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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION
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PREPARED DIRECT TESTIMONY
RICKEY JO ]I;ROCATO

Please state your name and business address.
My name is Rickey J. Brocato. My business address is 5444 Westheimer Road,
Houston, Texas 77056.
By whom are you employed?
I am employed by the Panhandle Energy pipeline group of companies as Manager
of Cost of Service in the Rates and Regulatory Affairs Department. In this
capacity, I work for Florida Gas Transmission Company, LLC (“FGT” or
“Company”).
How long have you been employed by the Panhandle system?
Since December 1974.
Please describe your employment history with the Panhandle system.
I joined Texas Eastern Transmission Corporation as a Junior Accountant in the
Controllers department in December 1974. I was subsequently promoted to the
positions of Accountant, Senior Accountant, Assistant Supervisor and Supervisor
in that department. With the merger of Texas Eastern with Panhandle Eastern

Corporation, I assumed the position of Supervisor of Cost of Service in the



10

11

12

13

14

15

16

17

18

19

20

21

22

EXHIBIT NO. FGT-18
Docket No. RP10-__ -000
Page 2 of 31

Regulatory Affairs department. In August 1990, I assumed my present position as
Manager of Cost of Service. I assumed that function for Florida Gas
Transmission Company, LLC, with the acquisition of the CrossCountry Energy
pipelines from Enron Corp. by Southern Union Company in November 2004.
What are your present duties?

My present duties include supervising the preparation of Cost of Service studies,
and presentations as required for regulatory proceedings.

What is your educational background?

I graduated from Louisiana Tech University in 1974 with a Bachelor of Science
degree in Accounting.

Have you previously submitted testimony before the Federal Energy
Regulatory Commission?

Yes. Most recently I have submitted testimony in Trunkline Gas Company,

Docket No. RP96-129-000, in Transwestern Pipeline Company, LLC, Docket No.

RP06-614-000, in Sea Robin Pipeline Company, LL.C, Docket No. RP07-513-000,

in Southwest Gas Storage Company, Docket No. RP07-541-000, and in

Trunkline LNG Company., LLC, Docket No. RP09-816-000.

What is the scope of your testimony in this proceeding?

I am responsible for development of the statements and schedules that support the
Cost of Service for FGT’s Non-Incremental Facilities and the Incremental
Facilities. These include schedules which develop Rate Base and Return, Gas

Plant, Accumulated Provision for Depreciation and Amortization, Working
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Capital, and the amount of Taxes Other Than Income included in each Cost of
Service. FGT Witness Debra E. Thompson will discuss the derivation of
Operation and Maintenance Expenses, Regulatory Assets, Income Taxes and
Deferred Taxes. FGT Witness Lawrence J. Biediger will discuss Revenue
Credits.

What is the basis for the separate Cost of Service for the Non-Incremental
Facilities?

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. FGT continues to allocate indirect or shared Operation
and Maintenance Expenses in conformance with the methodology agreed to in the
Phase III Settlement, even though the agreement has expired, with the exception
of Administrative and General expenses, which are allocated in conformance with

the Kansas-Nebraska (“KN”) allocation methodology agreed to in the Stipulation

and Agreement dated August 13, 2004 in Docket Nos. RP04-12, et al. (“2004
Settlement”).
Are any of the Cost of Service components common to both the Non-

Incremental and Incremental Facilities?
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Yes. With respect to Rate Base, the capitalized Computer Software and the
Working Capital Prepayments are recorded on the books of the Non-Incremental
Facilities but are common to the total FGT System.
How have the Computer Software and Working Capital Prepayments been
assigned to the Non-Incremental and Incremental Facilities in the Cost of
Service?
The details of these calculations are discussed in the prepared direct testimony
and exhibits of FGT Witness William W. Grygar.
Are there any other components in the Cost of Service common to both the
Non-Incremental and Incremental Facilities?
Yes, certain Taxes Other than Income Taxes comprised of Payroll, Franchise,
Compressor Usage and Other Miscellaneous Taxes are common to both the
Non-Incremental and Incremental Facilities.
How have these Taxes Other Than Income been included in the Non-
Incremental and Incremental Facilities in the Cost of Service?
The detail calculations for Payroll, Franchise, Compressor Usage and Other
Miscellaneous Taxes also are discussed in the direct testimony of FGT Witness
Grygar.

What designation is there to distinguish between statements and schedules

related to the Non-Incremental Cost of Service and the Incremental Cost of

Service?
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Separate statements and schedules are distinguished 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 is 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.
Working papers, where appropriate, are included in Volume III of the instant
filing. In my testimony, for the sake of clarity, I will discuss the portions of the
exhibits related to the Non-Incremental Facilities first, and then discuss the
corresponding statements and schedules related to the Incremental Facilities.

I will testify in the following areas:

1) Overall Cost of Service;

2) Claimed Rate Base and proposed Return;

3) Gas Plant;

4)  Accumulated Provision for Depreciation and Amortization;

5) Working Capital;

6) Depreciation, Depletion and Amortization Expense; and

7) Taxes Other Than Income.

What Exhibits are you responsible for in this proceeding?

My testimony supports the following exhibits and schedules:
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NON-INCREMENTAL FACILITIES

Exhibit No. Reference Description
FGT-19 STATEMENT A.1 Overall Cost of Service
FGT-20 STATEMENT B.1 Rate Base and Return
FGT-21 STATEMENT C.1 Gas Plant
Schedules C-1.1, C-2(1).1,
and C-2(2).1
FGT-22 STATEMENT D.1 Accumulated Provision for
Schedule D.1 Depreciation, Depletion
and Amortization
FGT-23 STATEMENT E.1 Working Capital
Schedule E-2.1
FGT-24 STATEMENT H-2.1 Depreciation, Depletion and
Amortization Expense
Schedule H-2(1).1 Reconciliation of
Depreciable Plant
INCREMENTAL FACILITIES
Exhibit No. Reference Description
FGT-25 STATEMENT A.2 Overall Cost of Service
FGT-26 STATEMENT B.2 Rate Base and Return
FGT-27 STATEMENT C.2 Gas Plant
Schedules C-1.2, C-2(1).2,
and C-2(2).2
FGT-28 STATEMENT D.2 Accumulated Provision for
Schedule D.2 Depreciation, Depletion
and Amortization
FGT-29 STATEMENT E.2 Working Capital
Schedule E.2.2
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FGT-30 STATEMENT H-2.2 Depreciation, Depletion and
Amortization Expense

Schedule H-2(1).2 Reconciliation of
Depreciable Plant
TOTAL FACILITIES
Exhibit No. = Reference Description
FGT-31 STATEMENT H-4 Other Taxes

Schedule H-4

Were the statements and schedules contained in the above-referenced
exhibits prepared by you or under your direction?

Yes.

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.”

COST OF SERVICE FOR THE NON-INCREMENTAL FACILITIES

What is the total Cost of Service for Non-Incremental Facilities in this
proceeding?
FGT’s Cost of Service for the Non-Incremental Facilities, after deducting

Revenue Credits, is $231,688,822, as reflected in my Exhibit No. FGT-19.
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Please explain Exhibit No. FGT-19 as it relates to the Non-Incremental
Facilities.

Exhibit No. FGT-19 is a summary of the Overall Cost of Service for FGT’s Non-
Incremental Facilities, reflecting the costs for the twelve months ended May 31,
2009, as adjusted for known and measurable changes for the nine months ending
February 28, 2010. The exhibit is summarized by each of the components of the
Cost of Service.

What are the components of the total Cost of Service as shown in your
Exhibit No. FGT-19?

Total Operating Expenses on Lines 1 through 3 are $66,577,337 as shown in FGT
Witness Thompson's Exhibit No. FGT-35, Page 2, Line 23, Column (1).
Depreciation and Amortization Expenses, shown on Line 4 as $34,362,966, are
from FGT Witness Grygar’s Exhibit No. FGT-45, Page 5, Line 27, Column (g).
The Federal and State Income Taxes, on Lines 7 and 8, are $30,722,992 and
$4,557,771, respectively, and are the subject of FGT Witness Thompson’s Exhibit
No. FGT-36. Taxes Other Than Income Taxes in the amount of $17,292,637 on
Line 5 were taken from FGT Witness Grygar’s Exhibit No. FGT-44, Page 4,
Column (b). The Return component of $78,183,539, shown on Line 6, is taken
from my Exhibit No. FGT-20. The Revenue Credits in the amount of ($8,420), on
Line 9, are taken from FGT Witness Biediger’s Exhibit No. FGT-62.

Please describe your Exhibit No. FGT-20 as it relates to the Non-Incremental

Facilities.
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Exhibit No. FGT-20 reflects the various components of Rate Base to determine a
net Rate Base of $675,160,097. The Return Allowance on Rate Base of
$78,183,539 is based on an overall Rate of Return of 11.58 percent. The
derivation of the 11.58 percent Rate of Return is discussed in the testimony and
exhibits of FGT Witnesses Michael T. Langston, Richard N. Marshall and Robert
B. Hevert.

What are the components of Rate Base for the Non-Incremental Facilities?
The adjusted Rate Base includes total Gas Plant of $1,427,654,091, as shown on
FGT Witness Grygar’s Exhibit No. FGT-44, Page 6, Column (b). This gross Gas
Plant figure is reduced by the Accumulated Provision for Depreciation of
(8659,801,844), as determined in FGT Witness Grygar’s Exhibit No. FGT-44,
Page 7, and Accumulated Deferred Income Taxes of ($103,726,626), which were
taken from FGT Witness Thompson’s Exhibit No. FGT-33. The Working Capital
allowance of $10,600,037, taken from FGT Witness Grygar’s Exhibit No. FGT-
44, Page 8, and Regulatory Assets of $434,439, taken from FGT Witness
Thompson’s Exhibit No. FGT-34, are added to obtain the Rate Base of
$675,160,097.

How was FGT's Non-Incremental Facilities Gas Plant determined?

The adjusted Gas Plant balance is $1,441,707,991, before assignment of
capitalized Computer Software by FGT Witness Grygar to the Incremental
Facilities. Page 1 of my Exhibit No. FGT-21 shows, by primary account, the Gas

Plant balance at the beginning and end of the Base Period, including the additions,
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reductions and other changes during the Base Period, together with the necessary
adjustments to arrive at the adjusted balance. Page 11 of this exhibit summarizes
the adjustments to Gas Plant.

What adjustments did you make to Gas Plant for FGT’s Non-Incremental
Facilities?

The total of the adjustments to the Non-Incremental Base Period Gas Plant is a
$175,009,035 increase, as shown at Line 3, Column (f) on Page 1 of Exhibit No.
FGT-21. These adjustments reflect additions, retirements and transfers of Gas
Plant projected during the Adjustment Period.

What are the various Gas Plant adjustments you have made as shown on
Exhibit No. FGT-21 as they relate to the Non-Incremental Facilities?

The adjustments, as summarized on Page 11 of my exhibit, are as follows:

Adjustment No. 1 transfers amounts recorded in Account No. 106 - Completed

Construction Not Classified, at the end of the Base Period to Gas Plant in Service,

Account No. 101; Adjustment No. 2 records to Account No. 101 - Gas Plant in

Service, the expenditures projected to be placed in service during the Adjustment
Period, including actual amounts recorded in Account No. 107, Construction

Work in Progress, as of the end of the Base Period; Adjustment No. 3 removes

from Gas Plant in Service the original cost of plant related to the State Road 91
Florida Turnpike relocation project (“SR 91 Project”), which is to be retired

during the Adjustment Period; and Adjustment No. 4 removes from Gas Plant in

Service asset retirement costs for future Asset Retirement Obligations (*AROs”)
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related to system asbestos removal and the SR 91 Project in accordance with
Section 154.315 of Title 18 of the Code of Federal Regulations (“CFR™).
Adjustment Nos. 3 and 4 are further detailed on Pages 12 and 13, respectively, on
my Exhibit No. FGT-21.

Please explain Exhibit No. FGT-21, Pages 2 through 10, as it relates to FGT’s
Non-Incremental Facilities.

Exhibit No. FGT-21, Pages 2 through 10, (Schedule C-1.1) shows the balances in
FERC Account Nos. 101, 106 and 107 by FERC gas plant account at May 31,
2009, the adjustments, and the resulting Test Period balances for the Non-
Incremental Facilities. The details of Completed Construction Not Classified are
shown on Pages 14 through 35 of Exhibit No. FGT-21

Please explain Exhibit No. FGT-21, Pages 36 through 40.

Exhibit No. FGT-21, Pages 36 through 40, Schedule C-2(2).1, sets forth the
projected additions to Gas Plant in Service, by project, during the Adjustment
Period for the Non-Incremental Facilities. The amounts to be closed to Gas Plant
in Service (Account 101), Column (b), reflect the total estimated costs to complete
the projects.

What is the total Accumulated Provision for Depreciation for FGT’s Non-
Incremental Facilities?

Accumulated Provision for Depreciation, Depletion and Amortization, before
assignment of the reserve related to capitalized Computer Software, is

$666,096,304 as summarized on Page 1 of Exhibit No. FGT-22. The Base Period
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activity is shown in Columns (b) through (d) and the Test Period adjustments in
Column (f). Column (e), the total reserve at the end of the Base Period, is added
to Column (), to obtain the total Accumulated Provision, as adjusted, which is
shown in Column (g).

What adjustments did you make to the Accumulated Provision for
Depreciation shown on Exhibit No. FGT-22?

The adjustments totaling $23,070,200, detailed on Page 2 of my Exhibit No. FGT-

22, are as follows: Adjustment No. 1, as shown on Page 3 of Exhibit No. FGT-22,

totaling $23,310,750, reflects Depreciation and Amortization of Gas Plant

projected to be recorded during the Adjustment Period. Adjustment No. 2 adjusts

the Accumulated Reserve, ($3,216,058), for the retirement of facilities associated
with the SR 91 Project during the Adjustment Period, as shown on Line 2 of my
Exhibit No. FGT-22, Page 2. The adjustment to Accumulated Reserve for Major
Retirements is reflected in detail on my Exhibit No. FGT-21, Page 12.

Adjustment No. 3 removes ($1,054,900) from Accumulated Provision for

Depreciation the reserve related to future AROs for system asbestos removal and
the SR 91 Project as of the end of the Base Period as shown in my Exhibit No.
FGT-21, Page 13. Again, this adjustment is based on Section 154.315 of Title 18

of the CFR. Adjustment No. 4 removes from Accumulated Negative Salvage

($833,472) related to offshore facilities with AROs, as shown in my Exhibit No.

FGT-22, Page 4. Last, Retirement Work in Progress, in the amount of $4,863,880
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was eliminated and removed from the Accumulated Provision for Depreciation
balance.

Have you prepared an exhibit showing the amount of Working Capital for
FGT’s Non-Incremental Facilities?

Yes. Exhibit No. FGT-23 sets forth the Working Capital components for
Materials and Supplies (“M&S”) and Prepayments, in the amount of $11,514,457
before assignment by FGT Witness Grygar. The M&S component of $9,975,801
is shown on Page 2 of my Exhibit No. FGT-23. Page 3 of this Exhibit shows the
determination of Prepayments of $1,538,656.

How was the amount claimed for M&S determined for FGT’s Non-
Incremental Facilities?

The determination for the M&S component is the 13-month average of the actual
total balances during the period May 2008 through May 2009.

How was the amount determined for Prepaid Insurance for FGT’s Non-
Incremental Facilities?

The amount shown on Page 4, Column (a), of Exhibit No. FGT-23, is the average
of the monthly balances for the 13-month period ending February 28, 2010, the
end of the Test Period. The difference between the average of the monthly
balances for the 13-month period ending February 28, 2010, the end of the Test
Period, and average of the monthly balances for the 13-month period ending May
31, 2009, the end of the Base Period, results in an increase of $252,957 for

Prepaid Insurance as reflected on Line 16, Page 3 of my Exhibit No. FGT-23.



10

11

12

13

14

15

16

17

18

19

20

21

22

EXHIBIT NO. FGT-18
Docket No. RP10-__ -000
Page 14 of 31

How was the amount determined for Other Prepayments for FGT’s Non-
Incremental Facilities?

The amount shown on Page 3 of Exhibit No. FGT-23, Line 15, Column (b), is the
13-month average of the actual total balances during the period May 2008 through
May 2009 of $176,301.

Have you summarized the Prepayments related to FGT’s Non-Incremental
Facilities?

Yes. The Prepayments are reflected on Line 17 of my Exhibit No. FGT-23, Page
3. As shown on Line 17, the total for each of the prepayments claimed is
$1,538,656.

Does your testimony propose that any level of Cash Working Capital be
included?

No. In lieu of providing a lead-lag study, FGT has proposed a zero allowance for
Cash Working Capital.

Do you have an exhibit reflecting the derivation of the Depreciation and
Amortization Expense for FGT’s Non-Incremental Facilities?

Yes, as shown on Page 1 of my Exhibit No. FGT-24, Depreciation and
Amortization Expense of $35,554,123, on Line 28, Column (h), is the annual level
of Depreciation and Amortization Expense, as adjusted, but before assignment of
the Amortization Expense related to capitalized Computer Software to
Incremental Facilities by FGT Witness Grygar. Depreciation and Amortization

Expense on Lines 1 through 24 was calculated by taking the adjusted Gas Plant in
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Column (a), and applying the corresponding annual depreciation rates as shown in
Column (e). Page 2 of my Exhibit No. FGT-24 provides the reconciliation of
Depreciable Plant to the Non-Incremental Facilities Total Gas Plant shown on my
Exhibit No. FGT-21. Pages 3 and 4 of my Exhibit No. FGT-24 set forth the
expenses related to AROs included in the Cost of Service. These expenses make
up the remainder of the Depreciation and Amortization Expense reflected on Lines
25 through 27 of Page 1 of this Exhibit.
Please explain Page 3 of Exhibit No. FGT-24.
Page 3 of my Exhibit No. FGT-24 sets forth the expense included in FGT’s
Overall Cost of Service associated with Transmission Offshore AROs pursuant
to FASB Statement No. 143, Accounting for Asset Retirement Obligations,
(“Statement No. 143”). The Transmission Offshore ARO-related expense of
$687,283 is shown in Column (c) of Exhibit No. FGT-24, Page 3 and represents
the portion of the annual requirement to be funded by FGT’s Shippers over a
5-year period necessary to meet the future decommissioning costs related to
certain offshore facilities.
Please explain the impact of Statement No. 143 on FGT’s Non-Incremental
Facilities.
FGT follows the provisions of Statement No. 143, FASB Interpretation No. 47,
Accounting for Conditional Asset Retirement Obligations (“FIN No. 477), and
FERC’s regulations issued in Docket No. RM02-7-000, Accounting, Financial

Reporting, and Rate Filing Requirements for Asset Retirement Obligations
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(“Order 6317) to account for its AROs. FGT adopted Statement No. 143 on
January 1, 2003, and FIN No. 47 as of December 31, 2005. Statement No. 143
requires an ARO to be recorded when a legal obligation to retire the asset exists.
FIN No. 47 clarifies that an ARO should be recorded for all assets with legal
retirement obligations, even if the enforcement of the obligation is contingent
upon the occurrence of events beyond the Company’s control. FGT has
identified and recorded such obligations associated with two of its offshore
facilities in the Gulf of Mexico. The two facilities that have been identified are
FGT’s ownership interest in the Matagorda Offshore Pipeline System (“MOPS”)
and the Vermilion Block 22 offshore facility. In addition, as part of its FIN No.
47 analysis, FGT recognized a minor amount of AROs related to certain
asbestos removal obligations. FGT has also recorded an ARO associated with
its onshore facilities related to the SR 91 Project. FGT has not recorded any
other ARO associated with its onshore facilities because it intends to continue to
utilize these facilities into the indefinite future and, as such, cannot reasonably
estimate the present value of any such obligations.

How was the annual Shipper funding requirement on Page 3 of Exhibit No.
FGT-24 derived?

The amount, reflected on Line 22, Column (d), of $4,271,180 equals the total
amount required to be funded over a 5-year period, in equal installments, in
order to meet FGT’s projected ARO obligations for MOPS and the Vermilion

Block 22 offshore facilities. The total annual funding requirement was derived
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by taking into consideration an investment fund return of 6.53 percent applied
annually to each year’s fund balance, plus any current year funding, less
applicable federal and state income taxes. This calculation yielded $4,271,180,
the total funding dollars necessary to meet FGT’s projected future
decommissioning costs of $10,883,825 in the year 2023, and $311,593 in the
year 2029. The projected accumulated negative salvage balance for MOPS and
the Vermilion Block 22 offshore facilities, deemed to have been collected from

FGT’s Shippers through March 31, 2010, equals $834,765 as shown in Column

(b), Line 22. This total represents the amount to be funded by FGT in equal

annual installments of $166,953 over five years. The annual Shipper funding
requirement of $687,283, reflected on Lines 1 through 5, Column (), equals the
difference between the total funding requirement in Column (d) and FGT’s
contribution shown in Column (b). This annual amount is carried forward to my
Exhibit No. FGT-24, Page 1, Line 25, Column (g).

Please explain Page 4 of Exhibit No. FGT-24.

Page 4 of my Exhibit No. FGT-24 sets forth the expense included in FGT’s
Overall Cost of Service associated with the Transmission Onshore AROs
pursuant to Statement No. 143. In the instant filing, Transmission Onshore
ARO-related expense, related to the SR 91 Project, is made up of a five-year
amortization of $275,307. This amount is carried forward to Page 1, Line 26 of

my Exhibit No. FGT-24.
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Why was the annual requirement for the Transmission Onshore ARO
calculated differently than the Transmission Offshore AROs on Page 3?
The Transmission Onshore ARO is based on actual amounts already incurred
and spent as compared to the future estimated decommissioning costs required
to establish the Transmission Offshore ARO.
How do you propose to treat and recover costs related to asbestos AROs?
The Cost of Service includes annual Depreciation Expense, on a prospective
basis, for asbestos AROs totaling $26,980 on the capitalized ARO assets, as
reflected on Line 6, Column (h), of my Exhibit No. FGT-24, Page 1.
What is the source of the depreciation rate used on Exhibit No. FGT-24 for
the depreciation of Gas Plant — Transmission — ARO - Asbestos?
The depreciation rate of 5.52 percent was derived from my Exhibit No. FGT-24,
Page 5. The monthly expense of $2,236 for all capitalized asbestos ARO assets
was divided by the total balance of the assets of $488,773, as show in Column
(a), Line 5, to arrive at a monthly rate of 0.46 percent. The monthly rate was
annualized resulting in an annual rate of 5.52 percent.
What is the source of the depreciation rates used on Exhibit No. FGT-24 for
the depreciation of Gas Plant — Transmission Onshore?
The Transmission Onshore depreciation rate of 2.13 percent is pursuant to
Article V, Section 1, of the 2004 Settlement. The stipulated depreciation rate was
approved by the Commission's order dated December 21, 2004 for the mainline

Transmission facilities.
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What negative salvage rate does FGT propose to use for its Non-Incremental
Transmission Offshore Facilities?

FGT proposes to continue the negative salvage rate of 0.20 percent for its Non-
Incremental Transmission Offshore facilities that have no associated AROs.
What is the basis for FGT’s negative salvage accruals for the FGT Non-
Incremental Transmission Offshore Facilities?

FGT’s negative salvage accruals are based upon the annual negative salvage rate
of 0.20 percent per annum for the offshore facilities, which is pursuant to

Article III of the Stipulation and Agreement dated October 17, 1989, in Docket
No. RP89-50, et al., approved by the Commission on June 15, 1990.

What depreciation rates are you proposing in this proceeding for General
Plant for FGT’s Non-Incremental Facilities?

FGT proposes to continue using the depreciation rates for General Plant, as set
forth in Article V, Section 4 of the 2004 Settlement.

What amortization rates are you proposing in this proceeding for Intangible
Plant?

FGT proposes to continue to use a 10.00 percent amortization rate for
Miscellaneous Intangibles and a 10.00 percent amortization rate for Intangibles —
Computer Software, which are appropriate based on their useful lives. In addition,
FGT also proposes to utilize a 10.00 percent annual amortization for Contributions
in Aid of Construction (“CIAC”) on the plant balance of $1,751,981, and a 17.39

percent amortization for the Intangible — Maitland Leasehold.
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Have these amortization rates been utilized on the books?
Yes, all of these contributions were made prior to the beginning of the Base Period
and the amortization rates proposed have been utilized on the books.

COST OF SERVICE FOR THE INCREMENTAL FACILITIES
What is the total Cost of Service for the Incremental Facilities in this
proceeding?
FGT’s Cost of Service for the Incremental Facilities, after deducting Revenue
Credits, is $347,529,404, as reflected in my Exhibit No. FGT-25.
Please explain Exhibit No. FGT-25 as it relates to the Incremental Facilities.
Exhibit No. FGT-25 is a summary of the Overall Cost of Service for FGT’s
Incremental Facilities reflecting the costs for twelve months ended May 31, 2009,
as adjusted for known and measureable changes for the nine months ending
February 28, 2010. The exhibit is summarized by each of the components of the
Cost of Service.
What are the components of the total Cost of Service as shown in your
Exhibit No. FGT-25?
Total Operating Expenses on Lines 1 through 3 are $37,976,351 as shown in FGT
Witness Thompson's Exhibit No. FGT-39, Page 2, Line 23, Column (1).
Depreciation and Amortization Expenses, shown on Line 4 as $65,326,745, are
from FGT Witness Grygar’s Exhibit No. FGT-44, Page 1, Column (c), Line 4.
The Federal and State Income Taxes, on Lines 7 and 8, are $59,839,436 and

$8,899,199, respectively, and are the subject of FGT Witness Thompson’s Exhibit
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No. FGT-40. Taxes Other Than Income Taxes in the amount of $22,894,704 on
Line 5 were taken from FGT Witness Grygar’s Exhibit No. FGT-44, Page 4. The
Return component of $152,655,969, shown on Line 6, is taken from my Exhibit
No. FGT-26. The Revenue Credits in the amount of ($63,000), on Line 9, are
taken from FGT Witness Biediger’s Exhibit No. FGT-62.

Please describe your Exhibit No. FGT-26 as it relates to the Incremental
Facilities.

Exhibit No. FGT-26 reflects the various components of Rate Base to determine a
net Rate Base of $1,318,272,615. The Return Allowance on Rate Base of
$152,655,969 is based on an overall Rate of Return of 11.58 percent. As noted
previously, the derivation of the 11.58 percent overall Rate of Return is discussed
in the testimony and exhibits of FGT Witnesses Langston, Marshall and Hevert.
What are the components of Rate Base for the Incremental Facilities?

The adjusted Rate Base includes total Gas Plant of $2,065,439,654, as shown on
FGT Witness Grygar’s Exhibit No. FGT-44, Page 6, Column (c). This gross Gas
Plant figure is reduced by the Accumulated Provision for Depreciation of
($755,880,541), as determined from FGT Witness Grygar’s Exhibit No. FGT-44,
Page 7 and Accumulated Deferred Income Taxes of ($443,734,961), which were
taken from FGT Witness Thompson’s Exhibit No. FGT-37. The Working Capital
Allowance of $4,825,274, taken from FGT Witness Grygar’s Exhibit No. FGT-44,

Page 8, and Regulatory Assets of $447,623,189, taken from FGT Witness
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Thompson’s Exhibit No. FGT-38, are added to obtain the Rate Base of
$1,318,272,615.

How was FGT's Incremental Facilities Gas Plant determined?

The adjusted Gas Plant balance is $2,051,385,754, before assignment between the
Incremental and Non-Incremental Facilities by FGT Witness Grygar of capitalized
Computer Software. Page 1 of my Exhibit No. FGT-27 shows by primary account
the Gas Plant balance at the beginning and end of the Base Period, including the
additions, reductions and other changes during the Base Period, together with the
necessary adjustments to arrive at the adjusted balance. Page 7 of this exhibit
summarizes the adjustments to Gas Plant.

What adjustments did you make to Gas Plant for FGT’s Incremental
Facilities?

The total of the adjustments to the Incremental Base Period Gas Plant is a
$72,285,222 increase, as shown at Page 1, Line 3, Column (f) of Exhibit No.
FGT-27. These adjustments also reflect additions and transfers of Gas Plant
projected during the Adjustment Period.

What are the various Gas Plant adjustments shown on Exhibit No. FGT-27
as they relate to the Incremental Facilities?

The adjustments, as summarized on Page 7 of my exhibit, are as follows:

Adjustment No. 1 transfers amounts recorded in Account No. 106 — Completed

Construction Not Classified, at the end of the Base Period, to Gas Plant in Service,

Account No. 101, and Adjustment No. 2 records to Account No. 101 — Gas Plant




10

11

12

13

14

15

16

17

18

19

20

21

22

EXHIBIT NO. FGT-18
Docket No. RP10-__ -000
Page 23 of 31

in Service, the expenditures projected to be placed in service during the
Adjustment Period, including actual amounts included in Account No. 107 —
Construction Work in Progress, as of the end of the Base Period.

Please explain Exhibit No. FGT-27, Pages 2 through 6, as it relates to FGT’s
Incremental Facilities.

Exhibit No. FGT-27, Pages 2 through 6 (Schedule C-1.2) shows the balances in
FERC Account Nos. 101, 106 and 107 by FERC gas plant account at May 31,
2009, the adjustments, and the resulting Test Period balances for the Incremental
Facilities. The details of Account 106, Completed Construction Not Classified are
shown on Pages 8 through 14 of my Exhibit No. FGT-27

Please explain Exhibit No. FGT-27, Pages 15 through 16.

Pages 15 and 16 of Exhibit No. FGT-27 (Schedule C-2(2).2), set forth the
projected additions to Gas Plant in Service by project, during the Adjustment
Period for the Incremental Facilities. The amounts to be closed to Gas Plant in
Service (Account 101), Column (b), reflect the total estimated costs to complete
the projects.

What is the total Accumulated Provision for Depreciation for FGT’s
Incremental Facilities?

Accumulated Provision for Depreciation, Depletion and Amortization, before
assignment by FGT Witness Grygar of the reserve related to capitalized Computer
Software, is $749,586,081 as summarized in Exhibit No. FGT-28, Page 1. The

Base Period activity is shown in Columns (b) through (d) on Page 1 and the Test
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Period adjustments are shown in Column (f). Column (e), the total reserve at the
end of the Base Period, is added to Column (f), to obtain the total Accumulated
Provision, as adjusted, which is shown in Column (g).

What adjustments did you make to the Accumulated Provision for
Depreciation shown on Exhibit No. FGT-28?

The adjustments totaling $38,095,944, shown on Page 2 of my Exhibit No. FGT-

28, are as follows: Adjustment No. 1, totaling $37,496,863, reflects Depreciation

and Amortization of Gas Plant projected to be recorded during the Adjustment
Period. Retirement Work in Progress, in the amount of $599,081, was eliminated
and removed from the Accumulated Provision for Depreciation balance.

Have you prepared an exhibit showing the amount of Working Capital for
FGT’s Incremental Facilities?

Yes. Exhibit No. FGT-29 sets forth the working capital components for FGT’s
Incremental Facilities, before the assignment of Prepayments between the
Incremental and Non-Incremental Facilities by FGT Witness Grygar.

How was the amount claimed for M&S determined for FGT’s Incremental
Facilities?

The determination for M&S component, $3,910,854, detailed on Page 2 of my
Exhibit No. FGT-29, is the 13-month average of the actual total balances during
the period May 2008 through May 2009.

How was the amount determined for Prepaid Insurance and Other

Prepayments for FGT’s Incremental Facilities?
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Prepaid Insurance and Other Prepayments were previously explained in my
Exhibit No. FGT-23, Pages 3 and 4, for the Non-Incremental Facilities. FGT
Witness Grygar’s Exhibit No. FGT-44, Page 8 shows an assignment of
Prepayments, in the amount of $914,420, to the Rate Base for Incremental
Facilities.

What is the level of Working Capital claimed in FGT’s Incremental Facilities
Rate Base?

FGT Witness Grygar’s Exhibit No. FGT-44. Page 8, Column (c), shows the
determination of the Rate Base requirement for the Incremental Working Capital
of $4,825,274.

Does your testimony propose that any level of Cash Working Capital be
included for the Incremental Facilities?

No. In lieu of providing a lead-lag study, FGT has proposed a zero allowance for
Cash Working Capital.

Do you have an exhibit reflecting the derivation of the Depreciation and
Amortization Expense for FGT’s Incremental Facilities?

Yes. As shown on my Exhibit No. FGT-30, Depreciation and Amortization
Expense of $64,135,588, on Page 1, Line 25, Column (h) is the annual level of
Depreciation and Amortization Expense, as adjusted, but before assignment of the
Amortization Expense related to capitalized Computer Software by FGT Witness
Grygar. Depreciation and Amortization Expense on Lines 1 through 21 was

calculated by taking the adjusted Gas Plant in Column (a), and applying the
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corresponding annual depreciation rates as shown in Column (e). Page 2 of my
Exhibit No. FGT-30 provides the reconciliation of Depreciable Plant to the
Incremental Facilities Total Gas Plant shown on my Exhibit No. FGT-27.
Amortization of the Levelization Adjustment and Early In-Service Regulatory
Assets, reflected on Lines 22 and 23 of my Exhibit No. FGT-30, make up the
remainder of the Depreciation and Amortization Expense. In accordance with the
Article VI, Sections 1 and 2 of the 2004 Settlement, balances for these regulatory
assets are being amortized at a rate of 2.50 percent annually.

What is the source of the depreciation rates used on Exhibit No. FGT-30, for
the depreciation of Gas Plant — Transmission Onshore?

The Transmission Onshore depreciation rate of 2.50 percent is pursuant to Article
V, Section 3, of the 2004 Settlement.

What depreciation rates are you proposing in this proceeding for General
Plant for FGT’s Incremental Facilities?

I am proposing the continued use of the depreciation rates for General Plant as set
forth in Article V, Section 4 of the 2004 Settlement.

Do you have an exhibit for Taxes Other Than Income Taxes for all of the
FGT Facilities?

Yes. Exhibit No. FGT-31 sets forth adjusted tax expense by type of tax, in total,
for both the Non-Incremental Facilities and the Incremental Facilities.

What is the total amount claimed for Taxes Other Than Income Taxes for the

total FGT Facilities?
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The total amount of Taxes Other Than Income Taxes claimed is $40,187,341, as
shown on Line 6, Column (c), of Page 1 of my Exhibit No. FGT-31.

What is the amount of Ad Valorem Taxes for the total FGT Facilities?

The amount of Ad Valorem Taxes is $35,833,510. This amount is shown by state
on Page 2 of my Exhibit No. FGT-31.

How were Ad Valorem Taxes computed for FGT’s Non-Incremental
Facilities?

To compute Ad Valorem Taxes for the Non-Incremental Facilities, the estimated
assessment ratios and applicable tax rates for 2008 were applied to the fair market
value of assets, Column (c¢) of my Exhibit No. FGT-31, Page 7, subject to property
taxes in the various states. The Ad Valorem taxes claimed are $14,796,172 for the
Non-Incremental Facilities, as shown on Line 6, Column (g).

What is the basis for the fair market value of the Non-Incremental Facilities’
assets subject to property taxes?

The fair market value of assets subject to property taxes is based on the projected
gross taxable investment of Gas Plant as of February 28, 2010, Column (a), on
Page 7 of Exhibit No. FGT-31, reduced by the most recently available fair market
to cost ratio, shown in Column (b).

How were Ad Valorem Taxes computed for FGT’s Incremental Facilities?
To compute Ad Valorem Taxes for the Incremental Facilities, the estimated
assessment ratios and applicable tax rates for 2008 were applied to the fair market

value of assets subject to property taxes in the various states, Column (c) on Page
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8 of my Exhibit No. FGT-31. The Ad Valorem taxes claimed are $21,037,338 for
the Incremental Facilities, as shown on Line 6, Column (g).

What is the basis for the Incremental Facilities fair market value of assets
subject to property taxes?

The fair market value of assets subject to property taxes is based on the projected
gross taxable investment of Gas Plant as of February 28, 2010, Column (a),

Page 8, of Exhibit No. 31, reduced by the most recently available fair market to
cost ratio, shown in Column (b).

What is the amount of Payroll Taxes for the total FGT Facilities?

Exhibit No. FGT-31, Page 3, Column (c) shows Payroll Taxes, as adjusted, for
both the Non-Incremental and the Incremental Facilities of $2,669,513. Federal
Insurance Contribution Act Taxes were adjusted by $62,943 for Social Security
Taxes and $17,002 for Medicare Taxes, to conform to the adjustment to operation
and maintenance labor expenses as shown on FGT Witness Thompson’s Exhibit
No. 35, Pages 28 and 29 and Exhibit No. FGT-39, Pages 22 and 23. Specifically,
my Exhibit No. FGT-31, Page 9, takes Base Period Social Security Taxes, reduced
by Social Security Taxes associated with the second pay period in April 2009 and
the May 2009 pay periods, and applies the 3.7 percent annual average salary
increase percentage used by FGT Witness Thompson. Salary increases were first
reflected in employees’ paychecks on April 24, 2009. The total adjustment to
Social Security Taxes is shown on Line 4, Column (c). The same method was

applied to the Base Period Medicare Taxes to reflect the increase in Medicare
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Taxes on Line 8. The Total Payroll Tax Adjustment for FICA and Medicare is
reflected on Line 9. Federal and State Unemployment Taxes reflect the actual
amounts recorded on the books and records of the Company for the Base Period.
What is the amount of Payroll Taxes for the FGT Non-Incremental and
Incremental Facilities?

Payroll Taxes of $1,820,707 are included in the Non-Incremental Cost of Service
and $848,806 in the Incremental Cost of Service, as reflected on Page 4, Line 2, of
FGT Witness Grygar’s Exhibit No. FGT-44.

What is the amount of Franchise Taxes for the total FGT Facilities?

My Exhibit No. FGT-31, Page 4, sets forth by taxing authority a total, as adjusted,
of $792,000 for the total FGT Facilities. The Base Period ended May 31, 2009
was adjusted to reflect an annualization of the first 5 months of 2009, which
resulted in an ($89,250) adjustment, as reflected in my Exhibit No. FGT-31,

Page 10.

What is the amount of Franchise Taxes for the FGT Non-Incremental and
Incremental Facilities?

Franchise Taxes of $317,755 are included in the Non-Incremental Cost of Service,
and $474,245 in the Incremental Cost of Service as reflected on Page 4, Line 3, of
FGT Witness Grygar’s Exhibit No. FGT-44.

What is the amount of Compressor Usage Tax for the total FGT Facilities?
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Exhibit No. FGT-31, Page 5, sets forth by taxing authority a total of $892,129, for
the total FGT Facilities, which equal the actual amounts recorded on the books
and records of the Company for the Base Period.

What is the amount of Compressor Usage Tax for the FGT Non-Incremental
and Incremental Facilities?

A total of $357,927 of Compressor Usage Tax is included in the Non-Incremental
Cost of Service and $534,202 in the Incremental Cost of Service, set forth on
Page 4, Line 4, of FGT Witness Grygar’s Exhibit No. FGT-44.

What is the amount of Miscellaneous Other Taxes for the total FGT
Facilities?

The adjusted annual amount of Miscellaneous Other Taxes for the total FGT
Facilities is $189. An out-of-period expense was removed from the Base Period in
the amount of $139 in order to reflect a normalized level of Miscellaneous Other
Taxes for the period ending February 28, 2010, as shown on my Exhibit No. FGT-
31, Page 6.

What is the amount of Miscellaneous Other Taxes for the FGT Non-
Incremental Facilities?

Miscellaneous Other Taxes of $76 is included in the Non-Incremental Cost of
Service and $113 in the Incremental Cost of Service as shown on Page 4, Line 5,

of FGT Witness Grygar’s Exhibit No. FGT-44.
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What effect did the adjustments which you described have upon the amount
claimed for Taxes Other Than Income Taxes for FGT’s Non-Incremental
Facilities?

The net amount of Taxes Other Than Income Taxes for the FGT Non-Incremental
Facilities Cost of Service is $17,292,637 as summarized on Page 4, Column (b) of
FGT Witness Grygar’s Exhibit No. FGT-44.

What are the claimed Taxes Other Than Income Taxes for FGT’s
Incremental Facilities?

Taxes Other Than Income Taxes for the Incremental Facilities’ Cost of Service
are $22,894,704, as summarized on Page 4, Column (c¢) of FGT Witness Grygar’s
Exhibit No. FGT-44.

Does this conclude your prepared direct testimony?

Yes, it does.
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FLORIDA GAS TRANSMISSION COMPANY, LLC STATEMENT A.1

Non-Incremental Facilities
Cost of Service
Twelve Months Ended May 31, 2009, As Adjusted

Line
No. Description Reference Amount
(@
Operating Expenses

1 Operations and Maintenance $ 41,211,900
2 Administrative & General 25,365,437
3 Total Operating Expenses STATEMENT H-1.1 66,577,337
4 Depreciation Expense Schedule 1-1(c).1, Page 1 34,362,966
5 Taxes Other Than Income Schedule 1-1(c).1, Page 1 17,292,637
6 Return @ 11.58% STATEMENT B.1 78,183,539
7 Federal Income Taxes STATEMENT H-3.1 30,722,992
8 State Income Taxes STATEMENT H-3.1 4,557,771
9 Revenue Credits Schedule G-5 (8,420)

10 Total $ 231,688,822




FLORIDA GAS TRANSMISSION COMPANY, LLC

Non-Incremental Facilities
Rate Base and Return
Twelve Months Ended May 31, 2009, As Adjusted

Exhibit No. FGT-20
Page 1
Docket No. RP10-_ -000

STATEMENT B.1

Line
No. Description Reference Amount
(b)

1 Plant Schedule I-1(b), Page 5 $ 1,427,654,091
2 Accumulated Provision for Depreciation Schedule I-1(b), Page 5 (659,801,844)
3 Net Plant 767,852,247
4 Accumulated Deferred Income Taxes Schedule B-1.1 (103,726,626)
5 Working Capital Schedule I-1(b), Page 5 10,600,037
6 Regulatory Assets Schedule B-2.1 434,439
7 Rate Base 3 675,160,097

Return on Rate Base at 11.58%

$ 78,183,539
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STATEMENT C A1
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