjustments to Transmission Expense that comprise

Adjustment No. 4 as it relates to the Incremental Facilities.

Adjustment No. 4, summarized on Page 26 of my Exhibit No. FGT-39, is an

adjustment to Transmission Expenses totaling $3,179,120, which is comprised of:
1) an increase in FGT’s pipeline safety user fee; 2) an increase in environmental
expenses related to Greenhouse Gas monitoring; 3) a reclassification of operating
and maintenance fees; 4) the annualization of expenses for transmission and
compression of gas by others; and 5) pipeline integrity assessment costs.

Please explain the adjustment to increase FGT’s pipeline safety use fee as it
relates to the Incremental Facilities.

Please refer once again to Page 35 of my Exhibit No. FGT-35. As explained
above, a portion of the Department of Transportation’s actual fiscal year 2009
pipeline safety user fee assessed FGT was first allocated to the Station 22
Facilities in accordance with the O&M Reimbursement Agreement. The
remaining balance was then allocated between the Non-Incremental and
Incremental Facilities based on the Phase III Settlement. The portion of the Test

Period user fee attributable to the Incremental Facilities is shown on Line 4 in the
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amount of $403,507. Lines 9 and 10 compare the Test Period user fee for the
Incremental Facilities with the actual Base Period expense. The difference of
$68,299 on Line 11 is the adjustment to FERC Account 850 for the increase in
FGT’s pipeline safety user fee attributed to the Incremental Facilities.
Please explain the adjustment to Incremental Facilities related to Greenhouse
Gas monitoring.
Please turn once more to Pages 36 and 37 of my Exhibit No. FGT-35. As
explained before, the EPA issued a proposed rule earlier this year that will require
the annual monitoring of Greenhouse Gas emissions at FGT’s compressor stations
beginning in 2010. Of the total projected costs associated with the annual
monitoring of Greenhouse Gas emissions at FGT’s compressor stations, $398,549
has been allocated to the Incremental Facilities as shown on Page 36, Line 10,
based on certificated horsepower. An adjustment for this amount has been made
to FERC Account 853 for the Incremental Facilities.
Please explain the reclassification that has been made with respect to
operating and maintenance fees.
Base Period entries related to FGT’s Operation and Maintenance Agreement with
Paragon ECS Holdings, LLC (“Paragon O&M Agreement”) have been reclassified
from FERC Account 488, Miscellaneous Service Revenues, to FERC Account
853. Pursuant to the Paragon O&M Agreement, Paragon pays FGT a monthly fee

to operate and maintain the compressor motor facilities at FGT’s Compressor
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Station 13A. A reclassification in the amount of ($315,849) credits these O&M
fees to FERC Account 853, as reflected on Page 27 of Exhibit No. FGT-39.
Has FERC Account 858, Transmission and Compression of Gas by Others,
for the Incremental Facilities been adjusted?
Yes. Page 28 of Exhibit No. FGT-39 reflects an adjustment of $2,186,703. Page
2 of FGT Witness Biediger’s Exhibit No. FGT-51 sets forth this adjustment in
detail.
Please describe the adjustment to the Incremental Facilities related to
pipeline integrity assessment costs.
As discussed above, upon termination of FGT’s Capital Surcharge tariff
provisions with the effectiveness of new rates, FGT must begin expensing costs
for pipeline integrity assessments conducted in HCAs pursuant to the accounting
guidance outlined in Docket No. AI05-1-000. Page 29 of my Exhibit No. FGT-39
shows the projected pipeline integrity assessment costs for the Incremental
Facilities over the next five years, along with costs associated with additional
required preventive and mitigative measures that must be undertaken by FGT in
HCAs. The total on Line 6 of $4,207,092 is divided by 5 to arrive at an average
annual cost of $841,418, as shown on Line 7, over the next five years. FERC
Account 863, Maintenance of Mains, has been adjusted by this amount.

What changes to A&G Expenses are you proposing with Adjustment No. S as

it relates to the Incremental Facilities?
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Adjustment No. 5, summarized on Page 30 of Exhibit No. FGT-39, is a net credit

to A&G expenses in the amount of ($313,597), which includes: 1) an increase in
software maintenance costs; 2) an increase in insurance expenses; 3) a
reclassification of regulatory amortization; 4) an increase in OPEB net periodic
cost; 5) an increase in the savings plan company match; 6) the exclusion of
expired amortizations; 7) the amortization of projected regulatory expenses; and 8)
the removal of ACA expenses.

Please explain the increase in software maintenance costs as it relates to the
Incremental Facilities.

As discussed above, FGT will begin paying an annual fee for software
maintenance support in connection with the implementation of a new SCADA
system. Page 44, Line 4, of my Exhibit No. FGT-35 shows the portion of this
annual fee allocated to the Incremental Facilities utilizing the KN methodology.
Line 4 shows an increase to FERC Account 923, Outside Services Employed of
$31,459.

Please explain the adjustment to increase insurance expenses.

As discussed above in context of the Non-Incremental Facilities, this adjustment
seeks to normalize the Base Period activity for the net increase in insurance
premium costs for the 2009-2010 coverage period that are recorded in FERC
Account 924, Property Insurance, or Account 925, Injuries and Damages. The
portion of this adjustment attributed to the Incremental Facilities is set forth on

Page 45 of my Exhibit No. FGT-35. Using the factors prescribed by the KN
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methodology for Accounts 924 and 925, a portion of the Test Period premium
costs are allocated to the Incremental Facilities on Line 4. Lines 9 and 10 of
Exhibit No. FGT-35 compare these Test Period premium costs for the Incremental
Facilities with the comparable expenses recorded during the Base Period. The
differences set forth on Line 11, Column (a) of $346,763 and Column (b) of
$37,389 represent the adjustments to increase FERC Accounts 924 and 925,
respectively, for the Incremental Facilities.
Please explain the reclassification of regulatory asset amortization for the
Incremental Facilities.
Page 31 of Exhibit No. FGT-39 shows the portion of the FAS No. 106 Regulatory
Asset annual amortization attributed to the Incremental Facilities. As stated
above, this amortization is recorded in FERC Account 407.3, Regulatory Debits.
Page 31 of Exhibit No. FGT-39 reflects an adjustment to reclassify $27,272 to
FERC Account 926, Employee Pensions and Benefits, for the Incremental
Facilities.
Please explain the increase in OPEB net periodic cost as it relates to the
Incremental Facilities.
Please refer once again to Page 48 of Exhibit No. FGT-35. As discussed above
FGT’s estimate from its actuary shows an increase in 2009 OPEB net periodic cost
over Base Period expenses. A portion of the 2009 net periodic cost was allocated
to the Incremental Facilities on Line 4 in the amount of $539,686 based on the KN

methodology in accordance with the 2004 Settlement. Lines 9 and 10 on Page 48
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of Exhibit No. FGT-35 compare the Test Period net periodic cost for the
Incremental Facilities with the Base Period expense. The difference of $253,816
on Line 11 represents the adjustment to increase FERC Account 926 with respect
to FGT’s OPEB net periodic cost for its Incremental Facilities.
Please discuss the adjustment to increase the savings plan company match as
it relates to the Incremental Facilities.
As discussed above, FGT’s savings plan match increased to 100 percent of the
first 5 percent deferred effective with employees’ paychecks dated January 16,
2009. Pages 49 and 50 of Exhibit No. FGT-35 set forth the calculation to
normalize the Base Period Expenses to reflect the increase in the match. Of the
total increase in costs allocated, $367,638 has been allocated to the Incremental
Facilities using the KN methodology, as set forth on Line 31, Page 49. This
amount has been carried forward to Page 50, Line 37. Actual Base Period savings
plan match expenses for January through May 2009 capitalized or cross-charged to
and from the Incremental Facilities’ affiliates are averaged on Lines 38 through
40, with annualized amounts shown in Column (j). Lines 37 through 40, Column
(j) are summed to arrive at the net Test Period savings plan expense for the
Incremental Facilities of $464,963 (Line 41). Next, this amount is compared to
the actual Base Period expense for the Incremental Facilities. The difference of
$54,409 on Line 43 represents the adjustment to increase FERC Account 926 to
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