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Re: Ruling Request for Atmos Energy Corporation (EIN# 75-1743247) 

Dear Sir or Madam: 

We represent Atmos Energy Corporation (EIN# 75- 1 743247) in connection with the 
submission of the enclosed Private Letter Ruling request relating to the application of the 
depreciation normalization rules of § 168(i)(9) of the Internal Revenue Code of 1 986, as amended 
("Code"), and Treas. Reg. § 1 . 1 67(1)- 1 .  A check in the amount of $ 1 9, 000 is  enclosed which 
represents the user fee associated with this request. 

Please do not hesitate to contact me at 202-626-5959 if you have any questions. 
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CHECKLIST 

IS YOUR LETTER RULING REQUEST COMPLETE? 

INSTRUCTIONS 

The Service will be able to respond more quickly to your letter ruling request if it is carefully prepared and complete. Use this 
checklist to ensure that your request is in order. Complete the four items of information requested before the checklist. Answer each 
question by circling "Yes," "No," or "N/A." When a question contains a place for a page number, insett the page number (or 
numbers) of the request that gives the information called for by a "Yes" answer to a question. Sign and date the checklist (as 

taxpayer or authorized representative) and place it on top of your request. 

If you are an authorized representative submitting a request for a taxpayer, you must include a completed checklist with the request 
or the request will either be returned to you or substantive consideration of it will be deferred until a completed checklist is 
submitted. If you are a taxpayer preparing your own request without professional assistance, an incomplete checklist will not 

cause the return of your request or defer substantive consideration of your request. You should still complete as much of the 
checklist as possible and submit it with your request. 

TAXPAYER'S NAME 

TAXPAYER'S I.D. NO. 

ATTORNEY/P.O.A. 

PRIMARY CODE SECTION 

Atmos Energy Corporation 

75-1743247 

James I. Warren 

168 

CIRCLE ONE 

@No 

Yes No@ 

ITEM 

1. Does your request involve an issue under the jurisdiction of the Associate Chief Counsel (Corporate), 
the Associate Chief Counsel (Financial Institutions and Products), the Associate Chief Counsel (Income Tax 
and Accounting), the Associate Chief Counsel (International), the Associate Chief Counsel (Passthroughs 
and Special Industries), the Associate Chief Counsel (Procedure and Administration), or the Associate Chief 
Counsel (Tax Exempt and Government Entities)? See section 3 of Rev. Proc. 2015-1, this revenue 
procedure. For issues under the jurisdiction of other offices, see section 4 of Rev. Proc. 2015-1. (Hereafter, 
all references are to Rev. Proc. 2015-1 unless otherwise noted.) 

2. Have you read Rev. Proc. 2015-3, 2015-1 and Rev. Proc. 2015-7, 2015-1, this bulletin, to see if part or 
all of the request involves a matter on which letter rulings are not issued or are ordinarily not issued? 

3. If your request involves a matter on which letter rulings are not ordinarily issued, have you given 
compelling reasons to justify the issuance of a letter ruling? Before preparing your request, you may want to 
call the branch in the Office of Associate Chief Counsel (Corporate), the Office of Associate Chief Counsel 
(Financial Institutions and Products), the Office of Associate Chief Counsel (Income Tax and Accounting), 
the Office of Associate Chief Counsel (International), the Office of Associate Chief Counsel (Passthroughs 
and Special Industries), the Office of Associate Chief Counsel (Procedure and Administration), or the Office 
of Associate Chief Counsel (Tax Exempt and Government Entities) responsible for substantive 
interpretations of the principal Internal Revenue Code section on which you are seeking a letter ruling to 
discuss the likelihood of an exception. For matters under the jurisdiction of-

(a) the Office of Associate Chief Counsel (Corporate), the Office of Associate Chief Counsel (Financial 
Institutions and Products), the Office of Associate Chief Counsel (Income Tax and Accounting), the Office 
of Associate Chief Counsel (Passthroughs and Special Industries), or the Office of Associate Chief Counsel 
(Tax Exempt and Government Entities), the Office of the Associate Chief Counsel (Procedure and 
Administration), the appropriate branch to call may be obtained by calling (202) 317-5221 (not a toll-free 
call); 

(b) the Office of the Associate Chief Counsel (International), the appropriate branch to call may be 
obtained by calling (202) 317-6888 (not a toll-free call). 
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4. If the request involves a retirement plan qualification matter under§ 401(a), § 409, or§ 4975(e)(7), 
have you demonstrated that the request satisfies the three criteria in section 4.02(12) of Rev. Proc. 2015-3, 
this Bulletin, for a ruling? 
5. If the request deals with a completed transaction, have you filed the return for the year in which the 
transaction was completed? See section 5.01. 
6. Are you requesting the letter ruling on a hypothetical situation or question? See section 6.12. 
7. Are you requesting the letter ruling on alternative plans of a proposed transaction? See section 6.12. 
8. Are you requesting the letter ruling for only part of an integrated transaction? 
9. Are you requesting a letter ruling under the jurisdiction of Associate Chief Counsel (Corporate) on a 
significant issue (within the meaning of section 3.0 1(48) of Rev. Proc. 2015-3, this Bulletin) with respect to a 
transaction described in§ 332,351, 355, or 1036 or a reorganization within the meaning of§ 368? See section 
6.03. 
10. Are you requesting the letter ruling for a business, trade, industrial association, or similar group concern
ing the application of tax law to its members? See section 6.05. 
11. Are you requesting the letter ruling for a foreign government or its political subdivision? See section 
6.07. 
12. Have you included a complete statement of all the facts relevant to the transaction? See section 7.01 (1 ). 

13. Have you submitted with the request true copies of all wills, deeds, and other documents relevant to the 
transaction, and labeled and attached them in alphabetical sequence? See section 7.01(2). 
14. Have you submitted with the request a copy of all applicable foreign laws, and certified English trans
lations of documents that are in a language other than English or of foreign laws in cases where English is 
not the official language of the foreign country involved? See section 7.01 (2). 
15. Have you included an analysis of facts and their bearing on the issues? Have you included, rather than 
merely incorporated by reference, all material facts from the documents in the request? See section 7.01(3). 
16. Have you included the required statement regarding whether any return of the taxpayer (or any return of 
a related taxpayer within the meaning of§ 267 or of a member of an affiliated group of which the taxpayer is 
also a member within the meaning of § 1504) who would be affected by the requested letter ruling or 
determination letter is currently or was previously under examination, before Appeals, or before a Federal 
court? See section 7.01(4). 
17. Have you included the required statement regarding whether the Service previously ruled on the same or 
similar issue for the taxpayer, a related taxpayer, or a predecessor? See section 7.01 (5)(a). 
18. Have you included the required statement regarding whether the taxpayer, a related taxpayer, a prede
cessor, or any representatives previously submitted a request (including an application for change in method 
of accounting) involving the same or similar issue but withdrew the request before the letter ruling or de
termination letter was issued? See section 7.01(5)(b). 
19. Have you included the required statement regarding whether the taxpayer, a related taxpayer, or a 
predecessor previously submitted a request (including an application for change in method of accounting) 
involving the same or similar issue that is currently pending with the Service? See section 7.01(5)(c). 
20. Have you included the required statement regarding whether, at the same time as this request, the tax
payer or a related taxpayer is presently submitting another request (including an application for change in 
method of accounting) involving the same or similar issue to the Service? See section 7.01(5)(d). 
21. If your request involves the interpretation of a substantive provision of an income or estate tax treaty, 
have you included the required statement regarding whether the tax authority of the treaty jurisdiction has 
issued a ruling on the same or similar issue for the taxpayer, a related taxpayer, or a predecessor; whether the 
same or similar issue is being examined, or has been settled, by the tax authority of the treaty jurisdiction or 
is otherwise the subject of a closing agreement in that jurisdiction; and whether the same or similar issue is 
being considered by the competent authority of the treaty jurisdiction? See section 7.01(6). 
22. If your request is for recognition of Indian tribal government status or status as a political subdivision of 
an Indian tribal government, does your request contain a letter from the Bureau of Indian Affairs regarding 
the tribe's status? See section 7.01(7), which states that taxpayers are encouraged to submit this Jetter with the 
request and provides the address for the Bureau of Indian Affairs. 
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23. Have you included the required statement of relevant authorities in support of your views? See section 
7.01(8). 

24. Have you included the required statement regarding whether the Jaw in connection with the request is 
uncertain and whether the issue is adequately addressed by relevant authorities? See section 7.01(8). 

25. Does your request discuss the implications of any legislation, tax treaties, court decisions, regulations, 
notices, revenue rulings, or revenue procedures that you determined to be contrary to the position advanced? 
See section 7.0 I (9), which states that taxpayers are encouraged to inform the Service of such authorities. 

26. If you determined that there are no contrary authorities, have you included a statement to this effect in 
your request? See section 7.0 I (9). 

27. Have you included in your request a statement identifying any pending legislation that may affect the 
proposed transaction? See section 7.01 (1 0). 
28. Have you included the deletion statement required by § 6110 and placed it on top of the letter ruling 
request as required by section 7.01(1l)(b)? 

29. Have you (or your authorized representative) signed and dated the request? See section 7.01(12). 

30. If the request is signed by your representative or if your representative will appear before the Service in 
connection with the request, is the request accompanied by a properly prepared and signed power of attorney 
with the signatory's name typed or printed? See section 7.01(14). 
31. Have you signed, dated, and included the penalties of perjury statement in the format required by section 
7.01(15)? 

32. Are you submitting your request in duplicate if necessary? See section 7.01(16). 
33. If you are requesting separate letter rulings on different issues involving one factual situation, have you 
included a statement to that effect in each request? See section 7 .02(1 ). 
34. If you want copies of the letter ruling sent to a representative, does the power of attorney contain a 
statement to that effect? See section 7.02(2). 
3 5. If you do not want a copy of the letter ruling to be sent to any representative, does the power of attorney 
contain a statement to that effect? See section 7 .02(2). 

36. If you are making a two-part letter ruling request, have you included a summary statement of the facts 
you believe to be controlling? See section 7.02(3). 
3 7. If you want your letter ruling request to be processed ahead of the regular order or by a specific date, 
have you requested expedited handling in the manner required by section 7.02(4) and stated a compelling 
need for such action in the request? See section 7 .02(4) of this revenue procedure. 
38. If you are requesting a copy of any document related to the letter ruling request to be sent by facsimile 
(fax) transmission, have you included a statement to that effect? See section 7.02(5). 
39. If you want to have a conference on the issues involved in the request, have you included a request for 
conference in the Jetter ruling request? See section 7 .02(6). 

40. Have you included the correct user fee with the request and is your check or money order in U.S. dollars 
and payable to the Internal Revenue Service? See section 15 and Appendix A to determine the correct 
amount. 

41. If your request involves a personal, exempt organization, governmental entity, or business-related tax 
issue and you qualify for the reduced user fee because your gross income is less than $250,000, have you 
included the required certification? See paragraphs (A)(4)(a) and (B)(l) of Appendix A. 

42. If your request involves a personal, exempt organization, governmental entity, or business-related tax 
issue and you qualify for the reduced user fee because your gross income is less than $1 million, have you 
included the required certification? See paragraphs (A)(4)(b) and (B)(l) of Appendix A. 
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43. If you qualify for the user fee for substantially identical letter rulings, have you included the required 
information? See section 15.07(2) and paragraph (A)(5)(a) of Appendix A. 
44. If you qualify for the user fee for a§ 301.9100 request to extend the time for filing an identical change in 
method of accounting on a single Form 3115, Application for Change in Accounting Method, have you 
included the required information? See section 15.07(4) and paragraph (A)(5)(d) of Appendix A. 
45. If your request is covered by any of the checklists, guideline revenue procedures, notices, safe harbor 
revenue procedures, or other special requirements listed in Appendix E, have you complied with all of the 
requirements of the applicable revenue procedure or notice? 

List other applicable revenue procedures or notices, including checklists, used or relied upon in the prepa
ration of this letter ruling request (Cumulative Bulletin or Internal Revenue Bulletin citation not required). 

46. lf you are requesting relief under§ 7805(b) (regarding retroactive effect), have you complied with all of 
the requirements in section 11.11? 

4 7. If you are requesting relief under § 301.9100 for a late entity classification election, have you included a 
statement that complies with section 4.04 of Rev. Proc. 2009-41, 2009-39 LR.B. 439? See section 5.03(5) of 
this revenue procedure. 
48. If you are requesting relief under § 301.9100, and your request involves a year that is currently under 
examination or with appeals, have you included the required notification, which also provides the name and 
telephone number of the examining agent or appeals officer? See section 7.01(4) of this revenue procedure. 
49. If you are requesting relief under§ 301.9100, have you included the affidavit(s) and declaration(s) 
required by§ 301-9100-3(e)? See§ 5.03(1) of this revenue procedure 
50. If you are requesting relief under § 301.9100-3, and the period of limitations on assessment under§ 6501(a) 
will expire for any year affected by the requested relief before the anticipated receipt of a letter ruling, have 
you secured consent under§ 6501(c)(4) to extend the period of limitations on assessment for the year(s) at 
issue? See§ 5.03(2) of this revenue procedure. 

51. Have you addressed your request to the attention of the Associate Chief Counsel (Corporate), the Associate 
Chief Counsel (Financial Institutions and Products), the Associate Chief Counsel (Income Tax and Accounting), 
the Associate Chief Counsel (International), the Associate Chief Counsel (Passthroughs and Special Industries), 
the Associate Chief Counsel (Procedure and Administration), or the Associate Chief Counsel (Tax Exempt and 
Government Entities), as appropriate? The mailing address is: 

Internal Revenue Service 
Attn: CC:PA:LPD:DRU 
P.O. Box 7604 
Ben Franklin Station 
Washington, DC 20044 

If a private delivery service is used, the address is: 

Internal Revenue Service 
Attn: CC:PA:LPD:DRU, Room 5336 
1111 Constitution Ave., NW 
Washington, DC 20224 

The package should be marked: RULING REQUEST SUBMISSION. Improperly 
addressed requests may be delayed (sometimes for over a week) in reaching 
CC:P A:LPD:DRU for initial processing. 

;;&o� �Attorney foe Atmo' Enecgy Comp•ny Date _1_./_.,B"'-+-(-'-1�_..-_____ _ 

Typed or printed name of 
person signing checklist 

Authorized Representative 

James I. Warren 
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DELETION STATEMENT 

For purposes of Section 6 110(c)( l ) of the Internal Revenue Code of 1 986, as amended, Taxpayer 
requests the deletion of all names, addresses, EIN s, locations, dates, amounts, regulatory bodies 
and other taxpayer identifying information contained in the attached request for private letter 
ruling. 

Taxpayer reserves the right to review, prior to disclosure to the public, any information related to 
this request for private letter ruling and to provide redacted copies of any documents to be 
released to the public. 

Date: ___1/ii--'/JL_s-____ _ 
Miller & Chevalier Chartered 
Attorney for Atmos Energy Corporation 

Miller & Chevalier Chartered 
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Associate Chief Counsel 
Passthroughs & Special Industries 
Courier' s Desk 
Internal Revenue Service 
Attn: CC:PA:LPD:DRU, Room 5336 
1111 Constitution A venue, NW 
Washington, DC 20224 

January 9, 2015 

james I. Warren 

Partner 

(202) 626·5959 

jwarren@milchev.com 

Re: Ruling Request for Atmos Energy Corporation (EIN# 75-1743247) 

Dear Sir or Madam: 

A ruling is respectfully requested on behalf of Atmos Energy Corporation ("Atmos 

Energy" or "Taxpayer") regarding the application of the depreciation normalization rules of 

§ 168(i)(9) of the Internal Revenue Code of 1986, as amended ("Code"), and Treas. Reg. 

§ 1.167(1)-1 (together, "Normalization Rules") to certain accounting and regulatory procedures 

which are described in detail hereafter. 

STATEMENT OF FACTS 

Taxpayer 

Atmos Energy is incorporated under the laws of Texas and Virginia. Its principal place 

of business is located at Three Lincoln Center, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 

75240, its telephone number is (972) 934-9227 and its taxpayer identification number is 75-

1743247. Taxpayer employs the accrual method of accounting and reports on the basis of a 

fiscal year ending September 30 .  

Miller & Chevalier Chartered 

655 Fifteenth Street, N.W., Suite 900 • Washington, D.C. 20005·5701 • 202-626-sBoo • 202·626-sBot FAX • millerchevalier.com 
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Atmos Energy is  the common parent of an affiliated group of corporations that join in the 

filing of a consolidated federal income tax return. This return is filed with the Internal Revenue 

Service Center in Ogden, Utah and Taxpayer is under the audit jurisdiction of the Large Business 

and International Division of the Internal Revenue Service ("IRS" or "Service") . 

Taxpayer's Business 

Atmos Energy is engaged primarily in the regulated natural gas distribution business, the 

regulated transmission and storage businesses and, through affiliates, in other non-regulated 

natural gas businesses. Its regulated natural gas distribution business delivers natural gas to 

approximately 3.1 million customers in Colorado, Kansas, Texas, Louisiana, Mississippi, 

Tennessee, Kentucky, and Virginia. 

This ruling request stems from a recent rate case proceeding involving Atmos Energy's  

gas distribution business in  Kentucky ("Atmos KY"). Taxpayer serves approximately 1 73,000 

residential, commercial, and industrial customers in central and western Kentucky. Atmos KY is 

subject to regulation by the Kentucky Public Service Commission ("KPSC") with respect to the 

terms and conditions of service and particularly as to the rates it can charge for the provision of 

service. Its rates are established by the KPSC on a "rate of return" (i.e., cost) basis. 

Taxpaye1·'s Accounting for Its Projected Net Operating Loss Canyforward 

Taxpayer incurred net operating loss carryforwards ("NOLCs") during its tax years 2009, 

201 0, 20 1 1 and 20 12.  In each of those years, Taxpayer claimed accelerated (including bonus) 

Miller & Chevalier Chartered 
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depreciation to the extent it was available. As of September 30, 20 1 2, Taxpayer' regulated utility 

operations had produced a federal NOLC of approximately $960 million. 

Where an excess of tax deductions over book expenses reduces Taxpayer' s  positive 

taxable income, such deductions reduce (i.e., defer) the tax liability it would otherwise pay and, 

thereby, produce incremental cash flow for use by Taxpayer. For financial reporting purposes, 

the existence of this incremental cash is recorded in a set of entries which results in crediting 

(increasing) a reserve for deferred taxes. The following example illustrates the federal income 

tax-related accounting entries, given the following assumptions: 1 

ASSUMPTIONS 
Pre-tax book income $ 1 ,000 
Tax deductions in excess of book expenses $1,000 
Taxable income $0 
Tax rate 35% 

ACCOUNT�G ENTruES 
DR. CR. 

Current tax expense (ale 409 - income) $0 
Taxes payable (ale 236 - balance sheet) $0 
Deferred tax expense (ale 4 1 0- income) $350 
Accumulated deferred taxes (ale 282 and 283 - balance sheet) $350 

1 The designation "a/c" refers to  the account number used by Taxpayer in  its accounting records, including its 
regulated books of account. These account numbers are prescribed by the Federal Energy Regulatory Commission. 

Miller & Chevalier Chartered 
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In the example, total tax expense is $350, all of which is deferred tax expense. The accumulated 

deferred income tax ("ADIT") accounts reflect a $350 balance. 

However, when Taxpayer incurs a tax net operating loss that results in an NOLC, some 

portion of the deductions claimed in that period does not, in fact, defer tax. That portion merely 

creates or increases the NOLC. Thus, while this portion has the capacity to reduce Taxpayer's 

tax payments in the future, it has not yet done so. When an NOLC occurs, Taxpayer makes a set 

of accounting entries that reflect these economics. An example follows which illustrates the 

federal income tax-related accounting entries when an NOLC occurs, given the following 

assumptions: 

ASSUMPTIONS 
Pre-tax book income $ 1 , 000 
Tax deductions in excess of book expenses $2,500 
Taxable loss/NOLC ($ 1 ,500) 
Tax rate 35% 

Miller & Chevalier Chartered 
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ACCOUNTING ENTRIES 
Basic entries before NOLC impact: 

Current tax expense (ale 409- income) 
Taxes payable (ale 236- balance sheet) 
Deferred tax expense (ale 410- income) 
Accumulated deferred taxes (ale 282 and 283- balance sheet) 
Entries to reflect the impact of the NOLC: 
Deferred tax assets (ale 190- balance sheet) 
Deferred tax expense (a/ c 41 0 - income) 

DR. CR. 
$0 

$0 

$875 

$875 

$525 

$525 

When the two sets of entries described above are combined, the net entries are as follows: 

COMBINED ACCOUNTING ENTRIES 
DR. CR. 

Current tax expense (ale 409- income) $0 

Taxes payable (ale 236- balance sheet) $0 

Deferred tax expense (ale 410- income) $350 

Deferred tax assets (a/ c 190 - balance sheet) $525 

Accumulated deferred taxes (ale 282 and 283- balance sheet) $875 

In the example, total tax expense is again $350, all of which is deferred tax expense. The 

deferred income tax expense attributable to the tax deductions in excess of book expenses 

($2,500 X 35% or $875) is reduced by the negative deferred income tax expense related to the 

NOLC ($1,500 X 35% or $525). The combined ADIT accounts reflect a net $350 balance which 

Miller & Chevalier Chartered 
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consists of two components - $875 in ale 282 and 283 (deferred tax liability or "DTL") and an 

offsetting $525 in ale 1 90 (deferred tax asset or "DTA"). 

Taxpayer's Recent Kentucky Rate Case 

On May 1 3, 20 1 3, Taxpayer filed an application with the KPSC to change its rates (Case 

No. 20 1 3 -00 148).2 Its proposed increase was based on a fully forecasted test period consisting 

of the twelve months ending on November 30, 20 14 .  Taxpayer derived its rate base by applying 

a 1 3 -month average to its forecasted test period data. Taxpayer updated, amended and 

supplemented its data several times during the course of the proceedings. In computing its 

income tax expense element of cost of service, Taxpayer normalized the tax benefits attributable 

to accelerated depreciation. In the setting of utility rates in Kentucky, a utility's  rate base is 

offset by its ADIT balance. In a Final Order dated April 22, 2014  ("Final Order"), the KPSC 

approved a rate adjustment for service rendered on or after January 24, 20 14 .  A copy of  the 

Final Order is appended as Attachment 1 .  

Ratemaking for Taxpayer's NOLCs 

In its computation of jurisdictional rate base in the above-referenced rate filing, Taxpayer 

reflected a reduction of approximately $46 million on account of its projected ADIT balance. 

This balance included both federal and state ADIT. The amount reflected ( 1 )  an allocation of 

Taxpayer's total utility operation ADIT balance to its Kentucky gas distribution operations and 

2 This filing was accepted as a complete filing on June 24, 2013. 

Miller & Chevalier Chartered 
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(2) the application of the 13-month average convention used for all elements of rate base. The 

$46 million amount was comprised of two components: a DTL of approximately $66 million 

derived from Taxpayer's non-NOLC-related deferred tax items (primarily, its a/c 282 and 283 

balances) and a DTA of approximately $20 million attributable to Taxpayer's federal and state 

NOLCs (reflected in its a/c 1 90). 

In its rate case filing and throughout the proceeding, Taxpayer maintained that the proper 

amount of ADIT by which its test year rate base should be reduced was the net of its 

approximately $66 million DTL and its approximately $20 million NOLC-related DT A. It based 

this position on the fundamental economic fact that this net amount represented the true measure 

of income taxes actually deferred in connection with the Kentucky gas distribution operation 

and, hence, it represented the quantity of "cost-free" capital available to that business. Taxpayer 

further asserted that a failure to incorporate into its ADIT balance calculation the NOLC-related 

balance in ale 1 90 would be inconsistent with the Normalization Rules (discussed in detail 

hereafter) . 

During the proceeding, the Kentucky Office of the Attorney General ("AG") argued that 

Taxpayer should not be permitted to incorporate the tax effect of its NOLC into its ADIT 

calculation and proposed to reduce rate base by approximately $66 million on account of ADIT 

instead of the $46 million proposed by Taxpayer. The AG supported its proposal by asserting: 

1 .  The portion of Taxpayer's NOLC-related DTA are increasing over time; 
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2. If Taxpayer's NOLC expires unused then customers would be paying a return on a 

benefit that will never exist; 

3 .  The Normalization Rules do not require the recognition of the NOLC-related 

DTA; and 

4. One other regulatory jurisdiction (West Virginia) has ignored a utility's NOLC-

related DT A in computing its ADIT balance. 

In its Final Order, the KPSC described the disagreement between Taxpayer and the AG 

regarding the recognition of the NOLC-related DTA in the computation of rate base and 

concluded: 

The Commission is not persuaded by the AG's argument. While there is some 
ambiguity in the Treasury regulations cited by the AG and Atmos-Ky. on the 
subject ofNOLCs, we are unable to agree with the AG that a tax normalization 
violation would not result from a decision to remove NOLCs from Atmos-Ky. ' s  
rate base. The AG has not made a compelling argument for why, from a 
ratemaking perspective, it would be reasonable to adopt his recommendation.3 

The KPSC further stated: 

Although we are rejecting the AG's proposal, the aforementioned ambiguity in the 
governing regulations and the significantly different interpretations of those 
regulations by the AG and Atmos-KY. cause the Commission to conclude that it 
would be beneficial to have a more definitive assessment of this issue. Therefore, 
we find that Atmos-KY. should seek a private-letter ruling from the IRS with the 
intent that such ruling be filed with the application in Atmos-KY.'s next general 
rate case.4 

This request for a private letter ruling ("PLR") is being submitted pursuant to the Final Order. 

3 Final Order at pages 6-7. 
4 Final O rder at page 7. 
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RULINGS REQUESTED5 

Taxpayer respectfully requests the following rulings: 

1. Under the circumstances described above, the reduction of Taxpayer's 

rate base by the balance of its ADIT accounts 282 and 283 unreduced by 

its NOLC-related deferred tax account (ale 190) balance would be 

inconsistent with (and, hence, violative of) the requirements of Code 

§168(i)(9) and Treasury Regulations §1.167(1)-1. 

2. For purposes of Ruling 1 above, the use of a balance of Taxpayer's 

NOLC-related deferred tax account (ale 190) that is less than the amount 

attributable to accelerated depreciation computed on a "last dollars 

deducted" basis would be inconsistent with (and, hence, violative of) the 

requirements ofCode §168(i)(9) and Treasury Regulations §1.167(1)-1. 

STATEMENT OF LAW 

Former Code §38(c)(l) provided that an investment tax credit ("ITC") is allowed only to 

the extent its use is not limited by the taxpayer' s tax liability. 

Code § 1 68(f)(2) provides that MACRS depreciation does not apply to any public utility 

property if the taxpayer does not use a normalization method of accounting. 

Code § 1 68(i)(9) provides that, in order to use a normalization method of accounting, if a 

taxpayer claims a depreciation deduction that differs from its regulatory depreciation, the 

5 Taxpayer recognizes that the Normalization Rules apply only to the benefits of accelerated depreciation. With 
regard to ale 283 none of the balance relates to accelerated depreciation and, hence, this portion of Taxpayer's ADIT 
balance is not ubject to tho normalization ru lcs. Witl1 regard to a/c 282, some oflbe account balance relates to 
accelerated depreciation. Some relates to other items such as state taxes and repairs. Thus, some, but not all, of this 
balance will be subject to the Normalization Rules. With regard to ale 190, only the portion of the account balance 
that is attributable to the federal NOLC produced by claiming accelerated depreciation is subject to the 
Normalization Rules. Henceforth in this ruling request, references to balances in a/c 282 and ale 190 will denote the 
portion of those account balances that are subject to the Normalization Rules. 

Miller & Chevalier Chartered 



MILLER 
CHEVALIER 

r -

Associate Chief Counsel 
Internal Revenue Service 
January 9, 20 15 
Page 1 0  of 32 

taxpayer must make an adjustment to a reserve to reflect the deferral of  taxes resulting from such 

difference. It further provides that any procedure or adjustment that is used for tax expense, 

depreciation expense or the reserve for deferred taxes must be used with respect to the other two 

and with respect to rate base. 

Treas. Reg. § 1 .46-6(g)(2) provides that the ITC normalization rules permit the ratable 

amortization only of ITC "allowed." 

Treas. Reg. § 1 . 1 67(1)- 1 (h)( l )(iii) provides that, if, in respect of any year, the use of other 

than regulatory depreciation for tax purposes results in an NOLC carryover (or an increase in an 

NOLC which would not have arisen had the taxpayer claimed only regulatory depreciation for 

tax purposes), then the amount and time of the deferral of tax liability shall be taken into account 

in such appropriate time and manner as is satisfactory to the district director. 

Treas. Reg. § 1 . 1 67(1)- 1 (h)(6)(i) provides that a taxpayer does not use a normalization 

method of accounting if the reserve by which rate base is reduced exceeds the amount of such 

reserve used in determining the taxpayer' s  expense in computing cost of service in such 

ratemaking. 

PLRs 7836038  (June 8, 1 978) and 7836048 (June 9, 1 978) both addressed the use by 

California regulators of the "average annual adjustment method" ("AAAM") for setting rates. In 

each of the rulings, the Service held that the AAAM violated the Normalization Rules because it 

flowed through a portion of the reserve for deferred taxes to customers. 
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PLR 8818040 (February 9, 1988) involved a taxpayer who generated NOLCs in 1985 and 

1986 which it carried forward and used to offset taxable income in 1987. Accelerated 

depreciation claimed with respect to public utility property contributed to the NOLCs. The tax 

rate was 46% in both 1985 and 1986 and was 39.95% in 1987. The taxpayer recorded no 

deferred taxes applicable to the depreciation that produced the NOLCs in the years in which the 

deductions were claimed (1985 and 1986) but, instead, recorded the applicable deferred taxes in 

1987 when the NOLCs were absorbed at the lower 39.95% tax rate in effect in that year. The 

Service held that this procedure complied with the Normalization Rules. 

PLR 8903080 (October 26, 1988) addressed, inter alia, a situation in which the taxpayer 

generated an NOL which could be carried back to a year in which the tax rate was higher than 

the tax rate applicable to the year in which the NOL was generated. The Service ruled that the 

allocation of the benefit of the higher tax rate ratably to all book-tax timing differences, 

including accelerated depreciation, incurred in the NOL year complied with the Normalization 

Rules. 

PLR 9309013 (December 1, 1992) involved a utility taxpayer who had made an election 

to treat its ITC pursuant to the requirements of former Code §46(f)(2). The taxpayer claimed 

ITC with respect to certain public utility property but was unable to use credit due to the 

limitation based on its tax liability of Code §3 8( c )(1 ) .  The unused ITC was carried forward. The 

Service ruled that the ITC normalization rules (of former Code §46(f)) would be violated if the 
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ITC was used to reduce cost of service in a period before it was used as an offset against Federal 

income tax. 

In PLR 93360 1 0  (June 7, 1 993) the Service again addressed a situation in which the 

taxpayer generated an NOL which could be carried back to a year in which the tax rate was 

higher than the tax rate applicable to the year in which the NOL was generated. The question 

raised was the extent to which the NOL carryback was attributable to accelerated depreciation 

and, hence, gave rise to excess deferred taxes. The Service held that, if no particular items 

caused the NOL, then an appropriate methodology would be the pro rata allocation of the excess 

deferred taxes to all timing differences for the year of the NOL. 

In PLR 20 14 1 8024 (May 2, 20 14), the Service addressed the implications under the 

Normalization Rules of the treatment of a utility taxpayer's NOLC. In setting rates, the utility's 

regulators reduced the utility's rate base by its ADIT balance. The utility had an NOLC-related 

DT A that was attributable to accelerated depreciation deductions. The utility argued that the 

Normalization Rules required that its DTA be factored into the ADIT computation for this 

purpose. The regulators asserted that their process for setting rates already recognized the effects 

of the utility's NOLCs insofar as it included "a provision for deferred taxes based on the entire 

difference between accelerated tax and regulatory depreciation, including situations in which a 

utility has an NOLC . .. " The Service concluded that, if the regulators took the effect of the 

NOLC into account when establishing the tax expense element of cost of service, as they 
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asserted they did, then the Normalization Rules did not require that the DTA to also be 

considered in the determination of rate base. 

In PLRs 20 1 436037, 201 43603 8 (both September 5, 20 14) and 201 438003 (September 

1 9, 20 14) the Service addressed the treatment of NOLCs in ratemaking. In each of those rulings 

the Service concluded that ( 1 )  to the extent that the taxpayer' s  NOLC-related DTA is attributable 

to accelerated depreciation, it must reduce the ADIT balance by which rate base is reduced and 

(2) the NOLC is attributable to accelerated depreciation to the extent that the claiming of 

accelerated depreciation created or increased the NOLC in the taxable year (i.e., a "last dollars 

deducted" computation). 

DISCUSSION AND ANALYSIS 

Requested Ruling #1. 

As a result of Taxpayer's accumulated NOLCs, its ability to benefit from some of its 

accelerated depreciation tax deductions has been delayed until such time as the NOLCs can be 

used to offset future taxable income and thereby reduce a future tax liability. Treas. Reg. 

§ 1 . 1 67(1)- 1 (h)(l )(iii) is the only place in the normalization regulations in which an NOLC is 

mentioned. That subparagraph applies when a taxpayer produces an NOLC and claims 

depreciation deductions that exceed regulatory (i.e., book) depreciation for the year. In such a 
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situation, the section provides that the tax deferral shall be taken into account for regulatory 

purposes in such time and manner as is satisfactory to the district director.6 

This provision indicates, at the very least, that the Normalization Rules factor into the 

timing of tax benefit recognition where there is an NOLC. In other words, it identifies an NOLC 

situation as one that is distinctive under the Normalization Rules. The very existence of this 

language indicates that the regulatory treatment of an NOLC has normalization implications. 

The involvement of the district director would, of course, be unnecessary unless the timing and 

manner of benefit recognition was important to compliance with the Normalization Rules. So, 

while this provision may not prescribe a definitive answer regarding what the Normalization 

Rules actually require, it indicates that they are implicated when a utility has both an NOLC and 

accelerated depreciation in the same year. 

PLR 8818040 specifically addressed the application of the Normalization Rules in the 

context of an NOLC. In that ruling, the Service described the circumstances of a utility taxpayer 

with an NOLC as follows: 

However, the taxpayer did not realize the entire tax benefit from the ACRS 
depreciation claimed in 1985 and 1986 because the depreciation resulted in a 
NOL carryover to 1987. Therefore, in order to reflect the tax benefit of the NOL 
carryover to 1987, the taxpayer reduced its deferred Federal income tax expense 
and liability for 1985 and 1986 for financial reporting purposes. The net effect of 
this accounting in 1985 and 1986 was to record no deferred taxes applicable to the 
amount of ACRS depreciation that produced no ctment tax savings but rather 

6 This regulation section employs a "last dollars deducted" measurement in order to determine whether the district 
director's discretion comes into play. That is, accelerated depreciation is deemed to be the last deduction claimed. 

Miller & Chevalier Chartered 



MILLER 
CHEVALIER 

r -

Associate Chief Counsel 
Internal Revenue Service 
January 9, 20 15 
Page 15  of 32 

caused or increased taxpayer' s NOL carryover to 1 987. The taxpayer only 
recorded deferred taxes applicable to ACRS when and to the extent that the use of 
ACRS produced an actual tax deferral. 

The Service concluded that, where the utility produced NOLCs in years in which it claimed 

accelerated depreciation, its decision not to "book" deferred taxes in the years in which the 

deductions were claimed and its "booking" of deferred taxes in the year in which the NOLCs 

were eventually used was consistent with the Normalization Rules.7 This PLR confirms that 

NOLCs must pass muster under the Normalization Rules. 

Treas. Reg. § 1 . 1 67(1)- l (h)(6)(i) is potentially much more directly relevant to Taxpayer' s 

situation. This provision imposes a limitation on the extent to which a taxpayer can reduce its 

rate base by its ADIT reserve. The provision requires that any ADIT balance used to reduce rate 

base must have been reflected as deferred tax expense in computing cost of service. In other 

words, there is a necessary connection between deferred taxes in cost of service and the 

permissible ADIT balance by which rate base can be reduced. From an accounting as well as an 

economic perspective, such a connection clearly does exist. This provision of the regulations 

suggests that, as a condition of complying with the Normalization Rules, this connection must 

also exist in establishing rates. 

7 Note, however, that the issue in PLR 881 8040 was not the limitation on the amount by which rate base can be 
reduced. It was the computation of the tax expense element of cost of service. Therefore, though the situation was 
similar to Taxpayer's, the Service's  holding is not directly relevant to this ruling request. Moreover, in that ruling 
the Service held that the taxpayer's delay in the booking of its deferred taxes was consistent with the Normalization 
Rules - not that to do otherwise would not be. 
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The regulation itself offers no rationale for this rule. One can, however, surmise that it 

was intended to preclude the extraction of the benefits of accelerated depreciation by inflating an 

ADIT balance beyond the amount that is economically justified. In fact, this was the basis upon 

which the Service found the AAAM used by the regulators in California inconsistent with the 

Normalization Rules in PLRs 7836038 and 7836048.  The "consistency rules" of Code 

§ 1 68(i)(9)(B) make (and were enacted to make) absolutely clear that identical ratemaking 

conventions must be applied to the computation of depreciation expense, tax expense, the ADIT 

reserve and rate base. In recognizing ADIT for purposes of computing rate base that has not 

been reflected in tax expense, two differing conventions are being applied and that contravenes 

the consistency rules. 

The ITC normalization rules of former Code §46(f) address a situation possibly 

analogous to Taxpayer' s. Under those rules, a taxpayer is not permitted to commence the 

amortization of its ITC until the credit is used to reduce its Federal income tax liability. See PLR 

9309013. Thus, under this "other" branch of the normalization rules, utility taxpayers are 

prohibited from providing the benefit of a protected tax attribute (ITC) to ratepayers before they 

themselves receive the benefit. To do otherwise would violate the ITC normalization rules. 

Because the "fronting" of a tax benefit in such a way diminishes the value of the benefit 

to the utility, the protection of the value of iTC to a utility taxpayer described above suggests a 

counterpart requirement in the case of accelerated depreciation. Providing ratepayers a benefit 

produced by accelerated depreciation before that deduction reduces a tax liability economically 
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diminishes the value of accelerated depreciation. That is what occurs where the effect of an 

NOLC is not considered in ratemaking. In fact, and counterintuitively, a utility subject to such 

ratemaking (that is, ratemaking that ignores the ADIT impact of the NOLC) would be better off 

not claiming accelerated depreciation to the extent it creates or increases an NOLC. If the utility 

did not claim these additional depreciation deductions, the tax it paid would not be impacted - it 

would still be zero. However, absent the NOLC, the utility would not reflect additional and 

offsetting amounts in ale 282 and ale 190. As a result, its rate base would not be reduced by the 

incremental balance in ale 282. In short, its rate base would not be reduced by the tax benefit of 

tax deferrals that have not yet occurred. 

A review of the accounting entries on page 5 of this request demonstrates the 

Normalization Rule problem with the failure to recognize an NOLC-related DTA in the 

computation of rate base. Where there is an NOLC, the combined accounting entries are as 

follows: 

DR. CR. 
Current tax expense (ale 409 - income) $0 

Taxes payable (ale 236- balance sheet) $0 

Deferred tax expense (a/ c 41 0 - income) $350 

Deferred tax assets (ale 190 - balance sheet) $525 

Accumulated deferred taxes (ale 282- balance sheet) $875 
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The table indicates that, in the example, the deferred tax expense included in cost of service is 

$350. If the DTA (ale 190) is ignored for purposes of determining the quantity of ADIT by 

which to offset rate base, that offset amount would be $875. Consequently, the rate base offset 

($875) would exceed the deferred tax expense included in cost of service ($350), a situation that, 

on its face, conflicts with the Normalization Rule requirement of consistency. 

Treas. Reg. § 1.167(1)-1 (h)(2) provides that no specific bookkeeping is necessary to 

record an ADIT reserve required by the Normalization Rules so long as the amount of the 

reserve is identifiable. There is no reference to a single account. The strong implication is that 

all relevant accounts must be included in its computation. In terms of the limitation imposed by 

Treas. Reg. § 1.167(1)-1 (h)( l  )(iii), this means that the ADIT reserve subject to the limitation is 

not restricted to Taxpayer's ale 282 balance only. The two accounts (ale 282 and ale 190) 

together constitute the ADIT reserve for this purpose. Alternatively, the balance in ale 282 

reflects an amount that exceeds the tax deferred by virtue of claiming accelerated depreciation. 

In computing the l imitation on the amount by which rate base can be reduced, the ADIT balance 

must be adjusted to conform to the requirements of the Normalization Rules - that is, it must be 

reduced by an amount equal to the balance in ale 1 90.  

More directly on point was the Service's recent holding in PLR 201 4 1 8024. In that 

ruling, the Service held that the Normalization Rules required that the utility's NOLC-related 

DT A be "taken into account" by the utility's regulators in establishing rates. The way in which 

the regulators asserted that they "took it into account" was by imposing on customers a deferred 
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tax charge on the entire difference between book and tax depreciation whether or not the 

deduction created an NOLC. Under those circumstances, the Service ruled that the DTA did not 

have to be included in the ADIT calculation because it had already been "taken into account" in 

computing tax expense. The type of ratemaking for the DT A claimed by the regulators in PLR 

201418024 is not practiced (or even claimed to be practiced) by the regulators in Kentucky. In 

Taxpayer's context, if the NOLC-related DTA is not included in the calculation of rate base, then 

it is not "taken into account" at all, a consequence of which is that the treatment will be 

inconsistent with the Normalization Rules. 

And even more recently, the Service addressed exactly this issue in PLRs 201436037, 

201436038 and 201438003. In each of these rulings the Service ruled that, to the extent that the 

taxpayer' s  NOLC-related DTA was attributable to accelerated depreciation, it must be reflected 

in the computation of the ADIT balance by which rate base is reduced. 

Requested Ruling #2. 

By design, the Normalization Rules operate to effectively limit the discretion that 

regulators have with regard to the treatment of the benefits of accelerated depreciation and 

investment tax credits. As indicated above, the normalization restrictions only apply to the 

extent that an NOLC is attributable to accelerated depreciation. Thus, a methodology for 

determining the amount of an NOLC that is attributable to accelerated depreciation will also 

determine the extent to which regulators do or do not have discretion with regard to the treatment 
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of that NOLC. This is, obviously, of critical importance to all parties to Taxpayer's rate 

proceedings. 

Treas. Reg. § 1 . 1 67(1)- 1 (h)( l )(iii) appears to be the only authority that addresses 

attribution for purposes of the Normalization Rules. The structure of this provision bears close 

examination. The first sentence sets out a general rule that clearly requires a "last dollars 

deducted" measurement procedure for determining the tax deferred by virtue of claiming 

accelerated depreciation. Under this method, an NOLC is attributable to accelerated depreciation 

to the extent of the lesser of ( 1 )  the accelerated depreciation claimed or (2) the amount of the 

NOLC. In effect, all deductions other than accelerated depreciation are offset against available 

taxable income prior to considering accelerated depreciation. The second sentence of the 

regulation provides another general rule - this one a timing rule for "taking into account" the tax 

deferred and measured pursuant to the first sentence. The third sentence then prescribes a 

different rule where there is an NOLC. The question is whether this third sentence is intended to 

prescribe a different rule for the timing of recognition of the tax deferred or, alternatively, for the 

way in which the tax deferred is measured - or, perhaps, for both. All that can be said is that this 

sentence specifies no alternative measurement procedure. Further, it fails to describe why or 

under what circumstances the general rule's "last dollars deducted" measurement procedure 

would be inappropriate. 

In determining the portion of its NOLC (and, hence, its ale 1 90 balance) that is 

attributable to accelerated depreciation subject to the Normalization Rules, Taxpayer presumed 
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the "last dollars deducted" measurement methodology described in Treas. Reg. § 1.167(1)-

1 (h)( l )(iii). Note that, for purposes of attributing excess deferred taxes to the items of deduction 

comprising an NOL carryback, the Service has twice ruled that the ratable allocation of such 

excess to all of the book-tax timing differences occurring in the NOL year is permissible under 

the Normalization Rules. See PLRs 8903080 and 9336010. Notwithstanding these PLRs, since 

Taxpayer has an NOLC and not an NOL carryback, it has presumed the "last dollars deducted" 

technique described in the regulations rather than the ratable allocation approach described in the 

two PLRs. In all cases, the "last dollars deducted" measurement methodology will attribute a 

larger amount of an NOLC to accelerated depreciation than would a "ratable allocation" 

approach. Thus, Requested Ruling #2 asks the Service to rule that the use of any method other 

than the "last dollars deducted" method would be inconsistent with the Normalization Rules. 

The one certain aspect of Treas. Reg. § 1.167(1)-1 (h)(l )(iii) is that the Service has 

discretion in this area. One of the factors that should be relevant to the Service's determination 

as to the appropriate allocation method is the relationship between the necessity to allocate the 

NOL and the Normalization Rules. The fundamental question is whether the NOL allocation 

methodology represents an element of the Normalization Rules or, alternatively, is external to 

them. If the NOL allocation process is itself an element of those rules, then it shares the specific 

Congressional purpose with those rules and should be viewed as a tool for accomplishing that 

purpose. Since the specific purpose of the Normalization Rules is to preserve the benefits of 

accelerated depreciation deductions to utilities, an allocation procedure that maximizes the 
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preservation of those benefits would further that Congressional purpose. Further, any procedure 

that does not maximize the preservation of those benefits would not further the purpose. By 

contrast, if the NOL allocation process is external to the Normalization Rules, then it does not 

share that Congressional purpose. If that were the case, the NOL allocation should take place 

under general tax principles and any portion attributed to accelerated depreciation under that 

allocation should then be subject to the protective provisions of the Normalization Rules. 

The necessity to allocate an NOL to accelerated depreciation is occasioned by the 

Normalization Rules and only those rules. Taxpayer is aware of no other reason under the tax 

law to perform this allocation. Thus, "but for" the Normalization Rules, this allocation would 

not be necessary. Therefore, the allocation process appears to be an element of those rules. 

Further, Taxpayer is not aware of any general tax principles governing the attribution of an NOL 

to a specific deduction which could be used to determine the amount to which the Normalization 

Rules apply (though there are a number of statutory attribution directives applicable to specific 

deductions which will be identified and described below). 

There appear to be three main options available to the Service: it can conclude that the 

Normalization Rules accommodate any allocation methodology, that they do not require any 

single methodology but do impose a standard of some type or that they require a single, specified 

methodology. 

Concluding that the Normalization Rules do not require any particular allocation 

methodology would be tantamount to a determination that the Normalization Rules do not apply 
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to NOLCs. As a practical matter, the only limit this approach imposes would be in a situation 

where a taxpayer claims accelerated depreciation deductions in excess of its taxable revenues. 

Only then would at least some portion of the NOLC have to be attributed to accelerated 

depreciation. In all other cases, the NOLC could be attributed to other deductions and the 

Normalization Rules rendered inapplicable. Such a result would seem inconsistent with the 

Service's conclusion that the Normalization Rules do, in fact, apply to NOLCs as was indicated 

in PLRs 8903080 and 9336010 (which concluded that there was not unfettered discretion in 

allocating an NOL for purposes of the normalization rules), PLR 8818040 and, most especially, 

PLR 20141 8024. 

Concluding that, while the Normalization Rules do impose a limitation on the allocation 

method used, more than one method may be permissible would provide regulatory discretion -

though not unfettered discretion. If this were the case, there would need to be some very specific 

parameters provided to enable companies and regulators to distinguish between those methods 

that are permissible and those that are not. A failure to provide such parameters would create a 

"We can't define it but we know it when we see it" situation. This would almost ensure that 

every allocation methodology proposed by a utility, its regulators or rate case intervenors would 

need to be vetted with the National Office before being implemented. A flood of PLR requests 

would likely result. The uncertainty inherent in this approach renders it a very undesirable 

solution and, ultimately, the IRS will still have to address the very same issue in a piecemeal 

fashion. 
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The adoption of a single, mandated allocation methodology should, depending on the 

specific method selected, avoid uncertainty and inconsistency. There appear to be three main 

allocation approaches available to the Service - "last dollars deducted", "first dollars deducted"8 

or some type of ratable allocation. Both the "first dollars deducted" and the "last dollars 

deducted" methodologies are simple, specific, transparent and would produce uniformity among 

taxpayers. Nothing other than "book" and tax depreciation would need to be quantified so that 

these methodologies would operate independently of financial accounting concepts and rules 

(aside from the concept of "book" depreciation - a well understood concept) . These two 

methodologies would be difficult to manipulate so that it is highly likely that all taxpayers would 

be similarly treated. Finally, because the bases of computation ("book" and tax depreciation) 

used in these methodologies are so well understood, they would be resistant to controversy. 

By contrast, a ratable allocation methodology inherently involves uncertainty - starting 

with the question of "ratable with regard to what?" The two PLRs that applied a ratable 

allocation methodology (PLRs 8903080 and 9336010) used all timing differences as the basis for 

allocation. An allocation on this basis is subject to uncertainty, variability and is based on 

questionable logic. Among the issues are: 

1 .  There is no logical basis on which to distinguish between timing and permanent 

differences insofar as both have the same effect on taxable income; 

8 "First dollars deducted" refers to the method that treats accelerated depreciation deductions as being the first 
deductions applied against taxable income before considering any other deductions. 
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2 .  Since there are both timing differences that increase (unfavorable) as well as 

decrease (favorable) taxable income, an allocation that is based on all timing 

differences requires both positive and negative allocations of an NOL -

something that doesn't make inherent sense; 

3 .  Even if the allocation is based only on favorable timing difference, there are 

favorable timing differences that relate to income items rather than deductions. 

An allocation to such a favorable timing item would be questionable since the 

purpose of the allocation is to distinguish between accelerated depreciation and 

other deductions; 

4. If the allocation is based only on favorable timing differences or even only on 

favorable timing differences produced by deductions, the way in which a taxpayer 

nets or fails to net related favorable and unfavorable timing items can have a 

material impact on the result of the allocation. In other words, the allocation can 

vary depending entirely on presentation - not economics - and different 

companies have different practices in this regard; and 

5 .  I f  the financial o r  regulatory accounting rules change for an item, then the NOL 

allocation would change even though there is no change in the tax law. 

Though an allocation based purely on tax deductions (rather than book/tax timing differences) 

would de-link completely from financial reporting concepts, it would come with its own set of 

issues. Among these are: 
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1 .  For a utility that generates electricity, many costs that would otherwise be 

deductions are, for tax purposes, reflected in cost of goods sold which, as a 

technical matter, is not a deduction but an offset against revenues in deriving 

gross income;9 and 

2 .  The Normalization Rules do not actually apply to a tax deduction but to a portion 

of a tax deduction - the excess of accelerated over regulatory depreciation. Thus, 

allocating an NOL between deductions will not, itself, produce an amount of the 

NOL that is subject to the Normalization Rules. 

In short, a ratable allocation methodology is questionable from a simplicity, administrability and 

uniformity perspective. 

Returning to an evaluation of the two simpler options, "first dollars deducted" and "last 

dollars deducted", the choice between the two is relatively stark. 

The "first dollars deducted" methodology minimizes the portion of any year's NOLC that 

is attributed to accelerated depreciation. In fact, using that methodology, the only time the 

normalization rules would impact the treatment of an NOLC is where a company's accelerated 

depreciation exceeds its taxable revenue for the year. This approach would clearly be 

inconsistent with the legislative intent of protecting the benefits of accelerated depreciation 

which underlies the Normalization Rules. Further, there is no instance of which Taxpayer is 

9 Though Taxpayer is  a gas utility, presumably whatever rule is  applicable to it  would be equally applicable to such 
a utility. 
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aware where a "first dollars deducted" approach is or  has been used in a statute, regulation, 

ruling or other authority to determine the portion of an NOL attributable to any particular 

deduction. 

By contrast, the "last dollars deducted" methodology maximizes the portion of an NOLC 

that is attributed to accelerated depreciation and, thus, this methodology appears most aligned 

with the purpose of the Normalization Rules. The tax benefits of accelerated depreciation will be 

protected to the extent accelerated depreciation was claimed. In fact, it is not unusual for the 

Code to employ a "last dollars deducted" approach to allocating an NOL to a specific tax 

deduction both where the deduction has been identified for especially beneficial treatment and, in 

one instance, where it has been identified for especially unfavorable treatment. The following 

Code provisions all determine the portion of an NOL that is attributable to a specified deduction 

in this way: 

1 .  Code § 1 2 1 2( a)( l  )(C) - this section provides that the carryforward period for a 

capital loss carryover that is attributable to a foreign expropriation loss is 10  years 

instead of the normal 5 years; 

2. Code § 1 72(b )( 1 )(C) - this section provides that the carryback period for a 

specified liability loss is  1 0  years rather than the normal 2 years; 

3 .  Code § 1 72(b )( 1 )(D) - this section provides that the carryback period for the 

portion of an NOL that is attributable to the deduction for bad debts by a 

commercial bank is 1 0  years rather than the normal 2 years; 
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4.  Code § 1 72(b )(1 )(E) - this section provides that a corporate equity reduction 

interest loss may not be carried back to the year preceding the year is which the 

corporate equity reduction transaction occurs; 

5 .  Code § 1 72(b)( l )(G) - this section provides that the carryback period for a 

farming loss is 5 years rather than the normal 2 years; and 

6.  Code § 1 72(b)( 1 )(J) - this section provides that the carryback period for a 

qualified disaster loss is 5 years rather than the normal 2 years . 

The common feature in all of these provisions is that, in each case, the statutory allocation 

methodology maximizes the NOL attributable to the identified deduction. Taxpayer has not 

encountered a statutory provision that associates an NOL with specific deductions in any other 

way. 

If, in fact, the NOL allocation is an element of the Normalization Rules, a "last dollars 

deducted" approach would be consistent with the policy underlying those rules. Further, the 

frequency - and uniformity - of Congress' s use of a "last dollars deducted" approach whenever 

an NOL is to be allocated to a specific deduction strongly supports the propriety of that approach 

in a situation in which Congress has singled out accelerated depreciation for special treatment 

under the tax law. These considerations, coupled with the many positive administrative 

attributes of such an approach, support its application in this situation. 

Finally, the Service addressed this very issue in PLRs 20 1436037, 20 143603 8 and 

20 1 43 8003 .  In each of these rulings the Service ruled that, in determining the portion of an 
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NOLC that is attributable to accelerated depreciation, any method other than the "with and 

without" method (the same as the "last dollars deducted" method) would be inconsistent with the 

Normalization Rules. 

CONCLUSION 

For the reasons set forth above, we respectfully request that the Service issue the rulings 

requested. 

PROCEDURAL MATTERS 

A. Statements required by Rev. Proc. 2014-1 : 

1 .  Section 7.0 1 (4) -To the best of the knowledge of both Taxpayer and Taxpayer's 

representative, the issue that is the subject of this requested letter ruling is not addressed in any 

return of Taxpayer, a related taxpayer within the meaning of §267, or of a member of an 

affiliated group of which Taxpayer is also a member within the meaning of § 1 504 that is 

currently or was previously under examination, before Appeals, or before a Federal court. 

2 .  Section 7 .01 (5)(a) - Taxpayer, a related party taxpayer within the meaning of 

§267, or a member of an affiliated group of which Taxpayer is also a member has not, to the best 

of the knowledge of both Taxpayer and Taxpayer' s  representative, received a ruling on the issue 

that is the subject of this requested letter ruling. 

3 .  Section 7 .01 (5)(b) - To the best of the knowledge of Taxpayer and Taxpayer' s  

representative, neither Taxpayer, a related taxpayer, a predecessor, nor any representatives 
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previously submitted a request involving the same or a similar issue to the Service but with 

respect to which no letter ruling or determination letter was issued. 

4 .  Section 7 .01 (5)(c) - To the best of the knowledge of Taxpayer and Taxpayer' s  

representative, neither Taxpayer, a related taxpayer, nor a predecessor, previously submitted a 

request (including an application for change in method of accounting) involving the same or a 

similar issue that is currently pending with the Service. 

5 .  Section 7.01 (5)(d) - To the best of  the knowledge of  Taxpayer and Taxpayer' s  

representative, neither Taxpayer nor a related taxpayer are presently submitting additional 

requests involving the same or a similar issue. 

6. Section 7 .01 (8) - The law in connection with this request is uncertain and the 

issue is  not adequately addressed by relevant authorities. 

7 .  Section 7 .01 (9) - Taxpayer has included all supportive as well as all contrary 

authorities of which it is aware. 

8 .  Section 7.0 1 (1 0) - Taxpayer is unaware of any pending legislation that may affect 

the proposed transaction. 

9 .  Section 7.02(5) - Taxpayer hereby requests that a copy of the ruling and any 

written requests for additional information be sent by facsimile transmission (in addition to being 

mailed) and hereby waives any disclosure violation resulting from such facsimile transmission. 

Please fax the ruling and any written requests to James I. Warren at (202) 626-580 1 .  
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1 0. Section 7.02(6) - Taxpayer respectfully requests a conference on the issues 

involved in this ruling request in the event the Service reaches a tentatively adverse conclusion. 

1 1 .  Taxpayer will permit the KPSC to participate in any Associate office conference 

concerning this ruling request. Taxpayer has provided the KPSC with a copy of this ruling 

request prior to its being filed. 

B. Administrative 

1 .  The deletion statement and checklist required by Rev. Pro c. 20 1 4- 1  are enclosed. 

2. The required user fee of $ 1 9,000 is enclosed. 

3 .  A Form 2848 Power of Attorney granting Taxpayer' s representative the right to 

represent Taxpayer is enclosed. 

If you have any questions or need additional information regarding this ruling request, 

pursuant to the enclosed Power of Attorney, please contact James I. Warren at (202) 626-5959. 

Respectfully submitted, 

Attorney for Atmos Energy Corporation 
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PENALTIES OF PERJURY STATEMENT 

Atmos Energy Corporation 

Under penalties of perjury, I declare that I have examined this request, including accompanying 
documents, and, to the best of my knowledge and belief, the request contains all the relevant 
facts relating to the request, and such facts are true, correct, and complete. 

ATMOS ENERGY CORPORATION 

BY: � � 

Printed Name: Vtt.ce. M '- L)Uv\.G\..\l  

DATE: __ /_/_/ _1 .s-____ _ 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC S ERVIC E  COM MISS ION 

In  the Matter of: 

APPLI CATI ON OF ATM OS EN ERGY CORPORATION 
FO R AN ADJUSTM ENT OF RATES AN D TAR I FF 
MODI FI CATIONS 

O R D E R  

CASE NO. 
201 3-001 48 

Atmos Energy Corporation ("Atmos") , a gas d istr ibution company operating in 

eight states ,  serves rou gh ly 3 . 1  m i l l ion customers. Its Kentucky/Mid-States d ivision , 

one of s ix operat ing d ivisions ,  provides natural gas service in Kentucky, Tennessee and 

Virg in ia .  Atmos's Kentucky unit ("Atmos-Ky. ") serves approximately 1 73, 000 customers 

in 38 central and western counties in  Kentucky. The most recent adjustment of its 

Kentucky operating unit's base rates was in May 201 0 in Case No.  2009-00354 . 1 

BACKGROUND 

On May 1 3, 201 3 ,  Atmos-Ky. submitted its appl ication based on a forecasted test 

period ending November 30, 201 4,  seeking an i ncrease in reven ues of $ 1 3 ,367,575 ,  or  

8 .6  percent, with a proposed effective date of June 1 3 , 20 1 3 . 

A review of the app l ication revealed that it d id not meet the min imum fil ing 

requ i rements of 807 KAR 5:001 , Sections 4 and 1 6, and a notice of fi l i ng  deficiencies 

was issued .  Atmos-Ky. filed information on May 30, 201 3, and June 3, 201 3, to cure 

1 Case N o .  2009-00354, Application of Atmos Energy Corporation for an Adjustment of Rates 
(Ky. PSC M ay 28,  201 0) .  



the noted ti l ing deficiencies. Our  June 24, 201 3 Order found that this information 

satisfied a l l  of the fi l ing requi rements cited in our deficiency notice except the 

requirement for Atmos-Ky. to post its appl ication and other documents on its website . 

The Commission found that this deficiency would remain until Atmos-Ky .  provided proof 

that it had posted its appl ication and other documents filed with its appl ication on its 

website. Atmos-Ky. responded to that Order that same day by providing a copy of the 

page that had been posted on its website l ist ing the documents .  A n otice that Atmos-

Ky. ' s  deficiencies had been cured was issued June 26,  201 3 ,  stating that that the 

appl ication met the minimum fi l i ng  requ irements as of June 24, 201 3. Based on a June 

24,  201 3 fi l ing date , the earliest possible date Atmos-Ky.'s proposed rates could 

become effective was Ju ly 24, 201 3 .  

The Commission found that an investigation would be necessary to  determ ine 

the reasonableness of Atmos-Ky . 's  proposed rates and suspended them for s ix months ,  

from Ju ly 24, 201 3,  up to and including January 23, 201 4, pursuant to KRS 278 . 1 90(2) . 

The suspension Order included a procedu ra l  schedu le which provided for discovery on 

the appl ication, intervenor testimony, discovery on any intervenor testimony, rebuttal 

testimony by Atmos-Ky. , a publ ic hearing ,  and an opportun ity to file post-hearing briefs . 

Petitions to intervene were fi led by the Attorney General of the Commonwealth of 

Kentucky, by and through his Office of Rate I ntervention ("AG"} , Kentucky I ndustria l  

Uti l ity Customers, I nc. ("KI UC"),  and Stand Energy Corporation ("Stand") .2 The AG was 

granted fu l l  intervention and Stand was granted fu l l  intervention , l imited to participation 

on the issues of Atmos-Ky . 's transportation threshold levels and any matters related 

2 KIUC later withdrew its petition to intervene. 
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thereto . Discovery was conducted on Atmos-Ky. 's appl ication by both the AG and the 

Commission Staff ("Staff") . The AG fi led testimony on which discovery was conducted 

by both Atmos-Ky. and Staff. Atmos-Ky.  fi led rebuttal testimony and the AG fi led 

supplemental testimony i n  response to which Atmos-Ky. fi led surrebuttal testimony. 

Stand filed no testimony. 

Pursuant to KRS 278 . 1 90 (2) , Atmos-Ky. gave notice on January 22, 20 1 4, of its 

intent to p lace its proposed rates in effect for service rendered on and after January 24, 

20 1 4 . In our January 28 ,  201 4 Order, we acknowledged that Atmos-Ky. had compl ied 

with the statutory provis ions for placing its p roposed rates in effect. That Order required 

that Atmos-Ky. maintain its records so that, in the event a refund were to be required , 

the amount of refunds and the customers to whom the refunds shou ld be applied cou ld 

be determ ined. 

The Commission held an evidentiary hearing on the proposed rate adjustment on 

December 3,  20 1 3  and January 23 ,  20 1 4, at its offices in Frankfort, Kentucky. Post-

hearing b riefs were filed by Atmos-Ky. , the AG , and Stand. All info rmation requested at 

the formal hearing has been fi led and the case now stands submitted for a decis ion .  As 

discussed more thoroughly th roughout th is Order ,  the Commission is g ranting Atmos-

Ky. a base-rate increase of $8,550, 1 34, which is  roughly 64 perce nt of what it requested 

and which represents an increase in total revenues of approximately 5 .5  percent. 

TEST PERIOD 

Atmos-Ky. proposed the 12 months  ending November 30 , 201 4, as its forecasted 

test period to determine the reasonableness of its proposed rates.  While the AG did not 

object to the proposed test period or suggest an alternative test period , he criticized 
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Atmos-Ky. 's development of certa in  items contained in  its proposed test period . The 

AG raised concern s with Atmos-Ky. 's  forecasted fil ing regard ing its lack of 

documentation , methodology, and specific impacts on costs . 3 The AG stated that he 

did not agree with us ing a forecasted test period , but that Atmos-Ky. did not respond 

adequately to certain data requests he propounded to el icit i nformation that wou ld have 

permitted a more thorough review of the data supporting the forecasted test period .4 

Atmos-Ky. stated that its development of a forecasted test period begins with its 

budget ,  which it prepares annually fo r its October 1 to September 30 fiscal year. It 

described the numerous approvals to which its budgets are subjected , including the final 

review by the Atmos Board of Directors. Atmos-Ky . noted that ,  along with its Kentucky 

operations ,  Atmos maintains a Division General Office ("DGO") that manages uti l ity 

operations i n  the states, i ncluding Kentucky, which make up the Kentucky/M id-States 

division .  It further noted that Atmos has a Shared Services U nit ("SSU") wh ich provides 

support services such as account ing ,  b i l l ing ,  tax, call center, col lections, etc . ,  to the 

various operating d ivis ions. Atmos-Ky. stated that separate budgets are developed 

each year at the Kentucky, DGO, and SSU l evels .  

The Commission f inds Atmos-Ky. 's forecasted test period to be reasonable and 

consistent with the provisions of KRS 278 . 1 92 and Kentucky Administrative Regulation 

3 Direct Testimony of Bion C. Ostrander ("O strander Testimony") at 6 .  

4 /d. at 7 ,  1 3 , a n d  1 4 . 
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5:001 , Section 1 6  (6) , (7) , and (8) .  Therefore, we wi l l  accept the forecasted test period 

as proposed by Atmos-Ky. for use in this proceeding .5 

VALUATION 

Rate Base 

Atmos-Ky. proposed a net investment rate base for its forecasted test period of 

$252 ,91 4 ,292 based on the 1 3-month average for that period . 

The AG proposed to reduce Atmos-Ky.'s rate base to el iminate Net Operating 

Loss Carry-forwards ("NOLC") resu lt ing from the l osses reported by Atmos's regu lated 

operations for tax purposes.6 The AG stated that while he  had no concerns with typical 

accumu lated deferred income taxes ("AD IT" )  used to reduce rate base ,  an NOLC debit 

is an offset to the typical credit balance in ADIT,  causing an increase in  rate base? 

The AG opined that removing the NOLC from rate base would  not cause a tax 

normal ization vio lat ion .8 I n  support of his recommendation, the AG cited a recent case 

before the West Virg inia Commission in wh ich Mountaineer Gas's proposal to incl ude a 

NO LC in its rate base was denied.9 If there was substantive disagreement by  Atmos-

5 Contrary to his contentions,  we find that the AG had adequate opportunity to conduct discovery 
for the purpose of analyzing the proposed test period and compon ents thereof. The Comm ission notes 
that the use of a forecasted test period is  provided for in  807 KAR 5:00 1 , Section 1 6. We also note that 
the criticism by AG witn ess Ostrander to the use of a forecasted test period , as he has done in  this case 
and the two recent rate cases of Big Rivers Electric Corporation, is not supported by law or regulation . 
The AG did not file any m otions regarding  d iscovery d isputes until his motion on Nov. 21 , 20 1 3  requesting 
that the Dec. 3, 20 1 3  H eari ng be postpon ed ,  which the Commissioner granted . 

6 The amount the AG removed from rate base was $22,221 ,329, which was a n  estimate. Atmos-
Ky. clarified that that the NOLC amount i ncluded in its rate base was $20, 1 25,550. 

7 Ostrander Testimony at 49. 

8 /d. at 51 . 

9 /d. at 55. 
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Ky. on the NOLC rate base issue, the AG recommended that Atmos-Ky. obtain a 

private-letter ru l ing from the I nternal Revenue Service (" I RS") to resolve the issue. 1 0  

Atmos-Ky.  claimed that removing the NOLC from rate base would result in a tax 

normal ization violat ion of the Internal Revenue Code. 1 1  I t  stated that a violation would 

cause it to lose accelerated depreciation , bonus depreciation ,  and other tax benefits. 

Atmos-Ky.  also claimed that removing NOLCs from its rate base is  inappropriate and 

inconsistent with sound ratemaking principles, and that inclusion of NOLCs in rate base 

has been accepted by many commissions, including these in al l other states in wh ich 

Atmos's distri bution companies operate . 1 2  It noted that the Mountaineer Gas case cited 

by the AG is the only instance in which a util ity regu lator ruled that NOLC should not be 

included in rate base.1 3 Atmos-Ky .  stated that if the Commission determined that its 

NOLC should remain in rate base , there was no need to involve the I RS with a private 

l etter rul ing request. However, if the Commission requires that it seek such a rul ing,  

Atmos-Ky. asks to be al lowed to create a regulatory asset to defer the costs related to 

such a request and seek recovery of them in its next general rate case . 1 4  

The Commission is  not persuaded by the AG's argument. Whi le there i s  some 

ambiguity in the Treasury regulations cited by the AG and Atmos-Ky. on the subject of 

NOLCs, we are unable to agree with the AG that a tax normalization violation wou ld not 

10 /d. at 57-58 . 

1 1  Rebuttal Testimony of Pace McDonald at 4. 

1 2 /d. at 1 6-1 9 and 22. 

1 3  /d. at 21 . 

14 Atmos-Ky. 's post-hearing brief at 1 7. 
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resu lt from a d ecision to remove NOLCs from Atmos-Ky. 's rate base . The AG has not 

made a compelling argument fo r why, from a ratemaking perspective , it wou ld be 

reasonable to adopt his recommendation . 

Although we are rejecting the AG's proposal ,  the aforementioned ambiguity in  the 

govern ing regulations and the s ignificantly d ifferent interpretations of those regulations 

by the AG and Atmos-Ky. cause the Commission to conclude that it wou ld  be beneficial 

to have a more defin itive assessment of this issue. 1 5 Therefo re, we find that Atmos-Ky. 

should seek a private-letter rul ing from the I RS with the intent that such rul ing be fi led 

with the appl ication in  Atmos-Ky. 's next general rate case .  We also find that Atmos-Ky. 

should be perm itted to create a regulatory asset to defer the costs related to its private-

ru l ing request in order  to seek their recovery in its next general rate case . 

H aving rejected the AG's p roposal to exclude the NOLC , the Commission has 

d etermined that Atmos's n et i nvestment rate base is $252 ,737,721 as shown below. 

Cash working capital has been reduced to reflect the adjustments to operation and 

maintenance ("O&M") expenses d iscussed later in  th is Order. 

Uti l ity Plant in Service 
Construction Work In Progress 
Total Util ity Plant 
LESS:  

Accumu lated Depreciation 
N et Util ity P lant 

ADD: 
Gas Stored Underground 
Materials and Suppl ies 
Prepayments 
Working Capital 

$ 

$ 

� 
$ 

$ 

445, 835,433 
8,541,792 

454,377,225 

1 66,889,761 
287,487,464 

9,41 5 ,2 1 6 
58 ,851  

1 ,254,362 
3,1 60,640 

15 I t  is possible that the NOLC issue may be at issue in future Atmos-Ky. rate cases. 
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Subtotal 

DEDUCT: 
Customers Advances for Construction 
Accumulated Deferred I nco me Taxes 

And Investment Tax Credits 
Subtotal 

N ET I NVESTMENT RATE BASE 

CAPITAL STRUCTURE 

$ 1 3 ,889,069 

$ 2 ,745,576 

45,893,236 
$ 48,638 ,8 1 2 

$ 252.737.721 

As a division of Atmos, Atmos-Ky. does not h ave a stand-alone capital structu re . 

Us ing Atmos's capital balances, Atmos-Ky. proposed a test-period capita l structure 

consisting of 51 .83 percent common equity and 48. 1 7  percent long-term debt. It also 

presented a second capital structu re for info rmational purposes consisting of 49. 1 6  

percent common equity , 45 .68 percent long-term debt, and 5 . 1 6  percent short-term 

debt. 1 6 Atmos-Ky. stated that the capital structu re contain ing no short-term debt was 

appropriate for determin ing its revenue requi rement in that Atmos-Ky.  d id not use short

term debt to finance the long-l ived assets in its rate base . 1 7 

The Commission is not persuaded by Atmos-Ky. 's reasoning for not reflecting 

short-term debt in its capital structure . To the extent there is a connection between 

long-l ived assets and long-term forms of capital ,  the Commission h as recognized that a 

uti l ity's rate base includes items other  than long -l ived p lant assets that may be financed 

1 6  
T h e  second capital structure reflected a short-term debt component based on t h e  average 

short-term debt balance of Atmos for the 1 2  months ended March 3 1 , 201 3. 

1 7  C ross-exam ination of G regory K. Waller ,  Janu ary 23, 201 4 Hearing at 1 6:55:50 - 1 6:56:04. 
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with short-term debt. 1 8 Furthermore, whi le it i s  the intent of uti lities, from a plann ing 

perspective, to finance long-l ived assets with long-term forms of capital , from a practical 

perspective the Commission has long held the position that capital cannot be assigned 

d irectly to a particular state , ju risd iction or specific asset. 1 9 

I n  its last l itigated case, Atmos-Ky. ,  formerly Western Kentucky Gas, ("Western") , 

proposed a capital structure that contained no short-term debt. However, finding that 

"Western uses s ign ificant amounts of short-term debt on an ongoing basis . . .  " the 

Commission approved a capital structure containing 8 .47 percent short-term debt.20 I n  

the tim e  s ince that case, t he  Commission has i ssued decisions in  14  l it igated rate cases 

involving investor-owned gas or e lectric ut i l it ies, or combination gas and e lectric uti l it ies. 

In 1 3  of those cases, the Commission authorized a capital structure contain ing a short-

term debt component. The one exception occurred when the util ity had u sed its short

term debt to reacquire bonds during the h istorical test period used in that case .21 

Having considered Atmos-Ky . 's argument and the historical practice employed i n  

Kentucky rate cases for more than two decades, we  find that t he  appropriate capital 

structure in this matter should include a short-term debt component. According ly, based 

on the record evidence, the Comm ission wil l  approve for ratemaking purposes a capital 

at 2 1 . 

1 8  Case No .  8738, An Adjustment of Rates of Columbia Gas of Kentucky (Ky. PSC July 5 ,  1 983) 

19 Case No.  9678, An Adjustment of Rates of General Telephone Company of the South (Ky. 
PSC Apr. 1 6 , 1 987) at 9. Case No. 1 01 1 7, Adjustment of Rates of GTE South, Inc. (Ky. PSC S ept. 1 ,  
1 988) at 1 1 .  

2° Case No.  90-0 1 3, Rate Adjustment of Western Kentucky Gas Company (Ky. PSC Sept. 1 3, 
1 990) at 1 9. 

21 Case No. 2009-00549, Application of Louisville Gas and Electric Company for an Adjustment of 
Electric and Gas Base Rates (Ky. PSC July 30, 201 0) . 
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structure that contains 49. 1 6  percent common equ ity , 45.68 percent long-term debt, and 

5 . 1 6 percent short-term debt. 

REVEN U ES AND EXPENSES 

Atmos-Ky. developed an operating statement for its fo recasted test period based 

on its budgets for fiscal years 201 3 and 201 4. As required by 807 KAR 5 :001 , Section 

1 6(6) (a) , the finan cial data for the forecasted test period was presented by Atmos-Ky .  i n  

the  form of pro forma adjustments to  its base period , the 1 2  months ending Ju ly  31 , 

201 3 .22 Based on the assumptions bui lt i nto its budgets, Atmos-Ky .  calcu lated its test-

year operat ing revenues and Operations and Maintenance ("O&M") expenses to be 

$ 1 55 ,374,969 and $ 1 4 1 ,91 4,890, respectively.23 These test-year operating revenues 

included gas cost revenues of $90 ,265,243 , based on Atmos-Ky . 's estimate of gas cost 

to be recovered th rough its Gas Cost Adjustment m echanism.24 

Based on the adjusted revenues and O&M expenses stated above, Atmos-Ky. 's 

test-period operating income was $1 3 ,460,079 , which , based on its proposed rate base, 

results in a 5 .32 percent overall rate of retu rn . Based on a proposed return on equity 

("ROE") of 1 0. 7  percent, Atmos-Ky. determ ined that it requ i red a revenue increase of 

$ 1 3 ,367,575, which would produce an overal l return on rate base of 8 . 53 percent. 

The AG , based on a number of proposed adjustments to Atmos-Ky. ' s  test-period 

results, and a 7 .63 percent overall return on rate base, calcu lated Atmos-Ky. 's  operating 

22 Appl ication,  Vol .  9 of 9 ,  Schedules 0. 1  and 0 .2. 
23 ld. Schedule C- 1 .  

24 I n  response to Item 28 of Staff's Second Request for Information (Staff's Second Request"), 
Atmos-Ky. updated its estimate of gas cost revenues for the test period to $ 1 1 1 ,008 ,901 . 
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revenue to be $1 6 , 831 ,3 1 9 and recommended an increase in  revenues of $ 1 ,2 1 5 ,895 .25 

The AG later revised his recommendation , and i ncreased the amount of the revenue 

increase to $2 ,736,433 .26 

The Commission wi l l  accept most components of Atmos-Ky. 's test period and 

many of its proposed adjustments . We wil l  also accept some of the AG's p roposed 

adjustments. A discussion of the individual adjustments accepted, modified or rejected 

by the Commission and the impact of those adjustments on Atmos-Ky . 's revenue 

requirement fol lows. 27 

Revenue Normal ization 

In normalizing test period revenues, Atmos-Ky.  increased its firm sales volumes 

by 2 , 1 89 ,876 Mcf to reflect its adjustment for weather normalization based on the 

National Oceanic and Atmospheric Admin istration's ("NOAA") normal Heating Degree 

Day ("H O D") data for the 30-year period ending 20 1 0 .28 It further  adjusted its f irm sales 

volumes by (427,287) Mcf to reflect changes in consumption due to a long-standing 

trend in conservation and efficiency by its residential ,  commercial, and publ ic authority 

customer classes. For other  classes, Atmos-Ky. adjusted customer numbers and sales 

and transportation volumes for known and measurable changes in service contracts and 

25 Ostrander Testim ony, Exhibit BC0-2, Schedule A- 1 .  

26 Supplemental and Corrected D i rect Testimony of Bien C .  Ostrander (" Ostrander Corrected 
Testimony") at 2. 

27 Two AG adj ustments to which Atm os-Ky. agreed on rebuttal were : a reduction in bad-debt 
expense of $25,048 and re moval of d u plicate bil l ing systems' maintenance fees in the amount of $51 ,262. 

28 Direct Testimony of Mark A Martin ( "Martin Testimony"), Exhibit MAM-4. 
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customer usage,  resulting in a decrease in  interruptib le sales volumes of approximately 

330,000 Mcf and an i ncrease in transportation volumes of approximately 500,000 Mcf.29 

The Commission finds Atmos-Ky. 's adjustments to be reasonable and accepts its 

normal ized base-rate revenues. With regard to weathe r  normalization methodology to 

be used iri  future rate p roceedings,  the Commission f inds that Atmos-Ky. should use the 

most recent temperature data available. In response to a Staff request for information, 

Atmos-Ky. stated its bel ief that there is a benefit to using NOAA's publ ished 30-year 

temperatu re normal prod uct, because NOAA thoroughly analyzes the data and smooths 

the average daily H O D  to produce daily normals .30 Because the Commission is aware 

that this is the case , and with the data's having been published in July 201 1 ,  it is 

reasonable to use the 30 years ended 201 0  to weather normalize sales volumes and 

revenues in this case .  The Comm ission does not bel ieve it would be reasonable to 

continue to use the same 30-year period to weather  normal ize sales volumes and 

revenues in future rate proceed ings brought p rior  to N OAA's next publ ished 30-year 

temperature-normal product, and therefore, we wi l l  requ i re that a more current time 

period be used . The Commission wi l l  also requ i re that Atmos-Ky. fi l e  a comparison of 

weather normal ization methodolog ies using time periods including, but not l imited to, 

20, 25 , and 30 years in length . Along with its comparison of results, Atmos-Ky. should 

i nclude support for the t ime period it proposes to use to normalize revenues, includ ing 

the superiority of the chosen method in terms of i ts  pred ictive val ue for future 

temperatures. 

2 9  ld., Exhibit MAM-3. 

30 Response to Staff's Second Request, I tem 26. 
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Payrol l  and Benefits 

Atmos-Ky. 's test period includes combined direct payrol l  and benefits expense of 

$8 ,865,683. It also includes al located DGO and SSU payroll and benefits expenses of 

$7 ,570 ,803. The AG compared these amounts to the actual fiscal year 201 2 payrol l  

and benefits expenses incurred by Atmos-Ky. and the amounts allocated to it by DGO 

and SSU for that period and recommended an adjustment to reduce test-period payroll 

and benefits expenses by one-half of the d ifference, or $ 1 ,21 2 ,71 2.31 The AG claimed 

that the levels proposed by Atmos-Ky. represented sign ificant and unusual increases for 

which Atmos-Ky. had fai led to meet a reasonable burd en of proof.32 

Atmos-Ky. asserted that the AG's adjustment ignores the g uidel ines set forth i n  

807 KAR 5 :001 , Section 1 6 (6) (a) , which require that test-period adjustments are to  be 

made to the base period . I t  also asserted that the AG's adjustment is founded on an 

arbitrary and unsupported 50 percent reduction factor.33 Atmos-Ky. explained that the 

sale of Atmos's M issouri , I l linois ,  I owa , and Georgia operations, al l  of which were part of 

the Kentucky/Mid-States' d ivision ,  increased its share of a l located costs from both DGO 

and SSU ,  wh ich increased its test-year payrol l  and benefits expense levels .34 I t  stated 

that the payrol l  and benefits amounts included in its forecasted test year are consi stent 

31  Ostrander Corrected Testimony at 37-38. 

32 /d. at 42. 
33 Surrebuttal Testimony of Joshua C. Densman ("Densman Surrebuttal") at 5-6. 
34 Rebuttal Testimony of Jason L. Schneider ("Schneider Rebuttal") at 4. 
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with the Commiss ion ' s  regulation for forecasted test periods and that said amounts are 

the most reasonable forecasts of payroll and benefits for the test year.35 

The Commission does not accept the AG's recommended adjustment. Whi le the 

increases in some items between Atmos�Ky. 's  fiscal yea r 201 2  and the forecasted test 

period are notable,  it is clear that a major contributing factor was the sale of other Atmos 

properties, wh ich increased the amounts allocated to Atmos�Ky. The p rovisions of 807 

KAR 5 :001 , Section 1 6 (6) (a) , wh ich dictate how an applicant uti l ity is to present its test 

year when it uses a forecasted test period , do not govern nor l imit an  intervenor's 

analysis of the test year. However ,  the AG's use of Atmos-Ky. 's 201 2 fiscal year as the 

benchmark to which he compared the test period i s  not persuasive. Furthermore, 

although there are instances in which a sharing by ratepayers and shareholders is the 

basis  for red ucing a cost by 50 percent for ratemaking purposes, in this instance it does 

not appear that such a sharing was the intent, but that the AG's use of 50 percent was 

arbitrary and uns upported , as Atmos-Ky. c laimed.  For these reasons, we reject the 

AG's adjustment to reduce Atmos-Ky. 's test year payrol l  and benefits expense. 

I nflation Factor 

To fo recast "Other O&M" (operating expenses other  than ( 1 )  labor, (2) benefits, 

(3) rent, maintenance and uti l ities , and (4) bad d ebt) for the test year, Atmos-Ky. appl ied 

an inflation factor of 2. 7 percent using the approved expense levels in its fiscal year 

35 Densman Surrebuttal at 8-9. 
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201 3 as the starting point.36 This inflation facto r was the average i nflation rate for the 

M idwest region for the last three years, as reported by the U .S .  Department of Labor.37 

The AG opposed Atmos-Ky. 's use of an i nflation factor to forecast test-period 

expenses and proposed an adjustment of $496 ,907 to remove the impact of inflation. 

The AG stated that Atmos-Ky. had not met a reasonable burden of proof regarding this 

item and d id not show that there was a proper correlation between its generic inflation 

factor and the actual h istoric changes in the expenses to which it appli ed the inflation 

factor.38 He argued that use of the Consumer Price I ndex ("CP I ") was inappropriate 

because the " . . .  CP I  basket of goods and services is not representative of Atmos' 

expenses" and that Atmos had not addressed or reconciled th is i nconsistency.39 The 

AG noted that his proposed adjustment reflected his bel ief that Atmos-Ky. had appl ied 

the inflation factor to both test-period and base-period expenses.40 

On rebutta l ,  Atmos-Ky. stated that it d id not apply the inflation factor to its base-

period expenses. It described an error in the AG's calcu lation of the amount to which 

he appl ied the percent inflation factor in the test year.41 After adjusting  for these items ,  

the correct impact of Atmos-Ky. 's use  of the inflation factor is an  expense increase of 

36 For insurance expense, Atmos-Ky. applied a 5 percent inflation factor reflect that to recent 
increases in insurance costs have been greater than increases in the other components of "Other O&M. "  

3 7  Direct Testimony of  Joshua C .  Densman (" Densman Testimony") a t  1 5 . 

38 Ostrander Corrected Testimony at 1 2. 

39 /d. at 1 3 . 
40 /d. at 1 6  and 22-23 . 
41 Densman Rebuttal at 2-5. 
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$ 1 7 1 ,804.42 Atmos-Ky. stated that use of an inflation factor for a forecasted test year is 

approp riate and that its methodology is consistent with what has been used in p rior 

cases.43 

While it has on occasion accepted inflation -re lated adjustments for ind ividual 

expen se items,44 the Commission has not been , and is  not now, incl ined to accept an 

expense level based on application of a standard , or generic, inflation factor to a mix of 

approximately a dozen d ifferent cost categories ranging from Veh icles and Equipment 

to Travel and Entertainment. Commission ord ers in prior cases stated the 

Commission's view on th is type of CPI -based proposal by find ing that using the CPI 

re l ies " . . .  upon too large and d iverse a g roup of goods and services . "  In i ts decision 

involving the water rates of the city of Lawrenceburg, the Commission also stated that 

the adjustment p roposal " . . .  must p rovide an accurate measu rement of changes in the 

cost of provid ing water service. It therefore should be based principal ly on those good s 

and services that a re reasonably l ikely to be  used to provide water service. "45 The 

Commission reasoned that a proper adjustment " . . .  should reflect a l l  changes in  the cost 

of the inputs that are requ i red to provide water service" (emphasis in original) and that 

42 /d. at 5 .  

43 /d. 

44 Case No.  20 1 2-00520, Application of Kentucky-American Water Company for an Adjustment of 
Rates Supported by a Fully Forecasted Test Year (Ky. PSC Oct. 25, 201 3) at 34-35. 

45 Case No. 2006-00067, Proposed Adjustment of the Wholesale Water Rate of the City of 
Lawrenceburg, Kentucky (Ky. PSC N ov. 21 , 2006) at 3-4. 
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rel iance on the CPI  would " . . .  not reflect any reductions in  the cost of service, only 

increases . "46 

Finding no persuasive reason to depart from its p revious decisions on the 

reasonableness of basing cost increases on a generic inflation factor, the Commission 

denies Atmos-Ky. ' s  proposal .47 With the corrections to the AG's  adjustment provided in 

Atmos-Ky. 's  rebuttal .  the result is a $ 1 71 , 804 reduction in  test-year operating expenses. 

DGO and SSU Al located Expenses 

Atmos-Ky. included $1 0 ,876 ,844 and $ 1 3 ,071 ,350 in allocated expenses from 

DGO and SSU in its base period and test period , respectively. I t  stated that the budget 

development procedures used to develop its Kentucky budget are also used to develop 

the budgets of DGO and SSU .48 Atmos-Ky .  explained that costs incurred at DGO and 

SSU are al located according to the Cost Al location Manual ("CAM") ,  wh ich was 

developed by Atmos at the corporate level and which is app lied un iformly for the 

al location of common costs in all states in which Atmos has regulated uti l ity 

operations. 49 

Based on the difference between the al located expenses in the test year and the 

actual al located expense of $ 1 0 ,086,333 incurred by Atmos-Ky. in its 201 2 fiscal year, 

the AG proposed an adjustment to reduce the test-year amount by $1 ,492 ,500.5° Citing 

46 /d. 
47 To reiterate som eth ing brought  out in the h earing , while Atmos-Ky. 's proposal is consistent with 

that used in prior cases ,  those cases were settled and d id not require a Commission d ecision .  

48 Densman Testimony at  7 .  

4 9  Di rect Testi mony of Jason L .  Schneider ("Sch neider Testimony") at 1 4 .  

5 0  Ostrander Corrected Testimony a t  25. 
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the increases in DGO and SSU al located expenses from 201 2  to the test period, after 

Atmos-Ky. experienced th ree consecutive years of decreases in  these expenses, the 

AG characterized the increases as "sign ificant and unusual" and cla imed that Atmos-Ky. 

did not provide adequate explanation and documentation in support of such increases .51 

On rebuttal Atmos-Ky. asserted that the overriding reason for the increases in its 

share of the expen
.
ses a l located from DGO and SSU are changes in  the factors used in 

determ ining the al locations among Atmos's divis ions and affi l iates.52 It explained that 

the principal d river of changes in the al location factors and its increased levels of DGO 

and SSU expenses was the 201 2  sale of Atmos's M issouri ,  I l l inois, and I owa operations 

and the 201 3 sale of Atmos's Georg ia operations.53 Atmos-Ky. stated that the same 

cost a l location methodology had been appl ied consistently in accordance with its CAM 

since the 200 1 inception of the CAM.54 It also stated that use of that methodology had 

resulted in decreases in allocated DGO and SSU expenses in the past. 55 

The Commission does not find the AG's position to be persuasive and wil l  not 

approve h is proposed adjustment. It is unfortunate for its ratepayers that Atmos-Ky. 's 

share of expenses incurred at the DGO and SSU l evels has been increasing ; however, 

it has adequately explained that the sale of Atmos's operations in other states ,  all of 

which were in the Kentucky/Mid-States divis ion,  caused the increases. Furthermore , it 

5 1  /d. at 30-32. 

52 Schneider Rebuttal at 6. 
53 /d. at 5-6. 

5 4  Schneider Testimony at 1 4. 

55 Schneid er R ebuttal at 5 .  
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has provided the revised al location factors on which its current allocation is based , and 

these support its stated pos i tion .  Accordingly , the AG's p roposed adjustment is denied . 

Employee Incentive Pay 

Atmos-Ky. included $1  , 1 64 ,455 in employee incentive pay in  its forecasted test

period operating expenses. The incentive pay reflects the following three plans under 

wh ich d ifferent groups of employees are compensated :  (1 ) Long-Term I ncentive Plan; 

(2) Management I ncentive Plan; and (3) Variable Pay Plan.56 

The AG recommended an adjustment that would el iminate half, or $582 ,228, of 

the incentive pay expense from rate recovery .57 As support for h is  recommendation, the 

AG noted that all th ree plans awarded incentives based on a measure of earn ings per 

share ("E PS") , mean ing they were tied to financial results of which shareholders were 

the primary beneficiary. 58 Because the plans are focused more on shareholder-d riven 

goals, the AG recommended that the costs be shared equal ly between shareholders 

and ratepayers, with the shareholder portion being removed for ratemaking purposes. 59 

Atmos-Ky. opposed the AG's adjustment, stat ing that it was not unique in making 

incentive compensation part of the overall compensation package offered to employees, 

and that its total compensation package i s  designed to be in the middle of the job 

market in wh ich it competes for talent. 60 Atmos-Ky. claimed that its i ncentive pay 

56 Responses to AG-1 , Items 58, 60, and 61 . 

57 Ostrander Corrected Testimony at 43. 
58 ld. at 45. 
59 I n  his post-hearing b rief the AG urged that we d isallow any Incentive compensation. 

60 Densman Rebuttal at 1 3. 
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criteria provide benefits to customers because, in order for the criteria to be met, al l  of 

its employees must work together to ensu re that it operates efficiently and effectively, 

which translates into lower costs and lower rates for customers.61 

The Commission is in general agreement with the AG on this matter. I ncentive 

criteria based on a measure of EPS,  with no measure of improvement in areas such as 

safety, service quality, call-center response, or other customer-focused criteria, are 

clearly shareholder-oriented . As noted in the hearing on this matter, the Commission 

has long held that ratepayers receive l ittle ,  if any, benefit from these types of incentive 

plans.62 Regarding Atmos-Ky. 's contention that customers benefit because its plans 

incentivize employees to work together to ach ieve efficiency and effectiveness, which 

translates into lower costs and lower rates,  it is worth noting that Atmos-Ky. 's witness on 

th is issue stated h is  bel ief that employees wou ld strive to do what is right and do a 

"good job" without these add itional incentives.63 It has been the Commission's practice 

to d isal low recovery of the cost of employee incentive p lans that are tied to EPS or other 

earn ings measures and we find Atmos-Ky. 's arg ument to the contrary unpersuasive . 

Accordingly, we wi l l  remove the fu l l  amount , $1 , 1 64 ,455 ,  from test-period operating 

expenses for ratemaking purposes. 

Customer Service System ("CSS") Costs 

In 201 3 ,  Atmos implemented a new CSS to rep lace a legacy system that had 

been in service since the mid-1 990s. The total cost of the new CSS is approximately 

61 /d. at 1 4. 

62 C ross-exam i nation of Joshua C .  Densman , Jan.  23, 201 4  H earing at 1 6:24:54 - 1 6:28 :09. 

63 /d. at 1 6: 1 9 : 1 0 - 1 6:20:29. 
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$78.9 m i l l ion , of which $4. 5  mi l l ion is al located to Atmos-Ky.64 The in it ial estimated cost 

of the system was $64 mi l l ion, based on a planned two-phase implementation. Upon 

determin ing that a sing le-phase implementation was more favorable, Atmos revised its 

estimate to $72 mi l l ion .  U ltimately, the system's final  i nstal l ed cost was $78 .9 mi l l ion , 

with the additional $6.9 mi l l ion largely due to the add ition of internal resources needed 

to test the system prior to its implementation .65 

The AG proposed an adjustment to reduce test-year expenses by $97,599 to 

recogn ize imputed cost savings related to implementing the new CSS.66 The AG based 

the adjustment on estimated efficiencies and cost savings provided at Atmos Board of 

Director meetings,  the increase in  the cost of the CSS, and h is belief that "Atmos must 

have anticipated certain quantitative and qualitative benefits related to implementation 

under the s ing le stage approach (versus the 2-stage approach) and that these benefits 

should be shared with ratepayers . . . .  "67 The AG also proposed to reduce rate base by 

$426,751  to e l iminate one-half of the increase in  the CSS's capital cost. 

Atmos-Ky. contested the AG's proposals, stating that Atmos's internal projections 

of potential savings made nearly four years ago should not be binding.68 It claimed that 

the AG was incorrect in h is  assumption that the capital cost over and above the in itial 

64 R es pons e  to AG-2, Item 36.a. 

65 Response to AG- 1 , Item 97. 

66 Ostrand er Corrected Testi mony at 49. 

67 !d. at 50 .  
6 8  Atm os-Ky. 's post-hearing brief at 36. 

-2 1 - Case No. 20 1 3-001 48 



project estimate should generate a higher level of operational efficiencies.69 Atmos-Ky. 

asserted that there were two primary drivers of the increase above the original estimate 

of capital investment: (1 ) changing the implementation approach from two-phase to 

s ingle -phase ; and (2) the increase in  internal resources above those original ly estimated 

for testing of the system prior to its "going l ive. "70 It stated that the decision to alter the 

implementation approach and invest more in testing the system was made to ensure 

that the impl ementation was successful and seamless for customers and was not made 

to increase the scope of the system or add functionality to it.71 

The Commission agrees with Atmos-Ky.  that nearly four-year-old internal savings 

projections of the new CCS should not be binding in this s ituation . We f ind Atmos-Ky. ' s  

exp lanation of the changes to  the CCS project (ensuring that the implementation was 

successfu l and seamless for customers) , which caused the final capital cost to exceed 

the in itial estimate, to be reasonable .  Likewise, we also find that there is inadequate 

support for the assumptions on which the AG's proposed adjustments are based. 

Therefore, the Commission wi l l  not adopt the AG's proposed expense and rate-base 

adjustments related to the implementation of the new CSS .  

P R O  FO RMA ADJ U STMENTS SUMMARY 

The effect of the Commission's accepted adjustments on Atmos-Ky. ' s  pro forma 

test-period operations is as fol lows: 

69 Rebuttal Testimony of Gregory K .  Waller at 2 .  

70 /d. 

71 ld. 
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Operating Revenues 

Operating Expenses 

Net Operating I ncome 

Cost of Debt 

Atmos-Ky. 

Forecasted 

Test Period 

$ 1 55,374 ,969 

1 41 ,9 1 4,891 

$ 1 3,460,078 

RATE OF R ETU RN 

Commission 

Accepted 

Adjustments 
$ -0-

(863,444} 

$ 863,444 

Commission 

Adjusted 

Test Period 

$ 1 55 ,374,969 

1 4 1.9 1 4,447 
$ 1 4,323,522 

Atmos- Ky. proposed a cost of long-term debt for the test pe riod of 6. 1 9  percent, 

based on the forecast of total long-term debt expected to be in place on November 30, 

201 4.72 Because Atmos-Ky. proposed to exclude short-term debt from its capital 

structure , it l i kewise did not propose to include the cost of short-te rm debt. I nformation 

p rovided in Atmos-Ky. 's application was sufficient to show that the average short-term 

debt for the test period is 1 .25 percent.73 

The Commission finds that the cost of long-term debt should be 6 . 1 9 percent. 

Consistent with its finding that short-term debt should be included in Atmos-Ky .'s capital 

structu re , it further finds that the 1 .25 percent average cost of short-term debt set out i n  

the appl i cation should be  used in  calculating Atmos-Ky. 's rate of retu rn . 

Return on Equ ity 

Atmos-Ky. recommends an ROE ranging from 1 0 percent to 1 1 .3 percent, and 

specifica l ly requests in its application an ROE of 1 0 . 7  percent based on its discounted 

cash flow model ("DCF"), the ex ante risk premium method, the ex post risk premium 

72 Application, Schedule J-3 . 
73 Appl ication , Schedule J-2. 
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method, and Capita l Asset Pricing Model ("CAPM") . 74 I n  its response to Item 48 of 

Staff's Second Request, Atmos-Ky. recommended an updated ROE of 1 0 .6  percent. 

To perform the analysis in support of Atmos-Ky. 's  recommendation ,  Dr .  James H .  

Vander Weide employed two comparabl e  risk proxy groups.  The first group consists of 

nine natural gas compan ies. Each company is in the natural gas d istribution business; 

paid quarterly d ividends over the last two years; had not decreased dividends over the 

last two years; had an available 1/B/E/S long-term earnings g rowth estimate ;75 and was 

not involved in an ongoing merger. Each also has an investment grade bond rating and 

a Value Line Investment Survey ("Value Line") Safety Rank of 1 ,  2 or 3 .76 The second 

proxy group consists of seven water companies included in  Value Line Standard and 

Plus Editions that: pay dividends; did not decrease dividends during any quarter for the 

past two years ; have an 1/B/E/S long-term growth forecast; and are not part of an 

ongoing merger .77 Dr. Vander Weide stated that water util ities are included as a proxy 

g roup because the sample size of natu ral gas uti l it ies is relatively smal l ;  water uti l ities 

are a reasonable proxy for investing in natura l  gas uti l it ies in terms of risk; natural gas 

74 Direct Testimony of James H .  Vander Weide at 3-4. 

75 /d. at 25. 1/B/E/S, a d ivision of Thomson Reuters , reports analysts' EPS growth forecasts for a 
broad group of compan ies. The 1/B/E/S growth rates are widely circulated in the financial community, 
include the projections of reputable financial ana lysts who develop estimates of future EPS growth , are 
reported on a timely basis to i nvestors, and are widely used by institutional and other investors. 

76 /d. at 25 . 

77 /d. at 28. 
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uti l it ies are frequently used as proxies for water utilities in  water cases;78 and that the 

cost-of-equ ity results for a g roup of simi lar-risk companies is useful to examine as a test 

for the reasonableness  of th e cost-of-equity resu lts for natural gas uti l it ies. 

Dr. Vander Weide app l ied a quarterly DCF model to the gas and water proxy 

g roups.  H i s  DCF study uses ana lysts' estimates of forecasted EPS growth reported by 

1/B/E/S and Value Line to compute the g rowth rate expected by investors. The in itial 

DCF analysis fi led in Exhibit JVW-1 , Schedule I of the application sets out a "market-

weighted average" for the gas proxy g roup uti l ities of 1 0  percent, including flotation cost. 

In response to a Staff information request, Atmos-Ky. stated that the simp le average of 

the DCF analysis  for the original proxy group, including flotation cost, is 9. 7 percent; the 

market-weighted average ,  exduding flotation cost, is 9.7 percent; and that the simple 

average DCF ROE is 9.5 percent if flotation costs are excluded.79 On November 1 5, 

201 3 ,  Atmos-Ky. provided an update to its DCF analysis which showed a market

weig�ted average ROE of 9.9 percent, i ncluding flotation cost, for the eight gas proxy 

group uti l iti es remain ing after New Jersey Resources was excluded based on its DCF 

result's being so  low that it fai led Dr. Vander Weide's outl ier test.80 Model results for 

the individual companies are sufficient to show that the DCF analys is produces a simple 

78 I n  the f inal Orders in Case Nos. 201 0-00036, Application of Kentucky-American Water 
Company for an Adjustment of Rates Supported by a Fully Forecasted Test Year (Ky. PSC Dec. 1 4, 
201 0) and 201 2-00520, Application of Kentucky-American Water Company for an Adjustment of Rates 
Supported by a Fully Forecasted Test Year (Ky. PSC Oct. 25, 201 3} the Commission found the use of 
natura l  gas util ities as proxies for water uti l ities to be inappropriate. 

79 Response to Staff'; Second Request, I tem 44. 

80 Atmos-Ky. Responses to Hearing Discovery Request, Question 1 -1 0. 
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average ROE of 9 .56 percent, including flotation cost, as updated by Atmos-Ky. on 

November 1 5 , 201 3 ,  after the exclusion of New Jersey Resources' DCF result .8 1  

For the water uti l ity g roup, the DCF analys is produced a simple average ROE of 

1 0 .6 percent, with flotation costs, and a market-weighted average ROE of 1 1  percent. 

Atmos-Ky. 's response to Item 44 of Staff's Second Request indicated that, without 

flotation casts, the DCF results produced a simple average ROE of 1 0 .4 percent and a 

market-weighted average ROE of 1 0 .8 percent. Atmos-Ky. 's November 1 5, 201 3 

update showed a simple average DCF of 9.9 percent, with flotation costs , for the water 

group, and a market-we ighted average ROE of 1 0 .8  percent, including flotation costs . 

Dr. Vander Weide relied upon data of gas d istribution uti l ities for the ex ante risk 

premium ROE estimation and used a forecasted yield to maturity ("YTM") on A-rated 

util ity bonds. The cast of equity produced by the ex ante risk premium is 1 1 .3 percent, 

using a forecasted 6.55 percent forecasted YTM on A-rated util ity bonds .  For the ex 

post risk premium ROE estimation , Dr. Vander Weide rel ied upon stack price and 

dividend data from Standard & Poor's ("S& P") 500 stock portfol io and from Moody's 

A-rated Util ity Bonds bond yield data. Using this method, the expected ROE is 1 0 .4 to 

1 0 .9 percent with a mid-point of 1 0 .6 percent, to which Dr. Vander Weide added an 

al lowance for flotation cost to achieve an ROE of 1 0 .8 percent. This calculation also 

included a forecasted YTM on A-rated uti l ity bonds of 6.55 percent. In response to Item 

47 of Staff's Second Request, Dr. Vander Weide confirmed that the Moody's average 

A-rated uti lity bond yield as of February 20 1 3  was 4 . 1 8 percent. Using the 4 . 1 8  percent 

81 New Jersey Resources' DCF Model Result as shown in Exh ibit JVW-1 , Schedule 1 ,  of the 
application is 8 .3 percent. 

-26- Case No. 201 3-001 48 



YTM as opposed to the forecasted 6 .55 percent YTM produced ROEs of 1 0 .3 percent 

for the ex ante risk premium and 8 .5 percent for the ex post risk premium . Dr.  Vander 

Weide stated in his response to Item 47 that the use of the 4. 1 8  percent bond yield 

produces an unreasonably low cost-of-equity estimate, and noted that as of August 1 4, 

201 3, the average uti l ity bond yield had risen to approximately 4. 9 percent. When 

Atmos-Ky. provided updated information to Staff's Second Request on  November 1 5, 

201 3,  the ROE produced by the ex ante risk premium remained u nchanged at 1 1 .3 

percent, and the ROE produced by the ex post risk premium had risen to 1 0 .9 percent, 

includ ing flotation  cost and using the forecasted 6 .55 percent YTM . 

Dr. Vander Weide performed both historical and DCF-based CAPM analyses ,  

producing ROEs of 1 0.2 and 1 0 .6 percent, respectively, using forecasts of  long-term 

Treasury bond yields;  market-weighted average betas; and includ ing flotation cost. 

Atmos-Ky. 's  November 1 5 , 201 3 update i ncluded CAPM analyses with more current 

data. The h istorical CAPM ROE from that updated information was 1 0 .34 percent, whi le 

the updated DCF-based CAPM ROE was 1 0.8  percent, both using an updated market-

weighted average beta of . 74. That update included a calculation showing that the 

simple average beta was .69 percent. For comparison purposes, the Commission notes 

that substituting the simple average beta of .69 for the market-weighted average beta 

resu lts in RO Es of 1 0 .0 1  percent and 1 0 . 1 8  percent, respectively, includ ing flotation 

cost, for the historical and DCF-based CAPM analyses. Dr. Vander Weide concludes i n  

h i s  d irect testimony that the cost-of-equity model results derived from CAPM should be 

g iven less weight for purpose of estimating the cost of equity because it underestimates 

the cost of equ ity for companies with betas s ignificantly less than 1 .0 .  
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I n  its post-hearing brief, Atmos-Ky. d iscussed the introduction of a Regulatory 

Research Associates ("RRA") report at the hearing which described average al lowed 

ROE of all e lectric and gas uti l ities rate cases for 201 3. It expressed concern regard ing 

any "over rel iance on a simple average return"; stated that the introduction of the report 

at the hearing impl ied that the average allowed return on equ ity could serve as a guide 

to the Commission ;  and enumerated the attendant p roblems if  that were the case. 

Atmos-Ky. d iscussed in its brief the i nformation it provided in  response to Commission 

and Staff requests during the hearing ,  cit ing ROEs of Atmos's distribution compan ies on 

average ,  Atmos-Ky. 's current PRP program ROE resulting from the settlement of its last 

rate case, and Atmos Mississippi's RO E, al l  of wh ich are currently over 1 0  percent.82 

The AG's  post-hearing brief referenced the ROE included in a recent settlement 

of an Atmos rate proceeding in Colorado, comparing the 9 .72 percent ROE from that 

case to the 9.83 percent average ROE for gas utilities for the fourth quarter of 201 3 and 

to the overal l 201 3 average RO E for gas uti l it ies of 9 .68 percent, as reported i n  the RRA 

report introduced at the hearlng .83 The AG concluded in  h is brief that, based on the 

national average al lowed ROEs for gas uti l it ies in 201 3, an RO E of 9 .68 percent, wi l l  

provide more than a sufficient return to attract capital investment. 

Having considered and weighed all the evidence in the record concerning the 

appropriate ROE for Atmos-Ky. ,  the Commission finds a range of 9 .3 percent to 1 0.3 

percent to be reasonable. Within th is range, an ROE of 9 .8  percent wil l  best al low 

Atmos-Ky.  to attract capital at a reasonable cost, maintain its financial i ntegrity to 

82 Atmos-Ky. 's post-hearing brief at 43-44. 

83 AG's post-hearing brief at 27. 
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ensure continued seNice, provide for necessary expansion to meet future requ i rements, 

and result in the lowest possib le cost to ratepayers. I n  reaching our finding ,  we have 

excluded adjustments for flotation cost and have p laced greater emphasis on the DCF 

and th e CAPM model resu lts of the gas util ity proxy group. Whi le recognizing that 

h istorical data has some value for u se in obtaining estimates, we have given 

cons iderable weight to analysts' projections regarding future g rowth in  the appl ication of 

the DCF model . Final ly ,  in  assessing market expectations, we have recognized th e 

importance of present economic conditions .  

With regard to  Atmos-Ky . 's concern about the  aforementioned RRA report, th is 

Commission does not rely on retu rns awarded i n  other states in determin ing the 

approp riate RO E for Kentucky ju risd ictional uti l ities.  I t  is reasonable to expect that other 

commissions ;  each with its own attributes,  are evaluating expert witness testimony 

which uses the same or simi lar cost-of-equ ity models and an array of proxy groups, and 

reach ing conclusions based on the data provided in the records of ind ividual cases.  

The conclusions reached by those commissions, as wel l  as this Commission , as to 

reasonable ROEs for a constantly changing group of uti l ities during different time 

periods are summarized periodically by RRA with explanatory reference points and are 

avai lable to i nvestors . To the extent that i nvestors' expectations are i nfl uenced by such 

information, we bel ieve that ou r 9 .8  ROE wi l l  not appear unreasonable. 

Rate of Return Summary 

Applying Atmos-Ky. 's  rates of 6 . 1 9  percent for long-term debt , 1 .25 percent for 

short-term debt, and 9.8 percent for common equity to the approved capital structure 
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produces an overall cost of capital of 7 .71 percent. The Commission finds th is overall 

cost of capital to be fair, just, and reasonable.  

REVENUE REQU I REMENTS 

Based upon Atmos-Ky. 's rate base of $252,737,72 1 and an overal l  cost of capital 

of 7. 7 1  percent, the net operating income that could be justified for Atmos-Ky. is  

$ 1 9 ,486,482 . Recognizing the adjustments found reasonable herein ,  Atmos-Ky. 's pro 

forma net operating income for the test year is $1 4 ,323 ,522. Based on  the d ifference in 

these two amounts, Atmos-Ky. would need additional annual operating income of 

$5, 1 89 ,538 .  After recognizing the provision for uncollectible accounts , state and federal 

income taxes, and the PSG Assessment, Atmos-Ky. 's revenue deficiency would be 

$8,550 , 1 34.  The calcu lation of the revenue deficiency is as shown below: 

Net Operating I ncome Deficiency 
Divide By Gross Up Reven ue Factor 
Overall Revenue Deficiency 

PRICI NG AND TAR IFF ISSUES 

Cost-of-Service Study 

$5 , 1 89,538 
0.606954 

$8,550,1 34 

Atmos-Ky. presented a ful ly allocated class cost-of-service study ("COSS") for 

the purpose of d istributing revenue requirements among rate classes and determin ing 

rates of return on rate base at present and proposed rates for the following rate classes: 

Residential, Commercial and Public Authority, Firm I ndustria l ,  and I nterruptible and 

Transportation. Atmo�-Ky. revised the COSS i n  response to Staff's Thi rd I nformation 

Request ( "Staff's Third Request") and again when it filed its rebuttal testimony.84 

84 Rebuttal Testimony of Paul H. Raab ("Raab Rebuttal") ,  Exhibit PHR-3 . 

-30- Case No. 201 3-001 48 



Atmos-Ky. 's revised COSS indicated that, at present rates ,  class rates of return 

on rate base are: 1 .5627 percent for Residential, 1 0 . 1 022 percent for Commercial and 

Public Authority, .6805 percent fo r Firm Industria l ,  and 26.3634 percent for I nterruptible 

and Transportation .85 The total company rate of return is  5 .3220 percent.86 The rates 

of return at Atmos-Ky. 's proposed rates would be: 4. 3323 percent for Residential , 

1 5 .0922 percent for Commercia l and Publ ic Authority, 4 .3633 percent for Firm 

I ndustria l ,  and 29 .64 1 4  percent for I nterruptib le and Transportation. 87 Total company 

rate of return on rate base would be 8 .5299 percent.88 At proposed rates ,  Atmos-Ky. 's 

COSS shows that i ts proposed revenue al location results in the class rates of return 

moving closer to an equalized rate of return. 

Atmos-Ky. fi led a Customer/Demand COSS uti l izing a combination of peak day 

demands and customer number in  al locating the cost of distribution mains. Atmos-Ky. 

used design day demand ,  stating  that it was the most appropriate al location method 

s ince its "transmission p lant is built to meet the highest simultaneous peak establ ished 

by customers."89 Using a zero-intercept method in developing its classification factor for 

distribution mains, Atmos-Ky. classified them as approximately  85 percent customer-

85 /d. at p. 1 .  The COSS filed with the appl ication shows only the Residential class providing less 
than the system average return at present rates . The revised COSS filed as Exhibit PH R-3 shows both 
the Residential and Firm Industrial classes providing less than the system average return at present 
rates . 

86 /d. 

67 /d. 

88 /d. 

89 Direct Testimony of Paul H .  Raab at 9. 
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re lated and 1 5  percent demand-related .90 Atmos-Ky. states that this classification is 

consistent with classifications it p roposed and the Commission accepted in its previous 

rate proceedings .  I t  al so states that the Commission approved a simi lar zero-intercept 

COSS used by Delta Natu ral Gas Company ("Delta") in Case No. 201 0-00 1 1 6.91 

The AG submitted an alternate Peak and Average COSS in  the testimony of 

witness G len Watkins.92 Alth ou gh certain minor d ifferences exist between the two 

COSSes, Atmos-Ky. and the AG agree that the primary d iffe rence l ies in the treatment 

of d istribution ma ins .  The AG's COSS al locates distribution mains based on both peak 

day and annual throughput. The AG states that the Peak and Average method is the 

most equ itable method for assigning the costs of natural gas d istribution mains because 

it recognizes uti l ization of the facil ities throughout the year, but also recognizes that 

some classes rely on the faci l it ies more than others during peak peri ods. The AG 

argues that i n  Atmos-Ky . 's COSS, 87 percent of the costs of service are a l located 

based on the n umber of customers regard less of their uti l ization of the system and that 

th is  p laces an u nfair burden on residential customers.93 

On Rebuttal, Atmos-Ky. states that its COSS recognizes that some classes rely 

upon the faci l it ies more than othe rs during peak periods because it a l locates a portion of 

d istribution mains on the basis of customer class peak demand. Atmos-Ky.  contends 

that "each class's uti l ization of the Company's facil ities th roughout the year" has no 

90 /d. at 1 2. 

91 Case No. 201 0-001 1 6, Application of Delta Natural Gas Company, Inc. for an Adjustment of 
Rates (Ky. PSC Oct. 21 , 201 0) . 

92 A Peak and Average COSS is sometimes referred to as a Demand/Commodity COSS. 

93 AG's post-hearing brief at 25. 
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beari ng on the cost being al located . It a rgues that it uses a network model to plan its 

system wh ich considers only the number of customers to be served and their peak 

demands .94 Final ly, Atmos-Ky. makes reference to page 28 of the National Association 

of Regu latory Uti l ity Commissioners Manual on Gas Rate Design dated August 6, 1 981 , 

and states that the on ly commodity-re lated costs identified are those re lated to the 

acqu isit ion of natura l  gas, consistent with its COSS results . Atmos-Ky. concedes that 

". . . there is no 'absolute' cost of service analysis that can be rel ied on by the 

Commission i n  al l  cases to guide the allocation of costs, and that whatever cost 

al location methodologies are chosen shou ld be used as a 'gu ide' rathe r  than as an 

absolute prescription for rate design ."95 Atmos-Ky.  states ,  however, that when making a 

determination on which set of resu lts to use as a guide in rate design ,  the Commission 

shou ld consider whether  the COSS sponsor has a particular constituency for which it is 

advocating . Atmos-Ky.  contends that ,  when choosing allocators , Mr.  Watkins  chose 

those that wou ld benefit the residential class.96 Atmos-Ky. argues that it must take a 

broader view of what is fair and reasonable when making al location decisions. 

Based upon its review of Atmos-Ky. 's  and the AG's COSS, the Commission finds 

that a Peak and Average COSS such as the AG proposed reflects a reasonable 

methodology. However, we also find the methodology used by Atmos-Ky .  to be 

reasonable and,  with a greater amou nt of detai l i ncluded so that the functionalization 

94 Raab Rebuttal at 1 4 . 

95 ld. at 4. 

96 ld. at 7. 
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and classifi cation in its COSS cou ld be seen, represents an acceptable starting point in 

determ ining rate design in th is proceeding. 

Other COSS-Related Issues 

Atmos-Ky. acknowledged that there is support for the approach used by the AG 

in previously f i led COSSes in other jurisdict ions.97 In add ition,  Atmos-Ky. stated that 

"[b]oth approaches utilize traditional and accepted class ification and allocation methods 

and yet produce widely d ivergent resu lts of the 'cost of service ."' I t  was for this reason 

that ,  in Case No .  1 020 1 ,98 the Commission encouraged Columbia to submit mult ip le-

methodology COSSes in its future rate proceedings. The Commission reaffirmed this 

position in Case No. 90-01 399 when it encouraged Atmos-Ky. 's predecessor, Western, 

as wel l  as other util ity companies and intervenors, to file well-documented alternative 

and mu ltiple-methodology COSSes to provide additional information for rate design . 

We continue to bel ieve that such an approach to COSSes is appropriate and beneficial . 

Hence, the Commission strongly encourages Atmos-Ky. to file  mu ltiple-methodology 

COSSes in futu re rate cases in order to g ive the Commission a range of reasonable 

resu lts for use in determin ing revenue al location and rate design . 1 00 

97 /d. at 5 .  

98 Case No. 1 020 1 ,  An Adjustment of Rates of Columbia Gas of Kentucky, Inc. (Ky. PSC Oct. 21 , 
1 988) . 

99 Case No. 90-0 1 3 ,  Rate Adjustment of Western Kentucky Gas Company (Ky. PSC Sept 1 3 ,  
1 990) at page 50. 

1 00 
In considering methodologies, Atmos is reminded the Commission voiced its concerns in the 

past with "methodologies that place all th e emphasis on maximum design day as a way to a l locate costs. 
This method may result in an inappropriate shift of costs to the residential customer class .  For this 
reason , cost-of-service methodologies should give s om e  consideration to vo lume of use." Administrative 
Case No. 297, An Investigation of the Impact of Federal Policy on Natural Gas to Kentucky Consumers 
and Suppliers ("Admin. 297") ( Ky. PSC May 29, 1 987),  Ord er at 47. 
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The Commission notes that the AG's COSS in  this proceeding failed to show the 

steps of fu nctional ization and classification. When asked in an information request to 

provide the COSS e lectronically with al l  three steps shown separately, the AG provided 

an electronic copy that shows on ly the al location step. When asked during the formal 

hearing to provide the COSS showing the omitted steps, Mr. Watkins stated that he had 

not performed the first two steps, and would not be able to provide it un less he was 

compensated . 1 01 As was stated in Admin.  297, the Commission prefers that COSS be 

disaggregated to the g reatest extent possib le 102 so that the functionalization and 

class ification ,  as wel l  as al location, are avai lable for review. Absent an analysis showing 

a l l  steps of the COSS, the Commission is unable to fully analyze the COSS and 

therefore is unable to g ive it the same consideration as a study that includes an analysis 

of all three steps.  With th is Order, the Commission puts al l  parties to future rate 

proceedings on notice that we cannot g ive fu l l  consideration to a COSS that does not 

show separately each of the typical individual COSS steps of functionalization , 

classification ,  and al location .  

Revenue Al location 

According to Atmos�Ky. ,  whi le the resu lts of its COSS show that all customer 

classes except the residential class contribute adequately to its cost of service, it chose 

to al locate a portion of the requested revenue increase to each customer class. 1 03 It 

1 01 January 23, 201 4 hearing at 1 9 :32:25. 

102 Adm in .  297 (Ky. PSG May 29 , 1 987) ,  Order  at at 42-43. 

1 03 As stated previously, the revised COSS filed as Exhibit PH R-3 shows both the Residential and 
Firm I ndustrial classes providing less than the system average return at present rates.  
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proposed to increase the customer charges and volumetric rates of al l  classes with the 

exception of special contract customers, and to a l locate greater increases to volumetric 

charges as opposed to fixed monthly customer charges.1 04 Atmos-Ky. 's p roposed 

al location of its requested base-rate increase results in maintain ing approximately the 

same percentage of total revenue responsibi l ity among customer classes as exists at 

current rates . 1 05 

The AG recommended base-rate revenue increases for a l l  customer classes as 

wel l ,  with lesser increases al located to firm-sales customers ,  and with greater increases 

al located to firm-transportation ,  and interruptible-sales and transportation customers. 

The AG recommended that revenue i ncreases al located to firm-sales customers be 

recovered via increases i n  volumetric rates on ly, with no increase in monthly customer 

charges for fi rm-G-1 -sales customers.1 06 

The AG also recommended imputing an approximately $3 mi l l ion increase in  

base-rate revenues to special-contract customers or to Atmos shareholders. 1 07 The AG 

asserted that 50 percent of the tariff rate discounts attributab le  to 1 7  special contracts 

with 1 6  industrial customers subject to bypass threat should be borne by either those 

customers or shareholders, with the other 50 percent borne by other customers. 108 The 

AG stated in his post-hearing brief that it is possible some special contract customers 

1 04 Martin Testimony at 24. 

1 05 January 23 , 201 4  hearing at 1 1 :58:06. 

106 Direct Testimony of Glenn A. Watkins at 44-45. 

1 07 /d. at 45. 

1 06 AG's post-hearing brief at 1 1 - 1 2 .  
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are leg itimate bypass threats, but that " it is l ikely that some of these contracts are 

unreasonable and some of the special contract customers are not leg it imate threats to 

bypass Atmos. "1 09 The AG also recommended that the Commission requ i re Atmos-Ky. 

to provide an analysis of the reasonableness of the special contracts and whether  they 

represent l eg itimate bypass threats. A similar analysis was a provision in the settlement 

agreement between the AG and Columbia Gas of Kentucky, Inc. ("Columbia") in Case 

No.  201 3-00 1 6i 1 0 after the AG raised the same concern regarding the continued 

reasonableness of special contracts in that case .  In t he  Commission 's final Order 

approving  the settlement agreement ,  we ordered Columbia to submit the results of its 

analyses on the threat of bypass by its special contract customers as part of its next 

application fo r an adjustment of its base rates .  

Responding to the AG's proposal to impute $3 mi l l ion of special -contract revenue 

discounts to special -contract customers or Atmos shareholders, Atmos-Ky. asserted in  

its post-h earing brief that al l its special contracts were filed with the Commission; were 

suppo rted by financial analysis demonstrating that they generated revenue sufficient to 

cover all variable costs and make a contribution to fixed costs; were reviewed , accepted 

and stamped by the·  Commission;  and that the revenues generated were included in 

each subseq uent rate case before the Commission .  Atmos-Ky. claimed that physical 

bypass of its system remains a viable  option for each special-contract customer, and 

1 09 /d. at 1 2. 

1 1 °  Case No. 201 3-001 67, Application of Columbia Gas of Kentucky, Inc. for an Adjustment of 
Rates for Gas Service (Ky. PSC Dec. 1 3, 201 3) . 
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that it would be unwarranted and unjust to disal low the revenue discounts from its 

previously approved contracts.1 1 1 

The Commission agrees with both Atmos-Ky. and the AG that increases should 

be al located to all sales and transportation rate classes. We do not agree, however, 

that it is reasonable to impute a rate increase to special-contract customers. With 

regard to the AG's proposal to impute $3 m il l ion in revenue responsibi l ity to special

contract customers, or to Atmos shareholders if Atmos-Ky. is not able to raise the rates 

of those customers , the Commission finds that there is no basis in the record of this 

proceeding to do so. Atmos-Ky. established to the Commission's satisfaction at the 

time of fi l ing the special contracts that they generated revenue sufficient to cover the 

variable costs related to serving each customer and make contributions to fixed costs. 

However, the Commission also finds reasonable the AG's recommendation to requ i re 

Atmos-Ky. to f i le analyses similar to that required of Columbia in its next base-rate 

appl ication . The Commission will therefore require Atmos-Ky. to internal ly conduct and 

maintain studies,  analyses , reports , quantificat ions ,  etc . ,  that demonstrate the threat of 

bypass by each of its special -contract customers, and that the special contracts 

continue to generate sufficient revenue to cover variable costs and contribute to fixed 

costs. This information is to be provided in Atmos-Ky.'s next base-rate case application .  

The Commission's revenue allocation as  reflected in the rates found reasonable 

herein general ly preserves the existing base-rate revenue responsibi lity among the 

classes, excluding gas cost. 

1 1 1  Atmos-Ky.'s post-hearing brief at 47-48. 
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Rate Design 

Atmos-Ky. proposed no change in  rate design,  maintain ing its current monthly 

base customer charge and decl in ing b lock vol umetric rates for al l  rate schedules. It 

p roposed to increase the G-1 Firm Sales Service base customer charge to $1 6.00 for 

residential customers and to $40.00 for non-residential customers . It also proposed to 

increase the base customer charge for G-2 I nterruptible Sales Service and for T-4 and 

T-3 Firm and Interruptible Transportation Service customers to $350.00, which is 

supported by its COSS. Atmos-Ky. proposed to increase volumetric rates for al l  

customer classes, with a greater relative increase al located to the first b lock (0 - 300 

Mcf) fo r G - 1  firm sales customers and T-4 firm transportation customers .  

As  mentioned in the  d iscussion on revenue al location , the AG recommends that 

Atmos-Ky. 's residential base month ly customer charge not be increased above $ 1 4.28 ,  

the residential base customer charge ,  including the Pipe Replacement Program ("PRP") 

surcharge, in effect when Atmos-Ky. fi led its application.  The AG stated that any 

increase awarded to Atmos-Ky. should be allocated to the volumetric delivery charge to 

g ive customers the opportun ity to lower the i r  bil ls through conservation. 1 1 2  The 

Commission notes that, based on the $2 .61 monthly residential PRP rate we approved 

effective October 1 ,  201 3  in Case No .  201 3-00304,1 13 Atmos-Ky. 's residential 

customers are now paying $1 5 . 1 1 through the combination of the current $ 1 2 . 50 base 

customer charge and P RP surcharge. 

1 1 2 AG's Post-Hearing Brief at 26. 

1 1 3  Case No. 201 3-00304, Application of Atmos Energy Corporation to Establish PRP Rider Rates 
for the 12-Month Period Beginning October 1, 2013 (Ky. PSC Sept. 1 7, 20 1 3) .  
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The Commission finds Atmos-Ky. 's  p roposed month ly base customer charges , 

including the $1 6 .00 residential base customer charge, to be reasonable based on its 

COSS and the relatively minor increases from the level of monthly customer charges 

currently paid by all customer classes. Atmos-Ky. 's  proposed rate design and customer 

charges for all customer classes should be approved,  and the remainder of the revenue 

increase awarded herein should be recovered through higher volumetric rates. The 

vol umetric rates approved herein are either identical to or approximate the volumetric 

rates proposed by Atmos- Ky. for the second and th ird rate blocks for G-1 firm sales and 

T-4 firm transportation rate classes; and for both blocks of G-2 interruptible sales and T-

3 i nterruptib le transportation customers . The remainder of the increase is recovered 

through the 0 - 300 Mcf block of firm sales and transportation customers, maintain ing 

more closely the existing relationship between the first rate block and the second and 

th ird rate blocks than had been proposed by Atmos-Ky. 

Weather Normal ization Adjustment 

Atmos-Ky. proposed that its Weather Normal ization Adjustment ("WNA") be 

granted permanent approval. Atmos-Ky. points out that Columbia, Delta, and Louisvi l le 

Gas and Electric Com pany have al l received permanent approval from the Commission 

of their WNA mechanisms. Atmos-Ky. 's p roposed WNA tariff defines norma l  bi l l ing 

cycle H DD as being based on NOAA's 30-year normal for the period of 1 981 -20 1 0. I n  

Atmos-Ky .  ' s  post-hearing brief, it al luded t o  testimony that it i s  wi l l ing t o  use a different 

data set for calcu lating its WNA, but stated its concern that the same data set should be 

used for normal iz ing test-year revenues in its rate case as is used for its WNA. 

-40- Case No . 201 3-001 48 



The Commission finds that Atmos-Ky. 's  proposal for permanent approval of its 

WNA is reasonable and should be granted . Atmos-Ky. 's WNA tariff shou ld l ikewise be 

approved i nc lud ing the language concerning NOAA's 30-year normal tor the period 

end ing 201 0 . I n  Atmos-Ky. 's future rate proceed ings, th i s  WNA tariff language setti ng 

out the time period used should be updated to reflect the time period approved by the 

Commission to weather normal ize revenues in those rate proceedings. 

Margin Loss Rider and System Development Rider 

Atmos-Ky.  proposed to implement two new tariffs, a Margin Loss Rider ("MLR") 

and a System Development Rider ("SDR") , which it bel ieves will help delay the time and 

cost associated with a general rate case. 1 1 4 Atmos-Ky. p roposes the M LR to recover 50 

percent of margins lost due to the Economic Development Rider ("ED R") , its Alternative 

Fuel Flex Provis ion,  or negotiated rates with pipel ine bypass candidates. It proposed 

the lost margin as half the difference between existing tariff rates and the negotiated 

special contract rates col lected over estimated sales volumes of rate schedules G- 1  and 

G-2 (firm and interruptible sales service rate schedules) . The proposed MLR tariff 

contains a Balancing Adjustment provision to reconcile the d ifference between b i l led 

revenues and revenues that would have been bi l led absent the rider, pl_us interest at the 

average the 3-month Commercial Paper Rate for the immediately preced ing 1 2-month 

period. I n  support of its proposal , Atmos-Ky. stated that the Commission approved an 

M LR tariff in a general rate proceed ing of Atmos-Ky. 's predecessor company, Western , 

1 1 4 
Martin Testimony at 30. 
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in Case No. 1 999-070. 1 1 5  That tariff resu lted from a unanimous settlement agreement 

and provided for lost revenues to be shared equally by ratepayers and shareholders .  

The SDR is p roposed to recover investment related to economic development 

in itiatives for overal l  system or reliab i l ity improvement that cannot be directly assigned 

to a customer or group of customers .  Atmos-Ky. states that the SDR is i ntended to 

encourage industrial development, infrastructure investment and job growth with in its 

service area. Atmos-Ky. 's p roposed tariff describes the SDR revenue  requirement as 

consist ing of the fol lowing :  

1 .  SDR-related Plant I n-Service not included i n  base gas rates minus the 

associated S D R-related accumu lated depreciation and accumu lated deferred 

income taxes; 

2. Retirement and removal of plant related to SDR construction; 

3. The rate of return on the net rate base being the overall rate of return 

on capital authorized for the Company's Pipe Replacement Program Rider; 

4. Depreciation expense on the SDR related Plant I n-Service less 

retirements and removals ;  and 

5 .  Adjustment for ad valorem taxes. 

Atmos-Ky. proposed that the S DR rate be charged to the G-1 and G-2 rate classes in  

proportion to the i r  relative base revenue shares approved in its most recent rate case. 

1 1 5  Case No. 1 999-070, The Application of Western Kentucky Gas Company for an Adjustment of 
Rates (Ky. PSC Dec. 21 , 1 999) . 
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The Commission,  in Admin istrative Case No. 327 ("Admin .  327") , 1 1 6  specifically 

stated that uti l it ies with active EDR contracts should demonstrate through detai led cost-

of-service analysis that nonparticipating ratepayers are not adversely affected by EDR 

customers, and that cost-recovery issues are to be held for general rate proceedings. 

Atmos-Ky. p roposed these same riders in  Case No. 201 2-00066, 1 1 7  in which it stated 

that EDR promotes an important publ ic purpose s imi lar to pipe-replacement programs 

and ,  therefore, it should be perm itted to recover its costs on a more current basis. 1 1 8  

The Commission approved Atmos-Ky. 's EDR i n  Case No. 201 2-00066 , but did not 

approve the M LR and SDR riders. Atmos-Ky. states in its appl ication in the instant 

proceeding that all customers will share in the benefits of increased industrial 

development and job creation and as a result should not be considered adversely 

affected by the proposed MLR and SDR riders.  In sp ite of th is claim, Atmos-Ky. stated 

in response to Item 1 77 of the AG's First Request for I nformation and i n  response to 

Item 27 of Staff's Th ird Request that transportation customers wou ld not be expected to 

benefit as much from development, infrastructure investment, and job growth as G-1 

and G -2 sales customers, wh ich are the on ly customer classes proposed to be  subject 

to the riders.  

1 1 6  Administrative Case No .  327 ,  A n  Investigation into the Implementation o f  Economic 
Development Rates by Electric and Gas Utilities (Ky. PSG Sept. 24, 1 990) . 

1 1 7  Case No. 201 2-00066, Application of Atmos Energy Corporation tor an Order Approving 
Economic Development Riders (Ky. PSG Aug. 27, 201 2) . 

1 1 8  The Commission acknowledged in  the final Order in  Case No. 201 2-00066 that EDRs promote 
a publ ic purpose, but stated that it was not persuaded that the purpose is s imilar to the issue of publ ic 
safety that is promoted by the p ipe replacement programs of Atmos and other gas utilities. 
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The AG recommended that the M LR not be approved, citing the fact that the 

M LA was previously approved in a b lack box settlement and not as a result of a l itigated 

proceeding . 1 1 9  The AG stated in h is  post-hearing  brief that Atmos-Ky. should not be 

awarded an MLR that wou ld encourage future special contracts, which he is concerned 

wou ld not be responsibly administered. If the Commission approves an MLR for Atmos-

Ky . ,  the AG recommends that we impose conditions and exercise ongoing supervision 

over such a mechanism. 1 20 The AG had no recommendation with regard to the SDR.  

The Commission finds that the record in this proceeding does not support Atmos-

Ky. 's  need for an MLR or an SDR.  I n  response to  hearing requests for information 

concern ing the M LR, Atmos-Ky. stated that ,  since 2009 , it had revenue losses of only 

$3,543 due to fuel switching through its Alternative Fuel Flex Provision,  no  revenue 

losses from new special contracts, and that it has entered into no EDR contracts. 1 21 

The Commission notes that if Atmos-Ky. were to enter into a special contract with an 

EDR customer, in most instances it shou ld be to add incremental load and that revenue 

col lected from that customer wou ld be in add ition to base- rate revenues approved in  

th is rate case. Because Atmos-Ky . 's  experience over the last five years does not 

support the l ikel ihood of revenue losses that would indicate the need for such a 

revenue-stab il izing mechanism, the Commission finds that the addition of the proposed 

M LR to Atmos-Ky. 's  tariffs is not warranted or reasonable. 

1 1 9  AG's post-hearing brief at 1 3 . 

1 20 ld. at 1 4. 

1 21 Atmos-Ky. 's Responses to Hearing Discovery Requests, Question 1 -03. 
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Atmos-Ky. 's response to Item 5 of Staff's Third Request indicates no revenue 

loss in the last five years resulting from projects that wou ld have qual ified for recovery 

through the SDR if such a tariff rider had been in use during that time, and that no such 

p rojects are contemplated during the period 201 4 through 201 9 . Whi le we support 

economic development efforts that benefit jurisdictional utilities, their  customers, their 

shareholde rs ,  and their service areas as evidenced by the findings in  Admin .  327, the 

Commission finds that the SDR is not warranted or reasonable based on the record of 

this proceed ing .  The Commission further finds that its denial of the SDR should be 

without prejudice for Atmos-Ky. to request the SDR in the future if it  experiences 

increasing opportunit ies for projects that would be subject to such a mechan ism. 

General Firm Sales (G- 1 )  & I nterruptible Sales (G-2) Natural Gas Vehicle Provisions 

Atmos-Ky. proposed to add the same language to its G-1 and G-2 sales tariffs 

that is  contained in its T-3 and T-4 Transportation Service tariffs to accommodate sales 

customers that would l ike to offer natural gas as a motor veh icle fue l . The add itional 

language wil l permit sale of gas del ivered to a customer for resale only if the gas is used 

as a motor veh icle fuel . Atmos-Ky. 's revision to its G-1 and G-2 sales tariffs to permit 

the sale of natural gas for resale as a motor vehicle  fuel is reasonable, is in keeping with 

its transportation tariffs, and should be approved . 

$1 0 Door Tag Fee 

Atmos-Ky.  proposed to implement a $1 0 Door Tag Fee to be charged after a 

customer's account becomes del inquent and it hangs a door tag at the customer's 

premises. Atmos-Ky. states that, at times, an employee wi l l  drive to the customer's 

premises and leave a door tag notifying the customer that gas service wi l l  be 
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d isconnected if the b i l l  is n ot paid. 1 22 The purpose of the fee, according to Atmos-Ky. , is 

to benefit custome rs by preventing d isconnection and potential ly e l iminating more costly 

reconnection charges . This fee wou ld be in add ition to a $39 reconnect fee a customer 

is requ i red to pay to re-estab lish service if the customer is disconnected for non

payment.1 23 Atmos-Ky. d id not provide any cost j ustification for the fee, but claimed the 

fee was nominal and would on ly help to offset the cost of the employee trip. 

I n  response to a Commission Staff request for information,  Atmos stated that it 

"does not plan on using [the door tags] often ,  but wanted to reinstitute the option s ince it 

was a past practice. "1 24 Dur ing testimony provided at the publ ic hearing ,  however, 

Atmos-Ky. noted that it intended that the Door Tag Fee be Implemented on a pi lot basis, 

that its use will be discontinued if it proves to be unsuccessfu l , 1 25 and that the fee would 

be appl ied to all customers who received a d isconnect notice .1 26 

The AG took no position on the proposed fee .  

Due to the lack of  cost support and somewhat inconsistent information provided, 

the Commission wil l  deny Atmos-Ky.'s request to implement the $ 1 0  door tag fee . The 

Commission is concerned by the fact that, whi le a customer  could benefit by avoid ing a 

more costly $39 reconnect fee, a customer not heeding the door tag would be requ i red 

to pay $1 0 in addition to all other fees. Should Atmos-Ky. wish to p ropose a door tag 

1 22 Martin Testimony at 3 1 -32. 

1 23 January 23 , 201 4  hearing at 1 1  :5 1  :45. 

1 24 Response to Staff's Second Request, Item 27. 

1 25 January 23, 201 4 hearing at 1 1 :52:55. 

1 26 /d. at 1 1  :53:35.  
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fee in a futu re appl ication , it shou ld fi le more supporting detai l s  for the fee ,  including but 

not l imited to the fee's success as a deterrent to non-payment and disconnection in 

other jurisdictions; cost support justifying the proposed charge; an estimate of revenue 

to be col lected by the fee; and the detai ls of the proposed pilot program if it is to be 

implemented as a pi lot. 

Other Tariff Changes 

Atmos-Ky. proposed changes to its ta riffs to refl ect revisions to the C ommission's 

regulations .  Through the process of discovery, Atmos-Ky. agreed to fu rther revise its 

tariffs, and provided amended tariff sheets incorporating all revisions. Atmos-Ky. 's tariff 

revisions as proposed and as fu rther developed through the process of d iscovery are 

reasonable and should be approved . 

Gas Transportation Thresholds 

I n  201 0 , the Kentucky General Assembly adopted Joint Resolution 1 4 1 ,  which 

d irected the Commission to commence a col laborative study of natural gas retai l  

competition programs and to prepare and submit a report to the Kentucky General 

Assembly and the Legislative Research Commission. Pursuant to that d irective , the 

Commission establ ished Case No. 201 0-001 46 to conduct an investigation of natural 

gas competition . 1 27 After developing a record that consi sted of d iscovery responses, 

testimony, and pu blic comments, and conducting a publ ic hearing,  the Commission 

concluded that the existing transportation thresholds of ju risdictional local d istribution 

1 27 Case No. 201 0-001 46, An Investigation if Natural Gas Competition Programs (Ky. PSG Dec. 
28, 201 0) . 
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companies ("LDCs") should be further examined, and that each LDC's tariffs and rate 

design wou ld be evaluated in its next genera l  rate proceeding. 

I n  its rate application in this proceeding, Atmos-Ky. d iscusses its transportation 

and pool ing services and its 9 ,000 Mcf per year volumetric el ig ibi lity threshold .  It stated 

its bel ief that its existing el ig ib i lity threshold is set at an appropriate level and proposed 

no changes to its transportation service. The issue of Atmos-Ky. 's transportation 

service and el ig ib i l ity threshold was further developed through the process of d iscovery 

by Staff, and was addressed by Stand's March 1 3 , 201 4  Brief and by Atmos-Ky. 's  

March 21 , 201 4  Reply Brief. Atmos-Ky.
" 
established through testimony and responses 

to d iscovery that it has approximately 30 customers that qualify for transportation 

service but choose to stay on sales service; 1 28 that over the last five years it has 

received only four requests for transportation service from non-residential customers 

whose volumetric usage would make them inel igible for transportation service; 129 that 

up-front costs such as e lectronic flow metering, month ly administration fees and 

potential cash out obl igations would make it d ifficult for lower-volume-usage customers 

to achieve savings;  1 30 and that its existing transportation service threshold is not an 

outl ie r  compared to other Kentucky jurisd ictional LDCs. 1 31 

Stand recommends that Atmos-Ky. 's volumetric transportation threshold be 

lowered to allow more customers to purchase natural gas in the market. Stand states 

1 28 Martin Testimony at 33-34. 

1 29 Response to Staff's Second Request, Item 1 1 .  

1 30 Martin  Testimony at  33 .  

1 3 1  Response to Staff's Third Request, I tem 6.  
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that the Commission should require Atm os-Ky. to lower the threshold from 9 ,000 to 

3 , 000 Mcf per year if Atmos-Ky. wil l  not do so voluntarily. 1 32 According to Stand, its 

suggestion is based on general industry knowledge, the thresholds of other LDCs, and 

the record in this case and that of Case No. 201 0-001 46. 1 33 Stand states that uti l ities in 

Kentucky and other states have proven that any risks and dangers of gas transportation 

are resolved by properly drafted tariffs wh ich are not undu ly pun itive , do n ot undu ly 

benefit the util ity, and which serve to control suppl ier behavior. 1 34 Stand also advises 

that if the transportation threshold is lowered, the Commission must guard against the 

risk that other provisions of Atmos-Ky. 's tariff would be made more pun itive and 

restrictive. 1 35 Stand cites the fol lowing as reasons that Atmos-Ky. should be i nd ifferent 

to wh ether it or another supplier is supplyi ng gas to its customers: (1 ) Atmos-Ky. is not 

al lowed to profit from providing sales gas;  and (2) Atmos-Ky. charges fees to 

transportation customers to address system balancing issues. Stand states that these 

factors justify lowering the threshold to transport. Stand also contends that it is unclear 

why Atmos-Ky. or the Commission has not lowered the volumetric th reshold to 

transport. 1 36 Stand referred to the record in 201 0-001 46 as containing evidence that 

every customer for whom it had provided information in  response to Staff data requests 

132 Stand's Brief at 6. 

1 33 /d. 

1 34 /d. at 7. 

1 35 /d. at 8. 

1 36 /d. 
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had saved money compared with what it would have been charged by its LDC. 1 37 I t  

suggests that the fact that the 30 customers who qualify for transportation service 

choose to stay on sales seNice indicates a lack of information available to Atmos-Ky. 

customers regard ing transportation tariff options and the relative costs and benefits of 

sales versus transportation  service. 1 38 

I n  response to Stand's argument regard ing the Issue of the volumetric el igibi l ity 

threshold for transportation seNice, Atmos-Ky.  states that Stand provided no evidence 

supporti ng its recommendation to reduce the th reshold from 9 ,000 to 3 ,000 Mcf per 

year, and that it provided only broad general ization concerning the issue. 1 39 Atmos-Ky. 

argues, in response to Stand's uncertainty as to why the Commission has not lowered 

its volumetric th reshold for transportation service, that the reason is the lack of demand 

from customers for a lower threshold and that the Commission has no  basis to arbitrari ly 

impose a reduction.  Atmos-Ky. submits that it is a lack of interest and economic benefit 

that causes sales customers otherwise el igible for transportation service to remain sales 

customers, and not a lack of information, as Stand claims.1 40 Atmos-Ky. states the 

Commission should not accept Stand 's apparent assumption that customers are 

incapable of obtain ing information and making informed judgments. 1 41 

1 37 /d. at 9. 

1 38 /d. at 1 1  . 
1 39 Atmos-Ky.'s reply brief at 4 .  
1 40 /d. 

1 4 1  /d. 
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The information in the record in this case reflects a meaningful effort to add ress 

the Commission's directive in  Case No. 201 0-00 1 46 that gas transportation thresholds 

be examined in each LDC's next rate case. We find that the exploration  of Atmos-Ky . 's 

gas transportation services and issues surrounding the avai labil ity of such service to 

more customers satisfies the intent of our  Order in that case. There is noth ing in  the 

record of this proceeding to indicate that sales customers are disadvantaged by Atmos-

Ky . 's decision to maintain its existing 9 ,000 Mcf per year  transportation th reshold. I n  the 

almost 1 0  months that this rate case has been before the Commission,  no customer 

fi led comments in  opposition to Atmos-Ky's existing 9 ,000 M cf per year transportation 

th resh old and no customer requested to intervene to chal lenge that th reshold level . 

Atmos-Ky. 's volumetric th reshold is not the lowest among Kentucky LOCs, nor is it the 

h ighest. The Commission wil l  continue to monitor the issue of transportation thresholds 

in future base-rate proceedings, and Atmos-Ky. should anticipate further inqu iry 

regard ing sales customers' expressions of interest in transportation service. 

OTH ER I SS U ES 

Stand's Al legations 

Stand al leged in its post-hearing brief that i t  has been denied due p rocess in th is  

matter on two grounds: 1 )  the Commission did not have the authority to l imit the scope 

of Stand's intervention to the issue of Atmos-Ky. 's threshold for transportation service; 

and 2) Stand was denied the right to participate in d iscovery due to the timing of our 

Order granting intervention .  We wil l  address each of these al legations separately. 

The Commission finds that the only person with a statutory right to intervene is 

the AG, pursuant to KRS 367 . 1 50 (8) (b) . I ntervention by al l  others is  permissive and is 
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with in  the sound d iscretion of the Commission.  I n  the unreported case of EnviroPower, 

LLC v. Public Service Commission of Kentucky, No .  2005-CA-001 792-MR,  2007 WL 

289328 (Ky. App. Feb. 2 ,  2007) , the Court of Appeals ruled that th is Commission reta ins 

power in its discretion to grant or deny a motion for intervention , but that d iscretion is 

not unl imited. The Court enumerated the statutory and regulatory l imits on Commiss ion 

d iscretion in rul ing on motions to i ntervene. The statutory l imitation, KRS 278 .040(2) , 

requ i res that the person seeking intervention have an interest in the rates or service of a 

uti l ity, as those are the only two subjects under the ju risd iction of the Commission . 

The issues presented in Envi roPower are analogous to the instant case with 

regard to Commission d iscretion in g ranting intervention . 1 42 Similar to EnviroPower's 

interest as a competitor in East Kentucky Power Company's ("EKPC") construction of a 

coal -fired generating plant, Stand's interest as a private natural gas marketer arguably 

places it in d i rect competition with Atmos-Ky. in its role as provider of the natural gas 

commodity to its sales customers . EnviroPower was neither a ratepayer of EKPC nor 

did it represent a ratepayer of EKPC. Stand is l ikewise not a ratepayer of Atmos-Ky. 

nor does it represent a ratepayer in th is proceeding .  

1 42 I n  EnviroPower, East Kentucky Power Cooperative I nc. ("EKPC") applied for a Certificate of 
Public Convenience and Necessity ("CPCN") to self-construct a 278-MW coal-fired generating plant at its 
Spurlock Station site in Maysvil le, Kentucky. Before making its application for a CPCN, EKPC had issued 
a "Request for Proposals" for various contractors to bid on s upplying the necessary power. EnviroPower 
was one of 39 unsuccessful bidders . The Com mission denied EnviroPower's request to intervene upon 
finding that It was not a ratepayer of EKPC, but a rejected bidder whose interests were not identical to 
ratepayers'; and that EnviroPower had a legal duty to its members to maximize profits; a far d ifferent goal 
from the protection of ratepayers . Although intervention was denied, EnviroPower was added to the 
service list so that it cou ld monitor the proceedings, submit further information and comment upon the 
issues and in fact it filed extens ive comments in the form of prepared testimony. 
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It is on ly because of an assurance made by the Commission in Case No.  201 0-

001 46, An I nvestigation of Natural Gas Retail Competition Programs, 1 43 that Stand was 

granted intervenor status in this matter. The Commission , in its f inal report to the 

Kentucky General Assembly in Case No. 201 0-001 46 ,  states, "The Commission 

bel ieves that existing transportation thresho lds bear fu rther  examination, and the 

Commission wi l l  evaluate each LDC's tariffs and rate design in  each LDC's next general  

rate proceeding."1 44 As th is is Atmos-Ky. 's first genera l  rate p roceeding fol lowing the 

Commission's report, and consistent with the report, Stand was g ranted intervention in 

the current matter but its intervention was l imited "to participation on the issues of 

Atmos Energy's transportation threshold levels and any other matters related thereto, 

but not to wh ether a Pi lot Program for Schools or enhanced Standards of Conduct 

should be added . "  The Commission disagrees with Stand' s  argument that it should 

have been al lowed to explore these other  topics in  the present case.  We find both 

topics to be  extraneous to our consideration of either transportation thresholds, as we 

agreed to consider in our final report in Case No. 201 0-001 46, or to our consideration of 

Atmos-Ky . 's application for an adjustment of rates i n  the present case .  Stand contends 

that an amendment to the Commission's administrative regulat ions, which removed 

both the words " l imited" and "fu l l "  pertaining to intervention, arguably g rant Stand, as an 

intervenor in this case, the right to interject any topic it chooses into a p roceeding before 

the Commission , regardless of either its re levance or applicabi lity to the matter at hand. 

1 43 Case No.  201 0-00 1 46 ,  An Investigation of Natural Gas Retail Competition Programs (Ky. PSC 
Dec. 28, 20 1  0) . 

1 4 4  /d. at 23. 
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We find this position to be erroneous. Neither the Commission's former regulation 

pertain ing to intervention , 1 45 nor as it was amended in 201 3 ,1 46 bestow upon any 

intervenor the right to introduce tangential issues into Commission proceedings,  as 

Stand has attempted to do in this matter regarding a pi lot program for Kentucky's school 

faci lities and regarding its promotion of Commission-imposed Standards of Conduct 

against Atmos-Ky.  Further, the prior provision in our regulations al lowing for " l imited 

intervention" had nothing to do with l imiting the issues that could be addressed by an 

intervenor. Rather ,  the l imitation in " l imited intervention" extended only to the 

documents that other parties had to serve on the l imited intervenor and the exclusion of 

the l im ited intervenor as a designated party for purposes of rehearing or jud icial review. 

Stand maintains that it was denied due process because the Commission d id not 

rule on its motion to intervene for more than three months and then after the closure of 

d iscovery. The Commission finds Stand 's position without merit on two separate 

grounds. First , 807 KAR 5:001 , Section 4 (1 1 ) {d) , the amended reg ulation regarding 

intervention wh ich Stand earlier touts, states, "Un less the commission finds good cause 

to order otherwise, a person granted leave to intervene in a case shall , as a cond ition of 

h is intervention ,  be subject to the procedural schedule in existence in  that case when 

the order g ranting the person's intervention is issued."  Although Stand wou ld seem to 

imply otherwise, there is nothing in  this provision that conditions its appl icabil ity on when 

intervention is granted by the Commission .  In addition, there is noth ing in the record to 

indicate any effort by Stand to seek amendment of the procedural schedule in place at 

145 807 KAR 5:001 , Section 3 (8) . 

1 4 6  807 KAR 5:001 , Section 4(1 1 ) .  
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the t ime it was granted intervention . The in itial language, "Unless the commission finds 

good cause to order otherwise . . .  " would a l low the Commission to amend the 

procedural schedu le if "good cause" exists , but Stand never made such a request or 

brought its concern to the Commission wh i le the evidentiary record was open . In fact , 

Stand never raised the claim of a denial to participate in discovery until it fi led its post

hearing brief, which was over six months after it was granted intervention . Thus , its 

recent claim that it was denied due process is unconvincing. 

The Commission also finds Stand's claim that it was den ied the opportun ity to 

participate in d iscovery d isingenuous on a second level .  At the time Stand was granted 

intervention on September 3 ,  201 3 ,  the on ly d iscovery dead line that had passed was 

the request for information to Atmos-Ky.  d ue on August 1 4 , 201 3 ,  to which Atmos-Ky. 

responded on August 28 ,  201 3 .  After the Commission's September 3, 201 3  O rder 

granting its intervention,  Stand had the opportunity to f i le supplemental requests for 

information to Atmos-Ky. by September 1 1 ,  201 3; to fi le intervenor testimony by 

October 9, 20 1 3 ; and to fi le requests for i nformation to the AG by October 23, 20 1 3 . 

Stand had each of these opportun ities as part of the orig inal procedural schedule,  wh ich 

it accepted as a condition of its i ntervention, 1 47 and did not request be amended . 

Stand's participation in this case has been min imal. Fol lowing the fi l ing of its 

motion to intervene and memorandum i n  support of its motion,  which primarily 

advocated that Atmos-Ky. be requ ired to implement a p i lot program for Kentucky School 

1 4 7  807 KAR 5:001 , Section 4(1 1 ) (d) .  
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Facil ities 1 48 and that the Commission impose Standards of Conduct against Kentucky 

gas utilities with unregulated gas marketing affil iates, 1 49 both issues that are outside the 

scope of these proceedings, its part icipation has consisted of briefly question ing two of 

Atmos-Ky. 's ten witnesses at the January 23 ,  20 1 4  hearing ,  each for less than five 

min utes, 1 50 and filing a post-hearing brief. 1 51 

Stand did not request that the procedural  schedule be amended; did not file 

supplemental requests for information to Atmos-Ky. ; did not request information from 

the other intervenor; d id not fi le testimony on its own behalf or present any witnesses at 

the January 23 , 201 4 hearing ;  did not question eight of Atmos-Ky. 's ten witnesses who 

testified at the January 23, 201 4 hearing;  and did not question either of the Attorney 

General 's two witnesses who testified at the Jan uary 23, 2014 hearing. 

In summary ,  we find that Stand's choices regarding its level of participation in this 

case create no substantive or procedural due process violations by the Commission .  

Depreciation Study 

Atmos-Ky . 's  depreciation rate study filed as part of its application 1 52 is  the first 

depreciation rate study filed by Atmos-Ky. since its 2006 general rate case. 1 53 Based 

1 48 Memorandum Supporting Motion of Stand Energy Corporation to Intervene at pp . 5-6 . 

1 49 /d. at 7.  

1 5° Cross-Examination of Mark Martin at  1 1 : 1 7:35-1 1 :20:00 and Cross-Examination of Gary 
Smith at 5:59:41 -6:04:21 , January 23, 20 1 4  hearing. 

1 51 By Order  issued March 7,  2014 ,  the Commission g ranted Stand 's e-mail request for add itional 
t ime to fi le a post hearing brief. 

1 52 Direct Testimony of Dane A. Watson .  

1 53 Case N o .  2006-00464, Application of Atmos Energy Corporation for an Adjustment o f  Rates 
(Ky. PSC July 3 1 ,  2007) . 

-56- Case No. 201 3-001 48 



on the current study's results, Atmos-Ky. proposed new depreciation rates that would 

increase its annual depreciation expense by approximately $1 . 1  m il l ion . 

The Commission finds that Atmos-Ky. 's p roposed depreciation rates are 

reasonable and should be approved for use by Atmos-Ky.  on and after the effective 

date of the gas service rates approved herein . The Commission also finds that Atmos

Ky . should prepare a new depreciation rate stt,Jdy for Commission review by the earlier 

of five years from the date of this Order or the fi l ing of Atmos-Ky. 's next application for 

an adjustm ent in its base rates . 

Wireless Meter Read ing 

Atmos-Ky. 's application indicated that in fiscal year 201 4  it would undertake a 

Wireless Meter Read ing ("WMR") project. 1 54 It i ntends to instal l 20 ,000 WMR devices in 

areas where (1 ) it cu rrently uses contract meter readers, (2) it expects to experience 

workforce reductions due to retirements and relocations, and (3) meter reading is costly 

due to the t ime required for individual reads . 1 55 Whi le Atmos-Ky. does not expect 

sign ificant savings in the near term , it indicates that, over time, company meter readers 

would be trained for other positions that become vacant due to retirements and wou ld fi l l 

those positions,  result ing in an overall reduction in the required num ber of operational 

employees . 1 56 

Although Atmos-Ky. did not reflect any decrease in expenses during the test year 

due to the WMR project, but expects to rea l ize savings from the project in the long term . 

1 54 Direct Testimony of Ernest B .  Napier at 1 3 .  

1 55 !d. 

1 56 /d. at 1 4 . 
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The Commission is interested in the level of savings Atmos-Ky. wi l l  real ize as a result of 

the WMR project on a long-term term basis. Accordingly, in conjunction with its next 

general rate appl ication, we find that Atmos-Ky. should submit an analysis of the costs 

incurred and savings real ized because of the W M R  project from its inception to a date 

with in 90 days of the submission of the rate application. 

SUMMARY 

The Commission, after consideration of the evidence of record and being 

otherwise sufficiently advised , finds that: 

1 . The rates set forth in the Appendix to this Order are the fair, just ,  and 

reasonable rates for Atmos-Ky. to charge for service rendered on and after January 24, 

201 4.  

2. The rate of retu rn granted herein is fair, just, and reasonable  and wil l  

provide sufficient revenue for Atmos-Ky. to meet its financial obl igations with a 

reasonable amount remain ing for equity growth .  

3 .  The rates proposed by Atmos-Ky. would produce revenue in excess of 

that found reasonable herein and should be den ied . 

4 .  Atmos-Ky. 's proposal to implement new depreciation rates based on the 

depreciation study it fi led in this proceeding should be g ranted with the new depreciation 

rates to be effective as of the effective date of the gas service rates approved herein .  

5 .  Atmos-Ky. should fi le a new depreciation study for Commission review by 

the earl ier of five years from the date of th is  Order or the f i l ing of its next general  rate 

application .  
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6. The proposed M LR and SDR tariffs are not currently warranted and 

should be denied. 

7 .  The proposed Door Tag Fee i s  not reasonable and should b e  denied . 

8 .  Atmos-Ky. 's request for permanent approval of its WNA tariff and the 

proposed language concerning NOAA's 30-year normal for the period ending 201 0, 

which shou ld be updated with each base-rate proceeding,  is reasonable and shou ld be 

approved . 

9 .  Atmos-Ky. ' s  proposal to  revise its G-1 and G-2 sales tariffs to  permit the 

resale of n atural gas as a motor vehicle fuel is reasonable and should be approved 

1 0 . All other tariff modifications proposed by Atmos-Ky. or agreed to by 

Atmos-Ky. through the d iscovery process in this proceeding are reasonable and should 

be approved . 

1 1  . As part of its next application for an adjustment of its base rates for gas 

service, Atmos-Ky. shou ld submit the I RS private-letter ru l ing requ ired herein , and 

should defer the related cost in a regulatory asset account to be addressed in that rate 

proceeding .  

1 2. As part of its next appl ication for an adjustment of its base rates for gas 

service , Atmos-Ky. shou ld submit the comparison requi red herein of weather-

normalization methodologies along with support for the time period it p roposes to use to 

normal ize revenues, including the superiority of the chosen method in terms of its 

predictive value for future temperatures. 

1 3 . As part of its next appl ication for an adjustment of its base rates for gas 

service, Atmos-Ky. should submit the results of its analyses required herein on the 
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th reat of bypass posed by its special contract customers and on the sufficiency of the 

revenue generated by these customers to cont inue to cover variab le cost and make a 

contribution to fixed cost. 

1 4 . As part of its next appl ication for an adjustment of its base rates for gas 

service, Atmos-Ky. should submit an analysis of the costs incurred and savings realized 

due to the WMR project from its inception to a date within 90 days of the submission of 

the rate app l ication. 

1 5 . As part of its next appl ication for an adjustment of its base rates for gas 

service, Atmos-Ky. should submit mu lt ip le-methodology COSSes in o rder to give the 

Commission a range of reasonable results for use in determining rate design .  

1 6 . Future COSSes fi led by any party should show separately each of the 

typical individual COSS steps of functional ization, classification , and allocation . 

1 7 . The record in  this proceed ing regard ing Atmos-Ky. 's gas transportation 

services and issues surrounding the avai labi l ity of such service satisfies the intent of our 

Order in Case No. 201 0-00 1 46. 

IT IS TH EREFORE ORDERED that: 

1 .  The rates and charges proposed by Atmos-Ky. are denied. 

2. The rates i n  the appendix to this Order are approved for service rendered 

by Atmos-Ky. on and after January 24, 201 4. 

3 .  The depreciation rates proposed by Atmos-Ky. are approved . 

4 .  Atmos- Ky. shall submit a new depreciation study for Commission review 

by the earl ier of five years from the date of this Order or the fi l ing of its next general rate 

case. 
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5 .  Within 20 days of the date of this Order, Atmos-Ky. shal l fi le with the 

Commission,  using the Commission's E lectronic Tariff Fi l ing System, new tariff sheets 

setting forth the rates, charges, and revisions approved herein and reflecting their 

effective date and that they were authorized by this Order. 

6. With in 60 days from the date of this Order, Atmos-Ky. shall refund with 

interest al l  amounts col lected for service rendered from January 24, 201 4, through the 

date of this Order that are in excess of the rates set out in the appendix to this Order. 

The am ount refunded to each customer shall equal the amount paid by each customer 

during the refund period in excess of the rates approved herein .  

7. Atmos-Ky. shal l pay interest on the refunded amounts at the average of 

the 3-Month Commercial Paper Rate as reported in the Federal Reserve Bul letin and 

the Federal Reserve Statistical Release on the date of this Order. 

8 .  With in 7 5  days from the date of this Order, Atmos-Ky. shall submit a 

written report to the Commission in  which it describes its efforts to refund al l monies 

co l lected in excess of the rates that are set forth in the appendix to th is Order. 

9. Any documents fi led pursuant to ordering paragraph 8 of this Order shall 

reference the number of this case and shal l  be retained in the util ity's post case 

reference file .  

1 0 . Atmos-Ky. 's  next appl ication for an increase in its base rates shall contain 

the information required in fi nding paragraphs 1 1  through 1 4. 
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APPENDIX 

AP PENDIX TO AN ORDER OF TH E KENTUCKY PU BLI C  S ERVI CE 
COMMISS ION I N  CASE NO. 20 1 3-001 48 DATED APR 2· 2 2014 
The fol lowing rates and charges are p rescribed for the customers served by 

Atmos Energy Corporation. All other  rates and charges not specifical ly mentioned 

herein shal l  remain the same as those in  effect under authority of this Commission prior 

to the effective date of this Order. 

RATE G-1 
GENERAL FI RM SALES S ERVICE 

Base Charge 

$1 6.00 
$40 .00 

per meter per month for residential service 
per meter per month for non-residential service 

Distribution Charge 

First 300 Mcf 
Next 1 4 ,700 Mcf 
Over 1 5 ,000 Mcf 

Base Charge 

$ 1 .3 1 80 per Mcf 
$ .8800 per Mcf 
$ .6200 per Met 

RATE G-2 
I NTERRUPTI BLE SALES SERVICE 

$350 .00 per delivery point per month 

Distribution Charge 

First 1 5 ,000 Mcf 
Over 1 5 ,000 Mcf 

$ . 7900 per Mcf 
$ . 5300 per Mcf 



RATE T-3 
I NTERRUPTI BLE TRANSPORTATION S ERVICE 

Base Charge 

$350.00 per del ivery point per month 

Distribution Charge for I nterruptible Service 

First 1 5 ,000 Mcf 
Over 1 5 ,000 Mcf 

Base Charge 

$ .7900 per Mcf 
$ .5300 per Mcf 

RATE T-4 
F IRM TRANS PORTATON S ERVICE 

$350 .00 per del ivery point per month 

Distribution Charge for Firm Service 

First 300 Mcf 

Next 1 4 ,700 Mcf 
Over 1 5 ,000 Mcf 

$ 1 .3 1 80 per Mcf 

$ .8800 per Mcf 
$ .6200 per Mcf 
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Power of Attorney 



ISA 

Form 2848 Power of Attorney 
OMB No. 1 545-0 1 5 0  

F o r  IRS Use Only 

Received by: and Declaration of Representative (Rev. July 2 0 1 4) 
Department of the Treasury 
Internal Revenue Service 11> Information about Form 2848 and its instructions is at www.irs.gov/form2848. Name ____ _ 

Power of Attorney Telephone ___ _ 

Caution: A separate Form 2848 must be completed for each taxpayer. Form 2848 will not be honored 
for-any purpose other than representation before the IRS. 

Function ____ _ 

Date 

Taxpayer information. Taxpayer must sign and date this form on page 2, line 7. 
Taxpayer name and address 
Atmos Energy Corporation 
Three L in coln Center, S u ite 1 800 
5430 LBJ Freeway 
Dal las Texas 75240 
hereby appoints the following representative(s) as attorney(s)-in-fact: 

2 Representative(s) must sign and date this form on page 2, Part I I .  
Name and address 
James I. Warren 
Mi l ler & Chevalier Chartered 
655 Fifteenth St. , NW, Washington,  DC 20005 
Check if to be sent copies of notices and comm unications 

Name and address 
Alexander Zakupowsky, J r. 
M i l ler & Chevalier Chartered 
655 Fifteenth St. , NW, Washingto n ,  DC 20005 
Check if to be sent copies of notices and communications 

Name and address 

(Note. IRS sends notices and communications to only two representatives.) 

Name and address 

(Note. IRS sends notices and communications to only two representatives.) 

0 

Taxpayer identification number(s) 

7 5-1 743247 
Daytime telephone number Plan number (if applicable) 

CAF No. 2000-05860 R  
PTIN ------.,-,-.,--,------

Telephone No. 202-626-5959 
Fax No. 202-626-5801 

Check i f  new: Address 0 Telephone No.  0 Fax No. 0 
CAF No. 5005-9 1 220R 
PTIN -----,...,....,--.,------
Telephone No. 202-626-5950 
Fax No. 202-626-5801 

Check if  new: Address 0 Telephone No. 0 Fax No. 0 
CAF No. ______________ _ 

PTIN ---------------

Telephone No. -----------

Fax No.
��

-------
��

------
Check if new: Address 0 Telephone No. 0 Fax No. 0 

CAF No. ___________ �----------

PTIN -------------------------

Telephone No. -----------------

Fax No.
��

-------
��

------
Check if new: Address 0 Telephone No. 0 Fax No. 0 

to represent the taxpayer before the Internal Revenue Service and perform the following acts: 

3 Acts authorized (you are required to complete this line 3). With the exception of the acts described in line 5b, I authorize my .representative(s) to receive and 

inspect my confidential tax information and to perform acts that I can perform with respect to the tax matters described below. For example, my representative(s) 

shall have the authority to sign any agreements, consents, or similar documents (see instructions for line 5a for authorizing a representative to sign a return). 

Description of Matter (Income, Employment, Payroll, Excise, Estate, Gift, Whistleblower, 
Tax Form Number Year(s) or Period(s) (if applicable) Practitioner Discipline, PLR, FOIA, Civil Pena lty, Sec. 5000A Shared Responsibility 

Payment, Sec. 4980H Shared Responsibility Payment, etc. ) (see instructions) (1 040, 941 ,  720, etc.) (if applicable) (see instructions) 

' 

PLR R eguest 1 1 20 2 0 1 4-2 0 1 5 

4 Specific use not recorded on Centralized Authorization File (CAF). If the power of attorney is for a specific use not recorded on CAF, 
check this box. See the instructions for Line 4. Specific Use Not Recorded on CAF . . . . .  , • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..,. 0 

Sa Additional acts authorized. I n addition to the acts listed on line 3 above, I authorize my representative(s) to perform the following acts (see 
instructions for line 5a for more information): 

D Authorize disclosure to third parties; 0 Substitute or add representative(s); 0 Sign a return; ---------------�--

D Other acts authorized:-------------------------------�------------------

For Privacy Act and Paperwork Reduction Act Notice, see the instructions. Form 2848 (Rev. 7-2014) 



Form 2848 (Rev. 720 1 4) Page 2 
b Specific acts not authorized. My representative(s) is (are) not authorized to endorse or otherwise negotiate any check (including directing or 

accepting payment by any means, electronic or otherwise, into an account owned or controlled by the representative(s) or any firm or other 
entity with whom the representative(s) is (are) associated) issued by the government in respect of a federal tax liability. 

List any specific deletions to the acts otherwise authorized in this power of attorney (see instructions for l ine 5b): -----�-�---

6 Retention/revocation of pri or power(s) of attorney. The filing of this power of attorney automatically revokes all  earlier power(s) of 
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YOU MUST ATTACH A COPY OF ANY POWER OF ATTORNEY YOU WANT TO REMAI N IN EFFECT. 

7 S ignature of taxpayer. If a tax matter concerns a year in which a joint return was filed, each spouse must file a separate power of attorney 
even if they are appointing the same representative(s). If signed by a corporate officer, partner, guardian,  tax matters partner, executor, 
receiver, admin istrator, or trustee on behalf of the taxpayer, I certify that I have the authority to execute this form on behalf of the taxpayer . 

.... IF NOT COMP� , �IG�ED, AND DATED, THE I RS WILL RETURN THIS POWER O F  ATTORNEY TO THE TAXPAYER. 

� /11 '� l /7 I t s- v?- Tq_x_ 
Date Title (if applicable) 

Atmos Energy Corporation 
Print Name Print name of taxpayer from line 1 if other than individual 

1@111 Declaration of Representative 
Under penalties of perjury, by my signature below I declare that: 
• I am not currently suspended or disbarred from practice before the Internal Revenue Service; 
• I am subject to regulations contained in Circular 230 (31 CFR, Subtitle A, Part 1 0), as amended, governing practice before the Internal Revenue Service; 
• I am authorized to represent the taxpayer identified in Part I for the matter(s) specified there; and 
• I am one of the following: 

a Attorney-a member in good standing of the bar of the highest court of the jurisdiction shown below. 
b Certified Public Accountant-duly q ualified to practice as a certified public accountant in the jurisdiction shown below. 

c Enrolled Agent-enrolled as an agent by the Internal Revenue Service per the requirements of Circular 230. 

d Officer-a bona fide officer of the taxpayer organization. 

e Full-1ime Employee-a full-time employee of the taxpayer. 
f Family Member-a member of the taxpayer's immediate family (for example, spouse, parent, child, grandparent, grandchild, step-parent, step

child, brother, or sister). 
g Enrolled Actuary-enrolled as an actuary by the Joint Board for the Enrollment of Actuaries under 29 U.S.C. 1 242 (the authority to practice before 

the Internal Revenue Service is limited by section 1 0.3(d) of Circular 230). 
h Unenrolled Return Preparer-Your authority to practice before the Internal Revenue Service is limited. You must have been eligible to sign the 

return under examination and have prepared and signed the return. See Notice 2011 -6 a n d  Special rules for registered tax return preparers 
and unenrolled return preparers i n  the instructions (PTIN required for designation h). 

Registered Tax Return Preparer-registered as a tax return preparer under the requirements of section 1 0.4 of Circular 230. Your authority to 
practice before the Internal Revenue Service is l imited. You must have been eligible to sig n the return under examination and have prepared and 
signed the return. See Notice 2011 -6 and Special rules for registered tax return preparers and unenrolled return preparers in the 
i nstructions (PTIN required for designatio n  i). 

k Student Attorney or CPA-receives permission to represent taxpayers before the IRS by virtue of his/her status as a law, business, or accounting 
student working in an LITC or STCP. See instructions for Part I I  for additional information and requirements. 

r Enrolled Retirement Plan Agent-enrolled as a retirement plan agent under the requirements of Circular 230 (the authority to practice before the 
Internal Revenue Service is l imited by section 1 0.3(e)) . 

.... I F  THIS DECLARATION OF REPRESENTATIVE IS NOT COMPLETED, SIGNED, AND DATED, THE I RS WI LL RETURN THE 
POWER OF ATTORN EY. REPRESE N TATIVES MUST SIGN IN THE ORDER LISTED IN PART I ,  LINE 2. See the instructions for 
Part I I .  

N ote: For designations d-f, enter your title, position,  o r  relationship to the taxpayer in the "Licensing jurisdiction" column. See the instructions for Part I I  
for more information. 

Bar, license, certification, 
Designation- Licensing jurisdiction registration, or enrollment 

Insert above (state) or other number (ifapplicable). Signature Date 
letter (a-r) licensing authority See instructions for Part I I  for 

(if applicable) more information. 

a DC 9894 1 5  

a DC 1 63329 

Form 2848 (Rev. 7-2014) 
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Form 2848 Power of Attorney 
OMB No, 1645-0150 

For IRS Use Only 
Received by: (Rev. March 2012) 

Department of the Treasury 
Internal Revenue Service 

and Declaration of Representative 
.,.. Type or print. .,.. See the separate Instructions. Name 

Power of Attorney Telephone ___ _ 

Caution: A separate Form 2848 should be completed for each taxpayer. Form 2848 will not be honored 
tor any purpose other than representation before the IRS. 

Function ____ _ 

Date I I 
Taxpayer Information. Taxpayer must sign and date this form on page 2, 1ine 7. 

Taxpayer name and address 
Atmos Energy Holdings, Inc. 
5430 LBJ Freeway, Suite 600 
Dallas, TX 75240-2601 

hereby appoints the following representative(s) as attorney(s)-in-fact: 
2 RepresentativcJ(s) must sign and date this form on page 2, Part I I .  

Name and address 
Jennifer Story 
5430 LBJ Freeway, Suite 600 
Dallas, TX 75240-2601 

Check If to be sent notices and communications 
Name and address 
Sarah Stojak 
5430 LBJ Freeway, Suite 600 
Dallas, TX 75240-2601 

Check if to be sent notices and communications 
Name and address 

0 

Taxpayer identification number(s) 
75-2879833 

Daytime telephone number Plan number (if applicable_) __ 

972-855-9951 

CAF No. 
PTIN ---------------------------------------------------
Telephone No. ------------�?.���-��--����-----------

Fax No. 214-550-5659 

Check if new: Addres�Tj-----T�i�-ph-;;�-�-N;�'[j" ________ Fax No. 0 
CAF No. 
PTIN 
Telephone No. --·---------�!.�=�-��--�?��------------

Fax No. 214-550-9209 

Check If new: Addres�·r::r··--
;-el;ph-;;��-,�;;�-0---------F�;No. 0 

CAF No. 
PTIN -----------------------------------·---------------

Telephone No. -------------------------------------
Fax No. 

Check If new: Addres;·rr Teleph-;;;:;�·r:.r-;;�T::r··------
F�No. 0 

to represent the taxpayer before the Internal Revenue Service for the following matters: 
3 Matters 

Description of Matter Qncome, Employment, Payroll, Excise. Estate, Gift, Whislleblower, Tax Fomn Number Year(s) or Period(s) Qf applicable) 
Practitioner Discipline, PlR, FOIA. Civil Penally, etc.) (see Instructions for line 3) (1040, 941 , 720, eto.) (if applicable} (see instructions for line 3) 

Income Tax, Employment, Excise, Civil Penalty 1 1 20, 990, 990-T, 3 1 1 5, 941, 720 1 99909-201609 

4 Specific use not recorded on Centralized Authorization FRe (OAF). If the power of attorney Is for a specific use net recorded on CAF, 
check this box. See the Instructions for Line 4. Specific Uses Not Recorded on CAF .,.. 0 

5 Acts authorized. Unless otherwise provided below, the representatives generally are authorized to receive and Inspect confidential tax 
information and to perform any and all acts that I can perform with respect to the tax matters described on line 3, for example, the authority to 
sign any agreements, consents, or other documents. The representative(s), however, Is (are) not authorized to receive or negotiate any 
amounts paid to the client in connection with this representation Oncludlng refunds by either electronic means or paper checks). AdditlonaHy, 
unless the appropriate box(es) below are checked, the representatlve(s) is (are) not authorized to execute a request for disclosure of tax returns 
or return information to a third party, substitute another representative or add additional representatives, or sign certain tax returns. 
D Disclosure to third parties; 0 Substitute or add representative(s); 0 Signing a return; 

D Other acts authorized: -------------------------------------------------------------------
____________________________________ (see instructions for more information) 

Exceptions. An unenrolled return preparer cannot sign any document for a taxpayer and may only represent taxpayers in limited situations. 
An enrolled actuary may only represent taxpayers to the extent provided in section 1 0.3(d) of Treasury Department Circular No. 230 (Circular 
230). An enrolled retirement plan agent may only represent taxpayers to the extent provided In section 10.3(e) of Circular 230. A registered tax 
return preparer may only represent taxpayers to the extent provided In section 1 0.3(0 of Circular 230. See the line 5 Instructions for restrictions 
on tax matters partners. In most cases, the student practltloner's {level k) authority is limited (for example, they may only practice under the 
supervision of another practitioner). 
List any specific deletions to the acts otherwise authorized In this power of attorney: ---------------------------------------------------------------------

For Privacy Act and Paperwork Reduction Act Notice, see the Instructions. Cat. No. 1 1960J Fonn 2848 (Rev. 3-2012) 
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Form 2848 (Rev. 3-2012) Page 2 
6 Retention/revocation of prior power(s) of attorney. The filing of this power of attorney automatically revokes all earlier power(s) of 

attorney on file with the Internal Revenue Service for the same matters and years or periods covered by this document. If you do not want i\11 
to revoke a prior power of attorney, check here . . . . . . . . . . . . . . . . . . . . . . • . . . .. 'Al 
YOU MUST ATTACH A COPY OF ANY POWER OF ATTORNEY YOU WANT TO REMAIN IN EFFECT. 

7 Signature of taxpayer. If a tax matter concerns a year in which a joint return was flied, the husband and wife must each file a separate power 
of attorney even if the same representatlve(s) is {are) being appointed. If signed by a corporate officer, partner, guardian, tax matters partner, 
executor, receiver, administrator, or trustee on behalf of the taxpayer, I certify that I have the authority to execute this form on behalf of the 
taxpayer. 

� IF NO�� 'll'WER OF ATTOPN":t'LL BE RETURNED TO THE TAXPAYER. 

··---·-----------------··-·-······-?!._!__f.._� _ _  _- _ _  . __ 7_{_� ___ !}__ ��<:�-��f!�ls!�!1.�?!.I��---------------------------------------------
srgnature Date Title (if applicable) 

P.?_E�.M£l?.P..Q5\.IQ ....... ---··-·-·-··-······---········-·················--····· ············-·····-··· 

e-H!!Q� .. �.D.�I.9YJ:!g�g!.IJ.92t .. !.D.�.:---·--···--··-·-····-··-······--·--········--·-· 

0 0 0 0 0 
Print Name PIN Number Print name of taxpayer from line 1 if other than individual 

1@111 Declaration of Representative 
Under penalties of perjury, I declare that: 

• I am not currently under suspension or disbarment from practice before the Internal Revenue Service; 

• I  am aware of regulations contained In Circular 230 (31 CFR, Part 1 0), as amended, concerning practice before the Internal Revenue Service; 

• r am authorized to represent the taxpayer Identified in Part I for the matter(s) specified there; and 

• I am one of the following: 

a Attorney-a member in good standing of the bar of the highest court of the jurisdiction shown below. 

b Certified Public Accountant-duly qualified to practice as a certified public accountant in the jurisdiction shown below. 

c Enrolled Agent-enrolled as an agent under the requirements of Circular 230. 

d Officer-a bona fide officer of the taxpayer's organization. 

e Full-lime Employee-a full-time employee of the taxpayer. 

f Family Member-a member of the taxpayer's immediate family (for example, spouse, parent, child, grandparent, grandchild, step-parent, step
child, brother, or sister). 

g Enrolled Actuary-enrolled as an actuary by the Joint Board for the Enrollment of Actuaries under 29 U.S.C. 1242 (the authority to practice before 
the Internal Revenue Service is limited by section 1 0.3(d) of Circular 230). 

h Unenroiled Return Preparer-Your authority to practice before the Internal Revenue Service is limited. You must have been eligible to sign the 
return under examination and have signed the return. See Notice 2011-6 and Special rules for registered 1ax return preparers and unenrolled 
return preparers in the Instructions. 

Registered Tax Return Preparer-reglstered as a tax return preparer under the requirements of section 1 0.4 of Circular 230. Your authority to 
practice before the Internal Revenue Service Is limited. You must have been eligible to sign the return under examination and have signed the 
return. See Notice 2011-6 and Special rules for registered tax return preparers and unenrol!ed return preparers in the instructions. 

k Student Attorney or CPA-receives permission to practice before the IRS by virtue of his/her status as a law, business, or accounting student 
working in LITC or STCP under section 10.7(d) of Circular 230. See instructions for Part II for additional Information and requirements. 

r Enrolled Retirement Plan Agent -enrolled as a retirement plan agent under the requirements of Circular 230 (the authority to practice before the 
Internal Revenue Service Is limited by section 1 0.3(e)). 

,... IF THIS DECLARATION OF REPRESENTATIVE IS NOT SIGNED AND DATED, THE POWER OF ATTORNEY WILL BE 
RETURNED. REPRESENTATIVES MUST SIGN IN THE ORDER LISTED IN LINE 2 ABOVE. See the instructions for Part II. 

Note: For designations d-f, enter your title, positron, or relationship to the taxpayer in the "Licensing jurisdiction" column. See the instructions for Part II 
for more Information. 

Designation
Insert above 

letter (a-r) 

e 

e 

Licensing jurisdiction 
(state) or other 

licensing authority 
(if applicable) 

Director Inc, Tax 

Mana er Inc. Tax 

Bar, license, certification, 
registration, or enrollment 

number Qf applicable). 
See Instructions for Part II for 

more information. 

Signature Dale 

Form 2848 (Rev. 3-2012) 

1 3  
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Form 2848 
(Rev. March 2012) 
Department of the Treasury 
Internal Ravenua Service 

Power of Attorney 

Power of Atto rney 
and Declaration of Representative 

� Type or print. � See the separate instructions. 

Caution: A separate Form 2848 should be completed for each taxpayer. Form 2848 will not be honored 
for any purpose other than representation before the IRS. 

Taxpayer Information. Taxpayer must sign and date this form on page 2,  line 7. 
Taxpayer name and address Taxpayer identification number(s) 

OMB No. 1545-0150 
For IRS Use Only 

Received by: 
Name 
Telephone ___ _ 

Function --,----
Date I I 

Atmos Energy Corporation, Inc. and Subsidiaries 75_1 743247 5430 LBJ Freeway, Suite 600 i-=---,.,--......,.-�-7!.:=:.::.!.--,------.-=---=---o:-:----:.,--;-;-o---Dallas, TX 75240-2601 Daytime telephone number Plan number (if applicable) 

hereby appoints the following representative(s) as attorney(s)-ln-fact: 
2 Representative(s) must sign and date this form on page 2, Part I I .  

Name and address Jennifer Story 
5430 LBJ Freeway, Suite 600 

Dallas, TX 75240-2601 

Check If to be sent notices and communications 
Namt;l and address 
Sarah Stojak 
5430 LBJ Freeway, Suite 600 

Dallas, TX 75240-2601 

972-855-9951 

CAF No. 
PTIN --------··································- -----
Telephone No. ----------�I�=�-�?:���? ........... . 

Fax No. 214·550-5659 

Check if new: Addres�·o······;:�j�-ph��-;;-N·�:·rr-···-·Fa�No. 0 
CAF No. 
PTIN --------------------······----------·-·········· 
Telephone No. ----- - - - - - - -�I�=�-��:�?f.�---------

Fax No. 214-550-9209 

_C_h_ec_k_l_f_to_b_e_s_e_n..:.t_no_t_ic_e_s_a_n_d_c_o_m_m_u_n_lc_a_tl_o_n_s _______ �0=--+-C_h_e_c_k_lf_n_e_w....c:..:.A_d-'d-'-re'-'s-'-;·-""q·-··;:cl;ph��;-r;i�:tr·
·······Fa;No. 0 

Name and address CAF No. 
PTIN ------------------·········----------------------
Telephone No. ----------------------------------------
Fax No. 

Check If new: Addres�"[]·
···--;:�i�ph-��-�-N��-Ef······--F��No. 0 

to represent the taxpayer before the Internal Revenue Servica for the following matters: 
3 Matters 

Description of MaUer Oncome, Employment, Payroll, Excise, Estate, Gift, Whistleblower, Tax Form Number Year(s) or Perlod(s} Of applicable) 
I Practitioner Discipline, PlR, FOIA, Civil Penally, etc.) (see Instructions for line 3} (1 040, 941. 720, etc.) (if applicable) (see instructions for line 3) -
Income Tax, Employment, Excise, Civil Penalty 1 1 20, 990, 990-T, 31 1 5, 941, 720 1 99909-201609 

4 Specific use not recorded on Centralized Authorization File (CAF). If the power of attorney Is for a specific use not recorded on CAF, 
check this box. See the Instructions for Une 4. Specific Uses Not Recorded on CAF ,._ 0 

5 Acts authorized, Unless otherwise provided below, the representatives generally are authorized to receive and Inspect confidential tax 
Information and to perform any and all acts that I can perform with respect to the tax matters described on line 3, for example, the authority to 
sign any agreements, consents, or other documents. The reprasentative(s), however, Is (are) not authorized to receive or negotiate any 
amounts paid to the client In connection with this representation Oncluding refunds by either electronic means or paper checks). Additionally, 
unless the appropriate box(es) below are checked, the representative(s) is (are) not authorized to execute a request for disclosure of tax returns 
or return Information to a third party, substitute another representative or add additional representatives, or sign certain tax returns. 
0 Disclosure to third parties; 0 Substitute or add representative(s); 0 Signing a return; 

0 Other acts authorized; --------------------------------------
---------------------------------�--(see Instructions for more information) 

Exceptions. An unenrolled return preparer cannot sign any document for a taxpayer and may only represent taxpayers In limited situations. 
An enrolled actuary may only represent taxpayers to the extent provided in section 1 0.3{d) of Treasury Department Circular No. 230 (Circular 
230). An enrolled retirement plan agent may only represent taxpayers to the extent provided In section 10.3(e) of Circular 230. A registered tax 
return preparer may only represent taxpayers to the extent provided In section 10.3(Q of Circular 230. See the line 5 instructions for restrictions 
on tax matters partners. In most cases, the student practitioner's (level k) authority is limited {for example, they may only practice under the 
supervision of another practitioner). 
List any specific deletions to the acts otherwise authorized In this power of attorney: ·-·---------------·················-----------------------········· 

For Privacy Act and Paperwork Reduction Act Notice, see the instructions. Cat. No. 11980J Form 2848 (Rev. 3-2012) 
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Form 2646 (Rev. 3·2012) Paga 2 
6 Retention/revocation of prior power(s) of attorney. The filing of this power of attorney automatically revokes all earlier power(s) of 

attorney on file with the Internal Revenue Service for the same matters and years or periods covered by this document. If you do not want 1\71 
to revoke a prior power of attorney, check here . . . . . . . . . . . . . . . . . . • . . . . . . . IJJoo- /"' 
YOU MUST ATTACH A COPY OF ANY POWER OF ATTORNEY YOU WANT TO REMAIN IN EFFECT. 

7 Signature of taxpayer. If a tax matter concerns a year In which a joint return was filed, the husband and wife must each file a separate power 
of attorney even if the same representative(s) Is (are) being appointed. If signed by a corporate officer, partner, guardian, tax matters partner, 
executor, receiver, administrator, or trustee on behalf of the taxpayer, I certify that I have the authority to execute this form on behalf of the 
taxpayer. 

Pa�.M.f.Q.Q.Q�!.� ... --.--.. --.. -................. _______ , ................ _ ........................... -.. . 

D D D D D 
Print Name PIN Number Print name of taxpayer from line 1 If other than individual 

1@111 Declaration of Representative 
Under penalties of perjury, I declare that: 

• I am not currently under suspension or disbarment from practice before the Internal Revenue Service; 

• I am aware of regulations contained in Circular 230 (31 CFR, Part 1 0), as amended, concerning practice before the Internal Revenue Service; 

• I am authorized to represent the taxpayer Identified in Pari I lor the matter(s) specified there; and 
• I am one of the following: 

a Attorney-a member In good standing of the bar of the highest court of the jurisdiction shown below. 

b Certified Pubfic Accountant-duly qualified to practice as a certified public accountant In the jurisdiction shown below. 

c Enrolled Agent -enrolled as an agent under the requirements of Circular 230. 

{ d Officer-a bona fide officer of the taxpayer's organization. 

\.. e Full-Time Employee-a full-time employee of the taxpayer. 

( 

f Family Member-a member of the taxpayer's Immediate family (for example, spouse, parent, child, grandparent, grandchild, step-parent, step
child, brother, or sister). 

g Enrolled Actuary-enrolled as an actuary by the Joint Board for the Enrollment of Actuaries under 29 U.S. C. 1242 (the authority to practice before 
the Internal Revenue Service Is limited by section 1 0.3(d) of Circular 230). 

h Unenrolied Return Preparer-Your authority to practice before the Internal Revenue Service is limited. You must have been eligible to sign the 
return under examination and have signed the return. See Notice 201 1-6 and Special rules for registered tax return preparers and unenrolled 
return preparers in the Instructions. 

Registered Tax Return Preparer-reglstered as a tax return preparer under the requirements of section 10.4 of Circular 230. Your authority to 
practice before the Internal Revenue Service is limited. You must have been eligible to sign the return under examination and have signed the 
return. See Not! co 2011-6 and Special rules for registered tax return preparers and unenrolled return preparers ln the instructions. 

k Student Attorney or CPA-receives permission to practice before the IRS by virtue of his/her status as a law, business, or accounting student 
working In LITC or STCP under section 1 0. 7(d) of Circular 230. See instructions for Part II for additional information and requirements. 

r Enrolled Retirement Plan Agent-enrolled as a retirement plan agent under the requirements of Circular 230 (the authority to practice before the 
Internal Revenue Service Is limited by section 10.3(e)) . 
.._ IF THIS DECLARATION OF REPRESENTATIVE IS NOT SIGNED AND DATED, THE POWER OF ATTORNEY WILL BE 
RETURNED. REPRESENTATIVES MUST SIGN IN THE ORDER LISTED IN LINE 2 ABOVE. See the Instructions for Part 11. 

Note: For designations d-f, enter your title, position, or relationship to the taxpayer In the 'Licensing jurisdiction" column. See the Instructions for Part II 
for more information. 

Designation
Insert above 

letter {a-r) 

Licensing jurisdiction 
(state) or other 

&censing authority 
Qf applicable) 

e Director Inc. Tax 

e Mana er Inc. Tax 

Bar, license, certification, 
registration, or enrollment 

number Of applicable). 
See instructions lor Part ll for 

more information. 

Signature Date 

Form 2848 (Rev. 3-2012) 



Form 2848 Power of Attorney 
OMB No. 1 545-0150 

For IRS Use Only 
(Rev. July 2014) 
Department of the Treasury 

and Declaration of Representative Received by: 

Internal Revenue Service ,... Information about Form 2848 and its instructions is at www.irs. ov!form2848. Name 

Power of Attorney Telephone ___ _ 

Caution: A separate Form 2848 must be completed for each taxpayer. Form 2848 will not be honored 
for any purpose other than representation before the IRS. 

Function ____ _ 

Date I I 
Taxpayer information. Taxpayer must sign and date this form on page 2, line 7. 

Taxpayer name and address Taxpayer identification number(s) 
Atmos Energy Corporation, lnc.and Subsidiaries 
5430 LBJ Freeway, Suite 600 75-1743247 

Dallas, TX 75240-2601 Daytime telephone number Plan number (if applicable) 

hereby appoints the following representative(s} as attorney(s}-in-fact: 
2 Representative(s) must sign and date this form on page 2, Part I I . 

Name and address 
Danielle Renfro 
5430 LBJ Freeway, Suite 600 
Dallas, TX 75240-2601 

Check if to be sent copies of notices and communications 

Name and address 
Julie Formanek 
5430 LBJ Freeway , Ste 600 
Dallas, TX 75240-2601 

Check if to be sent copies of notices and communications 

Name and address 
D 

(Note. IRS sends notices and communications to only two representatives.) 
Name and address 

(Note. IRS sends notices and communications to only two representatives.) 

972-855-9746 

CAF No. 
PTIN 
Telephone No. ------------�-�?!�-��---�!-�? ___________ _ 
Fax No. 214-550-5717 

Check if new: Addres�T::r··--:r;;j;pt,-�;.;�-N��"[j----------F�-No. 
0 

CAF No. ________________ ?_��-�:�.7..���-�----------------
PTIN -----------------------------------------------------

Telephone No. ------------�.7..?!�-��:-�!i�------------
Fax No. 214-550-5714 

Check if new: Addres�"[j""""""T;;j�-ph-��-�-N��-rr·-------F�-No. 0 
CAF No. 
PTIN 
Telephone No. ----------------------------------------· 

Fax No. 
Check if new: Addres�-D-----T�l�-ph-��-�-N��-0----------F�No. 0 

CAF No. 
PTIN -----------------------------------------------------Telephone No. ----------------------------------------· 

Fax No. 
Check if new: Addres�-0----

--T�l�-ph�;.;�-N��-0----------F�-No. 
0 

to represent the taxpayer before the Internal Revenue Service and perform the following acts: 
3 Acts authorized (you are required to complete this line 3). With the exception of the acts described in line 5b, I authorize my representative(s) to receive and 

inspect my. confidential tax infonnation and to perform acts that I can perfonn with respect to the tax matters described below. For example, my representative(s) 
shall have the authority to sign any agreements, consents, or similar documents (see instructions for line 5a for authorizing a representative to sign a return). 

Description of Matter Qncome, Employment, Payroll, Excise, Estate, Gift, Whistleblower, Tax Form Number Year(s) or Period(s} (if applicable} Practitioner Discipline, PLR, FOIA, Civil Penalty, Sec. 5000A Shared Responsibility 
Payment, Sec. 4980H Shared Responsibility Payment, etc.) (see instructions) (1 040, 941 , 720, etc.) (if applicable) (see instructions) 

Employment, Pavroll F940, 941,941C, 941X 200609-201 609 

Civil Penalties 
- na 200609-201 609 

4 Specific use not recorded on Centralized Authorization File (CAF). If the power of attorney is for a specific use not recorded on CAF, 
check this box. See the instructions for Line 4. Specific Use Not Recorded on CAF . .,_ 0 

Sa Additional acts authorized. In addition to the acts listed on line 3 above, I authorize my representative(s} to perform the following acts (see 
instructions for line 5a for more information): 
0 Authorize disclosure to third parties; 0 Substitute or add representative(s); 0 Sign a return; 

. 0 Other acts authorized: ----=-----------�----------------------------------------------------

For Privacy Act and Paperwork Reduction Act Notice, see the instructions. Cat. No. 1 1980J Form 2848 (Rev. 7-201 4) 



Form 2848 (Rev. 7-2014) Page 2 
b Specific acts not authorized. My representative(s) is (are) not authorized to endorse or otherwise negotiate any check (including directing or 

accepting payment by any means, electronic or otherwise, into an account owned or controlled by the representative(s) or any firm or other 
entity with whom the representative(s) is (are) associated) issued by the government in respect of a federal tax liability. 
List any specific deletions to the acts otherwise authorized in this power of attorney (see instructions for line 5b): -

-
-------------------

------
-
--------

6 Retention/revocation of prior power(s) of attorney. The filing of this power of attorney automatically revokes all earlier power(s) of 
attorney on file with the Internal Revenue Service for the same matters and years or periods covered by this document. If you do not want 
to revoke a prior power of attorney, check here • . � D 
YOU MUST ATTACH A COPY OF ANY POWER OF ATTORNEY YOU WANT TO REMAIN IN EFFECT. 

7 Signature of taxpayer. If a tax matter concerns a year in which a joint return was filed, each spouse must file a separate power of attorney 
even if they are appointing the same representative(s). If signed by a corporate officer, partner, guardian, tax matters partner, executor, 
receiver, administrator, or trustee on behalf of the taxpayer, I certify that I have the authority to execute this form on behalf of the taxpayer. 

� IF NOT COMPLETED, SIGNED, AND DATED, THE IRS WILL RETURN THIS POWER OF ATTORNEY TO THE TAXPAYER. 

� � _______________ __L/7._/!.�--- VP TAX 

Signature 
Pace McDonald 

Date Title (if applicable) 
�!�������f!Y_�!'�P���-t���!-�1!�·��-�-�'!-��j����!��----------· 

Print Name Print name of tax ayer from line 1 if other than individual 
Declaration of Representative 

Under penalties of perjury, by my signature below I declare that: 
• I am not currently suspended or disbarred from practice before the Internal Revenue Service; 
• I am subject to regulations contained in Circular 230 (31 CFR, Subtitle A, Part 1 0), as amended, governing practice before the Internal Revenue Service; 
• I am authorized to represent the taxpayer identified in Part I for the matter(s) specified there; and 
• I am one of the following: 

a Attorney-a member in good standing of the bar of the highest court of the jurisdiction shown below. 
b Certified Public Accountant-duly qualified to practice as a certified public accountant in the jurisdiction shown below. 
c Enrolled Agent-enrolled as an agent by the Internal Revenue Service per the requirements of Circular 230. 
d Officer-a bona fide officer of the taxpayer organization. 
e Full-Time Employee- a  full-time employee of the taxpayer. 
f Family Member-a member of the taxpayer's immediate family (for example, spouse, parent, child, grandparent, grandchild, step-parent, step

child, brother, or sister). 
g Enrolled Actuary-enrolled as an actuary by the Joint Board for the Enrollment of Actuaries under 29 U.S.C. 1 242 (the authority to practice before 

the Internal Revenue Service is limited by section 1 0.3(d) of Circular 230). 
h Unenrolled Return Preparer-Your authority to practice before the Internal Revenue Service is limited. You must have been eligible to sign the 

return under examination and have prepared and signed the return. See Notice 201 1-6 and Special rules for registered tax return preparers 
and unenrolled return preparers in the instructions (PTIN required for designation h). ' 

Registered Tax Return Preparer-registered as a tax return preparer under the requirements of section 1 0.4 of Circular 230. Your authority to 
practice before the Internal Revenue Service is limited. You must have been eligible to sign the return under examination and have prepared and 
signed the return. See Notice 201 1-6 and Special rules for registered tax return preparers and unenrolled return preparers in the 
instructions (PTIN required for designation i). 

k Student Attorney or CPA-receives permission to represent taxpayers before the IRS by virtue of his/her status as a law, business, or accounting 
student working in an LITC or STCP. See instructions for Part I I  for additional information and requirements. 

r Enrolled Retirement Plan Agent-enrolled as a retirement plan agent under the requirements of Circular 230 (the authority to practice before the 
Internal Revenue Service is limited by section 1 0.3{e)). 
� IF THIS DECLARATION O F  REPRESENTATIVE IS NOT COMPLETED, SIGNED, AND DATED, THE IRS WILL RETURN THE 
POWER OF ATTORNEY. REPRESENTATIVES MUST SIGN IN THE ORDER LISTED IN PART I, LINE 2. See the instructions for 
Part I I.  

Note. For designations d-f, enter your title, position, or relationship to the taxpayer in the " Licensing jurisdiction " column. See the instructions for Part I I  
for more information. 

Licensing jurisdiction Bar, license, certification, 
Designation-

(state) or other registration, or enrollment 
Insert above 

licensing authority number (if applicable). Signature Date 
letter (a-r) 

(if applicable) See instructions for Part II for -
more information. 

e Mqr Pavroll rlJPAu.i� �� ' (1/J(' 
�� 
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Form 2848 Power of Attorney 
OMS No. 1 54§-0150 

For IRS Use Only 
Received by: and Declaration of Representative 

,... Information about Form 2848 and its instructions is at www.irs. ov/form2848. Name 
Power of Attorney Telephone ___ _ 

Caution: A separate Form 2848 must be completed for each taxpayer. Form 2848 will not be honored 
for any purpose other than representation before the IRS. 

Function ____ _ 

Date 
Taxpayer information. Taxpayer must sign and date this form on page 2, line 7. 

Taxpayer name and address Taxpayer identification number(s) 
Atmos Energy Holdings, Inc. 

75•2879833 5430 LBJ Freeway, Suite 600 
Dallas, TX 75240-2601 Daytime telephone number Plan number (if applicable} 

hereby appoints the following representative(s) as attorney(s)-in-fact: 
2 Representative(s) must sign and date this form on page 2, Part I I . 

Name and address 
Danielle Renfro 
5430 LBJ Freeway, Suite 600 
Dallas, TX 75240-2601 

Check if to be sent copies of notices and communications 

Name and address 
Julie Formanek 
5430 LBJ Freeway , Ste 600 
Dallas, TX 75240-2601 

Check if to be sent copies of notices and communications 

Name and address 
D 

(Note. IRS sends notices and communications to only two representatives.) 
Name and address 

(Note. IRS sends notices and communications to only two representatives.) 

972-855-9746 

CAF No. 
PTIN 
Telephone No. ··----------�-�?!��?:.�?.:!? ___________ _ 

Fax No. 214-550-5717 

Check if new: Addres�·o·······-r�;pi,";�-�-N;�"[:T·--------F�-No. 0 
CAF No. -------····-----?-��-�:�.?..�3.�-�------·····---·-

PTIN -----------------------------------------------------

Telephone No. ···---------�-�?!�-�?:.�?��------------
Fax No. 214-550-5714 

Check if new: Addres�·o·····:r�l;pi,";�-�-N��"[j"·-----·--F�-No. 
0 

CAF No. 
PTIN ··-·----------·----------·----------·--------·------· 

Telephone No. --------------------------�-------------· 

Fax No. 
Check if new: Addres�·o·····:r-�1�-ph��-�-N;�·o··-----···F�-No. 0 

CAF No. 
PTIN --···--------··----------·----------·----------------
Telephone No. ···-···----····-------··----------------· Fax No. 

Check if new: Addres�·o···
---T-�1�-ph;;:;�-N��-E:i----------F�-No. 0 

to represent the taxpayer before the Internal Revenue Service and perform the following acts: 
3 Acts authorized (you are required to complete this line 3). With the exception of the acts described in line 5b, I authorize my representative(s) to receive and 

inspect my confidential tax information and to perform acts that I can perform with respect to the tax matters described below. For example, my representative(s) 
shall have the authority to sign any agreements, consents, or similar documents (see instructions for line 5a for authorizing a representative to sign a return). 

Description of Matter (Income, Employment, Payroll, Excise, Estate, Gift, Whistleblower, Tax Form Number Year(s) or Period(s) Qf applicable) 
Practitioner Discipline, PLR, FOIA, Civil Penalty, Sec. 5000A Shared Responsibility 

(1 040, 941 , 720, etc.) Qf applicable} (see instructions) 
Payment, Sec. 4980H Shared Responsibility Payment, etc.) (see instructions) 

Employment, Payroll F940 941,941C, 941X 200609-201609 

Civil Penalties na 200609-201609 

4 Specific use not recorded on Centralized Authorization File (CAF). If the power of attorney is for a specific use not recorded on CAF, 
check this box. See the instructions for line 4. Specific Use Not Recorded on CAF . ,... 0 

5a Additional acts authorized. In addition to the acts listed on line 3 above, I authorize my representative(s) to perform the following acts (see 
instructions for line Sa for more information): 
0 AuthOrize disclosure to third parties; 0 Substitute or add representative(s); 0 Sign a return; 

0 Other acts authorized: ------------------------------------------------------------------------------------

For Privacy Act and Paperwork Reduction Act Notice, see the instructions. Cat. No. 1 1 980J Form. 2848 (Rev. 7-201 4) 



Form 2848 (Rev. 7-2014) Page 2 

b Specific acts not authorized. My representative(s) is (are) not authorized to endorse or otherwise negotiate any check (including directing or 
accepting payment by any means, electronic or otherwise, into an account owned or controlled by the representative(s) or any firm or other 
entity with whom the representative(s) is (are) associated) issued by the government in respect of a federal tax liability. 
List any specific deletions to the acts otherwise authorized in this power of attorney (see instructions for line 5b): ------------------------------------

6 Retention/revocation of prior power(s) of attorney. The filing of this power of attorney automatically revokes all earlier power(s) of 
attorney on file with the Internal Revenue Service for the same matters and years or periods covered by this document. If you do not want 
to revoke a prior power of attorney, check here . ' . .,.. D 
YOU MUST ATTACH A COPY OF ANY POWER OF ATTORNEY YOU WANT TO REMAIN IN EFFECT. 

7 Signature of taxpayer. If a tax matter concerns a year in which a joint return was filed, each spouse must file a separate power of attorney 
even if they are appointing the same representative(s). If signed by a corporate officer, partner, guardian, tax matters partner, executor, 
receiver, administrator, or trustee on behalf of the taxpayer, I certify that I have the authority to execute this form on behalf of the taxpayer. 

� IF NOT COMPLETED, SIGNED, AND DATED, THE IRS WILL RETURN THIS POWER OF ATTORNEY TO THE TAXPAYER. 
----

__ L __ (_�J!.�. VP TAX 

Signature 
Pace McDonald 

Print Name 

Date Title (if applicable) 

�!�_t?:;_��':��Y-���-���-!;!:;!.��!:�-----------------------------------· 
Print name of tax ayer from line 1 if other than individual 

Declaration of Representative 
Under penalties of perjury, by my signature below I declare that: 

• I am not currently suspended or disbarred from practice before the Internal Revenue Service; . 
• I am subject to regulations contained in Circular 230 (31 CFR, Subtitle A, Part 1 0), as amended, governing practice before the Internal Revenue Service; 
• I am authorized to represent the taxpayer identified in Part I for the matter(s) specified there; and 
• I am one of the following: 

a Attorney-a member in good standing of the bar of the highest court of the jurisdiction shown below. 
b Certified Public Accountant-duly qualified to practice as a certified public accountant in the jurisdiction shown below. 
c Enrolled Agent-enrolled as an agent by the Internal Revenue Service per the requirements of Circular 230. 
d Officer-a bona fide officer of the taxpayer organization. 
e Full-Time Employee-a full-time employee of the taxpayer. 
f Family Member-a member of the taxpayer's immediate family (for example, spouse, parent, child, grandparent, grandchild, step-parent, step

child, brother, or sister). 
g Enrolled Actuary-enrolled as an actuary by the Joint Board for the Enrollment of Actuaries under 29 U.S.C. 1242 (the authority to practice before 

the Internal Revenue Service is limited by section 1 0.3(d) of Circular 230). 
h Unenrolled Return Preparer-Your authority to practice before the Internal Revenue Service is limited. You must have been eligible to sign the 

· return under examination and have prepared and signed the return. See Notice 201 1-6 and Special rules for registered tax return preparers 
and unenrolled return preparers in the instructions (PTIN required for designation h). 

· 

Registered Tax Return Preparer-registered as a tax return preparer under the requirements of section 1 0.4 of Circular 230. Your authority to 
practice before the Internal Revenue Service is limited. You must have been eligible to sign the return under examination and have prepared and 
signed the return. See Notice 201 1 -6 and Special rules for registered tax return p'reparers and unenrolled return preparers in the 
instructions (PTIN required for designation i). 

k Student Attorney or CPA-receives permission to represent taxpayers before the IRS by virtue of his/her status as a law, business, or accounting 
student working in an LITC or STCP. See instructions for Part II for additional information and requirements. 

r Enrolled Retirement Plan Agent-enrolled as a retirement plan agent under the requirements of Circular 230 (the authority to practice before the 
Internal Revenue Service is limited by section 1 0.3(e)). 
� IF THIS DECLARATION OF REPRESENTATIVE IS NOT COMPLETED, SIGNED, AND DATED, THE IRS WILL RETURN THE 
POWER O F  ATTORNEY. REPRESENTATIVES MUST SIGN IN THE ORDER LISTED IN PART I,  LINE 2. See the instructions for 
Part II. 

Note. For designations d-f, enter your title, position, or relationship to the taxpayer in the "Licensing jurisdiction" column. See the instructions for Part II  
for more information. 

Licensing jurisdiction Bar, license, certification, 
Designation-

(state) or other registration, or enrollment 
Insert above 

licensing authority number (if applicable). Signature Date 
letter (a-r) 

(if applicable) See instructions for Part II for 
more information. 

e Mqr Payroll �), �D � o � 1 /'1 }  I ·- ( 
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State of Tennessee 
Department of Labor and Workforce Development 

Employer Services Unit 
220 French Landing D rive, Floor 3-B 

Nashville, Tennessee 37243- 1002 

DECLARATION OF R EPRESENTATIVE 

This is to certify that (Representative): Automatic Data Processing, I nc. 

Located at: 400 West Covina Blve 

City: San Dimas State: CA Zip Code: _9_1_7_7--"3 ______ _ 

Phone: (866) 467-0523 Fax: (909) 394-821 7  

is authorized to represent (Employer): Atmos Energy Holding,..::s..L., ..:..:.l n..:..:.c::c:. ____________ _ 

Employer's Federal Employer Identification Number: 

Employer's Tennessee Employer Account Number: 

752879833 

0551 6690 

Applied For D 

Applied For D 

before the Tennessee Department of Labor and Workforce Development (TDL WD) for the item(s) checked below: 

� u 
for completing and filing 

quarterly Premium and Wage Reports 
for benefit charge management* 

*Benefit Charge Management includes receiving and responding to any time sensitive request(s) for separation information and 
notice(s) of claim filed and, responding to any summary of benefits charged. It also includes representation for the purpose of 
filing appeals and appearance in connection with those appeals before Appeal Boards of the TDLWD. 

Summaries of benefits charged are mailed to the primary address of record. 

This authorization supersedes all similar authorizations. This form also authorizes the IDL WD to, in accordance with 
applicable law, release to the Representative any documentation relating to the Employer's account that it could release to the 
Employer. 

Employer Name: Atmos Energy Ho19ings, I nc. 

Trade Name: Atmos Energy Holdings, I nc. 

Mailing Address: PO Box Box 650205 

Dallas, TX 75265-0205 
Required: tJI/J-IJ , 

Authorized Employer Signat� f�A.A__ 
Print Name of Signer: '?6�( e_ Nl {_ bDv\4.. 1 d . 

Return to: Tennessee Department of Labor and Workforce Development 
Employer Services Unit 
220 French Landing Drive, Floor 3-B 

Nashville, TN 37243 

LB-0927 (Rev. 07-1 4) 

Date: 0 1 /0 1 /1 5 

Title: ---"--v----'P.__�_:D-+--o...."'-"><.....__ __ 

Phone: 615-741-2486 

Fax: 615-741-7214 · 

RDA 1 559 



·. 

State of Tennessee 
Department of Labor and Workforce Development 

Employer Services Unit 
220 French Landing Drive, Floor 3-B 

Nashville, Tennessee 37243-1 002 

DECLARATION OF REPRESENTATIVE 

This is to certifY that (Representative): Automatic Data Processing, I nc. 

Located at: 400 West Covina Blve 

State: CA City: San Dimas Zip Code: 9 1 773 ----------------------

Phone: (866) 467-0523 Fax: (909) 394-82 1 7  

is authorized to represent (Employer) : Atmos Enem"'"y"-----'C=-o=--=r.J.:pc...:o""r�a=ti-=-o-'--'n _________________ _ 

Employer's Federal Employer Identificatior1 Number: 

Employer's Tennessee Employer Account Number: 

75 1 743247 

04556994 

Applied For D 

Applied For D 

before the Tennessee Department of Labor and Workforce Development (TDL WD) for the item(s) checked below: 

for benefit charge management* 

*Benefit Charge Management includes receiving and responding to any time sensitive request(s) for separation information and 
notice(s) of claim filed and, responding to any summary of benefits charged. It also includes representation for the purpose of 
filing appeals and appearance in connection with those appeals before Appeal Boards ofthe IDLWD. 

Summaries of benefits charged are mailed to the primary address of record. 

This authorization supersedes all similar authorizations. This form also authorizes the IDL WD to, in accordance with 
applicable law, release to the Representative any documentation relating to the Employer's account that it could release to the 
Employer. 

Employer Name: Atmos Energy Corporation 

Trade Name: U nited Cities Gas Co 

Mailing Address: PO Box Box 650205 

Dallas, TX 75265-0205 
Required: 

,, IJ�·lll f7 
Authorized Employer Sign� f t�� 
Print Name of Signer: 2t1--LC.. /1'l t.}) CN\. .?L l c:L 

Return to: Tennessee Department of Labor and Workforce Development 
Employer Services Unit 
220 French Landing Drive, Floor 3-B 
Nashville, TN 3 7243 

LB-0927 (Rev. 07-14) 

Date: 0 1 /0 1 /1 5 

Title: VP � \ g,_ X. 

Phone: 6 1 5-741 -2486 

Fax: 6 1 5-741-7214 

ADA 1559 




