
JOHN N. HUGHES 
ATTORNEYAT LAW 

PROFESSIONAL SERVICE CORPORATION 
124 WEST TODD STREET 

FRANKFORT, KENTUCKY 40601 

TELEPHONE: (502) 227-7270 T”UGHES@fevipb.net 

April 13,2007 

Beth O’Donnell 
Executive Director 
Public Service Commission 
21 1 Sower Blvd. 
Frankfort, KY 40601 

TELEFAX (502) 875-7059 

Re: Atmos Energy Corporation 
Case No. 2006-00464 

Dear Beth: 

Atmos Energy Corporation submits for filing its responses to the Attorney 
General’s second data request and the Commission’s third data request. The responses 
are in separate volumes. A petition for confidentiality for the response to Attorney 
General’s request 65 is attached. 

Additionally, updated responses to the Attorney General’s initial data request, 
items 37a and 38a are being filed. 

Copies of the responses have been served on the Attorney General. 

Frankfort, KY 40601 
Attorney for Atmos Energy Corporation 
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COMMONWEALTH OF KENTUCKY 
BEFORE THE 

KENTUCKY PUBLIC SERVICE COMMISSION 

PUBLiC SERVICE 
CBMMISSIBN 

In the Matter of: 

APPLICATION OF ATMOS ENERGY 

OF GAS RATES 
CORPORATION FOR AN ADJUSTMENT ) CASE NO. 2006-00464 

PETITION FOR CONFIDENTIALITY OF INFORMATION 
BEING FILED WITH KENTUCKY PUBLIC SERVICE COMMISSION 

IN RESPONSE TO REQUEST 65 OF THE 
ATTORNEY GENERAL’S SUPPLEMENT REQUESTS FOR INFORMATION 

Atmos Energy Corporation (“Atrnos”), respectfully petitions the Kentucky Public Service 

Commission (“Commission”), pursuant to 807 KAR 5:OOl  , Section 7, and all other applicable law, for 

confidential treatment of the information being provided in response to DR2-65 of the Attorney General’s 

Supplemental Requests for Information. In support of this Petition, Atmos states as follows: 

1. In its DR 2-65, the Attorney General has requested copies of any studies in the 

Company’s possession on the cost of fuels that compete for the company’s gas. The 

Company has performed an in-house study of the relative costs to residential consumers 

of utilizing electricity versus the costs of utilizing natural gas, as well as fuel oil versus 

natural gas in the industrial customer market (the “Study”). The Study contains sensitive 

and confidential information and is entitled to be filed confidentially. 
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2. KRS fil.872(1) requires information filed with the Commission to be available for public 

inspection unless specificallv exempted by statute. Exemptions from this requirement are 

provided in KRS 61.878(1). KRS 61.878(1)(~)(1) exempts commercial information, 

confidentially disclosed to the Commission which if made public would permit an unfair 

commercial advantage to competitors of the party from whom the information was 

obtained. 

The information contained in the Study is highly sensitive and if publicly disclosed would 

allow Atmos’ competitors (electrical utilities, for example) to gain confidential and 

proprietary information contained in the Company’s internal study and analysis of the 

comparative costs of burning natural gas as a fuel versus electricity. This information 

would not otherwise be available to such competitors. Atmos has no corresponding right 

to obtain similar information from such competitors. This information would accordingly 

enable competitors to have an unfair commercial advantage. 

The information sought to be protected is not publicly available and is not disseminated 

within Atmos except to those employees with a legitimate business need to know and act 

upon the information. 

Pursuant to 807 KAR 5:001, Section 7 (3), temporary confidentiality should be maintained 

until the Commission enters an order as to the Petition. Once the order regarding 

confidentiality has been issued, Atmos would have twenty (20) days to seek alternative 

remedies pursuant to 807 KAR 5:001, Section 7 (4). 

3. 

4. 

5. 

WHEREFORE, Atmos petitions the Commission to treat as confidential the information being 

provided in response to the Attorney General’s DR 2-65, which information is attached hereto in a separate 
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volume and marked ‘CONFIDENTIAL”. 
4% 

Respectfully submitted this L - d a y  of April, 2007. 

Mark R. Hutchinson 
WILSON, HUTCHINSON & POTEAT 
61 1 Frederica Street 
Owenshoro, Kentucky 42301 

Douglas Walther 
Atmos Energy Corporation 
P.O. Box 650250 
Dallas, Texas 75265 

John N. Hughes 
124 W. Todd Street 
Frankfort, Kentucky 40601 

Attorneys for Atmos Energy 

VERIFICATION 

I, Gary L. Smith, being duly sworn under oath state that I am Vice President - Marketing 
and Regulatory Affairs for Atmos Energy Corporation’s KentuckylMid-States operations, and the 
statements contained in the foregoing Petition are true as I verily believe. 

STATE OF KENTUCKY 

COUNTY OF DAVIESS 

The foregoing Petition was acknowledged and verified before me Gary L. Smith, as Vice President 
- Marketing and Regulatory Affairs for Atmos Energy Corporation’s KentuckylMid-States operations, 
on this the m a y  of April, 2007. 
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Notary Public - State of KY at  Large 

My Commission Expires: September 26, 2009 

CERTIFICATE OF SERVICE 

%h 
I hereby certify that on the \2lday of April, 2007, the original of this Petition, with the information 

for which confidential treatment is sought contained in the attached volume marked "CONFIDENTIAL", 
together with ten ( I O )  copies of the Petition without the confidential information, were filed with the 
Kentucky Public Service Commission, 21 1 Sower Blvd, Frankfort, Kentucky 40602, and that a copy of this 
Petition, with the information for which confidential treatment is being sought was served on the Attorney 
General pursuant to a confidentiality agreement between the parties. 

/-//--7/--== 
Mark R. Hutchinson 

2006-00464\PETITION FOR CONFIDENTIALITY 
OF RESPONSES TO DATA REQUESTS 
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Updated 
April 12, 2007 

Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General Initial Data Request Dated February 20, 2007 
DR Item 37 a 

Witness: Dan Metiere 

Data Request: 
With regard to the revenue statistics shown on Schedule I ,  sheet 2 of 3, please 
provide the following information: 

a. Update the schedule to include actual revenue statistics for calendar 
year 2006. 

Response: 

a. This information is currently being prepared in connection with the 2006 
Kentucky Annual Report, which will be completed on March 31 , 2007. 
This information will be updated once it is available. 
April 12, 2007 Update - Attached is Schedule I, Sheet 2 of 3, updated to 
include 2006 data. 

UBLlC SERVICE 
COMMISSION 
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Updated 
April 12,2007 

Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General Initial Data Request Dated February 20,2007 
DR Item 38 a 

Witness: Dan Meziere 

Data Request: 
With regard to the sales statistics shown on Schedule I ,  sheet 3 of 3, please 
provide the following information: 

a. Update the schedule to include actual sales statistics for calendar year 
2006. 

Response: 
a. This information is currently being prepared in connection with the 2006 

Kentucky Annual Report, which will be completed on March 31, 2007. 
This information will be updated once it is available. 
April 12, 2007 Update - Attached is Schedule I, Sheet 3 of 3, updated to 
include 2006 data. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 1 

Witness: Tom Petersen PUBLIC SEWVlC 
COMMISSION 

Data Request: 
Refer to the response to the Staff’s Second Request dated February 23, 2007 
(“Staff‘s Second Requesf‘), Item 2. Provide the earned return on rate base, return 
on capital and return on equity for Atmos’s Kentucky Division for 2000 through 
2006. If necessary use appropriate assumptions to develop jurisdictional rate base 
and capital. 

Response: 
Please see the attached schedules. The calculations are based on actual per 
books amounts without adjustments for out of period or abnormal amounts or other 
ratemaking adjustments. Total capital is assumed to equal total rate base. 
Detailed rate base calculations and allocations are shown on the schedules. As a 
result of acquisitions during this period the factor for allocating shared services 
costs to the Kentucky service area has declined from 16.58% in 2000 to less than 
5.6% at the end of calendar 2006 and interest rates declined from over 8% in 2000 
to less than 5.5% in 2004. 



Atmas Energy Corporatlon 
Case No. 200600464 
KPSC Staff Request 3-1 
Twelve months ended December 31 

Division 009 
Gross Plant 
CWlP 
Acwm. Depre, 
cwc 
M&S 
Storage Gas 
Prepaids 
Customer Advances 
DIT 
Total 

Division 091 
Gross Plant 
CWlP 
Accurn. Depre. 
cwc 
M&S 
Storage Gas 
Prepaids 
Customer Advances 
DIT 
Total 
Allocation Facior 
Allocated 

Division OM [Rate Base 
Grass Plant 
CWlP 
Accum. Depre. 
cwc 
M&S 
Storage Gas 
Prepaids 
Customer Advances 
DIT 
Total 
Allocation Factor 
Mocated 

@!ision 012 
Gross Plant 
CWIP 
Accum. Depre. 
cwc 
M&S 
Storage Gas 
Prepaids 
Customer Advances 
DIT 
Total 
Allocation Fador 
Allocated 

Rate Base 

Equity Capital 

Debt Capital 

Interest Expense 

NOIBT 
Taxable Income 
Income Tax 

Return on Rate BaselCapItal 

Return on Equity 

2000 2001 2002 2003 2004 2005 2006 

235,694,529 244,206,384 243,458,447 247,245,968 266,749,049 280,854,357 289,876,904 
5,289,353 8,464,066 3,116,557 4,726,561 2,134,108 1,983,076 3,!73,064 

(102,680,685) (1 11,854,706) (112,396,790) (107,643,171) (112,981,352) (120,731,721) (124,871,740) 

472,384 56,417 68,044 (10,741) 46,742 65,267 (1 3,497) 
12,258,034 19,249,838 14,092,424 22,452,972 31,402,495 33,281,322 34,040,435 

473,143 2,494,079 618,856 276,131 21 5,715 208,941 272,457 
(5,318,059) (5,243,770) (4,798,358) (4,362,681) (4,008,846) (3,818,108) (3,491,805) 

(23,562,329) (24,449,319) (16,113,475) (28,664,427) (30,251,055) (37,115,960) (27,084,672) 
122,626,370 132,922,989 128,045,705 134,020,612 153,306,856 154,727,174 172,301,146 

6,908,400 
194,769 

(4,596,373) 

(17,941) 

2,081,912 
4,570,767 
36.7754% 
1,680,918 

7 - 173,873,997 171,019,623 177,013,598 204,441,636 88,137,545 

(3) - (70,824,707) (71,178,388) (88,356,765) (102,093,945) (40,963,013) 
1 5,691,037 5,200,366 16,426,633 27,054,742 9,043,123 

(2) (13,300,301) (198,415) 3,519,293 6,147,534 5,944,950 8,238,192 

(1) (2,305,014) (56,296,957) (33,426,927) (54,187,729) (46,003,886) 
3 (13,300,302) 10,236,898 52,263,937 77,804,073 81,139,654 18,451,961 

16.06% 12.48% 10.56% 10.17% 4.87% 5.21% 5.20% 
0 (1,659,878) 11,218,616 5,315,242 3,789,058 4,227,376 959,502 

28,049 

133,161 321,951 

161,210 321,951 
4.87% 5.68% 
7,851 18,287 

122,626,370 131,263,111 139,264,321 139,335,854 157,103,765 158,972,837 

59.44% 
72,888,197 

40.56% 
49,738,173 

8.13% 
4,043,713 

19,825,431 
15,781,718 

0.403625 
6,369,896 

13,455,535 
10.97% 

9,411,822 
12.91% 

46.07% 
60,472,915 

53.93% 
70,790,196 

7.79% 
5,514,556 

19,916,654 
14,402,098 

0.403625 
5,813,047 

14,103,607 
10.74% 

8,589,051 
14.20% 

49.60% 
69,075,103 

50.40% 
70,189,2 18 

7.73% 
5,425,627 

21,685,726 
16,260,099 

0.403625 
6,562,983 

15,122,743 
10.86% 

9,697’1 17 
14.04% 

50.33% 
70,127,736 

49.67% 
69,208,119 

7.02% 
4,858,410 

22,085,412 
17,227,002 

0,403625 
6,953,249 

153 32,163 
10.86% 

10,273,753 
14.65% 

40.50% 
63,627,025 

59.50% 
93,476,740 

5.42% 
5,066,439 

22,018,502 
16,952,063 

0.403625 
6,842,276 

15,176,226 
9.66% 

10,109,786 
15.89% 

42.77% 
67,992,682 

57.23% 
90,980,154 

5.90% 
5,367,829 

19,003,127 
13,635,298 

0.3955 
5,392,760 

13,610,367 
8.56% 

8,242,538 
12.12% 

148,586,583 
(62,147) 

(74,842,310) 

246,678 

73,928,804 
5.60% 

4,140,013 

179,081,!79 

46.81% 
83,828,087 

53.19% 
95,253,492 

6.06% 
5,772,362 

13,330,259 
7,557,697 

0.3955 
2,989,148 

10,341,111 
5.77% 

4,568,749 
5.45% 



Atmos Energy Corporation 
Case No. 2006-00464 
KPSC Staff Request 3-1 
Notes 
O&M and net operating income before tax from monthly reports 

Capital structure and debt cost from consolidated equity and long-term debt balances 

Rate Base: 
Gross plant from accounts 101, 102 and 106 
CWIP from account 107 
Accumulated depreciation from accounts 108 and 11 1 
CWC is 118th O&M 
M&S from account 154 and 163 (for rate division 09 only) 
Storage Gas from Accountsl64.1,174 sub 27387 and 242 sub 27384 
Prepaids form account 165 
Customer advances from account 252 (for rate division 09 only) 
DIT from account '1 90,282 and 283. 
Allocations do not include rate division 091 prior to fiscal 2007 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 2 

Witness: Gary Smith 

Data Request: 
Refer to the response to the Staff’s Second Request, Item 4. Regarding the loss of 
customers as noted in response to Item 4(a), explain whether the general 
population in the regions served by Atmos’s Kentucky Division has declined, 
increased or remained the same over this period of time according to the University 
of Louisville. 

Response: 
According to research conducted to respond to this data request, the population of 
the regions served by Atmos Energy in Kentucky has increased during the period 
from 2000 to 2005. Population estimates provided by the University of Louisville’s 
(U of L) State Data Center indicate that the incorporated cities Atmos Energy 
serves have grown from 361,809 to 367,054 (or 1.4%) between April 2000 and 
July 2005. According to U of L, 2006 city estimates will not be released until July 
2007. During the same period, county population estimates by U of L indicate that 
the counties Atmos Energy serves grew from 907,411 to 933,082 (or 2.8%). 
Also, the Company has provided projections of the number of households in the 
counties it serves. Notably, the U of L Urban Studies Institute data indicates that 
the number of households has grown by 3.7% during the same period cited above; 
which underscores that fewer persons, on average, occupy each household. This 
affects utilities, which could, in some cases, extend service to more homes 
although their population in the area remains static. 
The University of Louisville’s State Data Center city and county estimates, along 
with household projections, are provided as Attachment KPSC DR 3-2, Sheets 1-3. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR kern 3 

Witness: Gary Smith 

Data Request: 
Refer to the response to the Staffs Second Request, Items 6(a) and 6(b). 

a. 

b. 

C. 

d. 

e. 

Does the National Oceanic and Atmospheric Administration (“NOAA”) publish 
annual data on normal billing cycle heating degree days (‘“DD”)? Explain 
the response. 
Did Atmos rely solely on information available from the NOAA Web site to 
inquire about NDD data? Explain the response. 
Did Atmos contact any NOAA office to determine whether annual NDD data 
was available for Atmos’s use in the preparation of this rate case? Explain 
the response. 
Was Atmos aware that in Case No. 2005-000421 NOAA NDD data was 
presented for periods other than the 30-year NOAA reports? Explain the 
response. 
Was Atmos aware that in Case No. 2005-00042 the Commission approved a 
weather normalization adjustment that was based on NOAA NDD data for the 
period 1980-2004? Explain the response. 

Response: 
a. Atmos Energy believes that the selection of the basis period for normal 

heating degree days (NDDs) does not materially affect its revenues on a 
going-forward basis, conditioned that the same NDD basis is utilized for its 
WNA (Weather Normalization Adjustment) mechanism and for the 
determination of distribution commodity rates from the revenue requirement 
to be set in this Case. The Company’s WNA mechanism has historically 
referenced the 30 year NDD data published by NOAA. Therefore, the most 
recently published data set available from NOAA (1971-2000) was used in 
preparation for this rate case. The Company also believes that the NOAA 30- 
year NDD reports provide greater statistical reliabitity than other periods. 

NOAA publishes a wide variety of weather related data. In fact, since the last 
rate case Atmcjs Energy filed in Kentucky in 1999, NOAA has significantly 
increased the amount of data available to the public. Recognizing that NOAA 
continues to improve the quality and availability of heating degree day data, 
Atmos Energy would consider the use of alternative time frames both for 
purposes of weather-adjusting billing determinants in this case and its WNA 
mechanism. Nevertheless, in direct consultation with NOAA meteorologist 
Mr. Scott Stevens it was confirmed that NOAA does not publish annual NDD 
data. Mr. Stevens confirmed that “NDD data is only published by NOAA on a 
decadal basis,” and that the next publication will be for the 1981-2010 



timeframe. Mr. Stevens also clarified that the ‘Dynamic Normals Tool’ 
available on the NOAA website would more appropriately be titled the 
‘Dynamic Averages Tool’, as the data available through this tool past 
December 2000 is not normalized data. As indicated in the response to the 
KPSC’s Second Data Request, Items 6(a) and 6(b), the 30 year NDD data 
from NOAA goes through an extensive series of validations, analysis and 
smoothing, which we believe improves its quality and usefulness for purposes 
of this rate filing and for billing purposes through our WNA mechanism. 

b. In addition to utilizing web related resources in responding to the KPSCs 
Second Data Request, Items 6(a) and 6(b), Atmos Energy’s personnel most 
familiar with NOAA data were consulted. In both cases, the indication was 
that NOAA only publishes 30 year NDDs at the end of each decade. We 
monitor and obtain data on weather for 12 states on an on-going basis. That 
familiarity, and the availability of search toots and customer self service on 
the NOAA web site led us to utilize the web site for purposes of responding to 
the KPSC‘s Second Date Request. 

c. Atmos Energy did not contact a NOAA office to determine if annual NDD data 
was available for use in preparation of this rate case. However, the Company 
has subsequently contacted NOAA to respond to subpart (a) of this data 
request. 

d. Atmos Energy was not aware of the specifics of Case No. 2005-00042. 
However, an awareness of this case would not have materially affected the 
Company’s proposal in this Case for the reasons highlighted in subpart (a) of 
this data request response. 

e. Atmos Energy was not aware of the specifics of Case No. 2005-00042. 
However, an awareness of this case would not have materially affected the 
Company’s proposal in this Case for the reasons highlighted in subpart (a) of 
this data request response. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 4 

Witness: Gary Smith 

Data Request: 
Refer to the response to the Staffs Second Request, Item 7, where Atmos states 
that the Customer Rate Stabilization (“CRS”) mechanism “[wlould equally benefit 
both rate payer and Company by reducing the periodic ‘risk‘ of under or over 
recovery of costs.” Is the witness or Atmos aware of any previous Orders of this 
Commission for Atmos’s Kentucky Division or Western Kentucky Gas or for any 
other Kentucky jurisdictional utility that guaranteed or reduced the risk of attaining 
a certain earnings level? 

Response: 
As stated in the responses to KPSC DR 2-56(i), KPSC DR 2-60(b) and KPSC 3- 
21, the Company is familiar with the objectives of Rate Stabilization mechanisms, 
first hand, in Mississippi and Louisiana. Further, the Company is aware of similar 
mechanisms included in updates provided by the American Gas Association 
whose report in December 2006 stated that Rate Stabilization mechanisms exist in 
5 States for 11 gas utilities. 
In regard to Kentucky, the Company is also aware of an Earnings Sharing 
Mechanism (ESM) which was approved by this Commission for Louisville Gas and 
Electric (LG&E) in Cases 98-426 and 98-474, by Orders dated January 7,2000. 
Atmos Energy became aware of the LG&E ESM through data requests from 
Commission Staff in Atmos Energy’s Case No. 2003-00305 dated October 8, 2003. 
In order to respond to fhe Staffs questions in that matter, Atmos Energy reviewed 
the general nature of the LG&E ESM. ESMs, as described in the Order, are a form 
of comprehensive alternative regulation. In that Order, the Commission found the 
benefits of that mechanism are: 

0 An ESM “can extend the time period during which the company can 
operate without regulatory intervention, meaning that the filing of rate cases 
can be delayed.” 

Through an ESM, utilities are also able to forego the added expense and 
effort of being subjected to a traditional rate proceeding. 

0 The mechanism automatically adjusts a utility’s approved rates when its 
earned rate of return falls outside a pre-established range for a specified 
time period. 

The Company did not further review the LG&E ESM or whether other revenue 
stabilization mechanisms had been approved for any other utilities in Kentucky. 
The important point about the ESM is that it demonstrates that the Commission is 
willing to consider alternative ratemaking mechanisms such as the one proposed 
by the Company in this proceeding. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 5 

Witness: Gary Smith 

Data Request: 
If the Commission agrees that Atmos should be guaranteed the earnings level 
established at the conclusion of this case, explain why Atmos should be allowed to 
continue to update the period based on 6 months of data? 

Response: 
As indicated in the response to AG DR 2-60, the Company's achievement of its 
authorized return will not be guaranteed by the CRS mechanism. The proposal to 
update capital expenditures for the Rate Effective period is simply designed to 
ensure rates reflect, as accurately as possible, the capital costs to be incurred 
during that period. The Company proposed to use "six months" of capital 
expenditures as a surrogate for a 13-month average of prospective capital costs. 
Please also refer to the Company's response to AG DR 1-83. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 6 

Witness: Tom Petersen 

Data Request: 

a. in the response is the statement, “All prepayments including prepayments of 
PSC assessments represent investment required to provide utility service.” 
Explain in detail what “investment“ the PSC assessment represents and how 
it is necessary in the provision of utility service. 

b. In the response is the statement, “The Company has not reviewed any other 
utilities cases in Kentucky related to this matter.” Explain in detail why Atmos 
did not undertake such a review in the preparation of this rate case. 

c. Was Atmos aware that since 1990 the Commission has denied the inclusion 
of the PSC Assessment as a prepayment in eight rate cases involving The 
Union tight, Heat and Power Company, the Kentucky Utilities Company, the 
Louisville Gas and Electric Company, and Delta Natural Gas Company? 

d. Would Atmos agree that in Case No. 1 999-000702 it was questioned as to 
why it should be allowed to earn a return on the PSC Assessment? 

Refer to the response to the Staffs Second Request, Item 11 (e). 

Response: 
a. 

b. 

c. 
d. 

Prepayments represent cash disbursements made in advance of the 
period to which they apply. Payment of the PSC assessment is 
necessary to provide utility service in Kentucky. Therefore, payment of 
the PSC assessment in advance of the applicable period is an investment 
necessary to provide utility service. 
The company has not been in the practice of routinely reviewing the 
detaits of other utilities cases and has not invested in a staff to perform 
such reviews in all twelve states that the company serves. 
No. 

The company accepts staff’s assertion that it asked such a question in the 
course of discovery in that case. The company has not searched through 
the files from that case to verify that such a question was asked. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 7 

Witness: Greg Waller 

Data Request: 
Refer to the response to the Staffs Second Request, Item 12, Attachment 4, the 
CMR Budget Details for the period September 2006, pages 1 through 16 of 16. 
Provide a summary of the Current Year-to-Date Actual and Current Year-to-Date 
Budget information for September 2006, using Format 7, attached to this request. 
In addition, using the totals from the two summaries, prepare an actual versus 
budget cost analysis by cost category. 

Response: 
Please see the attachment labeled KPSC DR 3-7 ATT. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 8 

Witness: Greg Waller 

State Tax Payment 
Local Ad Valorem Tax Payments 
Total Estimated 2006 Ad Valorem Taxes 

Data Request: 

a. What is the status of Atmos’s appeal of its 2006 property tax assessment? 
b. When does Atmos expect the 2006 property tax assessment will be finalized? 
c. Using an average factor based on the ratio of the settled value to the initial 

value shown in the response, provide an estimate of the 2006 settled value 
and calculate the corresponding taxes to be paid for 2006. Include all 
assumptions used to determine the taxes to be paid. 

Refer to the response to the Staffs Second Request, Item 14. 

426,320 
2,205,927. 
2,632,247 

Response: 
a. The Company is still working and negotiating with the Department of Revenue 

(DOR) on an acceptable value. The DOR has offered a settlement which falls 
in line with the Company’s proposed assessment. The Company and DOR are 
working on the final stage, which is an allocation to Real Property, Personal 
Property, and Inventory. 

b. The Company hopes this process will be complete by May I ,  2007. 
c. Using the last five years reduction average of 20%, the Company’s total 2006 

assessment would be $269,000,000 with an estimated tax burden of 
$3,081,000. Since the Company has an offer from the DOR which is very close 
to its initial proposal, it is more accurate to use the DOR offer for the 
assessment and tax estimation on the 2006 property taxes. Please see below 
for this calculation (using appropriate state tax rates and an effective local rate 
Of -009327%) . 

Real Estate 
Personal Property 
Inventory Assessment (Rate of .0005% 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 9 

Witness: Rad Cook 

Data Request: 

a. Explain the difference between “growth” and “non-growth” capital 
expenditures. 

b. Using the data for total Kentucky operations only by fiscal year as shown in 
KPSC DR2-15 ATT, calculate the percentage over- or under-budget for each 
fiscal year. 

c. Based upon the percentages calculated in part (b) above, explain how the 
Commission can place any reliance on the accuracy of the capital 
expenditure levels forecasted by Atmos for the Kentucky operations in either 
the base or forecasted test periods. 

Refer to the response to the Staff’s Second Request, Item 15. 

Response: 

a. Growth- 
Growth projects are revenue-producing investments for which we can identify 
a stream of revenues, cash flow, return, payback and other standard 
investment criteria. These projects are for brand new distribution or 
transmission installations, including new main or service lines. 

Non-Growth - 
Non-growth capital expenditures involve system integrity, equipment, 
structures, pipeline integrity, system maintenance and reliability projects 
which are evaluated on a cosvbenefit basis, non-producing revenue. Annual 
non-growth capital expenditures should be below the level of depreciation. 

System Integrity - System Integrity projects are for replacements or 
compliance of the distribution or transmission systems, fixing leaks or 
replacing bare steel pipe. System Integrity projects will have both installation 
and retirement tasks. 

System Improvements - System improvements projects are the upgrading of 
the distribution or transmission systems, improvement of a regulator station. 
These projects may have both installation and retirement tasks. 



Public Improvements - Public Improvements projects are projects created to 
make changes in the distribution or transmission systems at the request from 
an outside source such as moving mains for road projects. Public 
Improvements projects usually include the reimbursement task in addition to 
installation and/or retirement tasks. Finally, there are also a number of 
projects we must fund over which we have little control as to timing and cost, 
such as public works projects and highway relocations. 

EquipmenVStructures - EquipmenVStructures projects are for the purchase 
and retirement of equipment, tools and improvement to offices. They can 
also include the purchase and retirement of office equipment except for 
computer equipment. 

Vehicles - Vehicle projects are used for the purchase and/or retirement of 
vehicles. 

Information Technology (IT) - Information Technology projects are used for 
the purchase and retirement of computer equipment, mobile data terminals, 
software and/or applications. 

b. Percentage over- or under-budget for each fiscal year. 

I t 2004 I 20,902,147 18,550,753 I 2,35 1,394 12.7 
I 

2003 18,213,227 18,702,001 (488,774) (2.62) 
2002 18,188,126 15,326,768 2,861,358 18.6 



c. As discussed more particularly in (a) above, the Company's capital 
expenditures fall into one of two categories - growth or non-growth projects. 
It is the Company's objective to maintain a safe and reliable system. One 
way that the Company does this is to replace the portions of the system 
infrastructure at the appropriate time in order to maintain that safety and 
reliability. It is also the Company's objective to provide new or expanded 
service to customers that request gas service. The Company's capital 
budgeting process captures most of these necessary costs, however, the 
Company consistently budgets capital expenditures conservatively. The 
process of capital budgeting is not a perfect projection because it is 
dependant upon numerous factors that can dramatically affect capital project 
expenditures, particularly construction. Examples include increases in the 
cost of steel and plastic materials, increases in the number of leak repairs, 
unforeseen working conditions, increases in contractor costs, schedule 
changes in public (DOT) improvement projects, and additional growth 
opportunities. The calculations made in response to (b) above indicate that 
the Company's capital expenditure budget is generally lower than actual 
capital expenditures made during the budget period. The logical conclusion 
is that the capital expenditure levels forecasted by Atmos for the Kentucky 
operations in this case are in fact conservative and as such understate the' 
level of investment utilized to develop the Company's revenue requirement in 
this case. By utilizing the capital budget to forecast levels of investment the 
Company has proposed a conservative projected level of investment and the 
KPSC staff should be assured that the level of investment included in the 
filing is conservatively low. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 10 

Witness: Rad Cook 

- 
Specific Projects 2004 2005 

Data Request: 

2006 

Refer to the response to the Staffs Second Request, Item 16, KPSC DR2- 16b 
ATT, pages 1 through 24 of 24. 

a. For each fiscal year included in the response, provide the total of all “Specific” 
projects’ “Total Actual Project Costs,” ‘Total P&N Cost Estimate,” and 
“Variance in Dollars.” 

b. For each fiscal year included in the response, provide the total of all 
“Functional” projects “Total Actual Project Costs.” 

Actual Project Costs in FY 

P&N Cost Estimate 

Variance 

Response: 

$8,034,781 $3,864,733 1 $5,268,872 

$9,661,946 $13,425,057 $7,412,817 

$1 01,461 $(492,444) $2,143,945 

In preparing the response for this Data Request, it was determined that several 
functional projects in Fiscal Year 2005 had been incorrectly classified as specific 
projects in the original response to the Staffs Second Request, Item 16, KPSC DR 
2-16b ATT, pages 1 through 24 of 24. As such, this attachment is being 
resubmitted with fhis response to Staffs Third Request, Item 10 (KPSC DR 3-10 
ATT) . 
a. The following table includes the totals for specific projects by fiscal year of the 
actual project cost, the P&N cost estimate, and the variance. This summary is for 
charges incurred during the referenced fiscal year. The variance is reflective of 
only those projects that were specifically budgeted within the fiscal year, and 
therefore can not be expected to relate mathematically to the difference between 
the actual project cost and P&N cost estimate. 

b. The following table includes a summary of charges incurred by fiscal year for 
functional projects. 

I_ 

Functional Projects 

Actual Project Costs in FY 
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Atmos Energy Corporation, Kentucky 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 11 

Witness: Rad Cook 

. Case No. 2006-00464 

FEXAL YEAR 
FY2002 
FY2003 
FY2004 
FY2005 
FY2006 
Total 

Data Request: 

- 
Salvage Cost of Removal 

1,384,604 
1,076,848 

2 1,020 1,050,960 
79,667 479,679 

2,197,515 
100,687 6,189,606 

Refer to the response to the Staff’s Second Request, Item 18. Provide either the 
actual costs or the estimated costs to retire assets in place for Atmos’ Kentucky 
operations for each of the last 5 fiscal years. If an estimate is provided, explain 
in detail how the estimate was determined, including all assumptions and 
supporting calculations. 

Response: 
Listed below is the total actual cast for all Kentucky assets retired in the previous 5 fiscal 
years. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 12 

Witness: Dan Meziere 

Data Request: 
Refer to the response to the Staff’s Second Request, Item 23(a). Explain why the 
“Basis for allocation” is being changed from what appears to be a single allocation 
factor to a composite allocation factor. 

Response: 
Previous to 10/1/2006, common costs incurred for the Mid-states general office 
were allocated using two factors. 0&M expenses were allocated utilizing the 
relative number of customers served by the Mid-states general office. Taxes, other 
than income taxes, and depreciation expense were allocated based upon the 
relative level of gross plant investment. After 10/1/2006, costs incurred for the 
KY/Mid-states general off ice were allocated using the Company’s composite 
allocation factor described in Company’s response to Staff’s Second Request, Item 
23. 

The allocation basis was changed to make the Mid-states general office allocation 
methodology consistent with allocation methodology applied in all other areas of 
the Company. The Company has a long standing practice of utilizing a composite 
allocation factor for allocating general off ice costs to the jurisdictions (including 
Kentucky) which Atmos serves. Mid-states general office (now the KY/Mid-states 
general office) had been the exception. With the consolidation of the Kentucky and 
the Mid-states divisions, the Company simply changed allocation methodologies 
for the Mid-states general office to be consistent with the remainder of the 
Company and to the methodology utilized in the past in Kentucky. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 13 

Witness: Don Roff 

Data Request: 
Refer to the response to the Staffs Second Request, Items 27(a) and 27(b). 
€xplain in detail how Mr. Roff reached the conclusion that “This period was 
determined to be the most meaningful for developing net salvage allowances.” 

Response: 

The periods selected for the Kentucky and SSU studies were based upon 
Mr. Roff‘s engineering judgment and the availability of historical data. Too 
long a period of history would provide less meaningful experience relative 
to recent activity. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 14 

Witness: Don Roff 

Data Request: 
Refer to the response to the Staff’s Second Request, Item 28. Explain in detail 
why Mr. Roff did not conduct any research regarding the regulatory treatment of 
cushion gas in other jurisdictions. 

Response: 

Although he has not conducted research in other jurisdictions, Mr. Roff 
does not believe that the regulatory treatment of non-recoverable cushion 
gas is inconsistent in any regulatory jurisdiction that has adopted the 
FERC’s Uniform System of Accounts (USOA) for gas utilities as Kentucky 
has done. In Order No. 426, the Federal Power Commission (the FERC’s 
predecessor agency) amended the USOA to provide for, among other 
things, subaccount 352.3.’ In its Order 426, the FPC explained the new 
subaccount as follows: 

Based on the premise that a portion of the natural gas stored underground 
is needed as a pressure base and will not be recovered, it was proposed 
to transfer this nonrecoverable gas from inventory Account I 17, gas 
stored underground noncurrent, to new Account 352.3, Non-recoverable 
natural gas (Under Account 101, Gas plant in service). The cost of non- 
recoverable gas would then be subject to depreciation on the same basis 
as the related physical plant and such gas devoted to storage purposes 
would be permanently priced at the cost when first devoted to storage. 
The Note to Account I 1  7 authorizing, with Commission approval, reserves 
for gas losses would be deleted. 

The note was proposed to be deleted because nonrecoverable natural gas 
used for cushion purposes would be expensed by depreciation accruals. 

Therefore, it is clear under the applicable regulatory accounting standards 
that non-recoverable cushion gas is part of depreciable gas plant in 
service. 

Accounting for Nahrral Gas Stored [Jnderground and Liquefied Natural Gas Storage Facilities, Docket 
NO. R-384,45 F.P.C. 403 (Ma. 10, 1971). 



Atrnos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 15 

Witness: Laurie Sherwood 

Data Request: 

a. Refer to KPSC DR2-32(c). Explain why the total premiums paid to Blueflame 
were significantly higher in 2006 than the 2 previous years and than lower 
again in 2007. 

Refer to the response to the Staffs Second Request, Item 32. 

Response: 
Blueflame's membership in OIL insurance Limited (OIL), through which it 
obtained the majority of its reinsurance, resulted in the higher premiums in years 
2006 and 2005 as a result of Hurricanes Katrina- and Rita-related losses incurred 
by OIL. Blueflame has withdrawn from OIL for 2007, although it may still incur a 
withdrawal premium. 

b. Refer to the responses to Items 32(b) and 32(c). If no carrier is willing to 
quote the coverage required by Atmos, explain how Atmos was able to obtain 
a direct quote from Aegis for comparison purposes. 

Response: 

Aegis, an independent insurance carrier, offered to Atmos an estimate of what 
they might charge in terms of premium if they were willing to underwrite Atmos 
with a $100,000 deductible. They did not make a firm offer to do so, but rather 
provided an approximation for insurance rating purposes. This provided an 
independent estimate as respects "deductible buy down" charges that Atmos 
could utilize as a reference in setting the Blueflame captive premium. 

There are cost efficiencies, which can be meaningful, for Blueflame to retain the 
difference between a $1 00,000 deductible that Aegis priced, but did not formally 
offer, and the $1 million deductible as reinsurance that Aegis did offer for 
Blueflame. The costs that Atmos avoids by retaining this layer of coverage in 
Blueflame include premium taxes, broker commissions and underwriting fees that 
an independent insurer would typically want for inspection services under a 
policy with such a low relative deductible for a company the size of Atmos 
Energy. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 16 

Witness: Don Murry 

Data Request: 

a. In response to Item 48, the witness states that the CRS mechanism “[dloes 
not merit an adjustment to the return on common equity because it does not 
alter the business risk of Atmos.” However, in the response to the Staff’s 
Second Request, Item 7, Atmos states that the CRS mechanism “[w]ould 
equally benefit both ratepayer and Company by reducing the periodic ‘risk‘ of 
under or over recovery of costs.” Explain in detail which statement is correct 
with regard to “risk.” 

b. In response to Item 48, where the witness states that the CRS mechanism 
“[allters only the variability, and not necessarily the relative level, of the 
revenue stream.” Given the two adjustments made to the Rate Effective 
period and Evaluation period, explain why the witness believes that the CRS 
does not ensure Atmos a steady revenue stream. 

e. Since the witness is aware that some jurisdictions have reduced a utility’s 
authorized return on equrty to reflect a reduced risk related to the 
implementation of similar mechanisms, cite the cases with which the witness 
is familiar and explain why such an adjustment was made in each case. 

Refer to the response to the Staff’s Second Request, Item 48. 

Response: 

a. When taken in context, the two statements are not necessarily in 
disagreement as the question implies. Dr. Murry was referring to the 
investment risk perceived by investors. This is the uncertainty, or probability, 
in the minds of investors as to whether or not they will achieve their 
investment alternatives, and the CRS does not necessarily raise the 
probability of achieving the investment objectives. Reducing the variability, 
Le, lowering the higher revenues and raising the lower revenues, does not 
necessarily raise investors’ expected future returns or raise their probabilities 
for achieving expected returns. The second statement, which notes that the 
referenced passage relates to the ultimate recovery and timing of that 
recovery, refers to the under or over recovery of costs. Whether costs are 
recovered through the CRS or through regulafory proceedings does not 
necessarily alter investors’ expectations about achieving their investment 
objectives . 

b. Contrary to the implied presumption in the question, Dr. Murry believes that 
the CRS will almost certainly reduce the variability of the revenue stream of 
Atmos. 



c. Dr. Murry does not maintain a file and cannot cite any specific amount that 
any regulatory commission adjusted ROE because of reduced risk related to 
the implementation of mechanisms similar to the CRS. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 17 

Witness: Gary Smith 

Data Request: 

a. Identify all the expenses that change with the number of customers. 
b. State whether a reduction in customers will result in lower expenses. If no, 

explain the response. 

c. Provide a copy of the referenced elasticity study when published. 

Refer to the response to the Staff’s Second Request, Item 52. 

Response: 
a. Many costs may change with the number of customers. So, the Company 

will attempt to identify the types of costs that may change as a function of the 
number of customers, and whether such costs, incrementally, change 
proportionate to the number of customers. 
The primary expenses that would change, proportionately, with the number of 
customers are those expenses directly associated with billing (bill print, 
mailing, remittance, etc.). Meter reading expenses may not be directly, 
proportionately, affected by a customer loss or gain; for lost customers, meter 
readers would still pass by the former customer’s premises in most cases 
while reading their route; for new customers, their property may have laid 
within an existing route. Customer service costs could change with a change 
in customers, but service technicians and customer service agents serve 
several hundred accounts, so minor gains or losses may not immediately 
impact many customer service costs. 
A significant cost issue impacted by the number of customers is facility costs, 
both capital invested and expense associated with maintenance and 
operations thereafter. For customer additions, these costs rise with the 
facilities necessary to provide service. In regard to the customer losses 
addressed by Atmos Energy in this Case, facilities (main, service line, yard 
line, and meter/regulator station) have been installed for those former 
customers and, in large part, remain in place. For facilities in place, 
operations and maintenance activities such as leak surveys, monitoring, etc. 
continue even without an active customer. Additional costs would be incurred 
to remove facilities. 

b. Yes, a reduction in the number of customers lowers certain expenses, 
exclusive of impacts of general inflationary costs (costs which rise even with 
a static customer base), but any such reduction in expenses is de minimus 
and has no noticeable impact upon the Company’s overall cost levels. 
Reference also the Company’s response to subpart (a), above, of this data 
request Item 17. 

c. Attached is a copy of the recently published report “An Economic Analysis of 



Consumer Response to Natural Gas Prices” by Frederick Joutz and Robert 
P. Trost, prepared for the American Gas Association, dated March 2007. 
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Executive Summary 

Introduction and Key Findings 

The consumption of natural gas per household has been declining, on a weather-normalized 
basis, since about 1980. Over time, natural gas consumers have been tightening their 
homes, purchasing more efficient appliances and turning down their thermostats. Given 
the si@icant increase in natural gas prices since 2000, the American Gas Association 
(AGA) decided to examine whether or not the trend in declining use has changed in this 
higher-priced environment. The results of this study are based on monthly data submitted 
by 46 local natural gas distribution companies that serve nearly 30 percent of all residential 
natural gas customers throughout the U.S. Some companies submitted data as far back as 
the early 1980’s. The key findings of the study are as follows. 

A trend in declining use per residential natural gas customer of 1 percent annually 
has been documented’ back to 1980. This decline rate has accelerated since the 
year 2000. 
9 Weather-adjusted use per residential customer fell by 13.1 percent from 2000 

through 2006. 
b The annual rate of decline in this 2000 to 2006 timeframe more than doubled 

relative to the pre-2000 period, increasing to 2.2 percent annually. 
b Further acceleration was witnessed in the 2004 to 2006 period, as evidenced by 

a 4.9 percent amual rate of decline. 
9 The decline in use per customer has accelerated since 2000 in all 9 geographic 

regions analyzed. 

No appreciable changes in the price elasticity of demand were observed post-2000. 
Price elasticity of demand refers to the percentage change in demand for a good 
relative to a percenfage change in price. Although the elasticity has not changed 
over time, it should be noted that natural gas is an essential product that provides 
heat, hot water and cooking. Despite the essential nature of natural gas, consumers 
have continued to reduce their consumption at a relatively constant rate with respect 
to changing prices. Therefore, the large price increases post-2000 have resulted in 
the large consumption declines noted above. 
9 This study found a short-run price elasticity of -0.09 and a long-run price 

elasticity of -0.18. (Long-run elasticity refers to a period of time long enough 
for consumers to change the capital stock of their energy consuming equipment 
and the shell efficiency of their homes.) 

2004 AGA Energy Analysis: Patterns in Residential Natural Gas Consumption, 1980-2001. 



These price elasticity estimates are relatively consistent with previous works on 
this subject. 
The econometric analysis presented in this study predicts a decline of 13.9 
percent between 2000 and 2006; the actual decline was 13.1 percent. The 
decline is attributable to a price effect and the longer-run trend towards tighter 
homes and more eEcient appliances. The price elasticity effect is 7.9 percent - 
equal to the elasticity estimate of -0.18 times the 44 percent real price increase. 
The remaining 6.0 percent is explained by the longer-run trend towards tighter 
homes and more efficient appliances. 
As a general rule of thumb, at the national level we would expect a 10 percent 
increase in the price of natural gas to result in nearly a 3 percent decline in the 
average residential use per customer 12 months later - 1 percent attributable to 
more conservation with existing appliances, 1 percent attributable to the price- 
induced purchase of more efficient appliances, and 1 percent attributable to the 
natural turnover of equipment that occurs annually. 

Backmound 

Residential natural gas consumption is strongly influenced by three factors: seasonal heating 
needs; response to price change; and the efficiency changes in appliances and home shells 
caused by a natural turnover rate to more efficient homes and gas appliances. On a weather- 
adjusted basis, the price and the long run conservation effects are key determinants of changes 
in residential natural gas consumption. The price effects can be M e r  decomposed into 
short-term and long-term effects. Short term effects are decisions made by consumers with the 
current capital stock. Residential customers “turning down the thermostat” would be 
considered a short term effect. Long term effects are distinguished fiom short term effects by 
the inclusion of the decision to purchase more efficient energy consuming appliances and 
prematurely retiring less efficient ones. The price elasticity in the long-run is the sum of (1) 
the short-run demand and (2) the additional changes that occur to quantity demanded one year 
later because of natural gas price effects on the efficiency of the appliance capital stock and on 
the shell efficiency of homes3. While the separate efficiency and conservation effects due to 
appliance and housing shell turnover are difficult to disentangle in the current sample, they do 
appear to be discernable from the long term price effects. 

To address these issues, AGA commissioned a study to document changes in use per 
residential customer on a weather normalized basis, particularly since the year 2000, and to 
identify the reasons for these changes. Other objectives of this study were: to obtain updated 
elasticity estimates for all nine ITS Census Regions and for the US; to test for an increase in 

It should be noted that if natural gas prices decrease, consumers will not replace recently purchased efficient 
equipment with less efficient equipment. So there maybe asymmetry with respect to the impact of natural gas 
prices on appliance and shell efficiency. The efficiency gains in appliance equipment that have occurred in 
the last several years will not disappear if natural gas prices go down. However, declining prices may lead 
consumers turning up thermostats to increase comfort levels (in the short-run). In the very long-run, a decliie 
in prices could lead to an increase in burner tips per customer. 
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the price elasticity of demand for natural gas since the year 2000; and to estimate a natural rate 
of decline in use per customer due to technology-induced gains in appliance and shell 
efficiency and a change in conservation attitudes that would occur even in an environment of 
constant real natural gas prices. 
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Decline in Use per Customer 

Demand for natural gas per residential customer has been declining since the 198O's, and in 
recent years this decline has accelerated. Between 1980 and 2001, weather adjusted natural 
gas use per consumer in the US declined almost 1 percent on an annual basis. Since 2000, 
however, the decline for winter only use has accelerated, decreasing 13.1 percent nationally 
between 2000 and 2006 for the sample of companies analyzed in this report. Figure ES1 
below shows the winter season use per customer in actual and weather normal dekatherms 
from 1996-2006 using the data collected by AGA? It is clear that actual and weather 
normalized use per customer has been declining since 1997 and this decline has accelerated 
since 2004. 

Figure ESl 
US Annual Winter Use per Customer 

t 
96 97 9'8 99 00 0'1 02 03 Oh 05 06 

eather Normal I 

The data was collected fiom 46 Local Distribution Companies (LDCs) in 29 states, representing 28 percent 
of all residential customers. An LDC is a gas utility that serves a specific rate jurisdiction. Some of the 
companies in this sample have multiple jurisdictions in their corporate structure. The winter season for this 
report is defined as the sum of the monthly consumption between October and March. 
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Table ESl disaggregates the national winter season weather normal use per residential 
customer across the nine ITS Census Regions and for the US The decline in weather normal 
use per customer has occurred across all US Census regions. The decline ranges from 5.7 
dekaihenns per customer for the West South Central region to 10.9 dekatherms for the East 
North Central region. The percentage decline in use per customer ranged fiom 9.2 percent for 
the Middle Atlantic Region to 14.8 percent for the Pacific Region. 

National 
East North Central 

Table ES1 
Annual Winter Season Weather Normal 

Natural Gas 1Jse per Residential Customer, 
By Region and for the U.S. 

(Dekatherms per Customer) 

64.3 62.8 60.6 62.0 61.9 58.9 55.9 -13.1% 
81.1 79.2 80.1 77.8 76.1 73.1 - 70.2 -13.4% 

Census Region 1 2000 I 2001 1 2002 1 2003 I 2004 1 2005 I 2006 k::ij 
East South Central 64.9 
Middle Atlantic 93.7 
Mountain 80.6 
New England 80.7 
Pacific 43.8 
South Atlantic 71.7 
West North Central 80.1 

64.2 
95.0 
77.9 
79.8 
40.9 
- 69.4 
- ,  79.5 

- 61.3 62.2 - 60.8 58.7 55.9 -13.9% 
91.2 93.5 92.8 88.3 85.1 -9.2% 
75.8 76.4 71.8 72.0 70.5 -12.5% 
75.3 82.3 80.3 75.9 72.4 -10.3% 
40.0 41.8 40.6 40.4 37.3 -14.8% 
63.8 69.1 62.0 62.5 62.5 -12.8% 
79.8 80.4 78.3175.9 70.2 -12.4% 

LWest south Central 46.3 1 46.4 I 40.2 1 44.1 I 54.1 I 41.7 I 40.6 1-12.3%] 
Source: An Economic Analysis of Consumer Responseto Natural Gas Prices; AGA, 2007. 

Price Elasticitv and ‘Natural” Conservation Estimates 

This study found that neither a practical nor statistically significant change in the price 
elasticity of residential natural gas consumption occurred in the post year 2000 period. The 
price elasticity of residential natural gas demand appears to have remained relatively constant 
since the 1990s. This implies the large percentage price increase since 2000 accounted for the 
decline in natural gas use, rather than an increased sensitivity or greater response by 
households to a given price change. The study also found that independent of natural gas 
price increases, the naturally occurring decline due to the technology driven gain in appliance 
and home thermal shell eficiency, as well as changes in conservation attitudes was 1 percent 
per year. 

Table ES2 illustrates that for the sample of companies in the study, the short run price 
elasticity of demand averaged -0.09, while the long run estimated averaged -0.18. 
Therefore, given a 10 percent increase in the price of natural gas, consumption would 
decline 2.8 percent; 1.8 percent for price response, added to 1 .O percent decline due to the 
normal turnover of appliances and other “natural” conservation measures. There is very 
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little regional variation in the total impact of a 10 percent increase in real prices on use per 
customer. The impact in all regions was close to the national estimate of 2.8 percent, with the 
Mountain region being the lowest at 1.9 percent and the South Atlantic region being the 
highest at 3.7 percent. 

Region Short-run 
eIasticity 

_- 
National -0.09 
East North Central -0.08 
East South Central 0.01 
Middle Atlantic -0.10 
Mountain -0.07 
New England -0.08 
Pacific -0.07 
South Atlantic 

The study also found that the elasticity estimates calculated using the sample data were 
generally consistent with the elasticity estimates found in the energy economics literature.’ 

Longzrun Annual Total Response to 
elasticity** Time a 10Y0 Price 

Trend Increase*** 
- -0.18 - 1 .O% -2.8% 
-0.22 -1 .O% -3.2% 
-0.01 -2.0% -2.1% -_ 
-0.20 -1.3% -- -3.3% 

_I_ -0.10 -0.9% -1.9% 

-0.12 __ -0.8% -2.0% 
-0.29 -0.8% -3 -7% -- - 

-0.25 -0.4% -- -2.9% 

-0.15 -1.1 % -2.6% 
-0.16 -1.6% -3.2% 

Implications 

These price elasticity estimates and the natural conservation trends are able to explain the 
post 2000 winter consumption per household per customer actual experience. 

Between 2000 and 2006, real natural gas prices for the sample companies in this study rose 44 
percent., which according to our analysis would lead to approximately a 7.9 percent (0.18 x 44 
percent) decline in use per customer by the year 2006.11 addition to this 7.9 percent price 
induced decline in weather normal use per household, there would be an additional 6.0 percent 
(6 x 1 .O percent) decline because of the natural annual rate of turnover of old gas appliances to 

See Appendix C of the main report for a summary of the elasticity estimates found in the energy economics 
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newer more efficient appliances. Hence, our analysis predicts a decline of 13.9 percent over 
the six-year period, which is very close to the actual decline of 13.1 percent. 

Overall decline Price Effect Conservation and 
in Winter Gas Use = Elasticity with + Turnover to More 
per Customer Pr ice Increase Eflcient Appliances 

13.9% = 0 . 1 8 ~ 4 4 %  + 6 x 1.0% 
= 7.9% + 6.0% 

In the expression above, the left hand tenn is the overall predicted decline of winter gas use 
per customer, the first teim on the right hand side is the price effect reflecting the elasticity 
estimate multiplied by the price increase, and the second term the effect fiom conservation 
and turnover to more efficient appliances that occurs naturally every year with or without a 
price increase. 

The results from analyzing the AGA sample data lead to a general rule of thumb. This rule 
does not apply to all companies in all situations, but the general rule with its caveats 
provides valuable insight to the underlying processes governing consumer behavior. This 
rule appears to capture consumers’ winter price sensitive consumption behavior reasonably 
well across both the 1,DCs and Census regions. Twelve months after a 10 percent increase 
in natural gas prices at the national level, there will be nearly a 3 percent decline in natural 
gas use per customer on a national level. This 3 percent decline is comprised of about a 1 
percent drop in gas use with the current capital stock, about a 1 percent drop in use per 
customer because households respond to the higher gas prices by replacing still fbnctional 
appliances with more efficient units, and about a 1 percent drop in gas usage per customer 
due to the natural turnover of old gas appliances to the more efficient gas appliances that 
are available in the market each year. This rule of thumb will vary by LDC because they 
are heterogeneous in terms of weather, housing stocks, and standards of living. 

Other factors that impacts residential energy use are the many programs that encourage 
consumers to save energy. These include: 

The federal government encourages conservation through weatherization programs 
fimded by the Low-Income Household Energy Assistance Program (I,IHEAP), tax 
credits for the purchase of efficient appliances and housing shell improvements, and 
consumer education on the importance of saving energy. 
State and local governments also encourage efficiency through similar programs. 
Many utilities provide rebates, incentives, and assistance to their customers to 
conserve energy use. For example, electric and natural gas utilities provided more 
than $140 million in 2005 to assist low-income customers to weatherize their 
homesa6 



From a planning and policy perspective, even if gas prices do not increase in a given year, 
there will still be approximately a 1 percent fall in gas usage per household in the following 
year. This is driven by the historical forces related to the natural turnover of old appliances 
to the more efficient appliances that are available on the inarket each year. The annual time 
trend impacts will vary somewhat by LDC, because of regional differences in weather, 
appliance stocks, housing shell efficiency, demographic and economic characteristics. 

There is a caveat. We cannot address whether the phenomenon will continue at the same 
rate for the long-term. Further gains in efficiency in absolute and relative terms may or may 
not have the same impact as they did previously. This is an issue for inore detailed 
engineering studies on the efficiency of appliances and housing shells and economic 
research on the change in conservation habits of consumers for energy use and winter 
season comfort levels. We would note, however, that legislative and regulatory pressure 
for greater eEciency is likely to increase as climate change becomes a more pronounced 
national and international priority. 

The policy implications of the 13.1 percent decline since 2000 are significant. First, 
regulators must recognize these trends and allow rate structures to incorporate these 
variations. Second, the natural turnover of appliances and increases in thermal shell 
efficiency from new construction will result in continued conservation, impacting utility 
operations. Third, even if future natural gas prices remain constant or even decrease, the 
appliance and house shell efficiency gains achieved in prior years will not be reversed. 

Future Research 

As with any study, there is room for future research. Suggestions for future research are the 
following: 

* Obtain data from natural gas companies that did not participate in the initial study. 

* Try different specifications of the model. 

Use the Iterative Rayes Shriiage Estimation Technique to get individual LDC 
parameter estimates. 

Consider the impact of competition from the electric utility industry. 
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Introduction 

Demand for natural gas per residential customer has been declining since the 1980’s, and in 
recent years this decline has increased. Between 1980 and 2001, weather adjusted natural 
gas use per consumer in the US declined almost 1 percent on an annual basis. Since 2000, 
however, the decline for winter only use has accelerated, decreasing 13.1 percent between 
2000 and 2006 for the sample of companies analyzed in this report. 

It is important from a budgeting point of view for Local Distribution Companies (LDCs) to 
understand the cause of this decline. Was it caused by the recent increases in natural gas 
prices and customer’s response to these price increases? Did customers change their 
behavior in response to these price increases? Have they become more sensitive to natural 
gas price movements or has the price induced response behavior remained relatively the 
same over time? Did customers switch to more efficient gas appliances in response to these 
natural gas price increases? Is it due to technological innovations which lead to increased 
efficiencies in appliances and thermal shells of homes? These efficiencies are in some 
sense passive as older appliances are replaced with more eEcient models through natural 
attrition. 

To address these issues, the American Gas Association (AGA) funded a study to re- 
estimate the price elasticity of natural gas demand by residential households using a sample 
of data that covers the recent period of large natural gas price increases. The main objective 
of this study was to document changes in use per residential customer on a weather 
normalized basis, particularly since the year 2000, and to identi@ the reasons for these 
changes. A second purpose of this study was to test for an increase in the price elasticity’ of 
demand for natural gas since the year 2000. A third and equally important purpose of this 
study was to obtain updated elasticity estimates for all nine US Census Regions and for the 
US as a whole. Finally, the study attempts to estimate a natural rate of decline in use per 
customer due to technology induced gains in appliance and shell efficiency that would even 
occur in an environment of constant real natural gas prices. 

There are hundreds of studies on the elasticities of natural gas demand. These studies have 
generated a range of elasticity estimates. If one goes back to the 1970’s and even to the 
1960s, these estimates vary over a wide range. Estimates of short-run price elasticity range 
fkom as low as -0.05 in Reirlein, Dunn and McConnon (1981) to a high of -0.68 in Barnes, 
Gillingham & EIagemann (1982). For long-run price elasticity estimates, the range of 
estimates is even higher, with the low being -0.017 in Hewlett (1977) to a high of -3.42 in 
Beirlein, Dunn and McConnon (1981). See Dahl and Roman (2004) and Dahl, et. al. (2005) 
for recent surveys of energy elasticity demand estimates. Other surveys of energy demand 
price elasticity estimates are Taylor (1 975 and 1977), Bohi (1 98 l), Bohi and Zirmnerman 
(1 984), Al-Sahlawi (1989), Dahl (1 993), and Espy and Espy (2004). See Appendix C for a 
brief literature review of price elasticity estimates. 

The price elasticity of demand is defined as the ratio of the percent change in quantity demanded of a 
particrilar good to the percent change in the price of that good, such as natural gas demand in this study. 
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Many of the studies estimated elasticities of natural gas demand with data aggregated at the 
state and national level and collected by the States; or collected by the Energy Information 
Administration (EN). Examples of these are Balestra and Nerlove (1966), Jaskow and 
Baughman (1976), Bemdt and Watkins (1977), and more recently, Maddala, Trust, Li, and 
Joutz (1997). Other studies use individual micro data to estimate demand elasticities. 
Examples of these are Hewlett (1977), Rames, Gillingham and Hagemann (1982), and 
Green and Gilbert (1983). While the former studies using state and national aggregate data 
may provide some useful information at the state and national level, and the latter studies 
may provide good estimates of individual demand elasticities, neither provide adequate 
estimates at the individual LDC level of aggregation. Most of these studies do not allow for 
a natural rate of decline in use per customer due to technologically induced efficiency gains 
in appliances and thermal shells of homes. In addition, there are few, if any, studies that use 
current data that includes the recent run-up in natural gas prices. This study will fill these 
gaps in the literature by using high quality data collected and compiled at the individual 
LDC level and covering the period as recent as March, 2006. 

This paper is divided into the following five sections. In Section 1, background 
information at the regional, as well as the national level, is provided. The information 
includes residential natural gas consumption, the declining trend of consumption, and price 
movements. In Section 2, the database constructed from the survey of LDCs is described. 
Section 3 explains the mathematical equations used to estimate short- and long-run price 
elasticity of demand. Empirical results of short-run and long-run elasticity and the 
declining trend in gas usage are presented in Section 4. The report concludes in Section 5 
with a summary of the results and policy implications. In addition, there is a list of 
suggestions for future research. References and technical appendices can be found at the 
end of the report. The appendices include construction of the weather-normalized series for 
use per customer, a map of the Census regions, a brief literature review, and a discussion of 
statistical hypothesis testing. 
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Section 1: Background 

Residential natural gas consumption per customer in the US has been declining. Figure 1 
below shows the winter season use per consumption actual and weather normal (in 
dekatherms) from 1996 to 2006 using the data collected from the sample LDCs. The winter 
season for this report is defmed as the sum of the monthly consumption between October 
and March. 

Figure 1 
US Annual Winter Use per Customer 

.- 

65 

60-- 

55 -- 

50 -- 

45 

40 - 
9'6 97 98 99 00 0.1 0.2 03 04 05 06 

I Actua I Weather Normal I 

10 



Table 1: US Annual Winter IJse per Residential 
Customer in Dekatherms 

Year Actual Winter Normal 
Percent Percent 

-.I- Level Change - Level Change 
1996 64.9 65.3 
1997 
1998 
1999 
2000 
200 1 
2002 
2003 
2004 
2005 
2006 

65.2 
62.9 
61.3 
57.7 
67.0 
56.4 
62.3 
59.5 
56.2 
51.4 

0.5 67.9 4.0 
-3.5 67.1 -1.2 
-2.5 65.2 -2.8 
-5.9 64.3 -1.4 
16.1 62.8 -2.3 
-15.8 60.6 -3.5 
10.5 62.0 2.3 
-4.5 61.9 -0.2 
-5.6 58.9 -4.9 
-8.5 55.9 -5.1 

-1.64 -1.48 Annual Percent 
Change 1996-2000 

As can be seen from Figure 1 and Table 1, there has been a marked decline in weather 
normal use per customer. The annual percent change from 1996 to 2006 was -1.64 percent 
and -1 -48 percent respectively, for actual and weather normal consumption. Since 2000, 
however, the decline for winter only use has accelerated, decreasing 13.1 percent between 
2000 and 2006 and by 9.7 percent between 2004 and 2006 for the sample of companies 
analyzed in this report. 

The phenomenon of declining weather normal use per customer is not new’. Some even 
feel it started on February 1,1977 when then President Jimmy Carter, after only two weeks 
in office, said in his now famous fireside chat: 

“All of us must learn to waste less energy. Simply by keeping our thermostats, for instance, 
at 65 degrees in the daytime and 55 degrees at night we could save half the current 
shortage of natural gas.” 

In the years since, the first President Bush established the first National Energy Strategy in 
June of 1989, and the government has imposed efficiency standards, subsidized 
technological improvements in both shell and appliance efficiency, and generally 
encouraged its citizenry to conserve on energy. Efficiency improvements are sure to 
continue, and if natural gas prices stay high, it will most certainly encourage natural gas 

Between 1978 and 1982, energy consumption per household actually decreased by 26%. See EIA’s Annual 8 

Energy Review, URL http://.www.eia.doe.gov/emeu/aer/ep/ep-fiame.html. 
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customers to trade in old inefficient appliances for newer more efficient ones. The impact 
on the natural gas industry will be an obvious decrease in revenue accruing to natural gas 
LDC'S. 

This study will examine the reasons for this decline in use per customer, with particular 
emphasis on estimating the short-run and long-run price elasticity of natural gas demand 
since the year 2000. It will also analyze and measure the rate of decline caused by the 
natural turnover rate of old inefficient appliances with newer more efficient ones. The 
trends in the AGA sample are validated from trends in other data. The U.S. Energy 
Information Administration (ETA) reports aggregate estimates of residential consumption in 
BCF/day and residential prices in $MCF on a monthly basis from 1990 to the present. The 
EIA sample data covers all LDCs in the KJS. These series are plotted by US Census Region 
in residential consumption per household per day in Figure 2 and in nominal and real terms 
in ($2000)/MCF in Figure 3 below. A map of the US Census Regions is shown in 
Appendix R. These figures provide a comparison with the subsequent figures from the 
AGA survey database. They demonstrate that the trends and patterns in the survey are 
consistent with a recognized national source of data even before adjusting for normal 
weather. 

.M 

West Swth Contrnl 

Source: U.S. Energy Information Administration 
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Regional consumption per customer appears to decline for every region for most of the 
period and particularly after 2000. This has occurred while residential natural gas prices 
have more than doubled over the same period. 

Figure 3 
Nominal and Real ($2000) Delivered Natural Gas Prices 
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Source: U.S. Energy Information Administration 

Residential natural gas prices were fairly stable between 1990 and 1997 during the so- 
called “gas bubble” period. However, they have been increasing, particularly since 2000 
due to a variety of factors, including increasing oil prices lVillar and Joutz, October 20067). 
Nominal prices have risen faster in some regions than in others; the spread in nominal 
terms has been between $12/MCF to ahos t  $20/MCF. The real price has more than 
doubled to over $12/MCF. Natural gas prices have risen about 35 percent to 40 percent 
faster than the general US. price level since 1990. Figure 3 shows the monthly residential 
natural gas prices per MCF according to the EM. Figure 4 shows 1J.S. real disposable 
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income per capita has risen about 33 percent fiom $2 1,000 to $28,000 today. 

While income is important in any economic analysis of demand, income was not included 
in our final model for several reasons. First, estimates of real disposable income (per 
customer, household, or person) are difficult to obtain at the LDC level, which is the 
building block of this research. Second, the services from natural gas is a normal good, one 
would expect a positive income effect, which should have been reflected in a positive trend 
in natural gas use per household. However, in our sample and specification, we observe a 
negative trend in use per household. The income series are highly positively autocorrelated 
and trend-like; see Figure 4. The income coefficient(s) were erratic and even negative. This 
is consistent with the declinbig use per household due to a naturally occurring and non- 
natural gas price-induced replacement of old inefficient appliances with new more efficient 
appliances. At present, we believe a time trend appropriately captures this new technology- 
induced naturally occurring adoption of more energy eEcient appliances and 
improvements in housing shell efficiency or conservation. Third, our findings are similar to 
surveys of natural gas demand by Bohi (1 98 I), Dahl(l993, and personal discussions about 
preliminary results regarding an update to Dahl’s previous study). In a number of papers, 
Rohi dismisses the large income elasticities from some static cross section estimates and 
concluded that income is not found to be an important variable in natural gas demand. Dah1 
found that income effects in residential demand models are consistently small in both 
aggregate mid disaggregate data. Both authors suggest that representing the income effect 
in residential is problematic and sensitive to the particular study. 
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Figure 4 
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Source: Bureau of Economic Analysis, U.S. Department of Commerce 

Table 2 shows the cumulative decline of winter weather normal use per customer between 
2000 and 2006 for the sample of the LDCs. The focus of Table 2 is the post 2000 period. 
The intent is to capture the effects of the large increases in natural gas prices and (possible) 
conservation activities by  consumer^.^ The fall, on average, is greater than two per cent per 
year for six of the nine Census Regions and for the T.T.S. 

The pre-2000 period will be addressed in the statistical modeling sections. 
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Table 2 
Annual Winter Season Weather Normal Natural Gas Use per 

Residential Customer, By Region and for the U.S. 
(Dekatherms per Customer) 

Middle Atlantic 

kensus Region 

64.3 62.8 60.6 62.0 61.9 58.9 --. 55.9 -13.1% 
81.1 79.2 80.1 77.8 76.1 73.1 70.2 -13.4% 
64.9 64.2 61.3 62.2 60.8 58.7 5J.9 -13.9% 
93.7 95.0 91.2 93.5 92.8 88.3 85.1 -9.2% -- . ~ -  

80.7 79.8 75.3 82.3 80.3 75.9 72.4 -10.3% 
Pacific 43.8 40.9 40.0 41.8 40.6 40.4 37.3 -14.8% 
New England -- 

South Atlantic 71.7 69.4 63.8 69.1 62.0 62.5 62.5 -12.8% 

&West South Central 46.3 46.4 40.2 44.1 54.1 41.7 406 -12.3% -- 

West North Central .I___ 80.1 79.5 79.8 80.4 78.3 75.9 70.2 -12.4% 

Table 2 shows the overall decline between 2000 and 2006 for the AGA sample of LDCs. 
As shown in Table 2, the decline in weather normal use per customer for the national 
sample is from 64.3 dekatherms in 2000 to 55.9 dekatherms per household in 2006. This 
represents a cumulative decline of 13.1 percent or an average decline of 2.2 percent per 
year. The decline since 2004 is even more dramatic, going fkom 61.9 dekatherms per 
household in 2004 to 55.9 dekatherms in 2006, nearly a 6 percent decline per year. As 
shown in this table, every region in the 1JS experienced a decline in use per residential 
customer. 
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Section 2: Data 

Sixteen AGA member companies provided data for this study. The companies supplied 
monthly data on residential consumption, average pi-ices, number of customers, heating- 
degree data, and economic data. Most companies were able to provide a time series of data 
starting in 1992 and in some cases even into the 1980s. Three companies were unable to 
contribute data prior to 1999 for accounting or reorganization reasons. The remaining 
fifteen corporations comprise 46 local distribution companies. This represents more than 16 
million customers and 28 percent of all residential customers nationwide. 

Micro data on individual consumers is best suited for obtaining estimates of price 
elasticities. In rate case decisions and in internal LDC corporate strategy decisions 
however, the most relevant and usem piece of information is how the external forces that 
bombard it now impact the LDC. These external forces can vary from announcements by 
Presidents, changes in a competitors pricing, new gas appliance technologies, economic 
recessions, and gas price increases imposed by he1 surcharges. Since it is the impact of 
these farces on actual individual LDC's that is relevant, current data on consumption and 
prices collected by each individual LDC and aggregated at the individual LDC level is best 
suited to measure the impact of these external forces on a LDC in the current time period. 

But data on a single 1,DC is of'ten not enough information. The problem with using current 
data f'rom only one LDC is that the number of observations will be quite small, and 
statistical reliability will be compromised. Instead of tens of thousands of observations on 
individual consumers, one may be left with 50 or 60 observations for any given LDC 
during the important winter season months. From a statistical reliability point of view then, 
it is important to obtain on many different individual LDCs, data that are collected by each 
individual LDC rather than using survey data collected by government agencies such as the 
EM. 

In this study, the breadth and depth of the data collected by the AGA has not to our 
knowledge been done before. The breadth of the data spans the entire US, covering 46 
different LDCs. The depth of the data covers almost a decade or more for most of the 
companies. Therefore, this is a data set that is uniquely suited for the analysis of residential 
natural gas consumption in the IJS. 

The number of LDCs in each of the nine Census Regions and the percent of total customers 
the sample covers for each Region is given in Table 3 below. 
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Table 3 
Percent of Total Residential Customers Represented by the AGA Sample 

Census Regions r Census 
Abbreviation participating LRCs 

East North Central 
East South Central 

Mountain 
New England 
Pacific 
South Atlantic 
West North Central 

Mid-Atlantic -- 
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ENC 3 8% 
ESC 3 11% 
MAC 6 45% 
MTN 5 42% 
NEC 8 50% __ 
PAC 5 39% 
SAC 5 17% 
WNC 3 20% 

-- 

-- 

lestsouth CentralJ-'WSC- - .--.---I_. "- 
._ 8 32% 



Section 3: Approaches to Estimating Short- and Long-run Price Elasticity 
of Demand 

Economists often distinguish between a short-run response and long-run response when 
referring to how a household changes its natural gas usage when faced with price and 
income changes. The short-run response is defined as a household's natural gas demand 
response to natural gas price and income changes given their current capital stock of 
natural gas-using appliances and shell efficiency of the house. The long-run response is 
defined as a household's response to natural gas prices changes and income changes after 
the household has had time to change their stock of gas using appliances and house shell 
efficiency. 

The idea behind the short-run and long-run responses to price changes is that when natural 
gas prices change, a household's short-run response is to alter the intensity with which they 
use their current stock of natural gas-using appliances. The long-run response to a change 
in natural gas prices is to alter the number and efficiency of natural gas using appliances, 
while at the same time changing the shell efficiency of the house. 

A household's percentage change in natural gas demand per one percent change in natural gas 
price is called the price elasticity of natural gas demand. When this percentage change is 
computed for a household with a given stock of natural gas-using appliances and house shell 
efficiency, it is termed the short-run price elasticity of natural gas demand for that household. 
When this percentage change is computed over a time period long enough to allow a 
household to change it% stock and eaciencies of house and natural gas using appliances, it is 
termed the long-run price elasticity of natural gas demand for that household. A similar 
d e f ~ t i o n  is given to short-run and long-run income elasticities of natural gas demand. If the 
natural gas demand equation. is specified in logarithmic form, the price and income 
coefficients in a regression equation can be interpreted as the price and income elasticities. 

A Dvnarnic Model of Capital Stock Choice and Natural Gas Demand 

For a typical household, natural gas is demanded not for its own sake but for use in hrnaces, 
appliances and the like. The household's accumulated energy saving "capital stock" is 
determined by income, habits, and past prices of .fuels. Consequently, in any period, the 
household's demand for natural gas is a function of the current price, which influences how 
intensively the stock of equipment is used, and past prices, which influences the size and 
composition of that stock. A very simple structural model (Fisher and Kaysen, 1962) of these 
effects for a given household might be 

Efficiency: 8 = y3Tt, (3) 
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where Yt is use per household of weather normalized Natural gas at time t, Xt-I is the real 
(base = $2000) price of natural gas at time t - 1, & is real (base E= $2000) household income at 
time t, Kt is capital stock with a given efficiency E; at time t, Tt is a annual time trend to 
capture technological improvements in the efficiency of the capital stock, and Et is a random 
error term. 

We use the real price lagged one period to capture the short-run response to a price change 
since the current price is not known until the gas bill arrives in the next billing period. Hence, 
a household’s price-induced consumption adjustment during this period is based on last 
period’s real gas price. 

If equation (1) is in natural Iogarithms for Yt, Xt-l and &, the coefficient can be interpreted 
at the short-run price elasticity of natural gas demand. It measures the responsiveness of 
natural gas demand at time t to a change in natural gas price at time t-1 for a fixed capital 
stack of natural gas appliances Kt. In order to derive the long-run price elasticity of natural gas 
demand, we need to substitute equations (2) and (3) into equation (1) to get 

If all variables except the time trend are in logarithms, then the coefficient on Xt-1 is an 
estimate of the short-run price elasticity, the s m  of the coefficients on all price variables is an 
estimate of the long-run price elasticity, and a negative coefficient (p4) on the annual time 
trend is the decline in use per household of natural gas demand due to the adoption of newer 
and more efficient capital equipment. Although the length of the lag (t-12) on price in 
equation (2) to capture the capital stock adjustment process is somewhat arbitrary in this 
formulation, one can put other restrictions on the shape and length of the price and lagged 
price coefficients by using models such as the Koyck (1954) or Almon (1965) lag. 

The coefficient p1 in equation (4) gives the short-run price elasticity of natural gas demand. In 
equation (4) the coefficient f32 captures capital stock adjustments that depend on past natural 
gas prices, while still allowing for an annual decline in use per customer that occurs because 
of a non-gas price induced rate of turnover of the capital stock to more energy efficient 
equipment The sum of the CoeECicients pi+ pZ represents the long-nul elasticity of natural gas 
demand. The Coefficient f34 on the time trend variable represents the pure turnover to newer 
more efficient capital equipment after subtracting out the gas price effect on this turnover rate 
captured by p2. A negative coefficient (P4) on the annual time trend is the annual decline in 
use per household of natural gas demand due to the natural adoption of newer and more 
efficient capital equipment. 
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Section 4: Empirical Results 1Jsing the AGA Sample of LDCs 

The AGA study is interested in answering the following five questions: 

(a) What are the changes in natural gas use per residential customer on a weather 

(b) What is the short-run price elasticity of demand for residential natural gas 

(c) What is the long-run price elasticity of demand for residential natural gas 

(d) Has elasticity of natural gas demand changed since 2000? 
(e) What is the annual reduction in natural gas usage per customer due to the natural 

replacement of old inefficient natural gas appliances with more energy efficient 
appliances; and the building of new homes with greater shell efficiencies compared 
to existing homes? 

To answer these questions we estimated two variants of equations" (1) to (3). The first 
variant assumes the short-run price elasticity has a structural shift: in the year 2000 and the 
second model assumes there is no shift in the short-run price elasticity in the year 2000 and 
beyond. These two equations are given below as (4a) and (4b), respectively: 

normalized basis since the year 2000? 

customers? 

customers? 

where all variables except the time trend are in natural logarithms and D2000 is a 0,l indicator 
variable, equal to 0 if the time period is pre year 2000, and equal to 1 if' the tirne period is the 
year 2000 or greater. The dependent variable Yt in equations (4a) and (4b) is daily natural gas 
use per customer in month t. 

In equation (4a), the coefficient 62000 is a shift coeEcient on the price elasticity given by PI. 
The interpretation of 62000 is that P1 represents the price elasticity of natural gas demand for 
the period prior to the year 2000, and p1 et- 82000 gives the price elasticity o f  natural gas demand 
for the year 2000 and beyond. So a negative 62000 in equation (4a) would indicate that demand 

lo We omitted the income variable Zt for the reasons outlined the Background Section of the paper. First, 
estimates of rea1 disposable income (per customer, household, or person) are difEcult to obtain at the LDC 
level, which is the building block of this research. Second, the services from natural gas is a normal good, one 
would expect a positive income effect, which should has been reflected in a positive trend in natural gas use 
per household. However, in our sample and specifcation, we observe a negative trend in use per household. 
The income series are highly positively autocorrelated and trend-like; see Figure 4. The income coe%cient(s) 
were erratic and even negative. This is consistent with the declining use per household due to a naturally 
occurring and non-natural gas price-induced replacement of old inefficient appliances with new more 
efficient appliances. At present, we believe a time trend appropriately captures this new technology-induced 
naturally occurring adoption of more energy efficient appIiances and improvements in housing shell 
eEciency or conservation. 

21 



has become more elastic since the year 2000. The coefficient pZ captures capital stock 
adjustments that depend on past natural gas prices, while still allowing for an annual decline in 
use per customer that occurs because of a non-gas price induced rate of turnover of the capital 
stock to more energy efficient equipment. A negative coefficient $54) on the annual time trend 
is the annual decline in use per household of natural gas demand due to the adoption of newer 
and more efficient capital equipment. 

The sum of the coefficients PI + 62000 in equation (4a) gives the short-run price elasticity of 
natural gas demand in the post-2000 period, the sum of the coefficients PI + 62000 + PZ 
represents the long-run elasticity of natural gas demand in the post-2000 period, and the 
coefficient P4 on the time trend variable represents the pure turnover to newer more efficient 
capital equipment a k r  subtracting out the gas price effect on this turnover rate captured by P2. 

The interpretation of the coefficients for equation (4b) is similar, except in equation (4b) the 
slope shiR coefficient 62000 for the short-run elasticity is constrained to zero. 

Shrinkage Estimators 

With a panel data set such at the one used in this study, there is always the question of whether 
to pool the data and obtain a single estimate of the parameters fiom the whole sample, or to 
estimate the equations separately for each cross-section. The implicit assumption in the fixed 
effects model is that the intercepts are different for each cross-section, but the slope 
coefficients are the same for all cross sections. This may not be a tenable assumption. Indeed, 
in practice the constancy of slope coefficients across different cross-section units is oRen 
rejected. This implies that the equations should be estimated separately for each cross-section 
rather than obtaining an overall pooled estimate. 

The problem with the two usual estimation methods of either pooling the dab or obtaining 
separate estimates for each cross section is that both are based on extreme assumptions. If the 
data are pooled as in the fixed effects model, it is assumed the coeficients are all the same. If 
separate estimates are obtained for each cross section, it is assumed that the coefficients are all 
different for each cross section. The trufh probably lies somewhere in-between. The 
coefficients are not exactly the same, but there is some similarity between them. 

One way to allow for some similarity among the slope coeficients without constraining them 
to be exactly the same is to assume the coefficients all come fEom a joint distribution with a 
c o m o n  mean and non-zero covariance matrix. This suggests that the resulting coefficient 
estimates should be a weighted average of the overall pooled estimate and the separate time 
series estimates based on each cross section. Thus, each cross-section estimate is “shrunk” 
towards the overall pooled estimate. 

For example, consider the model given by equation (4b) and using aggregate data on the nine 
census Regions to estimate the coefficients. This model is: 
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i = 1,2,3,. . . ..;N (N = 9, Census Regions) 

t = lY2,3,.. ... T (Time Periods) 

The implicit assumption in the fixed effects model is that we retain the i subscript on a hut 
remove the subscript on the p’s. The implicit assumption if we run separate regressions for 
each cross section is that the i subscript is retained on both a and all the p’s. 

A shrinkage estimator sometimes suggested is the Stein rule estimator defined by: 

where p, is the shrinkage estimator, is the separate ordinary least square (OLS) estimate 

fiom each time series, Bp is the fixed effects pooled estimator. The F is the F-test statistic 
used to test the null hypothesis that all the p’s are equal across each cross-section. The 
constant c is given by 

(N  - l)K - 2 c = -  
N T - N . 4 - 2 ’  

and I(. = 3 and N = 9 in equation 4b. 

We will present the shrinkage estimates for the nine Census Regions below when we discuss 
the regional results. 

National Results 

We estimated equations \+) and (4b) for each of the LDCs using OLS an monthly data for 
the winter season months of October to &ch. These results are given in the last column of 
Tables 4 and 5. The average of these individual LDC estimates indicates that the short-run 
price elasticity of natural gas demand is -0.1 1, the short-run price elasticity shift in post 2000 
is positive but for all practical purposes is zero, the long-run price elasticity given by PI+ pz is 
-0.20, and the natural annual rate of declie12 in use per customer due to the adoption of new 
gas appliance capital equipment is 0.8 percent per year. 

Although the dependent variables used to estimate the model are only for the months of October to March, 
the lagged independent real price variables represent actual lagged calendar month real prices. Hence, for the 
observation on weather normal use per household in October, the lagged real price (t-1) will be the September 
real price. Similarly, the lagged real price variable (t-12) for an October observation will be the real price of 
natural gas in October of the previous calendar year. 
l2 If the coefficient on the time trend (T) in equation 4a and 4b is negative, it means there is an annual decline 
in natural gas weather normal use per customer. The percent decline will be equal to the coefficient on the 
time trend multiplied by 100%. For example, in Table 4 for the National sample, we see the coefficient on the 
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We also estimated equations (4a) and (4b) in a pooled regression where each LDC is given 
company specific intercepts for each of the six winter months in the sample, but all the slope 
coeficients were assumed to be the same across all LDCs. These estimates are shown in 
column two of Tables 4 and 5 below. Based on these estimates, we see the short-run price 
elasticity is 4.09, there is neither a practical nor a statistically ~ignificant’~ shiR in the 
elasticity in post 2000, the long-run price elasticity given by + p2 is 4.18, and the natural 
annual rate of decline due to the adoption of new capital equipment is 1 .O percent per year in 
Table 5. Note the results did not indicate a change in price eIasticity in the post-2000 h e  
period in Table 4. 

Although we did not obtain Iterative Bayes shrinkage estimates for each individual LDC, 
based on our experience we expect the average of these s h r i i g e  estimates to fall between 
the pooled with LDC dummy results and the average of the individual 0123 LDC regression 
results. We conclude therefore, that the short-run price elasticity of natural gas for the national 
sample lies between -0.09 and 4.10, the long-run price elasticity is between -0.18 and -0.20, 
and the natural annual rate of decline due to the adoption of new gas appliance capital 
equipment is between 0.7 percent and 1 .O percent per year. This natural annual rate of decline 
is consistent with a finding by an earlier AGA report on the decline in weather adjusted gas 
use per customer. See the AGA report “2004 AGA Energy Analysis: Patterns in Residential 
Natural Gas Consumption, 1980-2001”. 

From Table 5 we see the total annual percent decline in use per household one year after a 
ten percent price increase14 is between 2.7 percent and 2.8 percent. 

-_I- - 
time trend variable is -0.01 1 for the pooled with LDC dummy variables model. This means there is a 0.01 1 x 
100% = 1.1% annual decline in natural gas weather normal use per customer. 
l3 We base this conclusion on the statistical significance of the coefficient on the variable 
“Ln(Pri~e~-~)*D2000” in Table 4. See Appendix D for a discussion of the meaning of the term “statistical 
significance” in statistical hypothesis testing. 

coefficients on the two price variables are price elasticities, which give the percent decline in use per 
customer quantity demanded per one percent increase in price. Similarly, a negative coefficient on the time 
trend gives the proportionate decline in use per customer per one-year increase in time. To get the percent 
decline in use per customer one year after a 10 percent increase in price, we have: 

Since both the dependent and independent variables are in natural logarithms in equations (4a) and (4b), the 14 

percent decline = lohcoefficient on + lO*coefficient Pt.lzf lOO*coefficient on time trend. 
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Table 4 
National Elasticity Model Estimates for Equation (4a) 

(t-stats in parentheses) 

-0.09 (-5.93) 
- -0.01 1 (-9.47) 

Variable 

-0.09 _- 
-0.008 

Ln(Pricet-l) I 

0.97 

Ln(Pricet-l)*D2000 - ~ - -  
Ln(Pricet-12) -- 
Annual Time Trend 

- Rba? 

Dummies OLS Estimates 
I_ 

Ln(Price*-1) -0.09 (-6.44 -0.10 
-0.10 

Annual Time Trend -0.010 (-12.25) -0.007 
_.-.I_. Ln(Pricet.12) -0.09 (5.92; 

Rbar2 - 0.97 ___-"l... 

.__-_. Std. Error of Regression 
Mean of the Dependent Variable 
AIC 

Number of Observations 

~ . _ I ~ I I  

Schwarz Criterion _- 

Std. Error of Regression 
Mean of the Dependent Variable _" 
AIC 
Schwarz Criterion 
Number of Observations 

~ . -  

I_.._ 

-.__I- 

Average of 
Fixed Effects Individual LDC 

I__-- 

0.115 
1.183 
- 1.403 
-0.908 --.- 
3023 41 

-1.403 

41 

Table 5 
National Elasticity Model Estimates for Equation (4b) 

(t-stats in parentheses) 

Fixed Effects Individual LDC 
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Regional Results 

Figure 5 shows the normalized consmption of natural gas use per household by US .  
Census region for the AGA sample. There appears to be a decline over much of the sample 
in all nine Census Regions. 

Figure 5 
Regional Weather Normal Consumption per Customer 
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Figure 6 shows the actual and normalized winter season consumption for natural gas per 
customer by US. Census region for the AGA sample. Again, there is a decline over much 
o f  the sample in all regions. 

ESC-Annual Wnter 0.8 Percustomer 

Figure 6 
Regional AnnuaI Winter Use per Customer 
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Tables 6A and 6B to Tables 14A and 14B give the estimates of equations (4a) and (4b) for 
each of the nine census Regions using data on the individual LDCs in each of the respective 
regions. For the most part, the regional results are similar to the national results, with some 
differences noted below. 
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East North Central Region 

- ~~ 

Variable Pooled With LDC Average of 
Fixed Effects Individual LDC 

Dummies OLS Estimates _ "  
Ln(Pricet-I) -0.09 (-3.02) -0.12 

Rba? 0.99 - 

-- Ln(Pricet.l)*D2000 0.005 (0.51) -0.006 
-0.14 (-3.63) -0.16 ~ - - - ~  Ln(Pricet-12) 

Annual Time Trend - -0.011 (-3.92) 0.0013 

Std. Error of Regression 0.064 
Mean of the Dependent Variable 1.319 
AIC 7 --2.569 

The regression output for the ENC Region is given in Tables 6A and 6R. In Table 6A, we 
estimate neither a practical nor a statistically significant shift in the short-run elasticity in 
the post 2000 year period. According to equation (4b) in Table 6R, the short-run elasticity 
is between -0.08 and -0.12, and is statistically significantly different from zero in the 
pooled model. The long-run elasticity is between -0.22 and -0.27. In the pooled regression, 
we observe a statistically significant annual declining rate of weather normal use per 
household demand of 1 .O percent. From Table 6B we see the total annual percent decline in 
use per customer one year after a ten percent price increase is between 2.8 percent and 3.2 
percent, which is close to the annual percent decline in the national sample. 

Variable 

- 
Ln(Pricet-l) 
Ln(Pricee 12) 

Annual Time Trend 
R b d  ----__I- 

Std. Error of Regression 
Mean of the Depend& Variable 

Table 6A 
ENC Regional Elasticity Model Estimates for Equation (4a) 

(t-stats in parentheses) 

Pooled With LDC Average of 
Fixed Eflects Individual LDC 

Dummies OLS Estimates 
-0.08 -~ (-3.02) -0.12 
-0.14 (-3.66) -0.15 
-0.010 (-4.57) -0.001 

0.063 - 

0.99 

1.319 -- 

Schwarz Criterion 
Number of Observations -- 

Table 6B 
ENC Regional Elasticity Model Estimates for Equation (4b) 

(t-stats in parentheses) 

-2.225 
195 
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East South Central Region 

Variable Pooled With LDC 
Fixed Effects 

Dummies 
Ln(PricQ-1) -0.007 (-0.12) 

Ln(Pricet..12) -0.03 (-0.47) - 
Annual Time Trend -0.023 (-4.92) 

Ln(Pric~-l)*D2000 0.0169 (1.09) 

0.97 Rba? 
Std. Error of Regression 0.129 

- __..-- 

The regression output for the ESC Region is given in Tables 7A and 7B. In Table 7A, we 
estimate neither a practical nor a statistically significant shift in the short-run elasticity in 
the post 2000 year period. According to equation (4b) in Table 7B, the short-run elasticity 
is -0.06 when computed from the average of the individual LDC results and for all practical 
purposes is zero in the pooled regression. The long-run elasticity is between -0.01 and 
-0.12. In the pooled regression, we observe a statistically significant annual declining rate 
of weather normal use per household demand of 2.0 percent. From Table 7B we see the 
total annual percent decline in use per customer one year after a ten percent price increase 
is between. 2.0 percent and 2.1 percent, which is slightly lower than the annual percent 
decline in the national sample. 

Average of 
Individual LDC 
OLS Estimates 

-0.08 
0.02 - 
-0.06 
-0.0 16 

Mean of the De endent Variable 1.013 
-1.167 

Schwarz Criterion -0.835 
~' Number of Observations 227 3 

Variable Pooled With LDC 
Fixed Effects 

Dummies 
Ln(Pricet-1) 0.012 (0.23) 
Ln(Pricet.12) -0.026 (-0.44) I_ 

Annual Time Trend -0.020 (-5.33) 

Mean of the Dependent Variable 

Rbar2 - - 0.97 
Std. Error of Regression 0.129 

1.013 
AIC - -1.170 

-0.853 Schwarz Criterion 
Number of Observations 227 

-l__l 
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Average of 
Individual LDC 
OLS Estimates 

-0.06 
-0.06 
-0.012 

- 

-- 
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Middle Atlantic Region 

-- --I - 
Variable Pooled With LDC Average of 

Fixed Effects Individual LDC 
Dummies OLS Estimates 

Ln(Pricet-l) ..-* -0.1 1 (-2.35) __ -0.12 
Ln(Pricet- 1) *D2 000 

Annual Time Trend -0.015 (-5.21) -0,009 _I 

0.005 ~-~ 0.01 (1.21 
Lnvricet-12) -0.09-(-1.7:) -0.04 

-- Rbar2 0.97 
Std. Error of Regression 
Mean of the Dependent Variable - 1.508 

0.100 -. 

AIC ~- -1.681 - 
Schwarz Criterion -1 -325 

_I- 

Number of Observations 465 6 

The regression output for the MAC Region is given in Tables SA and 8B. In Table SA, we 
estimate neither a practical nor a statistically significant shifi in the short-run elasticity in 
the post 2000 year period. According to equation (4b) in Table SB, the short-run elasticity 
is -0.13 when computed from the average of the individual LDC results, and is -0.10 in the 
pooled regression. The long-run elasticity is between -0.1 8 and -0.20. In the pooled 
regression we observe a statistically s i a c a n t  annual declining rate of weather normal use 
per household demand of 1.3 percent. Table 8B we see the total annual percent decline in 
use per customer one year after a ten percent price increase is between 2.5 percent and 3.3 
percent, which is close to the annual percent decline in the national sample. 

Variable Pooled With LDC 
Fixed Effects 

-. __ Dummies 
Ln(Price, 1) . -0.10 (-2.24) 
Ln(Pricet.. 12) -0.10 (-1.77) 
Annual Time Trend -0.013 (-5.80) 
Rba? 0.97 
Std. Error of Regression 0.100 
Mean of the Dependent Variable - 1.508 
AIC 
Schwarz Criterion -1.335 -- 
Number of Observations 465 

-1.682 
._I 

Table SA. 
MAC Regional Elasticity Model Estimates for Equation (4a) 

(t-stats in parentheses) 

Average of 
Individual LDC 
OLS Estimates 

-0.13 
-0.05 

-0.007 

I- 

6 - 

Table 8B 
MAC Regional Elasticity Model Estimates for Equation (4b) 

(t-stats in parentheses) 
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Mountain Region 

Variable Pooled With LDC 
Fixed Effects 

Dummies 
Ln(PricQ-1) _ _ ~ _ .  -0.014 (-0.52) 
Ln(Pricet..l)*D2000 -0.035 (-4.19) 
Ln(Pr icet-lz) -0.018 (-0.75) 
Annual Time Trend -Or004 (-2.47) 
Rbar2 I__------I I 0.9%- 
Std. Error of Regression 0.060 
Mean of the Dependent Variable 1.262 
AIC - -2.700 
Schwarz Criterion - -2.353 
Number - of Observations 298 - 

The regression output for the MTN Region is given in Tables 9A and 9B. In Table 9A, we 
estimate shift of -0.035 in the short-run elasticity in post 2000 and beyond. According to 
equation (4b) in Table 9B, the short-run elasticity is -0.1 1 when computed from the average 
of the individual LDC results and is -0.07 and statistically significant in the pooled 
regression. The long-run elasticity is between -0.10 and -0.19. In the pooled regression we 
observe a statistically significant annual declining rate of weather normal use per 
household demand of 0.9 percent. In Table 9B we see the total annual percent decline in 
use per customer one year after a ten percent price increase is between 1.9 percent and 2.8 
percent, which in the pooled regression (1.9 percent) is slightly lower than the annual 
percent decline in the national sample. 

Average of 
Tndividual LDC 
OLS Estimates 

-0.08 
-0.02 

_-_ -0.07 
I -0.007 

- 
- 

-_-- 

4 

Fixed Effects 
_I Dummies I 

Lnpricet- 1) -0.07 (-2.73)_-- 
Ln(Pricet-12) -0.03 (-1.33) 
Annual Time Trend 
Rbar2 _ _  0.99 

-I. -- 0.060 Std. Error of Regression 
Mean of the DeEden t  Variable 

-0.009 .-- (-6.22) 

1.262 
l-xz--- --1-- -2.644 

Individual LDC 
OLS Estimates 

--- -0.1 1 
I__ 

-0.08 
"0.009 

__ 

"-- 
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New England Region 

Fixed Effects Individual LDC 
Dummies OILS Estimates 

Ln(Pricet..l) -0.09 (-3.34j- -0.09 
Ln(Price+l)*D2000 - 0.015 (2.44) - 0.0 1 
Ln(Pricq-12 - -0.17 (-5.06) -0.20 

Std. Error of Regression 0.096 -_ 
- Mean of the Dependent ~~ Variable 

Schwarz Criterion - __ - - __ -1.413 - 
Number of Observations 660 -- 

h u a l  T i e  Trend -0.008 (-4.24) -0.005 
Rba? 0.97 

1.307 __ ~- 

AIC -1.767 

8 

The regression output for the NEC Region is given in Tables 10A and 1033. In Table lOA, 
we estimate a statistically significant shift in the short-run price elasticity in the post 2000 
year period, although in this case it is a shift that lowers the short-m price elasticity and is 
not practically significant with only 0.015 decrease. According to equation (4b) in Table 
10R, the short-run elasticity is -0.08 when computed from the average of the individual 
LDC results and is also -0.08 and statistically significant in the pooled regression. The 
long-run elasticity is between -0.25 and - - O B .  In the pooled regression we observe a 
statistically significant annual declining rate of weather normal use per customer demand 
of 0.4 percent. Table 10B we see the total annual percent decline in use per customer one 
year after a ten percent price increase is between 2.9 percent and 3.0 percent, which is close 
to the annual percent decline in the national sample. 

Variable Pooled With LDC Gveiage of 
Fixed Effects Individual LDC 

-__.- Dummies OLS Estimates ---- ---- 
Ln(Pricet-1) - - -0.08 (-2.86) -0.08 

-0.20 Ln(Pricet- 12 
~ -0.17 (-5.00) -- 

Std, Error of Regression 0.097 --- 

Annual Tim)e%end -0.004 (-3.73) -0.002 I 

Rbar' 0.97 

Mean of the Dependent Variable 1.307 
AIC - 1.760 
Schwarz Criterion -1.412 
Number of __I_ Observations 660 8 

Table 1OA 
NEC Regional Elasticity Model Estimates for Equation (4a) 

(t-stats in parentheses) .- 
I Variable I Pooled WithLDC 1 Averageof -1 



Pacific Region 

Variable Pooled With LDC 
Fixed Effects 

Dum mies 
Ln(Pricet-1) -0.04 (-1.29) 
Ln(Pricet_l)*D2000 -0.02 (-2.13) 
Ln(Pricet-12) -0.05 (-1.66) 
Annual Time Trend -0.005 (-1.96) 
Rbar’ 0.98 __ 
Std. Error of Regression 0.072 
Mean of the Dependent Variable 0.910 
AIC -2.314 
Schwarz Criterion - 1.929 

258 Number of Observations .- 

The regression output for the PAC Region. is given in Tables 1 1A and 11R. In Table 1 1 A, 
we estimate a statistically significant shift in the short-run price elasticity in the post 2000 
year period, although from a practical point of view this decline is small with an impact of 
only 0.02. According to equation (4b) in Table 1 lB, the short-run elasticity is -0.07 when 
computed fiom the average o f  the individual LDC results and is also -0.07 and statistically 
significant in the pooled regression. The long-run elasticity is between -0.12 and -0.15. In 
the pooled regression we observe a statistically significant annual declining rate o f  weather 
normal use per customer o f  0.8 percent. In Table l lB,  we see the total annual percent 
decline in use per customer one year after a ten percent price increase o€ 2.0 percent, which 
is lower than the annual percent decline in the national sample. 

Average of 
Individual LDC 
OLS Estimates 
__ -0.03 

-0.02 
-0.07 
-0.004 

-- 

- 

--” - 

4 

Variable Pooled With LDC 
Fixed Effects 

Dummies 
---I 

Ln(Price, 1) -0.07 (-2.61) 
Ln(Pricet.12) -0.05 (-1.83) 
Annual Time Trend -0.008 (-3.87) 
Rhar2 0.98 

Table l l B  
PAC Regional Elasticity Model Estimates for Equation (4b) 

(t-stats in parentheses) 

Average of 
Individual LDC 
OLS - Estimates 

- -0.07 
___ -0.08 

-0.005 

Mean of the Dependent Variable 
I-.__-- 

Schwarz Criterion 
Number of Observations 

0.073 
0.910 
-2.302 
-1.93 1 

-~ 

4 -- 258 
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South Atlantic Region 

Variable 

Ln(Pricet.l) 
Ln(Pricet-1)*D2000 
Ln(Pricet_lz) ____ 
Annual Time Trend 

The regression output for the SAC Region is given in Tables 12A and 12B. In Table 12A, 
we estimate neither a practical nor a statistically significant shift in the short-run elasticity 
in the post 2000 year period. According to equation (4b) in Table 133, the short-run 
elasticity is -0.11 when computed from the average of the individual LDC results and is - 
0.12 and statistically significant in the pooled regression. The long-run elasticity is 
between -0.24 and -0.29. In the pooled regression we observe a statistically significant 
annual declining rate of weather normal use per customer of 0.8 percent. Table 12B, we see 
the total annual percent decline in use per customer one year after a ten percent price 
increase is between 3.4 percent to 3.7 percent, which is higher than the annual percent 
decline in the national sample. 

Table 12A 
SAC Regional Elasticity Model Estimates for Equation (4a) 

(t-stats in parentheses) 

Pooled With LDC Average of 
Fixed Effects Individual LDC 

Dummies OLS Estimates 
-0.115 (-3.09) -0.10 
-0.002 (-0.15) -0.005 _- 
-0.17 (-4.16) ___, -0.13 
- -0.008 (-2.58) I -0.009 

- 

Rba? 
Std. Error of Regression 

AIC _ _ _ _ ~  
Mean of the Dependent Variable 

Schwarz Criterion 
Number of Observations 

0.97 
0.109 
1.218 

- 

-1.509 - - 
" - ~  -1.146 _ _  

280 4 

Table 12B 
SAC Regional Elasticity Model Estimates for Equation (4b) 

(t-stats in parentheses) 

Variable Pooled With LDC Average of 

-._I_- --I OLS Estimates-.- 

Ln(Price-12) 

Fixed Effects Individual LDC 

linCPricet_L-- -._._____ 
-0.13 __-.I_ 

Annual Time Trend -0.008 (-3.76 
0.97 

1.218 
_I___-- 

-1.5 16 
-1.166 .~ 

_I __ 280 

Rbar' 
Std. Error of Regression. 
Mean of the Dependent Variable 
AIC 
Schwarz Criterion 
Number of Observations 

~ . _ _  

Annual Time Trend -0.008 (-3.76) 
Rbar' 0.97 
Std. Error of Regression. 0.108 
Mean of the Dependent Variable . 1.218 _I___--_.. 
AIC I -1.5 16 I I 
Schwarz Criterion 
Number of Observations 280 
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West North Central Region 

~ - - - -  
Variable 

- - 
Ln(Pricet-1) 
Ln(Pricql)*D2000 
LnfPricet- 12) 

Annual Time Trend . 

Rba? __ - 
Std. Error of Regression 
Mean of the Dependent _Variable 

- 

The regression output for the WNC Region is given in Tables 13A and 13R. In Table 13B, 
we estimate a statistically significant shift in the short-run price elasticity in the post 2000 
year period, although it is a shift that lowers the short-run price elasticity by only-0.014 
and &om a practical point of view is not significant. According to equation (4b) in Table 
13B, the short-run elasticity is -0.08 when computed from the average of the individual 
L,DC results and is -0.09 and statistically significant in the pooled regression. The long- 
run elasticity is between -0.13 and -0.15. In the pooled regression we observe a statistically 
significant annual declining rate of weather normal use per customer of 1.1 percent. In 
Table 13B we see the total annual percent decline in use per customer one year after a ten 
percent price increase is between 2.5 percent and 2.6 percent, which is close to the annual 
percent decline in the national sample. 

Pooled With LDC Average of 
Fixed Effects Individual LDC 

Dummies OLS Estimates 
-0.10 (-5.19) -0.09 
0.014 (1.98) 0.01 __..- 
-0.06 (-2.62) -0.05 _- 

-- -0.014 (-5.48) -0.014 _- 
0.99 
0.048 
1.3 14 
-3.141 - 
-2.765 _ _  

190 3 

Mean of the Dependent -_ Variable 
AIC 
Schwarz Criterion 
Number of Observations . -  

Table 13B 
WNC Regional Elasticity Model Estimates for Equation (4b) 

1.3 14 
-3.129 
-2.770 

190 3 
____-_-I_ 

(t-stats in parentheses) 
I Variable I Pooled WithLDC 1 Average of --l 
1 I FixedEffects I IndividualLDC I 

OLS Estimates 

I Std. Error of Regression 0.048 
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West South Central Region 

Variable Pooled With LDC 
Fixed Effects 

"-__1_. Dummies 
Ln(Pricet-1) -0.12 (-1.71) 
Ln(Pricet_l)*D2000 -0.008 (-0.48) 
Ln(Pricet_ 12) -0.03 (-0.40) 
Annual Time Trend -0.015 (-2.52) 
Rbar2 0.92 
Std. Error of Regression 0.198 

Average of 
Individual LDC 
OLS Estimates 

-0.13 
-0.009 
-0.02 
-0.01 

___-_ - 

Schwarz Criterion .-.-- 

Number of Observations --_. 

Mean of the Dependent Variable 
ATC 

Table 14B 
FVSC Regional Elasticity Model Estimates for Equation (4b) 

0.722 -7- 
-0.3 1 8 

(t-stats in parentheses) ----. 1 Variable I Pooled WithLDC I Average of 

Ln(Pricet- 1) 
Ln(Pricet.12) 
Annual Time Trend 

I I Fixed Effects I Individual LDC 
OLS Estimates 

-0.13 (-1.87) -0.14 
-0.02 

-0.016 (-3.79) -0.013 

Durn m ies - 

-0.03 (-0.40) ~- 

~ L O T  of Regression 
0.92 

_- 0.198 
-I 

-0.322 
0.034 
45 0 6 

Mean of the Dependent Variable 
AIC 
Schwarz Criterion 
Number of Observations 
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Shrinkage Estimates 

--I.- -________. 
Variable Pooled With Average of 

.____ Regional Dummies Individual Regions 
- Ln(Pricet-1) -0.12 (-3.4) - -0.10 

Annual Time Trend -0.011 (-3.72) -0.01 1 
Ln(Pricet- 12) -0.06 (-1.63) -0.08 

--- 0.98 

We also estimate equation (4a) and (4b) with a type of sbrinlcage estimator, time series data on 
the Nine Census Regions, aggregated over the respective LDCs in each region. We wili apply 
the Stein rule estimator discussed above in the sub-section on Shrinkage Estimators. The 
advantage of slrinlcage estimators is that they allow for some similarity among the slope 
coefficients without constraining them to be exactly the same as in the case of pooled 
estimates. 

IJsing aggregate regional data, Table 15 below gives the pooled fixed effects estimates of 
equation (4b) and the average of the individual regional coefficient estimates. These estimates 
are similar to the estimates presented in Table 5B based on individual 1,DC data. Note that in 
Table 5B the impact of a 10 percent price increase was a 2.8 percent decline in use per 
customer one year later, Using regional aggregate data we see the impact of a ten percent price 
increase is a similar 2.9 percent decline in use per customer one year later. 

-1.34 
540 . 9 

Tables 16 ta 24 below present the Stein Shrinkage coefficient estimates of equation (4b) using 
aggregate regional data. In this case, the shrinkage results are very close to the individual OLS 
estimates for each Region since IF = 0.86 and c = 0.04 since T=60. Plugging into equation (5 )  
we get: 
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East North Central Region 

Table 16 shows the shrinkage estimates of the short-run and long-run elasticity derived 
from equation (7) for the ENC Region is -0.047 and -0.122, and the annual time trend 
shows a declining annual rate of 1.7 percent. 

Table 16 
ENC - Regional Model Elasticity Estimates .- with Aggregate Data for Equation 4b 

OLS on Individual Shrinkage 
Variable Regional Data Estimator 

Estimate t-stat 

Ln(Pricet-1) 
Ln(Pricet-12) 
Annual Time Trend 

-0.043 -0.349 -0.047 
-0.076 -0.544 -0.075 
-0.017 -1.530 -0.017 

.- - 60 Number of Observations .- 

East South Central Region 

‘Table 17 shows the shrinkage estimates of the short-run and long-run elasticity derived 
from equation (7) for East South Central is -0.030 and -0.085, and the annual time trend 
shows a declining annual rate of 1.8 percent. 

-- .- Table 17 
ESC - Regional Model Elasticity Estimates with Aggregate Data for Equation 4b 

OLS on Individual Shrinkage 
Variable Regional Data Estimator 

estimate t-stat 
Lnpricet-1) -0.026 -0.180 -0.030 
Ln(Pricet-12) -0.055 -0.337 -0.055 
Annual Time Trend -0.01 8 -1.270 -0.018 
Number of Observations ____ - 60 
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Middle Atlantic Region 

Table 18 shows the shrinkage estimates of the short-run and long-run elasticity derived 
from equation (7) for the Middle Atlantic Region is -0.164 and -0.46, and the annual time 
trend shows a declining annual rate of 0.6 percent. 

Table 18 - 
MAC - Regional Model Elasticity Estimates with Aggregate Data for Equation 4b 

Variable Regional Data Estimator I_ __ 
OLS on Individual Shrinkage 

estimate t-stat 
__.I__._-_____ .- 

Ln(Price*-1) 
Ln(Pricet-12) 
Annual Time Trend 

-0.167 -1.198 -0.164 
-0.309 -1.887 -0.296 
0.006 0.633 0.006 

_ _ _ . _ _ _ ~ .  60 Number of Observations _- 

Mountain Region 

Table 19 shows the shrinkage estimates of the short-run and long-run elasticity derived 
from equation (7) for the Mountain Region is -0.058 and -0.076, and the annual time trend 
shows a declining annual rate at of 2.22 percent. 

Table 19 
MTN - Regional Model Elasticity Estimates with Aggregate Data for Equation 4b 

OLS on Individual Shrinkage 
Variable Regional Data Estimator 

estimate t-stat 
Ln (P ricet-1) -0.055 -0.675 -0.058 

Ln(Pricet-12) 0.022 0.263 0.018 
Annual Time Trend -0.022 -2.767 -0.022 
Number of Observations 60 - _- - _ _ _ ~ - l l l -  
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New England Region 

Table 20 shows the shrinkage estimates of the short-run and long-run elasticity derived 
from equation (7) for the New England Region is -0.074 and -0.364, and the annual time 
trend shows a declining annual rate of 0.3 percent. 

-- Table20 - -- 
NEC - Regional Model Elasticity Estimates with Aggregate Data for Equation 4b 

OLS on Individual Shrinkage 
Varia bie __ Regional Data Estimator 

Estimate t-stat 
Ln(Pricet-1) -0.072 -0.537 -0.074 
Ln(Pricet-12) -0.302 -1.767 -0.290 
Annual Time Trend -0.003 -0.384 -0.003 

- 60 - Number of Observations - 

Pacific Region 

Table 21 shows the shrinkage estimates of the short-run and long-run elasticity derived 
from equation (7) for the Pacific Region is -0.089 and -0.179, and the annual time trend 
shows a declining annual rate of 1 .O percent. 

-- Table21 - 
~ __--- "".. 

PAC - Regional Model Elasticity Estimates with Aggregate Data for Equation 4b 
OLS on Individual Shrinkage 

estimate t-stat 
Variable - Regional Data Estimator - 

Ln(Price-1) -0.087 -1.066 -0.089 

Ln (Pricet.12) 
Annual Time Trend 

-0.092 -1.194 -0.090 
-0.01 0 -1.157 -0.010 

Number of Observations 60 

40 



South Atlantic Region 

Table 22 shows the shrinkage estimates of the short-run and long-run elasticity derived 
fiom equation (7) for the South Atlantic Region is -0.182 and -0.327, and the annual time 
trend shows a declining annual rate of 1.9 percent. 

_ - ~ _ _ I  Table 22 .I- 

SAC - Regional Model Elasticity Estimates with Aggregate Data for Equation 4b 
01,s on Individual Shrinkage 

Variable I Regional Data Estimator 
estimate t-stat 

Ln(Pric&-1) -0.185 -1.747 -0.182 

Ln(Pricet-12) 
Annual Time Trend 

0.156 1.371 0.145 
-0.019 - 1.989 -0.01 9 

__- --- Number of Observations 60 

West North Central Region 

Table 23 shows the shrinkage estimates of the short-run and long-run elasticity derived 
from equation (7) for the West North Central Region is -0.088 and -0.120, and the annual 
time trend shows a declining annual rate of 0.90 percent. 

Table 23 
WNC - Regional Model Elasticity Estimates with Aggregate Data for Equation 4b 

OLS on Individual Shrinkage 
Variable -- Regional Data Estimator 

estimate t-stat 
-0.966 -0.088 Ln(Pricet.1) -0.086 

Ln(Price*-12) -0.03 1 -0.355 -0.032 
Annual Time Trend "0.009 -1.053 -0.009 
- Number of Observations 60 
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West South Central Region 

Table 24 shows the shrinkage estimates of the short-run and long-run elasticity derived 
from equation (7) for the West South Central Region is -0.209 and -0.258, and the annual 
time trend shows a declining annual rate of 1.1 percent. 

Table 24 ~ 

WSC - Regional Model Elasticity Estimates with Aggregate Data for Equation 4b 

- Variable Regional Data Estimator -- 
OLS on Individual Shrinkage 

estimate t-stat 
Ln (Pricet-1) -0.214 -1.719 -0.209 
Ln(Pricet.12) -0.049 -0.368 -0.049 
Annual Time Trend -0.01 1 -0.946 -0.01 1 
Number of Observations -~ 60 -- 

Our overall assessment of the regional models is that individual coefficients vary" greatly 
across the nine regional models and are often insignificant. This is due to the small sample 
sizes relative to the national sample, multicollinearity between the two lagged prices, and to 
some extent multicollinearity with the time trend as well. Yet the average impact of a 10 
percent price increase on use per household is remarkably stable and negative across all 
nine Census Regions in the pooled regressions using individual LDC data. This total 
decline aRer a 10 percent price increase for the nine Census Regions is roughly centered on 
the national impact of a 2.8 percent decline in weather normal use per customer; with the 
Mountain Region having a 1.9 percent impact at the low end of the range and the South 
Atlantic Region having a 3.7 percent impact at the high end of the range. 

l5 There may be differences in shell efficiency and new home construction and LDC 
sponsored energy conservations programs across regions that would lead to some 
heterogeneity in coefficient estimates across the nine census regions. We feel the iterative 
Bayes shrinkage estimator could remove much of the inconsistency between the national 
and regional coefficient estimates in a follow up study. 
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Section 5: Summary of Results and Policy Implications 

~ .~ 
Region Short-run Long-run AnnuaI Total Response to 

elasticity elasticity" Time a 10Y0 Price 
Trend Increase** 

National -0.09 -0.18 -1 .O% -2.8% 
East North Central -0.08 __ -0.22 -1.0% I_ -3.2% 
East South Central 0.01 -0.01 -2.0% -2.1% 
Middle Atlantic -0.10 _- -0.20 -1.3% -3.3% 
Mountain -0.07 -0.10 -0.9% - -1.9% 

--"-I- 

New England -0.08 -0.25 -0.4% _ _  -2.9% 

This research project was initiated to examine the decline in residential natural gas 
consumption since 2000 and to determine whether there had been a change in the response 
by residential consumers to higher (and more volatile) natural gas prices. The data that 
were collected and analyzed support two important findings and a general rule of thumb. 
This rule appears to capture cons~uners~ winter price sensitive consumption behavior 
reasonably well across the LDCs and Census regions. 

Pacific -0.07 
South Atlantic -0.12 
West North Central -0.09 
West South Central -0.13 

First, consumption is strongly influenced by seasonal heating needs, response to price 
change, and the efficiency changes in appliances and home shell efficiency coupled with 
conservation behavior by consumers. While the separate efficiency and conservation 
effects due to appliance and housing shell turnover are difficult to disentangle in the current 
sample, they appear to be discernable from the price effects. Table 25 gives a summary of 
the national and separate regional price and naturally occurring time trend effects found in 
this study. 

-2.0% 
-3.7% 
-2.6% 
-3.2% ~ 

-_ 

-0.12 -0.8% 
-0.29 -0.8% 
-0.15 -1.1 % 
-0.16 -i.& - 

Second, we could not find evidence supporting an appreciable change in the short-run price 
elasticity of natural gas consumption in the post year 2000 period. 

Table 25 
Summary of National and Regional 

Natural Gas Price EstimatesI6 

the annual time trend effect. 

The results from the price elasticity estimates and the combination of efficiency and 
conservation estimates are able to explain the post 2000 winter consumption per customer 
actual experience. Normal winter season natural gas use per household in the US has declined 

l6 Estimates obtained from the "fixed effects" pooled regression. 
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about 13.1 percent between 2000 and 2006. There has been an increase in real natural gas 
prices of 44 percent for the same time period, which according to our analysis would lead to 
approximately a 7.9 percent (0.18 x 44 percent) decline in use per customer by the year 2006. 
In addition to this 7.9 percent price induced decline in weather normal use per household, 
there would be an additional 6.0 percent (6 x 1.0 percent) decline because of the natural 
annual rate of turnover of old gas appliances to newer more efficient appliances. Hence, our 
analysis predicts a decline of 13.9 percent over the six-year period, which is very close to the 
actual decline of 13.1 percent. 

Overall decline Price Effect Conservation and 
in Winter Gas lJse = Elasticity with + Turnover to More 
per Customer Pr ice Increase E‘cient Appliances 

13.9% = 0 .18~44% + 6 x 1.0% 
= 7.9% + 6.0% 

In the expression above, the left hand term is the overall declining rate of winter gas use 
per customer, the first term on the right hand side is the price effect reflecting elasticity 
with price increase, and the second term the effect from conservation and turnover to more 
efficient appliances that OCCLKS naturally every year with or without a price increase. 

This proposed rule of thumb suggests that twelve months after a 10 percent increase in 
natural gas prices at the national level, there will be nearly a 3 percent decline in natural 
gas use per customer. This 3 percent decline is comprised of about a 1 percent drop in gas 
use with the current capital stock, about a 1 percent drop in use per customer because 
households respond to the higher gas prices by buying more efficient appliances, and a 1 
percent drop in gas usage per customer due to the natural turnover to more efficient gas 
appliances each. year. This rule of thumb will vary by LDC because they are heterogeneous 
in terms of weather, housing stocks, and standards of living. 

It should be noted that the 1 percent price-induced drop with the current capital stock is what 
economist refer to as the elasticity of ccshort-run’y demand. This refers to customers “turning 
down the thermostat”. There is a second 1 percent price induce drop in use per customer that 
occurs one year later due to consumers buying more efficient appliances and increasing the 
tightness of the home. The price elasticity in the “long-nm” is the sum of the short-run 
demand elasticity and the additional changes that occur to quantity demanded one year later 
because of natural gas price impacts on consumer choice of appliance and home thermal shell 
efficiency. 

The heightened conservation behavior by consumers is partly due to the many government 
and utiIity programs that currently exist to encourage residential consumers to save energy: 

* The federal government encourages conservation through weatherization programs 
funded by the Low-Income Household Energy Assistance Program (LIHEM), tax 
credits for purchase of efficient appliances and shell improvements, and consumer 
education on the importance of saving energy. 

44 



0 State and local governments also encourage eficiency through similar programs 
Many utilities provide rebates, incentives, and assistance to their customers to 
improve use of energy. For example, electric and natural gas utilities provided 
more than $140 million in 2005 to assist low-income customers to weatherize their 
homes (Source: h~~://liheap.ncat.orp/tables/FY2005/05stlvtls.litni ) 

From a planning and policy perspective, even if gas prices do not increase in a given year, 
there will still be approximately a 1 percent fall in gas usage per household in the following 
year. This is driven by the historical forces related to the natural turnover of old appliances 
to the more efficient appliances that are available on the market each year. The annual time 
trend impacts will vary somewhat by L,DC, because of regional differences in weather, 
appliance stocks, housing shell efficiency, demographic and economic characteristics. 

There is a caveat. We cannot address whether the phenomenon will continue at the same 
rate for the long-term. Further gains in efficiency in absolute and relative terms may or may 
not have the same impact as they did previously. This is an issue for more detailed 
engineering studies on the efficiency of appliances and housing shells and economic 
research on the change in conservation habits of consumers for energy use and winter 
season comfort levels. We would note, however, that legislative and regulatory pressure 
for greater efficiency is likely to increase as climate change becomes a more pronounced 
national and international priority. 

The policy implications of the 13.1 percent decline since 2000 are significant. First, 
regulators must recognize these trends and allow rate structures to incorporate these 
variations. Second, the natural turnover of appliances and increases in shell efficiency from 
new construction will result in continued conservation, regardless of price changes, 
impacting utility operations. Third, even if future gas prices remain constant or even 
decrease, the appliance and home shell efficiency gains achieved in prior years will not be 
reversed. 

Suggestions for Future Research 

As with any study, there is room for future research. Suggestions for future research are the 
following: 

Obtain data from Natural Gas Companies that did not participate in the initial study. 

0 Try different specifications of the model. 

0 Use the Iterative Bayes Shrinkage Estimation Technique to get individual LDC 
parameter estimates. 

Consider the impact of competition from the electric utility industry. 
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Appendix A: Construction of Weather-Normalized Series for Use per 
Customer 

Step 1. Calculate the ratio of KDDN to HDD (normal heating degree days / actual heating 
degree days.) this is referred to as the weather normalization factor 

Step 2. Construct a proxy for base natural gas consumption per customer for each “year”. 
Calculate the average of July and August for each year. 

Step 3, Subtract the base consumption from Actual consumption for the September through 
June for the next 10 months. Refer to this as “heating” consumption. Example: the average 
of July and August 1999 will be subtracted from September 1999 through June 2000. 
Retain the actual values for July and August 1999 in the “heating” consumption variable. 

Step 4. Calculate the weather normal consumption per customer series. Multiply the 
“heating” consumption variable by the weather normalization factor. Intuitively, a very 
cold winter will have relatively high levels of consumption. The very cold weather means 
that the denominator in the weather normalization factor is large relative to the normal 
HDD. Multiplying the large consumption variable times the factor, which is less than one, 
will bring back or reduce consumption towards the normal ‘%eating” consumption level. 

Step 5 .  Add the base consumption per customer back into the September through June 
normal heating consumption levels. 

Variable list omitting the region identifiers: 

HDD 
HDDN 
CTNG 
ZSAJQUS 
WNF 

Rase 
HCTJNG 

NCUNG 

CUNGW 

NCITNGW 

- Actual Heating Degree Days 
- Normal Heating Degree Days 
- Natural Gas Use per Customer per Month 
- Days per Month 
- Weather Normalization Factor 
WNF = HDDN / TDD 
- Average of July and August in a year 
- “Heating” Natural Gas Use per Customer per Month 
HCUNG = CTNG - Base 
- ‘Worrnalized” Natural Gas Use per Customer per Month 
NCUNG = ( HCUNG * WNF ) + Base 
- Actual Daily Natural Gas T Jse per Customer per Month 
CUNGW = CIJNG / ZSAJQUS 
- “Normalized” Natural Gas Use per Customer per Month 
NCUNGW = NCUNG I’ ZSAJQUS 
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Appendix B: U.S. Census Regions 

Figure B.l 
U.S. Census Region Map 

Source: U.S. Dept. of Energy httD://nrwrv.eia.doe.eov/emeulcbecslcensus mans.htm1 
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TabIe B.1 
U.S. Census Region Definitions 

Divislon 3 Divlsion 5 Division 7 Division 9 
Division $ 
New England East North Central South Atlanfic West South Central Pacific 

Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode island 
Vermont 

Division 2 
Middle Atlantic 

New Jersey 
New York 
Pennsylvania 

Illinois 
Indiana 
Michigan 
Ohio 
Wisconsin 

Division 4 
West North Central 

Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 

Delaware 
District of Columbia 
Florida 
Georgia 
Maryland 
North Carolina 
South Carolina 
Virginia 
West Virginia 

Division 6 
East South Central 

Alabama 
Kentucky 
Mississippi 
Tennessee 

Soumo: Energy Informallon Admlnlslration. 0th of lntegraled Analysls snd Forecastlng. 

Arkansas Alaska 
Louisiana California 
Oklahoma Hawaii 
Texas Oregon 

Division 8 
Mountain 

Washington 

Arizona 
Colorado 
Idaho 
Montana 
Nevada 
New Mexico 
Utah 
Wyoming 

US. Census Region Pneumonic 
ENC East North Central 
ESC East South Central 
MAC Middle Atlantic 
MTN Mountain 
NEC NewEngland 
PAC Pacific 
SAC South Atlantic 
WNC West North Central 
WSC West South Central 
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Appendix C: Literature Review17 

There are many studies on the price and income elasticities of residential energy goods in 
general, and of residential natural gas demand in particular. Table 1 beIow lists some of 
these studies, along with the short-run and long-run estimates. See Dahl and Roman (2004) 
and Dahl (2005) for recent surveys of energy elasticity demand estimates. Other surveys of 
energy demand price elasticity estimates are Taylor (1975 and 1977), Bohi (1981), Bohi 
and Zimrnerman (1984), Al-Sahlawi (1989), Dahl (1993), and Espy and Espy (2004). 
Common drawbacks of these studies are: (1) they do not include data that contain the 
recent increases in residential natural gas prices, (2) they do not focus on the winter season 
demand, (3) they do not contain company level data across the entire US, and (4) most do 
not allow for a non-price related decline in use per customer that occurs automatically as 
consumers replace old inefficient appliances with newer more efficient ones. 

The AGA study overcomes the missing elements in the existing literature by looking at 
individual company level winter season monthly data from all nine US Census Regions 
over the period 1981 to 2006. Also, the AGA study allows for a naturally occurring decliie 
in use per customer that results fkom the replacement of old inefficient gas appliances with 
newer more efficient models. 

There have been many papers written that estimate the price elasticity of residential 
demand for natural gas. A partial list of these papers is given in the references section. 
Estimates of short-run price elasticity range from as low as -0.05 in Beirlein, DUM and 
McConnon (1981) to as high as -0.68 in Barnes, Gillingham & Hagemann (1982). For 
long-run price elasticity estimates the range of estimates is even higher, with the low being 
-0.017 in Hewlett (1977) to as high as -3.42 in Beirlein, Dunn and McConnon (1981). 

It is fair to say there is no real consensus on residential natural gas price elasticity demand 
estimates. For overall residential energy demand in general, the median estimate of short- 
run price elasticity is about -0.2, with the long-run dynamic models with lagged dependent 
variables yielding a median estimate of about -0.48. For natural gas in particular, using 
EIA state level aggregate data, Maddala, et. al. (1997) estimate the average short-m price 
elasticity of natural gas is -0.1 and the long-run price elasticity of residential natural gas 
demand is -0.27. 

” This appendix benefited from discussions and on-going research by Professor Carol Dahl, the Colorado 
School of Mines, Golden, Colorado. All errors are ours. 
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Table C.1 
Residential Price EIasticity Estimates 

Authors 

Balestra & 
Nerlove (1 966) 
Jaskow & 
Baughman (1976) 
Berndt & Watkins 
(1 977) 

Hewlett (1 977) 

Hewlett (1 977) 

Reirlein, Dunn & 
McConnon (1981) 

Barnes, 
Gillingham & 
Hagemann (1 982) 

Green & Gilbert 
(1983) 

Blattenberger, 
Taylor, & 
Rennhack (1 983) 
Green, Salley, 
Grass & Osei 
(1986) 

Data 

Pooled: 36 States for 

Pooled: 48 States for 

Pooled: Ontario and 
British Columbia for 

Cross Section: New 
York State household 
survey 
Pooled: New York 
State customer survey 
for 1976 and 1977. 
Pooled: 9 States for 

1957-62) 

1968-72 

1959-74 

1967-77 

Pooled: 10,000 
househalds in 23 US 
cities. Quarterly data 
for 1972-73. 
Cross-Sectional: non- 
poverty homeowners 
and poverty 
homeowners 
Pooled: 48 states for 
1961 -74 

Pooled: between 6 
and 7 thousand 
households for 1974 
to 1979. 

Estimation 
Method 
GLS(EC) 

OLS 

Maximum 
Likelihood 

OLS 

OLS 
OLS 
GLS (EC) 
GLS 
(EC-SUR) 
IV 

OLS 
OLS 

GLS (EC) 

OLS 

Short- 
run 
NA 

-0.15 

-0.15 

NA 

NA 
-0.23 
-0.23 
-0.05 

-0.68 

NA 
NA 

-0.32 

-0.16 

Long- 
run 
-0.63 

-1.01 

-0.69 

-0.45 

-0.17 
-2.90 
-2.96 
-3.42 

NA 

- 1.25 
- 1.09 

-0.39 

NA 
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Appendix D: Statistical Hypothesis Testing 

The practical question that is addressed in statistical hypothesis testing concerns the 
relative strength of some “treatment”; such as does price have an impact on weather normal 
use per household natural gas demand. The question addressed might be: Do the data 
contained in the sample present sufficient evidence that increases in price lead to a lower 
use per household natural gas demand? 

The reasoning employed in testing a hypothesis bears a striking resemblance to the 
procedure used in a court trial. In tying a person for a crime, the court assumes the accused 
innocent until proven guilty. The prosecution collects and presents all the available 
evidence in an attempt to contradict the “not guilty” hypothesis and hence to obtain a 
conviction. However, if the prosecution fails to disprove the “not guilty” hypothesis, this 
does not prove that the accused is “innocent” but merely that there is not sufficient 
evidence to conclude that the accused is “guilty”. 

The statistical problem in this study portrays “natural gas price” as the accused. The 
hypothesis to be tested, called the null hypothesis, is that price does not negatively impact 
the weather normal use per household natural gas demand. The evidence in this case is 
contained in the sample drawn &om the population of LDCs who supply this demand. The 
researcher, playing the role of the prosecutor, believes that an alternative hypothesis is 
true - namely, that natural gas price does have a negative impact on natural gas use per 
household demand. Hence, the researcher attempts to use the evidence contained in d e  
sample to reject the null hypothesis (no impact of natural gas price on natural gas demand) 
and thereby to support the alternative hypothesis, the contention that price does in fact 
inversely impact natural gas demand. 

The statistician will calculate a test statistic from the information contained in the sample. 
All possible values the test statistic may assume are divided into two groups - one called 
the rejection region and the other the acceptance region. After the sample is collected the 
test statistic is calculated and observed. If the test statistic takes on a value in the rejection 
region, the null hypothesis is rejected. Otherwise, one fails to reject the null hypothesis. 

You will notice that the researcher is faced with two possible types of errors. On the one 
hand, the researcher might reject the null hypothesis when it is true, and falsely conclude 
that natural gas price does negatively impact the natural gas demand. This would result in 
forecasting lower revenues after a rate increase than would actually be the case. On the 
other hand, the researcher might decide not to reject the null hypothesis when it is false, 
and falsely conclude that natural gas price does not impact natural gas demand. This error 
would result in forecasting higher revenues after a rate increase than would actually be the 
case. 

Rejecting the null hypothesis when it is true is called a Type I error for a statistical test. The 
probability of making a type I error is usually denoted by the Greek symbol a, and is 
referred to as the “statistical significance level”. In practice some common values used for 
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a are 0.10 (a 10 percent chance of a Type I error), 0.05 (a 5 percent chance of a Type I 
error), 0.025 (a 2.5 percent chance of a Type I error), and 0.01 (a 1 percent chance of a 
Type I error). 

The probability a will increase or decrease as we increase or decrease the size of the 
rejection region. Then why not decrease the size of the rejection region and make a as 
small as possible? Unfortunately, decreasing a increases the probability of not rejecting the 
null hypothesis when it is false and some alternative hypothesis is true. This second type of 
error is called the type II error for a statistical test and its probably is commonly denoted by 
the Greek symbol p. More formally, accepting the null hypothesis when it is false is called 
a type II error for a statistical test. The probability of making a type II error when some 
specific alternative is true is denoted by p. 

Notice that both errors cannot be committed simultaneously. A type I error is possible only 
if the decision is to reject the null hypothesis; a type 11 error is possible only if the decision 
in to not reject the null hypothesis. 

When the null hypothesis is rejected in favor of the alternative hypothesis, it is called a 
statistically significant test. When one fails to reject the null hypothesis, it is referred to as a 
statistically insignificant test. 

As noted on page 29 of Maddala (2001), a statistically significant test means, “sampling 
variation is an unlikely explanation of the discrepancy between the null hypothesis and the 
sample values (estimate)”. On the other hand, a statistically insignificant test means, 
“sampling variation is a likely explanation of the discrepancy between the null hypothesis 
and the sample value”. 

The appropriate test statistic for the null hypotheses tested in this report is the t-statistic, 
which is reported for each of the coefficients in equations (4a) and (4b). For sample sizes 
larger than 120 and for an alternative hypothesis that states the price coefficient is less than 
zero, a t-statistic less than -1.28 is statically significant at the 10 percent level, a t-statistic 
less than -1.64 is statistically significant at the 5 percent level, a t-statistic less than -1.96 is 
statically significant at the 2.5 percent level, and a t-statistic less than -2.33 is statistically 
significant at the 1 percent level. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 18 

Witness: Gary Smith 

Data Request: 
Refer to the response to the Staffs Second Request, Item 56. Since Atmos will not 
file any testimony, how does it expect the Commission and AG to determine the 
reasonableness of current cast and expenses as well as projected costs and 
expenses? 

Response: 
The Company believes the reasonableness of current and projected costs and 
expenses can be determined through evaluation of the filing and through the data 
request process. Pre-filed testimony is unlikely to anticipate what questions the 
Staff or AG may wish to ask. The Company feels the data request discovery 
process will serve as an adequate vehicle for addressing questions of the Staff and 
AG, and for the statement of positions on matters that may arise. Refer also to the 
Company’s response to KPSC DR 2-60(c&e) and to KPSC DR 3-20. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 19 

Witness: Gary Smith 

Data Request: 
Refer to the response to the Staff’s Second Request, item 57. The response to 
57(c) contains the following statement: “This historical review will not involve any 
type of pro-forma adjustments or adjustments to revenue billing determinants.” 
The statement in lines 6 to 8 on page 23 of the Direct Testimony of Gary Smith 
states “Accounting and pro-forma adjustments to the historical period would be 
applied and identified consistent with treatment in a full rate proceeding.” Which 
statement is correct? Explain in detail. (emphasis in original) 

Response: 
Both statements are correct. The Company’s intent is that no pro-forma or similar 
adjustments be applied to revenue biltina determinants in the historical review of 
the Evaluation Period. The adjustments referenced in testimony refer to 
exclusions of certain costs for rate recovery purposes and for 13-month averages 
for rate base calculations, as set by Commission precedent. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 20 

Witness: Gary Smith 

Data Request: 

a. In the response to Item 58(c), Atmos states it believes no hearings would be 
necessary under the CRS mechanism. Explain how Atmos reached this 
conclusion. 

b. In the response to item 58(d), Atmos states that it will include costs incurred 
by the Attorney General YAGJJ) and the Commission in its CRS filing. Since 
Atmos already recovers its assessment for Commission operations through 
its rates, explain why this would not be double recovery of the Commission’s 
costs. 

c. In the response to Item 58(h), Atmos states that it is unable to provide a 
meaningful analysis of the change in revenue over the past 5 years because 
there is no baseline information. Provide the requested analysis of the 
change in revenues (increase or decrease) that Atmos would have 
implemented in the past 5 years under the CRS mechanism using the 
revenue requirement granted in the last rate case as the baseline and using 
the full 12-month calendar year for comparison each year (in place of 6 
months of historic data and 6 months of projected data). 

Refer to the response to the Staffs Second Request, item 58. 

Response: 
a. While the Company’s opinion is that no hearings may be necessary, that 

would certainly be the Commission’s decision. The Company’s vision of the 
CRS process is for a low-cost, streamlined, collaborative process as opposed 
to an expensive, drawn out, contested rate case. The Company would expect 
that all parties would see the benefit in a limited review to simply ensure that 
rates were current and based on the most up-to-date information available. 
Cost recovery in rates for certain expenses would be submitted in accord with 
precedents set in this Case; hopefully, limiting areas of contested 
disagreement in the CRS process. If this CRS process, however, were to 
devolve into a fully contested rate case with each filing, some of the benefits 
of the intended process would be lost. 

b. It is not the Company’s intent to double recover costs through the CRS 
mechanism. The CRS mechanism would simply provide funding requested 
by the Commission to address any incremental costs it incurred in 
administering the CRS process, presumably costs not otherwise recovered 
through the existing assessment The Company would remit back to the 
Commission all funds for which the Commission requests reimbursement, 
either through the assessment or through incremental funding requirements 
associated with this CRS mechanism. If the Commission proposes that no 
incremental costs are associated with administering the CRS mechanism, 
then no such costs would be recovered by the Company or remitted to the 



Commission. 

c. The following are the annual revenue changes per the analysis. 
(ooo1sl 

2002 -$I ,097 
2003 -$I ,452 
2004 -$ 174 

2005 $1,672 
2006 $4,049 

The related analysis is attached, including assumptions used for the analysis. 



Atmos Energy Corporation, KY 
Case No. 2006-00464 

Pro-Forma CRS Analysis - 2002-2006 
KPSC 3 - 2 0 ~  

Assumptions 

I. Unadjusted per-books rate base and cost of service are used for each 'Evaluation 
Period'. 

2. Rate base & capital structure are as of December. 

3. Benchmark ROE is assumed at the last approved ROE for Kentucky. 

4. The cost, rate base, and cost of capital adjustments used to project each Rate 
Effective Period are hypothetical. 

5. Revenues are adjusted to the Rate Effective Period using the calculated Evaluation 
Period revenue adjustment amount. No other increase or decrease assumptions 
(eg. customer growth, declining use per customer, etc.) are used in the projections. 
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Atmos Energy Corporation, KY 
Case No. 2006-00464 

Pro-Forma CRS Analysis - 2002-2006 
KPSC 3-20C 

Projection of 
Rate Effective 

Period 
Line Beginning May 
No. Description I, 2002 

1 

2 
3 
4 
5 
6 
7 

8 

9 

I O  

11 

12 

13 
14 

15 
16 
17 

18 
19 
20 
21 

22 

23 

24 

25 

26 

27 

28 
29 
30 

31 

Operating Revenue $ 204,722,000 

Operating Expenses 
Purchased Gas Cost 
Other 0 & M Expenses 

Depreciation k p e n s e  
Taxes Other than Income 

Operating Income Before Interest and Taxes 

State & Federal Income Taxes 

Operating Income 

(7 - (I 0 * 19)) * 26 

152,692,409 
4 9,703,796 
8,699,113 
2,608,777 

21,017,905 

6,293,433 

$ 14,724,472 

Rate Base $ 139,264,321 

Rate of Return 10.57% 

Rewired Return 

Debt Cost 
Benchmark ROE 

Debt % of Capital 
Equity % of Capital 
Total 

Required Return (weighted) 
Debt Capital (13 * 15) 
Equity Capital (14 * 16) 
Total Weighted Return 

7.73% 
12.50% 

50,40% 
49.60% 

100.00% 

3.90% 
6.20% 

10.10% 

Required Operating Income $ 14,060,014 

Operating income Deficiency (Excess) $ (664,457) 

Revenue Gross-Up Factor I .651392 

Revenue Adjustment $ (1,097,279) 

Income Tax Rate (Composite) 40.3625% 

Revenue Summary 
Revenue at Current Rates $ 204,722,000 

Revenue Adjustment - Rate Effective Period (I ,097,279) 

Projected Revenue Requirement - Rate Effective Period $ 203,624,721 
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Atmos Energy Corporation, KY 
Case No. 2006-00464 

Pro-Forma CRS Analysis - 2002-2006 
KPSC 3 - 2 0 ~  

Rate Effective 
Evaluation Period Rate Effective Period 

Line Ended Dec. 31, Period Beginning May 
No. Description 2002 Adjustments I , 2003 -- 

Operating Revenue $ 141,532,761 $ (376,843) $ 141,155,918 1 

2 
3 
4 
5 
6 
7 

8 

9 

I O  

11 

12 

13 
14 

15 
16 
17 

18 
I 9  
20 
21 

22 

23 

24 

25 

26 

27 

28 
29 
30 

31 

Operating Expenses 
Purchased Gas Cost 90,234,690 0 
Other 0 & M Expenses 1 9,703,796 (1,400,000) 

Depreciation Expense 8,699,113 0 
Taxes Other than Income 2,608,777 - 0 

Operating Income Before Interest and Taxes 20,286,385 1,023,157 

90,234,690 
18,303,796 
8,699,113 
2,608,777 

21,309,542 

6,508,092 

$ 14,801,451 

State & Federal Income Taxes (7 - ( I O  * 19)) * 26 5,998,174 509.918 

Operating Income $ 14,288,212 $ 513,239 

Rate Base $ 139,264,321 $ 4,177,930 $ 143,442,251 

10.26% 
12.83% 

Rate of Return 

Reauired Return 

Debt Cost 
Benchmark ROE 

7.73% -0.50% 
12.50% 0.00% 

7.23% 
12.50% 

Debt % of Capital 
Equity % of Capital 
Total 

50.00% 50.40% -0.40% 
49.60% 0.40% 

100.00% 
50.00% 

100.00% 

Reauired Return lweiahted) 
Debt Capital (13 * 15) 3.90% 
Equity Capital (14 * 16) _I 6.20% 
Total Weighted Return 10.10% 

3.62% 
6.25% 
9.87% 

$ 14,150,578 Required Operating Income $ 14,060,014 

Operating Income Deficiency (Excess) $ (228,197) $ (650,872) 

1.651392 Revenue Gross-Up Factor 1.651 392 

Revenue Adjustment $ (376,843) $ (1,074,846) 

40.3625% Income Tax Rate (Composite) 40.3625% 

Revenue Summary 

Revenue at Current Rates $ 141,532,761 

(376,843) Revenue Adjustment - Evaluation Period True-Up 
Revenue Adjustment - Rate Effective Period 
Net Revenue Adjustment 

(4,074,846) 
( I  ,451,689) 

-- 

$ 140,081,073 Projected Revenue Requirement - Rate Effective Period 
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Atmos Energy Corporation, KY 
Case No. 2006-00464 

Pro-Forma CRS Analysis - 2002-2006 
KPSC 3 - 2 0 ~  

- 
Rate Effective 

Evaluation Period Rate Effective Period 
Line Ended Dec. 31 , Period Beginning May 
No. Description 2003 Adjustments 1,2004 --- 
I 

2 
3 
4 
5 
6 
7 

8 

9 

10 

I 1  

12 

13 
14 

15 
16 
17 

18 
19 
20 
21 

22 

23 

24 

25 

26 

27 

28 
29 
30 

31 

Operating Revenue $ 183,046,880 

Operating Expenses 
Purchased Gas Cost 133,082,361 
Other 0 & M Expenses 18,154,905 

Depreciation Expense 8,646,646 
Taxes Other than Income 2,675,575 

20,487,393 Operating Income Before Interest and Taxes 

State & Federal fncome Taxes (7 - ( I O  * 19)) * 26 6,308,248 

Operating Income $ 14,179,145 

Rate Base $ 139,335,854 

Rate of Return 

Reauired Return 

Debt Cost 
Benchmark ROE 

2=QJ&% 
13.29% 

7.02% 
12.50% 

Debt % of Capital 49.67% 
Equity % of Capital 
Total 

- 50.33% 
100.00% 

Reauired Return (weiahtedl 

Equity Capital (14 * 16) 6.29% 
Total Weighted Return 9.78% 

Debt Capital (13 * 15) 3.49% 

Required Operating Income $ 13,624,377 

Operating Income Deficiency (Excess) $ (554,768) 

Revenue Gross-Up Factor 1.651 392 

Revenue Adjustment $ (91 6,139) 

Income Tax Rate (Composite) 40.3625% 

Revenue Summary 

Revenue at Current Rates 

Revenue Adjustment - Evaluation Period True-Up 
Revenue Adjustment - Rate Effective Period 
Net Revenue Adjustment 

Projected Revenue Requirement - Rate Effective Period 

$ (9f6,139) 

0 
200,000 

1,000,000 
50,000 

(2,166,139) 

(501,555) 

$ (I ,664,584) 

$ 4,180,076 

-1.50% 
0.00% 

0.00% 
0.00% 

$ 182,130,741 

133,082,361 
18,354,905 
9,646,646 
2,725,575 

18,321,254 

5,806,693 

$ 12,514,560 

$ 14331 5,930 

5.52% 
12.50% 

49.67% 
50.33% 

100.00% 

2.74% 
6.29% 
9.03% 

$ 12,963,843 

$ 449,282 

1.651 392 

$ 741,942 

40.3625% 

$ 183,046,880 

(91 6,139) 
741,942 

( I  74,198) 

$ 182,872,682 
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Atmos Energy Corporation, KY 
Case No. 2006-00464 

Pro-Forma CRS Analysis - 2002-2006 
KPSC 3 - 2 0 ~  

Rate Effective 

Ended Dec. 31, Period Beginning May 
Evaluation Period Rate Effective Period 

Line 
No. Description 2004 Adjustments 1,2005 

1 

2 
3 
4 
5 
6 

7 

8 

9 

10 

11 

12 

13 
14 

15 
16 
17 

18 
19 
20 
21 

22 

23 

24 

25 

26 

27 

28 
29 
30 

31 

Operating Revenue 

Operating Expenses 
Purchased Gas Cost 
Other 0 81 M Expenses 

Depreciation Expense 
Taxes Other than Income 

Operating Income Before Interest and Taxes 

State & Federal Income Taxes 

Operating Income 

Rate Base 

Rate of Return 

Reauired Return 

Debt Cost 
Benchmark ROE 

Debt % of Capital 
Equity % of Capital 
Total 

Rewired Return (weiahtedl 
Debt Capital (13 * 15) 
Equity Capital (14 * 16) 
Total Weighted Return 

Required Operating Income 

Operating Income Deficiency (Excess) 

Revenue Gross-Up Factor 

Revenue Adjustment 

Income Tax Rate (Composite) 

(7 - (1 0 * 19)) * 26 

$ 195,202,552 

145,838,061 
18,538,614 
9,613,233 
2,639,696 

18,572,948 

5,451,565 

$ 13,121,383 

$ 157,103,765 

iL2LiZ 
12.66% 

5.42% 
12.50% 

59.50% 
40.50% 

100.00% 

3.22% 
I 5.06% 

8.29% 

$ 13,019,817 

$ (101,566) 

I .651392 

$ ( I  67,725) 

40.3625% 

$ (167,725) $ 195,034,827 

0 145,838,061 
200,000 18,738,614 
100,000 9,713,233 

- 50,000 2,689,696 
(517,725) 18,055,223 

(387,291) 5,064,273 

$ (130,434) $ 12,990,949 

$ 4,713,113 $ 161,816,878 

m 

0.50% 5.92% 
0.00% 12.50% 

-2.00% 5750% 
2.00% 42.50% 

100.00% 

3.40% 
5.31% 
8.72% 

$ 14,104,768 

$ 1,113,819 

1.651 392 

$ 1,839,352 

40.3625% 

Revenue Summary . 
Revenue at Current Rates $ 195,202,552 

( I  67,725) Revenue Adjustment - Evaluation Period True-Up 
Revenue Adjustment - Rate Effective Period 1,839,352 
Net Revenue Adjustment 1,671,627 

Projected Revenue Requirement - Rate Effective Period $ 196,874,179 
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Atmos Energy Corporation, KY 
Case No. 2006-00464 

Pro-Forma CRS Analysis - 2002-2006 
KPSC 3-20C 

Rate Effective 
Evaluation Period Rate Effective Period 

Line Ended Dec. 31 , Period Beginning May 
No. Description 2005 Adjustments 1 , 2006 

I 

2 
3 
4 
5 
6 
7 

8 

9 

10 

11 

12 

13 
14 

15 
16 
17 

18 
19 
20 
21 

22 

23 

24 

25 

26 

27 

28 
29 
30 

31 

Operating Revenue 

Operating Expenses 
Purchased Gas Cost 
Other O & M Expenses 

Depreciation Expense 
Taxes Other than Income 

Operating Income Before Interest and Taxes 

State & Federal Income Taxes 

Operating Income 

Rate Base 

Rate of Return 

Rewired Return 

Debt Cost 
Benchmark ROE 

Debt % of Capital 
Equity % of Capital 
Total 

Required Return (weiahted) 
Debt Capital (13 * 15) 
Equity Capital (14 * 16) 
Total Weighted Return 

Required Operating Income 

Operating Income Deficiency (Excess) 

Revenue Gross-Up Factor 

Revenue Adjustment 

Income Tax Rate (Composite) 

(7 - (I 0 * 19)) * 26 

$ 241,940,065 

191,519,222 
20,736,162 
9,979,505 

- 3,214,094 
16,491,082 

4,399,246 

$ 12,091,835 

$ 158,972,837 

-- 

m 
9.89% 

5.90% 
12.50% 

57.23% 
42.77% 

100.00% 

3.38% 
5.35% 
8.72% 

$ 13,866,914 

$ 1,775,079 

1.651 392 

$ 2,931,352 

39.5500% 

$ 2,931,352 $ 244,871,417 

0 191,519,222 
200,000 20,936,162 
100,000 10,079,505 
50,000 3,264,094 

2,581,352 19,072,434 

1,067,277 5,466,523 

$ 1,514,075 $ 13,605,910 

$ 4,769,185 $ 163,742,022 

w 

0.00% 590% 
12.50% 0.00% 

0.00% 57.23% 
0.00% 42.77% 

100.00% 

3.38% 
5.35% 
8.72% 

$ 14,282,922 

$ 677,OI 1 

1.651 392 

$ 1,118,011 

40.3625% 

- Revenue Summary - 
Revenue at Current Rates $ 241,940,065 

Revenue Adjustment - Evaluation Period True-Up 
Revenue Adjustment - Rate Effective Period 
Net Revenue Adjustment 

2,931,352 
I ,I 18,011 
4,049,364 

Projected Revenue Requirement - Rate Effective Period !j 245,989,428 

6o f6  



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 21 

Witness: Gary Smith 

Data Request: 
Refer to the response to the Staff’s Second Request, Item 60. The documentation 
provided indicates that Atmos has two CRS type programs operating in Louisiana 
and one in Mississippi. 

a. 

b. 

C. 

d. 

e. 

f. 

9. 

For each company, provide the change in rates experienced since inception 
and the surcharge calculated from the adjustment. 
The information contained in the Natural Gas Rate Round-Up in Attachment 
KPSC DR 2-60(b), page I ,  states that Atmos’s operations in Louisiana Gas 
Service operate under an operation and maintenance expense benchmark 
sharing mechanism. Did Atmos consider using a similar mechanism in 
Kentucky? 
If yes, explain why Atmos did not propose a benchmark in this case. 

Provide copies of the revenue stabilization tariffs for Atmos in Louisiana and 
Mississippi. 

Why should any proposed accounting, pro forma, or other adjustments 
proposed by other parties be submitted with the data requests for 
consideration by Atmos? 
Given the responses to Items 60(d) and 60(e), is Atmos assuming that the 
Commission Staff will be an actual party to the CRS proceedings? Explain 
the response. 

Explain the process Atmos foresees taking place with regard to any such 
adjustment with which it disagrees. 

Response: 
a. None of the referenced mechanisms result in a “surcharge”. For the 

Mississippi Division, the Stable Rate mechanism began in 1992. The current 
stable rate factor in Mississippi is 1.37833, which indicates an increase in 
base rates of 37.833% since inception. For the Louisiana Division, the Rate 
Stabilization Clause (RSC) adjustments are rolled into base rates. For the 
TransLa jurisdiction, the RSC has resulted in overall increases of $730,000 
(March 1993), $1,058,000 (March 1994), $1,071,000 (March 1995), $364,000 
(November 2002), and $1,445,000 (April 2007). For the Louisiana Gas 
Service jurisdiction, the RSC has resulted in overall increases of $1 1,890,000 
(November 2002), $225,000 (October 2004), $3,326,000 (February 2006) 
and $9,518,000 (September 2009). 

b. No, the Company did not consider an operation & maintenance (O&M) 
benchmark in the proposed Kentucky mechanism. Atmos Energy believes 
that the Louisiana O&M benchmark feature is uniquely associated with its 
acquisition of Louisiana Gas Service at the time of the inception of the rate 



stabilization mechanism. In conjunction with that acquisition, we believe the 
Louisiana Public Service Commission sought the O&M benchmark feature to 
ensure that certain O&M savings benefits of the merger were realized by 
Louisiana customers. Atmos Energy’s customers in Kentucky enjoy the 
lowest O&M costs, the lowest rates and the lowest delivered cost of service in 
the State. 

e. Not applicable; see the response to subpart (b) above to this data request. 
d. Please reference the Attachment KPSC DR 3-21 (d), 1-3 respectively for the 

tariffs in Mississippi and Louisiana territories for LGS and TransLa. 
e. The Company envisions a process where a party would submit any 

adjustments which it believes are appropriate in the form of a data request to 
the Company, and the Company would agree in full or in part, or disagree, in 
its response. Again, the Company envisions a collaborative process which 
provides a party the opportunity to fully participate in the process. It is 
expected that conflict and litigation can be mitigated by a collaborative 
process. 

f. No. The Staff‘s role would not change, and would not be considered an actual 
party to the CRS proceedings. 

g. The intent of the CRS mechanism is the narrow the scope of issues 
traditionally encountered in comprehensive rate proceeding to focus primarily 
on the reasonableness of costs and revenues to be reviewed and updated. 
The Company would submit financial data and schedules specified by the 
Commission and include accounting adjustments in accordance with 
precedents established in this Case. Thus, the process would reduce the list 
of issues which would potentially be disputed by parties to the Case. 
Any such disputes, however, would hopefully be addressed through the data 
request process. In the event that a party to the Case and the Company are 
unable to satisfactorily address any disputes, the parties could file either joint 
or separate statements of position to the Commission for their consideration 
in the ruling on the CRS adjustment. Further, the Commission could call for a 
conference between parties as another alternative to resolve disputes on a 
particular issue. Commission Staff’s role as advisors to the Commission 
would not be altered in this process. 



Rate Stabilization Clause for Louisiana 



Rate Stabilization Clause for Louisiana 

c. 

Where, ifop the test mar: 



Rate Stabilization Clause for Louisiana 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 22 

Witness: Gary Smith 

Data Request: 
Refer to the Application, FR 10(l)(b)(7), the proposed CRS tariff. Arabic Paragraph 
No. 7 on page 42.3 provides that the Commission and AG shall have 45 days to 
review the Company’s filed schedules and that the Company will be prepared to 
provide supplemental information. It further provides that the Commission shall 
propose any adjustments it determines to be required to bring the schedules into 
compliance with the above provisions of the tariff that the Commission, based on the 
Company’s filed schedules, shall order the Company to increase or decrease rates. 
It finally states that any adjustments to rates shall be effective May 1 but if by April 30 
no order has been issued by the Commission, the Company shall adjust rate 
beginning May 1 or as soon as practical. 

a. Since this is such a limited time and Atmos has been asked in this data 
request to clarify certain statements regarding adjustments, provide a 
detailed discussion of the review procedure that Atmos expects the 
Commission Staff and the AG to follow. Be specific with regard to actions to 
be taken and dates by which they should be taken. 

b. Does Atmos expect the Commission Staff and the AG to submit testimony or 
develop staff reports that will be subject to discovery prior to the Commission 
reaching a decision? If not, what are Atmos’s expectations? 

Response: 
a. Please also refer to the Company’s response to KPSC DR 3-21 (e). 

As set forth in the proposed tariff sheet No. 42.1, paragraph 4, no later than 
March 15 each year, the Company would file financial schedules required by 
the Commission, and show accounting and pro-forma adjustments historically 
permitted or required of the Company. Through these initial filing 
requirements, the CRS mechanism would narrow the scope of issues 
traditionally encountered in comprehensive rate proceeding to focus primarily 
on the reasonableness of costs and revenues to be reviewed and updated. 

Up to two rounds of data requests from Commission Staff and parties to the 
Case could be permitted within the 45 day review period (reference the 
response to KPSC DR 2-58(c)). If disputes occur regarding any of the costs 
or revenues included in the CRS filing that are not resolved during data 
requests, the parties could submit to the Commission either joint or separate 
statements of position on these issues. Alternatively, the Commission could 
call for a conference between parties to resolve disputes on a particular issue 
or verify the nature of the disagreement. 
The Company’s proposed tariff specifies a 45 day review period with the 
belief that its initial filing of financial data and noted adjustments will serve to 
streamline regulatory review and, hopefully, limit the scope of potential 



disputes. The Company believes the proposed period will afford sufficient 
review by the parties to achieve the objective of financial transparency 
envisioned for this process. However, the Commission’s final approved tariff 
dictating terms and expectations of the experimental CRS mechanism would 
ultimately set the rules for the process and options for parties to be 
employed. 
The Company’s intent of the CRS is to stabilize rates for customers, foster 
greater financial transparency, and simplify the review of appropriate rates by 
parties to the CRS. The proposal to implement the CRS adjustment at the 
beginning of the Rate Effective Period, May 1, is to keep rates appropriate 
and current, not to constrain review of the CRS filing. As stated in its 
proposal, should the Commission ultimately specify rates different from those 
put into effect by the Company, those rates would be implemented the 
Company upon the Commission’s order with a refund made for any amounts 
different from those previously placed into effect back to May 1. 

b. No filing of testimony would be required by any party nor would Staff‘s work 
be subject to discovery. 
For the Company’s expectations, see response to KPSC 3-21 (f) and 3-21 (9). 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 23 

Witness: Gary Smith 

Data Request: 
Refer to the response to the AG’s First Request dated February 20,2007 (“AG’s 
First Request”), Item 33(b). The ratio of forfeited discount revenue to total 
forecasted test-year revenue for residential customers is over .9 percent in fiscal 
years 2003,2004 and 2006, but only .76 percent in fiscal year 2005. If known, 
explain why 2005’s forfeited discount ratio for fiscal year 2005 is so different from 
the other years. 

Response: 
Upon further investigation, the Company discovered that there were four months in 
fiscal year 2005 (February through May) when the typical ratio of Late Payment 
Fees (LPF) to firm Residential/ CommerciaVPublic Authority revenues was lower 
than usual. It is the Company’s understanding that an erroneous programming 
change altered the rules of applying late payment fees in Kentucky during that 
period. Assuming that this programming error alone lowered the LPF, the fiscal 
year 2005 ratio would have been near 0.9 percent had the LPF ratio been 
sustained at its typical level during that four month period. 



Atrnos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 24 

Witness: Greg Waller 

Data Request: 
Refer to the response to the AG’s First Request, Item 51. Provide a detailed 
description of the types of expenses classified as “Community Relations & Trade 
Shows” and “Customer Relations & Assistance.” Include an explanation as to why 
these expenses should be included for rate-making purposes. 

Response: 

Please see Company’s response to AG DR 2-32 for a listing of the types of 
expenses classified as community relations and trade shows. 

The Company’s customers benefit from the opportunity to effectively communicate 
with the Company through relationship outreach initiatives such as those included 
as community and customer relations expenses. Such expenses are necessary to 
the operation of a safe, efficient and reliable utility that is responsive to the needs of 
ratepayers. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 25 

Witness: Greg Waller 

Data Request: 
Refer to the response to the AG’s First Request, Item 53. Explain in detail why the 
following component percentages of the American Gas Association budget should 
not be excluded from Atmos’s forecasted test-period dues for rate-making 
purposes: 

a. Advertising. 

b. Corporate Affairs. 
c. Policy, Planning and Regulatory Affairs. 
d. Public Affairs. 

Response: 

The Company’s filing reflects the actual expense incurred by the Company for its 
membership in the American Gas Association, participation in which provides 
benefit to customers. Each of the items above plays a role in the overall service 
provided to the company and its customers and should not be considered 
analogous to similarly classified expenses directly incurred by the Company and 
not included in this rate filing. As a policy matter, it would be imprudent to require 
a utility to exclude component percentages of expenses paid to outside businesses 
based upon how its own expenses are treated for ratemaking purposes. Such a 
practice would not provide a benefit to customers. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 26 

Witness: Greg Waller 

Data Request: 
Refer to the response to the AG’s First Request, Item 55. 

a. Explain in detail why any of the amounts reported as social and club dues 
should be included for rate-making purposes. 

b. Explain why the dues paid to Associated Industries of Kentucky should be 
included for rate-making purposes. 

c. Explain why the dues paid to various Home Builder Associations should be 
included for rate-making purposes, given that the response indicates there is 
the opportunity to promote natural gas over other forms of energy at 
association meetings. 

Response: 

a, b and c. Please refer to Company’s response to items c. and d. of AG DR 1-55 
for detailed explanations of the nature of the costs referenced above and their role 
in supporting reliable and efficient operation of the Company and providing benefit 
to customers. Moreover, the response to AG DR 1-55 does not indicate that the 
primary or even a significant purpose of various Home Builder Associations is to 
“promote natural gas over other forms of energy.” This is a mischaracterization of 
the Company’s response which merely indicates that, in addition to many other 
benefits outlined, HBAs provide an opportunity for the Company to communicate 
the benefits of natural gas. 

The Company’s customers benefit from the Company’s association with these 
groups because they provide the Company with the opportunity to effectively 
communicate through relationship outreach initiatives such as those with AIK. Such 
expenses are necessary to the operation of a safe, efficient and reliable utility that is 
responsive to the needs of ratepayers. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 27 

Sponsor: Steve Harmon 

Data Request: 
Refer to the response to the AG’s First Request, Item 62. Given that the cash- 
based incentive award in both the Variable Pay Plan and the Management 
Incentive Plan are based upon Atmos’s return on equity performance, explain why 
the expenses of these plans should be included for rate-making purposes. 

Response: 

There are a number of reasons for including the expenses of these plans for rate-making 
purposes, including: 

The Company’s pay for performance philosophy incorporates the use of 
incentive compensation for all employees. Incentive pay improves the 
Company’s ability to recruit and retain talented employees, since incentive 
compensation is widely prevalent in the labor markets in which the Company 
competes for key talent. 
Annual incentive plans for both management and non-management employees 
have become particularly prevalent throughout the gas utility industry. 
Specifically, a 2005 American Gas Association (“AGA”) survey of sixty-one 
(6 1) companies found that 90% of the surveyed companies have one or more 
types of incentive compensation plans. The surveyed companies rated their 
incentive plans as successful. 
Earnings per share goals are met not only by increasing revenues, but also by 
minimizing expenses. If the Company’s management can eliminate or 
minimize unnecessary costs, reduce the number of accidents and safety 
incidents, deliver satisfactory customer service with reasonable expense and 
staff levels, and improve paformance by increasing productivity, the 
Company’s earnings per share will be increased, and shareholders, customers, 
employees and the communities served by the Company will all benefit. 
The cost of incentive Compensation plans is a variable expense and is tied to 
improvements in productivity, service, cost management, and other 
performance factors that drive a company’s financial strength and success. 
Disallowance of the Company’s incentive compensation costs as part of its 
cost of service would place the Company at a competitive disadvantage. 
Those industries that are not regulated utilities are free to factor in the cost of 
incentive compensation into the price of the products or services they sell. If 
Atmos is not permitted to factor in the cost of its incentive compensation 
programs in the setting of rates in this proceeding, the Company will be 
placed at a competitive disadvantage. 



6. Ethe  rate set in this proceeding does not take into account the mount  of 
expense that the Company must incur to fund these programs and to be 
competitive in the employment market, the rate set would not allow the 
Company to recover its reasonable and necessary casts. 
If the Commission were to disallow any or all of the costs of the Company’s 
incentive pay compensation plans to be recovered in its rates, the Company’s 
employee compensation costs reflected in the cost of service would be below 
the average for the market and would result in levels in the cost of service that 
are not reasonable when compared to that market. 

7. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 28 

Witness: Greg Waller 

Data Request: 
Refer to the response to the AG’s First Request, Item 63. For each of the categories 
of expenses listed below, explain why the expense should be included for rate- 
making purposes. 

a. Promotional and institutional advertising. 
b. Lobbying and governmental affairs. 
c. Public relations and community relations. 
d. Employee parties, outings, and gift expenses. 

Response: 

a. In Company’s response to AG DR 1-63, expenses it included in the category 
AG has labeled as “promotional and institutional advertising” include required legal 
and safety notices along with other communications that are beneficial to both 
customers and the public at large. Such communications are necessary to the 
operation of the company. 
b. Please see Company’s response to AG DR 2-34. 

c. Please see Company’s response to AG DR 2-32. 

d. Employee welfare expenses are prudently incurred business expenses which 
promote the continued provision of good customer service to the Company’s 
customers. Such expenditures not only enhance productivity, but also play a part 
in reducing turnover which is detrimental to the efficient operation of the Company. 
It is noteworthy that Atmos is able to promote a pleasant and productive work 
environment while remaining a low cost provider of natural gas service. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

KPSC 3rd Data Request Dated March 30,2007 
DR Item 29 

Witness: Tom Petersen 

Data Request: 
Refer to the response to the AG’s First Request. 

a. The respondent to Items 150, 157-163, 165, and 170 is identified as Chris 
Forsythe. Identify the respondent and provide the person’s professional 
qualifications. 

b. The respondent to Item 172(i) is identified as Pace McDonald. Identify the 
respondent and provide the person’s professional qualifications. 

Response: 

a. Mr. Forsythe is Atmos Energy’s Director of Financial Reporting. He is 
primarily responsible for planning, organizing, coordinating and directing the 
timely and accurate preparation of financial, regulatory and benefits 
accounting reports to ensure compliance with regulatory requirements. This 
includes, but is not limited to, timely preparation and filing of quarterly and 
annual reports with the SEC in accordance with applicable federal securities 
laws and regulations. Mr. Forsythe received Bachelor of Business 
Administration degrees in Accounting and Management Information Systems 
from Baylor University in 1993 and is a licensed certified public accountant in 
the State of Texas. From 1993 to June 2003, Mr. Forsythe worked for the 
public accounting firm of PricewaterhouseCoopers LLP and its predecessor 
firm, Price Waterhouse, as an auditor and was ultimately promoted to senior 
manager. During his public accounting career, Mr. Forsythe’s accounting 
base was comprised predominantly of publicly traded companies in the 
energy and manufacturing sectors. In June 2003, Mr. Forsythe joined Atmos 
Energy as Manager, Financial Reporting and was promoted to Director of 
Financial Reporting in September 2003. 

b. Mr. McDonald is Atmos Energy’s Director of Taxes and is primarily 
responsible for the oversight and management of all income, property and 
sales tax matters for the Company. Mr. McDonald concurrently received a 
Bachelor of Business Administration degree with a major in accounting and a 
Master of Professional Accounting degree with a specialization in tax from the 
University of Texas in 1993 and is a licensed certified public accountant in the 
State of Texas.‘ He began working for the public accounting firm of Deloitte & 
Touche LLP in August 1993. In 1997, Mr. McDonald left Deloitte & Touche 
and joined the public accounting firm of Ernst and Young LLP. At both 
accounting firms, he provided tax planning and compliance services to a 
client base of primarily large public companies divided equally between large 
multinational manufacturers and regulated public utilities. In April 2002, Mr. 
McDonald joined Atmos Energy as Director of Taxes. He also serves as 
Atmos Energy’s representative on the American Gas Association’s Tax 
Committee. 



c. The respondent to KPSC DR 3-27 is identified as Steve Harmon. Mr. 
Harmon is Atmos Energy’s Director of Compensation and Benefits. Mr. 
Harmon’s professional background will be provided as soon as possible. 



Heat Pump Advertisinq 

The AG proposed a reduction of $86,881 to Western's operating 

expenses for the removal of costs related to heat pump 

advertising. 

The expenses incurred for heat pump advertising are clearly 

prohibited by regulation. 807 KAR 5:016, Section 4(l)(b), reads: 

Promotional advertising means any advertising 
for the purpose of encouraging any person to 
select or use the service or additional service 
of an energy utility, or the selection or 
installation of any appliance or equipment 
designed to use such utility's service. 
(emphasis added) 

Advertising designed to persuade consumers to switch from 

electric heat pumps to gas furnaces constitutes promotional 

advertising, and expenses incurred for such advertising are 

prohibited for rate-making purposes. The Commission, therefore, 

reduces Western's operating expenses by $86,881, thereby 

increasing net operating income by $52,611. 

Miscellaneous Sales Expense 

Western included in its Miscellaneous Sales Expense $35,735 

a t r i p  to Las Vegas for employees who achieved certain sales for 

levels for gas grills and yard lights. 

Also included is $1,900 for twenty season tickets to 

basketball games for Kentucky Weslyan College. 

The AG has proposed removal o f  the above expenses. 

The costs of the Las Vegas trip should be disallowed. Any 

benefit that the ratepayers may have derived from this conference 
could have been accomplished by less expensive means. In 

addition, the Commission believes that the cost of this campaign 

- 3 0 -  



constitutes promotional advertising and should be disallowed. The 

Commission, therefore, finds that the costs should not be borne by 

Western's ratepayers and has  reduced Western's operating expenses 

by $35,735. Further, the Commission finds that Western's 

operating expenses should be reduced by an additional $1,900 spent 

for Kentucky Weslyan basketball tickets. The Commission finds 

ratepayers should not bear the cos ts  of attendance to athletic 

events by utility employees. 

The result of the above adjustments increases Western's net 

operating income by $22,790. 

LP Gas Expense 

The AG proposed removal of $4,836 of costs associated with 

Western's liquefied petroleum gas ("LP Gas") expense. It is the 

A G ' s  contention that such costs are recovered through Western's 

quarterly gas cost adjustment. 

Western contends that the AG is wrong and that the expense is 

not recovered through the gas cost adjustment. 

The Commission finds that Western does recover such costs 

This through the CGA and will allow the A G ' s  proposed adjustment. 

will increase net operating income by $2,928. 

Direct Payments to Western Employees 

The AG proposed a reduction to Western's operating expenses 

to remove expenditures that were made directly to Western 

employees. The AG provided no support for this proposal other 

than to state it: allowed full annualization of wages. 4 4  

4 4  DeWard Prefiled Testimony, page 40 
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Western has stated that the payments were to reimburse 

employees for expenses t h e y  incurred while performing their job 

duties and are not a part of the employees' compensation. 4 5  

The Commission finds the expenditures were appropriate. 

Group Insurance 

The AG proposes to reduce Western's test-period expenses by 

$269,787 to reflect an adjustment to group insurance expense. The 

AG reached this conclusion by annualizing one month of billings 

and adding that number to t h e  actual claims paid for the test 

period. '' 
Western's witness established that the difference in the 

company proposal and the actual test-year expenditures was 

approximately $8,000. 47  

It is not reasonable to base a proposal on one month 

Western has provided a much more appropriate number annualized. 

based upon the test-period actual. 

Supplemental Retirement Benefits 

The AG proposed a reduction of $64,166 in retirement benefits 

given to what the AG refers to as "certain key employees. The 

AG offered no other support for  the proposal and as such the 

Commission finds it to be without merit. The supplemental 

4 5  

4 6  Exhibit TCD-1, Schedule 23. 

47 Exhibit MSL-16. 
48 

Love11 Rebuttal Testimony, page 36. 

DeWard Prefiled Testimony, page 4 2 .  

-3 2- 



retirement benefits are reasonable and an allowable rate-making 

expense. 

Personal Use of Company Automobiles 

The AG objected to Western's inclusion in rates its expense 

in furnishing automobiles to some of its employees while allowing 

personal use of these autos. The AG simply states that the costs 

should not be borne by the ratepayers, b u t  offers no insight as to 
why. 49 

The Commission h a s  in the past allowed such costs as 

reasonable and is not persuaded to change in this proceeding. 

Benefits 
II 

Western proposed to increase its benefits expense by 

$177r703.50 The adjustment was proposed to correspondingly 

increase benefits to match the increased payroll. 

The AG objected to this proposal because Western provided no 

documentation to support the total benefits package. Western 

based its proposed increase upon an approximate 21 percent 

benefits to payroll relationship, calculated based upon historical 

data. The Commission finds that both Western's benefits level and 

the methodology employed to determine the increase to be 

reasonable. 

Liability Insurance 

The AG proposed to reduce Western's operating expenses by 

$263,300 to exclude the test-period costs  of excess Property Loss 

49 DeWard Prefiled Testimony, page 4 3 .  

L. 50 Exhibit 5, page 16. 
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and Property Damage insurance. The AG contends that Western 
provided no support for the expense. 51 

The Commission finds that: Western has adequately supported 

its position by the production oE actual insurance policies that 

state the cost to Western. The AG has not provided adequate 

information and has not offered evidence of a more appropriate 

level of cost. 

Arthur Andersen Fees 

Western retained the services of the accounting firm of 

Arthur Andersen to a s s i s t  it with the management audit. The AG 

proposed that the fees, in the amount of $50,970, be disallowed 

and s t a t e s  that he has proposed allowance of the full cost of t h e  

management audit to be amortized over a 3-year period.52 

The Commission finds that Western was not unreasonable in 

retaining the benefit of experts to assist it with the management 

audit. The Commission does not feel that the fee is excessive and 

that Arthur Andersen provided a reasonably necessary service. 

Based upon the above, the Commission finds that the fee 

should be allowed for rate-making purposes. The Commission will, 

howeverr require amortization of the cost over a three-year 

period. This action results in a decrease of $ 3 3 , 9 8 0  to operating 

expense and an increase to net operating income of $20,577. 

51 

52 - Id.r page 4 9 .  

DeWard Prefiled Testimony, page 4 4 .  
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Attorney Fees 

The AG proposed that $40,730 of legal fees incurred by 

Western be removed from test-period expenses because the fees 

represent a duplication of services. 53  Western merely changed law 

firms for representation of FERC matters during the test period. 

The Commission finds that Western's legal fees for the test 

period are appropriate and should be allowed for rake-making 

purposes. 

American Gas Association ( "AGA")  Dues 

The AG proposed that $35,384 of expenses that represent AGA 

dues be removed from this rate proceeding. The AG contends that 

the fees are excessive based OR the 1989 allocated amount and that 

a portion of the fees represent advertising and lobbying 
5 4  activities that would be disallowed for rate-making in Kentucky. 

Western argues that the AG inappropriately went beyond the 

test period by including the total amount of 1989 expenditures for 

comparison purposes. 

This Commission has always supported membership in the AGA 

and the USoA allows for inclusion of AGA dues above the line. The 

Commission, however, does not believe that the AG's adjustment is 

inappropriate. The amount that the AG proposed to exclude for 

lobbying and advertising is reasonable. Also, Western has failed 

to adequately explain the difference between the allocated amount 

- 
53 

5 4  

DeWard Prefiled Testimony, page 4 9 .  

DeWard Prefiled Testimony, page 50. 
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of AGA dues and the actual expenditure. The Commission reduces 

Western's test-period expenses by $35,384, resulting in an 

increase to net operating income of $21,427. 

Workers' Compensation Audit 

The AG proposed disallowance of a $14,000 payment for a 

Workers' Compensation audit by stating that it was fo r  a prior 

year's audit. The audit covered the prior year's activity but the 

actual audit took place during the test period and the cost was 

incurred during the test period. The Commission therefore finds 

the payment to be appropriate. 

Clearing Account Balances - 
The AG proposed a reduction to operating expense in the 

amount of $107,255 attributable to excessive levels of expenses in 

clearing account balances. The AG states that the expenses were 

incurred in a prior period but were deferred to a clearing 

account. 5 5  

The majority of the clearing account balances that the AG 

proposes to disallow includes account 163 undistributed stores 

expense. It would appear that Western has properly accounted fo r  

the expenses in the clearing accounts. Western argues and the 

Commi.ssion agrees that the AG's proposed adjustment violates the 

USoA, accrual accounting principles, and creates a mismatch. 

55 DeWard Prefiled Testimony, page 51 
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Relocation Expense 

The AG proposed removal of $22,687 from the test period. 

This amount represents the loss on the sale of homes of employees 

that were relocated by the company. 

Western argues in its brief that a proposal such as the one 

the AG has made would result in less than desirable circumstances 

because employees would not be able to move or Western would the 

be required to compensate the employees at a higher rate. 

The Commission does not believe that the ratepayers of 

Western should have to bear the l o s s  on the sale of Western 

employees' homes. Excluding this loss from test-period operations 

will increase net operating income by $13,738. 

Account 921 

The AG cites several charges that it claims are inappropriate 

for rate-making and has proposed removal of the expenses. The 

charges are located in Account 921, Office Supplies and Expenses, 

and total $11,863. 56 

After analysis of the charges, the Commission finds that some 

of the charges are inappropriate and they should be disallowed for 

rate-making purposes. Such charges include charges for golf 

outings, Kentucky Derby, and other expenses listed on TCD-1, 

Schedule 4 4 ,  except the expenses for the stock promotion meetings 

and the management retreat. The total of the disallowed expenses 

is $6,129. This w i l l  increase net operating income by $3,711. 

- 

56 Exhibit TCD-1, Schedule 4 4 .  c -  
-37- 



Corporate Allocations 

Western proposed a methodology for allocation of costs from 

the corporate to the division level. As a result of its proposal, 

Western would increase its operating expenses by $3,193,002 in 

order to reflect the current level of allocations. 57 

Prior to this proceeding, Atmos allocated corporate services 

to Western based upon the methodology used by Western's prior 

parent TAE. TAE allocated charges to Western in the amount of 

$332,400 annually. Subsequent to the acquisition of Western by 

Atmos, the allocation method used by TAE was continued as a 

temporary measure until Atmos could analyze and develop a more 

appropriate method. 

The recent management audit of Western included specific 

recommendations concerning cost allocations, Recommendations 

IV-R1  provide  for the development of an activity-based cost 

allocation system, documentation in a procedures manual, and 

review by the Commission prior t o  implementation. With minor  

exceptions, Western approved both recommendations and developed 

implementation plans. 

Western's proposal calls for  costs to be assigned to 

operating units on a direct basis whenever practical and when 

responsibility for the cost can be determined. Western has 

proposed that a business need for resources can be determined 

based on: (1) levels of investment, ( 2 )  business activity levels, 

- 

57 Exhibit 5, page 3 .  
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and ( 3 )  human resource requirements. ’* The factors derived by 

Western to determine business activity levels include: (1) Assets 

or direct plant; (2) Mcf received into the system; ( 3 )  number of 

customers; and ( 4 )  the number of employees. It was then 

determined, based upon t h e  above activity factors, that Western 

represents roughly one-third (32.53 percent) of the total Atmos 

assets and operating activity.59 Based upon these factors, Atmos 

determined the amount of costs from each corporate department that 

should be allocated to the division level. 60 

The AG identified what it stated to be problems with the 

proposed allocation methodology. First of all, the AG stated that 

this Commission should undertake an audit at the Atmos corporate 

level basically for verification of all expenditures to determine 

appropriate allocation treatment. The Commission does not agree 

that this is necessary at this time. 

Some of the specific problems that the AG has with Western’s 

proposed allocation methodology are shown on Exhibit TCD-1, 

Schedule 1 3 - 3 .  The AG believes that there are duplicate positions 

at each level, such as a Western president and an Atmos corporate 

president. 62 The AG also contends that costs that were formerly 

58 

5 9  - Id., page 12. 

6 o  Exhibit MSL-1. 
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directly assigned to specific operating divisions are now being 

allocated to a l l  divisions. 6 3  

In the Management Audit Action P l a n  Progress Report, Western 

indicated that implementation of the actual plan was still in 

progress. For the purposes of this proceeding, the Commission h a s  

accepted Western's $3,193,002 pro forma adjustments to increase 

operating expenses €or corporate allocations; however, the 

Commission does not accept Western's proposed allocation 

methodology. Western should continue to implement the cost 

allocation recommendations of the management audit. It is 

apparent from the record that Western does not have a l l  of the 

allocation procedures in place. For example, Western did no€ 

include data processing costs or audit costs in its proposed 

overhead allocations. Until Western has implemented all of the 

recommendations in the management audit that apply to the cost 

allocation, the Commission will not give its approval to Western's 

proposed methodology. 

The Commission has reduced Western's operating, expenses by 

$3,650 to reflect a subsequent revision made by Western to its 

initial filing t h u s  reducing allocations. T h i s  w i l l  increase net 

operating income by $2,210. 

Rate Case Expense 

In its filing, Western proposed a level of rate case expense 

o f  $93,000. In response to requests a t  t h e  hearing, Western filed 

6 3  Id., page 28. 
_. 
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an updated amount of $216,309.64 Western has proposed 

amortization of t h e s e  costs over a two-year period. 

The Commission expresses its concern with the level of costs 

incurred in this proceeding, but will allow the total amount. The 

Commission finds, however, that the costs should be amortized over 

a three-year period instead of two. This action increases 

Western's proposed operating expenses by $25,603 which decreases 

Western's net operating income by $15,504. 

Pension Expense 

The AG proposed a reduction to Western's test-period 

operating The AG bases its 

proposal on actuarial studies that assume Western's pension plafi 

would not bear any of the plan's administrative costs. The AG 

also contends t h e  expense should be reduced because the plan is 

expenses in the amount of $467,605. 65 

overfunded. 

Western argues that the pension costs included in this 

proceeding are appropriate because they are the actual costs 

incurred during the period. The costs include administrative 

costs, actual costs per PAS 87 and direct payments. 66 

The Commission notes t h a t  Western's pension fund is 

overfunded; however, the overfunding helps to lower the costs to 

the company and, therefore, the ratepayer. In addition, under 

6 4  Western Kentucky Gas, Summary of Rate Case Expenses, Filed 
AUgUSt  2, 1990. 
DeWard Prefifed Testimony, page 41. 

t L  66 Brief of Western, page 67. 
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current accounting, the plan will not remain overfunded. At some 

time Western will be required to begin to increase its i 
contribution. There should be no reduction. 

Interest Synchronization ___. 

Based upon the rate base, capital structure, and r a t e  of 

return, found reasonable by this Commission in this proceeding, 

the Commission has calculated an interest deduction for income tax 

purposes of $3,806,334, a reduction to Western's proposed interest 

expense of $4,252,781.67 This results in an increase to income 

tax expense and a decrease to net operati.ng income of $176,101. 

Federal and State Income Tax Expense 

Western proposed total federal and state income tax expense 

of $3,770,238. Western calculated the pro forma expense based an 

a Kentucky state tax rate of 7.25 percent. Subsequent to the 

filing of this proceeding, the rate was changed to 8.25 percent 

and the Commission has accordingly increased Western's income tax 

expense by $4,939 resulting in a decrease to n e t  operating income 

of the same. 

The AG proposed several adjustments to Western's income tax 

expense. The AG proposed a $100,000 deduction for employee stock 

ownership plan dividends ("ESOP"), a $50,000 adjustment for 

savings realized from filing a consolidated tax return, and a 

$950,000 deduction for depreciation on the excess of tax basis of 

assets over book basis. 

67 Exhibit 5 ,  page 1. (. 
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The AG's proposed deduction of ESOP dividends is based only 
68 on an estimated number and cannot be accepted. 

Regarding the A G ' s  proposal to adjust for savings from a 

consolidated return, the Commission finds that since the tax 

expense is calculated on a go ing  forward basis, any savi.ngs that 

may result is not known at this time. 

Due to the treatment of the deferred t ax  items in the rate 

base section of this Order, the proposal to reduce taxes on the 

excess of tax basis over book basis is not necessary. 

RATE OF RETURN 

Cost of Debt 

Western proposed a cost of long-term debt of 10.31 percent. 

Because Western proposed to exclude short-term debt from its capi- 

tal structure, Western did n o t  propose a cost of short-term debt. 

However, upon requests from the Commission, Western proposed that 

if short-term debt were to be included, it should be priced at the 

weighted average cost of capital excluding short-term debt. 69 

The AG proposed a cost of long-term debt of 10.31 percent and 

a cost of short term debt of 9.30 percent. The rate proposed by 

the AG was the average cost, calculated on a daily basis, at the 

end of December 1989. 

The Commission finds that the cost of long-term debt should 

be 10.31 percent. The Commission further finds that, because 

short-term debt rates fluctuate continuously, the cost of short- 

68  

69 Id. 

DeWard Prefiled Testimony, page 55. 
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c term debt should be the average short-term rate for the test 
period of 10.03 percent, 70 

Return on Equity 

Western recommended a return on equity ("ROE") in the range 

of 14.50 to 15.00 percent.71 Western's recommendation was based 

on a discounted cash flow ('*DCF") analysis for 15 gas distribution 

utilities, as well as comparative DCF analyses of electric utili- 

ties and u n r e g u l a t e d  companies. Western concluded that the aver- 

age cost of common equity for gas distribution utilities i s  at 

least 13.50 percent based on a dividend yield of 7.08 percent and 

a dividend growth rate of 6.35 percent, and argued that special 

risk factors of Atmos and Western increase the required ROE by 1.0 

to 1.5 percent. 

The AG recommended an ROE in the range of 12.00 to 12.50 

percent, based on a DCF analysis of five gas distribution utili- 

ties. The AG used four methods for developing the growth estimate 

for the DCF analysis: compound growth in dividends per share, 

cornpound growth in earnings per share, compound growth in book 

value per share, and the earnings retention ratio multiplied by 

the ROE. Each of the methods yielded substantially different 

results, ranging from the 2.92 percent growth estimate using 

earnings retention ratio times ROE, to t h e  5.95 percent growth 

estimate using dividends per share. The AG averaged these four 

71 Testimony of Dr. Richard L. Wallace, page 5 4 .  L 
-44 -  



methods to arrive at a growth estimate in the range of 4.50 to 

5.00  percent. 

T h e  Commission has traditionally used the DCF model in esti- 

mating ROE. Although one cannot rely on a strict interpretation 

of the DCF model, the Commission finds that the DCF approach based 

on dividend growth will provide the best estimate of an investor's 

expected ROE. The Commission finds that the historical, compound 

growth rate of 6.35 percent estimated by Western overstates the 

growth rate of dividends expected in the future. The Commission 

also finds that the evidence of record does not: support an 

adjustment to Western's ROE of 1.0 to 1.5 percent for special risk 

factors. All companies have certain risk characteristics which 

differentiate them from other enterprises, and the evidence in 

this case is not persuasive that Western/Atmos's risk profile is 

so unique as to require an additional return beyond that allowed 

herein. 

The Commission, having considered all of the evidence, 

including current economic conditions, finds that the cost of 

common equity is within a range of 12.0 to 13.0 percent. Within 

this range an ROE of 12.50 percent will best allow Western to 

attract capital at a reasonable cost, maintain its financial 

integrity to e n s u r e  continued service, provide for necessary 

expansion to meet future requirements, and also result in the 

lowest possible cost to ratepayers. 

- Rate of Return Summary 

Applying rates of 10.31 percent for long-term debt, 10.03 

percent for short-term debt, and 12.50 percent for common equity 
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to the recommended capital structure approved h e r e i n  produces an 

overall cost of capital of 11.20 percent. The Commission finds 

this overall cost of capital t o  be fair, just, and reasonable. 

REVENUE REOUIREMENTS 

Based upon the Commission's findings and determinations, 

Western requires an increase in revenues of $1,018,455, determined 

as follows: 

Net Investment: Rate Base $63,401,010 
Rate of Return 11.20% 
Required Net Operating Income 7,101,004 
Adjusted Net Operating Income 6,484 , 278 
Tax Factor .60555 
Increase Required $ 1,018,455 

Deficiency 616,725 

OTHER ISSUES 

Cost-of-Service - Study 

Western presented a fully allocated embedded class 

cost-of-service study for the purpose of distributing revenue 

requirements among rate classes and determining rates of return on 

rate base at present and proposed rates for the following rate 

classes: Residential, Commercial, Firm Industrial (G-1 

industrial), Interruptible customers u s i n g  less t h a n  200,000 Mcf 

per year (G-2 Interruptible), and Interruptible customers using 

over 200,000 Mcf per year (G-3 Interruptible). Western stated 

that these rate classes follow its current rate d e s i g n  and  d i f f e r  

from one another in key load characteristics, such as annual use 

per customer, seasonality of use, and load factor. 72 In 

7 2  Prepared Testimony of Thomas H. Petersen, page 6 .  c 
-46- 



distributing costs to rate c lasses ,  Western applied a three step 

allocation process, described by its witness in the fallowing 

manner: 

First, costs were distributed among the functions of gas 
cast, storage, distribution, transmission and 
production. Second, the costs in each function were 
further classified by whether they were primarily 
related to the number of customers served, the amount of 
the commodity delivered, or the daily demands placed on 
the system. Finally, each functionalized d classified 
cost was allocated among customer classes. 95 
Western's cost-of-service study indicates that, at present 

rates, the Residential and Commercial classes have negative rates 

of return on rate base of (1.31 percent) and (0.71 percent), 

respectively. The G-1 Industrial class has a rate o f  return of 

24.28 percent, while the rates of return for the G-2 and G-3 

Interruptible classes are shown to be 3 3 . 6  percent and 37.24 

percent, respectively. Overall system rate of return at present 

rates is 5.77 percent. A t  proposed rates, the differences between 

class rates of return are substantially reduced. Class rates of 

return at proposed rates are as follows: 12.02 percent for  

Residential, 9.3 percent for Commercial, 18.95 percent for  G-1 

Industrial, 17.26 percent for G-2 Interruptible, and 17.34 percent 

for G-3 Interruptible. Overall system rate of return at proposed 

rates is 12.5 percent. 

7 3  - Id., page 7 .  L 
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Western stated that its present cost-of-service methodology 

differs from that filed in Case No. 955674 in two significant 

ways. 75 First, a zero-intercept method was used, to classify 

distribution mains into customer and demand components instead of 

a minimum system method. Second, pipeline demand costs were 

allocated to interruptible and firm customers based on an average 

and peak demand method, instead of by class demands on design day 

with curtailment. 

The Commission believes that the zero-intercept methodology 

is a more acceptable way to divide distribution main costs into 

demand-related and customer-related components than the minimum 

system method. Moreover, the Commission is convinced that the 

zero-intercept method, which utilizes regression analysis to 

determine the average unit cost of a theoretical zero diameter 

main, is statistically and theoretically sound and less subjective 

than the minimum system method, in which a "minimum" size main 

must arbitrarily be chosen in order to determine the 

customer-related component, The Commission, therefore, finds that 

this modification to Western's cost-of-service methodology is 

acceptable. 

In Case No, 9556, the Commission recommended that Western 

include, in subsequent cost-of-service studies, alternative 

7 4  Case No. 9556, Rate Adjustment of Western Kentucky Gas Company 
On Notice. 

Prepared Testimony of Thomas H .  Petersen, pages 8-9. 75 
(. _- 



methods of cost allocation, such as the peak and average method.76 

This allocation methodology considers volume of use, in addition 

to peak demand, in determining class responsibility of certain 

demand-related costs. Use of this methodology by Western in its 

present cost-of-service study specifically addresses the 

Commission's concern, as expressed in Administrative Case No. 

29777, regarding cost-of-service methodologies that allocate costs 

based entirely on maximum design day. The Commission, in that 

proceeding, stated that cost-of-service methodologies should g i v e  

some consideration to volume of use. 78 The Commission, therefore, 

finds that Western's allocation of pipeline demand charges based 

on an average and peak methodology is acceptable. 

KIUC supports Western's cost-of-service study and its rate 

llocation implications. 79  KIUC's evidence underscored that the 

average and peak methodology is inappropriate for the allocation 

of Western's pipeline demand and transmission plant costs, because 

the method penalizes efficient consumption and encourages system 

under-utilization. Furthermore, according to KIUC, demand-related 

costs are unrelated to average demand.8o KIUC recommends that the 

76  

77 

78 

79  

80  

Case No. 9556, Order dated October 31, 1986, page 32. 

Administrative Case No. 297, An Investigation of the Impact of 
Federal Policy on Natural Gas to Kentucky Consumers and 
Suppliers, Order dated September 30, 1986, page 47. 

Id. - 
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Commission order Western to file a cost-of-service study in its 

next rate case that does not utilize the average and peak 

methodology f o r  the allocation of transmission plant and 

demand-related purchased gas cost. The Commission will not 

order Western to file a cost-of-service study which excludes an 

average and peak allocation methodology since, in fact, it was 

Conmission directives in Administrative Case No. 297 and Case No. 

9556 that prompted Western to utilize such a methodology in its 

present cost-of-service study. However, the Commission encourages 

all utility companies and intervenors to file well researched and 

documented alternative and multiple-methodology cost-of-service 

studies in all future rate proceedings. In Case No. 10201,82 the 

Commission stated that a well documented and separated 

multiple-methodology approach to cost-of-service studies will 

provide it additional information for rate design. The Commission 

continues t o  believe that such an approach to cost-of-service 

studies is appropriate and beneficial. 

Southwire contends that Western's cost-of-service study is 

biased toward overstating the cost of serving industrial and 

interruptible classes of customers. 83 In the opinion of 

81 

82  Case No. 10201, An Adjustment of Rates of Columbia Gas of 

83  

Brief of KIUC, page 1 3 .  

Kentucky, Inc., Order dated October 21, 1988, page 5 4 .  
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Southwire, this bias is introduced into Western's cost-of-service 

study by the zero-intercept estimation which allocated more of the 

costs of distribution mains to the industrial classes than would a 

minimum system method. 8 4  Notwithstanding those arguments, 

Southwire staked that Western's study, being the only 

cost-of-service study presented, resulted in a fair, just, and 
reasonable rate design. 85 

Like Southwire, Logan asserts that Western's use of a 

zero-intercept methodology in its cost-of-service study, instead 

of the minimum system method, biased the results of the study in 

favor of the residential class of customers. 86 Nevertheless, 

Logan believes that Western's study accurately and appropriately 

functionalizes, classifies, and allocates Western's costs among 

the rate classes it serves. 8 '7 

The AG contends that Western's cost-of-service study is 

flawed since Western incorrectly allocated a portion of storage 

plant costs based on peak demand allocators instead of a 

volume-based allocator. 88 The AG asserts that, since Western's 

Id. - 
85 __. Id., page 5. 
86 Brief of Logan, pages 8-9. 

- Id., page 10. 
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storage plant is used for "financial purposes'' and not for peaking 
89 purposes, allocation should have been based on volume. 

Similarly, KLS criticizes Western's cost-of-service study because 

it did not allocate pipeline demand charges based entirely on 

annual volumes. 90 

Western has presented the only complete cost-of-service study 

in this proceeding. Whereas all intervenors are critical of 

certain elements of Western's study, only the AG and KLS found it 

unacceptable as a guide in the design of rates in this case. None 

of the intervenors, however, presented alternative studies 

supporting their views. Based on its review of the record 

pertaining to Western's cost-of-service study, the Commission 

finds that Western's study is responsive to its concerns as 

expressed in Administrative Case No. 297 and Case No. 9556 and is 

reasonable and acceptable as a starting point for rate design. 

Revenue Allocation 

Western's revenue allocation proposal consists of two parts: 

(1) a reallocation of pipeline demand charges between firm and 

interruptible customers, and (2) a shift in the recovery of 

non-gas costs from interruptible to firm customers. Western based 

its revenue allocation on its class cost-of-service study as 

previously discussed. 

The allocation of pipeline demand charges as proposed by 

Western would shift approximately $2.2 million in costs from 

89 Brief of the AG, page 40 .  

Brief of KLS, page 5. 
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interruptible customers to firm customers. Western's proposal is 

based on an average and peak demand allocator, which recognizes 

the relationship between average (annual) volumes of 41.6 million 

Mcf and annualized peak (design day) volumes of 98.5 million M c f .  

The resulting ratio of 42.2 percent i s  multiplied by Western's 

pipeline demand charges to arrive at the portion of dekand charges 

to be spread over all volumes. The remaining 57.8 percent of 

pipeline demand charges would be spread over Western's firm 

volumes of 26.1 million Mcf. 

Of its requested increase in base rate revenues of 

approximately $9 million, Western proposed increases of $9.5 

million for firm service customers and decreases of $.5 million 

for interruptible customers. This proposal reflected Western's 

cost-of-service study and gave recognition to competition from 

other fuels and the economic risks of bypass by industrial 

customers. The proposed allocation produced increases of 17.2 

percent for residential customers and 11 percent for commercial 

customers with a 15.7 percent decrease for industrial customers. 

KIUC, Southwire, and Logan generally supported Western's 

proposed revenue allocation as an appropriate step in the 

direction of cost-based rates, although all the industrial 

intervenors recommended a greater reduction in industrial rates 

than the reduction proposed by Western. KIUC cited biases in 

Western's cost-of-service study that it claimed tend to overstate 

the level of costs allocated to the industrial rate classes. 91 

- 
91 Prepared Testimony of Kenneth Eisdorfer, pages 12-17. 
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The AG and KLS both argued that Western's cost-of-service 

study was flawed and that Western's rate proposals for industrial 

customers reflect competitive pricing rather than cost-of-service 

pricing. The AG argued that the industrial class, with its 

demonstrated ability to use alternate fuels and/or bypass Western, 

poses a greater risk to Western than its other customers and that 

such risk should be reflected in Western's cost allocation and 
rate design. 92  

In one fashion or another, Western and the intervenors 

recognize the concept of rates based on fully allocated costs. 

However, beyond such recognition, there is little agreement as to 

the proper determination of fully allocated costs and how such 

costs should be reflected in the allocation of Western's revenues. 

The Commission is aware that various criticisms have been directed 

at Western's cost-of-service study as the basis for designing 

rates; however, the study was responsive to the Commission's 

Orders in Western's last rate case, Case No. 9556 and 

Administrative Case No. 297. It is with the directives of those 

Orders in mind that the Commission has evaluated Western's revenue 

allocation. 

In making its evaluation the Commission recognizes that the 

natural gas industry has undergone major changes in recent years. 

Those changes began with federal legislation in the late 1970s 

which provided for the removal of many of the controls on the 

92 Prepared Testimony of Michael F. Sheehan, pages 13-17. 
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wellhead price of gas. Those changes have continued through the 

1980s with federal regulatory decisions that permit end-users to 

arrange for  their own gas supplies and use the local distribution 

company ("LDC") as a transporter of those supplies. Federal 

regulatory decisions have also permitted end-users to bypass the 

LDC and take service directly from a pipeline supplier. 

As a result of these actions, large volume end-users, mainly 

industrial customers, have sought out their own gas supplies at 

prices less than the LDC's price for its system supply gas. These 

industrial customers have also argued that absent cost-based 

transportation rates from the LDCs,  those customers will bypass 

with the result being loss of load and loss  of revenues for the 

LDC . 
These circumstances represent a significant departure from 

the time when all customers were essentially captive and there was 

little incentive for companies or regulators to consider costs as 

a major factor in allocating revenues and designing rates. The 

results of regulation in this "pre-cost" era were that services 

were often priced at less than the cost of service to residential 

customers and priced at more than the cost of service to 

commercial and industrial customers. Conventional wisdom held 

that because commercial and industrial customers could pass along 

price increases to their customers it was more palatable to 

over-price services to those customers while under-pricing 

services to residential customers. 

T t  is these past circumstances and practices that have 

contributed to the allocation and rate issues presented in this 
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case. The Commission recognizes these to be serious issues which 

require reasoned and deliberate analysis that considers the 

conditions existing in today's competitive environment as well as 

the rate impact on Western's captive customers. While recognizing 

that its decision may not be popular with those captive customers, 

the Commission believes that a restructuring of Western's rates is 

necessary as explained in the following paragraphs. 

The most significant aspect of Western's rate restructuring 

is its proposed allocation of pipeline demand charges for recovery 

through its gas cost adjustment clause. The Commission finds that 

the average and peak allocator utilized by Western reflects both 

average volumes and design day volumes in the allocation of costs 

and recognizes the differing characteristics of firm and 

interruptible loads. It addresses the Commission's concern, 

expressed in Administrative Case No. 297 that companies consider 

the possible de-averaging of the costs of gas and how to assign 

those costs by customer class. Furthermore, it is responsive to 

the Commission's Order in Case No. 9556 which specifically 

recommended that Western evaluate alternative methods of cost 

allocation such as the average and peak method. Therefore, the 

Commission concludes that Western's proposed allocation of 

pipeline demand charges is reasonable and equitable and should be 

approved. The Commission also finds that the allocation of 

pipeline demand charges should be updated annually as part of 

Western's first gas cost adjustment filing following the 

development of its design day plan.  
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The second part of Western's rate restructuring involves the 

allocation of non-gas, or base rate revenues. The Commission 

finds that the firm customer classes, at present rates, are not 

making an adequate contribution to Western's overall rate of 

return and that, in order to increase that contribution, the full 

amount of the increase granted herein should be allocated t o  those 

customer classes. 

The Commission also finds that none of the increase granted 

herein should be allocated to Western's interruptible classes but 

rather that the base rate revenue contribution of the inter- 

ruptible classes should remain unchanged. The Commission concurs 

with the AG that Western's interruptible customers, with their 

non-captive status, impose a greater level of risk on Western than 

do its firm, essentially captive customers. The Comm.ission finds 

that such risk translates into higher rates of return, which 

Western attempted to reflect in its cost-of-service study. The 

Commission has previously made similar findings regarding the 

risks associated with serving non-captive industrial customers in 

Case No. 10498.93 

The Commission finds that: maintaining the test-year base rate 

revenue contribution for the interruptible rate classes recognizes 

the greater risks attendant with serving these classes and follows 

the moderate, gradual course of action for rate restructuring 

93 Case No. 10498, Adjustment of Rates of Columbia Gas of 
Kentucky, Inc., Order dated October 6, 1989, pages 48-49. 
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outlined by the Commission in Administrative Case No. 2 9 7 .  9 4  As 

this is Western's first rate case since Administrative Case No. 

297, the Commission, contrary to KIUC's arguments, concludes that 

gradualism should be recognized in the allocation of revenues. 

While Western contends that gradualism was considered in preparing 

its case, the requested increases and the proposed class rates of 

r e t u r n  reflect major revenue shifts with little regard t o  

gradualism or rate continuity. 

Maintaining the same interruptible revenue levels while 

pricing some of its contract volumes at tariffed rates will have 

the impact of reducing Western's interruptible rates. In 

conjunction with the reallocation of pipeline demand charges, this 

approach results in a significant restructuring of Western's 

rates. 

Rate Design 

Western proposed to double the customer charges for 

residential and non-residential firm customers to $6  and $16, 

respectively, and, for the first time, t o  impose a customer charge 

on interruptible customers. The interruptible customer charge 

would match the $16 charge for non-residential firm customers. 

Western proposed to combine Interruptible Rate Schedules G-2 and 

G-3 and to change from a flat rate to a declining block rate 

structure for all rate schedules. For firm customers on Rate 

Schedule G-1, the first block of 300 Mcf would be priced 62.6 

9 4  Order dated September 30, 1986, page 40.  
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cents above the second block of 14,700 Mcf, which in turn, would 

be priced 20 cents above the last block for sales above 15,000 

Mcf. For interruptible customers on the combined Schedule G-2, 

the first block of 15,000 Mcf would be priced 20 cents above the 

second and, last, block for everything over 15,000 Mcf. Western 

indicated that the 15,000 Mcf break point and related 20 cents 

rate differential were based on its cost-of-service study with the 

intent of making the firm and interruptible schedules more 

compatible. Western also indicated that the first block of 300 

Mcf on the G-1 Schedule was designed to capture all residential 

and most small commercial volumes at the higher rate in order to 

improve the rates of return for the residential and commercial 

classes. 

The AG contends that the G-1 rate design proposed by Western 

for firm customers discourages conservation and places a 

disproportionate share of fixed cost recovery on low volume 

customers. The AG recommended a rate design with a smaller 

customer charge and a flat block, or flatter, declining block rate 

structure for firm volume customers. 

The AG recommended that for interruptible customers Western 

should recover a much larger portion of fixed costs through the 

customer charge and first block than had been proposed. The AG 

maintains that such an approach would make fixed cost recovery 

less uncertain and would be consistent with Western's rate 

proposals for firm service customers. 

The proposal to combine schedules G-2 and G-3 with one 

resulting G-2 rate schedule for interruptible customers equitably 
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reflects Western's cost of service and is acceptable, The 

Commission finds Western's objective in proposing a declining 

block rate structure is supported by the cost-of-service study and 

the proposed rate blocks for G-1 and G-2 appear to be reasonable; 

however, in consideration of the concerns expressed by the AG and 

in keeping with its goals of moderation, gradualism, and rate 

continuity, the Commission will set rates that reflect only a 

15-cent differential between blocks. Western's proposed customer 

charges for firm customers have a l s o  been rolled back to $3.50 and 

$9.35 based on the amount of the increase granted herein. 

Western proposed a customer charge for interruptible 

customers and set it at the $16 level proposed for firm 

non-residential customers. The $16 charge was proposed even 

though Western's calculation of its G-2/G-3 monthly customer costs 

ranged from $ 3 4 4  to $ 1 , 5 4 4 .  The A G ' s  evidence argues for a 

larger, up-front charge as a means of recovering a larger 

proportion of fixed costs from these customers. 95 The Commission 

finds that a larger fixed charge would better reflect Western's 

cost of service and would result in reduced reliance on sales 

volumes for t he  recovery of fixed costs. Therefore, the 

Commission finds a monthly customer charge or base charge of $100 

per delivery point for  rates G-2 and T-3 to be reasonable as 

another component in the restructuring of Western's rates to 

better reflect its cost of service, Customers that take both firm 

95 Prepared Testimony of Michael F. Sheehan, page 16. k .  
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volumes and interruptible volumes should be billed as 

interruptible customers for purposes of determining the customer 

charge. 

The rates set out in the Appendix will produce the additional 

revenues granted herein. The rate changes, by customer class, 

produce increases of 6 . 2  percent and 5.2 percent, respectively, 

for residential and commercial customers, and a decrease of 8.0 

percent for industrial customers, These percentage changes do not 

reflect the decrease in Western's commodity gas costs since the 

filing oE this case. 

Carriage Service ( r  
\ In compliance with the Commission's Order in Administrative 

Case No. 297, Western proposed a carriage (transportation) rate 

which excludes standby service. The proposed transportation rate, 

Rate T-3, recovers Western's simple margin applicable to inter- 

ruptible service and includes those non-commodity gas costs 

related to take-or-pay recovery. 

KIUC maintains that Rate T-3 should not be based on Western's 

simple margin as it includes costs related to gas stored under- 

ground and production plant. Western's proposal, which is similar 

to the carriage and transportation rates the Commission has 

approved for other companies, recognizes that establishing a 

smaller margin for carriage service could negatively impact earn- 

ings if substantial loads switched from Western's existing trans- 

portation service to carriage service. 

Western's proposal to base its carriage rate on its simple 

margin applicable to interruptible service is reasonable and sound 
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from both a rate-making and economic perspective. The Commission, 

therefore, accepts this proposal and authorizes Western to provide 

carriage service based on the simple margin established in this 

case. 

Energy Assurance Program 

KLS proposed that Western implement an energy assurance 

program ("EAI?") to assist low-income customers in paying their gas 

bills and to improve Western's ability to collect from those 

customers. 96 KLS contends that Western's traditional collection 

mechanisms are not producing the maximum revenue stream possible 

from low-income customers which, in turn, results in additional 

costs being born by all ratepayers. 

Under the EAP, households living at or below 150 percent of 

the federal poverty level with an annual energy bill that exceeds 

6 percent of the household's income would make payments toward its 

current bill equal to 6 percent of its monthly income. Each 

household would be required to also make a monthly payment of $ 3  

for 36 months toward reducing its existing arrearages; Western 

would be required to write-off any arrearages in excess of the 

total of $108 paid by the participant household. These households 

would also be targeted for education and energy conservation 

programs to encourage reduced energy use. 

KLS estimated that Western could implement t h i s  program at 

virtually no cost and increase the revenues collected from its 

96 Prepared Testimony of Roger D. Colton, pages 9-15. 
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low-income customers. It is KLS' opinion that the provisions of 

the EAP do not conflict with either the statutes or the 

administrative regulations governing utility regulation in the 

Commonwealth of Kentucky. 97 KLS also stated that the EAP 

represents a collection issue and not a rate issue, 98 

The Commission has concerns about the accuracy of the 

predicted cos ts  and cost savings of the EAP and questions whether 

such a program should be imposed on a company absent a detailed 

company-specific analysis. More importantly, contrary to the 

opinion of KLS, the Commission considers some aspects of the EAP 

to represent a rate issue which does not comport with Kentucky 

statutes 278.160 and 278.170. These statutes prohibit a utility 

from (1) giving any unreasonable rate preference or advantage to 

any customer and ( 2 )  charging or receiving any less compensation 

that what is prescribed in its filed rate schedules. Under the 

EAP, Western would be charging less than the amount prescribed in 

its rate schedules and would, particularly in instances where the 

fixed payment based on a percentage of income would not recover 

variable costs,  be giving an unreasonable preference to these 

customers. Therefore, the Commission finds that the EAP proposed 

by KLS cannot be imposed on Western as such  program does not 

comply with Kentucky statutes. 

97 T.E., Vof. 1x1, pages 73 and 74. 

98 Id. 8 pages 52-53. - L 
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In addition to the statutory prohibition, the Commission is 

concerned about the degree to which the EAP would place a utility 

in the position of administering a social program. While the 

Commission recognizes that a number of customers in the low-income 

category have difficulty paying their utility bills, the notion of 

a Commission-approved subsidy program is not the answer. The 

Commission believes that government-sponsored programs such as 

LIHEAP should be utilized to the fullest extent possible, with the 

emphasis on government-sponsored programs, as opposed t o  utility/ 

ratepayer-sponsored programs. 

Standard Contract Form 

As part of its application Western submitted a proposed 

service agreement with the heading "Large Volume Natural Gas 

Service Contract. " Western's legal counsel stated t h a t  it was 

Western's intent that the standard contract form be approved to be 

filed as part of its tariffs. Western indicated that, with 

Commission approval of the standard contract form, it would intend 

that t h e  general terms and conditions set forth in the contract 

would be applicable to all new contract customers and that the 

standard contract would be offered to those customers for their 

acceptance. 

The Commission is concerned that a standard contract form 

might be too restrictive for some circumstances and could limit 

the flexibility of both Western and its customers. While the 

general terms and conditions appear to be reasonable, t h e  

Commission would prefer to review separately the merits of each 

individual contract, thereby giving all parties, including the 
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Commission, greater latitude in the area of customer service 

contracts. Therefore, the proposed standard contract form will 

not be approved t o  be included as part of Western's tariffs. 

Tariff Changes 

Western's proposed tariffs reflected its changes in rate 

design, the combining of rates G-2 and G-3, the proposed carriage 

service, and the changes in its gas cost adjustment clause 

resulting from its proposed allocation of pipeline demand charges. 

In addition, Western proposed several minor text changes in its 

tariffs which have not specifically been addressed herein. The 

major tariff changes or additions as approved by the Commission 

are shown in the Appendix to this Order. Any minor text changes 

not specifically shown in the Appendix are approved as proposed by 

Western. 

SUMMARY 

After consideration of all matters of record, the evidence, 

and being otherwise sufficiently advised, the Commission finds the 

following: 

1. The rates in the Appendix, which is attached hereto and 

incorporated herein, are the fair, just, and reasonable rates for 

Western to charge its customers for  service rendered on and after 

the date of this Order. 

2. The rates proposed by Western would produce revenue in 

excess of that found reasonable herein and should be denied. 

3 .  The rate of return granted herein is fair, just, and 

reasonable and will provide for the financial obligations of 

Western with a reasonable amount remaining for  equity growth. 
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4 .  The tariff changes set forth in the Appendix are 

reasonable and should be approved. 

IT IS THEREFORE ORDERED that: 

1. The rates in the Appendix are approved for services 

rendered by Western on and after the da te  of this Order. 

2. The rates proposed by Western are hereby denied. 

3 .  The text changes authorized herein and the tariffs set 

f o r t h  in the Appendix are hereby approved. 

4 .  Within 30 days of the date of this Order, Western shall 

file with the Commission revised tariffs sheets setting out the 

rates and tariff provisions approved herein. 

Done a t  Frankfort, Kentucky, this 13th day of S e p t d e r ,  1990. 

By the Commission 

ATTEST : 
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RATE ADJUSTMENT OF WESTERN 
KENTUCKY GAS COMPANY 
ON NOTICE 

CASE NO. 9556 
1 

ORDER ON REHEARING 

On May 9, 1986,  Western  Kentucky Gas Company ( " W e s t e r n " )  

f i l e d  i t s  not ice  w i t h  t h i s  Commission s e e k i n g  a u t h o r i t y  t o  

i n c r e a s e  i ts  gas r a t e s .  The Commiss ion  i s s u e d  i ts  F i n a l  O r d e r  o n  

October 31, 1986. On November 20,  1986,  S o u t h w i r e  Company 

( " S o u t h w i r e " )  and  Kentucky I n d u s t r i a l  U t i l i t i e s  Cus tomers  ( " K I U C " )  

f i l e d  a p p l i c a t i o n s  f o r  r e h e a r i n g  of the F i n a l  O r d e r  on t h e  g rounds  

t h a t  c e r t a i n  i n t e r v e n o r s  were n o t  i d e n t i f i e d  a s  s u c h  o n  page 1 of 

t h a t  O r d e r  a n d  t h a t  t h e i r  c o n c e r n s  r e g a r d i n g  t r a n s p o r t a t i o n  rates 

were n o t  considered by t h e  Commission o r  addressed i n  t h e  F i n a l  

Order .  On November 2 1 ,  1986,  Eska Coats, a consumer,  r e p r e s e n t e d  

by Wes te rn  Kentucky L e g a l  S e r v i c e s  ("Eska C o a t s " )  f i l e d  a motion 

of c l a r i f i c a t i o n  r e g a r d i n g  a u t i l i t y ' s  o b l i g a t i o n s  u n d e r  807 KAR 

5:008, t h e  w i n t e r  r e c o n n e c t  r e g u l a t i o n .  

S o u t h w i r e  a n d  KIUC were concerned t h a t  t h e  f a i l u r e  of t h e  

O r d e r  t o  s p e c i f i c a l l y  a d d r e s s  t h e  s u b j e c t  o f  t r a n s p o r t a t i o n  rates 

s i g n i f i e d  t h a t  t h e  Commission h a d  o v e r l o o k e d  i t  e n t i r e l y .  The 

t r a n s p o r t a t i o n  r a t e s  p r o p o s e d  by Western i n  its a p p l i c a t i o n  were 

d e r i v e d  from rates based on  a cost of s e r v i c e  s t u d y  t h a t  was 

rejected by t h e  Commission. The Commission notes t h a t  n o  change 
(, 



i n  t h e  e x i s t i n g  g r o s s  margin  method of c a l c u l a t i n g  t r a n s p o r t a t i o n  

r a t e s  was p r o p o s e d  by Western, a n d  w h i l e  K I U C  and  S o u t h w i r e  

ob jec ted  t o  t h e  gross margin method t h e y  had n o  p r a c t i c a b l e  

a l t e r n a t i v e s  t o  o f f e r .  T h e r e f o r e ,  t h e  Commission addressed o n l y  

t h e  i s sue  of t h e  cost  of s e r v i c e  s t u d y  and  p roposed  r a t e  d e s i g n  

which dea l t ,  as a matter of c o u r s e ,  w i t h  t r a n s p o r t a t i o n  rates. I n  

A d m i n i s t r a t i v e  Case No. 297 ,  An I n v e s t i g a t i o n  of t h e  Impact  o f  

F e d e r a l  P o l i c y  o n  Natural  Gas t o  Kentucky Consumers a n d  Suppl ie rs ,  

t h e  Commission w i l l  a d d r e s s  t h e  i s s u e s  of cost of s e r v i c e  s t u d i e s  

and  t r anspor t a t ion  rates. A l l  p a r t i c i p a n t s ,  i n c l u d i n g  S o u t h w i r e  

and KIUC, w i l l  have an o p p o r t u n i t y  t o  voice t h e i r  c o n c e r n s  

r e g a r d i n g  t h e s e  s u b j e c t s  a t  t h e  h e a r i n g  o f  J a n u a r y  7, 1987. 

SUMMARY 

The Commission, hav ing  c o n s i d e r e d  t h e  e v i d e n c e  of record and 

b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  and f i n d s  t h a t :  

1. The F i n a l  Order  e r r o n e o u s l y  n e g l e c t e d  t o  m e n t i o n  t he  

i n t e r v e n o r s  i n  t h i s  Case. The F i n a l  Orde r  s h o u l d  be amended t o  

i n c l u d e  t h e  f o l l o w i n g  language:  "Mot ions  t o  i n t e r v e n e  i n  t h i s  

p r o c e e d i n g  were f i l e d  by t h e  Consumer P r o t e c t i o n  D i v i s i o n  i n  t h e  

O f f i c e  of t h e  A t t o r n e y  G e n e r a l  ("AG"), S o u t h w i r e ,  KXUC, N a t i o n a l  

Southwire-Aluminum Company ("NSA"), BF Goodrich Company ( " B F  

G o o d r i c h " ) ,  O f f i c e  of Kentucky L e g a l  Services  Programs, I n c . ,  

("Legal  S e r v i c e s " )  a n d  Eska C o a t s . "  The Commission r e g r e t s  t h i s  

omission a n d  a s s u r e s  t h e  i n t e r v e n o r s  i n v o l v e d  t h a t  t h e i r  c o n c e r n s  

were t a k e n  i n t o  c o n s i d e r a t i o n .  
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2 .  T h e  a p p l i c a t i o n s  o f  S o u t h w i r e  and  K I U C  f o r  r e h e a r i n g  

s h o u l d  be d e n i e d  on t h e  b a s i s  of t h e  d i s c u s s i o n  con ta ined  h e r e i n  

a n d  o n  t h e  b a s i s  t h a t  no  new e v i d e n c e  was p r e s e n t e d  t o  modify t h e  

Commiss ion ' s  O r d e r  of October 31, 1986.  

3 .  Reconnection c h a r g e s  may be requi red  of a p e r s o n  s e e k i n g  

r e c o n n e c t i o n  unde r  807 KAR 5:008. S a i d  c h a r g e s  w i l l  be added t o  

t h e  balance due a n d  o n l y  one  t h i r d  of t h e  o u t s t a n d i n g  b i l l  or $200 

( w h i c h e v e r  is less) w i l l  be r e q u i r e d  p r i o r  t o  r e c o n n e c t i o n .  

S e c u r i t y  deposi ts  w i l l  n o t  be r e q u i r e d  from a p e r s o n  s e e k i n g  

r e c o n n e c t i o n  unde r  t h i s  r e g u l a t i o n .  

IT I S  THEREFORE ORDERED t h a t :  

1. The Commission 's  Order da ted  October 31, 1986,  is h e r e b y  

amended t o  i n c l u d e  t h e  l ist of i n t e r v e n o r s  as s e t  out h e r e i n .  

2. A l l  o t h e r  a s p e c t s  of t h e  Commission 's  O r d e r  da t ed  

October 31, 1986,  are h e r e b y  a f f i r m e d .  

3 .  The r e q u e s t s  of S o u t h w i r e  a n d  K I U C  f o r  r e h e a r i n g  be a n d  

t h e y  hereby are d e n i e d .  

Done a t  F r a n k f o r t ,  Kentucky,  this 9th day o f  December, 1986. 

ATTEST: 

By t h e  Commission 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Mattex of: 

RATE ADJUSTMENT OF WESTERN KENTUCKY ) CASE NO, 9556 
GAS COMPANY ON NOTICE ) 

O R D E R  

On May 9, 19868 Western Kentucky Gas Company (“Western”) 

filed its notice with the Commission seeking authority to increase 

i t s  ra te s  for service sendered to its customers by $3.6 million or 

2.4 percent over normalized test period revenues, as determined 

heHein, to become effective June 1, 1986. Western stated that the, 

additional revenue was necessary to pay increased debt, salary, 

insurance and consenvation program costs. In this Order, the 

Commission has granted additional operating revenues of $1,761,410 

or 1.2 percent over normalized test yeaa revenues. 

In order to determine the oeasonableness of the request f o r  

additional revenues the Commission suspended the proposed rate 

increase until November 1, 1986. Western was directed to give 

notice to its customers of the  proposed rates and the scheduled 

hearing puasuant to 807 KAR 5:025. A motion to intervene in this 

proceeding was filed by the Consumer Protection Division in the 

Office of the Attorney General ( “ A G ” ) .  This motion was granted 

and no other parties formally intervened, 

A public hearing was held in the Commission’s offices in 

FrankfOPt8 Kentucky on September 9 8  1986, with t h e  parties of 



record represented. Briefs were filed by October 6, 1986, and 

responses to all data requests have been submitted. 

COMMENTARY 

Westem is a division of Texas American Energy Corporation 

("TAE") and provides natural gas service to approximately 132,500 

customers in western and central Kentucky. Western's primary 

pipeline suppliers are Texas Gas Transmission Corporation and 

Tennessee Gas Pipeline Company. 

TEST PERIOD 

Western paoposed and the Commission has  accepted the 12-month 

period ending February 28, 1986, as the test peniod for detennin- 

ing the reasonableness of the proposed nates. In utilizing the 

historical test period the Commission has given full consideratiod 

to appropriate known and measurable changes. 

VALUATION 

Western presented the net original cost rate base and capital 

structure as valuation methods in this case. The Commission has 

considered these and other elements of value in determining the 

reasonableness of the proposed rates. 

Net Oriqinal Cost 

Western proposed a test-year-end jurisdictional rate base of 

$68,004,139.  The Commission is of the opinion that the paoposed 

rate base is proper and acceptable for rate-making purposes with 

the exception that an adjustment has been made to reflect the 

accepted pro forma adjustments to operation and maintenance 

expenses in the calculation of the allowance for working capital. 
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The effect of this adjustment is t o  reduce the proposed rate base 

by $ 5 1 , 6 2 2 -  

Therefore, the net opiginal cost rate base devoted to utility 

jurisdictional service is determined by the Commission to be as 

follows: 

Utility Plant in Service 
Construction Work in Progress 
Gas Stored Underground - Non-Current 
Total Utility Plant 

ADD: 

Materials and Supplies 
Gas Stored Underground - Current 
Prepaid Gas Purchases-Average 
Prepayments 
Working Capital 

Subtotal 

DEDUCT: 

Accumulated Depreciation 
Customer Advances for Construction 
Deferred Income Taxes 
Unamortized Investment Tax Credit 

Subtotal 

NET ORIGINAL COST RATE BASE 

$ 99,766,724 
1 107,379 
1,775, a65 

$ioz,649,96a 

$ 1,200,486 
12,927,205 
2,a42,936 

508,293 
2,217,331 

$ 191696r251 t 

$ 44,872,036 
2,014,790 
7,359,143 

147,733 

$ 54,393,702 

$ 67.,952,517 

Capitalization 

Western proposed a jurisdictional capital structure of 

$60,413,095 which consisted of $30, 230,839 (50.04 percent) of 

common equity, $22,630,218 (37.46 percent) of long-term debt, 

$5,696,490 (9.43 percent) of short-term debt, and $1,855,548 (3.07 

percent) of customer deposits. The foregoing amounts include t h e  

allocation of Job Development Investment Tax Credits ("JDIC") to 

-3- 



4 

\ 

each component based upon its ratio to t o t a l  capitalization 

excluding J D I C  as proposed by Western. 

The Commission has disallowed the inclusion of customer 

deposits in capital staucture in accordance with past practice and 

because the Commission does not consider customer deposits to be a 

component of permanent capitalization and has based the short-term 

d e b t  component upon the actual test-year-end balance rather than a 

13-month avelrage as proposed by Western. 

The Commission therefore finds Westein's test-year-end capi- 

tal structure to be as follows: 

Percent Amount 

Equity Capital 
Long-Term Debt 
Shoat-Term Debt 

TOTAL 

$30,315,934 53. 46 
22,693,951 40.02 
3,702,228 6.52 ( 

$56,712,113 100.00 

REVENUES AND EXPENSES 

Western had net operating income of $5,427,473 during t h e  

test period. In order to reflect more current and anticipated 

operating conditions, Western proposed several adjustments to its 

test period xevenues and expenses which resulted i n  an adjusted 

n e t  operating income of $5,381,206. The Commission is of the 

opinion that the proposed adjustments aae generally proper and 

a c c e p t a b l e  for rate-making purposes with the following exceptions: 

Application, Exhibit 5, page 1- 
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Normalized Revenues 

The Commission accepts as reasonable the majority of 

Western's adjustments to normalized revenue. The weather normali- 

zation adjustment is consistent with methodology used by Western 

and approved by the Commission in the past. The roll-in of trans- 

portation sales into actual gas sales is a logical treatment o f  

gross margin transpoptation sales. The  loss of industrial sales 

volumes in the test year is clearly known and measurable and of a 

magnitude never experienced by Western in the past. The full 

adjustment proposed by Western for loss of industrial sales is 

justified.by the recorrd and is accordingly approved in this rate 

case. It must be understood, however, that this adjustment is to 

be made on a one-time basis; there has been no evidence presented 

that a continuous, steady and predictable decline in industrial 

sales is to be the rule and not the exception for Western in the 

future. 

Western priced sales volqnes using a pro forma gas cost 

adjustment ('GCA") factor that was to adjust sales levels so that 

gas cost recoveries and gas costs incurred through Case No. 8839-2 

would match on a dollar-for-dollar basis. This methodology is 

based on a GCA mechanism proposed by Western in this case. The 

Commission, therefore, has adjusted normalized test-year sales 

revenue to rreflect t h e  current rates actually in effect as of 

April 1, 1986, as approved by the Commission in i t s  Order in Case 

NO. 8839-2. 

Based upon the above, the Commission has determined total 

normalized revenues to be $149,810,182; this is a combination of 
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n o r m a l i z e d  s a l e s  r e v e n u e s  of  $149,527,859 and o t h e r  r e v e n u e s  of 

$ 2 8 2 , 3 2 3  t h a t  remained u n a d j u s t e d  i n  t h e  t e s t  yea r .  

I n s t i t u t i o n a l  A d v e r t i s i n g  

Western proposed a n  a d j u s t m e n t  to  reduce o p e r a t i n g  e x p e n s e s  

by $40 ,994  t o  r e f l e c t  t h e  e l i m i n a t i o n  of i n s t i t u t i o n a l  a d v e r t i s i n g  

as required by 807 KAR 5:016,  S e c t i o n  4 ;  t h e  c h a r g e s  e l i m i n a t e d  

r e p r e s e n t e d  t h e  b a l a n c e  of Account NO. 320.1--General A d v e r t i s i n g  

Expenses .  

In order to  e v a l u a t e  t h e  a d j u s t m e n t  proposed by Western, t h e  

Commission r e q u e s t e d  d e t a i l e d  i n f o r m a t i o n  i n c l u d i n g  c o p i e s  of 

a d v e r t i s e m e n t s  as w e l l  a s  t h e  t e x t  of a l l  a d v e r t i s i n g  campaigns  

c h a r g e d  to Account N o .  909- - In fo rma t iona l  and I n s t r u c t i o n a l  

A d v e r t i s i n g  Expenses, * A r e v i e w  of t h e  i n f o r m a t i o n  p r o v i d e d  by 
t 

Weste rn  r e f l e c t e d  t h a t  t h e  p u r p o s e  of t h e s e  a d v e r t i s e m e n t s  was to  

promote  t h e  use of n a t u r a l  gas  and n a t u r a l  g a s  a p p l i a n c e s  in f a v o r  

of e l e c t r i c i t y  and e lec t r ic  a p p l i a n c e s ,  Western s t a t e d  i n  i ts  

br ief  that t h e  r e p r e s e n t a t i v e  a d v e r t i s e m e n t s  provided  are c l ea r ly  
3 a l l o w a b l e  expenses  i n  a c c o r d a n c e  w i t h  t h e  a d v e r t i s i n g  r e g u l a t i o n .  

S e c t i o n  4 o f  807 KAR 5:016 s p e c i f i c a l l y  s ta tes  t h a t  a d v e r t i s -  

ing for t h e  purpose  of e n c o u r a g i n g  a n y  p e r s o n  t o  se lec t  or use  t h e  

service o r  a d d i t i o n a l  service of a n  e n e r g y  u t i l i t y ,  or t h e  selec- 

t i o n  or i n s t a l l a t i o n  of any a p p l i a n c e  or equipment  d e s i g n e d  to  use 

such u t i l i t y ' s  service is deemed to be promotional a d v e r t i s i n g  and 

A d d i t i o n a l  i n f o r m a t i o n  p r o v i d e d  by w i t n e s s  a s  r e q u e s t e d  a t  
h e a r i n g .  

W e s t e r n ' s  B r i e f ,  page  8.  
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n o t  i n c l u d i b l e  in t h e  u t i l i t y ' s  cost of s e r v i c e  for ra te-making 

purposes. 

The c o n t e x t  of t h e  newspaper ,  radio and t e l e v i s i o n  a d v e r t i s e -  

men t s  p rov ided  by Western  have  t h e  c lear  message of encouraging  

t h e  u s e  of gas  s e n v i c e  and the s e l e c t i o n  o r  i n s t a l l a t i o n  of a p p l i -  

ances and equipment  d e s i g n e d  t o  u s e  g a s .  The burden  of proof t h a t  

a d v e r t i s i n g  shou ld  b e  i n c l u d e d  i n  t h e  cost of s e r v i c e  rests w i t h  

Wes te rn  i n  t h i s  i n s t a n c e ,  The Commission is of t h e  o p i n i o n  t h a t  

Western  has  n o t  p r o v i d e d  p e r s u a s i v e  e v i d e n c e  ' t h a t  these a d v e r t i s e -  

m e n t s  are not p r o m o t i o n a l .  T h e r e f o r e ,  the Commission has  elimi- 

n a t e d  from o p e r a t i n g  e x p e n s e s  a l l  of the a d v e r t i s e m e n t  c h a r g e s  to  

Account  No. 909 thxough t h e s e  media.  This r e s u l t s  i n  a f u r t h e r  
4 ( r e d u c t i o n  t o  o p e r a t i n g  e x p e n s e s  of $105,096. 

The Commission h a s  r e c o n s i d e a e d  its past p r a c t i c e  of n o t  

i n c l u d i n g  for rate-making purposes a d v e r t i s i n g  costs associated 

with W e s t e r n ' s  "Helping Rands Program." This program is for t h e  

p u r p o s e  of r a i s i n g  funds to h e l p  t h o s e  unable to pay t h e i r  h e a t i n g  

bills d u r i n g  t h e  w i n t e r .  The Commission b e l i e v e s  t h i s  t o  be a 

commendable program and in t h e  best i n t e r e s t s  of t h e  p u b l i c  and 

a a t e p a y e r s ,  and will t h e r e f o r e  allow for ra te-making pu rposes  

a d v e r t i s i n g  costs associated with its promot ion .  Such c h a r g e s  

d u r i n g  t h e  test year were $18,677. The Commission h a s  t h e r e f o r e  

r e c l a s s i f i e d  t h i s  amount f rom a n o n - o p e r a t i n g  to an o p e r a t i n g  4 

e x p e n s e .  Western s h o u l d  c o n t i n u e  t o  p r o v i d e  t h e  Commission w i t h  

Response to  t h e  Commission's Ffrst Information Reques t ,  Item 
No. 25a. 
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representative advertisements promoting the "Helping Hands Pro- 

gram" so that the Commission may continue to monitor their text. 

The aforementioned adjustments related to advertising c o s t s  

result in a net reduction in operating expenses of $127 ,413 .  

Wages and Salaries 

Western initially proposed an adjustment to increase wages 

and salaries expense by $531,755. This amount was reduced in an 

amended adjustment by $27,510, based upon the finalization of a 

wage contract effective June 1, 1986.' The normalization of wage 

and salary increases occurring during the test year reflected 

approximately a 4 .9  percent annual increase in labor costs, while 

the post test period increases averaged approximately 4 . 5  percent. 

No intervenor objected to  the adjustments proposed by Western and 

the Commission is of the opinion that, in this instance, the 

inclusion of such costs is reasonable and appropriate for rate- 

( 

making  purposes. 

The Commission has noted and appreciated that many utilities 

have recently renegotiated to lower wage contracts, as d i d  Western 

in one instance. The Commission notes, however, that the level of 

increases granted during the past several years by Western was 

excessive relative t o  the inflation rates as measured by the 

Consumer Price Index. The 1 9 8 4  increase o f  8 .67  percent compares 

with a 1984 inflation rate of 4 percent; the 1985 increase of 5 

percent compares with a 1985 inflation rate of 3 . 8  percent; and 

Response t o  the Commission's Third Information Request, Item 
No. 1. 
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t h e  4 . 5  p e r c e n t  1986 i n c r e a s e  e f f e c t i v e  J u n e  l r  1986 ,  compares 

w i t h  a 1.7 p e r c e n t  i n f l a t i o n  r a t e  f o r  t h e  preceding  12 months. 

T h e  Commission e n c o u r a g e s  Western t o  k e e p  a b r e a s t  of wage a d j u s t -  

ments and r e n e g o t i a t e  wage contracts i f  n e c e s s a r y  t o  a s s u r e  t h a t  

wages and s a l a r i e s  a r e  ma in ta ined  a t  r e a s o n a b l e  l e v e l s ,  

I n t e r e s t  S y n c h r o n i z a t i o n  

As proposed by Weste rn ,  the Commission h a s  imputed i n t e r e s t  

. expense  on the p o r t i o n  of J D I C  a s s i g n e d  to  t h e  d e b t  components of  

t h e  c a p i t a l  s t r u c t u r e  to  compute t h e  i n t e r e s t  expense in de te rmin -  

ing the f e d e r a l  income t a x  expense.  a l l o w e d  i n  the  c o s t  of s e r v i c e .  

The Commission h a s  c a l c u l a t e d  a n  i n t e r e s t  a d j u s t m e n t  of 

$93,400 based upon the a l lowed d e b t  components  and t h e i r  respec- 

t i v e  cost  rates .6  T h i s  results in an increase to income taxes bf 
7 $46,622. 

6 

Long-Term Debt 
Cost of Long-Term 
Short-Term Debt 

Interest  Expense 

$22,6931951 

3,702,220 
Debt 1 1 . 4 4 %  $ 2  596,188 

Cost of Short-Tern Debt 8 50% 314,689 

Adjusted Interest Expense 
T e s t  Year Interest Expense 

INTEREST ADJUSTMENT 

7 Interest Adjustment 
Tax Rate 

$93,400 

49915 

$46,622 

$2,9101877 
3,004,277 

$ 93,400 
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Texas American O i l  A u d i t  Expense 

Dur ing  t h e  t e s t  y e a r r  Western  reported $ 3 9 , 4 0 0  a s  i ts  a l l o -  

cated po r t ion  of a n  expense  i n c u r r e d  for an a u d i t  of a TAE subsi- 

d i a r y ,  T e x a s  American Oil ("TAO" ) .  In response t o  cross- 

e x a m i n a t i o n  a t  t h e  h e a r i n g ,  Wes te rn  s t a t e d  t h a t  i t  was responsible  

for a p o r t i o n  of t h i s  expense  because it  was re la ted  to  corporate 

l e v e l  o p e r a t i o n s  i n  Midland,  T e x a s ,  and  t h a t  i t  was normal and 

r e c u r r i n g .  Western d i d  no t ,  however, know how t h i s  amount was 

c a l c u l a t e d ,  and  e x p r e s s e d  t h a t  i t  d i d  n o t  b e l i e v e  a p o r t i o n  of 

W e s t e r n ' s  a u d i t  was a l l o c a t e d  to TA0.8 

The Commission does not f i n d  t h i s  to  be a p e r s u a s i v e  j u s t i f i -  

c a t i o n  for  i n c u r r i n g  a p o r t i o n  of the cost of t h e  a u d i t  of a n o t h e r  

c o r p o r a t i o n .  Moreover ,  t h e  Commission n o t e s  t h a t  a b o u t  $33,500 is  

al located to W e s t e r n  from TAE for  t a x  and  a u d i t  e x p e n s e s  a s  a per- 

f 

t i o n  of t h e  corporate a l loca t ion  e x p e n s e  d i s c u s s e d  e l s e w h e r e  i n  

t h i s  Order .  

Western has f a i l e d  to  d e m o n s t r a t e  t h e  b e n e f i t s  to i t s  rate- 

p a y e r s  associated w i t h  t h i s  e x p e n s e  . The Commission has t h e r e f o r e  

r e d u c e d  o p e r a t i n g  expenses by $39,400 t o  e x c l u d e  t h i s  expense from 

t h e  cost  of service. 

Corporate Allocation 

Western proposed an a d j u s t m e n t  t o  i n c r e a s e  operating expenses 

b y  $108,000 to  reflect  a n  i n c r e a s e  i n  t h e  a l l o c a t i o n  of corporate 

e x p e n s e s  from its p a r e n t ,  TAE. The proposed increase is based 

T r a n s c r i p t  of Ev idence  ("T.E."), September 9, 1986,  page 4 2 .  
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upon a total projected annual allocation by TAE of $738,300 of 

which Western's shalre is $456,000; the test year allocation was 

$348,000. Western states that these costs are for  its proportion- 

ate share of administrative and general costs which the company 
9 would incur directly if it were not a division of its parent. 

Specifically, these costs aepresent such expenses as tax and 

auditing fees, reporting fees, stock transfer and AMEX fees, 

shaneholder reporting, director fees, etc. 

The Commission does not disagree with the validity of t h e  

allocation of such parent-company expenses to its subsidiary and 

divisional operations. The Commission is, however, charged with 

the responsibility of investigating and determining the neason- 

ableness of the amounts allocated to entities under its jurisdicl. 

tion. It was within this vein that the Commission investigated 

this issue. 

Western has provided its calculation showing the expenses and 

amounts which result in t h e  $456,000 total. The amounts Kepnesent 

approximately 63 percent of the total costs allocated by TAE; 63 

percent repuesents the ratio of Western's assets to the assets of 

all TAE divisions and subsidiaries. 

The Commission has attempted to determine through its 

requests for infomation and cross-examination of witnesses the 

basis for allocating corporate expenses according to the ratio of ' 

net assets and the source of the  amounts being allocated. 

Grreable Testimony, page 11. 
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Western, it appears, has little involvement in the decisions 

regarding the corporate allocation. lo The management of TAE 

established the procedute of allocating corporate costs based  UPOR 

net assets, but the specific reasons for this are unknown to 

Wes te f n . Moreover, the allocation amount is provided by TAE to 

Western without supporting detail. Western, it appears, must 

accept and pay the corporate allocation as directed by its parent. 

The Commission is of the opinion that Western has not met its 

burden of proof in justifying the proposed adjustment. Moreover, 

the Commission notes that the corporate allocation expense has 

increased considerably since the time of Western's last I rate 

proceeding. As of the date of the Final Order in Case No. 8839 

(December I ,  1 9 8 3 ) ,  the monthly corporate allocation fee wad 

$ 2 3 , 6 5 7 ,  whereas the current fee is $38,000. This represents an 

increase of over 60 percent in only 3 years. 

The Commission is of the opinion that Western has failed to 

adequately justify the basis fori this expense. The large growth 

rate in this expense since the time of the last case, along with 

Western's lack of support for the basis, leads the Commission to 

the conclusion that TAE may arbitaarily assign costs to Western, 

and that Western has 

and pay the cost, 

little choice but  t o  accept the allocation 

The Commission feels that it is unfair to 

lo T . E . ,  pages 44-45 .  

Ibid, 
_1 

l2 Response to the Commissiongs Second Information Request, Item 
NO. 7. 
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W e s t e r n ' s  r a t e p a y e r s  f o r  a E b i t r a r i l y  a s s i g n e d  costs s u c h  as t h e s e  

t o  be i n c l u d e d  in t h e i r  rates.  

T h e  Commission w i l l  t h e r e f o r e  allow o n l y  t h e  amount of 

c o r p o r a t e  a l l o c a t i o n  fee i n c l u d e d  i n  t h e  l a s t  case,  a d j u s t e d  for 

i n f l a t i o n .  T h i s  r e s u l t s  i n  a n  a l l o w e d  a n n u a l  c o u p o n a t e  a l l o c a t i o n  

fee of $307,452, a r e d u c t i o n  of $ 4 0 , 5 4 8  f rom t h e  t es t  y e a r  

amoun t .  1 3  

The Commission h e r e b y  n o t i f i e s  W e s t e r n  t h a t  i n  f u t u r e  r a t e  

p r o c e e d i n g s  t h e  i n t e r c o m p a n y  t r a n s a c t i o n s  w i l l  be c l o s e l y  SCIU- 

t i n i z e d  and  f u r t h e r  i n c r e a s e s  i n  t h e  cogporate a l l o c a t i o n  expense 

will n o t  be allowed w i t h o u t  t h o r o u g h  s u p p o r t  a n d  d o c u m e n t a t i o n .  

T h e  Commission e x p e c t s  to see d o c u m e n t a t i o n  a n d  a n a l y s e s  j u s t i -  

f y i n g  t h e  level of a l l o c a t i o n  a n d  to show t a n g i b l e  e v i d e n c e  OF 
both t h e  n e c e s s i t y  to the Kentucky  r a t e p a y e r s  of t h e  services 

p r o v i d e d  by TAE a n d  t h e  r e a s o n a b l e n e s s  a n d  t a n g i b l e  c o s t - b e n e f  i t  

r e l a t i o n s h i p  of the i n d i v i d u a l  e x p e n s e s  a l located.  

l3 A u g u s t  1986 CPI-0 Index 
December 1983 CPI-U Xndex 
X n f l a t i o n  Rate 

December 1983 Monthly Fee  

A d j u s t e d  Month ly  Fee 

Allowed Annual  Corporate Allocation 
Test Year Actual 

ADJUSTMENT TO OPERATING EXPENSES 

328.6% 
t 303.5% 

8 . 3 %  

$ 23,657 
X 1.083 

$ 25,621 
x 1 2  

$307,452 
<348,000> 

SC40,548> 
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Rate Case Expense 

Western proposed an adjustment Of $ 4 4 , 5 8 3  to Regulatory 

Commission Expense to reflect the estimated $263,762 projected 

cost o f  this case amortized over a 2-year period. 

The $263,762 expense proposed by Western is substantially 

more than the Commission would expect to be incurred for a company 

this size. Though precisely the same facts and circumstances are 

never the same in any two cases or for any two utilities, by draw- 

ing analogies from the hundreds of cases it has had before it, the 

Commission knows approximately what the cost of a rate case for a 

given size utility should be. The Commission recognizes that 

there may be circumstances present which may require extraordinary 

expenses, and the Commission will certainly accept such expense& 

if justified and documented. 

The expense pkoposed by Western is more than is typically 

incurred in even the largest rate proceedings before the Commis- 

sion. The Commission has requested extensive amounts of informa- 

tion on this issue in an attempt to give Western an opportunity to 

justify the projected expense; however, t h e  filings by Western 

have failed in this respect. 

The most serious mattea in Western's failure to justify the 

l e v e l  of expense is t h e  lack of detailed invoices documenting the 

services poovided by outside paxties. Most notable in this regard 

are the  Arthur Anderson and Company ("Axthur Anderson") invoices. 

Arthur Anderson b i l l e d  Western $160,000 f o r  services provided in 

connection with this case; however, the  invoices give virtually no 
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detail as  t o  what services were provided. l4 This lack of detail 

m a k e s  it impossible to evaluate the necessity and neasonableness 

of the services and charges, and therefore, the invoices are 

insufficient as docurnentation of the proposed adjustment. Western 

stated that it did not require detailed invoices as long as the 

amount of the billing was in line with what it expected. l5 The 

Commission has a similar pnactice in this regagd and, as the 

billings from Arthur Anderson are greatly in excess of what would 

normally be expected for a rate case of this nature, will not 

accept as documentation the invoices provided, nor the portion of 

the adjustment related to the billings from Arthug Anderson, 

The Commission would like to clarify exactly why it consideas 

the billed amounts to be excessive, In its engagement letter: 

Arthur AndePson stated that its work would consist of the detemi- 

nation of the pro forma income statement for gas operations and 

the related exhibits and assistance to the company with the pnep- 

aration of responses to data requests. The Commission has seeious 

reservations as to whether the compilation of this data is worth 

$160,000 and, more impontantly, in regaPd to the preparation of 

responses t o  data requests, whether the use of an outside consul- 

tant is even necessary, The pro forma statements provided in the 

application are of average complexity, and such statements are 

Response to the Commission's Third Information Request, Item 
No, 5 ,  and additional infomation requested a t  the  hearing,. 
Wellerr's Answer No. 4, 

l5 T.E., page 47. 
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compiled by many utilities without special staff or outside con- 

sultants. I n  any event, the Commission would expect the cost of 

this service to be but a small fraction of the $160,000 billing. 

With regard to the billings pertinent to the preparation of data 

requests, the Commission would be hesitant to allow recovery of 

those costs for  rate-making purposesl and would likely have 

disallowed these costs on a line-item basis had detailed invoices 

been provided. The requests for information in this proceeding 

have been primarily for E inancial and other information which 

should be readily available at the offices of Western and easily 

compilable. Moreover, Western has maintained computer capacity 

for long enough so that much of the data should be readily 

retrievable from computer storage. And finally, Western has had 

enough experience with filing cases before the Commission that 

much of the information requested, i.eot the first information 

request, is "standard" in nature and should require little or no 

( 

outside assistance to formulate responses. 

The foregoing is to be in no way a suggestion that t h e  

Compensation for Mr. Greable's testimony should not be included as 

part of the rate case expense. To the contrary, Mr. Greable's 

testimony was most beneficial and the costs associated with that 

would have been considered separately if detailed invoices were 

available to make this possible. 

The invoices provided by Consulting Services, Inc. , ("CSI") 

were not satisfactorily detailed either. The Commission notes too 

that the estimated fee of $47,000 as given i n  the engagement 

-16- 
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letter compares with $67,311 in billings as of September 2, 1986. 

The invoices are n o t  detailed enough to support a 43 percent cost 

oveurun and the Commission has therefore limited the expense 

related-to services rendered by CSI to $ 4 7 , 0 0 0 ,  the amount of the 

original estimate. 

The invoices provided by Western's counsel were very well 

documented and may sepve as an example of the type of invoices 

that the Commission will require in future proceedings to document 

all r a t e  case expenses, The Commission will'allow billed amounts 

through September 2, 1986, a s  the legal portion of rate case 

expense; that amount was $15,338. 

Western proposed to amortize rate case expense over a 2-year 

period based upon the average time span between the last s i x  oh 
seven cases. l6 Inasmuch as the time span between t h i s  and 

Western's last case was 3 y e a r s ,  the Commission considers this to 

be a more appropriate basis for evaluating a current amortization 

pe T iod . The Commission has therefore used 3 yeaas as the 

amortization pelriod i n  its calculation of rate case expense, 

Based upon t h e  foregoing, the Commission finds t h a t  $82,649 

is the allowable expense for rate-making purposes for processing 

this case. Based upon a 3-year amortization period the allowable 

annual expense is $27,550. The test-year actual amount of $87,298 

has therefore been reduced by $59,748. 

-17- 



Other Taxes 

In its application, Western proposed an adjustment to 

decrease other taxes by $4,048. Based upon the settlement of the 

wage contract effective June 1, 1986, Western amended this amount 

downward by $2,572. l7 The Commission has therefore made an 

adjustment of $6,620 to reduce o t h e n  taxes expense. 

After applying the combined state and federal income t a x  rate 

of 49.915 percent to the accepted pro forma adjustments, the 

Commission finds t h a t  Western's operating income should be 

increased by $769,639 to $6,197,116, 

The adjusted net operating income is as follows: 

Actual Adjustments Ad i u s  ted 

Operating Revenues $147,332,210 $ 2,477,972 $149,810,182 ' 
Operating Expenses 141,904,733 1,708,333 143, 613,066 

NET OPERATING INCOME $ 5,427,477 $ 769,639 $ 6,197,116 

RATE OF RETURN 

Capital Structure 

Char les  A. Larson, president of CSI and witness for Western, 

recommended a capital structure containing 50.04 percent c o m m  

equity, 37.46 percent long-term d e b t ,  9 . 4 3  peEcent short-tern debt 

and 3.07 percent customer deposits. The short-term debt 

'' Response to t h e  Commission's Third Information Request, Item 
NO, 1. 

Lavson Testimony, page  6 .  18 

-18- 



component was based on a 13-month a v e r a g e  from December, 1985, 

t h r o u g h  December, 1986.  19 

James W. Freeman ,  Associate Professor a t  t h e  Univerrsity of 

Kentucky and w i t n e s s  foF t h e  AG, recommended an  end-o f - t e s t -yea r  

c a p i t a l  S t r u c t u P e  c o n t a i n i n g  53 .4  p e r c e n t  common e q u i t y ,  40 

peacent  l ong- t e rm d e b t  and 6,6 p e r c e n t  s h o r t - t e r m  deb t .  20 

The Commission is of t h e  o p i n i o n  t h a t  an e n d - o f - t e s t - y e a r  

c a p i t a l  s t z u c t u a e  c o n t a i n i n g  53.46 p e r c e n t  common e q u i t y ,  40.02 

p e r c e n t  l o n g - t e r n  d e b t  and 6 . 5 2  p e r c e n t  s h o r t - t e r m  debt  is )?@ason- 

a b l e .  The  C o m m i s s i o n  does not i n c l u d e  customer d e p o s i t s  i n  t h e  

c a p i t a l  s t r u c t u r e  and M r .  Larson  has o v e r s t a t e d  Western's shoa t -  

t e r m  debt ra t io .  A c a p i t a l  r a t i o  that i n c l u d e s  10 months of data 

beyond t h e  t e s t  year, i n c l u d i n g  s e v e r a l  months of f o a e c a s t e d  d a t a f  

is u n a c c e p t a b l e .  *' Westem's e n d - o f - t e s t - y e a a  c a p i t a l  s t r u c t u r e  

is v e r y  c o n s e r v a t i v e .  The Commission w i l l  t a k e  this i n t o  

c o n s i d e r a t i o n  when d e t e r m i n i n g  t h e  r e q u i r e d  n e t u n n  on common 

e q u i t y .  

l9 Response t o  the Commiss ion ' s  F i n s t  I n f o r m a t i o n  Reques t ,  
Item NO. 15b. 

2o Freeman Tes t imony ,  page 24. 

T.E. , page 2738 21 
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cost of Debt 

Mr. Larson p r o p o s e d  an 11.44 percent cost  fo r  long-term d e b t  

The cost  of short-  a n d  a 9 . 3 3  pepcen t  cost for short-term d e b t .  2 2  

term d e b t  was b a s e d  an t h e  end-o f - t e s t -yea r  pr ime rate. 23 

H r ,  Freeman recommended an 1 1 . 4 4  p e r c e n t  cost f o r  l o n g - t e r n  
24 d e b t  and an 8 . 5  p e r c e n t  cost  far short-term d e b t .  

The Commission is of t h e  opinion t h a t  an 11.44 percent  c o s t  

for? l o n g - t e r n  d e b t  and a n  8.5 p e r c e n t  cost  fo r  short-term d e b t  are 

r e a s o n a b l e .  The average prime r a t e  for the 12 months ended 

August 31, 1986, was 7.9 p e r c e n t .  25 An 8 . 5  p e r c e n t  cos t  for 

s h o r t - t e a m  d e b t  will adequately compensate  Wes tean  for its short- 

team i n t e r e s t  e x p e n s e  plus r e q u i r e d  commitment f e e s .  

R e t u r n  o n  Equ i ty  

NT. Larson recommended a 15.5 p e n c e n t  rate of r e t u x n  on corn- 
( 

mon e q u i t y  based  on  a d i s c o u n t e d  cash flow ("DCF")  analysis, a 

c o m p a r a b l e  e a r n i n g s  a n a l y s i s  and a r i s k  premium a n a l y s i s .  26 Mr. 

Laason selected 10 u t i l i t i e s  t h a t  he c o n s i d e r e d  t o  be of 

comparable r i s k  t o  Western. H e  t h e n  pe r fo rmed  a DCF analysis for 

t h a t  group.  From t h e  10-company group, he selected 5 e x c l u s i v e l y  

gas u t i l i t i e s  and performed a DCF analysis for t h a t  g roup .  For 

2 2  E x h i b i t  6, page 

23 Response t o  t h e  
Item No. 1521. 

2. 

Commiss ion ' s  F i r s t  I n f o r m a t i o n  Request, 

2 4  Freeman Tes t imony ,  page 26. 

25 F e d e r a l  Resewve S t a t i s t i c a l  Release. 

26 Lanson Tes t imony ,  pages 9-10. 
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his comparable earnings analysis, MK. Larson looked at earned 

returns for a group of 2 0  utilities, a group of 5 gas utilities 

and f o r  selected industries. 27 

The Commission is of the opinion that Mr. Larson has over-  

stated the required rate of return on common equity for Western. 

In his DCF analysis of the 10-company group, Mr. Laxson used a 5- 

year average dividend yield. M a r .  Larson used a 4-year average 

dividend yield in his DCF analysis of the 5-company group. How- 

ever, the average dividend yields have been declining since 1 9 8 2  

and at the time of the hearing, the average dividend yields were 

less than 6 . 2 5  percent. '* Clearly,  M r .  Laason's average dividend 

yields are not sensitive enough to current market conditions and a 

lower expected dividend yield is appropriate. ( 

Mr. Larson included a 5 percent flotation cost adjustment in 

h i s  DCF determined return on equity, MI?. tarson angued that a 

flotation cost adjustment was necessary even though Western does 

not sell common equity publicly. 29 The Commission remains 

unconvinced. Western's ratepayers should not be required to pay 

for flotation costs that were n o t  incurred by the company. Mr. 

Lamon's flotation cost  adjustment contributes to the 

oveastatement of Western's required return on equity. 

27 - Ibid., pages 16-57, 

28 

29 
T.E., pages 184-186. 

Larson Rebuttal Testimony, Page 9. 
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A comparable earnings analysis can provide a useful check of 

the required rate of return on equity. However, the Commission is 

not convinced that simply looking at the earned returns of unregu- 

lated industrial firms, without making adjustments f o r  risk dif- 

ferences, a s  Mr. Larson has done, is appropriate. Similarly, ~ r .  

Lagson's 20 selected utilities are prrimarrily electric and tele- 

phone utilities.30 Again, Mr. Larson looked at earned returns 

without making any adjustments for risk differences between gas, 

electric and telephone utilities. The Commission also notes that 

earned xetuans  on equity do not necessarily equate to expected or 

required returns on equity. As an example, the average earned 

return on equity for Hr. Laason's S-company group was only 9.6 

percent in 1983. 31 ( 

The Commission also has reservations regarding the validity 

and usefulness of Ma. Larson's risk premium analysis. The spread 

between the expected Peturn on equity and the yield on bonds can 

be volatile over time and is difficult to quantify. 

ME. Freeman recommended a 12 percent rate  of return on common 

equity based on a DCF analysis, a compaPable earnings analysis and 

a risk premium analysis. 32 MY, FFe€?man performed a DCP analysis 

for the Moody's 9 Gas Distribution Companies. For his cornpagable 

- -  

30 

31 

32 Freeman Testimony, page 38 .  

Laxson Testimony, Exhibit I, page 16. 

-* Ibid ' page 15. 
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e a r n i n g s  a n a l y s i s ,  Mr. Freeman looked  a t  ea rned  r e t u r n s  f o r  40 

i nd  u s  t r i es  . 3 3  

The  Commission is of t h e  o p i n i o n  t h a t  M r .  Freeman h a s  under- 

s t a t e d  . t h e  r e q u i r e d  r a t e  of r e t u r n  on common e q u i t y  f o r  Western. 

In h i s  DCF a n a l y s i s ,  Mr. Freeman used an 8 p e r c e n t  a v e r a g e  current  

d i v i d e n d  y i e l d .  Messrs. L a r s o n  and Freeman b o t h  erred i n  t h e i r  

a p p l i c a t i o n s  of t h e  DCF model. The DCF model c a l l s  for an 

expec ted  d i v i d e n d  y i e l d  r a t h e r  t h a n  a c u r r e n t  d iv idend  y i e l d .  

I n  i ts b r i e f ,  t h e  AG s t a t ed  t h a t  t h e  current  d i v i d e n d  y i e l d  

r a the r  t h a n  t h e  e x p e c t e d  d i v i d e n d  y i e l d  was a p p r o p r i a t e  because  

t h e  Moody's 9 Gas D i s t r i b u t i o n  Companies decreased t h e i r  d i v i d e n d s  
3 4  a l m o s t  10 p e r c e n t  from September  1985 t o  September 1986. 

However, t h e  Commission notes t h a t  if f i n a n c i a l l y  distressed 

N I C O R ,  I n c . ,  is removed from t h e  a v e r a g e ,  the a v e r a g e  d i v i d e n d  

i n c r e a s e s  by a p p r o x i m a t e l y  7 p e r c e n t  from September 1985 t o  

Septembe r 1 9  8 6 35 Clearly,  t h e  AG's argument  a g a i n s t  an expec ted  

d i v i d e n d  y i e l d  is incorrect. By u s i n g  a c u r r e n t  d i v i d e n d  y i e l d  

ra ther  t h a n  t h e  a p p r o p r i a t e  e x p e c t e d  d i v i d e n d  y i e l d ,  M r .  Freeman 

h a s  u n d e r s t a t e d  t h e  DCF determined cost of e q u i t y .  

f 

33 I b i d . ,  page  31. 

3 4  B r i e f  of t h e  AG, page 4 .  

- 

35 The Value L i n e  Inves tment  S u r v e y ,  July  11, 1986, and The 
Wall St reet J ourna l ,  September  1985 th rough September  
1986. 
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MF. Freeman estimated a 3.5 to 4 percent growth component for 

h i s  DCF analysis. 36 The Value Line Investment SuEvey estimated a 

5 . 2  percent average earnings growth rate for  the Moody's 9 Gas 

Distribution C~mpanies.~' The Commission is of the opinion that 

MP. Freeman's growth component is too low. 

The Commission also has reservations regarding Nr.  Freeman's 

comparable earnings analysis. He has looked at the earned returns 

of a large, divelrse group of mostly unregulated firms. The 

Commission is inclined to agree with Ma. Larson that many of t h e  

firms included in Mu. Freeman's comparable earnings analysis are 

i n  poor financial condition, 38 As stated previously, eanned 

xetuans on equity do not necessarily equate to expected or 

required returns on equity. Finns used in a comparable earnings 

analysis must be selected with care and appropriate adjustments 

for risk differences must be made, The Commission is of the 

opinion t h a t  the extreme diversity and the questionable financial 

condition of some of the firms has diminished the reliability and 

u s e f u l n e s s  of M r .  Freeman's comparable earnings analysis. 

I 

Finally, the Commission has xesesvations regarding the 

validity and usefulness of Ma. Freeman's risk premium analysis. 

His risk premium analysis suffers from the same flaws as does Mn. 

36 

37 T . E . ,  page 225,  
38 

Freeman Testimony, Exhibit 1, page 16. 

Urson Rebuttal Testimony, page 8. 
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I n  i t s  b r i e f ,  t h e  AG s t a t e d  t h a t  d e f l a t i o n  h a s  occurred for 

s e v e r a l  months i n  1986. 39 C u r r e n t  economic  cond i t ions  a re  always 

c o n s i d e r e d  when d e t e s m i n i n g  t h e  a p p r o p r i a t e  ra te  of re turn  o n  

e q u i t y .  However, the Commission notes t h a t  t h e  a n n u a l i z e d  r a t e  of 

i n f l a t i o n  (as  measured by the CPI-U) h a s  n e v e r  been n e g a t i v e  in 

1986  ox d u r i n g  t h e  t e s t  year. 4 0  T h e r e f o r e ,  a f t e r  cons ideg ing  a l l  

of the e v i d e n c e ,  i n c l u d i n g  c u r r e n t  economic c o n d i t i o n s ,  t h e  

Commission is of the o p i n i o n  t h a t  a range of returns o n  e q u i t y  of 

13 .25  to  14 .25  p e r c e n t  is f a i r ,  j u s t  and r e a s o n a b l e .  C a p i t a l  

costs  have b e e n  d e c l i n i n g  a s  reflected i n  the h i g h  market to  book 

aatios of t h e  Moody's 9 Gas D i s t r i b u t i o n  Companies. 41 T h i s  r a n g e  

o f  r e t u r n s  also reflects W e s t e r n ' s  h i g h l y  c o n s e r v a t i v e  c a p i t a l  

s t r u c t u r e .  A n e t u r n  on e q u i t y  i n  t h i s  r a n g e  w i l l  not o n l y  allo: 

W e s t e r n  t o  a t t r a c t  c a p i t a l  a t  r e a s o n a b l e  costs  t o  i n s u r e  c o n t i n u e d  

service and p r o v i d e  f o r  n e c e s s a r y  e x p a n s i o n  to  meet f u t u r e  

r e q u i r e m e n t s ,  b u t  a lso will r e s u l t  i n  t h e  lowest r e a s o n a b l e  cost  

t o  the ratepayer. A r e t u r n  on commun e q u i t y  of 13.75 p e r c e n t  w i l l  

allow Westem to a t t a i n  t h e  above  o b j e c t i v e s .  

Rate of R e t u r n  Summary 

Apply ing  rates of 13.75 p e r c e n t  for common e q u i t y ,  11.44 pe r -  

c e n t  for l ong- t e rm debt  and  8 . 5  p e r c e n t  for s h o r t - t e r m  d e b t  t o  the 

c a p i t a l  s t r u c t u r e  approved  h e r e i n  p r o d u c e s  a n  o v e r a l l  cost  of 

39 

40  

4 1  

Blrief of the AG, page 3. 

Bureau of Labor S ta t i s t i c s ,  Consumer Price Index. 

T . E . ,  pages 186-187. ._ ,.g - r- i - -  
r- c 
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c a p i t a l  of  1 2 . 4 8  p e r c e n t .  The a d d i t i o n a l  r e v e n u e  g r a n t e d  herein 

w i l l  p r o v i d e  a r a t e  of  r e t u r n  on n e t  i n v e s t m e n t  of 10 .42  p e r c e n t .  

The Commission f i n d s  t h i s  o v e r a l l  cost of c a p i t a l  t o  b e  f a i r ,  j u s t  
-.- 

and r e a s o n a b l e .  

- REVENUE REQUIREMENTS 

The Commission h a s  d e t e r m i n e d  t h a t  W e s t e r n  n e e d s  a d d i t i o n a l  

a n n u a l  o p e r a t i n g  income of $ 8 8 2 , 2 0 2  t o  p r o d u c e  a r a t e  of r e t u r n  of 

13.75  percent on common e q u i t y  based  o n  t h e  a d j u s t e d  h i s t o r i c a l  

t e s t  y e a r .  A f t e r  t h e  p r o v i s i o n  f o r  s t a t e  a n d  f e d e r a l  income t a x e s  

t h e r e  is an o v e r a l l  r e v e n u e  d e f i c i e n c y  o f  $1 ,761 ,410  which  is t h e  

a d d i t i o n a l  amount  of r e v e n u e  granted h e r e i n .  The n e t  operat ing 

income r e q u i r e d  t o  allow Western  t h e  oppor tun i ty  to pay  i t s  

o p e r a t i n g  e x p e n s e s  and  f i x e d  costs and h a v e  a reasonable amount 
r 

for  e q u i t y  g rowth  is $7,079,318.  T h i s  l e v e l  of o p e r a t i n g  income 

w i l l  p r o v i d e  a rate of r e t u r n  on n e t  o r i g i n a l  cost  of 10.42 pe r -  

cen t  and  an  o v e r a l l  r e t u r n  on t o t a l  c a p i t a l i z a t i o n  of 12.48 

percent. 

The r a t e s  and c h a r g e s  i n  Appendix A are d e s i g n e d  t o  produce 

g ross  o p e r a t i n g  r e v e n u e  of $151,571,592, which r e f l e c t s  t h e  rol l -  

i n  of a l l  p u r c h a s e d  gas a d j u s t m e n t s  a p p r o v e d  t h r o u g h  Case No. 

8 8 39-DD 

RATE DESIGN AND REVENUE ALLOCATION 

Western proposes to  combine r a t e  classes (3-2 and G-3 and 

a d j u s t  t h e  rates charged to  those calculated i n  its cost of serv- 

ice study. The Commission p r e f e r s  a more gradual  t r a n s i t i o n  t o  

c o s t - b a s e d  ra tes  t h a n  Western has  p r o p o s e d ,  and,  a s  i t e r a t e d  

h e r e i n ,  h a s  some o b j e c t i o n s  t o  Western's p a r t i c u l a r  c o s t  of 
.. 
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s e r v i c e  s tudy .  W e  age l  t h e r e f o r e ,  of t h e  o p i n i o n  t h a t  the f i r s t  

move toward cost  of S e r v i c e  r a t e s  will be betterr ach ieved  by 

m a i n t a i n i n g  t h e  c u r r e n t  r a t e  s t r u c t u r e ,  and a d j u s t i n g  t h e  revenue  

a l l o c a t i o n  so t h a t  a l l  of t h e  a p p r o x i m a t e l y  $3,565,000 d i f f e r e n c e  

be tween normal ized  and p roposed  o p e r a t i n g  r e v e n u e s  is a l loca ted  t o  . 

t h e  G-1 ra te  c lass .  F u r t h e r ,  a p p r o x i m a t e l y  $ 1 , 8 4 6 , 0 0 0  s h o u l d  be 

s u b t r a c t e d  from the r e v e n u e  r e q u i r e m e n t s  borne by t h e  G-2 a n d  G-3 

ra te  c l a s s e s ,  T h i s  w i l l  r e s u l t  i n  lower commodity and  tEanspor t a -  

t i o n  n a t e s  for these  cus tomers ,  Approximate ly  $50 ,000  o f  t h e  

i n c r e a s e  w i l l  be r e c o v e r e d  through h i g h e r  r e c o n n e c t i o n  and i n s u f -  

f i c i e n t  funds  charges, 

The Commission's d e n i a l  of Wes tean ' s  proposed r a t e  s t r u c t u r e  

i n c l u d e s  the p r o p o s e d  demand c h a r g e  to be i n s t i t u t e d  for t h d  

p r o p o s e d  combina t ion  6-2 r a t e  c l a s s ,  The Commission fee ls  t h a t  t o  

l e v e l  a demand c h a n g e  s o l e l y  on users of f i r m  s e a v i c e  is to  i g n o r e  

t he  b e n e f i t s  of re l iab le  s u p p l y  to  i n t e r r u p t i b l e  cus tomers  that 

p u r c h a s e  l a a g e  q u a n t i t i e s  of g a s  w i t h  few incidences o f  i n t e m u p -  

t i o n .  U n t i l  Wes te rn  makes a r e a l i s t i c  a s s e s s m e n t  of t h e  i n t e r r u p -  

t i b l e  cus tomers '  b e n e f i t  from demand o n  a n  a n n u a l  basis, a d j u s t e d ,  

of c o u r s e ,  for  t h e  risk of i n t e r r u p t i o n ,  t h e  Commission will not 

a p p r o v e  a demand charge for a n o t h e r  rate class. 

I n  c o n s i d e r i n g  Western's p r o p o s a l s  for increases i n  cus tomer  

charges  and fees, the Commission a g a i n  p m f e n s  t o  a d h e r e  to 

g r a d u a l i s m  and c o n t i n u i t y  i n  ra te-making.  The i n c a e a s e  i n  t h e  G - 1  

r e s i d e n t i a l  customer c h a r g e  fzom $1.93 t o  $ 5  is  too ab rup t  and 

extreme a change;  i n  order t o  a v o i d  r a t e  shock  and y e t  move i n  t h e  

d i r ec t ion  of cas t  of service,  t h i s  c h a r g e  s h o u l d  be raised t o  $3. 
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The c h a r g e  for n o n - r e s i d e n t i a l  G-1 c u s t o m e r s  s h o u l d  be r a i s e d  from 

$ 4 . 5 3  to  $8. Because t h e  p r e s e n t  r a t e  s t r u c t u r e  is be ing  

zretained, there  w i l l  be no cus tomer  c h a r g e  approved  f o r  r a t e s  G-2 

or G-3. Of t h e  f e e  i n c r e a s e s  p r o p o s e d ,  t h e  i n c r e a s e  i n  t h e  i n s u f -  

f i c i e n t  f u n d s  c h a r g e  from $ 5  to  $10 a p p e a r s  n e a s o n a b l e .  Increas- 

i n g  t h e  reconnect .  change t o  $25, however ,  is d ispr ropoKt iona te  w i t h  

t h e  approved  n e s i d e n t i a l  cus tomer  change  i n c r e a s e ;  t h e  reconnect 

c h a r g e  s h o u l d  be ra i sed  t o  $20. As i n  t h e  case of t h e  cus tomer  

charge,  t h i s  w i l l  move toward a cost-based c h a r g e .  A $20 change 

s h o u l d  p r o v i d e  a s u f f i c i e n t  economic d i s i n c e n t i v e  for customers 

who go on and o f f  t h e  sys t em f r e q u e n t l y .  

Tony M a r t i n ,  who nepFesen ted  t h e  i n t e n v e n o a ,  Eska Coats, 

proposed t h a t  c u s t o m e r s  who are r e c o n n e c t e d  p u r s u a n t  t o  807 KAR 

5:008, W i n t e r  Handship  Reconnec t ion ,  s h o u l d  n o t  be  cha rged  a $25  

n e c o n e c t  fee. The Commission is of t h e  o p i n i o n  t h a t  a r e c o n n e c t  

f e e  is a n  a p p r o p r i a t e  c h a a g e  t o  s u c h  cus tomexs .  However, t h e  

a d d i t i o n  o f  a r e c o n n e c t  f e e  to t h e  b a l a n c e  owed s h a l l  n o t  a f f e c t  

t h e  r e q u i r e m e n t s  of 807 KAR 5:008, S e c t i o n  1(2), whereby t h e  

c u s t o m e r  is r e q u i r e d  t o  pay o n e - t h i r d  of t h e  o u t s t a n d i n g  b i l l  OH 

$200, wh icheve r  is less. 

Western  has pxroposed a q u a r t e r l y  GCA mechanism to  be  used  i n  

p lace  of its p r e s e n t  p u r c h a s e d  g a s  a d j u s t m e n t  c l a u s e .  The 

proposal is c o n s i s t e n t  w i t h  o t h e r s  f i l e d  and  approved  by t h i s  

Commission a n d  s h o u l d  b e  approved  w i t h  two e x c e p t i o n s :  t h e  

separate  demand component and the i n c e n t i v e  f a c t o r ,  As h a s  b e e n  

said p r e v i o u s l y ,  t h e  demand component p roposed  a e c o g n i z e s  n o  

demand cost i n c u r r e d  by t h e  company in s e r v i n g  i n t e r r u p t i b l e  
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cus tome cs . These customers would receive free benefits from 

Western's long-term contracts and res ident ia l  and  commercial 

customers wou ld  bear a n  u n f a i r  burden of  demand costs ,  The 

incentive mechanism is a l so  unfair because i t  provides only 

potential  g a i n  to Western w i t h  no potential  loss. The Commission 
4 2  is  of the opinion that  the Order i n  Administrative Case No. 297 

and the forces of competition create su f f i c i en t  incentive €or 

Western to make the most economical purchases possible. The  

Commission w i l l  consider future incentive mechanisms that provide 

fo r  r i s k  of loss ,  as  well as potential gain to  Western. 

COST OF SERVICE STUDY 

The Commission commends Western for f i l i n g  a cost of service 

s t u d y  i n  t h i s  case. T h i s  cost of service s t u d y  is t h e  f i r ' s t  

attempt by a gas company in the  s t a t e '  t o  a l locate  costs based on 

cost  causation principles.  As indicated in Administrative Case 

No. 297,  the Commission wants to have cos t  of service studies 

submitted by the C las s  A local dis t r ibut ion companies. 

Intervenors i n  t h i s  case raised questions about t h e  large 

s h i f t  of costs to t h e  res ident ia l  and commercial customers. The 

Commission also shares t h i s  concern. The Commission is not 

convinced these costs are j u s t i f i ed  by the principles of cost 

causation. 

4 2  An Investigation of t h e  Impact of Federal Policy on Natural 
Gas t o  Kentucky Consumers and Suppliecs, dated September 30, 
1986. 
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The Commission cannot fully accept the cost of service study 

as submitted by Western. The increase in rates €or the residen- 

tial and commeacial customers is too laage due to questionable 

allocation of costs.  

The use of the minimum size concept in allocating distaibu- 

tion costs raises concerns, Although Western may consider this 

allocation appropriate from a strict engineering pewspective the 

Commission does not think this allocation method distributes c o s t s  

correctly among customer classes. In the opinion of the Comis- 

sion an allocation method that places more weight on the volume of 

sales transported would be more appropriate, A volumetric allo- 

cator should have been considered to distribute the costs of the 
distribution sys tern. f 

Volume of sales should play a larger pole in the allocation 

of costs. Cost allocation on a strict volume b a s i s 4 3  (rather than 

Western's method) would reveal that Western's residential 

customers were aesponsible for 33.6 percent of Western's test-year 

sales volumes, yet contributed 42.2 percent to long-run overhead 

for the same period. And, under the proposed rates residential 

customers would contribute 68.4 percent toward long-run overhead 

costs. By the  saae token under a volume based cost allocation, 

t h e  industrial class is responsible for 47.6 percent of the system 

sales, yet is allocated 37.1 percent of t h e  overhead costs for t h e  

4 3  Brief of t h e  AG, page 11. 
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test year. These figures raise questions about the cost alloca- 

t i o n s  to residential and commercial customers. 

Use of the design day concept in allocating certain cate- 

gories results in an interruptible customer receiving a faee ride 

when he may not actually be curtailed. T h i s  study assumes that 

demand characteristics in system design ane only the function of 

d e s i g n  to meet a single (and hypothetical) system peak design day, 

and allocates demand costs on that basis. (Legal Services 1st 

Request, No. 13). 4 4  Such a study is clearly the least favorable 

possible approach for the residential class, as it measures their 

contribution to demand only at that single point where it is the 

highest relative to other classes. 

O n  the other hand, interruptible customers are allocated - nb 

demand costs for their interruptible use, because they may be 

inteFrupted at a time of very high demand on the system, These 

interruptible volumes a m  considerable at other times, and are 

provided free of any charge f o r  the demand component of facilities 

that are necessary for the provision of sexvice. The contrast in 

assumptions is striking. Given such basic assumptions, it is not 

sunpsising that the residential class comes out poorly in 

Western's cost  of service study. 

These adjustments would result in more representative alloca- 

tion of resources over the long run. The Commission is concerned 

t h a t  the rates based on Western's cost allocation study would 

4 4  Brief on Behalf of Eska Coats, page 4. 
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r e s u l t  i n  less e f f i c i e n t  use of resources by  e s t a b l i s h i n g  an 

a r t i f i c i a l l y  low ra t e  for i n d u s t r i a l  customers. 

C o s t  of  s e r v i c e  s t u d i e s  i n  t h e  f u t u r e  s h o u l d  i n c l u d e  e v a l u a -  

t i o n  o f  a l t e r n a t i v e  methods  of cost  a l loca t ion  s u c h  a s  t h e  “peak  

and a v e r a g e ”  method of cost  a l l ~ c a t i o n . ~ ’  More i n f o r m a t i o n  on t h e  

sources of d a t a  s h o u l d  a l so  be i n c l u d e d .  A more d e t a i l e d  

e x p l a n a t i o n  of t h e  a s s u m p t i o n s  used i n  deve lop ing  t h e  c o s t  

a l loca t ion  s h o u l d  be  s u b m i t t e d .  I t  is n o t  s u f f i c i e n t  to  s a y  t h a t  

a c e r t a i n  methodology h a s  been used for y e a i s .  

POTENTIAL BYPASS 

T h e  Commission h a s  reviewed W e s t e r n ’ s  s t u d y  of b y p a s s  poten-  

t i a l  which looked  only  a t  payback on p i p e l i n e  i n s t a l l a t i o n  and 

tap-on costs. The Commission r e a l i z e s  t h a t  t h i s  report was 

g e n e r a t e d  p r i m a r i l y  for i n t e r n a l  use . To d e t e r m i n e  economic 

b y p a s s  for a customer there  a re  a number of o t h e r  v a r i a b l e s  

Western  s h o u l d  consider. 

f 

W e s t e r n ’ s  study d i d  c o n s i d e r  t h e  n e c e s s a r y  p i p e l i n e  s i z e  and 

l e n g t h  r e q u i r e d  to c o n n e c t  to t h e  n e a r e s t  i n t e r s t a t e  p i p e l i n e .  

The costs  of equ ipmen t  to  t a p  o n t o  t h e  i n t e r s t a t e  p i p e l i n e  were 

a l s o  c o n s i d e r e d .  

4 5  N a t i o n a l  R e g u l a t o r y  Resea rch  I n s t i t u t e  Q u a r t e r l y  
B u l l e t i n ,  V o l u m e  7, Number 4 ,  O c t o b e r ,  1986,  page 453.  
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The Commission encourages Western to do a thorough study to 

estimate economic b y p a s s .  Other Eactors that should be considered 

include the following: 46 

Environmental problems associated with tap-on 

Comparison of bypasser connection cost with local 
distribution companies ( " L D C s " )  connection cost 

Estimate of fixed cost per Mcf for connection at aver- 
age, and at maximum and minimum consumption 

Comparison of LDCs estimated future price increases with 
those of bypass supplier 

Current cost of gas as a percentage of product or serv- 
ice price 

Comparison of cost of LDC gas and bypass gas as percent- 
age of total cost 

industry average 
Estimate of unit cost of plant's product or service with I 

Cornparison of growth rate of the industry with growth 
rate for all industry or the economy 

Examination of these factors along with pipeline construction 

and tap-on costs would give Western a more realistic estimate of 

bypass potential. A more realistic estimate is needed i n  the 

Commission's opinion to justify additional services targeted at 

keeping large customers on the system. 

Western's examination of only two cost factors results in 

overstating t h e  bypass potential. 

'' National Regulatory Research Institute,. The Bypass of Local 
Gas Distribution Utilities - How Can You T e l l  I f  It Is For - Real, August, 1986, pages 18 to 20. 
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SUMMARY 

The Commission, a f t e r  cons idera t ion  of t h e  evidence of r e c o d  

and being a d v i s e d ,  is of t h e  o p i n i o n  and  f i n d s  t h a t :  

1. The ra tes  proposed by Western would  produce revenue i n  

excess of t h a t  found  r e a s o n a b l e  h e r e i n  and  s h o u l d  be denied upon 

a p p l i c a t i o n  of KRS 278.030. 

2. The ra tes  of r e t u r n  g r a n t e d  h e r e i n  are f a i n ,  j u s t  and 

Heasonable  and w i l l  p r o v i d e  for t h e  f i n a n c i a l  ob l iga t ions  of 

Western with a r e a s o n a b l e  amount r e m a i n i n g  for e q u i t y  growth.  

3. The r a t e s  i n  Appendix A a r e  t h e  f a i r ,  j u s t  and neason- 

able ra tes  f o x  Weste rn  and w i l l  p r o d u c e  gross annua l  o p e r a t i n g  

r e v e n u e s  of a p p r o x i m a t e l y  $151,571,592.  

I T  fS THEREFORE ORDERED t h a t :  

1. The n a t e s  i n  Appendix A be and t h e y  hereby  are approved  

( 

for s e r v i c e  r e n d e r e d  by Western on  a n d  a f t e r  November 1, 1986. 

2. The rates proposed  by Wes te rn  be and t h e y  hereby  are  

d e n i e d .  

3, W i t h i n  30 d a y s  from t h e  date o f  this Oadea, Western 

s h a l l  f i l e  w i t h  t h i s  Commission i t s  revised t a r i f f  s h e e t s  s e t t i n g  

out t h e  ra tes  a p p r o v e d  h e r e i n .  
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ATTEST: 
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Ex’ecut i v e  Di aec t@u 



A P P E N D I X  

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 9556 DATED 10/31/86 

The f o l l o w i n g  r a t e s  and c h a r g e s  a r e  p r e s c r i b e d  f o r  t h e  

c u s t o m e r s  in t h e  a rea  s e r v e d  by Western Kentucky Gas Company. A l l .  

o t h e r  r a t e s  and charges n o t  s p e c i f i c a l l y  ment ioned  h e r e i n  s h a l l  

r e m a i n  t h e  same as those i n  e f f ec t  unde r  a u t h o r i t y  of t h i s  

Commission p r i o r  to  t h e  e f f e c t i v e  d a t e  of t h i s  O r d e r .  T h e s e  r a t e s  

c o n t a i n  a l l  r a t e  c h a n g e s  t h r o u g h  Case No. 8839-DD. 

GENERAL S E R V I C E  RATE G - 1  

Rate - N e t :  

Base Charge $3.00 p e r  meter p e r  month  for 
r e s i d e n t i a l  service 

$8.00 p e r  meter per month for 
n o n - r e s i d e n t i a l  s e r v i c e  

f 

Commodity Charge $ 3 . 8 9 2 6  p e r  1 ,000 cubic f e e t  

Gas Cost Adjustment  C l a u s e  (GCA): 

a c c o r d a n c e  w i t h  the p r o v i s i o n s  of t h e  GCA. 
The ra tes  s p e c i f i e d  h e r e i n  are subject to r e v i s i o n  in 

Character of S e r v i c e :  

p e r  cubic  foot (saturated b a s i s ) .  
N a t u r a l  g a s  h a v i n g  a h e a t  c o n t e n t  of a p p r o x i m a t e l y  1 ,000  Btu 

Spec i a 1  P r o v i s i o n s  : 

Reconnect ion  charge s h a l l  be $20.00. Charge for read-in 
r e a d - o u t  s h a l l  be  $7.50. 

A c h a r g e  of $10.00 s h a l l  b e  made for e a c h  check r e t u r n e d  for 
i n s u f f i c i e n t  funds. 



INTERRUPTIBLE SERVICE RATE (3-2 

Interruptible Service: 

shall be billed at $3.5778 per 1,000 cubic feet. 
All gas used per month in excess of the high priority service 

Gas Cost Adjustment Clause: 

The r a t e s  specified herein are subject to mvision in 
accordance with the provisions of the gas cost adjustment clause. 

LARGE VOLUME INTERRUPTIBLE SERVICE RATE G-3 

Interruptible Service: 

All gas used per month in excess of the high priority service 
shall be billed at $3.4078 per  1,000 cubic feet. 

GAS COST ADJUSTMENT CLAUSE 

Applicable to: I 

Gas tariffs in effect for the entire service area of the 
company as designated in the particular tarif€. 

Gas Cost Adjustment (GCA):  

( A )  The company shall file a quarterly report with the 
Commission which shall contain an updated gas cost adjustment 
(GCA) at least thirty ( 3 0 )  days prior to the beginning of each 
quarrter. The GCA shall become effective €or meter readings on and 
after the first day of each quarter. 

(B) "Quarter" means each of the four ( 4 )  three-month periods 
of (1) August, September and October; ( 2 )  November, December and 
Januaxy; ( 3 )  February, March and April; and ( 4 )  May, June and , 
July. 

Determination of GCA: 

The monthly amount computed under each of the rate schedules 
to which this GCA is applicable shall be incneased or decreased at 
a rate per Mcf calculated for  each three-month period in 
accordance with the following fomnula as applicable to each rate 
class: 

GCA =II (€GC - BCOG) t GCAA + GCBA + RP 
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Where: 
EGC is t h e  e x p e c t e d  a v e r a g e  cost  p e r  Mcf of  g a s  supply which  

r e s u l t s  from t h e  a p p l i c a t i o n  o f  s u p p l i e r  rates c u r r e n t l y  i n  e f f e c t  
o r  r e a s o n a b l y  e x p e c t e d  t o  b e  i n  e f f e c t  d u r i n g  t h e  q u a r t e r ,  b a s e d  
o n  p u r c h a s e d  vo lumes  f o r  t h e  most r e c e n t :  a c t u a l  12-month p e r i o d ,  
n o r m a l i z e d  f o r  weather,  t r a n s p o r t e d  v o l u m e s  or a n y  o ther  volume 
a d j u s t m e n - t s .  Such  a d j u s t m e n t s  a re  n e c e s s a r y  i n  o r d e r  f o r  t h e  GCA 
to  t r a c k  a s  a c c u r a t e l y  a s  p o s s i b l e  t h e  a c t u a l  gas  costs i n c u r r e d  
d u r i n g  t h e  e f f e c t i v e  quarter.  

EGC is composed of t h e  f o l l o w i n g :  

( A )  E x p e c t e d  t o t a l  gas p u r c h a s e s  a t  t h e  f i l e d  r a t e s ,  or 
r e a s o n a b l y  e x p e c t e d  r a t e s ,  of company ' s  w h o l e s a l e  s u p p l i e r s  of 
n a t u r a l  g a s ,  p l u s  

( € 3 )  O t h e r  g a s  p u r c h a s e s  for  s y s t e m  s u p p l y ,  p l u s  

(C) Gas p u r c h a s e s  f r o m  loca l  p r o d u c e r s  a t  t h e  c u r r e n t  ra te ,  

(D) Gas p u r c h a s e s  e x p e c t e d  t o  b e  i n j e c t e d  i n t o  u n d e r g r o u n d  
storage, plus 

[ E )  P r o j e c t e d  u n d e r g r o u n d  s torage w i t h d r a w a l s  a t  t h e  a v e r a g e  
u n i t  cost o f  w o r k i n g  g a s  c o n t a i n e d  t h e r e i n ,  plus 

m i n u s  

f 

( F )  P r o j e c t e d  p r o p a n e  vo lumes  u s e d  for p e a k - s h a v i n g  a t  t h e  
c u r r e n t  e q u i v a l e n t  p r i ce  per Mcf, minus  

(G) P r o j e c t e d  r e c o v e r y  of demand costs t h r o u g h  
t r a n s p o r t a t i o n  t r a n s a c t i o n s ,  p l u s  (o r  m i n u s )  

(HI Change i n  d e f e r r e d  gas,  m i n u s  

( I )  Company u s e .  

BCOG is t h e  base cos t  of g a s  p e r  Mcf e s t a b l i s h e d  i n  company ' s  
r a t e  case e f f e c t i v e  June 1, 1986. 

GCAA is t h e  gas  cost a c t u a l  a d j u s t m e n t  p e r  Mcf w h i c h  
c o m p e n s a t e s  for  t h e  d i f f e r e n c e  between t h e  expected gas cos t  and 
t h e  a c t u a l  gas cost  for t h e  s e c o n d  q u a r t e r  p r e c e d i n g  t h e  q u a r t e r  
f o r  w h i c h  t h e  most r e c e n t  q u a r t e r l y  report is f i l e d .  

GCBA is t h e  gas  cost b a l a n c e  a d j u s t m e n t  p e r  Mcf wh ich  
c o m p e n s a t e s  f o r  any under -  or over-collection which  h a s  occurred 
a s  a r e su l t  of p r i o r  a d j u s t m e n t s .  T h i s  GCBA w i l l  be a " t r u e - u p "  
account f o r  a l l  g a s  c o s t  ac tua l  a d j u s t m e n t s  (GCAA) a f t e r  t h e  GCAA 
h a s  been in e f f e c t  f o r  f o u r  quar ters .  The  b a l a n c e  i n  t h i s  a c c o u n t  - 
w i l l  be d i v i d e d  by  a n  estimate of sales for t h e  s u c c e e d i n g  
t h r e e - m o n t h  p e r i o d  i n  e a c h  q u a r t e r l y  f i l i n g .  
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RF is t h e  s u m  o f  a n y  r e f u n d  f a c t o r s  f i l e d  i n  t h e  c u r r e n t  a n d  
t h r e e  p r e c e d i n g  q u a r t e r l y  f i l i n g s .  The c u r r e n t  r e f u n d  f a c t o r  
r e f l e c t s  r e f u n d s  r e c e i v e d  from s u p p l i e r s  d u r i n g  t h e  r e p o r t i n g  
per iod .  The r e f u n d  f a c t o r  w i l l  be determined  by d i v i d i n g  t h e  
r e f u n d s  r e c e i v e d ,  by t h e  a n n u a l  s a l e s  u s e d  i n  t h e  q u a r t e r l y  f i l i n g  
l e s s  t r a n s p o r t e d  vo lumes .  A f t e r  a r e f u n d  f a c t o r  h a s  remained i n  
e f f e c t  f o r  f o u r  q u a r t e r s ,  t h e  d i f f e r e n c e  i n  t h e  amount  r e c e i v e d  
a n d  t h e  amount r e f u n d e d  will b e  ro l led  i n t o  t h e  n e x t  r e f u n d  
c a l c u l a t i o n .  The r e f u n d  a c c o u n t  w i l l  be o p e r a t e d  i n d e p e n d e n t l y  of 
t h e  GCBA and  o n l y  added as  a component  to  t h e  GCA i n  o r d e r  to  
o b t a i n  a n e t  GCA. In t h e  e v e n t  o f  a n y  l a r g e  o r  u n u s u a l  r e f u n d s ,  
t h e  company may a p p l y  t o  t h e  Commission for t h e  r i g h t  t o  d e p a r t  
from t h e  r e f u n d  p r o c e d u r e  h e r e i n  se t  f o r t h .  

Gas Cost A d j u s t m e n t :  

Ken tuck y . P u r s u a n t  to  a n  Orde r  o f  t h e  P u b l i c  S e r v i c e  Commission of 

Appl icable  to: 

A l l  r a t e  s c h e d u l e s .  

The base cost  o f  g a s  (BCOG) u s e d  i n  t h e  gas cos t  a d j u s t m e n t ,  

To e a c h  b i l l  r e n d e r e d  t h e r e  s h a l l  b e  added  a n  amount  e q u a l  

The b a s e  r a t e  for t h e  f u t u r e  a p p l i c a t i o n  of t h e  p u r c h a s e d  gas 

(GCA) c a l c u l a t i o n  i s  $3.0255 per Mcf, 

( to: $0.0000 p e r  Mcf 

a d j u s t m e n t  c l a u s e  of Western Kentucky  Gas Company s h a l l  be: 

T e x a s  Gas T r a n s m i s s i o n  Corp. 

Demand-1 Demand-2 Commodity G a s  Rate 

G-2 $4050 $ 0  1 1 7 5  $2.5170 -0- 

G- 3 4.77 , 1294 2.5419 -0- 

G-4 4.96 . 1388 2.5593 -0- 

T e n n e s s e e  Gas Pipeline cob 

GS-2 -0- 

Local P r o d u c e r s  -0- 

.6581/Dth 2*3587/Dth  

-0- 2.5419/Dth 
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1 COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 
* * * * * 

In the Matter of: 

CASE NO. 8839 RATE ADJUSTMENT OF WESTERN 
KENTUCKY GAS COMPANY ON NOTICE ) 

O R D E R  

June 1 0 ,  1983, Western Kentucky Gas Company ("Western") 

filed its n o t i c e  w i t h  t h e  Commission s e e k i n g  a u t h o r i t y  t o  increase k 

its rates fo r  service rendered to its c u s t o m e r s  by $6 .8  million, 

ox 3.9 p e r c e n t  over norma l i zed  t e s t  p e r i o d  r e v e n u e s ,  t o  become 

e f f e c t i v e  J u l y  1, 1983. Western s ta ted  t h a t  the a d d i t i o n a l  

revenue was necessary to pay i n c r e a s e d  wages, mater ia ls ,  and d e b t  

costs t h a t  are n e c e s s a r y  i n  order t o  p r o v i d e  a d e q u a t e  s e r v i c e  to 

its cus tomers .  I n  t h i s  O r d e r  t h e  Commission has g r a n t e d '  

a d d i t i o n a l  o p e r a t i n g  r e v e n u e s  of $ 5 , 0 9 3 , 6 2 7 .  

In order to  d e t e r m i n e  t h e  reasonableness of the r e q u e s t  for 

a d d i t i o n a l  r e v e n u e s  t h e  Commission suspended  the proposed  rate 

i n c r e a s e  until December I, 1983. W e s t e r n  was directed to  g i v e  

notice to i t s  c u s t o m e r s  of t h e  proposed rates and the schedu led  

h e a r i n g  p u r s u a n t  to  807 KAR 5:025. A mot ion  t o  i n t e r v e n e  in t h i s  

p r o c e e d i n g  was f i l e d  by t h e  Consumer Protection Division i n  the 

Office of the A t t o r n e y  . G e n e r a l  ( " A G " )  T h i s  mot ion  was g r a n t e d  

and  ho o t h e r  p a r t i e s  f o r m a l l y  i n t e r v e n e d .  

A p u b l i c  h e a r i n g  was held i n  the Commission's offices in 

) Frankfort, Kentucky,  on  Oc tobe r  11, 1983, w i t h  t h e  p a r t i e s  of 



I record represented, Briefs were filed by October 28 ,  1983, and 

-) responses to all data requests have been submitted, 

COMMENTARY 

Western is a division of Texas American Energy Corporation 

(sTAE") and provides natural gas service to approximately 137,000 

customers in western and central Kentucky. Western's primary 

pipeline suppliers are Texas Gas Transmission Corporation and 

Tennessee Gas Pipeline Company, 

TEST PERIOD 

Western proposed and the Commission has accepted the 

12-month period ending March 31, 1983, as the t e s t  period for 

determining the reasonableness of the proposed rates.  In 

utilizing the historic test period the Commission has given full 

consideration to appropriate known and measurable changes. 

VALUATION 
) 

Western presented the net original cost rate base and 

capital structure as valuation methods in this case. The 

Commission has  considered these and other elements of value in 

determining the reasonableness of the proposed rates. 

Net Original Cost 

Western proposed a test year-end jurisdictional rate base 

of $55,610,275,- '' The Commission is of the opinion that the 

proposed rate base is generally proper and acceptable for  

rate-making purposes with the following exceptions: . 

The Commission has increased the rate base by $17,618 to 

recognize 1 year's amortization of the "surplus" deferred federal 

income taxes resulting from the reduction in the corporate tax 
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rate from 48 to 4 6  p e r c e n t .  The Commission is of t h e  opinion t h a t  

a m o r t i z i n g  this s u r p l u s  over a p e r i o d  of 5 y e a r s  better i n s u r e s  

t h a t  t h e  r a t e p a y e r s  who o r i g i n a l l y  paid t h e  taxes a t  48 p e r c e n t  

will r e c e i v e  t h e  b e n e f i t  of t h e  reduced t a x  rate. The increase 

r e p r e s e n t s  t h e  d i f f e r e n c e  between the"  amount Wes te rn  amortized 

d u r i n g  t h e  tes t  y e a r  and  t h e  annua l i zed  5-year  a m o r t i z a t i o n  of 

$22,207. 

The n e t  i nves tmen t  ra te  base  has  been further a d j u s t e d  to 

reflect  t h e  a c c e p t e d  pro forma a d j u s t m e n t s  to o p e r a t i o n  and 

ma in tenance  expenses  i n  the c a l c u l a t i o n  of t h e  a l l o w a n c e  for 

working c a p i t a l .  The e f f e c t  of t h i s  a d j u s t m e n t  is to r e d u c e  rate 

base by a n  a d d i t i o n a l  $32,260. 

All o t h e r  e l e m e n t s  of t h e  n e t  o r i g i n a l  cos t  rate b a s e  have 

been  accepted as proposed  by Western.  The n e t  o r i g i n a l  cost ra te  

base devoted t o  u t i l i t y  j u r i s d i c t i o n a l  s e r v i c e  is d e t e r m i n e d  by 
1 

t h e  Commission t o  be a s  f o l l o w s :  

U t i l i t y  P l a n t  i n  S e r v i c e  
C o n s t r u c t i o n  Work i n  Progress 
Gas Stored Underground-Nan-Current 
Total U t i l i t y  P l a n t  

Add t 

Materials and S u p p l i e s  
Gas Stored Underground-Current  
P r e p a i d  G a s  Purchases-Average  
Prepayments 
Working C a p i t a l  

S u b t o t a l  

I Deduct: 

Accumulated D e p r e c i a t i o n  
Customer Advances for C o n s t r u c t i o n  
Defe r red  Income T a x e s  
Unamortized I n v e s t m e n t  Tax C r e d i t  

I S u b t o t a l  

N e t  O r i g i n a l  C o s t  Rate Base 

$ 8 2 , 0 3 6 , 0 4 3  
1,296 , 858 
1,775,865 

$85 , 108 ,766 

$ 1,659,179 

3,390,849 
251,421 

1 ,922,674 
$14,543,369 

. 7,319,246 

$36,765,172 
1,785,105 
5,286,225 

220,000 
$44,056,502 

$55,595,633 



C a p i t a l  S t r u c t u r e  

1 Western proposed  a j u r i s d i c t i o n a l  end-o f - t e s t -yea r  c a p i t a l  

s t r u c t u r e  of $51,939,751 which c o n t a i n e d  45.81 percent common 

equity, 23.45 p e r c e n t  long-term. d e b t ,  25.38  p e r c e n t  s h o r t - t e r m  

debt; and 5 . 3 6  p e r c e n t  Job Development I n v e s t m e n t  Tax Cred i t  

( ("JDIC" ) c- 2' Mr. Hugh L a r k i n ,  w i t n e s s  for t h e  AG, proposed t o  u s e  

e i t h e r  a d o u b l e  l e v e r a g e d  c a p i t a l  s t r u c t u r e  o r  t h e  c o n s o l i d a t e d  

c a p i t a l  s t r u c t u r e  for TAE as t h e  a p p r o p r i a t e  c a p i t a l  s t r u c t u r e  for 

Western. The d o u b l e  l e v e r a g e d  cap i t a l  s t r u c t u r e  c o n t a i n e d  2.24 

p e r c e n t  common e q u i t y ,  43.56 percent TAE bank loans,  23.45 p e r c e n t  

long-term debt ,  25.38 p e r c e n t  s h o r t - t e r m  deb t  and 5.37 p e r c e n t  

JDICc-3/  The December 31 , 1982,  consolidated c a p i t a l  s t r u c t u r e  fo r  

TAE c o n t a i n e d  22.71 p e r c e n t  common e q u i t y ,  66.67 p e r c e n t  long-term 

debt  and 10.62 p e r c e n t  s h o r t - t e r m  debt.- 4/ I n  its pos t -hea r ing  

b r i e f ,  t h e  AG proposed t o  u s e  t h e  consolidated c a p i t a l  s t r u c t u r e  

for Western.-  5 /  

The Commission is concerned  w i t h  t h e  h i g h  l e v e l  of 

r e l a t i v e l y  more e x p e n s i v e  common e q u i t y  i n  Wes te rn ' s  

end-o f - t e s t -yea r  c a p i t a l  s t r u c t u r e .  However, t h e  doub le - l eve raged  

and c o n s o l i d a t e d  c a p i t a l  s t r u c t u r e s  p roposed  by t h e  AG are h i g h l y  

l e v e r a g e d  and  do n o t  re f lec t  t h e  o v e r a l l  r i s k i n e s s  of Western.  

The C o m m i s s i o n  is of  t h e  o p i n i o n  t h a t  a n  u p d a t e d ,  end-of - tes t -year  

cap i t a l  s t r u c t u r e  should be adopted  for  r a t e -mak ing  pu rposes .  

T h i s - c a p i t a l  s t r u c t u r e ,  w h i c h  reflects t h e  issuance and sale by 

Wes te rn  of~$11 m i l l i o n  of f i r s t  mortgage bonds  a f t e r  t h e  test y e a r  

t o  retire short-term- deb t  ,g' is c a l c u l a t e d  as follows: 
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Amount Percent I 

Long-term Debt 
Short- term Debt 
Common Equity 

$24,306,244 46.8 
2,494,na 4.8 

2 5 , 1 3 8 , 1 5 9  4 0 . 4  

Total $51,939,751 100.0 

fn determining the capital structure the Commission has 

allocated the J D I C  of $2,783,924 to each capital component on the 

basis of the ratio of each component to the total capital 

structure excluding J D I C .  The Commission is of the opinion that 

this treatment of JDIC complies with the requirements of the 

Internal Revenue Code and insures that ratepayers receive an 

equitable share of the benefits of JDIC. 

The Commission is cognizant of the conservative nature of 

the capital structure allowed herein and will take this into 

consideration in its determination of the appropriate cost of 

equity for Western, 

REVENUES AND EXPENSES 

Western had net operating income of $4,890,202 during the 

test period. In order to reflect more current and anticipated 

operating conditions, Western proposed several adjustments to its 

test period revenues and expenses which resulted in an adjusted 

net  operating income of $3,518,597.1’ The Commission is of the 

opinion that the proposed adjustments are generally proper and 

acceptable for ratc making purposes with the following exceptions: 

Revenues Normalization‘ 

Western proposed an adjustment to increase operating 

revenues by $8,147,815 to reflect the purchased gas adjustment 
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I 
("PGA") rate i n  effect i n  Case NO. 8227-M at t h e  time the 

application was f i l e d ,  The Commission has made an a d j u s t m e n t  t o  

reduce Western's operating r e v e n u e s  by $4,135,198 i n  o r d e r  to 

reflect test  p e r i o d  sales norma l i zed  f o r  t h e  c u r r e n t  PGA ra te  as 

approved in Case No. 8227-S. 

Wea the r  Normalized Sales 

I 

, 
Western  proposed  a n  a d j u s t m e n t  t o  increase revenues  by 

$8,101,812 and pu rchased  gas expense by $6,183,534 to reflect t h e  

level of revenues and e x p e n s e  t h a t  would have  o c c u r r e d  d u r i n g  t h e  

test year under  normal weather c o n d i t i o n s .  The AG, t h rough  M r .  

L a r k i n ,  proposed a n  a d j u s t m e n t  for normal wea the r  c o n d i t i o n s  t h a t  

increases revenue  by $10,167,293 and pu rchased  gas  expense by 

$7,018 199 

The l e v e l  of h e a t i n g  s e a s o n  safes  by gas d i s t r i b u t i o n  

u t i l i t i e s  v a r i e s  g r e a t l y  depending  upon w e a t h e r  c o n d i t i o n s ,  
) 

p r i m a r i l y  t e m p e r a t u r e s .  . A h e a t i n g  degree day is t h e  measurement 

used  t o  q u a n t i f y  t e m p e r a t u r e s  a s  they re la te  to  gas sales. During 

t h e  test y e a r  Wes te rn ' s  s e r v i c e  area e x p e r i e n c e d  a r e l a t i v e l y  mild 

w i n t e r  w i t h  3,828 h e a t i n g  d e g r e e  day;. T h e  30-year a v e r a g e  number 

of degree d a y s  for W e s t e r n ' s  s e r v i c e  area, a s  compi led  by t h e  

w e a t h e r  bureau  for t h e  years  1951-1980, is 4,334. Using t h i s  

degree day  d e f i c i e n c y  of S O 6  Western d e t e r m i n e d  t h a t ,  had 

t e m p e r a t u r e s  the p a s t  w i n t e r  been normal ,  i t s  s a l e s  would have  

been.  g rea t e r  by a p p r o x i m a t e l y  1.7 m i l l i o n  Mcf and r evenues  would 

I 

have  been  g r e a t e r  by $8.1 m i l l i o n .  

M r ,  L a r k i n  c a l c u l a t e d  h i s  a d j u s t m e n t  u s i n g  a 15-year  

) a v e r a g e  number of d e g r e e  d a y s ,  compiled f o r  t h e  y e a r s  1968-1982, 
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. .  
of  4,463. In t h i s  manner Mr. Larkin determined 

tes t  year sales were understated by approximately 

due to, the mild winter, 

3 

The difference in the adjustments proposed 

that Western's 

2.1 million Mcf 

by Western and 

the AG is the number of years included in the base period used to 

determine a normal level of degree days. Hr, Larkin claims that 

climatological changes are occurring which make the colder, 

15-year period more representative of normal weather conditions. 

Western's 30-year period, which is warmer, reflects data compiled 

by the weather bureau and has been previously endorsed by the 

Commission as the standard, or uniform, period of time all gas 

utilities should use in calculating weather normalization 

adjustments .- 8/ 

Mr. Larkin claims the colder weather i s  more representative 

' of normal conditions, yet he produced no studies or reports to 

support that claim and he testified that meteorology was not his 

area of expertise./ Therefare, the Commission sees no reason to 

retract its previous approval of a 30-year base period and, taking 

notice of recent reports concerning t h e  warning of the atmosphere, 

or t h e  "Greenhouse Effect," the Commission finds even less reason 

to be persuaded by Mr. Larkin's proposal, 

) 

Therefore, the Commission has rejected Mr. Larkin's 

proposed adjustments to revenue and expense and has accepted the 

. adjustments proposed by Western. However, the Commission h a s  

modified the proposed adjustments to reflect Western's current PGA 

rate and current cost of gas, These modifications result in an 

I 
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adjustment t o  i n c r e a s e  r e v e n u e  by $7,493,897 and an a d j u s t m e n t  t o  

increase gas  cost by $5,625,350. 

Normalized Cost of Gas 

~ 

Western proposed a n  a d j u s t m e n t  t o  increase its test  y e a r  

gas cost by $12,241,797 based on  the s u p p l i e r  rates r e f l e c t e d  i n  

Case No. 8227-M. The AG proposed  an adjustment to  i n c r e a s e  

W e s t e r n ' s  cost of gas  based o n  t h e  supplier rates from Case No, 

0227-M by $9,468,419. 

T h e r e  are t w o  d i f f e r e n c e s  between t h e  a d j u s t m e n t s  proposed  

by Western  and t h e  AG: F i r s t ,  Western priced i t s  gas withdrawn 

from storage a t  t h e  c u r r e n t  commodity cost w h i l e  the  AG a p p l i e d  a n  

a v e r a g e  cost to  t h e  gas withdrawn from storage; s e c o n d ,  Western 

proposed  a n  a d j u s t m e n t  t o  i ts  d e f e r r e d  cost of g a s  based on  p r o  

forma l o s t  and unaccoun ted - fo r  g a s  of 2 p e r c e n t  w h i l e  t h e  AC made 

no a d j u s t m e n t  b u t  r e f l e c t e d  t h e  a c t u a l  t e s t  y e a r  l i n e  loss of 1.4  

p e r c e n t  , 

W e s t e r n ' s  p r o p o s a l  to p r i c e  gas withdrawn from s t o r a g e  a t  

t h e  c u r r e n t  cost of gas is, i n  e f f e c t ,  an  a t t r i t i o n  a l l o w a n c e ,  and 

one t h a t  t h e  Commission h a s  allowed i n  p r e v i o u s  cases. The ef fec t  

of t h i s  a l lowance  is to  i n c r e a s e  p r o f i t s  a s  t h e  cost of g a s  

i n c r e a s e s ,  a l t h o u g h  t h e  C o m m i s s i o n  has c o n s t a n t l y  a t t e m p t e d  t o  

i n s u r e  t h a t  t h e  PGA m e r e l y  r e c o v e r s  i n c r e a s e s  i n  the cost of g a s ,  

I n  its i n v e s t i g a t i o n  of t h i s  mat te r  i n  s e v e r a l  recent cases t h e  

**. .  Commission concluded  that t h e r e  were p r o f i t s  due to i n c r e a s i n g  g a s  

costs b u t ,  even w i t h  t h e s e  i n v e n t o r y  . p r o f i t s ,  none of t h e  

u t i l i t i e s  had e x c e s s  e a r n i n g s ,  Fu r the rmore ,  t h e  Commission is of 

) t h e  o p i n i o n  t h a t  t h e  m a g n i t u d e  of g a s  p r i c e  i n c r e a s e s  i n  t h e  
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foreseeable 

?) experienced 

future should be significantly less than the increases 

in recent yearsr and therefore, such profits should 

not continue. Therefore, Western's pricing Of gas withdrawn from 

storage has been accepted and the adjustment proposed by the AG is 

hereby denied, However, i f  an increase in gas prices of a 

substantial magnitude does occur, the Commission will g i v e  due 

consideration to the issue of inventory proeits in Western's PGA 

filings seeking authority t o  pass those increases along to its 

customers. 

In proposing an adjustment to increase its lost and 

unaccounted-for gas to a level greater than what was incurred 

during the test year Western has asked the Commission to deviate 

from its established policy regarding line loss adjustments, 

Generally, the Commission does not allow adjustments to line loss 

as long as the loss is less t h a n  5 percent.- lo' Mr. Thomas Brady, 

Western's Vice-president .of Engineering, testified that the line 

loss reflected during the month of March when sales were high was 

not representative and that an error in the average meter-reading 

date would account for l o s t  and unaccounted-for gas being 

understated.- ''' Mr. Brady further testified that a summer line 

loss, when sales are minimal, would be more representative than 

the loss  reflected in the month of March and would reflect 

) 

Western's normal lost and unaccounted-for gas of 2 percent.- 12/ 

However, Western's monthly reports filed with the Commission 

reflect t h e  smaller line losses continuing through the months 

since the end of the test year which includes the summer months 

when sales volumes are low. For no 12-month period reported from ,I 
-9- 



April 1983 t h r o u g h  sbp tember  19-83 d i d  W e s t e r n ' s  lost and 

unaccoun ted - fo r  gas exceed  1.66 p e r c e n t  and for t h e  9 months  ended 

September 1983 the l i n e  loss was o n l y  1.3 percent, U n l e s s  the 

a v e r a g e  me te r - r ead ing  date  was i n c o r r e c t  e a c h  and  e v e r y  month, 

which is h i g h l y  improbab le ,  t h e  Commission m u s t  conc lude  that the 

test y e a r  line loss  is r e p r e s e n t a t i v e  and,  a b s e n t  any a d d i t i o n a l  

e v i d e n c e ,  i t  must  reject Western's a d j u s t m e n t  t o  i n c r e a s e  its lost 

and unaccoun ted - fo r  gas t o  2 p e r c e n t ,  

Based o n  t h e  c u r r e n t  s u p p l i e r  ra tes  b e i n g  charged  Western  

t h e  Commission has c a l c u l a t e d  an a d j u s t m e n t  t o  decrease Weste rn ' s  

cost of gas  by $482,163. Such a d j u s t m e n t  reflects wi thd rawa l s  of 

gas from s t o r a g e  a t  t h e  c u r r e n t  commodity cost and t h e  r e p o r t e d  

t e s t  y e a r  l o s t  and unaccoun ted - fo r  gas of 1.4 p e r c e n t ,  

, U n b i l l e d  Revenues 

The AG proposed  a n  a d j u s t m e n t  of $3,014,272, c o n s i s t i n g  of 1 
t w o  pa r t s ,  to  increase t e s t  y e a r  r e v e n u e s  t o  r e f l e c t  u n b i l l e d  

r evenues ,  The first p a r t  consisted of the d i f f e r e n c e  between 

u n b i l l e d  r e v e n u e s  a s  of March 31, 1982,  and March 31, 1983, in the 

amount of $2,843,108; t h e  second p a r t  r e p r e s e n t e d  t h e  n e t  amount  

of u n b i l l e d  r e v e n u e s  a s  of March 31, 1982, of $ 8 5 5 , 8 2 0  a m o r t i z e d  

over a 5-year  p e r i o d ,  

Western  c u r r e n t l y  records revenue  based o n  a c t u a l  b i l l i n g s  

i n  t h a t  meters. read d u r i n g  a p a r t i c u l a r  month  are b i l l e d  and 

. booked i n  t h a t  month. M r .  Lark in  c o n t e n d s  t h a t  Western s h o u l d  

also' book t h e  r e v e n u e s  f o r  s e r v i c e  r e n d e r e d  from the mete r - r ead ing  

" date  u n t i l  t h e  end  of t h e  month,, Mr. L a r k i n  a l so  recommends t h a t  

) Western s h o u l d  record as expense  t h e  cost of gas d e l i v e r e d  b u t  
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unb i l l ed  t h a t  Wes te rn  c u r r l e n t l y  defers u n t i l  the following month 

Mr. L a r k i n  main ta ins  t ha t  f a i l u r e .  to -' when customers are billed. 

record u n b i l l e d  r e v e n u e  a n d  d e f e r r e d  gas  cost in t h e  month the  gas 

is d e l i v e r e d  i m p r o p e r l y  m a t c h e s  the  r e v e n u e s  and  e x p e n s e s  of t h e  

test period. However, W e s t e r n ' s  w i t n e s s ,  M r .  Gene Greable, of t h e  

public a c c o u n t i n g  firm of A r t h u r  Anderson  & Company, t es t i f ied  

t h a t  r e c o r d i n g  r e v e n u e s  o n  the basis of meters read d u r i n g  t h e  

a c c o u n t i n g  period was i n  a c c o r d a n c e  w i t h  general i n d u s t r y  p r a c t i c e  

and w i t h  g e n e r a l l y - a c c e p t e d  a c c o u n t i n g  principles.---  13' Mr. Greable 

also a r g u e s  t h a t  t h e  a d j u s t m e n t  p r o p o s e d  by Mr. L a r k i n  c o n s t i t u t e s  

r e t r o a c t i v e  rate-making.- 14 /  

M r .  L a r k i n  d i d  n o t  e x p l a i n  why t h e  u n b i l l e d  r e v e n u e s  a t  t h e  

end of t h e  t e s t  period were g r e a t e r  t h a n  a t  t h e  b e g i n n i n g  o f  t h e  

test y e a r  e x c e p t  t o  say t h a t  " t h e  volumes  of gas  c a u s e d  t h e  

c h a n g e  "- 15/ However, Mr. Brady d i d  show t h a t  t h e  g r e a t e r  vo lumes  
) 

reflected i n  March 1983 were d u e  t o  colder weather d u r i n g  t h a t  

period t h a n  d u r i n g  March 1982,  j u s t  p r i o r  t o  t h e  t e s t  year.-- 16/ 

Mr. Brady  f u r t h e r  c o n t e n d e d  t h a t  the  a d j u s t m e n t  p roposed  by M r .  

L a r k i n  would d i s tor t  t h e  test y e a r  sa les  l e v e l  by g i v i n g  d o u b l e  

r e c o g n i t i o n  to  t h e  e f f e c t s  of t h e  w e a t h e r  n o r m a l i z a t i o n  

ad j u s  tmen t o  

In d e t e r m i n i n g  r e v e n u e  r e q u i r e m e n t s  t h e  Commission 

u t i l i z e s  a n  h i s t o r i c a l  t e s t  year a d j u s t e d  f o r  known and m e a s u r a b l e  

c h a n g e s .  I n  t h i s  p r o c e e d i n g  t h e  Commission has a c c e p t e d  W e s t e r n ' s  

p r o p o s e d  w e a t h e r  n o r m a l i z a t i o n  as s u c h  a n  a d j u s t m e n t  t h e r e b y  

b a s i n g  W e s t e r n ' s  rates o n  p r o j e c t e d ,  r a t h e r  t h a n  a c t u a l ,  sales 

) volumes.  Were there n o t  a weather n o r m a l i z a t i o n  a d j u s t m e n t ,  t h e  

-11- 
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C-ission would be concerned that th,e difference between billed 

and unbilled revenues was so great: however, based on the evidence 

presented in t h i s  proceeding, the Commission concludes that the 

differences were due to changes i n  weather conditions which are 

already recognized in the weather normalization adjustment. 

Furthermore, even though the test year sales volume is based on 

billed sales rather than actual deliveries of gas, test year 

sales, adjusted for normal weather conditions, should be 

representative of normal sales for any given 12-month period. 

Therefore, the Commission will not accept the first part of Mr. 

Larkin's proposed adjustment. 

Absent any arguments by the AG that recognizing unbilled 

revenues affects sales volumes for reasons unrelated to 

temperature and weather conditions, the adjustment to amortize, 

over 5 years, the net unbilled revenues at the beginning of the 

test year is clearly an attempt to recognize and offset  

"excessive" revenues generated prior to the test year. Any such 

offset in this proceeding would, as Mr. Greable stated, be akin to 

allowing a current or future recovery of prior year's deficiencies 

in achieving an allowed rate of return and would plainly 

constitute retroactive rate-making, Therefore, the second part of 

the AG's  adjustment has also been  rejected for rate-making 

purposes. 

Gas Used bv Company 

Based on the supplier rates reflected in Case No, 8227-M 

Western proposed an adjustment of $56,895 to reflect an increase 

in the cost of gas used in its operations, This adjustment, like 

-12- 



the adjustmeht to gas cost, reflected storage withdrawals priced 

at the current commodity price. The AG proposed an alternative 

adjustment of $26,401 which reflected storage withdrawals priced 

at an average inventory cost. The Commission, in accordance with 

') 

its decision on Western's gas Cost, will allow the withdrawals 

from inventory to be priced at the current rate for Western's zone 

3 purchases from Texas Gas. Based on the recent decreases in the 

cost of gas, the Conmission has increased western's test year 

expense for gas used in its operations by $28,071. 

Payroll Expense 

Western proposed an adjustment of $498,972 to increase its 

payroll expense to reflect the level of salaries and wages in 

effect prior to the filing of its application in this proceeding. 

Mr. Larkin recommended one adjustment to the pro forma payroll 

expense which was the elimination of the overtime normalization of 

$28,457. 

Western attempted to show that the test year level of 

overtime was low due to the abnormally w a r m  weather experienced. 

The record shows that the test year level of overtime is 

comparable to the levels experienced in the previous 2 years when 

weather conditions were not abnormal. Mr. Greable maintained that 

an adjustment of this amount need not be considered as it 

represents only a small part of Western's total annual payroll 

17/ "expense of $8.5 million.- 

The Commission is not persuaded by Western's arguments and 

will accept Mr. Larkin's recommendation to eliminate the proposed 

1 overtime normalization adjustment. Regardless of how large or 
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small an item of expense might be it is the Commission's 

responsibility to determine whether such expense is reasonable and '1 

proper for rate-making purposes. In this instance, Western has 

not shown its overtime adjustment to be acceptable for rate-making 

purposes. 

Payroll Taxes 

Based on the increases in wages and salaries reflected in 

its payroll adjustment, Western proposed an adjustment to increase 

payroll tax expense by $56,134. Mr, Larkin proposed to reduce 

this amount by $37,719 to $18,415 to reflect actual tax rates and 

the proper allocations to expense and capitalization. Western's 

response to Mr. Larkin's proposal was that it estimates its taxes 

on a monthly b a s i s  and that the adjustment proposed by Mr. Larkin 

amounts to but $35,000 out of total payroll taxes of $700,000. 

The Commission is of the opinion that Western should be more 

precise in its allocation of taxes in the future and that an 

adjustment is necessary and appropriate to reflect the proper 

allocation of payroll taxes. Therefore, the increase in payroll 

taxes for rate-making purposes has been limited to $18,415 as was 

recommended by the AG. 

Pension Expense 

Western proposed an adjustment of $34,978 to increase 

pension expense based on the increase in the required pension 

contribution per the 1983 actuarial report. This adjustment 

-refiected an allocation of 95 percent of pension costs to expense 

while only 83 percent of salaries and wages were charged to 

expense during the test year, The AG recommended an adjustment to 
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decrease pension expense by $89,036 to reflect an 83 percent 

allocation of pension costs. 
', 

The Commission is of the opinion that Western's fixed 

allocation of  pension costs is improper and should be 

discontinued. Furthermore, absent any evidence to the contrary, 

t h e  Commission is of the opinion that future allocations of 

pension costs should be in proportion to the allocation of wages 
I 

and salaries, and such an allocation should be reflected for 

rate-making purposes.  Therefore, the AG's adjustment has been 

adopted and Western's pension expense has been adjusted downward 

by $89,036. 

Computer Operations Expense 

Western proposed an adjustment to increase computer 

operations expense by $ 8 4 , 5 9 9  to reflect the net decrease in 

revenues generated from outside users due to a decline in the 
1 

number of outside users. T h e  AG recommended that this adjustment 

be eliminated on the grounds that ratepayers should not be 

required to pay f o r  "excess computer capacity," The record herein 

fails to show that  Western has such excess capacity but does show, 

contrary to the A G ' s  assumption, that Western sells available 

computer time to outside users during off-peak periods when 

Western's utility operations do not require its full computer 

capacity , The Commission, therefore, is af the opinion the 

' "proposed adjustment is reasonable and s h o u l d  be accepted for 

sate-mak ing purposes. 
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Leqal Settlement Expenses I 

i During t h e  t e s t  year Western i n c u r r e d  S85,OZS i n  expense 

for settlement paymen t s  i n v o l v i n g  legal claims aga ins t  it, 

Western p r o p o s e d  t o  amortize t h i s  u n u s u a l l y  large e x p e n s e  over 2 

years for ra t e -mak ing  p u r p o s e s  a n d  p r o p o s e d  t o  reduce its e x p e n s e  

to $42,512, M r .  L a r k i n  p roposed  t o  e l i m i n a t e  t h e  e n t i r e  e x p e n s e  

for r a t e -mak ing  p u r p o s e s  because  the claims a g a i n s t  W e s t e r n  d u r i n g  

t h e  t e s t  y e a r  were e x t r a o r d i n a r y  a n d  n o n - r e c u r r i n g  i n  n a t u r e ,  

W e s t e r n  h a s  i n c u r r e d  an  average l e v e l  of e x p e n s e  f o r  c l a i m s  

of t h i s  t y p e  of $62,000 a n n u a l l y  o v e r  t h e  l a s t  5 years. W e s t e r n  

i n c u r s  t h e s e  costs because i t  is s e l f - i n s u r e d  a g a i n s t  l i a b i l i t y  

for  personal i n j u r y  or p r o p e r t y  damage u n d e r  $ 2 ~ 0 , 0 0 0  p e r  

incident. This s e l f - i n s u r a n c e  program h a s  b e e n  less cos t ly  for 

Weste rn  t h a n  o t h e r  i n s u r a n c e  a l t e r n a t i v e s  and  t h e  Commiss ion  is  of 

t h e  o p i n i o n  t h a t  t h e  a d j u s t e d  l e v e l  of e x p e n s e  of $42,512 is 
i 

n e i t h e r  e x t r a o r d i n a r y  o r -  n o n - r e c u r r i n g  i n  n a t u r e ,  b u t  r a t h e r ,  is 

r e p r e s e n t a t i v e  of t h e  a n n u a l  l e v e l  of e x p e n s e  n o r m a l l y  i n c u r r e d  by 

Weste rn  f o r  l e g a l  s e t t l e m e n t s .  T h e r e f o r e ,  the  a d j u s t m e n t  p r o p o s e d  

by Western h a s  been  a c c e p t e d  h e r e i n .  

A m o r t i z a t i o n  of A c q u i s i t i o n  Ad jus tmen t  

W e s t e r n  i n c l u d e d  i n  i ts tes t  period o p e r a t i o n s  t h e  a n n u a l  

a m o r t i z a t i o n  of i t s  a c q u i s i t i o n  a d j u s t m e n t .  S i n c e  the Commiss ion  

has p r e v i o u s l y  disallowed t h e  i n c l u s i o n  of t h e  a c q u i s i t i o n  

a d j u s t m e n t  i n  W e s t e r n ’ s  r a t e  base,- ’*’ t h e  Commission is of t h e  

o p i n i o n  t h a t  t h e  associated e x p e n s e  s h o u l d  also be disallowed. 

T h e r e f o r e ,  W e s t e r n ’ s  test p e r i o d  o p e r a t i n g  e x p e n s e s  have  been 

! reduced by $ 9 , 7 2 2  f o r  ra te -making  p u r p o s e s .  
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Promotional Advertising 

Western included in its t e s t  period operating expenses 

$36,68% for institutional advertising. 807 KAR 5:016 specifically 

disallows this type of advertising expense and places the burden 

of proqf on the utility to show that the inclusion of any 

advertising expenditures for rate-making purposes w i l l  result in 

material benefit to the ratepayers. Western has failed to prove 

any such benefit and therefore the Commission has reduced 

Western's operating expenses accordingly. 

Organization Dues 

Mr. Larkin proposed to reduce Western's operating expenses 

by $14,115 t o  eliminate various organizational dues from expense 

for rate-making purposes. Mr. Larkin claimed that Western did not 

demonstrate any meaningful or measurable advantages to its 

customers from i t s  participation in organizations other than the 
i 

American Gas Association. Although it has expressed its concern 

about these costs in the past, the Commission is of the opinion 

that Western's membership in organizations such as the Southern 

Gas Association and the Kentucky Gas Association is beneficial to 

Western's management and its customers. Therefore, the costs of 

membership in these organizations are expenses the Commission 

considers proper and acceptable for rate-making purposes. 

Miscellaneous General Expenses 

- _  Mrc tarkin..proposed to eliminate, €or rate-making purposes, 

-$30,909 for  various expenses related to moves of Western personnel 

due to promotions and transfers and due to the installation, 

1 maintenance, and renovation of heating systems, appliances, etc., 
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in an e x e c u t i v e ' s  home. The Cpmmission is of t h e  o p i n i o n  t h a t  ' costs related to  transfers and/or promotions of q u a l i f i e d  

p e r s o n n e l  are n e c e s s a r y  costs i n c u r r e d  i n  t h e  normal c o u r s e  of 

business and should be i n c l u d e d  f o r  ra te-making pu rposes .  

Rowever, t h e  Commission f i n d s  l i t t l e  b e n e f i t  to  W e s t e r n ' s  

c u s t o m e r s  from t h e  costs i n c u r r e d  for materials and  work a t  an 

e x e c u t i v e ' s  home. Therefore, t h e  Commission has reduced W e s t e r n ' s  

o p e r a t i n g  e x p e n s e s  by $13,907 to  e x c l u d e  these e x p e n s e s  for 

ra te -making  purposes. 

A m o r t i z a t i o n  of Excess  Tax Deferrals 

E f f e c t i v e  J a n u a r y  1, 1979,  t h e  c o r p o r a t e  federal income t a x  

rate was r educed  from 48 t o  46 p e r c e n t .  Therefore, income t a x e s  

deferred on  d i f fe rences  between book and t a x  d e p r e c i a t i o n  pr ior  to 

1979 a t  48 p e r c e n t  will be paid a t  4 6  p e r c e n t  when these 

d i f f e r e n c e s  r e v e r s e .  T h e r e  is a d i f f e r e n c e  between the amount 

deferred a t  4 8  percent and t h e  amount t o  be paid a t  t h e  4 6  p e r c e n t  

rate which c a n  be c h a r a c t e r i z e d  as e x c e s s  deferred t a x e s .  

I 

A t  March 31, 1983, Western  reported e x c e s s  deferred federal  

income t a x e s  of $111,035.- As stated ear l ie r ,  t h e  Commission 

w i l l  a m o r t i z e  t h i s  amount over 5 years for rate-making p u r p o s e s  

which r e s u l t s  i n  an a n n u a l  r e d u c t i o n  i n  income t a x  expense  of 

$22 ,207 .  Western  h a s  been a m o r t i z i n g  defierred t a x e s  a t  a ra te  of 

$4,589 a y e a r ;  therefore, a n  a d j u s t m e n t  of $17,618 has been made 

..to reflect t h e  5-year a m o r t i z a t i o n ,  I n  order t h a t  t h e  accumula ted  

J e x c e s s  deferred t a x e s  can be r e a d i l y  i d e n t i f i e d  i n  f u t u r e  r a t e  

cases, Western  should  t ransfer  t h e  excess t o  a separate l i a b i l i t y  

' a c c o u n t ,  
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I It should be pointed out that i f  the tax rate is increased 

i n  the f u t u r e ,  fairness will require that any deficiency in the 

deffered t a x  reserve be provided through rates at that time. 

Interest synchronization 

Western proposed to increase interest expense by $275,439 

based on its proposed capital structure, excluding JDIC.  The AG, 

based on the double leveraged capital structure recommended by Mr. 

Larkin, proposed to increase interest expense by $2,743,671, 

Western contends that the Commission's practice of assigning J D I C  

to all components of the capital structure and treating the 

interest cost associated with J D I C  debt capital as a deduction in 

computing federal income t a x  expense could possibly be a violation 

of Internal Revenue Service regulations. As support for its 

argument, Western cited the unpublished opinion of the Kentucky 

Court of Appeals in Continental Telephone Company v. Public 

Service Commission, 82-CA-2657-Mr, in which the court found in 

j 

favor of Continental Telephone Company,- 20' Considering that a 

final decision in Continental is imminent the Commission finds it 

reasonable to adopt, in this proceeding, its recent decision 

regarding this issue in Case No. 8734, Adjustment of Rates of 

Kentucky Power Company, in its Order of October 31, 1 9 8 3 . z '  In 

that  proceeding, at the request of Kentucky Power Company to avoid 

additional judicial review of this issue, the Commission stated 

that. if a final judicial opinion should be adverse to the 

.Commission's position, it would consider a rate adjustment to 

generate the revenues associated with J D I C .  

1 
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The Commission c o n t i n u e s  t o  be of the  o p i n i o n  t h a t  i ts past 

treatment of J D I C  is p r o p e r  and  c o n s i s t e n t  w i th  IRS r e g u l a t i o n s  

and such t r e a t m e n t  will b e  c o n t i n u e d  i n  this p r o c e e d i n g .  However, 

as in Case No. 8734, t h i s  Order will e l i m i n a t e  t h e  need  €or appeal 

of t h i s  matter a t  t h e  j u d i c i a l  l e v e l .  

\ 

A t  t h i s  t i m e ,  in a c c o r d a n c e  w i t h  past practice,  t h e  

Commission has appl ied the cost rates applicable to  long- te rm d e b t  

and s h o r t - t e r m  d e b t  to  t h e  JDIC a l l o c a t e d  t o  t h e  debt  components  

of t h e  c a p i t a l  s t r u c t u r e .  Using t h e  u p d a t e d  cap i ta l  s t r u c t u r e  

allowed h e r e i n ,  t h e  Commission h a s  computed a net i n t e r e s t  

a d j u s t m e n t  of $466,534 which  results in a r e d u c t i o n  to income 

taxes of $2298721. 

A f t e r  a p p l y i n g  t h e  combined s t a t e  and f e d e r a l  income t a x  

rate of 49.24 p e r c e n t  t o  t h e  accepted p r o  forma a d j u s t m e n t s ,  t h e  

Commission f i n d s  t h a t  W e s t e r n ' s  o p e r a t i n g  income should be 

decreased by $916,527 t o  $3,973,675. 

The a d j u s t e d  n e t  o p e r a t i n g  income is as follows: 

A c t u a l  Ad jus tmen t s  A d j u s t e d  

O p e r a t i n g  Revenues $156,124,536 $3,382,699 $f59,507,235 
O p e r a t i n g  Expenses  151,234,334 4,299,226 , 155,533,560 

Net O p e r a t i n g  Income $ (916 ,527)  . $ 3,973,675 

RATE OF RETURN 

The embedded cost of W e s t e r n ' s  long- te rm debt was 8.28 

" . p e r c e n t  a t  t h e  end of t h e  t e s t  year.-  22' A f t e r  the end of t h e  tes t  

' y e a r ,  Western  r e c e i v e d  a u t h o r i z a t i o n  t o  issue and s e l l  $11,000,000 

of new long- t e rm d e b t  a t  a 13.75 p e r c e n t  i n t e r e s t  ra te .  The  
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proceeds would be used to  re t i re  s h o r t - t e r m  d e b t  Westekn had 

accumula ted  under i t s  revolving line of c red i t .= /  I n c l u d i n g  t h e  

cost of t h e  new long-term debt  in t h e  embedded cost i n c r e a s e s  t h e  

embedded cost of long- te rm d e b t  t o  10.86 percent.=’ The cost  of 

‘*) 

s h o r t - t e r m  d e b t  dropped f rom 13 p e r c e n t  t o  11 p e r c e n t ,  which was 

the c u r r e n t  prime rate in September.- 25/ The 12-month ave rage  

pr ime r a t e  through Sep tember ,  1983, was 11.03 percent . -  26’ Mr. 

Laxkfn proposed an 8.28 p e r c e n t  cost for  long-term debt and a n  11 

p e r c e n t  cost f o r  s h o r t - t e r m  debt.=/ The 8 . 2 8  p e r c e n t  cost  d i d  

not r e f l e c t  t h e  long-term d e b t  i s sued  beyond t h e  tes t  y e a r .  The 

Commission is of t h e  o p i n i o n  t h a t  t h e  10.86 p e r c e n t  cost  of 

long-term debt  and the 11 p e r c e n t  cost of short-term debt  are 

reasonable and #ref lect  Western’s actual  costs. 

Hr. Robert S .  Jackson,  Senior V i c e  p r e s i d e n t  of S t o n e  & 

Webster Management C o n s u l t a n t s ,  Inc., and w i t n e s s  f o r  Western, 
,) 

stated t h a t  t h e  minimum r e t u r n  on  e q u i t y  r e q u i r e d  by Western  was 

16.75 percent . -  28’ M r .  J a c k s o n  performed a d i s c o u n t e d  c a s h  flow 

( “ D C F ” )  a n a l y s i s  and a r i s k  premium a n a l y s i s  to d e t e r m i n e  t h e  

a p p r o p r i a t e  r e t u r n  on  e q u i t y .  The r e q u i r e d  r e t u r n  o n  e q u i t y ,  

determined by a p p l y i n g  h i s  DCF a n a l y s i s  t o  1 0  comparable  g a s  

companies,  ranged from 1 7 . 1  p e r c e n t  t o  17.2 p e r c e n t  a t  a m a r k e t  t o  

book r a t i o  of 1.1 and from 18.6 t o  18.7 p e r c e n t  at a market to  

book r a t i o  of 1.2.- ”’ The r e q u i r e d  r e t u r n  o n  e q u i t y  based on M r .  

J a c k s o n ’ s  risk premium. a n a l y s i s  was from 17.4 p e r c e n t  t o  18.3 
’ 3 0 /  percent .- 

The Commission h a s  s t r o n g  r e s e r v a t i o n s  as t o  t h e  v a l i d i t y  

and u s e f u l n e s s  of t h e  risk premium a n a l y s i s .  The a v e r a g e  r i s k  
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31/ premi’m for the period 1960 to 1981 was 5 percentage points.- 

The standard deviation for that period was 2.9 percentage points 
32/  and .the coefficient of variation was 58 percent,- 

Statistically, the variability of the risk premium was quite 

pronounced. .At the hearing, Mr, Jackson agreed that a large 

standard deviation and coefficient of variation indicated a great 

deal of variability in the data and he also stated that he would 

not rely solely on the risk premium analysis to measure the  cost 

of equity, fo r  that reason.- 33’ The Commission is not convinced 

that an historical average risk premium is applicable to current 

bond rates to determine the cost of common equity, given the 

variability of the risk premium over time, 

Mr. Jackson adjusted the dividend yield component of his 

DCF analysis upward so the return on equity would be sufficient to 

produce a market to book ratio of 1, l  to 1.2.- 34’ The adjustment 

was intended to protect Western from the effects of market 

pressure and selling expenses and allow it to earn a return on 

equity sufficient to maintain a market to book ratio of 1. 

However, Western has no publicly traded stock and price 

\ 

fluctuations caused by the sale of new stock can be positive a s  

well as negative. Moody’s Annual Public Utility Market Price 

Index increased from the preceding year 10 times during the last 

20 years and decreased 10 times, with the average increase being 

. 8 . 2  pdrcent and %he average decrease being 9.3 percent.=’ The 

average increase was only slightly less than the average decrease, 

The Commission is not convinced that an adjustment for selling 
’ expenses or market pressure is required for  Western. 
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The d i v i d e n d  growth  r a t e  component in '  t h e  DCF c a l c u l a t i o n  * 

reflects t h e  investor's e x p e c t a t i o n s  o f  how much t h e  .d iv idend w i l l  

increase i n  t h e  f u t u r e .  For e v e r y  t i m e  p e r i o d  t h a t  Mr. Jackson 

calculated h i s t o r i c a l  g rowth  ra tes  for e a r n i n g s  and  d i v i d e n d s ,  t h e  

d i v i d e n d  growth rate exceeded t h e  e a r n i n g s  growth  rate.- 36/ 

Div idends  cannot c o n t i n u e  i n d e f i n i t e l y  to  grow f a s t e r  t h a n  

e a r n i n g s  because  d i v i d e n d s  a re  p a i d  from e a r n i n g s .  Given that , 
i n v e s t o r s  might  expect a d i v i d e n d  growth  ra te  Lower t h a n  t h e  one  

c a l c u l a t e d  by Mr. J a c k s o n .  Us ing  a lower d i v i d e n d  growth r a t e  

would r e s u l t  i n  a lower cost of common e q u i t y ,  as d e t e r m i n e d  by a 

a n a l y s i s .  

F i n a l l y ,  many of t h e  compar ison  companies  Hr. J a c k s o n  

selected a l s o  engage i n  n o n r e g u l a t e d  and n o n u t i l i t y  a c t i v i t i e s ,  

such as o i l  and gas explora t ion .= '  The Commission is n o t  
1 

convinced  t h a t  Western is of e q u a l  r i s k  t o  t h e  compar i son  

companies  because  of t h e i r  n o n u t i l i t y  a c t i v i t i e s .  T h e r e f o r e ,  t h e  

DCF de te rmined  cost of equity would have t o  be a d j u s t e d  t o  r e f l e c t  

t h e  a p p r o p r i a t e  r i s k  r e l a t i o n s h i p  be tween  Wes te rn  and the 

compar ison  companies. 

Mr. L a r k i n  d i d  n o t  perform an  a n a l y s i s  t o  determine t h e  

a p p r o p r i a t e  cost  of e q u i t y  t o  Western.  However, i n  its b r i e f ,  the 

AG s t a t e d  that a r e t u r n  on  e q u i t y  i n  t h e  range of 14 to  1 5  p e r c e n t  

was reasonable . -  38/  The d i v i d e n d  y i e l d  f o r  t h e  Moody's n i n e  Gas 

' ~ D i s t c i b u t i o n  Companies, €or September  29 8 w a s  9 . 51 p e r c e n t  .- 39/ 
Applying a 5 p e r c e n t  d i v i d e n d  g rowth  ra te  t o  a 9.51 p e r c e n t  

dividend y i e l d  would produce  a 14.5 p e r c e n t  r e t u r n  on equity, 

40/ ) u s i n g  t h e  DCF formula.- 

-23- 



(7 -<" * 0 
In Case No.' 8227, which was Western's most recent rate 

case, the Commission granted Western a 1 5  percent return on equity 

which was applied to a 40.05 percent equity ratio. That case was 

decided during a period of double digit inflation and 

unprecedented capital costs. Therefore, after having considered 

all the evidence, including current economic conditions, and 

having given due consideration to Western's conservative capital 

structure, the Conmission is of the opinion that a range of 

returns on equity of 14 to 15 percent is fair, just and 

reasonable. This range of returns, in particular, reflects the 

highly conservative nature of Western's capital structure and the 

r i s k  differential between Western and the comparison companies 

used by Mr. Jackson. A return on equity in t h i s  range would not 

only allow Western to attract capital at reasonable costs to 

insure continued service and provide for necessary expansion to 

meet future requirements, but also would result in the lowest 

reasonable cost to the ratepayer. A return on common equity of 

\ 

\ 

14.S percent will allow Western to attain the above 

Rate of Return Summary 

Applying rates of 1 4 . 5  percent for  common 

objectives . 

equity, 10.86 

bercent for long-term debt and 11 percent for short-term debt to 

the capital structure approved herein produces an overall cost of 

capital of 12.63 percent. The additional revenue granted will 

provide a rate of return on net investment of 11.80 percent. The 

Commission finds t h i s  overall cost of capital to be fair, jus t  and 

reasonable. 
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REVENUE REQUIREMENTS 

The Commission has determined that Western needs additional 

annual operating income of $2,585,525 to produce a rate of return 

of 15 percent on common equity based on the adjusted historical 

t e s t  year. After the provision for state and federal income taxes 

there is an overall revenue deficiency of $ 5 , 0 9 3 , 6 2 7  which is the 

additional amount of revenue granted herein. The net operating 

income required to allow Western the opportunity to pay its 

operating expenses and fixed costs and have a reasonable amount 

for equity growth is $6,559,200.  This level of operating income 

will provide a rate of return on net original cost of 11.80 

percent and an overall return on total capitalization of 12.63 

percent . 
The rates and charges in Appendix A are designed to produce 

gross operating revenue of $164,600,862 which includes other 

operating revenue of $283,740. 

RATE DESIGN AND REVENUE ALLOCATION 

Western proposed to allocate the revenue increase by 

increasing Rate G-1 6.4 percent and by increasing t h e  rates 

charged to the interruptible customers .1 percent. It proposed to 

implement a customer charge €or Rate G-1 of $3.25 for residential 

and $7.50 for non-residential. Western's witness, Mr. Randall 

Powell, Vice President and Manager oE Gas Services for Stone and 

* .Webster Management Consultants, Inc., testified that Western's 

intent was to cover a larger share of its fixed costs by imposing 

a basic customer charge on its firm customers. Calculations were 

1 given to substantiate the fixed cost amount; however, the 
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Commission was not convinced that the methodology utilized by 

Western's witness, Ms. Carol Kinsler, of Stone and Webster 

Management Consultants, Inc., was appropriate in this ease. 

Therefore, the Commission has decreased the proposed customer 

, 

charge by the amount of decrease in Western's proposed revenue 

increase . 
Western proposed to change its existing rate design by 

splitting Rate G-2 into Rate G-2 and Rate G-3. Both classes will 

be interruptible but Rate G-3 customers" are contracted to take a 

minimum of 200,000 Mcf per year while Rate G-2 customers have no 

contracted minimums. The tariffs for both classes include 

language for high priority service which allows the interruptible 

customers to contract for firm amounts of gas to be billed at the 

same charges as G-1 customers. Western's proposal includes a $.04 

reduction for interruptible G-3 customers and a $ .13 increase f o r  
\ 

interruptible G-2 customers. The reasoning given by Mr. Powell 

for this change was to keep t h e  cost of gas at a competitive level 

with alternate fuels, mainly #6 fuel oil, thereby retaining the 
I 

sales load of the industrial class capable of switching to another 

fuel source. Consistent with this line of reasoning Western has 

proposed that all future increases in contract demand charges be 

passed on only to the firm customers purchasing gas under the G-1 

rate schedule. This will assure cost recovery during periods of 

declining sales  and allow Western to better price its gas supplies 
to interrupt ibles .- 41/ 

The AG stated in its brief filed October 28, 1983, that 

1 Western's rate-design proposal is arbitrary and should be rejected 
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i n  favor of an evenhanded approach.  The A(; however 

1 propose any a l t e r n a t i v e  approaches  to  be c o n s i d e r e d  
\ 

Commission i n  d e s i g n i n g  r a t e s  f o r  Western.  

. 
d i d  not 

by t h e  

The Commission is of" t h e  o p i n i o n  t h a t  t h e  d i v i s i o n  of Rate 

6-2 i n t o  t w o  s e p a r a t e  ra te  classes w i l l  be of b e n e f i t  t o  both 

western and t h e  i n t e r r u p t i b l e  cus tomers  and s h o u l d  be approved. 

Facts p r e s e n t e d  i n  t h i s  case show t h a t  t h e  i n t e r r u p t i b l e  customers 

do indeed p l a c e  a demand on t h e  system,- 42/ t h a t  s e r v i c e  to  t h e  

i n t e r r u p t i b l e  c u s t o m e r s  was i n t e r r u p t e d  for  o n l y  1 day d u r i n g  t h e  

test year , s '  and t h a t  Wes te rn ' s  gas p r i c e s  a re  w e l l  w i t h i n  t h e  IS 

p e r c e n t  premium r a n g e  t h a t  n a t u r a l  g a s  can command o v e r  t 6  f u e l  

oil,-- 44' C o n s i d e r i n g  t h e s e  items t h e  Commission h a s  de t e rmined  

t h a t  i t  would be u n f a i r ,  u n j u s t  and u n r e a s o n a b l e  t o  e x p e c t  t h e  

f i r m  c u s t o m e r s  t o  pay a l l  f u t u r e  increases i n  c o n t r a c t  demand 

c h a r g e s ;  t h e r e f o r e ,  t h i s  p r o p o s a l  shou ld  be d e n i e d .  

SUMMARY 

The Commission,  hav ing  c o n s i d e r e d  t h e  e v i d e n c e  of record 

and b e i n g  a d v i s e d ,  is  of t h e  o p i n i o n  and f i n d s  t h a t :  

1. The ra tes  i n  Appendix A are t h e  f a i r ,  j u s t  and 

reasonable ra tes  f o r  Western  and w i l l  p roduce  gross a n n u a l  revenue 

of a p p r o x i m a t e l y  $164,600,862. 

2. The rates of r e t u r n  g r a n t e d  h e r e i n  are f a i r ,  j u s t  and 

r e a s o n a b l e  and . w i l l  p r o v i d e  f o r  t h e  f i n a n c i a l  o b l i g a t i o n s  of 

.- Western with a reasonable amount  remaining f o r  e q u i t y  growth. 

3. The rates proposed  by Western would produce revenue in 

excess of t h a t  found r e a s o n a b l e  h e r e i n  and s h o u l d  be den ied  upon 

I a p p l i c a t i o n  of KRS 278.030. 
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I T  1s THEREFORE ORDERED t h a t  the rates in Appendix A be and 

they hereby are approved for s e r v i c e  rendered by Western on and 

after December 1 ,  1983, 

PT IS FURTHER ORDERED t h a t  t h e  r a t e s  proposed by Western be 

and t h e y  hereby are denied. 

I T  IS FURTHER ORDERED that w i t h i n  30  days from t h e  d a t e  of 

this order  Western shall f i le  w i t h  t h e  Commission its r e v i s e d  

tar i f f  s h e e t s  s e t t i n g  out  the rates approved h e r e i n ,  

Done a t  F r a n k f o r t ,  K e n t u c k y ,  this 1st day of &E&=, 1983. 

By the Commission 

ATTEST z 
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APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC 
SERVICE COMMISSION IN CASE NO. 8839 DATED 
December 1, 1983. 

The following rates and charges are prescribed for the 

customers in the area served by 

All other rates and charges not 

shall remain the same as those 

Western Kentucky Gas Company. 

specifically mentioned herein 

in effect under authority of 

this Commission prior to the date of this Order. 

GENERAL SERVICE RATE G-1 

Rate - N e t :  

Base Charge: $1.93 per meter per month for residential 
service. 
$4.53 p e r  meter per month for 
non-residential service 

Commodity Charge: $ 4 . 4 7 7 4  per 1,000 cubic feet. 

Minimum Charge - N e t :  

A. The Base Charge 

INTERRUPTIBLE SERVICE RATE G - 2  

Availability of Service: 

A, Available on an individually metered service basis to 
commercial and industrial customers for any use as 
approved by the Company on a strictly interruptible 
basis, provided adequate auxiliary equipment and fuel is 
maintained to meet periods of gas curtailments, subject  
to suitable service being available from existing 
transmission and/or distribution facilities and when an 
adequate supply of gas is available to the Company under 
its purchase contract with its pipeline supplier. 

$3, The supply of gas provided for herein shall be sold 
primarily on an interruptible basis; however, in certain 
cases and under certain conditions the contract may ) 



- .  

\ 

i n c l u d e  High Priority service to be billed under "General 
Service Rate G-1" linited to use and volume which, in the 
Company's judgment, requires and justifies such 
combination service. 

C, The contract for  service under this rate schedule shall 
include interruptible service or a combination of High 
Priority service and Interruptible service: however, the 
Company reserves the right to limit the volume of High 
Priority service available to any one customer. 

Delivery Volumes: 

B O  

C. 

D. 

t 

High Priority Service: 

The volume for High Priority service shall be established 
on a High Priority Daily Contract Demand basis which 
shall be the maximum quantity the Company is obligated to 
deliver and which the customer may receive in any one 
day, subject to other provisions of this rate schedule 
and the related contract. 

Interruptible Service: 

The volume for Interruptible service shall be established 
on an Interruptible Daily Contract Demand basis which 
shall be the maximum quantity the Company is obligated to 
deliver and which t h e  customer may receive subject to 
other provisions of this rate schedule and the related 
contract . 
Revision of Delivery Volumes: 

The Daily Contract Demand for High Priority service and 
the Daily Contract Demand f.or Interruptible service shall 
be subject to revision as necessary so as to coincide 
with the customer's normal operating conditions and 
actual load with consideration given to any anticipated 
changes in customer's utilization, subject to the 
Company's contractual obligations with other customers or 
its supplier, and subject to availability of the gas if 
an increased volume is involved. 

Rate - Net: 
A. Nigh Priority Service: 

The volume of gas used each day up to, but not exceeding, 
the effective High Priority Daily Contract Demand shall 
be totaled fo r  the month and billed at the "General 
Service Rate G-1". 
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B, Interruptible Service: 
-1 All gas used per month i n  excess of the High Priority 

Service shall be billed at $4.3674 per 1,000 cubic feet. 

W G E  VOLUME INTERRUPTIBLE SERVICE RATE G-3 

APPLICABLE: 

Entire Service Area of the Company 
(See list of towns - Sheet No. 2 4 )  

Availability of Service: 

Available on an individually metered service basis to 
commercial and industrial customers for any use as approved by 
the Company on a strictly interruptible basis, provided 
adequate auxiliary equipment and fuel is naintained to meet 
periods of gas curtailments, and when customer requires and 
contracts for not less than 200,000 Mcf per year, subject to 
suitable service being available from existing transmission 
and/or distribution Eacilities and when an adequate supply of 
gas is available to the Company under its purchase contract 
with its pipeline supplier. 

Special Conditions: 

If a customer contracts for gas under this rate schedule and 
fails to meet the minimum requirements of 200,000 Mcf per  
year, the contract shall be subject to cancellation and gas 
deliveries thereafter shall be billed at the lowest available 

\ 

. rate for which the customer qualifies. 

Rate - Net: 
A. Hiqh Priority Service: 

The volume of gas used each day up to, but not exceeding, 
the effective High Priority' Daily Contract Demand shall 
be totaled for the month and billed at the "General 
Service Rate G-1". 

B. Interruptible Service: 

All gas used per month in excess of the High Priority 
Service shall be billed at $4.1974 per 1,000 cubic feet. 

Terms and Conditions: 

All other terms and conditions under this tariff shall be the 
1 same as the Company's Interruptible Service Rate G-2. 
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Atmos Energy Corporation, Kentucky APR 1 3  2009 
PUBLlC SERVI 

Case No. 2006-00464 
Attorney General 2nd Data Request Dated March 3 0 , 2 0 0 7 6 ~ ~ ~ l ~ ~ l 0  

DR Item 2-1 
Witness: Laurie Sherwood 

Data Request: 
The 13-month average Forecasted Test Period short-term debt balance of 
$I23,886,293shown on the AG-1-1 corrected schedule J-L, sheet1 and supported 
by FRlO (9)(h)l1 - Revised actually is a 12-month average balance. As derived 
from information on FRlO (9) (h) 1 - Revised, the L3-month average short-term 
debt balance amounts to $129,979,302.Please confirm this. If you do not agree, 
explain your disagreement. 

Response: 

Yes, the 13-month average short-term debt balance is $129,979,302. However, the 12- 
month average balance was used because it is the appropriate method when averaging 
daily averages. Using a 13-month average is commonly used when averaging month- 
- end balances, since it effectively averages in the ‘beginning’ balance, with the intent of 
giving a truer average of the 12-month period. When averaging balances, 
however, including the average of the daily balances of the month prior to the period 
being averaged is neither logical nor technically correct. Therefore, the month prior to 
the forward-looking test year is properly excluded from the short-term average on the 
referenced revised schedules. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 2 

Witness: Jim Cagle 

Data Request: 
Re. response to AG-1-1: The proposed increase-related state and federal income 
tax number of $4,123,958 on revised Schedule C-1 is still based on a Kentucky 
income tax rate of 8.25Yorather than 6%. Please explain this. 

Response: 

See attached schedule labeled AG DR 2-2 ATT showing the revised tax rate. The 
tax rate was not changed on the schedule (2-7. However, the tax rate was 
changed on all other calculations to arrive at the revised deficiency shown in 
response to AG DR 1-1, 



Atmos Energy Corporation, KY 
Case No. 2006-00464 

Overail Financial Summary 
For the Twelve Months Ended June 30,2008 

FR 10(10)(a) 
Data: Base Period--X-Forecasted Period Schedule A 

Original Updated X Revised Page 1 of 1 Type of Filing: 
Workpaper Reference No(& Witness: Tom Petersen 

.. 

Base Forecasted 
Supporting Jurisdictional Jurisdictional 

Line Schedule Revenue Revenue 
No. Description Reference Requirement Requirement 

1 RateBase B-1 145,949,366 169,276,150 

2 Adjusted Operating Income c-1 7,977,212 8,687,381 

3 Earned Rate of Return (2 I 1) J-1.1 5.47% 5.13% 

4 Required Rate of Return J- 1 8.62% 8.82% 

5 Required Operating Income (1 x 4) c-1 12,580,835 14,930,156 

6 Operating Income Deficiency (5 - 2) c-1 4,603,623 6,242,775 

7 Gross Revenue Conversion Factor H 1.665323 1.647605 

8 Revenue Deficiency (6 x 7) 7,666,520 10,285,628 

9 Revenue Increase Requested c-1 10,285,628 

10 Adjusted Operating Revenues c-1 226,698,846 

11 Revenue Requirements (9 -I- 10) c-1 236,984,474 

A.1 



co 
0 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 3 

Witness: Jim Cagle 

Data Request: 
Please reconcile the operating income deficiency number of $6,093,343 and 
required rate of return number of 8.73% on revised Schedule C-1 to the 
corresponding operating income deficiency number of $6,242,775 and required 
rate of return number of 8.82% on revised Schedule A. 

Response: 

Please see the company’s response to AG DR 2-2. The tax rate was corrected on 
schedule C-1 which reconciled the differences between the two schedules 
identified above. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 4 

Witness: Greg Waller 

Data Request: 
The total operating revenues for the Forecasted Test Period amount to 
$226,698,846. Please reconcile this to the total Forecasted Test Period Gross 
Intrastate Receipts of $244,452,110 referenced in the response to AG-I -2c. In 
addition, explain why the ratepayers should be paying PSC assessments of 
$29,169 associated with the $1 7,753,264 difference between the Forecasted Test 
Period operating revenues and Gross Intrastate Receipts. 

Response: 

The amount characterized above as "Forecasted Test Period Gross Intrastate 
Receipts" was not projected or forecasted. The amount represents the amount 
used in the calculation of the 2006 actual calculation of the PSC assessment. The 
forecasted test period amount of total operating revenues includes a projection of 
gas cost based upon the NYMEX indices available last fall. The Company did not 
attempt to project the gas costs as recovered via the GCA mechanism into the 
Forecasted test period for purposes of adjusting the PSC assessment. As such, 
the amount included in the case of approximately $400,000 is a reasonable 
projection of these costs going forward when the most significant portion of 
operating revenues is cost of gas which is driven by the natural gas market and 
therefore not controllable by the Company. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 5 

Witness: Tom Petersen 

Data Request: 
With regard to the Forecasted Test Period average prepayment of $1 83,270 for 
Nations Bank of Texas, shown in the response to AG-1-20, please provide the 
following information: 
a. Does this represent prepayment for costs associated with a credit facility fee 

paid to NationsBank? If not, explain what this prepayment represents. 
b. Are these costs associated with the Company’s short term debt? If so, why are 

these prepayments included for ratemaking purposes considering that the 
company has taken the position that its short term debt and all costs 
associated with its short term debt should not be recognized for ratemaking 
purposes in this case 

Response: 
a. Yes. 

b. Yes. The company agrees that this investment should be removed to be 
consistent with the ratemaking treatment of short term debt in the 
company’s filing . 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 6 

Witness: Tom Petersen 

Data Request: 
With regard to the response to AG-1-8, please indicate what portion of the 
referenced actual average CWlP balance of $4,798,771 is CWIP that does not 
accrue AFUDC. 

Response: 
In 2000 the company was not capitalizing AFUDC. Therefore all of the $4,798,771 
is CWlP that does not accrue AFUDC. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 7 

Witness: Tom Petersen 

Data Request: 
Please update the response to AG-1-9b by providing actual plant balances for the 
months of February and March 2007 

Response: 
March balances were not available to incorporate into company’s responses. 

Please see the attachment labeled AG DR 2-7 ATT. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 8 

Witness: Tom Petersen 

Data Request: 
With regard to the Company's depreciation reserve balances, please provide the 
following information: 

a. The 13 monthly accumulated depreciation and amortization balances making 
up the 13-month average Base Period balance of $136,809,191. 

b. Update of the AG DR 1-14,A,E response (page 1 of 6) by providing actual 
reserve balances for the months of February and March 2007. 

c. Explanation for the variance between the 13-month average actual Base 
Period reserve balance and the average projected Base Period reserve 
balance of $1 36,809,191 

Response: 

March balances were not available to incorporate into company's responses. 

a. Please see the attachment labeled AG DR 2-8a ATT. 

b. Please see the attachment labeled AG DR 2-8b ATT. 
c. March balances are not available at this time to make a complete comparison 

of the projected versus actual balances. 
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Westem Kentucky Gas Company 
Compulation of 13 Month Average Reserve Balances 

workpaper 84.1 Base Div. 09 Western Only 

Line Acct. Current Actual Acluai Aclual Acluai AClUal 

1 
2 
3 

4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 

No. No. AccounITlUe Rates Mar-06 Apr-06 Mw-06 Jun.06 JuI-06 
$ $ $ $ 5 

301.00 
30200 
303.00 

325.20 
325.40 
331 .oo 
332.01 
332.02 
334.00 
336.00 

350.10 
350.20 
351 .OO 
351.02 
351.03 
351.04 
352.00 
352.01 
352.02 
35203 
352.10 
352.1 1 
353.01 
353.02 
351.00 
355.00 
356.00 

365.10 
36520 
366.02 
366.03 
367.00 
367.01 
369.00 
369.01 

374.00 
374.01 
374.02 
374.03 
375.00 
375.01 
375.02 
375.03 
376 00 
376.01 
378.02 
378.00 
379.00 
379.05 
380.00 
381 "00 
382.00 
38300 
384.00 
385.00 
386.00 

OrganizaUon 
Franchises & Consents 
Misc. intanglble Plan\ 

Tolal Intangible Plan1 

Pmducing Leaseholds 
Rights of Ways 
Production Gas Wells Equipment 

Tribulary Lines 
Field Meas. & Reg. Sla. Equip 
Puriilcallon Equipment 

Told Naiural Gas Produclion Plant - 
Land 
Rights of Way 
Slruclures & lrnprovemenls 
Cornpresslon Stalion Equipmenl 
Meas. & Reg. Sla. Slruclures 
Other Structures 
WeUs 
Well Conslrucllon 
Well Equipment 
Cushion Gas 
Leaseholds 
Storage Rights 
Field Llnes 
Tribulaiy Lines 
Compressor Slaton Equipment 
Meas & Reg. Sla. Equipment 
Purificalion Equipment 

Total Slorage Plant 

Land 
Rights of Way 
Sinrclures & Improvements 
Olher Slruclues 
Mains Cathodic Protection 
Mains - Sieel 
Meas. & Reg. Sla. Equlpment 
Meas. & Reg. Sta. Equipment 

Total Transmission Plant 

Field Lines 

Land & Land Rights 
Land 
Land Righls 
Land Olhsr 
Structures & lrnprovemenls 
Skuclures & imprwemenls 1.8. 
Land Rights 
Improvements 
Mains Cathodic Proteciion 
Malm - Sieel 
Mains Plastic 
Meas. & Reg. Sla. Equipment General 
Meas 8 Reg. Sta. - City Gate 
Meas & Reg. Sia . TB 
SeN[CS 
Motels 
Meler Installations 
House Reguialors Service 
House Reg. lnslalialions 
Ind. Meas. & Reg. Sla. Equipment 
Olher Property on Cusl. Prem. 

Total Distribution Plant 

8,330 0,330 8,330 8,330 8,330 
119,853 119,853 119,853 119,853 119,853 

0 0 0 0 0 

128,182 128,182 128,182 128,182 128,182 

- 

0 0 0 0 0 
0 0 0 0 0 

3,492 3,492 3,492 3,492 3,492 
47.163 47,163 47,163 47,163 47,163 

529,956 529,956 529,956 529,956 529,956 
198,469 198,469 198.469 198,469 198,469 

0 

779,080 779,080 779,080 779,080 779,080 

- 0 0 0 0 

0 0 0 0 0 
0.92% 4,682 4,682 4,682 4,682 4.682 
1.93% 1,627 1,634 1,642 1,649 1,657 
1.93% 114,523 114,780 115,037 115,294 115,551 
1.93% 23,762 23,799 23,837 23,874 23,911 
1.93% 129,435 129,668 129,900 130,133 130,365 
2.71% 34,782 34,923 35,065 35,207 35,349 
271% 1,711,874 1,716,647 1,721,420 1,726.193 1,730,966 
271% 550.374 551,576 552,777 553,978 555,180 
0.00% 23,304 23,304 23,304 23,304 23,304 
0.30% 178.619 178,619 178,619 178,619 178,61 9 
1.83% 50,650 50,733 50,817 50,900 50,983 

f 35% 213,408 213,644 213,879 214,115 214,351 

206% 283,098 283,594 284,090 284,586 285,082 
1.30% 243,645 243,645 243,615 243,645 243,645 

4,216,281 4,224,615 4,232,969 4241,323 4,249,678 

1.35% 181,866 182,1)67 182,268 182,469 182,670 

1.51% 470,611 471,259 471.987 472,676 473,364 

0.00% 16 16 16 16 16 
089% 327,698 328,301 328,903 329,506 330,108 
1.39% 12,021 12,2m 12,517 12,765 13,013 
1.39% 60,044 60,124 60,204 60,284 60,365 
127% 258,140 258,568 258,998 259,428 259,859 
127% 15,140,349 15,163,251 15,106,153 15,207,717 15,230,619 
2.28% 38,774 39,127 39,480 39.834 40,187 
2.28% 1,876,212 1.881,468 1,886,724 1,891,900 1,897,236 

17,713,254 17,743,124 17,772,596 17,801,530 17,831AOf 

0.00% 57,145 57,145 57,145 57.145 
0.00% 0 0 0 0 
1.68% 20,224 20,427 20,797 21,167 
0.00% 0 0 0 0 
1.95% 22712 23,219 23,726 24,233 
1.95% 78,110 78,282 78,454 78,628 
1.95% 37,157 37,233 37,308 37,384 
1.95% 137 144 150 157 
2.39% 1,729,i 18 1,747,863 1,763,862 1,783,638 
2.39% 37,454,204 37,567,896 37,676,251 37,697,007 
2.3% 7,685,194 7,731,939 7,771,267 7,809,191 
2,49% 1,372,498 1,378,123 1,383,780 1,379527 

257% 1,175,805 1,179,310 1,182,014 1,186,318 
6.86% 34,605,146 34,954,566 34,929,007 35,183,998 
3.35% 1,166,792 1,205,249 1,243,706 1,282,163 
3.06% 5,705,312 5,614,501 5,586,332 5,560,568 
2.85% 2,490,204 2,501,844 2,513,485 2,525,126 
3.37% 94,224 94,657 95,091 95,524 
2.73% 1,959,293 1,969,508 1,979,793 1,990,078 
3.00% 2,432 2,446 2,480 2,474 

257% 110,864 113,233 115,805 ++ 118,377 

57,145 
0 

21,538 
0 

24,740 
78,797 
37,460 

163 
1,796,W 

37,787,839 
7,855,933 
1,385,644 

120,982 
1,189,822 

35,238,485 
1,320,620 
5,209,521 
2,536,768 

95,957 
2,000,363 

2,489 

95,766,370 96,2?7,5E3 96,461,232 96,832,702 96,768,928 
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Weslern Kentucky Gas Company 
Computalion 01 13 Monlh Average Reserve Balances 

wokpaper 83 1 Base Div. 09 Westem Only 

Line Acct Current Actual Aclual Aclual Aclual MUal 
NO. No. AccounlTille Kales Mar-06 Apr-06 Map06 Ju~-06 JuI-06 

16 $ $ $ $ 
76 
77 
78 

79 
80 
81 
82 
83 

84 
85 
86 
87 

88 

89 
90 
91 
92 
93 
94 
95 
96 

97 
98 
99 

100 
101 
102 

103 
I04 
105 
106 
107 

389.00 
390.01 
390.02 
390.03 
390.04 
390.09 
391 .oo 
391,02 
391 "03 
392.00 
392.01 

392.02 
393 00 

394.00 
396.00 
396.03 
396.04 
396.05 
397.00 
397.01 
397.02 
397.05 
398.00 
399.00 
399.01 
399.02 
399.03 
399.04 
399.05 
399.06 
399.07 
399.08 
399.09 
39924 

sieneG1LElant 
Land & Land Righls 
Structures Frame 
Slructrues & Improvemenk 
lmpmemenki 
Air Conditioning Equipment 
Improv. to Leased Premises 
Ollice Fum & Equipment 
Remitlance Processing Equip 
Office Machines 
Transpodation Equipmenl 
T N C ~  
Trailers 
Stores Equipmenl 
Tools, Shop & Garage Equip. 
Power Op8raled Equlpmenl 
Ditchers 
Backhoes 
Welders 
Communicalion Equipmenl 
Communicalion Equip. - Mobile Radios 
Communication Equip. - Fixed Radios 
Communication Equip. ~ Telemetering 
Miscellaneous Equipment 
OLer Tangible Property 
OLer Tangible Property ~ Sewers - W 
Olher Tangible Property. Servers - W 
Olher Tanglble Property - Network - W 
Other Tangible Property ~ CPU 
Other Tangible Property ~ MF - Hardware 
Other Tangible Property. PC Hardware 
Olher Tang. Property - P.C. Sollware 
Olher Tang. Property - Applicalion Sohare 
Olher Tang. Property - MF SoHwm 
Ollier Tang Property - Slad Up Gals 

Total General Plant 

Tolal Plant 

2" 12% 
2"12% 
2.12% 
5.00% 
7.05% 

7.05% 
8.92% 
8.92% 
8.92% 

3.28% 

2.79% 
2.79% 
279% 
521% 
521% 
521% 
5"21% 

1094% 

1429% 
14.29% 
14.29% 

18.51% 
15.85% 
12.50% 

28,459 
0 

94,944 
76,OM 
4,953 

1,063,375 
1,073,794 

0 
(30,799) 

(620,972) 
48,285 

141,935 
0 

660,555 
0 

(88,222) 
35,952 
24,486 
598,332 
(1 9,0171 

5,004 
78,070 

718,658 
0 

171,851 
118,461 
441.225 

0 
0 

2,702,795 
178,376 
332,631 

0 
0 

28,459 28,459 
0 0 

95,265 95,61 1 
71,430 78,798 
4,970 4,992 

1,069,135 1,074,895 
1,086,774 547,786 

0 0 

(616,380) (694,903) 
48,285 26,913 

143,023 116,GZZ 
0 0 

666,347 91,300 
0 0 

(87320) (149,471) 
36,656 0,932 
24,637 (750) 

603,286 608,240 
(1 9,003) (1 8,988) 

5,184 5,364 
79,426 8Q,78l 

738,640 760,555 
0 0 

173,947 175,990 
118,461 11a,46i 
447,319 453,413 

0 0 
0 0 

2,702,795 2,716,608 
181,586 184,795 
338,071 343,511 

0 0 
0 0 

(30,236) (30,4&4) 

28,459 
0 

95,957 
80.165 
5,015 

1,080,654 
557,152 

0 
(29926) 

(691,046) 
26,913 

116,862 
0 

95,223 
0 

(1@,944) 
9,557 
(671) 

61%195 
(18,974) 

5,544 
82,137 

783,107 
0 

175,990 
118,461 
459,508 

0 
0 

2,760,112 
188,004 
318,951 

0 
0 

28.459 
0 

96,304 
81,533 
5,037 

1,086,414 
566,517 

0 
(2936B) 

(687,188) 
26,913 

1 17,703 
0 

99,149 
0 

(148,416) 
10,183 

(591) 
618,149 
(18,959) 

5,724 
03,493 

805,658 
0 

175,990 
118,461 
465,602 

0 
0 

2,783,909 
191214 
354,391 

0 
0 

7,839,192 7,916,559 6,626,831 6,741,407 6,836,280 
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1 
2 
3 

4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 

Une Acct Curiant Aclual Actual Budget Budget Budget Budget 
No. No. Account Tille I Rales Aupofj Sep-06 OcM6 NW-06 Rec-C8 Jan-07 

$ $ $ $ $ $ 

301.00 
302.00 
303.00 

32520 
325.40 
331 00 
332.01 
332.02 
334.00 
336.00 

350.10 
35020 
351.00 
351.02 
351.03 
351.04 
352.00 
352.01 
352.02 
352.03 
352.10 
352.1 1 
353.01 
353.02 
354.00 
355.00 
356.00 

365.10 
36520 
366.02 
366.03 
367.00 
367.01 
369.00 
369.01 

374.00 
374.01 
374.02 
374.03 
375.00 
375.01 
375.02 
375.03 
376.00 
376.01 
376.02 
378.00 
379.013 
379.05 

381 -00 
382.00 
383.00 
384.00 
385.00 
306.00 

38o.ao 

Organization 
Franchises & Consents 
MI%. Intangible Plant 

Total Intangible Plant 

-m 
Producing Leaseholds 
Rights of Ways 
Producb'on Gas Wells Equlpmenl 
Field tines 
Tribulary Lines 
Field Meas. & Reg. Sta. Equip 
Purification Equipment 

Total Natural Gas Produclion Plant - 
Land 
Rights of Way 
Structures & Improvements 
Compression SlaUon Equlpment 
Meas. & Reg. Sfa. Structures 
Olher Slructures 
Wells 
Well Construction 
Well Equipment 
Cushion Gas 
Leaseholds 
Storage Rights 
Reld Unes 
lribu!aty Unes 
Compressor SlaUon Equipment 
Meas & Reg. Sta Equipment 
Purification Equipment 

Told Storage Plant - 
Land 
Rights oi Way 
SImctures & Improvements 
Other Slructues 
Malns Cathodic Proledion 
Mains - Steel 
Meas. & Reg. Sta. Equipment 
Meas. & Reg. Sta. Equipment 

Told Tmnsmlsslon Plant 

Land 8 Land Rights 
Land 
Land Rights 
Lend Olher 
Slructures 8 Improvements 
SlNclures & Improvements T.B. 
Land Rights 
Improvements 
Mains Cathodic Proledion 
Mains -Sled 
Mains Plastic 
Meas. 8 Reg. Sta. Equlpment General 
Meas 8 Reg. Sta. - clty Gate 
Meas & Reg. Sta - TB 

Meters 
Meter Installations 
House Regulators Sewice 
House Reg. lnslallations 
Ind. Meas. &Reg, Sla Equipment 
Offier Propelty on Cusl. Pmm. 

Total Distribution Plant 

SONlCOS 

8,330 8,330 8,330 8,330 8,330 8,330 
119,853 119,853 119,853 119,853 119,853 119,053 

0 0 0 0 0 0 

128,182 120,182 128,182 128,182 128,182 128,182 

0 0 0 0 0 0 
0 0 0 0 0 0 

3,492 3,492 3,492 3,492 3,492 3,492 
47,163 47,163 47,163 47,163 47,163 47,163 

529,956 529,956 529,955 529,956 529,956 629,956 
198,469 180,469 198,469 198,469 198,469 198,469 

0 0 0 0 0 0 

779,080 779,080 779,080 779,080 779,oao 779,080 

0 0 0 0 0 0 
0.92% 4,682 4,682 4,689 4,696 4,703 4,710 
1.93% 1,665 1,672 1,680 1,687 1,695 1,702 
1.93% 115,808 116,065 116,322 11 6,580 116.837 117,094 
1.93% 23,948 23,905 24,023 24,060 24,097 24,134 
1.93% 130,598 130,830 131.063 131,295 131.528 131,760 
271% 35,491 35,633 35,775 35,916 36,058 36,200 
271 % 1,735,739 1,740,512 1,745,285 1,750,058 1,754,831 1,759,604 
2.71 % 556,381 557,582 558,784 559,965 561,186 562,388 
0.00% 0 0 3,884 7,768 11,652 15,536 
0.30% 178,619 178,619 178,709 178,790 178,887 178,976 
1.83% 51,066 51,150 51,233 51,316 51,400 51,483 
1.35% 182,871 183,071 183,272 183,473 183,674 183,875 
1.35% 214,586 214,822 215,057 215,293 215,529 215,764 
1.51% 474,052 474,740 475,428 476,116 476,804 477,492 
2.06% 285.578 286,074 206,569 287,065 287,561 288,057 
1.30% 243,645 243,645 244,172 244,699 245,226 245,752 

4,234,728 4,243,082 4,255,944 4,268,605 4,281,666 4294,527 

0.00% 
0.89% 
1.39% 
1.39% 
127% 
1.27% 
228% 
2.20%- 

16 
330,710 

13,261 
60,445 

260,269 
15,253,520 

40,540 
1,902,493 

16 
331,429 

13,509 
60,525 

260,719 
15,271,466 

40,893 
1,907,749 

16 
332,032 
13,757 
60,605 

261,148 
15,295,510 

41 $46 
1,91 3,083 

16 
332,636 

14,004 
60,685 

261,577 
15,319,553 

41,599 
1,918,417 

16 
333,240 

14,252 
60,765 

262,006 
15,343,597 

41,952 
1,923,752 

16 

14,500 
60,845 

262,435 
15,367,640 

42.305 
1,929,086 

33!3,844 

17,861,273 17,886,305 17.91 7,397 17,948,489 17,979,581 18,010,673 

0.00% 57,145 
0.00% 0 
1.68% 21,908 
0.00% 0 
1.95% 25,247 
1.95% 78,969 
1.95% 37,535 
1.95% 1 70 
2.39% 1,816,654 
239% 37,908263 
2.39% 7,903,109 
2.49% 1,391,761 
257% 123,509 
2.57% 1,193,327 
6.86% 35,651,827 
3.35% 1,359,077 
3.06% 5296,962 
2.85% 2,518,513 
3.37% 96,390 
273% 2,010,647 
3.00% 2,503 

57,145 
0 

22278 
0 

25,754 
79,141 
37,611 

176 
1,838,859 

38,325,631 
7,800,989 
1,390,592 

126,860 
1,196,831 

35,794,213 
1,038,127 
5,282,019 
2,560,924 

96.824 
2,021,758 

0 -.- 

57,145 57,145 57,145 57,145 
0 0 0 0 

22,578 22,877 23,177 23,477 
0 0 0 0 

26,261 26,768 27275 27,702 
79Xi13 79,484 79,656 79,828 
37,687 37,763 37,838 37,914 

183 189 196 202 
1,860,168 1,881 *477 1,902,706 1924,095 

38,420,802 38,515,974 38,611,146 38,706,317 
7,946,760 8,012,532 8,078,304 8,144,075 
1,395,510 1,400,427 1,405,344 1,410,262 

129,516 132,171 134,827 137,482 
1,200,335 1,202,839 1,207,313 1210,848 

36,192,187 36,590,161 36,988,135 37,386,309 
1,137,117 1,235,107 1,335,087 1,434,088 
5,446,625 6,611,231 5775,837 5,940,443 
2,573,092 2,585,260 2,597,427 2,609,595 

97,257 97,690 98,123 98,557 
2,032,233 2,042,708 2,053,184 2,063,659 

418 837 1,255 1,674 

97,526,596 97,775,731 98,655,186 99,534,640 100,414,005 101,293,550 

wpB.3.1 B 09 



Line Accl. Currenl Adual Aclual Budgel Budgel Budget Budget 
- NO. NO. AccountTitle -- Rates AupO6 set-06 OCl-06 Nw-06 De006 Jan47 

$ $ $ $ 
76 
77 
70 

79 
80 
81 
82 
83 

64 
85 
86 
87 

88 

89 
90 
91 
92 
93 
94 
95 
96 

97 
98 
99 

100 
101 
102 

103 
104 
105 
106 
107 

389.00 
390.01 
390.02 
390.03 
390.04 
390 09 
391 .oo 
391 “02 
391 03 
392.00 
392.01 

392.02 
393.00 

394.00 
396.00 
396.03 
396.04 
396.05 
397.00 
397.01 
397.02 
397.05 
398.00 
399.00 
399.01 
399.02 
399.03 
399.04 
399.05 
399.06 
399.07 
399.08 
399.09 
39924 

GenAralPiant 
Land & Land Rights 
Stnictures Frame 
Structrues & Improvements 
Improvements 
Air Bnditiming Equipment 
Improv. to Leased Premises 
Ofnce Furn & Equlpmenl 
Remittance Processing Equip 
Ollice Machines 
Transportation Equipment 
Trucks 
Tmllers 
Stores Equlpmont 
Tools, Shop & Garage Equip. 
Power Operated Equipment 
Ditchers 
Backhoes 
Welders 
Gomrnunicalion Equipment 
(himmication Equip. - Mobile Radios 
Bmmunication Equip. - Fixed Radios 
Communication Equip. - Telemetelng 
Miscellaneous Equipment 
Other Tangible Property 
Other Tangible Property. Sewers - W 
OtherTangible Property-Setvars.S/W 
OtherTanglbie Property -Nehvork- WW 
Other Tangible Properly ~ CPU 
Other Tangible Property I MF ~ Hardware 
Other Tangible Property ~ PC Hardware 
Other Tang. Property - P.C. Sofhvare 
Other Tang. Property - Application Soflware 
Other Tang. Property - MF Soltware 
Oiher Tang. Property - Stad Up Costs 

212% 
212% 
2.12% 
5.0Vb 
7.05% 

7.05% 
8.92% 
8.92% 
8.92% 

328% 

279% 
2.79% 
2.79% 
521% 
521% 
521% 
521% 

10.94% 

14.29% 
14.29% 
1429% 

1861% 
15.85% 
12.50% 

28,459 
0 

96,650 
82,901 
5,059 

1,092,174 
575,883 

0 
(28,811) 

(683,330) 
26,913 

118,543 
0 

103,074 
0 

(147,889) 
10,808 

(512) 
623,103 
(18,945) 

5,904 
84,848 

828,352 
0 

175,990 
118,461 
471,697 

0 
0 

2,783,909 
194,423 
359,831 

0 
0 

$ 

28,459 
0 

96,996 
84,269 
5,081 

1,097,934 
585,535 

0 
(28,253) 

26,913 
118,632 

0 
106,999 

0 
(1 47,361) 

11,434 
(W 

628,057 
(18,930) 

6,084 
86,204 

855,426 
0 

175,990 
tt8,461 
477,791 

0 
0 

2,813,709 
197,633 
365,271 

0 
0 

(679,473) 

28,459 
0 

97,331 
85,637 
5,102 

1,103,693 
587,071 

0 
(27,706) 

(676,710) 
26,924 

119,227 
0 

101,979 
0 

(147,809) 
11,616 

633,012 
(18,916) 

6,264 
87,559 

877,011 
0 

179,492 
121,164 
483,886 

0 
0 

2,805,330 
200,842 
370,712 

0 
0 

(745) 

28,459 
0 

97,667 
67,005 
5,122 

1,109,453 
588,607 

0 
W,W 

(673,948) 
28,934 

119,823 
0 

96,959 
0 

(148.257) 
11,799 
(7,059) 

637,966 
(18,901) 

6,444 
88.915 

898,596 
0 

182,993 
123,866 
409,980 

0 
0 

2,956,951 
204,051 
376,152 

0 
0 

$ 

28,459 
0 

98,003 
88,373 

5,142 
1,115,213 

590,142 
0 

(26,613) 
(671,185) 

26,944 
120,419 

0 
91,938 

0 
(1 48,705) 

11,982 
(1,372) 

642,920 
(1 8,887) 

6,623 
90,271 

920,181 
0 

186,495 
126,569 
496,075 

0 
0 

3,028,572 
207,261 
381,592 

0 
0 

28,459 
0 

98.339 
89,741 
5,162 

1,120,973 
591,678 

0 
(26,067) 

(668,423) 
26’954 

121.01 4 
0 

06$18 
0 

(149,153) 
12,165 
(1,@s) 

647,874 
(18,873) 

6,803 
91,626 

941,765 
0 

189,997 
129,271 
502,169 

0 
0 

3,100,193 
210,470 
387,032 

0 
0 

Tolai General Plant 

Total Plant 

6,907,497 7,012,428 7,140,423 7,268,417 7,396,411 7,524,405 
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WP Sched. 8.3.1 

Projecled ReSeNe 
tine Acct Current Budget Budget 13 Mo. Avg Provision Balance 
No. No. AccounlTiUe f l a k  Feb-07 Mar-07 Mar-07 Base Period Mar-07 Refiremenls 

1 
2 
3 

4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
10 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 

301.00 
302.M 
303.00 

325.20 
325.40 
331.00 
332.01 
332.M 
334 00 
336.00 

350.10 
350.20 
351 -00 
351.02 
351.03 
351 .a4 
352.00 
352.01 
352.02 
352.03 
352.10 
352.11 
353.01 
353.02 
354.00 
355.00 
356.00 

365.10 
365.20 
366.02 
366.03 
367.00 
367.01 
369.00 
369.01 

374.00 
374.01 
374.02 
374.03 
375.00 
375.01 
376.02 
375,03 
376.00 
376.01 
376.02 
378 00 
379.00 
379.05 
380.00 
381 .OD 
382 00 
383.00 
384.00 
385.00 
386.00 

Organization 
Franchises & Consents 
MI%. inlangible Plant 

Total Intangible Plant 

Producing Leasehdds 
Rights of Ways 
Production Gas Wells Equipment 
fleid lines 
Tdbutaiy Lhes 
Field Meas. & Reg. Sta. Equip 
Puritcalion Equipment 

Total Naiural Gas Produclion Plant 

slomsam 
Land 
Righls of Way 
Struclures & lmpmvemenls 
Compression Stallon Equlpmenl 
Meas. 8 Reg. Sta. Struclures 
OUler Structures 
Wells 
Well Construclion 
Well Equipment 
Cushion Gas 
Leaseholds 
Storage Rights 
Field tines 
Tnbulaiy lines 
Compressor Stalim Equipmenl 
Meas 8 Reg. Sia. Equlpment 
Purlficalion Equipment 

Total Slorage Plant 

Land 
Righls of Way 
Struclures & Improvements 
Other Slruclues 
Mains Cathodic Protecfion 
Mains ~ Steel 
Meas & Reg. Sla. Equlpment 
Meas. & Reg. Sla. Equipment 

T a l  Transmisslon Plan1 

Land & Land Righls 
Land 
Land Rights 
Land Other 
Struclures & lmprovemenls 
Slructures 8 improvements T.B. 
Land Righls 
improvements 
Mains Cathodic Pmlecllon 
Mains -Steel 
Mains Plastic 
Meas. & Reg. Sta. Equipment General 
Meas & Reg. Sla. - City Gale 
Meas & Reg. Sla - TB 
Sewices 
Meters 
Meter Insl~llallons 
House Regulalors Sewice 
House Reg. lnslaliations 
Ind. Meas. &Reg. Sla EqWprnsnl 
Other Property on Cvsl. Prem. 

Total Disliibulion Plant 

8,330 8,330 8,330 
119,853 119,853 119,853 

0 0 0 

128,182 128,182 128,182 

0 0 0 
0 0 0 

3,492 3,492 3,492 
47,163 47.1 63 47,163 

529,956 528,956 529,956 
198,469 198,469 198,469 

0 0 0 

779,080 n9,oao 779,080 

0 0 0 
0.92% 4,717 4,725 4,693 
1.93% 1,710 1,718 1,672 
1.93% 117,351 117,608 116,065 
1.93% 24,171 24,209 23,985 
193% 131,993 132225 130,830 
271% 36,342 36,484 35,633 
271% 1,764,377 1,769,150 1,740,512 
2.71% 563.589 564,790 557,582 
0.00% 19,420 23,304 15,237 
0.30% 179,066 179,155 178,764 
1.83% 51,566 51,649 51,150 
1.35% 184,075 184,276 183,071 
1.35% 216,000 216,236 214,822 
I .51% 478,180 478,868 474,740 
2.06% 288,553 289,049 286,074 
1.30%- 246,279 246,806 244,496 

4,307,389 4,320,250 4,259,326 

0.00% 
0.89% 
199% 
1.39% 
1.27% 
1 27% 
2.28% 
228%- 

0.00% 
0.00% 
1.68% 
0.00% 
1.95% 
1.95% 
1.95% 
1.95% 
2.39% 
239% 
239% 
249% 
257% 
257% 
6.66% 
3.35% 
3.06% 
285% 
3.37% 
273% 
3.00%-- 

16 
334,448 

14,748 
60,925 

262,864 
15,391,684 

42,659 
1,934,420 

16 
335,052 

14,996 
61.006 

263,294 
15,415#727 

43,012 
. 1,939,755 

16 

13,609 
60,525 

260,717 
15,275,907 

40,893 
1,907,875 

331,377 

18,041,765 18,072,857 17,890,819 

57,145 
0 

23,776 
0 

28289 
80,000 
37,990 

209 
1,945,403 

3,801,489 
8,209,847 
1,415,179 

140,137 
1,214,352 

37,784,083 
1,533,078 
6,105,049 
2,621,762 

98,990 
2074,134 

2,092 

57,145 
0 

24,076 
0 

28,796 
80,171 
38,065 

215 
1,966,712 

38,896,661 
8,275,619 
1,420,096 

142,793 
1,217,856 

38,f 82,056 
1,632,068 
6,269,655 
2,633,930 

99,423 
2,084,610 

2,511 

57,145 
0 

0 
25.754 
79,141 
37,611 

176 
1,842,869 

38,182,268 
7,946,520 
1,394,519 

126,649 
1,196,831 

36,113,921 
1,301,791 
5,648,466 
2,561,379 

96,824 
2,021,690 

1,815 

22,177 

102,173,004 103,052,459 98,655,544 

Projected 

0 8,330 0 
0 119,853 0 
0 0 0 

0 128,182 0 

0 0 0 
0 0 0 
0 3,492 0 
0 47,163 0 
0 529,956 0 
0 198,469 0 

0 0 -- 0 

0 779,080 0 

0 0 0 
43 4,725 0 
91 1.71 8 0 

3,084 117,608 0 
447 24,209 0 

2,790 14225 0 
1,702 36,484 0 

57,277 1,769,150 0 
14,416 564,790 0 

0 23,304 0 
536 179,155 0 
989 51.649 0 

2,410 104,276 0 
2,828 216,236 0 
8,256 478,868 0 
5.950 289,049 0 
3,161 246,806 0 

103,989 4,320,250 0 

0 16 0 
7,353 335,052 0 
2,976 14,996 0 

961 61,006 0 
5,153 263,294 0 

276,856 15,415,727 (1,477l 
4,237 43,012 0 

63,543 1,939,755 0 

361,080 18,072,857 (1,477) 

0 
0 

3,853 
0 

6,085 
2,061 

909 
78 

239,698 
1,531,466 

61 1,780 
72,851 
32,129 
42,051 

5,085,237 
465,277 

1,062,669 
143,726 

5,199 
125,317 

79 

67,145 
0 

24,076 
0 

28,796 
80,171 
38,065 

215 
1,966,712 

38,896,661 
8,275,619 
1,420,096 

142,793 
1,217,856 

38,182,056 
1,632,068 
6,269,655 
2,633,930 

99,423 
2,084,510 

2,511 

0 
0 
0 
0 
0 
0 
0 
0 

(2,103) 
(89,009) 
(21,356) 
(25,253) 

0 
0 

(1,508.326) 
0 

(498,327) 
0 
0 
0 

9,430,463 103,052,459 (2,144,373) 

~ 8 . 3  1 B 09 



WP Sched. 8-3.1 

Projected Reserve 
Line AccL Current Budget Budget 13 Mo. Avg P r w i s I o n Balance 
No. No. AccountTiUe - Rates Feb-07 Mar-07 Mare07 BSB Period Mar.07 - Relirements 

s s 
76 
l7 
78 

79 
80 
81 
82 
83 

84 
85 
86 
87 

88 

89 
90 
91 
92 
93 
94 
95 
96 

97 
98 
99 

100 
101 
102 

103 
104 
105 
106 
107 

389.00 
390.01 
390.02 
390.03 
390.04 
390.09 
391.00 
391.02 
391.03 
392.00 
392.01 

392.02 
393 00 

394.00 
396.00 
396.03 
396.04 
396.05 
397.00 
397.01 
397.02 
397.05 
396.00 
399.00 
399.01 
399.02 
399.03 
399.04 
399.05 
399.06 
399.07 
399.08 
399.09 
399.24 

l&xmLem 
Land 8 Land Rights 
Structures Frame 
Slructrues & Improvements 
Improvements 
Air Condillonlng Equipment 
Improv. lo Leased Premises 
OIfice Fum & Equipment 
Remillance Processing Equip 
Office Machines 
Transportalion Equipment 
Trucks 
Trailers 
Stores Equlpment 
Tods, Shop & Garage Equip. 
Power Operated Equipment 
Dilchers 
Backhoes 
Welders 
Communication Equipment 
Communication Equlp. - Mobiie Radlos 
Communication Equip.. Fixed Radios 
Communicalion Equlp~ - Telemelering 
Mlsceiianeous Equipment 
Olher Tangible Property 
Other Tangible Property - Servers - H!W 
Olher Tangible Property - Sewers - SNV 
Olher Tangible Property - Nelwoork - WW 
Olher TangiMo Property - qPU 
Olher Tangible Property - MF - Hardware 
OlherTangiMe Property - PC Hardware 
Olher Tang" Pfoperty - P.C. Sotlware 
Other Tang. Properly - Application Soitware 
Other Tang. Property. MF Soitware 
Olher Tang. Property - Start Up Costs 

Tolal General Plant 

Tolal Plant 

2.12% 
2.12% 
2.12% 
5.00% 
7.05% 

7.05% 
8.92% 
8.52% 
8.92% 

328% 

2.79% 
2.79% 
2.79% 
5.21% 
521% 
5.21% 
521% 

10~94% 

14.29% 
14.29% 
14.29% 

18.51% 
1525% 
12.50% 

28,459 
0 

98,675 
91.108 
6,182 

1,126,732 
593214 

0 
(25,520) 

(665,660) 
26.965 

121,610 
0 

81,898 
0 

(149,saf) 
12,348 
(1,999) 

652,829 
(18,858) 

6,983 
92,982 

963,350 
0 

193,499 
131,974 
508,261 

0 
0 

213,679 
392,472 

0 
0 

3,171,1114 

$ 

28,459 
0 

99,010 
92,476 
5,202 

1,132,492 
594,750 

0 
(24,973) 

(662,898) 
26.975 

122,206 
0 

76,878 
0 

(150,049) 
12,531 
(2,312) 

657,783 
(1 8,844) 

7,163 
94,338 

984,935 
0 

197,000 
134,676 
514,358 

0 
0 

3,243,435 
216,889 
397,912 

0 
0 

28,459 
0 

96,981 
84,269 
5,078 

1,097,934 
656,839 

0 
(28,147) 

(668,624) 
30218 

122,848 
0 

181,478 
0 

15,074 
2,846 

628,057 
(18,930) 

6,084 
86,204 

852,018 
0 

181,171 
122,827 
477,791 

0 
0 

2,896,164 
197,633 
365271 

0 
0 

(139,336) 

0 
0 

4,067 
16,414 

249 
69.117 

123,871 
0 

6,713 
48,694 
2,199 

10,897 
0 

53,163 
0 

6,900 
7,764 
1.215 

59,461 
174 

2,159 
16.267 

266,278 
0 

25,149 
16215 
73,134 

0 
0 

540,639 
38,512 
65282 

0 
0 

Projecled 

28,459 
0 

99,010 
92,476 
5,202 

1,132,492 
594,750 

0 
(24,973) 

(662,898) 
26,975 

122,206 
0 

76,878 
0 

(150+049) 
12,531 
(2,312) 

657,783 
(18,844) 

7,163 
94,338 

984,935 
0 

197,000 
134,676 
514.358 

0 
0 

3,243,435 
216,889 
397,912 

0 
0 

0 
0 
0 
0 
0 
0 

(602,915) 
0 

(887) 
(90,619) 
(23,509) 
(30,626) 

0 
(636,840) 

0 

(31.185) 
(28,013) 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

(6e.723 

0 0 0 0 -- 
7,652,400 7,780,394 7,280,203 1,454,524 7,780,394 (1,513,321) 

1 3 3 , 4 8 1 , 8 2 0 3 5 0 , 0 5 5  134J33.222 

wpB.3.1 B 09 



.-N 

m e m  
N N N  

o r  m o  



F 
.- e 
d 

W 
E 
c 



m o  
% ?  
7 
P 



c a8 s s.fft m z  

.-a000000000000000 
cg 5 5  m r- 
m 

r. 

m m o o o o o o o o o o o o o o o  
d 

v) 

c9 t. 

3 *E3 
8- 
7 

w r - o o o o o o o o o o o ~ o o o  a m  
9 rt 0- 

6 
r-- 

g g o o o o o o o o o o o ~ o o o  
2" 0 Z" 8 

r." "?. 

7 

0 7 - o o o o o o o o o o o w o o o  

m 
-4- 

3 7-w :- a- 

2- 

F! 
m 





0 0 0  0 0 

3 
E 
c 
2 .- .... 

0 0 0 0 0 0 0 ~ 0 ~ 6 0 0 0 ~ 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0  

5 S$- 2 c iu 55% 



b 
0 
0 
Q 
8 

b 
C 
C 
Q 
E 

cc 
C 
C 

c\ 
Q 
F 

U 
C 
C 
P 
7- 
7- 

2 
C 

C 
c 
T 

c( 
C 
C 

C 
C 

s 

I < 
( 

i 

Y 



Atmos Energy Corporation, KY 
" Case No. 2006-00464 

DivO9 Accumulated Reserve 

Division Plant Acct 09/2006 10/2006 
009 301 00 8,330 8,330 

30200 
32520 
32540 
33100 
33201 
33202 
33400 
33600 
3501 0 
35020 1 

35100 
35 102 
351 03 
351 04 
35200 
35201 
35202 
35203 
35210 
3521 1 
35301 
35302 
35400 
35500 
35600 
36510 
36520 
36602 
36603 
36700 
36701 
36900 
36901 
37400 
37401 
37402 
37403 
37500 
37501 
37502 
37503 
37600 
37601 
37602 
37800 
37900 

1 19,853 

3,492 
47,163 

529,956 
198,469 

4,682 
1,672 

1 16,065 
23,985 

130,830 
35,633 

1,740,512 
557,582 

178,619 
51,150 

183,071 
214,822 
474,740 
286,074 
243,645 

16 
331,429 

13,509 
60,525 

260,719 
15,271,466 

40,893 
1,907,749 

57,145 

22,278 

25,754 
79,141 
37,611 

176 
1,838,859 

38,325,631 
7,880,989 
1,390,592 

126,860 

- 

1 19,853 

3,492 
47,163 

529,956 
198,469 

4,682 
1,680 

1 16,322 
24,023 

131,063 
35,775 

1,745,285 
558,784 

178,619 
51,233 

183,272 
21 5,057 
483,539 
286,569 
243,645 

16 
332,051 

5,744 
60,605 

261,149 
15,294,367 

41,246 
1,9 13,005 

57,145 

22,620 

- 

26,261 
79,313 
37,687 

183 
1,855,979 

38,400,398 
7,932,516 
1,384,751 

129,596 

11/2006 
8,330 

1 19,853 

3,492 
47,163 

529,956 
198,469 

- 
4,682 
1,687 

1 16,580 
24,060 

131,295 
35,916 

1,750,058 
559,985 

178,619 
51,316 

183,473 
21 5,293 
484,517 
287,065 
243,645 

16 
332,673 

60,685 
261,579 

15,317,267 
41,599 

1,918,261 
57,145 

22,963 

26,768 
79,484 
37,763 

189 
1,82 1,268 

38,510,754 
7,983,500 
1,378,057 

132,333 

5,808 

12/2006 01 12007 02/2007 
8,330 8,330 8,330 

11 9,853 1 19,853 1 19,853 

3,492 3,492 3,492 
47,163 47,163 47,163 

529,956 529,956 529,956 
198,469 198,469 198,469 

4,682 
1,695 

1 16,837 
24,097 

131,528 
36,058 

1,754,831 
561,186 

178,619 
5 1,400 

183,674 
215,529 
485,496 
241,145 
165,375 

16 
333,296 

7,888 
58,750 

258,183 
15,340,167 

104,074 
1,861,396 

57,145 

- 

- 
4,682 
1,702 

1 17,094 
24,134 

131,760 
36,200 

1,759,604 
562,388 

178,619 
51,483 

183,875 
21 5,764 
486,474 
241,593 
165,375 

16 
333,918 

7,955 
58,827 

258,611 
15,363,182 

104,545 
1,866,534 

57,145 

4,682 
1,710 

1'17,351 
24,171 

131,993 
36,342 

1,764,377 
563,589 

178,619 
51,566 

'1 84,075 
21 6,000 
487,453 
240,089 
163,170 

16 
334,540 

8,002 
58,905 

259,038 
15,386,068 

103,765 
1,871,672 

57,145 

- 

- 
23,305 23,647 23,990 

28,451 
78,438 
37,838 

196 
1,811,744 

38,566,753 
8,031,436 
1,333,738 

149,808 

- 
28,961 
78,608 
37,914 

202 
1,673,796 

38,607,129 
8,083,175 
1,338,667 

I 52,589 

29,470 
78,777 
37,990 

209 
1,656,865 

38,437,113 
8,123,573 
1,344,102 

155,464 
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Atrrios Energy Corporation, KY 
Case No. 2006-00464 

DivO9 Accumulated Reserve 

Division Plant Acct 09/2006 10/2006 1 112006 12/2006 01/2007 02/2007 
37903 
37905 
38000 
381 00 
38200 
38300 
38400 
38500 
38600 
38900 
39000 
39002 
39003 
39004 
39009 
39100 
391 03 
39200 
39201 
39202 
39400 
39603 
39604 
39605 
39700 
39701 
39702 
39705 
39800 
39901 
39902 
39903 
39905 
39906 
39907 
39908 

009 Total 

1 , I  96,831 
35,794,213 

1,038,127 
5,282,019 
2,560,924 

96,824 
2,021,758 

28,459 

96,996 
84,269 
5,081 

1,097,934 
585,535 
(28,253) 

(679,473) 
26,913 

1 18,632 
106,999 

(1 47,361) 
1 1,434 

(432) 
628,057 
(1 8,930) 

6,084 
86,204 

855,426 
175,990 
1 18,461 
477,791 

2,813,709 
197,633 

- 
1,200,335 

36,207,068 
1,077,053 
5,371,086 
2,572,877 

97,257 
2,031,991 

28,459 

97,338 
85,637 
5,103 

1,103,693 
595,510 
(27,694) 

(675,493) 
26,913 

1 18,632 
11 1,233 

(1 46,805) 
12,072 

633,012 

6,264 

878,326 
175,990 
118,461 
483,886 

2,813,709 
200,842 

(338) 

(1 831 6) 

87,559 

- 

1,203,839 
36,615,557 

1,116,008 
5,460,237 
2,584,832 

97,690 
2,042,435 

28,459 
74 

97,680 
87,005 
5,122 

1,109,453 
605,484 
(27,135) 

(671,513) 
26,913 

122,132 
I 15,468 

(1 46,248) 
12,711 

(245) 
637,966 
('1 8,902) 

6,444 
88,915 

901,227 
175,990 
1 18,461 
489,980 

2,813,709 
204,051 

1,191,063 
36,832,285 

1 ,152,234 
5,379,720 
2,596,626 

98,124 
2,037,671 

28,459 
147 

91,205 
64,932 
5,141 

1,107,288 
61 5,459 
(26,576) 

(667,533) 
26,913 

122,132 
1 19,752 

(1 45,683) 
13,350 
(151) 

(279,440) 
(20,088) 
(32,077) 

(1 40,842) 
924,248 
175,990 
118,461 
496,075 

2,813,709 
197,787 

1,194,522 
37,262,435 

1,191,244 
5,470,381 
2,607,327 

98,557 
2,048,093 

28,459 
298 

91,540 
66,275 
5,160 

1,113,028 
625,469 
(26,018) 

(663,553) 
26,913 

122,132 
124,037 

(145,117) 
13,988 
(7,126) 

(276,882) 
(20,077) 
(31,998) 

(1 40,087) 
947,293 
175,990 

502,169 

2,8'13,709 
200,922 

1 '1 8,461 

1,197,592 
37,597,781 

590,721 
5,637,295 
2,618,305 

98,990 
2,058,533 

28,459 
449 

91,875 
67,619 
5,180 

1,118,768 
635,479 
(25,459) 

(659,572) 
26,913 

122,132 
128,322 

(144,552) 
14,627 

(274,324) 
(20,066) 
(31,919) 

(1 39,332) 
970,338 
175,990 
1 18,461 
508,264 

2,813,709 
204,056 

(7,043) 

370,712 376,152 204,341 208,680 21 3,020 
127,824,809 128,643,214 129,443,518 128,242,756 128,889,657 128,779,762 

365,271 
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Atmos Energy Corporation, KY 
Case No. 2006-00464 

Div91 Accumulated Reserve 

Division Plant Acct 0912006 1 Of2006 1 If2006 12/2006 0112007 0212007 
091 301 00 

30300 
37600 
37601 
37602 
39001 
39004 
39009 
391 00 
391 01 
391 03 
39200 
39300 
39400 
39500 
39600 
39700 
39701 
39702 
39800 
39900 
39901 
39902 
39903 
39906 
39907 

17,253 
5,771 

'1,261,504 
49,085 

27,972 
4,158 
7,552 
23,164 

8,497 
110,181 

134,525 
52,810 
59,781 
11,517 

i 94,298 
484,085 
98,204 

17,630 
5,771 

1,374,386 

13,370 
5,418 
7,616 

49,085 

('1,133) 

I 8,635 

144,081 

I 37,839 

8,715 

2,049 

54,027 
60,634 
11,517 

1 97,137 
526,960 
'1 01,568 

18,007 
5,771 
49,085 

'I ,381,028 

13,551 

7,679 
19,090 

(1,133) 

5,41 a 

8,715 
146,120 
2,066 

140,934 
55,245 

11,517 
199,976 
548,743 
101,568 

61,487 

I 8,383 
5,771 
49,085 

1,387,670 

13,731 
5,418 
7,743 
19,545 

8,715 
130,008 
2,083 

144,029 
56,463 
62,341 
11,517 
202,816 

103,356 

('1,133) 

528,6i 4 

18,760 
5,771 
49,085 

1,393,164 
(1,133) 
13,912 

7,807 
20,000 

8,715 
132,025 
2,100 

147,124 
57,681 
63,194 
11,517 
205,655 
550,003 
105,143 

5,41 a 

19,136 
5,771 
49,085 

1,393,714 

14,093 
5,418 

20,454 

(1 ,I 33) 

7,871 

8,715 
134,042 
2,117 

150,220 

64,047 
11,517 

571,392 
106,931 

58,898 

208,494 

39908 1,782,414 1,782,414 1,782,414 1,782,414 1,782.41 4 I ,782,41 4 
091 Total 4,332,771 4,517,720 4,557,282 4,538,569 4,578,355 4,613,197 
Allocated to KY 36.78% 1,593,437 1,661,454 1,676,004 1,669,122 1,683,754 I ,696,567 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 9 

Witness: Gary Smith 

Data Request: 
With regard to the response to AG-1-23, please provide the following information: 

a. Update the response by providing actual gas storage volumes, dollar balances 
and price per Mcf numbers for the months of January, February and March 
2007, as well as the resulting updated 13- month average numbers for the 
Base Period. 

b. Reconcile the currently reflected corrected 13-month average Base Period gas 
stored underground balance of $1 1,675,842 to the corrected 13-month average 
Base Period gas stored underground balance of $1 0,l 90,958 shown on 
Schedule B-4.1, sheet 1 contained in the response to AG-1-1 . 

c. Explain why the projected 13-month average Forecasted Test Period gas 
stored underground volume of 2,501,840 Mcf is so much higher than the 13- 
month average gas stored underground volume for the Base Period. 

d. Explain why the projected average cost per Mcf of $8.71 for the Forecasted 
Test Period gas stored underground is so much higher than the average cost 
per Mcf for the Base Period gas stored underground. 

Response: 
a. The response to AG-1-23 has been updated with January and February 2007 

volumes and dollar balances. The 13-month average has been updated to 
include these actual amounts. March 2007 information will not be released until 
May 4th. Please see Attachment AG DR 2-9(a). 

b. Schedule B-4-1 contains budget numbers from October 2006 through March 
2007. AG DR 1-23 the 13 Month Avg. - Base was updated with actual numbers 
from October 2006 through December 2006. These two schedules are shown by 
month on Attachment AG 2-9(b). 

c. First, it is noteworthy that the update provided in subpart (a) shows that the gap 
between the Base Period and Test Period has further converged, with the 
updated Base Period at 2,199,923 Mcf. Primarily because of the mathematical 
anomaly of 13-month averages, the period ending March is expectedly 300,000 
to 500,000 Mcf below the expected 13-month average for June. This is due to 
the use of two March months in the calculation; with March being the end of the 
withdrawal season, when company storage is well depleted and N N S  supply is 
"barrowed" to the maximum level. 

d. As shown on Attachment AG DR 2-9(a), column I ,  line 3, the average value of 
storage at it fullest level for the Base Period was $6.77. Gas supply costs for the 
Forecast Test Period were estimated based upon NYMEX futures prices, as of 
11/30/2006, for forvirard months. Comparatively, the NYMEX supply prices for 
the injection months affecting the Test Year ranged from $8.284/mmBtu to 
$8.641/mmBtu. Workpapers showing the storage inventory projections, applying 
these NYMEX prices were provided in response to AG DR 1-21. 



Attachment AG DR 2-9(a) 

nl m 



Attachment AG DR 2-9(b) 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 10 

Witness: Tom Petersen 

Data Request: 
Does the response to AG-1-24b mean that the Customer Advances for Division 91 
of $35,541, once the correct coding has been applied, should be a rate base 
deduction balance as opposed to a rate base increase balance? If not, explain 
what exactly the response means and what impact it has on the requested rate 
base in this case. 

Response: 
The $35,541 should not have been coded to rate division 091. The amount should 
be excluded from rate base in Kentucky. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item I1  

Witness: Jim Cagle 

Data Request: 
Regarding the response to AG -1 -256, please provide the following information: 
a. As shown on Schedule B-5, Sheet 2 of 4, on both an original filing as well as 

corrected filing (response to AG-1-1) basis, the Company has allocated to 
Kentucky 36.78% of the Division's 91 Account 255 ADITC balance in the Base 
Period. Explain why this Division 91 Account 255 ADITC is allocable to 
Kentucky in the Base Period but not in the Forecasted Test Period. 

b. Explain in more detail why the Division 91 ADlTC is not allocable to Kentucky 
for the reason that it "relates specifically to states within the old United Cities 
Gas Company." In addition, explain which states these are and provide proof 
that Atmos actually allocates 100% of the Division 91 ADITC to these states for 
ratemaking purposes. 

Response: 

a. Div 91, Account 255 ADITC is not allocable to the Company's Kentucky 
operations in either period and could have been removed from the 
schedules when re-filed. The Company's requested rates in this 
proceeding are based upon the forecasted test period. 

b. The availability of Investment Tax credits ceased in the early 1980s. At 
that time, United Cities Gas Company was a separate entity from Atmos 
as the merger occurred in the late 1990s. The ADITC recorded in 
Division 91 related to United Cities Gas Company from that period. The 
Company allocates ratebase items for ratemaking purposes only. In 
previous cases, Div 91 ADlTC has been allocated to the applicable UCG 
states (Tennessee, Virginia, Georgia, Iowa, and Illinois). As this is the first 
rate case filed since the consolidation of the divisions, no other examples 
are available. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 12 

Witness: Jim Cagle 

Data Request: 
The Company has responded that the actual ADIT balance information requested 
in AG-1-26 f is provided in "the response to item c and attached spreadsheet 
labeled AG AD1-26 ATT." However, this does not contain the requested actual 
monthly ADIT balances from March 2006 through January 2007, broken out by 
Account 190, 255, 282 and 283 deferred taxes. Please provide this information 
and, in addition, provide similar actual ADIT balances for February and March 
2007. 

Response: 
Please see attachment AG DR 2-12 ATT for the actual ADIT monthly balances 
from March 2006 through February 2007. These are broken out by Account 190, 
255, 282 and 283. The March 2007 information wilf be available after May 4th. 
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Atmos Energy Corporation, KY 
Case No. 2006-00464 

Deferred Credits and Accumulated Deferred Income Taxes 
as of June 30,2008 

Data:-Base Period X Forecasted Period FR 10(10)(b)5 
Type of Filing: X Original Updated Sched. €3-5 
Workpaper Reference No($. Shed 3 of 4 

Period End Jurisdictional Jurisdictional 
Line Sub Tot Company Jurisdictional Period ending 13-Month 
No. Acct KY Percent Balance Average 

DIVISION 09 
2 
3 
4 28201 
5 
6 28206 
7 
8 
9 

10 
11 28201 
12 
13 28206 
14 
15 
16 
17 
18 28201 
19 
20 28206 
21 
22 
23 
24 

DIVISION 02 
26 
27 
28 28201 
29 
30 28206 
31 
32 
33 
34 
35 28201 
36 
37 28206 
38 
39 
40 
41 
42 28201 
43 
44 28206 
45 
46 
47 
48 

DIVISION 12 

1 9 o - t I p  
Accum Defer - Fed Income Tax 6,505,826 

Accum Defer State Income Tax 866,078 

Total Account 190 7,371,905 

t 7 8 7 - p  
Accum Defer - Fed Income Tax (27,940,112) 

Accum Defer - State Income Tax (3,900,338) 

Total Account 282 (31,840,450), 

t 783 - P s  - 0 t h  
Accum Defer - Fed Income Tax (474,726) 

Accum Defer - State Income Tax (45,648) 

Total Account 283 (520,374) 

1 (24,988,919) 

190 - p 
Accum Defer - Fed Income Tax 22,362,330 

Accum Defer - State Income Tax 3'1 09,979 

Total Account 190 25,472,309 

7R7 - Ac- 
Accum Defer - Fed Income Tax (8,846,648) 

Accum Defer - State Income Tax (5,914,813) 

Total Account 282 (14,761,4611 

t 783 - A-s - Other 
Accum Defer - Fed Income Tax 

Accum Defer - State Income Tax 

(21,751,775) 

(1 , 191,323) 

Total Account 283 (22,943,098). 

I (12,232,250) 

6,505,826 6,420,974 

866,078 858,805 

7,371,905 7,279,779 

(27,940,112) (27,949,057) 

(3,900,338) (3,901,104) 

(31,840,450) (31,850,161) 

(474,726) (474,726) 

(45,648) (45,648) 

(520,374) (520,374) 

(24,988,919) (25,090,756) 

1,162,841 1,157,247 

161,719 161,239 

1,324,560 1,318,486 

(460,026) (439,107) 

(307,570) (306,938) 

(767,596) (746,0451 

(l,I31,092) (1,172,887) 

(61,949) (65,531) 

(1,193,041) (1,238,418) 

(636,077) (665,976), 

B.5 F 



I 787 - p 
2 28201 Accum Defer - Fed Income Tax (33,726,969) 

DIVISION 91 
3 15560 Account 252 - Customer Advances For Construction 3,LW 
4 
5 t 190 - A- 
6 28201 Accum Defer - Fed Income Tax 7,675,751 
7 
8 28206 Accum Defer - State Income Tax 1,074,830 
9 

10 Total Account 190 8,750,581 
11 
12 
13 28201 Accum Defer - Fed income Tax (3,502,499) 
14 
15 28206 Accum Defer - State Income Tax (496,238) 
16 
17 Total Account 282 (3,998,737) 
18 
19 fi- 
20 28201 Accum Defer - Fed Income Tax (2,283,207) 
21 
22 28206 Accum Defer - State Income Tax (316,010) 
23 Total Account 283 . (2,599,217) 

2,152,626 
24 
25 
26 
27 Total Deferred Income Taxes Jurisdictional (68,795,512)d 

5.60% 
(1,888,710) (1,903,292) 

36.78% 13,071 13,071 

2,822,864 2,787,577 

395,284 392,259 

3,218,148 3,179,835 

(1,288,093) (1,312,832) 

(182,499) (184,619) 

(1,470,591) (1,497,4512 

(839,681) (839,681) 

(116,217) (116,217) 
(955,898) (955,898) 

791,658 791,658 726,486 

(26,722,048) (26,933,538) 

B.5 F 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 13 

Witness: Jim Cagle 

Data Request: 
Please reconcile the $1,500,007 difference between the Kentucky Division 
Deferred Tax Assets (for example for 6/30/08) of $26,488,926 and the "Total Tax 
Affected" balance of $24,988,919 shown on page 10 of 12 of the response to 
KPSC-1-27 

Response: 

The difference is the deferred taxes related to deferred gas cost shown in the 
9/30/2006 column of the same response pages. The $1,500,007 is the sum of 
$1,542,550 and ($42,543). 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 14 

Witness: Jim Cagle 

Data Request: 
The response to KPSC-1-27 shows, among other things, detailed quarterly ADIT 
projections for all plant related and non plant related ADIT for Division 091 (pages 
7 and 8 of 12) and for Kentucky Division 09 (pages 9 and 10 of 12). Please provide 
the same type of quarterly plant related and non plant related ADIT for Division 02 
and Division 12. 

Response: 

Pages 3 through 6 of company’s response to KPSC DR 1-27 include amounts for 
all of Shared Services (Divisions 2 and 12). Pages 11 and 12 show the portion 
relating to Division 12, all of which is plant related. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 15 

Witness: Jim Cagle 

Data Request: 
As shown on Schedule B-5, Sheet 3 of 4, the Company is requesting a 13-month 
average Forecasted Test Period ADIT balance of $(25,090,756) for the Kentucky 
Division 09. Please provide a breakout of this ADIT balance by non-plant-related 
and plant-related ADIT components in the same detail and format as shown on 
page 10 of 12 of the response to KPSC-1-27. 

Response: 

Please see the attachment labeled AG DR 2-15 ATT. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 16 

Witness: Jim Cagle 

Data Request: 
As shown on Schedule B-5, Sheet 4 of 4, the Company is requesting a 13-month 
average Forecasted Test Period ADIT balance of $726,486 for Division 91. Please 
provide a breakout of this ADIT balance by non-plant-related and plant-related 
ADIT components in the same detail and format as shown on page 8 of 12 of the 
response to KPSC-1-27. 

Response: 

Please see attachment labeled AG DR 2-16 ATT. 







Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 17 

Witness: Jim Cagle 

Data Request: 
As shown on Schedule 8-5, Sheet 4 of 4, the Company is requesting an average 
Forecasted Test Period ADIT balance of $( 1,903,292) for Division 12. Please 
provide a breakout of this ADIT balance by non-plant-related and pfant-related 
ADIT components in the same detail and format as shown for Divisions 09 and 91. 
on pages 8 and 10 of 12 of the response to KPSC-1-27. 

Response: 
Please see company’s response to AG DR 1-27, page 11 of 12. Calculated ADIT 
for Division 12 is plant related only. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 18 

Witness: Jim Cagle 

Data Request: 
As shown on Schedule B-5, Sheet 3 of 4, the Company is requesting a 13-month 
average Forecasted Test Period ADIT balance of $665,976 for Divjsion 02. 
Please provide a breakout of this ADIT balance by non-plant-related and plant- 
related ADIT components in the same detail and format as shown on page 8 of 12 
of the response to KPSC-1-27. 

Response: 

Please see the attachment labeled AG DR 2-1 8 ATT. 











Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 19 

Witness: Jim Cagle 

Data Request: 
Referring to page 10 of 12 of the response to KPSC-1-27, please indicate which of 
the plant-related ADIT components that are listed there represent ADIT associated 
with accelerated depreciation. 

Response: 
Amended Item - Book Depreciation not reversed, 
Fixed Asset Accum Adjustment, 

IRS Audit Adjustment - Accum, 
Amended Item - Tax depreciation not claimed. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 20 

Witness: Jim Cagle 

Data Request: 
Why has the Company removed the ADIT related to Deferred Gas Costs for 
purposes of determining the Forecasted Test Period rate base ADIT balance? 

Response: 

The per book balance of Deferred Gas Costs is not included in ratebase for 
ratemaking purposes because the “normalized amount of deferred gas costs for 
ratemaking purposes is zero. As such, the related ADIT is also zero. The purpose 
of the deferred gas cost account is to reconcile the cost of gas purchased to the 
recoveries of gas cost through the PGA. For some periods, this amount may be a 
“receivable” from customers while in other periods it may be a “payable” to 
customers. The forecasted test period, does not include an amount of Deferred 
Gas Cost or an amount of associated ADIT because it is not necessary to include 
a forecast of zero. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Itern 21 

Witness: Jim Cagle 

Data Request: 
The response to AG-1-27 cannot be understood without additional explanations. 
Please provide the following supplemental information to clarify the information 
contained in the response: 
a. Brief description of the titles of Other Deferred Credit items represented by the 

Sub Account numbers listed on pages 1 and 2 of the response. 

b. Detailed narrative explaining, in a slep-by-step fashion, the information shown 
on pages 1 and 2 of the response, including the meaning of the ADIT column. 
Also, provide monthly totals for each of the monthly columns and provide the 
allocation percentages for the Division 2 and 91 Other Deferred Credits. 

c. Detailed narrative explaining, in a step-by-step fashion, the information shown 
on the next 6 pages of the response. 

Response: 

a. 

27702 
27703 
27704 
27706 
27707 
27709 
2771 0 
2771 2 
2771 3 

27729 
27730 
27731 
27735 
27737 
27738 
27745 
27749 

27728 

Greenville Off Sub-Lease 
Other 
Non Employee Director Stock Plan 
Fas 106/OPEE3 
Directors’ Deferred Comp. 
Fas 106 - VEBA TrusVAdmin 
FAS 106 - Veba Trust 
Deferred Retirement Costs 
Directors Retirement Plan Accr. 
Fas 106 Premiums Incurred 
FAS 106 Claims Incurred 
FAS 106 Premiums W/H 
FAS 106.Admin Fees 
Executive Deferred compensation 
Accrued Interest on COLI Policies 
Capital Lease Adjustment 
Misc - Capital Lease 
Fas 106 Retiree Life Insurance Premiums 



b. Page 1 of the response shows the balances of all sub-accounts in 
account 253. Page 2 of the response shows the ADIT amount for each of 
the balances on page 1 that have an impact on ADIT. For each item 
listed, on page I ,  there is a corresponding ADIT amount on page 2 if 
there is an applicable ADIT amount. The ADIT Column shown on page 1 
indicates which amounts create an ADIT amount. Please see Attachment 
JCC-3 to Mr. Cagle’s testimony for allocation factors. 

Please see attachment AG DR 2-21 ATT. The attachment includes totals 
for the monthly columns. It was also noted that there was an error on the 
last two pages of the response. A full copy with the correction of the 
attachment to AG DR 1-27 is included. 

C. The remaining pages of the response show the tax affected activity of the 
amounts included in account 253 that would have an impact on amounts 
recorded in accounts 190 and 283. As noted in the response to AG DR 
1-27, balances in account 253 were not separately projected for either the 
base or forecasted test period. The amounts shown by FERC account on 
these pages show the effects the activity for the noted items have on the 
total amounts by FERC account. These amounts are calculated by adding 
the appropriate amounts of the itemized deferred tax assets / (liabilities). 
For example, in the first activity column on the third page of the response 
to AG 1-27, the amounts included in Account 190 are the SEBP 
adjustment and FAS 106 adjustment or 639,907+462,963 = 
1,015,801+87,069. The amount included in account 283 is the Pension 
expense or 3,644,778 = 3,375,453+289,325. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DRltern 22 

Witness: Gary Smith 

Data Request: 
As described on pages L6 and 77 of the testimony of Mr. Smith, in determining the 
Forecasted Test Period late payment fees, the Company has assumed that these 
fees are proportionate to the residential, commercial and public authority revenues 
at a ratio of 0.87%. The proposed Forecasted Test Period late payment fees of 
$1,750,462 were calculated by the Company by applying the ratio of 0.87% to the 
Forecasted Test Period residential, commercial and public authority revenues at 
current rates. However, the Company has not reflected the incremental late 
payment fees that would be generated by the requested (revised) rate increase of 
$1 0,285,628. In this regard, please provide the following information: 

a. 

b. 

C. 

Confirm the above facts. If you do not agree, explain your disagreement in 
detail. 

How much of the proposed (revised) rate increase of $1 0,285,628 represents 
the proposed rate increase amount for the residential, commercial and public 
authority customer classes and what would be the incremental late payment 
fee by applying the ratio of 0.87% to this rate increase portion? 
The Company's uncollectible expenses and PSC fees are also a function of the 
Company's operating revenues and appropriate ratios for these expenses are 
therefore built into the Gross Revenue Conversion Factor (GRCF) in order to 
reflect the incremental uncollectible expenses and PSC fees associated with 
the proposed rate increase. Schedule H-1 , Sheet 1 (corrected) shows that this 
results in a GRCF of 1.647605 If the late payment fee ratio of 0.87% were to 
be built into the GRCF as well, please provide a schedule, similar to Schedule 
H-1 , showing to what extent this would lower the GRCF of 1.647605. 

Response: 
a. Company agrees with the facts as stated. 

b. Although the Company provided revisions to schedules which, in the course of 
responding to initial discovery, were determined to warrant adjustment and 
revised the proposed rate increase to $10,285,628, Atmos Energy has not 
recomputed its rate design to conform to the revised revenue requirement. The 
proposed rate design which would produce increased non-gas revenues of 
$1 0,409,936 included increases to firm sales service for residential, 
commercial and public authority in the following manner: 

Revenue 8 Revenue 69 
Current Rates Proposed Rates Increase 

Residential $129,508,704 $136,702,990 $7,194,286 
Commercial $56,901,670 $58,931,211 $2,029,541 
Public Authority $14,792,154 $14,821,465 $29,310 
Sub-ioial $201,202,529 $210,455,666 $9,253,137 

Late Payment Fee 8 0.87% $1,750,462 $1,830,964 $80,502 



c. The requested calculation would be as follows: 
Percentage OF 

ine INCREMENTAL 
lo. Description Gross Revenue - 
1 Operating Revenue 100.000000% 

2 LESS: UNCOLLECTIBLE Accounts Expense 0.5 000 OOY2 

3 LESS: PSC FEES 

4 

5 NET Revenues 

6 SIT Rate 

7 

8 Federal Income Tax @ 

9 Operating Income Percentage 

PLUS: LATE PAYMENT FEE Revenues 

Income BEFORE Federal Income Tax 

Gross Revenue Conversion Factor 

0. a 70 o o o ~2 

100.205700% 

6.00% 6.01 2342% 

94.1 93358% 

35% 32.967700% 

61.225658% 

10 (100 YO DIVIDED by Income AFTER Income Tax) 1.633307 

However, including the Late Payment Fee revenues in the GRCF would not be 
appropriate since the 0.87% budgeting factor applies only to the gross firm 
sales revenues of Residential, Commercial and Public Authority classes. The 
GRCF typically applies to total gross revenues, so the above calculation would 
overstate the impact of Late Payment Fees. Thus, the Company would 
recommend that the 0.87% factor be included in the proof of revenues in the 
process of rate design, applicab!e only to the firm sales classes of Residential, 
Commercial and Public Authority. 



Atrnos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 23 

Witness: Gary Smith 

Data Request: 
Attachment AG DR 1-37 line 21 shows that the Company has assumed an annual 
average volume per industrial customer of 5,416 for the Forecasted Test Period. In this 
regard, please provide the following information: 

a. The annual level of 5,416 is substantially lower than the actual FY 2006, 2005 
and 2004 levels of about 7,500 on average. Provide a detailed explanation for 
the reasons why the Company has assumed that the Forecasted Test Period 
average industrial customer volume is only about 72% of the actual industrial 
volume per customer in the last three fiscal years that averaged around 7,500. 

b. Please provide the impact on the Forecasted Test Period marains (revenues 
net of associated gas costs), as well as on the (corrected) Forecasted Test 
Period rate increase request of $1 0,285,628 based on the assumption that the 
Forecasted Test Period average volume per industrial customer would be 
7,500 rather than 5,416. 

Response: 
a. For industrial sales and transportation, the primary foundation for the 

projections of the Base Period and Forecasted Test Period was the 12-month 
reference period ending September 2006. For industrial sales and 
transportation services, many billings are considered complex, hand-billed 
accounts. For these services in particular it is very important to begin with a 
reference period of quality data suitable for rate design purposes. With the 
complex billings, it is much more common to have adjustments and corrections. 
In typical accounting reports, the data will include adjustments for prior periods; 
thus, the review of handbills was essential to ensure that billing units were 
included as corrected and in the proper accounting months. This review is the 
critical first step of the process. The Bill Frequency data is shown on Exhibit 
GLS-1 of the Smith Testimony; with Industrial Sales consisting of Firm 
Industrial Sales (lines 19-24), Interruptible Industrial Sales (lines 37-41), Firm 
Overrun (lines 43-47) and Interruptible Overrun (lines 49-52). The rate quality 
data for the twelve month period reveals 229 industrial customers and industrial 
sales of 1,447,544 Mcf. 

Then, the Company assessed industrial adjustments to reflect known and 
measurable contract changes, load changes, new plant additions and closings. 
Five industrial customers had entered into contracts reflecting a service change 
to transportation service, which required a known and measurable adjustment 
for Base Period and Test Period forecasts. This particular adjustment 
deducted the 111,222 Mcf from industrial safes going forward and added 
I 1  1,222 Mcf to their new transportation service. Likewise, firm carriage 
overrun of 23,140 Mcf was adjusted from industrial sales to T-4 transportation 
and interruptible carriage overrun of 20,259 Mcf was adjusted from industrial 
sales to 7-3 transportation. Thus, 154,521 Mcf of the apparent industrial sales 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 23 

Witness: Gary Smith 

reduction is actually just a shift to transportation services. Two accounts were 
adjusted to reflect lower gas sales requirements totaling 102,000 Mcf and three 
new plants were added to industrial sales totaling 38,250 Mcf. These 
adjustments are summarized on Exhibit GLS-3 attached to the testimony of 
Company’s witness Mr. Gary Smith. Electronic copies of all the GLS Exhibits 
were provided in response to KPSC DR 2-51, and include supporting 
workpapers. Workpapers for the multitude of industriaVcommercia1 contract 
and volume changes were provided as Attachment KPSC DR 2-54(a). 
Thus, the Company’s projections were not based upon an arbitrary % of prior 
year’s average usage per customer. Instead, the Company’s projections were 
based upon a foundation of rate quality billing determinants for the twelve- 
month reference period ending September 2006, applying reasonable known 
and measurable adjustments for contract changes, load changes and customer 
additions or losses. 

b. For all of the reasons outlined in the above-response to subpart (a) of this data 
request, an arbitrary assumption of 7,500 Mcf per industrial customer for the 
Forecasted Test Period woiild be flawed and would in fact count certain 
customers and volumes twice (both in industrial sales and in transportation 
services). To achieve the stated assumption of 7,500 Mcf, one would have to 
ignore recent contract service changes and deduct associated volumes from 
the Company’s forecast of transportation volumes. Also, one would then need 
to add an arbitrary, unknown additional volume for a hypothetical customer or 
customers to arrive at the average sought in the stated objective. In doing so, 
one must also assume the billing block within firm and industrial sales this 
hypothetical load would be billed within. As stated in response to subpart (a) of 
this data request, hard copy workpapers and electronic files have been 
provided for such simulations, if desired. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 24 

Witness: Greg WaIier 

Data Request: 
Please re-submit the side-by-side O&M expense comparisons shown in the response 
to AG-1-42 by (a) changing the Base Year dollar amounts in column (1) to the 
corrected Base Year dollar amounts included as part of the response to AG-1-1; and 
(b) adding a column [between column (1) and column (2)] showing the Base Year 
O&M expenses based on 12 months of actual results (if available) or 11 months actual 
and 1 month budgeted results. 

Response: 

Please see the attachment labeled AG DR 2-24 ATT. 
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Atrnos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 25 

Witness: Greg Waller 

Data Request: 
Re. the response to AG-1-43b: Please provide the capitalized credits included in the 
Forecasted Test Period account 9220 expenses that are directly associated with the 
vehicles and heavy equipment costs included in the Forecasted Test Period account 
8740 expenses and net them against the Forecasted Test Period account 8740 
expenses. In addition, explain any variance between these net Forecasted Test 
Period account 8740 expenses and the actual account 8740 expenses for €he fiscal 
years ended 9/31/06 and 9/31/05. 

Response: 

Vehicles and EquipmenttFERC 8740) 
FY 05 FY 06 Test 

Kentucky 81 5,809 806,229 1,923,686 

General Off  ice (989,409) 

Net 81 5,809 806,229 934,277 

The vehicles and equipment expense amount in the forecasted test period is based on 
the approved FY 07 budget which was prepared per the methodology described in the 
testimony of Greg Waller. Our budgeting process ensures that we budget an adequate 
amount of expense necessary to operate efficiently and effectively. The forecasted test 
period also includes an appropriate inflation factor described in Greg Waller’s testimony. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 26 

Witness: Greg Waller 

Data Request: 
Re. the response to AG-1-43c: Please provide the credits included in the 
Forecasted Test Period account 9220 expenses that are directly associated with 
the rent costs included in the Forecasted Test Period account 8740 expenses and 
net them against the Forecasted Test Period account 881 0 expenses. In addition, 
explain any variance between these net Forecasted Test Period account 8810 
expenses and the actual account 8810 expenses for the fiscal years ended 9/31/06 
and 9/31/05. 

Response: 

Rent, Maintenance and Utilities(FERC 8810) 
FY 05 FY 06 Test 

Kentucky 432,318 538,l 82 852,399 

General Off ice (358,516) 

Net 432,318 538,182 493,883 

The rent, maintenance and utilities expense amount in the forecasted test period is 
based on the approved FY 07 budget which was prepared per the methodology 
described in the testimony of Greg Waller. Our budgeting process ensures that we 
budget an adequate amount of expense necessary to operate efficiently and effectively. 
The forecasted test period also includes an appropriate inflation factor described in Greg 
Waller’s testimony 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 27 

Witness: Gary Smith 

Data Request: 
The Company’s PSC fees are a function (ratio of .1643%) of the Company’s gross 
operating revenues] including the gas cost revenues. Are the PSC fees associated 
with the Company’s gas cost revenues collected through the GCA? 

Response: 
No. Although the PSC fees are applied as a ratio of total revenues, the Company 
does not believe the PSC fees are a “gas cost” recoverable through the GCA. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR ttern 28 

Witness: Gary Smith 

Data Request: 
The Company's late payment fees are a function (ratio of .87% - see Smith 
testimony, pages 16-1 7) of the Company's gross operating revenues for the 
residential, commercial and public authority customers, including the gas cost 
portion of these operating revenues. Are the late payment fees associated with the 
gas cost revenues for the residential, commercial and public authority customers 
credited to the customers in the GCA? 

Response: 
No. As stated in company's testimony, since first introducing the late payment fees 
in mid-2000, Atmos Energy has observed that late payment fee revenue is 
proportionate to the total revenues billed for residential, commercial and public 
authority classes. This observation is useful for budgeting purposes, but the 
Company does not believe late payment fees, or any portion of those fees, are a 
"gas cost" recoverable through the GCA. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR item 29 

Witness: Jim Cagle 

Data Request: 
With regard to the Company’s deferred gas costs, please provide the following 
information: 

a. Are the carrying costs (or credits) associated with positive or negative deferred 
gas costs charged or credited through the GCA mechanism? If not, explain 
how and where these deferred gas cost balances and the associated carrying 
costs are treated for accounting and ratemaking purposes 

b. Are the carrying costs (or credits) on positive or negative accumulated deferred 
income tax balances associated with positive or negative deferred gas costs 
charged or credited throrigh the GCA mechanism? If not, explain how and 
where these accumulated deferred income taxes and the associated carrying 
costs are treated for accounting and ratemaking purposes. 

Response: 
Carrying costs associated with pipeline refunds are included in the calculation of 
the GCA. No other carrying costs or credits associated with deferred gas costs or 
the offsetting associated ADIT are recovered through the GCA mechanism. As the 
normalized balance of deferred gas cost is zero, carrying costs are not 
appropriately includable in base rates. If there is some determination that it is 
appropriate to include other carrying costs associated with any temporary balances 
in account 191 , those costs should be included in the calculation of the company’s 
GCA mechanism as a part of this automatic adjustment clause. Please also see 
the Company’s response to Item AG 2-20. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 30 

Witness: Greg Waller 

Data Request: 
Re. response to AG-1-48: Please clarify whether or not the projected cost amount 
of $64,769 for Gas Supplies Services is double-counted in the Forecasted Test 
Period O&M expenses. If not double-counted, explain why not. 

Response: 
The $64,769 for Gas supply services is not double counted. As mentioned in 
Company’s response to AG DR 1-48, beginning on January 1, 2007, gas supply 
services are no longer a direct charge to Kentucky. The FY 2007 budget reflected 
this change. However, since gas supply charges were part of FY 2006 actuals, a 
portion of the FY 2007 budget (which does not include gas supply beginning 
January ’07), were allocated to FERC 9230. The total amount of O&M forecasted 
in the expense category of Outside Services continues to be accurate. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 31 

Witness: Greg Waller 

Data Request: 
The response to AG-1-50 provides a detailed listing of $1 6,659 of the total 
proposed expense disallowance of $59,930. Please provide a similar detailed 
listing (acct. no, description, dollar amount) of the remaining $43,271 portion of the 
total disallowed expense amount of $59,930. 

Response: 

The following represents the remaining $43,271 : 

Shared Services 

A&G-Off ice supplies - Safety, Newspaper 921 0-04001 
Miscellaneous gener - Safety, Newspaper 9302-04001 
Mains and Services - Safety, Newspaper 8740-04001 
A&G-Office supplies - Promo Other,Misc 9210-04021 
Miscellaneous gener - Promo Other,Misc 9302-04021 

Kentucky and General Office 
A&G-Off ice supplies - Safety, Newspaper 921 0-04001 
Distribution-Operat - Safety, Newspaper 8700-04001 
Mains and Services - Safety, Newspaper 8740-04001 
Distribution-Measur - Safety, Newspaper 8770-04001 
Distribution-Operat - Promo Other,Misc 8700-04021 
Sales-Demonstrating - Promo Other,Misc 91 20-04021 
Customer service-Op - Promo Other,Misc 9090-04021 
Miscellaneous gener - Promo Other,Misc 9302-04021 
Sales-Supervision - Advertising 91 10-04044 
Distribution-Operat - Advertising 8700-04044 
Mains and Services - Advertising 8740-04044 
Customer service-Su - Advertising 9070-04044 
Customer service-Op - Advertising 9080-04044 
Customer service-Op - Advertising 9090-04044 
Customer service-Mi - Advertising 91 00-04044 

$ 918 
$ 18,215 
$ 10 
$ 378 
$ 10 
$ 19,530 

$ 642 
$ 1,535 
$ 648 
$ 7 
$ 137 
$ 7,213 
$ 10,076 
$ 107 
$ 124 
$ 254 
$ 63 
$ 311 
$ 1,815 
$ 80 
!$ 728 
$ 23,740 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 32 

Witness: Greg Waller 

Data Request: 
With regard to the response to AG-1-51, please provide the following information: 
a. The total expenses listed in the response amount to $178,970. What portion of 

this amount represents “public relations” type expenses? In addition, provide a 
description of the general nature and purpose of these expenses. 

b. What portion of the total expense amount of $178,970 represents “community 
relations” type expenses? In addition, provide a description of the general 
nature and purpose of these expenses, including representative examples. 

c. What portion of the total expense amount of $178,970 represents anything 
other than public relations and community relations type expenses? In addition, 
provide a description of the general nature and purpose of these expenses, 
including representative examples. 

d. The proposed $100,000 expense disallowance detailed in the response to AG- 
1-59 includes proposed disallowances for ttcommunity relationshrade shows” 
and “customer relations and assistance“ expenses. What is the general nature 
of these disallowed expenses? In addition, explain whether any of the 
$178,970 expenses listed in the response to AG-1-51 are included in the 
proposed $I 00,000 disallowed expenses. 

Response: 
a. By Company’s definition, none of the $1 78,970 represents “public relations” 

type expense. 
b. By Company’s definition, all $1 78,970 represents “community relations” type 

expenses. The general nature of these expenses include items such as, 
internet related tools, brochures and handbooks, community ads and 
activities, builder relations and promotional items for various community 
activities. Below is a list of examples of such items: 
Enercom lnc - Online customer energy management tool for efficiency of 
customer communication and aiding the customer in understanding their gas 
bill. 
Bob Lilly Promotions - Promotional items for various community activities. 
Enhanced Systems - Website development for gaining efficiency of allowing 
the customer easier access to the company. 
Studio 206 - Gas handbooks to educate community on natural gas related 
topics. 
Rad Graphx - Energy tip insert, budget billing insert, for community 
education. 
RBMM - Community ad for RP1162, a Federal mandated policy related to 
damage control. 



c. By Company’s definition, ail $1 78,970 represent “community relations” type of 
expenses, see “ b  above. 

d. The general nature of the excluded executive expense is described in 
Company’s response to AG DR 1-59. Of the $178,970, $160.55 is included 
in the excluded expenses. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 33 

Witness: Greg Waller 

Data Request: 
With regard to the response to AG-1-49, please provide the following information: 

a. Is the response saying that the donations amount of $5,344 was inadvertently 
included in the above-the-line expenses for the Forecasted Test Period? If not, 
explain why not. 

b. Is the promotional expense of $51.20 excluded for ratemaking purposes in this 
case? 

c. Provide a detailed breakout and description of all of the items making up the 
membership fees of $287.70, association dues of $43,720 and miscellaneous 
expense of $6,645.51. In addition, indicate if any of these expenses were 
proposed to be disallowed for ratemaking purposes. 

Response: 
a. The $5,344 was not included in the above the line expenses. As 

mentioned in Company’s response to AG DR 1-49, beginning in fT 
2007, donations are no longer an above the line charge. The FY 
2007 budget reflected this change. However, since donations were 
charged above the line in FY 2006 actuals, a portion of the FY 2007 
budget (which does not include donations above the line beginning 
FY ’07), was allocated to FERC 9302. The total amount of above 
the line O&M forecasted in the Dues and Donations expense 
category remains accurate. 

b. No, the $51.20 is not excluded for ratemaking purposes. 
c. These amounts were determined in the same manner as explained 

on page 12 of the direct testimony of Company’s witness Mr. Greg 
Waller, therefore there is no detailed breakout of these costs. 
However, in general, the membership fees and association dues 
forecasted are similar to those on schedule F.1 in the original filing. 
The miscellaneous expense would generally relate to miscellaneous 
Chamber costs. None of these expenses were proposed to be 
disallowed for ratemaking purposes. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 34 

Witness: Greg Waller 

Data Request: 
The response to AG-1-58 indicates that the Forecasted Test Period includes a total 
allocated expense amount of $1 12,975 for governmental affairs and lobbying 
functions. In this regard, please provide the following information: 
a. Confirm the above fact. If you do not agree, explain your disagreement. 
b. Have any of these expenses been removed for ratemaking purposes as part of 

the Company's proposed $1 00,000 expense disallowance or any other 
proposed expense disallowance? 

c. Why has the Company not removed these expenses for ratemaking purposes 
in this case? 

Response: 

a. The Forecasted Test Period includes an allocated amount of 
$112,975 for the governmental affairs departments in SSU and 
Division General Off ice. Lobbying expenses are booked and 
forecasted below the line and are not included for ratemaking 
purposes. 

b. Yes, $1 3,098 has been removed for ratemaking purposes. 
c. The governmental affairs departments play an important role in 

working with state and local government in order to connect with the 
needs of ratepayers and discover how best to serve the customers 
of the State of Kentucky. This collaborative effort provides 
invaluable mutual feedback to the Company as well as to 
government officials which directly benefits customers. As stated in 
response to AG DR 2-34a, lobbying expenses are not included for 
ratemaking purposes. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 35 

Witness: Greg Waller 

Data Request: 
The response to AG-1-57 identifies $1 5,808 worth of employee welfare expenses. 
Are any of these expenses excluded from the Forecasted Test Period through the 
Company's proposed $1 00,000 expense disallowance? If so, please identify these 
disallowed expenses. 

Response: 
No, none of $15,808 is excluded from the Forecasted Test Period. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 36 

Witness: Greg Waller 

Data Request: 
The response to AG-1-56 identifies $123,358 worth of employee service award 
expenses. Are any of these expenses excluded from the Forecasted Test Period 
through the Company’s proposed $1 00,000 expense disallowance? If so, please 
identify these disallowed expenses. 

Response: 

service awards dinner and $1 47.1 0 for service awards photos. 
Yes, $389.83 is excluded from the Forecasted Test Period. $242.72 for the 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 37 

Witness: Greg Waller 

Data Request: 
The response to AG-1-85, part e indicates that the Company‘s Forecasted Test 
Period above-the-line expenses include $1 76,427 for the type of employee welfare 
expenses listed in the footnote and that none of these expenses were removed as 
part of the Company/s proposed $1 00,000 expense disallowance. In this regard, 
please provide the following information: 
a. Confirm the above facts. If you do not agree, please explain your 

disagreement. 
b. Are any of these expenses of $1 76,427 included in the employee welfare 

expenses identified in the responses to AG-1-56 and AG-1,-57? If so, identify 
and quantify these expense items. 

Response: 
a. The amount of $176,427 is correct, however, there was $794.39 that Company 

has voluntarily removed that was not included in column “e” on the attachment 
to Company’s response to AG DR 1-85. 

b. Yes, all the expenses identified in AG-1-56 ($123,358) and AG-1-57 ($15,808) 
are included in the $176,427. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 38 

Witness: Greg Waller 

Data Request: 
With regard to the response to AG-1-85, please provide the following information: 

a. Why has the Company only removed $29.341 of the total Meals & 
Entertainment expense amount of $1 16,554? In addition, provide a detailed 
listing of all of the expense items making up the remaining expense amount 
of $87,213. 

b. Why has the Company only remove d $23,362 of the total Travel expense 
amount of $91,580? In addition, provide a detailed listing of all of the 
expense items making up the remaining expense amount of $68,218. 

c. Why has the Company only removed $13,302 of the total Lodging expense 
amount of $75,704? In addition, provide a detailed listing of all of the 
expense items making up the remaining expense amount of $62,402. 

Response 

In each case above, the company removed amounts for executive expense reports per 
our response to AG-1-59. The second paragraph of that response states: 
“The Company is voluntarily electing to forego recovery of executive expense activities. 
The items reflected on the schedule represent legitimate business expenditures that are 
neither unreasonable nor inappropriate. Although these expenses are recoverable, the 
Company has removed them for the purpose of setting rates. Atmos has, in its 
discretion, determined that“ it will not ask that ratepayers in Kentucky to contribute to 
these activities. 

The remaining amounts listed above and in AG-1-85 represent legitimate business 
expenditures incurred by non-executive employees and primarily reimbursed through 
expense reports. 
The amounts listed above and included in our forecasted test period are forecasted 
amounts prepared per the methodology in Greg Waller’s testimony. Thus, there is no 
detail specifically supporting those amounts because the expenditures are, in fact, future 
expenditures. As a proxy, we have provided detail from non executive employee 
expense reports from FY 2006 (pfease see attached). A s  seen in the attachment, there 
are separate sections for Kentucky, Division General Office, and SSU. In each case, the 
appropriate allocation factor for Kentucky was applied. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 39 

Witness: Greg Waller 

Data Request: 
With regard to the incentive compensation information contained in the response 
to AG-1,-62, please provide the following information: 

a. Confirm that the response to AG-1-62 C indicates that a total incentive 
compensation amount of $656,397 is included in the Company's Forecasted 
Test Period above-the-line O&M expenses. If you do not agree, explain your 
disagreement. 

b. What type of employees (e.g., directors, top officers and executives, etc.) and 
how many employees are currently participating for Kentucky Direct and 
(separately stated) for SSU and the General Office in the Restricted Stock 
Long Term Incentive Pian for which $174,921 is included in the Forecasted 
Test Period expenses? In addition, provide the current total number of 
Kentucky Direct and (separately stated) SSU and the General Office 
employees. 

c. What type of employees (e.g., directors, top officers, executives, senior 
managers, etc.) and how may employees are currently participating for 
Kentucky Direct and (separately stated) for SSU and the General Office in the 
MIP Only incentive plan for which $145,995 is included in the Forecasted 
Test Period expenses? 

d. What type of employees and how many employees are currently participating 
for Kentucky Direct and (separately stated) for SSU and the General Office in 
the VPP Only incentive pian for which $94,743 is included in the Forecasted 
Test Period expenses? 

e. What type of employees and how many employees are currently participating 
for Kentucky Direct and (separately stated) for SSU and the General Office in 
the MIP & VPP incentive plan for which $240,738 is included in the 
Forecasted Test Period expenses? 

Response: 
a. Please see attached corrected schedule for AG DR1-62. The amount included 

for incentive compensation is $446,634. The original schedule reported 
incentive compensation at $415,659. The correction to $446,634 on the 
revised schedule is due to an allocation error in the General office. The gross 
general office LTIP amount is $338,569 not the $124,512. The schedule 
reflected 36.77% of the $338,569 as the starting point rather than the full 
$338,569. The $656,397 mentioned above is including MIPNPP twice. 

b. Employees participating in the Long Term Incentive Plan (LTIP) are primarily 
corporate vice-presidents and directors and division presidents and vice- 



presidents. There are currently 0 Kentucky employees, 12 General Office 
employees and 45 SSU employees participating. 

The current headcount as of March 2007 is as follows: 

ssu 910 

Kentucky 202 
General Office 74 

In the original filing and in previous data request responses, we have presented 
headcount data consistent with the organizational structure that existed prior to 
the combination of the Kentucky and Mid-States divisions. 

Due to the fact that the base period in this case includes time periods before 
and after the accounting change, we felt that this presentation provided a more 
meaningful comparison and best reflected operating conditions. 

Since the combination of the divisions, as explained in Greg Waller’s testimony, 
we now account for the Owensboro general off ice as a combined entity with the 
Franklin, TN general office. Employees who are assigned to the “General 
Office” (regardless of physical location) are allocated to the seven states in the 
division per the testimony of Jim Cagle. Per the list above, there are a total of 
74 people in the combined General Office. 
Hypothetically, applying the General Office to Kentucky allocation factor of 
36.77% to the General office employee headcount, the total headcount would 
be 229. Although, we do not allocate headcount in this fashion, this 
representation supports our headcount figure as presented in the original filing. 

c. Employees participating in the Management Incentive Plan, or “MIP are 
primarily corporate vice-presidents and directors and division presidents and 
vice-presidents. There are currently 0 Kentucky employees, 12 General Office 
employees and 45 SSU employees participating. 

d. The Variable Pay Plan, or “VPP, is a broad based incentive 
compensation plan in which virtually all employees of the Company 
participate (except for union employees in Mississippi and those 
included in the Management Incentive Plan or the “MIP’). The forecasted 
test period includes 203 Kentucky direct, 62 General Office employees and 936 
SSU employees participating in VPP. Please see part b above for a discussion 
of headcount accounting following the combination of the Kentucky and Mid- 
States Divisions. 

e. The $240,738 is the combined amount for MIPNPP. These amounts 
are separately identified in items c and d. Employees participate in 
only one program not both. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 40 

Witness: Greg Waller 

Total Labor Dollars 

Dollars 
Ratio of Overtime Dollars to Straight Time 

Data Request: 
As stated in AG-1-69, the actual average ratio of overtime hours to straight-time 
hours for the most recent 5 fiscal year period 2OA2-2006 as shown on Schedule 
G-2 is 2.055%. In this regard, please provide the following information: 

11,958,298 
2.54% 

a. 

b. 

In its response to AG-I-69d, the Company states that it budgets its 
overtime expenses based on historical averages. Given that the 5-year 
historical average indicates an overtime ratio of 2.055% explain why the 
Company believes it is appropriate to use an overtime ratio of 3.286% for 
the Forecasted Test Period. 
What would be the Forecasted Period overtime dollars on Schedule G-2, 
line 12 under the assumption that an overtime-to-straight time ratio of 
2.10% had been used? In addition, provide a workpaper showing the 
calculations in support of this re-calculated overtime dollar amount. 

Response: 
a. Although the Company utilizes historical averages to prepare the budget, in this 

case, the Company thought that recent history represented a better indication 
of future activity. FY '06 and calendar '06 percentages are at 2.96% and 
3.85% respectively. 

b. By using the overtime-to-straight time hours ratio of 2.10%, the total overtime 
dollars would be $295,693. Expense overtime dollars would be $147,699. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 41 

Witness: Greg Waller 

Data Request: 
As stated in AG-1-70, the actual average labor 0&M expense ratio for the 
most recent 5 fiscal year period 2002-2006 as shown on Schedule G-2 is 
42.01 3%. In this regard, please provide the following information: 
a. The actual O&M expense ratio for the 4 fiscal years through 2005 

averaged around 40.5%. Explain the reasons that caused this ratio to go 
up to 48.182%in FY 2006 and 47.22% in C2006. 

b. Explain why it would be appropriate to assume that this ratio will further 
go up to 50% in the future (as the Company has done) rather than 
assuming that this ratio may settle back at the lower level it has been for 
the last 5 fiscal years. 

Response: 

a. Labor capitalization rates (one minus the O&M expense ratio) are determined 
by time coding by individual employees on bi-weekly timesheets. Each 
employee codes his or her time based on the activities they performed and 
projects they worked on during the payroll period. Labor capitalization rates for 
supervisory and division support employees reflect the capitalization rates of 
the employees they supervise or support. With this in mind, the change in 
capitalization rates noted above is an indication that employees, on average, 
worked less on capital projects in FY2006 and C2006 than in previous periods. 
Some factors that could affect capitalization rates include mix of capital projects 
in a particular year, mix of employee versus contractor labor, training 
requirements and other company priorities (requiring expense and/or capital 
labor). 

b. The Forecasted Test Period labor capitalization rate is based on the 
capitalization rate in the Fiscal 2007 budget. The FY2007 budget was 
prepared consistent with the process described in Greg Waller’s testimony and 
was approved by the Board of Directors. Company supervisors, managers, 
and executive leadership are accountable for hitting the expense levels in that 
budget. The 50% labor capitalization rate included in the FY07 budget was 
used in creating the Forecasted Test Period. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 42 

Witness: Greg Waller 

Data Request: 
In its response to AG-1-77, the Company states that "There are 6 vacant positions 
implicit in the proposed payroll numbers for the base and forecasted test periods." 
Does this mean that the assumed employee level of 230 for the Forecasted Test 
Period includes 6 vacancy positions and 224 actual employee positions, or does 
this mean that the Forecasted Test Period includes 236 authorized positions of 
which 6 are vacancy positions which the Company has not reflected for ratemaking 
purposes? If the former, reconcile this with Mr. Waller's testimony, page 14, lines 
10-1 2. 

Response: 

Mr. Waller's testimony accurately states that the base period level of total labor 
expenditures represents a fully staffed level minus the normal level of vacancies. 
Because it is difficult to predict where attrition will occur, each cost center owner 
typically budgets assuming a fully staffed level of employees. In instances when a 
position is vacant at the time the budget is prepared, a "placeholder" is put in the 
budget with the approximate salary that the cost center owner would expect to pay 
the individual who ultimately fills the position. 

Separately, we budget an amount for employee attrition in a centralized place in 
the budget (since it is difficult to predict where actual attrition will occur). There is 
$572,715 of expense labor budgeted for attrition in the FY 2007 budget. Attrition is 
budgeted as a negative amount in the expense labor budget. Because the 
expense labor forecast for the Forecasted Test Period is based on the FY07 
budget, this allowance for attrition is built into the Forecasted Test Period. 
Therefore, the response to AG-1-77 is consistent with Mr. Waller's testimony in that 
we have accounted for approximately 230 positions in the forecast but offset this 
amount with budgeted attrition. 

Also, please see the response to AG DR 2-39 for a clarification of headcount 
accounting before and after the combination of the Kentucky and Mid-States 
divisions. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR item 43 

Witness: Tom Petersen 

Data Request: 
The Company has misunderstood the AG-1-79 request. This request meant to ask 
for the dates of the most recent 5 general base rate proceedings of Atmos- 
Kentucky (or, former&, Western Kentucky Gas Company‘), as well as the actual 
rate case expenses associated with each of these prior 5 rate cases. Please 
provide this information. 

Response: 
The company has had three general rate cases since acquiring the former Western 
Kentucky Gas, 99-070 with rate case expenses recorded on the company’s books 
of $462,726,95-010 with rate case expenses recorded on the company’s books of 
$245,620, and 90-01 3 with rate case expenses found reasonable in the 
commission’s order of $216,309. The two most recent general rate cases prior to 
acquisition are cases 9556 and 8839. The company has not located records 
showing rate case expenses for these cases. However, in case 9556 the order 
states that the company requested recovery of rate case expenses of $263,762 
and the commission approved rate case expenses of $82,649. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 44 

Witness: Tom Petersen 

Data Request: 
Please refer to the response to AG DR 1-9. Provide the attachment to the 
response in Excel format with all formulae intact. If any formula references a linked 
file, please provide that file. Also, provide the source of any hard coded numbers. 

Response: 
Please see the electronic Excel files on the attached CD labeled AG DR2-44 
ATTI.  



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 45 

Witness: Tom Petersen 

Data Request: 
Please refer to the response to AG DR 1-10. Provide the attachments to the 
response in Excel format with all formulae intact. If any formula references a linked 
fife, please provide that file. Also, provide the source of any hard coded numbers. 

Response: 
Please see the electronic Excel file on the attached CD labeled AG DR2-45 A T  
and the second electronic file proved in the response to item AG 2-44 and labeled 
AG DR2-44 ATT2. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 46 

Witness: Tom Petersen 

Data Request: 
Please refer to the response to AG DR 1-15. Provide the attachments to the 
response in Excel format with ail formulae intact. If any formula references a linked 
file, please provide that file. Also, provide the source of any hard coded numbers. 

Response: 
Please see the electronic Excel files on the attached CD labeled AG DR2-46 ATTI 
and AG DR2-46 Am2 and the second electronic file provided in the response to 
item AG 2-44 and labeled AG DR2-44 ATT2. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DEI Item 47 

Witness: Tom Petersen 

Data Request: 
Please refer to the response to AG DR 1-16. Provide the 6-3.2F workpapers in 
Excel format with all formulae intact. If any formula references a linked file, please 
provide that fife. Also, provide the source of any hard coded numbers. 

Response: 
Please see the electronic Excel files provided in the responses to AG DR 2-46 and 
AG DR 2-58. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 48 

Witness: Don Roff 

Data Request: 
Please refer to the response to AG DR 1-102. Provide Schedules 1 and 2 from 
both of Mr. Roff’s depreciation studies in electronic format (Excel) with all formulae 
intact. They were not included in the response to AG DR 1-87. 

Response: 
Please see the file named AG DR 2-48 ATT.xls on the attached CD. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 49 

Respondent: Pace McDonald 

Data Request: 
Refer to the attachment to the response to AG DR 1-109. The attachment does not 
address the request. It appears to be the same material provided in response to 
AG DRI-106. Please provide the correct attachment. 

Response: 
Please see the attachment AG DR 2-49 ATT. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 50 

Witness: Rad Cook 

Data Request: 

a. Is Task 98000 the retirement and Task 07202 the replacement? 
b. Are the labor hours shown in the attachments estimated hours, or actual 

hours? If estimated, please explain in detail how they are estimated. 

Please refer to the attachment to the response to AG DR 1-1 19. 

Response: 

a. Yes. 

b. Labor hours shown in the attachment are estimated hours. Labor hours are 
estimated prior to the commencement of the project. The actual hours are 
directly coded to the project via timesheets. This project required a two man 
crew consisting of one Crew Foreman and one Senior Construction Operator 
($50 per hour). The estimated time to retire the existing facility was eight 
hours ($400). 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 51 

Witness: Dan Meziere 

Data Request: 
Refer to the response to part (a) of AG DR 1-135. 

a. Please elaborate on this response, describing the circumstances and 
details of the acquisition. 

b. When was the plant acquired? 
c. When the plant was acquired, did Atmos book the plant at original cost, or 

net book value? 
d. Did the previous owner depreciate the piant? If so, what parameters were 

used? 

Response: 

a. In Case No. 9992 before the Commission, Texas American Energy 
Corporation (TAEC) requested the consent of the Commission to effect an 
intra-corporate transfer of its Western Kentucky Gas division utility assets to 
Western Kentucky Gas Utility Corporation, a Kentucky corporation and 
wholly-owned subsidiary of TAEC. On August 2 1 , 1987, the Kentucky 
Commission authorized the transfer and the transaction was completed 
effective September 2 1, 1987. Thereafter, on October 22, 1987, Energas 
Company, a Texas corporation, entered into a stock purchase agreement with 
TAEC to purchase all of the outstanding stock of Western Kentucky Gas 
Utility Corporation. The stock purchase was completed effective December 
23,1987, and Western Kentucky Gas TJtility Corporation was immediately 
merged with and into Energas Company, with Energas being the sole 
survivor. Energas Company is the prior corporate name of Atmos Energy 
Corporation. 
See response to (a) above. 
Plant acquired is booked at original cost. 

Yes. The company has reviewed its files and finds no depreciation specific 
parameters used by the previous owner for the production plant class of asset. 

b. 
c. 

d. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 52 

Witness: Tom Petersen 

Data Request: 

a. Part (d) to the response states that Atmos has no cushion gas in 352.3 
except in Kentucky. 1s the gas physically located in Kentucky? If not, where is 
it stored? 

b. Why is cushion gas not a factor in Atmos's other jurisdictions? 

c. If the company has cushion gas that is not subject to Kentucky jurisdiction, is 
that gas depreciated? If yes, provide the parameters underlying the 
depreciation rate. If not, explain why not. 

d. Provide all available supporf for the level of cushion gas included in Mr. Roff's 
study, including any studies or workpapers by engineering and operations 
personnel (see footnote 10 to Mr. Roff's testimony). 

Please refer to the response to AG DR 1-136. 

Response: 
a. 

b. 

The storage fields that contain the cushion gas in account 352.3 are located in 
Kentucky. 
The storage fields outside of Kentucky do not have any investment recorded 
to account 352.3. The gas storage in Mississippi is all recorded to account 
1 17 and is currently considered to be recoverable; however the company is 
having an analysis done on this storage which will determine if all of the base 
gas in 1 17 is recoverable. 
Please see the response to part b. 
The level of cushion gas included in Mi. Roff s study is the amount included 
in account 352.3 on the company's books. Subsequent interviews with 
storage field management personnel have determined that all of the cushion 
gas is necessary for storage operations and that approximately 60 percent of 
the storage gas is expected to be recoverable at the end of the life of the 
storage fields. With this information, and consistent with the uniform system 
of accounts, 60 percent of the gas in account 352.3, which is $1,016,900, 
should be moved to account 117. Therefore, $677,933 will remain in Account 
352.3 to be depreciated at the rate of 2.38%. 

c. 
d. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 53 

Witness: Don Roff 

Data Request: 
Refer to the response to AG DR 1-145. The Order provided with the response does 
not include Appendix A; the Settlement Agreement and the Order itself do not 
address depreciation. Please provide Appendix A and any other part of the Order 
that addresses depreciation. 

Response: 

Please see the attached file “AG DR 2-53 ATT.pdf”, which is Appendix A - Joint 
Stipulation and Settlement. The current depreciation rates for Kentucky are based 
on the 1997 study provided as an attachment to AG DR 1-145. The rates from this 
study were proposed in case 99-070 and were not at issue in the case. The 
Company believes that the settlement agreement and subsequent order provided 
de facto approval of these depreciation rates. 



Tolephone: 
($02) 227-7270 

JOHN N. HUGHES 
Aftnmey at Law 

Frofesrioiial Service t:orpnracion 
I24 WEST TODD STREET 

FRANKTORT, KENTUCKY 4060 I 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 54 

Witness: Don Roff 

Data Request: 
Refer to the response to AG DR 1-145. Please provide the Order adopting the 
existing shared services rates for Kentucky. 

Response: 
The current Shared Services depreciation rates were developed based upon a 
1993 depreciation study, which can be found attached as "AG DR 2-54 AT-T.pdf." 
The rates from this study were utilized in both the 95-01 0 and 99-070 rate cases 
and were not at issue in either case. The Company believes that the settlement 
agreements and subsequent orders provided de facto approval of these 
depreciation rates for Kentucky. The rate case order 099-070 can be found 
attached to AG DR 1-145, and the Attachment A- Joint Stipulation and Settlement 
can be found attached to AG DR 2-53. 
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Depreciation Study of 
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Septcrnber 1094 

ALmos Ewrgy Corporation 
Y . 0 ,  Box 1650205 
Dallas, Texas 75265 

property, and rewgni-icd addition and retirement expoticficc through September 311,1992. l'ke prirpusc 

uf the stiidy WKS to Bcterinine if the existing depmi;iliun rata rtmlnin apnpriate for the prupsrty, and, if 

not, u, recommend changes. Changes am recornnxnded, 

A coinparism of shc cff'cct of tho cxisting account rater; and the rwommended account rites is shnm 

bdow, based nn dep~@id,li: plant balnnces as of September 30,1992: 

Cencrnl Office 15.56 9.77 



The recommended rates are calculated using die remaining life techiquc. couplcd with the equal life 

group p roc edu c e. 

" .  

The primary feasm for. the demasc io annual dsprcr5atim ralc is incre:aes in nvmge service life. The 

fulkvwing sections u'r'this repait describe the mnethod~ of analysis used, the bsses for the conclusians 

teachcd, and rccornnlcrlllations for boEh 'mmediate and ftiturc uction by the fimpwny. 

Yours very tnrly, 
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Ennk depreciation accounting is rhe prucess of recagnizing in fin.mt;iaI scaternents the coiisurnpfinn of 

physical assets in thr: pracesa nf pmviding a service or a pmduct. Generally accepted iiccuunting 

principles reqaire the rccordiiig of depreciation provisjoits ta be systematic and rariunai. To bc syntenmtic 

and ratianal, deprecintiuti sl~auld. to the exteiit possible, match eithcr thc cansumption uf ttrc; facilities Or 

the revenues gcncrated by the facilities. ARccuunting theury rcriuires the mntchhg of expenses with eithcr 

cansumption or revenue3 tu cnsufi that financjitl stalcmcllrs reflect the results of aperatiuns md dl;in@ 

in Anatlcia€ pasitiun as accuratdy as possible. The nwtching principlc is M e n  refumccl to as the cause imd 

effcm principle, t h s ,  both thc cause and the rffwt arc  required to be recognized for tindnckd accnuritinl: 

purposes, This sthrly was conducted in ii manner consistent Ivith the n3arching prirtcciple af accurtnling, 

Matelking is aIsn an essentia1 element of basic regufatury phitusophy. and has become known as 

"inlergcncr'2rlional cusfamer ccpity. " huegc?~ietationaI equity means fhe costs are bomc hy the getreriition 

of  customers that caused them 10 be incumd: not #y some earlier or later gcncratinn. l h i v  matching is 

rcquircd to errsure tknt chargcs to customers retlect the actual custs of providing service- 

'The Udfuml System of Acc~rrrrts prescrilied for gas utilities by the Faclcml. Energy Regulatory 

Commission follnwed by the Cottipany smtes thatz 

"Depreciation" as applied to deprdi ibh gas plant, tlicatt~ the loss in service value not 
reanred by c ~ m ~ i t  maintenance. incurred in connocticln with the consumptioti or prot;pcctive 
retirement of gas plant in the cc)ucse of service horn causes which are knuwn to he in c m w t  

- 3 -  



operation atrd aigainsk which thc utili!>( i s  riot pr~ccred by insurance. Among rhe causes tn 
be given consideretion arc W a r  and tear, decay, actinn o f  thc rt2erricnts. inadequacy. 
obsdesccntrc. changes in the im. cimtlscs in 6Cmiind id requirements of public authurities. 
and in the case of mtmral gas cnnapades, the cxl~anxtion of natural tcsouws.  

"Stmice value" mwus the difference between original cost and ncl snlvuy valuc of gas 
p&ant. 

"Salvage v;duo" means the amaunt received for the prnperty retired less any expenses 
incurred in ~onriectian with the sale or in prepxing the prupeny far sale, nr, jf retained. the 
amount: at which tlrc mawla1 is chargeable to materials and supplier, nr other apprnpriace 
account. 

"Cast ofrcmuwl" nieaiis the cost of demolishing, dismanclhg, tearitis dnwn or otherwise 
removing gas plant, including tho C U S ~  of cransportation and haodiing iricideiml thereto. 

As is clear from the warding of the salvage value end cost of renmvai dcfifiitjons. i t  js the saiwge that 

will actuaily be received and the cas.t of removal that will wlually #c inuurri?d, both rricasured at the price 

k v d  at h e  time of receipt OT incuncncc, that is rcquid  to be rcr;ugnirer.i in the dsprc&atjnt! rates a€ rhe 

Company. 

I 

ACClUMPT ,ISITMENT O F  ACCOIJNTTNC; AND REGULATORY PRTNC~IPLES 

Utility depreciation accounting is a g r a u ~  ccltlccpt. Tdicmnt in this cuncvpr is the sswmption [hilt all 

property is fully dcprwiated at the time o f  retirement. regmiless of agc. arrd there is nn attempt to record 

the dcpmciation applicable tn individual campnnenes nf the gmups. The depreciation ri\W are haseb un 

thc rccugnition that each depreciable property graup has an avenge service life. Hbwevcr. very little ul' 

thc pritpcrty is "aveiage". The group concept carries with ir recognition rliac most propcrty will he retircd 

tit an age eirher less rhm or grcarcr than thc itvcmgc scrviw life. Thc smdy recop&.xiI thc exisceence uf i. 

- 4  - 
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The dcprcciatinn study rcyuited tn determine the applicable mnnality chmcmistim is independent from 

the cntculatioii of the dt-preciutian rates. The resulting triortality chartlcrcristics can be used to calculate 

either avctage life group {ALG) or EJ,G rates, both with either the vrholc life ulchnique or ihc remaining 

iifc twhnique. Any set of aarrslity characteristics that is suitnblt fur calculating ALG rdm is  just M 

suitable for udcdating EL0 rates. Cunumsciy, any set that is not suitable for ELG is  rlnr suitable for 

ALG &her. ALG and ELI; are straight-litie pmcediim Ittat reflect ljfc rrrcssured by iirnc. wiib nLG 

iitilizk~g avwldgc life. arid I3-G utibxing acrlrral I&. Fur ALF, all prape~y in thc group is assumed Eo 

have a life equal to thc avcfsge of the group. ELG recognizes that. in rcstiny, only a small portinn of the 

group retires at an age equiil to the average sewice life, Far die average tu wist. about hirlf o€ t f ~  

inveshncat in ail asset. group will be cerired at ages less than average life, ii small amount itt tlvcriigc iif' 

A dctsiled discussion uf thc Equal Life Group procedure is included the Appendix io this reporl. 
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I. 

Irnplcrtlcntatioa UT a policy toward book dcprcciatiun that recognizes the purpusc of dCprtrceiiItiOn 

;iccuunting requires the detmninsrion uf thc mortality characteristics that are applicirbk to surviving 

property, ThB purpose of the depreciarion study reponed here was to accurately measure thuse munaliry 

thanaterisks and to ~ R C  khc characrcristics to determine appropriate rates for accrual of depreeietion 

eXpDSCS.  

The major effort of the study was the deaenniiiahon of the appruprinte mortality cbaracteriarim. The 

rcmainilcr OT this rcpct describes how those char;icteristics were determined. dcucliba how thc monaiiry 

chnracterishcs were used to ciilculate the recc~neiended depredation rates, and presents the reisuirs of the 

rate ca?culations. 

The study consisted ofthe following steps: 

S k p  One was a Life Analysis consisriitg of dctcminution oi'hiumrical cetirenwtlt experience, and an 

cwlusriun of thr: applicability o f  that expcri~nca to surviving propmy. 

Step 'Two was a 5dvagc and Cost oC Rcmvvd Analysis consisting of a study 01 srilvagr: value and 

cnst of remosal experience. and m evaluatinn Gf the appkabihcy nf that experience to surviving 

pruperry. 

Step Four w;1s tha detenttinaGon of tlic depreciation rate appljcahle to each depreciable property 

group, recumking thz: results of [he: work in Steps One through Thee, and a. cumparisorr with the 

exisring IBtCY. 



Tha Life Analysis far the protpeay concerns die dctttrminatinn of average scrvicc fiws and bwil-type 

retirement dispersion p2EtentS. An analysis of historical retiren-tent activiry, sriititbly tempered by 

informed judgment as to the future ayplicabitity of sucil acchiw to srrrviving prupcrty. formed the basis 

fur determination of aver& sewicc lives and retirement dispersion pattcnts, Retirement expcriencr: 

through Scptcmbcr 30: 1392. was analyxed using ihe :tctui&il rnctrhod nf Life Analysis. Ttic acmacid 

method cauld be used because thc viottage of retired and surviving prupmty is known. 

III nrdcr tu rcl;ugnizc rrcntl5 in life charactedsrics and tu ~s su re  thaE the valuable jTlhmalim in tbc curves 

is iiwilable tu the analyst, acctual survjvtlr C U N ~  were calculated anti pluttccl by curnpuier using ssvcritt 

different periods of reU'renietit expcricnce. The periods (year bands] ai' retirement experience malyr;ed 

were: C I 1 t k  p8st throc Y C P ~ S .  and {2) the past six ycars, w h i ~ h  if; the full extent of available history. 'The 

avcrag-c scrvicl: lives and retirement dispersion ptttcrns indicated by these actual survivor curves were 

idcntificd by visually tMng h w a  type standard curtm 10 each of the actual curves and pinning the 

rr;sulki, This visual ;rpproach ensures that the data cumtined in the acmal survivhrcuives, attd hpur data, 

and the mnds are svaiiable to the analyst. afid ihttt the analyst does clot sflow cnaipulct ceiculatim..i to be 

the sole dweimiimnt of study rem[ ts. 

Salvagc and cost of ccrnuval qxx-knce from 1987 through 1992 was rhe basis for detemining thc net 

salvage factnrs used. Thc atialysis w s  dune in a nianim that allows selection UT separate sd.rrqc 3nd 

cast of' removal tauclrs for most deprecjablc property groups- Tlic finilysis consisted of calculating the 

experienced salvage and cast crf removal factors for each prnpelty group by ilividitrg salvage and cust uf 

reminoVal mounts by the original cost nftlie rctind property. Factam are exlrrmseb as percentages, and 

wcrc calculnlcd for ;rnnuat, roiling, and shrinking bands of retirement experience. 

- 7 -  



Life Analysis and Salutigc: and Cost of Rctkwv81 Analysis involves rhe me;isuccrncnt of whac has occurred 

in the past. History is often a misleading indicarion of ttic future. There are many kinds nfevctits that 

can CitUSc history to be misleading, among Lhem signiftcainr chaages cantemplated in the uiidcrlyirig 

accounting procedures nndor chmges in other rnatagcment practices such as rnakmxxince prgcedures. 11 

is she cvzlluatian phase of n depreciation study that identifies if history i s  a p o d  indicariun of the future. 

Blind acceptance of hiatury &en rcuuhs in selecting monnlity chardctcristics tcl use far ca\chldng 

depreciation mtcs &RC will provide recrrvety over 3 tifile perind longer than pruductivs iife. 

Thr, evaluation process requires knowledge of the type of property surviving, thc type of pmperty retired, 

die rwdsuzns fnr changing Me. dispersion, salvage, and cnst of renioval, and the affect nfpmscirt and future 

Conrpany plans un the prqmy mortality char8ctcristic.s. Tfic cvalualiort inchded dkcussiunu' wirli 

Company accaunring, engineering, and operating personmi, determination ul the type of prooperiy 

recorded in it numbcr of accounts;, and special atlalyscs of retircmcnts m identify the ~ y p  ul ptnperty 

CALCWLATII)N OF DRPREClATTON RATES 

A $tri?,ight-line remaining life rate for each depreciable ~ F O ~ ~ I Q  group was eulcukited using the fdlotvirlg 

- 8 -  



Yarmuka numerator elements in p&cerit of deprecialsle lialanw and rhe denomjnator in years pruduccs i: 

rate i n  percent. This fonnula illustrates that B rcrikaiairlg l.i€cri%tc rccogiiizes thc book reserve pnsiuun. 

The depreciable balances and b ~ u k  rcscrvcs were takcn fmm nccoiinting recur&. and the net salrrage 

factors were determined by the study, 

The remaining lives for each property group afl: a. function of the ap,e distribution of suiviviiig plmc and 

the sdeclcd average service lilt. and lawn dispersion pattern. 

Ttae rate decreased Crorrk 1456% to 9.77%. prirnian'ly duc we tsclieve to Imger ni'c'tage service lives and 

rccognitiair of posiuvc nct salvage. Th8 dwrwsc is ~unlruUcd by B lower rate fur Rcenunt 391.83 - 
Office Furniture and Equipment (other) duo we beiievc tu D longcr avrsrage servicu l i k  arid AccounL 

399,X8, Applkatjon Sofcwurc, due we believe to reserve position. IZeas@tts far changcs ace ilot known 

with ceniiinty bemuse the mortaiity characteristics reflected in the existing rates are nut k n t ) ~ ,  

Irlemausc: remaining lice rates are recommended. (I comp&on u€ the amuoiulated provision far 

cicpreciation snd the calculated thrmrcticait i'esewe as of Septenibei. 30, 1992, is not meaningful. and no 

cnrnpariaun is presented. This i s  because the only way a reserve difference cat3 exist is t b u g h  tfrc  US^ of 

whole lifi rates 



1. The annual depreciation rates shown in Column 6 oFSchedult: 1 id Schcdulr: 2 arc apglicilblc lo 

existing propcny and are rccoinmended for implementation ar such time RS their cffccr can bc 

iiicotporated ituo service r a t a .  

2, Rlecsuse of variatjon af life aikd !ret salvage experience with time. a clcprwiation ~hrciy should irc 

made during 1996 based on retirment experiencc through September 313. 1995. Exact t i rn i iq  of 

the study should be coordinated with a retail ntte case to etwurc: timcly implcrirmtaxiun ol'rcvised 

dcpxciutian rates- 

[., 
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ATMOS ENERGY CORPORATION 
Oensral Olfice 
Comparison of Depreciation Rates @ 9-30-1 492 

SCHEDULE 1 

285,240 313.00 28,524 7-43 21,tE)3 
391 ,a0 Office Furniture & Eqpt IGnlf 1,996.1 79 6,67 133,145 4.88 97,613 

391.83 Dffice Furniture & Eqpt SOthe 973,237 2&#0 194,647 2.22 21,806 
392.00 franspnrtation E ~ p t  57,701 20.00 9,013 28-96 16,710 

397 .E32 Rernittanm Eqpt 74,112 0,87 4,343 11.37 5,427 

333,EtO Stores Equipment 199,770 10.00 43 0,OO 0 
394.00 TOO!fi & Work liquipmenf 29,932 1o.c)cI 0 cz,oo 0 
39?.CiO Carnmunication Eqcripinerrt 463,385 10.00 66,218 7.12 32,993 
3 9 8.W Miscellaneous Equipment 238,139 10.00 23,814 5.36 12,764 
393.00 Other rangible Property 219,172 Z0.W 43,894 35.75 34,667 
309.85 Mailitreme Hardware 7 ,ft#l.227 20.00 253.452 15.76 280,777 
399.86 PC Hardware 827,203 20.0~3 1 39,Y 9 8  18.83 139,219 
399.87 PC Soitwarer 294,499 20.00 $6,531* l f . 7 3  52,235 
339.88 Application 5 of 1 ware 9,265,450 10.00 1,624,236 8.22 761,621 
399.89 05 Software 1;016,699 20.00 114'7 75 22.16 226,300 
399,90 Mainframe CPU 225,774 33.00-- SO,rtS:! 20,28 59,28g- 

-fcltiik$ ."-- 17,758,#33-, . - .. ..*..-_. 15.56 -2,762,502 9.3'7 7,734,294 

NOTE: The difference shown in Column (81 will change as H flrncilon rrf futuro balances. 

f 



! ATMOS ENERGY C0RPQRAT10N 
GENERAL OFFICE 
Mona lity Cha ract fsristics 

QENrnL PLANT 
390.00 Leas e hold I rn provernentts 
391.10 Office Furniture ti Equipment [Generaf) 
39 1'20 Remittance Equipment 
393.30 Office Furniture &r Equipment (General) 
39200 Transportation Eqtilpment 
393.00 Stores Equipment 
394.00 Tools & Work Equipment 
397.00 Cornunjcatiun Equipment 
398.0 0 Miscel la RW us Equip men t 
399.QO Other Tangible Property 
399.85 Mainframe Hardware 
399.88 PC Hardware 
399.87 PC Sofhvars 
399.88 Application Software 
399.89 OS Software 
399.90 Mainframe CPU 

PI 

- w e  

Average 
Samice 

Y=- 

i o  
20 
113 
20 
5 
25 
25 
10 
15 
5 
5 
5 
5 
10 
6 
3 
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It is the group cnncept o f  ilcprcciariun that lcads to the cxistcrlce of rhe ELCi procedure of calculaling 

dcprcciation rates. This cnncepl hrs been an integral part crf uriiity deprcciaticsti accountirig practices for 

mnny years. Under the group concept, there is no attempt ta keep track of the depreciation applicirbic to 

individual items nf property. This is not surprising, in view of the rniilirins of items making up a utility 

sysrcm. Any item retired i s  assumed tu bc fulf y depreciated. nu rnaltcr w h c ~  rerirenienrs occurs, The 

gtnup af property would haw somc nvcrage Life. "hvcragc" is tlw result of*an arithmetic crilcufation. tin4 

iherc is no ~fisutance chat any nf the property j i i  the group i s  "average." 

The tern1 ' 'avera~~ scrvicc l i k "  used ir l  the coimxt of hook depreciation is well h u m .  ;rnd its use in tbr: 

mcasurement nf the mondity chimcterisrics of property u;rrrics with ir  the cnncept of rexicement 

dispcrsiun. I€ t f ~ m y "  item was average, thereby having exactly the s m s  lifq there would be no dispersion, 

The cun~cpt uf ri;tircmc.nt diqwsion recognizes that sanae items In a group live to an age less than the 

awmge service lifc; ;inti czther itctns live longer tt1ai.r the average. Retirement dkpcrsilsn is often idmtified 

by standard patterns. 

The Iowa type dispdun  patterns that are widely used hy electric and gas utifities wscc dcvixed 

ctripitically nbaut 60 years agu iu pruvidc ii SCI VI srunrtnrtt ilcfinitjoirs of retirement dispersion patterns. 

Fibwrc 1 shnws the dispersion patterns fur three of these curves. The L scritx irtdicates the mode is tfl the 

Ideft of i iv~~igc:  scrvicc lilc, tfic R series to the Right. and Bie S series at average serricc life, and 

thmxforc, Syminettical. There is also an U series which hss (he mude at thc Oh'&, thereby iclcntifiying 8 

rctinment pattern rhat has the maximum p c ~ c n k g o  ul' uriginitl installadons retired duling the year of 

pl acme n t . 



used a? rhe lswil, type. 

The methods of cdJcu.laung deprccialion 1iU.a fire cstegurized as stmight- tine and ikon-straight-he. 

Non-straight-line methods can be liccelerared or deferred. Tfrcrr: arc thce basic prwedures fur calculating 

stwighr-line book rfcprcdacioa rates: 

Units-of-Produdun 

Avcragr: Life Group (hLGI 

Equal Life Group {ELG) 

Each csf these procedures cat1 Be calculated using eitlier the whnle life or the remilinjrtg life technique. 

Productive life may be identified h y  (a) a life span or a) a pfittcm of production or usagc. If praductian 

or ushge i s  the suitable critcriii, hprwiathn should bc straight-lint! UVLT life measnxed by tirnc. Units-of- 

Prurluctivrt is straight-line over pruductiun or 11s?igc. while the others are straight-line aver iifc mcwsiirr?d 

by time, hLG 1.5 straighr-line over the :kvcrfigo life of the goup, while ELG is straigitt-line over thG iietual 

life of the gmup. 

TIN fonnulas for the wholu life and rcmainjng lifetcdmiqjucu are xhowtt o[s Table 1. Fat' the EL€; 

calculation proecdwc. Forntuias 1 and 3 are iipplied tu the individual equd lift: COIlkpOilEWi of thc 

pmperty graap. Fnr the ALG cdculution. tbc Iumuim are applied tu the propefly group i w K  

Formula 2 js  applied to the property group for cither ELG or ALG. Usc of the wits Ipercunt arid years) h 

thc famuilas result in MW?S NS %r pcrceiit ofthe dqmcinblc pbnt bwilancc, The deprecktblc plant halancc is 

thc surviving balance at thc titne the rate is calculated. atid is ctxprcssd 8s a percentage [aalwiay.~ IW) Of 

itself. Salvage and reserves are: expressed as B percetic of I\X depreciable plant baiancc. Far exampic. 3 

1 



Thr: first I L ~  of Forniula 2 is idcnrical tu Furnula I for the whnle life rate. "lhe secund  em ol 

Formula 2 illuslwtcs that the difference between a raunining life rate and wtinle life rate i s  t he  allocation 

of the difference bctwcm the book and calcuiatcd thcacciical re~scrves over thcmuaining life hv a 

remaitiirrg iife Yale. 

The widely used ALG pruccdtm of dcpicciariun riitc calculiition does TLUL ~eognizr:  ttie exislcence of 

retirement dkpmtiiun in the calculation, The diHereace hcnvccn the ALG and ELG prcrcdures is rhc 

. rmogni.riori of rhe exiscenco of'rrczitcmcni dispcnion in the E L 6  rare ci1cul;ttiun. ELG is li raze 

catculatirtn pruccdure: nnthing more. The data required to make the EL(; catculatirtn are avtritgc service 

Ijfc, rctitetiienr dispersion, net salvage, and the sgc: distribution of the Impet'ry. The depFeciaLh study 

rquircd to berermme the appkablc rno#lity chitrtrcteristics is independcnt fruin the calculaticrn of the 

depreciation rates. The resulting muttafity chirimeristics can be used to ctibelattc cirhw ALC nr E3-G 

rates. borh with either tht whole life technique or the remaining fife technique. Any SCI of rnunality 

chanctetkitics that is suirablle far calculating ALCr ntes is just 8s suitalile far calclliliiting ELG rat&?. 

% Cmversely, any s a  that is  liar suirabie for ELC is not suitable for ALG either. 

TIE ELG poceduru cukulates the: depreciatinii rates based ocr thc expected life of each equal lifc 

componcnt of tltr: property iBthCt thn thb aYCmgr; life of ;cli componentu. Au discussed earlier. ''iiVWigE'' 

is the result of31 cii1culath-m and there may not be any "average" property. When CUNCS jiir: used to deBnc 

retirement dispersion, the ilucfitg~ scr~icr: l ik  and thr? retinment dispersion pirttcni rtcfrne the equal fife 

p i i p s  and the expect4 I i k  applicable to each group. 

When rctixment dispersivn docs not cxisl. thc ELF mtc is identical lo tbl: ALG me.  When dispersion 

cxir;!s. t b  ELG rate for rccently iristallcd propmy is  highcr lhm the ALG mu: aiid for old prupccv is 

lowr?.r. 



A Simnle [Ilustncion ELG 

! 
Thjs illustration prairjdes a fsamewurk tor visualizing rhe ELG rnerhodalogy. Table ?. asxuincs 20% of 

die 93,000 iavts(mmc is r d r d  at the end of each yeat foilowing placcinent. Titc rccircertma. liequeneies 

are shown on Line 7. As shown in Columns 2 [bough 6, lhis rn~li ln~ $1 .IKx) uf investment is retired each 

year, wjih the retirement at Age B being recavered in its entirety during Year One, of. Age 2 in Ycars One 

and Twn, etc. The depreciation ratr: applicable la each equal lik group is shown un Line I s .  Thc aIinua1 

provision in dollars for Year Oneshuwn in Column 7 is made up of the Age Z annuid arnnunts shown on 

Line 1, Columns 2 through 6. As shuwn on tha Table, the iinnud pmvisiun for Ago 2 is cqud ta the 

anma1 provision for Agc: I less the ainount collected durjiig Year Otre appljcahk to tk! group rdccd 

during Year One. Thus. the amuirl pruvisions a n  be thuughr of :is a mimix, with the pmvision for ;my 

given year being produced hy a pcmian ~ f '  the murk. 

Thc cleprccintion rates GrtIunm.9 ace dewmined by dividiap tbe atlnuai pmvisions in Cduntti 7 by the 

survivrtrv in CUh1bI.i 8. The ralv form718 shown vrl Table 2 r;;m dso be owd to cslculate the fatcs and i s  

used on the E t b k  tu illusuritci: the working uf the matrix by cdculating the depreciation rafcs for Ycar One 

and Year Three. For Y e x  One, the numerator and denominator both consist u€ fivc tcmu. Ed& year, rhc 

left-hard term af both numerator and dmominatctr drop off. It should be noted t h t  Ihc reverse 

sunrrnatiou of retirement ratios (starting with ifolurnu. 6 and riinving left on Line 7) is equal to he 

survivor ratio at the begititriirg oftlic period shown in Cotrinin la, 

It calk bc seen that the an!y dan required for thc ELG m~tc culcukdon we &c retirement frequencies for 

cacb year. These frequencies are defined by thc avcragc service Iifr: and thc diape of the dispersion 

pattcm. 
i. 



The depreciatian aottlyst deals with much iarger groups of pmpcrry thnn appearing on 'Table 2. Table 3 

cantains ari ELG rate calcuhtion for an actual bcprcckrble pruperty pruup. Thc rciifeiiicd frttrlwncies 

shown in Column 4 AI'C defined by the 38 year avarige service life arid the L5 Ibwik typc dispersirw 

pattern. The ALG rnt~ without salvage for this property in 2.632% ( lW'jQ138 years), w h k  the ELG rate 

varies from Z.7#4% ni ageO.5 years tn i .479 k at the age jus[ print to the last retirement. 67.5 years. 

The rate listed in Column 5 at each age is the weighted suiiirliaiion of individuai rams applicable to that 

portion of the surviving Irrnperty the retirement frequencies in Column 4 indicate will bc rctirtd in CLICZI 

fblfowing yew, This combination of average service life and dicpcfsion pmem meam rlzat the first 

r~irtxnunt will bc from the age 18.5 yeaat: property during the foflowinB ycar BL an age nf 1'3 ycacs; 

cherefnre. it will require a rate of 5.28346 Cl€M%ilr) yms). (Tliis c ~ ~ i ~ ~ p k d ~ ~ e - s  nul hiwe ;iny surviving 

baharice at age 18-5.) The lust retirement will he frnm age 67.5 jmr proireq; consequemly, it will requirc 

a rim of 1-471% (lfK1W68 yum). Thc vihtagc cotnpusiitc: race shown in Coiurnn 5 at age U S  years is thc 

weighted summrtrion of rates vruying h m  5.263% tr) 1.471%. 

Sincc this example is €or B n;rrrow dispersion pattcm, ttc iirst rerimmat uccuis at age 19 years and thc 

vhtage cornpoaitr; rate remains at 2.704% ut zqp 19.5 years, because the ficvt rctinmetrt drops the 5.263% 

rate: fmm tbe summarion, 

A wider dispersinn pattern wauld result in a wider range of vintqu coapsite rates than dclr'ned by the 

L5 curve {2.?04% to 1,47 1%). 

All that is ncccssq fur calculating the depreciation rates applicalrle in each age uf pmpcrty are the 

rerirernmt fscyucncjcs. These lrcquencics BCC dcfincti by &e average service life aiid tbe redmmcnl 

dispersion yattctrt. TIie determination of avcragr: scrvicc life requires the dercmiination of &he dispcrslnn 

pattern. as without 3ispersiun ttlcrc w o r ~  t ~ c  1 w  r'avengc.'8 



Depending 011 the dispersion pattern, the nurnbcr of rcrircment frequcncits nisking lip thc cumplete lawa 

curve can be up to al~aut 4.4 time8 the Iiumhet of p r i i  of average servicc lifrs. Thus. for an iiCCuUnt 

whose number of retirement frequencies is  three tinies avernga service life and whose iivemge senrice life 

i s  30 years. the rate applicable 10 the Age I pcopcrty will be made up of the weighted sunwidan of 

39 components. eta. Thus, thc: tatc caicrthtion pracess is counplcx. bur cenainIy not mrnpIicnrcd, It is 

this c:urrspI&xily that makes the rate CslculUtions much more pracricil using i k  cumpuler, 

! 
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0 3 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
9.6 

10.5 
11.5 
12.5 
13.5 
14.8 
15.5 

. 16.5 
I f . 5  
19.5 
20.5 
21.5 
22.5 
23 -5 
24.5 
25.5 
26.5 
27.5 
2 8 5  
30.5 
37.5 
32.6 
33.5 
34.5 
35.5 
36.5 
37-5 
39.5 
40.5 
41.5 
42.5 
43.5 
84.8 
45-5 
46.6 
47-5 
48.6 
50.5 
51.5 
53.5 
54.5 
55.3 
58.5 
57.6 
59.5 
61.5 
67.6 

i Tntalr 

121 I31 

Yajf Balance 
Vintaqge 

s 

1 s93 4,244,2435 
1352 eE)D,784 
1991 60,016 
1990 43,4fiS,063 
1989 81,456 
1988 172,463 
1087 2.093.991 
198B 2,686,948 

1983 222.602 
1 982 85,881 
1981 4,986 
1980 72,942 
1979 213.183 
197% 120,665 
1977 ' 37,wz 
1976 339,234 
1974 336,723 
19?3 l0,375.359 
1972 4.481,9t)6 
1971 5.923.340 
19-30 78,848 

I968 tOt3t2.5REi 
1867 2,764,067 

1964 6,556,083 
7 963 23,383 
IS62 3.313.564 
1361 32,211 
1960 161,1358 
1359 171.483 
tS58 167,116 
3957 70.420 
1956 9,79231 2 
1954 2,2S0,665 

1962 ZD,1#5 
3951 11,860 
1950 706 
1949 2.652 
1448: 6,422 
1947 19.573 
1918 323.058 
1944 2286,041 
1943 15,614 
If142 620,752 
1940 684,610 
1939 97,173 
t 938 22,725 
1937 566 
1936 722 
1934 3,065 
1932 844,400 

I sa6 Y ,~a2,443 

1969 3218,178 

1 9 ~ s  9.568.7m 

1 a53 l a y  

1$2+3 - _. .. .- ... .?. 

[til 

Bafe 

0.02704 
0.~2704 
0.02704 
0,02704 
0,02704 
0 I027 04 
0.02 704 
0.02704 
0.02704 
0.027 (14 
0.02704 
0.52 1, 94 
0.02 7 04 
O.UZ7D4 
0.02704 
O.02fOQ 
0.02704 
D. 027 03 
9.02 7 92 
D.02639 
0.02696 
0.i32 0 B 9 
0.0268 1 
0.026rO 
0.02658 
G.02644 
0,028la 
0,02589 
0.02566 
0.02538 
O,L)Z507 
0.02472 
0.02433 
4.02380 
b*b2345 
0.02252 
9.92205 
0.021 6 1 
Q.0211 S 
O,r)2078 
0.O2041 
0.02008 
0.01972 
0.01 840 
U.OIR'f4 
0.01 850 
0.01 82 1 
0.01 78% 
Q-01740 
0.01 7 1 4 
0.01689 
0.01 664 
D.W$73 
a.a i 573 

- 16t 
Amnun_t 

8 

114,758.36 
21,681.86 

1 , 174 .9E2 ,~~  
2,202.43 
4,663.1 1 

56,753.20 
72,623.55 
44,408.91) 
6.01 8.73 
2,318.13 

134.79 
1,97223 
5,925 .I30 
3,262.58 
1.001.55 
9,17221 
9,101.41 

12O.,Q63.25 
158.6t8S98 

2,31937 
8,l E10.42 

275,575.94 
73,20324 

252,715.77 
1 dd ,938.56 

605.42 
85,012.50 

81S.15 
3.802.24 
4,23 a .TO 
4,085.35 
1.683.22 
62,03@.33 
51,133 .?B 

4.1 3 
436.14 
272.40 

14.67 
64.13 

728.81 
386.07 

6 ,Z 68.69 
42,9 43.67 

2na.0ti 
1 1,3136.36 
12.99Q.28 

820.70 
389.52 

9.46 
12.D2 
63.21 

74853.98 

1,622 -73 

2~10,282 .a6 

0.01471 ,_ 0.03 

3,13%73O*Z? 

SALVAGE 4%) = -6.0 

AFTER SALVAGE t: ._ -~ .-L.. 3 240 3- 41 7 

ANNUAL DEPRECIATION RATE = 2.76 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR ltem 55 

Witness: Don Roff 

Data Request: 
Refer to the response to AG DR 1-149. Please provide the attachment referred to 
in the response. 

Response: 
Please see the file named AG DR 2-55 ATT.xls on the attached CD. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 56 

Witness: Don Roff 

Data Request: 
Refer to the response to AG DR 1-147. Please provide the attachment in Excel 
with all formulae intact. If any formula references a linked file, please provide that 
file. Also, provide the source of any hard coded numbers. 

Response: 
Please see the file named AG DR 2-56 ATT.xls on the attached CD. Please see 
the Depreciation Study workpapers attached to company’s response to AG DR 1- 
87 for the source to all hard coded numbers. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 57 

Witness: Don Roff 

Data Request: 
Refer to the response to AG DR 1-168. Please provide the attachment in Excel 
with all formulae intact. If any formula references a linked file, please provide that 
file. Also, provide the source of any hard coded numbers. 

Response: 
Please see the file named AG DR 2-57 ATT.xls on the attached CD. Please see 
the Depreciation Study workpapers attached to company’s response to AG DR 1 .. 
87 for the source of all hard coded numbers. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 58 

Witness: Greg Waller 

Data Request: 
Refer to the response to AG DR 1-173. Please provide the attachment to this 
response in Excel format with all formulae intact. If any formula references a linked 
file, please provide that file. Also, provide the source of any hard coded numbers. 

Response: 

Please see the electronic Excel file on the attached CD labeled AG DR2-58 ATT. 
Also see the electronic files provided in the response to item AG DR 2-46 for the 
source of hard coded numbers. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 59 

Witness: Dan Meziere 

Data Request: 
Please refer to the responses to AG DR 1-32 and AG DR 1-150. AG DR 1-32 
requested KY-only FERC Form 2 reports and AG DR 1-1 50 requested the entire 
FERC Form 2 reports. 
a. The 2004 and 2005 FERC Form 2 reports provided in response to AG DR 1- 

150 appear to be the Kentucky-only reports. Please provide the complete 
reports for these years. 

b. The files provided for the 2005 KY-only report in response to AG DR 1-32 are 
the same parts (both the second half of the report). However, the entire file 
appears to have been provided in response to AG DR 1-150. Please verify that 
the files provided in response to 1-150 comprise the entire KY-only FERC Form 
2 report for 2005. 

c. The KY-only reports provided skip from page I16 (last page of the first file) to 
page 204 (first page of the second file). Please confirm that this is correct. If 
pages are missing, please provide new files. 

Response: 

In response to the above questions, the following PDF Files are on the attached 
CD: 

Kentucky only Ferc form 2 Cal2005 
Complete company Ferc form 2 Cat 2004,2005 
Complete company Ferc form 2 Gal 2006 was delivered on CD March 31 st to 
Jack Hughes for delivery to the AG and KPSC. 

item C 

The Kentucky only portion is included in its entirety. This report goes directly 
from page I16 to 204. No pages were missing. 



Atrnos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 60 

Witness: Gary Smith 

Data Request: 
If the CRS is adopted and if Atmos continues to operate as it does now, are there 
any circumstances in which the Company would fail to earn its authorized rate of 
return? If so, please describe them fully. 

Response: 
Yes. There is no guarantee that the Company will earn its authorized rate of return, 
because rates will be set prospectively not retroactively. While the proposed 
mechanism is intended to better enable the Company to earn its authorized return 
(and no more), certain circumstances will affect the actual earned return. For 
example, if expected revenues are not attained or if expected expenses are 
greater than forecasted, then actual returns could fall below the Company’s 
authorized return. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 61 

Witness: Gary Smith 

Data Request: 
Please identify any other profit-making company, industry, enterprise or business 
activity that has the degree profit assurance that Atmos will enjoy if the CRS is 
adopted. 

Response: 
The Company is unaware of the profit assurances companies in other industry 
segments may enjoy. The Company’s goal is to provide earnings transparency, 
stable rates for customers and earn a stable return. However, as indicated in the 
response to AG DR 2-60, earning the Company’s authorized return will not be 
guaranteed by the proposed CRS mechanism. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 62 

Witness: Gary Smith 

Data Request: 
Please identify any and all instances in the history of the Company, its affiliates 
and predecessors where regulators have disallowed costs on the grounds that they 
were imprudently incurred. 

Response: 
Attached please find copies of orders for the last five general rate cases in 
Kentucky for the company and its predecessors. The oldest of these orders was 
issued in 1983. These orders will show all instances where the commission has 
disallowed costs for the company since 1983. 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

RATE APPLICATION OF WESTERN KENTUCKY 
GAS COMPANY 

O R D E R  

1 
) CASE NO. 95-010 

On July 18, 1995, the parties to this proceeding filed a Joint 

Stipulation and Recommendation ("Settlement" 1 which was approved 

with modifications by Order issued August 10, 1995. Objecting to 

the ordered modification regarding the appropriate depreciation 

rates to be used, Western Kentucky Gas filed a petition for 

rehearing on August 17, 1995. Rehearing was denied by Order 

entered August 29, 1995. Two days later Western withdrew from the 

unanimous Settlement. 

On October 9, 1995, the parties submitted a new Settlement for 

approval. The October 9, 1995 Settlement differs from the July 18, 

1995 Settlement in several respects. The effective dates f o r  Phase 

I and Phase I1 rates have been changed to November 1, 1995 and 

March 1, 1996, respectively. The monthly charges f o r  the 

installation of Electronic Flow Measurement ( I'EFMtt) equipment 

remain the same as those rejected by the Commission in i ts  August 

10, 1995 Order. However, Western agrees to prepare and file a 

study analyzing cost data on the purchase, installation, operating 

cos ts  and durability of the equipment in its next general rate 

case. The October 9, 1995 Settlement also provides that a new 

depreciation study will be prepared by Western and submitted no 



I 

I 

later than Western's next general rate application. 

provisions are identical to the J u l y  18, 1995 Settlement. 

The remaining 

The parties urge the Commission to review and accept the 

Settlement in its entirety as a reasonable resolution to this 

proceeding. The Commission is bound by law to act in the public 

interest to ensure the Settlement is reasonable to all concerned. 

In reviewing this Settlement, the Commission considered the fact 

that this is a unanimous agreement and that the participation of 

these parties represents a wide range of interests. The Commission 

has also considered its previous analysis of the Settlement terms 

and the rationale set forth in Orders of August LO, and August 29, 

1995. Although we remain concerned with the depreciation rates 

agreed to by the parties in settlement, we cannot say, in view of 

Western's agreement to perform a new study no later than its next 

general rate application, that the rates will result in an 

unreasonable agreement to t h e  long-term detriment of the parties or 

Western's customers. Western should be aware that: the concerns 

expressed in the Commission's August 10, 1995 Order will remain 

pertinent f o r  our review of its next depreciation study. 

The concerns expressed by the Commission regarding the monthly 

EFM charges are somewhat mollified by the parties agreement to 

collect and analyze cost information related to providing EFM 

equipment. Again, Western should be aware that absent significant 

cost support to justify the monthly collection of this charge, the 

concerns expressed by the Commission in its Order of August 10, 
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1995 are likely to become issues for the next general rate 

proceeding. 

As previously proposed in the J u l y  18, 1995 Settlement, and 

retained in the October 9, 1995 agreement, Western seeks approval 

of a Firm Carriage T-4 tariff (a modified version of its T-3 

tarif E) effective November 1, 1995. Since Western withdrew from 

the J u l y  18, 1995 Settlement where this tariff was originally 

proposed, the 30 day notice requirement in KRS 278.180 has not been 

met. The Commission will therefore approve the T-4 tariff to 

become effective for service provided thereunder on and after 

November 8, 1995. 

4 

In all other respects t h i s  proposal mirrors the July IS, 1995 

Settlement. Those provisions not addressed herein which were 

previously addressed and accepted in the Commission's Order of 

August 10, 1995 are approved without discussion. 

After consideration of the foregoing and being otherwise 

sufficiently advised, the Cornmission finds that the October 9, 1995 

Settlement is fair and reasonable and should be approved. 

IT IS THEREFORE ORDERED that: 

1. Western's proposed tariff T-4 is approved for service 

rendered on and after November 8, 1995. 

2. The October 9, 1995 Settlement is approved. 

3 .  The rates included in Attachment A to the Settlement are 

approved for service rendered on and after November 1, 1995. The 

base rates included in Attachment B of the Settlement are approved 

for service rendered on and after March 1, 1996. 



4. Within 20 days of the date of this Order, Western shall 

file its revised tariff sheets setting out the  rates and tariffs 

approved for service rendered on and after November I, 1995, as 

well as the Firm Carriage T-4 tariff effective November 8, 1995. 

At least 10 days prior to the effective date, Western shall file 

its revised tariffs setting out the rates approved €or service 

rendered on and after March 1, 1996. 

5. The hearing scheduled to commence on Tuesday, October 24 ,  

1995, is, perforce, cancelled. 

Done at Frankfort, Kentucky, this 20th day of October, 1995. 

By the Commission 

DISSENT OF COMMISSIONER LINDA K. BREATHITT 

I dissent: from the majority opinion with great reluctance. 

Previous orders have been issued by the Commission in this case 

dealing with the adjustments to depreciation rates in the 

Settlement before us today. The only difference between the 

Settlement ordered modified and the "new" Settlement is language 

that allows the Commission to review and explore the issue in 

Western's next: rate proceeding. We have that ability now. This 

assurance apparently convinces the Commission that the unfairness 

to Western's ratepayers as a result of this adjustment can be dealt 

with later. I do not agree that approval of this Settlement today L 



t with the promise of correcting an unjust result in the future is 

sound regulatory policy. 

The depreciation adjustment agreed to in the Settlement allows 

Western an additional $1,000,000 in annual revenues that this 

Commission found unreasonable in its Orders of August 10 and 29, 

1995. The additional revenues enuring to Western as a result of 

this adjustment will be generated by the rates its customers pay 

f r o m  November 1, 1995 until new rates are set by this Commission in 

a subsequent rate proceeding. 

If either Western's current depreciation rates or the rates 

developed by Western's consultant, Deloitte and Touche, prove to 

have been accurate, Western's ratepayers will be called upon to pay 

the deficit in a future case. Taking the easy way out today, 

whether as a result of the parties persistence or representations 

that we can fix it later, will no doubt render future decisions 

m o r e  difficult f o r  the Commission and increase the future burden on 

Western's ratepayers. 

My reluctance is further increased because the Settlement 

contains provisions under which the parties agree to pursue a 

demand-side management program directed to low income customers. 

I have great concern for those who are forced to forego basic 

utility service, in this instance gas for cooking and heating, 

because of financial hardship. My support f o r  programs designed to 

assist consumers facing lost service is both well known and 

sincere. However, I must nonetheless take exception to approval of 

the Settlement as a whole which imposes such a quantifiable 

monetary burden on Western's Customers. 



Although there is no doubt in my mind that portions of this 

Settlement are fair and represent considerable concessions by the 

parties, I would, at a minimum, require Western to complete and 

file a depreciation study in 1996 pursuant to the recommendation of 

its own consultant. 

ATTEST : 

Executive Director 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVTCE COMMISSION 

In the Matter of: 

RATE APPLICATION OF WESTERN KENTUCKY 
GAS COMPANY 

O R D E R  

) 
) CASE NO. 95-010 

On August 17, 1995, Western Kentucky Gas Company ("Western1') 

filed a Request for Rehearing and Motion for Extension of Time to 

Withdraw from a Settlement Agreement filed by the parties in this 

case. The Commission accepted and modified the Settlement by Order 

issued August 10, 1995. 

Western requests that the Commission reconsider only that 

portion of its August 10, 1995 Order modifying the depreciation 

rates agreed to by the parties to the Settlement. The Attorney 

General, by and through his Public Service Litigation Branch 

("AGI1) , filed a response in support of Western's rehearing request 

as have Shirley Manley, represented by Kentucky Legal. Services, 

Commonwealth Energy Services, Inc., Southern Gas Company of 

Delaware, Tnc., CMS Gas Marketing, and Kentucky Industrial Utility 

Customers. After considering the pleadings and being otherwise 

siifficiently advised, the Commission finds that rehearing should be 

denied for the reasons set forth below. 

Any party may request rehearing and may offer "additional 

evidence that could not with reasonable diligence have been offered 

on the former hearing." KRS 278.400. Although Western has filed 

attachments to its request, it made no new offer of proof and no 

showing of any new evidence related to the depreciation issue. 



' This issue was f u l l y  explored in discovery and the record supports 

the Commission's modification. 

Western argues that the Commission must allow recovery of the 

depreciation expense resulting from the modification of the 

settlement depreciation rates. In Western's view, the Order does 

not adjust the Settlement revenue requirement and resulting rates 

to reflect the modification in depreciation rates. Western 

obviously assumes from the foregoing arguments that the Commission 

did not consider any revenue i.mpact that modified depreciation 

rates would have on the overall settlement. This assumption is 

incorrect. Depreciation was evaluated, as were all other 

Settlement provisions, recognizing the interrelationship that 

exists among all items agreed to in settlement. The modification 

in depreciation rates was necessary and supports the overall 

revenue requirement and resulting rates agreed to by the parties. 

The Commission stated in its Order of August 10, 1995 that the 

Settlement was reasonable as modified. Conversely stated, the 

Settlement was not reasonable without the Commission ordered 

modifications. In order to meet; its statutory obligation to ensure 

a fair, just, and reasonable outcome, the Commission, reviewing the 

Settlement as a whole, would have been unable to approve it as 

filed without modification. 

As the Commission has stated before, Settlements are to be 

encouraged. The Commission's statutory obligation is to review 

proposed rates for reasonableness, whether those rates are derived 

from the utility's or some intervening party's development of a 

revenue requirement, or the result of a Settlement proposal 

representing the agreement of all parties to a proceeding. 
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Unanimity of agreement does not deprive, nor does it relieve, 

the Commission of its statutory obligation to determine that the 

public interest has been served. Such a determination can only be 

made by undertaking a review of the record as it exists at the time 

an agreement is filed. The statutes do not provide for the 

abrogation of this obligation by deferring to any individual or 

group who wants to strike its own bargain. 

i 

Rather, the Commission must, consistent with its legal 

obl.igations, ensure that the public interest is served in approving 

these agreements by reaching an independent conclusion regarding 

the merits of any Settlement. As the AG states II[tIhe question is 

not whether the Settlement could contain different terms. The 

question is whether the Settlement contains fair, just and 

reasonable terms." The Commission could not agree more. 

Western argues in the alternative, that a full evidentiary 

hearing be held on the single issue of depreciation rates. The 

Commission notes that the parties to the Settlement agreed to waive 

their right to request a hearing to demonstrate the reasonableness 

of the Settlement. It would be inappropriate and virtually 

impossible to review adequately one component of the Settlement 

without considering the other Settlement provisions. 

IT IS THEREFORE ORDERED that Western's request for rehearing 

on the issue of its depreciation rates is hereby denied and the 

August  10, 2995  Order is affirmed in i ts  entirety. Any party 

wishing to withdraw from the Settlement shall notify the Commission 
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within 10 days of the date of this Order and f rirther proceedings 

shall be scheduled. 
i 

Done at; Frankfort, Kentucky, this 29th day of August, 1995. 

By the Commission 

DISSENTING OPINION OF CHAIR" GEORGE EDWARD OVERBEY, JR. 

I was persuaded to sign off on our August 10, 1995 Order on 

the basis that the "modifications . . . should not affect the 

agreement significantly."' Western's request and arguments for 

rehearing have put that notion to rest. 

By insisting on these modifications, the Commission is 

rewriting the Settlement Agreement. Should any party choose to 

withdraw from the Settlement Agreement, we are all back at square 

one. A full blown rate case could well lead to judgments 

strikingly at variance with the terms spelled out by the Settlement 

Agreement. A s  a consequence, some or all of those judgments could 

be less onerous for Western and Western's customers, or could well 

be more onerous. No one possesses the proverbial crystal ball. 

The essential question remains. Is the Settlement Agreement 

signed by the parties, featuring as it does all of i.ts 

articulated terms, including the adoption of a depreciation study 
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conducted by Deloitte & Touche, such as to render the Settlement 

Agreement unreasonable arid, thus, unacceptable? I don't think so. 
i 

Aside from the obvious arguments that compel very serious 

consideration of proposed settlements, any decision-making tribunal 

needs to always keep in mind what tinkering with such settlement 

agreements or outright rejection might lead. Unless the 

settlement agreement on its face, at first blush, runs amok over 

standards of fair, just and reasonable, I see no compelling reason 

to open Pandora's box. 

Especially is this true where, as here, the majority focuses 

on hut one item, depreciation studies, and mandates a substitute 

which brings about an increase in required revenue. 

Nor, of course, is it just Western's side of the bargain we 

put in jeopardy. What about the benefits the Attorney General, the 

Office of Kentucky Legal Services, Inc. and the Appalachian 

Research and Defense Fund, Inc; the Kentucky Industrial Utility 

Customers; Commonwealth Energy Services, Inc.; CMS Gas Marketing; 

Southern Gas Company; and David Spainhoward received via this 

Settlement Agreement? Those benefits are also put in harm's way. 

From my view of the Settlement Agreement from its four 

corners, I find it fair, just and reasonable and one which we ought 

to accept sans any modification. 

George Edward Overhey, 
Chairman 

ATTEST : 

a ! ! w  Executive Director 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC' SERVICE COMMISSION 

In the Matter of: 

AN ADJUSTMENT OF RATES OF WESTERN 
KENTUCKY GAS COMPANY 

On February IO, 1995, Western 

("Meetern'f), a division of Atmos Energy 

increase i ts  revenues by approximately 

) CASE NO. 95-050 

Kentucky Gae Company 

Corporation, applied to 

$ 7 , "  million using an 

historical test year, 

On J u l y  18, 1995, the parties, namely: Weatern; the Attorney 

General of the  Commonwealth of Kentucky through his Publ ic  Service 

Litigation Branch; S h i r l e y  Manlay, represented by the Office of 

Kentucky Legal Services, Inc. and t h e  AppaIlachian Research and 

Refease Fund, Inc,; the  Kentucky Induatrial Utility Gustomera; 

Commonwealth Energy Services, Inc. ;  CMS Gals Marketing; Southern Gaa 

Company; and, David Spainhoward filed a J o i n t  Stipulation and 

Recommendation ( t fSe t t fement l f )  resolving, to their satisfaction, the 

issues in this case,  The Settlement is attached as Appendix: A.  

The parties have exprei3sedtheir agreement to submit the  Settlement 

cm the record and have waived t h e i r  r i g h t  to a formal hearing.  

The parties urge the Cornmiasion to review and accept this 

Settlement in i ts  entirety aa a reasoniible resolution to t h i a  

proceeding. While the overall reasonableness of the  Settlement ie 

an important factor, the Cornmieaiorl is bound by law to a c t  in the 

public interest and review all elements of the Settlement. In 



determining whecner t h e  resulta of t h e  Settlement are in t h e  public 

i n t e r e s t  and beneficial to t h e  ratepayers, the Cornmiasion 

considered the  fac t  t h a t  the Settlement is unanimous and that t h e  

participation of these p a r t i e s  enstires a wide range of i n t e r e s t s  

was represented, After consideration of the record i n  this case, 

a review of t h e  Settlement and being otherwise sufficiently 

adviaed, the Coinmisaian finds t h e  Settlement t o  be generally 

reasonable, Although acceptance of the  Settlement is not without 

cwnditions, the modifications described herein Bhould not affect  

t h e  agreement significantly. 

The Settlement provides that Weetern w i l l  collect 

approximately $2.3 million in additional annual revenue from sates 

proposed to became ef fec t ive  August 1, 3995; and, approximately 

$1.0 million i n  additional annual revenue from rates proposed to 

become effective August 1, 1996. 

The ratea agreed to by the parties ref lect  recovery of 

expenses f o r  postretirement benefits o t h e r  t han  pensions,  including 

amwt iza t ion  of t h e  i n i t i a l  transition obligation consiatent w i t h  

Statement of Financial Accounting Standards No, 106, Western’@ 

practices O€ funding only a portion of ita other  postretirement 

employee benef ita ( IrOPEBsff) and of funding i n t e r n a l l y  r a the r  than 

w i n g  a protected fund adminiatered by a third party are of 

concern, At a minimum, Western should fund its OPEB obligation to 

t h e  extent that ita expenditurea to do so are tax deductible. 

Weatern should be prepared in future rate proceeding0 t o  justify 

its level of funding .  
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The Settlement also inc ludes  the following proposed 

nonrecurr ing  charges: the charge to Ilturn on new aervice with meter 

=et f1  is eatabliahed at $28,00, the charge to " t u r n  on service 

(shut-in test required)" is established at $18.00, and the charge 

to " t u r n  on service (meter Yead only required)" is eatabliahed at 

$10,00, with  all three charges being waived f o r  qualified low 

income (LIHEaP) participants. Western's proposed returned check 

fee will increase from $10.00 to $15.00, 

Under t h e  settlement, Weatern withdraws i t 8  proposals 1) to 

establish a ifreconnect delinquent service chargev1 i 2) to asmume 

ownerahip o f  customer service linea; 3 )  t o  include working gas 

inventory carrying charges as a component of its gas cost recovery 

mechanism; and, 4 )  to reduce t h e  volumetric threahold f o r  its Large 

Volume Sales  (LVS-1 and LVS-2) tariff. 

Western a l m  agreea to seek approval 05 a Firm Carriage T-4 

tariff (a modified version of its T-3) effective September 1, 1995, 

to offer a high priority gas transportation service with no 

underlying sales service to qualifying customers. The eettlement 

provides that the T-4 simple margin will be identical t o t h e  simple 

margin of Weatern's other  firm services, with the game n m -  

commodity component ae the T m 3  Interruptible Carriage Service,  

Western agrees to i n i t i a t e  a pilot Demand Side Management 

(DSM) Program/Low Income Cuotomer Assistance Program to aasist 

qualifying customers during the 1996 heating seagon. Western ha6 

accepted a three-year program and has committed funding up C;O 

$450,000 a year, The parties have agreed ta work together to 
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rstab1ir;lh a plan and seek to reduce the energy b i l l s  of aB many as 

300 low income cwtorners per year. 

Thue, t h e  Settlement merely establishes a framework for 

developing a program which will qualify far Yate  recovery under KRS 

278.285. No apecific programs or related cost recovery mechanism 

have bean included. Therefore, the Commission makes no decision or 

findings of fact related to any portion of the DSM provisions 

included in the  Settlement. 

As propoeed in the  Settlement, the Contmislsion will approve: a 

deviation from 807 KAR 5:022, Section 8 ( 2 )  ( e )  to allow Weatern to 

charge customers for furnighing and installing electronic flew 

meamring (rlEFM*r) equipment, The parties seek approval of an 

option allowing customerg needing t h i s  equipment to pay a monthly 

faci l i t l iee  charge, However, no cas t  support i n  the record for t h e  

prapmed f a c i l i t i e s  charges was provided nor is there any 

justification for requiring customers to pay in perpetuity f o r  

equipment that haa a finite aervice life, The Commission will 

therefore permit Western to charge customers a monthly amount, in 

lieu of a lump sum, for  the cost of Em equipment necessary to 

reimburse Weetern far the actual cost of the equipment and 

reasonable carrying charges, The duration of t h e  charge shall be 

eubject to agreement between Western and the affected customer. 

Implementation of this decision will require Western tcl delete 

t h e  references to EFM facilitise charges under the headings && 

pfonthlv Rate or on Tariff Sheets No, X6,  34, 35, 

4 0 ,  and 4 2  along with t h e  monthly charge8 a5 ahown on Sheet  51. 
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The l a s t  sentence of t h e  EFM paragraphs on Sheets Noo. 36  and 42  

should be modified to read aa foll~ws: flCuatomers r e p i x e d  t c  

install EFM equipment may elect: to pay for such equipment v i a  a 

monthly payment which reimburses t h e  Cornpbny for the cost of the 

equipment, including carrying charges, over a period af time to be 

agreed upon by the Company an& ths cust6merIf’ 

The parties agreed to adopt the depreciation study filed by 

- Western, but would re ta in  the existing 3.5 percent annual 

depreciation ra te  for A C C Q U ~ ~ :  Noe. 376 (Mains) and 380  (Senriceel 

Western’s depreciation study was completed in 1994 and 

inc ludes  an analysis of historical retirement activity data for  the 

l aa t  a i x  yesre. Western feigns ignorance of depreciation studies 

performed p r i o r  to Atmos Energy‘a acquisition of it i n  1987. 

HOwever, Wetatern has bean in operation as a gas distribution 

utility for over 5 0  p a r e  and eoneideration of additional 

historical information on its depreciable property is essential to 

establishing reasonable depreciation rates. Analysis of only s i x  

years of retirement activity is inauf  ficient f o r  changiag Western’s 

depreciation rates. The Cammiasion therefore re jects  t h a t  po r t ion  

af the Settlement which establiakes depreciation ratea based on 

WeBtern’s depreciation atudy, Weatern shall continue to accrue 

depreciat ion using the ratea in effect prior to the  study. 

IT IS THEREFORE ORDERED that: 

1. 

2 .  

The Settlement is approved ai3 modified in this Order. 

The rates included in Attachment A to the Settlement are 

approved for asrvice rendered 0x1 and after the da te  of this Order. 
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The base rates included i n  Attachment B of the Settlement: are 

approved for service rendered on and a f t e r  Auguat I, 1996. 

3 ,  The EFM facibitiee chargee ra tes  contained i n  Sheet 5 2  of 

Weatern'e proposed tar i f f s  are denied. Within 20 days of the date 

of this Order,  Western s h a l l  file revised tariff sheeta which 

conform to this Order .  

4 .  The Firm Carriage Service Rate T-4 as a e t  out i n  Appendix 

D Is appraved effective September 1, 1995. 

5 .  Weelern's propoeal to adjust  i t a  depreciation r a t e s  is 

denied, 

6. Any party wishing to exercise its r igh t  to withdraw under 

the Settlement beeawe of modifications ordered herein shall notify 

the Cornmiasion in writing within 10 working days of the date of 

this Order. If the Settlement is withdraw, t h i s  Order s h a l l  be 

vacated. 

7. Hithin 20 days from t h e  date of t h i s  Order, Western ,shall 

file with  the CammicJai.on i t a  revised tariff eheets  settifig aut the 

rates and tariffs approved far service rendered on and after the 

date of t h i s  Order, a0 well ae t h e  Firm Carriage Service Rate T-4 

tariff effective September 1, 1995. A t  least 10 days prior to the 

effective date, Western a h a l l  file i ts  revised tariffa aetting out 
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the r a t e s  approved fo r  aervice rendered on and a f te r  Auguet 1, 

3996. 

Dons a t  Frankfort, Kentucky, this 1 0 t h  day of August, 1995, 

By the Commission 

ATTEST: 
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COMMONWEALTH OF KENTUCKY 

BEFORE TKE PUBLIC SERVICE COMMISSION 

In the Mat ter  of: 

RATE ADJUSTMENT OF WESTERN 1 CASE NO. 
KENTUCKY GAS COMPANY 1 90-013 

O R D E R  

On October 22, 1990,  the Commission granted rehearing on 

various issues contained in the September 13, 1990 Order which 

granted an increase in the revenues of Western Kentucky Gas 

Company (‘Westernn) of $1,018,455 annually. Testimony was filed 

by t h e  parties, a hearing was conducted on January 29 and 30, 1991. 

and all parties were permitted to file briefs and reply briefs, 

After reviewing the evidence of record and being otherwise 

sufficiently advised, the Commission finds as follows: 

PLANT ACQUfSITION ADJUSTWT/DEFERRED INCOME TAXES 

The transfer of Western to Atmos in 1987 created an 

approximate $17 million increase in net investment due to the loss 

of accumulated deferred income taxes and the purchase price in 

excess of net book value which resulted in a plant acquisition 

adjustment. The consideration of these two items is the basis for 

determining whether or not the transfer results in an economic 

benefit to t h e  ratepayers, 

The Commission has determined that the f i n d i n g s  contained in 

the original Order with regard to the rate-making treatment of the 

transfer-related deferred tax losses are valid, theoretically 

sound, and would fairly reflect and account for the sources of 



funds used for investment in utility assets  I f  not for the rulings 

of the Internal Revenue Service. The uncontested testimony in the 

rehearing reflects that if the Commission applies this rate-making 

treatment in this- instance, the utility w i l l  be s u b j e c t  to rulings 

of the Internal Revenue Service which would preclude it from 

utilizing accelerated depreciation for tax purposes. Accelerated 

depreciation provides, through the normalization process in 

rate-making, funds for capital investment. The risk of loss of 

such tax benefits would not be in the best interests oE the 

utility or the ratepayers. Due to the violation of normalization 

requirements, the Commission finds i t  appropriate to remove the 

adjustment for Transfer Related Deferred Tax Losses and increase 

rate base by $12,030,269, which is the amount of $12,783,597 

originally deducted from rate base  less Western's actual . 
test-year-end accumulated deferred taxes. This adjustment w i l l  

result in an increase in revenue requirements of $2,225,068. In 

addition, the Commission reinstates the income tax  expense of 

$233,330 for amortization of the investment tax credits and 

$131,081 f o r  amortization of the excess deferred taxes. These tax 

adjustments r e s u l t  in an increase in revenue requirements of 

$601,785. 

The Commission's initial determination on the plant 

acquisition adjustment was that cost  savings would result from the 

change in ownership; that ratepayers and stockholders would both 

benefit; and t h a t  t h e  benefits should be shared in the 

rate-making process by allowing Western to amortize the adjusted 

plant acquisition adjustment in operating Costs, but to exc lude  
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( 
the acquisition adjustment from t h e  rate base. However, as 

indicated above, the Commission cannot restore any portion of the 

benefits of the pre-transfer deferred taxes to the ratepayers. As 

a result, the ratepayers will realize a substantial economic loss. 

Had the transfer been structured differently, the loss of deferred 

taxes might not have occurred, and the ratepayers could  have been 

k e p t  "whole. The Commission believes that t h e  ratepayers' 

interests were not adequately considered by t h e  buyer and the 

seller in structuring the 1987 transfer of Western. Given these 

circumstances, the Commission finds i t  unreasonable to require 

those same ratepayers to also bear the expense Cor the 

amortization of t h e  plant acquisition adjustment which resulted 

from the transfer. The Commission therefore reverses its previous 

decision and finds that the amortization of the plant  acquisition 

adjustment should not be included for rate-making purposes, The 

exclusion of this item results i n  a decrease in revenue - 

requirements of $280,204. 

OTHER REHERRING ISSUES 

Valuation of Workinq Gas 

The Commission granted rehearing on this issue at the request 

of the Kentucky Legal Services intervenor, Martha Sue Holmes 

("KLS") . KLS requested the Commission rehear this issue, since 

according to KLS, the Commission's original determination of the 

appropriate valuation oE working gas was not based upon a known 

and measurable adjustment. A f t e r  consideration of this issue, the 

Commission finds the use of an average rather than end-o€-test- 

period valuation t o  be reasonabze and supprted by t h e  record in 
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this proceeding. The Commission t h u s  affirms i t s  original 

decision on this issue. 

Merchandising Sales and Jobbinq/Demonstration and Sellins 

Based on the evidence presented by Western on rehearing ,  t n e  

Commission has  been able  to identify and segregate Che costs which 

should be recorded below the line for rate-making purposes. 

Western provided an analysis which showed that $305,713 of the 

$721,223 in Demonstration and Selling expenses should be recorded 

above the line. Western has not presented substantial evidence 

t h a t  its costs relating to the "Affordable Gas Home" and "On The 

Mains" programs are not promotional in nature, and of benefit to 

the ratepayers of Western. Therefore, the Commission will reduce 

t h e  amount of expense proposed by Western by $82,362 for 

rate-making purposes resulting in an increase of $223,351 to 

revenue requirements. The $322,784 in Merchandise Sales and 

Jobbing Income which was moved above t h e  line in the original 

Order w i l l  be reinstated as a below the line income item which 

will result in a total increase in revenue requirements of 

$546,135, 

Tax on ESOP Dividends 

Western has provided additional information after the hearing 

which indicates that $11,067 in tax  savings on ESOP dividends 

should be reflected in Western's adjusted operating statement for 

rate-making purposes. The Commission accepts this adjustment and 

therefore has decreased revenue requirements by $18,276. 
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Pension Expense 

No additional evidence was presented on this issue by the 

Attorney General, Therefore, the Commission affirms its original 

decision on this issue. 

Outside Services 

Western argued that the temporary services expense GL: 

$132,133 proposed by the Attorney General and disallowed in the 

o r i g i n a l  Order was an incorrect amount and was inappropriately 

disallowed. Western stated that the actual amount was $117,068 

but no explanation or supporting documentation €or the amount was 

provided . The Commission finds that Western has not adequately 

supported the necessity for this expense and hereby af f i rms  its 

o r i g i n a l  decision on this issue. 

Working Capital 

The increase in operation and maintenance expenses resulting 

from the adjustments for merchandising and jobbing and 

demonstration and selling expenses creates an increase in cash 

working capital of $68,267 which r e s u l t s ' i n  an increase in revenue 

requirements of $12,626. 

Interest Synchronization Adjustment 

The net increase in rate base of $12,098,536 to reflect t h e  

adjustments contained herein results i n  a decrease in revenue 

requirements of $473,168 resulting from the tax savings created by 

the  additional interest costs allowed for  rate-making purposes. 

Return on Equity 

The Commission allowed additional evidence to be presented as 

to how the Commission's treatment of deferred taxes and t h e  
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acquisition adjustment af fec ted  Western's riskiness and hence its 

cost of equity. Based on the decisions herein with regard to the 

rate-making treatment of the pre-acquisition deferred taxes and 

t h e  plant acquisition adjustment, the Commission finds that there 

is not sufficient evidence to determine that any additional risk 

or increased cost of equity will occur. Therefore, the original 

decision on this issue is affirmed. 

Remedial Surcharge 

Western requested the Commission establish a remedial 

s u r c h a r g e  and to set  rates on rehearing effective as of the date 

of the Commission's original Order in this proceeding, September 

13, 1990. 

The Commission h a s  fully complied with its legislative 

mandate to afford due process through evidentiary hearings and 

rehearings. The fair, just, and reasonable  rates could not have 

been determined prior to the fulfillment of this entire process 

and, consequently, the rates are n o t  subject to an effective date 

prior To allow the rates to 

be collected for service rendered on and after the date of t h e  

original Order would constitute retroactive rate-making whioh 

cannot be allowed, Therefore, the request is denied. 

to the issuance of this final Order. 

REVENUE REQUIRENENTS 

Based on the decisions on t h e  issues contained herein, 

Western is entitled to increase its revenues by $2,613,966 above 

t h e  amount allowed in the Commission's original Order, which 

results in a total combined revenue increase of $3,632,421. 
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IT IS THEREFORE ORDERED t h a t :  

1. The rates in t h e  Appendix, attached h e r e t o  itrid 

incorporated herein, are approved for service rendered by Western 

on and  a f t e r  the date of t h i s  Order. 

2 .  Within 30 days of the date of this Order, Western shall 

file with the Commission revised tariff sheets setting out the 

rates  approved herein, 

Done at: Frankfort, Kentucky, this 29fA day of &y, 1991, 

By t h e  Commission 

ATTEST: 

Executive Di rector 



APPENDIX 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 90-013 DATED 5/29/91 

The following rates and charges are prescribed f o r  t h e  

customers in the area served by Western Kentucky Gas Company. All 

other rates  and charges not specifically mentioned herein shall 

remain the same as those in e f fec t  under a u t h o r i t y  of this 

Commission prior to the effective date of this Order. These r a t e s  

reflect a l l  gas cost adjustments through Case No. 90-013-C. 

General Sales Service Rate 

Base Charge: $ 4 . 3 5  per meter per month 
for residential 
service 

$11.60 per meter per month 
for non-residential 
service 

Commodity Charge: 

First 300 Ncf per month $4.3763 per 1,000 cubic feet 
Next 14,700 Mcf per month $4.2263 per 1,000 cubic feet 

Over 15,000 Mcf per month $4.0763 per 1,000 cubic  feet  

Transportation Service Rate T-2 

Sncludes standby sales service under corresponding sales 
rates .  

G e n e r a l  Service Rate G-1: 
Gross Margin 

N0n- Transpor ta- 
Simple Commodi t y tion Rate Per  
Margin f Components = 1,000 Cu. Ft. 

First 300 Mcf/mo. $0.9419 $0 .3464  $1.2883 
N e x t  14,700 Mcf/mo, 0.7919 0.3464 1.1383 
All over 15,000 Mcf/mo. 0.6419 0.3464 0.9883 
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RATE ADJUSTMENT OF WESTERN 1 CASE NO. 
KENTUCKY GAS COMPANY ) 90-013 

O R D E R  

On February 13, 1990, Western Kentucky Gas Company 

("Western") filed its notice with this Commission requesting 

authority to adjust its rates for gas service on and after March 

15, 1990. The rates proposed by Western would produce additional 

annual revenues of $8,972,531, representing an increase o$ 

approximately 8 percent. In order to determine the reasonableness 

of Western's requested increase, the Commission suspended t h e  

proposed rates and charges until August 15, 1990. 

Motions to intervene in this proceeding were filed by the 

Kentucky Industrial Utility Customers ("KTUC"), Kentucky Legal 

Services ("KLS") , National Southwire Aluminum ("Southwire") , Logan 
Aluminum ("Logan"), and the Attorney General by and through his 

Utility and Rate Intervention Division ("AG"), and Mr. Everett 

Brawner, a customer of Western. All were granted. A public hear- 

ing was held in the Commission's offices in Frankfort, Kentucky, 

on J u n e  20-22 and June 27-28, 1990, Simultaneous briefs were 

filed by August 8 ,  1990 and simultaneous reply briefs were filed 

by August 15, 1990. 



This Order addresses the Commission's findings and deter- 

minations with regard t o  Western's revenue requirements and rate 

design and establishes rates and charges that will produce 

additional annual revenues of $1,018,455 an increase of 1.0 

percent over normalized test period revenues. 

NET INVESTMENT RATE BASE 

Western proposed a net investment rate base of $81,627,268. 

Western's proposed rate base includes a plant acquisition adjust- 

ment in the amount of $4,119,284 as well as a revalution of 
1 working gas storage. 

PLANT ACQUISITION ADJUSTMENT/DEFERRED INCOME TAXES 

In November 1987, the assets of Western were acquired from 

Texas American Energy Corporation ("TAE") . TAE had operated 

Western Since 1980 as a division o f  its diversified gas and oil 

exploration and production, and natural gas distribution company. 

As negotiations unfolded in mid to late 1987 for  the purchase, 

Atmos Energy Corporation, formerly Energas Company, ( " A t m o s " )  was 

one of t h e  five finalists and ultimately the successful bidder for 

the acquisition of Western. Atmos focused all of its attention 

toward acquiring Western's assets, rather than the stock. How- 

ever, just prior to the transfer, TAE reorganized Western as a 

subsidiary and consummated the sale as a stock sale. Western 

stated in testimony in this proceeding that the primary reason for  

Atmos' desire to acquire the assets from TAE was the assurance of 

Exhibit 6, page 4 .  (. 
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the specific assets it was acqui.ring and, more importantly, the 

liabilities it was assuming. Atmos was particularly concerned 

that since TAE was in a poor financial condition and subject to 

bankruptcy, that it would not subject itself to liability for any 

other obligations of TAE. Atmos also wanted t o  handle the trans- 

fer as an asset purchase in order to receive the tax benefits 

resulting from the increase in the cost basis of the depreciable 

i 

assets for tax purposes. 

The transfer of Western in 1987 had two very significant im- 

pacts on the financial statements of Western which affect the 

revenue requirements as determined for rate-making purposes. The 

purchase of Western at a price in excess of the depreciated net 

original cost basis resulted in a utility plant acquisition 

adjustment of approximately $4.7 million. The other major impact 

on revenue requirements was the elimination of the deferred state 

and federal income taxes and unamortized investment tax credits of 

$12.8 million from the books of Western upon the transfer. 

Plant Acquisition Adjustment 

( 

The plant acquisition adjustment is determined by calculating 

the difference in the depreciated net original. cost and the pur- 

chase price of acquiring utility assets plus the acquisition 

costs. Western's response to Item 19 of the Commission's Order of 

April 24, 1990, item 19 reflected that the total acquisition cost 

used to determine the plant acquisition adjustment was $6 million. 

Western proposed to include the entire plant acquisition adjust- 

ment in the net investment rate base and to amortize the plant 

acquisition adjustment over 15 years. L 
-3- 



In determining the reasonable cost of assets used to provide 

utility service, the Commission holds that the depreciated 

original cost is the appropriate standard. However, in a case 

involving Delta Natural Gas Company, ("Delta") in 1987, the 

Commission allowed Delta to recover its plant acquisition adjust- 

ment. In that proceeding, the Commission established certain 

criteria which a utility must meet in order to justify the 

increased cost associated with the acquisition. The basic 

substance of the criteria which must be met is that the additional 

benefits of the acquisition in excess of book value exceeds the 

additional cost. These benefits related to both quality of 

service and economics. A 

In response to Item 4 of the Commission's Order dated May 30, 

1990, Western addressed the criteria established by t h e  Commission 

in the Delta case. Although many of the benefits are not 

quantifiable, Western argued that the ratepayers were realizing an 

immediate benefit resulting from the treatment of the gas 

inventory. This resulted in a rate base reduction of $ 3 . 8  

million. Also, because of the deteriorating financial condition 

of the former owners, even though the gas distribution operations 

were not the cause of the financial distress, Western could have 

experienced increased capital costs had the transfer not taken 

place. 

Case No. 9059, An Adjustment of Rates of Delta Natural Gas 
Company, Inc. 
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The AG argues that the plant acquisition adjustment should 
I' 
\ 

not be allowed because the primary reason for the acquisition ad- 

justment is the $6 million in acquisition costs, which are 

excessive. The AG specifically takes issue with the $495,000 in 

bonuses paid to Atmos employees for their efforts in acquiring 

Western. 

The Commission concurs with the AG's position that the 

acquisition costs are excessive to the extent that bonuses of 

$495,000 were paid to Atmos employees. While these may be valid 

costs incurred in connection with the acquisition, the 

stockholders of Atmos are the primary beneficiaries and Atmos 

should bear the cost of rewarding its employees for their efforts 

in the acquisition of Western. Therefore, the Commission has 

reduced the plant acquisition adjustment by $495,000 resulting in 

a reduction to amortization expense of $33,000 for rate-making 

purposes. The Commission is swayed by the uncontested arguments 

that cost savings will result from the  change in ownership. 

The Commission finds that the ratepayers and the stockholders 

of Atmos will both benefit from the acquisition of Western. 

Accordingly, the best method that will share these benefits and 

costs in the rate-making process is to allow the amortization o f  

the adjusted plant acquisition adjustment in operating costs, but 

to exclude the acquisition adjustment from the rate base. This 

approach will. give recognition to the additional investment to be 

borne by the ratepayers, but will require the stockholders to 

forego a return on the unamortized portion of the plant 
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acquisition adjustment in return for the benefits they receive as 

a result of the acquisition. 

Deferred Income Taxes 
_.___ 

Although the purchase of Western by Atmos was technically a 

stock purchase, the method of recording the transfer resulted in 

the elimination of deferred income taxes in the amount of 

$12,703 597 The pre-acquisition deferred taxes were identified 

as Investment Tax Credits in the amount of $3,499,954 and Deferred 

Income Taxes of $9,283,643. In Western's rate cases prior t o  the 

transfer, rate base was reduced by the investment tax credits and 

the deferred taxes. The Commission has allowed full tax 

normalization for rate-making purposes for Western, and Western 

was realizing the benefits of these tax credits and deferrals 

prior to the  transfer. 

The transfer was treated as an asset purchase and the 

deferred taxes were eliminated by Western in the post-acquisition 

journal entries. Western argued throughout the proceedings that 

the tax attributes of the seller could not be retained by the 

buyer, since there was no continuing ownership interest retained 

by the buyer. The seller was required to treat the asset sale as 

a gain (or loss) for  tax purposes and was liable for any taxes 

due, as a result of a gain, as well as any recapture of investment 

t a x  credits. Western contends that since the purchase was treated 

as an asset purchase, there was no way €or it: to retain the 

deferred taxes on its books. Western did not submit substantial 

evidence that its decision to purchase the assets rather than the 

stock was in the best interests of the ratepayers financially. At 
(. . 
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the hearing, Mr. Purser, Chief Financial Officer and Executive 

Vice President of Atmos, testified that Atmos had not done any 

studies comparing the financial impact on the ratepayers of ac- 

quiring t h e  stock versus acquiring the assets of Western. 

The Commission does not take issue with Western's 

interpretation of the IRS code requirements that the transfer, 

since it was in the form of an asset purchase, results in the 

elimination of deferred taxes. However, the election to treat the 

acquisition as an asset purchase, was by Atmos' choice and Atmos 

received various benefits by acquiring the assets, in return €or 

the elimination of deferred taxes, such as the increase in the 

depreciable tax basis of the assets. The record does not indicate 

that the impact on ratepayers was a consideration in determining 

the method of acquisition. 

The loss of deferred taxes and ITCs is of considerable inter- 

est to the Commission and an issue which has a significant impact 

on the revenue requirements in this case. In evaluating the 

revenue requirements effect of the elimination of these deferred 

taxes, consideration must be given to the sources of the deferred 

taxes as well as the method in which benefits are realized by the 

ratepayers. A knowledge of the tax deferral process is essential 

to a complete understanding of the issue. It shou2.d be understood 

that deFerred taxes are considered cost-free capital to utilities. 

Deferred taxes are generated when incame tax expense determined 

€or book purposes exceeds income tax expense determined for tax 

purposes. This cost free capital is provided by the ratepayers of 

the utility through the tax normalization rate-making approach. 

, 



There are tax differences which are permanent and those which are 

the result of temporary timing differences caused primarily by 

differences in depreciation expense deductions for book and tax 

purposes. The temporary book/tax depreciation timing differences 

reverse in the later years of the life of the depreciable asset. 

Thus, the deferred taxes arising from temporary timing differences 

constitute a "loan" to the utility from the ratepayers, which is 

repaid when the book/tax timing differences reverse and the IRS 

tax expense is greater than the book tax expense. 

There are actually three categories of deferred taxes which 

were eliminated in the transfer of Western. Of the $12,783,597, 

$3 ,499 ,954  are identified as unamortized investment tax credits; 

Investment tax credits are direct reductions in income tax expense 

at the time an investment is made in qualifying utility assets. 

The ratepayers incur tax expense initially as though these credits 

had not occurred and the excess tax  payments are returned to the 

ratepayers over the useful life of the assets giving rise to the 

ITCs. These ITCs were considered a permanent tax reduction until 

the time of the transfer. At that point, a portion of the ITC was 

potentially subject to recapture, due to the sale of t h e  assets. 

The remainder of the deferred taxes consisted of deferred 

federal and state income taxes which would have been eliminated at 

the 3 4  percent t a x  rate when the bookltax depreciation timing 

differences reversed; and the excess deferred taxes which were 

created in 1978 when the maximum corporate income tax rate was 

lowered from 48 to 46 percent and in 1987 when the Tax Reform A c t  

of 1986 ("TRA") lowered the maximum corporate income tax rate from 
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46 to 34 percent. The elimination of the deferred taxes required 

to offset tax expenses when the book/tax timing differences 

reverse were a temporary loss to the ratepayers upon the transfer 

of Western, whereas the elimination of the excess deferred taxes 

result in a permanent loss t o  the ratepayers. 

Temporary Losses. The Commission concurs with Western's 

contention that the deferred taxes previously created by book/tax 

depreciation timing differences will be restored through greater 

deferrals subsequent to the transfer. The purchase of Western by 

Atmos and the increase in the depreciable t a x  basis eliminated the 

book and tax depreciable basis dif€e$rence which had given rise to 

the deferred taxes on the books prior to the transfer. The 

depreciable tax basis now exceeds the net depreciable book basis 

which will Eurther accelerate the restoration of the deferred 

taxes. By adjusting rate base to reflect the temporary loss of 

deferred taxes, which had previously been provided by the 

ratepayers, the Commission is restoring the investment which is 

due to the ratepayers and will be provided on the books of Western 

over the next few years. The Commission believes that the 

ratepayers should n o t  be required to wait until these deferred 

taxes are restored to realize the benefits for the dollars they 

contributed prior to the transPer. By restoring these deferred 

taxes through a rate base reduction now, Western will not realize 

the double benefit of having an increased rate base for 

rate-making purposes as well as a decreasing rate base and higher 

annual earnings through the process 

taxes in future years. The book 
c. - 

of restoring the deferred 

effect of the rate base 
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reduction will o n l y  be realized by Western during the period of 

time that the deferred taxes are not restored. 

Permanent Losses. The elimination of the e unamortized 

investment tax credits upon the transfer of Western resulted in a 

permanent loss to the ratepayers of funds provided fo r  taxes. 

Western stated that the ITCs were subject to recapture and the 

seller was responsible for payment of the previously utilized tax 

credits. The Commission does not dispute Western's position that 

a portion of these ITCs would have become a tax liability of the 

seller upon the transfer, The fact remains, however, that the 

ratepayers provided the funds to cover the cost of these taxes in 

advance, and the action of the seller created the tax liability 

which would not have occurred had the transfer not occurred. 

There is no information in the record in this case which would 

allow the Commission to readily identify what component of the ITC 

was subject to recapture. Even if these amounts could be 

identified, the ITCs would not have been recaptured if the sale 

had not occurred. The payment of these additional taxes should be 

arranged in the purchase/sale transaction between the buyer and 

seller and the increased cost, if any, should not be borne by the 

ratepayers. 

The excess deferred taxes resulting from the TRA tax rate 

reduction and t h e  1978 tax rate reduction, from 48 to 46 percent, 

should be restored to the benefit of the ratepayers. The TRA 

provided that the excess deferred taxes resulting from the tax 

rate reduction should be returned to the ratepayers using the 

average rate assumption method. This method would have flowed 
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this tax benefit back to the ratepayers of Western over the re- 

maining useful life of the assets. Upon the sale of Western, the 

seller was not required to remit any of these excess deferred 

taxes to I R S  since the tax rate should not have exceeded 3 4  

percent. Once again, the seller was responsible for taxes on its 

recorded gain on the sale of the assets. As with the other 

permanent losses, the funds were provided by the ratepayers and 

should not result in an increase in rate base for the ratepayer. 

The ratepayers did not share in the gain realized by the seller; 

therefore, they should not be responsible for the taxes. 

Western's primary rebuttal to questions at the hearing and to 

the testimony of the AG regarding the elimination of ITCs and 

deferred taxes, was that the ratepayers would benefit from the 

increase in the depreciable tax basis of the assets and the 

deferred taxes would be restored through MACRS depreciation. This 

observation is true with regard to the deferred taxes which were 

lost temporarily; however, the investment tax credits and the 

excess deferred taxes will not be restored and will result in a 

permanent loss to the ratepayers, The Commission finds that the 

ratepayers should not bear the loss of these deferred taxes. 

Therefore, an adjustment should be made, for rate-making purposes, 

to restore the liability and refund these losses to the 

ratepayers. For rate-making purposes, the temporary losses and 

permanent losses are treated differently. The temporary losses 

should be deducted from rate base with no amortization, since 

these deferred taxes will be restored. The permanent losses 

should be deducted from rate base and amortized over the remaining 
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book life of the assets at the time of the transfer. This will, 

in effect, provide the same rate-making impact that would have 

occurred without the transfer. 

( 

The Commission’s decision on the loss  of investment tax 

credits and deferred taxes results in a reduction to rate base of 

$12,783,597 and a reduction to income tax expense of $233,330 for 

amortization of the investment tax credits and a reduction to 

income tax expense of $131,081 for amortization of the excess 

deferred taxes. The amount of excess deferred taxes was estimated 

by applying 26 percent to the level of deferred taxes on the books 

at the time o f  the transfer. The 26 percent factor represents the 

change in the maximum corporate income tax rate from 46 to 34 

percent. 

Valuation of Working Gas 

Western proposed to increase its rate base by $2,801,235 in 

order to revalue its working gas storage to reflect the Texas Gas 

Zone 3 price as established in Western’s Gas Cost Adjustment Case 
NO. 9556-M3 (“GCA 9556-M") . 4 

The AG proposed a reduction of $1,818,257 in the working gas 

storage balance based on the premise that a portion of the gas 

remained in storage throughout the test p e r i ~ d . ~  Since the entire 

Case No. 9556-M, Notice of Purchased Gas Adjustment F i l i n g  a€ 
Western Kentucky Gas. 

Exhibit MSL-8, page 4 .  

DeWard Prefiled Testimony, page 21. t- 
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amount of working gas was not withdrawn from storage, the value of 

the gas stored will never equal the current price used by the 

company to price out the gas. The AG therefore argues that 

Western should value working gas inventory by excluding the amount 

at the point of the lowest storage level, that being at April 30, 

1989. The AG's proposal would reduce the rate base by 

$1,818,257 .6 

KLS proposed that Western's adjustment to its working gas 

storage should be eliminated completely because it does not 

reflect a known and measurable change. 7 In support of its 

position, KLS states: 1) the adjustment is based upon an 

estimate; 2) the estimate varies over time: 3 )  the gas purchased 

will n o t  necessarily be the gas stored; and 4 )  the adjustment will 

l o c k  into rates an estimated gas cost despite the certainty that 

this cost will fluctuate. 8 

According to Western's response to an interrogatory during 

discovery and during cross-examination, Western's wiltness stated 

that its underground storage is priced at average cost. Western's 

witness further states that Western is asking for a return on 

inventory that is valued at the higher of the average cost and 

- 
Exhibit TCD-1, Schedule 6 .  

Brief of KLS, page 5. 7 

* - Id., page 4 .  
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the Texas Gas Zone 3 price.’ The Commission believes it to be 

inappropriate for Western to revalue its inventory for rate-making 

purposes at a value higher than its cost; and although the KLS 

proposal has merit, the Commission believes that an average rather 

than the test-period-end valuation is t h e  more appropriate method 

because an average will account for any abnormalities that may 

occur during the test period. The Commission finds that the AG’s 

proposal for revaluation is the more appropriate method. 

Cash-Working Capital Allowance 

i 

Western proposed, as a component of its rate base, a cash- 

working capital allowance of $2,864,951. ’’ Western derived this 
amount based on the 1/8 formula method. 

The AG has proposed a complete elimination of this adjustment 

because the formula method “always produces a working capital 

allowance, but does not produce an amount which truly represents a 

working capital requirement. The AG further states that 

Western has not justified its need for a cash-working capital 

requirement. 

The Commission is aware of the AG’s  position regarding the 

1/8 formula method for determining a cash-working capital 

allowance; however, the Commission is not persuaded to abandon the 

formula method in this case and will allow Western to calculate 

T.E.-, Vol. IV, page 25. 

Exhibit 6 ,  page 4 .  

DeWard Prefiled Testimony, page 23. 
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its cash-working capital requirement in this manner. The 

Commission, however, will reduce Western's proposed cash-working 

capital requirement by $150,272 to reflect the level of operation 

and maintenance expenses found reasonable in this case. 

Computer Equipment 

Included 

( 

in Western's plant in service component'of its rate 

base is computer equipment in the amount of $2,158,659 that was 

so ld  subsequent to the test period. Also included was associated 

accumulated depreciation in the amount of $1,181,331. The record 

in this proceeding indicates that the computer equipment was 

located at Western's office in Owensboro and was sold in February 

199O.l2 

The AG contends that since the computer has been sold, 

Western should not be allowed a return on the equipment and should 

not be allowed to recover the associated depreciation expense. 13 

Western stated that although the equipment had been s o l d  and 

was no longer in service, it was the only computer system on which 
14 the company was seeking a return and a recovery of costs. 

Western's witness testified that no costs from the corporate data 

processing functions nor any actual test-period costs that had 

been removed during the test period are included in this 
proceeding. 1.5 

l2 B r i e f  of Western, page 35. 

l3 DeWard Prefiled Testimony, page 14. 

l4 Brief of Western, page 3 6 .  

l5 T.E., Vol. 111, page 213-214. c- 
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The Commission is very concerned about allowing any utility 

to earn a return on plant that is not only no longer in service, 

but is no longer owned by the utility. On the other hand, the 

Commission would be hesitant to not allow a utility to recover a 

properly incurred cost of operations. Western has stated in its 

brief that at the time of its filing of this case, neither the 

( 

timing of the sale nor t h e  proper amount to be allocated by the 

corporate office was known. If the Commission disallowed 

Western recovery of the computer that was sold, it would be, i n  

effect, barring Western from recovering most of its data 

processing costs. The Commission believes that Western should be 

allowed the return on the equipment that was sold and finds that 

Western has included an appropriate amount in its rate base for 

i 
computer equipment. 

12-Month Averaqe for Underground Storage 

The AG proposed a $275,436 reduction to Western's rate base 

using a 12-month average to value Western's gas stored underground 

as opposed to the usual 13-month. The AG's rationale for this 

proposal is that the inclusion of 13 months artificially inflates 

the balance by using two of the three highest: month balances of 

the period.17 

This Commission has generally used the 13-month average for 

gas inventory and other rate base components as well as revenue 

and expense items. The basis for use of the 13-month average is 

Brief of Western, page 35. 

DeWard Prefiled Testimony, page 2 2 .  (- 
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to dilute any abnormalities that may occur during the test period 

and to include the average f o r  the appropriate time span. The 

Commission is not persuaded to abandon the 13-month average in 

this case. 

Construction Work i n  Progress ( IicwrPii). 

The AG proposed that Western's rate base be reduced by 

$107,341 to remove CWIP for which Western is expected to be 

reimbursed.18 The Commission agrees. 

Western contends that it is not known i f  the company will 

actually receive reimbursement for these items, but stated that it 

was subject to reimbursement of these items. 19 

Rate Base Determination 

Based upon the above discussion, the Commission has 

determined Western's net investment rate base at September 3 0 ,  

1989 to be $63,401,818, determined as follows: 

Gas Plant in Service 
Construction Work in Progress 
Gas Stored Underground 

$119,822,147 
693,488 

1,775,065 
$122,291,500 

Deduct: 
Accumulated Depreciation (57,995,843) 
Transfer Related Deferred Tax Losses(12,783,597) 
Retirement Work in Progress (189,566) 
Customer Advances for Construction (3,398,193) 

l8 DeWard Prefiled Testimony, page 23. 

Response to AG Data Request, March 30, 1990, Item 9. 
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Add : 
Cash-Working Capital Allowance 2,714,679 
Prepayments 699,813 

LP Gas Inventory 68 , 482 
Materials and Supplies 997,337 

Working Gas Storage 10,9971206 

Total Net Investment Rate Base $ 63,401,818 _II 

CAPITAL STRUCTURE 

Western proposed a capital structure of 50.58 percent debt 

and 49.42 percent common equity based on the actual end-of-test- 

year capital structure of Atmos, divided between long-term debt 

and equity. Western did not include in its capital structure 

short-term debt o f  $32,600,000 which was outstanding at the end of 

the test period, stating that "the capital structure of Atmos is 

reasonable excluding short-term debt" and Itshort-term debt is not 

permanent and regularly has to be retired and replaced. 

,- 

11 20 

The AG proposed a capital structure of 50.00 percent 

long-term debt, 8.50 percent short-term debt, and 41.5 percent 

common equity. The AG proposed to include the average daily 

balance of short term debt for the test year of $15,880,500 in the 

capital structure, and also proposed to include $14,000,000 of 

additional long-term debt because this commitment wafi  made prior 

to the end of the test year and an initial placement was made 

within 11 days of the test year. 

The Commission finds that the adjusted capital structure as 

recommended by the AG is reasonable with one exception. The AG's 

proposed amount of short-term debt of $15,880,500 differs slightly 

2o Response to Commission's Order dated April 2 4 ,  1990, Item. 35. 
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from the average daily amount of $15,858,356 provided by Western; 

the Commission accepts the amount provided by Western as correct. 

The capital structure should reflect short-term debt because 

Western uses significant amounts of short-term debt on an ongoing 

basis and the additional $14,000,000 long-term debt issuance 

should be reflected in the capital structure because it is known 

and measurable and occurred shortly after the end of the test 

period. Therefore, for rate-making purposes the capital structure 

for Western should be as follows: 

(- 

Amount 

Long-Term Debt $ 93,552,812 
Short-Term Debt ~ ~ 8 5 8 , 3 5 6  
Common Equity 77 ;730,000 

$187,141,168 

Percent 

49.99 
8.47 

41.54 ..- 
100.00 

REVENUES AND EXPENSES 
1 

Western reported test-period , operating income of 

$10,369,695. In order to normalize current operating 

conditions, Western proposed several adjustments to revenues and 

expenses which resulted in adjusted operating income of 

$4,710,874 . 2 2  

Revenue Normalization 

Western proposed normalized gas operating revenues of 

$112,477,915 based on the rates in effect at the time the 

application was filed. This amount consisted of $78,577,942 in 

gas cost revenues and $34,399,973 in base rate revenues. Though 

not an issue in this case, the total amount of gas cost revenues 

21 Exhibit 5 ,  page 1. 
22 Exhibit 6 ,  page 3. 
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i 

is a major component of Western's revenues and its rates. The 

rates authorized in this case will include gas cost recovery of 

$67,027,082, reflecting Western's latest gas cost adjustment 

ef€ective August 1, 1990. 23 Purchased gas cost has been adjusted 

in a similar manner to reflect Western's current cost of gas. 

In normalizing its revenues, Western increased its sales and 

transportation volumes by 423,890 Mcf and 12,321 Mcf, respective- 

ly, to reflect its adjustment for weather normalization. Western 

decreased i ts  sales volumes by 39,500 Mcf and increased trans- 

portation volumes by 165,100 Mcf to reflect normalized deliveries 

to large volume industrial customers. The Commission finds 

Western's adjustments to be reasonable and accepts Western's 

normalized base rate revenues. 

Merchandise Sales and Jobbinq 

The AG proposed that Western's net income be increased by 

$322,784 by moving net income associated with merchandising and 

jobbing above the line. 2 4  The AG contends that there has not been 

a proper allocation of the expenses below the line and it is, 

therefore, inappropriate to include the income below the line. 

Western maintains that it has properly recorded both the revenues 

and expenses, per the Uniform System of Accounts ("USQA") ,  for the 

23 Case No. 9556-0, Gas Cost Adjustment Filing of Western 

24 

Kentucky Gas Company, Order dated August 1, 1990. 

DeWard Prefiled Testimony, page 2 4 .  
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merchandising and jobbing and that the AG had ample opportunity to 

examine the books and ledgers and t o  determine if Western had 

correctly recorded revenues and expenses. 25 

Upon thorough analysis, the Commission believes that Western 

has not properly segregated the expenses associated with 

merchandise sales and finds Western's test-period revenues should 

be increased by $322,784, resulting in an increase to net 

operating income of $195,462.26 The expenses are discussed in 

more detail in another part of this Order. 

Amortization Expense 

Based upon treatment of the acquisition adjustment as 

discussed in a previous section of this Order, the Commission 

finds that Western's proposed amortization expense should be 

reduced by $33,000, resulting in an increase to net operating 

income in the amount of $19,983. 

Employee Dinners and Awards 

Western proposed to include in test-period expenses an amount 

of $109,086 for employee service awards and dinners. 27 Included 

i n  this amount is approximately $55,000 for Rolex brand watches 

given to 16 employees with at least 30 years of service. 28 

- 
25 

26 $322,784 x . 6 0 5 5 5  (tax factor) = $195,462. 
27 

28 

bovell Rebuttal Testimony, page 35. 

Brief of Western, page 70. 

Lovell Rebuttal Testimony, page 15. 
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The AG proposed to disallow the entire amount as excessive 

and inappropriate expenditures that should not be borne by the 

ratepayers. 

( 

This Commission has in the past allowed reasonable levels of 

expenditures for employee service awards. However, the Commission 

believes that in this case Western's expenditures are excessive. 

The Commission does not object to Western or any utility rewarding 

its employees for their service, b u t  believes utilities should use 

discretion in their expenditures. The Commission does not believe 

that the ratepayers of Western should be forced to provide premium 

watches for  Western employees. The Commission finds that such an 

expense should be borne by Western's shareholders and therefore 

reduces Western's test-period expenses by $55,000, the cost of the 

premium watches. The Commission will allow the remainder of the 

service awards and dinners. This results in an increase of 

$33,305 to Western's n e t  operating income. 

( 

Aircraft Charges 

Western included $185,899 in aircraft expenses allocated to 

The AG proposed to eliminate the charges since Western Western . 
no longer leases aircraft and the charge will be nonrecurring. 

Western has stated that although the company no longer leases 

aircraft, the expense has been replaced by commercial airfare. 

The Commission notes that there were significant charges in 

the test period for  commercial and charter aircraft and the 

allocated charges to Western were in addition to charges that were 

directly charged to Western. The Commission finds that the test 

period contained adequate charges for aircraft arid due to the 
t. 
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non-recurring nature of the allocated charges, Western's 

test-period expenses should be reduced by $185,899, the total 

allocated aircraft charges. This increases Western's net 

operating income by $112,571. 

Country Club Charges 

A total of $ 6 8 , 3 3 3  of expenditures in the test period were 

identified by various parties as country club dues or country c l u b  

related charges. 29 

This Commission has in t h e  past found that such charges 

should be borne by shareholders and not the ratepayers. The 

Commission so finds in this case and will reduce Western's 

operating expenses by $68,333, resulting in an increase to net 

operating income of $41,379. 

Outside Services 

The AG contends that Western's operating expenses should be 

reduced by $132,133 to eliminate expenses paid for temporary 

clerical services, principally provided by Kelly Services. The AG 

claims that these expenses are not necessary and are non- 

recurring. 30 The AG further states that the expenses are 

duplicative because the expenses are recorded elsewhere. The AG 

a l s o  claims that Western's annualized payroll includes amounts for 

29 Exhibit TCD-1, Schedules 4 0 ,  41, and 4 2 .  

30 DeWard Prefiled Testimony, page 39. 
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employee salaries when actually some employees leave and are not 

immediately replaced. 31 

Western argues that the expenses are necessary and that t h e y  

are an ongoing business expense. 32 

The Commission believes that there is some duplication of 

expenses because Western has been provided reasonable levels oE 

wage expense and overtime and has failed t o  show t h a t  the 

temporary services provided do not duplicate work provided by 

Western's regular staff. The Commission, therefore, finds that 

Western's expenses should be reduced by $132,133, resulting in an 

increase to net operating income of $80,013. 

Consultant Fees t- 

The AG proposed that the consulting fees paid to C. R. Hayes, 

t h e  retired president of Western, for the t e s t  period be 

disallowed. The AG's argument was that Mr. Hayes now resides 

outside of Western's operating area and over time the value of his 

services to Western will diminish. 

Western contends that its decision to retain Mr. Hayes as a 

consultant was wise and prudent because of his extensive knowledge 

of the Western system. 

This Commission has no doubt that Mr. Hayes provided Western 

a very valuable service and that his extensive knowledge and 

experience regarding Western's operations proved very valuable to 

32 Brief of Western Kentucky Gas, page 6 3 .  c 
-24- 



Atmos in the time immediately subsequent to the acquisition. 

However, the Commission feels that over time Mr. Hayes' services 

to Atmos will not be necessary and that to continue to allow 

recovery through rates o f  compensation to Mr. Hayes would be 

inappropriate. The Commission therefore reduces Western's 

operating expenses by $33,487 for consulting fees paid to Mr. 

Hayes and country club charges incurred on his behalf. This 

action increases Western's net, operating income by $20,278. 

Audit Accruals 

The AG proposed a reduction of $48,000 to Western's operating 

expense. The amount is the result of Western being assigned audit 

expense from the corporate level because Western maintained a 

separate ledger. Beginning January 1, 1990, Western no longer 

maintains a separate ledger and the AG argues that the charge will 

be nonrecurring and should be removed from test-period 
operations. 33 

Western states that although its ledger is now combined with 

the other operating divisions and the cost will in the future be 

allocated to Western, the costs of audits, in this case, are not 

included in its proposed allocations from the general office. 

Since this cost will continue on an annual basis, as an 

.- 
33 DeWard Prefiled Testimony, page 35. 
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allocation, an amount for  this expense should remain in the test 

f period.34 

Since Western d i d  not make a provision to include the amount 

in its general office allocations, the Commission finds that it is 

reasonable to allow the charge in test-period operations. 

Intracompany Payroll Charges 

A reduction to Western's test-period operating expense was 

proposed by the AG for  charges by Atmos to Western for the 

services of two Atmos employees included on Western's payroll. 

Western has stated that it agrees with the A G ' s  proposal.35 

The Commission finds the expenses unreasonable. Western's 

operating expenses should be reduced by $134,194 to reflect the 

removal of these charges. This results in an increase of $81,261 

to Western's net operating income. 

Payroll (~ 

Western proposed to increase from 8 3  percent to 88.6 percent 

the level of wages expensed, thus reducing the level of wages 

capitalized. The proposal is based on an accounting change that 

allows capitalization of administrative and general expense 

("A&G") at the corporate level and discontinues capitalization of 

s u c h  charges at the division level.. 36 

34 

35 

36 

Brief of Western, page 59. 

Brief of Western, page 60. 

Love.l.1 Prefiled Testimony, page 18. k... 
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i 
The AG proposed that Western be allowed to increase i ts  

percentage of capitalized wages from 8 3  percent to 83.54 percent. 

The AG also proposed that Western's annualized wage levels be 

adjusted to reflect work force reductions that occurred in 
February 1990. 37 

Western has accepted the A G ' s  proposal to adjust the 
38 annualized wage Levels due to subsequent work force reductions. 

However, Hestern takes issue with the AG proposal to decrease 

Western's percentage of wages to be expensed. Western states that 

A&G functions have moved away from the division level and these 

duties are now more appropriately performed at the corporate 

level. Since the functions are being performed at the corporate 

level, the costs should be capitalized at that level. 

The Commission agrees that if the costs are being incurred at 

the corporate level, they should  be capitalized at that level and 

the appropriate allocation made to the division. The problem that 

the Commission finds is that if services are transferred from the 

division level to the corporate level, and costs should follow, 

then it would stand to reason that costs at the division level 

should decrease. According to Western, the A&G expenses at the 

division level were merely reclassified from A&G expenses to 

distribution Western did not indicate that  costs at the 

division level would decrease, but that the amount allocated to 

costs. 39 

37 

38 

DeWard Prefiled Testimony, page 37. 

Brief of Western, page 61. 

39 T.E., Vol. IV, page 30. 
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c 

Western from Atmos would decrease. 4 0  The Commission, for these 

reasons, rejects Western's proposal and will reduce operating 

expenses by $682,853, the amount proposed by the AG. This will 

increase Western's net operating income by $413,502. 

Payroll Taxes 

Based on the above adjustment to payroll, the Commission 

finds that Western's payroll taxes should be reduced by $51,282, 

the amount proposed by the AG, thus increasing net operating 

income by $31,054. 

Demonstration and Selling Expense 

The AG proposed to reduce Western's demonstration selling 

expense, Account 912, by $664,895. This amount includes the 

entire test-period amount in Account 912 with the exception of an 
allowance for the salaries of two marketing representatives. 41 

The costs included in Account 912 are broken down as follows: (1) 

builders' trip to San Francisco, $47,146; ( 2 )  Affordable Gas Home 

Program, $169,391; ( 3 )  Customer on the Main Program, $160,055; and 

( 4 )  Labor costs of $250,965.42 In addition, there were other 

costs identified as giEt certificates and incentives to encourage 

the use of gas appliances. The AG's arguments revolves around 807 

KAR 5:016, Section 4. This regulation deals with the subject of 

41 

42 
DeWard Prefiled Testimony, page 45. 

AG Data Request, March 30, 1990, Item 77. 
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disallowed advertising. The AG contends that the charges in 

Account 912 constitute disallowed advertising under 807 K A R  5:016 

(4) 

Western states in its brief that the expenses incurred and 

recorded in Account 912 do not constitute promotional advertising 

as defined in K A R  5 3 0 1 6 . ~ ~  Western contends that 807 KAR 5:016, 

Section 4(l)(d), allows the type of activity that gave rise to the 

expenditures recorded in Account 912, and that portion o f  the 

regulation defines what is - not promotional advertising. 

The USoA does not classify Account 912 expenditures as 

advertising. The Commission does believe that some of the 

expenses in Account 912 should be disallowed on the basis that 

they constitute promotional advertising. In addition, the USoA 

excludes any demonstration and selling expenditures from Account 

912 that were incurred as a result of merchandising activity by 

the utility. Western has failed to show that it segregated the 

labor costs and other expenses associated with merchandising and 

jobbing from appropriate above the line expenses. For the above 

reasons, the Commission will not allow any of the Account 912 

expenses for rate-making purposes. In any case, this Commission 

would have disallowed the cost of the San Francisco builders' 

conference. This cost should not be borne by the ratepayers. The 

reduction o f  expenses by $721,223 increases net operating income 

by $436,737. 

4 3  Brief of Western, page 77. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 63 

Witness: Gary Smith 

Data Request: 
Please provide a breakdown of the Company’s residential customers according to 
their appliance makeup. At a minimum, identify the number of heating and non- 
heating customers. For each appliance group, please identify the average annual 
consumption of gas and the average gas and non-gas revenue under present and 
proposed rates. 

Response: 
Atmos Energy does not possess information on the appliances present at a 
customer’s premise. Therefore, to be responsive to this request, it was necessary 
to query historic consumption data in our Customer Information System applying 
assumptions about customer consumption patterns to categorize customers as 
heating or non-heating. 

The approach taken was to group customers into three different segments; Heat 
Only, Non-Heat, and Heat Plus. Load profiles for these customer segments over 
Atmos Energy’s October through September fiscal year would be expected to look 
as follows: 

OCT NOV DEC JAN FEB MAR APR MAY JUN JUL AUG SEP 

Month 

Customer Segment Load Profiles 

+Heat Only 
4 Non-Heat 
+Heat Plus .- 

An algorithm was developed to analyze the consumption history for residential 
premises during fiscal year 2006 (October 2005 through September 2006). This 
algorithm attempted first to classify customers as “Heat Only” through the following 
criteria: 



0 Total consumption for June through August was less than 1.5 Mcf AND 
Total consiimption for November through February was greater than 15 
Mcf . 

If a customer did not meet this criteria, the algorithm attempted to classify them as 
“Non-Heat” using the following tests: 

(Total consumption for June through August of 2006 was greater than total 
consumption for November through February of 2005) AND (total 
consumption for June through August of 2006 was greater than total 
consumption for November through February of 2005); OR 

0 Total consumption for May through October was between 70% and 125% 
of consumption for November through April. 

If a customer could not be classified as either “Heat Only” or “Non-Heat”, it was 
assumed that they fell into the “Heat Plus” segment. 

This algorithm was tested by graphing the load profile for each customer segment 
as indicated above. The variables in the algorithm were refined until the actual 
load profiles matched the expected results. 

Note: Due to technical difficulties when gathering the consumption data 
for residential customers to respond to AG DRs 63, 66, and 68, data is 
missing for several customers, primarily in Atmos Energy’s Owensboro 
and Bowling Green service areas. Given the short duration of time to 
develop the programming necessary for the query and interpretation of 
results, approximately 17,000 customers have been omitted from this 
response. We have provided the best information available and do not 
believe that this subset of the customer base would vary significantly from 
the total population of customers. 

For purposes of calculating the average gas and non-gas revenue under present 
and proposed rates, we utilize the average monthly consumption (rounded to the 
nearest 0.1 Mcf) and apply current and proposed distribution charges and the 
Company’s Gas Cost Adjustment for November 1, 2006 (the same gas cost basis 
utilized in FRIO(lO)(n). 

The data output and gas cost information is shown on Attachment AG DR 2-63. 



Attachment AG DR 2-63 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 64 

Witness: Gary Smith 

Data Request: 
Please provide any studies in the Company’s possession on the price elasticity of 
customer demand for gas. 

Response: 
Please refer to the Company’s response to KPSC DR 3-17(c), which includes the 
recently published report “An Economic Analysis of Consumer Response to 
Natural Gas Prices”. 



Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 65 

Witness: Gary Smith 

Data Request: 
Please provide any studies in the Company's possession on the cost of fuels that 
compete for the Company's gas. 

Response: 
Periodically, the Company assesses its competitive position versus electricity in 
major residential markets and its position versus fuel oil among fuel-switching 
capable industrial customers. The attached study, updated to reflect current utility 
rates, is provided under a Petition for Confidentiality. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 66 

Witness: Gary Smith 

Data Request: 
Please provide a record of the all-in (gas and non-gas, volumetric and customer) 
cost of gas per mcf to heating and non-heating residential customers each month 
since the beginning of the heating season in 2005. 

Response: 
Atmos Energy does not possess information on the appliances present at a 
customer’s premise. Therefore, it was necessary to query historic consumption 
data in our Customer Information System applying assumptions about customer 
consumption patterns to categorize customers as heating or non-heating. Please 
reference AG DR 2-63 for the process employed to estimate the residential 
segments: Heat Only, Non-Heat, and Heat Plus. Average monthly consumption for 
these customer segments is provided for each month since October 2005. 

For purposes of calculating the average gas and non-gas revenue under present 
and proposed rates, we utilize the average monthly consumption (rounded to the 
nearest 0.1 Mcf) and apply current and proposed distribution charges and the 
Company’s Gas Cost Adjustment in effect for each month. 

The data output and gas cost information is shown on Attachment AG DR 2-66. 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 67 

Witness: Gary Smith 

Data Request: 
Please provide any studies or relevant data in the Company's possession that 
explore the reasons for the decline in gas customers or the decline in gas usage 
per customer. 

Response: 
Please see the attachments labeled AG DR 2-67 ATT 1 through 3 for the following 
reports from the American Gas Association: 

PATTERNS IN RESIDENTIAL NATURAL GAS CONSUMPTION SINCE 
1980 (February 11,2000), AG DR 2-67 ATT 1 

2001 (June 16,2003), AG DR 2-67 ATT 2 and 

6 TRENDS IN THE COMMERCIAL NATURAL GAS MARKET (October 23, 

PATTERNS IN RESIDENTIAL NATURAL GAS CONSUMPTION, 1997- 

2002) AG DR 2-67 ATT 3. 



EA 2000-Of February 1 I, 2000 

PATTERNS I N  RESTDENTXAL NATURAL GAS CONSUMPTION 
SINCE I980 

1. Introduction 

Nationally, natural gas use per residential customer dropped 16 percent from 
1980 to 1997 from 106 thousand cubic feet (Mcf)/year to 89 Mcf/year (numbers adjusted 
to reflect normal weather). The purpose of this analysis is to quantify the primary factors 
contributing to this decline on both a national and a regional basis. This analysis also 
provides a starting point for a separate AGA-funded study on methods for local gas 
utilities to counteract this declining use trend - a trend likely to continue for the 
foreseeable future. Residential use per customer is likely to fall at least another five 
percent over the next ten to 15 years. 

II. Executive Summary 

The primary cause of the declining use trend was increasing efficiency of gas 
appliances, primarily space heaters. Other factors include a reduction in the number of 
gas appliances in homes served with gas and tighter, more energy efficient homes. 
Chart 1 shows the estimated proportional impact of the various factors contributing to 
this decline on a national basis. 

0 Significant regional variation was observed. There was a decline in the use 
per customer in all regions of the country except for the Northeast, which 
gained 0.6 Mcf/year comparing 1997 to 1980. The South lost 15.0 Mcf/year, 
the West 19.2 Mcflyear, and the Midwest 25.4 Mcf/year (Table I). Graphical 
representation of some of the factors contributing to these trends can be seen 
in Chart 2. 

0 2000 by the American Gas Association 



Reduced Appdiance 
Saturation 

12% 
Space heating efficiency gains contributed almost half of the residential 
load loss. In 1980, the average furnace efficiency was slightly higher than 65 
percent. Since then, federal regulations set the minimum gas space heating 
efficiency at 78 percent, and consumers can purchase units with efficiency 
ratings up to the mid-90s. The current weighted average gas space heating 
appliance efficiency for all units in place is estimated at roughly 74 percent. 

Water heating efficiency gains contributed about seven percent of the 
average residential load loss. During the 19803, the typical water heater 
energy factor (EF) was 0.50. Federal water heater standards took effect in 
1990, setting the minimum gas water heater EF at 0.54. In addition, 
consumers are purchasing units with EF ratings higher than 0.54. The 
current weighted average gas water heating EF is estimated to be slightly 
less than 0.53. 

Space heating market share loss accounted for about six percent of the 
overall decrease in gas use per residential customer. The proportion of 
homes with gas service increased slightly since 1980, but the percentage of 
those homes with gas space heat declined four percent. Thus the relative 
heating base of gas utilities declined. 

- The market share loss in the South and West was three to five times 
as great as the national average. In the Northeast, however, there 
was a significant increase in use per customer as homes heated 
primarily with oil converted to natural gas (see Chart 2). 

Baseload appliance market share loss accounted for about six percent of 
the residential load loss since 1980. Overall, the number of gas appliances 
per customer has declined. The market share loss for water heaters, cooking 
appliances, and gas lights contributed about the same toward the overall 

2 



decline. Saturation of natural gas clothes dryers increased a bit, slightly 
offsetting this decline. 
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Chart 2 

Regional Impact o f  Major Factors 
(Change .in Mcflyear per residential customer, 1980 - 1997) 

Appliance Efficiency Appliance Saturation 

Housing characteristics Demographic Changes 

Note: Contributing factors are calculated independently and may not total to actual change 
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Improved home energy efficiency was responsible for about 23 percent of 
the decline. Newer homes with improved thermal envelope characteristics, 
as well as older homes adding insulation and storm windowsldoors, reduced 
the typical amount of gas needed for space heating. This caused overall use 
to fall by about 18 percent. In addition, the amount of heated ,floor space per 
residence declined, reducing overall demand by about five percent. 

0 Demographic changes contributed about 12 percent of the decline in typical 
residential gas use. Population shifts of gas customers to warmer climates 
since 1980 contributed about six percent of the residential load loss when 
viewed from a national perspective. The average number of people per 
residence fell slightly, causing a three percent decline in consumption. In 
addition, the number of households setting back their thermostats at night 
increased, contributing about three percent of the overall loss. 

Reduction in the average gas use per residential customer will continue into the 
foreseeable future. 

0 Space heating efficiency gains will reduce average gas demand by at least 
an additional four percent over the next ten to 15 years as older furnaces are 
repiaced with units that at least meet federal minimum standards. 

Gas water heater efficiency gains will cause residential demand to fall 
about one percent as older units are replaced. 

0 Residential thermal efficiency will continue to improve as newer, better- 
insulated residences replace older, less efficient homes. Currently, about 40 
percent of existing residences were built before 1960. 

This reduction in natural gas demand per customer has impacted gas utility 
companies. 

e This trend has created a financial challenge to utilities. Utilities have 
responded by increasing their operational and managerial efficiencies, 
leading to a decline in real terms (adjusted for inflation) in the transmission 
and distribution cost per unit of gas sold for the past 14 years. 

0 Utilities find it more difficult to economically add new residential customers 
when demand per customer is declining. Most utilities have financial tests to 
determine the feasibility of adding customers based on expected gas demand 
and cost to hook up that customer. Utilities have responded to this challenge 
by seeking to lower their construction costs per customer hook up. 

111. Purpose and Data Limitations 

This report attempts to provide a broad-based identification and quantification of 
factors that impacted the average annual natural gas use per residential customer from 
1980 to 1997. Most natural gas distribution utilities experienced a much slower growth 
rate in residential demand compared to the growth rate in the number of residential 
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customers during that time period. This trend makes it more difficult for gas companies 
to achieve expected revenues and to connect new customers economically. This 
analysis is intended to help companies understand the driving forces behind the 
declining use trend and to estimate future trends. 

The results herein estimate the overall impacts of several contributing factors 
based on national and regional data. Analysis of utility-specific factors could result in 
conclusions different from those in this report. Individual companies should use this 
report as a guide in calculating their specific impacts, and they should include factors 
and influences pertinent to their systems that may not be considered and/or quantified 
here. 

These contributing factors were examined separately. Some of them may have 
synergistic properties that compound or offset impacts when considered together. 

The quantification of these factors is not an attempt to determine absolute values 
for each influence, but rather to indicate the proportional impact that they have on 
residential use per customer. 

Much of the data used in this analysis come from government and AGA surveys. 
While this information is the best available for national and regional analysis, survey 
sampling, structure, and/or extrapolation techniques can be flawed, particularly when 
ascribing results to smaller populations such as regions and states. 

IV. Historical Trends 

National/Regional Averages 

From 1962 to 1972, natural gas demand in the residential sector averaged an 
annual growth rate of 3.8 percent.’ Utilities were expanding their pipeline systems to 
reach more customers, prices were kept artificially low by government regulation, and 
gas appliances offered superior performance, cost, and efficiency compared to 
competing fuel technologies. 

During the mid to late 1 9 7 0 ’ ~ ~  three factors led consumers to start conserving 
energy. First, foreign oil embargoes led to fears regarding long-term energy supplies. 
Second, heightened environmental awareness and energy’s impact on the environment 
led to a reexamination of energy use practices. Finally, the federal government 
deregulated energy prices, which led to a significant short-term price increase, 
particularly for natural gas. 

Efforts to reduce energy consumption are clearly reflected in gas use per 
customer. On a national average basis, natural gas use per residential customer 
dropped 16 percent from 3 980 to 1997 from 106 Mcf/year to 89 Md’year. On a regional 
basis, these impacts varied. For the Northeast, the average gas use per custamer 
actually increased about one percent. Residential gas use per customer dropped 18 
percent for the Midwest and South regions of the country, while the West showed a 
decline of 22 percent. 

‘ Gas Facts, 1975 Data, American Gas Association, Arlington, VA, 1976. 
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Table I 
Trends in Residential Natural Gas Use 
(Weather Normalized McflCustomerlYear) 

1980 I 1990 I 1997 I Change, 

Residential gas use can be classified as space heating and non-heating. On 
average, space heating demand accounts for three-quarters of typical gas consumption 
by residential customers. This demand is very weather sensitive, with use per customer 
higher in the colder climates than in the warmer regions. 

Residential non-heating use of gas is also known as baseload use. This use is 
typically not weather sensitive. The primary residential baseload use is for water 
heating, which accounts for about 86 percent of non-heating demand, based on national 
averages. The other two primary residential gas appliances are cooking equipment and 
clothes dryers. Natural gas logslfireplaces are increasing their market share, and can be 
used for heating or decorative purposes. Appliances that could also be considered 
baseload, but have a much lower market penetration, are gas lights, pool heaters, and 
grills. 

V. Contributing Factors 

ADpliance Efficiency 
In response to the energy disruptions of the 1970s, Congress passed the Energy 

Policy and Conservation Act (EPCA) of 1975. EPCA established an energy 
conservation program for major household appliances including furnaces, water heaters, 
refrigerators and freezers, central air conditioners and central air conditioning heat 
pumps, room air conditioners, dishwashers, clothes washers, clothes dryers, direct 
heating equipment, pool heaters, kitchen ranges and ovens, fluorescent lamp ballasts, 
and television sets. The Energy Policy and Conservation Act (EPACT) of 1978 
expanded the coverage of EPCA to include commercial building heating and air 
conditioning equipment, water heaters, certain incandescent and fluorescent lamps, 
distribution transformers, and electric motars. In 1987, the National Appliance Energy 
Conservation Act (NAECA), which also incorporates EPCA and EPACT, authorizes the 
U. S. Department of Energy (DOE) to set energy efficiency standards for major home 
appliances according to a statutory time schedule stretching into the next century. 

DOE’S Office of Codes and Standards sets the minimum efficiency ratings of 
many residential appliances. DOE has set standards for such natural gas appliances as 
space heaters, water heaters, ovens, and ranges. 
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Furnaces 
During the 1970's natural gas furnaces averaged about 65 percent annual fuel 

utilization efficiency (AFUE). As interest in more energy efficient appliances increased, 
the average AFUE for new furnaces increased. DOE, through authority granted by 
NAECA, set 78 percent AFUE as a minimum for gas furnaces manufactured after 
January 1, 1992. Furnaces with AFUE ratings up to the mid-90's are available to 
consumers, and the average AFUE of new residential furnace shipments is currently in 
the mid-eighties. As the higher efficiency furnaces have worked their way into the 
residential market in new homes and replacement units, the average AFUE for all 
residential natural gas furnaces has increased from 65 percent in 1980 to 74 percent in 
4 997. 

I New Furnace Shipments 

Table 2 
Residential Natural Gas Furnace Average AFUE 

(Percent) 

1980 1990 1997 
66% 76% 85% 

I United States 

--- 
Weighted Average 
Use per Customer 

1980 
65.2 

Reduction in Weighted Average 

Since the average improvement in overall furnace efficiency was roughly 14 
percent, this caused gas space heating use per customer to fall 14 percent. However, 
the impact in terms of sales volume varied by region due to the weather differences. 
Overall, use per residential customer dropped about 7.7 thousand cubic feet (Mcf) per 
year from 1980 to 1997, with regional impacts ranging from 5.0 Mcf in ttie Northeast to 
12.3 Mcf in the Midwest, due to the improved furnace efficiency. Most of the decline 
occurred between 1990 and 1997, when a greater number of higher efficiency gas 
furnaces were sold. 

I .7 
105.0 4.3 

2. I 
2.1 

-- 

5.0 
'2.3 
6.2 
6.2 

Note: Assumes nationa/.average furnace efficiency for all regions. 

Water Heaters 
DOE set the minimum efficiency of natural gas water heater at 0.54 energy factor 

(EF) for units manufactured after 1989. Previously, water heaters averaged about 0.5 
EF. Industry analysts estimated that the availability of even higher efficiency units raised 
the average EF of new units sold to 0.56 by the mid-90s. Based on shipment data and 

8 



typical retirement rates, the average EF of water heaters went from 0.5 in both 1980 and 
1990 to 0.53 in 1997. 

i 
_I_.... 

New Water Heater Shipments 50% 
1980 

All Furnaces In Place 50% 

Table 4 
Residential Natural Gas Water Heater Average EF 

(Percent) 
---- 

54% 56% 
50% 

Weighted Average Reduction in 
Use per Customer Weighted Average 

Use per Customer 
1980 1997 

United States 22.2 I .2 

Midwest 24.0 I .3 
I .2 

Northeast_-. 17.5 0.9 

1- 

, South 22.0 

Since the average water heater EF improved slightly less than six percent from 
1980 (and 1990), the typical consumption by residential customers that have water 
heaters declined in the same proportion. The average decline was 1.2 Mcf per 
customer, with regions not varying much from that average. 

Weighted Average Reduction in 
Use per Customer Weighted Average 

Use per Customer 
1980 1997 

United States 22.2 I .2 

Midwest 24.0 I .3 
I .2 South 22.0 

Northeast_-. 17.5 0.9 

1- 

Table 5 
Impact of Gas Space Water Heating Efficiency Gains on Use per Customer 

( Mcf/yea r) 

@est 24.8 1-3 -1 - West 

customers with lhaf appliance 

24.8 1-3 -1 

Other 
Natural gas cooking equipment and clothes dryers have not yet been affected 

significantly from efficiency standards. Improvements in efficiency have occurred due to 
marketplace demand, most of which stemming from the development of electronic 
ignition devices for these appliances. While electronic ignitions can reduce annual 
demand for gas from these appliances by almost half, penetration of these devices into 
the residential market could not be determined. Therefore, no estimate of the improved 
efficiency impacts for these appliances is provided. 

Appliance Saturation 
The most common natural gas appliances found in homes are space heaters, 

water heaters, cooking equipment, clothes dryers, and, to a lesser extent, outdoor lights. 
All of these applications face competition from other energy forms, particularly electricity. 
Since 1980, the average number of gas appliances found in homes has dropped. This 
trend, discussed below, contributes to the decline in gas use per residential customer. 

Space Heaters 
The percentage of gas customers that use natural gas as their main space 

heating fuel declined by 1.7 percentage points over the 17-year period. Regionally, the 
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Northeast sector saw a significant increase in this market penetration among its 
customers, due mainly to conversions from fuel oil-based heating. The Midwest 
basically maintained their high market penetration for gas heating over the period. The 
South and the West regions exhibited significant declines in the proportion of their 
customers that use gas for their main space heating fuel. A primary contributing factor 
to this decline is the increasing popularity of the heat pump during this time. Not only did 
heat pumps make significant inroads into new construction (particularly in multi-family 
housing), electric utilities encouraged existing gas customers to add on heat pumps and 
use their gas furnaces as back-up systems. 

I 

1980 1990 
United States 87.5% 89.6% 

Midwest 97.4% 97.6% 
South 89.4% 92.2% 

94.9% 90.5% West 

Northeast - 62.3% 73.9% 

--- 

Table 6 
Natural Gas Space Heating Appliance Market Penetration 

(Percent of all gas customers) 
- 

1997 
85.8% 
77.3% 
96.2% 
82.6% 
83.3% 

United States 
Northeast 
Midwest 
South 
west 

Since the overall change for gas space heating market penetration was not 
substantial, it caused a decrease in heating use of less than two percent for the average 
U.S. gas customer. This was also true for the typical Midwest gas customer. The 
Northeast gas utilities experienced a gain of more than 25 percent in heating use per 
customer due to increased market penetration for space heating. The South and West 
regions experienced falling space heating demand per customer ranging from six to nine 
percent due to the decline in market penetration. 

Heatkg Use per customer- Space Heating Use per Customer 
1980 , 1990 1997 
65.2 + I  .5 -1 .o 
42.5 +8.2 +I I .o 
105.0 4-0.2 -1 .I 
52.8 +I .5 -3. I 
52.8 -1.7 -4.8 

Table 7 
Impact of Gas Space Heating Market Penetration on Use per Customer 

(Mcf/year) 
-_I 1 Weighted Average S p a c e -  Change in Weighted Average"--'-] 

Information regarding natural gas use as a secondary heating fuel is limited. 
Overall, this use increased slightly over time for all households. Since it is not known 
what equipment was used as a secondary source nor whether gas was used as the 
main heat source, an estimate of any impact from these units is not possible. In 
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addition, information regarding use of secondary heat from other fuels by gas customers 
is not available. 

1980 1997 
United States 6.5% 7.3% 

,Northeast _, 4.7% 3.4% , 

Midwest 5.2% 7.1% __ 
South 9.8% 12.6% 
West 6.8% 4.7% 

1980 1990 1997 
United States 86.5%. 86. I % 84.5% 
Northeast 67.9% 79.0% 77.3% 
Midwest 93.5% 87.0% 87.0% 
South 85.6% 83.0% 80.2% 
West 96.6% 94.2% 92.0% 

Wafer Heaters 
Water heaters contribute significantly to a utility’s load profile. Demand by these 

appliances are relatively non-weather sensitive, allowing for optimal utilization of utility 
investment. Also, these appliances can use as much gas as a furnace in some regions. 
Therefore, any loss in market penetration or improvements in efficiency will impact 
noticeably on average use per customer. 

In most areas, market penetration of gas water heaters has declined. In 1980 
natural gas water heaters were in about 87 percent of U. S. homes with natural gas 
service. By 1997 this market penetration had dropped to about 85 percent. Regionally, 
the Northeast‘s market penetration increased, with the other regions showing significant 
declines. 

Table 9 
Natural Gas Water Heater Market Penetration 

(Percent of all gas customers) 

When the proportion of gas customers with gas water heaters declines, the 
weighted average gas use per customer declines. For example, the national average 
penetration of water heaters fell about two percentage points from 1980 to 1997, 
resulting in a decline in overall gas use per customer of 0.5 Mcf/year. The Midwest, 
South, and West regions’ losses ranged from 1 .I to I .6 Mcf/year. The Northeast region 
saw proportionally more gas customers using gas water heaters during that time frame, 
so this increase in burnertips added more than two Mcf/year to average residential 
customer use. 
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Weighted Average Water 
Heating Use per Customer 

Change in Weighted Average Water 
- Heating Use per Customer 

1997 - 1980 1990 
22.2 -0.1 -0.5 United States 

Northeast 17.5 +2.8 
_.--_I 

+2.3 .1_-__1.- 

Midwest 24.0 -1.7 

Cooking 
The percentage of gas customers that cook with gas declined in all regions of the 

country, due to electric products dominating the new home market, even those homes 
with gas service, as well as replacing old gas units. Nationally, cooking market 
penetration for gas customers fell 12 percent, with the Northeast failing ten percent, the 
Midwest nine percent, the South 21 percent, and the West five percent. 

South 
West 

Table 11 
Natural Gas Cooking Appliance Market Penetration 

(Percent of all gas customers) 

22.0 -0.7 ~~~~ 1 
24.8 -0.6 -.- 

- 1980 I990 1997 
United States 62.0% 57.2% 54.4% 

73.9% Northeast 82.1 % 73.9% 
Midwest 55.8% 53.3% 50.0% 
South 59.8% ,_ 51.6% 47.3% 
West 54.7% , 53.3% , 52.0%, 

-- 

Despite the significance of the decline for gas cooking penetration, the resulting 
impact is relatively small. This is due to the smaller proportion of gas customers with 
this appliance combined with the modest annual energy consumption from these units. 
For all regions, the decline amounted to less than one half Mcf annually. 
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Table 12 
Impact of Gas Cooking Market Penetration on Use per Customer 

(McWyear) 

-.- 
United States 
Northeast 
Midwest 
South 1_.1 . West 

I Weighted Average Cooking I Change in Weighted A v e r a g e 1  

2.6 -0.2 -0.3 
3.4 -0.3 -0.3 
2.3 -0.1 -0.2 
2.5 -0.3 -0.4 
2.3 -0.1 -0.1 

_---- 
-__ 

Cooking Use per Customer 
1990 ---l- 1997 I 

i-- u s e  pe;c&itomer - I 

United States 
Northeast 
Midwest 
South 

i jse per Cusiomei - Drying Use per Customer 
1980 1990 1997 
1 .o +o. 1 +o. 1 

+0.2 "0.0 I .A 
I .3 -0.1 0.0 

+o. 1 0.0 0.7 

.- I-_ 

~~~~ ~- . -  

-1 -. - I--. . . - -_ 
Weighted average use per customer = typical use per appliance times fhe percent of customers with that appliance 

West 0.9 

Clothes Dryers 

ranging from three percent in the South to 20 percent in the Northeast. 
Penetration of gas dryers increased slightly in all regions from 1980 to 1997, 

+0.3 i0.1 

Table 13 
Natural Gas Clothes Dryer Market Penetration 

(Percent of all gas customers) 

U.S. Dept. of Energy, various years. 

This increase in penetration for gas clothes dryers resulted in modest increases 
in typical use per customer, from negligible in the Midwest and South to less than one- 
quarter Mcf in the other regions. 

Table 14 
Impact of Gas Drying Market Penetration on Use per Customer 

(Mcf/year) 

I Weighted Average Drying I Change in Weighted Average 
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Outdoor Gas Lights 
Natural gas lights were somewhat popular with customers the through mid- 

1970s. During the turmoil in the energy markets in the late-70s, President Carter 
encouraged people to turn their gas lights off or convert them to electricity. Since that 
time, their market share for gas customers fell more than 50 percent. Assuming typical 
gas light usage of 19 Mcf per year, the decline in market share caused the weighted 
average gas use per residential customer to decline about one-third Mcf per year on a 
national average. The decline was about one-half Mcf for the Midwest and South, while 
1997 data were unavailable for the Northeast and West. 

Gas Customer Market Penetration Wgtd. Avg. Change 
1980 1997 (Mcflyear) 

United States 3.1% 1.5% -0.31 
Northeast 0.9% ..-.I NIA NiA 

South ' 4.5% 1.8% I -0.51 
West 1 .?A NiA 

Midwest 4.5% 1.6% -0.54 

Table 15 
Outdoor Gas Light Market Share Decline and Resulting Impact 

Housinn Characteristics 

Thermal €ficiency 
Homes across the country have become more energy efficient due, in part, to the 

improved thermal efficiency of the building envelope. New homes, which must meet 
local regulations implemented over the last two decades regarding thermal efficiency, 
account far most of this improvement. In addition, many homeowners have retrofitted 
older residences in order to cut their energy bills. 

In all regions, the percent of homes that have wall and roof insulation has 
increased since 1980. The same is true for homes with storm doors and windows. 

Table 16 
Trends in Residential Thermal Characteristics 

Source: RECS: Housina Characteristics, Energy information Adminisfrafion, U.S. Dept. of Energy, various 
years. NOTE: 1997 data not available; 1993 data not available for homes with storm windows and doors. 
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This improvement in thermal efficiency has significantly reduced the heating 
demand from the residential sector. Overall, typical consumption decreased by about 
three Mcf nationally. Regionally, the decrease in weighted average gas iise per 
customer ranged from about two Mcf in the Midwest to over four Mcf in the West. 

L 

Midwest 2.1 
South I 2.8 

Table 17 
impact of Improving Home Thermal Efficiency on Gas Demand 

(Decrease in Mcf per Residential Customer per Year) 

3.0 
3.4 

iJ.,if;;tes I 

Square Footage 
According to the Energy Information Administration, the amount of heated 

floorspace per residence decreased about three percent, on a national average, since 
1980. The Northeast and Midwest regions exhibited decreases in heated floorspace per 
residence of 13 percent and 10 percent, respectively, while the South and West regions 
showed increases of less than 10 percent. Two factors are counteracting each other 
here: the number of townhomes and condominiums have increased since 1980, bringing 
down the average amount of heated floorspace, while the size of new single family 
homes has been increasing, particularly in the 1990s. 

Table 18 
Average Heated Floorspace Per Residence 

(Square feet) 

years. 

Any change in the average amount of heated floorspace will impact the amount 
of gas consumed for space heating. On a national average, the decrease in heated 
floorspace caused the weighted average gas use per residential customer to decline 
about one Mcf per year. For the Northeast and Midwest, where heating loads are most 
significant, the decreases in heated floorspace resulted in an almost four Mcf per year 
decline. The increase in average floorspace in the South and West regions caused 
increases in typical gas demand ranging from 1.3 Mcf to 1.7 Mcf per year. 
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United States -0.8 

Temperature Seffing/Confrol 
homes 

has not changed significantly since the mid-1980s. Therefore, this factor should not 
have had an impact on residential gas demand. 

Overall, the average temperature setting during the ,,eating season 

Table 20 
Average Temperature in U.S. Residences During Heating Season 

(Degrees Fahrenheit) 

Northeast -3.9 

The number of households that turned the thermostat back at night increased 
since the 198Os, due in part to the increased popularity of programmable thermostats. 
For the U.S. as a whole, almost 40 percent more households were setting the thermostat 
lower at night in 1997 compared to 1984. Regionally, the increase ranged from 35 
percent for the Northeast to 57 percent for the South. 

Midwest 
South 
West 

-3.7 
+I .7 
+ I  .3 

Assuming the average temperature setback was less than five degrees 
Fahrenheit, the impact of increasing use of thermostat setback would be less than one 

Daytime 
Nighttime 

16 

1984 I990 1997 
69.3 70.0 69.8 . 

69.3 71.7 68.0 

. u s ,  

.- South 

NE 
MW 

West 

* 
Nighttime - Sleeping Hours 

1984 1990 1997 
38% 47% 53% 
43% 59% 58% 
44% 49% ..____, 60% 
35% 41 % 55% 
30% 4 3 r  40% 



Mcf on an annual basis for the average customer. Regionally, the impact ranged from 
one-third Mcf (West) to one Mcf (Midwest). 

South 

Table 22 
Weighted Average Impact of Increase Use of Thermostat Setback on Gas Demand 

(Change in Mcf per Residential Customer per Year) 

-0.6 

United States 
Northeast 
Midwest 
South 
West 

. .__  

100.0% 100.0% 
21 -4% 19.2% 
31 -0% 29.7% 
24.9% 26.9% 
22.7% 24.2% 

I West 1 -0.3 1 

Other 

Geographic Population Shifts 
From 1980 to 1997, population growth, and subsequently gas customer growth, 

was greater in the warmer regions (South and West) than in the colder regions 
(Northeast and Midwest). About 51 percent of the residential gas customers were in the 
warmer Southern and Western sections of the country in 1997, compared to 48 percent 
in 1980. With more of the households in warmer climates, the average heating demand, 
on a national basis, declined. This larger percentage of gas customers in warmer 
climates resulted in overall use per gas customer falling about one Mcf on a national 
basis. This factor does not impact typical regional use per gas customer. 

L. I 

Source: RECS: Housina Characferisfics, Energy Information 
Administration, U.S. Dept. of Energy, various years. 

Household Size 
The average number of persons in a residence can impact the amount of gas 

consumed (hot water for showers, laundry, CG dishwasher, cooking for meals, drying for 
laundry). On average, the number of persons per household declined five percent, with 
regional numbers ranging from less than two percent for the West to about eight percent 
for the Midwest. 
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Table 24 
Average Number of Persons per Household 

us 
NE 
MW 
South 
West 

-.- 

1980 g990 1997 
2.56 2.41 2.43 
2.55 2.44 2.39 
2.64 2.36 2.41 

2.43 2.42 2.54 
2.51 2.47 2.48 

I_----- -- 

The impact of the declining number of people per household, overall, reduced 
annual gas demand by about half an Mcf. Regionally, the impact ranged from one-tenth 
an Mcf for the West to one Mcf for the Midwest. 

-I 

United States -0.5 
Northeast -0.5 

Table 25 
Weighted Average Impact of Declining Number of People per Residence 

on Gas Demand 
(Change in Mcf per Residential Customer per Year) 

Other Factors Not Quantified 
Other factors could have an impact on residential natural gas use, but were not 

quantified here, primarily due to lack of data. For the most part, these should have 
impacts less than most of those factors listed above. Some of these factors are listed 
below: 

Wafer Conservafbn - Low flow showerheads and increasingly efficient dishwashers and 
washing machines have decreased the amount of hot water needed per residence. 
€conornic lnfluences - Changes in the price of natural gas and in the general economic 
condition of the general population may influence consumption. 
Environmental Regulations - Restrictions on certain combustion practices, such as 
wood fireplaces, may impact consumer purchases of gas products. 
Gas Hearth Products - Gas fireplace/logs have become more popular over the past 17 
years, but it is not clear whether these units actually add to load. Some units could 
displace gas furnace requirements. 

VI. National & Regional Summaries 

Table 2,6 summarizes the factors contributing to the decline in use per residential 
customer. For the most part, the sum of the estimated factors closely approximates the 
observed deciine for most of the regions, Keep in mind that this report provides a broad- 
based assessment to thy-! factors contributing to the decline in order to provide an 
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understanding of the relative impact from each of these factors. This report does not 
attempt to provide precise measures of these factors due to limitations in the data. 

Table 26 
Summary of Factor Quantffication and Comparison to Actual Decline 

(Change in use per residential customer, 1980-1 997, Mcf/year) 

** Can be due ti a variefy of facfors, including data error, omission of other factors, and imprecise 
methodology 

United States 
0 Space heating efficiency gains account for about 47 percent of decline 

Water heating efficiency gains - about seven percent 
Space heating market share loss - about six percent 

0 Baseload market share loss - about six percent 
0 Improved home thermal efficiency - about 18 percent 
0 Change in average amount of heated floorspace - about five percent 
0 Increased use of thermostat setback - about four percent 
0 Population shift to warmer climates - about six percent 

Decrease in number of people per home - about three percent 

Northeast 
0 

0 

0 

0 

Appliance efficiency gains result in substantial decrease in use per customer 
increased market penetration of space and water heaters more than offset other 
declining factors 
Improved home thermal efficiency and decreased average heated floorspace each 
account for almost a much decline as increased space heating efficiency 
Other factors have minor impact on use per residential customer 

Midwest 
0 

0 

0 

0 

0 

0 

Space heating efficiency gains account for about 47 percent of decline 
Water heating efficiency gains - about five percent 
Space heating market share loss - about four percent 
Baseload market share loss - about nine percent 
Improved home thermal efficiency - about eight percent 
Change in average amount of heated floorspace - about fourteen percent 
Increased use of thermostat setback - about four percent 

19 



e Decrease in number of people per home - about four percent 

South 
e Space heating efficiency gains account for about 41 percent of decline 
e Water heating efficiency gains - about five percent 

Space heating market share loss - about 21 percent 
e Baseload market share loss - about 16 percent 
e Improved home thermal efficiency - about 19 percent 
e Change in average amount of heated floorspace -- substantial offset to decline 
e Increased use of thermostat setback - about four percent 
e Decrease in number of people per home - about three percent 

West 
e Space heating efficiency gains account for about 32 percent of decline 
0 Water heating efficiency gains - about seven percent 

Space heating market share loss - about 25 percent 
Baseload market share loss - about six percent 

e Improved home thermal efficiency - about 22 percent 
e Change in average amount of heated floorspace - increase helped offset decline 
0 Increased use of thermostat setback - about two percent 

Decrease in number of people per home - about one percent 

VII. Estimate of Future Impacts 

ADpliance Efficiencv 
Today, most of the space heating and water heating appliances in place were 

purchased before government-mandated minimum efficiency ratings were imposed on 
this equipment. Therefore, the average efficiency for these appliances is lower than the 
regulatory minimum. As the older, less efficient appliances are replaced through normal 
attrition, gas utilities will continue to experience declining residential demand per 
customer. 

Based on equipment sales data and typical appliance lifetimes, the average 
efficiency for residential furnaces was 74 percent in 1997, below the 78 percent 
regulatory minimum. Consumer demand for high efficiency gas furnaces has driven the 
average efficiency of units sold to over 85 percent by 1997. As the older units are 
replaced over the next ten years, the national average residential demand for gas could 
decline another 3.2 Mcf/year (AFUE = 78 percent) to 8.2 Mcf/year (AFUE = 85.6 
percent). Regional impacts vary depending on the typical heating load and the market 
penetration of gas heat. 
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us 
NE 
MW 
South 
West 

Gas water heating appliances are becoming increasingly efficient as well. Based 
on industry estimates and shipment data, the average water heater EF in residences is 
about 0.53, slightly below the current mandate of 0.54, again due to the number of 
appliances purchased before the mandate became effective. Based on the availability of 
even higher efficient gas water heaters, the weighted EF for current shipments is 
probably 0.56 or higher. Assuming typical reptacement rates, gas utilities could 
experience declines in residential demand due to increasing water heater efficiencies 
averaging from 0.4 Mcf/year (EF = 0.54) to 1.2 Mcf/year (EF = 0.56). Regional impacts 
will probably vary from this average. 

- 
Weighted Average Weighted Average 

AFUE=78.0%* AFU - E=85.6%** 
-3.2 -8.2 
-2.1 -5.4 
-5.2 -13.3 
-2.4 -6.7 
-2.4 -6.7 

us 
NE 
MW 
South 

DOE, by law, periodically reviews the feasibility of increasing the minimum 
efficiencies of these and other appliances. Any further rulemakings from DOE an 
appliance efficiency will impact residential gas demand. 

Weighted Average Weighted Average 
EF=0.54 x_ EF=0.56 

-I .2 
-1 .o -0.4 I 

-0.5 -1.3 
-0.4 -1.2 

- -0.4 

___I 

- Housing Characteristics 
Bv 1997. 40 Dercent of existins homes were built before 1960. These 

West -0.5 

residencis, on average, are less thermally efficient than new homes. While some have 
been renovated to improve their thermal efficiency (wall and ceiling insulation, storm 
windows and doors), the addition of new homes and the removal of older stock will 
increase the average efficiency of a gas utility's residential base. This, in turn, will cause 
typical residential demand to decline. 

-1 '4 
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Other 
No attemDt is made here to estimate the future trends of gas appliance 

penetration or demographic changes. Other factors that may have a-future ’impact 
include new products and technologies. 

VIII. Impacts on Utilities 

Marketing 
Changes in residential gas use impacts utilities’ ability to connect new customers. 

Allowed investments for connecting customers are based on the expected sales to those 
customers. Declining use per residential customer, particularly for new customers with 
energy efficient homes and appliances, makes connecting these customers on an 
economic basis more difficult. Some new housing developments may not qualify for gas 
service based on their relatively lower gas use. This may cause the utility to forgo sales 
not only from that neighborhood but possibly from later developments that could have 
been served off lines that would have been in place had the original neighborhood been 
connected. 

Utilities have made adjustments to try and compensate for this decline through 
improved construction techniques and technologies. Innovations such as plastic pipe, 2- 
PSI systems, and common trenching have lowered the cost of connecting new homes to 
the gas system. 

Profitability 
While the number of homes in a utility’s customer base is increasing, overall 

sales have remained relatively flat. Utilities have difficulty achieving allowed returns 
when investment increases but sales revenues stagnate. Since government regulation 
and competition from other energy sources limit a utility’s ability to increase revenues 
through price increases, many utilities have been cutting costs to maintain profitability. 
Over the past 15 years, the margin (price less cost of gas) utilities charge the residential 
customer fell, in real terms, by nine percent, reflecting the efficiency gains by these 
companies. 

IX. Methodology 

Normalized Use Per Customer 
0 

0 

0 

Calculate actual use per residential customer from EIA data’ 
Determine heating portion of use based on AGA survey data3 
Determine weather normalization factor by dividing the 30-year (1 961-1 990) 
normal heating degree days into the actual degree days, based on NOAA 
data4 
Divide heating portion by weather normalization factor, and add back in non- 
heating load 

0 

Natural Gas Annual, various years, Energy Information Administration, U.S. Department of Energy, 

Residential Natural GaMarket Sur=, various years, American Gas Association, Washington, DC. 
State. Regional, and National Monthlv and Seasonal Heating Degree Days, various years, National 

2 

Washington, DC. 
3 

Oceanic and Atmospheric Administration, U.S. Department of Commerce, Washington, DC. 
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Average Space Heatina AFUE 
Assume 65% AFUE as standard in 1980 and all retirements are those units 

0 Estimate new construction units by subtracting previous year’s gas space 
heating customers from current year‘s, based on trend analysis of EIA RECS 
data5 

0 Calculate replacement units by subtracting new construction units from total 
shipments based on GAMA data6 

0 Eliminate the retired units from the inventory, and add in the new units, 
calculating the revised weighted average furnace AFUE for all existing units 
based on average AFUE of shipments as provided by GAMA 

Space Heating Efficiencv Impact 
Calculate average use per customer by multiplying the normalized heating 
load by the percent of gas customers with gas space heating (based on EIA 
RECS data) 
Calculate change in average furnace AFUE by dividing 1980 AFUE value into 
the selected year’s AFUE value 
Calculate the efficiency-adjusted demand by dividing the 1980 average use 
per customer by the change in average furnace AFUE for the selected year 
Subtract the efficiency-adjusted demand from the 1980 average use per 
customer to determine impact 

0 

0 

0 

Average Water Heating EF 
Assume 0.50 EF as standard in 1980 and all retirements are those units 

0 Estimate new construction units by subtracting previous year’s gas water 
heating customers from current year’s, based on trend analysis of EIA RECS 
data 

0 Calculate replacement units by subtracting new construction units from total 
shipments based on GAMA data 

0 Eliminate the retired units from the inventory, and add in the new units, 
calculating the revised weighted average furnace EF for all existing units 
based on average EF of shipments estimated at 0.54 EF to 0.56 EF 

Water Heatinn Efficiency Impact 
0 Calculate average use per customer by multiplying the water heating load 

(based on AGA survey data) by the percent of gas customers with gas water 
heating (based on EIA RECS data) 
Calculate change in average EF by dividing 1980 EF value into the selected 
year‘s EF value 
Calculate the efficiency-adjusted demand by dividing the 1980 average use 
per customer by the change in average water heater EF for the selected year 
Subtract the efficiency-adjusted demand from the 1980 average use per 
customer to determine impact 

0 

0 

.-I 

RECS: Housing Characteristics, various years, Energy Information Administration, U. S. Department of 

GAMA News, various years, Gas Appliance Manufacturers Association, Arlington, VA. 
Energy, Washington, DC. 
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Appliance Market Penetration Impact 
0 Calculate appliance penetration by dividing the number of residences with 

gas service by the number of customers with that appliance, based on EIA 
RECS data 
Subtract the impact year penetration from the 1980 penetration to determine 
the change in market penetration 
Calculate the weighted average gas use per customer for that appliance by 
multiplying the penetration value times the typical gas use for that appliance 
Multiply the change in market penetration by the 1980 weighted average use 
of that appliance to determine the reduction in weighted average use per 
customer for that appliance 

0 

0 

Thermal Efficiencv Impact 
0 Determine the percent difference in heating load for a typical residence with 

and without insulation, storm doors, and storm windows, based on 
EnergyHelp for the Home software package7 

0 Calculate the percent increase in homes with those thermal efficiency 
enhancements from EIA RECS data 

0 Multiply the thermal efficiency percent increase by the percent difference in 
heating load and by the percent of gas homes with gas space heating to 
determine the thermal efficiency impacts 

Change in Average Heated Floorspace Impact 
Determine the percent difference in heating load for a typical residence based 
on various amounts of heated floorspace, based on EnergyHelp for the Home 
software package 
Calculate the percent change in average heated floorspace in homes from 
EIA RECS data 
Multiply the change in average heated floorspace by the percent difference in 
heating load and by the percent of gas homes with gas space heating to 
determine impacts 

0 

0 

increase in Use of Thermostat Setback Impact 
Determine the percent difference in heating load for a typicai residence based 
thermostat setback of less than five degrees for eight hours, based on 
EnergyHelp for the Home software package 
Calculate the percent change in households setting back thermostats at night 
from EIA RECS data 
Multiply the change heating demand from thermostat setback by the percent 
difference in heating load and by the percent of gas homes with gas space 
heating to determine impacts 

0 

0 

Population Shift Impact 
0 Determine the percent of gas customers by region for 1980 and 1997 from 

EIA RECS data 
Determine the normalized heating demand for those regions in 1980 based 
on AGA survey data 

EnergyHeb For The Home computer program distributed by Columbia Energy, Virginia, 1998 7 
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0 Apply those same regional demand figures to the 1997 regional population 
distribution, calculate the weighted average national numbers for both, and 
compare the two numbers 

Average Number of Persons per Household Impact 
0 

0 

Calculate the difference in average number of persons per household from 
EIA RECS data 
Determine the percent difference in heating load for a typical residence 
based on that same reduction in number of people per home, based on 
EnergyHelp for the Home software package 
Multiply the change heating load by the percent of gas homes with gas space 
heating to determine impacts 

0 
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PATTERNS IN RESIDENTIAL NATURAL GAS CONSUMPTION, 1997-2QQt 

1. 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 (Me9 per year in 1980, 89 Mcf per 
year in 1997, and 83 Mcf per year in 2001 (Chart I ) .  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 I 
Use Per Residential Customer 
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11. Executive Summary 

Similar to the findings of the previous analysis, the primary cause of the declining 
use trend was increasing efficiency of gas appliances, predominately space heaters. 
Other factors include 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 

Housing 
Characteristics 

28% 

Appliance Efficiency 
Gains 
60% 

Reduced Appliance 
Saturation 

6% 

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

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 minimrim gas space heating efficiency at 78 percent were 
still operating. During the study period, 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. 

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. 
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Chart 3 

Regional Impact of Major Factors 
(Change in Mcf/year per residential customer, 1997 - 2001) 

Appliance Efficiency Appliance Saturation 
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Note: Contributing factors are calculated independentIy and may not total to actual change 



0 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). 

0 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. 

0 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 windowsldoors, reduced 
the typical amount of gas needed for space heating. 

0 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. 

111. Purpose and Data Limitations 

This report attempts to provide a broad-based identification and quantification of 
factors that impacted the average annual natural gas use per residential customer from 
1997 to 2001. Most natural gas distribution utilities experienced a slower growth rate in 
residential demand compared to the growth rate in the number of residential customers 
during that time period. This trend makes it more difficult for gas companies to achieve 
expected revenues and to  connect new customers economically. This analysis is 
intended to help companies understand the driving forces behind the declining use trend 
by updating the previous study. 

The results herein estimate the overall impacts of several contributing factors 
based on national and regional data. Analysis of utility-specific factors could result in 
conclusions different from those in this report. Individual companies should use this 
report as a guide in calculating their specific impacts, and they should include factors 
and influences pertinent to their systems that may not be considered and/or quantified 
here. 
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These contributing factors were examined separately. Some of them may have 
synergistic properties that compound or offset impacts when considered together. The 
quantification of these factors is not an attempt to determine absolute values for each 
influence, but rather to indicate the proportional impact that they have on residential use 
per customer. 

United States 
Northeast 
Midwest -. 
South 
West 

Much of the data used in this analysis come from government and AGA surveys. 
While this information is the best available for national and regional analysis, survey 
sampling, structure, and/or extrapolation techniques can be flawed, particularly when 
ascribing results to smaller populations such as states and jurisdictions. 

_I 

1997 2001 Change, 
1997-2001 

89.2 83.5 -6.4 
97.1 I 94.3 -2.9 

116.4 107.0 -8.1 
-6.2 

68.3 65.0 -4.2 
---.- 70.2 66.8 

-.- 

IV. Overview 

I T - )  2001 I Change, I 

A previous AGA analysis calculated that normalized use per residential customer 
declined 16 percent from 1980 to 1997. Since that time, several gas distribution 
companies have noted a continuation of this trend, with a number of utilities 
experiencing higher than expected levels of conservation. This analysis updates the 
previous report, examining the 1997-2001 time frame. 

United States 
Northeast 
Midwest -. 
South 
West 

This analysis shows that residential customers are continuing their efforts to 
reduce natural gas consumption. On a national average basis, natural gas use per 
residential customer dropped 6.4 percent from 1997 to 2001, from 89.2 Mcf/year to 83.5 
Mcf/year. On a regional 'basis, these impacts varied. For the Northeast, the average 
gas use per customer decreased about three percent. Residential gas use per customer 
dropped eight percent for the Midwest, six percent for the South, and four percent for the 
West. 

1997-2001 
89.2 1 83.5 -6.4 
97.1 I 94.3 -2.9 

116.4 107.0 -8.1 
-6.2 

68.3 65.0 -4.2 
---.- 70.2 66.8 

-.- 

Table I 
Trends in Residential Natural Gas Use 
(Weather Normalized Mcf/Customer/Year) 

Residential gas use can be classified as space heating and non-heating. On 
average, space heating demand accounts for three-quarters of typical gas consumption 
by residential customers. This demand is very weather sensitive, with use per customer 
higher in the colder climates than in the warmer regions. 

Residential non-heating use of gas is also known as baseload use. This use is 
typically not very weather sensitive. The primary residential baseload use is for water 
heating, which accounts for about 86 percent of non-heating demand, based on national 
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averages. The other two primary residential gas appliances are cooking equipment and 
clothes dryers. Natural gas logslfireplaces are increasing their market share, and can be 
used for heating or decorative ,purposes. Appliances that could also be considered 
baseload, but have a much lower market penetration, are gas lights, pool heaters, and 
grills. 

V. Contributing Factors 

Appliance Efficiency 
In response to the energy disruptions of the 1970s, Congress passed the Energy 

Policy and Conservation Act (EPCA) of 1975. EPCA established an energy 
conservation program for major household appliances including furnaces, water heaters, 
refrigerators and freezers, central air conditioners and central air conditioning heat 
pumps, room air conditioners, dishwashers, clothes washers, clothes dryers, direct 
heating equipment, pool heaters, kitchen ranges and ovens, fluorescent lamp ballasts, 
and television sets. The Energy Policy and Conservation Act (EPACT) of 1978 
expanded the coverage of EPCA to include commercial building heating and air 
conditioning equipment, water heaters, certain incandescent and fluorescent lamps, 
distribution transformers, and electric motors. In 1987, the National Appliance Energy 
Conservation Act (NAECA), which also incorporates EPCA and EPACT, authorizes the 
U. S.  Department of Energy (DOE) to set energy efficiency standards for major home 
appliances according to a statutory time schedule stretching into the next century. 

DOE’S Office of Codes and Standards sets the minimum efficiency ratings of 
many residential appliances. DOE has set standards for such natural gas appliances as 
space heaters, water heaters, ovens, and ranges. 

Furnaces 
During the 1970’s natural gas furnaces averaged about 65 percent annual fuel 

utilization efficiency (AFUE). As interest in more energy efficient appliances increased, 
the average AFUE for new furnaces increased. DOE, through authority granted by 
NAECA, set 78 percent AFUE as a minimum for gas furnaces manufactured after 
January I, 1992. Furnaces with AFUE ratings up to the mid-90’s are available to 
consumers, and the average AFUE of new residential furnace shipments is currently in 
the mid-eighties. As the higher efficiency furnaces have worked their way into the 
residential market in new homes and replacement units, the average AFUE for all 
residential natural gas furnaces has increased from 65 percent in 1980 to 74 percent in 
1997, and to 77 percent by 2001. 

Table 2 
Residential Natural Gas Furnace Average AFUE 

(Percent) 

I All Furnaces In Place 65% 74% 77% I 

Source for shipment information: Gas Appliance Manufaciurers Association 

Improvement in overall furnace efficiency caused gas space heating use per 
customer to fall four percent. However, the impact in terms of sales volume varied by 
region due to the weather differences. Overall, use per residential customer dropped 
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about 2.7 thousand cubic feet (Mcf) per year from 1997 to 2001, with regional impacts 
ranging from 1.7 Mcf in the Northeast to 4.3 Mcf in the Midwest, due to the improved 
furnace efficiency. 

Table 3 
Impact of Gas Space Heating Efficiency Gains on Use per Customer 

(Weather-normalized Mcf/year) 

Weighted Average 
Use per Customer 

1997 
United States 61.2 
Northeast - 69.8 
Midwest 87.2 
South 44.5 
West 39.1 

- 

- ~ .  

Reduction in 
Weighted Average 
Use per Customer 

2001 
2.7 
I .7 
4.3 
2.2 
2.2 

-.- 

Water Heaters 
DOE set the minimum efficiency of natural gas water heater at 0.54 energy factor 

(EF) for units manufactured after 1989. Starting in 2004, the minimum efficiency will rise 
to 0.59 EF. Industry analysts 
estimated that the availability of even higher efficiency units raised the average EF of 
new units sold to 0.57 by the 2001. Based on shipment data and typical retirement 
rates, the average EF of water heaters went from 0.53 in 1997 to 0.55 in 2001. 

Previously, water heaters averaged about 0.5 EF. 

New Water Heater Shipments 
All Water Heaters In Place 

1980 1997 2001 
50% 53% 57% 
50% 53% 55% 

Since the average water heater EF improved slightly less than four percent from 
1997, the typical consumption by residential customers that have water heaters declined 
in the same proportion. The average decline was 0.8 Mcf per customer, with regions not 
varying much from that average. 
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United States 
-.__- Northeast 
Midwest 
South 

I West --._._I 

ADDliance Saturation 
The most common natural gas appliances found in homes are space heaters, 

water heaters, cooking equipment, clothes dryers, and, to a lesser extent, outdoor lights. 
All of these applications face competition from other energy forms, particularly electricity. 
Since 1997 the average number of gas appliances found in homes has dropped. This 
trend, discussed below, contributes to the decline in gas use per residential customer. 

Weighted Average Reduction in 
Use per Customer Weighted Average 

Use per Customer 
1997 2001 
23.9 0.8 
22.3 0.7 
25.6 0.8 
23.5 0.8 
23.3 0.8 

--_._ 

Space Heafers 
The percentage of gas customers that use natural gas as their main space 

heating fuel declined by 0.2 percentage points over the four year period. Regionally, the 
Northeast and West regions saw an increase in this market penetration among its 
customers. The South region 
exhibited significant declines in the proportion of their customers that use gas for their 
main space heating fuel. A primary contributing factor to this decline is the increasing 
popularity of the heat pump during this time. Not only did heat pumps make significant 
inroads into new construction (particularly in multi-family housing), electric utilities 
encouraged existing gas customers to add on heat pumps and use their gas furnaces as 
back-up systems. 

The Midwest loss mirrored the national average. 

1997 2001 -. 
United States 84.4% 84.2% 
Northeast . 71.7% I 72.8% 
Midwest 93.8% 93.5% 
South - 83.9% 81 5% 
West 84.1% 85.0% - 

Table 6 
Natural Gas Space Heating Appliance Market Penetration 

(Percent of all gas customers) 

Since the overall change for gas space heating market penetration was not 
substantial, it caused a decrease in heating use of less than one percent for the average 
U.S. gas customer. This was also true for the typical Midwest gas customer. The 
Northeast gas utilities experienced a gain of more than 1.1 percent in heating use per 
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customer due to increased market penetration for space heating. The West region 
experienced increasing space heating demand per customer of one percent due to the 
increase in market penetration. The South region's use per customer decreased 2.5 
percent due to reduced space heating penetration. 

United States 
Northeast 
Midwest 
South 
West 

Table 7 
Impact of Gas Space Heating Market Penetration on Use per Customer 

(Mcf/year) 

2001 1997 -- 
-0.1 61.2 I 

69.8 +0.8 
87.2 -0.2 
44.5 "I .I 
39.1 +0.4 

Wafer Heaters 
Water heaters contribute significantly to a utility's load profile. Demand by these 

appliances is relatively non-weather sensitive, allowing for optimal utilization of utility 
investment. Also, these appliances can use as much gas as a furnace in some regions. 
Therefore, any loss in market penetration or improvements in efficiency will impact 
noticeably on average use per customer. 

In most areas, market penetration of gas water heaters changed marginally 
between 1997 and 2001. Overall, penetration declined slightly. Regionally, the 
Northeast's, South's and West's market penetration decreased, with the Midwest 
increasing somewhat. 

Table 8 
Natural Gas Water Heater Market Penetration 

(Percent of all gas customers) 

I 1997 I 2001 I 
84.2% 84.0% 

Northeast 77.9% 77.8% 
Midwest 86.2% 86.6% 

79.0% 78.3% 
91.9% 91.2% 

I 

Source; American Housinq SuweL Bureau ofthe Census, various years 

When the proportion of gas customers with gas water heaters declines, the 
weighted average gas use per customer declines. For example, the national average 
penetration of water heaters fell 0.2 percentage points from 1997 to 2001, resulting in a 
decline in overall gas use per customer of 0.05 Mcf/year. The South and West regions' 
losses averaged about 0.16 Mcf/year, while the Northeast region loss was minor, 0.02 
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Mcf/year. Conversely, a "slight increase in penetration in the Midwest led to a 0.1 
Mcf/year increase. 

Weighted Average Change in Weighted 
Water Heating Use per Average Water 

Heating Use per Customer - -_ - Customer - -- 
1997 2001 

United States 22.7 -0.05 

Midwest 22.2 +O. lO 
South - 20.4 -0.17 

----- 
-- ----- Northeast __ ..- . 19.9 -0.02 

I West - -- 

Cooking 
The percentage of gas customers that cook with gas declined in all regions but 

the West, due to electric products dominating the new home market, even those homes 
with gas service, as well as replacing old gas units. Nationally, caaking market 
penetration far gas customers fell 2.6 percent, with the Northeast falling 1.3 percent, the 
Midwest 5.0 percent, and the South 4.0 percent. The West increased slightiy. 

23.7 -o .?L  -...-___I 

Table I O  
Natural Gas Cooking Appliance Market Penetration 

(Percent of all gas customers) 

__.I.______ United States 
Northeast 
M idwesf. 

_- 

South 53.0% 1 50.9% 
West 56.6% 56.8% 

years 

Despite the significance of the decline for gas cooking penetration, the resulting 
impact is relatively small. This is due to the smaller proportion of gas customers with 
this appliance combined with the modest annual energy consumption from these units. 
For all regions, the change amounted to less than 0.1 1 Mcf annually. 
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- 
Weighted Average Cooking Change in Weighted 

Cooking Use per Customer 
Use per Customer Average 

1997 2001 ~ 

United States 2.5 -0.06 
-0.04 Northeast 3.2 
-0.1 I 

South 2.2 -0.09 
West 2.4 1-0.01 

-- 
Midwest 2.2 - 

iliance 

-_I 1997 I 2001 
United States 27.0% 27.5% 
Northeast 29.4% 29.7% 
Midwest 32.6% 33.4% 
South 16.0% 15.4% 
West 29.0% 30.7% 

Clothes Dryers 
Penetration of gas dryers increased slightly in all regions but the South (four 

percent decline) from 1997 to 2001, ranging from one percent in the Northeast to six 
percent in the West. 

- _ _ _ .  

West 1.3 +0.07 

Table 12 
Natural Gas Clothes Dryer Market Penetration 

(Percent of all gas customers) 

Weighied Average Drying 
Use per Customer 

Change in Weighted 
Average 

These changes in penetration for gas clothes dryers resulted in marginal 
changes in typical use per customer, less than one-tenth Mcf in the regions. 

1997- 
1-1 I Uni te iTEGF 

Table 13 
Impact of Gas Drying Market Penetration on Use per Customer 

(Mcf/yea r) 

Drying Use peFCustomer 
2001 
+0.02 -..- 

Northeast 
Midwest 
South 

1.3 10.01 
I .3 +0.03 
0.7 -0.03 
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Outdoor Gas Lights 
Natural gas lights were somewhat popular with customers the through mid- 

1970s. During the turmoil in the energy markets in the late-70s, President Carter 
encouraged people to turn their gas lights off or convert them to electricity. Since that 
time, their market share for gas customers fell significantly. The decline continued from 
1997 (1.5 percent market penetration among gas customers) through 2001 (0.8 
percent). Assuming typical gas light usage of 19 Mcf per year, the decline in market 
share caused the weighted average gas use per residential customer to decline about 
one-tenth Mcf per year on a national average. No data were available for regional 
comparisons. 

Housinn Characteristics 

Thermal Efficiency 
Homes across the country have become more energy efficient due, in part, to the 

improved thermal efficiency of the building envelope. New homes, which must meet 
local regulations implemented over the iast two decades regarding thermal efficiency, 
account for most of this improvement. In addition, many homeowners have retrofitted 
older residences in order to cut their energy bills. 

According to estimates from the U. S. Department of Energy’s Energy 
Information Administration,2 the average residential building was three percent more 
efficient in 2001 compared to the 1997 average. This improvement in thermal efficiency 
reduced the heating demand from the residential sector. Overall, typical consumption 
decreased by about 1.6 Mcf nationally. Regionally, the decrease in weighted average 
gas use per customer ranged from about one Mcf in the West to more than two Mcf in 
the West. 

Table 14 
Impact of Improving Home Thermal Efficiency on Gas Demand 

(Decrease in Mcf per Residential Customer per Year) 

Northeast 
Midwest 
South 
West I .02 

Other 

Geographic Population Shifts 
From 1997 to 2001, population growth, and subsequently gas customer growth, 

was greater in the warmer regions (South and West) than in the colder regions 
(Northeast and Midwest). About 51 percent of the residential gas customers were in the 
warmer Southern and Western sections of the country in 1997, compared to 52 percent 
in 2001. With more of the households in warmer climates, the average heating demand, 

Annual Enerm Outlook, Energy Information Administration, various years. 
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on a national basis, declined. This larger percentage of gas customers in warmer 
climates resulted in overall use per gas customer falling about 0.33 Mcf on a national 
basis. This factor does not impact typical regional use per gas customer. 

1- 

Age of Home 
Age of Furnace 
Avg. Winter Day Temp 
Avg. Winter Night Temp 
Setback Temp Day 
Setback Temp Night 
Avg. Persons per Home 

Table 15 
Regional Natural Gas Customer Population Trends 

(Percent of all gas customers) 

- 
1997 2001 

33.1 years 34.6 years 
13.8 years 13.6 years 

70.2 degrees 70.2 degrees 
67.8 degrees 68.0 degrees 

45% do 49% do 
47% do 47% do 

~ _ _ _ _  

2.64 2.61 

II 

South 
West 24.2% 24.3% - .. - .~ 

I 

Source: RECS: Housinu Characteristics, Energy Information 
Administration, U. S. Dept. of Energy, various years. 

Other Factors 
Several factors did not change substantially between 1997 and 2001, and 

therefore should not have measurably impacted use per customer. The table below 
shows national factors for such items as thermostat settings for each of the years. 

Table 16 
Natural Gas Customer Characteristics 

:ne, 
various years. 

Other Factors Not Quantified 
Other factors could have an impact on residential natural gas use, but were not 

quantified here, primarily due to lack of data. Far the most part, these should have 
impacts less than most of those factors listed above. Some of these factors include: 

Wafer Consewation -- Low flow showerheads and increasingly efficient dishwashers and 
washing machines have decreased the amount of hat water needed per residence. 
Economic lnfluences - Changes in the price of natural gas and in the general economic 
condition of the general population influence consumption. 
Environmental Regulafions - Restrictions on certain combustion practices, such as 
wood fireplaces, may impact consumer purchases of gas products. 
Gas Hearth Products - Gas fireplaceAogs have become more popular over the past few 
years, but it is not clear whether these units actually add to load. Some units could 
displace gas furnace requirements. 
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Unoccupied/Seasona/ Homes - The rise in second home ownership combined with 
increasing vacancy rates for rental homes could reduce overall use per customer. 

u s  NE MW 
Space Heating Efficiency -2.68 -1.74 -4.31 

VI. National & Regional Summaries 

South West 
-2.17 -2.17 

Table 17 summarizes the factors contributing to the decline in use per residential 
customer. The sum of the estimated factors closely approximates the observed decline 
for the United States. Regional comparisons do not provide as close a fit. Keep in mind 
that this report provides a broad-based assessment to the factors contributing to the 
decline in order to provide an understanding of the relative impact from each of these 
factors. This report does not attempt to provide precise measures of these factors due 
to limitations in the data. 

Baseload Appliance Efficiency -0.77 -0.71 -0.82 -0.75 
Space Heating Market Penetration -0.12 +0.79 -0.22 -1.09 
Baseload AppJiance MarkGt Penetration - -0.22 -0.05 -1-0.03 -0.29 

Population Trends 4-33 N I L - . .  NIA - NIA 
Thermal Efficiency Gains -1 -63 -1.94 -2.30 -1.20 

Table 17 
Summary of Factor Quantification and Comparison to Actual Decline 

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

-0.75 
-+0.38 
-0.08 

NIA I 

*I .O2 

Total 
Actual Chan e . Difference** 

-5.75 -3.65 -7.62 -5.50 -3.64 
-5.71 -2.83 -9.39 -4.40 -2.86 
-0.04 -0.82 1.77 -1.10 -0.78 

methodology 

IX. Methodology 

Normalized Use Per Customer 
Calculate actual use per residential customer from EIA data3 
Determine heating portion of use based on AGA survey data4 
Determine weather normalization factor by dividing the 30-year (I 961-1990) 
normal heating degree days into the actual degree days, based on N O M  
data5 
Divide heating portion by weather normalization factor, and add back in non- 
heating load 

0 

Natural Gas Annual, various years, Energy Information Administration, U.S. Department of Energy, 

Residential Natural Gas Market Survey, various years, American Gas Association, Washington, DC. 
State. Regional. and National Monthly and Seasonal Heating Degree Day,  various years, National 

Washington, DC. 

5 

Oceanic and Atmospheric Administration, U.S. Department of Commerce, Washington, DC. 
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Average Space Heatina AFUE 
0 Assume 65% AFUE as standard in 1980 and all retirements are those units 
0 Estimate new construction units by subtracting previous year’s gas space 

heating customers from current year’s, based on trend analysis of EIA RECS 
data6 

0 Calculate replacement units by subtracting new construction units from total 
shipments based on GAMA data7 

0 Eliminate the retired units from the inventory, and add in the new units, 
calculating the revised weighted average furnace AFUE for all existing units 
based on average AFUE of shipments as provided by GAMA 

Space Heating Efficiencv Impact 
0 Calculate average use per customer by multiplying the normalized heating 

load by the percent of gas customers with gas space heating (based on EIA 
RECS dafa) 

0 Calculate change in average furnace AFUE by dividing 1997 AFUE value into 
the selected year’s AFUE value 

0 Calculate the efficiency-adjusted demand by dividing the 1997 average use 
per customer by the change in average furnace AFUE for the selected year 

0 Subtract the efficiency-adjusted demand from the 1997 average use per 
customer to determine impact 

Average Water Heating EF 
0 Assume 0.50 EF as standard in 1980 and all retirements are those units 

Estimate new construction units by subtracting previous year’s gas water 
heating customers from current year’s, based on trend analysis of EIA RECS 
data 
Calculate replacement units by subtracting new construction units from total 
shipments based on GAMA data 
Eliminate the retired units from the inventory, and add in the new units, 
calculating the revised weighted average furnace EF for all existing units 
based on average EF of shipments estimated at 0.54 EF to 0.56 EF 

0 

0 

Water Heatinq EfTiciencv Impact 
0 Calculate average use per customer by multiplying the water heating load 

(based on AGA survey data) by the percent of gas customers with gas water 
heating (based on EIA RECS data) 

0 Calculate change in average EF by dividing 1997 EF value into the selected 
year’s EF value 

0 Calculate the efficiency-adjusted demand by dividing the 1997 average use 
per customer by the change in average water heater EF for the selected year 

0 Subtract the efficiency-adjusted demand from the 1997 average use per 
customer to determine impact 

RECS: HousinP Characteristics, various years, Energy Information Administration, TJ. S. Departnient of 

GAMA News, various years, Gas Appliance Manufacturers Association, Arlington, VA. 
Energy, Washington, DC. 
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Appliance Market Penetration Impact 
0 Calculate appliance penetration by dividing the number of residences with 

gas service by the number of customers with that appliance, based on EIA 
RECS data 
Subtract the impact year penetration from the 1997 penetration to determine 
the change in market penetration 
Calculate the weighted average gas use per customer for that appliance by 
multiplying the penetration value times the typical gas use for that appliance 
Multiply the change in market penetration by the 1997 weighted average use 
of that apptiance to determine the reduction in weighted average use per 
customer for that appliance 

0 

0 

Thermal Efficiency Impact 
0 Obtain an estimate of average percent increase thermal home efficiency 

enhancements from current and past EIA forecasts' 
0 Multiply the thermal efficiency percent increase by the percent difference in 

heating load and by the percent of gas homes with gas space heating to 
determine the thermal efficiency impacts 

Pomlation Shift Impact 
0 Determine the percent of gas customers by region for 1997 and 2001 from 

EIA RECS data 
0 Determine the normalized heating demand for those regions in 1997 based 

on AGA survey data 
0 Apply those same regional demand figures to the 2001 regional population 

distribution, calculate the weighted average national numbers for both, and 
compare the two numbers 

* Annual Energy Outlook, various years, Energy Information Administration, Washington, DC. 
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EA 2002-04 October 23,2002 

TRENDS fN THE COMMERCIAL NATURAL GAS MARKET 

1. Introduction 

Nationally, the commercial natural gas sector comprises 16 percent of total gas 
consumption. While total volumes to commercial customers increased 20 percent 
(weather normalized) from 1979 to 1999, use per customer dropped 18 percent. The 
purposes of this analysis are to: I )  provide an overview of natural gas consumption by 
commercial customers during the last 20 years, 2) identify the primary factors affecting 
use per customer, 3) examine natural gas use trends for the various types of commercial 
customers, and 4) highlight emerging technologies and markets that could offset this 
declining use trend. 

11. Executive Summary 

The commercial sector is important to natural gas utilities, accounting for 16 
percent of total consumption. On a weather-normalized basis, total consumption by this 
sector grew 20 percent during the 1980’s & 1990’s, reaching 3.2 trillion cubic feet by 
1999. The number of customers increased at a greater rate, 46 percent, over that time 
period. However, commercial energy trends have been mixed over the past two 
decades. 

*:* Similar to the trend that has been exhibited in the residential sector, weather- 
normalized use per customer in the commercial sector declined by 18 percent 
between 1979 and 1999. This occurred because the growth in number of customers 
outpaced consumption growth. 

+ Increased efficiency in space-heating appliances accounted for 
roughly half of the national average commercial load loss. 

+ Water heating efficiency gains contributed about five percent of the 
average commercial load loss. 

. 0 2002 by the American Gas Association 



4 Better insulation, more efficient windows, and other building envelope 
conservation measures increased substantially over the period, 
although the impact has not been quantified in this analysis. 

*3 Regionally, the changes in use per commercial customer varied considerably. 
4 The Northeast region’s use per commercial customer increased 47 

percent, primarily due to an increase in average floorspace per 
building and the increase in gas space heat penetration. 

4 The Midwest region’s use per customer declined almost 27 percent, 
while the South declined 30 percent, partially due to improved 
appliance and building efficiencies. 

4 The West region’s use per customer decline mirrored the national 
trend at 18 percent. 

Another measure of customer conservation is consumption intensity (use per 
square foot of space). An examination of natural gas use per square foot confirms that 
the average commercial building uses less gas compared to 1979 levels. This measure 
fell roughly 40 percent over the two decades. This decline is greater than the use per 
customer measure because average floorspace per commercial building increased since 
1979 and the intensity measure could not be adjusted for normal weather. 

*3 For all commercial facilities (including those not using natural gas), changes in 
market share for natural gas have shown mixed results. 

4 Nationally, the share of buildings with gas service fell from 62 percent 
to 61 percent. 

4 Similar to the decline in overall market share, the natural gas share of 
the market for water heating fell slightly (48 percent to 47 percent). 

+ Conversely, increasing market shares were realized in the commercial 
space heating (57 percent to 60 percent) and cooking (45 percent to 
59 percent). 

*:* For commercial facilities that use natural gas, the percentage of those customers 
that use gas for space heat and hot water have both increased, indicating that 
customers will choose gas for these applications where gas is available. The 
challenge remains for utilities to extend gas lines to unserved areas. 

Over 89 percent of all commercial customers with gas service used 
gas for heat in 1999, up from 86 percent in 1979. 
A similar trend was evident with waters heaters - increasing from 55 
percent to 57 percent. 
In the Northeast and Midwest, market penetration of space heaters 
increased while that of water heaters decreased. 
The opposite was true in the South, where the penetration of gas 
space heating declined slightly but that of water heating increased 
dramatically. 
Significant gains were realized for both applications in the West. 

A number of cammercial natural gas applications show promise in helping offset 
falling use per customer. Distributed energy, an application in which customers 
generate electricity on-site with natural gas, has moved beyond the demonstration 
phase. Natural gas space cooling is becoming more popular due to technological 
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advances. Natural gas desiccant dehumidification applications are also increasing. One 
forecast estimated that these three items accounted for nine percent of 1999 commercial 
gas consumption but will account for 28 percent by 2020. 

1979 

li. Overview of the Commercial Natural Gas Market 

Numberf  Customers (millions) 
Normalized Consumption (Trillion cubic feet) 
Number of Buildings with Gas (thousands) 
Floorspace of Buildings with Gas (mil. sq. ft.) 
Revenues from Sales (millions) 

The number of commercial natural gas customers increased 46 percent over the 
two decades, from 3.4 million to 5 million (Table I). Consumption (normalized to reflect 
normal weather) increased 20 percent. The number of buildings with natural gas service 
increased 43 percent, while the amount of floorspace for those buildings increased by 
half. Revenues from retail sales doubled, reflecting both the higher cost and use of 
natural gas. 

.~ ~ ~ 

8 -  
.- .  - 

_I 3.43 5.00 
2.68 3.20 
1,864 2,670 

30,477 45,525 
$6,624 $13,648 

Table 1 
Overview of the U.S. Commercial Natural Gas Market 

lmoortance of Market to Gas Utilities 

Commercial natural gas customers: 

0 Accounts for 16 percent of total gas consumption. 
0 Exhibit use patterns that are less seasonal relative to residential customers, 

allowing LDCs to better utilize gas distribution assets. 
0 Consume 7.5 times more gas, on a per customer basis, than the residential 

sector, allowing for more efficient use of utility resources. 
0 Normally operate under a firm rate, paying a premium compared to industrial 

customers that typically elect interruptible service. 

End-Uses of Gas Bv Commercial Sector 

Most of the natural gas consumed in the commercial sector is used for space 
heating and, to a lesser extent, water heating (Table 2). Cooking is third, followed by 
cooling/desiccant and power applications. Since 1979, space heating and, to a lesser 
extent, water heating end-uses have accounted for a declining portion of total 
commercial gas consumption. Cooking, cooling/desiccant, and power generation end- 
uses accounted for a greater proportion of commercial gas use in 1999 compared to 
1979. 
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Table 2 
Estimated Commercial Natural Gas Proportional Consumption by End-Use 

1979 
Space Heating 65% 

- 
1999 
54% 

Other I 8% 
Total 100% 

Gas Research institute Sasehe Projection Dafa Book ZOO? 

13% 
100% 

Commercial Enerqv Market Shares 

Cooking 
Cooling 

Natural gas has been losing market share to electricity in most end-uses except 
cooking (Table 3). The loss was largest in the cooling sector, but gas use was probably 
most impacted by the loss in the space heating market. 

44.5% 58.5% 58.9% 51 .O% 
6.5%- 94.3% 4.0% 96.9% 

Table 3 
Market Shares in Commercial Buildings 

Ill. Use Per Customer 

Background and Limitations 

This section attempts to provide a broad-based identification and quantification of 
factors that impacted the average annual natural gas use per commercial customer from 
1979 to 1999. Most natural gas distribution utilities experienced a much slower growth 
rate in commercial demand compared to the growth rate in the number of commercial 
customers during that time period. This trend makes it more difficult for gas companies 
to achieve expected revenues and to connect new customers economically. This 
section is intended to help companies understand the driving forces behind the declining 
use trend and to estimate future trends. 
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The results herein estimate the overall impacts of several contributing factors 
based on national and regional data. Analysis of utility-specific factors could result in 
conclusions different from those in this report. Individual companies should use this 
report as a guide in calculating their specific impacts, and they should include factors 
and influences pertinent to their systems that may not be considered and/or quantified 
here. 

These contributing factors were examined separately. Some of them may have 
synergistic properties that compound or offset impacts when considered together. Also, 
the quantification of these factors is not an attempt to determine absolute values for 
each influence, but rather to indicate the proportional impact that they have on 
residential use per customer. 

It must be recognized that the commercial natural gas market is quite diverse, 
particularly when compared to the residential market. An earlier American Gas 
Association (AGA) study on gas consumption patterns in the residential sector‘ more 
precisely quantified impacts of efficiency and demographic factors on customer use, in 
part due to the more homogeneous nature of the market relative to the commercial 
sector. Therefore, this section is designed to identify and give a relative measure of 
influencing factors. 

Much of the data used in this analysis come from government and AGA surveys. 
While this information is the best available for national and regional analysis, survey 
sampling, structure, and/or extrapolation techniques can be flawed, particularly when 
ascribing results to smaller populations such as regions and states. 

National/ReQional Averages 

From 1958 to 1978, natural gas demand in the commercial sector averaged an 
annual growth rate of 6.1 percent, and use per customer increased from 350 thousand 
cubic feet (Mcf) to 743 Mcf.2 Utilities were expanding their pipeline systems to reach 
more customers, prices were kept artificially low by government regulation, and gas 
appliances offered superior performance, cost, and efficiency compared to competing 
fuel technologies. 

During the mid to late 1 9 7 0 ’ ~ ~  three factors led consumers to start conserving 
energy. First, foreign oil embargoes led to fears regarding long-term energy supplies. 
Second, heightened environmental awareness and energy’s impact on the environment 
led to a reexamination of energy-use practices. Finally, the federal government 
deregulated energy prices, which led to a significant short-term price increase, 
particularly for natural gas. 

Efforts to reduce energy consumption are clearly reflected in gas use per 
customer. On a national average basis, natural gas use per commercial customer 
dropped 18 percent from 1979 to I999 from 780 Mcflyear to 640 Mcf/year (Table 4). On 
a regional basis, these impacts varied. Far the Northeast, the average gas use per 
customer increased substantially, roughly 47 percent. Commercial gas use per 

Patterns in Residential Natural Gas Consumption Since 1980, February I 1,2000, American Gas 

Gas Facts, 1980 Data, American Gas Association, Arlington, VA, 1981. 

1 

Association, Washington, DC. 
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customer dropped 27 percent for the Midwest, 30 percent in the South, and 18 percent 
in the West. 

1979 1999 Change 
United States 780 640 -1 40 - 
Northeast 568 838 270 
Midwest 901 660 -24 I 

I West 744 I 61 I -1 33_, 
South 738 516’ -222 

Table 4 
Trends in Commercial Natural Gas Use 
(Weather Normalized Mcf/Customer/Year) 

Contri butina Factors 

Appiiance Efficiency 
In response to the energy disruptions of the 1 9 7 0 ~ ~  Congress passed the Energy 

Policy and Conservation Act (EPCA) of 1975. EPCA established an energy 
conservation program for major household appliances including furnaces, water heaters, 
refrigerators and freezers, central air conditioners and central air conditioning heat 
pumps, room air conditioners, dishwashers, clothes washers, clothes dryers, direct 
heating equipment, pool heaters, kitchen ranges and ovens, fluorescent lamp ballasts, 
and television sets. The Energy Policy and Conservation Act (EPACT) of 1978 
expanded the coverage of EPCA to include commercial building heating and air 
conditioning equipment, water heaters, certain incandescent and fluorescent lamps, 
distribution transformers, and electric motors. In 1987, the National Appliance Energy 
Conservation Act (NAECA), which also incorporates EPCA and EPACT, authorized the 
U. S. Department of Energy (DOE) to set energy efficiency standards for major home 
appliances according to a statutory time schedule stretching into the next century. 

DOE’S Office of Codes and Standards sets the minimum efficiency ratings of 
many residential appliances. DOE has set standards for such natural gas appliances as 
space heaters, water heaters, ovens, and ranges. 

Furnaces 
During the 1970s natural gas furnaces averaged about 65 percent annual fuel 

utilization efficiency (AFUE). As interest in more energy-efficient appliances increased, 
the average AFUE for new furnaces increased. DOE, through authority granted by 
NAECA, set 78 percent AFUE as a minimum for gas furnaces manufactured after 
January 1, 1992. Furnaces with AFUE ratings up to the mid-90’s are available to 
consumers, and the average AFUE of new furnace shipments is currently in the mid- 
eighties. As the higher efficiency furnaces have worked their way into the market for 
new and replacement units, the average AFUE for all natural gas furnaces has 
increased from 65 percent in 1979 to 75 percent in 1999 (Table 5). 
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Table 5 
Natural Gas Furnace Average AFUE 

(Percent) 

1979 I990 
New Furnace Shipments 65% 76% 

65% 68% 

1999 
85% 
75% 

The impact on a national average was to lower use per commercial natural gas 
customer about 70 Mcf per year, half of the total decrease (Table 6). The impact in 
terms of sales volume varied by region due to the weather differences and market 
penetration. Use per customer dropped around 53-56 Mcf in all regions except the 
Midwest, where the decline was 93 Mcf per year. 

All Furnaces In Place 

Table 6 
Impact of Gas Space-Heating Efficiency Gains on Use per Customer 

(Weather-normalized Mcf/year, I999 vs. 1979) 

--I___ 

-70 United States 
-53 

Midwest -93 
-56 South 

_________. 
. Northegst - 

-1_1- - 
I West I -56 

Note: Assumes national average furnace efficiency for all regions. 

1979 I990 1 999--.- 
---- 'Jew Water beater Shipments .50 .54 .56 

Inwace Water Heaters .50 -50 .54 - 

Water Heaters 
DOE set the minimum efficiency of natural gas water heater at 0.54 energy factor 

(EF) for units manufactured after 1989. Previously, water heaters averaged about 0.5 
EF. Industry analysts estimated that the availability of even higher efficiency units raised 
the average EF of new units sold to 0.56 by the mid-90s (Table 7). Based on shipment 
data and typical retirement rates, the average EF of water heaters went from 0.5 in both 
1979 and I990 to 0.54 in 1999. 

Table 7 
Natural Gas Water Heater Average Energy Factor 

Since the average water heater EF improved about six percent from 1990, the 
typical consumption by customers that have water heaters declined in the same 
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proportion. The average decline was seven Mcf per customer, with regions not varying 
much from that average (Table 8). 

United States 
Northeast 
Midwest 
South .- 

Table 8 
Impact of Gas Space Water Heating Efficiency Gains on Use per Customer 

(Mcf/year) 

-7 
-9 
-7 
-5 

United States - 
Northeast 

86.1 % 89.1 % 
74.9% 87.8% 

Ofher 
Natural gas cooking equipment has not yet been affected significantiy by 

efficiency changes. improvements in efficiency have occurred due to marketplace 
demand, most of which stemmed from the development of electronic ignition devices for 
these appliances. While electronic ignitions can reduce annual demand for gas from 
these appliances by almost half, penetration of these devices into the market could not 
be determined. Therefore, no estimate of the improved efficiency impacts for these 
appliances is provided. 

f979 

Appliance Saturation 
The most common natural gas appliances found in businesses are space 

heaters, water heaters, and cooking equipment. All of these applications face 
competition from other energy forms, particularly electricity. Since 1979, the percentage 
of gas buildings with both gas space and waters heaters increased. The opposite trend 
was exhibited for gas cooking and cooling equipment. 

9999 

Space Heaters 
The percentage of gas customers that use natural gas for space heating 

increased by three percentage points over the period (Table 9). Regionally, the 
Northeast sector saw a significant increase in this market penetration among its 
customers, apparently at the expanse of fuel oil heating. The Midwest slightly increased 
its high market penetration for gas heating over the period. The West also enjoyed a 
slight increase in the proportion of their customers that use gas for their main space 
heating fuel. Only the South showed a slight decrease due to the increasing popularity 
of the electric heat pump during this time. 

Midwest 93.0% 
South . 83.2% 
West 87.j% 

Table 9 
Natural Gas Space Heating Appliance Market Penetration 

(Percent of all gas customers) 

95.4% 
82.6% 

, 89.5% 
years 
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Increasing the percentage of gas customers that use gas for space heating 
helped to offset the reduction-in-use trend. On a national level, throughput per 
commercial customer increased 10 Mdlyear because of increased penetration (Table 
IO). The greatest increase occurred in the Northeast, 66 Mcflyear. The gains in the 
Midwest (nine Mcf) and the West (six Mcf) were more modest, and the South showed a 
decline (two Mcf). 

Table 10 
Impact of Gas Space Heating Market Penetration on Use per Customer 

(Mcflyear) 

United States 
Northeast: 
Midwest 
South 
West 

Wafer Heaters 
Overall, more commercial buildings employ natural gas water heaters compared 

to 20 years ago. In 1979 natural gas water heaters were in about 55 percent of U. S. 
businesses with natural gas service (Table 11). By 1999 this market penetration had 
increased to 57 percent. Regionally, the Northeast's and Midwest's market penetration 
decreased, with the other regions showing significant increases. 

Table I 1  
Natural Gas Water Heater Market Penetration 

(Percent of all gas customers) 

- .  '979 I 19991 
United States 54.9% 56.9% 
Northeast 59.9% 54.0% 
Midwest 60.2% 51 -7% 
South 42.0% 57.3% 
West 58.4% 64.8% 
Source Energy lnformafion Adminisfration, CBE CS, various years 

When the proportion of gas customers with gas water heaters increases, the 
weighted average gas use per customer rises. For example, the national average 
penetration of water heaters climbed about two percentage points from 1979 to 1999, 
resulting in an increase in overall gas use per customer of two Mcf/year (Table 12). The 
South ( I  1.3 Mcf/year gain) and the West (5.6 Mcf/year gain) experienced higher growth. 
On the other hand, the Northeast and Midwest experienced declines in market 
penetration, causing load losses of about seven to eight Mcflyear. 
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Table 12 
Impact of Gas Water Heater Market Penetration on Use per Customer 

( M cf/yea r ) 

Northeast 
Midwest 

I United States 1 I .8 I 
I 

-7.0 
-8.0 

- 
-- 

South 
West 

11.3 
5.6 

Cooking 
While overall natural gas market share for commercial gas cooking increased, 

the percent of commercial establishments that cook on-site decreased. Thus, the 
percentage of commercial customers with natural gas service that also cook with gas 
declined in all regions of the country - the number of gas buildings without cooking 
increased at a faster rate compared to those commercial gas sites with cooking. 
Nationally, cooking market penetration for gas customers fell 4.6 percentage points, with 
the Northeast region falling 16 percentage points, the Midwest four percentage points, 
the South less than one percentage point, and the West two percentage points (Table 
13). 

Table 13 
Natural Gas Cooking Appliance Market Penetration 

(Percent of all gas customers) 

36.0% I 20.9% 
21.4% I 17.5% 

Source: Energy Information Administration, CBECS, various years. 

Despite this decline for gas cooking penetration, the resulting impact is relatively 
small. This is due to the smaller proportion of gas customers with this appliance 
combined with the modest annual energy consumption from these units compared to 
other applications. Nationally, the loss amounted to 3.1 Mcflyear (Table 14). The 
Northeast experienced the largest decline with 13 Mcf/year. The other regions ranged 
from less than one Mcf/year (South) to almost three (Midwest). 

Table 14 
Impact of Gas Cooking Market Penetration on Use per Customer 

(Mcf/year) 
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Cooling 
Gas cooling in the commercial sector held a very small market share in 1979, 

and that share fell through 1999, both in terms of total market and penetration for all gas 
customers. However, the decline did not impact use per customer significantly because 
of the small percentage of the customers using gas for cooling. On average, the decline 
was less than one Mcflyear. 

United States 
Northeast 

Building Characteristics 

7.8% 
39.2% 

Average Floorspace per Heated Building 
The average amount of floorspace per gas-heated building increased almost 

eight percent between 1979 and I999 (Table 15). The Northeast's average floorspace 
per gas-heated building increased the most, nearly 40 percent. The Midwest region was 
the only area to have a decrease (two percent), while the South (13 percent) and the 
West (four percent) average floorspace per gas-heated building increased. 

Table 15 
Changing Floorspace per Building 

( I  999 vs. 1979) 

I West I 4.3% ] 
Source: Energy Information Administration, CBECS, various years 

This increase resulted in a higher gas use per customer, approximately 26 
Mcf/year per customer, on a national level (Table 16). The Northeast use increased the 
most, slightly more than 200 Mcf/year. The Midwest region was the only area to have a 
decrease, causing use to fall about six Mcf/year. The South exhibited an increase of 
more than 30 Mcflyear, while the West showed an increase of ten Mcf/year. 

Table 16 
impact of Changing Average Floorspace per Building on Gas Demand 

(Mcf per year) 

Shell Improvements 
Since 1979, the average commercial building has become more energy-efficient 

through improvements in building shell construction. These improvements dealt mainly 
with insulation and windows. Chart 1 illustrates these improvements since 1986. 
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Chart I 
Changes In Building Shell Conservation Features 

(Percent of Buildings with Feature) 

Tinted, Reflective, or Shading Glass 

Storm or Multiple Glazing 

Wall Insulation 

Shading or Awning 

Roof or Ceiling Insulation 

0% 90% 20% 30% 40% 50% 60% 70% 80% 90% 

Source: Energy Information Administration, CBECS, various years 
NOTE: Data for Wall Insulafion, Shading or Awning, and Roof or Ceiling Insulation not available for 
f999. 

These improvements resulted from two factors. First, new buildings were 
constructed with these features, and the population of structures completed since 1970 
increased over the study period. According to the Energy Information Administration’s 
Commercial Building Energy Consumption Survey (CBECS), in 1979, 78% of the 
commercial buildings were built before 1970. In 1999, only half of the inventory was built 
before 1970. 

Second, more than half of the buildings covered by CBECS reported that they 
had added conservation features. 

0 insulation: 34% 
0 Weather stripping or calk: 27% 
0 Storm or multiple glazing windows: 13% 
0 Exterior or interior shading or awnings: 17% 
0 Tinted, reflective, or shading glass: 9% 

Other 
Based on responses to the 1986 CBECS, 13 percent of buildings had energy 

audits. Almost half of those audited made improvements to the HVAC system, building 
shell, or lighting system 

Off-hours reduction in heating andlor cooling gained in popularity over the study 
period, according to CBECS. In 1986, 63 percent of buildings employed this 
conservation feature compared to 71 percent in 1999. 

Unfortunately, the buildings within the commercial definition vary greatly, making 
estimates of these changes’ impact on gas demand infeasible. Considering all of the 
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improvements made in building stock and energy management practices since 1979, the 
impacts should be considerable. 

I 

1979 I999 Change 
Assembly 63.8% 66.2% 3.8% 

62.0% 68.8% 10.9% Education 
Food Sales & Service 61 -5% 64.0% 4.0% 
Health Care -1 7.9% 

57.7% 68.0% 17.7% Lodging - 
Mercantile & Service 66.2% 62.9% -5.1 % 

61.1% 61.2% 0.2% 
Warehouse 49.6% 45.6% -8.1 % 
Other 52.2% 43.8% -16.0% 

-- 

. - ~  Office 

IV. Trends by Type of Commercial Activity 

The types of businesses within the commercial sector vary considerably. The 
Energy Information Administration classifies the activities into nine components - 
Assembly, Education, Food Sales and Service, Health Care, Lodging, Mercantile and 
Service, Office, Warehouse, and Other. Size and scope of activities varied substantially 
even within these categories - Mercantile and Service ranges from a stand-alone mini- 
mart to a large mall, Health Care ranges from a doctor’s office to a hospital, etc. This 
must be taken into consideration when analyzing the trends presented below. 

Natural gas market shares in buildings varied by type of commercial activity. The 
percentage of buildings with gas service increased significantly in Lodging and 
Education (Table 17) since 1979. However, the percentage of Health Care facilities with 
gas service decreased almost 18 percent, and these customers traditionally use large 
amaunts of natural gas. 

The gas space heating market shares improved for most activities (Table 18). 
Greatest gains appeared in the Lodging and Education sectors. Health Care exhibited 
the only significant decline, indicating that gas space heating lost ground not only in 
these buildings without gas service but in buildings with gas service as well. 
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Table 18 
Gas Space Heating Market Share by Activity 

-- 
Assembly 
Education 
Food Sales & Service 
Health Care 
Lodging 

1979 1999 Change 
57.9% 61.9% 7.0% 
46.8% 60.1% 28.4% --.. 
54.4% 57.7% 5.9% 
62.0% 49.6% 1 -20.0% 
36.8% 49.3% I 33.9% 

The market shares for gas water heating varied by sector (Table 19). Assembly, 
Food Sales and Service, and Lodging all exhibited double digit growth over the two 
decades. Health Care, Mercantile and Service, Office, and Warehouse applications all 
exhibited double-digit declines in gas water heating market shares. 

Mercantile & Service 63.5% 
Office --- 54. I % 
Warehouse 58.7% 
Other 45.2% 

Table I 9  
Gas Water Heating Market Share by Activity 

62.3% -1.9% 
57.6% 6.4% 
59.1% 0.7% 
47.6% 5.3% 

- 
1979 1999 Change 

Assembly 44.5% 54.7% 22.8% 
Education 55.0% 55.0% 0.1 % 
Food Sales & Service -__ 50.7% - 59.6% 17.5% 

Lodging 48.9% 57.7% 18.1% 
Health Care 49.0% __ 43.7% -10.9% 

Mercantile & Service 50.0% 40.5% . -19.1% --- 
Office 43.6% 35.1% -I 9.5% . 
Ware house 41.8% 37.0% -1 1.4% 
Other 4 ~ ~ 8 %  48.6% -0.4% 

Market shares for gas cooking increased in all reported activities. Double-digit 
growth occurred in all sectors except one (Table 20). Ironically, Food Sales and Service 
grew only eight percent. 
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Table 20 
Gas Cooking Market Share by Activity 

1979 I999 Change 
Assembly 53.5 28.2 -47% 
Education 51.2 33.5 -35% 

111.1 -13% Food Sales & Service 127.2 -- 
Health Care 127.0 92.2 -27% 
Lodging 75.5 49.6 -34% 
Mercantile & Service 55.9 43.4 -22% 
Office 59.1 29.0 -51% 

-57% Warehouse 83.9 36.0 - 

Energy intensity is similar to use-per-customer in that it illustrates the relative 
amount of energy consumed, but on a per square foot of commercial space basis. As 
shown in Table 21, Food Sales and Service and Health Care are the largest consumers 
of natural gas on a per square foot basis. All sectors experienced double-digit declines 
in energy intensity since 1979. All sectors appeared to use natural gas milch more 
efficiently in their end-uses. 

Table 21 
Gas Energy Intensity by Activity 

(000 BtulSq. Ft.Near) 

V. Future Trends 

Amliance Efficiency 
Most existing space heating and water heating appliances were purchased 

before government-mandated minimum efficiency ratings were imposed on this 
equipment. Therefore, the average efficiency for these appliances is lower than the 
regulatory minimum. Replacement of older, less efficient appliances through normal 
attrition will make it difficult for gas utilities to reverse the declining demand per customer 
frend. 
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Buildinu Characteristics 
In 1999, half of existing commercial buildings were built before j970. These 

structures, on average, are less thermally efficient than new ones. While some have 
been renovated to improve their thermal efficiency (wall and ceiling insulation, storm 
windows and doors), the addition of new buildings and the removal of older stock will 
increase the average efficiency of a gas utility's commercial base. This, in turn, will 
contribute to a decline in commercial demand on a per-customer basis. 

Emerging Technologies 
Distributed energy offers substantial growth opportunities for natural gas utilities 

in the commercial sector. Distributed generation can be defined as onsite or near-site 
power generation of less than 25 MW. High efficiencies are possible for installations that 
supply both power and use the waste heat to meet the heating or cooling needs of a 
customer. A wide range of power generation technofogies is either commercially 
available or currently emerging to meet the needs of institutional and large commercial 
customers. 

Natural gas is expected to supply a growing portion of commercial space cooling 
load. Systems such as gas engine-driven, gas absorption, and desiccant 
dehumidification are growing in popularity due to cost and environmental considerations. 

According to the Gas Technology Institute3, cooling and desiccant systems 
accounted for 3.5 percent of 4999 natural gas consumption by the commercial sector, 
and power generation 5.4 percent. GTI forecasts that by 2020, gas sales for cooling and 
desiccant systems are expected to grow 500 percent (12.9 percent of total gas 
commercial load), and gas sales for power generation are expected to grow almost 400 
percent (15 percent of commercial load). These two factors are expected to help offset 
continued gains in gas appliances and envelope efficiency in the commercial market. 

VI. Data Sources and Methodology 

Most of the data used and presented in this report comes from the U. S. Energy 
Information Administrations' Commercial Buildinu Energv Consumption Survev4 
(CBECS). The report for 1999 and selected other years can be found on the EIA 
Website: ht~~:liw~~.eia,doc.~ov/e~~cu/c.hecs/co~ltents.html. Other data sources 
included previous AGA surveys on the commercial market5, AGA's Gas Facts', EIA's 
Natural Gas Annual7 and the previously cited Gas Research Institute's Baseline 
Proiection Data Book. 

Baseline Projection Data Book, 2001 Edition, March 2001, Gas Research Institute, Arlington, VA 
Commercial Building Energy Consumption Survey, various years, Energy Information Administration, 

Commercial Natural Gas Market S w = ,  various years, American Gas Association, Washington, DC. 
Gas Facts, various years, American Gas Association, Washington, D.C. 
Natural Gas Annual, various years, Energy Information Administration, T.J.S. Department of Energy, 

IJ. S. Department of Energy, Washington, DC. 

Washington, DC 
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The methodology for determining use per customer trends is summarized below: 

- Normalized Use Per Customer 
0 

0 

0 

Calculate actual use per commercial customer from EIA data 
Determine heating portion of use based on AGA survey data and the GRI 
Baseline Report 
Determine weather normalization factor by dividing the 30-year (1961-1990) 
normal heating degree days into the actual degree days, based on NOAA 
data’ 
Divide heating portion by weather normalization factor, and add back in non- 
heating load . 

0 

Average Space Heatincl AFUE 
0 

0 

Assume 65% AFUE as standard in 1979 and all retirements are those units 
Estimate new construction units by subtracting previous year’s gas space 
heating customers from current year’s, based on trend analysis of EIA 
CBECS data 
Calculate replacement units by subtracting new construction units from total 
shipments based on GAMA datag 
Eliminate the retired units from the inventory, and add in the new units, 
caIculating the revised weighted average furnace AFUE for all existing units 
based on average AFUE of shipments as provided by GAMA 

0 

0 

Space Heatina Efficiency Impact 
0 Calculate average use per customer by multiplying the normalized heating 

load by the percent of gas customers with gas space heating (based on EIA 
CBECS data) 
Calculate change in average furnace AFUE by dividing 1979 AFUE value into 

- 

0 

the selected year’s AFUE value 
Calculate the efficiency-adjusted demand by dividing the 1979 average use 
per customer by the change in average furnace AFUE for the selected year 
Subtract the efficiency-adjusted demand from the 1979 average use per 
customer to determine impact 

0 

0 

Average Water Heatinq EF 
0 Assume 0.50 EF as standard in 1979 and all retirements are those units 
0 Estimate new construction units by subtracting previous year’s gas water 

heating customers from current year’s, based on trend analysis of EIA 
CBECS data 
Calculate replacement units by subtracting new construction units from total 
shipments based on GAMA data 
Eliminate the retired units from the inventory, and add in the new units, 
calculating the revised weighted average furnace EF for all existing units 
based on average EF of shipments estimated at 0.54 EF to 0.56 EF 

0 

State. Regional. and National Monthly and Seasonal Heating Degree Davs, various years, National 
Oceanic and Atmospheric Administration, U.S. Department of Commerce, Washington, DC. 

GAMA News, various years, Gas Appliauce Manufacturers Association, Arlington, VA. 
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Water Heatina Efficiencv Impact 
0 Calculate average use per customer by multiplying the water heating load 

(based on AGA survey data) by the percent of gas customers with gas water 
heating (based on EIA CBECS data) 

0 Calculate change in average EF by dividing 1979 EF value into the selected 
year’s EF value 

0 Calculate the efficiency-adjusted demand by dividing the 1979 average use 
per customer by the change in average water heater EF for the selected year 

* Subtract the efficiency-adjusted demand from the 1979 average use per 
customer to determine impact 

Appliance Market Penetration Impact 
0 Calculate appliance penetration by dividing the number of residences with 

gas service by the number of customers with that appliance, based on EIA 
CBECS data 

0 Subtract the impact year penetration from the 1979 penetration to determine 
the change in market penetration 

0 Calculate the weighted average gas use per customer for that appliance by 
multiplying the penetration value times the typical gas use for that appliance 

0 Multiply the change in market penetration by the 1979 weighted average use 
of that appliance to determine the reduction in weighted average use per 
customer for that appliance 

Change in Averaae Heated Floorspace Impact 
0 

0 

Calculate the percent change in average heated floorspace in buildings from 
EIA CBECS data 
Multiply the change in average heated floorspace by the percent difference in 
heating load and by the percent of gas buildings with gas space heating to 
determine impacts 
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Atmos Energy Corporation, Kentucky 
Case No. 2006-00464 

Attorney General 2nd Data Request Dated March 30,2007 
DR Item 68 

Witness: Gary Smith 

Data Request: 
Please provide a breakdown of residential and, separately, commercial customers 
according to their use of gas. Separate each of these customer groups into 
deciles, showing the average consumption of gas in each decile. 

Response: 
Line 
No. Decile Residential Commercial 

(a) (b) (C) 
--"̂ - 

I Decile I 

2 Decile 2 

3 Decile 3 

- 4  Decile 4 

5 Decile 5 

6 Decile 6 

7 Decile 7 

8 Decile 8 

9 Decile 9 

10 Decile 10 

135.9 

89.7 

76.4 

67.0 

59.4 

52.3 

45.3 

37.4 

27.1 

9.3 

1599.6 

402.6 

221.7 

148.7 

107.6 

79.6 

58.8 

42.5 

27.4 

8.7 

These volumes are presented in Mcf's. 

Note: Due to technical difficulties when gathering the consumption data 
for residential customers to respond to AG DR's 63, 66, and 68, data is 
missing for several customers, primarily in Atmos Energy's Owensboro 
and Bowling Green service areas. Given the short duration of time to 
develop the programming necessary for the query and interpretation of 
results, approximately 17,000 customers have been omitted from this 
response. We have provided the best information available and do not 
believe that this subset of the customer base would vary significantly from 
the total population of customers. 
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