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If you have any questions about this filing, please contact me.

Submitted By:

Mark R. Hutchinson
Wilson, Hutchinson and Littlepage
611 Frederica St.
Owensboro, KY 42301
270 926 5011
randy@whplawfirm.com
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

IN THE MATTER OF:

Application of Atmos Energy Corporation )
for an Adjustment of Rates ) Case No. 2015-0343
and Tariff Modifications )

APPLICATION FOR AN ADJUSTMENT OF RATES
AND TARIFF MODIFICATIONS

1. Atmos Energy Corporation ("Atmos Energy"), by counsel, pursuant to

KRS 278.180, KRS 278.190) 807 KAR 5:001(14) and (16) and 807 KAR 5:011

submits the attached revised tariffs and proposes that certain gas rates and

revised tariff provisions for its Kentucky Division become effective on December

23, 2015. This Application and the attached supporting exhibits contain the facts

on which the relief being requested is based, a request for the relief sought and

references to the particular provisions of law requiring or providing for the relief

sought as specified in 807 KAR 5:001. Correspondence and communications

with respect to this Application should be directed to:

Mark A. Martin,
Atmos Energy Corporation,
3275 Highland Pointe Drive)
Owensboro, Kentucky
(270) 685-8024 Ph
(270) 685-8052 fax

(Mark.Martin@atmosenergy.com)

Mark R. Hutchinson,
Wilson, Hutchinson &Littlepage,
611 Frederica Street,
Owensboro, Kentucky 42301
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270 926 5011 Ph
(270) 926-9394 fax
(randy@whplawfirm.com)

And

John N. Hughes
124 W. Todd St.
Frankfort, KY 40601
(502) 227 7270 Ph
Unhughes@johnnhughespsc.com)

2. Atmos Energy is a utility as defined by KRS 278.010 (3)(b) and

is subject to the jurisdiction of the Public Service Commission

("Commission"), pursuant to KRS 278.040. Atmos Energy delivers natural gas

to approximately three million residential) commercial) industrial and public-

authority customers in eight states. It has six gas utility operating divisions.

They are located in Denver, Colorado (Colorado Kansas Division); Baton

Rouge, Louisiana (Louisiana division); Jackson, Mississippi (Mississippi

Division); Lubbock, Texas (West Texas Division); Dallas, Texas (Mid-Tex

Division); and Franklin, Tennessee (Kentucky/Mid-States Division).

3. The President of the Atmas Energy Kentucky/Mid-States Division

is J. Kevin Akers. The Vice President - Rates and Regulatory Affairs for the

Kentucky/Mid-States Division is Mark Martin. Atmas Energy's corporate office

address is:

Atmos Energy Corporation
5430 LBJ Freeway
1800 Three Lincoln Centre
Dallas, TX 75240·
P.O. Box 650205
Dallas) Texas 75265-0205
www.atmosenergy.com
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Atmos Enerqy' s Kentucky/Mid-States Division office location is:

3275 Highland Pointe Dr.
Owensboro, KY 42303
270 685 8000 Ph.
(270) 689-2076 fax
(Mark.Martin@Atmosenergy.com)

4. Atmos Energy was initially incorporated in Texas on February 6,

1981 and in Virginia on July 21, 1997. Its articles of incorporation were filed in

Case No. 2013-00148. Applicant attests that it is a foreign corporation in good

standing to operate in Kentucky. Atmos Energy does not operate under an

assumed name in Kentucky.

5. Atmos Energy serves approximately 174,700 customers in central

and western Kentucky. The customer base includes residential, commercial

and industrial customers. Residential class customers account for the vast

majority of meters at approximately 155,400. Atmos Energy's natural gas

deliveries totaled 48.6 Bcf during the 12-month period ending September, 2015.

6. Atmos Energy's Annual Reports including the 2014 report are on file

with the Commission as required by 807 KAR 5:006§4(1 and 2).

7. Notice of Intent to file a rate application was delivered to the Executive

Director and the Attorney General on October 19, 2015. A copy of that notice is

filed as FR 16(2)(c) in Volume 3.

8. In this Application, Atmos Energy proposes rates that will result in

an overall approximate increase in the amount of $3.3 million annually or 1.98°~

with increases of approximately $1,958,550 or 2.04% for residential consumers,

and $721 ,544 or 1.53% for commercial and public authority consumers, and

3



approximately $606, 115 or 2.76% for industrial and transportation consumers.

Charges from other gas revenue will increase $21,437 or 1.11%. The average

monthly bill for residential consumers will increase approximately $1.05 or 2.04%.

The average monthly bill for commercial and public authority consumers will

increase approximately $3.19 or 1.53%. The average monthly bill for industrial and

transportation customers will increase approximately $121.71 or 2.76%. The actual

increases by amount and percentage for each customer class are listed in the

schedule attached as FR 17(4)(a)(b) and (c) in Volume 9.

9. Pursuant to KRS 278.192(1), this filing is based upon a fully

forecasted test year using a base period of March 1) 2015 through February, 29,

2016 and a forecasted period of June 1,2016 through May 31) 2017. As required

by KRS 278.192(2), within 45 days after the end of base period) the actual results

for the estimated months will be filed.

10. The reasons for the proposed rate adjustment are declining return on

equity and inadequate revenue to continue to provide the quality of service required

by the Commission and demanded by our customers. Revised rates are necessary

to allow Atmos Energy the opportunity to recover its reasonable operating costs

and to earn a reasonable return on its investment. The rate increase is needed to

provide sufficient revenue for Atmos Energy to maintain its facilities and provide

the level of service mandated by the Commission and the public. This revenue is

also necessary for the attraction of additional capital. The existing rates are

inadequate for these purposes and thus fail to meet the fair, just and reasonable

standard. A more detailed explanation of the need for the rate adjustment is

provided in the testimony filed as FR 16(7)(a), Volumes 1,2 and 3.
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11. In addition to the adjustment of distribution rates, Atmos Energy is

proposing certain rate design features which remove avoidable uncertainties for

customers, shareholders and regulators inherent to our traditional rate

structures. Atmos Energy's tariff and rate design proposals are as follows:

1) Maintain the general balance of fixed and variable elements in our

distribution rates to reflect the underlying cost characteristics of our

service; and better align the interests of the Company and customers.

2) Update the Company's Research & Development Rider (R&D) unit

charge.

3) Update the time period used to weather normalize revenues and with

the Company's Weather Normalization Adjustment (WNA) Rider.

4) Incorporate certain revisions into our transportation tariffs.

5) Update the term period for Economic Development Rider (EDR)

contracts.

12. Atmos Energy is providing notice of this filing to its customers and

interested parties by publication in newspapers of general circulation and

posting in each of Atmos Energy local offices for public inspection as well as

posting on its website. A copy of the notice is in contained in FR 17 (1 )(a-c)

Volume 9.

13. Atmos Energy requests that the Commission allow the proposed

rate changes to take effect without delay.

14. Atmos Energy also requests a deviation pursuant to 807 KAR

5:006(22) from any rule, regulation or other requirement that might otherwise

delay or impede the review and approval of this Application.
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15. All filing requirements (FR) of 807 KAR 5:001 are listed in the table

attached to this application.

16. Based on the information provided and in compliance with all filing

requirements of KRS Chapter 278 and 807 KAR 5:001, Atmos Energy requests

that the Commission issue an order approving the proposed rates and the

proposed tariff revisions and granting all other appropriate relief.

Submitted by:

Mark R. Hutchinson
Wilson, Hutchinson & Littlepage
611 Frederica st
Owensboro, KY 42303
270 926 5011 Ph.
(270) 926-9394 fax

r ndY@Aawfirmot

J hn N. Hughes
24 West Todd reet

Frankfort, KY 40601
502 227 7270
jnhughes@johnnhughespsc.com

Attorneys for Atmos Energy Corporation

CERTIFICATE
In accordance with the requirements of 807 KAR 5:001, I certify that this electronic
filing is a true and accurate copy of the documents to be filed in paper medium; that
the electronic filing has been transmitted to the Commission on November 23, 2015;
that an original of the filing will be delivered to the Commission within two days of
November 23, 2015; and that no party has bee excused from p rtizon by
electronic means. /l.. A
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Law/Regulation Filing Requirement Witness Volume No.
Section 16(7)(a) Prepared testimony of each witness supporting its Martin, McDonald 1,2,3

application including testimony from chief officer in charge Raab, Schneider,
of Kentucky operations on the existing programs to Smith, Vander
achieve improvements in efficiency and productivity, Weide, Waller,
including an explanation of the purpose of the program; Watson

Section 14(2) If a corporation, identify the state that applicant is Martin 3
incorporated, attest that it is currently in good standing in
the state it is organized and if not a Kentucky corporation
attest that it is authorized to do business in Kentucky.

Section 16(1)(b)(1) A statement of the reason the adjustment is required. Martin 3
Section 16(1)(b)(2) A certified copy of a certificate of assumed name as Martin 3

required by KRS 365.015 or a statement that such a
certificate is not necessary.

Section 16(1)(b)(3) The proposed tariff in form complying with 807 KAR 5:011 Martin 3
with an effective date not less than thirty (30) days from
the date the application is filed.

Section 16(1)(b)(4) Proposed tariff changes shown either by providing present Martin 3
and proposed tariffs in comparative form or indicating
additions by italicized inserts or underscoring and striking
over deletions in a copy of the current tariff.

Section 16(1)(b)(5) A statement that customer notice has been given in Martin 3
compliance with Section 17 with a copy of the notice.

Section 16(2)(a)-(c) Notice of intent. A utility with gross annual revenues Martin 3
greater than $5,000,000 shall notify the commission in
writing of intent to file a rate application at least thirty (30)
days, but not more than sixty (60) days, prior to filing its
application.
(a) The notice of intent shall state if the rate application

will be supported by a historical test period or a fully
forecasted test period.

(b) Upon filing the notice of intent, an application may be
made to the commission for permission to use an
abbreviated form of newspaper notice of proposed
rate increases provided the notice includes a coupon
that may be used to obtain a copy from the applicant
of the full schedule of increases or rate changes.

(c) The applicant shall also transmit by electronic mail a
copy of the notice in a portable document format to the
Attorney General's Office of Rate Intervention at
rateintervention@ag. ky.gov.

Section 16(6)(a) Financial data for forecasted period presented as pro forma Waller 3
adjustments to base period.

Section 16(6)(b) Forecasted adjustments shall be limited to the 12 months Waller 3
immediately following the suspension period.

Section 16(6)(c) Capitalization and net investment rate base shall be based Waller 3
on a 13 month average for the forecasted period.

Section 16(6)(f) The utility shall provide a reconciliation of the rate base Waller 3
and capital used to determine its revenue requirements.

Section 16(7)(b) Most recent capital construction budget containing at Waller 3
minimum 3 year forecast of construction expenditures

Section 16(7)(c) Complete description, which may be in pre-filed testimony Smith, Waller 3
form, of all factors used to prepare forecast period. All
econometric models, variables, assumptions, escalation
factors, contingency provisions, and changes in activity
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Law/Regulation Filing Requirement Witness Volume No.
levels shall be quantified, explained, and properly
supported;

Section 10(7)(d) Annual and monthly budget for the 12 months preceding Waller 3
filing date, base period and forecasted period;

Section 16(7)(e) Attestation signed by utility's chief officer in charge of Martin 3
Kentucky operations providing:
1. That forecast is reasonable, reliable, made in good

faith and that all basic assumptions used have been
identified and justified; and

2. That forecast contains same assumptions and
methodologies used in forecast prepared for use by
management, or an identification and explanation for
any differences; and

3. That productivity and efficiency gains are included in
the forecast;

Section 16(7)(f) For each major construction project constituting 5% or Waller 3
more of annual construction budget within 3 year forecast,
following information shall be filed:
1. Date project began or estimated starting date;
2. Estimated completion date;
3. Total estimated cost of construction by year exclusive

and inclusive of Allowance for Funds Used During
Construction C1AFUDC'l) or Interest During
Construction Credit; and

4. Most recent available total costs incurred exclusive
and inclusive of AFUDC or Interest During
Construction Credit;

Section 16(7)(g) For all construction projects constituting less than 5% of Waller 3
annual construction budget within 3 year forecast, file
aggregate of information requested in paragraph (f) 3 and
4 of this subsection;

Section 16(7)(h) Financial forecast for each of 3 forecasted years included
in capital construction budget supported by underlying
assumptions made in projecting results of operations and
including the following information:
1. Operating income statement (exclusive of dividends Smith, Waller 3

per share or earnings per share);
2. Balance sheet; Waller 3
3. Statement of cash flows; Waller 3
4. Revenue requirements necessary to support the Waller 3

forecasted rate of return;
5. Load forecast including energy and demand N/A 3

(electric);
6. Access line forecast (telephone); N/A 3
7. Mix of generation (electric); N/A 3
8. Mix of gas supply (gas); Smith 3
9. Employee level; Waller 3
10. Labor cost changes; Waller 3
11. Capital structure requirements; Waller 3
12. Rate base; Waller 3
13. Gallons of water projected to be sold (water); N/A 3
14. Customer forecast (gas, water); Smith 3
15. MCF sales forecasts (gas); Smith 3
16. Toll and access forecast of number of calls and N/A 3

number of minutes (telephone); and
17. A detailed explanation of other information N/A 3
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Law/Regulation Filing Requirement Witness Volume No.
provided, if applicable;

Section 16(7)(i) Most recent FERC or FCC audit reports; Waller 3
Section 16(7)(j) Prospectuses of most recent stock or bond offerings; Waller 4
Section 16(7)(k) Most recent FERC Form 1 (electric), FERC Form 2 (gas), Schneider 4

or the Automated Reporting Management Information
System Report (telephone) and PSC Form T (telephone);

Section 16(7)(1) The annual report to shareholders or members and the Schneider 4
statistical supplements covering the most recent two (2)
years from the application filing date;

Section 16(7)(m) Current chart of accounts if more detailed than Uniform Schneider 5
System of Accounts chart;

Section 16(7)(n) Latest 12 months of the monthly managerial reports Waller 5
providing financial results of operations in comparison to
forecast;

Section 16(7)(0) Complete monthly budget variance reports, with narrative Waller 6
explanations, for the 12 months prior to base period, each
month of base period, and subsequent months, as
available;

Section 16(7)(p) SEC's annual report for most recent 2 years, Form 10-Ks Schneider 6, 7, a
and any Form a-Ks issued during prior 2 years and any
Form 10-Qs issued during past 6 quarters;

Section 16(7)(q) Independent auditor's annual opinion report, with any Schneider a
written communication which indicates the existence of a
material weakness in internal controls;

Section 16(7)(r) Quarterly reports to the stockholders for the most recent 5 Schneider 8
quarters;

Section 16(7)(s) Summary of latest depreciation study with schedules Watson 8
itemized by major plant accounts, except that
telecommunications utilities adopting PSC's average
depreciation rates shall identify current and base period
depreciation rates used by major plant accounts. If
information has been filed in another PSC case, refer to
that case's number and style;

Section 16(7)(t) List all commercial or in-house computer software, Waller 8
programs, and models used to develop schedules and
work papers associated with application. Include each
software, program, or model; its use; identify the supplier
of each; briefly describe software, program, or model;
specifications for computer hardware and operating
system required to run program

Section 16(7)(u) If the utility had any amounts charged or allocated to it by Schneider 8
an affiliate or general or home office or paid any monies to
an affiliate or general or home office during the base
period or during the previous three (3) calendar years, the
utility shall file:
1. Detailed description of method of calculation and

amounts allocated or charged to utility by affiliate or
general or home office for each allocation or payment;

2. Method and amounts allocated during base period and
method and estimated amounts to be allocated during
forecasted test period;

3. Explain how allocator for both base and forecasted
test period was determined; and

4. All facts relied upon, including other regulatory
approval, to demonstrate that each amount charged,
allocated or paid during base period is reasonable.
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Law/Regulation
Section 16(7)(v)

Section 16(7)(w)

Section 16(8)(a)

Section 16(8)(b)

Section 16(8)(c)

Section 16(8)(d)

Section 16(8)(e)

Section 16(8)(f)

Section 16(8)(g)

Section 16(8)(h)

Section 16(8)(i)

Filing Requirement
If gas, electric or water utility with annual gross revenues
greater than $5,000,000, cost of service study based on
methodology generally accepted in industry and based on
current and reliable data from single time period;
Incumbent local exchange carriers with fewer than 50,000
access lines shall not be required to file cost of service
studies, except as specifically directed by the commission.
Local exchange carriers with more than 50,000 access
lines shall file:
1. A jurisdictional separations study consistent with 47

C.F.R. Part 36; and
2. Service specific cost studies to support the pricing of all

services that generate annual revenue greater than
$1Joao,OOO except local exchange access:

a. Based on current and reliable data from a
single time period; and

b. Using generally recognized fully allocated,
embedded, or incremental cost principles.

Jurisdictional financial summary for both base and
forecasted periods detailing how utility derived amount of
requested revenue increase;
Jurisdictional rate base summary for both base and
forecasted periods with supporting schedules which
include detailed analyses of each component of the rate
base;
Jurisdictional operating income summary for both base
and forecasted periods with supporting schedules which
provide breakdowns by major account group and by
individual account;
Summary of jurisdictional adjustments to operating income
by major account with supporting schedules for individual
adjustments and jurisdictional factors;
Jurisdictional federal and state income tax summary for
both base and forecasted periods with all supporting
schedules of the various components of jurisdictional
income taxes;
Summary schedules for both base and forecasted periods
(utility may also provide summary segregating items it
proposes to recover in rates) of organization membership
dues; initiation fees; expenditures for country club;
charitable contributions; marketing, sales, and advertising;
professional services; civic and political activities;
employee parties and outings; employee gifts; and rate
cases;
Analyses of payroll costs including schedules for wages
and salaries, employees benefits, payroll taxes straight
time and overtime hours, and executive compensation by
title;
Computation of gross revenue conversion factor for
forecasted period;
Comparative income statements (exclusive of dividends
per share or earnings per share), revenue statistics and
sales statistics for 5 calendar years prior to application
filing date, base period, forecasted period, and 2 calendar
years beyond forecast period;

10
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Raab

N/A

Waller

Waller

Smith, Waller

Smith, Waller

Waller

Waller

Waller

Waller

Schneider, Smith,
Waller

Volume No.
8

8

8

9

9

9

9

9

9

9
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Law/Regulation Filing Requirement Witness Volume No.
Section 16(8)U) Cost of capital summary for both base and forecasted Waller 9

periods with supporting schedules providing details on
each component of the capital structure

Section 16(8)(k) Comparative financial data and earnings measures for the Schneider, Waller 9
10 most recent calendar years, base period, and forecast
period;

Section 16(8)(1) Narrative description and explanation of all proposed tariff Martin 9
changes;

Section 16(8)(m) Revenue summary for both base and forecasted periods Smith 9
with supporting schedules which provide detailed billing
analyses for all customer classes; and

Section 16(8)(n) Typical bill comparison under present and proposed rates Martin 9
for all customer classes.

Section 16(10) A request for waiver of provisions of these filing Martin 9
requirements shall establish the specific reasons for the
request. The commission shall grant the request for waiver
upon good cause shown by the utility. In determining if
good cause has been shown, the commission shall
consider:
(a) If other information that the utility would provide if the

waiver is granted is sufficient to allow the commission
to effectively and efficiently review the rate application;

(b) If the information that is the subject of the waiver
request is normally maintained by the utility or
reasonably available to it from the information that it
maintains; and

(c) The expense to the utility in providing the information
that is the subject of the waiver request.

Section 17(1)(a)-(c) Notice of General Rate Adjustment. Upon filing an Martin 9
application for a general rate adjustment, a utility shall
provide notice as established in this section.
(1) Public postings.
(a) A utility shall post a sample copy of the required

notification at its place of business no later than the
date on which the application is filed.

(b) A utility that maintains a public web site shall, within
five (5) business days of filing an application, post a
copy of the public notice as well as a hyperlink to its
filed application on the commission's Web site.

(c) The information required in paragraphs (a) and (b) of
this subsection shall not be removed until the
commission issues a final decision on the
application.

Section 17(2)(b)(3) Publish notice once a week for three (3) consecutive Martin 9
weeks in a prominent manner in a newspaper of general
circulation in the utility's service area, the first publication
to be made by the date the application is filed.

Section 17(3)(b) If the notice is published, an affidavit from the publisher Martin 9
verifying the notice was published, including the dates of
the publication with an attached copy of the published
notice, shall be filed with the commission no later than
forty-five (45) days of the filed date of the application.

Section 17(4)(a)-U) Notice Requirements. Each notice shall contain the Martin 9
following information:
(a) The proposed effective date and the date the proposed

rates are expected to be filed with the Commission;
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Law/Regulation Filing Requirement Witness Volume No.
(b) The present rates and proposed rates for each

customer class to which the proposed rates will apply;
(c) The amount of the change requested in both dollar

amounts and percentage change for customer
classification to which the proposed rate change will
apply;

(d) The amount of the average usage and the effect upon
the average bill for each customer class to which the
proposed rate change will apply, except for local
exchange companies, which shall include the effect
upon the average bill for each customer class for the
proposed rate change in basic local service;

(e) A statement that a person may examine this application
at the office of (utility name) located at (utility address);

(f) A statement that a person may examine this application
at the commission's offices located at 211 Sower
Boulevard, Frankfort, Kentucky, Monday through
Friday, 8:00 a.m. to 4:30 p.rn., or through the
commission's Web site at http://psc.ky.gov;

(g) A statement that comments regarding this application
may be submitted to the Public Service Commission
through its Web site or my mail to Public Service
Commission, Post Office Box 615, Frankfort, Kentucky
40602;

(h) A statement that the rates contained in this notice are
the rates proposed by (name of utility) but that the
Public Service Commission may order rates to be
charged that differ from the proposed rates contained
in this notice;

(i) A statement that a person may submit a timely written
request for intervention to the Public Service
Commission, Post Office Box 615, Frankfort, Kentucky
40602, establishing the grounds for the request
including the status and interest of the party; and

U) A statement that if the commission does not receive a
written request for intervention within thirty (30) days of
the initial publication or mailing of the notice, the
commission may take final action on the application.
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Case No. 2015-00343
Atmos Energy Corporation, Kentucky Division

Forecasted Test Period Filing Requirements
MFR FR 16(7)(a)

Page 1 of 1

REQUEST:

Section 16. Applications for General Adjustments of Existing Rates.

(7) Each application requesting a general adjustment in rates supported by a fully
forecasted test period shall include the following or a statement explaining why
the required information does not exist and is not applicable to the utility's
application:
(a) The written testimony of each witness the utility proposes to use to

support its application} which shall include testimony from the utility's chief
officer in charge of Kentucky operations on the existing programs to
achieve improvements in efficiency and productivity, including an
explanation of the purpose of the program;

RESPONSE:

Please see the Direct Testimony of witnesses Mark Martin, Pace McDonald, Paul Raab,
Jason Schneider, Gary Smith, James Vander Weide, Greg Waller and Dane Watson.

Respondents: Mark Martin} Pace McDonald, Paul Raab, Jason Schneider, Gary Smith,
James Vander Weide, Greg Waller and Dane Watson
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BEFORE THE PUBLIC SERVICE COMMISSION

COMMONWEALTH OF KENTUCKY

APPLICATION OF ATMOS ENERGY )

)
CORPORATION FOR AN ADJUSTMENT )

)
OF RATES AND TARIFF MODIFICATIONS )

Case No. 2015-00343

1

2 Q.

3 A.

4

5

6

7 Q.

8

9 A~

10

11

12

13

14

15 Q.

16

TESTIMONY OF MARK A. MARTIN

I. INTRODUCTION

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.

My name is Mark A~ Martin. I am Vice President - Rates and Regulatory Affairs

for the Kentucky/Mid-States Division of Atmos Energy Corporation ("Atmos

Energy" or the "Company"). My business address is 3275 Highland Pointe Drive,

Owensboro, Kentucky, 42303.

PLEASE BRIEFLY DESCRIBE YOUR CURRENT RESPONSIBILITIES,

AND PROFESSIONAL AND EDUCATIONAL BACKGROUND~

I am responsible for all rate and regulatory affairs matters in Kentucky. I

graduated from Eastern Illinois University in 1995 with a degree in Accounting. I

have been with United Cities Gas Company and subsequently Atmos Energy

Corporation since September 1995. I have served in a variety of positions of

increasing responsibility in both Gas Supply and Rates prior to assuming my

current responsibility in 2007.

HAVE YOUR EVER SUBMITTED TESTIMONY BEFORE THE

!ffiNTUCKY PUBLIC SERVICE COMMISSION?

Direct Testimony of Mark A. Martin Page 1
Kentucky / Martin



OTHER STATE REGULATORY COMMISSIONS?

South Carolina Public Service Commission.

THIS CASE, AND, IF SO, WIDeR REQUIREMENTS?

Yes. 1 am sponsoring the following filing requirements:

Statement on Customer Notice

Statement of Reasons

Certified Copy of Articles of Incorporation

Application Supported by a Fully Forecasted Test Period

Compliance with KRS 365.015

Bill Comparison

Proposed Tariff Changes

Proposed Tariffs

Statement of Officer in Charge ofKentucky Operations

Statement of Attestation

Notice of Intent

Request for Waiver of Certain Filing Requirements

Narrative of Proposed Tariff Changes

Notice of General Rate Adjustment

HAVE YOU SUBMITTED TESTIMONY ON :MATTERS BEFORE

ARE YOU SPONSORING ANY OF THE FILING REQUIREMENTS IN

Yes. I filed testimony in Case No. 2010-00146 and Case No.,"2013~00148.

Illinois Commerce Commission, the Missouri Public Service Commission, and

Yes, I have filed testimony before the Georgia Public Service Commission, the

FR 16(1)(a)(2)

FR 14(2)

FR 16(1)(b)(I)

FR 16(1)(b)(2)

FR 16(1)(b)(3)

FR 16(1)(b)(4)

FR 16(1)(b)(5)

FR 16(2)(a)-(c)

FR 16(7)(a)

FR 16(7)(e)

"FR 16(8)(1)

FR 16(8)(n)

FR 16(10)

FR 17(1)(a)-(c)

1 A~

2 Q.

3

4 A~

5

6

7 Q~

8

9 A.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Direct Testimony of Mark A. Martin Page 2
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specifically in regards to the Company's WMR project

II. PURPOSE AND SUMMARY OF TESTIMONY

Yes.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

Publisher Affidavits

Manner ofNotification

Notice Requirements

before this Commission. Second, I will provide an overview of the Company's

requested rate increase. Fifth, I will present the rates and various tariff changes

My direct testimony has six primary purposes. First, I will briefly describe the

PART OF YOUR TESTIMONY?

FR 17(2)(b)3

FR 17(3)(b)

FR 17(4)(a)-G)

DO YOU ADOPT THESE FILING REQUIREMENTS AND MAKE THEM

Company's operations in Kentucky and the recent history of its rate proceedings

factors requiring the Company to file this rate application and address the

Company's efforts to achieve improvements to its efficiency and productivity.

customer base and market trends since 2013. Third, I will describe the principal

Fourth, I will introduce the other witnesses who will be providing support for the

proposed by the Company.. Finally, I will discuss Case No. 2013-00148,

1

2

3

4 Q.

5

6 A.

7

8

9 Q.

10 A.

11

12

13

14

15

16

17

18

19

20

21

Direct Testimony of Mark A~ Martin Page 3
Kentucky I Martin



1

2 Q.

3

4

5 A~

6

7

8

9 Q.

10

11

12 A.

13

14

15

16

17

18

19

20

21

22

23

III. ATMOS ENERGY'S OPERATIONS IN KENTUCKY

CAN YOU PROVIDE THE COMMISSION WITH A GENERAL

DESCRIPTION AND BACKGROUND OF THE COMPANY'S

OPERATIONS IN KENTUCKY?

Yes. We have a Kentuclcy-based work force of approximately 218 employees

providing safe and reliable service to a customer base of approximately 174,700

residential, commercial and industrial consumers, OUf utility plant in Kentucky

includes over 4,100 miles of transmission and distribution lines.

PLEASE PROVIDE A BRIEF DESCRIPTION OF ATMOS ENERGY'S

CORPORATE STRUCTURE AND HOW IT ENABLES THE COMPANY

TO BE AN EFFICIENT, LOW COST PROVIDER OF NATURAL GAS.

Atmos Energy is the largest pure natural gas distribution company in the United

States, delivering natural gas to approximately 3.0 million residential,

commercial, industrial and public-authority customers in 8 states. Atmos Energy

has six gas utility operating divisions. They are located in Denver, Colorado

(Kansas and Colorado division); Baton Rouge, Louisiana (Louisiana division);

Jackson, Mississippi (Mississippi division); Lubbock, Texas (West Texas

division); Dallas, Texas (Mid-Tex division); and Owensboro, Kentucky and

Franklin, Tennessee (Kentucky/Mid-States division). In addition, Atmos Energy

has an operating division consisting of a regulated intrastate pipeline that

functions only within the state of Texas.

Atmos Energy's corporate offices are located in Dallas, Texas and provide

services such as accounting, legal, human resources, rate administration,
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procurement, information technology and customer service organizations. The

Company also has two customer contact centers located in Amarillo and Waco,

Texas. These centralized services are shared with the other Atmos Energy

operating divisions in order to avoid having to staff and maintain these functions

at each division level. These centralized services are the technical and

administrative services that would be required if each division was a stand-alone

company. Atmos Energy believes that this structure provides it with an economic

advantage and enables it to be a low-cost, high-quality provider of natural gas.

IV. OVERVIEW OF SERVICE AREA AND CUSTOMER BASE

WHAT ARE THE COMPANY'S PRIMARY OBJECTIVES IN ITS

KENTUCKY OPERATIONS?

We strive to be the safest provider of natural gas service. The Company is very

proud of its tradition as a low-cost, efficient provider of natural gas service, OUf

distribution charges, particularly for residential customers, are the lowest among

the major utilities in Kentucky, And, our pass-through gas costs are also typically

lowest or second lowest in the state.

PLEASE DESCRIBE THE MAKEUP OF ATMOS ENERGY'S CURRENT

CUSTOMER BASE IN KENTUCKY~

AtlTIOS Energy currently serves 174,700 customers throughout its service area

extending from western to central Kentucky. Residential class customers account

for the vast majority of meters, at approximately 155,400. Atmos Energy's
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natural gas deliveries totaled 48.6 Bcf during the 12~month period ending

September 2015.

The Company is somewhat unique in its level of throughput to industrial

class customers, with industrial sales and transportation volumes accounting for

more than 67% of Atmos Energy's annual throughput during that 12-month

period. The region served by Atmos Energy is somewhat economically

dependent on the well-being of these industries, as is Atmos Energy through its

requirements for operating margin under current rate designs.

HAS THE COMPANY EXPERIENCED GROWTH IN RECENT YEARS?

Yes, but only for residential sales. As discussed in more detail in Mr. Smith's

testimony, the Company has experienced minor residential growth. Core markets

of commercial and public authority sales have not exhibited growth in recent

years,

v. PRINCIPAL FACTORS FOR THIS RATE APPLICATION

WHY DID THE COMPANY FILE THIS CASE?

The Company is requesting that the Commission approve new distribution rates

that will provide revenues equal to our cost of service, including a reasonable

return on investment. As the Commission is aware, the actual costs of the natural

gas consumed by our customers are collected through a gas cost adjustment

mechanism. The purpose of this case is to establish new distribution rates which

exclude those pass-through gas costs.
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WHEN DID THE COMPANY'S CURRENT RATES BECOME

EFFECTIVE?

The Company's current base distribution rates were established by the

Commission in Case No. 2013-00148 and became effective on January 24, 2014,

by the Order dated April 22, 2014.

ARE THE DISTRIBUTION RATES CURRENTLY IN EFFECT

PROVIDING SUFFICIENT REVENUES?

No. Although Atmos Energy operates very efficiently and is proud to have the

lowest distribution charges for residential customers of the major natural gas

providers in Kentucky, our current rates are not providing a fair return on the

Company's investments.

At current rates, the Company's calculated rate of return on rate base for

the test year is only 7.52%. The decline in return is primarily due to capital

investment not recovered through the PRP mechanism and the increase costs of

doing business, Examples of capital investment that are not covered through the

PRP mechanism would be capital investment related to system integrity, system

improvements, structures, public improvements, information technology, growth,

and equipment.

WHAT RATE OF RETURN ON RATE BASE IS ATMOS ENERGY

REQUESTING IN THIS RATE APPLICATION?

Atmos "Energy is asking the Commission to approve new rate schedules that

would increase revenues to provide an overall rate of return on rate base of 8.12%

on the test year rate base of$335,832,639~
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ENERGY IS SEEKING IN THIS RATE APPLICATION?

THE COMPANY WORKS TO ACHIEVE IMPROVEMENTS IN ITS

EFFICIENCY AND PRODUCTIVIY.

WHAT IS THE AMOUNT OF THE RATE INCREASE THAT ATMOS

ANDEFFICIENCYTOIMPROVEMENTSHAVE

than the revenue requirement model due to rounding and has no impact on the

proposed rates. For an average residential customer, the total bill increase would

be $1.05 per month.

Atmos Energy is seeking approval to increase its rates to recover approximately.

$3,307,688 in additional revenues. Please note that the rate notice is $39.00 lower

PURSUANT TO 807 KAR 5:001(16)(12)(e)(3), PLEASE EXPLAIN HOW

investments will enable the Company to be more productive and provide the best

Since our most recent rate filing in 2013, Atmos Energy has undertaken

On average, residential bills have remained steady since 2007. The Company

passib1e service ~

substantial investments in technology and process improvements to ensure that it

HOW

PRODUCTIVITY IMPACTED CUSTOMER BILLS?

average residential bill in 2009. Also, the Company estimates that average

residential bills will be at or lower than those in 2007 through 2020. While the

cost of gas is a large percentage of a residential bill, the Company has been

estimates that the average residential bill for 2015 to be $52 which is the same

provides the best and most efficient customer service possible. Each of these
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extremely efficient in order to minimize the impact to customers. When

compared to other utility bills, the value proposition for natural gas is excellent.

PLEASE EXPLAIN ANY OTHER ADJUSTMENTS THAT THE

COMPANY HAS MADE IN THIS FILING.

To respect recent Commission decisions in Case No, 2013-00148, the Company

has removed for recovery in customer rates all incentive compensation costs and

has included short term debt into the capital structure, While reserving the right

to discuss alternative approaches in future proceedings, the Company has made

those changes to simplify the regulatory review process in this Case.

VI. INTRODUCTION OF WITNESSES

PLEASE IDENTIFY THE OTHER WITNESSES SPONSORING

TESTIMONY IN TIDS PROCEEDING?

In addition to my testimony, Atmos Energy will present the direct testimony and

exhibits of 7 witnesses.

Pace McDonald, Vice President of Tax for Atmos Energy Corporation, is

presenting testimony concerning taxes including the Net Operating Loss Carry-

forward (NOLC) as well as the Company's Private Letter Ruling (PLR) from the

Internal Revenue Service (IRS).

Gregory K. Waller, Manager of Rates and Regulatory Affairs for Atmos

Energy Corporation, is presenting testimony concerning the Operating and

Maintenance (O&M) expense budgeting process used by the Company; the

control and the monitoring of O&M variances by the Company; the forecasted
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test year budget for O&M, the Company's capital budgeting process, capital

expenses, depreciation expense, and taxes other than income taxes incurred

directly by the Company's Kentucky operations as well as allocated to Kentucky

from the Kentucky I Mid-States General Office and Shared Services Unit Mr.

Waller is also responsible for the calculation of Company's revenue deficiency

and rate base, as well as he is sponsoring the Company's capital structure and cost

of debt for use in setting rates in this proceeding,

Gary L~ Smith, Director of Rates for Atmos Energy Corporation, is filing

testimony regarding the Company's revenue budget, proposed rate design, the

'WNA study per the Final Order in Case No. 2013-00148, and the special contract

study per the Final Order in Case No. 2013-00148~

Jason Schneider, Director of Accounting Services for Atmos Energy

Corporation, is filing testimony regarding the historic books and records of the

Company and the integrity of the financial information in this case. He also

provides testimony concerning the Company's Cost Allocation Manual (CAM),

which describes the methodology for shared services cost allocations.

Dr. James Vander Weide testifies regarding the Company's cost of capital

and recommends a rate of return that is appropriate to be used in setting rates for

Atmos Energy in this proceeding.

Paul Raab, of Paul H~ Raab Economic Consulting, presents the

Company's class cost of service study.

Dane Watson, of the Alliance Consulting Group, presents the Company's

depreciation study and corresponding depreciation rates.
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VII. PROPOSED RATES, RATE STRUCTURES AND TARIFF
CHANGES

WHAT ARE THE PRIMARY RATE DESIGN OBJECTIVES OF ATMOS

ENERGY IN THIS CASE?

As stated earlier in my testimony, Atmos Energy's primary objective is to strive

to be the safest provider of natural gas service. The Company is very proud of its

tradition as a low-cost, efficient provider of natural gas service. OUf rate design

should support these objectives.

To that end, Atmos Energy is proposing certain rate design features which

remove avoidable uncertainties for customers, shareholders and regulators

inherent to our traditional rate structures.

Atmos Energy's tariff and rate design proposals are as follows:

1) Maintain the general balance of fixed and variable elements in our distribution

rates to reflect the underlying cost characteristics of our service; mitigate the'

depletion in revenue caused by declining residential and commercial customer

usage; and better align the interests of the Company and customers.

2) Update the Company's Research & Development Rider (R&D) unit charge.

3) Update the time period used to weather normalize revenues and with the

Company's Weather Normalization Adjustment (WNA) Rider.

4) Incorporate certain revisions into our transportation tariffs.

5) Update the term period for Economic Development Rider (EDR) contracts.

HOW DID YOU DETERMINE THE MANNER IN WmCH THE

REVENUE DEFICIENCY WOULD BE SPREAD TO CLASSES AND TO

FIXED AND VARIABLE BILLING COMPONENTS?
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Company witness Raab provided a Class Cost of Service study required pursuant

to the Minimum Filing Requirements in this Case. In his study, he determines

that all classes contribute adequate amounts to the Company's cost of service with

the lone exception being residential sales. While Mr. Raab's analysis is utilized

as one point of reference, the Company believes that each class (commercial,

public authority, industrial sales and transportation) should bear some portion of

the requested increase.

With respect to the balance of the increase to be borne between the fixed

or variable components, the Company has chosen to propose a slight decrease in

the fixed monthly charges and an increase in the variable components when

compared to the currents rates including the PRP surcharge.

WHAT IS THE RESULTING EFFECT OF ATMOS ENERGY'S

PROPOSED RATES COMPARED TO CURRENT RATES FOR THE

AVERAGE RESIDENTIAL, COMMERCIAL AND INDUSTRIAL

CUSTOMERS RESPECTIVELY?

Using the test year volumes and gas costs as the basis for comparison, the annual

impact of Atmos Energy's proposed rates is as follows, The average monthly

charges for a residential customer under 0-1 service increases $1.05, a 2~04%

increase over C1IITent rates. Commercial and public authority class customers'

average monthly charges increase $3.19, a 1.53% increase over current rates, and

the industrial sales and transportation class average monthly charges increase

$121.71, a 2.76% increase over current rates. The test year revenues at proposed

rates are summarized in the testimony of Mr. Smith. Please refer to Exhibit GLS-
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6 (in a format comparable to Exhibit GLS-2) as well as Exhibit GLS-7 which

provides the proposed monthly revenues (in a format comparable to Exhibit GLS-

5).

PLEASE DISCUSS THE mSTORY OF THE COMPANY'S R&D RIDER.

The Company proposed and the Commission approved the Company's R&D

Rider in Case No, 99-070. The R&D unit charge applies to all customers with the

exception of transportation customers. Prior to Case No. 99-070, interstate

pipelines charged LDCs a R&D surcharge which ultimately flowed through the

Gas Cost Adjustment (OCA) mechanism. At this point in time, the interstate

pipelines began to phase out the surcharge with 2004 being the last year that it

would have flowed through the GCA mechanism. In an effort to maintain the

same level of funding, the Company planned to initially raise its R&D unit charge

a corresponding amount on an annual basis to offset the reduction in pipeline

charges.. By 2004, the Company's R&D charge should have equaled $0.0174 per

Mcf which would have mirrored the interstate pipeline rate prior to the phase-out.

WHAT IS THE COMPANY'S CURRENT R&D UNIT CHARGE?

The Company's current R&D unit charge is $0.0035 per Mef.

HAS THE COMPANY EVER INCREASED ITS R&D UNIT CHARGE?

It does not appear SO~

WHY DID THE COMPANY NEVER INCREASE ITS R&D UNIT

CHARGE?
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1 A. While the Company did not ever increase its R&.D unit charge, it did implement

2 the appropriate rate at inception. The Company's proposal is for the future rather

3 than the past.

4 Q. WHAT IS THE COMPANY'S PROPOSAL RELATED TO ITS R&D UNIT

5 CHARGE?

6 A. The Company would like to match the spirit of the Order in Case No, 99~070 and

7 increase the R&D unit charge to $O~0174 per Mcf

8 Q. WHY IS THE COMPANY PROPOSING TO INCREASE THE R&D UNIT

9 CHARGE NOW?

Upon investigating what the Company annually contributes to GTI on a company-

11 wide base, it appeared the portion related to Kentucky was quite low. Upon

12 further investigation, it was discovered that the initial R&D unit charge had not

13 been updated. The Company is purely proposing to increase the R&D unit charge

14 to what it should have been in 2004.

15 Q.

16 A.

WHAT IMPACT WOULD TIDS HAVE ON CUSTOMERS?

With the current R&D unit charge of $0.0035 per Mef and assuming sixteen (16)

17 Bcf of annual sales, applicable customers contribute approximately $56,000 for

18 R&D efforts. Increasing the R&D unit charge to $0.0174 per Mcfwould increase

19 funding by approximately $222,000 for a total annual contribution of

20 approximately $278,000 ($56,000 + $222,OOO)~

21 Q. DOES THE PROPOSED R&D UNIT CHARGE INCREASE CREATE

22 ADDITIONAL REVENUES FOR THE COMPANY?
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1 A~ No, While the Company does not directly benefit financially from the R&D

2 Rider, the Company does benefit by new technology and more efficient

3 appliances that result from research funded by the R&D Rider.. All funds

4 collected under the R&D Rider would be remitted to the Gas Technology Institute

5 (GTI), or similar research or commercialization organization, While the

6 Company has flexibility on where it remits funds, all funds collected through the

7 R&D unit charge have been remitted to GTI.

8 Q. ARE THERE ANY OTHER CONSIDERATIONS RELATED TO THE

9 R&D UNIT CHARGE?

10 A~ Yes. The genesis of the R&D unit charge was over fifteen (15) years ago. While

lIthe R&D Rider continues to benefit customers through research initiatives, the

12 cost of conducting R&D initiatives continues to rise, While one could argue that

13 the $278,000 which could have been billed and collected annually since 2004 is

14 somewhat stale, the Company would prefer to initially increase the R&D unit

15 charge to $0.0174 per Mef and to seek any additional increases in future

16 proceedings.

17 Q. PLEASE DISCUSS THE PROPOSED TARIFF CHANGE TO THE

18 WEATHER NORMALIZATION ADJUSTMENT (WNA) RIDER.

19 A. Per the Commission's Final Order in Case No. 2013-00148, the Company's WNA

20 tariff was to include language setting out the time period used to weather

21 normalize revenues that was approved by the Commission.

22 Q. WHAT IS THE CURRENT PERIOD THAT THE COMPANY IS USING

23 TO NORMALIZE REVENUES PER ITS WNA RIDER?

Direct Testimony ofMark A. Martin Page 15
Kentucky / Martin



1 A.

2

3 Q.

4

5 A.

6

7 Q.

8

9 A.

10

11 Q~

12

13

14 A.

15

16

17

18

19

20

21

22

23

Currently, the Company utilizes the NOAA 3D-year period of 1981-2010 in its

WNARider.

IS THE COMPANY PROPOSING A DIFFERENT PERIOD TO

NORMALIZE REVENUES IN 'nns CASE?

Yes. As discussed more thoroughly in Mr. Smith's direct testimony, the

Company is proposing to use a more current period of time to normalize revenues.

WHAT IS THE PERIOD THAT THE COMPANY IS PROPOSING TO

USE TO NORMALIZE REVENUES IN 'rnrsCASE?

The Company is proposing to use the ten year period ending August 2015, or

stated another way, the period of September 2006 through August 2015.

PLEASE DISCUSS THE PROPOSED TARIFF CHANGES TO THE

CASHOUT METHODOLOGY RELATED TO TRANSPORTATION

CUSTOMERS.

The Company is proposing to more appropriately reflect interstate pipeline tariff

language and industry pricing within its cashout methodology. Currently, the

Company's tariff indicates that a transportation customer's imbalance is cashed

out using the pricing of the associated pipeline. While this has worked fine in the

past when pipelines' cashout pricing was less complex, changes in pipeline tariffs

require the Company to propose changes that are fairer for all parties. As such,

the Company is proposing to adopt Natural Gas Week (NGW) indices for the

cashout pricing. This proposed change improves the timeliness of available data

and thus improves the timeliness of customer invoices. Also, this proposed

change improves the consistency of the Company's tariffs within the
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Kentucky/Mid-States (KMD) division. The Company utilizes NOW indices for

cashout pricing in Tennessee and will be proposing the same change in Virginia

as welL Finally, this proposed change improves the understandability of the

cashout methodology, The Company is also proposing to add additional tiers to

the cashout methodology. This proposed change improves consistency of KMD

tariffs as the proposed tiers are already in place in Tennessee andVirginia as well

as improves consistency with connecting pipelines' tiers as both Texas Gas and

Tennessee Gas Pipeline have the same proposed tiers.

DOES THE PROPOSED CASHOUT LANGUAGE INCREASE

REVENUES FOR THE COMPANY?

No. All cashout revenues, positive and negative, flow through the Company's

GCA mechanism as an adjustment to gas cost

WHY IS THE COMPANY PROPOSING TO ADJUST ITS CASHOUT

LANGUAGE?

The Company believes that its proposed changes better reflect the upstream

pipelines' tariffs, reduce the likelihood of gaming the system, create a clear and

easy to understand as well as to administer process, and is fair for all classes of

customers.

PLEASE EXPLAIN THE COMPANY'S PROPOSED MODIFICATION TO

ITS EDR RIDER.

The Company is proposing to add the term "at least" in between "period" and

"twice" in Section 3 of Sheet No. 40~

WHY IS THE COMPANY PROPOSING rms MODIFICATION?
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The Company wants to avoid any confusion in its tariff while also giving the

Company and the customer flexibility. As the section reads today, one could infer

that an EDR contract could only have a term of eight (8) years since the discount

period is limited to four (4) years. The Company would like the option to offer a

term longer that eight (8) years if the customer is amenable to such, but still

maintain the four (4) year discount period. For example, if the Company and a

customer entered into a ten year contract, the discount period would be for four

(4) years and the customer would pay full tariff rates for the remaining six (6)

years of the contract. As another example, if the Company and the customer

entered into a fifteen year contract, the discount period would be for four (4) years

and the customer would pay full tariff rates for the remaining eleven (11) years of

the contract. The minimum term of an EDR contract would remain at eight (8)

years. The Company believes that the Commission's Order in Administrative

Case No. 327 had the intent of giving utilities the necessary flexibility that the

Company is seeking with this proposed tariff modification.

PLEASE EXPLAIN ANY OTHER ITEMS THAT THE COMPANY

WOULD LIKE FOR THE COMMISSION TO CONSIDER.

While the Company is not proposing a specific tariff change related to rate

stabilization, the Company would like for the Commission to consider the

concept. The Company is willing to work with the Staff on an annual mechanism

that the Commission would deem acceptable. In past cases, the Company has

briefly discussed rate stabilization and the Company believes that such a

mechanism would be successful in Kentucky. If the Commission prefers further
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additional revenue to the customer,

filed and reviewed on an annual basis. The result is a rate stabilization factor

JURISDICTIONS THAT THE COMPANY SERVES?

HAVE SUCH MECHANISMS BEEN SUCCESSFUL IN THE

KENTUCKYCOlVlPANY'STHEFORAPPROPRIATE

will cost less and adjust the rates each year in a more expedited manner to

mechanism prior to the asset sale, According to the American Gas Association

Company,

OPERATIONS?

successful in seeking commission approval in Georgia for a rate stabilization

Virginia in which the Company is a participant The Company was also

I

review of rates similar to programs in Louisiana, Mississippi, Tennessee and

Yes. The process has become purely formulaic with prescribed information being

discussion related to rate stabilization, the Company would be open to an annual

Yes. A process similar to those utilized in some of the other jurisdictions where

(AGA), rate stabilization mechanisms appear to be most prevalent in the southeast

and the Company has six such mechanisms in effect

DO YOU BELIEVE A RATE STABILIZATION MECHANISM WOULD

which is adjusted to provide for additional revenue for the Company or to return

the Company operates would provide for a regularly scheduled rate review that

these mechanisms through a cooperative effort involving the Staff and the

actually achieve the result contemplated by the Commission's rate orders. We

respectfully request that the Commission study and explore the relative merits of

BE
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VIII. DISCUSSION OF COMMISSION'S ORDER IN CASE 2013-00148

PLEASE DISCUSS THE FINAL ORDER IN CASE NO. 2013-00148.

Per Ordering Paragraph 10 of the Final Order in Case No. 2013-00148, the

Commission ordered the Company to file additional information in its next

application for an increase in its base rates.

ARE YOU TESTIFYING TO ALL OF THE ADDITIONAL

INFORMATION THAT THE COMMISSION ORDERED THE

COMPANY TO FILE IN ITS NEXT BASE RATE APPLICATION?

No. As mentioned earlier, NIr. Smith will be testifying to the WNA and Special

Contract studies and Mr. McDonald will be testifying to the IRS PLR. This

portion of my testimony will discuss the wireless meter reading (WMR) analysis

as referenced under Finding 14 on page 60 of the Final Order in Case No. 2013-

00148.

PLEASE PROVIDE WMR BACKGROUND INFORMATION THAT

ORIGINATED IN CASE NO. 2013-00148.

In Case No. 2013-00148, Company witness Earnest Napier discussed the

Company's WMR project which involved the installation of 20,000 endpoints in

certain Company locations within Kentucky. The Company planned to

implement installation by targeting locations where the Company was utilizing

contract meter readers, locations where there will be a reduction in work force due

to retirements and/or relocation, and areas where meter reading is costly due to

time per read,
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DID THE COMPANY PROJECT ANY COST SAVINGS IN CASE NO.

2013-00148?

No; however, the Company stated that its implementation strategy aimed to

reduce O&M expenses over time.

PLEASE DISCUSS THE ANALYSIS SOUGHT IN CASE NO. 2013-00148

AND THE CORRESPONDING RESULTS.

Finding 14 on page 60 of the Final Order in Case No. 2013-00148 asked for the

Company to 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 application. The Company has installed approximately 16,000 WMR

devices in its footprint at a total cost of approximately $1.2 million. The simplest

of savings can be calculated by the reduction of contract meter readers. For each

contract meter reader position that is replaced by a WMR device, the savings

equate to approximately $1 per meter per month. Also, there appears to be some

cost savings and/or cost avoidance related to re-reading meters. W}vIR devices

allow a re-read to occur without the need to dispatch personnel as well as rolling a

truck. The Company quantifies the re-read savings at approximately $430 per

month. All planned WMR devices were installed prior to January 2015. The

Company then ran the WrvIR devices parallel with traditional manual meter reads

to insure accuracy. The Company went live with the new WMR devices March 1,

2015. Assuming the $1 per meter per month premise and $430 per month in re-

read savings, savings related to the Wl\1R. project would approximate $164,300
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1 «(16,000*$1*10) + ($430*10) $164,300) from March 1, 2015 through

2 December 31,2015.

3

4

5 Q.

6 A.

IX. CONCLUSION

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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BEFORE THE PUBLIC SERVICE COMMISSION

COMMONWEALTH OF KENTUCKY

APPLICATION OF ATMOS ENERGY )
)

CORPORATION FOR AN ADJUSTMENT )
)

OF RATES AND TARIFF MODIFICATIONS )

Case No. 2015-00343

1

2 Q.

3 A.

4

5

6 Q.

7 A.

8

9

10

11

12

13

14 Q.

15

DIRECT TESTIMONY OF PACE MCDONALD

I. INTRODUCTION

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.

My name is Pace McDonald. I am Vice President of Taxes for the Atmos Energy

Corporation and Subsidiaries ("Atmos Energy" or the "Company"). My business

address is 5430 LBJ Freeway, Suite 700, Dallas, Texas 75240.

WHAT ARE YOUR JOB RESPONSIBILITIES?

I am responsible for oversight and management of all income, property and sales

tax matters for the Company. This oversight includes ensuring that the tax

.accounts recorded on the books and records accurately reflect the Company's tax

.filings and positions. I oversee a group of 23 tax professionals and clerical staff

which undertake tax planning to minimize taxes, prepare the Company's tax

filings, and defend those filings under audit. I am also responsible for the

establishment and compliance with the Company's tax policies and controls.

PLEASE OUTLINE YOUR EDUCATIONAL AND PROFESSIONAL

QUALIFICATIONS.
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A.

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18 Q.

19 A.

20 Q.

21

I received my education at the University of Texas at Austin. In 1993, I

concurrently received a Bachelor of Business Administration degree with a major

in accounting and a Master of Professional Accounting degree with a

specialization in tax. I am a licensed certified public accountant in the State of

Texas.

I began working for the public accounting finn of Deloitte & Touche LLP

in August 1993. In 1997, I left Deloitte & Touche LLP and joined the public

accounting firm of Ernst and Young LLP. At both firms, I provided tax planning

and compliance services to a client base of primarily large public companies, My

client base was equally divided between large multinational manufacturers and

regulated public utilities. One of my key responsibilities included reviewing and

consulting with clients regarding the appropriate amount and manner in which to

record accumulated deferred income taxes.

In April 2002, I joined Atmos Energy Corporation and assumed the

oversight and management of all income, property and sales tax matters for the

Company. I also serve as the Company's representative on the American Gas

Association's Tax Committee.

HAVE YOU TESTIFIED BEFORE THIS COMMISSION?

Yes. I provided testimony in Case No .. 2013-00148.

HAVE YOU TESTIFIED BEFORE ANY OTHER REGULATORY

COMMISSIONS?
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1 A. Yes. I testified before the Railroad Commission of Texas in GUD Nos. 9670,

2 9762, 9869, 10000 and 10170. I have also testified before the Public Service

3 Commission of Mississippi in Docket No. 92 UN 0230.

4 Q. WHAT WAS THE SCOPE OF YOUR TESTIMONY IN THOSE

5 PROCEEDING?

6 A. I provided rebuttal testimony regarding the Company's accumulated deferred

7 income taxes and the appropriateness of including specific deferred tax items

8 within the rate base as filed in those proceedings,

9

10 II. PURPOSE

11 Q~

12 A.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

I am providing testimony regarding the Private Letter Ruling that the Company

13 was ordered to seek by this Commission.

14 Q.

15 A.

16 Q.

ARE YOU SPONSORING ANY EXHIBITS?

Yes, I am sponsoring Exhibit PM-I and PM-2~

WERE THESE EXHIBITS PREPARED BY YOU OR UNDER YOUR

17 DIRECT SUPERVISION?

18 A. Yes.

19

20

21 Q.

III. PRIVATE LETTER RULING

DID YOU PROVIDE REBUTTAL TESTIMONY FOR THE COMPANY IN

22 CASE 2013-00148?

23 A.

24 Q~

Yes.

WHAT WAS THE PURPOSE OF YOUR TESTIMONY IN THAT CASE?

Direct Testimony of Pace McDonald Page 3
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1 A.

2

3

4 Q.

5 A.

6

7

8

9

10

11

12

13 Q.

14 A.

15

16

17

18

19

I provided rebuttal testimony regarding accumulated deferred income tax

("ADIT'~) for tax net operating loss carryforwards ("NOLC"). :r described what

gives rise to NOLC ADITs as well as the regulatory treatment of this item.

WHAT ARGUMENTS WERE YOU REBUTTING?

In that case, the AG proposed to eliminate an increase to rate base associated with

the Company's ADIT NOLC.1 The AG supported reducing rate base for other

ADIT items but opposed an increase to rate base for an ADIT NOLC debit.2 In

addition, based on a singular ruling, the AG opined that removing the ADIT

NOLC from rate base would not result in a normalization violation under the

Internal "Revenue Code ("I.Re,,).3 The AG also recommended that the Company

be ordered to seek a Private Letter Ruling from the IRS if there was substantial

disagreement between the AG and the Company."

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

It was my testimony that removing the ADTT NOLC from rate base would be

inappropriate and inconsistent with sound ratemaking principlea.' Inclusion of the

A"OIT NOLC in rate base is widely accepted by many commissions and the

singular case cited by the AG in support of his position was based on unique facts

and circumstances." Furthermore, removing the NOLC from rate base would

result in a tax normalization violation of the Internal Revenue Code and cause the

1 I(Y Office ofthe Attorney General's Pre-Filed Direct Testimony, Direct Testimony of Bion C. Ostrander,
Kentucky Public Service Commission Case No, 2013-00148, 10/9J2013~ at 48.
2Id. at 49.
3 Id. at 52-54.
4 1d. at 57-58.
5 See Atmos Energy Corporation's Rebuttal Testimony and Exhibits, Rebuttal Testimony ofPace
McDonald, Kentucky Public Service Commission Case No. 2013-00148~ 11/19/2013) at 8-11.
6 1d. at 16-21.
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2

3 Q.

4

5 A.

6 Q.

7 A~

8

9

10

11

12

13

14

15

16

17

18 Q.

19

20

Company to lose accelerated depreciation, bonus depreciation, and other tax

benefits.'

WITH RESPECT TO DEFERRED TAXES, ARE YOU FAMILIAR WITH

THE COMMISSION'S RULING IN THE CASE?

Yes.

PLEASE SUMMARIZE THE COMMISSION'S RULING?

The Commission ruled the AG did not make a compelling argument for why,

from a ratemaking perspective, it would be reasonable to adopt his

recommendation.8 The Commission was also not persuaded by the Afi's argument

regarding the normalization violation.9 The Commission noted there was

ambiguity in the Treasury regulations cited by the parties but overall they were

unable to agree with the AG that a tax normalization violation would not result

from a decision to remove the ADIT NOLC from rate base.i" The Commission

did however, as an acknowledgement of the ambiguity in the regulations and the

parties significantly different interpretations of those regulations, order that the

Company seek a Private Letter Ruling from the IRS for a more defmitive

assessment of the normalization issue. 11

PLEASE DESCRIBE IN SUMMARY THE REQUIREMENTS PLACED

UPON A TAXPAYER SEEKING A PRIVATE LETTER RULING FROM

THEIRS.

7 [d. at 21-30~
8 Order, Kentucky Public Service Commission Case No. 2013-00148, 4/22/2014, at 7.
9 Jd. at 6.
10 ld. at 6-7.
11 Id. at 7.
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A.

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

There are numerous requirements for filing a ruling request. Some requirements

are simply procedural or administrative in nature. There are more substantive

requirements which place a burden on the taxpayer to disclose any and all

information and statutory authority, supportive and contrary, related to the ruling

requested. This information is provided under penalties of perjury and submitted

to the IRS National Office. The first revenue procedure issued by the IRS each

year outlines the requirements.

For example, a taxpayer must include a complete statement of facts,

information, and copies of any documents pertinent to the ruling requested. The

taxpayer must provide an analysis of material facts and provide statements

regarding whether the issue has been previously included in an earlier tax return

or previously ruled upon for the taxpayer, The taxpayer must provide any

authoritative support in agreement with its requested ruling and contrary to its

requested ruling. Finally, the taxpayer must identify information to be redacted

from the public issuance of the ruling,

In addition, a letter ruling request that involves a question of whether a

proposed or issued rate order will meet the normalization requirements must

include a statement that the regulatory authority responsible for establishing or

approving the taxpayer's rates has reviewed the request and believes that the

request is adequate and complete.

21

22

Q. WHAT HAPPENS IF A TAXPAYER DOES NOT MEET THESE

REQUIREMENTS?

23 A. The IRS can refuse to issue a ruling.

Direct Testimony ofPace McDonald Page 6
Kentucky / McDonald



1 Q~ DID THE COMPANY COMPLY WITH THE COMMISSION'S ORDER

2 AND FILE A PRIVATE LETTER RULING REQUEST?

3 A. Yes. A copy of the ruling request is attached as Exhibit PM-I.

4 Q~ WHAT RULINGS WERE REQUESTED BY THE COMPANY?

5 A. The Company requested two rulings:

6 Ruling #1 requested that the IRS rule that the reduction of the Company's

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

8 NOLC related ADIT in account 190 would be inconsistent and hence violative of

9 the normalization provisions of the IRe and related Treasury regulations.v'

10 Ruling #2 requested that the IRS rule that the balance of NOLC related

11 ADIT for purposes of Ruling #1 be no less than the amount attributable to

12 accelerated depreciation computed on a "last dollars deducted" basis. Inclusion of

13 any amount less than this computation would be inconsistent with and hence

14 violative of the normalization provisions of the IRe and related Treasury

15 1· 13regu ations,

16 Q. DID THE PUBLIC SERVICE COMMISSION OF KENTUCKY REVIEW

17 THE REQUEST AND EXPRESS AN OPINION THAT THE REQUEST

18 WAS ADEQUATE AND COMPLETE?

19 A. Yes. In a letter dated December 15, 2014, the Commission affirmed that it had

20 reviewed the request and believed the facts as stated and rulings requested were

21 adequate and complete.

12 Exhibit PM-l at 21 (P. 9 of32 of Private Letter Ruling Request).
131d.
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1 Q.

2

3 A~

4

5

6

7

8 Q.

9 A~

10 Q.

11 A~

12

13

14

15

16

17

18

19

DID THE COMPANY PRESENT SUPPORT BOTH FOR AND AGAINST

ITS REQUESTED RULING?

Yes. In the Discussion and Analysis section of the ruling request the Company

presented any authority, whether supportive or contrary, of which it was aware, 14

Furthermore, on page 30 of the ruling request the Company affirmatively stated,

under penalties of perjury, that all authority, supportive and contrary, of which it

was aware were included in the ruling request 15

HAS THE IRS ISSUED ITS RULING?

Yes. A copy of the Private Letter Ruling is attached as Exhibit PM-2.

WHAT DID THE IRS RULE?

The IRS affirmed the Company's position on both issues. The IRS ruled the

following:

The IRS confnmed that the ADIT NOLC must be taken into account and

included in the calculation of rate base. To not do so would be a normalization

violation as defined by the IRe and Treasury regulations."

In addition, the IRS confrrmed that including an ADIT NOLC in rate base

equal to no less than that amount computed using the "last dollars deducted"

method ensures that the NOLC is correctly taken into account and under the facts

of this filing any other method would not provide the same level of certainty.17

14 Id. at 24-41 (pp. 13-29 of Private Letter Ruling Request).
15 Id. at 42 (P. 30 ofPrivate Letter Ruling Request).
16 Exhibit PM-2 at 5.
17 [d. at 6.
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1 The use of any other method would be deemed by the IRS to be a normalization

2 violation as defined by the IRe and Treasury regulations,18

3 Q. DOES THE RULING ADDRESS THE AMBIGUITY CONCERNS RAISED

4 BY THE COMMISSION IN CASE NO. 2013-00148?

5 A~ Yes~

6 Q. DOES THE RULING SUPPORT THE COMPANY'S POSITION AND

7 TREATMENT OF THE NOLC ADIT AS IT WAS FILED IN CASE NO.

B 2013-00148?

9 A. Yes.

10 Q. DID YOU PROVIDE COMPANY WITNESS MR. WALLER WITH THE

11 FORECAST OF ADIT WHICH WAS INCLUDED AS AN ADJUSTMENT

12 TO RATE BASE IN THIS CASE?

13 A. Yes.

14 Q. IN THIS CASE, HAS THE COMPANY COMPUTED AND INCLUDED AS

15 AN ADJUSTMENT TO RATE BASE AN ADIT NOLC CONSISTENT

16 WITH CASE NO. 2013-00148 AND THE PRIVATE LETTER RULING?

17 A. Yes.

18

19 IV. CONCLUSION

20 Q. DOES rnrs CONCLUDE YOUR TESTIMONY?

21 A. Yes~

181d.
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testimony,
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VIA HAND DELIVERY

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

January 9, 2015

Exhibit PM-1

James I.Warren
Member

(202) 626-5959
jwarren@milchev.com

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

Dear Sir or Madam:

We represent Atmos Energy Corporation (EIN# 75-1743247) 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 1986, as amended

«'Code"), and Treas. Reg, §1~167(1)-1~ A check in the amount of$19,OOO is enclosed which

represents tile user fee associated with this request.

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

Enclosures

Miller &. Chevalier Chartered

655 FifteenthStreet. N~W~t Suite900 io Washington~ D.C~ 2D005~5701 ~ 202-626~58oo ~ 202-626-5801 FAX ~ mllterchevaller.ccrn
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NO~ 1402122

DATE: 06~Jan-15 VENDOR NAME: INTERNAL REVENUE
SERVICE

VENDOR No: 209524

PLEASEOETACHAND RETAINTHIS BTAlEMENT AS YOURReCORDOF PAYMENT;

4882445

'19.000.00 o.oo ------- 191000'~OO; -
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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, insert 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 andsubmit it with your request

TAXPAYER'S NAME Atmos Energy Corporation

TAXPAYER'S J.D. NO. 75...1743247

ATTORNEY/P~O.A. James r. Warren

PRIM.ARY CODE SECTION 168

CIRCLE ONE

~.~ ...

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 andAdministration), 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 ReVT Proc. 2015-1 t (Hereafter)
all references are to Rev t Proc. 2015~1 unlessotherwise 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 involvesa matter on which letter rulings are not issued or are ordinarilynot issued?

3~ If your request involves a matter on which letter rulings are not ordinarily issued, have you given
compelling reasons to justify the issuanceofa 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 (fax 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 Speciallndustries), 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 caUmay 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. lfthe request involves a retirement plan qualification matter under § 401(a)) § 409) or § 4975(e)(7),
have you demonstrated that the request satisfiesthe 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 flied 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 ofa proposed transaction? See section 6.12.

8. Are you requesting the letter ruling for onlypart of an integrated transaction?

91 Are you requesting a letter ruling under the jurisdiction of Associate Chief Counsel (Corporate) on a
significant issue(withinthe meaningof section 3~Ol(48) of Rev.Proe.2015~3, thisBulletin) with respect to a
transaction described in § 332, 351)355, or 1036 or a reorganizationwithin the meaning of § 3681 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. IIave 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~Ol(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 ofthe foreign country involved? See section 7~Ol(2).

15z 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 7tOl(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~Ol(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..
cesser, or any representatives previously 'submltred 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)A

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 letter 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 law in connection with the request is
uncertain and whether the issue is adequatelyaddressed 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 7.01(9), which states that taxpayers are encouraged to informthe 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?Ol(9).

27. Have you included in your request a statement identifying any pending legislation that may affect the
proposed transaction? See section 7.01(10).

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(11)(b)7

29. Have you (or your authorizedrepresentative)signed and dated the request? See section7.01(12).

30. If the request is signed by yow' 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~O1(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 ifnecessary? See section 7.01(16).

33. rf 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 7aQ2( 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).

35. 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).

37. 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) ofthis 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 letter 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 Ll.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 minion, have you
included the required certification? See paragraphs (A)(4)(b) and (B)(1) 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, guide line 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* If you are requesting relief under § 7805(b) (regarding retroactive effect), have you complied with all of
the requirements in section 11.11?

47. 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. 4397 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 includedthe 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 § 301.91.0o--3~ and the periodof 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) ofthis revenue procedure.

51. Have you addressed your requestto the attention of the Associate' ChiefCounsel (Corporate), the Associate
Chief Counsel (Financial Institutions andProducts), the Associate ChiefCounsel (Income Tax andAccounting),
the Associate ChiefCounsel (International), theAssociate ChiefCounsel (Passthroughs and Special Industries}~
the Associate ChiefCounsel (Procedure andAdministration), orthe AssociateChiefCounsel (Tax Exempt and
Government Entities), as appropriate? Themailingaddressis:

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

Date: ,1lB11~--

The package should be marked: RULING REQUEST SUBMISSION. Improperly
addressed requests may be delayed (sometimes for over a week) in reaching

~, ...1!l7?.. '~.rl\f\A' CC:PA:LPD:DRUfor initialprocessing,

-··~~AttorneY for AtmosEnergyCompany
Authorized Representative

Typed or printed name of
person signing checklist

James I. Warren
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DELETION STATEMENT

For purposes of Section 6110(c)(1) of the Internal Revenue Code of 1986, as amended, Taxpayer
requests the deletion of all names, addresses, EINs, 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:

~'----.. ".:".< ~~ ~~ ~_.. ~~:... .~. ': .~:

-~~:.-iJe~-;-------:_---~:---- -
Miller & Chevalier Chartered
Attorney for Atmos Energy Corporation

Miller &Chevalier Chartered
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VIA HAND DELIVERY

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

January 9, 2015

James l, Warren
Partner

(202) 626-5959
jwarren@milchev.com

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

DearSirorMadam.:

A ruling is respectfully requested on behalfofAtmos Energy Corporation ("Atmos

Energy" or "Taxpayer") regarding the application ofthe 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 Rilles") to certain accounting and regulatory procedures

which are described in detailhereafter.

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 LBJFreeway, Dallas, Texas

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

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

fiscal year ending September 30~

Mmer & Chevalier Chartered
655Fifteenth Street, NtW.) Suite 900 · Washington~ D.C. 20005-5701 • 202-626~58oo ~ 202-626~5801 FAX ~ millerchevaUer.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 173,000

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 t11e KPSC on a "rate of return" (i.e., cost) basis,

,TaxJtaveJrs~Accotititing~:for"Its',rrtl1eete:d:J\{~et.Op~~ating:Loss;:cartXfo~~~rd,

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

2010, 2011 and 2012. In each ofthose years, Taxpayer claimed accelerated (including bonus)

Miller& Chevalier Chartered
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depreciation to the extent it was available. As of September 30, 2012, Taxpayer' regulated utility

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

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

taxable income, such deductions reduce ii.e., defer) the tax liabilityit 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
••••• I """,._. ··:--iii i:i I'" .~. __.•.•• ., ,." .• ---....

.", ....

Pre-tax book income
,.,.. ""':''':.':.::'' .'.'<:;' .. :. ".,."

$1,000
..... '"..

Tax deductions in excess ofbook expenses
'.... .... "... .""

Taxable income
' ... <

i Tax rate

' ...,",., ... , .'" ".',

"r-•. '"

........,.,...... ''''''...

.... ' ".: ..:,' ,.

""._.".".' ." .... " ..".

"". " ".'.

$1,000 :

$0

350/0 :

;.

.,'.'.'.,;;;.,,:.. ""',."
.' , , , ::'0;'

'·..·i,
... . '." "...',.'.".,:, .

Curre~t tax expense (alc 409 - income)
!;' ...

I' Taxes payable (ale 236 - balance sheet)
.. : :' ::.: :.,:...... . .

• I.' .:" I I·~ • "•••• , •• I ••••••

Deferred tax expense (ale 410 ~ income)
. I.', I ".-::- .~::- - )....... ,., i" •• "-_-"... •• •• _ ••• ~ •• ._

.... :..... '"

'.:::::::: ."

:PR~:
'.'

$0

$0
• :. : : I : _ ~ • • • •....... _.

$350
.... .. ...... ,.... '."";;";;;;.".",,,,,':':.:::. "'. ':"

Accumulated deferred taxes (ale 282 and 283 - balance sheet) j:

."":;' ,".'"

$350
:: .,.

l The designation "ale') 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 & ChevaUer Chartered
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In the example, total tax expense is $350, all ofwhich is deferred tax expense. The accumulated

deferred income tax ("ADll"") 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 tile NOLe. 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
.'.

- - - - - ,. I I _ I II I I I I •_.. •• • •_ -:.~ :: I I~ I _ ••• I •• I

Pre-tax book income
" ,..... " ....

Tax deductions In excess of book expenses

...... .:... ,..."" ....

Tax rate

Miller & ChevallerChartered

"""".

... :." ..... ,..,":: ....

$1,000 :

$2,500

35%
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. . .. I I~I I. I. ..• -

.... ~CG0~t1ij~1~I~ql$N~{~~~t
.... :

.... ...•... :.:_ ...... '., ... ::.: "", , .., ."

.:' Accumulated deferred taxes (ale 282 and 283 ~ balance sheet)
..... .'." .", "".. ,.'" .

..:: "'.. ',... ... '

$875 [:
.r.:.

$0

... ,.. :.;;; ...

.:CR...

$875
'":.;', .' .. :

".'. :.:'.'

$0

.:::,

,.,..PR~

... '

.' .•:' .•:'.•.', ,..•..,.

Deferred tax ex~~~~.~__<(l/c ~10- income)

,.,. '... ..:" :.:::,.... '''''::;:::"",,,,,,,''.'::.:'

Current tax expense (ale 409 - income)
...... ",. __. ... . ....

, .Taxes payable (alc 236 - balance sheet)
;-., ..:: ..:.:.,.,.:::,... ' "". ,., .... :;:: ,.: " ,... .,

.. "" : ... "

Entries to reflect the impact of the NOLC:
•_--.... .... • {~:: •••• ... •• _.. -_ ••••• II I ,... "•• •:~:: I I

Deferred t~ .. assets Ja/c 190 - balance sheet)
' .. " , ......_.:., ..,,' ....

$525

.' .." ".,., , " .

D~f~'rr~·~.itax expense (ale 410 ~ income)"·' .... ,.. ,. ," ;:': ..,.: ...:... I'·'

." .'."':.:: "." .: .;,,,..... "'.'.

'''' ': : :.;,.: ;.

$525
:.:.:. ::c, . ... ... . ...~ ....

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

... ," .,.,.

-_... ,","

CR.
-, ~-._._.::.-....

'", '" .... " .:.,

$525

Current tax expense (alc 409 - income)
.,... ,... ,.... ,.,,:.:.,,'......... "....... , ..

Ta;:~s-p~y~ble (ale 236 - balance sheet) - ...

Defe~~e(f tax ~~pe~~:~:"'(~i~ 41 0 - income)
.... "".... .... ..: ..:: ..:::.:::... ""::::,,,,..,,::,... , .... ',;;

Deferred tax assets (ale 190 - balance sheet)
".':"".', ..... ...: .". ...... " .. ..... "...: .". ' .. ' .,'....... . ';"'.,." ', " ':':,: , .

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

;
;;

.... " ,:::'.".".'

$0

$0 1\

.'.""""':.":::.'.. ' .,.<::: .:

'i·

:'",.:, ", ....

.._- .

i): $875
c" _ ••• ".,

Inthe example, totaltax expense is again $350, all of which is deferred tax expense. The

deferred incometax expense attributable to thetax deductions in excess of book expenses

($2,500 X 35% or $875) is reduced by the negative deferred incometax expenserelated to the

NOLC ($1~500 X 35% or $525). Thecombined ADITaccounts reflecta net $350balance which

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

offsetting $525 in ale 190 (deferred tax asset or "DTA").

Taxpayer's Recent Kentucky Rate Case

On May 13, 2013, Taxpayer filed an application with the KI>SC to change its rates (Case

No. 2013-00148)t2 Its proposed increase was based on a fully forecasted test period consisting

of the twelve months ending on November 30, 2014. Taxpayer derived its rate base by applying

a 13-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 ofutility rates in Kentucky, a utility's rate base is

offset by its AD!l"' balance. In a Final Order dated April 22, 2014 ("Final Order"), the laSe

approved a rate adjustment for service rendered on or after January 24, 20144 A copy of the

Final Order is appended as Attachment 1a

Ratemaking for Taxpayer's NOLes

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 acornplete filing on June 24, 20 13~.-

MiUer & 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 D'fL of approximately $66 million

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

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

NOLes (reflected in its ale 190)~

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 D'IA. 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 190 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;

Miller & ChevaUerChartered
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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 DTA 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 NOLes from Atmos-Ky, "s
rate base, The AG has not made a compelling argument for WIlY, from a
ratemaking perspective, it would be reasonable to adopt his recommendation.'

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..I(Y~ should seek a private-letter ruling from the IRS with the
intent that such ruling be filed with the application in Atmos-K'r'i's next general
rate case."

This request for a private letter ruling (HPLRn
) is being submitted pursuant to the Final Order,

.....,. -s.".

3 Final Order at pages 6-7 ~ :
4 Final Order at page 7.

MiUer &ChevaHer Chartered
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RULINGS REQUESTED5

Taxpayer respectfully requests the following rulings:

1. Under the circumstances described above, the reduction ofTaxpayer'9

rate base by the balance ofits ADIT accounts 282 and 283 unreduced by

its NOLC~related deferred tax account (ale 190) balance would be
inconsistent with (and, hence, violative oj) the requirements a/Code
§168(i)(9) and Treasury Regulations ~91~167(l)-1~

2... For purposes ofRuling 1 above) the use ofa balance ofTaxpayer 's

NOrC-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 oj) the
requirements ofCode §168(i)(9) and Treasury Regulations §l~ 167(l)-1.

:STATEMENT OF LAW.

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

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

Code §168(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 §168(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

that is attributable to'the federaJi~~HjLt'prociuced by claiming accelerated depreciation is subject to the
'Normalization Rules. Henceforth in this ruling request) references to balances in ale 282 and ale 190will denote the
portion of those account balances that are subject to the Normalization Rules.

MUter & Chevalier Chartered
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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 ofITC "allowed."

Treas. Reg. §1.167(1)-1(h)(1 )(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 thedeferral of tax liability shall be taken into account

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

Treas. Reg. §1 ~ 167(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 ill such

ratemaking,

PLRs 7836038 (June 8, 1978) and 7836048 (June 9, 1978) 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.

MUler &Chevalier Chartered
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PLR 8818040 (February 9, 1988) involved a taxpayer who generated NOLes 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 460/0 in both 1985 and 1986 and was 39.95% in 1987. The taxpayer recorded no

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

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

1987 when the NOLes 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 §38(c)(1)~ The unused rrc was carried forward. The

Service ruled that the 11'C normalization rules (of former Code §46(f)) would be violated if the

MUier & Chevalier Chartered
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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 9336010 (June 7, 1993) 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, ifno 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 201418024 (May 2, 2014), the Service addressed the implications under the

Normalization Rules of the treatment of a utility taxpayer's NO LC, In setting rates, the utility's

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

DTA 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 NOLes insofar as it included "a provision for deferred taxes based 011 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

NOLe into account when establishing the tax expense element of cost of service, as they

MHter &Chevalier Chartered
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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 201436037, 201436038 (both September 5,2014) and 201438003 (September

19,2014) the Service addressed the treatment ofNOLCs in ratemaking, In each ofthose 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).

Requested Ruling #1.

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

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

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

§1.167(1)-1(h)(l )(iii) is the only place ill 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

Miller& Chevalier Chartered
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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."

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

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

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 ofbeneflt 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 ill 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 tile

amount ofACRS depreciation that produced no current 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 claim edt
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caused or increased taxpayer's NOL carryover to 1987. 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 NOLes 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 NOLes

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

NOLes must pass muster under the Normalization Rules.

Treas ~ Reg. §1.167(1)-1(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, thatthe issue in PLR 8818040 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 AAA11 used by the regulators in California inconsistent with the

Normalization Rules in Pl.Rs 7836038 and 7836048~ The "consistency rules" of Code

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

conventions must be applied to tile 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, t\VQ differing conventions are being applied and that contravenes

the consistency rules.

The ITC normalization rulesof 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 PI..lR

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

prohibited from providing the benefit of a protected tax. attribute (ITe) 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 ofthe value ofITC 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

Miller & ChevallerChartered



Exhibit PM-1

MILLER
CHEVALIER

Associate Chief Counsel
Internal Revenue Service
January 9, 2015
Page 17 of32

diminishes the value of accelerated depreciation. That is whatoccurswhere the effect of an

NOI.JC is not considered in ratemaking, Infact, and counterintuitively, a utility subject to such

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

not claimingaccelerated depreciation to the extent it creates or increases anNOLC4 If the utility

didnot claimthese additional depreciation deductions, the tax it paidwouldnot be impacted - it

would still be zero. However, absent theNOLC,the utility would not reflectadditional 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 benefitof

tax deferrals that havenot yet occurred.

A review of the accounting entries on page 5 of this requ.est demonstrates the

Normalization Ruleproblem withthe failure to recognize anNOLC-related DTA in the

computation of rate base, Where there is anNOLC, the combined accounting entries areas

.. ',.:. , "" " -.,.,.:.: ".

Accumulated deferred taxes (alc 282 - balance sheet)
,".' ... ,

".".;;,.....

".,

:::·:·:::::···'i·,1

,:;j$0

.,::..:..,.:..:: ,." .... ' ....... " •."
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...".. ,., ....... :::...:.qlt~"': ...,.,.
:.". ;:;:":,,, .

.... ::

~ ..:... . ,., .n :,.,
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P!t~.:·

$350
.'.'-.
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';:,:.:;,

..- ,;

..,,,

:'.',

II ••• •• • •• • •• • r ~ ,

'~ .

::.'.::.:.

,:,.. '.,.,,;,:

.... ",. "" .'.' ...... ,'
........

Current tax expense (alc 409 - inco~~)"

... , ..'.,......".

Deferred tax ~~p~~.~e (a/~ ..41~...~ income)
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·.i,.. ... ,.,".".';;." ..: "'.'.',
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The table indicates that, in the example, the deferred tax expense included in cost of service is

$350. lfthe 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 requiredby the Normalization Rules so l011g as the amountof 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 (alc 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 limitation 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 190.

More directly on point was the Service's recent holding in PLR 201418024~ In that

ruling, the Service held that the Normalization Rilles required that the utility's NOLC~related

DTA 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 DTA 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 NOI.JC-related D~rA is not included in the calculation of rate base, then

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

inconsistentwith the NormalizationRules.

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. §1.167(1)-1(h)(1)(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 oi(l) the accelerated depreciation claimed or (2) the amount of the

NOI~C_ 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 Of, alternatively, for the

way in which the tax deferred is measured- OT, 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 190 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 anymethod other

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

The one certain aspect of Treas. Reg. §1.167(1)-1(h)(1)(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 Rilles Of, 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 NOI~C 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 NOLes as was indicated

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

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

PLR 201418024"""~.

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 ofPLR requests

would likely result The uncertainty inherent ill 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 tile Service - "last dollars deducted", "first dollars deducted'f

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 (Ubookfl 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. AIl allocation on this basis is subject to uncertainty, variability and is based 011

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 incomebefore 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 tile allocation is to distinguish between accelerated depreciation and

other deductions;

4. If the allocation is based only all 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. lfthe financial or 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." and

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

of a tax deduction - tile 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 tile portion of any year's NOLe 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 10 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 §1212(a)(1 )(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 §172(b)(1)(C) - this section provides that the carryback period for a

specified liability loss is 10 years rather than the normal 2 years;

3. Code §172(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 10 years rather than the normal 2 years;
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4. Code §172(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 §172(b)(1)(G) - this section provides that the carryback period for a

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

6. Code §172(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 201436037,201436038 and

201438003~ 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 Ru1es~

CO.NC.LUSIO~.-

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

requested.

PROCEDURAL MATTERS·

A. ...Statements .requ.i.red br Rev~:':P·tot.<2014-1 :t.

l . Section 7.01(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 110t 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 §1504 that is

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

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

§267, or a member of an affiliated group ofwhich 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(S)(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~Ol(8) - The law in connection with this request is uncertain and the

issue is not adequately addressed by relevant authorities,

7. Section 7~Ol(9) .. Taxpayer has included all supportive as well as all contrary

authorities of which it is aware.

8~ Section 7~Ol(10) - 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) 626-5801~
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10. Section 7.02(6) - Taxpayerrespectfully requests a conference on the issues

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

11 ~ Taxpayer will permit the KPSC to participate in any Associate office conference

concerning this ru1ing 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. Proc. 2014-1 are enclosed.

2. The required user fee of$19,000 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 ruIing request,
\

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

Respectfully submitted,

.. ~ .. , >.... :_,;~' -._,~~y,;~... ;' ,•...:•. :.•. ~:~,·:ii~·~··Wmen
Miller & Chevalier Chartered
'Attorney for Atmos Energy Corporation
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF ATMOS ENERGY CORPORATION
FOR AN ADJUSTMENT OF RATES AND TARIFF
MODlFICATlONS

)
)
)

CASE NO.
2013-00148

Atmos Energy Corporation ("Atmos"), a gas distribution company operating in

eight states, serves roughly 3.1 million customers. Its Kentucky/Mid~States division,

one of six operating divisions, provides natural gas service in Kentucky, Tennessee and

Virginia. Atrnos's Kentucky unit ("Atmos~Ky.") serves approximately 173,000 customers

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

Kentucky operating unit's base rates was in May 2010 in Case No. 2009~00354.1

On May 13, 2013, Atmos-Ky. submitted its application based on a forecasted test

period ending November 3D, 2014, seeking an increase In revenues of $13,367,575, or

8.6 percent, with a proposed effective date of June 131 2013a

A review of the application revealed that it did not meet the minimum filing

requirements of 807 KAR 5:001, Sections 4 and 16, and a notice of filing deficiencies

was issued. Atmos-Ky, filed information on May 30 t 2013 1 and June 3. 2013, to cure

1 Case No. 2009~O()354~ Application of Atmas Energy Corporation for an Adjustment of Rates
(Ky. PSC May 28, 2010). .
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the noted fHing deflclencles. Our June 24, 2013 Order found that this information

satisfied all of the filing requirements cited in our deficiency notice except the

requirement for Atrnos-Ky. to post its application and other documents on its website.

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

that it had posted its application and other documents filed with its application 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 listIng the documents. A notice that Atmos­

Ky.rs deficiencies had been cured was Issued June 26. 2013 1 stating that that the

application met the minimum filing requirements as of June 24 1 20139 Based on a June

24} 2013 filing date, the earUest possible date Atmos-Ky.'s proposed rates could

become effective was July 24,2013.

The Commission found that an investigation would be necessary to determine

the reasonableness of Atrnoe-Kv.'s proposed rates and suspended them for six months,

from July 24 1 2013 1 up to and including January 23, 2014, pursuant to KRS 2785190(2)~

The suspension Order included a procedural schedule which provided for discovery on

the appllcation, intervenor testimony, discovery on any intervenor testimony, rebuttal

testimony by Atmos-KY.l a public hearing, and an opportunity to file post-hearlnq briefs.

Petitions to intervene were filed by the Attorney General of the Commonwealth of

Kentucky, by and through his Office of Rate Intervention fLAGlJ), Kentucky Industrial

Utility Customers! Inc, CLKIUCJJ
) , and Stand Energy Corporation (UStand u),2 The AG was

granted full intervention and Stand was granted fulJ intervention. limited to participation

on the issues of Atmos~Kyw's transportation threshold levels and any matters related

··~-KIUC·lat~~ ~i~hd~~;';-its petition to intervene,
-2.. Case No, 2013 ..00148
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thereto. Discovery was conducted on Atmos..Ky~ts application by both the AG and the

Commission Staff r~Staff')~ The AG tiled testimony on whIch discovery was conducted

by both Atmos-Ky. and Staff_ Atrnos-Ky. filed rebuttal testimony and the AG filed

supplemental testimony in response to which Atrnos-Ky, filed surrebuttal testimony.

Stand filed no testlmony.

Pursuant to KRS 278~190 (2), Atmos-Ky~ gave notice on 'January 22 J 2014, of its

Intent to place its proposed rates in effect for service rendered on and after January 241

2014 1 In our January 28. 2014 Order, we acknowledged that Atmos-Ky. had complied

with the statutory provisions for placing its proposed rates in effect. That Order requIred

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

the amount of refunds and the customers to whom the refunds should be applied could

be deterrnined..

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

December 3) 2013 and Januaryza, 2014 J at its offices in Frankfort, Kentucky~ Post~

hearing briefs were filed by Atmos-Ky., the AG1 and Stand~ All information requested at

the formal hearing has been filed and the-cass. now stands submitted for a decision. As

discussed more thoroughly throughout this Order, the Commission is granting Atrnos- .

Kyl a base-rate increase of $8,550,1341 which is roughly64 percent of what it requested

and which representsan increase in total revenues of approximate1y 5~5 percent

,·TEST.PERIOD

Atmos ..KyM proposed the 12 months ending November 30,2014, 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

~3~ Case No. 2013~00148
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Atmos-Ky.'s development of certain items contained in its proposed test period. The

AG raised concerns with Atrnos-Kys forecasted filing regarding its lack of

documentation, methodoloqy, and specific Impacts on costs." The AG stated that he

did not agree with using a forecasted test period, but that Atrnos-Ky, did not respond

adequately to certain data requests he propounded to elicit information that would have

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

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

budqet, which it prepares annually for 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 Atmas Board of Directors. Atmos-Ky, noted that. along with its Kentucky

operations, Atmas maintains a Division General Office ("DGO") that manages utility

operations in the states, including Kentucky, which make up the' Kentucky/Mid-States

dlvlslon. It further noted that Atmos has a Shared Services Unit e~Ssun) which provides

support services such as accounting, billing, tax, call center, collections, etc., to the

various operating divisions. Atrnos-Ky, stated that separate budgets are developed

each year at the Kentucky, DGO, and SSU levels.

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

consistent with the provisions of KRS 278.192 and Kentucky Administrative Regulation

... ii ~i~e~tT'estjmony of Bi~n C. Ostrander ("Ostrander Testimony") at 6.

4 Id. at 7l 13J and 14.

-4- Case No. 2013-00148
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5:001 J SectIon 16 (6)1 (7)) and (8)~ Therefore, we will accept the forecasted test period

as proposed by Atmos..Ky. for use in this proceedlnq."

.VALUATfO.N,
. "~III~'~~1I -. I···· ....... ~

Rate Base

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

$2521914J292 based on the 13..month average for that period,

The AG proposed to reduce Atmos-Ky.ts rate base to eliminate N.et Operating

Loss Carry-forwards (UNOLC1
' ) resulting from the losses reported by Atmos's regulated

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

accumulated deferred income taxes CfADITU) used to reduce rate base, an NOLC debit

is an offset to the typical credit balance in AD!T1 causing an increase in rate base. 7

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

normalizatlon violatlon.8 In support of his recom rnendatlon, -the AG cited a recent case

before the West Virginia Commission in whIch Mountaineer Gas's proposal to include a

NOLC in its rate base was denled," rf there was substantlve disagreement by Atmos-

5 Contrary to his contentions, we find that the AG had adequate opportunity to conduct discovery
for the purpose of analyzlnp the proposed test period and components thereof. The Comrnlsslon notes
that the use of a forecasted test perlad is provided for in 807 KAA 5~OD11 Sectlon 16~ We also note that
the orltlclsrn by AG witness Ostrander to the use of a forecasted test period I as he has done In this case
and the two recent rate cases of Big Rivers Electric Corporatlon, is not supported by law or rsqulatlon..
The AG dfd not flle any motions regarding discovery disputes until his motion on Nov. 21.2013 requesting
that the Dec. 3~ 2013 Hearing be postponed, which the Commissioner qranted,

6 The amount the AG removed from rate base was $22~221,329 1 which was 'an estimate. Atmos-
Ky~ clarified that that the NOLC amount included in its rate base was $20 11251550.

7 Ostrander TesUmony at 49~

'B 'd. at 51.

9 Id. at 55.

-5- Case NOI 2013-00148
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Ky. on the NOLC rate base Issue, the AG recommended that Atmos-Ky. obtain a

private-letter ruling from the Internal Revenue Service ("IRS") to resolve the issue."

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

normalization violation of the Internal Revenue Cede." It stated that a violation would

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

Atrnos-Ky. atso claimed that removing NOLes from its rate base is inapproprIate and

inconsistent with sound ratemaking principles, and that inclusion 01 NOLes in rate base

has been accepted by many commissions. inc'uding these in all other states in which

Atrnos's distribution companies operate.l'' It noted that the Mountaineer Gas case cited

by the AG is the only instance in which a utility regulator ruled that NOLC should not be

included in rate base." Atmos ..Ky~ stated that if the Commission determined that its

NOLC should remain in rate basel there was no need to involve the IRS with a private

tetter ruling request However. if the Commission requires that it seek such a ruling l

Atrnos-Ky, asks to be allowed 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."

The Commission Is not persuaded by the AGfs argument. While there is some

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

NOLes, we are unable to agree with the AG that a tax normalization violation would not

1;····: ._."" u ""u .. '. 'u, . u;· . .:"".) ..:u.,'. ~.' , " , .. __ ::" ,!,:'

10 td. at 57~58.

11 Rebuttal Testimony of Pace MoDonald at 4~

12 ki. at 16-19 and 22,

131d. at 21 ~

14 Atmos-Ky.:s post-hearlnq brief at 17.

Case No, 2013-00148
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result from a decision to remove NOLes from Armes-Ky.IS rate base, The AG has not

made a compelling argument for why, from a ratemaking perspective, it would be

reasonable to adopt his recommendation.

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 detlnltlve assessment of this issue." Therefore, we find that Atrnos-Ky.

should seek a private-letter ruling from the IRS with the intent that such ruling be filed

with the application fn Atmos ..Ky~'s next general rate case. We also find that Atrnos-Ky.

should be permitted to create a reguratory asset to defer the casts related to its private-

ruUng request in order to seek thetr recovery in its next general rate case.

Having rejected the AG1s proposal to exclude the NOLC 1 the Commission has

determined that Atmos's net investment rate base is $252,7371721 as shown below.

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

maintenance C~O&MJ]) expenses discussed later in this Order.

Utflity Plant in Service
Construction Work In Progress
Total Utility Plant
LESS:

Accumulated Depreciation
Net UtiHty Plant

ADD:
Gas Stored Underqround
Materials and Supplies
Prepayments
Working Capital

$ 445,835,433
8.541 1792

$ 454,377,225

$ 166 t889,761

$ 287,4871464

$ 9,415 J216

58 1851

1,254 t 362

....' 3 ,,~ ..f?O J..~:4Q:. '

151tI~ possible th~t th~NOLC Issue may be at issue in futureAtrnos-Ky. rate cases.
.. -7... Case No. 2013-00148
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Subtotal

DEDUCT:
Customers Advances for Construction
Accumulated Deferred Income Taxes

And Investment Tax Credits
Subtotal

NET INVESTMENT RATE BASE

CAPITAL STRUCTURE

45,893,236
$ 48,6381812

L252,73Z.721

As a division of Atrnos, Almos-Ky. does nothave a stand-alone capital structure,

Using Atmos's capital balances, Atmas-Ky. proposed a test-period capital structure

consisting of 51.83 percent common equity and 48.17 percent long-term debt. It also

presented a second capital structure for informational purposes consisting of 49.16

(.

percent common equity, 45.68 percent long-term debt, and 5.16 percent short-term

. debt." Atmos-Ky. stated that the capital structure containing no snort-term debt was

appropriate for determining its revenue requirement In that Atmos-Ky. did not use short­

term debtto finance the long-lived assets In its rate base."

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-lived assets and long-term forms of capital, the Commission has recognized that a

utility's rate base includes items other than long-lived plant assets that may be financed

I. . . '" I.. ~

16 The second capltal structure reflected a short-term debt component based on the average

short-te rm debtbalance of Atmos for the 12 months ended March 31, 201 3~

17 Cross~examinatfon of Gregory K. WaHer. January 23,2014 Hearing at 16~55:50 - 16:5~:04.

-8- Case No, 2013 M Q0 148
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with short ..term debt1
B Furthermore, while it is the intent of utHitiesl from a planning

perspectives to finance tong-JIved assets with long-term forms of capital, from a practical

perspective the Commisslon has tong held the position that capital cannot be assigned

directly to a particular state, Jurisdiction or specific asset."

In its last litigated caS8J Atrnos-Ky., formerly Western Kentucky Gas) (UWesternn)I

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

UWestern uses significant amounts of short-term debt on an ongoing basis. .. n the

Commisslon approved a capital structure containing 8.47 percent short-term debt. 20 In

the time since that case. the Commission has issued decisions in 14 litigated rate cases

involving investor-owned gas or electric utilities, or combination gas and electric L!tiHties,

In 13 of those cases] the Commission authorized a capital structure containing a short-

term debt component. The one exception occurred when the utility had used its short..

term debt to reacquire bonds during the historical test period used in that case."

Having considered Annos-Kv.:s argument and the historical practice employed in

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

structure in this matter should include a short-term debt component Accordingly, based

on the record evidence, the Commission will approve for ratemaklnq purposes a capital
I". :., •• II I II I.' I '":.,' i ', ~::~_

'8 c~~~ ··N"~·:·:·B73·B;:···A~"AdJustment of Rates of Columbia Gas of Kentucky (Ky. PSC July 5. 1983)
at 21 i

19 Case NOI 9678, An Adjustment of Rates of General Telephone Company of the South (Ky.
PSC Apr. 16 t 19S7) at 9. Case No. 10117~ Adiustment of Rates of GTE SouthJ Inc. (KYt PSC Sept 1,
1988) at 11 E

20 Case No. 90-013~ Rate Adjustment of Western Kentucky Gas Company (Ky~ PSC Sept. 13,
1990) at 19.

. 21 Case No. 2009-00549~ Applioatlon of Louisville Gas and Electric Company for an Adjustmentof
Electricand Gas Base Rates (Ky.+ PSCJuly 30F 2010).

Case No, 2013-00148
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structure that contains 49 t 16 percent common equity, 45~68 percent long ..term debt, and

5~16 percent short-term debt

REVENUES AND EXPENSES

Atmos-Ky. developed an operating statement for Its forecasted test period based

on its budgets for fiscal years 2013 and 2014. As required by 807 KAR 5:001, Section

16(6)(a), the financial data for the forecasted test period was presented by Atmos-Ky, in

the form of pro forma adjustments to its base period, the 12 months ending July 31,

2013. 22 Based on the assumptions built Into its budqets, Atrnos-Ky. calculated its test-

year operating revenues and Operations and Maintenance ("0&M") expenses to be

$155J374,969 and $141,914
l890,

respectivelyt

23 These test..year operating revenues

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

to be recovered through its Gas Cost Adjustment mechantsm."

Based on the adjusted revenues and O&M expenses stated above. Atmos..Ky~ls

test-period operating income was $13,460,079, which, based on its proposed rate base,

results in a 5.32 percent overall rate of return. Based on a proposed return on equity

(UROE") of 10,7 percent, Atmos-Ky. determined that it required a revenue increase of

$13J3671575~ which would produce an overall return on rate base of at53 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, calculated Atmos-Ky.'s operating

22 A~'p'li~'~ti-;'~':-'VoL 9 of 9, Schedules D.1 and D.2~

231d. Schedule C-1 ~

24 In respanse to Item 28 of Staftls Seeond Request for Informatlon (Staff's Becond Requost")~
Atmos-Ky. updated its estimate 01 gas cost revenues for the test period to $111 J008t901,

-10.. Case No, 2013·00148
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revenue to be $161831 t319 and recommended an increase in revenues of $11215~895~25

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

increase to $2 J736 J433.

26

The Commission wHI accept most components of Atmos-Ky.:s test period and

many of its proposed aclustments. We wifl also accept some of the AG's proposed

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

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

requirement touows."

Revenue Normafization

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

by 211891876 Mef to reflect its adjustment for weather normalization based on the

National Oceanic and Atmospheric Adrninlstration's (UNOAAU
) normal Heating Degree

Day eH0 on) data for the 30-year period ending 2010.28 It further adjusted its firm sales

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

trend In conservation and efficiency by its resldsnttal, commercial) and public authority

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

and transportation volumes for known and measurable changes 'n service contracts and

25 Ostrander Tostlrnony, Exhibit BCO-2, Schedule A-i i

26 Supp'emental and Corrected Direct Testimony of Bian C. Ostrander ("Ostrander Corrected
Testlrnony")at 2 ~

27 Two AG adjustments to which Atmos-Ky. agreed on rebuttal were: a reduction in bad-debt
expense of $25.048 and removalof duplicate bUljng systems' maintenance fees In the amount of $51.262~

28 Direct Testimony of Mark A, Martin (UMartin Tsstlmony"), Exhibit MAM-4.

,a11- Case No. 2013-00148
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customer usage, resulting in a decrease in interruptible sales volumes of approximately

330,000 Met and an increase in transportation volumes of approximately 500,000 Mcf.
29

The Commission finds Atmcs-Ky.'s adjustments to be reasonable and accepts as

normalized base...rate revenues. With regard to weather normalization methodology to

be used in future rate proceedlnqs, the Commission finds that Atmos..Ky. should use the

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

Atmos..Ky. stated its belief that there is a benefit to using NOAA's published 3D-year

temperature normal product, because NOAA thoroughly analyzes the data and smooths

the average daily HOD to produce dally normals.30 Because the Commission is aware

that this Is the case. and with the data's having been published in July 2011 1 it is

reasonable to use the 30 years ended 2010 to weather normalize sales volumes and

revenues in this case. The Commission does not believe it would be reasonable to

continue to use the same 30..year period to weather normaiize sales volumes and

revenues in future rate proceedings brought prior to NOAA's next published 30 N year

temperature-normal product, and therefore, we will require that a more current time

period be used. The Commission witl also require that Atmos..Ky~ file a comparison of

weather normalization methodologies using time periods including, but not limited to,

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

include support for the time period it proposes to use to normalize revenues, including

the superiority of the chosen method in terms of its predictive value for future

temperatures.

29 Id.:"~~hibjt MA~~'~,:~:Y

90 Response to stsff's ·Second Request, Jtem 26~_·

..12- Case No, 2013-00148
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Payroll and Benefits

Atmos-Ky.a test period includes combined direct payroll and benetlts expense of

$8,865t683~ It also includes allocated DGO and SSU payroll and benefits expenses of

$7,570,803. The AG compared these amounts to the actual fiscal year 2012 payroll

and beneffts expenses incurred by Atrnos-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 differenc61 or $1,2121712.

31 The AG claimed

. that the levels proposed by Atmos-Ky, represented significant and unusual Increases for

which Atmos-Ky. ha~ failed to meet a reasonable burden of proot."

Atmos-Ky. asserted that the AG's adjustment ignores the guidelines set forth in

807 KAR 5:001 s Section 16(6)(a)J which require that test-period adjustments are to be

made to the base period. It also asserted that the AG's adjustment is founded on an

arbitrary and unsupported 50 percent reduction factora33 Atmos ...Ky. explalned that the

sala of Atrnos's Missouri, IIHno}sJ Iowa, and Georgia operatlons, aU of which were part of

the Kentucky/MidROStates' division , increased its share of allocated costs from both DGO

and SSU J which increased its test-year payroll and benefits expense levelst34 It stated

that the payroll and benefits amounts incfuded in Its forecasted test year are consistent

.. ·ii1'Ost~~~d~'r'C~~~~·~t~d Testimony at 37-38.

321d. at 42.

.33 Surrebuttal Testimony of Joshua C. Oensman flDensman Surrebuttal") at 5-6,

34 Rebuttar Testimony of Jason L. Schneider ('~Schneider Rebuttal U
) at 4.

-13- Case No~ 2013-00148
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with the Commission's requlatlon for forecasted test periods and that said amounts are

the most reasonable forecasts of payroll and benefits for the test yeartS5

The Cornmisslon does not accept the AGJs recommended adjustment While the

increases in some (terns between Atmos-Ky.'s fiscal year 2012 and the forecasted test

period are notable, it is clear that a major contributing factor was the saleof other Atmas

properties, whlch increased the amounts allocated to Atrnos..Ky. The provisions of 807

KAR 5:001, Section 16(6)(a), which dictate how an appllcant utHity Is to present its. test

year wherr it uses a forecasted test period, do not govern nor limit an intervenor's

analysis of the test year~ However, the AG's use of Atmos-Ky.'s 2012 fiscal year as the

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

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

.basis for reducing. a cost by 50 percent for ratemaking purposes, in this instance it does

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

arbitrary and unsupported, as Atmas-Ky. clalrneo, For these reasons] we reject the

AG's adjustment to reduce Atmos ..Ky/s test year payroll and benefits expense,

Inflation Factor

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

(3) rent, maintenance and utilities, and (4) bad debt) for the test year, Armes-Ky. appued

an inflation factor of 2.7 percent using the approved expense levels in Its fiscal year

-14- Case No, 2013...00148 '
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2013 as the starting polnt." This inflation factor was the average inflation rate for the

Midwest region tor the last three years~ as reported by the U.S~ Department of LaboL37

The AG opposed Atmos..Ky.~s use of an inflation 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 did not show that there was a proper correlation between its generic inflation

factor and the actual historic changes in the expenses to which it applied the inflation

tactor." He argued that use of the Consumer Price Index C'CPl lJ
) was inappropriate

because the ". .. CPI basket of goods and services Is not representative otAtmos'

expenses" and that Atmos had not addressed or reconciled this inconsistency." The

AG noted that his proposed adjustment reflected his belief that Atmos-Kv. had applied

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

On rebuttal, Aimos-Kv, stated that it did not apply the inflation factor to its base-

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

he appHed the percent inflation factor in the test year." After adjusting for these items,

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

:" ,- jjif-F'~r-i~~~~-~nce expense, Atmos-kv. applied a 5 percent inflation factor reflect that to recent
lncreaees in insurance costs have been greater than increases In the other components of "Other O&M,U

37 Direct Testimony of JoshuaC, Oensman C~Densman Tastlrnony") at 15.

S6 0 strandereorrected Testlmany at 12~

39 [d. at 13t

40 Id. at 16 and 22~23.

41 Densman Rebuttalat 2 M 5.
-15~ Case No. 2013..00148
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$171 1804.

42 Atrnos-Ky, stated that use of an Inflation factor for a forecasted test year is

appropriate and that its methodology Is consistent with what has been used in prior

cases, 43

While it has on occasion accepted inflatlon...related adjustments for individual

expense Items." the Commission has not been, and is not now, inclined to accept an

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

approxlrnately a dozen different cost categories ranging from Vehicles and Equipment

to Travel and Entertainment. Commission orders in prior cases stated the

Cornrnlssion's view on this type of CPt-based proposal by finding that using the C.PI

relies U. I' upon too larqe and diverse a group of goods and services I It In its declslon

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

the adjustment proposal U~ •• must provide an accurate measurement of changes in the

cost of providing water service, It therefore should be based principany on those goods

and services that are reasonably likely to be used to provlde water service~n45 The

Commission reasoned that a proper adjustment u •• .should reflect all changes in the cost

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

.........

~2 Id. at 5.~ ..

43 td.

44 Case No. 2012-00520, ApplioatIon of Kentucky..American WaterCompanyfor an Adjustmentof
RatesSupportedby a Fully Forecasted Test Year (Ky~ pse Oct 25, 2013) at 34..35.

45 Case No. 2006·00067. Proposed Adjustment of the Wholesale Water Rate of the City of
Lawrenceburg, Kentucky (Ky. PSC Nov. 21. 2006) at 3-4.
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reliance on the CPt would ''... not reflect any reductions in the cost of service, only

increases. u46

Finding no persuasive reason to depart from its previous decisions on the

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

denies Atmos..Ky.·s proposal." With the corrections to the AGfs adjustment provided In

Atmos-Kys rebuttal, the result is a $171,804 reduction in test-year operating expenses.

DGO and SSU Anocated Expenses

Atrncs..Ky~ Included $10,8761844 and $13 t071,350 in allocated expenses from

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

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

the bUdgets of DGO and SSUt48 Armes-Ky. explained that costs incurred at DGO and

SSU are allocated according to the Cost Allocation Manual (UCAMU)J whrch was

developed by Atmos at the corporate level and which is applied uniformly for the

allocation of common costs in aU states in which Atmas has regulated utility

operations.49

Based on the difference between the allocated expenses in the test year and the

actual allocated expense of $10.086.333 incurred by Atrnos-Ky, in its 2012 fiscal year,

the AG proposed an adjustment to reduce the test-year amount by $1 J492J500~50 Citing

...~. i~·:·:·,~ ... ~._ -::",,;, :." I ~ ••••• ," •

46 Jd.

47 To relterate something brought out in the hearlnq, while Atmos-Ky.s proposal is consistent with
that used in prior cases, those cases were settled and did not require a Commission decision.

46 Densrnan Testimony at 7 I

49 Direct Testimony of Jason L. Schneider c-Schneider Testimony") at 14.

50 Ostrander Corrected Testimony at 25.
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the increases In DGO and SSU allocated expenses from 2012 tothe test period, after

Atmos-Ky. experienced three consecutive years of decreases In these expenses, the

AG characterized the increases as "significant and unusual" and claimed that Atmos-Kv.

did not provide adequate explanation and documentation in support of such lncreases."

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

share of the expenses allocated from DGO and SSU are changes in the factors used in

determining the allocations among Atmos's divisions and affiliates.
52

It explained that

the principal driver of changes in the allocation factors and its Increased levels of DGO

and SSU expenses was the 2012 sale of Atmos's Missouri, illinois, and Iowa operations

and the 2013 sale of Atmos's Georgia operations." Atrnos-Ky. stated that the same

cost allocation methodology had been applied consistently in accordance with its CAM

since the 2001 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 will not

approve his proposed adjustment. It is unfortunate for its ratepayers that Atmos-Ky.'s

share of expenses incurred at the DGO and SSU levels 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 division. caused the increases. Furthermore, it

.:.c~-::-:_ ..

51 Idt at 30-32 ~

52 Schneider Rebutla' at 6.

53 ld. at 5Af6.

54 Schneider Testimony at 14{

55 Schneider Rebuttal at 5.
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has provided the revised aHocation factors on which its current attocation is based, and

these support its stated posltion. Accordingly, the AG's proposed adjustment ls denied.

Employee Incentive Pay

Atmos-Ky. included $1 t 164,455 in employes Incentive pay In its forecasted test­

period operating expenses. The incentive pay reflects the following three plans under

whIch different groups of employees are compensated: (1) t.onq-Terrn Incentive Plan;

(2) Management Incentive Plan; and (3) Variable Pay Plan.56

The AG recommended an adjustment that would eliminate halt, or $582 J228, of

the incentive pay expense from rate recovery." As support for his recommendation, the

AG noted that aH three plans awarded incentives based on a measure of earnings per

share (UEPSU
) } meaning they were tied to financial results of which shareholders were

the primary beneflclary." Because the plans are focused more on shareholdsr-dnven

goafs l the AG recommended that the costs be shared equally between shareholders

and ratepayers, with the shareholder portion being removed for raternaklnq purposes."

Atrnos-Ky. opposed the AGfs adlustment, stating that it was not unique In making

incentive compensation part of the overall compensation package offered to employees,

and that its total compensation package is designed to be in the middle of the job

market fn which it competes for talent60 Atmos-Ky, claimed that its incentive pay

56 Responses to AG ...1 ~ Items 58, 60. and 61 ~

57 Ostrander Corrected Testimony at 43.

58 ld, at 45t

sa !n his post-hearlng brief the AG ur9ed that we dlsa:low any Incentivecampensatlon.

eo Densman Rebuttal at 136
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criteria provide benefits to customers because, in order for the criteria to be met, aU of

its employees must work together to ensure that it operates efficiently and effectively}

which translates into lower costsand tower ratesfor customers."

The Oommlsslon Is in general agreement with the AG on this matter, Incentive

criteria based on.a measure of EPS) with no measure of improvement in areas such as

safety, servIce quality. cal'..center response, or other customer-focused criteria. are

c(early sharaholder-orlented, As noted in the hearing on this matter, the Commission

has tong held that ratepayers receive little, if any, benefit from these types of incentive

planSt62 Regarding Atmos-Ky.s contention that customers benefit because Its plans

lncentivlze employees to work together to achieve efficiency and effectiveness, which

translates into lower costs and lower rates, it is worth noting that Atrnos-Ky.'s witness on

this issue stated his bellsf that employees would strive to do what is right and do a

"qocd job" without these additional lncentlves." It has been the Commissionfs practice

to clsallow recovery of the cost of employee incentive plans that are tied to EPS or other

earnings measures and we find Atrnos-Ky.ts argument to the contrary unpersuasive.

Accordingly, we will remove the full amount, $1.164,455 1 from test-perlod operating

expenses for ratemaklng purposes.

Customer Service System C'CSSH
) Costs

In 2013 t Atmos implemented a new CSS to replace a legacy system that had

been in service since the rnld-tssos. The total cost of the new CSS is approximately

-- - ---: . y'l I II I

. -,., S1"'ld. at 14.

62 Cross-examination of Joshua C~ Dansman, Jan. 23,2014 Hearing at 16:24:54 -16:28:09.

, ~

63 ld. at 16:19:10 - 16:20:29.
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$78.9 mllllon, of which $4~5 million is allocated to Atrnos-Ky." The initial estimated cost

of the system was $64 rnllllon, based on a planned two-phase implementatlon. Upon

determining that a slngle...phase implementatlon was more favorable, Atmos revised its

estimate to $72 million, Ultimately, the system's final installed cost was $78*9 rnllllon,

with the addltlonal $6~9 mullon largely due to the addlton of internal resources needed

to test the system prior to its irnplernentatlon."

The AG proposed an adjustment to reduce test..year expenses by $97 t 599 to

recognize 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 his be~lef that I~Atmos must

have anticipated certain quantitative and qualltatlve benefits related to implementation

" under the single stage approach (versus the 2..stage approach) and that these benefits

should be shared wah ratepayers. ~ ~ a

u67 The AG also proposed to reduce rate base by

$426 i751 to eliminate one-half of the lncraase in the CSSls capital cost

Atrnos-Ky, contested the AG~s proposals, stating that Atmos's internal projections

of potential savings made neady four years ago should not be binding868 It claimed that

the AG was incorrect In his assumption that the capital cost over and above the lnitlal

64 R"esponse to AG-21 Item 36ta~

65 Response to AGft1~ Item 97t"

66 Ostrander Corrected Testimony at 49:r

67 'd. at 50.

66 Atmos-Ky.ts pcet-hearlnq brief at 36.
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project estimate should generate a higher level of operational effjciencies~B9 Atrnos-Ky,

asserted that there were two primary drivers of the Increase above the original estimate

of capltal investment: (1) changing the implementation approach from two-phase to

single-phase; and (2) the increase in internaJ resources above those originally estimated

for testing of the system prlor to its Ugoing Iive,'~70 It stated that the decision to alter the

implementation approach and invest more in testing the system was made to ensure

that the implementation was successful and seamless for customers and was not made

to increase the scope of the system or add functionality to it71

The Commission agreeswith Atmos..Ky. that nearly four-year-old "internal savings

projections of the new ecs should not be binding in this situation. We find Atrnos-Ky.ts

explanation of the changes to the CCS project (ensuring that the lmplementat;on was

successful and seamless for customers), which caused the final capital cost to exceed

the initial 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 will not adopt the AGJs proposed expense and rate-base

adjustments related to the implementation of the new CSS.

The effect of the Commlsslon's accepted adjustments on Atrnos-Ky.ts pro forma

test-period operations is as follows:

~ :_. . i -. :.. -._. . . / ~.

69 Rebutlar-T~"stJrnany of GregoryK~ WaUer at 2"l"'

70 Id~

71 td.
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Operating Revenues
Operating Expenses
Net Operating income

Atrnos-Ky.
Forecasted
Test Period

$155 t374,969

, 141.914la~9)1
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Commission
Adjusted

Test Period
$ 155J374~969 .

141,914,447

$ 14,323,522

Cost ot.Debt
:3 I.:".::."·-t-: ·"".:i:-.:i.-~i .. ,..... r~._

Atmos-Ky. proposed a cost of long-term debt for the test period of 6~19 percent,

based on the forecast of total lang..term debt expected to be in place on November 30,

2014,72 Because Atmos-Ky. proposed to exclude short-term debt from fts capital

structure, it likewise did not propose to include the cost of short-term debt. Information

provided [n Atrnos-Ky. 's application was sufficient to show that the average short-term

debt for the test period Is 1.25 percent."

The Commission finds that the cost of long-term debt should be 6.19 percent

Consistent with its finding that short-term debt should be included in Annos-Ky.s capital

structure, it further finds that the 1.25 percent average cost of short-term debt set out in

the application shouJd be used in calculating Atrnos-Ky.ls rate of return.

Return on Equity

Atrnos-Ky, recommends an ROE ranging from 10 percent to 11.3 percent, and

specifically requests in its application an ROE of 1O,7 percent based on its discounted

cash flow model (UDCF'l)t the ex ante risk premium method, the ex post risk. premium

~ .. ~

72 AppIIcatlon~ ScheduIe J-s'i

73 Application, Schedule J"8f
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method, and Capital Asset Pricing Model r~CAPMn).74 In its response to Item 48 of

Staffs Second Request, Atrnos-Ky. recommended an updated ROE of 1O~6 percent

To perform the analysis in support of Atmos..Ky.ts recommendation, Dr. James H~

"Vander Weide employed two comparable risk proxy groups. The first group consists of

nine natural gas companles. Each company is in the natural gas distribution business;

paid quarterly dividends over the last two years; had not decreased dividends over the

last two years; had an available i/B/E/S long-term earnmqs growth estlmats;" and was

not involved in an ongoing merger. Each also has an investment grade bond rating and

a Value Line Investment Survey C~Value Linen) Safety Rank of 1 t 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 I/S/E/S "long-term growth forecast: and are not part of an

ongoing rnerqer." Dr. Vander Weide stated that water utilities are included as a proxy

group because the sample size of natural gas utilitjes is relatively small; water utilities

are, a reasonable proxy for investing in natural gas utilities in terms of risk; natural gas

74 Di~eGt T"~-~tlmony of James H. Vander Weideat3..4~

751d. at 25~ 1I8/E/S~ a division of:Th"Qm"ttot.r-;Relit;ej$~f reports analysts' EPS growth forecasts for a
broad group of companies, The I/B/E/S :":tlrwMh,Jata$ij~r~ wJdely cfrculated in the tlnanolal community,
in01ude the prajeottons of reputable finan9'~~"~~J~~n~JY~J~/NV~$: develop astimates of future EPS 9rowth~ are
reported on a timely basis to investors, anij':J~r$i"~,«Jq_e"''y usedby institutionaland other lnvestors.

76 {d. at 25.

771dt at 28,

~24· Case No. 2013-00148



Exhibit PM-1

utilities are frequently used as proxies for water utllltles in water cases:" and that the

cost-of-equity results for a group of simIlar..risk companies is useful to examine as a test

for the reasonableness of the cost-of-equity results for natural gas utilities..

Dr. Vander Weide applied a quarterly DCF model to the gas and water proxy

groups. His DCF study uses analysts' estimates of forecasted EPS growth reported by

IIS/E/S" and Value Line to compute the growth rate expected by investors. The inltlal

DCF analysis fHed In Exhibit JVW..1J Schedule 1of the application sets out a "market..

weighted average" for the gas proxy group utilitles of 10 percent, including flotation cost

ln response to a Staff information request) Atmas..Ky. stated that the simple average of

the DCF analysis for the orlqlnal proxy group, including flotation cost, is 9.7 percent; the

market..weighted average, excfuding tlotatlon cost, is 9.7 percent; and that the slmple

average DCF ROE is 9~5 percent if flotation costs are exc]uded.79 On November 15,

2013, Atrnos-Ky. provided an update to its DCF analysis which showed a market..

weig~ted average ROE of 9,9 percent, includ1ng flotation cost» for the eight gas proxy

group utilities remaining after New Jersey Resources was excluded based on its DCF

result's being so "low that it failed Dr. Vander Weide's outlier testBD Model results for

the tnclvldual cornpanles are sufficient to show that the DCF analysis produces a simple

~~r~~!~i~~~iijt5Ei:;;!r~:f~~~;~Jii:i:~i1'~i~il:ii'~t:~t~~}
natural gas utilitiesas proxies for water utlhtles to be tnapproprlate. . ""." .."""

79 Response to Staffs Second Request. Item 44~

80 Atrnos-Ky. Responses to Hearing Discovery Request, Ouestlon 1-10.
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average ROE of 9~56 percent, including flotation cost, as updated by Atmos..Ky~ on

November 15, 2013, after the exclusion of New Jersey Resources' DCF result."

For the water utility group. the OCF analysis produced a simple average ROE of

10.6 percent, with flotation costs! and a market-welqhted average ROE of 11 percent

Atmos-Ky.'s response to Item 44 of Staff's Second Request indicated that, without

flotation costs, the DCF results produced a simple average ROE of 10.4 percent and a

market-weighted average ROE of 10.8 percent. Atmos-Ky.'s November 15, 2013

update showed a simple average DCF of 9.9 percent, with flotation costs, for the water

groUpt and a market-weighted average ROE of 10.8 percent, including flotation costs I

Dr6 Vander Weide railed upon data of gas distribution utltltles for the ex ante risk

premium ROE estimation and used a forecasted yield to maturity ("YTM") on A-rated

utility bonds. The cost of equity produced by the ex ante risk premium is 11.3 percent,

using a forecasted 6.55 percent forecasted YTM on A-rated utility bands. For the ex

post risk premium ROE estimation, Dr. Vander Weide relied upon stack price and

dividend data from Standard & Poor's ('1S&pU
) 500 stock portfolio and from Moody's

A~rated Utility Bonds bond yleld data. Using this method, the expected ROE is 1Oa4 to

10.9 percent with a mid-point of 10.6 percent, to which Dr. Vander Weide added an

allowance for flotation cost to achieve an ROE of 10.8 percent This calculation also

included a forecasted YTM on A-rated utility bonds of 6~5S percent In response to Item

47 of Staff's Second Request, Dr. Vander Weide confirmed that the Moody's average

A-rated utility bond yield as of February 2013 was 4.18 percent. Using the 4a 18 percent

Case No. 2013-00148-26--

.. "a;{ "r~i~~-':-j~';~'~y" R"~'sources' DCF Model Resutt as shown In Exhlblt JVW-1 ~ Schedule 1) of the
appllcatlon is 8.3 percent.

f.
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YTM as opposed to the forecasted 6.55 percent YTM produced ROEs of 10.3 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 4.18 percent bond yie~d

produces an unreasonably Jow cast-at-equity estimate. and noted that as of August 14J

2013, the average utility bond yield had risen to approxImately 419 percent When

Atmos-Ky, provided updated information to Staffs Second Request on November 151

20131 the ROE produced by the ex ante risk premium remained unchanged at 11.3

percent, and the ROE produced by the ex post risk premium had risen to 1D~9 percent,

including flotation cost and using the forecasted 6~55 percent YTM~

Dr. Vander Weide performed both historical and DCF..based CAPM analyses.

producing ROEs of 1062 and 10.6 percent, respectively s using forecasts of long-term

Treasury bond yields; market-weighted average betas; and including flotatIon cost.

Atmos..Kytls November 151 2013 update included CAPM analyses with more current

data, The historical CAPM ROE from that updated information was 10 E34 percent, whlie

the updated DCF-based CAPM ROE was 1O~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

results in ROEs of 10w01 percent and 1D. 18 percent) respectively, incfuding flotation

cost, for the historfcal and DCF-based CAPM analyses. Dr. Vander Weide concludes in
his direct testimony that the cost-of..equity model results derived from CAPM should be

given less weight for purpose of estimatIng the cost of equity because It underestimates

the cost of equity for companies with betas significantly Jess than 1~O.

..27- Case No. 2013",00148
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In Its post-hearing brief} Atmos ..Ky, discussed the Introduction of a Regulatory

Research Associates (IIRRAl1
) report at the hearing which described average allowed

ROE of aU electric and gas utilities rate cases for 2013~ It expressed concern regarding

any "over reliance on a simple average return"; stated that the Introduction of the report

at the hearing implied that the average allowed return on equity could serve as a guide

to the Commission; and enumerated the attendant problems if that were the case.

Atmos... Ky. discussed in Us brief the information it provided in response to Commission

and Staff requests during the hearing, citing ROEs ofAtrnos's distribution companies on

average, Atmos..Ky,'s current PRP program ROE resulting from the settlement of its last

rate easel and Atmos Mlsslselppf's ROE1all of which are currently over 10 percent."

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 2013 and

to the overall 2013 average ROE for gas utilities of 9.68 percent as reported in the RRA

report introduced at the hearlng. B3 The AG concluded in his brief that) based on the

national average allowed ROEs for gas utilities In 2013, an ROE of 9t68 percent, will

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 Atrnos-Ky., the Commission finds a range of 9a3 percent to 1O~3

percent to be reasonable. Within this ranqe, an ROE of 9ta percent will best allow

Atrnos-Ky. to attract capital at a reasonable cost, maintain Its financial Integrity to

-28-

... ;li2·:·At~·~·~-KY~'·;'~·"P~~'t~'h·;~ri ng brief at 43~ 44~;

as AG~s post-heartnq brIefat 27.
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ensure continued service, provide for necessary expansion to meet future requirements,

and result in the lowest possible cost to ratepayers. In reaching our findingl we have

excluded adjustments for flotation cost and have placed greater emphasis on the DCF

and the CAPM model results of the gas utility proxy group~ While recognizing that

historical data has some value for use in obtaining estimates, we have given

considerable weight to analysts' projections regarding future growth in the application of

the DCF model. FinaUY5 in assessing market expectatlons, we have recognized the

importance of present economic conoluons.

Wlth regard to Atrnos-Ky.s concern about the aforementioned RRA report, this

Commission does not rely on returns awarded in other states in determining the

appropriate ROE for Kentucky jurisdictional utilities. It is reasonable to expect that other

cornrnlsslons, each with its own attributes, are evaluating expert witness testimony

which uses the same or similar cost-ot-squlty models and an arrayof proxy qroups, and

reaching conclusions based on the data provided in the records of Individual casas.

The conclusions reached by those commissions) as well as this Commission, as to

reasonable ROEs for a constantly changing group of utilltles during different time

periods are summarized periodically by RRA with explanatory reference points and are

available to investors. To the extent that investors' expectations are influenced by such

Information, we believe that our 9.8 ROE will not appear unreasonable.

Rate of Return Summary

Applying Atrnos-Kvs rates of 6.19 percent for long-term debt, 1~25 percent for

short-term debt, and 9.8 percent for common equity to the approved capital structure

Case No, 2013 ..00148



Exhibit PM-1

produces an overall cost of capital of 7~71 percent The Commission finds this overall

cost of capital to be falr, just, and reasonable.

REVENU.E....REQU JREMENTS
.".~ . . . .. .. .. .. .

Based upon Atrnos-Kys rate base of $252,737 J721 and an overall cost of capital

of 7,71 percent, the net operating income that could be justified for Atmos-Ky. is

$19,486,482. Hecoqnlzlnq the adjustments found reasonable herein, Atmos-Ky.e pro

forma net operatlng income for the test year is $14 t323,522. Based on the difference In

these two amounts, Atmos..Ky. would need additional annual operating income of

$5,189,538. After recognizing the provision for uncojectlble accounts, .state and federal

income taxes, and the PSG Assessment Atrnos-Ky.'s revenue deficiency would be

$8,550,1341 The calculation of the revenue deficiency is as shown below:

Net Operating Income Deficiency
Divide By Gross Up Revenue Factor
Overall Revenue Deficiency

PRICING AND TARIFF ISSUES

$5~189,538

0.606954
$8,550,134

~ost-of-SerVice Study

Atmos..Ky. presented a fully allocated class cost-ot-servlce study (UCOSS") for

the purpose of distributing revenue requirements among rate olassee and determining

rates of return on rate base at present and proposed rates for the following rate classes;

Hesldentlal, Commercial and Public Authority, Firm Industrial, and tnterruptlble and

Transportatlon Atrnos-Ky, revised the COSS in response to Staff's Third Informatlon

Request (UStaff's Third Request") and again when it filed Its rebuttal testimony."

. "'

64 Rebuttal Testimony of Paul H. Raab (URaab Rebuttal"), Exhibit PHR-3~
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Atmos-Ky. IS revised COSS indicated that, at present rates, class rates of return

on rate base are: 1.5627 percent for Residential, 1O, 1022 percent for Commercial and

Public Authorlty, ~6805 percent for Firm Industrial, and 26~3634 percent for Interruptible

and Transportatlon." The total company rate of return is 5.3220 percent." The rates

of return at Atrnos-Ky. 's proposed rates would be: 4t3323 percent for Residential,

15,0922 percent for Commercial and Public Authority, 4.3633 percent for Firm

lndustrfat j and 29.6414 percent for Interruptible and Transportanon." Total company

rate of return on rate base would be 8~5299 percent." At proposed rates, Atmos-Ky.a

COSS shows that its proposed revenue allocation results in the class rates of return

moving closer to an equalized rate of return.

Atrnos-Ky, filed a Customer/Demand COSS utilizing a combination of peak day

demands and customer number in allocating the cost of distribution mains. Atmos-Ky.

used design day demand, stating that it was the most appropriate allocation method

since its "transmlsslon plant is built to meet the highest simultaneous peak established

by customers.t" Using a zero-intercept method in developing its classification factor for

distribution mains. Atmos-Ky. classified them as approximately 85 percent customer-

"." ,--

as Id. at p. 1. The COSS flied with the appJication shows onlythe Residential class proviping less
than the system average return at present rates. The revised COBS flied as Exhibit PHR~3 shows both
the Residential and Firm IndustrIal classes providing tess than the system average return at present
rates,

BB fd.

87/d.

as kt.

89 Direct Testimony of PaulH. Raabat 9~).
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related and 15 percent demand-related." Atmos...Ky~ states that this classification is

consistent wIth classlflcatlons it proposed and the Commission accepted in its previous

rate proceedlnqs, It also states that the Commission approved a similar zero-intercept

COSS used by Delta Natural Gas Company C~DeJtar~) in Case NOr 2010MO00116.

91

The AG submitted an alternate Peak and Average COSS in the testimony of
~.

witness Glen Watkins.92 Atthough certain minor differences exist between the two

COSSes1 Atmos-Ky.. and the AG agree that the primary djfference lies in the treatment

of distribution mains. The AG's COSS allocates distribution mains based on both peak

day and annual throughput The AG states that the Peak and Average method is the

most equitable method for assignfng the costs of natural gas distribution mains because

it recognizes utilization of the facilities throughout the year, but also recognizes that

some classes rely on the facilities more than others during peak periods. The AG

argues that In Atmos-Ky1'8 COSS t 87 percent of the costs of service are allocated

based on the number of customers regardJess of their utilization of the system and that

this places an unfair burden on resIdential oustorners.f"

On ·Rebuttal, Atmos..Kya states that Its COSS recognizes that some classes reJy

upon the tacllltles more than others during peak periods because It allocates a portion of

distribution mains on the basis of customer class peak demand. Atmos-Ky, contends

that ueach class's utilization of the Companyis facilities throughout the year" has no

I : I I I I •• I. _ -.. • •• '. : • .-.;. ~: •• : •••• • ~

90 ki. at 12~·

. 91 Case No. 2010"00116, Application of Delta Natura' Gas Company, lro. for an Adjustment of
Rates (Ky. PSC Oct 21, 201 0)f..':

92 A Peak and Average COBS is sometimes referred to as a Demand/Commodity COS$~

93 AGts post...hearingbrief at 25~t;;
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bearing on the cost being allocated a It argues that it uses a network model to plan its

system which considers only the number of customers to be served and their peak

demands." Finally. Atrnos-Ky, makes reference to page 28 of the National Association

of Regulatory Utility Commissioners Manual on Gas Rate Design dated August 6, 1981 J

and states that the only cornmodfty-retated costs identified are those related to the

acquisition of natural gas, consistent with its COBS results. Atmos-Ky. concedes that

U. • t there is no 'absolute' cost of service analysis that can be relied on by the

Commission in aU cases to gUide the allooatlon of costs) and that whatever cost

allocation methodologies are chosen should be used as a tgulde' rather than as an

absolute prescription for rate design~ue5 Atrnos-Ky. states, however, that when making a

determination on which set of results to use as a guide in rate desiqn, the Commission

should conslder 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 would benefit the resldential clas5~96 Atmos-Ky. argues that It must take a

broader view of what is fair and reasonable when making allocation declslons.

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

methodolopy. However, we also find the methodoJogy used by Atrnos-Ky. to be

reasonabJe and, with a greater amount of detai1 included so that the functlonallzatlon

.~~_... :_.. -:.'-._.:.II:_"'- _:":~~~II ii" li~'lri.~~~ _ _- III'. '.' I III II I . _

94 Haab Rebuttal at 14+.

95 1dl at 4~

90 fd. at 7~
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and classification in its COSS could be seen, represents an acceptable starting point in

determining rate design in this proceedinq,

Other COSS-Related Issues

Atmos-Ky~ acknowledged that there is support for the approach used by the AG

in previously fUed CaSSes in other [urlsdlctions." in addltlon, Atmos-Ky, stated that

"[bjoth approaches utilize traditional and accepted classification and allocation methods

and yet produce widely divergent results of the 'cost of service." It was for this reason

that, In Case No.1 0201 ,98 the Commission encouraged Columbia to submit rnultlple­

methodology GaSSes in its future rate proceedlnqs. The Commission reaffirmed this

position in Case No. 90-01399 when 1t encouraged Atmos-Ky.a predecessor, Western.

as wen as other utility companies and intervenors, to file well-documented alternative

and multlple-rnethodolopy CaSSes to provide additional information for rate dsslqn.

We continue to believe that such an approach to CaSSes is appropriate and beneficlal.

Hence, the Commission strongly encourages Atmos-Ky. to file multiple ...methodology

CaSSes in future rate cases in order to give the Commission a range of reasonable

results for use in determining revenue allocation and rate design~10Q

97 Id. at 5.

9B Case No.1 0201 J An Adjustment of Rates of Columbia Gas of Kentucky, Inc. (Ky. PSC Oct 21 t

1988).

99 Case No. 90..013. Rate Adjustment of Western Kentucky Gas Company (Ky. PSG Sept 131

1990) at page 50,

100 ln consldenaq rnethodoloqles, Atrnos is reminded the Commission voiced its concerns in the
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The Commission notes that the AGJs COSS in this proceeding failed to show the

steps of functionallzation and classification. When asked in an Information request to

provIde the COSS electronically with all three steps shown separately, the AG provided

an electronic copy that shows only the allocation 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 unless he was

compensated.'?' As was stated in Admin. 297, the Commission prefers that COSS be

disaggregated to the greatest extent possible102 so that the functionalization and

classification, as well as allocation, are available for review. Absent an analysis showing

all steps of the COSS, the Commission is unable to fully analyze the COSS and

therefore Is unable to give it the same consideration as a study that includes an analysis

of all three steps. With this Order, the Commission puts all parties to future rate

proceedings on notice that we cannot give full consideration to a COSS that does not

show separately each of the typical individual COSS steps of functionalization,

classification _and allocatlon,

Revenue Allocation

According to Atmos-Ky., while the results of its COSS show that all customer

classes except the resIdential class contribute adequately to its cost of service, it chose

to allocate a portion of the requested revenue increase to each customer class.lOS It

101J-~~~;;Y--2~,'20~4 hearing at 19:32:25.

102 Admin. 297 (Ky~ PSG May 29". 1987),Order at at 42-43.

103 As stated previously, the revised COSS filed as Exhibit PHR..3 shows both the Res;dential and
Flrm tndustrlal classes provlo ing less than the system avera98 return atpresent rates.
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proposed to increase the customer charges and volumetric rates of aU classes with the

exception of special contract customers, and to allocate greater increases to volumetric

charges as opposed to fixed monthly customer charges.'?" Atmos-Kys proposed

allocation of its requested base-rate increase results in malntalnlnq approximately the

same percentage of total revenue responsibility among customer classes as exists at

current rates.l'"

The AG recommended base-rate revenue increases for all customer classes as

well, wIth lesser rncreases allocated to firm-sales customers, and with greater increases

allocated to rlrrn-transportanon, and interruptible-sales and transportation customers,

The AG recommended that revenue increases allocated to firm-sales customers be

recovered via increases in volumetric rates only, with no increase in monthly customer

charges for firm~G-1 ..sales oustomers.''"

The AG also recommended imputing an approximately $3 million increase in

base-rate revenues to special-contract customers or to Atmas shareholders.l'" The AG

asserted that 50 percent of the tariff rate discounts attributable to 17 special contracts

with 16 industrial customers subject to bypass threat should be borne by either those

customers or shareholders, with the other 50 percent borne by other cuetomers.l'" The

AG stated in his post-hearing brief that it is possible some special contract customers

..>

104 Martin Testimony at 24.

105 January 23. 2014 hearing at 11:58:06,

106 Direct Testimony of Glenn A~ Watkins at 44R4S.~~

107 1d. at 451

lOB AG's post-hearlng brief at 11 ~12t
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are legitimate bypass threats, but that "lt is likefy that some of these contracts are

unreasonable and some of the special contract customers are not legitimate threats to

bypass Atmos.u 1
0

9 The AG also recommended that the Oommlsslon requfre Atmos...Ky~

to provide an analysis of the reasonableness of the special contracts and whether they

represent legItimate bypass threats. A similaranalysiswas a provision in the settlement

agreement between the AG and Columbia Gas of Kentucky, Inc. (UColumbia") in Case

No. 2013..00167110 after the AG raised the same concern regarding the continued

reasonableness of special contracts in that case. In the Oommlsslon's final Order

approving the settlement agreement, we ordered Columbia to submit the results of its

analyses on the threat 01 bypass by Its special contract customers as part of its next

appUcation for an adjustment of Its base rates,

Responding to the AGJs proposal to impute $3 mHUan of special-contract revenue

discounts to special-contract customers or Atmos shareholders, Annos-Ky, asserted in

Its post-hearing brief that all its special contracts were filed with the Commission; were

supported by financial analysis demonstrating that they generated revenue sutftclent to

cover all variable costs and make a contribution to fixed costs; were reviewed, accepted

and stamped by the- Comrnlsslon; and that the revenues generated were included in

each subsequent rate case before the Comrnlssion. Armes-Ky. claimed that physical

bypass of its system remains a viable option for each special-contract customer, and

109 Id. at 121

11
0 Case N0 ~ 2013-00167, Application of Columbia Gas of Kentucky~ Inc. for an Adjustment of

Rates for Gas Service (Ky. PSG Deo~ 13 t 2013)~
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that it would be unwarranted and unjust to disallow the revenue discounts from its

previously approved contracts.'!'

The Commission agrees with both Atmos-Ky, and the AG that Increases should

be allocated to aU 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 mUlion In revenue responsibility to special..

contract customers, or to Atmas 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. Atrnos-Ky. established to the Comrrussion'e satisfaction at the

time of fHing 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 a1so finds reasonable the AG's recommendatIon to require

Atmos-Ky. to fHe analyses similar to that required of Columbia in its next base-rate

applicatlon. The Commission will therefore require Atmos-Ky. to internally conduct and

"maintain studles, analyses, reports, quantifications, etc~1 that demonstrate the threat of

bypass by each of its spaclal-contract customers, and that the special contracts

continue to generate sufflclent revenue to cover variable casts and contribute to fixe'd

costs. This information (8 to be provided in Atmos-Ky.'s next base-rate case application.

The Cornmlsslon's revenue allocation as reflected in the rates found reasonable

herein generally preserves the existing base-rate revenue responsibitity among the

classes, excluding gas cost

i11 Atmos-Kyt's post-hearing brief at 47..48.
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Rate Design

Atrnos-Ky, proposed no change in rate deslqn, maIntaining its current monthly

base customer charge and declining block volumetric rates for all rate schedules, it

proposed to increase the G·1 Firm Sales Service base customer charge to $16~OO for

residential customers and to $40~OO for non-resldentlal customersI It aleo proposed to

increase the base customer charge for G~2 Interruptible Sales Service and for T-4 and

T-3 Firm and tnterruptlble Transportation Service customers to $350.00, which is

supported by its COSS~ Atmos..Ky. proposed to increase volumetric rates far all

customer classes, with a greater relative increase allocated to the first block (0 - 300

Mcf) for G-1 tJrm sales customers andT..4 firm transportation customers.

As mentIoned In the discussion on revenue allocation, the AG recommends that

Atmos-Kys residential base monthly customer charge not be increased above $14*281

the residential base customer charge, including the Pipe Replacement Program C'PRpn)

surcharqe, in effect when Atmos-Ky. filed its applloatlon. The AG stated that any

increase awarded to Atmos-Ky. should be allocated to the volumetric delivery charge to

give customers the opportunity to lower their bills through conservatlon.l'" The

Commission notes that, based on the $2,61 month1y residential PRP rate we approved

effective October ·1, 2013 In Case No. 2013-00304.113 Atmos..Ky~ts resldentlal

customers are now payIng $15a11 through the combination of the current $12.50 base

customer charge and PRP surcharge.

112 AG'~P'~;t-Hearing Brief at 26.

1'3 Case No. 2013-00304t Application ofAtmas EnergyCorporation to Establish PRP RiderRates
for the 12-Month Period Beginning Ootober1,2013(Ky. PSC Sept 17t 2013).
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The Commission finds Atmos..Ky~Js proposed monthly base customer charges,

including the $16~OO residential base customer charge, to be reasonable based an its

COSS and the relatively minor increases from the level of monthly customer charges

currently paid by aU customer classes, Atmos-Kyt'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

volumetric rates approved herein are either identical to or approximate the volumetric

rates proposed by Atmos-Kv. for the second and third rate blocks for G·1 firm sates and

T..4 firm transportation rate classes; and for both blocks of G-2 interruptible sales and T­

3 interruptible transportation customers. The remainder of the increase is recovered

through the 0 - 300 Mef block of firm sales and transportation customers, maintalning

more closely the existing relationship between the first rate block and the second and

third rate blocks than had been proposed by Atmos-Ky,

Weather Normalization Adjustment

Atmos..Ky~ proposed that its Weather Normalization Adjustment (UWNAlJ
) be

granted permanent approval. Atmos-Ky. points out that Columbia, oelta, and Louisville

Gas and Electric Company have all received permanent approval from the Commission

of their WNA mechanisms. Atmos-Ky.'s proposed WN.A tariff defines normal billing

cycle HDD as being based on NOAAts 30-year normal for the period of 1981 ~201 O, In

Atmos-Kv.s post-hearlnq brief, it alluded to testimony that it is willing to use a different

data set for calculating its WNA, but stated its concern that the same data set should be

used for normalizing test-year revenues in its rate case as Is used for its WNA~

Case No. 2013-00148
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The Commission finds that Atmos-Kvs proposal for permanent approval of its

WNA is reasonable and should be granted, Atmos-Ky.'s WNA tariff should likewise be

approved including the language concerning NOM's 3D-year normal far the period

ending 2010. In Atmos-Ky.'s future rate proceedings, this WNA tariff language setting.

out the time period used should be updated to reflect the time period approved by the

Commission to weather normalize revenues in those rate proceedings.

Margin Loss Rider and System Developmen~ .. Rid53.r

Atmos-Ky. proposed to implement two new tariffs, a Margin Loss Rider ("MLR")

and a System Development Rider ("SDR"), which it believes will help delay the time and

cost associated with a general ratecase.!" Atmos-Ky. proposes the MLR to recover 50

percent of margins lost due to the Economic Development Rider ("EDR"), its Alternative

Fuel Flex Provision, or negotiated rates with pipeline bypass candidates. It proposed

the lost margin as half the difference between existing tariff rates and the negotiated

special contract rates collected 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 difference between billed

revenues and revenues that would have been billed absent the rider, plus interest at the

average the 3wmonth Commercial Paper Rate for the immediately preceding tz-momh

period. In support of its proposal, Atmas-Ky. stated that the Commission approved an

MLR tariff in a general rate proceeding of Atmos-Ky.'s predecessor company, Western,

._... .'":"!:.-

114 Martin Testimony at 30~
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in Case No, 1999-070~115 That tariff resulted from a unanimous settlement agreement

and provlded for lost revenues to be shared equally by ratepayers and shareholders,

The SDR is proposed to recover investment related to economic development

initiatives for overall system or reliability Improvement that cannot be directly assigned

to a customer or group of customers, Atmos..Ky~ states that the SDR is intended to

encourage industrial development, infrastructure investment and job grovvth within Its

service area, Atrnos-Ky.s proposed tariff descrIbes the SDR revenue requirement as

consisting of the following:

1. SDR-related Plant In-Service not included in base gas rates minus the

associated SDR~related accumulated depreciation and accumulated 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 capltal authorized for the Company's Pipe Replacement Program Rider;

4. Depreciation expense on the SDR related Plant In...Service less .

retirements and removals; and

51 Adjustment for ad valorem taxes.

Atmos..Ky~ proposed that the SDR rate be charged to the G-1 and G-2 rate classes in.

proportion to their relative base revenue shares approved in its most recent rate case,

. - . _. ~

115 Case No, 1999-070. The ApplicatIon of Western Kentucky Gas Company for an Adjustment of
Rates (KYI pse DeG~ 21 1 1999).
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The Oomrnisslon, in Administrative Case No. 327 C~Admint 327U
) ,1i 6 specifically

stated that utilities with active EDR contracts should demonstrate through detailed cost­

ot-servlce analysis that nonpartlclpatlnq ratepayers are not adversely affected by EDR

customers. and that cost-recovery issues are to be held for general rate proceedinqs.

Atrnos-Ky, proposed these same rlders in Case No, 2012~00066f117 In which it stated

that EDR promotes an important public purpose similar to pipe-replacement programs

and, therefore, it should be permitted to recover its costs on a more current basts.'!"

The Commission approved Atrnos-Ky.ts EDR in Case No. 2012..Q0066 J but did not

approve the MLR and SDR riders, Atmos-Ky~ states in its application 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 spite of this claim, Atmos-Ky. stated

in response to Item 177 of the AG's First Request for lntorrnanon and in response to

Item 27 of StaffSs Third Request that transportation customers would not be expected to

benefit as much from development, lnfrastructure investment, and job growth as G-1

and G~2 sales customers. which are the only customer classes proposed to be subiect

to the riders,

116 Administrative" Case No. 327r An investigation into the Implementation of Economic:
Development Rates by Electric and Gas Utilities (Ky~ PSC Sept 24,1990).

117 Case NOt 2012-00066, Application of Atmas Energy Corporatlon for an Order Approving
Economic Development RIders (KY4 PSGAugl 27, 2012)~

116 The Commission acknowledged In the final Order in Case NOa 2012-00066 that EDRs promote
a publie purpose, but stated that it was not persuadad that the purpase is similar to the issue of pubUc
safety that is promoted by the pipe replacement programs of Atmos and othergas utilltlcs.
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The AG recommended that the MLR "not be approved, citing the fact that the

MLR was previously approved in a black box settlement and not as a result of a litigated

proceedjng~118 The AG stated In his post-hearing brief that Atrnos-Ky. should not be

awarded an MLR that wou'd encourage future special contracts, which he is concerned

would not be responsibly adrnmlstered. If the Commission approves an MLR for Atmos­

Ky., the AG recommends that we impose conditions and exercise ongojng supervision

over such a mechanism."? The AG had no recommendation with regard to the SDR.

The Commission finds that the record in this proceeding does not support Annes­

KytJs need for an MLR or an SDR. In response to hearing requests for information

concerning the MLR, Atrnos-Kv. 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.!"

The Commission notes that if Armes-Ky. were to enter into a special contract with an

EDR customer, in most instances it should be to add incremental load and that revenue

collected from that customer would be in addition to base.. rate revenues approved in

this rate case~ Because Atmos-Ky.'s experience over the last five years does not

support the likelihood of revenue losses that would indicate the need for such a

revenue-stabillzlnq mechanism, the Commission finds that the addition of the proposed

MLR to Atrnos-Ky.e tariffs is notwarranted or reasonable.

".".: .. ~_::..: :-.". I ..•. ", . . _.. .). .~ .••:", I . • ... i I .• : r.. .•. - "' I",· .....

119 AGts post-hearing briefat 13.

120 Jd. at 14.

121 Atmos-Kys Responses to Hearing Discovery Requests, Question 1..03,
~44.. Case No. 2013 ..00148
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Atrnos-Ky.a response to Item 5 of Staff's Third Request indicates no revenue

toss in the last five years resulting from projects that would have qualified for recovery

through the SDR if such a tariff rider had been in use during that time, and that no such
.[

projects are contemplated during the period 2014 through 2019~ While we support

economic development efforts that benefit Jurisdictional utilities, thelr customers, their

shareholders, and their service areas as evidenced by the findings in Admln, 3271 the

Commission finds that the SDR is not warranted or reasonable based on the record of

this proceedlnp, 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 opportunJties for projects that woutd be subject to such a.rnechanlsm.

~:aen:at1l1 :l2kiT1:'SiilJes {G,"~; l:;,&·:ln.t~(rqg~.l~it.l:$a':l?~ .. ~fi.;.~};··.:~a~g~~!:,G~s:;,'0,~h'~I~;:prdvTs:lbn$.;

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 llke to offer natural gas as a motor vehlcle fuel, The additional

language win permit safe of gas delivered to a customer for resale only if the gas is used

as a motor vehicle fueL Atrnos-Kys 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 t is jn keeping with

its transportation tarltts, and should be approved.

$10 Door Tag Fee

Atmos..Ky~ proposed to lmplement a $10 Door Tag Fee to be charged after a

customer's account becomes delinquent and it hangs a door tag at the customer's

premlses, Atrnos-Ky. states that, at times, an employee win drive to the customer's

premises and leave a door tag notifying the customer that gas service will be

-45.. Case No. 2013-00148
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disconnected jf the bill is not pald~122 The purpose of the fee. according to Atrnos-Ky., is

to benefit customers by preventing disconnection and potentiallyeliminating more costly

reconnection oharqes, This fee would be in addition to a $39 reconnect fee a customer

is required to pay to re..establish service if the customer is disconnected for non­

payment.F" Atmos.. Ky. did not provide any cost justltloanon for the fee, but claimed the

fee was nominaJ and would only he1p to offset the cost of the employee trip.

In 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 since it

was a past practice. u124 During testimony provided at the publlc hearing, however.

Armes-Ky. noted that it intended that the Door Tag Fee be ImpJemented on a pilot basis,

that its use wiU be discontlnued if it proves to be unsuocessful.l'" and that the fee would

be applied to aU customers who received a disconnect notice~'26

The AG took no position on the proposedtee.

Due to the lack of cost support and somewhat inconsistent information provided,

the Commission wiU deny Atmos-Ky.ts request to implement the $10 door tag fee. The

Commission is concerned by the fact that, whHe a customer could benefit by avoiding a

more costly $39 reconnect fee, a customer not heeding the door tag would be required

to pay $10 in addition to aU other fees. ShouJd Atmos..Ky. wish to propose a door tag

122 Martin Testimony at 31-32~

123 January 23~ 2014 hearingat 11 ~51 :45~

'24 Response to Staffs Second Request, Item 27;~:

125 January23. 2014 hearing at 11:52:55.

1261d. at 11;53:35.
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fee in a future application, it should file more supporting details for the fee, including but

not limited to the feels success as a deterrent to non-payment and disconnection in

other jurisdictions; cost support justifying the proposed charge; an estimate of revenue

to be collected by the fee; and the details of the proposed pilot program if it is to be

implemented as a pilot

Other Tariff Changes

Atmos-Ky, proposed changes to its tariffs to reflect revisions to the Commission's

regulations, Through the process of discovery, Atmas-Ky. agreed to further revise its

tariffs, and provided amended tariff sheets incorporating all revisions. Atmos-Ky.'s tariff

revisions as proposed and as further developed through the process of discovery are

reasonable and should be approved.

GasTransportation Thresholds

In 2010, the Kentucky General Assembly adopted Joint Resolution 141, which

directed the Commission to commence a collaborative study of natural gas retail

competition programs and to prepare and submit a report to the Kentucky General

Assembly and the Legislative Research Commission. Pursuant to that directive, the

Commission established Case No. 2010-00146 to conduct an investigation of natural

gas cornpetltlon.!" After developing a record that consisted of discovery responses,

testimony, and public comments, and conducting a public hearing, the Commission

concluded that the existing transportation thresholds of jurisdictional local distribution

127 Case No, 2010-00146
1
An Investigation If Natural Gas Competition Progra.ms (Ky. PSC Dec.

2B J 2010)"~
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companies ("LOGs") should be further examined, and that each lOG's tariffs and rate

design would be evaluated in its next general rate proceeding.

In its rate application in this proceeding, Atmos-Ky. discusses its transportation

and pooling services and its 9,000 Mcf per year volumetric eligibility threshold. It stated

its belief that its existing eligibility threshold is set at an appropriate level and proposed

no changes to its transportation service. The issue of Atmos-Ky:s transportation

service and eligibility threshold was further developed through the process of discovery

by Staff, and was addressed by Stand's March 13, 2014 Brief and by Atmos-Ky.'s

March 21, 2014 Reply Brief. Atmos-Ky. established through testimony and responses

to discovery that it has approximately 30 customers that qualify for transportation

service but choose to stay on sales service;128 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 Ineligible for transportation service;129 that

up-front costs such as electronic flow metering, monthly administration fees and

potential cash out obligations would make it difficult for lower-volume-usage customers

to achieve savings;130 and that its existing transportatlon service threshold is not an

outlier compared to other Kentucky jurisdictional LDCs.
131

Stand recommends that Atmos-Ky.Js volumetric transportation threshold be

lowered to allow more customers to purchase natural gas in the market Stand states

:--- 1111·" - __ I -

128 M'~rtln "TestImony at 33-34~

129 RaspenS8 to Staff's Second Req uest, Itern 11~ .

130 MartinTestimonyat 33.

i31 Response to Staff'sThird Rsquest, Item B.
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that the Commission should require Atmos-Ky. to lower the threshold from 91000 to

3JOOO Mef per year If Atmos-Ky, will not do so votuntarfly~132 According to Stand) its

suggestion Is based on general industry knowledge, the thresholds of other LDCs. and

the record in thls case and that of Case No. 201O~00146.133 Stand states that utilities in

Kentucky and other states have proven that any risks and dangers of gas transportation

are resolved by properly drafted tariffs whlch are not unduly punitive, do not unduly

benefit the utility, and which serve to control supplier behavlor.l'" Stand also advises

that if the transportation threshold is lowered, the Commission must guard aqalnst the

risk that other provisions of Atmos ...Ky~Js tariff would be made more punitive and

restnctlve."'" Stand cites the following as reasons that Atmos..Ky~ should be indifferent

to whether it or another supplier is supplying gas to its customers: (1) Atrnos-Ky, is not

allowed 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 Atrnos-Ky. or the Commission has not lowered the volumetric threshold to

transport,136 Stand referred to the record in 2010-00146 as containing evidence that

every customer for whom it had provided Information in response to Staff data requests

.....

132 Stand's Brief at 6.

133/d.

1341d. at r.

i35 td. at 8.

136 ki.
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had saved money compared with what it would have been charged by its LDC~137 It

suggests that the fact that the 30 customers who qualify for transportation service

choose to stay on sales service indicates a lack of information available to Atrnos-Ky.

customers regarding transportation tariff options and the relative costs and benefits of

sales versus transportation servlce.!"

In response to Stan-d~s argument regarding the Issue of the volumetric eligibility

threshold for transportation servloe, Atmos..Ky~ states that Stand provided no evidence

supporting its recommendation to reduce the threshold from 9 tOOO to 3.000 Mef per

year, and that it provldec only broad generalization concerning the lssue.l'" Atrnos-Ky.

argues, in response to Stand's uncertainty as to why the Commission has not lowered

Its volumetric threshold for transportation service, that the reason is the lack of demand

from customersfor a lower threshold and that the Commission has no basis to arbitrarily

impose a reduction. Armes-Ky. submits that it is a lack of interest and economic benefit

that causes sales customers otherwise eligible for transportation serviceto remain sales

customers, and not a lack of information. as Stand claims~140 Atmas-Ky. states the

Commission should not accept Standfs apparent assumption that customers are

incapable of obtaining Information and making informed judqments.!"

'37 Id. at 9~

138 td. at 11.

129 Atmos..Ky/s reply briefat 4...

140 ki,

. 141 to.
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The information in the record in this case reflects a meaningful effort to address

the Commission)s directive in Case No. 201 O~00146 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 availability of such service to

more customers satisfies the intent of our Order in that case, There is nothing in the

record of this proceeding to indicate that sales customers are disadvantaged by Atrnos-

Ky.*s decision to maintain its existing 9~OOO Mef per year transportation threshold, In the

almost 10 months that this rate case has been before the Commission, no customer

filed comments in opposition to Atmos-Ky's existing 9,000 Met" per year transportation

threshold and no customer requested to intervene to challenge that threshold level~

Atrnos-Ky.:s volumetric threshold is not the lowest among Kentucky LOGs, nor is it the

highest. The Commission will continue to monitor the issue of transportation thresholds

in future base...rate proceedings, and Atrnos-Ky, should anticipate further inquiry

regarding sales customers' expressions of Interest in transportation service.

OTHER ISSUES

Stand's Allegations

Stand alleged In its post ..hearing brief that it has been denied due process in this

matter on two grounds: 1) the Commission did not have the authority to limit the scope

of Stand's intervention to the issue of Atmos ... Ky.ls threshold for transportation service;

and 2) Stand was denied the right to participate in discovery due to the timing of our

Order granting intervention. We \/ViII address each of these allegations separately.

The Commission finds that the only person with a statutory right to intervene is

the AG, pursuant to KRS 367.150(8)(b)~ Intervention by all others is permissive and is

-51- Oase No. 2013-00148
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within the sound discretion of the Commission, In the unreported case of EnvlroPowerl

LLC v. Public Service Commission of Kentucky, No. 200S..CA..Q01792..MR. 2007 WL

289328 (Ky, App. Feb, 2, 2007). the Court of Appeals ruled that this Commission retains

power in its dlsoretion to grant or deny a motion for intervention, but that discretion is

not unllmlted. The Court enumerated the statutory and regulatory limits on Commission

dlscretlon in ruling on motions to intervene. The statutory IimitationJ KRS 278.040(2),

requires that the person seeking Intervention have an interest In the rates or service of a

utifitYF as those are the onlytwo subjects under the jurisdiction of the Commission.

The Issues presented in EnvjroPower are analogous to the instant case with

regard to Commission discretion in granting lnterventlon.':" Similar to EnviroPowerts

interest as a competitor In East Kentucky Power Company's C4EKPCU
) construction of a

coal-fired generating plant, Stand1s interest as a private natural gas marketer arguably

places it in direct competition with Atrnos-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 likewise not a ratepayer of Atmos..Ky.

nor does lt represent a ratepayer in this proceeding.

I:.~ .., . I • ". ':.: ,"" .. I I : i~... i i : i·: 1111 II ",;;. ~

·······__·142·'·'1'~---;Envir~'p~-~~r-. 'Ea'~t Kentucky Power Cooperative Inc, C~EKPCU) applied for a CertlfJcate of
Public Convenience and Necessity (UCPCN JI

) to serf-construct a 278..MW coal-tired generating plant at its
Spurlock Station site in MaysvUJe~ Kemucky, Before making its applicationfor a CPCN~ EKPC had lssued
a "Request for Proposals" for various contractors to bld on supplylnq the necessary POW6L EnviroPower
was one of 39 unsuccessful bidders. The Commission denied EnviroPower~s request to intervene upon
findIng that lt was not a ratepayer of EKPCF but a rejected bidder whose Interests were not ldenncal to
ratepayers'; and that EnviroPower had a legal duty to its members to rnaxirruze profits; a far different goat
from the protection of ratepayers. Although lntervennon was denied, EnviroPower was added to the
service llst so that it couId manitor the proceedjngsI SUbmit further informatlon and comment upon the
issues and in fact it fl fed sxtensiVBcomments In the form of preparedtest1monyt -
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it is only because of an assurance made by the Commission in Case NOt 2010­

00146: An Investigation of Natural Gas RetaiJ Competition Programs,14S that Stand was

granted Intervenor status in this matter. The Commission, in its final report to the

Kentucky GeneraJ Assembly in Case No. 2010-00146, states, "The Commission

believes that existing transportation thresholds bear further examination, and the

Commission win evaluate each LOC's tariffs and rate design in each LDCls next general

rate proceeding/~144 As this is Atmos..Ky/s first general rate proceeding foJJowing the

Commission's report, and consistent with the report, Stand was granted intervention in

the current matter but its intervention was Umited "to partlclpation on the issues of

Atmos Enerqy's transportation threshold levels and any other matters related thereto,

but not to whether a Pilot Program for Schools or enhanced Standards of Conduct

should be added." The Commission disagrees with Stand's argument that it should

have been allowed 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. 2010..00146, or to our consideration of

Atmos-Ky. 's application for an adjustment of rates in the present case. Stand contends

that an amendment to the CommissionIS administrative regulations, which removed

both the wards "limited" and "full" pertaining to intervention, arguably grant Stand, as an

intervenor in this case, the right to interject any topic it chooses into a proceeding before

the Commission, regardless of either Its relevance or applicability to the matter at hand.

~. . ·--;;;143-ca~e-N-~·:-~{i1O-001461 An Investfgation of Natural Gas RetailCompetition Programs (Ky.PSC
Dec. 2Bj 2010) t

144 Jd4 at 23.
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We find this position to be erroneous. Neither the Commission's former regulation

pertaining to intervention,145 nor as it was amended in 2013,146 bestow upon any

intervenor the right to introduce tangential Issues into Commission proceedings! as

Stand has attempted to do in this matter regarding a pilot program for Kentucky's school

facilities and regarding its promotion of Commission-imposed Standards of Conduct

against Atmos-Ky. Further, the prior provision in our regulations allowing for "limited

intervention" had nothing to do with limiting the issues that could be addressed by an

intervenor. Rathert the limitation in uHmlted lnterventlon" extended only to the

documents that other parties had to serve on the limited intervenor and the exclusion of

the limited intervenor as a designated party for purposes of rehearing or jUdicial review.

Stand maintains that itwas denied due process because the Commission did not

rule on its motion to intervene for more than three months and then after the closure of

discovery. The Commission finds Stand's position without merit on two separate

grounds. First, 807 KAR 5:001, Section 4(11)(d), the amended regulation regarding

intervention which Stand earlier touts, states, "Unless the commission finds good cause

to order otherwise, a person granted leave to intervene in a case shall, as a condition of

his intervention, be subject to the procedural schedule in existence in that case when

the order granting the person's intervention is issued." Although Stand would seem to

imply otherwise, there is nothing in this provision that conditions !ts applicability on when

intervention is granted by the Commission. In addition, there is nothing in the record to

indicate any effort by Stand to seek amendment of the procedural schedule In place at

145 807 KAR 5:001 t Sectjon 3(8).

146 807 KAR 5:001 f Seotlon 4(11 )~;,

-54 .. Case No. 2013-00148
I



Exhibit PM-1

the time it was granted intervention, The initial language, "Unless the commission finds

good cause to order otherwise. . ." would allow the Commission to amend the

procedural schedule jf "good cause" exists} but Stand never made such a request or

brought its concern to the Commission while the evidentiary record was open. In tact,

Stand never raised the claim of a denial to participate In discovery until It filed its post­

hearing brief. which was over six months after it was granted intervention a Thus.lts

recent claim that It was denied due process is unconvincing.

The Commission also finds Stand's claim that it was denied the opportunity to

participate In discovery disingenuous on a second level. At the time Stand was granted

intervention on September 31 2013t the only discovery deadline that had passed was·

the request for information to Atmos-Ky. due on August 14) 2013, to which Atmos-Ky~

responded on August 281 2013t After the Commission's September 3, 2013 Order

granting its intervention, Stand had the opportunity to file supplemental requests for

lntorrnatlon to Armes-Ky. by September 11} 2013; to fHe intervenor testimony by

October 91 2013; and to file requests for Information to the AG by October 231 2013.

Stand had each of these opportunities as part of the original procedural schedule, which

it accepted as a condition of its lnterventlon.l'" and dId not request be amended.

Stand~s participation in this case has been minimal. Fol~owlng the fHing of its

motion to intervene and memorandum in support of its motion. which primarlly

advocated that Atmos-Ky. be required to implement a pilot program for Kentucky School

__ ~:'~.'I... I·-·ir·'·--·:::~:i-i·_·~·-'I-.··.' :,:;' '.' ,.-: ..•... ~..'.'.' ._.. ~' ~~. 1111 .. I • i~

147 807 KAR 5~001 t Section 4(11 )(d)i
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Facilities148 and that the Commission impose Standards of Conduct against Kentucky

gas utllltlss with unregulated gas marketing affUiatesl
149 both issues that are outside the

scope of these proceedings, its participation has consisted of briefly questioning two of

Atmos..Ky.'s ten witnesses at the January 23, 2014 hearing, each for less than five

minutesl

150 and fiUng a post-hearing brief.151

Stand did not request that the procedural schedule be amended; did not file

supplemental requests for information to Atrnos-Ky.: did not request information from

the other intervenor; did not file testimony on its own behalf or present any witnesses at

the January 23, 2014 hearing; dId not question eight of Atmos-Ky. I.S ten witnesses who

testified at the January 23, 2014 hearing; and did not question either of the Attorney

General's two witnesses who testified at the January 23, 2014 hearing.

In summary, we find that Stand's choices regarding its level of partlcJpation in this

case create no substantive or procedural due process vlolations by the Oornmisslon.

Depreciation Study

Atmos..Kytfs depreciation rate study filed as part of its application152 is the first

depreciation rate study filed by Atrnos-Ky. since its 2006 general rate OO8e.
153 Based

146 Memorandum Supportlnq Motion of Stand Energy Corporatlonto Interveneat PP,5-6~

. 149 ki. at 7 ~

150 Cross-Examination of Mark Martin at 11:17:35-11 :20:00 and Cross-Examination of Gary
Smith at 5~59:41-6=04:21 r January23~ 2014 hearing.

151 By Order issued March 7,2014, the Oornrrusslon granted Stand's e..mail request for additional
time to file a post hearing brlet,

152 Dlrect Tes"timony of Dane A~ Watson.

153 Case NOt 2006-00464 J Application of Atmas Energy Corporation for an Adjustment of Rates
(Ky. PSC July 31 t 2007).
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on the current study's results, Atrnos-Ky. proposed new depreciation rates that would

increase Its annual depreciation expense by approximately $1 ~1 million.

The Commission finds that Annos-Kv.e proposed 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 herem. The Commission aJ50 finds that Atmos­

Kyt should prepare a new depreciation rate study for Commission review by the earlier

of five years from the date of this Order or the filing of Atrnos-Ky.'s next application for

an adjustment in its base rates,

Wireless Meter Reading

Atrnos-Ky.s appltcatlon indicated that in fiscal year 2014 it would undertake a

Wireless Meter Reading C'WMRn
) projecL 154 Jt intends to install 20,000 WMR devices in

areas where (1) it currently uses contract meter readers, (2) it expects to experience

workforce reductions due to retirements and relocatlons, and (3) meter reading is costly

due to the time required far individual readSt i 55 White Atmos..Ky_ does not expect

significant savings in the near term, it indicates that, over timet company meter readers

would be trained for other positions that become vacant due to retirements and would fin

those positions, resulting in an overall reduction in the required number of operational

employees. 156

Although Atmos-Ky. did not reflect any decrease in expenses during the test year

due to the WMR project, but expects to realize savings from the project in the long term.

154""D-i"~~"~t---T e~ ti~'~ ~y-" of Ernest 8 ~ Napler at 13 t

155 Id~

156 Jd. at 14.
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The Commission is interested In the leve' of savings Atmos..Ky. will realize as a result of

the WMR project on a long-term term basis. Acoordlnqly, In conjunction with its next

general rate application, we find that Atmas-Ky. should submit an analysis of the costs

incurred and savings realized because of the WMR project from lts inception to a date

within 90 days of the submlsslon ofthe 'rate applicatlon,

.S,U.MMARY,:

The Commission,' after conslderatlon 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 Atrnos-Ky, to charge for service rendered on and after January 24.

2014.

2. The rate of return granted herein is fair, just, and reasonable and wUI

provide sufficient revenue for Atmas-Ky. to meet its financial obligations with a

reasonable amount remalnlnq for equity growth9

3. The rates proposed by Atmas-Ky. would produce revenue in excess of

thatfound reasonable herein and should be denied.

4. Atrnos-Ky.s proposal to implement new depreciation rates based on the

depreciation study it filed in this proceeding should be granted with the new depreciation

rates to be effective as ofthe effective date ofthe gasservice rates approved herein.

5. Atmos-Ky. should file a new depreciation study for Commission review by

the earlier of five years from the date of this Order or the filing of its next general rate

application.

Case No. 2013~00148
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6. The proposed MLR and SDR tariffs are not currently warranted and

should be denied.

7. The proposed DoorTag Fee is not reasonable and should be denied ~

8~ Atrnos-Ky.ts request for permanent approval of its WNA tariff and the

proposed language concerning NOAA~s so-year normaJ for the period ending 2010,

which should be updated with each base...rate proceeding, is reasonable and should be

approved.

9~ Atmos-Kys proposal to revise its G-1 and G..2 sales tariffs to permit the

resale of natural gas as a motorvehicle fuel is reasonable and should be approved

10. An other tariff modifications proposed by Atmos-Ky. or agreed to by

Atmos-Ky, through the discovery process in this proceeding are reasonable and should

be approved.

11. As part of its next appJication for an adjustment of its base rates for gas

service) Annos-Ky. should submit the IRS private-letter ruling required herein, and

should defer the related cost in a regulatory asset account to be addressed in that rate

proceedlnq.

12.. As part of its next application for an adjustment of its base rates for ·gas

service, Atmos-Kv, should submit the comparison required herein of weather-

normallzatlon methodologies along with support for the time perlod It proposes to use to

normalize revenues. including the superiority of the chosen method In terms of its

predictive value for future temperamres.

131t As part of its next application for an adjustment of its base rates for gas

service, Atrnos-Ky, should submit the results of Its analyses required herein on the
-59- Case N06 2013-00148
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threat of bypass posed by its speclai contract customers and on the suttlolency of the

revenue generated by these customers to continue to cover variable cost and make a

contribution to fixed cost

14. As part of its next application 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 application.

15. As part of its next application for an adjustment of its base rates for gas

service, Atmos-Ky, should submit multiple-methodology CaSSes in order to give the

Commission a range of reasonable results for use in determining rate desiqn.

16. Future GaSSes filed by any party should show separately each of the

typical individual COBS stepsof functionalization, classification, and allocation.

17 ~ The record in this proceeding regarding Atrnos-Ky.a gas transportation

services and issues surrounding the availabilityof such servicesatisfiesthe intentof our

Order in Case No. 2010-001461

IT is THEREFORE ORDERED that

1. The rates and charges proposed by Atmos-Ky. are denied.

2~ The rates in the appendx to thIs Order are approved for service rendered

by Atrnos-Ky. on and after January 24, 2014.

3. The depreciation rates proposed by Atmos..Ky. are approved.

4a Atmos-Ky. shall submit a new depreciatlon study for commisslon review·

by the earlier of five years from the date of this Order or the filing of its next general rate

case,
-60--. Case No. 2013-00148



Exhibit PM-1

5 t Within 20 days of the date of this Order. Atmos-Ky. shan file with the

Commission, using the Commission's Electronic Tariff FiUng 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. Within 60 days from the date of thls Order, Atrnos-Ky, shall refund with

interest an amounts collected for service rendered from January 24 1 2014» through the

date of this Order that are in excess of the rates set out In the appendix to this Order.

The amount refunded to each customer shall equal the amount paid by each customer

during the refund period in excess of the rates approved hereln.

7. Atmos-Ky. shall pay interest on the refunded amounts at the average of

the 3-Month Commercial Paper Rate as reported In the Federal Reserve Bulletin and

the Federal Reserve Statistical Release on the date of this Order,

8. Within 75 days from the date of this Order, Atmos-Ky, shall submit a

written report to the Commission in which It descrlbes its efforts to refund all monies

collected in excess of the rates that are set forth in the appendix to this Order.

9t Any documents filed pursuant to ordering paragraph B of this Order shall

reference the number of this case and shalt be retained in the utility's post case

reference file~

1O, Atmos-Kys next application for an increase in its base rates shall contain

the information required in finding paragraphs 11 through 14~
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By the Commission

ENTERED
~ :

,; APR 22 201~

:.gl~~~rI'J~~~ihf :
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APPENDIX

to the effective date of this order.

RATE G~1

GENERAL FIRM SALES SERVICE

Base Charge

Exhibit PM-1

Distribution Charge

per meter per month for residential service
per meter per month for non-residential service

First
Next
Over

300 Met
'141700 Mef
15,000 Mef

$ 1.3180 per Mef
$ .8800 per Met
$ .6200 per Mef

RATE G-2
INTERRUPTJBLE SALESSERVICE

Base Charge

per delivery point per month

Distribu'tion Charge

First
Over

15 tOOO Mef
15tOOO Mef

$ ,7900 per Mef
$ ~5300 per Mef
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RATE T-3"
., :-

INTERRU·PTfBLETRANSPORTATION SERVICE

Base Charge

$350.00 per delivery point per month

DistrIbution Charge for Interruptible Service

First
Over

Base Charge

15,000 Mef
15,000 Met

$ ~7900 per Mef
$ ~5300 per Met

:""_I3ATE"~T~"~'l
FIRM TRANSP"O:RT"ATON SERVICE

$35"O~OO per delivery point per month

Distribution Charge for Firm Service

First
Next
Over

300 Mef
14f700 Mef
15.000 Mef

$ 1.3180 per Met
$ .8800 per Mef
$ ~6200 per Met

Appendix
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3 .Acts· authorized (you are required to complete this line 3). With the exceptionof the acts described in nnesb, 1authori;ze my.representatlvets) to receiv~ and
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•• ••••••• I .......-.

4 Specific use not recorded on Centralized Authorization File (CAF)~ ]fthe power of attorney Is fora specific use not recorded on CAF.
checkthis box. See the.instructions for L.ine:4.Specific Use Not R~corded :on CAF .:;;;:~.•·.. ,.:..:··,.·:~::~'.:~·~'·~·;·T' ... • & ~ ••••• ".''-;:.& • • • • t·· • • .:' •••.• • & • • ~.~ • .. D.

For Privac¥ Ac't and PaperWork Red uction 'Act Notice', .see the instructions.

lsA,·
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Page ~.

b Specific acts not autho.rized. My representativets) ts·-(are) not authorizedto endorse or otherwise negotiate any check (inc1tl.qing gjre.cUng or
accepting payment byany means, electronic-or otherwise. into an account owned or controlled bythe representative{s)or any firm or other
entity with whom the. representative(s) is (are) associated)lssued.bythe .governmenl:in respect of a federal taxliability.

..... .'List 'an'y":s'pecl"fic"aei'etjons to th'e' 'a'ctS"o'tt,erwi~'e':a'u'th'o'r"iz'e'Ci i~:"th·is·"p·owe·~"o·f attorney (~'~'e"'in'st"ruCtio'ns" fo'r if.,e·"Sb):·._~~ .....~.~ 0 _ ~:- .'._.~=7

l Signature of taxpayer. If atax matter concerns a year in which a join"t return was filed. each spouse must file. a separate .powerof attorney,
even if they, are appointing the same reprssentatlvets). If signed: by a corporate officer. partner, .guardian t tax rnalters partner•.executor,
receiver, admlnistrator, or trustee.on behalf of the taxpayer, I'certifythat I havethe.authority to exe~u.te this form onbehalf of the taxpayer.

..... IF NOTCOM~) ~I.G.~EDJ AND DATED,THE IRS WILL RETURNTHIS POWER OF ATTORNEY TO THE TAXPAYER.

~I4'tr~ . 1/7 {'S- V'P- T~K ,
:'. . Sjg~, \~ Date Title (if applicable) .

PtL'<:..-/'A-L UOV\.a.... . .. Atmos Energy Corporation
PrintName Prlnt nameof taxpayerfrom line 1 if other than lndlvidual

I ,~IDIII. .Dec·larat·jon..of Re:Jlres"t:!"i'ltathiEl .
"Under' penalties of perjury,by my signature below I declare that:
• I'am not currently 5 uspended or disbarred from practice before the;tnternal Revenue ·Service;·

• I am subject to regulations containedin Circular230 (31'CFRt SubtitleA~ Part 10)*as amended,governing practice before the Internal Revenue. Service~
• I'am authcrlzed to represent the taxpayerIdentified 'in Part ~ for the rnattertsjspeclfied there: and
• I'am one of the toUowlng:

a .Attorney-a member in good standing of the bar of the highestcourt of the jurisdiction shownbelow.
b Certified PUblicAccountant-duly qualified10 practice as .acertifiedpublic accountantln the.jurisdiction shown below.
c Enrolled Agent-enroUed as an agent.by·1he Internal Revenue. Serviceperthe requrementsofCkcular 2'30.
d Officer-a bonafide offi~r of the taxpayerorganization.
e FuU-llme Employee-a fun~tim$ employeeof the taxpayer,
f Family Member-a memberofthe taxpayer'smmedlate famify (for example, spouse, parent, child, grandparent. grandchnd~ .step-parent, step­

chtld, brother, or sister).
'g EnrolledActuary-enro'lIed 'as an actuary by the JointBoard for the Enrollment of Actuariesunder 29 U~S.C~ 1242 (the authority to practice before

the Internal Revenue Service is limited by section 10.3(d)of Circular 230). .. .

h UnenroUed Return .Preparer-Your authority to practice before the lnternal Revenue Service is limited.You must have been eligible to s:ig'n the
return under examlnatlon and have' prepared'and signed the return.See Notice 2011'..6 and Special rules .for registered.tax return preparers
and unentailed'return preparers in the' instructions (PTIN required for designation h)~ .
Registered Tax Return Preparer-ereqistered as a'tax return.preparer under the requirements of section 10.4of Circular 230. Your authority to .
practice beforethe 1nternal Revenue Service is limited. You must havebeeneUgible to sig'n the returnunderexamlnatlon and'have prepared and
signed the return. See Nofice 201"1 M6 and Special rules for registered tax return 'preparers and unenrolfed return preparers in the
instructions (PTIN required for designation i).

k StudentAttorneyor CPA-recefves permission to'represent taxpayers beforethe IRSby virtue of his/herstatusas a law,business!or accounting
.student·working in an LITG'9r STCP~ S.e~ instructions for PartJI f()r'add~tional'informatf9n eng requirements.

r EnroIIed Retirement PlanAgent-enrolled as a retirement plan ag'ent underthe requirements of Circurar 2$0 (the authorityto practicebefore the
internal RevenueService is limitedby section 10.3(e» .
... IF THIS OECLARATIONOF REPRESENTATIVE IS NOT COMPLETED, SIGNED,.ANODATE.D,.·THE IRSWILL RET1)RN THE·
POWER OF ATTORNE.Y. REPRESENTATIVES MUSTSIGN IN THE.ORDER LiSTED iN'PART I, LI.N·E 2.·. See theinstructicns for
Part II.

Note:· Fordesignations d-f. enter yourtitle, position, or relationshipto the taxpayer in the tILicensing:jurisdiclion" column.See the lnstructlons for Part ll
for more information.

.Designation­
Insertabove.
letter (a-r).

a

a

licensing Jurisd.~ction

(state)orother
licensing'authority

(if applicable)

DC·

·DC

Bar, license,certificatlonr

regjst~atiQn. or enrollment
number (lfappllceble).

See instructionsfor Part II for .:
more information.

'989415:

1633"29

:Si9nature Date

... .. Form' 2848 (Rev.7-2014)
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:OMBNo, 1645-0150

;' r , ForlRSUse only

Reoelved by~

.~ :

JI

Form 2848 Power of Attorney
(Rev.March.201Z) and Declaration of Representative
Depart:mnn1 (if theTreasury
Internal ReveOO6 Service..... ..- Type or print... ....Seethe 's·oparat8:. {nst.ru.c.tl()n!:t.- Name

POWer of-Attorney Telephone _

C.aution: A separate Form 2848shouJd..be·cornpJetedforeach taxpayer~ Form2848wiJI not be honored Funcllon _
. ., foranypurpCJ~ otherthanrepresen.tEltlon .ps.fore theIF!S~ .' . ". . ": Dais

~-:_~.' :.

Year(s) or p'erlo"d(s) {itappUmlblel
(see ,nstruot1ons'for Une 3)

: 199909~2.01609

.... ' ,..,.; "

CAf..No~
- ...- ...........II;~-~:~ ...~~.._ ...--:~--:~-~-~~ •.• ~~.':""~ ~ ~---:~.~-:-~~-~~.~

PTIN'__'v~;''';' __ '';'_;;:;,~;",,:,;,· · _.""""';,;._-.-;.._,....:.__ •• • ......._ ...

Telephone N.~. ..__~..-_-......?1~:~~~:~!~~ ~-__--~-
Fax'No~ 214..550..5659'

Checkifnew;Address..D-..-Teleph-;;~-;;-N~~-D ..·..~.~.~~F~·X)~.9~ 0.:
CAF.No.. __•__~__... ~~~~ -;~~M ~__.,~~__ • __..

PTl.N M__W__~_.~~.._"... - __-:..c_~~..;......k M~_.__.-._.__
TelephoneNO~ _......_... ~!!I~:!1_~~_..!?!~~_ .._~ ~-..
Fax No~ . . 214,,550..9209. ......

. Che~k tr new: Add~e.s;O·~~T~t,~~o.n-;N-~:-D--~~·~"_·F~~.~ ....O.

."j"

; ;

CAFNo~ _......._..........._M_._.__~-_--__w ~~~~w. ~- .....'. .. ....

PUN M-~-_~..__• ••__•__• ._.__~...~ ....~..·-

Talephone NOt ...~~ ..__• ...._•• _. ~__.~_....:.::..>n-~ .

... •. OfJ!3~ltn:~~;~~"Ij .·;T~I~th~·;;jQ:TI·····_··F~ __No. 0

[tJ ..

Aots authorized, Unless otherwise provided below,y the'.rapie.sentatJves generaily' are authorlzed to' rocelve and' Inspect·' oo'nfi'dentlai' tax'
information and to petformany and aU acts that I can perform with respectto fhe tax matters.descriJJed.on Une·3. for example. the.authority to
sIgn any agreements, oonsents, or other documents, The representative(s). however, le (are)' not authorlzed to' recetveor negotiate any
amountspaid to the QUent.in connection with this representatlon Oncluding refundsby elther eleotronto meansor p.aper:cheoks)~ Addltlonany~

unlesstheappropriate box(es) below areohsckec, the rEipresaritatlvc(s) is {are} not authorlzsdtao executea requestfor dlsolosure of taxretums
or return infonnaUon·10·s. third party)sUPstl,tute 'another representative or addadditional representatlves, or signcertaintax retu.n1s·~

o Olt)cfQsuttl to thfrdpa.rtJes; '0 SUbstitute or add representa1ive{s); 0 Signing a ,~t~rfl:' \'
~...;""",;.,,~~-.......-_-----._~--~~

4

h~rebY .appoJnts the fdlfoWjng ~epresen't~l"hk(sfas 'altoniey(s}-In~fabf:' .

2 Representatlve(s) must sIgn anddate this form..on page :2.t Pa.~ Ilo:...

Taxpayer nameana·address····:················· . .. . Taxpayer identifioi1iton nUn1ber(s)
Atmos Energy H.oldjngs,·fnc~ . '" ,.. ...

~~~~;'~:;::~~6:~lt& 600 'Daytlmo l~:~~':?n~B~~rilber --- ---- -,ij'Jl~in·illjmber(if appl Cia -~r~;
972.85.5~~.951 ,.

·.. ··5

. ' .".;';'.' '., , : .-,::.

Nameand addreaa
Jennifer StorY: .
5430LBJ FreQway. Suite 600
Dallas, 11< 7524[)..2601

CheckIf ~o besentnotices andcommunications

Namf)and..addrass
Saral1 SloJak
5430 LBJ Freeway, SuIte600
Dallas, TX 75Z40·260t

Check if to be sent. n(:)tio~~ and cornm.unicatlon.~ .'
Name andaddress

to represent "the. taxpayar beforethe l,ntemal'Revenue SerVlce'tOr the followingmaHers'( ."'
3 Matters. ,;., ". ,.. '.. . ..

Description of Matter Oncome~' Employm~nt. P8yrolf~ 'Exyise~ .EstateJ Gi~ \oVhisUeblower,'· Tax'Form Number
, :Pr~ctRkJner.DJsclpline,.PU\ f0lA.CM~ PenaUYt atc~) {see fnstnJGtlons for UnG 3) ~ : :(1 040~ 941,72.0.eto;.) (ifapplicabJe)

-. ...........• ":"..." .... - ..•..,•. , ....•.• "il .. "•. : . " ..... , ...:. :

(

.~-,

c. --- ~_ ~~_ _ _ __•__::"""'__ 1H'~ _ _--_.-.. _ __ __ _ :- .-.,. ~ _~---~-_.~ ;.. .,;. - __._-~ _-~ ":"" :... :.: __ _ _ --_.. _----.._._---_.._-

-------_ ~---- _~_.- ---..--_ -- ------_ __ _-- --" ~-~ - _*'J-- _-_.~ ----:- ~-~- "-"":'-_ __ ------:"1"""r'------ -- _.__ -... - ~ :-- .-

-------.. ...--.--....~...._---.............. ---..;.... ..._......-_.....- ....._ .. _--_ ..-~.--~ .. _r:a .. ---.- ..... -~.~--~.,.--.-.......... --:--._--~":":"----:---~_..... - ..._ .. ,..... ., ...---..... ---.. - .........._ ...._--...-:---....----.--- .......~------.....~- .. ---:'.~.~

'For'Prlvaoy Act and Pa.perworkReduotlon'ACtNotlc·a.. 'se'o the 'InstrUotions~ . .. 'catl No.119aoJ .. '... Forrn.2848 (R·av.. 3-2012) .
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Page·2.

(
·········6· Relen'!i"on/revooatlori'otprlor power(sf·..o:f····attOrney~ -The ·'iUng'·"'oFthfs· .·p'6wer· cir'aUoine{automaHeaHy' ·revoKes BU····earUef··pcw~"ef{srof·"·········

attorney"on fife~Ith the Internal"Revenue 'SerVice for the samemattersand~ears or pertcdscoverec by t~IS. document..If you. do no~.want M
to revo.ke a prlor powerof attorney,check here.." ~ ~ ~ w ~ • ~ :~. ,. ~ ~ '. ~ " .~~ • ·t· .... ~ ~. <t.-, ~;, ,~ ~~ .t Jr.- ~

.'YOU·MUST AITACH 'A:·COI.'Y~.OF~ANY: POWER.·CU::·.ArrQ,RN~Y V9U· W,l~.NT-:TO ,.AS.MAI,N .I.N ·E.FFEC!~.;:.··<.·',:.:.·.'·:~~> .'.'~>.: <,: ,:.: ~ '~: ~.~ ;":' : :~: '
. I. .. . . . .. .. .. .. I ~ ~ . iii. •

1 Signature of taxpayer.. If a taxmatterconcerns a yearilJ whicha Joint retumWas tUocI, the.husband and.wife 'must 'each file a separate' POWfir'
of attorneyeven if the same r'epresenlaUve{s} Is {are} being appolnted.ft slgned by a corporateofficer, pertner, guardlan~ tax matters partner,
executor, reeelver, adrninrstratori or. trustee on.behalfof the·taxpayer,·1 certifY that:I have the authority to executethls formonbehalf of the
.taxpayer! .~. ' , i

._---_.:_::.~.~-----
Srgnature

~w.--'-' .....-'.--"-~.-'-.~--'~-~"";'~_'.-.......' ........-,.;.;...................._-

Print Name
00000

PINNumber PrInt. name()f taxpayer from Una 1 ifother thanfndfvlduat

..":;.;"

(

'1illIII."'.': '. De'clara"tion 'of Rep.resentativEr·
Underpe.·naltles ot p'eH1utY~ ldfloh:ire that::· ..
• I am not currently undersuspension or disbarmentfrompraotloebeforetho Internal Revenue ·Se.rvice; >.

• Jam aware"tif regulations c'ontained In dirou~ar ~30 (31 CFR~: Part10). as' amended, concemlngpraot~ce before the lntemal Revenue ServIce;·

• I.am authorized torepresentthe ·taxpaye.r Ide.ntlfted mPart I for.the trlSttar(s) spst;lfle(j thera;and

• I amonaof the lotfowlng:
a Attorney-a merhbarin good.st3J1d1ng otthe bar of the htghestcourI;.of-the·JurisdloUon shownbelow..

b 'Certified PublloAccountant-duly qualified to practice asa certrfled pubUo accountant In'theIuristl1ctidn shown bek)w 4

c Enrolled Agent-enroOed as an agentunder the requirements of Circular 230.

d Officer-a bonafide offlQer oJthe taxpayer's o~ga.ntzaUon.

Q' Fufl...llme. Employee-a' full-Urns employee of the taxpayer.

f :Family Member....a membarof the taxpayer's lmmsdlate family(for example, spouse,parent,childl grandparent,.grandchlld,.step-parent, step­
child.brother. or siste.r).

9 Enrolled Actuary-enroned 8'S an aotuaryby the Jolnt·Board for the EnroUment of Actuariesunder29 U.S.C~ 1242 (theaulhority to practicebetore
thelntemal Revenue ServiceIs.Umlted by' section 1O~3(d) of Circula'r 230).

h' Unenmlled Return Preparer-Your aUlhorlty to practice'betore Ihe Internal Revenu9:Servlca Is IImfted;Youmust havebeenengibt~ to sIgn the
returnunderexamfnallon and'have slgne,d the return. See.Notice 2011-6 and Special rule:s for regIstered 1ax return preparers and unenrolled
return preparers In tbe rnstrootlons~

Registered Tax Return Preparer- registered: C1S a tax tetumpreparar'underthe requirements of·seCUon 10.4 of Circular' 230. Your:authorityto'
practicebefQre.1he Inli3mal fievenye Service Is Urni~9d~ Y01J.m'J.~tbave·1JE;,en eUglble to.~gn the return under ~a.lTIination and havesignedtl.le
return. See Notice 2011-6 and 'Speclal rules for reg laterad tax r~tutn·preparers and unenroned'relurnpreparers In the in&tructions~

k StudentAUomey.or·CPA-reoejves"permissian to praoUce before·the IRSby vtrtue'ofhlslherl;tatus as a ~awi buslness,or aooounUng'student
workingin LJTC" ~r. STOP uri.d.eT sectloo 10~'7(Q} [)f Qlrc.ular 23.0. See·instru9.~ions 1()rParf: nf(Jr·a~ltIonaJ.lrtforma.Uo~ and requirements.

r Enrolled Rellrement pian Agent-enrolled as a retirementplan agentunder fue requfrements of 'Clrcular'230 (ttie authorItyto practloebafQre, the
IntetilatRevenue Service Islimited by.seotlon 10.3({})).

.~ IF THIS OECLARATION OF REPRES~NTATlVE IS NOT SIGNED AND DATED, THE POWER OF ATTORNEYWIL~ BE
RETURNED. REPRESENTATIVES' MUST SIGN .IN 1HE ORDER' LISTED IN LINE 2 ABOVe~ ·See theInstructlonstor-Partfl•.

Note:.Fordeslqnatlonsd4"~' enteryour title, posl1fon.. or relationship to the taxpayerin lhe uUoenslng luiisdclJonfi column. Seethe.instructionsfor PartII
for moreinformation.

DesignaUon­
Insert·above
tetter- (a-r)

Lioenslng Jurlsdiotion
(state) or other

licensIng.authority
(ifapplicable)

Bar~. license, certlrlcatlon,
registration. or enrollment

number(if appnoab[e)~
.' See InstrucUons forPart.n for

moreir\formaUon~

SignatUre
'.,!-t.

Date.

(
e

e..

Form2848(RevA 3-2012)

i ~;
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/

OMS No~ 1545-0150

For'fRS'Use Only·.,..

Received by:

Name

Telephone __~

FuncUon ~_

Dale

Year{s) or ·Period(s) Of appttcabie)
(ses instructions for line3)

....

QAF .No. -;,..__v_ .. __*~w.__~~--._... .~__~_:.;;........ ;PTIN . ... ,;'" .';'.;.,.' ..

Ter~Ph;;N~:-·~:~=:=~~~~!j~~~~~~~~~~=~:=
Fax No. 214-.550..56'59 .

Chack.if.:n~w,: .Adqres;-[r---·-,T~1;ph~~;)~JO~Ij"---·---f~N·Q.t.;.D ...

TaxFormNumber
(1040J 941, 720, atow) Qf appUCabfel

Power' of Attorney
and Declaration of Representative

,.,...,.

CAFNo.
~ ~~~_"'_~~~_"'.". __ "''''_'''_''__'''_'''''''''--'''''''-''''''-w._....--......

PTIN _~_* .-._------__ M • __• _

Telephone No. ;._.....---- ••_!z.~:~.~~:!?~~---_.._ ..
Fax No, . 214-.550~9209. . ....

'" ..b~eok If~ew~ Addre~----·"-"- TelePh;;··t:i~:l:::r-~~--~-F;;:No~ 0 '.
......... ,., " ~

CAF No. ~ -_.-~ _.....~__ -- - -.---
?TIN • .._. w ._••__••_- - __~

Telephone No~ • ~_~....._-._---.----.-_---•.:~'='
Fax N~ _w_~-_~_~ ..--~.-- ..._~~__~.""'~N- __ V~__-- ~~~

. . .. .'. . "., Oheckif new:. f\9dres~ 0 . ~ T~faphoD.t) -,~o~ 0:. Fa~.Nqt.0

Description of MaUer Oncomef Employment, Paytoll, Excise, Eslates Gift. Whlstleblower, ::
P(2.otUfoner OlsclpUn9~ PLA} FO!/\. Civil Penatty~ etc.).{se& JnS1ructlons.for Une 3}

"'"' .. .

t ..Taxpayer Informatlon. Tax~yer mustsign anddate'thls"forrn .on page 2~ line?~·.. '.. .... . . .'. ,

Uii~.·", 'POWer of.Attorn·e}/;······
Coutien: A separateForm 2848 should be completed for each taxpayer. Form 2848 will not be .honored

.. ..fqr B1JY purpose other f.han.·rapresentet!on betore the IRS.~' ..

Nameandaddress
Jennlfer Story
5430LBJ Freeway. Suite '600
Dallas, TX75240·2601

Fo~ 2848

'TaxPayer name and acJdr,?ss ' '" .. ,. .. . '. ;' Tti"xp~ye( idenlineatron 'number($}
Atmas EnergyCo(poratron,.lnc~ and'Subsidiaries ....
5430 LBJ·Freeway, SUite 600 ~;.~.-.....~.__..~..-c'. ~!,;;.5.~1.;..74..;:..;3;;,;;;2;...;,~.;....!~.T"'"""""'.~,..-~~-~~~l!:'""'~~~
Dallas,n("75240~2601 Daytime'telephonenumber

., ,,''-' : .. r.. .:.". ..•. " · ....972.a55~995.1.

hereby appolnts the foUowin£f represeritatiV8(s} as aUorney(s)-in..faot:

2... Re:presen1atlve{s) mustsign and date this form on'page ;2•. part·n.,

(Rev~ March2012)
Department oftbe Treasury

.lnt(lITlalRtiVet1UB SetvfCe . . ,

ph~k·1f tobeSaJ1.t ~(jtEces artdcommunloellons ...

CJ1~.ck Ifto be ~nt..notlq~ and communlcatlcns

Name: andaddress

'Nam~ andJ\ddroos
SaranstoJak
5430 LBJ F(eeway~ Suite 600.
Dallas, TX 75240·2601

to:represent thetaxpayerbefotethe Internal Revenue'Service fot the following matters:
3 Matters

•• 0.

Income Tax, Employment. ExCise;Civil Penalty':'·"

c

('

4

5

Spe.cJ.lic use not recorded on CentralizedAuthorization FUe (CAF)91f the power of attorneyIs for a.specific useno.t recorded on CAf~

check~1J.ls box,~~ the Instructions for Une4~ Speclilc Uses Not Reoordedon OAF ~ . '~1i;' .. ' .. :~ '.~ :;~~ .~ .f ':.. :)': '-;~ ,~. • 0
, ,., "., .J . ...: '.' ,. ..... .. ..... . . ,., ', ....., :;..... ,

~ots authorized. Unless othsrwlse provided" below, fhs representanves .generally are authorized to receIve and I"spec.t confidentIal tax
informaUon and to petiorm any and aU acts.thal.1 can perform wtthrespectto the tax mattersdescribed on nne3, for example, theaulhorlty to
sign any agreements; ccnsents, or other documents~ The rapresentatlve{s). however, Is (are) not 'authorized to recelve or negotiate any
amounts pald to the cUen.t [0 conneotionwilh thls representaUon Oncludtng refundsby either- electronlomeansat paperchecks). AddlUonaUYi
unless the appropriatebox(es) below arechecked, fhe representatlve(s) is (are) not-authorized to executea requestfor disclosure of tax returns'
or return Information to a ihfrd party,substituteanotherrepresehtathie or add ad{jrtlonal representatlves, or sIgn certain tax returns.

D~Dlsclosur9'10 third partles: 0 Substituteor add representatlve(s); 0 SJgnlng a return;

(
\

D:Other actsaUlhOriz.:~d;:·_·_... ~~~~~~~....;--".-~~.......-~-~~---..---__--............................"..,..------........-----.

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~_~ee~~ruoUo~fur~refu~~I~
Exceptions. An'~nenrone(j" return preparercannotsignany document for B taxpayer and may only represent taxpayers In lImited situaUons..

Anenrolled actuarymay only represent taxpayersto the extent providedin sectlon 10.3(d)of TreasuryDepartment Circular No. 230(Clrcolar
230)~ An enrolled retirement plan agentmay only represent taxpayers to .th<3 extent provldedln.seetlon 10~3(e) of Clrcular230. A registeted tax
.retum preparermay only representtaxpayers 10 the extentprovidedlnseotlon 10.3(Q of Olroular 230.. See·the Une 5 insU"uctlons for resbictions
on tax matterspanners. In.mostcases, _he student·practitioner's (level k) authorityIs rimfted (for examplei they mayonly practlce underthe
supervlstpn :ofanotherpracnUoner)~

Ust any speclficdeletionsto the acts otherwlseaulnQrlzed In this powerat attorney: ._._... _-------~~ ...._-..........------ .....-._.--~~-~~w ..--...~--~.;..-~?"~-~.~.--~
_._ _.._ _ - _-_ _- ~ _----_ ~ - ,...... _ _.._ .- ~_ - -.~..~~: ..~-~------_ -._~~.- ~ -:- ~~~:"'~-~~~~~..~~ -:~~~.~.

........_ - _ __ __ -.._ -----~-_..__...- .._ ~.~~_ _--_.._~ __ ---.-.._.,.~_ __:..._-_ ---_ _ --_ .- __ ------_.--_ -_ .._ ..,.~ .,....".~-- ~~~ - -.

........~~-_ ~~ ~...-:'I"" ---..--___:__--..-- -.,.. _ ~ _ _~~ - :.---: ~ ~--- _--~- - --: --------------~- --:-":r.....: ----~ .. --'!""."'!'~ ti' - __ ~~O-;"-:."..,.-.11- ..--..------ ---••----.

For Privacy Act and Paperwork:Fleduoilo'n Aot Not'ioe,seetheinstfuctlons~ Cat. No~ 11980J
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' ...., :6···· ..·....Retentiorifrevocatlo"i'l··..of"'prior .pOWer(s)" 'of'afli)rtiey~" The:'·' fifing "0(lhis·..·'power.ofaltom'sy" automatically 'revokes":aii "earHe"i powet(sfo(' .....
attorneyon tU? with"theJntern~l.P.levenue Servioe for' the SBI!lB mattera andyearsor periodscovered by'thls document.Ifyou do not want ~
to revoke a pnorpowerof attorney,checkhere ::~ .! • • • • " ~ ". :' ~ " • .. • ~ ~ • :~~ .~ ~ ~ :-' :;~ ...~ ~. .... F'!"

...YOU ..MU$l.P'J~TACH .":-~~OPY .. O.F..ANy~:.~OW~FtOF .ATIORNEY.YQ~l:WAN,T~!~ .·:~:~.M~~~ :IN EFFE~~~'.· :":.'. .. ""'.:' :.... '.. :'.".:".,:'.,~ .'.:".,~ .... :
7 Signature of taxpByerT "Jf a tax .matterconcerns a .year 'inwhlch ajolnt return was flied. the husbandand 'wlfemust each fUe·a separate power

ofattorney evenIf the same representaUve(s} Is (are) being appointed; lr sIgnedby a corporate "Offlcer~ partner. guardian, tax matterspartner,
executor, reoelv$r, administrator, or trustee-on behatf of the taxpayer; 1. certify' that"I havethe authority toexecute this form on beha1f6f the.
~~~ .. .. ..' ,.

:POWER OFATTORNEY WILLBE RETURNED TOTHET~PAYER.

_..~..-._... ~JL2~~lL?·· Y~~f~~j!!~_~~!.I~~ ._--__•••_••. ...__.._•._. -.-
.,' .Date . Tttle Of ~J1pt~cEi.ble).

~.."--.,.....':"'~.,~,........~ ....~

DDD·D.D
PIN Numbet '.

{\Imos Energy CotP.Q!.ati0J1.J.{l~~~idiar~ ..... .

~~~P;,~t"~:;-~~·;;f t~·.;y;~rfr~m1f~l-ff~ih;i·ij;~n~~ridu~--

('

Underpenalties 'ofperJury}-:l declare. that:.

'1 amnot currently undersuspension crdlebarrnent from practloe before the lnternal Revenue ServIce;;

-I am aware of regulations oontelnedln C.ircular230(31OFR:~ Part to)~ as.amendsd, cortcernlng'praetice beforetho.lnternal Revenue'SeMc~;'

• I am.authorized torepresent-(he taxpayer Identifiedin Part t'tor the matror(slspecifiedthere;'and

• I amo·ne·of the .fotlowl.ng:
a Attom~y-a memberIn good standing of the bar of the hIghestcourt of the jurisdictionshownbelow.

b cerUfied PubJio·Accountant--duly qualifi.eci-to praotlceas.acertified publicaccountantinthe.Jurlsdlotlon.showrvbeJow~:

e EnroUed Agent......enrolledas anagent under the ret!uJremenls of Circular 230~
d Officer-a bona.fide officerof the taxpayer's organlzatf.on~·

.() FUQ-Time Emp!oyee-a fujI-timeemployeeot the taxpayer.

f FamilyMember-a memberof the taxpayer's Immediate famUy (for example~ spouse,:p~rentt child, :grandparenti.gr'Qf)dohifd. 'step-parent, step-
chUdl brother,or si$ter). .

9 Enrolled Actuary-enrolled asan.aotuary by the JoInt Board for the Enrolhnent.ofActuarIes under.29U~S•.C. 1242(the aUlhorlly:to practloebefore
the Internal'Revenue',getvlca Is nmitedbysection 10.3(d) oJ'GlrOlJ~llr 230}t

h UnenroUed Rstlrrn Preparer-Your authorlty (0 pracUce b9forfi) the Internal Ravenue.ServJce is Umtted. You must have'been eligible to signthe
returnunderexamlnatlon and haveslgned.the return.see NotiCe2.011-6 and Speolal rules for registered tax.r~~um preparers and unenrolled
r~tum ~.r:eparel"9 Inthe InSb'llctiorni. . .

I Registered TaxReturn Preparer-regtstered as a tax returnpreparerunderthe r6qulrements. of.sectJon: 10.4of Circular230, Your authority to
praotice beforetheIntematRevenue ServIce isUmltad. YQu musthave. beeneligIbleto sIgnthe.return underexamination and havesfgne(f the
t'etum. See NotTeo '2.011 ...6.andSpeo'Jarrules for registered tax return preparers and unenrolled retum preparars ~n the In$trucdons.: .

k studentAttorneyor CPA-reQ8fves permissionto practicebefore.the·IRS .byvirtueof hi8Jherstatua as ataw, business.or a.oooun.tjng s:tudent
worldn(J..,ln:UrC or STep undo( section 10~7(dl of Circular 239.See·l~slructionsforpart II foradditlon,allnformatJon and requirementSt

r .Enrolled Reiffement· Plan·Agent-enrolled asa retirementplan agentunderthe requlrernents of Circular230 Oha ·aulhorltylo practice beforethe
InternalRev.onu9..$ervlce Is IImlledbysection 10~3(e})~

~ IF'THIS DECLARATION OF RE..PRESENTATJVE IS NOT' SIGNEQ AND' DATED, THE .POWER OF ATTORNEY WILL BE
RETURNED. REPRESENTATIVES' MUST'SIGN ·IN'THE ORDER LISTED IN LINE2 ABOVE.·Seethe lnstructicnafcr Plirt U.

N(Jte: Fordeslgnatlo.Os d-f, enteryour" tille. position. or relatlonshlp to the taxpayer·ln the "Uoensrng JUrisdfc~1.Qnrl ·column.:Soothe lnstructlons for PartII
for more Informatiollt . ... .

-"',.

". ·e· .Direetot·Jnc·~·:Tax.

Desfgnatton_ .Ueensing jur1sdlctfon ':..
Insert above (state).. or other'

licensing authorlty
letter (a-r) ~f applicable)

c, e .. ' Mana ':. Inc.Tax

Bar, 'ncense, certification.
regfstratronJ or enrolrmerit

number Of' appUcable).
See. instruotlons forPart.1.1 for

more"lnformallon,~

SIgnature Date

I
1:

J
J



Exhibit PM-1

/ . .1

OMS No. '1545~0150

. For IRSUseOnly

Received by:

Telephone ~...,...-__
Function _

'Name

:Date

Powerof AttorO.ey
and' Declaration of Representative

Form 2848
{Aev~ July ~014}

Department of the Treasury
lntemalRevenue Service .... Information about Form 2848 and.Us Instructions is..at www.in;. vlform2.848.

... 'Power of Attorney'·'
Caution: A separate·Form 2848 must be completed for-each texpeyer. Fonn .2848 willnot be honored
for any:purpose other than rf}3p~esentation before the IRSa

Taxpay'er information. Taxpayer rnustslqn and date this tormon page'2, Ilne7~ ... ··

'. CAF No~' -..._---------_.._....---_...---...._------ -_..:....;,,; ...._......---_..._--::..~~
"PTfN -.......--- .........-- ----"'!J''I't-'" .........--------_.......--..-- ............_... .-....=....._ .._-..-

Telephone No~ . ~~_~__~~2?!~~~~_"..~?_~? M~__~ _

FaxNo. 214·550-5717' . .
Oheclcit new:AfJdres;IT-----T;;i~ph-~~-~-N~~l::r-----·~~F~·~No. [J

.... .. .. CAFNo~ .~-.~~ ~~_----~?.~~_~:Q2~~~~~__~~~w.---_-_-
PTIN w ""'" ~_~ ~ ~ ~_~ _
Telephone No. _w •• ._~Z~~"~~:_~?.:!~_"_~~M R

Fax'No. ... 214~550·5714
Check ifnew;..J.\c:jcjr~"EI~~~T~;;p~~-;-N~~-D------~.-~F;;·ND~ [{1

0 .

~,.

herebyappoirrt~ the faUowing representative(s) as.atto r"riey(s)-hl-fact:
2 Re.presentative(s) must signand date thlsform on page. g, Part'lt

Taxpayername and address . '. : Taxpayer identlfloatlon number{s)
Atmos Energy Corporation, lnc.and SUbsidiaries .
5430 LBJ' Freeway, Suite 600 . . ::.. .; ' .75~17.43241 '., .
Dallas,' TX 75240..2601 Daytlme telephone number "Plan number (If applicable)

972-855..9746

Name and address

D()nh~lI~ Renfro
5430 lBJ FreewayI' Suite 600
Dallas, TX 75240-2601

'Name and address

Julie Formanek
5430 LBJ Freeway, Ste 600
Dc:Jl1aSr TX 75240-2601

Check.if to be sent copies ~~.notices' and communications

.Ch,t!,cl<.:. if to be s.~l1t,.C?~pies: .0:1 notlces and. communications

Name and address .~':

.:(Note~ IRS: sends notices andcomrnunloatlons tQ.:oJ'Iy:two representatlves)

·CAF·No. __._......._~ ..._~ R_W-- ~_.

?TIN
_ .._~~-_.._-•.;.--~-----:~.._~------_.....~-....'!"'"~-----...._ .._ ... _---

TelephoneNo, ~ .....~-_~ .._w-_--~-----_---w~
.Fax No. __-_-__...._.:.._~ ....~__.__~ Rw~_.~_;.;,:w .. --- ....,:

. C~~ck-.ifn.~w:. AddressD Telephone Nq~ D. fax No. 0
Nameand address CAFNo. ......-..._------_.._--- ...._...-... ---.;..-- ~;..-~"":" ~~ -~ ........~-~:-:-~~ ~"'.

;PTIN - -- ~_w~ ~__..__..~_..-w- -_~__
Telephone.. No. _~ w __w_w_-__. ~_",,:_,,:,"'..'
Fax. No. _.._.. • .._.. .. .......---_.__•..

:·{Note. ·IAS sends notices'and communications to onlytwo represe.nta,tiv~l. ....... CheQ~. if :new: Address 0 Telephone'No~ 0 .. .....FaX:·No~ .. 0
to represent the'taxpayer before the Internal" Reverlue:'Servioe ahcf"peuform the following acts:

3 Actsauthorized (youarerequired to.complete this line3}.Wi~ theexception ottheactsdescribed innne·Sb.1 authorize myrepresentative(s) to receive and
Jnsp'~ct mYi.ponfidential tax information andto perform acts thatI can perform withrespect tothetaxmatters described befow. For example, myrepresentative{s)
shall have theauthority to sign anyagreements, consents, orsimJlardoeume~Js~ ..~nstructlons forlineSaforauthoiizrng a represen~7. tosign aretum)~

Desorlptior, ofMatter Oncome~ EmploymentJ' PayrOU, EXciset' ESt~er Gfflt Whis.ti~blCMrer~
Practitioner Discipline, PLR~ FOIA. Civil Penalty, see,50boA Shared ResponslblUty

Payment) 'Sec~ 4980H Shared Responsibility. Payment. etc~) (see instructions)

', .."" ."."

Tax Fa.rm Number
.(10401' 941t 720r etc.) (If'applicable)

year(s)or Period(s) Qf applicable)
(seeinstructions)

:EmplQYl11ent Pavroll F940, 941,941C.'941X . 2.00609·201609

Civil Penalties na .. 200609-201609

., .

.'.:'1.'.

4 Specific use not recorded on Centralized Authorization Ale (CAF). If the power of attorney is fora specific use not recorded on CAF~

.... ;:: ch~~ i,his ~ox~ Se~ the in~tructions for Line 4~ Specific Use Not Becorded on CAF. ~ .. • .. ."-: . :": y~. • ••••'~: ':~>"'";/.'''.''' < } ..:.,~ D ..
5a Additioi?:al acts authorized, In addftion to the acts listed on line 3 above, I authorize my representatlvefs) to.performthe foHowing acts"(see.

instructions for line 5a for more information);': .

o Authorizedisclosure to third parties; D Substitute. or add.representative(s); D Sign.areturn;
........-.~----....---......-?""""'?--~~~~~

. :.~. (

·For"pr"i"vacy Act andPaperwork Reduction Act Notice, see the instructions.
·t·,

·.L ". _. '." ..

".Cat. No. 11980J Form 2848 (Aev~ 7-2014)
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Exhibit PM-1

~()rm 284B·(~e"...7-2014).. ..Page2 -,

b Specific·acts notauthorlzecL:My repres~ntative(sj 'is (are)not authorized to endorse or otherwise negotiate any'check Qndudh~g direotinqor
:accepting.payment .byanymeans,e'ectronlcorotherwlse. into anaccount-owned 'or .controlledby the' representativets) 'or any.firrn..·o(btheY'············ .
entity with whom the representatlvets) is (are)·ass.oc1ated) issued by the govemment i'nrespect ota federal tax liability.

Ust any speclflc.deletlons to the acts otherwiseauthorlzed iIl this power of-attorney(seelnstructlons for lineSb);..'+o.__~,~..:~;.:;,i.:..2;;;~:...-;.;.~,...;,;__.v...:-__..:::-_.__
- . . .. I. .. I .. : ~ ~ ~ . I ~... . ~.~. . .. ~ _.~ ~_ .:.: -!': .." ~ .. - .. - ~ - ~": ~ ..

... M- .;~~~~~~..;..__ _ --..... """:' __.._ __ _rr.ii;,~ ..;,:,;.. --·~·.;..,.;. _.;..- H """: ;..r~ ..it.-..i..~ - .. _ -~ --- --- .. - - _ _ .. _ .. _ __."._.,... __~ _ ~:.:,...

6 Retention/revocation of prior power(s) of attorney, The tHing of thls power 'of .attorney aufomatically revokes all earner power(s) of
attorney on me with the Interned Revenue Servrcefor the same matters andyears or periods covered by thls document if you donot want
to revoke a prior PQWEW of attorney, check here ~" . ~ .',. . ~;" ,;,:.: .. . . . .. .;, ~ . ;,~. ~ . ~.+: f.'. :'''',' "'. >)1..' .~. "(.' ~,', ~'... ..... .0
YOU J\J1.~~,. ..ATTACH A COpy OF ANY POWER OF ATTORNEY YOU WANT T~ .f.U~MAIN n~.(I;FF,~¢T~." .. ,

....

7 Signature of taxpayer. Ifa tax matterconcerns a.year in which a joint" return was filed, each spouse must file:2 separate power of attomey
even :if they are ap'pointfng the same representatlvejs), If signed by a corporate ottlcer, partner, guardiant tax:matters partner, executor,
receiver, administrator, or trustee on behalf of the.taxpayer, I certify that f have the authority to exeoute thls form 0D b:el)arf ofthe taxpayer. .

.....·.IF NOT COMPLETJ.;DJ SIGNED, AND DATED, THE IRS WILL RETURN THIS POWE;R OF ATTORNEYTO THE TAXPAyER•

.~t!rQ&-~+~. .;;.;-..- •.Ll2..L!.~ ~~I~~...._- ...-..------~_.._-_."-..."--.-.-------------...-.
. ..., Sign.ature Date .litie tiiapplicable)

~~-~!M~~~~~)~ w w~-.. ~M-------Hhh_..--~~-~..--.~ .w__~_ ~!!!.l..~_~~tr[~y-~~!J!~~~-~~~!-~I}~~-i!~-~~~-~~~~~~!~.~.--------~~
: ....... . ..,' .. . Print Name . . Print name. offaxpayer'frOm line 1 ifothe.r t~Clrl individual
,:II1I1I:. Declaration' of 'Repres~~~ative ~..~

Underpenaltles of pe~juryJ.by my signature below ldeclare that.:

It I am not currentlysuspended or .cii.~b~rred frompractice before the InternalRevenue Service;
• I am'subleotto reguJatlpns contalnedin Olreular230 (31'CFRJ SubtitleA, Part 10)tas amended, governing practice before the InternalRevenue.Service;

• I am authorized to representthe taxpayer identified In Part ~ for the 'matter{s) specified there: and
• I am one.ot the foJ}owing:

a Attorney-a member in,go.adstandlng 01thebar of the highest court of the ~urisdjction shown below,

b Certified Public Accountant-duty qualified to practice as a certlfled pubUcaccountant In the jurisdiction shown below,
o Enrolfed Agent-enrolled as an agent by the Internal Revenue S~ryiGe per the requlrements.of Olrcular 230~

d Offlcer-a bona fide officer of the taxpayer organization•.
e Fun-TimeEmployee-a full-time employee of thetaxpayer..

I Fah1UY'Member-~ member of the taxpayers lmmedlatefarnlly (for example, spouse, parent, chUd J grandparent. grandchild. step-parent, step-
chfld, brother, or sister), . .

9 EnrolledActuary-enrolled as an 'actuaryby the J.ointBoard for the..EnroUment of Actuaries under·29 Uol.S~C~ 1242(theauthorityto practice before
the lntemal RevenueServic~ is Um~ted by section 10z3(d) of Circular 230)~ . ~

h UnenrolledReturnPreparer-«Your authorltyto practice befo.re the InternalRevenue Serviceis Umite<t You must have been eUgible to.sign.the:
return underexaminationand have .prepared and signed the return. See Notice 2011-6 and SpeciarruJes for registered tax return preparers
and' unenrolled return preparers in the instructions .(PTIN·required.for designation h). J .

i RegisteredTax Retum Preparer-..;;registered as a taxreturn preparer under-the requlrements of section 10.4 ofCircular 230. Your authority to
practice before the InternalRevenue Service is ·limited. You must havebeeneJigib'e to sign the return under exam'natlonand haveprepared and
signed the return. See Notioe 2'011...6 and Special rules for regIstered tax return preparers and unenrolJed return prepareTS ill'the
instructions {pTIN required for designati9n I}~ . . . '

k· Student Attorney or CPA-receives permission to'represent taxpayers before the IRS byvirtue of hls/her status as a law, business, or accounting
student-workfng in an UTeor STep.. See instructions for Part II fotaddltlcnal lnformatlonand requirements.

r EnroHed Retirement.Plan Agent-E}nroUed as.a retirementplan agent underthe requlrernents 01CircuJar 230 (theauthority to practice betcrethe
lntemal Hevenue~6rvice is llrnlted by section 1q.3(a)).·
..-IF·THIS PECl..ARATION .OF REPRESENTATIVE IS NOT COMPLETED, SIGNED, AND DATED, THE IRS WILL RETURN THE
POWER OF ATtbRNgy" 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 lnthe "Llcenslnqjurtsdlctlon" column..See the instructions for Part 11
for moreinformation.~· ..

Deslgnation­
Insert above
letter (a-r)

Licensing jurisdiction
(state)or other

licensing authority
Of appUc'abJe)

Bar, license. oertlttcatlon,
registration,ot·en.rollfDeryt.

number(tfapplicable).
SS(J lnstructlona for Part·II. for

iTIore Information.

Signature Date

;~..

e

e.

M.rPa·.oll

: .Sr.Pa roUTax Acei'

.1(1.. ·.. ' ( ...J ."

Form 2848 (Rev. 7-201·4)



Exhibit PM-1

Power of Attorney
and Declaration of .Representative

l .... .:../

Form 2848
(Rev~ July 2014)'
Department oftheTreasury
Internal Revenue Service ~ ..II1.formation about Fonn 2848 and its insfructions is at www..irs~: '.' vlform2848•

.Power of Attorney ~

Caution: AseparateForm 2848 must be completed tor eachtaxpayer. Form2848 will not be hofJored
for .€!nY.Pl!rpo.~e other than representetion beiore the:.JRS..

OMS NOr 154§--0150

For IflS.·Use .6~IY

:Received by:·

Telephone _~,.--_

Functlon ..........."..-;-"

Date

1 .Taxpayer inforrn~tiQn.:...T~paye.r.l1'):4.?t-§i9:fl and date this form on page?,J tine 7~" ....
Taxpayer nameandaddress ... , '. Taxpayer ldentificatlon number(s)""
Atmas Energy Holdlngs.Jnc,
5430 LBJ Freeway, Suite' GOO . '. . .-.. ' 75·2879833 .. ' :..' ' ..
Dallas, TX 75240-2601 Daytimetelephone number Plan number (Ifapplicable)

972 ..855..9746 :)'.

...... .CAF N.o... ..... ...........__M ---~__.._~ ~........ -,

PTlN _.. ..~-__~__--- ....,....,-.,.,..---......--------------..
TelephonaNo. ....._......__--- .~ • _
FaxNo. ". .,......

Check ifnew: Addres~-D..-----TeJ;;ph-~n~~~Q~.I~:r ......--M--.-f~-N.Q~. D ..

." ... CAF Now __~ ~w~~_~.~:~2~£!J3~~.~-~~---~~- ..-
PUN __w __.._ ........ -_----.. __ • ~__.. ~_~- .

'TelephoneNo, _-- ..~2~1~_~~.:~?~~_~_~--- _
FaxNo, 214-550..5714

Checkjf new;Addre;Ef..-,~.-~.r~;Ph-q~;-N~~lJ------ ....F~ ..No.ll]

CAF No.~ __~ .~- ~_~__~...__..-.~.. ~-~-;-..:~__..; ..._..
PTIN _~ .--- ... ~__":~__;,,,,;,;,, • .

TelephoneNo. • ..__-_~!?!!!.~~_..¥~?.!?..~--~~.-~~.~-
Fmc"No. 214-550-5717

'..Check ifnew:'.Addres;Ef-----T~~ph-~~~-N~:-Er--- ...-·--F~~No. 0ILl

o

Nameand address
Julie Formanek
5430 LBJ Freeway,· Ste: 600
Dallas, TX 75240-2601

Name and address

hereby appo"hits ·the·lcinowirl~i·fepresenlatjve(sra!i attdrhey(sl~hl-faet:

2 Rep.r.e~e:.....~ative(s} must sign and date this·form on.PCl~.~~'",;,;,;:?;WW;,:L:.......~.a__, rt~H.~--'-~M-__.....oiooao-"""__""""""''''''''''''''_~ ~__~~~~'''''''''''---''''''~'Name and address :'. -, ... . ....,.,..... .".". ", " .....

Danielle Renfro
5430.LBJ Freeway~Suite. 600
Dallas, TX 75~40-2601

.Check if to be.sent copies of notiCi!.s and communications

Name·and address

.9h~ck.if to be sent copies of notices and ecmmunlcatlons

.. .CAF···t~io. .. .. - ~__- .~:~~ ......---.
PTIN .....--... ..........---_..__• --__._,--_~

Tei'ephone No. __.. ~_-":"---_ ..-~-~~~-~--~-~-~~- .._.
FaxNo, __.--__•__•__---__..-~__.. ... ..__..~~ ...

·.(Note•. IRS.sends n.otlces·and communications to onlytwo rE:)~ntatives~t .. 9heckiff1~w: ~qdress 0 Telephone No. D .. ' . FaX No...D .
to represent the taxpayer.before the lntsrnal RevenueService and'pertom,".the totki'wing acts; ...

3 Actsauthorized (you arerequired to complete 'thlsJine 3).With theexception of theacts,described in.Une 5b,I authorize myrepresentative(s) to receJve and
inspect.myconfidential tax informaUon andto performacts thatIcanperform with respect.to thetaxmatters described below. ForexampJe, myrepresentative{s)
shali have th"B authorityto signanyagreements, consents, or-similar documents (see instruotions for Une 5a.forauthorizfng a representative tosign areturn)•

.... . ... ~. ..... ....__... ... ... ..... " .
.....

.: Desoription ofMatter·Onco.nieJ Employment. PayroU, Exclse. Estate~ ·Gift, WhisUeblower,
,... ... .... ..

TaxForm Number Y~r(s) or Period's) Of applicable)Practitioner Discipllne~ PLAt FOIAJ Civil Penalty, Sec. 5000A Shared ResponsibiHty (1040.941 i 720; etc~) Qfapplicable) (seeinstructions)
Payment~ See:..498·OH Shared Responsibility Payment. etc.) (see instructions)

.':

Em"ptoVlnent. Pa~-ron F940~ 941,94.1c,941.X 20ej(i09M201'at)9

... ...... . .

Civif Penalties ....... ...... "·"1 - ... .__....__.na- ., .... ~00609..201·609
.' ... '

:
........

-_...
...

..... . ........ ."
.... ... .."i •••

.(Npte.IRS.·sends noticesandcommunlcatlonsto onlytwo r~present"atJves~l

''''.~.

4 Specific use ncj~ recorded on Ct;tntralized Authorization File (CAF)~ If the power of attorney is for a specltlc use not recorded on CAF,

. check!~ls b6~..see th~..i.~strUGtions for ~i.,~..4•.$p~cifjq Use:N.,:,t.Recorded on CAF ~·.; ~., "'~., ~.. • .' .. ~.':' " ~~ ~., '.. • 0
5a Additional'actS atithorized.ln addition·to the acts·nsted on Une 3 above, I authorize my re'presentative(s)to perform the foUowing acts.(see.

instructions for Une 5a fot ·more· informailon): . .

o Authorize disclosure:to third pa~ies; :.0 Substitute or add representatlve(s); 0 Si.gn .areturn;

.~~..

oOther acts. author[zed:..
~~...........--~ ....................-~-~~~~~~:--""--,.,-;...--------_-......,.,.",......,.;....---~~----...._-~

For Privacy Act an~ Papenvork Reduction Act Notice~see the: instructions. Cat.No. 11980J Form'2848 (Rev~ 7-2014)'



Exhibit PM-1

Form2848(Be\i, 7u20:.~'... .~f:lg~; ~

b Spe~ifi~'a'~ nof.authorizecl. M'yrepresehtat;ve{s) is (are) not authorizedto endorseor otnetwlse negotiate any check (jncruding directing or
:ac.~epti~g P?YITll3ot py.~ry'y,.fTl.e,~n§,i...~I.~,g![Q.n~p ..9r.oJh(}rw.ls:ei . lntoan account.owned.orcontrolled by.the..representatlvets) or anyfirm or other

..·entltY'·with··Whom··the representatlvets) is (are) associated) issued. by the governmentin respect.ofa.federal tax Habmty~

List any specific deletlons to the acts otherwise authorized in this power at'attorney (see instructions for n,ne.5b): r<: '. . . .:: .

. _.._.~:~J.~:~~.~~~"'_M~_>·~:·~-~~~i~~:~.~:~~:~~----~
.·o;;·~·';;'.";·';+·;:j;+~~7::';f,~~f,,:~·,,:,:,·~,:,~~~·~,:,r.~~,~,,;~~~·;,·-'':'~-';;;;''~':'~~':'''':':'.~':'.~':''~'':';''_':':'':~'~~~:~~~~~~~~~~----~:~~~~.~~:~~~~~~~~.;.:~.,. ,".':' '.'';,;..------,..---,;..-----::.:~;-~---~----..;..;.----.--.-----~--~-

6 Betentlon/revooetlon of prior power(s) of attorney, The filing of this' power of attorney autornatlcally revokes all earlier power(s) of
attomey an file with the Internal RevenueServJce for the same matters and years or perodscovered by this document... II you do not want
to.revoke a prior power at attorney, check here ~ .. ~. ~ ,~.: .• ~., .... . ~ ,,~. . ,." . f~ . • ~ '>:4-.": :'h • • ·..·;f ..,""-: "r.: .:.~( .,,;.~:.~.... D
YOU MUST ATTACH A COpy OF.ANY POWER OF ATTO·RNE,,:.'.'.,?U·"'Vf'.NT.TO...B,;MAU\J IN :E.fr=.E~T.

y~_!~~ "'=' __~ _~N_~~~.~_._..._~_~ ~ ~_M ~ --~_~- ~_--_.

Title Of: applicable)

;~!!!t~!_~!1!!.9Y..!:!~~t!!~.9!i!~!!:1_~:. ..-------__- ~__--~ ~_..
...,prtnt name:of taxpayer from llne 1 if other tha.n individual

Date

Print Name,

Signature 01 taxpayer" J1 a tax matter concerns a.year in which a joint return was filed, each spouse must file a separate power of attomey
even "if they are appointing the same representative(s). If signed "by a corporate offtcer, partner. guardiant tax. matters partner! executor,"
receiver,adrnlnlstrator, or 1rustee on behatfof the taxpayer, ) certify that I have the authority to-execute this form on behalf of the taxpayer. .'
~ IF NOT COMPLETE.:0, .SIGNED, AND. DATED, :THE'IRS WILL RETURN THIS POWER OF ATTORNEY TO THE TAXPAYER".. ~L_L'!.LL~.

.7

Pace MCDonald. ~",,,,,,,,,,,,,,,,,,,,,,,,,,,__ ,,,,,,,,,,_,, ,,,_--:-,,_,,,,,",,,.... ~_..._...... ..:.~;~~~~~r~~:~it.t-.,;;~~.~

ImIl Decla'rati(j"i'- of 'Representathi"Ei"
Under pen'artie's of perjury, by my:signaturebelow f declare that:

• J am not currently suspended or disbarred from practice before the Internal.Revenue Setv[ct~;:

-.1am subject to regulations contained in Clrcular·230 (31 CFR~ SubtltJe AI Part 10)tas amended, governing'practiceb~fore the InternalRevenue Service;

• I.am authonzed'to representthe taxpayer.identifiedIn Part I for the matter{s) speoifiedthere; and

• J am oneof the fonowing;
a Attomey-sa member ·in 900d standJng 'of the bar of the highest court of the lurlsdiotlon shown below.

b Certified Public Accountant-duly quallfled to practice as.a certified public accountant In the jurisdiction shewn below,
c EnroUed'Agent-entolied as all agen~t"by theInternal RevenueService per the requirements of Cfrcular230r
d Offi.cer-a bona fIde onloer.at the taxpayer orqerilzatlon,
e Fun-TimeEmployee-a.fuU-tlme employee of fhetaxpayer,

f FamilyMember-a member of the taxpayer's immediate farnlly (for example,-spousa, parent, chlld, grandparent grandchildl step-parent, step-
child, brother, or sisteQ+.·, .

9 Enrolled Aotuary-eenrolledasan a9f.ljary:by theJolnt Board·fOr the EnroI~ment of Actuaries under ~9 U~S~C~ 1242 (theauthorltytc practice before·
the lnternal RevenueServlce is Ilrnlted bysectlcn 1O~3(d) of Circular230)K

h UnenroUed Return Preparer-«Your authority to practice before the InternalRevenue Service lsllrnlted, You must havebeen etigible'to signfhe
'". return under exarnlnatlonandhave prepared and'signed the return. See Notice 2011-6 and Speoial rules for registered taX return preparers

and unenrouearetum preparers in the .instructions {PTIN required for deSignationh)tI .~. y

i RegisteredTax Retum Preparer-erealstcrcd esa tax return preparer under the requirements.ofsection 10~4 of Cjrcular2306 your authority to
practice'before the Internal Revenue Service is llrnlted,You must have been eligible to sign the returnunder ·examination and'haveprepared and
signed the return. See Notice·.2011""6'and Special rules fQr Y.fJgistered tax return preparers and unenroliedretum preparersin :the
instructions (PTIN required for designation i). .

k Student Attorney.or CPA-receives permlsslonto represent taxpayers before the rRS byvJrtueof his/her status as.a Iaw, business, or accounting
student working in an LITe or STep. See instructions for Part II for addittonaJ lnformatlonand requirements.

r Enrolled RetirementPlan Agent-enroUed as a retirement plan agent under the requirements.of Circular 230 (theauthority to practice before the
InternalRevenueService is limited by.sectlon1p.3(e)). . .
..... IF' THIS OECLARATION 'OF REPRESE~TATIVE IS NOT COMPLETED) .SIGNED~ AND DATE.D. THE IRS·WI.LL RETURN THE
POWER OF An~ORNEY. REPRESENTATIVES MUSTSIGN IN THE ORDER LISTED IN 'PART I, LINE a, See the instructions for
Part If.. . .

Note. For designa~ons d-f} enter your title, position. or refationship to the taxpayer Inthe 11Licensingjurlsdlotion" column, See the .instructions for Part U
for more information. '.

Llcenslnq jurisdiction':. Bar, llcense,certificaflon,..
Designation- (: t t ) th registration. or enrollment".
lnsert above sa e or 0 er u.. nb (:..I: .' bJ)
i . . . .... Ijcensing authority ] n. m er IJ apP~lca e.
fetter (a-t) . (Jf a Ucable) . Seemstruc~lons for 'part I[ for

PP . morelnformatlon,

Signature Date

e.

e.....

M'~ r Pa ··...oU:

.Sr P~.. oll.Tax Acct "

I!l-'(

',+
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State0 f Tennessee
Department of LaborandWorkforce Development

Employer Services.Unit
220FrenchLandingDrive,Floor 3.;.B

Nashville, Tennessee 3.7243-1O(j2

DECLARATION. OF REPRESENTATIVE

Thi"s is to certifythat (Representative): A.utomatic Data 'Processing, I~c.t: ;.... ,:

Located at: r " 400. W~st Covina. Siva

~~ ...

Zip Code. ] 9_1...........7_7_3~~~~~..........-.-.State; CACity.. .S~~n..Dimas. ... .'

Phone: (866) 467-0.523." '... ", . Fax:" (909) 3J)4~82t7 .

Applied For D

Applied For.. O'~mployer's TennesseeEmployer Account Number: 05516690

~~~ri~d~r~res~~1~~:~~~o~En~t:~o~jn9~:S~i_ln_c_._,~~~~~~~~~~~~

Employer's Federal Employer IdentificationNumber: 752879833

before the Tennessee Department of Labor and WorkforceDevelopment (TDtWD) for the item(s) checked below:

for benefit charge management"

*Benefit ChargeManagement includes receiving and respondingto any time seasitive request(s) for separation informationand
noticefs) of claim'filed and, responding to any summary of benefits charged, It also includes representation for the purpose of ,~.

filing appeals and appearance InCOnnection with those appeals before.Appeal.Boardsofthe·'ID~WD.

Summaries ofbenefits charged are mailed to the primary address ofrecord.
_ _ _ ~ '.. ":" --i-: ...- ~·i· - • ;:-" ~ ~_- _ ':i" ~ ,.

~ •• ":......... - - •__ • ~ _~."~. I ..... - ,..,. -:. ~ ..... ~ ._. ~ •• : •• -•• "."

This authorization supersedes all similar authorizations. This. form also authorizes the TDLWD to, in accordance with
applicable law? release to the Representative any documentation relating to the Employer's account that it ·couldrelease to the
Employer.

EmployerName:.. , ::.:p\tmo.s .Energy.Hol.(;Hn9s..,.,.llJc~ .(.,

Trade Name: ..Atrnos EnergYj Holding~J Inc..
. ... . .. "."./. . ." .... l ......

Mailing Address: i : pO, J3oxJ3.oX.J~o.0205 .. .. '."--".~.'

01/01/15Date:
..,..,..,......--~--

615-741-7214 ":,'

Phone; 615-741-2486

Dallas) TX 75265-0205, ..... : ........ :
. --3

~~= ~~~.--~-~~---~
Return to: Tennessee Department ofLabor and WorkforceDevelopment

Employer Services Unit­
220 French Landing Drive, Floor 3-B
Nashville, IN 37443

RDA 1559
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State of Tennessee
Department 6fLabor and'Workforce.Development

Employer ServicesUnit
220 French.Landing Drive, Fl()or 3-B

Nashville, Tennessee 37243-10,02

DEC:LARATION OF RE'PRESENTATIVE

This is to certify that (Representative); ,' ..~uto~.~~i~:.:~..(3ta.,..·PrOce&·s.ing., .. lnc•.

Lo.cated at: 400 West .Covina :Blve'

City: ..~§c:i.n Dimas
. . . . .. . .. . I. .

Phone:.. :C8.661..4.67-0!?g.3

state: CA

. "Employer's Federal Employer IdentificationNumber: .,751743'247

Employer's TennesseeEmployer. Account Number: 04556994

Applied For D

AppliedFor ·0

before the TennesseeDepartment of Labor and Workforce Development (TDLWD) for the item(s) checkedbelow:

.forbenefit charge management"

*Benefit ChargeManagement 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
filingappeals andappearance.in connection withthose appeals beforeAppealBoards ofthe TDLWD* .

Summaries of benefits charged we mailed to the primary address of record.
"/ .. ~ :'(.". I·)~-~ ~I.:.I.'..... __"".~.". ~ ". '.".'-" ':' ......-- ." •.. -: ..• '.".' .•.•

, ;

.::" ":0.: -'.' ".:,. ;: I r.".r •".: •• :.",',:" t-..: I :.". ,-.. :: ...~,--:: iii -c- ,.". ··oJ.

This authorization supersedes all similar .authorizations. This form also authorizes the lDLWD to, ill 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: .Atp-los .Energ·y .Cotp<?.r.ation

'Trade Name: United Cities 'Gas Co.

.Mailing Address: PO:.BOX Box 65Q205

Dallas, IX.7q265-02.05 ...... ...

wI" _..

:J)at~.: 01/01/15

Title:~re ••~\q.x.

Phone: 615-741-2486

Pax: 615-741-7214

RDA 1559

: ~



Internal Revenue Service

Index Number: 167~22-01

Mr. Pace Mcuonald, Vice President- Tax
Atmos Energy Corporatlon
Three Lincoln Center, Sutta 1800
5430 LBJ Freeway
Dallas, Texas 75240

Exhibit PM-2

Department of the Treasury
Washington~ DC 20224

Third PartyCommunication: None
Dateof Communication: Not Applicable

Person To Contact:
Patrick S~ Kirwan 1 10 No. 1000219435
Telephone Number~

(202) 317~6853

ReferReply To:
CC:PSI~B06

PLR-103300-15
Date:
May 13~ 2015

LEGEND:

Taxpayer =
State A :::

State B =
State C ~

Commission :::

Year A ::::

YearS ==
Date A ;:=

Date B -
DateC :::::

Date D -
Case ;:

Director =:

Dear Mr. McDonald!

Atmos Energy Corporation
EIN: 75-1743247
Texas
Virginia
Kentucky
Kentucky Public Service Commission
2009
2012
May 13,2013
November 30,2014
April 221 2014
January 24J 2014
Case No, 2013-00148
Industry Director. Natural Resources and Construction
(LB&I:NRC)

This letter responds to the request, dated January 9) 2015, submitted on behalf
of Taxpayer for a ruling on the application of the normalization rules of the Internal
Revenue Code to certain accounting and regulatory procedures, described below.

The representations set out in your letter follow.

Taxpayer is the common parent of an affiliated group of corporations and is
incorporated under the laws of State A and State B~ Taxpayer is engaged prlmarily in
the businesses of regulated natural gas dlstrlbutlon, regulated natural gas transmissions
and regulated natural gas storage. Taxpayer's regulated natural gas distribution
business delivers gas to customers in several states. including State C, Taxpayer is



PLR-103300-15 2

Exhibit PM-2

subject to, as relevant for this rullnq, the regulatoryjurisdlction of Commissionwith
respect to terms and conditions of service and as to the rates it may charge for the
provision of its gas distribution service in State c. Taxpayer's rates are established on
a "rate of return" basis.

Taxpayer filed a rate case application on Date A (Case), In its filing, Taxpayer's
application was based on a fully forecasted test period consisting of the twelve months
ending on Date B, Taxpayer updated, amended, and supplemented Its data several
times during the course of the proceedings, In a final order dated Date C, rates were
approved by Commission for service rendered on or after Date D~

In each year from Year A to Year BJ Taxpayer incurred a net operating loss
carryforward (NOLC)~ In each of these years, Taxpayer claimed accelerated
depreciation, including "bonus depreciation" on its tax returns10 the extentthat such
depreciation was available. On its regulatory books of account, Taxpayer "normalizes"
the differences between regulatory depreciation and tax depreolatlon. This means mat,
where accelerated depreciation reduces taxable income, the taxes that a taxpayer
would have paid if regulatory depreciation (instead of accelerated tax depreciation) were
claimed constitute "cost...free capital" to the taxpayer, A taxpayer that normalizes these
differences} like Taxpayer, maintains a reserve account showing the amount of tax
liability that is deferred as a result of the accelerated depreclatlon. This reserve is the
accumulated deferred income tax (ADIT) account Taxpayer maintains an ADtT
account, In addition, Taxpayer maintains an offsetting series of entries - a "deferred tax
asset" and a "deterred tax expenseJ J

- that reflect that portion of those 'tax losses' which,
while due to accelerated depreciation, did not actually defer tax because of the
existence of an NOLC.

In the setting of utility rates in State C! a utility's rate base is offset by its ADIT
balance. In its rate case filing and throughout the proceedlnq, Taxpayer maintained that
the ADJT balance should be reduced bythe amounts that Taxpayer calculates did not
actually defer tax due to the presence of the NOLC1 as represented in the deferred tax
assetaccount Thus, Taxpayer argued thatthe rate base shoutd be reduced by its
federal ADIT balance net of the deferred tax asset account attributable to the federal
NOLC. It alsoasserted that thefailure to reduce its rate base offset by the deferred tax
asset attributable to the federal NOLC would be inconsistentwith the normalization
rules, The attorney general for State C argued against Taxpayer's proposed calculation
of ADIT~

Commlsslon, in its final order, agreed with Taxpayer but concluded that the
ambiguity in the relevant normalization regulations warranted an assessment of the
issue by the IRS and this ruling request followed.

Taxpayer requests that we rule as follows:
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1. Under the circumstances described above, the reduction of Taxpayer's rate base
by the full amount of its ADIT account balance unreduced by the balance of its
NOLC~related accountbalance would be inconsistent with (and} hence, violative
of) the requirements of § 1680)(9) and § 1.167(1)-1 of the Income Tax
regulations.

2. For purposes of Ruling 1 above, the use of a balance of Taxpayer's NOLC­
related account that is less than the amount attributableto accelerated
depreciation computed on a "last dollars deducted" basis would be inconsistent
with (and, hence. violative of) the requirements of § 168(i)(9) and § 1.167(1)~1 of
the Income Tax requlations.

Law and Analysis

Section 168(f)(2) of the Code provides that the depreciation deduction
determined under section 168 shall not apply to any public utility property (within the
meaning of section 168(i)(10)) if the taxpayer does not use a normalization method of
accounting.

In order to use a normalization method of accounting, section 168(i)(9)(A)(i) of
the Code requires the taxpayer, in computing its tax expense for establishing its cost of
service for ratemaking purposes and reflecting operating results in its regulated books
of account, to use a method of depreciationwith respect to public utility property that is
the same aSJ and a depreciation period for such property that is not shorter than, the
method and period used to compute its depreciation expense for such purposes. Under
section 168(i)(9)(A)(ii)1 if the amount allowable as a deduction under section 168 differs
from the amount that-would be allowable as a deduction under section 167 using the
method, period} first and last year convention, and salvage value used to compute
regulated tax expense under section 168(i)(9)(A)(i), the taxpayer must make
adjustments to a reserve to reflect the deferral of taxes resulting from such difference.

Section 168(i)(9)(8)(i) of the Code provides that one way the requirements of
section 168(i)(9)(A) will not be satisfied Is if the taxpayer, for ratemaking purposes, uses
a procedure or adjustment which is inconsistentwith such requirements. Under section
168(i)(9)(B)(ii)~ such inconsistent procedures and adjustments include the use of an
estimate or projection of the taxpayer's tax expense, depreciation expense, or reserve
for deferred taxes under section 168(i)(9)(A)(ii)J unless such estimate or projection is
also used, for ratemaking purposes. with respect to all three of these items and with
respect to the rate base.

Former section 167(1) of the Code generally provided that public utilities were
entitled to use accelerated methods for depreciation if they used a "normalization
method of accounting." A normalization method of accounting was defined in former
section 167(1){3)(G) in a manner consistentwith that found in section 168(i)(9)(A).
Section 1.167(1)~1 (a)(1) of the Income Tax Regulations provides that the normalization
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requirements for public utility property pertain only to the deferral of federal income tax
liability resulting from the use of an accelerated method of depreciation for computing
the allowance for depreciation under section 167 and the use of straiqht-line
depreciation for computing tax expense and depreciation expense for purposes of .
establishing cost of services and for reflecting operating results in regulated books of
account. These regulations do not pertain to other book-tax timing differences with
respect to state income taxes, F~laC,A~ taxes, construction costs. or any other taxes and
items,

Section 17167(1)-1(h)(1){i) provides that the reserve established for public utility
property should reflect the total amount of the deferral of federal income tax liability
resulting from the taxpayer's use of different depreciation methods for tax and
ratemaking purposes.

Section 1.167(1)~1 (h)(1 )(iii) provides that the amount of federal income tax liability
deferred as a result of the use of different depreciation methods for tax and ratemaking
purposes is the excess (computed without regard to credits) of the amount the tax
liability would have been had the depreciation method for ratemaking purposes been
used over the amount of the actual tax llablllty, This amount shall be taken into account
for the taxable year in which the different methods of depreciation are used. If,
however, in respect of any taxable year the use of a method of depreciation other than a
subsectlon (1) method for purposes of determining the taxpayer's reasonable allowance
under section 167(a) results in a net operating loss carryover to a year succeeding such
taxable yearwhich would not have arisen (or an increase in such carryover which would
not have arisen) had the taxpayer determined his reasonable allowance under section
167(a) using a subsection (1) method, 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.

Section 1.167(1)-1 (h)(2)(i) provides that the taxpayer must credit this amount of
.deferred taxes to a reserve for deferred taxes, a depreciation reserve; or other reserve
account. This regulation further provides that, with respect to any account, the
aggregate amount allocable to deferred tax under section 167(1) shall not be reduced
except to reflect the amount for any taxable year by which Federal income taxes are
greater by reason of the prior use of different methods of depreciation. That section
also notes that the aggregate amount allocable to deferred taxes may be reduced to
reflect the amount for any taxable year by which federal income taxes are greater by
reason of the prior use of different methods of depreciation under section 1~ 167(1)-
1(h)(1 )(i) or to reflect asset retirements or the expiration of the period for
depreciation used for determining the allowance for depreciation under section 167(a).

Section 1.167(1)-1 (h)(6)(i) provides that, notwithstanding the provisions of
subparaqraph (1) of that paragraph, a taxpayer does not use a normalization method of
regulated accounting if, for ratemaking purposes, the amount of the reserve for deferred
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taxes under section 167(1) which is excluded from the base to which the taxpayer's rate
of return is applied, or which is treated as no-cost capital in those rate cases in which
the rate of return is based upon the cost of capital, exceeds the amount of such reserve
for deferred taxes for the period used in determining the taxpayer's expense in
computing cost of service in such ratemaking.

Section 1 ~ 167(1)-1 (h)(6)(ii) provides that, for the purpose of determining the
maximum amount of the reserve to be excluded from the rate base (or to be included as
no-cost capital) under subdivision (i), above, if solely an historical period is used to
determine depreciation for Federal income tax expense for ratemaking purposes, then
the amount of the reserve account for that period is the amount of the reserve
(determined under section 1,167(1)-1 (h)(2)(i)) at the end of the historical period. If such
determination is made by reference both to an historical portion and to a future portion
of a period, the amount of the reserve account for the period is the amount of the
reserve at the end of the historical portion of the period and a pro rata portion of the
amount of any projected increase to be credited or decrease to be charged to the
account during the future portion of the period.

Section 1 ~ 167(1)-1 (h) requires that a utility must maintain a reserve reflecting 1he
total amount of the deferral of federal income tax liability resulting from the taxpayer's
use of different depreciation methods for tax and ratemaking purposes. Taxpayer has
done SO~ Section 1.167(1)-1 (h)(6)(i) provides that a taxpayer does not use a .
normalization method of regulated accounting if~ for ratemaking purposes, the amount
of the reserve for deferred taxes which is excluded from the base to which the
taxpayer's rate of return is applied, or which is treated as no-cost capital in those rate
cases in which the rate of return is based upon the cost of capital, exceeds the amount
of such reserve for deferred taxes for the period used in determining the taxpayer's
expense in computing cost of service in such ratemakinq. Section 56(a)(1)(O) provides
that, with respect to public utility property the Secretary shall prescribe the requirements
of a normalization method of accounting for that section. .

Regarding the first issue, § 1 ~ 167(1)-1 (h)(6)(i) provides that a taxpayer does not
use a normalization method of regulated accounting ifJ for ratemaking purposes, the
amount of the reserve for deferred taxes which is excluded from the base to which the
taxpayers rate of return is applied, or which is treated as no-cost capital in those rate
cases in which the rate of return is based upon the cost of capital, exceeds the amount
of such reserve for deferred taxes for the period used in determining the taxpayer's
expense in computing cost of service in such ratemaklnq. Because the ADIT account,
the reserve account for deferred taxes, reduces rate base; It is clear that the portion of
an NOLC that is attributable to accelerated depreciation must be taken into account in
calculating the amount of the reserve for deferred taxes (AD1T). Thus} to reduce
Taxpayer's rate base by the full amount of its ADIT account balance unreduced by the
balance of its NOLC-related account balance would be inconsistent with the
requirements of § 168(i)(9) and § 1~ 167(1)-1T
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Regarding the second issue) § 1.167(1)~1 (h)(1)(iii) makes clear that the effects of
an NOLC must be taken into account for normalization purposes. Section 1.167(1)-
1(h)(1 )(Hi) provides generally that, lf, 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 manneras is satisfactory to the
district director. While that section provides no specific mandate on methods, it does
provide that the Service has discretion to determine whether a particularmethod
satisfies the normalization requirements. The "last dollars deducted" methodology
employed by Taxpayer ensures that the portion of the NOLC attributable to accelerated
depreciation is correctly taken into account by maximizing the amount of the NOLC
attributable to accelerated depreciation. This methodology provides certainty and
prevents the possibility of "flowthrough" of the benefits of accelerated depreciation to
ratepayers, Under these specific facts, any method other than the "last dollars
deducted" method would not provide the same level of certainty and therefore the use of
any other methodology is inconsistent with the normalization rules.

This ruling is based on the representations submitted by Taxpayerand is only
valid if those representations are accurate.. The accuracy of these representations is
subject to verification on audit

Exceptas specifically determined above} no opinion is expressed or implied
concerning the Federal-income tax consequences of the matters described above.

This rulinq is directed only to the taxpayer who requested it. Section 611O(k)(3)
of the Code provides it may not be used or cited as precedent. In accordance with the
power of attorney on file with this office, a copy of this letter is being sent to your
authorized representative. We are also sending a copy of this letter ruling to the
Director.

Slncerely,

Peter C. Friedman
Senior Technician Reviewer, Branch 6
Office of the Associate Chief Counsel
(Passthroughs & Special Industries)
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BEFORE THE PUBLIC SERVICE COMMISSION

COMMONWEALTH OF KENTUCKY

APPLICATION OF ATMOS ENERGY )
)

CORPORATION FOR AN ADJUSTMENT )
)

OF RATES AND TARIFF MODIFICATIONS )

Case No. 2015-00343

1

2 Q.

3 A.

4

5

6 Q.

7

8 A.

9

10

11

12

13

14

15

TESTIMONY OF GREGORY K. WALLER

I. INTRODUCTION

PLEASE STATE YOUR NAME, JOB TITLE AND BUSINESS ADDRESS.

My name is Gregory K. Waller. I am Manager, Rates "and Regulatory Affairs

with Atmos Energy Corporation ("Atmos Energy" or "Company"). My business

address is 5420 LBJ Freeway, Ste. 1600, Dallas, Texas 75240.

WHAT IS YOUR EDUCATIONAL BACKGROUND AND

PROFESSIONAL EXPERIENCE?

I received a Bachelor of Arts degree in economics from Dartmouth College in

1994 and an MBA degree from the University of Texas in 2000. I worked as a

management consultant from 1994 to 2003 at Harbor Research in Boston, MA

(1994-1996) and Towers Perrin in Dallas, TX (1997-2003). I joined Atmos

Energy in 2003 in the Planning and Budgeting Department in Dallas. In

November of 2005 I became Vice President of Finance for the Kentucky/Mid-

States Division, which includes the Company's regulated Kentucky operations. I

assumed my current role in Dallas, TX in July 2012.

Direct Testimony of Gregory I(. Waller Page 1
Kentucky j Waller



PROCEEDING?

Yes, I testified before this Commission in 2014 in Case No. 2013-00148. I have

REGULATORY COMMISSION?

HAVE YOU TESTIFIED BEFORE THIS OR ANY OTHER

Forecasted adjustments limited to twelve (12) months

Forecasted financial data presented as pro forma

immediately following the suspension period;

adjustments to the base period;

Capitalization and net investment rate base;

containing four fiscal years of construction expenditures;

Kentucky's most recent capital construction budget

Reconciliation of the rate base and capitalization;

testimony in the Company's rate proceedings in Kentucky (2006 and 2009),

also testified before the Tennessee Regulatory Authority in 2006 and the Georgia

Public Service Commission in 29°8, 2009 and 2011. I also submitted direct

Tennessee (2007, 2008, 2012 and 2014), and Virginia (2008, 2009 and 2014).

and embedded cost of debt in this rate proceeding and in that regard I am

WHAT IS THE SCOPE OF YOUR TESTIMONY IN TIDS

FR 16(6)(a)

sponsoring the following Filing Requirements (FR):

FR 16(6)(b)

I am responsible for the calculation of the Company's revenue deficiency, rate

base, operating & maintenance ("O&M") expenses, and proposed capital structure

FR 16 (6)(c)

FR 16 (6)(1)

FR 16(7)(b)

1 Q.

2

3 A.

4

5

6

7

8 Q.

9

10 A.

11

12

13

14

15

16

17

18

19

20

21

22

23
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5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

FR 16(7)(c)

FR 16(7)(d)

FR 16(7)(f)

FR 16(7)(g)

·FR 16 (7)(h)

~FR 16(7)(i)

FR 16(7)0)

FR 16(7)(n)

Description of all factors used in preparation of the forecast

test period - income statement, operation and maintenance

expenses, employee and labor expenses, capital

construction budget;

Annual and monthly budget for the 12 month period

preceding filing date, the base period and the forecast

period;

Detailed information for each major construction project

constituting more than five percent (5%) of the annual

construction budget within the three (3) year forecast;

Detailed information for the aggregate of construction

projects constituting less than five percent (5%) of the

annual construction budget within the three (3) year

forecast;

(1) Operating Income Statement; (2) Balance Sheet; (3)

Statement of Cash Flows; (4) Revenue Requirements; (9)

Employee Level; (10) Labor cost changes (11) Capital

Structure Requirements; and (12) Rate Base;

Most Recent FERC or FCC Audit Reports;

Prospectuses ofMost Recent Stock or Bond Offerings;

Latest 12 months of the monthly managerial reports

providing financial results of operations in comparison to

forecast;
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2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

FR 16(7)(0)

FR 16(7)(t)

FR 16 (8)(a)

FR 16 (8)(b)

FR 16(8)(c)

FR 16(8)(d)

FR 16 (8)(e)

FR 16(8)(f)

FR 16(8)(g)

FR 16(8)(11)

FR 16(8)(i)

Complete monthly budget variance reports, with narrative

explanations, for the twelve (12) months immediately prior

to the base period, each month of the base period, and any

subsequent months, as they become available;

List all commercial or in-house computer software,

programs, and models used to develop schedules and work

papers associated with this application;

Derivation of the requested revenue increase;

Rate base sununary for the base and test period;

Jurisdictional operating income sununary for both base and

forecasted periods with supporting schedules which provide

breakdowns by major account group and individual"

account;

Summary of jurisdictional adjustments to operating

income;

Jurisdictional federal and state income tax sununaries;

Summary schedules for the base and forecast periods of

varIOUS expenses;

Analysis of payroll costs;

Computation of gross revenue conversion factor;

Comparative Income statements, revenue and sales

statistics, base period, forecast period and two (2) years

beyond;

Direct Testimony of Gregory 1(. Waller Page 4
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Yes.

TESTIMONY?

YOUR TESTIMONY?

ARE YOU SPONSORING ANY EXHIBITS IN CONNECTION WITH

Comparative financial data.

Cost of capital summary; and

witnesses is the best available information and was developed consistent with

The detail concerning how this information was derived is found in the

depreciation rates); and Dr. James Vander Weide (rate of return on equity).

Smith (revenues, gas cost and margin forecast; sales statistics); Mr. Pace

which are being sponsored by Company witness Mr. Jason Schneider along with

The source of the data includes the accounting books and records of the Company

McDonald (accumulated deferred income taxes); Mr. Dane Watson (proposed

information provided by the following witnesses to this proceeding: Mr. Gary

testimony of these witnesses. The data and information provided by these

Yes, I am sponsoring Exhibits GKW-l and GKW-2, both of which are attached to

FILING REQUIREMENTS THAT YOU ARE SPONSORING?

ASSOCIATED SCHEDULES, AND MAKE THEM PART OF YOUR

WHAT IS THE SOURCE OF THE DATA USED TO COMPLETE THE

common costs for the purpose of the test period in this rate proceeding. Exhibit

GI(W-2 is an O&M comparison by cost element.

FR 16 (8)G)

FR 16 (8)(1()

my testimony. Exhibit GKW-I provides the composite factors used to allocate

DO YOU ADOPT THESE FILING REQUIREMENTS, AND THEIR

1

2

3 Q.

4

5 A~

6

7

8

9 Q.

10

11

12 A~

13 Q.

14

15 A~

16

17

~

: 18

19

20

21

22

23
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1

2

3

4

5

6

7

8 Q.

9

10 A.

11

12

13

14

15 Q.

16

17

18 A.

19

20

21

sound ratemalcing practices. Further, the methods that I used to determine the

Company's revenue requirement in this docket are consistent with the Company's

approach in prior cases before this Commission while recognizing the

Commission's findings in the Final Order of Case No. 2013-00148 on the topics

of O&M inflation, incentive compensation and capital structure.

II. REVENUE DEFICIENCY

WHAT IS THE AMOUNT OF ATMOS ENERGY'S REVENUE

DEFICIENCY?

The amount of revenue deficiency Atmos Energy seeks to recover in its proposed

rates is $3,307,688 as shown on line 8 of Schedule A. This deficiency is based on

the forecasted test period twelve months ended May 31, 2017, an average rate

base of $335,832,639 and a required rate of return on rate base of 8.12%. The

required return and projected capital structure are presented in FR 16(8)0).

WHAT IS THE SOURCE OF FORECASTED TEST PERIOD ADJUSTED

OPERATING INCOME OF $25,262,560 SHOWN ON SCHEDULE A, LINE

2?

The forecasted test period adjusted operating income is determined in Schedule C

using inputs discussed in my testimony and the testimony of Company witness

Gary Smith.

Direct Testimony of Gregory K. Waller Page 6
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1

2 Q.

3

4 A.

5

6

7

8

9

10

11

12 Q.

13

14 A.

15

16

17

18

19

20

21

22

23

III. RATE BASE

HOW DID YOU DETERMINE THE LEVEL OF RATE BASE FOR THE

TEST PERIOD?

The test period rate base of $335,832,639 is summarized in Schedule Bvl, and

detailed. in Schedules B-2 through B-6. Each component of the test period rate

base is a thirteen month average forecasted amount, unless noted otherwise. The

components of rate base are: net plant in service, construction work in progress,

cash working capital calculated using the 1/8 O&M expense method, plus an

allowance for other working capital items consisting of materials and supplies,

gas stored underground, and prepayments, less customer advances for

construction and deferred income taxes.

HOW WAS THE TEST YEAR GROSS PLANT IN SERVICE

PROJECTED?

I began with actual per books gross plant as of August 31, 2015 including

allocations of shared plant as discussed by Mr. Schneider in his testimony, I used

the capital spending projection for September 2015 and the recently approved

fiscal year 2016 budget for the months in fiscal year 2016 (October 2015 through

September 2016). For the months of October 2016 - May 2017, I added plant

additions in monthly amounts 10% greater than the previous year's budget for

Kentucky direct investment, and in monthly amounts equal to the previous year's

budget for Shared Services and Division office investment, The increase in direct

investment reflects expected growth consistent with the Company's five year

plan. Projected plant retirements were based on the level of retirements recorded

Direct Testimony of Gregory K. Waller Page 7
Kentucky / Waller



1

2

3

4

5

6 Q.

7 A.

8

9

10

11

12

13 Q.

14

15 A.

16

17

18

19

20

21

22

23

in the six months of actuals included in the Base Period (March - August 2015).

Routine retirements in each forecasted month were projected to continue at the

same level in the same month in future years. The notable exception to this

methodology is the handling of retirements for the Company's Shared Services IT

systems as a result of a non-recurring retirement.

WHAT IS THE FORECASTED TEST PERIOD CAPITAL PROJECTION?

The forecasted test period capital investment projection is $46.07 million which is

comprised of three components - the direct capital spending for Kentucky for the

forecasted test period, the amount allocated to Kentucky resulting from capital

spending by the Kentucky/Mid-States Division's general office and the amount

allocated to Kentucky resulting from capital spending by the SSU during the

forecasted test period.

WHAT KEY PRIORITIES ARE MET THROUGH THE KENTUCKY

DIRECT CAPITAL BUDGET?

System improvement, pipeline integrity, and system integrity investments focus

on customer safety and system reliability and are our highest priorities for capital

budgeting. The next priority is public improvements and state and local public

works projects such as highway relocations. The next priority is customer

growth. Atmos Energy continues to build good working relationships with

developers, economic development boards, and growing communities to meet the

needs of the customer and to accommodate customer growth on its system. Next

in order of priority, a modern fleet of vehicles and equipment (backhoes, safety

equipment, ditchers, first responder equipment, air compressors, welding

Direct Testimony of Gregory 1(. Waller Page 8
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machines, etc.) allows us to maintain our system and continue to provide a

2 reliable and efficient level of service to our customers. To enhance the level of

3 customer service provided in the field, we also continue to make investments in

4 new technology. Technology is a strategic investment that will enable us to

5 continue improving our business processes, hold down operating costs, and meet

6 the changing expectations of our customers.

7 Q. HOW WAS KENTUCKY'S DIRECT CAPITAL BUDGET FOR THE

8 FORECAST PERIOD DEVELOPED?

9 A. I relied upon the detailed FY2016 capital budget as a baseline for projecting

10 FY2016 through FY20 17 capital expenditures for purposes of the forecasted test

11 period in this application. For September 2015 I relied upon the FY2015 capital

12 projections,

13 Q.

14 A~

15 Q.

WHAT IS KENTUCKY'S FY2016 DIRECT CAPITAL BUDGET?

The FY2016 direct capital budget for Kentucky is $64.03 million.

HOW DID YOU ADJUST KENTUCKY'S FY2016 CAPITAL BUDGET IN

16 ORDER TO PREPARE THE FORECASTED TEST PERIOD CAPITAL

17 BUDGET?

18 A. For the months of the forecasted test period that extend beyond the Company's

19 PY2016 budget, I added ten percent to the corresponding FY2016 monthly capital

20 budget. The increase in direct investment reflects expected growth consistent

21 with the Company's five year plan.

22 Q. IS THE PIPE REPLACEMENT PROGRAM ("PRP") ESTABLISHED IN

23 DOCKET NO. 2009-00354 COMPLETE?

Direct Testimony of Gregory K. Waller Page 9
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A.

2 Q.

3

4 A.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

No, it is not complete.

PLEASE DESCRIBE THE RESULTS OF THE PRP SINCE ITS

IMPLEMENTATION.

Since beginning the pipe replacement program in mid-20ll, Atmos Energy has

completed replacement of approximately 44 miles of high pressure main and 95

miles of distribution main and associated appurtenances. Additionally, Atmos

Energy has retired or replaced over 7000 service lines and associated meter sets.

These replacements target aging infrastructure and enhance the safety and

reliability of gas supply for the communities Atmos Energy services. The meter

sets have been replaced with new meters or regulators and relocated to accessible

location for meter reading or emergency response. The new service lines have

been installed with excess-flow devices which add an enhanced level of safety for

our customers. In several instances, entire low pressure systems have been

eliminated which improves service reliability. Atmos Energy has invested in new

teclmology that allows detailed mapping of these replacement projects showing

service detail and ensuring locatability using wireless marking devices. Atmos

Energy has completed infrastructure renewal in many of our service territories

including: Bowling Green, Russellville, Horse Cave, Cave City, Glasgow,

Mayfield, Munfordville, Hopkinsville, Owensboro, Marion, Madisonville,

Princeton, Campbellsville, Sebree, Dawson Springs, Crofton, Shelbyville,

Harrodsburg and Lancaster. Our local operations have coordinated much of this

work with our community beautification/enhancement programs to eliminate need

for future maintenance. With a strong commitment to safety these construction
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2

3 Q.

4

5 A.

6 Q.

7

8

9 A.

10

11

12

13 Q.

14

15

16 A.

17

18

19

20

21

22

23

activities have been incident free and with minimal disruption to the communities

Atmos Energy services.

IS THE PRP INCLUDED IN THE FY2016 KENTUCKY DIRECT

CAPITAL BUDGET?

Yes.

DID YOU INCLUDE CUMULATIVE PIPE REPLACEMENT PROGRAM

(PRP) INVESTMENT IN THE TEST YEAR RATE BASE AND REVENUE

REQUIREMENT?

Yes, as required by the PRP tariff, the impact of the Company's Pipe

Replacement Program (PRP) investment is included throughout the filing and

reflected in the total revenue requirement of $170,112,343 proposed by the

Company.

HOW DO YOU PROPOSE TO HANDLE THE AUGUST 2015 AND 2016

PRP FILINGS TO AVOID OVER-RECOVERY OF FISCAL YEAR 2016

AND 2017 PRP INVESTMENT?

The Company's annual August PRP filing normally includes PRP investment that

is forecasted to be spent between October 1 and September 30 following the

August filing. The forecasted test period rate base in this case includes actual and

forecasted PRP investment that the Company will make through September 30,

2016. The amount of PRP investment forecasted to be spent from October 1,

2015 to September 30, 2016 is $30 million, which is built into the rate base and

revenue requirement of this proceeding. This is the same $30 million of

investment forecasted in Case No. 2015-00272, the Order for which was issued by
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1

2

3

4

5

6

7

8

9

10

11

12
"

--

13

14 Q.

15

16 A~

17

18

19

20

21

22 Q.

23

the Conunission on September 23, 2015. The PRP surcharge rate schedule that

resulted from that filing became effective on October 1, 2015. Those rates will be

replaced by the rate schedule that results from this proceeding at the time the

Commission authorizes the Company to implement rates from this proceeding.

Because the rates resulting from this proceeding are based upon the Company's

cumulative cost of service, including the $30 million of forecasted PRP

investment from October 1, 2015 - September 30, 2016, the Company ensures

that it earns a return on that $30 million of PRP investment once and only once.

Furthermore, by only including PRP investment through September 30, 2016

(eight months short of the end of the test period in this proceeding) the Company

can make its August 2016 PRP filing (which will include PRP investment

forecasted for October 1, 2016 to September 30, 2017) as scheduled and not

disrupt the annual timeline for PRP filings.

HOW WAS THE KENTUCKYIMID-STATES GENERAL OFFICE

CAPITAL BUDGET DEVELOPED?

The capital budget for the Kentucky/Mid-States Division general office was

developed in conjunction with Kentucky's capital budget as well as the capital

budgets for all other rate divisions within the Division as part of the Division's

total capital budget. The Division general office budget for the forecasted test

period is $150,000, $73,635 of which is allocated to Kentucky for ratemaking

purposes.

WHAT IS THE SHARED SERVICES FORECASTED TEST PERIOD

CAPITAL INVESTMENT PROJECTION FOR THIS PROCEEDING?

Direct Testimony of Gregory 1(. Waller Page 12
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1 A.

2

3 Q.

4

5 A.

6

7

8

9

10 Q.

11

12

13 A.

14

15

16

17

: 18

19

20

21

22

23

The Shared Service projection for the forecasted test period is $24.9 million, $1.3

million of which is allocated to Kentucky for ratemaking purposes.

HOW WAS THE TEST YEAR ACCUMULATED DEPRECIATION

PROJECTED?

I began with actual per books accumulated depreciation as of August 2015

including allocations as discussed by Mr. Schneider in his testimony. For the

months of September 2015 through the end of the test year, I added projected

depreciation expenses (described later in my testimony) and deducted the same

retirements that were projected for gross plant.

HOW DID YOU DETERMINE THE AMOUNT OF TEST YEAR

CONSTRUCTION WORK IN PROGRESS TO INCLUDE IN RATE

BASE?

I began with actual per books construction work in progress as of August 2015

including allocations. I reduced that amount to exclude the allowance for funds

used during construction on projects on which it was recorded. I concluded that

the August 2015 construction work in progress balances were reasonable

estimates of future construction work in progress balances through the forecasted

test year. By leaving the amount of construction work in progress level through

the end of the test year I in effect assumed that projected capital projects would be

closed to gross plant at the same rate at which capital costs were incurred and

booked to construction work in progress. My methodology also ensures that the

Company recovers these investments and associated return once and only once as

the amount of forecasted capital expenditures will equal the amount of new gross
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2

3 Q.

4

5 A.

6

7

8

9

10

11 Q.

12 A.

13

14 Q.

15

16 A.

17

18

19

20 Q.

21

22 A.

23

plant additions by holding the level of CWIP constant throughout the forecasted

test period.

HOW WAS THE TEST YEAR AMOUNT OF MATERIAL AND SUPPLIES

DETERMINED?

I calculated the 13 month average amount of materials and supplies in the

forecasted test period using average actual balances recorded in the six months of

actuals included in the Base Period (March - August 2015). The Company does

not anticipate a significant change in the amount of materials and supplies in the

test year. The calculation method maintains the historic level of materials and

supplies while smoothing out any historic month to month fluctuations.

HOW WAS THE AMOUNT OF GAS IN STORAGE DETERMINED?

The projected amount of gas in storage is discussed in Mr. Gary Smith's

testimony.

HOW WAS THE TEST YEAR AMOUNT OF PREPAYMENTS

DETERMINED?

I calculated the 13 month average amount ofprepayments in the forecasted period

based using average actual balances recorded in the six months of actuals

included in the Base Period (March - August 2015). The Company has no

expectation that these amounts will change materially in the test year.

HOW DID YOU PROJECT THE AMOUNT OF TEST YEAR CUSTOMER

ADVANCES FOR CONSTRUCTION?

I calculated the amount of customer advances in the forecasted test period based

on the average of actual amounts booked in the base period from March 2015 to
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2

3

4

5 Q.

6

7 A~

August 20 15 ~ The Company does not anticipate a significant change in the

amount of customer advances in the test year. The calculation method maintains

the historic level of customer advances while smoothing out any historic month to

month fluctuations.

DID YOU INCLUDE ADJUSTMENTS FOR ANY REGULATORY

ASSETS?

Yes. I included the 13 month average of the projected unamortized balances of

8 two regulatory assets. The first regulatory asset was authorized in the Final Order

9 of Case No. 2013-00148 and relates to the expenses that the Company incurred in

10 conjunction with seeking the Private Letter Rilling from the IRS that the

11 Commission required in that Order.' The Company incurred $33,033 in expenses

12 and I am proposing to amortize those costs over the 12 months of the test period

13 in this case, I am proposing a second regulatory asset for the unamortized balance

14 of projected rate case expenses that the Company projects to incur in the context

15 of litigating this proceeding, The Company proj ects rate case expenses totaling

16 $468,910 which is the same amount that the Company incurred in Case No. 2013~

17

18

19

20

21

22

Q.

00148. I am proposing a two year amortization of these costs in anticipation of

more frequent rate filings in the future. The amortization expense for both

regulatory assets is included in O&M and the details concerning both regulatory

assets are documented on Schedule F.6 in FR 16(8)(f).

DOES THE COMPANY'S RATE FILING REFLECT A PROJECTION OF

ACCUMULATED DEFERRED INCOME TAX (ADIT)?

1 Order, Kentucky Public Service Commission Case No. 2013-00148r 4/22/2014, at 7
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A~

2

3 Q.

4 A~

5

6

7

8

9

10 Q.

11

12 A~

Yes. Company witness Mr. Pace McDonald provided and is sponsoring the

projection of ADIT for purposes of this filing,

WERE ANY ITEMS EXCLUDED FROM THE ADIT PROJECTION?

Yes. The projection excludes any estimated amount for over/under recovery of

gas cost in order to normalize the tax effect of over/under recovery of gas cost to

zero. In addition, the base and test period forecast excludes the net operating loss

carry forward balance attributable to the Company's unregulated business,

IV. O&M BUDGETING PROCESS

WHAT ARE THE OBJECTIVES OF THE COMPANY'S O&M

BUDGETING PROCESS?

The objectives of the Company's O&M budgeting process are to: (1) formalize

13 the process of identifying the anticipated costs of operating and maintaining

14 Atmos Energy's systems each year; (2) ensure that all policies and procedures

15 associated with the annual budgeting process are consistently adhered to by the

16 . functional managers and officers; (3) assess the appropriateness of routine

17 maintenance requirements and non-capital expenditures proposed by the

18 functional managers and officers to ensure that the amounts are adequate to

19 deliver safe, reliable and efficient natural gas service to the Company's

20 customers; and (4) ensure that the O&M budget properly reflects our strategic

21 operational and financial plans. These objectives are applicable to the Company

22 as a whole as well as to its various division, state and local level operations,

23 Q. CAN YOU DESCRIBE THE COMPANY'S O&M BUDGETING
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2 A.

3

4

5

6

7

8

9

10

11

12

13

14

15

16 Q.

17

18 A.

19

20

21

22

23

PROCESS?

Yes. O&M costs are budgeted on a fiscal year basis, which begins on October 1

of each year (consistent with the seasonal operations of our business) and runs

through September 30 of the following year. Preparation of operating and

construction budgets for a fiscal year fonnal1y begins in late May of each year and

culminates with completion of final budgets in late August, just prior to the

beginning of the fiscal year. Budget preparation is based on meeting the four

objectives described above. Budgets are approved at multiple levels beginning

with supervisors/managers up through division leadership. Additional reviews are

performed by corporate executive operations management and their staff. High

level reviews of the division budgets are also performed by the Company's senior

executives who are presiding members of the Company's Management

Committee. The Board of Directors must review and approve the total Company

budget before finalization and implementation. This approval typically occurs in

September of each year.

WHAT ROLE DOES THE O&M BUDGETING PROCESS PLAY IN THE

COMPANY'S FINANCIAL PLANNING?

Atmos Energy's Planning and Budgeting Department is responsible for financial

planning at the enterprise level. That department receives direction from the

Board of Directors concerning forward-looking financial objectives for the

Company. Planning and Budgeting is responsible, with significant input and

collaboration from division leadership, for translating those enterprise targets into

a financial plan for each division and rate jurisdiction. It is the collaboration
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between Planning and Budgeting and division leadership that ensures that all four

2 of the objectives described above are met each year. Spending targets are

3 established as a result of this collaboration.

4 Q. SO FAR YOU HAVE DESCRIBED THE O&M BUDGETING PROCESS.

5 CAN YOU EXPLAIN HOW THE BUDGET IS PREPARED WITHIN THE

6 PARAMETERS OF THIS PROCESS?

7 A. Yes. The O&M budget is prepared by type of cost element, such as labor,

8 benefits, transportation, rents, office supplies, etc. Within each cost element we

9 budget expenses at the sub-account level. The prior year's actual costs, year-to-

10 date actual costs and budgeted costs for the remainder of the fiscal year are used

11 as guidelines for budgeting by functional managers and officers. The budgets are

12 prepared using a web-based software tool called Planlt. This tool allows cost

13 center owners to enter their budgets and for management to review budgets using

14 a number of standard and ad hoc reports,

15 Q.

16 A.

ARE THESE BUDGETS PREPARED BY FERC ACCOUNT?

No. In our experience, FERC accounts do not provide a sufficient level of detail

17 to enable us to understand the costs within each account. For budgeting purposes

18 (and subsequent managing of expenses), we need individualized expense types

19 that relate to the operation of each cost center. FERC accounts do not provide

20 that level of detail. However, when we spend, we do identify our expenditures by

21 FERC account as well as expense type. This provides a timely analysis of the

22 type of charges being expensed by FERC account.

23 Q. HOW DOES ATMOS ENERGY CONVERT ITS O&M BUDGET BY COST
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1

2 A.

ELEMENT INTO FERC ACCOUNTS?

To convert our budget and forecast to FERC accounts, prior year actual

3 expenditures were downloaded from the general ledger by FERC account and cost

4 element. A calculation was then made to determine within each cost element type

5 the percentage of spending attributable to each FERC account Each percentage

6 factor was then applied to the fiscal year 2016 budget and test period forecast by

7 cost type to develop a budget and test period forecast by FERC account.

8

9

10 Q.

11

12

13 A.

v. CONTROL AND MONITORING PROCESSES

DOES THE COMPANY EMPLOY ANY METHODOLOGY TO

MONITOR AND CONTROL O&M ACCORDING TO BUDGETED

LEVELS?

Yes. Atmos Energy utilizes variance monitoring to ensure financial quality

14 control of O&M expenses by formalizing the analysis of variances by cost type

15 and cost center, On a quarterly basis, the Division presents actual to budget

16 variances with explanation to the Company's Management Committee, SSU

17 department heads, select Board of Directors members and external auditors at a

18 farmal Quarterly Performance Review. The goal is to keep all levels of

19 management informed of our O&M spending in comparison to budgeted amounts,

20 in order to allow management to react to unanticipated events on a timely basis.

21 Q.

22

ARE O&M VARIANCES EVALUATED MORE FREQUENTLY THAN

ON A QUARTERLY BASIS?
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1 A~

2

3 Q.

4

5 A~

6

7

8

9

10

11

12

13

14

15 Q.

16

17 A.

18

19

20

21

22

y es, The Kentucky Mid-States Division Finance Department conducts a

thorough review of O&M actual to budget variances each month.

PLEASE DESCRIBE YOUR MONTHLY VARIANCE REVIEW

PROCESS.

The process begins by examining, at the Division level, significant variances by

cost type (labor, benefits, materials, rents, etc.). Significant variances are

researched until an explanation is found. Reasonable explanations could include

events that affected the entire Division or a particular cost center or region. In

some cases, clarifying information is sought from cost center owners to explain

unusual variances or transactions. For some cost types, clarifying analysis is

. provided by SSU departments. If errors are found, they are most often corrected

in the current month's business. Occasionally, however, errors are discovered

after the books are closed, and, depending on materiality, they are corrected in the

following month's business.

DOES ANYONE ELSE WITHIN THE DIVISION HAVE THE ABILITY

TO MONITOR OR REVIEW O&M VARIANCES?

In addition to the research conducted by the Division Finance Department, each

cost center owner has the ability to run variance reports throughout the monthly

closing process. Because cost center owners are held accountable for significant

variances to budget, they conduct their own research and often contact the

Division Finance Department when they find errors or have questions about the

expenses that were charged to their cost centers.
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WHAT CONTROLS AND REPORTING ARE INVOLVED IN THE

MONTHLY CLOSE PROCESS REGARDING O&M VARIANCES?

Once the monthly books are closed, the SSU Financial Reporting department in

Dallas publishes (electronically) the monthly Atmos Energy Financial Package.

This package details the financial performance for Atmos Energy at the corporate

and division level. For each division, the report includes a comparative income

statement, operating statistics (volumes, total spending), and other financial

details. At the end of each quarter, narrative comments are provided by Division

officers to describe quarterly and YTD variances. Once complete, this Financial

Package is available to all Atmos Energy officers and Board members for review

and is an official Sarbanes-Oxley control document of the Company, On a

quarterly basis, once the package is complete, an online questionnaire generated

by our Sarbanes-Oxley Compliance Tool is completed certifying that the Division

Finance Department has conducted a thorough review of the Division's financial

performance and the Financial Package and addressed all matters therein. The

Company's external auditors look for this certification as evidence of Sarbanes-

Oxley compliance.

After meeting the Financial Package control requirement, the Division

Finance Department publishes (electronically) detailed O&M reports that include

monthly and YTD variances for each cost center and these reports are then made

available to each cost center owner and their respective managers (managers,

Division Vice Presidents, and the Division President), This activity ensures that

each cost center owner receives the same information in the same format each
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1 month in a timely fashion in order to make operational decisions and manage our

2 operations effectively and efficiently.

3 Q. HAS THE O&M VARIANCE MONITORING AND CONTROL PROCESS

4 YOU HAVE DESCRIBED ENABLED KENTUCKY TO OPERATE

5 REASONABLY WITIDN ITS BUDGET EACH YEAR?

6 A. Yes. As the table below demonstrates, actual O&M expenditures over the past

7 five years have tracked closely to overall budgeted amounts.

8 Dollars in thousands

9

Fiscal Actual Budget Over/(Under) Variance
Year $ $ $ %
2014 $26,515 $26,804 ($289) (l.l)°h.
2013 $25,509 24,913 $596 2.4%
2012 $23,540 $22,362 $1,178 5.30/0
2011 $22,238 $21,635 $603 2.80/0
2010 $21,311 $22,487 ($1,176) (5.2)°A.

10

11 Q. DO YOU HAVE AN OPINION REGARDING THE SIGNIFICANCE OF

12 THE HISTORICAL DATA REFLECTED IN THE TABLE ABOVE?

13 A. Overall, I believe that these results indicate that we have been successful in our

14 annual budgets in proj ecting and managing our O&M expense to the extent those

15 expenses are within our controL

16 Q.

17 A.

WHY IS THAT IMPORTANT?

This data demonstrates that the Company's budgeting and control processes I

18 have described form a reasonable basis for purposes of the Company's forecasted

19 test period O&M budget in this rate proceeding.
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VARIANCES?

VARIANCES.

CONTROLLING AND MONITORING CAPITAL EXPENDITURE

CONTROLLING AND MONITORING CAPITAL EXPENDITURE

FORPROCESSCOMPANY'STHEDESCRIBE

integrity/reliability project

services, leak repair, short main replacements, small integrity/reliability projects,

the division level the Company's capital budgeting system maintains projects in

variances is utilized by each operating division as well as by Shared Services. At

two broad categories - Blanket Functionals and Specific Projects. The Blanket

relocation proj cct, replacement of work equipment, or some larger significant

etc. Specific projects are uniquely identified such as a specific highway

Functionals include total capital authorizations of a similar type such as new

action is initiated on a timely basis. This supports decision-making related to the

PLEASE

cost and appropriate management of current and future capital projects.

The Company's process for controlling and monitoring capital expenditure

and responsibility center relative to budgeted levels and to ensure that corrective

responsibility center in a process that identifies year-to-date spending variances.

Variances from budgeted amounts are inherent in the process of making capital

The goal is to keep all levels of management informed of spending by category

control by formalizing the analysis of variances by budget category and

expenditures, OUf variance monitoring process exists to institute financial quality

WHAT ARE THE GOALS OF THE COMPANY'S PROCESS OFQ.

2

3

4 A.

5

-6

7

8

9

10

11

12 Q.

13

14

15 A~

16

17

18

19

20

21

22

23
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Once a project has been entered in the capital budget system a request for

authorization is submitted. If during the course of a project, field management

identifies that the costs of the project will exceed approved amounts, a request for

supplemental funding may be submitted. All expenditures .abovc authorized

appropriation, as well as expenditures for unbudgeted projects or variances on

budgeted and approved projects, must be approved at the appropriate levels within

the Company,

Each month, project variance reports are published. Each cost center

manager is responsible and held accountable for managing their overall approved

capital budget. In addition, in FY2015 the Company began utilizing a monthly

capital forecast module through its accounting system Powerl'Ian. The forecast

module is updated throughout the month by Project Specialists, Operation

Supervisors and Operation Managers as known and measurable changes occur.

At the end of each month, the forecast for that specific month is updated with

actuals and closed to future charges as part of the monthly closing process. Once

current month actuals have posted, the Project Specialists, Operations Supervisors

and Operations Managers are given two to three days to make final updates to

their respective projects. Once complete, the forecasts are reviewed by the

Operations Supervisors, Operations Managers and the VP Operations. A final

review of the forecast is performed by the division Finance Department The VP

of Finance communicates to the corporate Plant Accounting Department that the

forecast is approved. A snapshot of the forecast is then taken by Plant

Accounting for archiving. Upon completion of the snapshot the forecast module
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1

2

3

4

5 Q.

6

7 A~

8 Q.

9 A~

10

11
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13
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16

17 Q.

18

19 A.

20

21

22

23

is reopened for changes as they become known and measurable during the course

of the new month.

VI. FORECASTED TEST PERIOD O&M BUDGET

WHAT IS THE FORECASTED TEST PERIOD USED IN THIS RATE

APPLICATION?

The forecasted test period is June 1, 2016 through May 31, 2017~

HOW WAS THE FORECASTED TEST PERIOD BUDGET DEVELOPED?

The basis for the forecasted test period is our FY2016 budget. Consistent with our

normal annual budgeting timelines, this budget was prepared during the summer

of 2015 and approved by the Board of Directors in September of 2015~ This

budget was prepared in the manner I described earlier. The forecasted test period

includes the last four months of FY2016 and the first eight months of FY2017 ~ I

will describe the methodology used for the projection period in detail below, The

FY2016 O&M budget and forecasted test period projection were converted into

FERC account detail using the method described above.

WHAT ARE THE COMPONENTS OF O&M FOR THE FORECASTED

TEST PERIOD?

The forecasted test period O&M is comprised of three parts: expenses incurred

and booked directly in Kentucky (rate division 009), allocated expenses from the

Division General Office (rate division 091), and allocated expenses from SSU

(comprised of rate divisions 002 and 012). I will describe the methodology used

for the projection for each of the three components.
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1 Q. WHAT COMPRISES THE BASE PERIOD LEVEL OF COST FILED IN

2 THIS RATE APPLICATION?

3 A. The base period level of cost is March 1, 2015 through February 29, 2016. It is

4 composed of six months of actual results up through August 2015 and six months

5 of our FY2015 and FY2016 budgets.

6 Q.

7 A.

8 Q.

WHAT IS THE DIRECT O&M FOR THE BASE PERIOD?

$13,577,226

WHAT IS THE DIRECT O&M BUDGET FOR THE FORECASTED TEST

9 PERIOD?

10 A.

11 Q.

$12,826,009.

WHAT IS THE DIFFERENCE BETWEEN THE BASE PERIOD O&M

12 AND TEST PERIOD O&M?

13 A. The difference is a decrease of$751,217 and reflects adjustments I have made for

14 labor and benefits, rent, other O&M and bad debt.

15 Q. PLEASE EXPLAIN YOUR ADJUSTMENT FOR LABOR AND

16 BENEFITS.

17 A. The labor forecast for the forecasted test period is based, on the Company's

18 approved FY2016 budget. As part of the normal budgeting process, each

19 employee's total salary, expected capital / expense ratio and expected standby and

20 overtime amounts are included. While there is always a normal level of position

21 vacancy at any given point in time, we strive to fill open positions in a timely

22 manner when and if filling the position is justified by current worldoad. The base

23 period level of total labor expenditures represents a fully staffed level minus the
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nOlIDa1 level of vacancies and employee levels are projected to remain relatively

constant from the base period to the test period. Base pay increases go into effect

each October 1 and averaged 3.0% for the increases that went into effect October

1, 2015. These increases are captured as part of the FY2016 budget An

adjustment was made as part of the forecast to account for an average wage

increase of 3.0% to become effective October 1, 2016. The 3.0% is consistent

with the average level of increases from the past several years. Overall, labor

expense is projected to decrease $1,974 from the base period to the test period.

Benefits are projected as a fixed benefit load percentage of labor expense

plus an amount for workers' camp insurance. The test period benefits expense of

$2,114,994 is $21,81 7 higher than the base period.

PLEASE EXPLAIN YOUR ADJUSTMENT RELATING TO RENT.

Unlike other O&M categories that are likely to increase with normal inflation, our

building rents are driven by leases already in place and can therefore be projected

with a high level of accuracy. The rent portion of the O&M category "Rent,

Utilities and Maintenance" was budgeted by reviewing actual lease amounts.

Overall, direct Rent, Utilities and Maintenance is projected to decrease $56,859

from the base period.

PLEASE EXPLAIN YOUR ADJUSTMENT RELATING TO OTHER

O&M.

Other O&M consists of all expenses except labor, benefits, rent and bad debt. In

filings involving forward looking test years, the Company normally includes in

O&M its most recent budget without adjustments for the months where the budget
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1 and test year overlap and applies an inflation factor to these O&M categories for

2 months when the forward looking test year extends beyond the Company's

3 budget. However, recognizing the Commission's findings in Case No. 2013-

4 00148,2 I have not inflated these O&M categories above budgeted levels in this

5 proceeding for the sole purpose of expediting the rate case process.

6 Q.

7 A.

PLEASE EXPLAIN YOUR ADJUSTMENT RELATING TO BAD DEBT.

OUf goal is to keep bad debt no higher than 0.50% of residential, conunercial and

8 public authority margin during any given year. We work vigorously to collect

9 bad debts and reduce the impact of bad debt expense on customers. To arrive at

10 the bad debt projection of$313,426 I calculated 0.50% of residential, commercial

11 and public authority margin from the revenue projection in the direct testimony of

12 Company witness Mr. Gary Smith. This projection is $250,896 lower than the

13 base period.

14 Q. WHAT IS THE AMOUNT OF THE DIVISION'S GENERAL OFFICE

15 O&M ALLOCATED TO KENTUCKY FOR THE BASE PERIOD?

16 A.

17 Q.

$5,497,869.

WHAT IS THE AMOUNT OF THE DIVISION'S GENERAL OFFICE

18 O&M BUDGET ALLOCATED TO KENTUCKY FOR THE

19 FORECASTED TEST PERIOD?

20 A.

21 Q.

$6,070,057.

PLEASE DISCUSS THE DIFFERENCES BETWEEN THE GENERAL

22 OFFICE BASE PERIOD AND FORECASTED TEST PERIOD AMOUNTS.

2 See Order, Kentucky Public Service Commission Case No. 2013-00148,4/22/2014, at 16-17.
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A.

2

3

4

5

6 Q.

The difference is $572,188 and reflects adjustments I have made for labor and

benefits, rent and other O&M. The budgeting process and forecast methodologies

are identical for both direct O&M and General Office O&M. Therefore, the

categories of adjustments made to forecast General Office O&M are also the same

as direct.

WHAT IS THE AMOUNT OF SHARED SERVICES O&M ALLOCATED

7 TO KENTUCKY FOR THE BASE PERIOD?

8 A.

9 Q.

$7,572,350.

WHAT IS THE AMOUNT OF THE SHARED SERVICES O&M BUDGET

10 ALLOCATED TO KENTUCKY FOR THE FORECASTED TEST

11 PERIOD?

12 A.

13 Q.

$7,955,221.

PLEASE DISCUSS THE DIFFERENCES BETWEEN THE SHARED

14 SERVICES BASE PERIOD AND FORECASTED TEST PERIOD

15 AMOUNTS.

16 A. The difference is $382,870. The SSU budget is prepared in a fashion consistent

17 with that of the Division. Once the SSU department heads complete, submit and

18 get approval for their budgets, the appropriate level of expenses are allocated to

19 the Kentucky rate jurisdiction per the methodologies described in Mr. Jason

20 Schneider's testimony.

21 Q. HOW DO YOU MONITOR SHARED SERVICES BILLINGS TO THE

22 DIVISION?
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Shared Services expense billings are reviewed as part of our monthly close

process described earlier. The Division Finance Department is then responsible to

contact Accounting in Dallas and obtain an explanation for any significant

variances,

WHAT IS THE TOTAL FORECASTED TEST PERIOD O&M THAT

RESULTS FROM THE SUM OF THE DIRECT, GENERAL OFFICE AND

SSU COMPONENTS?

$26,851,286.

DO THE FORECASTED O&M AMOUNTS DISCUSSED IN YOUR

TESTIMONY INCLUDE THE RATEMAKING ADJUSTMENTS

QUANTIFIED ON SCHEDULE C-2?

No. Schedule C-2 contains five ratemaking adjustments.

Adjustment for Sales and Promotional Advertising Expenses

The first adjustment removes $45,796 of sales and promotional advertising from

test year sales expense. It is quantified on Schedule F.4.

Adjustment for Regulatory Asset Amortization Expenses

The second adjustment adds $267,488 to test year administrative and general

expense to account for the first year's expense of a proposed two-year

amortization of the expected costs pertaining to this case as well as a proposed

one-year amortization of the actual expenses incurred in seeking a private letter

Direct Testimony of Gregory 1(. Waller Page 30
Kentucky / Waller



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

ruling from the IRS as required in Case No. 2013-00148.3 The amounts are

quantified on Schedule F.6.

Adjustment for Expense Report Exclusion

The third adjustment removes $54,420 of certain expense report items from test

year administrative and general expense. The Company's goal is to ensure that its

Kentucky rates rest upon a sound foundation of unquestionable costs. The

Company is committed to achieving that goal even if it means foregoing recovery

of a certain amount of legitimate business expense in an effort to ensure that there

can be no question about what remains. The expense report exclusion adjustment

is made to exclude certain cost items of which the Company does not intend to

seek recovery from its customers in this case. The excluded amounts are

quantified on Schedule F.8 and occur in Kentucky as well as the Division General

Office and SSU.

Adjustment for Rental Expense

The fourth adjustment removes certain lease expenses related to properties in

Danville and Glasgow, Kentucky due to the fact the Company will be purchasing

properties in these areas moving forward. These expenses are quantified on

Schedule F.9.

Adjustment for Incentive Compensation

3 Order, Kentucky Public Service Commission Case No. 2013-00148 J 4/22l2014 J at 7.
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The fifth adjustment removes incentive compensation expenses associated with

all of its employees. This adjustment is $1,521,219. The Company believes

incentive compensation is a critical part of the ability to attract and retain

employees at competitive market rates, and should be included as a recoverable

O&M expense, Atmos Energy is not unique in making incentive compensation

part of the overall compensation package that it provides to its employees. The

Company designs its total compensation package to be in the middle of the job

market in which we compete for talent, This means that there are as many

companies offering total compensation above Atmos Energy's package as below

for comparable jobs. It is important to understand that "total compensation" does

not represent only base salary, but also includes bonuses, benefits, retirement, etc.

Because Atmos Energy falls in the middle of the- job market in terms of the

overall compensation packages, .the Company believes the incentive

compensation costs that are a component of this overall compensation package

are reasonable and should be recovered as part of revenue requirement. In order

to meet the Company's incentive pay criteria, Company employees must work

together to ensure that the Company operates efficiently and effectively. Efficient

and effective operations translate into lower costs and therefore lower rates for

customers. Strong financial performance for the Company and lower rates for

customers are, therefore, not mutually exclusive. However, recognizing the

Commission's findings in Case No. 2013-00148,4 I have removed this expense in

4 See Order, Kentucky Public Service Commission Case No. 2013-00148 J 4/22/2014, at 19-20.
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this proceeding for the sole purpose of expediting the rate case process. This

adjustment is quantified on Schedule F.l O~

DO YOU BELIEVE THAT THE FORECASTED TEST PERIOD O&M

BUDGET YOU HAVE PRESENTED IS THE MOST REASONABLE

ESTIMATE OF COSTS FOR THE TEST PERIOD USED IN THIS

PROCEEDING?

Yes. It is the best estimate we have of the Kentucky jurisdiction's future

operating and maintenance expenses.

VII. DEPRECIATION EXPENSE AND TAXES OTHER THAN INCOME

TAXES

WHAT IS THE DEPRECIATION EXPENSE FOR THE BASE PERIOD?

The amount of depreciation expense for the base period is $18,252,730.

WHAT IS THE DEPRECIATION EXPENSE FOR THE FOllliCASTED

TEST PERIOD?

The amount of depreciation expense for the forecasted test period is $19,444,466~

PLEASE DISCUSS THE DIFFERENCES BETWEEN THE BASE PERIOD

AND FORECASTED TEST PERIOD DEPRECIATION AMOUNTS.

Depreciation Rates for the forecasted period are those determined by Company

Witness Mr. Dane Watson. For depreciation methodology please refer to Mr.

Watson's testimony, The depreciation rates are applied to the applicable

categories of plant for the Kentucky jurisdiction as well as the General Office and

Shared Services division, resulting in total depreciation expense of $19,444,466~
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The amounts allocated from the General Office and SSU to Kentuclcy are based

upon the cost allocation methodology more fully described in Mr. Jason

Schneider's testimony.

WHAT IS THE EXPENSE LEVEL FOR TAXES, OTHER THAN INCOME

TAXES FOR THE BASE PERIOD?

$6,437,545.

WHAT IS THE LEVEL OF TAXES, OTHER THAN INCOME TAXES

FOR THE FORECASTED TEST PERIOD?

$6,100,220.

PLEASE DISCUSS THE DIFFERENCES BETWEEN THE BASE PERIOD

AND FORECASTED TEST PERIOD.

The difference is a decrease of $337,325. The components are itemized by type

of tax on Schedule C.2.3 F. For all months of the forecasted period (June 1,2016

- May 31, 2017) payroll taxes have been escalated from the base period to

account for base pay increases consistent with my labor forecast. The monthly

accrual for the Public Service Commission Assessment is based on the assessment

rate and projected test period revenues. The monthly ad valorem accrual for the

test period reflects the most recent budgeted accrual. The DOT transmission user

tax has been held constant from the base period. The amount of taxes allocated

from the Division General Office and SSU is based on the allocation

methodologies discussed in the Cost Allocation Manual.
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VIII. CAPITAL STRUCTURE AND COST OF DEBT

HOW IS ATMOS ENERGY ORGANIZED?

Atmos Energy conducts its utility operations In eight states through

unincorporated operating divisions. The Company division for which rates are

sought to be adjusted in this proceeding is commonly referred to as the

Kentucky/Mid-States Division.

DO THE COMPANY'S UNINCORPORATED DIVISIONS ISSUE THEIR

OWN DEBT OR EQUITY?

No. These divisions, including the Kentucky/Mid-States Division, are not

separate legal entities. Instead, these unincorporated divisions collectively

comprise the legal entity that is Atmos Energy Corporation. Therefore, all debt or

equity funding of the operations performed by the utility divisions must be (and

is) issued by Atmos Energy Corporation as a whole, on a consolidated basis.

WHAT CAPITAL STRUCTURE SHOULD BE USED IN THIS

PROCEEDING?

Although this proceeding only affects the rates which may be charged by the

Company for its regulated utility operations in Kentucky, the appropriate capital

structure for each of the Atmos utility operating divisions, including its

Kentucky/Mid-States Division, is equivalent to the consolidated capital structure

for Atmos as a whole, This is because Atmos provides the debt and equity capital

that supports the assets serving Kentucky customers. The capital structure that is

appropriate for the Company's Kentucky operations in this proceeding is set forth

in FR 16(8)G). As shown in that FR, short term debt comprises 6.5%, long-term

Direct Testimony of Gregory 1<. Waller Page 35
Kentucky / Waller



DEBT CAPITAL IN SETTING RATES IN TillS CASE?

STRUCTURE.

PLEASE SUMMARIZE YOUR DISCUSSION ON CAPITAL

HOW DOES THIS RECOMMENDED CAPITAL STRUCTURE

Total

$5,693,558
100%

$3,238,255
54.5%

Shareholders' Equity

$2,455,303
41.3%

Long-Term Debt

$251,977
4.2%

Company will continue to increase shareholders' equity by issuing common stock

As shown in FR 16(8)0), the Company's weighted average cost of long-term debt

for the base period in this case is 5.90%. Because no long-term debt refinancings

are planned prior to the end of the test period in this case, I project this to remain

WHAT RATES DO YOU PROPOSE FOR THE EMBEDDED COST OF

debt percentage is projected to fall for the forward-looking test period because the

from its various stock plans and by generating earnings in excess of dividends

paid.

Atmos Energy's actual capital structure as of June 30, 2015 consisted of 4.2%

Energy's capital structure and ratios were as follows ($ in thousands):

short term debt, 41.3% long-term debt and 54.5% shareholders' equity. The total

Short-Term-Debt

Securities and Exchange Commission for the quarter ended June 30, 2015, Atmos

debt comprises 38.2% and equity is 55.3% of the Company's 13-month average

As reported on the Company's quarterly report on POnTI lO-Q filed with the

COMPARE TO THE ACTUAL CAPITAL IU.TIOS AS OF JUNE 30, 2015?

capital structure for the forward looking test period.

1
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3 Q.
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the weighted average cost of long-term debt for the test period and recommend

that the Commission adopt that as the weighted average cost of long-term debt

capital for use in this proceeding. Also shown in FR 16(8)0), the Company's

weighted average cost of short-term debt for the base period in this case is 0.94%.

I have projected the same amount and cost for short-term debt for the test period

in this case. These rates will permit Atmos Energy to raise the required debt

capital to support its operations and to continue to provide safe, reliable and

efficient natural gas service to its Kentucky customers.

IX. CONCLUSION

DID YOU PREPARE A RECONCILIATION OF TEST YEAR RATE BASE

AND CAPITALIZATION?

Yes. To comply with section 16(6)(f) of 807 KAR 5001, I prepared the

reconciliation in Schedule FR 16(6)(f). It shows the differences between the test

year average rate base and test year end capital that result from using 13 month

averages in rate base, certain balance sheet items not being included in rate base

and amounts included in rate base for particular categories that differ from the

amount included on the balance sheet.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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.RATE APPLICATION OF
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)
)
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Case No. 2015-00343
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The Affiant, Gregory K. Waller, being duly sworn, deposes and states that the
prepared testimony attached hereto and made a part hereof, constitutes the prepared direct
testimony of this affiant in Case No. 2015-00343, in the Matter of the Rate Application of
Atmos Energy Corporation, and that if asked the questions propounded therein, this
affiant would make the answers set forth in the attached prepared direct pre-filed
testimony.
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ATMOS ENERGY CORPORATION

Allocation of Atmos Corporate (Co. # 10) Cost Based on 12 Month Period Ended 9130/14

ExhibitGKW-1
Case No. 2015-00343

Kentucky/MidStates
A. Comocsite.Allccanon Factor: Total West Tex Div COIKSDiv LADivOO7 LADi~ Diy MississippiDiv Mid-Tex Div Annes PIL

Gross Direct PP&E S 8~527,002,426 588.658.574 522.666.022 ~~~1~6.80211§..... 532,048A76 946.876.781 494 t873,746 3,393,212.543 L757,10°7641

AverageNumberof Customers # 3,061,941 299.553 243.084 74.693 272-,260 332.626 250,173 1588.126 347

Total O&M Expense* s 373,655,056 30,013tlli.... 24,974,685 8.753,909 22.587.103 38.004,205 33,429.741 109,826,806 81.576,653

(" w/o Allocation)

Total CompositeFactor

Gross Direct PP&E % 100.00% 6.91% 6.13% 2.31% 6.24% 11.10% 5.80% 39.79% 20.61%

AverageNumber of Customers % 100.00% 9.79% 7.94% 2.44% 8.89% 10.86% 8.17% 51.87% 0.01%

Total O&M Expense % 100.00% 8.05% 6.68% 2.34% 6.04% 10.17% 8.95% 29.39% 21.83%

Total Composite Factor for FY 2015 % 100.00% 8.25% 6.92% 2.36% 7.06% 10.71% 7.64% 40.35% 14.15%

AEM UCGStorMe WKGStorage TLGP Remainingnon reg

Gross Direct PP&E 36.175,456 8.579~774 14.517.166 24532.139 10,958,332

AverageNumber of Customers 1.064 15

Total O&MExpense:-l: 24~247.740 512520 758,107 1.132.882 (2.162.819)

ells w/o Allocation)

Total Composite Factor

Gross Direct PP&E 0.42% 0.10% 0.17% 0.29% 0.13%

Ave~eNwmb~ofCu~omern 0.03% 0.00% 0.00% 0.00% 0.00%

Total O&M Expense 6A9°!n 0.14% 0.20% 0.30% -O.58°/tl

Total Composite Factor for FY 2015 2.31% 0.08% 0.12% 0.20% -0.15%



Div # Division Name

09 KENTUCKY
93 TENNESSEE
96 VlRGlNlA

Total

Exhibit GKW-1
Case No. 2015-00343

Atmos Energy Corporation
Atmos Energy Mid States Div

Development of Allocation Factors
For Fiscal Year 2015

Sept 114 Direct Percent of Percent of YE Sept 114 Percent of MidStates
Property Plant & MfdStates YE Sept '14 Total MidStates Avg Number of MidStates Allocation

Equipment Property a &M w/o 922 O&M Customers Customers Percent
(1) (2) (3) (4) (5) (6) (7)

424,189,446 45.040/0 14,546,900 49.63°10 174,958 52.600/0 49.09%
439,670,059 46.680/0 10,204,309 34.82% 134,946 40.570/0 40~69%

77,963~OO1 8.280/0 4,557,634 15.55% 22,722 6.830/0 1O~22%

941 r822,505.68 100.000/0 29,308r843.07 100.00% 332,626 100.000/0 100.00%



O&M by Cost Element Exhibit GKW-2

I Kentucky I I ssu I I Division General Office II Tota] I
Base Test Difference Base Test Difference Base Test Difference Base Test Difference

Labor $ 4 t929t597 $ 4 19271623 $ (1,974) $ 4,000,050 $ 4,213,831 $ 213,781 $ t167,648 $ 1r309T002 $ 141,354 $ 10,097,294 $ 10A50,456 $ 353 t 162

Benefits 2t093t177 21114,994 21,817 1,458,383 1,528,659 70 1276 542,525 735 t823 193,298 4,094,085 4t379A76 285,391

Employee Welfare 115,989 82,354 (33,635) 1,894,915 t6981936 (195,979) 889,407 584,207 (3051200) 2,900,310 2,365,497 (534 T813)

Insurance 89,947 8,633 (81,314) 110401013 11076,439 36,426 121 ,590 215,431 93T841 1,251,550 1,300t503 48,953

Rent, Maint., & UtIlities 621,710 564,851 (56,859) 437,291 431,037 (6,253) 180 ,109 192,091 111982 1,239,110 1,187t979 (51,131)

Vehicles & Equip 999,843 1,063 t545 63,702 8,133 9,228 1,095 37 ,855 39,270 1,415 1,045_831 1,112,042 66,211

MaterIals & Supplies 773,592 708,551 (65T041) 50,143 56,580 6A37 106,612 136,815 30 t204 930,347 901,946 (28A01)
Information Teehno logjes 50 - (50) 877 1722 863~784 (13,938) 54,539 50 ,941 (3 t598) 932,311 914,724 (17,587)
Telecom 165 ,305 77,443 (87t862) 170T627 150,224 (20,403) 232,458 305,605 73,147 568,390 533,271 (35,119)

Marketing 130,354 126,741 (3r612) 18,242 15,187 (31055) 179j954 213,260 33,305 328 1549 355,188 26,639

Directors & Shareholders &PR - 264 f517 295,264 30,747 11043 2,504 1,460 265~560 297,768 32 ,207

Dues & Donations 61,617 44,701 (16,916) 291169 29,477 309 77,660 93,301 15 j 641 168,446 167,480 (966)

Print & Postages 10,070 11,279 1,208 12t790 14t973 21183 6,015 6,051 3S 28,875 32,302 3,427

Travel & Entertainment 434_611 398 j831 (35,780) 152,621 154 j903 2 f282 267 1183 291,375 24,192 854,414 845,109 (9,306)

Training 8,310 10,216 1,906 81,384 73,742 (7 t642) 32,541 43,467 10,927 122 t235 127,426 5,191

Outsi de Services 2,553,017 2,367,320 (185 ,697) 688,397 656,921 (31A76) 1,615,040 1,853,658 238,618 4,856A54 4,877,899 21A45
Provis ion for Bad Debt 564,322 313,426 (250 ,896) ~ - - - - - 564 1322 313,426 (250,896)

Miscellaneous 25,714 5,500 (20,214) (3,612,045) (3,313,964) 298,081 (14,309) (2,743) 11,567 (3,600 r640) (3,311 ,207) 289,433

Total O&M Expenses $ 13~577,226 $ 12,826 JOO9 $ (751 J217) $ 7~572J350 $ 7J955~221 $ 382,870 $ 5,497,869 $ 6J070~057 $ 572 j1Sa $ 26,647,445 $ 26,851,286 $ 203,841

RateMakinq Adjustments:
Advertlsing Adjustments (32,917) (32,917) (5,172) (5,172) (7,707) (7,707) (45,796) (45,796)

Club Expenses

Expense Report Excl uslons (14,795) (14,795) (23t130) (23t130) (16,495) (16,495) (54,420) (54,420)

Leases (22,750) (22,750) (22,750) (221750)

Reguratory Asset Am ortizatlons 267,488 267,488 - 267,488 267,488

rncentive Compensation (29,769) (29,769) (978,286) (978 t286) (513,164) (513,164) (1 ,521 j219) (1,521,219)

Grand Total $ 13,577,226 $ 12,993J266 $ (583 t960) $ 7~572,350 $ 6,948 J633 $ (623,718) $ 5,497,869 $ 5,532,690 $ 34}821 $ 26,647,445 $ 25,474,589 $ (1}172 r856}





BEFORE THE PUBLIC SERVICE COMMISSION

COMMONWEALTH OF KENTUCKY

APPLICATION OFATMOSENERGY )
)

CORPORATION FOR AN ADJUSTMENT )
)

OF RATES AND TARIFF MODIFICATIONS )

Case No. 2015-00343
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DIRECT TESTIMONY OF GARY L. SMITH

I. INTRODUCTION

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.

My name is Gary L. Smith. I am Director of Rates and Regulatory Affairs for

Atmos Energy Corporation ("Atmos Energy" or "the Company"). My business

address is 5420 LBJ Freeway, Dallas, Texas 75240.

PLEASE BRIEFLY DESCRIBE YOUR CURRENT RESPONSIBILITIES,

PROFESSIONAL AND EDUCATIONAL BACKGROUND.

In this role, I am responsible for leading and directing the rates and regulatory

activities in Atmos Energy's eight-state service area. I am responsible for

planning and implementing strategies to assure that the Company's tariffs and

services are meeting the goals and balancing the interests of our customers,

regulators and shareholders.

Previously, I served briefly as Director of Customer Revenue Management

in Dallas. Prior to that, through May 2007, I served as Vice President-Marketing

and Regulatory Affairs for the Company's Kentucky/Mid-States operations,

Direct Testimony of Gary L. Smith Page 1
Kentucky! Smith Testimony
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where I was responsible for rates and regulatory affairs, as well as for directing

the marketing plans and strategies for natural gas utility markets in Kentucky.

I am a 1983 graduate of the University of Kentucky, with a Bachelor of

Science degree in Civil Engineering. I have worked for Atmos Energy or its

predecessor, Western Kentucky Gas Company, since 1984~

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY

PUBLIC SERVICE COMMISSION ("COl\11VIlSSION")?

Yes, I have served as witness in a number of cases, including the Kentucky

division's most recent comprehensive rate case, Case No. 2013-00148~ In that

matter, I served as a rebuttal witness responding to questions related to special

contracts between Atmos Energy and several of its industrial customers, Prior to

that Case, I served as witness responsible for revenues and rate design in Case

Nos. 2009-00354 and 2006-00464. Other Kentucky cases included an application

for approval of a third party gas supply agreement (Case No. 2006-00194), an

extension of the Company's performance based ratemaking tariff (Case No, 2005-

00321), an extension of the Company's WNA mechanism (Case No. 2005-

00268), an extension of a demand-side management program (Case No. 2005-

00515), annual hedging plans (Case Nos, 2006-00177, 2005-00175 and 2004-

00142), and an extension of the margin loss recovery mechanism (Case No. 2003-

00305).

In 1999, I served as the witness responsible for revenues and rate design in

Case No. 1999-070~ In 1997, I participated as a witness in a hearing on the matter

of "Petitions of Western Kentucky Gas Company for Approval and Confidential

Direct Testimony of Gary L. Smith Page 2
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295 and 1996-424.

Conunission of Texas.

KENTUCKY?

HAVE YOU TESTIFIED IN JURISDICTIONS OUTSIDE OF

Factors Used in Preparing the Utility's Forecast Period

(Revenues! Volumes)

Financial Forecast (Revenues)

Operating Income Statement (Revenues)

Mix of Gas Supply

Customer Forecast

Mcf Sales Volume Forecast

Jurisdictional operating income sununary for both base and

forecast period with supporting schedules which provide

breakdowns by major account group and individual account

Sununary ofjurisdictional adjustments to operating income

Comparative income statements, revenue and sales statistics,

base period, forecast period and two (2) years beyond

Commission", Case Numbers 1996-096, 1996-113, 1996-185, 1996-278, 1996-

y es, I am sponsoring the following filing requirements:

Yes, I have testified in dockets involving Atmos Energy before the Georgia

Treatment of a Special Contract Submitted to the Kentucky Public Service

ARE YOU SPONSORING ANY OF THE FILING REQUIREMENTS IN

Public Service Commission, the Tennessee Regulatory Authority and the Railroad

Public Service Commission, the Kansas Corporation Conunission, the Missouri

THIS CASE, AND, IF SO, WHICH REQUIREl\1ENTS?

FR 16(7)(c)

FR 16(7)(h)

FR 16(7)(h)1

FR 16(7)(h)8

FR 16(7)(h)14

FR 16(7)(h)15

FR 16(8)(c)

FR 16(8)(d)

FR 16(8)(i)
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II. PURPOSE AND SUMMARY OF TESTIMONY

PART OF YOUR TESTIMONY?

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

Yes.

Revenue Summary for Both the Base Period and Forecasted

Period

FR 16(8)(m)

My testimony has three primary purposes: (1) to describe the methods used to

DO YOU ADOPT THESE FILING REQUIREMENTS AND MAKE THEM

bypass by each of the Company's special contract customers;' and (3) provide a

comparison of timeframe alternatives considered for establishing the normal

required by the Commission in Case No. 2013-00148 to assess the threat of

weather basis also required by the Commission in Case No. 2013-00148.2

normalize and forecast Atmos Energy's revenues and volumes as they relate to

the base period and test period in this case; (2) to discuss the internal study

1

2

3 Q.

4

5 A~

6

7

8 Q.

9 A.

10

11

12

13

14

15

16

17

18

19 Q.

20

21 A.

III. PROCESS OF FORECASTING OF REVENUES AND VOLUMES

PLEASE DESCRIBE THE GOALS OF FORECASTING REVENUE AND

VOLUMES.

The goal of revenue forecasting, fundamentally, is to determine expected

22 revenues for business planning purposes. The primary emphasis of the "revenue"

23 forecasting process is the estimate of the Company's gross margin, which is that

24 portion of revenues excluding purchased gas costs. Purchased gas costs, which

1 Order, Kentucky Public Service Commission Case No. 2013-00148, 4/22/2014, at 38.
2 ld. at 12.

Direct Testimony of Gary L. Smith Page 4
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are recovered through the Company's Gas Cost Adjustment ("GCA") mechanism,

are calculated only as a final step in the process, to forecast gross revenues.

Revenue forecasting is an essential element of Atmos Energy's financial

planning and affects our level of operating and maintenance expenses, capital

investment, and cash flow requirements.

WHAT TYPES OF FACTORS ARE CONSIDERED IN ATMOS

ENERGY'S REVENUE AND GROWTH FORECASTING PROCESS?

The forecast process can be segregated into two primary steps. The first step is an

analysis of revenue trends over recent years to determine a baseline reference.

The second step is consideration of factors and issues expected to affect the

budget period.

First, the analysis of historical revenue trends quantifies the net customer

additions and Mef requirements, by customer class. Using heating degree day

("HDD") data for the respective periods, the Mef requirements are "weather­

normalized" for each customer class. The HDD is a measure of the difference

between average daily temperature and a 65 degree Fahrenheit base. Upon

completing the analysis of historic data, customer growth and class usage trends

may be identified.

Second, consideration is given to any factors that could either continue or

alter historical trends. These factors include, but are not limited to: gas supply

price outlook and consideration of its impact on the market, changing local

economic conditions that could influence customer growth and major industrial

additions or plant closings.

Considered individually, these factors may have either a positive or

negative effect upon forecasted revenue streams.

WHAT TIME PERIOD TYPICALLY FORMS THE BASIS FOR

REVENUE AND VOLUME FORECASTS?

Forecasts are typically prepared for Atmos Energy's fiscal year, which runs from

October 1 to the following September 30~

WHAT IS THE BASE PERIOD FOR THIS CASE?

Direct Testimony of Gary L. Smith Page 5
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The base period is March 2015 through February 2016.

WHAT IS THE FORECASTED TEST PERIOD FOR THIS CASE?

The forecasted test period for this case is June 1,2016 to May 31, 2017~ This

period is largely determined by the date of our filing.

DID THE COMPANY UTILIZE ITS TYPICAL REVENUE BUDGETING

PROCESS TO DEVELOP THE BASE PERIOD AND FORECASTED

TEST PERIOD REVENUES?

No. Although the simple two-step process of historical review and consideration

of forward-looking factors is the same, the annual budget process is not developed

at the level necessary for determining rate design billing determinants, For

example, the typical annual- revenue budget is based upon financial statistics

reported to the customer class level; not to the rate classification / billing block

level of detail. In order to build rate case quality billing data, Atrnos Energy

produced bill frequency reports to isolate correct determinants of bills rendered

and volumes delivered by customer class as well as by rate classification for the

12-month period ending August 31, 2015. This 12-month period serves as a

"reference period" to be normalized and upon which forward-looking adjustments

may be applied, ultimately resulting in a forecast of billing determinants for the

test year period of June 1, 2016 to May 31, 2017.

IS THE PROCESS FOR DEVELOPING THE BASE PERIOD AND

FORECASTED TEST PERIOD REVENUES THE SAME AS PRIOR

RATE CASE FILINGS?

Yes. And it is notable that the Commission found the Company's revenue

forecast in Case No. 2013-00148 to be reasonable and accepted the normalized

base-rate revenues without adjustment.'

HOW WAS THE DATA FOR THE REFERENCE PERIOD GATHERED?

The unadjusted data for the reference period reflects the actual billing units and

margins for all services during the twelve months ending August 31, 2015. This

data was gathered from billing system reports for that period. Exhibit GLS-l

Direct Testimony of Gary L~ Smith Page 6
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attached hereto provides the actual monthly billing units and volumes by class of

service for the reference period ending August 31, 2015.

WHAT STEPS WERE TAKEN TO FORECAST THE FUTURE TEST

YEAR FROM THE BASELINE REFERENCE PERIOD?

First, the Company assessed appropriate pro-forma adjustments to the reference

period to: 1) reflect known and measurable service contract changes, load

changes, new industries and industry closings, and 2) adjust finn residential,

commercial and public authority volumes to correlate to normal HDD's.

Then, forward-looking adjustments were considered to account for: 1) net

customer growth or losses, and 2) changes in firm residential, commercial and

public authority classes attributable to long-standing conservation and energy

efficiency trends.

A summary of annualized adjustments for each of these steps is shown on

Exhibit GLS-2 attached hereto.

PLEASE DESCRIBE THE ADJUSTMENTS TO THE REFERENCE

PERIOD, INCLUDING KEY ASSUMPTIONS, FOR INDUSTRIAL SALES

AND TRANSPORTATION SERVICES.

Historical volume requirements for each transportation customer were reviewed,

with adjustments made to account for expected changes by service type for future

periods. For example, usage for a new industrial customer added midway through

the reference period would not be representative of its forecast test period

requirements. In this case, the customer's volumes would need to be

"annualized" to reflect usage throughout the full twelve months, Adjustments

were also made for industry closings, expansions or reductions, and contract

changes altering a customer's service type or rate schedule. These adjustments

ensured that known and measurable changes in industrial sales and transportation

were reflected in our test period forecast. Exhibit GLS-3 attached hereto

summarizes the annualized impact of industrial contract and volume changes, by

service type.

Direct Testimony of Gary L. 'Smith Page 7
Kentucky/Smith Testimony



1 Q.

2

3

4 A.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 Q.

21

22

23 A.

24

25

26

27

28

4 See id.

PLEASE DESCRIBE THE PROCESS EMPLOYED TO DETERMINE THE

ADJUSTMENT FOR WEATHER VARIANCES DURING THE

REFERENCE PERIOD.

Adjusting for variances from normal weather is a common practice. The

methodology for determining composite degree days was based on a process

instituted originally in Case No. 1999-070, with the composite calculated

weighting weather data from Paducah, Lexington and Louisville, KY, Evansville,

IN and Nashville, TN~ The composite normal heating degree days were based

upon the same weighting of the five weather stations, applying the National

Oceanic and Atmospheric Administration (''NOAA'') HDD data averages for the

ten-year period ending August 31, 2015. Traditionally, the Company has

employed 3D-year NOAA HDDs as the basis for normal weather. In this Case,

however, the Company has chosen a 10-year average HDD basis based on

analysis required in the Commission Order in Case No. 2013-00148.4 Later, my

testimony will describe this analysis. Exhibit GLS-4 attached hereto summarizes

the monthly weather adjustment to .the reference period resulting from the 8.20/0

colder than normal period. Exhibit GLS-4 also provides details of the

calculations of the respective weather adjustment for the weather sensitive

residential, commercial and public authority classes.

HOW ARE WEATHER NORMALIZATION ADJUSTMENT ("WNA")

TARIFF REVENUES FACTORED INTO THE WEATHER

ADJUSTMENT?

For this purpose, VVNA revenues are ignored. The weather adjustment calculates

the normalized volumes associated with normal weather, which will be priced out

to demonstrate weather normalized revenues. Actual WNA revenues compensate

for only a portion of those variances; those occurring during the WNA billing

months of November 1 through April 30 each winter. The weather adjustment in

this Case is intended to normalize the entire 12 month period.

Direct Testimony of Gary L. Smith Page 8
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PLEASE DESCRIBE IN DETAIL THE HISTORICAL DATA

CONSIDERED IN THE REVENUE AND VOLUME FORECASTING

PROCESS.

To assess key historical trends necessary for the forecast, financial statistics for

ten years were analyzed, noting the numbers of active customers served during

that time and the total volumetric requirements by customer class. Actual sales

volumes each year were adjusted for variances from normal weather, based on the

current HDD composite and normal basis.

Based on the historical data, trends were noted for the customer count, net

annual growth and weather normalized adjusted volumes per customer for

residential, commercial and public authority classes.

PLEASE DISCUSS THE mSTORICAL' TRENDS OBSERVED AND THE

ASSUMPTIONS USED IN THE DEVELOPMENT OF THE FORECAST

TEST PERIOD BUDGET STARTING WITH NET CUSTOMER

GROWTH.

Based on the net average annual customer growth over the past three years, I

forecasted residential customer growth of 400 per year. Based on the same

analysis of commercial and public authority classes, I forecasted zero net

commercial and public authority customer changes from the reference period to

the test year.

WHAT IS THE ASSUMPTION FOR FUTURE DECLINING USE TRENDS

AS IT RELATES TO THE TEST YEAR?

In Case 1999-070 and in subsequent cases, Atmos Energy noted the long-standing

trend of declining customer usage. The trend-line for the past ten years, however,

shows no apparent further decline in average customer usage. Therefore, I have

not forecasted a decline in residential, commercial or public authority sales usage

in this Case.

WHAT WERE THE ASSUMPTIONS FOR SERVICE CHARGES AND

THE LATE PAYMENT FEES?

Direct Testimony of Gary L. Smith Page 9
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I forecasted the transaction-based service charges to remain flat, equal to the

experience in the twelve month reference period ending August 2015 ~

Late payment fees were first adopted in Case No. 1999-070, beginning in mid­

2000. Since that time, I have observed that late payment fee revenue is

proportionate to the total revenues billed for residential, commercial and public

authority classes. Based upon the correlation for the past few years, I estimated

late payment fees at a ratio equal to 0.80% of the total projected residential,

commercial and public authority class revenues.

HOW WERE GAS COSTS PROJECTED FOR THE TEST YEAR?

Based" upon the sales volumes projected, projected gas supply prices as stated in

current NYMEX futures, and applying the Company's seasonal plans for storage

injections and withdrawals, I modeled the forward periods to estimate the gas

costs to be recovered through future GCAs. This method was first created in

conjunction with Case No. 1999-070, and has been refined over time to simulate

interstate pipeline demand and commodity costs, retention and other items

recoverable through the GCA. This model was also utilized in the determination

of storage cost balances for forward periods.

IS THE FORECASTING PROCESS YOU HAVE DESCRIBED THE BEST

METHOD TO USE FOR THE DEVELOPMENT OF THE TEST YEAR

VOLUME AND REVENUE FORECAST IN THIS CASE?

Yes. The method of developing the forecast ensures a solid bridge of logical and

measurable adjustments, building upon the actual performance of a recent,

reference period, This forecasting process has been employed in prior Kentucky

cases and, in Case No. 2013-00148, was found by the Commission to be

reasonable and accepted the normalized base-rate revenues without adjustment.'

Exhibit GLS-2 attached hereto summarizes each step of the process and

applies current rates to the derived billing determinants. Exhibit GLS-5

summarizes the billing determinants for each month of the test year.

PLEASE DESCRIBE EXHIBITS GLS-6 AND GLS-7.
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Company witness Mark A. Martin designed the tariff rates to produce the revenue

requirement sought by the Company in this Case. Exhibit GLS-6 replicates

Exhibit GLS-2, walking forward each set of adjustments from reference period

billing determinants to those forecast for the test period, except at the Company's

proposed tariff rates. Exhibit GLS-7 summarizes the billing determinants for each

month of the test year, and applies the proposed rates.

IV. EVALUATION OF SPECIAL CONTRACT RATES

PLEASE DESCRIBE THE COMMISSION'S REQUIRED ANALYSIS OF

EXISTING SPECIAL CONTRACTS.

In Case No. 2013-00148, the Commission required that Atmos Energy internally

conduct and maintain studies, analyses and quantifications that demonstrate the

threat of bypass by each of its special-contract customers.6 Further, the Company

should verify that the special contract rates continue to generate sufficient revenue

to cover variable costs and contribute to fixed costa '

HAS THE COMPANY COMPLETED THE REQUIRED INTERNAL

ANALYSIS OF THESE SPECIAL CONTRACTS?

Yes.

BEFORE DISCUSSION OF THE RESULTS OF THE COMPANY'S

INTERNAL ANALYSIS, PLEASE REVIEW THE ORIGINS OF THESE

SPECIAL CONTRACTS.

Beginning in the mid-1980's, the Federal Energy Regulatory Commission

24 ("FERC") began to direct interstate pipelines to transform from their traditional

25 bundled merchant sales role toward unbundled transport common carriers. A

26 consequence of these FERC Orders created an opportunity for large industrial

6 Id. at 38.
7 Id
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23

customers to bypass their local utility and receive service directly from the

interstate pipeline,

The Company, then lrnown as Western Kentucky Gas, began to receive

threats from certain customers that they were strongly considering construction of

facilities to bypass our transportation service. As the Company worked with these

few initial customer inquiries, we found that their avoidance of our tariff

transportation rates could fund the complete bypass facilities with a payback of

well less than one year in several instances. By the end of the decade, the

Company had entered into its first special contracts with negotiated rates under

which the customers agreed not to bypass the Company's service throughout the

term of the Service Agreement. Since these rates varied from the Company's

published tariff, Commission approval was required before the special contracts

could become effective.

The threat of bypass in certain instances remains today, and the Company

now has 17 special contracts in effect.

WHAT WAS YOUR ROLE WITH THE COMPANY DURING THE MID-

TO LATE 1990's?

From 1991 to 1997, I directed the industrial marketing efforts for Kentucky

operations and, thereafter I served in the role of Vice President of Marketing,

DESCRIBE HOW THE COMPANY DETERMINED THE PRICING IN

THE SPECIAL CONTRACTS.

In all of these negotiations, the Company strived to maximize the revenue that can

reasonably be derived under each contract. Through discussions with the

Direct Testimony of Gary L. Smith Page 12
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customer and with internal analysis of their unique circumstances, we could

assess the economic viability of their threat, It was important to understand the

economic viability of bypass in each instance, but that did not alter our desire to

maximize the revenue we could achieve in exchange for their conunitment to

continue to exclusively utilize our transportation services.

DESPITE THE EFFORTS TO RETAIN THESE COMPETITIVELY

SITUATED CUSTOMERS, HAS THERE BEEN ANY INSTANCES OF

BYPASS OF THE COMPANY'S SYSTEM?

Yes. I am aware of at least two instances where we were unable to dissuade

customers from constructing facilities to bypass our system. Additionally, I am

aware of one prospective customer that was constructing a new facility near our

system that chose to construct bypass facilities prior to initiating their new

operation.

HAS THE COMPANY BEEN ABLE TO ATTRACT ANY OF THOSE

BYPASS CUSTOMERS BACK TO ITS TRANSPORTATION SERVICE?

No. Once bypass facilities are installed, it is very difficult to compete to restore

the Company's transportation services to those former customers and the revenues

associated with those customers.

PLEASE DESCRIBE THE PROCESS EMPLOYED TO GAIN

COMMISSION ACCEPTANCE OF THE SPECIAL CONTRACTS.

As stated previously the special contracts required Commission approval and

became effective only with the review and acceptance by the Commission.

Direct Testimony of Gary L. Smith Page 13
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Each special contract was filed with the Connnission, along with

supporting information to enable the review and determination that the special

contract was reasonable. Due to the highly sensitive competitive information

contained in the contract, the Company filed a Petition for Confidentiality in each

instance with the confidential information redacted in the public copy, Typically,

confirmation of Commission acceptance was in the form of a stamped acceptance

and often an accompanying letter from the Tariff Branch of the Commission.

These are in essence tariffs accepted by the Commission unique to each of these

customers.

PLEASE DESCRIBE THE COMPANY~S INTERNAL ANALYSIS OF

THESE SPECIAL CONTRACTS?

For each of the 17 existing special contract customers, the Company verified that

special contract rates continue to generate sufficient revenue to cover variable

costs and contribute to fixed system costs that would otherwise be borne by tariff

customers.

Additionally, the Company developed an estimate for the cost of facilities

the customer would encounter to bypass Atmos Energy's distribution system. A

reasonable pipeline route and interstate pipeline tap location was developed.

Construction costs were estimated based upon recent Company projects. Based

merely upon these higher installed cost estimates, the Company determined that,

in most cases, a higher than current rate could be justified and still dissuade their

financial motivation to bypass our services and charges, The Company has

provided contract termination notice to several special contract customers to open

negotiations of a renewal rate for a potential replacement contract.

HAS THE COMPANY PROVIDED SUCH TERMINATION NOTICE TO

ALL OF THE SPECIAL CONTRACT CUSTOMERS?

Direct Testimony of Gary L. Smith Page 14
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No. Each contract has unique notice periods for either party to suspend the year­

to-year extension under terms of the Service Agreement between the Company

and the customer. In those cases where our bypass facilities estimates indicate a

potential opportunity for a rate increase and where the notice window has been

available, the Company has provided termination notice to open rate negotiations.

WHAT HAVE BEEN THE RESULTS OF THESE INDIVIDUAL

CUSTOMER NEGOTIATIONS?

In two instances, we believe the competitive option for the customer to justify

bypass of our service, at rates lower than tariff, no longer exists. For both of these

customers, their current operations have dramatically reduced natural gas

requirements compared to the past. These customers will revert to tariff rate.

In other cases, we have presented the customer with our information

related to the costs of constructing bypass facilities and have actively engaged

with the customer to negotiate a mutually agreeable rate and terms of service.

ARE THERE SOME SPECIAL CONTRACT CUSTOMERS THAT HAVE

NOT BEEN SERVED A TERMINATION NOTICE?

y es. The Company has determined that there is insufficient cause to re-open the

special contract rates with four customers, With another four customers, either

the Company is awaiting the next notice window to open in their Service

Agreement or meaningful negotiations have not yet commenced.

HOW HAS THE COMPANY ACCOUNTED FOR POTENTIAL RATE

INCREASES TO SPECIAL CONTRACT CUSTOMERS IN THIS RATE

CASE FILING?

I have estimated revenue for "Special Contract Reformations", as shown on Line

26 on Exhibits GLS-2 and GLS~6, to reflect annualized increases for affected

Special Contracts. On an individual customer basis, I have estimated a renewal

rate. In many cases, the estimated renewal rate is based upon ongoing

negotiations with the specific customer. In other cases, where negotiations are

inconclusive or not yet underway, my estimate is based upon experiences gained

thus far with other customer negotiations.
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I am also proposing to update and refine the estimate for "Special Contract

Reformations" during this Case as replacement contracts are implemented.

VI. COMPARISON OF NORMAL WEATHER BASES

PLEASE DESCRIBE THE COMMISSION'S REQUIRED COlVlPARISON

OF NORMAL WEATHER BASIS TIME PERIODS.

In Case No. 2013~00148, the Connnission required the Company, in its next rate

case, to file a comparison of weather normalization methodologies using time

periods including, but not limited to, 20, 25, and 30 years in length, 8 Furthermore,

along with its comparison of results, the Company should include support for the

time period it proposes to use to normalize revenues."

The Order also stated that, with regard to weather normalization

methodology to be used in future rate proceedings, the Commission finds that

Atmos Energy should use the most recent temperature data available. 10

HAS THE COMPANY COMPLETED THE REQUIRED COMPARISON

OF NORMAL WEATHER BASES?

y es, The summary of the comparison of alternative normal HDD bases is

attached as Exhibit GLS-8.

PLEASE DESCRIBE THE ANALYSIS PERFORMED BY THE

COMPANY.

I compiled sixty years of HDD data from NOAA for weather stations used in rate

cases for weather normalization of billing determinants and in the WNA tariff.

Then, I took the last ten years (2005-2014) and modeled "what-if' we had

employed various means of calculating normal HDDs entering into that decade.

If we had defined normal HDDs as the average of the prior 10 years (1995-2004),

20 years (1985-2004), 25 years (1980-2004) or 30 years (1975-2004), which basis

8 Id at 12~
9 ld.
10 Id
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would have been most "predictive" of the period from 2005-2014~ This same

exercise was performed for the periods of 1995-2004 and 1985-1994.

WHAT WAS THE RESULT OF THE ANALYSIS OF NORMAL

WEATHER DEFINITION ALTERNATIVES?

I observed that use of a ten-year average for defining normal HDDs produced the

best overall results. Further, as mentioned previously in my testimony, the

Company is employing the ten-year average of actual HDDs as the definition of

normal HDDs in this Case and in its WNA tariff going forward.

DOES THE COMPANY USE THE TEN YEAR AVERAGE OF ACTUAL

HDDs AS ITS BASIS FOR NORMAL HDDs IN ANY OTHER

JURISDICTIONS?

Yes. The Company employs the IO-year average method throughout its Texas

divisions, which represents more than half of Atmos Energy's entire customer

base.

VI. CONCLUSION

DO YOU BELIEVE THAT THE FORECASTS YOU HAVE PREPARED

AND PRESENTED FOR TEST PERIOD REVENUE REPRESENT THE

MOST REASONABLE BASIS FOR THE SETTING OF RATES IN THIS

PROCEEDING?

Yes. These are the best estimates we have of Atmos Energy's future revenues

and volumes and I believe these are the projections to be relied upon in the setting

of rates.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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EXH[BIT GLS~1
ATMOS ENERGY CORPORATlON - KENTUCKY

sn; FREQUENCY DATA
Reference Period - Twetve Months Ending 08/31/2015

Line Number Of Total
No. Class ofCustorners Sep=14 Oct-14 Nov-14 Dec-14 Jan-15 Feb-15 Mar-15 Apr-15 May-15 Jun~15 Jul-15 Aug-15 Btlls Mef Rate Revenue

(a) (b) (0) (d) (e) (~ (g) (h) (i) m (k) ([) (m) (n) (0) (p)

1 RES[OENTIAL (Rate G-1)
2 F1RM BILLS 151,012 152,519 1521394 157,920 157,873 141,181 1751369 158,239 156,709 1561293 154j293 151,835 1,865,637 $18.65 $34 j 794 j 130
3 Sa[es: 1-300 172,952 237J170 872t329 1j632j377 2,213,489 11817,295 2A09 j615 840j794 329/076 196,517 157]912 174,979 11j054j506 1.3180 14,569,839
4 Sales: 301-15000 52 1,321 313 91 223 210 152 110

°
0 271 0 2,743 0.8800 2A14

5 Sales: Over 15000 0 0 0 0 0 0 0 0 0 0 0 0 0 0.6200 a
6 CLASS TOTAL (Mef/month) 173,004 238A92 872j642 1,632A68 2,213,712 1,817,504 2A09 j768 840j904 329,076 196~517 158j183 174,979 1,865,637 11,057l249 $49 j366j383

7
8 FlRM COMMERCIAL (Rate G-1)
9 FIRM BILLS 16,763 16,900 16]920 17,698 17,809 16,330 19j213 17,745 17,372 171239 17j099 16,768 207,856 48.44 $1010681545

10 Sales: 1-300 144,788 166,489 350j892 624 j545 846A16 7371312 874j770 354,979 173,190 137,404 129A48 140,182 4j680A15 1.3180 6,168)87
11 Sales: 301-15000 371810 72,797 39j604 771850 126,411 104,750 129j382 45j142 24170 12~567 11j533 20,636 703j252 0.8800 618~861

12 Sales: Over 15000 0 0 0 0 a 0 0 a 0 0 0 0 0 0.6200 0
13 CLASS TOTAL (Mef/month) 182j599 2391286 390A96 702 j395 972 j827 8421062 110041152 400,122 197,960 149,971 140,981 160,817 207 j856 5j3831667 $16,856,193
14
15 F1RM tNDUSTRIAL (Rate Gw1)
16 F1RM B1LLS 189 195 181 200 201 169 234 197 193 205 193 211 21368 $48.44 $114,706
17 Sates: 1-300 10,402 11,649 221690 36j089 42,580 34,344 51 j216 241163 13j009 9~590 8j582 11,303 275 j616 1.3180 363,262
18 Sales: 301~15000 9j910 7,278 19t648 46j087 66j501 54,557 81A51 20,128 5,983 5,630 4j04Q 101301 33t513 0.8800 291,732
19 Sales: Over 15000 0 0 0 0 0 0 0 0 0 0 0 0 a 0.6200 0
20 CLASS TOTAL (Mef/month} 20,311 18,927 42,338 82,176 109,081 88,901 132,667 44,291 18,993 15,220 121622 21)603 2j368 607,130 $769,700
21
22 FIRM PUBUC AUTHQRtTY (Rate G~1)
23 FIRM B!LLS 1j544 1,572 1,520 1j559 11567 1,378 1,769 1j555 1j550 1,563 1,563 1,507 181647 $48.44 $903~261

24 Sales: 1-300 28,081 34,565 73,109 123A33 153,800 130,234 166,998 74j352 39,503 25,fiTl 21 j 534 22j693 893,878 1.3180 1~178,131
25 Sales: 301-15000 6t164 9,210 12,694 30A71 55j794 46,472 591830 13j558 10j528 5,196 4,330 6,313 260 j560 0.8800 229 j292

26 Sales: Over 15000 0 0 0 0 0 0 0 0 a 0 0 0 0 0.6200 0
27 CLASS TOTAL (Met/month) 341244 43}75 851803 153,904 2091594 176}O6 2261829 87,909 50,031 30,773 25,864 29,006 18,647 1,154A37 $2,310 j684

28
29 [NTERRUPTIBLE COMMERCIAL (G-2)
30 INTBILLS 2 2 2 3 4 3 3 4 2 2 2 2 31 395.56 $12~262

31 Sales: 1~15000 29 70 230 2,682 2j691 2,484 3,118 1j729 52 21 8 26 13t140 0.8077 10j613

32 Sales: Over 150°° 0 0 0 0 0 0 0 0 0 0 0 0 0 0.5419 0
33 CLASS TOTAL {Mef/month) 29 70 230 2,682 2,691 2,484 3j118 1t729 52 21 8 26 31 13t140 $221876

34
35 INTERRUPTIBLE INDUSTRIAL (G.2)

36 'NT BrLLS 6 9 9 7 10 8 8 9 7 7 7 7 94 395.56 $37 j183

37 Sales: 1-15000 15,017 31 j795 16,457 22,605 27,711 20j932 36,094 24,263 36j729 34j982 17~219 19t609 303,412 0.8077 245j066

38 Sales: Over 15000 7,136 8,448 8j601 19,200 21 1796 14j010 27j298 13,323 18,015 11,102 7,297 0 156,226 0.5419 84,659
39 CLASS TOTAL (Mcf/month) 22j153 401243 25,058 41,805 49,507 34,942 63,392 371586 54,744 461084 241516 19,609 94 459,638 $366,907
40
41 TRANSPORTATION rT-4l
42 TRANSPORTATION B1LLS 120 120 121 121 121 121 121 121 121 121 121 122 1,451 390.12 $566~O64

43 Trans Admin Fee $5,900 $5t900 $5j950 $5j950 $51950 $5,950 $5j950 S5~950 $51950 $5,950 $5,950 $6~OOO 71 1350

44 EFM Fee $5,800 $5,800 $5,900 $5,900 $5,900 $5,900 $5,900 $5,925 $5,925 $6,025 $6,025 86,125 71,125
45 ParkIng Fee $40 $42 $116 $143 $174 $183 $70 $23 $26 $31 $34 $31 913
46 FinnTransport: 1-300 33}11 35~271 361144 36,130 36,300 36,300 36,300 35,371 34,654 33,536 331219 33,887 420 j823 1.4401 606,027
47 Firm Transport: 301-15000 377j286 435,433 539j586 547j372 630A21 627~283 545j221 424,456 394~775 377,983 365j566 381,547 5,646,929 0.9615 5,4291522

48 FirmTransport Over 15000 82t133 100,216 114,550 118,547 159,398 147,487 114,386 79,183 68,092 65,829 74,931 67,026 1,191 j778 0.6774 807,310
49 CLASS TOTAL (Mef/month) 493,130 570,920 690 t280 7021049 826,119 811,070 6951907 539,010 497,521 477,348 473,716 482,460 1,451 7,259,530 $7,552,312
50
51 ECONOM1C DEV RIDER (EDR)
52 FirmTransport 1-300 0 0 0 0 0

°
0 0 0 0 0 0 0 0.9885 $0

53 Firm Transport: 301-15000 0 0 0 0 0 0 0 a 0 a 0 a 0 0.6600 0
54 FirmTransport.: Over15000 0 0 0 0 11,941 7,797 12,256 141323 13,135 11,917 10,559 10,845 92773 0.4650 43,139
55 CLASS TOTAL (Mcf/month) 0 0 0 0 11,941 7,797 12,256 14j323 13,135 11,917 10,559 10,845 92773 $43)139
56
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57 TRANSPORTATION {T~3}

58 TRANSPORTATlON BILLS 69 69 69 69 69 70 70 70 70 69 69 70 833 388.79 $323,862
59 Trans Admin Fee $3,450 $3A50 $3,450 $3,450 $3,450 $3J500 $3,500 $3,500 $31500 $3,450 $3A50 $3j500 41,650
60 EFM Fee $3,050 $3j150 $3j150 S3j150 $31150 $3t250 $3j250 $3,250 $3,525 $3,350 $3,500 $3,600 39,375
61 Parking Fee $346 $318 $282 $379 $323 $227 $303 $315 $248 $402 $230 $311 3,684
62 InterruptTransport: 1-15000 383,113 438t287 453j188 456j921 457A78 443~700 443,522 429,100 416,119 406,060 369j087 397j892 5j094A67 0.8770 4,467,848
63 Interrupt Transport: Over 15000 180,121 225.209 234,740 232,537 282,676 241 1360 262,807 188j580 193,844 172,643 173,313 210,564 2,598,494 0.5884 1,528,954
54 CLASS TOTAL (Mef/month) 563,234 663,496 687,928 689,458 740,154 685,060 706,329 617,780 609,963 578,703 542,400 608A56 833 7,692,961 $6,405,372
65
66 SPECIAL CONTRACTS $120,409
67 TRANSPORTATION B1LLS 17 17 17 17 17 17 17 17 17. 17 17 17 204 350.00 571,400
68 Trans Admin Fee $850 $850 $850 $850 $850 $850 $850 $850 $850 5850 $850 $850 10,200
69 EFM Fee S850 $850 $850 $850 $850 $850 $850 $850 $850 $850 $850 $850 1O~200
70 ParkingI PooHng Fees $5,303 $4,010 $11j 880 $13j348 $9,688 $7,008 $8j231 $4j601 S8 jOO5 S7~315 $4j248 $8,167 91 ~803

71 Transported Volumes 1,163j394 1,252,290 1j301 j966 1j320)51 1,381A25 11291 11.,2 1j364j999 1j289j881 1~27g,436 1,147~590 1j255l199 1,330j081 15j377j684 Various
72 Charges forTransport Volumes $113,406 $121,788 $127,479 $127,889 S138,552 $134,255 $133,160 $127,851 $122,523 $113,788 $119,249 $123,501 1,503,442
73 CLASS TOTAL (Mef/month) 1j163,394 1t252 t290 1j301,966 1j320j251 1j381A25 1129t172 1,364,999 1,289,881 1,279,436 1,147,590 1,255,199 1,330,081 204 15,377,684 $1,687,045
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EXH181T GLS-2
AlMOSENERGY CORPORATION ~ KENTUCKY
SUMMARY OF REVENUE ATPRESENT RATES

TEST YEAR ENDING MAY, 31 2017

LIne
No.

Farward-looklngAdjustments
Reference Period ~ Twelve Months Endlng 08/31/2015 ToTest Year

Contract Adj. Weather Adj. Customer Conservation Total
Number Volumes Silts and Volurres Total Growth & Efficiency TestYear Present

Desc~t1on Block (MeV ofBiHs1 Units AsMetered Volumes (NOAA 2005y2015_L ._y91.u.m_~_~ .fQr.?_g§~_$_L A~Ju.stments Volumes Margin
Present
Revenue

(a) (b) (c) (d) (e) (f) (g) {i) m

166,804,656

(k)

$34,950l90
11j086A14

20,947,787
1,078,976

o
54,192

246,476
12,800

795,825
1,140,887

7913781177

575,817
331,249
63,000

124,200
96,399

122,200
617,241

5,577,875
773,616

8148
88t589

4l20,094
1j566l779

1A56j 880
989,646

85,489
1
767

87,426A80

$18.65
48.44

1.3180
0.8800
0.6200
395.56
0.8077
0.5419

390.12
388.79
350.00

50.00
0.10

Various
1.4401
0.9615
0.6774
0.6600
0.4650
0.8770
0.5884
Various
Various _

305j158

23,620

47,4501066

15,893,617
1,226,109

428,610
5,801,222
1,142,037

13,254
1901514

5,382l091

2,662,778
14,381,056

BADO

51 1505
o
o

59,905

(2)
16,904A16 2,143 (1,064A47) 15,842,112
1~298~067 (3,225) (68,733} 1,226,109

0 0 0 0
12

316,552 (11,394) 305,158
156,226 (132,606) 23,620

25
19
(24)
20

963,991 0

420,823 7,787 428,610
5,646,929 154j293 5,801,222
t191}78 (49J41) 1,142,037

0 13j254 13,254
92}73 97}41 190,514

5,094,467 287j624 5,382,091
2,598,494 64(284 2l662,778

15,377,684 (996F628) 14j381,056

49,098,209 (566A68) (1 t133 t180) 47,398,561

125

1,451
833
204

2,464

2t097 t121

1,865,637
228,871

0- 300
301-15jOOO

Over 15,000
301-15l 000
Over 15,000
O~ 15,000

Over 15,000

Customer Chrg
Customer Chrg
Customer Chrg
Customer Chrg

Customer Chrg
Customer Chrg

0- 300
301-15,000
Over 15~OOO

Customer Chrg
o-15tOOO

Over 15jOOO

1 Sales
2 Firm Sales (G~1)

3
4
5
6
7 lnterroplible Sales (G-2)
8
9
10
11 Transportation
12 Customer Charges (f-4)
13 CustomerCharges(I-3)
14 Customer Charges (SpK)
15 Transp. Adm. Fee
16 Parked Volumes 11]
17 EFM Charges
18 Firm TransportaUon IT-4}
19
20
21 Economic Dev Rider (EDR)
22
23 lnterrupfible Transportation(T-3)
24
25 Total Special Contracts [21
26 Special Contract Refonnations
27 Total Tariff
28
29 OtherRevenues
30 Late Payment Fees
31 Total Gross Profit
32
33 Gas Costs
34
35 Total Revenue
36
37 [1] Parked Vo[umes notincluded to Total Delverles.
38 [21 Based onconfidential information.
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iNTERRUPTIBLE fNDUSTRtAL (G-2}
[NT BILLS 1 1 1 1 1 1 1 1 1 1 1 1 12 395.56 $4)47
Sates: 1-15000 (31864) (3,552) (31399) 0 0 (990) (1 ~311) (677) 3,000 11102 (703) {1 JOOO} (11 ~394) 0.8077 (9r203)

Sales: Over 15000 (7j 136) (8A48) (8j601) (17jOOO) (18,000) (14,010) (11 ~689) (13 j323} {16 jOOO} (11 l102) {7t297) 0 (1321606) 0.5419 (71 1859)

CLASS TOTAL (Mef/month) (11 1000) (12,OOO) (121000) (17l000) (181000) (15,000) (13,000) (14,OOO) {13,OOO} (101000) {SIOOO) (tOaO) 12 (144tOOO) ($76,315)

FlRM 1NDUSTR1AL (Rate 8-1)
FIRM BILLS (1) (1) 0 0 0 0 a 0 0 0 0 0 {2} 48,44 ($97)
Sales: 1-300 (300) (300) 0 0 0 0 0 0 0 0 0 0 (600) 1.3180 (791)
Sales: 301 ~15000 (294) (188) 0 0 0 a 0 0 0 0 0 0 (482) 0.8800 (424)
Sales: Over 15000 ° 0 0 0 0 0 0 0 0 0 0 0 0 0.6200 0
CLASS TOTAL (Met/month) (594) (488) 0 0 0 0 0 0 0 0 0 0 (2) (1 j082) ($t312)

CLASS TOTAL (Met/month)

CLASS TOTAL (Met/month)

48.44 $0
1.3180 0
0.8800 °0.6200 0

i O

395.56 $0
0.8077 0
0.5419 0

$0

ooo

o

o

o

oo

o

o

o

EXHIBIT GLS-3
ATMOS ENERGY CORPORATtON - KENTUCKY

VOLUME AND CONTRACT ADJ USTMENTS
Reference Period - Twelve Months Ending 08/31/2015

Number Of Total
Sep-14 Oct-14 Nov-14 Dec-14 Jan-i5 Feb-15 Mar-i5 Apr-15 May-15 JlJn-15 Jut-15 Aug-15 Btlls Met Rate Revenue

(a) (b) (c) (d) (e) {f} (g) (h) (l) U) (k) (I) (m) (n) (a) (p)

$18.65 $0
52 1j321 313 91 223 210 152 110 0 0 271 0 2)43 1.3180 3j 615

(52) {t321} (313) (91) (223) (210) (152) (110) 0 0 (271} 0 (2t743) 0.8800 (2A14)
a ° 0.6200 0

0 0 0 0 ·0 0 0 0 0 a 0 0 0 0 $1,201

48.44 $0
1.3180 0
0.8800 0
0.6200 0

0 0 0 0 0 0 0 0 0 0 0 0 $0

RESl DENTIAL (Rate G-1)
F1RM BlLLS
Sales: 1-300
Sales: 301-15000
Sales: Over 15000

fNTERRU PT!BLE COMMERCIAL (G-2)
INT B!LLS
Sales: 1-15000
Safes: Over 15000

CLASS TOTAL (Met/month)

FIRM PUBUCAUTHORlTY (Rate G~1)

FIRM BILLS
Sales: 1-300
Sales: 301-15000
Sales: Over 15000

1
2
3
4
5
6
7
8 FIRM COMMERCIAL (Rate G-1)
9 FIRM B[LLS
10 Sales: 1-300
11 Sales: 301"15000
12 Sales: Over 15000
13 CLASS TOTAL (Mcf/month)
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

Une
No. Class ofCustomers
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EXHlBIT GLS-4
ATMOS EN ERGY CORPORATION - KENTU CKY

WEATH ER ADJ USTMENT ~ BASE NOM2005-2015
Reference Per[od - Twelve Months Ending 08/31/2015

Line
No. Class of Customers

Number Of
Sep-14 Oct-14 Nov-14 Dec-14 Jan~15 Feb-iS Mar-15 Apr-i5 May-15 Jun-15 Jut-15 AUQ-15 BHls Mcf Rate

Total
Revenue

(a) (b) (c) (d) (e) (f) (g) (h) (i) m (k) {I} (m) (n) (0) {p}

FfRM COM MERClAL {Rate G-11
FlRM BlLLS 0 48.44 $0
Sales: 1-300 (24,544) (15,645) 50J884 17j319 (117A32) {9,245) (248,595) 39~066 45,046 19,702 10A61 (9j931) (242,914} 1.3180 (320 j 161)
Sales: 301-15000 {6A10} (6,841) 5143 2]159 (17J538) (1,313) (36,768) 41968 6,442 1~802 932 (1A62) (48,286) 0.8800 (42A91)
Sales: Over 15000 0 0.6200 0
CLASS TOTAL (Met/month) (30 l954) (22A86) 561627 19A78 (1341970) {10 j558) (285,363) 44t034 51.488 21,504 11 r393 {11 l393) 0 (291,200) ($362~652)

$0
o
o
o

$0

0.0000
0.0000
0.0000

CLASS TOTAL (Met/month} (6J101) 507 11,341 4,589 (24,510) 79 (62,689) 5,766 (132) 1A17 2j071 {2j071} 0 (69,733)

FIRM PUBLICAUTHORITY (Rate G-1}
FIRM BILLS 0
Sales: 1-300 (5l003) 400 9~663 3]680 (17t985) 58 (46,154) 4~877 (104) 1t178· \724 (1,620) (49,285)
Sales: 301-15000 (\098) 107 1,678 909 (6t525) 21 (16,535) 889 (28) 239 347 (451} (20,448)
Sales: Over 15000 0

1 RESIDENTIAL (Rate 8-1)
2 FtRM B[LLS 0 $18.65 $0
3 Sales: 1-300 {2,812} 98,516 57t252 (19]582) (318A76) 331832 (788 l181) 61A40 85,860 19,904 91735 {9}35) (772)47) 1.3180 (1 l017,822)

4 Sales: 301-15000 0 0.8800 0
5 Sales: Over 15000 0 0.6200 0
6 CLASS TOTAL (Mef/month) (2,812) 98,516 57r252 (19j582) (318A76) 33,832 (788,181) 61,440 85,860 19,904 9)35 (9}35) 0 (772,247} ($t017,822)
7
8
9
10
11
12
13
14
15
16
17
18
19
20
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EXHIBlT GLS-4
Atmos Energy - Kentucky

Normalization OfVolumes ForWeather
Reference Period -Twelve Months Ending 0813112015

(Weather Basis: 10-years ending 2015)

Line Month Sep~14

(a)
Oct~14

(b)
NovH14

(c)
Dec-14

(d)
Jan-15

(e)
Febw15

(n
Mar-15

(g)
Apr-15

(h)
May-15

{i)
Jun~15

m
Jul-15

(k)
Aug-15

(t)

(2,812) 98,516 57,252 (19,582) (318,476) 33,832 (788,181) 61,440 85,860 19,904 9,735 {9,735)

C 151,012 152,519 152,394 157,920 1571873 141,181 175t369 158,239 156,709 156,293 154,293 151,8351
170,192 337 t008 929,895 1,612,886 1t895,235 1,851,336 1,621,586 902,344 414,936 216,421 167,919 165,244

[ T73~004 -238,492 872,642 1,632,468 2,213,712 1,817,504 2,409,768 8401904 329.076 196,517 158,183 174,979 I

209,113 627,936 1,214,694 1l802l178 2,049,880 1,611,153 1,332,275 612,736 297,792 172,110 167,919 165,244
209,561 629,280 1,217,295 1,806,036 2,054,268 1,614,602 t3351128 614,048 298,429 172,478 168,278 1651597

164,348 165J988 165,852 171,866 171 t815 153,649 190,856 172,213 170,548 170,095 167,919 165J244

8,656 72,504 706,790 1A60,602 2,041 fag? 1,663,856 2,218,912 6681691 158,528 26,422 (9,735) 91735

0.057 0-475 4.638 9.249 12.934 11.785 12.653 4.226 1.012 0.169 (0.063) 0.064
0.0129 0.0129 0.0129 0.0129 0.0129 0.0129 0.0129 0.0129 0.0129 0.0129 0.0129 0.0129
0.0387 1.1213 5.0136 9.125 10.9165 12.0249 8.1584 4.6141 1.5595 0.2964 0 0

r------.....;1~.0~88..;,31 1.0883 1.0883 1.0883 1.0883 1.0883 1.0883 1.0883 1.0883 1.0883 1.0883 1.0883
1.1270 2.2096 6.1019 10.2133 12.0048 13.1132 9.2467 5.7024 2.6478 1.3847 1.0883 1.0883

(9,735)

{9,735}

9,735

9,735

31
23
1

19,904

19,904

85,860

85,860

123
121
63

307
358
216

61,440

61A40

902
633
505

(788,181)

(788,181)33,832

33,832

877
933
801

936
847
923

(318,476)

(318A76)

(19,582)

723
708
801

456
389
534

57,252

75
87

235

981516

8
3

23

(2,812)

(2,812) 98,516 57,252 (19,582)

1 Lagged Actual HDDs
2 Lagged Normal HODs
3 Calendar Normal HDDs
4
5 RESIDENTiAL (Rate G·1)
6
7 Annual Customer Growth
8 Annual Base Load Decline
9 Annual Tatar Load Decline
10
11 ActualConstandLoad
12 Actual Heat Load
13 Heat Load I Customer
14 Actual XCoeffident
15 Product
16 Base Load
17 Normal Usage JCustomer
18 No.ofCustomers
19 Normalized Volumes
20 Actual Volumes
21 Nonnalized Volume Including UnbHled
22 Normalized Calendar Volumes
23
24 Weather Adjustment
25
26 Trer1
27 Tier 2
28 Tier 3
29 Total
30
31
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EXH1B1T GLS-4
Atmos Energy .. Kentucky

Normalization OfVolumes ForWeather
Reference Period .. TweJve Months Ending 08/31/2015

(Weather Basis: 10-years ending 2015)

Une Month Sepw14

(a)
Oct-14

(b)
Nov-14

(c)
Dec-14

{d)
Jan-15

(e)
Feb-15

(f)
Mar-15

(g)
Apr-15

{h)
May~15

0)
Jun-15

0)
Jul-15

(k)
AUQ~15

(I)

(30,954) (22.486) 56,627 19,478 (134,970) (10,558) (285,363) 44t034 51,488 21
1504

11,393 (11,393)

t~9L~9_41 i~~~~§} ~~t9_~? J~AZ§ ~1Mj_~Z.m .__. .O01.5~8) . (285j363) 44f034 51,488 21,504 11,393 (11,393)

16,763 16t900 16,920 17,698 17,809 16,330 19,213 17}45 17,372 17,239 17,099 16,768I
151,645 216,800 447,123 721,873 837,856 831,504 718,789 444,155 249,448 171,475 152,374 149A25
182,599 239,286 390,496 702,395 972,827 8421062 1,004,152 400,122 197,960 149,971 140,981 160,817 I
166}39 329A14 557j585 795t979 8981795 734A52 608,062 330,705 204,083 154j398 152j374 149,425
167j082 330)092 558}32 797t616 900,644 735j963 609,313 331 j385 204,503 154)16 152j688 149132

{9,931)
{1,462)

o
o
o

10,461
932

31
23
1

19j702

1r802

123
121
63

45,046
6,442

307
358
216

39t066

4t968

902
633
505

(248,595)
(36,768)

(91245)

(1 j313)

an
933
801

936
847
923

(117,432)
(17,538)

723
708
801

17,319
2,159

456
389
534

50,884
5,743

75
87

235

(15,645)
(6,841)

8
3

23

(24,544)
(6Ai0)

149,380 150t601 150,779 157,712 158101 145,521 171,213 158j 131 154,807 153j 622 152,374 149A25
33,219 88j685 239,717 544j683 8141126 696j540 8321939 241 j991 43,153 (3j651) (11,393) 11 j393
1.982 5.248 14.168 30.777 45.714 42.654 43.353 13.637 2.484 (0.212) (0.666) 0.679

0.0450 0.0450 0.0450 0.0450 0.0450 0.0450 0.0450 0.0450 0.0450 0.0450 0.0450 0.0450
,---__o_.13_5.....,1 3.9171 17.5144 31.8771 38-1356 42.0075 28.5003 16.1186 5.4479 1.0356 0 0
1-.......__8_.91_1.....l31 8.9113 8.9113 8.9113 8.9113 8.9113 8,9113 8.9113 8.9113 8.9113 8.9113 8.9113

9.0464 12.8284 26.4257 40.7884 47.0468 50.9188 37.4116 25.0299 14.3592 9.9469 8.9113 8.9113

1 laggedActual HDDs
2 Lagged Normal HODs
3 Calendar Normal HDDs
4
32 FIRM COMMERClAL (Rate G~1)

33
34 Annual Customer Growth
35 Annual Base Load Decline
36 Annua[ Total Load Decline
37
38 ActualConstandLoad
39 ActualHeat Load
40 HeatLoadI Custamer
41 Actual X Coefficlent
42 Product
43 Base Load
44 Normal Usage ICustomer
45 No.ofCustomers
46 Normalized Volumes
47 Actual Volumes
48 Normalized Volume Including UnbHled
49 Normalized Calendar Volumes
50
51 Weather Adjustment
52
53 Tier1
54 Tter2
55 Tier3
56 Total

57
58
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EXHIBIT GLS-4
Atmos Energy· Kentucky

Normalization OfVolumes ForWeather
Reference Period· Twelve Months Ending 08{31 {2015

(Weather Basis: 10"years ending2015)

Une Month Sep~14 Oct-14 Nov-14 Dec~14 Jan-15 Feb--15 Mar~15 Apr-15 May-15
{a) (b) (c) (d) (e) (fj (g) (h} (i)

Jun-15
m

Jul~15

(k)
Aug-15

(I)

--.1~J9JL ~Q_7 11-,_~_~_L .1!9.?j! .__.__jf4~51 P) . 79 (62,689) 5,766 (132) 1,417 2,071 (21071)

1 1,544 1,572 1,520 1,559 1,567 1,378 --(nr§--- 1,555 - 1,550 1,563 1,563 1,5071
28,144 44,282 97,143 158,493 185,084 176,785 164,140 93,675 49,899 32,190 27.935 26t934

I 34,244 43}75 85,803 153,904 --209,594 176}06 226,829 87,909 50,031 30,773 25,864 29,006 I
3t799 71,816 1231227 175,652 199,178 155j258 137,342 67,543 39,260 28,120 271935 26,934
31,817 71,859 123~300 175,755 199,296 155,350 137,424 67,583 39,283 28:137 27,952 26r950

27,596 28j096 27t167 27,864 28,007 24,629 31J617 27,792 27}03 27~935 27,935 26,934
6,649 15,679 58,636 126,040 181,587 1521077 195,212 60,117 22,328 2,838 (2,071) 2,071
4.306 9.974 38.576 80.847 115.882 110.361 110.351 38.660 14.405 1.815 (1.325) 1.374

0.1183 0.1183 0.1183 0.1183 0.1183 0.1183 0.1183 0.1183 0.1183 0.1183 0.1183 0.1183
0.355 10.2962 46.0373 - 83.7902 100.2405 110.4184 74.9141 42.3685 14.3201 2.722 0 0

""-1-----17~.8.....72"""""'t91 17.8729 17.8729 17.8729 17.8729 17.8729 17.8729 17.8729 17.8729 17.8729 17.8729 17.8729
18.2279 28.1691 63.9102 101.6631 118.1134 128.2913 92.7870 60.2414 32.1930 20.5949 17.8729 17.8729

(1,620)
(451)

1,724
347

31
23
1

1,178
239

123
121
63

(104)
(28)

307
358
216

4,877
889

902
633
505

(461154)
(161535)

58
21

877
933
801

936
847
923

(171985)

(6,525)

723
708
801

3,680
909

4,589 (24,510) 79 (62,689) 5,766 (132) 1,417 2,071 (2,071)

456
389
534

9,663
1,678

11,341

75
87

235

507

400
107

8
3

23

(5~003)

(1,098)

(6,101)Weather Adjustment

Annual Customer Growth
Annual Base Load Decline
Annual Total Load Decline

Lagged Actual HDDs
Lagged Normal HDDs
Calendar Normal HDDs

AGtua[ Constand Load
Actua[ Heat Load
Heat Load JCustomer
Actua[ XCoefficient
Product
Base Load
Normal Usage I Customer
No. ofCustomers
Norma[ized Volumes
Actual Volumes
Normalized Volume Including Unbil!ed
Normafized Calendar Volumes

FIRM PUBLIC AUTHORlTY (Rate G~1)

Tier 1
Tier 2
Tier3
Total

1
2
3
4
~

00
61
62
63
M
65
M
~

M
~

ro
71
n
n
M
~

n
n
n
~

®
81
~

~
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EXHl BlT GL8-S
ATMOS ENERGY CORPOR)..TtON - KENTUCKY

81 LLFREQU ENCY WITH KN OWN & MEASURABLE ADJUSTMENTS
TEST YEAR ENDtNG MAYl 31 2017

CURRENT RATES
Line Total
No. Class ofCustomers Rate Jun-16 Jul-16 Aug-16 Sep-16 Oct-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 May-17 Silting Units

(a) (b) (c) (d) (e) (n (g) (h) {f} U) (k) (I) (m)

1 RESI DENTIAL (Rate G-11
2 FIRM B1LLS $18.65 1561693 154J693 152f235 15t812 153,319 153,194 158,720 158j673 141 j981 176J169 1591039 1571509 1J874,037

3 Sales: 1-300 1.3180 2161974 168J354 165}679 171,094 338}75 934,791 1~621j088 1,904j887 1,861 j869 1,629J019 906J922 4171054 10j336,507
4 Sales: 301-15000 0.8800 0 0 0 0 0 0 0 ° 0 0 0 0 0
5 Sales: Over 15000 0.6200 0 0 0 0 0 0 0 0 0 0 0 0 0
6 CLASS TOTAL (Met/month) 216,974 1681354 1651679 171,094 338,775 934,791 1J621,088 1,904j887 1j861

j869 1j629
J019 906,922 417,054 10j336,507

7 Gas Charge perMet $4.58 $4.58 $4.61 $4.61 $4.61 $4.55 $4.55 $4.55 $4.56 $4.56 $4.56 $4.83
8 Gas Costs $992j972 $770A63 $763~593 $788~549 $1j561~372 $4j256~583 $7j381,644 $8,673,924 $8,485j723 $7,424J476 $4j133A19 $2t016 jOO6 $47l248,724

9
10 FIRM COMMERCIAL (Rate G-1)
11 FIRM B1LLS 48.44 17j239 17j099 16,768 16}63 16,900 16,920 17,698 17,809 161330 19J213 17,745 17j372 207,856
12 Safes: 1-300 1.3180 1571106 139J909 130t251 1201244 1501844 40t776 641,864 728j984 728j067 626,175 394J045 218,235 4A37t501

13 Sales: 301-15000 0.8800 14j369 12A65 19J74 31A01 65J956 45,347 80/009 108j873 103A36 92j614 50J10 31,212 654t966

14 Sales: Over 15000 0.6200 0 0 0 0 0 0 0 0 0 0 0 0 0
15 CLASS TOTAL (Mcf/month) 171A75 152j374 149,424 151,645 216,800 447,123 721,873 8371857 831 1504 718J89 444t156 249A48 5,092A67
16 Gas Charge perMet $4.58 $4.58 $4.61 $4.61 $4.61 $4.55 $4.55 $4.55 $4.56 $4.56 $4.56 $4.83
17 Gas Costs $784j744 $697J333 $6881678 $698J911 $999202 $2j035)978 $3J287,058 $3~815j190 $3,789j691 $3,275j979 $2,024J300 $t205,811 $23l302J876

18
19 FIRM INDUSTRIAL (Rate G-1)
20 FIRM BtLLS $48.44 205 193 211 188 194 181 200 201 169 234 197 193 2,366
21 Safes: 1-300 1.3180 9]590 8~582 11,303 10,102 11,349 22,690 36,089 421580 34J344 51216 24~163 13,009 275,016
22 Sales: 301~15000 0<8800 5]630 4f040 10,301 9,615 7,090 19,648 46,087 661501 54j557 81A51 20~128 5,983 331 1031

23 Sales: Over 15000 0.6200 0 0 0 0 ° 0 0 0 0 0 0 0 0
24 CLASS TOTAL (Mef/month) 15J220 12,622 21,603 19,717 18,439 42,338 82,176 109j081 88j901 132~667 441291 18,993 606 t048

25 Gas Charge per Mcf $4.58 $4.58 $4.61 $4.61 $4.61 $4.55 $4.55 $4.55 $4.56 $4.56 $4.56 $4.83
26 Gas Costs $69J653 $57}62 $99l568 $90l873 $84,984 $192j787 $374j190 $496j701 $405j176 $604t648 $201,863 $91 j809 $2j770 t014

27
28 F1RM PUBUC AUTHORlTY (Rate G-1}
29 FIRM B1LLS $48.44 1t563 1t563 1,507 1,544 11572 1,520 1j559 1j567 1J378 1}769 1,555 11550 18,647
30 Sales: 1-300 1.3180 26}55 23259 21/072 23,078 34j966 82j772 127j113 135J814 1301292 120}845 79,228 39j399 844j592
31 Sates: 301-15000 0.8800 5A35 4,677 5,862 5,066 9,316 14,372 31 1380 49J270 46A93 43295 14,447 10j500 240,112
32 Sales: Over 15000 0.6200 a 0 0 0 0 0 0 0 0 0 0 a 0
33 CLASS TOTAL (Mcf/month) 32~1 90 271935 26,935 28j143 44j282 97j144 158A93 185j084 176}85 164t140 93t675 49j899 1)084j704

34 Gas Charge perMcf $4.58 $4.58 $4.61 $4.61 $4.61 $4.55 $4.55 $4.55 $4.56 $4.56 $4.56 $4.83
35 Gas Costs $147,315 $127,844 $124j138 $129j710 $204j091 $442j345 $721 j698 $842~781 $805}722 $7481089 $426,938 $241 l206 $4t961 l877

36
37 lNTERRUPTIBLE COMMERCIAL (G-2)
38 iNT BlLLS 395.56 2 2 2 2 2 2 3 4 3 3 4 2 31
39 Sales: 1-15000 0.8077 21 8 26 29 70 230 2j682 2~6g1 2A84 3j118 1,729 52 13j141
40 Sales: Over 15000 0.5419 0 0 0 0 0 0 0 0 0 0 0 0 1
41 CLASS TOTAL (Met/month) 21 8 26 29 70 230 21682 2t691 2A84 3~118 1}29 52 13,142
42 Gas Charge perMet $3.30 $3.30 $3.33 $3.33 $3.33 $3.28 $3.28 $3.28 $3.28 $3.28 $3.28 $3.56
43 Gas Costs $69 $27 $85 $98 $232 $755 $8j798 $8,825 $8F159 $10,240 $5,678 $186 $43l152

44
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EXHIBIT GL8-S
ATMOS ENERGY CORPORATrON - KENTUCKY

BILL FREQUENCY WtTH KNOWN & MEASURABLE ADJUSTMENTS
TEST YEAR ENOl NG MAYj 31 2017

CURRENT RATES
Line Total
No. Class ofCustomers Rate Jun-16 Jul-16 Aug-16 Sep-16 Oct-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 May-17 BiHing Units

{a} (b) (c) (d) (e) (n (g) (h) ([) U) (k) (I) (m)

45 INTERRUPTl BLE INDUSTRiAL (G-2).
46 INTBILLS 395.56 8 8 8 7 10 10 8 11 9 9 10 8 106
47 Sales: 1-15000 0.8077 36,084 16J516 18J609 11,153 28243 13,058 22j605 27j711 19]942 34,783 23~586 39j729 2921018

48 Sales: Over 15000 0.5419 0 0 a 0 0 0 2,200 3,796 0 15t609 0 2,015 23,621
49 CLASS TOTAL (Met/month} 36,084 16j516 18,609 1t153 28,243 13,058 24,805 31,507 19J942 50t392 23,586 41,744 315,639
50 Gas Charge perMet $3.30 $3.30 $3.33 $3.33 $3.33 $3.28 $3.28 $3.28 $3.28 $3.28 $3.28 $3.56
51 Gas Costs $119,097 $541511 $62j023 $37t172 $9t132 $42~829 $81~359 $103j341 $65A92 $165A93 $77A57 $148,626 $1j051~533

52
53 TRANSPORTATION fT-4}
54 TRANSPORTAllON BlLLS $390.12 123 123 123 123 123 123 123 123 123 123 123 123 1A76
55 Trans Admin Fee 6j050 6j050 6j050 61050 6tOSO 6~O50 6,050 6,050 61050 6J050 6~050 6j050 $72,600
56 EFM Fee 6,175 6,175 61200 6t025 6f025 61050 6,050 61050 6j050 6t050 6~075 6,075 $731000

57 Parking Fee 31 34 31 40 42 116 143 174 183 70 23 26 $913
58 Firm Transport 1-300 1.4401 341136 331819 34A74 34t611 36t171 36~744 36}30 36j900 36]900 36J900 35,971 35j254 428~61 0
59 Firm Transport 301-15000 0.9615 392j796 381 j594 397247 392A60 449t304 549,285 558,687 639,686 636j082 555A21 4381789 409,871 5]801,222
60 Firm Transport: Over 1500 0.6774 65,829 74,931 67

1
026 73r201 90r281 102A54 109,679 154A99 142A76 114J386 79,183 68,092 1J1421037

61 CLASS TOTAL {Mcf/month) 492j761 490j344 498147 500r272 575,756 688,483 705,096 831 1085 815A58 706107 553,943 513,217 7J371,869
62
63 ECONOMICDEV RIDER (EDR)
64 Firm Transport 1-300 0.9885 0 0 0 0 0 0 0 0 0 0 0 0 0
65 Firm Transport: 301-15000 0.6600 0 0 0 0 0 2,728 2,728 2j728 2j728 2~342 ° 0 13,254
66 Flrrn Transport Over 15000 0.4650 15j917 14J559 14,845 12~932 13~935 16,096 12,868 20j840 16j808 16t256 18,323 171135 190,514
67 CLASS TOTAL (Mcf/month) 15j917 14t559 14,845 121932 13,935 18,824 15,596 23,568 19j536 18t598 18,323 171135 203,768
68
69 TRANSPORTAT10N n-3)
70 TRANSPORTATlON BILLS 388.79 71 71 71 71 71 71 71 71 71 71 71 71 852
71 Trans Admin Fee 3j550 3j550 31550 3,550 3,550 3,550 3,550 31550 3j550 3J550 3~550 31550 $42,600
72 EFM Fee 31500 3]650 3,675 3,200 3,300 3J300 3,300 3j300 3j325 3J325 31325 31600 $40~800

73 Parktng Fee 402 230 311 346 318 282 379 323 227 303 315 248 $3,684
74 Interrupt Transport 1-15000 0.8770 429A75 388J379 413A53 408,790 466,856 483,708 481,947 4841717 47t016 465j642 452~077 436]031 5f382,092

75 Interrupt Transport: Over 15000 0.5884 1761643 177(313 214,564 195,121 229,216 238,740 236,537 287j540 247A96 269J084 192,680 197)844 2,662,779
76 CLASS TOTAL (Mcf/month) 606J18 565t692 628,017 603,911 696,072 722A48 718A84 772j257 7181512 734)726 644,757 633j875 81044

j870
77
78 SPECIAL CONTRACTS
79 TRANSPORTATION BILLS 350.00 15 15 15 15 15 15 15 15 15 15 15 15 180
80 Trans Admin Fee 750 750 750 750 750 750 750 750 750 750 750 750 $9jOOO
81 EFM Fee 700 700 700 700 700 700 700 700 700 700 700 700 $8AOO
82 Parking Fee 7J315 4J248 8,167 51303 41010 11 j880 13j348 9~688 7f OO8 8,231 4,601 8jOGS $91 j803
83 Transported Volumes Various t109~174 1j125~907 1,134j520 t120}17 1~161}21 1~213,200 1,264j580 11356,515 11329A01 1j281,922 1t164,880 1l118

j519 14,381l056

84 Charges forTransport Volumes 184,229 187}33 192,587 185,354 202,793 206,978 215)502 235 t901 2281103 212,926 203,658 190J762 $2,446j525

85 CLASS TOTAL (Mef/month) t109,174 1]125,907 1,134,520 1,120,717 1,161}21 1,213,200 1,264J580 1j356
1515 1j329A01 1j281~922 11164,880 1,1181519 14,38t056

86
87 OTHER REVENUE
88 Service Charges $53 j147 $52,352 $49j875 $61A45 $120j749 $125j695 $56J798 $53,861 $48}64 $61,274 $55j115 $56~750 $795l825

89 Late Payment Fees $64j359 $50A31 $46j693 $45l925 $46j254 $58)12 $99J268 $148,252 $168,155 $162,432 $152j013 $98,892 $1,140J887

90
91 TOTAL GROSS PROFIT $5,809l922 $5,597,374 $5,5891634 $5,563j687 $6,141A50 $7,473j814 $81985J520 $9J772,427 $9230~515 $9t534,436 $7,424j680 $6J303,020 $871426J479

92 Gas Costs $2,113j850 $1,7071941 $1,7381085 $1,745J312 $21944J013 $61971
j277 $11 1854J748 $13J940~763 $13j559~964 $12 t228,925 $6,869J655 $3J703,645 $79,378J177

93 TOTAL REVENUE $7,923j772 $7,305j315 $7,327j719 $7,308j999 $9j085A63 $14A45j091 $20j840t268 $23J713,190 $22l790,478 $21 17631361 $14,294j335 $10jOO6
1665 $166~804j655
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Line
No.

ArMOS ENERGY CORPORAliON a KENTUCKY
SUMMARY OFREVENUE AT PROPOSED RATES

TEST YEAR ENDING MAYt 31 2017

Forward-look1ng Adjustments
Reference Period - Twelve Months Ending 08/31/2015 ToTestYear

Contract Adj. Weather Adj. Customer Conservation Total
Number Volumes BUls and Volumes Total Growth & Efficlency Test Year Proposed

Descriptron Block {Men of B[I]St Unlts AsMetered Volumes (NOAA 2005~2015) Volumes Forecast Adjustments Volumes Mamin

EXH [BIT GLS-6

Proposed
Revenue

(a) (b) (c) (d) (e) (f) (g) {j) m
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
~

21
~

~

U
~

W
~

W
W
~

31
~

ro
M
~

M
~

M

Sates
Firm Sales (G-1) Customer Chrg 1f865,637

Customer Chrg 228,871 (2)
0-300 16~904A16 2~143 (1 j064A47) 15j842~112

301 -15jOOO 1~298j067 {3,225) (68f733) 1]226,109
Over 15,000 0 0 0 0

Interruptible Sales {G-2) Customer Chrg 125 12
a-15~OOO 316j552 (11~394) 305~158

Over 15jOOO 156j226 (132~606) 23,620

Transportation
Customer Charges (T4) Customer Chrg 1,451 25
Customer Charges (T-3) Customer Chrg 833 19
Customer Charges (BpI<) Customer Chrg 204 (24)
Transp. Adm. Fee Customer Chrg 2,464 20
Parked Volumes [1] 963,991 0
EFM Charges
FirmTransportation rr-4) 0-300 420j823 7,787 428~610

301 -15jOOO 5~646j929 1541293 5j801~222

Over 15jOOO 1,191}78 (49,741) 1j 142,037
Econom[c Dev Rider (EDR) 301-15l000 0 13,254 13)254

Over 151000 921773 97,741 190J514.
lnterrupflble Transportat1on (T~3) 0-15,000 5,094A67 287,624 5j382,091

Over 15jOOO 2,598A94 64,284 2j662~778

Total Special Contracts [2] 15,3nj684 (996 l628) 14j381 ,056
Special Contract Reformations
Total Tariff 2,097l121 49,098j209 (566,468) (1 j133,180) 47j398 j 561

Other Revenues
Late Payment Fees
Total Gross Profit

Gas Costs

Total Revenue

[1J Parked Volumes notincluded inTotal Deliver1es.
[2]Based onconfldential infonnation.

Page 1 of 1

SAOO

51,505

59,905 o

15j893,617

t226,109
o

305j 158
23t620

428j610

5,801 j 222
1j 1421037

13j254

190,514
5l382,091

2l662,778

14j38t056

4714501066

$18.25
45.00

1.5800
1.0100
0.7228
375.00
0.8900
0.6000

375,00
375.00
350.00
50.00

0.10
varlous
1.5800
1.0100
0.7228
0.7575
0.5421
0.8900
0.6000
Various

(k)

$34,201 j 175
10~299j 105
25,111 j 914
1,238]370

°51j375

271 1591
14j172

553,500
319j 500
63,000

124j200

96j399

122j 200
Sn j 204

5,859j234

825A64
10j040

103j278

4,790 j 061
1j 597j 667
1A56j880

989j646

88j775j974

795]825
1,162j324

90,734,124

791378j 177

170j 112,301
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Exhibit GLS-8

Analysis of Basis for Normal Heating Degree Days

Far Purposes of Weath er NormaIizati0 n

(November 161 2015)

Purpose:

Atmos Energy has conducted a weather normalization study in accordance with page 12, paragraph 1 of the

final order in KPSC CaseNo. 2013-00148 which states "The Commission will also require that Atmos-Ky. file a

comparison of weather normalization methodologies using time periods including, but not limited tOI 20, 25 1

and 30 years in length. Ii

Process:

Atmos Energy collected monthly Heating Degree Days (HDDs) from 1951 to 2014 for Evansville Regional

Ai rport, Lexington BIuegrass Airport, Nashville International Airport, l.ouisvi lle International Ai rport, and

Paducah Barkley Regional Airport from the National Oceanic and Atmospheric Administration (NOAA). The

Company then compi led that data into annual figures to bu ild the annual HODsfor the Composite Weather

Station which is weighted based on the total Residentjal , Commercial and Public Authority customer

percentages at each weather station.

ln order to compare the "predict ive" value for alternative bases for "normal" HODs,we broke the study into

three different calendar year decades which are 1985-19941 1995-2004, and 2005-2014. For each of these

decades we compared the predictive value of the prior 101 20,251 and 30 year simple average normals.

Results:
First, plotting the 60 years of annual HODs reveals an interesting trendline.

Annual HOD
Atmos Energy (Kentucky)

Although there is significant variation in HODs from year to year] the long term trendline shows a warming

trend during this 60 year period. The Commission expressed a concern in KPSC Case No. 2013-00148 that

Atmos Energy could propose to use NOAA published Normal HDDs (NHDDs) for the period 1981-2010 in its

next Case. The Commis~ion would be inclined to require that a more current time period be used for

establishing NHODs.



Ana lysis of Basis for Normal Heati ng Degree Days

For Purposes of Weather Normalization

(November 16} 2015)

Exhibit GLS-8

Page 2

Based upon the noted decrease in HODs, the Commission's suggestion for a more current time period seems

quite appropriate.

Next, the Company analyzed the ten-year perlod of 2005-2014. If I entering into that decade, the Company

considered alternatives methods of calculating the NHDD basis; average HDDsfor the prior 10, 201 251 and 30

year periods, NHDDs would have set as follows:

Basis:

Average of 10 years (1995-2004)

Average of 20 years (1985~2004)

Averageof 25 years (1980-2004)

Average of 30 years (1975-2004)

NHDDs

4,099
4,089

4J138

4,198

Compared to these alternative NHDD bases} the following graph plots actuaJ annuaJ HDDs for the ten year

period of 2005-2014:
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3,300

D d 2005 2014eca e - •
•
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3,700

3,500

4,100

4,300

3,300
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

--PRIOR 30 YRAVG ==PRIOR 2S YRAVG--PRIOR 20 YRAVG

~=PRIOR 10YRAVG==!i!:"aAVERAGE • ACTUALS

Basis:
10 years (1995-2004)
20 years (1985-2004)

25 years (1980-2004)

30 years (1975-2004)

Percent

Variance

1~1%

O~8%

2.0%

3.5%

# of Years
Warmer Colder

5 5
5 5
6 4

6 4
Actual Average HDDs

for 2005-2014: 4,055
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Then} the Company analyzed the ten-year period of 1995~2004 in the same manner. The NHDDs would have

been:

Basis:

Average of 10 years (1985-1994)

Average of 20 years (1975-1994)

Average of 25 years (1970~1994)

Average of 30 years (1965-1994)

NHDDs

4,079

4,247
4,222

4,258

Compared to these alternative NHDD bases, the following graph plots actual annuaJ HDDs for the ten year

period of 1995-2004:

Decade 1995 -2004

•
••

...
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4,500

4,300

4,100

3,900

3,700

3,500

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004.

- PRIOR 30 YRAVG==PRIOR 25 YRAVG--PRIOR 20 YRAVG

~=PRIOR 10YRAVG~AVERAGE • ACTUALS

Basis:

10 years (1985-1994)

20 years (1975-1994)
25 years (1970-1994)
30 years (1965-1994)

Actual Average HDDs

for 1995-2004:

Percent

Variance
-0.5%

3.6%

3.0%

3.9%

# of Years

Warmer Colder

4 6

6 4

6 4

6 4
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Fjnally, the Company analyzed the ten-year period of 1985~1994 in the same manner. The actual HDDs

experienced during this decade were, on average} fa r warmer than any of the alternative NHOD methods.

The summary table states the results for the anaJysis of that decade:

Basis:

10 yea rs (1975-1984)

20 years (1965-1984)

25 yea rs (1960-1984)
30 years (1955-1984)

Actual Average HODs

for 1985-1994:

Conclusion:

4,079

Percent
Variance

8.2%

6.6%

7.4%

6.9%

# of Years

Warmer Colder

7 3

7 3

7 3

7 3

Based on the past twenty years experience, the Company believes that a 10~year average of actual NOAA

HDDs provides the best predictive basis for NHDDs. The Company will utilize a lO-year average of HODs for

purposes of weather adjusting its billing determinants in KPSC Case No. 2015-00343 and for the computation

of the WNA tariff upon and if approved by the Commission in this Case.
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BEFORE THE PUBLIC SERVICE COMMISSION

COMMONWEALTH OF KENTUCKY

APPLICATION OF ATMOS ENERGY )
)

CORPORATION FOR AN ADJUSTlVIENT )
)

OF RATES AND TARIFF MODIFICATIONS )

Case No. 2015-00343

1

2 Q.

3 A.

4

5 Q.

6 A.

7

8 Q.

9 A.

10

11

12

13

14

15

16

DIRECT TESTIMONY OF JASON L. SCHNEIDER

I. POSITION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Jason L. Schneider. My business address is 5430 LBJ Freeway, Suite

600, Dallas, Texas 75240.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am the Director of Accounting Services for Atmos Energy Corporation (hereinafter

"Atmos" or the "Company").

WHAT ARE YOUR JOB RESPONSIBILITIES?

I am primarily responsible for directing various accounting activities and policies

within the Company. My main duties include the oversight of general accounting,

fixed assets accounting, accounts payable, payroll, and cost allocations, I also serve

on an internal committee which is responsible for the oversight and monitoring of

Sarbanes-Oxley (SOX) compliance. In addition, I work with both our internal and

external auditors on implementing, testing, maintaining and modifying the

Company's accounting controls, as well as interfacing between the auditors and the

Company.

Direct Testimony of Jason L. Schneider Page 1
Kentucky / Schneider



1

2

3

4

5

6

7 Q.

8

9 A.

10

11

12

13

14

15

16

17

18

19

20

21

22 Q.

23 A.

I am also responsible for ensuring effective financial and internal controls for

the Company's accounting processes, system and procedures. I have lcnowledge of

the Company's accounting activities, which include compiling, processing, reporting

and- analyzing financial information to satisfy the requirements of internal

management, internal independent auditors, 'external independent auditors and

regulatory agencies.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND

PROFESSIONAL EXPERIENCE.

I earned a Bachelor of Science degree in Accounting Control Systems from the

University of North Texas in 2000. I also earned a Master of Business

Administration degree in Accounting from the University of North Texas in 2003. I

have worked in various industries for over 18 years in a variety of accounting and

finance staff and management roles.

I have worked in the energy industry for more than 11 years in various

accounting and finance positions. I joined Atmos Energy in 2004 in the Plant

Accounting group and assumed my current role in March 20 11 ~ Before assuming my

current role, I was the Manager of Plant Accounting and reported directly to the

previous Director of Accounting Services. In addition to my other duties as Manager

of Plant Accounting, I worked closely with the Director of Accounting Services in

maintaining the Company's Cost Allocation "Manual ("CAM") to ensure it was

aligned with Atmos' recordkeeping practices.

ARE YOU A MEMBER OF ANY PROFESSIONAL ORGANIZATIONS?

Yes. I am licensed by the State of Texas as a Certified Public Accountant ("CPA").

Direct Testimony of Jason L. Schneider Page 2
Kentucky / Schneider



1 Q~ HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY

2 PUBLIC SERVICE COMMISSION OR OTHER REGULATORY ENTITIES?

3 A. Yes, I have testified before the Kentucky Public Service Commission in Case No.

4 2013-00148. I have also submitted testimony to the Tennessee Regulatory Authority

5 in Docket No. 12-00064 and Docket No. 14-00146, the Kansas Corporation

6 Commission in Docket No. 12~ATMG-564~RTS and Docket No. 14-ATMG-320-

7 RTS, the Public Utilities Commission of the State of Colorado in Docket No. 13AL-

8 04960 and Docket No. 14AL-03000, and the Mississippi Public Service Commission

9 in Docket No. 2015~UN~049.

10

11

12 Q.

13 A.

14

II. PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to authenticate the historical books and records of the

Company and demonstrate the integrity of the financial information that has been

15 filed in this case. I am also providing testimony concerning the CAM which

16 describes the methodology for shared services cost allocations,

17 Q.

18

19 A.

ARE YOU SPONSORING ANY OF THE FILING REQUIREMENT IN TIDS

CASE, AND, IF SO WIDeR REQUIREMENTS?

Yes, I am sponsoring the following specific filing requirements of Section 16 of 807

20 K.A.R.5:001 1
:

1 This regulation prescribes numerous filing requirements (FRs). The FR abbreviations used are to the
applicable subparts of Section 10 of 807 K.A.R. 5:001.

Direct Testimony of Jason L. Schneider Page 3
Kentucky / Schneider



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

FR 16(7)(k)

FR 16(7)(1)

F.R 16(7)(rn)

FR 16(7)(P)

FR 16(7)(q)

FR 16(7)(r)

FR 16(7)(u)

Most recent FERC Form 1 (electric), FERC FOlID 2, or the

Automated Reporting Management Information System Report

(telephone) and PSC Form T (telephone);

The annual report to shareholders or members and the

statistical supplements covering the most recent two (2) years

from the application filing date;

Current chart of accounts if more detailed than Uniform

System of Accounts chart;

SEC's annual report for most recent 2 years, Form 10-I(s and

any FOlID 8-Ks issued during prior 2 years and any Form 10-

Qs issued during past 6 quarters;

Independent auditors annual opinion report, with any written

communication which indicates the existence of a material

weakness in internal controls; and

Quarterly reports to stockholders for the most recent five

quarters.i

Detailed description of method of calculation and amounts

allocated or charged to utility by affiliate or general or home

office for each allocation or payment;

2 Other than its quarterly report on Form 10-Q filed with the Securities and Exchange Commission) the
Company does not publish quarterly reports to shareholders. Accordingly, no information is actually provided
pursuant to FR 16(7)(r) because the Forms lO-Q are provided pursuant to FR 16(7)(p).

Direct Testimony of Jason L. Schneider Page 4
Kentucky / Schneider



RECORDS IN THE REGULAR COURSE OF BUSINESS?

UNDER YOUR DIRECTION?

Yes~

III. AUTHENTICATION OF BOOKS AND RECORDS

most recent five years, base period, forecast period and two (2)

years beyond

Comparative fmancial data and earnings

base period is reasonable;

Comparative income statements, revenue and sales statistics

Yes, for the areas under my direction (which do not include gas accounting or

and estimated amounts to be allocated during forecasted test

period;

demonstrate that each amount charged, allocated or paid during

was determined; and

Method and amounts allocated during base period and method

All facts relied upon, including other regulatory approval, to

Explain how allocator for both base and forecasted test period

FR 16(8)(i)

taxation).

ARE THE BOOKS AND RECORDS OF THE .COMPANY PREPARED

HOW DOES ATMOS MAINTAIN AND UTILIZE ITS BOOKS AND

DO YOU ADOPT THESE FILING REQUIREMENTS AND MAKE THEM

FR 16(8)(k)

PART OF YOUR TESTIMONY?

1

2

3

4

5

6

7

8

9

10

11

12

13 Q.

14

15 A.

16

17

.18 Q.

19

20 A.

21

22 Q.

23

Direct Testimony of Jason L. Schneider Page 5
Kentucky / Schneider



1 A.

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 Q.

17

18 A~

19

20

21

22

23

Atmos maintains its books and records in accordance with the Federal Energy

Regulatory Commission's (FERC) Uniform System of Accounts (USOA) and

Generally Accepted Accounting Principles (GAAP). The USOA is the prescribed

methodology for maintaining utility records in all of the state jurisdictions which

regulate the Company's natural gas utility operations, which currently include

Colorado, Kansas, Kentucky, Louisiana, Mississippi, Tennessee, Texas and Virginia.

Atmos' accounting organization utilizes integrated computerized business systems to

efficiently process, record and maintain transactions generated in the regular course

of business. Financial transactions are created and entered into the system at or near

the time of the transaction by the responsible personnel in various divisions having

personal knowledge, or acting in reliance on information transmitted by persons

having personal knowledge of the transactions, as well as of the applicable

accounting procedures and requirements. Reports are generated by the system in the

regular course of business to assist in management's review of the results of

operations and to assist in the analysis of the cost data of gas operations.

AS DIRECTOR OF ACCOUNTING SERVICES, HOW DO YOU ASSURE

YOURSELF THAT TRANSACTIONS ARE RECORDED PROPERLY?

As Director of Accounting Services, I have personal knowledge of the organizational

business processes and staffing in the Controllership function, The Controller's

organization is staffed with highly qualified accounting managers and staff, with

many accounting positions filled by CPAs, The managers in the organization are

charged with the responsibility to inspect, review and revise, if appropriate, the work

of the accountants they supervise. To fill certain management positions, an individual

Direct Testimony of Jason L. Schneider Page 6
Kentucky I Schneider



1

2

3

4

5

6

7 Q.

8

9 A~

10

11

12

13

14 Q.

15

16

17 A.

18

19

20

21

22

23

is required to have an accounting degree as well as significant accounting experience,

We have established and maintained controls that ensure the accuracy of our books

and records. These controls help identify any necessary adjustments to accounting

entries which are then recorded to the original books and records in a timely manner.

Additionally, Atrnos contracts with KPMG LLP ("KPMG") for internal audit

services. This group periodically performs reviews of those controls,

WHAT TYPES OF REGULAR AUDITS ARE CONDUCTED TO

AUTHENTICATE ATMOS ENERGY'S BOOKS AND RECORDS?

Atmos' books and records are audited annually by the independent public accounting

firm of Ernst & Young LLP ("EY"). In addition, EY also performs reviews of

Atmos' quarterly financial statements. These audits and reviews are conducted in

accordance with the standards of the Public Company Accounting Oversight Board

(United States).

ARE THE COSTS RECORDED ON THE COMPANY'S BOOKS AND

RECORDS SUPPORTED BY UNDERLYING INVOICES OR OTHER

RECORDS?

Yes. In order for an item to be recorded in the Company's general ledger, there must

be an invoice or other underlying supporting documentation. The former, for

example, may be in the form of a billing invoice received from a vendor. The latter,

for example, may be in the form of an employee's timesheet. The manager of a

specific cost center or project is responsible for reviewing, coding and approving

invoices or other underlying supporting documentation that are charged to that

particular manager's cost center or project.

Direct Testimony of Jason L~ Schneider Page 7
Kentucky I Schneider



1 Q.

2 A.

3

4

5

6 Q.

7

8 A.

9

10

11

12

13

14 Q.

15

16 A.

17

18

19

20

21

22

23

WHAT DO YOU MEAN BY COST CENTERS?

As described in the Company's CAM, a cost center is a designation generally utilized

for the assignment of departmental cost responsibility and internal management

reporting. Employees with responsibility for these functional areas are delegated a

certain level of authority to conduct the business of the Company.

HOW ARE THESE AUTHORITY LEVELS DETERMINED OR

DELEGATED WITHIN THE COMPANY?

The Board of Directors initially delegates authority to the chief executive officer of

the Company who then authorizes the controller to further delegate authority to others

throughout the Company as necessary. The Controller's approval of authority limits

is generally based on a review of the needs and recommendations from those

requesting authority limit changes. Approved authority limits are maintained in a

secure table within the Company's accounting system.

DOES THE COMPANY HAVE IN PLACE ANY PROCESS OR SYSTEM FOR

THE REVIEW AND VALIDATION OF INVOICES?

Yes. Most invoices are scanned into an accounts payable processing system called

"Markview' when they are received by the Company. Once scanned, an image of the

invoice is routed electronically to the appropriate cost center owner. The cost center

owner reviews and electronically codes and approves the invoice within the

established approval hierarchy. As a part of this process, the cost center owner is

responsible for ensuring the cost is valid, just, and reasonable. If the amount of the

invoice exceeds the authority limit of the initial approver, it is automatically escalated

through the approval hierarchy to a person with the appropriate level of authority. A

Direct Testimony of Jason L. Schneider Page 8
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2

3

4 Q.

5

6

7 A~

8

9

10

11

12

13

14

15

16 Q.

17

18

19 A~

20

21

22

23

similar review process is performed at each level within the approval hierarchy. Once

final approval has been obtained, the invoice is submitted to the accounts payable

department for final payment

DOES THE COMPANY HAVE IN PLACE ANY PROCESS OR SYSTEM FOR

THE REVIEW AND VALIDATION OF COSTS THAT ARE NOT

PROCESSED THOUGH MARKVIEW?

Yes. Certain invoices and other requests for payment that are not presented as an

invoice are processed outside of Marlcview ~ Examples of these types of documents

include, but are not limited to, tax returns, contracts for certain outside services, or

certain wire transfer requests. The process for the review, coding and approval of

these costs is the same, except that the process may be manual in nature rather than

electronic, The Company employee in charge of this documentation is responsible

for ensuring the cost is valid, just, and reasonable, Coding and approvals are

performed within the approval hierarchy. Once final approval has been obtained, the

documentation is submitted to the accounts payable department for final payment.

ARE THERE ANY OTHER ACCOUNTING CONTROLS OR PROCESSES IN

PLACE TO ENSURE THE ACCURACY OF THE COMPANY'S BOOKS AND

RECORDS?

Yes. The Company executes a series of detective monitoring controls designed to

identify and explain material and/or unusual costs that have been recorded in the

general ledger. Occasionally, errors are found and they are typically corrected in the

following month's reporting period, unless they are materiaL If material, these errors

are corrected in the current month,

Direct Testimony of Jason L. Schneider Page 9
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Additionally, the Chief Executive Officer and ChiefFinancial Officer must certify the

Company's annual and quarterly financial statements and must attest to and report on

the Company's system of internal control. To facilitate this effort, the Company

outsources its internal audit function to KPMG to conduct tests of the Company's

system of internal control. These tests are developed to ensure the system of internal

control has been designed effectively and that the controls are functioning as designed

as of the end of the Company's fiscal year.

PLEASE DESCRIBE THE PROCESS USED TO TEST INTERNAL

CONTROLS.

The Company maintains a SOX steering committee, which is responsible for the

oversight and monitoring of Sarbanes-Oxley compliance. This committee is

comprised of myself, the Vice President and Controller, the Director of Financial

Reporting, the Director of Information Security and the Vice President of Finance for

the Company's non-regulated activities.

During the first quarter of the fiscal year, the Director of Financial Reporting

and I meet with the internal auditors to review our listing of key controls to assess

whether changes to that list should be made based upon changes in the risk profile or

organization of the company. A key control is defined as a control necessary to

mitigate the risks and ensure financial reporting is reasonable and materially correct

The internal audit group will develop a testing plan based upon these key controls that

is reviewed and approved by the SOX steering committee. The key controls are

tested throughout the year. If issues arise, they are individually addressed by a

steering committee member who has knowledge of the affected areas. The SOX

Direct Testimony of Jason L~ Schneider Page 10
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steering committee meets regularly to assess the progress and review the results of the

testing. During this process, all findings are discussed and the steering committee

will determine whether the finding should be considered a control deficiency, a

significant deficiency or a material weakness, A control deficiency exists when the

design or operation of a control does not allow management or employees to prevent

or detect misstatements in financial reporting on a timely basis. A significant

deficiency is a control deficiency which adversely affects the Company's ability to

report external financial data reliably, with more than a remote likelihood that an

inconsequential misstatement of the Company's financial statements will not be

prevented or detected. A material weakness is a significant deficiency that results in

more than a remote likelihood that a material misstatement of the financial statements

will not be prevented or detected,

At the end of the fiscal year, the steering committee makes recommendations

regarding the effectiveness of the Company's internal control structure to be included

in the internal auditor's final report to the audit committee.

PLEASE SUMMARIZE THE RESULTS OF TESTING FOR THE MOST

RECENTLY COMPLETED FISCAL YEAR.

The most recent fiscal year available is fiscal 2015. A total of 209 key controls

related to the Company's natural gas distribution operations were tested. Two control

deficiencies were identified. No significant deficiencies or material wealrnesses were

identified. The two deficiencies plan to be remediated early in fiscal 2016.

Direct Testimony of Jason L. Schneider Page 11
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1 Q. ARE THESE CONTROL DEFICIENCIES THE SAME DEFICIENCIES

2 THAT WERE IDENTIFIED IN YOUR TESTIMONY BEFORE THE

3 KENTUCKY PUBLIC SERVICE COMMISSION IN CASE NO. 2013-00148?

4 A~ No, The deficiencies identified in fiscal 2015 are not the same deficiencies identified

5 before the Kentuclcy Public Service Commission in Case No. 2013-00148.

6 Q. ARE THE COMPANY'S TESTS OF INTERNAL CONTROL SUBJECT TO

7 EXAMINATION BY AN INDEPENDENT REGISTERED PUBLIC

8 ACCOUNTING FIRM?

9 A. Yes. As a publicly traded company, Atrnos is required to have an independent

10 registered public accounting firm audit management's public assertions regarding the

11 Company's system of internal controL EY serves as the Company's independent

12 registered public accounting finn.

13 Q. CAN YOU SUMMARIZE THE PROCESS USED BY EY TO PERFORM ITS

14 ATTEST FUNCTION?

15 A. Yes. EY will perform independent tests regarding the design of the Company's

16 internal control function and the effectiveness of the controls as of the end of the

17 fiscal year. They will rely, in part, on the work performed by the internal auditors in

18 completing their audit procedures. Upon completion of their work, EY will issue an

19 audit report summarizing their findings, which is included in the Company's annual

20 report on Form lO-K.

21 Q. DID EY'S MOST RECENT REPORT DIFFER FROM THE FINDINGS OF

22 MANAGEMENT?

Direct Testimony of Jason L. Schneider Page 12
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No. EY issued an unqualified audit report for fiscal 2014, which means that they

agreed with management's assertions.

ARE THERE OTHER TYPES OF REGULAR AUDITS AND REVIEWS

THAT ARE CONDUCTED OF ATMOS' BOOKS AND RECORDS?

In addition to the audit of internal control, EY also conducts an annual audit of

Atmos' books and records. In addition, EY performs reviews of Atrnos' quarterly

financial statements. These audits and reviews are conducted in accordance with the

standards of the Public Company Accounting Oversight Board (United States).

HOW DOES THE ACCOUNTING SYSTEM ALLOW FOR THE SEPARATE

RECORDING AND TRACKING OF COSTS FOR ATMOS' UTILITY

DIVISIONS?

Direct costs are charged directly to the natural gas distribution division which has

incurred the costs. In addition, technical and support services are provided to the

distribution divisions by centralized shared services departments primarily located at

the Atmos headquarters in Dallas. These centralized functions include, but are not

limited to, accounting, human resources, legal, treasury, risk management, etc. The

costs for these shared services are allocated to the operating divisions.

WERE THE BOOKS AND RECORDS OF THE COMPANY PROVIDED TO

COMPANY WITNESSES FOR UTILIZATION IN THEIR ANALYSIS FOR

RATEMAKING PURPOSES?

Yes.

Direct Testimony of Jason L. Schneider Page 13
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IV. COST ALLOCATION MANUAL

WHAT IS THE COST ALLOCATION MANUAL?

The Cost Allocation Manual (CAM), contained in Exhibit JLS-I, describes and

docrunents the process whereby allocations are made within the books and records of

the Company. These include allocations of various common expenses which are

incurred for the benefit of two or more of the Company's rate divisions and are

therefore allocable to those rate divisions. Additionally, the CAM: also describes and

documents the processes whereby allocations are made between Atmos and its

affiliates and between affiliates.

ARE YOU RESPONSIBLE FOR OVERSIGHT OF THE CAM?

Yes. I coordinate and oversee the updating and filing of the CAM.

PLEASE DESCRIBE THE mSTORY OF THE CAM.

Although the Company had been utilizing the allocation methodology described in

the CAM for many years prior, the CAM was fonnal1y documented in response to

807 K.A.R~ 5:080, and was first filed with the Commission in April of 200 1. Atmos

is required to update the CAM each year. The Company has used the CAM: to

document its allocation processes in the regular course of business since it was first

filed.

ARE THE ALLOCATIONS DESCRIBED IN THE CAM USED IN EVERY

JURISDICTION IN WmCH ATMOS ENERGY OPERATES?

Yes. The CAM is uniformly applied in all eight states in which Atmos has regulated

utility operations for the allocation of common costs among Atmos' various operating

divisions, including Kentucky,

Direct Testimony of Jason L. Schneider Page 14
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1 Q. DOES THE CAM DESCRIBE HOW TO ALLOCATE BALANCE SHEET

2 AMOUNTS?

3 A.

4

No. The CAM describes how to allocate expense items from Atmos' income

statement. Investment or balance sheet items are not allocated within Atmos

5 "Energy's books and records. Investment amounts are allocated only for ratemaking

6 purposes in the context of a rate filing or certain regulatory reports.

7 Q. IN YOUR OPINION, DOES THE COMPANY'S ALLOCATION PROCESS

8 UNIFORMLY AND CONSISTENTLY ALLOCATE COMMON OR SHARED

9 SERVICES COSTS?

10 A. Yes, the allocation process described in the CAM operates fairly and reasonably in

11 allocating those costs on a uniform basis, both as between Atmos' various operating

12 divisions and affiliates and between the various regulatory jurisdictions in which the

13 Company operates.

14 Q.

15 A.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes~

Direct Testimony of Jason L. Schneider Page 15
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Exhibit JLS-1

1" Introduction:

a. Corporate Structure

Atmos Energy Corporation (Atmas or the Company) operates its Regulated Operations
through seven operating divisions in 8 states. The seven operating divisions and their service
areas are:

Division
Atmos Energy Colorado-Kansas Division
Atmas Energy Kentucky/Mid-States Division
Atrnos Energy Louisiana Division
Atmos Energy Mid-Tex Division

Atrnos Energy Mississippi Division
Atmas Energy West Texas Division
Atmas Pipeline - Texas Division

Service Area
Colorado, Kansas
Kentucky, Tennessee, Virginia
Louisiana
Texas, including the Dallas/Fort
Worth metropolitan area
Mississippi
West Texas
Intrastate pipeline business in Texas

These operating divisions are not subsidiaries or separate legal entities. Therefore, by
definition, they cannot be considered affiliates of Atmos.

Technical and support services are provided to the operating divisions by centralized shared
services departments primarily located at the Atmas headquarters in Dallas. These centralized
functions currently include, but are not limited to, accounting, gas supply, human resources,
information technology, legal, rates and customer support. The costs for these shared
services are allocated to the operating divisions. In addition, for operating divisions that
operate in more than one rate jurisdiction, costs from an operating division's general office are
allocated to separate rate divisions within the operating divlslon.

In addition to its regulated businesses, Atmas also has Nonregulated Operations, which are
operated through Atmos Energy Holdings, lnc., a wholly-owned subsidiary of Atmos, and its
various wholly-owned subsidiaries. These subsidiaries are separate legal entities and are
considered affiliates of Atmos.

The Company's current legal entity organization chart is contained in Appendix A.

Note that the descriptions contained herein do not address tariffed services,

bll Accounting:

Atrnos' account coding structure enables it to capture the costs for allocable activities.
Expenses, assets, and liabilities for Atmos' shared services and other operating division
general office divisions are coded to applicable location codes and cost centers as necessary,
and are then allocated to the appropriate rate divisions based upon the methodologies
described herein. Allocations recorded in the books and records of the Company are primarily
for management control purposes and may not reflect the allocation methodology used for rate
making purposes.

Atmos' account coding structure is as follows:
2
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Company Cost
Center

3 digit 4 digit

FERC
Account
4 digits

Sub­
Account
5 digits

Service
Area
6 digits

Future
Use
4 digits

Within the above coding structure, "Company" and "Cost Center" are primarily utilized for
internal management responsibility reporting purposes for Atrnos' operating divisions. The
terms "Company" and "Cost Center" are defined in the glossary beginning below. Utilization of
the "Company" or "Cost Center" fields is not suitable for meaningful financial or regulatory
reporting purposes.

The FERC account field contains the three-digit FERC USOA account plus one extension digit
which in some cases is utilized by the FERC USDA.

The first three digits of the Service Area field are the primary coding utilized for cost allocations
within Atmas and is generally referred to as "rate division number", This portion of the field
denotes Atmas' various rate divisions as well as the Company's various shared services and
operating division general office divisions. These codes are the primary source of information
for regulatory reporting and rate activity. The remaining three digits represent "town" location
which is utilized only for some accounts. Atmas Pipeline-Texas uses the final three digits of
the service area to represent the actual storage or compressor facility; however, this is used
for O&M expenses only.

ell Glossary of Terms:

The following terms are defined for purposes of this document only:

Affiliate - One or more of Atmos' subsidiaries.

Below the Line - Amounts which are generally not included in an analysis of costs from
which gas service rates are derived.

Company - In general terms, it refers to Atmos Energy Corporation. Within the context
of the account coding string, this term represents an operating division, wholly-owned
subsidiary or other legal entity controlled by Atmas.

Composite Factor - The Company's general allocation factor which is derived for each
applicable area based upon the simple average of gross plant in service, average
number of customers and direct operation and maintenance expenses for each
applicable area,

Corporate Headquarters - The headquarters of Atmos Energy Corporation located in
Dallas, Texas.

Cost Centers - Account coding which denotes an area of cost responsibility. This
coding is used primarily for management purposes.

3
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Customer Factor - The Company's general allocation factor which is derived based on
the average number of customers of the Operating Divisions that receive allocable costs
for the services provided.

Direct Charges - Those charges which may originate in a shared services department
or operating division general office division or a rate division which are booked directly
to the applicable rate division.

FERC USOA - The Uniform System of Accounts as prescribed by the Federal Energy
Regulatory Commission.

Municipal Jurisdiction - For Atmos' operations in Texas, each municipality which it
serves has original jurisdiction over rates.

Non-regulated Operations - Represents the Company's natural gas marketing and
nonregulated pipeline, storage and midstream operations controlled by Atmos Energy
Holdings, lnc., a wholly-owned subsidiary of Atmos Energy Corporation.

Operating Division - An unincorporated division of Atmos Energy Corporation that
contains at least one rate division that is responsible for the management of the
Company's Regulated Operations. Operating divisions are not subsidiaries or separate
legal entities. As such, they do not have separate equity or debt structures.
Additionally, the divisions do not keep separate books and records.
Operating divisions with multiple rate divisions have one operating division general
office rate division in addition to rate divisions corresponding to regulatory jurisdictional
areas~

Operating Division General Office - Administrative offices that are located outside of
shared service offices which serve as the base of operations and central office for each
"operatlnq division."

Rate Division - Often referred to as an operating rate division, it denotes Atmos'
regulatory jurisdictions that are defined by state boundaries, geographic boundaries
within states or municipal boundaries within the State of Texas. The term also denotes
Atmos' various shared services and operating division general office divisions. These
divisions are the primary source for regulatory reporting and rate activity for an area in
which rates have been set by a regulatory authority such as the Colorado Public Utilities
Commission. Rate divisions are identifiable in the Company's account coding strinq.
As such, costs are accumulated within the general ledger and represent the sum of
direct costs plus costs allocated to the rate division.

Regulated Operations - Represents the Company's six regulated natural gas
distribution operating divisions operating in 8 states and the Company's regulated
intrastate pipeline operations in the State of Texas.

Service Area - The portion of the Company's account coding structure of which the first
three digits denote rate division. The last three digits of this code denote "town". which
is used only in certain instances. Atmas Pipeline-Texas uses the final three digits of the
service area to represent the actual storage or compressor facility; however, this is used
for O&M expenses only.
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Shared Services - The Company's functions that serve multiple rate divisions. These
services include departments such as legal, billing, call center, accounting, information
technology, human resources, gas supply, rates administration among others. Shared
Services is comprised of Shared Services - General Office and Shared Services ­
Customer Support

Shared Services - Customer Support - Shared Services functions that include billing,
customer call center functions and customer support related services.

Shared Services - General Office - Shared Services functions that include all other
functions not encompassed by Shared Services - Customer Support

The following are divisions of Atmos Energy Corporation:

Almas Energy Colorado-Kansas Division is a regulated operating division that
serves approximately 170 communities throughout Colorado and Kansas, including the
cities of Olathe, Kansas, a suburb of Kansas City and Greeley, Colorado, located near
Denver.

Atmas Energy Kentucky/Mid~StatesDivision is a regulated operating division that
operates Kentucky, Tennessee and Virginia. The service areas in these states are
primarily rural; however, this division serves Franklin, Tennessee, and other suburban
areas of Nashville,

Atmas Energy Louisiana Division is a regulated operating division that serves nearly
300 communities, including the suburban areas of New Orleans, the metropolitan area
of Monroe and western Louisiana. Direct sales of natural gas to industrial customers in
Louisiana, who use gas for fuel or in manufacturing processes, and sales of natural gas
for vehicle fuel are exempt from regulation and are recognized in our natural gas
marketing segment.

Almas Energy Mid~TexDivision is a regulated operating division that serves
approximately 550 incorporated and unincorporated communities in the north-central,
eastern and western parts of Texas, including the Dallas/Fort Worth Metroplex. The
governing body of each municipality we serve has original jurisdiction over all gas
distribution rates, operations and services within its city limits, except with respect to
sales of natural gas for vehicle fuel and agricultural use. The Railroad Commission ·of
Texas (RRC) has exclusive appellate jurisdiction over all rate and regulatory orders and
ordinances of the municipalities and exclusive original jurisdiction over rates and
services to customers not located within the limits of a municipality.

Atmas Energy Mississippi Division is a regulated operating division that serves about
110 communities throughout the northern half of the state, including the Jackson
metropolitan area.

Almas Energy West Texas Division is a regulated operating division that serves
approximately 80 communities in West Texas} including the Amarillo, Lubbock and
Midland areas, Like our Mid-Tex Division, each municipality we serve has original
jurisdiction over all gas distribution rates, operations and services within its city limits,
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with the RRC having exclusive appellate jurisdiction over the municipalities and
exclusive original jurisdiction over rates and services provided to customers not located
within the limits of a municipality.

Atmos Pipeline - Texas Division is a regulated pipeline and storage division that
transports natural gas to ou r Mid-Tex Division, transports natu ral gas for th ird parties
and manages five underground storage reservoirs in Texas. These operations include
one of the largest intrastate pipeline operations in Texas with a heavy concentration in
the established natural gas-producing areas of central, northern and eastern Texas,
extending into or near the major producing areas of the Texas Gulf Coast and the
Delaware and Val Verde Basins of West Texas. Nine basins located in Texas are
believed to contain a substantial portion of the nation's remaining onshore natural gas
reserves. This pipeline system provides access to all of these basins.

The following are affiliates of Atmos Energy Corporation:

Blueflame Insurance Services, LTO is a wholly-owned subsidiary of Atmos Energy
Corporation that was created to provide cost-effective property insurance coverage for
Atmas Energy and its subsidiaries. It was chartered in Bermuda effective December 16 J

2003, and became operational as of January 1, 2004a It is incorporated under
Bermuda's insurance law and regulations and is fully capitalized under the requirements
of applicable Bermuda law.

Atmos Energy Services, LLC was established on April 1, 2004 to provide natural gas
management services to Atmos Energy's natural gas distribution operations, other than
the Mid-Tex Division. These services include aggregating and purchasing gas supply,
arranging transportation and storage logistics and ultimately delivering the gas to Atmas
Enerqy's natural gas distribution service areas at competitive prices. AES provided
these services through December 31, 2006. Effective January 1 J 2007, the gas supply
department within shared services began providing these services. However, AES
continues to provide limited services to the natural gas distribution operations of Atmos
Energy.

Phoenix Gas Gathering Company is a wholly owned subsidiary of Atmos Gathering
Company, LLC, and was created to develop, own and operate a non-regulated natural
gas gathering system located in Kentucky.

Almas Gathering Company, LLC is a wholly owned subsidiary of Atmos Pipeline and
Storage, LLC and was created to conduct our non-regulated natural gas gathering
operations.

Almas Energy.Holdings, Inc. is the parent company of Atmos Energy
Corporation's non-utility operations.

Almas Energy Marketing, LLC provides a variety of non-regulated natural gas
marketing services to municipalities, natural gas utility systems and industrial natural
gas customers in 22 states primarily located in the southeastern and Midwestern states
and to our Kentucky, Louisiana and Mid-States utility divisions.
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Atmos Exploration and Production, Inc~ holds some insignificant Kentucky
production interests which the Company succeeded to when it acquired Western
Kentucky Gas Company in 1989. This subsidiary is functionally inactive as the
Company does not actively engage in the exploration and production business.

Atmas Pipeline and Storage, LLC owns or has an interest in underground storage
fields in Kentucky and Louisiana. The utility divisions of Atmas Energy also use these
storage facilities to reduce the need to contract for additional pipeline capacity to meet
customer demand during peak periods.

Almas Power Systems, Incli constructs gas-fired electric peaking power generating
plant and associated facilities and may enter into agreements to either lease or sell
these plants. Since 2001,2 sales-type lease transactions have been executed.

Egasco, LLC was, several years ago, engaged in the marketing and sale of natural gas
to large-volume commercial and agricultural customers in West Texas. Egasco no
longer serves any customers.

Fort Necessity Gas Storage, LLC is a wholly owned subsidiary of Atmas Pipeline and
Storage, LLC, and was created in 2009 to construct and operate a non-regulated salt­
cavern gas storage project in Louisiana. In March 2011, we recorded a $19a3 million
charge to substantially write off our investment in Fort Necessity.

Trans Louisiana Gas Storage, Inclt owns a minority interest in a salt dome storage
facility in Louisiana. This facility is used to serve utility and non-utility customers.

Trans Louisiana Gas Pipeline, Inc.. owns and operates an intrastate pipeline system in
Louisiana. This facility is used to serve utility and non-utility customers.

UCG Storage, Inc~ owns certain storage field interests in Kentucky which are used to
serve utility customers.

WKG Storage, Inc~ owns certain storage field interests in Kentucky which are used to.
serve utility and non-utility customers.
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Service:

Description:

Current Provider
of Service

Current Use of
Service

Basis for
allocation

Exh ibit JLS-1

Capitalized overhead (general)

Overhead related to capital expenditures

Shared Services
Atmos Pipeline - Texas Division
Louisiana Division operating division genera] office
Kentucky/Mid-States Division operating division general office
Colorado-Kansas Division operating division general office
Mid-Tex Division
Mississippi Division
West Texas Division

Rate divisions

Capitalized overhead costs are accumulated by operating division (and state revel for
multiple state divlslons). Each operating division (and state) sets an application rate
at the beginning of the year based on projected expenditures. As expenditures for
CWIP and RWIP are recorded overhead is applied at the application rate.
Perlodically, the application rate is reviewed. Shared services overhead is allocated
to operating divisions based on operating division capital expenditures. At the end of
each quarter. the amount that has accumulated in the OH project is cleared to all
eligible projects that incurred charges during that quarter, on a pro rata basis

General Ledger Entries: Example Only

ssu BU 010

(3b)
(3b)

(3a)

ssu au 010
Cash

ACCj131 $1,000 11)

SSU BU 010
Adm in istrafive

Expenses
Tra nsferred

Acct. 922
Cost Center 1910 ...

General Office
Remaining

Adm in istrative
Expenses

Transferred
Acct. 922

$180 (3b)

... (1)

,.. (4)

SSU BU 010
Accounts Payable

Acct. 232

$1 '0001 $1,000 '(1)

ssu BU 010
Adm in istrative

& General
Acct. 920

Cost Center 1910I $200'(2)

Rate Div Office
Mid States Div OOS fr"

Adm in lstrative
Expenses

Tra nsfe rred
Acet. 922

$10~5)

r (1)

.. (2)

(4a)

SSU BU 010
Office Supply
and Expe nse s

Acet. 921
Cost Center XXXX *

$1'0001

SSU BU 010
Construotion Work

in Progress
Acct. 107

Rate Div Office
Mid States Div ~Rem a in Eng

Adm i nlstralive
Expenses

Tra nsfe rred
Acct, S22

Ad m i nistrative
Expenses

Tra nsfe rred
Acct. 922

Cost Center XXXXI $flOO'(3)
$400 (3a)

IGe ne ral Office ~ Div 091 I
Ad m inistrativa

Expenses
Tra nsfe rred

Aoct.922
r (3) $600

r' (5) $10

* Cap rate = 20%
** Many rate dhAsion offices exist within Mid-States in addition to Div 009.

Flow of Activity
,. (1) Purchase Office S uppUes
,. (2) Capitalize Overhead is calculated based on cost center capUalizaUon percentage
,.. (3) Allocating Shared Services Expenses to General Offices - 60% Allocation rate for Illustratlon purposes only
(3a) Allocation to remaining general offices
(3b) Allocate capitalization credits to business units

.. (4) Allocating Shared Sel"\lices Expenses to Rate Di'ision Office - 25% Allocation rate for illustration purposes only
(4a) Allocation to remaining dhAsion offices

,. (S) Allocating Shared SenAces CapltaUzaUon Credit to Rate DioJsfon Office - 50% Allocation rate for illustration purposes only

Note: Please see the allocation of expenses from General Office to State Regional Office to Rate Division on the following pages:
West Texas - 17 1 Colorado/Kansas - 19 t l.oulslana - 23
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Service:

Description:

Current Provider
of Service

Current Use of
Service

Basis for
allocation

Stores overhead

Overhead related to inventory warehousing is allocated to materials as
issued.

Shared Services
Operating division general office

Atmos Pipeline - Texas Division
West Texas Division rate divisions
Louisiana Division rate divisions
Kentucky/Mid-States Division rate divisions
Mid-Tex Division rate division
Colorado-Kansas Division rate divisions
MisSlssippi Division rate division

Overhead costs associated with inventory lterns, including rent, labor and
supervision are accumulated by operating division. Each operating division
sets an application rate at the beginning of the year based on projected
overhead and materials activity. As materials are issued from the warehouse,
the overhead assigned is also allocated to the same account.. Periodically,
the balance in the undistributed stores overhead account is compared to the
materials on hand balance and a new rate is determined. Shared Services
stores overhead is allocated monthly to the operating divisions based on
number of meters.

Exhibit JLS-1

General Ledger Entries: Example Only

SSU BU 010
Cash

Acct, 131
$100 (1)

$2 (3a)

,. (1)

SSU BU 010
Inventory

$100 $100 (2) ,. (2)

(3b)

Rate Div Office
Mid States Div 009 **
Construction Work

in Progress
Acct 107
$100

$2

SSU BU 010 SSU BU 010
Stores Expense Accounts

Undistributed Payable
Acct, 163 Acct. 232

(3a) $2 $2 (3b) (3a) $2 $2 (3a)

** Many rate division offices exist within Mid-States ln addition to Div 009.

Flow of Activity
1 Purehase 1nventory - Material
2 Issue lnventory to Capital Project

3a Incurring Inventory Expense
3b Apply Inventory Storage Rate

Assume 2%
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Service:

Description:

Current Provider
Of Service

Current Use of
Service

O&M Expenses in Shared Services - Customer Support cost centers

Includes all expenses for Customer Support. (Division 012)

Shared Services

West Texas Rate Divisions
Mid-Tex Division
Louisiana Rate Divisions
Kentucky/Mid-States Rate Divisions
Colorado-Kansas Rate Divisions
Mississippi Division

Exhibit JLS-1

Basis for
allocation

Costs are allocated to the applicable operating division general office in total
based on the average number of customers in each operating division as a
percentage of the total number of customers in all of the operating divisions.
From the operating division general office Divisions Customer Support
charges are allocated to rate divisions using the average number of
customers in each rate division.

General Ledger Entries: Example Only
SSU BU 010

Office Supply SSU BU 010

SSU BU 010 SSU BU 010 and Expenses * Administrative
Cash Accounts Paya ble Acct. 921 Expenses

Acet. 131 Acet. 232 Cost Center XXXX Transferred

I

$1,OOO~1) ,. (1) $1'0001 $1l000i1)
r (1) $1'0001 Acct. 922

1:
400 ~2)
600 (2a)

General Office General Office Rate Div Office Rate Div Office
Remaining Mid States M Div 091 Mid States Div 009 ** Mid States -Remain ing

Adm inistrative Administrative Adm inistrative Administrative
Expenses Expenses Expenses Expenses

Tra nsferred Transferred Transferred Tra nsfe rre d
Acct 922 Acct. 922 Accl922 Acet. 922

(2a) $ 600 I
,.. (2) $4001 $100~3) r (3)

$
1001 (3a)

$
300

1$300 (3a)

* Many O&M expense accounts exist in addition to 921 that get cleared out of account 922.

** Many rate dlvislon offices exist within Mid-States in addition to Div 009.

Flow of Activity
, (1) Purchase Office Supplies - Shared Services

... (2) Allocating Shared Services Expenses to General Offices - 40% AlJocation rate for illustration purposes only
(2a) Allocation to remaining general offices

" (3) Allocating Shared Services Expenses to Rate Division Office - 25% Allocation rate for ltlustratton purposes only
(3a) Arlocation to remaining division offices

Note~ Please see the allocation of expenses from Generar Office to State Regional Office to Rate Division on the foUowing pages:
West Texas - 17, Colorado/Kansas - 19 ~ t.ouisiana - 23
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Service:

Description:

Current
Provider
Of Service

Current Use
of Service

Basis for
allocation

Exhibit JLS-1

O&M Expenses in Shared Services - General Office cost centers

Includes O&M expenses in Shared Services - General Office. (Division 002)

Shared Services

Atmos Energy Marketing, LLC
Trans Louisiana Gas Pipeline
Atmos Gathering Company, LLC
WKG StorageWest Texas Division
Mid-Tex Division
Atmos Pipeline - Texas Division
Louisiana Division
Kentucky/Mid-States Division
Colorado-Kansas Division
Mississippi Division
Trans Louisiana Gas Storage
Atmos Power Systems, Inc

Costs are allocated to affiliates and operating divisions based on a composite factor applied
to the Shared Services departments. Shared Services departments which provide services
to the Company's affiliates utilize a composite factor which includes the affiliates.

Shared Service departments that do not provide services to the Company's affiliates utilize a
composite factor which does not include the Company's affiliates.

Other allocation methods used as appropriate Include composite not including affiJiates or
Atmos Pipeline - Texas, composite not including affiliates, Atmos Pipeline-Texas or Mid
States, composite using only West Texas, COKS~ and MS utility divisions, composite using
West Texas, Mid Tex. and Atmos Pipeline-Texas and Overhead rate.

From each operating division general office charges are allocated to rate divisions using the
composite rate for each rate division.

See page 12 for General Ledger Entries: Example Only.
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Exhibit JLS-1

Gene raI Le dge r Entries: Example Only
SSU BU 010 SSU BU 010

Offi ce Supply Adm in istrative

SSU BU 010 SSU BU 010 and Expenses * Expenses
Cash Accounts Payable Acct 921 Transferred

Acct. 131 Acet. 232 Cost Center XXXX Acet. 922

I $1l000 11) '-(1)

$1'°°°1
$1.000'{1) "(1)

$1'°°°1 I: 300 ~2)
700 (2a)

Ge ne ra I Office General Office Rate Div Office Rate Div Office
Remaining Mi d Sta tes - Div 091 Mid States Div 009 ** Mid States -Remaining

Adm inistrative Adm inistrative Adm in istrative Ad m inistrative
Expenses Expenses Expenses Expenses

Tra nsfe rre d Transfe rre d Tra nsferred Transferred
Acet. 922 Acct 922 Acet. 922 Acct 922

(2a) $

7°°1
P'(2)

$3°°1
$15013) "'(3) $15°1 (3a) $15°1$150 (3a)

* Many O&M expense accounts exist in addition to 921 that get cleared out of account 922.
** Many rate dlvslon offices exist within Mid-States in addition to Dlv 009.

Flow of Activity
, (1) Purchase Office Supplies - Shared Services
~ (2) Allocating Shared Services Expenses to General Offices - 30% Allocation rate for illustration purposes only
(2a) Allocation to remaining general offices

, (3) Allocating Shared Services Expenses to Rate Division Office - 50% Allocation rate for illustration purposes only
(3a) Allocation to remaining dlvslon offices

Note: Operating Divisions Mississippi~ Mid-Tex and Atmos Pipeline - Texas have 1 rate division. There is no allocation to remalnlnq division
offices (3a).

Note: Please see the allocation of expenses from General Office to State Regional Office to Rate Division on the following pages:
West Texas - 17 ~ Colorada/Kansas - 19, Louisiana - 23
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Service:

Description:

Current Provider
Of Services

Current Use of
Service

Basis for allocation

Exh ibit JLS-1

SSU - Customer Support taxes other than income taxes

Includes all taxes other than income tax charged in Shared Servlces - Customer Support.

Shared Services

West Texas Rate Divisions
Louisiana Rate Divisions
Kentucky/Mid-States Rate Divisions
Mid-Tex Division
Colorado-Kansas Rate Divisions
Mississippi Divislon

Costs are allocated to the applicable rate division revel in total based on the average number of
customers in each operating division as a percentage of the total number of customers in all of
the operating divisions.
If needed number of customers in rate divisions is used to allocated from the operation division
general office to rate divisions.

General Ledger Entries: Exa m pie OnIy

ssuau010
Cash

Acct 131

ssuau010
Accounts Payable

Acet. 232

SSU BU 010
Taxes Other than

Income Taxes
Acet. 408K1

GeneraI Office
Remaining

Taxes Other than
Income Taxes

Acet. 408a1I $1,OOO~1)

GeneraI Office
Mid States ~Div 091
Taxes Other than

Income Taxes
Acct. 408.1

po (1) $1 l000 $1,000 (1)

Rate Div Office
Mid States ~Div 009**

Taxes Other than
Income Taxes

Accl408a1

,. (1) $1l000 $400 (2)
$600 (2a)

Rate Div Office
Mid States ~ Remainin9

Taxes Other than
Income Taxes

Acet. 408~1

(2a)

,. (2) $400 po (3) (3a)

** Many rate divisionoffices exist in addtion to Div009.

Flow of Activity
,. (1) Taxes Other than Income Taxes incurred
,. (2) Allocating Shared Services Expenses to GeneralOffices - 40% to Mid States BU - for illustration purposes
(2a) Allocating to remainingdlvslon offices

,. (3) Allocating Shared Services Expenses to Rate Di\lisionOffice ~ 25% for Kentucky Rate Di\iisionOffice- for lllustration purposesonly
(3a) Allocating Shared Seruces Expenses to remainingRate Di'v1s ion Offices

Note: Please see the allocation of expenses from General Office to State Regional Office to Rate Division on the following pages:
West Texas - 17J Colorado/Kansas - 19J Louisiana ~ 23
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Service:

Descri ption:

Current Provider
Of Services

Current Use of
Service

Basis for
allocation

5SU - General Office taxes other than income taxes

Includes all taxes other than income tax charged in Shared Services ­
General Office.

Shared Services

Atmos Energy Marketing, LLC
Atmos Power Systems, Inc.
WKG Storage, Inc.
Atmos Gathering Company, LLC
Trans Louisiana Gas Plpellne, Inc.
West Texas Division
Mid-Tex Division
Atmos Pipeline - Texas Division
Louisiana Division
Kentucky/Mid-States Division
Colorado-Kansas Division
Mississippi Division

Costs are allocated to the applicable operating divisions in total based on the
Composite Factor. The Composite Factor is the simple average of three
percentages:

The percentage of Gross Direct Property Plant and Equipment in each
operating division unit as a percentage of the total Direct Property Plant and
Equipment in all of the operating divisions.

The number of customers in each operating division as a percentage of the
total number of customers in aJI of the operating divisions.

The total direct O&M expense in each operating division as a percentage of
the total direct O&M expense in alt operating divisions.

If needed, allocation from operating division general offices to rate division
uses the composite rate.

Exhibit JLS-1

See page 13 for General Ledger Entry - Example Only.
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Service:

Description:

Current Provider
Of Services

Current Use of
Service

Basis for allocation

Exhibit JLS-1

SSU - Customer Support depreciation

lncludes all depreciation charged in Shared Services - Customer Support.

Shared Services

West Texas Rate Divisions
Louisiana Rate Divisions
Kentucky/Mid-States Rate Divislons
Mid-Tex Division
Colorado-Kansas Rate Divisions
Mississippi Division

Costs are allocated to the applicable rate dlvlsion revel in total based on the average number of
customers in each operating division as a percentage of the total number of customers in all of
the operating divisions.
If needed number of customers in rate divisions is used to allocated from the operation division
general office to rate divisions.

General Ledger Entries: Example Only

SSU BU 010
Depreciation Exp

Acct, 403

SSU BU 010
Depreciation Exp

Acct. 108

Rate Div Office
Mid States -Div 009**

Depreciation Exp
Acet. 403

,. (1) $51000 $200 (2)
$4,800 (2a)

i $5,000" (1) ,.. (2)

(2a)

** Many rate division offices exist in addtion to Div 009.

Flow of Activity
,. (1) Monthly Depreelatlon Expense is booked through Powerplant and interfaces with the 0 racle general ledger.
,.. (2) Current Month Depreciation Expense is allocated to the varlous utiIity rate divs ions using the following allocation factors:

i. For 58U division 002 - General - Allocated using the compos ite factor
ii, For SS U division 012 - CaII Center - Allocated using the custamer factor.

(2a) Allocation to remaining Rate Divisiens

Note: Please see the allocation of expenses from General Office to State Regional Office to Rate Division on the following pages:
West Texas - 17r Colorad a/Kansas - 19} Louisiana - 23
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Service:

Description:

Current Provider
Of Services

Current Use of
Service

Basis for
allocation

SSU - General Office depreciation

Includes aU depreciation charged in Shared Services - General Office.

Shared Services

Atmos Energy Marketing, LLC
Atmos Power Systems, Inc.
WKG Storaqe, Inc.
Atmos Gathering Company, LLC
Trans Louisiana Gas Pipeline, Inc.
West Texas Division
Mld-Tex Division
Atmos Pipeline - Texas Division
Louisiana Division
Kentucky/Mid-States Division
Colorado-Kansas Division
Mississippi Division

Costs are allocated to the applicable operating divisions in total based on the
Composite Factor. The Composite Factor is the simple average of three
percentaqes:

(1) The percentage of Gross Direct Property Plant and Equipment in
each operating division unit as a percentage of the total Direct
Property Plant and Equipment in all of the operatlng divisions.

(2) The number of customers in each operating division as a percentage
of the total number of customers in all of the operating divisions.

(3) The total direct O&M expense in each operating division as a
percentage of the totaJ direct O&M expense in all operatinq divisions.

If needed, allocation from operating division general offices to rate division
uses the composite rate.

Exhibit JLS-1

See page 15 for General Ledger Entry - Example Only.

16



Exhibit JLS-1

Service: West Texas Division operating division general office O&M, depreciation and
taxes other than income taxes, to rate division level

Description: Allocation of operating division general office expenses to rate division levels

Current Provider of West Texas Division operating division general office
Service

Current Use of West Texas Division rate divisions
Service

Basis for allocation Costs are allocated to the applicable operating divisions in totaJ based on the
Composite Factor. The Composite Factor is the simple average of three percentages:

(1) The percentage of Gross Direct Property Plant and Equipment in each division
as a percentage of the total Direct Property Plant and Equipment in the West
Texas Division rate divisions.

(2) The number of customers in each rate division as a percentage of the total
number of customers in the West Texas Division rate divisions.

(3) The total direct O&M expense in each municipal rate division as a percentage
of the total direct O&M expense in the West Texas Division rate divisions.

See Page 18 for General Ledger Entries: Example Only.
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Exhibit JLS-1

General Ledger Entries: Exam pie OnIy

GeneraI Office
SSU - Div 002

Cash
Acet. 131

$500~1)
$400~5)

,. (1)
,. (5)

GeneraI Office
SSU - Div 002

Accounts Payable
Acct. 232

$500
$400

$500 (1)
$400'tS)

,. (1)

GeneraI Office
West Texas - Div 010

Office Supply
and Expenses <It

Acet. 921

General Office
West Texas - Div 010

Admin istrative
Expenses

Transferred
Acet. 922

$20012)
$300 (2a)

General Office
West Texas w Div 010

Depreciation Exp
Acet. 403

po (2)

Rate Div Office
West Texas Div 020**

Adminlstratlve
Expenses

Transferred
Acct.. 922

West Texas w Div 010
Accumu fated Depreciation

Acct. 108

(2a)

Rate Div Office
West Texas -Remaining

Administrative
Expenses

Transferred
Acct. 922

Rate Div Office
West Texas Div 020**

Depreciation Exp
Acet. 403

,. (3) $15 '(4)
$85 (4a)

$100~3) ,. (4)

General Office
West Texas - Div 010

Taxes Other than
Income Taxes

Aceta408.1
.. (5) $400 $100 (6)

$300 (6a)

,. (6) $

Rate Div Office
West Texas Div 020**

Taxes Other than
Income Taxes

Acct. 408.1

Rate Div Office
West Texas -Remaining

Taxes Other and
Depreciation

Acet. 408.1 and 403

(4a) $851
(6a) $300

* Many O&M expense accounts exist in addition to 921 that get cleared out of account 922.
** Many rate division offices exist in additl on to Div 020.

Flow of Activity
jP (1) Purchase Office Supplies - West Texas Division General Office
,. (2) Allocating General Office Expenses to Rate 0 lvlslon Office - 40% Allocation rate for illustration purposes only
(2a) Allocation to remaining division offices

v (3) Monthly Depreciation Expense is booked through Powerplant and interfaces with the Oracle general ledger.

r (4) Allocation from Division 010 - West Texas General Office to West Texas Rate Divisions
(4a) Allocation to remaining division offices

,. (5) Taxes Other than Income Taxes incurred
,. (6) Allocating General Office Expenses to Rate Division Office - 25% to West Texas Rate Division Office - for illustration purposes only
(6a) Allocation to remaini ng division offices
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Exhibit JLS-1

Service: Colorado..Kansas Division operating division general office expenses to state
regional office division level,

Description: Allocation of division general office expenses to state regional office division levels.

Current Provider Colorado-Kansas Division operating division general office
of Service

Current Use of Colorado-Kansas Operating Division state office divisions.
Service

Basis for allocation Costs are allocated to the applicable state regional office divisions in total based on
the Composite Factor. The Composite Factor is the simple average of three
percentages:

(1) The percentage of Gross Direct Property Plant and Equipment in each state
as a percentage of the total Direct Property Plant and Equipment in Colorado­
Kansas Division.

(2) The number of customers in each state as a percentage of the total number of
customers in Colorado-Kansas Division.

(3) The total direct O&M expense in each state as a percentage of the total direct
O&M expense in Colorado-Kansas Division.

General Ledger Entries: Example Only
General Office

General Office General Office COIKS BU 060
SSU - Div 002 SSU - DivOO2 Office Supply

Cash Accounts Payable and Expenses *
Acct. 131 Acet. 232 Acct. 921

I

$500~1) ,. (1)

$5°1
$500~1 ) v (1)

$5°1

General Office State Div Office Rate Div Office
COIKS BU 060 COIKS Div 031 CO/KS Div 080

Administrative Administrative Administrative
Expenses Expenses Expenses

Transferred Transferred Transferred
Acct. 922 Acct. 922 Acct. 922

I
$2SCf(2) I' (2)

$
251 (2a)

$
251

$250 (2a)

* Many O&M expense accounts exist in addition to 921 that get cleared out of account 922.

Flow of Activity
, (1) Purchase Office Supplies - Colorado/Kansas Division General Office
,. (2) Allocating General Office Expenses to State Division Office - 500/0 Allocation rate for illustration purposes only
(2a) Allocation to remaining state office
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Exhibit JLS-1

Service: Colorado...Kansas Division state regional office division level expenses to rate
division level

Description: Allocation of state regional office division Jevel expenses to rate division levels.

Current Provider CoJorado-Kansas Division regional division office
of Service

Current Use of Colorado-Kansas Division rate divisions
Service

Basis for allocation Costs are allocated to the applicable rate divisions in total based on the Composite
Factor. The Composite Factor is the simple average of three percentages:

(1) The percentage of Gross Direct Property Plant and Equipment in each state
rate division as a percentage of the total Direct Property Plant and Equipment
in each state.

(2) The number of customers in each state rate division as a percentage of the
total number of customers in each state.

(3) The total direct O&M expense in each state rate division as a percentage of
the total direct O&M expense in each state.

General Ledger Entries; Example Only

$500~1)

General Office
SSU - Div 002

Cash
Acct. 131

$500~1)

State Div Office
COIKS BU 060

Administrative
Expenses

Transferred
Acct. 922

$20012)
$300 (2a)

General Office
SSU - Div002

Accounts Payable
Acct. 232

... (1)---$5-°1

Rate Div Office
COIKS Div 033 **
Administrative

Expenses
Transferred

Acct. 922
,. (2)---$2-01

State Div Office
COIKS BU 060

Office Supply
and Expenses *

Acet. 921

,. (1)---$5-°1

Rate Div Office
COIKS ..Remaining

Ad ministrative
Expenses

Transferred
Acct. 922

(28)---$3-°1

* Many O&M expense accounts exist in add ition to 921 that get cleared 0 ut of aceount 922.

** Many rate division offices exist with in the state in add itton to 0 tV 033.

Flow of Activity
,- (1) Purchase Office Supplies - Colorado/Kansas State Division Office
y (2) Allocating State Divisoin Office Expenses to Rate Division Office - 40% Allocation rate for illustration purposes only
(2a) Allocation to remaining division offices
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Service:

Description:

Current Provider
Of Service

Current Use of
Service

Basis for
allocation

Exh ibit JLS-1

Kentucky/Mid-States Division operating division general office O&M,
depreciation and taxes other than income taxes, to rate division level

Allocation of operating dlvlsion general office expenses to rate division levels

Kentucky/Mid-States Division operating division general office

Kentucky/Mid-States Division rate divisions

Costs are allocated to the applicable rate dlvisions in total based on the Composite
Factor. The Composite Factor is the simple average of three percentages:

(1) The percentage of Gross Direct Property PJantand Equipment in each rate
division as a percentage of the total Direct Property Plant and Equipment in
Kentucky/Mid-States 0 lvlsion.

(2) The number of customers in each rate division as a percentage of the total
number of customers in Kentucky/Mid-States Division.

(3) The total direct O&M expense in each rate division as a percentage of the
total direct O&M expense in Kentucky/Mid-States Division.

See Page 22 for General Ledger Entries: Example Only.
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Exhibit JLS-1

GeneraI Ledger Entries: Exampie On Iy
General Office

General Office General Office Mid States ~ Div 091

SSU - Div 002 SSU - Div 002 Office SuppIy
Cash Accounts Payable and Expenses *

Acet. 131 Acet. 232 Acct. 921

1

$500~1) ,.. (1) $500 $500 (1) ,. (1)

$

500

1$400~5) P' (5) $400 $400~5)

General Office Rate Div Office Rate Div Office

Mid States - Div 091 Mid States Div 009 ** Mid States -Remalnlnq
Administrative Ad ministrative Administrative

Expenses Expenses Expenses

Transferred Transferred Transferred

Acct. 922 Acet. 922 Acet. 922

1

$200~2) ,. (2)

$

200

1
(2a)

$

300

1$300 (2a)

GeneraI Office Rate Div Office

Mid States ~ Div 091 I Mid States - Div 091 Mid States Div 009 **
Depreciation Exp Accumu lated Depreciation Depreciation Exp

Acet. 403 Acet. 108 Acet. 403
,.. (3)

$

100

1
$15~4)

1

$100t3) ,.. (4)

$

15

1$85 (4a)

General Office Rate Div Office Rate Div Office

Mid States - Div 091 Mid States Div 009 ** Mid States -Rsmalning

Taxes Other than Taxes Other than Taxes Other an d

Income Taxes Income Taxes Depreciation

Acct. 408.1 Acct. 408.1 Acct. 408~1 and 403
po (5) $400 $100 (6) ,. (6) $

100 I
(4a)

$

85

1$300 (6a) (6a) $300

* Many O&M expense accounts exist in addltion to 921 that get cleared out of account 922.

** Many rate division offices exist in addition to Div 009.

Flow of Activity
, (1) Purchase Office Suppl les - Mid States Divlsl on General Office
P' (2) Allocating General Offi ce Expenses to Rate Division Office - 40% Allocation rate for iHustration purposes only

(2a)-Allocation to remaining division offices
,. (3) Monthly Depreciation Expense is booked throug h Powerplant and interfaces with the Oracle general ledger.
,. (4) Allocation from Division 091 - Mid States General Office to Mid States Rate Dlvlslons ~ Allocated using the composite factor.

(4a) Allocation to remaini ng division offices
po (5) Taxes Other than Income Taxes incurred

,. (6) Allocating General Office Expenses to Rate Division Office - 25% to Mid States Rate Division Office" for illustration purposes only

(6a) Allocation to remaining division offices
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Service:

Description:

Current Provider
of Service

Current Use of
Servlce

Basis for
allocation

Louisiana Division operating division general office O&M, depreciation
and taxes other than income taxes, to rate division level

Allocation of operating division general office expenses to rate division levels

Louisiana Division operating division general office

Louisiana Division rate divisions

Costs are allocated to the applicable rate divisions in total based on the
Composite Factor. The Composite Factor is the simple average of three
percentages:

(1) The percentage of Gross Direct Property PJant and Equipment in
each rate division as a percentage of the total Direct Property Plant
and Equipment in Louisiana Division.

(2) The number of customers in each rate division as a percentage of the
total number of customers in Louisiana Division.

(3) The total direct O&M expense in each rate division as a percentage of
the total direct O&M expense in Louisiana Division.

Exhibit JLS-1

See Page 24 for General Ledger Entries: Example Only.
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Exhibit JLS-1

General Ledger Entries: Exam pIe Only
General Office

General Office General Office LA ..Div 107

SSU - DivOO2 SSU - Div 002 Office Su pp Iy
Cash Accounts Payable and Expenses ';1/

Acet. 131 Acct. 232 Acct. 921

1

$500 ~1) ,. (1) $500 $500 (1) po (1)

$

500

1$400 ~5) r (5) $400 $400 ~5)

General Office Rate Div Office Rate Div Office
LA - Div 107 LA DivOO7 LA DivOO7

Ad ministrative Adminlstratlvo Administrative
Expenses Expenses Expenses

Transferred Transferred Transferred
Aceta922 Acet. 922 Acet. 922

1

$200 ~2) ,. (2)

$

200

1
(2a)

$

300

1$300 (2a)

General Office Rate Div Office

LA - Div 107 I LA - Div 107 LA Div 007

Depreciation Exp Accumulated Depreciation Depreciation Exp

Acet. 403 Acct. 108 Acet. 403
,. (3)

$

100

1
$15 ~4)

1

$100 ~3) r (4)

$151
$85 (4a) (4a) $85

GeneraI Office Rate Div Office Rate Div Office

LA - Div 107 LA Div 007 LA Div 007
Taxes Other than Taxes Other than Taxes Other and

Income Taxes Income Taxes Depreciation

Acct. 408.1 Acet. 408.1 Acet. 408~1 and 403
,. (5) $400.00 $100 (6) ,. (6) $

100 1
(4a)

$~~~I$300 (6a) (6a)

* Many O&M expense accounts exist in addition to 921 that get cleared out of account 922.

Flow of Activity
, (1) Purchase Office Supplies - LA Division General Office
,. (2) Allocating General Office Expenses to Rate Division Office - 40% Allocation rate for HIustration purposes only
(2a) Allocation to remaining division offices

,. (3) Monthly Depreciation Expense is booked through Powerplant and interfaces with the Oracle general ledger.

,. (4) Arlocation from Division 107 - LA General Office to LA Rate Divisions - Allocated using the composite factor.
(4a) Allocation to remaining division offices

,. (5) Taxes Other than Income Taxes incurred
IF (6) AUocating General Office Expenses to Rate Division Office - 25% to LA Rate Division Office - for lllustrafon purposes only
(6a) Allocation to remaining division offices
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Exh ibit JLS-1

Description of Relationship between Mid..Tex and Atmos Pipeline - Texas:

Mid-Tex performs operations and maintenance and capital services for the Atmos Pipeline - Texas rAPT")
Division.

Services are provided on an ongoing basis throughout the Mid-Tex and APT service areas. The field operations
include, but are not limited tO I services related to pipeline inteqrity, measurement, compliance work, painting, right
of way mowing and reclamation. leak surveys, patrolling, regulator maintenance. fence replacements, line repairs
and line replacements. Additionally, Technical and Support Services are provided to APT by centralized
departments primarily located at the Mid-Tex headquarters in Dallas. These centralized functions Include, but are
not limited to, compliance monitoring and reporting, enqineerinq, gas measurement, finance, marketing and
human resources.

APT employs outside contractor rabor services and purchases materials and supplies for field operations and
construction in addition to the services provided by Mid-Tex. These services and materials are direct charged to
APT and are not allocated from Mid-Tex.

APT employs some pipeline only personnel. This labor and the related benefit cost is primarily charged directly to
APT and not allocated from Mid-Tex.

Service: Mid-Tex/Atmas Pipeline - Texas Division -Intracompany Labor

Description: Mid-Tex employees' labor supporting APT operations

Current Provider Mid-Tex
Of Service

Current Use of
Service Atmos Pipeline - Texas

Basis for Mid-Tex direct Company and/or contractor actual labor
allocation

Mid-Tex Non Supervisory employees who charge time to APT generally
record their time through the time reporting system.

Mid-Tex Supervisory employees who charge time to APT generally record
their time using the operational split through the time reporting system.

The Operational Split is calculated annually based on the expected allocation
of Mid-Tex Non Supervisory labor and contractor labor between the Mld-Tex
and APT divisions.
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Exhibit JLS-1

General Ledger Entry: Supervisory employee (Exam pie OnIy) MidwTex BU 080

O&M Labor
Acet. 853

Cost Center 4XXX

(2) $200

SSU - Div 002
Accounts Payable

Acct. 232

(1) $tOOO $1,000 (2)(1)

Cash
Acet. 131

'-$1-'0-0-0--

SSU - Oiv 002

Mid~Tex BU 080

Construction work
In Progress
Acet. 107

Cost eerter 4XXX

(2) $ 400

APT au 180
Construction work

In Progress
Acct. 107

Cost Center 9XXX

(2) $ 250

APT BU 180

O&M Labor
Acct. 853

Cost Center 9XXX

(2) $150

Flow of Activitv,,~

(i) Pay Mld-Tex Supervisory employee
(2) Allocate labor to Mld-Tex and APT - for illustratlonpurposesI this employee's time is charged 60% to Mid-Tex and
40%, to APT. The APT portion is 63% capital.

General Ledger E"try: Non Supervisory employee (Exam pie Only)
Mid-Tex BU 080

ssu- Div 002
Cash

Acet. 131

SSU - Div 002
Accounts Payable

Acct. 232

O&M Labor
Acel. 853

Cost Center 4XXX

I $800 (1) (1) $800 $800 (2) (2) $400

APT BU 180 APT BU 180
Construction work

In Progress
Acet. 107

Cost Center 9XXX

O&M Labor
Acct. 853

Cost Center 9XXX

(2) $100 (2) $300

Flow ofActivitv.w

(1) Pay Mid-Tex employee labor
(2) Direct cha rge labor to Mid-Tex and APT - for illustration purposes, this employee's time for this payroll cycle was 50%)
Mid-Tex and 50% APT. The APT portion was 25% capital and 75%.expense.
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Service:

Description:

Current
Provider
Of Service

Current Use of
Service

Basis for
allocation

Exhibit JLS-1

Mid-Tex/Atmos Pipeline - Texas Division ~ Non Labor Expenses

Allocation includes but is not limited to rents, heavy equipment, utilltles, telecom,
transportation (vehicles), uniforms, insurance, printing and postage.

Mid-Tex

Atmos Plpellne - Texas Division

Factors are primarily based on direct employee labor and contractor labor. The vehicle
allocation is based on Company labor only. Allocations vary based on the cost center and
sub account.

General Ledger Entries~ Transportation Expense (Example Only)

SSU - Div 002
Cash

Acct. 131

1 $1,000 "(1)

APT BU 180
CWIP

Acct. 107
Cost Center 9XXX

I SSU - Div 002
Accounts Payable

Acct. 232
P" (1) $1~OOO $1.000 (1)

I APT BU 180
O&M Transportation

Acet. 853
Cost Center 4XXX

I Mid rex au 080
O&M Transportation

Acct. 853
Cost Center 4XXX

pt' (3) $220 1 ,.. (2) $7801 $220 "(3)

Flow of Activity
II'" (1) $1000 in transportation expense
,.. (2) $780 is allocated from Mid-Tex O&M to APT O&M
,.. (3) A portion of the cost is capitalized, for illustration purposes only (220/0)
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Service:

Description:

Current Provider
of Service

Current Use of
Service

Basis for
allocation

Intercompany labor

To the extent operating division employees provide labor services to an
afflllate, the labor costs for the services will be charged to the appropriate
affiliate.

Atmos Pipeline - Texas Division
Louisiana Division
Colorado-Kansas Division
Kentucky/M id-States Division
Mid-Tex Division
MissisSlppi Divislon
West Texas Division

UCG Storage, Inc.
Atmas Energy Marketing, LLC
WKG Storage, Inc.
Trans Louisiana Gas Pipeline, Inc.
Trans Louisiana Gas Storage, Inc.

Labor charges are captured through direct time sheet entries and transferred
to the appropriate subsidiary receiving the labor services.

Exhibit JLS-1

General LedgerEntries: Example Only

SSUBU 010
Cash

Acct. 131
$500 (2a) (2b)

SSUBU 010
AIRfrom Assoc Co.

Acct 146
(2a)

SSUBU010
AccountsPayable

Acct, 232
$500 (2b)

Atmos EnergySelVices
AESBU301

Mains& ServicesExp
Acct, 8740

I Md States BUOSa-Div 0021
AIRfromAssoc Co.

Acct 146

Mid States BU05Q-Div 091 I
Accounts Payable

Acct. 232
(1)

Flowof Activity

$500(2b) (2b) $500 (1)

(1) Employee X isa Kentucky Employee. Heworked onaspeoaprqect inMarch forAtmos subsidiaryl
AES(Atmos Energy Services). l1me iscaptured through a drect timesheet entry.

(28) Salary ispaidto employee x
(2b)JE ismade to relieve payable inoperating division.

Intercompany Entrygenerated byOradeto keep Operating Divisions in sync.
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Exhibit JLS-1

Service: Adjustments to Uncollectible Accounts Expense

Description: Allocation of additional expense amounts booked to adjust the Provisfon for
Uncollectibles (Account 144)

Current Provider
of Service

West Texas Division rate divisions
Louisiana Division rate divisions
Kentucky/Mid-States Division rate divisions
Colorado-Kansas Division rate divisions
Mid-Tex Division rate division
Mississippi Division rate division

Current Use of
Service

West Texas Division rate divisions
Louisiana Division rate divisions
Kentucky/Mid-States Division rate divisions
Colorado-Kansas Division rate divisions
Mid-Tex Division rate division
Mississippi Division rate division

Basis of Intra­
company
Allocations

Costs are alJocated to the rate divisions in total based on Sales Revenue.

General Ledger Entries: Example Only

Rate Division I
Customer Accounts

Receivable
Acct 142 sub xxxxx

I$ 250 (2)

Rate Division I
Customer Accounts ..

Uncollectible Accounts
Acct. 904

(1 )-$--1to-O'

Rate Division * I
Accumulated Provision

for Uncollectible Accounts
Acct 144 sub xxxxx

2501 $ 1,000 (1)(2) $

* Each rate dlvls ion has a different allocati 0 n rate.

Flow of Activity
(1) MonthIy aJ located costs.
(2) Write off of uncollectible accounts as needed.
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Service:

Description:

Current Provider
of Service

Current Use of
Service

Basis of Intra­
company
Allocations

Intra-company labor allocation - other than operating division general
office labor

Certain employee activities cross multiple rate divisions within an operating
division. The costs associated with such activities include labor. benefits and
associated taxes.

Atmos Pipeline - Texas Division
West Texas Division
Louisiana Division
Kentucky1M jd-States Divis ion
Mid-Tex Division
Colorado-Kansas Division
Mississippi Division

Atmos Pipeline - Texas Division
West Texas Division
Louisiana Division
Kentucky/Mid-States Division
Mid-Tex Division
Colorado-Kansas Division
Mississippi Division

Labor associated with cross-jurisdictional activities is charged to each
jurisdiction based on the level of employee activity. The costs are captured
either through direct time sheet entries or fixed labor distribution percentages.

Exh ibit JLS-1

Genera I Ledge r Entries: Exampie Only

SSU BU 010
Cash

Acel131

ssu au 010
AIR from Assoc Co.

Acct 146

ssu au010
Accounts Payable

Acel232
$500 (2a) (2b) (2a) $500 (2b)

Kentucky Division
Mid~Statesau050·Div 009

Ma ins & Se rvices Exp
Acct 8740

Flow of Activity

,. (1)

Ten nessee Division
Mid-5tates au 050-Div 093

Ma ins & Services Exp
Acct. 8740

iMid..states 8U 050·Div 0021
AIR from Assoc Co.

Acct 146
$500 (2b) (2b)

1 Mid ..states au G50-Div 091 I

Accounts Paya ble
Acel232

$500" (1)

II" (1) Employee x U\es in Kentucky and works 50% in Kentucky and 50% in Tennessee every month.
11me is captured through fixed labor distribution

(2a) Salary is paid to employee x
(2b) JE is made to relieve payable in operating di\lision.

Intercompany Entry generated by Oracle to keep Operating DilAsions in sync
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Service:

Descrlptlon;

Current Provider
of Service

Current Use of
Service

Basis for
allocation

Other income and interest expense (All below the line accounts)

Allocation of Shared Services' other income and interest expense (AJJ below
the line accounts) .

Shared Services

West Texas Division
Louisiana Division
Kentucky1M ld-States Division
Mid-Tex Division
Colorado-Kansas Division
Mississippi Division
Atmos Pipeline - Texas Division

Interest Expense, Interest Income and Other Non-Operating Income in shared
services are allocated to each utility division based on the budget allocation
percentages. The budget allocatlon is based on projected average net
investment by rate division for the budget year. For this purpose, 'net
investment' is defined as regulatory rate base + goodwill. These allocation
factors are the same throughout the fiscal year. The allocation stays in the
account the charge was originally booked in. Headquarter allocation of
below the line accounts to rate divisions follows the same process as
described above.

Exhibit JLS-1

See page 33 for General Ledger Entries: Example Only.
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Exhibit JLS-1

General Ledger Entries: Exampie OnIy

ssuau010 Div 033
SSU BU 010 SSU BU 010 Interest and Interest and

Cash Accounts Rece ivable Dividend Income Dividend Income

Acct 131 Acct 143 Acct 419 Acct 419

$1'0001 ,. (1) $1 l 00Q $1*000 (1) ~2)

$

20
1

$1,OOO~1)

I
$20

SSU BU 010 SSU au010 SSU BU 010 Div 033
Cash Accounts Receivable Other Oeductions * Other Oeductions

Acct 131 Acct 143 Acct 426.5 Acct 426.5

1

. $2}OOOt3) ,. (3) $2'0001 $2100013) ~3)

$2'0°°1
$40~4) ~4)

$4°1

SSU BU 010 sSU BU 010 SSU BU 010 Div 033

Cash Accou n15Receiva ble Interest Expense Interest Expense
Acct 431 Acct 431

Acct 131 Acct 143 (Short Term) (Short Term)

1

$31000~5) ,. (5)

$3'0°°1
$3~OOO~5) ~5) $6001 $12~6) ~6) $ 12

1
SSU BU 010 Div 033

Interest Expense Inte rest. Expense
Acct 431 Acct 431

(Long Term) (Long Term)

~5)
$2'40°1

$4816) ~6) $ 48

1

* Includes various accountsbut clearedout of account426.5

Flow of Activity
, (1) InterestandDilJdend Incomegenerated
r (2) AUocati ng Shared Sef\Aces IncomeandDh...idend lncometo Div33 only - Assume 2% allocationrate
,. (3) Other IncomeandExpensesgenerated
,. (4) AUocati ngSharedServices OtherDeductions to Div33 only - Assume2% allocation rate
, (5) InterestExpensegenerated
r (6) Allocating Shared SeNces Interest Expenseto Div33 only - Assume 2% aUocation rate
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Service:

Description:

Current Provider
of Service

Current Use of
Service

Basis of
Allocations

Gas cost between state jurisdictions for contiguous systems

Gas costs that apply to contiguous systems that cross state jurisdictional
boundaries are allocated between those rate jurisdictions.

West Texas Division
Colorado-Kansas Division
Kentucky/Mid-States Division

West Texas Division
Colorado-Kansas Division
Kentucky/Mid-States Division

Allocations are based upon throughput for the West Texas Division and the
Colorado-Kansas Divisicn's Southeast Colorado/Southwest Kansas
operations. For the Colorado-Kansas Dlvislon's Kansas system and for the
Kentucky/Mid-States Division, demand costs are allocated based on peak-day
requirements. Commodity costs are aJJocated based upon throughput.

Exhibit JLS-1

Atmos Energy Corporation
General Ledger Entries: Gas Costs between state jurisdictions for contiguous systems (Example Only)

SSU BU 010
Cash

Acct. 131---I
Various BUls & Svc Areas

Natural Gas City Gate Purchase
Acct. 804

(2) ----~$1-~o-o--l01

(1) Gas cost incurred
(2) Gas cost paid

(1)

33
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Accounts Payable

Acct. 232

$1,0001 $1~OOO (2)



Exhibit JLS-1

Service: Gas storage services between an operating division and an affiliate

Description: To the extent an operating dlvlslon stores gas in a storage field owned by an
afflllate, a rental fee for the use of the storage field shall be charged by the
affiliate. '

Current Provider UCG Storaqe, Inc.
of Service WKG Storage, Inc.

Current Use of Kentucky/Mid-States Division
Service

Basis for The annual demand charge between UCG Storage, Inc. and Atmos Energy
allocation Corporation (Tennessee operations only) is calculated based on fiscal year

plant in service, gas inventory, actual operational costs incurred. and
application of revenue and cost of capital conversion factors based on prior
regulatory approval. In the calculation of the demand charge, costs not
specifically related to a designated area are allocated to each affiliate based
on the percentage of total plant servicing that afflliate.
The annual demand charge between WKG Storaqe, Inc. and Atmos Energy
Corporation (Kentucky operation only) is based on services provided at actual
cost, market rate or as otherwise provided under tariff or contract.

General Ledger Entries: Example Only

WKG Storage BU 233
Other Gas Revenues

Acct. 495I $100 (1)

WKG Storage au 233, Div 002
AIR from Assoc Co.

Acct. 146

(2) $100 I
Flow of Activity .. East Diamond Storage Facility

(1)

KY/Mid-State BU 050, Div 009
Transportation to City Gate

Acct. 8580

$100 I
KY/MidORState BU 050, Div 002

AIR from Assoc Co ..
Acct. 146

I $100 (2)

1 Monthly demand charge for the East Diamond Storage Facillty
2 Intercompany Entry generated by Oracle to keep Operating Divisions in sync

UCG Storage BU 232
Other Gas Revenues

Acct. 495I $100 (1)

WKG Storage au 232, Div 002
AIR from Assoc co.

Acct.146

(2) $100 I

Flow of Activity ..Barnsley Storage Facility

(1)

KY/Mid-State BU 050, Div 009
Other gas supply expenses

Acct.. 813

$100 I
KY/Mid~State BU 050, Div 002

AIR from Assoc Co.
Acct. 146

$100 (2)

1 Monthly demand charge for the Barnsley Storage Facility
2 Intercompany Entry generated by Oracle to keep Operatlng Divisions in sync
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Service:

Descriptlon:

Working capital funds management (Intercompany account)

Funds are invested on behalf of or provided to affiliates based on operations.

Exhibit JLS-1

Current Provider of Atmos Energy Atmos Energy Atmos Energy
Service: Corporation Holdings, Inc. Holdinqs, Inc.

Atmos Energy
Atmas Energy Marketing Atmos Energy

Current Use of Service: Holdings, Inc. Services. LLC Corporation
Interest Income/Expense
Calculation (See Below) A B C

Basis for
allocation

Interest income or expense is recognized each month at the subsidiaries'
level based on the total average outstanding balance of all intercompany
receivable/payable balances using the following rates:

A (AEH is the borrower)
Expense - One month LIBOR (last day of the month) plus 300 basis points
Income - One month LIBOR (last day of the month)

B (AEM is the borrower)
Expense - One month LIBOR (last day of the month) plus 300 basis points
Income - One month LIBOR (last day of the month)

C (AEC is the borrower)
Expense - The lowest outstanding CP rate or the Eurodollar rate under the
AEC Credit Facility (RBS)~ which is LIBOR plus 100
Income - One month LIBOR (Jast day of the month)

Atmas Energy Corporation
General Ledger Entries: Working Capital Funds Management (Example Only)

(1)

SSU BU 010
Interest and Dividend Income

Aceta 419----I
AEH au 312

Other Interest Expense
Acct. 431

$1'0001

$1~OOO (1)

(1) Interest Income and/or expense is recognized each month at the subsidiaries' level
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Service:

Description:

Current Provider
of Service

Current Use of
Service

Basis for
allocation

Gas storage services provided between affiliates

To the extent an affiliate stores gas in a storage field owned by another
afflliate, a fee for the use of the storage field shall be charged.

Trans Louisiana Gas Storaqe, Inc.

Trans Louisiana Gas Piperine, Inc.

The fee to the affiliate utlllzinq the storage service is based on services
provided at actual cost market rate or as otherwise provided under tariff.

Exhibit JLS-1

General Ledger Entries: Example Only

BU 234

Accounts Receivable from
Associated Company

Acct..146
---$-1-°1

BU303

Accounts Receivable from
Associated Company

Acct..146
$100

BU 234

Revenue Transportation .a

Industrial
Acct. 4896

$100

BU 303

Other Gas Supply Expense
Acct. 813
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Service:

Descriptlon:

Current Provider
of Service

Current Use of
Service

Basis for
allocation

AEM - Salaries and FICA Cost Allocation

Salaries and FICA cost allocations between affiliates.

Atmos Energy Marketing, LLC

Atmos Energy Services, LLC
Atmos Energy Marketing, LLC
Trans Louisiana Gas Pipellne, Inc.
Atmos Power Systems, Inc.

Costs are allocated based on each individual employee's calculated allocation
rate between companies. The individual employee's calculated allocation
rates are then added up to arrive at a Company-wide allocation rate.

Exh ibit JLS-1
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Exhibit JLS-1

Service: AEM - Operation and Maintenance cost allocation

Description:

Current
Provider of
Service

O&M expense cost allocations between affiliates.

Atmos Energy Marketinq, LLC

Current Use
of Service

Atmos Energy Services, LLC

Basis for
allocation

Costs are allocated based on each individual employee's calculated allocation
rate between companies. The individual employee's calculated allocation
rates are then added up to arrive at a Company-wide allocation rate.

Atmos Energy Corporation
General Ledger Entries: Affiliates ..O&M Expense Allocation (Example Only)

Labor & Benefits

$tOOO (1)

Atmos Energy Holdings, Inc. BU 312
Administrative Expenses Transferred ..CR

Acct 922

$1.00'-----(1)

Almas Energy Marketing, LLC BU 212
Administrative Expenses Transferred ..CR

Acct, 922

Almas Energy Services, LLC au 301
Administrative Expenses Transferred ..CR

Acct. 92~ - Multiple Svc Areas for different states

(1) $1,001

(1) Labor and Benefits Billing from AEM (212) to AES (301)
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Service:

Description:

Current Provider
of Service

Current Use of
Service

Basis for
allocation

Property Insurance

Blueflame Insurance Services, LTO provides a direct property insurance
policy. The policy covers the property against all risks of direct physical loss
or damage.

Blueflame Insurance Services, LTD

Kentucky/Mid-States Division
Colorado-Kansas Division
Shared Services
Louisiana Division
Mississippi Division
Mid-Tex Division
West Texas Division
Atmos Pipeline - Texas Division
Atmos Energy Marketing] LLC
Atmos Exploration & Production, Inc.
Atmos Energy Services J LLC
Atmos Power Systems, Inc.
Trans Louisiana Gas Pipeline, Inc.
Trans Louisiana Gas Storage, Inc.
UCG Storage, Inc.
WKG Storaqe, Inc.
Atmos Gatherlnq Company, LLC

Atmos Energy Corporation is invoiced by Blueflarne Insurance Services.
Costs are allocated based on the gross property, plant and equipment and
gas stored underground balances of each affiliate at a rate division level.

Exh ibit JLS-1

General I edqer Entries· Evaronl e On hr

SHU Rl1010
Cash

Ace. J31I $1,200 (1)

Genera I Office
GOIK5au ORO

Flow of Activitv

(1) Purcl1aseof properlVinsurance

(2) Monthlv amortization to rate divisions

ssu eu 010
Accounts Payable

a·'" r2$1.200 $1.200 en

sst] au 010
Prepayments

aGo'r"$1,200 $100 ell

(3} Amounts remaining in SSU cost centers are allocated to the dlvisions using tile melhod described on pages 11 and 12.
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Exhibit JLS-1

Service: AES Retail Services

Description: AES Retail services monthly revenue

Current Provider Atmas Energy Services, LLC
Of Services

West Texas Rate Divisions
Current Use of Kentucky/Mid-States Rate Divisions
Service Colorado-Kansas Rate Divisions

Basis for 1. Revenue for retail services is tracked in Atmos Energy Services, LLC
allocation by service areas which represent corresponding service areas at the

utility level. Some of the revenue is recJassed to utility levels on a
one to one basis. l.e, Colorado retail services post to service area
813 within Atmos Energy Services, LLC books and is simply
reclassed to Colorado/Kansas Division, service area 030 (Colorado
operating division general office).

2. Revenue balance in Atmos Energy Services, LLC service area
055001 (Retail- AES) is allocated to the above referenced divisions
based on the net income of Atmos Energy Services. LLC service
areas 811-813 as a percentage of their combined net income.

General Ledger Entries: Example Only

BU 301
Service areas 811~813

Revenues from
Non-utility Operations

Acct. 417

General Office

Revenues from
Non ..utility Operations

Acct. 417
(1)
(1)
(1)

$600
$300
$100

BU 301
Service area 055

$600 (1)
$300 (1)
$100 (1)

$600 (1)
$300 (1)
$100 (1)

General Office

Revenues from
Non-utlllty Operations

Acct. 417

(2) $2,000 I $2.000 (2) (2)
(2)
(2)

Revenues from
Non",utility Operations

Acct. 417
$1,000

$750
$250

West Texas
Colorado
Kansas

Flow of Activity
(1) Revenues from Non-utility Operations incurred and reclassed to General Offices
(2) Revenues from Non-utility Operations incurred are allocated to General Offices
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Exhibit JLS-1

Service: Intercompany Interest on Notes Payable

Description: Intercompany Interest on Notes Payable

Current Provider Shared Services
Of Services

Current Use of Atmos Energy Hcldinqs, Inc.
Service

Current Provider of Atmos Energy Atmos Energy Atmos Energy
Service: Corporation Holdlnqs, Inc. Holdings, Inc.

Atmos Energy
Atmos Energy Marketing Atmos Energy

Current Use of Service: Holdings, Inc. Services, LLC Corporation
Interest Income/Expense
Calculation (See Below) A B C

Basis for Interest income and expense is recognized each month at the subsidiaries'
allocation level using the following rates:

A (AEH is the borrower)
Expense - One month LIBOR (last day of the month) plus 300 basis points
Income - One month LIBOR (last day of the month)

8 (AEM is the borrower)
Expense - One month LIBOR (last day of the month) plus 300 basis points
Income - One month LIBOR (last day of the month)

C (AEC is the borrower)
Expense - The lowest outstanding CP rate or the Eurodollar rate under the
AEC Credit Facility (RBS)J which is LIBOR plus 100
Income - One month LIBOR (last day of the month)

General Ledger Entries: Example Only

(1 )

Shared Services

Accounts Receivable from
Associated Company

Acct. 146

I $1,000 (1)

Atmos Energy Holdings, Inc.

Accounts Receivable from
Associated Company

Acct.146

$1,000 I

(1)

Shared Services

Interest on Debt to Associated
Companies
Acct. 431

$1,000 I

Atmos Energy Holdings, Inc.

Interest and Dividend Income
Acct. 419

$1,000 (1)

Flow of Activity
(1) Intercompany Interest on Notes Payable is recognized each month at the subsidiary level.
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