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Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR item 1
Witness: Tom Petersen

Data Request:

Has Atmos performed any analysis of financial information and operations to
determine why it has not been able to earn an adequate rate of return?

a. If yes, provide and describe the results of that analysis.
b. If no, explain why such an analysis has not been performed.

Response:

The reasons why the Company has initiated this rate case, including the financial
reasons therefor, are more fully discussed in the direct testimony of Mr. John Paris.
With respect to the sufficiency of the Company’s rate of return, please see the
direct testimony of Dr. Donald Murry and accompanying workpapers.



Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR Item 2
Witness: Laurie Sherwood

Data Request:

Provide the actual earned return on capital and earned return on equity for Atmos
for each year for 2000 through 2006.

Response:

The requested return measures are provided below for Atmos Energy Corporation.
Return on capital is calculated as net income divided by the simple average of beginning
and ending total capitalization.

Annual Return on Capital, 2000 — 2006

2000 4.76%
2001 5.53%
2002 4.74%
2003 4.84%
2004 4.64%
2005  4.70%
2006  3.88%

Annual Return on Equity, 2000 — 2006

2000 9.3%
2001 104%
2002 9.9%
2003 9.9%
2004 9.1%
2005 9.0%

2006 8.9%



Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR Item 3
Witness: Tom Petersen

Data Request:

Provide the actual increase in net rate base for Atmos for each year for 2000
through 2006.

Response:

Total Atmos utility rate base was estimated by using unadjusted per books
amounts. A summary of the calculation of the rate base for each calendar year
and a calculation of the annual increase in rate base is shown on the attached
schedules labeled Case 2006-00464 KPSC DR2-3 ATT.



Atmos Energy Corporation
Case No. 2006-00464
KPSC Staff Request 2-3
Total Atmos Rate Base

Calendar
Year

2000
2001
2002
2003
2004
20056
2006

Rate Base

875,867,982
1,025,860,040
1,134,384,634
1,326,676,984
1,784,850,050
3,190,267 177
3,444,461,678

Change

149,992,058
108,524,594
192,292,351
458,173,065
1,405,417 127
254,194,502
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Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR ltem 4
Witness: Gary Smith

Data Request:
Refer to the Application, page 3, paragraph 8 and Volume 1, Tab 1, FR 10(1)(b)(1).

a.

Response:
a.

Provide a detailed discussion regarding the impact on customer sales
volumes and overall revenue of the increased competition within the gas
industry and from other energy providers. Include the percentage
reduction in customer sales volumes and overall revenues from increased
competition for each year since Atmos’s last rate case. Include supporting
workpapers.

Provide a detailed discussion regarding the impact of energy
conservation on residential customer volumes and overall revenue.
Include a detailed discussion of the derivation of the $4.3 million reduction
in customer sales volumes and overall revenues from energy
conservation since Atmos’s last rate case as shown in Volume 1, Tab 1,
item 4, FR 10(1)(b)(1). Include supporting workpapers.

Does the statement that Atmos is experiencing significant declines in
residential customer volumes related to energy conservation refer to all of
Atmos’s gas utility operating divisions taken as a whole or to the
Kentucky/Mid-States division only? Explain the response.

Provide copies of any studies or analyses prepared by or for Atmos that
supports the statement that the significant declines in residential
customer volumes it has been experiencing are related solely to energy
conservation.

Declining core market usage, on a weather normalized basis, is a long-
standing phenomenon. In Case 99-070, Company witness Gary Smith
profiled this issue and its impact on the Company’s financial performance.
That identified trend, however, is more severe subsequent to the 1999
rate case. Further, the Company has observed an unprecedented loss of
customers (attrition) subsequent to the last rate case. Statistics
documenting the post-2000 era, including the requested annual review of
volumetric trends and net customer changes each year is attached as
Attachment KPSC DR 2-4(a).

These new market reactions, the Company believes, are attributable
primarily to higher pass-through gas costs beginning dramatically in the
winter of 2000-2001. While gas costs have increased significantly, as
compared to the pre-2000 era, electric rates in Kentucky remain among
the lowest in the US and have not increased as dramatically as retail
natural gas service. Steeper declines in weather-adjusted usage, we
believe, represent heightened conservation efforts and/or the



displacement of natural gas with other energy sources. Likewise, we
believe lost customers represent displacement of natural gas with other
energy sources in most cases. Atmos Energy believes that its growth to
new customers during the period from FY 2000 through FY 2006 has
consistently ranged between 1800-2100 per year. Conservatively,
therefore, the Company has constructed faciliies to add 12,000
customers during this period; however, our net change in average active
customers has declined almost 2,700.

Atmos Energy is unable to distinguish the individual impacts of the many
factors (appliance energy efficiency gains, conservation efforts, low-cost
competition, lower appliance market penetration, etc.) contributing to the
evident declining usage trends and higher rates of customer loss.

Please also refer to the Company’s response to KPSC DR 2-52 (b-c).

Please refer to the Company’s response to subpart (a) of this data
request above. Also the Company has attached the workpapers
computing the financial impact of declining usage amounting to more than
$4.3 million since our last rate case. Additionally, the workpapers show a
loss of margin of more than $1.0 million due to the net decrease in active
customers since that case.

The statement was offered from the perspective of Kentucky operations.
However, the statement would be true for most, if not all, of the
jurisdictions Atmos Energy serves. Industry studies in recent years
indicate that the trend of declining per customer gas usage is prevalent
throughout most of the US.

The statement “Atmos is experiencing a significant decline in residential
customer volumes related to energy conservation” is not intended to imply
that all of volume decline is attributable to energy conservation. It is
difficult to ascertain the relative significance of all factors which have
contributed to the measured declining trends. The most recent report by
the American Gas Association regarding factors affecting residential gas
usage patterns was published in June 2003, called “Patterns in
Residential Natural Gas Consumption, 1997-2001”. The Executive
Summary of that analysis is provided as Attachment KPSC DR 2-4(d).
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Line No.

NEZslisoranlsooNoanwn -

Case 99-070
Residential
Com/PA

Case 2006-00464

Residential
Com/PA

Volume/Cust. Decline:

Residential
Com/PA
Total

Reduced Cust. Count:

Residential
Com/PA
Total

Attachment KPSC DR 2-4(c)

B C D E
Volume
Annual Bills Customers Volume, Mcf Per Cust,
1,801,828 168,486 13,026,240 82.2
235,245 19,604 7,210,034 367.8
1,845,778 153,815 10,075,515 65.5
230,594 19,216 5,923,362 308.2
Volume Current Margin Financial
Per Cust, Customers per Mcf Cost
(18.7) 153,815 $1.1900 ($3,054,516)
(59.5) 19,216 $1.1190 ($1.280,274)
($4,334,790)
Customer Current Average Annual Financial
Reduction Margin per Customer Cost
(4,671) $167.95 ($784,466)
(388) $584.93 ($226,709)

($1,011,176)



Attachment KPSC DR 2-4(d)
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American Gas Association

Poricy Anavysis Grour

400 N. Capito! 5t, NW
E Washington, DC 20001
www.aga.org

EA 2003-01 June 16, 2003

PATTERNS IN RESIDENTIAL NATURAL GAS CONSUMPTION, 1997-2001

I Introduction

This analysis concludes that natural gas use per residential customer dropped by
6.4 percent from 1997 through 2001. This reduction per customer is in addition to a 16
percent reduction observed from 1980 through 1997. Nationally, natural gas use per
residential customer was 106 thousand cubic feet (Mcf) per year in 1980, 89 Mcf per
year in 1997, and 83 Mcf per year in 2001 (Chart 1). A previous AGA analysis'
quantified the primary factors contributing to this decline on both a national and a
regional basis and those same factors are again analyzed herein for the more recent
period. It should be noted that all data in these analyses have been adjusted to reflect
normal weather.

Chart 1
Use Per Residential Customer

Normalized Mcf per Year

1980 1990 1997 2001

! Patterns in Residential Natural Gas Consmmnption Since 1930, American Gas Association. February 2000

© 2003 by the American Gas Assoclation



Attachment KPSC DR 2-4(d)
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il Executive Summary

Similar to the findings of the previous analysis, the primary cause of the declining
use frend was increasing efficiency of gas appliances, predominately space heaters.
Other factors inciude a reduction in the number of gas appliances in homes served with
gas and tighter, more energy efficient homes. Chart 2 shows the estimated proportional
impact of the various factors contributing to this decline on a national basis.

Chart 2
Factors Contributing to Declining U.S. Natural Gas Use per
Residential Customer 1997-2001

Demographics
6%

Housing
Characteristics
28%
Appliance Efficiency
Gains
60%

Reduced Appliance
Saturation
6%

» Regional variation was observed. There was a decline in the use per
customer in all regions of the country: The Northeast lost 1.74 Mcflyear
comparing 1997 to 2001, the South and the West lost 2.17 Mcf/year, and the
Midwest 4.31 Mcflyear (Table 1). Graphical representation of some of the
factors contributing to these trends can be seen in Chart 3.

s Space heating efficiency gains contributed almost half of the residential
load loss. In 1997, the average furnace efficiency was estimated to be
around 74 percent AFUE, since some furnaces sold before federal
regulations set the minimum gas space heating efficiency at 78 percent were
still operating. During the study pericd, some of these less efficient furnaces
have been replaced, and by 2001 the current weighted average gas space
heating appliance efficiency for all units in place is estimated at roughly 77
percent.

s Water heating efficiency gains contributed about 13 percent of the average
residential load loss. Federal water heater standards took effect in 1990,
setting the minimum gas water heater energy factor (EF) at 0.54, compared
to the then-typical 0.5 EF. In addition, consumers are purchasing units with
EF ratings higher than 0.54. The 1997 weighted average gas water heating
EF is estimated to be slightly less than 0.53, compared to 0.55 in 2001.

(S
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Chart 3
Regional Impact of Major Factors

(Change in Mcf/year per residential customer, 1997 - 2001)

Appliance Efficiency Appliance Saturation

NE MW  South West NE MW  South West

Housing Characteristics

NE MW  South West

Note: Contributing factors are calculated independently and may not total to actual change
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Space heating market share loss accounted for about two percent of the
overall decrease in gas use per residential customer. The proportion of
homes with gas service increased since 1997, but the percentage of those
gas homes with gas space heat declined slightly. Thus the relative heating
base of gas utilities declined.

- The market share loss in the Midwest and South was two to nine
times as great as the national average. In the Northeast and West,
however, there was an increase in space heating gas market share
(see Chart 2).

Baseload appliance market share loss accounted for about four percent of
the residential load loss experienced from 1997-2001. Overall, the number of
gas appliances per customer has declined. The market share loss for water
heaters, cooking appliances, clothes dryers was relatively small, while gas
light market share losses were somewhat higher.

Improved home energy efficiency was responsible for about 29 percent of
the decline. Newer homes with improved thermal envelope characteristics,
as well as older homes adding insulation and storm windows/doors, reduced
the typical amount of gas needed for space heating.

Demographic changes contributed about six percent of the decline in typical
residential gas use. Population shifts of gas customers to warmer climates
since 1997 accounted for this decline when viewed from a national
perspective. Previously quantified factors such as average number of people
per residence and number of households setting back their thermostats at
night did not change over the study period.



Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR Iltem 5
Witness: Gary Smith

Data Request:

Refer to the Application, Volume 1, Tab 7, FR 10(1)(b)(8)a, First Revised Sheet
Nos. 15 and 20. Under the paragraphs labeled Penalty for Unauthorized Overruns,
the proposed language requires that the customer be responsible for any
incremental charges assessed by the pipeline or supplier as opposed to the
present language which states that the customer is responsible for any penalties
assessed.

a.  Explain why the language needs to be modified.

b.  For clarification, will the incremental charges include penalties that the
pipeline may charge?

Response:

a. Unauthorized overruns for interruptible sales customers consists of usage
during a period when the Company has issued a Curtailment Order
suspending interruptible sales. The Company would issue such an Order
when it believes delivery of interruptible sales would have adverse
consequences on our firm sales customers. The primary purpose of the
charge for unauthorized overrun volumes is to encourage customer
compliance with the terms of their interruptible service. Another purpose of
the charge is to ensure that non-compliant customers be accountable for any
incremental costs associated with their overrun. On many occasions, market
natural gas prices are at their highest during periods when a Curtailment
Order is necessary, but pipeline penalties may or may not occur. This
broadened language would enable the Company to charge the non-compliant
interruptible sales customer for any additional gas supply costs above the unit
gas cost recovered under the then-current Gas Cost Adjustment (“GCA").
Such charges would be credited through the GCA mechanism, so there
would be no incremental revenue to the Company. This language change
merely provides greater assurance to our firm sales customers that they will
not incur any costs attributable to unauthorized interruptible sales volumes.

b. Yes, incremental charges would include, but not be limited to, pipeline
penalties.



Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR Item 6
Witness: Gary Smith

Data Request:
Refer to the Application, Volume 1, Tab 7, FR 10(1)(b)(8)a.

a.

Response:

Concerning Sheet No. 22, explain why Atmos is proposing to define the
normal billing cycle heating degree days (“NDD") as the National Oceanic
and Atmospheric Administration’s (‘NOAA") 30-year normal for the period
1971-2000.

Explain why NDD could not be defined as the 30-year normal based upon
data published by NOAA for the period 1976-2005.

Concerning Sheet No. 42, explain how the proposed “R&D Unit Charge”
of $0.0035 per 1,000 cubic feet equates with Atmos’s level of research
and development contribution as of December 31, 1998. Include all
supporting calculations, workpapers, and assumptions. In addition,
explain why the level as of December 31, 1998 is the reasonable level of
support for the forecasted test period.

Concerning Sheet No. 55, explain the reason(s) for the additional
language concerning potential penalties under the “Curtailment” section
of this tariff.

Concerning Sheet No. 62, explain the reason(s) for the change in the
“Imbalance Volumes” from penalty assessed to incremental charges
assessed.

Concerning Sheet No. 63, explain the reason(s) for the additional
language concerning potential penalties under the “Curtailment” section
of this tariff.

Concerning Sheet No. 67.1, explain the purpose of the proposed
“Transportation/Carriage Pooling Service” tariff and indicate why Atmos
believes it needs to offer this service.

a. Atmos Energy believes that the WNA mechanism should adjust approved
distribution commodity rates to compensate for weather variances from the same
“normal” weather basis upon which those rates were set. The weather basis for
determining weather normalizing volumes and the proposed level of distribution
charges in this Case is the NOAA NDD report for the period of 1971-2000. As
explained more fully in the Company’s response to KPSC DR 2-6(b) below,
NOAA only publishes its 30-year NDD report every ten years, concurrent with the
beginning of a new decade and, thus, the NOAA report for the period of 1971-
2000 is the most current available.



b. According to its website, NOAA only publishes its 30-year NDD report every ten

years, concurrent with the beginning of a new decade. In producing their 30-year
NDD reports, temperature data for each weather station undergoes a series of
validations prior to summarizing daily and monthly averages. The most recent
NOAA NDD publications are for the period of 1971-2000. The NOAA website
states that their next report of NDDs, for the timeframe 1981-2010, “should be
available to the public sometime in 2011.”
The NOAA website does indicate that a “dynamic normals” tool is available which
allows a user to select a more current timeframe than the latest published NDD
report. Although we are uncertain whether the data would be suitable for rate
design or WNA purposes, we attempted to view a report for the period from
1976-2005 subsequent to our receipt of this data request. The web-tool
responded that the requested data was only available “through DEC 2001.”

c. The stated R&D unit charge of $0.0035 is unchanged from the current level

reflected in the existing, approved tariff. Case No 1999-070 established the R&D
rider, and outlined the circumstances leading to the proposal of maintaining the
R&D funding level as of December 1998. At that time, a scheduled elimination of
Gas Research Institute (GRI) funding through FERC-regulated pipelines was
already known. FERC authorized funding through interstate pipelines were being
phased out incrementally over time, and eliminated altogether in 2004. The
Company’s proposal in Case 99-070 was to maintain R&D collections from those
customer segments which had been paying the GRI charges through the GCA
recovery of interstate pipeline fees and remit funds collected to GRI. Thus, the
Company’s approved tariff reflected incremental increases in the unit charge to
correspond with the phased elimination of the GRI charges through the interstate
pipelines. One text change reflected in the tariff proposed in this Case is to
eliminate references to those now-dated incremental steps and reflect only the
current and continuing unit rate of $0.0035 per Mcf which began on January 1,
2004. The incremental steps referenced in the tariff approved in Case 99-070
merely bridged that level of unit funding minus the continued FERC authorized
interstate pipeline funding as it phased out.
Through research of the Case 1999-070 Case, we located a workpaper showing
the level of contribution to GRI through interstate pipelines, and calculating the
final incremental distribution charge increase for January 1, 2004. The
workpaper is attached as Attachment KPSC DR 2-6(c).

d. The additional language clarifies that customers failing to comply with Company
Curtailment Orders are subject to bearing incremental costs related to any
overrun sales taken during the period the Order is in effect. For T-3 service, the
Curtailment Order suspends delivery of overrun sales to these transportation-
only accounts. Daily usage in excess of the customers confirmed daily
nominated supply would be in violation of the Curtailment Order and thus subject
to bearing associated incremental costs. The existing imbalance language falls
within a section addressing monthly imbalances; this additional language clarifies
that imbalance sales during a curtailment period may not be erased by positive
imbalances for the remainder of the month.

e. Unauthorized overruns for T-3 customers is usage above their confirmed daily
nominated supply during a period when the Company has issued a Curtailment
Order suspending overrun sales. The Company would issue such an Order
when it believes delivery of overrun sales would have adverse consequences on
our firm sales customers. The primary purpose of the charge for unauthorized
overrun volumes is to encourage customer compliance with the terms of their



transportation-only service. Another purpose of the charge is to ensure that non-
compliant customers be accountable for any incremental costs associated with
their overrun. On many occasions, market natural gas prices are at their highest
during periods when a Curtailment Order is necessary; but pipeline penalties
may or may not occur. This broadened language would enable the Company to
charge the non-compliant carriage service customer for any additional gas supply
costs above the unit gas cost recovered under the then-current Gas Cost
Adjustment (“GCA”). Such charges would be credited through the GCA
mechanism, so there would be no incremental revenue to the Company. This
language change merely provides greater assurance to our firm sales customers
that they will not incur any costs attributable to unauthorized carriage overrun
sales volumes.

The additional language clarifies that customers failing to comply with Company
Curtailment Orders are subject to bearing incremental costs related to any
overrun sales taken during the period the Order is in effect. For T-4 service, the
Curtailment Order suspends delivery of overrun sales to these transportation-
only accounts. Daily usage in excess of the customers confirmed daily
nominated supply would be in violation of the Curtailment Order and thus subject
to bearing associated incremental costs. The existing imbalance language falls
within a section addressing monthly imbalances; this additional language clarifies
that imbalance sales during a curtailment period may not be erased by positive
imbalances for the remainder of the month.

The primary purpose of the proposed Transportation/Carriage Pooling Service is
to permit suppliers to our transportation customers to aggregate their customers
for monthly supply balancing purposes, subject to the conditions specified in the
tariff.

This new service offering does not alter the individual customer qualification
requirements for transportation service, does not provide any new revenue
stream to the Company and is offered only as a voluntary option for our
customers and for suppliers wishing to perform as a Pool Manager.

Currently, all transportation imbalances are calculated at the individual customer
level, with some customers having positive imbalances and other having
negative imbalances. This option would calculate the imbalance at a Pool level,
with the Pool Manager assuming responsibility for the net Pool imbalances.
Conditions specified in the tariff limit the scope of the Pools to ensure no
operational impact on our sales customers relating to any imbalances.

Atmos Energy proposes the Transportation/Carriage Pooling Service merely as a
service enhancement option for our significant transportation market. As
acclaimed in the 2002 gas procurement audit conducted for the Commission by
Liberty Consulting Group, Atmos Energy “operates a very successful
transportation program in very competitive circumstances by offering well-
designed transportation services at competitive prices.” We believe this tariff is a
logical extension toward continued customer service improvements in this
competitive marketplace.



Attachment KPSC DR 2-6 (c)

(Workpaper from KPSC Case No. 1999-070)

Western Kentucky Gas Company,
A Division of Atmos Energy Corporation
Calculation of GRI R&D Unit Charge

Total Gas Charge Distribution Charge
Contribution Contribution Contribution
Dec. 31, 1998 Jan. 1, 2004 Jan. 1, 2004
Rate per Mcf Rate per Mcf Rate per Mcf
Daily Basis Daily Basis Daily Basis
Texas Gas Transmission
Fully Discounted $ - 3 - $ -
Trunkline Gas Co.
Fully Discounted $ - 3 - $ -
Tennessee Gas
Small Customer Surcharge § 0.0200 $ - $ 0.0200
Midwestern Gas Transmission
Commodity $ 0.0088 $ 0.0075 $ 0.0013
High Demand Rate $ 0.0085 $ 0.0076 $ 0.0009
Low Demand Rate $ 0.0053 § 0.0047 $ 0.0008
ANR Pipeline
Commodity $ 0.0088 $ 0.0075 $ 0.0013
High Demand Rate $ 0.0085 $ 0.0076 $ 0.0009
Annual GRI GRI
Usage (Mcf) Charge Dollars
Texas Gas 20,000,000 $ - $ -
Trunkline 1,400,000 $ - $ -
Tennessee Gas 4,600,000 % 0.0200 3 92,000.00
26,000,000 $ 92,000.00
GRI R&D Unit Charge $ 0.0035




Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR item 7
Witness: John Paris

Data Request:

Refer to the Application, Volume 2, Tab 1, the Direct Testimony of John A. Paris
(“Paris Testimony”). On pages 6 and 7 is a discussion of the Customer Rate
Stabilization (“CRS”) mechanism.

a.

Response:
a.

Given that the proposed CRS provides for a backward looking review of
past financial performance as well as a review of the projected revenue
requirement for the next 12 months, explain in detail why this proposal
does not shift the majority of Atmos’s risks to its ratepayers.

Explain in detail how Atmos has determined that the proposed annual
reviews would be “at a very low cost and provide for customer rate
protection.” Include any studies or analyses Atmos conducted that
support these conclusions.

Explain in detail what controls are contained in the proposed CRS
mechanism that will encourage Atmos to contain costs.

Refer to page 7, lines 23 through 26. Does Atmos contend that the rate of
return authorized in 2007 will continue to be the fair, just, and reasonable
rate of return in 20127 Explain the response.

While the pages referenced in the question do not mention ‘risk’, the
question implies that ‘risk’ refers to the ultimate recovery of costs and the
timing of that recovery. Prudent costs are recoverable from ratepayers
and the proposed CRS mechanism does not alter that fact. The CRS is
designed to ensure that only costs which have been approved for
recovery by the Commission (and thus determined to be prudent) are, in
fact, recovered. In a perfect world revenues recovered during a given
period would always match the costs (including return) incurred during
that same period. In reality, however, some differences in periodic
revenues and costs occur. Such differences then lead to periodic under
or over recovery of costs. The proposed CRS would ensure that
revenues collected from ratepayers for 12 months match 12 months of
costs authorized for recovery by the Commission. No more, no less. If
anything, the proposed mechanism would equally benefit both ratepayer
and Company by reducing the periodic 'risk’ of under or over recovery of
costs.

The Company has not conducted any studies in this regard. Please refer
also to the Company’s response to the KPSC DR 2-56(h).

Please refer to the Company’s response to the KPSC DR 2-60(f).



By law, any authorized rate of return continues to be fair, just and
reasonable until a new rate of return is approved by the Commission.
The latest stated rate of return for the Company was set in 1990, with
subsequent rate cases settled with interveners, and approved by the
Commission, without designating a specific rate of return.

From a historical perspective, the Company filed rate cases about every
4-6 years. Thus, it would not be unusual to operate under a rate of return
set 5 years previous. The Company believes five years is an appropriate
interval for operating under an established, reasonable rate of return.

Finally, the proposed CRS mechanism does not diminish in any way the
authority of the Commission to review the reasonableness of the rate of
return set for this purpose. And, nothing in the proposed CRS mechanism
prohibits the Company from filing a traditional rate case in order to have
its rate of return reconsidered.



Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR item 8
Witness: John Paris / James Cagle

Data Request:

Refer to the Paris Testimony, page 11. Mr. Paris states that the current Kentucky
share of Atmos’s Shared Services costs is approximately 5 percent. What would
have been the Kentucky share of the Shared Services costs had the Kentucky and
Mid-States Divisions not been combined? Include all workpapers, calculations, and
assumptions used to determine the response.

Response:

On a percentage basis, the allocations are close. As a stand-alone division, and
based upon the composite allocation methodology, Kentucky would receive
approximately 5.2% of Shared Services — General Office costs. As part of the
combined Kentucky/Mid-States division, Kentucky receive approximately 5.6% of
the Shared Services - General Office costs under the methodology. Kentucky
receives 5.6% of Shared Services — Customer Support costs regardiess of the
combination because the allocation of such costs is based upon the number of
customers. While the percentage to Kentucky of Shared Services — General Office
costs is slightly higher when combined with Mid-States, this simple comparison
does not account for cost synergies of the combination as discussed on page 7 of
the direct testimony of Mr. Greg Waller.

Please also see attachment JCC-3 to the direct testimony of Mr. James Cagle.
The Shared Services — General Office allocation to Kentucky before the
combination is shown on page 1. The Shared Services — General Office allocation
to Kentucky after the combination is calculated as follows:

Mid-States 9.9% JCC-3 Page 1
Kentucky 5.2% JCC-3 Page 1
Sum 15.1%

Times 36.78% JCC-3 Page 3

Factor 5.55%



Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR Iltem 9
Witness: Tom Petersen

Data Request:

Refer to the Application, Volume 2, Tab 2, the Direct Testimony of Thomas H.
Petersen (“Petersen Testimony”), pages 4 and 5.

a. Define the term “unusual retirements” as it is used in the testimony.

b.  Explain why Atmos did not record the retirement of certain shared assets
in the year the retirement occurred, rather than recording the retirement in

November 2006.
Response:
a. In Mr. Petersen’s testimony “unusual retirements” refers to retirements in
recorded in a period that relate to activity in prior periods.
b. The retirements were not recorded in the year they occurred due to an

inadvertent administrative omission.



Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR item 10
Witness: Tom Petersen

Data Request:

Refer to the Petersen Testimony, page 5. Explain in detail how Mr. Petersen
concluded that the September 2006 construction work in progress (“CWIP”")
balances were reasonable estimates of future CWIP through the forecasted test
year. Include all workpapers, caiculations, and assumptions that support the
conclusion.

Response:

Since most of the company’s capital projects are relatively short-term projects, if
project paperwork is completed timely the amount of investment closed to plant in
service in a year should roughly equal the amount of capital spending in the year.
Therefore, Mr. Petersen decided that it was reasonable to assume for purposes of
projecting additions to plant in service that additions to plant in service would equal
capital spending in a period. A result of this assumption is that the projected level
of CWIP will equal the level of CWIP at the start of the projections. Additionally,
capital project paperwork was relatively current as of September 2006.



Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR [tem 11
Witness: Tom Petersen

Data Request:
Refer to the Petersen Testimony, page 6.

a.

Response:
a.

Provide copies of the analyses or studies reviewed by Mr. Petersen that
supports Atmos's assumption that there will not be a significant change in
the materials and supplies account in the test year. If analyses or studies
were not used to determine this assumption, explain in detail how Mr.
Petersen reached this conclusion.

Provide copies of the analyses or studies reviewed by Mr. Petersen that
support Atmos’s assumption that the amounts for prepayments are not
expected to change in the test year. If analyses or studies were not used
to determine this assumption, explain in detail how Mr. Petersen reached
this conclusion.

Concerning the PSC Assessment:

(1) Was Mr. Petersen aware that in previous natural gas and electric
general rate cases the Commission has not included the PSC
Assessment in the determination of the utility’s rate base? Explain
the response.

(2) Provide the PSC Assessment amounts included in Atmos’s base
period and forecasted period rate bases. Include all workpapers,
calculations, and assumptions used to determine the amounts.

(3) Explain why the Commission should include the PSC Assessment
in Atmos's rate base determination.

Provide copies of the analyses or studies reviewed by Mr. Petersen that
support Atmos'’s assumption that the amount of customer advances will
not significantly change during the test year.

Provide the account balances for each of the 12-months ending
September 30, 2000 through 2006 for materials and supplies,
prepayments, and customer advances.

Mr. Petersen knew of no expected changes in the level of material and
supplies. Therefore, other than general inflation, he had no basis for
assuming that the level of investment in materials and supplies would
change in the test year. He concluded that maintaining the historic level
of materials and supplies was a conservative projection.

Mr. Petersen knew of no expected changes in the level of prepayments
and supplies. Therefore, other than general inflation, he had no basis for
assuming that the level of investment in prepayments would change in



the test year. He concluded that maintaining the historic level of
prepayments was a conservative projection.

Prepayments related to the PSC assessment were included in rate base
in prior Atmos rate case filings in Kentucky. And a review of the
company’s three general rate cases dating back to 1990 did not show a
disallowance of this inclusion. The company has not reviewed any other
utilities cases in Kentucky related to this matter. All prepayments
including prepayments of PSC assessments represent investment
required to provide utility service. Therefore, the company believes that
prepayments of PSC assessments are a necessary component of rate
base. The average balance for prepayments of PSC assessments are
$205,854 in the base period and $231,715 in the forecasted period. Work
paper support is provided in the response to AG first request item 20.

Mr. Petersen knew of no expected changes in the level of customer
advances. Therefore, other than general inflation, he had no basis for
assuming that the level of customer advances would change in the test
year. He concluded that maintaining the historic level of customer
advances was a conservative projection.

Please see the attached file.
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Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR item 13
Witness: Greg Waller

Data Request:
Refer to the Waller Testimony, pages 13 and 14.

a. Does the forecasted test period include O&M expenses allocated to the
Kentucky/Mid-States Division by the Shared Services unit? Explain the
response.

b.  Explain the statement in footnote 3 that the base period O&M expense
does not include O&M allocated to the Kentucky division by the Shared
Services unit.

Response:

a. The $15,875,934 discussed on page 13 represents O&M for Kentucky (direct)
and the Kentucky Mid-States General Office (allocated portion). It does not
include Shared Services. The O&M allocated to Kentucky by Shared Services
for the forecasted test period is $5,133,922 as seen on page 17 line 2.

b. Footnote 3 references the O&M for Kentucky (direct) and the Kentucky Mid-
States General Office (allocated portion). The footnote continues (“wraps”)
from page 14 to page 15. As noted in the continuation of the footnote, SSU
O&M is discussed later in testimony (on pages 16-17).



Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR Item 14

Data Request:
Refer to the Waller Testimony, page 18.

Witness: Greg Waller

a. Provide a schedule showing the initial property tax assessment, the
property tax based on the initial assessment, the final property tax
assessment, and the property tax based on the final assessment for the
most recent 6 years available.

b. If it has been Atmos’s experience that the final property tax assessment
has been different from the initial assessment, explain why this difference
should not be reflected in the projected property tax expense included in
the forecasted test period.

Response:
a.

Estimated
Tax Taxes based Taxes Paid by
Year Initial Value | off Initial Value | Settled Value Tax Year
2001 227,433,054 2,449,066 160,000,000 1,719,858
2002 237,501,793 2,593,496 171,000,000 1,867,258
2003 207,080,070 2,285,104 175,891,940 1,939,934
2004 220,204,325 2,474,467 197,196,586 2,215,925
2005 253,040,918 2,810,668 214,981,600 2,387,921

2006 336,242,098 4,011,420

b. Prior to 2006, Atmos worked with the KDR Office of Property Valuation to arrive
at a final value. Traditionally, this was accomplished before the 45 day appeal
This year the Company and Office of
Property Valuation were not able to agree on final values through the informal
Atmos formally appealed its 2006 assessment to the Office of Legal

period through informal negotiations.

process.

Services — Division of Protest Resolution.




Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR Item 15
Witness: Robert R. Cook Jr.

Data Request:

Refer to the Application, Volume 2, Tab 4, the Direct Testimony of Robert R. Cook,
Jr. (“Cook Testimony”), page 6. Provide a schedule showing the capital
expenditures for the Kentucky division, the Kentucky division's general office, and
the Shared Services unit for the most recent 5 fiscal years. Separate the capital
expenditures into growth and non-growth expenditures, as well as listing each
capital project included in the expenditures.

Response:

See attachment KPSC DR2-15ATT for FY2002-2006 growth and non-growth
expenditures by Company budget categories. Please see KPSC DR 1-12a ATT
for a listing of each capital project.
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Atmos Energy Corporation, Kentucky
Case No. 2006-00464
KPSC 2nd Data Request Dated February 23, 2007
DR ltem 16
Witness: Robert R. Cook Jr.

Data Request:
Refer to the Cook Testimony, pages 7 and 8.

a.  Provide the monthly and quarterly capital project variance reports for the
Kentucky division, the Kentucky division’s general office, and the Shared
Services unit for calendar years 2005 and 2006.

b.  For each capital project undertaken in or assigned to Kentucky operations
during fiscal years 2004 through 2006, prepare a schedule that
categorizes the project as either “Blanket Functionals” or “Specific
Projects.” Include the original appropriation for the project as well as
indicate if supplemental funding was requested and approved. Also
provide copies of the applicable project variance reports for each project.

Response:

A. See attached KPSCDR2-16a 2005 ATT and DR2 Item 18a for FY 2006
monthly variance reports.

B. See attached KPSCDR2-16b ATT for blanket functionals or specific
projects.
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