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Florida Public Service Commission
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Re:  PSC Docket 060657-GU; In re Petition of Florida City Gas for Approval of
CMP an Acquisition Adjustment and Recognition of a Regulatory Asset
COM _ Dear Ms. Cole:
CTR A ——— . . . . . ]
| Attached to this letter please find an original and 7 copies of Florida City Gas' ("FCG")
ECR —L—responses to Staff's informal requests for data in connection with the above-referenced Docket.
GCL l Also attached is FCG's Request for Confidential Classification of certain material being provided
to Staff. The confidential information is being provided in a sealed separate envelope marked
OPC ——"CONFIDENTIAL", also attached to this letter. The documents within this envelope have been
RCA rinted on yellow paper to emphasize their confidential status. Redacted copies of these
SCR documents have been included within FCG's enclosed submission.
SGA Thank you for your assistance with this filing, and please do not hesitate to contact me
SEC with any questions or concerns.
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Ann Cole, Commission Clerk
May 18, 2007
Page 2

Enclosures

cc: Cheryl Bulecza-Banks
Ralph Jaeger
Charles J. Beck
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ORIGINAL

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition of Florida City Gas )

for Approval of an Acquisition ) Docket No. 060657-GU
Adjustment and Recognition of a ) Date Filed: May 30, 2007
Regulatory Asset )

REQUEST FOR CONFIDENTIAL CLASSIFICATION

Florida City Gas ("Petitioner,” "FCG," or "the Company"), by and through its
undersigned counsel, and pursuant to Section 366.093, Florida Statutes, and Rule 25-22.006,
Florida Administrative Code, hereby requests confidential classification of certain material being
provided to the Florida Public Service Commission ("Commission," "PSC," or "Staff") in
connection with FCG's Petition for Approval of an Acquisition Adjustment and Recognition of a
Regulatory Asset, PSC Docket 060657-GU. This information is being provided in response to
Staff's informal request for additional data. Attached to this Request is an envelope marked
"CONFIDENTIAL" containing the sole copy of the confidential information being provided. A
public, redacted version of these documents is attached to each filed copy of this Request. In
support of this Request, FCG states as follows:

1. Subsection 366.093(1), Florida Statutes, provides that upon request, records
received by the PSC which are "found by the commission to be proprietary confidential business
information shall be kept confidential and shall be exempt from s. 119.07(1)."

2. "Proprietary confidential business information" is defined as meaning
"information, regardless of form or characteristics, which is owned or controlled by the ...
company, is intended to be and is treated by the ... company as private in that the disclosure of
the information would cause harm to the ratepayers or the company's business operations, and
has not been disclosed unless disclosed pursuant to a statutory provision, an order of a court or
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administrative body, or private agreement that provides that the information will not be released
to the public." § 366.093(3), Fla. Stat.

3. Proprietary confidential business information includes information concerning
"contractual data, the disclosure of which would impair the efforts of a public utility or its
affiliates to contract for goods or services on favorable terms." § 366.093(3)(d), Fla. Stat.

4. The designated portions of the information being provided to the Commission fall
within these statutory definitions, and therefore constitute proprietary confidential business
information entitled to protection under Section 366.093 and Rule 25-22.006.

5. Attachment 1 to this Request consists of pages 20 through 22 of the Gas Supply
Asset Assignment and Agency Agreement between NUI Ultilities Inc. and Cinergy Marketing &
Trading, L.P., dated April 7, 2004. These pages contain the terms of the prepayment obligation
of NUI when purchasing gas from Cinergy. This contract was, of course, signed by a prior
owner of the utility and has been treated by FCG as private and has not been publicly disclosed,
and has been obtained only pursuant to a private agreement which provides that the information
will not be released to the public. The contractual data herein is therefore proprietary
confidential business information and is entitled to protection under Section 366.093 and Rule
25-22.006.

6. Attachment 2 to this Request consists of pages 11 and 12 of the current Asset
Management Agreement between FCG and Sequent Energy Management, L.P., effective April 1,
2005. These pages contain the terms of the current payment obligation of FCG when purchasing
gas from Sequent. These contract terms have been treated by FCG as private and have not been
publicly disclosed. Disclosure of these terms would impair the efforts of FCG to contract for

goods or services on favorable terms. The contractual data herein is therefore proprietary
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confidential business information and is entitled to protection under Section 366.093 and Rule
25-22.006.

7. Pursuant to Section 366.093(4), Florida Statutes, and Rule 25-22.006(9), Florida
Administrative Code, FCG requests that the information described above as proprietary
confidential business information be protected from disclosure for a period of at least 18 months
and all information should be returned to FCG as soon as the information is no longer necessary
for the Commission to conduct its business.

Respectfully submitted this 30th day of May, 2007.

FLORIDA CITY GAS

STLY 0 S

Todd D. Engelfgrjit

Florida Bar No. 0013444
AKERMAN SENTERFITT
106 East College Avenue,
Suite 1200

P.O. Box 1877 (32302)
Tallahassee, FL 32301
(850) 224-9634

Attorneys for Florida City Gas
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of this Request has been served upon
the following by Hand Delivery (*) and/or U.S. Mail this 30th day of May, 2007.

Cheryl Bulecza-Banks, Bureau Chief *
Division of Economic Regulation
Room 160, Gunter Building

Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850

Ralph Jaeger, Staff Counsel *
Office of the General Counsel
Room 370, Gunter Building
Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850

Charles J. Beck, Interim Public Counsel *
Office of the Public Counsel

111 Madison Street, Room 812
Tallahassee, FL 32399-1400

Todd D. Engeﬁ{aorg]t

Florida Bar No.'0013444
AKERMAN SENTERFITT

106 East College Avenue, Suite 1200
P.O. Box 1877 (32302)

Tallahassee, FLL 32301
(850) 224-9634

Attorneys for Florida City Gas
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Florida City Gas
Acquisition Adustment
Docket 060657-GU (FCG) data request

Please refer to page 4 of Witness Hanson’s direct testimony for the following three requests.

1. Please demonstrate the realized savings due to decrease in gas financing cost of $.4
million and decrease in gas supply capacity cost of $.5 million in your company’s
purchase gas adjustment cost recovery or other cost recovery mechanisms.

Response:

Savings Due to Gas Cost Financing
Due to NUT’s poor financial condition, NUI was required to prepay for its gas supply
including the gas supply of Florida City Gas (FCG). Under AGL Resources Inc. (AGLR)
ownership FCG was able to resume the practice of post paying for its gas supply.
Resuming the practice of post paying its gas cost reduced the cost of financing by
allowing FCG to pay its gas cost later than under the prepayment arrangement. The
practice of post paying under AGLR ownership reduced FCG’s required investment
needed to finance its gas costs. The savings is demonstrated by a decrease in the base
revenue requirement under AGLR ownership versus NUI ownership as a result of a
decrease in the working capital requirement includable in rate base. Working capital is
reduced by eliminating the prepayment that was required under NUI ownership. This
prepayment was comprised of a commodity and demand component.

Attached Schedule 1, column 1 details the calculation of the savings due to gas cost
financing of $.4 million for the 12 months ended June 2006 as originally filed in the
testimony of Ronald D. Hanson. Column 2 details a corrected calculation as described
later in this response. The corrected calculation shows an additional savings of $49,478
over the originally filed calculation. Lines 1 through 4 of Schedule 1 show the calculation
of the decreased working capital investment due to post paying of the commodity
component of gas cost. Line 1 shows the total gas cost of $52.5 million for the 12 months
ended June 30, 2006. The commodity component is $45.1 million as shown on Line 3
which is total gas cost less the demand component on Line 2. The decreased investment
in the commodity component on Line 4 equals the annual commodity component on Line
3 of $45.1 million multiplied by 2 divided by 12 (the period of savings due to post
paying). The difference in due dates of gas costs as a result of prepaying versus post
paying is approximately 60 days or 2 months. The agreement with the gas supply asset
manager Cinergy required NUI to pay for its gas service 3 business days prior to the
month of service, which approximates to the 25" day of the month preceding the month
of service. Please see pages 20 through 22 attached of the Gas Supply Asset Assignment
and Agency Agreement between NUI Utilities Inc. and Cinergy Marketing & Trading.
LP dated April 7, 2004 (Attachment 1) for the prepayment terms. These pages are being
filed on a confidential basis. After the acquisition AGLR was able to resume post paying
on the 25" day after the month of service due to its investor grade credit rating. FCG
continues to obtain this post payment benefit in the asset management agreement



between NUI Utilities Inc. d/b/a Florida City Gas and Sequent Energy Management, L. P.
(Sequent) effective April 1, 2005 which allows FCG to pay for its gas supply 25 days
after the month of service. Please see pages 11 and 12 attached of Exhibit C of the
Sequent agreement (Attachment 2) for payment terms. These pages are being filed on a
confidential basis.

Lines 5 and 6 of Schedule 1 show the calculation of the decreased working capital
investment due to post paying of the demand component of gas cost. The decreased
investment in the demand component shown on Line 6 equals the demand component
shown on Line 5 of $7.5 million multiplied by a factor to quantify the decrease in
working capital. The quantification of the factor as filed in the testimony of Ronald D.
Hanson was understated due to an assumption. The quantification included in the filing
was based on an assumption that, under AGLR ownership, post paying would allow FCG
to pay the demand component 11 days later than under NUI ownership. Upon further
review of the gas purchase payments during the preparation of this response it was
determined that AGLR was able to resume post paying the demand component 25 days
after the month of service consistent with the payment of commodity costs. Line 6,
column 2 reflects the decreased investment in the demand component and equals the
annual demand component shown on Line 5 of $7.5 million multiplied by 2 divided by
12 (the period of savings due to post paying).

Line 8, column 2 represents the corrected cost of financing savings of $424,607 and
equals line 7 multiplied by AGLRs short-term debt rate of 4.85% as of June 2006.

Attached Schedule 2 details the calculation of the savings due to gas cost financing of
$387,595 million for the 12 months ended December 31, 2006.

Attached Schedule 3 details the payments made to Cinergy on FCG’s behalf which
demonstrates that prepayments were made for gas costs.

Reduction in Gas Cost Due to Releasing Capacity
The reduction in gas cost due to releasing capacity represents a reduction in the gas
reservation charge payments made by FCG to Florida Gas Transmission Company (FGT).
Coinciding with the termination of the term of the FGT FTS-1 transportation service,
contract no. 5034, AGLR personnel, using their forecasting and modeling tools,
determined that a portion of the FT capacity could be released without affecting customer
deliverability or reliability. Attached Schedule 4 details the calculation of the savings
resulting from the turn-back of 10.9% of FTS- 1 capacity. The amendment to the firm
transportation agreement is attached (Attachment 3). The second pages of Exhibits A and
B show the amended capacity (points of receipt and delivery) used in the calculation of
savings on Schedule 4. This reduction in cost is reflected in the reduced gas cost to
FCG’s customers.



2. Will customers continue to realize the total savings of .9 million in the future.
Response:

Customers will continue to realize the savings due to the reduction in gas financing costs
of $.4 million as long as AGLR maintains its investor grade credit rating and is therefore
able to continue its practice of post paying for its gas supply. Due to its financial strength
AGLR expects to maintain an investor grade credit rating. Customers will continue to
realize the savings of $.5 million due to the reduction in gas cost due to releasing capacity
at least through July 31, 2010. The terms of the current agreement ends on July 31, 2007.
AGLR has requested to extend the term of its exiting contract quantity for a three year
term ending July 31, 2010. The letter requesting to extend the contract is attached
(Attachment 4).

3. How has the company been able to achieve the decrease of $.4 million in gas financing
cost?

Response:
Please see response to question 1.



Florida City Gas Schedule 1
Calculation of Savings Related to Post Pay of Gas Costs

1 2
Line No. As Originally Filed Corrected
1 Annual Cost of Gas for the 12 Months Ended June 2006 52,528,649 (1) 52,528,649 (1)
2 Demand Component 7,472,110 7,472,110
3 Commodity Component 45,056,539 45,056,539
4 Monthly Gas Cost - 2/12 of line 3 7,509,423 (2) 7,509,423 (2)
5 Demand Component of Gas Cost 7.472,110 7,472,110
6 Average Outstanding Balance 225187 (3) 1,245,352 (2)
7 Total Investment Balance 7,734,610 8,754,775
8 Cost of Financing at AGLR Short-term Debt Rate of 4.85% 375,129 424,607

(1) Source: Schedule 2, page 2 of June 30, 2006 Earnings Surveillance Report

(2) Under prepayment agreement with Cinergy required to pay for cost of gas 3 business days preceeding the month of service.
After AGLR acquisition was able to return to paying 25th day during month of service.
Equals line 5 multiplied by 2 months divided by 12 months.

(3) Original quantification of demand investment incorrectly based on 11 days benefit due to post paying.
Original calculation was line 5 multiplied by 11 days divided by 365 days.



Florida City Gas Schedule 2
Calculation of Savings Related to Post Pay of Gas Costs

Line No.
1 Annual Cost of Gas for the 12 Months Ended December 2006 43,387,542 (1)
2 Demand Component 7,491,905
3 Commodity Component 35,895,637
4 Monthly Gas Cost - 2/12 of line 3 5,082,606 (2)
5 Total 7,491,905
6 Average Outstanding Batance - 2/12 of line 5 1,248,651 (2)
7 Total Investment Balance 7,231,257
8 Cost of Financing at AGLR Short-term Debt Rate of 5.36% 387,595

(1) Source: Scheduile 2, page 2 of December 31, 2006 Earnings Surveillance Report
(2) Under prepayment agreement with Cinergy required to pay for cost of gas 3 business days preceeding the month of service.
After AGLR acquisition was able to return to paying 25th day during month of service.



Florida City Gas

Actual Prepayments made on Florida City Gas behalf to Cinergy

Line No.
Apr-04
May-04
Jun-04
Jul-04
Aug-04
Sep-04
Oct-04
Nov-04
Dec-04

OCO~NODNHWN-=

2,158,965.44
1,980,548.64
2,449,630.10
2,302,301.61
1,920,202.48
2,021,622.57
2,329,397.58
3,455,782.46
3,720,716.97

(1)
(M
(1)
()
(2)
(2)
(2)
(2)
(2)

(1) Recorded as prepayment on FCG's books.

(2) Effective July 2004 recorded as prepayment on NUI Utilities' books.

Schedule 3



Line No.
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Florida City Gas Schedule 4
Analysis of Savings Due to FTS-1 Capacity Turn-back
1 2 3 4 5 6 6
FTS-1 FTS-1
Daily Monthly
Reservation Reservation
OoLD NEW Turnback Pct Charge Charge Savings
MDQ MDQ MDQ Turnback $/dth $/dth $
Jan-06 43,685 38,923 (4,762)  -10.90% $0.3855 $11.7256 ($55,837.31)
Feb-06 43,685 38,923 (4,762)  -10.90% $0.3855 $11.7256 ($55,837.31)
Mar-06 43,685 38,923 (4,762)  -10.90% $0.3855 $11.7256 ($55,837.31)
Apr-06 23,201 20,672 (2,529) -10.90% $0.3855 $11.7256 ($29,654.04)
May-06 23,185 20,658 (2,527)  -10.90% $0.3855 $11.7256 ($29,630.59)
Jun-06 23,185 20,658 (2,527)  -10.90% $0.3855 $11.7256 ($29,630.59)
Jul-06 23,185 20,658 (2,527)  -10.90% $0.3855 $11.7256 ($29,630.59)
Aug-06 23,185 20,658 (2,527}  -10.90% $0.3955 $12.0298 ($30,399.30)
Sep-06 23,185 20,658 (2,527)  -10.90% $0.3955 $12.0298 ($30,399.30)
Oct-06 26,231 23,372 (2,859)  -10.90% $0.3955 $12.0298 ($34,393.20)
Nov-06 43,685 38,923 (4,762)  -10.90% $0.3955 $12.0298 ($57,285.91)
Dec-06 43,685 38,923 (4,762)  -10.90% $0.3955 $12.0298 ($57,285.91)
383,782 341,949 (41,833) ($495,821.36)
Notes:

a) The FTS-1 contract has four "seasons” defined as 1) Nov-Mar, 2) Apr, 3) May-Sept and 4) Oct and each season has a different
Maximum Daily Quantity (MDQ). The contracts Right of First Refusal (ROFR) language allowing the capacity turnback required that
any volume turned back to FGT would be based on either the same percentage change within each season or the same quantity

change within each season.

b) The monthly reservation charge was calculated by first multiplying the F.E.R.C. approved FGT daily tariff rate by 365 then dividing the

total by 12.
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— Fiarids Gas Transmission Company

N

Amandment to Firm Tranaportation Agrssmant
pute: & /4~ [

Ehippar's Nams: PIVOTAL UTILITY HOLDINGS, INC,

Cortract Numbsr: 5034

Amsndmant Number: 15

Request Numberi 112413

The akovs mantioned Agreement ls heraby amended s follows:

The parties sgrea ta amexd the term of the Agreamont to -kynd the end date ¢f the termy untr 07/31/2007,

The partes hsroby agrep o decrurse the Maximum Dally Trensportation Quartity (MDTQ) of tha agresmant par
mu't?-eud exhihits . )

The partiss hnrelty agree to amend the agresment to decraase fiom mal'lgl vapucity at 252M13422/8ABDINE PASS
PLANT, 6112880)/MOP 3-REFUGID FGY, 101143000 TRANSCO-3T, HELENA FOT,

101471 COSOTEYCC-ATCHAFALAYA FGT, 1024023 TOUNUPL-IEFFERSON FGT, 23082/1 0BB1/SABIN

FOT, 821324575 SN TRANSCQUGITRONELLE FGT CAPACITY, 62410/172851/COLUMBIA GULE-LAFAYETTE FaT

(POSDRNS/PaintNams),

“Tha parties hersbry sgres (o umend the ugresment to decresss firm delivary uapacity et 18178/2870/CITY
. GRICOCOA, 10179/2968/EAU GALLIECITY GAS (COCOA), TEZ04/S0TYS1ICOCOA DIVISION, 18122/300%/CTTY
7 CGASWEST NIAMI, 1612%500HCGS - SW, 161243010/CTY GAS-SOUTH MIAL, 6208522188S/NUL CITY
' ) CAS-CUTLER RIQGEFGT, 7820%/307152CUTLER RIDGE DIVISION, 1611€/2385/CITY GAS-OFA LOCKA,

- ART1IT2BSN/CITY GARNW. HIALEAH, 16118/3002/CITY GAGS.E. HIALEAN, TEZE2/3104E5/MUI » BIONEER
GATEFGT, 76283/31045/NUI N.W. 18TH GATE STATION CTG, 76205/3071B0/MIALEAH DIVISION,
ussamn(sﬂcmr OAS . PT, ST. LUCIE, 82807/204545/CITY GAS-VERO EEACH SOFGT, 4300020491 T/TITY GAS
- VERO BEACH NO/F@T, 7822230T10&/3T, LUGIE DIVISION, 1518028 71/CITY GAS-MELROURNE,

732157307841/ MELBDLIRNE DIVISION, 18172/2373/CITY BAS-TTTUSVILLE, TBZ4NIDTASNTITUSVILLE DIVISION and
fncreave firm delivery capacity at 1611472987/CITY GASLAKE FOREST (POORNNPoIMNama).

T barties agrae that u facaimile of this agresmant, when property axecutad and transmtited, shull bs consideryi
for ali purpoess to b an ariginal cantract, snd shall bs dosmwed for all purposs to e signad and conatitute 2
binding agreement. To sulvmit a transpostation suvice agreemant via FAX, the entire agreement must be faxed to
Tranaporter's Gontratt Departmant, The agreement muyt also be proparly and fully exesutad, Upsn Transperts
RSceptancs and axecution, an axscuted copy will ba returned via FAX to such nhumber as direciad by the &h X

This agreement, as smended, conatitutys the entire agrunmiant between the partiss with respect to the subjsct
matier of this Atmendment and shall be binding upon and shall enzure ta tha hynefit of the pertins herata snd
respactive succagsors and assigng. Ne promliavs, agresments or warranties sddtionn) to thie Amasndmant oth
than ax may b contained In Flarida'a tadf¥ will Le duomed o ba part of this Amendmant nor G| any aieration, |
wnendmant or modification be sffective uniess eanfirmed [n writing by ths parties. . '

Tha effaciive date of this Anisndment i 08/01/2005

Excapt as amsnded hersln, all previsians of the Agreemant sra hereby confirmed by the parties (0 K and remain
. In full fores and
3
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Exhibit A
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Fiorida Gas Trancmission Company
and

PIVOTAL UTLITY HOLIDINGS, INC.

Dated
111041093
Meaimum Cally Quentity (MMEtE)"
Polnl ORN A May-Sept
282 43422 544 46
) /25809 LT 2684
18240 /23703 q T4
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Chattanocoga Gas
Elizabethtown Gas

Elkton Gas

Florida City Gas

Virginia Natural Gas

AGL Networks

Sequent Energy Management

May 18, 2007

Mr. Jobn E. Long

601 8. Lake Destiny Rd., Suite 450
P.0. Box 945100

Maitland, FL 32794-5100

Dear Mr. Long:

The primary term of Florida Gas Trensmission’s (“FGT”) Rate Schedule Firm Transportation Service
(“FTS-1") service agreement between FGT and Pivotal Utility Holdings, Inc. d/b/a Florida City Gas
(“FCG”) will expire on July 31, 2007, Pursuant to section 20, subsection B, paragraph 1 of FGT's Tariff,
General Terms and Conditions, Original Sheet No. 185, the FTS-1 capacity was posted for bid on FGT’s
bulletin board. Following the six-month bid period, FGT notified FCG that no bids were received. Asa
result, FGT and FCG had 30 days to negotiate the rate, term and other conditions under which FGT will
continue FTS-1 service, Near the end of the designated negotiation period, FCG expressed a desire to
extend the primary term of the existing FTS-1 contract and also indicated the possibility of enhancements
to other conditions, FGT graciously extended the negotiating period to allow FCG time to evaluate
options,

This letter serves as notice that FCG proposes to extend the term of the existing contract quantity for a three
year period ending July 31, 2010 at the maximum FTS-1 tariff rates.

Sincerely,

Leonard J. Willey

Xc: Charles Rawson, FCG
Jodi Gidley, AGLS
Tim Sherwood, AGLS
Greg Becker, AGLS
Dale Eldridge, FGT

B Florida City Gas



Florida City Gas
Acquisition Adjustment
Docket No. 060657-GU

Reference: Exhibit RDH-2 Schedule 1 and 2 (Operating Expenses Comparison)

L.

Identify the operation and maintenance expenses of NUI for 2004, 2005, and 2006
by plant account which was capitalized by AGL Resources? Also, provide any
supporting documentation.

Response:
As discussed in the attachment provided with Florida City Gas’ (FCG) response

to question 2 below, AGL Resources’ capitalizes the following operation and
maintenance expense for its utility subsidiaries, including FCG:

e Employee benefits, including pension, other post retirement benefits,
payroll taxes and other benefit costs on direct labor charged to a capital

project
o A&G salaries and related benefits
e Supplies

o Fleet related expenses

Capitalization of these costs did not begin until 2005. In 2005 and 2006, total
capitalization of these costs was $601,611 and $537,611, respectively. These
costs are capitalized on a monthly basis and then allocated to construction projects
with cost activity that month. The allocation is based on a ratio of costs incurred
for a project to total costs incurred for all projects in that month. As construction
projects are completed, they are then closed out to the Company’s asset
management system.

FCG is in the process of compiling the capitalized amounts by plant account and
will forward as soon as the process is completed.

. Provide a copy of AGL Resources’ policy for capitalizing administrative costs. Is

the capitalization policy based upon an established Georgia Order or Rule? If so,
please provide staff with a copy.

Response:

Please see attached copy of AGL Resources’ (AGLR) guidelines for capitalization
of administrative costs. While AGLR is not aware of an order that specifically
authorizes capitalization of such costs in the jurisdictions in which it operates, all
AGLR utility subsidiaries have included the capitalization of these costs in its rate
case filings under AGLR ownership. Capitalization of these costs has not been
challenged by the state commissions these rate case filings. Therefore, AGLR



considers treatment of these costs to be approved through the rate case process in
those jurisdictions in which a rate case has been filed under AGLR ownership.

What are the life parameters, if any, for the ERT installation and Geographical
Information System in the amount of $350,000 and $710,278, respectively. In
your response, please provide the methodology used (depreciation or
amortization), number of years, and the yearly expense.

Response:

The above referenced amounts associated with the ERT installation and
Geographical Information System were expensed as operation and maintenance
expense in accordance with Generally Accepted Accounting Principles for
internally developed software. The above referenced costs were incurred in the
preliminary project and post implementation/operation stages of the projects, and
costs associated with tasks and activities in these stages of internally developed
software projects are expensed as incurred. These activities include the
following:

Preliminary Project Stage

. Make strategic decisions to allocate resources between alternative
projects;

. Determine the performance and system requirements for the proposed
software project;

= Presentation of vendor software demonstrations;

. Explore alternative means of achieving specific performance
requirements;

. Determine that the technology needed to achieve the requirements exists;
and

. Select a software vendor as well as software implementation partner
(contractor).

Post Implementation/Operation Stage

. Training
] Maintenance

Since the above referenced amounts were expensed and not capitalized, there are
no life parameters or depreciation methodologies associated with these costs.



Attachment 1

A&G Capitalization Guidelines

A&G capitalization is the process of capitalizing overhead costs to capital projects. The
following overhead costs are allocated to capital projects:

e Employee benefits

o A&G salary expense and supplies
o Payroll taxes

The capitalization of these costs allows for a more accurate cost of capital projects.
Below are explanations of how and why the costs are capitalized.

Emplovee Benefits and Pavroll Taxes

Employee benefits and payroll taxes are capitalized using a historic percentage of these
expenses as they relate to total company payroll. These rates are analyzed on a yearly
basis and revised if necessary. The rates are applied on a monthly basis to the direct
payroll costs charged to a project during that month. For example, if a project had $1,000
in direct payroll charged during March, and the benefit rate was 25%, $250 in benefits
costs would be charged to that project in March.

A&G Salaries

A&G salaries are the overhead payroll costs incurred by the company — accounting,
human resources, gas operations and other corporate support organizations which charge
their time and expense to A&G salaries (GL account # 600120). A rate is applied on a
monthly basis to all direct charges incurred by a project for the month. This rate is
calculated based on total direct payroll costs as a percentage of total payroll, less A&G
salaries. This rate is also analyzed on an annual basis and revised if necessary. After the
A&G salary portion to capitalize is calculated, the benefit and tax rates discussed above
are applied to this amount.
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RE: Acknowledgment of Receipt of Confidential Filing

This will acknowledge receipt of a CONFIDENTIAL DOCUMENT filed in Docket
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413-6770.
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