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I. POSITION AND QUALIFICATIONS
PLEASE STATE YOUR NAME AND ADDRESS.

My name is Dane A. Watson, and my business address is 1410 Avenue K, Suite
1105B, Plano, Texas 75074. 1 am Managing Partner of Alliance Consulting
Group. Alliance Consulting Group provides consulting and expert services to the
utility industry.

WHAT IS YOUR EDUCATIONAL BACKGROUND?

I hold a Bachelor of Science degree in Electrical Engineering from the University
of Arkansas at Fayetteville and a Master's Degree in Business Administration
from Amberton University.

DO YOU HOLD ANY SPECIAL CERTIFICATION AS A
DEPRECIATION EXPERT?

Yes. The Society of Depreciation Professionals (“the Society”) has established
national standards for depreciation professionals. The Society administers an
examination and has certain required qualifications to become certified in this
field. I met all requirements and have become a Certified Depreciation
Professional (“CDP”).

PLEASE OUTLINE YOUR EXPERIENCE IN THE FIELD OF
DEPRECIATION.

Since graduation from college in 1985, I have worked in the area of depreciation
and valuation. I founded Alliance Consulting Group in 2004 and am responsible
for conducting depreciation, valuation and certain accounting-related studies for

utilities in various industries. My duties relate to preparing depreciation studies
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and include (1) assembling and analyzing historical and simulated data, (2)
conducting field reviews, (3) determining service life and net salvage estimates,
(4) calculating annual depreciation, (5) presenting recommended depreciation
rates to utility management for its consideration, and (6) supporting ‘such rates
before regulatory bodies.

My prior employment from 1985 to 2004 was with Texas Utilities
(“TXU”). During my tenure with TXU, I was responsible for, among other
things, conducting valuation and depreciation studies for the domestic TXU
companies. During that time, I served as Manager of Property Accounting
Services and Records Management in addition to my depreciation responsibilities.

I have twice been Chair of the Edison Electric Institute (“EEI”) Property
Accounting and Valuation Committee and have been Chairman of EEI’s
Depreciation and Economic Issues Subcommittee. 1 am a Registered Professional
Engineer (“PE”) in the State of Texas and a Certified Depreciation Professional. 1
am a Senior Member of the Institute of Electrical and Electronics Engineers
("IEEE") and have held numerous offices on the Executive Board of the Dallas
Section of IEEE. 1 am also Past President of the Society of Depreciation
Professionals.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE ANY REGULATORY
COMMISSIONS?

Yes. I have testified before numerous state and federal agencies in my 30 year
career in performing depreciation studies. I have conducted depreciation studies,

filed written testimony and/or testified before the Commissions provided in
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Exhibit DAW-1.

HAVE YOU PREVIOUSLY FILED TESTIMONY BEFORE THE
KENTUCKY PUBLIC SERVICE COMMISSION?

Yes. I provided written testimony on behalf of Atmos Energy in Case No. 2013-

00148.

II. PURPOSE OF DIRECT TESTIMONY

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS
PROCEEDING?
I sponsor and support the depreciation studies performed for Atmos Energy
Corporation — Kentucky (“Kentucky” or “Atmos Energy” or “Company”), its
Kentucky Mid-States General Office (“KY Mid-States General Ofﬁcé”) and the
Shared Services Unit (“SSU”).
ARE YOU SPONSORING ANY EXHIBITS IN THIS PROCEEDING?
Yes. I am sponsoring the following exhibits:
¢ DAW-1 — List of Experience (Studies Performed, Filed Testimony and/or
Regulatory Appearances);
o DAW-2 — Atmos Energy Corporation — Kentucky Depreciation Rate
Study at September 30, 2014;
o DAW-3 — Atmos Energy Corporation — Kentucky Mid-States General
Office Depreciation Rate Study at September 30, 2014; and
e DAW-4 - Shared Services Unit Depreciation Rate Study at September 30,

2014
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WERE THESE EXHIBITS PREPARED BY YOU OR UNDER YOUR
SUPERVISION AND CONTROL?

Yes.

PLEASE SUMMARIZE YOUR CONCLUSIONS.

The Atmos Energy Kentucky, KY Mid-States General Office and SSU
depreciation studies and analyses that I have performed support establishing
depreciation rates at the level recommended in my testimony. The Kentucky
depreciation rate study is attached to my testimony as Exhibit DAW-2. The
Kentucky study shows that a decrease in the annual depreciation expense for
Atmos Energy’s assets of approximately $1.6 million per year is needed to ensure
that the appropriate amount of depreciation expense is collected by the Company.
This amount was determined by comparing the depreciation expense between the
current rates and the proposed rates as shown in Appendix A of Exhibit DAW-2.
Changes in various accounts in the Distribution Plant function are the drivers for
the decrease. The KY Mid-States General Office depreciation rate study is
attached as Exhibit DAW-3. The SSU depreciation rate study is attached as
Exhibit DAW-4. Both KY Mid-States General Office and SSU results will be
allocated to Kentucky customers by the approved factors. Those results will be
provided by Company Witness Mr. Greg Waller.

DO THE DEPRECIATION STUDIES YOU SPONSOR IN THIS CASE

REFLECT THE MOST CURRENT DATA AVAILABLE?

Direct Testimony of Dane A, Watson : Page 4

Kentucky / Watson



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Yes. The data used reflects the most recent experience and future expectations for
life and net salvage characteristics for assets in Atmos’ Kentucky, KY Mid-States

General Office, and SSU as of September 30, 2014.

1. ATMOS KENTUCKY GAS DEPRECIATION STUDY

DID YOU PREPARE THE GAS DEPRECIATION STUDY?

Yes. The Atmos Kentucky Gas Depreciation Study is attached to my testimony
as Exhibit DAW—-2. The study in Exhibit DAW-2 analyzes the life and net
salvage percentage for Atmos Energy’s gas assets at September 30, 2014,

WHAT PROPERTY IS INCLUDED IN THE DEPRECIATION STUDY?
There are four general classes, or functional groups, of depreciable property:
Storage Plant, Transmission Plant, Distribution Plant and General Plant property.
The Storage Plant functional group primarily consists of facilities that store
natural gas for use as needed. The Transmission Plant functional group primarily
consists of high and intermediate pressure transmission assets that deliver gas to
various receipt points or city gates. The Distribution Plant functional group
primarily consists of lines and associated facilities used to distribute and meter
gas within the areas served by Atmos Energy. General Plant property, both
depreciated and amortized, is not location specific but is used to support the
overall distribution of gas to its customers.

WHAT DEFINITION OF DEPRECIATION HAVE YOU USED FOR THE
PURPOSES OF CONDUCTING A DEPRECIATION STUDY AND

PREPARING YOUR TESTIMONY?
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The term "depreciation,” as used herein, is considered in the accounting sense;
that is, a system of accounting that distributes the cost of assets, less net salvage
(if any), over the estimated useful life of the assets in a systematic and rational
manner. Depreciation is a process of allocation, not valuation. Depreciation
expense is systematically allocated to accounting periods over the life of the
properties. The amount allocated to any one accounting period does not
necessarily represent the loss or decrease in value that will occur during that
particular period. Thus, depreciation is considered an expense or cost, rather than
a loss or decrease in value. The Company accrues depreciation based on the
original cost of all property included in each depreciable plant account. On
retirement, the full cost of depreciable property, less the net salvage amount, if
any, is charged to the depreciation reserve.

PLEASE DESCRIBE YOUR DEPRECIATION STUDY APPROACH.

I conducted the depreciation studies in four phases as shown in my Exhibits
DAW-2. The four phases are: Data Collection, Analysis, Evaluation, and
Calculation. During the initial phase of the study, I collected historical data to be
used in the analysis. After the data was assembled, I performed analyses to
determine the life and net salvage percentage for the different property groups
being studied. As part of this process, I conferred with field personnel, engineers,
and managers responsible for the installation, operation, and removal of the assets
to gain their input into the operation, maintenance, and salvage of the assets. The
information obtained from field personnel, engineers, and managerial personnel,

combined with the study results, was then evaluated to determine how the results
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of the historical asset activity analysis, in conjunction with the Company’s
expected future plans should be applied. Using all of these resources, I then
calculated the depreciation rate for each function.

WHAT DEPRECIATION METHODOLOGY DID YOU USE?

The straight-line (method), Equal Life Group (“ELG”™) (procedure), and
remaining-life (technique) depreciation system were employed to calculate annual
and accrued depreciation in this study. This methodology is consistent with the
existing approved rates.

HOW ARE THE DEPRECIATION RATES DETERMINED USING THE
ELG PROCEDURE?

In this system, the annual depreciation expense for each group is computed by
dividing the original cost of the asset less allocated depreciation reserve less
estimated net salvage by its respective equal life group remaining life. The
resulting annual accrual amounts of all depreciable property within a function
were accumulated, and the total was divided by the original cost of all functional
depreciable property to determine the depreciation rate. The calculated remaining
lives and annual depreciation accrual rates were based on attained ages of plant in
service and the estimated service life and salvage characteristics of each
depreciable group. The computations of the annual depreciation rates are shown
in Appendix B of my Exhibit DAW-2.

HAVE INDUSTRY AND DEPRECIATION EXPERTS DESCRIBED THE
ELG PROCEDURE AS A MORE THEORETICALLY CORRECT

DEPRECIATION PROCEDURE?
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Yes. The ELG procedure has been recognized as the more theoretically correct
depreciation procedure. This conclusion was first reached by Mr. Robley
Winfrey (who hglped design the current depreciation system we use today)
approximately 60 years ago. Specifically, Mr. Winfrey, the founding father of
modern depreciation systems, has stated that the ELG procedure is the “only
mathematically correct [depreciation] procedure.” Similarly, Dr. W. Chester
Fitch and Dr. Frank K. Wolf (who literally wrote the book on depreciation and
trained many of the depreciation professional working today, including myself),
are also in agreement with Mr. Winfrey on the validity of the ELG method. 1
would note again that a number of regulatory commissions have approved the use
of the ELG procedure.

WHAT TIME PERIOD DID YOU USE TO DEVELOP THE PROPOSED
DEPRECIATION RATES?

The account level depreciation rates were developed based on the depreciable
property recorded on the Company’s books at September 30, 2014.

PLEASE SUMMARIZE THE DEPRECIATION STUDY RESULTS WITH
RESPECT TO DEPRECIATION RATES.

Exhibit DAW-2, Appendix A shows the approved and proposed annual
depreciation rates and accrual for each account. Based on this comparison there is
an overall decrease in annual depreciation expense of $1.6 million. This is
comprised of an increase of approximately $16 thousand for Storage Plant; a
decrease of $60 thousand for Transmission Plant; a decrease of $1.8 million for

Distribution Plant; and an increase of $48 thousand for General Plant (depreciated
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and amortized). There is an additional $151 thousand being accrued for the
General Plant reserve deficit over a three year period.

WHAT FACTORS INFLUENCE THE DEPRECIATION RATES FOR AN
ACCOUNT?

The primary factors that influence the déprcciation rate for an account are: (1) the
remaining investment to be recovered in the account, (2) the depreciable life of
the account, and (3) the net salvage for the account.

DO YOU HAVE AN INITIAL OBSERVATION ABOUT ATMOS
ENERGY’S DEPRECIATION EXPENSE IN GENERAL?

Yes. Atmos Energy’s depreciation expense is decreasing from previously
approved levels.

WHY IS ATMOS ENERGY’S DEPRECIATION EXPENSE
DECREASING?

Adjustments in life and net salvage factors for various accounts were
recommended as discussed later and in Exhibit DAW-2. The largest decrease in
annual depreciation expense is due to the change in net salvage for Transmission
and Distribution Mains and Distribution Services accounts. For Mains and
Services, a Time and Motion Study was performed to determine a uniform
removal cost allocation for replacement activities. The results of this study were
input as a pro forma to the net salvage analysis. This pro forma adjustment had
the effect of decreasing (less negative) the negative net salvage percentages for

Mains and Services assets from the existing levels. The adjustments in life and
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net salvage impact the reserve position, which is contributing to the change in
each function as described above.

WHAT METHOD DID YOU USE TO ANALYZE HISTORICAL DATA TO
DETERMINE LIFE CHARACTERISTICS?

Accounts were analyzed using both the retirement rate method (actuarial method)
and simulated plant record balances analysis (SPR method) to éstimate the life of
property. In much the same manner as human mortality is analyzed by actuaries,
depreciation analysts use models of property mortality characteristics that have
been validated in research and empirical applications. Further detail is found in
the life analysis section of Exhibit DAW-2.

HOW DID YOU DETERMINE THE AVERAGE SERVICE LIVES FOR
EACH ASSET GROUP?

The establishment of appropriate average service lives for each account was
determined by using either the Actuarial or the SPR balances analysis methods.
Graphs illustrating the chosen Iowa Curves used to determine the average service
lives for analyzed accounts are found in the Life Analysis section of my Exhibit
DAW-2. A summary of the depreciable life for each account is shown in Exhibit
DAW-2, Appendix C.

PLEASE DESCRIBE SOME OF THE CHANGES IN THE AVERAGE
SERVICE LIVES FOR THE VARIOUS ACCOUNTS?

The detailed analysis of each account is described fully in Exhibit DAW-2.
Examples of some of the changes in average service lives are:

e There were no decreases in life.

Direct Testimony of Dane A. Watson Page 10
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o The largest increases in life were 20, 15, and 10 years for right of way
(land rights) in Storage, Transmission, and Distribution functions,
respectively. Also in the Storage Function, Accounts 35301 and 35302 —
Field Lines and Tributary Lines, each increased by 10 years.

o There are 58 accounts of which 51 had no change and 7 had an increase in
life.

WHAT IS NET SALVAGE?

While discussed more fully in the study itself, net salvage is the difference
between the gross salvage (what the asset was sold for) and the removal cost (cost
to remove and dispose of the asset). Salvage and removal cost percentages are
calculated by dividing the current cost of salvage or removal by the original
installed cost of the asset. Some plant assets can experience significant negative
removal cost percentages due to the amount of removal cost and the timing of the
addition versus the retirement. For example, a Distribution asset in FERC
Account 376 with an installed cost of $500 (2014) would have had an installed
cost of $25.56' in 1954. A removal cost of $50 for the asset calculated
(incorrectly) on current installed cost would only have a negative 10 percent
removal cost ($50/$500). However, a correct removal cost calculation would
show a negative 195 percent removal cost for that asset (§50/$25.56). Inflation
from the time of installation of the asset until the time of its removal must be

taken into account in the calculation of the removal cost percentage because the

! Using the Handy-Whitman Bulletin No. 181, G-2, line 44, $25.56 = $500 x 39/763.
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depreciation rate, which includes the removal cost percentage, will be applied to
the original installed cost of assets.

HOW DID YOU DETERMINE THE NET SALVAGE PERCENTAGES
FOR EACH ASSET GROUP?

Using the approach described above, the net salvage as a percent of retirements
for various bands (i.e. groupings of years such as the five-year or 10-year
average) for each account is shown in my Exhibit DAW-2 on Appendix D. The
historical experience, input from company experts and judgment were used to
select a net salvage percentage that represents the future expectations for each
account. Specific to this study is the inclusion of a pro forma adjustment due to
the Time and Motion Study recently completed. Atmos will be implementing the
results of the Time and Motion Study across all its jurisdictions beginning in
October 2015.

PLEASE DESCRIBE SOME OF THE CHANGES IN THE NET SALVAGE
PERCENTAGES FOR THE VARIOUS ACCOUNTS?

The detailed analysis of each account is described fully in Exhibit DAW-2.
Examples of some of the changes in net salvage are:

o The largest increases (i.e. less negative) of 10 percent or more in net
salvage were in Account 38000 — Distribution Services, which moved
from a negative 55 percent to a negative 20 percent; Distribution Accounts
376.01 and 376.02 Mains moved from negative 20 percent to negative 5
percent; Account 385 Distribution Industrial M&R moved from negative

25 percent to negative 12 percent; and Account 367 Transmission Mains
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moved from negative 30 percent to negative 20. The increases (less
negative) in net salvage for Mains and Services accounts are due to the pro
forma adjustment reflected as a result of the recently completed Time and
Motion Study.

o The largest decrease (i.e. more negative or less positive) is in Account
369.00 and 369.01 — Transmission M&R Equipment, which caused net
salvage to change from negative 9 percent to negative 19 percent and
Account 379,00 and 379.05 — M&R Equipment City Gate, which moved
from a negative 13 percent to a negative 19 percent based on historical
experience.

e Opverall, 6 accounts experienced some level of increase (less negative) in
net salvage while 4 accounts experienced a decrease (more negative or

less positive) in net salvage, and 48 accounts remained unchanged.

1IV. KY MID-STATES GENERAL OFFICE DEPRECIATION STUDY

DID ALLIANCE PREPARE A 2014 DEPRECIATION STUDY FOR
ATMOS KENTUCKY MID-STATES GENERAL OFFICE?

Yes. We have conducted a study as of September 30, 2014. The study
recommendations and results are attached to my direct testimony as Exhibit
DAW-3.

ARE THE STEPS DESCRIBED ABOVE FOR THE KENTUCKY
DEPRECIATION STUDY THE SAME FOR THE KY MID-STATES

GENERAL OFFICE ASSETS?

Direct Testimony of Dane A. Watson Page 13
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Yes. The same approach and methods were used.

WHAT PROPERTY IS INCLUDED IN THE KY MID-STATES GENERAL
OFFICE DEPRECIATION STUDY?

For KY Mid-States General Office, there is one general class of depreciable
property which is related to general office activities. These assets include office
buildings and leasehold improvements, office furniture, communications
equipment, transportation equipment, computer software and hardware and other
miscellaneous general office assets.

WHAT TIME PERIOD WAS USED TO DEVELOP THE PROPOSED
DEPRECIATION RATES?

The depreciation rates were developed based on the depreciable property recorded
on KY Mid-States General Office books at September 30, 2014.

WHAT ARE THE RESULTS OF THE KY MID-STATES GENERAL
OFFICE DEPRECIATION STUDY?

The 2014 KY Mid-States General Office Depreciation Study is found in Exhibit
DAW-3. The annual depreciation expense, before allocation, is approximately
$101 thousand per year compared to the existing annual depreciation expense of
$313 thousand per year. More details related to the study and results are found in
Exhibit DAW-3.

WHAT ARE THE PRIMARY FORCES AFFECTING THE
DEPRECIATION RATES RECOMMENDED IN THIS STUDY?

Generally, depreciation rates are affected by three separate factors — changes in

average service life, changes in net salvage, and the effect of reserve position.
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The KY Mid-States General Office depreciation rates have all three of these
affecting the rates. However, due to the age and reserve position of the assets,
numerous accounts are considered fully depreciated at this time.

DO YOU HAVE ANY GENERAL OBSERVATIONS REGARDING THE
RECOMMENDATIONS IN THE STUDY YOU WOULD LIKE TO
EXPLAIN?

Yes. There is significant investment, over half, in the K'Y Mid-States General
Office related to technology-based assets, which generally have shorter life
expectations than gas operational assets. There are accounts that are either near
fully depreciated or are fully depreciated. For those accounts we provide a whole
life rate, which can be applied to any future additions. The proposed rates for all
accounts are shown on Exhibit DAW-3 Appendix A and Appendix B. A
comparison of the mortality characteristics (average service life, curve, salvage
and cost of removal) for each account is shown on Exhibit DAW-3 Appendix C.
Accounts 390, 392 and 396 are the only accounts experiencing or expected to
incur any level of net salvage. Detailed discussions for each account can be
found in Exhibit DAW-3.

WHAT ASSETS WERE ANALYZED FOR THE 2014 KY MID-STATES
GENERAL OFFICE DEPRECIATION STUDY?

The KY Mid-States General Office assets perform a common service to all of
Atmos’ KY Mid-States Division, including its regulated utility operations across
multiple states, Kentucky being one of the states. The assets used to perform

these common services were analyzed during the depreciation study. As
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previously stated these assets include, but are not limited to, office buildings,
furniture and equipment, communication equipment, and any computer hardware
or software utilized. The top three largest investments in K'Y Mid-States General
Office are Miscellaneous Equipment, PC Hardware, and Application Software.
WHAT DEPRECIATION RATES DOES THE COMPANY PROPOSE TO
USE FOR KY MID-STATES GENERAL OFFICE ASSETS?

The Company proposes to utilize the depreciation rates recommended in my
depreciation study, which can be found in Exhibit DAW-3 on Appendix A and
Appendix B.

HAS ALLJIANCE QUANTIFIED THE DEPRECIATION EXPENSE FOR
KY MID-STATES GENERAL OFFICE AS A RESULT OF THE
DEPRECIATION STUDY IT PERFORMED?

Yes. Based on September 30, 2014 plant balances and before allocation, the
annual depreciation expense related to KY Mid-States General Office is
approximately $101 thousand. The individual account depreciation rates and
resulting annual depreciation expense can be found on Appendix A and Appendix
B in Exhibit DAW-3. The allocation and direct impact to Kentucky customers is

addressed by Company Witness Mr. Greg Waller.

V. SHARED SERVICES UNIT DEPRECIATION STUDY

DID ALLIANCE PREPARE A 2014 DEPRECIATION STUDY FOR
ATMOS SHARED SERVICES?

Yes. We have conducted a study as of September 30, 2014. The study

Direct Testimony of Dane A. Watson Page 16
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recommendations and results are attached to my direct testimony as Exhibit
DAW-4.

ARE THE STEPS DESCRIBED ABOVE FOR THE KENTUCKY AND KY
MID-STATES GENERAL OFFICE DEPRECIATION STUDIES THE
SAME FOR THE SHARED SERVICES ASSETS?

Yes. The same approach and methods were used for all the studies.

WHAT PROPERTY IS INCLUDED IN THE SHARED SERVICES UNIT
DEPRECIATION STUDY?

For Shared Services, there is one general class of depreciable property which is
related to general office activities. These assets include office buildings and
leasehold improvements, office furniture, communications equipment,
transportation equipment, computer software and hardware and other
miscellaneous general office assets.

WHAT TIME PERIOD WAS USED TO DEVELOP THE PROPOSED
DEPRECIATION RATES?

The depreciation rates were developed based on the depreciable property recorded
on Shared Services’ books at September 30, 2014.

WHAT ARE THE RESULTS OF THE ATMOS SHARED SERVICES
UNIT DEPRECIATION STUDY?

The 2014 Atmos Shared Services Unit Depreciation Study is found in Exhibit
DAW-4. The annual depreciation expense, before allocation, is approximately
$21.8 million per year. More details related to the study and results are found in

Exhibit DAW-4.
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WHAT ARE THE PRIMARY FORCES AFFECTING THE
DEPRECIATION RATES RECOMMENDED IN THIS STUDY?

Generally, depreciation rates are affected by three separate factors — changes in
average service life, changes in net salvage, and the effect of reserve position.
The SSU’s depreciation rates only have two of these affecting the rates- average
service life and reserve position.

ARE THERE ANY GENERAL OBSERVATIONS REGARDING THE
LIFE AND NET SALVAGE PARAMETERS BEING RECOMMENDED IN
THE STUDY YOU WOULD LIKE TO EXPLAIN?

Yes. There is significant investment in the SSU related to technology-based
assets which generally have shorter life expectations than gas distribution assets.
The net salvage analyses for all Shared Services accounts indicate no salvage or
cost of removal is being experienced, therefore a zero percent net salvage rate is
recommended for each account in the SSU study. Detailed discussions for each
account can be found in Exhibit DAW-4.

WHAT ASSETS WERE ANALYZED FOR THE 2014 SHARED SERVICES
UNIT DEPRECIATION STUDY?

The SSU assets perform a common service to all of Atmos’ divisions, including
its regulated utility operations across multiple states, Kentucky being one of the
states. The assets used to perform these common services were analyzed during
the depreciation study. As previously stated these assets include, but are not
limited to, office buildings, furniture and equipment, communication equipment,

and any computer hardware or software utilized. The top three largest
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investments in SSU are the application software, server hardware, and server
software equipment. These assets are primarily located in the Company’s home
office in Dallas, Texas and the customer service centers in Amarillo, Texas and
Waco, Texas.

WHAT DEPRECIATION RATES DOES THE COMPANY PROPOSE TO
USE FOR SHARED SERVICES ASSETS?

The Company proposes to utilize the depreciation rates proposed in the Alliance
depreciation study, which can be found in Exhibit DAW-4 on Appendix A.

HAS ALLIANCE QUANTIFIED THE DEPRECIATION EXPENSE FOR
SHARED SERVICES AS A RESULT OF THE PROPOSED
DEPRECIATION RATES?

Yes. Based on September 30, 2014 plant balances and before allocation, annual
depreciation expense related to Shared Services is approximately $21.8 million.
This can be found on Appendix A in Exhibit DAW-4. The allocation and direct
impact to Atmos Kentucky customers is addressed by Company Witness Mr.
Greg Waller.

HAS THE COMPANY REQUESTED APPROVAL OF THE PROPOSED
SHARED SERVICES DEPRECIATION RATES IN ANY OTHER
STATES?

Yes. The Company has made a filing and received approval of the SSU
depreciation rates shown in Exhibit DAW-4 per Colorado Proceeding No. 15AL-
0299G dated October 23, 2015. The SSU Study has also been filed in Kansas.

The SSU depreciation rates will be filed for approval in Tennessee and Louisiana
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soon and Atmos will make filings in each of its other jurisdictions according to
regulatory requirements.

WHEN WILL THE COMPANY CONDUCT ANOTHER SHARED
SERVICES DEPRECIATION STUDY?

The Company has plans to perform a depreciation study on Shared Services assets
approximately every four years. The Company’s objective is to have reasonable
depreciation rates in place that recognize the expense of those assets over their
useful lives. It is important that the depreciation rates be as reasonable as

possible, so the cost can be assessed to the appropriate generation of customer.

VI. CONCLUSION

WHAT ACCOUNT DEPRECIATION RATES ARE YOU PROPOSING,
AND HOW DO THEY COMPARE WITH THE CURRENT RATES?

The current depreciation rates and the rates I am now proposing related to
Kentucky are found in Appendix A of my Exhibit DAW-2. The proposed rates
for KY Mid-States General Office are in Appendix A of my Exhibit DAW-3.
Finally, the proposed rates for SSU are in Appendix A of my Exhibit DAW-4.
Detailed calculations and comparisons of these rates are found in my studies,
Exhibit DAW-2, DAW-3, and Exhibit DAW-4.

MR. WATSON, DO YOU HAVE ANY CONCLUDING REMARKS?

Yes. The depreciation studies and analysis performed under my supervision fully
support setting depreciation rates at the level | have indicated in my testimony.

The Company should continue to periodically review the annual depreciation
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rates for its property. In this way, all customers are charged for their appropriate
share of the capital expended for their benefit. The depreciation studies for
Atmos Energy’s Kentucky, KY Mid-States General Office, and SSU depreciable
property as of September 30, 2014 describe the extensive analysis performed and
the resulting rates that are now appropriate for Company property. The
Company’s depreciation rates should be set at my recommended amounts in order
to recover the Company’s total investment in property over the estimated
remaining life of the assets.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A, Yes, it does.
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Exhibit DAW-1

11/13/2015
Asset Location Com Docket (If Applicable Company Year Description
Atmos Energy Corporation | Tennessee Regulatory Authority 14-00146 Atmos Tennessee 2015 Natural Gas Depreciation Study
New Mexico New Mexico Public Regulation Commission  |15-00261-UT Public Service Company of New Mexico 2013 Electric Depreciation Study
Kansas Kansas Corporation Commission 16-ATMG-079-RTS Atmos Kansas 2015 Gas Depreciation Study
Texas Public Utility Commission of Texas 44704 Entergy Texas 2015 Electric Depreciation Study
Alaska Regulatory Commission of Alaska U-15-089 Fairbanks Water and Wastewater 2015 Water and Waste Water Depreciation Study
Arkansas Arkansas Public Service Commission 15-031-U Source Gas Arkansas 2015 Underground Storage Gas Depreciation Study
New Mexico New Mexico Public Regulation Commission  |13-00139-UT SPS NM 2015 Electric Depreciation Study
Texas Public Utility Cr ion of Texas 44746 Wind Energy Transmission Texas 2015 Electric Depreciation Study
Colorado Colorado Public Utilities Commission 15-AL-0299G Atmos Colorado 2015 Gas Depreciation Study
Arkansas Arkansas Public Service Commission 15-011-U Source Gas Arkansas 2015 Gas Depreciation Study
Texas Railroad Commission of Texas GUD 10432 CenterPoint- Texas Coast Division 2015 Gas Depreciation Study
Kansas Kansas Corporation Commission 15.KCPE-116-RTS Kansas City Power and Light 2015 Eleciric Depreciation Study
Alaska Regulatory Commission of Alaska U-14-120 Alaska Electric Light and Power 20142015 |Electric Depreciation Study
Texas Public Utility Commission of Texas 43950 Cross Texas Transmission 2014 Electric Depreciation Study
New Mexico New Mexico Public Regulation Commission  |14-00332-UT Public Service of New Mexico 2014 Electric Depreciation Study
Texas Public Utility Ce ion of Texas 43695 Xcel Energy 2014 Electric Depreciation Study
Multi State - SE US FERC RP15-101 Florida Gas Transmission 2014 Gas Transmission Depreciation Study
California California Public Utilities Commission A.14-07-006 Golden State Water 2014 ‘Water and Waste Water Depreciation Study
Michigan Michigan Public Service Commission U-17633 Consumers Energy Company 2014 Eleciric and Common Depreciation Study
Colorado Public Utilities Commission of Colorade 14AL-0660E Public Service of Colorado 2014 Electric Depreciation Study
‘Wisconsin ‘Wisconsin 05-D1J-102 'WE Energies 2014 Blectric, Gas, Steam and Common Depreciation Studies
Texas Public Utility Commission of Texas 42469 Lone Star Transmission 2014 Electric Depreciation Study
Nebraska Nebraska Public Service Commission NG-0079 Source Gas Nebraska 2014 (as Depreciation Study
Alaska Regulatory Commission of Alaska U-14-055 TDX North Slope Generating 2014 Electric Depreciation Study
Alaska Regulatory Commission of Alaska U-14-054 Sand Point Generating LLC 2014 Electric Depreciation Study
Alaska Regulatory Commission of Alaska U-14-045 Matanuska Electric Coop 2014 Electric Generation Depreciation Study
Texas, New Mexico Public Utility Commission of Texas 42004 Xcel Energy 2013-2014 |Electric Plant Depreciation Study
New Jersey Board of Public Utilities GRI3111137 South Jersey Gas 2013 Gas Depreciation Study
Various FERC RP14-247-000 Sea Robin 2013 Gas Depreciation Study
Arkansas Arkansas Public Service Commission 13-078-U Arkansas Oklahoma Gas 2013 Gas Depreciation Study
Arkansas Arkansas Public Service Commission 13-079-U Source Gas Arkansas 2013 Gas Depreciation Study
California California Public Utilities Commission Proceeding No.: A,13-11-003  {Southern California Edison 2013 Electric Depreciation Study
North Carolina/South Carolina  [FERC ER13-1313 Progress Energy Carolina 2013 Electric Depreciation Study
Wisconsin Public Service Commission of Wisconsin 4220-DU-108 Northern States Power~ Wisconsin 2013 Electric, Gas and Common
Texas Public Utility Cc ion of Texas 41474 Sharyland 2013 Electric Depreciation Study
Kentucley Kentucky Public Service Commission 2013-00148 Atmos Energy Corporation 2013 Gas Depreciation Study
Minnesota M Public Utilities Commission 13-252 Allete Minnesota Power 2013 Electric Depreciation Study
New Hampshire New Hampshire Public Service Ci ission |DE 13-063 Liberty Utilities 2013 Electric Distribution and General
Texas Railroad Commission of Texas 10235 ‘West Texas Gas 2013 (as Depreciation Study
Alagka Regulatory Commission of Alaska U-12-154 Alaska Telephone Company 2012 Telecommunications Utility
New Mexico New Mexico Public Regulation Comimission 12.00350-UT SPS 2012 Electric Depreciation Study
Colorado Colorado Public Utilities Commission 12A1-12698T Public Service of Colorado 2012 Gas and Steam Depreciation Study
Colorado Colorado Public Utilities Commission 12AL-1268G Public Service of Colorado 2012 CGias and Steam Depreciation Study
Alaska Regulatory Commission of Alaska U-12-149 Municipal Power and Light City of Anchorage 2012 Electric Depreciation Study
Texas Texas Public Utility Commission 40824 Xcel Energy 2012 Electric Depreciation Study
South Carolina Public Service Commission of South Carolina [Docket 2012-384~E Progress Energy Carolina 2012 Electric Depreciation Study
Alaska Regulatory Commission of Alaska U-12-141 Interior Telephone Company 2012 Telecommunieations Utility
Michigan Michigan Public Service Commission U-17104 Michigan Gas Utilities Corporation 2012 Gas Depreciation Study
North Carolina North Carolina Utilities Commission E-2 Sub 1025 Progress Energy Carolina 2012 Electric Depreciation Study
Texas Texas Public Utility Cr ission 40606 Wind Energy Tr ion Texas 2012 Electric Depreciation Study
Texas Texas Public Utility Commission 40604 Cross Texas Transmission 2012 Electric Depreciation Study
Minnesota Minnesota Public Utilities Commission 12-858 Minnesota Northern States Power 2012 Electric, Gas and Common
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Asset Location Commission Docket (If Applicable Company Year Description
Texas Railroad Commission of Texas 10170 Atmos Mid-Tex 2012 Gas Depreciation Study
Texas Railroad Commission of Texas 10174 Atmos West Texas 2012 Gas Depreciation Study
Texas Railroad C: ion of Texas 10182 CenterPoint Beaumont/ East Texas 2012 Gas Depreciation Study
Kamsas Kansas Corporation Commission 12.KCPE~764-RTS Kansas City Power and Light 2012 Electric Depreciation Study
Nevada Public Utility Commission of Nevada 12-04005 Southwest Gas 2012 Gas Depreciation Study
Texas Railroad Commission of Texas 10147, 10170 Atmos Mid-Tex 2012 Gas Depreciation Study
Kansas Kansas Corporation Commission 12-ATMG-564-RTS Atmos Kansas 2012 Gas Depreciation Study
Texas Texas Public Utility Commission 40020 Lone Star Transmission 2012 Electric Depreciation Study
Michigan Michigan Public Service Commission U-16938 Consumers Energy Company 2011 Gas Depreciation Study
Colorado Public Utilities Commission of Colorado 11AT~047E Public Service of Colorado 2011 Electric Depreciation Study
Texas Texas Public Utility Commission 39896 Entergy Texas 2011 Electric Depreciation Study
MultiState FERC ER12.212 American Transmission Company 2011 Electric Depreciation Study
California California Public Utilities Commission A1011015 Southern California Edison 2011 Electric Depreciation Study
Michigan Michigan Public Service Commission J-16536 Consumers Energy Company 2011 Wind Depreciation Rate Study
Texas Public Utility Commission of Texas 38929 Oncor 2011 Eleetric Depreciation Study
Texas Railroad Commission of Texas 10038 CenterPoint Seuth TX 2010 Gas Depreciation Study
Alaska Regulatory Commission of Alaska U-10-070 Inside Passage Eleetric Cooperative 2010 Electric Depreciation Study
Texas Public Utility Commission of Texas 36633 City Public Service of 8an Antonio 2010 Electric Depreciation Study
Texas Texas Railroad Commission 10000 Atmos Pipeline Texas 2010 (Gas Depreciation Study
Multi State — SE US FERC RP10-21-000 Florida Gas Transmission 2010 (Gas Depreciation Study
Maine/ New Hampshire FERC 10-856 Granite State Gas Transmission 2010 Gas Depreciation Study
Texas Public Utility Commission of Texas 38480 Texas New Mexico Power 2010 Bleetric Depreciation Study
Texas Public Utility Commission of Texas 3833¢ CenterPoint Electric 2010 Electric Depreciation Study
California California Public Utility Commission A10071007 California American Water 2009-2010 |Water and Waste Water Depreciation Study
Texas Texas Railroad Commission 10041 Atmos Amarillo 2010 Gas Depreciation Study
Georgia Georgia Public Service Commission 31647 Atlanta Gas Light 2010 Gas Depreciation Study
Texas Public Utility Commission of Texas 38147 Southwestern Public Service 2010 Electric Technical Update
Alaska Regulatory Commission of Alaska 1J-09-015 Alaska Electric Light and Power 2009-2010 |Electric Depreciation Study
Alagka Regulatory Commission of Alaska U-10-043 Utility Services of Alaska 2009-2010 |Water Depreciation Study
Michigan Michigan Public Service Commission U-16055 Consumers Energy/DTE Energy 2009-2010 _|Ludington Pumped Storage Depreciation Study
Michigan Michigan Public Service Commission U-16054 Consumers Energy 2009-2010  |Electric Depreciation Study
Michigan Michigan Public Service Comunission U-15963 Michigan Gas Utilities Corporation 2009 Gas Depreciation Study
Michigan Michigan Public Service Commission U-15989 Upper Peninsula Power Company 2009 Electric Depreciation Study
Texas Railroad Cc ion of Texas 9869 Atmos Energy 2009 Shared Services Depreciation Study
Mississippi Mississippi Public Service Commission 09-UN-334 CenterPoint Energy Mississippi 2009 Gas Depreciation Study
Texas Railroad Commission of Texas 9902 CenterPoint Energy Houston 2009 Gas Depreciation Study
Colorado Colerado Public Utilities Commission 0SAL-269E Public Service of Colorado 2009 Electric Depreciation Study
Louisiana Louisiana Public Service Commission 1J-3068% Cleco 2008 Electric Depreciation Study
Texas Public Utility Cc ion of Texas 35763 SPS 2008 Electric Plant Depreciation Study
Wisconsin ‘Wisconsin 05-DU-101 WE Energies 2008 Electric, Gas, Steam and Common Depreciation Studies
North Dakota North Dakots Public Service Commission PU-07-776 Northern States Power 2008 Net Salvage
New Mexico New Mexico Public Regulation Commission 07-00319-UT SPS 2008 Testimony — Depreciation
Multiple States Ratlroad Commission of Texas 9762  Atmos Energy 2007-2008  |Shared Services Depreciation Study
Minnesota Minnesota Public Utilities Commission E015/D-08-422 Minnesota Power 2007-2008 |Electric Depreciation Study
Texas Public Utility Commission of Texas 35717 Oncor 2008 Electric Depreciation Study
Texas Public Utility Commission of Texas 34040 Oncor 2007 Blectric Depreciation Study
Michigan Michigan Public Service Commission U-15629 Consumers Energy 2006-2009 | Gas Depreciation Study
Colorado Colorado Public Utilities Cg ission 06-234-EG Public Service of Colorado 2006 Blectric Depreciation Study
Arkansas Arkansas Public Service Commission 06-161-U CenterPoint Energy — Askla Gas 2006 Gas Distribution & Removal Cost Studies
Texas, New Mexico Public Utility Commission of Texas 32766 Xcel Energy 2005-2006  |Blectric Plant Depreciation Study
Texas Railroad Commission of Texas 9670/9676 Atmos Energy Corp 2005-2006 | Gas Distribution Depreciation Study
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ATMOS ENERGY CORPORATION
KENTUCKY PROPERTIES
DEPRECIATION RATE STUDY
EXECUTIVE SUMMARY

Atmos Energy Corporation (“Atmos” or “Company”} engaged Alliance
Consulting Group to conduct a depreciation study of the Company’s Kentucky
Properties (“Kentucky”) natural gas operations depreciable assets as of fiscal year
end September 30, 2014.

The existing depreciation rates were based on the straight-line method, equal
life groub (“ELG”) procedure, and remaining-life technique and the same method,
procedure and technique are retained in this study. This study recommends a
decrease of $1.6 million in annual depreciation expense when compared to the
depreciation rates currently in effect. Life estimates showed the following changes:
7 accounts have an increase in life; no accounts have a decrease in life, and 51
accounts remained unchanged. Net salvage showed the following changes: 4
accounts have a decrease in net salvage (more negative), 6 accounts have an
increase in net salvage (more positive or less negative), and 48 accounts remained
unchanged.

The depreciation study we conducted analyzed and developed depreciation
recommendations at an account level resulting in annual depreciation accrual
amounts and depreciation rates at that level. The depreciation study also reflects
the continuation of Vintage Group Amortization for certain General Plant accounts.

Appendix A demonstrates the change in depreciation expense.
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ATMOS ENERGY CORPORATION
KENTUCKY PROPERTIES
DEPRECIATION RATE STUDY
As of September 30, 2014
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PURPOSE

The purpose of this study is to develop depreciation rates for the depreciable
property as recorded on Atmos’ books at September 30, 2014. The account based
depreciation rates were designed {o recover the total remaining undepreciated
investment, adjusted for net salvage, over the remain‘ing life of Atmos’ property on a
straight-line basis. Non-depreciable property and property which is amortized such
as intangible assets were excluded from this study.

Atmos Energy provides local gas distribution service to over 174,000
customers in Kentucky. Its assets currently consist of various storage, transmission,
and distribution plant, including approximately 2,484 miles of steel and 1,437 miles
of plastic gas distribution mains, located across the service area. it has a number of
receipt points or city gates, throughout the system where gas enters the distribution

system and is then delivered to customers for burner tip consumption.
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STUDY RESULTS

The existing and current study of annual depreciation expense results from the
use of lowa Curve dispersion patterns with the straight-line method, equal life group
(“ELG”) procedure and remaining-life technique, and consideration of net salvage in
the development of the study recommended depreciation rates. Detailed
information for each of these factors will follow in this report.

Overall depreciation rates for Kentucky depreciable property are shown in
Appendix A. The recommended rates translate into an annual depreciation accrual
of approximately $14.7 million based on Kentucky’s depreciable investment at
September 30, 2014. The annual equivalent depreciation expense calculated by the
same method using the currently approved rates was $16.4 million. The primary
driver for the decrease in the annual depreciation expense when compared to the
existing is related to the Distribution Plant Function.

Consistent with the prior study and FERC Rule AR-15, this depreciation study
continues the use of Vintaged Group Amortization in Accounts 391 through 399,
excluding 392, 396, and 397.05. This process provides for the amortization of
general plant with a separate amortization to allocate any deficit or excess reserves.
This approach provides for the timely retirement of assets, at the end of the
amortized life property will be retired from the books and simplifies accounting for
general property.

Appendix A presents a comparison of the composite existing rates versus the
recommended study rates. Appendix B presents the development of the
depreciation rates and annual accruals. Appendix C presents the mortality and net
salvage parameters by account. Appendix D shows net salvage history by plant

account.
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GENERAL DISCUSSION

Definition

The term "depreciation” as used in this study is considered in the accounting
sense, that is, a system of accounting that distributes the cost of assets, less net
salvage (if any), over the estimated useful life of the assets in a systematic and
rational manner. It is a process of allocation, not valuation. This expense is
systematically allocated to accounting periods over the life of the properties. The
amount allocated to any one accounting period does not necessarily represent the
loss or decrease in value that will occur during that particular period. The Company
accrues depreciation on the basis of the original cost of all depreciable property
included in each functional property group. On retirement the full cost of
depreciable property, less the net salvage value, is charged to the depreciation

reserve.

Basis of Depreciation Estimates

The straight-line, equal life group, remaining-life depreciation system was
employed to calculate annual and accrued depréciation in this study. In this system,
the annual depreciation expense for each group is computed by dividing the original
cost of the asset, less allocated depreciation reserve, less estimated net salvage, by
its respective equal life group remaining lives. The resulting annual accrual amounts
of all depreciable property within an account were accumulated, and the total was
divided by the original cost of assets in the account to determine the depreciation
rate. The calculated remaining lives and annual depreciation accrual rates were
based on attained ages of plant in service and the estimated service life and salvage
characteristics of each depreciable group. The computations of the annual
depreciation rates are shown in Appendix B and in the study workpapers.

Avariety of life estimation approaches were incorporated into the life analyses.

Both Simulated Plant Record (SPR) analysis and Actuarial Analysis are commonly

used mortality analysis techniques for gas utility property. Historically, Atmos has

used SPR analysis to evaluate lives of most asset groups. The SPR balances
6
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approach was used with each account within a function where sufficient activity
occurred within the account. Where vintage information is available, actuarial
analysis was performed. For the accounts using actuarial analysis experience
bands varied depending on the amount of data. Judgmentwas used to a greater or
lesser degree on all accounts. Each approach used in this study is more fully

described in a later section.
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Survivor Curves

To fully understand depreciation projections in a regulated utility setting, there
must be a basic understanding of survivor curves. Individual property units within a
group do not normally have identical lives or investment amounts. The average life
of a group can be determined by first constructing a survivor curve which is plotted
as a percentage of the units surviving at each age. A survivor curve represents the
percentage of property remaining in service at various age intervals. The lowa
Curves are the result of an extensive investigation of life characteristics of physical
property made at lowa State College Engineering Experiment Station in the first half
of the prior century. Through common usage, revalidation and regulatory
acceptance, these curves have become a descriptive standard for the life

characteristics of industrial property. An example of an lowa Curve is shown below.
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There are four families in the lowa Curves that are distinguished by the relation
of the age at the retirement mode (largest annual retirement frequency) and the
average life. For distributions with the mode age greater than the average life, an
"R" designation (i.e., Right modal) is used. The family of “R” moded curves is shown

below.
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Similarly, an "S" designation (i.e., Symmetric modal) is used for the family
whose mode age is symmetric about the average life. An"L" designation (i.e., Left
modal) is used for the family whose mode age is less than the average life. A
special case of left modal dispersion is the "O" or origin modal curve family. Within
each curve family, numerical designations are used to describe the relative
maghnitude of the retirement frequencies at the mode. A "6" indicates that the
retirements are not greatly dispersed from the mode (i.e., high mode frequency)
while a "1" indicates a large dispersion about the mode (i.e., low mode frequency).

For example, a curve with an average life of 30 years and an "L3" dispersion is a
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moderately dispersed, left modal curve that can be designated as a 30 L3 Curve.
An SQ, or square, survivor curve occurs where no dispersion is present (i.e., units of
common age retire simultaneously).

Most property groups can be closely fitted to one lowa Curve with a unique
average service life. The blending of judgment concerning current conditions and
future trends along with the matching of historical data permits the depreciation
analyst to make an informed selection of an account's average life and retirement

dispersion pattern.

Actuarial Analysis

Actuarial analysis (retirement rate method) was used in evaluating historical
asset retirement experience where vintage data were available and sufficient
retirement activity was present. In actuarial analysis, interval exposures (total
property subject to retirement at the beginning of the age interval, regardless of
vintage) and age interval retirements are calculated. The complement of the ratio of
interval retirements to interval exposures establishes a survivor ratio. The survivor
ratio is the fraction of property surviving to the end of the selected age interval, given
that it has survived to the beginning of that age interval. Survivor ratios for all of the
available age intervals were chained by successive multiplications to establish a
series of survivor factors, collectively known as an observed life table. The
observed life table shows the experienced mortality characteristic of the account and
may be compared to standard mortality curves such as the lowa Curves. Consistent
with the prior study some accounts were analyzed using this method. Placement
bands were used to illustrate the composite history over a specific era, and
experience bands were used to focus on retirement history for all vintages during a
set period. Matching data in observed life tables for each experience and placement
band to an lowa Curve requires visual examination. As stated in Depreciation
Systems by Wolf and Fitch, “the analyst must decide which points or sections of the
curve should be given the most weight. Points at the end of the curve are often
based on fewer exposures and may be given less weight than those points based on

larger samples” (page 46). Some analysts chose to use mathematical fitting as a

10
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tool to narrow the population of curves using a least squares technique. Use of the
least squares approach does not imply a statistical validity, however, because the
underiying data does not meet criteria for independence hetween vintages and the

same average price for property units through time. Thus, Depreciation Systems

cautions, “... the results of mathematical fitting should be checked visually and the
final determination of best fit made by the analyst” (page 48). This study uses the
visual matching approach to match lowa Curves, since mathematical fitting
produces theoretically possible curve matches. Visual examination and experienced
judgment allow the depreciation professional to make the final determination as to
the best curve type.

Detailed information for each account is shown later in this study and in

workpapers.

Simulated Plant Record Procedure (“SPR”)

The SPR - Balances approach is one of the commonly accepted approaches

to analyze mortality characteristics of utility property. SPR was applied to all
accounts due to the unavailability of sufficient vintaged transactional data. In this
method, an lowa Curve and average service life are selected as a starting point of
the analysis and its survivor factors are applied to the actual annual additions to give
a sequence of annual balance totals. These simulated balances are compared with
the actual balances by using both graphical and statistical analysis. Through
multiple comparisons, the mortality characteristics (as defined by an average life and
lowa Curve) that are the best match to the property in the account can be found.

The Conformance index (Cl) is one measure used to evaluate SPR analyses. Cls
are also used to evaluate the "goodness of fit" between the actual data and the lowa
Curve being referenced. The sum of squares difference (SSD) is a summation of
the difference between the calculated balances and the actual balances for the band
or test year being analyzed. This difference is squared and then summed {o arrive

at the SSD, where n is the number of years in the test band.

11
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SSD = ¥} (Calculated Balance; - Observed Balance; )2

This calculation can then be used fo develop other calculations, which the
analyst feels might give a better indication for the “goodness of fit" for the
representative curve under consideration. The residual measure (RM) is the square
root of the average squared differences as developed above. The residual measure
is calculated as follows:

RM =7 22)
n

The conformance index (Cl} is developed from the residual measure and the
average observed plant balances for the band or test year being analyzed. The
calculation of conformance index is shown below:

Y1 Balances;/ n

RM

The retirement experience index (RE!) gives an indication of the maturity of the

CI=

account and is the percent of the property retired from the oldest vintage in the band
at the end of the test year. Retirement indices range from O percent to 100 percent
and a REI of 100 percent indicates that a complete curve was used. A retirement
index less than 100 percent indicates that the survivor curve was truncated at that
point. The originator of the SPR method, Alex Bauhan, suggests ranges of value for
the Cl and REI. The relationship for C| proposed by Bauhan is shown below’:

Cl Value
Over 75 Excellent
50 to 75 Good

25 to 50 Fair
Under 25 Poor

1 Public Utillity Depreciation Practices, p. 96.

12
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The relationship for REI proposed by Bauhan? is shown below:

RE} Value
Over 75 Excellent
501075 Good

33 to 50 Fair

17 to 33 Poor

17 and below Valueless

Depreciation analysts have used these measures in analyzing SPR results for
nearly 60 years, since the SPR method was developed. Both the Cl and REI
statistics provide the analyst with important information with which to make a
comparison between a band of simulated or calculated balances and the observed
or actual balances in the account being studied. It is important to understand that
observing the pattern of best-fitting curves over various bands, as well as
considering other company and asset-specific information, is important in the
ultimate decision for the most appropriate live and curve combination that will refiect
future retirements of each account.

Statistics are useful in analyzing mortality characteristics of accounts, as well
as determining a range of service lives to be analyzed using the detailed graphical
method. However, these statistics boil all the information down o one, or at most, a
few numbers for comparison. Visual matching through comparison between actual
and calculated balances expands the analysis by permitting the analyst to view
many points of data at a time. The goodness of fit should be visually compared to
plots of other lowa Curve dispersions and average lives for the selection of the
appropriate curve and life. Detailed information for each account is shown later in

this study and in workpapers.

Judgment
Any depreciation study requires informed judgment by the analyst conducting

the study. A knowledge of the property being studied, company policies and

2 Public Utility Depreciation Practices, p. 97.
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procedures, general trends in technology and industry practice, and a sound basis of
understanding depreciation theory are needed to apply this informed judgment.
Judgment was used in areas such as survivor curve modeling and selection,
depreciation method selection, simulated plant record method analysis, and
actuarial analysis.

Judgment is not defined as being used in cases where there are specific,
significant pieces of information that influence the choice of a life or curve. Those
cases would simply be a reflection of specific facts into the analysis. Where there
are mulliple factors, activities, actions, property characteristics, statistical
inconsistencies, implications of applying certain curves, property mix in accounts or
a multitude of other considerations that impact the analysis (potentially in various
directions), judgment is used to take all of these factors and synthesize them into a
general direction or understanding of the characteristics of the property. In these
cases, it is rare for one factor to individually have a, substantial impact on the
‘analysis. However, individual factors may shed light on the utilization and
characteristics of assets. Judgment may also be defined as deduction, inference,
wisdom, common sense, or the ability to make sensible decisions. There is no
single correct result from statistical analysis; hence, there is no answer absent
judgment. Atthe very least for example, any analysis requires choosing upon which
bands to place more emphasis.

The establishment of appropriate average service lives and retirement
dispersions for the Storage, Transmission, Distribution and General accounts
requires judgment to incorporate the understanding of the operation of the system
with the available accounting information analyzed using the SPR balance methods.
The appropriateness of lives and curves depends not only on statistical analyses,
but also on how well future retirement patterns will match past retirements.

Current applications and trends in use of the equipment also need to be
factored into life and survivor curve choices in order for appropriate mortality

characteristics to be chosen.
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Equal Life Group Depreciation

Atmos agreed that the continued use of the ELG depreciation procedure was
appropriate. In addition to being approved by this Commission for the Company’s
currently authorized rates, the Railroad Commission of Texas has repeatedly
approved the use of ELG for Atmos and other Companies. This study uses the ELG
depreciation procedure to group the assets within each account. After an average
service life and dispersion were selected for each account, those parameters were
used to estimate what portion of the surviving investment of each vintage was
expected to retire. The depreciation of the group continues until all investment in the
vintage group is retired. ELG groups are defined by their respective account
dispersion, life, and net salvage estimates. A straight-line rate for each ELG group
is computed and accumulated across each vintage. The resulting rate for each ELG
group is designed to recover all retirements less net salvage as each vintage refires.

The ELG procedure recovers net book cost over the life of each ELG group rather
than averaging many components. It also closely matches the concept of

component or item accounting found in all accounting textbooks.

Theoretical Depreciation Reserve

The Company’s book depreciation reserves were reallocated within each
function by plant account based on the theoretical reserves for each account. This
study used a reserve model that relied on a prospective concept relating future
retirement and accrual patterns for property, given current life and salvage
estimates. The theoretical reserve of a group is developed from the estimated
remaining life, total life of the property group, and estimated net salvage. The
theoretical reserve represents the portion of the group cost that would have been
accrued if current forecasts were used throughout the life of the group for future
depreciation accruals. The computation involves multiplying the vintage balances
within the group by the theoretical reserve ratio for each vintage. The equal life
group method requires an estimate of dispersion and setrvice life to establish how

much of each vintage is expected to be retired in each year until all property within
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the vintage is retired. Estimated average service lives and dispersion determine the
amount within each equal life group. The equal life group-remaining-life theoretical
reserve ratio (RRELG) is calculated as:

RRELG = 1-{EEC ZL’Z’?% L) w (1 - Net Satvage Ratio)
ife
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DETAILED DISCUSSION
Depreciation Study Process

This depreciation study encompassed four distinct phases. The first phase
involved data collection and field interviews. The second phase was where the
initial data analysis occurred. The third phase was where the information and
analysis was evaluated. Once the first three stages were complete, the fourth
phase began. This phase involved the calculation of deprecation rates and
documenting the corresponding recommendations.

During the Phase | data collection process, historical data was compiled from
continuing property records and general ledger systems. Data was validated for
accuracy by extracting and comparing to multiple financial system sources. Audit of
this data was validated against historical data from prior periods, historical general
ledger sources, and field personnel discussions. This data was reviewed
extensively to put in the proper format for a depreciation study. Further discussion
on data review and adjustment is found in the Salvage Considerations Section of
this study. Also as part of the Phase | data collection process, numerous
discussions were conducted with engineers and field operations personnel to obtain
information that would assist in formulating life and salvage recommendations in this
study. One of the most important elements of performing a proper depreciation
study is to understand how the Company utilizes assets and the environment of
those assets. Interviews with engineering and operations personnel are important
ways to allow the analyst to obtain information that is beneficial when evaluating the
output from the life and net salvage programs in relation to the Company’s actual
asset utilization and environment. Information that was gleaned in these
discussions is found both in the Detailed Discussion of this study in the life analysis

section, the salvage analysis section, and ailso in workpapers.
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Phase 2 was where the SPR analysis was performed. Phase 2 and 3 overlap
to a significant degree. The detailed property records information is used in phase 2
to develop observed life tables for life analysis. These tables were visually
compared to industry standard tables to determine historical life characteristics. Itis
possible that the analyst would cycle back to this phase based on the evaiuation
process performed in phase 3. Net salvage analysis consists of compiling historical
salvage and removal data by functional group to determine values and trends in
gross salvage and removal cost. This information was then carried forward into
phase 3 for the evaluation process.

Phase 3 was the evaluation process which synthesized analysis, interviews,
and operational characteristics into a final selection of asset lives and net salvage
parameters. The historical analysis from phase 2 was further enhanced by the
incorporation of recent or future changes in the characteristics or operations of
assets that were revealed in phase 1. Phases 2 and 3 allowed the depreciation
analyst to validate the asset characteristics as seen in the accounting transactions
with actual Company operational experience.

Finally, Phase 4 involved the calculation of accrual rates, making
recommendations and documenting the conclusions in the final report. The
calculation of accrual rates is found in Appendix A. Recommendations for the
various accounts are contained within the Detailed Discussion of this report. The-
depreciation study flow diagram shown as Figure 1° documents the steps used in

conducting this study. Depreciation Systems, page 289 documents the same basic

processes in performing a depreciation study which are: Statistical analysis,
evaluation of statistical analysis, discussions with management, forecast

assumptions, write logic supporting forecasts and estimation, and write final report.

® Public Utility Finance & Accounting, A Reader
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Book Depreciation Study Flow Diagram
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Depreciation Rate Calculation

Annual depreciation expense amounts for the depreciable accounts of the
Company were calculated by the straight line, equal life group, remaining life
system. With this approach, remaining lives were calculated according to standard
ELG group expectancy techniques, using the lowa Survivor Curves noted in the
calculation. For each plant account, the difference between the surviving
investment, adjusted for estimated net salvage, and the allocated book depreciation
reserve, was divided by the average remaining life to yield the annual depreciation

expense. These calculations are shown in Appendix B.

Remaining Life Calculation

The establishment of appropriate average service lives and retirement
dispersions for each account within a functional group was based on engineering
judgment that incorporated available accounting information analyzed using either
the retirement rate actuarial or the SPR methods. After establishment of appropriate
average service lives and retirement dispersion, remaining life was computed for
each account. Theoretical depreciation reserve with zero net salvage was
calculated using theoretical reserve ratios as defined in the theoretical reserve
portion of the General Discussion section. The difference between plant balance
and theoretical reserve was then spread over the ELG depreciation accruals.

Remaining life is shown for each account in Appendix B.

Calculation Process

Annual depreciation expense amounts for all accounts were calculated by the

straight line, remaining life procedure.
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In a whole life representation, the annual accrual rate is computed by the
following equation,

(100% — Net Salvage Percent)
AverageService Life

Annual Accrual Rate =

Use of the remaining life depreciation system adds a self-correcting
mechanism, which accounts for any differences between theoretical and book
depreciation reserve over the remaining life of the group. With the straight line,
remaining life, equal life group system using lowa Curves, composite remaining lives
were calculated according to standard broad group expectancy techniques, noted in
the formula below:

> Original Cost — Theoretical Reserve
Z Whole Life Annual Accrual

Composite Remaining Life =

For each plant account, the difference between the surviving investment,
adjusted for estimated net salvage, and the allocated book depreciation reserve,
was divided by the composite remaining life to yield the annual depreciation
expense as noted in this equation.

Original Cost — Book Reserve — (Original Cost) * (1 — Net Salvage %)
Composite Remaining Life

Annual Depreciation Expense =

Where the net salvage percent represents future net salvage.

Within a group, the sum of the group annual depreciation expense amounts,
as a percentage of the depreciable original cost investment summed, gives the

annual depreciation rate as shown below:

Z Annual Depreciation Expense

Annual Depreciation Rate =
> Original Cost

These calculations are shown in Appendix B. The calculations of the

theoretical depreciation reserve values and the corresponding remaining life
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calculations are shown in workpapers. Book depreciation reserves were allocated
from a functional level to individual accounts and the theoretical reserve computation

was used to compute a composite remaining life for each account.

Life Analysis

The simulated plant record method SPR semi-actuarial analysis method was
applied to most accounts for Kentucky. For each account where used, a simulated
plant record method analysis was performed at intervals for the overall band and at
various (usually 10 and/or 5-year) intervals within the overall balance period. In
addition to reviewing the SPR analysis for each band and account, where possible,
a graphical comparison between actual and simulated balances was performed.

The retirement rate actuarial analysis method was applied to those accounts
where vintage retirement detail is available. For each account, an actuarial
retirement rate analysis was made with placement and experience bands of varying
width. The historical observed life table was plotted and compared with various
lowa Survivor Curves to obtain the most appropriate match. The observed life table,
a selected placement and experience bands, is shown in Appendix C. The
remainder of placement and experience band analyses performed is contained in
the workpapers.

For each account on the overall band (i.e. placement from earliest vintage year
through 2014 and experience band from earliest available experience year through
2014, most recently approved survivor curves were used as a starting point. Then
using the same life, various dispersion curves were plotted. Frequently, visual
matching would confirm one specific dispersion pattern (i.e. L, S. or R) as an
obviously better match than others. The next step would be to determine the most
appropriate life using that dispersion pattern. Then, after looking at the overall
experience band, different experience bands were plotted and analyzed. Repeated
matching usually pointed to a focus on one dispersion family and small range of

service lives. Generally, the goal of visual matching was to minimize the differential
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between the observed life table and lowa curve in top and mid-range of the plots.
When adequate activity is present a graph of the observed life table versus the
proposed life and curve is provided for each account where the actuarial life analysis
was used.

These results are used in conjunction with all other factors that may influence

asset lives.

Storage Plant — FERC Accounts 350.20 — 356.00

There are 5 storage fields with old gas wells. There are approximately 55

wells between the 5 fields. One well, Bon Harbor was retired (around 2009-
2010).

Account 350.20 Rights-of-Way (70 R5)

This account includes the cost of rights of way used in connection with
storage plant operations. There is approximately $5 thousand in this account. The
existing life is 50 R5. This study recommends moving to a 70 year life and RS

dispersion.
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Account 351.00-351.04 Structures & Improvements, Compressor Station
Equipment, Measuring & Regulating Stations, and Other Structures (60 R5)
These accounts include the cost of structures and improvements, compressor

station equipment, measuring and regulating stations, fencing and other structures
used in connection with storage plant operations. There is approximately $331
thousand in total for these accounts. The accounts were analyzed together but for
rate calculation purposes each account depreciation rate has been calculated
separately. Based upon the analysis and discussions with Company personnel, this
study recommends retaining the 60 R5. A comparison of actual versus simulated

balances is shown below for the 60 R5.
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Account 351.00 Structures & Improvements (60 R5)

This account inciudes the cost of structures and improvements used in
connection with storage plant operations. There is approximately $18 thousand
in this account. The existing life is 60 R5. Based on the combined SPR analysis
as described above, retaining the 60 year life and R5 dispersion is
recommended. See graph of the combined account actual versus simulated

balances shown above.

Account 351.02 Compressor Station Equipment (60 R5)

This account includes the cost of compressor station equipment used in
connection with storage plant operations. There is approximately $153 thousand
in this account. The existing life is 60 R5. Retention of the 60 year life and R5
dispersion is recommended. See graph of the combined account actual versus

simulated balances shown above.

Account 351.03 Measuring and Regulating Station (60 R5)

This account life analysis was combined with all other 351 accounts. There is
approximately $23 thousand in this account. The existing life is 60 R5. Retention of
the 60 year life and RS dispersion is recommended. See graph of the combined

account actual versus simulated balances shown above.

Account 351.04 Other Structures (60 R5)

This account includes the cost of other structures used in connection with
storage plant operations. There is approximately $137 thousand in this account.
The existing life is 60 R5. Retention of the 60 year life and RS dispersion is
recommended. See graph of the combined account actual versus simulated

balances shown above.
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Accounts 352.00, 352.01, 352.02 Wells, Well Construction, and Well Equipment
(67 S5)

These accounts include the cost of wells, well construction, and well
equipment used in connection with storage plant operations. There is approximately
$8 million total for the accounts combined in this account. The existing life is 67 S5.

There are approximately 55 wells spread across 5 storage fields. The accounts
were analyzed together but for rate calculation purposes, the depreciation rate for
each account has been calculated separately. Based upon the analysis and
discussions with Company personnel, this study recommends retaining the 67 S5.

A comparison of actual versus simulated balances is shown below for the 67 S5.
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Account 352.03 Cushion Gas (50 SQ)

This account includes the cost of cushion gas used in connection with storage
plant operations. There is approximately $1.7 million in this account. The existing
life is 50 SQ and is retained in this study. No graph is provided.

Account 352.10 Storage lL.easeholds (67 S5)

This account includes the cost of storage leaseholds used in connection with
storage plant operations. There is approximately $178 thousand in this account.
The existing life is 67 S5. Consistent with the life of the underlying assets, wells, this
study recommends retaining the 67 year life and S5 dispersion. No graph is

provided.

Account 352.11 Storage Rights (67 S5)

This account includes the cost of storage rights used in conn<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>